Revenue

Introduction

The outlook for the District of Columbia’s
economy in FY 2006 and FY 2007 continues
to be favorable, although personal income
growth is not expected to be as great as in FY
2005. However, due to the combination of
changes in tax policies and unusually rapid
increases in revenues for several taxes in FY
2005, overall revenue growth in FY 2006 will
be much below that of FY 2005. Revenue
gains will be higher in FY 2007, but the per-
centage increase will be less than the annual
gains of almost 10 percent recorded in both
FY 2004 and FY 2005.

The District’s economic outlook is similar
to that which most economists have project-
ed for the nation as a whole—steady growth
in employment, wages, and income with
gradual slowing through FY 2007. The
District will benefit from the national growth
and some additional strengths of its own.
Continued high levels of federal spending
means an extra ‘kick” locally because so
many of these dollars will be spent here.
Currently, small business growth is helping
the economy in the District and this is
expected to continue, adding jobs and eco-
nomic activity. Retail activity will continue to
improve, as the number of retail outlets in the
District continues to grow and as shoppers
increase their spending.

The estimating assumptions for FY 2006
and FY 2007, respectively, include 1.2 per-
cent and 1.1 percent growth in total jobs; 6.0
percent and 5.9 percent increases in personal
income of District residents; and inflation of

3.3 and 2.5 percent. Most of the increases in
jobs and wages will be in the District’s lead-
ing private sector service industries: profes-
sional and business services, education,
health, retail, and hospitality services.

One key question for the District in FY
2006 and on into FY 2007 is “What will hap-
pen in the market for real property?” Rising
real estate assessments and sales were major
sources of revenue gains in fiscal years 2003
through 2005. The key fundamentals affect-
ing the District’s real estate markets remain
strong: the District’s economy is growing,
individuals and businesses both continue to
demonstrate a desire to locate in the District,
and the supply of land for residential and
commercial development cannot increase
very rapidly. The contributions of the real
estate sector are expected to be significant in
FY 2006 and FY 2007 as well, but there will
be little revenue growth generated by the sales
aspect of the market.

In FY 2004 and FY 2005 the assessed
value of all taxable property in the District
(before the application of any caps or credits)
increased 22.5 percent and 12.0 percent,
respectively. The assessed value of all taxable
property real property tax revenue is
estimated to continue to increase by about
14.5 and 26.4 percent in FY 2006 and FY
2007. These increases reflect continued
robustness in the property market and
improved administration of the city's real
property tax base by the Office of Tax and
Revenue. Policy changes implemented in FY
2005 — a residential class tax rate reduction,
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an increased homestead exemption amount to
$60,000, annual homestead tax increases
capped at 10 percent, and a residential assess-
ment parity adjustment by trigroup will mod-
erate the revenue impact of the rising assess-
ments in FY 2006 and FY 2007.
Consequently, real property tax revenue gains
in FY 2006 will be 5.1 percent, rising to 16.2
percent in FY 2007.

The total value of taxable real property
sales grew 38.1 percent in FY 2005, following
a 31.6 percent increase in FY 2004. For FY
2006 and FY 2007 the value of all transac-
tions are expected to remain close to FY
2005’s high level, due primarily to declining
transactions rather than prices.
from deed recordation, deed transfer and eco-
nomic interest taxes are expected to decline by
1.0 percent in FY 2006 and increase just 0.2
percent in FY 2007 (net of the transfer to the
Housing Production Trust Fund). (Deed
recordation, deed transfer and economic
interest tax collections actually declined by
1.8 percent in FY 2005, due to the 26.7 per-
cent rate reduction—from 1.5 percent to 1.1
percent on deed transfers and recordations—
that took place at the beginning of that year.)

In other areas, growth in personal income
and gains in financial markets will expand the
individual income tax base. The FY 2006
gain in individual income tax revenues is
expected to be 5.1 percent but there will be
virtually no increase in FY 2007 due to rate
reductions. In FY 2008 individual income tax
revenues will return to growth more in line
with growth in the District’s income.
Franchise tax revenues also will grow—11.1
percent in FY 2006 and 3.0 percent in FY
2007. By contrast, the increase in FY 2005
was almost 22 percent.

General sales tax revenues will increase in
FY 2006 and FY 2007, but the rate of growth
will be considerably less than the 14.5 percent
that occurred in FY 2005. Developments that
gave a special boost to sales tax revenues in FY
2005 include the presidential inauguration,
the return of Major League Baseball, the full
operation of the new Convention Center, and
the opening of two new attractions on the
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Mall—the World War II Memorial and the
National Museum of the American Indian.
The dedication of the parking tax to DDOT
means that baseline growth for FY 2006 will
only be 3.2 percent, rising to 6.5 percent in
FY 2007. When the transfer of $100 million
of sales tax revenue to school modernization is
included, sales tax revenue declines by 6.1 per-
cent in FY 2007.

In all, despite a growing D.C. economy,
total local revenue available for general fund
purposes in FY 2006 is forecast to be just 1.5
percent greater than in FY 2005, but growth
in FY 2007 will rise to 3.5 percent. The
growth in total local general fund revenue in
FY 2005 was 10.2 percent over FY 2004.

Although the national and local economies
continue to show considerable strength, recent
developments point to a number of possible
risks. For example, the U.S. economy contin-
ues to grow, but much of this depends upon
continued gains in consumer spending.
Consumers are heavily indebted, with net sav-
ing rates close to zero. Were consumers to cut
back on spending, a slowing U.S. economy
would eventually impact the District econo-
my, primarily through its dampening effect on
tourism receipts, other retail sales, and corpo-
rate profits.

Also, driven primarily by higher oil prices,
inflation may be a real threat to the national
economy. Rising inflation combined with cur-
rent imbalances in the economy—in particu-
lar, the record-level budget and trade
deficits—could lead to higher long-term inter-
est rates. The Districts revenue estimates
assume a gradual rise in long-term interest
rates. More rapid increases in interest rates
could cause more slowing of growth in the real
estate market than we are forecasting here, as
could a general decline in real estate prices
nationally. The uncertainties involved in pro-
jecting changes in real estate markets that have
such a big impact on revenues are comparable
with those encountered a few years earlier in
trying to anticipate the performance of the
stock market, which had such a large impact
on income tax revenues.
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Table 4-1

Selected U.S. Economic Indicators: 2004.4 to 2006.1

(Percent change from same calendar year quarter of previous year unless noted)

GDP: 2004.4 2005.1 2005.2 20053 2005.4 2006.1
Real 38 36 36 36 32 35
Nominal 6.8 6.5 6.1 6.7 6.4 6.7

Employment (wage and salary) 16 16 15 16 14 15

Income:

Wages 12 7.1 6.7 6.3 438 5.1
Total personal income 15 6.2 59 54 4.6 58
Inflation (CPI) 33 3.0 29 38 3.7 36
S & P 500:
Level 1162 193 1190 1224 1230 1283
Change from prior quarter 5.2 26 -0.2 29 05 43
Change from prior year 10.0 55 59 108 59 11
Interest rate (10-yr. Treasuries) 42 43 42 42 45 46

Source: Bureau of Economic Analysis, Bureau of Labor Statistics, and Yahoo financial.

The S&P 500 stock index for April 2006,
was a notable 12.6 percent higher than a year
earlier, but the increases that occurred over
the past year are very tentative and uneven.
The closing price on May 15, 2006, for
example was virtually the same as the price
on January 11, 2006. A sharp decline, or a
prolonged period of stagnation in the U.S.
stock market, would adversely affect the
District’s revenues, particularly individual
income tax revenues as stock market returns
for the current year are a significant determi-
nant of the changes to income tax revenue in
the year that follows.

Another source of risk is the pattern of
federal expenditures. Federal spending is the
significant economic underpinning of the
entire Washington D.C. Metropolitan area,
including the District of Columbia itself.
Security concerns arising out of 9/11 and the
Iraq war have resulted in large increases in
government spending that benefited the
Washington D.C. area. Efforts to reduce
government spending over the next few years
to bring greater balance to federal fiscal poli-
cy could dampen growth in the District of
Columbia.

Economic Assumptions for the
FY 2007-2010 Revenue Estimates
and Financial Plan

The U.S. Economy

The national economy continues to be
strong. According to the U.S. Bureau of
Economic Analysis, U.S. Real Gross
Domestic Product in the quarter ending
March 31, 2006, was 3.5 percent over the
same quarter a year earlier, up from 3.2 per-
cent growth in the previous quarter. Nominal
Gross Domestic Product and Personal
Income in the quarter that ended March 31,
2006 were 6.7 percent and 5.8 percent high-
er, respectively, than in the same quarter of
2005.

In the quarter ending March 31, 20006,
employment was up 1.5 percent, and wage
and salary earnings were up 5.1 percent from
the prior year.

For guidance, the survey of the economic
factors affecting the District’s revenue base
uses forecasts of the U.S. economy prepared
by the Congressional Budget Office (CBO)
and the Blue Chip Indicators, along with
those of two forecasting services, Global
Insight and Economy.com, that also make

forecasts of the District’s economy.
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Highlights of the forecasts for the United

States economy are:

m  Slower nominal GDP growth. In real terms,
economic growth in FY 2006 is forecast by
both Blue Chip Indicators and the CBO to
continue at about the same rate as FY
2005, declining slightly thereafter. In
nominal terms, the increase for FY 2006
will also continue at about the FY 2005
level and decline somewhat in FY 2006.
Growth rates in nominal GDP for the U.S.
are expected by Blue Chip Indicators to be
6.3 percent in FY 2006 and 5.4 percent in
FY 2007.

n  Slower wage and salary growth. According
to the CBO, wage and salary growth will
be 5.6 percent and 5.5 percent, respective-
ly, in FY 2006 and FY 2007, down from
6.9 percent in FY 2005.

m  Inflation will be modest. According to the
Blue Chip Indicators, the CPI is expected
to increase at a 3.3 percent rate in FY
20006, the same as FY 2005, then decline to
2.5 percent in FY 2007, as energy prices
recede somewhat and productivity gains
and imports continue to moderate the
price impact of wage increases.

m  Gradually rising interest rates. The interest
rates on 10-year Treasury securities are
expected to rise somewhat from 4.2 per-
cent in FY 2005. According to the Blue
Chip Indicators, in FY 2006 and FY 2007
the rates are anticipated to be 4.8 percent
and 5.1 percent, respectively.  The
Financial Plan assumes the interest rate on
10-year Treasury securities will be 4.8 per-
cent in FY 2006 and 5.2 percent in FY
2007.

m  Moderate  stock market  gains.
Economy.com and Global Insight both
expect the stock market to grow in FY
2006 at about the 7.9 percent rate that
occured in FY 2005. The two services
forecast FY 2007 gains ranging from 2.1
percent to 5.1 percent. The Financial
Plan assumes the market will gain 7.3 per-
cent in FY 2006, the average of two fore-
casting service quarterly growth rates cal-
culated from the S&P actual level in the
quarter that ended December 31, 2005.
The Financial Plan’s 5.8 percent increase
in FY 2007 is based on an historical rela-
tionship to GDP.

The D.C. Economy

The outlook for the District is favorable if
things go well nationally. The growth in the
District’s economy for FY 2006 and FY 2007
is expected to outpace that of the U.S. econo-
my just as it did in FY 2004 and FY 2005 (see
tables 4-2 and 4-3 for key variables reflecting
the District’s economy).

The driving forces in expected gains in
output, income, and employment in FY 2006
and FY 2007 are private sector services (pro-
fessional and business services, health, educa-
tion, retail, and hospitality) along with feder-
al government spending. (Federal government
employment will not increase, however.) The
Financial Plan also assumes that inflation will
decline in FY 2007. The value of real estate is
expected to continue to increase in both FY
2006 and FY 2007, although the number of
transactions will not. In FY 2006 and FY
2007 resident employment and the number
of households are both expected to increase.

1 GSP, the value added in production by the labor and property located in a state, is a2 measure of the gross output of all indus-

tries in a state.

2 Personal income is a measure of before-tax income received by all persons in a state. It is the total of net earnings by place of
residence, rental income, personal dividend income, personal interest income, and transfer payments. Wages and salaries are the
biggest component of personal income. Health and other employee benefits are also a significant component.

3 In the table, the number of sales and average price of residential real estate is measured by the average selling price of single
family and condominium units as reported by the Metropolitan Regional Information System (MRIS), as accessed through the
Greater Capital Area Association of Realtors. The MRIS system reports only sales handled by brokers.
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Highlights of the economic assumptions m  Continued growth in jobs located in D.C.
are: The number of jobs in the District in FY
m Slower growth in nominal Gross State 2006 is expected to show a net increase of

Product.” Growth rates in FY 2006 and FY
2007 are 6.7 percent and 5.5 percent,
respectively, somewhat less than the 7.4
percent growth for FY 2005. The slower
growth rates in the next two years reflect a

8,200 (1.2 percent), then increase anoth-
er 7,400 (1.1 percent) in FY 2007, with
all gains in private sector services. The
percent gain in FY 2006 equals that in
FY 2005.

modest slowing down in the growth of fed-
eral spending. Major services, government
spending, and retail and hospitality all con-
tribute significantly to the increase in GSP.

Table 4-2
Estimated Key Variables for the D.C. Economy for the Forecast Period FY 2004
through FY 2010

FY 2004 |[FY2005 [FY2006 |FY2007 |FY2008 |(FY2009 |FY 2010
Actual | Actual Est Est Est Est Est
Gross State Product (nominal; $ billions) 75.11 80.67 86.11 90.81 95.45 100.40 105.30
1.7% 7.4% 6.7% 55% 5.1% 5.2% 49%
Personal Income ($ billions) 27.80 29.84 31.62 3348 35.35 37.33 39.38
56% 1.3% 6.0% 5.9% 56% 56% 5.5%
Earnings of DC Residents ($ billions) 2041 22.10 2348 2474 26.10 2748 28.93
6.8% 8.3% 6.2% 54% 5.5% 5.3% 5.3%
Population (thousands) 554.2 550.5 553.9 557.6 561.5 565.5 569.2
-06% 0.7 % 0.6% 0.7% 0.7% 0.7% 0.7%
Household (thousands) 251.7 2525 2553 258.1 261.2 264.2 267.2
0.9% 0.3% 1.1% 1.1% 12% 12% 1.1%
At-place Employment (thousands) 6714 679.7 687.9 695.3 7024 709.1 7157
0.8% 1.2% 12% 1.1% 1.0% 1.0% 0.9%
Civilian Labor Force (thousands) 295.4 297.2 296.1 298.1 301.7 3038 307.3
-0.5% 0.6% -0.4% 0.7% 1.2% 0.7% 1.1%
Resident Employment (thousands) 2733 276.9 2796 281.8 285.1 281.3 290.5
-1.1% 1.3% 1.0% 0.8% 12% 0.7% 1.1%
Unemployment Rate (percent) 15 6.8 5.6 5.5 5.5 5.5 5.5
Housing Starts 4,548 4,548 4775 4775 4775 5,000 5,000
Housing Stock (thousands) 276.6 2711 280.8 284.0 2873 290.7 294.0
Sale of housing units 13,300 14,214 12,866 11,850 11,637 11,493 11,677
8.1% 6.9% -9.5% 19% | -18% -1.2% 16 %
Average housing price ($) 411512 | 497,331 | 541,267 | 572586 |604,717 | 646,211 691,203
17.9% 20.9% 8.8% 5.8% 56 % 6.7 % 70%
Washington Area CPI
(% change from prior year) 25 39 33 25 23 22 22
Interest Rate on 10-year
Treasury Notes (%) 43 42 438 5.2 53 53 53
Change in S&P Index of
Common Stock (%) 198 79 13 5.8 6.2 6.6 6.2

Note: Estimated by the D.C. Office of Revenue Analysis based on forecasts of the D.C. and national economies prepared by Global Insight (Spring 2006) and
Economy.com (March 2006); on forecasts of the national economy prepared by the Congressional Budget Office (January 2006) and Blue Chip Economic
Indicators (April 2006); on BLS labor market information from February 2006; on Bureau of Economic Analysis estimates of D.C. Personal Income (December

2005); and on D.C. housing sales data from Global Insight.
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m  Slower personal income growth.? Growth

rates in FY 2006 and FY 2007 are 6.0 per-
cent and 5.9 percent, respectively, down
from 7.3 percent growth for FY 2005.
Lower inflation expected in FY 2007. The
Financial Plan assumes D.C. inflation
will be 3.3 percent in FY 2006 and 2.5
percent in FY 2007. The rate in FY 2005
was 3.9 percent.

The number of housing sales projected to
decline, while the average price continues to
increase. > In FY 2006 the number of
housing sales is expected to decrease

about 9.5 percent and another 7.9 per-
cent in FY 2007. However, the average
price of units sold is expected to increase
8.8 percent in FY 2006, and rise again in
FY 2007 by another 5.8 percent. This
increase in prices, down from the 20.9
percent increase experienced in FY 2005,
is due to both supply and demand factors
in the District’s residential market.
Comparable changes are expected in
commercial sales as well.

Table 4-3
Revenue and Economic Indicators of the District of Columbia, FY 1999
through FY 2005
FY 1999 | FY 2000 | FY 2001 FY2002| FY2003| FY2004 | FY 2005
Local Source Revenue (‘000) $3,232,938 |$3,374,763 | $3,665,399 | $3,526,636 | $3,702,281 | $4,062,394 | $4,465,714
Growth -0.4% 4.4% 8.3% -35% 5.0% 9.7% 9.9%
Baseline Revenue
(before tax policy changes) (000) ~ $3,232,938 |$3,465,843 | $3,825936 | $3,743,584 | $3,969,595 | $4,128,038 | $4,336,757
Growth -- 1.2% 10.4% -2.2% 6.0% 4.0% 5.1%
Employment
No. of Employees in DC (Thousands) 620.6 645.2 654.4 661.8 665.9 6714 679.6
Growth 1.0% 4.0% 1.4% 1.1% 0.6% 0.8% 1.2%
Employees in Gov't. (Thousands) 2244 2240 2243 2315 231.1 2304 2334
Growth -2.2% 0.7% 0.1% 32% -0.2% -0.3% 1.3%
Population
No. of DC Residents (Thousands) 570.2 571.0 569.3 564.6 557.8 h54.2 550.5
Growth NA 832 (1,724) (4,697) (6,778) (3,607) (3,718)
Single Family Housing Sales
No. of Single Family Sales NA NA 5,340 5488 5,700 5,867 5372
Growth NA NA NA 2.8% 3.9% 2.9% -8.4%
S.F. Sales Prices
Median ($Thousands) NA NA $187 $254 $285 $346 $436
Growth NA NA NA 35.9% 12.2% 21.4% 25.9%
Avg. ($ Thousands) NA NA $233 $372 $397 $470 $571
Growth NA NA NA 11.7% 6.8% 18.4% 21.5%
Condo Sales
No. of Condo Sales NA NA 2,656 3,066 3,586 3919 4,426
Growth NA NA NA 15.4% 17.0% 9.3% 12.9%
Condo Sales Prices
Median ($ Thousands) NA NA $166 $204 $246 $300 $356
Growth NA NA NA 23.0% 20.4% 21.8% 18.7%
Avg. ($ Thousands) NA NA $199 $236 $277 $334 $402
Growth NA NA NA 18.2% 17.5% 20.6% 20.4%
Commerecial Office Space
Total Inventory (million sg. ft.) NA 101.6 104.4 106.4 109.3 1Mm1.2 1135
Growth NA NA 2.8% 1.9% 27% 1.8% 21%
Vacancy Rate (includes sublet) NA NA 5.2% 6.7% 6.7% 6.4% 6.1%
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Table 4-4
Percent Change in Wage and Salary Employment in D.C., the Washington
Metropolitan Area, and the U.S.: 2004.4 to 2006.1

(Percent change from same calendar year quarter of previous year unless noted)
2004.4 2005.1 2005.2 2005.3 20054 2006.1
Total Employment
DC 1.7 16 0.9 0.7 1.2 14
us 16 16 15 16 14 15
Metro Area 3.1 25 23 22 21 26
Private Sector
DC 18 19 0.8 04 20 25
us 17 18 17 17 16 17
Metro Area 32 29 26 23 25 30
Source: BLS
Table 4-5
D.C. Wage and Salary Employment by Sector in the Quarter Ending March 31, 2006
Sector Level Change from one year ago
Amount Percent
Government 229,700 -1,700 -0.7%
Private Sector 455,300 +11,400 +2.6%
Professional and all business* 203,200 +4,800 +2.4%
Education and health 97,000 +3,400 +3.6%
Trade and hospitality 77,200 +3,700 +5.0%
Organizations and other services 58,200 0 0.1%
All other 19,700 -400 -2.2%
Total 684,900 +9,700 +1.4%

Source: BLS * Professional, business, information, and financial services
Note: Percent changes calculated from unrounded numbers.

Table 4-6
Hospitality Sector Indicators for the Quarter Ending March 31, 2006

Level Change from one year ago

Amount Percent
Hotel occupancy rate (percent) 65.7 -35 -5.1%
Hotel room rate ($) $188.96 $8.10 45%
Amount spent for hotel stays ($M) $294.3 -$26 0.9%
Source: Smith Travel
Note: Percent changes calculated from unrounded numbers.
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Table 4-7

Growth in Wages and Salaries in D.C., the Washington Metropolitan Area,
and the U.S.: FY 2003, FY 2004, and FY 2005

(Percent change from the prior year)

FY 2003 FY 2004 FY 2005

Wages and Salaries
DC 43 6.3 6.3
us 19 46 6.8
Washington Metropolitan Area 36 6.4 8.6

Source: Bureau of Economic Analysis, Personal Income by State, December 2005. \Washington Metropolitan Area estimated by Global Insight

m  Population and employment gains are pro-
jected. In FY 2006 and FY 2007 the
increases in housing construction and in
the number of District households are
expected to translate into gains in total
population and employed residents as
well.  Accordingly, the Financial Plan
assumes that FY 2005 will be the ending
point for declines in population that
occurred in prior years; the FY 2006 esti-
mated population of 553,900 is up 3,400
(0.6 percent) from FY 2005. The unem-
ployment rate is expected to decline from
6.8 percent in FY 2005 to 5.6 percent in
FY 2006 and 5.5 percent in FY 2007, as
the increase in D.C. resident employment
outpaces the increase in the District’s
labor force.

Employment

The forecast of employment growth in FY
2006 is 1.2 percent— the same as FY 2005—
and 1.1 percent in FY 2007. Of the increase
in employment through FY 2007, 44 percent
is expected to be in professional and business
services (including finance and information
services), with the remainder occurring in
education, health, trade, and hospitality.
Government employment is expected to
decline by 1,000 jobs.

