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FY 2017 Budget Highlights

Improvements to the Budget Document

Every year the City’s Budget staff makes changes to the budget document in response to recommendations from the Mayor
and Council, Government Finance Officers Association (GFOA) budget reviewers, City staff, and other user groups. These
changes are made with the goal of improving the usability of the document, while increasing the transparency of the City’s
budget.

Fiscal Year 2017 is the second year of a completely redesigned budget book. While staff and users of the document are
satisfied with the results, there are opportunities for improvement. Specific areas that improved or changed from FY 2016
to FY 2017 include: providing debt target coverage ratios as a third goal in the Fund Summaries section for the utility funds,
better articulated performance measures and short-term objectives, and more detailed assumption information for the
General Fund financial forecast. This budget book reflects industry best practices by presenting all budget information in an
easy-to-read, user friendly format, with a focus on how the City is achieving the Mayor and Council’s Critical Success Factors
and their overall vision for the community. Staff is excited about the FY 2017 budget document, and hope that the Mayor
and Council and other key stakeholders find it to be an effective policy document, financial plan, operations guide, and
communications device.

Economic Climate, Tax Revenue, and the Impact on the Budget

The City’s budget and overall financial plans are directly impacted by the economic climate. On the national level, the
economy remains steady and has improved in many areas since the recession. The national unemployment rate has
dropped from calendar 2014 to 2015, the number of existing home sales has increased, and wage and salary income
continues to rise. Some areas of concern include the continued volatility in the stock market, low levels of inflation, and the
overall decline in the price of home sales. Although Rockville does not receive revenues from sales tax or transfer and
recordation taxes, many of these economic factors impact the City’s budget through revenue from property tax and income
tax.

In total, property tax and income tax revenue support 67 percent of the City’s General Fund budget. Any major change to
these revenue sources, positive or negative, greatly impacts the City’s programs and services. For property tax, the total
real taxable assessed value from FY 2016 to FY 2017 is estimated to increase by three percent. This increase is a result of
higher assessments from the January 2016 cycle (Group 1) and new properties being added to the tax roll. The Maryland
State Department of Assessments and Taxation reassesses real property every three years and tax bills are based on those
assessments. For homeowners, any increase to assessed value is phased in equally over a three-year period, and the
resulting increase in the property tax bill is capped at ten percent. Any decrease is fully factored into the first full levy year
after the assessment. The increase in assessed value equals a revenue increase of approximately $1.2 million, which will
help to offset the negative adjustments in income tax as described in the following paragraphs.

Income tax revenue is the second largest source of revenue in the General Fund and consists of the City’s share of income
taxes received by the State of Maryland for returns filed from Rockville. Maryland counties are able to impose an income
tax that is separate from the State income tax. In accordance with Maryland law, municipalities receive 17 percent of
collected county income taxes. Montgomery County’s income tax rate is currently 3.2 percent.

In FY 2017 and in future years, income tax revenue will be significantly impacted by the results of a recent Supreme Court
decision (Maryland State Comptroller of Treasury v. Wynne) and by the State’s misallocation of the City's income tax
revenues. In the Wynne decision, the Supreme Court held the State of Maryland practiced double taxation by not providing
credits for county and local income tax to taxpayers for income earned in other states. The State of Maryland provided a
credit against State income taxes, but did not provide a credit against local income taxes. The result of this decision is
millions of dollars in refunds from the municipal and the county governments to Maryland taxpayers. The reduction in the
City’s revenue as a result of the Wynne case is estimated at approximately $150,000 in FY 2017, $150,000 in FY 2018, and
$38,000 in FY 2019. The amended returns will be paid by the State Comptroller using a reserve account. The City will
reimburse the State over several years through withholdings from quarterly distributions (9 installments).
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The State’s Director of the Bureau of Revenue Estimates cautioned that municipalities should maintain some reserve funds
because the number and amount of refunds will likely increase as more amended returns are filed for calendar years 2011
through 2014. The filing periods up to and including calendar year 2010 are closed and will not change.

The financial impact of the State’s income tax revenue misallocation is much greater than from the Wynne decision. The
misallocation was caused by errors made by the State of Maryland Comptroller's Office with regard to income tax revenue
distribution between the county and municipal governments. The Comptroller's Office hired an outside auditor to identify
and correct the problem, going back to 2010. Rockville’s revenue impact as a result of the misallocation is estimated at
approximately $500,000 per year for ten years starting in FY 2018. Similar to the Wynne payback, the State Comptroller will
front the money using a reserve account and the City will be required to reimburse the State over a ten year period through
withholdings from quarterly distributions (40 installments).

Overall, staff remained cautious with adding ongoing expenditures to the FY 2017 budget due to the long lasting impacts of
these income tax issues. The General Fund forecast currently assumes income tax revenues will be reduced to $12.05
million in FY 2017 (down from $12.4 in FY 2015 and FY 2016) and will equal $11.8 million, $12.2 million, $12.4 million, and
$12.7 million over the forecast period from FY 2018 to FY 2021, respectively. In order to support currently planned
operating and capital expenditures with this new level of revenue, a one cent real property tax rate increase was assumed
in the FY 2018 General Fund forecast.

FY 2017 Budget Focus

The proposed FY 2017 budget focuses on funding for the City’s aging infrastructure and facility needs, employee
compensation, consultant studies, and new or expanded City programs. The items listed below are the City Manager’s top
priorities based on Mayor and Council requests, City staff recommendations, and general City needs.

