VIRGINIA: A REGULAR MEETING OF THE SURRY COUNTY BOARD OF SUPERVISORS HELD IN
THE GENERAL DISTRICT COURTROOM OF THE COUNTY GOVERNMENT CENTER
ON JANUARY 6, 2011 AT 7:00 P.M.

PRESENT: SUPERVISOR REGINALD O. HARRISON, CHAIRMAN
SUPERVISOR JOHN M. SEWARD, VICE-CHAIRMAN
SUPERVISOR M. SHERLOCK HOLMES
SUPERVISOR ERNEST L. BLOUNT
SUPERVISOR JUDY S. LYTTLE

ALSO
PRESENT: MR. TYRONE W. FRANKLIN, COUNTY ADMINISTRATOR
MRS. MELISSA D. ROLLINS, DIRECTOR OF FINANCE

CALL TO ORDER

The meeting was called to order by County Administrator, Tyrone W. Franklin.

BUDGET PLANNING WORK SESSION

Mrs. Melissa D. Rollins provided the Board with a brief overview of the County’s
current financial condition. She reported on current revenue collections and
expenditures which are on target at mid fiscal year. (A copy of Mrs. Rollins’s
presentation is included as an integral component of these minutes.)

Mr. Harrison requested an update on County projects which are not anticipated to
be undertaken this fiscal year. This information may indicate roll-over funds and
may help prioritize projects for next fiscal year. Mrs. Rollins informed the Board
that a report on County projects would be made available at the CIP Committee
meeting on January 10, 2011.

Mrs. Rollins went on to discuss expectations for next fiscal year stating that
revenues are anticipated to be similar to those of the current fiscal year. She also
briefly reported on legislative changes at the state level that could have an effect
on localities.

The Board engaged in discussion regarding Constitutional Officers’ salaries,
consolidation of services within the County, and Virginia Retirement System
funding. Mr. William Hefty informed the Board of several legislative issues
under consideration at the state level affecting these particular areas of funding.
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ADJOURNMENT

Mr. Franklin announced the adjournment of the budget work session prior to
the start of the regular Board of Supervisors meeting at 7:00 p.m.

(All materials provided for the Board are attached as an integral
component of these minutes.)
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“'.:?Y 2010-11 Mid Year Financial Report &

=

FY 2011-12 Financial Outlook

-

Mid Year Reporting - For the period ending December, 2010 (Based on both actual and projected data
posted through Dec. 28th)

Melissa D. Rollins
Director of Finance
December 28, 2010

Sources — BAl reports, Treasurer, and Commissioner’s
FY12 Estimates & VML/VACQO Correspondence



‘Local Revenue Highlights

o Real Estate Property Taxes — 90% Collected
= Expected Year End Variance — (Negative -$100K)

o Public Service Corporation — 105% Collected

= Actual exceeded projections by 5% due to higher
assessed value

o Personal Property Taxes - 78% Collected
= Expected Year End Variance — (Close to projections)

o Other local taxes — 47% Collected
= Expected variance — (Expected to reach projections)

o Other local sources — 40% collected
. Expected variance — (Negative $50,000)



lL.ocal Revenue Sources

Real Property Taxes
Public Service Taxes
Personal Property
Penalty & Interest

Other Local Taxes

Use of money & property
Other Local Sources

Total from Local Sources

FY 10-11 FY10-11 | % of Projected
Projected Year to Date | Collections
$6,369,909 5,747,166 90%
$10,790,703| 11,348,785 105%
$1,140,598 885,516 78%
$110,378 49,398 45%
677,107 275,886 41%
127,210 34,422 27%
176,149 69,115 9%
19,302,054 | 18,410,288 (\/950/5

LOOKS GOOD OVERALL




State Revenue Highlights

o Non Categorical Aid — 81% collected

= Estimated year end projections will equal
budget

o Shared Expenses - 34% collected
= State share of constitutional offices support
= Represents (5 months at Dec. 30t)

= Estimated year end projections will equal
budget if the state does not impose
_spending reductions inthisarea



