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MEMORANDUM
March 31, 2007

Management and Fiscal Policy Committee

CHE
Charles H. Sherer, Legislative Analyst

Spending Affordability Guidelines for the FY08 Operating Budget

The purpose of this meeting is to discuss whether the Council should amend the guidelines adopted
last December. The Council set the ceiling on property tax revenue at the staff estimate of the Charter

limit, to be

achieved entirely by reducing the rates. Council action to amend the guidelines is

scheduled for April 17, 2007. The amended guidelines take into account the Executive’s estimates of
revenues and any new information regarding State aid after the Executive’s March 15 budget.

Introduction Article X1 of the County Code requires the Council to approve spending affordability
guidelines for the operating budget no later than the third Tuesday in December; and permits the
Council to amend the guidelines no later than the second Tuesday after the State General Assembly
adjourns its regular session (in April).

The guidelines are:
¢ Aceiling on funding from real property tax revenues (In December 2006, the Council approved
the Charter limit, to be achieved entirely by reducing the rates. See the discussion below on
Property Taxes.)
A ceiling on the aggregate operating budget

¢ Budget
o

0000

allocations for:

County Government

MCPS

Montgomery College

MNCPPC

Debt service

Current revenue funding of capital projects
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In December, the Committee agreed to add a new category for the prefunding of reti-ree health
costs, as explained in detail in the Allocation section at the-end of this memorandum. These costs are
now included in the FY08 operating budget request for each agency. '

Background On November 6, 1990, the voters amended the Charter to add to section 305 the
requirements that “The Council shall annually adopt spending affordability guidelines for the capital
and operating budgets, including guidelines for the aggregate capital and aggregate operating budgets.
The Council shall by law establish the process and criteria for adopting spending affordability
guidelines.” The resulting law is in sections 20-59 through 20-63 in the Code, which states that the
Council must set three guidelines for the operating budget, no later than the third Tuesday in
December for the fiscal year starting the following July 1:

1) A ceiling on property tax revenues.

2) A ceiling on the aggregate operating budget, which is defined as the total appropriation from
current operating revenues for the next fiscal year, including current revenue funding for capital
projects, but excluding appropriations for: specific grants, enterprise funds, tuition and tuition-related
charges at Montgomery College, and the Washington Suburban Sanitary Commission. Specific grants
are grants for specific programs which will not be provided if the grants are not received. Note that
the aggregate operating budget includes current revenue funding for the capital budget.

3) The allocation of the budget among current revenue funding for the capital budget, debt service,
and operating expenses for MCPS, Montgomery College, County Government, and MNCPPC.

In adopting its guidelines, the Council should consider the condition of the economy, the level
of economic activity in the County, and the impact of economic and population growth on projected
revenues. In accordance with Section 20-61 of the County Code, each January, the Finance Director
consults with independent experts from major sectors of the economy. These experts advise the
County on trends in economic activity in the County and how activity in each sector may affect
County revenues. The Director of Finance sends the findings to the Council each March.

Amending the resolution which set the guidelines The law permits the Council to increase or
decrease the guidelines “to reflect a significant change in conditions.” The change in conditions
would be an increase or decrease in the County's ability to afford the expenditures, not an increase or
decrease in need. The deadline for amending the guidelines is the second Tuesday after the State
General Assembly adjourns its regular session (in April). This deadline permits the Council to use the
amount of State aid in the State's approved budget as revenue in the County's budget.

The guidelines can be revised by a majority of the Council members, subject to the limitations
below. If the Council revises the guidelines:

e There is no limit to the amount of decrease permitted for any guideline.



*  There is no limit to the amount of increase permitted to the ceiling on real property tax revenue
(but see below for a restriction when you set the tax rates by June 30).

* For the ceiling on the aggregate operating budget, the law limits the increase to the projected net
' increase in resources, since the guideline was adopted in the fall, applying the tax rates that were
assumed in adopting that guideline and considering the rates of any tax approved or repealed

since that guideline was adopted.

*  The agency allocations can be increased or decreased, as long as the ceiling on the aggregate
operating budget is not exceeded.

June 1 Approval of the Budget Section 305 of the Charter imposes two restrictions on the
aggregate operating budget:

1) “An aggregate operating budget which exceeds the aggregate operating budget for the
preceding fiscal year by a percentage increase greater than the annual average increase of the
Consumer Price Index for all urban consumers for the Washington-Baltimore metropolitan area, or
any successor index, for the 12 months preceding December 1 of each year requires the affirmative
vote of six Council members.” The U.S. Department of Labor Bureau of Labor Statistics provides
this data. The BLS calculates this index for every odd-numbered month, and the last index (for
November) is published around December 15.

2) “Any aggregate operating budget that exceeds the spending affordability guidelines then in
effect requires the affirmative vote of seven council members for approval.”

June 30 Tax Levy Section 305 of the Charter imposes one restriction on property taxes on existing
real property: seven affirmative votes are required if the amount of property tax on existing real
property exceeds the previous year's tax by more than the rate of inflation. The limit applies only to
existing real property. “This limit does not apply to revenue from: (1) newly constructed property,
(2) newly rezoned property, (3) property that, because of a change in state law, is assessed differently
than it was assessed in the previous tax year, (4) property that has undergone a change in use, and (5)
any development district tax used to fund capital improvement projects.” Finally, the limit does not
apply to personal property. (Personal property generally includes furniture, fixtures, office and
industrial equipment, machinery, tools, supplies, inventory, and any other property not classified as

real property.)