Infrastructure and Facility Needs

Each year, the City thoroughly evaluates current infrastructure needs, equipment replacement needs, and new or enhanced
facility requests. Most of the items in this category have a direct impact on the services that the City provides to the
Rockville community. Some of these items are new initiatives and some are basic contract increases that are necessary in
order to maintain City services.

e New Swim and Fitness Center Repairs ($138,000) — The FY 2017 proposed operating budget includes $138,000
from the General Fund for one-time Swim and Fitness Center maintenance, repairs, and equipment purchases.
These one-time funds will support the recommended "immediate" and "short term" repairs listed in the Swim and
Fitness Center's Facility Audit and Recommendations for Enhancements, presented to the Mayor and Council in
January 2015. Immediate repairs are defined as repairs needed within six months to one year and short term
repairs are defined as repairs needed within one to three years. These items relate to areas of prolonged deferred
maintenance, potential safety issues, potential for major facility failure and/or compliance with updated codes.
Specific one-time items include: replace North Pool overhead lights fixtures with LED lights, provide emergency
shut-off switch for the Whirlpool; replace cracked windows at the North Pool; replace surge tank lid and inspect
plumbing at the North Pool; and replace the North Pool and Whirlpool heat exchangers.

e Skate Park Renovation ($362,500) — The FY 2017 Capital Improvements Program budget includes $362,000 in
funding for the City’s Skate Park (project RJ16). This project covers the replacement of the wooden structures with
steel beam structures and the mill and overlay of asphalt. The steel structures have a 20 year warranty and cost
less to maintain. The current structures need to be replaced because the condition of the wooden elements will
continue to deteriorate and become unsafe. This project first appeared in the FY 2016 adopted CIP; however, it
was unfunded.

e  Traffic Signal Upgrade at East Jefferson Street and Rollins Avenue ($285,000) — The FY 2017 Capital
Improvements Program budget includes $285,000 in funding for a traffic signal upgrade to replace poles, signal
heads, span wires, and conduits at the intersection of East Jefferson Street and Rollins Avenue (project TA17). This
is a new project for FY 2017.
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Civic Center Park Trail Improvements ($25,000) — The budget includes $25,000 from the General Fund for the
design of trail improvements within Civic Center Park. This is the operating companion to the Stream Restoration:
Croydon Creek/Calvin Park Tributary CIP project (SB16) in the Stormwater Management program area. The trail
construction will be included as a Planned Improvement Project (PIP) in FY 2019, and is currently estimated at
$100,000.

Rockville Access Audit and Transition Plan ($50,000) — The budget includes $50,000 from the General Fund for
improvements as identified in the Rockville Access Audit and Transition Plan. The Department of Recreation and
Parks presented the final Access Audit and Transition Report to the Mayor and Council on February 22, 2016. This
report made recommendations for improvements to deficient areas using a multi-year approach to ensure the
City’s compliance with the Americans with Disabilities Act (ADA). Some improvements will increase the overall
budget while other improvements will be accomplished using City resources.

Police In Car and Body Cameras ($415,710) — The FY 2017 General Fund operating budget includes $415,710 for
the replacement of in car cameras, the purchase of new body cameras, and a data management server. Most of
the current in car camera equipment is over ten years old and needs to be replaced. The body cameras, which are
new for the Rockville Police Department, will be capable of capturing video, audio, and photographic evidence. The
City Manager's recommended funding plan includes a data management server necessary to store and manage
video evidence from both the in car and body systems. The total cost of this plan is proposed to be funded all in
one year to ensure that purchasing is efficient and that the camera systems are compatible.

Additional Contract Tree Maintenance ($47,000) — The FY 2017 General Fund operating budget includes an
additional $47,000 for contract tree maintenance. This $47,000 provides funding for contract pruning and for a
contract inspector to help manage the increased workload. In order to achieve the 10-year pruning cycle, which is
a goal of the Mayor and Council, the City will need to appropriate an additional $47,000 each year from FY 2017
through FY 2020.

Janitorial Contract ($36,250) — The FY 2017 budget includes $36,250 from the General Fund to cover the increased
costs of janitorial maintenance services. The City's janitorial maintenance services include evening cleaning at the
following locations: City Hall, Monroe Street elevator, Lincoln Park Community Center, Montrose Community
Center, City Police Department and Annex, and provides custodian/porter services to the Gude Drive Maintenance
Complex. The janitorial maintenance contract also provides the following services to all City facilities: window
washing, carpet steam cleaning, pressure washing, and emergency cleaning services. There was no increase in the
level of service; this was just an increase per the new contract that was signed in FY 2016.

Street Sweeping Contract ($18,200) — The FY 2017 budget includes $18,200 from the General Fund for the street
sweeping contract to cover the price increase from the City's previous contract. There was no increase in the level
of service; this was just an increase per the new contract. Street sweeping is a key activity performed to fulfill
requirements of good housekeeping as outlined in the City's Municipal Separate Storm Sewer System (MS4)
National Pollutant Discharge Elimination Systems (NPDES) permit.

WSSC Capacity Provision Contracts ($135,000) — The FY 2017 budget includes an increase of $135,000 in the
Sewer Fund to support an updated estimate from WSSC for WSSC system charges, DC water system charges
(projected increase of $100,000), users fees, and Intermunicipal Agreement rental fees (projected increase of
$35,000). The FY 2016 adopted budget for this line item equaled $3.08 million. The WSSC estimates are based on
formulas established in the existing WSSC/Rockville contracts for sewage disposal.

Recycling and Refuse Processing Fee ($59,000) — The FY 2017 budget includes an additional $59,000 in the Refuse
Fund due to the increase in the recycling processing fee charged by Waste Management Inc. for sorting the City's
single stream recycling. By contract, Waste Management takes the City's single stream recycling materials to its
sorting facility in Elkridge, Maryland. The City pays the facility a processing fee for this sorting service, and Waste
Management purchases the materials for their market value. These additional funds will support the new contract
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that was approved by the Mayor and Council on January 11, 2016, which included an increased processing fee of
S60 per ton (up from $30 per ton). The transportation component of the contract remains the same at $22.50 per
ton.

e Temporary Agency Labor for Refuse and Recycling ($43,250) — The FY 2017 budget includes an additional $43,250
from the Refuse Fund to continue to supplement the City's refuse and recycling collection staff in the event that
they are on leave, ill, injured, or otherwise not available. The cost of this contract is expected to increase when
Montgomery County raises its minimum wage applicable to all employers in the County, including the City's
contractor. As a result, the hourly rate charged by Labor Ready will increase from $16.00 per hour to $18.25 on
October 1, 2016. The current FY 2016 budget for Labor Ready equals $161,000.

