
DRAFT MINUTES 

Governor McDonnell’s Task Force for 

Local Government Mandate Review 

November 1, 2013 at 10:00 a.m.  

Main Street Centre 

12th Floor North Conference Room 

600 East Main Street 

Richmond, Virginia 23219 

 

 

Members Present          Members Absent 

The Honorable Pat Herrity, Chair      The Honorable Shaun Kenney 

The Honorable Bob Dyer        The Honorable Joan Wodiska, Vice‐chair 

Kimball Payne 

 

Government Reform Commission      Government Reform Commission 

Liaisons to the Task Force Present      Liaisons to the Task Force Absent 

               The Honorable Suzy Kelly 

The Honorable Alicia Hughes   

 

I. Call to Order 

 

Mr. Herrity called the meeting to order at 10:12 a.m. on November 1, 2013, at the Main Street Centre 

Building in Richmond, Virginia  

 

II. Approval of Minutes of Task Force Meeting on September 27, 2013  

 

Mr. Dyer made a motion, which was seconded by Mr. Payne, to approve the draft minutes of the Task 

Force’s September 27, 2013 meeting, as presented. The motion passed unanimously.   

 

III. Approval of Draft Agenda 

 

Mr. Payne made a motion, which was seconded by Mr. Dyer, to approve the draft agenda, as amended.  

Such motion passed unanimously. 

 

IV. First Day Introduction Letter and Local Government Outreach 

 

Mr. Herrity shared a draft letter and sample resolution for distribution to local government officials.  The 

letter advises localities that the task force’s primary initiative this year is the reinstatement of the no‐

later‐than‐first day introduction requirement for bills with a local fiscal impact.  The letter also 

encourages localities to adopt the accompanying resolution in support of that measure, or to 

incorporate such into their legislative package.  Mr. Dyer made a motion, which was seconded by Mr. 
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Payne, to approve the draft materials.  Such motion passed unanimously. [A copy of the letter and 

sample resolution are attached to these minutes] 

 

Mr. Robbins confirmed to Mr. Herrity that these materials will be distributed via email early next week. 

 

V. Pensions 

 

a. Presentation from Financial Experts on the Impact of Debt Obligations on Bond 

Ratings 

 

Mr. Payne introduced David Rose of Davenport & Company LLC.  Mr. Rose provided a presentation on 

unfunded pension liability, new reporting requirements for that liability, and its effect on local 

government bond ratings.  [A copy of Mr. Rose’s presentation is attached to these minutes.] 

 

Following his presentation, in response to questions from task force members, Mr. Rose remarked that 

if the state were to begin funding VRS at the 80% level, there should not be a significant impact to local 

governments; however, localities will be negatively affected if the current underfunding continues.  

Further, Mr. Rose stated that the proposal under consideration by the task force to provide state 

contributions to teacher retirement directly to VRS rather than through local school divisions will reduce 

some impact to local governments, but will not resolve the underfunding issue.   

 

Mr. Herrity introduced Mr. Joe Casey, Deputy County Administrator for Henrico County.  Mr. Casey 

provided a presentation on unfunded pension liability, concentrating on the state’s portion of teacher 

retirement, and impacts on economic development efforts.  [A copy of Mr. Casey’s presentation is 

attached to these minutes.] 

 

Following his presentation, in response to questions from task force members, Mr. Casey provided 

remarks about the lack of local government representation on the VRS board.  He added that a local 

government is unable to make additional contributions to reduce their locality’s portion of the 

statewide liability, as that liability is pooled among all VRS local governments.  

 

Mr. Herrity stated that the remaining two pension discussion items on the agenda will be moved to after 

the time allotted for public input. 

 

VI. Update on Gubernatorial Campaign Briefings 

 

Mr. Herrity stated that he had briefed Ken Cuccinelli’s policy director on the work of the task force, and 

that he was unable to schedule a time with Terry McAuliffe’s campaign. 
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VII. Public Comment  

Mr. Herrity stated that this was the time for the task force to receive public input. 

 

Mr. Steve Riddlebarger, Director of Human Resources for Rockingham County, provided remarks in 

support of Mr. Casey’s presentation. 

 

Mr. Bob Matthias with the City of Virginia Beach inquired whether there would be any negative impact 

to the state’s bond rating if some of the liability for teacher pensions were shifted to the state.  Mr. Rose 

responded that he did not believe there would be a negative impact, adding that if the state fails to 

decrease its unfunded pension ratio as planned, there could be consequences.  Mr. Matthias urged that 

if the task force were to endorse this suggestion, that the communication should highlight the minimal 

anticipated impact to the state.    

