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Anthony South, Executive Director
Maryland State Board of Education
200 West Baltimore Street
Baltimore, Maryland 21201

RE:  Maintenance of Effort Waiver Request

Dear Mr. South:

The Wicomico County Executive requests a waiver from the Maintenance of Effort requirements
of the Education Article, Section 5-202 for Fiscal Year 2011 in the amount of $7,400,000. The County
Council has the option to increase (up to the Board of Education’s original request) or decrease further the
Executive’s Proposed contribution to the Board of Education; if the County Council further decreases the
contribution, Wicomico County will send an amended request to cover the total decrease.

The Board of Education’s Maintenance of Effort budget request for Fiscal Year 2011 is
$50,596,892; the waiver would decrease the appropriation to $43,196,892. This is the first of a two year
phased reduction in the County’s contribution to education which will align expenses with expected
revenues and back out prior year payments to the local BOE that were in excess of MOE requirements.
We anticipate that the Fiscal Year 2012 contribution will be in the vicinity of $40M to $42M.

The table below shows the amount of contribution each year that was in excess of MOE. Over
ten years this has totaled $11 million, which has been added to our annual base. We can no longer afford
to support this extra funding.

 Fiscal ~ Operating - Maintenance of  Ifwe only funded  Amount Funded Over
~ Year  Appropriation Effort MOE Maintenance of Effort
Last Ten Years
2001 $ 42,843,788 $ 143,746 $ 5,456,254
2002 $ 43,743,788 $ (201,571) $ 42,642,217 3 1,101,571
2003 $ 44,665,088 $ (235,712) $ 43,508,076 $ 1,157,012
2004 % 45,679,815 $ 452,297 $ 45,117,385 $ 562,430
2005 % 46,131,073 $ 451,258 $ 46,131,073 $ -
2006 $ 46,925,458 $ 348,916 $ 46,479,989 $ 445,469
2007 $ 48,329,815 $ 764,985 $ 47,690,443 $ 639,372
2008 % 49,443,053 $ 113,238 $ 48,443,063 % 1,000,000
2009 $ 50,204,655 $ 61,602 $ 49,504,655 $ 700,000
2010 $ 50,781,711 $ 577,056 $ 50,781,711 $ -
[ Last 10 Years Total Fundingover MOE ~ $ 11,062,108




We have also committed to a significant school construction program over the past few years to
the detriment of County capital projects. Total funding for the following schools was about $82 million:
N. Salisbury, Prince St, Bennett High, and Bennett Middle. For fiscal year 2011, principal and interest
payments on all school projects are about $11.3 million. In contrast, for County projects, debt service in
fiscal year 2011 is about $2.9 million.

Wicomico County requested a modest MOE waiver of $2 million in fiscal year 2010. During that
process, the long range outlook for revenue, expenses and use of available fund balances to cover budget
deficits was presented. That waiver request was not approved. Subsequently, and with concurrence of
the Board of Education, the County fully funded the local BOE’s FY10 MOE budget of $50,781,711.
Since that time revenue estimates for the county have declined further.

The table below shows total new revenues from taxes and fees exclusive of the use of prior year
fund balance, inter-fund loans, and one-time non-recurring payments such as the FY10 return of $2M
from the local BOE’s capital improvement fund. From fiscal year 2008 through fiscal year 2011, the
County expects a cumulative 12.5% revenue decline totaling $15.5M.

FYO2 FYO3 FYO4 FYO5 FY06 FYO7 FYO8 FYO? FY10 FY11
$94,605292 | $98,129264 | $105,476,199 | $110,986,241 | $118,780,985 | $124,033,588 | $124,033,072 | $116,418,799 |$110,690925 | $108,496,235
% change 3.7% 7.5% 5.2% 7.0% 4.4% 0.0% -6.1% -4.9% -2.0%

The profile for total county expenditures is show below. From fiscal year 2008 through fiscal
year 2011, the County expects a cumulative 11.3% expense decline totaling $14.5M.

