Fiscal Policies and Summary Charts

The FY 2008 - 2012 Capital Improvement Program (CIP) represents the best estimate of new and
existing project funding required over the next five years. The CIP continues the scheduling of those
projects included in the FY 2007 Adopted Program and ensures that the ultimate completion of high
priority projects is consistent with the County's fiscal policies and guidelines. A summary table of the
entire program showing the five year costs by each functional CIP area is included in Table A of this
section. The entire CIP, including all program areas, totals $8.163 billion, including $5.467 billion in
County managed projects and $2.696 billion in Non-County managed projects. Non-County projects
include the Northern Virginia Regional Park Authority program, the Water Supply Program (Fairfax Water
and City of Falls Church) and the Virginia Department of Transportation (VDOT) Six Year Transportation
Plan. The entire $8.163 billion program includes, $1.922 billion budgeted or anticipated to be expended
through FY 2007, $4.644 billion scheduled over the FY 2008 — FY 2012 period, $1.466 billion projected in
the FY 2013 — FY 2017 period, and $131 million in future years.

The development of the FY 2008 capital program has been guided by both the need for capital
improvements and fiscal conditions. The five-year program is funded from General Obligation Bond
sales, pay-as-you-go or current year financing from the General Fund (paydown), and other sources of
financing such as federal funds, revenue bonds and sewer system revenues.

The project descriptions contained in the CIP reflect current estimates of total project costs, including land
acquisition, building specifications and design. As implementation of each project nears the capital
budget year, these costs are more specifically defined. In some cases, total project costs cannot be listed
or identified in the CIP until certain feasibility or cost studies are completed.

FISCAL POLICIES

The CIP is governed by the Ten Principles of Sound Financial Management adopted by the Board of
Supervisors. These principles endorse a set of policies designed to contribute to the County’s fiscal
management and maintain the County’s "triple A" bond rating. The County has maintained its superior
rating in large part due to its firm adherence to these policies. The County's exceptional "triple A" bond
rating gives its bonds an unusually high level of marketability and results in the County being able to
borrow for needed capital improvements at low interest rates, thus realizing significant savings now and in
the future for the citizens of Fairfax County. The County’s fiscal policies stress the close relationship
between the planning and budgetary process.

The Ten Principles of Sound Financial Management establish, as a financial guideline, a self-imposed
limit on the level of the average annual bond sale. Actual bond issues are carefully sized with a realistic
assessment of the need for funds, while remaining within the limits established by the Board of
Supervisors. In addition, the actual bond sales are timed for the most opportune entry into the financial
markets.

The policy guidelines enumerated in the Ten Principles of Sound Financial Management also express the
intent of the Board of Supervisors to encourage greater industrial development in the County and to
minimize the issuance of underlying indebtedness by towns and districts located within the County. It is
County policy to balance the need for public facilities, as expressed by the Countywide land use plan,
with the fiscal capacity of the County to provide for those needs. The CIP, submitted annually to the
Board of Supervisors, is the vehicle through which the stated need for public facilities is analyzed against
the County's ability to pay and stay within its self-imposed debt guidelines as articulated in the Ten
Principles of Sound Financial Management. The CIP is supported largely through long-term borrowing
that is budgeted annually in debt service or from General Fund revenues on a pay-as-you-go basis.
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Several relationships between debt, expenditures, and the tax base have been developed by the
municipal finance community. The two which are given particular emphasis are the ratio of expenditures
for debt service to total General Fund disbursements and the ratio of net debt to the market value of
taxable property. The former indicates the level of present (and future) expenditures necessary to
support past borrowing while the latter ratio gives an indication of a municipality's ability to generate
sufficient revenue to retire its existing (and projected) debt. These ratios have been incorporated into the
Ten Principles of Sound Financial Management. Both of these guidelines - net debt to market value to be
below 3 percent and debt service to General Fund disbursements to be below 10 percent - are fully
recognized by the proposed 5-year CIP.

