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"\( DEPARTMENT OF
w_ MANAGEMENT AND FINANCE
ARLINGTON | 2100 Clarendon Blvd., Suite 501  Arlington, VA 22201
VIRGINDA TEL 703.228.3415 FAX 703.228.3401 EMAIL dmf@arlingtonva.us

October 31, 2009
Chairman Barbara Favola and Members of the County Board:

Section 15.2-2511 of the Code of Virginia requires that all general-purpose local governments publish within six months of
the close of each fiscal year a complete set of financial statements presented in conformity with Generally Accepted
Accounting Principles (“GAAP”) and audited in accordance with generally accepted auditing standards by a firm of
licensed certified public accountants. Pursuant to that requirement, we hereby issue the Comprehensive Annual Financial
Report (the “CAFR”) of Arlington County, Virginia (the “County”) for the fiscal year ended June 30, 2009.

This report consists of management’s representations concerning the finances of the County. Consequently, management
assumes full responsibility for the completeness and reliability of all of the information presented in the report. To provide
a reasonable basis for making these representations, management of the County has established a comprehensive internal
control framework that is designed both to protect the government’s assets from loss, theft, or misuse and to compile
sufficient reliable information for the preparation of the County’s financial statements in conformity with GAAP. As
management, we assert that to the best of our knowledge and belief, this financial report is complete and reliable in all
material respects.

The County’s financial statements have been audited by Clifton Gunderson LLP, a firm of licensed certified public
accountants. The goal of the independent audit was to provide reasonable assurance that the financial statements of the
County for the fiscal year ended June 30, 2009, are free of material misstatement. The independent audit involved
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements; assessing the
accounting principles used and significant estimates made by management; and evaluating the overall financial statement
presentation. The independent auditor concluded, based upon the audit, that there was a reasonable basis for rendering an
unqualified opinion that the Arlington County financial statements for the fiscal year ended June 30, 2009, are fairly
presented in conformity with GAAP. The independent auditor’s report is presented as the first component of the financial
section of this report.

The independent audit of the financial statements of the County was part of a broader, federally mandated “Single Audit”
designed to meet the special needs of federal grantor agencies. The standards governing Single Audit engagements require
the independent auditor to report not only on the fair presentation of the financial statements, but also on the audited
government’s internal controls and compliance with legal requirements, with special emphasis on internal controls and
legal requirements involving the administration of federal awards. The reports are available in the last section of the CAFR
under the heading Federally Assisted Programs.

GAAP requires that management provide a narrative introduction, overview, and analysis to accompany the basic financial
statements in the form of Management’s Discussion and Analysis (“MD&A”). This letter or transmittal is designed to
complement the MD&A and should be read in conjunction with it. Arlington County’s MD&A can be found immediately
following the report of the independent auditors.

Profile of the Government

Arlington, Virginia is a world-class residential, business and tourist location that was originally part of the 10-mile square
parcel of land surveyed in 1791 to be the Nation’s Capital. It is the geographically smallest self-governing county in the
United States, occupying slightly less than 26 square miles. Arlington maintains a rich variety of stable neighborhoods,
quality schools and diversified land use. Home to some of the most influential organizations in the world — including the
Pentagon — Arlington stands out as one of America’s preeminent places to live, visit and do business.

The geographical area of the County is 25.7 square miles of which 4.6 square miles is under the control of the Federal
Government. There are no cities or towns within the County giving Arlington County both city and county functions, and
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thereby establishing Arlington County as one of the few urban unitary forms of government in the United States. The
Virginia Supreme Court held in 1923 that the County is a continuous, contiguous, homogeneous entity and therefore cannot
be subdivided for the establishment of towns, nor can any part of the County be annexed by neighboring jurisdictions. The
land in Arlington County is almost totally developed; there are no farms and few areas of vacant land. In addition to single
family neighborhoods, there are sizable concentrations of high-rise commercial and office space, especially in the Rosslyn-
Ballston and Jefferson Davis/Crystal City Metrorail subway corridors.

As required by Virginia Law, the County seeks to have real property in the County assessed annually at 100% of fair
market value. The assessed value of taxable real property on January 1, 2009 was $57.8 billion. The County government’s
adopted budget for all funds for Fiscal Year 2009 totaled $1,177.0 million, which included $432.6 million for public
primary and secondary education The legislative and policy-making body of the County is the five-member County Board
whose members are elected at-large for staggered four-year terms. The County Board appoints the County Manager who
serves as the chief executive and administrative officer. It is the County Manager’s responsibility to appoint the
department heads. Arlington County was the first county in the United States to choose by referendum the Professional
County Manager form of government in 1932.

Arlington County is also financially accountable for a legally separate school system (the “Schools”) which is reported
separately within the County financial statements. The five-member School Board is elected by the citizens. The School
Board appoints the Superintendent of Schools as the chief administrative officer for the County’s public school system.
The School Board has no taxing authority or authority to issue debt and receives its spending authority from the County
Board. Additional information on this legally separate entity can be found in Note 1.I.A in the notes to the financial
statements.

In addition to the County and School Boards, other elected County officials include the Commonwealth’s Attorney, the
Commissioner of Revenue, the Treasurer, the Sheriff, and the Clerk of the Circuit Court. The Commonwealth of Virginia’s
General Assembly appoints the judges of the Circuit Court, the General District Court, and the Juvenile and Domestic
Relations Court.

Because of its unique unitary structure, the County provides a full range of local government services often associated with
both cities and counties. These services include public safety (police and fire protection), judicial (courts, prosecuting
offices and detention center), water and sewer, health, welfare and social services, public improvements, streets and
highways, planning and zoning, community planning and development, libraries, parks and recreation, education and
general administrative services. With respect to streets and highways, the County is one of only a few of the ninety-five
counties in the Commonwealth of Virginia which are responsible for street and highway construction and maintenance; in
the other counties, the Virginia Department of Transportation is the responsible entity. Also, the County is one of the few
jurisdictions in Virginia that has fully melded the State health function into its County government organization.

The annual budget serves as the foundation for Arlington County’s financial planning and control. All departments of the
County are required to submit requests for appropriation to the County Manager by November of each year. The County
Manager uses these requests as the starting point for developing a proposed budget. The County Manager’s proposed
budget for the following fiscal year is presented to the County Board in February.

Public hearings on the proposed budget and tax rates are held in March; the County Board also holds a series of work
sessions during which preliminary funding decisions regarding proposed operating and capital programs are considered.
Final County Board decisions are incorporated into the appropriation, tax, and budget resolutions for the fiscal year. These
resolutions are generally approved by the County Board in April and a separate Adopted Budget document is issued
subsequent to the Board approval. Under Virginia law, the County Board must adopt a School Board budget no later than
May 1 of the current fiscal year.

