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Introduction

This report provides a framework for monitoring Prince William County's financial condition as of the
Fiscal Year 2018 year end. The continuous monitoring process utilized herein is a management tool
that pulls together information from the County’s budgetary and financial reports and combines it
with economic and demographic data.

The use of ratio analysis, as well as trend analysis, help gauge the fiscal health of Prince William County.
Local trends are compared to both regional and national results to provide a more comprehensive
understanding of the County's financial status. The County utilized the services of PFM Financial
Advisors, LLC, the County's financial advisors, to prepare this report. Trend data is taken from the
County's Comprehensive Annual Financial Report (CAFR) and other financial and accounting records.
The sources of trend data for the comparison jurisdictions included in this report are Moody's
Financial Ratio Analysis database and S&P's ratings reports which contain financial information from
the peer group's respective CAFRs. The comparison group includes the Virginia counties of Fairfax,
Hanover, Arlington, Henrico, Chesterfield and Loudoun, as well as Howard and Anne Arundel County,
Maryland and Wake County, North Carolina. Additionally, the data in the economic charts originates
from various sources and is so noted.

Executive Summary

A credit rating is an assessment of the general creditworthiness of an obligor or the creditworthiness
of an obligor with respect to a specific debt security or other financial obligation, based on relevant
risk factors. Credit rating criteria and methodologies have grown in complexity over time, with both
quantitative and qualitative analysis involved.

In general rating agencies look at the following primary credit factors - financial/budgetary performance,
economy and tax base, debt and pension obligations and governance/management.

Rating agencies use a quantitative scorecard approach to provide a composite score of a local
government'’s credit profile based on the weighted factors deemed most important, measurable, and
prevalent. The scorecard contains calculated ratios using historical results which provide a basis for
the credit rating. Note that within each scorecard, the metrics used by the rating agencies are not all
weighted equally. For example, both Moody's and S&P give more weight to a locality's economy and tax
base than they give to debt and other liabilities. The scorecard metrics and weights are summarized
in the tables on page 34.
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Next, the rating agencies make qualitative adjustments to the scorecard when events or certain
characteristics of the local government may be more significant determinants of a rating than the
pure scorecard weighting might otherwise imply. The adjustments allow for a final rating based on
future expectations. Examples of qualitative adjustments include, but are not limited to, the following:

Key:
0 = Upward adjustment
(U = Downward adjustment

Financial/Budgetary Performance

Additional borrowable liquidity

Strong or weak budget planning and management (e.g. five-year plan)
Reliance on uncertain federal or state aid

Limited revenue raising ability or restrictive tax caps

Heavy fixed costs

Volatile revenue sources

Large structural imbalance

=

cCCeCeCeC2O?

Economy and Tax Base

@  Presence or proximity of a university, state capital or Nation’s capital
@  Exceptionally high household wealth levels

@  Expected future development

OO0 Median home value and real estate values trend

OO Population trends

0O Composition of the workforce and employment opportunities

O  Expected decline in tax base due to corporate closures or tax appeals
O High poverty rate

Debt and Pension Obligations

OO Unusually rapid or slow amortization of debt principal
@  Established pension or OPEB reserve
O Heavy capital needs implying future debt increases

Governance/Management
Formal financial policies

History of conservative budgeting

Active monitoring of budget performance

Well-defined plan for restoring structural operating balance and/or replenishing re-
serves

Ability and willingness to make adjustments in response to economic and financial
pressures

Reliance on cash flow borrowing

Weaknesses in best practices

Political polarization that makes budgeting and decision-making difficult

cece 2 2°2°°2
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This chart provides a summary of the overall credit strengths and weaknesses of the County as
last reported in April of 2018 by the three major credit rating agencies, Moody's Investors Services
(Moody's), Standard & Poor’s Global Ratings (S&P) and Fitch Ratings (Fitch).

Prince William County

Credit Strengths and Weaknesses

Positives Negatives

Economy & Demographics

e Above average wealth levels

Dynamic diversifying local economy, favorably located near the na-
tion’s capital

e Very low unemployment rate below Commonwealth and National
averages

Sizeable tax base experiencing healthy growth and ongoing growth
potential

Financial Condition

Solid reserve and ample liquidity position

Strong budgetary performance, which takes into account the ongo-
ing financing of various capital projects

e Maintenance of a capital reserve fund for pay-go capital projects

Debt and Pension

Conservative debt management practices
Above-average debt repayment with 70% retiring within 10 years

Management

e Strong management team supported by formal fiscal policies and
very strong financial practices
o Use of multi-year forecasting tools and frequent budget monitoring

Economy & Demographics

o High exposure to changes in federal defense spending, which was
volatile over the past decade

e Historically volatile tax base, which was hit very hard during the
recession

Financial Condition

e None

Debt and Pension

e Debt burden relative to full valuation is above average

e Above average pension liability relative to operating revenues

e Debt burden expected to increase to fund school and other capital
needs

Management

e None

Source: Moody's report dated April 24, 2018; Fitch report dated April 3, 2018; S&P report dated April 20, 2018

After making all qualitative adjustments to their rating metrics, either upward or downward, the County
earns triple-A from all three major credit rating agencies. Triple-A is the highest rating from each
agency and signals that the County has an “extremely strong capacity to meet financial commitments”.