The following charts reflect the County’s ability to maintain the self-imposed debt ratios outlined in the
Ten Principles of Sound Financial Management. The ratio of debt service to General Fund
disbursements remains below 10 percent and is projected to be maintained at this level. The debt service
as a percentage of market value remains well below the 3 percent guideline.

Ratio of Debt Service to General Fund Disbursements
FY 1992 - FY 2012
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Net Debt as a Percentage of
Market Value of Taxable Property

Fiscal Year Ending

2004
2005
2006
2007 (est.)
2008 (est.)

Net Bonded Indebtedness’

1,814,517,662
1,931,008,940
1,963,217,876
2,057,354,681
2,145,370,511

Estimated Market Value?

143,225,100,000
158,261,300,000
192,187,300,000
232,437,000,000
240,962,900,000

Percentage

1.27%
1.22%
1.02%
0.89%
0.89%

! The amount includes outstanding General Obligation Bonds and other tax supported debt obligation as of June 30 in the year shown
and is from the Fairfax County Department of Management and Budget.

2 Fairfax County Department of Tax Administration and the Department of Management and Budget

FY 2008 - FY 2012 Adopted CIP - 12




Debt Service Requirements as a
Percentage of Combined General Fund Disbursements

General Fund

Fiscal Year Ending Debt Service Disbursements® Percentage
Requirements '
2004 213,027,136 2,597,650,034 8.2%
2005 224,543,583 2,799,591,368 8.0%
2006 234,392,854 3,113,897,426 7.5%
2007 (est.) 262,973,348 3,288,997,359 8.0%
2008 (est.) 265,877,571 3,317,406,413 8.0%

' The amount includes debt service expenditures from July 1- June 30 in the year shown above, excluding bond issuance costs and other
expenses and is from the Fairfax Department of Management and Budget.

2 Fairfax County Department of Tax Administration and the Department of Management and Budget

From time to time, the Board of Supervisors has amended the Ten Principles of Sound Financial
Management in order to address changing economic conditions and management practices. For
FY 2008, it is recommended that the Ten Principles be updated to include authorization for the use of
variable rate debt. Variable rate obligations are debt obligations that are quite frequently used for short
term or interim debt financing and have an interest rate that is reset periodically, usually for periods of
less than one year. Variable rate debt is typically used to take advantage of low short-term rates in
anticipation of converting to longer-term fixed rate financing for complex projects or to mitigate the impact
of volatile markets. Also, variable rate debt reduces interest costs and typically provides the ability to
redeem bonds without a prepayment penalty. It is anticipated that the use of variable rate debt will
provide opportunities for interest rate savings, reduce arbitrage payments and promote more accurate
sizing for long-term bond issues. Use of variable rate debt is anticipated for Sewer projects initially in
order to allow capital projects to be constructed using lower-rate interim financing. Debt policies shall
stipulate that variable rate debt is appropriate to use when it achieves a specific objective consistent with
the County’s overall financial strategies.

The following includes the proposed revisions to the Ten Principles of Sound Financial Management
highlighted in bold italics concerning the inclusion of variable rate debt:

Ten Principles of Sound Financial Management
April 30, 2007

1. Planning Policy. The planning system in the County will continue as a dynamic process, which is
synchronized with the capital improvement program, capital budget and operating budget. The
County’s land use plans shall not be allowed to become static. There will continue to be periodic
reviews of the plans at least every five years. Small area plans shall not be modified without
consideration of contiguous plans. The Capital Improvement Program will be structured to implement
plans for new and expanded capital facilities as contained in the County’s Comprehensive Plan and
other facility plans. The Capital Improvement Program will also include support for periodic
reinvestment in aging capital and technology infrastructure sufficient to ensure no loss of service and
continued safety of operation.
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Ten Principles of Sound Financial Management
April 30, 2007

Annual Budget Plans. Annual budgets shall continue to show fiscal restraint. Annual budgets will be balanced
between projected total funds available and total disbursements including established reserves.

a.

