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EXECUTIVE SUMMARY

The Budget Process

BFAAC recommends a continued review of the factors used in MFRI and an analysis
of the experience to date to continue to improve the process. Thisreview should be
supplemented by movement toward combining an enhanced and revised City Council
Strategic Plan, based on broad citizen input, and detailed planning by programs and
activities, over alonger time horizon, that links the Strategic Plan, performance
measures, program evaluation efforts and the annual budget process.

The Operating Budget

BFAAC commends the City’ s Manager’ s willingness to make hard personnel
choices, including a salary freeze, and to employ MFRI for the value-added delivery
of services.

BFAAC supports the intent of the Compensation and Classification study now
moving toward implementation and |ooks forward to seeing the results, with
implementation as quickly as possible.

BFAAC supports the concept of performance-based compensation and encourages
the City to continue to move toward implementing it.

BFAAC supports efforts to reduce the emphasis on benefits, asis being proposed this
year in relation to new employees. BFAAC also believesin a“total compensation”
approach with an appropriate balance between salary and benefits as the means to
attract and retain competent employees.

BFAAC supports and encourages the City to work with departmental managers and
the Executive Safety Committee to implement the City’ s enhanced efforts to improve
safety, reduce risk and attempt to lower workers' compensation claims and costs.

A system should be established to provide for monitoring the status and employment
history, if any, of those on full disability retirement.

In view of recent reports in other jurisdictions of misuse of the disability retirement
option afforded public employees, the City should provide a more transparent review
of the disability retirement program. BFAAC aso recommends that a study be made
of the efficacy of the current system for both the City and affected employees.




® The City should further examine the possibility of moving toward a 5-year financia
forecasting approach tying the significant positive changesin recent years of
budgeting by programs and activities, MRFI, to longer term financial planning.

® Asthe City intends to “wind down” AHOP, BFAAC believesit needs to make this
process more transparent and further recommends that AHOP be reevaluated within 3
yearsto seeif reactivation is needed.

® (City staff should continue efforts to prepare maintenance cost estimates when open
space acquisition is under consideration.

® \We understand that RPCA uses non-City funds to reimburse civic organizations.
Nevertheless, BFAAC urges the City to review the relationship, possibly
reengineering the process or seeking alternative solutions that would provide for
adequate open space maintenance in a constricted budget environment.

® ACPS and City staff should continue to closely monitor student populations
throughout the system, paying particular attention to the demographic trends that may
impact the school population.

® BFAAC commends the City Manager for taking prompt and necessary action to
ensure the City isin compliance with regulations concerning take-home vehicles. In
light of the recent changes made by the Police Department with regard to take-home
vehicles, BFAAC recommends that the City reevaluate the take-home vehicle
limitations set by Administrative Regulation 7-3, to ensure consistency with MFRI
and the recommendations set forth in the Matrix study.

® BFAAC commends the Chief of Police for taking prompt and appropriate action
consistent with MFRI to address the discrepancy between the Department’ s take-
home vehicle policy and the Matrix study recommendations.

® The City should review the take-home policies of Alexandria s surrounding
jurisdictions and consider the provision of take-home vehicles as part of atotal
compensation package.

The Capital mprovement Program (CIP)

® \Werecommend that the CIP clearly identify and rank all projects; that there be alist
of projects that will clearly be funded and a separate list of projects that may have
been considered but did not make the cut.




® \Werecommend that the CIP Steering Committee require managing departments to
provide a cost/benefit justification for each CIP maintenance/improvement project,
and use these justifications to rank projectsindividually rather than by project groups.

® The City should develop a cash capita policy similar to the one it has successfully
utilized with respect to debt policy.

® \When considering cash capital contributions to the CIP, Council should consider the
equities between current and future taxpayers that are inherent in funding the CIP
budget.

® Thetiming asto receipt of stimulus funding by whatever method is uncertain;
therefore the Council should not rely on the availability of stimulus funding to make
budgetary decisions for the FY 2010-2015 CIP.

® (Consistent with state and federal regulation, stimulus funding should first be applied
to projects scheduled for FY 2010 and FY 2011; the next priority should be programs
funded in the out-years that can be accelerated, thus potentially reducing cash capital
and debt loads.

® Any new starts made possible by stimulus funding should be subjected to the rigorous
process recommended by BFAAC with respect to project prioritization.

Revenues and Outlook

® The percentage of per capitaincome that goes to pay the residential real property tax
should continue to be monitored and Council should be especially cautious,
particularly in the current economic environment, in setting tax rates that that would
result in ratios significantly above historic ranges.

® |f real estate values continue to fall as projected, thisindicator may prove helpful in
setting the tax rate in future yearsinasmuch asit is an indication of the taxpayers
ability to pay.

® BFAAC believesthat the established debt policy guidelines have served as an
important tool for fiscal discipline. We strongly support efforts to remain within all
of the guidelines.

® Any additional borrowing should be analyzed against the debt policy guidelines and
with consideration of the effect that increasing debt service payments will have on
future operating budgets.




Borrowing in excess of the targets should be temporary and undertaken only with the
most careful deliberation, and only in circumstances where the projects to be funded
are essential under the strategic goals and result in significant long-term benefits to
the City, or represent the City’ commitment to fulfill aprior obligation, (e.g., Metro).

It isimperative that the City increase its efforts to identify afinancially capable
developer to proceed expeditiously with the redevelopment of Landmark so that, at
such time as redevelopment of Landmark becomes viable, the City has positioned
itself well to attract the desired development as aresult of the City’ s adoption of the
flexible design guidelines.

BFAAC commends AEDP, ACVA and SBDC for their progress in the adoption of
performance measures, and we urge the City to be proactive in assisting all economic
development entities in the establishment of appropriate indicators to assist in the
measurement and evaluation of economic development benchmarks.

BFAAC urges the City to make implementation of the Economic Sustainability Work
Group apriority with increased focus and resources for the necessary planning, policy
guidance, oversight and control of City spending on economic development activities.

Implementation of the economic sustainability recommendations requires, as a
priority, the assignment of aqualified City employee economic development
professional to coordinate economic development planning, policy guidance and
oversight

The City should ensure that regularly scheduled/periodic status reports covering the
progress of implementation of the economic sustainability recommendations are
produced to provide progress accountability and transparency.

The City should take immediate steps to identify and prioritize the desired projects
that may be undertaken pursuant to the economic stimulus legislation.

The Commercial Real Estate Add-On Tax remains a viable option to address the
City’ s transportation needs and should be evaluated annually in the context of market
conditions.

In setting the BPOL tax rates, we recommend that the City evaluate the effect of the
rate in retaining and attracting commercial activity to expand the tax base.

Anincrease in the cigarette tax may be warranted at this time.




BFAAC recommends that the City Manager’s Proposed Annual Budget Document set
forth the maximum tax rate permitted by law for each revenue option.

Council should approve as part of its regular budget adoption the normal recurring
grants received by the City.

The City should continue to explore grant sources to supplement other City tax
revenues.

Recurring grant applications should be submitted to Council in a single monthly
docket item.

The City should formulate a uniform grant application policy whereby agencies must
demonstrate to the satisfaction of OMB and the Manager that each grant meets the
agency’s core mission, as defined by the City’ s Strategic Plan, and is consistent with
the City’ simplementation of MFRI.

Recurring grants that are no longer economically sustainable in future years because
of reduced grantor funding, or increased operating costs, should be eliminated unless
the accepting agencies are able to absorb additional cost within their own budget.




l. THE BUDGET PROCESS

For several years now, BFAAC has tracked and commented on the City’ s evolving budget
process. We have advocated transparency, greater opportunities for citizen input, use of
performance measures and the incorporation of the Managing for Results Initiative (MFRI). We
supported the City’ s transition from an organi zational-based budget process to a program and
activity-based budget process, which now has been employed for three years. On the whole, we
find the evolving budget process superior to that which went before it. MFRI has provided the
City with useful tools for making the tough decisions that have resulted from the economic
downturn.

