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The Govemnment Finance Officers Association of the United States and Canada (GFOA) presented
an award of Distingnished Budget Presentation to the District of Columbia for its annual and capital
budget for the fiscal year beginning October 1, 2002.

[n order to receive this award, a governmental unit must publish a buidget document that
meets program criteria of a policy document, a financial plan, an operational guide and a com-
munications device.

The award is the third in the history of the District of Columbia, and is valid for a period
of one year. The Office of Budget and Planning will subrnit the FY 2004 Budget and Financial
Plan for consideration by GFOA, and believes the FY 2004 Proposed Budget and Financial
Plan continues to conform to the GFOA’s requirements.
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ANTHONY A. WILLIAMS
MAYOR

June 2, 2003

The Honorable George W. Bush
President of the United States
1600 Pennsylvania Avenue, NW
Washington, DC 20500

Dear President Bush:

On behalf of the 570,000 residents of the District of Columbia, I transmit the proposed
FY 2004 Budget and Financial Plan: Education, Public Safety, and Opportunity for All.

This budget proposes $5.6 billion in total funding and supports 33,867 full-time
equivalent (FTE) staff. This change represents a 2.1 percent funding increase from the
FY 2003 approved budget, and an increase of 233 FTEs. In local funds, this budget
proposes $3.8 billion in funding and supports 26,245 FTEs. This local budget change
represents a 6.4 percent funding increase over the FY 2003 approved budget and a
decrease of 150 FTEs.

A Continued Record of Sound Fiscal Management

As you know, cities and states across the nation are facing the worst budgetary challenge
of the last 60 years, and the District is no exception. Due to the national economic
downturn, the District experienced a decline in revenues of approximately $370 million
in the first half of FY 2003. This decline equates to a 10 percent loss in our local
operating budget. Because the economy has not yet recovered, these challenges
continued into FY 2004, and the District began formulation of this budget with a
projected gap of $114 million.

In facing these challenges, however, the District not only continues its record of sound
fiscal management; we also achieved a level of responsible and conservative budgeting
found only among the most financially prudent governments. As a result, the FY 2004
budget transmitted today is balanced, in the current and future years. In addition, the
District’s lcaders balanced this budget entirely through budget reductions. No tax
increases were enacted, and not one dollar of the $250 million in cash reserves was used.
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Just as significant 1s the fact that this budget protects core services. In times of tight
resources, some would set their goals aside in order to weather the storm, but [ believe
the opposite must be done. In these difficult times, we must focus on our goals more than
ever so that we may protect them and continue making progress towards achieving them.

The proposed FY 2004 budget reflects this approach by focusing resources in the areas of
highest prionty for our residents. These are (1) education programs, which includes early
childhood education and adult literacy; (2) public safety, which includes providing
greater police presence in communities and a vastly improved 911 emergency
communications system; and (3) opportunity for all, which includes the housing,
employment, and health care needed for all residents to become productive and healthy
members of the community and economy. In order to protect these priorities, however,
some reductions had to be made in other areas of the budget.

Sacrifices Made to Preserve Budgetary Balance

In many instances, the District was able to reduce spending by using existing funds more
wisely. However, in other areas significant sacrifices were required. Most notable
among these 1s the deferral of key infrastructure investments. In FY 2003, the District
eliminated funding for $250 million in approved capital construction, including
transportation investments, recreation facilities, and important technology investments.
An additional $100 million of funding for such projects was eliminated in FY 2004.

In making these sacrifices the District preserved existing funding for existing schools and
libraries but could allocate no new funding for the next phase of modernization. As a
result, current 10-year plans for renovating neglected schoots and libraries must be scaled
back dramatically, leaving a major challenge for the education of our children. This
sacrifice, coupled with even greater reductions in roads, bridges, and other buildings,
present one of the greatest challenges that the District faces today.

Is this challenge purely the result of our national economic woes? In fact, it is not. Even
during times of economic growth, the District cannot support the level of investment
required to compensate for the many decades of neglect from which our infrastructure
has suffered. However, this is true not because of any factor under the District’s control,
but because of the uniquely unfair constraints placed on the District’s tax base by the
federal government.

