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November 2002

The Honorable Norman H. Conway, House Chairman
Spending Affordability Committee

The Honorable Barbara A. Hoffman, Senate Chairman
Spending Affordability Committee

Dear Chairman Hoffman and Chairman Conway:

The Department of Legislative Services annual report on the “Effect of Long-Term Debt
on the Financial Condition of the State” is presented. This report essentially follows the format
of previous reports and includes a review of the recommendations of the Capital Debt
Affordability Committee, an independent affordability analysis, and a market analysis.

The creation of the Capital Debt Affordability Committee complements the efforts of the
Spending Affordability Committee in management of the State's bonded indebtedness. The
Capital Debt Affordability Committee, created by an act of the 1978 Genera Assembly, is
required to submit a recommended level of debt authorization to the Governor and the General
Assembly by September 10 of each year. The existence of the committee within the executive
branch means that consideration of debt affordability will occur at the time of formulation of the
State’ s capital program, as well as the time of approval of the program by the legislature.

The statistical analysis and data used in developing the recommendations were prepared
by Terri Bacote-Charles with assistance by Matthew Klein, Kathleen Gardiner, Christine A.
Romans, and Theresa Tuszynski.

Respectfully submitted,

Warren G. Deschenaux
Director

WGD/jab
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Chapter 1. Recommendations of the
Department of L egislative Services

New Debt Authorization

The Capital Debt Affordability Committee (CDAC) provisionally recommended adebt limit
for fiscal 2004 of $740 million in new general obligation debt authorization. The committeeintends
to make its final recommendation after the official December revenues estimates. The provisional
debt limit is set with an increase of $220 million over the recommended debt limit for fiscal 2003.
That increase includes $15 million for annual growth in the capital program, $5 million in funding
for the tobacco buyout, and another $200 million to recognize the temporary anomaly created by
legidative action taken in the Budget Reconciliation and Finance Act of 2002 (BRFA) and the
national recession. The national recession isexpected to reduce the State’ sgeneral operating funds
availablefor the capital program in fiscal 2004. The committee cited the favorable debt ratiosinits
discussionson increasing thisyear’ srecommendation and noted that future limitswill be set closeto
the previously assumed levels.

The BRFA reverted $414 million in previously authorized PAY GO appropriationsthat were
intended to be replaced primarily with general obligation bond funding. The capital bill passed by
the General Assembly included an additional $200 million for that purpose. During the 2002
session, $353 million was authorized as replacement funding. Sixty million remains for PAY GO
replacement in fiscal 2004 capital program and $73.5 million originally planned for fiscal 2003 was
deferred to fiscal 2004.

In accordance with Section 8-113 of the State Finance and Procurement Article, the
Governor notified the General Assembly on the level of State debt that isadvisable. The Governor
accepted the recommendation of the CDAC and provided thefollowing preliminary allocation of the
$740 million debt authorization:

G.O. Debt
State-owned Facilities $340,000,000
Grant & Loan Programs 261,000,000
Public School Construction* 139,000,000
Total $740,000,000

*The Governor also proposed $9 million in Qualified Zone Academy Bonds (QZABSs) and $2.4 million in
PAY GO for school construction for atotal of $150 million in fiscal 2004.
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The Department of Legislative Services forecast of personal income and levels of
outstanding debt indicatesthat Maryland’sfive-year general obligation debt authorization plan will
be affordable according to the debt affordability criteria and that additional capacity remains.
However, theforecast also revealsasignificant increase in the amount of annual debt service. That
growth in the debt service obligation will necessitate an increasein the proportion of general funds
allocated towards debt service. As more general funds are required to meet the debt service, less
general funds are made available for other competing State needs.

The Department of L egidlative Services agrees that the committee’ s provisional debt
limit for the 2003 session of $740 million in new general obligation authorizations meetsthe
affordability criteria and preserves capacity for the future. However, it is also noteworthy
that, theincreased debt serviceassociated with the higher recommended level may impact the
State’s ability to meet other high priority services after the payment of debt service
obligations.

Authorization of Transportation Debt

The Maryland Department of Transportation competes with other State capital projects
within debt affordability limits. Transportation debt capacity is limited by the constraints on debt
outstanding, debt service coverage, the cash flow needs for projects in the capital program, and
overall State debt affordability limits. It isrecommended that the General Assembly continueto
set an annual limit on thelevel of Statetransportation debt to keep debt outstandingwithin the
3.2 percent of personal income debt affordability criterion, and debt service within the 8.0
per cent of revenues debt affordability criterion.

Higher Education Debt

For fiscal 2004, the University System of Maryland intends to issue up to $59.3 millionin
auxiliary debt and up to $32.4 million in academic debt. Thislevel of issuancewill resultin a debt
serviceratio below the 5.5 percent recommended by the system’sfinancial advisers. Additionally,
Morgan State University for fiscal 2004 may issue new bonds for academic facilities. The
Department of L egislative Services agreesthat the committee'srecommended debt limit for
the 2003 session of $40 million in new academic revenuebondsisaffordablefor the University
System of Maryland and M organ State Univer sity.



Chapter 2. Recommendations of the
Capital Debt Affordability Committee

New General Obligation Debt Authorization

° The new general obligation debt authorization at the 2003 session is provisionally set to
$740 million. Thisfigure is $205 million more than the prior year’s anticipated level and
includes $5 million in funding for the tobacco buyout. The remaining $200 million isin
recognition of the legislative action taken in the Budget Reconciliation and Finance Act of
2002 and to provide greater flexibility in funding the planned PAY GO capital construction
program for fiscal 2004 in light of the national recession. The committee cited thefavorable
debt ratios asthe basisfor increasing the recommended amount to be authorized and plansto
issueitsfinal recommendation following areview of the December revenue estimates.

° Thelong-range plan adopted by the CDAC depictsitsintention to remove the $200 million
added to the fiscal 2004 recommended debt limit as atemporary anomaly, and return to an
annual increase of $15 million per year. That represents increases ranging from 2.70
percent in fiscal 2005 down to 2.56 percent infiscal 2008. Thefollowing table presentsthe
new long-range plan:

Debt Limit
Fiscal ($in Millions)
2004 $740
2005 $555
2006 $570
2007 $585
2008 $600

Higher Education Academic Debt to Be Authorized

Limit new debt authorization for academic facilities to $40 million for the next fiscal year.
The CDAC notes the proposed capital financing programs for the four systems “...result in a debt
burden level well below the 10 percent ‘highly leveraged’ threshold established by Standard &
Poor’s...” (CDAC 2002, pg. 38). The $40 million recommended academic revenue bond limit is

3



unchanged from that recommended for fiscal 2003. Of the $40 million recommended, $32.4 million
isintended for projects on University System of Maryland campuses. Allocation of the remaining
amount has not been determined.



Chapter 3. Review of the Analysis
of the Capital Debt Affordability Committee

The Capital Debt Affordability Committee (CDAC) continues to employ two affordability
criteria established in 1979 after analysis of available data including information from rating
agencies. (These criteria were reassessed in 1984 and 1988 and found to be valid measures
consistent with good management of debt over time.) The affordability criteria are:

o total State tax-supported outstanding debt should not exceed 3.2 percent of Maryland
personal income; and

° total State tax-supported debt service payments should not exceed 8 percent of State tax
revenues.

With the application of these debt management criteria, the State intends to manage resources to
meet high-priority servicesafter the payment of debt service obligations and to preserve capacity to
issue new debt in the future.

While the committee expanded its focus in 1987 to include all types of State tax-supported
debt (i.e., transportation, the Maryland Stadium Authority, Bond Anticipation Notes, and capital
leases), the recommended fiscal 2004 debt limit of $740 million appliesonly to general obligation
debt. In 1989 the committee further broadened its review to include higher education academic
revenue bonds. Although by law the committee must review the size and condition of thisrevenue
debt, the recommended debt limit of up to $40 million for academic facilitiesisin addition to the
limit on general obligation debt and is not considered as tax-supported debt nor isit subject to the
3.2 percent affordability standard.

The projections of the Capital Debt Affordability Committee indicate that total State tax-
supported debt outstanding will remain within the 3.2 percent of Maryland personal income limit for
thefive-year forecast period. For thefiscal period 2003 through 2008, debt outstanding will reach a
maximum of 2.72 percent. The committee’s projections providefor a$15 million per year increase,
after the removal of the additional $200 million included in fiscal 2004, in the debt limit to $615
millionin fiscal 2008 and tax-supported debt outstanding totaling over $6.8 billion. Similarly, the
projectionsindicate that total State tax-supported debt service will not exceed the 8 percent limit of
State tax revenues. For the same fiscal period, debt service will reach a maximum of 6.32 percent
and tax-supported debt servicewill increase from approximately $700 millionin fiscal 2003 to about
$891 million in fiscal 2008.
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Risk Analysis

The committee performed a risk analysis to evaluate the potential for exceeding the
affordability criteria under a proposed five-year general obligation bond authorization plan. The
four basic risk factors that the committee considered were:

° changes in personal income;

° changes in the definition of tax-supported debt;

° changes within the general obligation bond program; and
° changesin the bond issuance plansfor other components, including new components of tax-
supported debt.

