School Adequate Public Facilities Program and Funding Review Committee

AGENDA
Meeting #9
July 17, 2013
6:00 pm

e Review and Approval of the Meeting Minutes of June 26"
e Briefing by Dr. David Lever, State Public School Construction Program
Maximizing State School Funding — County Performance Measures

State School Funding Forecasts
Public-Private Partnership School Delivery Options — Baltimore City Project.

o O O O

Committee Questions

e Discuss Draft Issue Paper #2 “Treatment of Minor Subdivisions”

e Introduce Issue Paper #3 “School Capacity Measurement”

e Introduce Issue Paper #4 “School Construction Funding — County Funding Sources”

e Introduce Issue Paper #5 “DRRA School Allocations”

The next meeting is tentatively scheduled for July 31% at 6:00 PM in the County Government
Conference Room.

*This agenda is tentative and is subject to adjustment at the discretion of the Committee.
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School Adequate Public Facilities Regulation

Issue: School Capacity Measurement. If all schools are capped at State Rated Capacity (SRC),
over time, there could be an impact on the County’s ability to obtain State funding once all the
existing school allocations are used. This would occur only if mitigation for the lack of school
capacity is not allowed.

Summary of Findings

This issue was identified primarily from input received at the Public Outreach Meeting. The
Committee reviewed the APF Program elements of several counties in the State and found that
the majority of the counties provide some flexibility over state rated capacity. Among those that
use 100% of state rated capacity, some additional flexibility is generally allowed. For example,
Anne Arundel allows projects to exceed SRC if there is capacity for any portion of a project and
Frederick allows projects to exceed SRC if they make a “school construction payment” to
mitigate for impacts on school capacity. In addition to the selected County APF Programs
evaluated, it was found that Baltimore, Harford and Prince Georges allow a certain percent over
SRC when applying the APF test. The Committee found that adding flexibility to the APF
program will help assure that the County can meet the threshold projected student enrollments
needed to qualify for State School Construction funding.

Alternatives Identification

Allow an additional percentage over SRC when determining adequacy of school facilities.
Use a county determined maximum capacity.

Measure SRC by region.

Take into consideration CIP projects approved by the IAC or at a specific level of approval.
Allow mitigation payments either through DRRAs or through mandatory school facility
payments when SRC or a local measurement of capacity is exceeded.
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Alternatives Evaluation

1. Allow an additional percentage over SRC when determining adequacy of school
facilities. This approach commonly used by other counties would allow school enrollments
to reach the threshold requirements of approximately 65 to 70% of projected enrollments of
a new school to qualify for state funding. The downside as experienced in Charles County
is that if mitigation is permitted, some schools may exceed the capacity allowances. The CIP
must then keep pace with the rate of growth.

2. Use a county determined maximum capacity. Four of the seven county programs
evaluated used some form of locally determined capacity. Some exceed SRC and some may
be less for certain schools. This approach would use the maximum capacity a school could
accommodate based on the physical space and the program limitations. In the case that the
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locally determined capacity is greater than the SRC, it contributes to the necessary demand
to qualify for state funding.

3. Measure SRC by region. Howard, St. Mary’s and Montgomery Counties use a regional
approach to measuring adequacy of school capacity. St. Mary’s divides the County between
the Northern and Southern region. Montgomery measures the capacity available in all the
elementary schools that will feed into a specific high school district. To minimize the
impact to one school, Howard limits individual elementary schools to no more than 300
allocations (or about 60 students over capacity) if the elementary region is over state rated
capacity. Prior to 2008, Charles County considered the capacity of elementary and middle
schools based on the students attending within a given high school zone. This resulted in an
averaging of school capacity within a given high school zone. This approach allows
individual schools to exceed capacity provided there is capacity in the region. Howard caps
each school at 115 % of SRC to insure that an individual school will not be overburdened by
residential growth.

4. Take into consideration CIP projects approved by the IAC. Most counties base their
measurement of capacity on enrollment projections several years into the future. This
allows the county to count the capacity created by CIP projects in the projected enrollments.
The counties surveyed use from 2 to 6 years. This approach recognizes that students from
planned development will not enroll in schools for several years after plans and plats are
approved. In Charles, the CIP capacity is currently counted 9 months in advance of the
school opening.

5. Allow mitigation payments either through DRRAs or through mandatory school
facility payments when SRC is exceeded. Charles County effectively allows mitigation
payments through Development Rights and Responsibilities Agreements (DRRA). At this
time there is no cap on the number of students over SRC that may be approved for a specific
school. Frederick and Montgomery Counties have preset school facility payments required
to obtain allocation when schools are over capacity. Both Counties cap the ability to
mitigate to not more than 120% over SRC or the locally established capacity.

Recommendations

The Committee finds ...
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School Construction Funding

Issue: County funding sources. Whereas the combined revenues received from projects
making mitigation payments through a DRRA and the School Construction Excise Tax
approximates the costs per dwelling unit, there are a large number of projects with preliminary
plan approval and school allocations including St. Charles that do not pay an additional cash
contribution to cover the funding shortfall. Note that St. Charles makes contributions through
school site donation and infrastructure improvements to serve those sites.

