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Memorandum 

 
To:  County Board of Arlington, Virginia  Date: March 18, 2015 

From: Barbara M. Donnellan, County Manager 

Subject: Mid-year Review of Fiscal Year 2015 

Summary 
This report summarizes the status of the Fiscal Year (FY) 2015 budget. The latest analysis of the 
County’s revenues and expenses for FY 2015 indicates that the FY 2015 budget will be balanced at 
fiscal year-end and there is one-time money available for allocation totaling $6.8 million.  Of this 
amount, staff recommends that $5.6 million be set aside to address the County’s refund 
liability for Business, Professional, and Occupational (BPOL) tax (discussed in more detail in 
the Revenue portion of this report).  The remaining $1.2 million is available for allocation for 
one-time priorities.  The tables below summarize mid-year estimates of revenues and expenditures.  
 

FY 2015 – Mid-Year Summary 

Revenue 

Incremental 
Increase/(Decrease) 

Over Budget  
($ millions) 

Real Estate Tax Revenue (at Current Tax Rates & net of Crystal City & Columbia Pike 
Tax Increment Financing Areas) $10.4 

Real Estate Tax Refunds, Penalty & Interest (3.1) 

Other Tax Revenue (1.8) 

Sub-Total Taxes  $5.6 

Non-Tax Revenue (0.4) 

Total Revenue  $5.2 

Expense Adjustments  

Debt Service Savings 1.6 

TOTAL MIDYEAR FUNDS AVAILABLE $6.8 

Transfer to Schools (45.9% share of tax revenue) – See note below - 

RECOMMENDED BPOL LIABILITY CONTINGENT $5.6 

ONE-TIME BALANCE AVAILABLE $1.2 
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I am recommending to the County Board that the vast majority of available funding, estimated at 
$5.6 million, be set-aside to fund the potential Business, Professional, and License (BPOL) tax 
liability stemming from the recent Virginia Supreme Court ruling on payroll apportionment 
affecting certain types of businesses reporting gross receipts to the County.  These liabilities are not 
fully known at this time but estimates from other local jurisdictions and estimates based on 
information provided from the Commissioner of Revenue indicate that Arlington could experience 
BPOL refunds approaching $10 million for prior year tax filings.  Staff anticipates that it could take 
as much as 12-18 months to get a clearer sense of the potential liabilities given the three year statute 
of limitations that taxpayers are allowed for refund filings.  Staff will update the County Board as 
additional information becomes available including any need for additional reserves as part of the 
FY 2015 close-out process in the fall.  This liability reserve will also address rating agency concerns 
regarding potential liabilities.  The County Manager’s proposed FY 2016 budget reflects the 
ongoing impact of this revenue loss.1 
 
Sharing tax revenue with Schools: Based on the adopted Principles of Revenue Sharing, excess 
local tax revenue is shared between the County and Schools based on the current year’s revenue 
sharing percentage split.  For FY 2015, Schools receives 45.9% and the County receives 54.1%.  
However, based on the projections of the County’s potential liability for BPOL tax refunds, the 
County Manager recommends setting aside the excess $5.6 million in tax revenues to fund the 
potential refund liabilities.     
 
One-time balances available, after setting aside excess local tax funding for the BPOL liability, are 
due largely to the hiring slowdown and are estimated at $1.2 million.   I am recommending that the 
Board set aside this $1.2 million to fund possible land acquisition to meet community needs.   
 
In addition, in the FY 2016 Proposed Budget I have included $16.4 million in one-time funding (see 
table at end of report) which is a combination of County Board-approved actions at close-out of 
FY 2014 and one-time funds received in FY 2015 ($0.7 million) for prior year rent reconciliations 
at Courthouse Plaza.    
 
 

Revenues 
Fiscal Year 2015 revenues are estimated to be $5.2 million higher than the FY 2015 budget due to: 

 $5.6 million increase in tax revenues and  
 $0.4 million decrease in non-tax revenues. 

 
The $5.2 million mid-year adjustment represents a 0.5% increase in General Fund revenues.   

                                        
1 Fairfax County has also been impacted by this Virginia Supreme Court ruling.  They are estimating refunds of $31 
million from eight cases that have been pending.  Like Arlington, it is difficult for Fairfax County to estimate the 
ongoing impact and potential other refunds because businesses self-report gross receipts in their BPOL filings so 
estimating the businesses that may be eligible to use payroll apportionment for determining deductions is difficult.  A 
March 17, 2015 Washington Post article noted that Fairfax County is expecting the impact to increase to at least $45 
million; they are planning to add $15 million to their existing $30 million reserve that has been set aside for refunds.  
The Fairfax County Executive is also suggesting that a meals tax be considered to provide an additional revenue source 
for the County. 
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Mid-Year Revenue Summary –  
Fiscal Year 2015 

Incremental +/(-) 
Over Budget 
($ millions) 

Tax Revenue:  

Real Estate (at existing tax rate) $10.4  

    Real Estate Tax Refunds, Penalty, Interest  (3.1) 