Calculation of the guidelines The Executive revised his March 13 recommendations to take into
account his March 19 budget adjustments. The major change is a decrease in estimated FY07
expenditures in the Department of Technology Services and an increase in FY08 current revenue for
the County Government Technology Modernization CIP project in the same amount, $1,686,000
more than assumed for current revenue in the March 13 budget (©O8B). His revised recommendations
are on ©1, column N. Council staff’s calculations are in column O. A comparison of resource
estimates in December 2006 and in March 13, 2007 is on ©4. The Executive’s estimate of
resources available to fund the budgets in FY08 increased $90.1 million. Of this increase, $55.5



million is the result of changes in resources and expenditures in FY07 and the remaining $34.6
million is the result of changes in resources in FY08. :

1. Property Taxes This is one guideline the Council must set, as explained above. For FY99, the
Council approved a property tax credit as an offset to the income tax in the amount of $11.1 million
(850 per household), and none in FY00 — FY05.

For FY06, the Council approved the following reductions from the amount of property tax at current
rates to reach the Charter limit:

Reduced the rate 4¢ $50.4 million
Income tax offset credit 29.4 million = $116 per household for estimated 254,260 HHs
Expanded circuit breaker credit 6.0 million

Total 85.8 million

Finance reported that the actual number of such credits in FY06 was 245,760.

For FY07, the Council approved the following reductions from the amount of property tax at current
rates to reach the Charter limit:

Reduced the rate 5¢ $67.2 million
Income tax offset credit 55.3 million = $221 per household for estimated 250,000 HHs
Total 122.5 million

For FY08, the Executive recommended reaching the Charter limit entirely by giving a $613 credit for
each owner-occupied principal residence:

Income tax offset credit $149.124 million = $613 per household for estimated 243,173 HHs

According to Finance staff, if the Charter limit were reached entirely by reducing the rates
(instead of the Executive’s recommended credit), the rates would be reduced 10.6¢ and the amount of
decrease in property tax revenues would be roughly $159.7 million — the amount of revenue
available to fund the budgets would be $10.6 million less, as shown in the table below.

$millions Total Decr from curr rates | Decr from all credit
Current rates 1.356.6

Charter limit, all credit 1,207.5 (149.1)

Charter limit, all rate cut 1,196.9 (159.7) (10.6)




A 1¢ change in the real property tax rate and the corresponding 2.5¢ change in the personal
property tax rate will change the amount of property tax by $14.5 million.

Real Personal Total
Base
142,438,000,000 | 3,910,842,000 | 146,348,842,000
Collection factor 0.992 0.974
Rate in ¢ per hundred 1 2.5
Tax for each 1¢/2.5¢ 14,129,850 380,916 14,510,766

Types of property and tax rates There are two types of property: real and personal. The tax rate on
personal property is 2.5 times the tax rate on real property (rounded up to the nearest tenth of a cent,
which is the nearest thousandth of a dollar). The County sets the following tax rates on real and
personal property. Numbers 1-3 and 4a are Countywide, the rest are not.

1. General County tax 6. Storm Drainage tax

2. Mass Transit tax 7. Three Urban District taxes

3. Fire tax 8. Two Noise Abatement District taxes

4. Three taxes for MNCPPC: 9. Four Parking Lot District taxes
a. Advance Land Acquisition tax 10. Two Development District taxes, for the
b. Metropolitan tax (for Parks) CIP. Since these taxes are for the CIP, they
c. Regional tax (for Planning) are not included in the following analysis.

5. Recreation tax

Components of property tax Property tax in the next fiscal year has the following three
components:

1. Property tax on REAL property that existed in the current year (“old” construction). This is
the only component that is limited by the Charter

2. Property tax on REAL property that did not exist in the current year (“new” construction)

3. Property tax on PERSONAL property, both old and new

In this memorandum, TOTAL PROPERTY TAX is the sum of these three components. Of the
total property tax, less than 1% is for the parking districts (to provide parking lots and garages and
related expenses). The remainder is for all other government services.

Charter limit Section 305 of the Charter places a restriction, referred to as the “Charter limit”, only
on component #1 above: if the property tax on REAL property that existed in FY06 (the “old”
construction) increases more than the rate of inflation, then the tax rates must be approved by at least
seven of the nine Councilmembers. There is no limit on the increase in personal property tax nor on
the amount of tax on new construction. Inflation through November 2006 is used to calculate the
Charter limit for FY08. Based on data from the Federal Bureau of Labor Statistics, inflation for the



12 months ending last November was 3.6%. Property tax at the Charter limit increases roughly at the
rate of inflation plus roughly 1% for new construction and personal property.

Current Rates Property tax at current rates increases at the same percentage as the assessable base
increases (unless the Council approved a credit in the previous year, in which case the percentage
increase is greater than the percentage increase in the assessable base. The Council sets 17 tax rates,
for 17 tax districts. Finance calculates property tax at current rates by multiplying the tax rate in the
current fiscal year in each district by the estimated assessable base next fiscal year in each district by
the collection factor for each district, and then adding the 17 amounts.

Options to reach the Charter limit When property tax at the Charter limit is less than property tax
at current rates, there are several options for reducing property tax to the Charter limit (which applies
only to the old real property): entirely by reducing the rate, entirely by giving credits, and a
combination of both.

1. Entirely by reducing the rates. In this case, all property (old construction, new construction, and
personal) gets a reduction and total property tax is the least of any option.