In this report, the County uses 2018 fiscal year end results to calculate several of the key factors used
in the credit rating evaluation. Compared to the data used for the April rating, the County has made
small gains in several areas when evaluating criteria using 2018 fiscal year end data as discussed
throughout this report. On charts depicting the County as compared to its peer group, County data
will appear either green or yellow. A green bar reflects the achievement of triple-A status for that
particular metric, while a yellow bar indicates a rating of double-A or A.
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Fiscal Stability

According to the Government Finance Officers Association (GFOA) a financially sustainable community
provides services to citizens within its available means while proactively taking measures to build and
preserve its ability to provide services in the future. The drawing below depicts a three-legged stool
comprised of sound financial position and parameters, flexible budget practices and manageable
liabilities. The stool sits on a foundation made up of the political and economic environment. These
are the same factors the rating agencies assess when assigning a bond rating to a municipality. While
the County is a ‘triple triple-A’ jurisdiction, as affirmed in April 2018, there are some areas that are not
as strong as others, based purely on the rating agencies’ quantitative scoring metrics. However as
previously noted, each rating agency also looks at qualitative factors - namely the political environment,
governance, and additional economic, financial and debt factors - and can make upward or downward
adjustments to a score based on that assessment.

’ Financial Stability \
1. Financial Position

& Parameters \ /

2. Budget Practices

3. Liabilities

4. Political & Economic Environment

Source: Government Finance Officers Association
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Financial Position

Cash

One of the areas assessed related to financial position is cash balance or liquidity. This chart shows the
history of the County’s portfolio since 2014. Increases in portfolio size typically come from additions to
fund balance/year-end savings as well as a portion of annual revenue growth. The portfolio has seen
steady average growth of approximately 3.5% since 2016, which is primarily attributed to increases in
interest rates. After seven years of historically low rates of near zero (2008-2015), the Federal Open
Market Committee (FOMC) began increasing the target Federal Funds rate at the end of 2015. Since
then, the FOMC incrementally raised the target rate approximately 175 basis points to 2% on June 14,
2018.

Prince William County Avg. Monthly Portfolio Size
FY 2014 - FY 2018
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Source: Prince William County Treasury Management

Liquidity

Liquidity ratios analyze the ability of an organization to pay off both its current liabilities as they
become due, as well as its long-term liabilities as they become current. In other words, these ratios
show the cash balance levels of the County and the ability to turn other assets into cash to pay off

liabilities and other current obligations. Cash basis liquidity ratios assess the County's relative degree
of financial cushion available to an entity at the end of the fiscal year.

Rating agencies examine the historical cash balance as a percentage of operating revenues to
determine whether an entity has a strong or weak cash margin. A history of weak year-end liquidity
signifies a tight cash position with little buffer available if operating revenues unexpectedly decline.
Moody's ‘Aaa’ target for this metric is greater than 25%. The County currently measures above 45%, a
3% increase over prior year, and rates ‘Aaa’ in this category with cash balances exceeding $848 million
at June 30, 2018.
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Prince William County Cash Balance as a Percentage of Operating Revenues
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Source: Moody’s Financial Ratio Analysis database

The chart below compares Prince William County to the peer group median and the median of all ‘Aaa’
rated counties in the nation for historical cash balance as a percentage of operating revenues. The
County exceeds both the peer median and the ‘Aaa’ county median.

Comparable Cash Balance Cash as Percentage of Operating Revenues
70%

66.2%
60%
50%
45.1%
40%
37.0%
30.8% 31.2% I
29.0% —
30%
19.6%
20% 18.0%
11.9%
10.7%
. I I
0%
Anne Arundel Howard Fairfax County, ~ Hanover Arlington Henrico Wake County, Chesterfield Prince William Loudoun
County, MD*  County, MD VA County, VA County, VA County, VA NC County, VA County, VA County, VA

e Peer Median Aaa County Median

Source: Moody’s Financial Ratio Analysis database, all data is as of FY 2018, except Anne Arundel, which is as of FY 2017.
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Another liquidity metric calculated by Moody's is the five-year dollar change in cash balance as a
percentage of operating revenues. The five-year look provides insight into the structural balance over
a full economic cycle. The multi-year trend focuses on financial flexibility and the ability to weather
unexpected variances or contingencies. The ‘Aaa’ target is greater than 25%. In other words, to
score triple-A in this category, the County's cash balance as a percentage of operating revenues would
need to grow substantially - over 25% - across a five year period. Of the 114 counties nationwide that
Moody's currently rates ‘Aaa,’ only 16 counties achieved ‘Aaa’ in this metric, according to the most
recent data published by Moody's. On a pure quantitative scoring basis, the County rates ‘Aa’ in this
category, a notch higher than in the previous year due to an increase in cash balance by the end of
fiscal year 2018. Additionally, as the chart below indicates, the County continues to exceed both the
peer median and the ‘Aaa’ county median.