State Revenue Sources

Noncategorical Aid

Shared Expenses

Welfare Admin. & Assistance
Other State Aid

Total from State Sources

FY 10-11 FY10-11 | % of Projected
Projected Year to Date | Collections
$680,907 551,820 81%
803,117 273,608 34%
529,163 126,068 24%
242053 98,492 41%
$2,255,240 1,049,988

Overall - Revenue is expected to be on target — Aid
for welfare administration, if lower than projected,
will result in an expenditure adjustment




‘General Fund Expenditure Highlights

= Projected Expenditures at December 30t
equal approximate 45% of total budget

= Due to budget cuts implemented for FY11,
there should be a limited amount of funds

remaining at year end



General Fund |

CATEGORY

Judicial Administration
Public Safety

Public Works

Health & Welfare
Parks & Recreation

Community Development

Axpenditures
FY 10-11 FY10-11
Budget Year to Date Budget Balance to Date
Expenditures (S) _(%)
General Gov't Administration 1,594,586 637,136 957,450 60.04%
413,844 214,930 198,914 48.06%
2,506,119 1,128,610 1,377,509 54.97%
1,054,795 402,290 652,505 61.86%
486,536 234,762 251,774 51.75%
527,863 255,794 272,069 51.54%
455,128 174,282 280,846 61.71%
Subtotal-General Operating 7,038,871 3,047,804 | 3,991,067

Excludes December Accruals — if added, approx.
45% of budget will be expended




|Social Services |

Hxpenditures

Adopted | Yearto Date Budget Balance fo Date
Budget | Expenditures | Dollar(§)  Percent (%)
Social Services
TOTAL SOCIAL SERVICES 2,232,129 813,069 1,419,660 /63.58%\

Total expenditures are contingent upon revenues from the
state and federal government; lower revenues than
expected will result in an expenditure adjustment




School Fund Revenue

Primary Government;

School Fund:
Local Sources
State Sources
Federal Sources

Total School Fund

FY 09-10 FY 10-11 FY10-11 | % of Projected
Actual Projected Yearto Date | Collections
§275,240 300,000 79,713 21%
3,469,260 3,343,780 1,295,761 39%
1,488,881 948 821 476,399 50%
$5,233,381 $4,592,601 $1,851,873 40%




|School Fund Expenditures

FY 10-11 FY 10-11

Amended Year to Date Amount Expended

Budget Expenditures Variance
Dollar ($) Percent (%)

School System
Instruction 10,808,107 4,199,616 6,608,491 38.86%
Administration & Health 828,621 405,376 423,245 48.92%
Pupil Transportation 1,044,508 405,887 638,621 38.86%
Operation & Maintenance 1,779,806 1,241,285 538,521 69.74%
Food Services 585,662 244716 340,946 41.78%
Debt Services 264,890 260,595 4,295 98.38%
Educational Technology 824,658 400,465 424193 48.56%
TOTAL SCHOOL SYSTEM 16,136,252 7,157,940 8,978,312 / 44.36%
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WHAT TO EXPECT IN FY2011-12



' Local Revenue
= Expect Level Projections from the current year

o Public Service current year actual - $11.34 mi
o Public Service FY12 Projected - $10.90 mi
o Real Estate current year projected- $ 1.10 mi
o Real Estate FY 12 Projected - $ 1.15 mi
o Other local taxes —=FY11 Projected -  $707,000
a Other Local taxes — FY 12 Projected- $700,000

Other local aid (i.e. investment revenue, permits, fees,
fines, misc. will remain unchanged)
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'History of Public Service Assessments

State % change in % Change in
Year | Ratio % Assessment assessment| Tax Rate Revenue Revenue
1999 99.1%
2000 90.7% 1,347,848,855 0.0075 10,108,866
2001 99.4% 1,476,182,449 9.5% 0.0075 11,071,368 9.5%
2002 93.6% 1,351,947,273 -8.4% 0.0075 10,139,605 -8.4%
2003 | 99.3% 1,423,102,752 5.3% 0.0075 10,673,271 5.3%
2004 84.7% 1,273,917,022 -10.5% 0.0080 10,191,336 -4.5%
2005 95.4% 1,405,266,656 10.3% 0.0077 10,820,553 6.2%
2006 74.9% 1,109,668,896 -21.0% 0.0084 9,321,219 -13.9%
2007 99.9% 1,533,628,525 38.2% 0.0070 10,735,400 15.2%
2008 98.8% 1,510,896,741 -1.5% 0.0070 10,576,277 -1.5%
2009 98.8% 1,478,178,593 -2.2% 0.0070 10,347,250 -2.2%
2010 | 100.0% 1,554,628,083 5.2% 0.0073 11,348,785 9.7%
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State Revenue

