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December 13, 2012

The Honorable Martin O’Malley
Governor, State of Maryland
State House

Annapolis, Maryland 21401

Dear Governor O’Malley:

We are pleased to submit the fiscal policy recommendations of the Spending
Affordability Committee made during the 2012 interim. These recommendations were adopted
by the committee at its meeting on December 13, 2012. The committee reviewed data
concerning the economic condition of the State, revenue and expenditure trends during the past
several years, personnel data, the Transportation Trust Fund, and the results of the Capital Debt
Affordability Committee report.

Recommendations were made concerning the fiscal 2014 spending limit, future budget
sustainability, reserve fund balances, capital debt, transportation debt, and State positions.

The Spending Affordability Committee has completed its assigned tasks. As required by
law, the recommendations of the committee have been submitted to the Governor and the
Legislative Policy Committee.

We are most appreciative of the time and effort expended by each member of the
committee. A special note of thanks and appreciation is extended to the members of the Citizens

Advisory Committee for their valuable assistance and input.

Sincerely,

Delegate John L Bohanan, Jr. Senator James E. DeGrange, Sr.
Presiding Chair Senate Chair

Enclosure
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December 13, 2012

The Honorable Thomas V. Mike Miller, Jr., Co-Chairman
The Honorable Michael E. Busch, Co-Chairman
Members of the Legislative Policy Committee

Ladies and Gentlemen:

We are pleased to submit the fiscal policy recommendations of the Spending
Affordability Committee made during the 2012 interim. These recommendations were adopted
by the committee at its meeting on December 13, 2012. The committee reviewed data
concerning the economic condition of the State, revenue and expenditure trends during the past
several years, personnel data, the Transportation Trust Fund, and the results of the Capital Debt
Affordability Committee report.

Recommendations were made concerning the fiscal 2014 spending limit, future budget
sustainability, reserve fund balances, capital debt, transportation debt, and State positions.

The Spending Affordability Committee has completed its assigned tasks. As required by
law, the recommendations of the committee have been submitted to the Governor and the
Legislative Policy Committee.

We are most appreciative of the time and effort expended by each member of the
committee. A special note of thanks and appreciation is extended to the members of the Citizens

Advisory Committee for their valuable assistance and input.

Sincerely,

Delegate John L. Bohanan, Jr. Senator James E. DeGrange, Sr.
Presiding Chair Senate Chair
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2012 Spending Affordability Committee Report and
Recommendations to the Governor and the
Legislative Policy Committee

The Spending Affordability Committee was created in 1982 (Chapter 585). The
committee is composed of equal numbers of senators and delegates and include the presiding
officers, the majority and minority leaders, the chairmen of the fiscal committees (or their
designees), and other members appointed by the presiding officers. A citizen advisory
committee assists the committee.

The committee’s primary responsibility is to recommend to the Governor and the General
Assembly a level of spending for the State operating budget that is reflective of the current and
prospective condition of the State’s economy. Efforts to close the structural budget gap have
been the focus of the committee’s recommendations in recent years. The committee’s prior
recommendations and legislative action on the operating budget are reflected in the table on the
following page.

The committee notes that operating spending in relation to the State’s economy, as
measured by the personal income statistic, has fluctuated between 6.9 and 7.7%. The
unprecedented increases under the Bridge to Excellence in Public Schools Act raised spending as
a percentage of income during the period of 2004 to 2008. Personal income dropped
significantly in calendar 2009, causing a spike in the ratio to 7.6%, the highest level since 1990.
Conversely, rising income and reduced State spending caused the ratio to drop to 7.3% in 2010;
the rate has fluctuated between 7.3 and 7.4% since.

The committee notes that the State’s budgetary outlook shows modest improvement as
the State and nation slowly continue the recovery from the national recession that began in
December 2007. The actions taken in the First Special Session of 2012 to increase certain taxes
and the voter approval of an expanded gaming program at the November 2012 election have
improved the overall revenue and general fund outlook. Looming on the horizon, however, is
uncertainty about potential actions — or inaction — at the federal level to deal with the “fiscal
cliff,” which could significantly affect the State budget, revenue generation, and workforce.

The committee’s statutory responsibility is to consider spending in relation to the State’s
economy. In its review of the State’s economy, the committee considered income and wealth
factors in developing a broad understanding of Maryland’s economic position. In determining
the spending recommendation, the committee has considered economic performance, revenue
estimates, and budget requirements.
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Spending Affordability Committee’s Prior Recommendations and
Legislative Action on the Operating Budget

($ in Millions)
Committee Recommendation Legislative Action
Session Year Growth Rate Amount Growth Rate Amount

1983 9.00% $428.0 5.70% $269.8
1984 6.15% 326.7 8.38% 402.0
1985 8.00% 407.2 7.93% 404.6
1986 7.70% 421.5 7.31% 402.2
1987 7.28% 430.2 7.27% 429.9
1988 8.58% 557.5 8.54% 552.9
1989 8.79% 618.9 8.78% 618.2
1990 9.00% 691.6 8.98% 689.7
1991 5.14% 421.8 5.00% 410.0
1992 No recommendation 10.00% 823.3
1993 2.50% 216.7 2.48% 215.0
1994 5.00% 443.2 5.00% 443.2
1995 4.50% 420.1 4.50% 420.0
1996 4.25% 415.0 3.82% 372.8
1997 4.15% 419.6 4.00% 404.6
1998 4.90% 514.9 4.82% 506.6
1999 5.90% 648.8 5.82% 640.6
2000' 6.90% 803.0 6.87% 800.0
20017 6.95% 885.3 6.94% 884.6
2002 3.95% 543.2 3.40% 468.1
2003 2.50% 358.2 0.94% 134.1
2004 4.37% 635.2 4.33% 629.0
2005° 6.70% 1,037.1 6.69% 1,036.3
2006° 9.60% 1,604.7 9.57% 1,599.0
2007 7.90% 1,450.0 7.51% 1,378.4
2008 4.27% 848.7 4.16% 826.8
2009* 0.70% 145.7 0.19% 39.2
2010* 0.00% 0.0 -3.00% -626.9
2011 Reduce FY 2012 structural deficit by 33'4% 36.9%/46.0%>

2012 Reduce FY 2013 structural deficit by 50.0% 50.6%

12000 legislative action does not reflect $266 million of Cigarette Restitution Fund (CRF) appropriations. CRF dollars were
excluded because they had not previously been available to the State. The 2000 growth rate including CRF dollars was 9.16%.
2Methodology revised effective with the 2001 session.
3The committee initially approved a limit of 5.70% for 2005 and 8.90% for 2006.
4Legislative action calculation includes federal funds under the American Recovery and Reinvestment Act of 2009 used in lieu of
ongoing general fund spending.

Spending reduction/total reduction.
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Economy

The recession that began in December 2007 officially ended in June 2009. Maryland’s
employment peaked in February 2008 and bottomed out in February 2010 for a total peak to
trough decline of 5.6%, or 145,000 jobs. Since then, the State has added almost 122,500 jobs.
Recently revised data shows that nominal personal income fell 2.2% in 2009, the first decline in
the post-World War II period. In the first six months of 2012, personal income was up 3.8%, and
wage and salary income was up 4.1%.

In September, the Board of Revenue Estimates (BRE) issued a revised economic forecast
for Maryland, its first since December 2011. BRE’s new forecast was little changed from
December with the only major change relating to the payroll tax cut. In December, BRE
assumed the payroll tax cut would expire at the end of 2011 which, at the time, was current law.
The tax cut was extended through 2012, and BRE’s September forecast reflected the tax cut
expiring at the end of 2012. Because payroll taxes are subtracted in the calculation of personal
income, the tax cut raised personal income, and its expiration will lower it. BRE in both its
December and September forecasts included an estimate of the direct effect of federal
sequestration budget cuts scheduled to take effect in 2013. In December 2012, BRE issued a
new economic forecast that again reflected only minor changes. BRE increased its forecast of
dividend and capital gains income in 2012 to reflect individuals realizing income in advance of
the scheduled federal tax increases in 2013.

Revenues

Fiscal 2012 general fund revenues were above the estimate by $229.7 million. General
fund revenues totaled $14.3 billion in fiscal 2012, an increase of 5.3% over fiscal 2011. Both the
sales tax and the highway user revenue were impacted in fiscal 2012 by legislative changes that
distort the year-over-year growth rate. In the sales tax, the tax on alcohol beverages was
increased from 6.0 to 9.0%, and the distribution to the Transportation Trust Fund was eliminated.
The share of highway user revenue going to the general fund was lowered in fiscal 2012 to
11.3% from 23% in fiscal 2011. Adjusted for these law changes, baseline general fund growth in
fiscal 2012 was 4.6%.

Fiscal 2013 general fund revenues through November are up 8.5% over fiscal 2012. This
includes revenues that will be transferred to the Budget Restoration Fund as required by the
Budget Reconciliation and Financing Act of 2012. Changes in the distribution of corporate
income revenues distort the year-to-year comparison. In fiscal 2013, the share of the corporate
income tax going to the Transportation Trust Fund drops to 9.5% (excluding the first 15.15% of
net receipts) from 24.0% in fiscal 2012. Adjusting for that law change, general fund revenues
are still up a strong 7.7%. In September, BRE raised its estimate for fiscal 2013 general fund
revenues by $180.6 million but also lowered the expected growth rate over fiscal 2012 from 5.0
to 4.6% (calculated before the transfer of $276.5 million to the Budget Restoration Fund). In
December, BRE raised its general fund estimate for fiscal 2013 by $127.1 million which includes
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$32.9 million in revenues of a one-time nature. Projected ongoing revenue growth over
fiscal 2012 was increased from 4.6 to 5.2%. BRE increased the revenue estimate for fiscal 2014
by $33.7 million but lowered the projected growth over fiscal 2013 from 2.7% to 2.1%.

Budget Requirements

Taking into consideration the revenue projections by BRE in December 2012 and the voter
approval of an expansion to the State’s gaming program, the committee is currently projecting an
ending general fund balance of $609.2 million at the close of fiscal 2013. This projected balance
takes into account anticipated spending shortfalls requiring fiscal 2013 deficiency appropriations
totaling $123.0 million. Areas which are expected to require deficiency funding include foster
care, energy assistance, and child support enforcement programs in the Department of Human
Resources; student assessment contracts; provider payments and residential expenses in the
Department of Juvenile Services and the Department of Health and Mental Hygiene; and personnel
and operating expenses in several agencies.

The baseline estimate for fiscal 2014 projects general fund appropriations growth of 9.4%,
but much of this growth — $430.3 million — is to fund programs that were funded by the Budget
Restoration Fund created for fiscal 2013 only during the First Special Session of 2012. When
general fund spending is considered in the context of other general-fund-like special funds (the
Budget Restoration Fund, the Higher Education Investment Fund, the Education Trust Fund, and
special funds in the Medicaid program), spending increases by 6.2%, or $1.0 billion. State
spending for the education aid formulas increase by $95.0 million due primarily to a 1.0% increase
in the per-pupil foundation amount. Even with the contribution by local school boards, State
expenditures for teacher retirement are projected to increase by $97.6 million. In Medicaid,
modest rate and enrollment increases require an additional $95.7 million. Other human services
programs overall will increase $66.6 million; mandated cost increases, the uncertainty of federal
funds, and enrollment growth in some programs are offset by caseload decreases for foster care
and temporary cash assistance. Funds and positions have been included in the baseline estimates to
open the Dorsey Run Correctional Facility. General fund costs associated with the video lottery
program increase by $9.4 million for machine leasing and maintenance, largely to outfit the facility
at Rocky Gap.

A number of mandated formulas have been held in check by provisions in recent budget
reconciliation and financing acts, which expire for fiscal 2014. Increases are accounted for,
therefore, in the police aid formula, local health departments, the tourism board, and the State Arts
Council, among others. Similarly, formula funding for certain segments of the State’s higher
education system add a combined $31.4 million. In addition, based on current statute, the
fiscal 2014 estimate includes appropriations to the Reserve Fund to satisfy the requirement that an
amount equivalent to the unappropriated surplus above $10.0 million be appropriated to the Rainy
Day Fund ($321.3 million) and to repay a portion of a previous transfer of Program Open Space
funds ($50.0 million). An appropriation of $50.0 million is made to the Dedicated Purpose
Account for the first required payment to replace funds borrowed from the Local Income Tax
Reserve Account.



2012 Spending Affordability Committee Report

State personnel costs, including higher education, increase by $174.0 million in general
funds. A 2% general salary increase effective January 1, 2013, is annualized, adding
$31.1 million, and a 3% increase effective January 1, 2014, adds $52.2 million. Per the current
collective bargaining agreement, merit pay increases would resume in April 2014, at a cost of
$20.4 million. Health insurance costs rise by $25.8 million, and employee retirement costs grow
by $41.8 million.

The committee projects the State will close fiscal 2013 with a balance of $702.6 million
in the Rainy Day Fund, which represents 4.7% of general fund revenues. When combined with a
general fund balance of $609.2 million, the total combined cash balance is projected at
$1.3 billion. With the statutorily mandated appropriation projected for fiscal 2014, the Rainy
Day Fund is projected to meet the 5.0% requirement.

Recommendations

In light of the considerations discussed earlier, the committee proposes the following
recommendations for the 2013 session:

1. Operating Budget Spending Limit and Sustainability

The spending affordability process was put in place in 1982 with the goal of calibrating
the growth in State spending to growth in the State’s economy. In implementing that objective, a
unique method of classifying and accounting for State spending was developed and has been
periodically revised as circumstance has required. In its 2010 report, the committee recognized
that the extraordinary fiscal issues of recent years — plummeting revenues, huge mid-year
spending reductions, massive federal assistance, and extensive reliance on one-time supports —
necessitated a new approach. As such, rather than establish a growth limit, the committee
recommended that measurable progress be made in reducing the State’s structural deficit over
the remainder of this term. Specifically, the committee recommended that the budget for
fiscal 2012 reduce the estimated structural deficit by 33'5%. Similarly, in its 2011 report, the
committee recommended that the fiscal 2013 budget reduce the estimated $1.1 billion structural
deficit by at least 50%.

