VIRGINIA:

At arecessed meeting of the Board of Supervisors of the County of Northampton,
Virginia, held in the Board Chambers of the County Administration Building, 16404 Courthouse
Road, Eastville, Virginia, on the 1% day of October, 2014, at 5:00 p.m.

Present:
Larry LeMond, Chairman Richard L. Hubbard, Vice Chairman
Laurence J. Trala Granville F. Hogg, Jr.

Oliver H. Bennett

The meeting was called to order by the Chairman.  The Northampton County School
Board was a'so present and in session.

Mr. Bennett arrived at 5:05 p.m.

The purpose of the meeting was to hear a presentation from Mr. Courtney Rogers of
Davenport & Co., the County’s financial advisors, with regard to capital planning. Mr. Rogers

presented the following powerpoint presentation:
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Overview

= Reyview key drivers to a credit rating;

® Reyiew key characlerislics thal conslilule a highly regarded, credil worihy localily;

® Discuss comparatives with peer Virginia Counties;

B Review County’s Adopted Financial Policy Guidelings;

B Revigw Morthamplon's linancial lrends;

B Review Morthampton's current outstanding debt;

B Review Northampton's debt ratic trends: and.

& Discuss Northampton's dabt capacity and debt affordability.

IIAVENDORT & COMPANY

What are the Key Drivers to a Credit Rating?

1. Economic Base — The Foundation of an Entity’s Fiscal Health.

— Incorporation of local. regional and natienal econemic faclors;

— Demographic characteristics including population trends, employment and wealth levels;
— Tax pasc - gize, structure and diversity;

— Industry mix and compaosizion of employment base; and,

— Local and regional patterns of Growth.

2. Financial Performance and Flexibility.

—  Revenue and expenditure structure and patterns:
— Ann.aal eperating and budgotary performancs;
Financial levorage and Tund balance position;
Budgeling and long-lerm Tinancial planning; and,
— Pension Tunding and insurance risk.

Dravemrors & Conrany




What are the Key Drivers to a Credit Rating?

3. DebtFactors.

—  Nature of pledged securlty and debt structure,;
— Balance hetwaen accelerated debt issLance and Jnderinvestment in capilal facililes, and,
—  Debt burden measured against:

— Tax base; and,

—  Total budget.

4. Management Factors.

— Range and growLh ol services provided in relation to capacity to provide services;
— Financlal forceasting and management;

— Consistent and pruden: budgeting practices; and,

— Adherence to long-range financial planning and policies.

DAy rrronT & Coneay

Rating Agency Trends

While the traditional rating factors still apply there has been a particular focus by the rating agenc’es on
those arcas:

= Fund Balance and Cash Levels - seen as a sign of sudgetary flexibility the analysts have been looking at
not just Unassigned Fund Balance but alse at Assigned Fund Balance plus Unassigned Fund Balance.
While many lecalities have Fund Balanece policies which focus on Unassigned Fund Batance, the agencies
are also giving credit for Assigned Fund Balance amounts.

= |0 addition, the agencies have also been looking al aclual levels of Cash & Cash Equivalents.

B Fosus has boeoen particularly on budgets which have structural imbalances Including thase whers Fund
Balance has been used Lo provide [o- ongoing expenditures. More scrutiny has been given where
budgered revenues have fallen short or budgeled expendilures have been significantly higher.,

B Pensions and Olher Post Employment Benefits {3PEB) have been under the microscope. For Virginia
loealilies thal sre mambers of the VRS, pensions have nol been & soncern of the agencies, OPEB came
into focus around the economic downtown. The agencies have given localilies a pass owver Lhe lasl Mive —
six years. Howeyear, they are starting to ook for localities 1o have a plan on how 1o get these liabilities
under contral.

Draverrronr & Corprany



Standard & Poor’s Revised Methodology

In September 2013, Standard and Poor's rovised its General Otligation rating methodology.

Financial Wigasunss Debt And
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Moody’'s Revised Methodology

In January 2014, Moady's revised its General Obl'gation rating methodolegy.