= Expect Level Projections from the current year
o Shared Expenses
o PPTRA

o Other Non categorical aid (recordation and mobile
home titling taxes)

n State Aid for Education (reduction from current year
projections (state figures show $117 less in FY12)

a Local budget impact: improving revenues at state level does
not mean a restoration of state financial aid to local
governments; additional cuts may occur
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Other Budgetary Implications

1 VRS Changes:

o Expect to pay more in teacher retirement cost
o Line of Duty Act (LODA Fund)

= May require a contribution to VRS for volunteer fire/rescue
personnel under the act

- BPOL/Machinery and Tools

Proposed legislation to abolish or change this tax

15



Fund Balance, June 30, 2011

= Slight increase expected due to positive
variance in local revenue

a Contingent upon state and federal revenue
meeting projections |

o Contingent upon expenditures as planned
o Completion of major capital projects

16



Presentation confirms higher VRS rates
in offing

The combined liability of state-supported retirement plans is $17.9 billion, according to a
staff presentation at the Dec. 13 meeting of the Joint Legislative Audit and Review
Commission. The conclusion: Increased contributions are in store for the next biennium.

Sens. Walter Stosch and Charles Colgan both said that the status of the Virginia
Retirement System presented a huge challenge, and would require as much thought as
any part of the budget.

Gov. Bob McDonnell presented legislators with a partial solution with the budget
amendments presented Dec. 17. McDonnell proposes these VRS fixes beginning in FY
12:

Raising the employer contributions paid to the various state plans (state employees,
judges, etc.), not including teachers, by about 4 percent.

Requiring state employees hired before July 1, 2010 to pay the 5 percent member
contribution and providing those employees a 3 percent salary increase.

Raising the teacher employer contribution rate by 2 percent (from 5.16 to 7.16
percent), at a cost of $53.2 million in state funds and approximately $100 million
in local funds. The problem for localities: The governor proposes to use money
presently designated for a composite index hold harmless account in FY 12 to pay
the state share of the increased teacher retirement rate. Thus the 97 localities
currently slated to receive this hold harmless funding in FY 12 would not receive
any of these dollars, and would have to pay their share of the teacher retirement
contribution rate.

Giving political subdivisions the authority to require their employees hired before
July 1, 2010, to pay the 5 percent member contribution, provided a 3 percent
salary increase is given. Political subdivisions include cities, counties, towns,
school boards and other local bodies such as authorities, CSBs, etc.

McDonnell told VML and other association representatives that Wall Street was very
uncomfortable with the current 2-tier system, in which the state pays the 5 percent
member contribution for state employees hired before July 1, 2010 but employees hired
after July 1 pay the contribution themselves.

The Virginia Retirement System estimates that the action would pump an additional $300
million into the retirement fund. This amount includes the $100 million that is the
estimated local match for the increase in the teacher retirement rate.

Whether this additional funding will be enough remains to be seen. Ed Burton, a member ?
of the VRS Board of Trustees, said VRS’s liability was probably double that of the $17.9

billion cited by JLARC. Burton made his comments at a Dec. 16 meeting of the VRS’s

benefits and actuarial committee.

The VRS Board of Trustees, however, has endorsed the governor’s proposal, saying:
“These increased contribution rates represent a 56 percent increase over currently



budgeted levels for the state employee plan and a nearly 20 percent increase for the
teacher plan. The governor also proposes to require employees to share in the cost of their
retirement program. This will put the VRS plan into alignment with public and private
plans across the country and will ease the burden on state and local employers in funding
the escalating costs of the program.” /UP/UPDec2410.html - Contentscontents




Excerpt from Virginia Municipal League
12.24.10 Issue

Governor’s budget amendments of
interest to local governments

Unlike the Red Sea of ink facing his predecessor just one year ago, Gov. Bob
McDonnell’s budget tasks are far less dramatic. A number of his budget amendments
released Dec. 17 to a meeting of the General Assembly money committees are technical
in nature, and simply adjust and correct the actions taken last session. There are,
however, also proposed amendments honoring promises made during the 2009
gubernatorial campaign and addressing a looming crisis in the state’s retirement system.,

This summary provides a general overview of the resources available to the governor and
the issues of greatest interest to local governments.