    Personal Property 0.3 

    Transient Occupancy 1.0 

    Meals (0.3) 

    Recordation (1.0) 

    Cigarette (0.5) 

    Car Rental (0.6) 

    Bank Stock (0.3) 

    Utility Tax (0.4) 

Total Tax Revenue Change $5.6 
 

 

Non-Tax Revenue:  

License, Permits, Fees, & Charges for 
Services (1.0) 

Misc. 0.2 

    State 0.4 

Non-Tax Revenue Change $(0.4) 
  

Total Projected Revenue Increase* $5.2 

* Net of Crystal City, Potomac Yard, and Pentagon City and Columbia Pike Tax 
Increment Financing Area allocations 
 
Note:  Numbers may not add due to rounding.

 
 
Real Estate – Real estate tax revenue is projected to increase $7.1 million.  Real estate tax 
revenue is higher due to an increase in assessed values from the projection for CY 2015.  As 
announced in January 2015, assessments increased 3.4%, rather than the 0% projected for CY 2015 
which was built into the FY 2015 adopted budget.  At existing tax rates, this generates $10.1 million 
above the FY 2015 budget.  This increase in revenue is offset by higher than budgeted real estate 
tax refunds projected to date ($3.0 million).  In FY 2015 (CY 2014), there were significant 
assessments reliefs granted to commercial office properties.  Penalty and interest revenue is also 
projected to be $0.1 million lower than budget.    
 
Included in the real estate projection above, revenue to the Crystal City, Potomac Yard, and 
Pentagon City Tax Increment Financing Area (Crystal City TIF) is lower due to the decrease in 
assessed values from the projection for CY 2015.  With assessments decreasing 2.6% and a higher 
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level of refunds, revenue to the General Fund increases $0.7 million.  Currently, the TIF receives 
33% of all incremental real estate tax revenue generated over CY 2011 in this TIF area.  
 
The Columbia Pike Tax Increment Financing Area (Columbia Pike TIF) revenue projections are 
modified slightly ($0.1 million) higher due to an increase in assessed values from the projection for 
CY 2015.  Currently, the TIF receives 25% of all incremental real estate tax revenue generated over 
CY 2014 in this TIF area.  
 
Other Local Taxes: Decrease $1.8 million (0.6%) 

 Personal Property Tax is slightly above budget due to refunds being less than budgeted, 
offset by lower penalty and interest.    

 Transient Occupancy increases are driven by increased occupancy rates and slightly higher 
hotel daily rates. 

 Recordation tax is lower than budget due to a slowdown in real estate transactions and 
refinancing. 

 Meals tax is recovering slightly slower than expected from last year’s slowdown during the 
federal government shutdown.   

 Cigarette, car rental, and utility taxes are also trending slightly lower than budget; bank 
stock tax is lower due to a large refund. 

 
The overall mid-year adjustment to other local taxes is equivalent to a less than one percent decrease.  
Additional data coming in March and early April will help inform final third quarter projections.   
 
Business Professional License Tax:  BPOL taxes are due by March 1 and by April a more accurate 
forecast of the County’s third largest revenue source will be clearer.  Revenues received to date 
indicate that BPOL is likely to come in right at budget for FY 2015. 
 
As noted earlier, the County and the Commissioner of Revenue are continuing to evaluate the impact 
of the recent Virginia Supreme Court ruling which allows businesses working in more than one 
jurisdiction and using payroll apportionment to attribute gross receipts differently.  It now allows 
certain businesses to use a new payroll apportionment methodology to calculate a deduction to their 
BPOL tax owed to the County.  With this Supreme Court ruling, BPOL taxpayers will now be able to 
file an appeal on taxes paid for the current tax year plus three prior years (if eligible).  Because gross 
receipts are self-reported, the ongoing impact and the amount of refunds that will need to be issued are 
unknown at this time.  It is recommended that the County should set aside one-time funding for the 
refunds as we continue to assess the impact of this court decision. 
 
County Non-Tax revenues are projected to increase by $0.4 million. Significant revenue sources to 
highlight include: 
 

 Licenses, Permits, Fees, and Charges for service are anticipated to be $1.0 million below 
budgeted amounts.  This is primarily due to lower than anticipated parking ticket revenue and 
the fee rollbacks in the Department of Parks and Recreation’s gymnastics and swim programs 
assumed in the Manager’s Proposed FY 2016 budget.  

 Miscellaneous Revenue is anticipated to be $0.2 million above budget due to a loan repayment 
from Signature Theater.  Not shown in the table above is a one-time rent credit of $0.7 million 
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that the County Manager has allocated to the FY 2016 Proposed Budget (detailed in table at the 
end of this report). 

 State revenue is expected to be $1.1 million over budget due to higher than budgeted highway 
aid, offset by the reduction in State Aid to Localities of $0.7 million.  As noted in the Courts 
and Constitutionals budget work session, for FY 2016, the cut in State Aid to Localities has 
been restored. 