Broad Rating Facto Factar Welghting Rating Subfactors i or Weighting
Economy/Tax Base 30% Tax Base Size {Full Values) 10
Full Walus Par Ga pita 10%
Wealth (Median Family Income) 10%
Finances 30% Furd Balance %) of Revenues) 10%
Furd Balance Trend (5-Year Change) EEN
Cash Balanoce % of Rewenuas) pEsg)
Cash Balance Trend (5-¥ear Change) 2%
Manage ment 20%h Instruticnal Framewark 107
Cperating History i S
Lebl/Fensions 20% Lebt to Full value o
Debt to Revenue 2%
Moady's Adjusted MNer Pension il
Liability (2-Year Averags) to Full Values £
Moody's Adjusted Net Pension 5%

Lighility [2-Year Averaga) 1o Revenus

DavrueneT S COMPATY



Demographic Profile

¥ The selected pesr group has a population betwean

10,000 and 20,000 [with the exception of

Accomark) and total assessed value of §1.5 billion

ar more,
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Demographic Profile
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Key Characteristics of a Highly Regarded, Credit Worthy Locality 4

1. Conservative budgeting 1o produce solid financial results while keeping a compotitive tax rate;

2. Maintaining Strong Reserves {i.e. no cash flow barrowing);

3. Having prudont deht lovels and proactive debt management;

4. Utilizes multi-year capital planning; and,

5. Formalication of Financial Policy Guidelines involving debt, reserves, and other miscellangous areas.

THoTFHPORT & ConPany

15t Characteristic — Conservative
Budgeting/Solid TFinancial Results
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Historic General Fund Results
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General Fund - Budget vs. Actual Results
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Financial Results - Revenues
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Financial Results - Expenditures

Total Expendturas (General Fund & Schoals) Total Expendtures Per Capita
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Finaneial Results - Expenditures

Public Safety vs. Total EXpenditites
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Minancial Results - Expenclitures

General Fund Transferto Sehoals 4. Tolal Exaendiurcs
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Competitive Tax Rate

Real Estate

Y TaxRate Cnange Real Estate Tax Rate
2000 406800 §0.0500
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20d Characteristic — Strong Reserves

DavAmeanT & Citea vy
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Unassigned Fund Balance

Unasslgned Fund Balance Unagsigned Fund Balanzeasa % of Expenditures
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Unassigned Fund Balanee

Unasslmed Fund Bakance
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Why an Undesignated; Unassigned Fund Balance i3 Important

m Why Is ma ntaining a health unassigred/undesignated fund halance imporzant?
— Provides adaquata month-tomeonth cash flow and eliminates the need ar costly cash flow borrowing;
— Provicles funds far emergency situations (.e. natural disaster..huricans),
— Provides funds for unforeseen sxpendituires of revenue shortfalls that.occur during & flseal year,

— Provires comfort 1o potential lenders and the rating agencies a8 it relates to the County's financégl
strangth / “Jexibility and thus allows the County to obtain competitive financing; and,

~ Provides Lhe potential to generate interest earrings which fimit pressure on the tax basa (ie, real estate
tax). For every 51 millian used by te County, the County would lose betwesn $10,000 to $45,000 per
year of Interast incame, Over & 10 year periad, this opportunity cost would amount to between $115,000

and $625,000,

Lost Cathings  Earnings at 1.00%  Earnings at 4.50%
Per $1 Millnr 5115,000 $625,000
Par 3 Milion 5345000 b1.875,000

Divespost & Covpany
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3¢ Characteristic - Debt Management

TIAVENDORT & COMPANY
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Existing Tax-Supported Debt

1atal Cuisuing General Fund & Schoal Deot? Existing Tax-Supparle Nebt
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Existing County Debt

County Operating Leases

General Fund County Dent

Drap Dawn | Jrap Dewn
Fiscal |7 Delt| | (Fiscal in Debt
Year  Principal Intgrest Total Scivlae Year Principal  Interest Tatal Service
A1 RLOZ0O0 %1806 EATHE0R hiA | 2015 BIALOHA  $3ETE 4165563 H2A
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Existing School Debt

Existing School Debt 5ehool Operating Leases
Drop Dawn| | Drop Oown
Fisgal in Debt| | |Fiscal in Debl
Year  Prncipal  Interest Total Scrvic{;: Yoar  Principal  Interest Tatal Service
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Revenucs Available for Debt Service and Capital
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Debt Service and Capital Expenditures

fongeal  General
Fund Eund Tnzal Non- Transter to Furnre “otdl hon-
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Debt Capacity vs. Debt Affordability

Debt Capacity versus Debt Affordability:
& Neht Capacity:
— The ameurt of debt a locality can incur while staying within prudent financlal guidelines.

— Think of Debt Capacity as t1e credit card limit.

® Debt Aflardahility;
— The ahility of a locality to repay debit obligation with cash flaw.