2. By keeping rates the same (current rates) and giving property tax credits only for old/existing
owner-occupied principal residence housing. The following groups do not get any credit: new
construction, commercial property (whether new or old), new and old personal property. Since
rates are not reduced in this option, new construction and personal property pay more than they
would pay under option 1, so the total property tax under option 2 is the greatest of any option.

3. By both reducing the rates and by giving credits. Total property tax is in-between options 1 and 2.

2. Income Tax This revenue is clearly difficult to predict, due largely to variability associated with
the stock market. The tax rate is 3.20% of Maryland taxable income, the maximum permitted by the
State. Since December 2006, the FY07 estimate increased $31.5 million and the FYO08 estimate
increased $50.4 million, for a total increase since December 2006 of $81.9 million (€4).

3. Transfer and Recordation Taxes On May 9, 2002, the Council approved Bill 7-02 which
increased the recordation tax rates. On September 30, 2003, the Council approved Bill 24-03 which
clarified that the tax resulting from the increase in rates must be used effective July 1, 2003 for
“...capital improvements to schools and educational technology for Montgomery College...” Since
this increase is no longer available for any other uses, the increase is not shown as revenue available
for the operating budget. Both the operating budget revenue and the capital budget revenue are
shown on ©12, Current rates are assumed. The March 2007 estimates for FY07 and FY08 are only
$2.9 million more combined than the December estimates.




4. Other Taxes, assuming current rates (energy, telephone, hotel-motel, and admissions). For FY04
the Council increased the FY03 energy tax rates 200% (tripled the rates), and for FY05 and all future
years, the Council increased the FY04 rates 52.15%. The March 2007 estimates for FY07 and FY08
are $3.2 million less than the December estimates.

S. State and Federal Grants There are two types, specific and general. Expenditures funded by
specific grants can only be spent if the grant is received. Therefore, there is less concern about
controlling or limiting these expenditures, In November, 1994, the voters approved Question B,
which eliminates specific grants from the calculation of the aggregate operating budget, so these
grants are no longer shown on the worksheets. Expenditures funded by general grants will occur
whether the grant is received or not, so there is concern about controlling or limiting these

- expenditures, and these grants are still included. One issue is whether action by the General
Assembly changes any of the March 15 estimates.

OMB staff told Council staff that the December 2006 estimate included $22.7 million for
MCPS for the Geographic Cost of Education Index. This is not in the Governor’s budget and the
Executive did not assume it in his estimate of State aid. This change accounts for most of the $25.0
million decrease in the FY08 estimate since last December.

College staff told Council staff that the State approved $142,025 less than the College
assumed in its budget and the Executive assumed in his March 13 budget. Council staff reduced State
aid and the College’s allocation by that amount. The College had already added this to the amount of
reduction required to reach the SAG allocation recommended by the Executive.

6. All Other Revenues This category consists of the components shown below. The FY08 estimate
increased $17.4 million since last December. The detail of the FYO08 increase is shown below, in
$millions.

Licenses and permits (1.8)
User fees 6.0
College tuition 1.7
Fines and forfeitures 5.0
Investment income 4.4
All other 2.1
Total 17.4

1. Transfers A transfer to one of the funds included in the calculation of the aggregate operating
budget is not technically a revenue, since it was a revenue for the transferring fund, and we do not
want to double count revenues. However, transfers into these funds are resources that can be used to
fund the appropriations. Similarly, a transfer from one of the funds included in the calculation of the
aggregate operating budget is not technically an expenditure, since it will be an expenditure in the



receiving fund, and we do not want to double count expenditures. However, transfers from these
funds are uses of funds that reduce funds available to fund the appropriations.

_ Two sets of transfers are relevant. The detail on transfers is in Schedule A-5 of the budget (9
pages long!).

a) From the General Fund to the Revenue Stabilization Fund (RSF) The Council
established this Fund effective July 1, 1994. For the RSF, the Council can make a discretionary
transfer to the Fund at any time, and must make a mandatory transfer if either of two conditions
occur: a) If revenues in a fiscal year from income tax, plus transfer tax, plus recordation tax, plus
investment income increase faster than the average rate of increase for the previous six years; or b) If
revenues as just defined in a fiscal year exceed the budget estimate the Council approved.

However, transfers into the Fund cannot cause the balance in the fund to exceed its maximum
size: “The Fund must not exceed 10 percent of the average aggregate annual revenue derived from
the income tax, real property transfer tax, recordation tax, and investment income of the General Fund
in the 3 preceding fiscal years.”

Based on this calculation, the maximum size is roughly $119.6 million at the end of FY07,
and the current balance is now $107.8 million, which is $11.9 million below the maximum. When
the balance in the Fund exceeds 50% of its maximum size, all interest income is transferred to the
Debt Service Fund “as an offset to the approved issuance of general obligation debt.” Since the

balance far exceeds 50% of the maximum size, all interest income is transferred to the Debt Service
Fund.

The amount of each of the two potential mandatory transfers to the Fund is 50% of the excess.
Finance estimates that the relevant revenues in FY(Q7 will exceed the budget estimate by $60.8
million, so the potential mandatory transfer is $30.4 million (half of the excess). However, only
$11.9 million will be transferred, because this amount will bring the balance to its maximum (see
preceding paragraph). Since this transfer is within the tax-supported funds, it does not show up as a
transfer on the spreadsheet. However, it does reduce the amount of undesignated reserve.

b) From funds excluded from spending affordability to funds included in spending
affordability (such as the transfer from the Department of Liquor Control from profits, and the
transfers from the various funds to cover the cost of overhead incurred in the General Fund). The
FY08 estimate decreased $16.7 million since last December. An increase in the transfer from the
General Fund to the Montgomery Housing Initiative accounted for $15.5 million of the change.

