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Bill 2-25E
Taxation - Payments in Lieu of Taxes - Affordable Housing
- Amendments

Bill Summary

This bill expands payment in lieu of taxes (PILOT) to housing developments if the
property meets the following criteria: the property has been converted from
commercial use to residential use; the property has at least a 50 percent vacancy rate
at the time of application; the property's development meets all the requirements of
an expedited approval plan under County Code; and at least 15 percent of the units
are built under a government regulation or binding agreement limiting the rent
charged for the unit for at least 25 years, to ensure the unit is affordable for households
earning 60 percent or less of the Area Median Income (AMI). The bill provides a real
property tax exemption for at least 25 years from when the use and occupancy permit
is issued, however the exemption ends if less than 15 percent of the units limit rent to
ensure the unit is affordable for households earning 60 percent or less of the AMI.

Fiscal Impact Summary

The bill adds 1.0 FTE for a Senior Planning Specialist and $134,600 in personnel
costs to the Department of Housing and Community Affairs (DHCA) Multifamily
Housing Program. Operating expenses needed to support the position increase by
$7,500 in FY26 and $1,700 each year thereafter. The Department of Finance
estimates real property tax revenues could decrease by approximately $5.8 million in
the first year, increasing by further annual reductions of an additional $6-7 million as
more properties utilize the PILOT, resulting in a loss of $130 million in real estate tax
revenue in the six-year analysis period. Assuming the PILOT is provided to qualifying
properties for no more than 25 years, Finance estimates the annual decrease in
property tax revenues will continue to grow for 25 years from the time the initial
projects received the PILOT, after which new PILOTs may replace expired PILOTs and
the revenue decrease stabilizes with annual loss of around $230 million in property tax
revenue per year, with total loss over that 25-year period of approximately $2.6 billion.

Fiscal Year 26 27 28 29 30 31 Total

Personnel Costs $134,600 $134,600 $134,600 $134,600 $134,600 $134,600 $807,600

Operating
Expenses

$7,500 $1,700 $1,700 $1,700 $1,700 $1,700 $16,000

Total
Expenditures

$142,100 $136,300 $136,300 $136,300 $136,300 $136,300 $823,600

Revenues ($5,795,200) ($11,822,300) ($18,088,100) ($24,599,800) ($31,364,700) ($38,390,400) ($130,060,500)

Total Impact ($5,937,300) ($11,958,600) ($18,224,400) ($24,736,100) ($31,501,000) ($38,526,700) ($130,884,100)

FTE 1.00 1.00 1.00 1.00 1.00 1.00

Fiscal Impact Analysis

Expenses
DHCA indicates that it will require 1.0 FTE for a Senior Planning Specialist, which
creates $134,600 in new personnel costs each year. The position also requires
one-time operating expenses of $5,900 for equipment and furniture, and ongoing
operating expenses of $1,700 for software licenses and basic supplies.
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Revenues
This analysis estimates this bill will result in a $5.8 million decrease in real property
tax revenues from projected FY26 levels, with that reduction increasing by a further
$6-7 million annually as the number of properties utilizing the PILOT benefit
increases over time. This analysis anticipates the revenue impact on projections
assuming:

a property tax rate of $1.0255 per $100 in taxable assessed value (should the
rate increase, the amount of revenue lost would commensurately increase);

new multifamily development adds $5.5 million in new real property tax
revenues annually;

senior apartment developments add an additional $300,000 in new real
property tax revenue annually; and

values of existing properties and the real property tax revenues from new
construction increase at 2% annually.

Annual projections of new multifamily development and senior apartment
development are based on the prior 10-year average. Multifamily development from
2015-2024 resulted in 58 market rate projects occupying 244 acres, providing 16,558
units, that will generate approximately $55 million in property tax revenues in FY26 at
a weighted rate of $1.0255 per $100 in value. In addition, there were another 11
senior apartment projects occupying 51 acres, providing 1,347 units, and generating
approximately $2.9 million in property tax revenues in FY26. This analysis assumes
the future annual average rate of 30 acres of land consumed for development will
continue and approximately $5.8 million in increased property tax revenue would be
generated absent the bill, with the value of existing properties and future construction
increasing at 2% annually.

As discussed below, this revenue projection is based on many assumptions, any one of
which could significantly affect the actual revenue impact.

Staff Impact

DHCA indicates that its Multifamily Housing Program staff are at capacity. Under
previous expansions of PILOT, DHCA saw a significant increase in the number of
applications annually. This analysis assumes a similar increase in applications would
result from the bill. DHCA estimates that it will require an additional 1.0 FTE Senior
Planning Specialist position to provide staff support for those applications. The
position's full-year compensation will increase expenditures by $134,600 annually.
Without appropriate staffing support to review, negotiate, and process the expected
increase in applications, transactions to create and preserve affordable housing units
may be delayed.

Actuarial Analysis The bill is not expected to impact retiree pension or group insurance costs.