Comparable 5-Year Change in Cash Balance as a Percentage of Operating Revenues
60%

50% 47.7%

AAA target > 25%

40%

30%

20%

11.7%
10.5%

10% 5

T |
4.1%
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v = = ]

Fairfax County, Arlington Hanover County, Wake County,  Anne Arundel Henrico County, Chesterfield Prince William Loudoun County,
VA County, VA VA NC County, MD* VA County, VA County, VA VA
e Peer Median Aaa County Median

Source: Moody's Financial Ratio Analysis database, all data is as of FY 2018, except Anne Arundel, which is as of FY 2017.
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Cash balance as a percentage of debt service shows the relationship of cash to debt and debt service,
and the ability of an organization to fund its operational needs. Since there are draws on cash other
than repaying debt, i.e. cost of daily operations, it is important for rating agencies to understand
the extent to which those other requirements will allow cash to be used to pay debt service costs,
or alternatively lead to the need for additional borrowing. S&P measures the cash balance as a
percentage of debt service and defines the ‘AAA’ target as greater than 120%. Although the County's
percentage decreased from the prior year, the County maintains a rate well above the target at 588%
and ranks solidly in the ‘AAA’ category.

Comparable Cash Balance as a Percentage of Debt Service
1200%

1077%

1015%
1000%

AAA target > 120%

800%

681%

624%
g
600% 588%
414%
400% 356% 378%
230% 250%
200% I
0%

Fairfax County, Wake County, Howard Hanover Anne Arundel Prince William Loudoun Chesterfield Henrico Arlington
VA NC County, MD*  County, VA*  County, MD* County, VA*  County, VA*  County, VA*  County, VA*  County, VA*

=== Peer Median

Source: *Indicates PFM estimate. All data is as of FY 2018.

S&P also examines the cash balance as a percentage of total expenditures with the ‘AAA’ target
measuring greater than 15%. Here again, the County achieves a very strong ‘AAA" at 65% which
represents the County’s enhanced fiscal flexibility should unexpected events or contingencies occur.

Comparable Cash Balance as a Percentage of Expenditures

80%

69.1%
o
70% 66.5%
64.9%

> 0
o0% 78 AAA target > 15%
56.2%
52.7%

50%

’
40% 36.5%
30% 28.5%

23.1%
19.7%

20%
10%

0%

Fairfax County, Howard Hanover Anne Arundel Wake County,  Arlington Chesterfield Prince William Henrico Loudoun
VA County, MD*  County, VA*  County, MD* NC County, VA*  County, VA*  County, VA*  County, VA*  County, VA*

e Peer Median

Source: *Indicates PFM estimate. All data is as of FY 2018.
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Fund Balance

Fund balance is another factor the rating agencies assess to measure financial position. Typically, a
proprietary reporting unit reports all related assets and liabilities with the difference between the two
reported as net assets, or a measure of net worth. Because Governmental Funds (i.e. general fund,
special revenue funds and capital projects funds) report only a subset of related assets and liabilities,
the difference between the two is closer to a measure of liquidity, rather than net worth, and could be
compared to the term “working capital” in the private-sector.

Fund balance ratios generally reflect an entity's revenue and expenditure policies under Generally
Accepted Accounting Principles (GAAP), and therefore, show the effects a locality may have taken
to balance its budget. Valuable information about both the past and the future are communicated
through these ratios. Existing levels of fund balance depict the cumulative effects of an organization’s
financial history and identify the liquid resources available to fund future liabilities and unforeseen
contingencies.

Moody's measures total fund balance as a percentage of operating revenues, a measurement of
“available balances”. The ‘Aaa’ target is greater than 30%. Here the County does not score ‘Aaa’, but
rather with 17%, scores in the ‘Aa’ category on a pure quantitative scorecard basis. Over the past five
years, the available balances of the County have declined due to the budgeted spend down of both
the Capital Reserve Fund and the Fire and Rescue Levy Special Revenue Fund balances for one-time
capital expenditures. Ratings analyst may qualitatively adjust the scoring on this metric as a build-
up and subsequent spend-down of capital reserves to pay for planned projects is viewed as a credit
strength as this process reduces or eliminates the need to borrow money for projects.

Prince William County Available Operating Fund Balance as a Percentage of Revenues
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17.6% 17.2% 17.3%

15.5%
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0.0%
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Source: Moody's Financial Ratio Analysis database
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The next chart shows the same fund balance metric as above comparing the County to its peers.
The County continues to score below most of the triple A peers and well below the national triple A

median.
Comparable Available Operating Fund Balance as a Percentage of Operating
Revenues
40%
34.7%
35% 33.5%
AAA target > 30%
30%
26.8%
25% 23.8%
19.9%
20%
17.3%
15.8%
15%
T 128% 13.0% 13.2%

10%

5%

0%

Howard Anne Arundel Fairfax County,  Hanover Prince William  Arlington Loudoun Henrico Wake County, Chesterfield
County, MD  County, MD* VA County, VA County, VA County, VA County, VA County, VA NC County, VA
e Peer Median Aaa County Median

Source: Moody’s Financial Ratio Analysis database, all data is as of FY 2018, except Anne Arundel, which is as of FY 2017.