8. Reserve at the beginning of FY08 (Beginning Reserve)

A note on the concept of “reserve” This concept is confusing because reserves from three
different periods are on the spreadsheet used to calculate the guidelines: 1) the reserve at the
beginning of FY07 (from the end of FY06), which is one of the resources used to fund the FY07
budget; 2) the reserve at the end of FY07 (the beginning of FY08), which is one of the resources



which will be used to fund the FY08 budget (see #8 below); 3) the target reserve at the end of
FYO08, which must be at least 6% of FY08 resources minus the RSF.

The reserve at the beginning of FY08 is from the end of FY07, and will be available to fund the
budgets in FY08. The latest estimate of total reserve at the end of FY07 reflects resource changes,
expenditure savings if any, and supplemental or special appropriations. The detail of the FY07
supplemental appropriations and other claims not yet approved is on ©9 (these items reduce the FY07
reserve). The estimated reserve at the end of FY07 increased $55.5 million since last December, as
shown on ©4, column D.

Note that the Executive’s list of pending supplemental appropriations on ©9 includes $0 on
row 22 for the City of Takoma Park gym, for which the previous Executive recommended $360,000.
OMB staff explained the Executive’s position as follows: “While the County Executive supports
funding for this project, he does not believe this funding is necessary in FY07 given the current status
of this phase of the project.” Because the Council has introduced this item and held the public
hearing, Council staff added $360,000 to the Executive’s amount for potential supplemental
appropriations, which reduces agency allocations in FYO08 by this amount (actually, by 94% of this
amount and reduces target reserve by 6% of this amount).

9. Total Resources Available for FY08 This is the sum of items 1 — 8. The change from FY07 is on
©4, columns Q and R.

10. Reserve at the end of FY08 The purpose of having a reserve is to allow for the possibilities that
revenues will be less than forecast, and that expenses may be more. Both of these possibilities make
it imprudent to appropriate all resources. Rather, appropriations should be less than resources, and
the difference between them is the reserve:

| Reserve = Resources — Appropriations I

There are three components of reserve: Revenue Stabilization Fund, designated reserve,
and undesignated reserve.

s The RSF was described above.

* Designated reserve is the amount the Council designates for possible appropriation during the
year, which the Council knows about at the time of designation. The amounts and purposes are
specified in the appropriation resolution(s) the Council approves in May. Note a new category
for the Office of Landlord Tenant Affairs and Common Ownership Communities, which
were merged into the General Fund in FY03 (©10).

e Undesignated reserve is available for appropriations during the year which the Council does not
know about when approving the budgets, or to offset revenue shortfalls.



As noted above, total reserve has 3 components: the RSF, designated reserve, and
undesignated reserve. Before FYO03, the Council’s and the Executive’s policy was that undesignated
reserve should be at least 3% of total resources.

For the FYO03 operating budget, the Executive recommended a change in the fund balance

policy so that the total reserve (the sum of the 3 reserves) should be at least 6% of resources minus
the RSF. The Committee and Council agreed, and this is still the policy.

OMB provided the following policy statement:

The County will maintain total reserves for tax supported funds that include both an operating
margin reserve and the Revenue Stabilization Fund (or “rainy day fund™). For tax supported funds,
the budgeted total reserve of the operating margin and the Revenue Stabilization Fund should be at
least 6.0 percent of total resources (i.c., revenues, transfers, prior year undesignated and
designated fund balance). (Source: County Executives Recommended FY08 Operating Budget and
Public Services Program p 4-6).

For FY07, the Executive recommended and the Council agreed that the reserve at the end of
FY07 should be 6% plus $15.3 million, to be used for MCPS capital projects in FY08 (OMB staff
noted that this $15.3 million is used to fund all FY08 expenses and cannot be specifically attributed to
MCPS capital projects). This amount will be part of current revenue in FY08, not a component of
designated reserve. For FY08, the Executive’s reserve is at the 6% policy amount.

11. Allocation of the total appropriation among current revenue funding for the capital budget,
debt service, and operating expenses for the agencies The amount allocated is total resources less
the target reserve.

a) Current Revenue Funding for the Capital Budget There are two types of current revenue
funding for the capital budget.

i) The first type is funding for capital projects which do not meet the criteria for bond funding
and must be funded with current revenue, or not funded at all. Counci! staff used the Executive’s
FYO08 recommended amount.

ii) The second type is referred to as “PAYGO from Current Revenue for Bond Offset” (pay as
you go), and is funding for projects which are eligible for bond funding, but the Council has decided
to use current revenues to decrease the need for bonds. The substitution of current revenues for bonds
helps protect the AAA bond rating by reducing the need for bonds and also decreases the operating
budget for debt service.

The Executive’s FY08 recommended amount is $26.4 million, $15.0 million less than the
$41.4 million the Council approved last December. OMB staff told Council staff that the Executive’s
amount complies with the County’s policy that PAYGO will be at least 10% of the general obligation
bonds planned for issue that year. However, the Council amended its bond limits in February 2007 to
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be $275 million in both FY07 and FY08. To comply with the policy, Council staff used $27.5 million
in both FY07 and FY08, which is $1.1 million more than the Executive recommended each year, and
$2.2 million total for both years.

b) Debt Service Debt service is a fixed charge that must be paid before making the allocation of any
resources to the four agencies. Long-term leases are now included, since these payments are virtually
identical to debt. Debt service is in the County Government’s debt service fund and also in the
budget for MNCPPC. The amount of debt service next year is based on the amount of debt currently
outstanding and estimated to be issued.

