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March 8, 2010

Dear Chair Perkins and Members of the Board of Supervisors —

In prior years, | have always opened my budget messages with the comment that “| am pleased
to present for your review...the proposed fiscal year budget.” However, with the many
budgetary issues we are facing in this upcoming fiscal year, it is difficult for me to be “pleased”
to present such a difficult budget for your consideration for the 2010-2011 fiscal year.

As you are well aware, the challenges of assembling the proposed fiscal year budget for your
review and deliberation have been tremendous. The budget process began with an anticipated
shortfall in General Fund revenues of over $1 million for the current fiscal year, combined with
reductions in state funding for our Constitutional Officers and other operations estimated at an
additional $1.5 million.  Anticipated increases in employee benefits (health insurance,
retirement, group life insurance, unemployment compensation, etc.) along with additional costs
for utilities and support of the Western Virginia Regional Jail total nearly another one million
dollars, bringing the initial shortfall to approximately $3.4 million in the County’s General Fund
as we began the fiscal year 2011 budget process. Coupled with the projected reduction in state
funding to the Montgomery County Public Schools, the shortfall for the upcoming fiscal year for
the County and the Schools was approaching $10 million. Governor McDonnell, the House
Appropriations Committee, and Senate Finance Committee are currently contemplating further
adjustments that could result in several million dollars in additional reductions in funding to our
local school system.

“One of every two (state) dollars comes back to localities in some way. ... You're
not going to make an additional 32 billion in cuts without having an adverse

effect upon monies sent to localities by the state.”
... State Senator Roscoe Reynolds
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Last year, strategies were employed to balance the current year budget which included no new
positions; no merit or cost of living increases; freezing vacant positions; a reduction of
maintenance and capital funding; a 50% reduction in funding for fire and rescue capital; use of
debt service reserve and rainy day funds to reduce debt service; and less funding for travel and
training for our employees.

As staff assembled the proposed 2010-2011 budget for your review, | have emphasized that our
budget must ensure the County will continue to maintain quality public safety protection and a
guality educational system for our citizens, while minimizing the impact on local taxpayers as
much as possible. We have employed several strategies to minimize the possible impact on
these priorities, including continuing no merit or cost of living increases for the second
consecutive fiscal year; continuing the freeze on nearly 13 currently vacant positions; rejecting
all requests for increased funding for operations unless mandated or required (e.g. utilities); and
no restoration of part-time salary funding in several departments or funds for travel or training.




All these are small items, but they add up. Localities will have to supplement the

funding or do away with the program.”
Virginia Department of Planning and Budget Manager Jerry Edwards

One strategy that must be considered in the proposed budget is the reduction of personnel in
offices where the state has eliminated funding for staff positions. In the Commissioner of the
Revenue’s and the Treasurer's offices, all funds for staff were eliminated except for the two
Constitutional Officers. | am proposing that the County restore funding for five of these
positions in each office; as a result, five positions will need to be eliminated from each office.
When we compare the current staffing in these offices to other counties with similar
demographics, we can no longer support shifting County dollars from other critical areas to
support the higher staffing levels. To allow time for both offices to address reductions in
staffing, these reductions will be effective January 1, 2011 for positions not currently vacant.
Over the next year, we will also work closely with both offices to achieve greater efficiencies
through technology and workload redistribution.

I am also proposing that we continue the freeze on filling existing vacancies in the organization.
This results in a reduction of nearly 13 full-time equivalent positions; when combined with the
elimination of 10 additional positions, this represents a reduction in County staff of nearly 6%.
In addition, the proposed budget anticipates offering incentives to employees who are eligible
for retirement to help avoid the need for additional layoffs or terminations. If five to fifteen
employees elect to accept incentives and retire, this would result in a total reduction of County
staffing of 7% to 10%.

The County’s employees are our organization’s greatest asset. Reductions in staff create
additional work for the remaining employees who carry on the duties of supporting our citizens
each day. No reductions in salaries or benefits are proposed for these employees, as they will
have more responsibilities and duties as a result of the reductions proposed above. We have
many dedicated and loyal employees who work hard to provide the best possible service to our
citizens, and | greatly appreciate their efforts during this extremely difficult time.

The Board of Supervisors offered consensus in changing the method of motor vehicle valuation,
which will allow us to offset some of the shortfall in personal property revenue, and help to
stabilize the existing local revenue base. This change in valuation method will generate
approximately $700,000 in revenues, without changing the existing personal property rates.

“What we have here is a classic case of shifting the fiscal burden to the locality
and setting up a condition in which the locality feels the complete brunt of the
pressure. The state does not appear to have an appetite for addressing revenues,
and that position is something that localities will live with for years.”

... Hanover County Schools Superintendent Stewart D. Roberson



For FY 2010-2011, | am recommending the Board consider a 4 cent increase in the real estate
tax rate. Increasing the real estate tax by 4 cents will generate approximately $2.7 million, and
allow us to restore $700,000 to the school system’s FY11 funding request, and also add
$300,000 to our County schools to address the proposed change in funding for the local
composite index. The proposed increase will also allow us to fully support our public safety
operations; allow money to be set aside for future years’ budgets; provide funding for road
improvements and the purchase of equipment for fire and rescue operations; and provide
funding for retirement incentives and phasing in of staff reductions.

It should be noted that our budget projections are based on former Governor Kaine’s proposed
budget, and do not reflect any adjustments proposed in the current session of the General
Assembly. Governor McDonnell’'s proposed reduction in funding to public schools could amount
to an additional $3 million to $5 million in cuts to the Montgomery County Schools.

The Commonwealth has proposed to cut 21% of its funding for the Commonwealth Attorney’s
Office and the Sheriff's Office. With a 4 cent real estate tax rate increase, we will be able to
maintain full staffing (except for three frozen vacant positions) in the Sheriff's, Commonwealth
Attorney’s, and Clerk of Court’s offices. Our commitment to public safety remains strong, and
we appreciate all that those in the law enforcement community do to protect us each day.
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Where It Goes
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As County staff reviewed our financial situation with you in earlier work sessions, you requested
that | develop a worksheet showing reductions that would be required if the Board approved a
smaller real estate tax increase, or no tax increase. That summary is attached as Appendix A to
my budget message. Should the General Assembly restore funds to address the reductions
proposed in former Governor Kaine’s budget, then these recommended reductions will change.
As we continue through the budget review process, we will update this information as we
receive more information from the State.

In April 2004, | wrote these words in my budget message to the Bedford City Council:

“We must continue to encourage our state elected officials to move forward with finding
long-term solutions to the Commonwealth’s funding issues, and we must demand that
the State continue to evaluate the distribution of funds to the localities to meet core
services. Without major changes in the tax structure in Virginia, our ability to control our
local fiscal affairs remains somewhat limited. We must continue to be aggressive in
promoting economic development ... in order to continue to expand our tax base and
improve the opportunities for our workforce.”

These words are every bit as true today as they were six years ago! It has become obvious the
State has decided that rather than evaluating how funds are raised and distributed for core
services such as education and public safety, they are simply going to pass the burden of
funding these core services to the localities. With no hope of additional revenues from the state
to fund these and other essential functions, it is left to our local elected officials to decide how



best to address these needs, through raising property taxes, reducing services, or perhaps both.
While | am confident that our Board knows and understands the needs of our County, to require
you to be fully responsible for these choices presents a difficult challenge.

In conclusion, the proposed fiscal year 2010-2011 budget continues the Board’s tradition of
fiscally responsible operating plans for the County. It provides essential funding for high quality
services to our citizens and businesses, maintains most programs and activities of our various
departments, and allows for the investment in capital and human resources necessary to
perform our jobs efficiently and effectively.

The General Assembly and the Governor will be making final decisions soon on the
Commonwealth’s budget for fiscal year 2011. Once the details are known, the County’s budget
team will review the changes and advise on any amendments that may be needed to the
proposed budget information.

I want to thank the County's department heads and Constitutional officers for all their assistance
and support as we compiled this proposed budget for your review. Our leadership team is
keenly aware of the fiscal situation we are facing, and they have been very supportive to me as
we worked to develop this budget. Special thanks goes to Carol Edmonds, Angie Hill, Marc
Magruder, and Susan Dickerson, who have spent countless hours entering, reviewing, revising,
and assembling the budget numbers prior to my formal presentation to you. Thanks also to
Ruth Richey and her staff, who volunteered for the task of assembling these documents for you,
saving the County from having to pay an outside company to assemble the document.