The annual budget is prepared by fund, department, program and type of expense within departments/programs.
Department directors may make transfers of appropriations within a department with Department of Management and
Finance approval. Transfers of appropriations between departments, and transfers between funds require the approval of
the County Manager and County Board. Budget-to-actual comparisons are provided in this report for each individual
governmental fund for which an appropriated annual budget has been adopted. For the general fund, this comparison is
presented in Exhibit 5 as part of the basic financial statements for the governmental activities. For governmental funds,
other than the general fund, with appropriated annual budgets, these comparisons are presented in the supplemental
subsections of this report, in Exhibits B-3, B-4, B-5, B-6 and B-7. For the discrete component unit Schools, these
comparisons are presented in Exhibit G-3.



Factors Affecting Financial Condition

The information presented in the financial statements is perhaps best understood when it is considered from the broader
perspective of the specific environment within which the County operates.

Local Economy

Arlington County is a financially secure community that enjoys a breadth of quality governmental and school services.
With a location directly across the Potomac River from the nation’s capital, Arlington County has been at the center of the
Washington metropolitan area’s growing economy. In addition, the County contains substantial office, residential, and
rental development that serves to diversify its property tax base. The outlook for the Arlington economy is upbeat, in spite
of a recession nationally and regionally. Arlington's economy is outperforming national and regional averages, as
evidenced by key metrics related to office demand, retail sales, and tourism all showing stable or improved levels over the
past two years. Assessed valuation of real property has grown by 0.4% this year, due to minor decreases in residential
assessments offset by modest growth in the commercial sectors.

The Arlington blend of urban sophistication and neighborhood charm is unmatched in the region. High-rises, national and
regional corporate and association headquarters, bustling Metro stations, upscale hotels, a dynamic and diverse retail sector,
a diverse cultural scene, an exciting nightlife with more than nine million square feet of retail space, over 500 restaurants
and live theaters make Arlington a premier place to live, work, play and stay. Arlington is the epitome of smart growth and
new urbanism. Since 1960, some thirty-five million (35M) square feet of office and commercial space has been built in the
Rosslyn-Ballston or Jefferson Davis corridors, which also contain ninety percent (90%) of Arlington’s 9,858 hotel rooms.
This excludes federally owned office buildings such as the Pentagon, which is the headquarters of the U.S. Department of
Defense. In addition, more than 5,000 new residential units have been delivered in the past three years and 2,400 remain
under construction. No community in America has had a stronger commitment to transit-oriented development. In the 2™
quarter of 2009, the County’s office vacancy rate was 8.5%. The residential unemployment is very low, averaging 3.5%
for FY 2009, below regional, state, and national averages. Arlington's per capita income and property wealth indicators are
among the highest in the nation.

In July 2009, the County’s outstanding financial management, solid reserve levels, controlled expenditure growth and
significant steps taken to reduce the County’s total liability for post-retirement benefits were cited as reasons Standard and
Poor’s, Moody’s, and Fitch’s Investor Services reaffirmed the County’s top AAA/Aaa/AAA ratings. The triple
AAA/Aaa/AAA rating validates that Arlington’s financial position is strong, with ample liquidity, sound general fund
reserves, a competitive tax structure, and excellent financial planning. The continued growth of high wage jobs in the
technology, research and financial services sectors, high per-capita retail sales and strong operating reserves serve to
establish Arlington County, as of June 30, 2009, as only one of 23 counties in the United States with top bond ratings from
all three major bond-rating agencies.

Long-Term Financial Planning Arlington Vision

The Arlington Vision adopted by the Arlington County Board in "Arlington will be a diverse and inclusive world-class

2001, provides the overarching framework for our strategic and | urban °°{'"I’"U’_"'t,}7'bw"t: SZC””";; attractiwle ’es"ftfe’t’”af'/ and
. sl . tal : 3 . commercial neighbornoods where people unite to rorm a

operational decision making. The vision prov1de§ the continuity caring, leaming, participating, sustainable community in

necessary to execute both short and long-term policy and resource which each person is important.”

decisions. The annual budget serves as Arlington’s annual

operations plan. Multi-year strategies are incorporated into a — Arlington County Board

Management Plan, which supports the Board’s vision and is —
updated annually. Six core themes are contained in the 2009 Management Plan that support the Board’s vision:

Fiscal Sustainability

Economic Sustainability

Social Justice

Cultural and Economic Inclusion
Environmental Sustainability
Administrative and Physical Infrastructure
Employer of Choice



The budget adopted by the County Board for fiscal year 2010 maintains Arlington’s tradition of high-quality services and
strong financial management. The General Fund budget increase is the smallest in at least 25 years, a 0.6% increase from
FY 2009, with no new programs supported by local tax revenues. Despite tough fiscal restraints the County continues its
sustainable efforts to promote a healthy environment, a safety net for our most vulnerable residents, affordable housing
opportunities and resources to address future budget uncertainties. The approved budget includes $19.8 million in budget
reductions, with $12.1 million in administrative/overhead areas and $7.7 million in direct service reductions. The FY 2010
adopted budget represents a sustainable balance between responsible taxation and fee policies, and strategic investment in
the community for today and the future. By maintaining core services and enhancing the safety net, the adopted budget
demonstrates that Arlington’s economy remains strong, even as the county struggles towards economic recovery.

Taxes and Fees

The budget is the single most important policy document that a governing body enacts annually. Obviously, the budget has
to be “balanced” fiscally. The Arlington County Board works equally hard to adopt a budget that also is balanced in
policies, programs and values. It is committed to a diverse community, which means diverse needs and interests. The Board
approved a CY 2009 real estate tax rate of 86.5 cents per hundred dollars of assessed value, a $0.027 increase over CY
2008. In addition, a separate $.01 stormwater tax on real estate is dedicated to maintain and replace the County’s aging
stormwater system and $0.125 on real estate tax for commercial and industrial purposes. Arlington remains one of the best
values for the dollar among local jurisdictions and for the first time in three years, Arlington will have the lowest real estate
tax rate in the Northern Virginia region.

A greater share of the tax burden is carried by the commercial sector, relative to homeowners, than any of its neighbors.
This is the fiscal benefit of “smart growth.” Because of the assessment method used for automobiles, it also has one of the
lowest effective personal property tax rates. Consistent with past practice, the County Board approved increased fees for
programs that are self-supporting, including solid waste collection and recycling, water and sewer services, permit and
other fees associated with the Community Planning and Housing Development (CPHD) Development Fund. Fees were also
raised for a variety of parks and recreation programs.

Protecting the Most Vulnerable

As part of the FY 2010 adopted budget, the only tax-supported programs expanded were critical safety net programs to help
residents most affected by the recession. Funding was increased for the housing grants program, food assistance,
permanent supportive housing and transitional housing and other assistance programs. In addition, new funding was
included for homeless services through the Arlington Street People’s Assistance Network.

