MUNICIPAL TAX DUPLICATION AND REVENUE
SHARING IN MONTGOMERY COUNTY, MD

9

[
“RDEL BIY

OFFICE OF LEGISLLATIVE OVERSIGHT
REPORT NUMBER 2013-6

June 18, 2013

Sue Richards
Carl Scruggs




Municipal Tax Duplication and Revenue Sharing in Montgomery County MD

Municipal Tax Duplication and Revenue Sharing
in Montgomery County MD

TABLE OF CONTENTS
EXECUtiVe SUIMIMATY ........cccooiiiiiiiiiiieieecee ettt ste e et e e e te e e e abeeetaeeeabeeesabeeesaeessseeensseeas vi
L Authority, Scope, and Organization of Report.....................cccooooiiiiiiiiiiiieeee e, 1
IL Understanding Municipal Tax Duplication Programs...................ccccoooiiiiiiiiniiiiciieccieen, 4
III. A Statewide Perspective on Municipal Tax Duplication Programs.................c...ccccceeen. 15
Iv. Montgomery County’s Municipal Tax Duplication Program’s Methods and Formulas 20
V. The Context for the County’s Municipal Revenue Sharing Program............................. 32
VL Municipal Stakeholder ObServations ...................c.ccoooviieiiiiiiiiccecce e 41
VII. Municipal Tax Duplication Programs in Other Counties.....................cccceevvviiiiiiinnnennnnn. 45
VIIL  FINAINGS oottt et ettt ettt e s bttt e bt e siaesabeenbae e 54
IX.  Recommendations .. e 69
X. AEeNCY COMIMENTS ..........ccooiiiiiiiiiieiiiie et e eiee et e steeeeaeeestaeeeeebeesseeeesaeesaseeesaseeensseeans 84

Appendix — A list of appendices is on page iv.

OLO Report 2013-6 i

June 18,



Municipal Tax Duplication and Revenue Sharing in Montgomery County MD

LIST OF EXHIBITS AND TABLES

Number Exhibit Page
1 Excerpts from The Tax Differential Report About the State’s Shared Revenue 8
System
2 Steps to Calculate a Municipal Tax Rebate That Reflects “Saved County Costs 13
3 Steps to Calculate a Municipal Tax Rebate That Reflects “Municipal 14
Replacement Costs™
4 Maryland Counties with Municipal Tax Duplication Programs 15
5 Changes to the Municipal Revenue Sharing Program by Council Resolution, 22
1978-1996
6 Current List of Reimbursable Services and Municipal Providers 25
Number Tables Page
3.1 Statewide Profile of Municipal Tax Duplication Program Rebates and Tax 17
) Differentials, FY07 to FY12
FY12 Reimbursement per Capita and Types of Shared Services Delivered in
3-2 C 18
25 Largest Municipalities
Comparison of Reimbursement Formula and Approved Payments, FY07 to 31
41 1 EY13 (000s)
4-2 Takoma Park Library and Police Property Tax Rebate Payments, FY07-FY13 31
5.1 Comparison of County and Municipal General Fund Revenue Sources, 2011 33
County General Fund and Select Municipal Expenditures by Service 34
5-2 | Responsibility, 2011
5.3 Shared Services Estimates for Reimbursable and Non-Reimbursable Services 35-36
5.4 2011 Per Capita Spending for Non-Reimbursable Services 36
5.5 Per Capita Differential of the FY13 MTD Approved Payment 37
Comparison of Municipal Reimbursable Full Value Shared Service Costs, 40
5-6 County Income Tax Revenue and MTD Payments
7-1 Effect of Anne Arundel Tax Differential for the City of Annapolis 46

OLO Report 2013-6 ii

June 18,



Municipal Tax Duplication and Revenue Sharing in Montgomery County MD

LI1ST OF EXHIBITS AND TABLES (continued)

Number Tables Page
72 Frederick County Tax Duplication Payments, FY13 49
7.3 Frederick County Change in Tax Duplication Payments, FY12-FY13 49
7.4 FY14 Tax Differentials and Service Levels for the 8 Largest Cities in Prince

George’s County
County and Municipal General Fund Expenditures by Service Responsibility,
8-1 59
2011
8-2 MTD Rebate Formula Results and Approved Payments, FY07 to FY13 (000s) 60
8-3 2011 Per Capita Spending for Non-Reimbursable Shared Services 60
Full Cost of Service Calculations for Unit Cost Model without Police Service
9-1 . 76
Rates (Option A)
9-2 Full Cost of Service Estimates by Municipality for Option A 77
9-3 Property Tax Rebate Payments by Municipality for Option A 78
Full Cost of Service Calculations for Unit Cost Model with Police Service
9-4 : 79
Rates (Option B)
9-5 Police Service Rate Calculations 80
9-6 Full Cost of Service Estimates by Municipality for Option B 81
9-7 Property Tax Rebate Payments by Municipality for Option B 82
9.8 Comparison of Municipal Reimbursable Shared Service Costs, County 33

Income Tax Revenues and MTD Payments

OLO Report 2013-6 iii

June 18, .



Municipal Tax Duplication and Revenue Sharing in Montgomery County MD

LIST OF APPENDICES
Appendix
Appendix Title Circle
Page

A Terms and Definitions 1
Summary Chart of Most Prevalent Powers Authorized in the Charters of
Municipalities and Special Taxing Districts (from OLO Report 2008-5);

B Maryland Municipal League Survey of Municipal Services 2010; and 10
Understanding the Role of the Village Managers and the Chevy Chase
Towns and Villages Municipalities Diverse Responsibilities (from OLO
Report 2008-5)

C Shandy, S. and Wilson, W. “Double Taxation and Tax Differentials in 17
Maryland.” The Institute for Governmental Services. Spring 1991.
Tervala, Victor K. “Two Approaches for Computing Property Tax

D Differentials for Property in Ocean City, Maryland.” Project M-117. The 37
Institute for Governmental Services. May 1999.
Maryland Legislative Council Committee on Taxation and Fiscal Matters.

E “County Property Tax Rate Differential for Municipal Residents” 55
Annapolis, MD. 1970.

F Maryland Municipal League. “Eliminating Double Taxation: The Tax 74
Set-Off Handbook™ February 1984.

G Maryland Municipal League. “Property Tax Double Taxation in 97
Maryland.” Email from Jim Peck, February 7, 2013.

H Maryland Code — Section 6-305 of the Tax-Property Article (County Tax 102
Rate in Certain Muncipal Corporations).
Montgomery County Code — Chapter 30A (Montgomery County

I e 104
Municipal Revenue Program)
An Act to add a new Chapter 30A to the Montgomery County Code, 1972,

J title, “Montgomery County Municipal Revenue Program” and excerpts 105
from the Municipal Revenue Program Legislative Bill File.
Memorandum to the County Council dated May 25, 1973 from James P.

K Gleason, County Executive. “Montgomery County Municipal Revenue 119

Program”

OLO Report 2013-6 v

June 18, .



Municipal Tax Duplication and Revenue Sharing in Montgomery County MD

LIST OF APPENDICES (continued)

Appendix

Title

Appendix
Page

Council Resolution 8-222, adopted October 17, 1978. “Report of the Task
Force on County-Municipality Financial Relationships and Revisions to
the Municipal Revenue Program.” Memorandum dated September 28,
1978 to the County Council and Council minutes.

128

Council Resolution 9-1752, adopted April 17, 1982. “Report of the Task
Force on County-Municipality Financial Relationships and Revisions to
the County’s Municipal Revenue Program.”

140

Council Resolution 13-650, adopted September 10, 1996. “County
Reimbursements under the Montgomery County Municipal Revenue
Program — Task Force Report and Recommendations.” Tax Duplication
Task Force Final Report, June 5, 1996.

157

Memorandum dated May10, 2001 to the County Council from Charles H.
Sherer, Legislative Analyst. Recommendation from the Management and
Fiscal Policy Committee regarding the Executive’s amendment to the
FY02 Operating Budget for the Municipal Tax Duplication NDA for
Takoma Park regarding police services.

176

OMB Spreadsheets for MTD Payment calculations for Parks, Road
Maintenance Payments, Highway User Revenue Percentage Calculation,
County Expenditures for Roadway Maintenance, and Other Items

201

Letter dated September 7, 2004 from Bruce Romer, Chief Administrative
Officer to Ms. Barbara Matthews, City Administrator for the City of
Takoma Park

206

Prince George’s County Code. Division 6. Municipal Tax Differential;
Service Category Description; FY2014 Municipal Tax Differential
Request Form and FY2014 Municipal Description of Services Form.

224

Montgomery County Uniform Financial Report, Part XXII Local Highway
Finance Report

237

OLO Report 2013-6 \

June 18,



Municipal Tax Duplication and
Revenue Sharing in Montgomery County

OFFICE OF LEGISLATIVE OVERSIGHT REPORT 2013-6: EXECUTIVE SUMMARY
JUNE 18, 2013

This OLO report responds to the County Council’s request to better understand municipal tax duplication
programs and provide ideas to improve the County’s program. It reviews research from the Institute for
Government Services (IGS) and the Maryland Municipal League (MML) and other counties” programs.

Purpose of Municipal Tax Duplication Programs

Under Maryland’s governance structure, counties and municipalities have concurrent power to levy real
property taxes and have home rule authority to independently decide the services they deliver. These
conditions can result in a municipal taxpayer being taxed twice for services he or she receives only once. As
MML explains:

Double taxation exists (1) when a county and a municipality within that county provide similar
services financed with property tax revenues, and (2) when the county does not provide those services
within the municipal corporate limits. In such cases, municipal property owners pay taxes to both the
municipal and county governments for a service (or services) they receive only from the municipality.

Municipal tax duplication programs exist to resolve these double taxation inequities. Counties identify
services that give rise to double taxation, develop methods and formulas to determine the value of those
services (often referred to as a “tax setoff”), and then decide whether to resolve the double taxation through
a rebate payment to the municipal government or through a tax differential (i.e., setting a lower county
property tax rate for municipal taxpayers).

State and County Municipal Tax Duplication Law

State law establishes a framework for local tax duplication programs, and specifically requires Montgomery
County (and six other Maryland counties) to establish reimbursement programs. The State law leaves
decisions about formulas and payment methods to local officials - requiring local governing bodies to meet
and confer about county property tax rates in municipalities - but mandates that a county’s determination of
tax setoff value consider the extent of funding from property tax revenues.

County law establishes a municipal reimbursement program. It specifies qualifying conditions to determine
services eligible for reimbursement; assigns responsibility for determining tax setoff values to the county
executive; specifies that tax setoff values must approximate the amount of municipal tax revenues and be
limited to the amount the county would expend for the eligible services; provides for a rebate payment (but
not a tax differential); and limits funding to the council appropriation.

Service Group Definitions

The administration of a municipal property tax duplication program recognizes four distinct service groups:

e County-only services are mandatory services that municipalities cannot provide by law such as K-12
education, community colleges, health services, and corrections.

® Shared Services are discretionary services that both counties and municipalities can provide and thus
may create tax duplication issues such as water and sewer, police and fire protection, parks and
recreation services, street and highway maintenance, planning and zoning, and solid waste removal.

* Reimbursable Services are shared services that meet the conditions for tax duplication and are eligible
for reimbursement from the County.

¢ Non-reimbursable Services are services uniquely provided by a county or municipality or internal
services such as human resources or finance that exist only because the government itself exists.
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The County/Municipal Fiscal Service Structure
County General Fund and Corresponding Municipal Service Expenditures
In 2011, County General Fund expenditures for were $1.8 billion for “county-only” services and $585.7
million for “shared services”. The County’s 22 municipalities spent $105.5 million on shared services in 2011,

including $11.3 million on reimbursable services and $94.1 million spent on non-reimbursable services.

County General Fund and Select Municipal Expenditures by Service Type, 2011

Service Tvpe County General Fund | Municipal Operation Total
yp Expenditures Fund Expenditures! Expenditures
County-Only Services $1.8 billion $1.8 billion
Board of Education $1.422.6 billion $1.422.6 billion
Health and Social Services $155.7 million _ $155.7 million
Community College $102.5 million $102.5 million
Corrections $62.9 million $62.9 million
All Other State Mandates $57.6 million $57.6 million
Shared Services $585.7 million $105.5 million $691.2 million
Reimbursable $198.4 million $11.3 million $210.0 million
Non-Reimbursable $387.3 million $94.1 million $481.4 million
Total $2.4 billion $105.5 million $2.5 billion

Source: Montgomery County Uniform Financial Report, DLS Local Government Finances Handbook

Municipal Tax Duplication Payments and the State’s Shared Revenue Structure

In 2011, the $7.8 million tax duplication payment that the County made to cover all municipal reimbursable
services (including park maintenance services) totaled $11.5 million, leaving a shortfall of $3.8 million.
However, besides the tax duplication payment, the State’s shared revenue structure re-directs 17% of
county income taxes paid by municipal taxpayers to their municipal governments to fund municipal
services. In 2011, municipal governments received $30.7 million in shared county income tax revenue, and
together the tax duplication payment and shared county income revenue totaled $38.5 million. This
combined county revenue accounted for 36% of the $105.5 million in municipal shared services’ spending.

In 1970, the Committee on Taxation and Fiscal Matters recommended against establishing a statewide
municipal tax duplication law, stating in part, that “the existing requirements for the counties to make
certain revenues available to municipal corporations have created instances where municipal corporations
are receiving a disproportionate share of revenues for the type of services provided.”

In its review of this issue, IGS stated “If a municipality provides very few services, it is possible that the
state-shared revenues received by the municipality to help it fund these services will exceed the equivalent
amount of county property tax levied against municipal residents to fund a parallel county service. In this
case, no tax differential would be awarded.” (emphasis added)

OLO’s analysis of municipal full reimbursable service costs and their shared county income tax revenues
in FY13 shows that under this approach only two County municipalities would qualify for a rebate
payment.

1 Since these are only expenditures that parallel County General Fund services, they exclude parks and recreation.
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Administering Municipal Tax Duplication Programs

Issues with the County’s Current Municipal Tax Duplication Program

Current List of Reimbursable Services and Municipal Providers

% of County

Reimbursable Service Current Municipal Providers Sel‘V?d. by
Municipal
Providers
Animal Control Gaithersburg and Rockville 12.4%
Board of Appeals Town of Chevy Chase 0.3%
Crossing Guards Takoma Park 1.7%
Hearing Examiner Town of Chevy Chase 0.3%
Human Rights Rockville 6.3%
. Chevy Chase Section 3, Town of Chevy Chase, Friendship
Park Maintenance Heights, Kensington, Takoma Park 2.8%
Police Takoma Park 1.7%
Road Maintenance All Except Barnesville 13.4%
Senior Groceries Friendship Heights 0.5%
Senior Transportation  Gaithersburg, Friendship Heights, Rockville 12.9%

Current County law creates confusion about service reimbursements and the County’s overall MTD
policy. Inconsistencies among the law, task force reports and Council resolutions create ambiguity about
the intent of the County’s program. Two examples of issues with the current County law are: 1) it allows
the County to not reimburse for a service if it determines it would not provide the service in the future; and
2) it fails to recognize service rates, effectively precluding municipal service partnerships.

Several disconnects exist between the County’s current list of reimbursable services, its service funding
structures, its rebate payments and its municipal provider services. For example, 1) the County General
Fund reimburses for park maintenance services that are funded through the Metropolitan District; 2) land
use hearings are reimbursed for one municipality but not others; 3) Takoma Park receives reimbursements
for library and police services (authorized in the County Code) separate from the municipal tax duplication
program; and 4) police service rebates that were formerly included are currently excluded.

The current formulas are outdated, lack uniformity and their results are ignored. Both the formulas used
to administer the program and the practice of not fully funding the formula results have been a source of
ongoing, persistent problems since the seventies. In FY13, County funding was $3.8 million below the
formula amount. The current formulas reflect an ad hoc assortment of agreements developed over time.
This approach stands in contrast to IGS” recommended methodology and other county programs where a
consistent set of factors is uniformly applied to determine municipal tax differentials or rebate payments.

Municipal stakeholders perceive that the program does not adequately address persistent tax differential
issues and that it has an inherently political element. Municipal stakeholders suggested that the cost
formulas are not realistic and held widely shared concerns that no consistent methodology exists for
revising or updating the formulas. Stakeholders suggested that the County allow reimbursements for non-
recurring costs, establish an “audit process” for formulas, and release relevant information ahead of the
County’s budget release so municipalities would have an opportunity to locate and correct potential errors.
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OLO Recommendations

As the County’s local governing body, decisions about the design of a Municipal Tax Duplication program,
including methodologies to determine reimbursable services, formulas to determine tax set-off values, and
responsibilities for program administration, rest with the Council. OLO’s recommendations offer the Council
an opportunity to create a more fiscally sustainable program while establishing a structure that strengthens
County/municipal partnerships, improves transparency and addresses equity for nonmunicipal taxpayers.

Recommendation #1: =~ Implement nine revisions to strengthen the fairness, uniformity and sustainability
of the County’s municipal tax duplication program.

Revision A: Revise the municipal tax duplication payment formula to reimburse on a property tax cost basis
to better align the County’s program with State law and the State’s shared revenue structure.

Revision B: Give municipalities and their taxpayers the option to make a one-time election for either a
County property tax rate differential or a property tax share municipal rebate payment.

Revision C: Fund park maintenance service rebates with revenue from the Metropolitan District, or redraw
the Metropolitan District boundaries to eliminate park maintenance reimbursement payments
from the MTD program.

Revision D: Transfer the Takoma Park Library rebate, currently authorized as a separate payment in County

law, into the municipal tax duplication program.

Revision E: Include land use administrative hearings as reimbursable services under the municipal tax
duplication program for all municipalities in the County that provide these services.

Revision F: Replace the current cost of service formulas with a methodology that uses available activity
and/or relevant program data to develop unit cost factors for crossing guards, human relations
and library services.

Revision G: Revise the methodology for the transportation cost of service calculation to determine the
County’s net costs per mile using data from the Local Highway Finance Report filed annually
with the State.

Revision H: Provide a single reimbursement payment for Takoma Park police services through the

municipal tax duplication program by eliminating the stand-alone payment authorized in the
County Code. Revise the current repayment methodology to utilize a unit cost formula.

Revision I: Incorporate the use of service rate factors as part of the County’s municipal tax duplication
program, and re-institute reimbursement for police patrol services in Chevy Chase Village,
Gaithersburg and Rockville under the partial service rate model.

Recommendation #2:  Establish a Municipal Grant Program for non-recurring expenses and other
initiatives. Structure the program to cap annual funding at an amount equal to the
annual appropriation for the MTD program and require matching contributions.

A grant program could help fund municipalities’ non-recurring expenses, provide seed money for shared
County/municipal service initiatives and fund payments to help low wealth municipalities cover their
reimbursable service costs. Grants to address funding shortfalls between a municipality’s full cost of
reimbursable services and its shared county income tax revenues could be a first claim on available funds. To
maintain equity and protect nonmunicipal taxpayer interests, annual funding should be capped and the
program should require a matching municipal contribution.
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Municipal Tax Duplication and Revenue Sharing in Montgomery County MD

L Authority, Scope, and Organization

A. Authority

Council Resolution 17-517, FY 2013 Work Program for Office of Legislative Oversight, adopted July 31, 2012.
B. Scope and Purpose

Under State and County law, the Council must fund annual municipal reimbursement payments to address
duplicative tax payments made by municipal residents. Under the current County methodology, these
payments are based on the County’s full tax-supported costs; under State law, payments are based on costs
attributable to property tax revenues only. Statewide, eighteen counties administer a program that provides a
municipal reimbursement, a tax differential or both. Montgomery County is one of seven counties that has a
mandatory program.

In FYO08, shortly after a newly formed Task Force was charged with addressing municipal revenue sharing
issues, including formulas for the County’s Municipal Revenue Program, the Council froze the program’s
payments. The payments stayed frozen for two more years before they were reduced in FY 11 and FY'12.
The Council partially restored the payments in FY13." In FY11 and FY12 along with the lower
reimbursement payments, the Council also made cuts to other County/municipal service contracts.”

In 2012, the Council’s Government Operations Committee held two worksessions to discuss The Final
Report of the Municipal Revenue Sharing Task Force, released in June 2012. During these discussions,
Committee members raised several questions about the current program.

The Council requested this OLO study to improve its understanding of municipal reimbursement programs
and learn about other jurisdictions’ programs before it considers amendments to the County’s Municipal
Revenue Sharing law. The Council is particularly interested in whether other counties’ reimbursement
payments exceed State law requirements or whether strategies exist to limit subsidies between municipal and
non-municipal taxpayers.

C. Methodology

OLO Senior Legislative Analyst Sue Richards conducted this study with assistance from Senior Legislative
Analyst Craig Howard, Research Associate Carl Scruggs and Administrative Specialist Kelli Robinson.

To prepare this report, OLO convened a focus group and conducted interviews with municipal
representatives; compiled and reviewed County documents to understand the legislative history and
administration of Montgomery County’s law and program; reviewed policy, research and technical reports
from the Institute for Government Services, the Maryland Municipal League, and the State Department of
Legislative Services; and interviewed staff and reviewed program documents from other jurisdictions.

OLO used data from the Local Government Finances Handbook and the Tax Set-off Report published by the
Maryland Department of Legislative Services and data from Montgomery County’s Uniform Financial

'In FY08, FY09 and FY10, County payments were frozen at the FY07 amount; in FY11 and FY 12 they were 85% of the
FYO07 amount due to fiscal constraints; in FY13, the Council added a one-time 10% increase.

* The City of Gaithersburg Senior Center and the New Hampshire Avenue Recreation Center are examples of County cuts to
other service contracts. See pages 41 and 42 of The Final Report of the Municipal Revenue Sharing Task Force Report
(here) for details.
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Report and the Office of Management and Budget to develop estimates of municipal expenditures and
County revenues and expenditures for county-only services and shared services. OLO used a methodology
from the Institute for Government Services (IGS) to develop estimates of tax differentials; a methodology
from Frederick County to develop estimates for full tax-supported costs based on net per capita program
costs; and a methodology from IGS and Montgomery County to estimate tax rebate amounts.

D. Organization of Report

Chapter II, Understanding Municipal Tax Duplication Programs, explains the purpose of municipal tax
duplication (MTD) programs, introduces key concepts and terminology and introduces the methods,
approaches and formulas these programs use to determine service eligibility and reimbursement amounts.

Chapter III, A Statewide Perspective on Municipal Tax Duplication Programs, provides a statewide
overview of MTD programs.

Chapter IV, Montgomery County’s Municipal Tax Duplication Program’s Methods and Formulas,
reviews the County’s methods for determining eligible services, cost of services, and payment amounts.

Chapter V, The Context for the County’s Municipal Tax Duplication Program, provides program and
per capita expenditures for county-only services and shared services. This chapter also provides estimates of
the fiscal effects of the County’s MTD rebates and the state mandate for sharing county income tax with
municipalities.

Chapter VI, Municipal Stakeholder Observations, presents observations from municipal stakeholders
about the County’s current program and suggestions for improvement.

Chapter VII, Municipal Tax Duplication Programs in Other Counties, examines the structure of
municipal tax duplication programs in Anne Arundel, Frederick, and Prince Georges’ counties.

Chapters VIII and IX, Findings and Recommendations, present OLO’s findings and recommendations.

Chapter X, Agency Comments, provides comments on the final draft report from the County’s Chief
Administrative Officer.

E. Terms and Definitions

This study of municipal tax duplication is a complex subject that uses several terms that have specific
meanings. A list of terms and definitions is found in Appendix A.

F. Acknowledgements
OLO received a high level of cooperation from the many individuals who helped with this report. OLO

appreciates the information shared and insights provided by all who participated. In particular, OLO would
like to acknowledge the time and expertise of each of the individuals listed on the following page:
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IL. Understanding Municipal Tax Duplication Programs

Municipal Tax Duplication (MTD) programs address authority, service, and funding issues that are unique to
Maryland; specifically, double taxation issues that arise when counties and municipalities deliver similar
services. The Institute for Governmental Services at the University of Maryland (IGS) and the Maryland
Municipal League (MML) are two organizations responsible for the design and development of MTD
programs. This chapter uses key concepts from documents developed by these organizations and a report
from the Maryland General Assembly to describe MTD programs, explain how they relate to state shared
revenues, and introduce two MTD reimbursement formulas.'

A. What is Tax Duplication?

The Maryland Constitution and Code give municipalities and counties “concurrent power ... to levy taxes
against real property” as well as home rule authority to decide the services they want to deliver.? Under this
arrangement, “double taxation” can occur. IGS states that “double taxation” can result: “when two different
taxing authorities, a county and a municipality located within the county, levy taxes on the same property to
support similar government services.””

The June 2012 Montgomery County Municipal Revenue Sharing Task Force Final Report describes tax
duplication as follows:

Residents of municipalities pay a property tax to their municipality and also pay the General
Fund property tax to the County. Property tax is the only duplicate tax, as it is the only tax that is
levied by both the County and by municipalities. Most of the General Fund property tax that
municipal residents pay to the County is used to fund services the County provides to all County
residents, such as the public schools and the community college, fire and rescue services, health
and human services, libraries, and police for most municipalities. A portion of the General Fund
property tax that municipal residents pay to the County is used to fund services the County does
not provide to the municipal residents because the municipality provides the services. This
portion of their property tax payment to the County is a duplicative payment.*

B. Legal Framework for Municipal Tax Reimbursement

The legal framework for a municipal tax reimbursement program in Montgomery County is established in
both State and County law. Governance structure summaries from the 2012 Task Force Report are excerpted
in this section, in addition to other key points about the governance structure.

State Law. The Maryland Code establishes a structure to address municipal tax duplication by allowing for
a tax differential (i.e., a reduced County property tax rate for municipal residents) or a tax rebate (i.e., a
reimbursement payment from the County to the municipality) as detailed below.

" Three primary resource documents are Shandy, S. & Wilson, W. “Double Taxation and Tax Differentials in Maryland.”
Maryland Government Report: A Policy Research Series from The Institute for Governmental Service 3.1 (Spring 1991); The
Maryland Municipal League. “Eliminating Double Taxation: The Tax Set-Off Handbook,” February 1984; and Maryland
Legislative Council Committee on Taxation and Fiscal Matters. “County Property Tax Rate Differential for Municipal
Residents.” (Annapolis, MD) 1970.
i Shandy and Wilson. “Double Taxation and Tax Differentials in Maryland.” p. 2 and 4.

Ibid. p. 2.
* Montgomery County, Maryland. “Municipal Revenue Sharing Task Force Final Report.” June 2012, p. 18.
OLO Report 2013-6 4 June 18, 2013
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State Law on Municipal Tax Reimbursement

The State law governing tax duplication is set out in §6-305 of the Tax-Property Article. That section
uses the term “tax setoff” instead of tax duplication. Section 6-305(a)(2) defines "tax setoff" to mean:
(1) the difference between the general county property tax rate and the property tax rate that is set for
assessments of property in a municipality; or (2) a payment to a municipality to aid the municipal
corporation in funding services or programs that are similar to county services or programs. Section
6-305(c) requires a county to provide a tax setoff for services or programs provided by a municipality
“instead of similar county services or programs.” Section §6-305(d) requires a county to consider the
following when determining the amount of a tax setoff: (1) the services and programs that are
performed by the municipal corporation instead of similar county services and programs; and (2) the
extent that the similar services and programs are funded by property tax revenues.

Municipal Revenue Sharing Task Force Final Report, Montgomery County, Maryland, June 2012, p. 17

§6-305 also establishes a “meet and confer” process for counties and municipalities to determine whether
they agree that parallel services exist; and, if so, whether the county believes fair resolution of the double
taxation issue warrants a county tax differential or tax rebate. Specifically, the law states:

The governing body of the county shall meet and discuss with the governing body of any
municipal corporation in the county the county property tax rate to be set for assessments of
property in the municipal corporation as provided in this section. After the meeting if it can be
demonstrated that a municipal corporation performs services or programs instead of similar
county services or programs, the governing body of the county shall grant a tax setoff to the
municipal corporation.

For those counties, including Montgomery, that have a state mandate to provide either a differential or a
rebate, State law obligates a county to explain how it accounts for the consequences of tax duplication.
Depending on the county, this can be either a subsidy created from county tax revenue paid by municipal
residents for county services they do not use, or savings a county realizes because the amount it spends for
services is less than what it would spend if it had to provide these services to its municipal residents.

County Law. As detailed above, State law provides counties the option of addressing municipal tax
duplication with a differential or a rebate, and Montgomery County’s law establishes a rebate program as
described below.

A key component of the County’s reimbursement law, however, is that it does not “restrict reimbursement to
the portion of the cost of services that would be paid from the County’s General Fund property tax revenues.
Rather, it requires the County to reimburse municipalities for the County’s net cost of service (i.e., the net
cost of services that would be provided by the County if they were not provided by municipalities).”

Tax Differentials versus Tax Rebates. While state law allows counties to choose between a tax differential
and a tax rebate to address tax duplication, several perspectives exist about this choice. In a handout for a
1995 Tax Duplication Study Task Force, the Montgomery County Office of Management and Budget stated
“Historically, municipal governments have preferred receiving tax duplication reimbursements as they have
control over how the funds are spent; contrasted with a small tax rate differential that municipal residents
would enjoy. The reimbursement style program provides a concentrated benefit to municipal governments,

> “Municipal Revenue Sharing Task Force Final Report.” p. 18.
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while a tax differential provides a disbursed benefit to municipal taxpayers. If correctly structured, the
amount of funds reimbursed or County taxes not collected is equal.”®

County Law on Municipal Tax Reimbursement

The County’s municipal property tax duplication program has been in effect since 1974 and is
governed by Chapter 30A of the Montgomery County Code which is entitled “Montgomery County
Municipal Revenue Program.” Section 30A-2 outlines the types of municipal services that qualify for
County reimbursement under the program as follows:

“Municipal public services shall qualify for county reimbursement if the following conditions are
met: (1) The municipality provides the service to its residents and taxpayers, (2) the service would be
provided by the county if it were not provided by the municipality, (3) the service is not actually
provided by the county within the municipality and (4) the comparable county service is funded from
tax revenues derived partially from taxpayers in the participating municipality.”

Section 30A-3 addresses how the reimbursement amount will be calculated as follows:

“Subject to the provisions of section 30A-4, each participating municipality shall be reimbursed by an
amount determined by the county executive to approximate the amount of municipal tax revenues
required to fund the eligible services. The amount of reimbursement shall be limited to the amount the
county executive estimates the county would expend if it were providing the services.”

Section 30A-4 makes it clear that the County Council has the final say regarding the amount of any
County reimbursement under the program. It specifically provides that “All expenditures by the
county under the authority of this chapter shall be subject to the limits of the funds appropriated by
the county council.”

Municipal Revenue Sharing Task Force Final Report, Montgomery County, Maryland, June 2012, p. 17

The Maryland Municipal Leagues (MML) observes that “the differential assures that citizens will receive the
full benefit of the lower rate and puts the tax relief up front on the county tax bill, giving each municipal
taxpayer a personal stake in the continuance of the tax differential”’ whereas a tax rebate “is favored by some
municipal officials because it provides more flexibility. Since the municipality receives the benefits of the
tax set-off rather than the individual taxpayer, part or all of the rebate may be retained in the budget to
improve services and keep the municipal rate down.”®

C. Service Delivery Definitions and Framework

Since municipal tax duplication programs are intended to address duplicative tax payments for similar
services, this section reviews key definitions and the framework for service delivery.

Service Categories. Maryland’s local governance structure requires counties to provide a particular set of
mandatory services to residents, and grants counties and municipalities discretionary powers to provide other
services. This report uses the terms “county-only services” and “shared services” to define these different
service responsibilities.

% Montgomery County Office of Management and Budget. Packet for Maryland Municipal League. “1995 Tax Duplication
Study Task Force” Meeting, April 4, 1995.
! MML, The Tax Set-Off Handbook, p. 5
8 .
Ibid.
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¢ County-only services are unique services provided only by counties as a result of specific
mandates and authorities within State law. Municipalities are not authorized to provide County-
only services. Examples of County-only services include K-12 education, the election board, the
sheriff, corrections, and the state’s attorney’s office.

e Shared services are discretionary services that both counties and municipalities have the
authority to provide. Examples of shared services include water and sewer services, street and
highway maintenance and construction, police and fire protection, parks and recreation services,
planning and zoning, and solid waste removal. If a County and municipality simultaneously fund
and deliver one or more of these shared services, and property taxes are the source of funds, the
potential for property tax duplication occurs.

Assigned and Unassigned Service Responsibilities. All County taxpayers are responsible for the local
funding of state-imposed, county-only services while county and municipal taxpayers are separately
responsible for choosing the shared services they want to fund. In each case, counties and municipalities
also decide the amount and characteristics of these services. As IGS observes:

There is no rational guide for determining which services municipalities should perform and which
services counties should perform. The delivery of certain services at the county level may be more
efficient due to economies of scale and the specialization of skills that a larger organization can
realize. Counties also have larger tax bases and thus have greater resources to fund urban services.
However, municipal governments may be most directly connected to the people they serve and may
be in a position to provide the highest degree of responsiveness and accountability to the public.
Therefore, the allocation of service responsibilities among counties and municipalities will likely
depend upon such factors as the service demands and preferences of the resident populations, the
degree of urbanization of a county, and the resources available from local tax bases.’

Absent any overarching guidance, a fluid and dynamic framework for shared services results, especially
compared to the more stable framework for county-wide services imposed by the state. Since tax duplication
programs exist to address overlaps in shared service delivery, the lack of a coherent shared services
framework complicates municipal tax duplication programs.

When both a county and a municipality provide a shared service, different characteristics among the
programs can make it difficult to determine how to measure the funding overlap that leads to tax duplication.
For example, if a municipality chooses to fund police services that do not align cleanly with County police
service delivery, it can be difficult to characterize and/or measure the municipal contribution. On the other
hand, shared services where responsibilities are largely geographically determined such as street
maintenance are easier to measure.

Finally, because county and municipal spending for shared services is discretionary, a county or
municipality’s commitment to the array or amount of services it delivers may change from year to year.
Changes may come in response to a change in priorities or in response to an outside event that generates
fiscal stress. Since local governments exist at “the bottom of the fiscal food chain” the reality is that shared
services are those most likely to absorb the impact of economic downturns.

’ Shandy and Wilson, p. 4.
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D. Municipal Tax Duplication Programs in the Context of the State’s Shared Revenue Structure

The State’s shared revenue structure distributes state authorized taxes, such as county income taxes,
admission and amusement taxes and recordation taxes, to counties and municipalities to support the funding
of local government services. The existence of a Municipal Tax Duplication program within the context of
the State’s shared revenue structure raises policy issues that further complicate a complex program.

In 1970, the General Assembly’s Committee on Taxation and Fiscal Matters issued a report, County
Property Tax Rate Differential for Municipal Residents (“The Tax Rate Differential Report”). This report
demonstrates that the General Assembly recognized the issues created by imposing a municipal tax
duplication program on the state’s shared revenue structure. Moreover, it offers guidance from the
Committee about these issues, even as the state law subsequently adopted by the General Assembly
intentionally gave local officials discretion to work out arrangements that address their local circumstances.

This section summarizes key parts of the Tax Rate Differential Report. It provides useful context for the
Council’s consideration of the County’s program, and its conclusions remain relevant today.

Prior Legislative Studies. The Tax Rate Differential Report summarizes prior General Assembly efforts to
address county-municipal fiscal relations from 1946, when the state shared revenue structure was initially
established, to 1967 when it was reaffirmed. (See Exhibit 1).

Exhibit 1: Excerpts from the Tax Differential Report About the State’s Shared Revenue System

In 1946, the Maryland Commission on the Distribution of Tax Revenues “established the state sharing of tax
revenues with local governments and the distribution between counties and municipalities that exists today.”

In 1960, the Committee on Taxation and Fiscal Matters made “an extensive study of State-local fiscal
relationships” and concluded that “even with inequities as to means of distribution ... the State shared taxes may
offer an acceptable means to aid local governments.”

In 1961, the Commission on City-County Fiscal Relationships (appointed by the General Assembly) concluded
that “any adjustment in the sharing of State tax revenues could not be made without a broader review of the fiscal
relationships among the State, the counties and the municipalities.”"

In 1965, the Commission on State and County Finance recommended an overhaul of the State tax structure. It
called for 1) replacing existing State shared revenues with a new State grant equalized on an effort and ability
index; and 2) relating the distribution of the grant between counties and towns to the burden of government
conducted by each unit. Subsequently, a special legislation committee charged with reviewing this report
recommended that: 1) the distribution of the grant be based on the property tax burden; and 2) the amount of
property tax used for county roads realized from the assessable base in a municipal corporation be deducted from
the county tax burden and included in the municipal tax burden. The 1966 General Assembly failed to approve
these recommendations.

Instead, a year later, the 1967 General Assembly adopted a tax revision program that continued the municipal
share of the county income tax at the same rate as the municipal share of the State income tax and provided a
State grant for police protection based on expenditures and distributed among the county and municipal
corporations in relation to expenditures.

'%Shandy and Wilson state this Commission concluded “no single solution [can] be developed to fit the varying needs of the
State, but ... any possible solutions must be developed on a county-by-county basis, bearing in mind the character of the
respective local governments involved, the nature of services which they render, and the needs and desires of their citizens.”
Cited in Shandy and Wilson, p. 7.
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Despite the efforts of four separate committees to make adjustments to the state shared revenue system after
it was established initially, the 1967 General Assembly adopted a tax revision system that continued the
municipal share of county income tax.

Existing County-Municipal Fiscal Practices. As part of its research, the Committee on Taxation and
Fiscal Matters surveyed county-municipal fiscal relationship practices. Based on its review, the Committee
found that “[t]he practices of sharing county property tax revenues and the fixed county grants have their
roots in local law and for the most part are designed to offset any inequities arising from the maintenance of
county roads.”"" It concluded that “[t]he practice of property tax rate differential needs further examination.'
The Committee went on to caution that:

[I]f the premise of the property tax differential is accepted as public policy, the implementation of
this premise raises a number of questions as how to calculate the costs of services not provided to
municipal residents and how to determine what revenues are involved."

The Committee made four specific points about cost determinations, noting that:

e Street construction, maintenance and street lighting expenditures were easy to determine because
these responsibilities are geographically defined.

e Expenditures for services such as police protection, fire protection and parks and recreation could be
1) supplemental, 2) a substitution of county services, or 3) a combination of both.

e For some services, e.g. refuse disposal, a municipality that provides collection and disposal may
provide a more comprehensive program than a county refuse disposal program open to all residents.

¢ True county costs may be more than program costs if the appropriation does not reflect retirement or
other administrative costs.

The Committee’s observations about the allocation of revenues covered the treatment of program fees and
revenues received by municipalities under the state’s shared revenue system. Specifically, the Committee
recommended that:

e Revenues directly related to non-municipal expenditure, such as building permit fees or recreation
program fees, should be used to offset the costs of the expenditure borne by the property tax; and

' The Tax Rate Differential Report, p. 324.

2 Ibid. Its review of existing practices included 1) a 20 cent county property tax rate differential in Harford County for

municipal residents for expenditures for county roads and street lighting; 2) special ad valorem taxes for certain services in

Montgomery and Prince Georges counties that are not imposed if the services are not offered to municipal residents; 3) Local

laws in Cecil County in 1969 and Allegany County in 1970 that authorize the county to impose differential property tax rates

fg)r municipal residents; and a differential provided for two years in Anne Arundel County before it was discontinued in 1968.
Ibid.
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e “If the municipal corporation receives certain revenues from the State or the county for use of
municipal residents then the county should be able to apply an equivalent share of these revenues to
services that benefit solely the county residents outside municipal corporations. Such revenues
would include State shared taxes such as admissions, racing, licenses and one-half of the corporation
franchise tax; a share of the county income tax equivalent to .37% of the net taxable income of non-
municipal residents; a share of county funds equivalent to that portion of the tax on bank shares
which was retained for county purposes; and any existing grants or differentials provided by local
law or local practice.” (emphasis added)"

Conclusions and Recommendations. IGS’ summary of the Tax Differential Report in its policy research
report cites three Committee conclusions that remain relevant:

e There are instances ... where the residents of municipal corporations are paying county taxes for
services that are not provided to them by the county and for which they also must pay municipal
taxes for the same service. The most easily identified service is highway maintenance. Other
services that can be subject to double taxation are police protection, parks, recreation, refuse
disposal, planning and zoning and mosquito control.

e The existing allocation of State shared taxes among counties and municipal corporations and the
existing requirements for the counties to make certain revenues available to municipal
corporations have created instances where municipal corporations are receiving a
disproportionate share of revenues for the type of services provided. Consequently while some
municipal residents are being subject to double taxation, some municipal residents are receiving
double benefit from the allocation of non-property tax revenues. In such instances the residents
outside of municipal corporations are paying a higher property tax rate than they should be paying.

e The Committee does not believe that a state mandated property tax rate differential for municipal
residents is warranted at this time. It believes that while State action could correct some inequities
it might also tend to promote the uneconomical or ineffective providing of services by small units
of government and limit the flexibility of transferring or merging governmental services at the
local level. The Committee also believes because of the variation in the types of governmental
services provided by the local governments that determination of the countywide nature of a service
can only be made at the county level and not at the state level.'?

Municipal Tax Duplication Methods and Formulas

A review of IGS’ studies suggests that tax duplication programs must establish methods and administrative
practices that answer three questions:

What are the shared services that are funded by more than one jurisdiction?
e What are the costs of these shared services?
e What is the basis for the rebate payment and how much is it?

'* The Tax Differential Report, p. 325.
" The Tax Differential Report, p. 330.
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IGS’ technical assistance studies provide numerous methodologies to help jurisdictions establish practices
and formulas that answer these questions.

Identifying Parallel Funding for Shared Services. As explained earlier, Maryland law simultaneously
gives counties and municipalities concurrent authority to levy a property tax and home rule authority to
decide the discretionary shared services they want to deliver. When parallel spending for shared services
occurs, a County must determine whether a property tax rebate is warranted. This is a two step process that
consists of first determining where parallel funding for shared services exists, and then determining which of
the shared service activities that have parallel funding merit designation as a reimbursable service.

This study uses the term “reimbursable services” to refer to those activities in the shared services categories
where concurrent County and municipal spending provides an equivalent service. This subset of shared
services consists of those activities that a County designates as eligible for a rebate through its municipal tax
duplication program. This designation indicates that a County recognizes that subset of municipal services
are equivalent in terms of type and cost to the shared services the County provides to its nonmunicipal
residents and that the County intends to deliver these services through a shared provider system.

Since a County and its municipalities exercise their home rule authority independently, answers to the
questions of 1) whether shared services exist and 2) whether these services are reimbursable are not self-
evident. Moreover, answers to these questions may vary among municipalities within the same County
because the services each municipality chooses to fund will differ depending on their residents’ service
choices and what they can afford.

Identifying Shared Services Spending and Reimbursable Services. To answer the question of where
County/municipal shared services spending exists, the IGS tax differential methodology reviews
jurisdictions’ Uniform Financial Reports or budget documents to identify and classify service categories that
have parallel County and municipal service spending. As IGS explains, “because counties and municipalities
do not provide exactly the same number and type of services, one must analyze their Uniform Financial
Reports to identify county services that parallel or duplicate municipal services.”'®

Service Rate Factors. A County can use the IGS’ methodology to identify where parallel County and
municipal funding exists for an equivalent activity; however, issues may exist if the municipal service level
effort does not equal that of the County. In this case, the IGS methodology recommends the use of service
rate factors. Applying a service rate factor allows the County’s list of reimbursable activities to recognize
those situations where the type of municipal service is equivalent to the County funded service, but the level
of effort is not. IGS advises that the basis for the service rate be the level or rate at which the municipality
provides the service."”

Cost of Services and Rebate Formulas. The heart of an MTD program is a formula that determines the
amount of a County rebate or tax differential. As the MML Handbook recognizes, “selecting a formula to
measure the extent of double taxation and determine the appropriate differential or rebate is the most
important and most controversial part of the process.”'® MML advises that formulas “recognize all
services performed by the municipality which are duplicated by the county.”"

'® Shandy and Wilson, p. 12.

"7 Ibid, Note 42, p.18.

' MML, Tax Set-Off Handbook, p. 4.
" Ibid.
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MML stresses the importance of flexibility and it cautions against complexity. Its Handbook states:

It is also important that the formula be flexible enough to recognize changing circumstances. A tax
differential or municipal rebate program which grants municipal residents a fixed level of benefits
may become less meaningful if the county greatly increases services to unincorporated areas, or if a
municipality elects to expand its services. ....A fixed grant to municipalities of a specified number
of dollars will eventually be eroded by inflation. Tax differentials need to be tied to a base which
reflects the level of county services provided to municipal residents year by year or else be subject to
review and revision at specified time periods.*’

Avoid developing a formula which is too elaborate. The county officials won’t understand it,
municipal officials won’t understand it, and it will boil down to an argument between county and
municipal accountants. The methodology is not that important anyway, because it is always, in the
end, a political decision.?!

Over the years, as part of its technical assistant services to Maryland local governments, IGS developed two
general methodologies, one that uses county expenditure data and another that uses municipal expenditure
data. MML observes that “while neither version can be relied on to set the exact differential or rebate, they
can provide a good basis for negotiations.”** IGS echoes the idea of a MTD program as a structured
negotiation along with the idea using one or more formulas to set a floor and a ceiling to bracket the rebate
amount. In a study for Ocean City, the author states:

The results produced under IGS Approach 1 and IGS Approach 2 are meant to be the beginning
points of discussion between county and municipal officials. Tax differentials are always cause for
negotiations. No one but the parties can decide what might be a proper result under all the
circumstances that prevail in a jurisdiction. The data presented here provide a list of services and a
set of numbers to begin discussion. If the parties agree that this list of services and numerical data
are more or less supportable, then the results produced here can acquire more meaning. The larger of
the two reported results, for example, can be viewed as a ceiling — the maximum amount the county
might consider as a tax setoff. The small of the two results might be viewed as a floor — the
minimum amount the county might consider. Serious negotiations can then focus on amounts that lie
between these two figures.”

Understanding MTD formulas and their results is critical because the formulas direct the ultimate policy
outcome. To familiarize readers with these formulas, OLO summarized the step by step calculations for each
approach.

The “Saved County Costs” Approach. This methodology generates a reimbursement that estimates county
taxes paid by municipal residents for shared services outside municipal boundaries. For example, for
transportation, the result is the county property taxes paid by municipal residents for county road
maintenance.”* IGS’ calculation methodology can be grouped into three parts, as shown below. Exhibit 2
details the steps involved in the calculation, using transportation services as an example in certain steps.

20 Tax Set-Off Handbook, p. 5.

! Tax Set-Off Handbook, p. 13.

2 Tax Set-Off Handbook, p. 4.

¥ Tervala, V. “Two Approaches for Computing Property Tax Differentials for Property in Ocean City, Maryland.” Institute
for Governmental Service, Project M-117, May 1999, p.17.

* Note that this approach and current County formulas both estimate saved County costs; however, they are not comparable.
The County formula defines “County savings” as the amount the County would spend if it were to provide municipal services
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Exhibit 2: Steps to Calculate a Municipal Tax Rebate That Reflects ‘“Saved County Costs”

PART I: Estimated County Spending for Shared Services

e Step 1 determines “the duplicated service expenditure” (in this case the county’s transportation spending),
and includes both direct and indirect costs.

o Adjusts the direct spending to subtract county grants since the intent is to “represent the amount the
county spends on services that the municipality does not receive.”

o Adjusts the indirect spending to include amounts of miscellaneous expenditures, such as employee
benefits, that are attributable to the duplicated services.

PART II: Shared Service Spending Attributable to Property Taxes

e Step 2 separates county revenue into earmarked and non-earmarked revenue, and further divides earmarked
revenue into those revenues that support transportation and all other earmarked revenue.

e Step 3 subtracts the total earmarked revenue from the Total General Fund Revenue to determine the “Non-
earmarked General Fund Revenue.”

e Step 4 divides Net Property Tax Revenue into the Non-earmarked General Fund Revenue to determine the
share of property tax funding.

e Step S determines the amount of transportation spending attributable to property tax revenue in two steps:

o 5a subtracts the earmarked revenue for transportation (from Step 2) to find out the amount of
transportation spending funded by non-earmarked revenue; and

o 5b multiplies this result by the property tax share (from Step 4) to find out the amount of shared service
spending attributable to property taxes.

PART III: Tax Differentials and Tax Rebate Amounts

e Step 6 divides the shared service spending attributable to property taxes (Step 5b) by the unincorporated tax
base/100 to calculate the tax differential.

e Step 7 multiplies the shared service spending attributable to property taxes (Step 5b) by the city tax base/100
to calculate the reduction in the city tax rate.

e Step 8 has two parts:

o Step 8a multiplies the reduction in the city tax rate (from Step 7) by the city tax base/100 to find out the
county revenue shortfall; and

o Step 8b divides the county revenue shortfall by the unincorporated tax base/100 to find out the tax rate
increase for unincorporated residents.

e Step 9 multiplies the tax differential (from Step 6) by the city tax base/100 to determine the total tax rebate.

e Step 10 divides the total tax rebate (from Step 9) by the county tax base/100 to determine the addition to the
county tax rate.

Source: OLO and IGS Project M-117.

at the County’s service level. This approach defines “County savings” as the amount municipal taxpayers spend for county
road maintenance outside municipal boundaries.

OLO Report 2013-6 13 June 18, 2013



Municipal Tax Duplication and Revenue Sharing in Montgomery County MD

The Municipal Replacement Costs Approach. This methodology estimates a tax rebate based on the
assumption that tax revenues from non-municipal property owners replace municipal expenditures. 1GS’
calculation methodology can be grouped into three parts, as shown below. Exhibit 3 details the steps
involved in the calculation, using transportation services as an example in certain steps.

Exhibit 3: Steps to Calculate a Tax Rebate That Reflects “Municipal Replacement Costs”

PART I: Estimated Municipal Spending for Shared Services

e Step 1 determines “the duplicated service expenditure” (in this case a municipality’s transportation
spending), and includes both direct and indirect costs.

o The direct spending reflects on duplicated service costs.

o The calculation for indirect costs finds the ratio of duplicated service costs to all direct program costs and
applies that share to the general government expenditures to reflect the administrative and overhead costs
attributable to the duplicated service costs.

o The direct and indirect costs together represent total municipal spending on shared services.

PART II: Shared Service Spending to be Supported by Property Taxes

e Step 2 reviews a schedule of municipal revenues to determine “the amount of municipal revenue that would
revert to the county in the event [the municipality] no longer provided the duplicated services. These
revenues could include intergovernmental revenues from the State or County or program service charges.

e Step 3 subtracts the revenues that would revert to the county from the expenditures for duplicated services
(from Step 1) to determine the net transportation expenditures.

e Step 4 divides the net expenditure by the county tax base/100 to determine the county tax rate increase that
would fund the net expenditure amount.

PART III: Tax Differentials and Tax Rebate Amounts

e Step 5 determines the amount of new property tax revenue the county tax rate increase (from Step 4) would
generate from city taxpayers. This amount equates to the new service cost for city taxpayers if the county
were to provide the services.

e Step 6 subtracts the new service cost (from Step 5) from the net expenditure amount (from Step 3) to
determine the savings city taxpayers would realize. As characterized by this IGS methodology, this amount
also represents 1) how much city residents are overpaying for services and 2) the county revenue shortfall.

e Step 7 divides the amount of “overspending” (from Step 6) by the city tax base/100 to calculate how much
the county tax rate paid by municipal residents would be reduced to refund their savings to them.

e Step 8 divides the unincorporated tax base/100 into the county revenue shortfall (from Step 6) to calculate the
higher rate the county would have to levy on property owners outside the municipality to fund the county the
revenue shortfall.

e Step 9 adds the new county municipal tax rate (from Step 7) and the new county non-municipal tax rate (from
Step 8) together to determine the tax differential.

e Step 10 multiplies the tax differential (from Step 9) by the city tax base/100 to determine the municipal tax
rebate.

Source: OLO and IGS Project M-117.
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III. A Statewide Perspective on Municipal Tax Duplication Programs

Eighteen of Maryland’s counties have municipal tax duplication programs that provide tax differentials
or tax rebates to 138 municipalities. In FY12, the value of these programs totaled $102.5 million; $81
million from tax differentials and $21.4 million from tax rebates. Approximately 93% of the state’s
municipal residents reside in a municipality that participates in a tax duplication program.

Despite their prevalence, municipal tax duplication programs across the State vary widely. This
chapter uses data from Property Tax Set-Offs: The Use of Local Property Tax Differentials and Tax
Rebates in Maryland Fiscal 2012 (“the Tax Set-Off Report”), a report published annually by the
Department of Legislative Services (DLS), to show that variation. It is organized as follows:

e Part A displays the total value of municipal tax duplication program by County from FY07
through FY12; and

e Part B presents data on per capita rebates and the type of shared services being reimbursed for
the state’s 25 most populous municipalities.

A. Voluntary and Mandatory Programs

The administrative structure for the municipal property tax rebate program in State law creates two
classes of counties: 1) counties that must provide a tax differential or rebate, and 2) counties that may
provide a tax differential or rebate. Of the 23 Maryland counties, seven have mandatory programs and
11 have voluntary programs as listed in the exhibit below. The remaining counties either do not have
any municipalities (Howard and Baltimore) or have chosen not to implement a tax duplication program
(Queen Anne’s, Wicomico, and Worcester).

Exhibit 4: Maryland Counties with Municipal Tax Duplication Programs

Mandatory Program Type* Voluntary Program Type*
Programs Differential | Rebate Programs Differential | Rebate
Allegany v Calvert v
Anne Arundel v Caroline v
Frederick v Carroll v
Garrett v v Cecil v
Harford v v Charles v
Montgomery v Dorchester v v
Prince George’s v v Kent v
Somerset v
St. Mary’s v
Talbot v
Washington v

*As of 2012. Source: OLO and DLS
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Table 3-1 displays trends in rebates or reimbursements since FYQ7 for the 18 counties that have
property tax duplication programs. Counties are organized based on whether their program is
mandatory or voluntary, and the table displays each county’s share of municipal population. The data
show:

e Among the seven counties with mandatory programs, those with the highest reimbursements
were Prince George’s ($33.1 million), Anne Arundel ($26.2 million), Frederick ($7.4 million)
and Montgomery ($6.3million).

e Six of the seven counties with mandatory programs saw their rebates or tax differentials
increase since FY07; the only decline was in Montgomery County. Prince George’s saw a $17
million increase (from $16.1 million in FY07 to $33.1 million in FY12).

e Three counties with voluntary programs have a relatively small proportion of municipal
residents, but a large variation in total rebate amounts. St. Mary’s County had the fewest
municipal residents (3%) and the lowest rebate amount in FY 12 ($55,230). In Calvert and
Charles counties, municipal residents account for 9% of the population while their FY 12
rebates were $3.3 million and $1.1 million respectively.

e Seven counties with voluntary programs have a relatively high proportion of municipal
residents, and their rebate amounts vary as well. For example, in FY12:

o Cecil and Carroll counties, both with 29% municipal residents, had rebates of $836,000
and $2.4 million respectively; and

o Dorchester County (with 49% municipal residents) and Talbot County (with 50%) had
rebates of $362,000 and $3.9 million respectively.
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Table 3-1: Statewide Profile of Municipal Tax Duplication Program Rebates and Tax Differentials, FY07 to FY12

County (# of Eg FY07-FY12 Change
municipalities in E = FY07 FY08 FY09 FY10 FY11 FY12
the MTD SE
program) < = $ Value %
Allegany (7) 45% $931,935 $967,408  $1,058,874  $1204,375  $1,314,728  $2,134,055 | $1,202,120  129%
Anne Arundel (1) 7% | $19,614,189  $23536241  $26,576259  $25314437  $25583.433  $26,196,505 | $6,582,316 34%
Frederick (12) 42% $6,012,915  $6,581,698  $7,393.431  $6,601,768  $7.402,079  $7,402,079 | $1,389,164 23%
Garrett (7) 23% $136,012 $242,137 $276,206 $227,125 $263,264 $278,224 $142212  105%
Harford (3) 16% $6,441,297  $7,581,034  $8,778,392  $9.472,742  $9,358,019  $9,659,678 | $3,218,381 50%
Montgomery (20) 17% $7438,235  $7.438235  $7.424.836  $7.482,613  $6,352,936  $6,371,842 | -$1,066,393  -14%
Prince George’s 27) | 27% | $16,085,835  $21,922277  $28241,074  $34275316  $38471366  $33,102,607 | $17,016,772  106%
Voluntary Programs
Calvert (2) 9% $2,365,852  $2,696,158  $3.268.735  $3,704,026  $4,153.934  $3,306,182 $940,330  40%
Caroline (10) 37% $727,333 $883,927  $1,024,121  $1,046,937  $1,077.916 $549,085 | -$178,248  -25%
Carroll (8) 29% $2,048,180  $2,145,793  $2232,534  $2,331.479  $2,364.423  $2,378,303 $330,123 16%
Cecil (8) 29% $550,898 $684,484 $750,269 $813,452 $832,861 $837,572 $286,674 52%
Charles (2) 9% $472,399 $908.329  $1,052,643 $913414  $1,132,817  $1,125,822 $653,423  138%
Dorchester (9) 49% $69,000 $198,664 $462,003 $461,729 $455.441 $361,729 $292,729  424%
Kent (5) 40% $148,245 $164,945 $164,945 $185,633 $195,986 $193,341 $45,096 30%
Somerset (2) 23% - - $300,000 $300,000 $300,000 $300,000 $300,000
St. Mary’s (1) 3% $53,796 $55,780 $55,780 $64,425 $66,659 $52,230 -$1,566 3%
Talbot (5) 50% $2,301,956  $3,046,713  $3,655,166  $4,076,993  $3,869,879  $3,865.485 | $1,563,529 68%
Washington (9) 36% $1,561,700  $1,821,506  $1,906,923  $1,988,255  $5,129,101  $4.335015| $2,773315  178%
TOTALS $66,959,777  $80,875,329  $94,622,191  $100,464,719 $108,324,842 $102,449,754 | $35,489,977  53%
Source: OLO and DLS.
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B. Municipal Tax Duplication Programs for the 25 Largest Cities

Table 3-2 (on the next page) presents municipal reimbursement and rebate data for the 25 largest cities in the state.
Eighteen of these cities are in counties with mandatory programs, while the remaining seven are in counties with
voluntary programs. In FY12:

e On a per capita basis, Annapolis received the largest reimbursement (valued at $674 per person) while
College Park ($14 per person) and Gaithersburg ($17 per person) received the smallest reimbursements.

e The most heavily represented service areas were police (20 municipalities), public works (12 municipalities)
and code enforcement (10 municipalities).

* Among the mandatory programs, eight Prince George’s County municipalities provided the highest number
of services (ranging from 7 to 9 services), followed by two Allegany County municipalities (6 services),
Annapolis (5 services), and three Montgomery County municipalities (3 to 4 services).

e The cities of Frederick, Rockville, Gaithersburg and Bowie are the four largest municipalities in the state;
however, Bowie’s per capita reimbursement rate ($176 per person) was roughly six times that of Rockville’s
($30 per person) and ten times that of Gaithersburg’s ($17 per person). The City of Frederick’s per capita
reimbursement was $76.
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Table 3-2: FY12 Reimbursement per Capita and Types of Shared Services Delivered in 25 Largest Municipalities
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AA | Annapolis 38,880 $674 v v v v 5
AL Frostburg 8,962 $54 v v v v 6
Cumberland 20,739 $70 v v v v 6
FR | Frederick 66,169 $76 v v v 3
Bel Air 10,187 $315 v v 2
HA | Havre de Grace 13,040 $254 v 4 2
Aberdeen 15,063 $208 v 4 2
Takoma Park 17,021 $150 4 v v v 4
MO | Gaithersburg 61,045 $17 v v 3
Rockville 62,334 $30 v v v 4
Mount Rainier 8,155 $87 v v v viiv]T
Bladensburg 9,223 $87 v v v 4 ViVl
New Carrolton 12,248 $100 v v v v v v v i iv]o
PG Hyattsville 17,718 $193 v v v v v v v] s
Greenbelt 23,281 $168 v 4 4 v 4 v vViIiv]o9
Laurel 23,346 $219 v v v v v v v v]o
College Park 30,587 $14 v v v 4 v ViVl
Bowie 55,232 $176 v v v v v v v iVl s8
CE | Elkton 15,531 $26 4 4 v 3
CH | LaPlata 8,896 $118 v v Vv v 4
CR Mount Airy 9,349 $43
Westminster 18,606 $48
DO | Cambridge 12,335 $23 v v 2
TA | Easton 16,047 $179 v v v 4
WA | Hagerstown 39,890 $80 v v v v 4
TOTAL 613,884 $180 1 (10 6 8 20 12 3 8 8

Source: OLO and DLS.
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Iv. Montgomery County’s Municipal Tax Duplication Program’s Methods and Formulas

Montgomery County’s 22 municipalities and special districts have 162,162 residents that account for 17% of
the County’s population. Rockville, Gaithersburg and Takoma Park rank second, third and thirteenth
respectively among the state’s 25 largest cities. The County’s tax duplication program covers all but two of
its municipalities, and it provides rebates for road maintenance and other services to varying degrees.

As stated in Chapter 11, a review of IGS’ studies suggests that tax duplication programs must establish
methods and administrative practices that answer three questions:

1) What are the shared services that are funded by more than one jurisdiction?
2) What are the costs of these shared services?
3) What is the basis for the rebate payment and how much is it?

This chapter reviews County law and program documents and practices to understand the methods
Montgomery County’s program uses to address these three questions. It is organized as follows:

Part A briefly reviews the early history of Montgomery County’s program;

Part B describes the County’s methods for determining its list of reimbursable services;

Part C describes the County’s methods for determining the costs of its reimbursable services; and
Part D explains the County’s methods for determining its rebate payments.

A. History

Section 30A-1 of the County Code establishes “a program to reimburse municipalities within the county for
those public services provided by the municipalities which would otherwise be provided by the county
government.”

As the Council’s Government Operations Committee discussed last fall, the County’s program was proposed
by County Executive Gleason who had directed his budget staff to work with representatives from the local
chapter of the Maryland Municipal League to address their concerns about double taxation. The County law
took effect in August 1973." The MML Tax Set-off Handbook notes that “between FY74-FY77, the County
reimbursed the municipalities a total of $1.57 million, but that the distribution formula was complicated,
controversial and occasionally not fully funded by the County.”? Three subsequent County task force
reports (one in 1978, one in 1982 and one in 1996) recommended additions and deletions to both the list of
reimbursable services and the reimbursement formulas.

MML also notes that Montgomery County has “a series of special area taxes, closely related to the concept
of direct tax differential under which citizens are taxed only for services actually provided to them by a
particular level of government. ...Special area taxes are used to fund services such as Metro rail and bus
systems, recreation, fire service, storm drainage and land acquisition.”

" OLO did not locate documentation for the program’s initial methods and formulas. The Gleason report provides sample
calculations; however, these were based on the municipal replacement cost approach and they provided for a minimum grant.
Neither this cost approach nor the provision for a minimum grant were included in the law that was finally enacted.

2 MML Tax Set-Off Handbook, p. 11.

? Ibid. These special area taxes were also noted by the General Assembly’s Committee on Taxation and Fiscal Matters Tax
Rate Differential Report. See Note 13 in Chapter II.
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B. The County’s Methods for Determining Reimbursable Services

As explained in Chapter II, a determination of shared services is a useful pre-requisite to establishing a list of
reimbursable services; however, the question of whether parallel spending for shared services exists is not
self-evident. Moreover, within the same County, the types and number of shared and reimbursable services
can vary among municipalities because the services each municipality chooses to fund differ in size and
scope.

The IGS methodology recommends an analysis of County and municipal financial reports to identify
County/municipal service alignments. In Montgomery County, three factors - the criteria in County law,
review and recommendations from periodic task forces, and subsequent Council resolutions - govern how the
County makes its determinations of reimbursable services. This section examines Council Resolutions
through the four criteria established in County law to assess how the County’s methodology works in
practice.

County law. Section 30A-2, Qualification of municipal public services for county reimbursement, states:
“Municipal public services shall qualify for county reimbursement if the following conditions are met:

(1) the municipality provides the service to its residents and taxpayers;

(2) the services would be provided by the county if it were not provided by the municipality;

(3) the service is not actually provided by the county within the municipality; and

(4) the comparable county service is funded from tax revenues derived partially from taxpayers in
the participating municipality.”

Exhibit 5 (on the next page) displays definitions of reimbursable services from Council Resolutions adopted
in 1978, 1982 and 1996 to understand how the County’s methodology identifies County/municipal service
alignments.

Two interesting patterns emerge from reviewing the various resolutions: the first is ongoing references to
reimbursements based on “County funding from property tax expenditures” and the second is an ebb and
flow of eligibility for reimbursement for different services. These patterns suggest a lack of clarity has
developed over the years concerning how the four conditions established in the law are interpreted and/or
implemented in administering municipal tax duplication programs. Specifically, the law does not prescribe a
specific formula, methodology, or structure for administering the MTD program and as a result does not
recognize how shared services are funded (e.g., that special tax districts exist) or explicitly articulate a policy
about how the County intends for its shared services to be provided (e.g., that blended service arrangements
could be permitted). There are four specific issues with the law leading to the lack of clarity and varying
interpretations.

Issue #1 — Whether or not the County would provide a service if a municipality does not (Condition
2). In contrast to the IGS methodology, which uses existing expenditures to define the existence of
parallel services, Condition 2 allows the County to not provide a rebate in the present based on its
own conclusion about a future condition (i.e., the County can determine it would not provide a
service if it were not provided by a municipality and thus not reimburse for that service). The
original legislative intent of Condition 2 is unclear. It might have been intended to guard against
County rebates for supplemental municipal services or it might have been intended to convey that
reimbursement costs were to be based on a County savings approach.
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Exhibit 5: Changes to the Municipal Revenue Sharing Program by Council Resolution, 1978-1996

Council Resolution 8-222, adopted October 17, 1978

e Established a road reimbursement formula based on the County’s funding per mile from property taxes
for the operation and debt service of non-municipal County roads.”

Council Resolution 9-1752, adopted April 27, 1982

e Revised the road reimbursement formula;

¢ Added a police reimbursement formula;6

¢ Added reimbursements for planning and zoning powers based on County property tax expenditures for
the Hearing Examiner, the Board of Appeals and the Code Enforcement Sections of various
departments with distributions calculated on a per parcel of land basis;

¢ Added reimbursements for housing-related services based on County property tax expenditures for
weed control, rodent control and landlord-tenant services with distributions to municipalities calculated
on a per dwelling unit basis;

¢ Added reimbursements for animal control with reimbursements based on County property tax
expenditures excluding costs for the Animal Shelter with distributions based on the number of dwelling
units;

e Recommended reimbursements beginning in 1983 for the City of Gaithersburg’s consumer affairs
services and the City of Rockville’s Human Rights Commission; and

¢ Recommended study of Takoma Park reimbursements for police protection, parks maintenance and
development, and library services.

Council Resolution 13-650, adopted September 10, 1996

e Revised the road reimbursement formula by replacing the determination of costs attributable to property
tax revenue with a methodology that equated the share of “tax supported revenue” with total revenues
minus the ratio of Highway User Revenues to Net Transportation Expenditures;

¢ Continued the code enforcement reimbursement formula based on net County property tax supported
code enforcement expenditures distributed on a per dwelling or per parcel basis;

e Discontinued police reimbursements for Rockville, Gaithersburg and Chevy Chase Village;

¢ Maintained the park maintenance reimbursement formula; and

® Maintained all other services based on net County property tax supported expenditures.

Source: Council Resolutions and Task Force Reports, 1978, 1982 and 1996.

#1982 Task Force Report, dated April 8, 1982. “County Council Resolution 8-222, adopted October 17, 1978, established
the present formula for reimbursing the municipalities and special taxing districts for street and road related expenditures.
Essentially, this formula calculates the County’s funding per mile from property taxes for the operation and debt service of
non-municipal County roads.” p. 3.

> The four revisions to the road reimbursement formula were: 1) to allocate TRSA revenue to both mass transit and highways
in proportion to the amount of property tax revenues collected by the County for each purpose; 2) to exclude debt service
costs for METRO and landfill access roads from the cost calculations; 3) to include investment income as a revenue offset;
and 4) to include 10% of County traffic engineering costs since they are not uniform across the municipalities and special
taxing districts.

® Council Resolution 9-1752 addressed police aid, in part because the State instituted a supplemental police grant (equal to $2
per capita) and the State Code required the County to allocate and distribute a portion of this aid to qualifying municipalities.
The Council Resolution reflected the Task Force recommendation to distribute the entire grant to Takoma Park, which was
solely responsible for its police services. It recommended that rebates for Chevy Chase Village, Gaithersburg and Rockville
use a formula weighted equally between population and number of sworn officers, with the population reimbursement being
80 cents of the $2 grant since the patrol function represented about 40% of the County’s police budget.
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Issue #2 — Precluding County/municipal service partnerships (Condition 3). As it is currently worded
(i.e., service is not actually provided by the county within the municipality), Condition 3 precludes
County/municipal service partnerships. As a result, absent a conceptual framework that recognizes
service rates or partial service levels, current County law provides no recognition of municipal
expenditure contributions that are not full service substitutes.

Issue #3 — Tax revenues vs. property tax expenditures. The reference in Condition 4 to “tax revenues
derived partially from taxpayers in the participating municipality” does not explicitly limit MTD
calculations or methodologies to property tax revenues. At the same time, the calculations that
accompanied the original Gleason report and all three Task Force reports contain numerous, explicit
references to reimbursements based on County property tax expenditures and from 1982 to 1996,
property tax revenue was the basis for the reimbursement. As an example, the introduction to the
1982 Task Force report states:

The general principles which the Task Force used are those outlined in Chapter 30A of the
Montgomery County Code. These include:
e the service is provide by the municipality or special taxing district in lieu of being
provided by the County;
¢ the reimbursement shall be limited to the amount the County would expend if it were
providing the service within the municipality or special taxing district; and
e the reimbursement is for property tax duplication, and is, therefore, limited to
expenses financed with property tax revenues paid by all County taxpayers.
(emphasis added)

The disconnect between the reference in Condition 4 of the law to “tax revenues” and multiple Task
Force Report references to “property tax expenditures” creates ambiguity about the law’s intent and
purpose. This is further compounded by formulas that do not in fact calculate expenses attributable
to property tax revenues.

Issue #4 — Application of the MTD law to special district tax revenues. Condition 4 does not
explicitly address whether the law intended for the County to issue rebates for programs funded with
special area property tax revenues. As MML’s history notes, a defining characteristic of the
County’s service structure is its use of special area taxes to fund services that otherwise could be a
source of tax duplication. Neither County nor municipal boundaries can be redrawn to address the
duplicative taxation issues that arise in the general fund because general fund revenues pay for a
bundled package of mandatory and discretionary services, instead of a discrete, discretionary
program. In contrast, special area tax districts provide this opportunity and have the advantage of
resolving a recurrent issue with a one-time solution.

A Review of Determinations for Police Services. The County methodology that results from the
application of this law has led to varied application and interpretation over the years. The issue of whether
police services in Gaithersburg, Rockville and Chevy Chase Village qualify as reimbursable services
illustrates this variability.

In 1982, the State approved a supplemental police grant of $2 per capita for each county and required the
county to allocate and distribute part of the grant to its municipalities. The 1982 Task Force noted that
municipalities received basic police aid directly from the State. The formula for this supplemental aid used
each jurisdiction’s proportion of actual police expenditures to reimburse municipalities for their contribution
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to total police protection and account for service level variations. The Task Force explained that Chevy
Chase Village, Gaithersburg and Rockville “provide supplemental patrol services; they do not have the full
range of services provided by the County police; it is estimated that about 40% of the County police budget
is for patrol services.”’

The Task Force discussed three alternative allocation formulas: population, number of sworn officers, and
the State formula for basic police aid. The formula it recommended that was subsequently approved by the
Council:

¢ Provided the $2 per capita supplemental grant to the City of Takoma Park because the County did not
provide police services within the city limits;

¢ (alculated the reimbursement for Chevy Chase Village, Gaithersburg and Rockville with a formula
weighted equally between population and number of sworn officers. The reimbursement for
population was set at 80 cents of the $2.00 grant since the municipalities provided essentially patrol
service and the patrol function represented about 40% of the County’s police budget. The use of the
number of sworn officers was a measure of level of effort.®

The County reimbursed the municipalities for patrol services using this formula until the 1996 Task Force
disqualified these services as eligible for reimbursement. The 1996 Task Force report made no reference to
changes in revenue, e.g., the State’s supplemental police grant, or changes in municipal expenditures for
police service as the basis for its decision. Instead, after review of County and municipal staffing and
dispatches, its decision was based on concluding that “[since] the County does not currently use the presence
of Gaithersburg, Rockville and Village of Chevy Chase police forces in determining their resource and beat
allocation formulas, no duplication reimbursement is recommended.”

The Task Force report explained that the decision to disqualify these services rested, in part, on “the amount
the County would spend to provide the service;”'° however, this is the basis for setting the reimbursement
amount, not one of the four specified eligibility conditions. The effect of using the basis for the
reimbursement amount as a new eligibility condition allowed the County to characterize the services as
supplemental and use this to justify not recognizing the municipal expenditures. The 1996 Task Force
report’s explanation of the County’s reasoning states:

[T]he basis for the reimbursement program should be the amount the County would spend to
provide a duplicated service rather than the amount spent by a municipality to provide a service.
The County reasons that if the municipalities no longer provided police services to their
residents, the County would expend the same dollar amount now expended countywide and
provide a somewhat lower level of service countywide. That is, the County police would not
necessarily provide the same level of service that either municipal or other County residents
receive today. Using this reasoning the municipal police services is a supplemental rather than a
duplilclated service. Therefore, we recommend no duplication reimbursement be made at this
time.

7 Report of the Task Force on County-Municipality Financial Relationships and Revisions to the County’s Municipal
Revenue Program. Attachment to Council Resolution 9-1752, p. 6.

¥ 1982 Task Force Report, p. 6-7.

? Tax Duplication Task Force Final Report, June 5, 1996. Cited in Appendix 7 of the Municipal Revenue Sharing Task Force
Final Report, June 2012. p. 7-2.

" Tbid, p. 7-14.

" Tbid.
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The Results of Applying the County’s Current Methodology. The County’s tax duplication program
currently reimburses for ten services shown in Exhibit 6 The service types with the largest municipal
coverages are: animal control, road maintenance and senior transportation. For the other seven services,
more than 97% of County residents, including municipal residents, use the County as their service provider.
This list of reimbursable services is incomplete without addressing the police service issue discussed earlier.
Nonetheless, even with police services included, the picture that emerges from Exhibit 6 shows that
Montgomery County currently operates largely as a full-service county.

Exhibit 6: Current List of Reimbursable Services and Municipal Providers

% of County population served by:

Item Reimbursable Services Municipal Providers The County A Municipality
1 Animal Control Rockville 87.6% 12.4%
Gaithersburg
2 Board of Appeals Town of Chevy Chase 99.7% 0.3%
3 Crossing Guards Takoma Park 98.3% 1.7%
4 Hearing Examiner Town of Chevy Chase 99.7% 0.3%
5 Human Rights Rockville
6 Park Maintenance Chevy Chase Sec. 3 97.2% 2.8%
Town of Chevy Chase
Friendship Heights
Kensington
Takoma Park
7 Police Takoma Park 98.3 1.7%
8 Road Maintenance All Except Barnesville 86.6% 13.4%
9 Senior Groceries Friendship Heights 99.5% 0.5%
10 Senior Transportation Friendship Heights 87.1% 12.9%
Gaithersburg
Rockville

Source: OLO and OMB.

C. The County’s Methods for Determining Costs of Service

As described in Chapter II, IGS’ tax differential methodology for determining costs of service consists of
steps to calculate total county expenditures, including factors that adjust for overhead and administrative
costs, and steps to net out parallel service, non property tax revenues (both earmarked and general) to
indirectly determine the amount of property tax revenue that funds a parallel service.

