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Budget and Taxation

Washington County - Maintenance of Effort - Lease Payment Exclusion

This bill, for Washington County only, excludes lease payments made by a local board of
education to a private entity holding title to school property from the State’s public school
maintenance of effort (MOE) requirement, beginning in fiscal 2016. The county
government must identify a lease payment as being excluded from the MOE calculation at
the time of the initial execution of the lease contract. The bill does not apply to any leases
entered into before the effective date of the bill.

The bill takes effect July 1, 2015.

Fiscal Summary
State Effect: None. State education aid expenditures are not affected.

Local Effect: Washington County government is relieved from the MOE requirement with
respect to specified lease payments made by the local school board, thus providing greater
budgetary flexibility. Total annual Washington County expenditures for public schools is
not significantly altered.

Small Business Effect: None.

Analysis

Current Law: Chapters 306 and 307 of 2004, Public School Facilities Act, authorized a
private entity to hold the title to property used for a particular public school or local school
system if the private entity is contractually obligated to transfer the title to the appropriate
local board of education on a specified date. The conveyance of title of school property to
a private entity for a specified term may not be construed to prohibit the allocation of



construction funds to an approved school construction project under the Public School
Construction Program. A local board of education may convey or dispose of surplus land
in exchange for public school construction or development services.

Maintenance of Effort

Under the MOE requirement, each county government (including Baltimore City) must
provide on a per pupil basis at least as much funding for the local school board as was
provided in the prior fiscal year. Statute exempts from the MOE calculation specified
nonrecurring costs as approved by the Maryland State Department of Education (MSDE),
the cost of any program that has been shifted from the local school board’s operating budget
to the county operating budget, and debt service payments for school construction.
The Budget Reconciliation and Financing Acts of 2011 and 2012 (Chapter 397 of 2011
and Chapter 1 of the 2012 first special session) provided one-year exemptions from MOE
for a county (including Baltimore City) that shifted recurring health care costs for
current retirees to the local school board if those costs were reduced the following year.
Chapter 647 of 2013 made this exemption permanent and also exempted total retiree health
costs shifted to a local board from MOE if a county dedicates any additional State aid
received as a result of the shift to public school construction.

Chapter 6 of 2012 requires a county governing body to apply to the State Board of
Education for a waiver from the State’s MOE requirement if the county is unable to fund
the full MOE amount. If a county does not receive a waiver from the State board, it must
fund the full MOE amount or the State will intercept the county’s local income tax revenues
in the amount by which the county is below MOE and forward the funds to the local school
board. Counties that receive waivers and are making above-average education effort may
request “rebasing waivers” that allow limited decreases to their annual MOE amounts if
they can demonstrate ongoing problems with meeting MOE.

Local Fiscal Effect: Washington County government is relieved from maintaining per
pupil MOE funding from year to year with respect to lease payments for school facilities.
This leasing arrangement is permitted under law to facilitate the use of alternative financing
mechanisms to allow local school systems to contract with the private sector to construct
or renovate public school buildings. Since fiscal 2011, Washington County’s appropriation
to its local school system has been practically equal to its MOE requirement each year.
Therefore, the bill will allow Washington County greater budgeting flexibility but will not
significantly alter its total annual appropriation to Washington County Public Schools.

MSDE indicates that the lease payments excluded from MOE by the bill may be considered
functionally equivalent to debt service (which is excluded under current law) in that such
lease payments can serve as a financial instrument to obtain the construction of a school
facility. Washington County advises that no such lease agreement is currently in place.
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Further, MSDE advises that since fiscal 2006, all requested lease payment exclusions from
MOE (which take the form of nonrecurring cost exclusions) have been approved by MSDE.
Assuming that this practice will continue under current law, the impact of the bill therefore
may be limited to relief to Washington County from the procedural tasks of applying for
such nonrecurring cost exclusions.

Additional Information
Prior Introductions: None.
Cross File: None.

Information Source(s): Washington County, Maryland State Department of Education,
Department of Legislative Services

Fiscal Note History:  First Reader - March 10, 2015
min/rhh

Analysis by: Scott P. Gates Direct Inquiries to:
(410) 946-5510
(301) 970-5510
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