Education

Like most local governments, Arlington’s largest single expenditure is for schools. The public school system represents
more than a third of total general fund spending, and accounts for almost half of local tax dollars. The transfer amount is
based on the revenue sharing agreement for allocating County taxes between the County and the Schools. For FY 2010, the
Schools will receive 49.1% of the local tax revenues included in the formula, an increase from 48.1% in FY 2009. The
County is proud of the continuing accomplishments of its students and schools. Achievement has been rising for all student
groups, while the achievement gap has narrowed. SAT participation rates and mean scores, while essentially flat from 2007
to 2009, remain well above the state and the nation. SOL pass rates have increased, and more students are taking advanced
classes. In June 2009, Newsweek’s annual ranking of high schools places all four Arlington Public Schools high schools in
the top one-half percent of high schools in the United States. Arlington’s commitment to schools is especially significant
given that this County gets less help than other jurisdictions; under the state funding formula, less than 20% of School
funding comes from sources other than local taxes. In Prince William County, for instance, more than half the cost of
schools is paid by the state, while Arlington pays over 80 percent of the cost of educating our students.

Cash Management Policies and Practices

The Treasurer’s Office pools substantially all cash and investments for County and School purposes (County funds) in
pooled and separate cash and investment accounts. Separate accounts correspond with specific contractual and/or legal
restrictions. Each Fund's equity share of the total pooled cash and investments is included on the accompanying balance
sheet under the caption "Equity in Pooled Cash and Investments". The Treasurer conducts banking and investment
activities as authorized by The Code of Virginia, Chapter 44 — Security for Public Deposits Act; Chapter 45 — Investment of
Public Funds Act; Chapter 46— Local Government Investment Pool Act; and Chapter 47 — Government Non-Arbitrage



Investment Act. The Code of Virginia delineates additional authority and obligations of the Treasurer in 58.1-3123 through
58.1-3172.1. In addition, the County Treasurer has a formal, written investment policy which further governs the types of
allowable investments and procedures for investing the county’s operating funds. The Investment Policy received a
Certification of Excellence from the Association of Public Treasurers of the United States and Canada (APT) in August
2007. The APT Certification is effective for a five year period. The County established a Finance Board pursuant to Code
of Virginia Sections 58.1-3151 et. seq.

The Treasurer’s investment policy sets forth a number of investment parameters such as investment objectives, asset
allocations and maximum maturities. The stated investment objectives, in priority order, are: preservation of principal,
liquidity and yield. Pursuant to this policy, the Treasurer does not invest County operating funds and bond proceeds in
“derivative” securities, engage in securities lending, or invest in mortgage backed securities guaranteed by the Government
National Mortgage Association (GNMA). Further, the Treasurer does not invest in reverse repurchase agreements. The
Treasurer’s general intent is to place and manage all bond proceeds with and through the State Non-Arbitrage Program
(SNAP).

The Pension Trust Fund is also authorized to make investments as deemed appropriate by its Board of Trustees and in
compliance with the U.S. Department of Labor regulations. It is required by County ordinance to maintain at least twenty
percent of its portfolio in fixed income investments.

Investments in the Pension Trust Fund consist of investment instruments, domestic and international stocks and bonds, U.S.
Treasury notes and bonds, and real estate and real estate notes which are held in the County’s name by the Fund’s Trustee
who serves as the Pension System’s agent. Temporary investment funds on deposit with financial institutions were fully
insured by the Federal Deposit Insurance Corporation up to $250,000 for each Retirement System participant. Investments
are recorded at fair value based on quoted closing market prices except for real estate funds reported in the Pension Trust Fund.
For alternative investments, which include real estate investments, where no readily ascertainable market value exists,
management, in consultation with the general partner and investment advisors, has determined the fair values for individual
investments based upon the partnership’s most recent available financial information. In accordance with its adopted investment
policy, the Retirement System has invested in foreign currency forward contracts, which are valued at fair market value, as a risk
management tool.

All interest earned on cash and investments pooled by the County is recorded in the County’s General Fund as legally allowed,
except for separate cash and investments accounts or funds legally entitled to interest earned.

Risk Management and Reserves

The County is exposed to various risks of loss relative to property, liability, revenue and personnel. The systematic
identification and analysis of exposures to risk, implementation of risk control and loss mitigation techniques, and
utilization of appropriate risk financing alternatives encompasses the management of these risks. It is the general
philosophy of the County to retain risks internally up to economically prudent retention levels and account for necessary
claim settlements in the General Fund. For excess exposure levels, specialized exposures and where commercial insurance
is available at cost-effective premiums, the County will transfer some risk to commercial insurance carriers through the
purchase of insurance policies, while maintaining the integrity of the County’s strategic self-insurance objectives. The
major self-insurance programs are workers’ compensation, employees’ health insurance, and the self-insured retention
portion of general, automobile, and public officials’ liability. For each major self-insurance program the County uses the
professional services of a third-party administrator to adjudicate claims and recommend appropriate reserves for
outstanding claims. Claims expenditures and liabilities are reported when it is probable that a loss has occurred and the
amount of the loss can be reasonably estimated. These losses include an estimate of claims that have been incurred but not
reported. The amount of settlement did not exceed the insurance coverage for each of the last three years

In addition, the County has designated a General Fund balance self-insurance reserve of $5.0 million as of June 30, 2009. The
County also maintains a General Fund operating reserve that totaled $30.8 million as of June 30, 2009. Since its establishment in
FY 1986, this operating reserve has not been used, but has been increased steadily. By adopted County Board policy, the
operating reserve, previously set at two percent of the General Fund budget, is now at least 3.25 percent with a goal of
increasing to five percent of the General Fund budget. The County has also established a Stabilization Fund of $11.5 million as
of June 30, 2009. The Fund’s purpose is to manage in FY10 the impact of economic changes, including lower revenues,
unanticipated consequences of budget reductions or additional safety net requirements. These funds would normally be
used for maintenance capital and other one-time expenses.



Pension Benefits

The County participates in two separate pension systems. The Virginia Retirement System (VRS) covers most School
Board employees and some County employees affiliated with State agencies. VRS is administered by the State, which bills
the County for a portion of the employer’s share of contributions. The Arlington County Employee’s Supplemental
Retirement System (“the System”) covers all other County employees. The Arlington County Code requires the System to
have an actuarial valuation at least biennially. For the year ended June 30, 2009, the County’s annual pension cost of $37.0
million equaled 100% of the required contributions due.

Other Post-employment Benefits (OPEB)

In addition to the pension benefits described above, the County provides post-employment health care benefits to all permanent
employees who meet the requirements under the County's or the State's pension plans. Eligibility is contingent upon the retiree
being eligible for one of the County's current health plans at the time of retirement. The County Board considers and approves
these benefits annually as part of the Adopted Budget process. As of June 30, 2009, 1,383, and 1,573 retirees were both eligible
and received benefits from the health and life plans, respectively. Funding for these benefits is made on a pay-as-you-go basis.

In June 2004, the Government Accounting Standards Board (GASB) issued Statement Number 45, Accounting and Financial
Reporting by Employers for Post Employment Benefits Other Than Pensions. The County, beginning in fiscal year 2008,
accounted for and reported in its financial statements the cost of Other Post Employment Benefits (OPEB) — health insurance,
life insurance and other non-pension benefits provided to its retirees. GASB 45 required that the cost of our OPEB
commitments be accounted for and reported in the same manner as pensions.