IGS recommends the use of service rates for those cases where “municipalities may not fully provide each
service in lieu of a parallel county service. In such cases, the municipality may be entitled to partial but not
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full credit for providing these services.”'? IGS’ tax differential methodology also distinguishes between

calculations to determine costs of service and those that establish the property tax differential or equivalent
rebate amounts.

The County’s methodology follows steps to calculate costs of service; unlike IGS’ tax differential
methodology, it does not have subsequent steps to calculate a property tax differential and an equivalent
rebate amount. Despite their differences, the steps in the IGS methodology that address costs of service are
useful for assessing the County’s costs of service formulas.

County Law and Task Force Reports. Section 30A-3 of the County Code assigns the responsibility for a
cost of service methodology to the County Executive. The Office of Management and Budget (OMB) has
lead responsibility. A review of Council staff files finds numerous documents and memoranda that show,
over the years, OMB staff have periodically conducted comprehensive reviews of the County’s
reimbursement formulas.

Task Force reports also serve as reference guides for reimbursement formulas. In an attachment to a
February 2001 memorandum responding to City concerns about the Takoma Park Police rebate formula,
OMB explained that the County’s MTD payments for FYOI and for the County Executive’s FY02 Budget
were based on recommendations in the 1996 Tax Duplication Task Force Final Report. OMB added “this
report is not more specific about calculations for the Takoma Park Police payment other than: 1) using actual
net County expenditures for two prior years; and 2) using the standard of the expenditures that would be
incurred had the County provided the service.”"?

Methods. OMB’s methods for calculating Municipal Tax Duplication reimbursement amounts rely on three
types of cost formulas depending on the specific services: adjusting prior year payments for inflation, using
unit cost formulas, and using personnel cost/workload factor formulas. Below is a brief review of the key
formula features for the different service types (see Appendix P for documentation of the formula
calculations), plus two additional Takoma Park rebates, one for library and one for police services. In
contrast to the MTD full-cost formulas, the Takoma Park rebate amounts are based on duplicative property
taxes with methodologies established in the County Code.

e Park Maintenance. According to the 1996 Task Force Report, the park maintenance formula
was originally based on a cost accounting system that M-NCPPC stopped using in FY88. Since
then, the County has used the 1988 figure plus an inflator. The 2012 Municipal Revenue Sharing
Task Force Report decided to update this formula. A subcommittee conducted a review of all
municipally owned parks, determined that a number of municipalities that operate municipal
parks do not receive a tax duplication payment even though their residents pay the Park Tax, and
developed a new payment methodology that was endorsed by the Task Force. The new
methodology establishes a classification system and applies a unit cost approach based on
average costs per acre. As the Task Force Report describes it:

The model is based on classifying municipal parks into the M-NCPPC park categories as
defined in the Parks and Recreation Open Space Plan (PROS Plan) for community use parks.
The payment would equal M-NCPPC’s average cost per acre by park type as calculated by
M-NCPPC’s SmartParks System, times the number of acres in the municipal park. A capital

2 Shandy and Wilson, p. 12.

¥ Memorandum dated May 10, 2001 to County Council from Charles H. Sherer, Legislative Analyst. Recommendation from
the Management and Fiscal Policy Committee regarding the Executive’s amendment to the FY02 Operating Budget for the
Municipal Tax Duplication NDA for Takoma Park regarding police services ($139,870). Agenda #7.1 May 14, 2001, ©7.

OLO Report 2013-6 26 June 18, 2013



Municipal Tax Duplication and Revenue Sharing in Montgomery County MD

renovation factor is proposed for specific capital improvements, including playgrounds,
basketball courts, and tennis courts based on M-NCPPC’s cost experience. An administrative
overhead factor was also added based on the M-NCPPC’s cost for second level supervisors
not captured in the SmartParks system."*

¢ Road Maintenance. The current road maintenance formula uses adjusted county costs to
calculate unit cost factors for road maintenance, storm damage, roadway resurfacing, traffic
signs, traffic lights, streetlights, traffic signals, bridges and pedestrian bridges. The DOT costs
include both operating and debt service expenditures, plus adjustments to incorporate some
overhead costs.

A separate formula adds select DOT tax-supported operating expenditures and debt service, and
subtracts other revenues, except for the State Highway User Revenues, to determine a net tax
supported cost. It calculates the ratio of State Highway User Revenues to the net tax-supported
cost and subtracts this ratio from 100% to determine the Tax-Supported Factor.

This approach multiplies each unit cost by the municipality’s relevant mileage or equipment
count; adds the results and multiplies the total by the Tax Supported Factor to determine each
municipality’s rebate amount. See Appendix P for a worksheet that explains the steps that make
up this calculation.

The 2012 Task Force discussed but did not reach agreement on a new road maintenance
methodology. Areas of disagreement include the portion of overhead costs the formula should
capture, the treatment of Highway User Revenues, the display of the tax duplication payment in
the budget book, and whether interest costs associated with debt financing should be included
along with capital project expenditures.

e Other Services. For each of the other reimbursable services (planning and zoning, animal
control, human rights, senior transportation and senior grocery services) the County calculates
the rebate amount as follows:

o Step 1 determines “net tax supported costs” defined as the County program expenditures
minus any earmarked program fees, grants or revenues;

o Step 2 determines a per capita cost for the County; and

o Step 3 multiplies the net per capita cost by the population of the municipality that
provides a substitute service to determine the rebate amount.

As an example, for the Planning and Zoning Reimbursement provided to the Town of Chevy
Chase, OMB subtracts fee revenues from program expenditures for the County’s Board of
Appeals and the Hearing Examiner to calculate the net tax-supported cost. This result is divided
by the County population to determine a per capita cost. The reimbursement amount is the per
capita cost multiplied by the population of the Town of Chevy Chase.

e Takoma Park Crossing Guards. This formula uses net program costs to calculate a cost per
position and multiplies that amount by the number of crossing guard positions the County
provides.

'* Municipal Revenue Sharing Task Force Report, p. 37.
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o Takoma Park Police Services. There are two rebates for Takoma Park Police Services, a
property tax rebate and an MTD rebate:

o County Code Section 35-5, Takoma Park Rebate, requires a County rebate payment to the
City for police services where the tax rates are pre-set in the Code at 4.8 cents for real
property and 12 cents for personal property. These rates are applied to the City’s assessable
tax base to determine the rebate amount.

o The County and Takoma Park signed a Memorandum of Understanding (MOU) regarding the
County’s rebate payment for police services in 2002. This MOU followed two years of
conversations between OMB and Takoma Park on the rebate formula.'

Under the 2002 MOU, the rebate is based on a cost of services method using the following
data:
o Staffing resources, i.e. the number of police officers the County would provide for
both patrol and investigations;
o Personnel costs, based on salaries and benefits from the prior year personnel report;
o Any negotiated general wage adjustments and service increments in effect in the prior
year budget;
o The annual budgeted cost per officer for ongoing supplies and equipment;
o The estimated number of officers required for patrol from the County’s staffing
workload model;
o Reductions from the telephone reporting unit (7.5%) and false alarm reduction unit
(5.5%);
o Supervision costs;
o Investigator costs; and
o Amortized vehicle costs.

The methodology includes deductions for the Takoma Park Police Rebate and State Aid for
Police Protection, but not for that portion of State Aid for the number of City Officers that
exceeded the number the County would use for providing services to Takoma Park. Instead of
adjusting for inflation, the methodology was based on current approved budget costs.

Notwithstanding the specificity of the 2002 MOU, the formula for the Takoma Park Police rebate
has been a source of ongoing negotiation. In 2004, the County Government’s Chief
Administrative Officer informed the City that the County intended to amend the formula as
provided under the MOU; however, it appears this amendment never took effect.

e Takoma Park Library Services. County Code Section 2-53 requires the County to make a
Takoma Park Library Annual Payment at the beginning of each fiscal year. The Code
requires that the payment amount equal the yield that would be realized if the portion of the
general County ad valorem property tax rates required to raise to the Department of Library’s
appropriation were levied against the City’s tax base. The payment cannot exceed the
amount the municipality raises for library purposes through its own tax revenues.

' The City perceived the County had changed the formula unilaterally. OMB believed it had changed the formula to correct
an error that calculated salary costs based on an assumption of all PO III positions instead of a blend of PO I, IT and II
positions which the County would have used.
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To calculate the budgeted payment, OMB:

o Determines the property tax share of General Fund revenues;

o Subtracts library revenues from the library appropriation to determine the net costs;

o Multiplies the two results to determine the net library costs attributable to property tax
revenues;

o Divides the net library costs attributable to property tax revenues by the yield of one penny
on the County’s tax base to determine the portion of the property tax rate that funds the net
library costs; and

o Applies this rate to the City’s assessable tax base to determine the rebate amount.'®

This calculation determines the tax paid by City residents for County library services and returns it to
the City which also levies a city property tax to fund the Takoma Park library.

IGS vs. County Methodologies. A comparison of the IGS costs of services methodology with the County’s
Municipal Tax Duplication formulas shows the approaches are more different than alike. Among their
similarities: they both address direct program expenditures; they both include pension contributions and
health insurance benefits in the calculation of total expenditures; and they both net out intergovernmental aid
and earmarked, i.e. program specific, revenues.

The differences are:

e The data sources: IGS uses published uniform financial report revenue and service category budget
data while the data sources for the County’s formulas are internal revenue and budget expense
reports generated by the County’s internal accounting software;

e The approach to determine total program costs: IGS’ methodology starts with an expenditure
amount for an entire service category whereas the County formulas use numerous discrete amounts
to generate a unit cost factor that it combines to establish total program costs;

¢  Whether the methodology addresses discrete activity costs: The County’s current list of
reimbursable activities requires some County formulas to be applied to more discrete activities, e.g.
.crossing guards or elderly shopping; the IGS research OLO reviewed did not address a methodology
to develop costs for this level of programming.

¢  Whether the methodology addresses debt service: The County’s road maintenance formula as
well as the 2012 Task Force’s proposed park maintenance formula both address capital costs whereas
the IGS methodology does not; and

¢ The inclusion of indirect costs, defined as overhead spending on legislative affairs, financial
administration, personnel administration and general services: IGS’ approach includes these indirect
costs while the County does not.

The IGS methodology does not have a calculation that compares to the County’s HUR factor since its intent
is to determine a property tax differential and property tax rebate, not a full tax-supported rebate amount.

D. The County’s Methods for Determining Rebate Amounts
The outcome of a municipal tax duplication program is either a municipal rebate payment or a differential

County tax rate that, in effect, generates a property tax credit for municipal taxpayers. Under State law,
Montgomery County must provide for either a rebate payment or a tax differential.

'® When the actual payment is made, Finance uses the assessable base data that becomes effective in the new fiscal year.
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The legislative history of Section 30A-3. County law does not establish separate definitions or separate
methodologies for costs of service and reimbursement amounts; instead, one section equates the
reimbursement amount with the cost of services and the second section limits the reimbursement amount to
the Council appropriation. In contrast to State law, which mandates a rebate payment or a tax set-off,
County law only provides for a rebate payment.

Section 30A-3, Determination of amount of reimbursement, assigns the county executive responsibility for
the determination of the reimbursement amount. As described earlier, the law equates the determination of
the cost of services to the rebate amount and provides “the amount of reimbursement shall be limited to the
amount the county executive estimates the county would expend if it were providing the services.”

Often, this section is cited as a key difference between County and State law; it is also cited to justify the
County’s use of a full-cost formula. However, it was not part of the original legislation; instead, the bill the
Executive introduced called for the reimbursement to be “an amount determined the County Executive to
approximate the amount of municipal tax revenues required to fund the eligible services.” (Emphasis added)

The source of the current language was an amendment that Councilmember Christeller proposed to address
concerns he had about the disconnect between the proposed legislation and the Executive’s original report
(“the Gleason report”) and the effects of “profligate” municipal actions. '’ To align the legislation with the
Executive’s proposal, Councilmember Christeller’s amendment also proposed allowing the County
Executive to authorize a minimum grant. The grant language was dropped from the final legislation because
of concerns raised by the County Attorney.'® Section 30A-4, Limitations on expenditures, limits county
expenditures to the funds appropriated by the County Council.

Approved Payments Compared to Formula Results. Table 4-1 displays the MTD rebate formula results
and the approved program payments since FY07. Some of the differences between the formulas results and
the approved payments reflect repayments or payment caps that result when a rebate amount exceeds the
amount of property taxes raised by the municipality.

The data show significant gaps between the formula and the approved payments from FYQ9 through FY12.
The shortfalls range from $1.2 million in FY09 to $14.9 million in FY12. The gaps beginning in FY09,
FY10 and FY11 reflect Council funding shortfalls largely due to fiscal challenges at the time. The FY12 gap
reflects a spike in the road maintenance reimbursement formula due to substantially higher maintenance
expenses from weather events in FY10.

' In part, Mr. Christeller’s concerns were that the draft bill did not correspond to the specifics of the Executive’s
memorandum nor to those of the staff paper. He said it provided no protection against profligate action by a municipality;
and it did not explicitly limit the grants to municipal services which paralleled County services funded by tax revenues
derived partially from the municipal residents.

' In a memorandum to the Council President dated August 7, 1973, the County Attorney stated “This office has held that the
County may not grant to municipalities or reimburse municipalities in excess of the amount of money which the County
would expend if it were, in fact, providing the municipal services....There is no authority which we can find under any of the
statutory provisions of the State Code, local laws or the Charter which would allow the County Council to take money from
County taxpayers for the subsidization of taxpayers who are residents of municipalities.”
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Table 4-1: Comparison of Reimbursement Formula and Approved Payments, FY07 to FY13 (000s)

Services FYO07 FYO08 FY09 FY10 FY11 FY12 FY13
Roads Maintenance $4,531 $5,053 $5,871 $6,633 $17,830 $4,697
Takoma Park Police $2,322 $2,090 $2,116 $2,608 $2,637 $2,515
TP Crossing Guards $163 $175 $174 $197 $191 $182
Board of Appeals $.3 $.5 $1.1 $1.2 $1.1 $.6
Hearing Examiner $.9 $1.0 $1.0 $1.0 $14 $.8
Elderly Services $72 $105 $83 $65 $103 $57
Parks Maintenance $193 $193 $195 $205 $205 $167
HRC $115 $133 $145 $157 $167 $87
Animal Control $111 $129 $119 $128 $129 $68
Results FYO07 FYO08 FY09 FY10 FY11 FY12 FY13
Formula Amount $7,509 $6,879 $8,705 $9,996 $21,264 $11,582
Actual Payment $7,459 $7,488 $7,488 $7,488 $6,365 $6,375 $7,777
Difference ($50) $609 ($1,217) $7,488 ($3,631) ($14,889) ($3,805)

Source: OMB. In FY10, the County and municipalities agreed to keep the same payment due to the ongoing work of the
2007 Task Force. As a result, no formula was calculated.

The value of the law equating the results of the cost of services formula to the rebate amount is that it lends
objectivity to the determination of the rebate amount. Both MML'’s reference to early problems with the
program’s formulas and funding and OLO’s review of the legislative files suggest gaps between the formula
results and the approved payments are a persistent problem.

For example, in 2006, the County Executive recommended and the County Council approved keeping the
FYO07 payment for Takoma Park police services the same as FY06 payment, despite the fact that the
calculation yielded a payment that was $151,677 below that of the previous year.

According to Council staff, the main causes of the decrease were two offsetting revenue increases: a

$60,000 increase in the Takoma Park Police rebate budgeted in a separate Non Departmental Account, and a
$72,000 increase in the Maryland State Aid for Police Protection grant. City representatives persuaded the
Council that the Executive had made a commitment not to reduce the amount of the payment the previous
fall and they had prepared their budget based on that commitment. OLO did not find a consistent set of
circumstances to explain this pattern. An unintended consequence of this pattern is that it leads to a public
perception of ad hoc decision making.

Takoma Park Rebates. The County budgets for these payments through Non-Departmental Accounts. As
Table 4-2 shows, the combined payments totaled $665,290 in FY07 and $1,101,180 in FY13. The library
payments in 2011 and 2012 reflect reductions made following the Council’s adoption of Expedited Bill 32-
10 in May 2010 which authorized a two-year reduction in payments.

Table 4-2: Takoma Park Library and Police Property Tax Rebate Payments, FY07-FY13 (000s)

FY08 FY09 FY10 FY11 FY12 FY13
Libraries $104 | $119 $113 $133 $101 $96 $151
Police $562 | $630 $706 $855 $718 $922 $950
Total $1,101
Annual $ Change FY13
Libraries $15 ($6) $20 | ($32) ($5) $55
Police $68 $76 $149 | ($137) $204 $28
Total $83 $70 $169 | (5169) $199 $83

Source: OMB
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V. The Context for the County’s Municipal Revenue Sharing Program

As explained in Chapter II, Maryland law simultaneously gives counties and municipalities concurrent
authority to levy a property tax and home rule authority to decide the discretionary shared services they
want. When municipal expenditures parallel County General Fund expenditures for shared services, a

County must determine whether a tax set-off is warranted.

Currently, limited data exists to understand County and municipal shared services budgets, e.g. how large
they are, how they differ, how much the MTD rebate costs nonmunicipal taxpayers, or how the state mandate
for shared income tax revenue affects municipal and nonmunicipal spending levels. Without a more
complete understanding of these budgets, informed decisions about how the County should structure its
reimbursable service determinations or what the cost basis for a tax set-off should be are difficult to make.

This chapter uses County General Fund expenditure data from the 2011 Uniform Financial Report and
corresponding municipal operations fund expenditure data from the 2011 Local Government Finance
Handbook to develop revenue profiles and examine County/municipal parallel spending for shared services.

To focus on those shared services that are funded with general county property tax revenue, this chapter uses
County and municipal datasets that capture a subset of revenue and expenditure data. The County dataset
excludes County enterprise funds, County special area districts and the debt service fund. The municipal
dataset excludes capital funds and enterprise funds, plus certain municipal operation fund expenditures, e.g.,
for recreation and park services, since County expenditures for these services are not from the general county
property tax district. This chapter has four parts:

Part A compares County and municipal revenue sources;

Part B examines County and municipal expenditure data;

Part C provides an analysis of expenditure data for shared services and reimbursable services; and;
Part D provides estimates of the cross-subsidy effects of the state mandates for the MTD rebate and
the shared county income tax revenue.

A. County and Municipal Revenue Profiles

IGS advises that “calculating the severity of county compensation for double taxation requires an
examination of the fiscal relationships between counties and municipalities, particularly the various sources
of local government revenue that fund parallel services.” Table 5-1 (on the next page) compares County
General Fund and Municipal Operation Fund revenue sources. The data for municipal revenue is cumulative
for all the municipalities in Montgomery County. For 2011, this comparison shows:

e Local property, income, and other taxes account for 95% of County General Fund revenue, compared
with 66% of municipal revenue.

® Municipal operation funds obtain a greater proportion of revenue from Fees/Other (26% compared to
3%) and Intergovernmental (9% compared to 2%) than the County General Fund;

e Local county income taxes, which account for 18% of municipal revenue, reflect the state mandated
distribution of county income taxes shared with municipalities.

The phrase ‘own source revenue’ refers to those revenues that an entity raises from its own resources. It is
an indicator of fiscal self-reliance. The County General Fund’s share of own source revenue (at 98%)
exceeds that of the Municipal Operation Fund (at 73%). Intergovernmental revenues (at 2%) are the only
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other-source revenue in the County General Fund. For municipalities, other-source revenues include
(County) Local Income Taxes (18%) and Intergovernmental revenues (9%). Together these sources account
for 27% of all revenue, leaving the share of municipal own-source revenues at 73%.

Table 5-1: Comparison of County and Municipal General Fund Revenue Sources, 2011

County General Fund Municipal Operation Funds
Revenue Source
$’s % of Total $’s % of Total
Local Property Taxes $1,061,582,080 40% $76,919,272 46%
Local Income Taxes (a) $1,039,234,850 39% $30,742,526 18%
Local Other Taxes (b) $433,539,397 16% $2,184,472 1%
Subtotal Local Tax Revenue 95% 66 %

Licenses and Permits $10,372,598 0% $8,195,841 5%
Service Charges $27,839,697 1% $11,491,616 7%
Fines and Forfeitures $18,125,944 1% $10,370505 6%
Miscellaneous $16,829,984 1% $9,311,505 6%
Debt Proceeds $97,525 0% $3,268,254 2%

Subtotal Fees/Other Revenue 3% 26 %
Federal Government $23,370,070 1% $681,335 0%
State Government (c) $26,190,990 1% $2,765,300 2%
County Government -- -- $8,960,392 5%
Other Government $2,084,188 0% $2,155,006 1%
Subtotal Intergovernmental Revenue 2% 9%

Total $2,659,267,323 100 % $167,046,024 100 %

% Own Source 98% 73%

(a) Local Income Taxes in the Municipal Operations Fund reflect distributed County Income Taxes as mandated by the
state’s shared revenue structure; (b) Local Other Taxes in the County General Fund reflect the energy tax ($233 million) and
other local taxes; in the Municipal Operations Fund, the amount reflects the distribution of state admission and amusement
and state hotel/motel taxes to municipalities; (c) State revenue in the Municipal Operations Fund reflect state shared revenue
grants for municipal urban services such as state highway user revenues.

B. Overview of County/Municipal Local Government Service Expenditures

IGS advises that it is useful to understand municipal tax duplication programs within the broader context of
county/municipal expenditure patterns. As explained in Chapter II, the state grants counties and
municipalities concurrent authority to levy property taxes but assigns each political subdivision different
service responsibilities. County governments must fund numerous state mandated services, e.g. K-12
education, health and social services, along with other discretionary shared services; municipalities fund
discretionary shared services only; they have no state funding mandates. The state mandates for county-only
services necessarily limit county dollars that are available for shared services.
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Table 5-2 shows the 2011 County General Fund expenditure data for county-only and shared services plus
corresponding Municipal Operation Fund data. The service categories listed under county only services are
from the County’s Uniform Financial Report. The shared service categories are from the Local Government
Finances Handbook published by the State Department of Legislative Services. (See Appendix A.)

The municipal data aggregates expenditures for all of the County’s municipalities. The data excludes
expenditures from County and municipal enterprise funds; it also excludes municipal operation fund
expenditures for services provided at the County level through enterprise and/or special district funds (i.e,
sewer/solid waste, parks and recreation, and debt service).1

For 2011, the data show:
e County-only and shared services spending for the County and all municipalities together totaled $2.5
billion, including $1.8 billion (72%) for county-only and $691 million (28%) for shared services.

¢ County spending on shared services was $586 million or 25% of all General Fund spending.

Table 5-2: County General Fund and Select Municipal Expenditures by Service Responsibility, 2011

Service Categories County Municipal Total
Expenditures Expenditures Expenditures
County Only Services
Corrections $62,882,893 -- $62.,882,893
Health $77,826,449 -- $77,826,449
Social Services $77,826,448 -- $77,826,448
Office of Aging $13,655,085 - $13,655,085
Other Social Services $98.940 -- $98.940
Libraries $28,292,193 -- $28,292,193
Natural Resources $642,176 - $642,176
Tax Rebate $28,012 -- $28,012
Board of Education $1,422,564,665 - | $1,422,564,665
Community College $102,509,792 -- $102,509,792
Other Intergovernmental $14,879,315 - $14,879,315
Subtotal County-Only $1,801,205,968 -- | $1,801,205,968
Shared Services
General Government $202,175,358 $41,679,124 $243,854,482
Police $202,113,605 $24,519,313 $226,632,918
Other Public Safety $26,599,683 $7,358,039 $33,957,722
Transportation $51,388,398 $16,602,918 $67,991,316
Community Development/Public Housing $3.839,074 $5,802,987 $9,642,061
Economic Development $5,561,635 $499.,726 $6,061,361
Miscellaneous $94,024,314 $9,028,487 $103,052,801
Subtotal Shared $585,702,067 $105,490,594 $691,192,661
Total $2,386,908,035 $105,490,594 | $2,492,398,629

Source: Montgomery County Uniform Financial Report, DLS Local Government Finances Handbook

! Municipal expenditures for sewer/solid waste, parks and recreation, and debt services totaled $40.9 million in 2011
including $27.9 million for parks and recreation; $7.6 million for debt service and $5.4 million for debt service.
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C. Estimates of Shared Services Spending and Spending for Reimbursable Services

As noted in Chapter I, municipal tax duplication programs do not necessarily provide reimbursement for all
shared services; this study uses the term “reimbursable services” to refer to that subset of shared services that
a County designates as eligible for a tax set-off through its municipal tax duplication program. By
definition, “non-reimbursable services” are those shared services that are not eligible for reimbursement.
They may also be characterized as sole provider services since each entity separately decides the services it
provides to its constituents.

Table 5-3 uses data from Table 5-2 and MTD unit cost data to estimate County and municipal shared service
expenditures. This analysis provides insight into the level of coordinated service delivery, since
reimbursable services are those the county and municipalities provide jointly (i.e., a municipality provides
the service within its boundaries, while the County provides the service outside of the municipal boundaries).
In contrast, non-reimbursable services are those that the County provides countywide (including within
municipalities) even if a municipality also provides that service for its residents.

The analysis shows larger shares of spending for sole provider services compared to shared provider
services. County spending for shared reimbursable services accounted for $198 million or 34% of its shared
services. Of the $105 million in municipal shared services spending, $11.3 million (11%) represents service
costs reimbursed by the County, compared to $94 million (89%) for sole provider services.

This analysis also shows County support for reimbursable shared services totaled $210 million. So, for each
County General Fund dollar, 75 cents supports county-only services, 16 cents supports shared services the
County uniquely provides countywide and 9 cents supports shared services the County provides with
municipalities.

Table 5-3: Shared Services Estimates for Reimbursable and Non-Reimbursable Services

County General Fund Municipal Total
Shared Service Category y e Reimbursements Expenditures and
Expenditures (a) .
(b) Reimbursements
Shared Services (Reimbursable)
General Government
Board of Appeals $596,995 $1,111 $598,106
Hearing Examiner $491,723 $1,383 $493,106
Human Rights $2,107,950 $167,004 $2,274,954
Senior Groceries (¢) $556,754 $2,664 $559,418
Senior Transportation (c) $655,391 $99.875 $755,266
Subtotal $4,408,813 $272,037 $4,680,850
Police
Animal Control $944.201 $129,069 $1,073,270
Crossing Guards $4,230,452 $191,207 $4.421,659
Police (d) $147,947,717 $2,636,814 $150,584,531
Subtotal $153,122,370 $2,957,090 $156,079,460
Transportation
Road Maintenance (e) $40,866,465 $8,148,500 $49.014,965
Subtotal $198,397,648 $11,327,627 $209,775,275
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Table 5-3: Shared Services Estimates for Reimbursable and Non-Reimbursable Services (cont.)

Shared Service Category County General Fund Municipal Total
Expenditures Expenditures Expenditures
General Government $197,766,545 $41,407,087 $239,173,632
Police (f) $48,991,235 $21,562,223 $70,553,458
Other Public Safety $26,599,683 $7,358,039 $33,957,722
Transportation $10,521,933 $8,454,418 $18,976,351
Community Devel./Public Housing $3,839,074 $5,802,987 $9,642,061
Economic Development $5,561,635 $499.,726 $6,061,361
Miscellaneous $94,024,314 $9,028,487 $103,052,801
Subtotal $387,304,419 $94,112,967 $481,417,386
Total Shared Services $585,702,067 $105,490,594 $691,192,661
% Reimbursable Services 34% 11% 30%
% Non-Reimbursable Services 66% 89% 70 %

Sources: OLO, OMB and Montgomery County Uniform Financial Report, DLS Local Government Finances Handbook. (a)
Except as noted, these expenditures are calculated using per capita costs for the County service area; (b) These estimates
reflect FY 11 County actual net service costs; (c) These services are assigned to General Government to simplify the display;
(d) These amounts account for expenditures in Organizational Support, Patrol Services and Investigative Services; (e) The
basis for the County amount is a per capita municipal rebate payment multiplied by the County service area; (f).The County
General Fund amount accounts for expenditures in the Office of the Chief, Management Services, the Security of County

Facilities, the Animal Shelter and Grants.

Per Capita Spending for Non-Reimbursable Services. Table 5-4 displays data for the Non-Reimbursable
Services from Table 5-3 on a per capita basis. (Costs for reimbursable services are uniform because the
MTD formulas use County cost data to calculate reimbursement amounts.) The data show that, on average,
municipalities spent approximately $180 more per capita on non-reimbursable shared services in 2011 than
the County did. Since municipal residents receive a combined benefit from both County and municipal
spending on non-reimbursable services, this effectively increases a municipal resident’s per capita spending

and widens the per capita spending gap.

Table 5-4: 2011 Per Capita Spending for Non-Reimbursable Services

. . Combined
County Municipal Benefit
Non-Reimbursable Services
General Government $203 $255 $458
Police $50 $133 $183
Other Public Safety $27 $45 $72
Transportation $11 $52 $63
Community Dev and Public Housing $4 $36 $40
Economic Development $6 $3 $9
Miscellaneous $96 $56 $152
Total Non-Reimbursable Services $397 $580 $977

Source: OLO and Montgomery County Uniform Financial Report, DLS Local Government Finances

Handbook
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D. An Assessment of Cross Subsidies in the Shared Services Budget

Last year, after the release of the Municipal Revenue Sharing Task Force report, the Government Operations
(GO) Commiittee raised several questions about the County’s program. The GO Committee particularly
wanted to better understand any potential subsidy effects created by the MTD program.

This section focuses on the potential subsidy effects of the municipal property tax rebate and the share of
county income tax revenues distributed to municipalities. Specifically, it analyzes cost data to review the
relationship between the cost to non-municipal taxpayers and the benefit to municipal taxpayers.

1. Per Capita Effects of the Municipal Tax Duplication Payment

In FY13, the County’s approved municipal tax duplication payment was $7,776,720. OLO used IGS’
methodology to compare the per capita cost of this payment (i.e., the per capita cost to non-municipal
taxpayers) and the per capita rebate received by municipalities (i.e., the per capita benefit to municipal
taxpayers).

The results of OLO’s calculations, displayed in Table 5-5, show:

e The per capita cost to the nonmunicipal taxpayer is about 20% of the per capita benefit to the municipal
taxpayer. This reflects the fact that an MTD payment is re-distributing costs from a smaller municipal
population and municipal tax base to a larger nonmunicipal population and tax base.

® The combined effect of the municipal credit and the nonmunicipal cost creates a differential benefit of
$57.52 per person.

Table 5-5: Per Capita Differential of the FY13 MTD Approved Payment

. . .. . FY13 Approved Payment
Municipal Tax Duplication Credit (Full Cost Rebate)

Total Value $7,776,720
Per capita cost to County (nonmunicipal tax base) ($9.56)
Per capita rebate to municipalities (municipal tax $47.96
base)
Difference between County per capita cost and

- . $57.52
municipal per capita rebate

Source: OLO
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2. Comparison of Municipal Income Tax Revenues and MTD Payments for Shared Services

OLO’s review of MTD program documents found both legislative and research studies that raised concerns
about the effects of the state shared revenue structure and its relationship to the establishment or design of an
MTD program. For example, in 1970, the Maryland Legislative Council Committee on Taxation and Fiscal
Matters reached two conclusions about this issue, excerpted below.

The Committee further finds that the existing allocation of State-shared taxes among counties
and municipal corporations and the existing requirements from the counties to make certain
revenues available to municipal corporations have created instances where municipal
corporations are receiving a disproportionate share of revenues for the type of services
provided. Consequently, while some municipal residents are being subject to double
taxation, some municipal residents are receiving double benefit from the allocation of non-
property tax revenues. In such instances, the residents outside of municipal corporations are
paying a higher property tax rate than they should be paying.

The Committee does not believe that a state mandated property tax differential for municipal
residents is warranted at this time. It believes that while State action could correct some
inequities it might also tend to promote the uneconomical or ineffective providing of services
by small units of government and limit the flexibility of transferring or merging
governmental services at the local level.?

IGS’ policy research reports also discuss the combined influences of municipal home rule, the state shared
revenue structure and MTD programs. As IGS states:

[T]he amount of state-shared revenue generated by Maryland’s tax structure and allocated to counties
and municipalities has a substantial impact upon the justification for, and the size of, tax
differentials. If a municipality provides very few services, it is possible that the state-shared
revenues received by the municipality to help it fund these services will exceed the equivalent
amount of county property tax levied against municipal residents to fund a parallel county service.

In this case, no tax differential would be awarded.*

IGS also advises “It is possible that no tax differential could be awarded to small municipalities that provide
very few services. In order to justify a tax differential from the county, a municipality must provide a
sufficient number of services to offset the state shared revenue that it receives.””

To examine the effects of the state shared revenue structures and the MTD program in Montgomery County
as it is currently administered using a full cost basis for reimbursement, this section compares each
municipality’s total reimbursable shared service costs to the revenue each municipality receives from re-
directed county income taxes.’ This analysis looks at reimbursable service costs because these services are
those delivered through the shared provider system; and thus their costs are the source of the tax duplication.

* County Property Tax Rate Differential for Municipal Residents, p. 330.

> Ibid.

* Shandy and Wilson, p. 10.

> Shandy and Wilson, p. 2.

% Note that this analysis does not align with the approach IGS suggests. An analysis that followed the IGS approach would
use costs that were adjusted to reflect only the property tax share instead of the total costs shown in column A of Table 5-6.
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This analysis excludes both County and municipal non-reimbursable services. County non-reimbursable
services are excluded because they are provided countywide and their costs are distributed equally among all
county taxpayers; all county taxpayers can access, use and benefit from these services. It excludes
municipalities’ non-reimbursable services because these services are only available to municipal residents
and they are appropriately funded entirely by municipal property taxes.

Where the income tax revenue exceeds the reimbursable shared service costs, an MTD rebate payment can
be viewed as over-correcting for the inequity that the MTD payment is trying to fix (and thus creating a
subsidy from non-municipal to municipal taxpayers). In those cases where the re-directed income tax
revenue falls short of the reimbursable shared service costs, the effects of property tax duplication are greater
than the benefits of that municipality’s state-mandated income tax credit.

Table 5-6 (on the next page) compares each municipality’s FY 13 reimbursable shared service costs,
distributed county income tax revenue, and approved MTD approved payments. These data show:

¢ In the aggregate, the FY13 distributed county income tax revenue for municipalities of $31 million
exceeds by $19 million the municipalities’ total reimbursable shared services costs of $11.6 million.

e Distributed county income tax revenue entirely offsets the reimbursable shared service costs for 20
of 22 municipalities in FY 13. Takoma Park ($1.4 million less) and Washington Grove ($15,000
less) are the only two municipalities where the distributed county income tax revenue was less.

¢ For municipalities where the distributed county income tax revenue exceeds the total reimbursable
shared service costs, the amount ranges from approximately $30,000 for Glen Echo to $6.5 million
for Gaithersburg and $7 million for Rockville.

e  When the approved FY 13 MTD payments are added to the shared county income tax revenue, the
total payments to municipalities are projected to exceed reimbursable shared service costs by $27
million.

3. Adjustments to this analysis for currently unrecognized reimbursable services

Using the IGS methodology, OLO’s earlier review identified issues with the County’s current list of
reimbursable services, including whether the current list should be revised to:

Exclude park maintenance services since they are not paid for out of the General Fund;
Include zoning and hearing examiner services in seven municipalities that exercise their own
planning and zoning powers; and

® Include police patrol services in Chevy Chase Village, Gaithersburg and Rockville.

Changes to park maintenance and zoning/hearing examiner service reimbursements would have a marginal
to small impact on municipalities’ costs of service; however, adding reimbursements for police services
would have a more substantial impact. For example, reimbursements for police patrol services could
increase the total reimbursable shared service costs for Chevy Chase Village (by $32,678), Gaithersburg (by
$2.6 million) and Rockville (by $4.7 million). Even with these cost increases, each municipality’s
distributed county income tax revenues would still exceed its new reimbursable service cost total.
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Table 5-6: Comparison of Municipal Reimbursable Shared Service Costs, County Income Tax Revenue and MTD Payments

A B C D E

Municipality Sl}::lr'l;zuSr::\lf)ilcee Cglllslttl)'flll):llzf)(llne Difference (B-A) FY13 MTD Effect of MTD

Costs (100%) Tax Revenue Payment Payment (C+D)
Barnesville -- $46,781 $46,781 -- $46,781
Brookeville $14,837 $111,675 $96,838 $ 6,794 $103,632
Chevy Chase Town $233,167 $2,174,114 $1,940,947 $130,297 $2,071,244
Chevy Chase View $75,743 $325,909 $250,166 $41,275 $291,441
Chevy Chase Village $180,893 $1,414,503 $1,233,610 $100,524 $1,334,134
Chevy Chase Village, Sec 5 $35,644 $352,674 $317,030 -
Chevy Chase Village, Sec 3 $53,735 $325,420 $271,685 $30,796 $302,481
Drummond $8,465 $52,798 $44,333 $4,613 $48,946
Friendship Heights $100,478 $943,010 $842,532 $82,625 $925,157
Gaithersburg $2,085,440 $8,601,966 $6,516,526 $1,168,467 $7,684,993
Garrett Park $88,954 $242,280 $153,326 $47,593 $200,919
Glen Echo $38,094 $67,925 $29,831 $20,762 $50,593
Kensington $229,256 $464,332 $235,076 $137,523 $372,599
Laytonsville $23,837 $137,728 $113,891 $12,991 $126,882
Martin’s Additions $49,233 $353,851 $304,618 $26,332 $331,450
North Chevy Chase $43,886 $145,633 $101,747 $23.918 $125,665
Oakmont $6,015 $45,236 $39,221 $3,278 $42,499
Poolesville $386,513 $1,014,387 $627,874 $210,634 $838,508
Rockville $4,065,121 $11,048,348 $6,983,227 $2,116,671 $9,099,898
Somerset $97.151 $476,071 $475,974 $52,560 $528,534
Takoma Park $3,683,611 $2,330,225 ($1,353,386) $3,513,643 $2,160,257
Washington Grove $82,426 $67,660 ($14,766) $44,922 $30,156
Total $11,582,499 $30,742,526 $19,160,027 $7,776,718 $26,936,745

Source: OLO and DLS Local Government Finances Handbook, 2011
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VL Municipal Stakeholder Observations

The Council asked OLO to solicit feedback about the County’s Municipal Revenue Sharing Program from
municipal representatives (elected officials and staff). To do this, OLO convened one focus group session with
representatives from multiple municipalities and also conducted group interviews with representatives from
individual municipalities. OLO asked participants to weigh in with specific concerns about the administration of
the Municipal Revenue Sharing program and the current law. OLO also asked participants to suggest specific
ideas for improvement.

OLO received extensive feedback about issues with the administration of the Municipal Revenue Sharing
Program and limited feedback about the current law. The participants’ suggestions for improvement generally
focused on program administration issues. This chapter summarizes the feedback and suggestions for
improvement that OLO heard from municipal representatives.

A. General Perceptions and Agreements

OLQ’s focus group and interviews elicited four general perceptions and/or areas of agreement that were widely
shared among participants:

¢ The Municipal Revenue program is well-intentioned; however, in its current form, the program
does not adequately address persistent tax differential issues between municipal governments and
Montgomery County. Despite their concerns, representatives emphasized that they have good working
relationships with several County departments and appreciate the opportunity to partner with the County.

¢ The County emphasizes overall cost savings over an accurate reflection of municipal needs and this
emphasis has increased since the financial crisis. For example, one representative discussed this
concern in the context of the County’s park tax and corresponding municipal reimbursement payments,
stating that the County altered the reimbursement formula in order to lower their own costs and therefore
reduce the municipal reimbursement.

e TItis a concern that the annual reimbursement process has an “inherently political element.”
Municipal representatives took issue with the County’s characterization of the reimbursements as
discretionary or “grant” payments. Representatives believe strongly that reimbursement payments
should be protected more than they currently are, and that municipalities should not have to “plead their
case” for reimbursements to the County Executive on a yearly basis. As one representative noted, these
funds are often used to cover expenses for vital services, such as senior transportation services, and do
not always reimburse the full differential amount.

e Municipal representatives are hopeful that the concerns they raised during the Task Force process
will be addressed; however, if it looks like this is not feasible, they suggest they would be agreeable
to reverting to the provisions of the 1996 Task Force Report and 1996 Council Resolution along
with the current Task Force’s recommendations for parks.

B. Specific Concerns

OLO heard extensive concerns about reimbursable services, reimbursement formulas and rebate payments.
When asked to suggest specific concerns and offer ideas to improve the design and administration of the
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County’s program, participants identified issues related to reimbursement payments, reimbursement formulas,
services and service level determination, and general process and timing.

The County’s reimbursement payments. Participants expressed dissatisfaction with many aspects of the
repayment process, ranging from details of how particular formulas are calculated to concerns about how rebate
information is disseminated. OLO heard the following themes:

Reimbursement payments to municipalities often do not meet corresponding municipal expenses.
Participants expressed concern about the gaps that exist between the County’s rebate payments and their
expenses. Representatives identified outdated reimbursement formulas and a shift of administrative
responsibilities from the County to municipalities, often without commensurate increases in funding, as
some of the factors responsible for this discrepancy.

To respond to the concern about the shortfall in County’s reimbursement payments, one representative
proposed creating a municipal service tax that would be levied against non-municipal residents to help
budget for hypothetical shortfalls going forward.

One representative also noted the lack of alignment between County reimbursement payments for bridge
and infrastructure maintenance versus the expenses municipalities face that vary from year to year. It
was suggested that the County not restrict its reimbursement payments to “recurring costs” on an annual
basis. The representatives also emphasized that items such as bridge or infrastructure expenditures
should not have to be handled “on a case-by-case basis.”

The County’s reimbursement formulas. Overall, participants noted that the lack of a “predictable, reliable”
formula for determining reimbursements has made it more difficult for municipalities to anticipate yearly
expenses. Specific themes and/or views include:

Some participants observed that the County’s cost formulas are not realistic. As an example, most
participants agreed that the County should not be excluding specific overhead costs merely because it is
expedient for them to do so, or “just because it suits them.”

Another shared perception among participants was that no consistent methodology exists for revising the
county’s reimbursement formulas. Participants observed that the County’s reimbursement formulas are
recalculated infrequently, and they shared a perception that there are no consistent practices to revise the
formulas. With no consistent set of criteria for doing so, participants noted that the results the formulas
generate may not accurately reflect what municipalities are owed.

As a result, some municipalities have attempted to initiate changes to the formulas themselves. For
example, one representative commented that they took the initiative to reconfigure their municipality’s
police services reimbursement formula; however, after submitting the proposed changes to the County
Attorney’s office for review, no further action has been taken on the issue.

Another view expressed by a participant was that the County should assume more realistic cost estimates
for financing initiatives. One example offered to illustrate this was the suggestion that plans to finance
an expenditure using debt service should incorporate interest payments.
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Participants offered the following suggestions to address their concerns with the County’s reimbursement
formulas:

* One representative suggested that the County could more regularly identify the elements of each formula,
as well as how often or how recently they are updated. The thinking was that this might help
municipalities identify which elements are “still in sync with reality.”

* Another representative suggested that the County should specifically identify which formulas apply to
which expense categories.

® One representative suggested that the County should certify any components that go into reimbursement
formulas.

Services and Service Level Determinations. During the focus group meeting, several representatives agreed
that expenses for levels of service that go above or beyond equivalent county services should be paid by the
municipalities that provide them, as long as they are “clear cut” uses such as road maintenance. Nonetheless,
participants expressed concerns about a lack of standards and specific services, including police and code
enforcement.

¢ One participant observed that a lack of established standards exist to determine which residents should
be paying for what services, as well as which expenses are covered by the aforementioned formulas.

e Some representatives expressed interest in looking into potential police service duplication in the
municipalities, and claimed that a substantial number of municipal police officers are patrolling streets
in Gaithersburg, Rockville and other areas. At the same time, municipal police departments are being
stretched thin by demands from within their own jurisdictions. More importantly, some representatives
claimed that municipal governments should receive an additional $500,000 per year in reimbursement
payments for police services. However, as of yet, no “meaningful discussions” are going on to address
these matters.

e Similarly, representatives also noted that counties and municipalities both administer some code
enforcement and in some cases a muncipality’s required annual inspections for facilities are more
stringent than the county’s regulations.

Participants offered the following ideas to address their concerns about services:

* One representative suggested that a new section of the County Code be created to cover tax duplication
issues that are not clear-cut.

* Another representative suggested that if the County offers a service county-wide, then municipalities
should get a corresponding break on any similar services that they offer.
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Concerns about timing and process. Views expressed by municipal representatives on timing and process
include:

e The process of how reimbursement payments are determined in the County Executive’s annual budget is
opaque. Representatives have historically received little input and/or context about how their respective
municipalities’ reimbursement payments are calculated prior to their release in the overall budget, with
little advance notice on what these amounts will be. Representatives also noted that no standardized
time frame exists for reimbursement payments, either.

® No existing mechanism exists for correcting identified errors in cost calculations after they have been
released. One representative noted that errors had previously been found in road maintenance cost
calculations after they had already been publicly released. Moreover, this representative expressed
concern over how payments are split between service categories for respective municipalities since
misrepresentations of how much money is truly required for each component could have the effect of
shortchanging other locations.

Participants offered two ideas to address these timing and process concerns:

¢ One idea suggested by representatives is to establish an “audit process” that would allow
municipalities the opportunity to request examination of a county program or service’s particulars,
as well as how its corresponding formula is calculated.

® Another suggestion was that the County could release relevant information to municipalities 30 days
in advance of its budget release (e.g., Feb 1* “would be ideal”); that interval would give
municipalities the chance to locate and correct any potential errors.

C. Other Issues

Throughout the conversations and focus group session, participants identified other concerns not directly related
to the County’s tax duplication program. These concerns included the following:

¢ Concerns about County practices of offloading program and other operating expenses, e.g.
administration, maintenance on to municipalities, with inadequate funding increases to cover the
difference. Some representatives commented on the County practice of reducing its funding for certain
services in a way that passed expenses onto municipalities. One example was fallout from the recession
in 2010; another example dated from the late nineties when the County decreased recreation services
funding and shifted responsibilities for administering them onto local officials, with facility maintenance
and some other responsibilities being handled by the County’s Department of Recreation. While the
County claimed that it would reimburse the municipality for programming expenses, the representative
noted that their reimbursements are increasingly not sufficient to cover their associated expenses.

e Concerns about the Impact of the County’s Energy Tax. Several representatives asserted that their
respective municipalities were not receiving the full amounts of Energy Tax reimbursements.

¢ Concerns about Municipalities’ Limited Revenue Options. One representative highlighted a more
general issue, stating that municipalities have comparatively fewer options for raising revenues, making
it harder for them to cover budget shortfalls.
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VII. Municipal Tax Duplication Programs in Other Counties

The Council asked OLO to investigate programs in other jurisdictions to identify strategies that could
improve Montgomery County’s program. This chapter describes the structure of municipal tax duplication
programs in Anne Arundel, Frederick, and Prince Georges’ counties. Similar to Montgomery County,
these counties must provide a tax differential or rebate to municipalities. Additionally, they are the three
most populous counties with municipalities in Maryland after Montgomery County.

A. Anne Arundel County

Anne Arundel County’s two municipalities, Annapolis and Highland Beach, have 38,490 residents that
account for 7% of the County’s population. Annapolis is the state’s sixth most populous city. The
County’s tax duplication program provides a tax differential for only Annapolis since Highland Beach does
not provide any shared services. In FY11, Annapolis had the state’s highest municipal per capita tax
rebate ($674).

Background. The MML Tax Set off Handbook reports Annapolis residents’ have received a form of a tax
differential since the 1930s when they were exempt from paying any county taxes that paid for county
roads or public safety. The tax differential was abolished in FY70 and reinstated in FY72.

Method for determining services eligible for reimbursement. Section 6-307 of the Tax-Property
Article, Services by a municipal corporation in certain counties, prohibits Anne Arundel County from
taxing city residents for services the County provides.! This effectively resolves the issue of double
taxation for shared services by creating two service areas with exclusive authority for service delivery and
clearly delineated funding responsibilities, i.e., the City of Annapolis and the area outside of the City.

Reimbursement formula. The County’s FY 13 Approved Budget defines the term tax differential as
follows:

The difference between the county tax rate paid outside the City of Annapolis and the rate paid in
Annapolis. The reason for the differential is that the City of Annapolis provides its own police,
fire, recreation, planning and public works services.?

The County’s process to determine the City’s tax differential consists of the following steps:

e Step 1 allocates all County spending into countywide and non-city categories.’

e Step 2 assigns all revenues, e.g., taxes, grants and other revenues, except for property taxes, to
offset the costs of either countywide or non-city services.

" The law states “The governing body of Anne Arundel County or Howard County may not impose a county property tax
on property of a resident of a municipal corporation for any service that the municipal corporation provides for the
resident.”

* Anne Arundel County Approved Budget, FY2013, p. 323.

? Countywide categories are the same as IGS’ “county-only services,” (i.e. spending for the Board of Education,
Community College, judicial services and detention facilities, health, and human services functions). Non-city categories
are the shared services that the County does not provide within the City of Annapolis.
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e Step 3 establishes property tax rates sufficient to offset the remaining net costs from Step 2. A
countywide property tax rate, using the countywide tax base, is set to cover the remaining
countywide service costs. A nonmunicipal property tax rate, using only the nonmuncipal tax base,
is set to cover the remaining non-city service costs. The nonmunicipal tax rate serves as the
Annapolis tax rate differential.

Results. Table 7-1 displays a table from the FY2013 Approved Budget for Anne Arundel County to show
the results of the tax differential on a municipal homeowner’s county taxes. The tax rates and yield shown
below only reflect County property taxes; they do not include City of Annapolis property taxes used to
fund the shared services within the City.

Table 7-1: Effect of Anne Arundel Tax Differential for the City of Annapolis

Ttem Outside Within Tax
Annapolis Annapolis | Differential

FY12 Property Tax Yield Per Penny $5,908,000 $558,500
FY12 County Tax Rates

Real Property Tax Rate 0.910 0.543 0.367

Personal Property Tax Rate 2.275 1.357 0.918
FY12 Average County Property Tax
Bill for Homeowner Occupied Property $2,326 $1,489

Source: Anne Arundel County Approved Budget FY2013, p. 55.

Other Observations. Anne Arundel’s legislative structure eliminates the issue of concurrent authority
that creates many of the parallel services and double taxation issues a MTD program must address. Similar
to Montgomery County’s special area tax districts, creating exclusive authority for City services results in
a more straightforward process for the County to determine the City’s tax differential.

Since the County disaggregates its own expenditures into countywide and non-city services, it skips the
question of how to determine whether shared services exist and whether these shared services are
substitutes or supplements. This approach also works because the City of Annapolis functions as a full
service city that has sole responsibility for deciding, funding and providing all shared services within its
boundaries.

B. Frederick County

Frederick County’s 12 municipalities have 93,897 residents that account for 40% of the County’s
population. The City of Frederick is the state’s most populous city with 65,239 residents. The County’s
tax duplication program provides a tax differential and a tax rebate that reimburses its 12 municipalities for
four services: roads, police, parks, and planning and zoning.

Background. Frederick County’s tax rebate program dates to July 1981 when County and municipal
officials established a study committee to determine what county and municipal services were duplicative
and if inequities existed. The County’s reimbursement formulas and the number of service areas that it
reimburses for have been in place since then.

Frederick County’s program is not codified in law or regulation. Staff responsible for administering the
program rely on in-house spreadsheets and institutionalized department procedures.
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In 2011, the County and municipalities formed a Tax Equity Work Group and charged it with conducting
research about tax equity programs and reviewing the current program. A result of the 2011 Tax Equity
Work Group is that Frederick County offers each of its 12 municipalities the option of choosing a tax
differential or a tax rebate.

Determining duplicative services eligible for reimbursement. The 1981 study that initiated Frederick
County’s program defined areas of service duplication as:

Those service areas of the Frederick County Government funded in whole or in part by general
fund revenues which are not provided or extended to all municipal residents and the same or
similar type services are provided to municipal residents by two or more municipal governments
which fund said services in whole or in part with municipal property tax revenues.

The Study Committee developed an inventory of county and municipal services based on an analysis of
published financial reports and performed a detailed expenditure analysis that categorized both county and
municipal government expenditures by function and activity. Service duplication existed if two or more
municipal governments incurred expenditures for the same or similar type of activity.

This review identified four service areas for reimbursement: 1) Highway/Street Maintenance; 2) Police
Services; 3) Bulk Waste Collection; and 4) Parks and Recreation Services. Since this exercise was
completed, the list was revised to add planning and zoning services and drop bulk waste collection. The
reimbursements are for operating expenses only; they do not include capital program costs or debt service.

Reimbursement formulas. The 1981 study explains the purpose of the County’s reimbursement
methodology as follows:

The purpose of the formulas is to return tax dollars collected by the county from municipal
residents for services which are not provided to those residents by the county. At the same time,
the tax equalization formulas contain a built-in protection for non-municipal taxpayers through a
mechanism called a “CAP”. The “CAP” limits the amount of equalization to the estimated
municipal contribution in the duplicated service area. Through the use of the equalization formulas
and the “CAP”, the county attempts to insure that equalization does not exceed the municipal
contribution.’

Frederick County Budget staff follow a three-step process for each of the four service areas to establish the
Net County Expenditure amounts that are distributed to municipalities. (The net expenditures are for direct
expenses only; they do not account for overhead costs.)

The expenditure data used in the reimbursement formulas creates a two year lag between a municipality’s
expenditures and their subsequent reimbursement. For example, county staff used data from the County’s
FY11 CAFR and expense data submitted by municipalities to determine the FY 14 budget for municipal
reimbursements.

e Step 1 calculates a “Net County Expenditure” value by using County expenditure data for each
program area and subtracting earmarked revenues (if any) for that program area, e.g., state highway

* County-City Tax Equity in Frederick County: 1980-1981, p.2.
> County-City Tax Equity in Frederick County: 1980-1981, p.4.
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user revenues or police aid. This is divided by the basis of distribution (population, acreage,
mileage) to calculate an amount to be distributed per the formula.

e Step 2 calculates the CAP factor referenced above based on County and municipal wealth data,
e.g., net income taxes and assessable base, plus other taxes and grant revenues. First, these county
revenues are categorized based on their tax base, e.g., income, assessable base, population and
other. Next, the municipal contributions for each of these revenue categories are determined to
create a municipal share for each category. These shares are applied to the relevant County totals
and added together to determine the total municipal contribution. The CAP factor is then
calculated by dividing the total municipal contribution into the County total. This percentage is
multiplied by the Net County Expenditure (from Step 1) to determine the amount to be distributed
per the CAP formula.

e Step 3 compares the two results for Net County Expenditure from Step 1 and Step 2 and selects the
lower Net County Expenditure result as the Total (or maximum) Amount to be Distributed for tax
equity purposes.

The distribution formulas for each of the four service areas are based on unit costs. For example,

e The highway formula divides the Net County Expenditure for Highways by the number of County
miles to determine a per mile cost, and reimbursements to municipalities are based on each
municipality’s number of highway miles;

e Police and planning reimbursements are calculated on a per capita basis, and

e The parks reimbursement distributes a fixed dollar amount on a per capita basis and the remaining
amount on a per acre basis.

The determination of the parks reimbursement is for active public parks only. It does not include
recreation programs and staff makes adjustments to subtract expenses associated with other maintenance to
isolate public park expenditures.

The determination of the police and planning reimbursement imposes an additional limit that prevents a
County reimbursement from exceeding the actual municipal expenditure. Any “excess” reimbursement
funds created by this limit are re-distributed among municipalities that still have a shortfall between their
expenditures and the County’s reimbursement amount.

Results. The total rebate for each municipality is the sum of the calculations across the four service areas.
Table 7-2 displays the FY 13 distributions by service area and municipality.
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Table 7-2: Frederick County Tax Duplication Payments, FY13

Municipality | Highways Police P;‘;‘I:’iﬁ’gg/ Parks Total
Brunswick $208,569 $470,623 $41,820 $40,262 $761,274
Burkittsville $22,051 - - $786 $22,837
Emmittsburg $108,004 $223,027 $19,818 $24,494 $375,343
Frederick $1,527,556  $5,214,028 $463,315 $422,072 $7,626,971
Middletown $167,560 $314,615 $28,151 $51,373 $561,699
Mt. Airy $140,010 $205,392 $3,498 $41,476 $390,376
Myersville $49,491 $99,476 $11,437 $13,798 $174,202
New Market $21,685 $11,950 $582 $20,488 $54,705
Rosemont -- -- -- $2.458 $2,458
Thurmont $222,504 $489,010 $43,453 $41,147 $796,114
Walkersville $192,630 $389,829 $41,157 $61,394 $685,010
Woodsboro $59,894 -- -- $23,025 $82,919
Total $2,719,954 $7,417,950 $653,231 $742,773 $11,533,908

Source: Frederick County Government

As noted above, as a result of the 2011 Tax Equity Work Group each municipality has the option of
choosing a tax differential or a tax rebate. Staff reports that to date, two municipalities, the City of

Frederick and Myersville, have opted for the tax differential.

Additional Observations. Staff report that use of the formula was suspended in FY 10 when County tax
revenues started to decline; and, as a result, distributions were frozen at the 2009 amounts for the next
three years, FY10-FY12. When use of the formula was reinstated in FY 13, the increase in reimbursement
amounts reflected increases in County and municipal expenditures that occurred in those three years and
the decrease in highway user revenues. Table 7-3 compares FY 13 and FY 12 reimbursements.

Table 7-3: Frederick County Change in Tax Duplication Payments, FY12-FY13

T Change
Municipality FY12 FY13 $s %
Brunswick $491,888 $761,274 $269,386 55%
Burkittsville $1,081 $22.837 $21,756 2013%
Emmittsburg $238,044 $375,343 $137,299 58%
Frederick $5,016,903 $7,626,971 | $2,610,068 52%
Middletown $296,884 $561,699 $264,815 89%
Mt. Airy $244,901 $390,376 $145,475 59%
Myersville $107,807 $174,202 $66,395 62%
New Market $7,998 $54,705 $46,707 584%
Rosemont $8,661 $2,458 -$6,203 -72%
Thurmont $524,239 $796,114 $271,875 52%
Walkersville $438,520 $685,010 $246,490 56%
Woodsboro $25,155 $82,919 $57,764 230%

Total $7,402,081 $11,533,908 | $4,131,827 56 %

Source: OLO and Frederick County Government.
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Three unique features of the Frederick County program are:

e The CAP factor which establishes a limit to insure that equalization does not exceed the
municipal contribution;

e The practice of calculating a total duplication amount and re-distributing “surplus” funds from
municipalities where the payment has reimbursed them up to their actual spending limit to
municipalities where a shortfall still exists; and

e The option for municipalities to choose a tax rebate or a tax differential.

C. Prince George’s County

Prince George’s County’s 27 municipalities have 235,813 residents that account for 27% of the County’s
population. Eight of its municipalities are among the state’s most populous and the County tax duplication
program provides a tax differential and a tax rebate that reimburses these municipalities for public works,
aging services, housing and community development, public safety communications, police patrol and
support services, fire services, animal management, library service, and street lighting/traffic control.

Background. According to the MML Tax Set-off Handbook, the Prince George’s County Municipal
Association (PGCMA) spearheaded an effort in the early 1980’s to create the Prince George’s County
program as it exists today. In 1982, the PGCMA established a subcommittee to develop a double taxation
elimination strategy; invited speakers from Annapolis, including an accounting firm and IGS; and
contracted with IGS to perform an analysis of several towns. Next, PGCMA began work to develop its
own formula. In August, 1983, following passage of a new State law, the subcommittee met with county
officials to resolve conflicts over its formula and then introduced legislation. Under the law approved in
November 1983, Prince George’s County adopted a $6.5M tax differential plan that roughly quadrupled
previous rebates of $1.6M annually. The law resulted in lower tax rates on the combined city-county
property tax bills and higher municipal tax rates.

Method for Determining Services Eligible for Reimbursement. Prince George’s Municipal Tax
Differential law (Sec. 10-183 (6)) defines eligible services or programs to mean:

Those services or programs which are performed by a municipal corporation, and are wholly or
partially funded from property tax revenues of the municipal corporation, instead of similar County
services or programs when the similar County services or programs are wholly or partially funded
from property tax revenues in the County’s general fund and the services or programs are generally
performed by the County in the unincorporated areas of the County.

Under this definition, the County establishes tax differentials for 13 types of activities across nine different
service areas. It also reimburses for debt-related public works, police, fire, and education/library services.
It does not reimburse for parks or recreation activities because these are separately funded through
MNCPPC taxes, not the County General Fund.

The law specifies the Director of the Office of Management and Budget as program administrator. A
Service Category Description Guide, developed by OMB, describes in detail the activities carried out by
select County divisions (see Appendix R).

Each fall, as part of its budget responsibilities, OMB manages an application, review and certification
process to determine the number and level of municipal services that qualify for reimbursement as
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substitute County services. By October 7 each year, OMB convenes a kickoff meeting with municipalities
to brief them on OMB’s working assumptions for the upcoming budget and distributes two forms along
with the Services Category Guide.

e Municipalities complete and electronically submit the Municipal Tax Differential Request Form
to identify the degree to which municipal services are provided in lieu of County services based on
the descriptions in the Guide;” and

® Municipalities also complete and submit the Municipal Description of Services Form to identify
each service category for which they are requesting a tax differential. Municipal staff must include
a detailed description of each service category and provide information such as “the type of
service, the hours and days each service is provided, the number of positions providing each
service, the amount and source of funds used to provide each service, and any other relevant
information that will help the County determine eligibility. Municipal staff can also “propose other
services that you believe could be eligible for a tax differential in future fiscal years.”

Municipalities must complete the requests for services they want the County to certify by November 7",
OMB reviews these requests and notifies each municipality in writing by December 7™ of its determination
about the degree to which a municipality is providing one or more eligible services. Disagreements are
subject to negotiations. Municipalities and OMB have until January 15" to reach agreement; otherwise the
matter is submitted to a three-member arbitration panel consisting of a member selected by the involved
municipality, a member selected by the County Executive, and a member selected jointly by the other two
members. An arbitration panel must issue an advisory determination to the County Executive and County
Council by February 15,

Reimbursement Formula. OMB’s determination of each municipality’s reimbursement rate and the
resulting tax differential consists of a four-step calculation. The data sources for these calculations are the
approved County budget, the State Department of Assessments and Taxations, and information about
eligible services provided by municipalities.

e Step 1: OMB first calculates the Net County Service or Program Costs supported by general fund
real and personal property tax revenues. The law defines Net Service Costs as “the cost for a
service or program as reflected in the County’s latest adopted Current Expense Budget and support
documents increased by the amount of indirect costs, including fringe benefits, applicable to that
service or program and reduced by any fees, service charges, grants or other revenue directly
attributable to that service or program.” OMB aggregates approved budget costs, i.e.,
compensation, fringe benefits, operating expenses, capital outlay, recoveries, and adds indirect
costs based on indirect cost rates developed for each department.

Next, OMB sorts these costs based on whether they are in-house (operating) costs, or outside
service costs. The service costs are adjusted to account for earmarked revenues and the resulting
net service costs are sorted based on whether the costs are for countywide services or not. The
non-countywide services are those activities in the Guide that are eligible for reimbursement.

% Under Sec. 10-186, the County must provide each municipality with a copy of the County’s adopted Current Expense
Budget and a standardized report form listing each potentially eligible service.

"Sec. 10-186 (c) provides that each municipality “shall identify, in ten percent (10%) increments, the degree to which it is
providing eligible services to its citizens in lieu of the County providing those services.”
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e Step 2: The Tax Rate Equivalent divides each net county service cost by the County property
(real and personal) assessable base. When these factors are transferred to the electronic application
form, the level of service requested by the municipality multiplied by these factors generates the
real and personal property tax rate differentials.

e Step 3: Next, OMB uses the tax rate differentials from Step 2 with the results from the previous
two years to calculate a three-year rolling average. (Note: County legislation enacted in 1997
originally established a five-year rolling average beginning in FY99; the change to a three-year
rolling average became effective in FY(04.) The use of a rolling average is intended “to provide
stability to municipal residents’ County tax rates, smoothing what could otherwise be large rate
changes that could be triggered by a reorganization of County services, economic fluctuations,
changes in municipal service levels or other factors.”

e Step 4: The final step is to multiply the rolling average (from Step 3) by each municipality’s
estimated municipal tax base to calculate the Estimated Tax Relief.

Results. Table 7-4 (on the next page) shows the results of these calculations for FY 14 for the eight largest
cities in the County. The Exhibit shows that the structure of the Prince George’s County program
accommodates various service levels within a service area as well as a variety of services.

¥ Proposed FY 14 Budget, Revenue, p. IV-18.
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Table 7-4: FY14 Tax Differentials and Service Levels for the 8 Largest Cities in Prince George’s County

Municipality Mt. Ranier Bladensburg Call'\ll'f):‘l’ton Hyattsville Greenbelt Laurel Cl());l:l%e Bowie
Population: 8,155 9,223 12,248 17,718 23,281 23,346 30,587 55,232
FY14 Tax

Differential Value $465 $509 $779 $2,461 $2,731 $4,537 $516 $8,256
(in $000s)

Engineering 0% 30% 90% 100% 100% 100% 100% 100%
Debt 100% 0% 100% 100% 100% 100% 100% 100%
Aging 10% 20% 30% 50% 50% 100% 90% 90%
Housing/Com. Dev. 0% 50% 50% 50% 20% 100% 100% 10%
Police Dispatch 100% 100% 0% 100% 100% 100% 0% 0%
Fire Dispatch 0% 0% 0% 0% 0% 0% 0% 0%
Patrol Services 100% 100% 90% 100% 100% 100% 0% 100%
Support Services 90% 70% 90% 100% 100% 100% 0% 90%
Strategic Mngm’t 100% 100% 100% 100% 100% 100% 0% 100%
Debt 100% 100% 100% 100% 100% 100% 0% 30%
Admin. Services 0% 0% 0% 0% 20% 30% 0% 0%
Emergency Ops. 0% 0% 0% 0% 0% 30% 0% 0%
Debt 0% 0% 0% 0% 100% 0% 0% 0%
Volunteer Fire 0% 0% 0% 0% 20% 100% 10% 10%
Animal Mgmt 0% 0% 70% 40% 50% 50% 80% 90%
Library 10% 0% 0% 0% 0% 0% 0% 0%
Debt 100% 0% 0% 0% 0% 0% 0% 0%
%ffeécuc%ﬁf(i/ 100% 100% 100% 100% 100% 100% 100% 100%

Source: OLO and Office of Management and Budget, Prince George’s County Government.

Additional Observations. The law establishes a Tax Differential Task Force comprised of one
representative each from the Office of the County Executive, the County Council and the Office of
Management and Budget, two representatives designated by the Prince George’s County Municipal
Association, and two members from unincorporated areas of the County appointed by the Chair of the
County Council. The Task Force is charged with conducting an annual review of the program and rules,
including methods to ensure adequate public awareness.

Each year, the County Executive’s Proposed Budget reports how much the tax differential reduces overall
County General Fund revenues. In the FY 14 proposed budget, the differential generates a real property tax
revenue reduction of $23.5 million. The budget also notes that FY 14 marks the third year since the
program started that the credit decreased year over year, and states this is due to the drop in assessable
value within the municipalities and budget cuts to some County services due to fiscal constraints.
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VIII. Findings

Municipal Tax Duplication (MTD) programs address authority, service and funding issues that are
unique to Maryland; specifically, double taxation issues that arise when counties and municipalities
deliver similar services. Montgomery County is one of seven counties that must provide a tax
differential or a tax rebate to comply with State law.

Last year, at Government Operations Committee worksessions on the Final Report of the Municipal
Revenue Sharing Task Force, several questions were raised about the County’s current MTD program.
The Council requested this OLO study to improve its understanding of MTD programs generally and
learn about other jurisdictions’ programs before it considers amendments to County law. The Council is
particularly interested in strategies to limit subsidies between municipal and nonmunicipal taxypayers.

OLO’s research found a body of policy and technical assistance literature exists but standardized
program methodologies or formulas do not. Instead, as envisioned in State law, each jurisdiction has a
customized approach that reflects its local circumstances. OLO identified strategies in the research
literature as well as practices in other jurisdictions that could improve the County’s program.

This chapter presents OLO’s findings, organized into five sections:

Legal Framework for Municipal Tax Duplication (MTD) Programs
An Overview of MTD Terms, Concepts and Methodologies

The Financial Context for Montgomery County’s MTD Program
Montgomery County’s MTD Program

Comparative Data and Information on MTD Programs

LEGAL FRAMEWORK FOR MUNICIPAL TAX DUPLICATION (MTD) PROGRAMS

Finding #1:  State law establishes a general structure for Municipal Tax Duplication (MTD)
programs to address ‘“double taxation’ of municipal property owners, although the
specific design of an MTD program is left to each individual county.

The University of Maryland’s Institute for Government Services (IGS) explains that the Maryland
Constitution and Code give municipalities and counties “concurrent power ... to levy taxes against real
property” as well as home rule authority to decide the [discretionary] services they want to deliver.'
Under the state’s fiscal service structure, if a county and its municipalities both levy property taxes to
fund an equivalent service, the potential exists for “double taxation” to occur.

More explicitly, the Maryland Municipal League (MML) defines double taxation as follows:

Double taxation exists (1) when a county and a municipality within that county provide similar
services financed with property tax revenues, and (2) when the county does not provide those services
within municipal corporate limits because the city or town already does so. In such cases, municipal
property owners pay taxes to both the municipal and county governments for a service (or services)
they receive only from the municipality.”

! Shandy and Wilson, Double Taxation and Tax Differentials in Maryland, p. 2.
> MML, “Property Tax Double Taxation in Maryland.” 2013. p. 1.
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The outcome of an MTD program is a transfer of value from a county government to a municipality or
its taxpayers that State law® defines as a “tax set-off.” Section §6-305(a)(2) defines "tax setoff" to
mean: (1) the difference between the general county property tax rate and the property tax rate that is set
for assessments of property in a municipality; or (2) a payment to a municipality to aid the municipal
corporation in funding services or programs that are similar to county services or programs.

In establishing the structure for MTD programs, State law creates two classes of counties: those that
must provide a “tax set-off” and those that may provide a “tax set-off” to address double taxation. State
law leaves two key components of an MTD program to local decision-makers: 1) the formula for
determining the value of the tax set-off; and 2) the payment method used for reimbursement.

MTD formulas. MTD programs must develop a formula to determine the amount of a tax set-off. The
Maryland Municipal League (MML) characterizes the choice of a formula as “the most important and
most controversial part of the process.” The MML advises that formulas be comprehensive and flexible;
it cautions against formulas that are too complex or too elaborate. State law (§ 6-305d) requires that a
county’s MTD formula calculate a tax set-off value based on property tax contributions and that a
county’s determination of the tax set-off amount consider:

® The services and programs a municipality performs instead of similar county services; and
e The extent that the similar services and programs are funded by property tax revenues.

These provisions establish the basis of the tax set-off value as that part of the service costs attributable to
property tax revenue, and a formula that uses this basis accurately resolves the fiscal inequities created
by double taxation.

MTD payment method. State law allows a tax set-off to take the form of a tax differential or tax rebate.
A tax differential lowers the county general property tax rate for municipal taxpayers. In theory, an
MTD program that institutes a differential tax rate to address instances of double taxation maintains
County service cost efficiency by limiting the flow of excess revenue to the County government for
services it is not in fact providing. The research suggests that differentials assure that municipal
taxpayers receive the full benefit of the lower rate, and that putting the lower rate on the tax bill helps
create buy-in for the continuation of the program.

A tax rebate maintains the same county general property tax rate for municipal and nonmunicipal
taxpayers. This method effectively captures the revenue collected from municipal taxpayers and
transfers it to their municipal government in the form of a rebate payment. In theory, an MTD program
that provides County reimbursement payments to municipal governments can result in a lower municipal
property tax rate since the rebate can be used for services that otherwise would have required a higher
municipal property tax rate. In practice, this outcome is difficult to measure.

The research indicates that municipal governments prefer tax duplication reimbursements because they
have control over how the funds are spent, and there are advantages to a concentrated benefit versus
distribution of a smaller, disbursed benefit to individual taxpayers.

3 MD Tax-Property Code §§ 6-305, 306
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Finding #2: Montgomery County’s MTD Program is established in County Code. Under its
current interpretation, County law provides for a more generous tax-setoff than
that authorized in State law; and it provides for only a municipal tax rebate, not a
tax differential.

Two MTD program design issues that State law delegates to the local governing body of a county are:
(1) the method to determine the amount of the tax set-off; and, (2) the method of tax set-off payment.

Value of the tax set-off. Section 30A-3, Determination of amount of reimbursement, establishes
Montgomery County’s method for determining the amount of its tax set-off. It specifies that the value of
the tax set-off must:

1) approximate the amount of municipal tax revenues required to fund the eligible services; and
2) be limited to the amount the county would expend to provide the eligible services.

Together, the current interpretation of these provisions (in place since 1996) justifies a formula that
equates the tax set-off to the full value of the County’s estimated service costs. Compared to State law,
this interpretation authorizes a more generous tax set-off since the full service cost can exceed the cost
share attributable to property tax revenues by 60% or more. In some cases, this approach may result in a
tax set-off value that exceeds the amount of the fiscal inequity created by double taxation.

Payment Method. County law provides for only one of the two payment methods authorized in State
law. While State law permits counties to authorize a tax differential or a tax rebate, County law only
recognizes a municipal reimbursement.

In sum, the design of the County’s MTD program authorized under the interpretation of County law in
place since 1996 establishes a more circuitous and more expensive solution to double taxation that
results in enhanced funding for municipal services. It contrasts with the permissive structure in State law
which permits two other options for the County to resolve the issue of double taxation. Specifically,

e The County could resolve the issue of double taxation less expensively and more directly on
behalf of the taxpayer by basing the value of the tax set-off on property tax contributions and
setting lower general county property tax rates within municipal boundaries; or

e The County could resolve the issue of double taxation less expensively with a rebate payment to
municipal governments that bases the value of the tax set-off payment on property tax
contributions. The interpretation of County law and MTD program formulas in place between
1982 and 1996 authorized this less expensive municipal rebate payment.

AN OVERVIEW OF MTD TERMS, PRACTICES, AND METHODOLOGIES

Finding #3: In general, administering an MTD program consists of four primary steps that
guide program outcomes.

A review of technical studies and county MTD program practices show four major tasks structure the
administration of an MTD program.
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¢ Generate a list of shared services funded by property tax revenues levied by a county and one
or more of its municipalities.

A list of shared services with property tax expenditures is used to differentiate services that give rise to
double taxation from the universe of local government services. Typically expenditures for direct
program costs qualify for an MTD tax set-off. An MTD program must first differentiate “county-only
services”, state service mandates provided only by counties, and “shared services”, discretionary services
that either a county or a municipality can provide.

An MTD program generates a list of shared services by reviewing County and municipal financial data
to identify those services that should be excluded from further consideration. A service must satisfy all
of the following four pre-requisites to be listed as a shared service funded with County and municipal
property tax revenues:

1) The County and one or more of its municipalities must both incur expenditures for the service;

2) The County and one or more of its municipalities must both levy a property tax to fund the
Service;

3) The service and tax boundaries for the County and municipal services must overlap; and

4) The County and municipal net service costs must each exceed their property tax revenues.

When these pre-requisites are applied to county and municipal financial service data, the following
categories of services are excluded from further consideration of double taxation: county-only services
(i.e., services such as K-12 education that are provided only by counties as a result of specific mandates
and authorities within State law); services funded by non-property tax sources such as enterprise funds or
program fees; services funded through special area tax districts; and services that are unique to a subarea
of the county or unique to a municipality.

After these exclusions are applied, the remaining categories of services are those accounted for in a
county or municipal general fund. Sometimes, non-program expenditures, such as general government
activities and miscellaneous spending, will also be excluded from further consideration, leaving only
expenditures for direct program costs.

e Subdivide this list of shared services into two groups: those shared provider services that are
reimbursable and those unique, sole provider services that are not reimbursable.

