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November 27, 2019

City Council
City of Falls Church
Mayor and Members of the Council

We are pleased to submit to you the Comprehensive Annual Financial Report (CAFR) of the City of Falls Church, Virginia
(the City) for the fiscal year ended June 30, 2019, in accordance with the Code of Virginia. The financial statements included
in this report conform to accounting principles generally accepted in the United States of America as promulgated by the
Governmental Accounting Standards Board (GASB). Responsibility for the accuracy of the data and the completeness and
fairness of the presentation, including all disclosures, rests with management. To the best of our knowledge and belief, the
enclosed data are accurate in all material respects and are reported in a manner that presents fairly the financial position of
the governmental activities, business-type activities, aggregate discretely presented component units, each major fund, and
the aggregate remaining fund information of the City, as of June 30, 2019, and the respective changes in financial position
and cash flows, where applicable, thereof for the year then ended. All necessary disclosures have been included to enable
the reader to gain the maximum understanding of the City’s financial affairs.

The letter of transmittal is traditionally addressed to the governing body. We believe that the CAFR should be
management’s report to constituents, oversight bodies, resource providers, investors and creditors. This letter is addressed
to you and by wide circulation it is also directed to the citizens of the City of Falls Church and all other interested readers.
In addition to complying with legal requirements, this letter, management’s discussion and analysis (MD&A), the financial
statements, supplemental data, and the statistical tables have been prepared to provide full financial disclosure.

The report consists of management’s representations concerning the finances of the City. Consequently, management
assumes full responsibility for the completeness and reliability of all the information presented in the report. To provide a
reasonable basis for making these representations, management has established a comprehensive internal control framework
that is designed both to protect the government’s assets from loss, theft or misuse and to compile sufficient reliable
information for the preparation of the City’s financial statements in conformity with Generally Accepted Accounting
Principles (GAAP). As management, we assert that to the best of our knowledge and belief; this financial report is complete
and reliable in all material respects.

The City’s financial statements have been audited by Brown, Edwards and Company, LLP, a firm of licensed certified
public accountants. The goal of the independent audit was to provide reasonable assurance that the financial statements for
the fiscal year ended June 30, 2019 are free of material misstatement. The independent auditor’s report is presented as the
first component of the financial section of this report.

Our CAFR is divided into four sections: introductory, financial, statistical, and compliance. The introductory section
includes this letter of transmittal, a list of the City’s principal elected and appointed officials, and the organizational chart.
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The financial section includes the Independent Auditors’ Report, MD&A, Basic Financial Statements, including the notes,
and Required Supplementary Information. In addition, the financial section contains other supplemental data, consisting of
combining, individual fund, and component unit financial statements and schedules. The statistical section contains selected
financial and demographic information, generally presented on a multi-year basis. The Single Audit Report, which is
required for federal grant recipients, is in the compliance section.

All the financial activities of the reporting entity are included within this report. As used here, the reporting entity comprises
the primary government (City of Falls Church as legally defined) and its component units. Under GASB pronouncements,
component units are legally separate entities for which the primary government is financially accountable. The component
units of the City (the City of Falls Church Public School Board and the Falls Church Economic Development Authority)
are discretely presented component units. Discretely presented component units are reported in a separate column in the
government-wide financial statements to emphasize that they are legally separate from the primary government and to
differentiate their financial position and changes in financial position from those of the primary government.

GOVERNMENTAL STRUCTURE

The City is located in the northeastern corner of Virginia and encompasses an area of approximately 2 square miles. The
City is part of the Washington, D.C. metropolitan area, which includes jurisdictions in Maryland and Northern Virginia,
and the District of Columbia.

The City is a municipal corporation incorporated as an independent city in 1948 under the laws of the Commonwealth of
Virginia, and is not part of any county. The City operates under a Council-Manager form of government. The City Council
(the Council) is comprised of seven members elected at-large for four-year staggered terms. Every two years the Council
elects one member to serve as Mayor and one to serve as Vice-Mayor. The Council is responsible, among other things, for
passing ordinances, adopting the budget, appointing committees, and hiring the City Manager, the City Attorney and City
Clerk. The Council appoints a City Manager to act as the administrative head of the City. The City Manager serves at the
pleasure of the Council, carries out the policies established by the Council, and directs business and administrative
procedures.

The City provides a full range of services, including police and fire protection; the construction and maintenance of
highways, streets and other infrastructure; and recreational activities and cultural events. The City also provides storm-
water and sanitary sewer services to its residents. The storm-water and sanitary sewer functions are included as business-
type activities in the City’s financial statements. The City is financially accountable for the legally separate school system,
which is reported as a component unit within the financial statements.

ECONOMIC DEVELOPMENT TRENDS

The Local Marketplace and Mixed-Use Development

Since the early 2000s, major redevelopment projects in the City’s commercial corridors have followed a pattern of
replacing existing buildings and uses, usually one-story commercial, with four to seven-story mixed-use buildings.
Looking at the last ten years, the following projects have completed construction:

e Northgate (2014) — 1.53 acres, 105 apartments, 38,000 square feet office and retail space;

e Hilton Garden Inn (2014) — 1.14 acres and 110 hotel rooms;

e 301 W. Broad (2016) — 2.63 acres, 288 apartments, 60,000 square feet Harris Teeter, and 3,000 square feet of other
retail space;
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e Lincoln at Tinner Hill (2016) — 2.19 acres, 244 apartments, 20,000 square feet Target with CVS Pharmacy, and
21,000 square feet additional retail space; and
o Kensington at Falls Church — 120 assisted living beds, 1,100 square feet art gallery, 1,900 square feet café.

These projects represent a combined value (land and building) of $253 Million. Collectively, the Northgate, 301 W Broad,
and Lincoln at Tinner Hill projects generated a net tax revenue of approximately $1.7 Million in 2017.

Office Trends

Office space in the City averages more than 50 years in age, according to CoStar, which also reports the average rent at
$28.40 per square foot (full service). Newer space averages $35 per square foot, full service. The City’s convenient location
and affordable competitive office rental rates contribute to a vacancy rate of between 10 — 15% with the higher rates
generally attributable to office space where leases are not renewed for a building that is scheduled for demolition for a new
project, or buildings that have had insufficient owner investment, leasing effort and/or noncompetitive leasing rates over an
extended period of time. Generally, the City’s availability of well located, affordable office space, including harder-to-find
smaller spaces (500 SF or less) for start-ups continues to be attractive to prospective tenants.

The City trend in attracting medical practices, small professional office tenants and urgent care centers continues. In the last
year, a new Patient First facility located in the City in the ground floor of the Broadway mixed use building. In addition,
both Kaiser and Inova Health Systems continue to make substantial improvements in their buildings in the last two years.
There are many new and existing dental and medical practices in both older and new office buildings in the City, including
in the newer mixed use buildings.

Retail Trends

Retail vacancy in the City, according to CoStar remains low at less than 5%. Retail space that is vacated is generally quickly
backfilled, and typically at higher rent. Also according to CoStar, average retail rent in the City is at $35 per square foot
(triple net). This average does not include the far higher lease rates for space at the Eden Center, which are not reflected
in CoStar data.

