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WILLIAM B. HURD TRANSIT FACILITY

Alexandria Transit Company’s, William B. Hurd Transit Facility, a 160,000 square foot state-of-
the-art building was completed and put into use during FY 2011. The new facility can house 90
buses with an expansion capability of 130 buses. The facility includes 10 maintenance bays,
two service lanes, bus washer, operations and dispatch areas, and administrative offices. The
construction was designed to achieve the U.S. Green Building Council’s Leadership in Energy
and Environmental Design (LEED) Silver rating. The new facility was named after the late Mr.
William B. Hurd, who was the former Chairman of the ATC board for 22 years. Mr. Hurd was
instrumental in the start-up of the bus system in 1984.
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November 23, 2011

To the Honorable Mayor and Members of City Council,
the Residents and Businesses of the City of Alexandria:

We are pleased to present the City of Alexandria's (the City) Comprehensive Annual Financial Report
(the CAFR) for the fiscal year ended June 30, 2011. The report is designed to present fairly the financial position of
the governmental activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the City in all material respects and to demonstrate compliance with applicable
finance-related legal and contractual provisions. The report adheres to the principle of full disclosure so that the
reader may gain the maximum understanding of the City's financial affairs.

The Finance Department has prepared this report in accordance with the following standards:

° Accounting principles generally accepted in the United States, which are uniform minimum
standards and guidelines for financial accounting and reporting in the United States;

° Governmental accounting and financial reporting statements, interpretations and technical
bulletins issued by the Governmental Accounting Standards Board (GASB); and

° Uniform financial reporting standards for counties, cities and towns issued by the Commonwealth
of Virginia's Auditor of Public Accounts (APA).

The responsibility for the accuracy, completeness and fairness of the data presented in the report, including
all disclosures, rests with the City.

THE CITY

Alexandria, Virginia, which is located on the west bank of the Potomac River across from Washington,
D.C., is an integral part of the Washington metropolitan area, serving as a financial, commercial, and transportation
center. Alexandria is also one of America's most historic cities. George Washington and George Mason served as
two of the City’s first Trustees (the forerunner of the Alexandria City Council).

Alexandria is an independent full-service city with sole local government taxing power within its
boundaries. The City is autonomous from any county, town or other political subdivision of the Commonwealth of
Virginia. Alexandria, which was founded in 1749, derives its governing authority from a charter granted by the
General Assembly of the Commonwealth of Virginia.

The City adopted the Council-Manager form of government in 1922. The governing body of the City is the
City Council, which formulates policies for the administration of the City. The City Council is composed of a
Mayor and six Council Members elected at-large for three-year terms. The Mayor is elected on a separate ballot.
City Council appoints the City Manager who serves as the City's chief executive officer and is responsible for
implementing the policies established by City Council. The City Charter was first granted in 1852.

The City provides a comprehensive range of municipal services including education, health, welfare,
housing and human services programs, public safety and administration of justice, community development,
recreation, library, cultural and historic activities, transportation, environmental services, and planning.



FINANCIAL REPORTING ENTITY

This report includes the financial activities of the City of Alexandria government (the primary
government), as well as the financial activities of the City's component units. Component units are legally separate
entities for which the primary government is financially accountable. Discretely presented component units are
reported in a separate column in the financial statements to emphasize that they are legally separate from the
primary government and to differentiate their financial position, results of operations, and cash flows from those of
the primary government. The School Board, the Library System, and the Alexandria Transit Company are reported
as discretely presented component units. This report does not include the financial activities of the City’s Deferred
Compensation Plan, Alexandria Industrial Development Authority, Alexandria Redevelopment and Housing
Authority, Alexandria Economic Development Partnership, Inc., Alexandria Sanitation Authority, or Sheltered
Homes of Alexandria because the City Council is not financially accountable for these entities, and therefore, these
entities are not component units.

LOCAL ECONOMY

The City’s economy, while it has not escaped unscathed from the recent recession, remains relatively
strong compared to the national economy. In part, this is due to Alexandria’s geographical location as an inner
suburb to Washington, DC. It is also due to the mix of jobs in the City of Alexandria. For example, of
Alexandria’s total number of positions, almost half are in recession resistant fields, including 18 percent of City
positions in professional and technical services fields, 16 percent in the public sector, while another seven percent
are in Health Care and five percent are in education. These are all well-paying fields that have been relatively
unaffected by the downturn in the economy. One of the City’s largest employers is the U.S. Patent and Trademark
Office (PTO), which, when located in Alexandria in the middle of the decade, added more than 6,000 jobs to the
City’s economy with plans to add 1,000 more. The PTO is fee supported, which means it is not dependent on
federal appropriation. The number of positions in Public Administration and also in Health Care has actually
increased since the recession began in 2007. On the other hand, the City’s construction and manufacturing sectors,
which have not fared well, respectively employ only 3.3 percent and 1.4 percent of the total.