However, as we previously recognized in our FY 2008 report, MFRI is evolutionary and
therefore its activity measurements need continued scrutiny and recalibration to make it more
effective. We understand that meetings, at the direction of the City Manager, are currently being
held to address thisissue. To refresh this process, the City should continually reevaluate the
measures used, and critically analyze data used for budget decisions. BFAAC heartily endorses
this step as being critical to the successful evolution of MFRI and its continuing improvement in
the budget process.

In previous reports we recommended that budget decisions be made in the context of along-term
strategic plan and be consistent with MFRI. To that end, we understand the City Council will be
developing a new Strategic Plan beginning in FY 2010. We recommend that the plan incorporate
extensive citizen input asto the services they desire and their relative ranking of those services.
Recently, governments have used new forms of public involvement — surveys, focus groups,
neighborhood councils, and automated feedback systems (on city web sites), among others — as
inputs to decisions about service levels and preferences, community priorities and organizational
performance.’

Good public participation practices can help governments be more accountable and responsive,
and can also improve the public’s perception of governmental performance and the value the
public receives from the government. Focusing on the service priorities would move the budget
process from one of applying cuts and adds to the current services budget, to a process that starts
with reviewing those citizens' priorities.> With inputs from the multi-year financial analysis
combined with economic and demographic factors, the resulting product would be a budget that
addresses the citizens' requirements and aligns the resources necessary to do so. It may, in fact,
produce avery different set of priorities showing how Alexandria's citizens and businesses
believe their tax dollars should be spent.

In some respects OMB is aready employing some of these tactics. Decisions based upon MFRI
determine resources available to departments based upon their abilities to effectively use those
resources. As the City has transitioned to MFRI, so too can it evolve from a current services base
upon which budget decisions are made, to a budget based upon what the citizen’ s priorities are,

I www.gfoa.org/downloads/PublicParticipationbudget.pdf, 2009.
2 www.transformgov.org/assets/0/72/1412 / 88b0f4af-8cea-4806-89a8-7e1875afc474.doc, 2009.




and what they will cost. The incentive hereisto produce the best results at a cost that the citizens
are willing to pay.

Although citizen priorities are critical, the City also needs to incorporate demographic and
economic factorsin devel oping the long range budgeting plan. The City may well be at the
beginning of several years of tremendous economic challenges that will have significant impact
upon the ability of the City to deliver the services required and/or desired by its citizens.
Evolving demographic factors such as aging, or citizens downsizing residences, or reducing
spending, could have impacts on what services our citizens' need, such as a greater dependence
not only on mass transit but utilizing various ways of transportation around the City.

These economic and demographic factors could well be magnified by the possibility of policy
changes at the federal level (such as health care and the effects of the stimulus package) which
could produce significant impacts on the City’ s budget and operations. These changes must be
factored in to planning for some time to come.

Budgeting for results and outcomes links strategic planning, long-range financial planning,
performance measures, budgeting and evaluation. It also links resources to objectives at the
beginning of the budgetary process, so that the primary focus is on outcomes rather than
organizational structure.® Budgeting for results and outcomes is consistent with the adoption of
MFRI, and takes the City into the next evolution of the budgeting process.

RECOMMENDATION

® BFAAC recommendsa continued review of the factorsused in MFRI and an
analysis of the experience to dateto continue to improvethe process. This
review should be supplemented by movement toward combining an enhanced
and revised City Council Strategic Plan, based on broad citizen input, and
detailed planning by programs and activities, over alonger time horizon, that
linksthe Strategic Plan, perfor mance measures, program evaluation effortsand
the annual budget process.

3 www.gfoa.org/downloads/budgetingforresults.pdf, 2009.




[I.  THE PROPOSED OPERATING BUDGET

A. Compensation

The City of Alexandriaisfacing its most severe budget challenge in more than 30 years. The
City Manager has called for a decrease in spending of 3.3%, or $17.8 million, below the FY
2009 Approved Budget. In order to accomplish these cuts, the Manager has proposed a
reduction in force of 121 positions (a net reduction of 91.6 FTES) and employee pay will be
frozen for one year. In addition, benefits for new employees will be reduced. The net effect of
these actions resultsin a 3.2% reduction in expenditures for total compensation to $243.4 million
from $251.6 million.

Aswas indicated in the FY 2009 BFAAC report, we are eager to see the results of the two
compensation studies by the City and outside consultants now underway. We understand that the
City Employee Project Advisory Team has worked collaboratively with management and the
Watson Wyatt consultants to review the City’s Compensation and Classification and pay system
processes since January of 2008, and that initial recommendations are now being reviewed. The
preliminary report includes a proposed revised Compensation Philosophy, a more detailed
example of a competency-based classification system, and several related recommendations.
BFAAC is encouraged by the direction these efforts are moving and encourages al participants
to develop appropriate market pricing of jobs to achieve the establishment of a system based on
pay-for-performance and market forces.

Whileit isimportant for all representative groups to be fully vested in the process, and to have
all of their concerns addressed, it is BFAAC’ s hope that the process will not take several yearsto
implement, asisindicated in the report. We all know that the next several yearswill be difficult
economically. Asthe chief cost driver, employee compensation and productivity will be central
to the City’ s ability to deliver needed servicesin an increasingly cost effective manner.
Implementation of the results as soon as possible will greatly enable the City to achieve that
objective.

RECOMMENDATIONS

® BFAAC commendsthe City’s Manager’swillingnessto make hard personnel
choices, including a salary freeze, and to employ MFRI for the value-added
delivery of services.

® BFAAC supportstheintent of the Compensation and Classification study now
moving towar d implementation and looks forward to seeing theresults, with
implementation as quickly as possible.

® BFAAC supportsthe concept of performance-based compensation and
encour agesthe City to continue to move toward implementing it.




B. Benefits

In prior years' reports, BFAAC has stressed the need for the City to exercise greater cost
containment of benefits. BFAAC is pleased that the City has moved in that direction in the
current budget proposal. BFAAC has also stated that it wishes the City to shift its position as a
leader on benefits compared to nearby regional jurisdictions and move to more emphasis on total
compensation. The studies regarding compensation should enable the City to properly address
that issue. The recently presented Watson Wyatt comparison reports on benefits reviews —
medical, dental, life insurance, paid sick leave, disability, vacation and holiday, defined
contribution, post-retirement medical, and post retirement life insurance plans. These reports
show Alexandria, in many categories, to be the leading jurisdiction with the four comparator
jurisdictions. The Watson Wyatt finding is inconsistent with the City’ s traditional compensation
philosophy of being neither the leader nor the laggard in terms of compensation. We repeat our
oft-stated recommendation that total compensation be viewed as the basis for decisions, and that
approach, rather than salary alone, be the basis for any and all subsequent benchmark reviews.

A staff committee has yet to react to the report. BFAAC hopes that both the benefits and salary
analysis produces an outcome that favors an emphasis on total compensation, and a
comparatively reduced reliance on benefits as the main employee attractor and retainer.

RECOMMENDATION

® BFAAC supportseffortsto reduce the emphasis on benefits, asis being proposed
thisyear in relation to new employees. BFAAC also believesin a “total
compensation” approach with an appropriate balance between salary and
benefits asthe meansto attract and retain competent employees.

C. Risk Management, Workers Compensation and Disability Retirement

In view of recent published reports of abuses of workers' compensation and disability benefitsin
nearby jurisdictions, BFAAC isreviewing the City’s programs involving risk management and
two measures relating to work-rel ated absences and disability: 1) amount of medical claims and
absence from work due to work-related injuries, and 2) partial or full-disability retirement pay.

Risk Management: Inlast year' sreport, BFAAC recommended a more aggressive and
proactive approach in managing risk. We have learned that the City has retained a new firm that
will handle Workers Comp and liability claims. It will also provide the City with significantly
improved information upon which better analysis of risks and trends will occur. In addition to the
retention of this firm, the City has embarked on severa programs targeting a better
understanding and reduction of risk, such as building inspections, creation of a city-wide safety
committee, and the establishment of departmental safety staffing.