There are 113 food establishments/restaurants in the City, 34 of which are located in Eden Center. In 2018 and thus far in
2019, the following restaurants opened in the City: Thompson’s Italian, Mediterranean Chicken, Liberty BBQ, Northside
Social (café), Dominion Wine & Beer (small plates section), Famille (café) in the Kensington Assisted Living facility,
Audacious Aleworks, the reopening of Panjshir (Afghan), El Patron Bar & Grill, Kustard and Company (soft serve ice
cream) in addition to new restaurants in the Eden Center.

A new Aldi grocery store also opened in early March 2019, joining existing City grocers Giant, Harris Teeter, Troika
Gastronom, Good Fortune, and the large grocery department of Target.

The health, fitness and beauty boom continues in the City, with many spas, hair styling (including the latest popular trend
of barbershops), yoga, crossfit, boxing, cycling and other concepts opening their doors in Falls Church.

Pipeline Projects

Founders Row - A land entitlement application was approved in 2018 for a $200 million mixed-use project on 4.3 acres at
the northeast corner of West and Broad streets. This is the largest redevelopment project the City has approved and seen
through to construction. Founders Row is now under construction with an anticipated completion date in late 2021. The
project will include 322 market-rate apartments, an addition 72 age-restricted apartments, and about 100,000 square feet of
retail/restaurant space, including a 6-8 screen/800 seat, dine-in Movie Theater.



Insight/Broad and Washington - Insight Property Group gained approval from City Council for a large mixed-use project
on 2.6 acres at the intersection of Routes 7 (Broad Street) and 29 (N./S. Washington Street) in the center of Falls Church in
2018. That project consists of 295 apartments, a 5,000-square foot local theater, 14,000 square feet of restaurant space,
12,000 square feet of retail space and 67,000 square feet of office space. (Note: in November 2019 the City received a new
application to modify the mix of uses to include a grocery store and eliminate the office space.)

Intense interest and activity from investors pursuing land assembly and higher density development opportunities in the
City of Falls Church continues. The City seeks to capture investment and new development with the right mix of uses to
strengthen, broaden and balance its tax base. The multi-family residential market still shows strength for new rental housing,
especially smaller units targeted to young professionals and empty nesters in the Washington, DC area. The market for age-
restricted, active senior apartments is emerging in the City and developers are taking notice.

George Mason High School Campus/West Falls Church Economic Development Project

The most significant and important future land use project anticipated in the City was formally and officially launched on
November 7, 2017, when 64% of City voters authorized the issuance of up to $120 million in bonds to pay for a new high
school in the City. Both the City schools and the City government have selected partners for each of two projects: 1)
constructing a new high school (Gilbane Construction Company) and 2) developing the 10-acre site located at the corner of
Haycock Road and Leesburg Pike (Falls Church Gateway Partners). Construction for the new high school began in the
summer of 2019 and is scheduled to be completed in December 2020. Development on the approximately 10-acre site will
commence in 2021 after the new school is open.

The City and Falls Church Gateway Partners agreed to a Comprehensive Agreement that sets the financial terms for the
approximately 10-acre West Falls Church Economic Development Project. Key terms include:

e 99 year ground lease for the majority of the site, and fee sale of the portion of the site designated for residential
condominium.

e Phase 1 payments: $34.5 Million in 5 payments between 2019 and 2024. Payment #1 of $6.5 million was received
in September 2019.

e Phase 2 payment: $10 Million, or appraised value minus infrastructure credit, whichever is higher, no later than
2029

e The City will credit a portion of real estate taxes during Phase 1 construction in exchange for a $200,000 per year
lease payment commencing in 2029 and continuing for the remainder of the lease term, with 2% escalation per year.

e The developer will pay capital event payments to the City at each time of future sale (or refinancing) of the leasehold
and sale of each condo unit; and will pay a profit sharing provision at time of construction financing.

The City Council approved the zoning entitlements for the project on July 8, 2019, including:
e approximately 150-225 units of senior housing,
e 330,000 square feet of Class A commercial office space in phase 1 and 2 of development,
e approximately 145-350 units of condominiums and approximately 275-375 units of multi-family apartments,
e affordable dwelling units equal to 6% of the total number of dwelling units,
e large central open space for gathering and community events,
e approximately 123,400 square feet of retail,
e approximately 20,000 square feet for a possible music/civic space venue,
e and a high quality hotel with conference space.

The development team is expected to file a site plan in January 2020 to provide final site details, such as building footprints,
architectural facades, utility connections, and streetscape.
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The Eden Center

One of the most remarkable commercial stories in Falls Church and, indeed, the metropolitan Washington region, is the
Eden Center on Wilson Boulevard. The center is Northern Virginia’s premier Asian shopping destination, with over 130
businesses. Its Vietnamese restaurants (34), eclectic array of shops, vendors and cultural events regularly draw chartered
buses from surrounding states and Canada. The center is anchored by the 43,000 square foot Good Fortune grocery store, a
New York-based Asian grocery chain. Due to the unique nature of the center and its popularity, there is rarely a vacancy
in this center.

Employment, Education and Household Income Trends

In December of 2018, the Virginia Employment Commission reported that the City of Falls Church had only a 1.9 percent
unemployment rate, down from 2.3 percent at the end of 2017. Out of twenty-two Washington-area cities and counties, the
City of Falls Church had the second lowest unemployment rate, behind only Arlington County at 1.7 percent. These rates
compare to a state-wide Virginia rate of 2.8 percent and a nationwide rate of 3.7 percent.

According to the US Census Bureau, the City’s population had grown to 14,772 in 2018, a 20.3% increase since the 2010
Census. Median household income was $114,795, and educational attainment of bachelor’s or higher was 78.1, which is
the highest for any City or County in the US. The City’s median home value was $695,500 for Tax Year 2019.
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ol EDWARDS

INDEPENDENT AUDITOR’S REPORT

To the Honorable Members of the City Council
City of Falls Church, Virginia

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the City of Falls Church, Virginia (the “City”), as of and for the year ended
June 30, 2019, and the related notes to the financial statements, which collectively comprise the City’s
basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America; the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States, and the Specifications for Audits of Counties, Cities, and Towns
and the Specifications for Audits of Authorities, Boards, and Commissions, issued by the Auditor of Public
Accounts of the Commonwealth of Virginia. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

1
Your Success is Our Focus
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Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, the aggregate
discretely presented component units, each major fund, and the aggregate remaining fund information of
the City of Falls Church, Virginia, as of June 30, 2019, and the respective changes in financial position
and, where applicable, cash flows thereof and the respective budgetary comparison for the General Fund
for the year then ended in accordance with accounting principles generally accepted in the United States
of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and other required supplementary information, as listed in the Table of Contents
be presented to supplement the basic financial statements. Such information, although not a part of the
basic financial statements, is required by the Governmental Accounting Standards Board, who considers
it to be an essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States
of America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited procedures
do not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City’s basic financial statements. The introductory section, other supplementary information
as listed in the table of contents, and statistical section, are presented for purposes of additional analysis
and are not a required part of the basic financial statements. The schedule of expenditures of federal
awards is presented for purposes of additional analysis as required by Title 2 U.S. Code of Federal
Regulations (CFR) Part 200, Uniform Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards (Uniform Guidance), and is also not a required part of the basic
financial statements.