The baseline projection for fiscal 2014 results in an estimated structural deficit of
$383.2 million, which is estimated to narrow to approximately $133.9 million in fiscal 2017
when the full impact of legislative actions and authorized gaming revenues are realized. In
recognition of this outlook, the committee recommends that the fiscal 2014 budget as
introduced and enacted resolve at least $200.0 million of the general fund structural gap.

With this reduction, the committee believes that any residual budget gap will be
within normal budget management tolerances. Accordingly, absent extraordinary
circumstances affecting public finances, it is the committee’s intent to shift focus from the
structural deficit to its more customary focus on limiting the growth of State supported
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ongoing spending in relation to economic growth. It is hoped that diligent adherence to
that task, along with the maintenance of adequate reserves and fiscal flexibility, will
mitigate budget problems going forward.

2. Rainy Day Fund and Fund Balance

In addition to its general fund recommendations, the committee also continues to
recommend a prudent use of the Revenue Stabilization Account (“Rainy Day” Fund) to address
general fund needs. The committee projects a Rainy Day Fund balance at the end of fiscal 2014
of $767.3 million, which would maintain the balance at 5% of estimated fiscal 2014 general fund
revenues. The Governor will be required to include $321.3 million for the Rainy Day Fund in
the fiscal 2014 allowance, based on the unappropriated general fund surplus above $10.0 million
from the fiscal 2012 closeout. (The Governor is also required to include $50.0 million of the
unappropriated general fund surplus in the Dedicated Purpose Account to partly repay a transfer
from Program Open Space.)

The committee recommends that the balance in the Rainy Day Fund be maintained
at or above 5% of estimated revenue. In addition, the fiscal 2014 budget should result in a
general fund ending balance of at least $200.0 million. These combined balances are
essential to protect State services due to the budgetary and economic uncertainty.

3. Capital Budget
A. General Obligation (GO) Debt

The Capital Debt Affordability Committee (CDAC) has recommended that a maximum
of $1.075 billion in GO bonds may be authorized at the 2013 session. Although the
recommended level of new authorizations is the same amount authorized in the 2012 session, it
represents a $150 million increase over what the committee had planned for the 2013 session in
its 2011 report. CDAC’s recommendation is that $150 million be added to the authorization
annually for fiscal 2014 to 2018, for a total increase of $750 million over the amount previously
planned. This level of authorization keeps debt service costs and overall debt outstanding within
the committee’s affordability limits. The committee concurs in the limit recommended by
CDAC for fiscal 2014 and recommends that the capital plan presented by the Governor
adhere to the debt affordability criteria in each year of the plan. The committee further
recommends that the $150 million additional authorization as recommended by CDAC
should be exclusively committed to economically stimulative, job producing projects.

B. Higher Education Debt

For fiscal 2014, the University System of Maryland intends to issue up to $32 million in
academic debt, the same amount as issued in fiscal 2013. This total includes $5 million to
support a long-term campus-wide infrastructure improvement program at the University of
Maryland, College Park, which began in fiscal 2013. This level of issuance will result in a debt
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service ratio within the 4.5% of current unrestricted funds and mandatory transfers criterion
recommended by the system’s financial advisers. Morgan State University, St. Mary’s College
of Maryland, and Baltimore City Community College do not plan on issuing any debt in
fiscal 2014. The committee concurs in the recommendation of CDAC that $32 million in
new academic revenue bonds may be authorized at the 2013 session for the University
System of Maryland.

4. State Employment

Personnel costs comprise approximately 20% of the State operating budget; the use of
position ceilings and other controls resulted in a decline in the size of the State’s regular
workforce from 81,113 in fiscal 2002 to 79,331 at the start of fiscal 2013. Declines have been
sharpest in Executive Branch agencies, dropping from 55,980 in fiscal 2002 to 50,271 in
fiscal 2013. More than 3,300 positions have been added in higher education during this period.

Actions during fiscal 2013 affect the current number of authorized positions. The
legislature has required that an additional 100 positions be abolished by January 1, 2013; the
distribution of these reductions by agency is not yet known. Conversely, 33 positions have been
created to date by the Board of Public Works, and 243 positions have been added in higher
education as authorized by statute.

The Department of Legislative Services has estimated the need for a total workforce of
79,626 positions for fiscal 2014, which includes positions to open new facilities, implement
legislation, and address certain workload demands. The committee finds that 79,626 positions
are appropriate for the delivery of State services given the State’s fiscal condition. The
fiscal 2014 budget should not exceed this maximum number of positions across all
functions (including the Executive, Legislative, and Judicial branches, and higher
education). New activities, including the operation of new facilities and implementation of
legislation, should be accommodated within this cap. Exceptions to this limit may be made
only to address critical security issues in State facilities; to convert long-term contractual
employees to regular State positions, when supported by special or federal funds; for
positions necessary to increase State revenues; and for positions required to implement the
Maryland Health Benefit Exchange.
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Economic Outlook
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General Fund Revenues
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Potential Fiscal 2013 General Fund Deficiencies
(% in Millions)

Human Resources: Deferred payment of fiscal 2012 expenditures
($35.7 million); underattainment of SEIF, EUSP, and federal funds for
energy assistance and child support enforcement programs ($11.5 million);
legal services and foster care caseloads ($5.1 million); and document
imaging system ($2.0 million)

Education: Student assessments

Public Safety: Overtime expenses ($9.0 million); inmate food
($2.0 million); supplies and materials ($2.0 million); equipment for cell phone
managed access contract ($1.4 million); motor vehicle expenses
($0.8 million); inmate wages ($0.7 million); and local jail medical expenses
($0.5 million)

Juvenile Services: Per-diem payments ($9.0 million); staffing shortages
and increased turnover ($2.5 million); and non-residential program
($0.7 million)

Health and Mental Hygiene: Community provider payments shortfall in
fiscal 2012 ($9.2 million) and institutional expenses ($0.4 million)

Higher Education: Health manpower and statewide programs grants
($6.2 million) and community college optional retirement program
($3.4 million)

Other: Public Defender ($1.1 million); General Services ($0.6 million);
Comptroller ($0.6 million); and Veterans Affairs ($0.5 million)

Total

EUSP: Electric Universal Service Program
SEIF: Strategic Energy Investment Fund
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2014 Baseline Budget Forecast Assumptions

Baseline Budget Concepts

] Current laws, policies, and practices are continued.

] Inflationary increases are recognized.

] Large one-time purchases and nonrecurring pay-as-you-go expenditures are
removed.

] Anticipated deficiencies are identified.

] Federal mandates and multi-year commitments are observed.

] Legislation adopted at the prior session is funded.

] Nondiscretionary changes in workload are recognized.

] Full year costs of programs started during the previous year are included.

] Positions and operating expenses associated with new facilities are recognized.

Caseload Assumptions

Employee turnover is adjusted to reflect recent experience.

Percent
Change
FY 2012 FY 2013 FY 2014 FY 2013-2014

Pupil Enrollment* 821,106 823,452 826,848 0.4%
Medicaid 723,004 736,570 746,264 1.32%
Medicaid Expansion to Parents 84,908 102,188 112,407 10.00%
Children’s Health 103,011 109,506 112,157 2.42%
Expansion under Affordable Care Act 135,233 n/a
Temporary Cash Assistance 72,413 62,759 54,112 -13.8%
Foster Care/Adoption/Guardianship 15,913 16,139 16,270 0.8%
Adult Prison Population 21,361 21,916 22,007 0.4%

* Data for fiscal 2012, 2013, and 2014 reflect September 2010, September 2011, and September 2012

(est.) full-time equivalent enroliments.
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2014 Baseline Budget Forecast Assumptions (Cont.)

Inflation Assumptions

] Employee health insurance payments (6.1%).
] Medical contracts and supplies (4.6%).

° Prescription drugs for State facilities (4.6%).
° Postage (2.5%).

] Natural gas, propane, and electricity (5.0%).

] Food (1.4%).

Employee Compensation

] 3.0% general salary increase implemented on January 1, 2014, and the
reinstatement of employee increments in April 2014.

Other Assumptions

] Cost increases for the University System of Maryland and Morgan State
University are allocated between general funds and tuition and fees based on the
fiscal 2012 ratio of general funds to tuition and fees; a 5% tuition increase is
assumed.
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State Expenditures — General Funds

Revised December 1, 2012

($ in Millions)
Work. Appr. Leg. Appr. Baseline FY 2013 to FY 2014

Category FY 2012 FY 2013 FY 2014 $ Change % Change

Debt Service $0.0 $0.0 $0.0 $0.0 n/a
County/Municipal 186.6 159.0 237.7 78.7 49.5%
Community Colleges 263.3 249.4 302.2 52.8 21.2%
Education/Libraries 5,620.2 5,454.6 5,700.7 246.1 4.5%
Health 38.3 37.3 38.2 0.9 2.5%
Aid to Local Governments $6,108.4 $5,900.3 $6,278.8 378.5 6.4%
Foster Care Payments 237.7 234.3 236.5 2.1 0.9%
Assistance Payments 87.8 81.7 49.8 -31.9 -39.1%
Medical Assistance 2,469.0 2,389.7 2,611.9 2221 9.3%
Property Tax Credits 81.8 82.0 86.2 4.2 5.1%
Entitlements $2,876.4 $2,787.7 $2,984.3 196.5 7.0%
Health 1,446.3 1,465.3 1,553.8 88.6 6.0%
Human Resources 276.5 275.2 344.8 69.6 25.3%
Systems Reform Initiative 23.5 16.9 20.6 3.7 21.5%
Juvenile Services 269.2 263.0 280.3 17.4 6.6%
Public Safety/Police 1,275.3 1,294.3 1,392.7 98.4 7.6%
Higher Education 1,133.9 1,105.3 1,215.1 109.8 9.9%
Other Education 382.3 337.5 399.1 61.7 18.3%
Agric./Natl. Res./Environment 105.8 103.6 109.0 5.4 5.2%
Other Executive Agencies 5471 579.8 645.0 65.3 11.3%
Legislative 76.8 78.3 82.9 4.5 5.8%
Judiciary 374.6 387.4 400.9 13.5 3.5%
State Agencies $5,911.4 $5,906.5 $6,444.3 537.8 9.1%
Deficiencies 0.0 123.0 0.0 -123.0 -100.0%
Total Operating $14,896.2 $14,717.6 $15,707.4 $989.8 6.7%
Capital " 54.5 0.7 7.3 6.6 942.9%
Reserve Funds 15.0 27.8 421.3 393.5 1417.6%
Appropriations $14,965.7 $14,746.0 $16,135.9 $1,389.9 9.4%
Reversions -30.0 -30.0 -30.0 0.0 0.0%
Grand Total $14,935.7 $14,716.0 $16,105.9 $1,389.9 9.4%

") Includes the Sustainable Communities Tax Credit Reserve Fund.

Note: The fiscal 2012 working appropriation includes deficiencies, targeted reversions, and legislative reductions to the deficiencies.
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State Expenditures — General Funds and Selected Special Funds*

($ in Millions)

Revised December 1, 2012

Work. Appr. Leg. Appr. Baseline FY 2013 to FY 2014

Category EY 2012 EY 2013 EY 2014 $ Change % Change

Debt Service $0.0 $0.0 $0.0 $0.0 n/a
County/Municipal 186.6 209.1 237.7 28.6 13.7%
Community Colleges 263.3 269.3 302.2 32.9 12.2%
Education/Libraries 5711.4 5,876.7 6,072.2 195.5 3.3%
Health 38.3 37.3 38.2 0.9 2.5%
Aid to Local Governments $6,199.5 $6,392.5 $6,650.3 257.9 4.0%
Foster Care Payments 237.7 235.7 236.5 0.7 0.3%
Assistance Payments 87.8 81.7 49.8 -31.9 -39.1%
Medical Assistance 3,379.3 3,427.4 3,517.8 90.3 2.6%
Property Tax Credits 81.8 82.0 86.2 4.2 5.1%
Entitlements $3,786.7 $3,826.8 $3,890.2 63.3 1.7%
Health 1,446.3 1,483.5 1,553.8 70.4 4.7%
Human Resources 276.5 275.2 344.8 69.6 25.3%
Systems Reform Initiative 23.5 16.9 20.6 3.7 21.5%
Juvenile Services 269.2 263.0 280.3 17.4 6.6%
Public Safety/Police 1,275.3 1,294.3 1,392.7 98.4 7.6%
Higher Education 1,192.2 1,193.8 1,283.3 89.5 7.5%
Other Education 382.3 353.1 399.1 46.0 13.0%
Agric./Natl. Res./Environment 105.8 103.6 109.0 54 5.2%
Other Executive Agencies 547 1 634.2 645.0 10.8 1.7%
Legislative 76.8 78.3 82.9 4.5 5.8%
Judiciary 374.6 387.4 400.9 13.5 3.5%
State Agencies $5,969.7 $6,083.3 $6,512.4 429.2 7.1%
Deficiencies 0.0 123.0 0.0 -123.0 -100.0%
Total Operating $15,956.0 $16,425.6 $17,053.0 $627.4 3.8%
Capital " 54.5 7.7 7.3 -0.4 -5.2%
Reserve Funds 15.0 27.8 421.3 393.5 1417.6%
Appropriations $16,025.5 $16,461.1 $17,481.5 $1,020.5 6.2%
Reversions -30.0 -30.0 -30.0 0.0 0.0%
Grand Total $15,995.5 $16,431.1 $17,451.5 $1,020.5 6.2%

* Selected special funds include the Budget Restoration Fund, the Education Trust Fund, the Higher Education Investment Fund, and special funds

in Medicaid.