Absence from Work: The Finance Office states that the major use of workers' compensation
for job injuriesis minimal, with few employees completely off work due to an at-work injury.
Highest usage is for payment of medical expenses, not time off work. In FY 2008, for example,
258 workers compensation claims were filed. Of that number, 210 were medical only, and 48
involved some loss of time from work.




Recently, Budget Memorandum # 45 addressed the workers' compensation issue, including
related costs and steps taken. It also makes recommendations for additional actionsto monitor
such incidents and create a culture of safety within the City workforce.

In February 2009, the new Citywide Executive Safety Committee met with representatives from
Risk Management, Fire, Police, Sheriff, Transportation and Environmenta Services (T&ES),
and Recreation. The purpose of the Committee is to share ideas to reduce on-the-job injuries, to
promote and support the work of departmental safety committees, and to improve
communication among those departments most at-risk for at-work injuries. BFAAC commends
the City for addressing the issues and creating such a committee.

Disability Retirement: The City covers disability retirement under two different plans. the
Prudential plan provides disability payments for fire and police employees; others by a plan
provided through the Virginia Retirement System.

Public safety employees under the current disability plan and a predecessor plan in force from
1979 through 2003, show the following number of individuals currently receiving benefits:

Number % of Salary

Total disability, service-related 6 70
Partial disability, service-related 44 66.67
Total disability, non-service-related 0 66.67
Partial disability, non-service-related 21 50

In addition there are 27 retired from a pre-1979 plan, but little data exists for those still collecting
benefits or their survivors collecting benefits. The Virginia Retirement System does not provide
the same access to data as does Prudential, so information about other City employees was not
available on short notice.

City staff involved in accounting for this function report the following information:
e Fire & Police disabilities outhumber al others combined, asis the pattern in most
jurisdictions;

e Most disabilitiesincurred by general service employees are from departments that entail
more physical labor in the trade and labor occupations, such as accidents and repetitive
use syndromes/injuries in departments such as Parks & Recreation, T& ES, and other
functions outside an office setting.

e Employees are allowed to work in less stressful positions or light duty positions while
receiving partial disability benefits.
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e ThereisaCost of Living Adjustment for those on Disability Retirement.

BFAAC does not have data on any individual case, nor what further work history, if any, exists
for those collecting full disability benefits. The numbers of individuals on full-time work-related
disability seems within reason when compared to the number of covered individuals. The Risk
Management Office makes periodic reports to City management and the Council that, in part,
provide information about disability retirements.

RECOMMENDATIONS

® BFAAC supportsand encouragesthe City to work with departmental managers
and the Executive Safety Committee to implement the City’s enhanced effortsto
improve safety, reducerisk and attempt to lower workers compensation claims
and costs.

® A system should be established to provide for monitoring the status and
employment history, if any, of those on full disability retirement.

® |nview of recent reportsin other jurisdictions of misuse of the disability
retirement option afforded public employees, the City should provide a more
transparent review of the disability retirement program. BFAAC also
recommendsthat a study be made of the efficacy of the current system for both
the City and affected employees.

D. Financial Forecasting

Last year, BFAAC introduced the concept of the City developing and employing multi-year
financial forecasting. With the City facing current and likely long-range effects of the economic
crisis, BFAAC strongly supports the adoption of this process. Multi-year financial forecasting
can, in effect, bridge the gap between the City’ s Strategic Plan and MFRI. We suggest taking the
priorities as outlined in the Strategic Plan as well as emerging local economic and demographic
factors as part of financial forecastsfor at least five years forward. Thiswould provide the City
with consistent evaluation criteriato monitor changesin the City's financial condition and
demonstrate the impact of decisions among competing priorities. It would also insure that
resources are available and devoted to addressing the citizens' prioritized needs.

The addition of multi-year financial forecasting combined with budgeting for results and
outcomes will address the citizens' priority list of services, and the long-range ability of the City
to fund those services. This approach then can guide OMB as to what level of funding is needed
in the departments to effectively provide those prioritized services. Instituting multi-year
financia planning significantly aids the City in determining what the future will look likein
relation to the resources needed to support the services. It will also aid the City in determining
what policies should be established and pursued.
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The Government Finance Officers Association (GFOA), a supporter and advocator of this
approach to budgeting, surveyed municipalities that incorporate multi-year financial planning
and found that such an approach:

Reduces staff time devoted to budget development

e Improveslong-range and strategic planning

e Encourages a more policy-oriented budget process

e Strengthens performance management

e Reduces costs associated with printing an annual budget document.*

One model gaining acceptance isafive-year plan which involves two- and three- year
components. Five years are projected on a program and activity basis, with the first two years
balanced. Revenues for the remaining three years are still prepared at the line item level;
however, a city can summarize projected expenses at the personnel, operating and capital level.
The city does not attempt to balance these three future years. Staff can then formulate action
plans to identify future gapsin revenues and expenses in the final three years of the budget. Staff
can also identify any specific revenue or expense options necessary to close the gaps.

The most important part of multi-year financial planning/budgeting isthat acity is addressing
long term problems in the present, years before they occur. This gives a city adequate time to
prepare for problems and refine decisions to ease financial pressures. A city no longer considers
long-range decisions in the scope of asingle year. Instead, a city deals with problems proactively
rather than reactively. Therefore, long-range financial pressures no longer catch city
administrations off guard. Forecasting of major revenue and expense items allows a city to
predict the impacts (both short and long term) of current and proposed policies. The ability to
predict impacts allows it to plan for those events

The long range budget/forecast additionally offers the opportunity for more citizen comment and
dialogue on what the community wants to accomplish with its financial resources, a significant
goal of acommunity oriented government.

RECOMMENDATION

® The City should further examine the possibility of moving toward a 5-year
financial forecasting approach tying the significant positive changesin recent
year s of budgeting by programs and activities, MRFI, to longer term financial
planning.

4 www.allbusiness.com/accounting/budget/236463-1.html, 2009.
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E. Targeted Residential Real Estate Tax Relief

The City has offered need-based residential real estate tax relief to seniors and disabled persons
since 1963 (the Elderly and Disabled Tax Relief Program) and to low and moderate income
homeowners since 2004 (the Affordable Home Ownership Preservation Grant Program or
AHOP). Both programs grew significantly in 2004-2007, years of marked increasesin real
estate assessments. BFAAC observed in our report on the FY 2008 budget that these programs
could continue to grow in cost and eventually become unsustainable; we called for an evaluation
of the programs for efficacy and alignment with the Council’ s strategic goals. Last year, the City
decided to curtail the AHOP program by lowering the income eligibility threshold and by closing
the program to new participants, based on the fact that home assessments had dropped and on
certain assumptions about a declining target population.”> The AHOP program accordingly will
wind down in the next few years. For FY 2010, $300,000 is set aside in the budget for AHOP,
and the City plansto discontinue the program in FY 2011. The tax relief program for the elderly
and disabled will be continued for FY 2010 at approximately the same level as recent years, with
$3.4 million set aside in the budget.

We take no position on the decision to phase out the AHOP program in circumstances of the
current economic downturn where assessments have continued to drop and City expenditures
must be cut for budget reasons. However, we think that the City’ s decision with respect to
AHOP should be more transparent to the community and notice clearly given that the program
will gradually come to aclose. We aso recommend that a fresh assessment be made in 1-3 years
whether there is a need to reactivate the program.

RECOMMENDATION

® Asthe City intendsto “wind down” AHOP, BFAAC believesit needsto make
this process more transparent and further recommendsthat AHOP be
reevaluated within 3 yearsto seeif reactivation is needed.

F. Open Space Maintenance

The City recognizes the enhancement of open space as avital element of itsvision for a beautiful
city, as evidenced by its strategic goal to respect, protect and enhance the natural environment.
Specifically, the Strategic Plan identifies severa objectives of this goal, including increasing the
amount of open space acreage per resident and protecting and expanding the City’s overall tree
coverage. However, the Plan also noted inadequate maintenance of the City’ s open space and
specifically, the health of City trees — key components of the City’s goal to respect, protect and
enhance the environment.