— Think of Debt Afferdability a5 the akility to pay the credit card's monthly bill,

Dvenpory & Conrany
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Assessed Value
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Assessed Value (continued)

Regeeend Valua Per Capita
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Debt as Percentage of Assessed Value

Current Policy: Daht as & parcentage of reaf estate assescad value will nol exceed 4.0%.
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Debt Service as a Percentage of Total Expenditures

Currnl Policy: The ratio of debt sarv'ee expenditures as a percentage of gavernmental flnd
axpenditures should ot exceed 12%,
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Debt Capacity Available

Delt Capacity Available

# 0 the two key debt ratios, debt service to expenditurss is the limiting tactor.

® Agsuming & 20 year level payment iseue at 5%, the County could issug up to Lhe amounts shawn balow
without excesding prudent finaneial limits:

Future Debt Capacity

2015 2018 2017 2018 2019 Total
Annual Debt
Demice ¥s,
, $13091295 $2770,336 $3407 061 $LT70183 $2332473 (323421348
Expenditures
DaveneorT & Commsny
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4th Characteristic — Multi-Year Capital
IPlanning

3y EPORT S Clorrane

4t Characteristic — Multi-Year Capital Planning

1. Develop a multi-year capital plan (typically 5 years);

2. ldentify projects and individually review various sodrces of furding (e.g. cash, profiors, low interest loans,
grants, dept funding, ele.}

3. Combing the expected cash flows of projects by year to create a capital sources and uses; and,

4. Review resulting debt funding from both a Debt Capacity and Debt Avalability perspeaciive.

— Debt capacity reviews whether the locality s responsibly issuing debt.

—  Debl availahilily looks al how Lhe locality’s cash flow budget is affected.

Ly erromr & Costrasy
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5t Characteristic — Formalizing
Financial Policies

Dravmpiromen S Cosnmas r

50 Characteristic — Formalizing Financial Policies

8 Fiscal Policy Guidelines are the basis for sound financ'al management. These formally adopted guidelines set
the framewark for budgets and debt management now and into the future.

B Fiscal Policy Guideline examoales include:

— *The County will maintain annual tacsupported deh: service as a percentage of Governmental Funa
sxpenditures at a level not to exceed 12%"

— This is Lhe County's current policy, alkhough we recommend a claritication of Governmental Fund
expendilures to tie General Fund expenditures plus Sehool expenditures net of interfund transfers,

— “The County will maintain total tax-supported debt, including leases, as a percent of total taxable Assessed
Value of the County at a level not 1o exceed 44"

— The CoLnty currently ¢nly uses a percentage of Real Estate Assessed Yalue; the majority of Virginia
rated localities use total taxable Assessed Yalde which includes Personal Froperty.

DavenmonT & CoMeany

33



5t Characteristic — Formalizing Financial Policies

m Figscal Policy Guicclinge cuamples jcontinued):

— *“The County intends to maintain its 10-Year tas-supported debt and lease payout ratio at or above 807 at
1he end of each adapted five year Capital Improvement Plan. The payout rat'oc shall be no less than 55% in

ary one yea- during that period”
— The County currently does 1ot have this policy in place.

— “Unreservea Tund balance in the general fund shall be measured anrually at June 30th and shall be in
amount equal to at lcasl 10% of the combined budgeted expenditures of the General Fund, Social Services
Fund, Eastern Shore Regional Jail Fund and School Gperating Fund inet of ‘nterfund transfers) for the fiscal
vear anding an that day.

— This is the Counly's current policy. Davenport would recommend adding in language that would set a
flear of $4.2 million to be consistent with the YRA covenant.

— A portion of the annual General Func cash flow shall be used for one time capital projects. The lang term
goal of designaling annual cash [or capital is 5.00% of the General Fund revenues.

A history of adherence o Adopted Financlal Policy Guidelines related to budgeting, reserve
levels and debt levels is viewerd as a gredit poslitive.

DIavFHroRT & Confmey

Appendix A — Potential School Capital
Needs
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Key Assumptions

" Northampton Gounty, Virginia {the “Courity”| is currently in the planning stages far a polantial $30 millior
debt issuance for upcoming schaal capital needs (the “School Projects”).

® At “his time, Davanaort has assumed financing in the Spring of 2015 ulificing the Virginia Public Schaok
Authority's Spring Pool. Due to the possibility of rising interest rates, Davenporl assumead a financing at
qurrent market rates (8/26/2014) plus an additional 1.5% with $7%.000 local cosls of issuance and an
underwriter’s discount af 35 par bond ($1,000). Davenport will conzinug to manitor allemative narcing
options such as a Direc; Bank Laan or Stand Alone Public Sale should be consideed as the School Projects
are approaching their financing date and become more defined,

— The interest rales for the Local School Bonds are established at five asis a0ints above Lhe aclual rales
on VESA's bonds. VPSA chiarges & 5 basls polnt fee that is used to pay costs of issuance and other
administrative expanses of the Autharty.