Employee Compensation and Benefits

During FY 2016, the City implemented the results of the Compensation and Classification Study. The results included new
classification structures, reclassification of positions, title changes, and/or salary adjustments. The impact to the General
Fund as a result of this study was an increase to base salaries and related benefits of $2.2 million. In addition to this
increase in base salaries and benefits, below is more detail on additional compensation for employees for FY 2017.

e Regular Employee Compensation — The FY 2017 proposed budget includes a one percent cost of living adjustment
and an average of three percent increments for benefited employees. The increments include step increases for
sworn police personnel and staff represented by AFSCME; the progression system for administrative employees
has not been finalized.

e  Minimum Wage ($50,000) — The FY 2017 operating budget includes an additional $50,000 in the Department of
Recreation and Parks to support increasing wages for select temporary positions in order to stay competitive with
the local market, while keeping the hourly rate for less competitive positions closer to the current County
minimum wage of $9.55. A more comprehensive look at the City’s hourly wage rates and temporary employee pay
scale will take place at the conclusion of the current Compensation and Classification Study. For reference, below
is the schedule of minimum wage adjustments for the next several years for Montgomery County and the State of

Maryland:
Montgomery County State of Maryland
$9.55 effective 10/1/15 $8.25 effective 7/1/15
$10.75 effective 7/1/16 $8.75 effective 7/1/16
$11.50 effective 7/1/17 $9.25 effective 7/1/17
$10.10 effective 7/1/18

e Employee Performance Evaluation Software ($15,980) — The FY 2017 budget includes $15,980 from the General
Fund for the ongoing license and subscription costs for the employee performance evaluation software that was
purchased in FY 2016. This automated system enables the City to measure competencies and goals, develop
succession plans, and automate the entire employee performance process to promote timely evaluations.

New Consultant Funding

The General Fund operating budget includes new funding for four consultant projects in FY 2017: $35,000 for a model that
assesses fiscal and economic impacts of development scenarios, $15,000 for a consultant to audit hotel tax remittances,
$5,000 for a consultant to assist the Mayor and Council with an annual review of their goals/priorities, and $20,000 for an
update to the City’s Water and Sewer rate setting model. More information on each of these studies is provided below.

e  Master Plan Fiscal and Economic Impacts ($35,000) — The Department of Community Planning and Development
Services will seek a consultant to develop a model that will allow the City to analyze the fiscal and economic
impacts related to different development scenarios. The updated Master Plan is expected to include policies that
will impact the amount of growth that the City expects and desires, and the types of land uses that the City will
accommodate in different locations. The model outputs will help to inform the Mayor and Council, Planning
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Commission, and the public on the fiscal and economic impacts of various development scenarios during the
Master Plan process.

e Hotel Tax Audit ($15,000) — The Department of Finance will seek to engage an external audit team to perform
Agreed-Upon-Procedures (AUP) over the accuracy of hotel tax remittances by the hotels within the City limits. This
service was provided to the City over five years ago. In the last five years, several new hotels opened and several
others changed ownership. With these changes, staff thinks it is prudent to have an independent review of
whether the hotels are accurately calculating and remitting the taxes due.

e Mayor and Council Goal/Priority Setting ($5,000) — The City Manager will begin an annual process of hiring a
consultant to assist the Mayor and Council with their goal/priority setting process. Due to the transition to four
year terms, staff recommends this funding be added to the base budget every year to support the review and/or
establishment of new goals/priorities. In past years, this funding was only available in an election year.

e Water and Sewer Model Annual Update ($20,000) — The FY 2017 budget includes $20,000 from the Water Fund
for a consultant to perform a limited update to the City's Water and Sewer Fund rate models. These annual
updates are required to maintain the accuracy of the rate models. The scope of the annual updates will include the
review of all financial, statistical, capital, and operational data assumptions, a comparative rate survey, and
preparation of a report documenting the final results of the update.

New or Expanded City Programs and Initiatives

The FY 2017 operating budget includes new funding for enhanced programs at the Senior Center, new camps at the
Twinbrook Community Recreation Center, and for contract services related to utility marking. Below are brief descriptions
of these items.

e Senior Programs ($19,000) — The FY 2017 General Fund operating budget allocates funding for several
enhancements for the Senior Center. These enhancements include funding for: 20 new classes in the areas of art,
watercolor, history, lifelong learning, music appreciation, and fitness; three additional Supper Club evening meals,
which doubles the current offering; contract transportation for charter buses for the Senior Trip Program; and
extended Fitness Room hours, which will allow staff to better meet the needs of seniors that are still in the
workforce.

In addition to these items, funds may be added to the FY 2017 budget when the Senior Needs Assessment Report
is finalized and presented to the Mayor and Council. Staff will have more information on the results of that report
in April 2016.

e  Summer Blast Camps at Twinbrook ($24,340) — The FY 2017 budget includes $24,340 in new funding for “Summer
Blast” camps at the Twinbrook Community Recreation Center. Currently, these camps are offered at College
Gardens Elementary School and Lakewood Elementary School, which are located on the west side of the City. This
recommendation will allow recreation staff to provide a third location on the east side of the City. The full day
camps offer families high quality convenient childcare during the summer months.

e  Miss Utility ($58,500) — The FY 2017 budget includes $58,500 from the Water and Sewer funds for new contract
services related to Miss Utility notifications for locating and marking utilities. The City joined Miss Utility in FY 2015
as mandated by the State of Maryland. Currently, the City is performing utility locates and markings with current
staff. This in-house commitment has caused reduced levels of service to the City's water and sewer maintenance
programs and substantially increased overtime costs in order to remain compliant with the 48 hour response
required for marking. The proposed addition of $58,500 was allocated to each fund based on the ratio of water
main to sewer main miles.
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Operating Budget Overview
The proposed FY 2017 operating budget totals approximately $126.1 million for the City’s 11 operating funds. This
represents an overall increase of 2.2 percent from the FY 2016 adopted budget.