™ Includes the Sustainable Communities Tax Credit Reserve Fund.

Note: The fiscal 2012 working appropriation includes deficiencies, targeted reversions, and legislative reductions to the deficiencies.
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Revised December 1, 2012

Components of Budget Change
General Fund and Selected Special Funds

($ in Millions)
Fiscal 2013 Fiscal 2014 Difference
General Funds $14,623.0 $16,135.9 $1,512.9
General Fund Deficiencies (estimated) 123.0 0.0 -123.0
Budget Restoration Funds 430.3 0.0 -430.3
Education Trust Fund 286.1 371.5 85.5
Higher Education Investment Fund 50.0 68.1 18.2
Special Funds in Medicaid 948.7 905.9 -42.8
Combined Effect and Growth $16,461.1 $17,481.5 $1,020.5
Ongoing Requirements/Entitlements
Teachers retirement payments 97.6
Medical assistance — modest enrollment and rate increases 95.7
Education and library aid formulas 95.4
Community college formulas — increase in enrollment and per-pupil funding 26.9
Restoration of State Aid for Police Protection grant 221
Mandated provider rate increases for Mental Hygiene and Developmental Disabilities 19.1
Mental Hygiene Administration — enrollment, utilization, and rate increases 17.3
Development Disabilities Administration — annualize cost of new community placements 8.7
Community college retirement 6.2
St. Mary's College of Maryland and Baltimore City Community College mandated formulas 4.5
Property Tax Credit programs 4.2
Sellinger Formula for Aid to Private Colleges and Universities 3.7
County Library Retirement Payments 3.0
Foster Care payments — reduced institutional placements offset by provider rate increase 2.1
Disparity grant formula 1.5
Local health department funding 0.9
SEED School 0.4
Arts Council mandated formula 0.3
Repeal of National Board Certification Fee subsidy payments -1.0
Temporary Cash Assistance payments — enroliment declines and stabilized federal funds -31.9
New Legislative Requirements
Optical scan voting system equipment and supplies (Chapters 547 and 548 of 2007) $4.5
Education core content areas — accountability (Chapters 476 and 477 of 2012) 2.0
Other legislation 1.1
State Agency Costs
Statewide Personnel Expenses (including higher education):
Employee cost-of-living adjustment effective January 1, 2014 $52.2
Employee Retirement 41.8
Annualization of fiscal 2013 cost-of-living adjustment 33.8
Employee and Retiree Health Insurance 25.8
Merit pay increases effective April 2014 20.4
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Components of Budget Change (Cont.)

Agency Programmatic and Operating Expenses:

USM and Morgan State University enroliment growth and increases in certain mandatory costs
revenues (excludes personnel expenses)

Local Child Welfare Services Program Operations — general funds in lieu of federal funds

General funds in lieu of federal and special funds for Office of Home Energy Programs

General funds in lieu of county contributions for property assessment expenses

Video lottery terminal lease payments and debt service

Opening of Dorsey Run Correctional Facility; includes 117 positions

Increased scholarships, based on assumption of 5% tuition increase and general funds in lieu of
carry-forward funds

Local Family Investment Program — general funds in lieu of federal funds

General funds in lieu of special funds for payment-in-lieu-of-taxes and operating expenses in
Department of Natural Resources

Children's Cabinet Interagency Fund — reduced use of non-budgeted funds and replace with
general funds

Removal of one-time funding for State Police CAD/RMS system

Removal of one-time funding for War of 1812 celebrations

Removal of one-time funding for MEDAAF

Statewide Personnel System

Removal of one-time deficiencies

Other

Reserve Fund
Rainy Day Fund sweeper of unappropriated fiscal 2012 general fund balance
Repayment for previous transfer of POS funds to general fund
Repayment for transfer of Local Income Tax Reserve Account to the Education Trust Fund

Total
MEDAAF: Maryland Economic Development Authority Assistance Fund

POS: Program Open Space
USM: University System of Maryland
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$25.5
22.8
21.2
16.8
9.4
8.4

8.2
7.3

4.2

3.7
-1.0
-2.0
-4.5
-5.5

-563.0

7.4

$293.5
50.0
50.0

$1,020.5
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Revised December 1, 2012

General Fund: Recent History and Outlook

Fiscal 2012-2014

($ in Millions)
2012 2013 2014
Actual Working Baseline

Funds Available

Ongoing Revenues!" $14,258 $14,908  $15,317

Balances and Transfers 1,244 721 762

Short-term Revenues 0 0 0

Subtotal Funds Available $15,502 $15,628  $16,079
Appropriations, Deficiencies, and Cost Containment

Net Ongoing Operating Costs and Deficiencies'" $14,888 $15,123  $15,734

One-time Spending 15 0 0

PAYGO Capital 48 1 0

Appropriations to Reserve Fund 0 23 371

Subtotal Spending $14,951 $15,146  $16,106
Cash Balance/Shortfall $551 $482 -$27
Structural

Balance (Ongoing Revenues Less Operating Costs) -$630 -$215 -$417

Ratio (Ongoing Revenues/Operating Costs) 95.8% 98.6% 97.4%
Reserve Fund Activity

Appropriations to State Reserve Fund $0 $23 $321

Transfers to General Fund 0 0 266
Estimated Rainy Day Fund Balance — June 30 $673 $703 $766

Total Cash (Rainy Day, General Fund Balance) $1,224 $1,185 $740

PAYGO: pay-as-you-go

M Fiscal 2013 revenue and spending adjusted to include the Budget Restoration Fund.
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Part 4

Local Government Assistance

37



38



State Aid by Governmental Entity

Amount and Percent of Total

State Funds

($ in Millions)
FY 2014 Percent
State Aid Amount of Total
Public Schools $6,008.1 86.7%
County/Municipal 509.1 7.3%
Community Colleges 302.2 4.4%
Libraries 70.2 1.0%
Local Health 38.2 0.6%
Total $6,927.9 100.0%
Change in State Aid
State Funds
($ in Millions)
FY 2014 Percent
Aid Change Change
Public Schools $166.8 2.9%
County/Municipal 53.1 11.7%
Community Colleges 32.9 12.2%
Libraries 3.5 5.2%
Local Health 0.9 2.5%
Total $257.3 3.9%
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State Aid by Major Programs

Fiscal 2012-2014
State Funds

(% in Millions)
Baseline $ Change % Change
FY 2012 FY 2013 FY 2014 2013-2014 2013-2014
Public Schools
Foundation Program $2,773.1 $2,810.4 $2,847.0 $36.6 1.3%
Supplemental Grant 47.9 47.7 46.5 -1.2 -2.4%
Geographic Cost Index 127.3 128.8 130.5 1.8 1.4%
Compensatory Aid 1,083.8 1,146.3 1,178.4 32.2 2.8%
Student Transportation 248.2 251.3 252.9 1.6 0.6%
Special Education — Formula Aid 264.3 266.5 270.4 3.9 1.5%
Special Education — Nonpublic Placements 112.8 113.9 116.4 2.5 2.2%
Limited English Proficiency Grants 162.7 177.4 193.1 15.7 8.8%
Guaranteed Tax Base 50.1 442 46.0 1.8 4.1%
Aging Schools Program 8.6 311 6.1 -25.0 -80.4%
Other Education Programs 69.9 68.2 67.6 -0.6 -0.9%
Subtotal Direct Aid $4,948.7 $5,085.7 $5,155.0 $69.3 1.4%
Retirement Payments 833.0 755.5 853.0 97.5 12.9%
Total Public School Aid $5,781.7 $5,841.2 $6,008.1 $166.8 2.9%
Libraries
Library Aid Formula $33.0 $33.7 $34.0 $0.3 0.9%
State Library Network 15.8 16.1 16.2 0.1 0.9%
Subtotal Direct Aid $48.8 $49.7 $50.2 $0.4 0.9%
Retirement Payments 16.6 17.0 201 3.0 17.8%
Total Library Aid $65.4 $66.8 $70.2 $3.5 5.2%
Community Colleges
Community College Formula $194.4 $199.2 $225.4 $26.3 13.2%
Other Programs 36.0 33.0 33.5 0.5 1.5%
Subtotal Direct Aid $230.4 $232.1 $258.9 $26.8 11.5%
Retirement Payments 32.6 37.2 43.3 6.2 16.6%
Total Community College Aid $263.1 $269.3 $302.2 $32.9 12.2%
Local Health Grants $38.3 $37.3 $38.2 $0.9 2.5%
County/Municipal Aid
Transportation $154.2 $170.2 $175.2 $5.0 2.9%
Public Safety 88.2 90.6 112.7 221 24.4%
Program Open Space/Environment 9.1 15.3 32.6 17.3 112.6%
Disparity Grant 119.7 119.9 121.4 1.5 1.3%
Other Grants 16.7 59.9 67.2 7.3 12.2%
Total County/Municipal Aid $387.9 $456.0 $509.1 $53.1 11.7%
Total State Aid $6,536.2 $6,670.6 $6,927.9 $257.3 3.9%



Annual Change in State Aid to Local Governments
Fiscal 2008-2014

12.0%

0,
3.1% 3.9%
2.1%
0.7% . 1.2%
m . /N
-3.6%
2008 2009 2010 2011 2012 2013 2014

State Aid by Governmental Entity

($ in Millions)

FY 2008 FY 2014 $ Change % Change
Public Schools $4,599.9 $5,155.0 $555.1 12.1%
Libraries 52.2 50.2 -2.0 -3.9%
Community Colleges 2194 258.9 39.5 18.0%
Local Health 67.0 38.2 -28.8 -43.0%
County/Municipal 904.6 509.1 -395.4 -43.7%
Subtotal — Direct Aid $5,843.1 $6,011.4 $168.4 2.9%
Retirement Payments $602.9 $916.4 $313.6 52.0%
Total $6,445.9 $6,927.9 $482.0 7.5%
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Local Government Revenue Outlook

Limited Growth in Local Tax Revenues
Fiscal 2012 and 2013

Sources of Revenue

Counties and Baltimore City
Average Annual Change

Service Federal
Charges Grants 2011-2013
0, 0,
Income 104% 8.8% Property Taxes 0.1%
T Debt 0
12@2 Proceeds Income Taxes 5.0%
7.6% Recordation Taxes 1.7%
other Transfer Taxes 2.2%
Ea;f}s Hotel/Motel Taxes 0.8%
. 0
Admissions Taxes 0.5%
Other
4.0%  Total Local Taxes 1.8%
General Fund Revenues 1.7%

State
Grants Property

24.7% Taxes
25.7%

FY 2011 = $27.8 Billion

Local Tax Revenue Inches Upwards
Fiscal 2011-2013

$14,000
E2012
$10,000 m2013
()
_5 $8,000
E $6,000
S $4,000
&+
$2,000
$0
Property Taxes Income Taxes Recordation/ Total Local Taxes

Transfer
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Homestead Tax Credit Softened Impact on County Assessable Base
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Local Government Tax Actions

Limited revenue growth at the local level resulted in nearly one-half of county
governments raising at least one major local tax in fiscal 2013 in order to balance local
budgets; however, two county governments reduced local property taxes slightly and
one county eliminated its admissions and amusement tax. In addition, Talbot County
became the first jurisdiction to exercise the authority to exceed the charter limit on
property taxes by establishing a 2.6 cent supplemental property tax rate for the local
board of education. This authorization was granted at the 2012 session.

Jurisdictions with Tax Increases in Fiscal 2013

Anne Arundel County — Property Tax (+3.1 cents) and Income Tax (2.49 to 2.56%)
Caroline County — Property Tax (+2.0 cents)

Cecil County — Property Tax (+5.1 cents)

Charles County — Property Tax (+5.4 cents)

Garrett County — Hotel/Motel Tax (5 to 6%)

Howard County — Property Tax (+4.0 cents)

Montgomery County — Property Tax (+4.4 cents)

Prince George’s County — Recordation Tax ($2.50 to $2.75)

Talbot County — Property Tax (+4.3 cents) and Income Tax (2.25 to 2.4%)
Wicomico County — Property Tax (+7.1 cents) and Income Tax (3.1 to 3.2%)
Worcester County — Property Tax (+ 7.0 cents)

Jurisdictions with Tax Decreases in Fiscal 2013
Allegany County — Property Tax (- 0.1 cent)

Carroll County — Property Tax (-1.0 cent)
Frederick County — Admissions and Amusement Tax (5 to 0%)

Number of Counties Changing Local Tax Rates
Fiscal 2011-2013

2011 2012 2013

A v A v A v
Real Property 2 5 8 2 9 2
Local Income 1 0 1 1 3 0
Recordation 0 0 2 0 1 0
Transfer 0 0 0 0 0 0
Admissions/Amusement 0 0 0 0 0 1
Hotel/Motel 1 0 1 0 1 0

Note: A represents a tax rate increase. V represents a tax rate decrease.
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Local Government Salary Actions

County Government Public Schools
Salary Action FY 2012 FY 2013 FY 2012 FY 2013
COLA/GSI Amount
No COLA/GSI 22 18 22 15
1.0t0 2.9% 2 6 2 8
3.0% and greater 0 0 0 1
Stipend/Bonus’ 2 3 0 0
Step/Merit Increases 4 6 9 17
Furlough/Salary Reductions 7 0 2 2
Layoffs 5 1 8 5
State Government CPI-Urban Consumers
FY 2012 FY 20132 FY 2012° FY 2013°
COLA Amount® 0.0% 2.0% 2.95% 2.05%
One-time Bonus $750 $0
Furloughs No No
Step/Merit Increases No No

COLA: cost-of-living adjustment
CPI: Consumer Price Index
GSI: general salary increase

'"Two counties, Garrett and St. Mary’s, provided stipends in addition to a COLA in fiscal 2013. Washington County
provided a stipend in addition to a step increase in fiscal 2013.