Appreciating the expected economic challenges ahead, BFAAC urged Council to give greater
weight to the annual costs of maintaining open space in its fiscal analysis when purchasing
properties. We are pleased with the City’ s response that cost estimates are prepared in the
consideration of open space acquisitions and we appreciate the efforts staff put forth to improve

5 Budget Memorandum #34, Six-Year Summary of Real Estate Tax Relief Programs Offered by the City of Alexandria, March 14,
2008.
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the quality and accuracy of budget impact estimates. Continuing to improve this budget analysis
will facilitate atransition to long-term financial forecasting.

BFAAC has previously supported exploration of more cost-effective methods of maintaining
open space. Currently, the City administers a program that reimburses civic organizations for
maintaining open space, but has indicated that complete funding of this reimbursement program
will be unlikely given the current fiscal situation. Given that the Department of Recreation, Parks
and Cultural Activities has lowered standards concerning maintenance schedules from 100% on-
time completion in FY 2009 (up from 92% in FY 2008) to only a proposed 85% on time
completion, BFAAC again asks that the City review the plans of civic organizations to perform
open space maintenance functions and determine if more cost-effective methods exist that would
require reengineering, not expansion, of the existing program. An aternative could be
transitioning to a volunteer-based program, similar to Arlington County’ sinvasive plant removal
program, which has proposed a significant volunteer-to-staff ratio increase for FY 2010.

RECOMMENDATIONS

® (City staff should continue effortsto prepare maintenance cost estimates when
open space acquisition isunder consideration.

® \Weunderstand that RPCA uses non-City fundsto reimbur se civic or ganizations.
Nevertheless, BFAAC urgesthe City to review therelationship, possibly
reengineering the process or seeking alter native solutions that would provide for
adequate open space maintenancein a constricted budget environment.

G. ACPS

In our report on the Proposed FY 2009 Budget, we commented that the Alexandria City Public
School System (ACPS) was seeing the fiscal effects of providing services to students who may
have emigrated from Prince William County. We urged ACPS and City staff to monitor the pupil
attendance figures on amonthly basis, and discuss the issue at ACPS/City budget meetings.

BFAAC is pleased to note that the ACPS tracks pupil population data on a monthly basis, and
provides those reports to City Staff, and has posted the information on its web site.

Should the economy not rebound by the middle of 2010, as Federal Reserve Chairman Bernanke
has stated it might, BFAAC believesthat ACPS likely will see afurther increase in student
population — although it is impossible to predict how many children will enter the system. It is
likewise impossible to estimate the increased coststo ACPS in the 2011 Fiscal Year. BFAAC
recommends that ACPS closely monitor the situation. We al so suggest that the City Manager and
Council plan for and anticipate that ACPS may require additional funding in the FY 2011
budget.

Above and beyond the potential population increases outlined above, we are advised that ACPS
anticipates nearly 1,400 new students by FY 2015, due to changing City demographics. ACPS
has been working with Planning & Zoning staff, as well as with the Census Bureau, to refine its
method of predicting future population trends.
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BFAAC recommends that ACPS closely monitor the situation. Through judicious use of
available funding, ACPS has been able to manage the combination of enrollment growth and
reduced funding for FY 2010, while still maintaining current programming and class size.
However, continued enrollment growth coupled with constrained revenues could be challenging
for ACPS to sustain over amulti-year period.

RECOMMENDATION

® ACPSand City staff should continueto closely monitor student populations
throughout the system, paying particular attention to the demographic trends
that may impact the school population.

H. Take-Home Vehicles

In an ongoing effort to promote transparency in government and apply the principles of MFRI,
the City authorized a study of its fleet management policy, which was delivered by the Matrix
Consulting Group in December 2007. At the time of the study, Alexandria had 188 take-home
vehicles, despite Administrative Regulation 7-3 limiting that number to 58. The Police
Department accounted for 152 of these vehicles; 93 of these vehicles were taken out of the City.
As an immediate response, the City Manager revised Administrative Regulation 7-3, effectively
increasing total allowable take-home vehiclesto 195. In our FY 2009 report, BFAAC
recommended that the City should review the fleet take-home policies of surrounding
jurisdictions, apply an MFRI approach to the take-home policy set forth in Administrative
Regulation 7-3 and consider revising Administrative Regulation 7-3 to reflect the
recommendations provided by the Matrix study.

BFAAC applauds the Chief of Police for taking swift and responsible action to address the
immediate conflict between the City’ s fleet take-home policy and the Matrix study’s
recommendations. In these hard economic times, the Chief convened an intra-agency committee
to review the policy and recommend revisions — an action that promoted ownership and
accountability for this politically charged benefit. The committee recommended reducing the
number of the Police Department’ s take-home vehicles to 89. This represented a reduction of 63
vehicles, some of which were vehicles kept within the City limits.

Two barriers existed to this recommendation: 1) the City of Alexandria continued to be served
when police take-home vehicles remained within the jurisdiction; 2) there was insufficient
parking for the rescinded vehicles. After obtaining 25 additional parking spaces, the Chief
ultimately reduced the number of out-of-city take-home vehicles from 93 to 62, retaining
vehicles taken home within the City limits and for staff who met the more narrow eligibility
requirements recommended by the Matrix study. Due to prior arrangements between the
Commanders Association and the previous City Manager, five the 31 rescinded vehicles were
restored, resulting in anet decrease in take-home vehicles of 26 vehicles, or 28%.

Aswe noted last year, BFAAC would like to see Administrative Regulation 7-3 revised to be
consistent with an MFRI approach. The City Manager’ s justification for increasing the maximum
allowable take-home vehiclesis unclear. It appears that the approach utilized by the Police
Department is consistent with MFRI, and this approach resulted in a 28% reduction in take-home
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vehicles. Therefore, BFAAC recommends that the City revisit Administrative Regulation 7-3 to
determine if the policy is consistent with both MFRI and the recommendations of the Matrix
study.

Further, BFAAC has yet to see comparison of Alexandria s fleet management and take-home
vehicle policies to our surrounding jurisdictions. We understand that OMB is preparing such an
analysis. A Washington Post article in June 2008, addressed this controversial issue in Fairfax
County.® The article noted a stark difference in percentages of Fairfax County Police
Department vehicles taken home outside the jurisdiction in comparison to the neighboring
Montgomery and Prince George's Counties. Similarly sized, these jurisdictions allow 10% and
3%, respectively, to cross the county line, whereas Fairfax County officials acknowledged that
most vehicles leave their county. Aswe noted in our FY 2009 report, it is unfortunate that the
Matrix study did not provide the City with comparison data with respect to Arlington County’s
take-home vehicle policy and statistics. We understand that the City has recently completed such
a comparison and that the City continues to examine our policy to determineif itisin line with
comparable jurisdictions.

Additionally, the article lists employee incentive among the reasons provided to continue
offering take-home vehicles to Police Department staff. As the City moves towards greater
emphasis on total compensation, BFAAC urges the City to evaluate the impact of take-home
vehicles and determine how the benefit should be calculated in atotal compensation package.

RECOMMENDATIONS

® BFAAC commendsthe City Manager for taking prompt and necessary action to
ensurethe City isin compliance with regulations concer ning take-home vehicles.
In light of the recent changes made by the Police Department with regard to
take-home vehicles, BFAAC recommendsthat the City reevaluate the take-home
vehiclelimitations set by Administrative Regulation 7-3, to ensur e consistency
with MFRI and the recommendations set forth in the Matrix study.

® BFAAC commendsthe Chief of Police for taking prompt and appropriate action
consistent with MFRI to address the discrepancy between the Department’s
take-home vehicle policy and the Matrix study recommendations.

® The City should review the take-home policies of Alexandria’ssurrounding
jurisdictions and consider the provision of take-home vehicles as part of atotal
compensation package.