Asinprior years, the committee noted that changesin after-the-fact measurement of personal
income, as compared to estimates in growth in personal income, are beyond its control. The
committee acknowledges, in an extensive discussion, that the current economic climate creates
greater uncertainty in estimatesfor personal income growth. The committee, therefore, loweredits
projected levels of personal income by adjusting the base year (2002) and assumed aslower growth
ratein personal incomefor both fiscal 2003 and 2004. With an adjusted base and aslower assumed
rate of growth, the committee’ s projected ratio of debt outstanding to personal income hasrisen but
remains well with the affordability criteria.

According to the committee, internal changesin the definition of what constitutes State tax-
supported debt resulting from reviews of individual transactionswould tend to be minor. However,
changesin definition by the bond rating agencies or the Governmental Accounting Standards Board
could have amajor impact on measured affordability. The committee is unaware of any potential
external changes and believes that any external changes would provide ample lead time to allow
adjustmentsto the five-year plan.

Changes within the general obligation bond program were thought most likely to consist of
two types. First, changes might occur to the types or costs of certain capital projects within the
program. Among the factors that can cause changes in the program is the availability of PAY GO
funding. However, since the committee recommends a specific dollar amount and not the use of the
funds, this type of change would not affect affordability so long as the total dollar amount is not
exceeded. Second, changes might occur in the rate at which authorized bonds are issued. The
current report assumes a higher level of issuance in both fiscal 2003 and 2004 ($525 million more
than anticipated in last year’ sreport). The assumed higher issuanceisdue mainly to the transfer of
previously authorized PAY GO capital projectsinto bond funding which are “ready to go” and will
need the cash immediately. The higher issuance also reflects the committee’ s intent to possibly
substitute bond funding for the fiscal 2003 or 2004 planned PAY GO capital program. Since higher
issuance result in more bonds being sold, theratio of debt outstanding to personal incomewill rise.
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Beyond fiscal 2004, the committee assumes a continuation of the pattern that 31 percent of
bonds authorized in a given year will be issued in the following year. That assumption reflects a
1998 study of actual experience. Any systematic factorsthat change the rate with which bonds are
sold, would affect the ratio of debt outstanding to personal income.

Changes in issuance plans for the transportation program, capital leases, the Stadium
Authority or any unknown component that would be considered State tax-supported debt have the
potential to affect affordability. The committee identified several factors that might result in
changesin issuance plans such asexternal factorsthat accel erate or delay aproject, the expansion of
existing programs or the starting of new ones that have not been accounted for in the analysis, and
unknown changesin bond programsthat would be considered State tax-supported debt. Thesetypes
of changes could have a positive or negative impact on the affordability of the five-year capital
program.

The committee srisk analysis considers changesin the growth rate of personal incometo be
the greatest risk factor for breaching the affordability criterialimit. That isprimarily aresult of the
sluggish economy and the chance that growth in personal income may not achievethe rates assumed.
In contrast, the committee believes the other components of risk, including potential changesinthe
bond issuance plans of other components of State tax-supported, pose little pressure on the
projections of capacity. However, the committee did mention that risk could result from actions
taken to alter the program of authorizations within the general obligation capital plan.
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Chapter 4. State Tax-Supported Debt

Maryland issues five types of tax-supported debt:
° general obligation bonds backed by the full faith and credit of the State;

° revenue bonds and notes issued by the Department of Transportation backed by operating
revenues and pledged taxes of the department;

° capital leases, annual payments of which are subject to appropriation by the General
Assembly;

° revenue bonds issued by the Maryland Stadium Authority and secured by alease with the
State; and

° tax or bond anticipation notes (TANS/BANS) which may be issued by the Treasurer and
which must be repaid within 180 days of issuance.

General Obligation Bonds

Genera obligation (G.O.) bonds are authorized and issued to pay for the construction,
renovation or equipping of facilitiesfor State, local government, and private sector entities. Grants
and loans are madeto local governments and private sector entitieswhen a State need or interest has
been identified. Projectsfunded with general obligation bondsinclude public and private colleges
and universities, public schools and community colleges, prisons and detention centers, hospitals,
and low-income housing projects.

Capital Budget Requestsfor Fiscal 2004 to 2008

Agency requests for fiscal 2004 total $888.5 million, over $148.5 million more than the
amount available under the recommended general obligation bond debt limit of $740 million. The
agency requestsinclude, where applicable, those amounts deferred from fiscal 2003 to 2004. Capital
requests for the next five yearstotal nearly $4.2 billion, while the projected debt limit for the same
period totals about $3.1 billion. These figures demonstrate that the number of capital projects
proposed far exceeds the ability of the State to appropriate bond fundsto provide for capital needs.
Exhibit 4.1 provides alisting of general obligation bond capital requests over the next five years.
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Exhibit 4.1
G.0. Bond Requests: FY 2004 - 2008
($in Millions)
Fiscal Year Category
2004 2005 2006 2007 2008 Total Totals
State Facilities $545.7
Board of Public Works $778  $117.0 $74.0 $711  $1828  $522.7
Military 0.0 35 3.2 11.9 4.4 23.0
Health and Socia Services 442.0
Health and Mental Hygiene 13.8 29.8 80.0 60.2 106.1 289.9
University of MD Medical System 15.0 10.0 10.0 0.0 0.0 35.0
Senior Citizen Activity Center 25 15 15 15 15 85
Juvenile Justice 8.0 337 29.5 7.4 5.0 83.6
Private Hospital Grant Program 5.0 5.0 5.0 5.0 5.0 25.0
Environment 434.4
Natural Resources 58.0 61.0 66.0 36.0 36.0 257.0
Agriculture 38 5.0 5.0 5.0 5.0 238
Environment 21.3 24.6 254 30.4 30.4 132.1
MD Environmental Service 4.6 41 3.8 45 45 215
Education 607.0
Education 0.0 29.1 15.3 0.8 0.0 45.2
MD School for the Deaf 0.0 0.8 52 20.5 11 27.6
MD Public Broadcasting 20 0.0 0.0 0.7 05 3.2
Public School Construction 147.6 90.6 97.6 97.6 97.6 531.0
Higher Education 1,4184
University System of MD* 149.4 161.6 88.2 117.1 192.0 708.3
Baltimore City Comm. College 18.6 04 14.9 55 0.2 39.6
St. Mary's College 229 142 0.8 27.3 4.6 69.8
Morgan State University 66.6 52.9 39.0 2.4 56.2 257.1
Community Colleges 48.6 69.5 61.4 83.1 29.6 292.2
Southern MD Higher Educ. Center 0.0 0.7 95 0.0 0.0 10.2
Private Facilities Grant Program 9.2 8.0 8.0 8.0 8.0 412
Public Safety 391.7
Public Safety 68.9 56.2 55.2 56.1 49.6 286.0
State Police 26.9 144 49 6.9 04 535
Loca Jails 26.3 13.7 7.2 16 34 52.2
Housing and Economic Devel opment 874
Economic Development 0.0 0.0 0.0 0.0 0.0 0.0
Housing and Comm. Development 12.7 12.0 14.8 11.7 11.7 62.9
Canal Place 0.0 0.0 14 0.0 0.0 14
Historic St. Mary’s City 6.1 2.3 17 11.9 11 23.1
Commission
Legidative Initiatives 30.0 15.0 15.0 15.0 15.0 90.0 90.0
Miscellaneous 42.9 29.0 275 25.9 15.9 141.2 141.2
Total Request $388.5 $865.6 $771.0 $765.1  $867.6 $4,157.8 $4,157.8
Debt Affordability Limits $740.0 $555.0 $570.0 $585.0  $600.0 $3,050.0

* |n addition to the G.O. bond request, USM has requested academic revenue bond funding for fiscal 2004 —2008 of $28 million,
$54 million, $47 million, $53 million and $28 million respectively.

Note: Numbers may not sum to total due to rounding.

Source:  Department of Budget and Management
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This listing reflects agency requests and will differ from the list that will appear in the
Governor's fiscal 2004 5-Year Capital Improvement Plan (CIP).

Bond | ssuance Stream

Genera obligation bonds authorized in agiven year are not issued in total thefollowing year.

In fact, the Treasurer reportsthat just over half of the general obligation bonds authorized in ayear

aretypically issued within the next two fiscal years. Thisdelay inissuance resultsin asubstantial

lag between the time general obligation debt is authorized and when it has a significant impact in
debt outstanding levels.

The bond issuance stream isthe key table upon which much of the affordability calculations
are based. Thistable, included as Appendix 1, shows how the proposed authorizations for fiscal
2003 through 2012 would beissued. Thetable also reflectsthe higher i ssuance stream anticipated
from the addition of the previously authorized PAY GO projectsinto the bond program. Asshown
below, a comparison of thisyear’sissuance stream to last year’ s reveals higher issuance levelsfor
fiscal 2003, 2004 and 2005.

Proposed | ssuance Stream

($in Millions)
Last Year’'s Report Current Year's Report
FY 2003 $400 $700
FY 2004 425 650
FY 2005 450 525
FY 2006 550 550
FY 2007 600 575
FY 2008 650 600
FY 2009 700 625
FY 2010 760 675
FY 2011 840 725
Total $5,375 $5,625

The CDAC assumes bonds authorized in a given year will be fully issued over five years (31
percent, 25 percent, 20 percent, 15 percent, and 9 percent).

