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Introduction 

MEMORANDUM 

TO: County Council 

FROM: Robert H. Drummer, Senior Legislative Attorney ~ 
SUBJECT: Introduction: Resolution to approve Reserve and Selected Fiscal Policies 

Resolution to approve Reserve and Selected Fiscal Policies, sponsored by the Council 
President at the request of the Executive, is scheduled to be introduced on May 27, 2010. A 
public hearing is tentatively scheduled for June 22, 2010. 

The Resolution would strengthen the County's policies on reserves and expenditures to 
ensure budget flexibility and structural stability. These fiscal policies would help ensure 
adequate reserve levels by increasing them to -10% over the next ten, or fewer, years. These 
policies would help the County have a structurally balanced budget where budgeted expenditures 
do not exceed projected recurring revenues for that fiscal year. 

This packet contains: Circle 
Resolution 1 
Executive's Transmittal Memo 3 
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-----------------Resolution No: 
Introduced: 
Adopted: 

COUNTY COUNCIL 
FOR MONTGOMERY COUNTY, MARYLAND 

By: Council President at the Request of the County Executive 

SUBJECT: Reserve and Selected Fiscal Policies 

Background 

1. 	 Fiscal policy corresponds to the combined practices of government with respect to revenues, 
expenditures, debt management, and reserves. 

2. 	 Fiscal policies provide guidance for good public practice in the planning of expenditures, 
revenues, and funding arrangements for public services. They provide a framework within 
which budget, tax, and fee decisions should be made. Fiscal policies provide guidance 
toward a balance between program expenditure requirements and available sources of 
revenue to fund them. 

3. 	 As a best practice, it is essential that governments maintain adequate levels of fund balance 
to mitigate current and future risks (e.g., revenue shortfalls and unanticipated expenditures) 
and to ensure stable tax rates. Fund balance levels are a crucial consideration, too, in long
term financial planning. Credit rating agencies monitor levels of fund balance and 
unrestricted fund balance in a government's general fund to evaluate a government's 
continued creditworthiness. 

4. 	 In FYI 0, the County experienced an unprecedented $265 million decline in income tax 
revenues, and weathered extraordinary expenditure requirements associated with the HINl 
flu virus and successive and historic winter blizzards. The costs of these events totaled in 
excess of$60 million, only a portion ofwhich was budgeted and planned for. 

5. 	 In a memorandum dated April 22, 2010, the County Executive recommended that the 
County Council restore reserves first to the current 6% policy level for FYII and also to 
revise and strengthen policy levels in order to more appropriately position the County to be 
able to weather economic cycles in the future, and to achieve structural balance in future 
budgets. 

6. 	 The County's financial advisor has recommended that the County strengthen its policy on 
reserves and other fiscal policies to ensure budget flexibility and structural stability, and has 
provided specific recommendations, which are reflected below. 

Action 

The County Council for Montgomery County, Maryland, approves the following action: 



The County shall adhere to the following policies regarding reserves and other fiscal 
matters. 

1. Structurally Balanced Budget 

Montgomery County will have a structurally balanced budget, that is, budgeted expenditures 

should not exceed projected recurring revenues for that fiscal year. Recurring revenues should 

fund recurring expenses. No deficit may be planned or incurred. 

2. Reserves 

Montgomery County will have a goal ofbuilding up and maintaining the sum ofUnrestricted 

General Fund Balance and Revenue Stabilization Fund Balance to an amount equal to 

approximately 10% ofAdjusted Governmental Fund revenues, representing tax-supported 

governmental and agency revenues, including operating grant and CIP revenues. This goal will 

be reflected in the Revenue Stabilization Fund law. 

3. Use of One-Time Revenues 

One-time revenues and revenues in excess ofprojections will be applied first to restoring 

reserves to policy levels or as required by law. In the event that the County determines that 

reserves have been fully funded, then one-time revenues should be applied to non-recurring 

expenditures which are one-time in nature, P AYGOfor the CIP in excess ofthe County's 

targeted goal, or to unfunded liabilities such as Pension or Retiree Health Benefits Pre:funding 
(OPEB). 

4. PAYGO 

The County will allocate to the CIP each fiscal year as PAYGO at least ten percent ofthe 

amount ofgeneral obligation bonds planned for issue that year. 

5. Fiscal Plan 

The County will adopt a fiscal plan that is structurally balanced, and that displays expenditures 

and other uses ofresources within annually available revenues. The fiscal plan should also 

separately display reserves at policy levels, including additions to reserves to reach policy level 
goals. 

This is a correct copy ofCouncil action. 