Moody's also looks at the five-year dollar change in fund balance as a percentage of operating
revenues, with the ‘Aaa’ target at greater than 25%. This metric measures growth for each individual
locality. In order to score ‘Aaa’in this category, the County's fund balance as a percentage of operating
revenues would need to grow significantly - over 25% - regardless of the nominal value. Of the 114
counties that Moody's rates ‘Aaa,’ only 7 counties scored ‘Aaa’ in this metric in Moody’s most recently
published data. The County scores in the ‘A’ category with 3.3%; however, as indicated below, the
trend for the County has improved over the last five years.

Prince William County 5-Year Change in Fund Balance as a Percentage of Operating Revenues

4.0%

3.5% 33%

3.0%
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Source: Moody’s Financial Ratio Analysis database
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When compared to the peer group median and the nationwide ‘Aaa’ median, the County does not
score strongly. It is important to note however, that the median of both the peer group and the
nationwide ‘Aaa’ rated public entities all fall below the ‘Aaa’ target of greater than 25%.

Comparable 5-Year Change in Fund Balance as a

Percentage of Operating Revenues
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8.1% 8.1%
8.0%

7.0% 6.7% 6.9%

AAA target > 25%
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5.0% 4.7%

4.0%

3.3%
3.0%

2.3%
2.0%
1.0%

0.0% -
-0.3%

-1.0%
-0.9%

0.3%

-2.0%
Fairfax County,  Arlington Howard Hanover  Prince William Wake County, Loudoun Anne Arundel Henrico Chesterfield
VA County, VA County, MD County, VA County, VA NC County, VA County, MD*  County, VA County, VA

e Peer Median Aaa County Median

Source: Moody's Financial Ratio Analysis database, all data is as of FY 2018, except Anne Arundel, which is as of FY 2017.
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Budgetary Practices

Revenues

A financially sustainable community includes flexible budget practices. This includes adjusting
predictions in forecasting revenues and expenditures to meet obligations or raise adequate revenues.
Revenue per capita reveals the average resources generated to fund services relative to the users of
those services. The last five years revenue per capita is depicted below. Various categories of revenue
are shown, including general property taxes which remains the largest source of revenue for the
County. For purposes of this metric only, revenues of the Governmental Funds are included (i.e.
General Fund, Special Revenue Funds and Capital Projects Funds).

Prince William County Revenue per Capita - Governmental Funds

3,000
; $2,670 $2.739

$2,435 $2,505 $2,284
$2,500
[—
$2,000 I
—
— —
$1,500
$1,000
$500
S0
2014 2015 2016 2017 2018
M General property taxes m Other local taxes W Permits, Fees, Licenses, Fines & Forfeitures
From use of money and property M Charges for services M Intergovernmental revenues

B Miscellaneous

Source: Prince William County Comprehensive Annual Financial Report (CAFR) FY 2018, Table 4
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Rating analysts take note of operating revenues per capita as compared to the County’s peers. Focus
is given to the General Fund and the School Division’s revenues and excludes the Special Revenue
Funds and Capital Projects Funds. Prince William County is below its Northern Virginia counterparts
when compared to peers. Rating agencies use this metric to determine if the County has the capacity
to raise revenues if faced with a financial crisis, while remaining competitive within the region.

Comparable Operating Revenues per Capita

$6,000
$5,199
$5,000
$4,685
$4,295
$4,000
$3,592
$3,335
3,171
$3,045 $3,085 $
$3,000
$2,577
$2,000
$1,181
$1,000
$0
Wake County, Anne Arundel Hanover Henrico Chesterfield Howard Prince William Fairfax County,  Loudoun Arlington
NC County, MD*  County, VA County, VA County, VA County, MD County, VA VA County, VA County, VA

Source: Moody’s Financial Ratio Analysis database, all data is as of FY 2018, except Anne Arundel, which is as of FY 2017.

Expenditures

The chart below reflects the County’s historical governmental expenditures per capita and includes the
General Fund, Special Revenue Funds, School Board and Adult Detention Center. It depicts a steady
increase in the per capita expenditures for education and debt service. While expenditures in these
categories increased, capital projects and other expenses saw a slight decrease for fiscal year 2018.

Prince William County Governmental Expenditures per Capita

$2,500
$2,252
$2,033
$2,000
$1,500
$1,141 $1,201
$1,000
$500 $385 $478
$308
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$0
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«=—Capital Projects == Debt Education Remaining Expenses
Service

Source: Prince William County Comprehensive Annual Financial Report (CAFR) FY 2018, Table 22
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In the peer comparison, Prince William County falls on the lower end of operating expenditures
per capita. The total operating expenditure numbers used in this calculation do not include Special
Revenue Funds or Capital Projects Funds that are financed with bond proceeds.

Comparable Operating Expenditures per Capita

$7,000
$6,053
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$5,000

$4,109 $4,164 $4.231
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Source: S&P reports and County CAFRs, all data is as of FY 2018. All data is estimated by PFM.
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Revenues and Expenditures

The five-year history of operating revenues and operating expenditures represents the County's ability
to achieve balanced operations. The trend analysis provides a look at the County's ability to increase
revenues to manage and meet its obligations. For fiscal year 2018, revenues once again exceeded
expenditures, and the County improved its net operating results over the prior year.

