
 
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 – October 18, 2003 

 November 5, 2003 
 
 
TO: The County Board of Arlington, Virginia 
 
FROM: Ron Carlee, County Manager 
 
SUBJECT:  Fiscal Year (FY 2005) Budget Guidance 
 
RECOMMENDATIONS: Provide the following guidance for the development 

of the Proposed Budget for Fiscal Year 2005: 
 
 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.  
Adopt the attached revenue sharing agreement 
which includes minor word changes consistent 
with current practice. 

 
ISSUE: What budget planning guidance should be provided for FY 2005 with 

current County services, strategic initiatives, Pay-as-you-Go capital? 
  
SUMMARY:  Based on preliminary revenue and expenditure forecasts for 

FY 2005, Arlington should have the resources to maintain current 
operating service levels, provide appropriate compensation, provide 
for strategic initiatives approved in prior years, and provide 
additional funding to meet higher costs for retirement, metro and 
debt service.  Current projections could also result in a $2.6 million 
contingent for tax rate reduction, capital, or strategic initiatives.   

 
Arlington’s relatively diverse local tax sources show modest growth 
for most revenues and strong growth in real estate taxes.  The 
impact of future state budget cuts, which have significantly 
affected Arlington and other local jurisdictions, is uncertain.  The 
state still has projected deficits which may result in continued cuts 
or lowered funding of programs run at the county level.  
Reductions have not been factored into these estimates.   
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Included in the FY 2005 balanced budget expenditure estimate in 
the attachment is additional funding of $5.5 million for retirement 
contributions due to investment returns and prior benefit 
enhancements, $1.5 million for Metro operations, and $2.1 million 
for County debt service.  An actuarial review of the retirement 
system funding is due this month.  The budget estimate includes a 
preliminary funding amount. 
 
Overall, Arlington is in a relatively strong economic position.  The 
County’s diverse tax base, fiscal restraint, and business stability 
have allowed Arlington to weather the recent economic downturn, 
terrorist attacks, and state funding reductions. 
 

 
BACKGROUND: 
 
Revenues 
 
Revenues are evaluated in two categories:  local tax resources and non-tax resources.   
 
Local tax revenues are projected to increase approximately 8.8% over the FY 2004 
Approved Budget.  In comparison, based on current FY 2004 re-estimates, the local tax 
revenue growth in FY 2005 is 6.0%.  A majority of this increase is due to the increase 
in estimates to the real estate assessment tax base.  Other tax revenues are beginning 
to exceed levels prior to September 11, 2001.  Non-tax revenues (excluding prior year 
fund balance) are projected to increase 1.7%.  Due to normal inflationary factors and 
cost recovery policies, some fees will be recommended for increases. 
 
The state is still experiencing budgetary problems and the possibility of additional state 
cuts is possible.  Currently, projections for state and federal revenue are estimated to 
be flat in FY 2005.  Once the General Assembly reconvenes this fall the County will 
have more information.   
 
Expenditures 
 
Based on preliminary budget estimates and continuing County services, expenditure 
requirements are $438.0 million: $425.6 million for ongoing services (5.1% increase) 
and $12.4 million for the pay-as-you-go capital budget (consistent with the adopted 
CIP).  This estimate is based on preliminary information and does not include the 
following: 
 

• New or expanded categorical state and federal grants 
• New or expanded fee supported programs 

 
Current projections, based upon the balanced County budget scenario included in the 
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attached forecast, provide for a school transfer of $271.7 million (a 7.8% increase).   
Funding for schools would be based on the revenue sharing agreement, which currently 
allocates 48.6% of tax revenue (net of tax refunds) to the schools.  
 
Major components of the continuing services expenditure budget include the following: 

 
Personnel costs for step increases are estimated to increase $5.1 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% ($4.1 million) is included in the 
forecast amounts for FY 2005. 
 
Health insurance premiums increased 10% for FY 2002 and FY 2003, and 5% for 
FY 2004 for both the employer and employee based on premiums and claims 
experience.  The expenditure forecast does not include any additional premium 
increases for FY 2005 at this time.  A 10% increase in premiums would cost the County 
General Fund approximately $2.2 million in FY 2005. 
 
Employer Retirement costs may need to be increased for FY 2005.  Investment 
returns and enhanced benefits contribute to the need for higher contribution rates.  
Although $5.5 million is included in the preliminary estimates, an actuarial study, due 
this month, will impact the final rate increases proposed for FY 2005. 
 
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 2% for operating expenses ($2.6 million). 
 
Debt service for FY 2005 is projected based on bonds already sold and those 
anticipated to be sold.  Debt service would increase by $2.1 million to $37.1 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 $1.0 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 
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taxes, the preliminary estimate for County subsidy for FY 2005 is $12.5 million, 
compared to $11.1 million for FY 2004 (13.1% 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 County Board and School Board have 
operated under a Revenue Sharing Agreement since Fiscal Year 2002.  The formula 
allocates net local County tax revenue between the County (51.4%) and the Schools 
(48.6%).  The current agreement is not year specific and serves as an ongoing 
agreement until modified by the Boards.  The Schools have suggested minor 
modifications to the existing agreement that remove references to the Funds Carry 
Forward and Budget Initiative Policy, the policy document superceded by the Revenue 
Sharing Agreement, and the use of School savings.  These modifications are consistent 
with current practice.  The estimates for FY 2005 budget planning are based on the 
provisions of this agreement in the balanced budget scenario. 
 
Strategic Initiatives.  The projections include no funds for new or expanded strategic 
initiatives.  They also do not include increases to meet higher demand in any service 
areas.   
 
Timing of Projections 
Preliminary forecast numbers of local tax revenue for the next fiscal year are developed 
in September (10 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 September, the County monitors and provides 
revenue updates from October 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 2003 (un-audited) data and the most recent FY 
2004 economic information available. 
 