One measure of the local economy is how economically sensitive City revenues fared. During FY 2011,
the City started to see the beginning of a recovery of these taxes. FY 2011 collections from the transient lodging tax
increased by 4.0 percent compared to FY 2010 and the meals tax increased by 9.0 percent, and revenues from the
sales tax increased by 5.0 percent. By Spring 2010, most revenue sources turned positive compared to one year
earlier, as the City’s economy began to recover.

Real estate assessments, which generate over half of the City’s General Fund revenues, showed some signs
of recovery. After four years of declines, the residential market increased by 1.2 percent and the FY 2011 total
assessments increased by 2.6 percent of value compared to 2010, while locally assessed commercial assessments
increased by 4.3 percent. The office vacancy rate of 13.0 percent in the 2™ quarter, 2011, while higher than one year
earlier, appears to have peaked during the 1* quarter. The City’s unemployment rate of 4.8 percent in June 2011
was about the same as a year earlier, and a little over half the national unemployment rate.

MAJOR INITIATIVES

Strong fiscal management remains a hallmark of Alexandria's City government and has enabled the City to
respond to revenue declines, address priority needs, including public safety, public education, and modernization of
heavily used recreation and library facilities. Alexandria is among a select group of cities in the United States to
hold the top AAA/Aaa bond ratings from two of Wall Street's major credit rating agencies (Standard & Poor’s and
Moody’s Investors Service).

During the past fiscal year, the City made progress in a number of important areas, including adding to the
investing in affordable housing projects and providing the Transit Authority with a new state of the art facility.



FINANCIAL CONDITION

The City government continues to be in very sound financial condition as demonstrated by the financial
statements and schedules included in this report. Within the context of a fiscally prudent budget and careful
management, the City has continued to provide a wide range of services, has achieved many of its program goals,
and enhanced the quality of life in the City. The City's cash and investment position was strong throughout a very
difficult fiscal year.

The national economic recession and declining local economy continued to exert pressure on maintaining
services at existing levels. Keeping existing programs funded and salaries of public employees competitive, and
addressing the expanding program needs of the community have required careful budgeting. The City Council has
adopted a Strategic Plan to ensure that City resources remain focused on City priorities. The seven goals of the
Strategic Plan are:

1. Alexandria has quality development and redevelopment support for local businesses and a strong,
diverse and growing local economy.

2. Alexandria respects, protects and enhances the health of its citizens and the quality of its natural
environment.

3. A multimodal transportation network that supports sustainable land use and provides internal
mobility and regional connectivity for Alexandrians.

4. Alexandria is a community that supports and enhances the well-being, success and achievement of

children, youth and families.

Alexandria is financially sustainable, efficient, community oriented and values its employees.

The City protects the safety and security of its residents, businesses, employees and visitors.

Alexandria is a caring and inclusive community that values its rich diversity, history and culture,

and promotes affordability.

Now

Capital investment and the resulting debt service costs are planned to increase in the Approved FY 2012-
2021 Capital Improvement Budget. The need for increased operating and capital support to fund the new Public
Safety Center is the City’s major near term capital challenge. During fiscal year FY 2012, revenues are budgeted to
grow by about 6.5 percent over FY 2011 with revenues budgeted reflecting a higher real estate tax base and an
increase in the City real estate tax rate (from 97.8¢ to 99.8¢). While the City believes, in general, that the overall
state of most of its infrastructure of streets, bridges, and many public facilities is good, it plans on an increased
capital improvement program aimed at maintaining and improving the City's infrastructure. The type of
development in the City will also influence future expenditure and revenue levels.

Over the last five years, the City has been able to maintain its fiscal strength as the result of the City
Council's adoption of, and subsequent adherence to, the series of financial policies listed on page 10. These policies
are aimed at (1) limiting debt and annual debt service requirements and (2) maintaining an appropriate General Fund
fund balance so as to retain the City’s AAA/Aaa bond ratings and to keep the City on firm financial footing. When
City Council initially adopted the financial policies in 1987, the City's general obligation debt as a percentage of the
real estate tax base was 1.4 percent. Because of the City use of "pay-as-you-go" financing for many capital
projects, the City has maintained superior debt ratios since their implementation in 1987. At the end of FY 2011, the
City’s debt to tax base ratio was just 1.27 percent with that projected to decrease to 1.47 percent in FY 2013
(excluding self-supported sewer project related debt). The City’s financial policies encourage the use of surplus
General Fund revenues and resources derived from spending less than the full budget to fund capital projects.