Summary of Findings

The Committee found that State funding sources do not keep pace with the identified
construction needs in the County or Statewide. To meet this shortfall and to augment the excise
tax revenues, the Committee evaluated alternative revenue sources used in other Maryland
Counties. The sources included those sources from development related fees and other general
fund revenue sources. Generally, it was found that most counties need to supplement the
development generated revenues and State funding to implement their Capital Improvements
Program (CIP). The Committee learned that not all costs associated with the start-up of a new
school including furnishings, equipment and the initial costs for staffing were taken into
consideration when planning and budgeting for new schools.

Alternatives Identification

Identify and implement alternative revenue sources to supplement the shortfall from State
funding and development generated funding sources. Potential sources identified were income
tax increases, real estate taxes, increased DRRA contributions, School Facilities payment or fee,
impact fees, transfer taxes, utility taxes and/or increased excise tax.

Revenue Source Alternatives Evaluation

Income Tax Increase — Charles County is currently at an income tax rate of 3.03%. The current
maximum for counties is 3.20%. If the County increased the income tax to 3.20%, it would
generate approximately $6.0 million per year.

Real Estate Tax Increase -- Charles County currently ranks second only to Baltimore City in
property tax rates; therefore, this revenue source was not further evaluated.

Increased DRRA contributions — In 2013 the County will receive $4.5 million from DRRA
payments. This current figure is the most indicative of the current market and school allocation
program restrictions. This figure does not include Heritage Green or Scotland Heights since they
are currently renegotiating their agreements. According to the Department of Fiscal and
Administrative Services (DFAS), these payments from DRRASs will provide adequate funding to
initiate the funding of the St. Charles High School and a new elementary school assuming that
the State continues to fund their share which will reimburse the County. Increasing DRRA
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contributions for future projects or phases of projects may be feasible in some cases; however,
since each project has unique financing arrangements, some projects may not be able to afford
increased contributions and would opt out of the voluntary program. One justification for the
increased contributions is to factor in the start-up costs associated with the opening of a new
school not typically considered with the evaluation of DRRA proffers.

School Facilities Payment — Frederick and Montgomery Counties use this form of mitigation
payment over and above the established impact fees when the development will impact schools
that are considered over capacity. For example, Frederick County allows a mitigation payment
for schools over 100% SRC, but less than 120% of SRC. The payments are generally based on a
combination of per pupil school construction costs and pupil generation rates by housing types.

Using the assumption that virtually all projects will send students to a school over SRC,
estimates of potential school facilities payments are based on the current 12 month building
permit numbers. The estimates below use payments from Frederick and Montgomery for a SFD
with an elementary school over capacity.

County Payment (SFD —Elem.) | Building Permits (12 mos.) | Annual Revenue
Montgomery $6,493 796 $5.2 M
Frederick $3,870 796 $3.1M

Based on the estimates above, a school facilities payment approach for schools over capacity
could generate revenues comparable to the current level of DRRA payments. The payments
would vary based on school level and housing type.

Impact Fee — Adding impact fees would take enabling legislation. The addition of an impact fee
could serve to implement the School Facilities Payment described above.

Transfer tax — Though Charles has not, most counties have enacted a transfer tax under State
authority. Charles may enact up to a 0.5% tax without State legislative authority and up to 1.5%
with legislative authority. If Charles applies a 0.5% tax to real estate transfers, it would yield
approximately $2.5 million per year based on FY 2013 sales data.

Utility Taxes — Six counties have enacted utilities taxes. The State allows the Counties to tax
telephone service and electricity usage. The projected revenues below are based on a per capita
amount generated by other counties.

Tax Rate Potential Yield
Telephone 8% sales tax (Res. Only) $1.5 million
Electricity $0.0125 per Kwh $1.2 million
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Increased Excise Tax — The Excise Tax for School Construction is based on formulas that
would need to be renegotiated with the State Legislative Delegation. One justification for the
increased contributions is to factor in the start-up costs associated with the opening of a new
school not considered in the formula for establishing the excise tax. Again, this would require
changes in the law. Some of the start-up costs discussed by the Committee such as computers
and salaries are not costs that would typically qualify for long term financing through bonds.
Some items such as furnishings and library books could be financed through long term bonds as
described in the Excise Tax legislation; however, the effort and expense to change the law may
not offset the justifiable increase in tax.

Recommendations

The Committee recommends
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School Adequate Public Facilities Regulation

Issue: DRRA School Allocations. The payment of contributions to mitigate student impacts
does not necessarily insure that the CCPS will be able to build the commensurate school capacity
in the appropriate locations by the time the students attend the schools.

Summary of Findings

It was determined that DRRA contributions are used for school capacity provided by the
school(s) next in line in the CIP. The Department of FAS has verified that the flow of
contributions has, since 2006, and will continue to allow the County to forward fund the planned
schools provided the State will continue to make payments to the County for approved schools.
The County will receive $4.5 million in developer contributions in 2013. The schools planned in
the CIP are not always in close proximity to the projects that are making the contributions being
used for school capacity. Consequently, the use of DRRASs to provide school allocations may
allow certain schools to be increasingly over SRC in the short term. The Committee learned that
not all costs associated with the start-up of a new school including furnishings and equipment
were taken into consideration when evaluating the DRRA proffers. Finally, the Committee
determined that one of the impediments to timely school construction is the procuring of school
sites.