’COLA effective January 1, 2013.

*Forecast of the CPI for 2012 (actual) and 2013 (estimate) comes from Moody’s Analytics.

45



sjebpng Ajuno? ‘seoinleg aAle|sIbaT Jo Juswiledaq :92JN0S

%8| IGL'0EL°SVLS  1S9'V69'262%  LYL'SPY'ELZ'TLS PBEVLLL90°CLS LZL'6LO'SLLLLS |ejoL
%L 0 1G0IVEC 817 €lS T 197°086'€51 0L €E91GL 886902 9S | 19158010
%€"0 £82'500'2 V61619 0LE 182 V0L 120911'16 128'SSL V0L ODIWODIAA
%L"0- 196'G19 /69600 L- 099°L9¥'Z61 €69'G78°161 06£'G58'Z61 uojBuiysen
%9'9 0S€°LSZ' 9eL'€LL'E 000'26°L9 059°2/9'.S 1686V VS JoqjeL
%L v 9z€€8T - V18761 62691802 1GZ'00L°€C /€V'S06'2C [ESECIS
%€ | 9€6°€0G L1 161'269'9- LYZ'vPe 88l S0'078'9L1 290°€EG €81 sAlel 1S
%G 18Y'€Z6 605°8%9'Z L€2°0L1101 95Z' /%2001 L¥.'865'C6 s,ouuy usanp
%L 0 000°0LE"v- SEV' LG V- 009°Z€Z'GLE'L  009'C09'6.E'L  GEO'08L'V6E | s,961099) 90Ul
%E Y 86€1¢.0S 8VE6L2LG0C  €€C LOV6GL'E  Gegeel80Le  /8V¥L0€06¢ KisuwoBjuop
%0 G1G'80L°L v€G 06 .- 8761880 €€0'€LL6E 19G'€25 0 Jus)
%6'Z N INYANES ovLLGEEL €G/°/86'116 985'852 V.8 OvY' 206098 pIemoH
%Z'0 €9Y'SH9'8 G90'868'9- 18'2€6 Vi LLY'L82'9EY 9.t'S8L EhY piopeH
%€ 0 BLECL- 11821 866602 €9 /1€222€9 ¥61°'GE9€9 IEYIED
%9’ |- 82.'€E6- YYZ'8YS e - L¥.'SES VY 69Y'69V Ly €LL210'19¥ ouUspal
%S0 ShLL Sov'8ed BLL'EELTY ¥€0°'92.'C 69G°L82'CY J91884dI0Q
%0°E 00t'ZEEC) 11€'€50°9 006'9LY'GLE 00S'¥80°€0€E 6ZLLE0'L6T salleyD
%L LIE0V6'G 6OV VIv - 22 18L9S1 GV6'9v8°0S1 AT [EE
%L°0 050°9L€ LEC'B6Y 0£5'8E9'VEE 08Y'Z2E vEE 6L 'cZ8cEe llosed
%L°0 G6.'8G¢E 8z8'le- 16€'282°9¢€ 209'€26'GE 0EY'6EZ°9E suljole)
%60 9LY'SSL e G298/ - ¥9Z'€08°L 12 089'856'€LZ G00'SP2'GLE HaneD
%GZ LSV Z1L0VL- 20905198 911286'026'L VS 666VES L  Sve8r88ry L aIownjeg
%€ 0- €0.°99€'2- 02Z'6€6- ZLLYYL'Y8L'L  SIVLLSLBLL  GBO'0SH'Z6L ) AnQ asownjeg
%L°E 000°99€'2€E 8/8'991'2¢ 000°162°ZZ0'L  000'S88‘v¥0O°'L  2ZL'8LLZLO') |apuniy suuy
%2 L- 962'169% ¥10'€EC$- ¥1Z'¥89°29% 8/6'766'99% 266'G9€'69% Auebaj|y

asuaiaylg souaiaIa $ aouaJayIq $ €102 Z102 110z fyunog
lenuuy abetany €102-2l0¢ cLoc-Lioc

€1L02-110¢2 1e3Sli4 10} SONUBAIY Xe] |ed07] |elo ]l

46



s1ebpng Aluno) ‘sedinIag aAne|siba Jo Juswedsq :824n0S

‘S9Xe] 10L)SIp Uolealdal pue ‘lsuel} ssew ‘el |eioads apnjoul
fQunon Alewobiuop Joj senuanal xe) Auadold "Xe)} JouISIp alij [e1oads apnjoul S81JUN0D PJBMOH PUR “Yolapal ‘salJey) Joj sanuanal xe} Aledold 810N

%10 09S°2€8'VL$  LvL'evl'S$ 8Z9°0GL'EV.'9$  890°cLE'8ZL'9$  LZE'69L'ETL'9$ lejol
%V 0- WAL €16'6G¢'L- 192°'0ze'Le) 0L2'€26'02) €29'eee’zel 18]S3JIONN
%V 0- 621866 100225 |- 91¢'900'09 ,11'800°65 ¥21'0€5°09 OJIWOIIAA
%9 - 0/G6°/88'C- 0G0°'861 |- 096°'96€'LC ) 0€G'¥8C'vel 085'28¥'Gel uojbuiysepn
%L.L'S 06€°'62S'C 666016 000°1L6S°CE 069°G90°'0¢ 1GO'VG1 6C joqje L
%0°9- 1G8'9¢EY C- ¥91°8¥G G26'822 'Vl 9//1'G99°9l L9 ZLL9L }esiswos
%v'0 9¢6°cY6 G/8'6¥L- L¥Z'6G1°001 G0E'GLS'66 081°G99'66 sfep 18
%V 126°9EY- GOE'06.°G 62€'GL1'G9 96226869 1G6°190°09 S,8uuy usanp
%<Z ¢ 00¥'v1LE9L- 0/9'29.'vL- 009'06.'G69 000'G0LCLL 0/9°298'9¢/ s,ab1099 sould
%V 205'266'tC 00S°'€L6'GL Ve LSL LY L ov.L'€SL'9vYy'L ove'ove'oey'L Alswobjuoly
%80~ 18V /G- S TA A 4% G/¥'GLL0¢€ 966°2€£€'0¢ 280°089'0¢ usy
%C'¢C 6GGCL9'€C oLy LGV L- €€9'8/0°9¢G ¥10°99%°20G ¥8¥'/16°€0S plemoH
%90 60€°L..- GLg'19¢eC- 201016162 L11°289°CS¢C 929'¥50°GG¢ plojeH
%20 610°196- 678 LLL ) 866868 91 210°098'LY 891'889°9¥% Jallen
%8G~ L6¥'8£6'0¢- 2.€'098' L L- 215'928°9G¢ 690'G9.°2/2C L¥1'G29'68¢C Yolispal
%c'¢C 880'¢0¢- 8€6'¢09°L 9/6'GeL'0€ ¥90'620°L€ ozl'Ger'6e J81s8ayaiod
%8¢ 006°125°C 6062258 006°€56'70C 00¥'¢eV'20C 168°606°'C6 | salleyD
%90 0€8°/89°) 869 v81- €09'710°€01 €11°9Z¢'1L0} LIV LL8 LOL (1990
%V C- 001°100'9- ZLy'00L'e- 000°'G65'86 ) 001°96S'v02 215'962'80¢C [101e)
%20 000°001 78061~ 000°'€.6°€C 000°c/8'€C ¥80'268°€C auljole)
%l ¢ 28.'GzS's- €Sl V.- ¥92'0G5'0% ) 9%0'920'9¥) 66.°06.'9171 HBAleD
%80 002'9€8°C G8L'6€£2'0L ,09°1L€1°0G8 L0¥'G62' /P8 222'950°/€8 aJowieg
VR ¥G8'168"/- 910'9/0'91- ¥16'28.'69. 89/°0¥9°211 ¥18'91L2'€6. D ssownjeg
%E€ 00090261 €e0'v6e’ Ll 000°1G€98S 000°G¥1L 296G 196068615 [Spunly suuy
%S’ L- G29'0vES- ¥01°2€6%- v12'228°0v$ 668°CoL L¥$ €00'001LC¥$ Aueba|y

EREXEYITG) adouaIapIq $ aouaIaIa $ €10z Z10Z 110z funod

[enuuy abessny £10Z-2102 ZL0Z-1102

€102-1102 |edSsi4 10) pud.J] 9NUIAIY Xe | >t¢QO._n_

47



slebpng Auno) ‘saaineg aAne|siba Jo Juswiedsq :991n0S

%0°G €85'092'90L$ ¥.8°119'G8Z$  IPY'S99'VSZYS  8G8VOV'8VLYS  ¥86'2€LT9I8'ES lejol
%G € 000°000C 669652 |- 0007002 +1 0000026 6696570} IEEERT)
%9'L ¥22'960'9 052'018't- v2e'TLY' OF 000'9/E'VE 062'981'6¢€ ODILLIODIAN
%LT 000'960°‘€ 95001 000'9/¥'29 000°'08€'65 9€%'6.2'65 uo)BuIysEA
%0'8 000'GE9'} 90L'8hY'L 000'GE9‘LT 000'000°02 6815581 joqeL
%8 - 16616 1258lE- 0006909 €00'226'G 0£5'G62 9 ESETS
%8'C 000°00S'0} 122 ¥8Y'9- 000°'000'9. 000°'005'S9 122 ¥86'L. sKieN 1S
%8 ¥ 959'82€" | ¥0G'2.G"} 959'8Z¥'Z€ 000°00L‘1€ 96%'125'62 s,8UUY U9AND
%8’} 00S'16€ L 162'181'V1 00%'GLS 0L 006'€Z}'69Y €09'2VE v s,061009 90Ul
%6 82G'G08°G) 8016881  9vG6/8¢hc}  8L0VZ0ZZZ L 0S8 VECBED L KisWoBjuop
%0°G 000°'S00"} 092'091- 000'G+0'6 000°0+0'8 092'002'8 Juoy)
%8'E ARCTad GZe'LLL0L 0Z1'626'6€€ 000°'G9¥'GZE GL9'€SE'GLE piemOH
%S'C 2LL'89v'EL Zv0'€88'v- 2L1'890'S/1 000°009°191 Zv0'e8Yy 991 piopeH
%2 0 0007008 8€0°/E8- 00070010} 000°00€'6 8E0ZEL OV ENTE)
%2 ¥ 00€'€8€'S) GE9'€86' |- 00€'922' L 21 000°'€48'SG | G£9'928'/G1 3oLepal
%0°€- 20.'129 L08'661 L- 20.'122'6 000°009'8 108'66.'6 J9)s9U210Q
%Z'E 000'69€'6 129'G0€"€- 000°€L1'86 000'vv.'88 129'6%0'Z6 soleyD
%6} /¥€'808°C G/17666 |- 61G VY98 2.1 9E8 VY /V6'GESOY 080
%E ¥ 000°09%'9 621'828'C 000°'09%'92 1 000°000°0Z} LI8'LLL'OLL llouen
%10 000°00€ 1€1°12¢- 000°009°0L 000°00€°0L 1€1'129'0L auljo1e)
%LL 99€'282'€ ¥G8'0G L |- 000°'008'+9 ¥€9'21G°19 88%'899'Z9 HoAeD
%V v 661'€0L 8- 00209279 Z€6 1€ 19 €L S/V'6.S eV VLI VLG alowneg
%8'E 0,2'0£8'Z 686°'L6€'SL 0/2'€81'€SZ 000°'€5€'05Z 1L0'SS6'EC A0 alownjeg
%G'€ 000'008'6 6EE'L08'GL 000°00%'68€ 000°009'6.€ 199'86.'€9€E lopunuy suuy
%60 000'028$ 182'8v2°L$-  000'028‘€Z$ 000°000°€2$ 182'8%Z'42$ RueBajy

adouaJdyia aoualayia $ aouasayIq $ €10¢ rAN114 LL0c Ayuno)
lenuuy abelany €Loe-¢ioc cLoe-Loc

€102-110¢2 |edSi4 10} pudl] SNUDBAIY Xe | aWoIU| |ed07]

48



S81JUN0Y JO UONBID0SSY puejhlep ‘seoiAleg aANe|siBa Jo Juswuedaq A8AIng ajey Xe| pue }obpng JUSWUIBA0LD) 007 ZL0Z :92.n0S

‘uonoesuel) Jo 00G$ Jod si Xe} uoieploday ‘awodul d|gexe) Jo abejuadlad e sl owodu| ‘anjeA passasse Jo 001 ¢ Jod si xe} Apadoud
|eay ‘sojed xe) |eloads apnjoul senunod s,8640985) adulld pue ‘Alswobiuol ‘plemoH “ouspald ‘saliey) Joy umoys sajel xe} Auadoud [eal ay| :S8JON

