
EXHIBIT NO. \

City of Alexandria, Virginia

MEMORANDUM

DATE: MAY 2,2012

TO: THE HONORABLE MAYOR AND MEMBERS OF

RASHAD M. YOUNG, CITY MANAGE~FROM:

SUBJECT: RECIEPT OF THE BFAAC REPORT ON THE TY MANAGER'S
PROPOSED OPERATING AND CAPITAL IMPROVEMENT BUDGETS FOR
FY 2013

ISSUE: Receipt of the Budget and Fiscal Affairs Advisory Committee (BFAAC) Report on the
City Ma;ager's Proposed Operating and Capital Improvement Budgets for FY 2013.

RECOMMENDATION: That City Council receive the report as presented.

DISCUSSION: BFAAC presented its report to City Council on April 11, 2012 at a budget work
session. During the discussion, BFAAC was asked by City Council to make a second
presentation of their report at an upcoming legislative meeting to highlight key findings of the
Committee.

City Council received BFAAC's initial report as Budget Memo #27 on April 5, 2012. BFAAC
has since revised it to include two additional sections not included in the first report. Those
sections include a section on operating budget transparency and a section on retirement
contributions and pensions. The remainder of the report is unchanged. The revised report is
attached.

FISCAL IMPACT: There will be no additional fiscal impact from this report.

ATTACHMENT: Revised BFAAC Report on the City Manager's Proposed Operating and
Capital Improvement Budgets for FY 2013.

STAFF:
Laura Triggs, Acting Chief Financial Officer
Morgan Routt, Acting Director, Office of Management and Budget
Alex Braden, Budget Analyst, Office of Management and Budget
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City of Alexandria Budget and Fiscal Affairs
Advisory Committee

Report on the City Manager's Proposed Budget
for Fiscal Year 2013

Elliott Branch, Co-Chair
James Butler, Co-Chair

John Chapman
Mark Elder, Secretary
Maggie Fitzsimmons

Margaret Gullen
Dak Hardwick
Thomas Karol

Benjamin Klein
Jermaine Mincey

John J. Renner, II, Vice-Chair
Len Rubenstein



I.

A.

B.

e.

II.

A.

B.

e.

D.

E.

III.

A.

B.

e.

IV.

A.

B.

C.

F.

EXECUTIVE SUMMAR Y 2

THE BUDGET PROCESS 6

Long Range Budget Outlook 6

Election Year Budget Guidance 7

Receipt of the Alexandria City Public Schools (ACPS) Budget 8

THE PROPOSED OPERATING BUDGET 10

Salary Schedule: Changes to Achieve Market Comparability 10

A New Evaluation and Pay System Based on Merit; New Performance Evaluation
Syste m 11

Retire ment Ben eftts 12

Cost Sharing of Employee Health Benefits 13

Budget Transp are ncy 13

THE PROPOSED CAPITAL IMPROVEMENT PROGRAM 16

Overview 16

Alexandria City Public Schools 17

Pro cess Trans paren cy ... 18

REVENUES AND 0 UTLOO K 20

Residential Tax and Fee Burden Issues 20

Commercial Real Estate Tax 22

Federal and State Reven ue 23

Debt Burden Issu es 23

APPENDIX 28

3



EXECUTIVE SUMMARY

THE BUDGET PROCESS

. BFAAC applauds the City Manager's continued "cautious optimism" and believes that
continued restraint is the desired approach.

. Due to several factors, including increasing personnel costs and equipment replacement
needs, the cost of running the City of Alexandria is rising and expenditures are
outpacing revenues.

. BFAAC believes that cost containment must become an important part ofthe City's
overall fmancial strategy and encourages the City to seek out additional areas for cost
containment as it strives toward additional efficiencies in citizen service delivery.

. BFAAC believes that in order to maintain current levels of service, the City will have to
consider a variety of financial strategies, which may include: 1) cost containment
initiatives; 2) tax increases; 3) spending reductions; and 4) expansion of the tax base.
Comprehensive application of these four strategies will ensure the financial health of
Alexandria and BFAAC encourages careful examination of all strategies equally.