The other supplementary information as listed in the table of contents and the schedule of expenditures of
federal awards are the responsibility of management and were derived from and relate directly to the
underlying accounting and other records used to prepare the basic financial statements. Such information
has been subjected to the auditing procedures applied in the audit of the basic financial statements and
certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the basic financial statements or to the basic
financial statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the other supplementary information
and the schedule of expenditures of federal awards are fairly stated in all material respects in relation to
the basic financial statements as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures applied in the
audit of the basic financial statements and, accordingly, we do not express an opinion or provide any
assurance on them.



Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
November 27, 2019 on our consideration of the City’s internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and
other matters. The purpose of that report is solely to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion on
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards in considering the City’s internal control

over financial reporting and compliance.

CERTIFIED PUBLIC ACCOUNTANTS

Harrisonburg, Virginia
November 27, 2019
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CITY OF FALLS CHURCH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
Fiscal Year Ended June 30, 2019

This section of the City of Falls Church, Virginia’s (the City) Comprehensive Annual Financial Report (CAFR) presents
our discussion and analysis of the City’s financial performance during the fiscal year that ended on June 30, 2019.

We encourage readers to consider the information presented here in conjunction with additional information that we have
furnished in our letter of transmittal, and the basic financial statements and related notes, which are also contained in this
CAFR.

FINANCIAL HIGHLIGHTS
HIGHLIGHTS FOR GOVERNMENT-WIDE FINANCIAL STATEMENTS

The government-wide financial statements report information about the City as a whole using the economic resources
measurement focus and accrual basis of accounting.

e The City’s total net position on a government-wide basis was $104.2 million at June 30, 2019. Of this balance,
$136.4 million is the Primary Government’s and negative $32.2 million is the component units’. The negative net
position for the component unit is due to the recognition of net pension and other post-employment benefits
(OPEB) liability as a result of the School Board’s participation in the Virginia Retirement System pension plan
and other post-employment benefits.

e For FY2019, taxes and other revenues of the City’s governmental activities amounted to $96.0 million and
expenses and transfers amounted to $84.5 million, which resulted in an increase in net position for the City’s
governmental activities of $11.5 million.

e Revenues of the City’s business-type activities were $6.4 million, and expenses and transfers were $4.7 million,
which resulted in an increase in net position for the City’s business-type activities of approximately $1.7 million.

In FY2018, the City adopted GASB Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits
Other Than Pensions. The overall effect of this new standard is to reflect the Town’s long-term other postretirement
benefit (“OPEB”) obligations directly in the financial statements. Under previous accounting guidance, these amounts
were recorded incrementally over time, but were not recognized in their entirety. Instead, the total liability which has now
been recorded was only disclosed. The new standard not only changes certain measurement methodologies, but also
requires that the City record a net OPEB liability directly on the statement of net position and disclose new information.

HIGHLIGHTS FOR FUND FINANCIAL STATEMENTS

The fund financial statements provide more detailed information about the City’s most significant funds using the current
financial resources measurement focus and modified accrual basis of accounting for the City’s governmental funds. The
City’s governmental funds comprise of the General Fund, the Capital Projects Fund, the Special Transportation Fund,
FCCTYV Fund, and the Affordable Housing Fund. Appropriations for the General Fund, FCCTV Fund, and the Affordable
Housing Fund are annual appropriations while the Capital Projects Fund and the Special Transportation Fund are multi-
year funds.

The City’s proprietary funds, the Sewer and Storm Water funds, are also presented in the fund financial statements but are
presented using the economic resources measurement focus and the accrual basis of accounting, the same basis of
accounting used to prepare the government-wide financial statements.

The following are highlights of the City’s governmental funds:
e In total, the City’s governmental funds reported expenditures and other financing uses in excess of revenues and
other financing sources of $1.4 million primarily as a result of expenditures in the Capital Projects Fund and the
Special Transportation Fund using proceeds from debt issuance and other revenues from the prior year.
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The City’s General Fund reported a total fund balance of $34.2 million at June 30, 2019, an increase of $3.0
million over June 30, 2018. The City experienced better than projected revenues in FY2019 and underspent
expenditures due to vacancies. A portion of the increase in fund balance includes a planned and budgeted
contribution to the capital reserves in the amount of $1.4 million.

In the General Fund, the unassigned fund balance as of June 30, 2019 of $16.3 million was 18.5% of
expenditures. Committed fund balance as of June 30, 2019 was $12.4 million. Of this, $11.5 million is for future
capital projects. Assigned fund balance as of June 30, 2019 was $5.1 million. Nonspendable and restricted fund
balance as of June 30, 2019 was $495 thousand.

The City’s Capital Projects Fund reported a decrease in fund balance of $4.1 million, resulting in a balance of
$21.7 million at June 30, 2019. This decrease is due mainly to expenditures incurred for capital projects using
proceeds from issuance of debt from prior years.

The City’s Special Transportation Fund reported a decrease in fund balance of $332 thousand, mainly due to the
use of restricted revenues received in prior years to fund current year capital outlay.

The following are highlights of the City’s proprietary funds:

The City’s Sewer fund reported an increase in net position of $1.5 million in FY2019 mainly because a $1.0
million of its FY2019 service charges was used towards the repayment of principal on its debt and partially as a
result of underspending in salary and other programs due to staff vacancies.
The Storm Water Fund generated an increase in net position of $235 thousand also due to staff vacancies and $97
thousand of its FY2019 service charges were used to pay principal on debt.

OVERVIEW OF THE FINANCIAL STATEMENTS

The financial section of this annual report consists of four parts: (1) management’s discussion and analysis (MD&A)
presented here, (2) basic financial statements and related notes, (3) required supplementary information (RSI), and (4)
other supplementary information.

Financial

Section

Management’s Basic Financial Required Other
Discussion & Statements Supplementary Supplementary
Analysis Information Information

Government-wide Fund Notes to the
Financial Statements Financial Financial
Statements Statements

The City’s basic financial statements consist of two kinds of statements, each with a different view of the City’s finances.
The government-wide financial statements provide both long and short-term information about the City’s overall financial
position. The fund financial statements focus on the individual parts of the City’s government, reporting the City’s
operations in more detail than the government-wide financial statements. The basic financial statements also include
notes to explain information in the financial statements and provide more detailed data.
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The statements and notes are followed by required supplementary information that contains data pertaining to the
retirement systems. In addition to these required elements, the City includes other supplementary information such as
combining and individual fund statements to provide details about the fiduciary funds, and component units.

GOVERNMENT-WIDE FINANCIAL STATEMENTS

The government-wide financial statements report information about the City as a whole using the economic resources
measurement focus and the accrual basis of accounting, which are similar to those used by private-sector businesses. In
addition, they report the City’s net assets and how they have changed during the fiscal year.