Since June 30, 2008, the County and Schools have taken the following steps:

e  On February 24, 2009, the Arlington County Board adopted a resolution establishing an OPEB Trust, providing for an
effective date of January 1, 2009. With adoption of the trust, the County Board allocated $15.1 million in County
assets to the Trust.

e  On April 28, 2009, the Arlington County Board adopted the Fiscal Year 2010 budget. The adopted budget includes
$15.4 million in funding to meet OPEB obligations. This includes $8.9 million in pay-as-you-go funding for current
retirees and an additional $6.5 million in ongoing funding to meet OPEB liabilities.

e On April 30, 2009, the Arlington County School Board adopted its Fiscal Year 2010 budget. The adopted budget
includes $8.2 million in funding to meet OPEB obligations. This includes $6.5 million in pay-as-you-go funding for
current retirees and an additional $1.7 million in ongoing funding to meet OPEB liabilities.

e On May 13, 2009, the Arlington County School Board adopted a resolution establishing an OPEB Trust, providing for
an effective date of January 1, 2009. With adoption of the trust, the School Board allocated $1.5 million in assets to
the Trust.

e The Arlington County Employee Retirement System (ACERS) has agreed to act as trustee for the funds, and the
amount set aside by the County and Schools have been invested in Trust instruments.

In an actuarial analysis dated January 1, 2009, the County’s actuary (assuming that an OPEB Trust would be created prior to
June 30, 2009, and assuming the cap on retiree health care benefits adopted in April 2008) estimated an OPEB liability of
$210.0 million (for the Fiscal Year ending June 30, 2009) with an Annual Required Contribution (ARC) of $15.5 million and a
net OPEB liability of $0.3 million. In addition, the actuarial analysis assumed that the County would be contributing $10.4
million in health care reserves. The County Budget for FY 2010 fully funds the ARC.

In an actuarial analysis dated December 31, 2008 the Schools’ actuary (assuming than an OPEB Trust would be created prior to
June 30, 2009, and that the School Board would implement a cap on retiree health care benefits) estimated an OPEB liability of
$186.4 million (for Fiscal Year ending June 30, 2009) with an ARC of $15.0 million and a net OPEB liability of $19.0 million.
In addition to the $1.5 million contributed to the OPEB Trust, the Schools have a $3.6 million health care reserve which will be
contributed to the OPEB trust in FY 2010 if not needed for other purposes. The Schools’ Budget for FY 2010 fully funds the
ARC.



Both the County and Schools will receive annual actuarial updates and continue to monitor health care costs and consider
additional plan design changes if necessary.

Annual Disclosure

As required by the U.S. Securities and Exchange Commission Rule 15¢2-12, the County has agreed, for the benefit of the
owners of County bonds, to provide to Electronic Municipal Market Access (EMMA) system operated by the Municipal
Securities Rulemaking Board (MSRB) and to any appropriate state information depository (“SID”), if any is hereafter
created, certain financial information (the “Annual Report”) not later than 270 days after the end of each of its fiscal years,
commencing with the fiscal year ending June 20, 1996. The financial information which the County has agreed to annually
provide includes “Debt Statement”, “Total General Obligation Debt Service”, “Ten-Year Summary of General Fund
Revenues and Expenditures”, “General Fund Balance”, “Principal Tax Revenues by Source”, “Property Tax Levies and
Collections”, “Historical Assessed Valuation”, “Local Sales Tax Revenue”, “Business and Professional License Tax
Revenues”, “Description of County’s Wastewater and Water Systems”, “Debt Payable From or Secured By County’s
Wastewater and Water Systems”, “Financial Information and Operating Data for the Utilities Enterprise Fund, as of the
Preceding Fiscal Year, including Description of Revenues and Expenses, Largest Users, Summary of Rates and Fees, and a
Historical Summary of Debt Service Coverage”. These are included as Exhibit S-3 and Notes to the Financial Statements
#9, Table I, Table J-1, Table D, Table D-1, Table D-2, Table C, Table E, Table H, Table F, Exhibits S-8, S-9, and G-2,
Table R, Table U, Table J-2, Exhibit D-1, D-2, and D-3, and Table T. The Virginia Resources Authority requires certain
additional financial information to be disclosed annually. The financial information which the County has agreed to
provide annually includes “Certificate of No Default signed by the Finance Director”, “Certificate of Consulting Engineer”,
“Evidence of Comprehensive General Liability Insurance”. These are included in Tables P, S and V.

Awards

The Government Finance Officers Association of the United States and Canada (“GFOA”) awarded a Certificate of
Achievement for Excellence in Financial Reporting to Arlington County, Virginia for its Comprehensive Annual Financial
Report (CAFR) for the fiscal year ended June 30, 2008.

The GFOA presented the Award for Distinguished Budget Presentation to Arlington County, Virginia for its FY 2010
budget. This award is the highest form of recognition in governmental budgeting.

County Acknowledgements

The County continues to maintain a strong financial position through responsible and progressive management of financial
operations, by thorough bond official statement disclosure practice, and sound accounting and financial reporting practices.
We strongly support the efforts of the Auditor of Public Accounts of the Commonwealth of Virginia, the Governmental
Accounting Standards Board, and the Government Finance Officers Association of the United States and Canada to
improve accounting and financial reporting standards. The implementation of standards provides, in the County’s opinion,
a sound framework for a truly “comprehensive” annual financial report. The preparation of this Comprehensive Annual
Financial Report was made possible by the efficient and dedicated services of the staff of the Department of Management
and Finance. In addition, this report could not have been completed without the active participation of the Treasurer’s
Office, the Office of the Assistant Superintendent of Finance in the Arlington Public Schools, the County Attorney’s
Office, the Commissioner of Revenue’s Office, and the staff of the County’s Retirement Office.

We would like to express our sincere thanks to the staff of the Department of Management and Finance, and to all others

who have contributed to the preparation of this report.
Respectfully submltte
f////b( ‘i~¢ A\’\

Mark Schwartz, Director
Department of Management and Finance

Barbara A. Wiley, Com

Department of Management and Finance
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Independent Auditor’s
Report

The County’s financial statements and accounting
systems are audited each fiscal year by an
independent public accounting firm. The audits are
conducted in accordance with generally accepted
auditing standards, governmental auditing standards
and the “single audit” concept applicable to Federally
Assisted Programs.

The independent auditor’'s report on the County’s
financial statements is contained in this section. The
reports required under the “single audit” concept are
included in the Federal Grant Activity section of this
report, entitled “FEDERALLY ASSISTED PROGRAMS:
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Certified Public Accountants & Consultants

Independent Auditor’s Report

The Honorable Members of the County Board
Arlington County, Virginia

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of Arlington County, Virginia (the County), as of and for the year ended June
30, 2009, which collectively comprise the County’s basic financial statements as listed in the table of
contents. These financial statements are the responsibility of the County’s management. Our
responsibility is to express opinions on these financial statements based on our audit. We did not audit
the financial statements of the Gates Partnership discretely presented component unit. These financial
statements were audited by other auditors whose report thereon dated April 1, 2009, has been furnished to
us, and our opinion on the basic financial statements, insofar as it relates to the amounts included for this
discretely presented component unit, is based solely on the reports of the other auditor.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States; and the Specifications for Audits of Counties, Cities and
Towns, issued by the Auditor of Public Accounts of the Commonwealth of Virginia. Those standards and
specifications require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit and the report of the
other auditor provides a reasonable basis for our opinions.