In spite of these difficult economic times, Montgomery County has achieved many noteworthy
accomplishments in the past twelve months through your leadership. | am confident that the
upcoming fiscal year will be another year of progress and improvement for our great County.
County staff will be reviewing the proposed budget information with you in more detail in the
weeks ahead; additional work sessions may be scheduled in order for you to have ample time to
discuss this information. The required public hearing on the proposed budget is Monday, March
29, at 7 p.m. Our plan is to establish the real estate tax rate and adopt the budget at our regular
board meeting scheduled for April 12.

I am honored to be serving as your County Administrator, and | am grateful to each of you for
your support and your leadership. | welcome your comments and suggestions as you review
the attached information in the days ahead.

Best regards, /

ﬂ

F.Cra dows

County Administrator



Appendix A

Adjustments for Consideration if the Board of Supervisors
Desires to Establish a Lower Tax Rate than Proposed by the
County Administrator

Adjustments recommended to reduce budget in order to adopt a real estate tax rate of 74
cents** (3 cents higher than current rate) —

¢ Reduce non-mandated outside agencies 5% $27,500
o Reduce Department of Social Services’ local funding 3% $32,500
e Reduce hours at consolidated waste sites 12% $60,500
¢ Reduce library materials for patrons 5% $9,500
e Reduce $300,000 added for schools to $250,000 $50,000
e Eliminate compensation for Planning Commission members $14,000
e Eliminate compensation for Economic Dev. Commission members $3,000
e Eliminate part-time salary funds in Commonwealth Attorney’s office $18,500
¢ Reduce revenue stabilization fund to $100,000 $464,500

» Total amount of reduction -- $680,000

** All dollar values are approximate, and are based on the assumption that NO additional
State funding will be received to offset any proposed reductions



Adjustments recommended to reduce budget in order to adopt a real estate tax rate of 73
cents** (2 cents higher than current rate) —

¢ Reduce funding to non-mandated outside agencies 10% $55,000
¢ Reduce Department of Social Services’ local funding 8% $86,000
e Reduce hours at consolidated waste sites 26% $122,000
¢ Reduce library materials for patrons 10% $19,000
e Reduce part-time salaries for libraries 10% $36,500
e Eliminate $300,000 in additional funding for schools $300,000
e Eliminate compensation for Planning Commission members $14,000
e Eliminate compensation for Economic Dev. Commission members $3,000
¢ Eliminate part-time salary funds in the Comm. of the Revenue’s office $5,500
o Eliminate part-time salary funds in County Administration $4,000

e Eliminate part-time salary funds in the Commonwealth Attorney’s office $18,500
¢ Eliminate revenue stabilization fund $564,500

e Implement reduction in positions in Sept. 2010 instead of Jan. 2011 $132,000

» Total amount of reduction -- $1,360,000

** All dollar values are approximate, and are based on the assumption that NO additional
State funding will be received to offset any proposed reductions



Adjustments recommended to reduce budget in order to adopt a real estate tax rate of 72
cents** (1 cent higher than current rate) —

¢ Reduce funding to non-mandated outside agencies 15% $82,500
e Reduce Department of Social Services’ local funding 10% $85,500
e Reduce hours at consolidated waste sites 39% $184,000
e Reduce library materials for patrons 10% $19,000
o Reduce part-time salaries for libraries 10% $36,500
e Eliminate $300,000 in additional funding for schools $300,000
o Eliminate compensation for Planning Commission members $14,000
o Eliminate compensation for Economic Dev. Commission members $3,000
o Eliminate part-time salary funds in the Comm. of the Revenue’s office $5,500
¢ Eliminate part-time salary funds in County Administration $4,000

¢ Eliminate part-time salary funds in the Commonwealth Attorney’s office $18,500

e Eliminate revenue stabilization fund $564,500
e Implement reduction in positions in July 2010 instead of Jan. 2011 $181,000
o Reduce County funding for schools $221,000
e Use one-time money from “windfall” to balance budget $321,000

=  Total amount of reduction -- $2,040,000

** All dollar values are approximate, and are based on the assumption that NO additional
State funding will be received to offset any proposed reductions



Adjustments recommended to reduce budget in order to maintain the current real estate
tax rate at 71 cents** —

¢ Reduce funding to non-mandated outside agencies 20% $142,000
o Reduce Department of Social Services’ local funding 15% $160,500
e Reduce hours at consolidated waste sites 50% $238,000
¢ Reduce library materials for patrons 10% $19,000
e Reduce part-time salaries for libraries 15% $55,000
e Eliminate $300,000 in additional funding for schools $300,000
e Eliminate compensation for Planning Commission members $14,000
e Eliminate compensation for Economic Dev. Commission members $3,000
¢ Eliminate part-time salary funds in the Comm. of the Revenue’s office $5,500
o Eliminate part-time salary funds in County Administration $4,000

e Eliminate part-time salary funds in the Commonwealth Attorney’s office $18,500

¢ Eliminate revenue stabilization fund $564,500
¢ Implement reduction in positions in July 2010 instead of Jan. 2011 $181,000
¢ Reduce County funding for schools $702,000
¢ Reduce Sheriff's Office by one position $49,500
e Reduce Clerk of Courts’ office by one position $42,000
¢ Reduce Commonwealth Attorney’s office by one position $49,500
e Reduce Sheriff's vehicle replacement fund by 38% $59,000
e Eliminate gas card incentives for fire and rescue volunteers $42,000

(Continued on next page)

** All dollar values are approximate, and are based on the assumption that NO additional
State funding will be received to offset any proposed reductions



Adjustments recommended to reduce budget in order to maintain the current real estate
tax rate at 71 cents**(continued) —

¢ Eliminate funding for the Lyric Theatre $5,000
e Eliminate funding for the Montgomery Museum $5,000
e Eliminate funding for Smithfield Plantation $5,000
e Eliminate funding for Rosa Peters Park $5,000
e Eliminate funding for the Riner Cannery $8,500
e Eliminate payment for fire hydrant maintenance $16,000

e Capture savings from reclassification of one full-time

position to part-time (position to be determined) $26,500

» Total amount of reduction -- $2,720,000

** All dollar values are approximate, and are based on the assumption that NO additional
State funding will be received to offset any proposed reductions
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BUDGET SUMMARY

Introduction

The FY 11 budget for the General Fund and the School Operating Fund totals $131.6 million. The General
Fund totals $39.7 million and the School Operating Fund totals $91.9 million. The total County budget also
includes the Debt Service Fund ($17.8 million), the Law Library Fund ($17,600), the School Cafeteria Fund
($3.8 million), funding for Fire and Rescue Capital Equipment ($340,000), and a Revenue Stabilization Fund
($564,248). The County budget for all funds totals $154.1 million.

The proposed real estate tax rate is set at 75 cents, which is a 4 cent tax rate increase. In order to address
state funding reductions, increases in fringe benefit costs and debt service, reallocation of some resources
and reductions in some expenditure categories were required. The FY 11 budget reflects a total decrease of
$4.9 million in state, federal, and local funds.

FY 11 Proposed Budget
$154.1 Million ($4.9 Million Decrease)
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County funds provided in the School Operating Budget total $35.4 million. This is a $300,000 increase in
County funding from FY 10 to FY 11, and a $1,002,080 increase over the School Board’s proposed budget.
The Governor’s proposed budget reduces State funding for public schools by nearly $6 million from the FY
2010 Approved Budget, a reduction of 10%. To offset a portion of this shortfall, additional County funds are
proposed.

The County accepted only expenditure requests for items that were required to maintain service contracts and
to address health and safety issues. A total of $71,580 was added for these categories.

The FY 11 Proposed Budget estimates a 12% increase for health insurance premiums, a 5% increase in
Virginia Retirement System (VRS) rates, a 40% increase in group life insurance rates, and a 250% increase
in unemployment insurance rates. The increase in group life is due to actuarial adjustments for FY 11 and the
increase in unemployment insurance is based on the extension of unemployment benefits and the increase in
the number of claims being filed. All other fringe benefit rates remain unchanged for FY 11. No
compensation increases (i.e. no July 1 pay plan adjustments, merit increases, reclassifications) are included
in the proposed budget.

Costs for operations for the five constitutional officers total $14.2 million, of which local funds cover 64%
for these offices with state and other resources covering 36%. Compared to the FY 10 budget, local funds
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BUDGET SUMMARY

provided 54% of these costs with state and other resources covering 46%. This increase in local funds is the
direct result of state funding reductions made in the Governor’s proposed budget.