Prince William County 5-Year Operating History
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Source: Moody'’s Financial Ratio Analysis database.
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Budget Strength Measurement

The rating agencies measure the magnitude of revenues that exceed expenditures at year end.
Thus, S&P measures the County's historical general fund operating balance, surplus or deficit, as a
percentage of general fund operating expenditures. The ‘AAA’ target is greater than 15%. The County
initially scores 1.9% for FY 2018. S&P recognizes however, that due to Governmental Accounting
Standards Board (GASB) compliance requirements, low fund balances can result from the deferred
recognition of some tax revenues and therefore are able to make qualitative adjustments. All peers
fall below the target ‘AAA’ threshold as well. The County believes it is prudent to target a structurally
balanced budget in which forecasted recurring revenues, under reasonable growth assumptions,
supports recurring expenditures. The County does not strive for revenues to exceed expenditures by
more than 15%; rather, the County strives for structural balance.

Prince William County General Fund Operating Result

3.0%
2.7%

2.5%
2.5%
2.0% 1.9%
AAA target > 15%
1.5%
1.0%
0.5%
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-1.0%
-1.2%
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Source: County’s S&P reports for FY14 — FY17. 2018 is estimated by PFM.

Comparable General Fund Operating Result
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Source: S&P Reports, if available. *Indicates PFM estimate. All data is as of FY 2018.
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A second measure of budget strength used by S&P is net governmental funds as a percentage of
expenditures. The ‘AAA’target is greater than -1%. The County measures -1.7% for FY 2018, below the
‘AAA’ category, largely because of debt financing of capital expenditures in the capital projects funds.

Prince William County Total Governmental Funds Operating Result

10%

7.3%

o AAA target > -1%

-1.8% -1.7%

-8.0%

-10%

-12.4%

-15%
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Source: County’s S&P reports for FY14 — FY17. 2018 is estimated by PFM.

Compared to its peer group, Prince William County falls in the lower half, and scores just below the
peer median of -1.3%.

Comparable Total Governmental Funds Result
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Source: S&P Reports, if available. *Indicates PFM estimate. All data is as of FY 2018.
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Liabilities
Debt

The last component of a financially sustainable community are manageable liabilities. Rating analysts
seek to assess an entity's debt burden and debt affordability, taking into account the debt structure.
The County initially adopted its Principles of Sound Financial Management (PSFM) in 1988 with the
most recent amendments adopted in 2018. Within the PSFM, the County established guidelines for
debt management, including self-imposed debt limits, which are a credit strength. The first self-
imposed limit measures total debt service as a percentage of total revenues - this number must be
below 10%. For FY 2018, the County debt service measured 7.9% of total revenues.

The second self-imposed limit states that total tax supported debt will not exceed 3% of net assessed
values of taxable real and personal property. At 1.8% for FY 2018, the County continues to maintain
debt below this limit.

Prince William County Tax Supported Debt Service
as a Percent of Total Revenues
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Source: Prince William County Comprehensive Annual Financial Report (CAFR) FY 2018, Chart A-8.
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Prince William Count Tax Supported Debt as a Percent of
Assessed Values
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Source: Prince William County Comprehensive Annual Financial Report (CAFR) FY 2018, Chart A-8

Prince William County's debt capacity forecast represents County management's commitment to
maintaining debt service at less than 10% of total revenue. The calculations are based on current
existing debt as of June 30, 2018 and the County's projected revenue growth, as detailed in the table
below.

Prince William County Debt Capacity Forecast
FY 2019 FY 2020 FY 2021 FY 2022 FY 2023 FY 2024
Total existing and CIP $146,937,203 $139,562,874 $136,819,125 $125,808,428 $118,653,604 $109,919,388
Percent change from prior year 3.23% 1.92% 8.00% -3.54% 6.62% 4.21%
General Revenue * $1,019,476,816 | $1,060,755,529 | $1,102,887,810 | $1,143,720,822 | $1,184,022,740 | $1,225,772,701
Growth 6.21% 4.05% 3.97% 3.70% 3.52% 3.53%
Total Revenues” $1,746,482 $1,817,198 $1,889,375 $1,959,327 $2,028,369 $2,099,891
Debt service as a percentage of Total Revenue 8.44% 8.26% 8.59% 7.99% 8.22% 8.28%
PSFM imposed limit 10% 10% 10% 10% 10% 10%

Source: * Table 2 2017 CAFR and FY 19 - 23 Revenue Forecast
2Table 14 FY 2017 CAFR. Includes revenues for the General Fund, Special Revenue Funds and the School Board and ADC component units
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Moody's looks at net direct debt as a percentage of assessed value to measure the ability of a
municipality to meet its debt obligations. This metric reflects how much debt has been issued relative
to the value of the real property within Prince William County. Increased use of cash to fund capital
needs, all other things held constant, can negatively affect this metric. The ‘Aaa’ target is less than
0.75%. The County, at 2%, falls outside of this target range and scores in the ‘A’ category. In general,
in Virginia, local governments have debt burdens that exceed national medians, largely due to debt

issued for schools.

