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The Wrong Prescription

DC'S Financial Woes are Being Misdiagnosed

BY JENNY REED

DC’S FUND BALANCE IS HEALTHIER THAN IN MOST STATES
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*The chart above omits fund balance totals for the following large outher states: Alaska(253 percent), Washington (-7 percent), and New
Hampshire (-18 percent). Source: National Assodiation of State Budget Officers, Fisaal Survey of the Stotes, Spring 2010,
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‘. Y ou may have heard that DC is headed for another
control board. But you know better than to believe
everything you hear, right? Yes, DC’s finances have

suffered in the recession, as have every city’s and every

state’s. But the District isn’t anywhere close to the kinds of
problems that actually would trigger a control board, such

as consistently failing to pay its bills on time or running a

year-end deficit.

So why the alarm? The reason is that the city’s “fund bal-
ance” — essentially DC’s bank account — has declined from
a high of $1.6 billion in 2005 to $920 million in 2009 and
perhaps as low as $650 million by the end of 2011. The pace
of the decline has justifiably raised some concerns.

But the reality is that the District is weathering the eco-
nomic storm better than most states, which also are pulling
money out of reserves to avoid major budget cuts in the midst
of one of the worst recessions in history. In fact, DC’s reserves
are healthier than in 43 states.

The concern over the state of fiscal affairs has led to calls
to shore up the city’s dwindling reserves. While this goal
makes sense, a plan just adopted by the DC Council goes
too far too fast, and it will tie up a significant amount of any
new resources. The middle of a recession is the wrong time
to focus solely on building reserves, when limited resources
are needed to avoid cuts in city services, and to make critical
reinvestments as we start the long road to recovery.

So What Is ‘Fund Balance,’and Why Is It
So Important?

DC’s Fund balance is essentially the city’s checking and
savings account in one. Not surprisingly, Wall Street credit
agencies keep an eye on how well we manage the fund bal-
ance as one of many factors considered when they set our
bond rating.

What's in the city’s bank account? The fund balance in-
cludes lots of parts, including the city’s rainy day reserves, es-
crow funds needed to back DC’s bond payments, and taxes
collected for specific purposes that haven’t been spent yet.
When DC’s economy is strong and the city runs a surplus,
that goes into the fund balance, too.

One critical use of the fund balance is to help the city
meet its cash flow needs. Some tax collections come in as big
chunks at different times of the year — like property taxes
that are paid in September and March. Yet DC’s bills come in
every month. Having money in the bank — the fund balance
— helps the city meet its regular payments and avoid short-
term borrowing to cover expenditures.



Why Did DC’s Fund Balance
Go Up? And Why Is it
Coming Down?

DC’s bank account swelled in the
mid-2000s as a result of large and un-
expected budget surpluses. Our fund
balance reached an unprecedented
$1.6 billion — equal to 37 percent
of DC’s budget at a time when the
average for states was 8 percent.

In the face of that, DC’s leaders
made conscious and sensible deci-
sions to put some of that excess to
good use. Most notably, we devoted
huge sums to fund a backlog of capi-
tal and infrastructure projects with-
out the need for borrowing. And
when the recession hit, the mayor
and council tapped into a number
of “special purpose funds” that were
underutilized and had built up large
surpluses, using those funds to avoid
deep cuts to program and services.

DC’s fund balance could fall by
2011 to a level equal to 10 percent
of the city’s budget. Yet that still is
higher than in 43 states, including
Maryland and Virginia.

Shoring up DC’s Finances:
What's the Most Important
Thing to Do?

Even if DC’s fund balance is not
at a crisis state, we probably can't take
out too much more — and at some
point it would be good to build our
savings back up. But how much and
when are key questions to ask.

The budget just approved by the
DC Council includes provisions to
start rebuilding reserves now. While
the council deserves credit for see-
ing this as an important issue, their
plan ultimately will tie up a lot more
money than is necessary at a time
when DC'’s finances are still fragile.

Under the new budget, 100 per-
cent of future budget surpluses will
be used to fill two reserves until they
reach a total of nearly $700 million.
(Yes, even in a recession, DC is likely
to end the year with some surplus.)
Initially, half of surplus funds will
go to a reserve to help respond to
unforeseen spending pressures that
arise during the year. This makes
sense, and it’s similar to a $50 mil-
lion budget reserve DC maintained
until fiscal year 2009 when it was
eliminated. Under the new plan, the

operating reserve will be built up to
$145 million.

The plan for the other half of
future surpluses is far more prob-
lematic. These funds will just sit in
the fund balance — to help meet
the city’s cash flow needs — and
will not be available for anything
else, like an increase in Medicaid
caseloads or another drop in rev-
enue collections. This reserve will
be built up to a whopping $530
million even though DC has never
had more than $175 million sitting
around for these purposes.

Building up the fund balance by
$675 million will take many, many
years, which means a large amount
of taxpayer funds will be tied up for
a long time.

Tying Up a Significant Amount
of Resources as We Exit the
Recession Is the Wrong Pre-
scription

In the end, this decision reflects
the wrong diagnosis of DC’s cur-
rent financial ills — and the wrong
prescription. Every dollar we put
into a reserve is a dollar that can’t be
used to invest in our city. That bal-
ance needs to be weighed carefully
going forward. DC’s most pressing
fiscal problem is the large drop in tax
collections that has led to cuts in all
parts of the budget — from libraries
to parks to street sweeping to afford-
able housing. DC’s finances are likely
to be fragile as it comes out of the
recession, which means preserving
resources for the budget should be
the top priority right now.

A more balanced approach
would still include a rebuilding of
our fund balance, but not by setting
aside nearly all future resources or by
building it up more than necessary.
Setting aside a smaller portion of
resources would help us rebuild our
reserves while also giving the mayor
and council enough flexibility right
now to preserve services and to be-
gin making critical reinvestments as
we exit the recession.

Reed is a policy analyst with the DC
Fiscal Policy Institute (www.dcfpi.
org), which conducts research on tax and
budget issues that affect low- and mod-
erate-income DC residents. >k
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Plans for individuals, families, small business and the self-employed

* Replace expensive COBRA insurance ® Choose your own doctors/hospitals
* Doctor Office Co-Pay available ® Prescriptions, Disability, Life
* Preventive care benefits ® Fast, fair claims & great service

Call for a FREE quote!

William J. McNamara

202-333-8325
Since 1993

We offer 25+ plans. We will help you pick the plan that works best for you.
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Don't Let a Bad Alignment Spoil
Your Drive to the Beach!

- Woody

339 Pennsylvania Ave. SE
www.capitolhillexxon.com

(202) 547.4054

The experts at Capitol Hill Exxon
will realign your car using their new
alignment machine, the latest in
automotive technology.

10% OFF
SPRING AUTO REPAIRS

WITHTHIS COUPON « EXP: 53110

RIVERBY BOOKS

417 East Capitol Street SE - Open Daily 10- 6
202.543.4342 - riverby.books@verizon.net

Washington's leading used book store for

Washingtoniana!

Riverby Books has the world's finest, largest, most comprehensive
collection of books about Washington, DC and Capitol Hill authors.

Constance McLaughlin Green, John Clagett Procter, Karhy Smith, Sam Smith, and
of course, Marguerite Kelly, Tom Kelly and Katy Kelly's "Lucy Rose" series.

OCTOBER?  Well then come fest on Riverby's once-a-year
(or sometimes twice) 30% off book sale.
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Rev. William Byrne, Pastor
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