The table in Appendix 1 aso indicates the expected issuances of current authorizations.
Since 1989 there has been over $1 billion in authorized but unissued debt. In fiscal 2003 this has
risen to nearly $1.8 billion. The CDAC report assumes that $421 million and $168 million of this
debt will beissued in fiscal 2004 and 2005, respectively.
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Bond Refunding

The two most recent bond sales of March and July 2002, included the refinancing of prior
bonds. The March 2002 bond sale included $109.9 million in refunding principal with $117.2
million placed into escrow (includes a $7.5 million premium) to refund the prior bonds. Over the
term of the bonds thiswill result in debt service savings of $10.8 million. Similarly, the July 2002
bond sale included $290.8 million in refunding principal with $315.3 million placed into escrow
(includes $24.7 million premium) to refund the prior bonds. The gross savings on this refinancing
will be $17.5 million.

Likewise, the bond sales of May and October 1993 and February 1994, included the
refinancing of prior bonds. The May 1993 bond saleincluded $147.7 millionin refunding principal
that was placed into escrow to refund $130.5 millionin prior bonds. Over theterm of the bondsthis
will result in debt service savings of $5.55 million. Similarly, the October 1993 bond sale included
$143.1 million in refunding principal that was placed into escrow to refund $123.4 millionin prior
bonds. The gross saving on thisrefinancing will be $8.8 million. Finally, the February 1994 bond
saleincluded $64.2 million in refunding principal to refund $56.7 millionin prior bonds. The debt
service savings will be $3.6 million.

The annual savings from the five refundings each fiscal year will result in areduction in the
general fund appropriation required in the operating budget under the Annuity Bond Fund to pay
debt services on general obligation bonds. Savings per fiscal year isincluded in Exhibit 4.2.
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Exhibit 4.2
Fiscal Year Savings asa Result of Refinancing
Fiscal Year May 1993  October 1993 February 1994 March 2002  July 2002 Total
1993 $40,024 $0 0 $0 $0 $40,024
1994 917,879 2,669,723 783,295 0 0 4,370,897
1995 910,776 492,895 310,473 0 0 1,714,144
1996 333,201 472,095 312,665 0 0 1,117,961
1997 332,226 470,765 310,828 0 0 1,113,819
1998 334,401 470,635 310,215 0 0 1115251
1999 335,289 471,278 312,380 0 0 1,118,947
2000 334,551 468,230 310,145 0 0 1,112,926
2001 334,817 470,965 308,260 0 0 1,114,042
2002 333,826 467,865 311,667 2,292,073 0 3405431
2003 332,193 467,660 312,837 2,243,556 9,150,256 12,506,502
2004 333,840 470,640 0 2,360,353 1,320,167 4,485,000
2005 333,748 467,448 0 692,017 5,251,467 6,744,680
2006 333,460 468,463 0 1,619,999 1,359,265 3,781,187
2007 0 471,213 0 1,477,265 212,993 2,161,471
2008 0 0 0 80,225 186,515 266,740
2009 0 0 0 80,225 10,342 90,567
2010 0 0 0 112 3,930 4,042
Total $5,540,231 $8,799,875 $3,582,765 $10,845,825 $17,494,935 $46,263,631

Source: State Treasurer’s Office

The State Treasurer’s Office, with advice from bond counsel, determineswhether refinancing
general obligation debt is advantageous. Should interest ratesfall to a point whereit is determined
that there would be sufficient savingsto warrant arefunding, such action would be presented to the
Board of Public Works for its approval.

New General Obligation Bond Authorizations

CDAC provisionally recommended alimit of $740 million for new authorizations of general
obligation bonds during the 2003 |egislative session. The committee cited favorable debt ratios as
the basisfor increasing the recommended amount to be authorized. Thefigureis$220 million more
than the prior year's recommendation. The increase includes $15 million for annual growth in the
capital program, $5 millionin funding for the tobacco buyout, and another $200 million to recognize
the temporary anomaly created by legidative action taken in 2002 and the national recession. The
recessionisanticipated to lower thelevel of general operating funds availablefor the State’ s capital
program in fiscal 2004.
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During the 2002 session, the Genera Assembly passed the Budget Reconciliation and
Finance Act. Although the act reverted $457 million in previously authorized PAY GO
appropriations, only $414 million required a substitution of general obligation bond funding. The
General Assembly authorized $354 million in replacement funding and adopted intent language to
completetheremaining PAY GO replacementsin fiscal 2004 and to fund the projects deferred from
fiscal 2003.

Transportation Debt

The Maryland Department of Transportation (MDOT) issues 15-year consolidated
transportation bonds which are tax supported debt. Bond proceeds are usually earmarked for
highway construction. Revenues from taxes and fees and other funding sources accrue to the
Transportation Trust Tund (TTF) to pay debt service and operating budget requirements, and to
support the capital program. Debt service on consolidated transportation bonds is payable solely
from the trust fund.

The department previously issued county transportation bonds that were considered both
State and county debt and counted toward State debt affordability limits. Chapter 539 of the Acts of
1993 altered this policy by authorizing the department to continue to issue bonds on behalf of the
local jurisdictions, without having the local debt apply to State debt affordability limits. Currently
this debt counts only toward the debt outstanding of the counties.

In addition the department hasincreasingly used debt other than consolidated transportation
bonds to support capital spending. Non-traditional debt used by the department has included
certificates of participation (COPs), Maryland Transportation Authority revenue bonds supported by
specific user fees such as parking revenues, and Maryland Economic Development Corporation
(MEDCO) revenuebonds. A portion of thisdebt isnot tax-supported and therefore, isnot under the
purview of the Capital Debt Affordability Committee. COPs and MEDCO bonds are considered
capital leases and will be discussed later in this section.

Since 1992 the department, in eight separate issuances, has issued $684 million in non-
traditional debt to support inlarge part the expansion of Baltimore-Washington International Airport
or the purchase of administrative facilities for the department. The majority of this debt, $450
million, wasissued in fiscal 2002. With the exception of the annual limit placed on the issuance of
COPsinthebudget bill, there are no statutory limits on theissuance or usage of non-traditional debt.
Asof June 30, 2002, non-traditional debt outstanding totaled $574 million.

Consolidated Transportation Bonds

Theissuance of transportation debt islimited by two criteria: an outstanding debt limit and a
coveragetest. Theoutstanding debt limit isset by statute. During the 1992 session, the outstanding
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debt limit wasincreased from $950 million to $1,200 million with the proviso that adebt ceiling is
to be set annually in the budget bill. During the 2002 session, the maximum outstanding debt limit
was increased to $1,500 million. The fiscal 2003 budget bill set the maximum ceiling for June 30,
2003, at $1,075 million, with an allowance to increase the debt outstanding by another $15 million
provided such an increase is justified to the budget committees prior to the publication of a
preliminary official statement.

The bond revenue coverage test, established in the department’s bond resol utions, mandates
that net revenues and pledged taxes must each equa at least twice (2.0) the maximum future debt
service. The department has adopted an administrative policy establishing a minimum coverage of
2.5. Based on MDOT’s currently projected bond sales, DL S estimates that as of June 30, 2003, it
will have a maximum outstanding debt of $915 million with coverage estimated at 4.4 times
maximum debt service under the net revenue test, and 6.9 times using the pledged tax test.

Since fiscal 1989, the department has issued consolidated transportation bonds in nine of
thirteen years. Thisincludestwo issuancesto refinance previousbond sales. In 1994, $504 million
in bondswasissued to refinance prior year debt, and $93.6 million wasrefinanced in 1998. Exhibit
4.3 shows that the department issued significant levels of new debt in the early 1990s. Between
fiscal 1989 and 1992, MDOT issued $790 millionin new debt. In contrast, $465 millionin debt was
issued between fiscal 1993 and 2002. The department last issued new debt in February 2002 (fiscal
2002), when bonds totaling $150 million were sold.

Exhibit 4.3
Consolidated Transportation Bond I ssuance*
($in Millions)
Fiscal Year Amount
1989 $100
1990 260
1991 310
1992 120
1993 75
1994 40
1995 75
1996 0
1997 50
1998 0
1999 0
2000 75
2001 0
2002 150
Total $1,255

* Exclusive of refinancing
Source: Maryland Department of Transportation
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Asaresult of the additional bondsissued, the department’s net debt outstanding grew from
$168 millioninfiscal 198810 $1,015 millioninfiscal 1995. Recently, lower debt issuance coupled
with the retirement of debt resulted in debt outstanding dropping to $648 million by the end of
fiscal 2001. However, debt outstanding is rising as a result of the fiscal 2002 sale and the
additional sales planned for fiscal 2003 and 2004. Exhibit 4.4 illustrates annual bond sales and
changes in debt outstanding.

Exhibit 4.4
MDOT Bonds Issued and Net Debt Outstanding
Fourteen-Year Summary —FY 1989 — 2002

($in Millions)
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Source: Maryland Department of Transportation

Capital Leases

In September 2000 (fiscal 2001), MDOT entered into a$33 million transactioninvolving a
conditional purchase agreement through the issuance of Certificates of Participation (COPs).
Proceeds support adding two levelsto the existing five-level parking garage and constructing anew
seven-level parking structure at the Baltimore/Washington International Airport MARC rail station.
Garage parking revenues will be used to retire the COPs.
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In addition in late June 2002 (fiscal 2002), MDOT entered into a $36 million transaction
with the Maryland Economic Devel opment Corporation (MEDCO). The proceedswill financethe
construction and acquisition of anew MDOT headquartersbuilding. Capital |easesare considered
tax-supported debt, and the CDAC’s analysis includes this financing.

