Office of the Superintendent of Schools
MONTGOMERY COUNTY PUBLIC SCHOOLS
Rockville, Maryland

November 26, 2008

MEMORANDUM

i Members of the Board of Education

From: Jerry D. Weast, Superintendent QﬁS’chbbié_ %/_
Subject: FY 2010 Operating Budget Revéﬂﬁe_' . v

On November 24, 2008, Ms. Jennifer E. Barrett, director of the Montgomery County Department
of Finance, informed the County Council of the worsening revenue estimates resulting from the
deteriorating condition of the national and local economies. Based on the latest information
contained in the state distribution of income tax revenue for November, which was $31 million
lower than projected, the Department of Finance now projects at least $200 million less in total
revenue for FY 2009 and FY 2010 combined. Based on this new estimate, the potential
shortfall for FY 2010 could approach $500 million. A copy of Ms. Barrett’s memorandum is
attached (Attachment A).

This lower revenue estimate is consistent with the report on economic indicators presented to the
Management and Fiscal Policy (MFP) Committee on November 24, 2008. Weakening
employment and income trends, a significant decline in the stock market, a decline in home sales
and housing prices, lower investment income because of reduced interests rates, and a decline in
the volume of energy consumption threaten to reduce future county revenues. The Office of
Management and Budget expects to present an updated fiscal plan to the County Council on
December 2, 2008.

This negative information on county revenue parallels available information on projected
FY 2010 revenue for Montgomery County Public Schools (MCPS). Because of higher projected
enrollment, the minimum amount of county funding required by the state Maintenance of Effort
(MOE) law would increase in FY 2010 by $16.2 million. MOE requires local governments to provide
school districts at least the same funding per student as was provided in the previous fiscal year. If
enrollment goes up, the local contribution must increase proportionately. A copy of the MOE analysis
is attached (Attachment B). In times of fiscal difficulty, however, a local government may apply for a
waiver of this requirement. Such waivers were granted by the state for several years during the 1990s.

Preliminary projections of state revenue anticipate an increase in total state aid of $15.5 million.
This increase results partially from increased enrollment, but primarily because of the anticipated
full phase-in of the Geographic Cost of Education Index (GCEI) that was funded at a 60 percent
level in FY 2009. This is expected to add $12.2 million in FY 2010. There is a strong
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possibility, however, that the GCEI, which is not mandated, will not be funded in FY 2010. In
addition, FY 2009 GCEI funding may still be withdrawn by the Board of Public Works. If the
GCEI is not funded in FY 2010, it is conceivable that Montgomery County still would not
qualify for the $10 million supplemental (hold harmless) grant that it received this year, because
of increased pension contributions expected to be made on Montgomery County’s behalf in
FY 2010. Normally, more precise estimates of state aid would be available by this time from the
Maryland State Department of Education, but the state has informed local school districts that
this information is not yet available. Consequently, when state revenue estimates are released,
including the impact of 2008 wealth changes, this preliminary estimate might need to be
significantly revised. FY 2009 state aid projections are attached for your information
(Attachment C).

I will continue to keep you informed of further developments on FY 2010 operating budget
revenue. If you have any questions, please call Mr. Larry Bowers, chief operating officer, at
301-279-3626 or Dr. Marshall Spatz, director, Department of Management, Budget, and
Planning, at 301-279-3547.

JDW:vnb
Attachments
Copy to:

Executive Staff
Mr. Ikheloa



Attachment A

MEMORANDUM

November 24, 2008

TO: Michael J. Knapp, President
Montgomery County Council

FROM: Jennifer E. Barrett, Director
Department of Finance

SUBJECT:  Early Alert Regarding Fiscal Pressures

The purpose of this memorandum is to provide to the County Council early
information regarding the upcoming update of the County’s Fiscal Plan and Finance’s
developing revenue estimates. While Finance has some still unanswered questions about
the November income tax distribution, we believe that the trends and impacts noted
above will result in a major write-down of revenue estimates that could exceed $200
million for FY09 and FY 10. This is in addition to the earlier projected gap of $250
million.

This afternoon, Finance will brief the MFP Committee on the latest economic
indicators, and will discuss very current information regarding the November income tax
distribution from the State, which came in $31 million lower than the estimate provided
to the Council in September. As you may recall, the September estimates for the income,
property, and transfer and recordation taxes were based on economic information and
indicators through August. We noted at that time the update was very limited, including
information for only two months of FY09, and was not based on any actual distribution
information.

Since that time, we have experienced an unprecedented downturn in multiple
sectors of the economy which will have severe, additional impacts on County revenues.
Multiple economic trends are expected to have a significant impact on revenues. These
include:

e Further weakening in income and employment, affecting income tax withholdings
and the base going forward

e A 40% decline in the stock market which will affect capital gains reflected in
estimated payments and late filings through at least FY2011
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e A decline in home sales and housing prices affecting capital gains and transfer
and recordation taxes over a multi-year period
A decline in investment income related to short term interest rates
Declines in fuel energy taxes related to a decrease in consumption

Please note that the reduction in revenues of $200 million for FY09 and FY 10
noted above does not include further anticipated State Aid reductions. Compounding the
local revenue trends is the parallel impact on State of Maryland revenues, which also
include the State sales tax, and resulting State budget actions which will also negatively
impact the County. Over the coming week, Finance and OMB will process this still
developing picture and prepare an update to the Fiscal Plan, which will be presented to
the County Council next Tuesday.

Based on the combination of State and other budget reductions with the revenue
expectations expressed above, and the multi-year nature of the revenue declines, I believe
the Council should be prepared for an at least doubling of the budget gap for FY 10 over
what has previously been discussed.

My staff and I look forward to briefing you on these matters next week.

ce: Isiah Leggett, County Executive
Duchy Trachtenberg, Chair, MFP Committee
Timothy Firestine, Chief Administrative Officer
Joseph Beach, Director, OMB
Stephen Farber, Council Staff Director
Kathleen Boucher, ACAO
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