Just over 60 percent of the City’s spending occurs in the tax-supported General Fund. The General Fund is the City’s primary
operating fund and is used to account for the City's activities that are not included in another fund. Other major funds
include the City’s enterprise funds: Water, Sewer, Refuse, Stormwater Management, Parking, and RedGate Golf. Utility
rates and other user fees charged to City households and businesses support the Water, Sewer, Refuse, and Stormwater
Management funds. The City sets the rates for these utilities based on cash flow models that target specific cash levels after
a certain period. The Parking Fund is supported by the special taxing district, parking meter, and parking violation revenue,
while the RedGate Fund is supported by lease payments from Billy Casper Golf.

The City’s six enterprise funds operate and account for their transactions in a way similar to private businesses. By Mayor
and Council policy, these funds are to be self-supporting, with their fees and charges supporting all operating costs, capital
outlay, infrastructure, and debt service costs as well as maintaining sufficient reserve levels to allow for stable rates. Each
fund is described in more detail on the next several pages. For more information on each fund (including revenue and
expense details and compliance with Financial Management Policies), please refer to the Financial Summaries section.

City Staffing

The total full time equivalent (FTE) count for FY 2017 will remain relatively flat due to the decreased budget capacity
resulting from the salary increases associated with the Compensation and Classification Study recommendations, the
estimated decrease in income tax revenue, and the focus on necessary infrastructure improvements throughout the City.
The FY 2017 operating budget includes a 1.0 decrease in regular full time equivalent (FTE) positions from FY 2016. This
decrease represents a vacant Photo Enforcement Analyst position in the Speed Camera Fund, and is a result of the decrease
in the number of citations due to the success of the program. In addition to this change, a 1.0 FTE from the Neighborhood
Resources Division was reclassified into a 1.0 FTE Assistant to

the City Manager in the Administration Division of the City _ History of FTEs for All Funds

Manager’s Office.

800
During FY 2016, the entire Purchasing and Stockroom 607.0 600.0 602.0 605.6 508.8
Division was moved from the Finance Department to the City 600
Manager’s Office; this transfer included 7.5 FTEs. Of the 7.5 ¢ > ¢ & 4
FTEs, 7.0 FTEs were from Purchasing and Stockroom and 0.5 o 5116 519.3 518.0 517.0
FTE was a vacant position that was transferred from the
Accounting and Control Division and reclassified into an o
Administrative Assistant to assist with purchasing functions. 80.2 784 82.7 7% 8

——a—8—=

The graph to the right shows the h?story of total regular :?md . oo ' = ' S ' = ' N or
temporary FTEs for all funds. Despite the overall growth in Adopted  Adopted  Adopted  Adopted Proposed
the City’s population and the addition of new programs, the
total number of FTEs remains relatively flat. B Lk R SN0 Aty EOTL

General Fund Revenues

The General Fund supports many of the City's core services and administrative functions. The adopted General Fund budget
will increase by 2.6 percent between FY 2016 and FY 2017. The Financial Summaries section of the budget document
includes detailed information on the major FY 2017 General Fund revenue sources. The main revenue categories that
support the General Fund are property taxes, revenue from other governments (which includes income tax and municipal
tax duplication), and other revenue. These revenue sources make up 84 percent of the FY 2017 General Fund budget and
are described below.
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Property Taxes
The Mayor and Council establish the tax rates each year in order to finance General Fund activities. For FY 2017, the City’s

real property tax rate is proposed to remain unchanged for the ninth year in a row at $0.292; the personal property tax rate
is also proposed to remain unchanged at $0.805 for every $100 of assessed value.

General Fund Revenues by Source
The total real taxable assessed value from FY 2016 to FY " venu ¥ Sou

2017 is estimated to increase by three percent. This FY 2015 FY 2016 FY 2017 % Change
increase is a result of higher assessments from the January Actual Adopted Proposed  from FY16

2016 cycle and new properties being added to the tax roll.

Revenue
In FY 2017, total property taxes are budgeted to raise
. . o, Property Taxes 36,206,421 38,340,000 39,551,000 32%
$39.6 million, or approximately 52 percent of the City’s
General Fund budget. One factor that is not included in Other Gov't. 18,257,933 18,452,695 | 18,247,350  -1.1%
this increase is the impact of pending assessment appeals. Fines/Forfeitures 1,544,541 1,573,500 1,522,500 -3.2%
Since FY 2012, the City has refunded $2.0 million in Use Money/Prop. 1,018,453 949,100 1,303,060 37.3%
revenue due to successful assessment appeals. =
Charges for Serv. 6,790,788 6,114,075 6,598,050 7.9%
In addition to real property, the FY 2017 budget assumes Ucenses/Permits 2,604,279 2,513,750 | 12,585,000 25%
approximately $3.1 million in personal property tax Other Revenue 4,907,222 6,646,880 6,723,040 1.1%
revenue. This figure is consistent with the FY 2016 budget Total Revenue 71,329,637 74,590,000 76,530,000 26%
n rrent trends.
and current trends Transfers In 2,300,000 . - .
Total ($) 73,629,637 74,590,000 76,530,000 26%

FY 2017 estimated property tax revenue includes the State
administered Homeowners' Property Tax credit. This program provides real property tax credits to low- and moderate-
income residents for property taxes on their principal residence. The City’s program allows households with gross incomes
up to $91,000 per year and a household net worth of less than $200,000 (not including the value of the home and qualified
retirement savings) to qualify for tax relief on the first $495,000 of their home's assessed value. For low-income
households, the credit could be several hundred dollars, with a maximum credit of the total City tax due on the first
$495,000 of assessed value. The total estimated cost of this credit is $400,000.