Employment in the District slowed dur-
ing CY 2005, but rebounded in the last quar-
ter of the year. (see table 4-4). As a result, FY
2006 began with a very strong employment
picture. In the quarter ending March 31,
2006, District employment grew 1.4 percent
from the same quarter of the prior year, and

the private sector increase was a robust 2.5
percent, close to the rate of the Washington
Metropolitan Area. Of the 9,700 increase in
employment that occurred in the quarter end-
ing March 31, 2006, professional and all busi-
ness services accounted for 49 percent of the
gain. Significant increases also occurred in
other segments of the District’s private sector
(see table 4-5).

Retail trade and hospitality are important
sources of employment and tax revenue. In
the quarter ending March 31, 2006, these two
sectors added 3,700 jobs, a 5.0 percent gain.
The new D.C. convention center and down-
town revitalization are factors in the strength
of the leisure and hospitality industry, as are
events like the opening of the National
Museum of the American Indian and the
World War II Memorial. In the quarter end-
ing March 31, 2006, hotel revenues were
down 0.9 percent from a year earlier, a quarter
which included the Presidential Inaugural (see

table 4-6).

Wages and Salaries

Wages and salaries earned in the District of
Columbia are expected to grow by 5.2 percent
in FY 2006 and 5.0 percent during FY 2007,
down from the 6.3 percent increase in FY
2005. During FY 2003 and FY 2004 wage
growth has been stronger in the District than
for the United States and was about the same
as growth in the metropolitan area (see table
4-7). In FY 2006 and FY 2007, professional
and all business services are expected to
account for 48 percent of the increase in wages
earned in the District of Columbia.
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Table 4-8
D.C. Residential Real Estate Transactions: FY 2003, FY 2004, FY 2005, and FY 2006

FY 2003 FY 2004 FY 2005 FY 2006 (Oct.-Mar.)
Level
Sales 9,286 9,786 9,798 4,046
Value of Transactions ($ million) $3,256.6 $4,067.3 $4,847.9 $2,094.3
Percent change from prior year
Sales 8.6% 54% 0.1% -12.5%
Value of Transactions 17.9% 24.9% 19.1% -30%

Source: Metropolitan Regional Information System (MRIS) accessed through the Greater Capital Area Association of Realtors (April 2006)

Table 4-9
Single Family and Condominium Home Sales for FY 2005
Level Change from one year ago
Single Family Amount Percent
Units sold 5,372 -495 -8.4%
Average price $571,300 +$101,100 +21.5%
Median price $435,900 +$89,700 +25.9%
Total value of transactions ($M) $3,068.8 +$309.8 +11.2%
Condominium
Units sold 4,426 +507 +12.9%
Average price $402,000 +$68,100 +20.4%
Median price $356,000 +$56,100 +18.7%
Total value of transactions ($M) $1,780.0 +$4700 +36.0%

Source: MRIS, accessed through Greater Capital Area Association of Realtors, through December 2005 (median price is the weighted average of monthly values).

Table 4-10
Single Family and Condominium Home Sales for the First Half of FY 2006
Level Change from one year ago

Single Family Amount Percent
Units sold 2,136 -444 -17.2%
Average price $603,408 +$70,571 +13.2%
Median price $469,772 +$69,909 +16.6%

Total value of transactions ($M) $1,288.9 -$85.8 6.2%

Condominium
Units sold 1,910 -134 -6.6%
Average price $421,668 +$37,803 +9.8%
Median price $367,890 +$26,811 +7.9%

Total value of transactions ($M) $805.4 +$20.8 +26%

Source: MRIS, accessed through Greater Capital Area Association of Realtors, through April 2006 (median price is the weighted average of monthly values).
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D.C. Real Estate Markets

The assessed value of real estate will continue
to increase during FY 2006 and FY 2007
because assessments for these years, which
incorporate increases in value and new con-
struction that have already occurred, are now
substantially complete. Unless the market is
hit with a shock, such as a sharp increase in
interest rates or a slowdown in the District's
economy, further gains in the value of prop-
erty can be expected in FY 2008 and the years
following, but at rates more in line with the
overall growth in the economy. The value of
residential and commercial sales over the next
few years is expected to show little or no gain

through FY 2007.

Residential Markets

Although the number of residential sales is
expected to decline over the next several
years, prices will continue to rise, although at
a more moderate rate than over the past three
years (see table 4-8). Gains in D.C. employ-
ment and wages, together with public confi-
dence about safety and other city services,

make the D.C. location attractive for house-
holds that prefer not to be committed to a
daily commute. Homeland security spend-
ing, outsourcing of government activities,
and other changes to the federal government
help fuel the demand for D.C. homes.

In FY 2005 price appreciation in the res-
idential market was very strong, with average
prices for single family homes and condo-
miniums up 21.5 percent and 20.4 percent
respectively. The total value of transactions
increased by 11.2 percent and 36.0 percent,
respectively (see table 4-9). In the first half
of FY 2006, there was evidence of a slow
down in the number of sales, even in condo-
miniums; the decrease in the number of sales
was sufficient to significantly reduce the
value of transactions (see table 4-10).

The price appreciation in the residential
market reflects high demand combined with
limited supply. In FY 2005 there was an
overall 8.4 percent decrease in single-family
homes sold, while sales of single-family
homes valued above $300,000 rose 31.3 per-
cent. In the condominium and cooperative

Table 4-11

Commercial Office Space in the District of Columbia: CY 2004.1, 2005.1, 2006.1

(Million square feet unless otherwise indicated)

Mar 31, 2004 Mar. 31, 2005 Mar. 31, 2006
Inventory 110.27 1131 114.34
Vacancy rate (no sublet) 5.9% 5.4% 5.1%
Vacancy rate (with sublet) 1.1% 6.4% 6.1%
Under construction 545 6.78 763
Netincrease in leased space from prior year +2.00 +3.24 +1.51
Source: Delta Associates
Note: Data is for the end of the quarter.
Table 4-12
DC Area Office Vacancy Rates for CY 2004.1, 2005.1, 2006.1
D.C. No. Virginia Suburban MD Metro
March 31, 2004 11% 13.0% 11.5% 10.7%
March 31, 2005 6.4% 10.3% 10.2% 9.0%
March 31, 2006 6.1% 9.1% 84% 8.0%

Source: Delta Associates (includes sublet space)
Note: Data is for the end of the quarter.
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Table 4-13

Sales of Residential and Commercial Office Real Estate: 2004.4 to 2006.1

(Percent change from same calendar year quarter of previous year unless noted)

20044 2005.1 2005.2 2005.3 20054 2006.1
Value of sales ($ million)
Residential 989.2 1,170.1 1,5185 1,170.1 1,030.8 1,063.5
Commercial office space 246.9 1,385.0 1,406.0 1,251.0 534.0 874.0
Total 1,236.1 2,555.1 2,924.5 24211 1,564.8 1,937.5
Percent change from prior year
Residential 16.5 189 235 16.4 42 9.1
Commercial office space -59.3 -1.8 129.7 64.8 116.3 -31.0
Total -15.1 6.7 58.8 313 26.6 -24.2

Source:Delta Associates and MRIS

Table 4-14
Labor Force, Resident Employment, and Unemployment in Quarter Ending
March 31, 2006
Level Change from one year ago

Amount Percent
Labor force 290,700 -5,600 -19%
Resident employment 274,700 -200 01%
Resident unemployment 15,900 -5,500 -25.7%
Unemployment rate 5.5% -1.8 -

Source: Bureau of Labor Statistics

sub sector there was a strong 12.9 percent
increase for all condominium homes sold and
for condominiums valued above $300,000,
the increase was 45.9 percent.

Should the supply of housing increase sig-
nificantly, this might moderate future price
increases. This is, however, likely to be a fac-
tor only in the upper price ranges and in the
condominium market where a significant
number of units are under construction.
Delta Associates reports that as of March 31,
2006, there were 6,733 condominiums and
2,019 apartment units under construction in
the District of Columbia, and approximately
4,700 additional new condominiums and
1,400 additional apartment units are likely to
be built before the end of 2008. However,
new residential construction totals do not
represent a net increase in the District’s total
housing stock due to demolitions and the

impact of private actions which combine or
subdivide exisiting units. With an accurate
accounting of the net change in dwelling
units unavailable, we have no definite assess-
ment of the size of the city’s housing stock.

Commercial Real Estate Markets

The Washington area commercial market
remains strong and attractive to investors
from around the world. Many new buildings
are under construction or in the active plan-
ning stage. Within the Metropolitan area and
the nation, D.C.’s vacancy rates for commer-
cial office space remain low (see table 4-12).
All of these factors suggest that the commer-
cial property market will remain sound.

In the quarter ending March 31, 2006,
the inventory of commercial office space was
up by 1.23 million square feet (1.1 percent)
from the prior year; the vacancy rate (includ-
ing space for sublet) fell to 6.1 percent (very

Revenue
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low compared to the rest of the nation) from
6.4 percent. In the first half of FY 2006, the
number of square feet sold (3.57 million
square feet) represented an increase of 12.1
percent from the prior year, but a decrease in
average price per square foot resulted in a
13.7 percent decrease in the value of transac-
tions.

In FY 2005, the District was a top com-
mercial office market in the nation as a result
of a growing office tenant base comprised of
the federal government, the legal sector and
large associations. This tenant base has been a
constant source of growth since 2001 for
commercial office space demand and com-
mercial real estate investment.

Population and D.C. Labor Market
The Financial Plan projects that households

and resident employment will continue to
increase in FY 2006, with gains continuing
into FY 2007 and the years following. The
projection is based in large measure on a
judgment that housing construction and ren-
ovation, together with improvements in city
services and amenities, are attracting more
households, resulting in greater resident
employment and increasing population.

The District’s housing and employment
markets are very active and continued con-
struction should result in a net increase in the
District’s occupied housing stock, house-
holds, and probably population, labor force,
and employed residents as well. We project
that it is happening now and growth will be
sustained by next year and beyond, but infor-
mation about the dynamics of changes in the
District’s population, households (size and
age distributions), housing stock (new units,
units going out of existence), labor force, and
resident employment is limited. At present,
the federal statistics available for the District
make it difficult to make definitive judg-
ments.

The U.S. Bureau of the Census shows, in
a report dated December 2005, that the
District’s population is continuing to decline,
down 21,538 (3.7 percent) from the 2000
Census, and down 56,379 (9.3 percent) since
1990. The population in the District of

Columbia was 550,521 in July of 2005 as
compared to the 2000 Census count of
572,059.

%8?0 er Term (Fiscal Years 2008-

In looking further ahead to FY 2008 to FY
2010, the consensus among forecasters of the
U.S. economy is that, despite a recent rise in
inflation, steady, low-inflationary growth will
continue, with accompanying gains in
employment and wages and modest increases
in interest rates. Absent any disturbances
arising from the national economy, the
regional economy is expected to show
strength over the long term as it benefits from
continued high levels of federal government
expenditures for both national and homeland
defense. The continuing revitalization of the
downtown area will draw metropolitan area
residents to downtown restaurants, shops,
and theaters. The new convention center that
opened in FY 2003 should continue to boost
the city’s tourism industry, as will the addi-
tion of Major League Baseball which played
its first season in D.C. in 2005. The housing
market and commercial real estate markets
are expected to remain quite strong, although
neither the number of transactions or per-

centage increase in prices is expected to reach
levels experienced in FY 2004 and FY 2005.

Revenues

The FY 2007 and revised FY 2006 estimates
show General Fund revenues of $5.234 bil-
lion and $4.899 billion, respectively (see
table 4-15). These amounts include local
source General Purpose Tax, Non-Tax, and
Special Purpose Revenues, and proposed tax
policy changes. Table 4-15 reports estimated
revenue by revenue source for the period FY
2006 to FY 2010, along with actual FY 2005
revenues. Table 4-16 provides estimates, over
a similar time period, of the fiscal impact on
District revenues of those tax policies that
were enacted since FY 2004.

FY 2007 Proposed Budget and Financial Plan
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Specific Revenue Sources

Income taxes account for 34.4 percent of esti-
mated local general fund revenues in FY
20006, followed by 25.6 percent in property
tax revenues, 19.0 percent in sales tax rev-
enues, and 21.0 percent from all other
sources (see figure 4-1). The Other Taxes
include Deed Taxes (Deed Recordation,
Deed Transfer, Economic Interest), and the
Estate Tax. These revenue sources are dis-
cussed below.

Real Property Tax

The District taxes real property based on 100
percent of assessed value and bills taxpayers
twice annually like many other jurisdictions
throughout the United States. The District,
also like many other jurisdictions, divides
properties into separate tax classes depending
on the use of the real property. Each class is
taxed at a different rate. The real property
taxable class types in the District are residen-
tial, commercial and vacant/abandoned. The
major difference, however, between the
District and other jurisdictions is the extraor-
dinarily large proportion of real property that
is exempt from paying the District’s real

property tax—amounting to roughly 57 per-
cent of the city’s land area and 33 percent of
the total assessed value. Tax-exempt proper-
ties primarily include those owned by the fed-
eral government as well as properties owned
by foreign governments, non-profit organiza-
tions, educational institutions, and the
District government.

Real Property Tax Base

The value of all real property in the District
grew 18.6 percent from $109.7 billion in
2004 to $130.1 billion in 2005. The total
value of all taxable commercial properties
amounted to $36.9 billion or 28.4 percent of
all property in the District. The total value of
all residential properties amounted to $50.0
billion or 38.4 percent of all property in the
District. The total value of all exempt proper-
ties amounted to $43.2 billion, 33.2 percent
of all property in the District.

In 2005, the total value of taxable com-
mercial properties grew 9.3 percent, taxable
residential properties grew 52.8 percent. The
value of all exempt property in 2005 was
$43.2 billion, approximately the same as in
2004. With only 66.8 percent of the value of
all real property in the District being taxable

Figure 4-1
FY 2006 Local Fund Revenue

Non-Tax
Revenue, 6.9%

Other Taxes,
6.9%

Gross Receipts
Taxes, 5.5%

Income Taxes,
34.4%

Lottery, 1.6%

Property
Taxes, 25.6%

Sales Taxes,
19.0%
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Table 4-15
General Fund Revenue by Source, Fiscal Year 2005 Actual, Fiscal Years 2006-
2010 Estimates and Projections

($ thousands)
FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010
Revenue Source Actual Revised Original Projected | Projected |Projected
Real Property 1,058,100 1,112,437 1,292,279 1,409,722 1,504,302 1,586,098
Transfer to TIF - (2411) (2.333) (2128) (2.233) (2.206)
Real Property 1,058,100 1,110,026 1,289,946 1,407,594 1,502,069 1,583,892
Personal Property 82,068 64,175 64,900 65,835 66,974 67,644
Transfer to Neighborhood Investment Fund (10,000) (9,626) (9,735) (9,875) (10,000 (10,000
Personal Property (net) 72,068 54,549 55,165 55,960 56,974 57,644
Public Space 15,628 17,077 17,381 17,676 17,964 18,233
Transfer to DDOT - (17,077) (17,381) (17,676) (17,964) (18,233
Total Property 1,145,796 1,164,575 1,345,111 1,463 554 1,559,043 1,641,536
General Sales (gross) 854,345 923,151 976,033 1,029,187 1,078,634 1,132,294
Convention Center Transfer (77,490) (78,210) (78,250) (82.313) (86,588) (91,091)
Transfer to TIF - (11,044) (10,617) (9,733) (9628) (9,653)
Transfer to DDOT capital (parking tax) - (30,000) (30,300) (30,603) (30,909) (30,909)
Transfer to Ballpark Fund (8547) (11,348 (12,500) (19,808) (18596) (18301)
Transfer to School Modernization Fund - - (100,000) (106,000) (112,360) (119,102)
General Sales (net) 768,308 792,549 744,366 780,730 820,553 863,238
Alcohol 5,051 5,013 4971 4,944 4912 4,882
Cigarette 22,336 20,238 19,724 19,223 18,735 18,260
Motor Vehicle 42,380 44,359 46,431 48599 50,869 53,245
Motor Fuel Tax 27,867 21817 27,948 28,079 28211 28477
Transfer to Highway Trust Fund (27,867) (27.817) (27,948) (28,079) (28211) (28477)
Total Sales 838,075 862,159 815,498 853,496 895,069 939,625
Individual Income 1,160,074 1,218,705 1,218,743 1,286,202 1,363,215 1,445,051
Corporation Franchise 195,492 220,000 219,064 232,614 244,254 253,958
U. B. Franchise 116,866 126,999 138,264 151,915 166,561 182,511
Total Income 1,472,432 1,565,704 1,576,071 1,670,731 1,774,030 1,881,520
Public Utility (gross) 174,085 156,000 166,042 166,043 166,043 166,044
Transfer to Ballpark Fund (8,046) (9,184) (9,303) (9,424) (9,546) (9,546)
Public Utility (net) 166,039 146,816 156,739 156,619 156,497 156,498
Toll Telecommunication (gross) 55,485 54,607 54,612 54,721 54,742 54,760
Transfer to Ballpark Fund (909) (3,162) (3,165) (3,165) (3,165) (3,165)
Toll Telecommunication (net) 54,576 51,445 51,447 51,556 51,577 51,595
Insurance Premiums 48,888 51,600 53,000 45,000 45,000 45,000
Healthcare Provider Tax 0 8,000 11,000 11,000 11,000 11,000
Transfer to Nursing Facility Quality of Care Fund - (8,000) (11,000) (11,000 (11,000) (11,000
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Table 4-15 (continued)

General Fund Revenue by Source, Fiscal Year 2005 Actual, Fiscal Years 2006-2010

Estimates and Projections

($ thousands)
FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010
Revenue Source Actual Revised Original | Projected | Projected | Projected
Basebhall Gross Receipts Tax 16,207 14,000 14,000 14,000 14,000 14,000
Transfer to Ballpark Fund (16,207) (14,000) (14,000) (14,000) (14,000) (14,000)
Total Gross Receipts 269,503 249,861 261,186 253,175 253,074 253,093
Estate 29,257 21,420 20,072 19,352 18,657 18,652
Deed Recordation (gross) 190,048 187,351 187,726 197,394 215,021 236,029
Transfer to HPTF (28,507) (28,103) (28,159) (29,609) (32,253) (35,404)
Deed Recordation (net) 161,541 159,248 159,567 167,785 182,768 200,625
Deed Transfer (gross) 146,929 149,194 149,522 157,641 172,333 190,670
Transfer to HPTF (22,039) (22.379) (22,428) (23,646) (25,850) (28,601)
Deed Transfer (net) 124,890 126,815 127,094 133,995 146,483 162,070
Economic Interests 10,593 8,000 8,000 8,000 8,000 8,000
Total Other Taxes 326,281 315,483 314,733 329,132 355,908 389,346
TOTAL TAXES 4,052,087 4,151,782 4312599 4,570,088 4,837,124 5,105,120
Licenses & Permits 74,010 68,408 70,845 68,604 71,661 68,705
Fines & Forfeits 108,012 110,637 107,336 103,221 99,990 96,497
Charges for Services 51,344 50,513 53,218 52,460 54,161 54,175
Miscellaneous 119,061 85,668 85,878 92,853 99,524 105,718
TOTAL NON-TAX 352421 315226 317.2m 317,138 325,336 325,095
Lottery/Interfund Transfer 71,450 72,000 72,100 72,100 72,100 72,100
TOTAL LOCAL FUND REVENUE 4,475,964 4,545,008 4,701,976 4,959,326 5,234,560 5,502,315
Revenue Changes Triggered by May Revision 0 (908) (276) (307) (346) (388)
NET LOCAL FUND REVENUE 4,475,964 4,544,100 4,701,700 4,959,019 5,234,214 5,501,927
LOCAL FUNDS DEDICATED TQ HOUSING
PROD. TRUST FUND 50,587 563,255 58,103 64,005
SPECIAL PURPOSE REVENUE
FUNDS 311,789 354,667 368,657 364,748 361,830 373,639
TOTAL GENERAL FUND WITHOUT
POLICY PROPOSALS 4,781,753 4,898,768 5,120,944 5,371,022 5,654,147 5,939,571
TOTAL GENERAL FUND WITHOUT
POLICY PROPOSALS PLUS REVENUE
TRANSFERRED QUT 4,971,366 5,136,425 5,449,690 5,724,865 6,016,079 6,317,715
FY 2007 REVENUE ACTIONS
LOCAL FUND REVENUE REVENUE ACTIONS:
Increased Compliance Enforcement 49,000 70,000 66,000 64,250
FY 2007 LOCAL REVENUE POLICY PROPOSALS
Income Tax Proposals
Quality Teacher Incentive Act of 2006 (257) (269) (283) (297)
Revenue
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Table 4-15 (continued)

General Fund Revenue by Source, Fiscal Year 2005 Actual, Fiscal Years 2006-2010

Estimates and Projections

($ thousands)
FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010
Revenue Source Actual Revised Original | Projected | Projected | Projected
Property Tax Proposals
Unfoldment, Inc., Equitable Real Property Relief (88) 0 0 0
Other Proposals
Deed Tax Increase 101,007 106,666 116,949 129,469
Transfer to Comp. Housing Strategy Fund (40,330) (42,590) (46,696) (51,694)
Transfer to Housing Prod. Trust Fund (15,151) (16,000) (17,542) (19,420)
Net Local Fund Increase 45,526 48,076 52,7111 58,355
Change Tax Treatment of CareFirst 3,500 3,500 3,500 3,500
DDOT Transfer from O-type to Local 436 0 0 0
Subtotal, Other Proposals 49,462 51,576 56,211 61,855
Subtotal, Local Fund Revenue Proposals 49,117 51,307 55,928 61,558
Subtotal, Local Fund Revenue Actions 98,117 121,307 121,928 125,808
NET LOCAL FUND REVENUES 4,475,964 4,544,100 4,701,700 4,959,019 5,234,214 5,501,927
TOTAL LOCAL FUND REVENUE
WITH REVENUE ACTIONS 4,475,964 4,544,100 4,799,817 5,080,326 5,356,142 5,621,735
TOTALLOCAL FUNDS TO HOUSING PROD.
TRUST FUND WITH REVENUE ACTIONS 65,738 69,255 75,645 83425
SPECIAL PURPOSE REVENUE FUNDS 311,789 354,667 368,657 364,748 361,830 373,639
TOTAL GENERAL FUND WITH
POLICY PROPOSALS 4,781,753 4,898,768 5,234,212 5,514,329 5,793,617 6,084,799
TOTAL GENERAL FUND WITH POLICY
PROPOSALS PLUS TAX REVENUES
TRANSFERRED OUT 4,971,366 5,136,425 5,562,958 5,862,172 6,155,549 6,462,943
ADDENDUM
Tax Revenues Transferred out
of the General Fund FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010
Convention Center
Sales Tax 77,490 78210 78,250 82,313 86,588 91,091
Tax Increment Financing
Sales & Property Tax 13,455 12,950 11,861 11,861 11,859
Ballpark Fund
Sales Tax 8547 11,348 12,500 19,808 18596 18301
Public Utility 8046 9184 9303 9424 9546 9546
Toll Telecommunication 909 3162 3165 3165 3165 3165
Gross Receipts 16,207 14,000 14,000 14,000 14,000 14,000
Highway Trust Fund
Motor Fuel Tax 27,867 27,817 27,948 28,079 28211 28477
DDQT Capital
Parking Tax 30,000 30,300 30,603 30,909 30,909
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Table 4-15 (continued)
General Fund Revenue by Source, Fiscal Year 2005 Actual, Fiscal Years 2006-2010
Estimates and Projections

($ thousands)
FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010

Revenue Source Actual Revised Original | Projected | Projected | Projected
School Modernization Fund

Sales Tax - - 100,000 106,000 112,360 119,102
Housing Production Trust Fund

Deed Tax Revenue(a) 50,547 50,482 65,738 69,255 75,645 83425
Comprehensive Housing Task Force Fund

Deed Tax Revenue(b) - - 40330 42590 46,696 51,694
Total Transfers 189,613 237,658 394,484 417,098 431,571 461,568

(a) Includes additional revenue from deed tax rate increase.
(b) Revenue is from proposed deed tax rate increase.