¢ Tom Jackman, “Officers’ Free Rides Questioned in Fairfax,” Washington Post, June 18, 2008.
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1. THE PROPOSED CAPITAL IMPROVEMENT PROGRAM

A. Overview

The FY 2010 budget summary indicates that "the community's appetite for capital investment
continuesto grow." The CIP for FY 2010-2015 proposes $403 million in capital investments
over asix year period. Asthe community’s appetite for capital investment has grown, so has the
challenge of funding that investment. The FY 2008-2013 approved CIP identified $85.3 million
for projects more than the City could afford without increasing taxes or incurring greater debt.
Comparatively, the shortfall was $61.3 million in the FY 2009 to FY 2014 approved CIP cycle.
For the FY 2010 to 2015 proposed CIP, the gap between requested capital expenditures and the
City funding capacity has grown to $ 127.5 million. While greater debt may appear to be an
attractive alternative in the current economic environment, over the long term, the greater the
debt load, the greater the debt service. Significant increases in debt service in the out-years
would reduce the City's ability to fund the operating budget.

To meet these growing challenges, the CIP section focuses on further re-fining the CIP,
especially the priority ranking process. This section will address the role of cash capital in the
capital planning process and will include a discussion of the potential impact of the American
Recovery and Reinvestment Act (Federal Stimulus Package) on the City's CIP.

B. CIP Prioritization and Development

The FY 2010- FY 2015 CIP includes more fully developed spending plansfor al six years. The
City manager followed—to some degree—a framework for assessing proposed capital projects
as recommended by BFAAC last year. The development of the FY 2010-2015 CIP was relatively
similar to the process used the last few years:

City departments developed capital project requests for six years:

e Therequests were divided into projects that maintain facilities and infrastructure at
current levels and those that improve upon the size or capabilities of those functions;

e The projects were grouped together into six "maintain” categories and "five" improve
categories. (Pages 2-6 and 2-7 of the FY 2010- FY 2015 proposed CIP address the
categorization and prioritization process fully.)

e The Department's ranked their submission within the "maintain” and "improve" project
lists;

e A CIP Steering Committee produced an overall ranking of project groups for FY 2010
and FY 2011. All projects within a group are considered of equal priority. The FY 2012 -
FY 2015 projects were not priority ranked individually.

Despite these improvements, the FY 2010-2015 CIP, in our judgment does not yet present the
budget at the desired level of clarity. Some members of the City Council have pointed out that
prioritization of all projectsis critical; that more justification for each project listed is necessary;
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that the CIP proposals should better reflect financial realities and that the CIP needs to clearly
outline what will be funded, what can be done and what falls outside of the City's funding

capability.

This method ranks a project's priority in large chunks: Maintain Group 1; Improvement Group 2.
Thistype of ranking engenders many questions as Budget Memo 13, “ CIP Projects Immediately
Above and Below Proposed Funding Line,” points out.

Council's various working sessions on the CIP indicate that the CIP as currently structured may
present "difficulties with managing expectations.” Projects appear in the CIP that are not likely
to be funded for years, if at all. It isdifficult to fully identify the realistic funding capabilities of
the CIP over the six year period. All projects by the Departments seem to be included—and
which isfrequently referred to as "awish list." As currently presented, the CIP givesthe
impression to the community that a particular project isincluded when in several casesthereis
no money for the project. (There are examples where project design dollars may be identified in
one year but there is no realistic possibility that the project will be fully funded in the near
future.)

As noted in previous reports, BFAAC strongly supports a CIP prioritization process as the major
means for ensuring a strong relationship between the City’ s Strategic Plan, the MFRI, and
planned CIP expenditures, and commends the City Manager and City staff for putting aformal
process in place starting with the development of the FY 2009-FY 2014 CIP budget. In last

year’ s report we recommended that the City adopt a structured business case approach (including
estimates of full lifecycle costs; analysis of two to four alternatives; and defined project
dependencies and risks) for all new CIP projects and stand by this recommendation as a
management best practice. We recognize, however, that the City’s challenging fiscal situation
has resulted in project start delays, making the structured business case approach we have
proposed less relevant.

Even with the FY 2010 — FY 2015 CIP budget’ s emphasis on facilities/infrastructure
maintenance and improvement (vs. new project starts), BFAAC recommends that a more
rigorous prioritization process be adopted to aid Council in making challenging resource
decisions. In particular, we urge the CIP Steering Committee to require managing departments
to provide justifications for each proposed mai ntenance/improvement project that include detall
on what (real or opportunity) costs the City will incur as result of maintenance/improvement
deferral aswell as any cross-project impacts of which the Committee, and by extension the City
Manager and Council, should be aware. Based on this cost/benefit analysis, the Committee
should rank projectsindividually rather than using the project “group” approach, which we
believe falls short of providing adequate guidance to the City Manager and Council and risks
leaving projects on the list which have no reasonable chance of being funded in the short-to-
medium term.

RECOMMENDATIONS

® Werecommend that the CIP clearly identify and rank all projects; that there be
alist of projectsthat will clearly be funded and a separate list of projectsthat
may have been considered but did not make the cut.
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® \Werecommend that the CIP Steering Committeerequire managing
departmentsto provide a cost/benefit justification for each CIP
maintenance/improvement project, and use these justificationsto rank projects
individually rather than by project groups.

C. Cash Capital

There is aways something of a balance that BFAAC hopes the City achieves when it comesto
the relationship in the CIP between cash capital contributions and debt. Historically, we have
chosen to address this issue as an equitable one-how much of any given project should be paid
by existing taxpayers and how much should be paid by future taxpayers given that capital
projects, by definition, are designed to benefit the City long term? In our 2005 report to Council,
for example, BFAAC noted the increasing size and significance that cash capital contributions
had made to the expanding CIP and that such contributions had remained high for a number of
years. We then observed that cash capital contributions "may have reached the point where
today’ s taxpayers are paying more than their fair share for projects that will also be enjoyed by
future residents.” We thus recommended that Council reduce the planned cash capital
contribution and "spread the burden out more equitably to future generations of Alexandrians."”

In past years, BFAAC has simply looked at the City Manager’ s proposed cash capital
contribution(s) in relation to the amount of debt projected in the CIP and made a judgment call
about whether the burden seemed more weighted toward current or future taxpayers.
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Back in FY 2005, when it was BFAAC' s judgment that cash capital contributions had been too
high, the contribution was $21,132,339. For FY 2006, BFAAC recommended cash capital be
reduced when the contribution was $18,859,735. Those may well have been too high, but no one
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can argue that this year’s $700,000 contribution is equitably weighted between current and future
taxpayers. In fact, when looked at as a percentage of the City’ stotal contribution to the CIP, you
can see how significantly cash capital has declined.

Cash Capital as a % of Total CIP Funding
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BFAAC ismindful of the many City capital needs as well as the favorable environment that
currently exists for debt financing. We are also acutely aware of the City’ s revenue situation and
the challenges inherent in making a significant contribution to cash capital. To the extent
possible going forward, BFAAC recommends that Council considers the equities between
current and future taxpayers that are inherent in funding the CIP budget.

RECOMMENDATIONS

® The City should develop a cash capital policy similar to the oneit has
successfully utilized with respect to debt policy.

® \When considering cash capital contributionsto the CIP, Council should consider
the equities between current and futur e taxpayersthat areinherent in funding
the CIP budget.
D. Stimulus Spending

On February 17, 2009, President Obama signed H.R. 1, “The American Recovery and
Reinvestment Act of 2009.” The Act is intended:

e To preserve and create jobs and promote economic recovery.

e Toassist those most impacted by the recession.
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e To provide investments needed to increase economic efficiency by spurring technological
advances in science and health.

e Toinvest in transportation, environmental protection, and other infrastructure that will
provide long-term economic benefits.

e To stabilize State and local government budgets, in order to minimize and avoid
reductions in essential services and counterproductive state and local tax increases.