%St %St  %0°€ %0°€ %S0 %S0 0€'e 0€¢ %ST|L %SC ) 0420 0040 18)S82I0MA
%09 %09 %09 %09 %00 %00 0S'e 0S¢ %0Ce %0L°€ 080 69.°0 ODJIWODIAN
%09 %09 %0°S %0°S %S0 %S0 08¢ 08¢ %08¢C %08°¢ 816°0 816°0 uojbuIySEA
%0 %0Y %0°S %0°S %0 %01 009 009 %0Ov'c %SC'C L6v°0 810 joqie L
%0°S %0'S %0V %0V %00 %00 0oee  0ee  %SlL'e %S¢ 788°0 ¥88°0 jesiswog
%0°S %0G  %0°¢ %0°C %01 %01 00 00% %00°¢ %00°¢ 1580 1G8°0 shien s
%0°S %0'S  %0°S %0°S %S0 %S0 G6'vr G6Vv %0CC %02'¢ Ly8°0 .80 §,8uUuy ussnp
%0°S %0'S %00l %001 %Vl %v L GL'¢ 0S¢ %0C¢e %02'€ 6LEL 6LE’L s,861099 sould
%0°L %0°L  %0°. %0°L %0°L %0’} Sr'e GPe  %0C€E %02°¢ €00’ 6560 Asswobiuon
%0°G %0'S %SV %St %S0 %S0 0e’e 0€¢ %S8C %SG8°C 2ceco’l zeoL jusy
%0°L %0°L  %SL %S %0°L %01 0S¢ 098¢ %0C¢ %0Z°¢ 06L°1L 0SL°1L piemoH
%00 %00  %0°S %0°S %01 %01 0g’e  0€¢  %90¢ %90°¢ Zcvo’lL Zro’l plojleH
%09 %0G %SV %SG ¥ %01 %01 0S€ 0G¢ %S9¢C %S9°C 066°0 0660 naueo
%0°¢ %0€ %00 %0°S %00 %00 009 009 %96'¢C %96'C 790°L 790°L Youspald
%0°S %0'S %S0 %S0 %S0 %S0 00 009 %c9c %cC9'C 9/6°0 9/6°0 Jajssyalod
%0°'S %0'S %00l %001 %00 %00 00§ 009 %06'C %06'C T4’ 190°L S9lleyd
%0°¢ %0€ %09 %09 %00 %00 oLy 0L’y %08¢C %08°¢ 1660 0¥6°0 [198D
%0°S %06 %00l %00l %00 %00 006G 009 %S0¢ %S0°¢ 8L0’L 820’ [loded
%0°'S %0G %00 %00 %S0 %S0 006G 009 %¢€9¢ %E€9°C 0680 0180 suljoled
%0°'S %0'S %0 %0 %00 %00 00§ 009 %08'¢C %08'C ¢68°0 2680 HaAeD
%08 %08 %00l %001 %S| %S| 0S¢ 0S¢ %E8'C %E€8'C 0oLl 00LL alowneg
%G'6 %G'6 %00l %00l %G1 %G} 006G 00§ %0C¢ %02°¢ 89¢C°¢C 89¢°¢C Ao sownjeg
%0°L %0°L %00l %001 %0 %0 0S'c 0S¢ %9s'¢C %6¥'C Lv6°0 0L6°0 [9punly auuy
%08 %08 %SL %S L %S0 %S0 05°¢$ 05€$ %S0°€ %S0°€ 186'0$ 286°0% Auebajly

€1oc cloc €1oc cloc €10 cloc €loc  zcioe €Loc cioc €1o0c cloc Aunop

|93oIN/1930H juswasnwy Jajsued] uolnepIoo9ay awoou| [e20T] Auadoud [eay

/suolssiupy

€10Z pue ZL0Z |edsid4 Ul sajey Xe] JUSWUISAOL) [e207]

49



asealoul Alejes [ejauab 1S9
wswisnlpe BulAl-j0-1S00 Y109

Ll 6 9 L Bunueus Jaqunp
SOA %00 ON %00 4,191S92I0 M
SOA %01 ON %0'¢C ODIWODIAA
SOA %00 SOA 000°L$ ¢ uoibuiysey
SOA %S'E ON %00 joqel
SOA %00 ON %00 , }osiawos
ON %S} ON 005$ + %0°C ¢, SABIN IS
ON %00 ON %00 S, 8Uly usanPd
ON %0°¢ ON %00 ﬁw.wgowo aould
SOA %00 ON %00 :\coEomEo_\,_
SOA %01 ON %00 o JUdM
S9A %00 SOA %00 sPIemoH
SOA %01 ON %00 pioyeH
ON %00 ON 00S$ + %0°C ISR
SOA %00 SOA %01 fouepaid
SOA %01 ON %01 gorsayolog
SOA %00 SOA %00 ;SeHeyd
SOA %00 ON %01 [109D
SOA %00 ON %00 [jole)
SOA %00 ON %00 auljolen
ON %00 ON %00 ,JHoneD
SOA %00 SOA %00 dlowneg
ON %G} SEIN %00 /N0 alownjeg
ON %SC’L ON %00 lapuniy auuy
SOA %00 ON %00 Auebo||y
o days IS9/V102 SIETTEEIS puadig/ISO/V109 Kunoo

siayoea]
uoleonp3 jo pieog

Ajje1auang
juswuIdA0L) AJunon

€10Z |e2Si4 Ul suoijoy Alejes JusWUIdAOL) [e20

50



"9sealoul %G|
B aA192al [Im dals doy ay) ul Apealje saakojdwa |S9) 10 10D B dAI828l Jou [Im [essuab ul |guuosiad poddns pue siayoes) Ajunos J8)SadIoNN UM,

"JuswAo|dwa jeuosess 0] uinial uodn asealoul 9%,Q°'c B SAI808l |[IM
saahojdws Atesodwsy ‘g0z ‘| Alenuer aAijoays asealoul dajs %G ¢ B aAledal [[IM seaAkojdwa swi-Jed jusuewsad pue swig [N} {puadis 000 L$ B 9AI808.)
[Im seakojdwa swin-||n} AJUNOD "QL0Z WOoJ) 8sealoul papunjun Ing ‘pajeijobsu e Jonooal 0] asealoul dels JeaApiw [eUOlIppe Ue BAIgdal ||IM Jojealb pue
¢ do1g uo s1ayoea| ‘Y100 %0’ L B aAledal |im days doy ay) ul Apealje slayoeas) ‘yY10D B aAI92al JoU ||Im [elausb ul siayoes) AjJunod uojbulysepn UM,

2102 ‘G JaquiadeQ
snuoq 000‘L$ B SAI88J [IM SIOJASIUIWPE [00YdS ‘€L0Z ‘Gl Yoseyy esessoul dejs e eaiedal |im yeys poddns pue sieyoes} Ajuno) jesiswos,

‘puadis 00G$ Jusuewsad e pue Y100 %0°Z & 919031 [Im seakojdwa Ajuno) shiep IS,

"uoleJiigie ul aie 4O pue Ajuno) ‘suojun
aakojdwa Jayjo sy yum suonenobau ul IS SI Wa)SAS |00Yds 8y “JedA YIom 8y} ul uoionpas Aep-auo e aAledal Os|e sIayoes} AjJuno?) s,86.1099 aould,,

'ISO %0°¢C & dAI80al
M asealoul A)iaebuol Jo dajs/lew e dAI9981 Jou pIp Jey) seakojdwae ‘YOO & dAI90al Jou pip [esausb ul saakojdws [ooyds Auno) AiswoBbiuo ajiuM,

‘10z ‘1 Aenuep asealsoul days pue Y100 %0’ L B 9AI99al [Im seakojdws [ooyos Ajuno) ey,
‘€10z ‘1 Aenuepr w100 %0°Z B 9A192a1 [Im sjueabias pue s1ao1jo a21jod ‘Y109 B 9AI89al Jou pip [elauab ul seakojdwas Ajuno) piemoH BlUM,

'SNuUoq 00G$ B PUB V10D %0°Z B 9A1993l ||IM saakojdwa awi-||n} ‘uojunuou |je
V10D %0't B 919081 |IM (FNDSHY) seakojdws Juswpedsq speoy “eseasoul dajs pajoesuod e spiaoid 0} S|ge Jou SEM S|00YdS dljqnd Ajuno) pauten),

‘wa)sAs days mau e ul paoe|d ale sisybiauly pue a2IAISS
Jo s1eak uo paseq dn-yojed 9A180al ||IM OS|E [9UUOSIad JUSWSDIOJUS ME| PUE SUONIDLI0D JusWaIoul JUsW B dAI9dal |IIM seakojdwae Ayuno) souepald,

"asealoul palal) e ul Bunnsa.
‘oleos Alejes posinal e pajeobou seakoldwae poddns pue siojessiulwpe ‘osessoul dojs e pue Y100 %0°|L & dAI88l [|im s1aydes) Ajunod Jsjsayaloq,

‘asealoul dajs e aAl90al
[m seakojdwa wasAs jooyog -apelb juannd Jisy) Jo julodpiw Alejes ay} JO %S 0} |enba asealoul Jlaw B aAlgdal [Im saakojdwa Ajuno) sa|eyQ,

"SIojesisIuIWPE Yim suolenobau ul ||is S S|ooyos olignd Aunod peAeD,
"soseaJoul dajs aA1e0al [|IM sdnotb sakojdws Jayio ||e {404 Pue JNDOSHY Yim suonenobau ul s st Auno alownjed,

‘soafo|dwa pajeliyeun pue JNDOSHY UM suonenobau ul |i3s sI walshs |ooyos *(0G/$ wnwixew) Aiejes Juaind anoqe
[eAtB}UL [N} }xBU By} uo padeld aq |IIm seakojdwa alowneg jo uolun AND IS ANAabuol %G| pue Y10 %G| B 9AI9dal IIM (dO4) 821lod Jo J18pi0
leulsjelq pue ‘Y100 %SGE ' B 919081 ||Im [duuosiad paje|al-|ooyds pue [euoissajoideled ‘YOO %0°E B AI9O8I ||IM si0jesisiuipe [00yds Al alowijeq,

‘pouad Aed auo o} Aepijoy wniwaid
aledyjleay e pue ‘Jeak som sy} ul uononpal Aep-omy ‘eseasoul abem/Aieles %Gz | Jeak-piw e aA19dal Iim seakojdwa [0oyds AUnoD [epuniy auuy,

sjuswuwo)

51



‘aw sy} 1e syoAe| 4o ‘suononpad Aiejes ‘sybnojiny Aue juswsa|dwi 0} ue|d jou saop AJuno) ON ON 10q1e L
‘slayoea) / Buipnjoul ‘seakojdwa g
JO sjjoAe| pue ‘seaunes g jo juswaoeidas ay) pue seskoidwe z Jo Jsjsuesy ayj wols Bunnsal SBA SBA Jesiawog
suononpal Alees pey ing ‘sybnopny Aue juswajdwi 0} Jayldym pauiuwisl}ap Jou sey wajsAs [00yos
ON ON s Alep 1S
ON ON S,8UUy U2anP
"uoljeJgJe ul ale adl|0d JO JapJQ |eulaleld ay} pue Ajuno)
's}JoAe| J0 suononpal Alejes aq |IM 818y} Jayjaym paulwialep 194 jou sey pue suojun aaAojdwa sy jo | Buipuad Buipuad s,8b61095) aould
awos yym suonenobau ul |3s si Ing ‘sybnopny Aue Bunuswajdwi syedionue jou saop Wwa)sAs |00yoS
‘pauueld ale syoAe| Jo ‘suononpal Alejes ‘sybnopny oN oN AiawoBuop
OU pue Jajsuel} JOo uoi)e ybnolyl pajpuey aiam suononpal 186pnq je 1ey) pajesipul WalsAs [00yos
ON ON Jusy
ON ON pJjemoH
ON ON pJojeH
‘suononpal Asejes Jo sybnoyiny Aue juswsa|dwi 0} ueld jou saop Ing ‘@sealoul da)s pajoeljuod
. k SOA ON naleo
e apinoid 0] ||ge jou sem pue ‘sieyoes) || Buipnpul ‘seshoidwe Q| HO pie| wa)sAs [00yos
"awl} siy} je pauueld jou aJe suoionpal Alejes pue
sybnojiny 1ey) pajesipul pue saakojdwa oM} Jo pie| WalsAs |ooyoS “awl siy} e pauueld aie syohe) SOA ON Mouapald
OU ]ey} pajedlpul sey pue ‘suononpad Asees Jo sybnopny Aue juswsajdwi 0} ueld jou saop Ajuno)
ON ON J8)sayoioq
ON ON saleyd
"‘awl} siyj }e pauueld aie syoAe)
‘ ON ON 199D
10 sybBnoyiny ou jey} pajeoipul sey pue ‘suononpal Asejes Aue yuswsjdwi 0} ueid jou saop Ajuno)
‘99Aojdwa auo Yo pie| Inq ‘suononpal Asejes Jo sybnojny Aue uejd jJou saop Wo)SAS |00YdS SOA ON [jouen
‘0ohojdws suo o pie| Ing ‘suononpal Asejes Jo sybnopiny Aue ued jou saop AJuno) SOA ON auljoie)
"SI0}EJ]SIUIWLPE YIM o o onlE
suonenobau ul [is sI Ing ‘syoke| o ‘suononpal Asejes ‘sybnojiny Aue ueld jou seop wa)sAs [00YdS N N HOAED
ON ON aJowineq
‘sea/kojdwa pajeljeun pue JNOSHY Yum suonenobau
ul s s waishks |ooyos -seshojdwa Jayoesi-uou 94 0} dn Jo spoAe| Buisseocoid Apusuind si
‘ . SOA ON AynQ aiownjeg
11 1ey) pajeolpul sey Ing ‘suononpals Asejes 1o sybnojiny Aue ueld jou ssop walsAs |ooyos syoAe| Aue
aq |IM 8Jay} Jayjeym paulwsl}ap Jou sey jng ‘suononpal Alejes 1o sybnopny Aue ueld jou saop A9
ON ON [@punly auuy
. cLoz _mwm: ul pajeulwi|@ alem suonisod ay} N N AueBolly
10 €9 ‘sieah |eosyy 9a4y) }sed ayy JoaAo uonupe ybnouyy suonisod 90| paleulwld sey wajsAs |o0oyos
syofe uononpay fjunoo
J/ybnopng

€102 |edsi4 ul sue|d }joAe pue ‘uononpay Alejeg ‘ybnojin4 JusWUIBAOL) |20

52



S8IJUN0J JO UONBIN0SSY puejhle|y ‘SeoiAIes aAle|siBaT Jo Juswiedsq :924n0S

sue|d

9 Z Bunuawajduwy

suonolpsunr jejoj

ON ON IEEERIITY
"'SOAIJUSDUI JUBWBIIAI

pue uonupe ybnouayy suomisod pajeulwl@ osie sey WalsAs [0oyog  siayiom |auuostad idnd 4 ON SOA O2IWODIAA
10} S9|NPaY9Ds YJom pue sallejes paonpal Ing ‘syoAe| Jo sybnojiny Aue uejd jou seop walsAs |00yosg

ON ON uojbuiysepn

syjofen uononpay fjunoo

/ybnopng

53



54



Part 5

Capital Program
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Capital Program — Impact of Fiscal Pressures

Proposed Increase in General Obligation (GO) Bond Authorizations
Could Offer Relief to Bond Program Squeezed from Both Ends

] Recommendation adds $150 million annually — $750 million over next five
years.
° The Capital Debt Affordability Committee recommendation would restore GO

bond authorizations to pre-recession levels.