FYO2 FYO3 FY04 FYO5 FY06 FYO7 FYO8 FYO? FY10 FYT1
$94,407,097 | $97,161,229 | $98,731,701 | $101,412,587 |$106,129,994 | $123,193,517 |$127,505095 | $123,653,734 | $118405667 | $113,034,851
% change 2.9% 1.6% 2.7% 4.7% 16.1% 3.5% -3.0% -4.2% -4.5%

Even with the harsh reductions planned for the upcoming year, FY11 will be the fourth
consecutive year where expenses exceed revenue. As the County Executive, it is my duty to plan, budget
and operate the County in a fiscally sustainable manner, and until there is measurable evidence of
increasing County revenues, expenditures will be forced to a level that match new tax and fee receipts.

Wicomico County’s economy is founded on poultry and agriculture, with contributions from light
industry, medical, retail and tourism. The past growth in our revenue was driven by the healthy national
economy that fueled new housing construction, home sales, and rapidly increasing home prices. The
table below shows the profile of what had been our fourth largest source of new revenue, recordation tax.

FYO2 FYO3 FYO4 FY05 FYOé FYO7 FYo8 FYO9 FY10 FY11
$3,245976 $4,051,641 $4,719,412 $5,717,040 $6,585,432 $5,872,957 $4,504,219 $2,820,766 $2,610,762 $2,770,000
% change 24.8% 16.5% 21.1% 15.2% -10.8% -23.3% -37.4% -7.4% 6.1%

While we are projecting a slight increase in this revenue source in FY11, it will be just slightly
above the level received ten years ago in 2001. And more importantly, there is no expectation that
housing-based revenue will return to the boom highs of 2006, 2007 and 2008.

The graph below shows the history and future projections for income and recordation tax
revenue. Please note the relationship between recordation and income tax receipts. Recordation revenues
peaked two years before income tax revenues (which is consistent with the income tax collection and
disbursement cycle) and decline sharply for three years through fiscal year 2009. Income tax revenue
peaked in FY08. Following the three year decline in recordation tax (now a surrogate measure for
economic activity), we project significant declines in income tax revenue through FY11 to a level not



seen since 2004. An additional analysis based on employment data corroborates this estimate. We are

estimating that income tax revenue will begin growing at rates similar to those of the period 1995 to 2000
beginning in FY12.
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End of Fiscal Year

The largest potential source of revenue is from property tax. However in Wicomico County, the
total revenue from this source is limited by a revenue cap. In the past year we have made an extensive
effort to educate the community about the long-term fiscal impact of the revenue cap including
presentations to the following community groups: Salisbury-Wicomico Economic Development Annual
Meeting (televised throughout the County), Council of PTAs with the Superintendent of Schools, County
Recreation Commission and Area Recreation Councils, Greater Salisbury Committee, National
Association for the Advancement of Colored People, Sunrise Rotary, Fruitland Chamber of Commerce,
Salisbury Chamber of Commerce, Executive’s Council of Economic Advisors, and a public hearing on
FY10 budget amendments. The information was also presented to the County Council and County
Department Heads

It is extremely important to understand that, up to this point, there is no voter interest in
elimination or modification of the revenue cap and no organized support to spearhead such a change. As
a matter of fact, there is no citizen support for increases in any taxes. So despite a declining tax rate
(Wicomico County now has the 3™ lowest real property tax rate in the State) and a resultant significantly
“under taxed” property base, there is no potential for revenue growth through increasing the tax rate via a
removal of the revenue cap; if it was lifted today, the political reality would preclude a rate increase.
Taxpayers have established a clear mandate to constrain taxes and thus spending. Our fiscal year 2011
budget does just that — constrain spending in all areas.




In fiscal year 2010, the County instituted 5 to 10 unpaid furlough days (depending on salary) for
its employees, a hiring freeze, no capital expenditures, 10% across the board operating cuts and up to an
additional 15% across the board operating cut when it passed an amended budget in January 2010. In
addition, the County did not fund its pension or OPEB trusts. Since the recession hit, the Board of
Education has been held harmless. The BOE has fully funded its pension plan, had no furloughs, no
freezes, and had no need for a reduced amended budget due to decreasing revenues.