From Other Governments

Major revenue sources in this category include tax duplication, highway user, and income tax. For tax duplication, the FY
2017 budget is proposed to remain flat at $2.1 million. This revenue figure is based on actual Montgomery County spending
from more than a decade ago. City staff continues to believe it is an unfair allocation which is significantly below what the
City should be receiving. The Montgomery County Council, through its Government Operations and Fiscal Policy Committee,
initiated a review of municipal tax duplication several years ago; however, that process has not yet been finalized. Proposals
made by Committee staff would likely have a negative impact on the City's revenues.

Highway user revenue, which represents a portion of the City's share

General Fund Revenues by Source ! . ) ;
of gasoline tax and vehicle registrations collected by the State of

Fines & Maryland, peaked in FY 2007 at $3.3 million and then was reduced
Forfeitures significantly for municipalities. For FY 2017, Governor Hogan’s
From Other 2% . ... . . . .
Gov't. proposed budget includes additional ongoing funding for Rockville in
24% Use of the amount of $535,000, and, for the fourth year in a row, one-time

Money and X ) . o R
property  funding for Rockville equal to $1.5 million. The $1.5 million will help

4 2% fund the CIP projects in the Transportation Program Area.

Property i S .
Tax teenses 1ncome tax revenue, which is the second largest single source of
and Permits

52% 3% revenue in the General Fund, is budgeted to equal just over $12.0

Charges for million in FY 2017. In FY 2017 and in future years, this revenue
Services category will be impacted by the Supreme Court decision on the
8% Wynne case and the misallocation by the State of the City's income

tax revenues. The revenue impact as a result of the Wynne case is
estimated at approximately $150,000 in FY 2017 and FY 2018 and
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$38,000 in FY 2019. The amended returns will be paid by the State Comptroller using a reserve account and then the City
will reimburse the State over several years through withholdings from nine quarterly distributions. The revenue impact as a
result of the misallocation is estimated at approximately $500,000 per year for ten years starting in FY 2018. Similar to the
Wynne payback, the State Comptroller will front the money using a reserve account and require the City to reimburse the
State over a ten year period through withholdings from 40 quarterly distributions.

Other Revenue

The largest revenue source in this category is administrative charges that represent centrally budgeted administrative or
"overhead" costs. Each fund pays for its share of the costs through a transfer to the General Fund. An update to the City's
Cost Allocation Plan (CAP), the document that determines the charges, was finalized in FY 2015. The FY 2017 budget
includes administrative charges consistent with this updated plan. For FY 2017, administrative charges will bring in
approximately $5.4 million in General Fund revenue, an increase of 1 percent over FY 2016. Staff recommends that the next
update of the CAP take place in FY 2018 for implementation in FY 2019.

General Fund Expenditures

The major cost drivers for FY 2017 include personnel, operating, and transfers to the capital budget and Debt Service Fund.
In addition to these high cost areas, capital outlay and other experienced increases of over ten percent. Each of these areas
is described in more detail below.

General Fund Expenditures by Category

Personnel
The overall personnel category will increase by six FY 2015 FY 2016 FY 2017 % Change
percent from adopted FY 2016 to proposed FY 2017. The Actual Adopted Proposed  from FY16

FY 2017 personnel figures include base salary and benefit g penditures
adjustments that resulted from the Classification and

; ) ) Personnel 42,718,043 43,500,280 46,129,120 6.0%

Compensation Study that were not included in the FY
ey 1 0,

2016 adopted budget. In addition, the FY 2017 budget Operating 11873967 13331870 RN 1%

includes a one percent cost of living adjustment for all Capital Outlay 1,024,983 2,182,740 2,404,970 10.2%

regular employees, a performance-based merit or step Other 1,541,536 1,827,970 2,168,560 18.6%

increase, an addl'tlonal $50,000 for hourly and.te’mporary Total Oper. Exp. 57158529 60,842,860 64,236,110 5.6%

employees, and increases for the cost of the City’s

. — 0

healthcare benefits. CIP Transfer 6,294,000 7,200,000 6,100,000 15.3%

Transfers Out 5,497,040 6,547,140 6,193,890 -5.4%

Other major employee benefits include retirement Total ($) 73,629,637 74,590,000 76,530,000 2.6%

contributions. Based on the latest actuarial data, the
City's contribution to the pension plan, which covers the City's defined benefit program, will equal $3.5 million across all
funds in FY 2017 ($2.8 million is General Fund), a decrease from the FY 2016 contribution of $3.6 million. If the City
contributes the required amount in FY 2017, the funded ratio for the pension plan is projected to equal approximately 87
percent. The latest actuarial report projects that the funded ratio will gradually increase over the next several years to
approximately 93 percent by FY 2022, while the City's contributions remain between $3.5 and $4 million.

In addition to the City’s defined benefit plan contribution, employees other than sworn Police personnel participate in the
thrift savings plan. The City matches employees’ contributions with 50 cents for every dollar contributed by the employee,
up to a maximum of five percent of salary. The FY 2017 budget for the City’s match increased by ten percent, for a total of
approximately $732,000 across all funds ($570,000 is General Fund).

The City provides eligible retirees with healthcare coverage upon retirement, covering 80 percent of the total cost of the
City's lowest cost healthcare plan. Based on the latest actuarial data, the City will contribute approximately $684,000 across
all funds ($553,000 is General Fund) to the Retiree Benefit Trust in FY 2017. This level of funding is relatively consistent with
what the City paid in FY 2016.

Operating Costs
The relatively small increase of 1.5 percent in the General Fund operating budget is mainly due to increases in contract
services related to the City’s janitorial contract, street sweeping contract, and tree trimming contract, offset by savings in
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the City’s heating and gasoline budgets and the removal of election costs. In addition to the reduction in commodity
expenditures, $175,000 in one-time consultant funding was removed from this category for FY 2017. One-time consultant
funding that was added to this category in FY 2017 includes: $35,000 for a consultant to develop a model that will allow the
City to analyze the fiscal and economic impacts related to different development scenarios; $15,000 for an external audit
team to audit the accuracy of hotel tax remittances; and $5,000 for a consultant to facilitate the Mayor and Council’s
goal/priority setting for FY 2017.