Table 4-16

Tax Reductions Enacted Since FY 2004

(thousands of dollars)

TAX REDUCTIONS TRIGGERED BY DECEMBER 2005 CERTIFICATION

LETTER FY 2005 FY 2006  FY 2007 FY 2008 FY 2009
Triennial Group Taxable Assessment Disparity Correction Act of 2005 (19,151) (21,035) (22,802) (24,410)|
Disabled Person Tax Reduction Act of 2005 (3,630) (3,680) (3,780) (3,780)
Disabled Property Owners Tax Reduction Act of 2005 (1,492) (1,639) (1,776) (1,902)
TOTAL POLICY CHANGES (24,273) (26,354) (28,358) (30,092),
TAX REDUCTIONS TRIGGERED BY SEPTEMBER 2005 CERTIFICATION

LETTER FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Residential Property Tax Rate and Cap Reduction Act of 2005 (20,908) (22,964) (24,894) (26,649)
Limited Equity Cooperative Tax Fairness Act of 2005 (203) (223) (242) (259),
Affordable Housing Preservation Tax Assessment Act of 2005 (415) (456) (494) (529),
Total, Tax Reductions Triggered by September 2005 Certification (21,526) (23,643) (25,630) (27,437)

POLICY PROPOSALS IN FY 2006 BUDGET AFFECTING GENERAL
PURPOSE REVENUE

Budget Support Act Subtitles Impacting Revenue

Catholic University of America Property Tax Exemption (1.000) - - -
Carver 2000 Low-Income and Senior Housina Tax Exemption (50) (50) (50) (50)
Dupont Commons Low-Income Housing Tax Exemption (100) 0 0 0
The Way of the Cross Church of Christ Tax Exemption (10) 0 0 0
Appalachian State University Tax Exemption (20) (20) (20) (20)
Family Property Recordation and Transfer Tax Exemption (44) (44) (44) (44)
American Psychological Association Tax Exemption Continuation (940) (970) (1.010) (1,040)
Recyclable Materials Sales Tax Clarification (373) (100) (100) (100)
Subtotal, Budget Support Act Subtitles (2,537) (1,184) (1,224) (1,254)
Income Tax Relief Proposals
Expand Local EITC Match to 35% (7.125) (9.500) (10.100) (10.600)
Extend EITC Benefits to Non-Custodial Parents (300) (300) (300) (300),
Increase the Standard Deduction to $2,500 (3.375) (4.600) (4.800) (4.900)
Increase the Personal Exemption to $1.500 (3.525) (4.800) (5.000) (5.100)
Subtotal, Income Tax Proposals (14,325) (19,200) (20,200) (20,900)|
Property Tax Relief Proposals
Increase the Homestead Deduction to $60.000 (18.700) (19.600) (20.600) (21,600)
Low-Income Property Tax Deferral (2.000) (2.300) (2.100) (1.900)
Subtotal, Property Tax Proposals (20,700) (21,900) (22,700) (23,500)|
Total, Tax Reductions in FY 2006 Budget (37,562) (42,284) (44,124) (45,654)|

FISCAL IMPACT OF TAX POLICIES ENACTED IN FY 2004

Lowering of Property Tax Cap (from 25% to 12%) (18.846) (20.269) (23,259) (26,231) (30,100)
Increase in Homestead Exemption (from $30K to $38K) (6,553) (6,553) (6,553) (6.553) (6,553)
Tax Parity Restart (24,000) (77,129)  (141,000) ~ (141,000)  (141,000)
Deed Tax Rate Reduction (from 1.5% to 1.1%) (89.525) (102.273) (114.209) (126.282) (138.147)
Trigger Activated PUTT Gross Receipts Tax Rate Reduction (from 11%

to 10%) (15.432) (20.864) (21.162) (21.244) (21.244)
Total, Tax Reductions Enacted in FY 2004 (154,356) (227,088) (306,183) (321,310) (337,044)
Total, Tax Reductions Enacted since FY 2004 (154,356) (310,449) (398.464) (419,422) (440,227)
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Table 4-17
Real Property Tax Classes and Rates
Real Property Tax Class

Tax Rate

Class 1 (Residential)

$0.92 per $100 of assessed value

Class 2 (Commercial/ Non Class 1 & 3 Properties)

$1.85 per $100 of assessed value

Class 3 (Vacant/Abandoned)

$5.00 per $100 of assessed value

in 2005, the commercial sector accounted for
42.5 percent of the 2005 tax base, down from
50.8 percent in 2004, and the residential sec-
tor accounted for 57.5 percent of the 2005
tax base, up from 49.2 percent in 2004. In
FY 2005, the District’s total taxable real
property had an assessed value of $86.9 bil-

lion.

Real Property Tax Rates

As mentioned earlier, the District’s real prop-
erty tax system divides taxable properties into
three separate tax classes depending on the
use of the real property, and each class is
taxed at a different rate. Class 1 properties are
residential properties, of which there are
approximately 158,000. These properties are
taxed at the residential rate of $0.92 per $100
of assessed value after applying the home-
stead deduction where appropriate. Class 2
properties are commercial properties, of
which there are approximately 12,000. These
properties are taxed at the commercial rate of
$1.85 per $100 of assessed value. Class 3
properties are vacant and/or abandoned
properties, of which there are approximately

7,400. These properties are taxed at a rate of
$5.00 per $100 of assessed value. The signif-
icantly higher Class 3 tax rate is intended to
prevent the proliferation of such properties,
while simultaneously not being overly oner-
ous for all potential Class 3 property owners.
For example, Class 3 legislation provides a
host of exemptions—15 for residential prop-
erty and 16 for commercial property—for
buildings that are, for example, under con-
struction, for sale, or have been damaged by
flood or fire.

Real Property Tax Assessments

Annual Assessments

The District operated under a triennial
assessment system from FY 1999 to FY 2003.
In FY 2004 all real property in the District
was assessed on an annual basis for the first
time since 1998. The return to annual assess-
ments has meant that assessed values are
more indicative of market values. But, the
return to annual assessments, combined with
the continuously strong demand to own real
property in the District, has helped bring
about increases in annual property tax liabil-

Table 4-18
Property Tax Revenue, Fiscal Years 2005-2010
($ thousands)
FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010
Revenue Source Actual | Revised | Original [Projected Projected | Projected
Real Property 1,058,100 1,112,437 1,292,279 1,409,722 1,504,302 1,586,098
Transfer to TIF - (2411) (2.333) (2,128 (2.233) (2.206)
Real Property (net) 1,058,100 | 1,110,026 | 1,289,946 | 1,407,594 1,502,069 1,583,892
Personal Property 82,068 64,175 64,900 65,835 66,974 67,644
Transfer to Neighborhood InvestFund ~ (10,000) (9,626) (9,735) (9,875) (10,000) (10,000)
Personal Property (net) 72,068 54,549 55,165 55,960 56,974 57,644
Public Space 15,628 17,077 17,381 17,676 17,964 18,233
Transfer to DDOT - (17,077) (17,381) (17,676) (17,964) (18233)
Total Property Taxes 1,145,796 1,164,575 1,345,111 1,463,554 1,559,043 1,641,536
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Table 4-19

Value of Property Sold as a Percentage of Total Taxable Property

FY 1997 FY1998 | FY1999 [FY2000 | FY 2001

FY 2002 FY2003 | FY2004 | FY2005

5.75% 8.97% 10.07% 9.38%

10.76% 12.68% 14.53% 13.07%

ity of 30 percent and higher for some proper-
ties in FYs 2004 to 2006. In an effort to ame-
liorate the rapidly escalating financial burden
of real property tax bills for residential tax
payers, the Mayor and the Council enacted
the Real Property Tax Relief Act of 2005 and
the Residential Property Tax Rate and Cap
Reduction Act of 2005. The former increases
the annual homestead deduction by $22,000
to $60,000. The latter lowers the tax rate for
all residential properties from $0.96 per $100
of assessed value to $0.92 per $100 of
assessed value, and it stipulates that annual
property taxes for District homeowners will
increase no more than 10 percent annually.
The legislation does not limit the assessed
value determined by the Office of Tax and
Revenue. These tax relief initiatives are effec-
tive beginning in FY 2006

Real Property Revenue

In FY 2005, collections under the real prop-
erty tax constituted 23.7 percent of local rev-
enue, making the real property tax the second
largest source of local revenue after the indi-
vidual income tax. In FY 2000, real property
tax revenue collections are expected to
account for 24.4 percent of Local Fund rev-
enue. Real property tax revenue increased by
11.7 percent in FY 2005 over the prior year,
and FY 2006 revenue is expected to increase
4.9 percent over FY 2005. The decline in the
revenue growth in FY 2006 compared to FY
2005 is primarily the consequence of the Real
Property Tax Relief Act of 2005 and the
Residential Property Tax Rate and Cap
Reduction Act of 2005 that went into effect
at the start of FY 2006.

Notwithstanding these two pieces of
recent legislation, which are estimated to
reduce real property revenue in FY 2006 by
$56.6 million, the FY 2006 growth rate in

real property tax revenue is still quite robust
and is the direct result of the enormously
vibrant real property market and the return
to an annual assessment system.

The total growth in the residential sector
of the real property market does not only
stem from the growth in annual assessments
for the housing stock that has existed for sev-
eral years, but also from new housing con-
struction in recent years. The U.S. Census
Bureau reports that in 2005, there were more
than 2,294 permits issued to build new hous-
ing units in the District. This is an increase
of 917 units over 2004. Furthermore, Delta
Associates reports that at the close of 2005
there were more than 5,000 condominiums
and nearly 1,500 apartments under construc-
tion in the District of Columbia, and approx-
imately 6,000 additional new condominiums
and more than 1,800 additional apartment
units are likely to be built before 2009.
Because no evidence exists to suggest that the
number of housing units eliminated from the
city’s housing stock in recent and forthcom-
ing years is greater than the number of
recently built and under construction units, a
growing housing stock along with a strong
demand to own residential property in the
city will only buttress strong annual growth
in real property tax revenue in coming years.

Commercially-owned real estate in the
District is the other major real property sub-
sector. And it is this real property sub-sector
that accounts for more than 60 percent of
real property tax collections. The commercial
office market is the primary component of
this sub-sector, and it has had a vacancy rate
of 5.1 percent in both the fourth quarters of
CYs 2004 and 2005. This vacancy rate is
among the lowest in the nation among large
office markets in central cities. Moreover, for
the third year in a row, the Association of
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Foreign Investors in Real Estate (AFIRE)
ranked the District as the best city for com-
mercial real estate investment for 2005.
However, the District fell to the number two
position, behind London, as the best city
globally for commercial real estate invest-
ment. The District’s slight slip on the global
front is a reflection of increased competitive-
ness of world markets and not an indication
of weakening local area market fundamen-
tals. Rounding out the top five U.S. cities are
New York, Los Angeles, San Francisco and
San Diego. Rounding out the top five global
cities are New York, Paris and Toyko.

As mentioned earlier, the District's "hot"
real estate market has produced increased tax
revenue as a result of rising property values
for several years. In FY 2005, OTR's Real
Property Tax Administration (RPTA) billed
and collected over $1.1 billion in real proper-
ty taxes through a combination of timely
billings, fair and equitable valuations and
agressive enforcement activity. Simultaneously,
however, OTR has faced a general shortage of
resources in its real property administration.
This has resulted in well-documented out-of-
date property information and lost revenue.
Beginning in
FY 2004, a major effort began within OTR
to significantly increase RPTA's technical,
human and administrative support resources.
At the start of FY 2006 many of RPTA's
planned program enhancements have been
implemented, and this has allowed for a sig-
nificant modernization of its assessment pro-
gram, a reduction in the average parcel case-
loads per assessor to industry norms and the
instituting of a comprehensive training and
certification ~ program  for
Consequently, all of these measures by RPTA
have allowed for the expansion and increased
protection of the city's tax revenue stream
from real property primarily by improving
the property assessment data collection
process during an important time period in
the city's economic cycle. This administrative
effort by OTR/RPTA is expected to produce
a notable one-time increase revenue in FY

2007.

aASSESSOrs.

In FY 2007, all recently enacted real
property tax relief initiatives are expected to
amount to approximately $97 million. This
includes the "Calculated Residential Property
Tax Rate Establishment Act of 2005", which
limits the growth in revenue from all Class 1
real property in 2007 to 9 percent over the
prior year. However, as of the end of CY
2005 there has been a seemingly inter-
minable demand for the District's residential
and commercial properties taking place in all
parts of the city. When these market dynam-
ics are combined with the marked improve-
ments to the administration and efficiency of
OTR's RPTA, real property tax revenue is
expected to grow by 4.9 percent in 2006 and
16.2 percent in 2007. The total increase in
real property tax revenue in FY 2007 over the
prior year's revenue is the result of not only
strong market dynamics but also an adjust-
ment to a markedly improved administration
of the city's real property tax base. The annu-
al rate of growth for the real property market
in the District is expected to continuously
moderate back to its long term growth rate of
about 6 percent by FY 2010.

General Obligation Bond - Debt Service
Each year the District dedicates a percentage
of its real property tax collections to pay off
the principal and interest on its General
Obligation Bonds. For FY 2006, the percent-
age of real property tax collections dedicated
to the repayment of principal and interest on
the District’s General Obligation Bonds is 40
percent.

Personal Property Tax

The District’s personal property tax is levied
on the depreciated value of all tangible per-
sonal property used in a trade or business,
including computers, vehicles, plant and
equipment but excluding inventories held for
sale. The strength of the District’s economy
in recent years has resulted in greater invest-
ment in personal property used for commer-
cial purposes.

FY 2007 Proposed Budget and Financial Plan
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Table 4-20

Estimated Sales Tax Base and Payments by Tax Type, FY 2005

(In Millions)

Retail Liqguor |Restaurant | Parking Hatel Total
Base 6,492.4 2184 2,461.0 289.3 1,186.3 10,674.7
Rate 5.75% 9% 10% 12% 14.5%
Collections 3733 19.7 246.1 347 1720 845.8
Convention Center Transfer NA NA 246 NA 529 715
General Fund 3733 19.7 2215 347 119.2 768.3

In 2005, gross total personal property tax
collections totaled $82.1 million, a 29.1 per-
cent increase over 2004 collections. This
unexpectedly large increase in annual revenue
may be due to many local businesses signifi-
cantly increasing their net investments in
machinery and equipment in response to the
sustained vibrant local economic growth that
has taken place in the city for the past three
years. However, an increase of this magni-
tude in private local business investment is
not expected to reoccur in FY 2006. Instead,
total personal property tax collections are
expected to amount to only $64.2 million in
FY 2006 and grow an additional 1.1 percent
to $64.9 million in FY 2007. Thereafter, the
annual growth in personal property tax col-
lections is expected to be under two percent
per annum for FYs 2008 to 2010, which is
closer to the average annual growth rate in
recent years. This forecast is predicated on
lower annual growth rates for local gross state
product and District employment.

In 2004 District legislation created a

Neighborhood Investment Fund and a
Neighborhood Investment Program which
dedicates approximately $10 million annual-
ly from personal property tax revenue to pay
for a variety of community revitalization
development purposes, including commer-
cial, residential, and civic uses for twelve pri-
ority neighborhoods. With the initial imple-
mentation of this program beginning in
2005, actual net personal property tax collec-
tions going to the General Fund was $72.1
million, 13.4 percent more than in 2004. Net
personal property tax collections expected to
go to the General Fund in 2006 is $54.5 mil-
lion, a 24.3 percent decrease compared to FY
2005. Net personal property tax collections
expected to go to the General Fund in 2007
are $55.2 million, a 1.1 percent increase
compared to FY 2006.

Table 4-21
General Sales and Use Tax Revenue, Fiscal Years 2005-2010
($ thousands)
FY2005 | FY2006 | FY 2007 FY 2008 FY 2009 FY 2010
Revenue Source Actual | Revised | Original |Projected | Projected | Projected
General Sales and Use 854,345 923,151 976,033 | 1,029,187 1,078,634 1,132,294
Convention Center Transfer (77,490) (78,210) (78,250) (82,313) (86,588) (91,091)
Transfer to TIF (11,044) [ (10617) (9,733) (9,628) (9,653)
Transfer to DDOT capital (parking tax) (30,000) (30,300) (30,603) (30,909) (30,909)
Transfer to Ballpark Fund (8,547) (11,348) (12,500 (19,808) (18,596) (18,301)
Transfer to School Modernization Fund - (100,000) | (106,000) (112,360) (119,102)
General Sales (net) 768,308 792,549 744,366 780,730 820,553 863,238
Revenue
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Figure 4-2

District Sales Tax Revenue, Change Over Previous Year, FY 1996-FY 2005 and

FY 2006-FY 2010 Projections
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Note: In order to show the underlying trend in economic activity, the FY 2007 through FY 2010 transfer to the School Modernization Fund has been

excluded from this figure.

Public Space Rental

There are three categories of public space
rentals: sidewalks/surfaces, vaults and fuel
tanks. Public space rental of sidewalks/sur-
faces includes enclosed cafes, unenclosed
cafes, and merchandise display areas (includ-
ing used car lots). Vaults are underground
areas that extend wider than an owner’s
property to spaces beneath the surface of
public real property. For public space rental
purposes, fuel oil tanks are areas used for
tanks that hold heating fuel.

In FY 2005, revenue from public space
rentals amounted to $15.6 million, a 6.6
percent decrease from FY 2004. Recent leg-
islation will also affect the impact of Public
Space Rental tax collections on total General
Fund revenue beginning in FY 2006. The

“Highway Trust Fund and District
Department of Transportation Emergency
Amendment Act of 2005 require that all
revenue from the public space rentals be
deposited annually into the District
Department of Transportation Operating
Fund beginning in FY 2006. Although, this
tax is expected to produce annual revenues at
growth rates between 1.5 and 2.0 percent per
annum from FY 2007 to FY 2010, the
deposited revenue will no longer be available
to the General Fund but is to be used for
local road construction and maintenance and
related debt servicing.

Table 4-22
Sales Tax Forecast for the Convention Center Fund, Fiscal Years 2005-2010
($ thousands)

FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY2010
Restaurant Sales Tax 24,597 23,463 23,475 24,694 25,976 21,321
Hotel Sales Tax 52,893 54,747 54,775 57,619 60,612 63,764
Total 7749 78,210 78,250 82,313 86,588 91,091

FY 2006 Proposed Budget and Financial Plan
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Figure 4-3

Cigarette Tax Revenue Was Declining Until 2003 Rate Increase
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Sales and Excise Taxes

General Sales and Use Tax
Revenue from the District’s sales and use tax
is collected using a five-tier structure. Sales of
tangible personal property and certain speci-
fied services are taxed at 5.75 percent. Sales
of alcoholic beverages for consumption out-
side the premises are taxed at 9 percent
(increased January 1, 2003 from 8 percent).
Sales of food and drink for immediate con-
sumption, the rental or leasing of motor
vehicles and sales of prepaid phone cards are
taxed at 10 percent (with one percent sup-
porting the Convention Center Authority).
Parking and storing of vehicles are taxed at
12 percent. Transient accommodations are
taxed at 14.5 percent (with 4.45 percent sup-
porting the Convention Center Authority).
From a policy perspective, the multiplic-
ity of rates achieves many goals, including
revenue generation from visitors to the
District and support for the hospitality
industry via the Convention Center transfer.
Administratively, the multiplicity of rates,
with special exemptions provided in each
category, complicates the administration of
the tax for the Office of Tax and Revenue
and adds to compliance costs for businesses
such as hotels and food stores, where trans-
actions may involve several tax categories.

Revenue collected under the sales and use
tax in FY 2005 was $768 million (see table 4-
21), net of the convention center transfer of
$77 million. For FY 20006, sales and use tax
collections are projected to be the third largest
source of District General Fund revenue,
comprising 17.4 percent of total local-source
revenue. The sales and use tax applies to busi-
nesses on their purchases of supplies and
equipment as well as to a wide range of ordi-
nary consumer purchases.

The average growth rate for FY 1998
through FY 2000 was above 5 percent. In FY
2001, growth slowed to about 3 percent,
reflecting the general economic slowdown
nationally and in the District. In FY 2002,
sales tax revenue declined by 3 percent. The
decline in FY 2002 was attributed to the
District’s hospitality industry suffering consid-
erably because of the events of September 11.
FY 2003 saw a modest recovery from the
events of September 11; and this recovery
continued in FY 2004 (annual sales and use
tax revenue grew by 6.3 percent in FY 2004
from FY 2003). Collections from sales and use
taxes grew 14.5 percent for FY 2005. This
growth is likely due to: a) additional spending
from the January 2005 presidential inaugura-
tion, b) the Convention Center being fully
online, and c¢) the added spending from the
ACC basketball tournament in March 2005.