The Executive’s FY08 recommended amount is $6.5 million less than OMB estimated last
December, which OMB explained is the result of the deferral of a lease payment to FY09 and a lower
assumed bond issue at a lower interest rate.

¢) Prefund retiree health costs — GASB 45 As Mr. Firestine explained last fall, FY0S is the first
year in which the Government Accounting Standards Board (GASB) requires governments to begin
reporting liabilities associated with non-pension benefits for retirees, mainly for health insurance. In
the past, these costs were funded on a pay-as-you-go basis where the money is used to pay only for
claims related to current retirees. In the future, the financial statements will recognize the expense on
an accrual basis. Under an accrual standard there is an expense for current retirees and also for
current employees who have not yet retired but who may one day be entitled to a benefit. (Accrual
accounting shows expenses when the liability is incurred, regardless of when cash is paid.)

GASB does not require governments to fund the accrued expense. However, Mr. Firestine
stated last fall that “In order to retain the County’s high credit rating, I believe it will be important to
create an approach that ultimately fully funds our annual servicing of the County’s other post
employment benefits (OPEB) liability.” The estimate to fully pre-fund this liability would require the
County to spend $160 million more per year than under the former pay-as-you-go funding. Because
of the significant fiscal impact, he noted that it will be acceptable to the bond rating agencies to ramp-
up to full funding over five years. The five-year phase-in will cost the County $32 million more than
under the former pay-as-you-go funding in each of the five years FY08-FY12.

Because this amount is new and so large, Council staff showed this as a separate allocation in
December. These costs are now included in the FY08 operating budget request for each agency,
in the amounts shown below, the same as last December:

County Government $14,020,000
MCPS 16,060,000
Montgomery College 606,400
MNCPPC 1,210,500
Total $31,896,900
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d) Operating expenses for the four agencies (age cy allocations) The Executive’s allocations

require the following reductions from the agencies’ requests (the reductions would have been larger
without his $15 million reduction in PAYGO):

Executive’s reductions to the agencies

MCPS 19,700,000
College 7,500,000
Park & Planning 8,541,000
Total 35,741,000

As noted above under PAYGO, the Executive’s $26.4 million for FY07 and FY08 PAYGO is
$2.2 million less than 10% of the $275 million FY07 and FY08 bond issues the Council approved in
February 2007. Council staff made the following changes to the Executive’s numbers:

¢ assumed $27.5 million for FY07 and FY08 PAYGO, which is $2.200 million mere than the
Executive

added $360,000 to FY07 potential supplemental appropriations, for the Takoma Park gym
reduced the Executive’s FY08 agency allocations by $2.560 million (the sum of the above items),
roughly proportionally to the Executive’s allocations for these agencies, as shown below.

Council staff’s additional reductions

County Government 1,000,000
MCPS 1,400,000
College 100,000
Park & Planning 100,000
Total 2,600,000

¢ made an additional reduction to the College’s allocation of $142,025 as described above.

Action Required: To recommend guidelines to the Council, which are based on what the County can
afford, not on what might be needed.
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Resolution No:

Introduced:

Adopted:

COUNTY COUNCIL
FOR MONTGOMERY COUNTY, MARYLAND

By: County Council

Subject: Revisions to Spending Affordability Guidelines for the FY08 Operating Budget

1.

Background

Charter section 305 and Chapter 20 of the Montgomery County Code require the Council to set
spending affordability guidelines for the operating budget for the next fiscal year.

The guidelines must specify:
a) A ceiling on property tax revenues, which are used to fund the aggregate operating budget.

b) A ceiling on the aggregate operating budget. The aggregate operating budget is the total
appropriation from current operating revenues, including appropriations for capital projects but
excluding appropriations for: enterprise funds, the Washington Suburban Sanitary Commission,
specific grants for which the spending is contingent on the grants, and expenditures equal to the
estimated tuition and tuition-related charges at Montgomery College.

¢} The spending allocations for the County Government, the Board of Education, Montgomery
College, the Maryland-National Capital Park and Planning Commission, debt service and current
revenue funding of capital projects. As noted above, the College's allocation excludes
expenditures equal to the estimated tuition and tuition-related charges.

The legislation lists a number of economic and financial factors to be considered in adopting the
guidelines, requires a public hearing before the Council adopts guidelines, and requires that the
Council adopt guidelines no later than the third Tuesday in December for the fiscal year starting
the following July 1.
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Resolution No;

4. On December 12, 2005, in resolution 16-18, the Coun;:il approved the following guidelines for
the FY08 Operating Budget.

a) The ceiling on property tax revenues, at the staff estimate of the Charter limit, achieved
entirely by reducing the property tax rate:

Total $1,209.6
Less Parking Districts tax 11.7
All other $1,197.9

b) The ceiling on the aggregate operating budget and the agency allocations:

MCPS $1,787.7
Montgomery College 126.5
County Government 1,190.8
MNCPPC 90.3
Prefund retiree health costs-GASB 45, first year phase in 31.9
County Debt Service 245.6
MNCPPC Debt Service 4.4
Current Revenue, PAYGO 41.4
Current Revenue, specific projects 52.7
Unallocated Resources 0.0

AGGREGATE OPERATING BUDGET $3,571.3

5. Although not a guideline, the components of reserve at the end of FY08 for the tax-supported

funds were:
Revenue Stabilization Fund $121.1
Designated reserve 4.0
Undesignated reserve 99.0
Total reserve $224.1

6. The legislation permits the Council to revise the guidelines no later than the second Tuesday after
the State General Assembly adjourns its regular session. The General Assembly adjourned on
Monday, April 9, 2007. The limit on the increase in the aggregate operating budget is the
projected net increase in resources, applying the tax rates that were assumed in adopting that
guideline and considering the rates of any tax approved or repealed since that guideline was
adopted. On April 17, 2007, the Council revised the guidelines, as shown in the Action section.