 

Expenditures 
Most County departments and programs are projected to spend at or below their FY 2015 
authorized levels.  Several departments are experiencing specific expenditure pressures as outlined 
below and may exceed appropriations by the close of the fiscal year: 

 Fire Department – due to overtime, callback pay, and leave payouts; 
 Sheriff’s Office – due primarily to overtime costs; 
 Circuit Court Judiciary – due to overtime and non-personnel office supplies;  
 Arlington Economic Development – due to reduced revenue for Artisphere operations 

partially offset by lower Artisphere personnel and non-personnel expense savings. 

Expenditure Adjustments    
 Departmental Savings – As noted above, most County departments are projected to spend at 

or below their FY 2015 authorized levels.  At this time, no operating department savings are 
being identified for allocation to other uses. 

 
The mid-year review, which is based largely on data for 6-7 months of the fiscal year, 
begins to identify the various program areas or departments where departmental savings are 
most likely to occur.  Each year these areas of savings may be different depending on how 
costs, staffing, and market forces (e.g., utilities, inflation) have changed since the budget 
was originally developed eighteen months earlier.  Staff will continue to monitor 
expenditure trends both County-wide and by department to ensure that the County remains 
within its overall budget; consistent with prior years’ practice, any expenditure savings will 
be available for allocation at year-end close-out. 
  

 Health Care – Healthcare costs for the County are currently trending at budget.  No 
adjustment to budgeted healthcare costs are anticipated at this time.  These cost though can 
swing depending on one or two significant individual healthcare events.   
 

 Early Retirement Buyout – The County Manager authorized an early retirement buyout 
program in December 2014 to create organizational flexibility and to address the projected 
FY 2016 budget shortfall.  The program generates one-time costs that are incurred from the 
employees cashing out leave balances they have accrued with the County.  For FY 2015, it 
is estimated that there will only be a minor net cost to the County since many of these 
positions are being held vacant to offset the unbudgeted cost of the leave balances and 
potentially create savings into FY 2016.   

 
 Debt Service savings of $1.6 million are due to refinancing outstanding bonds last summer 

and updated cashflow projections for previously approved capital projects.   Staff is closely 
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monitoring Metro’s budget deliberations and the impact that capital spending decisions and 
execution will have on the County’s debt service budget for FY 2016; additional information 
will be available as part of the Third Quarter review.    
 

 Snow Related Expenditures – With the greater than normal weather events this year, 
expenditures for snow related events exceed the budgets in various operating departments.  
Not only are the budgets of the Departments of Environmental Services and Parks & 
Recreation affected by snow events but also overtime costs in other departments such as the 
Office of Emergency Management and public safety agencies.  Actual expenditures are not 
yet fully tallied given that the most significant events occurred over the last two weeks and 
payroll and invoices need to be remitted, but it is projected that the County will over-spend 
snow budgets by $1 - 2 million.  Additional information will be available at the Third 
Quarter review. 
 

Schools 
Expense Transfers – As mentioned in the summary section above, the County Manager 
recommends setting aside the excess $5.6 million in tax revenues to fund the potential BPOL refund 
liabilities.  No additional tax revenues would be available for Schools although Schools may have 
expenditure savings available for allocation by the School Board. 

Recommendations on One-Time Funding Included in FY 2016 Proposed 
Budget 
The FY 2016 Proposed Budget includes $16.4 million in one-time funds.  These funds were from a 
one-time rent credit of $0.7 million and $15.7 million set aside during FY 2014 close-out including 
$3.0 million from the economic stabilization contingent.   One-time funding recommendations 
included in the County Manager’s Proposed Budget are allocated to Rosslyn pedestrian safety 
initiatives, geographic information system consulting, Department of Human Services contingent 
for antibiotics, Drug Court supplemental funding, and an unallocated contingent ($200k) for County 
Board flexibility for other one-time investments.   
 

County Manager Recommended Allocation 
of One-Time Funds in the FY 2016 Proposed 

Budget  

FY 2014 Close-Out $15,700,000 

One-time rent credit 728,097 

Total One-Time Funds $16,428,097 

  

Recommended Allocation of One-Time Funds  

Affordable Housing Investment Fund (AHIF) $8,200,000 

Economic Stabilization 3,000,000 

Housing Grants 1,500,000 

Artisphere 1,300,000 

Maintenance Capital 1,700,000 
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County Manager Recommended Allocation 
of One-Time Funds in the FY 2016 Proposed 

Budget  

  

One-Time Allocations Included in County 
Manager’s Proposed Budget 728,097 

County Manager Allocation Recommendations $16,428,097 

 

Recommendations on Ongoing Funding  
I will update the Board on any additional funding or expenditure/revenue pressures during 3rd 
Quarter review.  Due to the relatively small increase in local tax revenues above budget (at current 
tax rates), it is not expected that there will be additional one-time local tax monies for the County or 
Schools in FY 2015.  A final analysis for FY 2015 will be provided with closeout in the fall of 
2015.  
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