Information Technology
Impact

The bill is not expected to impact the County Information Technology (IT) or
Enterprise Resource Planning (ERP) systems.

Other Information

Later actions that may impact
revenue or expenditures if future
spending is projected

The bill does not authorize future spending.

Ranges of revenue or
expenditures that are uncertain
or difficult to project

DHCA notes that this analysis is based on the expenditure impact of Bill 2-25.
Additional potentially significant expenditures for additional staffing and associated
operating expenses would be needed if Zoning Text Amendments 25-01 and 25-02
are also enacted.
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The forecast of lost property tax revenue relies upon the following assumptions,
detailed further in this section: recent development levels would continue unaffected
by any recently approved and/or implemented Montgomery County policies; there is
ample supply of properties eligible for the PILOT if redeveloped into rental
residential; developers will be able to reduce the vacancy at properties they wish to
redevelop to 50 percent; and the PILOT will be attractive to developers and that all
future multifamily supply will make use of the PILOT.

This analysis assumes 10 years of rental and senior apartment multifamily properties
built between 2015 and the end of 2024 proxy the future average level of multifamily
development and related taxable assessed value in the County. It is not possible to
accurately predict the level of development that will occur in any specific year or the
future development of any specific property. Future forecasts of development levels
depend upon the assumption that future development trends resemble recent
observable and measurable development trends. While a forecast of development and
resulting tax revenues has general accuracy across a six-year time frame, the estimate
of those individual years is less accurate given considerable variance between this
calculated average and the potential actuals.

Through evaluation of Montgomery County's land records, Finance assumes the supply
of property potentially eligible for the PILOT if redeveloped into residential use (4,764
acres) far exceeds the demonstrated demand for multifamily development (300 acres
over 10 years). Further, Finance estimates that properties potentially attractive for
redevelopment (1,524 acres) also far exceeds the potential demand for multifamily
development.

This analysis assumes properties with both (1) a low ratio of building value to land
value (indicating the existing structure is worth relatively little compared to the
potential use of the land); and (2) and buildings that are older than 25 years are
potentially attractive candidates for conversion from commercial use to residential use.
In addition, this analysis assumes the PILOT substantially reduces property operation
costs and thus will be highly utilized by multifamily builders, that there is an ample
supply of properties that satisfy the criteria for the PILOT, and that as a result of the
bill, most future multifamily rental properties will receive the PILOT and generate no
real property tax revenue for at least 25 years.

This analysis assumes the existing weighted property tax rate of $1.0255 per $100 in
taxable assessed value. Should the County Executive's proposed tax rate increase to
$1.0605 per $100 of assessed value be approved, the amount of revenue lost would
commensurately increase, with a $6.0 million impact in FY26. This analysis assumes
properties currently under construction or development that otherwise would have
satisfied the requirements of the PILOT will be allowed to make use of the program,
resulting in a reduction in tax revenue starting in FY26. If instead developers of
prospective projects must resubmit their applications, the loss of tax revenue may not
start until two years after adoption of the bill. Finance assumes it takes two years to
take a project from conception through the development and construction process.

This analysis assumes that townhome development will not be significantly impacted
by the bill. While townhome development is eligible for the PILOT outside of the red
policy zone, Finance anticipates that there will be few such developments that utilize
the PILOT due to the required 15% MPDUs that must be located on-site of the
development, requiring the development is a rental property, and that there is a
limited market for rental townhouse developments. Any level of townhome
development that does occur and is eligible for the PILOT would increase the loss in
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future real property tax revenue estimated in this analysis.

The actual revenue impact may vary if development occurs at a different level or pace
than assumed; if more or less development occurs at assessed values that are more or
less than assumed; or if land prices for eligible properties increase due to utilization of
the PILOT among multifamily developers, resulting in less multifamily development
utilizing the PILOT than assumed due to the high cost of eligible land. In addition,
the actual revenue impact may vary if this bill results in changes to other tax revenues
such as income, transfer, or recordation as a result of new multifamily development.
The actual revenue impact may vary if actual property attributes differ from those
recorded in the Planning Department land database, therefore affecting the estimated
value of properties and acres potentially eligible for the PILOT.

Sources of information

The analysis utilizes data from the Department of Planning (Planning) land use
database, the State Department of Assessment and Taxation (SDAT), and the
commercial real estate data company CoStar. Finance used geographic information
system (GIS) software to evaluate Planning's land use database to identify office and
retail properties (Commercial Properties) that are greater than two stories and could
possibly satisfy the criteria for PILOT. Finance also used GIS to identify adjacent
Commercial Properties as many developments are the result of combining multiple
existing parcels. Finance used CoStar data to identify rental and senior apartment
multifamily properties built between 2015 and the end of 2024, using this ten year
period of multifamily development as a proxy for the future average level of
multifamily development and taxable assessed value. Finance used SDAT data to
identify the existing assessed value of the land and improvements for all properties
and to estimate future real property tax revenue from multifamily rental developments.
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