The first government-wide statement — the Statement of Net Position — presents information on all of the City’s assets and
liabilities, with the difference between the two reported as net position. Over time, increases or decreases in net position
may serve as a useful indicator of whether the financial health of the City is improving or deteriorating. Additionally,
non-financial factors, such as a change in the City’s property tax base or the condition of the City facilities, should be
considered to assess the overall health of the City.

The second statement — the Statement of Activities — presents information showing how the City’s net position changed
during the fiscal year. All of the current year’s revenues and expenses are accounted for in the statement of activities,
regardless of when the cash is received or paid. This statement also highlights the extent to which City programs are able
to cover their costs with user fees, contributions, and grants as opposed to being financed with general revenues of the
City.

The government-wide financial statements are divided into three categories, as follows:

Governmental Activities — Most of the City’s basic services are reported here, including education; public safety;
public works; judicial administration; health and welfare services; community development; economic
development; parks, recreation, and cultural programs; and general administration. These activities are financed
primarily by property taxes, other local taxes, and federal and state grants. Included in the governmental activities
are the governmental funds.

Business-type Activities — The City’s business-type activities (the Sewer and Storm Water funds) are reported
here.

Discretely Presented Component Units — The City includes two other entities in its financial reporting entity: City
of Falls Church Public School Board (School Board), and the Falls Church Economic Development Authority
(EDA). Although legally separate, these component units are important because the City is financially
accountable for them.

FUND FINANCIAL STATEMENTS

The fund financial statements provide more detailed information about the City’s most significant funds. Fund accounting
is used to keep track of the specific sources of funding and spending for particular purposes, as well as ensure and
demonstrate compliance with finance-related legal requirements. The City has the following three types of funds:

Governmental Funds — Most of the City’s basic services are included in governmental funds, which focus on (1)
how cash, and other financial assets that can readily be converted to cash, flow in and out and (2) the year-end
balances that are available for spending. The governmental funds financial statements provide a detailed short-
term or “current financial resources” view that helps the reader determine whether there are more or fewer
financial resources that can be spent in the near future to finance the City’s programs. Because this information
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does not encompass the additional long-term or “economic resources” focus of the government-wide financial
statements, additional information is provided with the fund financial statements to explain the relationship (or
differences).

The City has five governmental funds: (1) the General Fund, (2) the Capital Projects Fund, (3) the Special
Transportation Fund, (4) the Affordable Housing Fund, and (5) the Falls Church Community Television (FCCTV)
Fund.

The General Fund is the main operating fund of the City and consequently, the largest of the governmental funds.
The Capital Projects Fund is used to account for financial resources to be used for the acquisition or construction
of major capital facilities (other than those financed by the Proprietary Funds). The Special Transportation Fund
is used to account for activities related to transportation, including but not limited to, the additional tax revenues
received through the Northern Virginia Transportation Authority (NVTA) specifically levied for certain
transportation and transit expenditures. The Affordable Housing Fund accounts for the City’s planned
investments in affordable housing. The FCCTV Fund accounts for the expenditures in the operation of a TV
station that provides public service programs and is mainly funded with a transfer from the General Fund.

Proprietary Funds — Proprietary funds, which consist of two enterprise funds, are used to account for operations
that are financed and operated in a manner similar to private business enterprises in which costs are recovered
primarily through user charges. Proprietary fund financial statements, like the government-wide financial
statements, provide both long and short-term financial information. The City’s enterprise funds, the Sewer and
Storm Water funds, are the City’s business-type activities reported in the government-wide statements. The fund
financial statements provide more detail and additional information, such as cash flows, for these two funds.

Fiduciary Funds — Fiduciary funds are used to account for resources held for the benefit of parties outside the
government. Fiduciary funds are not reflected in the government-wide financial statements because the resources
of those funds are not available to support City programs. The City’s fiduciary funds consist of post-retirement
trust funds and agency funds. The post-retirement trust funds are used to account for the assets held in trust by
the City for the employees and beneficiaries of its defined benefit pension plans — the Basic Pension Plan and the
Police Pension Plan — as well as other post-employment benefits (OPEB), primarily health insurance and life
insurance for City and School Board employees. The agency funds are used to account for money received and
disbursed on behalf of the Fairfax County and the Northern Virginia Criminal Justice Academy.
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FINANCIAL ANALYSIS OF THE CITY AS A WHOLE
A comparative analysis of government-wide financial information is included in this report.
STATEMENT OF NET POSITION

The following table represents a summary of the net position of the primary government as of June 30, 2019 and 2018.

Summary of Net Position
As of June 30, 2019 amd 2018
($ In Thousands)
2019 2018
Governmental Business-Type Governmental Business-Type
Activities Activities Activities Activities
Assets:
Current and other assets $ 83,169 $ 16,166 $ 83,012 $ 16,508
Net pension and OPEB assets 18,976 695 10,960 510
Capital assets, net 125,041 26,595 100,198 25,637
Total assets 227,186 43,456 194,170 42,655
Deferred Outflows of Resources 2,019 251 3,876 280
Liabilities:
Current liabilities 18,600 738 15,292 499
Noncurrent liabilities 88,743 13,026 75,891 14,191
Total liabilities 107,343 13,764 91,183 14,690
Deferred Inflows of Resources 15,035 349 11,553 223
Net Position:
Invested in capital assets, net of related debt 61,809 14,675 48,270 12,464
Restricted 10,282 442 8,563 348
Unrestricted* 34,736 14,477 38,477 15,210
Total net position $ 106,827 $ 29,594 $ 95,310 $ 28,022
*FY2018 amounts do not reflect prior period restatements as noted on Note 24.

Current and other assets for governmental activities and business-type activities remain relatively stable between FY2018
and FY2019.

Net pension and OPEB assets show an increase for the governmental activities $8.0 million and for the business-type
activities of $185 thousand largely due to investment income and contributions income exceeding the costs of the plans
during the measurement period of July 1, 2017 to June 30, 2018.

Net capital assets for governmental activities increased by $24.8 million, primarily due to improvements which are being
undertaken for the City Hall, the Mt. Daniel Elementary School, and the Mary Riley Styles Public Library, the
construction of a new George Mason High School, as well as various transportation projects including traffic signal
replacements and intersection improvements in three locations, bike share installation in ten locations, and
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undergrounding of utilities. Investments in capital assets totaled $29.3 million in FY2019; depreciation offset was $4.2
million.

Net capital assets for business-type activities increased by $1.0 million as the City continues to make improvements in its
sanitary sewer and storm water systems including a pipe-bursting project for sanitary sewer, relining of both sanitary and
storm water pipes, daylighting of a stream, and capital improvements to sanitary sewer treatments plants of our partner
jurisdictions Arlington County and Fairfax County.

The decrease in deferred outflows of $1.9 million for the governmental activities and $28 thousand for the business-type
activities is due in large part to the fact that contributions to the various plans are lower in FY2019 than in FY2018 as a
result of better than projected investment earnings in prior years. In addition, deferred outflows as a result of assumption
changes in prior years are now fully amortized for the City’s Basic and Police Pension plans.

The increase in current liabilities for governmental activities of $3.3 million and for the business-type activities of $239
thousand is mostly as a result of several ongoing or recently completed capital projects as mentioned earlier in this
section.

