OFFICE OF THE COUNTY EXECUTIVE

Marc Elrich
County Executive

MEMORANDUM

February 18, 2025

TO: Kate Stewart, President
Montgomery County Council

FROM: Marc Elrich, County Executive %W

SUBJECT:  Veto of Bill 22-24, Taxation — Collection of Development Impact Taxes

I am vetoing Bill 22-24. My primary reason for this veto is because Bill 22-24 is expected to
reduce impact tax revenues in the early years of the Capital Improvement Program (CIP) by
postponing revenue collection between three and six months for residential development and one
to two years for commercial projects.

Based on projections by the County’s Department of Finance, the bill could result in a reduction
of $14.8 million over six years for School Impact Taxes and $13.0 million over six years for
Transportation Impact Taxes, with particularly large impacts in the early years of the CIP when
the need for funding is greatest and the opportunity to adjust expenditures is the most constrained
as projects are under construction. Though the bill does not reduce overall collections, the
anticipated delay in revenues would compound the effect of recent reductions to Impact Tax
estimates.

The County Executive’s Recommended FY26 Capital Budget and Amendments to the FY25-30
CIP released on January 15, 2025, reduced School Impact Tax estimates in FY26 to FY30 after a
decrease in FY24 collections to levels not seen since the Great Recession. Estimates were further
reduced to reflect the impact of Bill 16-24, enacted by the Council over my veto, which is
estimated to reduce impact tax revenues by $13 million over six years. These reductions will be
compounded by the revenue deferrals resulting from Bill 22-24, and will substantially hamper
our ability to make critical community investments in school capacity projects and transportation
improvements. In FY25, the following are some of the projects that already had funding reduced,
eliminated, or deferred due to lack of CIP resources:
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Bradley Boulevard Improvements

Forest Glen Passageway

Goldsboro Road Sidewalk and Bikeway
Tuckerman Lane Sidewalk

Paint Branch High School Addition

Mill Creek Towne Elementary School Addition
James Hubert Blake High School Addition
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These revenue reductions and delays come at a time of great economic uncertainty for our
County and region. The new Presidential administration has expressed new policy priorities and
issued temporary pauses of federal grant programs, which the County interprets as a likely
reduction in the total amount of Federal funding available to support the CIP. Revenues such as
Recordation Taxes and Federal Aid which support the CIP may decline as a result of the new
administration’s policy directives. In addition, State Budget pressures are likely to result in
additional costs shifted to the County and in a reduction in State funding for County capital
projects. Given all these uncertainties, now is not the time to reduce or defer the collection of the
Impact Taxes critical to advancing County capital projects.

While impact taxes are not the ideal tool for funding transportation and school infrastructure,
further reductions and deferrals should not be enacted before assembling the study group
recommended by the Planning Board and the County Council to identify alternative revenue
streams. Further, reductions in impact taxes should not be enacted without a replacement
structure.

I have long advocated for special taxing districts, which would greatly reduce the up-front costs
for developers, spread the cost over a larger tax base and give the county the ability to deliver in
a timely way the infrastructure projects that are integral to economic development. Northern
Virginia has successfully implemented such a system that has helped fund major transportation
infrastructure, including the Silver Line.

I would urge you to leave the impact taxes where they are now to avoid cutting or delaying
projects that have already been approved. Please note that should you vote to override the veto, I
will have to send recommended delays in capital project funding for FY25 and FY26 or increase
the GO bonds issued. Let’s work together to produce an alternative revenue source that can
replace impact taxes.