 

Mr. Roger Wiley of Hefty & Wiley, PC, representing Loudoun County, supported points raised by Mr. 

Casey’s presentation.  He suggested pointing out to the state that the new accounting standards will 

create a false representation that all of the teacher retirement liability exists with the localities, and 

none with the state.  

 

Mr. Erik Johnson with VACo urged for communications on this issue to address the economic 

development impact and the lack of local representation by VRS.  He added that the “shared 

responsibility” messaging on this issue is important.  

 

Ms. Mary Jo Fields with VML emphasized that pension is a part of a total compensation package, and 

questioned if the state were responsible for a portion of teacher salary, and why the state shouldn’t be 

responsible for a portion of pension. 

 

There being no additional speakers, Mr. Herrity closed the public comment period.  He then returned to 

Item V. Pension on the agenda. 

 

b. Discussion on the “Two‐third” Rule and Enabling Localities to Implement a Defined 

Contribution Pension Plan; and 

c. Discussion and Consideration of VACo and VML Positions on Pension Reform 

 

There was discussion about the impact of pension debt on local government financial statements.  Mr. 

Dyer remarked that it is essential for the task force to address this issue, as localities have no choices in 

pension matters.  Mr. Herrity suggested the state be urged to pay its share of teacher retirement 

contributions directly to VRS, which will demonstrate to credit rating agents that the state is committed 

to paying its portion of the unfunded liability.  Mr. Payne suggested that it be highlighted that the state 

has a shared responsibility with localities – a partnership – to provide education.  He added that in this 

case, if the state does not act, this liability will automatically appear on the locality’s finances. 
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The task force then developed this resolution in concept, and Mr. Herrity stated that he would draft it in 

a more formal fashion and distribute to members for edits: 

 

Whereas the provision is public education is a constitutional state responsibility, and the 

delivery of such is a partnership between the state local governments, which implies a need for 

proportional sharing; and  

 

Whereas, VRS is a state mandated program; and 

 

Whereas, there is no control at the local level of the impact of the financial liability associated 

with VRS; and 

 

Whereas, the negative impact to localities is not only to their financial statements and credit 

ratings, but also on economic development and job growth in Virginia; and  

 

Whereas assumption of liability would have no significant impact upon the Commonwealth’s 

bond rating. 

 

Now therefore be it resolved that the Task Force for Local Government requests that the 

General Assembly take positive action during the 2014 Session to implement the legislative 

positions suggested by VACo and VML on this issue. 

 

Mr. Dyer made a motion, which was seconded by Mr. Payne, to adopt the resolution in concept.  The 

resolution was adopted unanimously.  Mr. Herrity added that he will draft the final resolution quickly for 

review, and that it will be posted to the task force’s website, and distributed to members of the General 

Assembly. 

 

VIII. Comments from Task Force Members 

 

Mr. Payne recognized that the VML legislative committee has adopted a legislative position that 

encourages the General Assembly to reinstate the requirement for first day introduction of local fiscal 

impact bills.   

 

Mr. Dyer remarked that the high turnout at today’s meeting reflects the great interest on advancing 

these issues. 

 

At this point in the meeting, Mr. Dyer assumed the role of chair.  Mr. Herrity then moved for the task 

force to adopt a policy position to seek the elimination of the requirement for local governments to 

provide a retirement system by either participating in VRS or establishing a local retirement system 

which provides a service retirement allowance that equals or exceeds two‐thirds of the service 
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retirement allowance at age 65 or older to which the employee would have been entitled had the 

allowance been computed under the provisions of the VRS.  Such motion was seconded by Mr. Payne, 

and was unanimously adopted. 

 

Mr. Herrity suggested that the task force urge for the inclusion of local representatives on the VRS 

board.   

 

Mr. Casey stated that the membership in VRS consists of 23 % state employees, 74% local employees 

and 3% authority and other entity employees. 

 

Mr. Johnson clarified that there currently are VRS board members who are local government 

employees, however they do not work in government administration or finance.  

 

Ms. Mary Ann Curtin, Director of Intergovernmental Relations for Chesterfield County added that there 

is a need for local government employer representation in addition to local government employee 

representation. 

