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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.

OLO Report 2013-6 6 June 18, 2013



Municipal Tax Duplication and Revenue Sharing in Montgomery County MD

¢ 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.
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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

%)

tory Programs

7] =]

= o 5 = —_—

= I RE g | 8 < = S| . @ | g

o < .= S = =] z g8 S &b < B Q g=i =

=] = 0 1) | O c 2 = N = 5 2 = =)

. = = 3 2 5} g g < & N = 2 S 2 =0 S
2 City = %M — 5| 2| 2 g5 3| 2g Al B S|l a3l C| =

< < . Q
= 2. S8 | E e8| 2|3 z5 2 28 E2 | 8|82 AR - =
o o 5) ERE IR HEE So|l S5 | S| %8| % S 5| & £l
@) A o > Z oGl S| @ £ 3= £l 529 1 £ 1 £ | & R I =

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.
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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 