Federal Constraints on Revenue Collection Resulting in Structural Imbalance

The federal government requires that the District provide services like a state; but unlike
every other state in the nation, the District is prohibited by the President and Congress
from collecting a non-resident income tax. As a result, the District must fund budget
expenditures far greater than the revenues provided through a reasonable level of
taxation. Faced with this clash between expenditure needs and revenue capacity, the
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District has maintained a balanced budget through several strategies that have provided
solvency in the short term, but cannot be maintained. These strategies are:

s Producing service improvements within existing constraints. The District has
aggressively improved service delivery through more focused use of existing
resources. Having capitalized on the major opportunities for such efficiencies,
however, the District cannot expect to solve its structural imbalance through this
strategy.

o Taxing local residents and businesses at extraordinary levels, With a severely
limited tax base, the District has had no choice but to rely on local residents and
businesses to provide revenues for government services, resulting in many tax rates
that far exceed those of peer jurisdictions.

» Deferring spending on critical infrastructure and services. At present, the District is
deferring each year hundreds of millions of dollars in critical investments. These
include funding for school buildings, transportation systems, water and sewer
projects, economic development, and social services.

Although these strategies have temporarily addressed the imbalance between
expenditures and revenues, they cannot be employed much longer. The overtaxing of our
citizens and deferral of critical investments continues to damage the viability of the
District as a place to live and operate a business. As a result, the financial and
operational recovery underway will falter and the District will lose the important ground
that 1t and its federal partners have worked to gain.

In specific terms, the amount of the structural imbalance is estimated to be approximately
$400 million per year. This estimate has been thoroughly analyzed and documented by
the Riviin Commission, the Brookings Institution and McKinsey and Company. To
independently assess this matter, Congress has requested that the U.S. General
Accounting Office conduct a full-scale analysis. Upon release of this study, the District
remains very hopeful that the President and Congress will act assertively to remove the
federal barriers that prevent the District from investing in critical service improvements
and maintaining a balanced budget.

In addition to this matter of finances, the District also faces a procedural barrier in the
federal appropriations process. The following section discusses this barrier and a
proposal to address it.

Disruptions Resulting from Federal Review of the District’s Budget
Unlike any other state or local jurisdiction in the nation, the District must have its locally-

raised revenues appropriated to it through an act of Congress. Aside from the obvious
issues related to government by consent of the governed, this process creates major
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disruptions in the delivery and improvement of basic government services. Specifically,
there are several key reasons why the President and Congress should change the current
process:

1. The federal system deliberately provides localities with budget flexibility to respond
to local needs. Because local governments provide front-line services, they must
have the ability to quickly adapt to changing circumstances. At present, the federal
government requires the District to formulate its budget a year in advance in order to
accommodate the federal review process. This greatly limits the effectiveness of
District programs in responding to changing needs within the city.

A

Congressional delays disrupt planned service improvements. Virtually every year,
Congress fails to approve the District’s budget by the beginning of the fiscal year. In
recent history, the average Congressional delay has been almost three months, which
is almost a full quarter of the fiscal year. During these delays (Continuing Resolution
periods), critical new investments cannot be funded.

3. Mid-year budget reallocations require an act of Congress, and disrupt service
delivery. As discussed, local governments need the flexibility to respond to rapid
changes in their needs. The District is not allowed to significantly reallocate funds to
meet changing needs without an act of Congress.

4. Program managers must “use or lose” funding at the end of each vear.
Congressional approval for spending expires at the end of the year, which punishes
program managers who save funds by not allowing them to use those funds for other
purposes.

5. The federal government can still provide oversight to the District under a different
process. The Constitution requires Congress to oversee the District as the nation’s
capital, but does not require congressional approval of the District’s budget. Under a
streamlined budget process, Congress can provide all necessary oversight through
passage of laws and appropriation of federal funds to federal priorities in the District.