Diavenporr & Comeany
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$20 Million Project Fund - Estimated Debt Service

Spring 2015 YPSA Pool™

Flseal Total
Year  Princlpal nteiest PS4 Fee™ Deit Service
U $0 SLoB8THR 10385 41210180

2T 713,000 1,952 £38 13,356 3,280.804
SYE TRROOD TRINARE 12599 228380
2N Hi)a, 000 1 464 £48 12608 c.282 296
2020 860,000 1413575 12,193 3,282,768
2021 915,000 1,352 885 11,740 2,775.634G
A UTRRO0 LANLZAY 1016 AT
i 1,042,000 LY. W AR 2281584
a2 1113000 Lohh6ld 10231 2,280,844
2025 1,190, (00 1,080,700 BEnG 2280300
SNPE 127000 TO0OTRD R0 2275700
aner 1,343,000 N2 408 BI85 L27RATY
2024 1,420,000 846,050 7655 2474145
2025 1,500,500 TAG6.150 B.9E5 5272115
M 1545000 BEI312 BN 2272308
2031 LE7a.000 h01 563 B 227l
2032 1,770,000 408,825 4318 2271443
2033 1,870,000 396825 3608 2210433
034 1,980,000 NS0 PR 70TAER
03 208,000 1795 LEH 2UTOERS
03 2000,000 £0375 B 29700

Total $27,090,000 $19,482.870 §171842 §45 744512
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$30 Million Project Fund - Impact on Debt Service

l:al bx 2fng senera Governmenl & Soiaal Jebt s New My Dot loli Lugtirg, & Hew Debt

Figral
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$30 Million Project Fund - Impact on Cash Flow
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$30 Million Project Fund - Debt to Assessed Value

|
The County would be projected to stay below it Debt to Real Estate Assessed Value policy of
4.0% with a $30 million project fund.

Debt to Assessed Value
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$20 Million Project Fund - Debt Service to Expenditurcs

| The County would be projected to nat remain in compiiance with its Debt Service to Total
| Governmental Expenditures Policy of 12% in Fiscal Years 2017 - 2020,
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Appendix B — Historic Debt Funded
Projects

TravedroH & Comeany

Debt Funded Projects

Debt Funded Projects;

® 1908 Sustained Tachnology Industrial Park (52,404,000 - A referendum was passed that allowed General
Obligation Bonds to be issued for the project. Prior to Davenpart's Invelvement with the Ceunty these bods
were sold oublichy, A8A hond insurance was procured with no underlylhg rating an the County. Interest rates
ranged from 4.3% to 5.3%. There was ne underlying rating. The remazining amount of bonds ($1,690,000)
were paid off in Fiscal 2008 with praceeds of the sale of the park .

® 1500 and 2001 Qualified Zone Academy Bonds ($2.5249.060) - issued for school projects. These bonds are
principal pay back only and can have interest earnings which help reducs the orlginal principal amount,

® 2002 IDA Lease Revenue Finaneing: Refunded ty Serles 2012 YRA Bonds ($9,656,728) - General District
and Circuit Court Facilities: Solid Waste Convenignce Centers, Sharlff's Dept. Annex, Social Services Building,
Scheol Buses, and Jall Engineering Costs, The bonds wee so0ld publicly natlonatly, reglonally and locally
using Af bond insurance with no underlying rating on the County {A8A bond insurance was not an optlon).
Interest -ates ranged from 1.7% to 5.08%. The 2002 |DA Bonds were refunded at an All-In TIC of 2.88%.

® 2003 and 2006 Qualified Zone Academy Bonds ($4,328,096) - issuad for school projects. These bonds are
pringipal aay back only and can have interest earnings whicn help reduce the ariginal principal amount.

DOavE N oL A oMM NY
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Debt Funded Projects

Dbt Funded Proocts:

® 2005/2006/2007 10A Lease Revenue Fnancing Refunded by Series 2012 VRA Bonds (526,864.098) -
Local Portion of Regional Jail Gonstruction, Transfer Station/Convenience Centers, Landfill Glosure, Sheriff's
office, County Administration Renovation, and J&0R Court Services. The bones were offerad to lecal and
regional hanks via Bank Qualifisd Bonds. Bank Qualified Bends allow banks 1o recelve & tax-deduction if
they purehase those types of bonds. Some of this tax-break s typically passed on to the issuer via lower
Interost rates. It was catimaled that the savings at the ime was 50 basis paints or % of L%. This private
placerment method also saved the County avar g public sale in that the costs of issuance were less. no formal
rating reguired, no Debt Service Reserve Fund was raquired, and it took less staff time to issue. Atthat time
the Bank Qualified limit was $10 million per calendar vear. The County issued the maximurn amounts in late
2005 and early 2006, |n early 200 the final amount needed to complete the projects was still unknown,
Anotaer advantage of this method of financing was that since the last issuance was in early 2007 the County
was able to finalize it's project costs and nol borrow too much or to little for the projact. Interest raes were
3.84%, 4.24% and 4.40% respectively o~ the Iong-term bonos, The 2005/ 2006/2007 DA Bonds were
refunded at an AlHn TIC of 2,16%.