Capital Outlay
The overall increase of 10.2 percent in the capital outlay budget is mainly due to the increase of $336,000 for vehicles,

$50,000 for improvements as identified in the Rockville Access Audit and Transition Plan, and $138,000 for one-time
maintenance, repairs, and equipment purchases for the Swim and Fitness Center.

CIP Transfer

Each year, the City makes a transfer from the General Fund to the Capital Projects Fund to support the City's Capital
Improvements Program (CIP). The CIP is mainly funded from four sources: cash, debt, government grants, and developer
contributions. The transfer from the General Fund is the cash or "paygo" contribution. The paygo contribution is critical in
controlling the City's overall debt and maintaining the City's credit rating. In past years, the City transferred one-time
savings (General Fund unassigned fund balance in excess of the reserve requirement) in addition to the annual budgeted
transfer amount in an effort to reduce borrowing. The FY 2017 budget includes a transfer of $6.1 million, down from $7.2
million in FY 2016. The amount of this contribution impacts both the current fiscal year and future years since the Capital
Projects Fund is balanced over a five year period.

Debt Service Transfer (included in Transfers Out)

The transfer from the General Fund to the Debt Service Fund for FY 2017 totals $5.35 million, slightly less than the $5.5
million transferred in FY 2016. The City’s Debt Service Fund exists to support the repayment of the City’s taxpayer
supported debt. New bond issues are planned in the amounts of $1.1 million in FY 2017, $3.6 million in FY 2018, and $1.8
million in FY 2019. The Debt Service Fund is managed over a five year period, with the goal of maintaining a cash balance
equal to ten percent of the average annual outstanding principal payment.

Expenditures by Department
The table to the right shows total General Fund expenditures by department with percent changes from adopted FY 2016 to
proposed FY 2017. Changes greater than five percent include: 15.8 percent decrease in the Department of the Mayor and
Council due to the removal of election related
expenses and the one-time grant of $57,000 to the
Rockville Volunteer Fire Department for an

General Fund Expenditures by Department

. FY 2015 FY 2016 FY 2017 % Change
emergency response vehicle; a 6.1 percent Actual Adopted Proposed  from FY16
increase in the Department of the City Attorney
due to increases in personnel expenditures; 24.7 Mayor & Council 604,398 850,780 716,340 -15.8%
percent increase in the Offlcg of .the City M.anager City Attorney 995,332 984,720 1,044,740 6.1%
and a 20.9 percent decrease in Finance mainly due
to the transfer of the Purchasing Division from City Manager 4,015,908 4,029,910 = 5,025,360 24.7%
Finance to the Office of the City Manager; 7.4 CPDS 4,778,476 5,206,390 5,282,200 1.5%
percent increase in Human Resources due to an .

. . Finance 2,611,856 2,985,590 2,362,100 -20.9%
accounting change in the Health and Wellness
Program to fully recognize program expenditures HR 1,295,627 1,515,860 1,627,900 7.4%
and the addition of performance evaluation IT 2,990,431 3,269,140 3,423,120 4.7%
software; 8.5 percent increase in Police due to the

1 0,

addition of funding for new in car and body Police 10,221,054 10,063,070 10,916,390 8.5%
cameras; 7.2 percent increase in Public Works due Public Works 7,303,806 8,358,930 8,963,570 7.2%
to replacement vehicle purchases; and a 6.4 Rec. & Parks 20,421,353 21,149,230 22,504,190  6.4%
percent increase in Recreation and Parks due to
the inclusion of funds for improvements as Non-Depart. 13,711,328 16,176,380 14,664,090 -9.3%
identified in the Rockville Access Audit and Total ($) 68,949,569 74,590,000 76,530,000 2.6%
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Transition Plan, the one-time contribution of $400,000 for the Richard Montgomery Elementary School gymnasium, and
one-time funding for improvements at the Swim and Fitness Center. Non-departmental expenditures are expected to
decrease by 9.3 percent, primarily due to the decrease in the Capital Projects Fund transfer from $7.2 million to $6.1
million.

Water Fund ) . ) o . Water Usage Charges per 1,000 Gallons
The Water Fund is used to account for all financial activity associated (based on an average usage of 14,000 gallons per qtr)

with the treatment and distribution of potable water. The City

provides water service to 70 percent of Rockville, or approximately $9.00
(=1}
13,000 accounts. Most customers will experience an increase of three & % B e ®
. . [=] [=2] o
percent or less in their water usage charges from FY 2016 to FY 2017. e ¢ @ w N3
$6.00 - I @ "

In addition to the usage charges, the FY 2017 budget continues with a

fixed ready-to-serve charge that is based on the size of the water $3.00 -
meter and ranges from $10.98 to $1,262.70 per quarter. The ready-
to-serve charge will increase by ten percent in FY 2017. The increase
in the fixed ready-to-serve charge is necessary in order to support a
system with significant fixed costs.

Q $1.89

$0.00

FY 2008
FY 2009
FY 2016
FY 2017

uy
g
~
5
(S

FY 2010
FY 2011
FY 2012
FY 2013
FY 2014

Sewer Fund
The Sewer Fund accounts for the financial activity associated with the collection and delivery of sewage for treatment and
disposal. Charges are based on water consumption. Nearly all of the capital costs in the Sewer Fund, and a substantial
portion of the operating costs, are payments for the operation of and
capital improvements to the District of Columbia Water and Sewer