Summaries of Major Selected Functions

General Government Administration

General Government Administration refers to divisions such as the Board of Supervisors, County
Administrator, County Attorney, Registrar, Financial and Management Services, Information Technology,
Human Services, Internal Services, and others. Highlights include:

v' $16,000 is added to the Wellness Program for the increased utilization of the health clinic. This
increase is made for the County health clinic based on the projected employee usage in FY 11. The
number of employees participating in the health clinic has increased 55% between 2008 and 2010
from 220 to 340.

v ($72,317) is reduced from the Information Technology Division to reflect one FTE held vacant due to
the County hiring freeze.

v' ($39,719) is reduced in this Registrar’s Office to reflect one FTE held vacant due to the County
hiring freeze. An additional ($2,133) is reduced from the registrar’s mileage budget to reflect the
revised state policy that suspends mileage reimbursements for Electoral Board Members.

Judicial Administration

Judicial Administration includes the Clerk of the Circuit Court, Juvenile and Domestic Court Clerk, Circuit
Court, District Court, Magistrate, Commonwealth’s Attorney, etc. The County is required to provide office
space, furniture, filing cabinets and other minimal operational items for the Courts. The State Supreme
Court provides funding for other costs such as personal services. While in the past, offices such as the
Commonwealth’s Attorney and Clerk of Circuit Court were funded almost exclusively by the State
Compensation Board, state budget reductions require additional local dollars in order to preserve services to
the extent possible.

Tax Collection

Tax Collection includes the Commissioner of Revenue and the Treasurer. Funding from the FY 10 to the FY
11 budget decreased 7.91%. State budget reductions have drastically affected the operations of these two
offices.

FY 10 FY 11 %
Budget Budget Difference Change
Commissioner of Revenue $1,132,289 $1,027,790  ($104,499) -9.23%
Treasurer $1,026,323  $960,110 ($66,213) -6.45%
Total $2,158,612 $1,987,900 ($170,712) -7.91%

Highlights include:

v' ($123,815) and Five FTE are reduced from the Commissioner of the Revenue budget due to a
reduction in state funding. The Governor’s proposed budget eliminates all state support for staff and
operations within the Commissioner’s state budget, with the exception of the constitutional officer.
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Through this recommendation, the County is providing local dollars to restore six of the ten positions
cut by the state. Effective January 1, 2011, four positions will be eliminated in the Commissioner’s
Compensation Board Budget. An additional position, which is located in the Commissioner’s
Assessing budget, has been held vacant due to the County’s hiring freeze. This position will be
eliminated July 1, 2010.

v' ($96,431) and Five FTE are reduced from the Treasurer’s compensation board budget due to a
reduction in state funding. Like the Commissioner of the Revenue, the Governor’s proposed budget
eliminates all state support for staff and operations within the Treasurer’s state budget, with the
exception of the constitutional officer. Through this recommendation, the County is providing local
dollars to restore three of the eight positions cut by the state. Effective January 1, 2011, five
positions will be eliminated.

Public Safety

Expenditures for Public Safety are comprised of the Sheriff’s Department and fire and rescue operations.
This category increased 2.86%. The Governor’s budget drastically reduced funding for the operations of the
Sheriff’s Office; however, the preservation of public safety was given high priority. Additional local dollars
have been provided to restore lost state revenue to the extent possible.

FY 10 FY 11 %
Budget Budget Difference Change
Sheriff $10,267,546 $10,596,387 $328,841 3.20%
Fire and Rescue $1,056,391 $1,056,391 $0 0.00%
Fire and Rescue Capital $335,720 $340,000 $4,280 -
Total $11,659,657 $11,992,778 $333,121 2.86%

Highlights include:

v $360,465 is added for increased costs associated with the Regional Jail. The Western Virginia
Regional Jail (WVRJ) per diem increased from $20 to $30.20 for FY 11 due to $1.9 million in state
budget cuts and $1.1 million in increased debt service costs.

V' ($127,955) is reduced in the Sheriff’s Office to reflect three FTE held vacant due to the County hiring
freeze. The Sheriff’s Department currently has three vacant positions which the Sheriff has elected
to hold vacant, providing savings in FY 11 to help offset state budget reductions.

v $340,000 or half a penny of the real estate tax rate is provided for fire and rescue capital equipment.

The Sheriff’s Office is supported with $3.8 million in state/other designated funds or 36% of the Sheriff’s
total budget. Local funds provide $6.7 million or 64% of the Sheriff’s total budget. In FY 10, the state
provided 46%, with local funding providing the remaining 54%. The large increase in local dollars is the
direct result of cuts to the Sheriff’s state funding in the Governor’s budget. The following chart shows the
amount of local funding provided for the Sheriff’s office over the past six fiscal years.
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Sheriff Local Funding
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General Services

The General Services function consists of Solid Waste Removal, Maintenance of Buildings and Grounds,
Animal Control, Engineering/Environmental Services, and Inspections. Increases to the General Services
budget are included to cover the costs associated with basic expenses of utility and fuel costs, as well as
maintaining the County’s infrastructure. Highlights include:

v $54,280 is added in the General Services Division for increased electricity costs. This increase is
added based on average usage in all County facilities.

v’ ($68,465) is reduced in the General Services Division to reflect 2.6 FTE held vacant due to the County
hiring freeze.

Health and Welfare

Health and Welfare includes Social Services, Human Services, Public Health and the Comprehensive
Services Act. Funding for these agencies includes federal, state and local dollars totaling $9.3 million. An
additional $50,000 in local money is held in Special Contingencies to meet increased costs for the
Comprehensive Services Act. Of the total amount budgeted for Health and Welfare, 72% is attributable to
the Department of Social Services where funding is provided to cover the County’s share of mandated costs
related to public assistance programs and administrative costs which include their participation in the
County’s Compensation Plan. Funding for Human Services and the Health Department provides 9% of the
total in this category. The remaining funds support services through the Comprehensive Services Act (CSA),
of which County dollars represent 19% of the total funding.

FY 10 Budget FY 11 Budget Difference % Change

Comprehensive Senices Act $1,726,128 $1,726,128 $0 0.00%
Human Senices $396,636 $403,416 $6,780 1.71%
Public Health $449,886 $431,313  ($18,573)  -4.13%
Social Senices $6,607,363 $6,774,933 $167,570 2.54%
Total $9,180,013 $9,335,790 $155,777 1.70%

Education

The Montgomery County Public Schools’ total School Operating Fund decreased $4.6 million for FY 11.
This decrease in funding is the result of nearly $6 million in state funding cuts. County funding in the FY 11
budget totals $35.4 million. This is a $300,000 increase in County funding from FY 10 to FY 11, and a
$1,002,080 increase over the School Board’s proposed budget. Additional County dollars are provided to
help offset some of the state funding reductions.
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Regional Library
The Regional Library accounts for 4% of the General Fund budget, with funding of $1.7 million. State
budget cuts have also affected the library through state aid reductions. Highlights include:

v' ($144,101) is reduced in the Library to reflect 3.375 FTE held vacant due to the County hiring
freeze.

The chart below shows the funding for the Regional Library over the past six fiscal years.

Regional Library Budget

$1,900,000 —
$1,800,000
$1,700,000

1,600,000 1 1 —
8 11 1 - , , ,

$1,500,000

FY 06 FY 07 FY 08 FY 09 FY 10 FY 11

Debt Service
Debt service requirements on existing and new debt are based on the sale of bonds and the interest rate at the
time of sale. Debt service tables are established and dictate debt service retirements over a fixed period.

e ($1,262,226) is removed from the base budget. The base budget is adjusted each year to cover the
cost of principal, interest and administrative fees associated with long-term debt.

0 The FY 10 budget included a one-time transfer of $1,050,000 from the General Fund to
provide funds to shave the peak of debt service costs over six years. $175,000 of these funds
will be used in FY 11 to offset debt service.

0 An additional $300,000 was reduced due to debt service savings resulting from the planned
issuance of interest free Qualified School Construction Bonds (QSCB) rather than Literary
Loan debt at an interest rate of 3%.

0 The use of funds generated by the 2 cents of the tax rate previously set aside increased
$20,338, for a total of $1,893,883.

0 The planned use of interest earnings is reduced by $107,564 due to a projected decrease in
interest rates.

e $352,692 in one-time only funding is included as a contingency. These funds are one-time only
funds that will be used in future years to cover debt service costs. The debt service schedule assumed
interest earnings would pay a portion of debt payments in future years. Given the low interest rates, a
one-time contingency fund will be used to offset interest earnings if they are lower than expected.

Budget Summary, Page 5
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Contingencies — General
The General Contingency is established to pay for unknown and unanticipated expenditures that arise during
the year that have not been included in the proposed budget.

v" No funding is added to the General Contingencies. The County has a policy of retaining 1% of the
County’s General Fund budget to cover contingency needs. Current funding is slightly less than 1%
of the total General Fund Budget for FY 11.