Economic assumptions, revenue figures

The state general fund relies heavily on income and sales taxes. Fluctuations in
employment and personal income determine a good year of revenue collections from a
bad one. The Virginia economy is expected to add 25,400 new jobs in FY11. While this
total is well below what a typical economic expansion would add to payrolls, it does
follow on the heels of an unprecedented two year run of job losses. Individual income tax
collections are expected to rebound in FY11 and FY12, growing by 6.5 percent and 5.5
percent, respectively.

Sales tax revenues are also expected to recover. The forecast for FY11 sales tax revenue
has been increased by $133.8 million to an annual decline of 2.2 percent compared with
last session’s official forecast calling for a 6.5 percent decline. In FY 12, sales tax
collections are also being revised by another $141.3 million, increasing by 3.3 percent
compared with last session’s official forecast of 3.2 percent,

The new forecast for insurance premium taxes shows a net increase of $1.5 million for
the biennium. This is important because one-third of the collections are dedicated for
transportation debt service. McDonnell will need these dollars to pay any new bond issue.

Perhaps of greatest interest to localities is the forecast for recordation taxes, which is a
reliable indicator of real estate activity. The governor’s budget amendments assume a
reduction of $40 million in FY 11, a decline of 5.6 percent from last fiscal year. Base
collections are expected to fall to the lowest level since FY01 in FY11! For FY12, the
governor projects a slide of $19.9 million in collections.

Total general fund resources are forecast to increase by $510.8 million for the biennium -
- $330.3 million in FY11 and $180.5 million in FY12. Balances from FY 10 ($183.2
million), additional tax revenues ($133.2 million), and transfers from state agency cash
balances ($13.2 million) make up almost all of the resource increase in FY11. In FY12,



the $180.5 million increase is comprised of additional tax collections ($157.3 million)
and transfers ($22.9 million).

The introduced budget also includes $191.5 million in spending cuts. Of the 10 largest
spending cuts, four are of interest to localities. The biggest cut is $57.6 million of funds
approved in FY2012 as “hold harmless” for localities who lost state support because of
changes in the local composite index. The others include reductions of $7.5 million for
Therapeutic Foster Care services, $6.3 million for selected community mental health
services, and $5 million for non-mandated services under the Comprehensive Services

Act.

The “bottom line” is that, even with the spending cuts, the introduced budget boosts
spending by $509.6 for the 2010-12 biennium ($87.4 million in FY 11 and $422.2 million
in FY 12).

Below are the highlights of greatest interest to local governments:

HB 599

No proposed funding changes (reductions or restorations of earlier cuts) to state
assistance to local law enforcement (HB 599) funding; at the same time, makes
partial restoration of earlier reductions in state assistance to sheriffs’ offices of
$4.2 million in FY 11 and $3.4 million in FY 12.

Community and Economic Development

Funding for Commerce and Trade agencies and programs are reduced by a net of $2.4
million in Y 11, followed by a net increase of $60.8 in FY12. Some $36.9
million would be provided for economic development incentive payments,
including $7.5 million for localities affected by federal actions to realign and/or
close military bases. The Department of Housing and Community Development is
slated to receive $7.6 million of which $4.5 million is to be split between the
Virginia Removal or Rehabilitation of Derelict Structures Fund and the Virginia
Main Street Program; $1.9 million for the Fort Monroe Authority in Hampton;
and $1 million for Virginia Enterprise Zone grants.

Direct aid to education

The Superintendent of Public Instruction sent a memorandum explaining amendments
affecting K-12 education on Dec. 17. The memo is posted at this web address:
http://bit.1ly/fKAzR].

Quick take:

The employer teacher retirement contribution rate is increased by 2 percent — from
5.16 percent to 7.16 percent. The cost is $53.2 million to the state, and an
estimated $103 million to local governments. (VRS estimates that local
governments pay approximately 66 percent of the cost of teacher retirement.)