Future Debt | ssuance

In September 2002, the CDAC issued its report that included a proposed bond issuance
stream for transportation debt through fiscal 2008. The proposed level of debt to beissued for fiscal
2003 through 2007 totals $1.3 billion as outlined in Exhibit 4.5.

Since the report was issued, DL S has reviewed the fiscal 2002 Transportation Trust Fund
closeout, and the Bureau of Revenue Estimates has revised its TTF revenue forecasts, both
reflecting slight increasesin available transportation revenues. Consequently, MDOT will beable
to maintain its planned debt issuance level and increase the capital program or maintain the size of
its capital program and reduce debt issuance.

Exhibit 4.5
CDAC Projected New Debt Issuance
($in Millions)
. CDAC Projected
Fiscal Year Debt | ssuance
2003 $325
2004 285
2005 170
2006 175
2007 125
2008 190
Total $1,270

Source: Report of the Capital Debt Affordability Committee on Recommended Debt Authorizations, September 2002
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Debt Service

Prior to fiscal 1990, the department maintained adebt service reserve whereby two years of
principal and interest payments were set aside in a reserve account upon the issuance of bonds.
Thisdebt service wasthen used for the repayment of those bonds. Thisrequirement waseliminated
by Chapter 255, Actsof 1989 for bonds sold after June 1, 1989. The department currently budgets
annual debt service payments in the year that principal and interest are due. The refinancing of
prior year debt retired all but two of the bond series issued prior to 1989 that had sinking fund
reserverequirements. Final sinking fund depositsfor the 1986 and 1988 seriesbondswere madein
fiscal 1996 and were reflected in the level of net outstanding debt in fiscal 1997.

As a result of the large issuances of debt during the early 1990s, annual debt service
requirements have risen 223 percent since fiscal 1989, from $35 million to $113 million in fiscal
2002. However, due to an increase in the amount of debt issued starting in fiscal 2002 after a
period of limited issuances, debt service payments in fiscal 2004 will increase to $154 million.
Based on the CDAC report, annual debt service paymentswill peak at $173 millionin fiscal 2005.
Exhibit 4.6 shows estimated debt service for the period fiscal 2003 through 2008.

Exhibit 4.6
Projected Transportation Debt Service
($in Millions)
Proj ected
Fiscal Year Debt Service
2003 $135
2004 153
2005 178
2006 160
2007 144
2008 146
Total $916

Source: Maryland Department of Transportation

County Transportation Bonds

Prior to 1993, MDOT issued debt on behalf of the counties and Baltimore City for local
projects. These bonds received AA ratings, that were generally more favorable than the rates
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received on most county bond issues. County transportation bonds were considered debt of both
the counties and the State.

Chapter 539 of the Acts of 1993 authorized MDOT to issue bondsfor thelocal jurisdictions
that no longer count against State debt affordability limits, but instead count only toward the debt
outstanding of the counties. MDOT continuesto beresponsiblefor all aspects of administering and
issuing debt for the counties. The department charges the counties an administrative fee for
servicing the bond issues. Debt service on the bonds was, and will continue to be paid, from the
local share of transportation revenues.

In November 1993, MDOT refunded nine series of previoudy issued county debt. Thereare
two remaining series of county debt issues that were not refunded and therefore, will continue to
count against State debt affordability limits until the issues are retired. As of June 30, 2002, the
remaining net principal balance on the 14th Seriesbondstotaled approximately $3.2 million. These
issues will be retired in November 2006.

Conclusions and Recommendations on Transportation Debt

MDOT competes with other State capital projects within debt affordability limits.
Transportation debt capacity is limited by the constraints on debt outstanding, debt service
coverage, the cash flow needs for projects in the capital program, and overall State debt
affordability limits. 1t isrecommended that the General Assembly continueto set an annual
limit on thelevel of Statetransportation debt to keep debt outstanding within the 3.2 per cent
of personal income debt affordability criterion and debt service within the 8.0 percent of
revenues debt affordability criterion.

Capital Leases

Beginning in 1987, the State's capital program began utilizing |ease/l easeback financing for
capital projects. Theseleasesare used to acquire both real property and equipment. Beginningin
fiscal 1994, the State instituted a program involving equipment leases for energy conservation
projects at State facilities. For real property, the transaction generally involves an agreement in
which the State |eases property to adevel oper who in turn builds or renovatesafacility and leasesit
back to the State. At the end of thelease period, ownership of thefacility istransferred to the State.
Equipment leases are generally for shorter periods of time, from three to five years. For energy
conservation projects, agencies make lease payments using the savings that result from
implementation of the conservation projects.

All three types of leases: equipment, energy conservation, and property have advantages.
Often, equipment leasesinvol ve high technol ogy equipment, such as data processing equi pment or
telecommuni cations equipment. Equipment |leases offer the State more flexibility than purchases
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since leases can be for less than the entire economic life of the equipment. Equipment leases are
especially attractivein an environment where technology ischanging very rapidly. Leasescanalso
bewritten with acancellation clause that would allow the State to cancel theleaseif the equipment
wereno longer needed. Currently, the Treasurer’ slease-purchase program consolidatesthe State’ s
equipment leasesin order to lower the cost by reducing theinterest rate on the lease. Theratethe
Treasurer receivesfor the State’ s equipment leases financed on aconsolidated basisislessthan the
rates individual agencies would receive if they financed the equipment |eases themselves.

Using the savingsrealized in utility cost reductionsto pay off energy conservation project
leases allows projects to proceed that otherwise might not be of high enough priority to be funded
given al of the other competing capital needs statewide. Under the program, utility costs will
decrease and as the leases are paid off the savings from these projects will accrue to the State.

The primary advantages of property |eases when compared to general obligation bondsare
that they allow the State to act more quickly if an unanticipated opportunity presents itself.
Because of the extensive planning and legislative approval process involved in the State's
construction program, it often takes yearsto finance aproject. Lease agreements are approved by
the Board of Public Works after they have been reviewed by the budget committees. Since the
Board of Public Works and the budget committees meet throughout the year, leases can be
approved much more quickly than general obligation bonds, which must be approved by theentire
General Assembly during a legidative session. Therefore, property leases give the State the
flexibility to take advantage of economical projects which are unplanned and unexpected.

Until recently, severa of the large capital |ease/leaseback projects undertaken had been
initiated through the University System of Maryland. These projects use student fees (auxiliary
funds) to secure the debt, rather than general obligation bonds, the debt is not counted as tax-
supported debt by the CDAC. In June 2002, MDOT entered into alease/revenue bond financing
agreement with the Maryland Economic Development Corporation (MEDCO) for the construction
of their new headquartersbuilding. MDOT will makelease paymentsto MEDCO who has pledged
those paymentsfor debt service onthe bonds. Thisfinancia arrangement allowsMDOT to secure
debt without having it apply against the transportation debt limit.

The original method of accounting for lease purchases of real property within the debt
affordability context has changed sincethemid 1980s. Asoriginally envisioned, $10 million ayear
inlease purchaseswasincluded in the debt affordability cal culationsto recognize the possibility of
a“good deal” arising when the legislature was not in session. The CDAC assumed that the lease
purchases would replace projects approved under the general obligation debt limit. Therefore, of
the general obligation bonds authorized for issuance in any given year, $10 million would remain
unissued (replaced by lease agreements) and would be subject to cancellation. Beginning with its
1991 report, the committee’s assumption has been that there will be $10 million in real property
capital leases in addition to the general obligation bonds authorized each year. However, the
committee’s current estimates do not project any issuance of capital leases for acquiring red

property.
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During the 1993 interim in discussions on the Hyattsville District Court, the authority of the
General Assembly to review capital leases was questioned. The Department of Fiscal Services
requested the Attorney General’ s Office to review the procedure by which the budget committees
have 45 daysto review and comment on proposed capital leases. Advice of counsel indicated that
there was no clear requirement for such review process. As aresult, the Joint Budget and Audit
Committee sponsored legislation during the 1994 session to codify procedures regarding capital
leases. This legidlation (HB 1282/SB 564) was enacted as Chapter 654 of the Acts of 1994
providing for review of leases by the Legidlative Policy Committee.

It should be noted that while capital |ease programs are considered part of State-supported
debt, they are not included under the general obligation debt limit and, therefore, increase the
State’ scapital program to the extent that projectsare approved by the Board of Public Works. The
CDAC has projected $50 million annually for capital leases for equipment and energy projects.
Thisishigher than past assumptionsthat generally included $10 million annually for real property
leases, $15 million annually for equipment, and $10 million annually for energy projects. The
additional debt is anticipated due to the economic downturn and a need for greater reliance on
financing mechanisms. The DLS forecast reflects the new CDAC capital leasing assumptions
without change.

Exhibit 4.7 shows tax-supported capital |ease debt outstanding as of June 30, 2002.