. City Council's new election schedule will have an impact on the consideration of the
annual budget. BFAAC believes the movement of the election requires a critical
examination of the traditional process used by Council of providing historically
beneficial guidance to the City Manager in developing an annual budget.

. The City Manager should be given the maximum flexibility possible within the budget
guidance in creating a budget for City Council's consideration during election years.

. Alexandria should examine the budget process and best practices of other jurisdictions
in Virginia that have similar budget process challenges to identify the best process
possible for Alexandria.

. BFAAC believes that an approved ACPS budget should be received for consideration in
the context of an overall City budget in order for all involved in the budget process to
remain accountable and for the process to remain transparent to Alexandria taxpayers.

. BF AAC is concerned about the process and the timeline by which ACPS delivers a
capital improvement program and an operating budget to City Council and strongly
reiterates its observations and recommendations from FY 2012.

. BFAAC recommends that City Council not proceed with any school budget
deliberations in future fiscal years without the receipt of a capital improvement
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program and an operating budget from ACPS by the City Manager before he presents
his budget to Council.

THE PROPOSED OPERATING BUDGET

. BFAAC concurs with the decision to adjust the general salary schedule to be
competitive with surrounding jurisdictions in keeping with the Towers-Watson
consulting firm report.

. BFAAC concurs with the separate effort by the City, unrelated to the mid-point
changes, in its proposal to ensure, that under the new merit pay approach,
compensation to employees is fair.

. We believe that management, for reasons of employee morale, must continue its
education effort with employees and employee groups to explain the changing approach
to compensation and make the transition as smooth as possible.

. BF AAC restates its support for a move to merit pay for all employees, emphasizing a
properly designed and administered program. We commend the Administration for
beginning this process during the current year by moving senior management into this
process, with the intent of expanding the reach of a well-designed merit system to other
employees beginning in FY 2013.

. The success of a merit pay approach will rest on principles of understanding and trust,
plus safeguards throughout the process that insure fair implementation. Extensive
training of both evaluators and those being evaluated must precede and continue
throughout the process.

. The entire merit pay program implementation needs to be transparent, relatively
simple and open to dialogue in group settings about the process, such as within
departments, and between the parties involved in individual evaluation sessions.

. The City should implement the recommendations of the Ad Hoc Retirement Benefits
Advisory Committee.

. Council should ask the City Manager to provide options for meeting its new financial
obligations under legislation enacted in 2012.

. Council should ask the City Manager to provide options for reducing disparities in
retirement contributions and benefits among employees at similar levels of responsibility
and pay depending on date of hire.

. BF AAC is pleased to see the end of varying percentages of sharing in health benefit
costs based upon year of employment. We suggest that the City not propose any
additional employee sharing beyond the current 20% in the foreseeable future.
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. BFAAC recommends that Council establish criteria for determining priorities within
and among Strategic Plan areas, which the City Manager can employ in making
decisions on reduce spending and the public can use to judge decisions to choose
spending in one area rather than another. The public should have input into the
determination of these criteria.

. BFACC recommends as held in the past that Council establish work sessions with
department heads to reveal and review the criteria being implemented on service
increases and reductions.

. BFAAC recommends that Council ask the City Manager to review and report on the
impact of service reductions since FY 2009 on those in need of services as a basis of
identifying priority for restoration of services or other programmatic increases, if
warranted, when resources allow.

THE PROPOSED CAPITAL IMPROVEMENT PROGRAM

. BF AAC commends the cooperation between the City and ACPS to meet the capacity
needs of Alexandria's burgeoning public school population.

. The additional capital necessary to accommodate the projected enrollment increases in
the years FY 2017 through 2022 would likely strain the City's funding and borrowing
capacity, given the other capital projects slated for the same period.

. The City should, in consultation with ACPS, be mindful of the likely impact on student
population of any land-use planning proposal considered in the next several years.

. The Council should consider reducing the funding to a wider range of projects to
"share the pain" of overall reduced resources and funding.

. City Staff should furnish a more detailed explanation in the project plans to provide
greater transparency of the specific factors that the City Staff considered and applied in
determining that it was appropriate to reduce the funding of specific CIP projects
based on "available resources," "available funding," and "project prioritization."