After a comparative review of county and municipal financial data shows where spending for shared
services exists, an MTD program subdivides this list into reimbursable and non-reimbursable services.

Reimbursable services are those designated for an MTD tax set-off because they are part of a
countywide shared provider system. County designation as a reimbursable service recognizes that these
services merit delivery through a shared provider system with a uniform cost structure.

Non-reimbursable services are unique services delivered by a sole provider. They are not eligible for
reimbursement either because they are unique programs or because they are non-program services that
exist only because the government itself exists.
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If the list of reimbursable services includes similar services with partial or intermittent levels of
municipal effort, IGS recommends the use of service rates to address these service differences. IGS
advises that the basis for the service rate be the level or rate at which the municipality provides the
service. Use of a service rate allows the county to recognize situations where a municipal service is
equivalent to a county service, but the municipal level of effort differs.

¢ Determine the net program costs of the shared provider reimbursable services using a
consistent set of rules to account for the various cost factors and revenues.

Different methodologies exist for calculating shared provider reimbursable service costs. Most formulas
calculate net costs of service and make adjustments for various revenues. The assessable property tax
base or unit factors, such as population or mileage, are commonly used to distribute the value of these
costs to municipalities. IGS has developed two MTD methodologies for calculating tax differential and
rebate amounts. Both methodologies follow the same approach; however, they use different data and
they are designed to answer different questions.

The Saved County Costs approach uses county expenditure data to generate a reimbursement amount
that estimates the county property taxes paid by municipal residents for shared services provided in
nonmunicipal areas. The Municipal Replacement Costs approach estimates the amount of property tax
revenue from nonmuncipal taxpayers that would be required to replace the current level of municipal
expenditures.

The IGS methodology for determining costs of services consists of steps to calculate total county or
municipal expenditures including factors that adjust for overhead and administrative costs. It also
develops a schedule of revenues and subtracts non property tax revenues (both earmarked and general) to
determine the property tax funding cost share.

¢ Determine the basis for the rebate payment and calculate the tax differential or rebate.

Different methodologies and different bases exist to calculate a tax differential or tax rebate amount and
to determine how the total cost value is assigned to different municipalities.

IGS’ calculation of tax differentials and rebate amounts uses municipal and nonmunicipal tax bases to
determine the subsequent value or cost to each entity. IGS’ technical assistance studies provide
methodologies and formulas that calculate costs attributable to property tax funding as required in State
law. IGS does not provide calculations for a full tax-supported rebate or differential; however, other
programs have developed methodologies to use unit cost factors (e.g., population and road mileage) to
determine the total costs to be distributed and then allocate these cost values among the municipalities.

FINANCIAL CONTEXT FOR MONTGOMERY COUNTY’S MTD PROGRAMS

Finding 4: In 2011, combined County and municipal spending totaled $2.5 billion - $1.8 billion
(72%) for county-only services and $691 million (28 %) for shared services.
Municipal shared services spending totaled $105.5 million. Estimated costs for
reimbursable services accounted for 11% ($11.3 million) of this spending.

OLO Report 2013-6 58 June 18, 2013



Municipal Tax Duplication and Revenue Sharing in Montgomery County MD

The County and its municipalities file annual uniform financial reports with the State Department of
Legislative Services. After DLS receives these reports, it publishes a Report of Local Government
Finances Data each October. OLO used these 2011 State and County data to create a composite picture
of County and municipal expenditures by service responsibility and provider system. The municipal data
is cumulative for all the municipalities in Montgomery County. The profile uses County MTD formulas
to develop County and municipal estimates for reimbursable and non-reimbursable services.

The State’s grant of concurrent home rule authority to county and municipal governments allows either
government to provide discretionary services with no requirement for coordination. Or, as IGS observes,
“there is no rational guide for determining which services municipalities should perform and which
services counties should perform.”

This permissive structure creates parallel spending for similar services as well as the State mandate for
an MTD program. Since State law mandates a county reimbursement for duplicative services spending,
it is possible to differentiate shared provider services from those services county and municipalities
deliver independently.

Table 8-1 shows 2011 expenditure data for county-only services and shared services from the County
General Fund; corresponding expenditures from the Municipal Operation Funds; and estimates for
reimbursable and non-reimbursable costs based on County MTD data.*

Combined, municipalities spent $105.5 million on shared services in 2011. Of that total, $11.2 million
(11%) represents service costs reimbursed under the MTD program and $94.3 million (89%) represents
non-reimbursable services. By comparison, the County spent $198.4 million (34%) for reimbursable
services and $387.3 million (66%) for non-reimbursable services. Both entities saw larger spending
shares for non-reimbursable (sole provider) services than reimbursable (shared provider) services.

Table 8-1: County General Fund and Municipal Expenditures by Service Responsibility, 2011

Service Tvpe County General Municipal Operation Total

yp Fund Expenditures Fund Expenditures | Expenditures

County Only Services $1.8 billion - $1.8 billion

Shared Services

Reimbursable $198.4 million $11.3 million $210.0 million
Non-Reimbursable $387.3 million $94.1 million $481.4 million
Subtotal Shared $585.7 million $105.5 million $691.2 million

Total $2.4 billion $105.5 million $2.5 billion

Source: Montgomery County Uniform Financial Report, DLS Local Government Finances Handbook

* Note that the data excludes expenditures from County and municipal enterprise funds, expenditures from debt service
and capital funds, and the County’s special area district funds since these services are not a source of county general
property tax duplication (i.e, sewer/solid waste, parks and recreation, and debt service). The data also excludes
municipal operation fund expenditures for services provided at the County level through enterprise and/or special district
funds.)
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Finding 5: Due to budget constraints, the County has not funded the MTD program at the
rebate formula amount since FY09. In FY13, the approved MTD payment of $7.8

million was $3.8 million less than the rebate formula amount.

Recent County budget constraints have limited MTD payments. Due to budget constraints, the County
has not funded the MTD program at the approved formula amount since FY(09. Table 8-2 shows the
differences between the approved formula and the actual payments from FY07 through FY13. The
funding gap peaked at $14.9 million in FY12. In FY13, the County provided $7.8 million in MTD
payments, or $3.8 million less than the formula amount of $11.6 million.

Table 8-2: MTD Rebate Formula Results and Approved Payments, FY07 to FY13 (000s)

Results FY07 FY08 FY09 FY10 FY11 FY12 FY13
Rebate Formula $7,509 $6,879 $8,705 $9,996 $21,264 $11,582
Actual Payment $7,459 $7,488 $7,488 $7,488 $6,365 $6,375 $7,777
Difference ($50) $609 | ($1,217) $7488 | ($3.631) | ($14,889) | ($3.805)

Source: OMB. In FY10, the County and municipalities agreed to keep the same payment due to the ongoing work of

the 2007 Task Force. As a result, no formula was calculated.

Finding 6:

Municipalities in Montgomery County spend an average of $180 more per capita on

shared services than the County Government. This difference is attributable to
discretionary spending on non-reimbursable shared services.

Both county-only services and reimbursable shared services are delivered countywide with a uniform
cost structure. In contrast, services that the County and its municipalities provide independently (i.e.,
non-reimbursable shared services) have different service areas and different spending levels.

Table 8-3 displays County and municipal per capita spending for non-reimbursable shared services. The
data show that municipalities spent approximately $180 more per capita than the County on non-
reimbursable shared services in 2011. Since municipal residents receive a combined benefit from both
County and municipal spending on non-reimbursable services, this effectively increases a municipal
residents’ per capita spending and widens the per capita spending gap between municipal and

nonmunicipal residents.

Table 8-3: 2011 Per Capita Spending for Non-Reimbursable Shared Services

County Municipal
Non-Reimbursable Shared Services
General Government $203 $255
Police $50 $133
Other Public Safety $27 $45
Transportation $11 $52
Community Dev and Public Housing $4 $36
Economic Development $6 $3
Miscellaneous $96 $56
Total Shared Services $397 $580

Source: Montgomery County Uniform Financial Report, DLS Local Government Finances Handbook
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MONTGOMERY COUNTY’S MTD PROGRAM

Finding #7:  Four specific issues with the County’s conditions for determining reimbursable
services create confusion about the County’s overall MTD reimbursement policy.

In Montgomery County, three factors — criteria in County law, review and recommendations from
periodic task forces and subsequent Council resolutions — govern how the County makes its
determinations of reimbursable services. The four criteria used to identify reimbursable services are
found in Section 30A-2, Qualification of municipal public services for county reimbursement. It states:
“Municipal public services shall qualify for county reimbursement if the following conditions are met:

(1) the municipality provides the service to its residents and taxpayers;

(2) the services would be provided by the county if it were not provided by the municipality;

(3) the service is not actually provided by the county within the municipality; and

(4) the comparable county service is funded from tax revenues derived partially from taxpayers
in the participating municipality.”

A review of the identified reimbursable services in the 1978, 1982 and 1996 Task Force Reports found
ongoing references to reimbursements based on “county funding from property tax expenditures” and an
ebb and flow of eligibility for reimbursement for different types of services. These patterns show a lack
of clarity has emerged over the years about the interpretation of the four conditions in Section 30A-2.
OLO indentified four specific issues with the County law that create confusion about overall
reimbursement policy:

e Whether or not the County would provide a service if a municipality does not. The current
criteria allow the County to determine that it would not provide a service if it were not provided by a
municipality and thus not reimburse for that service. This stands in contrast to IGS’ methodology
and programs that use County and municipal budget or expenditure data to determine the existence
of reimbursable services.

¢ Precluding County/municipal service partnerships. The requirement that a service is not actually
provided by the County within the municipality precludes County/municipal service partnerships.
Absent a conceptual approach that recognizes service rates or partial service levels, current County
law provides no recognition of municipal expenditure contributions that are not full service
substitutes.

e Tax revenues vs. property tax expenditures. The State law, the original Gleason report, and all
three Task Force reports contain numerous, explicit references to reimbursements based on County
property tax expenditures. The language in the reimbursement conditions, however, simply refers to
tax revenues and does not distinguish between property tax and other tax revenues. This disconnect
creates a fundamental ambiguity about the law’s intent and purpose.

e Application of the MTD law to special district tax revenues. The reimbursement conditions do
not explicitly address whether the law intends for the County to issue rebates for programs funded
with special area property tax revenues. While neither County nor municipal boundaries can be
redrawn to address the duplicative taxation issues that arise in the general fund, a special area tax
district can remedy this issue.
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Finding #8: The County’s current list of reimbursable services includes different determinations
on reimbursement eligibility for seemingly similar services.

Several disconnects exist between the County’s current list of reimbursable services, its service funding
structures, its payments and municipal services. Recommended practices for the administration of an
MTD program apply a set of filters to County and municipal financial data in order to methodically
exclude those services that do not give rise to double taxation issues and include those that do. The
County’s current list of reimbursable services does not reflect a methodical approach. For example, the
current list of reimbursable services:

¢ Includes reimbursements for park maintenance services, which are not funded through the
General Fund. At the County level, these services are provided and funded through the
Metropolitan District, a bi-county special tax district administered by the Maryland National Capital
Park and Planning Commission and the Montgomery County Parks Department. Designating these
services for an MTD rebate uses taxpayer dollars from the General Fund to resolve a tax equity issue
that properly belongs to the Metropolitan District Fund (and that could be resolved through redrawn
boundaries).

¢ Includes land use hearings provided by one municipality but not others. County Board of
Appeals and administrative zoning hearings are provided by two legislative offices that are
accounted for in the General Fund. The current list of reimbursable services issues MTD rebates to
the Town of Chevy Chase since it provides its own hearing services; but does not issue rebates to
other municipalities, such as Rockville and Gaithersburg, that also provide these services.

e Excludes Takoma Park library services, which instead receive a rebate under a different
County law. Section 2-35 of the County Code authorizes a property tax rebate payment to the City
of Takoma Park outside of the MTD program. Additionally, the method for determining the library
rebate amount is comparable to those used by IGS, Anne Arundel and Prince George’s counties to
determine rebates attributable to the share of a service funded by property tax revenues.

¢ Includes a rebate for Takoma Park police services, in addition to a separate rebate provided
under a different County law. Takoma Park receives two rebates for police services, one through
the MTD program and another authorized under Section 35-5 of the County Code. The Code
establishes pre-set tax rate values for determining that rebate amount (4.8 cents for real property and
12 cents for personal property).

¢ Excludes reimbursement for Chevy Chase Village, Gaithersburg and Rockville police services.
The 1996 Task Force Report and subsequent Council Resolution disqualified police patrol services
provided by Chevy Chase Village, Gaithersburg and Rockville based on a logic that misapplied the
definition of the reimbursement amount as a criteria for determining a reimbursable service. Before
this change, these services had been eligible for a rebate since 1982.
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Finding #9: The County’s use of different MTD cost of service formulas fails to establish an
objective basis for the MTD program’s administrative determination of tax equity.
The current formulas are outdated, lack uniformity, and their results are ignored.

The County’s MTD program depends on a collection of formulas that OMB uses to calculate both its
costs of service and its subsequent rebate payments. Each of the task forces established in 1978, 1982
and 1996 was charged with reviewing the program’s formulas.

Notwithstanding the efforts of these groups, the MTD program’s formulas, including gaps between the
formula results and the approved payments, have been an ongoing and persistent problem. In 1984,
MML reported that “the distribution formula was complicated, controversial and occasionally not fully
funded.” More recently history shows ongoing mismatches between the MTD formula results and the
approved payments. (See Finding 5.)

A review of the formulas that the MTD program uses to calculate costs of services shows the County
currently uses three distinct approaches to determine costs of service. Specifically:

® One service type (park maintenance) adjusts prior year payments for inflation;

e Six service types (roads, planning and zoning, animal control, human rights, senior
transportation and groceries) use existing or compiled program budget data to develop unit
costs; and

e Two service types (Takoma Park crossing guards and police) use personnel costs and/or
workload factors.

If Takoma Park police and library rebates are added to the mix, the distinct number of approaches
expands to five.

These distinct approaches reflect an ad hoc assortment of events and agreements developed over
time. For example, the parks formula uses an inflation factor because the accounting system that
supported the parks formula was discontinued in 1988 and the Takoma Park police formula reflects
a 2002 memorandum of understanding between the County and the City.

The value of using a consistent set of formulas to make administrative determinations is to bring
uniformity, objectivity and credibility to both the process and its results. The County’s ad hoc
approach stands in contrast to IGS’ recommended methodology or programs in other counties where
a consistent set of factors is uniformly applied to each service area to determine either their tax
differentials or their rebate payments.

Finding #10: The administrative structure for the County’s MTD program lacks a set of clear
decision documents, a periodic review cycle and a mechanism for resolving errors.

Ideally, the administrative structure for an MTD program has a set of clear decision documents, a
uniform set of criteria and formulas, an established program development and review cycle and a
mechanism for addressing and resolving omissions and errors.
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The County’s MTD program currently lacks clarity and a functional administrative structure. The
contradictions that exist between the law and the program’s governing documents leave the program’s
purpose open to question. The use of intermittent Task Force reports and Council Resolutions produces
one-time, all or nothing decisions that remain in effect for an indefinite period of time. And, the lack of
a regular review cycle or an appeal process, means no mechanism exists to address and resolve issues
that arise due to municipal changes in service, mistakes or other external changes.

Finding #11: Municipal stakeholders perceive that, despite its good intentions, the MTD program
in its current form does not adequately address persistent tax differential issues and
that it has an inherently political element.

Feedback from a focus group and interviews with municipal representatives identified several issues with
the current administration of the MTD program. Representatives emphasized that despite their concerns
about the MTD program they value their good working relationships with County departments generally.

Participants shared specific concerns about the County’s reimbursement payments and its formulas.
Concerns with the payments were that they did not meet municipal expenses. Participants suggested this
is due in part to outdated reimbursement formulas and a shift of administrative responsibilities from the
County to the municipalities.

Other participants suggested that the cost formulas are not realistic. There were widely shared concerns
that no consistent methodology exists for either revising or updating the formulas and observations that
the formulas are recalculated infrequently. One participant reported that although they initiated action to
update a formula themselves the issue was still unresolved.

Suggestions from municipal representatives for improvement include:

e more regular identification of the elements of each formula as well has how recently they are
updated;

e allowing reimbursement payments for “non-recurring costs;”
establishing an “audit process” for the formulas; and
releasing relevant information to municipalities ahead of when it is released in the budget so
municipalities would have a chance to locate and correct potential errors.

Finding 12: In addition to MTD programs, Maryland’s shared revenue structure also requires
municipalities receive a share of county income taxes. Over the years, some studies
and/or organizations have expressed concern over the combined value of these
revenue sources relative to actual municipal expenditures.

Both the state mandate for distributing a share of county income taxes to municipalities and the state
mandate to implement tax differentials or issue tax rebates are intended to ensure municipalities have
access to county revenues to fund their discretionary services. The state envisioned these revenues could
relieve pressure on local municipal property tax rates and, in the case of the property tax differential,
ensure fairness for municipal taxpayers.
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Both state mandates transfer county general fund dollars to municipal households to support municipal
spending priorities. The first transfers a share of county income tax revenue and the second transfers a
share of county property tax revenue.

Unlike the countywide income tax offset credit that the Council sets as part of its budget process, these
two programs are uniquely available to municipal governments (in the case of the shared county income
tax or a property tax rebate) or municipal property owners (in the case of a property tax differential.)

Since municipal spending can only support discretionary services, one effect of these programs is to
reduce county general fund resources available to fund state imposed county-only services. A key
difference between the two programs is that a County Council can control the amount of the property tax
rebate through the formulas it approves to administer the MTD program,; it cannot control the shared
county income tax revenue since this is based on the income earnings of municipal residents.

Historically, the combined impact of an MTD program and the shared county income tax program has
come up as part of several reviews and analyses. For example, in 1970 the Maryland Legislative Council
Committee on Taxation and Fiscal Matters published a study that recommended against a statewide
MTD program, stating: “the existing allocation of State Shared taxes among counties and municipal
corporations and the existing requirements for the counties to make certain revenues available to
municipal corporations have created instances where municipal corporations are receiving a
disproportionate share of revenues for the type of services provided.”

More recently, IGS’ also discusses the combined influences of municipal home rule, the state shared
revenue structure and MTD programs. It states:

[T]he amount of state-shared revenue generated by Maryland’s tax structure and allocated to
counties and municipalities has a substantial impact upon the justification for, and the size of, tax
differentials. If a municipality provides very few services, it is possible that the state-shared
revenues received by the municipality to help it fund these services will exceed the equivalent
amount of county property tax levied against municipal residents to fund a parallel county
service. In this case, no tax differential would be awarded.’

Finding #13: When a municipality’s share of county income tax exceeds its shared provider costs,
an MTD tax set-off does not resolve a fiscal inequity between municipal and
nonmunicipal taxpayers due to double taxation; instead, in those instances, the
MTD payment creates a further disparity.

The stated purpose of many MTD programs is to resolve an inequity borne by municipal taxpayers
created by double (property) taxation. However, when the effects of the shared county income tax are
included, the fiscal inequities attributable to double property taxation may be lessoned or disappear
altogether if the value of the shared county income tax meets or exceeds municipal shared service
expenditures.

> County Property Tax Rate Differential for Municipal Residents, p. 330.
¢ Shandy and Wilson, p. 10.

OLO Report 2013-6 65 June 18, 2013



Municipal Tax Duplication and Revenue Sharing in Montgomery County MD

To address this IGS advises “It is possible that no tax differential could be awarded to small
municipalities that provide very few services. In order to justify a tax differential from the county, a
municipality must provide a sufficient number of services to offset the state shared revenue that it

: ”7
receives.

In FY11, 20 of the 22 municipalities in Montgomery County received a share of county income tax
revenue that exceeded their total reimbursable shared service costs. Under a strict application of the IGS
methodology described above, i.e., a comparison of shared county income tax to costs attributable to
property tax revenue, no municipalities would have qualified for a MTD reimbursement in FY11. Under
a less strict approach that aligns with the County’s current administration of the MTD program, i.e., a
comparison of shared county income tax to total reimbursable costs, only two municipalities would have
qualified for a MTD reimbursement in FY11.

COMPARATIVE DATA AND INFORMATION ON MTD PROGRAMS

Finding #14: Statewide, seven counties provide tax differentials, seven provide rebates, and four
provide a combination of both.

The exhibit below shows the type of MTD program in 18 Maryland counties. The counties without an
MTD program either do not have municipalities (Howard and Baltimore) or have opted not to implement

a program (Queen Anne’s, Wicomico, and Worcester).

Exhibit 7: Maryland Counties with Municipal Tax Duplication Programs

Program Type* Program Type*
Mandatory Differegntial ylgebate Voluntary Differelftial yl[;ebate
Allegany v Calvert v
Anne Arundel v Caroline v
Frederick v Carroll 4
Garrett v v Cecil 4
Harford v v Charles v
Montgomery v Dorchester v v
Prince George’s v v Kent v
Somerset 4
St. Mary’s v
Talbot v
Washington v

*As of 2012. Source: OLO and DLS

7 Shandy and Wilson, p. 2.
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Finding #15: A high degree of variation exists among MTD programs across the state in terms of

total reimbursement, per capita value of the tax set-off, and types of services
qualifying for reimbursement.

MTD payment data from annual tax set-off reports published by the Department of Legislative Services
as well as MTD program data from the State’s 25 largest municipalities shows:

In the seven counties with mandatory programs, the counties with the highest tax set-off values
in FY'12 were Prince George’s ($33.1 million), Anne Arundel ($26.2 million), Frederick ($7.4
million) and Montgomery ($6.3 million).

On a per capita basis, Annapolis receives the largest tax set-off (valued at $674 per person) while
College Park ($14 per person) and Gaithersburg ($17 per person) receive the smallest tax set-
offs.

The most heavily represented service areas were police (20 municipalities), public works (12
municipalities) and code enforcement (10 municipalities).

Among the mandatory programs, eight Prince George’s municipalities provided the highest
number of services (ranging from 7 to 9 services), followed by two Allegany County
municipalities (6 services), Annapolis (5 services), and three Montgomery County municipalities
(3 to 4 services).

The cities of Frederick, Rockville, Gaithersburg and Bowie are the four largest municipalities in
the state; however, Bowie’s per capita tax set-off rate ($176 per person) is roughly six times that
of Rockville’s ($30 per person) and ten times that of Gaithersburg ($17 per person). The City of
Frederick’s per capita reimbursement is $76.

Finding 16: A detailed review of MTD programs in Anne Arundel, Frederick, and Prince

George’s counties reveals several notable program features, many of which serve to
enhance the clarity and simplicity of the programs.

Chapter VII includes an in-depth review and description of MTD programs in Anne Arundel, Frederick,
and Prince George’s counties. Two general comparative observations are listed below, followed by a
summary of notable features of each county’s program.

Anne Arundel and Prince George’s counties use a tax differential payment method; Frederick
County gives its municipalities the option to choose their payment method.

Anne Arundel and Prince George’s counties base their tax differentials on net costs attributable
to property tax revenues; Frederick County uses formulas that calculate full service costs capped
by a factor that reflects municipal revenue contributions.
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Anne Arundel County. A provision in state law, unique to Anne Arundel County, prohibits imposing a
county property tax on “property of a resident of a municipal corporation for any service that the
municipal corporation provides for the resident.”® While the only municipality in the County is the City
of Annapolis, this provision effectively creates distinct lines of authority, distinct service area boundaries
and simplifies the determination of reimbursable services. This structure allows Anne Arundel to
convert nonmunicipal service costs into a tax differential since those costs directly reflects County
property tax dollars spent for services that are not provided to Annapolis’ residents.

Frederick County. Frederick County’s program is most similar to Montgomery County’s, but also has
three unique structural features:

e A two-pronged formula for calculating total reimbursement costs, using the lower of the two
results as the basis for the distribution. The formula has an approach for determining net service
costs and unit cost factors that is consistent across all service areas.

e A “CAP factor” that sets a ceiling on the total cost calculation for each service area, and is
designed to prevent over-reimbursement by nonmunicipal taxpayers.

e The redistribution of “excess” rebate payments. When the rebate payment allocated to a
particular municipality under the formula exceeds its actual expenditures for that reimbursable
service, the excess payment is redistributed to other municipalities where the rebate amount was
lower than expenditures.

Prince George’s County. Prince George’s County has several program features (developed in
consultation with IGS), including application forms, an electronic application process, a kickoff meeting,
and a written guide of services to advise the municipalities on the service categories and activities that
are eligible for reimbursement, that allow for consistency in the program’s structure. Other features from
Prince George’s County include: the use of service rate factors for partial municipal service
contributions; the practice of soliciting municipal expressions of interests about services that merit
reimbursement; and the use of a rolling average to bring stability to the municipal payment stream. The
rolling average is intended “to provide stability to municipal residents’ County tax rates, smoothing what
could otherwise be large rate changes that could be triggered by a reorganization of County services,
economic fluctuations, changes in municipal service levels or other factors.”

¥ MD Tax Property Article § 6-307
? Proposed FY 14 Budget, Revenue, p. IV-18.
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IX. Recommendations

In accordance with State and County law, Montgomery County provides a municipal tax duplication
(MTD) program to address potential double taxation of municipal residents who pay property taxes to
both the County and a municipality for certain similar services. The Council requested this study to gain
a better understanding of MTD programs, with a particular interest in strategies that can increase the
fairness and transparency of Montgomery County’s program.

As detailed in the previous chapter, OLO found that the County’s MTD program has a complicated law,
an inconsistent set of reimbursable services, an assortment of ad hoc formulas and methodologies, and
rebate results that are not always followed. As a result, the Council has an opportunity to “reset” the
MTD program in a manner that will ensure an effective, evidence-based, fair, and transparent structure
going forward. This chapter outlines OLO’s recommendations for the Council’s consideration.

Recommendation #1: Implement nine revisions to strengthen the fairness, uniformity and
sustainability of the County’s MTD Program.

This recommendation proposes nine revisions to the MTD Program’s current list of reimbursable
services, its cost of services methodology and its payment methods. OLO recommends that the Council
review and discuss each revision, and make a formal determination on whether it will proceed with each
by amending the County Code that authorizes the MTD program and/or updating the Council Resolution
that establishes the County’s MTD policy.

Since the intent of MTD programs is to establish and administer local tax policy, final decisions about
the methodologies that are used to determine reimbursable services, the formulas that determine tax set-
off values, and who administers them belong to the Council as the local governing body.

In brief, OLO recommends:

e Re-establishing property tax revenue as the basis for MTD payments and providing the option for
property tax differentials;

e Instituting a uniform approach to cost of service determinations that relies on unit cost factors
and readily available data;

e Recognizing partial service levels of effort and re-instating police patrol services for Chevy
Chase Village, Gaithersburg and Rockville if they agree to be first responders; and,

e Other changes, e.g., to Takoma Park rebates, park maintenance and land use hearings, to better
align the MTD program with the County’s fiscal service structure.

Together, these revisions are intended to simplify and standardize the County’s MTD formulas; enhance
the consistency of reimbursement across municipalities; improve the transparency and fairness of the
MTD program for municipal participants through a consistent set of formulas based on readily available
data; and address the issue of disproportionate nonmunicipal taxpayer subsidies.

These revisions will change both the total cost of the MTD program and each jurisdiction’s rebate
amount. A set of tables at the end of this chapter provide estimates to show the MTD program costs and
payments with these proposed revisions and how these new payments compare to those in FY13.
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Revision A: Revise the MTD payment formula to reimburse on a property tax cost basis instead
of a full service cost basis to better align the County’s MTD program with State law
and the State’s shared revenue structure.

State law requires that Montgomery County reimburse eligible municipalities for inequities caused by
duplicative property tax payments for shared services. However, since 1996 County policy has used a
rebate formula that bases the payment amount on the County’s full service costs. Under this formula, the
County’s payment amount is two to five times higher than it would be if the formula based the payment
amount on the share of service costs attributable to property tax revenue.

Also, State law requires MTD rebate payments (for property tax duplication) within the context of the
State’s shared revenue structure that also redirects a County income tax payment to each municipality.
As a result, a municipality can receive a County MTD rebate and a County income tax payment that
exceeds the costs of its reimbursable services.

When the combined County revenue from the income tax payment and MTD rebate exceed a
municipality’s reimbursable shared service costs, the net effect is a nonmunicipal taxpayer subsidy for
municipal services. This nonmunicipal tax duplication issue arises when nonmunicipal taxpayers are
charged twice to reimburse municipal taxpayers for municipal services they cannot access.

IGS recommends that the local design of an MTD program first examine the relationship between the
county income tax revenues a municipality receives and its shared service expenditure obligations to
determine if a MTD payment is warranted.' In FY11, 20 of 22 Montgomery County municipalities had
shared county income tax revenue that exceeded the full cost of their municipal reimbursable services,
thus creating an “excess credit” situation even before the MTD payment was taken into account.

To limit the unintended effects of the shared revenue structure on nonmunicipal taxpayers and to more
closely align the County’s program with State requirements, OLO recommends that the Council support
revising the MTD formulas to reimburse on a property tax basis instead of a full cost basis.

Revision B:  Give municipalities and their taxpayers an option to make a one-time election for
either a County property tax rate differential or a property tax share municipal
rebate payment.

While State law permits tax set-offs to be either a lower County property tax rate (a tax differential) or a
municipal rebate payment, current County law provides for a rebate payment only.

MTD research suggests that municipal governments usually prefer tax rebate payments because they
have control over how the funds are spent. Also, some perceive that the advantages of a concentrated
rebate payment outweigh the smaller tax differentials.

The Maryland Municipal League states that an advantage of a tax differential is that it gives each
municipal taxpayer a personal stake in its continuance. From a governance perspective, a tax differential
is the only method that returns the “saved” County revenue directly to the taxpayer.

" As IGS advises “It is possible that no tax differential could be awarded to small municipalities that provide very few
services. In order to justify a tax differential from the county, a municipality must provide a sufficient number of
services to offset the state shared revenue that it receives.” Shandy and Wilson, p. 2.
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A key issue OLO heard from its focus group of municipal representatives was the unpredictability of the
County’s rebate payment. These concerns are validated by the County’s recent history, which funded
rebate payments at a level almost $4 million below the approved formula amount. This experience
suggests that the stated advantage of a municipal tax rebate giving municipalities more control gave way
during the economic downturn. Given this recent experience, County and municipal officials may want
to discuss whether a tax differential could limit the unpredictability of MTD payments during an
economic downturn or alternatively improve the sustainability of the MTD program.

OLO recommends that the Council allow each municipality a one-time option to choose whether it wants
to provide its residents with a property tax differential or receive a municipal rebate payment. A
variation of this model was adopted by Frederick County when it revised its MTD program in 2011.
Currently, Prince George’s County and Anne Arundel County also administer tax differentials.

Revision C: Fund park maintenance service rebates with revenue from the Metropolitan
District, or redraw the Metropolitan District boundaries to eliminate the need for
park maintenance reimbursement payments within the MTD program.

The Council currently funds MTD program rebates for park maintenance out of the General Fund despite
the fact that the Metropolitan District, a special area property tax district, exists to fund park maintenance
and other park activities. Both IGS and MML note that special area tax districts can serve as a vehicle to
resolve the tax equity issues that would otherwise require a municipal tax duplication program. Also, the
formula that the MTD Program uses to calculate rebate amounts is outdated. A subcommittee of the
Municipal Revenue Sharing Task Force developed a proposal to update the methodology for calculating
park maintenance service costs.

OLO recommends that the Council revise current practice for park maintenance reimbursement under the
MTD program through one of the two options listed below:

e Endorse re-drawing the boundaries of the County’s Metropolitan District to exclude those
municipalities that currently pay both Metropolitan District property taxes and fund park
maintenance activities through municipal property taxes. This action would remove any potential
double taxation for park maintenance services and eliminate the need for these services to be
included in the MTD program; or

e Adopt the updated methodology for calculating park maintenance service costs as endorsed by
the Municipal Revenue Sharing Task Force, and fund the annual payments determined under this
methodology with revenue collected from the Metropolitan District Tax.

Since the Metropolitan District is a state established bi-county tax district, re-drawing the tax district
boundaries may require state legislation. Adoption of the updated methodology option could be included
as part of an updated Council resolution. Additionally, either revision option could require action from
the Montgomery County Parks Commission.

Revision D: Transfer the Takoma Park Library rebate, currently authorized as a separate
payment in County law, into the MTD Program.

The current library rebate to the City of Takoma Park is a tax duplication payment, as it reimburses the
City for that portion of County property tax payments that City residents pay for County library services.
As such, the library rebate clearly falls within the scope of the MTD Program.
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OLO recommends that the Council continue to reimburse Takoma Park for library services, but do so as
part of the MTD program instead of under a separate County law. Consolidating the tax duplication
determinations for all services into one program would improve the County’s ability to make uniform
cost of service determinations and improve the County’s overall tax duplication governance structure.

This action may require amending County law to eliminate the stand-alone rebate payment and clarify
that library services reimbursement should be funded through the County’s MTD program.

Revision E: Include land use administrative hearings as reimbursable services under the MTD
program for all municipalities in the County that provide these services.

The MTD program currently issues a rebate payment for board of appeals and zoning administration
hearings to only one municipality, the Town of Chevy Chase. Seven other municipalities in the County
provide their own land use administrative hearings that are funded by city property taxes but do not
receive an MTD reimbursement. As a result, the residents of these seven municipalities pay county
property taxes to the County General Fund that pay for County land use administrative hearings that the
municipal residents do not use. This is the type of double taxation issue a Municipal Tax Duplication
program exists to address.

OLO recommends the Council update the MTD program policy so that reimbursements for land use
administrative hearings are provided consistently across qualifying municipalities.

Revision F:  Revise current cost of service formulas with a methodology that uses available
activity and/or relevant program data to develop unit cost factors for crossing
guards, human relations and library services.

The effective administration of an MTD program requires a consistent set of formulas to bring
uniformity, objectivity and credibility to the processes that MTD uses to determine tax set-offs. OLO
found the County’s MTD program’s formulas have been an ongoing and persistent problem.

The current mix of MTD formulas includes some that calculate net per capita service costs. Specifically,
the County uses this approach to calculate rebates for animal control, board of appeals and zoning
hearings, and senior groceries and senior transportation services.

OLO recommends that the County adopt this unit cost methodology for crossing guards, human
relations, and library services. In effect, this approach uses the County’s average net per capita service
cost as a proxy to assign a value to a municipal service that reflects its proportionate contribution to a
countywide service network. This approach sacrifices some precision compared to current formulas in
exchange for more consistent, transparent and predictable service cost determinations. Developing and
updating a schedule of unit costs would also allow municipalities to replicate the County’s calculations
and estimate their own payment amounts as soon as the County posted a schedule of unit cost factors.

OLO recommends following IGS recommended practices and adapting the process steps that Frederick
County uses to calculate its initial service area costs.

1) The first step establishes the Total Program Costs.
2) The second step subtracts service and program related revenues from the Total Program
Costs to determine the Net Program Costs.
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3) The third step divides the Net Program Costs (from step 2) by the population of the County’s
service area to determine the County’s per capita service cost; and

4) The fourth step multiplies the unit cost (from step 3) by the sum of the municipal populations
not served by the County to determine the total municipal cost share.

Revision G: Revise the methodology for transportation services reimbursement to determine the
County’s net costs per mile using data from the Local Highway Finance Report filed
annually with the State.

The existing transportation services formula already calculates a per mileage cost factor and uses unit
cost factors for discrete maintenance activities. A subcommittee of the Municipal Revenue Task Force
proposed revisions to this formula but municipal and Executive representatives were not able to reach a
consensus recommendation.

Montgomery County annually files a Local Highway Finance Report with the State as an attachment to
the Uniform Financial Report. The Local Highway Finance Report captures both revenue and
expenditure data. The reported revenue items include State Highway User Revenues and General Fund
appropriations, and the reported expenditure items include capital outlays, maintenance, road and street
services, General administration and miscellaneous, and highway law enforcement and safety.

OLO recommends that the Council endorse revising the MTD reimbursement formula to use these
annual reporting data to calculate the County cost per mile for transportation services using three
expenditure components: 1) maintenance, 2) road and street services, and 3) general administration.
Adopting this revision will ensure a consistent and repeatable set of expenditure data are used each year
to determine per mile costs. The calculations proposed under this revision would consist of the following
steps:

1) Sum the expenditures for Road Maintenance, Road and Street Services and General
Administration and use this result as the Total Transportation Service Cost.

2) Divide the General Fund appropriation into total receipts to determine the General Fund
contribution. Multiple this ratio by the Total Transportation Services Cost (from Step 1) to
determine the General Fund’s Program Cost.

3) Prepare a Schedule of Transportation Revenues from the UFR Revenue Schedule and subtract
these revenues from the result in Step 2 to determine the Net Activity Cost.

4) Divide the Net Activity Cost (from Step 3) by the County maintained mileage to determine the
County’s average service cost per mile.

5) Multiply this factor by the municipal miles to determine the proxy amount for the municipal cost
of transportation services.
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Revision H: Provide a single reimbursement payment for Takoma Park police services through
the MTD program by eliminating the stand-alone payment authorized in the
County Code. Revise the current repayment methodology to utilize a unit cost
formula.

Currently, the methodologies for the Takoma Park police services rebate consist of one payment outside
of the MTD program, i.e., a property tax rebate authorized in the County Code, and one payment within
the MTD program that relies on an assortment of personnel data and position costs to develop a County
cost that replicates City service levels as detailed in a 2004 memorandum of understanding. The
Municipal Revenue Sharing Task Force did not address either formula.

OLO recommends that the Council consolidate all rebate payments for Takoma Park police services into
the MTD program. Consolidating the tax duplication determinations for all services into one program
would improve the County’s ability to make uniform cost of service determinations and improve the
County’s overall tax duplication governance structure.

Additionally, OLO recommends that the Council endorse the use of a unit cost reimbursement
methodology as detailed above in the proposed revisions for other service areas. The calculations
proposed under this revision would consist of the following steps:

1) Establish Total Police Expenditures from the County’s Uniform Financial Report as a control
total.

2) Subtract the Total Service Costs for Animal Control Field Services and Crossing Guards.

3) Prepare a schedule of police revenues from the UFR Revenue Schedule and subtract these
revenues from the result in Step 2. This result is the Net Cost for Police Services.

4) Divide the Net Activity Cost (from Step 3) by the population served by the County to determine
the County’s average per capita service cost.

5) Multiply this factor by the municipal population for Takoma Park to determine the proxy amount
for the municipal cost of police services.

Revision I:  Incorporate the use of service rate factors as part of the County’s MTD program,
and re-institute reimbursement for police patrol services in Chevy Chase Village,
Gaithersburg and Rockville under the partial service rate model.

IGS’ recommended practices for MTD programs include the concept of service rates so counties can
recognize and credit their municipalities’ partial service contributions. County law currently precludes
County/municipal service partnerships with partial service level contributions by a municipality. Prince
George’s County’s MTD program makes extensive use of service rates.

Montgomery County’s lack of service rates may have been a contributing factor in the 1996 decision to
de-list police patrol services provided by Chevy Chase Village, Gaithersburg and the City of Rockville as
reimbursable activities. The Municipal Revenue Sharing Task Force addressed this issue but it did not
reach consensus.

OLO recommends the Council qualify police patrol services provided by Chevy Chase Village,
Gaithersburg and Rockville as reimbursable services in exchange for municipal commitments that their
patrols serve as primary responders on calls dispatched by the County inside municipal boundaries. The
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rationale for adding these services back is that municipalities currently incur expenses for these services,
and that County and municipal police patrol activities are comparable.

If the County and the municipalities reach agreement to re-instate patrol services, OLO recommends that
the Council discuss development of a service rate methodology with municipal officials and Executive
representatives.

OLQ’s analysis of calendar year 2012 MCPD police event dispatch data and data provided by Chevy
Chase Village yielded municipal service rates of 16% for Chevy Chase Village, 42% for Gaithersburg
and 73% for Rockville. The Gaithersburg and Rockville service rates are the share of police events
within each municipal boundary that were handled exclusively by municipal units. The service rate for
Chevy Chase Village is the ratio of MCPD dispatched calls to total Chevy Chase Village calls for service
responses. In Tables 9-4 and 9-6, these service rates are applied to the municipal population data to
determine the population that did not receive County services (70,166), and the total municipal service
cost estimate ($7.3 million) based on the County’s per capita patrol services cost of $105.

Recommendation #2: Establish and fund a Municipal Grant Program to close municipal funding
gaps for the full cost of reimbursable services and to fund non-recurring
expenses or other initiatives. Structure the program to cap total annual
funding at an amount equal to the total payment for reimbursable services
and require a municipal matching contribution.

OLO heard from municipal stakeholders that a source of funding for non-recurring expenses is needed
and that the County could benefit from reimbursing municipalities for services they provide that extend
County services. OLO also recognizes that neither County funding priorities nor municipal wealth bases
are uniformly consistent across the county. This recommendation would establish a grant program to
provide a source of funds for non-recurring expenses and allow policy makers the flexibility they need to
make funding decisions to address areas of need in municipalities.

Given the diverse needs and wealth characteristics of the County’s municipalities, OLO recommends the
first claim on available funds be used to close gaps that arise between the full cost of each municipality’s
reimbursable services and its shared county income tax revenue. OLQO’s analysis of FY11 costs and
revenues identified two municipalities — Takoma Park and Washington Grove - that would have qualified
for this type of grant. (See Table 9-8 for a calculation that reflects the proposed changes to the service
cost formulas.)

Awards could also be used to fund pilot projects that would align with existing or planned County
initiatives, e.g. municipal projects to expand the County’s social services outreach or after school
programs. OLO suggests the Council consider convening each fall with interested municipalities to
discuss other possible shared service initiatives and funding.

To maintain equity and protect the interests of nonmunicipal taxpayers, annual appropriation for this
grant program should be capped at an amount equal to the total payment to reimburse municipalities for
their reimbursable services and the program should require a matching municipal contribution. OLO
suggests that the Council solicit the interest of the County chapter of the Maryland Municipal League in
partnering with the Council to implement this program.
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Municipal Tax Duplication and Revenue Sharing in Montgomery County MD

X. Agency Comments

The Office of Legislative Oversight shared a final draft of this report with the Chief Administrative Officer
of Montgomery County. OLO appreciates the time County representatives took to review the draft and
provide comments. OLQO’s final report incorporates the technical corrections they provided.

OLO has modified its proposal for Revision X in response to the County’s comments. Originally, OLO
proposed that the Council provide municipalities with the opportunity to make an annual election for a tax
differential or a municipal rebate payment. The modified revision proposes that that the Council offer
municipalities a one-time opportunity to choose one of these two payment methods. This responds to the
County’s comment that an annual election would impose a greater administrative burden with few
corresponding benefits.

The written comments received from the Chief Administrative Officer are attached in their entirety,
beginning on the following page.

OLO Report 2013-6 84 June 18, 2013



OFFICE OF THE COUNTY EXECUTIVE

Isiah Leggett Timothy L. Firestine
County Executive _ June 7,2013 Chief Administrative Officer
TO: Chris Cihlar, Director, Office of Legislative Oversight
FROM: Timothy L. Firestine, Chief Administrative Officer ‘T’—m"%"} Lo Fineone

SUBJECT:  Final Draft Report: Municipal Tax Duplication and Revenue Sharing in Montgomery
County Maryland

I am in receipt of your final draft report dated May 9, 2013, reviewing the Montgomery
County Municipal Tax Duplication program. It is a thorough study of not only our program, but also
_ those of other Maryland jurisdictions, the State requirements, and the State shared revenues that
affect them. Iam generally in agreement with a majority of the recommendations in the report, and
hope that all parties can agree to the changes to the program and make the program more effective,
fair, and transparent.

Below are specific responses to your recommendations

OLO Recommendation #1
Implement nine revisions to strengthen the fairness, uniformity and sustainability of the
County’s MTD Program.

0OL.O Recommendation #1 Revision A:

Revise the MTD payment formula to reimburse on a property tax cost basis instead of a full
service cost basis to better align the County’s MTD program with State law and the State’s shared
revenue structure.

CAQ Response to OLO Recommendation #1, Revision A

We agree with your finding and recommendation. By basing the payments on a property tax
cost basis, we would avoid both the inequity of municipal taxpayers contributing to the cost of a
service they do not receive from the County, and the inequity of a non-municipal taxpayer subsidy
for municipal services. As Table 5-4 shows, the municipalities generally spend more per capita on
shared services than the County does. This may be, in part, a consequence of their receiving both a
reimbursement from the County above Property Tax duplication and a share of County income taxes.
We agree that this revision would address this potential inequity caused by the State’s shared revenue
structure.

OLO Recommendation #1 Revision B: ,
Give municipalities and their taxpayers the option to make an annual election for either a
County property tax rate differeatial or a property tax share municipal rebate payment.

101 Monroe Street « Rockville, Marytand 20850
240-777-2500 = 240-777-2544 TTY « 240-777-2518 FAX
www.montgomerycountymd. gov



Chris Cihlar, Director, Office of Legislative Oversight
Page 2
June 7, 2013

CAO Response to OLO Recommendation #1., Revision B
We agree with your finding, but not fully agree with your recommendation. While we agree

with providing the municipalities an option to elect either a County property tax rate differential or a
property tax share municipal rebate payment, we do not see why this should be made by the
municipality as an annual election. That would result in an additional annual administrative

burden on the County without, we believe, any additional effectiveness. We would also note that tax
differentials may result in unavoidable inaccuracies compared to rebates. This is because tax rates
can only be set to the tenth of a cent; when applied to, in some cases, small assessable bases that may
result in a differential that does not match the County property tax funded costs of the services being
reimbursed.

OLO Recommendation #1 Revision C:

Fund park maintenance service rebates with revenue From the Metropolitan District, or
redraw the Metropolitan District boundaries to eliminate the need for park maintenance
reimbursement payments within the MTD program.

CAO Response to OLO Recommendation #1, Revision C
We agree with your finding and recommendation. We further recommend that this matter be
administered by the Maryland-National Capital Park and Planning commission.

OLO Recommendation #1 Revision D:
Transfer the Takoma Park Library rebate, currently authorized as a separate payment in County
law, into the MTD Program.

CAQ Response to OLO Recommendation #1, Revision D
We agree with your finding and recommendation. This consolidation would contribute to the

transparency of the program and reduce the administrative overhead.

OLO Recommendation #1 Revision E:
Include land use administrative hearings as Reimbursable services under the MTD program
for all municipalities in the County that provide these services.

CAOQO Response to OLO Recommendation #1, Revision E
We agree with your finding and recommendation, as it addresses what is currently an

inequity.

OLO Recommendation #1 Revision F:

Revise current cost of service formulas with a methodology that uses available activity and/or
relevant program data to develop unit cost factors for crossing guards, human relations and library
services.

CAOQ Response to OLO Recommendation #1, Revision F
We agree with your finding and recommendation. By using data readily available to the

public and simplifying some calculations the program can be made more transparent and
administrative overhead reduced.
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OLO Recommendation #1 Revision G:
Revise the methodology for transportation services reimbursement to determine the County’s
net costs per mile using data from the Local Highway Finance Report filed annually with the State.

CAO Response to OLO Recommendation #1, Revision G
We agree with your finding and recommendation, for the reasons stated above for
Revision F.

OLO Recommendation #1 Revision H:

Provide a single reimbursement payment for Takoma Park police services through the MTD
program by eliminating the stand-alone payment authorized in the County Code. Revise the current
repayment methodology to utilize a unit cost formula.

CAOQ Response to OLQO Recommendation #1, Revision H
We agree with your finding and recommendation, for the reasons stated above for Revisions

D and F.

OLO Recommendation #1 Revision I:

Incorporate the use of service rate factors as part of the County’s MTD program, and re-
institute reimbursement for police patrol services in Chevy Chase Village, Gaithersburg and
Rockville under the partial service rate model.

CAO Response to OLO Recommendation #1, Revision |
We agree with your finding and recommendation. We note the qualification in your

recommendation that they be reimbursed “...in exchange for municipal commitments that their
patrols serve as primary responders on calls dispatched by the County inside municipal boundaries.’
I have proposed this to the municipalities before, and the proposal was not accepted.

3

OLO Recommendation #2

Establish and fund a Municipal Grant Program to fund non-recurring expenses or other
initiatives. Structure the program to cap annual funding at an amount equal to the annual
appropriation for the MTD program and require a municipal matching contribution.

CAQ Response to OLO Recommendation #2
We do not fully agree with this recommendation. There is a potential for service disruption

for municipal residents if a sudden revision to property tax only payments is made (which would
reduce payments from $7.8 million to $4.8 million), and we would agree that should be avoided.

As proposed, however, the grant program does not address that potential. Focusing on shared
service initiatives and evaluating proposals on a case-by-case basis, as we frequently do in the
successful Community Grants program, is a sound approach. It does not address, however, the
potential impact on municipal-provided services to the municipal residents if the County payment for
those services is suddenly reduced by three million dollars.
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I would rather see the County Code changed to reflect the intent to, over time, base the

program on a pure property tax reimbursement formula. As always, we would have the authority to
appropriate funds at any level above what the Code would call for and within affordability; and this
approach would make clear the intent to provide the municipalities time to make adjustments.

Thank you for the opportunity to respond to this draft and for your thorough study of our

program, those of other Maryland jurisdictions, the State requirements, and the State shared revenues
that affect them. If you have any questions, please feel free to contact me or Assistant Chief
Administrative Officer Fariba Kassiri at 240-777-2512 or
Fariba.Kassiri@montgomerycountymd.gov.

TLF:bm

cCl

Fariba Kassiri, Assistant Chief Administrative Officer

Kathieen Boucher, Assistant Chief Administrative Officer
Jennifer Hughes, Director, Office of Management and Budget
Parker Hamilton, Director, Department of Public Libraries
Arthur Holmes, Director, Department of Transportation

Joseph Beach, Director, Department of Finance

Marc¢ Hansen, County Attorney, Office of the County Attorney
Chief Thomas Manger, Montgomery County Police Department
Michael Coveyou, Department of Finance

Scott Foncannon, Office of the County Attorney

Captain Terrence Pierce, Montgomery County Police Department
Bruce Meier, Office of Management and Budget



MUNICIPAL TAX DUPLICATION AND REVENUE SHARING IN

MONTGOMERY COUNTY MD

APPENDIX

OFFICE OF LEGISLATIVE OVERSIGHT
REPORT NUMBER 2013-6

JUNE 18, 2013

Sue Richards
Carl Scruggs







Municipal Tax Duplication and Revenue Sharing in Montgomery County MD

LIST OF APPENDICES

Appendix

Title

Appendix
Circle Page

A

Terms and Definitions

1

Summary Chart of Most Prevalent Powers Authorized in the Charters of
Municipalities and Special Taxing Districts (from OLO Report 2008-5);
Maryland Municipal League Survey of Municipal Services 2010; and
Understanding the Role of the Village Managers and the Chevy Chase
Towns and Villages Municipalities Diverse Responsibilities (from OLO
Report 2008-5)

10

Shandy, S. and Wilson, W. “Double Taxation and Tax Differentials in
Maryland.” The Institute for Governmental Services. Spring 1991.

17

Tervala, Victor K. “Two Approaches for Computing Property Tax
Differentials for Property in Ocean City, Maryland.” Project M-117. The
Institute for Governmental Services. May 1999.

37

Maryland Legislative Council Committee on Taxation and Fiscal Matters.
“County Property Tax Rate Differential for Municipal Residents”
Annapolis, MD. 1970.

55

Maryland Municipal League. “Eliminating Double Taxation: The Tax
Set-Off Handbook™ February 1984.

74

Maryland Municipal League. “Property Tax Double Taxation in
Maryland.” Email from Jim Peck, February 7, 2013.

97

Maryland Code — Section 6-305 of the Tax-Property Article (County Tax
Rate in Certain Muncipal Corporations).

102

Montgomery County Code — Chapter 30A (Montgomery County
Municipal Revenue Program)

104

An Act to add a new Chapter 30A to the Montgomery County Code, 1972,
title, “Montgomery County Municipal Revenue Program” and excerpts
from the Municipal Revenue Program Legislative Bill File.

105

Memorandum to the County Council dated May 25, 1973 from James P.
Gleason, County Executive. “Montgomery County Municipal Revenue
Program™

119

Council Resolution 8-222, adopted October 17, 1978. “Report of the Task
Force on County-Municipality Financial Relationships and Revisions to
the Municipal Revenue Program.” Memorandum dated September 28,
1978 to the County Council and Council minutes.

128

OLO Report 2013-6 i

June 18, 2013




Municipal Tax Duplication and Revenue Sharing in Montgomery County MD

LIST OF APPENDICES (continued)

; ¢ Appendix
Appendix Title Page

Council Resolution 9-1752, adopted April 17, 1982. “Report of the Task
M Force on County-Municipality Financial Relationships and Revisions to 140
the County’s Municipal Revenue Program.”

Council Resolution 13-650, adopted September 10, 1996. “County
Reimbursements under the Montgomery County Municipal Revenue 157
Program — Task Force Report and Recommendations.” Tax Duplication
Task Force Final Report, June 5, 1996.

Memorandum dated May10, 2001 to the County Council from Charles H.
Sherer, Legislative Analyst. Recommendation from the Management and
(0] Fiscal Policy Committee regarding the Executive’s amendment to the 176
FY02 Operating Budget for the Municipal Tax Duplication NDA for
Takoma Park regarding police services.

OMB Spreadsheets for MTD Payment calculations for Parks, Road
P Maintenance Payments, Highway User Revenue Percentage Calculation, 201
County Expenditures for Roadway Maintenance, and Other Items

Letter dated September 7, 2004 from Bruce Romer, Chief Administrative
Q Officer to Ms. Barbara Matthews, City Administrator for the City of 206
Takoma Park

Prince George’s County Code. Division 6. Municipal Tax Differential;
R Service Category Description; FY2014 Municipal Tax Differential 224
Request Form and FY2014 Municipal Description of Services Form.

Montgomery County Uniform Financial Report, Part XXII Local Highway

Finance Report 237

OLQ Report 2013-6 ii June 18, 2013



Appendix A
Municipal Tax Duplication and Revenue Sharing in Montgomery County MD

TERMS AND DEFINITIONS

County only services — A term used by the Institute for Governmental Services to refer to those sel:vices
provided only by counties as a result of specific mandates and authorities in State law. Municipalities are not
authorized to provide county only services. Examples include K-12 education, the election board and the
sheriff. See an excerpt from OLO Report 2008-5 attached to this appendix for more details.

Municipal Governments — Cities, towns or villages in Maryland that may operate under home rule
authority. Some villages in Maryland are special taxing units instead of incorporated municipalities. This
study’s references to municipalities includes these special taxing districts. See information from the Census
of Governments about Maryland attached to this appendix for more details.

Non-reimbursable services — A term used by OLO to identify those shared services that are not designated
for reimbursement through a municipal tax duplication program. They may include services that are unique
to a political jurisdiction or services that exist because the government itself exists. They are also referred to
as sole provider services.

Parallel expenditures — The existence of county and municipal expenditures for the same functional
classification or service activity that results from a side by side comparison of county and municipal financial
reports.

Reimbursable services — Activities in the shared services categories where concurrent county and municipal
spending provides an equivalent service. A county designates these activities as eligible for reimbursement
through its municipal tax duplication program.

Service Category Definitions — Groups of functional services activities established by the State Department
of Legislative Services to report financial data for the State’s local government units. See an exhibit from
OLO Report 2008-5 attached to this appendix for more details.

Service rate factor — A ratio that represents the service level of effort of a municipality compared to that of
a county. The basis for the service rate is a program or activity metric such as hours of coverage or
positions.

Shared provider system — A term used by OLO to describe the service delivery network for reimbursable
services. The providers consist of a county government and one or more of its municipalities. If a municipal
tax duplication program’s cost of service formulas are based on unit costs, this creates a shared provider
system with a uniform cost structure.

Shared services — Services that both counties and municipalities have the authority to provide. Examples of
shared services include water and sewer services, street and highway maintenance and construction, police
and fire protection, parks and recreation services, planning and zoning and solid waste removal. The
Institute for Governmental Services refers to shared services that show both county and municipal
expenditures as parallel services.

Special area tax districts — A term used by the Institute for Governmental Services and the Maryland
Municipal League to refer to bi-county or county property tax districts that fund certain discretionary shared
services. Some boundaries of Montgomery County’s special area tax districts cover the entire County, e.g.,
the mass transit district; some are state-established bi-county districts with boundaries that exclude certain
municipalities, e.g. the Metropolitan District.

OLO Report 2013-6 i June 18, 2013
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Overview of Revenues, Expenditures, & Other Financial Data for Municipalities &
Special Taxing Districs in Monigomery County

The examples below illustrate the different ways State law delegates power or authority
to counties and municipalities.

State Mandates Reserved for Counties. Several provisions of State law that establish
state-wide services do so by assigning specific duties and responsibilities to each of the
counties.

e Education. The State requires each county to levy taxes and provide other
revenues to fund the education budget for grades K-12. Md. Code Ann.,
Education § 5-102. Similarly, the State requires counties to fiscally support
community colleges. Ibid. § 16-301.

o County Board of Health. State law establishes the governing body of each
county as the County Board of Health unless the County establishes a separate
board of health, and requires each board of health “to exercise the duties imposed
by law on the board of health.” Md. Code Ann., Health-General § 3-202(a)(1).
The law further requires the county board of health to exercise the same duties in
each municipality or special taxing district unless those entities have a charter
provision or ordinance that covers the same subject matter, is at least as restrictive
as the requirement the county must enforce, or includes provisions for
enforcement. Ibid. § 3-202(a)(2).

o State’s Attorney: Article V, § 7 of the Maryland Constitution requires the
election of a State’s Attorney in each county. The Maryland Code'requires each
county to pay the salaries and expenses of its State’s Attorney. Md. Ann. Code
art. 10, § 40(a).

o Sheriffs: Article IV, § 44 of the Maryland Constitution requires the election of a
Sheriff in each County. The Maryland Code requires each county to pay the
salaries and expenses of its Sheriff. Md. Code Ann., Courts and Judicial
Proceedings § 2-309(a).

o County Board of Elections: State law establishes a County Board of Elections
in each county. Md. Code Ann., Election Law § 2-201(a)(1). Each county must
appropriate funds that allow the Board of Elections “to exercise the powers and
perform the duties prescribed for it by law . . . .” Md. Code Ann., Election Law
§ 2-203.

o 10-Year Water, Sewer, and Solid Waste Disposal Plans: Each county must
develop a 10-year plan that addresses water supply, sewer systems, solid waste
disposal, and solid waste disposal facilities, including the expansion of these
systems. Md. Code Ann., Environment §§ 9-503(a), 9-505(a). A 10-year plan
must incorporate subsidiary plans of towns and municipal corporations “to the
extent that the incorporation will promote the public health, safety, and
welfare . . ..” Ibid. § 9-504(a).

OLO Report 2008-5, Chapter I -8 February 5, 2008



Overview of Revenues, Expenditures, & Other Financial Data for Municipalities &
Special Taxing Districts in Monigomery County

o Liquor Control: State law establishes a Department of Liquor Control in
Montgomery County that has the power to regulate the purchase and sale of wine
and other alcoholic beverages in the County. Md. Ann. Code art. 2B, §§ 15--
201(a), 15-205(b)-(d).

e Certain Court Personnel: The County Council must compensate court reports
who take or transcribe grand jury testimony in Montgomery County. Md. Code
Ann., Courts and Judicial Proceedings § 2-501(b)(2)(i1).

State-Delegated Authority Shared by Counties and Municipalities. Other provisions
of State law delegates authority for providing certain services to either counties or
municipalities.

o Planning and Zoning Powers: State law grants local legislative bodies the
authority to implement “planning and zoning controls” and to regulate and restrict
the use of land. Md. Ann. Code art. 66B, § 4.01(a)(1)(ii), (b)(1). However in
Montgomery County, neither M-NCPPC, the Montgomery County Planning
Board, nor the District Council has planning or zoning power or jurisdiction in
municipal corporations that existed as of June 1, 1957, unless a municipality
enters into an agreement allowing M-NCPPC or the Planning Board power and
jurisdiction over planning and zoning in the municipality. Md. Code Ann. Art.
28, § 7-105(b), (f). In general, municipalities that incorporated after June 1, 1957
do not have planning or zoning powers. Ibid. § 2-105(b).

o Affordable Housing Programs: State law grants counties and municipalities
authority to establish affordable housing programs, including the authority to
enact laws to facilitate such programs. Md. Ann. Code art. 24, § 21-101.

Service Category Definitions and Required Activities. Exhibit 2-1 (page 10) displays
the service categories and activity descriptions published in the Legislative Handbook
Series. The Department of Legislative Services uses these categories to report financial
data for the State’s local government units. Those items marked with an asterisk are
those that are required or governed under State law.

OLO Report 2008-5, Chapter I 9 February 5, 2008



Overview of Revenues, Expenditures, & Other Fi inancial Data for Municipalities &
Special Taxing Districts in Montgomery County

EXHIBIT 2-1. SERVICE CATEGORIES USED TO CLASSIFY LocAL GOVERNMENT

EXPENDITURES
T BT A Tl vk S g ) e ok FREL L S
&5 ServiceCategoryye| £ i ol B YDescRiptloni ol ACUVINES 7ie st o 8
This grouping includes executive and legislative control, election

General Government supervision*, financial administration (budgeting and accounting),
legal support, and personnel administration.
Functions include the State’s Attorney and judicial activities of the
Judicial Support* Sheriff. This category also includes funding for the operations of the
Circuit Courts.

This grouping includes law enforcement, fire protection, corrections,
building inspection, animal control, and traffic engineering.
Baltimore City maintains all roads except certain interstate highways.

Public Safety

Transportation The counties are responsible for maintenance and upkeep of local
roads.
Biication Fundiqg of the public schools (K-12) through the county boards of
: education.
Community Colleges* The schools that operate under State law are funded with 2 combination
of State and local funds. '
Although not required to do so by State law, all counties, including
Libraries Baltimore City, have established a public library system, usually
governed by a library board.
Counties operate the State-required and regulated county health
Health* department and State-authorized core service agencies (which

coordinate services for the mentally ill).

Zoning, alcoholic beverage control*, planning, sewer, water, storm
Public Works drain, and solid waste collection and disposal are generally the
responsibility of the counties.

Economic and : ; g 5 .
: Counties engage in varying levels of economic and community
Community
development.
Development

While the county role in delivering social services varies by
jurisdiction, most counties administer area agencies on aging. These
agencies coordinate the delivery of State and local services to older
Maryland residents.

Source: Legislative Handbook Series, Volume [1, Chapter 1, p. 5.

Human Services

C. Municipal Authority in Maryland Before and After 1954

Municipalities in Maryland date back to the incorporation of Annapolis in 1637.
Although municipalities have existed for centuries, their powers and authority changed
significantly in 1954 when voters ratified the Municipal Home Rule Amendment.

Municipal Authority Before 1954. Prior to the ratification of the Municipal Home Rule
Amendment, the State was responsible for all aspects related to the governance of

OLO Report 2008-5, Chapter 11 10 February 5, 2008



Maryland

Maryland ranks 46th among the states in number of local
governments, with 265 as of June 2002.

COUNTY GOVERNMENTS (2 3)

The entire state is encompassed by county government
with the exception of the area of the city of Baltimore. Bal-
timore is an independent city outside the area of any
county and is counted as a municipal rather than a county
government. Baltimore County is'a county government but
excludes the area of Baltimore City. Anne Arundel, Balti-
more, Charles, Frederick, Harford, Howard, Montgomery,
Prince George's, Talbot, and Wicomico counties operate
under home-rule charters. These counties are governed by
county councils.

In counties without home-rule charters, the county gov-
erning body is known as the board of county commission-
ers. In addition, Allegany, Caroline, Kent, Queen Anne's,
and Worcester counties operate under a special code
option, but their governing bodies are still designated as
boards of county commissioners.

SUBCOUNTY GENERAL PURPOSE GOVERNMENTS
(157)

Municipal Governments (1 57)

The municipal governments in Maryland are the cities,
towns, and villages. There are no significant differences
between city and town governments that would affect
their classification for census statistics. All municipal gov-
ernments in Maryland except the city of Baltimore are
treated as a single class in state legislation. Incorporation
as a municipality requires a minimum population of 300.
Municipalities may operate under home-rule.

Some “villages” in Montgomery County have been formed
as special taxing units rather than incorporated as munici-
pal governments, These are counted as special district
governments rather than as municipal governments for
census purposes. See “Special District Governments,”
below.

Township Governments (0)
Maryland has no township governments.
PURBLIC SCHOOL SYSTEMS (39)

school District Governments (0)

Maryland has no independent <chool district governments,

Covernments—Iindividual State Descriptions
1.5, Census Bureau

Source: U.S. Census,

2002 Census of Government

Dependent Public School Systems (39)

In Maryland, the local public school systems are not
counted as separate governments. Maryland statutes pro-
vide for the following types of dependent public school
systems:

Systerns dependent on county governments:
County boards of education
County and regional community colleges

System dependent on municipal governrnenté:
galtimore City schools :

County schools are administered by a county board of
education, which is either appointed by the Governor or
elected except in Prince George's County where the board
is jointly appointed by the Govetnor and the county
executive from a list submitted by the state board of edu-
cation. County school fiscal requirements are determined

and provided for by the county governing body. The

county school systems are classified for census purposes
as dependent agencies of the county government.

The Baltimare City schools are governed by a board of
commissioners jointly appointed by the Governor and the
mayor. Fiscal requirements are subject to review and are
provided for by the city of Baltimore. The Baltimore City
School System is not counted as a separate government
but is classified as a dependent agency of the city of Balti-
more.

Most community colleges in Maryland are classified for
census reporting as dependent on the county govern-
ments they serve. Community colleges are governed by a
board of trustees appointed, in most cases, by the Cover-
nor with the consent of the senate. Fiscal requirements of
the colleges are determined and provided for by the spon-
soring county governments. In the case of regional com-
munity colleges, which serve two or more counties, each
participating county provides its share of the fiscal
requirements of the college in proportion to enroliment
and county population. The Baitimore City Community
College is classified as a state dependent agency.

Other Educational Activities

County boards of education may enter into agreements
with other county boards of education, other educational
institutions or agencies, or the county boards of commis-
sioners or county councils to provide joint services. If a
separate administrative entity is created, the agreement

Maryland !
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specifies the nature of the board and the funding arrange-
ments. The Regional Education Service Agency of Appala-
chian Maryland was created as a joint agreement.

SPECIAL DISTRICT GOVERNMENTS (85)

Maryland statutes authorize the creation of a variety of
special districts or authorities that are caunted as govern-
ments. These are discussed in detail below.

Cooperative Library Corporations -

These entities may be formed as nonstock corporations by
two or more boards of library trustees. They are governed
as specified in their articles of incorporation. They may
collect user fees and receive state and local funding. The
Eastern Shore Regional Library was formed under this law.

Drainage Districts and Ditches?

Maryland statutes authorize the following types of inde-
pendent districts to provide for drainage of agricultural
lands:

Drainage or levee districts. Drainage or levee districts
may be established by the board of county commissioners
on petition of landowners. A board of drainage commis-
sioners is appointed by the county commissioners. The
board may issue bonds and levy special benefit assess-
ments. As of June 2002, no drainage districts appear ta
have been established under this law.

Storm drainage districts. These districts may be estab-
lished by local law in charter and code home-rule coun-
ties. Financial provisions governing storm drainage dis-
tricts vary according to terms of the local legislation,

Tax ditches (drainage). Legislation authorizing these
districts was repealed in 1941, but tax ditches then in
operation are permitted to continue. Drainage ditches
were established by the boards of county commissioners
on petition of landowners and after a public hearing.
Elected boards of managers govern the ditches. Tax
ditches ‘may levy special benefit taxes.

Housing Authorities

Housing authorities may be established in counties or in
cities upon resolution of the governing body. They are
governed by boards of commissioners appointed by the
county governing body or the mayor. The authorities may
issue bonds and fix and collect rentals.

Housing authorities governed by the county governing
body or subject to county fiscal controls are not counted
as separate governments. See “Subardinate Agencies and
Areas,” below.

!'Public drainage associations, previously classified as speclal
districts, were reclassified as county dependents for the 2002
Census of Governments.

2 Maryland

Metropolitan washington Airports Authority

This authority is counted under "\hrg:ma—Specla[ District .
Governments.”

Northeast Maryland Waste Disposal Authority

This authority was created by special act to provide
resource recovery facilities, The authority board consists
of one member representing each member county and Bal-
timore City appointed by the Governor from lists approved
by the chief executive officers. The director of the Mary-
land Environmental Service also serves on the board. The
authority may fix and collect fees and rentals and issue
revenue bonds.

Potomac Highlands Airport Authority

This authority is counted under "West Virginia—Special
District Governments.”

Public Watershed Associations

- These associations provide water conservation, drainage,

flood control, and soil conservation. The county governing
body or the mayor and city council of Baltimore City may
establish these associations upon’petition of landowners
and after public hearing. An elected board of directors
governs each association. The board may issue bonds and
may levy assessments on benefited land.

Sanitary (or “Metropolitan”) Commissions

Sanitary districts provide water supply, sewerage, and
solid waste disposal facilities, These districts are estab-
lished by ordinance or resolution of the county governing
body of each county served. A commission, appointed by
the county governing body, governs the districts in that
county. The commissions may issue bonds, levy taxes,
and impose charges for services,

LaVale Sanitary Commission, created by special act, also is
counted as an independent government. The board is
appointed by the county commissioners. The board may
fix and collect fees, issue bonds, and set property taxes.

The Washington Suburban Sanitary Commission, created
by special act, is subject to budget oversight by Montgom-
ery and Prince Ceorge’s counties. The St. Mary's County
Metropolitan Commission, also created by special act, is
subject to bond approval by the county. These commis-
sions are classified as subordinate agencies.

Commissions of this type that are governed by the county
governing body are not counted as separate governments.
See “"Subordinate Agencies and Areas,” below.

Soll Conservation Districts

These districts are created by the state soil conservation
committee on petition of the land occupiers after a public
hearing and local referendum. A board of supervisors,

Covernments—Individual State Descriptions
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with four members appointed by the state soil conserva-
tion committee and one by the county governing body,
governs each district. The districts may require contribu-
tions from landowners for services performed and estab-
lish and implement a fee system.

Special Tax Districts?

The following special tax districts are counted as special
districts. The services they provide are specified in the
creating legislation and may include services such as
streets, lighting, parking, water supply, sanitation, drain-
age, recreational facilities, police, or fire.

In Allegany County:

The Bel Air Special Taxing Area, Bowling Green and Rob-
ert's Place Special Taxing Area, Crespatown Special Taxing
District, Ellerslie Special Taxing Area, McCoole Special Tax-
ing District, Mount'Savage Special Tax Area, and Potomac
Park Addition Taxing District are counted as special dis-
tricts. These districts were created by state law and local
referendum prior to the passage of home-rule in Allegany
County. The county does not have the power to modify or
abolish these districts. The governing bodies are elected.
The county levies a property tax on behalf of the districts.
The Crespatown Special Taxing District may issue bonds.

The Corriganville Special Taxing District also is counted as
an independent government, The Corriganville Light and
Improvement Association, popularly elected, governs the
district. The association may fix and collect fees and sets
the tax rate to be levied by the county.

In Montgomery County:

The Friendship Heights and “The Hills” Special Tax District,
Oakmont Special Tax District, and Village of Drummond.
Special Taxing Area are counted as special districts. These
districts were created by state law prior to the passage of
home-rule in Montgomery County. The county does not
have the power to modify or abolish these districts. The
governing boards are elected. The statutes seta minimum
tax for the county to levy on behalf of each district. The
governing boards may levy special assessments with the
approval of the county. The latter two may issue bonds.

Five former special taxing districts of this nature that were
created by the general assembly have become municipal
corporations.

For special tax districts in these counties and other coun-
ties that are not counted as governments, see “Subordi-
nate Agencies and Areas,” below.

TThe special community benefit districts in Anne Arundel
County, previously classified as special districts, were reclassified

as county dependent taxing areas for the 2002 Census of Covern-
ments.

Governments—Individual State Descriptions

U.5. Census Bureau

' Upper Potomac River Commission

This commission was established by special act to reduce
pollution in the Potomac River by providing facilities for
treatment and disposal of sewage and industrial wastes.
The commission consists of three members: a chair
appointed by the Governor and one member appointed by
each of the commissioners of Allegany and Garrett coun-
ties. The commission may issue revenue bonds and fix
and collect fees.

washington County Free Library

This library was formed under a special act to provide
library services to the residents of Washington County. It is
governed by a board of nine trustees. The library may
obtain revenue through donations, sales, investments; and
state and local appropriations.

Washlngton Metropolitan Area Transit Authority

This authority is counted under “District of
Columbia—Special District Governments.”

Water and Sewer Authorities

These authorities may be created by one or more political
subdivisions {county, municipality, sanitary district, or
other political subdivision) except in Montgomery and
Prince George's counties. These authorities are governed
by boards appointed by the creating governments. The
authorities may fix and collect fees and issue bonds.

Water and sewer authorities with ex officio boards are not
counted as independent governments. See “Subordinate
Agencies and Areas,” befow.

SUBORDINATE AGENCIES AND AREAS

Shown below are various governmental designations in
Maryland that have certain characteristics of governmental
units but that are classified in census statistics as subordi-
nate agencies of the state or local governments and are
not counted as separate governments. Legal provisions for
some of the larger of these are discussed below (see "Pub-

lic School Systems,” above, regarding educational agen-
cies of this nature).

Some subordinate agencies and areas represent “special
taxing areas" within the territory of an established govern-

- ment other than those listed under "Special Tax Districts,”

above. This method of financing additional services in lim-
ited areas by property taxation, while also used by some
municipal and township governments in a few states, is
more widely utilized by county governments. In the listing
below of authorized county-related agencies, a bullet (*)
appears for each entity of this kind—i.e., any that may
individually serve a portion rather than all of a county and

for which a tax may be levied against the assessed value
of property in the area served.

Maryland 3
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Maryland Health and Higher Educational Facilities
Authority (state). An act of the state legislature created
this authority to finance the construction of buildings for
hospitals and institutions of higher education. The author-
ity is governed by a board of nine members including
eight members appointed by the Governor, plus the state
treasurer ex officio. The authority may fix and collect fees
and rents: make loans to participating hospitals or institu-
tions of higher education; and issue revenue bonds.

Maryland-National Capital Park and Planning Com-
mission (joint county). This commission provides park
and recreational facilities plus planning services in Mont-
gomery and Prince George's counties. It was created by
special act. The governing body consists of ten members,
five appointed by the Montgomery County council with
the consent of the county executive and five appointed by
the Prince George's County executive with the consent of
the county council. Revenue needs are met by county tax
fevies. In addition, the commission may issue bonds,
which may be guaranteed by the county in which the
facilities to be financed are located. Since 1972, Montgom-
ery and Prince George’s counties have had the power to
modify the commission budget. The commission also acts
as governing body for the Maryland-Washington Metropoli-
tan District and the Maryland Washington Regional Dis-
trict. These two districts are not countéd as separate gov-
ernments.

Maryland Transportation Authority (state). This
authority was created by 1970 legislation to finance, oper-
ate, and maintain all state toll highways, bridges, and tun-
nels and finance other transportation-related facilities by
revenue bonds. Authority members are the secretary of
the department of transportation plus six members
appointed by the Covernor with the consent of the senate.
The authority may impose rates and charges for its facili-
ties and issue revenue bonds.