Alternatives Identification

1.  Evaluate the possibility of directing mitigation payments or infrastructure improvements to
provide capacity in the affected region or school.

2. Help Increase the rate of school construction by increasing contributions per dwelling unit.

3. Encourage developer consortia to provide adequate resources to fully mitigate the
deficiencies. This concept might include Developer reimbursements for excess capacity
created.

4.  Encourage school sites and facilities expansion in DRRAs as direct mitigation for the lack
of school capacity.

5.  Create residential density incentives, where appropriate, to add value to projects that can be
used for school capacity mitigation. Granting density bonuses in the Waldorf Urban
Redevelopment Corridor (WURC) for school sites is an example of how this could be
implemented.

6. Encourage school mitigation discussion and strategy prior to the approval of the
Preliminary Plan by the Planning Commission.

7. Provide school site needs regionally to encourage the proffering of sites.

8.  Cap the degree to which projected student enrollments from DRRA allocations can exceed
SRC for affected schools.
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Alternatives Evaluation

Direct mitigation payments or infrastructure improvements to provide capacity in the
affected region or school. This approach could be achieved by Commissioner Policy
formalized in the APF manual and/or DRRA legislation. The policy shift would require that
DRRAs be used for mitigating impacts from the proposed development. Infrastructure
improvements or payments could be targeted to regions such as High School districts where the
benefit would be more directed to the schools affected. However, the effectiveness of this
strategy will only be achieved if there is enough contributions in that district. Spreading out
funds regionally may result in difficulties in completing the necessary capacity enhancements
without adequate funding levels for a given project.

Assist in the increasing the rate of school construction by increasing contributions per
dwelling unit. In 2013 the County will receive $4.5 million from DRRA payments. This current
figure is the most indicative of the current market and school allocation program restrictions.
This figure does not include Heritage Green or Scotland Heights since they are currently
renegotiating their agreements. According to the Department of Fiscal and Administrative
Services (DFAS), these payments will provide adequate funding to initiate the funding of the St.
Charles High School and a new elementary school assuming that the State continues to fund their
share which will reimburse the County. Increasing DRRA contributions for future projects or
phases of projects may be feasible in some cases; however, since each project has unique
financing arrangements, some projects may not be able to afford increased contributions and
would opt out of the voluntary program. One justification for the increased contributions is to
factor in the start-up costs associated with the opening of a new school not typically considered
with the evaluation of DRRA proffers.

Encourage developer consortia to provide adequate resources to fully mitigate school
capacity deficiencies. This concept might include developer reimbursements for excess
capacity created. This approach could give enough resources to provide a significant
improvement in capacity to offset the impact from the cumulative developments that would not
be feasible for one developer. Success of this approach would rely on having BOE identified
projects to add capacity and begin the discussion early in the development process.

Encourage school sites and facilities expansion through DRRAs as direct mitigation for the
lack of school capacity. This approach needs to occur early in the development process. It has
the best chance for success when used with large Planned Developments and incorporated into
the zoning approval. It should be noted that if school sites are proffered with a DRRA the cost of
the site should be removed from the CIP Budget so that it is not included in the bond issue for
the proposed school.
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Create residential density incentives, where appropriate, to add value to projects that can
be used for school capacity mitigation. Granting density bonuses in the Waldorf Urban
Redevelopment Corridor (WURC) for school sites is an example of how this could be
implemented. If pursued, this technique would need to be evaluated in conjunction with the
other density bonus programs currently being implemented by the County. For example,
additional bonus densities for school mitigation may have a negative impact on the County’s
Transferable Development Rights (TDR) program and Affordable Housing Program. There is a
question as to whether mixed use areas such as the WURC will generate enough students to
warrant a school in that location.

Encourage school mitigation discussion and strategy prior to the approval of the
Preliminary Plan by the Planning Commission. A preliminary test for school APF could be
performed as part of the Preliminary Plan review and included in the report to Planning
Commission. The report would include the developer’s plan for addressing any deficiencies.
Implementation could be achieved administratively through modifications to the subdivision
approval process.

Provide school site needs regionally to encourage the proffering of sites. The CCPS would
provide regional needs based on student growth projections. This information would be used to
negotiate with developers at the preliminary plan stage or during the rezoning stage in the case of
Planned Development Zones.

Cap the degree to which projected student enrollments from DRRA allocations can exceed
SRC for affected schools. Frederick and Montgomery Counties cap the percentage over
capacity that may be mitigated to 120%. The County Commissioners as a matter of policy could
cap the level of school capacity that may be increased from DRRA school allocations. This
approach would limit the negative impact on any one school from DRRA allocations. Currently,
Charles has 3 elementary schools and no middle schools over 120 % of SRC. If projected
enrollments are used the number of schools over the 120 % level would increase unless new
school capacity is programmed.

Recommendations

The Committee recommends
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