Contingencies — Special
Special contingencies include monies held in abeyance as a holding account for known issues/expenditures
of which the details have yet to be resolved.

v $50,000 is included to meet the mandated local share of the Comprehensive Services Act.

v/ $262,500 is added as a potential increase for retirement incentives. Suggested incentives such as
sharing in the cost of health insurance premiums may result in future budget savings should
employees chose to retire and their positions be held vacant. This program is included based on an
approved four cent real estate tax rate increase for FY 11.

Detailed explanations of the expenditure recommendations, a recap of expenditures by fund, County dollars

by division, position (FTE) listing, and a graphic summary of the FY 11 Proposed Budget are included in the
Appendices at the end of this section.
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APPENDIX D



PROPOSED FY 11 CLASSIFICATION AND COMPENSATION PLAN
COUNTY OF MONTGOMERY

County PSA
Grade Minimum Market Maximum Class Title FTE FTE
UNIFIED
104 $ 17,787 $ 22590 $ 27,570
Site Attendant 18.000 -
105 $ 18,677 $ 23,719 $ 28,949
Animal Control Aide 1.250 -
Custodian 10.000 -
Van Driver 0.500 -
106 $ 19610 $ 24905 $ 30,396
Library Courier 0.500 -
Library Page 0.375 -
107 $ 20591 $ 26,151 $ 31,916
Cook 3.000 -
108 $ 21621 $ 27458 $ 33,512
Laborer 2.000 -
Social Work Assistant | 6.000 -
109 $ 22,702 $ 28,831 $ 35,187
Maintenance Worker - 5.000
Public Facilities Maintenance Worker 6.000 -
Social Work Assistant 11 3.000 -
Utility Operator IV - 2.000
110 $ 23837 $ 30,273 $ 36,947
DSS Aide 1.000 -
Library Service Specialist 5.500 -
Office Assistant 3.000 -
111  $ 25028 $ 31,786 $ 38,794
Assistant Registrar 2.000 -
Customer Service Representative 1.000 R
Customer Service Representative - Unfunded 1.000 -
Deputy Court Clerk 5.000 -
Library Technician 1.000 -
Public Information Specialist 1.000 R
Sanitation Equipment Operator 3.000 -
Senior Office Assistant 4.000 -
Tax Technician 10.000 -
Utility Equipment Operator - 2.000
Utility Operator I11 - 6.000
112 $ 26,700 $ 33,375 $ 42,721
Animal Control Officer 2.000 -
Dispatcher 9.000 -
Legal Instruments Examiner 1.000 -
Maintenance Crew Leader 1.000 -
Maintenance Mechanic/Carpenter 1.000 R
Maintenance Crew Leader - Parks 1.000 -
Senior Deputy Court Clerk 2.000 -
Senior Tax Technician 6.000 -
113 $ 28,035 $ 35044 $ 44,857
Eligibility Worker 12.000 -
Land Use Technician 1.000 -
HR Technician 1.000 -
Program Assistant 9.500 -
PSA Crew Leader - 1.000
Tax Specialist 8.000 -
TV Multi-Media Production Specialist 1.000 -



PROPOSED FY 11 CLASSIFICATION AND COMPENSATION PLAN
COUNTY OF MONTGOMERY

County PSA
Grade Minimum  Market Maximum Class Title FTE FTE
Utility Operator 11 - 2.000
114 $ 29437 $ 36,796 $ 47,099
Dispatch Supervisor 1.000 -
Mechanic 2.000 -
Senior Legal Instruments Examiner 1.000 -
115 $ 30909 $ 38636 $ 49,454
Children's Program Specialist 0.500 -
Deputy Assistant Registrar 1.000 -
Eligibility Intake Worker 8.000 -
Fraud Investigator 1.000 -
Legal Assistant 6.000 -
116 $ 32454 $ 40568 $ 51,927
Court Clerk Supervisor 2.000 -
Deputy 61.500 -
Employment Services Worker 6.000 -
Procurement Technician 1.000 -
Senior Eligibility Worker 5.000 -
Senior Program Assistant 5.000 1.000
Social Worker 9.000 -
Utility Operator | - -
117  $ 34,077 $ 4259 $ 54524
Accountant 1.500 -
Assistant Branch Library Supervisor 3.000 -
Benefits Coordinator 1.000 -
Building Inspector 2.000 -
Computer Technology Specialist 1.000 -
Internet & Design Specialist 1.000 -
Library Programs Coordinator 1.000 -
Marketing & Research Specialist 1.000 -
Secretary to the Board 1.000 -
Tax Supervisor - -
Technology Support Specialist 1.000 -
Technology Support Specialist - Unfunded 1.000 -
118 ¢ 35781 $ 44,726 $ 57,250
Administrative Manager 1.000 -
Branch Library Supervisor 3.000 -
Chief Animal Control Officer 1.000 -
Eligibility Supervisor 1.000 -
Library Acquisition Manager 1.000 -
Library Business Manager 1.000 -
Maintenance Manager 1.000 1.000
Master Deputy 14.000 -
Planning Technician 1.000 -
Recreation Program Supervisor 4.000 -
119 ¢ 37570 $ 46,963 $ 60,112
Assistant County Assessor 1.000 -
Assistant to Co. Administrator 1.000 -
Child Protective Services Worker 3.000 -
Corporal - Law Enforcement 8.000 -
Deputy - LIDS 1.000 -
GIS Analyst 2.000 1.000
Lead IT Customer Service Specialist 1.000 -
Master Deputy Treasurer 2.000 -



PROPOSED FY 11 CLASSIFICATION AND COMPENSATION PLAN
COUNTY OF MONTGOMERY

County PSA
Grade Minimum  Market Maximum Class Title FTE FTE
Payroll Supervisor 1.000 -
Water Operations Specialist - 1.000
120 $ 39,449 $ 49311 $ 63,118
Human Services Manager 1.000 -
Library Services Manager 1.000 -
Library Youth Services Manager 1.000 -
Planner-Comprehensive & Development 2.000 -
Social Work Supervisor 2.000 -
121 $ 42440 $ 51,776 $ 68,752
Deputy/Investigator 5.000 -
Deputy-EMT 1.000 -
Employment Services Manager 1.000 -
Sergeant 8.000 -
122 $ 44562 $ 54365 $ 72,190
Assistant DSS Director 1.000 -
Assistant General Services Manager 1.000 -
Child Protective Services Supervisor 1.000 -
Library Systems Administrator 1.000 -
123 $ 46,790 $ 57,083 $ 75,799
Building Official 1.000 -
Project Manager - Economic Development 1.000 -
PSA Engineer - 1.000
Senior IT Applications Specialist 2.000 -
124 $ 49,129 $ 59,938 $ 79,589
Chief Deputy Com of Revenue 1.000 -
Chief Deputy Treasurer - -
Wastewater Manager - 1.000
County Assessor 1.000 -
Finance Manager 1.000 -
Lieutenant 5.000 -
Procurement Manager 1.000 -
Senior Systems Engineer 1.000 -
125 ¢ 5158 $ 62,934 $ 83,569
GIS Manager 1.000 -
Planning & Zoning Administrator 1.000 -
126  $ 54165 $ 66,081 $ 87,747
Assistant Commonwealth Attorney 5.000 -
Captain 1.000 -
126 $ 54,165 $ 66,081 $ 87,747
Captain - Administrative 1.000 -
General Services Manager 1.000 -
Lead Systems Engineer 1.000 -
Master Chief Deputy Treasurer 1.000 -
127 $ 57,821 $ 69385 $ 95,405
Lead IT Applications Specialist 1.000 -
128 $ 60,712 $ 72,854 $100,175
Chief Deputy Commonwealth Attorney 1.000 -
Chief Deputy Sheriff 1.000 -
EXECUTIVE
223 $ 47569 $ 57,083 $ 78,490
Emergency Services Coordinator 1.000 -
Human Services Director 1.000 -

