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DEC 16 2005

The Honorable Anthony A. Williams
Mayor of the District of Columbia

1350 Pennsylvania Avenue, NW — 6™ Floor
Washington, DC 20004

The Honorable Linda W. Cropp

Chairman

Council of the District of Columbia

1350 Pennsylvania Avenue, NW — Suite 504
Washington, DC 20004

Dear Mr. Mayor and Chairman Cropp:

I am pleased to certify, as of December 2005, revenue estimates for FY 2006-2010. Total non-
dedicated General Fund revenues for FY 2006, after tax policy changes, are estimated to be $4,495.4
million, a $29.5 million increase over the September 2005 estimate. FY 2007 projected revenue is
$4,722.4 million, which is $30.0 million more than previously projected.

The December revenue estimate and projections are based on FY 2005 preliminary end of year
revenue totals and baseline. The additional revenues are due mainly to stronger than forecasted
growth in the individual income and public utilities gross receipts taxes and higher than expected
collections from interest income in the non-tax category. The individual income estimate reflects
strong employment and earnings growth for District residents over the past year while the higher
gross receipts tax is fueled mainly by higher energy prices. Revenue from interest income is due to
higher interest rates as the Federal Reserve Bank continues to pursue its high interest rate policy. The
expected revenues, as compared to the September 2005 quarterly estimate, are as follows:

(IS Fy FY FY FY
2000 2007 2008 2009 2010

Local Source. General Fund Revenue Estimate

¢S million)

Total Non-dedicated General Fund revenue estimate,

December 2005 4,519.7 | 4,748.7 | 5,023.2 | 5,311.4 | 5,595.3
Impact of policy changes triggered by December 2005 estimate (24.3) (26.3) (28.4) (30.1) (31.9)
Non-dedicated General Fund revenue estimate December

2005, net of triggered policy changes 4,495.4 4,722.4 | 4,994.8 | 5,281.3 | 5,563.4
Compare to: Non-dedicated General Fund revenue estimate,

September 2005, net of tax policy changes 44659 | 4,692.4 | 4,968.4 | 5257.7 -
Net change over September 2005 estimate after triggered

policy changes 29.5 30.0 26.4 23.6 -
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The following is the history of the FY 2006 estimate and FY 2007 projection since the February 2005

estimate that was the basis for the FY 2006 budget:

FY 2006 & FY 2007 Certification History ($ millions)

Summary FY 2006 FY 2007
Non-dedicated General Fund Certified Revenues, est. of Feb 2005 4,515.1| 4,746.1
Added May 2005 40.0 43.6
Tax policy changes June 2005 (119.4)] (125.5
June 2005 Estimate Net of Tax Policy Changes 4,435.7| 4,664.2
Added September 2005 51.7 51.9
Non-dedicated General Fund Certified Revenues, est. of Sept 2005 4,487.4| 4,716.1
Policy changes triggered by Sept 2005 estimate (21.5)]  (23.7)
Sept 2005 Certified Revenues Net of Tax Policy Changes 4,465.9| 4,692.4
Added December 2005 53.8 56.3
Non-dedicated General Fund Certified Revenues, Dec 2005 4,519.7| 4,748.7
Policy changes triggered by Dec 2005 estimate (24.3)] (26.3
Dec 2005 Certified Revenues Net of Tax Policy Changes 4,495.4| 4,722.4

The revised revenue estimate triggers the following tax reductions and expenditures as incorporated

into the FY 2006 Budget Support Act:

Triennial Group Taxable Assessment Disparity Correction Act of 2005 | (19.2) (21.0) (22.8) (24.4) | (26.1)
Disabled Person Tax Reduction Act of 2005 (3.6) (3.7 (3.8) 38| (3.8

Disabled Property Owners Tax Reduction Act of 2005 (1.5) (1.6) (1.8) (1.9 | (2.0)
Total @43) | (263 | @8.4)| (30.0) | (3L9)

This revenue estimate is made from an economic backdrop that continues to look strong for the
District. Specifically, wage and salary employment located in the District continues to grow. At

the end of the third quarter of 2005, overall jobs in the District increased by 10,800 jobs (1.6 %)
from a year earlier. The District’s private sector employment grew at a rate of 2.3%, faster than

the national rate of 1.8%. District job gains were especially strong in the professional service,

non-profit service, and hospitality sectors, with the employment of District residents showing an

increase. In the third quarter of 2005, District resident employment was up by 8,600 jobs, for an
increase of 2.7% from a year earlier. Similarly, wage growth has continued to be strong in the