Last January, the President’s statement in favor of budget autonomy for the District was
transmitted to the Congress, and greatly appreciated by the District. At present, the
House and Senate oversight committees on the District of Columbia are developing
legislation that would begin the process of reforming the federal approval process for the
District’s budget. As Congress pursues passage of this legislation, the District looks to
the President Lo actively support a change that will remove the impediments to the
District’s continued financial and operational recovery.
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A Critical Decision for the President and Congress

The tremendous fiscal discipline exercised in developing the FY 2004 budget
demonstrates that even in the most difficult of circumstances, the District manages its
finances responsibly. In fact, recent months have seen many state and tocal governments
have been placed on a credit watch by bond rating agencies. In contrast, the District has
recently had our outlook raised to “positive. As Wall Street agencies consider upgrading
our bond rating over the coming months, we remain hopeful that our discipline will
contribute to a favorable review.

Likewise, as Congress and the President review the relationship between the District and
federal governments in the coming months, we are hopeful that our strong and sustained
performance will contribute to the removal of the barriers posed by current federal
oversight. The outcome of your consideration will, one way or another, profoundly affect
the future course of the government and residents of the District. Therefore, on behalf of
these residents, I strongly encourage you to support the District in affecting the changes
needed to complete our financial and operational recovery.

Sincerely,

Cstcrg & hdbebrmns

Anthony A. Williams
Mayor
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How to Read the Budget and

Financial Plan

The FY 2004 Proposed Budget and Financial Plan serves as a
communications tool for policy priorities, agency operations,
program/organizational structures, and performance measures.
More important, the budget book also is a financial plan that
provides information concerning sources of revenue and the use

of funds.

It forecasts economic and financial conditions,
current and planned long-term debt financing, poli-
cy decisions, and other important financial informa-
tion to operate the District's government. These ele-
ments are essential for the sound management of
public resources and accurate financial reporting.

How to Read the Budger describes the sections
of this budget volume that define the budget pri-
orities for the District. These sections are consis-
tent with the National Advisory Council on State
and Local Budgeting Recommended Budget
Practices that call for a presentation of informa-
tion that provides the reader with a guide to gov-
ernment programs and organizational structure.
Additionally, these sections are consistent with
the Government Finance Officers Association's
standards for the Distinguished Budget
Presentation Award.

The FY 2004 Budget and Financial Plan vol-
ume is organized into three sections:

Special Chapters — These narrative chapters
provide general budget and financial informa-
tion, including financial plans, revenues, expen-
ditures and other budget related initiatives of the
District that serve to inform the reader, at a high
level, on the state of the District's finances.

Agency Chapters — These describe the bud-
gets for all the District's agencies by appropria-
tion title. Appropriation titles categorize the gen-
eral areas of services provided by the District on
behalf of its citizens. Examples include Public

Safety and Justice and Economic Development
and Regulation.

Appendices — Documents such as the Budget
Support Act that explain and execute the budget are
here.

Note: In some cases, financial information will not
sum to totals due to rounding,

Special Chapters

Introduction: FY 2004 Proposed Budget and
Financial Plan

This presents a descriptive and graphic summary
of the budget and financial plan. It describes the
FY 2004 budget development process, describes
the sources and uses of public funds, discusses the
beginning and ending fund balance, and pro-
vides an overview of key priorities for FY 2004.

Strategic Budgeting

This chapter describes the initiatives that the
District is undertaking to improve how it bud-
gets and manages its resources. It describes the
District's efforts and progress in performance-
based budgeting (PBB), the District's initiative to
align resources with results, benchmarking, per-
formance measurement, and strategic business
planning. In the FY 2004 proposed budget, 34
agencies representing 83 percent of the total bud-
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get are presented as PBB agencies. PBB will
greatly improve the District's ability to make pol-
icy and funding decisions based on anticipated
results and improve the District's ability to hold
program managers accountable for achieving
results.

Financial Plan

This summarizes planned revenues and expendi-
tures for FY 2004-2007. The chapter includes
financing sources and uses and the assumptions
used to derive the short-term and long-term eco-
nomic outlook. It assesses the impact of bud-
getary decisions on the financial health of the
District.