Resolution No:

Action
‘The County Council for Montgomery County approves the following resolution:

1. The revised spending affordability guidelines for the FY08 Operating Budget in millions of
dollars are:

a) The ceiling on property tax revenues, including property taxes on new construction and on
personal property.

Total
Less Parking Districts tax
All other

b. The ceiling on the aggregate operating budget and the agency spending allocations are:

MCPS
Montgomery College
County Government
MNCPPC
County Debt Service
MNCPPC Debt Service
Current Revenue, PAYGO
Current Revenue, other
AGGREGATE OPERATING BUDGET

2. Although not a guideline, the components of reserve at the end of FY08 for the tax-supported
funds are:

Revenue Stabilization Fund
Designated reserve
Undesignated reserve

Total reserve

This is a correct copy of Council action.

Linda M. Lauer, Clerk of the Council



SPENDING AFFORDABILITY COMPARISON )

(Dollars in Millions ) Mare h | R
A B [§ D E F G
Fyo? FYor FY0§ FY08 FY08 CE FY04 CE
CATEGORY GG Approved (a) Estimate CC SAG Recommended % Chg $Chg
5-25-06 3-13-07 12-12-06 31307 Rec / Bud Rec ! Bud
1|Property Tax 1,154.0 1,156.2 1,197.9 1.207.5 4.6% 53.5
2{income Tax 1,079.4 1.217.3 1,236.5 1.285.9 19.2% 2075
3| Transfer/Recordation Tax 225.7 178.1 193.3 1533 -14.4% (32.5)
4| Other Tax 174.3 166.9 1722 171 -1.9% (3.3}
5| General State/Fed/Other Aid 524.2 522.1 601.7 575.7 10.0% 52.5
8]All Other Revenue 163.8 172.1 174.9 192.4 17.4% 28.5
7|Revenues 33215 3412.6 3,576.6 3627.8 8.2% 306.3
8|Net Transfers in {Out) 246 239 254 8.8 -54.9% (16.0)
9| Set Aside: Potential Supplementats 0.0 (9.5) 0.0 nfa 0.0
10]Set Aside: Other Claims 0.0 00 0.0 n/a 0.0
11|Beginning Reserve: Total 344.0 352,2 255.3 310.8 -0.7% {33.2)
12a| Revenue Stabilization Fund 107.8 107.8 121.1 119.6 11.0% 11.9
12b] Reserve: Designated 28 5.0 18.7 20.7 830.3% 178
12¢c| Reserve: Undesignated 2334 239.5 1154 170.5 -27.0% (82.9)
12|TOTAL RESOURCES 3 690.1 3779.2 3,857.2 3 947.3 7.0%] 257.1
13|APPROPRIATIONS
14 |Capital Budget:
15|CIP Current Revenue (35.0) (40,6} {52.7) (54.9) 57.2% {20.0)
16|CIP PAYGO (26.4) (26.4) {41.4) (26.4) 0.0% 0.0
17a|CIP PAYGO Rec Tax Undesignated 0.0 0.0 0.0 0.0 0.0% 0.0
17|Operating Budget:
18|MCPS {1,724 4) (1,724.8) {1,787.8) {1,839.1 5.7% {115.3)
19]College, Total (180.2) (176.9) (188.2) (192.4) 6.8% {12.3)
20|Less College Tuition 58.6 58.3 61.7 61.7 54% 31
21|College, Net (121.6) (118.6) (126.5) (130.7) 7.5% (8.1)
22| County Govemment (1,181.3) {1,186.0) {1.190.8} (1,262.3) 6.9% (81.0)
23|M-NCPPC {89.5) {85.7) {90.3} (98.1) 9.5% {B.5)
24|Other: (Unallocated) / GAP 0.0 0.0 {31.9) 0.0 nfal 0.0
23 Total Operating Budget: (3,175.5) [3,177.4 {3,288.9) {3,392.5) 6.8% 217.1)
261Deabt Service:
27 |All Ceunty Debt Service (206.4) (208.8) {245.6} (226.1) 9.5% {19.5)
28|M-NCPPC Debt Service (4.5) 4.5) (4.4} 4N 3.2% (0.1)
29|MCG Long Term Leases (b) (13.2) (12.8) (13.0) -1.8% 0.2
30|TOTAL APPROPRIATIONS {3.461.0) (-3,468.5)| (3,633.0} (3,717.6) 7.4% {256.6)
31 _{inel. Capral. Operating & Debt Service)
32jAggregate Operating Budget {3.402.4) {3,410.1) 13,5113 {3,655.9) T.4% {253.5)
33} (excludaes College tuition)
34 |Revenue Stabilization Fund (new $s) c0 {11.8) 0.0 na 0.0
35]Ending Reserve: Total 229.2 3108 224.2 2297 0.2% 0.5
36a| Revenue Stabilization Fund 107.8 1196 1211 119.6 11.0% 1.9
36b} Ending Reserve: Designated 18.7 20.7 4.0 57 £9.4% {13.0)
36c] Ending Reserve: Undesignated 102.7 170.5 99.0 104.3 1.6% 18
36 Maximum AQE without 6 votes { ¢ ) {3,184.6) nfa (3,555.1) 13,525.6)
37] (Prior Year AQS + inflation as shown) 4.05& 4.0% 3.52&_&_