_ . o, Sewer Charges per 1,000 Gallons
Authority’s Blue Plains Wastewater Treatment Plant. The City’s share

of Blue Plains’ capital improvements is proportionate to the City’s $10.00

allocation of treatment capacity. The Blue Plains Wastewater

Treatment (UA16) CIP project contains additional information $8.00 -

regarding the City’s capital costs for sewage treatment. $6.00

The City provides sewer service to 70 percent of the City, or $4.00 | @- © = E

approximately 13,000 accounts. These properties pay $8.23 per 1,000 $2.00 - & a E ;:ri_ a v

gallons of water usage, an increase of 12 percent over FY 2016. h v @

Similar to Water, the FY 2017 budget continues with a fixed ready-to- $0.00 4 e e e i ey
serve charge that ranges from $11.01 to $1,266.15 per quarter. The 2 8 8 8 &8 8 8 8 8 8
ready-to-serve charge will increase by twenty percent from FY 2016. N o o N o o S N

Refuse Fund
The Refuse Fund accounts for the financial activity associated with the collection and disposal of residential recycling,

refuse, and yard waste.
Annual Refuse Rates

The City currently operates a semi-automated once per week refuse ' $600 -
and single stream recycling program. The FY 2017 rate is proposed to
increase by six percent due to the increased processing and sorting $500
fees for Rockville's single stream recyclables combined with the $400 L
projected decrease in revenue from the sale of recyclable materials. *>- - 8
(=] [=] [=] (=] o o =3 q:
B0 & ~ & & S 8 2 g g
. . . T 2 @ 9 9 9 o o 2 2 by §
The Mayor and Council are currently reviewing the City's billing m @ o o om 53
. . . 5200 - W
practices for refuse fees. Currently, refuse fees are billed directly
from the City, but staff is looking into the possibility of placing the $100 . _
refuse fee directly on the real property tax bill. This action would save € € 2 8 8 8 = 2 8 =3
the Fund approximately $1.3 million between FY 2017 and FY 2021. 2 f & & & & @ & O
w w w o w w [*5 w =5 =5

The public comment period for this item closes on April 25, 2016.
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Stormwater Management Fund
The Stormwater Management (SWM) Fund accounts for the financial activity associated with maintaining existing SWM
facilities and the construction of new facilities. All residential and

. L . . . Annual Stormwater Management Fee
commercial properties in the City will pay $127.70 per equivalent

residential unit (ERU) per year, an increase of five percent over FY o
2016. The FY 2017 fee is consistent with Resolution 8-12, which set 31
the fees for FY 2013 through FY 2017. $150
$120
Based on recent State legislation, Montgomery County is required $90
to meet with municipalities to develop memorandums of $60
understanding (MOUs) related to reciprocal stormwater $30
management fee arrangements. This process is ongoing, and staff
. . . : S0
will update the Mayor and Council when new information becomes ® @ & o N4 M T @a oo N
available. g § £t 8§ §E 8 8 8§ 8§ B
e - - S S S S-S
w w E w w w w w w w
*FY 2010 was the first year the City charged a fee.
Parking Fund

The Parking Fund accounts for the revenue and expenses from parking related activities, including the issuance of parking
tickets, the parking meter program, and the costs associated with the building of the three public parking garages in the
City’s Town Center.

The FY 2017 budget for the Parking Fund continues the leasing of the Town Square parking garage operations to Federal
Realty Investment Trust (FRIT), the commercial developer of Town Square. The City entered into an agreement in FY 2012
that enables FRIT to manage, operate, and re-equip the garages
under a long-term lease, which is estimated to save taxpayers

L . . Parking District Tax Rate
millions of dollars. Under the agreement, FRIT is responsible for ing Listri X

setting the rates both for hourly and monthly parking in the ' $0.60
garages and for all capital improvements and renovations during
the term of the lease. $0.50 -
m o m m m [22] g
o m m m m m m O
As a result of the lease, the budget only includes operational costs $0.40 1 i) 2 8 &8 &8 &8 8 ¢

for on-street meters, along with the payment of debt service on the 5030 ¢—d
garages. In order to help with the debt service payments, the FY ’

2017 budget includes a transfer of $750,000 from the General Fund $0.20

to the Parking Fund. City staff anticipates that a General Fund
transfer will be needed in future years, until such time as the new
operations and management of the garages stabilizes and the debt
is repaid in FY 2036.

50.30
50.

FY 2008
FY 2010
FY 2011
FY 2012
FY 2013
FY 2014
FY 2015
FY 2016
FY 2017

The Parking Fund is partially funded by a special district tax levy. The Parking District tax rate is proposed to increase by two
cents from $0.33 to $0.35 per $100 of assessed valuation for FY 2017. This increase is being driven by the City's plan to
upgrade the street meter payment infrastructure in Town Square. Staff expects the upgrade to include smart meters, the
elimination of coins and manual coin collection, and easier administration of the entire parking meter system.

The Town Square will pilot the meter upgrade, which, if successful, will be deployed to the rest of the City's street meters.
The special district, which is comprised of the commercial properties within the Town Square boundaries, would generate
approximately $196,000 in tax revenue at this new rate. Future rate increases are planned for FY 2019 and FY 2021. The
total cost for the meter upgrade is approximately $600,000.
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Capital Improvement Projects

The FY 2017 budget includes new funding of $22.1 million to address the priorities of the Mayor and Council and residents
of Rockville. More specifically, this funding will support the following: short and long-span bridge repairs, pedestrian safety
initiatives and sidewalks, improvements to the water treatment and water distribution systems, rehabilitation and upgrades
to the sewer and stormwater management systems, major stabilization and rehabilitation to the King Farm dairy barns,
asphalt and concrete repair and replacement, roofing improvements, a full rehabilitation of the Rockville Skate Park,
handicap accessible parking at the Glenview Mansion, and the continuation of the City’s annual contribution to the Blue
Plains Advanced Wastewater Treatment Plant capital program. This new funding combined with prior year carryover
funding of $45.5 million, will support a total of 47 CIP projects in FY 2017.

Newly funded projects with FY 2017 appropriations include Skate Park Renovations (RJ16) and a Traffic Signal Upgrade at
East Jefferson Street and Rollins Avenue (TA17). Descriptions of these projects can be found under “FY 2017 Budget Focus,
Infrastructure and Facility Needs” of this section.