Non-current liabilities for governmental activities increased by $12.9 million due to the issuance of $20.0 million in debt
in June 2019, offset by regular annual principal payments made on previously-issued debts in the amount of $6.2 million.

For the business-type activities, there was a decrease of $1.2 million in non-current liabilities, due mostly to the payment
of regular annual principal on debt of $1.1 million. No new debt was issued for the City’s Sanitary Sewer and Storm
Water Funds in FY2019.

Deferred inflows for the City’s governmental activities and business-type activities increased in FY2019 by $3.5 million
and $126 thousand, respectively, largely as a result of investment earnings exceeding actuarial estimates for the
measurement period of July 1, 2017 to June 30, 2018.

Net position invested in capital assets, net of related debt, increased for the City’s governmental activities by $13.5
million mainly due to the capital activities discussed earlier in this section as well as the regular repayment of debt. It also
increased for the business-type activities by $2.2 million for similar reasons.

Unrestricted net position for the governmental activities decreased by $3.7 million largely due to the spending of

previously committed capital project funds. Likewise, there is a similar decrease in the unrestricted net position for the
business-type activities in the amount of $733 thousand also due to spending in capital infrastructure.
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STATEMENT OF ACTIVITIES

The following table summarizes the changes in net position for the primary government for the years ended June 30, 2019
and 2018:

Summary of Changes in Net Position
For the Fiscal Years Ended June 30,2019 and 2018
($ In Thousands)
2019 2018
Governmental Business-Type Governmental Business-Type
Activities Activities Activities Activities*

Revenues:
Program revenues:

Charges for services $ 6,218 $ 5,971 $ 5,237 $ 5,965

Operating grants & contributions 2,573 - 2,319 -

Capital grants & contributions 2,766 - 4,256 19
General revenues:

General property taxes 62,046 - 59,084 -

Business license taxes, based on gross

receipts 4,630 - 4,182 -

Local sales & use taxes 5,172 - 4,704 -

Consumer's utility taxes 2,123 - 2,266 -

Motor vehicle decals 350 - 345 -

Recordation 523 - 524 -

Occupancy, tobacco, & other taxes 5,899 - 5,842 -

Unrestricted grants & contributions 2,021 - 2,021 -

Revenue from use of money and property 1,428 393 726 96

Other 3 - 218 13

Special item - gain/(loss) on sale of capital

assets 235 - - -
Total revenues 95,987 6,364 91,724 6,093
Expenses*:
General government administration 6,760 - 6,830 -
Judicial administration 1,785 - 2,057 -
Public safety 10,831 - 11,442 -
Public works 5,885 4,350 6,841 3,961
Health and welfare 2,346 - 2,679 -
Education and payments to schools 44,802 - 42,837 -
Parks, recreation, and cultural 5,606 - 5,372 -
Community development 3,991 - 3,757 -
Economic development 297 - 268 -
Interest expense 2,167 322 1,718 329
Total expenses 84,470 4,672 83,801 4,290
Excess/(deficiency) before transfers 11,517 1,692 7,923 1,803
Change in net assets 11,517 1,692 7,923 1,803
Net position, beginning of year 95,310 27,902 87,387 26,219
Net position, end of year $ 106,827 $ 29,594 $ 95,310 $ 28,022
*The FY2018 amounts do not reflect prior period restatements as noted on Note 24.
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Governmental Activities

Revenues and transfers for the City’s governmental activities were $96.0 million for FY2019 and $91.7 million for
FY2018. Sources of revenue for FY2019 and 2018 are comprised of the following items:

REVENUES

FOR THE FISCAL YEARS ENDED JUNE 30,2019 AND 2018
($ IN THOUSANDS)

Revenues
$70,000

$60,000

$50,000

$40.000 = FY2019
’ mFY2018

$30,000

$20,000

$10,000 I I

General Other Taxes  Charges for Program Unrestricted Other &

Property Taxes Services  Specific Grants  Grants & Transfers
& Contributions
Contributions

Taxes constitute the largest source of City revenues, amounting to $80.7 million for FY2019 and $76.9 million for
FY2018. Real property taxes ($56.1 million in FY2019 and $53.0 million in FY2018) represent approximately 69% of
tax revenues in both fiscal years. The City increased real estate taxes by 2.5 cents per $100 of assessed value. In addition,
there was a 3.4% increase in assessed values of real estate property. Sales taxes, meals taxes, and business professional
and occupational license taxes also contributed to the increase in tax revenues.
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EXPENSES

FOR THE FISCAL YEARS ENDED JUNE 30, 2019 AND 2018
($ IN THOUSANDS)

Expenses
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The cost of all governmental activities in FY2019 was $84.4 million, and in FY2018 was $83.8 million, an increase of
$669 thousand or 0.8%. Education expenses ($44.8 million in FY2019 and $42.8 million in FY2018) increased primarily
as a result of salary increases for employees and a projected enrollment increase of 2.3%. Interest expense increased from
$1.7 million to $2.2 million due to the issuance of $20.4 million of debt at the end of FY2018. These increases are
partially offset by decreases in other programs generally due to pension and OPEB expense adjustments of $2.5 million
resulting from investment gains during the measurement period in the City’s retirement and OPEB plans. These
expenditures are allocated amongst the various functions and are reflected in the significant decreases therein. Additional
decreases were also seen in public works as a result of spending operating grants for the repaving of roads in FY2018
whereas no such grants were received in FY2019. Education was the City’s largest program in both fiscal years 2019 and
2018. Public safety expenses represent the second largest expense in both of the fiscal years, totaling $10.8 million in
FY2019 and $11.4 million in FY2018.  General government administration represented the third largest expense in
FY2019 at $6.7 million while in FY2018, public works represented the third largest expense for the City at $6.8 million.

The following table presents the cost of each of the City’s seven largest programs — education, public safety, public
works, general government administration, parks, recreation, and cultural, community development, and health and
welfare - as well as each program’s net cost (total cost less fees generated by the activities and program-specific
intergovernmental aid).
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Net Cost of City's Governmental Activities
For the Fiscal Years Ended June 30,2019 and 2018
($ In Thousands)
2019 2018

Functions/Programs Total Cost Net Cost Total Cost  Net Cost
Education and payments to schools $ 44,802 $ 44,802 $ 42837 § 42837
Public safety 10,831 8,263 11,442 9,486
General government administration 6,760 6,484 6,830 6,573
Public works 5,885 2,582 6,841 1,229
Parks, recreation, and cultural 5,606 2,765 5,372 3,018
Community development 3,991 2,828 3,757 3,384
Health and welfare 2,346 2,241 2,679 2,589
Other 4,249 2,948 4,043 2,873

Total $ 84,470 §$ 72,913 $ 83,801 $ 71,989

Some of the cost of governmental activities was paid by those who directly benefited from the programs ($6.2 million in
FY2019 and $5.2 million in FY2018) and other governments and organizations that subsidized certain programs with
grants and contributions ($5.3 million in FY2019 and $6.6 million in FY2018). The remaining net cost services of the
$72.9 million in FY2019 and $72.0 million in FY2018 was subsidized by the taxpayers.

Other costs for education as well as program-specific revenues are also reported in the component unit School Board.