3o0f4



PROPOSED FY 11 CLASSIFICATION AND COMPENSATION PLAN
COUNTY OF MONTGOMERY

County PSA
Grade Minimum Market Maximum Class Title FTE FTE
224 $ 49948 $ 59,938 $ 82,414
Public Information Director 1.000 -
226 $ 55068 $ 66,081 $ 90,862
Budget Manager 1.000 -
General Registrar 1.000 -
Parks & Recreation Director 1.000 -
228 $ 60,712 $ 72,854 $100,175
Commissioner of Revenue 1.000 -
County Treasurer 1.000 -
Library Director 1.000 -
Social Services Director 1.000 -
229 $ 63,748 $ 76,497 $105,184
Human Resource Director 1.000 -
Planning Director 1.000 -
230 $ 66,935 $ 80,322 $110,443
Economic Development Director 1.000 -
Financial & Management Services Director 1.000 -
232 $ 73,796 $ 88555 $121,763
County Engineer 1.000 -
233 $ 77,486 $ 92,983 $127,851
Chief Information Officer 1.000 -
234 $ 81,360 $ 97,632 $134,244
Assistant County Administrator 1.000 -
235 $ 85428 $ 102,514 $140,956
Clerk of Circuit Court 1.000 -
Sheriff - -
237 $ 94,184 $ 113,021 $ 155,404
Sheriff-CD 1.000 -
239 $ 103,838 $ 124,606 $171,333
Commonwealth's Attorney 1.000 -
391.125 24.000
County Administrator 1.000 -
County Attorney 1.000 -
PSA Director - 1.000
TOTAL 393.125 25.000
Less: Eliminated Positions (10.000)
Less: Frozen Positions (12.975)
NET COUNTY POSITIONS 370.150
GRAND TOTAL  395.150
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County Citizens

Elected Officials Courts
Clerk of Circuit Court Magistrate
Commissioner of Revenue Circuit COl_th§ land II
Commonwealth Attorney General District Court
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Treasurer Law Library
Economic Emergency
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Central Maintenance

Human Engineering
Housekeeping
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UNDERSTANDING THE BUDGET PROCESS

Preparation of The Annual Budget

Montgomery County's annual budget begins with the proposed budget, the budget recommended by the
County Administrator, and ends with the approved budget, which has been reviewed and adjusted by the
Board of Supervisors.

This budget document includes both the County's general government operating budget and Montgomery
County Public Schools' operating budget.

The Board of Supervisors holds public hearings at which citizens may express their views on the
recommended budget. Such comments assist the Board of Supervisors in making decisions regarding
spending. The County's 2011 original Budget Calendar is as follows (some changes may occur during the
process):

Fiscal Year 2011 Budget Calendar

Activity Date/Deadline
County Administration delivers budget forms to divisions and external agencies. 11/06/09
Board of Supervisors holds budget work session for budget development. 11/16/09
Divisions without access to the County’s network key base budget changes. 12/07-12/11/09
Divisions and external agencies (except schools) submit proposed base budget 12/30/09

revisions to County Administrator and administrative review of base budget.

Board of Supervisors holds public hearing for citizen input. 01/11/10
County Administrator review with Directors, Constitutional Officers,

and Agency Heads the Proposed Budget. 01/11-02/08/10
Board of Supervisors holds budget work session for budget development. 01/25/10
School Board budget presented to Board of Supervisors. 02/08/10
Board of Supervisors holds budget work session for budget development. 02/22/10
County Administrator delivers Proposed Budget to Board of Supervisors. 03/05/10
County Administrator presents FY 2011 Proposed Budget. 03/08/10
Board of Supervisors develops advertised budget and tax rate and budget synopsis. 03/08-03/15/10
Board of Supervisors establishes advertised tax rate and prepares budget synopsis for

advertisement in newspapers. 03/15/10
Board of Supervisors holds public hearing on advertised tax rate and budget. 03/25/10
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Activity Date/Deadline
Board of Supervisors holds work sessions to establish tax rate and adopt budget. 03/15-04/12/10
Board of Supervisors establishes tax rate and adopts budget. 04/12/10
Board of Supervisors makes budget appropriation. By 06/30/10
County Administration notifies divisions and agencies of final appropriations. After 07/01/10

The County's Budget Process

With the goal of allowing decision-makers to focus on broader issues, the budget document consolidates
similar functions. Efforts to streamline the process and reduce the volume of paper generated have changed
the process in past years. The FY 2011 budget continues to consolidate information and array budget data in
ways that facilitate a broader understanding of the document. These include:

e Base Budget Targets are established for budget requests. This allows for the delineation between
previously approved funding levels and requested increases in items.

0 Base Budget Targets are established as follows:

v" Personal Services - Includes all positions approved up to the issuance of the proposed budget,
and covers the estimated costs in fringe benefits.

v' Operations and Maintenance Target - Caps funding at the level of the FY 10 Approved Budget,
less adjustments for one-time only expenditure items.

v' Excludes Capital Outlay - Capital Outlay requests are presented separately from the Base
Budget.

e Addenda Requests are increased funding over and above the Base Budget Targets. They must be
presented as Addenda to the Base Budget. This means that additional justification for increased
funding or the inclusion of Capital Outlay dollars must be provided with the request.

These changes were designed to clearly identify increases to operations, initiatives proposed by
departments, and all capital outlay items requested. The chart on page 3 depicts the process.
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Base Budget Total Budget
Addenda
+ =
Estimated Costs for Continued Dollars Over and Above the
Operations Base Budget Target for

Operating and Capital Items
Base on Prior Year Approved

Budget with Adjustments Dollars Requested for New Base Budget +

or Expanded Services (Initiatives) Addenda
Excludes:
Motor Vehicle Purchases
Office Furniture
Other Equipment

How to Understand and Use This Document
The FY 2011 budget document is organized into six major headings, each of which is separated by a large
divider tab:

0 Budget Message

Table of Contents

Budget Summary
Understanding the Budget
Revenue Summary

o Expenditure Plans

O O O

Included under the last section, Expenditure Plans; are 34 of the County's major Divisions or budget
categories, which include revenues earmarked for use by the specific Division. Listed numerically according
to a three-digit code, each of these sub-sections includes the Division’s Organizational Chart, Financial Data,
Description of the Division as a whole, Base Budget Discussion, Addenda Discussion, which includes the
County Administrator’s recommendation. Also included are each Department’s Description and Financial
Data.

Division Financial Data - Provides a recap of the Division's funding history, including the Base Budget and
addenda requests, as well as recommended funding by three categories:

0 Personnel Services
o0 Operations and Maintenance
o Capital Outlay

Division Description, Base Budget Discussion, and Addenda Discussion - The Description section
explains the Division as a whole. The Base Budget Discussion and Addenda Discussion justify and describe
the County Administrator’s funding recommendations.
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Department Description and Financial Data - Presents historical budget data by major category for each
department. The following column headings are used:

FY 09 Revised Budget

FY 09 Actual Budget

FY 10 Approved Budget

FY 11 Base Budget

FY 11 County Administrator’s Recommended Addenda
FY 11 County Administrator’s Recommended Total

The County Administrator's Recommendation column identifies the amount of funding recommended for
each major cost category by base budget and addenda.

Revenue that has been designated to offset expenditures in divisions is also presented. These sources include
State Compensation Board funding, fees and permit charges collected by the respective divisions and other
sources related to each specific function. In the presentation format, designated revenues are totaled and
subtracted from the expenditures, identifying the amount of the County’s undesignated general fund revenue
needed to support the division’s expenditures.

Conclusion

The Board of Supervisors uses this combination of documents and information to review and approve the
annual budget. It is available as public information for review by any citizen who requests access to it and is
found on the County’s web site at www.montva.com. A glossary of financial terms begins on the following
page in an effort to assist citizens in reviewing and understanding the County's budget. If you have any
questions about the County's budget or the budget process, please contact Montgomery County’s Office of
Public Information at 382-5700.
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Addenda Request
The request for funding amounts over and above the designated Base Budget targets.

Appropriation
An approval by the Board of Supervisors for County staff to make an expenditure or to incur debt using
government resources. These are usually for specific, stated amounts over a one-year period.

Appropriation Resolution
The official act by the Board of Supervisors granting staff the legal authority to obligate or spend County
funds.

Approved Budget
The budget enacted by the Board of Supervisors.

Assessed Value
The fair market value placed by the Commissioner of Revenue on personal and real property owned by
County citizens. Real estate values are reassessed every four years.

Base Budget
A budget that shows how much it would cost in the next fiscal year to operate the same programs approved
in the current year.

Budget
A financial plan for operating the County using estimates of costs (expenditures) and proposed methods for
offsetting those costs (revenues).

Budget Calendar
The County's schedule of deadlines and events for preparing and adopting the next year's budget.

Budget Document
The County staff’s official report which presents the proposed budget to the Board of Supervisors.

Budget Message

The County Administrator's written synopsis of the proposed budget. This message analyzes budgeting
issues and specific programs within the context of the County's economic climate. In addition, it gives the
County Administrator an opportunity to highlight certain recommendations, which deserve special attention.

Capital Assets
Fixed assets with a value of at least $5,000 and an anticipated useful life of at least several years. Furniture
and equipment are examples of fixed assets.

Capital Improvement Program
The County's five year plan for completing capital projects on an annual basis, with tentative beginning and
ending dates for each, anticipated costs and options for financing them.