&) Based on latest revenue and expenditure estimates as prepared by Department of Finance and OME.
b) Leng term lpases of Montgomery County Govemment are considened equivatent to debt service.
¢) The guideiines adopted in Secember by the Council may be increased by “the projected net increase in availlable resounces”, applying the tax rates that wers assumed in
adopting that guideline, inciuding any tax approved or repealed since adoption of the guidaiing MCC 20-60(¢)4).




SPENDING AFFORDABILITY COMPARISON

{Dollars in Millions ) March 14
A B c E F G
FYO7 FYO? FY08. FY08 CE FYo08 CE
CATEGORY CC Approved (a) Estimate Recommendad % Chg $Chy
5-25-06 31907 3-19-07 Rec / Bud Rec / Bud
1|Property Tax 1,154.0 1.156.180342 1,207.534619 4.6% 53.5
2]Income Tax 1,079.4 1,217.310000 1 1,286.890000 19.2% 207.5
3|Transfer/Recordation Tax 225.7 178.100000 193.260000 -14.4% {32.5)
4]Other Tax 1743 166.870000 171.050000 -1.9% {3.3)
5|General State/Fed/Cther Aid 5242 522.108120 576.725437 10.0% 52.5
6}All Other Revenue 163.8 172.081321 192372249 17.4% 28.5
7[Revenues 3,321.5 3,412.649783 3,627.832305 9.2% 306.3
8[Net Transfers In (Out) 2486 23.752178 8.643796 -64.9% {16.0)
9]Set Aside: Potential Supplementals 0.0 {9.272980) 0.000000 nfa 0.0
10]Set Aside: Other Claims 0.0 0.000000 0.000000 n/a 0.0
11]Beginning Reserve: Total 344.0 352.224081 312.578705 -9.1% {31.4)
12a] Revenue Stabilization Fund 107.8 107.786618 119.647618 11.0% 11.9
12b] Reserve: Designated 28 4.978080 20.673790 630.3% 17.8
12c| Reserve: Undesignated 2334 239.459383 172.257297 -26.2% (61.1)
12[TOTAL RESOURCES 36901 | 3,779.353062 | 3,949.054806 —7.0% 258.9
13]JAPPROPRIATIONS
14]Capital Budget:
15]CIP Current Revenue (35.0) (40.552000) {56.621000) 62.0% (21.7)
16]CIP PAYGO (26.4) (26.400000) (26.400000) 0.0% 0.0
17a|CIP PAYGO Rec Tax Undesignated 0.0 0.000000 0.000000 0.0% 0.0
17]Operating Budget:
18IMCPS (1,724.4)] (1.724.796735)] (1,839.677747) 6.7% {(115.3)
19]College, Total (180.2) (176.932732) (192.438872) 6.8% (12.3)
20]Less College Tuition 58.6 58.349885 61.720476 5.4% 3.1
21|College, Net (121.6) (118.582847)|  (130.7183986) 7.5% (9.1)
22|County Government (1.181.34 (1,184.345830)[ (1,262.343160) 6.9% (81.0)
23|M-NCPPC (89.5) (89.684810) (98.060300) 9.5% (8.5}
24|Other: (Unallocated) f GAP 0.0 0,000000 0.000000 n/a 0.0
25]Total Operating Budget: (31755 (3.,175.760107)] (3,392.520079)| 6.8% {217.1)
26{Debt Service:
27]All County Debt Service (206.4) (206.892810) (226.076320) 8.5% (19.6)
28|M-NCPPC Debt Service (4.5) (4.523000) (4.669000) 3.2% (0.1}
29]MCG Long Term Leases (b) (13.2) (12.646440) (13.003970) -1.8% 0.2
30JTOTAL APPROPRIATIONS (3,461.0)] (3,466.774357) (3_.719.290369) 7.5% (258.3)
31] (incl. Capital, Operating & Debt Service)
32|Aggregate Operating Budget (3,402.4)| (3,408.424472)| (3,657.569893) 7.5% {255.1)
33] {excludes College tuition)
34|Revenue Stabilization Fund (new $s) 0.0 {11.861000} 0.000000 n/a 0.0
35]Ending Reserve: Total 229.2 312.578705 229.764437 0.3% 0.6
36al Revenue Stabilization Fund 107.8 119.647618 119.647618 11.0% 11.9
36b} Ending Reserve: Designated 18.7 20.673790 5.721010 £%.4% {13.0)
36c| Ending Reserve: Undesignated 102.7 172.257297 104.395809 1.7% 1.7
36[Maximum AOB without 6 votes ( ¢ ) (3,184.6) nia (3,525.591510)
37] (Prior Year AOB + inflation as shown) 4.0% 3.62%

a) Based on latest revenue and expenditure estimates as prepared by Department of Finance and QMB.
b) Long term leases of Montgomery County Government are considered equivalent to debt service.

c) The guidelines adopted in December by the Council may be increased by "the projected net increase in available resources”, applying the tax rates
that were assumed in adopting that guideling, including any tax approved or repealed since adoption of the guideline MCC 20-60(c}(4).