GO Bond Limits

Comparison of Recent CDAC Five-year Recommendations

Fiscal 2014-2022

($ in Millions)
$1,400
P
$1,350 2012 CDAC recommendation /
$1.300 restores all but $140 million of
’ pre-recession level recommendation. /
$1,250 ‘\
$1,200 /
$1,150 /
$1,100 — ?——)/
$1,050 \
\ 2011 CDAC recommendation
$1,000 $890 million Tess than pre-recession
$950 L level recommendation.
$900
$850
$800
2014 2015 2016 2017 2018 2019 2020 2021 2022
=0—Sept 2009 CDAC| $1,080 | $1,110 | $1,140 | $1,170 | $1,200 | $1,240 | $1,280 | $1,320 | $1,360
Dec 2011 CDAC | $925 $935 $945 $955 | $1,050 | $1,240 | $1,280 | $1,320 | $1,360
=>&=Dec 2012 CDAC | $1,075 | $1,085 | $1,095 | $1,105 | $1,200 | $1,240 | $1,280 | $1,320 | $1,360

CDAC: Capital Debt Affordability Committee

GO: general obligation
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The Governor’s preliminary GO bond allocation for the 2013 session as
required by § 8-113 of the State Finance and Procurement Article:

o $428 million for grant and loan programs to local governments;
° $397 million for design and construction of State-owned facilities; and
L $250 million for public school construction grants to local governments.

In addition to GO debt the Governor’s preliminary allocation contemplates
$375 million in transportation debt, $150 million in bay restoration bonds, and
$37.5 million for capital leases.

GO Bond Authorizations and Operating Budget Relief: $1.26 billion of GO bond
authorizations used in fiscal 2010 through 2013 to replace fund transfers and

pay-as-you-go.

fiscal 2014 and $66 million in fiscal 2015.

Prior year replacement commitments would require $91 million in

Use for Operating Relief
Fiscal 2010-2013 Actual and Fiscal 2014-2015 Estimate

(% in Millions)

$1,400

$1,200

$1,000

$800

$600

$400

$200

$0

2010 2011 2012 2013 2014 Est. | 2015 Est

B Proposed Additonal Authorizations $0.0 $0.0 $0.0 $0.0 $150.0 $150.0
B Program Funding $902.7 $765.4 $637.8 $890.6 $833.1 $869.0
O Operating Relief $308.1 $414.3 $311.3 $228.8 $91.9 $66.0
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Impact of Reduced Authorizations and Bond Replacement on Anticipated

Capital Expenditures: Actual capital investments in juvenile services, public safety,
and higher education reduced from programmed levels to fund GO bond replacement

for environmental programs.

GO Program Planned Versus Actual

($ in Millions)

$1,600

$1,400

$1,200

$1,000

$800

$600

$400

$200 -
50 - . | l. I
State Health/ Env Public Educ Higher Housin Local Trans
Facilities Social ) Safety ’ Educ. 9 Projects :
H2011-2014 Planned | $194.9 $362.3 $272.5 $528.6 $1,024.0 | $1,479.5 $137.1 $130.5 $0.0
H2011-2014 Actual $181.7 $161.4 $967.2 $193.0 $1,2004 | $1,0724 $152.7 $143.4 $156.9
m2011-2014 Adjusted | $181.7 $161.4 $363.0 $131.8 $1,2004 | $1,072.4 $134.2 $143.4 $0.0

Educ.: Education
Env.: Environment
GO: general obligation
Trans.: Transportation

Note: Adjusted does not include GO funds used to provide operating relief.
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Outlook for 2013 Session

Remaining
"Un-Spoken For"
Authorizations
$434.0 Million

Preauthorizations for
2013 Session
in 2012 MCCBL
(net of GO
replacement)
-$283.8 Million

GO Replacement from
2012 Session
-$55.1 Million

Remaing Amount of
ICC Payment
-$21.5 Million

PAYGO Replacement
-$30.6 Million

Public School Construction
CIP Level
$250.0 Million

Fiscal 2014 Requests — Competition for Available “UnSpoken For”
Authorizations

State Facilities: $115 million

Health and Social Services: $61 million (excludes preauthorizations)

Environment: $115 million (excludes fund transfer replacement)

Education: $418 million (net of Capital Improvement Program level for
Public School Construction)

Higher Education: $227 million (excludes preauthorizations)

Public Safety: $50 million (excludes preauthorizations)

Housing: $52 million

Miscellaneous — including legislative initiatives: $117 million

CIP: Capital Improvement Program

GO: general obligation

MCCBL: Maryland Consolidated Capital Bond Loan
ICC: InterCounty Connector

PAYGO: pay-as-you-go

Source: Department of Budget and Management
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Construction Costs Increase

° Construction Costs on the Rise: The year-over-year measure for inflation in the
building and construction market nationally and regionally reflect increased
construction costs.

] Increased Escalation Rates Used in Cost Estimating: Base square foot costs
increase by 3.7% for projects requested in the 2013 session compared to 3.0% for
2012 session, and -1.0% for 2011 session. Annual escalation rates for projects
requested in the 2013 session set at 3.0% annually for calendar 2012, and 4.0% for
calendar 2013 through 2015, as compared to 1.0% for calendar 2011, 2.5% for
calendar 2012, and 3.0% annually for calendar 2013 and 2014 used for projects
authorized in the 2011 session

Construction Cost Inflation
Calendar 2003-2012

10%

% //\ .
N //\CM ////__

-2%

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

== \laterials and Components == Building Cost Index
for Construction Baltimore

Source: Bureau of Labor Statistics; Engineering New-Record

] Increased School Construction Costs: The Interagency Committee on School
Construction (IAC) reports increased construction bids. Recent increases in material
costs are reflected in increased square foot construction rates which IAC has set at
$241 a square foot for projects requested in the 2013 session compared to $224 and
$232 for the 2011 and 2012 sessions, respectively.
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Capital Requests Exceed Capacity

Recession Impacts Demand: Annual five-year planning cycle general
obligation (GO) bond requests remain stable at $8.0 billion for each of the past
three request cycles compared to levels in excess of $9.5 billion for the five
previous annual request cycles.

Local Capacity: The decline is largely attributable to reduced local school
construction requests which has averaged $2.8 billion over the past three annual
five-year request cycles compared to levels in excess of $4.1 billion for the five
previous annual request cycles.

GO Bond Requests and Anticipated Authorizations
Fiscal Years
($ in Millions)

$12,000

$10,000

$6,000 /
/

I
$2,000
$ 0 T T T T T T T T T 1
o o S 0 o ™ % © A @
v v v v v v v % v A%
g §° S KSg 0°’ S R S & N
oy S S N N R S S S S

= Five-year Anticipated GO Bond Requests = Five-year Anticipated GO Bond Funding

GO: general obligation

Source: Department of Budget and Management

Increased Authorization Levels Would Close Some of the Demand-funding
Gap: Increase in new out-year GO authorization limits would fund between
65 and 79% of requests compared to 56 to 72% based on the recommended
limits set last year., GO bond requests exceed the recommended new
authorization limit by $550 for fiscal 2014. Over the five-year planning period,
requests exceed capacity by almost $3.2 billion.
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GO Bond Requests as Percentage of Limit
Fiscal 2014-2018
($ in Millions)

$2,000

$1,800

$1,600

$1,400

79.5%

1,200 +

$1,000

$800

$600 -

$400

$200

$0

2014 2015 2016 2017 2018
OTotal Requests ®GO Limit B GO Limit Revised

GO: general obligation

Source: Department of Budget and Management
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Preauthorizations Included in 2012 MCCBL for 2013 through 2015 Sessions

Project Title

BPW: Old Senate Chamber

DNR: Program Open Space — Local

DNR: Program Open Space — Stateside
DNR: Rural Legacy

MDA: Agricultural Land Preservation Program
DHMH: Henryton Center — Demolition
DPSCS: House of Correction Deconstruction
UMCP: New Bioengineering

TU: Campuswide Safety and Circulation

FSU: Center for Communications and Info. Tech.
CSU: New Science and Technology Center
SU: New Library

UMBC: Campuswide Safety and Circulation
UMBC: New Performing Arts Complex

USM: Biomedical Sciences Engineering Shady Grove
MHEC: Community College Grant Program

MSU: New School of Business Complex

DJS: Southern Maryland Children's Center

DSP: Helicopter Replacement

MISC: InterCounty Connector

MISC: Ocean City Convention Center Expansion
MISC: Maryland School for the Blind

MISC: Johns Hopkins High Performance Data Center
MISC: Southern Maryland Higher Education Center
MISC: St. Mary's County Detention Center

Total

BPW: Board of Public Works

CSU: Coppin State University

DNR: Department of Natural Resources

DHMH: Department of Health and Mental Hygiene
DPSCS: Department of Public Safety and

DSP: Department of State Police

FSU: Frostburg State University

MCCBL: Maryland Consolidated Capital Bond Loan
MDA: Maryland Department of Agriculture

MDE: Maryland Department of Environment

2013 Amount 2014 2015
Session over CIP Session Session
$5,100,000 $3,000,000

17,846,000 2,753,0000 $10,899,000
15,093,000 0 7,900,000

9,456,000 of 4,867,000
12,653,000 0 6,134,000

3,050,000 0

3,022,000 3,022,000

5,000,000 5,000,000

7,812,000 7,812,000

4,700,000 0

47,050,000 of

4,000,000 4,000,000 49,000,000 $51,200,000
10,000,000 10,000,000

30,600,000 of

5,000,000 5,000,000

30,437,000 1,100,000

43,550,000 0 3,050,000

2,068,000 0

24,250,000 0 8,000,000
21,475,000 0

3,500,000 3,500,000

5,000,000 5,000,000

12,000,000 12,000,000 15,000,000
10,000,000 10,000,000

6,266,000 1,266,000

$338,928,000 $73,453,000| $104,850,000 $51,200,000

MHEC: Maryland Higher Education Commission

MSU: Morgan State University

SU: Salisbury University
TU: Towson State University
UMBC: University of Maryland Baltimore County
UMCP: University of Maryland, College Park
USM: University System of Maryland Office
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State Debt Policy

Capital Debt Affordability Committee Recommends Increasing
Authorizations

] The recommendation is to increase authorizations by $150 million annually from
fiscal 2014 to 2018, adding $750 million.

Cost of Increasing GO Bond Authorizations by $750 Million
Fiscal 2014-2022

($ in Millions)
Increase in Additional
Fiscal Year Authorizations Debt Service
2014 $150.0 $0.5
2015 150.0 3.3
2016 150.0 8.0
2017 150.0 16.2
2018 150.0 28.0
2019 0.0 41.3
2020 0.0 53.8
2021 0.0 65.0
2022 0.0 72.3

GO: general obligation

Source: Department of Legislative Services
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State Debt Policy (cont.)

State Debt Is within Affordability Ratios

° The Capital Debt Affordability Committee advises the General Assembly on State
debt policy. The committee’s policy is that State tax-supported debt outstanding
should not exceed 4% of Maryland personal income, and State tax-supported
debt service payments should not exceed 8% of State revenues.

State Affordability Ratios
Fiscal 2013-2022

Debt Outstanding as a Debt Service as

Fiscal Year % of Personal Income % of Revenues
2013 3.35% 6.54%
2014 3.35% 6.88%
2015 3.30% 7.07%
2016 3.19% 7.31%
2017 3.07% 7.43%
2018 2.96% 7.46%
2019 2.86% 7.20%
2020 2.74% 6.98%
2021 2.55% 6.79%
2022 2.55% 6.78%

Source: Department of Legislative Services
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State Debt Policy (cont.)

Annuity Bond Fund (ABF) Supports General Obligation (GO) Bond
Debt Service Costs

] State property taxes are the ABF’s largest revenue source. The current State
property tax rate is $0.112 per $100 of assessable base.

] House prices peaked in calendar 2007. Year-over-year house prices declined for
55 uninterrupted months. Prices have increased since February 2012.

Maryland Housing — Median Prices and Inventory

12-month Moving Average
January 2002 to September 2012

$350,000 60,000
$300,000 / \ - 50,000
P
$250,000 - =
3 / - = S—~———" 40,000
= $200,000 T S E’
c : -+ 30,000 £
g $150,000 . z
= ~ : 20,000
$100,000 o z
$50,000 10,000
$0 f f f f f f f f f f f f f f f f f f f f f 0
FIPFPIFIPIPPPERPI I RRP PO R
RIS S RS S S S IS FS IS FS IS S SN SRS S RS RS R
N N N N N N N N N N D N N & N N N N S N N
W T N N P
Median Sales Price - - = Inventory

Source: Maryland Association of Realtors
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State Debt Policy (cont.)