A managed reserve shall be maintained in the General Fund at a level sufficient to provide for temporary
financing of critical unforeseen disbursements of a catastrophic emergency nature. The reserve will be
maintained at a level of not less than two percent of total Combined General Fund disbursements in any
given fiscal year.

A Revenue Stabilization Fund (RSF) shall be maintained in addition to the managed reserve at a level
sufficient to permit orderly adjustment to changes resulting from curtailment of revenue. The ultimate target
level for the RSF will be three percent of total General Fund Disbursements in any given fiscal year. After an
initial deposit, this level may be achieved by incremental additions over many years. Use of the RSF should
only occur in times of severe economic stress. Accordingly, a withdrawal from the RSF will not be made
unless the projected revenues reflect a decrease of more than 1.5 percent from the current year estimate
and any such withdrawal may not exceed one half of the RSF fund balance in that year.

Budgetary adjustments which propose to use available general funds identified at quarterly reviews should
be minimized to address only critical issues. The use of non-recurring funds should only be directed to capital
expenditures to the extent possible.

The budget shall include funds for cyclic and scheduled replacement or rehabilitation of equipment and
other property in order to minimize disruption of budgetary planning from irregularly scheduled monetary
demands.

Cash Balances. It is imperative that positive cash balances exist in the General Fund at the end of each fiscal year.
If an operating deficit appears to be forthcoming in the current fiscal year wherein total disbursements will
exceed the total funds available, the Board will take appropriate action to balance revenues and expenditures as
necessary so as to end each fiscal year with a positive cash balance.

Debt Ratios. The County’s debt ratios shall be maintained at the following levels:

Net debt as a percentage of estimated market value shall be less than 3 percent.

Debt service expenditures as a percentage of General Fund disbursements shall not exceed 10 percent. The
County will continue to emphasize pay-as-you-go capital financing. Financing capital projects from current
revenues is indicative of the County’s intent to use purposeful restraint in incurring long-term debt.

For planning purposes annual bond sales shall be structured such that the County’s debt burden shall not
exceed the 3 and 10 percent limits. To that end sales of General Obligation Bonds and general obligation
supported debt will be managed so as not to exceed a target of $275 million per year, or $1.375 billion over
five years, with a technical limit of $300 million in any given year. Excluded from this cap are refunding
bonds, revenue bonds or other non-General Fund supported debt.

For purposes of this principle, debt of the General Fund incurred subject to annual appropriation shall be
treated on a par with general obligation debt and included in the calculation of debt ratio limits. Excluded
from the cap are leases secured by equipment, operating leases, and capital leases with no net impact to the
General Fund.
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10.

Ten Principles of Sound Financial Management
April 30, 2007

e. Use of variable rate debt is authorized in order to increase the County’s financial flexibility, provide
opportunities for interest rate savings, and help the County manage its balance sheet through better
matching of assets and liabilities. Debt policies shall stipulate that variable rate debt is appropriate to use
when it achieves a specific objective consistent with the County’s overall financial strategies; however, the
County must determine if the use of any such debt is appropriate and warranted given the potential benefit,
risks, and objectives of the County. The County will not use variable rate debt solely for the purpose of
earning arbitrage pending the disbursement of bond proceeds.

f.  For purposes of this principle, payments for equipment or other business property, except real estate,
purchased through long-term lease-purchase payment plans secured by the equipment will be considered to
be operating expenses of the County. Annual General Fund payments for such leases shall not exceed
3 percent of the annual General Fund disbursements, net of the School transfer. Annual equipment lease-
purchase payments by the Schools and other governmental entities of the County should not exceed
3 percent of their respective disbursements.