Revenue

This presents the revenue projections certified by
the Chief Financial Officer. This chapter also
addresses the District's revenue sources, its econo-

my, and the revenue outlook through FY 2007.

Operating Expenditures

This describes the District's local expenditures in
recent years and future projections. It analyzes
expenditures between FY 1998 and 2002, both
by agency and by expense category such as per-
sonnel, supplies, or fixed costs. Finally, it dis-
cusses expenditure projections in FY 2005
through 2007, based on the proposed FY 2004
budget, as presented in the financial plan.

Agency Budget Chapters
Agency chapters are designed to explicitly illustrate
the resources available, what the resources are
spent on, and what is achieved with them.
Chapters are grouped by appropriation title and
contain the following sections:
= Header Information

>  Agency name and code

>  Website address
>  FY 2004 proposed operating budget
table

= Introduction

> Agency mission

>  Strategic result goals

> "Did you know..." table
=  Financial Information

“Where the Money Comes From”
"How the Money is Allocated"
(includes Full-Time Equivalent
Employment Levels)
= Program Information
>  Program/Organizational Chart
>  Program Funding (PBB agencies only)
>  Program Descriptions
>  Key Result Measures (PBB only)
= Performance Accountability Plan
>  Performance measures (non-PBB
agencies only)

Changes from the previous year include:

»  The term Special Purpose Revenue Funds
has replaced the term Other Funds or O-
Type Funds.
»  Revised funding source table is based on a
revised fund structure. The General Fund is
composed of Local and Special Purpose
Revenue Funds. Federal Resources include
Federal Grants, Medicaid, and Federal
Payments.  Private resources and Intra-
District Funds make up the balance of the
District's Gross Funds Budget. Definitions
for these terms can be found in the Glossary.
*  Due to the rolling implementation of PBB,
the year of implementation will impact the
amount of performance information present-
ed for an agency. Please keep in mind the fol-
lowing:
>  Non-PBB agencies - Performance data
for FY 2001 through 2005.

>  PBB Phase I agencies - Performance
data for FY 2003 through 2005.

>  PBB Phase II agencies - Performance
data for FY 2004 and 2005. (Note:
D.C. Public Schools, which is a Phase I
agency, will show data from FY 2002
through 2005).

= Fach performance measure will have one of
the following notations:
>  N/A - Measure did not exist.
>  Number - Measure did exist and data is
available for that year.

>  Dash - Measure did exist, but no data is

available.

= Program charts for PBB agencies will now

include activity level information.
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The remaining sections continue from the

previous year adjusted only in content to match
the new fiscal reality facing the District and its

agencies. These sections include:

An introductory section at the beginning of
each narrative. This includes a chart depict-
ing operating and capital funding (if applica-
ble), the agency's mission statement and
strategic goals.

A “Did You Know* chart that presents inter-
esting facts about the agency. While not inte-
gral to understanding an agency's FY 2004
budget, it does present useful information
that informs and provides greater context for
understanding an agency and its budget.

A “Where the Money Comes From” chart.
This revenue table shows the sources of fund-
ing - Federal, Local, Private, and Other
funds.

A How the Money is Allocated section. This
section includes an expenditure table by
object class (or the reporting level) and a
funding narrative that describes overall bud-
get and FTE variances from the prior year
and other significant changes at the object
class level.

To help the reader navigate the agency narra-

tives with ease, a sample Department of
Employment Services FY 2004 narrative imme-
diately follows.

How to Read the Budget
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This discusses funding associated charges
for services that are retained by the agency
to cover the cost of the service provided,
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grants) provided by the federal government to sup-
port federally mandated programs, such as
Medicaid. These funds are earmarked for a partic-
ular purpose or program and cannot be reallocated
to other programs.
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Programs

This summarizes the programs and services that the
subsidie=nd vy @g€NCY provides. A description of the various divisions
sent thedarems|  and their funding levels within the agency is included.
Tusdctfunding This section also discusses major program initiatives.
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This describes funding associated

with private donations and grants
that are retained by the agency.
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