The 50 percent hold harmless in FY 12 ($57.6 million) is eliminated and the money is
used to pay the 2 percent teacher retirement rate increase. The 97 localities
expecting to receive the hold harmless funding in FY 12 have the double
whammy of the loss of the hold harmless funds and a 2 percent increase in teacher




retirement rates. The LCI hold harmless for FY 11 is decreased by $8 million,
reflecting unspecified “policy changes.”

Compensation, benefits, and retirement

The governor proposes requiring state employees hired before July 1, 2010, to pay the
5 percent member retirement contribution. The budget also includes funding for a
3 percent salary increase for these state employees (not for constitutional officers
or any state-supported local employees). In addition, the budget contains funding
for a contingent 2 percent bonus for all state employees.

The budget amendments allow all political subdivisions to require employees
(including teachers) hired before July 1, 2010 to pay the 5 percent member
retirement contribution, provided that the employees receive a 3 percent salary
increase.

Health & human services

Increases funding to divert people from hospitalization, inappropriate incarceration or
admission to state training centers ($4 million to expand behavioral health crisis
stabilization programs and a new $5 million funding stream for crisis intervention
services,

For the Comprehensive Services Act, redefines therapeutic foster care for children as
a residential service, which means a higher match rate for local governments; as
well as the eliminates state funding for services to non-mandated children.

Public Safety/Jails

Adds back $4.15 million in local jail per diem funding and $3.3 million in state
assistance to regional jails for FY11. The approved 2011 budget had cut per diem
funding by more than $20 million,

Transportation

The governor recommends $150 million for his proposed Virginia Transportation
Infrastructure Bank. An additional $250 million from VDOT balances would be
used to supplement the general fund dollars, bringing the total for the
Infrastructure Bank to $400 million.

Water Quality Improvement Fund

Deposits 10 percent ($36.4 million) of the projected revenue surplus to the Water
Quality Improvement Fund (WQIF) as prescribed by law. McDonnell proposes
that only 10 percent ($3.6 million) be allocated towards reimbursing localities for
sewage treatment plant upgrades with the remaining 90 percent ($32.8 million)
being almost entirely allocated towards reducing pollutant runoff from
agricultural activities. The statutory requirement is that the revenue surplus be
split 30 percent for sewage treatment upgrades and 70 percent for reducing
agricultural runoff. /UP/UPDec2410.html - Contentscontents




Costs for Line of Duty benefits approved

The Virginia Retirement System’s Board of Trustees has approved an actuarial report
setting the cost of benefits under the Line of Duty Act at an estimated $642 per covered
employee.

VRS will provide cities, towns and counties with a list of eligible covered individuals and
request that the list be confirmed and returned to VRS. Local governments will be
charged a premium based on the number of employees eligible for the benefit beginning

in FY12,

The Line of Duty Act provides benefits to certain hazardous duty employees (or their
survivors) who are disabled or who die in the line of duty. Employees eligible for benefit
coverage under the act include hazardous duty state and local employees and fire
department and rescue squad volunteers. These covered individuals may be full time ox
part time. They include employees receiving benefits under the heart/lung presumption of
the Virginia Workers® Compensation Act, in addition to those who are disabled or who
die as the result of a catastrophic event.

Localities that employ eligible hazardous duty professionals on a paid or voluntary basis

will contribute to the Line of Duty Act Fund for their respective covered individuals.

Localities have the option to establish their own fund rather than participate in the LODA

Fund. Localities that choose to establish their own fund will still have to provide the same

level of benefits. The state will be responsible for paying for the benefits of state

employees eligible for the fund (

Up until this year, the state has paid the costs of the Line of Duty benefits for all
employees, whether they are local or state employees.

Localities that employ paid and/or volunteer hazardous duty professionals eligible for
LODA benefits will receive enrollment packets from VRS in February. The packets will
include information about the spring 2011 enrollment period, a sample resolution and
guide and the locality’s contribution rate should your local governing body elect to
participate in the LODA Fund. Local elections are due by no later than June 30, 2011.

For more information about the LODA Fund, contact VRS at LODA@varetire.org, For
more information about benefits under the Virginia Line of Duty Act, visit
http://bit.ly/aEcjgd.