 

Mr. Casey added that this is important from a customer service perspective because of the new deferred 

compensation programs that will be managed as individual accounts. 

 

Mr. Payne made a motion to adopt a position to seek local government employer representation on the 

VRS board, either through attrition or expansion of the board.  Such motion was seconded by Mr. Dyer, 

and was unanimously adopted. 

 

Mr. Dyer recognized students from Regent University that were completing a study on the costs of local 

government mandates.  Mr. Payne and Mr. Dyer asked that those present from Henrico County share 

their information from a recent Board of Supervisors presentation with the students. 

 

IX. Scheduling of Future Meetings 

 

By consensus, the members determined that the next meeting would be held Wednesday, February 19th 

at 10:00 a.m. in the Richmond area. 

 

X. Adjournment 

 

There being no further business, Mr. Herrity adjourned the meeting at 11:42 a.m. 

































 GASB 68 balance sheet liability and bond rating 
agency higher weight assigned to such liabilityagency higher weight assigned to such liability
◦ To recognize that a large unfunded pension liability will 

impact Virginia (as a State and collective localities)
◦ To best position Virginia to reflect this liability in our p g y

ability to record-reduce w/ focus upon citizen-business 
impacts

 To position Virginia-localities for fiscal 
sustainabilitysustainability 
◦ Intergenerational equity in cost of services
◦ Taxpayers today pay and not pass cost to next 

generationgeneration
◦ Economic development positioned to create jobs and 

sustain essential services (schools, public safety)



 Actuarial calculation changes raised rates and liability
◦ FY10: Lowered invest income assumption from 7.5% to 7.0%

R i f 11 8% 12 9% d f d d li bili / l Rate increase from 11.8% to 12.9% and unfunded liability/employee 
increased from $58,600 to $66,600

◦ FY13: Rolling five-years has FY13’s 11.8% investment return 
and FY09 21.1% investment loss

l l ll d h◦ Annual salary increase assumption still at 3% yet trends have 
been much lower (<.5%/year average since 2008)

 Other impacts to unfunded liability and rates
◦ Timing difference between underperforming investments and◦ Timing difference between underperforming investments and 

actuarial reports (remedied by future higher rates)
◦ State’s lower VRS rate for teachers than actuarial rate
 2010-2012 % of VRS contributions funded = 39.7% and 2012 -2014 

69 5%= 69.5%
 Only factor that local government not impacted by as no option for 

localities to select different rate
◦ 3 separate “loans” with interest to account for past and future 

li bilit f l VRS tliability from lower VRS rates
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 Local government prefer proportional responsibilityg p p p p y
◦ Share of VRS costs: State 33%, Local 67%
◦ Recognizes teacher VRS system is also a State program
◦ State’s selection of arbitrary and lower rates further◦ State s selection of arbitrary and lower rates further 

illustrates ownership of program
◦ Administratively simple to record liability

State’s current $ to local govt changed to direct payment to VRS State’s current $ to local govt changed to direct payment to VRS
 State prefer Local government to record 100%
◦ Technically can shift 100% liability with local government’s 

payment to VRS (even if State is $ origin)
◦ Teachers are 100% local employees (at least for this topic)



 Is the whole (State) > then the sum of the parts (localities) Is the whole (State) > then the sum of the parts (localities) 
for recurring, retaining and expanding business and new 
jobs or are we one goal-oriented team ?

 Questions asked by prospects to locality may be more in-
depth and researched as part of due diligencedepth and researched as part of due diligence
◦ What are the taxes my business will pay (today, tomorrow)?
◦ How good are the local schools for my employee’s children and 

future employees?
H f i th l lit f d l ?◦ How safe is the locality for my company and my employees?

◦ What are other quality of life factors in your locality for my 
employees?

◦ What is your bond rating?
H d i “ i l k ” d d How do rating agency “negative outlooks” or downgrades as 
result of teacher liability affect business decisions?
◦ If State impact < local impact of teacher liability, then shouldn’t that 

be a consideration in proportional sharing of liability?p p g y



Threat of Local Governments Crossing Below the Line with
Lower Unfunded Teacher Ratio
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• Pre-teacher Liability: FY11 Chart shows localities generally 
above the “rating line” (pre-teacher liability)

• Post-teacher Liability: teacher unfunded ratio now 62.4% in 
FY13 may push many below the “rating line”

7

FY13 may push many below the rating line
• Local impact high - Teachers 62.2% of total local workforce



GAO TargetGAO Target
Fitch Target

 ~250 State and local pension plans



 Proportional liability impact to bond ratings 
and correlation to new business investment 

 State bond rating impact vs. aggregate local 
government bond rating impactgovernment bond rating impact
◦ Per VRS: “Could affect local government bond ratings”

 If 100% local government liability recordation If 100% local government liability recordation 
is more adverse to economic development and 
job creation than proportional liability, why 
wouldn’t State recognize proportional liability?