Cash Management. The County’s cash management policies shall reflect a primary focus of ensuring the safety of
public assets while maintaining needed liquidity and achieving a favorable return on investment. These policies
have been certified by external professional review as fully conforming to the recognized best practices in the
industry. As an essential element of a sound and professional financial management process, the policies and
practices of this system shall receive the continued support of all County agencies and component units.

Internal Controls. A comprehensive system of financial internal controls shall be maintained in order to protect
the County’s assets and sustain the integrity of the County’s financial systems. Managers at all levels shall be
responsible for implementing sound controls and for regularly monitoring and measuring their effectiveness.

Performance Measurement. To ensure Fairfax County remains a high performing organization all efforts shall be
made to improve the productivity of the County’s programs and its employees through performance
measurement. The County is committed to continuous improvement of productivity and service through analysis
and measurement of actual performance objectives and customer feedback.

Reducing Duplication. A continuing effort shall be made to reduce duplicative functions within the County
government and its autonomous and semi-autonomous agencies, particularly those that receive appropriations
from the General Fund. To that end, business process redesign and reorganization will be encouraged whenever
increased efficiency or effectiveness can be demonstrated.

Underlying Debt and Moral Obligations. The proliferation of debt related to but not directly supported by the
County’s General Fund shall be closely monitored and controlled to the extent possible, including revenue bonds
of agencies supported by the General Fund, the use of the County’s moral obligation and underlying debt.

a. A moral obligation exists when the Board of Supervisors has made a commitment to support the debt of
another jurisdiction to prevent a potential default, and the County is not otherwise responsible or obligated
to pay the annual debt service. The County’s moral obligation will be authorized only under the most
controlled circumstances and secured by extremely tight covenants to protect the credit of the County. The
County’s moral obligation shall only be used to enhance the credit worthiness of an agency of the County or
regional partnership for an essential project, and only after the most stringent safeguards have been
employed to reduce the risk and protect the financial integrity of the County.

b. Underlying debt includes tax supported debt issued by towns or districts in the County, which debt is not an
obligation of the County, but nevertheless adds to the debt burden of the taxpayers within those jurisdictions
in the County. The issuance of underlying debt, insofar as it is under the control of the Board of Supervisors,
will be carefully analyzed for fiscal soundness, the additional burden placed on taxpayers and the potential
risk to the General Fund for any explicit or implicit moral obligation.

Diversified Economy. Fairfax County must continue to diversify its economic base by encouraging commercial
and, in particular, industrial employment and associated revenues. Such business and industry must be in accord
with the plans and ordinances of the County.
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FINANCING THE CIP

There are a number of funding sources available for financing the proposed capital program. These
range from direct County contributions such as the General Fund and bond sale proceeds to state and
federal grants. In the CIP project tables the following major funding sources are identified:

SOURCES OF FUNDING

B Payments from the proceeds of the sale of General Obligation Bonds.
These bonds must be authorized at referendum by County voters and
pledge the full faith and credit of the County to their repayment.

G Direct payment from current County revenues; General Fund.
S/F Payments from state or federal grants-in-aid for specific projects

(Community Development Block Grants) or direct state or federal
participation (VDOT Highway Program).

TXB Tax Exempt Bonds

LRB Lease Revenue Bonds

HTF Housing Trust Funds

X Other sources of funding, such as a reimbursable contribution or a gift.
U Undetermined, funding to be identified.

THE BOND PROGRAM

Over the past several years, the County has developed a policy of funding major facility projects through
the sale of General Obligation Bonds. This allows the cost of the facility to be spread over a number of
years so that each generation of taxpayers contributes a proportionate share for the use of these
long-term investments. By selectively utilizing bond financing, the County has also been able to benefit
from its preferred borrowing status to minimize the impacts of inflation on construction costs. Table B in
this section includes the current bond referenda approved by the voters for specific functional areas.

A debt capacity chart, Table C, includes the projected bond sales over the five year period. The total
program currently indicates $22.26 million in bond flexibility in the 5-year CIP period. This level of sales
does not exceed the 10 percent limit on debt service as a percentage of General Fund disbursements.
A debt capacity analysis and review of bond sales is conducted every year in conjunction with the CIP.