This funding change is yet another example of the state extending benefits to selected
classes of local employees with the promise that the state would pay the costs. As was the
case with teachers’ retiree health care credits and enhanced retirement for deputy sheriffs,
the state shifts these costs to local governments when it encounters fiscal difficulties,
/UP/UPDec2410.html - Contentscontents
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*- Impact of state budget. Localities
Y have faced a withering heat wave of
\state budget cuts in public education,

q'theriprogl rams for three straight fiscal years. An
l"mprowng state revenue situation, however, will
not lead to restoration of state financial aid. In
fact, local governments would be wise to prepare
for additional cuts as the state scrambles to meet
rising Medicaid costs and to pay for gubernato-
rial priorities in economic development, higher
education and transportation. The “good news”
in Richmond is that the expected state budget gap
totals in the hundreds of millions of dollars rather

than billions of dollars.

Taxes. Local governments
will be holding their collective
breath as the General Assembly
acts on proposals initiated by
individual legislators or recom-
mended by a gubernatorial
commission to abolish or alter
BPOL and machinery and tools
- taxes. In FY09, BPOL raised
some 3660 1 million and machmery and tools taxes
another $213.7 million {for Virginia’s cities, towns
and counties. Taken together, these amounts are
comparable to the receipts from state motor fuel
taxes or the staie corporate income tax. Local
governments should also be concerned over an
expected legislative attempt to shifi the burden of
proof on assessment appeals from the taxpayer to
the assessor; and to remove the presumption that
the assessor’s valuation of real property is correct.

Eminent domain. Constitutional amendments
have been introduced to restrict the ability of local
governments to acquire land using eminent domain.
Some of the proposed constitutional amendments
would severely restrict the ability of local govern-
ments to redevelop blighted areas and build indus-
trial parks. State law governing eminent domain
was revamped just a few years ago. The General
Assembly should give the new law more time to
work before amending the constitution. While the
state code can be fine-tuned from year-to-year, the
constitution is difficult to change once amended.

VIRGINIA “CHTY 1" DECEMBER 2010

‘big local government issues

Retirement and benefits. Despite a recession
that has wreaked havoc on government budgets,
expect to see attempis to expand benefits for
public employees. Yes, money may be tight, but
legislators who want the political support of public
employees court their favor by backing this type of
potentially pricey legislation. On a positive note,
there may be a push to have the state go back to
paying the entirve cost of the Line of Duty Act that
provides benefits to certain public safety officers.
In short, legistation on virtually every retirement
issue imaginable could be introduced, including
transitioning VRS into a defined contribution
plan similar to those offered by many private
employers.

Education. Because changes in education policy
often come with such expensive price tags, local
governments must keep a close eye on many
education issues. Legislation will be introduced to
continue postponing the implementation of more
rigorous K-12 accreditation standards. Given that
the state has dramatically reduced its funding for
public education, common sense says that you
shouldn’t be raising standards and cutting funding
at the same time. Other issues will focus more
directly on money. For example, many localities
would have lost state funding in the current bien-
nium because of how local wealth is calculated

in the state funding formula. A “hold-harmless”
compromise was reached that prevented all the
potential loss in FY11 and half of it in FY12.
These localities would like to be held completely
harmless in FY12. The state, on the other hand,
has included eliminating this hold-harmless
money as a Sk i
potential budget
reduction
strategy. Dozens
of other poten-
tially expensive
and divisive
education policy
issues will crop
up during the
session.
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' Myth 1: The state pays the largest share in
“ rthe financing of public education. Wrong.
\\ Lokcal governments pay.the largest share of
‘the cost of public education. Local govern-

| ments paid 48.6 percent of operating expenses in
FY09, with the state paying 44.9 percent

‘myths about the state budget

Myth 4: Aid to localities 1s a handout to local
governments. Local governments deliver and pay
for services mandated by the state such as public
education and also partner with the state to manage
programs in law enforcement, public safety, and
health and human services. In fact, most

and the lederal government paying 6.4
percent. Local governments pay virtually
all of the costs associated with building,
repairing and maintaining schools,

Myth 2: The state pays the cost of teacher
retirement. Wrong. Local governments

local spending is either mandated or
regulated by the state, but the Cornmon-
wealth provides less than a third of total
local funding,

Myth 5: State taxes keep going up.
Individual income tax rates have not been

pay about 67 percent of the cost of teacher
retirermnent and other benefits,

Myth 3: Virginia is a high-tax state. Only four states
have a lower percentage than Virgima in terms of

the amount of state and local revenue taken from
personal income. In terms of state taxes on a per
capita basis, Virginia ranks as the 12" lowest in the
nation.