Revenue
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Table 4-23
Selective Sales and Excise Tax Revenue, Fiscal Years 2005-2010
($ thousands)
FY2005 FY2006 FY2007 [ FY 2008 FY 2009 FY 2010
Actual | Revised| Original | Projected | Projected | Projected
Alcoholic Beverages 5,051 5,013 4977 4,944 4912 4,882
Cigarette 22,336 20,238 19,724 19,223 18,735 18,260
Motor Vehicle Excise 42,380 44,359 46,431 43,599 50,869 53,245
Total Selective Sales and Excise 69,767 69,610 71,132 72,766 74,516 76,387

The general U.S. economy grew at a rate
of 6.5 percent in FY 2005 and a 6.3 percent
rate is expected for FY 2006 (nominal GDP).
U.S. personal income increased 6.2 percent in
FY 2005 and is expected to increase 5.8 per-
cent for FY 2006. When people have rising
income they tend to spend a portion of this
increase on vacation spending. Thus, the
District is expected to see the tourism spend-
ing, which picked up in FY 2005, to contin-
ue growing but at a slower rate in FY 2006.
This provides a basis for increased sales tax
revenues for FY 2006. The growth rates in
both sales tax revenue and personal income
will slowly decline for the out years. We are
expecting continuous positive growth from
the hospitality industry, which will contribute
to increases in the sales tax revenue for the
District over the next five years. Figure 4-2
shows the annual change from the previous
year in the District’s sales tax revenue from FY
1996 to FY 2005 and projections for FY 2006
to FY 2010.

Convention Center Transfer

After recovering from the FY 2002 drop, the
Convention Center transfer grew by approxi-
mately 4.6 million or 8.5 percent in FY 2003
over FY 2002. The Convention Center trans-
fer continued its growth in FY 2004, expand-
ing 5.2 percent from FY 2003; and 25.0 per-
cent increase for FY 2005 over FY 2004. This
growth in the Convention Center transfer can
be attributed to the facility coming complete-
ly online in FY 2005 and the center’s target
occupancy rate of 75 percent for FY 2004
through FY 2006. A 0.9 percent increase is
expected for FY 2006 over FY 2005.

Restaurant Sales Tax

FY 2006 restaurant sales tax is expected to be
$23.5 million and FY 2007 is forecast to be
$23.5 million.

Hotel Sales Tax

The FY 2006 hotel sales tax revenues are esti-
mated to be $54.7 million and FY 2007 is
forecast at $54.8 million.

Parking Tax Transfer

As part of the FY 2006 budget, the parking
tax revenue stream was transferred out of the
general fund to the Department of
Transportation to fund capital expenditures.
In FY 2007, the parking tax revenue Is esti-
mated to be $30.3 million.

Sales Tax TIF Transfer

The District utilizes an economic develop-
ment tool called Tax Increment Financing
(TIF) to assist in financing economic devel-
opment projects. TIF allows the incremental
future revenue stream from a development
project to be pledged to pay back bonds issued
to help finance the development. In FY 2007,
an estimated $10.6 million in sales tax rev-
enue is projected to be transferred to the TIF
program.

Transfer to Ballpark Fund

Stadium related sales tax streams are dedicat-
ed to the Ballpark Fund to pay the debt ser-
vice on the baseball stadium revenue bonds.
These revenue streams included taxes on tick-
ets sold, taxes on parking at the stadium, taxes
on stadium concessions and taxes on food and
beverages sold in the stadium.
information, see the separate section on the

Ballpark Fund.

For more
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Table 4-24
Income Tax Revenue, Fiscal Years 2005-2010
($ thousands)
FY2005 FY2006 | FY 2007 FY 2008 FY 2009 FY 2010
Actual Revised | Original | Projected | Projected | Projected
Individual Income 1,160,074 1,218,705 1,218,743 1,286,202 1,363,215 1,445,051
Corporate Franchise 195,492 220,000 219,064 232614 244,254 253,958
U.B. Franchise 116,866 126,999 138,264 151,915 166,561 182,511
Total Income Taxes 1,472,432 1,565,704 1,576,071 1,670,731 1,774,030 1,881,520

Transfer to School Modernization Fund

In FY 2006, the District enacted the
School Modernization Financing Act of
2006 which establishes the Public School
Capital Improvement Fund for the purpose
of funding capital improvements throughout
the District of Columbia school system. The
revenue source for this fund, beginning in
FY 2007, is the first $100 million of non-
dedicated sales tax revenue. Beginning in FY
2008, the amount of funds transferred to the
Public School Capital Improvement Fund is
increased by the Construction Cost Index.

Selective Sales and Use Taxes

In addition to the multi-rate general sales
and use tax, the District imposes excise taxes
on alcoholic beverages, cigarettes, motor
vehicles, and motor fuel. The motor fuel tax
is deposited directly to a special account (the
Highway Trust Fund) to match federal funds
for the construction, repair and management
of eligible District roadways. As a result,
motor fuel tax revenue is not considered part
of the general fund for budgetary purposes.

Alcoholic Beverage Tax

The alcoholic beverage tax is levied on
wholesale sales of beer, wine, and liquor in
the District. The tax rates vary by type of
product. Alcohol consumption has been
declining in the United States since 1990, a
trend reflected in the District’s tax collec-
tions for alcoholic beverages. Alcohol tax
collections are expected to be $5.0 million in
FY 2007 (see table 4-23), a 1.5 percent
decrease from FY 2005. Alcohol tax collec-
tions are expected to decrease moderately

throughout the FY 2007 through FY 2010
projection period because alcohol consump-
tion is expected to decrease moderately. After
a peak in the first half of FY 2004, tax col-
lected from alcoholic beverages declined and
appears to be moderating since then. There
has been no change in the tax rate since 1990,
which suggests the change in tax collected is
directly linked to consumption patterns.

Cigarette Tax
The cigarette tax is levied on the sale or pos-
session of all cigarettes in the District with
the exception of sales to the military and
Congress. Cigarette consumption has been
declining in recent years and is expected to
continue declining. Anti- smoking efforts, a
greater awareness of health risks, an increase
in wholesale prices (as a result of the settle-
ment between tobacco companies and states
and the District of Columbia), and an
increase in taxes on cigarettes are likely fac-
tors contributing to this decline. Because of
the elasticity of demand, an increase in the
cost of cigarettes is expected to result in a
decrease in number of cigarettes sold.
Effective January 2003, the cigarette tax
rate in the District was increased from the
previous rate of $0.65 per pack to $1.00 per
pack.  There was no immediate negative
effect of the tax increase noted — $4.2 mil-
lion more was collected in FY 2003 com-
pared to the FY 2002. However in FY 2004
revenues were $20.8 million, a decline of
$0.6 million or 2.7 percent compared to FY
2003. The reduction in sales may not be
completely attributed to the smoking rate
decreasing. With each increase in cigarette
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Table 4-25

Individual Income Tax Filers, by Filer Type, TY 2004

These returns represent 262,328 filers and an estimated 400,000 residents

Est. Size Filer Ave. No. of Ave | Est Ave.Inc | % Part-Year Total Est Total Pct Pct.
Household Income Household Per Person Residents | Number No. | Returns |Returns
Type of Filer Earners Income of People |<$30,000 |<$50,000
Returns DCAGI | DCAGI

All Filers 15 $59,617 $38,529 18% 262,328 393,840 50% 1%
Single 1.0 1 $45,745 $45,745 24% 145,433 | 145433 51% 73%
Single/Head of Household 22 1 $30,891 $14,028 4% 57,197 | 125,951 63% 87%
Combined Separate 26 2 $201,060 $77,027 8% 14,825 | 38,697 6% 17%
Married Joint 27 2 $116,802 $43,847 14% 27,829 74132 29% 46%
Married Separate 12 1 $58,631 $48,736 15% 8,003 9,628 43% 67%

Dependent Returns NA 9,041

Source: DC Statistics of Income, TY2004

tax in the District, some sales are likely lost due to
a cross-border effect (purchases made in a less
expensive nearby jurisdiction). The tax on a pack
of 20 cigarettes in neighboring Maryland was
raised to $1.00 in July 2002, before it was raised
to a similar rate in the District. However, the tax
remains much lower in neighboring Virginia.
The tax was raised to $0.30 in July 2005. The
District may also be losing cigarette sales to inter-
net sales.

Revenue collected in FY 2005 compared to FY
2004 grew by $1.5 million to $22.3 million.
Revenues are estimated to be lower in FY 2007 at
$19.7 million. We project revenue to decline 7.4
percent between FY 2007 and FY 2010 (see table
4-23).

Figure 4-4

Estimated Individual Income Tax Revenue Growth Rates (FY 2005-FY2010)

Estimated Individual Income Tax Revenue Growth Rates (FY2005-FY2010)
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Table 4-26

Aggregate Tax Return Data for 1999 to 2003

Tax Year Retums Returns | (}netoutfiow | AGIperRetum AGI per Retum (- netoutflow | Exemptions per | Exemptions per
(IN) (our) (+) netinflow (IN) (out (+) net inflow Return (IN) Return (Out)

1999 23,954 23,831 123 $37,007 $44.478 -$7,471 1.44 1.67

2000 23,881 24,353 -472 $45,331 $50,460 -$5,129 1.44 1.66

2001 25,243 23,754 1,489 $47,604 $51,653 -$4,049 141 1.63

2002 23,484 24,643 -1,164 $44,395 $51,832 -$7,4317 1.42 1.64

2003 23914 24,074 -160 $42,989 $51,906 -$8,916 1.38 1.63

Source: IRS Statistics of Income, files submitted from Washington, D.C.

Motor Vehicle Excise Tax

The motor vehicle excise tax is imposed on
the issuance of every original and subsequent
certificate of title on motor vehicles and trail-
ers. The tax is 6 percent of fair market value
for vehicles 3,499 pounds or less, 7 percent
of fair market value for vehicles 3,500
pounds to 4,999 pounds, and 8 percent for
vehicles weighing more than 5,000 pounds.
The 8 percent rate was introduced in April
2005. Collections from motor vehicle excise
taxes totaled $ 42.4 million in FY 2005, a 5
percent increase in collections from FY 2004.
This tax is largely dependent on car purchas-
es by District residents. Soaring car sales in
the late 1990s and early 2000s gave way to
the fall-out from a slow economy following
September 11. Automakers attempted to cur-
tail this decline starting in FY 2002 by incen-
tives such as zero percent financing and cash
rebates. During FY 2003, auto sales seemed
to recover from September 11, levels.

The Districts Department of Motor
Vehicles (DMV) has reported that there have
been improvements in the administration of
imposing the excise tax on all newly titled

vehicles. The Department has programmed
computers to ensure the application of the
correct excise tax rate on a more consistent
method of Fair Market Valuation. This
improvement may have contributed to the
increase in in FY 2005.
Collections are projected to increase by 15
percent between FY 2007 and FY 2010 (see
table 4-23). The measured growth rate is a
combination of continued moderate growth
in a) numbers of cars sold, b) price of cars
sold, and ¢) percentage of cars sold that are in
the heavier category This has been the trend
since about 2001.

collections

Income Taxes

The individual income, the corporate fran-
chise and the unincorporated business fran-
chise taxes are significant sources of District
revenue. Collectively these taxes represent
32.9 percent of FY 2005 local source rev-
enue. Revenue from these sources is sum-

marized in Table 4-24.

Table 4-27

Income Tax Rates, Fiscal Years 2005-2010

Net Taxable Income FY2005 FY2006 FY 2007 FY 2008 FY 2009 FY 2010

$0 - $10,000 5.0% 45% 4.0% 4.0% 4.0% 4.0%

$10,001 - $30,000 75% 7.0% 6.0% 6.0% 6.0% 6.0%

$30,001 - $40,000 9.0% 7.0% 6.0% 6.0% 6.0% 6.0%

$40,001 and above 9.0% 8.7% 8.5% 8.5% 8.5% 8.5%
Revenue
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Individual Income Tax

Base and Rate

The individual income tax base consists of the
income of individuals who maintain a perma-
nent residence in the District at any time dur-
ing the tax year and individuals who maintain
a residence for a total of 183 or more days
during the tax year. The District’s tax base
also includes the income of individuals that
were members of the armed forces who listed
the District as their home of record for either
a part of or the full taxable year, as well as the
spouse of an exempt military person or of any
other exempt person such as a nonresident
presidential appointee or an elected official.
Those individuals that are exempt from
income tax in the District (and as such whose
income is not included in the tax base)
include elected officials of the federal govern-
ment, presidential appointees subject to con-
firmation by the U.S. Senate, United States
Supreme Court justices that are not domi-
ciled in the District, employees of legislative
staffs who are residents of the state of their
elected official, and all persons who are
employed in the District but live outside of
the District.

D.C’s tax-filing population reflects the
varied demographic and economic composi-
tion of our overall population. More than
half of D.C.’s income tax filers (55 percent)
are single with no dependents, about 22 per-
cent are single heads-of-households who have
dependents, and 19 percent are married (see
table 4-25). Married filers include those filing
jointly (usually one-earner households); those
filing as-if separate but on one, combined
return (usually two-earner households); and
those filing separately. Dependents account
for the remaining tax payers.

Income per person varies widely and by
filer type, with the best-off generally found in
two-earner married households and the least-
well-off in the households of single people
who have dependents. The latter category is
also the most stable group, with only 4 per-
cent of filers as part year residents, compared
to 24 percent for singles and 18 percent over
all. The group of single heads-of-household

is most likely to receive certain income tax

credits such as the earned income tax credit
(EITC) and low income tax credit.

Not all D.C. residents are in income tax
paying households. Some students, members
of the military, the deeply poor, certain feder-
al employees, successful tax evaders, and oth-
ers are in non-filing households.

Migration of households affects the num-
ber of D.C. income tax filers and potential tax
revenue. In- and out-migration, on net, pro-
duced a loss in gross income per return in each
of the five years TY 1999-2003, when mea-
sured using IRS data based on federal filers
from a D.C. address (See table 4-26). In each
of these years D.C. appears also to have lost
population, as the average number of exemp-
tions per return was smaller for in-migrants
than for out-migrants. In three years (TY
2000, TY 2002, and TY 2003) the District
lost filer-households to net out-migration; in
TY 1999 and TY 2001 we gained filers from
net in-migration.

In tax year 2003 approximately 60 percent
of D.C’s out-migrants moved either to
Maryland (41 percent) or Virginia (19 per-
cent), while about 45 percent of in-migrants
came from these two states (Maryland 28 per-
cent and Virginia 17 percent). Households
moving in to D.C. appear to be smaller than
households moving out to either state. But
households moving in are better-off in the
sense that the income per person of in-
migrants generally exceeds the income per per-
son of out-migrants to either state. In total,
net migration from each state reduced D.C.’s
gross income in each of the five years except
for Virginia in 2001 which experienced a net
inflow of income.

The individual income tax, the District’s
largest single source of tax revenue, accounted
for 26 percent of total local source revenue in
FY 2005. Table 4-27 reports the tax rates and
brackets scheduled to be applied to net taxable
income across the planning period. Rates are
decreasing, and the size of the middle bracket
is growing, as a result of the Tax Parity Act
passed in FY 1999. Because tax rates increase
as income rises, Table 4-27 suggests that the
District has a progressive tax system.
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The Tax Parity Act of 1999 sought to
reduce tax rates in the District of Columbia
starting in FY 2000 and was to be fully
implemented in FY 2004. However, it was
temporarily suspended in FY 2003-2004
after the economic downturn that started in
FY 2002. With the recovery of the District’s
economy and revenues in FY 2004, the auto-
matic triggers to restart were activated for FY
2005 at a cost of $24 million. It continues in
FY 2006 with an additional cost of $53 mil-
lion bringing the cumulative decline in rev-
enue to $77 million. It is expected to be fully
implemented by FY 2007 with a revenue
reduction of $117 million; an identical drop
in revenue is expected by FY 2008.

A number of tax policy initiatives (enact-
ed in June 2005) will reduce revenue begin-
ning in FY 2006. One increases the standard
deduction from $2,000 to $2,500 (from
$1,000 to $1,250 for a married person filing
separately) and reduces individual income tax
revenue by roughly $3.4 million in FY 20006,
by $4.6 million in FY 2007 and $4.8 million
in FY 2008. Under the same initiatives, the
increase in the personal exemption from
$1,370 to $1,500 would reduce revenue by
about $3.5 million in FY 2006, $4.8 million
in FY 2007 and $5 million in FY 2008.
Other FY 2006 policy initiatives include
expanding the Earned Income Tax Credit
(EITC) to 35 percent and extending the
EITC to non-custodial parents. The expan-
sion of the credit is expected to reduce rev-
enue by about $7.1 million in FY 2006, by
$9.5 million in FY 2007 and by $10.1 mil-
lion in FY 2008; while the extension to non-
custodial parents is expected to reduce tax
revenue by $300,000 in FY 2006 and FY
2007, as well as in FY 2008.

FY 2005

In FY 2005, individual income tax revenue
grew by approximately 11 percent; a slightly
smaller increase than the 12 percent growth
that was experienced in FY 2004, and unlike
the decline of 2 percent that was experienced
in FY 2003. The FY 2004 recovery in the

individual income tax reflects a combination

of strong growth in earnings of District
residents as well as the stock market rebound-
ing in the second half of FY 2003. The earn-
ings of District residents increased by slightly
more than 8 percent in FY 2005, after expe-
riencing a smaller increase (6.8 percent) in
FY 2004. In FY 2005, the wages and salaries
of the District’s residents increased by
approximately 7 percent, while in FY 2004
they increased by just under 6 percent. The
withholding component of the individual
income tax, which is tied directly to wages
and salaries, grew by approximately 5 percent
in FY 2005, which was down from the slight-
ly more than 7 percent increase that was
experienced in FY 2004.

The declarations component (also called
estimated payments) of total revenue from
individual income increased by slightly more
than 15 percent in FY 2005 as well as in FY
2004. A 4 percent increase in property
income (interest, dividends and rents) was
experienced in FY 2005 versus the almost 2
percent that was experienced in FY 2004.
The stock market had a strong performance
in FY 2005 and FY 2004 after a slow start in
the first half of FY 2003. Also contributing
to the growth in revenue was growth in pay-
ments accompanying returns in FY 2005 of
12 percent which was down from the increase
of the 29 percent that was experienced in FY
2004. The capital gains from the strong
stock market performance boosted revenue
from the declarations (estimated payments)
and final payments components of the indi-
vidual income tax. Overall, the increase in
revenue from the individual income tax
increased by approximately 11 percent in FY
2005, which was slightly lower than the 12
percent increase in FY 2004, but an improve-
ment over the 2 percent decline that was
experienced in 2003.

FY 2006-FY 2010

In FY 2006 the District anticipates $1,219
million in individual income tax revenue. In
FY 2007 it is anticipated that there would be
almost zero growth in individual income tax
revenue. For FY 2008-2010, revenue is pro-
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jected to be $1,286 million, $1,363 million
and $1,445 million respectively. The roughly
5 percent revenue increase in FY 2006 is
expected to be followed by almost no growth
in revenue in FY 2007— although both years
are affected by the stages of Tax Parity. For FY
2008-2010, revenue grows by 5.5 percent in
FY 2008 and 6 percent in FY 2009 and FY
2010. Figure 4-4 shows the anticipated
growth rates.

As the national and regional economies
continue to strengthen and the District popu-
lation becomes wealthier, as recent Census fig-
ures indicate, we expect continued strong rev-
enue growth in the individual income tax.
However, the individual income tax revenue
will continue to be a major source of volatility
in the District’s revenue system because its
growth is so closely tied to the stock market.
As the District’s population becomes wealthier
we expect the volatility in this revenue source
to increase, as a greater share of taxable income
will be tied to capital gains.

Corporate Franchise and Unincorporated
Business Franchise Taxes

The District’s franchise tax is imposed on all
corporations and unincorporated businesses
having nexus in the District of Columbia. The
tax liability is determined by multiplying the
rate of 9.975 percent (9.5 percent rate plus a
surtax of 5 percent of the base rate) by the net
taxable business income that is apportioned to
the District of Columbia. Business income is
apportioned to the District of Columbia based
on a three-factor formula—sales, payroll, and
property—with each factor weighted equally.
When this apportionment formula does not
fairly represent the extent of the taxpayer’s
business activities in the District, that taxpayer
may petition for (or the Office of Tax and
Revenue may require) consideration of a dif-
ferent formula.

Corporate franchise tax revenue as a share
of total local fund revenues has declined as a
percentage of total revenues from 5.4 percent
in FY 1999 to 4.4 percent in FY 2005.
Corporations have increasingly found methods
to take deductions lowering their taxable
income. As a result, many corporations,

regardless of the amount of their gross
profits, have only a minimum tax liability.
This situation exists nationwide. Some state
taxing authorities have attempted to disallow
specific types of deductions through the
courts (for example: Geoffrey, Inc. v. South
Carolina Tax Commission). The District
watches these cases with interest in order to
benefit from legal events and interpretations
that may help to improve corporate franchise
tax collections.

Corporate franchise tax revenue is a small
share of total revenues both because approxi-
mately 65 percent of the District’s corporate
franchise taxpayers pay the minimum tax lia-
bility and because the minimum tax liability
is $100. The minimum amount is unchanged
since 1983. If the minimum tax had grown
with inflation since 1983, the minimum tax
amount would be about $200. Growth rates
of net incomes and taxes from them since
1983 are not reflected in minimum tax pay-
ments. Over the years, other categories of tax
collections have therefore shown more growth
when compared to the growth of corporate
franchise tax collections.

Income from unincorporated businesses
with annual gross receipts of $12,000 or less
is excluded from the tax base. Also excluded
from the tax base is income from nonresi-
dent-owned unincorporated businesses that
provide professional services (e.g. law firms).
For taxable unincorporated businesses, own-
ers are allowed a 30 percent salary allowance
along with a $5,000 exemption. When 80
percent or more of the entity’s income is
derived from personal services, the unincor-
porated business income is taxed under the
individual income tax.