Exhibit 4.7
Tax-Supported Capital L ease Debt Outstanding
Asof June 30, 2002 ($ in Thousands)

Maryland Economic Development Corp. — MDOT Headquarters $36,000
Maryland Department of Transportation 84,340
St. Mary’s Multi-Service Center 6,040
Towson District Court 4,880
Hyattsville Multi-Service Center 6,580
Hilton Street 1,840
Calvert County Multi-Purpose Center 4,295
Prince George's County Justice Center 3,156
BCCC Surge Building 1,276
ECI Water & Wastewater Facilities 5,285
Equipment L eases 92,040
Total $245,732

Source: Office of the Comptroller
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Maryland Stadium Authority

The Maryland Stadium Authority (MSA) was created in 1986 (Chapter 283 of the Acts of
1986) to construct and operate stadium sites for professional baseball and football in the Baltimore
metropolitan area. Legislation authorized MSA to issue tax-exempt revenue bonds for property
acquisition and construction costsrel ated to the construction of two stadiumsat Baltimore's Camden
Yards. The authority may also participate in the development of practice fields, team offices,
parking lots, garages, and other related properties. 1n subsequent years, MSA’ srole was expanded
to include managing and i ssuing debt in the form of revenue bondsfor the renovation and expansion
of convention centers in Baltimore and Ocean City, the construction of a conference center in
Montgomery County, and the renovation of the Hippodrome Performing Arts Center. Exhibit 4.8
lists the debt authorized, the amount of debt outstanding, and the amount of annual debt service
required for the projects for which the MSA has been authorized to issue revenue bonds.

Exhibit 4.8
Maryland Stadium Authority
Revenue Debt Authorizations, Debt Outstanding, and Debt Service

($in Millions)

Outstanding as of Debt Service
Proj ect Authorized September 1, 2002 Fiscal 2003
Baseball and football stadiums $235.0 $228.9 $20.9
Baltimore City Convention Center 55.0 44.6 4.9
Ocean City Convention Center 17.3 14.7 15
Montgomery County Conference Center 23.3 0.0 0
Hippodrome Performing Arts Center 17.4 17.4 1.1
Total $348.0 $303.6 $28.4

Source: Department of Legidative Services

Camden Yards Sports Complex

Provisions of the Financial Institutions Article limit the amount of bonds the Authority may
issue at the Camden Y ards Sports Complex and the all ocation of outstanding tax supported debt. The
Authority may only exceed thelimit with approval of the Board of Public Worksand notification to
the Legidative Policy Committee. During the construction of the baseball and football stadiums, the
Stadium Authority remained within the statutory limit of $235 million in outstanding debt; however,
the Board of Public Works has on several occasionsreallocated the specific statutory project limits
to meet the cash-flow needs of the construction efforts. Thelast such reallocation took place after
the M SA sold $10.25 million of Sports Facilities Taxable L ease Revenue Refunding Bonds on July
2002. These bondswere sold to refund the principal of bond anticipation notes that were issued to
satisfy an arbitration panel’ sruling that the M SA deposit $10.0 millionin aspecial fund fromwhich
improvements to Orioles Park at Camden Y ards are funded.
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Baltimore and Ocean City Convention Centers

The Authority issued $55 million in revenue bonds for the Baltimore Convention Center
project asauthorized by legislationin 1993. Baltimore City also issued $50 millionin city bondsas
its share of the construction project. The State also contributed $58 million in general obligation
bond funding for this project, which was completed in 1997. The Authority issued $17.3 millionin
revenue bonds for the Ocean City Convention Center project, authorized in 1995, which was
matched by a contribution from the town of Ocean City.

Montgomery County Conference Center

The Authority was authorized in 1996 to issue $17.3 million in support of the construction of
the Montgomery County Conference Center. Dueto the delay in the construction schedul e caused
by challengesto zoning and other disagreements at the county level, the project is expected to cost
an additional $6.0 million. Legislation enacted during 2000 session increased the bond authority to
$20.3 million to account for the MSA’s contribution toward the additional construction costs.
Montgomery County and aprivate developer will provide the remaining financing for the conference
center project. Thelegal issuesconcerning the project’ szoning haveyet to be fully resolved and as
aresult the sale of the bonds has not taken place.

Hippodrome Performing Arts Center

On July 10, 2002, the Authority issued $20.25 million in revenue bondsfor the renovation of
the Hippodrome Performing Arts Center. Of that amount, $17.4 million is to pay for capital
construction associated with the development of the project. The remaining bond proceedswill be
used to pay capitalized interest, costs of issuance, and bond insurance. The debt service beginsin
fiscal 2003 at approximately $1.1 million and will average $1.8 million per year for the remaining
20-year term of thebond. The Hippodrome will beleased to the State and subsequently leased back
to MSA. Therent paid under the lease will be equivalent to the debt service on the revenue bonds
and will be derived from the State’ s general fund. The debt service will be partially offset by a $2
per ticket surcharge for events at the Hippodrome.

The Hippodrome is seen as the cornerstone of the Baltimore City West Side revitalization
effort. MSA isworking in conjunction with the Baltimore Development Corporation, West Side
Renaissance, Inc., and the Baltimore Center for the Performing Artsin devel oping the Hippodrome.
AccordingtotheMay 17, 2002, Comprehensive Plan of Financing, required under Section13-701 of
the Financia Institutions Article to be submitted to the General Assembly at least 30 days in
advance of the MSA’s sale of tax supported debt of the State, the current estimated cost of the
Hippodrome project is$60 million excluding capitalized interest expenses. Funding for the project
is expected to be provided by the State, Baltimore City, Baltimore County, MSA revenue bonds,
historic preservation tax credits, private contributions, and the performing arts center’s operator.
Exhibit 4.9 shows a breakdown of the sources of funding for the Hippodrome project.
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Exhibit 4.9
Hippodrome Performing Arts Center Funding Sour ces
Sour ces ($in Millions)
State Genera Fund PAY GO $16.5
Maryland Stadium Authority Revenue Bonds 174
City of Batimore 6.0
Private Contributions 6.9
Theatre Operator Contribution 8.0
Historic Tax Credits 52
Total $60.0

Source: Maryland Stadium Authority: Hippodrome Project — Financing Plan for the Maryland
Stadium Authority Series 2002 Taxable Bonds —May 17, 2002

L ocal Project Assistance

Uncodified language in the 1998 capital budget bill also authorizes the Authority to assist
State agencies and local governments in managing construction projects upon notification of the
budget committees and with the proviso that funding be provided entirely by the agency or local
government requesting assistance unless funding is specifically provided in the budget for the
project. Exhibit 4.10 lists the projects for which the authority is providing assistance but is not
authorized to issue revenue bonds.

Exhibit 4.10
State Agency and L ocal Government Projects
Receiving Maryland Stadium Authority Assistance

University of Maryland, College Park — Comcast Center (basketball arena)
Towson University — Minnegan Stadium (football stadium)

University of Maryland, Baltimore County — New Student Center

City of Aberdeen — Ripken Baseball Stadium and Y outh Baseball Academy
Maryland Economic Development Corporation — Leonardtown Golf Course

Source: Department of Legidative Services
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Economic factors have astrong influence on whether aparticular level of debt isaffordable
under the criteriaadopted by the State. Maryland personal incomelevelsand revenues make up one
half of the affordability calculations. Changesin these factors can have a profound effect.

Per sonal |ncome

The Department of Legislative Services (DLS) estimates of personal income differ from
those of the Capital Debt Affordability Committee (CDAC). DLS s predicting higher personal
income than is CDAC throughout the forecast period due to an assumed greater rate of annual
growth. Exhibit 5.1 compares the DLS personal income estimate with that of CDAC.

Exhibit 5.1
Maryland Personal Income - Historical Data and Projections
Comparison of DLS and CDAC Projections

($in Millions)
DLS CDAC
Calendar Per sonal Per sonal
Year Income % Change Income 9% Change DLS-CDAC
2001 $189,142 $187,862 $1,280
2002 195,278 3.2% 194,625 3.6% 653
2003 204,224 4.6% 203,967 4.8% 257
2004 214,963 5.3% 214,165 5.0% 798
2005 226,661 5.4% 225,516 5.3% 1,145
2006 239,061 5.5% 236,792 5.0% 2,269
2007 252,183 5.5% 248,632 5.0% 3,551
2008 265,942 5.5% 261,063 5.0% 4,879

Source: DLS: 2001 Bureau of Economic Analysis, U.S. Department of Commerce
2002 - 2008 Department of Legidative Services
CDAC: CDAC report, September 2002

Changesin personal income can have alarge impact on the affordability of the State’ s debt
level. Improvements in personal income levels have the effect of improving the affordability
picture. In contrast, lower personal incomeresultsin higher ratios of debt outstanding for any given
level of debt. Levels of outstanding debt that were projected to be affordable in past years may
suddenly be close to or over the limit if poor economic conditions result in sizable downward
revisions.

25
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Revenue Projections

Exhibit 5.2 presents revenue projections to fiscal 2008. DLS's revenue projections are
dlightly lower than those of the CDAC. Revenuelevelsare factored into the debt service criterion.
Higher revenues result in lower ratios of debt service to revenues. Conversely, when revenue
growth is slow, higher debt service to revenue ratios occur.