Reconciliation of Changes to the March 13, 2007 Fiscal Plan

Date; March 28, 2007

(Note: positive numbers mean an increase in resources, negative numbers mean a

decrease in resources) $000 $000
FYO7 FY08
A. Resources
1. Net Transfers
a. MCG FRS SAFER Grant -- transfer local match to Grant Fund (147.950)
Total Change in Available Resources (147.950) 1,783.620
___B,.__l__Jse of Resources
1. Pending Supplemental Appropriations
. a..MCG FRS SAFER Grant -- approved by Council 147.950
.b. MCNCPPC Wheaton Tennis Bubble Current Revenue (117.000)
c. Reduction to ADA Consultant 225.000
d.-MCG Snow Supplemental set-aside (0.380)
Total change in pending supplemental appropriations 255.570
2. MCG Expenditures
a.-Revised DTS FYO07 expenditure estimate 1,686.000
3. Non-Agency Uses !
a. MCG Technology Modernization CIP Current Revenue '~ (1,686.000)
C. Reserves
_1. Change in reserves due to change in available resources (107.617)
_ Total Change in Uses (reduction in uses, increase in available resources) _ 1,941.570 (1,793.617)
‘Net Change in Available Resources 1,793.620 0.003




FY07 TAX SUPPORTED SUPPLEMENTAL APPROPRIATIONS
AMOUNT
Operating Budget
15-1539 MCG FRS Apparatus Management Plan (approved 7/11/06) 2,590,000
15-1561 MCG DHHS Adult Dental Services (approved 7/25/06) 293,580
15-1589 MCG OSA Health Benefits for State’s Attorney's Scholars (approved 8/1/06) 22,050
15-1607 MCG NDA National Philharmonic (approved 9/1 9/08)) 80,000
15-1619 MNCPPC Scccer Club game fee subsidies at Soccerplex (approved 10/3/06) 142,450
15-1641 MCG SAQ Family Violence Unit (approved 10-24-06) 81,400
115-1642 MCPS Automated External Defibrillator Program (approved 10/24/06) 400,000
15-1646 MCG DED Conference and Visitor's Bureau NDA (approved 10-24-06) 126,800
15-1660 MCG AHC NDA Levine School of Music {(approved 10-31-06) 50,000
15-1684 MCG AHC NDA Warren Historic District Restoration (approved 10/31/06) 25,000
MCG DHHS Senior Nutrition Services $60,240(introduced 10/3/06, withdrawn 10/17/06) 0
15- MCG FRS Fire Code Enforcement - Fire Safety Code - total supplemental $2 582 630 -
source $2,221,510 fees, $361,120 Consolidated Fire Tax District (approved 1 1/28/06) 2,582,630
16-03 MCG REC Paint Branch Sports Academy (approved 12/12/06) 172,250
16-03 MCG REC Springbrook Sports Academy (approved 12/1 2/06) 172,250
16-03 MCG REC Wheaton Sports Academy (approved 12/12/06) 129,680
16-03 MCG REC Administrative Specialist | (approved 12/12/06) 24,000
16-60 MCG DOCR Pre-Trial Services Division (approved 2-28-07) 40,820
16-68 MCG FRS SAFER Grant General Fund Match (approved 3-8-07) 147,950
Subtotal Approved PSP 7,080,860
CIP Current Revenue
15-1628 MCG DED Germantown Business Incubator (approved 10/3/06) 1,600,000
15-1629 MC Goldenrod Building Renovation (approved 10/3/06) 4,000,000
15-1654 MNCPPC Lake Needwood Dam Remediation (approved 10/31/06) 1,057,000
15-1659 MNCPPC Wheaton Tennis Bubble Renovation- substitute Program Opens Space for
Current Revenue (approved 10/31/06) {1,057,000)
Subtotal CIP CR 5,600,000
Subtotal Approved:PSP and CIP GR 12,680,860
FY07 Pending Supplemental Appropriations
City of Takoma Park Gymnasium Bond Bill Match (introduced 11-28-06, CE) 0
Set Aside for Potential Supplemental Appropriations (see below for details) 9,272,980
Subtotal:Pending Tax Supported Supplemental Appropriations ” 9,272,980
FYO7 Potential Supplemental Appropriations
MCG Snow Supplemental and other unanticipated items 8,678,100
Wheaton Tennis Bubble March Supplemental 117,000
MCG Parking for Rockville Library \ 227,880
DPWT ADA Consultant h 150,000
Grant to M.C. Historical Society for Waters Barn Project \ 100,000
Subtotal:Potential Tax Supported Supplemental Appropriations \ 9272980
FY07 Pending & Potential Supplemental Appropriations to Cover 2nd Quarter Analysis Exp.
> THESE ARE ALREADY INCLUDED IN FY07 EXPENDITURES
MCG DOCR Detention Services - Montgomery County Correctional Facility (intro.12/12/06, CE) 759,730
MCG NDA Working Families Income Supplement 1,079,080
MCG OHR Occupational Medical Services Contract (TBD) 823,120
Transit Small Bus Contract 973,437
Board of Elections FYQ7 Projected Overexpenditure 1,046,640
Subtotal: Pending & Potential Suppl. To Cover 2nd Quarter Exp. 4,682,007 |
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