District of Columbia. In the second quarter of 2005, wages earned in District were 6.8% higher

than a year earlier, and wages earned by District residents were an estimated 5.6% higher.
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Although there are some signs of moderation in the growth of the real estate market in some
regions, the District real estate market remains very strong. On the residential side, single family
unit sales declined 9.0% in the end of the third quarter, but condominium sales for the same
period were up 3.1%. Furthermore, average home prices continue to increase, with the end of FY
2005 showing price increases of 23.3% for single family homes and 18.5% for condominiums.
On the commercial side, the District remains one of the strongest markets in the nation. At the
end of FY 2005, the commercial vacancy rate stood at 5.2%, a decrease from FY 2004. The
value of commercial sales in the first two quarters of FY 2005 was 16.6% greater than in FY
2004. Additionally, a price appreciation of 35.2% in the average price per square foot more than
offset a 13.8% decline in the number of square feet sold.

The District hospitality sector also experienced very strong growth in 2005. Hotel industry
indicators were once again very strong in FY 2005, with room sales revenue up 16.1% over the
prior year, showing gains in both the occupancy rate and average daily rate of rooms.

Going forward, the District’s favorable economic and revenue outlook will remain strong for
several reasons. First, housing demand is high throughout the Washington, D.C. metropolitan
area and specifically in the District. Locations within the District boundaries are increasingly
desirable because of growing traffic congestion into and out of the city. Additionally, the tourism
and hospitality sector continues to show strong growth while the District at large is investing
significantly in increased amounts of housing stock. Growing expenditures by the federal
government are fueling the District economy, as are investments in economic development.
Economic development in the District is bearing dividends in tourism and retail establishments
by attracting demand from suburban malls, and development of “nightlife” in downtown.

Still, there are risks to the current strong economic growth. Risk factors to the District’s
economy include the uncertain nature of the current national economic recovery, especially
consumer expenditures. Cutbacks in federal spending as part of efforts to reduce federal budget
deficits could also significantly impact the District. A stock market downturn, rising interest
rates and inflation, or even a sharp downturn in the District or regional real estate markets all
pose significant risks to the current economic outlook. Finally, geo-political and security issues
that have been at the forefront after September 11 and the ongoing Iraq war remain a source of
risk to the District economy. As a result, we continue to watch the economy and revenue very
closely and will keep you abreast of any changes in the outlook.

If you have any questions regarding this matter, please contact me on (202) 727-0065.

Sincerely,

inancial Officer

Enclosures
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DISTRIBUTION LIST

Councilmember Carol Schwartz (At-Large)
Councilmember Kwame Brown (At-Large)
Councilmember David Catania (At-Large)
Councilmember Phil Mendelson (At-Large)
Councilmember Jim Graham (Ward 1)
Councilmember Jack Evans (Ward 2)
Councilmember Kathieen Patterson (Ward 3)
Councilmember Adrian Fenty (Ward 4)
Councilmember Vincent Orange (Ward 5)
Councilmember Sharon Ambrose (Ward 6)
Councilmember Vincent Gray (Ward 7)
Councilmember Marion Barry (Ward 8)

Robert Bobb, Deputy Mayor and City Administrator
Alfreda Davis, Chief of Staff to the Mayor

Deborah K. Nichols, District of Columbia Auditor
Arte Blitzstein, Budget Director, Council of the District of Columbia
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Estimated Key Variables for the D.C. Economy for the Forecast Period FY 2001
through FY 2010: (Preliminary)

Fiscal Years 2001 act| 2002 act| 2003 act| 2004 act| 2005 est{ 2006 est| 2007 est| 2008 est| 2009 est]2010 est]
Gross State Product
($ billion) 61.71 66.26 69.71 75.11 80.80 85.70 90.30 9530 10040 105.95