Additional information on the City’s financial status can be found in the Management’s Discussion and
Analysis section of this report.

GENERAL GOVERNMENT FUNCTIONS

The following table shows that the overall real property assessed value has increased by over $16 billion
since 2002. This includes a 2.6 percent increase from calendar year 2010 to 2011. Real property taxes, which are
based on assessments as of January 1 of each year, are due in two payments. The first half of the real estate tax is
due on June 15 and the second half of the tax is due on November 15.



Year

2002
2003
2004
2005
2006
2007
2008
2009
2010
2011

This chart displays the increases and decreases in assessed values for the last ten years as appreciation and
depreciation of existing properties and new properties. (Each of the bars in the chart is comprised of single year

CHANGE IN ASSESSED VALUE OF REAL PROPERTY
(Amounts in thousands of dollars)

Residential Residential Commercial’ ~ Commercial Total Total %
Assessed % Increase Assessed % Increase Assessed Increase
Value (Decrease) Value (Decrease) Value (Decrease)
$ 8,889,290 17.4 $ 7,243,699 2.6 16,132,989 10.3
11,191,850 259 8,034,076 10.9 19,225,926 19.2
13,245,349 18.3 8,644,147 7.6 21,889,496 13.9
16,272,324 22.9 11,087,327 28.3 27,359,651 25.0
20,331,756 24.9 12,574,963 13.4 32,906,719 20.3
20,205,364 (0.6) 14,037,667 11.6 34,243,031 4.1
20,139,614 (0.3) 14,963,203 6.6 35,102,817 2.5
19,152,518 4.9) 14,811,680 (1.0) 33,964,198 3.2)
18,203,922 (5.0) 13,615,344 (8.1) 31,819,266 (6.3)
18,430,732 1.2 14,201,220 43 32,631,952 2.6
Includes apartment buildings.
Change in Total Tax Base
Tax Year 2002-2011
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O Appreciation/Depreciation (All Properties)

snapshot and is not cumulative.)

The Fund balance financial policies for the General Fund are one component of the City’s overall financial strength
and stability. At the end of FY 2011, the City’s General Fund fund balance was $80.9 million and include a non-
spendable fund balance of $5.5 million, a number of commitments totaling $16.1 million, and an assigned total of
$30.0 million, including $19.1 million assigned for future capital funding, leaving a remaining unassigned fund

balance of $29.2 million.
consistent with the City’s established financial policies.

B New Growth (All Properties)

At the end of FY 2011 the City’s ending General Fund fund balance condition was
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CAPITAL FINANCING AND DEBT MANAGEMENT

In conjunction with the annual operating budget preparation, the City Manager annually prepares a six-year
Capital Improvement Plan to provide for the financing of improvements to the City's public facilities. This has been
changed to a ten-year Capital Improvement Plan. The first year of the program constitutes the capital budget for the
current fiscal year; the remaining nine years serve as a planning guide. The City accounts for capital improvement
expenditures in the Capital Projects Fund and finances the projects from the General Fund (including appropriations
of Committed Fund Balance), general obligation debt, the sale of surplus property, and intergovernmental grant
revenues. The City's Capital Improvement Plan for FY 2012 through FY 2021 represents $1.074 billion of City-
funded public improvements to the City's schools, public buildings, parks, and transportation systems. In addition,
state and federal grants and other committed sources, such as prior year City funds, will provide $21.8 million in
additional planned capital funding for the FY 2012-FY 2021 time period.

To continue a strategy of improving and then maintaining the City's creditworthiness, the City Council
established the following key target and ceiling ratios as of June 30 of each year:

Ceiling 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 Target
Debt as a Percentage of
Fair Market Value 1.6% 0.95% 0.75% 090% 0.88% 0.90% 0.85% 0.73% 1.12% 1.15% 127% 1.1%
Debt Per Capita as a
Percentage of Per Capita
Income' 4.5% 22%  2.0% 27% 31% 34% 29% 2.6% 37%  34%  3.8% 3.2%
Debt Service as a Percentage
of General Governmental
Expenditures’ 10.0%  35%  3.6% 3.6% 42% 43% 45% 44% 44% 49% 53% 8.0%
General Fund Balance as a
Percentage of General
Fund Revenue:
Unreserved 10% 17.6% 14.4% 14.6% 133% 13.2% 134% 12.0% 93% 11.1% - N/A
Assigned/Unassigned®  (floor) 10.9%
Undesignated 4% 68% 73% 69% 59% 5.6% 52% 52% 47%  53% - 5.5%
Unassigned® (floor) 5.3%
Net Assets as a
Percentage of General 4%
Revenue (floor) 32.2% 19.8% 18.4% 145% 17.7% 19.0% 12.6% 94% 11.8% 11.7% 5.5%