. BF AAC recommends that Council consider requesting, for future budgets, that each
department or agency provide a standard type of benefit analysis information.

REVENUES AND OUTLOOK

. For the past 4 years, non real estate taxes and fees have accounted for a substantial
part, about 18%, of the overall resident tax/fee burden. We will continue to work with
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Staff on new metrics that provide a more comprehensive measure of the tax and fee
burden on households/residents and businesses.

. BFAAC reminds Council ofthe Economic Sustainable Work Group recommendation to
rebalance the real estate tax base to 50% residential and 50% commercial. Including
the multifamily properties as part of the commercial base can be misleading, in
particular since these properties do not generate the same net gain to the City as other
commerical properties and in fact align closer to the net gain of a residential property.

. To diversify our commercial base, Council should set a goal for the types of business the
City wishes to attract. A strategic plan should be developed that includes the necessary
incentives to attract and retain such businesses.

. The City's current debt policy targets and limits should not be raised.

. Given the Potomac Yard development's very unique features-including being self-
financed, projected impact on economic development and estimated long-term revenue
stream for the City-BFAAC can make a reasoned case for borrowing as a part of the
project's financing as an acceptable temporary exception to the debt policy guidelines.
However, we recommend against additional borrowing for any other projects that
would cause the City's debt to be further in excess of debt policy limits.

. BFAAC emphasizes that FY 2013 debt policy projections do not assume several high
profIle projects that have been approved and are being executed. We caution that
additional borrowing to implement these additional projects would significantly
deteriorate the City's performance relative to its debt policy guidelines and adversely
impact our AAAI Aaa bond rating.
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I. THE BUDGET PROCESS

A. Long Range Budget Outlook

"Cautious optimism.,,1 In the FY 2012 City Manager's message to the Alexandria City Council,
then-Alexandria City Manager Jim Hartmann told Council that "we can expect at least three,
maybe four more years of difficult financial prospects calling for significant spending restraint.,,2
In the FY 2012 BFAAC report, we concurred with the City Manager, believing that "restraint
should continue to be the approach.,,3

In the FY 2013 Manager's Message, BFAAC observes that new City Manager Rashad Young
has adopted the same long-term outlook, noting that "we are continuing to see an economic
recovery that enables us to be cautiously optimistic.,,4 BFAAC concurs that cautious optimism
should continue to guide the City's budget development process and that Alexandria should
continue to show fiscal restraint.

While we believe in cautious optimism, BF AAC would like to stress more "caution" than
"optimism." That caution originates from one word: cost. As the City Manager notes, "rising
personnel costs, maintenance agreement obligations and equipment replacement needs result in
increased expenditures for providing the same level of service."s Simply put, it is getting more
expensive to run the City of Alexandria and the revenues the City relies on to deliver services to
its citizens are not keeping pace with the associated costs. Therefore, BFAAC believes that cost
containment must become an important part of the City's overall financial strategy.

Cost containment, however, does not necessarily mean cuts in services. In fact, the City has
already identified areas where cost containment measures have been implemented, including
elimination of the City's Risk Management positions and the decentralization of its functions and
the cost savings associated with the opening of the new Police Department headquarters.
BFAAC encourages the City to seek out additional areas for cost containment as it strives toward
additional efficiencies in citizen service delivery.

In this and future budget years, BFAAC believes that in order to maintain current levels of
service, the City will have to consider a variety of financial strategies, which may include: 1)
cost containment initiatives; 2) tax increases; 3) spending reductions; and 4) expansion of the tax
base. Comprehensive application of these four strategies will ensure the financial health of
Alexandria and BFAAC encourages careful examination of all strategies equally.

1
FY 2012 Proposed Budget, City Manager's Message, p. 2-1.

2 ibid.
3 FY 2012 BFAAC Report, p. 7.
4 FY 2013 Proposed Budget, City Manager's Message, p.2-1
5 ibid.
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OBSERVATIONS AND RECOMMENDATIONS

. BFAAC applauds the City Manager's continued "cautious optimism" and believes that
continued restraint is the desired approach.

. Due to several factors, including increasing personnel costs and equipment replacement
needs, the cost of running the City of Alexandria is rising and expenditures are
outpacing revenues.