Capital Projects

Large one-time construction projects or purchases that are expected to provide services to citizens over a
period of time. Examples of capital projects are the construction of new schools, fire stations, etc.
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Contingencies
Special monies set aside for unforeseen costs or emergencies. These can also be dollars set aside for special
purposes.

Debt Service
The repayment of County debt, including interest.

Expenditures
The cost of or payment for goods and services used in County operations.

FTE
Full Time Employee or Full Time Equivalent.

Fiscal Year
The County's financial reporting year, which begins on July 1 and ends on June 30 of the next calendar year.

Function
An overall type of activity performed by a division or organization. The County's budgets are divided into
groups of divisions that perform similar functions.

General Fund

The part of the budget that accounts for day-to-day operating expenses for the County, including dollars
transferred from the General Fund for support of the school system. This fund is separate from proprietary
funds such as the PSA and IDA funds.

General Obligation Bonds

A promise from County government to pay for bonded debt (essentially a loan) based on its full faith and
credit or basic power to pay debts with tax revenue. These bonds are used to finance long-term projects
through payments of principal and interest over a period of years.

Grant

A gift of assets, usually cash, by a private or government funding source, to another organization. The
County receives most of its grants for specific projects or programs from the federal or state government.
However, private foundations sometimes contribute funds to the County.

Internal Service Fund
A type of fund covering costs for delivery of goods or services from one County program to another on a
cost-reimbursement basis, such as the Motor Pool.

Proposed Budget
The initial budget prepared for and proposed to the Board of Supervisors by the County Administrator.

Revenue
Income or increased assets for a specific fund.
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Tax Exempt Revenue Bonds

Under the lease revenue method, the County and/or School Board transfer a “lease hold interest” (the legal
right to use the property) to the Industrial Development Authority. The IDA then “leases back” these
facilities and projects to the County and/or the School Board for a term equal to the debt service. The lease
payments cover the debt service. These issuances were also structured with a Trustee. The Trustee must
enforce all obligations. Consequently, the Trustee collects rental payments, pays bondholders, monitors
requisitions on the use of funds and issues checks to vendors from the proceeds.

Tax Levy
The total dollar amount of tax that should ideally be collected based on existing tax rates and assessed values
of personal and real properties.

Tax Rate
The level at which taxes are imposed or charged for certain property owned by citizens and businesses.

Unemployment Rate

The Virginia Employment Commission's (VEC's) report of persons who are actively filed as not holding, but
are seeking, a job for which they would receive compensation. This does not include persons who have no
job, but do not consult the VEC for job placement services.
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REVENUE SUMMARY FY 11

Overview of Economic Status

The condition of the County economy is greatly affected by national and state economic conditions. The
economy has an impact on County services and the County’s ability to pay for these services. A strong
economy promotes more people working, more homebuyers, and more tax revenue. In contrast, a bleak
economy means businesses close, unemployment rates increase, and the competition for government dollars
increases. The state of the economy is the single most important factor in predicting growth and increased
tax revenue.

Predicting Future Revenue Collections

Real Estate values are based on the actual value as of January 1, 2009 and estimated increases from
new construction. From January 1, 2009 to January 1, 2010, assessed values due to new construction
are estimated to increase $95 million. From January 1, 2010 to January 1, 2011, assessed values are
estimated to increase $80 million.

Personal property tax collections are based on the 2009 tax book, which is the most recent
documentation of assessment values. From this data, the 2010 values are estimated. In addition,
prior year collection rates are used as predictors of future year collections. The rate of collection in
FY 09 and FY 10 is used to estimate the rate of collection in FY 11. The 2010 personal property
book will not be issued until at least September 1, 2010, which is in FY 11. As additional
information is known, better estimates can be made.

Estimated values and collection rates can also change depending upon the fluctuations in the
economy and interest rates. If consumer confidence wanes, the growth in sales tax collections,
personal property values and the value of new housing starts are affected. Mirroring the nation and
state, sales tax collections, new car registrations and new housing starts are declining from the growth
realized in previous years.

In FY 09, many revenue categories exceeded projections, while a few fell short of the projected
estimates. In FY 10, revenue collections are down significantly from budgeted estimates.
Undesignated revenue collections are estimated to miss budgeted estimates by nearly $1.6 million,
creating shortfalls in FY 10. The two main sources of the anticipated shortfall in FY 10 are in
personal property motor vehicle collections (down $750,000) and local sales and use tax (down
$840,000). In FY 11, the projected revenue shortfall is estimated at $1.4 million and includes a loss
of the motor vehicle carrier tax, where the state eliminated the distribution to localities. In addition,
estimates in real estate growth were revised downward based on the most recent building permit data.
Additional revenue will be generated due to changing the valuation method for assessing motor
vehicles from loan value to trade value. This change in valuation method will offset $700,000 of the
projected shortfall in FY 11. Given current economic conditions and known state budget cuts to
localities, shortfalls in FY 11 are expected in the following categories of revenue: state support for
public education and constitutional officers, sales and use tax collections, and interest earnings.

What is the National Economic Outlook?

The state and local economy often mirrors national trends.
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The United States unemployment rate had fallen in recent years, indicating a strong economy. This
changed significantly over the past two years with record high unemployment rates. According to the
Virginia Employment Commission (VEC), the unemployment rate for the U.S. fell from 5.5% in
2004 to 5.1% in 2005 to 4.6% in 2006 and 2007. In 2008, the unemployment rate increased to 5.8%.
Comparing the latest information, the unemployment rate for December 2009 was 9.7% compared to
7.1% for December 2008. The most recent data indicates that unemployment rates are rapidly
increasing with double digit unemployment rates expected throughout much of 2010.

The U.S. Gross Domestic Product (GPD), which is the total market value of goods and services
produced in the Unites States, is a good indication of economic trends. According to the Bureau of
Economic Analysis, the GDP of the U.S. for the third and fourth quarters of 2009 increased at a rate
of 2.2% and 5.7% respectively, indicating signs of economic recovery. Consumer spending, business
investment and exports have all had significant impacts for moderate growth in the last two quarters
of 2009.

The Consumer Price Index (CPI) is a measure of inflation. In 2005, the percentage change (inflation
rate) for the CPI was 3.4%. This rate decreased to 3.2% for 2006, decreased to 2.8% for 2007, and
increased to 3.8% for 2008. In 2009, the rate decreased to -0.4%, the lowest rate and first negative
rate in the last five years.

While unemployment rates are near record highs, the U.S. economy is showing signs of recovery.
Most economists believe the recession hit bottom at the end of the second quarter in 2009, with real
gains in GDP in the third and fourth quarters. Economists are hesitant to predict much in the way of
economic growth, given the uncertainty of the future and the modest gains experienced at the end of
2009. Most economic forecasts are cautious and conservative with estimates of real growth in GDP
of 2% to 3% for 2010. High unemployment rates, tighter credit markets, an increase in the national
savings rate are placing downward pressure on consumer sales and broad based economic growth.
Whether the national economy will continue its path to recovery into 2010 is unknown. Efforts at the
Federal level to stabilize the banking, auto and housing industries, along with the American Recovery
and Reinvestment Act have helped to restore some growth to the national economy.

What is the State Economic Outlook?

Virginia’s economy is experiencing similar trends as the national economy.

Virginia’s unemployment rate had also fallen over the past several years, indicating job growth until
2008. According to the VEC, the unemployment rate for the State of Virginia fell from 3.7% in
2004, to 3.5% in 2005, to 3.0% in 2006 and 2007. In 2008, the unemployment rate increased to 4%.
Comparing the latest information, the unemployment rate for December 2009 was 6.7%, up from
5.1% for December 2008.

While corporate growth is occurring, the number of jobs has not increased as quickly as expected.
Unemployment rates are expected to begin declining in the second half of 2010.

State General Fund revenues collapsed in the second half of 2009 with declines in payroll

withholding, sales tax collections, corporate income tax collections, and recordation taxes. Including
the December reforecast, the state has reduced revenues by over $7.5 billion for the 2008-2010
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biennium. Revenue collections for 2010 have trailed estimates and have led to additional budget
reductions that have been pushed down to local governments.

The housing market in Virginia is showing signs of stabilization. The decline in home sales and
depreciating market value bottomed in the spring of 2009.

Based on the latest data, Virginia’s economic outlook is consistent with national trends with the
economy showing some signs of improvement. However, recent data shows that unemployment rates
are still increasing drastically and state revenues are not keeping pace with estimates. This has
resulted in major budget cuts in state funding at the local level.

What about Local Growth?

While the local economy often mirrors state and national trends, Montgomery County’s growth
potential is weaker than in previous years.

