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 | $3825936 | $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%

FY 2007 Proposed Budget and Financial Plan
4-6



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 09%
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
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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 1,345111 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

FY 2007 Proposed Budget and Financial Plan
4-14



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 4,977,366 5,136,425 5,449,690