1) Know how much revenue a penny of
~your real estate tax generates, Because
" so much of what the General Assembly
) \1 does aflects local budgets, 1t’s always helpful
td shéw the local cost of legislation in dollars and
c!ents.\ Whenever a proposal is likely to cost you
money, translate that loss to its equivalent in real
estate revemie.

i
!

2) State legislators love to point out that half of the
state budget is classified as “aid to localities.” What
they need to knosw 1s how much of your local budget
goes to pay for services that the state requires you to
offer. Know what percentage of your budget pays
for services the state requires you to offer such as
education, social services, behavioral health, election
administration, courts and jails, public health, and
the Comprehensive Services Act that serves trouble
youths and their (armilies.

raised since 1971. The gasoline tax rate
has not changed since 1986. In 2004, the
state sales tax was increased by one-half percent, the
first such increase since 1986. Since 2004, however,
a variety of tax credits, exernptions and changes have
been made. These measures have reduced taxes by
about the same amount as was generated by the 2004
sales tax increase.

ways to give issues a local flavor

3) Because legislation to eliminate two vital local taxes

1s likely to be introduced, find out how much your real
estate tax rate would have to be increased to replace
revenues {rom the Business, Professional & Occupational
License Tax (BPOL) and the Machinery and Tools tax.
Be able to spout these figures off of the top of your
head.

4) Be able to explain trends in your local economy. For
example, know the foreclosure and unemployment
rates in your region. Put a human [ace on the recession
by telling legislators about increases in homelessness,
applications for food stamps, and increases in the use of
food banks, for example.

5) Be able to succinctly describe how the recession and
slate budget cuts have affected your budget. Know about
trends in property values, property tax collections, sales
tax collections and local tax rates.
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- 1) Make sure youw've read the VML Legisla-
tive Program and have discussed local priorities
with your legislators belore the
sef-ssior{ starts.

Iy

2} Once the session is un-
derway, call or e-mail your
legislators about issues raised
m VMDL’s Legislative Bulletins | s
and Action Calls, i T

3) Make your way to Richmond on Feh. 3 and attend
VML/VACo Legislative Day that will be held at the
Richmond Marriott in downtown.

[ Tohacco Commission — Expect legislation
toj tlgli!.ten up how the Tobacco Gommission spends it
mioney, following revelations on lax control over grants
and expenditures,

Redistricting and the 2011 elections — Thns ses-
sion will be all about redistricting and horse trading will
abound as incumbents

) try to make sure their
new districts include

as many supporters as

1 possible. Also expect

a lot of brochure bills
designed to catch the
attention of voters back
home. All 100 del-
egates and 40 senators
will be standing for election in the newly-draswn districts
in November:

Immigration — Bills to adopt an Arizona-style ap-
proach to immigration have been pre-filed and more
will be introduced.

VIRGEINIA % CITY | DECEMBER 2010

| things you can do to help
' the local government cause

 issues the press
"~ will write a lot about

4) Sign up to receive VML’s
Legislative Bulletin, which will
keep you informed about legislative

happenings in Richmond that are of
interest to local governments.

5) Talk to citizens, civic groups and
business organizations about the
effect of proposed
legislation on your
city, town or county.

The politics of ABC privatization — Gov. Bob
McDonnell’s proposal to privatize liquor sales has
had a rocky road so far, but once bills are introduced
in the general
session, anything
is possible. This
is bound to be
another area ripe
for horse trading,
particularly given
redistricting.