 One commonality - all 
l llocal government

 Employees don’t know 
who is grant funded, part 
f SOQ f l t fof SOQ formula, part of 

Compensation Board 
funding, local tax
P f if ti l Prefer uniform rationale 
for salary and benefit 
programs
Just know that they want Just know that they want 
to serve their local 
citizens, students, 
businessesbusinesses



 Easier-flexible school funding formula on 
h b t t d t h l l lhow best to spend at school level
◦ Avoid salary initiative challenges
 FY14: 2% salary supplement w/ local match
 Use it or lose it for raises, possible layoffs to get matching 

$ w/ higher student: teacher ratio
◦ Consistency amongst school, compensation board, 

d i i f di f l b fiand grant positions funding of salary-benefits
 Opportunity to reform all with simple funding formula 

w/out all the paperwork
VRS B d i if h li bili VRS Board representation if teacher liability
◦ Future input into Board, role, local customer service
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22%22% General 
Assembly

56% General 
Assembly 22%

34%
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• Proportional representation still favors State
• State representation 44% (23% employees)
• Local representation 56% (74% employees) 



 Local governments and the state share responsibility 
for paying the cost of teacher pensions but underfor paying the cost of teacher pensions, but under 
GASB 68, the payer of retirement benefits will have to 
claim all unfunded liabilities for teacher retirement 
plans after June 15 2014 on their financialplans after June 15, 2014 on their financial 
statements. VACO urges the state to not mandate 
this cost shift to localities by paying its share of 
teacher pension contributions directly to VRS Thisteacher pension contributions directly to VRS. This 
would demonstrate to credit rating agencies and 
localities that the state is committed to paying its fair 
share of unfunded teacher pension liabilities. It wouldshare of unfunded teacher pension liabilities. It would 
also better protect the bond ratings of Virginia’s 
localities by more accurately reflecting the local share 
of the unfunded liability.y



1. Have a pension funding policy that is based on 
i ll d i d ib ian actuarially determined contribution

2. Build funding discipline into the policy to ensure 
that promised benefits can be paidthat promised benefits can be paid

3. Maintain intergenerational equity so that the 
cost of employee benefits is paid by the 
generation of taxpayers who receives services

4. Make employer costs a consistent percentage of 
payrollpayroll

5. Require clear reporting to show how and when 
pension plans will be fully funded

15





 Shared VRS Liability recognition
 Further define teacher as a local government 

employee
◦ When does having one local government VRS pool makeWhen does having one local government VRS pool make 

sense (vs. 3 separate pools now)
◦ When can local government’s decide how to best 

overcome liabilities (contribute more than State loweredovercome liabilities (contribute more than State lowered 
rate share for 100% return back to its own plan)
 No ability for local remedy to its own plan

It’s taken x years of State underfunding of rate It’s taken x years of State underfunding of rate, 
therefore have x years of remedy prior to 100% 
local government responsibilityg p y



 VRS greater leverage in managing 457-403b deferred 
compensation accounts w/ Plan 2 employeescompensation accounts w/ Plan 2 employees
◦ Not just required contribution, but also soliciting additional 

voluntary contributions
◦ Customer service issuesCustomer service issues
◦ Competition with locally-procured services
◦ If locality has VRS vendor (ICMA-RC), why can’t one vendor 

relationship exist at local level?p
 Greater variances amongst workforce
◦ Public safety LEOS employees w/ no required 457 

contribution
◦ Teacher early retirement program, credits

 Healthcare OPEB liability
◦ FY15 recording of liability



Loan Term 
Remaining

Interest 
Rate

Liability Per 
EmploRemaining Rate Emplo

yee

Payback 30Payback 
Loan

30

Legacy
Liability

20
Liability
New Liability 8
Total 500,000,000

• Three types of methods to bridge the gap between asset and liability (“loans”) 
exist with actuarial assumptions to calculate rates

