
 
STAFF: Barbara Donnellan, Department of Management and Finance 
 Chuck Gubisch, Department of Management and Finance 
 Richard Stephenson, Department of Management and Finance 
 
County Board Meeting – November 16, 2002 

 November 7, 2002 
 
 
TO: The County Board of Arlington, Virginia 
 
FROM: Ron Carlee, County Manager 
 
SUBJECT:  Fiscal Year (FY 2004) Budget Guidance 
 
RECOMMENDATIONS:  Provide the following guidance for the development of 
Proposed Budget for Fiscal Year 2004: 
 

1. The budget shall be balanced within existing tax rates.   
2. The budget shall fully fund all “subject to appropriation” 

obligations. 
3. The budget shall meet the County’s policies regarding 

reserve funds. 
4. The budget shall be consistent with the revenue sharing 

agreement with the Schools. 
 
ISSUE: How should the County balance the maintenance of current services and 

consideration of strategic alternatives in the face of major reductions in 
State funding and an uncertain economy? 

  
SUMMARY:  Based on current budget estimates, Arlington is short $6.5 million 
to maintain all current operating services at existing tax rates and with no pay-as-you-
go capital budget.  This shortfall is due to a loss of approximately $7.9 million of 
continuing state funding from FY 2002 levels. 
 
The $6.5 million shortfall does not include any funding for strategic initiatives, including 
extension of four-person staffing to additional fire companies, expansion of local transit 
services (either for ART or for seniors), new initiatives such as “living wage” options, 
any new employer of choice initiatives, or property tax rate reductions.  It does include 
maintaining current compensation components, a modest compensation contingent, 
and maintenance of strategic initiatives approved in FY 2002 and 2003. 
 
The $6.5 million shortfall, as noted, does not include any funding for the pay-as-you-go 
capital target level of $12.7 million, as projected in the Capital Improvement Program. 
 
Arlington’s own relatively diverse local tax resources show modest growth for most 
revenues and strong growth in real estate taxes.  Absent state budget cuts, Arlington 
would be able to provide a balanced, continuing services budget, despite several 
expenditures pressures on the budget related to the larger economy.  These pressures 



   
 

include $2 million increase for retirement contributions due to investment losses and 
recent benefit enhancements, $2 million increase for employee and retiree health 
benefits, and $1.8 million for Metro operations. 
 
In order to meet the shortfall, the following alternatives will be considered in the 
development of the budget: 
 

• Reductions in service, whether the service is funded by state or local revenues; 
• Use of $6.3 million in one-time funds from FY 2002 and any one-time funds 

from FY 2003 revenue re-estimates; 
• Use of $5.4 million in Human Services funds (LPACAP), of which $0.350 million 

has been previously committed; 
• Increases in user fees. 

 
Overall the County is in a relatively strong economic position; however, given the 
inevitability of major reductions in state funding, the FY 2004 budget will present 
significant challenges in setting priorities for the community.   
 
BACKGROUND: 
 
Revenues 
 
Revenues are evaluated in two categories:  local tax resources and non-tax resources.  
The latter includes state revenues.  Attachment II summarizes revenue projections with 
comparisons to the current and previous year. 
 
The State has a budget deficit in excess of $1.5 billion of which the governor has 
proposed cuts of $857.7 million.  To date, the County estimates approximately $2.5 
million in additional cuts affecting Arlington County revenue in FY 2003 (this is in 
addition to $1.9 million in cuts made earlier). These cuts do not include local tax 
revenue that is generated in Arlington and is passed through the state (i.e. local car 
rental tax).  As County departments receive more information from the various State 
agencies, the overall loss in State revenue will become clearer.  Local governments 
expect to endure the effects of another round of State cuts later in FY 2003 as the State 
tries to close its remaining deficit of $642 million.  Revenue estimates will be adjusted 
as the various governmental, economic and social situations change.   



   
 

Local tax revenues are projected to increase approximately 6.8% over the FY 2003 
Approved Budget (net of anticipated refunds).  In comparison, based on current FY 
2003 re-estimates, the local tax revenue growth in FY 2003 is 5.9%.  A majority of this 
increase is due to the increase in estimates to the real estate assessment tax base.  Non-
tax revenues (excluding prior year fund balance) are projected to decrease 2.8% 
primarily due to lower State revenue receipts and one-time sale of County assets.  Due 
to normal inflationary factors some fees will be recommended for increases.   
 
Expenditures 
 
Based on current planning estimates and continuing County services, expenditure 
requirements are $411.2 million: $398.5 million for ongoing services (4.6% increase) 
and $12.7 million for the pay-go capital budget (7% decrease, but consistent with the 
adopted CIP).  Attachment I displays this information in a table that compares 
projections to the current and previous year. This estimate is based on preliminary 
information and does not include the following: 
 

• Categorical state and federal grants. 
• Fee supported programs. 

 
Funding for schools is projected based on the revenue sharing agreement.  Current 
projections are for a school transfer of $249.1 million (6.8% increase). 
 