. BFAAC believes that cost containment must become an important part of the City's
overall financial strategy and encourages the City to seek out additional areas for cost
containment as it strives toward additional efficiencies in citizen service delivery.

. BFAAC believes that in order to maintain current levels of service, the City will have to
consider a variety of financial strategies, which may include: 1) cost containment
initiatives; 2) tax increases; 3) spending reductions; and 4) expansion of the tax base.
Comprehensive application of these four strategies will ensure the financial health of
Alexandria and BFAAC encourages careful examination of all strategies equally.

B. Election Year Budget Guidance

In 2009, the Alexandria City Council modified the date of election for Mayor and City Council
from May to November. Since Alexandria's fiscal year runs from I July to 30 June, budget
development by City Staff typically occurs in late summer and throughout the fall, leading to the
adoption of budget guidance in November and the presentation of the Manager's proposed
budget in February. Initial budget public hearings will now occur at the height of election season
during election years.

BF AAC notes that during election years, should the traditional budget process be maintained,
one Council will approve budget guidance while the next Council will have the responsibility for
passing the budget developed via the budget guidance. Thus, it appears that one of the
unintended consequences of moving the elections from May to November is that the traditional
budget process used by the City will now be divided between two different Councils. As a result,
BFAAC believes the movement of the election requires a critical examination of the traditional
process used by Council of providing historically beneficial guidance to the City Manager in
adopting an annual budget.

BFAAC recognizes the dilemma in this situation. While each Council is elected to govern for its
entire term, there must be some recognition that priorities identified in the budget guidance may
be modified as a result of a Council election. This circumstance creates a situation whereby the
City Manager should be given the maximum flexibility possible, allowing for the incoming
Council to make changes as it deems necessary.
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OBSERVATIONS AND RECOMMENDATIONS

. City Council's new election schedule will have an impact on the consideration of the
annual budget. BFAAC believes the movement ofthe election requires a critical
examination of the traditional process used by Council of providing historically
beneficial guidance to the City Manager in developing an annual budget.

. The City Manager should be given the maximum flexibility possible within the budget
guidance in creating a budget for City Council's consideration during election years.

. Alexandria should examine the budget process and best practices of other jurisdictions
in Virginia that have similar budget process challenges to identify the best process
possible for Alexandria.

C. Receipt of the Alexandria City Public Schools (ACPS) Budget

In the FY 2012 BFAAC report, we wrote:

Overall, BFAAC is concerned about the process and timeline by which ACPS
delivers a capital improvement program and an operating budget to City Council.
While we acknowledge some of the constraints on the development of an annual
operating budget by ACPS, we believe those constraints should not necessarily
preclude the timely preparation of a school budget. 6

The FY 2013 budget process for ACPS seems to be playing out exactly the way the FY 2012
played out. Two separate budget processes are occurring at similar times by both the City
Council and the School Board. Given the recent revelations of problems within the capital
improvement program budget at ACPS, BFAAC strongly reiterates its observations and
recommendations from FY 2012. Further, we recommend that City Council not proceed with
any school budget deliberations in future fiscal years without the receipt of a capital
improvement program and an operating budget from ACPS by the City Manager before he
presents his budget to Council.

It should also be noted that the School Board election calendar now mirrors the City Council
election calendar as described in section B. Thus, BF AAC acknowledges that many of the same
challenges associated with the budget development process for City Council will also be felt by
the School Board and encourages a critical examination of the ACPS budget development
process to ensure that public monies are appropriately budgeted and expended.

OBSERVATIONS AND RECOMMENDATIONS

. BFAAC believes that an approved ACPS budget should be received for consideration in
the context of an overall City budget in order for all involved in the budget process to
remain accountable and for the process to remain transparent to Alexandria taxpayers.

6
FY 2012 BFAAC Report, p. 10.
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. BF AAC is concerned about the process and the timeline by which ACPS delivers a
capital improvement program and an operating budget to City Council and strongly
reiterates its observations and recommendations from FY 2012.

. BF AAC recommends that City Council not proceed with any school budget
deliberations in future fiscal years without the receipt of a capital improvement
program and an operating budget from ACPS by the City Manager before he presents
his budget to Council.
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