Exhibit 5.2
Revenue History and Projections
General Property Stadium Total DLS CDAC DLS-
Fund Taxes Transp. Related Revenues Revenues CDAC
2001 $9,802.0 $257.1 $1,615.0 $25.8 $11,699.9 11,7019 $-20
2002 9,504.0 269.9 1,704.0 23.0 11,500.9 11,489.7 11.2
2003 9,432.0 281.7 1,679.0 23.7 11,416.4 11,802.9 -386.5
2004 10,029.0 294.2 1,680.0 24.0 12,027.2 12,348.5 -321.3
2005 10,480.0 307.9 1,716.0 24.0 12,527.9 12,834.3 -306.4
2006 11,057.0 315.6 1,751.0 24.0 13,147.6 13,348.5 -200.9
2007 11,643.0 3235 1,799.0 24.0 13,789.5 13,870.0 -80.5
2008 12,265.0 331.6 1,830.0 24.0 14,450.6 14,451.1 -5

General Fund:  Per DL S November report to the Spending Affordability Committee
Property Tax: 2001 — 2004: Department of Budget and Management
2005 — 2008: Department of Legidative Services
Transportation:  2001: Department of Transportation
2002 - 2008: Department of Legislative Services
Stadium: CDAC Report, September 2002
CDAC: CDAC Report, September 2002

Affordability Analysis

Exhibits 5.3 and 5.4 incorporate the general obligation debt limit recommended by the
CDAC, the DL Sestimated debt levelsfor transportation, capital |eases, and the Stadium Authority,
along with the personal income and revenues estimated by DL S to determine compliance with the
established guidelines for debt affordability. Exhibit 5.3 shows that, for the forecast period, debt
outstanding as a percent of personal income increases from 2.66 percent in fiscal 2003 to 2.82
percent in fiscal 2005 then declinesto 2.61 percent by fiscal 2008.

Exhibit 5.4 shows that debt service as a percent of revenues trend is similar to debt
outstanding as percent of personal income. Debt service as a percent of revenues increases from
6.20 percent in fiscal 2003 to 6.75 percent in fiscal 2005 then declinesto 6.47 percent by fiscal 2008.
Theseratios, asin past forecasts, are well below the 8 percent affordability criteria
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Exhibit 5.3
State Tax-Supported Debt Outstanding
Components and Relationship to Personal Income

Fiscal General Department of Transportation (c) Capital Stadium Total Tax
Year Obligation Consolidated County Total L eases Authority Supported Debt
(a)(b) (d)
State Tax-Supported Debt Outstanding ($in Thousands)

1999 $3,500,238 $749,130  $5,050 $754,180 $149,224 $300,660 $4,704,302
2000 3,348,872 724,770 4,460 729,230 148,357 293,520 4,519,979
2001 3,450,900 648,050 3,830 651,880 197,701 285,975 4,586,456
2002 3,544,178 714,000 3,155 717,155 245,732 277,995 4,785,060
2003 3,916,595 915,000 2,440 917,440 306,672 300,055 5,440,762
2004 4,235,492 1,193,000 1,675 1,194,675 305,068 312,225 6,047,460
2005 4,411,829 1,384,000 865 1,384,865 299,272 301,280 6,397,246
2006 4,577,723 1,465,000 0 1,465,000 293,872 288,187 6,624,782
2007 4,745,681 1,463,000 0 1,463,000 281,535 274,190 6,764,406
2008 4,926,222 1,500,000 0 1,500,000 260,807 259,186 6,946,215

State Tax-Supported Debt Outstanding as a Per cent of Personal |ncome
(Affordability Criteria Standard = 3.2%)

1999 2.09 0.45 0.00 0.45 0.09 0.18 2.81
2000 1.86 0.40 0.00 0.40 0.08 0.16 251
2001 1.82 0.34 0.00 0.34 0.10 0.15 242
2002 181 0.37 0.00 0.37 0.13 0.14 245
2003 1.92 0.45 0.00 0.45 0.15 0.15 2.66
2004 197 0.55 0.00 0.56 0.14 0.15 2.81
2005 1.95 0.61 0.00 0.61 0.13 0.13 2.82
2006 191 0.61 0.00 0.61 0.12 0.12 2.77
2007 1.88 0.58 0.00 0.58 0.11 0.11 2.68
2008 1.85 0.56 0.00 0.56 0.10 0.10 2.61
(@) Reflects presumed new authorizations as follows:

General Assembly Session: 2003 2004 2005 2006 2007 2008

For Fiscal Year: 2004 2005 2006 2007 2008 2009

(millions) $740 $555 $570 $585 $600 $615

(b) Assumes debt service on minibondsis paid at maturity and no minibond put options are exercised.

(c) Net of sinking funds or debt service reserve funds.

(d) Does not include the following:
(DTransfers of $25, $40, and $10 million from the Transportation Authority to the Department of Transportation in fiscal
1991 - 1993. MDOQT re-transferred $25 million per year in fiscal 1995-1997; (2) The authority investment of $11.9 million
for the devel opment of Berth 4 at the Seagirt MarinaTerminal. Thedepartment isrepaying thisamount in annual payments of
$567,280 including interest over a 33-year period; (3) Financing the construction of the Masonville Terminal during fiscal
1999 - 2000 in the amount of $20 million to be repaid in annual payments of $1,674,000 including interest over a 20-year

period.

(e) Assumptions: (millions) 2003 2004 2005 2006 2007 2008
G.O. issues $700 $650 $525 $550 $575 $600
MDOT issues 295 380 305 170 65 110
Stadium Authority issues 54 0 0 0 0 0
Capital Leases - Equip. & EPC 96 50 50 50 50 50
Real Property 0 0 0 0 0 0

Personal Income (billions) 204.2 215.0 226.7 239.1 252.2 265.9
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Exhibit 5.4
State Tax-Supported Debt Service
Components and Relationship to Revenues

Fiscal General Department of Transportation Capital Stadium Total Tax
Year Obligation  Consolidated County Total Leases Authority Supported

(@ (b) (c) (d)
State Tax-Supported Debt Service ($in Thousands)

1999 $417,629 $132,910 $23,670 $24,450 $598,659
2000 459,358 135,233 27,865 21,211 643,667
2001 470,949 109,674 32,973 27,133 640,729
2002 495,217 113,000 40,708 27,112 676,037
2003 497,298 135,000 46,789 28,357 707,444
2004 527,093 153,000 65,171 31,109 776,373
2005 567,972 178,000 69,784 30,170 845,926
2006 613,331 160,000 69,624 31,108 874,063
2007 648,084 144,000 76,715 31,114 899,913
2008 672,479 146,000 84,798 31,303 934,580

State Tax-Supported Debt Service as a Per cent of Revenues
(Affordability Criteria Standard = 8%)

1999 4.76 9.09 0.27 99.80 5.84
2000 4.85 8.62 0.29 100.05 5.82
2001 4.68 6.79 0.33 105.17 548
2002 5.07 6.63 0.42 117.88 5.88
2003 5.12 8.04 0.48 119.65 6.20
2004 511 911 0.63 129.62 6.46
2005 5.26 10.37 0.65 125.71 6.75
2006 5.39 9.14 0.61 129.62 6.65
2007 5.42 8.00 0.64 129.64 6.53
2008 534 7.98 0.67 130.43 6.47

(a) Forecast assumes debt service on minibondsis paid at maturity and no minibond put options are exercised.

(b) Does not include the following:
(1) Transfersof $25 million per year infiscal 1995 - 1997 from the Department of Transportation (MDOT) to the Maryland
Transportation Authority (MdTA) to repay the MdTA for thetransfer of $25, $40, and $10 millioninfiscal 1991 - 1993; (2)
Annua payments of $567,280 beginning in fiscal 1999 from MDOT to the MdTA to repay the Authority’s $11.9 million
investment for the devel opment of Berth 4 Seagirt Marine Terminal; (3) Annual paymentsof $1,674,000 beginning in fiscal
2001 for MDOT to repay the MdTA’s $20 million financing of the Masonville Auto Terminal .

(c) Repayments from counties equal or exceed debt service requirements.

(d) Although not shown, transfersfrom the Stadium Facilities Fund to the Stadium Authority are assumed to bejust sufficient, when

coupled with the Authority’ s own-source revenues, to meet debt service requirements.
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The debt outstanding ratios based on DL S personal income estimates are slightly higher than
those estimated by the CDAC throughout the forecast period. The higher ratios result from DLS
estimates of greater debt issuance assumptionsfor MDOT and Stadium Authority and theinclusion
of the MDOT certificates of participation astax supported debt. Exhibit 5.5 comparesthe two sets
of debt outstanding ratios.

Exhibit 5.5
Comparison of Debt to Personal Income Ratios

Fiscal Year DLS CDAC
2003 2.66% 2.61%
2004 2.81% 2.72%
2005 2.82% 2.69%
2006 2.77% 2.66%
2007 2.68% 2.63%
2008 2.61% 2.61%

Source: Department of Legislative Services
CDAC Report, September 2002

Similarly, the debt serviceratios based on the DL Shaselineforecast of general fund revenues
are higher than those estimated by CDA C due to an assumed more severe recession and greater debt
issuance assumptions. Exhibit 5.6 compares the two sets of debt service ratios.

Exhibit 5.6
Comparison of Debt Serviceto Revenue Ratios

Fiscal Year DLS CDAC
2003 6.20% 5.93%
2004 6.46% 6.15%
2005 6.75% 6.32%
2006 6.65% 6.27%
2007 6.53% 6.15%
2008 6.47% 6.16%

Source: Department of Legislative Services
CDAC Report, September 2002

For both affordability criteria, the forecasts for persona income and general funds provide
considerable capacity under the projected annual debt limits.
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Chapter 6. Non-Tax Supported Debt

In addition to the five types of tax-supported debt that Maryland issues, there are various
forms of non-tax-supported debt that are issued by State agencies and non-state public purpose
entities. While this debt is not backed by the full faith and credit of the State and is not included
within the tax-supported debt criteria, a default in payment of debt service on this debt could
negatively impact other Maryland debt.