Like national and state trends, Montgomery County’s unemployment rate has fallen in recent years
and then increased sharply. According to the VEC Montgomery County’s unemployment rate fell
from 3.6% in 2004 to 3.5% in 2005 to 3.0% in 2006. The unemployment rate then increased to 3.2%
in 2007 and 4.1% in 2008. In December 2009, the County’s unemployment rate was 6.4%, up from a
year ago when the unemployment rate for December 2008 was 5.2%.

New car registrations for the first and second quarters of 2009 compared to the first and second
quarters of 2008 were down 23%. New truck registrations for the first and second quarters of 2009
compared to the first and second quarters of 2008 were down 39%. Montgomery County’s decline is
consistent with most other localities in the New River Valley.

Over the past several years, Montgomery County was still experiencing growth while other localities,
and the nation in general, were experiencing problems from the recession and the collapse of the
stock and real estate markets. While local governments were experiencing the effects of the
recession, causing revenue shortfalls in FY 2008 and FY 2009, Montgomery County did not
experience the effect until FY 2010. Since Montgomery County experienced the downward effects
of the recession later, it is also expected that the County will experience the upward effects of the
recovery later as well. Normal growth patterns are not expected to occur until FY 2012.

State Budget: Local Impact

Over the past several fiscal years, the state has drastically reduced the amount of state funding
provided to local governments. Public education, public safety, Constitutional Officers, local
libraries, and other local services have all been affected. In many areas, the state has shifted the
burden of revenue on to local governments. For FY 2011, the impact to local government is even
more severe than in previous years.

The Governor’s proposed budget reduces State funding for Montgomery County’s public schools by
nearly $6 million from the FY 2010 Approved Budget, a reduction of 10%. State funding reductions
to general county operations total just over $1.5 million from the FY 2010 Approved Budget, a
reduction of 18%. Total estimated state funding reductions for FY 11 is estimated at $7.4 million and
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represents an 11% reduction from the FY 2010 Approved Budget.

The table below provides a

breakdown of the state funding reductions by functional area from FY 2010 to FY 2011.

State Budget Impact on Montgomery County

S Impact from % Impact from

Description FY 2010 Budget FY 2011Budget FY10toFY11 FY10toFY 11
School Operating Budget S 56,781,036 S 50,890,018 S (5,891,018) -10%
Total Impact Schools $ 56,781,036 $ 50,890,018 $ (5,891,018) -10%
Public Safety (Sheriff; Jail Block; Comm Atty) S 4,858,718 S 3,846,902 S (1,011,816) -21%
Other Constitutional Offices S 825,545 § 463,333 S (362,212) -44%
Other State Support for County Operations S 2,949,261 S 2,788,738 S  (160,523) -5%
Total Impact County S 8,633,524 S 7,098,973 S (1,534,551) -18%
Grand Total $ 65414560 S 57,988,991 S (7,425,569) -11%

Variables Affecting Revenues

As depicted below, factors other than state policy affect local revenue. All these factors drive the funding

available for the annual budget.

VARIABLES AFFECTING
REVENUES

Employment Rates
Interest Rates
Housing Starts

Retail Sales s>

Population
Auntomobile Sales

County Resources

Property Taxes
Local Sales Taxes

Interest on Investments

Federal/State Revenue

BUDGET

Resources within the County budget are classified as either designated or undesignated.

e Designated Resources represent revenue accounts which are mandated for specific uses including:

» Support from the State Compensation Board for constitutional officers, court fees, fees for

services and programs

Direct state aid for public assistance payments
State and federal funds for schools
Support for human services programs

YV V
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e Undesignated Resources fall into two categories:

undesignated revenue and fund balance.

Undesignated Revenue represents accounts which may be used in the budget at the Board’s
discretion. These accounts include property taxes, sales taxes, and similar local sources of revenue.

Total budgeted revenue for FY 11 is $154.1 million with $74.7 million considered designated. Of
this designated amount, $60.3 million or 81% is earmarked for schools. Designated resources are
mandated for specific uses. Undesignated Revenue dollars that may be used in the budget at the
Board’s discretion, total $77.2 million. Of this amount, $35.4 million or 46% goes to the public
schools for operations. $15.6 million or 20% of the undesignated dollars support debt service costs
for county facilities including public schools. $2.1 million in funds generated by the two cents on the
real estate tax rate previously set aside for debt service is used in the FY 11 proposed budget.

Undesignated Revenue
$77.2 Million

4 Cent RE Increase
3%

Mobile Homes
<1%

Merch Capital

0

2%

1A>D i
elinquentp, ciness F&F
Mach &Tools

0,
%

ther

4%

Sales Tax
9%

Personal Prop
12%

MV Change in
Valuation
1%

County Tax Rates

The table below shows the change in tax rates from FY 10 to FY 11. All rates are per $100 of assessed

value.

County Tax Rates

FY 10

Real Estate Tax Rate $0.71/100

Personal Property
Machinery & Tools
Merchants Capital
Mobile Homes

$2.45/100
$1.82/100
$3.05/100
$0.71/100

FY 11
$0.75/100
$2.45/100
$1.82/100
$3.05/100
$0.75/100
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Current Property Taxes

Real Estate Tax Assessments

e Real Estate values totaled $6.8 billion on the 2009 Land Book including the land use value. New
growth for the 2010 Land Book is estimated at $95 million, bringing the 2010 Land Book to $6.9
billion. Due to an unstable and slowing housing market, growth projected for FY 11 is expected to
be $80 million, bringing the estimated 2011 Land Book to $7.0 billion.

e Four-year increments show reassessment value increases (including growth) as follows: 1999
reassessment values increased 29%; 2003 reassessment values increased 34%; 2007 reassessment
values increased 34%. The chart below shows the values on the land book from 1996 through 2011
and increases each year.

Real Estate Values History
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Real Estate Tax Rates

e As the graph below denotes, the Board of Supervisors has traditionally dropped tax rates in the years
of the general reassessment. The FY 11 Budget includes a four cent increase in the real estate tax
rate.

Real Estate Tax Rate History

100

90
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Personal Property Tax Assessments

Personal Property Tax is assessed on cars, vans, pick-up trucks, utility trailers, boat trailers,
motorcycles, and similar property owned by individuals and businesses. The rate is $2.45 per $100
of assessed value.

Since FY 02 the County has experienced significant growth in motor vehicle revenue collections.
Dramatic increases have occurred in prior years due to the larger than average sales in sport utility
vehicles. Recent data, however, show a decline in car and truck registrations. The values on the
personal property book have remained relatively flat for several years. For FY 10, the value on the
personal property book for motor vehicles dropped dramatically due to a change in vehicle valuation
by the National Automotive Dealers Association (NADA) from an oversupply of used vehicles on the
market. This resulted in a $33 million drop in valuation on the personal property book for motor
vehicles. It is estimated that the County will fall short of the $9.3 million FY 10 estimate by
approximately $750,000. To help offset this shortfall in FY 11, a change in the method in which
motor vehicles are assessed from loan value to trade value is proposed. This change in valuation is
estimated to offset $700,000 of the projected shortfall for FY 11.

Motor Vehicle Revenue Collections

$9.3M $9.3M $9.2M

® 59,000,000 L
$8.000000 1-$6.9M—S60M $7.AM S7TSM -
$7,000,000 — [ ]
$6,000,000
$5,000,000
$4,000,000
$3,000,000
$2,000,000
$1,000,000
$0

FY 2002 FY 2003 FY 2004 FY 2005 FY 2006 FY 2007FY 2008 FY 2009 FY 2010FY 2011
est. est.

The Car Tax Relief program prohibits increasing the personal property tax rate on the first $20,000 of
value for vehicles that qualify for relief. In addition, before the state will provide reimbursement, the
locality must first collect the taxpayer’s share. Changes in the Car Tax Relief program made by the
General Assembly became effective in FY 07. These changes reduce the amount of funding the State
provides for Car Tax Relief. Individuals no longer receive a 70% reduction on their Car Tax bills.
Each year the percentage of relief changes. The percentage of relief for FY 10 is 65.16% and the
percentage for FY 11 will be known in the fall of 2010.

Other Personal Property Taxes

Machinery and Tools is a tax on businesses at $1.82 per $100 in value which is assessed at
60%/50%/40% depending on the number of years the asset has been owned. Since FY 02, revenue
collections have been relatively flat, averaging close to $2 million per year. In recent years, the
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County has seen a spike in revenue with the County collecting $2.3 million in FY 06. However,
newer projections indicate a decline in collections since FY 07. The County estimates $2.16 million
for FY 10. The FY 11 estimate has been set at $2.11 million.

Machinery & Tools Revenue

$2.34M 5299 M

$2.500,000 15197 M STOIM $2I7M $2.19M

$2.13M $2.I6M $2I6M $211M
$2,000,000
$1,500,000 -
$1,000,000 -
$500,000
$0 A T T " . . . . . .