Prince William County Net Direct Debt as a Percentage of Assessed Value
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2.1%
2.0% 2.0%
2.0%
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Source: Moody’s Financial Ratio Analysis database

Comparable Net Direct Debt as a Percentage of Assessed Value
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Source: Moody’s Financial Ratio Analysis database, all data is as of FY 2018, except Anne Arundel, which is as of FY 2017.
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S&P also looks at this metric and improves the score by one point when net debt to assessed value
is below 3%. Compared to all other peer group jurisdictions, Prince William County lags most of its
peers. However, all the jurisdictions fall outside the triple A target.

Net direct debt relative to operating revenues is another factor evaluated by Moody's. This metric
expresses the potential budgetary impact of future debt service and speaks to the relative affordability
of debt obligations based on current revenue sources. The ‘Aaa’ target is less than 0.33x. The County
score at 0.69x earns an ‘A’ rating and misses the ‘Aa’ rating by just 0.02x. The County however, scores
better than both the ‘Aaa’ county median and the peer group median as all other peer jurisdictions
also fall outside the ‘Aaa’ target. Again, because local governments in Virginia are responsible for
funding schools’ capital expenditures, it is common for Virginia credits to lag the national medians
and ‘Aaa’ target.

Prince William County Net Direct Debt to Operating Revenues
0.9x

0.8x

0.73x

0.7x 0.69x 0.69x
AAA target < .33x
0.6x
0.6x
0.55x
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0.1x
0.x

2014 2015 2016 2017 2018

e Peer Median Aaa County Median

Source: Moody’s Financial Ratio Analysis database

Comparable Net Direct Debt to Operating Revenues
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Source: Moody’s Financial Ratio Analysis database, all data is as of FY 2018, except Anne Arundel, which is as of FY 2017.




Pensions

Another liability the rating agencies assess is the pension liability. Unfunded pension liabilities
representalong-term liability and can presentfuture budgetary pressures if not reduced. The historical
three-year average net pension liability relative to operating revenues for the County is 0.45x which
is above the ‘Aaa’ target <0.40x. Prince William scores much better than the peer median and the
‘Aaa’ County median due largely in part to the Board of County Supervisors’ commitment to fully
funding the annual actuarially required contribution into the pension plans. Of the 114 counties that
Moody's rates ‘Aaa,’ as of the most recent data published by Moody's, only 10 counties met the ‘Aaa’

target of <0.40x.
Prince William County 3-Year Average of Adjusted Net
Pension Liability to Operating Revenues
1.4x
1.24x
1.2x
AAA target < .40x
1x 0.98x
0.8x
0.6x
0.45x
0.42x
0.4x 0.37x
) I I
0.x
2014 2015 2016 2017 2018

Source: Moody's Financial Ratio Analysis database

Comparable 3-Year Average of Adjusted Net Pension Liability
to Operating Revenues

3.5x
3x 2.86x
2.5x
2.x 1.88x 1.89x
1.68x 1.72x
1.5x 143X . .
1.06x
1x
0.65x
0.5x 0.45x
0.22x
0.x .
Wake County, Prince William Howard Anne Arundel Loudoun Henrico Hanover Chesterfield Arlington  Fairfax County,
NC County, VA County, MD  County, MD*  County, VA County, VA County, VA County, VA County, VA VA

e Peer Median Aaa County Median

Source: Moody's Financial Ratio Analysis database, all data is as of FY 2018, except Anne Arundel, which is as of FY 2017.
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S&P also looks at the 3-year average net pension liability as a percentage of assessed value. The tax
base is evaluated for its capacity to generate future revenue for accrued pension obligations for which
assets have not been set aside. The County earns a ‘Aa’ rating in this category with 1.3% which is just
above the ‘Aaa’ County median, and above the ‘Aaa’ target of less than 0.9%. The County, however,
scores better than the peer median.

Prince William County 3-Year Average Adjusted Net Pension Liability
as a Percentage of Assessed Value
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Source: Moody’s Financial Ratio Analysis database

Comparable 3-Year Average Adjusted Net Pension Liability
as a Percentage of Assessed Value
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Source: Moody’s Financial Ratio Analysis database, all data is as of FY 2018, except Anne Arundel and Howard County, which are as of FY 2017.
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Economic Environment

The political and economic environment begins with the governing body. The rating agencies look
at the stability of the Board of County Supervisors, adherence to the Principles of Sound Financial
Management and consistency in operations. Governance factors capture an organization’s willingness
to make proactive policy decisions to ensure the maintenance of a strong financial position and
reliable financial cushion. Rating agencies report that entities that attempt to increase expenditures
for popular services and programs and simultaneously pledge not to raise taxes or cut other programs
will generally experience negative impacts such as a deterioration in their balance sheets as reserves
are extinguished and the debt load grows. Historically, the County has scored very well in this area,
with the institutional framework and management assessment at ‘very strong'.

The County is continuing to experience population growth. The County demographer estimates the
population in the County at 465,346 as of the fourth quarter of 2018. The chart below illustrates
periods of major growth in the County in the 1960s and 1970s, followed by even larger gains leading
up to the Great Recession. The County is forecast to maintain population growth in the coming
decades but at a decreasing pace as time passes.