Other examples include:
State

Auxiliary and Academic Facilities Bond Authority
Canal Place Preservation and Development Authority
Chesapeake Bay Trust

Forest conservancy districts

Historic St. Mary’s City Commission

Maryland Affordable Housing Trust

Maryland Agricultural Land Preservation Foundation
Maryland Deposit Insurance Fund Corporation
Maryland Economic Development Corporation
Maryland Environmental Service

Maryland Food Center Authority

Maryland Health Care Foundation

Maryland Heritage Areas Authority

Maryland Higher Education Supplemental Loan Authority
Maryland Historical Trust

4 Maryland

Maryland Industrial Development Financing Authority

Maryland Port Commission (including Maryland Port
Administration)

Maryland-Potomac Water Authority (joint state-county)

Maryland Small Business Development Financing Authority

-Maryland Stadium Authority

Maryland Venture Capital Trust

seafood Marketing Authority

Southern Maryland Higher Education Center
State Tobacco Authority

County

Allegany County Transit Authority

Anne Arundel County Recreational Facilities Revenue
Authority

Baltimore County Metropolitan District

Baltimore County Revenue Authority

Baitimore County revitalization districts

Battery Park tax area (Montgomery County)

Bedford Road Fire Taxing Area {Allegany County)

Bowling Green Fire Taxing Area (Allegany County)

Calvert County Economic Development Authority

Commercial district management authorities

County library boards )

Crofton Special Community Benefit District (Anne Arundel
County)

Crystal Beach Manor Special Taxing District (Cecil County)

Electric lighting districts

sErosion districts

Garrett County Memorial Hospital

Historic districts

Housing authorities governed by county governing body
or under county fiscal control

Howard County Economic Development Authority

s Howard County fire districts

Howard County Mental Health Authority

Industrial development authorities (county)

=LaVale Fire Taxing Area (Allegany County)

«LaVale Rescue Taxing Area (Allegany County)

. Local economic development agencies

Maryland-Potomac Water Autharity (joint state-county)

Montgomery County Fire Tax District

Montgomery County Recreation District

Montgomery County Revenue Authority

Montgomery County Suburban District

Noise abatement districts in Montgomery County

Octoraro Lakes Special Taxing District (Cecil County)

Parking authorities (Montgomery and Prince George's
counties)

sParking lot districts in Montgomery County

Prince George’s County Redevelopment Authority

Prince George's County Revenue Authority

Prince Ceorge's County special improvement districts

Public drainage associations

St. Mary's County Building Authority Commission

St. Mary's County Metropolitan Cammission

Governments—Iindividual State Descriptions
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«St. Mary's County Special Tax District (fire)

Sanitary (or “metropolitan”) districts governed by county
governing body

«Shore erosion control districts

Special community benefit districts in Anne Arundel
County

«Special taxing areas for public transportation in Anne
Arundel, Carroll, Calvert, Frederick, Garrett, Howard, and
Montgomery counties

Special taxing districts in Anne Arundel, Calvert, Charles,
Garrett, Howard, Prince George's, Washington, and
Wicomico counties

‘Special taxing districts in home-rule counties

Tax increment financing districts

Urban district corporations (Montgomery County)

Urban districts (Montgemery County)

Washington County Museum of Fine Arts

Washington Suburban Sanitary Commission

Washington Suburban Transit District

Water and/or sewer authorities with ex officio boards

Waterways improvement districts

Wicomico Urban Services Commission

Worcester County Citizens Nursing Home Board

Governments—Individual State Descriptions

1.5, Census Bureau

Municipal

Raltimore City Downtown Commercial District
Management Authority

Baltimore City Child First Special Authority

Baltimore City community benefits districts

Baltimore Civic Center Authority

Baltimore Community Development Finance Corporation

Drainage districts in Takoma Park

Enoch Pratt Free Library (Baltimore)

Historic districts

tndustrial development authorities (municipal)

Lexington Market Authority (Baltimore)

Parking authorities (Baltimore City)

Special taxing districts created by municipalities in home-
rule counties

Tax increment financing districts (except Baltimore City)

Urban renewal agencies (special acts)

Urban renewal authorities for slum clearance

Water and/or sewer authorities with ex officio boards

Waterways improvement districts

Maryland laws also provide for various types of local areas

. for election purposes and administration of justice,

Maryland 5
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13
13
13
15
14
33
11
10
16
12
17
16
38
15
30
10

Chevy Chase, Section 3
Chevy Chase, Section §
Chevy Chase View
Chevy Chase Village
Friendship Heights *
Martin's Addition*
Morth Chevy Chase
Oakmont*

Washington Grove
Total/Services/Town

Gaithersburg
Gaithersburg
Garrett Park
Glen Echo
Kensington
Poolsville
Rockville
Takoma Park

|Rockville

Rockville
Somerset

Barnesville
Chevy Chase
Laytonsville
Rockville

Brookville



Understanding the Role of the Village Managers and the Chevy Chase Towns and
Villages Municipalities Diverse Responsibilities .

As you embark upon your study of the “numbers” —income and expenses for each of the
municipalities, it’s important that you understand that these communities have chqsen to
be municipalities because the main advantage is a more hands-on, immediate relationship
with a governing body. Rockville, Gaithersburg and Takoma Park are the “big boys” of
Montgomery County’s municipalities. Their budgets, their responsibilities, are all much
more elaborate and complex than many of the smaller communities in the County, and
the level of services provided is different as well.

The communities to which I refer in this paper include: the Town of Chevy Chase,
Chevy Chase Section 3, Chevy Chase Section 5, Chevy Chase View, Chevy Chase
Village, Friendship Heights, Garrett Park, Kensington, Martin’s Additions, North Chevy
Chase and Somerset. We appreciate and enjoy a good working relationship with the
County and its agencies, but it is important for you to understand the way we work as
distinct from the way the County operates.

Depending on the size of the community, our Village Managers serve as a combination
administrator/manager, bookkeepes, long-range planner, contract specialist, “mom”,
advisor/concierge, social worker and dispute resolution specialist and communications
specialist, snow removal specialists, community booster, party and event planner, liaison
with utilities services, emergency services contact, landscape specialist, road repair and
construction specialist, protector of the community from encroachment by various utility
services, unwanted solicitors and west nile virus, crime alert vehicle, and of course, lost
and found. We provide a level of responsiveness that a large county government could -

not begin to provide. And we work hand in hand with County agencies and personnel
when it’s appropriate.

We are, in short, the connective tissue for each of our communities. We are far more
than a glorified homeowners association. We are living breathing municipalities
providing many services to our residents NOT provided by the County.

Clearly, the services we provide are different, by definition. So looking at the dollar
amounts for each municipality requires a more sensitive qualitative treatment than just
adding up the numbers and doing a dollar for dollar comparison.

Just as the County runs an impressive series of recreation centers and programs, so do
we in our own communities. Much of our “community promotion” budgets (as listed in
the state audit reports) are earmarked for that purpose. We all have newsletters, list serves
and websites to communicate with our residents --some have more elaborate emergency
communication vehicles. Some of us have town halls or offices where residents can come
for information, assistance and activities, others improvise with the spaces available to
them. Clearly, our residents use County recreational facilities as well, but there is a locus
of activities which takes place right in our own back yards which brings us together as a

Source: Chevy Chase Towns and Villages



community, as neighbors, in a way that an open-to-the-public facility cannot and does not
accomplish. So the cost of our parks is often not as simple as landscape services or '
maintenance activities like mowing the grass and mulching the gardens---it’s extensive
recreational activities centered around our parks and open spaces. Our town hallsi are
often the equivalent of the local recreation center too, as many community activities take
place there. In the case of Friendship Heights, where much of their population is in the
senior citizen category, their recreational activities at their town hall could well be
characterized as assistance to the aging as well as recreation.

In terms of public safety, it’s clear that most of our communities do not have the same
level of crime that say Silver Spring or Wheaton has. But living as many of us do on the
edge of the district and near commercial areas in Bethesda and Kensington, we are
subject to burglaries, robberies and everyday criminal acts. Because the County is
limited, we augment what the County provides by hiring additional police---either
through contracts with off-duty Montgomery County police or with the Chevy Chase
Police department. We currently don’t get reimbursed for any of the extra expenditures
that we use for these services. We are not talking about “enhanced services” either, just
basic patrols and attention to our specific needs—speed control on Connecticut Avenue
and Brookville Road (both State highways) for example. The County has been very
cooperative when we have had problems and brought in undercover people, forensic help,
etc. But on a day-to-day basis, we don’t feel that we have the coverage we would like and
need. As it is, when the County gets a call for Chevy Chase, more often than not, they
dispatch the Chevy Chase Village Police---for which they are not reimbursed, nor are we
for their time in our communities under contract,

Snow removal in our communities is handled differently. A number of the Chevy Chase
Towns and Villages provide additional snow shoveling for our elderly residents—
specifically, the public sidewalks. This is an additional cost to us, but we feel it is a way
to help retain these individuals in our communities while removing a major source of
concern for them. It’s not a matter of lack of funds necessarily that brings us to providing
this service, but rather a lack of personnel. I don’t know what category you have for
services to the aging, but this is definitely one and some winters, it’s a big number! Many
of us also provide the names and addresses of young people in the community who wish
to rake leaves and shovel snow for our residents—a service not provided by the County
but a very meaningful one for our residents, particularly our senior citizens—many of

whom provide major income and property tax revenues to both our municipalities and the
County.

Trash removal....each municipality handles trash collection differently, but I believe we
all provide twice a week pick-up for household trash, as the County once did before the

advent of the “supercan” and budget cuts, Some of us have bulk trash pick-up a few times

a year, others monthly, still others have a dumpster for residents to deposit larger items
in. Most of us pay for rear yard pick-up of household trash, rather than once a week
curbside as is done in the county. Aside from not wanting to give up this service, it’s of
great benefit to our elderly citizens, because it doesn’t force them to haul trash cans out to
the street. So while it’s trash collection, it’s also a service to the elderly...not something



that can éasily be quantified (although I’m sure we could provide you with numbers on
how many individuals are 65 and older in each of our communities).

Social work—connecting people. We all do extensive networking in our communities—
there are clubs, special groups who meet on a regular basis, ways in which we minimize
the isolation of everyone from elderly people living alone to young mothers at home with
toddlers. Not only do these activities bring neighbors closer together, they I'm sure,
prevent problems that might otherwise involve county social services agencies. In
addition, many of the communities have active charitable donation drives for everything
from socks and gloves to furniture, all to help the needy in both Montgomery County and
Washington, D.C.

Electricity-—In addition to the costs to maintain various offices and equipment, we all
pay the electricity bills for state highways used by Montgomery County residents well
beyond our borders. In addition to lighting the way for many more than our own
residents, we are charged a tax to the County which is not reimbursed to us...and should
be. When a light goes out, we are the ones who report the loss to Pepco...not a County
representative. When we need a new light on a street, we pay the costs—but there is no
line item for that in the tax duplication figures. In fact, we are shorted two ways---we
light the way for County residents using state highways in our neighborhoods, and we
pay a tax to Montgomery County for the privilege!

Road Repair/ Signage—All of the communities within Chevy Chase Towns and
Villages monitor the condition of streets and sidewalks in a manner that would be
impossible to do on a County-wide scale. We all have capital budgets and long-range
plans for improvements. Almost all of us work on a pay-as-you-go basis; with some
notable exceptions, meaning we don’t schedule work until we know we have money in
our pockets. Many of our municipalities are debt-averse. Hence you’ll see some large
reserves of cash, not unlike the County’s “rainy day funds” but these funds are also set
aside for large capital improvement projects—and for emergencies

One of the most difficult parts of our jobs when it comes to working with utilities is to
preserve the integrity of our streets, maintain the normal flows of traffic and ﬁecessary
services like garbage, school bus routes, etc., while utilities do work in our communities,
While the county may have inspectors who randomly check work done by these agencies
we do much more in notifying our residents of work to be done, of working closely with
each utility to insure that the standards of construction are maintained and that work is

done in a safe and timely manner. Yet there is no line item that covers that particular
much-needed service.

2

Stormwater Management—Because we are so densely populated and so many of our
homes are close together, we are constantly challenged by run-off issues---between
homeowners, into our streets, etc. Several Jurisdictions have taken funds out of their
budgets to hire engineering consultants to resolve these issues—something the County
simply does not have the manpower to do. Nonethel ess, these are problems that the



County would otherwise have to address were it not for the municipal government and
the Village Managers who identify these people and work with them.

Liability and other forms of Insurance—The County and Friendship Heights are both
self-insured, which means when they are sued because of a County-caused liability, the
taxpayer—our taxpayers, foot the bill. Yet by having separately insured municipalities,
much, albeit not all of the liability that the County might incur is paid for and covered by
individual municipalities. We maintain our own streets, we maintain general liability
insurance to cover any problems that might arise from accidents or problems caused by
our negligence. And those of us who contract for police work pay additional insurance
for that. The County doesn’t cover those costs nor are we reimbursed. So in essence, our
residents are on the tab twice as it concerns liability coverage---our taxes pay whatever
claims may be made against the County, and our taxes pay for the liability and other
insurance coverage we carry for problems which might occur within our jurisdictions.

Legal and Accounting—While the County has large offices handling legal and
accounting responsibilities, municipalities hire specialists to perform these services. Most
jurisdictions deal with the day to day accounting and bill paying, but auditing and
reporting responsibilities are done by outside contractors. The County has legal counsel
to assist in making decisions or handling suits brought by residents, individual
municipalities must pay for those services as part of their operational expenses. When the
County reviewed and negotiated with Verizon and other cable carriers, all the '
municipalities joined together to hire an attorney to review the same documents from the
perspective of each municipality. We saved costs by joining together and getting Verizon
to pay some of those costs, nonetheless, we required an attorney to review the documents
for each of the municipalities.

* Recycling—In addition to the normal recycling, many of our communities are actively

involved both programmatically and fiscally in recycling efforts. We, instead of the
County arrange for leaf removal in the fall and their recycling. In some areas, we vacuum
up the leaves and bring them for recycling, in others, we use leaf bags because our streets
are too narrow for large piles of leaves. But we handle the collection expenses, NOT the
County. In some-areas, we have encouraged residents to be “Green” by handing out
compact fluorescent light bulbs to save on electricity charges, free shopping bags and
other public education drives to bring people’s awareness to ways to be more responsible
citizens. Where do these expenses end up? It depends on the jurisdiction—anywhere -
from community promotion to waste collection---but they are a value-added service we
provide not just for our residents, but for the County as a whole,

We ask that you consider all these items when you are reviewing tax duplication
reimbursements and when you are making budget decisions which affect our
communities. We remind you that municipalities represent about 16% of the overall
population of the County and that many of your supporters live in our communities.
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INTRODUCTION

The Maryland Constitution and Code grant concurrent
powers to municipalities and counties to levy taxes against
teal prop&:rty.1 Property taxes are the largest single revenue
source for local governments in Maryland. In fiscal year
1988, property taxes accounted for roughly 29 percent of
municipal revenues and 26 percent of county revenues.
Because county and municipal governments levy taxes
against the same property and because both are so dependent
on property taxes as a source of revenue, conflicts surface
occasionally for public debate. Chief among these conflicts
between counties and municipalities is the issue of "double
taxation" of municipal residents. A second contflict derives
from the firsi: how to achieve fair and equitable
compensation for double taxation.

A municipality that provides a number of services
which the county alse provides may discover that it
can justify receiving compensaiion or additional
compensation from the county. On the other hand, a
municipality thai provides only a few services may
discover that the compensation it is currently
receiving from the county is adequate or generous.

Double taxation has been defined as "two taxes of the
same character ... imposed on the same property for the
same purpose by the same taxing authority within the same
jurisdiction during the same taxing period."2
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EXECUTIVE SUMMARY

Double taxation of properiy within municipalifies
results when a county and a municipality located within
the county both levy taxes on the same property o
support similar jocal goverament services that the
properiy ewner receives only from the municipality.
Tax differentials are reductions in municipal property
owners' county property tax rate to compensate for
services that their municipality provides in lien of similar
county services, The county government may adjust the
rate at which property owners within ‘municipal
corporations are taxed based on the number and type of
services previded by that municipality. Simitar services
that are provided by the county only in unincorperated
areas and by municipalities to their residents are def’ ned.
as paraliel services.

This Maryland Government Repart will presem the
necessary backgrouad information fo provxde &
thorough undersianding of double taxation in Maryiami
and of the Institute’s methoed of calvulating tax
differentials. In this Repori, the authors have reached
the following conciusions about ﬂmﬂﬁﬁ Eaxaimn ami tax
differentials in Maryiand S :

@ Double taxation accurs whm mummpaﬁ resuiems pay'
property taxes to the local g@vernmems ‘of ‘the
municipality and county in which they Teside to finance
identical or similar services &ha@ éhey recewe fmm (mly
OnE SPUrce, : g .

& B(mi)ﬁa mxmmn in Maryland Gecurs because.
municipal and county governments both have the:
anthority to levy faxes enreal property within. their
jurisdictions, Unlike many states; Wiaryland. Tav grants
county and municipal governments. Meoneurreni’ rather
than "exclusive” auéhmz&y 19 tax progeriy wﬂhm.
municipal mrp@r.atmns :

& A tax differential is a met}wd uf mmpensaimg f@r'_
double taxation that dirvectly’ benefits the mumc‘a;&ai-
{axpayer; whereas; a tax re?@ate wmpens&tes tHe!
mummg’aai government to aid m fmamm maﬁ cﬁpai--
services in Hen of mumy servases. .

@ Siaie faw g‘eqmreg tha*& eac%a mum %

annually with the governing bmiy of each ‘municipality. tﬂ-ﬁ:
discuss the rate of connty pmperty taxation, baf the Jaw
dosps not reguire that each mun@y adjust 5ts t&x 'rate to- ]

compensate for double taxation,

& Most Maryland counties pa“awde some degree ﬁ%’
compensation fo municipal governments that pmwde-_
services to residents in flew of s&mﬁ&r wunty sewases.-'

- action to provide - fax dnﬁ‘erem;a}s sr rebates, G

Corder to. justify s tax differential from the muniy, a
'-:manampaiity must’ pmv:de & su%‘fwsen f
-'_'scrvmes 157 @ffset ihe staie shared reve
.'recewes R TR G

_f'_.c(}umy Oﬁ the cther énd % mu'mclgmﬁsty that pmvxeie

'_as sura’én%%y receivi g-fmm the. wunt}f is. adeqmt o
5 :'genemﬁs._._._ : T

% Double taxation of pmperty awnem iﬁ mumcgpala ey
occurs but may not be as Wndespxaad Ay commoniy:i
thought due to the high degree of state~shared revenue
that funds municipal services and mcreasad cou ty §

& Aewrdmg to the Instlmt& 5 methodﬂiﬁgy :
calculating tax differentials, the amount of the tax.
differential direcﬂy mrrespoads to the aumber and ié :
of services that a municipality and’ comlty ‘provide :The-:-
higher the nuinber and level of municipal’ servm@s,.%hef-ﬁf
targer the differential; the Tower the number and level of
municipal services, “the smaller the differenti

" Similarly; the higher the number aid level of county -

services: that parallel similar municipal services,;: the

: larger the tax differentialy the fower the number and g
level of county services that paral!e% mnmcag}al servzces,
: the smaiier ﬁse difé’eremiai. T : o :

'@ !t is possnbie ﬁmi g i:ax dﬁffemntiag couk% be awardedi_ﬁ_

to small mﬂmmpahtms that provide very few services. In

s may dnsmvea' that the cnmpm it

However, double taxatton can also result when two different
taxing authorities, a county and a municipality iocated
within the county, levy taxes on the same property (o
support similar local government services. At one time or
another, double taxation has been an issue in most Maryland
counties and in the General Assembly. It has been studied
by the State Department of Fiscal Services, by State
Commissions on City—-County Fiscal Relationships (1959)
and on Taxation and Fiscal Matters (1970), by a private
financial consultant (Davon Management Group), and by
the Institute for Governmental Service at the Upiversity of
Maryland.




During the last fifteen years, various municipal and
county governments have requested that the Institute for
Governmental Service study the problem of double taxation
for their specific jurisdiction and make recommendations to
alleviate its effects. To respond to these requests, the
Institute, with the assistance of the State Department of
Fiscal Services, devised a methodology for identifying
similar county and municipal services funded by property
taxes and for calculating "tax differentials” to alleviate the
effects of double taxation.

Tax differentials are reductions in municipal property
owners' county property tax rates to compensate for services
that their municipality provides in lieu of similar county
services. The county government may adjust the rate at
which property owners within municipal corporations are
taxed based on the number and type of services provided by
that municipality. These include such services as street
maintenance, police protection, parks and recreation,
garbage collection, planning and zoning, fire and rescue, and
libraries. These services, provided by the county in
unincorporated areas and by many municipalities to their
residents, are defined as "parallel” services. An alternative
form of county compensation to offset the effects of double
taxation is the tax rebate. Rather than providing a lower raie
of taxation to municipal property owners, the county returns
property {ax revenues to the municipal government to assist
in financing parallel services.

This issue of The Maryland Government Report examines
the double taxation of property within municipalities and the
method of compensating for double taxation through tax
differentials. The following sections discuss the causes of
double taxation, the legal debate over double taxation, state
and local policy regarding tax differentials, the effects of
focal government revenue sources on double taxation and
tax differentials, and the Instifute’'s methodology for
computing tax differentials and tax rebates to alleviate
double taxation. In examining these topics, the Report
attempts to dispel some commonly held myths about double
taxation and tax differentials in Maryland.

Causes of Double Taxation
There are several causes of double taxation of property
within municipal incorporations. In Maryland, county and
municipal taxation of the same property and the dependence
upon the property tax as a source of revenue is one cause
which has already been discussed. Three other principle
causes of double taxation are as follows: population growth
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that has outpaced municipal annexation or has not been
dependent upon the incorporation of new municipalities, the
legal delegation of similar powers and functions to counties
and municipalities, and the evolution of counties into
full-service, local governments. Moreover, these causes of
double taxation are not particular to Maryland but have been
experienced to greater and lesser degrees in other states.

The traditional role of American county government has
been to function as a subdivision of the state government in
administering functions of statewide concern such as the
maintenance of roads and highways, law enforcement, the
criminal justice system, and welfare.3 While municipalities
are also administrative subdivisions of the state, their
traditional functions are to provide the services their
residents desire.? Typical services that municipalities

- provide include: water and sewer systems, street

construction and maintenance, police and fire protection,
and parbage collection.

Traditionally, desires for these services by non—municipal
residents have been met through annexation of such areas
into the municipality or the incorporation of a new
municipality to provide these services.” However, property
owners and developers have turned to counly governments
as alternative urban service providers when municipalities
have been unable or unwilling to annex such areas or when
economic factors such as high municipal taxes, expensive
land values, and deteriorating infrastructures provide
disincentives to annexation.% In an effort to meet these new
responsibilities, county governments have used countywide
revenues to support all county services, regardless of who
benefits.

As the populations in unincorporated areas increased and
the demands for municipal—type services grew, counties
responded by providing services to residents in
unincorporated areas. For example, one analyst noted the
growing county provision and coordination of water and
sewer services in 1965 by stating:

The roles of Baltimore City, the Washington Suburban
Sanitary Commission, and the sanitary commissions of
Anne Arundel, Howard, and Baltimore Counties have
virtuyally precluded the development of numerous,
small municipal program systenis within the area....In
the counties beyond the metropolitan corridor, the
recent creation of sanitary commissions in seven
counties...signals the emergence of county
governments i what has been heretofore a municipal
pragmm.7

While the existence of an incorporated area within a
county that provides countywide services is a necessary
condition for double taxation to occur, that alone is not
sufficient. Counties must also have governmental powers
that allow them to provide urban services parallel to those
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services provided by municipalities. If a county's
governmental powers are limited to providing certain
county—only services, such as public education and the court
system, double taxation cannot exist. Some other
governmental means has to be developed to supply urban
services to residents of unincorporated areas, such as special
districts,

There is no rational guide for determining which
services municipalities should perform and which
services counties should perform. The delivery of
cerfain services ai the county level may be more
efficient due te economies of scale and the
specialization of skills that a larger organization can
realize.

Article 25 of the Annotated Code of Maryland enumerates
the express powers of counties, which include many
functions and powers similar to the powers of municipalities
found in Article 23 of the Code. Common powers and
functions include providing streets and highways, police
protection, planning and zoning, libraries, parks and
recreation. As a consequence, while double taxation is
commonly perceived to occur more often in those counties
with urbanized, unincorporated areas, it may in fact occur in
any county, whether predominantly rural or urban.

Nonetheless, urbanization has been a major catalyst for
county provision of urban services and hence the problem of
double taxation. In fact, urbanization in several counties has
caused the demand for municipal-type services to increase
to such a degree that these counties have sought additional
powers from the State and adopted charter home rule forms
of county government. The Maryland Constitution provides
for county home rule powers in Article Xi-A that are very
similar to the powers of municipal home rule enumerated in
Article XI-E of the Constitution.3 As a result, in recent
decades several Maryland counties have assumed the role
and functions of full-service, general-purpose local
governmenis. Currently, 8 of the 23 counties in Maryland
have charter home rule governments, and 5 have more
limited "code" home ru!e.9 Consequently, the role of
municipal government as urban service provider is now
shared with county governments.

The role of county governments as urban service
providers in Maryland is even more apparent when one
considers that even though Maryland is a highly urbanized
state, residents of municipalities {excluding Baltimore City),
account for less than 15 percent of the state's total
population.lo in addition, municipal expenditures for urban
services account for less than 5 percent of total expenditures
by all local Fovemments {counties and municipalities) in
Maryi.am:l.1 Thus, most residents of urbanized areas

receive "urban" or "municipal-type" services from county
governments rather than municipal governments.

Not all county governments in the country function in this
way. For example, in the New England States, urban areas
have developed under local units such as towns, townships,
and special purpose districts. These local governmental
units, which cover smaller geographic areas, provide most of
the public services, while the counties primarily administer
the judicial system. Southern and far Western States, on the
other hand, tend to rely on counties as general-purpose units
of government rather than on special districts, towns, or
townships. Therefore, Southern and far Western States may
have two types of general-purpose local governments —
counties and municipalities — that exercise a similar range
of powers and that have overlapping territorial
boundaries. ¢

There is no rational guide for determining which services
municipalities should perform and which services counties
should perform. The delivery of certain services at the
county level may be more efficient due to economies of
scale and the specialization of skills that a larger
organization can realize. Counties also have larger tax bases
and thus have greater resources to fund urban services.
However, municipal governments may be most directly
connected to the people they serve and may be in a position
to provide the highest degree of responsiveness and
accountability to the public. Therefore, the allocation of
service responsibilities among counties and municipalities
will likely depend upon such factors as the service demands
and preferences of the resident populations, the degree of
urbanization of a county, and the resources available from
local tax bases.

The Legal Debate Over Double Taxation

The legal debate over double taxation in Maryland has
generally focused on two questions: 1} does Maryland law
permit municipalities and counties to tax the same property
to fund the same services, and 2) if "double taxation” is
legal, may counties levy lower property tax rates for
municipal residents or make compensatory payments to
municipal governments? Both of these questions originate
from the relationship between counties and municipalities
established in the Maryland Constitution and in state law.
Various states respond differently to the issues raised by
these two questions. For example, Florida prohibits "double
taxation” of municipal residents; whereas, Georgia does not
recognize county and municipal taxation of property within
municipalities as double taxation. In one hundred years of
case law, the State of Maryland has consisiently answered
questions concerning both the legality of double taxation
and discounied county property tax raies in the affirmative.

Article XI-A of the Maryland Constitation and Section
5(0) under Article 25A of the Annotaied Code of Maryland




authorize county taxation of real properly. Article XI-E of
the Constitution and Section 2 under Article 23A of the
Code provide for municipal taxation of real property. These
concurrent taxing powers are also governed by Anticle 15 of
the Maryland Declaration of Rights, which maintains that all
State, county, and municipal taxes in Maryland:

..shall be uniform within each class or sub-class of
land,...yet, fines, duties or taxes may properly and
Justly be imposed, or laid with a political view for the
good government and benefit of the community.

The provision that taxes be "uniformly” applied within
couniies appears to mhibit reductions in county tax rates to
compensate for municipal delivery of services in lieu of
similar county services. However, Maryland case law has
permitted legislative enaciments providing tax rate
differentials for municipal residents on the condktion that the
differential does not relieve municipal property owners of all
tax liability for county services.

Legal debate in Maryland over double taxation goes back
at least to the "Laurel cases” of 1879 and 1889. The original
case concerned a law enacted by the Maryland General
Assembly which mandated that county property taxes levied
within Laurel for road purposes be returned to the Town to
fund road improvements within the corporate limits. The
Maryland Court of Appeals held that the statute did not
infringe upon the "uniformity" provision of the Declaration
of Rights.14 This decision was reaffirmed in a 1914 case
that examined a similar issue involving Carroll County and
the City of Westminsier. 15 The Carroli County case upheld
an act of the General Assembly requiring the County
Cominissioners to pay the City of Westminster one-half of
the annual county property tax revenue collected within that
city's corporate limits to fund municipal roads.

The second Laurel case invalidated a law passed by the
General Assembly that sought to return ail county taxes
levied within Laure! to the Town to fund any "desirable
improvements the Town Commissioners might find
proper."16 The Maryland Court of Appeals held that such a
blanket exclusion from county property taxation constituted
“a plain violation" of Axticle 15 of the Maryland Declaration
of Rights.

The Maryland Court of Special Appeals handed down iis
maost authoritative opinion on the question of double
taxation in Maryland in the 1975 case of Griffin v. Anne
Arundel County. 17" Griffin and other property owners of the
City of Annapolis claimed that Article 15 of the Maryland
Declaration of Rights reguires a county to remit to a
municipal corporation a portion of the proceeds of county
property taxes collected within the municipality.
Furthermore, the Annapolis property owners alleged that the
county property tax rate differential in effect at the time was
arbitrary and represented only one-third of the amount to
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which municipal residents were lawfully entitled; thus, the
county was violating the due process clause of the
Fourteenth Amendment to the U.S. Constitution.

The court held that the Fourteenth Amendment required
merely that proceeds from the county property tax be
employed for the benefit of county residents and not to the
exclusive benefit of the property owners who are taxed. The
court also ruled that the Declaration of Rights did not
require a county to remit to a municipal corporation a
portion of the proceeds of the county property tax coliecied
within the confines of the municipality, although such
remission is permissible through legislative action.

The legal debate over double taxation in Maryland is
aptly summarized by the following excerpt from the court's
opinion in the Griffin case:

Fundamental considerations of fairness indicate that
the City of Annapolis — and perhaps other
municipalities throughout Maryland — may be
entitled to more equitable tax treatment than they
receive.... [Nonetheless,] we have found that
appellants in this case are without a judicial remedy,
but even if their cause were amenable to judicial
intervention, the very nature of the problems involved
in adjusting City—County taxation, with their complex
economic and policy considerations argues
persuasively for legislative rather than judicial action.

[Fhe].. history of double taxation case law
demonsiraies that states differ in how they view
double taxation and in their policies fo accept, deny,
or alleviate double faxation.

In contrast to Maryland, the State of Florida has a
constitutional prohibition against double taxation and
statutory provisions for specific remedies. That prohibition
is found in Article VIiI, Section I(h) of the Florida
Constitution which specifically provides that:

Property situated within municipalities shall not be
subject to taxation for services rendered by the county
exclusively for the benefit of the property or residents
in unincorporated areas.

The Florida Supreme Court, however, has narrowly
construed the exclusivity clause. The court developed a
"substantial benefit” test in the 1970 case of St. Petersburg
v. Briley, Wild & Associates, Inc. by ruling that county
taxation of municipal properties is barred only when county
services bring to municipal property owners no "real or
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substantial benefit." 18 The court held that tax--supported
expenditures for a county sewage treatment plant, althoogh
it was not to be used by the county’s municipalities,
nevertheless benefitted the residents of those municipalities
by preserving their health. This was true even though no
lines, mains, pumping stations, or other physical facilities
were constructed within city boundaries. The court stated
that a reduction in pollution from open sewage discharge
was substantial enough to be of countywide benefii, and
hence, should be financed from countywide revenues. Other
Florida appellate decisions handed down in the late 1960s
and early 1970s have upheld the use of city—derived
property tax revenues for a county fire de,partmen't,1 for
county sewer facilities,20 and for county roads, canals, and
related improvements.

Conversely, enforcement of Florida's constitutional
prohibition againsi double taxation has led to the creation of
formulas with which counties must provide tax rebates {0
the cities. In the case of Manatee County v. Longboat Key,
certain municipalities brought an action to recover taxes
paid for services rendered for the exclusive benefit of
residents and property owners of unincorporated areas of the
county. The District Court of Appeals beld that once those
county services providing no real or substantial benefits o
municipal property owners have been identified, a vehicle
must be devised whereby the cost of such services is paid
only by those in unincorporated areas. The county must
levy special taxes on all property in unincorporated areas,
establish municipal service taxing units, or rebate the
identifiable cost of such services which is funded by taxes
levied on property within the municipality.22

In contrast to Florida's mixed legal history, the legal
environment in Georgia has been consistently against the
proposition that double taxation exists. Unlike Florida, the
Georgia Constitution does not prohibit double taxation. The
controlling legal reasoning in Georgia says that since all
citizens are residents of the county in which they live, they
cannot be relieved of paying county taxes by choosing to
live within the boundaries of a municipality.23 Thus, for
Georgians residing in incorporated areas, not only does
double taxation exist, it does so with no legal restraints and
is thereby unamenable to judicial scrutiny.

In 1971, the State of Utah adopted a statutory provision
under which certain classes of counties could provide
municipal-type services solely to unincorporated areas. The
counties were required, however, to cover the entire cost of
those services with property tax revenues from the
pnincorporated areas or user fees imposed on the
beneficiaries of the services or a combination of both. The
Utah Supreme Court confirmed the validity of this
requirement in a 1976 case resulting from a lawsuit filed by
Salt Lake City against Sal¢ Lake County.24 The court ruled
on behalf of the city and prohibited the county from using

city—-generated revenues to fund services provided only to
unincorporated areas of the county.

This brief history of double taxation case law
demonstrates that states differ in how they view double
taxation and in their policies to accept, deny, or alleviate
double taxation. Maryland's constitution, statutes, and case
law accept double taxation as a natural resuli of the shared
powers and functions granted by this state to both counties
and municipalities. However, Maryland law does authorize
local governments to alleviate the effects of double taxation,
and a number of Maryland counties have exercised this
authority by developing various policies to compensate for
double taxation.

State and Local Policy Action

Prior to the decision of the Maryland Court of Special
Appeals in Griffin v. Anne Arundel County in 1975, a few
counties had already acted to remedy or at least compensate
for double taxation of municipal residents. In addition, the
Maryland General Assembly considered double taxation and
tax differentials on several occasions before the Griffin
decision and reached the same conclusion as the court: that
legislative remedies negotiated at the local level between
each individual county and its municipalities would provide
the most effective solution to the probtem of double
taxation,

Carolipe County was one of the first subdivisions in the
state o grant municipalities compensation to help them fund
municipal services provided in lieu of similar county
services. In 1930, the county compensated municipalities
with a property tax rebate. The Maryland General Assembly
enacted local legislation authorizing Caroline County to
make payments o its municipal governments equal to six
percent of the county property taxes collected within each
town to assist in improving and repairing streets, alleys, and
roads. 2%

Harford County was the first subdivision in the state to
grant property tax differentials to municipal residents
owning real property. The Maryland General Assembly
adopted a public Jocal law in 1953 that established a tax
differential for municipal tesidents in Harford County. The
law restricted the county from levying taxes on property
within municipalities to fund the following county services:
the maintenance and construction of county roads outside
municipalities; the services of the county highways
department and roads engineer, road and highway lighting;
and the construction, acquisition, and maintenance of dumps
for the use of non—city residents.

In 1959, the Maryland General Assembly appointed the
Commission on City—County Fiscal Relationships o study
tax differentials and the problem of creating a consistent
basis for determining county tax differentials.27 The
commission concluded the following:




...no single solution [can] be developed to fit the
varying needs of the State, but ... any possible
solutions must be developed on a county-by-county
basis, bearing in mind the character of the respective
local governments involved, the nature of services
which theg render, and the needs and desires of their
citizens.?
The committee recommended that county and municipal
governments create commissions at the county level to
identify governmental activities that may have financing
inequities between municipal and county taxpayers and to
devise solutions that would alleviate existing problems.

The 1970 General Assembly established the Commitiee
on Taxation and Fiscal Matters, which issued a report
entitled County Property Tax Rate Differential for
Municipal Residents. 30 The Committee's report included at
least three findings that are relevant today.

First, the committee discovered instances in Maryland in
which municipal residents paid county taxes for services that
the county did not provide to them. Second, the committee
found that the allocation of state-shared taxes among the
counties and municipalities created instances where
municipalities received a disproportionate share of revenues
for the type of services provided.3! The result was that
“while some municipal residents [were] being subject to
double taxation, some municipal residents [were] receiving
double benefit from the allocation of non-property
(state—shared) revenues."32 Third, the cominitiee concluded
that in correcting some inequities, the State might promote
uneconomical or ineffective delivery of services by small
units of government.

The Commitiee on Taxation and Fiscal Matters reasoned
that the first finding supported instituting tax differentials to
provide greater tax equity for municipal residents, but that
the second and third findings tended to downplay the
negative effects of double taxation. Furthermore, the
comimittee noted that several counties were actively
providing some compensation to municipal governments in
recognition of double taxation. Therefore, the committee
reached a conclusion similar to that of the 1959 Comumittee
on City—County Fiscal Relationships: corrective state—wide
legislation to mandate tax differentials should not be
enacied. lInsiead, the committee strongly urged each county
to discuss its fiscal relationships with its municipalities and
act at the local level to eliminate double taxation of
municipal residents.

It was not until 1975 that the Maryland General Assembly
enacted a general public law, which applies to more than
one county, addressing the issue of tax differentials. The
law followed the guidelines of the two previous
commissions, permitting but not mandating county adoption
of tax differentials:
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The Board of County Commissioners or the County
Council, after consultation with municipal officials,
may levy a tax on the assessable property located
within one or more of the municipal corporations of
the County, which is less than the general County
properiy tax rate, if the municipal corporation
performs governmental services or programs in lieu of
similar County governmental services or programs.33
In effect, this law required counties to consider possible
double taxation of municipal residents and authorized them
to levy property taxes at lower rates within municipalities
that provided services or programs in lieu of similar county
services, As an alternative, counties were permitted to make
a payment to the municipal corporation rather than reduce
the county property tax rate.

Current Maryland iaw still requires that each of the
23 counties "meet annually and discuss” with the
municipal governments within the county the county
properiy tax rate to be sef in the municipal
corpovation,

Current Maryland law still requires that each of the 23
counties "meet annually and discuss" with the municipal
governments within the county the county property tax rate
to be set in the municipal corporation.”” However, state law
now mandates that Allegany, Anne Arundel, Baltimore,
Garrett, Harford, Howard, Montgomery, and Prince
George's counties "shall impose” taxes on property within a
municipality at a rate less than the rate set for property
ouiside the municipal cmporation.35 Alternatively, these
counties may still choose to direct a tax rebaie to a
municipal corporation rather than impose a lower tax rate on
real property located within a municipality. In determining
the county property fax rate to be set in municipalities these
counties shall consider: (1) the services and programs that
the municipal corporation provides in lieu of similar county
services and programs and (2) the extent to which property
tax revenues fund similar services and programs.

The remaining fifteen counties "may impose” the county
property tax on assessments of property in a municipal
corporation at a rate that is less than the rate set for
assessments of property in the parts of the county ouiside the
municipaiity.3 However, none of these fifteen counties
are mandated to provide tax differentials or tax rebates to
municipal corporations within their boundaries.




Table 1 summarizes the current practices of Maryland
counties in providing tax differentials and rebates. Seven
counties provide tax differentials, and eleven counties
provide tax rebates, Baltimore and Howard Counties do not
have any municipalities. Garrett County reported to the
Department of Fiscal Services that no municipalities within
the county provided services in lieu of similar county
services.? Finally, Wicomico and Worcester Counties do
not provide tax differentials or tax rebates.

Table 1 also lists the services that each county considers
as "parallel" to similar municipal services when calculating
their differential or rebate. The number of parallel services

provided by the county government is a critical issue
because generally the greater the number of parallel county
services, the greater the tax differential. For example,
municipal residents in Prince George's County may receive a
tax differential for police, fire, public works, property and
animal control, and community development services
because the county provides these parallel services to
residents of unincorporated areas. In contrast, municipal
residents in ¥ent County may receive a tax differential to
compensate for county police service and gypsy moth
abatement only.
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In short, since the General Assembly actions in the
mid-1970s and the Griffin case of 1975, most Maryland
counties have acted to remedy or alleviate the effects of
double taxation. Therefore, the recommendations of the two
state commissions that solutions to double taxation of
property within municipalities be implemented on a
county-by-county basis are being realized. However,
calculating the severity of double taxation and evaluating the
fairness of county compensation for double taxation requires
an examination of the fiscal relationships between counties
and municipalities, particularly the various sources of local
government revenue that fund parallel services.

_ Sources of Local Government Revenues

. Double taxation of real property occurs because counties
and municipalities levy property taxes on the same property
to fund parallel service expenditures. Calculations of tax
differentials and tax rebates are based on the amount of tax
revenue derived from property within a municipality to fund
the county's parallel services. All "non-property tax
revenue” that funds parallel county services, therefore, must
be excluded from the tax rate differential provided to
municipal residents. Consequently, the sources of local

government revenue, whether property tax or non-property
tax, and the relative amounts that each contributes to county
expenditures for parallel services directly impact the amount
of tax differential necessary to offset double taxation of
property owners within incorporated municipalities.

Table 2 shows the sources of municipal and county
revenue and the percentage that each source contributes fo
total revenues, on average, for all of Maryland's
municipalities and counties in fiscal year 1988. For
example, property taxation accounted for 29 percent of all
municipal revenue and 26 percent of all county revenue in
Maryland during fiscal year 1988.

As Table 2 indicates, property taxes are the single largest
source of revenue for both municipalities and counties;
however, double taxation may be more limited than
commonly recognized, Roughly three—fourths of all county
service expenditures are not funded from property tax
revenue and thus not funded through double taxation. In
other words, only 26 percent of all county service
expenditures may possibly be derived, in part, through
double taxation. The following example illustrates the
effect of non-progerry tax revenues in limiting the scope of
double taxation,>
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For simplicity, the following assumptions have been
made: (1) All county service expenditures are funded from
the various revenue sources listed in Table 2 at the
proportion each contributes to total funding (i.e., property
taxes fund 26 percent of the total cost of each county
service). (2) The county governmeni provides parallel
services to residents in unincorporated areas of the county
that are similar to every service a municipal government
provides to its residents. (3) The county levies the same
property tax rate for residents within the municipality as in
unincorporated areas. (4) The county property tax rate is
$3.00, and the county government wants to adjust #1s rate to
eliminate double traxation of property located inside the
municipality.

Under these assumptions, the differential should be equal
to the county property tax rate, $3.00, multiplied by .26, the
percentage that property taxes fund the parallel services.
This would allow municipal residents a $.78 tax differential,
and the county property tax rate in the municipality would
fall to $2.22. The amount of the tax differential cannot
exceed the equivalent proportion of county property tax
revenues that fund parallel county services.

In reality, few counties provide parallel services similar to
every service a muaicipality provides to its residents.
Purthermore, state—shared revenues returned to local
governments partially finance parallel services and thereby
reduce the amount of double taxation. State—shared
revenues subsidize local government expenditures for
certain specific services, such as highway and street
maintenance and police protection. The State aiso collects
revenue from several other major sources and shares these
funds with local governments. Table 3 lists these sources of
shared revenue, which include income taxes, state—shared
taxes, other local taxes, and revenue from licenses and
permits.

The following example illustrates how state-shared
revenues subsidize local provision of a parallel service and
further reduce the amount of double taxation. A
municipality spends $100,000 for its police department and
must levy a property tax of $.20 per $100 assessed valuation
to generate the necessary revenue, The county government
also provides police service, spending $1,000,000, and
levies %.20 against its larger property tax base to generate
the necessary revenue. Thus, the total rate of propesty taxes
paid for parallel police services by the municipal resident is
$.40 per $100 assessed valuation.

However, if the State funds a grant-in—aid program that
provides one—quarter of the costs of local police protection,
a property tax rate of $.15 per $100 assessed valuation in
both the city and county would be sufficient to raise the
same amounts of total revenue for police protection.
State-shared revenue, therefore, reduces or offsets the

double taxation to support parallel police services from $.40
10 $.30 per $100 assessed valuation.

The amount of state—shared revenue generated by
Maryland's tax structure and allocated to counties and
municipalities has a substantial impact upon the justification
for, and the size of, tax differentials. If a municipality
provides very few services, it is possible that the
state-shared revenues received by the municipality to help it
fund these services will exceed the equivalent amount of
county property tax levied against municipal residents io
fund a parallel county service. In this case, no tax
differential would be awarded.

The Maryland Department of Fiscal Services calculated
tax differentials for each municipality in the state for the
1970 report of the Committee on Taxation and Fiscal
Matters. The department's calculations concluded the
following: seven counties would have levied a tower
property tax rate for all municipal residents; four counties
would have levied a lower property tax raie for residents in
some of their municipalities and a higher property tax rate
for residents in other municipalities; nine counties would
have levied a higher property tax rate for residents in all of
their municipalities; and one.county would have levied the
same rate within municipalities as in the county. The
number of municipalities entitled to reductions in county
property tax rates totalled 59; whereas, the number of
municipalities that would have received increases in county
property taxes totalled 8840

In general, the greater the municipal and county
dependence upon property taxes to fund parallel services,
the greater the tax differential. Conversely, the greater the
municipal and county dependence on "non-property tax"
revenue to fund parallel services, the smaller the tax
differential.

The Institute's Methodology for Calculating

Tax Differentials

This section presents step-by-step calculations to
determine tax differentials and tax rebates for a hypothetical
municipality that provides a "medium" number of parallel
services. As a general rule, the greater the number of
services a municipality provides in lieu of parallel county
services, the larger the tax differential. On the other hand,
the smaller the number of services a municipality provides
in lieu of similar county services, the smaller the tax

differential 4!
Table 4 illustrates this conclusion by contrasting the tax
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differential calculations for the "medium" municipality with
similar calculations for two other hypothetical
.. municipalities, one providing fewer services and the other, a
larger number of services. The left column includes
calculations for the municipality providing a "small” number
of services and the right column shows those for the
municipality providing a "large” number of services,
(Hereafter, these are designated as municipality "S" (small),
"M" (medium), and "L" (large).) The discussion of each
step of the methodology is valid for all three municipalities,
although the iext enumerates each step to calculate the
differential for municipality "M" only.

Municipality "S" would not receive a tax differential
because the state-shared revenue it received to subsidize the
one parallel service it provides exceeded the amount of
county property tax revenue levied within the city to fund
the similar county service. The calculations for municipality
"L," conversely, result in a large, positive tax differential.
This occwred because municipality "L" provides numerous
parallel services and the county where it is located spends
several million dollars on the services that residents of
municipality "L" receive instead from their municipal
government,

11
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A few observations regarding the use and source of
financial data in calculating tax differentials are necessary
before discussing the Institute's methodology. First, county
expenditures and revenues must be used in calculating tax
differentials because the tax differential is a reduction of the
county property tax rate for county services that municipal
residents receive from their municipal government instead
of from the county. Second, the most accurate and reliable
expenditure and revenue data for local governments are
available from the State Uniform Financial Reports filed
annually by each county and municipality with the Maryland
Department of Fiscal Services. Third, actual expenditure
data for the prior fiscal year should be used in the
calculations rather than budgeted data for the current fiscal
year because budgeted data is less reliable due to
uncontroilable fluctuations of revenue and expenditure.
Finally, tax differentials should be recalculated annually
because the amount of double taxation of property within
municipalities will change in accordance with annual
changes in county revenues and expenditures for parallel
services.

STEP ONE: Review and Classify County Services that
Parallel Municipal Services

Because counties and municipalities do not provide
exactly the same number and type of services, one must
analyze their Uniform Financial Reports to identify county
services that parallel or duplicate municipal services.
Therefore, the first step in calculating tax differentials is to
analyze municipal service expenditures to determine what
services the municipality provides and review county
service expenditures to classify each county service as either
"parallel” or "countywide."

Parallel services are those services which the county
provides outside the municipality that are similar or
equivalent to services that the municipality provides to its
citizens. Services most often identified as parallel include
police and fire protection, highway and street maintenance,
planning and zoning, solid waste removal, water and sewer,
inspections, and parks and recreation.

Municipality M: Paraliel County Services

General Government
Highways and Streets
Planning and Zoning

Police

STEP TWO: Calculate Total County Expenditures for
Parallel Services
Once each county service which parallels a similar
municipal service is identified, one must evaluate the
municipal and county expenditures for these services in

order to exclude them from the municipal resident's county
property tax liability. However, municipalities may not
fully provide each service in lieu of a parallel county
service. In such cases, the municipality may be entitled to
partial but not full credit for providing these services.

For example, the county in which municipality "M" is
located provides general government services, including
political representation, financial administration, and
administration of all county services and departments, legal
fees, and general services. However, not all but only some
of the county's general government expenditures support
parallel services. The remainder of county spending for
general government supports additional county services or
programs that are not duplicated by municipality "M" and
thus are not included in the tax differential, Therefore,
municipality "M" is entitled to only a partial exemption from
county taxation to support general government based on the
"service rate” or degree to which the county provides the
parallel service.

Service rates may be appropriate for other parallel
services in addition to general government, such as police
(if operational less than 24 hours per day) and volunteer fire
and rescue services.*2 To illustrate, if municipality "M"
provided police service from 6:00 a.m. to 12:00 midnight
and relied on county police service from 12:00 midnight to
6:00 am., a service rate of .75 would be appropriate. (The
county's police service is parallel during 75 percent of the
day, and countywide the other 25 percent.) Municipality
“M" would thus receive a 75% rather than 100% exclusion
from county property taxation for police service: service rate
of .75 multiplied by county expenditures for police of
$330,064 equals $247,548.

In the example below, the figures in the first column
represent the service rate or the rate at which the county and
municipality provide the given parallel service. The second
coluimnn shows the county's total expenditures to provide the
parallel service to county residents. 43 The third column
lists the total allowance for which municipal residents
should receive property tax differentials. In order to
simplify the analysis, service rates are used for general
government expenditures only. (Table 4 reflects
expenditure and revenue data from the third column only for
the three municipalities.)

For municipality "M" all parallel services except general
government receive a full exemption (service rate = 1.00)
because the municipality fully provides each of these
services within the town. However, because county
expenditures for parailel services represents 16.5 percent of
total county expenditures, a service rate of .165 is
appropriate for general government. Thus, municipality
"M" is entitled to a total allowance of .165 * $787.619 =
$129,800 for general government.

12
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Municipality M: County Expenditures for Parallel Services

Rate County Expend. Total
General Government 0.165 $ 787,619 $ 129,800
Highways and Streets 1.00 2,046,740 2,046,740
Planning and Zoning 1.00 184,408 184,408
Police 1.00 330,064 330,064
Total $ 3,348,831 $2.691,012

STEF THREE: Calculate Parallel Service Non-property
Tax Revenues

It is not possible to calculate directly the amount of
county property tax revenue that is nsed to fund parallel
county services. Revenues that finance all county service
expenditures originate from two sources: property tax
revenue and non—property tax revenue. Tax differentials are
calculated from county property tax revenues only.
Consequently, non—property tax revenues must be deducted
from the total allowance for parailel service expenditures
estimated in step two to calculate indirectly the amount of
county property tax revenue that funds a parallel service.

Non—property tax revenues include fees earmarked for
specific functions and funding from general sources not
linked to specific programs or services. Fees earmarked for
specific functions include user fees such as sewerage
charges, zoning and subdivision fees, state aid for police

protection, and waste collection charges. Non-property tax
revenues from general sources include state—shared
revenues, income tax, and certain intergovernmental grants.
Because municipalities receive revenue from these sources
to aid in funding their parallel services, all non-property tax
revenue from these same sources that the county also
receives to subsidize parallel services in non—municipal
areas must be subtracted as parallel service non-property tax
revenues.H4

The sum of non-property tax revenues from earmarked
and general sources equals the total amount of non—property
tax revenue for parallel county services. If service rates are
used in step two to grant only a partial exclusion from
county property taxation, they should also be used to
provide a consistent adjustment of the amount of
non-property tax revenue financing the parallel service.

Municipality M: Parallel Service Non-property Tax Revenues

Part One: Earmarked Non-property Tax Revenues

Rate County Revenues Total
General Government 0.165 $ 0 h 0
Highways and Streets 1.00 1,539,762 1,539,762
Planning and Zoning 1.00 118,547 118,547
Police 1.00 142,797 142,797
Subtotal $1,801,106 $ 1,801,106

Part Two: General Source Non-property Tax Revenues

Local Income Fax $312,150
Taxes-—Local Other 28,370
Taxes—State—shared 13,819
Licenses and Permits 130.986
Subtotal 485,325
Total Paraliel Service Non-property

Tax Revenues: $ 2,286,431
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STEP FOUR: Calculate County-Municipal Tax
Differential

Parallel service expenditures (step two) minus parallel
service non-property tax revenues (step three), equals
county parallel service expenditures funded by county
taxation of real property. In other words, this is the amount
of county expenditures for parallel services from which
municipal residents should be exempt through tax
differentials. To change this amount to a tax differential,
divide the amount of county expenditures by the difference
of the county assessable base minus municipal assessable
base per $100 assessed valuation. The result is the
estimated county property tax differential for municipal
property owners.

STEP SIX: Caleulate County Property Tax Rate for
Municipal Properiy Owner
The county property tax rate for the municipal property
owner is calculated by subtracting the municipal tax
differential from the county property tax rate.

Municipality M: Municipal Tax Differential

Parallel Service Expenditures $ 2,691,012
minus

Parallel Service Non—property Tax Revenues - 2286431
equals

Parallel Service Expenditures funded by

Property Tax Revenue = 404,581

divided by the difference of
[(County Assessable Base minus Municipal

Assessable Base) / $ 100] /4,625,783
equals
Municipal Tax Differential = $0.087

Municipality M: County Property Tax Raie
for Municipal Property Owner

STEP FIVE: Calculate Total Differential Allowance for
Munpicipality

The total differential allowance for the municipality is the
sum of differentials for all property owners in the city or
town. The municipal tax differential (step four) multiplied
by total municipal assessable base per $100 assessed
valuation equals the iotal differential allowance to municipal
residents for parallel county services. The total differential
allowance also represenis the amount of county "double
taxation" of property within the municipality. Furthermore,
the sum of differentials for all property owners is equivalent
to a "tax rebate” amount that could be granted to the
municipal government as an alternative to providing tax
differentials to property owners in the municipality.

Maugnicipality M: Total Differential Allowance

Municipal Tax Differential $ 0.087
multiplied by

Municipal Assessable Base/ $100 571,078
equals

Total Differential Allowance $ 4,966

(Tax Rebate Amount)

County Properiy Tax Rate $3.000
minus
Municipal Tax Differential —.087
equals
County Property Tax Rate
for Municipal Property Owner $2.913
CONCLUSION

This issue of the Maryland Government Report has
exarnined double taxation of property located in municipal
corporations and compensation for double taxation through
tax differentials. Double taxation in Maryland occurs
because municipal and county governmenis both have the
authority to levy taxes on the same real property within their

Jurisdictions to fund the same services. Other causes of

double taxation in Maryland include population growth and
a resulting demand for municipal-type services in
unincorporated areas, the State's delegation of very similar
powers and functions to counties and municipalities, and
counties' evolution into full-service, general-purpose local
governments,

An examination of case law demonstrates that states differ
in how they view double taxation and in their policies to
accept, deny, or alleviate double taxation. Maryland's
coustitution, statutes, and case law accept double taxation as
a naturai result of the shared powers and functions granted
by this state to both counties and municipalities. However,
Maryland law authorizes local governments to alleviate the
effects of double taxation, and eighteen Maryland counties
have exercised this authority by developing various policies
to compensale for it.

Calculating the actual amount of double taxation of
property within municipalities and evaluating the equity of
county compensation for double taxation, however, requires
an examination of the fiscal relationships between counties
and municipalities. The methodology for calculating tax
differentials proposed in this Report is just one way of
measuring the amount of double taxation of property within
municipalities and estimating an equitable tax differential.

16




Even though the methodology is based on an objective
analysis of the fiscal relationship beiween two local
governments, it presupposes and is dependent upon
cooperation between a county and its municipalities.
Determining which county services parallel municipal
services and the service rate (total or partial) of municipal
provision of these services involves subjective judgments.
These judgments depend upon a mutwal willingness by the
governing officials of the county and municipality to
compromise and negotiate in good will.

Furthermore, the Institute's methodology does not account
for all possible fiscal inequities that may exist between a
county and municipality. Examples of these inciude the loss
to municipal assessable base from non-taxable
county—-owned property within a municipality, delivery of
municipal police or fire services beyond municipal
boundaries, and county assessment of user fees for
municipal use of certain facilities or services such as
landfills or recycling of solid waste. In short, this method is
not a means of calculating county aid to municipal
governments but of alleviating specific inequities occurring
through county taxation of real property. Several counties
and public and private organizations use a number of
different methods to calculate county compensation to
municipalities. These methods may be more appropriate for
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certain counties and municipalities.

A county's adoption of tax differentials or tax rebates to
alleviate double taxation of municipal residents will rarely
be a "pot of gold at the end of the rainbow" for a
municipality, As this report suggests, double taxation of
property owners in municipalities does occur bui may not be
as widespread as commonly thought due to the high degree
of state-shared revenue that funds municipal services and
increased county action to provide tax differentials or
rebates. Moreover, it is possible that no tax differential
would be awarded (o small municipalities that provide very
few services. In order to justify a tax differential from the
county, a municipality must provide a sufficient number of
services to offset state-shared revenue that it receives,

The Institute recommends that municipalities and counties
consider using its methodology to calculate the degree of
double taxation that may exist in their fiscal relationships
and compare it to their current level of compensation, if any,
for double taxation. A municipality that provides a number
of services that the county also provides may find that it can
justify receiving compensation or additional compensation
from the county. On the other hand, a municipality that
provides only a few parallel services may discover that the
compensation it currently receives from the county is
adequate or generous.

17

&5
.
[
%
.
!
%




MARYLAND GDVERNMFNT

A POLICY RESEARCH SERIES FAOM THE INSTITUTE FOR GOVERMMENTAL SERVICE

ENDNOTES

15. County Commissioners of Carroll County v. Mayor and
Common Council of Westmmster 123 Mid. 198, 91 A 412
(1914)

16 Commlssmners of Prmce George 8 County v,
Commissioners of Lavrel; 70 Md. 443 (1889) :

17. Giiffin'v. Axme Anmdel County 25 Md App 115 333
A2d 612 (1975). :

18,8k Petersburg Vi Brﬂey, Wﬂd & Assec;ates Im: 239
So 2d 817 (Fla 197{)) : :

19 Dressel v Dade Ceunty, 219 So 2cE 716 (3d DCA
Fla 1969) o : e :

35.  This mandats. is: effective “on the: cnnd:tmn that the
m&mc;pahty can demonstrate' ha_ '

prcgrmns

6—-305 ( 1999)

37 Annomted Co L
6—-306 (199{.}) s

'38

39. Th;s example: 'reatl aver: mphﬁ
caiculatmg atax d <becay .

& amount of count 'se ice expem‘htm'
number an""levei-o paralte :




THE

N STITTE FOR

AT THE UNIVERSITY OF MARYLAND

MeleSeSele(QeN

¢ Institute for Governmental
Service uses the skills, knowledge,
and resources of its staff and of the
University of Maryland to promote
excellence in governance in Maryland by
providing consulting and information
services for governments and
communities in the State and by
advancing the University's public service
mission in a manner that warrants the
highest degree of public confidence in its
integrity, efficiency, and fairness.

The Institute is a unit of the University of Maryland System Cooperative Extension Service,

.



MARYLAND GOVERNMENT

A POLICY RESEARCH SERIES FROM THE INSTITUTE FOR GOVERNMENTAL SERVICE

The Institute for Governmental Service provides
information, research, and technical assistance to state
agencies and local governments in Maryland.

The Maryland Government Report is a continuing series
of research publications on a variety of policy issues
affecting state and local government in Maryland. Authors
of individual reports include Institute staff, University
faculty and other researchers whose findings are of value to
state and local officials. The opinions expressed in these
studies are those of the authors and not necessarily those of
the Institute for Governmental Service or the University of
Maryland.

All material copyright 1991 © by the Institute for
Governmental Service, unless otherwise acknowledged. For
permission to reprint any material from this Report, please
contact the Institute at 301/ 405-6970,

Brian M. Gardner, Director
institute for Governmental Service

Barbara 5. Hawk, Deputy Director
Institute for Governmental Service

MaryAnn S. Suehie, Editor
Institute for Governmenial Service

INSTITUTE FOR GOVERNMENTAL SERVICE
NON-PROFIT ORG.

Sui-te 21-01, Woods Hall U.S. POSTAGE

University of Maryland System PAID

College Park, Maryland 20742 COLLEGE PARK, MI}
PERMIT #10

ADDRESS CORRECTION REQUESTED

Serving state agencies, local governments, and the citizens of Maryland




Two Approaches for Computing
Property Tax Differentials for Property in
Ocean City, Maryland

< PP

IRy LA
INSTITUTE ror

(GOVERNMENTAL

SERVICE ano RESEARCH



Two Approaches for Computing Property Tax Differentials
for Property in Ocean City, Maryland




Two Approaches for Computing Property Tax Differentials
for Property in Ocean City, Maryland

Victor K. Tervala

Project M-117

Institute for Governmental Service
Center for Applied Policy Studies
University of Maryland, College Park

May 1999






Contents

Executive Summary . .......... .. it
Introduction .. ... ... .. 1
Double Taxation? . ... ... ... ... 1
An Invisible Subsidy to County Government .. .......................... 2
Maryland Lawon Tax Setoffs .............. .. ... ... ... .. .. ..... .. 3
IGS Approaches ... ... . . 5
IGS Approach 1 -InGeneral ... .. ... ... ... . . ... ... ... ... .. ... .. ... 5
Approach 1 Calculations . ...... ... ... . ... ... .. 6
IGS Approach2 -InGeneral .. ..., .. ... ... ... ...................... 12
Approach 2 Calculations . ......... .. . . ... . .. ... . ... ... 13
Conclusion ... ... 17

e







Executive Summary

In the late summer of 1998, the Town of
Ocean City, Maryland approached the Institute
for Governmental Service (IGS) about
computing a tax differential. A tax differential
- or tax setoff, as some people call it - arises
when a municipality provides the same or
similar set of services provided by the county.
A tax differential is defined as the amount by
which the county reduces the county tax rate
in a municipality to compensate for the
provision of duplicated services. IGS agreed
to the request and work began in December,
1998,

1GS has worked for several decades with
tax sctoffs. It developed two methods to
calculate tax setoffs based, in part, on the
general guidelines established in state law. As
required by state law, each method looks at
duplicated services and the amount of tax
revenue that funds these services. Moreover,
since two basic types of problems arise from
duplicated services, IGS developed two
methods to measure and compensate for each
problem,

One type of setoff problem arises from the
workings of a federated system, where county
residents also may be municipal residents and
pay taxes for overlapping services. When a
municipal service such as police protection
duplicates a county service, the municipal
service displaces (or at least mitigates) the
need to receive police protection from the
county. To resolve this type of problem, a tax
setoff’ formula will seek to compensate the
municipal taxpayer for paying taxes toward
county services that they cannot enjoy - or
cannot enjoy to the same extent available to
other county taxpayers.

The other type of setoff problem
compensates for the invisible subsidy granted
by municipal taxpayers to the county
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government. In this situation, municipal
services reduce the need for the county to
provide services in the municipal area. The
savings realized by the county is the measure
of the subsidy given the county government by
municipal taxpayers. IGS contends that a
method that measures this type of problem
must be different than a method that measures
the other type of problem. In the former case,
a method measures what is not received by
municipal residents. For the second type of
problem, the method measures what the
county saves by municipal operations,

IGS Approach 1 measures the first type of
problem. 1GS Approach 2 measures the
second type of problem. Experience with
these methods shows that they can produce
very different tax differentials and tax rebates
in the same jurisdiction

Applying the methods to Ocean City and
Worcester County, IGS found the duplicated
services include: planning and zoning; police;
fire and rescue; volunteer fire and rescue;
animal control, emergency alarm (911),
transportation services (primarily spending on
highways and streets); parks and recreation;
and economic development. These are all
categories of spending found in the Uniform
Financial Reports {(UFRs) filed annually by
each jurisdiction with the state government.
Using primarily the amounts of spending
reported in each of these categories, the
county spent $8,600,544 on these duplicated
services in FY 98. Under IGS Approach 1,
this amount of spending produces a tax
differential for Ocean City of $.25 or a tax
rebate of $3,612,691. Alternatively, Ocean
City spent $24,601,789 on this set of
duplicated services. Under IGS Approach 2,
this amount of municipal spending produces a
tax differential for Ocean City of $1.33 or a



tax rebate of $19,221,778.

The results produced under IGS Approach
1 and IGS Approach 2 are meant to be the
beginning points of discussion between the
county and the municipality. Tax differentials
are always products of negotiations. No one
but the parties can decide what might be a
proper result under all the circumstances that
prevail in a jurisdiction. The data presented
here provide a list of services and a set of
numbers to begin discussion. If the parties
agree that this list of services and numerical
data are more or less supportable, then the
results produced here can acquire more
meaning. The larger of the two reported
results, for example, can be viewed as a
ceiling--the maximum amount the county
might consider as a tax setoff. The smaller of
the two results might be viewed as a floor--the
minimum amount the county might consider.
Serious negotiations can then focus of
amounts that lie between these two figures.
Alternatively, the parties, after negotiations,
may come to decisions that are not
contemplated in these pages. In this case, this
report must remain merely a catalyst for
discussion.
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Introduction

In the late summer of 1998, the Town of
Ocean City, Maryland approached the Institute
for Governmental Service (IGS) about
computing a tax differential. A tax
differential--or tax setoff, as some people call
it--arises when a municipality provides the
same or similar set of services provided by the
county, A tax differential is defined as the
amount by which the county reduces the
county tax rate in a municipality to
compensate for the provision of duplicated
services. Alternatively, instead of providing a
tax differential, counties sometimes calculate
the total value of the tax differential spread
among all the municipal property owners and
provide a “tax rebate” directly to the
municipality in this amount. In any event, for
several decades IGS has been involved in
helping jurisdictions throughout the state
compute tax differentials and tax rebates. IGS
agreed to help Ocean City calculate a tax
setoff and work began in December 1998.

Tax setoffs in Maryland are provocative
subjects, causing a great deal of debate and
consternation in local government circles, The
Jaw on the subject is broadly written, largely
leaving its method of computation for each
county to decide individually. Developed from
its years of experience, IGS uses two formulas
that agree with the broad requirements of state
law and satisfy the various underlying policy
concerns,

Certain Maryland counties also have
developed their own approaches, some similar
if not identical to the 1GS approaches, and
some quite different. This report applies the
two IGS formulas for computing a tax
differential to Ocean City, Maryland, located
in Worcester County. Tt begins below with a
review of the policy concerns underlying tax
setoffs in Maryland.

Double Taxation?

Debate at the state and local level for
providing tax setoffs for municipal residents is
commonly focused on the issue of double
taxation. The state Department of Fiscal
Services 1996 Report on County-Municipal
Tax Differential states, “The theory underlying
property tax set-offs is that they compensate
for double taxation of municipal taxpayers
which occurs when both municipal and county
property taxes are levied to fund similar
services.” The Maryland Municipal League in
written testimony before the General Assembly
in 1997 declared, “A property tax setoff
compensates municipal taxpayers for double
taxation by providing a lower county tax
rate...for property owners within a
municipality or by providing a direct
payment...to the municipality.”?

In 1975, however, Maryland’s second
highest court held that double taxation did not
arise when counties and municipalities provide
parallel services. Different taxing authorities
taxing the same property is not double
taxation, the court said in Griffin v Anne
Arundel County” Only the same taxing
authority taxing the same piece of property
twice defines double taxation.* What is
created when the services of two general
governments overlap can be viewed in the
following scenario.

1 Department of Fiscal Services 1996 Report on
County-Municipal Tax Differential, at page 1.

2 Maryland Municipal League Testimony for HB
1112,

3 25Md. App. 115 (1975).

4 Td. at 128.



For the sake of illustration, assume an
urban area in an otherwise rural county
decides to incorporate, The new municipality
decides to provide only police services to its
residents, in addition to general government
services. What will be the affect on the county
budget? _

Clearly the county will be burdened no
longer with having to provide police services
in the urban area. The county budget for
police services consequently will decrease over
previous year amounts. Suppose the police
budget was $10 million, and it is cut by 30
percent to $7 million as a result of the
municipal incorporation, The amount of
property tax revenue supporting the police
budget would drop proportionately in this
scenario. All county taxpayers would end up
benefitting by the change in police services.

The scenario points to several other
conclusions.  First, providing municipal
services does not lead to double taxation. The
county budget takes into account the fact that
the new municipality will be providing police
services. County spending will be reduced.
More to the point, the situation does not lead
to a pretense in which county tax revenue is
collected to duplicate the municipal service;
estimated county expenditures are not
artificially inflated. Consequently, municipal
taxpayers cannot claim they are being taxed
twice for services they receive only once.
They are taxed once by the municipality for
municipal police services and once by the
county for county police services. The two do
not somehow combine or overlap to create
double taxation.

From this scenario, a second conclusion is
obvious: a hint of unfairness has arisen.
Municipal taxpayers are being taxed for a
service the benefit of which, by design and
intent, will be limited to nonmunicipal areas.
Is the county taxation therefore wrong and

compensable in this case? The City of
Annapolis, in fact, argued in Griffin that it was
unlawful and improper for the county to tax
city residents for services that were being
furnished only to areas outside of Annapolis.
Municipal residents, they claimed, could not
receive their fair share of benefits from their
county tax dollars.

The court rejected the argument. It stated
that the proceeds of any ad valorem tax levied
by the county, such as the property tax, need
only be employed for the benefit of the county.
The law does not require a demonstration of
any specific benefit to the property owners
who are taxed, the court said. Thus, the court
held that the applicable law made the situation
neither wrong nor compensable. The court,
however, went on to complain about the
narrowness of the law they had before them.®
It concluded the case noting that “fundamental
considerations of fairness indicate the City of
Annapolis--and perhaps other municipalities in
Maryland--may be entitled to a more equitable
tax treatment by the counties than they
receive.®

An Invisible Subsidy to County
Government

While the City in Griffin complained about
services they could not receive, another type
of equity problem lay unexplored: Municipal
taxpayers provide an accidental and
uncompensated benefit to county government.
This can be seen in the hypothetical example
outlined above.

In the example the county is obligated to
provide police service in the urban area in the

5 Id at130-131.

6 Id at 138



absence of the municipal service. The
presence of the municipal service reduces the
scope and cost of a parallel county service by
$3 million. Instead of spreading out the $ 3
million cost to all county taxpayers, only a
subset of county residents, municipal
taxpayers, shoulder the $ 3 million cost
burden. The municipal service effectively
shields all other (meaning nonmunicipal)
county taxpayers from paying a cost that
would otherwise be theirs. In effect, municipal
taxpayers provide a $3 million subsidy to
county government. This invisible subsidy,
created whenever a municipal corporation
duplicates a county service, becomes a
compelling argument for granting a tax setoff,

This is not to say that compelling counter-
arguments against granting a tax setoff are
absent. In fact, a powerful counter-argument
focuses on the consent of taxpayers to
shoulder their tax burden. Specifically,
municipal taxpayers voluntarily own property
in a municipality. They tacitly consent to their
tax burden. In legal parlance, consent is
generally held to negate any semblance of
wrongdoing that may attend an act in question.
Moreover, in paying the added tax burden,
municipal taxpayers receive special services
that other county tax payers do not receive;
i.e., municipal services that are tailored to
municipal needs. Consequently, municipal
taxpayers have made a rational decision to
bear the cost of municipal residency to acquire
the benefits of residency. Why should a tax
setoff be granted in this case?

Maryland Law on Tax Setoffs

The Maryland General Assembly grappled
with these questions 20 years ago in framing
the public policy regarding tax setoffs. It
decided that in some counties setoffs are

mandatory, when certain conditions are met;
in the remaining counties, the county
governing body decides whether to grant a tax
setoff. Arguments for and against granting
tax setoffs are still live political issues in these
counties,

Thus under Maryland law whether or not
a tax setoff is granted depends, in part, on
municipal location. Throughout Maryland,
state law requires county and municipal
officials to meet and confer each year over the
county property tax rate applied within
municipalities. The law provides further that
in eight Maryland counties a lower tax rate
must be applied when a municipality shows it
duplicates county services and programs. In

- the remaining counties, even when duplicated

services are shown to exist, state law provides
local discretion in regard to providing tax
setoffs. These county governments may or
may not decide to provide tax setoffs.’
Worcester County, in which Ocean City is
located, is one of the counties for which a tax
setoff is not mandatory even when duplicated
services are shown to exist.

In setting a lower tax rate, counties that
are obligated to provide a tax setoff under
certain conditions must consider two factors:
(1) the services and programs duplicated by
county and municipal government; and (2) the
extent to which these services and programs
are funded by property tax revenue.® All other
counties may consider the above two factors,
according to state law, but they are not
required to consider them. No other
guidelines, however, are given by the state and
consequently, Maryland local governments are
free to construct their own methodologies. As

7 MD. CODE ANN., TAX-PROP §§ 6-305 & 6-
306 (1994).
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the following discussion shows, the IGS
Approach 1 formula meets the legal criteria
noted above, as does (perhaps more arguably)
the IGS Approach 2.



IGS Approaches

IGS developed two methods to calculate
tax setoffs based, in part, on the general
guidelines established in state law. As
required by state law, each method looks at
duplicated services and the amount of tax
revenue that funds these services, Moreover,
since two basic types of problems arise from
duplicated services, 1GS developed two
methods to measure and compensate for each
problem.

As discussed in the introduction, one type
of problem with setoffs arises from the
workings of a federated system, where county
residents may also be municipal residents and
pay taxes for overlapping services. When a
municipal service such as police protection
duplicates a county service, the municipal
service displaces (or at least mitigates) the
need to receive police protection from the
county. To resolve this type of problem, a tax
setoff formula will seek to compensate the
municipal taxpayer for paying taxes toward
county services that they cannot enjoy--or
cannot enjoy to the same extent available to
other county taxpayers.

The other type of setoff problem
compensates for the invisible subsidy granted
by municipal taxpayers to the county
government. In this situation, municipal
services reduce the need for the county to
provide services in the municipal area. The
savings realized by the county is the measure
of the subsidy given the county government by
municipal taxpayers. IGS contends that a
method that measures this type of problem
must be different than a method that measures
the other type of problem. In the former case,
a method measures what is not received by
municipal residents. For the second type of
problem, the method measures what the
county saves by municipal operations.

IGS Approach 1 measures the first type of
problem. IGS Approach 2 measures the
second type of problem. Experience with
these methods shows that they can produce
very different tax differentials and tax rebates
in the same jurisdiction. Since the approaches
measure different things, this result should be
expected, Moreover, depending on the fiscal
characteristics of a county and municipality,
Approach 1 sometimes yield the higher
amount; sometimes the lower amount.

1GS Approach 1 - In General

IGS Approach 1 measures the cost of
county services that municipal taxpayers do
not enjoy to the same extent as other county
taxpayers. Approach 1, like Approach 2, uses
data contained in the Uniform Financial
Reports (UFRs) filed by each jurisdiction in
October with the state for the most recently
concluded fiscal year,  The steps in the
approach can be summarized as follows.

First, IGS selects county and municipal
services that duplicate one another. These
typically include highways and street
programs, police, fire, planning and zoning,
and recreation. Next, county spending on
these programs is totaled, Third, the indirect
or overhead costs for providing the duplicated
services are calculated. Calculating indirect
costs requires determining the percentage of
the budget that is spent on providing direct
duplicated services and multiplying the
percentage by the amounts spent on such
overhead items as the county legislative
programs, financial administration, legal
services, personnel, central services, and other
types of overhead. Together with the direct
costs of providing duplicated services, the two



amounts are the total cost for providing
duplicated services.