In our opinion, based on our audit and the report of the other auditor, the financial statements referred to
-above present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of the County as of June 30, 2009, and the respective
changes in financial position and cash flows, where applicable, thereof, and the respective budgetary
comparison for the general fund, for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated October 30,
2009 on our consideration of the County’s internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing the results of our
audit.

HLB International

Oftices in 17 srates and Washmgron, DC
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The management’s discussion and analysis is not a required part of the basic financial statements but is
supplementary information required by accounting principles generally accepted in the United States of
America. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary
information. However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the County’s basic financial statements. The accompanying supplementary information, such as
the introductory section, other supplementary information, as listed in the table of contents, and statistical
section are presented for purposes of additional analysis and are not a required part of the basic financial
statements. The accompanying other supplementary information has been subjected to the auditing
procedures applied by us in the audit of the basic financial statements and, in our opinion, based on our
audit, are fairly stated in all material respects in relation to the basic financial statements taken as a whole.
The introductory section and statistical section have not been subjected to the auditing procedures applied
by us in the audit of the basic financial statements and, accordingly, we express no opinion on them.

%WALA

Arlington, Virginia
October 30, 2008
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. Management’s
artiNaTON Discussion and Analysis

NIRGINTA

The Management’s Discussion and Analysis (MD&A) is
intended to provide the narrative introduction and overview
that users need to interpret the Basic Financial
Statements. MD&A also provides analysis of some key
data presented in the Basic Financial Statements.
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Management’s Discussion and Analysis

As management of Arlington County, Virginia (“the County”), we offer readers of the County’s financial statements this
narrative overview and analysis of the financial activities of the County and its component units-Schools, and Gates Partnership
for the fiscal year ended June 30, 2009. We encourage readers to consider the information presented here in conjunction with
additional information that we have furnished in our letter of transmittal, which can be found on page 1 of this report. All
amounts, unless otherwise indicated, are expressed in millions of dollars.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the basic financial statements. The basic financial
statements comprise three components: 1) government-wide financial statements, 2) fund financial statements, and 3) notes to
the financial statements. This report also contains other supplementary information in addition to the basic financial statements
themselves.

Government-wide financial statements. The government-wide financial statements are designed to provide readers with a
broad overview of the County’s finances, in a manner similar to a private-sector business. The government-wide financial
statements include not only the County itself (known as the primary government), but also its component units, a legally
separate school system (“Schools”) for which the County is financially accountable and Gates Partnership for which the County
has the ability to impose will and fiscal dependency. Financial information for these component units is reported in separate
columns from the financial information presented for the primary government itself.

The statement of net assets presents information on all of the primary government’s and its component units’ assets and
liabilities, with the difference between the two reported as net assets. Over time, increases or decreases in net assets may serve
as a useful indicator of whether the financial position of the County is improving or deteriorating.

The statement of activities presents information showing how the government’s net assets changed during the most recent fiscal
year. All changes in net assets are reported as soon as the underlying event giving rise to the change occurs, regardless of the
timing of related cash flows. Thus, revenues and expenses are reported in this statement for some items that will only result in
cash flows in future fiscal periods (e.g., uncollected taxes and earned but unused vacation leave).

Government-wide financial statements distinguish functions of the County and Schools that are principally supported by taxes
and intergovernmental revenues (governmental activities) from other functions that are intended to recover all or a significant
portion of their costs through user fees and charges (business-type activities). The governmental activities of the County and
Schools include: public safety (police and fire protection), judicial (courts, prosecuting offices and detention center), health,
welfare and social services, public improvements, streets and highways, community planning and development, libraries, parks
and recreation, education and general administrative services. The business-type activities of the County include the water and
sewer functions, the public parking garage operation, and planning and zoning.

The government-wide financial statements can found in Exhibits 1 and Exhibit 2, and Exhibits 6 through 10 of this report.

Fund financial statements. A fund is a grouping of related accounts that is used to maintain control over resources that have
been segregated for specific activities or objectives. The County and Schools, like other state and local governments, use fund
accounting to ensure and demonstrate compliance with finance-related legal requirements. All of the funds of the County and
Schools can be divided into three categories: governmental funds, proprietary funds, and fiduciary funds.

Governmental funds. Governmental funds are used to account for essentially the same functions reported as governmental
activities in the government-wide financial statements. However, unlike the government-wide financial statements,
governmental fund financial statements focus on near-term inflows and outflows of expendable resources, as well as on
balances of expendable resources available at the end of the fiscal year. Such information may be useful in evaluating a
government’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is useful to
compare the information presented for governmental funds with similar information presented for governmental activities in
the government-wide financial statements. By doing so, readers may better understand the long-term impact of the
government’s near-term financing decisions. Both the governmental fund balance sheet and the governmental fund statement
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of revenues, expenditures, and changes in fund balances provide a reconciliation to facilitate this comparison between
governmental funds and governmental activities.

The County maintains 20 individual governmental funds which are presented as 16 individual funds in the fund statements; the
Schools maintain 8 individual governmental funds. Information is presented separately in the governmental fund balance sheet
and in the governmental fund statement of revenues, expenditures, and changes in fund balances for the general fund and
general capital projects fund, which are considered to be major funds. Data from the 20 County governmental funds are
combined into a single, aggregated presentation; data from the Schools 8 governmental funds are combined into a single,
aggregated presentation as a component-unit, a presentation mandated by state law. Individual fund data for each of these non-
major governmental funds is provided in the form of combining statements elsewhere in the report. The County adopts an
annual appropriated budget for its general fund and special revenue funds, including Schools. Budgetary comparison
statements have been provided for these funds to demonstrate compliance with this budget.

The governmental fund financial statements can be found in Exhibit 3, Exhibit 3(A), Exhibit 4, Exhibit 4(A), Exhibit 5, Exhibit
A-1 through Exhibit C-2, Exhibit G-1 through Exhibit G-3, Exhibit X and Exhibit Y of this report.

Proprietary funds. The County maintains two different types of proprietary funds. Enterprise funds are used to report the
same functions presented as business-type activities in the government-wide financial statements. The County uses enterprise
funds to account for its water and sewer operations, its public parking garage operations, including the Eighth-Level Ballston
Public Parking Garage, the Community Planning (CPHD) Development Fund and for the Trade Center, George Mason
University, Enterprise Resource Planning and Emergency Communication Center Projects. Internal service funds are an
accounting device used to accumulate and allocate costs internally among the County’s various functions. The County uses
internal service funds to account for its fleet of vehicles, for its printing operation, and for its jail industries function. Because
these services predominantly benefit governmental rather than business-type functions, they have been included within
governmental activities in the government-wide financial statements.