Prince William County
Historical Population Data

Year Count Gain/Loss % Change

1900 11,112 1,307 13.33%
1910 12,026 914 8.23%
1920 13,660 1,634 13.59%
1930 13,951 291 2.13%
1940 17,738 3,787 27.15%
1950 22,612 4,874 27.48%
1960 50,164 27,552 121.85%
1970 111,102 60,938 121.48%
1980 144,703 33,601 30.24%
1990 215,686 70,983 49.05%
2000 280,813 65,127 30.20%
2010 402,002 121,189 43.16%
2020 470,400 68,398 17.01%
2030 530,000 59,600 12.67%
2040 569,500 39,500 7.45%

Sources: Prince William County Demographer - Historical population retrieved from University of Minnesota Population Center’s
NHGIS; Population projections from Metropolitan Washington Council of Governments
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PRINCE WILLIAM COUNTY POPULATION GROWTH 2040 COG
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Sources: Prince William County Demographer - Historical population retrieved from University of Minnesota Population Center’s
NHGIS; Population projections from Metropolitan Washington Council of Governments

Demographic factors drive demands for programs and services, impacting the expenditures of a local
government. The largest sector of the County population is the 18 to 64-year-old age group, but the
fastest rate of growth continues to be in the 65 and over category. By 2020, the County could see
45,000 people ages 65 and over, an increase of nearly 18,000 from 2010 in this age category compared
to an increase of just over 13,000 between 2000 and 2010.

Prince William County Prince William County
Age Group Distribution 1980-2017 Age Group Percent Change 1980-2017

0%  10%  20%  30%  40%  50%  60%  70% 0% 20% 40% 60% 80% 100% 120%

1920 I 36.3% I 25 4%
61.3% 1990 61.6%
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W 3.0% 2000 26.9%
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I 30.4%
2000 EEEE 64.8% I 0%

2010 42.2%
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2017 14.4%
I 07.7% I 48.7%
2017 63.6%
B 8.7%
B % Change Under 18 % Change 18 to 64
M % Under 18 % 18 to 64 M % 65 and Over M % Change 65 and Over

Sources: Prince William County Demographer - Historical population retrieved from University of Minnesota Population Center’s NHGIS; 2017 data
is from a combination of 2018 Quarter 4 estimates with Census 2013-2017 American Community Survey (ACS) 5-Year Estimates.
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Wealth

A high median household income is a positive economic indicator and a measure of the strength and
resilience of a tax base. A jurisdiction with high wealth levels may have greater flexibility to increase
property tax rates to meet financial needs. Wealthier communities also may have greater spending
power and drive demand to support growth in the commercial sector. For example, even during
the Great Recession, the retail industry in Prince William County remained relatively strong. The
2013-2017 median household income as reported by the U.S. Census American Community Survey
increased to just above $101,000, up from $96,160 just five years earlier.

Prince William County
Median Household Income 1980-2017

S0 $20,000 $40,000 $60,000 $80,000 $100,000 $120,000
1980 N $25,435
1990 I $49,370
2000 T - 65,960
20082012 [T - 396,160
2013-2017 [ - $101,059

Sources: PWC Demographer - Data for 1980-2000 retrieved from University of Minnesota Population Center's NHGIS; U.S.
Census American Community Survey (ACS) 2008-2012 5-Year Estimates and 2013-2017 5-Year Estimates.

Moody's analyzes median family income as opposed to median household income. Household income
includes the income of all people who occupy a housing unit regardless of relationship, whereas
family income measures the income of two or more people related by birth, marriage or adoption. Per
Moody's, median family income provides a better reflection of the strength of the tax base.

On the median family income, the County also scores very strongly as a ‘Aaa’ at $111,606. This is
above the ‘Aaa’ target of 150% of the U.S. median which equals $70,850.

Comparable Median Family Income
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Source: American Factfinder, 2017 5-Year Estimate
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S&P reviews effective buying income and considers 150% of the U.S. median as ‘Aaa’ rated. Effective
buying income (EBI) is similar to disposable income. With EBI of $32,864, the County ranks slightly
below the peer group median of $36,217. The U.S. median EBI is $27,391. At 150% of the U.S. median,
the ‘Aaa’ target equates to $41,087. The County falls below this target.

Prince William County Effective Buying Income
$40,000

$35,000

$32,716 $32,864

$31,316 $30,927 $30,824
$30,000 . . . . AAA target > 150%
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$15,000
$10,000

$5,000

$0
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Source: EBI from Nielsen’s Claritas database

Comparable Per Capita Effective Buying Income
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Source: EBI from Nielsen’s Claritas database, data as of 2019.
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An area where the County has experienced consistent year-over-year growth is reflected in at-place
employment. This is an important statistic to monitor as increases in employment signifies more jobs
to generate more income to pay taxes. The rating agencies have positively noted the County’s diverse
economy and economic development efforts to grow and expand a high-end employment base.

Prince William County At-Place Employment
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Source: Virginia Employment Commission, Quarterly Census of Employment and Wages, 2nd Quarter 2018

The County has also demonstrated steady growth in the number of business establishments, a sign
of a healthy local economy.