The Tax Parity Act enacted in 1999 was
intended to reduce franchise tax rates from
the current effective rate of 9.975 percent to
9.0 percent in FY 2003 and to 8.5 percent in
FY 2004 and thereafter. These reductions
were suspended in FY 2003 because of bud-
get constraints. Franchise tax rates currently
remain at 9.975 percent.
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Table 4-28
Gross Receipts Tax Revenue, Fiscal Years 2005-2010
($ thousands)
FY 2005 FY2006 | FY 2007 FY 2008 FY 2009 FY 2010
Revenue Source Actual Revised | Revised Projected | Projected | Projected
Public Utility (gross) 174,085 156,000 | 166,042 166,043 166,043 166,044
Transfer to Ballpark Fund (8,046) (9,184) (9,303) (9,424) (9,546) (9,546)
Public Utility (net) 166,039 146,816 | 156,739 156,619 156,497 156,498
Toll Telecommunication (gross) 55,485 54,607 54,612 54,721 54,742 54,760
Transfer to Ballpark Fund (909) (3162) (3,165) (3,165) (3,165) (3,165)
Toll Telecommunication (net) 54,576 51,445 51,447 51,556 51,577 51,595
Insurance Premiums 43,888 51,600 53,000 45,000 45,000 45,000
Healthcare Provider Tax 8,000 11,000 11,000 11,000 11,000
Transfer to Nursing Facility
Quality of Care Fund (8,000) (11,000) (11,000) (11,000) (11,000)
Baseball gross receipts tax 16,207 14,000 14,000 14,000 14,000 14,000
Transfer to Ballpark Fund (16,207) (14,000) | (14,000) (14,000) (14,000) (14,000)
Total Gross Receipts Taxes 269,503 249,861 261,186 253,175 253,074 253,093

Corporate Franchise

The District estimates approximately $219.1
million of corporate franchise tax revenue in
FY 2007, a 0.4 percent decrease over FY
2006, and revenue of $220.0 million in FY
2006. We project growth of approximately
15.9 percent from FY 2007 to FY 2010. Our
estimate is based partly on recent record
growth in productivity—corporations have
been able to do more with fewer workers, and
on the recovery of the stock market since the
latter half of 2003. Franchise tax revenues lag
the stock market by about a year. We expect
the growth in revenue from the corporate
franchise tax to be less than the stock market’s
growth because the relationship between the
stock market and corporate franchise tax is
not one to one. In FY 2002 and FY 2003,
legal rulings and changes to the applicable tax
code resulted in larger refunds than expected.
As a result, actual collections were less than
estimated collections.

Unincorporated Business Franchise

The District estimates approximately $138.3
million in unincorporated business franchise
tax revenue in FY 2007, an 8.9 percent

increase over FY 2006. We project growth of
approximately 32 percent between FY 2007
and FY 2010.

Many District unincorporated business
tax filers who pay taxes on unincorporated
business income are real estate investors.
Collections from this revenue source, which
are based on profits from unincorporated
businesses located in the District, are linked
to factors such as personal income growth,
the local commercial real estate sector, and
collections in the transfer and recordation
taxes. In FY 2003 and FY 2004 the real
estate market in the District saw real estate
investors’ profits substantially increase from
sales and leases of commercial and residential
property. As a result, the strong growth in
unincorporated business collections in recent
years is largely due to the strong growth in
the real estate industry. Although the indus-
try is expected to remain strong, the growth
rate is expected to slow somewhat during the
FY 2007 to FY 2010 period.

Private consultants also pay the unincor-
porated business tax. As a result of increased
federal contracting because of Homeland
Security projects, we anticipate growth from
this sector of unincorporated business filers
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to be strong. In addition, with an expected
rebound in the stock market, we forecast
strong growth in collections from unincorpo-
rated business in FY 2007 and the following
years.

In March 2006, a decision on franchise
taxes of a DC unincorporated business
owned by non-residents was given in the case
of Bender, et al v. District of Columbia. The
decision went against the District. The
District expects to win on appeal. Should the
District lose, the impact could be significant.
An estimated 60 percent of current filers for
unincorporated business tax are non-resident.
Assuming that this category of filers pays 60
percent of the tax collected, the District
stands to lose $80 million of estimated rev-
enue in FY 2007.

Gross Receipts Taxes

Taxes in this category include a tax of 10 per-
cent on the gross receipts of public utilities
and toll-telecommunications companies
operating in the District, a tax of 1.7 percent
on the gross receipts of insurance companies,
and a tax of 6 percent on nursing home
providers, and a sliding scale tax on D.C.
gross receipts over $5,000,000 with this
revenue dedicated to the Ballpark Fund. The
rate on public utilities and toll telecommuni-
cation services changed effective January
2005 triggered by revenue estimates in the
summer of FY 2004. Rates were reduced to
10 percent, the pre-January 2003 rate.
Subsequent decisions supporting the Major
League Baseball Ballpark have re-established
11 percent as the rate for non-residential
users of public utilities and toll telecommu-
nications services; revenue generated from
this rate change will not be general fund rev-
enue.

Companies that pay the gross receipts tax
include heating oil companies, gas compa-
nies, electricity providers, subscription televi-
sion, video and radio service providers, and
telephone companies. The District taxes long
distance and wireless telecommunications
providers for the privilege of providing toll
telecommunication service in the District.

Collections from this category of taxes are
included in the “Toll Telecommunications
Tax.” Table 4-28 shows actual revenue in FY
2005, estimates for FY 2006 and FY 2007
and projected revenue from public utilities,
toll telecommunications and insurance pre-
miums for fiscal years 2008 through 2010.

Public Utility Taxes

The public utility tax is imposed on the gross
receipts of gas, electric and local telephone
companies. Washington Gas and Pepco are
the leading suppliers of natural gas and elec-
tricity to customers in the Washington area.
As a result of electricity deregulation, Pepco
has lost some of its market share, but remains
the dominant electricity distributor. Between
September 2001 and September 2003,
Pepco’s market share declined from 97 per-
cent to 88 percent. In buildings in the
District, electricity is used more to cool and
natural gas is used more to heat. Cold winters
tend to result in an increase in collections
from Washington Gas and hot, humid sum-
mers tend to result in higher collections from
Pepco.

During FY 2003, as part of an effort to
avert a potential budget shortfall, public util-
ity tax rates were increased from 10 percent
to 11 percent effective January 1, 2003. The
legislation authorizing the rate increase
included a trigger that restored the 10 per-
cent rate “if the annual revenue estimate fore-
cast in the fourth quarter of a fiscal year
exceeds the annual revenue estimate incorpo-
rated in the approved financial and budget
plan for that fiscal year by at least $105 mil-
lion.”

The conditions to restore the 10 percent
rate were met and the tax was lowered effec-
tive January 1, 2005. However, a charge of 1
percent was placed on gross receipts from
utilities of non-residential customers effective
January 1, 2005. The proceeds from this new
charge will be dedicated to the baseball stadi-
um funding.

In FY 2000, as part of the process of
deregulation of the electricity market and
Pepco’s transformation from an electric

FY 2007 Proposed Budget and Financial Plan
4-32



power producer to an electric power distribu-
tion company, the District replaced the gross
receipts tax imposed on electric utilities with
a unit tax on electricity distribution compa-
nies. This “distribution” tax revenue is
included with the city’s gross receipts tax col-
lections. The tax is imposed on electricity dis-
tributors who operate in the District. The tax
rate was $0.007 per kilowatt-hour. This rate
was equivalent to the gross receipts tax at the
time of conversion. Effective January 1,
2003, the rate was changed to $0.0077 per
kilowatt-hour. Because of the current tax
structure, the tax collected is closely related
to energy use. Therefore tax collections from
electricity are more closely linked to weather
extremes rather than to the fuel cost of the
electricity. During the forecast period, we
assume average weather patterns.

Fuel costs play a larger role in gross
receipts revenues from natural gas use. Fuel
costs have been extremely volatile in recent
years. Washington Gas attempts to reduce
price fluctuations by storing fuel and pur-
chasing financial contracts for future supply
of fuel at a specified rate. For example, it was
reported in the press that during the
2003/2004 winter, Washington Gas pur-
chased and stored 35 percent of the natural
gas the company expected to deliver during
the winter. The company had also purchased
an additional 12 percent of its normal winter
supply through financial contracts.

We estimate revenue from public utilities
taxes (net of the 1 percent charge to baseball
stadium funding) to be $156.7 million in FY
2007. Revenue from public utility taxes is
estimated to decline slightly at less than 1
percent from FY 2007 through FY 2010.

Toll Telecommunication Taxes

The toll telecommunications tax is levied on
long distance and wireless telecommunica-
tions companies for the privilege of providing
toll telecommunication service in the
District. In the first quarter of FY 2003, the
tax rate was 10 percent. During FY 2003, as
part of an effort to avert a potential budget
shortfall, public utility tax rates increased

from 10 percent to 11 percent effective
January 1, 2003. The legislation authorizing
the rate increase included a trigger that
restores the 10 percent rate “if the annual
revenue estimate forecast in the fourth quar-
ter of a fiscal year exceeds the annual revenue
estimate incorporated in the approved finan-
cial and budget plan for that fiscal year by at
least $105 million.”

The conditions to restore the 10 percent
rate were met and the tax was lowered effec-
tive January 1, 2005. However, a charge of 1
percent was placed on gross receipts from toll
telecommunications effective January 1,
2005. The proceeds from this new charge
will be dedicated to the baseball stadium
funding.

Effective August 2002, the District enact-
ed legislation to conform to the federal
Mobile Telecommunications Sourcing Act
(MTSA). The legislation simplifies the
billing process and ensures that calls from
mobile phones are exempt from multiple
taxation. The legislation defines and desig-
nates a user’s place of primary use (PPU) as
either the user’s residence or business
address. The District both lost and gained
revenue as a result. Some cell phone users
who use their cell phones in the District and
thus used to pay D.C. taxes on their long dis-
tance calls, selected the District as their PPU
and some cell phone users selected other
jurisdictions.

The telecommunications industry has
faced challenges in recent years. Changes in
regulation, over capacity of lines, and stiff
competition to long distance providers (such
as AT&T, MCI, Sprint) by local telephone
companies such as Verizon are among these
challenges. Long distance providers are also
suffering because of the growth of the wire-
less telephone industry. Most wireless tele-
phone companies now include inexpensive
long-distance calling plans as a standard fea-
ture.

A relatively new technology known as
Voice Over Internet Protocol (VOIP), may
reduce the toll telecommunications tax relat-
ed to overseas calls in the coming years. We
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Table 4-29
Other Tax Revenue, Fiscal Years 2005-2010
($ thousands)
FY 2005 FY2006 | FY 2007 FY 2008 FY 2009 FY 2010
Revenue Source Actual Revised | Revised Projected | Projected | Projected
Estate 29,257 21,420 20,072 19,352 18,657 18,652
Deed Recordation (gross) 190,048 187,351 187,726 197,394 215,021 236,029
Transfer to HPTF (28,507) (28,103) (28,159) (29609) | (32253) (35,404)
Deed Recordation (net) 161,541 159,248 159,567 167,785 182,768 200,625
Deed Transfer (gross) 146,929 149,194 149,522 157,641 172,333 190,670
Transfer to HPTF (22,039) (22,379) (22,428) (23,646) (25,850) (28,601)
Deed Transfer (net) 124,890 126,815 127,094 133,995 146,483 162,070
Economic Interests 10,593 8,000 8,000 8,000 8,000 8,000
Total Other Taxes 326,281 315,483 314,733 329,132 355,908 389,346

expect the capacity of lines locally to be
reduced in the coming years. We also expect
the telecommunications sector to recover at a
moderate pace. We estimate revenue from
the Toll Telecommunications tax (net of the
1 percent charge to baseball stadium fund-
ing) to be $51.4 million in FY 2007. We
project revenue to grow very moderately (less
than 1 percent) from FY 2007 through FY
2010.

Insurance Premiums Tax

The District’s insurance premiums tax rate is
1.7 percent of gross premium receipts.
Annuities are tax-exempt. The insurance pre-
miums tax is levied on insurance policies
taken out by District residents as well as on
property that is registered in the District,
regardless of where the policies are written or
initiated. Approximately 50 percent of the
revenue from the insurance premiums tax
comes from life insurance policies, with
other premiums (including business, health,
property and motor vehicle) making up the
other half. Since September 11 insurance
rates have risen nationally. Insurers had
begun to either substantially increase the
price for terrorism coverage or drop the cov-
erage completely. However, District regula-
tors reached an agreement that would cap
premium increases for terrorism coverage at
24 percent.

Insurance costs rose in 2002 and 2003
with the declining stock market. Investments
that had previously helped offset underwrit-
ing losses for many insurance companies have
turned into losses themselves. As a result of
the increased premium charges and the
reduction in insurance investment income,
premiums rose by $6.2 million or 15 percent
in FY 2004. In FY 2005, growth moderated
and collections were $1.4 million or 3 per-
cent above tax collected from premiums in
FY 2004. Collections from taxes on insur-
ance premiums are estimated to be $53.0
million in FY 2007, and then remain stable
at $45 million in FY 2008 to FY 2010, unless
there is another external jolt to the insurance
industry.

Healthcare Provider Tax

The healthcare provider tax imposes a 6 per-
cent tax on the District’s nursing homes. The
legislation was passed during 2004. The tax
is estimated to generate $11 million in gen-
eral fund revenue in FY 2007 through FY
2010. All of the funds raised are designated
to go to the Nursing Facility Quality of Care
Fund.
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Table 4-30

Estimated Deed Tax Receipts Transferred to the Housing Production Trust

Fund, Fiscal Years 2005-2010

($ thousands)

FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY 2010
Revenue Source Actual Revised Revised Projected | Projected | Projected
Deed Recordation Transfer to HPTF 28,507 28,103 28,159 29,609 32,253 35,404
Deed Transfer Transfer to HPTF 22,039 22,319 22,428 23,646 25,850 28,601
Total 50,546 50,482 50,587 53,255 58,103 64,005

Other Taxes

Deed Recordation and Deed Transfer
Taxes
While the real property tax is an annual tax on
all existing taxable properties in the District,
deed taxes are levied only when taxable prop-
erties are sold. More specifically, the deed
recordation tax is imposed on the recording of
all deeds to real estate in the District, and the
deed transfer tax is imposed on each transfer of
real property at the time the deed is submitted
for recordation. The deed recordation tax must
also be paid on the increased value when com-
mercial property is refinanced. Prior to FY
2003, deed recordation and deed transfer taxes
were each calculated as 1.1 percent of the fair
market value of every arms-length property
sale. The Deed Recordation Tax Amendment
Act of 2002 increased both the deed recorda-
tion and deed transfer tax rates from 1.1 per-
cent to 1.5 percent, effective January 1, 2003.
This measure was intended to be a short-term
revenue enhancement as growth in the local
economy slowed as a result of the national eco-
nomic recession. However, the Fiscal Year
2005 Budget Support Act of 2004 decreased
both the deed recordation and deed transfer
tax rates from 1.5 percent back to 1.1 percent,
effective October 1, 2004 as a result of the
ending of the national economic recession.
Given the series of recent changes to the
deed tax rates, the following analysis of deed
tax revenue trends uses normalized deed tax
collection data, which nullifies the effect of the
rate changes so to better ascertain an under-
standing of the underlying economic activity
that is represented by total deed tax collec-
tions.

There are three component sources of
deed tax revenue: the commercial real estate
sector, the housing sector and commercial
refinancing. In
FY 2005, it is estimated that the commercial
real estate sector accounted for 55.3 percent
of deed tax collections, the housing sector
accounted for 32.0 percent, and the com-
mercial refinancing sector accounted for
12.7 percent. Deed tax revenue from com-
mercial property sales was 63.0 percent high-
er in 2005 than 2004, while deed tax rev-
enue from residential property sales was 21.4
percent higher and commercial refinancing
was 12.6 percent higher. Refinancing activi-
ty is measured by the difference between
deed recordation and deed transfer taxes.

The deed recordation tax collections
grew by 32.5 percent, and the deed transfer
tax collections grew by 38.1 percent in FY
2005 over FY 2004. However, for the first
seven months of FY 2006, market condi-
tions have changed. The city's property mar-
ket is still strong, and this is evidenced by the
fact that total deed collections for this time
period totaled $160.4 million. But this
amount is 4.8 percent lower than the
amount collected in the same time period in
FY 2005.  According to the residential
brokeage firm of Coldwell Banker, "the mar-
ket is still strong in many areas, as long as
properties are priced well and buyers feel
they are getting value for their money. Since
the first of the year, buyers and sellers have
been making adjustments in their expecta-
tions." And, this adjustment period appears
likely to continue for the rest of this fiscal
year. Given rising interest rates, which
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increases borrowing costs, and the recent
developments in the commercial and residen-
tial sectors, it is expected that FY 2006 deed
recordation tax collections will be 1.4 percent
lower than in FY 2005, and the deed transfer
tax collections will grow by only 1.5 percent
in FY 2006. It is expected that collections for
both deed taxes will grow by only 0.2 percent
in FY 2007. It is expected that the deed
recordation tax collections will grow by 5.2
percent, and the deed transfer tax collections
will grow by 5.4 percent in FY 2008. The
annual growth rates are expected to gradually
increase on an annual basis in FYs 2009 and
2010.

This pattern of growth rates is based on
the expectations that job growth in the
District will remain positive on an annual
basis. But also, the realization of exorbitant-
ly escalating property sales prices, 11,400
new expected condominiums over three
years, and nearly 8.0 million square feet of
office space under construction. This recent
burst of new development is expected to sig-
nificantly help to meet market demand for
District real estate for the coming years. In
short, it appears that FY 2005 was the peak
year for annual growth rates in terms of price
appreciations, and FY 2006 appears to be the
year in which the "red hot" property market
cools down to a less feverous, more balanced
one in which trend annual growth rates of
deed tax collections gradually come back into
play.

However, the overall strong demand for
and limited supply of real estate in the
District will continue to provide the key
impetus for the growth in deed taxes from FY
2005 to FY 2010. This factor is reflected in
the value of property sold as a percentage of
total taxable property since 1997. In years
2003 to 2005, the percent of the District’s
property sold, in terms of value, was more
than double that in 1997 (see table 4-19).

The Housing Production Trust Fund
Second Amendment Act of 2002 requires
that 15 percent of the District's deed recor-
dation and transfer tax revenue be transferred
to the Housing Production Trust Fund annu-

ally. The Housing Production Trust Fund
provides funds for the acquisition, construc-
tion and rehabilitation of affordable multi-
family housing projects. Funds newly dedi-
cated to housing production will be $50.5
million in FY 2006 and $50.6 million in FY
2007. In FY 2006, $159.2 million is expect-
ed for net deed recordation collections to the
general fund, and $126.8 million is expected
for net deed transfer collections to the gener-
al fund. In FY 2007, $159.6 million is
expected for net deed recordation collections
to the general fund, and $127.1 million is
expected for net deed transfer collections to
the general fund. The FY 2007 Budget
includes a policy proposal to increase deed
transfer and recordation tax rates. For more
information on this increase see the Policy
Proposals section towards the end of this
chapter and see the Policy Proposals section

of Table 4-15.

Economic Interests Tax

The economic interest transfer tax is trig-
gered by the sale of a controlling interest in a
business entity that includes one or two of
the following elements: 1) 80 percent or
more of the assets of the entity consist of real
property located in the District of Columbia;
or 2) more than 50 percent of the gross
receipts of the entity are derived from owner-
ship or disposition of real property in the
District. If either of these two elements is
present, then the tax rate is 2.2 percent of the
consideration. This tax is generally paid by
real estate investment trusts and similar part-
nerships.

Economic interest transfers are normally
very large and infrequent. There can be a
long period of time leading up to the final
payment of the economic interest tax, as cor-
porate lawyers and the Recorder of Deeds
determine exemptions and liabilities for the
tax. The value of transactions subject to the
economic interest tax reached record propor-
tions and revenue amounting to $16.3 mil-
lion in FY 2004. This appears to be related to
the heightened level of activity in the
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District’s real property market. Collections
totaled $10.6 million in FY 2005 (see table
4-29) representing a 34.9 percent decline.
This decline may be representative of fewer
commercial real estate transactions in 2005.
However, given the high degree of volatility
and unpredictability in annual collections, it
is expected that on average the District will
receive $8.0 million annually from the eco-
nomic interest tax for FY 2006 through
2010.

The Estate Tax

Prior to 2002, the District of Columbia pig-

gybacked on the federal estate tax system,

using the federal “state death tax credit” as
the starting point for the District’s estate tax
computation. Under this system, District
taxpayers received a dollar-for-dollar credit
against their federal estate tax payments for
any estate tax due to the District of
Columbia. District estate taxes, therefore,
imposed no additional burden on decedent
estates and did not increase the total estate
tax payment beyond what would have been
paid under federal law. This revenue-sharing
approach provided for a system of uniformi-
ty across all states and the District of

Columbia in the collection of death taxes. It

resulted in minimal estate tax administration

on the part of the District and minimized the
impacts of “death shopping” to reduce estate
taxes at death.

The federal Economic Growth and Tax
Relief Reconciliation Act (EGTRRA) of
2001 changed this situation. This legislation
gradually eliminates the federal estate tax
over the next several years, with full repeal
taking effect in year 2010. However, the
estate tax elimination is only temporary with
the full estate tax scheduled to return in
2011. The major aspects of the EGTRRA
legislation:

m  Lowers tax rates for the largest estates;

m  Raises the current exemption level from
$1.5 million to $2 million in 2006, and
$3.5 million in 2009; and

m Eliminates the state credit.

District law, however, stipulates that exist-
ing District estate tax laws are automatically
decoupled from the recent and forthcoming
federal estate tax law changes. For example,
while the federal threshold is $2.0 million in
FY 2006, the Estate and Inheritance Tax
Clarification Temporary Act of 2004 raised
the estate tax filing threshold from $675,000
to $1 million to decedents whose death
occurs on or after January 1, 2003. Hence,
some District estate tax payers may be
required to file and pay District estate taxes
even when no federal filing or tax is due. This
divergence in thresholds for the District and
federal estate taxes increases the complexity
for applicable District tax payers and is more
likely to adversely affect collections in terms
of tax compliance.

From the Government of the District of
Columbia’s perspective, it is important to
note that the current estate tax is primarily a
federal tax that is overwhelmingly governed
by complex federal legislation. The federal
estate tax return takes at least nine months to
complete and practically compels affected
decedent estates to hire lawyers to ensure
compliance. Also, federal estate tax forms
must be filled-out completely in order to cal-
culate District estate tax liability, even when
no federal estate tax is due but District estate
tax is due. Essentially, the District does not
have a stand-alone estate tax structure.
District estate tax legislation is a diminutive
appendage to a complicated set of unwieldy
federal rules and regulations.