Proprietary funds provide the same type of information as the government-wide financial statements, only in more detail. The
proprietary fund financial statements provide separate information for the water and sewer operations and public parking
garage operations, including the Eighth-Level Ballston Public Parking Garage, the CPHD Development Fund and the Trade
Center, George Mason University, Enterprise Resource Planning and Emergency Communications Projects. The water and
sewer operations and public parking garage and Emergency Communication Center are considered to be major funds of the
County. Conversely, the three internal service funds are combined into a single, aggregated presentation in the proprietary fund
financial statements. Individual fund data for the internal service funds is provided in the form of combining statements
elsewhere in this report.

The basic proprietary fund financial statements can be found in Exhibits 6, 7, 8 and Exhibit D-1 through Exhibit E-3 of this
report.

Fiduciary funds. Fiduciary funds are used to account for resources held for the benefit of parties outside the government.
Fiduciary funds are not reflected in the government-wide financial statements because the resources of those are not available
to support the County’s own programs. The OPEB trust funds are used to account for the assets held in trust by the County and
Schools for other post employment benefits. The accounting used for fiduciary funds is much like that used for proprietary
funds.

The basic fiduciary fund financial statements can be found in Exhibits 9 and 10, Exhibit F-1 through Exhibit F-4 and Exhibit
G-4 and Exhibit G-5 of this report.

Notes to the financial statements. The notes provide additional information that is essential to a full understanding of the data
provided in the government-wide and fund financial statements. The notes to the financial statements can be found in the
section titled “NOTES TO THE FINANCIAL STATEMENTS” of this report.
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Statement of Net Assets
The following table (Table A-1) reflects the condensed statement of net assets:

Table A-1
Condensed Net Assets
June 30, 2009
With Comparative Totals for June 30, 2008
(in millions of dollars)

Primary Government Component Units
Gates
Governmental Activities  Business-type Activities Total Schools Partnership Total
2009 2008 2009 2008 2009 2008 2009 2008 2009 2008 2009 2008
Current and other assets $700.8 $684.8 $179.5 $182.1 $880.3 $866.9 $88.0 $127.2 $5.6 $8.6 $973.9 $1,002.7
Capital assets 553.2 460.1 843.0 695.7 1,396.2 1,155.8 365.0 339.2 88.6 879 1,8498 1,582.9
Total assets 1,254.0 1,144.9 1,022.5 877.9 2,276.5 2,022.8 453.0 466.4 94.2 96.5 2,823.7 2,585.7
Long-term debt outstanding 679.7 683.9 420.0 360.7 1,099.7 1,044.6 58.9 36.8 59.1 68.3 1,217.7  1,149.7
Other liabilities 160.0 1414 48.1 43.8 208.1 185.2 52.1 65.0 10.7 37 2709 253.9
Total liabilities 839.7 825.3 468.1 404.5 1,307.8 1,229.8 111.0 101.8 69.8 72.0 1,488.6  1,403.6
Net assets:
Invested in capital assets
net of related debt 184.9 98.3 4451 354.6 630.0 452.9 356.7 3327 30.0 29.3 1,016.7 814.9
Restricted 124.5 168.2 6.9 12.3 1314 180.5 15.0 53.6 - - 146.3 2341
Unrestricted 104.9 53.1 1024 106.4 207.3 159.5 (29.7) (21.7) (5.6) (4.9) 1721 132.9
Total net assets $414.3 $319.6 $554.4 $473.4 $968.7 $793.0 $342.0 $364.6 $24.4 $24.5 $1,335.1  $1,182.0

Note: Totals may not add due to rounding.
Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of government’s financial position. In the case of the
governmental activities, assets exceeded liabilities by $414.3 and in the case of the business-type activities, assets exceeded
liabilities by $554.4 for a primary government total of $968.7 at the close of the most recent fiscal year. In the case of the
Schools, assets exceeded liabilities by $342.0, in the case of the Gates Partnership, assets exceeded liabilities by $24.4.

By far the largest portion of the primary government’s, Schools’, Gates Partnership’s net assets (76.2%) reflects the investment
in capital assets (e.g., land, buildings, machinery, and equipment), less any related debt used to acquire those assets that is still
outstanding. The primary government and Schools use these capital assets to provide services to citizens; consequently, these
assets are not available for future spending. Although the primary government’s, and Schools’ investment in its capital assets
is reported net of related debt, it should be noted that the resources needed to repay this debt must be provided from other
sources, since the capital assets themselves cannot be used to liquidate these liabilities.

An additional portion of the primary government’s and Schools’ net assets, (11.0%) represents resources that are subject to
external restrictions on how they may be used. Any remaining net assets are classified as “Unrestricted net assets”.

In Virginia, state law provides that a school board is a separate legal entity and has long held that school boards hold title to all
school assets. However, whether separately elected or appointed by the governing body, Virginia’s local school boards do not
have the power to levy and collect taxes or issue debt. Purchases of school equipment, buildings or improvements (fixed
assets) to be funded by debt financing require the local government to issue the debt. To accommodate GASB 34, a new state
law was passed to allow the County and Schools to consider the debt-financed School assets owned by “tenancy in common”
and would permit the County to display these assets in the County column. The County has chosen not to do so. Accordingly,
in the government-wide financial statements, the “school debt” is reflected in the governmental activities column of the
primary government, although the capital assets are reflected in the “Component—unit Schools” column. The final “Total”
column, which displays the “Unrestricted capital assets” for the entire government, gives a more complete picture of debt-
financed capital assets.

At the end of the current fiscal year, the primary government and component units are able to report positive balances in all
three categories of net assets for the government as a whole.
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Statement of Changes in Net Assets

The following table (Table A-2) displays the changes in net assets for FY 2009 and FY 2008:

Table A-2
Changes in Net Assets
June 30, 2009
With Comparative Totals for June 30, 2008
(in millions of dollars)

Primary Government Component Units
Governmental Activities Business-type Activities Total Schools Gates Partnership Total
2009 2008 2009 2008 2009 2008 2009 2008 2009 2008 2009 2008
Revenues
Program revenue
Charges for services $58.8 $64.4 $123.9 $106.1 $182.7 $170.5 $14.1 $15.4 $6.5 $4.9 $203.3  $190.8
Operating grants and contributions 102.4 105.7 29 - 105.3 105.7 368.1 416.7 - - 473.4 522.4
Capital grants and contributions 1.8 1.8 26.8 28.0 28.6 $29.8 - - 0.5 14 29.1 31.2
General revenue
Property taxes 623.6 603.8 - - 623.6 603.8 - - - - 623.6 603.8
Other local taxes 187.9 185.9 - - 187.9 185.9 16.2 16.9 - - 204.1 202.8
Investment and interest earnings 1.5 17.2 34 6.1 14.9 233 1.1 04 0.1 0.2 16.1 239
Miscellaneous 18.5 24.2 - - 18.5 24.2 - - 0.1 - 18.6 24.2
Total revenues 1,004.5 1003.0 157.0 140.2 1,161.5 1,143.2 399.5 4494 7.2 6.5 1,568.2  1,599.1
Expenditures
General government 157.9 183.5 - - 157.9 183.5 - - - - 157.9 183.5
Public safety 101.2 1146 - - 101.2 114.6 - - - - 101.2 114.6
Environmental services 741 737 - - 74.1 73.7 - - - - 741 73.7
Health and welfare 100.7 110.0 - - 100.7 110.0 - - - - 100.7 110.0
Libraries 12.8 14.4 - - 12.8 14.4 - - - - 128 14.4
Parks, culture and recreation 354 386 - - 354 38.6 - - - - 354 38.6
Planning and community development 67.6 46.3 - - 67.6 46.3 - - - - 67.6 46.3
Education 341.1 391.2 - - 3411 391.2 4221 412.9 - - 763.2 804.1
Debt service:

Interest and other charges 18.4 18.4 - - 18.4 18.4 - - - - 18.4 18.4
Water and sewer - - 59.1 57.9 59.1 57.9 - - - - 59.1 57.9
Parking garage - - 5.6 9.5 5.6 9.5 - - - - 5.6 9.5
IDA Revenue Bonds - - 17 1.5 1.7 15 - - - - 1.7 15
Rental Properties - - - - - - 8.2 7.7 7.7 7.7
CPHD Development Fund - - 9.6 - 9.6 - - - - - - - -

Total expenditures 909.2 990.6 76.0 68.9 985.2 1,059.5 422.1 412.9 8.2 77 14155  1,480.1

Increase/(Decrease) in net assets $95.2 $124 $81.1 $71.3 $176.3 $83.7 ($22.6) $36.4 (31.0) ($1.1) $152.7 $119.1

Note: Totals may not add due to rounding.

To summarize, the activities of the primary government and component units increased/(decreased) net assets as follows:

e  Governmental activities $95.2 62.3%
e  Business type activities $81.1 53.1%
e  Component-unit Schools ($22.6) (14.7Y%
e  Component-unit Gates Partnership ($1.0) 0.7%

TOTAL $152.7 100.0%

Revenues. Revenues for the County’s governmental activities were $1,004.5 for fiscal year 2009. General revenues from
governmental activities increased $10.4, primarily due to a moderate increase in property tax revenue partially offset by a
decrease in investment and interest earnings and miscellaneous revenue.

Taxes constitute the largest source of County revenues, amounting to $811.5 for fiscal year 2009, an increase of $21.8 over
fiscal year 2008. Real estate taxes ($523.7) increased $13.8 driven by the increasing assessment value of real property, which
increased 5.9% between calendar year 2007 and 2008 and 0.4% between 2008 and 2009 as well as a 4.7 cent increase in the
general fund real estate tax rate over this time. In addition, fiscal year 2009 was the first full-year that the County collected a
$0.125 tax on commercial properties to fund transportation initiatives and a $.01 tax on real property to fund stormwater
management projects. Personal property taxes ($99.8) increased $6.0 primarily due to a significant increase in business
tangible assessments between year 2007 and 2008 and a more modest increase in motor vehicle assessments over this time
period.
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The other local taxes revenue category, which includes taxes on business licenses, general sales, hotel rooms, restaurant meals,
utility purchases, car rentals, cigarettes and other totaled $187.9. This represents a $2.0 increase over the previous year, or
1.1%. This increase was due primarily to the reallocation of roughly $3.0 in sales tax to Arlington that had previously been
credited to another Virginia jurisdiction in prior years by the Virginia Department of Taxation.

Program revenues are derived directly from the program itself and reduce the net cost of the function to the County. Total
program revenues from governmental activities were $163.0. Operating Grants and Contributions represent the most significant
of these revenues, totaling $102.4. Other program revenue categories were Charges for Services, totaling $58.8 and Capital
Grants and Contributions, totaling $1.8. For additional information and comparative results, see Table A-2.

Business-type activities generated revenues of $157.1, primarily from charges for services, which totaled $123.9. The increase
in total revenue of $16.8 is mainly attributable to $13.3 in service fees and $2.9 from operating contributions in the Community
Planning Development Fund (CPHD Development Fund), a new fund added this year. The Utilities, Ballston Public Parking
Garage, the 8" Level Ballston Public Parking Garage and the IDA Revenue Bonds experienced a decrease in interest income of
$2.6 due to a decrease in interest earnings on bond proceeds.

Chart A-3
Primary Government Sources of Revenue
For Fiscal Years 2009 and 2008
(in millions)
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Expenses. Total cost of all the County’s governmental activities for fiscal year 2009 was $909.2, representing a decrease
of $81.3 from fiscal year 2008. As the chart below indicates, education continues to be the County’s largest program.
Education expenses totaled $341.1 a decrease of $50.1 over fiscal year 2008. General government expenses represent the
second largest expense, totaling $157.9 in fiscal year 2009. General government expenses decreased $25.6 over fiscal year
2008 primarily as a result of a hiring freeze and restrictions on discretionary spending, and the transfer of a portion of the
Department of Community Planning, Housing and Development out of the General Fund into the CPHD Development
Fund. The County fully funded the Annual Required Contribution (ARC) of $15.4 in FY 2009 with $8.5 in pay as you go
funding for current retirees and $15.1 to establish an OPEB trust.

Expenses for the County’s business-type activities totaled $76.0 which provided water and sewer utility services, parking
operations, and CPDH Planning and Inspection Divisions.

The Schools recognized $7.4 in additional expense for OPEB and $1.5 to establish the Retiree Welfare Benefit Trust.
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The following (Chart A-4) displays the net costs of the governmental activities:

Chart A-4
Net Cost of Governmental Activities
For Fiscal Years 2009 and 2008
(in millions of dollars)
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Financial Analysis of the Government’s Funds

As noted earlier, the County and Schools use fund accounting to ensure and demonstrate compliance with finance-related legal
requirements.

Governmental funds. The focus of the County’s and Schools governmental funds is to provide information on near-term
inflows, outflows, and balances of expendable resources. Such information is useful in assessing the County’s and Schools
financial requirements. In particular, unreserved fund balance may serve as a useful measure of a government’s net resources
available for spending at the end of the fiscal year. As of the end of the current fiscal year, the County’s governmental funds
reported combined ending fund balances of $263.5, a decrease of $22.9 in comparison with the prior year. Approximately,
54.8% of this total amount ($144.3) constitutes unreserved fund balance, which is available for spending at the government’s
discretion. The remainder of fund balance is reserved to indicate that it is not available for new spending because it has already
been committed 1) to liquidate contracts and purchase orders of the prior period ($24.1), 2) to build facilities from general
obligation bond proceeds and PAYGO monies ($95.1).

The general fund is a major governmental fund of the County. At the end of the current fiscal year, unreserved fund balance of
the general fund was $138.1 while total fund balance reached $138.4. As a measure of the general fund’s liquidity, it may be
useful to compare both unreserved fund balance and total fund balance to total expenditures. In FY2009, both unreserved fund
balance and total fund balance represents 15.0% of total general fund expenditures.

The fund balance of the County’s general fund increased by $20.7 during the current fiscal year primarily due to the aggressive
efforts made to restrict spending in response to the economic downturn.