Linda M. Lauer, Clerk of the Council 
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OFFICE OF THE COUNTY EXECUTIVE 
ROCKVILLE, MARYLAND 20850 

Isiah Leggett 
Coumy Executive 

MEMORANDUM 

May 21,2010 

TO: Nancy Floreen, President, County Council 

FROM: Isiah Leggett, County Executive 

SUBJECT: Reserve and Selected Fiscal Policies 

In my April22nd memorandum to the Council on Additional Budget Actions, I 
notified the Council ofthe need for revisions to the County's reserve policies. I made this 
recommendation in light of recent severe reductions in revenues, unanticipated expenditure 
pressures, and Moody's rating action putting the County on a negative watchlist. All three rating 
agencies included strong statements of concern regarding the County's reserves and budgetary 
structural balance in their most recent ratings. 

As I indicated to you in April, I have asked for and received a careful review of 
the County's reserve policies by the County's Financial Advisor, PFM. As a result of that 
review, I am recommending a set of actions and policies which will set the County on a stronger 
fiscal path for FYll and beyond. Attached to this memorandum you will tind a resolution 
specifying these policies for Council's consideration and action, legislation to change the 
County's Revenue Stabilization Fund law, and a restructured balanced Fiscal Plan showing 
budgetary levels afforded within projected revenues and my plan for restoration of the County's 
key reserves to the recommended policy 1evels. 

Specifically, the recommended reserve levels incorporate current and future risks, 
including: 
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• 	 Potential for future State actions which may negatively affect the County's revenues 
and/or place additional expenditure requirements on the County. 

• 	 Numerous one-time actions taken to solve the FYlO and FYI1 budget challenges. 

Recommended Actions 

The attached charts (Attachments A and B) provide background on the current 
status of the County's most key fiscal policies, detailing the recommendations I made to you in 
April, and those that I am making today. In addition, I will soon be transmitting to you a report 
from the County's Financial Advisor, PFM, that provides further analysis and detail on the 
concerns ofMoody's and the other Rating Agencies, and the fiscal circumstances that support 
the need for the recommended actions. 

Specifically, I am recommending the following policies and actions, which are 
further detailed in the attachments: 

1. 	 For FYll, budget reserves at the current policy level of6%, and within 10 years (by 2020), 
bring total reserves to 10% 

2. 	 Bring General Fund reserves to the charter maximum of 5% 
3. 	 Require mandatory contributions to the Revenue Stabilization Fund to a combined reserve 

level of 10% 
4.· 	 Restore and maintain PAYGO at the policy level of 10% of general obligation bonds planned 

for issue 
5. 	 Budget expenditures for a fiscal year only up to the amount of recurring revenues for that 

fiscal year 
6. 	 Direct one-time revenues exceeding projections to the Revenue Stabilization Fund, PA YGO, 

Pension or Retiree's Health Benefit pre-funding, and one-time expenditures 
7. 	 Achieve a fiscal plan for future years that is structurally balanced - that matches expenditures 

to available revenues without any draw down of reserves or unanticipated revenues 
8. 	 Review budgeting practices for significant, known expenditures, and ensure adequacy of 

appropriations and possible carry-over provisions for unspent amounts 

The combination of these actions is estimated to achieve structural budgetary 
balance and grow reserve levels to 10% by 2020 or sooner, enough to sustain the County through 
a variety of the pressures noted above. The reserve amounts I am recommending will also help 
ensure sufficient working capital through the County's usual fiscal cycle. 

I very strongly recommend restoring General Fund reserves to the maximum 
allowed Charter level, and planning for a series of mandatory contributions to the Revenue 
Stabilization Fund to achieve a total reserve level of 10%. I recommend we strengthen our 
policies regarding a balanced budget and use of one-time revenues, and commit to return to our 
existing P A YGO policy. This set of actions will provide additional flexibility to the County in 
FYl2 and beyond to respond to further adverse economic and fiscal conditions. 
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These actions are only the beginning of the work before us. I believe that together, we 
must steer the County back to structurally balanced budgets and return it to its fiscally 
conservative roots, restoring sufficiently strong reserve levels, to ensure that we do not return to 
the budget stresses we currently face. I believe the set of recommendations before you will 
ensure that outcome, and I urge your approval. 

Enclosures 

Attachment A - Reserve Policies Overview 
Attachment B - Compalison of Fiscal Policies and Practices 
Resolution -. Reserve and Selected Fiscal Policies 
Draft Bill - Revenue Stabilization Fund 
Restructured Balanced Fiscal Plan FY11-16 

cc: 	 Duchy Trachtenberg, Chair, MFP Committee 
Timothy Firestine, ChiefAdministrative Officer 
Jennifer Barrett, Director ofFinance 
Joseph Beach, Director, OMB 
Stephen Farber, Council Staff Director. 
Kathleen Boucher, ACAO 