The District has attempted, however, on
several occasions to minimize the impact of
federal legislative changes that would adverse-
ly affect the level of estate tax revenues that
are due to the District. But, the intent of the
recent EGTRRA and the scope of legislation
are designed to eliminate the federal estate tax
(and consequently the District estate tax) by
2009. Therefore, no District legislative
action, short of creating an entirely stand-
alone estate tax system, will completely offset
the effect of EGTRRA, which results in
annually declining estate tax revenues at the
federal and District levels.
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Figure 4-31

General Purpose Non-Tax Revenue, by Source, Fiscal Year 2005-2007

($ thousands)

Actual Estimate | Estimate

Comptroller Object Code Object Title 2005 FY 2006 FY 2007

BUSINESS LICENSES AND PERMITS
3001 INSURANCE LICENSE 12,812 6,168 9,532
3002 ELECTRIC LICENSE 3 2
3003 NATURAL GAS LICENSE 2 2 -
3006 HACKERS LICENSE 421 365 365
3007 SECURITY BROKER DEALER LICENSE 1,636 1,904 1,901
3007 SECURITIES REGISTRATION FEE 7,760 7,760 8,000
3009 SELF (TRUCK) UNLOADING PERMIT 816 750 750
3010 OTHER BUSINESS LICENSE 347 - -
3010 OTHER BUSINESS LICENSE 99 83 83
3011 BUSINESS LICENSE & PERMIT 74 - -
3012 BUILDING STRUCTURES & EQUIPMENT 14,169 12,766 11,651
3013 CERTIFICATE OF OCCUPANCY 347 450 450
3014 REFRIGERATION & PLUMBING PERMIT 5,259 2,600 2,600
3015 ELECTRICAL PERMIT 2,662 2,250 2,250
3016 PUBLIC SPACE EXCAVATION PERMIT 639 600 600
3021 VENDOR BONDS (NET OF REFUNDS) 870 1,500 1,500
3023 OTHER LICENSE FEES 1" " 1"
3024 BANKING LICENSE AND FEES 9 10 1"

TOTAL BUSINESS LICENSES AND PERMITS 47,936 | 37,221 39,704

NONBUSINESS LICENSES AND PERMITS

3100 HACK AND LIMO LICENSES & FEES 50 55 55
3101 DRIVERS LICENSE 3,169 3,100 3,100
3106 CHANGE OF ADDRESS FEE 2 2 2
3120 BOAT REGISTRATION 184 165 165
3141 RECIPROCITY PERMIT 734 750 750
3145 PERSONALIZED TAGS 87 9% 9
3147 DCTC ISSUANCE 179 180 180
3148 TEMPORARY DEALER TAGS 29 28 28
3149 TRANSFER OF TAGS 56 67 67
3150 VEHICLE REGISTRATION 21,584 26,745 26,700
TOTAL NONBUSINESS LICENSI|ES AND PERMITS 26,074 31,187 31,141
TOTAL LICENSES AND PERMITS 74,010 68,408 70,845
FINES AND FORFEITURES
5010 TRAFFIC FINES - RED LIGHT CAMERAS 5,101 4,903 4,255
5010 TRAFFIC FINES - 1501 73,022 71,407 712,215
5011 PHOTO RADAR ENFORCEMENT 21,848 31,866 28,216
5020 SALE OF ABANDONED PROPERTY 6,243 900 91
5030 BOOTING FEES 495 510 546
5040 TOWING FEES - RSC 1505 206 225 253
5050 IMPOUNDMENT FEES - RSC 1506 326 360 405
5060 FINES AND FORFEITURES - OTHER 171 466 475
TOTAL FINES AND FORTEITURI?S 108,012 110,637 107,336
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Figure 4-31 (continued)

General Purpose Non-Tax Revenue, by Source, Fiscal Year 2005-2007

($ thousands)

MISCELLANEOUS
5300 WASA - PILOT 11,207 10,035 11,109
5600 INTEREST INCOME 26,052 38,000 41,000
5700 UNCLAIMED PROPERTY 29,240 17,900 18,000
6100 SALE OF SURPLUS PROPERTY 436 436 436
6101 BUS SHELTER ADVERTISEMENT 1,697
6102 REIMBURSEMENTS-0THER 33
6103 REIMBURSEMENTS - USMS 24,869 - -
6106 OTHER REVENUE 3,019 1,159 1,159
6107 CIVIL INFRACTIONS 214 100 100
6108 COCOT REGISTRATION 6 2 -
6111 OTHER REVENUE - OTHER 2,666 8,181 5121
6118 PRIOR YEAR COST RECOVERY 14,828 5,000 5,000
6129 CONSUMER PROTECTION FUND 3
6301 SSI PAYBACK 8
9205 SODA COMMISSIONS 1 4 4
9206 PAY PHONE COMMISSIONS 1 - -

TOBACCO RESIDUALS 4,781 4,851 3,949

TOTAL MISCELLANEOUS 119,061 85,668 85,878

CHARGES FOR SERVICES
53200 TELECO REGISTRATION 1 1" 10
3201 HOME OCCUPATION LICENSE 60 65 68
3202 BOILER INSPECTION PERMITS 119 50 52
3204 ELEVATOR INSPECTION 30 265 279
3206 FINGERPRINTS, PHOTOS 425 292 307
3207 REINSTATEMENT INSURANCE FEES 3,717 2,246 2,366
3207 OTHER SERVICE CHARGES 2,184 4,165 4,388
3208 REPRODUCTION OF REPORTS 2,371 2,421 2,550
3210 TRANSCRIPT OF RECORDS 336 363 382
3210 TAX CERTIFICATES 423 218 230
3211 FIREARM USER FEE 343 143 150
3214 MOTOR VEHICLE INSPECTION FEE 5,312 6,050 6,374
3215 VEHICLE TITLES 2,377 2,917 3,073
3216 RE-INSPECTION FEES 15 1 1
3217 INSPECTION LATE FEE 1 1 1
3219 WHARVES AND MARKETS 426 396 418
3220 SURVEYOR FEES 489 405 427
3221 DEED RECORDATION FEES 10,504 10,966 11,553
3222 CORP RECORDATION 8,984 7,023 9,334
3223 PARKING FEES/PERMITS 2,534 3,223 3,395
3228 CONDO REGISTRATION 179 22 23
3235 SPECIAL PURPOS REVENUES 59 8,859 7,400
3236 RE-INSPECTION FEES 8
3310 INVESTMENT ADVISORS ACT 325 an 437
3400 PARKING METERS - RESC 1256 10,112 - -

TOTAL CHARGES FOR SERVICES 51,344 50,513 53,218
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Figure 4-31 (Continued)

General Purpose Non-Tax Revenue, by Source, Fiscal Year 2005-2007

($ thousands)
Actual Estimate | Estimate
Comptroller Object Code Object Title 2005 FY 2006  FY2007
TOTAL NON TAX REVENUE 352,427 315,226 317,277

OTHER FINANCING SOURCES

6104 |LOTTERY TRANSFER

71,450 72,000 72,100

TOTAL OTHER FINANCING SOURCES

71,450 72,000 72,100

TOTAL NON-TAX AND OTHER FINANCING SOURCES

423,877 | 387,226 | 389,377

There is evidence many wealthy District
residents, potentially subject to the estate
tax, have enhanced their wealth positions in
recent years. And this is believed to have
been a factor in $29.3 million being collect-
ed in FY 2005, a 10.5 percent increase over
the prior year. However, given that national
and local economic growth is due to slow in
coming years beginning in FY 2006 and a
strong recovery in the stock market does not
appear to be on the horizon, estate tax col-
lections are expected to gradually decline for
FYs 2006 to 2010.

In FY 2006, $21.4 million is expected for
estate tax collections, a 26.8 percent decline
over 2005 revenue (see table 4-29). In FY
2007, $20.1 million is expected, represent-
ing a 6.3 percent further decline over 2006.

Non-Tax Revenues

General Purpose Non-Tax Revenues
Total general purpose non-tax collections are
estimated to be $315 million in FY 2006.
This is $37.2 million or 10.6 percent less
than FY 2005 estimated non-tax revenue
collections. Factors contributing to this
decrease in general purpose non-tax revenue
in FY 2006 include the following:

Collections from licenses and permits are
estimated to be 7.6 percent lower than FY
2005 estimated revenues. This is due to the
fact that some insurance licenses are renewed
every other year, creating a cyclical trend in
annual collections.

Collections from fines and forfeitures are
estimated to be 2.4 percent higher in FY
2006 than in FY 2005 due to a $10 million
increase in photo radar enforcement collec-
tions in FY 2006.

Collections from charges for services are
estimated to be 1.6 percent lower in FY 2006
than in FY 2005 due to a $2.0 million
decrease in corporate recordation, and a
$10.1 million decrease in parking meter col-
lections shifting to special purpose funds.

Collections from miscellaneous revenues
are estimated to be 28 percent lower in FY
2006 than in FY 2005 due to a $25 million
shift in U.S. Marshal’s Service (USMS) reim-
bursements out of non-tax revenues to a spe-
cial purpose revenue fund.

Special Purpose

Non-Tax Revenue

Special purpose non-tax revenues, often times
referred to as O-Type or Other revenues, are
funds generated from fees, fines, assessments,
or reimbursements that are dedicated to the
District agency that collects the revenues to
cover the cost of performing the function.
The “dedication” of the revenue to the col-
lecting agency is what distinguishes this rev-
enue from the general-purpose non-tax rev-
enues. The legislation that creates the fee, fine
or assessment must stipulate its purpose-des-
ignation and must also state whether any
unspent funds are to retain designation at the
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Table 4-32

Motor Fuel Tax Dedicated to the Highway Trust Fund, Fiscal Years 2004-2009

($ thousands)

FY2005 | FY 2006 FY 2007 FY2008  |FY 2009 FY 2010
Revenue Source (Actual) | (Estimate)| (Estimate) | (Projected) (Projected) |(Projected)
Motor Fuel Tax $27,867 $27,817 $27,948 $28,079 $28,211 $28,471

conclusion of the fiscal year or revert to gener-
al-purpose funds. Unspent revenue in certain
funds cannot revert to general purpose funds.
Dedicated revenues limit the use of the
District's General Fund revenue by earmarking
a portion of the revenue for special purposes.
Prior to FY 2002 dedicated non-tax revenues
were not considered local revenues and as such
were reported differently in the Comprehensive
Annual Financial Report (CAFR) and reported
with the District's federal and private grants in
the Financial Plan.

In FY 2007 the District is anticipating
$368.7 million in revenue and use of fund bal-
ance of $109.9 million for a total of $478.5
million to cover the cost of performing the
functions associated with these resources. The
use of fund balance is a one-time revenue

source and as such is not projected for future
years. Table 4-40 (at the end of this chapter)
shows the dedicated non-tax revenue by
source.

Special Funds

The District operates several special funds
financed by tax revenues. These revenues are
not available to the general fund and the
Appropriated Budget.

Convention Center Fund. Beginning in
FY 1999, the formula financing the
Convention Center Fund includes only sales
tax revenue from hotels, restaurants, rental
vehicles, and sale of pre-paid phone cards.
Prior to FY 1999, revenues from a 5 percent
surtax on franchise taxes and a $1.50 tax on
each hotel room-night were dedicated to the

Table 4-33
Ballpark Fee Schedule
Gross Receipts Fee Approximate # of Feepayers
$5,000,000 - $8,000,000 $5,500 486
$8,000,001 - $12,000,000 $10,800 300
$12,000,001 - $16,000,000 $14,000 155
Greater than $16,000,001 $16,500 359
Table 4-34
Ballpark Fund Revenue, Fiscal Years 2005-2010
($ thousands)

FY2005 | FY2006 | FY 2007 FY2008 |[FY2009 |FY2010
Revenue Source (Actual) | (Revised) | (Original) | (Projected)|(Projected)|(Projected)
Ballpark Fee 16,207 14,000 14,000 14,000 14,000 14,000
Utility Taxes Dedicated to Ballpark 8,955 12,346 12,468 12,589 12,71 12,71
Stadium Revenue 8,547 11,348 12,500 19,808 18,596 18,301
Rent Payment** 0 0 0 3,500 3,750 4,000
Total Ballpark Fund Revenue 33,709 37,694 38,968 49,897 49,057 49,012

*NOTE: Utility tax collections for FY 2005 were for a nine-month period (January 2005 — September 2005).

**NOTE: Rent Payments paid by the team in FY 2005, FY 2006, and FY 2007 are not deposited into the Ballpark Revenue Fund. The rent payments are deposited
with the District of Columbia Sports and Entertainment Commission for the operations at RFK Stadium.
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Table 4-35
Neighborhood Investment Fund, Fiscal Years 2005-2010
($ thousands)

FY2005 | FY 2006 FY 2007 FY 2008 |FY 2009 FY 2010
Revenue Source (Actual) | (Revised)| (Original) | (Projected) (Projected)| (Projected)
Personal Property Tax 10,000 9,626 9,735 9,875 10,000 10,000

Convention Center Fund. These funding
sources were eliminated and replaced by a
larger share of the hotel sales tax dedicated to
that purpose. The hotel tax rate is 14.5 per-
cent—a 4.45 percent rate dedicated to the
Convention Center Fund and a 10.05 per-
cent rate to the District’s general fund. The
10 percent restaurant sales tax is divided so
that a 1 percent rate is dedicated to the
Convention Center Fund and a 9 percent
rate to the General Fund. (See table 4-22 for
more information.)

Highway Trust Fund. The motor fuel
tax is assessed at $0.20 per gallon. Motor
vehicle fuel tax revenue is deposited directly
into a special account, the Highway Trust
Fund, and is not general fund revenue. The
Highway Trust Fund uses both local-source
and federal matching funds to construct,
repair and manage eligible District roads and
bridges. Approximately 400 of the 1,020
miles (or 39.2 percent) of streets and high-
ways, as well as 229 bridges in the District,
are eligible for federal aid.

The motor fuel tax is levied on fuel whole-
salers, and yearly variations in tax collections are
primarily a function of fuel consumption.
District fuel tax cash collections for FY 2005
were $27.7 million, 4.2 percent more than in
FY 2004. The U.S. Energy Information Agency
has forecasted national fuel demand to grow an
average of 2.2 percent in 2006 and 2007 under
assumptions of continued economic growth.
This forecast was dated February 2006, before
consumer motor fuel prices began to settle near
record levels in the spring of 2006. This recent
development, which does not appear to be
reversing itself, is likely to temper the EIA's cur-
rent forecast. District fuel demand, and conse-
quent fuel tax revenue, is also expected to grow

but modestly. With the forecast for the local

economy remaining relatively strong and based on

a time series analysis of recent fuel tax revenue

trends, fuel tax revenues are forecasted to grow

approximately 0.47 percent per year beginning
in FY 2006. This amounts to $27.8 million in

FY 2006 and $27.9 million in FY 2007.
Beginning in FY 2007, the following addi-

tional revenue sources will be dedicated to the

Highway Trust Fund:

m  The incremental revenue from a 20 percent
increase in the right-of-way fees paid by
utility companies, which is estimated to
generate $6.5 million in FY 2007.

m The incremental revenue from a 20 percent
increase in the public space rental fees paid
on underground vaults, which is estimated
to generate $3.0 million in FY 2007.

m The incremental revenue from charging
cable companies 20 percent of the revised
right-of-way fee rates paid by utility compa-
nies, which is estimated to generate $4.1

million in FY 2007.

Ballpark Fund. The Ballpark Omnibus
Financing and Revenue Act of 2004 (the
“Ballpark Act”) provides for the creation of a
Ballpark Revenue Fund, into which the Chief
Financial Officer of the District (the “CFQ”) is
required to deposit “all receipts from those fees
and taxes specifically identified by any provi-
sion of District of Columbia law to be paid into
the fund and any rent paid pursuant to a lease
of the ballpark.” Those fees and taxes are
described below (see table 4-34), and include
the Ballpark Fee, utility taxes, stadium revenue
and rent. The Ballpark Revenue Fund will be
established within the District’s General Fund,
and will be pledged to pay debt service on the
District’s baseball stadium revenue bonds (the
“Baseball Stadium Bonds”).
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The Ballpark Fee is a gross receipts fee
that is levied on businesses within the District
with over $5 million in gross receipts, (see
table 4-33 for the fee schedule).

On or before December 1 of each year, the
CFO is required to compute the amount of
the Ballpark Fee collected in the prior fiscal
year and the amount estimated to be collect-
ed in the current fiscal year. If the estimate
for the current fiscal year is less than $14 mil-
lion, the CFO must calculate an adjustment
of the schedule to provide for an estimated
receipt of $14 million in the next fiscal year.
This adjusted schedule will then take effect
on the following October 1. The fees are due
in a single payment on June 15th annually.
The District expects to receive about $14 mil-
lion annually from the Ballpark Fee.

The District collects a fee of 11 percent of
the gross receipts from sales for nonresidential
customers of telephone companies, heating
oil companies, and gas companies. One-
eleventh of this fee is deposited into the
Ballpark Revenue Fund to be used for debt
service on the Baseball Stadium Bonds. The
District also collects a tax of $0.007 for each
kilowatt-hour of electricity delivered to non-
residential end-users in the District of
Columbia. $0.0007 out of every $0.007 is
deposited into the Ballpark Revenue Fund to
be used for debt service on the Baseball
Stadium Bonds. Taxes are remitted to the
District monthly. The District expects to
receive about $12 million in 2006 from these
utility taxes, increasing at approximately 1
percent per year.

The stadium-related sales tax streams
include:

m  Taxes on tickets sold. In addition to the
5.75 percent generally applicable tax,
there is an additional 4.25 percent
Stadium-specific tax.

m  Taxes on parking at the stadium for base-
ball games. This tax is a 12 percent gen-
erally applicable tax.

m  Taxes on stadium concessions (excluding
food and beverages). In addition to the
5.75 percent generally applicable tax, there
is an additional 4.25 percent Stadium-spe-
cific tax.

m  Taxes on food and beverages sold in the
stadium. This tax is a 10 percent general-
ly applicable tax, less one-tenth that must
be transferred to the Washington
Convention Center Authority Fund for
payment of debt service on Washington
Convention Center bonds.

The stadium rent payment amount is
based on a schedule of payments agreed upon
in the Baseball Stadium Agreement signed by
the team, the Mayor, and the District of
Columbia  Sports and Entertainment
Commission on September 29, 2004. The
payments in FY 2005 through FY 2007 are
not deposited in the Ballpark Revenue Fund.
Those rent payments are deposited with the
Districtc  of  Columbia  Sports  and
Entertainment Commission for the opera-
tions at RFK Stadium.

Neighborhood Investment Fund. In
2004 District legislation
Neighborhood Investment Fund and a
Neighborhood Investment Program which
dedicates approximately $10 million annually
from personal property tax revenue to pay for
a variety of community revitalization develop-
ment purposes, including commercial, resi-
dential, and civic uses for twelve priority
neighborhoods (see Table 4-35).

Housing Production Trust Fund. The
Housing Production Trust Fund Second
Amendment Act of 2002 requires that 15 per-
cent of the District’s deed recordation and
transfer tax revenue be transferred to the
Housing Production Trust Fund annually.
The Housing Production Trust Fund provides
funds for the acquisition, construction and
rehabilitation of affordable multifamily hous-
ing projects. Funds newly dedicated to hous-
ing production will be $50.5 million in FY
2006 and $50.6 million in FY 2007 (see table
4-30).

created a
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The FY 2007 Budget includes a policy
proposal to increase deed transfer and recor-
dation tax rates which will increase the rev-
enue going to the Housing Production Trust
Fund. For more information on this increase
and its impact on the Housing Production
Trust Fund see the Policy Proposals section of
this chapter and see the Policy Proposals sec-
tion of Table 4-15.

School Modernization Fund. In FY
2006, the District enacted the School
Modernization Financing Act of 2006 which
establishes the Public School Capital
Improvement Fund for the purpose of fund-
ing capital improvements throughout the
District of Columbia school system. The rev-
enue source for this fund, beginning in FY
2007, is the first $100 million of non-dedi-
cated sales tax revenue. Beginning in FY
2008, the amount of funds transferred to the
Public School Capital Improvement Fund is
increased by the Construction Cost Index.
(See Table 4-21 for the amount of sales tax
transferred to  the Public Capital
Improvement Fund in each year of the
Financial Plan).

Comprehensive Housing Task Force
Fund. The Fiscal Year 2007 Budget Support
Act of 2006 establishes the Comprehensive
Housing Task Force Fund. This fund will
support a number of affordable housing ini-
tiatives including rent supplements, work-
force housing and energy assistance. The
funding source for this fund is a portion of
the increase in the deed transfer and recorda-
tion tax rates. In FY 2007 the estimated
amount being transferred to the fund is $40.3
million. (See the Policy Proposals portion of
Table 4-15 for the amount of deed taxes
transferred to the Comprehensive Housing
Task Force Fund in each year of the Financial
Plan).

Policy Proposals

The Fiscal Year 2007 Budget Support Act
contains a number of policy proposals that
affect District of Columbia revenues:
m  Change the tax treatment of CareFirst,
m Deed tax increase,
m  Quality Teacher Incentive Act,

m  Unfoldment, Inc. Equitable Real Property
Relief Act,
m Transfer DDOT O-type revenue,

m Increased compliance enforcement.

Change the Tax Treatment of CareFirst
Under current law, the insurance premiums
tax rate charged to CareFirst is 1.0 percent,
instead of the full 1.7 percent insurance pre-
miums tax rate. This lower rate was contin-
gent upon CareFirst establishing an open
enrollment program and depositing the rev-
enue from the 1.0 percent tax into a Rate
Stabilization Fund. However, the open
enrollment program has not been established
to the full satisfaction of the District. In fact,
in FY 2004, at the request of the Department
of Insurance, Securities and Banking,
CareFirst returned $2.776 million in insur-
ance premiums taxes to the District’s General
Fund.

The proposed change in law would
increase the insurance premiums tax rate on
CareFirst to the full 1.7 percent and deposit
the entire amount into an Affordable Health
Coverage fund, which will be used by the
Department of Health to fund health cover-
age programs for District residents. The rev-
enue increase from this proposed change in
law is $3.5 million.

Deed Tax Rate Increase

This proposal increases the deed recordation
and transfer tax rates on commercial sales and
on residential sales above $400,000 from 1.1
percent to 1.45 percent. The proposal, in
effect, implements a two-tiered tax rate sys-
tem for residential deed recordation and
transfer taxes- a combined 2.2 percent on
home sales of $400,000 and below and 2.9
percent for home sales above $400,000. This
proposal will generate gross revenue of $101
million in FY 2007 with $15.1 million (15
percent of the gross) transferred to the
Housing Production Trust Fund and $40.3
million dedicated to the Comprehensive
Housing Task Force Fund. The remainder of
the revenue, $45.5 million, is local fund rev-
enue.
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Quality Teacher Incentive Act

This legislation would allow District teachers
to deduct from gross income expenses paid for
class room materials and supplies as well as
tuition paid for post-graduate education and

professional development. This proposal will
reduce revenue by $0.257 million in FY 2007.