• Payback loan:- 10 year amortization period started in FY11 has 8 years 
remainingremaining

• Legacy Liability: 30 year closed amortization of “legacy” unfunded liability
• New Liability amortized over 20 year period with imputed interest rate 



 Create table showing 3 columns - Henrico 
and State w/ and w/out proportional
◦ Liability
◦ Factor % (Moody’s factor rating metric)◦ Factor % (Moody s factor rating metric)
◦ Net assets (for local show total and school fund)



Draft email and resolution on first day introduction 
 
 
November 1, 2013 
 
 
 
Over the last two years, the Governor’s Task Force for Local Government Mandate 
Review has examined in great detail mandates on local governments and the means 
through which they are enacted. What has emerged from this work is a clear 
understanding and recognition that the local government fiscal impact review process 
needs to be improved. As we have seen over the last two years, the focus on the fiscal 
impact of mandates has had a positive result in recent General Assembly sessions, and 
the number of bills referred for fiscal review has increased.  
 
Prior to 2010, a first day introduction requirement was in place to ensure that any bill 
enacting a local mandate would be sufficiently analyzed by the Commission on Local 
Government prior to its being considered by the General Assembly. Unfortunately, in 
2010 this provision was removed and now only bills pertaining to the Virginia 
Retirement System must meet this requirement.    
 
Under the current system of review, there are not enough resources for bills to be 
properly reviewed for fiscal impact within the given time constraints imposed by the 
current filing deadlines. The Task Force believes that the magnitude of the problems 
caused by a lack of adequate review of local mandate bills prior to their passage 
necessitates the reinstatement of the first day filing requirement. We believe proper fiscal 
impact analysis will result in fewer bills with local fiscal mandates making it through the 
General Assembly. 
 
The Task Force has made the reinstatement of the first day introduction requirement for 
all bills with a local fiscal impact its primary recommendation this year. Going into the 
2014 General Assembly Session, the Task Force is asking local governments to include 
their support for this change in their legislative agendas as well as the passage of 
resolutions by Boards of Supervisors, and City and Town Councils in favor of the 
change.  
 
For your consideration, a sample resolution is attached. The Task Force thanks you for 
your attention and consideration of this critical matter. Together, Governor McDonnell, 
the Task Force and local governments have made historic progress in the repeal of dozens 
of local mandates, creating a new awareness of the impact of local mandates, and 
eliminated numerous additional “mandates” via discussion with state agencies and 
executive action. Your support of the reinstatement of the first day introduction 
requirement will go a long way to reducing the burden of mandates placed on the 
Commonwealth’s 324 local governments.  
 



We are continuing our review of local mandates and encourage you to continue to 
identify and refer mandates you believe should be reviewed by sending suggestions 
to MandateRelief@dhcd.Virginia.gov . On behalf of the Task Force I thank you for your 
support of our efforts. 
 
Sincerely yours, 
 
 
Patrick S. Herrity 
Chair, Governor’s Task Force for Local Government Mandate Review 
Springfield District Supervisor, Fairfax County Board of Supervisors 
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SAMPLE RESOLUTION  
FIRST DAY INTRODUCTION REQUIREMENT FOR BILLS WITH 

LOCAL FISCAL IMPACTS 
 
WHEREAS, many local governing bodies in Virginia have an ever-
growing concern about the impact on localities of state mandates and 
cost shifting; and 

WHEREAS, Section 30-19.03 of the Code of Virginia states that the 
Commission on Local Government shall prepare and publish a 
statement of fiscal impact for “any bill requiring a net additional 
expenditure by any county, city, or town, or…any bill requiring a net 
reduction of revenues by any county, city, or town, is filed during any 
session of the General Assembly”; and 

WHEREAS, numerous bills fitting this criteria have been submitted 
and gone through the legislative process without review for local fiscal 
impacts due to limited time and resources to review these bills during 
the General Assembly session; and 

WHEREAS, it is also recognized that a need exists for additional time 
and resources to provide such information during the tight procedural 
confines of the current legislative process; and 

WHEREAS, we believe it is critical that lawmakers have better and 
timelier information on the fiscal impact to localities when they 
consider bills and budget items; and 

NOW, THEREFORE, BE IT RESOLVED THAT THE _(locality)__ 
HEREBY: 

Requests that the General Assembly support measures that require its 
members to file bills with local fiscal impacts as early as possible and 
no later than the first day of session. 
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