The Act provides $789 billion spread over three broad categories: tax cuts ($288 billion); state
and local fiscal relief, with the vast mgjority of funding targeted for Medicaid and education
($144 billion); and federal social programs and spending programs ($357 billion).

From Alexandria s perspective, the funds provided by the Act will be expended through the
traditional channels used by the Federal government to provide assistance to the state and local
level: block grants, formula grants, categorical grants, and contracts. It should also be noted that
not all program funds provided by the Act will be distributed to state and local governments.
Some of the funding will be provided to the private sector through the federal procurement
process.

Currently, the Commonwealth of Virginia estimates that its apportionment of ARRA funding
will be approximately $4.8 billion alocated across the following aress:

Health and Human Services $1,833 million
Education $1,548 million
Transportation $811 million
Commerce and Trade $309 million
Finance $218 million
Natural Resources $81 million
Public Safety $47 million

These funds enable the Commonwealth to temporarily avoid draconian cuts in education and
human services that otherwise might be the consequence of falling state revenue. The funds also
provide an unprecedented opportunity for the Commonwealth, and by extension the City of
Alexandria, to make investments in infrastructure that will be the foundation of our economic
future.

To ensure that this historic opportunity was open to the greatest number of stakeholders,
Governor Kaine implemented an open and structured process to determine where these
investments are best made across the State. Through the web site www.stimulus.virginia.gov ,
the Commonwealth solicited suggestions for potential project that might benefit from federal
stimulus funds. From February 10, 2009 through March 6, 2009, citizens, localities and other
groups submitted 9,160 project ideas. Of those project ideas, 195 ideas pertained to possible uses
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of stimulus funding in Alexandria. Project ideas were submitted from awide variety of
sources—el ected officials, City department heads, non-profit organizations, and citizens.

These project ideas have been screened by the Governor’s Stimulus Working Group and are
currently being reviewed and evaluated by the Governor’ s cabinet. The members of the cabinet
will ultimately recommend which projects merit stimulus funding. As the Governor makes his
decisions, detailed information on these projects will be made available to the public.

RECOMMENDATIONS

® Thetiming asto receipt of stimulusfunding by whatever method isuncertain;
therefor e the Council should not rely on the availability of stimulusfunding to
make budgetary decisionsfor the FY 2010-2015 CIP.

® Consistent with state and federal regulation, stimulus funding should first be
applied to projects scheduled for FY 2010 and FY 2011, the next priority should
be programs funded in the out-year sthat can be accelerated, thus potentially
reducing cash capital and debt loads.

® Any new starts made possible by stimulus funding should be subjected to the
rigorous process recommended by BFAAC with respect to project prioritization.
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V. REVENUESAND OUTLOOK

A. Tax Burden Issues

BFAAC has been tracking the percentage of per capitaincome that goesto pay the residential
real property tax for several years. This measure may be an indication of taxpayers ability to
pay. We have observed that on average, Alexandrians have typically paid less than 2.0% of their
income for thistax; we have cautioned against setting rates that would result in tax/personal
income ratios above historic ranges. As shown in the chart below, after declining in the 1990s
when personal income outpaced appreciation in property values, the ratio began asteep risein
2001, reflecting a strongly appreciating real estate market relative to personal income. Theratio
has leveled off in the last four years, with amore constant ratio that is expected to hold into the
current year, at slightly more than 2.0%. This measure should continue to be monitored,
particularly in the current economic environment where personal income may be declining.

FY 2010 Proposed Budget page 7-7.
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RECOMMENDATIONS

® The percentage of per capitaincome that goesto pay theresidential real
property tax should continue to be monitored and Council should be especially
cautious, particularly in the current economic environment, in setting tax rates
that that would result in ratios significantly above historic ranges.

7 This chart includes multi-family rental properties, as well as single family, under the assumption that most landlords pass along
property taxes to tenants in the form of higher rents.
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® |f real estate values continueto fall as projected, thisindicator may prove
helpful in setting the tax ratein future yearsinasmuch asit isan indication of
the taxpayers' ability to pay.

B. Debt Burden Issues

Last year, this Committee registered its concern about the growing portion of City expenditures
represented by debt service payments. Since 2000, when debt service payments were 2.25% of
government expenditures, the percentage was expected to grow to more than 6.0% in the out
years. Thisyear, as shown in the City Manager’s FY 2010 Proposed Budget (p. 20-25), the
percentage of debt service is expected to grow to 6.59% in FY 2015. The chart below shows that
the level of debt service as a percent of government expendituresis below the debt policy
guideline target for this factor (8.0%) and well below the debt policy guideline limit (10.0%).
Nevertheless, we reiterate our concerns about the growing amount of expenditures that must be
devoted to debt service payments. These payments will begin to crowd out funds available for
City operations, and the City Manager has so noted in the Proposed Budget pages 20-22 and 20-
25.
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An analysis of debt under the other two debt policy guideline measures shows some reason for
concern aswell. Although neither measure approaches the limit, both exceed the target
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established by the guidelines for debt as a percent of personal income (3.25% target; 4.5% limit)®
and debt as a percent of real property assessed value (1.1% target; 1.6% limit). These
relationships are shown in the following charts from the Proposed Budget (p. 20-23 and 20-24):

Debt as Percent of Personal Income
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8 In accord with recommendations of this Committee, this guideline was recalibrated last year by raising the target and limit from
2.25% and 3.25% respectively. See Memorandum from James K. Hartmann, City Manager, Modification to the City’s Debt
Related Financial Policies: Debt Per Capita as a Percent of Per Capita Income, June 18, 2008.
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Debt Service as Percent of General Government Expenditures
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The City Manager has advised that this level of debt will not have an adverse effect on the City’s
double triple-A bond rating. Nevertheless, we raise anote of caution against borrowing in
excess of the targets, given the effect that increasing debt service has on operating budgets in
future years. At the same time, we understand that the City may wish to take advantage of
favorable conditions for further borrowing (meaning that market interest rates would be lower
for highly-rated bonds in this economic climate) to finance the police headquarters facility and
other capital projects and has taken stepsto issue a new round of borrowing.

BFAAC observes that asreflected in the proposed FY 2010 budget, the CIP debt as a percent of
real property value is expected to hold approximately flat while debt as a percentage of personal
income is expected to reverse its upward climb. Moreover, debt service as a percentage of
general government expenditures remains below the target rate but isincreasing.

RECOMMENDATIONS

® BFAAC believesthat the established debt policy guidelines have served as an
important tool for fiscal discipline. We strongly support effortsto remain within
all of the guidelines.

® Any additional borrowing should be analyzed against the debt policy guidelines
and with consideration of the effect that increasing debt service payments will
have on future operating budgets.
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® Borrowing in excess of thetargets should be temporary and undertaken only
with the most car eful deliberation, and only in circumstances wher e the projects
to be funded are essential under the strategic goals and result in significant long-
term benefitsto the City, or represent the City’ commitment to fulfill a prior
obligation, (e.g., Metro).