Several CIP projects will experience major adjustments between the current FY 2016 plan and the proposed FY 2017 plan.
The projects impacted include the King Farm Farmstead, Dairy Barns (RG16) and the Twinbrook Park Culvert Repairs (RL16)
in the Recreation and Parks program area, several of the projects in the Utilities Program Area, and the West End Park
Noise Barrier (3A81) in the Transportation program area. Below are brief descriptions of the changes to these projects.

e  King Farm Farmstead, Dairy Barns (RG16) — The FY 2016 though FY 2020 CIP included $1.4 million in Capital
Projects funding for repairs and renovation to the Dairy Barns. According to the February 1, 2016, Mayor and
Council agenda item on this topic, the repairs covered by the $1.4 million would only support a future agricultural
use. Since the barns will likely be used for some type of assembly or human gathering use, the building code
standards are more stringent and more costly repairs are required. At the direction of the Mayor and Council, the
FY 2017 proposed budget includes an increase for design and construction costs of $726,000. Additional costs may
be incurred at a future date when a specific use is identified (for example, a design that provides for the barns to
be open from the floor to the rafters).

e Twinbrook Park Culvert Repairs (RL16) — The FY 2016 though FY 2020 CIP included $80,000 in Capital Projects
funding for the design of the Twinbrook Park culvert repair located at the dead end of Wainwright Avenue
(construction funds were planned for FY 2017). Due to other high priority capital needs, this project was unfunded
and deferred to FY 2018.

e Various Water and Sewer Projects — As a result of increased operating costs in the Water and Sewer funds (mainly
from the increase in personnel and administrative charges), combined with increases in wastewater treatment and
disposal costs and changes in demand, several Water and Sewer CIP projects will be deferred from the current five
year plan to FY 2021 and beyond. More specifically, large components of the Water Main Rehabilitation (UC16)
project and the Sewer Main Rehabilitation (UB16) project will be deferred to ensure the City is able to satisfy
operating and capital cost requirements, maintain compliance with the terms of existing and future indebtedness,
establish and maintain adequate operating reserves, and minimize rate impacts to customers to the greatest
extent possible.

e  West End Park Noise Barrier (3A81) — The FY 2016 though FY 2020 CIP included $1.1 million in Capital Projects
funding for the City's portion of a noise barrier to be installed by the Maryland State Highway Administration
along I-270 in the West End Park neighborhood (project . During FY 2016, the Mayor and Council adopted a budget
amendment to appropriate $417,000 from the General Fund unassigned fund balance to this CIP project to fund
the right of way acquisition. The FY 2017 proposed budget for this project equals $1.5 million.

The CIP budget is funded by various sources, including paygo and proceeds from the issuance of general obligation bonds.
The FY 2017 through FY 2021 CIP includes a $1.1 million taxpayer supported bond issue in FY 2017 to address ADA
improvements at the Civic Center Complex, a $3.6 million issue in FY 2018 for major improvements to the Swim and Fitness
Center locker rooms, and a $1.8 million issue in FY 2019 to support vehicular bridge rehabilitation on Hurley Avenue. Capital
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bond issues are also planned for the Water, Sewer, Stormwater Management, and Refuse funds over this five year period.
More information on the future bond issues for the utility funds can be found in the Financial Summaries section.

Residential Annual Expenses

The tables on the next page illustrate the annual financial impact of changes to the City’s fees and charges for two sample
households. Household A represents a family of four and Household B represents a senior couple. Both households own
single family homes in Rockville that were reassessed in January 2016. In addition to property taxes, these examples include
utilities, as well as several recreation activities provided by the City of Rockville.

It is important to remember that not all recreation fees are increasing from FY 2016 to FY 2017 and not all Rockville
residents use the City’s recreation services.

Based on the selected activities, the family of four will see an annual increase of $205.30 or 4.6 percent. The senior couple
will experience an increase of $144.98 or 5.3 percent.

HOUSEHOLD A - Family of 4
FY2016 FY2017 $Change % Change
Property Tax ($650,000 Assessment) 1,898.00  1,955.00 57.00 3.0%
Water (16,000 gallons per quarter) 365.92 380.76 14.84 4.1%
Sewer (16,000 gallons per quarter) 525.48 592.84 67.36  12.8%

Refuse 400.00 424.00 24.00 6.0%
Stormwater 121.60 127.70 6.10 5.0%
Subtotal $3,311.00 $3,480.30 $169.30  5.1%

Circuit Step Class 79.00 79.00 - 0.0%
Ballroom Dancing Class 99.00 99.00 - 0.0%
Wrestling 145.00 145.00 - 0.0%
Campventures Summer Camp 395.00 415.00 20.00 5.1%
Cross Country 59.00 59.00 - 0.0%
Wayoff Broadway Summer Camp 399.00 415.00 16.00 4.0%
Subtotal $1,176.00 $1,212.00 $36.00 3.1%

TOTAL $4,487.00 $4,692.30 $205.30 4.6%

HOUSEHOLD B - Senior Couple
FY2016 FY2017 $Change % Change
Property Tax ($400,000 Assessment) 1,168.00  1,203.00 35.00 3.0%

Water (12,000 gallons per quarter) 289.44 302.04 12.60 4.4%
Sewer (12,000 gallons per quarter) 407.88 461.16 53.28 13.1%
Refuse 400.00 424.00 24.00 6.0%
Stormwater 121.60 127.70 6.10 5.0%
Subtotal $2,386.92 $2,517.90  $130.98 5.5%
Two Senior Center Memberships 80.00 80.00 - 0.0%
Senior Fitness Membership 85.00 90.00 5.00 5.9%
Microsoft Excel Class 29.00 29.00 - 0.0%
Watercolor Class 75.00 84.00 9.00 12.0%
Crab Feast Trip 80.00 84.00 4.00 5.0%
History Lecture 10.00 6.00 (4.00) -40.0%
Subtotal $359.00  $373.00 $14.00 3.9%
TOTAL $2,745.92 $2,890.90 $144.98  5.3%
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