GO Bond Debt Service Costs Exceed State Property Tax Revenues

Estimated Annuity Bond Fund (ABF) Activity
Fiscal 2013-2018

($ in Millions)
2013 2014 2015 2016 2017 2018

Special Fund Revenues

State Property Tax Receipts $728 $726  $720 $728 $735 $754

Bond Sale Premiums’ 136 105 97 19 0 0

Other Revenues 3 3 3 3 3 3

Fund Balance Transferred from Prior Year 182 147 10 1 1 1
Subtotal Special Fund Revenues Available $1,050 $981 $829 $750 $739 $757

General Funds $0 $0 %211 $392 $475  $537 |

Reimbursable Funds 2 6 6 6 7 7

Federal Funds 12 12 12 12 12 12
Total Revenues $1,063 $1,000 $1,059 $1,160 $1,232 $1,313
Projected Debt Service Expenditures $916 $990 $1,058 $1,160 $1,231 $1,312
ABF End-of-year Fund Balance $147 $10 $1 $1 $1 $1

! Estimated bond premiums total $62.1 million in March 2013, $47.4 million in August 2013, $57.7 million
in March 2014, $48.4 million in August 2014, $48.4 million in March 2015, and $18.8 million in

August 2015.

Source: Department of Legislative Services

o In fiscal 2014, estimated GO bond debt service costs exceed State property tax
revenues by $264 million. Prior year fund balances and bond premiums are expected to
be sufficient to fully fund debt service in fiscal 2014. However, estimates could be

revised substantially due to:

° Revised Property Tax Estimates: For example, the November 2004 revision
added $17 million to the State property tax revenue estimate;

° Interest Rates Changes: Either increasing the true interest cost or reducing the
coupon rate by a combination of 0.25% (25 basis points) reduces the projected

March 2013 premium by $12 million; or

° The Amount of Bonds Sold: Adding $25 million to the sale adds $3 million to

the premium.

71



State Debt Policy (cont.)

Additional Costs Attributable to Limiting Additional

Authorizations to Two Years
Fiscal 2014-2022

($ in Millions)
Increase in Additional
Fiscal Year Authorizations Debt Service
2014 $150.0 $0.5
2015 150.0 3.3
2016 0.0 7.3
2017 0.0 12.9
2018 0.0 20.2
2019 0.0 25.5
2020 0.0 28.9
2021 0.0 30.9
2022 0.0 31.7

Source: Department of Legislative Services

] Increasing GO bond authorizations adds to the out-year revenue shortfall.

] Authorizations are increased beyond the current term.

J It is unclear what the additional authorizations will support.

] The transportation capital program for major projects declines in the out-years.

] The Department of Legislative Services (DLS) recommends limiting the

additional authorizations to two years and reconsider in the 2015 interim.
The General Assembly may also consider dedicating a portion, or all of
these funds, for transportation.
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Transportation
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Transportation Trust Fund

Maryland Department of Transportation’s (MDOT) Financial Forecast
Is Based on Optimistic Assumptions

MDOT’s $5.7 Billion Special Fund Capital Program Could Be Overstated by More
Than $2 Billion

] MDOT has estimated robust growth in the titing tax; however, there is still
uncertainty in the economy, and revenues could be less than estimated. Other
revenues could be adversely impacted should the economy contract.

] While MDOT has been able to constrain operating budget growth in recent fiscal
years, the long-term forecast of constrained operating budget spending appears
unrealistic. In particular, estimates of total transit spending, winter maintenance,
and employee compensation appear to be underbudgeted.

L MDOT assumes almost $1.9 billion in bonds over the six-year period to support
capital spending. If revenues and/or spending do not meet the estimates, then
MDOT’s ability to issue debt could be severely curtailed.

° The special fund capital program put forth by MDOT likely represents the
best case scenario for capital spending moving forward.

The Special Fund Transportation Capital Program Will Largely Be Spent
On System Preservation Projects
Fiscal 2013-2018
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D&E: development and evaluation WMATA: Washington Metropolitan Area Transit Authority

Source: Maryland Department of Transportation, 2013-2018 draft Consolidated Transportation Program
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Transportation Capital Program Funding Issues

] Funding of system preservation and the Washington Metropolitan Area Transit
Authority (WMATA) represent the first draws on capital spending. Over the
six-year period, funding for these obligations account for anywhere from 65 to
79% of spending in a given fiscal year.

° Major construction spending to enhance and expand the transportation network
declines over the six-year period, totaling approximately $150 million in
fiscal 2018. As shown below, by fiscal 2018, there is no funding for major
projects or planning of major projects for the State Highway Administration.

By Fiscal 2018 the State Highway Administration’s

Special Fund Capital Budget Will Only Fund System Preservation
Fiscal 2013-2018
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Source: Maryland Department of Transportation, 2013-2018 draft Consolidated Transportation Program

° Even under MDOT’s forecast, its draft fiscal 2013 to 2018 Consolidated
Transportation Program (CTP) does not include funding for:

° construction of the Red and Purple Lines or the Corridor Cities
Transitway;

o Watershed Implementation Plan obligations after fiscal 2017;

° the planned intermodal facility in Baltimore City; or

] highway projects to expand and enhance the network after fiscal 2017.
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Alternative Finance and Revenue Options to Construct the Major
Transit Lines

] It is estimated that the cost to construct the Purple Line is $1.9 billion, and the
Red Line is $2.1 billion. The State is assuming federal aid for the construction of
the projects, but the State’s share of construction will be significant. For
example, to construct all three transit lines simultaneously, the State would need
an additional $725 million of revenue in fiscal 2018 based upon the current cash
flow plan for construction.

L Instead of relying on traditional revenue sources to construct the transit lines, the
State may want to consider alternative transit financing options including:

o Public-private Partnerships (P3) Utilizing Availability Payments: The
State could enter into a long-term agreement with a private entity to
design, build, finance, operate, and maintain a transit line through
availability payments. Availability payments are annual payments to the
private contractor for the operating and capital costs of the project.

o Transportation Infrastructure Finance and Innovation Act (TIFIA): A
federal loan/credit assistance program that provides below market interest
rates for transportation projects.

. Value Capture: Refers to the idea of using the increase in land value due
to the construction of a transit project to pay for the construction of that
project. This could be accomplished through special taxing districts,
developer fees, etc., to support Tax Increment Financing bonds.

o Local Option Revenues: Consideration could be given to authorizing
local option revenues (e.g., sales and motor fuel tax) for the construction
of a transit line.

. General Fund Revenue/General Obligation Bonds (GO): Other
jurisdictions use general fund revenue/general obligation bonds to support
transit spending.

L P3s and federal TIFIA loans are financing options that will still require an
increase in revenue to support repayment. In addition, these options are
more expensive than either State debt or use of cash for the project.

o Value capture and local option revenues are likely to be insufficient as
standalone revenue tools to support the construction of the transit lines.

] The General Assembly may want to consider dedicating all or a portion of
the additional $150 million in GO bond authorizations to MDOT.
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Opening Fund Balance
Closing Fund Balance

Net Revenues

Taxes and Fees

Operating and Miscellaneous
Net Revenues Subtotal
Bonds Sold

Total Revenues

Expenditures

Debt Service
Operating Budget
State Capital

Total Expenditures

Debt

Debt Outstanding
Debt Coverage — Net Income

Local Highway User Revenues

HUR Transfer to GF

Capital Summary
State Capital

Net Federal Capital (Cash Flow)
Subtotal Capital Expenditures

GARVEE Debt Service

Transportation Trust Fund Forecast

Fiscal 2012-2018

($ in Millions)
Actual Est. Est. Est. Est. Est. Est. Total
2012 2013 2014 2015 2016 2017 2018 2013-2018
$221 $187 $100 $100 $100 $100 $100
$187 $100 $100 $100 $100 $100 $100
$1,801 $1,912 $2,074 $2,139 $2,193 $2,210 $2,242 $12,770
566 495 491 492 501 509 519 3,007
$2,317 $2,407 $2,565 $2,631 $2,694 $2,719 $2,761 $15,777
$115 $100 $70 $40 $30 $0 $0 $240
$2,447 $2,507 $2,635 $2,672 $2,724 $2,719 $2,761 $16,018
$174 $180 $199 $213 $216 $230 $220 $1,258
1,572 1,660 1,740 1,857 1,965 2,079 2,196 11,497
736 754 696 599 543 411 345 3,348
$2,482 $2,594 $2,635 $2,672 $2,724 $2,719 $2,761 $16,108
$1,459 $1,565 $1,504 $1,397 $1,271 $1,093 $919
3.4 3.5 3.2 3.6 3.3 3.1 2.9
$148 $158 $166 $170 $174 $174 $177 $1,018
$187 $0 $0 $0 $0 $0 $0 $187
$736 $754 $696 $599 $543 $411 $345 $3,348
690 835 769 514 368 350 359 3,195
$1,426 $1,589 $1,465 $1,113 $911 $761 $704 $6,543
$87 $87 $87 $87 $87 $87 $87 $525

GARVEE: Grant Anticipation Revenue Vehicle

GF: general fund
HUR: highway user revenue

TTF: Transportation Trust Fund

Note: Numbers may not sum due to rounding.
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Regular Full-time Equivalent Position Changes
Fiscal 2002 Actual to Fiscal 2014 Baseline

Department/Service Area
Health and Human Services
Health and Mental Hygiene
Human Resources
Juvenile Services

Subtotal

Public Safety
Public Safety and Correctional Services
Police and Fire Marshal

Subtotal

Transportation

Other Executive
Legal (Excluding Judiciary)
Executive and Administrative Control
Financial and Revenue Administration
Budget and Management
Retirement
General Services
Natural Resources
Agriculture
Labor, Licensing, and Regulation
MSDE and Other Education
Housing and Community Development
Business and Economic Development
Environment

Subtotal

Executive Branch Subtotal
Higher Education

Position Reduction*

Executive and Higher Education Subtotal

Judiciary
Legislature

Grand Total

MSDE: Maryland State Department of Education

*Required in Section 25 of the Budget Reconciliation and Financing Act of 2012.

Source: Department of Budget and Management; Department of Legislative Services
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2002 2013 Legis. 2002-2013 2014 2013-2014
Actual Appropriation Change Baseline Change
8,555 6,446 -2,109 6,449 4
7,364 6,539 -825 6,539 0
2,123 2,133 10 2,081 -52
18,041 15,118 -2,923 15,069 -49
11,663 11,050 -612 11,167 117
2,590 2,393 -197 2,378 -15
14,252 13,443 -809 13,545 102
9,538 8,730 -809 8,730 0
1,364 1,499 135 1,499 0
1,603 1,579 -23 1,617 38
2,151 1,973 -178 1,973 0
517 451 -66 454 3
194 205 12 205 0
793 576 -217 576 0
1,618 1,296 -323 1,300 4
480 384 -96 384 0
1,706 1,650 -56 1,650 0
1,956 1,897 -59 1,949 52
416 317 -99 317 0
324 225 -99 225 0
1,028 931 -97 932 1
14,149 12,981 -1,168 13,079 98
55,980 50,271 -5,709 50,422 151
21,393 24,727 3,335 24,970 243
0 -100 -100 -100 0
77,373 74,899 -2,474 75,293 394
3,010 3,585 575 3,585 0
730 748 18 749 1
81,113 79,231 -1,881 79,626 395



Description of Position Changes in Fiscal 2014 Baseline Budget
New or Abolished Positions

o Higher education positions were created in fiscal 2013 by the University System of
Maryland consistent with Chapter 239 of 2004.

o Department of Public Safety and Correctional Services includes an additional
117 regular positions for the new Dorsey Run Correctional Facility.

° Maryland Health Benefit Exchange receives an additional 33 regular positions that were
created by the Board of Public Works as part of the rule of 100. The positions are
initially federally funded and will later be supported by fees collected by the exchange.

° The Department of State Police loses 15 regular positions as the resident trooper
program in Westminster ends.

° The Department of Natural Resources receives 4 additional positions to support the
Harriet Tubman Underground Railroad State Park in Dorchester County.

L The Division of Drug Control in the Department of Health and Mental Hygiene (DHMH)
receives 3 positions to support additional inspections of drug dispensing permit holders
required by Chapter 267 of 2012.

o The Maryland Insurance Administration receives 2 additional positions to investigate civil
insurance fraud as required by Chapter 588 of 2012.

° The Department of Information Technology is provided an additional 2 positions to
support operations of the Public Safety Communications System.

o Agencies receiving a single, workload-related increase in positions include the Maryland
Energy Administration, the State Labor Relations Board, the Department of Planning, the
Department of Legislative Services, and the Department of Budget and Management.