C. Revenue Diversification

BFAAC remains concerned about the City’ s continued heavy reliance on the uncertain, and
recently declining, residential real estate tax revenue.” The proposed FY 2010 budget projects
that nearly 56% of the anticipated revenues relies upon real estate assessments, 31.2% of which
is dependent upon residential property. In fact, if you remove commercial multi-family rental
from the commercial classification and include it with residential,*° the residential accounts for
69% of the real estate tax base. Notwithstanding the fact that expansion of the commercial tax
base will ease the burden on residential owners, Council should be cognizant of the anticipated
reduction of commercial real estate assessmentsin CY 2010 and beyond. The recent contraction
of credit markets, increasing capitalization rates, lower rental rates and increased vacancies will
result in declining commercial real estate assessments and revenues.™

(1) Economic Development

In recent years, BFAAC has stressed the importance of economic development in maintaining a
sustainable and predictable revenue source, repeatedly noting that revenue diversification
reduces the real estate tax burden on homeowners.*? The Proposed FY 2010 Budget provides
$3.2 million for economic development activities, a 5.9% reduction over the FY 2009 approved
budget. While BFAAC recognizes progress in some respects, we remain concerned that the City
does not fully appreciate the urgency in implementing a comprehensive and coordinated
approach toward making the recommendations of the Mayor’s Economic Sustainability Work
Group aredlity:

Landmark Mall

Redevelopment of this site should be one of the City’ s highest priorities. Landmark Mall has
been characterized as the single most significant land use activity in the City’s West End.*®
However, the real estate assessment for Landmark Mall has plummeted in recent years. The
property is currently appraised at $85,279,276 which is 42% of the CY 1991 assessed value.*
Landmark Mall’ s reduction in value continues to cost the City valuable revenue. The City's other
28 shopping centers continue to perform well with high occupancy levels and stable operating

9 In CY 2009 residential property decreased 4.39% ($883.7 million) While this was somewhat offset by a 1.24% increase in
commercial real estate assessments, the net reduction of 2.06% in the overall real property tax base was the first drop in the total
tax base since CY 1994. Budget Memo #2, February 10, 2009.

10 BEAAC notes that the City already has this capacity as a result of last year’s adoption of the commercial add-on capability.

11 Budget Memo #2, February 10, 2009.

12 Qur FY 2008 BFAAC Report contains an extensive history of the City’s economic sustainability initiatives.

13 Technical Assistance Panel Report, ULI Washington, September 29-30, 2004.

14 By way of comparison, T.C. Williams High School is appraised at $134.5 million.
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positions.™ In addition to the lost real estate tax revenue, the City is also losing tax revenues
from gross receipt sales, business licensing, and meals tax. OMB advises that these |ost tax
revenues are immeasurable at this time. Moreover, the pending redevel opment of Springfield
Mall and the success of the Shirlington mixed use devel opment pose a significant competitive
threat to Landmark.

While we are not unmindful of the fact that current economic conditions are likely to delay
redevel opment, we urge the City to continue to take an active role in seeking out a financially
capable devel oper to proceed expeditiously.*® While financing may be an issue, the lower cost
of labor and materials make this an opportune time to make the redevelopment areality. We also
commend the City’ s adoption of aflexible design guideline to help promote redevelopment at the
appropriate time.*’

AEDP

In FY 2009 pending AEDP reorganization, Council set aside $125,000 of funding in its
contingent reserves, of which $63,000 was subsequently allocated in October 2008. In the
interim, AEDP has reconstituted its Board of Directors,*® established performance measures and
completed a detailed strategic plan.’®* BFAAC now believes that AEDP has taken steps to
assume an important role in the City’ s economic sustainability initiatives. Thisis particularly
significant in light of the commercial competition Alexandria faces from surrounding
jurisdictions.?

ACVA

BFAAC observes that ACVA has also undergone some organizationa changes including the
hiring of a new Executive Director and the devel opment of a new marketing plan. Significant
changesin their media buying strategies, a new high tech website presence, and the adoption of a
number of performance measures has been accomplished. While it may be too early to analyze
the impact of these changes, their work plays a significant role in the City’ s implementation of

an overall economic development plan.

SBDC

Although 37% of the SBDC proposed budget is non-City funding, the proposed 5% reduction in
the City’s contribution for FY 2010 poses a significant impact on the SBDC'’ s ability to provide
assistance for local business owners at atime when small businesses particularly need their

15 Budget Memo #2, February 10, 2009.

16 General Growth Properties, current owner of much of the Mall property, is still trying to negotiate extensions on its bond debt
payments and has advised creditors that it will seek bankruptcy court protection if it cannot get additional time. Washington
Post, A-14 (March 31, 2009).

17 The plan envisions a lively, walkable mixed-use town center incorporating retail, residential, office and hotel development with a
number of urban parks and plazas. Landmark/Van Dorn Master Plan Amendment (February 21, 2009).

18 The current Board of Directors (effective October, 2008) includes a number of local business owners as well as persons with
expertise in finance, business development and a Mayor’s designee. Two City Council slots have been eliminated.

19 Further complicating AEDP’s efforts, the newly hired CEO resigned last fall and the search for a new CEO is pending.

20 AEDP reports that several trade associations and at least one of our prized technology businesses are being lured away. Budget
Public Hearing Testimony of AEDP Board Member Chuck Collins, (March 11, 2009).
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expertise and assistance.?* Although SBDC has an established system of performance measures
through its annual business survey, a more detailed approach isrequired if it isto maintain a
significant role in the City’ s economic development initiatives.

King Street Retalil

In FY 2005, the City received the report of the King Street Retail Study. Notwithstanding receipt
of the report in 2005, and the creation of an implementation schedule, the bulk of the
recommendations have not been addressed.? A new study is underway and preliminary findings
and recommendations were publicly introduced on March 19, 2009. BFAAC urges the City to
complete the study as expeditiously as possible and to consider the economic impacts of prompt
implementation.

Federal Economic Stimulus

BFAAC commends the City for its conspicuous absence of any reliance on the American
Recovery and Reinvestment Act to backfill its proposed budget. Nevertheless, we urge the City
to be prepared in the event that funding opportunities arise, by evaluating and prioritizing the
estimated $340 million projects set forth in its March 17, 2009 submission.*® We also recognize
the City for itsforesight in establishing the Council Stimulus Subcommittee and its use of the
City website to transparently communicate the projects under consideration.

Economic Sustainability Recommendation Implementation

In our FY 2009 Report to Council, BFAAC noted the progress of implementation in certain
respects, but registered our concern over the slow, and in some instances absence of, progressin
implementing many of the recommendations of the Mayor’s Economic Sustainability Work
Group. While we recognize that “ Economic Sustainability” requires along-term effort and may
not be immediately achievable, a concerted, collaborative and immediate effort is required.®

While we are cognizant of the recent hire of the Assistant City Manger for Management
Improvement and hisrolein “...overseeing the implementation of many of the...”
recommendations of Work Group,* we also recognize that the position requires a number of
other responsibilities. Notwithstanding the reorganization of AEDP and its progressin
conjunction with ACVA, SBDC and other economic development entities, thereis still no
coordinated economic development planning, policy guidance and oversight.

21 SBDC data indicates that the adverse impacts will affect 60 or more business owners as a result of the 243 annual hours reduction
of their independent business consultant. FY 2010 Proposed Budget, p.16-30.

22 While the outdoor pilot dining program, retail storefront guidelines, undergrounding utilities, trolley and valet parking
procedures have been commenced, completed or in progress, the bulk of the recommendations have not been addressed.

2 Memorandum from City Manager James K. Hartman, March 17, 2009.

2 Status Reports on the Implementation of Economic Sustainability Recommendations were issued in October, 2008 and March 1,
2009.

% Memorandum from City Manager James K. Hartman, January 14, 2009.
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RECOMMENDATIONS

It isimperativethat the City increaseits effortsto identify a financially capable
developer to proceed expeditiously with the redevelopment of Landmark so that,
at such time asredevelopment of Landmark becomesviable, the City has
positioned itself well to attract the desired development asaresult of the City’s
adoption of the flexible design guidelines.

BFAAC commends AEDP, ACVA and SBDC for their progressin the adoption
of performance measures, and we ur ge the City to be proactivein assisting all
economic development entitiesin the establishment of appropriate indicatorsto
assist in the measurement and evaluation of economic development benchmarks.

BFAAC urgesthe City to make implementation of the Economic Sustainability
Work Group a priority with increased focus and resour ces for the necessary
planning, policy guidance, oversight and control of City spending on economic
development activities.

I mplementation of the economic sustainability recommendationsrequires, asa
priority, the assignment of a qualified City employee economic development
professional to coor dinate economic development planning, policy guidance and
oversight

The City should ensurethat regularly scheduled/periodic status reports covering
the progress of implementation of the economic sustainability recommendations
are produced to provide progress accountability and transparency.

The City should take immediate stepsto identify and prioritizethe desired
projectsthat may be undertaken pursuant to the economic stimulus legislation.