Unfoldment, Inc. Equitable Real Property
Tax Relief Act of 2006

This legislation would waive real property
taxes, interest and penalties on Unfoldment,
Inc. and refund taxes paid by Unfoldment,
Inc. for property located on lot 804, square
5984 in Ward 8 and on lot 826, square 6129
in Ward 8. Unfoldment, Inc. is a community-
based non-profit organization that provides
residential group home services for older
teenage boys in the District foster care system.
The waiver and refunds are for the period of
time from FY 2002 through the first half of FY
2006 when the District stored property and
client records on the site, making it unusable
to Unfoldment. At present, Unfoldment, Inc.
is renovating the properties and has reapplied
for tax exempt status. This proposal will
reduce revenue by $0.088 million in FY 2007.

Transfer of Department of
Transportation 0-Type Revenue to the
Local Fund

This proposal reflects the one-time transfer of
anticipated  unspent  Department  of
Transportation O-type revenue in the amount

of $436,000 to the local fund.

Increased Compliance Enforcement

This proposal comprises several initiatives by
the Office of Tax and Revenue to increase
compliance in the reporting and paying of
District taxes. The initiatives include: full
implementation of the Clean Hands by all DC
agencies issuing licenses; reducing the rate of
fraud associated with Schedule C filings, the
earned income tax credit (EITC), and the sales
and use tax; greater auditing of the District’s
Homestead program; and stepping up the
identification and review of vacant properties
to reduce the number of exceptions. The
increased compliance enforcement efforts are

estimated to generate $49.0 million in FY
2007.

Procedures for Estimating

Revenue

The process of estimating revenue begins a

year in advance. The estimates for FY 2007,

for instance, were begun in September 2005.
In September we issue a revenue call to all

agencies requesting reports and projections on

the amount of user fees, fines, and other types
of non-tax income agencies expect to gener-
ate.

Economic forecasting assumptions for the
District are received from two nationally
known economic analysis and forecasting
firms, Global Insight, Inc. (formerly DRI-
WEFA) and Economy.com, in late summer or
late fall. These assumptions help us build the
base for growth over the forecast horizon.

During the late summer and throughout
the fall, analysts maintain contact with people
throughout the District government who are
knowledgeable of the collection of all tax and
non-tax revenues. This includes the Office of
Tax and Revenue and agencies that have user
fees or that impose fines. This gives us a good
feel for progress in meeting the current year's
goals and for understanding likely trends in
the near future.

Analysts follow the year-end closing to be
aware of accounting issues that might affect
revenues — for instance, changes in accounts
receivable or reserves that might impact rev-
enue numbers.

Two advisory groups help us understand
the economy:

m The first, a technical advisory group,
meets in December and June and is com-
posed of experts in revenue forecasting.
Membership includes representatives from
the Congressional Budget Office (CBO),
the Richmond Federal Reserve, the
Commonwealth of Virginia, the State of
Maryland, and other jurisdictions and
related organizations.

m  The second advisory group, composed of
knowledgeable local business representa-
tives, advises us about current economic
trends and helps us understand where the
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private sector thinks things are heading.
This group meets with us in February and
July. Members of this group represent the
hotel and tourism industry, real estate and
housing, banking and finance, neighbor-
hood groups, downtown development
interests, the education sector, and other
interests.

Updated economic assumptions are
received from forecasting firms in January.
This allows us to fine-tune our projections
based on the most recent data available before
the final forecasts are released.

At the end of January, CBO releases its
Winter Report. This provides recent and
valuable guidance on where the national
economy is expected to go over the next ten
years. As the national economy has a great
deal of impact on the D.C. economy, this
report is a valuable tool in the final stages of
the revenue estimation process.

Subsequent steps in revenue estimating
are part technical and part investigative.

The technical part of revenue estimating
involves using econometric methods to find
statistically valid models that replicate past
collections and project confidence intervals
for future collections. The models use
explanatory variables to account for revenue
collections over time relying on relationships
between (a) the money collected by the
District in a given tax type, and (b) econom-
ic variables that track the underlying tax base.
For example, in the unincorporated business
tax, one model shows a strong lagged rela-
tionship between employment in construc-
tion and activity in the real estate market (as
measured by collections in the transfer tax).
This makes sense given that much of the
activity that is taxed by the unincorporated
business franchise tax is in the real estate and
construction segments of the D.C. economy.
The economic forecasting variables are used
directly in these methodologies.

The rest of the process is where the inves-
tigating comes into play. The next step is to
incorporate the revenue impact of legislation
and additional factors that cannot be cap-
tured by econometric models. For instance,

when we were developing revenue projections
prior to the opening of the new convention
center we knew there would be an impact in
the amount of revenue generated by the sales
tax, particularly at the restaurant and hotel
sales tax rates. No econometric model can
capture this impact. However, an estimate of
the impact must be included in our revenue
projections.

The final step is to run a reality check on
the numbers produced. To do this, we com-
pare the projected trends with those of the
Congressional Budget Office and neighbor-
ing jurisdictions. If our projections are sub-
stantially different for individual income tax
collections than what CBO is projecting, for
example, we need to explain the difference.
This helps ensure that our understanding and
knowledge of the fundamentals of a tax type
are consistent with those of other profession-
als in the field. The pattern of changes over
the projection horizon is also scrutinized in
this phase of the process. A dramatic jump or
drop from one period to the next needs to be
understood.

For the FY 2003 estimates, we contracted
with KPMG to review our data and estimat-
ing methodologies, determine whether the
methodologies are correctly implemented,
and recommend changes where they find
areas of weakness. Overall, they concluded
that ORA uses sound methodologies and
implements them competently. They also
found that the greatest cause of uncertainty
in the estimates is the quality of the data.

Additional Information on D.C.
Revenues

Table 4-36 through 4-40 provide additional
detail on what the District taxes and collects,
at what rates, and how much revenue these
taxes and non-tax revenues yield. Table 4-41
identifies legislation that was a) enacted sub-
ject to appropriation, or inclusion in the
Budget and Financial Plan, and b) enacted
with a fiscal impact and not included in the
FY 2006 baseline. All legislation included in
this table is accounted for in the FY 2007
Budget and Financial Plan, except for D.C.
Law 16-98.

FY 2007 Proposed Budget and Financial Plan
4-46



. __________________________________________________________________________________________________________________________|
Table 4-36

Percentage Changes in General Fund, Local Revenue by Source

(percentage changes from prior FY, except where noted)

FY 2004 | FY 2005 FY2006 | FY2007 | FY 2008 | FY 2009 FY 2010
(Actual) |(Actual) (Rev.) (Rev.) | (Proj) | (Proj.)| (Proj)

Revenue Source  ($ thousands)
Real Property 947,690 1.7% 5.1% 16.2% 9.1% 6.7%| 54%
Transfer to TIF - NA NA -32% -88% 49%| -12%
Real Property (net) 947,690 1.7% 4.9% 16.2% 9.1% 6.7% | 54%
Personal Property 63,558 29.1% -21.8% 1.1% 14% 17%| 1.0%
Transfer to Neighborhood Investment Fund - NA -37% 1.1% 1.4% 1.3%| 00%
Personal Property (net) 63,558 13.4% -24.3% 1.1% 1.4% 18%| 1.2%
Public Space 16,728 -6.6% 9.3% 1.8% 1.7% 16%| 15%
Transfer to DDOT - NA NA 1.8% 1.7% 1.6%| 15%
Total Property 1,027,976 115% 16% 15.5% 88% 65%| 53%
General Sales (gross) 732,994 16.6% 8.1% 5.7% 5.4% 48% | 5.0%
Convention Center Transfer (61,977) 25.0% 0.9% 0.1% 52% 52%| 52%
Transfer to TIF - NA NA -3.9% -83% -1.1% 03%
Transfer to DDOT capital (parking tax) - NA NA 1.0% 1.0% 1.0%| 00%
Transfer to Ballpark Fund - NA 32.8% 10.2% 58.5% 6.1%| -16%
Transfer to School Modernization Fund - NA NA NA 6.0% 6.0%| 60%
General Sales (net) 671,017 14.5% 3.2% 6.1% 49% 51% | 52%
Alcohol 5,090 -0.8% -0.8% -0.7% 0.7% -06%| -06%
Cigarette 20,765 76% -9.4% -25% -25% -25% | -25%
Motor Vehicle 40,437 4.8% 4.7% 4.7% 4.7% 47% | 47%
Motor Fuel Tax 32,256 -13.6% 0.2% 0.5% 0.5% 05%| 09%
Transfer to Highway Trust Fund (32,256) -13.6% -02% 05% 05% 05%| 09%
Total Sales 737,309 13.7% 295% -5.4% 47% 49%| 50%
Individual Income 1,042,309 11.3% 5.1% 0.0% 5.5% 6.0%| 6.0%
Corporation Franchise 168,353 16.1% 125% -04% 6.2% 50%| 4.0%
U. B. Franchise 88,347 32.3% 8.7% 8.9% 9.9% 96% | 96%
Total Income 1,299,009 134% 6.3% 0.7% 6.0% 62%| 6.1%
Public Utility (gross) 169,494 2.7% -104% 6.4% 0.0% 0.0%| 0.0%
Transfer to Ballpark Fund - NA 14.1% 1.3% 1.3% 13%| 00%
Public Utility (net) 169,494 -2.0% -11.6% 6.8% 0.1% 01%| 00%
Toll Telecommunication (gross) 54,951 1.0% -16% 0.0% 0.2% 0.0%| 0.0%
Transfer to Ballpark Fund - NA 247.9% 0.1% 0.0% 00%| 00%
Toll Telecommunication (net) 54,951 0.7% 5.7% 0.0% 0.2% 00%| 0.0%
Insurance Premiums 47,452 3.0% 5.5% 27% | -15.1% 00%| 0.0%
Healthcare Provider Tax 0 NA NA 37.5% 0.0% 00%| 0.0%
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Table 4-36 (continued) .
Percentage Changes in General Fund, Local Revenue by Source

(percentage changes from prior FY, except where noted)

FY 2004 | FY 2005 FY2006 (FY 2007 | FY2008 |FY 2009 RY 2010
(Actual) |(Actual) (Rev.) (Rev) | (Proj.) (Proj.) |(Proj.)
Revenue Source  ($thousands)
Transfer to Nursing Facility
Quality of Care Fund - NA NA 37.5% 0.0% 00% | 00%
Baseball gross receipts tax - NA -13.6% 0.0% 0.0% 0.0% | 0.0%
Transfer to Ballpark Fund - NA -136% 0.0% 0.0% 00% | 00%
Total Gross Receipts 271,897 09% -1.3% 45% -31% 00% | 0.0%
Estate 26,466 105% -26.8% -6.3% -36% -36% | 0.0%
Deed Recordation (gross) 193,555 -1.8% -1.4% 0.2% 5.2% 89% | 9.8%
Transfer to HPTF (29,033) -1.8% -1.4% 02% 52% 89% | 98%
Deed Recordation (net) 164,522 -1.8% -1.4% 0.2% 5.2% 89% | 9.8%
Deed Transfer (gross) 143,232 26% 1.5% 0.2% 54% 9.3% |10.6%
Transfer to HPTF (21,485) 26% 10.0% 9.8% 9.8% 98% | 9.8%
Deed Transfer (net) 121,747 2.6% 1.5% 0.2% 54% 9.3% | 10.6%
Economic Interests 16,269 -34.9% -24.5% 0.0% 0.0% 00% | 0.0%
Total Other Taxes 329,004 0.8% -3.3% 0.2% 46% 81% | 94%
TOTALTAXES 3,665,195 10.6% 26% 37% 6.0% 58% | 55%
Licenses & Permits 61,505 20.3% -16% 36% -3.2% 45% | -41%
Fines & Forfeits 99,478 8.6% 24% -3.0% -3.8% -31% | -35%
Charges for Services 53,705 -4.4% -1.6% 54% -1.4% 32% | 0.0%
Miscellaneous Revenue 109,011 9.2% -28.0% 0.2% 8.1% 72% | 62%
TOTAL NON-TAX 323699 89% -106% 07% 0.0% 26% | 0.1%
Lottery/Interfund Transfer 73,500 -2.8% 0.8% 0.1% 0.0% 0.0% | 0.0%
TOTAL LOCAL FUND REVENUE 4,062,394 102% 1.5% 35% 55% 55% | 51%
Revenue Changes
Triggered by May Revision 0 NA NA -69.6% 11.2% 127% | 121%
NET LOCAL FUND
REVENUE 4,062,394 102% 1.5% 35% 55% 55% | 51%
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Table 4-37

Changes in General Fund, Local Revenue by Source
($ thousands change from prior FY, except where noted)

FY2004 | FY2005 | FY 2006 FY 2007 FY2008 | FY2009 |FY 2010
Actual Actual Revised | Revised | Projected| Projected| Projected

Revenue Source Level
Real Property 947,690 110,410 54,337 179,842 117,443 94,580 81,796

Transfer to TIF - - (2411) 78 205 (105) 27
Real Property (net) 947,690 110,410 51,926 179,920 117,648 94,475 81,823
Personal Property 63,558 18,510 (17,893) 725 935 1,139 670

Transfer to Neighborhood

Investment Fund - (10,000) 374 (109) (140) (125) -
Personal Property (net) 63,558 8,510 (17,519) 616 795 1,014 670
Public Space 16,728 (1,100) 1,449 304 295 288 269

Transfer to DDOT - - (17,077) (304) (295) (288) (269)
Total Property 1027976 | 117,820 18,779 180,536 118,443 95,489 82493
General Sales (gross) 732,994 121,351 68,806 52,882 53,154 49,447 53,660

Convention Center Transfer ~ (61,977) (15,513) (720) (40) (4,063) (4,275) (4,503)

Transfer to TIF - - (11,044) 427 884 105 (25)

Transfer to DDOT capital

(parking tax) - - (30,000) (300) (303) (306) -

Transfer to Ballpark Fund - (8,547) (2,801) (1,152) (7,308) 1212 295

Transfer to School

Modernization Fund - - - (100,000) | (6,000) (6,360) (6,742)
General Sales (net) 671,017 97,291 24,241 (48,183) 36,364 39,823 42,685
Alcohol 5,090 (39) (38) (36) (33) (32) (30)
Cigarette 20,765 1,571 (2,098) (514) (501) (488) (475)
Motor Vehicle 40,437 1,943 1979 2,072 2,168 2,210 2,316
Motor Fuel Tax 32,256 (4,389) (50) 131 131 132 266

Transfer to Highway Trust Fund (32,256) | 4,389 50 (131) (131) (132) (266)
Total Sales 737,309 100,766 24,084 (46,661) 37,998 41573 44,556
Individual Income 1,042,309 [ 117,765 58,631 38 67,459 77,013 81,836
Corporation Franchise 168,353 27,139 24,508 (936) 13,550 11,640 9,704
U. B. Franchise 88,347 28519 10,133 11,265 13,651 14,646 15,950
Total Income 1299009 ( 173423 93,272 10,367 94,660 103299 (107,490
Public Utility (gross) 169,494 4,591 (18,085) 10,042 1 - 1

Transfer to Ballpark Fund - (8,046) (1,138) (119) (121) (122) -
Public Utility (net) 169,494 (3,455) (19,223) 9,923 (120) (122) 1
Toll Telecommunication (gross) 54,951 534 (878) 5 109 21 18

Transfer to Ballpark Fund - (909) (2,253) 3 - - -
Toll Telecommunication (net) 54,951 (375) (3,131) 2 109 21 18
Insurance Premiums 47,452 1,436 2712 1,400 (8,000) - -
Healthcare Provider Tax 0 0 8,000 3,000 0 0 0

Transfer to Nursing

Facility Quality of Care Fund - - (8,000 (3,000) -
Baseball gross receipts tax - 16,207 (2,207) -

Transfer to Ballpark Fund - (16,207) 2207 - - - -
Total Gross Receipts 271,897 (2,394) (19,642) 11,325 (8,011) (101) 19
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Table 4-37(Continued)

Changes in General Fund, Local Revenue by Source
($ thousands change from prior FY, except where noted)

FY2004 | FY2005 | FY 2006 FY 2007 FY 2008 | FY2009 | FY 2010
Actual Actual Revised | Revised | Projected| Projected| Projected
Revenue Source Level
Estate 26,466 2,791 (7,837) (1,348) (720) (695) (5)
Deed Recordation (gross) 193,555 (3,507) (2,697) 375 9,668 17,627 21,008
Transfer to HPTF (29,033) 526 405 (56) (1,450) (2,644) (3,151)
Deed Recordation (net) 164,522 (2,981) (2,293) 319 8,218 14,983 17,857
Deed Transfer (gross) 143,232 3,698 2,265 328 8,119 14,692 18,337
Transfer to HPTF (21,485) (555) (340) 49) (1,218) (2.204) (2.751)
Deed Transfer (net) 121,747 3,143 1,925 279 6,901 12,488 15,586
Economic Interests 16,269 (5,676) (2,593) 0 0 0 0
Total Other Taxes 329,004 272) (10,798) (750) 14,399 26,776 33,438
TOTALTAXES 3,665,195 | 386,892 105,695 154,816 257,489 267,036 | 267,997
Licenses & Permits 61,505 12,505 (5,602) 2431 (2,241) 3,057 (2,956)
Fines & Forfeits 99,478 8,534 2,625 (3,301) (4,115) (3,231) (3,493)
Charges for Services 53,705 (2,361) (831) 2,705 (758) 1,701 14
Miscellaneous 109,011 10,050 (33,393) 210 6,975 6,671 6,194
TOTAL NON-TAX 323,699 28,728 (37,201) 2,051 (139) 8,198 (241)
Lottery/Interfund Transfer 73,500 (2,050) 550 100 0 0 0
TOTALLOCAL
FUND REVENUE 4062394 | 413570 69,044 156,967 257,350 275234 | 267,756
Revenue Changes
Triggered by May Revision 0 - (908) 632 (31) (39) (42)
NET LOCAL FUND REVENUE 4062394 | 413570 68,136 157,599 257,319 215195 | 267,714
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Table 4-38

Summary of Major Taxes in the District of Columbia, Fiscal Year 2006

PART A—GENERAL FUND TAXES

FY 2005
TAX DESCRIPTION OF WHAT ISTAXED RATE ACTUAL REVENUE
($in thousands)
REAL PROPERTY All real property, unless expressly exempted, is subject to the real The District's Real Property Tax Year is $1,058,100
TAX property tax and is assessed at 100% of market value. With the October 1 through September 30.
property tax year beginning October 1, 2002, the District of
Columbia increased the number of property classes from two to Property Class  Tax Per $100 of Value
the following three classifications of property: Class —improved Class | $0.921
residential real property thatis occupied and is used exclusively Class I $1.85
for nontransient residential dwelling purposes; Class I—commer- Class Il $5.00
cial property; Class lll—unimproved or abandoned property. The
District's Real Property Tax Year is October 1 through September /1 For owner occupied residential real
30. property, the first $60,000 of Assessed
Value is exempt from the tax.
D.C. Code Citation: Title 47, Chapter 7 - 14.
PERSONAL All tangible property, except inventories, used or available for use $3.40 per $100 of assessed value $72,068
PROPERTY in a trade or business.
TAX D.C. Code Citation: Title 47, Chapter 15-17. Note: As of July 31, 2000, both an accel-
. erated depreciation schedule for com-
puter equipment; and a $50,000 taxable
value threshold on personal property
are adopted.
SPACE Commercial use of publicly owned property between the property ~ Various rates for the following: $15628
RENTAL line and the street. Vault, Sidewalk (Enclosed and
D.C. Code Citation: Title 7, Chapter 10. Unenclosed cafes). Surface, and Fuel
Qil Tank
Note: All revenue will be dedicated to
DOT as Special Purpose Revenue
SALES AND All tangible personal property and certain selected services, sold A five-tier rate structure is presently in $768,308 (a)
USE TAX or rented to businesses or individuals at retail in the District. effect:
Groceries, prescription and non-prescription drugs, and residen- 5.75% General rate for tangible
tial utility services are among those items exempt from the sales personal property and
tax. selected services,
9% Liquor sold for off the
The use tax is imposed at the same rates sales tax rate on pur- premises consumption
chases made outside the District and then brought into the 10% Restaurant meals, liquor for
District to be used, stored or consumed, providing that the pur- consumption on the premis-
chaser has not paid the sales tax on the purchases to another es,rental vehicles
jurisdiction. 12% Parking motor vehicles in
D.C. Code Citation: Title 47, Chapters 20 and 22. commercial lots
14.5% Transient accommodations
Note: The following portions of the sales
tax go to the Convention Center Fund:
1% of sales tax from restaurant meal
etc., and 445% of transient accommo-
dations. Sales tax on internet access is
eliminated. In addition, 50% of the 12%
parking in commercial lots will be dedi-
cated to DOT as Special Purpose
Revenue, and 50% to capital fund.
Revenue
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ALCOHOLIC Alcoholic beverages manufactured by a holder of a manufactur- Beer --$2.79 per 31 gallon barrel $5,051
BEVERAGE er's license and beverages brought into D.C. by the holder of a Light wine <14% alcohol —30¢ per gal
TAX wholesaler's or a retailer's license. Heavy wine >14% alcohol — 40g per gal
D.C. Code Citation: Title 25, Chapter 1. Champagne/sparkling wine- 45¢ per gal
Spirits -- $1.50 per gallon
CIGARETTE The sale or possession of cigarettes in the District. Cigarettes $1.00 per package of twenty cigarettes $22,336
TAX sold to the military and to Federal Government are exempt.
D.C. Code Citation: Title 47, Chapter 24.
MOTOR VEHICLE Issuance of every original and subsequent certificate of title on Based on manufacturer's shipping weight $42,380
EXCISE TAX motor vehicles and trailers. 6% of fair market value-3,499 Ibs or less
D.C. Code Citation: Title 50, Chapter 22. 7% of fair market value-3, 500 Ibs to 4,999 lbs
8% of fair market value-over 5,000 Ibs
INDIVIDUAL INCOME  The taxable income of an individual who is domiciled in the For Calendar Year 2004: $1,160,074
TAX District at any time during the tax year, or who maintains an Taxable Income Tax Rate
abode in the District for 183 or more days during the year. First $10,000 45%
D.C. Code Citation: Title 47, Chapter 18 Over $10,000, but $450 + 7.0% of
Not over $40,000 excess over
$10,000
Over $40,000 $2,100 + 8.7% of
Excess over
$40,000
CORPORATE Netincome of corporations having nexus in the District. All cor- The franchise tax rate is 9.975 percent of $195492
FRANCHISE TAX porations engaging in a trade, business or profession in the taxable income, a 9.5 percent rate plus a
District of Columbia must register. surtax equal to 5 percent of the base
D.C. Code Citation: Title 47, chapter 18. rate...
U.B. Net income of unincorporated businesses with gross receipts The franchise tax rate is 9.975 percent of $116,866
FRANCHISE TAX over $12,000. A 30% salary allowance for owners and a $5,000 taxable income, a 9.5 percent rate plus a
exemption are deductible from net income to arrive at taxable surtax equal to 5 percent of the base
income. A business is exempt if more than 80% of gross income rate.
is derived from personal services rendered by the members of the
entity and capital is not a material income-producing factor. A
trade, business or professional organization which by law, cus-
toms or ethics cannot be incorporated is exempt.
D.C. Code Citation: Title 47, chapter 18.
PUBLIC UTILITY Gross receipts of gas, electric and local telephone companies. 10% of gross charges - residential $166,039(b)
TAX D.C. Code Citation: Title 47, Chapter 25 11% of gross charges — non-residential
Note: 1% of non-residential is dedicated
to financing construction of new base-
ball stadium.
TOLL TELECOM- Gross receipts of companies providing toll telecommunication 10% of gross charges - residential $54,576 (b)
MUNICATIONS TAX service in the District. 11% of gross charges — non-residential
D.C. Code Citation: Title 47, Chapter 38. Note: 1% of non-residential is dedicat-
ed to financing construction of new
baseball stadium.
INSURANCE Gross insurance premiums received on risks in the District, less 1.7% on policy and membership fees $48,888
PREMIUMS TAX premiums received for reinsurance assumed, returned premiums and net premium receipts

and dividends paid to policyholders. The tax is in lieu of all other
taxes except real estate taxes and fees provided for by the
District's insurance law.