6.0% 7.4% 52% 7.7% 7.6% 6.1% 5.4% 5.5% 5.4% 55%
Real Gross State
Product (billions of $00) 60.30 62.24 63.64 66.54 69.73 71.71 73.68 75.75 77.80 79.82
31% 3.2% 2.2% 4.6% 4.8% 2.8% 2.7% 2.8% 2.7% 2.6%
Personal Income
(8 billion) 24.94 25.87 26.60 28.24 30.27 32.06 33.94 35.85 37.89 40.09

10.9% 3.7% 2.8% 6.2% 7.2% 5.9% 5.8% 5.6% 57% 5.8%
Real Personal income

(billions of $2000) 24.53 25.10 25.31 26.29 27.40 28.14 29.00 28.95 31.01 32.18
8.5% 2.3% 0.9% 3.8% 4.2% 2.7% 3.1% 3.3% 3.6% 3.8%

Per Capita Income 43805 45786 47608 50,944 54585 57375 60,369 63,402 66,647 70,112

$) 11.2% 4.5% 4.0% 7.0% 7.1% 5.1% 5.2% 5.0% 51% 52%

Real Per Capita Income

($2000) 43,085 44417 45311 47417 49408 50,350 51,589 52,959 54551 56,289
8.7% 3.1% 2.0% 4.6% 4.2% 1.9% 2.5% 2.7% 3.0% 3.2%

Earnings of D.C.

Residents ($ billion) 17.91 18.71 19.37 20.85 22.56 24.02 25.45 26.90 28.45 30.01
14.6% 4.5% 3.5% 7.7% 8.2% 6.5% 5.9% 57% 5.8% 55%

Population ('000) 569.4 565.1 558.7 554.4 554.6 558.8 562.1 565.4 568.5 571.7
02%  -0.8% -1.1% -0.8% 0.0% 0.7% 0.6% 0.6% 0.5% 0.6%

Households ('000) 2490 2499 2518 2526 2534 2557 2578 2594 2609 2622

0.2% 0.4% 0.8% 0.3% 0.3% 0.9% 0.8% 0.6% 0.6% 0.5%

Civilian Labor Force

('000) 308.3 302.3 298.1 297.9 3016 304.7 307.7 310.0 311.7 313.5
-0.4%  -20%  -14%  -0.1% 1.2% 1.0% 1.0% 0.8% 0.5% 0.6%

At-Place Employment

('000) 654.3 661.8 665.9 670.5 677.9 685.6 692.3 698.8 705.4 7121
1.4% 1.1% 0.6% 0.7% 1.1% 1.1% 1.0% 0.9% 0.9% 0.9%

Resident Employment

('000) 289.8 2822 2772 2745 2782 2849 2875 2896 291.0 2924
-0.6% -2.6% -1.8% -1.0% 1.4% 2.4% 0.9% 0.7% 0.5% 0.5%
Unemployment Rate 6.0 6.7 7.0 7.9 77 6.5 6.5 6.6 6.6 6.7
Housing Starts 2450 2,450 2450 4,548 4,548 3,840 3,840 3,812 3912 3912
Housing Stock ('000) 273.7 2726 2741 274.4 274.4 276.5 278.8 280.4 281.9 283.5

-0.2% -0.4% 0.5% 0.1% 0.0% 0.8% 0.8% 0.6% 0.6% 0.6%

Change in S & P 500
Index of Common Stock -12.2% -16.0% -12.6% 19.8% 7.9% 6.6% 5.4% 6.7% 68% 64%
Interest rate on 10-year

Treasury notes (%) 52 48 39 43 42 48 5.2 53 5.4 54
Washington Area
Consumer Prices: %

change from prior year 2.9 2.2 3.0 2.5 3.7 3.7 2.3 23 2.3 23

Note: Estimated by the D.C. Office of Research and Analysis based on forecasts of the D.C. and national
economies prepared by Global Insight (Fall 2005) and Economy.com (Nov. 2005); on forecasts of the national
economy prepared by the Congressional Budget Office (August 2005) and Blue Chip Economic Indicators (Nov.
2005); on BLS labor market information from Oct. 2005; on the 2000 Census and Census Bureau estimates of the
2004 D.C. population (December 2004); on Bureau of Economic Analysis estimates of D.C. Personal Income (Sep.
2005); and on D.C. Office of Planning information on housing construction activity (Spring 2005).

ORA
December 12, 2005



