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Dear President DeGraffenreidt and members of the Maryland State School Board,

As the Presidents of the Worcester County Teachers Association and the
Worcester County Educational Support Personnel, Tinikka Jackson and I, Terry Springle,
are writing to request that you deny the application of the Worcester County
Commissioners for a waiver of “Maintenance of Effort”. We understand that these are
difficult economic times and that everyone should be extremely careful about expending
funds during these times. Consequently, all of the teachers and educational support
personnel have agreed to no cost of living increases, no step increases and no longevity
steps for the upcoming school year. I mention this to let you know that we have no
personal vested interest in making this request. We are, however, all extremely concerned
about the impact on our students, and the educational system in Worcester County, that
severe cuts beyond the maintenance of effort will have. We, in Worcester County, have
worked extremely hard for many years to develop a quality system of education for the
students of the county. We are extremely proud of our accomplishments and we are
acutely aware of how devastating such cuts might be. We believe that such cuts would
definitely not be in the best interest of our students, taxpayers, and citizens of our County.
We also do not believe that the County Commissioners are justified in their request for a
waiver of “Maintenance of Effort”.

Worcester County currently has a discretionary fund balance in excess of $46
million dollars. Of this fund balance, approximately $27 million dollars are currently set
aside for future capital projects. Some of these construction projects have not even been
sent to the drawing board for beginning planning while many others have not gone out
for bidding of the projects. A fully funded “Maintenance of Effort” budget for the school
system would allow the County Commissioners to reduce by approximately $600,000 the
amount of money that they funded during the 2008-2009 school year because the
enrollment in Worcester County schools will decline next year. Even with a
“Maintenance of Effort” budget the school system would have to absorb all of the
increased costs for fixed items due to inflation. In other words, if the Worcester County
Commissioners funded a “Maintenance of Effort” budget the school system would have




to make extensive cuts in many areas, such as, materials of instruction, textbooks,
technology and field trips.

Earlier this year the County Commissioner requested that the Board of Education,
and all county agencies, present budgets that would use 3% less dollars than the current
year. The school board did this and then rejected that proposal because of the significant
harm that they believed would occur to the school system if they adopted such a budget.
The difference between the “3%” cut budget and the fully funded “Maintenance of
Effort” budget is $1.8 million, a very small portion of the current discretionary fund
balance. In fact, if the County Commissioner postponed the construction of a storage
shed that is proposed to cost approximately $2.1 million, for which there are currently no
immediate plans for the construction, they could fund the “Maintenance of Effort” budget
without any effect on the county. Additionally, please remember that Worcester County
is statistically the richest county in the State of Maryland and is 23" out of 24
jurisdictions in terms of their taxing effort. (Please refer to the attached documentation
for a more specific overview of Worcester County’s current financial situation.)

In conclusion, we believe that it is in the best interest of Worcester County and its
citizens that we maintain a quality school system that can attract and provide for its
citizens and their children. We also believe that the original concept of “Maintenance of
Effort” was to ensure that counties that could afford to support quality education in
Maryland would do so. We believe that Worcester County, more than any other county in
Maryland, can afford to do so and that to grant them a waiver of “Maintenance of Effort”
would only serve to encourage other jurisdictions to also desire a waiver. This would
serve to undermine the overall quality of education throughout Maryland.

Respectfully submitted,

//_—‘ %L
e%‘ingle, resident WCTA

ooy

Tinikka Jackson, President WCESP



The following pages are from “An overview of Maryland Local Governments: Finances and
Demographics” issued by the Department of Legislative Services for 2009.

1. Exhibits 4.3 and 4.4 show that Worcester County has the lowest income tax and the
second lowest property tax rate in the state.

2. Exhibit 8.1 shows that Worcester County has a combined $46.3615 million dollars in
“Unreserved General Fund Balances and “Rainy Day” Funds.

3. Exhibit 11.1 indicates that Worcester County has the highest “Tax Capacity Index” in the
state and ranks 23 out of 24 subdivisions in “Tax Effort”.
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The Worcester County Teachers Association and The Worcester County Educational Support
Personnel Association commissioned a study of Worcester County finances. The firm of R.J.
Pellicoro Associates conducted the review. The following pages are from that budget
review.

1. A cover letter that gives an overview of the report. One of the conclusions is that the
Board of Education has been receiving a declining share of the County Budget, dropping
from 42.1% in 2004 to 37.9% for 2009.

2. Fund Availability for Fiscal Year 2009 and 2010.

3. Worcester County Highlights of the FY 2009 and 2010 Fiscal Review. This exhibit
indicates that for the last five years the County underestimated revenues by an annual
average of $10.0 million.

4. General Fund Balance. This analysis shows that the County has not restricted the funds
in its fund balance. Therefore they can be used to meet Maintenance of Effort (MoE).