D.C. Code Citation: Title 35; Title 47, Chapter 26.
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ESTATE TAX The estate of every decedent dying while a resident of the Tax due is determined by using Form DC $29,257
District, and on the estate of every nonresident decedent owning Estate Tax Computation Worksheet after
property and having a taxable situs in the district at the time of his computing the exempted amounts..
or her death.
D.C. Code Citation: Title 47, Chapter 19.
DEED The recording of all deeds to real estate in the District. The basis 1.1% of consideration or fair market $161,541 (c)
RECORDATION of the tax is the value of consideration given for the property. value
TAX Where there is no consideration or where the consideration is Note: 15% of real estate transfer tax will
nominal, the tax is imposed on the basis of the fair market value of  be deposited into the Housing
the property. Production Trust Fund.
D.C. Code Citation: Title 45, Chapter 9.
DEED Each transfer of real property at the time the deed is submitted for ~ 1.1% of consideration or fair market $124,890 (c)
TRANSFER recordation. The tax is based upon the consideration paid for the value
TAX transfer. Where there is no consideration or where the amount is Note: 15% of real estate transfer tax will
nominal, the basis of the transfer tax is the fair market value ofthe  be deposited into the Housing
property conveyed. Production Trust Fund.
D.C. Code Citation: Title 47, Chapter 9.
ECONOMIC The economic interest transfer tax is triggered by either one of 2.2% of consideration or fair market $10,593
INTEREST the following two (2) elements: 1) 80% or more of the assets of value
TAX the entity consist of real property located in the District of
Columbia; or 2) more than 50% of the controlling interest of the
corporation is being transferred. The consideration is what is
paid for the interest being transferred. If there is no tangible con-
sideration, then the tax basis will be the assessed value of the
property owned by the corporation.
D.C. Code Citation: Title 42, Chapter 11.
TOTAL GENERAL FUND TAXES: $4,052,087
(a) (b) (c)
PART B—OTHER SELECTED TAXES
TAX DESCRIPTION OF WHAT ISTAXED RATE FY 2005 REVENUE
MOTOR VEHICLE Every importer of motor fuels including gasoline, diesel fuel, ben- 20 cents per gallon (entire tax dedicated $25912
FUEL TAX zol, benzene, naphtha, kerosene, heating oils, all liquefied petrole- to Highway Trust Fund)
um gases and all combustible gases and liquids suitable for the
generation of power for the propulsion of motor vehicles.
D.C. Code Citation: Title 47, Chapter 23
Source of General Fund Revenue amounts: Government of the District of Columbia Comprehensive Annual Financial Report, Year Ended September 30, 2005.
Notes:
(a)Amount excludes transfers to the Convention Center Fund.
(b)Amount excludes portion of revenue dedicated to financing construction of a new baseball stadium.
(c)Amount excludes transfers to the Housing Production Trust Fund.
Revenue
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Tax Expenditures

The District of Columbia Code requires the Chief Financial
Ofticer to prepare a Tax Expenditure Budget for Fiscal Year 2003

and biennially afterwards. This appendix contains the Fiscal Year
2007 Tax Expenditure Budget.

Background
Tax expenditures are revenue losses that arise from provisions of the District's tax laws intended to achieve
public objectives by reducing the tax liabilities of particular groups of taxpayers, or even individual tax-
payers. They are called expenditures because their public purposes also could possibly be achieved by D.C.
Government outlays. Tax expenditures take the following forms:
»  exclusions of particular kinds of income, property, sales, etc., from taxation;
exemptions of particular classes of individuals or entities from taxation;
deductions from income or property valuation;
deferrals of taxation; and
credits against tax liabilities.
Determining whether any particular exclusion, deduction, or credit constitutes a tax expenditure is a
matter of judgment. There are several possible considerations such as:
»  whether the particular provision is a departure from a "normal" tax structure;
»  whether the provision reduces taxes for particular types of persons or entities; and
»  whether there is a plausible public purpose for the provision.

In this tax expenditure budget, we rely on all of these considerations. Characterizing a provision as a
tax expenditure does not indicate the desirability of the provision. That is a matter for the policy mak-
ers.

Findings
The provisions of D.C. tax law identified as tax expenditures for this budget are shown in the table. They
are grouped into major categories according to the broad policy objectives of the tax expenditures, and
then grouped by the type of tax (income, real property, sales, etc.). Many of the income/franchise tax
expenditures arise from federal income tax exclusions, deductions, etc. that are incorporated into D.C. law
by general references to Federal law; these are identified by the square "bullet" between the item number
and the description. The remaining tax expenditures are explicitly provided for in the D.C. Code.

The table identifies 160 separate tax expenditure items. For some items, separate estimates of the rev-
enue losses could not be made. About half the listed tax expenditure items are reductions in D.C.
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income/franchise tax revenue that result from federal preferences that "flow through" to D.C. tax returns.
Approximately 80 percent of the sum of all D.C. tax expenditures estimated arises from items that derive
from explicit provisions of D.C. law.

Uses of the Estimates

Tax expenditures potentially support various kinds of analysis. For example, by comparing budget expen-
ditures and tax expenditures we get a more complete picture of public resources devoted to achieving pol-
icy goals. The text accompanying the estimates in the 2003 budget volume illustrated such analysis in the
areas of housing and education. For some tax expenditures, the policy objective is not apparent. In such
cases, we have simply included the expenditures in an "other objectives" category. The discussion in the
2003 volume suggested that the purposes of some tax expenditure items do not fall into ordinary expen-
diture categories such as housing and education. Such alternative purposes would include, for example:
tax simplification, reciprocity between the District and the States, and population policy (making the
District an attractive domicile for mobile citizens who could reduce their tax obligations by moving else-
where).

A special case of tax preferences with obscure objectives is quite prominent in this tax expenditure bud-
get: tax exemptions for the Federal Government and for embassies, chanceries, and the like, of foreign
governments. For these tax preferences, it is clearly fruitless to consider possible motivations of the
Government of the District of Columbia, since the preferences arise not from actions of that government
but from the United States Constitution and federal law elaborated in decisions of the federal courts. It
could be argued that, since these preferences do not result from deliberate choice of the District, they
should not be considered tax expenditures. This tax expenditure budget nevertheless includes them to
facilitate comparison of the magnitudes of these preferences and of other tax expenditures.

FY 2007 Proposed Budget and Financial Plan
4-68



Table 4-42
District of Columbia Tax Expenditure Estimates for Fiscal Years 2006-2009 by
Objective Category and Type of Tax

Estimates in thousands of dollars
(rounded to nearest ten thousand)

Tax Expenditure 2006 2007 2008 2009
Housing
Income/Franchise Tax
exclusion of interest on state and local "private activity" bonds
issued to support:
1w rental housing 470 500 550 590
2w owner-occupied housing mortgage subsidy 1,090 1,150 1,270 1,340
3 ® veterans' housing 50 70 70 70
4 " exclusion of capital gains income on sale of principal residence 27.930 30,850 34,080 42,090
5 uaccelerated depreciation on rental housing 3,190 3,340 3,500 3,700
6 ® deferral of income from post 1987 installment sales 800 820 830 850
7 itemized deduction for mortgage interest on owner-occupied
~ dwellings 36,760 40,740 44,800 48,200
8 itemized deduction for state and local property tax on owner-
“occupied dwellings 7,660 6,530 6,590 6,550
9 D.C. credit for rehabilitation of a dwelling in a Historic
Preservation District 1,250 1,250 1,250 1,250
10 D.C. credit for certain low income homeowners for increase in
real property tax 1,400 1,400 1,400 1,400
1 D.C. credits and deductions for employer-assisted home
purchases 3,690 3,690 3,690 3,690
Real Property Tax
12 homestead exemption 50,780 50,780 50,780 50,780
13 abatement and credits for rehabilitation of single family
residential property located in an enterprise zone 2,300 2,300 2,300 2,300
14 50 percent abatement for properties whose owner engaged in a
Housing Assistance Payment Contract 1,000 1,000 1,000 1,000
15 property tax abatements for new residential developments 4,300 4,300 4,300 4,300
Education
Income/Franchise Tax
exclusion of interest on state and local "private activity" bonds
issued to support:
16 ® student-loans 330 350 390 410
17 = private nonprofit educational facilities 1,100 1,160 1,280 1,370
exclusion of:
13 interest on savings bonds redeemed to finance educational
expenses 40 40 40 40
19 ® scholarship and fellowship income 1,220 1,270 1,320 1,370
20 ® employer-provided educational assistance 490 520 550 580
deferral for contributions to:
21 ® state prepaid tuition plans 970 1,110 1,270 1,450
22 ® education Individual Retirement Accounts 160 200 250 320
23 # deduction for student-loan interest 1,490 1,510 1,530 1,550
24 # parental personal exemption for students age 19 or over 1,620 1,140 1,070 980
95 itemized deduction for charitable contributions to educational
entities 4,670 5,130 5,420 5,800
26 D.C. 529 college saving program 620 620 620 620
Tax Expenditures
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Table 4-42 (continued)
District of Columbia Tax Expenditure Estimates for Fiscal Years 2006-2009 by
Objective Category and Type of Tax

Estimates in thousands of dollars
(rounded to nearest ten thousand)

Real Property Tax

27  exemptions for property of educational institutions 45,170 48,100 51,230 54,560
Deed Recordation and Transfer Taxes

28 for property purchased by educational institutions 390 410 440 470

H ealth and H ealthcare
Income/Franchise Tax

exclusion of interest on state and local "private activity" bonds

29 w. . . 1,850 1,950 2,160 2,310
issued to support hospital construction

30 exclu§1on of employ.rer contributions for medical insurance 147,690 163320 179.280 196,160
premiums and medical care

31 # deduction for medical insurance premiums of self-employed 2,850 3,110 3,410 3,740

32 # deduction for contributions to medical Savings Accounts 2,040 2,950 3,910 4,410

33 itemized deduction for charitable contributions to health 4900 5.190 5,540 5.040

" related entities
34 # itemized decuction for medical expenses 9,810 11,810 14,430 17,160
Insurance Premium Tax

exemption for health insurance companies that provide

35 . 6,160 7,580 9,310 11,450

subsidized open enrollment coverage

Real Property Tax
36 exemption for hospitals 13,240 14,010 14,830 15,690

E conomic Development

Income/Franchise Tax

exclusion of interest on state and local "private activity" bonds

issued to support:
37 ® energy facilities 100 100 110 110
38 m airport, dock, and similar facilities 810 860 960 1,030
39 # small manufacturing facilities 2,830 2,950 3,240 3,430
40 # expensing of certain small investments 1,320 1,530 1,530 1,530
41 g accelerated depreciation of buildings other than rental housing -650 -420 -160 -350
42w accelerated depreciation of machinery and equipment 30,380 32,260 32,260 32,260
43w deduction of qualified business activity income 630 1,270 1,310 1,340
44w deduction of loss from sale of small business corporation stock 50 50 50 50
5, exception from passive loss rules for $25,000 of rental real 6.110 5,980 5,810 5640

estate loss
46w excess bad debt reserves of financial institutions 10 10 0 0
o incentives for businesses in empowerment zones, enterprise 1,100 1,220 1,340 1,580

communities, and renewal communities
48  D.C.economic development zone credits 260 240 240 240
Real Property Tax

exemption for properties owned by D.C. Redevelopment

49 . 7,860 7,880 7,890 7,900
Authority

50  deferral of tax for the Bureau of National Affairs 1,000 -8,000 0 0

5 Cxemption for properties of the Washington Metropolitan 9410 9,540 9,680 9,820

Transportatiion uthority
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Table 4-42 (continued)
District of Columbia Tax Expenditure Estimates for Fiscal Years 2006-2009 by
Objective Category and Type of Tax

Estimates in thousands of dollars
(rounded to nearest ten thousand)

Tax Expenditure 2006 2007 2008 2009
Sales Tax (included in Sales Tax under other purposes
52 exclusion of energy products used in manufacturing
53 exclusion of materials used in war memorials
54 exclusion of materials used in supermarkets
Various Taxes
55  incentives for qualified high technology companies 900 900 900 900
Income Security and Social Services
Income/Franchise Tax
exclusion of:
58 m interest on life insurance savings 13,770 14,320 15,580 17,990
59 ® certain foster care payments 370 380 380 380
60 = workers' compensation benefits 6,680 6,880 7,110 7,380
61 = special benefits for disabled coal miners 40 40 30 30
62 = public assistance benefits 380 390 410 430
63 w® railroad retirement system benefits 690 670 640 660
64 = Social Security benefits for retired workers 34,290 34,710 35,880 36,680
65 m  Social Security benefits for disabled 6,750 7,280 7,670 8,100
66 = Social Security benefits for dependents and sutvivors 7,050 7,160 7,210 7,260
67 = veterans' pensions 110 110 110 110
68 m GI Bill education benefits 140 170 200 230
69 = assistance for adopted foster children 270 290 310 340
70 = military disability pensions 190 190 200 200
N u income of trusts to finance supplementary unemployment 390 410 430 430
benefits
72 ® veterans' death benefits and disability compensation 2,950 3,090 3,200 3,320
73w employer contributions for premiums on group term life 2300 2430 2,500 2570
insurance
74 - .em}.)%oy%er contributions for premiums on accident and 320 330 340 360
disability insurance
76 = employer provided child care 900 1,020 1,070 1,120
77 = employer sponsored adoption assistance 450 470 480 490
78 ® employer contributions to Employer pension plans 56,040 58,380 53,520 50,920
79 =  contributions to Keogh plans 6,290 6,710 7,320 7,970
80 = employee contributions to Individual Retirement Accounts 2,270 3,210 3,860 4,460
81 = itemized deduction for casualty losses 6,020 6,140 6,490 6,720
2 DC exclusion of up to $3000 of federal and D.C. pension 8710 8710 8710 8710
income
83w D.C.- child and dependent care credit (32 percent of federal 2100 1390 1,340 1,270
credit) *
84 ® D.C. carned income credit (35 percent of federal credit) * 31,680 32,180 33,440 34,440
85 D.C. exclusion of Social Security income included on Federal 9310 9,580 9.860 10,140
return
86  D.C. additional exemption for blind 20 20 20 20
87  D.C. additional exemption for eldetly 2,500 2,500 2,500 2,500
88  D.C. low-income credit 2,400 2,400 2,400 2,400
89  D.C. credit for property tax 2,500 2,500 2,500 2,500
Tax Expenditures
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Table 4-42 (continued)
District of Columbia Tax Expenditure Estimates for Fiscal Years 2006-2009 by
Objective Category and Type of Tax

Estimates in thousands of dollars
(rounded to nearest ten thousand)

Tax E xpenditure 2006 2007 2008 2009
Real Property Tax
90  low income exemption 9,670 9,670 9,670 9,670
91  senior citizen exemption 30,160 32,780 35,140 35,140
92 percentage limit on annual real property tax increase 101,030 164,610 213,990 256,790
93 exemption for properties of charitable organizations 12,020 12,580 13,160 13,760
Sales Tax (estimates included under other objectives

94 groceries
95  medicines, drugs, medical devices
96 sales by 501(c)(4) organizations
97  sale of food at cost by non-profit organizations
98  sale of food and beverages by senior centers to residents
99 sale of food purchased with food stamps
Deed Recordation and Transfer Taxes
exemption of property puchased by a qualifying lower

100 income household 2,290 2,450 2,620 2,810
101 exemption of property puchased by charitable entities 190 200 200 200
Cultural E nrichment
Income/Franchise Tax
102 = exclusion of parsonage allowances 370 400 420 450
103 deduction for charitable contributions, other than education 43,540 46,160 49,230 52,760
and health
Real Property Tax
104 exemption for libraries 300 320 350 370
105  exemption for churches, synagogues, and mosques 33,820 34,870 35,950 37,060
106 exemption for cemeteries 3,590 3,710 3,820 3,940
Deed Recordation and Transfer Taxes
1g7 ~cxemption for property purchased by churches synagogues, 90 9 100 100
and mosques
Public Safety
Income/Franchise Tax
108  D.C. police officer first-time homebuyer income tax credit 50 50 50 50
Real Property Tax
109 D.C. five-year police officer first-time homebuyer credit 90 90 90 90
E nvironmental Protection
Income/Franchise Tax
110 éxclusl<)n of interest on state and local "private activity' b('n“lf‘ls 530 550 610 640
™ issued to support water, sewage, and hazardous waste facilities
111 = exclusion of conservation subsidies provided by public utilities 70 70 70 70
112 = expensing of environmental remediation costs 50 30 0 -20
113 = deduction for part of cost of clean-fuel burning vehicles 30 80 50 50
Real Property Tax
114 condominium trash credit 1,870 1,920 1,970 2,010
Other Objectives
Income/Franchise Tax
exclusion of :
115 = interest on public purpose State and local bonds 9,070 9,590 10,610 11,380
16 = benefits, allowances, and certain pay to armed forces 3360 3390 3420 3460
personnel
117 = income earned abroad by U.S. citizens 2,500 2,610 2,750 2,910
118 =  certain allowances for Federal employees abroad 36,810 38,750 40,690 42,620
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Table 4-42 (continued)
District of Columbia Tax Expenditure Estimates for Fiscal Years 2006-2009 by
Objective Category and Type of Tax

Estimates in thousands of dollars
(rounded to nearest ten thousand)

Tax E xpenditure 2006 2007 2008 2009

119 w  step-up basis of capital gains at death 40,880 44,960 49,450 50,530

120 = employer paid meals and lodging (other than military) 990 1,030 1,080 1,120

121 w  extraterritorial income 3,290 1,300 80 40

122 w cancellation of indebtedness 50 50 50 50

123 w  reimbursed employee parking expenses 3,040 3,200 3,370 3,540

124 = employer-provided transit passes 610 700 790 880

125 = inventory property sales source rules exception 1,270 1,390 1,540 1,680

126 » credit union income 1,030 1,090 1,160 1,240
expensing of:

127 w  research and experimentation expenditures 6,000 5,300 4,740 4,060

128 = exploration and development costs, fuels 490 630 600 470

129 = multiperiod timber growing costs 190 200 220 220

130 ® exploration and development costs, nonfuel minerals 0 0 0 0

131 = certain agricultural capital outlays 10 10 10 10
deferral of tax on

132 w interest on U.S. savings bonds 1,120 1,130 1,140 1,160

133 = income from controlled foreign corporations 8,410 9,000 9,630 10,290

134 = capital construction funds of shipping companies 0 0 0 0

135 ® gain on sale of farm refiners 0 0 0 0

136 = percentage depletion, fuels 490 500 480 470

137 = depletion, nonfuel minerals 210 220 230 230

138 » itemized deduc.tion for state and local taxes paid, other than 800 710 730 740
real estate and income taxes

139 exception from passive loss rules for working interest in oil and 20 20 20 20
gas wells

140 D.C. exclusion of interest on U.S. obligations or securities 4,000 4,000 4,000 4,000
Real Property Tax

141 cxemp-ﬁon for embassies,chanceries, and associated properties 39,340 41,960 44760 47,740
of foreign governments

142 propern:cs exempt by act of Congress; or multi-purpose 86.220 07510 110,290 124730
exemptions

143 exemption for property of the Federal Government 508,820 516,210 523,720 531,330
Sales Tax.

144 exemption of sales: 970,290 1,028,070 1,079,800 1,136,030

145 to the Federal Governement

146 to state and local governments

147 to semi-public institutions

148 to public utility companies

149 other exemptions

150 exemption of sales of professional and personal services 309,750 334,470 357,090 377,620
Deed Recordation and Transfer Taxes
exemption of transfers:

151 of proPerdcs purchased by foreign governments for 170 130 190 200
embassies and related uses

150 of properties purchased by entities established by acts of 310 320 340 370
Congress

153 of properties purchased by miscellaneous exempt entities 60 60 70 70
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Table 4-42

District of Columbia Tax Expenditure Estimates for Fiscal Years 2006-2009 by
Objective Category and Type of Tax

Estimates in thousands of dollars
(rounded to nearest ten thousand)

T ax E xpenditure 2006 2007 2008 2009
Addendum: Recently Enacted Tax Expenditures

154  Disabled Person Tax Reduction Act 3,630 3,680 3,780 3,780
155  Disabled Property Owners Tax Reduction Act 1,490 1,640 1,780 1,900
156 Limited Equity Cooperative Tax Fairness Act 200 220 240 260
157 Affordable Housing Preservation Tax Assessment Act 420 460 490 530
158 Real property tax exemptions for particular properties or 2120 1,040 1,080 1,110
owners
159 Family property recordation and transfer tax exemption 40 40 40 40
160 Low-income property tax deferral 2,000 2,300 2,100 1,900
Notes

#ltems that "flow through" to the D.C. income tax rules from federal income tax rules.

* Figures include estimated outlays for refundable part of the credit.
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