Revenue and Private Activity Bonds

Debt service on revenue bonds is generally derived from the revenue generated from
facilities built with the bond proceeds. The Department of Housing and Community
Development’s Community Development Administration (CDA) makes housing loans with
revenue bond proceeds and the mortgage payments help pay debt service. Likewise, the
Maryland Transportation Authority constructs toll facilities with bond proceeds and the tolls
collected pay off the bonds. Other State agencies issue bonds for various purposes. This agency
debt is funded through private activity bonds. The Community Development Administration,
the Maryland Industrial Development Financing Authority, and the Maryland Energy Finance
Authority issue private activity bonds to fund projects. These bonds are subject to the unified
volume cap set in federal tax law.

Growth in Debt Burden

Growth in the amount of non-tax-supported agency debt has been a consistent concern of
both the General Assembly and the Capital Debt Affordability Committee. During the 1989
session the General Assembly passed SB 337 in an attempt to establish a measure of control
over agency debt. This legislation was vetoed by the Governor who addressed the issue through
the issue of Executive Order 01.01.1989.13 that established a procedure whereby the Governor
set a revenue bond debt ceiling each year and allocated the debt allowance among the State
agencies. The Department of Budget and Management (DBM) was tasked with administering
the process and was required to submit a report annually on the amount of agency debt
outstanding. During the 1997 interim, a workgroup comprised of DBM staff and staff from
agencies that issue revenues bonds, met to review the provisions of the 1989 executive order and
make recommendations for improvement. The workgroup recommended removing higher
education institutions from the process because their levels of debt are already limited by statute.
Additionally, the CDA Infrastructure Program was recommended for removal from the process
because debt of that program is issued on behalf of local governments and is not a debt of the
State. Finally, the workgroup recommended changes in reporting dates and notification
requirements. It was decided that prior notification of issuances need be made only for
issuances of $25 million or more. On February 10, 1998, the Governor instituted the
recommendations of the workgroup by signing Executive Order 01.01.1998.07 superceding the
1989 process.
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Since fiscal 1990, non-tax supported debt issued by State agencies and independent
authorities has more than doubled from $3.9 billion to $9.5 billion in fiscal 2002. That rate of
growth far exceeds the comparative rate of $2 billion to $3.5 billion (same period) for general
obligation debt and has occurred under the reporting auspices required by the 1998 Executive
Order. Moreover, the period of greatest growth in non-tax supported debt has occurred between
fiscal 1998 and 2002. Exhibit 6.1 illustrates that growth for debt outstanding increased 41%
from $6.7 billion to nearly $9.5 billion. Most of the growth is attributable to the increased
issuance activity for the Maryland Health and Higher Education Facilities Authority and the
Maryland Economic Development Corporation (MEDCO). Also, during this period, both
MEDCO and the Maryland Energy Financing Administration ($156 million) have reported
instances of defaults, where the issued debt will not be paid off as assumed.

Given the rapid growth in non-tax supported outstanding debt and the resulting impact of
an increased risk of market saturation of Maryland-related bonds and increased pressure placed
on the pledged revenues (defaults have occurred) to maintain adequate coverage ratios for debt
service, it is time to initiate an annual review process that can establish a measure of control
similar to that found with tax-supported debt. The Capital Debt Affordability Committee’s
current responsibility to annually review and recommend appropriate levels of tax-
supported debt should be expanded to include monitoring the level of non-tax supported
debt and a due diligence review of the financial condition of issuersof that debt aswell.

Exhibit 6.1
Agency Issued Debt
($in Millions)

Agency FY 1998 EY 2002 Difference % Increase
MD Environmental Service $31.0 $36.5 $5.5 17.7
MD Food Center Authority 7.0 0.0 --
MD Transportation Authority 374.9 668.8 293.8 784
MD Water Quality Financing Admin. 151.3 1,156.9 (354) -
MD Dept. of Housing & Comm. Dev. Admin. 2,453.2 2,797.4 344.2 14.0
MD Energy Financing Admin. 306.2 0 (306.2) --
MD Industrial Dev. Financing Authority 326.4 547.4 221.0 67.7
Dept. of Trans. Certificates of Participation 0 65.2 65.2 --
MD Economic Development Corp. 227.7 967.6 739.9 325.0
MD Health and Higher Education Fac. Auth. 2,821.0 4,265.4 1,444.5 51.2
Total $6,698.8 $9,464.4 $2,765.5 41.3

*Legidlation effective January 2002 abolished the Maryland Energy Financing Administration. The outstanding
debt is now reflected under Maryland Industrial Development Financing Authority.
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Debt Outstanding

Exhibit 6.2 summarizes the increase in debt outstanding for various categories between
fiscal 1993 and 2002. A table containing debt outstanding by year for the individual agencies
included in the summary isincluded as Appendix 2.

Between fiscal 1993 and 2002 genera obligation bond and State capital lease debt
outstanding has increased by 58.6 percent. Over the same period, agency debt subject to the
Governor's issuance cap has increased nearly $347 million, an increase of 73.0 percent. Most of
the increase is attributable to the recent issuance activity by the Maryland Transportation
Authority. Agency debt that is not subject to the Governor's cap (excluding debt of the Maryland
Industrial Financing Authority for which debt outstanding figures for years prior to 1997 is
unavailable) has grown by over $1.3 billion, an increase of 47.3 percent. Similarly, public
purpose/private debt increased by $2.2 hillion.

Although agency debt is not considered an obligation of the State, the Capital Debt
Affordability Committee noted in its 1988 report that:

...the default of such debt can have a dramatic impact upon the general credit
worthiness of a state even when no appearance of a moral obligation exists. In
1983, the Washington Public Power Supply System defaulted on $2.25 billion in
tax-exempt bonds issued to build two nuclear power generating plants. This
default had a negative impact upon bond market conditions for issuers throughout
the Pacific Northwest. (p. 31)

Additionally, increased revenue debt is felt by the citizens of Maryland in the form of
higher fees and tuition at State colleges and universities, and as higher utility and other service
fees.

In November 1994, the Legislative Auditor issued a report on State-created entities that
issue revenue bonds. The report stated that there were no indications of problems regarding
either debt service coverage ratios or bond ratings, but that periodic review of this debt was
advisable.



Chapter 6. Non-Tax Supported Debt 34

Exhibit 6.2
Debt Outstanding as of June 30
($in Millions)
1993 2002 % Change
Agency debt subject to issuance cap $474.7  $821.2 73.0
Agency debt not subject to i ssuance cap* 2,860.7 4,213.8 47.3
General obligation & State |ease debt 2,390.1 3,789.9 58.6
Transportation debt 919.9 714.2 (22.49)
Public purpose/private debt 20649 42654 106.6

*Excluding Maryland Industrial Financing Authority debt for which debt outstanding numbers prior to 1997 are unavailable.

Source: CDAC Report 2002 and Department of Budget and Management

In December 1996, Moody’s Investor Services placed under review for possible
downgrade Multiple-Family Housing Revenue Bonds issued by the Maryland Community
Development Administration under its 1982 parity indenture. Moody’s also indicated its intent
to expedite its review of CDA’s single-family housing bonds. Moody’ s concerns were prompted
by its review of audited statements of the Maryland Housing Fund (MHF) which insures a
portion of the loans financed with proceeds of CDA housing revenue bonds. Moody’s
guestioned the adequacy of the MHF insurance reserves given increased expenses related to
provision for possible insurance and loan losses. The Department of Housing and Community
Development moved swiftly to address Moody’s concerns. The department restructured the
single-family housing program so that the bonds will no longer rely on the MHF. A new multi-
family bond indenture that does not rely on the MHF had already been created in November
1996. These actions along with other changes in the management of the MHF and bond
programs led Moody’s to reaffirm the AA ratings for both the multi-family and single-family
housing bonds. This experience highlights the importance of continual review of agency debt
activities.

Debt Service on Academic Revenue Bonds

Chapter 93 of the Acts of 1989 gave Morgan State University, St. Mary’s College, and
the University System of Maryland (USM) the authority to issue bonds for academic and

auxiliary facilities. Chapter 208 of the Acts of 1992 granted Baltimore City Community College
the authority to issue bonds for auxiliary facilities only. Academic facilities are primarily used
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for instruction of students. Auxiliary facilities are those that produce income from fees charged
for the use of the facility. A residential dormitory is an example of an auxiliary facility. Debt
service on auxiliary and academic debt may be paid from auxiliary fees and academic fees, a
State appropriation expressly authorized for that purpose, or revenues from contracts, gifts, or
grants.

The statute specifies that academic facilities must be expressly approved by an act of the
General Assembly that determines both the project and bond issue amount. Each year, the
University System of Maryland introduces legidation entitled Auxiliary and Academic Facilities
Bonding Authority that lists the specific academic projects that require authorization. This
legidlation may also increase the USM total debt limit when warranted. The USM debt limit is
$975 million, the Morgan State University limit is $77 million, the St. Mary’s College limit is
$45 million, and the Baltimore City Community College limit is $15 million.

In 1995, the USM Board of Regents adopted a debt capacity policy recommended by
consultants that limits the percentage of unrestricted funds and mandatory transfers used for debt
service to 5.5 percent. In 2001, a new debt capacity study was conducted that reaffirmed the
maximum annual debt service to 5.5 percent of unrestricted current fund expenditures and
mandatory transfers. In fiscal 2003, total debt service will be approximately 3.9 percent of that
total. The percentage of unrestricted funds used for debt service is below the recommended
limit, and the forecast does not indicate that the system will reach the recommended level in the
next five years. The highest percentage forecast is 4.9 percent in fiscal 2008.