For planning purposes, potential future bond referenda are reflected in Table D, County Bond
Referendum Capacity and Table E, School Bond Referendum Capacity. County Bond referenda are
identified every other year beginning in fall 2008 through fall 2016. In addition, as part of the FY 2007 —
FY 2011 CIP, the Board of Supervisors approved an additional County referendum for Transportation in
fall 2007. School bond referenda of $280 million are identified every other year beginning in fall 2007
through fall 2015. These tables were developed as a planning tool to assess the County's capacity for
new debt and to more clearly identify the County's ability to meet capital needs through the bond
program. This tool will enable the County to establish a regular schedule for new construction and capital
renewal as essential facilities such as fire and police stations age. As shown in Table F, the 20-year
History of Referenda, past County referenda have focused primarily on new construction. The projected
capacity for new referenda will be reviewed and updated each year.
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PAYDOWN OR PAY-AS-YOU-GO FINANCING

Although a number of options are available for financing the proposed capital improvement program,
including bond proceeds and grants, it is the policy of the County to balance the use of the funding
sources against the ability to utilize current revenue or pay-as-you-go financing. While major capital
facility projects are funded through the sale of general obligation bonds, the Board of Supervisors,
through its Ten Principles of Sound Financial Management, continues to emphasize the importance of
maintaining a balance between pay-as-you-go financing and bond financing for capital projects.
Financing capital projects from current revenues indicates the County's intent to restrain long-term debt.
No explicit level or percentage has been adopted for capital projects from current revenues as a portion of
either overall capital costs or of the total operating budget. The decision for using current revenues to
fund a capital project is based on the merits of the particular project. In FY 2008, an amount of
$35.394 million has been included for the Advertised Capital Paydown Program. In general the FY 2008
Paydown Program includes funding to provide for the most critical projects including, but not limited to,
the following:

v' General County Capital Renewal to address priority requirements at County facilities including:
HVAC/electrical replacement; roof repair and waterproofing; parking lot resurfacing; fire alarm
replacement; emergency generator replacement, and miscellaneous building repairs.

v" Park maintenance at non-revenue supported Park facilities to fund such items as:
repairs/replacements to roofs, electrical and lighting systems, security and fire alarms, sprinklers, and
HVAC equipment; grounds maintenance; minor routine preventive maintenance; and ongoing
implementation of ADA compliance at Park facilities.

v' Athletic Field maintenance in order to maintain quality athletic fields at acceptable standards, improve
safety standards, improve playing conditions and increase user satisfaction. Maintenance includes:
field lighting, fencing, irrigation, dugout covers, infield dirt, aerification and seeding.

v" Commercial Revitalization efforts in the Baileys Crossroads/Seven Corners, Annandale, Richmond
Highway, Lake Anne, Merrifield, Springfield, and McLean areas.

v" The continuation of funding to address property management and development, as well as continued
asbestos mitigation efforts, at the Laurel Hill property.

v" Additional paydown projects include annual contributions, payments and contractual obligations such
as the County’s annual contribution to the Northern Virginia Community College capital program.

PROGRAMS SUPPORTED BY THE REAL ESTATE PENNY

As part of the FY 2006 Adopted Budget Plan the Board of Supervisors designated the approximate value
of one penny from the County’s Real Estate Tax, to Fund 318, Stormwater Management Program and
Fund 319, The Penny for Affordable Housing Fund. In FY 2008 the estimated value of one penny from
the County’s Real Estate Tax, $22.7 million, will again be dedicated to these two programs.