FY 2002 FY 2003 FY2004 FY2005 FY2006 FY2007 FY2008 FY2009 FY2010 FY2011
Est. Est.

Merchants Capital is a tax on the value of inventory at $3.05 per $100 and is assessed at 20% of the
actual value. In FY 03 and FY 04, assessed value declined. In FY 05, the tax rate was lowered from
$4.50 to $3.05 which generated a 38% increase in value deemed to be from car dealerships retaining
their inventory within the County. The County estimates $1 million in collections for FY 10, and
collections indicate the County will meet the estimate. The FY 11 estimate has been lowered to $0.8
million due to declining inventories at local automotive dealers in the County.

Merchants Capital Collections

$1,600,000 gt —gimy—erom

$1,400,000 ST
11
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$800,000 -
$600,000 -
$400,000 -
$200,000 -
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FY 2002 FY2003 FY2004 FY2005 FY2006 FY2007 FY2008 FY2009 FY2010 FY2011
Est. Est.

Local Sales Tax: Growth of Retail Sales

Local sales tax collection had been increasing progressively over the last several years until FY 09.
FY 09 was the first year in which actual revenue collections came in lower than the prior fiscal year.
For FY 2010, the County estimated $7.6 million; however, it is now estimated that the County will
fall short of that estimate by approximately $840,000. Due to declining sales, the FY 11 estimate is
set at $7 million.
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Sales Tax Revenue Collections
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Revenue Stabilization Fund

e Given the uncertainty of local revenue, and the potential for additional state funding reductions, a
revenue stabilization fund is proposed for FY 11. Monies in this fund represent on-going resources
and totals $564,248. The fund is intended to ease further reductions in revenue should they occur in
the upcoming fiscal year.

Fund Balance

e No General Fund balance dollars have been used to balance the FY 2011 budget.

e The FY 10 budget included a one-time transfer of $1,050,000 from the General Fund to provide
funds to shave the peak of debt service costs over six years. $175,000 in Debt Service Fund balance
will be used in FY 11 to offset debt service.

e $1,893,883 in School Capital Construction Fund balance is transferred to the Debt Service Fund for
School Debt Service for FY 11. In prior years, the County earmarked 4 cents of the tax rate for new
school construction. In FY 10, the County transferred $1,873,545 from this fund to cover a portion of
debt service costs for the 2008 debt issued for new schools.

Reserve Funds

e A reserve fund is defined as an account used either to set aside revenues that are not required for
expenditure in the current year or earmark revenues for a specific future purpose.

Why Do We Need Reserve Funds and a Cash Flow Reserve?

e The financial health of a locality is determined based on its “operating position” which refers to three
factors:

0 The County’s ability to balance the budget using current revenue (not using fund balance in the
operating budget).

Revenue Summary, Page 9



REVENUE SUMMARY FY 11

0 The County’s ability to maintain reserves for emergencies (establishing reserve funds for
specific purposes).

0 The County’s ability to maintain sufficient cash to pay expenses on a timely basis. (Ensuring an
adequate level of cash flow reserves).

Setting aside monies through reserve funds will help further declines in County in the upcoming
fiscal year.

Why Shouldn’t We Use Reserve Money to Balance the Budget?

These funds are “non-recurring”. The use of these funds can only be for items that do not require
expenditures in future years (one-time-only expenses). These funds cannot be used for salary
increases, additional personnel, or program expansion that recurs in future years. For example, if
$1,000,000 of reserve monies were used in the budget to cover salaries, the next year there would be
$1,000,000 worth of costs and $1,000,000 less money. The County’s financial advisors have
recommended a policy of maintaining undesignated fund balance between 8% and 10% of operating
revenue.

Cash Flow Reserve sets aside approximately $14.9 million or 9.7% of the total FY 11 Proposed
Budget for emergency and unforeseen circumstances to ensure sufficient cash to pay the bills.

Debt Service Reserve — Through this reserve fund, money can be earmarked to address unanticipated
“peaks” in debt service costs or buy down debt service costs as the annual payments begin to
decrease. In FY 10, monies from this reserve were combined with monies from the Rainy Day Fund
to “shave the peak” in debt service over a 6 year period. Because of this, there are no funds in this
reserve for FY 11.

Landfill Post Closure Reserve — The Landfill Closure reserve sets aside monies for the costs
associated with monitoring and remediation of a landfill after it is closed in order to meet the
requirements of the Department of Environmental Quality. The reserve is $250,000, and $59,150
may be needed in FY 10 for remediation costs.

Facilities and Maintenance Reserve — This reserve fund earmarks monies for facilities and general
maintenance items. This reserve differs from the Capital Reserve in that the Capital Reserve focuses
on major capital projects designed to meet long-term needs. Items supported through this reserve
would be for purchases that are considered a part of general operations such as machinery,
equipment, general repairs, and upkeep of facilities and grounds. The reserve is $723,000.

Capital Reserve — This account reserves funds for transfer to support projects in the Capital Budget.
The reserve is $500,000.

Technology Reserve — This account reserves funds for technology projects and infrastructure
requirements from monies remaining from the Information Technology Department budget at year
end. The reserve is $131,493.

Rainy Day Fund — In FY 09, this account was established and reserved $1,000,000 to adjust for
unanticipated financial issues. $229,920 was used to offset the state “flexible cut” in FY 009.

Revenue Summary, Page 10
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$550,000 of the fund was used in FY 10 to offset $175,000 in debt service costs over a six year
period. An additional $131,480 was also used in FY 10 to cover additional state reductions. The
remaining balance in this reserve for FY 11 is $88,600.

Conclusions

e The proposed real estate tax rate is set at 75 cents for the FY 11 Budget, representing a four cent tax
rate increase.

e The change in the motor vehicle value from loan to trade is included in the Proposed FY 11 Budget.

e Given the uncertainty of the ability to meet the current year revenue estimates combined with the
unknown impact of all state agency reductions on the County’s revenue, the revenue stabilization
fund is intended to enable the County to react positively to future circumstances.
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EXPENDITURE PLANS

FISCAL YEAR 11
PROPOSED BUDGET



REVENUE SHARING

Citizens

Board of Supervisors

County Administrator

Assistant County
Administrator

Revenue Sharing I




REVENUE SHARING

Budget Summary

Change
FY 09 FY 09 FY 10 FY 11 FY 11 FY 11 App 10/
Revised Actual Approved Base + Addenda = Recommended Recll
EXPENDITURES BY DEPARTMENT
Refunds $ 168,297 $ 159,496 $ 164,106 $ 164,106 $ - $ 164106 $
TOTAL EXPENDITURES $ 168,297 $ 159,496 $ 164,106 $ 164,106 $ - $ 164106 $
REVENUE BY CLASSIFICATION
Designated Revenue $ - $ - $ - $ -8 - % -3
Adjustment for Revenue Refunds $ - % - $ - $ - $ - $ - $
TOTAL DESIGNATED REVENUE $ - $ - $ - $ - $ - $ - 3
TOTAL UNDESIGNATED REVENUE $ 168,297 $ 159,496 $ 164,106 $ 164,106 $ - $ 164106 $

TOTAL REVENUES $ 168,297 $ 159,496 $ 164,106 $ 164,106 $ - $ 164106 $




REVENUE SHARING

Division Description

This division is responsible for payments to the City of Radford as part of a revenue sharing agreement
between the County and the City. Payments are equal to 27.5% of all revenue collected in the 177 Corridor
and are made semi-annually to the City of Radford.

Base Budget Discussion

The base budget is the estimated minimum cost for providing continued services/operations for each
division/department. It is based on the prior year approved budget with adjustments. This budget shows
how much it would cost in the next fiscal year to operate the same programs approved in the current fiscal
year.

e No Notable Base Budget Adjustments

Addenda & Reductions Discussion

Addenda consist of dollars over and above the base budget target for operating and capital. Recommended
addenda items are generally for new and/or expanded services/initiatives. Reductions reflect dollars reduced
in revenue and/or expense necessary to address a shortfall in the general fund revenue.

e No Addenda Added




REVENUE SHARING

Department Description and Financial Data

Revenue Sharing

This department is responsible for payments to the City of Radford as part of a revenue sharing agreement
between the County and the City.

Change
FY 09 FY 09 FY 10 FY 11 FY 11 FY 11 App 10/
Revised Actual Approved Base + Addenda = Recommended Recll
EXPENDITURES BY DEPARTMENT

Revenue Sharing $ 168,297 $ 159,496 $ 164,106 $ 164106 $ - $ 164106 $