Approach 1 next goes through a series of
computations fo determine the amount of the
duplicated services that are being funded
through the property tax. Here we begin by
subtracting offsetting revenue amounts from
the cost of duplicated services. In the IGS
method, offsetting revenue is called earmarked
revenues and, by definition, these are not funds
that are derived from the property tax.
Instead, these are revenues that are
programmatically linked to a service and that
go towards paying the cost of a service. For
example, highway user fees received from the
state are treated as earmarked revenue in
Approach 1 because they offset spending in
highways and streets, IGS Approach 1
requires putting earmarked revenue into two
pools: duplicated services and non-duplicated
services.

Once the earmarked revenue has been
subtracted from the cost of duplicated
spending, the remaining amount reflects
revenue received from taxing and other
general sources of income. Within this pool of
funds, IGS needs to know the percentage that
is comprised of property tax revenue, This is
an easy calculation because the UFR reports
the total amount of property tax received in
the most recently completed fiscal year. The
percentage of revenue that is comprised of
property tax is used to determine the amount
of property tax revenue that funds duplicated
services,  Specifically, IGS multiplies the
percentage by the amount of duplicated
services to establish the amount of duplicated
services funded by the property tax. By
dividing the non-city assessable base into this
amount, the tax differential is computed. The
various tax rates are then computed. As the
following shows, 1GS Approach 1 yields a tax
differential of $.25 for Ocean City.

Approach 1 Calculations

A. Calculate Duplicated Service
Expenditure

1. Calculate Cost of Direct Services

The UFRs for Worcester County and the
Town of Ocean City showed common
spending in nine service categories. These
categories, shown below, are the duplicated
services from which the tax differential is
calculated. The total direct (General Fund)
county cost for duplicated services in FY 1998
was $8,008,951. Note that water and sewer
services are not included as duplicated
services. ~ While both the county and
municipality provide water and sewer service,
the county’s service is contained in an
enterprise fund and is not supported by
property tax revenue. Since tax differentials
are focused on services supported by tax
dollars, water and sewer services are not
considered a duplicated service for purposes of
these calculations.

Planning and Zoning $1,250,943
Police 1,259,095
Fire and Rescue 114,789
Volunteer Fire & Rescue 1,321,836
Animal Control 96,568
Emergency Alarm - 911 473,195
Transportation Services (Rds & Hgwys) 3,224,017
Parks and Recreation 408,458
Economic Development 264,270

Total $8.413,162

This amount for direct spending needs
adjustment. The county provides grants to
Ocean City for providing certain duplicated
services. These grants show up as
expenditures in the county budget and need to
be subtracted from the above total. Why?
Because the above total is intended to



represent the amount the county spends on
services that the municipality does not receive.
Since Ocean City is receiving the grant money
for certain duplicated services, the amounts the
county spends on the grants need to be
subtracted. As the next data show, the grants
total $404,211. When this amount is
subtracted from $8,413,162, it shows total
direct county spending on duplicated services
to be $8,008,951.

Intergovernmental Revenue from County °

Public Safety

Police $ 19,198

Other-EMS 200,776
Highways and Streets 44,237
Parks and Recreation 20,000
Economic Development - Tourism 120,000

Total $ 404,211
Total Direct Spending $8,413,162
Less Intergov. Rev. 404,211

Total Spending on Direct

Duplicate Services $8,008,951

2. Calculate Indirect Costs

The above amount reflects only direct
spending on duplicated (or parallel) services.
Indirect or overhead spending on duplicated
services also must be included, e.g., legislative
affairs, financial administration, personnel
administration and general services. Also
included must be costs found in the UFR
entitled “Miscellaneous,” e.g., pension
contributions and health insurance payments.
The procedure used to determine indirect
spending amounts is shown below. Under this
methodology, indirect expenses total
$591,593. When this amount is added to

9  From Ocean City’s UFR, under general fund
intergovernmental revenue.

direct parallel service costs {see Step 3 below)
the total amount spent on parallel services
equals $8,600544,

(a) Indirect Spending: Determine General
Program Expenditure

IGS uses the term “General Program
Expenditure” to mean the total General Fund
Expenditure, less the spending found under the
categories of General Government and
Miscellaneous in the County’s UFR. Note that
IGS subtracts planning and Zzoning
expenditures from the category of General
Government in the UFR because planning and
zoning costs have already been captured as a
duplicated service cost.  Total General
Program Expenditure totals $65,779,670.

Total General Fund Expenditure $71,726,643
Less Overhead Expenses
General Government (except
planning and zoning) 2,968,077
Miscellaneous 2,978,896
Total General Program Expenditure $65,779,670

(b) Indirect Spending: Determine
Percentage of General Program Expenditure
Spent for Direct (Duplicated) Services

Duplicated Service Expenditure $ 8,008,951
General Program Expenditure (GPE) 65779670
Percentage of GPE Spent on Direct

Duplicated Services 12.18%



(c) Indirect Spending: Ildentify Amount of
General Government Expenditure Spent on
Duplicated Services

Legislative $ 422,195
Financial Adminisiration 405,816
Personnel Administration 99,405
General Services 942,833
Other General Government 7,943
Total Supporting Expenditure -

Gen.Gov, $1,878,192
Mutltiplied by Percentage of GPE Spent

on Duplicated Services 12.18%
Total Gen. Gov’t Exp. Spent on

Dup. Serv. $ 228,763

(d) Indirect Spending: Identify Amount of
Miscellaneous Expenditure Spent on
Duplicated Services

Retirement - Pension Contributions $ 521,101
Employce Health Insurance 1,385,627
Workers’ Compensation 95,057
Social Security Contributions 597,880
Other 379,231
Total Supporting Expenditure -

Misc, $2,978,896
Multiplied by Percentage of GPE Spent

on Duplicated Services 12.18%
Total Mise. Exp. Spent on Dup, Serv. $ 362,830

(e} Indirect Spending: Calculate Total
Amount of Indirect Spending Spent on
Duplicated Services

Total Gen. Gov. Supporting Direct Services $228,763
Total Misc. Supporting Direct Services 362,830

Total Amount of SupportingExpenditure  $591,593

3. Calculate Total Spending for Duplicated
Services

Direct Spending on Duplicated Services  $8,008,951
Indirect Spending on Duplicated Services 591,593

Total Spending on Duplicated Services  $8,600,544

B. Identify Earmarked General Program
Revenue

Once total spending on duplicated services
is known, Approach 1 turns to calculating the
amount of duplicated service spending that is
funded by the county property tax. Several
steps are involved. First, IGS breaks county
revenue into four revenue pools: (1) property
tax revenue, (2) earmarked revenue used for
duplicated services, (3) earmarked revenue
used for non-duplicated services and (4) all
remaining revenue.



1. Calculate Total Revenue Earmarked For 2. Calenlate Total Revenue Earmarked For

Duplicated Services Non-duplicated Services
Licenses and Permits Other Local Taxes
Animals $ 1,636 Hotel and Motel $5,209,99¢6 %
Building and Equipment 473,798 Licenses and Permits
Intergovernmental Revenue - Alcoholic Beverages 558,472
From Federal Government Amusement 116,847
Public Safety 131,256 Traders 73,359
Other- FEMA Satary Match 24,374 Professional and Occupational 11,197
Conservation of Natural Marriage 20,430
Resources 88,389 Other 188,208
Economic Development & Intergovernmental Revenues -
Opportunity 47,632 From Federal Government
Federal Payments in Lieu of Taxes 5,311
Intergovernmental Revenue - Intergovernmental Revenues - From State
Irom State Public Health 6,000
Public Safety Public Safety
Police Protection 105,232 Other 15,914
Fire 124,101 Transportation
911 Grants 282,713 Transit 145,798
Transportation Social Services
Highway User Revenues 3,303,081 Other 1,363
Hipghways and Streets 148,728 Library 75,295
Parks, Recreation and Culture 122,498 Other State Grants 17,360
Conservation of Natural Resources 88,733 Service Charges
Economic Development & Sheriff Fees 76,270
Opportunity 62,264 Other 7.089
Service Charges Public Safety Charges
Zoning and Subdivision Fees 61,200 Corrections - local charges 444,072
Public Safety Charges Other 9,117
Protective Inspection Fees 52,418 Health Charges 39,837
Transportation Charges Library Charges 19,091
Other 57,566 Public Service Enterprise Charges
Recreation Charges 26,220 Liguor Dispensaries - Net Profit 318,312
Fines and Forfeitures Fines and Forfeilures
Other 1,850 Court Fines 134,398
Total Revenue Earmarked for Total Revenue Emmarked for
Duplicated Services $5,203,689 Nonparallel Services $7.463,736

10 This revenue is forwarded to municipal
corporations, so it is proper to designate it as
earmarked and unavailable to the county when
calcutating the amount of non-earmarked General
Fund Revenue that is derived from the property tax.
Note that the county’s UIFR lists the amount as
$5,370,076 before the transfer of funds.



3. Calculate Total Revenue Earmarked For
Services

Total Earmarked Revenue for

Duplicated Services $ 5,203,689
Total Barmarked Revenue for

Non-duplicated Services 7,463,736
Total Earmarked Revenue $12,667,425

C. Calculate Non-earmarked General
Fund Revenue

Total General Fund Revenue $70,444,698
Less Total Earmarked Revenue 12.667.425

Non-earmarked General Fund Revenue $57,777,273

D. Calculate Percentage of Non-
earmarked General Fund Revenue
Derived from Property Taxes

Net Property Tax Revenue (from UFR) $41,618,748
Non-earmarked General Fund Revenue $57.777.273

Percentage of Non-carmarked GFR
Derived from Property Taxes 72 %

E. Calculate the Amount of Duplicated
Service Expenditure Funded by Property
Taxes

Total Duplicated Service Expenditure $8.,600,544
{ess Earmarked Revenue for Duplicated

Services 5,203,689
Amount of Duplicated Services Funded

by Non-earmarked Revenue $3,396,855
Multiplied by Percentage Comprised of

Froperty Tax Revenue 2%
Amount of Parallel Service Expenditure

Funded by Property Taxes $2,445736

F. Calculate Tax Differential

Duplicated Service Expenditure Funded

by Property Taxes $2,445.736
Divided by Non-city Tax Base/100 $9.814.296"
Tax Differential $ 025

G, Calculate Reduction in County Tax
Rate in City

Amount of Parallel Service Expenditure

Funded by Property Taxes $ 2,445,736
Divided by County Tax Base/100 $24,265,059.95
Reduction in City Tax Rate $.10

H. Calculate Addition to Non-city Tax
Rate Resulting From Rate Reduction in

City

Reduction in County Tax Rate in City $.10
Cily Tax Base/100 $14,450,764

County Revenue Shortfall $ 1,445,076
Non-city Tax Base/100 $ 9,814,296

Additional Tax Rate for Non-city
Property $.1472
{Divide Shortfall by Tax base)

E. Calculate Tax Rebate

Tax Differential Rate $0.25
Multiplied by City Tax Base/100 $14,450,764
Total Tax Rebate $ 3,612,691

11 The tax base used in this calculation subtracts
Ocean City’s tax base, as given in its UFR
($1,445,076,400), from the county’s tax base, as
given in the county’s UFR ($2,426,505,995).



J. Calculate Addition to County Tax
Rate to Pay for Tax Rebate to Ocean City

Total Tax Rebate $ 3,612,691
Divided by County Tax base/100 $24,265,060
Addition to County Tax Rate $.1488

Steps F through J need explanation, First,
remember that the amount of duplicated
services supported by tax revenue
($2,445,736) is an amount that is partially
collected (generated) by property within the
corporate limits of Ocean City. Furthermore,
none of this expenditure is benefiting City
taxpayers.  Consequently, only non-city
property is benefiting from this expenditure.
For this reason, only non-city properties
ideally should be taxed to collect this amount.
If the $2,445,736 is collected only from these
(non-city) properties, it results in a tax rate on
these properties of $.25 above what is levied
on city properties--the tax differential. Thus,
this method concludes that there should exist
a $.25 difference in the amount city property
owners pay in county property tax and the
amount all other county property owners pay,
if a tax differential were granted.

To eliminate city properties from having to
pay to support the $2,445 736, the county tax
rate in the city must be reduced by $.10. This
is the tax rate that generates $2,445,736 when
levied county-wide (meaning on both non-city
and city properties). Furthermore, when the
$.10 tax rate reduction is applied in the city,
the county will realize a revenue reduction.
To eliminate any shortfall, the county tax rate
on non-city properties must be raised by $.15.

An alternative to providing a tax
differential is providing a tax rebate to Ocean
City. The amount of the rebate would be
$3,612,691, which is computed by multiplying
the tax differential by the city tax base.
Notice that the tax rebate in this instance is
higher than the amount of duplicated service
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expenditure ($2,445,736). Why is that? To
understand the answer, assume the rebate was
computed by taking the reduction in the
county tax rate in the city ($.10) and
multiplying it by the city tax base
($1,445,076,400/100). The rebate would be
$1,445,076. On the surface, this procedure
seems fair because this $1.4 million is the
city’s portion of the $2,445,736 in duplicated
service expenditure that the county collects but
the city does not enjoy.

The problem occurs when the county
raises revenue to pay for the rebate to the city.
To pay for the $1.4 million rebate, the county
must raise its tax rate county-wide by $.06. In
doing this, however, city property owners
would be contributing approximately 60
percent or $867,046 in extra county tax
revenue to pay for the city’s tax rebate, To
compensate the city for the amount city
property owners contributed to their own tax
rebate (3$867,046), the county would need to
raise the tax rate again by $.036. Yet, in
imposing the new tax, city property owners
would be contributing $520,228 in tax revenue
toward paying the city’s second rebate of
$867,046. If the county were to compensate
the city for this extra $520,228, the tax rate
county-wide would increase $ .0214. But in
this case city property owners would
contribute $309,815 in property tax to pay for
the city’s third rebate.  This procedure
continues until the fimit is reached. If you sum
all the rebate amounts produced under this
method, the result is $3,612,691. The faster
way to compute this total is the method used
above: multiply the tax differential amount by
the city tax base.

Having established the rebate, the county
must raise taxes high enough to pay for it.
Using the method explained above, where
successive tax rebates require successive
additions to the county tax rate, then when all



of the “extra” tax rates are summed, the
resulting tax rate is approximately $.15. This
rate is intended to apply county-wide, levied
on both city and non-city properties. Note
that it is the same rate shown in Step H above-
-that is, the non-city tax rate when a tax
differential is applied. Consequently, non-city
property owners will realize a $.15 tax
increase regardless of whether a tax rebate or
a tax differential is granted Ocean City. Tn
contrast, city property owners only realize an
increase in their county tax rate when the city
receives a tax rebate.

Besides a tax rebate or a tax differential,
the county may wish to consider combining the
two to give both a rebate and a tax differential.
In this case, the county would raise the tax
rate on (only) non-city properties by $.15; no
change in the tax rate on city property would
occur,  As Step H indicates, this would
generate $1.4 million, This money could then
be rebated to Ocean City.

This third option is cheaper for the county
to institute than the pure rebate option, while
having the same cost consequences as the pure
tax differential option, Unlike the pure tax
differential option, where the county uses the
extra tax revenue collected outside the city
limits to fund a decrease in the tax rate applied
to city properties, here the extra tax revenue is
simply given to the city. From the city’s
perspective, this option is better for their
property owners than the pure rebate option,
which results in a $.15 increase in their
property tax bill.

Incidentally, this third option of providing
both a rebate and a tax differential has, to our
knowledge, never been used in Maryland.
Furthermore, the law is unclear as to whether
this option is even available. The relevant
state law that permits counties to grant tax
setoffs defines a tax setoff as either tax
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differential or a tax rebate.!*> A strict
interpretation of the language could hold that
a tax setoff could not be both a rebate and a
differential. Nonetheless, the law provides
some room to negotiate certain issues
involving tax setoffs. The county attorney
should be consulted on this matters.

IGS Approach 2 - In General

In a nutshell, Approach 2 measures how
much the county saves when Ocean City,
instead of the county, provides the set of
duplicated or parallel services identified in
Approach 1. Approach 2 begins by examining
municipal finances to determine the amount
Ocean City spends on duplicated services,
Approach 2 then shifts to measuring the
amount of municipal revenue that funds
duplicated services, These revenues are
treated as if they would revert back to the
county and be available to the county to fund
duplicated services in the event Ocean City
failed to provide these services to residents.
When duplicated service costs and associated
revenues are subtracted from one another, it
results in the net expenditure for duplicated
services. The net expenditure is a measure of
the amount the county would have to raise in
property tax revenue if Ocean City did not
provide the set of duplicated services it now
provides. Alternatively, the net expenditure
can be viewed as the amount the county
government saves by not having to provide
these services in Ocean City. The net
expenditure is then converted into a tax rate--
the tax rate needed countywide to raise the
amount of net expenditure. Approach 2 shows
that tax rate as $.79. This is amount the
county tax rate would need to increase if the

12 MD. Tax-Property Article, Section 6-305(a).



county, rather than Ocean City, provided the
duplicated services within Ocean City.
Approach 2 continues by showing that a tax
setoff would require a decrease in the county
tax rate by $.54 within Ocean City, while
property outside Ocean City would be subject
to the $.79 increase in the county tax rate, A
tax rebate would require all county property
(including properties located in Ocean City) to
be subject to the $.79 increase, but Ocean City
would receive $19.2 million.

Why is the differential so high compared to
the result found under Approach 17  As
explained above, Approach 2 measures a
different type of setoff problem than is
measured in IGS Approach 1. Here we
measure the amount of service costs the
county would assume if the county, rather than
Ocean City, provided these services.
Moreover, the cost of Ocean City’s services
are considerable, relative to the amount the
county now spends on duplicated services.

Approach 2 Calculations

A. Calculate Municipal Expenditure for
Duplicated Services

1. Calculate Cost of Direct Services

Like Approach 1, Approach 2 uses
expenditure and revenue data reported in the
UFR for the most recently concluded fiscal
year, 1998. Unlike Approach 1 , which
examines county data, Approach 2 examines
municipal data to establish the tax setoff. The
amounts reported below are amounts spent by
Ocean City in FY 1998 for the set
of duplicated services reported under

Approach 1. The amount spent on duplicated
services totals $23,688,369.
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Planning and Zoning $ 281,395

Police 8,218,824
Fire and Rescue (EMS) 1,753,211
Volunteer Fire & Rescue 861,353
Protective Inspection (Fire Marshall,

Bldg. Insp) 1,089,964
Animal Control 89,077
Other Protection

(communication/impoundment) 1,089,964
Highways & Streets 2,392,803
Other Transportation Services (Admin.) 213,361
Parks 557,017
Recreation 1,142,942
Other Parks, Recreation, Culture

{Beach, efc) 2,897.729
Economic Development 3,100,729

Total $23,688,369

2. Caleulate Indirect Spending

The above amount reflects only direct
spending on duplicated services. Indirect
spending on duplicated services for the city
also must be included. The steps for
determining indirect spending are outlined
below and result in total indirect spending of
$913,418. When this amount is added to the
amount of direct spending, the total amount of
spending on direct services equals
$24,601,787 (see Step 3, below).



(a) Indirect Spending: Determine General
Program Expenditure

General Program Expenditure is defined as
total General Fund Expenditure, less the
spending found under the categories of
General Government in the Ocean City UFR,
Note that IGS has taken every category of
spending listed in the UFR as General
Government except planning and zoning
spending. Planning and zoning costs have
already been captured as a duplicated service
cost.

Total General Fund Expenditure $34,918,544
Less Overhead Expenses

General Government (except

planning and zoning) 2,865,257
Total General Program Expenditure $32,053,287

(b) Indirect Spending: Determine
Percentage of General Program Expenditure
Spent on Direct, Duplicated Service

Duplicated Service Expenditure $ 23,688,369

General Program Expenditure $ 32,053,287
Percentage of GPE Spent on Direct
Duplicated Services 74 %
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c} Indirect Spending: Identify General
Government Expenditure Spent on
Duplicated Services

Legislative $ 613,338
Executive 273,846
Financial Administration 953,235
Legal 88,162
Personnel Administration 259,045
General Services 661,096
Total Supporting Expenditure $2,848,722
Less Reimbursements Ree’d for

Overhead 1.614,374 1

Total Supporting Expenditure 1,234,348
Multiplied by Percentage of GPE
Spent on Duplicated Services 74%
Total Gen. Gov. Exp, Spent on

Dup. Serv. $ 913,418

(d) Indirect Spending: Identify Total
Spending for Indirect Services

Supporting General Gov. Expenditure $913,418

Total Spending for Indirect Services $913,418

3. Calculate Total Spending on Duplicated
Services

Total Direct Cost
Total Indirect Cost

$23, 688,369
913,418

Total Spending on Duplicated Services  $24,601,787

13 This category of spending appears as a Transfer of
Other Funds on p.24 of the Town’s UFR and
relates to the receipt of reimbursements for these
overhead expenses.



B. Determine the Amount of Municipal
Revenues to be Returned to the County

Approach 2 also requires a determination
of the amount of municipal revenue that would
revert to the county in the event Ocean City no
longer provided the duplicated services. The
following is a list of the types and amounts of
revenue that would be subject to the reversion,
The amount totals $5,380,009,

Licenses & Permits

Animat $ 525
Buifding and Equipment 388,812
Intergovernmental Revenue - From Federal Gov.
Police 55,037
Other - Emergency Mgt 17,581
Intergovernmental Revenues - From State
Public Safety
Police 351,141
Transportation
Highway User Revenue 707,909
Ticonomic Development and Opportunity 165,000
Other State Grants - Beach Restoralion 197,486
Intergovernmental Revenue - From County
Pubtic Safety
Palice 19,158
Other - EMS 200,776
Highways and Streets 44237
Parks and Recreation 20,000
Economic Development - Tourism 120,060
Service Charges
General Government Charges
Zoning and Subdivision Fees 110,591
Public Safety Charges
Special Police Services 7,043
Protfective Inspection Fees 35,017
Other - EMS 367,806
Transportation Charges
Highways and Streets 18,304
Parking Facilities 1,525,156
Recreation Charges 392,924
Tines and Forfeitures
Other
Dog Violations 288
Police Tow Fines 106,245
Fire Code Violations 5215
False Alarm Fines 10,600
Municipal Infractions 18,990
Parking Fines 494,128
Total Revenue Retumed to the County $5,380,009
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C. Calculate Net County Expenditure

At this point Approach 2 has calculated the
cost of providing duplicated services within
Ocean City and the revenue that would be
available to the county to provide duplicated
services within the town. The difference
between the two amounts is the net
expenditure; that is, the amount the county
must raise in order to cover the cost of
providing the duplicated services within the
town. Net expenditure equals $19,221,778.

$24,601,789
5.380.009

Expenditures for Duplicated Services
Less Revenues Returned to the County

Net Expenditures $15,221,778

D. Calculate County Tax Break in Ocean
City and Tax Differential

The formula now turns to calculating the
amount of county property tax needed to raise
the amount of net expenditure. It totals a tax
rate of $.79 levied on all county property,
including city property.

Net Expenditure $19,221,778
Divided by County Tax Base/100 24.265.060
Needed Tax Rate $0.79

If the needed tax rate is applied only to
city property, the amount collected would be
$11,416,104,

Needed Tax Rate $0.79
City Base/100 $14.450.764

$11,416,104

Notice that city property owners would
save $7,805,674 (the difference between
$19,221,778 and $11,416,104) if the county
provided the services and not Ocean City.



Under Approach 2 , Ocean City property is
deemed to be overpaying for duplicated
services by $7,805,674. Approach 2 requires
this amount to be refunded Ocean City
property owners in the form of a tax break.
The amount computes to a reduction in the
county property tax rate of $.54.

Over-Spending By City $ 7,805,674
City Tax Base/100 14.450.764
Resulting Tax Rate $ 54

If the tax break were granted, the county
would realize a revenue shortfali of
$7,805,674. To make up the difference, the
county would need to levy an additional tax on

property outside of Ocean City.  This
additional tax rate would equal $. 79.
Revenue Shortfall $7,805,674
Divided by County Bas

(less City Base)/100 $9,814,296
Resulting Tax rate $.79

Using the current tax rate as the beginning
rate, Approach 2 requires the county tax rate
in Ocean City to decrease by $.54, while
property owners outside of Ocean City would
have their tax rate increased by $.79.
Together, the two rates provide a tax
differential of $1.33.
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D. Calculate Tax Rebate

An alternative to providing a tax break for
property within Ocean City would be to
provide a tax rebate--a lump sum distribution
to the city government, This amount turns out
to be $19,221,778, which is computed by
multiplying the tax differential ($1.33) by the
city tax base,

Tax Differential $1.33
City Tax Base/100 $14,450,764
Tax Rebate 19,221,778

Notice that all county property owners
(including those in Ocean City) would need to
be levied an additional $.79 on their tax bills to
make up for the loss of county revenue.

You might ask why $19,221,778 is used as
a rebate rather than the $7,805,674 used
above? The answer is the same as the one
given in discussing the tax rebate in Approach
1 in Step I. In this case, if you begin with
rebating $7,805,674, the county would need to
levy an additional property tax of $.32 to pay
for the rebate. But Ocean City property
owners would be contributing $4.6 million
dollars toward their own rebate.  To
compensate for this contribution, the county
would rebate another $4.6 million, but Ocean
City property owners, through the resulting
property tax, would still be contributing $2.7
million towards this rebate. If this procedure
is carried to it logical extreme, the total rebate
will equal $19,221,778 and the tax rate
applicable to all county property (even
municipal) will equal $.79.



Conclusion

The results produced under IGS Approach
I and IGS Approach 2 are meant to be the
beginning points of discussion between county
and municipal officials, Tax differentials are
always cause for negotiations. No one but the
parties can decide what might be a proper
result under all the circumstances that prevail
in a jurisdiction. The data presented here
provide a list of services and a set of numbers
to begin discussion, If the parties agree that
this list of services and numerical data are
more or less supportable, then the results
produced here can acquire more meaning, The
farger of the two reported results, for example,
can be viewed as a ceiling--the maximum
amount the county might consider as a tax
setoff. The smaller of the two results might be
viewed as a floor--the minimum amount the
county might consider. Serious negotiations
can then focus on amounts that lie between
these two figures. Alternatively, the parties,
after negotiations, may come to decisions that
are not contemplated in these pages. In this
case, this report must remain merely a catalyst
for discussion.

The tax setoffs established here are high,
but perhaps should not be entirely unexpected
when three points are kept in mind. First, the
town’s tax base comprises 60 percent of
Worcester County’s tax base. Consequently,
even the comparatively small amount of
revenue that is at issue under Approach 1, if it
had to be collected only from property outside
of Ocean City (that is, from 40 percent of the
tax base instead of 100 percent), results in a
large ($.25) tax differential. When this large
differential is applied to the large city base, it
results in a sizable rebate amount. Second,
Ocean City devotes a sizable amount of its
budget to the types of services that are
measured in tax differential approaches
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(duplicated services supported by tax dollars).
Specifically, 76 percent of the town’s budget
is spent on duplicated services. Third, the
amounts spent on these municipal services are
considerable, in comparison to the amounts
spent on similar services provided by the
county. If the amount at issue under Approach
2 had to be collected county wide (rather than
confined merely to the municipal tax base), it
results in an expensive tax increase ($.79).
Converting this rate into a tax setoff and a tax
rebate create similarly expensive results.

While some may be tempted to claim that
IGS reports that the county owes Ocean City
a tax break, nothing can be further from the
truth, As noted above, the entire matter of tax
setoffs is very much a matter for negotiation.
It is very much a policy for county government
to decide. But the decision is made
complicated because tax setoff formulas tend
to be complicated, and negotiators can begin
at a disadvantage; neither side may well
understand what they have before them. The
matter may be dismissed before a good look at
the issues and the numbers is made.

Knowing this problem exists, the author
has taken pains to explain the policy behind the
numbers, why the formulas exist the way they
do and how the formulas work step by step.
Unfortunately, the formulas are still difficult.
It may be helpful to bear in mind that at the
heart of all the complexities, the formulas are
focused on three things: the services that are
duplicated, how much is spent on them, and
the amount of property tax revenue that
supports these services. The latter number,
when divided into the tax base, becomes the
tax setoff. It is a simple concept, but difficult
to work.
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COUNTY PROPERTY TAX RATE DIFFERENTIAL FOR
MUNICIPAL RESIDENTS

Item 181 and 207

House Bill 1473 introduced by Delegates Werner H, Fornos, Marvin
H. Anderson, and Aris T. Allen of Anne Arundel County, and Delegate
Francis J. Santangelo of Prince George’s County would have required
county governments to levy a tax on property located within municipal
corporations which reflected only those services the county provided to
municipal residents and not to reflect expenditures for services (such
as police and fire protection, street maintenance and lighting, refuse
collection, code enforcement, planning and zoning, parks and recreation,
and utilities) provided solely to residenis outside of mumicipal corpora-
tions. The bill provided for county and municipal approval of any tax
rate differential and in the event of disagreement the matter would be
submitted for binding arbitration. The legislation received favorable con-
sideration by the Committee on Constitution and Administrative Law and
was reported to the floor. After amendments were offered exempting
various counties from the effect of the bill, it was re-referred to the Com-
mitfee and subsequently sent to the Legislative Council.

Item 207 results from Senate Bill 150 introduced by Senator Edward
T. Conroy of Prince George’s County. This bill would have enabled the
Prince George's County Commissioners to grant a partial tax exemption
for property lecated in municipal corporations if the municipality offers
services such as street lighting, police protection, street maintenance and
refuse collection. The exemption could not exceed twenty per cent of the
assessment. The bill did not receive favorable consideration by the county’s
senatorial delegation and was referred to the Legislative Council.

Prior Legislative Action

State and local fiscal relationships have been subject to almost con-
tinuous study by legislative committees, special commissions, govern-
mental agencies and private organizations. Some of the studies have
dealt with specific governmental programs such as education, health or
welfare while others have covered the complete spectrum of fiscal rela-
tionships. As to the subject of county-municipal fiseal relationships, four
previous studies should be mentioned: the Maryland Commission on the
Distribution of Tax Revenues; the 1960 Report of the Committee on Taxa-
tion and Fiscal Matters; the Maryland Commission on City-County Fiscal
Relationships; and the Commission on State and County Finance and sub-
sequent legislative study committees.

1. The Maryland Commission on the Distribution of Tax Revenues
under the Chairmanship of Judge Joseph Sherbow established the State
sharing of tax revenues with local governments and the distribution be-
tween counties and municipal corporations that exists today. The Com-
mission’s 1946 report recommended that the following taxes be shaved:

(a) State Income Tax—Distribute .68% of ordinary income and 1.709
of unearned income to the counties with the municipal corpora-
tion receiving one-half of receipts attributable to municipal resi-
dents (This was changed in 1967 to authorize a county income
tax with the municipal corporations to receive an amount of the

county income tax equivalent to .37% of the taxable income of
municipal residents).
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(b) Racing Revenues—Distribute one-half of the mile track receipis,

and one-quarter of the half-mile track receipts to the counties
on a population basis and within the county between the county
and the municipal corporations on a population basis.

(c) Gasoline Tax— Distribute to county and munieipal corporations
based on road mileage (This was subsequently changed in 1963
to provide a distribution in part based on road mileage and in
part on vehicle registration).

(d) Business Iicenses—Distribute proceeds, less a collection. fee, 10
the municipal corporation or to the county where the business
is located.

(e) Recordation Tax—Distribute proceeds to county where collected.

(f) Admissions Tax—Distribute proceeds, less collection costs, to the
lmum'cipal corporations, or to the county where the tax was col-
ected.

(g) Corporation Franchise Tax-—Continue distribution of one-half of
the proceeds to the counties and municipal corporations where the
corporation is located with one-half of the municipal share being
sent to the county.

2. During 1960 the Committee on Maxation and Fiscal Matters made
an extensive study of State-local fiscal relations. The Committee concluded
even with inequities as to means of distributions that the State shared
taxes “may offer an acceptable means of aiding local government”. It
recommended that the State cigarette tax be increased and that half of
this tax be returned to the counties end Baltimore City. The Committee
also noted the creation of the Commission on City-County Fiscal Rela-
tionships and deferred any recommendations that were in the scope of
this Commission’s study.

3. The Commission or City-County Fiscal Relationships was created
pursuant to Joint Resolution 26 of the 1959 General Assembly. This reso-
lution resulted from a study by the Prince George’s County Municipal
Association that called for a property tax rate differential for municipal
residents. The Commission after a two year study of this subject did
not recommend any specific approach to county-city fiseal relationships
but did offer a series of alternatives and suggested that each county and
the municipal corporations within the county establish a commission to
work out the solutions on a county-by-county basis. The Commission also
concluded that any adjustment in the sharing of State tax revenues could
not be made without a broader review of the fiscal relationships between
the State, the counties, and the municipalities.

4. The report of the Commission on State and County Finance, initially
chaired by John S. Shriver and subsequently by Dr. Paul D. Cooper, was
submitted in January of 1965 following a three year study of the overall
tax structure in the State as well as the fiscal relationships between the
State and its local governments. The Commission’s recommendations called
for an overhaul of the tax structure as well as major innovations in the
fiscal relationship. Insofar as the county-municipal relationship was con-
cerned the report called for the existing State shared revenues (other
than motor vehicle vevenues) to be discontinued and to ke replaced by a
new State grant equalized on an effort and ability index and suggested
that the distribution between counties and towns relate to the burden of
government conducted by each unit. The Commission’s recommendations
were subsequently reviewed by a special legislative committee tnder the

P
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Chairmanship of Senator Harry R. Hughes. This Committee supported
the principles of eliminating the shared taxes and utilizing an equalized
grant. It further recommended that the distribution of the grant he
based on the property tax burden and further that the amount of property
tax utilized for county roads realized from the assessable base in a municipal
corporation be deducted from the county tax burden and included in the
municipal tax burden. The Committee’s program was not approved by
the 1966 General Assembly. The 1967 session of the Gemneral Assembly
adopted a tax revision program which continued the mumnicipal share of
the county income tax at the same rate as the municipal share of the
State income tax and which provided a State grant for police protection
that was based on expenditures and distributed among the county and
the municipal corporation in relation to expenditures.

Egisting County-Municipal Fiscal Relationships

There are a number of practices currently found in Maryland regard-
ing county-municipal fiscal relationships. These are:

1. County Property Tax Rate Differential—In Harford County resi-
dents of the municipal corporations in 1971 paid a property tax of $2.57
whereas the non-municipal residents paid $2.77. The $.20 differential re-
flects the expenditures for county roads and street lighting. This differ-
ential is stipulated by local law.

Montgomery and Prince George's counties utilize special ad valorem
taxes for certain services and do not impose these taxes if the service is
not offered to the residents of the municipal corporation. Prince George’s
County use to grant a $.02 differential on property within Takoma Park
as the City provided its own library services.

Local laws were enacted for Cecil County in 1969 and Allegany
County in 1970 that authorized the county to impose a differential prop-
erty tax rate for municipal residents. Anne Arundel County provided a
differential for two fiscal years but discontinued it in 1968.

2. Reimbursement of Portion of County Taxes Collected in Municipal
Corporations—Caroline, Carroll and Queen Anne’s counties reimburse the
municipal corporations for a portion of the county taxes collected on the
municipal assessed valuation. In Caroline County, this amounts to 6%
of the county tax, in Carroll County it is based on one-half of the county
road tax, and in Queen Anne’s County, it is equivalent to $.10 per hun-
dred dollars of assessed valuation. These funds must be used by the
municipal corporations for highway purposes and for the most part are
mandated by local law. In Garrett County the municipal corporations
share ig a portion of the proceeds of the county tax on natural gas.

3, Fixed County Grant—A number of counties make fixed grants to
municipal corporations. In Allegany, Dorchester and Somerset counties
the grants are mandated by local law and are to be utilized for street
maintenance. Garrett County makes a similar grant to one municipal cor-
poration. Montgomery County makes a grant to Takoma Park to reflect
what the county would spend to provide police services and public libraries
within the corporate limits. Anne Arundel, Prince George’s, Talbot, and
Wicomico Counties make specific grants to the county seat for providing
services to county facilities.

4. Proceeds of County Revenue Operations—Harford, Kent, Somer-
set, and Worcester Counties pay a portion of the proceeds from the profits
of county liquor dispensaries to the munieipal corporations.
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5. County Providing Municipal Services—A nqn-cash type of pay-
ment is the furnishing of a service to the municipality by the county on
a no-charge basis. Examples would be staff assistance for planning and
zoning commissions and code enforcement programs.

6. State Mandated Grants—The State has mandated that counties
make two grants to municipal corporations. The first is an amount equiva-
lent to .37% of the taxable income of the residents of the municipality and
the second is a grant equivalent to the amount of the tax on bank stock

that the municipality received in the 1968 fiscal year.

The practices of sharing county property tax revenues and the fixed
county grants have their roots in local law and for the most part are de-
signed to offset any inequities arising from the maintenance of _county
roads. The proceeds of the county revenue operations 1s limited solely
to county liquor dispensaries. The mandated State grants were to effect
a “save-harmless” consideration in State tax revision programs in 1967
and 1968. The provision of a municipal service by the county om a no-
charge basis is limited to a few program areas. The practice of the prop-
erty tax rate differential needs further examination,

Property Tax Rate Differential

The premise of a county property tax diﬁ'erential for municipal resi-
dents is that some county services are provided solely to non-municipal
residents but that the funds to pay for them are provided by all county

.

residents includirg those of municipal corporations. A lower county prop-
orty tax for residents of municipal corporations would prevent any ‘‘double
faxation”. The differential benefits the taxpayer directly and is visible
to him whereas county grants to municipalities while benefiting the munic-
ipal residents do not have the same degree of visibility and benefit the

municipal taxpayer through a lower municipal tax rate.

If the premise of the property tax differential is accepted as public
policy, the implementation of this premise raises & number of guestions
as how to calculate the costs of services not provided to municipal resi-
dents and how to determine what revenues are involved.

Determining the costs of gervices not provided to municipal residents
raises the following points:

1. Expenditures for street construction and maintenance and street
lighting are easily determined, for with a few isolated instances, all streets
within municipal corporations are the responsibility of the municipal gov-
ernment or the State Roads Commission. County expenditures for roads
are almost entirely spent on facilities outside the municipal corporations.

9. Municipal expenditures for police protection, fire protection, and
parks and recreation are in some instances supplemental to the county
services and not in lieu of county services, or there can be a combination
of supplementation and substitution. The mere fact that a county’s park
or Tecreation program is not within the corporate limits of a municipality
but rather is adjacent to a municipal corporation does not mean that
the municipal residents do not benefit from this county service. A county
sheriff’s office may provide some police protection within a municipal
corporation but a more intensive program outside the corporate limits.

3. The county program of refuse disposal may be cpen to all rvesi-
dents on the same basis whereas the municipal program of collection
and disposal veflects a mere compreaensive program. Cede enforcement
may present similar situations.
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4. The true cost of a particular county operation may be more than
the appropriation for the program because c.ert:am costs such as retire-
ment are not included in the program _appropxmtmn, nor does the program
appropriation reflect the cost of administrative services such as acgount-
ing, auditing, personnel, or other general supporl services. Allocation of
these costs can be made but only in terms of ratios based onx other known
factors.

There are also a number of questions concerning allocation of revenues.

1. Revenues directly relating to a non-municipal expenditure should
be used to offset the costs of this expenditure borne by the property fax.
Examples would be fees for building permits, yecreation programs, O
public works agreements and State shared highway taxes or the State
grant for police protection.

2. If the municipal corporation receives certain revenues from the
State or the county for use of municipal residents then the county should
be able to apply an equivalent share of these revenues to services that
benefit solely the county residents outside municipal corporations. Such
revenues would include State shared taxes such as admissions, racing,
licenses, and one-half of the corporation franchise tax; a share of the
county income tax equivalent to 379 of the net taxable income of non-
municipal residents; a share of county funds equivalent to that portion of
the tax on bank shares which was retained for county purposes; and any

existing grants or differentials provided by local law or local practice.

Testimony by Local Officials

Representatives of the Maryland Association of Counties, the Mary-
land Municipal League and the City of Annapolis appeared before the Com-
mittee. The counties’ position was that the determination as to what serv-
ices or to what extent services should be provided countywide and the
use of a tax rate differential, if any, can only be made at the local level
by the local officials and cannct be mandated by State law. It was also
indicated that the Task TForce on County-City Relationships established
by the two State organizations would be a useful vehicle to examine this

problem and that this group should be reactivated.

The municipalities strongly supported the concept of a property fax
pate differential for municipal residents as outlined in House Bill 1478.
Representatives of Annapolis outlined a number of specific services which
are provided by Anre Arundel County solely to yesidents outside the cor-
porate limits but for which the citizens of Annapolis provide a portion
of the taxes. These included police, fire, public works, recreation, plan-
ning allgdlzoning and code enforcement and a possible differential of $.70
was cited.

Analysis by Department 0 f Fiscal Services

At the Committee’s direction the Department of Fiscal Services pre-
pared an analysis of the county budgets for the 1971 fiseal year and cal-
culated the differentials that would be afforded the municipal residents.
Tn prepaving this analysis the Department made the following assumptions.

1. Muniecipal expenditures for a similar service being provided by
the county were considered as a substitution of the county service unless
the expenditures by the municipal corporation were minimal. The specific

assumptions for eaca county are outlined in Exhibit A.
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9. The portion of the county sheriff’s office used for police protec-
tion is the ratio used in determining the amount of State aid for police
protection. These are indicated in Exhibit A.

3. A portion of the employee benefit such as retirement and social
security were allocated to the county-only program _expenditures when
this wags possible. The allocations are indicated in Exhibit A.

4. A portion of the administrative costs such as executive and legis-
lative direction, finances, law, personnel, purchasing and building main-
tenance were allocated to the county-only program expenditures on the ratio
of the county-only program expenditures to the total expenditures. These
allocations are indicated in Exhibit A.

5. Revenues directly attributable to county-only program expendi-
tures were utilized to offset these expenditures.

6. When a portion of non-property tax revenues were distributed to
municipal corporations, an equivalent portion was utilized to offset the
cost of county-only program expenditures. For all counties these included
(1) admissions tax (2) one-half of franchise tax (3) horse racing rev-
enues (4) traders licenses (5) tax on bank stock and (6) .37 per cent
of the taxable income of residents outside municipal corporations. In
certain counties adjustments were made for local provisions. These ad-
justments are indicated in Exhibit A.

The results of the analysis were:

1971
County Tax Rate 1971 Tax Rate Differential
Allegany i 287 County 3.05
Cumberland 2.69
Frostburg 2,71
Westernport 2.71
Other Municipalities 2.80
Anne Arundel ........cc.....  3.00 County 3.08
Annapolis 2.43
Calvert .. Bold County 2.76
Municipalities 2.87
Caroline ....cceevvernereenn 246 County 2.41
Municipalities 2.52
Carroll ....cvnnvenneens 280 County 2.27
Municipalities 2.38
CEcH] nanasmraiing Salo County 2.71
Municipalities 2.75
Charles ...ooovenineeriessianes 3.06 County 3.05
Municipalities 3.05
Dorchester ......oveceieiene. 2.69 County 2.74
Cambridge 2.59
Other Municipalities 2.74
Frederiek vovvemenceen. 2,54 County ) 2.63
Municipalities 2.56
Goaryett ...oomediaaing 22D County 2.44
QOakland 1.30

Other Municipalities 1.82
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1971
County Tax Rate
Harford ... 207
Municipalities ..o 2.57
FEDE toriieenersrsersssesrsasssane 2.30
MOontgomery ...ccovievisnens 2.63
Prince George’s ... 342
Queen ANNE'S ..o 2.38
St MAYY'S wooeveeorrsenirnrenes 2180
SOMETSEt wvovrreenrerecrerenes 2220
T . - -
Washington ......eeeeree  2:40
WICOMICO coovvvrermcrrensinmninns 2:08
Woreester .cveriviiriinnn 2.00

In terms of Statewi

7 Counties would hav
ipal residents (Allegany,
Washington and Worcester).

4 Counties would have

nicipal resid

1971 Tax Rate Differential
County 2.78
Municipalities 2.55
County 2.27
Chestertown 2.38
Other Municipalities 2.40
County 2.6b
Municipalities 2.55
County 8.47
Creenbelt, Hyattsville
Taurel, Mount Rainier, ¢ 8.05
Talkoma Park
District Heights,

Brentwood, Riverdale, | 3.24
Seat Pleasant

Bladensburg, Cheverly

Other Municipalities 3.45
County 2.37
Centreville 2.39
Other Municipalities 2.40
County 2.30
Leonardiown 2.84
County 217
Municipalities 2.33
County 2.25
Kaston 2.24
Other Municipalities 2.26
County 2.56
Hagerstown 2.21
Hancock & Williamsport 2.22
Other Municipalities 2.28
County 2.15
Salisbury 1.98
Delmar 2.12
Other Municipalities 2.156
County 2.08
Municipalities 1.96

de application the following occurred:

e levied a lower property tax rate for all munic-
Anne Arundel, Garrett, Harford, Montgomery,

levied a lower property tax rate for some

ents and a higher property tax rate for

other municipal
Talbot and Wicomico).

9 Counties v_gould have levied a higher property tax rate for all munic-
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1 County would have levied the same property tax rate for municipal
residents (Charles)..

The following reductions would have been afforded the residents in
59 municipalities and 8 special taxing areas.

Reduction
F'rom
Municipality and County 1971 Rate
Oakland (Garrett) ....ceonn $.95

Accident, Desr Park, Friendsville, Grantsville, Kitzmiller,
Loch Lynn Heights, Mountain Lake Park (Garrett) .98
Annapolis (Anne Arundel) .o BT
Greenbelt, Hyattsville, Laurel, Mount Rainier, Takoma
Park (Prince GEOTge’s) e ek

Aberdeen, Bel Air, Havre de Grace (Harford) ...ocoememens 281
Hagerstown (Washington) ... .19
Hancock, Williamsport (Washington) ..o eemiisisrmecs: .18
Bladensburg, Brentwood, Cheverly, District Heights,

Riverdale, Seat Pleasant (Prince GEoTge'S) cvovvreressmians 18

Reduction
From
Municipality and County 1971 Rate
Cumberland (Allegany) ... $.18
Frostburg, Westernport (Allegany) ...eioemmceei: 16
Boonsboro, Clear Spring, Funkstown, Keedysville,

Sharpsburg, Smithsburg (Washington) ... 12
Salisbury (WIiCoMICO) wuvmsmimsemirmmssssssssissemsisssissstsasicssnens 10
Cambridge (DOrchester) ... 10
Barnesville, Brookeville, Chevy Chase, Section 4, Chevy

Chase Village, Gaithersburg, Garrett Park, Glen Echo,

Kensington, Laytonsville, Poolesville, Rockville, Som-

erset, Takoma Park, Washington Grove and special

taxing areas of Martin’s—Addition, Chevy Chase,

Section 3, Chevy Chase Section 5, Chevy Chase View

Drummond, Friendship Heights, North Chevy Chase,

Oakmont (MONTZOMETY) ccveviiermesmsessermiimsisnnssinesssmmniass .08
Barton, Lonaconing, Luke, Midland (Allegany) ..oeeisseres 07
Berlin, Ocean City, Pocomoke City, Snow Hill (Worcester .04
Easton (TalDot) e .01

The following increases would have been levied against residents in
88 municipalities:

Increase
Qver
Municipality and County 1971 Rate
Crisfield and Princess Anne (Somerset) ..o 8,13
Chesapeake Beach and North Beach (Calvert) .coeeiiininns 10

Betterton, Galena, Millington, Rock Hall (Kent) ...covveeneens 10
Chestertown (TN ..uvimiriemimsiniissmmissses s .08

1 Municipalities in Harford County currently receive a $.20 differential.
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Municipality and County

Hampstead, Manchester, Mt. Airy, New Windsor,

: Sykesville, Taney town, Union Bridge, Westmmstel
(Carroll) i

Denton, Federalsburg, Goldsbmo, G“eensbom Hendel-
son, Hillsboro, Malydel Preston, Rldge]y Templevllle
(Cal oline) .

Fruitland, Hebton Maldella Spung,s Plttsvﬂle Shaxps-
town, Willards (Wicomico) ..

Brookview, Church Creek, East ’\Tew Mazket Eldora.do,
Galestown, Hurlock, Seeretary, Vienna (Do ~cheste )

Tennandtorn {85 Mary's) wneunsemiimmaisaimisei

Delmar (Wicomieo) .. .

Cecilton, Ch'lrleato“ n, Che-;apeake Clt\, E]I\tO’l, North
East, Perryville, Port Deposit, Rising Sun (Cecil)

Berwyn Heights. Bowie, Capitol Heights, College Park,
Colmar Manor, Cottage City, Eagle Harbor, Edmons-
ton, Fairmont Heights, Forest Heights, Glenalden,
Landover Hills, Morningside, New C'inollton North
Brentwood, Univer sxty Park, Upper Marlboro (Prmce
George'’s) .

Brunswick, Bmluttwﬂle Emmltqbulg Fledemcl\, Mlddle-
town, Mye1 sville, New Market, Rosemont, Thurmont,
Walkelswlle Woodsboro (Fledeuck) v

Barclay, Church Hill, Q,ueen Anne Queenstown, Sudlel S-
ville (Queen Anne’ s) . il Sir s

Centreville (Queen Anne’ s)

Oxford, St. Michael’s, Tlappe (Talbot} ..........................

In Charles County there would have been no change for municipal

residents in Indian Head and La Plata.

Ten counties would have increased tax rates for residents outside

of the municipal corporate limits:

GATEEEE Lo mnens: DL
AYEEAHN wonmsmsoarvmmssmasssrms 18
WashINEtOH .ivevimmsvervissianimsusis 16
Anne Arundel ......ocriinennininenas .08
WOrcester . .08
WHCOMIEO | sisisiimmiivmrmsssaissssniass 07
DoreHester wunsmomivinssvinis 05
Prince George’s ...covcevimiviiniens 05
Montgomery ....ccovveeveieineen 02
Harford oo 01

Increase
Over

1971 Rate

.08

07
07

.05
.04
.04

.03

03

.02

02
01
.01
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In eight counties property tax rates for the area outside of the munic-
ipulities would have decreased:

CATOHNE  cucosriosereassrsnsmsssnsrsssssass $.04
Carroll .oeeee S— .03
TEENE wveevrrerreessarssessmsinmsansissnnsasss 03
QOMIBLBET 1errererserasmsuransassssmenssarasss 03
CalVert .oversersvessmsessmsssisiensinines .01
TrederiCh .o 01
Queen ANne’s ... T 01

In Charles, St. Mary’s and Talbot counties there would have been no
change in the tax rate on yoperty outside the boundaries of municipal

corporations.
In eeneral those municipalities with the differential are located in

counties which furnish a number of municipal-type services or a level of
municipal-type services that requires substantial amounts of local prop-
erty tax revenues. Those municipalities which will be subject to increased
tax rates are located in counties that provide only a few services niot on a
county-wide basis or the cost of non-county wide services are offset by
non-property tax revenues. This latter situation also is indicative of
the fact that the existing distribution of State shared faxes or the State
mandated sharing of revenues with a municipal corporation does not re-
flect the extent of government services provided by the municipal corpora-

tiom.

Attachment:
Fxhibit A: Assumption Utilized in Analysis of Traperty Tax Diffevential for Municipal

Tesidents

EXHIBIT A

Assumptions Utilized in Analysis of
County Proporty Tax Differential For Municipal Residents

Allegany County
1. Services not provided within municipz! corporations:

2. Highway maintenanee
b. Planning and zoning (Cumberland only)
c. Landfill, police (Cumberland, Frostburg and Westernport only)

Pereentage of Sherif’s office applicable to police: 509%
Adjustment for employce benefits: $74,351 (25%0)

g B9

Allocation of administrative expense: 11.8%

5. Local revenue adjustment:
0. $14,464 for highway maintenance to veflect mandated grant to municipali-

Eie;/ of $19,174 based on eounty-municipal 1060 population ratio of 43%-
t)rl‘ i
Anne Arundel County

1. Services not provided witnin municipal corporations:

a. Public works
b. Police
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' Finally the Committee notes in several counti i
L _ ) 1 : : unties and i
i‘ireogigﬁ_zlfg{.ws%{ﬁclentt 11150i‘mat1011 on which to calct?latem.';lu?;;?:)llﬁlri?}?rgf;
at ential is not readily available through existing bud get i
This lack of information limits the ability to make thisig typegg gzi}lillll?ggl;ﬁ'

In view of the chove findin j
’ _ 2 b g8 the Commattee on Taxation o ;
i}! a.tt?:s ._sioes not believe that legislation mandating a pro;fgf:mfmﬁs‘cgl
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rela 1 1) imin g any double taxation of - LG
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ADDENDUM
{Insert on Page 330)

COUNTY PROPERTY TAX RATE DIFFERENTIAL FOR
MUNICIPAL RESIDENTS

(Items 181 and 207)

Conelusions and Recommendations

The Committee on Taxation and Fiscal Matters finds that there are
instances in Maryland where the residents of municipal corporations are
payving county taxes for services that are not provided to them by the
county and for which they also must pay municipal taxes for the same
cervice. The most easily identified service is highway maintenance. Qther
services that can be subject to double taxation are police protection, parks
recreation, refuse disposal, planning and zoning, and mosquito control.

The Committee further finds that the existing allocation of State-
shared taxes among counties and municipal corporations and the existing
requirements for the counties to make certain revenues available to
municipal corporations have created instances where municipal coxpora-
+ions are receiving a disproportionate share of revenues for the type of
services provided. Consequently, while some municipal residents are being
subject to double taxation, some municipal residents are receiving clouble
benefit from the allocation of non-property tax revenues. In such instances
the residents outside of municipal corporations are paying a higher prop-
erty tax rate than they should be paying.

The Committee does not believe that a state mandated property tax-
rate differential for municipal residents is warranted at this time. It
believes that while State action could correct some inequities it might
also tend to promote the uneconomical or ineffective providing of services
by small units of government and limit the flexibility of transferring or
merging governmental services at the local level. The Committee also
believes because of the variation in the types of governmental services
provided by the local governments that determination of the countywide
ntaiiuroi ofia service can only be made at the county level and not at the
state level.

The Committee further believes that the existing patterns of county-
municipal fiscal relationships such as the property tax differential in Har-
ford County; the reimbursement of a portion of county property taxes in
Caroline, Carroll and Queen Anne’s Counties and a portion of the natural
gas tax in Garrett County; the fixed grant in Allegany, Dorchester, Garrett,
Montgomery and Someyset Counties; the allocation of proceeds of liquor
dispensaries in Harford, Kent, Somerset, and Worcester Counties; and
the providing of municipal services by the county; represeni an awareness
of the problems involved in these relationships and some attempt to solve
them. The Committee notes in Anne Arundel County where the question
of a property tax rate differential has been the subject of considerable
discussion by both public officials and private citizens that the County
Council of Anne Arundel County and the Mayor and Aldermen of the City
of Annapolis have enacted similar resolutions calling for a study of county-
city fiscal relationships by a management and fiscal consultant. The Com-
mittee hopes that both units of government take prompt action to initiate
this study.
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c¢. Fire (less communications)

d. Inspection (other than electrical})
e. Planning and zoning

f. Recreation

2. Percentage of Sheriff’s office applicable to police: none

3. Adjustment for employee benefits: included in county budgzet
4. Allocation of administrative expense: 21%

5. Local revenue adjustment:

a. .ﬁilr.inholic beverage tax—one-sixth distributed to wmunieipal corporations
¥ law

b. Alcoholic beverage licenses—license feex distributed to municipal corpora-
tior. where collected

c. $1,315,150 to reflect grant of $150,000 to Annapolis bagsed on 1960 county
municipal popuiation ratio of 89%-11%

Calvert County

1. Services not provided within municipal corporations:

2. Highway maintenance
b. Mosquito control

c. Waste collection

d. Police

2. Percentage of Sheriff’s office applicable to pelice: 50%
3. Adjustment for employee benefits: none
4. Allocation of administrative expense: 1.5%
B. Local revenue adjustment:
a, Alcoholic beverage licenses—one-half of license fees distributed to
municipal corporation where collected
Caroline County

1. Services not provided within municipal corporations:
a, Police
b. Landfill

c. Highway maintenance—mno expenditure other than State-shared revenues
2. Percentage of Sheriff’s office applicable to police: 50%
3. Adjustment for employee benefits: none

4, Allocation of administrative expense: 1.1%

5. Local revenue adjustment: none

Carrell County

1. Services not provided within municipal corpoxations:
a. Hiphway maintenance
b. Landfill
c. Police

2. Percenzage of Sheriff’s office applicable to police: 25%

3. Adjustment for employee benefits: none

1 4. ‘Allocation of administrative expenge! 1.99%
5. Local ravenue adjushment:

a. Alcoholic beverage licenses—one-half to municipal corporation where
collected

b. One-half of expenditure for highway maintenance deleted to rveflect one-
half of county read tax allocated to municipal corporations.
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&
Cecil Covmly L
1. Harvices not provided swithin municipal corporations: b.
o Highway maintenance
1. Landfill
. Polite . Garrel
J. Mosquito contral
. Planning and zoning 1.
2. “opcentage of Sherifl’s office applicable to police: 33%
4. adjustment for empioyee benefits: none
4. Alocation of administralive expense: 5.89% 9,
5, Local revenue adjustment: none 8.
' 4,
Charles Counly )
. [N
1. Serviees not provided within muricipal corporations:
a. Highway maintenance
b. Sanitary commission
c. Parks and recreation
Harfor

d. Police {Ta Plata only)
c. Planning and zoning (La Plata oniy) i 1

2. Percentage of Sheviil’s office applicable to police: 9050

8. Adjustment for employee benefits: Inetuded in budget

4. Allocation of administrative expense: B %
5. Loeal revenue adjustment: é
a. Alcoholic beverage liconscs: _Jicense fees distributed to municipal cor- '
poration where collected 4.
5.
Dorchester County
1. Servicas not provided within municipal corporations:
a. Highway maintenance Kent
b. Po.ice (Cambridge only) 1.
. Landfill {Cambridge only)
d. Parks and recreation (Ca mbridge only)
e. Planning and zening (Cambridge only)
9. Percentage of Sherif’s office applicable to police! Gh%e
3. Adjustment for employee benefits: none 2
4. Allocztion of administrative expense: 5.3% 3.

5. Local revenue adjustment:
a. $28,750 for highway maintenance to reflect mandated grant to municipal a.
cc%;‘;ggzaﬁ?s of $28,750 based on 1960 county-municipal population ratio

o 0 -5 e

Frederiels County Montga
1. Services not provided within municipal corporations: } L
a. Highway maintenance
b, Landfills 2.
¢. Police 3.
i d. Tarks and vecreation 4
i e. IMlanning and zoning 5'

9, Percentage of Sheriff’s office applicable to police: 40%¢
3. Adjustment for employee henefits: $52,874 (409%)




to munieipal cor-

1 grant to municipal
pal population ratio

T e e CRNOR

333

[1-9

Allocation of admiristrative expense: 11%

ot

. Local revenue adjustment:

a. Alcoholic beverage license—ome-half to municipal corporation where col-
lected

Garrett County

1. Services not provided within municipal corporations:
a. Highway maintenance '
b. Police (Oakland only)

c. Sanitary Comumission

2. Pereentage of Sherifl’s office applicable to police: 609
3. Adjustment for cmployee benefits: None—Roads Board
4. Allocation of administrative expense: 28%

]

. Local revenue adjustment:

a. Aleocholic beverage licenses—one-half to munieipal corporation where col-
lected

b. No adjustment for grant of $500 to Town of Friendsville

Huarford Couniy

1. Services not provided within muricipal corporations:
a. Highway maintenance
b, Police
¢. Plawning and zoning

b

Percentage of Sheriif’s office applicable to police: 90%
Adjustment for employee benefits: Included in budget
Allocation of administrative cxpense: 13.76%

all

#. Local revenue adjustment:
a. Liquor Dispensaries—one-half of proceeds lo municipal corporations

Kent County

1. Services not provided within municipal corporations:
a. Planning and zoning
b, Landfill
¢. Police (Chestertown only)
d. Mosquito control

2. Percentage of Sheriff’s office applicable to police: 40%
8. Adjustment for employee benefits: none

4. Allocation of administrative expense: 2%

3. Local revenue adjustment:

a. Liquor dispensaries—one-half of proceeds to municipal corporations

Montgomery County

1. Services not provided within municipal corporations;
a, Public Works
o

2. Percentage of Sheriff's office applicable to police: nonc
3. Adjustient for employee benefits; $632,834

4. Allocation of administrative expense: 12.8%

5. Local revenue adjustment:

a, Adjustments alveady made for police protection and library services in
Takoma Park

L ’I.‘
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George's County
Services not provided within municipal corporations:

a. Public works

b. Police— (Greenkelt, Hyattsville, Laurel Mount Rainier and Takomna
Park—100%; Bladensburg, Brentwood, Cheverly, District Heights, River-
dale, Seat Pleasant—50%)

Percentage of Sherifl’s office applicable to police: 26%
Adjustment for employee benefits: $1,408,000
Allocation of administrative expense: 12.4%

. Local revenue adjusiment: mone

Anne’s County

Services not provided within municipal corporations:
a. Highway maintenance

b. Landfill

e. Police (Centreville only)

d. Planning and Zoning

9. Percentage of Sheriff’s office ap plicable fo police: 50%

. Adjustment for employee benefits: none

Allocation of administrative expense: 3%

Local revenue adjustment: none

St. Mary's County
1.

Services not provided within municipal corporations:

a. Highway maintenance
b. Mosquito control
¢, Police

Percentage of Sheriff’s office applicable to police: G0

3, Adjustment for employee benefils: none

4. Allocation of administrative expense: 20.5%

Local revenue adjustment:

a. Aleoholic beverage licenses—-license fee distributed to municipal corporation
where collected

Somerset County
1.

@

Al o

Services not provided within raunicipal corporations:

a. Highway maintenance
T. Tolice
¢, Sanitary commission

Percentage of Skeriff’s office applicable to police: 20%
Adjustment for employce benefits: none

Allocation of administrative expense: 4.3%

Loeal revenue adjustment:

a. Liquor di_spe{lsaries—one-quarter of proceeds allecated to municipal corpa-
ration which is equivalent o population ratio.

b. Alcoholic beverage licenses—license fees distributed to municipal corporation
where collected

¢, 34,800 for rrga_nda.ted highway grant to municipal eorporations hased on 1960
county-municipal pepulation ratio of 75%—25%

Talb

Was

Wig
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Talbot County
1. Services not provided within municipal corporations:

a. Highway maintenance
b. Landfill

¢. Planning and Zoning
d. Police (Baston only)

Percentage of Sheriff’s office applicable to police: 30%:
Adjustment for employee benefits: none

2+ and Takoma
t Heights, River-

134

Allocation of administrative expense: 13%

i

Loeal revenue adjustment: none

Washington County
4. Services not provided within municipal corporations:

a. Highway maintenance

b. Sanitary commission
; ¢. Police (Hagerstown, Hancock & Williamsport only)
3 d. Planning and Zoning (Hagerstown only)
; e. Parks and recreation (Hagerstown, Haneock and Williamspoxt only)
Percentage of Sherifl's office applicable to police: 65%
Adjustment for employee benefits: none
Allocasion for administrative expense: 6.8%
Loeal revenue adjustment:

i a. Alcoholic beverage licenses--license fees distributed to municipal corpora-
tion where collected

U

7 Wicomico County
1. Serviess not provided within municipal corporations:
Public works
Landfill
Mosquito control
Recreation (Salisbury only)
Police (Delmar & Salisbury only)
Planning & Zoning (Salisbury only)
2, Percentage of Sheriff’s office applicable to police: 80%
unicipal corporation 3, Adjustment for employee benefics: none
4. Allocation of administrative expense: 19%

5. Loecal revenue adjustment: none

thp e TP

Worcester Counly
1. Services not provided within municipal corporations:
a. Highway maintenance
b. Landfill
¢. Mosquito contro:
d. Recreation
e. Police
f. Planning and zoning
g- Sanitary Commission

v idnal comts 9. Percentage of Sheriff’s office applicable to police: 50%
038 : 3. Adjustment for employee benefits: none
munieipal corporation 4. Allocztion of administrative expense: 5%
It
o asalpm 1580 5. Local. revenue ad]ustpent: . _
g : a. Liguor dispensaries—onc-half of proceeds to municipal corporations

7 o )
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Chairmanship of Senator Harry R. Hughes. This Committee supported
the principles of eliminating the shared taxes and utilizing an equalized
grant, It further recommended that the distribution of the grant he
based on the property tax burden and further that the amount of property
tax utilized for county roads realized from the assessable base in a municipal
corporation be deducted from the county tax burden and included in the
municipal tax burden. The Committee’s program was not approved by
the 1966 General Assembly. The 1967 session of the Gemeral Assembly
adopted a tax revision program which continued the municipal share of
the county income tax at the same rate as the municipal share of the
State income tax and which provided a State grant for police protection
that was based on expenditures and distributed among the county and
the municipal corporation in relation to expenditures.

Existing County-Municipal Fiscal Relationships

There are a number of practices currently found in Maryland regard-
ing county-municipal fiscal relationships. These are:

1. County Property Tax Rate Differential—In Harford County resi-
dents of the municipal corporations in 1971 paid a property tax of $2.57
whereas the non-municipal residents paid $2.77. The $.20 differential re-
flects the expenditures for county roads and street lighting. This differ-
ential is stipulated by local law.

Montgomery and Prince George’s counties utilize special ad valorem
taxes for certain services and do not impose these taxes if the service is
not offered to the residents of the municipal corporation. Prince George’s
County use to grant a $.02 differential on property within Takoma Park
ag the City provided its own library services.

Loeal laws were enacted for Cecil County in 1969 and Allegany
County in 1970 that authorized the county to impose a differential prop-
erty tax rate for municipal residents. Anne Arundel County provided a
differentizl for two fiscal years but discontinued it in 1968.

2. Reimbursement of Portion of County Taxes Collected in Municipal
Corporations—Caroline, Carroll and Queen Anne’s counties reimburse the
municipal corporations for a portion of the county taxes collected on the
municipal assessed valuation. In Caroline County, this amounts to 6%
of the county tax, in Carroll County it is based on one-half of the county
road tax, and in Queen Anne's County, it is equivalent to $.10 per hun-
dred doliars of assessed valuation. These funds must be used by the
munieipal corporations for highway purposes and for the most part are
mandated by local law. In Garrett County the municipal corporations
share is a portion of the proceeds of the county tax on natural gas.

8. Fixed County Grant—A number of counties make fixed grants to
municipal corporations. In Allegany, Dorchester and Somerset counties
the grants are mandated by local law and are to be utilized for street
maintenance. Garrett County makes a similar grant to one municipal cor-
poration, Montgomery County malkes a grant to Takoma Park to reflect
what the county would spend to provide police services and public libraries
within the corporate limits. Anne Arundel, Prince George’s, Talbot, and
Wicomico Counties make specific grants to the county seat for providing
services to county facilities.

4, Proceeds of County Revenue Operations—Harford, Kent, Somer-
set, and Worcester Counties pay a portion of the proceeds from the profits
of county liquor dispensaries to the munieipal corporations.
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INTRODUCTION

A tax set-off system is a tax policy which recognizes the value of
municipal services to the residents of Maryland's 154 cities and towns
through a lower county tax rate or a tax rebate to the municipality.

In Maryland, unlike some other states, an incorporated municipality
is not a separate political entity, but a part of the county in which it
is located. Thus, the municipal resident pays both the city property
tax and the county property tax.

For their city tax dollar, citizens may receive police and fire
protection, road maintenance and repair, planning and zoning services,
parks and recreation facilities, solid waste disposal and a variety of
other services which vary from town to town because of size, location,
law, or traditiom.

For their county property tax dollar, municipal residents receive a
variety of county wide services received by citizens inside and outside
the city limits. These include education, public health, election
administration and other services provided at the county level for all
residents.

But not all county services are available to citizens of municipal-
ities. When a city has its own police department the county sheriff
does not answer calls within a municipality. County road crews stop at
the city limits. Many municipalities provide their own parks and
recreation facilities, their own planning and zoning services, solid
waste disposal, snow removal, building codes, economic development
programs, street lighting, and more.

Unless the value of municipal services is recognized in the tax
rate, city and town residents pay twice for services they receive only
once. This is the inequity known commonly as "double taxation."

Many counties have acted to reduce double taxation by lowering the
county tax rate for municipal residents or by returning tax dollars to
the municipal government. The first system, lowering the county tax
rate within municipalities, is called a tax differential. For instance,
in Aberdeen last year, the county property tax rate was $2.12 per $100
assessed value. But for Harford County residents living outside the
incorporated municipalities, the tax rate was $2.55. The tax differen-
tial, then is 43¢. A second method used by counties to reduce double
taxation is the tax rebate. While municipal taxpayers still pay the
same property tax rate, the county returns some of these funds to the
municipal government. As an example, Frederick County returned more
than $300,000 to ten municipalities last year.

Unfortunately, only about half of Maryland's counties have estab-
lished a tax set-off system to lessen the inequity of double taxatiom.
In those counties, citizens of municipalities still pay taxes for
services which the county does not provide within their cities or towns.

i §. w
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This report identifies some of the important aspects of double
taxation, reviews the tax set-off systems which currently exist in
Maryland, answers some common questions regarding double taxation, and
suggests methods by which an effective tax set-off campaign could be
mounted by municipalities. Following the report is an appendix contain-
ing the State tax set-off laws and laws relating to some of the local
tax set-off systems. _

MML's Tax Set-Off Handbook is designed as a simple guide for
municipal officials, not an academic study of the issue of double
taxation. It is dedicated to assisting all local officials in their
attempts to achieve an equitable tax rate for municipal residents.

()



IMPORTANT ASPECTS OF TAX SET-OFF SYSTEMS

Every tax set-off system already in use in Maryland is unique and
reflects the varying traditions and political realities of the regions
involved. There are, however, several aspects of a tax set-off which
apply to every municipality, and must be considered before a system to
end double taxation can be established or altered.

1. Legal Basis. Beginning July 1, 1984, seven counties are required
by state law to "levy a tax on the assessable property located within
one or more of the municipal corporations of the county, which is less
than the general county property tax rate, if it can be demonstrated
that the municipal corporation performs govermmental services or pro-
grams in lieu of similar county governmental services or programs'
(Article 81, Section 32A). The counties affected are Allegany, Anne
Arundel, Baltimore, Garrett, Howard, Montgomery, and Prince George's.

For the state's remaining sixteen counties, double taxation
elimination is a local option. State law provides only that these
counties "may" establish a tax differential or rebate.

Municipalities in the sixteen counties not covered by the pro-
visions of Article 81, Section 32A, have two options: (1) Continue to
work with local delegations for legislation including their county in
the state law, or (2) work with county officials to write a tax set-off
provision into local laws or the county code.

Without the force of state or county law, a tax set-off system is
in constant jeopardy of being reduced or eliminated by a fiscal or
political squeeze. A tax differential which was established on good
will can be eliminated if that good will is lost or if new officials are
elected to office. Several of the current tax differentials have been
threatened, suspended, reduced, or eliminated when a county faced
financial difficulties. 1In one case the threatened elimination of a tax
differential system was the impetus for a municipal campaign which
succeeded in having a county council pass an ordinance codifying a tax
differential system.

A copy of the state law and examples of county code provisions can
be found in the Appendix of this report.

2% Establishing a System. Municipal officials need to begin meeting
nearly a year in advance to establish a new tax set-off system. During
the summer and fall, municipal officials should begin discussions to:

a) collect data on the cost of municipal services;

b) identify services which the municipalities provide ‘in lieu of
county services;

c) select a method to determine the value of these services and
the amount of a set—off due to municipal residents; and

d) decide whether a tax differential or tax rebate best meets the

needs of your municipality and its residents.
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Once these issues have been discussed among municipal leaders,
meetings with county officials should be scheduled in an attempt to
reach an agreement on these same points. State law requires all

counties to "annually meet and confer with municipal officials" to
discuss double taxation

By early spring the county budget process will begin, and, if all
has gone well, a tax set-off system will be included in the budget.

35 Formula. Selecting a formula to measure the extent of double
taxation and determine the appropriate differential or rebate is the
most important and most controversial part of the process. Because of
the complexity of the subject and the fact that money is involved, two
major problems arise: : '

a) There are several formulae in use, but none are perfect,
easily understood, or universally accepted; and

b) even after a formula is adopted, there is room for wide
disagreement as to which services, programs, revenues and
expenditures to include.

Even so, complexity alone should not discourage municipalities and
counties from reaching - a mutually agreeable solution. An equitable tax
rate can be developed, and has been developed in several counties.

The Institute for Governmental Service (IGS) at the University of
Maryland has worked out two formulae which are perhaps the best now
available, and has computed tax differentials for a number of municipal-
ities.

One formula favors municipalities, the second favors counties.
While neither version can be relied on to set the exact differential or
rebate, they can provide a good basis for negotiations. The League

staff can provide more information about IGS and its work in this area
if you are interested.

Regardless of the formula or method selected to determine the
amount of double taxation, it should recognize all services performed by
the municipality which are duplicated by the county. Any formula which
only takes into account one area of county duplication, whether street
lighting, police protection, or road repair, may only be touching the
tip of the iceberg. A comprehensive tax set-off system attempts to
examine all areas of county duplication and lighten the burden of county
taxation on municipal residents accordingly.

It is also important that the formula be flexible enough to recog-
nize changing circumstances. A tax differential or municipal rebate
program which grants municipal residents a fixed level of benefits may
become less meaningful if the county greatly increases services to
unincorporated areas, or if a municipality elects to expand its ser-
vices. A tax differential of 35¢ which appeared appropriate when the
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county tax rate was $2.00 may prove inadequate if the county tax is
raised to $3.00 over a period of time. By the same token, a fixed grant
to municipalities of a specified number of dollars will eventually be
eroded by inflation. Tax differentials need to be tied to a base which
reflects the level of county services provided to municipal residents
year by year or else be subject to review and revision at specified time
periods.

4. Rebates and Differentials. State law permits counties to address
the problem of double taxation by granting a direct tax differential to
municipal residents or making a lump-sum rebate payment to the municipal
government.,

While the ultimate choice between the two systems is left to county
officials, municipalities should consider which system would work best
for their community before negotiations with the county begin. Since it
is unlikely that a county would grant rebates to some municipalities and
differentials to others, municipalities should be in general agreement
before meeting with county officials.

Some municipal officials prefer the tax differential to the rebate.
The differential assures that citizens will receive the full benefit of
the lower rate and puts the tax relief up front on the county tax bill,
giving each municipal taxpayer a personal stake in the continuance of
the tax differential. 1If the program is threatened, the county will
hear an outcry not just from the municipal officials, but from municipal
taxpayers and voters who see their county tax bills going up.

A tax rebate, on the other hand, is favored by some municipal
officials because 1t provides more flexibility. Since the municipality
receives the benefits of the tax set-off rather than the individual
taxpayer, part or all of the rebate may be retained in the budget to
improve services and keep the municipal tax rate down. Some municipal-
ities use the entire rebate to lower taxes; one municipality reduced the
tax rate by ll¢ and lets its residents know in large red letters on the
town's tax bill. Used in this manner, the rebate can also build public
support for the program.

5 Monitoring the System. The appointment of a joint study group or
task force comprised of municipal and county officials can be useful in
monitoring the effectiveness of the tax differential system. The group
is also in a position to respond to difficulties as they arise, such as
tax billing errors, or miscalculation of rebate checks. Finally, since
much of the tax differential background material tends to get rather
complicated and techmical, a study group allows some representatives
from each side to get an in-depth understanding of the program.




TAX SET-OFF SYSTEMS IN MARYLAND

Although all 154 incorporated municipalities levy a property tax
and provide services to their citizens, only eleven counties currently
grant a tax differential or rebate. The remaining ten counties with
municipalities provide no tax set-off system to relieve residents of
double-taxation. Under the 1983 legislation, two of these ten, Allegany
and Garrett Counties, will be required to establish an equitable tax
structure for municipal residents in FY 1985.