Major components of the continuing services expenditure budget include the following: 

 
Personnel costs for step increases are estimated to increase $5.3 million. This estimate 
does not include cost-of-living increases, the routine review of the pay line, market 
adjusted rates, or reclassifications.  The budget projections calculate actual salary and 
fringe benefits for each employee, based on the employee’s pay grade, step, and fringe 
benefit package (retirement, FICA, health and life insurance premiums, parking stipends 
and Metro subsidies).  It also includes estimates of savings from employee turnover.  A 
compensation contingent of 2% ($4.0 million) is included in the forecast amounts for 
FY 2004. 
 
Health insurance premiums increased 10% for FY 2002 and FY 2003, for both the 
employer and employee based on claims experience.  If current trends continue, 
another rate increase may be necessary in FY 2004.  A 10% increase in premiums 
would cost the County General Fund approximately $2.0 million in FY 2004. 
 
Employer Retirement costs, based on actuarial data, will increase for FY 2004 by 
$2.0 million.  Investment returns and enhanced benefits contribute to the need for 
higher contribution rates. 



   
 

Operating expenses in some instances are affected by inflationary increases beyond 
the control of the County agencies.  Postage, rent, maintenance and repair contracts, 
gasoline and fuel oil are the types of expenses tied to inflationary pressure. The 
projections include an inflation adjustment of 1% for operating expenses ($1.2 million). 
 
Debt service for FY 2004 is projected based on bonds already sold and those 
anticipated to be sold.  Debt service would increase by $1.6 million to $35.6 million. 
 
Contingents.  The County General Fund budgets for two contingents, the Affordable 
Housing Investment Fund (AHIF), which is projected at the current level of $4.0 million. 
The General Contingent is also projected at the current level of $1 million. 
 
Metro.  Financing for the Metro Operating Budget, which supports the area’s bus and 
rail system programs, is provided from a variety of sources.  These include state and 
federal transit aid, gasoline taxes, passenger fares and local government support.  The 
County’s Metro subsidy is determined after the Metro budget and other revenue sources 
are projected.  Ridership, fares and program expansion all contribute to the overall 
costs.  The County subsidy amount is funded from local tax dollars.  Based on 
preliminary projections about the size of the Metro budget, state aid and gasoline taxes, 
the preliminary estimate for County subsidy for FY 2004 is $12.0 million, compared to 
$10.2 million for FY 2003 (17.6% increase).  The County’s share will be revised based 
on additional budget review by the Metro Board. 
 
Subject to Appropriation Leases.  The County enters into short term and long term 
leases for a number of different County purposes.  These leases are subject to annual 
appropriation.  Unlike a typical lessee, the County Board is not able to legally bind 
future Boards.  However, the County has always paid its debt obligations and is 
committed to meet these commitments each year. 
 
Schools Revenue Sharing Agreement.  The Revenue Sharing Agreement allocates 
General Fund local tax revenues (net of tax refunds) between the County and the 
Schools on a 51.4%/48.6% percentage share respectively.  The estimates for FY 2004 
budget planning are based on the provisions of this agreement. 
 
LPACAP.  The Department of Human Services has worked over the past two years to 
generate a new source of revenue to meet unmet human services needs without relying 
on local tax resources.  With the cooperation of the State, Arlington was able to apply to 
federal funding through Local Public Assistance Cost Allocation Program.  This source is 
expected to generate a net $5.0 million in FY 2004 for new allocations ($0.4 million 
was allocated by previous County Board action). 
  



   
 

Strategic Initiatives.  No funds are projected for strategic initiatives, including the 
following: 
 

• In FY 2003, long-term plans were presented for enhancements to the fire 
service.  Four of the County’s fourteen fire companies continue to have three-
person staffing.  To increase a company to four-person staffing costs $0.3 
million per company. 

 
• Longer term plans were also presented for local transit.  Two local transit routes 

were approved in FY 2003.  Additional routes for the Columbia Pike shuttles 
were identified for potential expansion in FY 2004 at a net cost of $0.3 million. 

 
• County Board members have raised the issue of living wage. Living wage is only 

one of numerous strategies that can promote economic equity.  It has several 
components including:  County employees ($0.2 million), human services 
contract employees ($0.9 million), and contractual services ($0.8 million). 

 
• County Board priorities for calendar year 2003 will not be articulated until 

January 1st and have not been reviewed for potential budget impacts. 
  
To address any of the above initiatives would require a reallocation of resources by 
reducing other services or require additional revenue. 
 
Timing of Projections 
Preliminary forecast numbers of local tax revenue for the next fiscal year are developed 
in August (11 months prior to the start of the fiscal year).  This preliminary forecast 
assumes the current tax rate and is based primarily on trend analysis of actual revenues 
from previous fiscal years and any known economic information.  After this preliminary 
forecast is developed in August, the County monitors and provides revenue updates 
from September through December.  Once real estate assessment information is known 
in January, a tax revenue budget is developed for the County Manager’s Proposed 
Budget and the Superintendent’s Proposed Budget. By this time, several months of 
actual data for the current fiscal year are known. This information is used in finalizing 
the revenues for the proposed budget. The County conducts its mid-year and third-
quarter reviews during February and March to review the current fiscal year revenues 
and determine any impacts on the current and the next fiscal years (up or down).  After 
the fiscal year is closed – normally by September or October – a final accounting of 
actual tax revenues is known. 
 
The revenue and expenditure projections used in this report reflect actual FY 2002 (un-
audited) data and the most recent FY 2003 economic information available.   
 
 
 