Prince William County Business Establishments

9,200

9,118
9,070
8,994

9,000
8,800 8,757
8,600
8,400
8,200

8,104
8,000
7,800
7,600
7,400

2014 2015 2016 2017 2018

Source: Virginia Employment Commission, Quarterly Census of Employment and Wages, 2nd Quarter 2018
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Assessed Value

The tax base is the primary source from which a local government derives its revenues. A large,
robust, diverse tax base typically offers a local government more flexibility, as well as protection from
unexpected shocks, such as the loss of a significant employer or industry. Asmaller more concentrated
tax base, on the other hand, is more prone to feel the impacts of such loss due to the dependency on
a fewer number of properties. Prince William County displays consistent growth in its real estate tax
base as demonstrated in the chart below which reflects the growth in annual land book values.

Real Estate Assessment Values

60

Billions

2009 2010 2011 2012 2013 2014 2015

2016 2017 2018

Residential Apartments Commercial M land W Public Service

Source: Prince William County Real Estate Assessments Annual Report FY 2018.

The County's tax base has continued to rebound since the downturn in the economy, now with eight
years of continued growth and values that exceed pre-recession values. Moody's rates a tax base of
greater than $12 billion as ‘Aaa’ worthy. The 2018 Land Book exceeded $58 billion, a strong ‘Aaa’ score,
though the County remains more heavily concentrated in residential properties as compared to some

of its peers.

Comparable Assessed Value
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Source: Moody's Financial Ratio Analysis database, all data is as of FY 2018, except Anne Arundel, which is as of FY 2017.
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Moody's regards historical assessed value per capita of greater than $150,000 as a ‘Aaa’ target. This
metric converts the taxable property available to generate revenues to a per resident metric, depicting
the availability of tax-generating resources to fund programs and services relative to the users. The
County achieves a ‘Aa’ for this factor with $125,725. Of the 114 counties that Moody's rates ‘Aaa,’ as
of the most recent data published by Moody's, only 29 counties met the ‘Aaa’ target for this metric.

Prince William County Assessed Value per Capita
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Source: Moody’s Financial Ratio Analysis database
Comparable Assessed Value per Capita
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Source: Moody’s Financial Ratio Analysis database, all data is as of FY 2018, except Anne Arundel, which is as of FY 2017.
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Economy

National, state, regional and local indicators are factors in assessing the economic environment for the
County. The ultimate basis for financial stability is the strength and resilience of the local economy.
The Prince William economy appears overall to be healthy, with ongoing growth potential.

At the time of this publication, the expansion of the U.S. economy has extended beyond 116 months
and has become the nation’s second longest on record (dating back to 1850's) with the length of prior
expansions averaging just 59 months. Current market expectations predict the expansion will break
the all-time record continuing through July 2019. However, economic growth could be impacted by
slowing global growth, U.S./China trade wars and the fading impact of fiscal stimulus.

On the monetary policy front, the Federal Open Market Committee (FOMC) voted to maintain the fed
funds target range of 2.25% to 2.50%. Chairman Powell reiterated the Fed's shift to a patient stance at
the January 2019 FOMC meeting.

Sources:

PFM (Prince William County’s Financial Advisor)

Moody's Investors Service Rating Methodology

Standard & Poor’s Ratings Services Ratings Direct

Prince William County Real Estate Assessments Annual Report FY 2018

Prince William County Demographer

Virginia Employment Commission, Quarterly Census of Employment and Wages

Nielsen's Claritas database
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Moody’s Scorecard Summary

O O Did O 1

Factor 1: Economy/Tax Base 30%
Full Value (market value of taxable property) 10%
Full Value per Capita 10%
Median Family Income 10%
Factor 2: Finances 30%
Fund Balance as % of Operating Revenue 10%
b-Year Dollar Change in Fund Balance as % of Revenues 5%
ICash Balance as % of Revenues 10%
b-Year Dollar Change in Cash Balance as % of Revenues 5%
Factor 3: Management 20%
Institutional Framework 10%
Operating History: 5-Year Average of Operating Revenues/Operating Expenditures 10%
Factor 4: Debt/Pensions 20%
Net Direct Debt / Full Value 5%
Net Direct Debt / Operating Revenues 5%
3-Year Average of Moody's Adjusted Net Pension Liability/ Full Value 5%
3-Year Average of Moody's Adjusted Net Pension Liability/Operating Revenues 5%
Indicated Rating Score 100%

S&P’s Scorecard Summary

Factor 1: Institutional Framework Score 10%
Framework Score

actor 2: Economy 30%
Market Value per Capita 15%
Per Capita Effective Buying Income % 15%

actor 3: Management 20%

[Management Score

actor 4: Budgetary Flexibility 10%
Fund Balance as a % of Expenditures

actor 5: Budgetary Performance 10%
ITotal Governmental Funds Net Result 5%
IGeneral Fund Operating Balance to Operating Expenditures 5%

actor 6: Liquidity 10%
[Total Cash as a % of Total Governmental Funds Expenditures 5%
[Total Cash as a % of Total Governmental Funds Debt Service 5%

actor 7: Debt and Liability 10%
Net Direct Debt as a % of Total Governmental Funds Revenue 5%
Debt Service as a % of Expenditures 5%

ating 100%
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