AGENDA ITEM #3.1
November 24, 2009

MEMORANDUM

November 20, 2009

TO: County Council
FROM: Stephen B. Farber, Council Staff Director&1

SUBJECT:  Update — County Income Tax Revenue

Finance Director Jennifer Barrett will provide an update on County income tax revenue
for FY10-11. While the Council’s next full fiscal update is scheduled for December 1, Council
President Andrews requested this update because the State’s November 2009 distribution of
County income tax revenue is $85.2 million below the Finance Department’s March 2009
estimate. The implications for the County budget in FY10 and FY11 are serious.

See ©1-3 for details on Finance’s March 2009 estimate. Note on ©1 that to reflect the
weak economy, Finance’s estimate for FY10, $1.215 billion, was $50.3 million less than the
November 2008 estimate, while the estimate for FY11, $1.280 billion, was $76.5 million less.

The State’s November 2009 distribution reflects October 15 late filings, third quarter
withholding and estimated payments, and adjustments for prior distributions by the State.
Finance’s March 2009 estimate for the late filings and adjusted distributions was $57.7 million.
As the table on ©2 shows, this estimate had already been reduced by 60.5 percent to reflect the
weak economy and other factors, but the November distribution was just $9.6 million. Finance’s
March 2009 estimate for third quarter withholding and estimated payments was $247.7 million,
but the November distribution was just $210.6 million. The total March 2009 estimate for the
November distribution was $305.4 million, but the total November distribution was $220.2
million, $85.2 million or 27.9 percent less.

Given Finance’s cautious approach to revenue estimates, and given also the writedowns
that Finance had made in previous estimates, this distribution was surprising. One factor, apart
from the weak economy, is that the State’s formula for determining the counties’ share of total
income tax revenue may have overdistributed to the counties for tax year 2008 as a consequence
of changes in State tax law. The revised formula, which went into effect with this November
distribution, may now be correcting for that overdistribution.



Since earlier distributions in FY10 were $9.9 million above the March 2009 estimate, the
current net fiscal-year-to-date shortfall, compared to that estimate, is $75.3 million. The total
FY10 shortfall, based on the State’s new formula, could be in the range of $95 million, while the
FY11 shortfall could be in the range of $110 million. These writedowns alone could bring the
County’s estimated FY11 budget gap, which in September was projected at $364.4 million,' to
well over $500 million, despite the Council’s November 17 approval of a $29.7 Savings Plan for
FY10. Other factors could make the gap still larger.?

Further detail on these and other revenue and expenditure issues will be provided for the
Council’s fiscal update on December 1. What is clear now is that further savings must be
achieved in FY10 and that even harder fiscal choices loom for FY11.
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' This gap assumes general wage adjustments (COLAs) and step increases at the level originally bargained for
FY10, as well as retiree health benefits pre-funding (OPEB), reserves, and PAYGO at the scheduled or policy levels.
See hitp://www,.montgomerycountymd.gov/content/council/pdf/agenda/col/2009/090929/20090929 7.pdf.

? For example, the current calculation of the Charter limit on property tax revenue in FY11 may be $45 million
lower than the March 2009 calculation because the projected increase in the CPI has not occurred. Other factors that
could increase the gap include the possible impact of the FY10 Round 3 cuts to State agencies announced on
November 18 by the Board of Public Works, further State aid reductions in the Governor’s FY11 budget, the
possible withholding of some FY 10 State education aid related to the Maintenance of Effort issue, and further
writedowns in County revenues.



http://www.montgomervcountymd.gov/contentlcouncil/pdf/agendalcol/2Q09/090929/20090929
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MONTGOMERY COUNTY ACTUAL AND ESTIMATED CALENDAR YEAR INCOME TAX REVENUES

CURRENT LAW
Est. 2007 Est, 2008 Est. 2009 Est. 2010 Est. 2011 Est. 2012 Est. 2013
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MONTGOMERY COUNTY ACTUAL AND ESTIMATED CALENDAR YEAR INCOME TAX REVENUES

1_/ April 15th filings reflect payments with returns, adjustments between what was distributed during the past

quarters and-what taxpayers reported on their returns, and adjustments concerning the reserve for refunds.

- (UNALLOCATED received in 6/94 relates to calendar 1990; the 12/93 distributions of DELINQUENT returns relates to 1967-91, FIDUCIARY to 1992)
2_/ starting 1st quarter 1997 includes $1.3 million from Takoma Park (ex. Prince Georges County, $1.56 minus 17% for Municipalities)

Mountgomery County Department of Finance March 2009

CURRENT LAW
CALEI}IDAR YEAR Est. 2007 Est. 2008 Est. 2009 Est. 2010 Est. 2011 Est. 2012 Est. 2013 Est, 2014 Est. 2015
DISTRIBUTIONS: .
OTHER COLLECTIONS
PENALTY AND INTEREST - 39,980,000 $10,280,000 $10,420,000 $10,980,000 $11,600,000 $12,180,000 $12,940,000 $13,640,000 $14,460,000
- FIRST {or OLD) i 5,140,000 5,210,000 5,490,000 5,800,000 6,090,000 6,470,000 6,820,000 7,230,000
- SECOND 5,060,000 5,140,000 5,210,000 5,490,000 5,800,000 6,090,000 6,470,000 6,820,000 7,230,000
UNALEOCATED WH L960:000; 29,880,000 19,190,000 20,390,000 21,680,000 25,230,000 26,820,000 28,320,000 30,020,000
FIDUCIARY $21,890,000 $26,220,000 $31,680,000 $38,220,000 346,340,000 $56,020,000 $68,510,000 $83,980,000
- FIRST 4,820,600 4,990,000 5,270,000 5,360,000 5,470,000 5,180,000 5,260,000 5,310,000
- SECOND : 13,720,000 17,070,000 21,230,000 26,410,000 32,860,000 40,870,000 50,840,000 63,250,000 78,670,000
DELINQ. & AUDIT ADIMTS. 338,130,000 $42,250,000 $47,560,000 $54,390,000 363,170,000 $74,470,000 $89,020,000 $107,730,000  $131,800,000
- FIRST (or OLD) 23,740,000 23,740,000 23,740,000 23,740,000 23,740,000 23,740,000 23,740,000 23,740,000 23,740,000
- SECOND 14,390,000 18,510,000 23,820,000 30,650,000 39,430,000 50,730,000 65,280,000 83,990,000 108,060,000
GRAND TOTAL e A S
% Change {All Except Other) ’ 8.8% -6.7% 0.2% 6.9% 5.6% 6.1% 6.6% 6.5% 6.3%
% Change From Prier Year 9.6% -6.3% 0.1% 1.5% 6.4% 7.3% 4.2% 1.3% 7.3%
% Change Personal Income 4.6% 4.6% 4.6% 4,6% 4.6% 4.6% 4.6% 4.6% 4.6%
% Change Taxable Income 4.4% 4.4% 4.4% 4.4% 4.4% " 4.4% 4.4% ' 4,4% 0.0%