5. General Fund — Revenues FY 2004 — FY2010. This exhibit refers to the OPEB
payments. Worcester County has, as a result of GASB 45, been putting $17 million a
year aside to cover retiree health costs. The plan is to satisfy these requirements within
ten years instead of the 20 — 30 years in the requirement. The County can scale back its
contributions to the OPEB account to a more reasonable rate.



R. J. Pellicoro Associates
5008 Russett Road
Rockville, Maryland 20853

February 24, 2009

Terry Springle
3291 Blackbeard Road
Greenbackville, VA 23356-2530

Dear Terry:

Attached is the Worcester County Budget Review for Fiscal Years
FY 2009 & FY 2010. The “HIGHLIGHTS” of the report are shown on
page 2. This analysis includes final FY 2008 data from the FY
2008 Comprehensive Annual Financial Report which was not
available until mid-February 2009, some 7*¢ months after the close
of the fiscal year. We have revised our review based on actual
FY 2008 data. We have summarized pertinent observations as
follows:

FY 2008

The County’s FY 2008 operations contributed $3.7
million to the Year End Fund Balance; a combination
of $2.7 million in revenue underestimates and $1.0
million in overestimated expenditures. The June 30,
2008 Unreserved General Fund Balance is $28.4 million.

FY 2009
We estimate that revenues will be only $900,000 more
than Budget, as a result of the economic downturn.

Actual expenditures are projected to be $2.7 million less
than Budget, consistent with the $1.9 million annual average
overestimate for the past 5 years.

Hence, we believe FY 2009 will add $3.6 million to the Year
End General Fund Balance.

FY 2010

Assuming all the same tax rates, we project FY 2009
revenues of $205.5 million, an increase of $15.1
million or 8.8% over FY 2009. The bulk of the increase
is Property Tax revenues.



February 24, 2009
Terry Springle
Page 2

We also project FY 2010 expenditures at $186.4 million,
a level 5% higher than FY 2009, after reducing
Transfers Out from $17.0 million to $10.0 million.

FY 2010 will not require a transfer from surplus.

Worcester County will have a“$51.1 million Unreserved
General Fund Balance to use for FY 2011 and beyond.

BOE Share of General Fund Expenditures

The BOE’s share of County expenditures declined from 42.1%
for FY 2004 to 37.9% for FY 2009...a decline of 4.2

percentage points. One percentage point

equates to $1.7

million in FY 2009, hence, had the County merely maintained

the FY 2004 support level, an additional

$7.1 million would

have been allocated to the BOE for FY 2009!

Effective with FY 2007 the County started accruing a liability

for retiree benefit costs which are currently
incurred. The Accounting Board requires that
accrued over the work life of employees. The
$17.0 million of operating funds annually for
since FY 2007.

R.J. Pellicoro

cc:w/gé Parker

expensed as

such costs be
County set aside
the OPEB Trust



FUND AVAILABILITY

FISCAL YEAR 2009 AND 2010

We have reviewed the fund availability for Worcester County for fiscal year
2009 and fiscal year 2010 and are of the opinion that adequate funds will be
available to fund a significant salary increase for all County employees
without a property tax increase and without touching the reserve for "credit
ratinga™.

It should be noted that additional funds above and beyond those set forth in
our analysis could be made available if spending priorities, especially
regarding capital improvements, are critically reviewed consistent with
taxpayer priorities. The current budget includes funds for what might be
low priority items as well as contingencies.

The following tabulation defines in detail the sources of available funds
for fiscal year 2010 needs.

Fund Availability - FY 2010

Starting with the estimated June 30, 2008 Estimated Unreserved Fund Balance
for the General Fund, we proceeded to determine:

a. Fiscal year 2009 revenues in excess of County budget amount; and
b. Fiscal year 2009 appropriations above probable expenditures.
c. Fiscal year 2010 revenues assuming normal growth.

For clarification purposes, we have shown below each of these factors as
well as their cumulative impact on fiscal year 2010 available funds:

(000,000)

A. June 30, 2008 Undesignated General Fund Bal. $28.4
B. FY 2009 Revenue Over County Estimate 5 .9

C. FY 2009 Estimated Unexpended Appropriations 2.7 3.6
D. Forecast 6/30/09 Surplus 532:.0
E. FY 2010 Revenues - Same Tax Rates 5205.5

F. FY 2010 Expenditures - 5% Over FY 2009 1/ 186.4 18,1
G. Fund Balance 6/30/10 5.1

What this means is that a 5% increase in expenditures for FY 2010 could be
accommodated without a tax increase and a $51.1 million surplus would be
available for FY 2011 and beyond.

1/ Reduces Transfers Out to $10.0 million.
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WORCESTER COUNTY
HIGHLIGHTS OF FY 2009 & 2010
FISCAL REVIEW

The County's fiscal condition, despite large transfers of funds to
Capital Projects, has exceeded County estimates and will permit
reasonable salary increases without raising tax rates, or impairing the
Unappropriated Surplus.

The County General Fund Balance has increased from $24.1 million at
June 30, 2004 to $34.1 million at June 30, 2008.

The 6/30/08 Unreserved General Fund Balance was $28.5 million.