! Per capita information from the U.S. Bureau of Economic Analysis, as revised
? Data includes School Board and Library component units.
* The City has updated these policies in FY 2011 to reflect new terminology per GASB 54.



The adopted financial policies include the following:

. The City will increase its reliance on current revenue to finance its capital improvements.

. The City will consider a designation for pay-as-you-go capital a priority when additional General Fund
resources become available at the end of a fiscal year.

. The City will not use General Fund equity to finance current operations for periods of longer than two
years.

. The City will annually prepare a six-year Capital Improvement Plan.

. The City will not issue tax or revenue anticipation notes to fund governmental operations.

. The City will not issue bond anticipation notes for a term of longer than two years.

The City's General Obligation Bonds have the top available ratings which were reaffirmed in July 2011 as
follows:

Moody's Investors Service Standard & Poor's
Aaa AAA

BUDGETARY ACCOUNTING AND INTERNAL CONTROLS

The City Charter requires the City Manager to submit a balanced budget to City Council no later than the
first regular meeting in April of each year. The School Board prepares the Schools' budget and transmits it to the
City Manager. The City Manager then submits his recommendation to City Council for consideration. If Council
does not adopt a budget before June 27, the budget submitted by the City Manager for the upcoming fiscal year has
full force and effect as if Council had adopted it.

As a management tool, budgetary control is maintained in the General Fund at the character level (i.e.,
personnel, non-personnel, capital outlays) and by the encumbrance of estimated purchase amounts before the release
of purchase orders to vendors. Management can transfer appropriations at the department appropriation level
without approval from City Council. The City follows a similar procedure with the Special Revenue Fund, but the
level of control is at the grant or program level. In the Capital Projects Fund, the level of control is at the project
level. With the Schools' budget, the level of control is at the total appropriation level.

City management is responsible for establishing and maintaining internal controls designed to ensure that
the assets of the City are protected from loss, theft or misuse. Internal controls are intended to provide reasonable,
but not absolute, assurance that these objectives are met. In addition to the examination of controls implemented by
members of the Finance Department, the City's Internal Audit staff continually reviews and assesses the soundness
and adequacy of the City's financial systems.

REPORT FORMAT

The City's Finance Department has prepared this Comprehensive Annual Financial Report in an effort to
present all the information necessary to meet the needs of the many persons and groups that have an interest in the
City's financial affairs. The objective of this report is to present financial information on a comparative basis with
other governmental entities in Virginia and in accordance with established reporting standards. We believe the data
is accurate in all material respects and is reported in a manner designed to present fairly the City's financial position
and results of operations.

This Comprehensive Annual Financial Report is presented in four sections: introductory, financial,
statistical, and single audit. The introductory section includes a list of principal officials, the City's organizational
chart, and this transmittal letter. The financial section includes the management’s discussion and analysis (MDA),
basic, fund, and component unit financial statements, notes to financial statements, budgetary comparison schedules,
required supplementary information for public employee retirement systems, and other supplementary information,
as well as the independent auditors' report. The statistical section includes selected financial and demographic
information, generally presented on a multi-year basis. The single audit section contains information on the City
and School programs that are financed by federal grants. This information is required by the Single Audit Act
Amendments of 1996 and by the Auditor of Public Accounts of the Commonwealth of Virginia.
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INDEPENDENT AUDIT

Section 5.18 of the City Charter requires an annual audit of the accounting and financial records of the
City by independent certified public accountants. This section requires the auditors to examine the funds of the City
in accordance with auditing standards generally accepted in the United States of America and the standards set
forth in the Government Accountability Office's Government Auditing Standards. In addition, the auditors must
conduct the compliance examinations required by the Single Audit Act Amendments of 1996, the related U.S.
Office of Management and Budget's Circular A-133, and the Specifications for Audit of Counties, Cities and Towns
issued by the Auditor of Public Accounts of the Commonwealth of Virginia.

The Alexandria City Council has selected the firm of KPMG LLP to perform these audit services. Their
reports are presented in the Financial Section and the Single Audit Section of this report.