TAX DIFFERENTIAL

In the following four counties, municipal residents pay a lower
rate on their county property taxes.

Anne Arundel

Residents of Annapolis received a form of tax differential as early
as the 1930's, when they were exempted from payment of any county taxes
in support of county roads or public safety. The tax differential
remained in effect up until recent years when it was abolished for
fiscal years 1970 and 1971. The city and county jointly cooperated in a
consultant's study in 1971 regarding tax differential and intergovern-
mental relationships and reinstated a 30¢ tax differential in the budget
for fiscal year 1972. A differential has remained in place since then.

In 1974 an Annapolis resident took the county to court for not
granting an adequate tax differential. The Court of Special Appeals in
Griffin vs. Anne Arundel County stated that tax differential was a
legislative issue and not a matter subject to judicial remedy. The
General Assembly responded by enacting a law in 1977 prohibiting Anne
Arundel and Howard Counties from taxing municipal residents for services
which municipalities provide. Following passage of the law, Annapolis
hired an accounting firm to measure the net costs to Anne Arundel County
of services delivered outside the City of Annapolis. The auditor's
report disclosed that Annapolis residents should pay a county tax rate
of at least one dollar less than non-municipal residents. Still
Annapolis residents paid only 41¢ less on their county property tax rate
than non-municipal residents in fiscal year 1979; but, by 1982 the
differential had increased to 80c¢.

In two other cases, Theodore Woolsey Johnson, Jr., et al vs.
Controller, Anne Arundel County, Maryland, and Annapolis Yacht Yard,
Inc., vs. Controller, Anne Arundel County, Maryland, filed in the
Maryland Tax Court in March, 1982, petitioners sought refunds of the
difference between what was paid in county real property taxes and what
would have been paid if the differential rate was properly calculated.
Among the issues to be decided by the Tax Court are: (1) whether owners
of property located within the City of Annapolis may be taxed for County
services which the County provides only outside of Annapolis, and (2)
whether constitutional and statutory provisions require that the
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differential rate be determined by an "assessed valuation" method.
Using this method, the cost of County-wide services is apportioned
across the County-wide assessable base while the cost of services
provided by the County in areas lying outside of the City of Annapolis
is spread only across that portion of the assessable base of the County
which lies outside of the City. A decision in this case is expected in
1984.

Charles

Early in 1977 the municipal officials of the two Charles County
municipalities presented their county commissioners with a proposal
documenting the amount of tax differential to which they felt they were
entitled. The result was that the two towns shared a rebate of $14,657
in fiscal year 1978. The county shifted to a direct tax differential
for fiscal year 1979. Residents of LaPlata paid 13¢ less and Indian
Head residents paid 3¢ less on their county property tax rate than
non-municipal residents in fiscal year 1982. The differential amounted
to taxpayer savings of $37,000.

Harford

Harford County has granted its three municipalities a direct tax
differential since the early 1950's. The tax differential, enacted as
part of the county code, establishes a tax levy for services provided
county-wide and an additional levy on unincorporated areas for services
provided only to non-municipal residents. Municipal residents are
specifically relieved from funding any part of the following services
which are provided only in unincorporated areas: 1) the maintenance and
construction of county roads and bridges, 2) all expenses of the County
Highways Department and Roads Engineer, 3) county highway lighting, and
4) costs relating to the construction, acquisition, and maintenance of
dumps for non-municipal residents. Municipal residents paid 43¢ less on
their county property tax rate than non-municipal residents in fiscal
year 1982. '

Prince George's

In November, 1983, the Prince George's County Council adopted a
$6.5 million tax differential plan for their 28 municipal corporationms.
Prior to the new law, the county had provided rebates totaling $1.6
million annually. That figure was based on 9¢ per $100 total assessed
value of all municipalities in the county.

In 1982, the Prince George's County Municipal Association (PGMA),
established a subcommittee to develope a double taxation elimination
strategy. The members, representing a cross section of the county's
municipalities, invited speakers from Annapolis, an accounting firm, and
the Institute for Governmental Service. After contracting with IGS to
perform an analysis of several towns, the PGMA subcommittee began work
to develop their own formula.



In August, 1983, following the passage of the new State law, the
subcommittee met with county officials, After several meetings to
resolve conflicts over the formula, legislation was introduced in the
County Council that October and was approved by a 6-3 vote. The new
formula, which will become effective July 1, 1984, will allocate the
differentials based on the level and value to the county of municipal
services. One result of the change from rebate to differential will be
an increase in municipal tax rates. While the combined city-county
property tax bill will be lower for municipal residents, the municipal
rates must be raised to off-set the loss of the rebate.

Success in Prince George's County resulted not only from the hard
work of the subcommittee, but on the cooperation of the county and all
municipalities, an unrelenting public education campaign, and support of
the press as well.

TAX REBATE

In the following seven counties, a portion of property tax revenue
raised within municipalities is returned to the cities and towns by the
county.

Calvert

Shortly after the passage of the law in 1975 authorizing tax
differentials, the mayors of North Beach and Chesapeake Beach met with
the County Commissioners and requested the establishment of a tax
differential. The Commissioners agreed, for fiscal year 1976, to reduce
the County tax rate in each town by $1.00, with the understanding that
the towns would each raise their municipal tax rates by $1.00. The
County asked that the additional revenues be applied to specific pro-
jects of the town's choice. Since fiscal year 1977 the county has
provided the municipalities with rebates rather than a direct tax
differential. The rebates are based on $1.00 per $100.00 of assessed
property value within each town and are unrestricted as to use. The two
municipalities shared a total rebate of $173,358 in fiscal year 1982.

Caroline

The local laws of Caroline County have required the County Commis-
sioners to make grants to their municipalities for street maintenance
since the 1930's. The county local laws currently require the county to
rebate 6% of the county property taxes collected within each municipal-
ity to be used for street maintenance (See Appendix A-4). The total
rebate to the nine municipalities for fiscal year 1982 was $52,221.

Carroll

In 1976, municipalities contracted jointly with a consulting firm
to conduct a study of Carroll County taxation and services. The study
examined many areas of local taxation and service delivery to identify
areas where municipal residents were being over-taxed by the county and
where the county was receiving state shared revenues which were not
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equitably shared with municipalities,

As a result of the consultant’s study and several meetings between
the county and municipal officials, a joint agreement was developed.
Among other things it contained a pledge of cooperation:

1 To jointly review planms of public utility requirements,
commonality of master plans, subdivision plat reviews,
and annexation requests.

2. To examine such disproportionate distributions of revenues as

' may currently exist and take immediate steps to correct to the
fullest extent possible any inequities which deprive the re-
sidents of any of the governmental units a fair share of such
revenues to their benefit.

3. To follow existing principles and act on a mutually agreed
basis to make provision for such intergovernmental cooperation
as will simplify the process of government, prevent conflicts
in action, expedite the provision of services and lower the
cost of government to the citizens.

4, To address each of the concerns to the limit of existing
authority, and, if necessary, to jointly solicit further
powers by act of the state legislature.

The Carroll County Commissioners provided a total rebate to the
municipalities of $150,000 in fiscal year 1978 and appropriated $250,000
to be distributed in fiscal year 1979. By fiscal year 1982, the rebate
had grown to $400,000 annually. In addition, the county provides about
$100,000 in road grants and $50,000 in in-kind aid. A complex formula
involving services was rejected by the county and municipalities; the
annual rebate 1s distributed by population.

Dorchester

In fiscal year 1982, nine Dorchester county municipalities shared a
rebate of $46,050. The funds are provided for street maintenance needs.

Frederick

County and municipal leaders agreed, in 1981, on a rebate formula
for the cities and towns in Frederick County. The formula is based on
factors of relative road mileage, population, area, and county expendi-
tures within the municipalities. Services such as road maintenance,
police protection, waste collection, and parks and recreation are all
considered.

The first payment, for fiscal year 1982, totaled $314,236. For
fiscal year 1983, the municipalities received $318,250. Frederick at
$199,739 receives the largest payment; Myersville's $2,111.00 is the
smallest. One town, Rosemont, does not receive a rebate.
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Montgomery

In fiscal year 1974, Montgomery County initiated a program of
rebates to municipalities in recognition of public services which
otherwise would have been provided by the County. Between fiscal years
1974 and 1977 the County reimbursed the municipalities a total of
$1,570,000, but the distribution formula was complicated, controversial,
and occasionally not fully funded by the County.

In recognition of the deficiencies of the program, a joint Task
Force on County-Municipal Financial Relationships was established in
1977. The Task Force studied the problems and held several meetings
over nearly a year. In September of 1978 the Task Force issued its
report which suggested methods of solving several local issues and
rewriting the formula for the municipal rebate program. The revised
formula provided each municipality with a grant per street mile based on
the cost to the County for street maintenance in unincorporated areas.
The formula, which was adopted by a Council resolution in October, 1978,
authorized a subsequent appropriation of $1,008,000 to be distributed
among the municipalities in fiscal year 1979, based on relative street
mileage (See Appendix A-6). The County Council intended that the funds
provided by this program be used to provide relief in municipal tax
rates.

An expanded program was adopted in April, 1982, for fiscal year
1983, which includes a county reimbursement program for code expendi-
tures such as zoning, housing, animal control, and construction code
enforcement. The county will also reimburse two cities for consumer
affairs and human relations services.

Total payments to the county's sixteen municipalities were $1.4
million in fiscal year 1982.

Montgomery County has also established a series of special area
taxes, closely related to the concept of direct tax differential, under
which citizens are taxed only for services actually provided to them by
a particular level of government. Montgomery County has divided itself
into a number of designated areas, each of which is subject to a
separate special area tax. Special area taxes are used to fund services
such as Metro rail and bus systems, recreation, fire service, storm
drainage, and land acquisition.

Queen Anne's

Although exempted from the State's enabling legislation for the
granting of tax differentials prior to 1984, the County Code authorizes
annual grants to municipalities for the purpose of street and bridge
maintenance.

The rebates equal 10¢ per $100 assessed value within each munic-
ipality. In fiscal year 1982, Queen Anne's County's seven municipal-
ities shared $21,935.
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AN EFFECTIVE TAX DIFFERENTIAL CAMPAIGN

As with most undertakings, a well thought-out plan will be more
likely to succeed than a haphazard effort. Municipal officials have met
with varying degrees of success around the State in obtaining tax set-
off systems. Their efforts over the years have pointed out some impor-
tant considerations in mounting an effective campaign to eliminate
double taxation.

1. Get Documentation

In order to effectively argue that municipal taxpayers are funding
county services from which they receive no benefit, you have to get the
facts. Normally this starts with obtaining a copy of the current county
budget and the budgets of all municipalities in the county. The assess-—
able base figures for the county and each municipality are particularly
important. One approach which has been used effectively is to identify
particular county services from which municipal residents receive no
benefit and then determine what amount of property taxes were levied by
the county on municipal residents to fund those services.

Avoid developing a formula which is too elaborate. The county
officials won't understand it, municipal officials won't understand it,
and it will boil down to an argument between county and municipal
accountants. The methodology is not that important anyway, because it
is always, in the end, a political decision. But don't overlook the
possibility of bringing in an independent third party to provide
objective background documentation; in one county, municipal officials
received excellent results by hiring a consultant to document the need
for their case for a tax set off. A small investment split among the
municipal governments paid off with big dividends.

Zy Get the Public Involved

Both the press and the public can be helpful in an effective tax
campaign to end double taxation. Let your municipal residents know of
the extent to which they are subsidizing county services. Release the
results of tax set off studies to the press. Make it an issue and keep
it an issue until the double taxation problem has been resolved.

3 Present a United Front

All municipal officials within a county area have to work together
if they expect to achieve a fair tax set off system. A letter to the
county signed by all of the municipal officials or a press conference of
all of the mayors can be effective in presenting a unified effort to
establishing a tax differential or rebate. Nothing will undercut a
campaign faster than a disunified effort. Keep in mind that this is an
issue of importance to all municipalities regardless of size. While
representatives from a large municipality in the county may be effective
spokesmen for the group, they can't be expected to carry the ball alone.

- 13 -
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4, Present a Pressing Need

Sometimes highlighting a local problem can be an effective way to
pressing the need for a tax set off. Consider pointing out the differ-
ent income or economic characteristics of the municipal residents which
may exist, including the percentage of elderly, fixed income, or low
income residents. Look at individual service areas, such as the munici-
pal street improvement needs which are unmet due to the municipal
subsidy of county roads.

5% Get the Votes

The bottom line in determining whether or not you get a tax differ-
ential or rebate will depend on obtaining a majority of the votes of the
local elected officials (or in some cases the local delegation to the
General Assembly.) Don't expect to win solely on documentation. One
city has engaged in a consultant's study and an accountant's report in
pursuing a tax differential increase over the past ten years. Yet, they
still find themselves frustrated because they don't have the votes at
the county level.

The contacts with the press and the citizen involvement will be
important in persuading the county governing body to enact a tax set
off. Make double taxation a campaign issue at election time to see where
the candidates stand. Make sure the county officials realize that this
is an issue important to the citizens as well as the municipal officials.

6. Get it in Law

Your campaign is not finished until your tax set off system is
enacted as a local law or ordinance. Unless this is accomplished, the
system you worked so hard to develop can be reduced (or even eliminated

in those counties not included in the State mandate) any year at budget
time.
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APPENDIX A - STATE LAW

(Amendment effective July 1, 1984.)

Art. 81, § 32A. Levy of county tax in municipalities performing ser-

vices in lieu of county services; payments by
counties to municipalities providing services in
lieu of county services.

(a) (1) The board of county commissioners or the county council shall annu-
ally meet and discuss with municipal officials, and after this consultation with
municipal officials, shall levy a tax on the assessable property located within
one or more of the municipal corporations of the county, which is less than the
general county property tax rate, if it can be demonstrated that the municipal
corporation periorms governmental services or programs in lieu of similar
county governmental services or programs. In establishing the property tax
rate on the assessable property within one or more of the municipal corpora-
tions, the county shall take into account the governmental services and pro-
grams which the municipal corporations perform in lieu of similar county
governmental services and programs and the extent that the similar services
and programs are funded through property tax revenues. The county property
tax rate set for one municipal corporation does not have to be uniform among
all municipal corporations within the county, and the rate set for one tax year
need not be the same in any succeeding year.

(2) In licu of a lesser rate of county property tax as provided in paragraph
(1) of this subsection, the county may make a payment to the municipal corpo-
rations to assist the municipal corporations in funding governmental services
or programs which the municipal corporations perform in lieu of similar county
services or programs.

(3) The provisions of this subsection apply only in:

(1) Allegany County;

(ii) Anne Arundel County;

(iii) Baltimore County;

(iv) Garrett County;

(v) Howard County;

(vi) Montgomery County;

(vii) Prince George’s County.

(b) (1) The board of county commissioners or the county council shall annu-
ally meet and discuss with municipal officials, and after this consultation with
municipal officials, may levy a tax on the assessable property located within
one or more of the municipal corporations of the county, which is less than the
general county property tax rate, if the municipal corporation performs govern-
mental services or programs in lieu of similar county governmental services or
programs. In establishing the property tax rate on the assessable property
within one or more of the municipal corporations, the county ma y take into
account the governmental services and programs which the municipal corpora-
tions perform in lieu of similar county governmental services and programs
and the extent that the similar services and programs are funded through

- 17 -
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Art. 81, § 32A

AnNoTATED CopE oF MARYLAND

property tax revenues. The county property tax rate set for one municipal
corparation does not have to be uniform among all municipal corporations
within the county, and the rate set for one tax year need not be the same in any

succeeding year.

(2) In lieu of a lesser rate of county property tax as provided in paragraph
(1) of this subsection, the county may make a payment to the municipal corpo-
rations to assist the municipal corporations in funding governmen tal services
or programs which the municipal corporations perform in lieu of similar county

services or programs.

(3) The provisions of this subsection apply only in:

(i) Calvert County; .
(ii) Caroline County;

(iii) Carroll County;

(iv) Cecil County;

(v) Charles County;

(vi) Dorchester County;
(vii) Frederick County;
(viii) Harford County;

(ix) Kent County;

(x) Queen Anne’s County;
(xi) Somerset County;

(xii) St. Mary's County;
(xiii) Talbot County;

(xiv) Washington County;
(xv) Wicomico County; and

(xvi) Worcester County.
(1983, ch. 603.)

Amendment effective July 1, 1984, — The
1983 amendment, elfective July 1, 1984, desig-
nates the provisions of subsection {a) as para-
graph (1), substitutes "shall levy” for “may
levy" near the beginning of the first sentence in
that paragraph, inserts “it can be demonstrated
that” in that sentence, substitutes “shall take
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into account” for "may take into account” in the
second sentence, redesignates subsection (b) to
be paragraph (2) in subsection (a), substitutes
“paragraph (1) of this subsection” for "subsec-
tion (a) of this section” in that paragraph,
deletes subsection (¢). adds paragraph (3) in
subsection (a) and adds subsection (b).
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APPENDIX B — HARFORD COUNTY LAW

purposes.

(a) In fixing the tax rate for the county for any year beginning after
June 1, 1953, the county council shall first fix a rate applicable in an equal
manner to property within and without the incorporated towns of the county,
which rate shall be sufficient to raise all sums needed to be raised by such
taxation to meet all estimated county expenses except the following, which are
hereinafter called "listed activities," for which listed activities no levy shall
be made on property within the incorporated towns:

(1) Maintenance, care, repair and construction of roads and
bridges outside the boundaries of the incorporated towns.

(2) All expenses of the county department of public works

concerning county highways. s

(b) After fixing a county-wide rate as above, the county council shall
then levy an additional tax on property outside the city and incorporated towns
sufficient to satisfy the appropriations for the above listed activities outside
the city and incorporated towns, after first applying to such appropriations all
other anticipated revenue required to be spent on any of such listed activities
and any surplus resulting from any such prior additional tax, levied for any
year beginning after January 1, 1953, or other revenue required to be spent
on any of such listed activities. All sums collected from such additional tax,
together with all other revenues dedicated or allocated to any one or more of
such listed activities shall be kept by the treasurer or the comptroller of the
treasury of the county in a special account separate and apart from all other
funds, and no part of the funds so directed to be segregated for such listed "
activities shall be spent for any purpose other than such listed activities;
provided, that the county council may, to avoid the necessity of borrowing for
current operations, advance money to or from such funds segregated here-
under in accordance with the Charter. (Bill No. 77-88, § 1.)

- 19 -



APPENDIX C - MONTGOMERY COUNTY LAW

CHAPTER 30A.,
MONTGOMERY COUNTY MUNICIPAL REVENUE PROGRAM.

30A-1. Established,

A0A-2. Qualification of municipal public sérvices for county reimbursement.
313-3. Determination of amous of reimbursement.

30A-4. Limitations on expenditures.

30A-5. Application to participate in program.

. T R

. Sec. 30A-1. Established.
There is hereby established a program to reimburse

municipalities within the county for those public services provided

by the municipalities which would otherwise be provided by the
county government. (1974 LM.C,, ch. 7, § 1.).

Sec. 30A-2. Qualification of municipal public services for
county reimbursement.

Municipal public services shall qualify for county reimbursement
if the following conditions are met: (1) The municipality provides
the service to its residents and taxpayers, (2) the service would be
provided by the county if it were not provided by the municipality,
(3) the service is not actually provided by the county within the
municipality and (4) the comparable county service if funded from
tax revenues derived partially from taxpayers in the participating
‘municipality. (1974 L.M.C., ch. 7, § 1))-

Sec. 30A-3. Determination of amount of reimbursement.

Subject to the provisions of section 30A-4, each participating
municipality shall be reimbursed by an amount determined by the
‘ county executive to approximate the amount of municipal tax
revenues required to fund the eligible services. The amount of
reimbursement shall be limited to the amount the county executive
estimates the county would expend if it were providing the
services. (1974 L.M.C., ch. 7, § 1)

Sec. 30A-4. Limitations on expenditures.

All expenditures by the county under the authority of this
chapter shall be subject to the limits of the funds appropriated by
the county council. (1974 L.M.C,, ¢h. 7, § 1.) ’

Sec. 30A-5. Application to participate in program.

Any municipality within the county which desires to participate
in the county municipal revenue program shall submit not later
than November 15 of each year to the county an application which
shall be in such form and contain ‘such information as may be
required by the county executive. (1974 L.M.C,, ¢h. 7, § 1)) :
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APPENDIX D - PRINCE GEORGE'S COUNTY LAW

COUNTY COUNCIL OF PRINCE GEORGE'S COUNTY, MARYLAND
Legislative Session 1983

Proposed and Presented by Council Member Herl

Introduced by _ Council MembersHerl, Casula and Castaldi

Bill No. CB-134-1983

Chapter No. 99

Introduced by Council on November 1, 1983

BILL
AN ACT concerning
Municipal Tax Differential
FOR the purpose of establishing the procedures for the
reduction of the rate of County real property taxes levied in
municipalities to reflect the cost of those services not
provided to municipal residents by the C&unty.
BY repealing:
SUBTITLE 10. FINANCE AND TAXATION.
Sections 10-183 through
10-186.2,
The Prince George's County Code
(1979 Edition, 1982 Supplement).
BY adding:
SUBTITLE 10. FINANCE AND TAXATION.
Sections 10-183 through
10-185 '
The Prince George's County Code
(1279 Edition, 1982 Supplement).

SECTION 1. BE IT ENACTED by the County Council of Prince
George's Ccunty, Maryland, that Sections 10-183 through 10-
186.2 of the Prince George's County Code be and the same are
hereby repealed.

SUBTITLE 1C. FINANCE AND TAXATION.

DIVISION 6. MUNWICIPAL TAX DIFFZRENTIAL.
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[Seec. 10-183 through 10-186.2].

SECTION 2. BE IT FURTHER ENACTED that Sections 10-183
through 10-185 be and the same are hereby added to the
Prince Gecrge's County Code. %

SUBTITLE 10. FINANCE AND TAXATION.

DIVISION 6. MUNICIPAL TAX DIFFERENTIAL.
Sec. 10-183 - Definitions.

For purposes of this Division the following words and
phrases have the meaning assigned below, except in those
instances in which the context clearly indicates a different

meaning:
{1) County-wide real property assessable base shall be as

set forth in the County's Approved Current Expense Budget.

(2) Eligible services shall mean those services which are
provided by a municipality in lieu of County services.

3 Municipal real property assessable base shall be that

fiqure calculated by the County from the most currently

available assessment data.

(4) Municipality shall mean an incorporated city or town

which holds a Charter from the State of Maryland and is

partially or entirely within the boundaries of Prince George's

County.

(5) Net county service cost shall mean the cost for a

service as reflected in the County's adopted Current Expense

Budget increased by the amount of indirect costs allocated to

that service and reduced by any fees, service charges, grants

or other revenue directly attributable to that service.

Sec. 10-184. Municipal Tax Differential established.

{2) In fiscal year 1985 and each yvear thereafter the

Countv Council shall levy against all real property located

within each municipality a tax rate that shall be lower than the

tax rate levied against real oroperty situated in unincorporated
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areas of the County in accordance with the procedures set forth

in this Division.

(b) The difference between the tax rates for

unincorporated areas and the several municipalities shall be

calculated and established as follows:

1. For each eligible service, the County shall compute the

net County service cost.

2. The County shall convert the net county gervice cost

into a real property tax rate equivalent by dividing the net
county service cost by the County-wide real property assessable

base.

3. The County shall provide to each municipality by

October 1 of each vear a copv of the County's adopted Current

Expense Budget for the fiscal vear which began the preceding

July 1, which document shall be used in determining the tax

differential for the ensuing fiscal vyear.

4. The County shall also provide to each municipality a

standardized report form listing each potentially eligible

service.

5. Each municipality shall identify, in 10% increments,

the degree to which it is providing eligible services to its

citizens in lieu of the County providing those services. Fach

—,

municipality shall complete and return the standardized report

to the County by November 1 of each vear.

6. Each municipality's report shall be subiject to

verification bv the County, and mav be subject to negotiation

between the Countv and the municipality.

7. If, bv December 15 the County and the municipality are

unable to adree on the degree to which the municipality is

providing one or more eligible service(s) in lieu of the County

providina the eligible service{s), the matter(s) in dispute

shall be submitted to an Adviscrv Arbitraticon Panel as

- 25 -
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established in Section 10-185 of this Division.

8. PFor each eligible service, the deqree of service

_ provided by the municipality times the real property tax rate

equivalent, times the municipality's real property assessable
base, shall egual the unadijusted value of the municipality's

eligible service.

9. The total of the unadjusted values for all eligible
services provided by all municipalities shall be the unadjusted

value of Part One of the tax differential program.

10. The total municipal share of local income tax revenues

for all municipalities as projected using the County income tax

estimate in the County budget shall be subtracted from the

unadjusted value of the tax differential program. The balance

represents the adjusted value of Part One of the tax

differential program. The adjdsted value of Part One of the tax

differential program shall be allocated among the municipalities

in direct proportion to each municipalitvy's share of the total

unadjusted value of all municipal eligible services.

11. Each municipality's share of the value of Part One of

" the tax differential program shall be converted to a real

property tax rate equivalent by dividing that value by the

municipalitv's real property assessable base.

12. For Part Two of the differential program, the County

shall convert each municipal tax differential grant amount

——

provided in Fiscal Year 1984 to a real property municipal tax

rate eguivalent bv dividing each municipality's Fiscal Year 1984

grant amount by that municipality's real property assessable

base for Fiscal Year 1984. The resulting ;eal property tax rate

equivalent shall be the constant differential rate to be

provided as Part Two of the Differential formula.

13. For each municipalitv, the sum of the differential tax

rates as determined under Part One and Part Two of the formula

- 26 —
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ghall be the tax rate differential for the ensuing fiscal year.

14. The total amount of the tax diftezential provided in
this Division shall be phased in over a two-vear period,

beginning in Fiscal Year 1985, as determined by the County. The

amount to be phased in for Fiscal Year 1985 shall not be less

than the amount determined under Part Two, plus at least some

portion of the amount determined under Part One.

15. For Fiscal Years 1985 and 1986 only, those

municipalities with charter tax rate limitations, and whose

Fiscal Year 1984 tax rate per One Hundred Dollars {$100.00)

assessed valuation is not ten cents ($0.10) or more below their

tax rate limit, shall be provided the tax rate differential

determined under Part One, including for Fiscal Year 1985, the

same relative portion of the amount determined under Part One

for all municipalities, and shall be provided a grant in an

amount determined under Part Two in lieu of a tgg differential

determined under Part Two.

Sec. 10-185, Advisory Arbitration Panel; selection; procedures

(a) An advisory arbitration process shall be employed in

the event the County and a municipality are unable to reach

agreement upon the degqree to which a municipality is providing’

services in lieu of the County providing the service, Aan

advisory arbitration panel shall be constituted as follows:

a. One member named by the municipality;

b. One member named by the County government;

C. One member chosen jointly bv the member selected by the

municipality and the member selected by the County government,

(b) Upon receipt of disputed matter(s), an advisory

arbitration panel, selected as set forth in (a) , above, shall

conduct a hearing no later than January 30, provided that both

the Countv and the municipalitv have had no less than forty-

eight (48) hours notice of the date, time and place of such
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hearing.
{c) At the hearing, the County and the municipality may

Present testimony, evidence, and oral arqument as to the matters

in_dispute,
(d) The Advisory Arbitration Panel shall issue its

adviaor! determination to the County Executive and County

Council ne later than February 15. The final decision shall be

made by the County Executive and County Council,

Sections 10-186 through 10-186.2.. Reserved.

SECTION 3. BE IT FURTHER ENACTED that the procedural steps
for establishing the tax differential rate as enacted in Section
2 of this Act and set forth in Section 10-184(b) (3}, (5) and (7)
shall, for Piscal Year 1985, take pPlace by December 15, 1983,
January 30, 1984, and February 15, 1984, respectively; and the
dates set forth in Section 10-185 (b) and (d) shall be March 1,
1984, and March 15, 1984, respectively.

SECTION 4. BE IT FURTHER ENACTED that this Act shall take
effect forty-five (45) calendar days after it becomes law.

Acdopted this _29th day of November s 1983,

COUNTY COUNCIL OF PRINCE
GEORGE'S COUNTY, MARYLAND

BY: }5;7

Frank P. Casula

Parris N. Glendening
County Executive

TO BECOME EFFECTIVE JANUARY 27, 1984
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Attachment G

Property Tax Double Taxation
in Maryland

Double taxation exists (1) when a county and a municipality within that county provide
similar services financed with property tax revenues, and (2) when the county does not
provide those services within municipal corporate limits because the city or town
already does so. In such cases, municipal property owners pay taxes to both the
municipal and county governments for a service (or services) they receive only from the
municipality.

Property Tax Setoffs
A property tax setoff compensates municipal taxpayers for double taxation by levying a
lower county property tax rate - known as a property tax differential -- for municipal
property owners or by granting a direct payment -- known as a property tax rebate -- to
the municipality.

Legislative History

While laws addressing municipal-county double taxation in Maryland have been in
place for many years, it was not until 1975 that the General Assembly enacted double
taxation legislation that generally had statewide application. After failing to enact
similar legislation in 1974, the General Assembly passed a measure in 1975 that
permitted, but did not require, counties to offer a tax differential or a tax rebate for cities
and towns that provided services in lieu of similar county services. However, through
the use of legislative local courtesy, one-third of the counties were exempted from this
legislation.

As a result of legislation passed over the next three years (1976-1978), all but one county
was brought under the property tax setoff enabling authorization. In 1977, legislation
passed affecting only Anne Arundel County and Howard County (the latter of which
has no municipalities). In those two counties the law established that the county “may
not impose taxes upon residents of any incorporated municipality for services which
that municipality provides for its residents.” In 1978, the General Assembly also
approved a bill requiring the Department of Fiscal Services to prepare an annual report
reviewing the progress of counties in establishing tax setoff systems.

Legislation enacted in 1982 required all county governments to meet and confer

annually with municipal governments within their jurisdictions to determine whether
double taxation existed.

D



[t was not until 1983 that the General Assembly enacted a law requiring a county to
provide a property tax setoff for municipal property taxpayers if a municipality
provides a service in lieu of a similar county service. The law took a two-pronged
approach, again as a result of local courtesy. For all but seven counties the law stated
that, where double taxation was found to exist, a county may provide a property tax
setoff. For the remaining seven counties (only five of which had municipalities) the law
required that a county shall provide a property tax setoff where double taxation was
determined to exist.

From 1983 to 1998, the law, as it affects all municipal governments, remained
unchanged with the exception of legislation passed in 1986 that added an eighth county
(Harford) to the shall provision. However, the section of law affecting only Anne
Arundel County and Howard County was amended in 1985 to provide that these two
counties could not impose a property tax within a municipality to pay for services that
city or town provides. As originally enacted, this section of law had applied to all
county taxes -- not just property taxes.

League sponsored legislation introduced during the 1997 General Assembly session
initially would have moved all counties in the State to the shall category, would have set
up guidelines and deadlines for annual municipal-county property tax setoff
discussions, and would have established mediation mechanisms to address instances
where a municipal government and a county government could not agree on tax setoff
issues. As a result of significant opposition from the Maryland Association of Counties,
the bill was completely amended to instead create a task force to study double taxation
issues and to make recommendations to encourage cooperation between municipal and
county governments with regard to property tax double taxation, other State and local
tax and aid distributions, and service efficiency and duplication.

After strong encouragement from General Assembly members of the newly created task
force to come to an accommodation on these issues, the Maryland Municipal League
and the Maryland Association of Counties agreed to compromise legislation which was
introduced and passed during the 1998 session of the Maryland General Assembly (see
below).

The General Assembly enacted a bill in 1999 to add Frederick County to the list of
counties that must provide a property tax setoff when a municipality in the county
provides services in lieu of similar county services. Frederick County became the ninth
county included under the shall provision of Maryland’s double taxation law.

Finally, the General Assembly in 2010 (HB 476) and 2011 (SB 760) enacted legislation
that took a novel approach. The bills provided that, for fiscal years 2011 and 2012 only,
Frederick County was required to grant to each of its municipalities a property tax
setoff at least as large as the setoff granted in the preceding fiscal year and to increase



the setoff by the percentage by which the county property tax rate exceeded the
constant yield tax rate.

1998 Amendments

The law immediately prior to the passage of MML’s priority legislation in 1998
mandated that all Maryland county governing bodies must meet and confer with their
municipal governing bodies concerning the issue of double taxation once each year.
Eight counties (only six of which had municipalities) were required to provide a
property tax setoff if it could be demonstrated that one was warranted. Those counties
included Allegany, Anne Arundel, Baltimore, Garrett, Harford, Howard, Montgomery
and Prince George’s. The law stated that the remaining 15 counties may provide, but
were not required to provide, a property tax setoff if it could be demonstrated that one
was warranted. Nine of these 15 counties gave some level of double taxation relief in
1997, while six did not. The six counties that granted no double taxation relief as of 1997
were Dorchester, Garrett, Somerset, Talbot, Wicomico and Worcester.

With the exception of the requirement that a county governing body meet on an annual
basis with municipal governing bodies within the county, these requirements remain
unchanged. While the law as amended in 1998 retained the requirement that county
and municipal governing bodies meet to discuss the county property tax rate within
municipalities, the requirement that this be done annually was deleted.

Instead the law now sets out procedures by which a municipality may request and
negotiate double taxation relief from the county and be guaranteed at least a minimum
level of response from the county. The bill however leaves latitude for a municipality
and a county to establish different terms for negotiations, calculations, and property tax
offset approval where both parties agree to alternative approaches. The law also
provides the county with the discretion to grant a tax setoff to a city or town that fails to
make a request as prescribed in the 1998 amendments.

Under the bills passed in 1998 (Senate Bill 113 and House Bill 216), a municipality that
wishes to receive a property tax setoff may submit a proposal stating the desired level
of tax offset for the coming year at least 180 days before the required approval date of
the annual county budget. The proposal must include a description of the scope and
nature of the services or programs that the municipality provides in lieu of similar
county services. It must also include financial records on municipal revenues and
expenditures. Both submittals must be sufficiently detailed to permit an assessment of
the similar services or programs.

Upon receipt of the municipal proposal and accompanying documentation, the county
must promptly submit to the municipality financial records and other documents that
detail county revenues and expenditures.

(o)



At least 90 days before the required annual county budget approval date, both the
municipality and the county must designate individuals to meet and discuss issues
relating to double taxation. This may be done jointly with other municipalities. The
county may also request additional information that is reasonably needed to assess the
need for double taxation relief; representatives of the municipal government must in
turn provide the requested information in an expeditious manner.

Before or concurrent with the release of the county budget to the public, the county
must submit a statement of intent to each incorporated city and town that has requested
a property tax setoff. The county statement must include (1) an explanation of the level
of the proposed setoff; (2) a description of the information or process used to determine
the level of the proposed setoff; and (3) notification that, before the county budget is
passed, municipal government representatives may appear before the county governing
board to discuss or contest the level of the proposed property tax setoff.

Finally, the law guarantees that representatives of any municipality requesting a tax
setoff will be afforded the opportunity to testify before the county governing board
during normally scheduled budget hearings of the county.

Recent Legislative Requests

The MML Legislative Committee considered this same request from the Town of
Ridgely in 1999 but chose not to recommend the issue for inclusion in the League’s
legislative program. The Town of Ocean City proposed this same issue in August of
2003; however the Committee elected not to consider the issue because of the lateness of
its submission. In 2004 and 2005, the Town of Ocean City submitted the same issue for
consideration and the Legislative Committee again declined to recommend the issue to
the membership. In 2005 and 2006, the City of Takoma Park submitted a request to
enact legislation to provide an appeals process for a municipality in instances where a
municipality disputes a determination by a county that double taxation does not exist
or where a municipality disputes the level of double taxation setoff that a county offers
to provide. The Committee declined to recommend the issue as a League priority. In
2009, Ocean City again recommended this issue as a League priority; the Legislative
Committee again declined to recommend the issue to the membership as a priority. A
similar legislative request was received and rejected in 2011

In 2008, the MML Legislative Committee Subcommittee on Revenues and the City of
Salisbury proposed a legislative request to require counties to provide a property tax
setoff where a municipality has demonstrated that double property taxation exists.
Other issues they suggested be addressed included: (1) requiring that county officials
meet and confer on double taxation issues by January 30 of each year; (2) extending
double taxation deliberations to services paid for with other-than-property-tax revenues
to ensure that counties may not inaccurately allocate property tax expenditures to non-
duplicative services and (3) providing for an appeals process if a county denies that
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double taxation exists or fails to adequately offset double taxation that both parties
agree exists. In 2012 the Committee considered a broader legislative request that in part
sought legislation to provide more equitable property tax set-offs for municipalities; the
Committee however declined to recommend the issue as a League priority.

MML 2013
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Attachment H

Appendix 4: Maryland Code — § 6-305 of the Tax-Property Article
§ 6-305. County tax rate in certain municipal corporations

(a) "Tax sctoff" defined. -- In this section, "tax setoff" means:
(1) the difference between the general county property tax rate and the property
tax rate that is set for assessments of property in a municipal corporation; or
(2) a payment to a municipal corporation to aid the municipal corporation in
funding services or programs that are similar to county services or programs.

(b) Applicability of section. -- This section applies only in:
(1) Allegany County;
(2) Anne Arundel County;
(3) Baltimore County;
(4) Frederick County;
(5) Garrett County;
(6) Harford County;
(7) Howard County;
(8) Montgomery County; and
(9) Prince George's County.

(¢) Discussion and adjustment. -- The governing body of the county shall meet and
discuss with the governing body of any municipal corporation in the county the county
property tax rate to be set for assessments of property in the municipal corporation as
provided in this section. After the meeting if it can be demonstrated that a municipal
corporation performs services or programs instead of similar county services or
programs, the governing body of the county shall grant a tax setoff to the municipal
corporation.

(d) Setting county rate for municipal corporation. -- In determining the county property
tax rate to be set for assessments of property in a municipal corporation, the governing
body of the county shall consider:
(1) the services and programs that are performed by the municipal corporation
instead of similar county services and programs; and
(2) the extent that the similar services and programs are funded by property tax
revenues.

(e) Rate need not be uniform. -- The county property tax rate for assessments of property
located in a municipal corporation is not required to be:
(1) the same as the rate for property located in other municipal corporations in the
county; or
(2) the same as the rate set in a prior year.

Appendix 4 4-1
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(f) Tax setoff request. --
(1) At least 180 days before the date that the annual county budget is required to
be approved, any municipal corporation in the county that desires that a tax setoff
be provided shall submit to the county a proposal that states the desired level of
property tax setoff for the next fiscal year.

(2) (1) A request submitted under paragraph (1) of this subsection shall be
accompanied by:

1. a description of the scope and nature of the services or programs
provided by the municipal corporation instead of similar services or
programs provided by the county; and
2. financial records and other documentation regarding municipal
revenues and expenditures.
(2) (1) The materials submitted under subparagraph (i) of this paragraph shall
provide sufficient detail for an assessment of the similar services or programs.

(3) After receiving a proposal from a municipal corporation requesting a tax setoff
under this subsection, the governing body of the county shall promptly submit to
the municipal corporation financial records and other documentation regarding
county revenues and expenditures.

(g) Meetings, officers, information and services. --
(1) At least 90 days before the date that the annual county budget is required to be
approved, the county and any municipal corporation submitting a tax setoff
request under subsection (f) of this section shall designate appropriate policy and
fiscal officers or representatives to meet and discuss the nature of the tax setoff
request, relevant financial information of the county and municipal corporation,
and the scope and nature of services provided by both entities.
(2) A meeting held under paragraph (1) of this subsection may be held by the
county representatives jointly with representatives from more than one municipal
corporation.
(3) (1) The county officers or representatives may request from the municipal
corporation officers or representatives additional information that may reasonably
be needed to assess the tax setoff.
(3) (i1) The municipal corporation officers or representatives shall provide the
additional information expeditiously.

(h) Statement of intent. --
(1) At or before the time the proposed county budget is released to the public, the
county commissioners, the county executive of a charter county, or the county
council of a charter county without a county executive shall submit a statement of
intent to each municipal corporation that has requested a tax setoff.
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Attachment |

Appendix 5: Montgomery County Code - Chapter 30A — Montgomery County
Municipal Revenue Program

§ 30A-1. Established.

§ 30A-2. Qualification of municipal public services for county reimbursement.

§ 30A-3. Determination of amount of reimbursement.

§ 30A-4. Limitations on expenditures.

§ 30A-5. Application to participate in program.

§ 30A-6. County tax rate in certain municipalities. For Takoma Park fire, no longer
applicable.

Sec. 30A-1. Established.

There is hereby established a program to reimburse municipalities within the
county for those public services provided by the municipalities which would otherwise be
provided by the county government. (1974 L M.C., ch. 7, § 1.)

Sec. 30A-2. Qualification of municipal public services for county reimbursement.
Municipal public services shall qualify for county reimbursement if the following
conditions are met: (1) The municipality provides the service to its residents and
taxpayers; (2) the service would be provided by the county if it were not provided by the
municipality; (3) the service is not actually provided by the county within the
municipality; and (4) the comparable county service is funded from tax revenues derived
partially from taxpayers in the participating municipality. (1974 LM.C., ch. 7, § 1.)

Sec. 30A-3. Determination of amount of reimbursement.

Subject to the provisions of section 30A-4, each participating municipality shall
be reimbursed by an amount determined by the county executive to approximate the
amount of municipal tax revenues required to fund the eligible services. The amount of
reimbursement shall be limited to the amount the county executive estimates the county
would expend if it were providing the services. (1974 LM.C.,ch. 7, § 1.)

Sec. 30A-4. Limitations on expenditures. _
All expenditures by the county under the authority of this chapter shall be subject
to the limits of the funds appropriated by the county council. (1974 LM.C., ch. 7, § 1.)

Sec. 30A-5. Application to participate in program. :

Any municipality within the county desiring to participate in the county municipal
revenue program shall submit not later than November 15 of each year to the county an
application which shall be in such form and contain such information as may be required
by the county executive. (1974 LM.C.,ch. 7, § 1.)

Appendix 5 5-1
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{ntroduced: June 19, 1973

Enacted: August 21, 1973 Attachment J
Executive: August 28, 973
Effective: November 12, 1973

COUNTY COUNCIL
FOR MONTGOMERY COUNTY, MARYLAND

June Legislative Session 1973

Chapter 7

AN ACT to add a new Chapter 304 to the Montgomery Couniy Code 1972, title,
"Montgomery County-Municipal Revenue Program”, to follow immediately
after Chapter 30 thereof to empower the County to reimburse any 28
municipality within the geographic boundaries of Montgomery County
for services such municipality renders its taxpayera which would
be wholly or partly performed for those taxpayers by the County if

the municipality did not exist and specifying the factors to be

considered and the procedure to be followed.

L Sy

Be It Enacted by the County Council for Montgomery County, Maryland, that -

Sec. 1. A new Chapter 304, title "MOntgomery County - Muaicipal
Revenue Program" is hereby added to the Montgomery County Code, 1972, to
follow immediately after Chapter 30 and to read as follows:

| Chapter 30A :

Montgomery éounty - Municipal Revenue Progrcm

30A-1 General. There is hereby established a program to reimburse munici-

palities within Montgomery County for those public services provided by

the municipalities which would otherwise be provided by the County government.

STl :

30A-2 Reimbursable Services. Municipal public gervices shall qualify

for County reimbursement if the following conditions are met: (1) the
municipality provides tne service to its residents and taxpayers, (2) the
service would be provided by the County if it were not provided by the
municipality, (3) the service ie'notlactually provided by the County within
the municipality, and (&) the comparable County service is funded from tax
revenues derived partially from taxpayers in the participating municipality‘
304-3 . Amount of Reimbursement. Subject to the provisions of Section 30A-4,
each participsting municipality shall be reimbursed by an amount determined
by the County Executive to approximate the amount of municipal tax revenues

required to fund the eligible services. The amount of reimbursement shall be




Bill No, 34-73

limited to the amount the County Executive estimates the County would expend
if it were providing the services.
30A-4 Limitattons‘én Expenditurea. All expenditures by the County under
the authority of this Chapter shall be subject to the limits of the funds
appropriated by the Montgomery County Council.
30A-5 Procedures. Any municipality within téa County which desires to
participate in the Montgomery County - Municipal Revenue Program shall
submit not later than November 15 of each year to the County an application
which shall be in such form and contain such information as may be required
by the County Executive.

Sec. 2. Effective Date. This Act shall take effect on the 76th

day following the date om which it becomes law.

APPROVED:
August 22, 1973
President, County @ouncil T P Date
APPROVED: o
N /b ; 3?-*""' M/,‘/f 7.3
odnty Executive ‘ﬁ’ Dhte

ATTEST:

August 28, 1973
Secretary of the gbunty Council Date
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. August 17, 1973
TO: Ccunty Council . Mo % _ _
FROM: Ronald E, Resh, l.ozi.n‘.l_u:l.v‘_! Counsel
SUBJECT: Bills No. 32-73 and 34=73, Municipal Revenue Sharing Program

e m';.;h;g Attached

AT 1, Bill No, 32-73 proposed by the County Executive, Amendment’ No. 1
;‘V"‘“ ;rapoud by Mr. Hovsepiam, and Amendments 2 and 3 proposed by Mr. Christeller.

y 2. Bill .Ncli_. 34=73, proposed by Mr. Christeller, Amendments 1 and 2
2 P proposed by Mr. Christeller, and Amendment 3 proposed by Mr. Hovsepian.

M, 3, Explanatory memoranda from the County Executive on May 25 and from
L Christeller on June 8. : '
Sl
;’\“’l"‘

- L]

&

._ 4, A memorandum !:aﬁ the County Attorney on August 7 indicating that
. Bills 32-73 and 34-73 camnot ‘1egally be expanded to 4nclude town sectors and
p ¥ g, ™ questioning the validity of Amendment 3 to Bill 32-73 and Amendment 2 to Bill
ot '. 3&'73- ’
F i 0. - 5, A eummary of testimony from the public hearing on the subject bills.

N . : ." 3

- :."_',_' Testimony at the Public Hearing

"" . Municipal officials testifring at the public hearing were unanimously
W 4n favor of the concept of municipal revenue sharing. Basically, they did

WM: volce a preference for one bill over the other, but they did urge that if
an October 1 application deadline 1s set, whatever is enacted should be made

. emergency legielation, It was noted that unless the measurc took effect
Muuuw.um it is signed by the Executive, there would be no way that the
o proposed October 1 deadline could be met this year.

ot .

3‘1;*'- ’ ' fspues to be discussed

3 o The Council must decide which of the two bills is to be enacted, which
* gmendments shall be accepted, and whether tho maasure accepted shall be
emergency legislatiom.

‘, . mf lll,\!
. v
L

. 'Attachments
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Bi1l No. 32.73

Introduced: June 19, 1973
Adopted: ?
COUNTY COUNCIL
. FOR MONTGOMERY: COUNTY, I(ARYI,AND
June Legislative Session 1873

f*ﬁ . By: Coumeil Pnlidant at the Request of the County Execitive
i) o

-

" AN ACT to add a new Chapter S0A to the Montgomery County tode 1872, title,
L. '

"M(ntgomery County-Municipal Revenue Program", to ‘ollow immedi-
ately after Chapter S0 thereof to empower the County to reimburse
" any municipality within the geographic boundaries «f Montgomery
County for mervices such municipality renders its taxpayers which
'ouid'bo wholly o~ partly performed for those taxpayers by the
County if the municipality did not"exist and specifying the

factors to be considered and the procedure to be followed,

.#OO ¢ Bnacted by the County Council for Montgomery County, Mar yland,
ff‘ that - '

.-u- AP b et e

p £ Sec. 1. A new Chapter 30A, title "Montgomery County - Municipal
ij::égyonuo Progran",’ is hereby added to the Montgomery County Code, 1972,
to follow immediately after Chapter 30 and to read as follows:
4 Chapter 30A

Montgomery County = Municipal Revenue Program
‘U”P 30&:1 General. If & municipaliéy lochted withim the geéirnphie bound=
7 lrlol of Montgomery County, Maryland performs any reimbursable service
8 for its taxpayers which is a service that would be wholly or partly
® performed for those taxpayers by the County if the municipality did not
"t, the County shall establish a program to reimburse any such munici-
1tl.hwujhn‘:ngnt which a municipality must raise from its own taxes




g it 2o B G
pi - gl e

¢ UL TRRGRA | :
13 :' ba-a Procedure. Any municipality within the County which desires to
iiij.participlto in th; uontgomery COunty = Hunicipal Revenue Program with
' ii”f'tn. County shall submit annually to the County Executive an application
'io”f which shall be in such form and contain such information as may be required
;?175.Ibqltho County. A rotnburilhlo lorvice gualifies if (1) the municipality
1& .. peovides the service to 1tl taxpnyern, (2) the aervice would be pro-
vided by the County 11 tho lervioe were not provided by the municipality,
1..'iﬂkﬁﬂ‘(3)“*the~|urvioo 1. not aetually provided by the County within the

;’1 ‘municipality.

-

A *
'2!ﬂg 30&-3 Limttlfionl on Expendituros. All expenditures authorized by the

aatﬂ Cbunty for purposes of this Chapter shall be subject to the limits of
24 the funds appropriated by the Hontgomery County Council.
i

Sec, 2, Effective Date. This Act shall take effect on the 76th
day following the date on which it becomes law,

‘
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okt (g
'ﬂ.l No. '32-73

Iﬁmtcipal Rﬂnnuo Sharing

M. .. Submission of Applications by Municipalities

On page 2 of the bill, line 15, delete the word "annually" and insert

- .
ey

‘3{?‘

Councilman Hovsepian

in lieu thereof the words "not later than October 1 of each year."

1]




Proposed by: Councilmember
Christeller

Amendments Nn, 2 and 3

to
L iBA11 32273
Municipal Revenue Sharing

No, 2

On page 2 of the bill, line 20, strike the word "and". 1In line 21, strike
the period and add the following language!

", and (4) the comparable County service is funded from tax revenues

derived partially from taxpayers in the participating municipality."

Amendment No, 3 .
On page 2 of the bill, Bection 30A-3, strike the language in lines 22
*  through 24 and insert in lieu thereof the following:
"39&-3 Linttat!.o;a on Expendituras.

The amount of reimbursement shall be limited to the amount the
o County Executive estimates the County would expend if Lt were
M providing the services; provided, however, that the County Executive
X may authorize a minimum grant without regard to this limitation, but
! subject to-such limitation as the County Council may prescribe ‘in
f; s ite approval of the budget or appropriation of funds."
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"BI11 No,__ 34=-/3

‘Introduced: June 19,
.Adopted:

) cmmncouncu. : ? { 2!

FOR MONTGOMERY COUNTY, MARYLAND
Legislative Session 1973

-By: County' Council,

AN ACT to 1dd a new Chapter 30A to the Hoqtgomery County Code 1972, title,

: I “"Montgomery County-Municipal Revenue Program”, to follow immedi-
stely after.Chapter 30 thureof to empower the County to teimburs;:
Ilny municipality within the geographic boundaries of Montgomery
County for services suck municipality renders its taxpayers which
would be uhol‘.l._y'l or partly' performed for those taxpayers b:y the ‘
County 1f the municipality did not exist and specifying the
factors to ba considered and the procedure to be fullowed.

Be It Enacted by the County Council for Montgomery County, Maryland,
that =

S8ec., 1. A new Chapter 30A, title '"Montgomery County = Municipal

. Revenua Program', is hereby added to the Montgemery County Code, 1972,

to follow immediately after Chapter 30 and to read as follows:

Chapter 30A’
Montgomery County = Hun!.:-ipl!. Revenue Program

I‘ 30A-1 General. Thers il hersby established a program to reimburase
-"'mnl.oi.pauuu within Montgomery County for those public sarvices provided by-

tha municipalities which would otherwise be provided by the County government.

30A=2 Reimbursable Services, Municipal public services shall

qualify for County reimbursemant if thae following conditions are met:

;S'EM)'}M municipality provides the service to its residents and
taxpayers, (2) the service would be provided by the County if
4t were not provided by the municipality, amd (3) the

oervice is not lctunlly pravtded by the Coumty within the munici-

) 30&-3 Amount ot Reimbursement. Subject Lo the provui.onl of

: qun'icipau:y -n.n be retabursed .




18 by an emount determined by the County Executive to approxmu.tho

Lt 2

19 amount of munieipal tax revenues required to'fund the eligible services.
% ‘30 30A-4 Limitations on lxpcndtturiﬂ All expenditures by the County under
s 21 )‘“‘!hl authérity of th!.s Chapter mu be subjoc: to the limits of the funds

" appropriated by the Montgomery county l:ouncn. =4
-.'-.-' 30A-3 Procedures. Any municipality within the County which desires to
' plttl.ctpln in tho Mtgﬂury county = Municipal Revenue Program shall
 gubmit a-» to the County en application which shall be in such form
end contain such i.utomtlon as suy bo rlqutred by the County Executive.
Bec. 2. Effective Date. mu Act shall teke effect on the 76th

day following the date om which !.r. bccmn lav,
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Proposged by: Councilmeni or Gu:isteller

Amendments’ to Municipal Revenue Sharing

Bill No. 34-73

»

h ', Amendment No. 1
3 . Bcetﬁn sm-z.’uno 13, strike the ‘word "and"; line 15, strike the period
"-. : . ; ‘B ! 3 end add ",_;n_nd (4) the comparable COuntj géry:!_.u' L_o' funded frbu tax revenues

———

3 : _ ; ' _ e T _ (.0 gt o
: i " gection 30A-3, add the following sentence at the end of line 19: "The v
' ‘ainunc of zeimbuzsement shall be 1i{mited to the amount the County Executive estimates

:lu County would expend u it were providing the ntvicu;‘pnw,_hmnnn._r-hat——
to thi

4 . derived partially from taxpayers in the participating municipality."”

o M dment No. 3
‘.“"“}”“' sty
g - . Beotion SJA-S. 1ine 25, delate the word "annually" and insert in lieu thereof
Mo 180 .
~ the words "not htor than Oceeber=¥ of each year."

P —————— e
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. Norman steller
: Municipal Revenue Sharing

Ll
: 1 cen readily endorse the concepts contained in the proposed "Montgomery County-
Municipal Revenue Program", but I have problems with the draftsmanship in the bill
we have been asked to consider...These prq_b_l_m include the following:

o, AR

VS Gl The draft BL11 dods not correspond to the specifics of the Executive's
%;‘  musorandum nor those of the staff paper transmitted therewith. For example,
3 ST
i '

the bill does 'not appesr to authorize tha suggested §$1,000 floor mor does it
‘ & appeesr to authorise the 2/3 sllowance contained in the Executive's summary.

. % o2, “The drafe '5;1_1 pmtd'u”u; protection against profligate action by

[

s muniodpality. ;i % Ny :

" 9, "The draft bill does not explicitly limit the grants to municipel
' yapviees-which parallel County services funded by tax revenues derived partially
from the municipal residents. . . .

" 4, f!hc organisation and syntax of the draft bill need attention.

tn'ordcr to add:;au these problems, I have (1) re-drafted the proposed bill

‘to put it in better form without,changing its content and (2) drafted two amendments
vhich are intended to eliminate the first three problems noted above.

T g ¥ v .

1y g M Rt S e o B i st T s R S S bt ool Mo FTREES , S o N

e T

o e S sl




- August 7, 1973

o o ' Willisa Sner, '°°"!‘°1.1 .‘b'_.’"'“'“”‘- 3
N 7EOM: Richard 8 MoKernoa, Couaty, Attorney

e

4 . SUBJECT: Expansion of Bills 32-73 and 34-73 to Include Town

IR e 12 . Bectors . i W e UL

N, oo “% - You asked for immediate advice as t/» whether or not

~ 'y the authority of the County would extend to granting reveanue ¥
W, sbhasing to such private organizations as the homeowners' ;
B S organizations in town sector mones and planned retirement

. 'communities, You ask whether or oot Bills 32-73 and 34-73

0" . gould be expanded without other advertising to incli de such

At ..organisationss . e eps o .

SV i L Tne akswver as 6 notice is that the particular bills
g (- may not be expanded to inolude such private organizations and,
‘... .. therefore, nev bills must be iatroduced. - . ' ——

L h 5 Tmis office is, at this time, of the opinion that E
R the County may bot grant funds or expend public money to support s
g tivities |
A J
A

™ %

the private ac of citimens within the town sectors or o
planned retirement communities, A formal opinion will follow. _
; ‘.  You should also be advised that Councilmember Christeller's
¥ | amendwent pumber 3 to Bill 34-73 and amendment number 3 proposed

» A to 811l 32-73 are suspect as to validity, This office has held
% ' that the County may pot grant to municipalities or reimburse °

... mnpicipslities in exceds,of the amount of money which the County

., would sxpend 12 it were, in fact, providing the municipal services.
" ghe proposed amendments spparently would allow the Council to set
. any amount of graat by appropriation without regard to a limitation.
_There is no suthority which we can #4nd under any of the statutory

" provisions of the State Code, local laws or the Charter which would
“'allow the County Council to take money from County taxpayers for
' the subsidization of taxpayers who ere residents of municipalities.

Rt Aol G g e g o S n&-“ﬂb"" Koy D TR e Rt s e -

£y eyl 'ff" o ﬁﬁ " The Couaty Executive is aware of this limitation, and
W8 ¥ "4t bhas been comveyed to the municipalities 'in at least one meeting
As, et which Assistant County Attorney Martia Butt discussed the subject
* with officisle of the municipalities. ~ .. . ... .. .

]

5} B

co: Norman Cbr}ltolhr
Ron Resb,,
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Smry af Testimony

A 3110 32475 and 34-73
l MUNICIPAL REVENUE SWARING

'Ju1y 31, 1973

1, Junn 8hort, Repre ontin tlu Count Executive .
W, Mr. Short indicated that the Executive branch prezers Bill 32-73, the
© Executive's proposal, but would have no objection to Mr, Christeller's Bill
34-73, The Executive branch urges that no specific deadline for filing be
.- included in the bill. | It is feared that this would make the provision too
- restrictive and could ceivably rule out an otherwise appropriaste application
if it were to be filed late. The Executtve branch beuevas that this matter
¥ oo, bo hlndl.«l ud-inututimly.» 2 N '

Counci{lman James R. Bhay, l!epruenting the Montgomery County Chapter of the |
&giand Municipal League
Councilman Shay, recommends approval of either meanure. However, he believes
that the proposed amendments dealing with the October 1 application date could
be a problem, Unless whatever bill is enacted is enacted as emergency legislatiom,
the normal 76 day effective date would extend past October 1 of this year and
" would therefore render application impossible if the October 1 date would be
specified in the bill. He suggests that either Bill 34-73 be enacted as
emsrgency legislation or Bill 32-73 be enacted as it is without the specified
. " application date. Ha supports the concept of emergency legislation, citing the
' urgent need by the municipalities to know what funds will be available, and
he also urges the ldqp:ten of a oupplmtal appropriation as soon as possible.

E, ﬂilltm Austin, Clugz Chu. Village

i Mr, Austing supports Councilman Bhay's ltttmnt and urges the Council to
_keep the application; time ﬂ.txib‘l. Rc alsc aupportl ou.cmcnt of mrsency
‘I.qtohtlm. Uil H 08

. Captain Dolan !J:Mu spoke in support of these’ muuru and indicated
me the October 1 application date would be mcublc 1¢ there would be smergency
e Imcme. t! not.n:lu application dgte should be’ loft flexible.

1. i

*

., 3. Mayor Harold C, Mortis, City of Gaitharsburg _
2 Mayor Morris supports Mr. Shay's remarks and a‘l.so supporte the concept of

emargency legislatiom,

) Mz, urge expand the provisiona of these bills

to !ncl.uh town sadtors that provide. services similar: to municipal services for
their residents., He pointed out that the homecwmears in such areas are legally
‘obligated to contribute towsrd the payment of these services. He believes .lther
bill could ba ed to extend thie coverage. He feels if town sectors are not
fieluded, he and hie associstion, would not suppost sither bill bacause of the
i.noqul.ty ehu.uonld,( pmqtuu. T iag e




_ Dtuunton thea un‘hul as to?‘ﬁnthor' such ew-rau -!muld be expanded
.. to !.noluﬂo planned retirement commmities as well as other projacts having
=-._-t.ntom1 lnuto. ote.. ljni.nnm &ou ruidmta. B

1t vas m«d to ﬁ'k tho émty Exouutivu and the County Attomay to
1 cmt m the umlud upmc!m of thnn bills. N gpcay

&

e - Mayor Goldberg supports these muuru and urgu thnt :doption ba as *
muoncy ugumuu. ; - ,

ity of Hakoma Park ¥~ e o
Ihyor Ioth nuppo:tl t.hu meapur _aud urges ndapt!.on as mrgancy ‘legislation.
\'*J"' \-l‘-v : q v : g -_I-_'. ;
thu Car 'l.n 01 ‘of Rockville . e
- ¥cCartin sypports these measures and pointed out the need to have
m idea of what funds would be available as soon as possible. He urges that
Ulutovn' ll lnucud bo dcm as mncnoy hguhcim. ik

s i i

=
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Attachment K

- &
na

Oﬂ'ice' Of Ghe County Executive ;

-

'MEMORANDUM
g oo Date  May 25, 1973
‘- 6o County Counei |
'f;ff_gton! Jambs,?;ﬂéiéason, County Executive

-tﬂ“f;ﬁqﬁiect;ﬁﬁpogygcmery County Municipal Revenue Program

' pver the past year, | have explored with the*Municipal Advisory
... Board possible inequities exlsting in the taxes paid by municipal
+ .. @nd non-municipal County residents. We have concluded after

"~ .careful analysis that municipal citizens pay twice for certaln
~services - to the County and to their local jurisdiction - while
= pecelving these services only from the municipality.

) am proposing, therefore, & new 'Montgomery County Munlicipal
. Revenue Program' to overcome this inequity. Under this program,

the County would return annually to each municipality an amount
_equal to the estimated duplicated taxes paid by its residents for
“eligible services. The approximate impact in FY 74 on municipalities
would vary from 3 minimum of $1,000 to a high of $190,000-$200,000
- depending on final calculations using FY 73 data. The total cost
“to thg&%&hnty in FY 74 is estimated at $260,000-$300,000.

__5T0”estabjish this new initiative in intergovernmental relations,

¥ new legtslation must be added to the Montgomery County Coce. My
proposed legislation, attached herewith, would establish the

X pro?ram; provide that the County, subject to budgetary constraints,
.. shall.reimburse muncipalities for duplicated taxes paid by their
“residents; and set forth criteria for determining eligible services.
- No law exists at present to enable the County to begin such 2

S program. - : e

while | am not proposing this as emergency legislation, 1| urge
the Councll to expedite deliberations on this bill in order that
once it becomes effective a supplemental appropriation, to be
funded from unappropriated surplus earmarked by the Counzil,
?antge %c$?d upon and payments can be made to the municipalities
in the fall.

Lk
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SUMMARY
MONTGOMERY COUNTY MUNICJPAL RiVENUi PROGRAM
’ May 29, 1973

'PROJECT BACKGROUND

@ Have attempted to identify services for which munlcipal “resi “ it~
~ may be paying twice;
@ -Have focused on street-related services;

e Proposal ready for Council action.

' PROPOSALY FOR FY™74: """
e Grant to municipalities, whichever is greater:
e $1,000, or i : ;

@ Two-thirds the amount the municipality must raise from its
own taxes to provide the eligible services.

@ In future y:z2ars, County will take over per formince of services
 upon municipality's request by October 1 of preceding FY;
Grant requires legislation and supplemental appropriation.

SCHEDULE

y: submission of legislation to County Council.

mfdgﬁgﬁ- Juiy:_‘Fguncll deliberations, enactment.

o Auéﬁgt « Sep?gﬁber; submission of FY 73 data by municipalities.
September: legislation effective,

_ September: submisslon of'subplemgntal‘approprlatlon request
=”5husCounty_Executive.,. *: e

‘ o‘10¢t6ber: passaée of supplemental appropriation and payments to
municipali;ies.

.'Q!:ﬂ:.;.;- ) " i




“ugy 24, 1973 With Representatives of th

* Feurb

.-« :

“"Slnce the FebruarY meeting, the COunty staff, wi
S

f?prepakéd‘to supply municipal representat v

FINAL REPORT ON THE MONTGOMERY COUNTY MUNICIPAL REVENUE PROGRAM

prepared for presentation at Meeting of
e_MunlcipalitIes Advisory goard

th the assistance of

‘municipal officials, has refined its analysis of Qossible tax duplica-
tions exlsting between the County and municipalities. The results of

“that effort are shown on the attached pages. This report has been
es with the findings to date

‘i and. to. serve as a final proposal, outlined below, for removing the

:htaxfjnequitieswfound;to exist.

[;Additqual analysis has supported the initial conclusion that tax
vadupijc§f1on'wasfllmL;gd_to::he cervice areas of street malintenance,
:andg?utter work ;' ‘sidewalk repair, snow removal, street lighting,
" and traffic control. Municipal net expenditures for these services In
’ Fyr72y¢fcqm'tocaigfunds and after theudeduction-of applicable shared
ﬂeveﬂues}{fGHQEdifmep§102itO $283,450,. for a. total of $379,900.
These_nEt'expendlturesﬁlh;manﬁ casas .include provision of a service
Ievei;cbmparablg.tp‘that@of.t e‘cOuﬂtv;rsuppiementary levels of
servica_desired by-munlclpal~nesidentsh.and/or diseconomies related to
_the_munlcipailgies' gmat]er-g}ze.,aConsequently. further adjustments as
described in Appendix B on Methodologys. beyond the deduction of shared
revgnqes}#mqst be made to'determine t e ‘extent of actual tax duplication..

Se 'a};methods,of overcoming tax-inequities have been explored.
Ohegpf;these‘is the assumption by the County of service currently
performed by muqlcipalities;v'Anothenxis-a direct grant from the

LY. %mgg.g¢paiities-ln’an amount calculated to remove the inequity.
e latter cass, It should be pointed out that County legislation

be ‘required, in addition to a budget appropriation, sefore such

- whil@be
- grahtﬁwcgngbe;pgid._ & 5 .

As a ‘result of the County staff's analySis, the data presented in
Appendlxaa'lllustrate the methbdfof~ca¥culatlon and the impact on the
mqnicipaffttesgﬁ_rhe amounts in the.''ImpJ ot" columns assume 3 grant
{piegch;municipality of $1,000 or two-thirds of net expendi tures for
street-related services, the two-thirds factor being used to recognize
that any grant would be smaller than the net expenditures (except for
the §1,000 floor) because of munip[pal-supplementary service or

dlseconOmies.
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/The final proposal is as follows: s
17 The County will assume at the beginning of the FY (July 1)
. the performance of any or all of the street-related services
_considered in this study upon request of the municipality
provided the request is made in writing no later than the
- preceding October Ist; or 3
fﬁ@'County will provide a direct grant of

';pmoun;s.;whlchever is greater:
ey -.‘.Wg‘iw ‘WWM% = s . ;

a, .$1,000; or O .
 b. the estimated tax overlap defined &8s two-thirds the amount
which a municipality must ralse from its own taxes to
- provide the eligible services.

the following

e

:'Calculations'of'the'direCt grant for FY 74 will be made by the
" County based on Fy 73 .data supplied by the municipalities in
.8 form-and manner prescr!bed,by“the County.
;]ﬁ.orderffor rants to beipaid,“legls!ation will be proposed to the
.County Councii for enactment this summer. subsequent to passage
.of the legislation, 2 supplemental appropriation will be recommended
357 ;b¥ the County Executive. The amount and timing of this supplemental
e ilﬁdqgggd%“n part on timely receipt from the municipalities of
gag“adataﬁfor'year'ending June 30, 1973. Assuming passage of the

: ayments would be made to the municipalities.

S -SuggégmggtalhappropriatEOn’ i
i - s g -
| W .
i
i g, R
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Appendix B
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‘ General Fund -

. 2. Only municipal services which correspond to County
e f!ngnced segvices were eligible ideration since residents

for cons
of Incorpora-ed areas neit er receive services from, nor pay
taxes to? sp eclal districts such as the guburban District or In
certaln cases, the Recreation Districtes . L
only municipal services which correspond o tax-supported County
serzlces wege eligible since munic pal‘resldents‘ taxes are not
used to finance sel f-supporting Count iacglvitles such as
protective Inspections, animal.contro > and_refuse collection,

o Only levels of municipal service comparable to that provlded by
\E the County outside incorporated areas would be eligible. _
. ‘. Expenditures for supplementary_!evels or for diseconomies relatec
B to the municipalities’ smaller slze were cons!dered the respon-=
S .. sibility of municipal residents. An example 1S the police service
o tww  provided by several municipalities which was considered
"SR  supplementary to that supplied by the County both inside and

outé1de*1ocal boundarjes.’

o vr!

. ;These criteria were applied in the review of both municipal and
T ices In the search for possible tax overlaps. [t should
' "be noted here that the existence of-s;mi]arly-named func
.’ both - the Count and a,municipalrty.does;not necessarily mean that
. duplication exists or thathmmnicgpaLﬁrd;tdentsLneQEIve'po benefit
‘from the County service. -Many‘CountyvserVIces; such.as enviranmental

~ ‘protection, regardless of the locationof specific projects, affect
-and . have uspill-over" benefits

.the general condition of the CountY
Y,.they chould be supported in part

“to Incorporated areas. Consequent
by County tax revenue from municipa residents. .

exist in the service

.Based on this analysls, tax dupiicat!on appeared to
areas of street maintenance, curb and,gutter work, sidewalk maintenance
which are included in the Roadways

“"and snow removal. - all of
““{tatagof?ﬂfﬂﬁAppendix A of. this report. - In addition, traffic contro)
;aﬁdgggrqgt-lighting“were involved. - ! .
L A s s BE
Estimated Tax puplication or Overlap
.
1ncal funds that

“ munlcipalities must ralse from their own resources to provide the
County level of service within their poundaries. To reach this figure,
total municipal expenditures for the services listed above were
complled. “Certain deductions were_then_mada. These deductions

in existence, and perform

are based on the fact that because they are
certain services, munic!palItiesfarefentitled by law to recelive
certain shared revenues which otherwise would go to the County.

calculation®of

;%é;lﬂupllcatlon wi.s defined to meaﬁ fhat amount of
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shar;dzjasolfna‘tax and motor vehicle

o includ e
These revenues include Stat e ed racing revenue, both of which

* reglistration revenue and State-
' are ear-marked for use on street-related services. in addition,
+ a portion of County-shared income taxes, - traders permlt fees,
.. admission/amusement taxes, and payments in-1ieu-of bank shares
taxes, all of which may be used as municipalities choose, are
- distributed to municipalities instead of to the County. The sharing
of these revenues with municipalities reduces the.funds that must be
. palsed from local sources for street-related services, and In effect
. represents a return to municipalities of all or a portion of the
County taxes their residents pay for the County level of those
i’ same services. Therefore, to derive the net expenditures for the
.. pervices In question, applicable portions of ear-marked and other
shared ravenues were subtracted from total expendl tures for those
services. (In several casess, at least In FY 72, negative amourits
- pesulted indicating that shared revenues more than covered municipal
expenditures with no local funds required).

. . One-other calculation must be made at this point to determine
.1 ' what portlon of the net. expenditures 1s dues to diseconomies resulting
W o v from_ the municipalities' smaller size or to the provision of
supplementary levels of service. Thls can he found by comparing
the total expenditures of a municipallity for the services In
~.question with the estimated cost to the Count of providing the
, County level of service within that municipality, finding the
* . percentage that the difference represents of the munlclpalltr's
“"total street expenditures, and mul tiplying that percentagé times
.- the net expenditures.’ This will determine that portion of the net
. ...expenditures attributable to diseconomies or supplementary service.
. The balance is the amount of overlap resulting from the provision
"Dy the municipality of the County's level of service within Its
Y “Zowngboundaries. It is this latter amount which represents the
degree of tax_inequity existing. (Note: If a8 municipality spends
.. less than the estimatea cost to the COUﬂt¥ of providing the service,
. % the difference would result from the provision of a lower level of
©  service or the same leve! more efficiently.)

e
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' The ‘above calculations assume the availabillty of accurate,

~ comparable data from the County and thesswnlic palities. Experience
has Indicated that such Information would be very difficult to
_come by. Therefore, a factor of two-thirds was applled against
net expenditures to estimate the*municipality’s expenditures to
provide the County level of service. The remaining one-third is
assumed to represent that portion of net expenditures related to
diseconomies of scale or supplemental levels of service. These

~calculations notwi thstanding, a8 minimum grant of $1,000 is proposed.
This "floor" recognizes the efforts made by municipalities and the
' possibility that the fiscal data available, no matter how accurate,
Lwﬂjﬂxnﬁght not fu ly describe those efforts.
N wio

»

¥

-
yak
“

o

4

7,

X A,
. g s




T g M . s g i e & o g oo i e g AlEe T T
i 3 3 e .‘ 2
L= 5 o
g ¥
e ' ;

Development of Alternatives for Overcoming Existing Inequities

Several means were explored of reducing or eliminating tax
duplications found to exist. One method would be the assumption
s by the County of services currently provided by municipalities.
i "Tlis would be beneficial to residents of incorporated areas in
those cases where the County, due to economies of scale, could
provide the service at lower cost. On the other hand, If
» - municipal residents want a higher level of service than ' n&.County
* normally. provides, they might want to continue supplying che
service themselves. In addition), many of the same men and pleces
b . of equipment are used by municipalities to provide services which
“ the County provides via the Suburban District Fund, 2.9., street
.cleaning and tree care. For municipallities to request these
services from the County, they would need to pay the Suburban
District tax (B¢ in FY 73). i

An alternative to County assumption of municipal services is

L the payment of direct grants to municipalities in an amount

% ' calculated to overcome the tax lnequities. The calculation of

! the Inequities is discussed above; the amount of the grants would
be the same urless adjusted by provision of a minimum or maximum

‘1 1imit.

. . y

Fiscal Impact of Grants

!+ . The fiscal impact on municipalities, both the dollar amount and
the local tax rate equivalent, 1s shown on Appendix A for an
fllustrative proposal that would provide a $1,000 floor payment

e or two-thirds the net expenditures made for streets. . -

: ¢ iThe total Impact on the County of the illustrative proposal

— B would.be approximately $267,000.




Attachment L
Resolution No. 8-2222

Introduced: October 17, 1978
Adopted: October 17, 1978
COUNTY COUNCIL
FOR MONTGOMERY COUNTY, MARYLAND
By County Council

SUBJECT: Report of the Task Force on County-Municipality Financial
Relationships and Revisions to the Municipal Revenue Program

WHEREAS, Chapter 30A of the Montgomery County Code 1972, as amended, provides
for a Municipal Revenue Program to reimburse the municipalities and special taxing
areas within the County for those public services provided by the mmicipalities
and special taxing areas which would otherwise be provided by the County
government; and

WHEREAS, the County Code details the conditions under which mmicipal public
services qualify for reimbursement; and

WHEREAS, The Task Force, through work sessions withmunicipality and County
staffs, has determined that the reimbursement procedure currently used by the
County requires clarification and simplification;

NOW, THEREFORE, Bt 1T RESOLVED, by the County Council for Montgomery County,
Maryland that commencing in Fiscal Year 1979 reimbursement for street related
expenditures shall be based on:

1. Submission to the County by each municipality and special taxing
area now participating in the Municipal Revenue Program, a copy of
the annual certified road mileage used by the State for calculating the
sharing of gasoline and motor vehicle taxes.

2. Calculation by the County of the County's budgeted funding per
mile for the operation and debt service of non-mmicipal County
roads.

3. The County funding per mile budgeted for the operation and debt
service of County roads multiplied by the road mileage of each
municipality participating in the Municipal Revenue Program.