The general capital projects fund is another major fund of the County. At the end of the current fiscal year, there was no
unreserved fund balance of the general capital projects fund while total fund balance reached $21.4. As a measure of the
general capital project fund’s liquidity, it may be useful to compare total fund balance to total expenditures. Total fund balance
represents 23.2% of total general capital project fund expenditures.

The fund balance of the County’s general capital projects fund decreased by $21.3 during the current fiscal year. In FY2009,
the County spent more funds on capital outlay ($66.5 in FY09 compared to $29.1 in FY08). The Industrial Development
Authority of Arlington County, Virginia issued $36.0 in lease revenue bonds to finance the acquisition of Buckingham Village
3.
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Proprietary funds. The County’s proprietary funds provide the same type of information found in the government-wide
financial statements, but in more detail.

Unrestricted net assets of the Utilities Fund at the end of the year amounted to $117.5, the Ballston Public Parking Garage Fund
amounted to ($13.9), the Trade Center Fund amounted to ($2.5), George Mason Fund amounted to ($0.5), the ERP Fund
amounted to ($2.7), 8" Level of the Ballston Public Parking Garage amounted to $0.4, and the CPHD Development Fund
amounted to $4.1. The total change in net assets of the Utilities Fund was $77.2, CPHD Development Fund was $6.6, the 8"
Level of the Ballston Public Parking Garage Fund was $0.2, the Ballston Public Parking Garage Fund was ($1.8), the
Emergency Communications Center Fund was $.2, the Trade Center Fund was ($0.4), George Mason ($0.1), and the ERP Fund
was ($0.8) respectively. Other factors concerning the finances of these funds have been addressed in the discussion of the
County’s business-type activities.

General Fund Budgetary Highlights

The difference between the original budget and the final budget was $66.9, consisting of a $19.1 increase in federal and state
grants, other miscellaneous revenue and additional supplemental appropriations from prior year fund balance for variety of
projects. Budgets for all other departments were reduced by a total of $1.2 due to state budget reduction. Significant changes to
appropriation levels include the following:

e $36.3 in net increases allocated to non departmental for affordable housing primarily for carryover of incomplete
projects from prior years, master lease financing and establishment of an economic transition fund. This increase is net
of a $4.9 decrease due to the transfer of funding in the adopted budget for Other Post Employment Benefits (OPEB) to
the OPEB Trust Fund during the fiscal year.

e $3.7 in net increases from grants and seized assets funding to the Police Department, Office of Emergency
Management, Fire department for equipment purchases, family assistance center training, targeted overtime, and
emergency preparedness. The increases were partially offset by a decrease of $0.1 in reductions due to state budget
cuts.

e $4.2 in increases allocated to the Department of Environmental Services for carryover of incomplete projects from
prior years, and additional funding relating to commuter services programs. The increases were partially offset by a
decrease of $0.05 in reductions due to state budget cuts.

e ($0.1) net in decreases allocated to the Judicial Administration. This is made up of reductions of $0.5 million due to
state budget cuts, partially offset by grant funding for Project Peace, and carryover of incomplete project for prior
years for equipment and supplies.

e $1.0 in net increases allocated to Planning and Community Development from carryover of incomplete projects from
prior years for planning and grant-related activities, and additional grant funds relating to Base Realignment and
Closure (BRAC) activities, and Community Services Block Grant funding.

e $0.4 in net increases allocated to the General Government from carryover of incomplete projects from prior years, and
funding relating to the Board of Equalization. The increases were partially offset by a reduction of $0.1 due to state
budget cuts.

e  $4.0 net increases allocated to the Department of Human Services through carryover of incomplete projects for prior
years as well as new grants for a wide variety of services for persons with mental illness, substance abuse services,
emergency assistance, transportation and employment and health services. These increases were partially offset by
$0.3 reduction due to state budget cuts.

e $0.2 in net increases allocated to the Department of Parks, Recreation, and Community Resources in grant funding for
meal for summer camp participants, park preservation, arts activities, as well as an allocation of contingent funding for
living wage.

e $17.0 increases in transfers out to the Schools as a result of FY 2008 closeout.

The difference between the final budget and actuals was $102.3 which consisted of a $105.4 favorable expenditure variance
partially offset by $3.1 unfavorable revenue variance. The favorable expenditure variance consisted of the following:

e $49.7 favorable in non departmental form the Affordable Housing Investment Fund (due to the long term nature of
many projects, funding for which will be carried over to FY 2010), saving in insurance, lease purchase and
consultants, and saving from contingent funds.$3.8 favorable in Department of Environmental Services primarily due
to position vacancies, delays in implementing the Fresh AIRE initiative and delays in spending grant funds for
Commuter Services.

e  $0.5 favorable in Planning and Community Development primarily due to position vacancies.
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$2.0 favorable in General Government primarily due to position vacancies and expenditure reductions for consultants,
printing, recruitment and contracts. $7.6 favorable in Department of Human Services primarily due to position
vacancies, delays in pending grant funds (which will be carried over and expended in FY 2010), and under
expenditures in contracts and consultants.

$8.9 favorable in Public Safety primarily due to position vacancies, saving in consultants, supplies, equipment and
under expenditures of seized assets and grant funding which will be carried forward and expended in the next fiscal
year.

$1.0 favorable in Parks and Recreation primarily due to position vacancies and saving in supplies and equipment.

$1.3 favorable in Judicial Administration primarily due to position variances, delays in spending grant funds (which
will be carried over and expended in FY 2010) and under expenditures in contracts and court costs.

$0.8 favorable in Libraries primarily due to position variances and under expenditures in contracts.

$26.9 favorable in the schools transfer; unspent balances will be carried over to the next fiscal year for the schools.

Additional information on the County’s statement of revenues, expenditures and changes in fund balance budget and actual can
be found in Exhibit 5 in Basic Financial Statements of this report.

Capital Asset and Debt Administration

Capital assets. The County’s investment in capital assets for its governmental, business type activities, and component units
as of June 30, 2009 amounts to $1,849.8 (net of accumulated depreciation). This investment in capital assets includes land,
building and systems, improvements, machinery and equipment, park facilities, roads, highways, and bridges.

Major capital asset acquisitions during the current fiscal year from the general capital projects fund included the following:

$2.6 Parks and Recreation center improvements including athletic fields and courts, field and court lighting, picnic
shelters, parking lot/ park entry roadway renovations.

$3.9 Transportation and Pedestrian Initiatives to fund curb and gutter improvements and street paving.

$1.1 Ensure all new County facilities are designed to meet Americans with Disabilities Act and make minor changes
to enhance the overall accessibility of the disabled community.

$3.0 Facility maintenance renovation including continuing the property condition assessment process initiated in FY
2004.

$2.0 Technical assets investment including replacing Department of Human Services client based financial system,
electronic record management strategy, reaction of Circuit Court records and replace mobile laptops in the Police
Department, Sheriff’s Office and Fire Department.

$1.1 Contributions capital funding to several regional organizations such as Northern Virginia Regional Park
Authority, the Peumansend Creek Regional Jail Authority, Northern Virginia C<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>