Business-type Activities

The Sewer Fund reported an increase in net position of $1.4 million for FY2019 and an increase of $1.3 million for
FY2018. In FY2019, total revenues of the Sewer Fund were $4.7 million as compared to total costs of $3.3 million. In
FY2018, total revenues of the Sewer Fund were $4.5 million and total costs and transfers were $3.1 million. The increase
in revenues in FY2019 was mainly due to an increase in investment yield due to higher interest rates.

The Storm Water Fund’s net position increased by $236 thousand in FY2019 and $466 thousand in FY2018. Total
revenues in FY2019 and in FY2018 were $1.7 million and $1.6 million, respectively. Expenses and transfers were $1.4
million in FY2019 and $1.2 million in FY2018. The fee for the storm water was $18.00 per 200 square feet of impervious
surface for these two years.
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FINANCIAL ANALYSIS OF THE CITY’S FUNDS

As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. The focus of the City’s governmental funds is to provide information on near-term inflows, outflows, and
balances of expendable resources. Such information is useful in assessing the City’s financing requirements. In particular,
unassigned fund balance may serve as a useful measure of a government’s net resources available for spending at the end
of the fiscal year.

The City reports fund balance in accordance with accounting principles generally accepted in the United States of
America (GAAP), which categorizes fund balance into five classification based upon constraints placed on the use of
resources. Note 25 provides additional information on the fund balance categories.

The following charts represent the components of City’s combined governmental fund balances as of June 30, 2019 and
2018.

GOVERNMENTAL FUNDS — FUND BALANCES
AS OF JUNE 30,2019 AND 2018 ($ IN THOUSANDS)

2019 2018

Nonspendable Restricted Committed Assigned = Unassigned

Overall, the fund balance for all governmental funds decreased by approximately $1.4 million in FY2019 ($96.2 million
in revenues and $24.1 million in other financing sources less total expenditures and other financing uses of $121.7
million) and increased by $4.1 million in FY2018 ($91.8 million in revenues and $23.0 million in other financing sources
less total expenditures and other financing uses of $110.6 million). The decrease was mostly due to the spending of prior
year committed funds in the Capital Project and Special Transportation Funds.
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Revenues increased by $4.4 million in FY2019 mainly due to an increase in assessed values of real property of 3.4% as
well as an increase of 2.5 cents for every $100 of real property assessed value. The City also experienced a $0.8 million
increase in other local taxes, with $0.7 million of the increase attributed to sales and meals tax revenues. The 2.5 cents
increase in real estate taxes was made partly to ramp up sufficient tax revenues for debt service in the coming years to pay
for major construction projects including the George Mason High School (2 cents) and partly to pay for the increase in the
City’s local obligation to WMATA in FY2019 (.5 cents).

The City issued debt in FY2019 of $20 million and $22.8 million in FY2018 to fund capital projects.

The increase of $7.3 million in expenditures was primarily due to construction activity in the capital project fund for
several projects including the renovation of the City Hall, Mt. Daniel Elementary School, and Mary Riley Styles Public
Library and the construction of the new George Mason High School.

Governmental fund balance is categorized into the following categories:

e Unassigned Fund Balance — Approximately 28% of the total fund balance consists of unassigned fund balance in
the General Fund. This fund balance provides the City with some margin of financial safety to address
unforeseen emergencies or declines in revenues.

e Committed Fund Balance — Committed fund balance makes up about 26% of the City’s fund balance and
represents amounts committed by the City Council for future capital expenditures ($11.1 million in FY2019 and
$9.8 million in FY2018), for costs associated with future development inspections ($0.9 million in FY2019 and in
FY2018). In FY2019, City Council appropriated a portion of its tax revenues ($1.39M) to be placed in its capital
reserves. The $1.39M was funded with the 2 cents increase in real estate tax rate mentioned earlier as well as 1.5
cents of real estate tax rate implemented in FY2018.

e Restricted Fund Balance — Restricted fund balance which makes up 37% of the City’s fund balance are bond
proceeds and grants which have not yet been spent for their specified purpose. A majority of this amount is from
bond proceeds issued to finance capital projects.

e Assigned Fund Balance — Assigned fund balance which makes up about 9% of the City’s fund balance represents
amounts that were assigned to capital reserves by the City Manager and funds that are encumbered for various
expenditures other than capital projects.

e Non-spendable Fund Balance — Non-spendable fund balance comprises approximately 0.3% of the City’s fund
balance and includes amounts that are not available for spending such as inventory and prepaid expenses.

The City Council adopted a target range of 12%-17% of General Fund expenditures for unassigned General Fund fund
balance, with a requirement to meet the 12% minimum balance within 2 years of falling below it, and to meet the 17%
balance within 3 additional years. The ending General Fund unassigned fund balance as of June 30, 2019 of $16.3 million
represents 18.5% of General Fund expenditures.
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The following shows the fund balances of these funds by fund as of June 30, 2019 and 2018:

Fund Balances - Governmental Funds
As of June 30, 2019 and 2018
($ In Thousands)
Special Other
Capital Projects Transportation Governmental
General Fund Fund Fund Funds Total
2019 2018 2019 2018 2019 2018 2019 2018 2019 2018

Non-spendable  $ 168 $ 197 $ -3 - $ - 8 - $ -$ - 8§ 168 $ 197
Restricted 326 924 21,679 19,736 54 152 - - 22,059 20,812
Committed 12,362 11,312 - 6,086 2,327 2,561 425 369 15,114 20,328
Assigned 5,074 2,610 - - - - - - 5,074 2,610
Unassigned 16,275 16,191 - - - - - - 16,275 16,191
Total $ 34205 § 31,234 $ 21,679 $ 25,822 $ 2,381 $2,713 $ 425 $ 369 $ 58,690 $ 60,138

The following shows the changes in the individual fund balances for fiscal years 2019 and 2018:

Changes in Fund Balances - Governmental Funds
For the Fiscal Years Ended June 30,2019 and 2018
($ In Thousands)
Other
Capital Projects Special Governmental
General Fund Fund Transportation Fund Funds Total*
2019 2018 2019 2018 2019 2018 2019 2018 2019 2018
Revenues and other
financing sources $ 94,335 §$ 89,124 $ 22,522 $ 23,783 $ 3,087 $ 4,652 $ 347 $227 $ 116,460 $ 114,733
Expenditures and other
financing uses 91,364 87,314 26,664 20,828 3,419 5,406 291 149 117,907 110,644
Changes in Fund
Balances 2,971 1,810 (4,142) 2,955 (332) (754) 56 78 (1,447) 4,089
Fund balance at
beginning of year 31,234 29,424 25,821 22,866 2,713 3,467 369 291 60,137 56,048
Fund balance at end of
year $ 34205 $ 31,234 $ 21,679 $ 25,821 $ 2,381 $2,713 $ 425 $ 369 $ 58,600 $ 60,137
*Transfers between funds have been eliminated in the Total columns.