County revenues (from all sources, including fund balances) are projected to decrease about
$16.5 million since 2009. The County absorbed all the cuts in fiscal year 2010; we cannot absorb them in
fiscal year 2011. Unfortunately, this means the County can no longer hold the BOE harmless.

In fiscal year 2011, the County Executive’s proposed budget includes elimination of funding for
43 positions, 5 to 10 unpaid furlough days, a continued hiring freeze, no pension and OPEB funding, and
more operating cuts to many departments. Even with these austerity measures, the County’s budget was
still out of balance by over $7 million. We had no alternative but to cut the Board of Education.

The following tables show the total County budget, total BOE support (including debt service),
BOE operating support, and the County portion of the budget for fiscal years 2009 through 2011
(proposed). Note that, even with the proposed operating cut to the BOE, when debt service on school
projects is included, the BOE’s percentage of the otal budget goes up. This illustrates the huge amount
of investment the County has made in our school system over the past few years.

2009 - 2010 : 2011
Total Budget $ 129,535,922 | $ 120,702,072 | $ 113,034,851
Total BOE Support $ 59,166,965 | $ 61,272,707 | $ 61,923.308
BOE Operating Support $ 50204655|$% 50,781,711 $ 43,196,892
County $ 79331267 | % 69920361 % 69,837,959
2009 ' 2010 - 2011
Total BOE Support % 45.7% 50.8% 54.8%
BOE Operating Support % 38.8% 42.1% 38.2%
-|County % 61.2% 57.9% 61.8%

The County is proposing to use over $4.5 million from various fund balances in the FY2011
budget. The use of additional fund balance was considered in our efforts to balance the budget; however,
once used it is gone forever, and a five-year analysis shows that only by judiciously allocating the use of
fund balance can the County survive the current economic downturn.

The County requires a cash balance of between $8 million to $10 million for payment of bills;
anything lower than that could necessitate the use of short-term debt (tax anticipation notes) to meet daily
cash requirement, including funding the BOE. Any further increase in the use of fund balance this year
will result in insufficient balances in future years and, therefore, was rejected. The following table
illustrates the planned uses of fund balances that will keep the County solvent and able to pay its bills in a
timely manner.

FY2009 | FY2010 |  FY2011 FY2012 FY2013 FY2014 FY2015
Net change in fund
balance: $ (4,714,742) $ (4,538,616) $ (1,428,364) $ (841,126) $ 1,760,123 $ 4,087,469
Fund balance - beginning,
as restated $ 19,221,219 $ 14,506,477 $ 9,967,861 $ 8,539,497 $ 7,698,371 $ 9,458,495
Unrestricted Fund balance
incl Rainy Day - ending $ 19,221,219 $ 14,506,477 $ 9,967,861 $ 8,539,497 $ 7,698,371 $ 9,458,495 $ 13,545,963

4




In accordance with the MOE Waiver Requests instructions, item #9, we draw your attention to
page 79 of our financial statements, which lists all of our reserves. Note that only the “Reserve for
contingencies and emergencies” (i.e., our Rainy Day Reserve) is unrestricted and is included in the chart
above. The others are restricted by law/contract (Rate stabilization, OPEB), State policies (Shore
Transit), or County resolution/policies.

With capped property tax revenue, no significant federal presence to shield us against the
recessionary effects on our income tax revenues and a basic agricultural economy, Wicomico County is
inherently different from Western Shore counties and should not be compared to them for purposes of
determining our revenue raising capabilities to fund education. We do not have their advantages, but we
do have the same responsibility for sustainable fiscal management. With no influx of revenue on the
horizon, we must manage within the resources that we have and those we expect in the near term.

Our citizens are not willing to pay additional taxes. In the past three years, we have poured $15.4
million of fund balance (prior year revenue) into the budget gap caused by the most severe recession since
the Great Depression. We are unable to sustain the current level of services with the fund balances
remaining. We must reach a sustainable spending level. Regrettably, this means harsh cuts to all our
services, including education. We ask you to help mitigate the impact to our schools by granting this
waiver request.

Sincerely,

Ve
c égi% Pollitt,

County Executive ==

Attachments: FY2010 Amended Budget
FY2011 Proposed Budget
Wicomico County’s Audit Financial Statements (last 3 years)
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