Stormwater Management funding is designated for prioritized projects, and is essential to protect public
safety, preserve property values and support environmental mandates, such as those aimed at protecting
the Chesapeake Bay and the water quality of other local waterways. Projects include: repairs to
stormwater infrastructure and measures to improve water quality, such as stream stabilization,
rehabilitation and safety upgrades of dams, repair and replacement of underground pipe systems and
surface channels, structural flood proofing, and Best Management Practices (BMP) site retrofits. This
funding also supports development of watershed master plans, increased public outreach efforts, and
increased monitoring activities.

The Penny for Affordable Housing Fund, represents the County’s financial commitment to preserving and
creating affordable housing opportunities by dedicating a portion of its revenue specifically for affordable
and workforce housing. Between 1997 and 2004, the County lost 1,300 affordable units due to condo
conversions and prepayments by owners of federally-subsidized apartment complexes. In light of these
trends, the Board of Supervisors set a County goal to preserve 1,000 units of affordable housing, as well
as to create 200 new affordable units, by the end of FY 2007.
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PUBLIC-PRIVATE EDUCATIONAL FACILITIES AND INFRASTRUCTURE ACT
(PPEA) PROPOSALS FOR CAPITAL PROJECTS

In October 2005, Fairfax County adopted revised guidelines for review of unsolicited Public-Private
Educational Facilities and Infrastructure Act (PPEA) proposals. The Guidelines state that a “Core Team”
will be convened by the Director of Purchasing to:

1. Determine if the unsolicited proposal constitutes a “qualifying project” under the PPEA; and
2. Determine if the proposed project serves the “public purpose” by determining that:

a) There is a public need for or benefit derived from the qualifying project of the type the private
entity purposes as a qualifying project;

b) The estimated cost of the qualifying project is reasonable in relation to similar facilities; and

c) The private entities plans will result in a timely acquisition, design, construction, improvement,
renovation, expansion, equipping, maintenance, operation, implementation, or installation of
the qualifying project.

Since that time, the County staff has gained experience with the procedures and is now recommending
that further guidance be given to the Core Team, the initial reviewers of the unsolicited PPEA proposals.
This guidance provides additional project screening criteria and is primarily aimed at assisting the County
in determining the desirability of the PPEA project in light of the County’s current CIP, the affordability of
the project within debt guidelines and the unique benefits of the project’s financial proposal being
provided to the County. For FY 2008, staff recommends adoption of the following criteria as a
management initiative guideline for determining when a PPEA project should be pursued or rejected. It is
anticipated that other refinements, including any required legislative updates to the PPEA evaluation and

review process will be developed and presented to the Board of Supervisors as needed.

Revised PPEA Guidelines

1. Determine if the project has already been identified as a Board priority and included in the 10-
year Capital Improvement Program (CIP) to address current and future needs. If included in
the CIP, what is its priority ranking in comparison to other projects requested by the
appropriate department?

a. Review the proposed land use to assure it is consistent with the Board'’s intended use
of the property; and

b. Review the proposed land use to assure that the land is not needed for another
higher priority public use by the County.

2. Determine if the financial proposal involves asset exchange, replacement of operating leases
or will require budgetary resources in addition to those currently identified in the budget.

3. Determine if timing is of the essence to take advantage of the opportunity presented in cases
where favorable market or developmental conditions are not likely to be repeated or be
present again at the project’s current projected start date.

4. Determine if proposals to accelerate projects will interfere or otherwise detract from
resources allocated to projects currently identified in the CIP for earlier completion.

5. Determine if the project enables the County to take advantage of an opportunity such as
expediting a planned project, generating shared revenues, leveraging other resources, and/or
serving multiple CIP needs.

6. Determine if any debt created for financing the proposal can be accommodated within the
County’s current debt guidelines and ascertain the projected impact on the approved CIP.

Projects that can demonstrate a positive impact response to all five questions will be given preference for
further development. It may be necessary to engage outside professional evaluation to assist County
staff in performing any aspect of the evaluation of PPEA proposals, particularly those that are complex or
to complete an evaluation in a timely manner. Compensation for such professional assistance is
expected to be paid first from the review fee accompanying each proposal.
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