The City’s enterprise funds provide the same type of information found in the government-wide financial statements, as
the basis of accounting is the same. Factors concerning finances of the Sewer and Storm Water funds have already been
addressed in the discussion of the City’s business-type activities.
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GENERAL FUND BUDGETARY HIGHLIGHTS

Final amended budget appropriations for the General Fund, which include expenditures and other financing uses, were
higher than the original budget by $3.3 million or 3.7%. $1.3 million of the increase is from encumbrances from FY2018
that were carried forward into FY2019. The remaining appropriation was funded with additional grants, other revenues,
and use of prior year committed or assigned fund balances for capital programs.

The final amended budget revenues and other financing sources were more than the original budget by $1.8 million or
1.9%. The change is mostly due to the appropriation of additional state grants and other revenues received during the
year, particularly investment income.

Actual revenues exceeded final budget by $1.9 million and other financing sources were lower than final budget amounts
by $1 million. Actual expenditures were lower than the final budget by $3.3 million and other financing came in slightly
under budget by $42 thousand. Highlights of the comparison of final budget to actual figures for the fiscal year ended
June 30, 2019 include the following:

e Local taxes for sales showed a robust growth in FY2019 partly due to the opening of new stores including Target
and Aldi in 2018. Similarly, meals tax also performed better than projected. Investment revenue is also higher
than projected due to higher yield than expected.

e Actual departmental expenditures shown in Exhibit 25 were less than budgeted amounts by $1.9 million.

o The Department of Public Works was below budget by $1.1 million as certain maintenance activities such
as for the repaving of roads were not completed by the end of the fiscal year. In addition, maintenance
contracts for the City Hall were suspended for the majority of the year due to the construction. $930
thousand of the underspending was encumbered at the end of the year and will be carried forward into
FY2020.

o The Department of Community Planning and Economic Development Services came in under budget BY
$200 thousand due to the non-expenditure of a grant received for the maintenance of the bike share
program. The bike share program was implemented at the end of the fiscal year which deferred a
majority of the planned maintenance cost to FY2020.

o The Sheriff’s Office also came in under budget by $100 thousand as a result of position vacancies as well
as low demand for and utilization of jail contracts.

o Nondepartmental expenditures also came in below budget by $800,000. The City appropriated $800
thousand in debt proceeds to cover estimated debt issuance cost on a $60-$70 million issuance. However,
the City delayed the issuance of the debt to November 2019. This delay contributed to the lower than
budgeted other financing sources and non-departmental expenditures.

In total, for the General Fund, approximately $1.3 million in unliquidated encumbrances are being carried forward
into FY2020 for expenditure.
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CAPITAL ASSETS AND LONG-TERM DEBT

The City’s investment in capital assets (net of accumulated depreciation and amortization) as of June 30, 2019 and 2018,
amounted to approximately $126.2 million and $100.2 million, respectively, as summarized in the following table:

Capital Assets
As of June 30, 2019 and 2018
($ In Thousands)
2019 2018
Business- Business-
Governmental Type Governmental Type
Activities Activities Total Activities Activities Total

Land $ 9,553 § - 8 9,553 $ 9,553 $ - 8 9,553
Construction in progress 16,687 1,273 17,960 29,923 193 30,116
Buildings and system 109,805 8,812 118,617 76,261 8,391 84,652
Machinery and equipment 21,523 950 22,473 17,347 914 18,261
Improvements other than
buildings 7,149 2,188 9,337 6,328 1,955 8,283
Purchased capacity - 21,282 21,282 - 20,888 20,888
Infrastructure 11,571 7,006 18,577 8,750 6,895 15,645
Intangibles 1,482 17 1,499 1,448 10 1,458
Library collections 2,485 - 2,485 2,313 - 2,313
Accumulated depreciation (55,214) (14,933) (70,147) (51,725) (13,609) (65,334)
Total Capital Assets, Net $ 125,041 $ 26,595 § 151,636 $ 100,198 $ 25,637 § 125,835

This year’s major capital asset events included the following:

e Completion of the renovation and expansion of the Mt. Daniel Elementary School in early FY2019.

e Substantial completion of the renovation and expansion of the City Hall at the end of FY2019.

e Completion of enhancements to three intersections — Roosevelt Street and East Broad Street, Roosevelt Boulevard
and Roosevelt Street, and East Broad Street and Cherry Street, which included the addition of sidewalks along
Roosevelt Street, replacement of traffic lights and construction of bus shelters at the three locations.

e Implementation of the bike share program in May 2019, creating twelve stations within the City with ten bikes
each.

e Completion of the expansion and renovation of the Van Buren Bridge in early FY2019.

e Undergrounding of utilities along South Washington Street/Route 29 to make way for improvements along that
corridor.

The City’s School Board awarded a contract in FY2019 to design and build the new George Mason High School, a project
that is budgeted for $117.3 million. Construction began in July 2019 and completion is expected in January 2021.

The City is also in the design phase for the renovation and expansion of the Mary Riley Stiles Public Library with
construction expected to begin in 2020.

The City has several ongoing transportation projects which are still largely in the architectural and engineering phase.

See Note 8 in the notes to the financial statements for additional information pertaining to the city’s capital assets.
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LONG-TERM DEBT

The City maintains credit ratings of Aaa from Moody’s Investor Services and AAA from Standard and Poor’s Corporation
and Fitch Ratings.

The City’s legal limit for outstanding debt is 10% of taxable assessed real property within the City, which were $417.1
million and $403.4 million as of June 30, 2019 and June 30, 2018, respectively. The City’s total long-term debt that is
applicable to this limit was $98.9 million as of June 30, 2019 and $83.0 million as of June 30, 2018, and is well within the
limits set by the Constitution of the Commonwealth of Virginia.

The City Council has adopted a policy that sets a limit for outstanding General Fund supported debt at 5% of total taxable
assessed value of real property. In addition, annual debt service payments must be less than 12% of annual General Fund
expenditures. As of June 30, 2019 and 2018, total debt outstanding was 2.1% and 1.7%, respectively, of taxable assessed
value of real property. General Fund debt service payments were 9.4% and 7.8% of General Fund expenditures in
FY2019 and FY2018, respectively. Both ratios are below the City’s debt limit policy of 12% of General Fund
expenditures. The increase in FY2019 resulted from the issuance of $20.4 million in new debt in 2018 for which debt
service began in FY2019.

The City also has a policy of 5-year payout ratio of 25% and a 10-year payout ratio of 50% for its General Fund debt
service. As of June 30, 2019, the City’s 5-year payout ratio was 43% and 10-year payout ratio was 68%. As of June 30,
2018, the City’s 5-year payout ratio was 42% and 10-year payout ratio was 67%. The payout ratio as of June 30, 2019
excludes from the calculation the 3-year general obligation note issued in June 2019.

The School Board Component Unit relies upon the City to provide full faith and credit for any general obligation debt
incurred. Therefore, the City reports general obligation debt incurred for school capital improvements as its own. The

School Board reports as its own liability obligations for capital leases, compensated absences and pension.