Assuming the same $.70 Property Tax Rate, we estimate FY 2010 revenues
of $205.5 million which will permit an expenditure level at 5% greater
than FY 2009, while retaining a $51.1 million General Fund Unreserved
Balance at 6/30/10.

The County has underestimated revenues for the past 5 years by an
annual average of $10.0 million.

The County has overestimated General Fund Expenditures for each of the
past 5 years, averaging $1.9 million annually, despite large year-end
overexpenditures for Capital Projects.

The County has used $22.0 million of operating funds for Pay-As-You-Go
funding of Capital Projects and $51.0 million for OPEB Reserve for the
past 4 years...an average of $28.0 million annually!

The BOE's share of Total General Fund Expenditures and Transfers
declined from 42.1% for FY 2004 to 37.9% for FY 2009...a drop of 4.2
percentage points. One percentage point equals $1.7 million for FY
2009. Had the County maintained the FY 2004 share, an additional
$7.1 million would have been appropriated to the BOE for FY 2009!

The County continues its policy of using large amounts of operating
revenues for Pay-Go funding of Capital Projects, despite the severe
economic slowdown and its impact on future funding.
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GENERAL FUND BALANCE
FY 2004 - FY 2009

(000)

General Fund
As At Undesignated Designated
June 30 Fund Balance Fund Balance 1/ Reserved Total
2004 $ 500 $20,622 $ 2,996 $24,118
2005 500 27,704 4,107 32,300
2006 500 3 1. 356 5323 43,179
2007 500 31;187 2/ 4,707 36,394
2008 500 27,991 3/ 5,565 34,056
2009 500 32,000 Est. 5,000 Est.37,500 Est.

“Truth-in-Budgeting” calls for a completely candid relationship between the
County fiscal authorities and County citizens to assure that citizen-
determined priorities are not compromised. The true fiscal health of the
County depends on full disclosure.

Unlike other jurisdictions, Worcester County keeps a modest $500, 000
annually as Undesignated Fund Balance and designates the bulk of Unreserved
Fund Balance for a myriad of purposes, a veritable wish list, which
effectively remove such funding from the negotiations process.

With the current economic downturn, it would appear prudent for the County
Commissioners to reexamine the priorities of Capital Projects planned the
last few years given the current economic crisis. It might also be
appropriate to adopt more realistic revenue projections to the budget
process and focus on long term fiscal forecasts.

We forecast a June 30, 2009 Unreserved Fund Balance of $32.5 million.

1/ Designated for: (000)

EY FY FY FY FY

2004 2005 2006 2007 2008
Credit Rating 5 3,500 s - s - 5 s =
Future Use ‘ 15, 622 26,224 29,041 29,687 27,991
Subsequent Years’ Expend. 1,500 1,500 15500 1,500 -
OPEB N = 6,815 - -

Total $20,622 827,704 537,356 S34., 387 S27,;991

“Designations of Fund Balance are used to show the amounts within Unreserved
Fund Balance, which are intended to be used for special purposes but are not
legally restricted.” Quote from CAFR, Pg. 63.

2/ The decrease in Designated Fund Balance is the result of the County’s
eleventh hour decision to overspend transfers to OPEB by $6.8 million
and transfers to Capital Projects Fund by $7.5 million.

3/ Similar to FY 2007, the County made an unbudgeted transfer of $4.5
million to the Capital Projects Fund, thereby causing the decrease in
General Fund Balance.
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GENERAL FUND - REVENUE
FY 2004 - FY 2010

(000)
Actual %

Fiscal Over Annual Per R.J.
Year Budget 1/ Actual 1/ Budget Increase Pellicoro
2004 $112, 588 $120,209 $ 7,620
2005 122,143 138,824 16,680 15%
2006 138,824 155;124 16,300 12
2007 158, 604 165,215 6,611 7
2008 174,108 176,810 2,702 7
2009 188,027 ' 7 Est. $188, 900
2010 9 Est. 205,500

Dot Excludes Fund Balance and Transfers.

Despite having the lowest tax rates in the State, Worcester County’s annual
revenue growth averaged 10% annually for the past 3 years.

The County significantly underestimated revenues for the past 5 years by an
annual average of $10 million. This practice results in diverting operating
revenues away from current operating needs and toward Pay-Go funding of
Capital Projects and OPEB accruals.

We conservatively estimate General Fund Revenue of $188.9 million for FY
2009 and $205.5 million for FY 2010.

We will monitor revenues based on actual collections throughout the year and
will revise our estimates accordingly.

BUDGET SUMMARY
FY 2009 & FY 2010

(000)
FY 2009

Per FY 2010
County RJP Per RJP
Revenue $188,027 $188, 900 $205, 500

Prior Year Surplus - Est. 15500 1,500 -
Total S187,527 $190,400 $205,500
Expenditures STHO- 723 $168,000 $176,400
Transfers 18,804 18,804 10,000
Total $189,527 $186,804 $186,400