AND BE IT FURTHER RESOLVED that commencing in Fiscal Year 1980 the debt c
service costs for County recreation projects shall be funded by the County [ ;
Recreation District tax consistent with County Charter provisions then in

effect;

AND BE IT FURTHER RESOLVED that this is regarded as a basic fiscal commit-
ment of the County to provide greater tax equity for County taxpayers inside and
outside the municipalities, but severe fiscal restraints might prevent 109‘7:. funding. i

AND BEIT FURTIER RESOLVED that the County Council iptgnds that the funds
provided by this program be used to provide relief in mmicipal tax rates and

expects such relief to take place;

AND BE IT FURTHER RESOLVED that the municipalities.and_special taxing areas
shall provide an annual report to the County Council indicating the effect of
the use of these funds; :

AND BE IT FURTHFR RCSOLVED that the current Municipal Revenue Program
submission forms and calculation formula are hereby superseded.

A True Copy
ATTEST:

¢

ﬂ;EZ;ﬂL// _
Ann® P. Spates, Sgfretary
of the Coumtv Council for ;




MEMORANDUM 2

September 28, 1978
T0: County Council

FROM: Task Force on County-Hunicipa]i_:“Financia1 Relationships

R, TR

SUBJECT: Report and Recommendations

At the conclusion of ocur 1ast;meéf3ﬁd§ba'ﬁugust 24, 1978 we had reached
conclusive agreement on several areas and that additional staff work needed
to be done on one other area. Specifi§a11y3 the following was agreed:

A. What is reimbursable to the mﬁnipipaligiesmgnd tax districts?

1. Street related operatingand debt ‘service expenditures
incurred by municipalities should be reimbursed by the
County on some uniform basis. However, the current
formula used by the County,is. cumbersome, not easily
understood, and some of the'data is subject to
arbitrariness. It is recommended that a new formula

be devised.

2. park ard Recreation Debt Service for County projects should be
paid by the Recreation.District;taxiynCurrently=this
is budgeted in the General Fund and.contains a duplication
for municipalities that provide their own recreation facilities.
If the charter amendment known as question E is approved,
it is understood that a voteﬁof:6%Cdﬂnct1members“wou1d
be required to 1mp1ement.th1$;recommendation. This category

of Debt Service includes about half for Recreation Projects
and half for Non-Local Park “acquisition and development.

e g L

3. Code enforcement is performed to varying degrees of
comprehensiveness and intensity by the County and the
municipalities. Municipality: and County staff should
reach as detailed an agreement as possible on County-
Municipality responsibilities and eligible ‘reimbursements
for municipalities uheretthereﬂate.djsplacements of
County funded services. . = . AT ;




County Council R
September 28, 1978 Rt
Page 2 RS S0

4. Rockville operates social service programs at the Lincoln
Park Center which prabably. should be a County responsibility
and should be compensated tor this.service provision. It does
not appear clear that this should be a reimbursable item;
this program may be supplemental at the City's choice.

5. The subject of rebates tothe tyofTakoma park for Police,

school crossing guard, and 1ibrary ‘services will be re-examined

for determining & more” | PPt

6. Administrative overheid'ﬁﬁfgfmt bean ‘area for discussion
of duplication since it is unlikely that agreement could be
reached before discnssi-oq u@}__d service diminishing returns.

B. How will reimbursements be determined?

1. Beginning in FY 79 street rgla'i;éd operating and debt service costs, munici-
palities will submit to the County annually road mileages

of streets within their bdun;laries_-certified to the State.

It is understood that these mileage figures are prepared by

jurisdictions in December and County payment should be made

in January.  The formula will use the budgeted County rost

per mile for ojerating and debt service and this payme.t will

be for the same cost per mile for the number of miles certified

in each municipality. T A R

2. As noted above, beginning with the' FY 80 Executive Recommended
Budget, debt service for projects administered by the County

+  Department of Recreation will ‘be budgeted in that department
and funded by the Recreation, District TaXs . . .. ... -

i

3. Ip the case of special pruograms ‘operated in lien of or supple-
menting County programs such as Youth Services, Senior Services,
and Human Rights, arrangements for a contractual service, con-
tribution or reimbursement will be made between the municipality
and .the County agency concerned. A negotiating wnd review com-
mittee will include represt tatives Trom the municipalities,
County agency, a County Louncil, person and a volunteer citizen.
The funds for providing the service will be budgeted in the
Municipal Revénue Program appropriation and not in the County
agency providing or administering the service. -

4. Municipal and County :fepﬁseptqti\rgs have’ a‘l_ﬁcﬁ'sseﬁ’“bilt' not
resolved the issue of ‘municipality-County responsibilities in
the areas of code enforcement. ;. Current, thinking of the
ctaff is to devise a formula using five code enforcement
areas of housing, animal control, construction standards,



w_-',.". 4 ‘»‘*":W}E’"' gt
County Council

September 28, 1978
Page 3
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public facility licensing and-inspection;and.air and water
pollution and a) determining-areas of responsibilities and
whether ordinance changes are ‘required and recommended b}.
total cost of the County. to.perform: this service where it

is doing so and calculating a‘unit cost compared to a common
easily counted demominator such:.as dwelling units or property
tax accounts, and c) factor this unit cost if the municipality
is performing the function times'the number cf units, dwelling
or tax accounts, to calculate the reimbursement similar. to
the street related expenditure formula, . County staff will
coordinate with municipal staff a recommendation to Courcil

to be included with the FY ‘80"budget. = .7 -

Enclosed is a draft resolution tofiﬁp1ement,rEEBﬁhe;Hations.for your
consideration- o ot

JWS:eb

g ] ke

Attachments: Memorandum to John Short froﬁ;Rdﬁért-Burns, re Road Maintenance
Cost Comparisons, dated April, 28, 1978.

Memorandum to John Short’ff&ﬁjRﬁBEEt"Burns; re Analysis of

Road and Stomm Dra1n‘Debt-5gﬁv'gg*;yated-ﬁpril 20, 1978.

Draft Resolution - Sbﬁjéﬁ%ﬁﬁﬁgS%rt

:_-of?iﬁé'Tiék'Fofbenbn County
Municipality Financial Relationships and Revisions to the
Municipal Revenue Program', " ot : 'S

CC: Muntcipalities .:in-wr
Task Force Members
County Executive

e A R ——




o: John W. Short
FROM: Robert B. Burns

SUBJECT: Road Maintenance Tost 'Conmardéons 2

1) Less charges to:
Suburban District
Capital Projects
Mass Transit Fund
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- April 20, 1978

TO: John W. Short, Director, Budget & Rggearch
FROM: Robert Burns, Budget Analyst

SUBJECT: Analysis of road and storm drain_déﬂt'ﬁérviée

Gross Debt kg s $6,306,792
Less Special Assessmenfs\;qh.’¥uﬂ:f; ; 425,000
Less fuel and road tax allocation, 3,895,500
portion not used in General Fund '

for Highway Maintenance « - =

Less 1/2¢ storm drain tax fﬁ‘fiff‘“= | . 269,000
Net Debt Sﬁpport from Gene;;{lgand. $1,?i7.292
Cost per 1,631 miles of County streets 1,052
Cost per 202 miles of Hunicipa] streets 212,504

(current estimate)
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COUNTY COUKCIT: - .

F-5 -‘..'
FOR MONTGOMERY COUNTY , MARYLAND,

;:_ly County Council

Sub ject -

WHEREAS, Chupter J0A of the Mtgﬂrfﬁti"é&”“ﬂ. ns amended, provides
for o Mumicipal Revemue Program o reimburen the mmtcipalities within the County
for those public servicep provided by t‘hl'-nilélpiltttu'mlch‘ would otherwise be
provided by the County government; and J ‘ v e

\EaTAS, the Couscy Code further deteils

hich
public services guellfy for reimbureement; amd Vind oA

ﬁml:;ipti

WMEREAS, for flacal years 1976 theough 1977 4he County hos ceisbursed the
municipalitics a totel of $1,570,000; has appropriated $425,000 for fiscal
yoar 1978; and earmarked §200,000 in the n WSWM surplus; and

WWEREAS, the County Counell, Coumty Executive, xad the-Hontgossty County
Chapter of the Msryland Municipal League have discussed the Municipal Revenue
Progrea end have agroed thet the current program should Be studied in detail to
insure thst the program i equitable and achisving its objectives;

ROW, THEWEFORE, BE IT RESOLVED thet -

The Task Porce on County-Municipality financial Realtionshins i3 hereby
cstablished. This will be a task force of eight ‘members sppointed by the County
Couneil for a tewm of mot more than gix months or until the finsl report of the
Task Porcs ie completed. The Tesk Forca will be composad of four elected officials
dontgmated by the Montgomety County Chapter of the Marylomd Hunicipsl League;

theee embers of the Mostgumary County Couwmeil, nd_-ra:jhg_cwaty Executive or his
designated represencatite. TV S

AND BE IT PURTHER | ESOLVED that s

The Tash Forece shall exsaine in dotail ond
the following: ik

pake Tecomsendations concerning

£
5

1. 1dentify the public sevvices nwl.ul- M.miel.ﬁa!-.uimau by both
County municipulivies and the ew_lr.’ w;. G R i .

{t5 eunicipal sud Coonty
oand ths bene-
A

2. TFor each progrem tdmmeitied DoVo,
cest, the level of service provided
ficlaries of the gervice; M

3. Por these services gurveatly ated, ‘Goteviine shather the County
or the mmicipality should be tha primary provider or how tha responsi-
biiteies wight be divided, weking into actount where ftace lsw assigne
a responsibility ta the Couaty. . it ) \

6. ldeutify the techafcal eervices and expervine that the County could:
sshs eveilsbla to the munictpalicten when & mmicipality regqueste such
5. Bveluste the pressnt Muaicipel P

the c&ntnt of the above




. . 3§561ution No. '8-1649

~ssintyoduced: . Novembex éz » 1977
‘Adopted: . November 22, 1977

By County Council . .

ubject:

i 0 e

< \ﬁ*ii’w L e
NOW, THEREFORE, BE IT RESOLVED by the County Council for Montgomery County,
Maryland that the following persons are hereby appointed to serve as members of

:he Task Force on County-Municipality Financial Rga}ticn’ship'sr

Walter Behr Norman L. Christeller
Mayor of Somerset ; }léfntgo!hery' County Councilman
Miner Buell pickran Y. Hovsepian .
Councilman * Montgomery County Councilman
Oskmont Special Taxing District by e
NedliPoteer -
Phyllis Fordham tHnmtgbn#:y¢C§unty Councilman
Counc i lwoman e bt |
city of Rockville Joha W. short = e
 gounty Executive's Representat ive
John Roth IS e

Mayor of Takoma Park

A True Copy.

ATTEST:

Anna P. Spates, Segf@tary
of the County Council for :
Montgomery County, Maryland ot




AWD BE IT FURTHER RESOLVED that =
The Task Porce complate ite work dnd sutmit ite npurt md u:u-uél:lona
not later tham April 15, 1978,

A True Copy

of the County Uouneil
for Montgomery County, )hrylnd
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Counci.lman Menke stated that he calculatea that approximately 9% of |

the rental unita covered by the guideline system will nol: T

during this year. .= = ) ; ; "’f. ﬁ" : 3‘
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(T‘ha Council recessed at 1:40 P. M., and recom'enad at 2: 40 P ‘H b
- 4

|.,

f o ]
"Resolution No. 8-2222 Re: Report of the Task Force on Count?-

Municipality Financial Relationships
and Revisions to the Municipal Revenus

Program

The Council had before it for consideration a drsft resolution by the Tésk

Force on Co'mty-l-iunicipali ty Financial Relationships and Revisions to the Hmicipal 2

P
-Revenue Pro ;ram regarding implementation of rcimbursement to muntcipalities and npecil

af ;
taxing areu withtn the County for those publle sewices provided these ju s !
gt whi.ch wcu'!.d ethlr\tlu ba provided by County government. %3.

".. Y m 4 '
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. o e
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i'.he'Ccav.mu:'.!.lI to lppropriste funds for dlstrtbution in I:h.‘.l u;::;r. lh scatcd thlt '
‘Iin hi;_ view; hers is a moral obligation for rclmbursmenmthe resolution vu "

cafted ¢ dicata thias is proper poucy and thl? £t wtllﬁﬁ:compltshﬁhu

' Intcrfares wil:h r.he lvatlabtl . und.l
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Councilman Colman supaested that an amendment be developed to modify future
commitment to 100% mileage refund. He expressed the opinion that this 18 necessary
{n the interest of equity regarding conflicting and competing priorities which the

succeeding Council will be faced with.

Councilman Potter recommended agalnst Councilman Colman's suggested amend-

ments (1) and (2) above becauste the wirding of the clauses relates to a “pransfer'
¢+ -1 '» only and is not of vital Impartance Lo the averape tLaxpayer; however, 1t
Wk side substantial rellel Lot o Lclpal taxpayers because it will eliminate

wt of that General Fumd duoit sed :.e. Councilman Colman withdrew his proposed

amendments.

Councilman Colman stresscd ‘he need, in his opinionm, for all programs to
compete equally for budget funding, lL.e., social services, rent supplements, police .
services, etc.

Councilman Potter referred to being hopeful that the County can avoid a
fiscal situation necessitating funding of less than 100% reimbursement to municipalities
and ;pecial taxing districts (nasmuch as the funds at issue are not actually expendi-
tures but a transfer of funds rto ecasc the burden resulting from double tax payments
L renadents of these ju[lﬁ.chiJnn Contould be glven high polority, except for

serivus emergencies.

. president Scull potnted out that the subject funds really b:long to the

1 i

r municipalities and ppeciul taxing distrlcts. 3

E

¥ Councilman Menke moved, duly suconded, that the Council consider insertion

of un additional "Be It Further Resolved" clause, as follows: "Every effo:: shall
be made by the County governmunt to fund fully computed revenue sharing; however,
fiscal constraimts may prevent thig."

Councilvoman Celman {ndicated that she would not favor municipalities being

enabled to have ticher programs than the balance of the County as an outgrowth of the

revenue sharing formula.
Vice President fotter in the Chalr.

Stating that the County has a responsibility to reimburse municipalities
i for services vendered, President Scull moved to make payments to municipalities binding,
1 placing municipality revenue sharing in the same category as Metro and debt service.

There was no second to President Scull's motion.
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Attachment M

Resolution No. 9-1752

Introduced: April 13, 1982
Adopted: April 27, 1982

COUNTY COUNCIL
FOR MONTGOMERY COUNTY, MARYLAND

By County Council

SUBJECT: Report of the Task Force on County-Municipality Financial
elationships and Revisionsto the County's Municipal

evenue Program

WHEREAS, Chapter 30A of the Montgomery County Code, 1972, as
amended, (1977 Replacement Volume), provides for a Municipal Revenue
Program which reimburses the municipalities and special taxing districts
for those public services which they provide and which would otherwise
be provided by the County Government; and

WHEREAS, by Resolution 8-2222, dated October 17, 1978, the Montgomery
County Council established a procedure for reimbursing each municifslity
and special taxing district for street-related expenditures, as follows:
using its budgeted funding per mile for the operation and debt service
of non-municipal County roads, the County reimburses each municipality
and special taxing district for that road mileage certified by the State '
as being maintained by the municipality or spec%al taxing district; and

WHEREAS, the formula was begun in fiscal 1979, and has received
annual County appropriations for its implementation; and

WHEREAS, since this formula was adopted, there have been changes in
the funding for the County's road Erogrnm--(l} the new Transportation
Revenue Sharing Account was enacted by the State; (2) the County's road
debt service includes many METRO access roads and the landfill access
road; and (3) investment income has increased: and

WHEREAS, beginning in fiscal year 1982 the State is providing a
supgicmental police grant in an amount equal to $2.00 per capita for
each subdivision having a population density of less than 8,000 per
square mile; and

WHEREAS, Article 15A of the State code further requires the govern-
ing body of each subdivision to allocate and distribute a portion of
the supplemental police grant to qualifying municipalities on a formula
basis to be negotiated between the County and the governing body of the
qualifying municipalities; and

WHEREAS, there are several municipalities and special taxing dis-
tricts within the County which provide code enforcement services and
are not reimbursed by the County for the costs associated with these
reiponsibilities even though trey pay County property taxes for these services;
an

WHEREAS, recognizing that the above cited changes required detailed
examination, the Task Force on County-Municipality Financial Reslation-
ships was reestablished and charged with reviewing these matters and
making recommendations concerning appropriate amendments to the Municipal
Re;enue Program (see County Council Resolution 9-149Z dated October 13,1981y
an

WHEREAS, the Task Force submitted its Final Report and recommenda-

tions to the Council Council, a copy of which is attached hereto; and

WHEREAS, the Task Force has made recommendations to the Council
with respect to the following:

. the allocation of revenues from the State's Transportation
Revenue Sharing Account (TRSA);

. the exclusion of debt service charges for METRO access roads
and the landfill access road from the reimbursement calcula-
tion for street related expenditures;

. the inclusion of investment income from road and storm drain
revenues as a revenus offset to property tax duplication;
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L Resolution No. 9-1752

the inclusion of 10% of the County's expenditures for the traffic
signal, traffic sign, and traffic marking programs;

beginning in fiscal year 1982, the sharing of the State's
supplemental police aid should be based on a formula which gives
e?ual weight to two factors--population and the number of sworn
officers;

beginning in fiscal year 1983, the County should institute a
reimbursement program for code expenditures--zoning, housing,

animal control, and construction code enforcemnt. These reimburse-
ments should use a formula based upon one of two indicators--the
number of dwelling units or the number of parcels of land,whichever
is the more appropriate in each case;

beginning in fiscal year 1983, the County should institute a reimburse-
ment program for consumer affairs services in the City of Gaithersburg
and for Human Relations Commission services in the City of Rockville;

the formula calculations for any given year should be based upon
the County's and each municipality's actual audited expenditures
and revenues for the prior fiscal year;

beginning in fiscal year 1983, the County should distribute 85% of

the estimated reimbursements no later than QOctober 15; the balance
of the reimbursements based on audited expenditures and revenues,
should be made no later than February 1 of each year;

all County payments for fiscal year 1981 and previous years should
be considered as final and no adjustments should be

attempted. The only exception to this recommendaticn is that the
County should reimburse the City of Takoma Park a net amount of
$52,650 for an error made in calculating that city's eligible
mileage in fiscal years 1979, 1980, and 1981. This adjustment
should be paid in fiscal year 1983;

for other areas of possible tax duplication which involve only one
municipality or special taxing district and which are not explicitly
addressed in this report, a representative of the County Executive
should meet with the designee of any affected municipality or
special taxing district to study these areas of possible duplication
and submit recommendations for consideration by the County Council
no later than June 1, 1982; and

WHEREAS, the Task Force estimatss that the total cost to the County
of the proposed reimbursement package will be §1,390,000 for fiscal year
1982, and will approximate $1.8 million thereafter;

NOW, THEREFORE, BE IT RESOLVED by the County Council for Montgomery
County, Maryland that -

The report and recommendations of the Task Force on County-Municipality
Financial Relationships is accepted and the recommendations, as outlined
in the report, are accepted for funding within the Municipal Revenue
Program,;

AND BE IT FURTHER RESOLVED that -

The County Council regards this as a basic commitment of the County
to provide greater equity for County taxpayers inside and outside the
municipalities and special taxing districts, but severe fiscal constraints
may prevent 100% funding. If the County is unable to fully fund the
program in any fiscal year, appropriate notification should be provided
to the appropriate municipalities and special taxing districts.

A True Copy
ATTEST:

n .
of the County Cou
Montgomery County/, Maryland

ATTACHMENT
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SUMMARY

For the past several months, the Task Force on County-Municipality
Financial Relationships has examined the County's Municipal Revenue Program
which reimburses the municipalities and special taxing districts for those
public services which they provide, and which would otherwise be provided by
the County Govermment.

The general principles which the Task Force used are those outlined in
Chapter 30A of the Montgomery County Code. These include:

« the service 1s‘provided by the municipality or special taxing
district in lieu of being provided by the County;

. the reimbursement shall be limited to the amount the County
would expend if it were providing the service within the
municipality or special taxing district;

. the reimbursement is for property tax duplication, and is,
therefore, limited to expenses financed with property tax
revenues paid by all County taxpayers.

The work of the Task Force has focused on four areas of duplication:

1) street and road expenditures

2) code enforcement expenditures

3) sharing the State's supplemental police aid as required by
Article 15A, Section 37 of the State Code.

4) other areas of possible duplication which are of concern to
only one municipality or special taxing district.

The members of the Task Force are not in full agreement with every detail
of the following recommendations, but there is a consensus that thesge
recommendations represent a reasonable package which should be adopted by the
County Council and the County Executive.

The Task Force recommends:

1) For fiscal year 1982 and subsequent years, the formula for reimbursement
for street-related expenditures adopted in fiscal year 1979 should be modified

to:

. allocate the revenues from the State Transportation Revenue
Sharing Account equally between the mass transit and highway
programs, and provide for a direct pass-—thru of a portiom of the
highway allocation to the municipalities and special taxing
districts.

L G-s7s
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. exclude the County's debt service charges for METRO access roads
and the landfill access road from the reimbursement calculationm,
since these are determined to be a special category, of equal
benefit to all County residents, including those in the
municipalities and special taxing districts;

. incorporate investment income as a revenue offset to property
tax duplication.

. include 10% of the County's expenditures for the traffic signal,
traffic sign, and traffic marking programs since there 1s
dete;mined to be some level of tax—supported duplication.

2) Beginning in fiscal year 1982, the sharing of the State's supplemental
police aid should be based on a formula which gives equal weight to two
factors—-population and the number of sworn officers.

3) Beginning in fiscal year 1983, the County should institute a reimbursement
program for code expenditures—--zoning, housing, animal control, and
construction code enforcement. These reimbursements should use a formula
based upon one of two indicators——the number of dwelling units or the number
of parcels of land, whichever is the more appropriate in each case.

4). Begining in fiscal year 1983, the County should institute a
reimbursement program for consumer affairs services in the City of
Gaithersburg and for Human Relations Commission services in the City of
Rockville. d

5) The formula calculations for any given year should be based upon the
County's and each municipality's actual audited expenditures and revenues for

the prior fiscal year.

6) Beginning in fiscal year 1983, the County should distribute 85Z of the
estimated reimbursements no later than October 15; the balance of the
reimbursements, based on audited expenditures and revenues, should be made no
later than February 1 of each. year. For fiscal year 1982, the reimbursements
should be made by May 3, 1982.

7) All County payments for fiscal year 1981 and previous years should be
considered as having been made and no adjustments should be attempted. The
only exception to this recommendation 1is that the County should reimburse the
City of Takoma Park a net amount of $52,650 for an error made in calculating
that city's eligible mileage in fiscal years 1979, 1980, and 1981. This

ad justment should be paid in fiscal year 1983.
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8) For other areas of possible tax duplication which involve only ome
municipality or speclal taxing district and which are not explicitly addressed
in this report, a representative of the County Executive should meet with the
designee of any affected municipality or special taxing district to study
these areas of possible duplication and submit recommendations for
consideration by the County Council no later than June 1, 1982. A preliminary
report 1s requested by May 3, 1982 in time for possible fiscal year 1983
funding.

The total cost to the County of the recommended reimbursement package will
be $1,390,000 for fiscal year 1982; the cost in fiscal year 1983 will
approximate $1.8 million.

REIMBURSEMENT FOR STREET AND ROAD EXPENDITURES

Background. County Council Resolution 8-2222, adopted October 17, 1978,
established the present formula for reimbursing the municipalities and special
taxing districts for street and road related expenditures. Essentially, this
formula calculates the County's funding per mile from property taxes for the
operation and debt service of non—municipal County roads. This County funding
per mile is then reimbursed to each municipality and special taxing district
based on the annual certified road mileage used by the State for calculating
the sharing of gasoline and motor vehicle taxes.

The Task Force has discussed four issues at length:

. the handling of revenues received from the State through its
Transportation Revenue Sharing Account;

. debt service charges for METRO access roads and the landfill
accesg road;

. the handling of investment income as a revenue offset to
property tax duplication;

. the expenditure program of the County's Transportation
Department to ascertain those activities which benefit municipal
residents.

Transportation Revenue Sharing Account. In 1ts 1980 session, the Maryland
Legislature established a Transportation Revenue Sharing Account (TRSA) in the
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Transportation Trust Fund. Financing for this was provided from 20% of the
vehicle titling tax revenues and 22 of the State's 7% corporate income tax.
This new TRSA was one component of the Governor's transportation funding
package which included the State's participation in mass transit operating
subsidies. The County received $1.7 million from this new program in fiscal

year 1981; future year estimates are about $2.5 million per year.

The Office of Management and Budget applied this "new” TRSA revenue as an
offset to the County's transportation expenditures when calculating the
reimbursements under the Municipal Revenue Program for fiscal year 198l1. The
municipalities and special taxing districts questiomed this treatment of
revenues, and it was this issue that headlined the agenda for the present Task

Force.

The Task Force agrees that not all of the revenues received by the County
from this source should be applied to the "revenue sharing formula" even
though the County applies the entire amount to its Genmeral Fund.

The Task Force recommends the following:

- Revenues derived from the TRSA be allocated to both mass transit
and highways in proportiom to the amount of property tax
revenues collected by the County for each purpose. For example,
in fiscal year 1981, $26.7 million of property taxes were
collected for transportation programs, of which 51.2% were for
highways and 48.8% for transit; these percentage amounts would
then be used to allocate the $1.7 million received from the TRSA.

« Of the amount designated for highways, the percentages used for
the State's “pass through formula" for highways, would be used
to distribute a porticn of these revenues directly to the

municipalities and special taxing districts. The balance of the

highway's allocation is then applied as a revenue item in the
"revenue sharing formula". Appendix A provides a detailed
calculation for fiscal year 1981.

Debt Service Costs. In the course of reviewing the formula for street
expenditure reimbursement, the County Executive's representative raised the
issue of including 100X of the County's debt service in the reimbursement
calculation. The argument presented was that the greatest portion of the
County's road debt service is for artarial and METRO access roads which serve
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County-wide needs and benefit municipal and special taxing district

residents. The argument continued that it is fair to have municipal and
gpecial taxing district residents contribute to the property taxes that pay
such debt service. It was further pointed out that debt service on roads is a
significant share of the County's road program, but not so for the
municipalities and special taxing districts; the vast ma jority of roads
maintained by these governments are bullt by subdivision developers.

The Task Force recommends that the County's debt service costs for METRO
access roads and for the landfill access road be excluded from the cost
calculations for the Municipal Revenue Sharing Program. For fiscal years 1981
and 1982 this would amount to excluding 24Z of the County's debt service
costs. For the fiscal year 1984 reimbursements, this element of the formula
should be recalculated. Appendix B provides the project listing.

Investment Income. A third issue relative to the street reimbursement formula
was that the Office of Management and Budget was not including investment
{ncome as a revenue offset. These revenues are used to finance the road
program and as such reduce the level of property tax duplication and should
therefore be incorporated in the formula. .

The Task Force recommends that investment income be included in the
formula as a revenue offsget.

!
Traffic Engineering Expenses. The formula adopted in 1979 does not provide
reimbursement for the traffic signal, traffic sign, and traffic marking
programs administered by the County's Divisiom of Traffic Engineering. The
municipal representatives on the Task Force questioned this exclusion since
many, 1f not all, of them do incur costs for traffic signs and markings; the
larger municipalities also maintain some of the traffic signals located within
their jurisdictions.

The Task Force recommends that, since the incidence of these costs is not
uniform for each municipality and special taxing district, 10Z of the County's
expenditures for these programs should be included in the reimbursement
formula and the remaining 907 be counsidered to benefit municipal and special
taxing district residents.




—f-

Fiscal Impact. The Task Force's racommendations for reimbursement for street
related expenditures would total $5,496 per mile for a total impact for the
County of approximately 41,300,000 for fiscal year 1982. Appendix C provides
the detailed calculations. .

SHARING THE STATE'S SUPPLEMENTAL POLICE AID

Background. Beginning this fiscal year, the State provides a supplemental
police grant in an amount equal to $2.00 per capita for each county having a
population density of less than 8,000 per square mile. Section 37 of Article
15A of the State Code requires the goverming body of each subdivision to
allocate and distribute a portion of this supplemental grant to qualifying
municipalities on a formula basis to be negotiated between the County and the
governing body of the qualifying municipalities. The revenue received in
Montgomery County is estimated at $1,174,000 in fiscal year 1982.

The State also provides a basic police aid formula through which the
municipalities and special taxing districts recelve a grant directly from the
State, based on each jurisdiction's proportion of actual police expenditures.
This concept reimburses municipalities for their contribution to total police
protection and attempts to account for different levels of service. :

Chevy Chase Village, Gaithersburg, Rockville, and Takoma Park currently
provide police services in the County. With the exception of Takoma Park,
these municipalities provide supplemental patrol services, and do not have the
full range of services provided by the County police; it 1s estimated that
about 40% of the County police budget is for patrol services.

Alternative allocations. For distributing the supplemental ald to Chevy Chase
Village, Galthersburg, Rockville, and Takoma Park, the Task Force has
discussed three alternative allocation formulae--populatiom, number of sworn
officers, and the State formula for basic police aid. The fiscal impact for
the County for any of these formulae varies by about $23,000, and the
allocation among the four municipalities is quite different. Appendix D
provides detaills.

Beginning in fiscal year 1982 the Task Force recommends the following:

. provide the $2.00 per capita supplemental grant to the City of
Takoma Park because the County does not provide police services
within the city limits.
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. for Chevy Chase Village, Gaithersburg, and Rockville use a
formula weighted equally between population and the number of
sworn officers. The reimbursement for population should be 80¢
of the $2.00 grant since these municipalities provide
essentially patrol gervice and the patrol function represents
about 40% of the County's police budget. Using the number of
gsworn officers is a measure of level of effort.

Fiscal Impact. The Task Force's recommendatiouns for sharing the supplemental
police aid will have an $82,000 fiscal impact for the County in fiscal year
1982. See Appendix D.

REIMBURSEMENT FOR CODE ENFORCEMENT EXPENDITURES

Background. Several of the municipalities and special taxing districts
exercise authority 1in the areas of planning, zoning, code enforcement, and
animal control. Since these activities are also carried out by agencies of
the County Government and financed, at least in part, by general property tax
revenues, it was deemed appropriate to ipclude these programs on the Task
Force's agenda. The recommendations of the Task Force are set forth below.

Planning and Zoning Expenditures. Four agencies of the County Govermment
provide services related to the County's planning and zoning processeéﬁ-the
Office of the Hearing Examiner, the Board of Appeals, and the Code Enforcement
Sections of the Departments of Environmental Protection and Housing &
Community Development. Seven municipalities (Barnesville, Brookeville,
Galthersbursg, Laytonsville, Poolesville, Rockville, and Washington Grove) also
have planning and zoning powers and responsibilities, and do mot avail
themselves of the County's services.

Beginning in fiscal year 1983, the Task Force recommends reimbursement to
those municipalities which exercise planning and zoning powers in accordance
with the following:

. expenditures which are financed by the County's general property tax
revenues for the County's Hearing Examiner, Board of Appeals, and
Code Enforcement Sections of the Departments of Environmental :
Protection and Housing & Community Development should be included in
the reimbursement formula.

. the County's tax-supported expenditure per parcel of land in the
County should be the unit of measure applied to the number of
parcels of land located in each of the affected municipalities.
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. the reimbursement should not exceed the amount financed by taxes for
these purposes by each of the municipal governments.

Housing—Related Items. The Task Force has determined that property
Zaintenance and landlord-tenant services constitute duplicated services and
should be reimbursed to the municipalities and special taxing districts
providing these services. Expenditures for weed control, rodent control, and
landlord-tenant services financed by the County's general property tax are
included here.

Beginning in fiscal year 1983, the Task Force recommends reimbursement
to those municipalities which provide these housing-related services in
accordance with the following:

. expenditures which are financed by the County's general property tax
revenues for weed control, rodent control, and landlord-tenant
services should be included in the reimbursement formula.

. the County's tax-supported expenditure per dwelling unit should be
_the unit of measure applied to the number of dwelling units located
in each of the affected municipalities or special taxing districts.

. the reimbursement should not exceed the amount financed by taxes for
these purposes by each of the municipalities or special taxing
districts.

Animal Control. The County's Department of Animal Control and Humane
Treatment does not provide all of its services for the cities of Rockville and
Gaithersburg; they do, however, use the County Animal Shelter and also use the
County's rabies control services.

Beginning in fiscal year 1983, the Task Force recommends reimbursement
to those municipalities which provide these animal control services in
accordance with the following:

. expenditures which are financed by the County's general property
tax revenues for animal control, excluding the cost for the
County's Animal Shelter and the rabies control services, should be
included in the reimbursement formula.

. the County's tax-supported expenditure per dwelling unit should be
the unit of measure applied to the number of dwelling units
located in each of the affected municipalities or special taxing
districts °



. the reimbursement should not exceed the amount finanéed by taxes
for this purpose by each of the municipalities or special taxing

districts.

Fiscal Impact. The estimated fiscal impact for the reimbursement for
these code enforcement expenditures totals $261,150 for fiscal year
1983-——$156,100 for planning and zoning; $39,400 for housing-related items;
$65,650 for animal control expenditures. Appendix E provides a detailled

calculation.

" REIMBURSEMENT FOR OTHER TAX DUPLICATION SERVICES

During the Task Force's deliberations concerning tax duplication, the
representatives of the municipalities and special tax districts identified a
number of services which they feel are provided by the County and one
municipality, but not by all municipalities and special taxing districts.
Examples include: consumer affairs services in Gaithersburg; human relations
services in Rockville; transporation for the elderly to nutrition sites in
Rockville; METRO access roads in Rockville; police protection, parks
maintenance and development, and library services in Takoma Park. The Task
Force has taken note of the statement of the County Executive in his proposed
fiscal year 1983 operating budget that "...police service in Takoma Park is a
component of the current analysis of the County's Municipal Sharing Program
and adjustments to the current formula may be recommended in FY 83.7

The Task Force has had only limited discussions on these matters and
recommends the following:

. beginning in fiscal year 1983, reimburse the City of Gaithersburg
for its consumer affalrs services limited to the amount the County
would expend if it were providing the service. The reimbursement
should not exceed the City's actual expenditures for this service.

. beginning in fiscal year 1983, reimburse the City of Rockville for
its Human Rights Commission expenditures limited to the amount the
County would expend 1f it were providing the service. The
reimbursement should not exceed the City's actual expenditure for
this purpose.

. a representative of the County Executive should meet with
representatives of the City of Takoma Park and any other

municipality or special taxing district to study any potential tax
duplication issue not explicitly addressed in this report. The
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County Executive is requested to prepare recommendations on each
issue for consideration by the County Council. Of particular
urgency is the review of funding for police protection, parks
maintenance and development, and library services provided in the
Montgomery County portion of Takoma Park.

a recommendation on all issues should be available for Council
consideration prior to June 1, 1982. A preliminary report is
requested by May 3, 1982 in time for possible fiscal year 1983

funding.



APPENDIX A

FY 1981 Actual
General Fund Property Taxes to Support

Highway Operations $7,909,843
Debt Service for Roads & Storm Drains 6,346,054
Special Assessments (-588,734)
Total General Fund Taxes for Highway Program 13,667,163 (51.2%)
Mass Transit Property Taxes 13,023,658 (48.8%)
TOTAL TRANSPORTATION PROGRAM PROPERTY TAXES $26,690,820 (100.0%)

———————————————

The County collected §1,704,756 in FY 1981 from the State's
Transportation Revemre—STaring Account (TRSA)

48.8% or $831,926 is allocated to transit
51.2% or $872,830 is allocated to highways

$1,704,756

Of the $872,830 allocated to highways, $109,100 is passed-thru directly
to the municipalities in accordance with the State's formula for
highways. The balance of $763,730 is applied to the ''revenue sharing
formula" as shown in Appendix C.



. ArrcNULA B

Landfill and METRO Access Roads: FY 1973 thru FY 1982

County Bond Expenditure§

Actual thru FY 81 FY 82 Estimated

Fieldcrest Road (Landfill Access) $2,266,000 $100,000
Silver Spring METRO Access 2,880,000 20=

Redland Fields Road 2,291,000 ; 445,000
Eastern Arterial 641,000 190,000
Executive Boulevard Extension 1,403,000 298,000
Marinelli Road 1,333,000 263,000
Twinbrook Parkway Widening 198,000 182,000
Woodmont Avenue 421,000 20,000
Woodmont Avenue Extended 51,000 -0-

Woodmont-Avenue-Edgemoor Lane 1,074,000 340,000
Crabbs Branch Way 142,000 431,000
Montgomery Lane 1,127,000 154,000

$15,827,000 $2,423,000 ($16,250;0(

s

3**&****3****************#******

Bond Sales: FY 1973 thru FY 1982

Millions $§

March 1981 §18.0
June 1980 7.0
May 1979 3.0
June 1978 7.0
April 1977 540
July 1976 3.5
January 1975 12.0
April 1973 7.5
June 1972 5.0

$68.0
——
*******ﬂ**************

penditures for Access Roads _$16.3 |
.oad § Strom Drain Bond Sales 368.0 %éé




o 8 © APPENDIX C

1 Salaries & Wages
Operating Expenses
Capital OQutlay
Fringe Benefits
Utility Costs NDA

11  Less Charges to:
Suburban District
Capital Projects
Mass Transit
Parking Districts

Subtotal

III Less Revenue Sources

-Vehicle § Fuel Taxes
-Race Track Receipts
-Signal Maint. Reimb.
-Engineer Fees
-Planning Grant
-Qther
-Storm Drain Tax

* -Investment Income

Subtotal

# TV  Debt Service & 76%
Less Special Assessments

Subtotal

# V Less Transportation Revenue
Sharing @ 45%

Subtotal

VI Less Activities Considered
to Benefit Mmicipalities
-Office of Director
-50% Administration Svcs.
-50% Transp. Engineering
-Transp. Plamning
* -90% Traffic Engineering

VII Net General Fund Tax Support

# Miles
Support per mile

Actual
FY 1981
$87,767,489
5,790,935

52,790
2,562,315
2,878,693

210,120

1,733,160

18,720
20

$18,090,222

$7,223,709
282,406
237,792
431,341
99,000
23,333
654,306
1,228,492

$7,909,843

E————eea.

$4,823,001
447,438

$12,285,406

—————

§763,730
§11,521,676

178,686
$1,802,727
$8,527,384

1,693
$5,057

237.88 miles x $5,037 = $1,198,200
TRSA Direct ($459/mile) = 51093130

M—-

TOTAL ($5,496/mile)= §1,307,300

Items discussed by the Task Force



14 - APPENDIX D

Distributinn Formula
Supplemental Police Aild

Based on estimated Montgecmery County supplemental
grant of §1,174,000

Per Capita

The affected municipalitics agreed that Takoma Park should receive
§2.00 per capita for supplemental police aid because Montgomery County
does not provide police services within the City limits.

Municipality Montgomery County Population Funding
Takoma Park 11,331 $22,662

Chevy Chase Village, Gaithersburg and Rockville agreed that population
should be the basis for half of the distributien formula. Because thesc
jurisdictions provide primarily patrol services, it was agreed that $0.82
per capita was a fair distribution, representing 40% of the $2.00 per capita
received by Montgomery County.

Municipality Population $0.80 per capita 50% formula (x.5)
Chevy Chase Village 2,107 § 1,686 § B43
Gaithelsburg 26,400 21,120 _ 10,560
Rockville 43,811 35,048 17,524

Per Sqorn Officer

The affected municipalities also agreed that the number of swory officrrs
represented a level of effort of providing police services and shouli. be
the other half of the distribution formula.

Municipalicy # Sworn Officers % of Total* $0% of formula (x.5)
Chevy Chase Village 8 .00937 $ 5,500
Gaithersburg 7 .00820 4,814
Rockville 28 .03280 19,254

#lontgomery County has 789 sworn officer positions and Takoma Park has the
equivalent of 21.6 officers serving the Montgomery County portion of the
City, for a total of 853.6 sworn officers for the County and its municipalities.

Total Allocation

The following table shows the nat result of this proposed formula:

Municipality Per Capita Per Sworn Qfficer Total
Chevy Chase Village $ B4l $ 5,500 $ 6,343
Gaithersburg 10,560 4,814 15,374
Rockville 17,524 19,254 36,778
Takoma Park 22,662 == 22,662

$81,157
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Appendix N

Resolution No.:_13-650

Introduced: Sept. 10, 1996
Adopted: Sept. 10, 1996

COUNTY COUNCIL
FOR MONTGOMERY COUNTY, MARYLAND

By: County Council

Subject:

I Chapter 30A of the Montgomery County Code (1994) provides for a program which
reimburses municipalities and special taxing districts for those publiz services provided
- by the municipalities which would otherwise be previded by the County,

2. Reimbursements under Chapter 30A have bzen made pursuant to a procedure Iestab}ished
under Resolution 8-2222, dated October 17, 1978, which was revised and supplemented
by Resolution 9-1752, dated .@pril 27, 1982. :

3. In March 1995 County Executive Douglas M. Duncan appointed County-and municipal
representatives to serve on the Montgomery County Task Force to Study the Municipal
Tax Duplication Reimbursement Program. This Task Force was charged with reviewing
the procedures and formulas used to determine the amount of the reimbursements and
with making recommendations to improve these procedures and formulas.

4. The Task Force submitted its Final Report and recommendations, a coi:y of which is
attached, to County Executive Douglas M. Duncan, on June 5, 1996.

5, The goals of the Task Force were to determine:
a. Whether the complex formulas used to calculate the reimbursements could be
simplified;
Be Whether reimbursements could be made in a way that would provide greater
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6.

Resolution No. 13-650

predictabilify to each municipality in planning the following year’s budget;
& Whether a single reimbursement could be made.

The Task Force recommends that the following formulas be used to determine the
reimbursements for the following services provided by the municipalities:

a Transportation. Reimbursements shall be a percentage of the County’s actual,
audited per mile or per item expenditure, multiplied by the number of miles or
items in each municipality. The percentage reflects the percentage of the County
expenditures that are paid for with property tax revenues.

b. Park Maintenance. Reimbursements will be based upon the same formula
currently used.

c. 'Code Enforcement. Reimbursements will be based upon the net -Cdurllty propéi‘ty
tax supported code enforcement expenditures per dwelling or per parcel.

d. Other services. Reimbursements will be based upon the net County property tax
supported expenditures.

Action

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

resolution:

L.

The Final Report of the Task Force to Study the Municipal Tax Duplication
Reimbursement Program is accepted and the recommendations, as outlined in the report,
are accepted for funding within the Municipal Revenue Program

The recommendations contained in the Report will be implemented beginning in Fiscal
Year 1997.

Reimbursement payments to municipaliti es will be made orfce a year, by October 1.
Reimbursements for Fiscal Year 1997 will be based upon Fiscal Year 1995 actual,
audited expenditures from the County’s comprehensive annual financial report.
Thereafter annual reimbursements will continue to be based upon the actual audited

expenditures using a similar two year interval.

Municipalities will not be required to submit their expenditures but will be required to
provide annual certification of eligible services

The Task Force will meet annually to review the municipal revenue program.
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7 To the extent that the County Council is required to meet annually and discuss with each
municipality the rate for assessments or the tax reimbursement program, the Council
delegates this duty to the County Executive or his delegate, who should then report back
to the County Council.

This is a correct copy of Council action.

/8/

Mary A. Edgar, CMC
Secretary of the Council

APPROVED:

/s8/
Douglas M. Duncan
County Executive
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OFFICE OF THE COUNTY EXECUTIVE
ROCKVILLE, MARYLAND 20850

Douglas M. Duncan

County Executive o
L
009640 <
MEMORANDUM ME
July 1, 1996 e e
_I i + )L
_,--""'-‘—_‘.-—_‘
TO: Gail H. Ewing, President, Montgomery County Council
FROM: Douglas M. Duncan, County Executive

SUBJECT:  Municipal Tax Duplication Reimbursement Task Force
Final Report and Resolution

I am pleased to share with you and the members of the County Council the
enclosed Final Report of the Municipal Tax Duplication Reimbursement Task Force.
I appointed this Task Force last year for the purpose of reviewing, and recommending changes to
the process used by the County to calculate and reimburse expenditures to municipalities for
those property tax based services provided by municipalities that would otherwise have to be
provided by the County. The current process was established by Resolution in 1978.

I commend the members of this Task Force for their many months of dedicated
work and their ability to develop recommendations that, when adopted, will well serve all of our
residents. The proposed formula should also contribute to improved efficiency in budgeting and
planning functions for the County as well as for our municipalities. I recommend that the
County Council approve the Resolution included as part of this report.

DMD/rm

Enclosure
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Tax Duplication Task Force
Final Report

June 5, 1996
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EXECUTIVE SUMMARY OF RECOMMENDATIONS

The Montgomery County Tax Duplication Task Force recommends the
following:

o In FY96 the Montgomery County municipalities will receive tax duplication
reimbursements calculated according to the tax duplication formulas
currently in place. FY95 base data is used to make these calculations.

e In FY97 the tax duplication reimbursements will be based on the formulas
recommended by the Task Force. These formulas are based on FY95 actual
expenditures.

e The recommended formulas are based on the County’s actual, net, property
tax supported expenditures for service (i.e. total expenditures less
applicable off-setting non-tax revenues), not on the amount spent by the
municipalities.

TRANSPORTATION

o 61.7% of the County's FY95 actual, audlted per mile or per item
expenditure multiplied by the number of road miles or items in each
municipality.

o In FY97 each municipality will receive a reimbursement payment for
transportation that is no less than the amount received in FY96.

¢ The Task Force will meet prior to next year's meet and confer to review
the impact of changes in State Highway User Revenue program and any
other changes in non-tax .

PoLice

o Since the County does not currently use the presence of Gaithersburg,
Rockville and Village of Chevy Chase police forces in determining their
resource and beat allocation formulas no duplication reimbursement is
recommended.

PARK MAINTENANCE

o In FY97 the park maintenance reimbursement will be based on the
current formula.

o The Task Force will review problems with the current system and
recommend a new formula for FY98 if necessary.

Cope ENFORCEMENT
o The reimbursement will be based on the County’s net per dwelling or
per parcel cost rather than on the municipality’s net cost.

o The Task Force recommends that the municipalities will not be required to
submit details of their expenditures but will be required to provide annual
certification of eligible services and workload data for selected services.

o Any negotiations related to other Takoma Park consolidation will be
separate from the tax duplication issues.
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BACKGROUND

In March, 1995 County Executive Douglas M. Duncan appointed County and
municipal representatives to serve on the Montgomery County Task Force to
study the Municipal Tax Duplication Reimbursement Program. The municipal
representatives recommended by the Maryland Municipal League Montgomery
County Executive Board are: Beverly Habada, Administrator, City of Takoma
Park, David Humpton, Manager, City of Gaithersburg, Rick Kuckkahn, Manager,
City of Rockville, Susan Robinson, Manager, Town of Chevy Chase, Lib Tolbert,
Mayor, Barnesville. The County representatives are: Mike Coveyou, Department
of Finance, Betty Ferber, Office of the County Attorney, George Griffin, Office
of the County Executive, Susan Hoffmann, Intergovernmental Relations Office,
Bryan Hunt, Office of Management & Budget, and Chuck Sherer, County
Council Staff. Barbara Hawk, Director, Institute for Governmental Service has
served as facilitator of the group. Andi Silverstone, Town of Chevy Chase,
served as secretary to the Task Force. Paulette Bowles, Office of Management &
Budget, has provided technical assistance and staff support. The group began
meeting in April, 1995 and met through May, 1996.

TASK FORCE GOALS

The Task Force was directed to look into issues surrounding the current tax
duplication formula and to recommend improvements to the program. Early
in the process the group decided that its primary goal was to improve and
simplify the current system, rather than to create a new system. A second goal
was to resolve policy and administrative problems associated with the current
program. An important objective of the Task Force was to assure that neither
the County nor the municipalities receive a “windfall” from new formulas, and
conversely, that no jurisdiction suffer a large revenue loss. The Task Force was
directed to report their recommendations to the County Executive for his
review and action.

Several problems associated with the current system were identified, and the
Task Force focused on resolving those issues. The Task Force determined that
there were both administrative problems and policy issues to be resolved. The
group agreed that the police and transportation (road maintenance) formulas
were the most significant areas of concern. These issues were also the most
complex and difficult for the Task Force to resolve. Determination of the level
of service provided by the County and estimating what the portion of those
expenditures are supported by property tax revenues is complicated and time-
consuming. However, the group reached consensus on the following issues:
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. The reimbursement program should be equitable, efficient to administer,
and easily understood by the public.

. The basis for the reimbursement program should be the amount the
County would spend to provide a duplicated service rather than the amount
spent by a municipality to provide the service. Therefore, the rebate to the
municipalities should be based on the County's actual, net, property tax
funded expenditures for a given service. The reimbursement formula
should not include services provided by a municipality but not provided by
the County.

. The reimbursement program should be as predictable and stable as possible
and should require as little paperwork as possible by both the County and
the municipalities. '

. In order to minimize the potential budgetary impact of the new formulas
on either the County or the municipalities, any changes should be phased
in if possible.

. There should be provisions for annual re-evaluation of the reimbursement
program.

ADMINISTRATIVE/PROCEDURAL ISSUES

. The formula for reimbursements should be based on the actual, net,
County property tax supported expenditures for service. (i.e. total
expenditures less applicable off-setting non-tax revenues).

. The reimbursement for transportation should be based on a cost per mile
or per unit figure, less off-setting revenues such as fees and charges and

Highway User Revenues.

. The police services reimbursement should more accurately reflect the
number of first responses by County and municipal police officers or use
some other measure that accounts for the net County per capita police
expenditures.

. Reimbursement payments to municipalities should be made once a year, by
October 1, instead of twice a year as is current practice. To accomplish this,
the Task Force recommends using audited expenditure figures from the

County’s comprehensive annual financial report (CAFR). For instance, FY97
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payments would be based on the audited FY95 actual figures which are
available in late December, 1995. This assures that both the County and the
municipalities have firm numbers before their respective budget cycles
begin.

5. The recommendations, if adopted, should be implemented in FY97.
Therefore, reimbursements will be based on FY95 actual, audited
expenditures. (It should be noted that this requires using FY95 actuals for
two years' reimbursements; FY96 reimbursements using the old formula,
and FY97 reimbursements using the new formula.)

6. An annual review of the program will be conducted by the municipalities
and the County. The Task Force will remain as constituted and may meet
throughout the year to discuss issues that affect the reimbursement
formula. The group will also meet prior to the annual meet and confer
sessions with the County Executive and the County Council.

RECOMMENDED REIMBURSEMENT FORMULAS

Table 1 summarizes the reimbursements for each municipality for duplicated
services proposed for FY97 using the new formula. Table 2 compares current
and recommended reimbursements. All recommended totals use FY95 actual
figures.

Trahspon‘atibn

A primary goal of the Task Force was to develop a simpler, equitable
reimbursement formula for transportation expenditures. The proposed
formula has two components. The first is the cost of road maintenance
provided by the County Department of Public Works and Transportation
(Divisions of Highway Services and Traffic and Parking Services). Roadway
maintenance, bridge maintenance, storm damage, roadway resurfacing (CIP
projects), traffic signs & pavement markings, and street light maintenance
costs were calculated on a per road mile basis. The maintenance costs of
bridges and traffic signals were calculated on a per item basis. (Table 3) The
second component is the percentage of the County expenditures that could be,
and therefore theoretically are, paid for with property tax revenues. State
Highway User Revenues (HUR) and miscellaneous fees and charges are also
used to fund County road maintenance costs. The Task Force determined that
in FY95 Highway User Revenues and miscellaneous sources accounted for
approximately 38.3% of the total eligible expenditures (Table 4). Therefore, the
net County property tax funded cost is 61.7% of total expenditures in FY95.
This percentage will change annually depending on the amount of Highway
User Revenues received , the amount of other miscellaneous fees and charges
and the size of the County road maintenance budget.
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Based on this rationale, the Task Force recommends that the transportation
property tax reimbursement for FY97 be set at 61.7% of the actual, audited
County per mile or per item FY95 road maintenance expenditures, multiplied
by the number of road miles or items in each municipality. All municipalities
will be guaranteed the dollar amount of the FY96 payment in FY97. Table 5
compares the current transportation formula with the recommended formula
by maintenance category. Table 6 summarizes the anticipated impact of the
recommended formula on each municipality.

The Task Force agreed to meet in one year to adjust the transportation
formula. The Task Force further recommends that a group of transportation
professionals meet to discuss and make recommendations regarding the
difference in maintenance costs of urban (or highly traveled) roads, rural and
residential roads. They will also look at whether there are any special road
costs experienced by Rockville as the center of County government.

If the recommendations cannot be implemented beginning in FY97 the Task
Force recommends that they be implemented in FY98 and based on actual,
audited FY96 data. FY96 data (using either the current or the proposed
formulas) will result in significantly higher payments due to the snow storm
costs. The Task Force agreed that if the recommendation is not implemented
until FY98, FY96 data will be used for that year also, except that a four year
average will be used for the storm damage factor in the formula. (See Table 7
for a summary of historic maintenance cost data)

PoLICE

Calculation of a police services reimbursement formula is complicated by the
fact that the County is required, by law, to provide the same level of service to
municipal residents and non-municipal residents except in the case of Takoma
Park. Under a 1949 agreement the City of Takoma Park has responsibility for
all calls for police assistance and dispatches its own officers. The City has a
mutual aid agreement with the County. The police reimbursement issue is
further complicated by the fact that each of the other jurisdictions which offer
police services (Rockville, Gaithersburg and the Village of Chevy Chase) has a
different arrangement with the County for responding to calls.

The City of Rockville has its own central dispatch operation which handles
telephone and walk-in complaints. They also monitor the County system and
dispatch their officers to complaints/incidents in Rockville. The County can
dispatch Rockville officers as a first response but generally does not. All
~addresses in Chevy Chase Village are coded in the County's dispatch system.
When a call for service from a Village address is received a code appears on the
dispatcher’ s screen and a Village police officer is then dispatched to the call.

Village unit is available. The" Clty of” Galrher%burg has concurrent JllI‘lSdlLthIl
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with Montgomery County police and officers are dispatched directly by the
County. assninininismeniomms.. omanmiiaisomianii. |l Ky

Originally, the Task Force recommended a formula based in part on the
current formula used to calculate the Takoma Park reimbursement which
assumes a ratio of seven police officers for every 6,000 calls. The ratio of total
service calls to municipality first responses is factored in and the police State
aid paid to municipalities is subtracted. However, members of the Task Force
met with County police officials to discuss the County’s internal review of
police services, beat realignments, restructuring of district boundaries and
reallocation of resources. The Task Force found that the County does not use
the number of first response calls made by municipal officers as a factor in
their beat allocation decisions. The Montgomeéry County police are required to
provide the same level of service to all residents whether or not they reside in
a municipality. The County asserts that if the municipalities did not provide
police services, the result would be an increase in response time countywide.
Their logic is that while the presence of the municipal police allows the County
police to respond faster or to more complaints, the absence of municipal police
would not significantly change the beat allocation now in effect.

The Task Force agreed that the basis for the reimbursement program should
be the amount the County would spend to provide a duplicated service rather
than the amount spent by a municipality to provide a service. None of the
municipalities provide all or primary police services within their boundaries.
The County reasons that if the municipalities no longer provided police
services to their residents, the County would expend the same dollar amount
now expended countywide and provide a somewhat lower level of service
countywide. That is, the County police would not necessarily provide the same
level of service that either municipal or other County residents receive today.
Using this reasoning the municipal police services is a supplemental rather
than a duplicated service. Therefore, we recommend no duplication
reimbursement be made at this time. However, it is clear that there is a
threshold point, below which the level of service would not be acceptable to
residents. It can be assumed that at that point the County police might need
to provide additional resources (officers, vehicles, etc.) or change their beat
allocation to include first responses by municipal police. The Task Force will
continue to monitor this issue and will propose changes if necessary.

CODE ENFORCEMENT

The recommended code enforcement reimbursement formula is based on the
net County property tax supported code enforcement expenditures per
dwelling or per parcel. Table 5 includes the anticipated reimbursement to each
jurisdiction. Due to a recently adopted change in County policy placing most
code enforcement activities in an enterprise system, no reimbursement is
anticipated after the FY98.
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PARK MAINTENANCE

The park maintenance formula was originally based on a cost accounting
system (labor retrieval system) used by the Maryland-National Capitol Park and
Planning Commission (M-NCPPC). In FY88 the M-NCPPC stopped using the
system. The County has subsequently used the 1988 figure plus an inflator
(CPI-U for the Washington area) each year to calculate the cost of maintaining
various types of urban parks. Additional data will be required to develop a
more accurate cost reimbursement formula. There are also questions related
to which parks operated by municipalities are eligible for reimbursement.
Several problems with the current system have been identified.

1. The inflated figures may not be a true reflection of the cost of
maintaining the parks today.

2. The formula accounts only for expenditures and not for offsetting
revenues.

3. The criteria for determining which municipal park maintenance
expenditures are reimbursable appears to be unclear and somewhat
inconsistent.

The Task Force recommends that until another formula can be developed
the Park Maintenance reimbursement formula should remain as it is.
During the next several months the Task Force will look into this issue
and recommend a new formula for park maintenance reimbursement.

OTHER

All other services will continue to be based on the net County property tax
supported expenditures. Municipalities will not be required to submit their
expenditures, but will be required to provide annual certification of eligible
service and workload data necessary for reimbursement for selected services
such as elderly shopping service, senior transportation and crossing guards.

The Task Force also recommends that any negotiations related to the Takoma
Park consolidation be kept separate from other Tax Duplication Task Force

issues.
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Table 1
Summary of Proposal

Proposed _5roposed Proposed Prop/Cur Prop/Cur
Road Maint Code Police Metro Other
Reimb. Enforce- Access  ltems*

Municipality Miles ment Roads TOTAL

Barnesville 0.00 0 0
Brookeville 0.46 3,699 3,699
Chevy Chase, Sec. ll| 2.23 17,931 17,931
Chevy Chase, Sec. V 1.60 12,866 12,866
Chevy Chase View 3.40 27,339 27,339
Chevy Chase Viillage 8.27 66,499 8,262 74,761
Town of Chevy Chase 9.92 78,766 11,891 7,291 98,948
Drummond 0.38 3,056 3,056
Friendship Heights 0.83 6,674 59,181 65,855
Gaithersburg 7012 571,483 154,371 725,854
Garrett Park 3.92 31,521 31,521
Glen Echo 1.71 13,750 13,750
Kensington 8.17 65,695 15,527 28,440 109,662
Laytonsville 1.07 8,604 8,604
Martin's Addition 2.21 17,771 17,771
North Chevy Chase 1.897 15,841 15,841
Oakmont 0.27 2,171 2171
Poolesville 15.28 122,866 29,270 152,136
Rockville 133.88 1,126,604 170,339 155230 110,253 1,562,426
Somerset 424 34,094 34,094
Takoma Park 18.24 154,754 14,259 23,178 781,181 973,372
Washington Grove 2.92 23,480 23,480
TOTAL 291.09 2,406,462 374,649 23,178 155,230 1,015,616 3,975,135

* Source of Data

State Highway Administration of Maryland

FY 84 Recapitulation of Urban and Rural Mileage
* Other ltems as calculated include: Police Crossing Guards, Senior Transportation,
Elderly Shopping, Park Maintenance, and a Human Relations Commission.
Police Pass Thru not shown on this table.
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Table 3

Municipal Tax Duplication
Road Maintenance Calculation
FY 95 County Maintenance Cost Factors

Roadway and Related Maintenance $ 6,494 per mile
Storm Damage $ 1,083 per mile
Roadway Resurfacing (CIP Projects) $ 2,242 per mile

Main Roads (Asphalt)

Residential Roads (Slurry)

Curb and Gutter, Sidewalk
Traffic Signs and Pavement Markings $ 822 permile
Traffic Light Maintenance $ 103 permile
Street Light Maintenance $ 2,280 per mile

TOTAL $ 13,024 per mile
PLUS

Traffic Signal Maintenance $ 2,000 persignal
Bridge Maintenance $ 3,098 perbridge
Pedestrian Bridge $ 713 per pedestrian bridge




Table 4
Municipal Tax Duplication

Transportation HUR and Revenue Offset

Calculation and Formula

MC DPWT Tax Supported Operating Expenditures (1)
Debt Service (2)

MC DPTW Eligible Expenditures

Subtract: Other Rev Sources (grants, fees, and charges)(3)
Equals: Total HUR Eligible DPTW Expenditures

State Highway User Revenue (HUR) Received (4)

Ratio of HUR to total expenditures (HUR Ratio)

1 Page 42-5 FY 97 Operating Budget
2 Page 13 FY 97 Recommended Operating Budget

$ 24,021,040
$ 37,380,590

$ 61,401,630

$ (6,286,361)
$ 55,115,269

$ 21,086,402

38.26

3 Charges to Suburban District, DOT CIP projects, minus current revenue funding,

and charges to mass transit, and parking/urban district
Calculated by Bryan Hunt, OMB 4-96
4 Page 42-5 FY 97 Operating Budget
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Table 6

Source of Data

State Highway Administration of Maryland

FY 94 Recapitulation of Urban and Rural Mileage

Transportation
By Municipality
A B C E G

Estimated Estimated

FY97 Payment FY397 Payment

with current  with proposed Change
Municipality Miles formula tormula C-E
Bamesville 0.00 0 0 0
Brookeville 0.46 3,384 3,699 315
Chevy Chase, Sec. lil 2.23 16,407 17,931 1,524
Chevy Chase, Sec. V 1.60 11,772 12,866 1,094
Chevy Chase View 3.40 25,015 27,339 2,324
Chevy Chase Village 8.27 60,845 66,499 5,654
Town of Chevy Chase 9.92 72,984 79,766 6,782
Drummond 0.38 2,796 3,056 260
Friendship Heights 0.83 6,107 6,674 567
Gaithersburg 70.12 515,892 571,483 55,591
Garret Park 3.92 28,841 31,521 2,680
Glen Echo. 1.71 12,581 13.750 1,169
Kensington 8.17 60,109 65,685 5,586
Laytonsville 1.07 7,872 8,604 732
Martins Addition 2.21 16,260 17,771 1,511
North Chevy Chase 1.97 14,494 15,841 1,347
Oakmont 0.27 1,986 2,171 185
Poolesville 15.28 112,419 122,866 10,447
Rockville 133.88 984,992 1,126,604 141,612
Somerset 4.24 31,195 34,094 2,899
Takoma Park 18.24 134,197 154,754 20,557
Washington Grove 2.92 21,483 23.480 1,897
TOTAL 291.09 2,141,631 2,406,462 264,831

* Other items" as calculated include Police Crossing Guards, Senior Transportation, Elderly Shopping. Park Mamtenance

and a Human Relations Commission

* Estimate made using current budget estimates and adding for the estimated total cost of snow removal and storm damag
Current estimate for HUR funds also used
** Proposed Formula Uses FYS5 Actual audited data, the two year lag provides

time to budget the amount and time for the municipalities to plan for the payment
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Appendix O

MEMORANDUM

May 10, 2001

TO: County Council

cHE
FROM: Charles H. Sherer, Legislative Analyst

SUBJECT: Recommendation from the Management and Fiscal Policy
Committee regarding the Executive’s amendment to the FY 02
Operating Budget for the Municipal Tax Duplication NDA for
Takoma Park regarding police services ($139,870) Tsgor! Pﬁ’ o~

r¢con (1?" - ar ”5+‘

Committee recommendation The Committee met on May 8, 2001. Mrs.
Praisner and Mr. Andrews recommend putting this item on the reconciliation list,
to give time for further consideration, although they were not persuaded at the
Committee meeting that the Council should approve it. Mr. Denis would not put
it on the reconciliation list. The Committee requested Executive staff and the
City to prepare a signed agreement specifying exactly what is being proposed for
the Committee to review before presenting this item to the Council (©18).

Background on Municipal Tax Duplication This account is authorized by
chapter 30A of the County code. It reimburses municipalities for services they
provide instead of the County. The amount of reimbursement is the amount the
County estimates is saves by not having to provide the service. The County, not
the municipalities, calculates how much the County saves. The amount the
County saves is the total cost saved, less any non County revenue associated with
the service. Note that the County does not reimburse for services that the
municipality provides but the County does not provide, because the County does
not save anything. The County does not reimburse the municipalities’ costs of
providing the services. Instead, as stated above, the County reimburses the net
cost the County would incur if the County provided the services.

f\sherer\word\02 operbud\muntaxdupnda.doc 05/10/01 5:27 PM



Last year, the budget for Municipal Tax Duplication should have been
reduced in May 2000 from the Executive’s March 15, 2000 budget. The amount
of reduction would have been $282,040, [from $5,082,870 to $4,800,830] |
because the March 15 budget reimbursed twice for some road-related costs, and
because the average police salary used to calculate the reimbursement for
Takoma Park was too high. With regard to the police reimbursement to Takoma
Park, the County was reimbursing the City for Police Officer III positions. This
overstates the cost the County would incur if it provided police services to the
City, because the County would use a combination of POs I, II, and III.

Of the $282,040 reduction, $196,220 would have been reduced from the
$1.9 million payment to Takoma Park. On May 11, 2000 OMB staff told Council
staff that Takoma Park had already developed their FY 01 operating budget
assuming the higher amount. Because of the impact this potential reduction
would have had on the City’s budget, OMB staff and Council staff proposed the
following solution. The City Manager agreed by telephone on May 11. The
Committee and Council later agreed. '

o Add $196,220 to the FY 01 reimbursement to Takoma Park, which gives the
City that much more than calculated by the formula.

e Reduce the FY 02 and FY 03 reimbursement to Takoma Park by $98,110 each
year to repay the County for the over payment in FY 01, with no interest
charged.

Executive amendment On April 23, 2001, the Executive recommended a
number of amendments to his March 15, 2001 budget for FY 02. One of the
amendments was to increase the payment to Takoma Park by $139,870. The
result is that Takoma Park would not be repaying the FY 02 advance of $98,110,
plus they would get an additional payment of $41,760 beyond the amount
required by the formula.

The City states that the County should not have changed the calculation
(©2-9), from reimbursing for the cost of all PO IlIs, to reimbursing for the cost
of a mix of POs L, II, and III. However, the resolution the Council approved on
September 10, 1996 regarding municipal tax duplication (#13-650) states that
“Reimbursements will be based upon the net County property tax supported
expenditures.” (©1). There is no written guidance or agreement that requires the
County to reimburse the City for the cost of all PO IIIs, nor is the County
required to get the City’s agreement or approval of the County’s estimate.
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Resolution No.: 13-650
Introduced: Sept. 10, 1996
Adopted: Sept. 10, 1996

COUNTY COUNCIL
FOR MONTGOMERY COUNTY, MARYLAND

By: County Council

Subject:

1. Chapter 30A of the Montgomery County Code (1994) provides for a program which
reimburses municipalities and special taxing districts for those public services provided
by the municipalities which would otherwise be provided by the County.

2. Reimbursements under Chapter 30A have been made pursuant o a procedure established
under Resolution 8-2222, dated October 17, 1978, which was revised and supplemented
by Resolution 9-1752, dated April 27, 1982.

3 In March 1995 County Executive Douglas M. Duncan appointed County and municipal
representatives to serve on the Montgomery County Task Force to Study the Municipal -
Tax Duplication Reimbursement Program. This Task Force was charged with reviewing
the procedures and formulas used to determine the amount of the reimbursements and -
with making recommendations to improve these procedures and formulas. "

4. The Task Force submitted its Final Report and recommendations, a copy of which is
aftached, to County Executive Douglas M. Duncan, on June 5, 1996.

5. The goals of the Task Force were to determine:
a. Whether the complex formuias used to calculate the reimbursements could be
simplified:
b.-  Whether reimbursements could be made in a way that would provide greater



Even if there were such an agreement, it would not be consistent with the
resolution or with the Final Report from the Tax Duplication Task Force, which
the Council accepted in the resolution, which states that “The Task Force agreed
that the basis for the reimbursement program should be the amount the County
would spend to provide a duplicated service...”. This amount would be the cost
for a mix of POs I, I, and III, not all PO IIIs. The County should reimburse the
City the amount the County saves as a result of not providing police services to
the City, neither more nor less.

The City also would like to review the calculations for reimbursing the
City for police services, which OMB has agreed to do. Council staff was on the
1996 Task Force and supports such a review.

Council staff recommendation Do not approve the additional payment to
Takoma Park. There is no rationale for not requiring Takoma Park to repay the
advance the Council agreed to make in FY 01, nor is there any rationale for
reimbursing any municipality more (or less) than the amount required by the
formula. To do so is unfair to other municipalities that are getting the formula
amounts only, and is also unfair to the general taxpayers, who should not
reimburse any municipality more than the County saves as a result of not
providing services to municipalities.

In Council staff’s view, the fact that the County and the City intend to
review the calculations does not provide any basis for paying the City more than
required under the current calculation. The review could result in paying more,
or less, to the City than under the current calculation.



Resolution No. 13-650

predictability to each municipality in pianning the following year’s budget;
c. Whether a single reimpursement could be made.

6. The Task Force recommends that the following formulas be used to determine the
reimbursements for the following services provided by the municipalities:

a. Transportation. Reimbursements shall be a percentage of the County’s actual,
audited per mile or per item expenditure, multiplied by the number of miles or
items in each municipality. The percentage reflects the percentage of the County

“expenditures that are paid for with property tax revenues.

b. Park Maintenance. Reimbursements will be based upon the same formula
currently used.

c: 'Code Enforcement. Reimbursements will be based upon the net Cduhty property
tax supported code enforcement expenditures per dwelling or per parcel.

d. Other services. Reimbursements will be based upon the net County property tax
supported expenditures.

4.
Action
The County Council for Montgomery County, Maryland,' approves the following
resolution:

I The Final Report of the Task Force to Study the Municipal Tax Duplication
Reimbursement Program is accepted and the recommendations, as outlined in the report,

are accepted for funding within the Municipal Revenue Program

2. The recommendations contained in the Report will be implemented beginning in Fiscal
Year 1997.
3 Reimbursement payments to municipalities will be made once a year, by October 1.

4. Reimbursements for Fiscal Year 1997 will be based upon Fiscal Year 1995 actual,
audited expenditures from the County’s comprehensive annual financial report.
Thereafter annual reimbursements will continue to be based upon the actual audited

expenditures using a similar two year interval.

5. Municipalities will not be required to submit their expenditures but will be required to
provide annual certification of eligible services

6. The Task Force will meet annually to review the municipal revenue program.



Resolution No. 13-650

7. To the extent that the County Council is required to meet annually and discuss with each
municipality the rate for assessments or the tax reimbursement program, the Council
‘delegates this duty to the County Executive or his delegate, who should then report back

to the County Council.

This is a correct copy of Council action.

County Executive



@ity of Takoma Park, Hargland

7500 MAPLE AVENUE
TAKOMA PARK, MD 20912

OFFICE OF CITY ADMINISTRATOR
TELEPHONE (301) 270-1700
FAX (301) 270-8794

May 5, 2001

The Honorable Marilyn Praisner

Chair, Management and Fiscal Policy Committee
Montgomery County Council

100 Maryland Avenue

Rockville, Maryland 20850

Dear Mrs. Praisner:

The City of Takoma Park respectfully requests an opportunity to meet with the
Management and Fiscal Policy Committee to discuss recent actions concerning the Municipal
Tax Duplication figures for Takoma Park related to police services. I understand the Committee
is scheduled to meet on Monday and there may be an opportunity to have this item added to the
agenda. Iappreciate your willingness to work with us during this very busy time.

We belatedly learned that the MFP Committee met on May 2™ to consider an adjustment
to the Takoma Park MTD for police services. An e-mail was sent to me on May 1* alerting me
to the meeting, but unfortunately I was not able to access my e-mails until after Wednesday’s
committee meeting. It was also unfortunate that an important letter from Robert Kendal to me
was not made available to Mr. Sherer before the meeting to be considered by the Committee.

Our concerns are as follows. Last year, the police rebate was significantly reduced from
previous years. We were told that in previous years the calculations had been done incorrectly
and that therefore we would be receiving $196,220 less than expected in FYO1. Rather than have
our budget harmed last year, we were told we could pay this amount back over the next two
years. We agreed, providing an explanation for the calculation change could be adequately
explaiied. We were persistent, but largely unsuccessful, in trying to sit down with OMB staff to
understand the change in calculations. In researching the calculations and speaking with County
staff, we learned unofficially in January of this year that the method for calculating police salaries
had been changed without notice or consultation. This was finally confirmed by OMB staff in
March. There are significant issues related to this new method of calculation. Because of this,
and because the City was not notified of the method change until so late in the fiscal year, an
agreement was reached between the City and the Executive’s Office to jointly review the merits
and effects of the new method of calculation.

With the outcome of this joint review uncertain, the agreement also included a proposed

budget amendment increasing the payment to Takoma Park by $139,870, which is less than the
City would have received under the past agreed method of calculation. Given the issues



involved, this is an understandable figure as we go through the review process. The timeframes
of tize agreement also allow the City time to prepare for any repayments, if merited, that may be

deemned to be needed once the review is completed.

We ask the Management and Fiscal Policy Committee, and the Council as a whole, to
allow this joint review process to proceed under the terms of the agreement the City has with the
Executive. We therefore ask that the proposed budget increase of $139,870 be approved.

Thank you for your consideration.

Sincerely,

fichen/ V. Py st

City Administrator

cc: C. Sherer
B. Romer
R. Kendal
J. Beach
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Mr. Richard M. Finn

City Administrator

City Hall

7500 Maple Avenue

Takoma Park, Maryland 20912
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Thank you for meeting with Mr. Romer, Mr. Beach, and me last week regarding concerns
the City has regarding payments made by Montgomery County that relate to police services.

=4

This letter attempts to capture the agreements we reached at that meeting.

To provide a starting point, I have attached a display of how OMB has calculated the
amount we believe is due to the City for FY02 for police services. This.is the part of the tax
duplication reimbursement that was not included in our recent letter to you that covered all other
services. You will see that by our calculations the correct amount would be $1,208,850.

On behalf of the City, you have asked that we suspend judgment on the amount of money
due in FY02 in order that additional discussion can take place. Mr. Romer has agreed. to that.

" Further, you asked that we continue to pay in FY02 pursuant to the “old” approach (last used for
the payment in FY00) and that we not require any repayment by the City of any funds advanced
in FYO1. After discussion, Mr. Romer agreed to support about one-half of this request. Mr.
Romer’s offer would cut by one-half the reduction that the City would have experienced in
FY02. (See attached.) Finally, Mr. Romer agreed that the County, via OMB, would participate
in discussions with the City about the police reimbursement subject with the following
understandings:

o By its fiscal actions for FY02, the County is not at this time agreeing to the validity of
any claims or contentions by the City regarding amounts due in FYO1 or later;

o The County views the amount of $1 ,348.720 above at this time as $139,870 in excess
of the amount properly due to the City ($1,302,096 less the first repayment of
$93,246) and considers it, therefore, as another advance to the City, subject to
repayment.

Office of the Director
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Mr. Richard M. Finn
April 26,2001
Page 2

e Any discussions this summer must begin with delivery by the City to the County, by
May 31, 2001, of a specific proposal on calculation of the reimbursement for police
services including the specific cost elements, as 2 starting point.

o All discussions must conclude by October 31, 2001, in order for the results to be
factored into County and City budget preparation for FYO03. '

On Monday, April 23,2001, Mr. Duncan agreed to Mr. Romer’s recommendation
pursuant to the agreement above and included $139,870 in his budget amendment memorandum
to the County Council. We will have to monitor the Council’s actions between now and the end
of May to determine their reaction to the County Executive’s proposal regarding the City.

I am designating Joe Beach, OMB?’s Operating Budget Manager, as your contact in this
matter. He and I will work closely with you to complete discussions by the target date
(hopefully, sooner). Joe can be reached at (240) 777-2778.