The following table shows a summary of the City’s outstanding debt as of June 30, 2019 and 2018:
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Outstanding Long-Term Debts
As of June 30,2019 and 2018
($ In Thousands)
2019 2018
Govern- Govern-
mental Business-Type mental Business-Type
Activities Activities Total Activities Activities Total

General obligation bonds
issued for:

Schools $ 37,608 $ -3 37,608 $ 41,408 $ - 8 41,408

Community center 556 - 556 728 - 728

Fire station 1,634 - 1,634 1,985 - 1,985

City hall 14,044 - 14,044 14,855 - 14,855

Library 991 - 991 1,044 - 1,044

Parks & Open space 1,874 - 1,874 2,065 - 2,065

Transportation 2,266 - 2,266 2,285 - 2,285

Other 2,886 - 2,886 3,674 - 3,674

Sewer system - 10,902 10,902 - 11,912 11,912

Stormwater system - 1,714 1,714 - 1,812 1,812
Note payable issued for:

Open space 4,700 - 4,700 - - -

Schools 15,300 - 15,300 - - -
Capital leases and other 5,163 379 5,542 5,497 389 5,886
Total $ 87,022 § 12,995 $ 100,017 $ 73,541 § 14,113 § 87,654

See Note 10 in the notes to the financial statements for additional information relative to the City’s long-term debt.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGET AND RATES
The following economic factors are reflected in the General Fund adopted budget for the FY2020:

The City’s adopted budget for FY2020 includes a 3.35% increase in the assessed values of taxable real property.

e Residential assessed values are stable. Median single family home value as of January 1, 2018 increased slightly
to $825,200 from $805,100 as of January 1, 2019 and continues to outperform the Washington Metro area and US
markets.

e Other revenues are expected to remain largely unchanged in FY2020 as compared to FY2019 actuals.

The City maintained its real estate tax rate of $1.355 for every $100 of assessed value for FY2020. Debt service is
projected to increase by 51% or $4.3 million. $2.9 million of the increase will be paid for with capital reserves set aside
in prior years as planned. Debt service is projected to increase due to the anticipated issuance of $60 million to $70
million of new debt in 2019 to finance in large part the cost of the construction of the new George Mason High School.

Programmatic expenditures in the General Fund remain relatively stable as compared to the FY2019 budget with the
exception of the City’s locally-funded contribution to the Washington Metropolitan Area Transportation Authority
(WMATA) which is projected to increase by $500 thousand, an increase of 37% over FY2019. The increase is due to a
combination of escalating costs and reduced revenues at WMATA which is being passed down to contributing
jurisdictions.  Although Virginia’s General Assembly designated approximately $154 million of Virginia revenues

4r



CITY OF FALLS CHURCH, VIRGINIA
MANAGEMENT’S DISCUSSION AND ANALYSIS
Fiscal Year Ended June 30, 2019

towards WMATA capital expenditures and directed WMATA to limit Virginia jurisdictions’ operating and capital
contributions to a 3% increase every year, the City’s FY2020 contribution includes exceptions and deferred payments for
FY2019 costs.

The City’s transfer to the School Board increased by 2.5% or $1.0 million generally as a result of normal increases in
salary and benefits.

In FY2020, contribution to the Basic Pension Plan is reduced slightly from 4.36% in FY2019 to 4.3% of covered payroll.
Contribution to the Police Pension Plan will also decrease from 17.73% to 14.78% of covered payroll. These rates are
further reduced by the return of investment on one-time additional contribution made by the City to the Basic and Police
Pension Plans in FY2015. Contribution to the Virginia Retirement System (VRS), which covers the City’s Constitutional
Officers remains the same at 1.47%. Contribution by the School Board to the VRS will also remain unchanged at 16.88%
of covered payroll. These rates are in addition to 5% employee contribution. The contribution rates to the VRS are
subject to action by the General Assembly.

Over the last few years, capital needs have dominated the budgetary decisions as the City embarked on the construction of
the new George Mason High School estimated to cost $117.3 million and other capital projects including the expansion of
the Mary Riley Styles Public Library, the renovation of the City Hall, and the expansion of Mt. Daniel Elementary School.
To defray the fiscal impact of the capital plan, the City worked towards developing an area of 10.3 acres adjacent to the
George Mason High School referred to as West Falls Church Development Project. In November 2018, the City Council
approved an interim agreement for a public-private partnership with EYA, PN Hoffiman, and Regency Centers to develop
that area. The Comprehensive Agreement was executed in May 2019.

Pressures on the City budget due to the uncertainties of the economy and the necessary expenditures required to maintain
a safe and vibrant community will continue to be a challenge. Other areas that will continue to be addressed are
competitive compensation to attract and retain a skilled work force and increased local funding of state mandated
programs. Debt service will increase in the next two years as a result of the issuance of new debt for the George Mason
High School and the Library. Some portion of the debt service have been accounted for in the recent increases to the real
estate tax rate and a portion will be paid for from the ground lease of the West Falls Church Development Project.

CONTACTING THE CITY’S FINANCIAL MANAGEMENT
This financial report is designed to provide the citizens, taxpayers, customers, investors and creditors with a general
overview of the City’s finances and to demonstrate the City’s accountability for the money it receives. If you have

questions about this report or need additional information, contact the City of Falls Church, Division of Finance, 300 Park
Avenue, Falls Church, VA 22046.

Respectfully submitted,

Kiran Bawa
Director of Finance
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EXHIBIT 1
CITY OF FALLS CHURCH, VIRGINIA

STATEMENT OF NET POSITION
June 30, 2019

Primary Government

Discretely Presented
Component Units

Economic
Governmental Business-Type Development
Activities Activities Totals School Board Authority
ASSETS
Cash and investments (Note 4) $ 42,648488 $§ 14,881,362 $ 57,529,850 $ 3,968,957 $ 2,096,914
Receivables, net (Note 5) 8,052,988 877,469 8,930,457 167,890 -
Due from agency funds 55,680 - 55,680 - -
Internal balances 477,446 (477,446) - - -
Due from component unit 232,007 - 232,007 - -
Due from fiduciary funds 1,693,510 - 1,693,510 209,383 -
Due from primary government - - - 4,873,048 -
Due from other governments (Note 6) 3,617,683 85,830 3,703,513 434,151 -
Prepaids 43,548 - 43,548 26,777 -
Inventories 124,828 18,536 143,364 - -
Restricted cash and cash equivalents (Note 4) 26,221,933 779,837 27,001,770 - -
Net OPEB asset (Note 20) - - - 1,965,531 -
Net pension asset (Note 16) 18,976,468 695,045 19,671,513 3,292,408 -
Capital assets: (Note 8)
Nondepreciable 26,239,921 1,272,944 27,512,865 1,273,354 -
Depreciable, net 98,801,205 25,321,915 124,123,120 3,670,292 -
Total assets 227,185,705 43,455,492 270,641,197 19,881,791 2,096,914
DEFERRED OUTFLOWS OF RESOURCES
Deferred outflows related to pensions (Note 16) 1,140,561 108,989 1,249,550 6,501,103 -
Deferred outflows related to OPEB (Note 20) 708,757 17,725 726,482 739,076 -
Deferred amount on refunding 169,203 125,033 294,236 - -
Total deferred outflows of resources 2,018,521 251,747 2,270,268 7,240,179 -
LIABILITIES
Accounts payable and other liabilities 10,926,784 601,391 11,528,175 6,420,506 250,000
Accrued interest 