(2) Revenue Options

The City Manager hasidentified a number of taxation/revenue aternatives for Council’s
consideration along with the statutory authority and a description of the extent to which the City
has the ability to increase the rates.”® While BFAAC has commented on a number of these
alternativesin prior reports, current economic conditions warrant additional consideration:

Commercial Real Estate Add-On Tax

In our FY 2008 Report on the City Managers Proposed Budget BFAAC observed that the
commercia add-on tax afforded the City an opportunity and was worthy of consideration asit
continued to analyze its transportation needs. In the proposed FY 2009 council advertised a

26 Budget Memo #23, March 16, 2009.
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maximum add-on rate of $0.02%" but in the context of the developing economic downturn, set the
rate at O in the adoption of the FY 2009 budget. While noting that each $.01 would raise about
$1.0 million annually for transportation needs, the City Manager did not recommend the
adoption of an add-on tax in the proposed FY 2010 Budget. BFAAC continues to believe that
this option should be maintained and be available as Council deems appropriate.

BPOL

The City of Alexandria (asdo al Virginialocalities) levies a business professional occupational
license tax (BPOL) on the gross receipts of persons, firms, corporations, or partnership engaging
in business within the City.”® The following chart illustrates the current rates for the Business,
Personal and Repair Service tax rates expressed as rate per $100 of gross receipts:

BPOL Tax Rates by Jurisdiction
(Rate per $100)

Alexandria Arlington Fairfax County | Loudon County | Prince William
County County
$0.35 $0.35 $0.19 $0.17 $0.21

While BFAAC observes that the City has generally been competitive with our neighboring
jurisdictions in setting the real estate tax rates, the marked difference in the BPOL rates with
Fairfax, Loudon and Prince William counties warrants review and re-evaluation. BFAAC
remains committed to its position on revenue diversification but in the context of the City’s
economic sustainability initiatives, care must be taken to ensure that our taxation structure is
consizsgent with the attraction and retention of commercial activity that will help expand our tax
base.

Cigarette Tax

Currently the City imposes a $0.70 tax on each package of cigarettes and unlike our neighboring
counties, thereis no limit. Although the proposed budget recommends no change in the tax rate,
BFAAC notes that the City Manager’s projects that each $0.05 increase in the tax rate would
provide an additional $0.2 million in revenue. The current rate has remained in effect since
2005.% Anincreasein the tax will generate additional revenue and further emphasize the City’s
initiatives promoting healthy lifestyles.

27 March 15, 2008 City Council Public Hearing.

28 Business Services, Personal Services and Repair Services are distinguished from Financial Services which can be subject to a
higher maximum rate. See Budget Memo #23, March 16, 2009.

2 By way of example, BEAAC observes that even if the City had a site or existing building capable of accommodating the Hilton
Corporate Headquarters need for 130,000 s.f. and 3,500 employees, the current BPOL tax structure may have posed a
disincentive.

30 Budget Memo #23, March 16, 2009.
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RECOMMENDATIONS

® TheCommercial Real Estate Add-On Tax remains a viable option to addressthe
City'stransportation needs and should be evaluated annually in the context of
mar ket conditions.

® |n setting the BPOL tax rates, we recommend that the City evaluate the effect of
theratein retaining and attracting commercial activity to expand the tax base.

® Anincreasein thecigarettetax may bewarranted at thistime.

® BFAAC recommendsthat the City Manager’s Proposed Annual Budget
Document set forth the maximum tax rate permitted by law for each revenue
option.

D. Grant Revenues

BFAAC observes that 20% of the FY 2010 City Manager’s Proposed Budget relies on estimated
Special Revenue Funds including grant sources. State and federal grants account for $78.2
million of the total $102.5 million Special Revenue Sources. While these revenues are used for a
number of valuable programs, we find that the grant application and the City’ s current process
for receipt of grant fundsisinefficient, labor intensive, and costly. Council isrequired to approve
all grant applications prior to the actual application, and upon receipt of the grant funds, must
approve an allocation of the funds as part of its usual ongoing budget process; agency and OMB
staff spend time and money preparing hundreds of routine grant docket items each year, and
Council, likewise, reviews and votes on each of those items. Thisresultsin a strain on Staff time,
Council time, and money, especially unfortunate in this time of fiscal restraint.

BFAAC agrees with OMB’ s efforts to streamline, to the extent possible, the grant approval
process. We recommend that the Council approve as part of its regular budget adoption the
normal recurring grants received by the City (as outlined on pages 7-51 through 7-56 of the
Proposed FY 2010 Budget). BFAAC recommends that all other grant applications and approvals
be combined into a single monthly docket item, so as to save agency, Staff, and Council time.**

BFAAC further finds that the City lacks a grant application policy. We previously have stated
our concern that many grants create programs that are not essential to City operations but, once
created, have aresident constituency and, thus, are difficult to reduce in times of fiscal stress. We
recommend Council adopt a resolution requiring agencies to demonstrate to OMB and the City
Manager that any grant meets the agency’s core mission, as defined by the City’s Strategic Plan,
and is consistent with the City’ simplementation of its MFRI. Grants should be subject to the
same results-focused management system as other government programs.

3 BFAAC is well aware that some grant applications come to Staff’s attention on short notice and have accelerated response
deadlines. Nevertheless, all grants are not created equal and the City should employ a reasoned analysis of the risks and
rewards associated with a specific grant application.
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AsBFAAC has noted repeatedly in virtually every report issued over the past several fiscal
years, the City needs to diversify its revenue. One way to do so isto seek any and all additional
funding it can; however, grant funding may warrant a caveat and cautionary note inasmuch as
many grants contain conditions with which the City may not wish to be encumbered; others limit
the amount of grantor funding while containing no such ceiling on the City’ s contribution. Asa
result, an unintended consequence known as “grant creep” occurs when, due to inflation, or
otherwise, the City costs of maintaining certain grants increase and may eventually be
unsustainable.® In order to halt “grant creep,” BFAAC recommends that OMB require agencies
that accept grants to absorb any additional grant costs within their own budget, and not request
new City funding.

BFAAC had recommended that the City hire a grants coordinator and place that person within
the City Manager’s office. The City did so, but that position has been eliminated due to the
budgetary constraints.*®* BFAAC recommends the City reconsider creating such a position when
it has the budgetary meansto do so. In the meantime, we recommend that OMB serve as the
clearinghouse for all grants, but that agencies individually apply for and administer agency- and
program-specific grants.>

RECOMMENDATIONS

® Council should approveaspart of itsregular budget adoption the normal
recurring grantsreceived by the City.

® The City should continueto explore grant sour cesto supplement other City tax
revenues.

® Recurring grant applications should be submitted to Council in a single monthly
docket item.

® The City should formulate a uniform grant application policy wher eby agencies
must demonstrateto the satisfaction of OM B and the Manager that each grant
meets the agency’s core mission, as defined by the City’s Strategic Plan, and is
consistent with the City’simplementation of MFRI.

® Recurring grantsthat areno longer economically sustainable in futureyears
because of reduced grantor funding, or increased operating costs, should be
eliminated unless the accepting agencies are able to absorb additional cost within
their own budget.

32 By way of example, the City was awarded the Staffing for Adequate Fire and Emergency Response Grant (SAFER) on February
20, 2009. During the March 24, 2009 Council Work Session it was noted that the grant provides $325,140 over 5 years with a
declining Federal contribution each year.

3 Prior to its elimination, the position had been filled twice but the incumbents left because of reported frustration and other
opportunities.

34 BFAAC observes that the grant searching, grant writing and grant management are essential functions that must be managed by
the individual departments in the interim.
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E. Fees

Recently the City adopted a fee compendium recommended by BFAAC. We commend the

City’ s adoption of the compendium and its ease of access on the City website and urge the City
to continue a periodic review to ensure that the fees are in line with neighboring jurisdictions and
that they are set at such alevel so asto promote cost recovery for provided services.
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