CERTIFICATE OF ACHIEVEMENT FOR EXCELLENCE
IN FINANCIAL REPORTING

The Government Finance Officers Association of the United States and Canada (GFOA) awarded the City
of Alexandria a Certificate of Achievement for Excellence in Financial Reporting for the City's Comprehensive
Annual Financial Report (CAFR) for the 33rd consecutive year in 2010. The GFOA awards a Certificate to
governmental units that exemplify excellence in financial reporting and conform to stringent reporting
requirements promulgated by that Association and various authoritative bodies.

To earn a Certificate of Achievement, a CAFR must tell its financial story clearly, thoroughly, and
understandably. The report must be efficiently organized, employ certain standardized terminology and formatting
conventions, minimize ambiguities and potentials for misleading inference, enhance understanding of current
generally accepted accounting theory, and demonstrate a constructive "spirit of full disclosure."”

A Certificate is valid for a period of one year only. The City believes our current report continues to
conform to the Certificate of Achievement Program requirements and standards. We are submitting it to GFOA to
determine its eligibility for another certificate for FY 2011.

REPORTING REQUIREMENTS

As required by the U.S. Securities and Exchange Commission Rule 15¢2-12, the City has agreed for the
benefit of the owners of City general obligation bonds and joint enterprise waste-to-energy-revenue bonds, to
provide each nationally recognized municipal securities information repository and to any appropriate state
information depositor, if any is hereafter created, certain financial information not later than 270 days after the end
of each of its fiscal years, commencing with the fiscal year ended June 30, 1996. The City is currently in
compliance with the new arrangement to file this information through the Electronic Municipal Market Access
(EMMA) website which is the comprehensive source for official statements, continuing disclosure documents,
advance refunding documents and real time trade price information on all municipal securities This CAFR
provides the 15¢2-12 general bond obligation bond information, which includes the “Debt Statement” found in
Note 9 of Notes to the Financial Statements, a “Five Year Summary of General Fund Revenues and Expenditures”
found in Table XXII, a summary of debt found in Table XXIII (Summary of Total General Obligation Bonds Debt
Service), and “Tax Revenues by Source” found in Table III.
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M KPMG LLP

2001 M Street, NW
Washington, DC 20036-3389

Independent Auditors’ Report

The Honorable Mayor and Members of the City Council
City of Alexandria, Virginia:

We have audited the accompanying financial statements of the governmental activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining
fund information of the City of Alexandria, Virginia (the City), as of and for the year ended
June 30, 2011, which collectively comprise the City’s basic financial statements identified in
Exhibits | through XI in the Financial Section of the accompanying table of contents. These
financial statements are the responsibility of the City’s management. Our responsibility is to
express opinions on these financial statements based on our audit.

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 Specification for
Audits for Counties, Cities, and Towns, issued by the Auditor of Public Accounts of the
Commonwealth of Virginia (Specifications). Those standards 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 consideration of internal control over financial
reporting as a basis for designing audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the City ’s internal control
over financial reporting. Accordingly, we express no such opinion. An audit also includes
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, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, the aggregate discretely
presented component units, each major fund, and the aggregate remaining fund information of
the City of Alexandria, as of June 30, 2011, and the respective changes in financial position, and
where applicable, cash flows thereof for the year then ended in conformity with U.S. generally
accepted accounting principles.

As discussed in Note 19, the City adopted GASB Statement No. 54, Fund Balance Reporting
and Governmental Fund Type Definitions, effective July 1, 2010.

In accordance with Government Auditing Standards, we have also issued our report dated
November 23, 2011 on our consideration of the City's internal control over financial reporting

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
(“KPMG International”), a Swiss entity.



and on 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.

The accompanying management’s discussion and analysis, the budgetary comparison schedules,
and the schedules of funding progress and employer contributions on pages 21 through 30, 104
through 106, and 107 through 109, respectively, are not a required part of the basic financial
statements but are supplementary information required by U.S. generally accepted accounting
principles. 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 City’s basic financial statements. The information identified as
schedules 1, 2, 3, and 4 in the Financial Section of the accompanying table of contents, is
presented for purposes of additional analysis and is not a required part of the basic financial
statements. The accompanying schedule of expenditures of federal awards is presented for
purposes of additional analysis as required by U.S. Office of Management and Budget Circular
A-133, Audits of States, Local Governments, and Non-Profit Organizations, and is not a required
part of the basic financial statements. The schedule of expenditures of federal awards has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in
our opinion, is fairly stated in all material respects in relation to the basic financial statements
tak