Sincerely,

2 b—

Robert K. Kendal, Director
Office of Management and Budget

RKK:rpe
Attachment

cc:  Bruce Romer, Chief Administrative Officer
Joseph Beach, OMB

m:\dircor\Finn2 April 26



C D E F
2
3 Municipal Tax Duplication - Payment for Takoma Park Police
4
5
6 FYO01 FYo02 Change
7 |Officer Salaries and Fringes 1,845,£05 1,866,678 21,073
8 [Personal Patrol Vehicles 244,919 239,384 (5,535)
9 |Deduction for Police NDA (385,550) (385,550) -
10 [Deduction for State Grant (407,753) (428,689) (20,936)
12 |Subtotal - MTD Payment 1,297,221 1,291,823 (5,398)
14 [Correction of NDA Amount __ 10,273 10,273
16 |Subtotal after Correction 1,297,221 1,302,096 4,875
18 |Repayment due (93,246) (93,246)
20 |Net NDA Payment 1,297,221 1,208,850 (88,371)|
22 [Special FY01 Payment to City 186,492 (186,492)
24 [Total Amount Due 1,483,713 1,208,850 (274,863)
26 [CAO Adjustment - 139,870 139,870
28 |Total CAO Recommendation 1,483,713 | . 1,348,720 (134,993)
30 |Amount over calc'd payment 186,492 46,624 B |
31
32 : o :
33 [Note: The Officer Salaries and Fringes numbers for EFY01 and FY02 were each increased
34 |by $1 to adjust for a rounding error. KA 3/27/01 _
gg The CAO Adius‘mém was made at a meeting with RKK, JB, Rick Finn, Jim Rosenthal, and
37 lihe CAO on 4/17/2001. The $139,870 equals the FY01 transition payment ($186,492) plus -
38 |deferral of the first repayment ($93.246), divided by two.

ARIFE A T e M\ TabAama Darlke Thart



APPENDIX:
CALCULATION OF FY02 AMOUNT DUE TO TAKONMA PARK FOR POLICE
SERVICES (PRIOR TO CAO RECOMMENDED ADJUSTMENT FOR
FURTHER TRANSITION).

Updated: February, 2001

OMRB staff has been working to clarify all aspects of MTD payments to municipalities,
with the hope of making payments more understandable and easier to develop. The
County’s MTD payments for FY01 and the payments that are part of the County
Executive's Recommended FY02 Budget have been based on the recommendations in

the Tax Duplication Task Force Final Report, dated June 5, 1996. This report is not more
specific about calculations for the Takoma Park police payment other than: 1) using
actual net County expenditures for two prior years; and 2) using the standard of the
expenditures that would be incurred had the County provided the service.

In the process of verifying payments for the FY01 Operating Budget, we discovered that
the salaries and fringes that had been used for Police Officers were probably based on
Police Officer II's only, not the combination of County police officers that would
normally staff a police station. Based on the guidance of the Tax Duplication Report,
there is no justification for using PO III's only, because county patrol beats are staffed
using a combination of PO I's, PO II’s, and PO IIT's.

The numbers below represent the calculation of the County payments for Takoma Park
Police services based on this methodology. Payments are based on Takoma Park’s
weighted workload, County costs for police and patrol vehicles, and the County’s first
responder annual hours per officer. The results are reduced by other State and County
payments made directly to the City for Police services. TOE J B

Officer Salaries and Fringes: fs s _ .
Police officer costs are based on the FY00 BUD211 report, which is produced by our
Finance Department. Salary increases are somewhat offset by the decrease in Takoma
Park’s weighted workload between FY99 and FY00. See the artached sheets for details.

i:'Y 02 Recommendation $1,866,678
FYO0l Payment $1,845,605
Increase $ 21,073

Personal Patrol Vehicles (PPVs):
The total payment for PPVs is reduced somewhat because Takoma Park’s weighted
workload decreased between FY99 and FY00.

FY02 Recommendation $ 239,384
FYO0l Payment $ 244919
Decrease $ -5,535

Deductions to Takoma Park Police Payments:

FAV andaAdata b uime AN TP PAlice Tale 07? 1



OMB reduces the gross police reimbursement by two amounts, the Takoma Park Police
Rebate Non Departmental Account (NDA) and the Maryland State Police State Aid for
Police Protection Grant. These deductions vary annually and affect the net payment to
the City for Police.

Police NDA State Grant Total
FY02 Recommendation $-385,550 $ 428,689 $-814,239
FYO01 Payment $-385,550 $-407,753 $-793,303
Increase in Deduction $ 0 . $ -20,936 $ -20,936

Total Takoma Park Police Changes:

FY02 Recommendation $1,291,823
FYO01 Payment $1,297,221
Net Decrease $ -5,398

In the FY01 payment we deducted too much by using the FY00 NDA payment of
$385,550 (only one year prior) rather than the FY99 payment which was $375,277 (two
years prior). The FY02 payment there fore must also include the restoration of $10,273 to
accurately reflect the amount the City should have received in FY01. When that
adjustment is made, the payment to the City would have a net increase of $4,875.

Total Net Takoma Park Police Changes:

FY02 Recommendation $1,302,096

FYO01 Payment $1,297,221
Net Increase $ 4,875

Special Payment to Takoma Park in FY01: s B C oy m -

Our refined calculations last spring for FYO01 notwithstanding, OMB acknowledged the

City’s concern that the timing of the information made preparation of the City’s budget

very difficult. Therefore, we joined the MFP Committee and the full County Council in
honoring the City’s request for the larger payment that the City believed was called for.
However, OMB and the MFP Committee understood that the extra payment was tobea
transition advance, to be repaid over two years (FY02 and FY03).

FY02 Recommendation $§ -93,246

FYO01 Payment $ 186,492
Net Decrease $ -279,738
Grand Total

FY02 Recommendation $ 1,208,850
FYO01 Payment $ 1,483,713
Net Decrease $ -274,863

188

AT 1 A S e M ATODA el A 10D 2



1100 Net Takoma Park Police Services Payment —>

101

M | N | o | P | Q | R | S | U |
50 FY01 POLICE SERVICES PAYMENT TO
61 CITY OF TAKOMA PARK
62
63 [Takoma Park's Weighted Workload 16,061
54 |(Major D. Wortman - TPPD)
65
66 |Divided by MCPD First Responder Annual Hours/ Officer 557
67
68 |Weighted Workyears 28.83
69
70 [Less 10% for MCPD Telephone Reporting Unit (TRU) 25.95
71l
72 |Less 5% for MCPD False Alarm Reduction Unit (FARU) 24.65
73
74 |Patrol: Weighted WYs
75 |Police Officer Salary & Wages $ 42,710 24.65 $ 1,052,963
76 [Police Officer Fringe Benefits '$ 16,277 24.65 $ 401,290
77 [Patrol Vehicles :$ 8,356 24.65 $ 206,007
78 Subtotal —> $ 1,660,259
79 : t
80 |Criminal Investigations Division - CID (7% of Patrol Weighted WYs)
81 [CID Officer Salary & Wages ' $ 50,766 173 $. 87,610
82 [CID Officer Fringe Benefits ) $ 20,190 : : 1.73 $ 34,843
83 [CID Vehicles '$ 8,356 1.73 $ 14,420
84 X Subtotal —> $.. 136,874
‘86 [Supervisor Span of Control (Sum of Patrof and CID Weighted WYs/9) o
87 [Sergeant Salary & Wages '$ 65,939 o 293 $ 193,271
88 |Sergeant Fringe Benefits $ . 25,802 293 $ 75,627
89 |Sergeant Vehicles $ 8,356 2.93 $ 24,492
90 Subtotal —> $ 293,390
R
92| Total Gross Police Reimbursement —> $ 2,090,524
93
94 (Deduétions) for other City Police-related payments
95
96 |FY00 Takoma Park Police NDA ($0.12 per $100) $ (385,550)
97
98 [Maryland State Police 1999 State Aid for Police Protection Grant $ (407,753)
89
$ 1,297,221

189




M | N | O | P | Q I R | 5] | T U |
60 FY02 POLICE SERVICES PAY MENT TO
61 CITY OF TAKOMA PARK
62

63

Takoma Park's Weighted Workload | 15,698 l

64 |(Lt. James Rosenthal - TPPD - 2/13/01, FY00 data)

65

66 |Divided by MCPD First Responder Annual Hours/ Officer 557
67

68 |Weighted Workyears ' 28.18
69 |

20 {LLess 10% for MCPD Telephone Reporting Unit (TRU) 25.36
71

75 |Less 5% for MCPD False Alarm Reduction Unit (FARU) 24.10
73

74 |Patrol: Weighted WYs
75 |Police Officer Salary & Wages® $ 44,859 2410
76 |Palice Officer Fringe Benefits® "$ 16414 24.10
77 |Patrol Vehicles ** $ 8,356 24.10
78 Subtotal —>
79

80 |Criminal Investigations Division - CID (7% of Patro} Weighted WYs)

81 |CID Officer Salary & Wages® $ - 54,2219 B 1.69
82 lCID Officer Fringe Benefits® $ 20782 ... 189
83 |CID Vehicles™ $ 8356 . 169
84 Subtotal —>
8BS ; w

86 | Supervisor Span of Control (Sum of Patrol and CID Weighted WYs/9)

87 |Sergeant Salary & Wages® ' $ 67,186 2.86
88 | Sergeant Fringe Benefits® $ 24862 ' 2.B86
89 | Sergeant Vehicles®™ $ 8356 2.86
90 - Subtotal —>
91

g2 | Total Gross Police Reimbursement —>

93

94 | (Deductions) for other City Police-related payments

95

96 {FY98 Takoma Park Police NDA ($0.12 per $1 00) [Correcting Error]

97

98 |Maryland State Police 2000 State Aid for Police Protection Grant

99

700l Net Takoma Park Police Services Payment —>

101

102|* Salaies and Fringes come from BUD 211 for FY0O.

103

$ 1,080,948
$ 395,521
$ 201,351
s 1,677,820
$ 91,454
$ 35,054
$ 14,095
$ 140,603
$ 192,475
$ 71,225
$ 23,938
$ 287.639
$ 2,106,062
$ (375,277
$  (428,689)
$ 1,302,096




@ity of Takoma Park, Margland

OFFICE OF CITY ADMINISTRATOR

TELEPHONE (301) 270-1700
FAX (301) 270-8734

7500 MAPLE AVENUE
TAKOMA PARK, MD 20912

March 13, 2001

Mr. Robert Kendal

Director, Office of Management
and Budget

101 Monroe St., 14 Floor

Rockville, MD 20850

Dear Bob:

Pursuant to our discussion on Friday, March 2, I am submitting this letter as a proposal by
the City on how we can resolve our differences as it pertains to the calculation of the City's Police
rebate formulae. As I understand it several years ago the City and County worked for many hours
in a spirit of cooperation and ultimately reached a Rebate formulae that was agreeable to by both
parties. Up until FY 2000-01 the Formulae was calculated in the same manner by the County.
However, during the FY 2000-01 the County changed one of the components used in the calculation
of the formulae which unfortunately had a negative effect on the amount of the rebate that the City
was eligible to receive from the County.

Recently, with the cooperation of the County Office of Budget and Management Staff the
City determined that the components of the formulae that had changed pertained to how the County
calculated the average cost of the County Police Officers. Up until FY 2000-01 the County had used
the average cost of 2 County PO Il in its calculation of the City's Police rebate. However, during
the 2000-01 FY the County changed the manner that it calculated this component of the formulae
and used the average of all County PO I, PO II, and PO III positions. Since the PO I and PO II
positions are paid less then the PO III positions the effect of the change was that the average cost of
a County Police Officer for purposes of the Police Rebate formulae was reduced by approximately
$10,000. The net effect of this change was that the City's allocation for FY 2000-01 was
approximately $280,000 less then it would have been if the County has used the same Formulae that
it had previously used. :

The City's purpose at this time is not to debate the merits of the County's change to the
formulae but to appeal to the appropriate County official the actions that were taken last year. If the



Mr. Robert Kendal Page - 2 -
Qifrecrar, OMB

County wishes to amend the formulae (or any cf its compon2nts) the City is prepared to meet and
discuss the matter. However, at the present time the City makes the following proposal:

. That the County recalculate the FY 2000-01 FY Police rebate formulae and use the
average cost of a County PO III and then adjust the City's Police rebate calculation

accordingly.

. That the County calculate the FY 2001-02 Police rebate using the average cost of a
County PO III.

. That the City and the County set a meeting date ASAP to review the existing Police

rebate formulae and to define a fair and equitable rebate formulae that recognizes the
legal requirements as well as fairness issue (toboth County and City taxpayers). The
results of these discussions would be used in identifying a Police rebate formulae that
would be used in FY 2002-03.

We look forward to your consideration of this request. As I indicated to you during our
telephone discussion, it is my desire to resolve this matter at the Staff level if it is at all possible.
If you would like to meet to discuss this matter further, please let me know and I will do my best to
accommodate your schedule. Given the County Budget cycle, I believe it is in our mutual interest
to get this matter resolved as quickly as possible.

City Administrator

C:\MyFihs\F!MF_Kendal.wpd:pff:March 13, 2001 {2:20pm})



MEMORANDUM: S r
T0: Richard M. Finn
City Administrator
FROM: _Linda C. McKenzie
: Finance

James G. Rosenthal
Police Department

SUBJECT: Duplicate Tax Rebate, Momgc-')h-il‘é;y 'Couﬁfy :

" patlE: 5 February 2001

On 12 January 2001, we met with members of the Montgomery County Office
of Management and Budget, headed by Joseph Cifelli, to discuss the FY01 and FY02
police department rebate. During that meeting we learned that for purposes of the
FY01 rebate, the County changed the means in which they calculated the salary of
police officer.” Because of the change, the County was of the belief that the City had
~ been paid more money than was earned. BT Wi &

The original numbers given to us by the County were. j$_§2,‘297 for salary and
after our budget was in process, the County changed the number to $42,710 thus
" causing a shortage in our budget. At the time of this change, the County was not
* . able to tell us how the numbers were obtained nor what justification they had to
change them. During a subsequent meeting,. which you attended, we learned that
. the County was investigating means to lower the amount of money returned to the
 City as part of the police rebate. et tUELRRRS
. -For FYO01 rebate purposes, the County changed the practice of using the salary
of “POllIs” to using an average of POV, POIl and POIll, with POl and POIl having smaller
salaries. The County made this change without any negotiation or notification. It
was after the change that the County made the asserﬁori th'at_the City had been
- overpaid. SRR

Investigation by us indicate a clear past practice of using: POIll salary for rebate
purposes; FY98, the salary was $54,720, FY99, the salary was $ 51,026 and
 (originally) FY01, the salary was $52,297. We do not have the salary numbers for
FY00. The salary numbers are based on a two (2) year delay, e.g. the FY98 salary
numbers were actual FY96 salaries. Comoge o PP



Using the two (2) year delay factor, the City does not owe the County for over

payment and it is our b

clief that the salaries used for the FY02 police rebate should be

based on the actual FY98 POlll salary line. Should the County or the City want to

change the method used for the police rebate, it sh’o_tilc_l be negotiated.

attéchments (3)

" cc:  Chief Anderson
file '



@ity of Takoma Park, Marpland

OFFICE OF CITY ADMINISTRATOR

TELEPHONE (301) 270-1700
FAX (301) 270-8794

7500 MAPLE AVENUE
TAKOMA PARK, MD 20912

November 17, 2000

Robert Kendall, Director

Office of Budget and Management
101 Monroe Street, 14* Floor
Rockville, MD 20850

Dear Mr. Kendall:

Please accept this letter as an official request to meet with you and your appropriate Staff
members to discuss the Takoma Park Police rebate formula. As you will recall, the City was advise
during a meeting at your office last Spring that its Police rebate allocation would be significantly
reduced due to an error in how the formulae as calculated. More specifically, we were advised that
several years ago one of your Staff members used the wrong Montgomery County Police average
personnel cost information when calculating the Takoma Park formulae. Due to this error, you
informed us that the City had been receiving a larger rebate then what was provided for by the
approved formula. As a result, the City was advised that our Police rebate allocation from the
County would be decreasing by approximately $150,000 during the 2000-01 fiscal year.

During our meeting last spring you illustrated on the summary sheets what the correct
personnel cost figures were and how the corrected figures reduced the Takoma Park Police rebate
allocation. However, at that time the City was only shown the total numbers that were inserted into
the Rebate Summary Sheets. You advised us that due to a change in the Staff the error was
identified and corrected as part of the 2000-01 FY budget process.

Although the City can appreciate that errors do occur the effect of this error has caused a
significant fiscal impact on the City’s existing Police department budget and it will have a profound
negative effect on future budgets. During the months of January, February and March, the City was
given what you later identified as incorrect information. We were advised that this had occurred
because there was a new employee assigned to putting the rebate formulae together. The fact that
we are being effected by the use of different numbers calculated by a different employee is of major -
concern to the City. We would like to meet with you, Brian Hunt and Ketta Abeshouse so that we
can come to understand what errors were made and how they were made. Equally important, we
want to learn how the County Staff developed two different calculations for the average cost for
County Police personnel during two successive years.



Office of Budget and Management

Montgomery County Page -2-

Please understand that the City views this matter as a serious fiscal issueand we need to fully
understand what happened and why it happened. We 'view the change made by the County in
determining how the average cost of County Police expenditure is calculated as a change in the
formulae and therefore something that should be discussed and negotiated.

Realizing that you are in the process of beginning the 2001-02 fiscal budget it would seem
that we should meet and discuss this matter as soon as possible. I would like to call you prior to the
Thanksgiving weekend so that we can schedule a meeting. Thank you for you cooperation and I
look forward to resolving this matter to our mutual satisfaction.

o0 City Council
Asst. City Administrator Wayne Hobbs
City Clerk Cathy Sartoph
City Treasurer Linda McKenzie
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MEMORANDUM

TO: Marilyn Praisner, Chair
Management and Fiscal Policy Committee

FROM: Robert K. Kendal, Director, Office of Manageme t‘"i“"
Richard M. Finn, City Administrator, City of Takon#g Pe

DATE: May 10, 2001
SUBJECT: Municipal Tax Duplication Regarding Takoma Park Police Services

As discussed with the MFP Committee on May 8, we are jointly providing the terms of the
negotiation that the County and the City wish to have concerning the municipal tax duplication
formula regarding Takoma Park Police services.

The City has asked that the County suspend judgment on the amount of money due in FY02 in
order that additional discussion can take place. The County Executive has agreed to that.

Further, the City asked that the County continue to pay in FY(02 pursuant to the “old" approach
(last used for the payment in FY00) and that the County not require any repayment by the City of
any funds advanced in FY01. After discussion, the Executive agreed to support about one-half of
this request, cutting by one-half the reduction that the City would have experienced in FY02.
Finally, the Executive agreed that the County, via OMB, would participate in discussions with

the City about the police reimbursement subject with the following understandings:

e By its fiscal actions for FY02, the County is not at this time agreeing to the validity of any
claims or contentions by the City regarding amounts due in FYO0! or later.

° The County views the amount of $1,348,720 as $139,870 in excess of the amount
properly due to the City (31,302,096 less the first repayment of $93,246) and considers it,
therefore, as another advance to the City, subject to repayment.

° Any discussions this summer must begin with delivery by the City to the County, by May
31, 2001, of a proposal for the reimbursement for police services including the specific
cost elements, as a starting point.

° The City’s proposal will include a number of factors to evaluate in the discussion of the
formula in its efforts to have the formula accurately reflect the fair cost to the County of
providing police services to Takoma Park if Takoma Park did not have a full-service
police department. The City and County will discuss what police salary computation
should be used in the police formula to obtain an accurate salary figure. The items to
discuss will also include at least the following, none of which are included in the current
formula:



1) Police equipment and supplies. Both the City and County provide police
officers with uniforms, weapons, bullet resistant vests, portable police radios,
report forms and many other supplies.

2) Victim/witness assistance. Both the City and County provide victim/witness
coordinator services. '

3) Equipment for Police vehicles. Both the City and County provide various
equipment for police patrol vehicles (e.g., emergency lights, sirens and radios), K-
9 vehicle equipment, and Mobile Data Terminals with the associated modems and
antennas.

4) D.A.R.E. instruction. Both the City and County provide D.A.R.E. instruction
and supplies to schools.

5) Records management, property and communications. Both the City and .
County maintain records systems; process, store and dispose of impounded or
other received property; and receive calls for service in 2 communications center.

6) Civilian staff Jin lieu of” police officers. Both the City and the County use
civilian staff in non-traditional ways to free up swom officers for enforcement
activities.

As a result of these discussions, the ‘County Executive may recommend to the County
Council a change in the existing formula that further defines the variables used to
calculate the reimbursement to accurately reflect what the County would actually pay to
provide police services to the City of Takoma Park at the same level as the County
currently provides outside of the city. (Note: the fact that the City may expend funds on
things similar in character to what the County spends money on does not dispose of the
central question: is there tax duplication for the same level of service as the County
provides elsewhere. A related issue is whether or not the County would need to incur any
additional expenditures, over what it is presently spending, to provide in the City the
County’s current level of service. The County enters into these discussions with the
presumption that the formula negotiated several years ago, accurately calculated,
continues to provide a reasonable basis each year for the tax duplication reimbursement.
Nonetheless, the County will explore the City’s issues in good faith with them.) If a
change to the existing formula is recommended, the revised formula will be reduced to
writing and describe a process for future revisions to the formula if one of the parties
feels an adjustment is needed to maintain an accurate amount of reimbursement.

All discussion must conclude by October 31, 2001, in order for the results to be factored
into County and City budget preparation for FY03.

If the County Executive recomimends a revised formula it would be effective beginning
with the FY01 budget (based on FY99 figures), provided however that the City not



cc:

receive a larger payment for FY01 than would have been obtained under the pre-FY01
method of calculating the formula. Depending on the resulting formula, the City may not
be required to pay back part or all of the funds considered to be “advanced” to the City in
FY01 and FY02.

Douglas M. Duncan, County Executive
Bruce Romer, Chief Administrative Officer
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OFFICES OF THE COUNTY EXECUTIVE
Douglas M. Duncan . Bruce Romer
County Executive Chief Administrative Officer

September 7, 2004

M:s. Barbara Matthews, City Administrator
City of Takoma Park '
7500 Maple Avenue 010828

Takoma Park, Maryland 20912 o

e

= /
~"Dear Ms. Matthiews:

%cordance with paragraph three of the attached Memorandum of
Understanding (MOU) between the County and the City of Takoma Park for
Municipal Tax Duplication — Payment for Police Services, this is our notice that the
County will be using a different methodology to calculate the police patrol staffing
using actual prior year data and that this new methodology will be reflected in the
calculation of the FY07 municipal tax duplication (MTD) payment to the City for
Police services. We believe that this change in methodology serves as sufficient
cause for our staffs to meet and discuss the assumptions and methods used for
calculating the payment to the City as provided under paragraph 13 of the MOU.

This new method uses the actual County data on first responder annual hours
per officer less sick, annual, and compensatory leave; and less mandated training.
These numbers are calculated based on actual data from the prior year (e.g. FY05
data will be used for FY07). -

In addition, the calculation for administrative time will also be changed to
reflect actual data. The estimate used in the past was 31 percent. Based on more
recent information this would be changed to 16 percent. The administrative time
percentage is calculated from the data that the County’s Police Department collected
in 2000 as part of a patrol time study to assess how an officer spends his or her time.
Under this new method, the County will update the above information annually to
calculate the MTD police payment to the City.
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101 Monroe Street * Rockville, Maryland 20850
240/777-2500, TTY 240/777-2544, FAX 240,777-2517
www.co.mo.md.us
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Ms. Barbara Matthews
September 7, 2004
Page 2

If you have any questions on this issue or if you wish to discuss further,
please contact Paul Folkers at 240-777-2514 or me.

Sincerely,

T2

Bruce Romer
Chief Administrative Officer

Br:JFB
Attachments

Copies

Douglas M. Duncan, County Executive -

Steven A. Silverman, Council President |/

Tom Perez, County Council District 5

George Leventhal, Council At Large

Marilyn Praisner, Chair, Management and Fiscal Policy Committee
Paul Folkers, Assistant Chief Administrative Officer

Beverley Swaim-Staley, Director, Office of Management and Budget
Suzanne Ludlow, City of Takoma Park



MEMORANDUM OF UNDERSTANDING: TAKOMA PARK MUNICIPAL TAX
"~ DUPLICATION PAYMENT FOR POLICE SERVICES

Purpose: The purpose of this Memorandum of Understanding (MOU) is to define the method
Montgomery County, Maryland (the County) will use 1o calculate the payment to the City of
Takoma Park (the City) for police services under Chapter 30A of the Montgomery County Code.
It is understood that the amount of the reimbursement is Jimited to the amount the County
Executive estimates the County would expend if it were providing the services, and that all
expenditures by the County are subject to the limits of the funds appropriated by the County
Council. o :

It is also understood that this memorandum represents the entire agreement between the County
and the City with regard to the method to calculate the payment to the City for police services.

Definitions: The following words have the meanings indicated:

Police Officer: Refers to an authorized position in the personnel complement of the County’s
Police Department which may be filled at the Police Officer I, 11, or Il level.

City: The City of Takoma Park
County: Montgomery County, Maryland

Current Approved Budget: The current budget year for the County government which begins
on July 1% and ends on the following June 30" For example, FY02 began on July 1, 2001 and
will end on June 30, 2002.

Prior Year Approved Budget: The approved budget in the year immediately preceding the
Current Approved Budget. For example, on December 15, 2001 the Current Approved budget is
the FY02 budget and the Prior Approved Budget is the FY01 budget.

Recommended Budget: The County Executive’s Recommended operating budget for the next
fiscal year. For example during FY02, the Recommended budget is the FY03 budget.

Terms:

All of the terms of this agreement replace any previous Agreement between the City and the
County on the financial, but not operational, arrangements regarding the provision of Police
Services in the City. This Agreement does not modify any operational arrangements between the
City and the County Police Department. This Agreement also does not modify the formula for
calculating the annual payment to the City required under MCC §35-5 (appropriated in the
Takoma Park Police Rebate Non Departmental Account). The municipal tax duplication
payment (MTD) from the County to the City for Police services must be based on the amount the
County Executive estimates it would cost the County to provide the service and would include
the following:

1 Personnel Costs:
(a) Personnel costs for the number of police officers the County would provide for both
patrol and investigations. See the attached chart for the calculation of staffing for patrol
and investigations. Personnel costs will include salaries, social security, group
insurance, and retirement. The source of these cost estimates will be the County’s prior
year approved personnel complement (BPR 211 report). For example, the FY 03 MTD



MEMORANDUM OF UNDERSTA NDING: TAKOMA PARK MUNI CIPAL TAX
DUPLICATION PAYMENT FOR POLICE SERVICES

payment will be based on the FYO1 BPR211 report.

(b) Personnel costs will include any general wage adjustments and service increments
that were negotiated with the Fraternal Order of Police Lodge #35 and are effective for
the prior year approved budget. The costs will also be an average of filled and vacant
Police Officer positions that are assigned to: a) Patrol: the County’s district stations
(currently Rockville, Germantown, Silver Spring, Glenmont/Wheaton, and Bethesda);
and b) Investigations: defined as all Police Officer positions working as investigators in
the Criminal Investigations Division.

Supplies and Equipment: The tax duplication payment will also include the annual
cost budgeted per police officer for ongoing supplies and equipment. This includes
uniform replacement and cleaning, ammunition, batteries, communication, and other
‘easonable and necessary costs to maintain a police officer. The source of this
information will be the County Police Department’s Management and Budget Division
using the prior year approved budget.

Patrol:
(a) The County will derive the estimated number of Police Officers required for patrol
based on the model or practice in use by the County to staff patrol beats at the time the
prior year approved budget was adopted. Currently, the County uses a weighted
workload (WWL) model for calculating patrol staffing (see attached chart for an
example). For example, to calculate the FY03 payment the County will use the WWL
model because it was the model in use at the time of adoption of the prior year
approved budget (FY01). A different methodology is currently under review by the
County. The County will notify Takoma Park in a timely manner if a different patrol
staffing method is adopted.

(b) In order to calculate the required patrol staffing for Takoma Park, the City will need
to provide to the County no later than December 15 of each year, its weighted workload
- figures for the prior fiscal year. For example, for calculation of the FY04 payment, the
City would provide the County’s Budget Director with the FY02 weighted workload
data (7/1/2001 to 6/30/2002). However, for the FY03 payment, the County will use the
Calendar Year 2000 weighted workload data provided by the City. '

Telephone Reporting Unit (TRU) and False Alarm Reduction Unit (FARU): The
County will continue to make a reduction to the calculation of the number of patrol
officers needed to respond to the weighted workload of the City for TRU and FARU
because the County’s use of these work processes creates efficiencies that the County
would realize if it were providing police services in the City. The reduction for TRU
will be seven and one-half percent and the reduction for FARU will be five percent.

Ifthe City implements a FARU (either on its own or throu gh the County Police
Department’s FARU) then the County will remove the reduction in the calculation of
Police Officers in the appropriate year (i.e., if the City implements the FARU in FYO03

.
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the deduction will be removed in FY05). If the City implements a TRU, then the
County will decrease the deduction in the appropriate year to the degree of effectiveness
of the City’s TRU (e.g., if three percent of calls for service, on a weighted workload
basis, are diverted to the city’s TRU, then the reduction for TRU will be reduced from
7.5 percent to 4.5 percent).

However, adoption of related laws for a TRU will not be sufficient to eliminate these
deductions. The City must implement a practical system to reduce the number of calls
for service that are dispatched to police officers.

Supervision: The MTD payment will include an estimate for the cost of supervision at
the Sergeant level for patrol at a ratio of one sergeant for every nine Police Officers.
The payment will be based on the average personnel costs for all sergeants assigned as
supervisors, in the five district stations. The County will provide the City with
appropriate documentation on how this ratio was derived.

Investigators: The County will derive the estimated number of Police Officers
required forinvestigations for Takoma Park based on the ratio of Police Officers
assigned to investigative work in the Criminal Investigations Division to the number of
Police Officers assigned to patrol duties in the County’s five district stations. The
source of this information will be the County’s prior year approved personnel
complement (BPR 211 report, see attached for an example). '

Vehicles: The annual amortized cost for acquiring, equipping, and maintaining police
vehicles based on the current year budgeted data. See attached chart for details on
specific items included and the information source for this data.

State Aid: The MTD payment will also reflect a deduction for the Takoma Park Police
Rebate (paid pursuant to County Code) and State Aid for Police Protection. However,
the County will not deduct for the Municipal Sworn Officer Grant portion of State Aid
for the number of Takoma Park Police Officers exceeding the number the County
would use for providing Police services to the City of Takoma Park. For example, if
the County would use 30 officers for serving Takoma Park and the City has 41 officers,
the deduction for State Aid will not reflect the eleven additional officers employed by
Takoma Park. See the attached chart for an example of how this will be calcul ated.

Prior Year Payments: The revised formula is effective beginning with the FYOl
budget, provided however that the City can not receive a larger payment for FYO1 or
FY0?2 than would have been obtained under the pre-FY01 method of calculating the
formula. The City will not be required to pay back part or all of the funds considered to
be advanced by the County in the FYO01 and FYO02 budgets.

Inflation: None of the items in the reimbursement formula will change with the rate of
inflation, but instead will be based on the costs in the current approved budget. For
example, the FY03 payment will be based on costs used in the FYO1 Approved budget.

Bl



11.

12.

13.

MEMORANDUM OF UNDERSTANDING: TAKOMA PARK MUNICIPAL TAX

DUPLICATION PAYMENT FOR POLICE SERVICES

Reorganizations: If the names or organizational units referenced above change through
reorganization or other administrative or legal processes, the County will continue to
calculate the tax duplication payment using the personnel costs of Police Officers
assigned to patrol duties and investigative duties.

Notification: The County will notify the City of its recommended amount for
reimbursement when the County.publishes the Recommended Budget, but no later than
March 20™ of each year.

Review: Staff from the County and the City will meet once every three years, Or SOOnNEr
upon the request of either party for cause, to discuss the assumptions and methods used
for calculating the payment to the City. '



RANDUM OF UNDERSTANDING: TAKOMA PARK MUNICIPAL TAX
DUPLICATION PAYMENT FOR POLICE SERVICES :

Memorandum of Understanding and will abide by

MEMO

14. We the undersigned concur with this
its terms: '

T2 2 e

mer, Chief Administrative Officer Date

N d /-3-03

icj'a'rd M. Finn, C\i'ry Administrator
City of Takoma Park, Maryland

Approved as to Form and Legality

@aw\’\fﬁ%fm, Nec 10, 200>

CBunty[Attomcy Date




Introduced By: Councilmember Williams

WHEREAS,

WHEREAS,

WHEREAS,
WHEREAS,

WHEREAS,

WHEREAS,

Resolution No. 2002-73

Resolution Authorizing City Manager to Sign
Police Rebate Memorandum of Understanding

citizens of the City of Takoma pay taxes for police services to both the City of
Takoma Park and Montgomery County; AND

the County Code provides for a rebate of County taxes to the City of Takoma Park
in an amount that the County Executive estimates the County would spend if it
were providing the services; AND :

the process for estimating that amount had been a subject of confusion and dispute
during the last two budget seasons; AND :

staff of the City and County met to review the formula and discuss any needed
revisions to either the formula or process to update the formula; AND

several clarifications and changes to the formula were made to more accurately
represent the amount the County Executive estimates the County would spend on
police services if it were providing those services; AND

the City of Takoma Park and Montgomery County wish to formalize in a
Memorandum of Understanding those changes to the formula and process related
to tax duplication reimbursement for police services.

NOW, THEREFORE, BE IT RESOLVED BY THE CITY COUNCIL OF TAKOMA
PARK, MARYLAND THAT the City Council hereby authorizes the City Manager to
approve a Police Rebate Memorandum of Understanding reflecting the recently negotiated
formula and formula update process for tax duplication reimbursement for police services.

Adopted this 23 day of September, 2002.

(i

Cathérine E. Waters,
City-Clerk '




MEMORANDUM OF UNDERSTANDING: TAK OMA PARK MUNICIPAL TAX

DUPLICATION PAYMENT FOR POLICE SERVICES

ATTACHMENTS (For example only: cost data may change each year):

L.

Weighted Workload Model (used for calculation of patrol, supervisory, and
investigation staff) '

BPR211 Report (used for calculation of personnel costs for patrol, supervisory, and
investigations). Included as an -

Vehicle Cost Chart



M1N!0|P|Q|H|S[T u ]V
60 FY03 POLICE SERVICES PAYMENT TO
61 CITY OF TAKOMA PARK - BASED ON THE NEW MOU
62 _
53 |Takoma Park's Weighted Workload
64 |(Lt. James Rosenthal - TPPD - 2/13/01, FY00 data) :
65 _
66 |Divided by MCPD First Responder Annual Hours/ Officer 557
67 '
68 |Weighted Workyears 30.95 |
69
70 |Less 7.5% for MCPD Telephone Reporting Unit (TRU) 28.63
71 _
72 |Less 5% for MCPD False Alarm Beduction Unit (FARU) 27.20
73
74 |Patrol: . Weighted WYs
75 IPolice Officer Salary,Wages & Fringe $ 63,387 27.20 § 1,724,134
76 |Supplies and Equipinent $ 1,335 27.20 $ 36,312
77 |Patrol Vehicles ** $ 8,059 27.20 k3 219,207
78 Subtotal —> $ 1,979,653
79
80 |Criminal Investigations Division - CID (8.5% of Patrol Weighted WY's)
81 |CID Officer Salary, wages& Fringe Benefits $§ 77,292 2.31 $ 178,701
82 |Supplies and Equipment : 5 1,335 2.31 $ 3,087
83 |CID Vehicles™ & 8,059 2.31 $ 18,633
84 Subtotal —> $ 200,420
BS
86 |Supervisor Span of Control (Sum of Patrol and CID Weighted WYs/9)
87 |Sergeant Salary,Wages & Fringe Benefits $ 95161 3.28 $ 312,046
88 [Supplies and Equipment 5 1,335 3.28 5 4,378
B9 [Sergeant Vehicles™ $ 8,059 3.28 $ 26,427
190 ' Subtotal —> $ 342,851
91
g2 | Total Gross Police Reimbursement —> $ 2,522,924
93
94 |(Deductions) for other City Police-related payments
a5
06 [FY01 Takoma Park Police NDA Rebate % (387,193)
g7
98 |Maryland State Police 2001 State Aid for Police Protection Grant ’ $ (424,515)
99 ' -
100l Net Takoma Park Police Services Payment —->
101
102 Salaries and Fringes come from BUD 211 for FYO1.
103
104
105/ The cost of a PPV was shown as $8,192 in FY98, and increased by 2% for FY99 to $8,356.

{108}
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Information from Fleet Mgmt and Police Department for FYD1 has a total cost of $8059.

Takoma Park Officers

Required by MC for Police Services
Net additional TP Officers

State Municipal Officer Grant per officer
Amount 1o Reduce State Aid

Total Maryland State Police Protection Grant: FY01

Net Maryland State Police Protection Grant

sy
.
~l

$

41

32.79

8.21
$1,800
$14,775.00

439,290

$424 515

11/27/2002 419 PM
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B|C|_D|E_|F|G|H|.I|'-J]

Field Services Bureau (FSB) Workioad_ Analysis:

The FSB weighted workload (WWL) categorizes each call for service that Dispatch and
Communications receives into one of 95 classifications. For each type of call, police staff have
estimated the amount of time that a first responder officer must spend on a call, including writing any
necessary reports. One weighted workload unit equals 0.5 staff hours (30 minutes).

Once the weighted workload units are calculated over a 12 month period, they are updated to reflect

— b |-t
SIS e|e|~N|o|orf &

calls for service handled by the Telephone Reporting Unit (TRU). TRU calls are weighted and

13

subtracted from the total weighted workload for FSB. The result are workload units handled only by

14

first responders.

15

16

To determine the number of first responders needed to handle annual workload, the annual weighted

17

workload hours per first responder officer is calculated. Remember weighted workload is calculated in

18

30 minute units, so hours must be converted to units. The calculation works as follows:

19

20

Hours per workyear less sick, annual, compensatory, and mandated training:

21

22

Less 35% for Community Policing activities (non-call related) 0.35

23

24

0.31

25

Less 31% Status Time

26

Total First Responder Annual Hours per Officer

1,639

(574)

(508)

557

27 |(MCPD/ OMB is currently reviewing the FSB weighted workload and assumptions.
28 |The example shown reflects the workload and assumptions used in the Police Facilities Master Plan.)
29

30 |The chart is the Workload Analysis Formula. Please note the factors as described above
31 |(weighted workload, TRU, dedicated response time) and how they are applied within the formula.
32

33 WORKLOAD ANALYSIS FORMULA - PATROL OFFICERS

34

35 ltem: MCPD

36

37 |1. Weighted Workload Units 605,147
38

39 |2. Less 10% TRU Workload " (0.10) (60,552)
40

21 |3. Total Weighted Workload - (In half-hour units) 544,595 -
42 s s
23 |4. Weighted Units to Full Hours - (Half of line 3) 272,295_‘)
44 T
45 |5. First Response Hours per Officer per Year 557 -
46

47 |6. Subtotal First Response Officers Needed 489
48 (Line 4 / Line 5)

49

50 |7. First Response Officer Allocation 464

51

52 |8. Less Limited / Light Duty Officers (30)
53

54 |9. Total First Response Officers Allocation 434
55 -

56 |10. Total First Response Officers Needed 55
57 (Line 6 - Line 9)

11/27/2002 4:20 PM

Takoma Park Police-New MOU
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Police Vehicle Annual Costs_: Acquisition, Maintenance, Mileage, and Equipment

Replacement Cost/Year
Maintenance Cost/Year
Insurance Cost/Year
Overhead/Year
Fuel/Year
Subtotal: Acquisition/Maintenance/Other*

Push Bumper

Decals

Deer Alert

Light Bar (Strobe)

Control Box & Speaker

Flasher

Shotgun Rack

Speaker Cover

Fire Extinguisher & Kit

Radio (Pre-800 Mhz)

Vehicle Preparation Fee
Subtotal: Equipment**

Total Annual Costs
Sources: _
* MC DPWT-Division of Fleet Services

** MC Police Department

p:\development\other\tp mtd\police car.xls
11/27/2002 16:22 '

Years

Total Amortized Annual Amount
3.591

1,466

72

v 235

872

6,236

86 5 17
150 5 30
5 5 .
1,800 5 360
310 5 62
30 5 6
115 5 23
8 5 2
52 5 10
3,000 10 300
400 5 80
5,956 _ 891

7,127



Appendix R

LEGISLATION

PRINCE GEORGE'S COUNTY CODE

DIVISION 6. MUNICIPAL TAX DIFFERENTIAL
Sec. 10-183. Definitions.

(a) For purposes of this Division the following words and phrases have the meaning assigned
below, except in those instances in which the context clearly indicates a different meaning:

(1) County-wide property assessable base shall mean the total County assessable tax
base, including all municipal corporations, as used in the County's latest adopted budget.

(2) County-wide real property assessable base shall mean the County real property
assessable tax base, including all municipal corporations, as used in the County’s latest
adopted budget.

(3) County-wide personal property assessable base shall mean the County personal
property assessable tax base, including all municipal corporations, as used in the County’s
latest adopted budget.

(4) Degree of services or programs shall mean the level of eligible services or programs
performed by the municipal corporation instead of the County.

(5) Director shall mean the Director of the Office of Management and Budget.

(6) Eligible services or programs shall mean those services or programs which are
performed by a municipal corporation, and are wholly or partially funded from property tax
revenues of the municipal corporation, instead of similar County services or programs when
the similar County services or programs are wholly or partially funded from property tax
revenues in the County's general fund and the services or programs are generally
performed by the County in the unincorporated areas of the County.

(7) Municipal Corporation shall mean a city or town incorporated pursuant to Article XI-E of
the Maryland Constitution which is partially or entirely within the boundaries of Prince
George's County.

(8) Net County service or program cost shall mean the cost for a service or program as
reflected in the County's latest adopted Current Expense Budget and support documents
increased by the amount of indirect costs, including fringe benefits, applicable to that
service or program and reduced by any fees, service charges, grants or other revenue
directly attributable to that service or program.

(9) Property tax shall mean County general fund property tax revenues as stated in the
County's latest adopted budget.

(CB-134-1983; CB-47-1984; CB-75-1997; CB-1-2001)
Sec. 10-184. Municipal Tax Differential established.

(a) There is hereby established a municipal tax differential program pursuant to Section 6-305 of
the Tax-Property Article of the Annotated Code of Maryland.

(b) The County real property tax rate to be set for assessments of real property in a municipal
corporation shall be calculated and established as follows:

(1) For each eligible service or program, the County shall calculate the net County service or
program cost.

(2) The net County service or program cost for each eligible service or program shall be
calculated to reflect the portion supported by the general fund real property tax revenues.

(3) The County shall convert the calculated cost for each eligible service or program into a
real property tax rate equivalent by dividing the calculated County service cost by the Countywide
real property assessable base.

(4) The differential for each municipal corporation shall be calculated by multiplying the
degree of service or program performed by the municipal corporation by the real property tax rate
equivalent.
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(5) The differential determined pursuant to this Section shall be rounded to the nearest tenth
of a cent.

(c) The County personal property tax rate to be set for assessments of personal property in a
municipal corporation shall be calculated and established as follows:

(1) For each eligible service or program, the County shall calculate the net County service or
program cost.

(2) The net County service or program cost for each eligible service or program shall be
calculated to reflect the portion supported by the general fund personal property tax revenues.

(3) The County shall convert the calculated cost for each eligible service or program into a
personal property tax rate equivalent by dividing the calculated County service cost by the
Countywide personal property assessable base.

(4) The differential for each municipal corporation shall be calculated by multiplying the
degree of service or program performed by the municipal corporation by the personal property tax
rate equivalent.

(5) The differential determined pursuant to this Section shall be rounded to the nearest tenth
of a cent.

(d) The County real property tax rate and the personal property tax rate to be levied against all
property located within a municipal corporation shall be computed in the following manner:

(1) Beginning in Fiscal Year 2002, the applied tax differential rate for each municipality shall
be the average of the real property tax differential rate and the average of the personal property tax
differential rate calculated in accordance with Subsection (b) and Subsection (c) for the ensuing
fiscal year and the calculated real property tax rate and the personal property tax rate for the
current fiscal year and the immediately preceding three fiscal years, provided, however, that for
purposes of determining the applied tax differential rate, the tax rate levied in fiscal years 1995
through 1998, inclusive, shall be used in lieu of a calculated rate.

(2) Beginning in Fiscal Year 2004, the real property tax differential rate and the personal
property tax differential rate for each municipality shall be the average of the real property tax
differential rate and the average of the personal property tax differential rate calculated in
accordance with Subsection (b) and Subsection (c) for the ensuing fiscal year and the calculated
real property tax differential rate and the personal property tax differential rate for the current fiscal
year and the immediately preceding fiscal year.

(3) For Fiscal Year 2002, Fiscal Year 2003, and Fiscal Year 2004 only, the applied tax
differential rates for each municipality shall be the average of the real property tax differential rate
and the average of the personal property tax differential rate calculated in accordance with
Subsection (b) and Subsection (c) for the ensuing fiscal year and the tax differential rates for the
current fiscal year and the immediately preceding three fiscal years. For purposes of determining
the applied tax differential rate for real property for fiscal years prior to Fiscal Year 2001, the County
real property tax rate for those fiscal years shall be calculated by multiplying the real property tax
rate by a factor of .40.

(CB-134-1983; CB-47-1984; CB-8-1993; CB-5-1995; CB-36-1995; CB-75-1997; CB-1-2001)

Sec. 10-185. Municipal Tax Differential applied.

(a) By December 7, the County shall notify the municipal corporation of the County's determination
regarding the degree to which the municipal corporation is providing one or more eligible
services in lieu of the County. Any disagreement shall be subject to negotiation between the
County and the municipal corporation.

(b) If the County and the municipal corporation are unable to agree on the degree to which the
municipal corporation is providing one or more eligible services or programs by January 15, the
matters in dispute shall be submitted to an Arbitration Panel. The deadline may be extended by
mutual agreement.

(c) The Arbitration Panel shall be comprised of the following:

(1) One member selected by the municipal corporation involved in the dispute;
(2) One member selected by the County Executive,
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(3) One member selected jointly by the above members.

(d) At the arbitration hearing, the County and the municipality may present testimony, evidence,
and oral argument as to the matters in dispute.

(e) The Arbitration Panel shall issue its advisory determination to the County Executive and County
Council no later than February 15.

(CB-134-1983; CB-75-1997)
Sec. 10-186. Reports.

(a) The County shall provide to each municipal corporation by October 7 of each year a copy of the
County's adopted Current Expense Budget for the fiscal year which began the preceding July 1,
which documents shall be used in determining the tax differential.

(b) The County shall provide to each municipal corporation a standardized report form listing each
potentially eligible service. Each municipal corporation shall report to the Director upon such
forms and shall set forth such information as the Director may prescribe and require.
Information submitted by any municipal corporation is subject to verification by the Director.

(c) Each municipal corporation shall identify, in ten percent (10%) increments, the degree to which
it is providing eligible services to its citizens in lieu of the County providing those services.

Each municipal corporation shall complete and return the standardized report to the County by
November 7 of each year.

(CB-86-1987; CB-75-1997)
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TAX DIFFERENTIAL GUIDELINES

Note: This section is provided as an operational guideline and is not intended to be a legal
interpretation of the tax differential law.

Tax DIFFERENTIAL DEFINITION

The Tax Differential is a process for determining the appropriate property tax rates for
residents of municipalities within Prince George's County. It is used to reduce the County
government portion of the property tax bill to account for services that are provided instead by the
municipal government.

To qualify, the municipality must provide a service that replaces a service that is currently
being provided by the County. Therefore, any services provided by a municipality that are not
funded in the County’s budget or General Fund are not eligible for a tax differential credit. In
addition to the criteria outlined above, the municipality must utilize some property tax revenues to
pay for the service.

THE TAX DIFFERENTIAL TIMETABLE

e Each municipality must complete the Tax Differential Request forms and return them to the
Office of Management and Budget (OMB) no later than Wednesday, November 7, 2012.

s All municipal service levels (other than zero) must include explanation and documentation. In
particular, any changes in service level since the last fiscal year must be documented.

¢ Please provide a copy of your current budget with your request.

e The level of service section of the form must be expressed as a percentage of the total service
being replaced. (Please use 10% intervals.)

o After OMB receives the information, further information or clarification may be required. In some
cases, this could include a meeting to discuss the municipality’s request forms.

e The County will send a letter to each municipality indicating the calculated tax differential no
later than December 7, 2012,

e The value of tax differential given must be agreed upon between the Office of Management and
Budget and the respective municipality no later than January 15, 2013, otherwise the matters
in dispute shall be submitted to an arbitration panel.

SERVICE CATEGORIES DEFINED

Each service category is defined by the County Budget document. Please refer to

Appendix Il for a detailed description of specific services provided by County departments. To help
clarify, some concise guidelines are provided below.
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o Public Works. To be eligible for the Public Works debt service credit, the municipality’s service
must include building and overhauling streets and owning or leasing needed public works

vehicles.

o Aging Services. To be eligible for the Aging Services credit, the municipality must provide a
social service to elderly citizens that is currently provided by the County. Whenever it is
possible, any agreement with the County's Department of Family Services regarding a division
of labor for this activity should be provided.

e Housing and Community Development. To be eligible for the Housing and Community
Development credit, the municipality must provide a locally supported service in housing or
community development that is currently provided by the County. This credit will apply only
where a municipality performs at least one of the following services:

- Provides a contribution, including human resources, to the Redevelopment Authority,
- Provides grant writing, administration, reporting or monitoring services if non-CDBG
(Community Development Block Grant) funded.

o Homeland Security (Public Safety Communications)

o Police Dispatch Services. To be eligible for the Police Dispatch Services credit, the
municipality must provide its own police dispatch services, including paging or 911
services.

o Fire Dispatch Services. To be eligible for the Fire Dispatch Services credit, the
municipality must provide its own fire communication and dispatch services, including
paging or 911 services.

e Police Patrol. To receive this service credit, the municipality must provide police patrol
services that are currently performed by the County. Therefore, a contract for patrol service to
supplement the County Police is not eligible for the credit. The percentage of average weeks
that patrol service is provided will guide the percentage of credit. Other factors may also be
considered.

» Police Support Services. To receive this service credit, the municipality must provide
detective services, crime laboratory services, crime analysis, and burglar alarm services.
Specific agreements with the County police should be provided.

o Police Strategic Management. To receive this service credit, the municipality must provide its
own internal support services for its police department. Please refer to the budget document for
detailed breakdown of related services.

o Fire Services. For the Fire Services credit, the question of replacement of County costs is
again central. A replacement credit applies for municipalities that provide one or more of the
following:

- Debt service on a fire station,

- Full or partial funding for equipment, or
- Funding for career personnel and/or training costs.

« Animal Management. To fully replace the County's cost in this service area, a municipality
would need to provide field staff, short- and long-term boarding facilities, veterinary care, and
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related support services. Credit is also given for doing any part of this activity that replaces a
County service.

o Library Service. To receive credit for Library Service, the municipality must operate a library
facility that replaces the need for all or part of a County library. To receive credit for debt
service the municipality must provide a facility or pay the cost of a facility used by a County
library or other library that replaces all or part of the need for County library service.

o Street Lighting. Street Lighting includes street lighting and traffic lights. Such lighting must
replace a County cost.

THE TAX DIFFERENTIAL CALCULATION PROCESS

The FY 2013 Approved Budget determines the FY 2014 Tax Differential. OMB makes the
following adjustments beginning with the individual agency budgets. (The computation described
below is illustrated in the Appendices to this document.) This calculation reflects the changes
required by the State Truth in Taxation Law to impose two different rates for Real Property Tax and
Personal Property Tax, effective in FY 2002. The impact on individual municipalities is revenue
neutral.

e Step 1. Agency Budgets are adjusted by the following:

- Indirect costs are not shown at agency levels (includes depreciation)

- Capital outlay costs are included in the indirect costs

- FY 2013 budget costs are reduced by non-property tax revenues directly related to service

- FY 2013 support costs (Budget, Finance, Law, etc.) are reflected in indirect costs

- FY 2013 services which are provided entirely by the County are eliminated

- FY 2013 budget costs are adjusted to reflect the portion supported by General Fund Real
Property Tax revenues and the portion supported by General Fund Personal Property Tax
revenues.

e Step 2. FY 2013 debt service is allocated to appropriate functional categories.

e Step 3. FY 2013 remaining programs are translated into cents on the real property tax rate and
personal property tax rate by dividing the cost by the FY 2013 Real Property Tax Base and
Personal Property Tax Base, respectively.

This creates the base for the calculation of the tax differential for the individual municipalities.

HOW TO DETERMINE THE ESTIMATED TAX RELIEF OF A MUNICIPALITY (EXAMPLE)
Town X

Real Property Personal Property

Unadjusted Municipal Tax Rate (Service Level) for FY 2014 $0.0722 $0.1805
Unadjusted Municipal Tax Rate plus the calculated

rate for each of the last 2 years (3 years total) $0.1736 $0.4341
Divide by 3= $0.0579 $0.1447
Equals the Tax Differential Rate for FY 2014 $0.0579 $0.1447
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Times the Estimated Municipal Base

Divided by $100

Equals the Total FY 2014 Estimated Tax Relief for Town X
FY 2014 Property Tax Base of Town X

FY 2014 Total Property Tax Base Combined of Town X
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$132,864,930 $5,905,108

$100 $100
$76,929 + $8,545 = $85,474
$132,864,930 + $5,905,108

=$138,770,038



Appendix Il

Service Category Description

Source: Prince George’s County FY 2013 Approved Operating Budget Book
{httg:!Mww.Qrincegeoggescoungmd.gowGovernment!Agencvlndex!OMB!Apnroved Budget FY2013/)

Department of Public Works and Transportation

Project Management

Project Management provides administration and coordination of the Capital Improvement
Program (CIP) and is organized into two divisions: Highways and Bridges Division and Right-of-
Way Division.

The Highways and Bridges Division provides administration, design, and coordination of all
activities necessary to prepare procurement ready contracts for construction of road, drainage,
flood control, and bridge related capital improvements, as well as rehabilitation contracts for
County infrastructure; inspects and manages County inventory of bridges; bids work and
oversees construction of CIP projects by providing a full range of construction management
services and supervision of project contractors; and manages specialized consultants engaged in
the design, inspection and oversight of County construction contracts.

The Right-of-Way Division provides timely appraisal and acquisition of necessary rights-of-way
and easements required for CIP projects and rehabilitation activities; provides property
acquisition support for other County departments; and supports the development community in
processing storm drainage easements associated with the building permit process. (Operating
costs are recovered from the County's CIP.)

Transportation
Transportation provides administration and departmental coordination for its two operating
divisions: Traffic Management and Operations Division and Transit Division.

The Traffic Management and Operations Division operates the Traffic Response and Information
Partnership (TRIP) Center; provides coordination for traffic incidents, emergencies and special
events; constructs and maintains traffic signals; designs, fabricates and installs roadway signs;
and installs and maintains transverse and longitudinal traffic pavement markings on roadways.

The Transit Division manages operation of local transit services including TheBus, Call-A-Cab,
Call-A-Bus, Rideshare and Fringe Parking programs. The division provides transit services to the
public and special communities such as the elderly and disabled. The division also advises
County officials on mass transit operations, including Metrobus, Metrorail and commuter rail
services, analyzes transit data; and provides route-planning services.

Engineering

Engineering provides administration and coordination of engineering, inspections, and permitting
programs; and provides technical assistance to other entities including the County Council,
citizens, and development community regarding roadway design. The division is organized into
two units:

Engineering and Inspection Services Division oversees design of non-CIP projects; reviews and
approves subdivision street construction plans; inspects and/or issues permits for work within
rights-of-way; reviews and provides input to M-NCPPC on proposed subdivisions; processes
petitions to close streets; performs quality control testing on construction materials in support of
permits and CIP projects; reviews storm drain/stormwater management plans, floodplain studies
and delineations; reviews/approves grading plans in accordance with County's Grading Code;
issues grading permits related to any proposed improvements and developments; inspects
grading for building construction and landfill operations, storm drain/stormwater management
pond facilities and common areas; enforces erosion/sediment control measures; administers
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Appendix 11

County's Critical Area Program; coordinates removal of illegal signs from public rights-of-way;
and General Specifications and Standards for Roadways and Bridges, and Policy and
Specification for Utility Installation and Maintenance Permits.

Traffic Safety Division oversees transportation infrastructure to ensure safe and efficient mobility
for drivers and pedestrians, compliance with the Americans with Disabilities Act, and reduction of
traffic congestion; reviews and approves traffic studies and roadway designs; designs and
coordinates traffic control device installations; implements Neighborhood Traffic Management and
street lighting programs; reviews, approves, and monitors traffic lane assignments and utility work
within public rights-of-way; designs and reviews roadway striping, signage and maintenance of
traffic plans; designs in-house traffic control signal plans and reviews and approves signal
designs prepared by consultants as part of the development approval process and CIP projects.

Department of Family Services

Aging Services Division

The Aging Services Division serves as the County's Area Agency on Aging and provides
advocacy and a broad range of services for older persons and their families by helping them
receive assistance or remain actively involved in their community. The division ensures the
provision of programs and services in accordance with the Older Americans Act.

Department of Housing and Community Development

Redevelopment Division

The Redevelopment Division serves as the administrative support for the Redevelopment
Authority. This division performs the daily duties and activities of the Redevelopment Authority,
as well as facilitates private sector development to help revitalize distressed communities.

Office of Homeland Security

Public Safety Communications

The Public Safety Communications Division is primarily responsible for the 9-1-1 center and the
support of certain public safety technology. The 9-1-1 center provides emergency call services to
citizens and dispatches services to the appropriate public safety agencies.

The division also supports certain public safety technology systems including radio
communications equipment, in-car cameras and the mobile data computer information system
(MDCIS) maintenance.

Police Department

Patrol Services

The Bureau of Patrol encompasses six (6) District police stations and the Special Investigations
Division. As the largest bureau within the agency, the Bureau of Patrol has the primary
responsibility for the prevention and elimination of crime and unsafe acts in the County. ltis
responsible for 24-hour, 7-day a week patrol and operational functions throughout the County.
The district stations provide intelligence-based directed patrol, implementing a proactive
community policing philosophy in partnership with community residents and citizens. Also, the
district stations have specialized investigative, community response and traffic enforcement
functions.

The Special Investigations Division addresses critical and complex criminal investigations. It
incorporates seven units: the Gang Unit, the WAVE Team (Washington Area Vehicle
Enforcement Team), the Violent Repeat Offenders Unit, the Scrap Metal Unit, Pawn Unit,
Organized Retail Unit and the Collaborative Supervision and Focused Enforcement and Justice
Assistance Grant (CSAFE/JAG) Unit. The Gang Unit focuses on identifying and dismantling
organized criminal gangs operating within Prince George's County. The WAVE Team is
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Appendix I

comprised of police officers from Prince George’s County and other Maryland police agencies.
The task force is responsible for identifying vehicle auto theft rings and apprehending multiple
auto theft offenders. Education and prevention are also presented to civic groups and community
members. The Violent Repeat Offenders Unit consists of officers who aggressively target known
prior violent offenders with the goal of reducing violent crime and associated criminal activity.

The Scrap Metal Unit and the Pawn Unit conduct both overt and covert investigations at the 70
different pawn shops and second-hand dealers throughout the County. The Organized Retail
Theft Unit investigates business-related thefts, embezzlement, fraud, and liaisons with retailers in
the County that are suffering large losses.

Support Services

The Bureau of Support Services has the primary responsibility of investigating serious criminal
violations of law and detecting perpetrators of crime. The Bureau is divided into five major areas:
the Criminal Investigation Division, Narcotic Enforcement Division, Forensic Services Division,
Special Operations Division and the Homeland Security Division/Joint Analysis Intelligence
Center.

The Criminal Investigation Division (CID) is divided into the Homicide Section, Robbery Section,
Special Crimes Section and the Evidence Section. They are tasked with major crime
investigations including homicide, sexual assaults, child abuse, commercial and residential
robberies, and repeat offenders. The Narcotic Enforcement Division (NED) is comprised of the
Major Narcotic and Street Narcotic Sections. This division investigates all drug activity and
organized crime. The Forensic Services Division (FSD) is comprised of the Drug Analysis
Laboratory, Firearms Examination Unit, Serology/DNA Laboratory and the Regional Automated
Fingerprint Identification System (RAFIS). These units are responsible for the analysis of all DNA
evidence, controlled dangerous substances, firearms and latent fingerprints. The Special
Operations Division (SOD) consists of the Tactical Section, Motors Section, Canine Section,
Aviation Section, and Special Services Section. This division is responsible for handling high risk
incidents; conducting specialized traffic enforcement; reconstructing fatal motor vehicle crashes;
searching for persons and property with the assistance of canines and providing aerial support to
police operations. The Homeland Security Division includes the Homeland Security Intelligence
Unit and the Joint Analysis Intelligence Center (JAIC). This division establishes and maintains a
proactive role in the identification and investigation of individuals and groups that seek to violate
the security of Prince George's County citizens.

Strategic Management

The Bureau of Strategic Management is comprised of the following divisions: Planning and
Research, Records Management, Community Services, Critical Support Services and the
Executive Review Panel Chairperson.

The Planning and Research Division maintains the Department’'s policy system; researches the
latest law enforcement technology and ensures compliance with standards set by the
Commission on Accreditation for Law Enforcement Activities (CALEA). The Records
Management Division is responsible for the operation and maintenance of critical information,
technology, and mechanical systems within the Department. This includes the data compliance
section, consisting of the National Crime Information Center (NCIC) and Validations Unit.

The Property Management Unit is responsible for maintaining the property warehouse, storing
property collected by officers. The Tow Unit is also a part of the division and is responsible for
monitoring, auditing and tracking the proper disposal of all motor vehicles as a result of police
action. The Community Services Division provides services directly where needed. This division
participates and takes the lead in community outreach programs, manages dozens of volunteers
and holds a youth summer camp. The Community Services Division also coordinates the Toys
for Tots operation and the Safety Patrol Educational Summer Camp. This division also includes
the Crossing Guard Unit and the Police Explorers Program.
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The Critical Support Services Division includes the Psychological Services Unit and the Victims
Services Unit. Psychological Services provides counseling to employees and their families. The
Victim Services Unit ensures compliance with State Victim Rights Laws and CALEA, and
provides information and services to victims of crime in partnership with Community Advocates
for Family & Youth, a non-profit group. The Executive Review Panel Chairperson convenes a
monthly board in conjunction with the Internal Affairs Division, the Training and Education
Division, the Bureau Chiefs, and the affected Commands to review critical use of force incidents
involving officers. The Chairperson ensures that each Executive Review Panel is conducted in
accordance with established rules and procedures.

Fire/EMS Department

Emergency Operations

Emergency Operations Command coordinates firefighters, paramedics and volunteers. Headed
by one of the Department’s Deputy Chiefs, the Emergency Operations Command oversees
Fire/EMS Operations, Advanced Emergency Medical Services, Technical Rescue and the
Hazardous Materials Response Team.

Administrative Services

Administrative Services Command coordinates the management, financial and support functions
within the department. The division also oversees the operations of Fiscal Affairs, Research,
Planning and Development, Apparatus, Maintenance, Logistics, Supply and Human Resources.

Special Operations

Special Operations Command coordinates all of the specialized non-emergency services for the
agency, including Risk Management, Fire Marshal, Professional Standards, Training and
Technical Services.

Department of Environmental Resources

Animal Management

The Animal Management Division licenses dogs, cats and ferrets; impounds and assists stray,
vicious or sick animals; inspects holding facilities and pet stores; investigates animal cruelty
complaints; and maintains animal adoption and redemption programs. Volunteer and educational
programs are provided to encourage proper care and humane treatment of animals. The care and
feeding of animals, maintenance of the kennel area, receiving of calls, and euthanasia services
are provided under contract.

Memorial Library

Public Services

The Public Services Division includes all of the facilities, services, and programs that provide
direct service to the public, namely the Audio-Visual Department, the Public Documents Library,

the Correctional Center Library, and the eighteen branch libraries, as well as the Public Services
Office under the supervision of the Associate Director for Public Service.

Any County agency reorganizations that reallocated revenues among agency divisions between
FY 2012 and FY 2013 are linked accordingly in the fiscal 2014 tax differential calculations.
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City/Town

Calculation Source

Instructions

Submission

2014 MUNICIPAL TAX DIFFERENTIAL REQUEST FORM

Prince George's County FY 2013 Adopted Operating Budget and Municipality FY 2013 Adopted
Operating Budget

|dentify below the degree (0% to 100% with 10% increments) that the services listed below ARE
NOT PROVIDED BY THE COUNTY GOVERNMENT TO RESIDENTS OF YOUR TOWN/CITY
AND WHICH YOUR JURISDICTION PROVIDES IN LIEU OF THE COUNTY SERVICE. Please
provide your FY 2012 adopted budget, FY 2013 adopted budget, and other support
documentations. Note; No requests will be considered without appropriate documents. Prior year

granted service degree does not serve as the base for the FY 2014 decision. All rates are in cents.

ELECTRONIC REQUEST FORM SUBMISSION IS REQUIRED. Please email the completed
electranic form to Beth McCoy at bvmecoy@co.pg.md.us. BACKUP DOCUMENTATION CAN BE
SENT THROUGH REGULAR MAIL IF AN ELECTRONIC VERSION IS NOT AVAILABLE. Please
send mail to: 14741 Governor Oden Bowie Drive, Suite 3000, Office of Management and Budget,
Attn: Beth McCoy, Upper Mariboro, MD 20772.

OMB Contacts Terri Bacote-Charles, OMB Director (301) 952-3218
Beth McCoy, Budget and Management Analyst (301) B52-2639
Degree of Service
County Real  County Personal Provided by Real Property Personal
Property Tax Property Tax Rate Municipality in lieu Tax Differential Property Tax
Service Category Rate Equivalent Equivalent of County (%) Rate Differential Rate
(a (b) {c) (d) = {a} x (c) = (b} x (¢
[PUBLIC WORKS . i -
Engineering 0.04 0.13 0.00 0.00
Debt 2.21 5.10 0.00 0.00
Subtotal 2.26] 5.23 0.00 0.00]
[HUMAN SERVICES
in 0.05] 0.1 0.00] 0.00]
Housing & Community
Davelopment 0.16 0.38 0.00 0.00
Subtotal 0.21 0.49 0.00 0.00
COMMUNITY SAFETY
Homeland Security - Public Safety Communicati
Police Dispatch 0.74 1.71 0.00] 0.00
Fire Dispatch 0.13 0.30 0.00] 0.00
Subtotal 0.87 2.01 0.00] 0.00
Police
Patral Services 6.22 14,35 0.00 0.00
Support Services 1.79] 4,14 0.00 0.00
Strategic Management 1.20 2.78 0.00 0.00]
Debt 0.0: 0. 0.00 0.00]
Subtotal 9.24 21.33] 0.00 0,00}
Fire
Administrative Services 0.71 1.65] 0.00 0.00]
Emergency Operations 5.40 12 48| 0.00 0.00
Debt 018 0.43 0.00] 0.00
Subtotal 6.30 14,54 0.00] 0.00
Volunteer Fire 0.75 1.74 O‘Nl 0.00
ENVIRONMENTAL SERVICES
Animal Management 0.32] 0.75 I 0.00] 0.00
LIBRARY
Library 1.1 2.57] 0.00 0.00
Debt 0.21 0.48 0.00 0.00
Subtotal 1.32 3.05 0.00 0.00|
NON-DEPARTMENTAL
Street Lighting/Traffic Signal 0.40] 0.94 0.00 0.00
Subtotal 0.40 0.94] o.cﬁI 0.00]
GRAND TOTAL 21.67 50.08] 0.00| 0.00]
Preparer Name
Title
Mailing Address
Street

City, State, Zip Code

Phone Number

Fax Number

E-mail Address
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FY 2014 MUNICIPAL DESCRIPTION OF SERVICES FORM

City/Town

Calculation Source

Prince George's County FY 2013 Adopted Operating Budget and Municipality FY 2013 Adopted
Operating Budget

Identify below each service category for which you are requesting a tax differential for FY 2014.

Instructions
Include a detailed description of each service category, noting the type of service, the hours and
days each service is provided, the number of positions providing each service, the amount and
source of funds used to provide each service, and any other relevant information that will help the
County determine eligibility. You also may use this form to propose other services that you believe
could be eligible for a tax differential in future fiscal years,
Submission ELECTRONIC REQUEST FORM SUBMISSION IS REQUIRED. Please email the completed
electronic form to Beth McCoy at bvmecoy@co.pg.md.us. BACKUP DOCUMENTATION CAN BE
SENT THROUGH REGULAR MAIL IF AN ELECTRONIC VERSION IS NOT AVAILABLE. Please
send mail to: 14741 Governor Oden Bowie Drive, Suite 3000, Office of Management and Budget,
Aftn: Beth McCoy, Upper Marlboro, MD 20772,
OMB Contacts Terri Bacote-Charles, OMB Director (301) 852-3218
Beth McCoy, Budget and Management Analyst (301) 952-2639
Service Category Description of Eligible Service Provided by the Municipality
PUBLIC WORKS
Engineering
Debt
HUMAN SERVICES
Aging
Housing & Community
Development
COMMUNITY SAFETY

Homeland Security - Public
Safety Communications

Police Dispatch

Fire Dispatch

Police

Patrol Services

Support Services

Strategic Management

Debt

Fire

Administrative Services

Emergency Operations

Debt

VOLUNTEER FIRE

ENVIRONMENTAL SERVICES

Animal Management

LIBRARY

Library

Debt

NON-DEPARTMENTAL

Street Lighting/Traffic Signal

Other Services Proposed for a|
Tax Differential

Preparer Name
Title
Mailing Address

Street

City, State, Zip Code
Phone Mumber
Fax Number
E-mail Address

Appendix |



Appendix S

LOCAL GOVERNMENT
Part XXII LOCAL HIGHWAY FINANCE REPORT Montgomery County
Department of Transportation YEAR ENDING (d/m/yyyy)
6/30/2011
Prepared by: [AImon Tumer |Phone: 240-777-8817
I. DISPOSITION OF HIGHWAY-USER REVENUES AVAILABLE FOR LOCAL GOVERNMENT EXPENDITURES
C. Receipts from D. Receipts from
ITEM A. Local Motor- B. Local Motor- State Highway- Federal Highway
Fuel Taxes Vehicle Taxes User Taxes Administration
1.|Total receipts available 0 0 2352970 0
2.|Minus amount used for collection
expenses 0 0
3.|Minus amount used for
nonhighway purposes 0 0 0
4.|Minus amount used for mass
fransit 0 0 0 0
&6.|Remainder used for highway
purposes 0 0 2352970 0
I. RECEIPTS FOR ROAD AND STREET PURPOSES Il. DISBURSEMENTS FOR ROAD AND STREET PURPOSES
ITEM AMOUNT ITEM AMOUNT
A.|Receipts from local government A. Local highway disbursements
sources
1. Local highway-user taxes 1. Capital outlay 107551699
a. Motor fuel (from ltem 1.A.5) 0| 2. Maintenance 18559810
b. Motor vehicle (from item 1.B.5.) 0] 3. Road and street services
c. TOTAL (a+b) 0 a. Traffic control operations 6570666
2. General fund appropriations 253171843 b. Snow and ice removal 56046245
3. Other local imposts 7451505 c. Other 0
4. Miscellaneous local receipts 2180680 d. Total ( & through c.) 62616911
5. Transfers from toll facilities 0] 4. General administration & misc. 8082809
6. Proceeds of sale of bonds and 6. Highway law enforcement and
notes safety 17933466
a. Bonds-original issues 66600000) 6. TOTAL (7 through 5) 214744695
b. Bonds refunding issues 0]B. Debt service on local obligations
c. Notes 67500000 1. Bonds
d. Total (a.+b.+c.) 134100000 a. Interest 19514454
7. TOTAL (1 through 6) 396904028 b. Redemption 33606359
B.|Private contributions 5440N1 ¢. Total (a.+b.) 53120813
C.|Receipts from State Governments
(from Part XX) 8144013] 2. Notes
D.|Receipts from Federal Government
(from Part XX) 0 a. Interest 227647
E.|Total receipts (A.7+B+C+D) 405592132 b. Redemption 85000000
c. Total (a.+b.) 85227647
3. TOTAL (1+2) 138348460
C. Payments to State for highways 0
D. Payments to toll facilities 0
E. Total disbursements
(A.6+B.,3+C+D) 353093155
IV. LOCAL HIGHWAY DEBT STATUS
(Show all entries at par)
Opening Amount Closing
debt Issued Redemptions debt
A.|Bonds (Total) 394244452 66600000 33606359 427238093
1. Bonds (refunding portion)
B.|Notes (Total) 106500000 67500000 85000000 89000000

NOTES AND COMMENTS
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Council Assignment

» Conduct literature/research review
» Research other counties” programs
» Examine County's program history
> Solicit stakeholder observations

» Seek strategies to Improve fairness




Double taxation arises when...

1) A county and municipality provide similar services
both financed by property taxes, and

2) A county does not provide those services within
municipal limits because the city already does.

An MTD program transfers value from a county
government to either municipal taxpayers or their
governments to address double taxation
inequities.

Without an MTD program, municipal property
owners would pay municipal and county taxes for
services they only receive from their municipality.




The MTD Legal Framework

State law mandates a County tax set-
off.

State law leaves key design issues, e.g.
tax set-off valuation and payment
methods, to local officials.

County’s basis for valuing) its tax set-
offs is the full cost of net service costs.

County’s payment method, a municipal
rebate; returns value to municipal
governments.




The State’s Service Structure:
County/Municipal Expenditures

Service Type

County only

County
General Fund

$1.8 billion

Municipal
Operations
Fundis

Total

$1.8 billion

Shared

Reimbursable

Non-
Reimbursable

$585.7 M

$198.4 M

$387.3 M

$105.5 M

$11.3 M

$94.1 M

$691.2 M

$210.0 M

$481.4 M

Grand Total

$2.4 billion

$105.5 M

$2.5 billion




Reimbursable Service Costs (MTD Formuia)
and MTD Payments + Shared County Income
Tax Revenues (All municipalities)

Millions of dollars

$10 $20 $30 $40

O Reimbursable Service Costs (MTD Formula)*
B Shared County Income Tax Revenues
B MTD Payment




County Shared Income Tax Revenues and
Reimbursable Service Costs (100%)
(13 municipalities with Shared County Income Tax Revenues < $400,000)

Barnesville
Brookeville

Chevy Chase View

Glen Echo ===
Laytonsville F
Martin’s Addition F
North Chevy Chase F
Oakmont F
Washington Grove _—|

OO0 Costs & Revenues|




Shared County Income Revenues + MTD Payments

and Reimbursable Service Costs
(9 municipalities with Shared County Income Tax Revenues > $400,000)

I
Chevy Chase Town

Chevy Chase Vill.

Friendship Hts.

Gaithersburg

Kensington
Poolesville

Rockville

Somerset

<5A 90

O Costs B Revenues B MTD Payment




B. Montgomery County’s MTD Program

County law and governing documents are
confusing

County’s basis for valuing the tax set-off is
not clear

County’s formulas are outdated, lack
uniformity and their results are ighored

County’s municipal stakeholders perceive
program has an inherently political element




C. Other Counties’ MTD Programs

» Anne Arundel and Prince George’s
counties set property tax differentials

» Frederick County’s program uses a full
cost basis and a cap to value its tax set-off

> Frederick County allows its municipalities
to choose a rebate or a tax differential




D. OLO Recommendations

Recommendation #1: Implement revisions to
strengthen the fairness, uniformity and
sustainability of the County’s MTD Program

> Re-establish property tax revenue as the basis for
valuing MTD payments

> Institute a uniform approach to cost of service
determinations that relies on unit cost factors and
readily available data

> Recognize partial service levels of effort and re-
instate police patrol service payments

> Implement other revisions to better aligh the MTD
program and the County’s fiscal service structure




D. OLO Recommendations

Recommendation #2: Establish and fund a
Municipal Grant Program

> Provide grants to close funding gaps between
reimbursable service costs (valued at 100%) and
shared county income tax revenue

> Provide grants to fund pilot projects or one-time
hon-recurring expenses

> Cap the program amount and require a municipal
match
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