Leadership
changes in the
House — The Republican-controlled House recently
elected Chesterfield Del. Kirk Cox as its nesw major-
ity leader to replace Morgan Grilfith, who is headed
off to Congress.” Henrico County Del. William Janis
was elected the party’s new whip. The effect of

the leadership changes will hecome apparent as the
session unfolds. -
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By NMary Jo Fields

Postponing VRS contributions

does not produce real savings

payment and use the money

to pay other household bills.
Would you call that a savings? If you
use money set aside for a car payment
to pay overdue utility bills, do you
count that as a savings?

Well, no. You are behind on your
bills and using money meant for one
purpose for another. You still will
need to make those mortgage and car
payments. Interest will be added onto
the total, and your credit rating may
le affected.

How is it then that legislators

SAY YOU SKIP your mortgage

\consider not making payments to the

/
Virginia Retirement Systemn a “sav-

ings?” During the 2010 legislative
session, the General Assembly agreed
to Gov. Tim Kaine’s budget reduction
strategy that suspended retirement
and benefit payments for the last
quarter of FY10, thus “saving” $336.3
million dellars in that fiscal year.

The hit to VRS continues in the
current biennium’s budget, which in-
cludes another §849.8 million in VRS
“savings.” These so-called savings
were obtained by funding only the
“normal” cost of retirement for state
employees for both FY11 and FY12.
Tor teachers, the budget funds the
normal cost in FY 11 and the normal
cost plus 20 percent of the unfunded
liability in I'Y'12.

The normal cost is the cost of
benefits earned by employees in the
current year. The normal contribu-
tion rate doesn’t recognize changes in
salaries or benefits, or fluctuations in

-investment earnings either in the past
-or the future,

Some legislators have claimed that
the unfunded liability will be made up
through improved investment returns.
In addition, because the General As-
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sembly uses more optimistic assump-
tions than VIS to calculate contiibu-
tion rates, some legislators believe that
the unfunded liability used by VRS is
overstated. Many other states do vely
on assumptions similar to those used
by the General Assembly. Unfor-
tunately, the pension plans in many

of these same states are in financial
trouble because of underfunding,

This treatment of retirement
contributions is nothing new. VRS
staft recently presented mformation
showing that the rates certified by
the VRS Board of Trustees had been
funded fully only five times in the past
21 years. Had the board-certified
rates for state employees been funded,
the state employees’ retirement plan
would have an additional $1.8 billion,
and the fund would be 10 percent
larger than it is. Had the board-
certified retirement rates been funded,
the teachers’ plan would have had an
additional 3.7 billion in contributions
over the past 20 years.

While it is old news for the rates
funded by the legislature to be below
those certified by VRS, the funded
rates for the 2010-2012 biennium are
particularly notable for the depth of
under-funding. VRS certified rates
for teachers at 12.91 percent for this
biennium, but the General Assembly’s
funded rates are 3.93 percent for
FY!1l and 5.16 percent for ¥Y12.
That’s a bigger spread than in any
other year in the last 21, Investment
returns cannot make up for the differ-
ence in the drop of contributions, and
under-funding will almost inevitably
lead to higher rates in the [uture.
Indeed, VRS estimates that there
would have to be a 44 percent market
return on investments in order for the
board to avoid raising retirement raies
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for the state plans (including teachers)
next yean

Virginia attempted to put its
pension on a steadier course when
it adopted reforms that require state
employees hired after July 1, 2010
to pay their own 5 percent member
contributions. Local employers were
given the option of requiring their
new employees to make this payment,
although most did not take advantage
of the option. Many local manag-
ers do not like the idea of trealing
employees differently — of having
one employee paying the 5 percent
member contribution while the person
at the next desk does not. Regardless,
it will take years before the reforms
have a chance to have an effect on the
health of the pension system, particu-
larly given the slow rate of hiring at
all levels of governments.

In short, postponing the pay-
ment of a bill does not produce a
savings. There may be legiimate
reasons not to fully fund a pension
plan at a particular time, but routinely
shortchanging contributions is a risky
practice. Sooner or later, these
deferred costs will have to be made
up. Contribution rates will need to
rise more steeply than they otherwise
would have. A heliy bill awaits local
governments, which pay about 67

- percent of teacher retirement costs. A

savings? No way. Bills stuffed away
that will have to be paid another day?
Unfortunately, yes. o

About the auithor
Mary Jo Fields is director
of research at VML,
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