DaveurorT & Commany
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Debt Funded Projects

Debt Funded Projeats:

m 2004 School Bus Leases (§1,208 928) - The Schools procured this Eyuipment Purchase Agieement lor
Sehool Buges with g private placement,

B 2008 Equipment Purchase Agresment ($703,446 Schools and $116,554 for General Government) - The
Counly procured Lhis Equipment Purchase Agreament for Two Modular Umils and SherlTs vehicles with
private placement.

B 2008 Literary Loar Note {$1,390,000): Ta<en out by Series 2012 YPSA Bonds - issued for the High School
refiabililaton projeel. The nole was renowed in 2012 &l 3 rate of 3.03% until January 1, 2013, The
Communweallh froze L Lilerary Loan program in FY 10 ad 11, Since iLwas nol known when Lhe
Commonwealth would again direct funds to the program, the County permanently funded the Note in 2012
with VP54 at an Alldn TIC of approximately 2.36%,

W 2010 Capilal Leases - $106,219 General Fund Equipment Lease issued December 201 and 3426964
schaol Bus Eguipment Laase Purchase Agreament issued November 2010,

® Tolal Projects linanced 1998-2010 wes approximately $49 5 million,

B Singe 2010 - Various School Bus and Sherill vehicle lsases,

Dravenponr & Covray
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Mr. Hubbard asked if Mr. Rogers had any comments relative to interest rates. Mr.
Rogers responded that there may be an increase in the short-term rates. Mr. LeMond suggested
that the Board consider a 2% tax increase per year over the next five year period, to raise the
anticipated 10-cent tax increase necessary in order to fund the School Board’s request for $35
million for anew high school/middle school. Mr. Rogers agreed to prepare the requested
anaysis.

Mr. Hogg stated that he did not view County fines as a stable revenue source and Mr.
Rogers advised that the Board be conservative and realistic in its budget estimates.

In response to a question from Mr. Bennett, the County Administrator indicated that for
an “average” tax payer (i.e., with a $200,000 home), a two-cent tax increase would equate to
about $200.00.

Directing his question to the members of the Northampton County School Board and
Superintendent Eddie Lawrence, Mr. Bennett asked if the School Board had considered looking
into the dress code at the high school, noting that we are “sending our young ladies to be set up
for some bad situations”. The Superintendent indicated that students have been sent home for
being improperly dressed and that the dress code was being enforced.

Mr. Bennett asked if the parents could be invited to an instructional session on the proper
dress code for their children and a member of the School Board responded, “you’re preaching to
the choir”.

Closed Session

Motion was made by Mr. Trala, seconded by Mr. Bennett, that the Board enter Closed

Session in accordance with Section 2.2-3711 of the Code of Virginia of 1950, as amended:
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Paragraph 3: Discussion or consideration of the condition, acquisition, or use of real
property for public purpose, or of the disposition of publicly held property.
EMS Office Site

Paragraph 7: Consultation with legal counsel and briefings by staff members, consultants, or
attorneys pertaining to actual or probable litigation, and consultation with legal counsel employed
or retained by the Board of Supervisors regarding specific legal matters requiring the provision of
legal advice by such counsel.

All members were present and voted “yes.” The motion was unanimously passed.

After Closed Session, the Chairman reconvened the meeting and said that the Board had
entered the closed session for those purposes as set out in paragraphs 1, 3, and 7 of Section 2.1-
3711 of the Code of Virginiaof 1950, as amended. Upon being polled individually, each Board
member confirmed that these were the only matters of discussion during the closed session.

Mr. Hogg said that the Board has not responded to Mr. Steve Sturgis’ request some
months ago for a written response as to why agriculture was not contained within the Board’s
Strategic Plan, and that this showed alack of respect to the President of Farm Bureau. The
Chairman said that that he had promised to speak with Mr. Sturgisin person but had forgotten.

Adjourn

Motion was made by Mr. Hubbard, seconded by Mr. Trala, that the meeting be

adjourned. All members were present and voted “yes.” The motion was unanimously passed.

The meeting was adjourned.

CHAIRMAN

COUNTY ADMINISTRATOR
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