Position Transfers

o The Maryland State Department of Education (MSDE) receives 52 education positions
from the Department of Juvenile Services (DJS) to implement the transfer of educational
services in DJS facilities from DJS to MSDE.

o The Governor’'s Office receives 1 position from the Governor's Office on Community
Initiatives.
o Chapter 667 of 2012 transfers the State Board of Environmental Sanitarians and

1 regular position from the Maryland Department of the Environment to DHMH.
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Analysis of Vacancies and Turnover Rate
Fiscal 2013 Working Appropriation Compared to October 2012 Vacancies

Department/Service Area

Health and Human Services
Health and Mental Hygiene
Human Resources
Juvenile Services

Subtotal

Public Safety
Public Safety and Correctional Services
Police and Fire Marshal

Subtotal

Transportation

Other Executive
Legal (Excluding Judiciary)
Executive and Administrative Control
Financial and Revenue Administration
Budget and Management
Retirement
General Services
Natural Resources
Agriculture
Labor, Licensing, and Regulation
MSDE and Other Education
Housing and Community Development
Business and Economic Development
Environment

Subtotal

Executive Branch Subtotal

Vacancies
Vacancies Above or
Turnover to Meet (Below)
Positions Rate Turnover Vacancies Turnover
6,446 5.6% 359 630 271
6,539 6.8% 448 477 29
2,133 4.2% 89 209 120
15,118 5.9% 893 1,316 420
11,050 4.7% 518 469 -49
2,393 8.7% 207 168 -40
13,443 5.7% 762 637 -89
8,730 3.4% 300 443 143
1,499 5.7% 85 190 105
1,461 4.4% 64 128 64
1,973 4.0% 80 151 71
451 2.4% 11 58 47
202 4.4% 9 18 9
576 5.9% 34 40 6
1,296 6.4% 83 95 12
384 4.6% 18 29 11
1,650 4.1% 68 115 47
1,897 6.5% 122 177 54
317 3.9% 12 54 42
225 4.1% 9 16 7
931 6.2% 58 64 6
12,860 5.1% 657 1,135 482
50,150 5.2% 2,593 3,530 957

MSDE: Maryland State Department of Education

Source: Department of Budget and Management; Department of Legislative Services
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Contractual Full-time Equivalent Positions
Fiscal 2002 Actuals to 2014 Baseline

2012
2002 2011 Work. 2013 Leg. 2014
Actual Actual Approp. Approp. Baseline

Department/Service Area
Health and Human Services

Health and Mental Hygiene 409 319 370 396 396
Human Resources 111 102 73 73 73
Juvenile Services 119 86 108 107 107

Subtotal 639 508 550 576 576

Public Safety

Public Safety and Correctional Services 298 270 345 404 404
Police and Fire Marshal 46 31 29 29 29
Subtotal 344 301 374 433 433
Transportation 142 86 140 132 132
Other Executive
Legal (Excluding Judiciary) 99 47 48 49 53
Executive and Administrative Control 208 236 204 205 202
Financial and Revenue Administration 35 49 43 53 53
Budget and Management 33 16 10 13 13
Retirement 30 11 15 15 15
General Services 35 25 36 33 33
Natural Resources 332 401 389 386 388
Agriculture 36 45 45 44 44
Labor, Licensing, and Regulation 176 237 245 263 263
MSDE and Other Education 218 242 286 304 304
Housing and Community Development 49 33 76 78 78
Business and Economic Development 49 10 14 16 16
Environment 32 30 51 56 56
Subtotal 1,332 1,381 1,460 1,513 1,516
Executive Branch Subtotal 2,457 2,275 2,524 2,655 2,658
Higher Education 6,079 6,356 6,247 6,286 6,286
Judiciary 371 390 405 446 446
Grand Total 8,907 9,022 9,176 9,387 9,390

MSDE: Maryland State Department of Education

Source: Department of Budget and Management; Department of Legislative Services
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Employee and Retiree Health Insurance Funding

Fiscal 2011 Actual to Fiscal 2014 Estimate
(% in Millions)

2011 2012 2013 2014
Actual Actual Budget Estimate

Beginning Balance $185 $162 $172 $151
Receipts
Agencies (Employer Contribution) $921 $985  $1,046 $1,111
Employees/Retirees Contribution 227 239 248 258
Rebates, Recoveries, and Other 33 42 16 16
Total Receipts $1,180 $1,266 $1,310 $1,385
% Growth in Receipts 0.6% 7.3% 3.5% 5.7%
Expenditures
Payments $1,203 $1,256 $1,331 $1,411
% Growth in Payments 6.8% 4.4% 6.0% 6.0%
Ending Balance $162 $172 $151 $125
° State agency appropriations are now expected to exceed $1 billion.
° State has shifted the share of cost increases to State employees and retirees by:
° increasing prescription drug co-pay and higher out-of-pocket limits in

fiscal 2012; and

. adding co-pays with an out-of-pocket maximum for Preferred Provider
Organization (PPO) and Point of Service (POS) plans in fiscal 2013.

° Some revenues are also expected to decline as Medicare Part D is directed to
the general fund and federal Early Retirement Reinsurance Program
reimbursements end.

] Out-year costs are expected to increase consistent with recent trends:

° June 2012 open enrollment data shows a shift from PPO and POS into
Exclusive Provider Organization (EPO) as EPO gained approximately
19,000 enrollees, PPO lost 11,000 enrollees, and POS lost
9,000 enrollees; and

° cost data will need to be evaluated to determine the effect on costs.

Source: Department of Budget and Management; Department of Legislative Services
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State Retirement and Pension System and Other
Postemployment Benefits

Unfunded Actuarial Liabilities
($ in Millions)
$25,000
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OPEB: Other Post Employment Benefits

Source: State Retirement Agency; Department of Budget and Management

] The growth of unfunded pension liabilities accelerated dramatically during the
financial market collapse of 2008-2009, when the fund experienced back-to-back
annual investment losses of 5.4 and 20.0%.

] Pension benefit and funding reforms adopted during the 2011 session curbed the
growth of unfunded liabilities, which are now projected to begin to decline in
fiscal 2013.

J Retiree health benefit and eligibility changes adopted during the 2011 session
reduced the State’s other postemployment benefit (OPEB) liability by $6.3 billion.

Breakdown of State Pension Contribution Increase

($ in Millions)
Projected Fiscal 2013 State Pension Contribution $1,549.0
Increased Reinvestment 108.6
Demographic Assumption Changes 24.3
Experience and Corridor 110.1
Projected Fiscal 2014 State Pension Contribution $1,792.0

86



° The largest single factor contributing to the increase in State pension
contributions from fiscal 2013 to 2014 is the mandated increase in the
reinvestment of savings generated by the 2011 pension reforms into the pension
trust fund. The reinvestment increases from $191.4 million to $300.0 million.

] Changes in demographic assumptions used in the actuarial valuation of liabilities
and assets, which were adopted by the Board of Trustees to align them more
closely with actual experience, resulted in a net increase in contributions of
$24.3 million.

80% Funded Ratio Projections
State Retirement and Pension System
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Source: State Retirement Agency; Department of Legislative Services

° At the time they were proposed, the 2011 pension benefit and funding reforms
were projected to enable SRPS to reach the 80% funded level three years earlier
than it otherwise would.

° Two years later, the system is still on track to achieve the 80% funded level by
fiscal 2023.
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Video Lottery Terminals (VLTs) and Senate Bill 1 of

the Second Special Session of 2012

Existing VLT Licensees/Awardees

L The Video Lottery Facility Location Commission has awarded video lottery
operation licenses for each of the five geographic locations approved by the
voters in 2008.

o Facilities in Anne Arundel, Cecil, and Worcester counties are currently operating.
The facility in Allegany County at the Rocky Gap Lodge and Resort is scheduled
to open in mid-2013, and the facility in Baltimore City is scheduled to open in

mid-2014.
Senate Bill 1
° Question 7:

increases the number of video lottery operation licenses authorized from
five to six, and also authorizes a license for a 3,000 VLT facility in Prince
George’s County;

increases the statewide cap on VLTs from 15,000 to 16,500; and

authorizes video lottery operation licensees to offer table games.

L Additional Provisions Contingent on or Related to Question 7:

authorizes 24 hour per day operations at video lottery facilities;

provides/authorizes additional marketing and capital improvement
allowances for the Anne Arundel County, Baltimore City, and Cecil County
licensees after issuance of a license in Prince George’s County; and

reduces from 7 to 6% the percentage of VLT revenues dedicated to the
Purse Dedication Account for horse racing purses and bred funds.

L Provisions Not Contingent on Question 7:

shifts VLT procurement from the State to licensees, except in Allegany
and Worcester counties;
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o increases the operator share for the Worcester County licensee beginning
in fiscal 2014, assuming a certain amount of annual capital improvements
are made at the facility; and

o increases the operator share for the Allegany County licensee after

10 years of operations, assuming a certain amount of annual capital
improvements are made at the facility.

Impacts of Question 7 Passing Statewide and in Prince George’s County:

o 24 hour per day operations may begin at existing facilities;

. State Lottery and Gaming Control Commission will develop procedures for
facilities to request table games, with operations expected to begin in
spring 2013; and

o Location Commission may issue a Request for Proposals for the Prince
George’s County license.
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Federal Budget Control Act Sequester

Budget Control Act (BCA) of 2011

L Requires $984 billion in cuts over fiscal 2013 to 2021:

roughly $109 billion per year, half from defense and half from nondefense;
and

many mandatory and a few discretionary programs are exempt.

° Selection of programs exempt from sequestration:

most transportation programs;

Medicaid (vendor payments and administration);

Pell grants;

Children’s Health Insurance Program (CHIP);

most child nutrition and Supplemental Nutrition Assistance programs;

most child care, child support enforcement, foster care, and adoption
assistance programs;

Temporary Assistance for Needy Families; and

Abandoned Mine Reclamation Fund.

L Programs subject to sequestration:

education (elementary, secondary, vocational, higher)
employment and training

energy

environment

agriculture

justice
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Federal Budget Control Act Sequester (Cont.)

. housing/community development
o social services (non-mandatory programs)

o health (non-Medicaid/CHIP programs)

J national forests/mineral leasing
o defense
° Across-the-board cuts will be used for fiscal 2013, the Office of Management and

Budget reports percentage cuts to non-exempt funding as follows:

. 8.2% to nondefense discretionary funding;

o 2.0% to Medicare funding (plans and providers);
. 7.6% to other nondefense mandatory funding;

o 9.4% to defense discretionary funding; and

o 10.0% to defense mandatory programs.

Estimated Federal Fund Reduction in Maryland Budget Due to
Sequestration by Federal Agency

($ in Millions)
Federal Agency Federal Fiscal 2013
Department of Agriculture -$8.936
Appalachian Regional Commission -0.010
Department of Commerce -0.237
Department of Education -45.447
Department of Energy -0.044
Environmental Protection Agency -4.782
Department of Health and Human Services -30.976
Homeland Security -0.927
Department of Housing and Urban Development -15.209
Department of Interior -0.175
Department of Justice -0.797
Department of Labor -9.647
Total -$117.602

Note: Due to the three-month overlap with the federal fiscal year, these reductions may take effect
during State fiscal 2013 and/or 2014.

Source: Federal Funds Information for States; Department of Legislative Services
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Federal Budget Control Act Sequester (Cont.)

Fiscal CIiff

° Scheduled to occur at the end of calendar 2012:

expiring tax cuts;
other revenue measures;
reduced spending from the BCA Sequester; and

fiscal 2013 cost of renewing tax and spending policies (excluding the
$109 billion BCA Sequester) is estimated to be $417 billion.

° Tax cuts and other items expiring on December 31, 2012 include:

the Bush era and the American Recovery and Reinvestment Act tax cuts;
2.0% payroll tax holiday;

the Medicare Sustainable Growth Rate “Doc Fix”;

extended Unemployment Insurance benéefits;

Alternative Minimum Tax “Patch”;

estate and gift tax rates; and

various tax extenders (alcohol fuel tax credit, research and
experimentation tax credit, et. al.).

Can It Be Averted?

° Will Congress and the President modify the BCA and deal with other Fiscal Cliff

items?

Various proposals, no agreement (explicit legislation required)

99



Alternate Forecast Scenarios

Maryland Payroll Employment

Calendar Baseline BRE DLS DLS Difference Over Baseline
Year  Estimate' Sept. 2012° Sequester’ Fiscal Clifff BRE Sequester Fiscal Cliff
2011 2,544 511 2,544 511 2,544 511 2,544,511 0 0 0
2012 2,566,400 2,566,400 2,566,400 2,566,400 0 0 0
2013 2,592,000 2,589,600 2,546,100 2,538,500 -2,400 -45,900 -53,500
2014 2,640,300 2,628,400 2,590,600 2,580,100 -11,900 -49,700 -60,200

Maryland General Fund Personal Income and Sales Tax Revenues

(% in Millions)
Fiscal Baseline BRE DLS DLS Difference Over Baseline
Year Estimate Sept. 2012 Sequester Fiscal Cliff BRE Sequester Fiscal CIiff
2011 $10,299 $10,299 $10,299 $10,299 $0 $0 $0
2012 11,154 11,154 11,154 11,154 0 0 0
2013 11,834 11,778 11,655 11,566 -56 -179 -268
2014 12,349 12,227 12,011 11,714 -122 -337 -635

' The baseline assumes the federal automatic budget reductions (sequestration) currently scheduled to go into effect in
January 2013 are cancelled and the payroll tax cut and all provisions of the 2001/2003 federal tax legislation are
extended indefintely.

2 The BRE September 2012 forecast reflects the estimated direct impact from the federal sequestration budget
reductions. It also reflects the assumption that the payroll tax cut and certain provisions of the 2001 federal tax
legislation will expire at the end of 2012 per current law.

® The DLS sequester estimate is a simulation of the federal sequestration budget reductions using the REMI impact
model. It also reflects the payroll tax cut and certain provisions of 2001 federal tax legislation expiring at the end of
2012.

* The DLS "fiscal cliff" estimate reflects the federal sequestration budget reductions, the expiration of the payroll tax cut,
and all provisions of the 2001/2003 federal tax legislation expiring per current law. It also reflects the expiration of
emergency unemployment insurance benefits, certain tax provisions from the 2009 federal stimulus legislation, and
other tax provisions that are routinely extended such as the alternative minimum tax patch and the R&D tax credit. This
collection of budget cuts and tax increases is commonly referred to as the "fiscal cliff." The estimate was done using
Maryland economic forecasts from Moody's Analytics under the scenario that the full "fiscal cliff' takes effect
permanently relative to a scenario where all provisions are extended indefintely.

BRE: Board of Revenue Estimates
DLS: Department of Legislative Services
R&D: Research and Development
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State Reserve Fund Activity
Fiscal 2013 and 2014

($ in Millions)
Rainy Day Dedicated Catastrophic
Fund Purpose Acct. Event Acct.

Estimated Balances 6/30/12 $672.9 $0.0 $1.0
Fiscal 2013 Appropriations 27.8 0.0 0.0
Supplemental Teacher Retirement Grants -5.0
Estimated Interest 7.0
Estimated Balances 6/30/13 $702.6 $0.0 $1.0
Fiscal 2014 Appropriations $321.3 $100.0 $0.0
Expenditures

Program Open Space Repayment -50.0

Local Reserve Account Repayment -50.0
Transfers to General Fund (GF)

Fiscal 2014 Budget Bill -266.0
Estimated Interest 8.5
Estimated Balances 6/30/14 $766.3 $0.0 $1.0
Balance in Excess of 5% GF Revenues $0.5
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