The latest debt capacity study also recommended that USM maintain a ratio of
unrestricted revenues to direct debt of 50 percent and noted that rating agencies are placing more
importance on building liquidity in the form of unrestricted fund balances and quasi endowment.
According to the study, “USM shows some weakness when compared to rating agency medians
and its peers primarily in the area of unrestricted fund balances....USM will be vulnerable to a
downgrade [in bond rating] if the unrestricted fund balances do not grow relative to the planned
increasesin debt.”

The Capital Debt Affordability Committee’s September 2002 report shows that USM
intends to issue $100 million in new debt during fiscal 2003, the same level intended in fiscal
2002. However, an update from USM indicates it intends to issue $89.7 million in new debt in
fiscal 2003, down from the $100 million issued in fiscal 2002. For fiscal 2004 — 2008, issuances
range from $83 million up to amost $101 million. Auxiliary debt will make up to 41 to 65
percent of total issuances.

If these amounts are issued, the total USM debt outstanding will be over the $975 million
authorized debt limit in fiscal 2004 and will reach $1.13 billion by fiscal 2008. Consequently,
USM plans to seek an increase in the debt limit during the 2003 legidlative session. The amount
sought will reflect the new recommended level and will be informed by the results of the debt
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capacity study. Exhibit 6.3 provides a summary of the University System of Maryland academic
debt profile from fiscal 1990 to 2003.

Exhibit 6.3
Summary of Academic Debt for the University System of Maryland
($in Millions)
Authorized
Fiscal Year Issued Authorized Redeemed Outstanding Debt Service But Unissued
1990 $58.7 $50.4 $0.0 $50.4 $1.6 $8.2
1991 45.8 42.7 14 91.8 4.2 11.3
1992 42.7 24.9 2.3 1145 6.7 29.0
1993 40.0 51.9 4.2 162.2 109 171
1994 24.5 12.9 4.6 170.4 15.0 28.7
1995 41.7 23.8 6.5 187.7 16.1 46.6
1996 40.0 25.9 54 208.1 17.0 60.7
1997 40.0 277 6.4 229.4 19.0 73.0
1998 285 38.1 75 260.0 20.6 63.5
1999 315 49.6 105 299.2 231 454
2000 25.0 26.6 122 313.6 27.1 43.7
2001 25.0 28.1 12.3 3294 29.3 40.6
2002 25.0 225 34.9 317.0 30.2 43.1
2003 35.9 35.0 24.5 3275 320 44.0

Source: The University System of Maryland




Chapter 7. Issues

This section discusses issues related to Maryland debt and debt management.

Affordability and the Growth in Debt Service

Although the most widely used measure of debt management and affordability istheratio of
debt outstanding as a percent of personal income, the true measure of performanceliesin aState’s
ability to manageits debt service paymentswhile al so maintaining adequate resourcesfor other State
services and purposes. During times of fiscal crisis, prudent management practices (balancing
limited State resources) are often tested.

The State maintains significant debt capacity, as defined by the two debt affordability
criteria. Hence, the issuance of debt above the previously assumed amounts, projected by the
Capital Debt Affordability Committee, is readily considered affordable. However, increased
issuance of debt isaccompanied by higher debt service payments than previously expected. Those
higher payments carry an underlying assumption that income will increase to offset the repayment
requirement and maintain a balance between debt service and other competing State needs.

General obligation debt service, the single largest component of tax-supported debt, is
estimated to grow 26.5 percent from nearly $532 million in fiscal 2004 to about $673 million in
fiscal 2008. The projected average annual rate of growth is 6 percent. That compares with a
projected average annual growth rate of 5.2 percent for general fundsand 3 percent for property tax
receipts-- the two revenue sources used to meet the debt service. Moreover, the projections suggest
that agreater proportion of general fundswill be needed to meet the debt servicerequirements. As
more general funds are required to meet the non-discretionary expense of debt service, that leaves
less general funds available for other competing purposes.

The State cannot control the national economy but it iswell within aState’ s power to control

its appetite for debt. Moreover, most states are currently operating within a strained credit
environment where declines in bond ratings are possible.
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This section deas with the market for Maryland's securities, and in particular, how
Maryland's general obligation bonds compared to various national scales.

Delphis Scale

Because of the tremendous size of the State and municipal bond market, there are
independent companies that gather information about the yield on State and municipal bonds. One
such independent company, the Del phis Hanover Corporation, prepares an index that measuresthe
average yield on State and municipal bonds based on daily market activity (Delphis Scale). The
Department of Legidlative Services hasreviewed Maryland’ s bond yields on the day of sale or day
prior to sale from 1990 to the latest sale in 1998 in relation to the Delphis Scale in order to help
assess how well the State is performing compared to average yield. (The Treasurer’s Office
mai ntai ns a subscription to the Delphis Hanover Scale and usesthisin reviewing Maryland’ s bond
sales) Maryland's bond yields were compared to the ten-year bond index* for AAA and AA+
bonds.

The Treasurer’s Office believes the yield on Maryland bonds in the past may have been
higher than the yield on AAA and AA+ bonds because of the different institutional setting
surrounding the sale of Maryland’ s bonds and the bonds measured in the Delphis Scale. Maryland's
bond sales are "wholesal€" transactions to a syndicate of bond brokers, while the Delphis Scale
measures transactions on the secondary market. Because Maryland deals with a syndicate at the
"wholesale" level, thebonds are sold at ahigher yield. The Delphis Scale, however, only measures
the transactionsin the secondary market, after the bond brokers have aready placed the bondson the
market. Because these market transactions tend to have lower yields than the "wholesale"
transactions, the Delphis Scale tends to have a lower yield. Although the Delphis Scale is not
directly comparable with Maryland’ s bonds, the relationship isimportant. A significant changein
relationship would raise a question and signal a need for closer review.

L The ten-year index isused because Maryland' sbonds are serial bonds, that repay the principal over anumber of years,
whereas the Del phis Scale measuresthe yield on term bonds, that pay back all their principal in asingle payment at the
end of thebond life. Inorder to adjust the Maryland bondsto the Delphis Scale, it is necessary to determinethe average
maturity of the Maryland bonds, and then compare the average maturity of the Maryland bonds to the corresponding
maturity of the Delphis Scale. The average maturity of Maryland bonds is ten years, thus the ten-year bond index is
used.
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A review of Exhibit 8.1 indicates some variation between theyield on Maryland bondsand
the Delphis AAA and AA scale. During 1991 to mid 1992, the average yield for the sale of
Maryland bondswas slightly above the ten-year bond on the DelphisAAA scale. During 1993 and
early 1994, theyield on Maryland bond saleswas at or dightly below the DelphisAAA scale. Since
the October 1994 sale, the yield on Maryland’'s bond sales returned to being slightly above the
Delphis AAA scale with the exception of the July 2002 sale. That change in the yield reflects the
current volatility in the investment market and its daily fluctuations on the bond market.

Exhibit 8.1
Interest Rateson Maryland Bonds*
Compared with the DelphisHanover Ten-Year Scale

Rate on Delphis MD Rate as Delphis MD Rate

Hanover % of Hanover as % of
Dateof Sale MD Bonds AAA AAA Rate AA+ AA+ Rate

03/13/91 6.31 6.15 102.6% 6.25 101.0%
07/10/91 6.37 6.20 102.7% 6.30 101.1%
10/09/91 5.80 5.70 101.8% 5.80 100.0%
05/13/92 5.80 5.75 100.9% 5.85 99.1%
01/13/93 5.38 5.40 99.6% 5.50 97.8%
05/19/93 5.10 5.10 100.0% 5.20 98.1%
10/06/93 4.45 4.45 100.0% 455 97.8%
02/16/94 4.48 4,50 99.6% 4.60 97.4%
05/18/94 5.36 5.35 100.2% 5.45 98.3%
10/05/94 5.69 5.50 103.5% 5.60 101.6%
03/08/95 5.51 5.35 103.0% 5.45 101.1%
10/11/95 4,95 4.80 103.0% 490 100.9%
02/14/96 451 4.35 103.6% 4.45 101.3%
06/05/96 5.30 5.10 103.9% 5.20 101.9%
10/09/96 4,97 4,90 101.5% 5.00 99.4%
02/26/97 4,90 4.70 104.3% 4.80 102.1%
07/30/97 4.64 4,50 103.1% 455 102.0%
02/18/98 4.43 4.25 104.2% 4.30 103.0%
07/08/98 457 4.40 103.8% 4.45 102.6%
02/24/99 4.26 4.10 103.9% 4,20 101.4%
07/14/99 4.83 4.80 100.6% 4.85 99.6%
07/19/00 5.05 4.85 104.1% 4,92 102.6%
02/21/01 4.37 4.28 102.1% 434 100.7%
07/11/01 441 4.39 100.5% 4.46 99.0%
03/06/02 4.23 417 101.4% 4.32 97.9%
07/31/02 3.86 3.89 99.2% 4.02 96.0%
Average 4,98 4.88 102.0% 4.97 100.2%

*Maryland rate expressed as True Interest Cost (TIC).
Source: Department of Legidative Services and Delphis Hanover
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Bond Buyer Index

The Bond Buyer prepares on aweekly basisfour indices of the yields of general obligation
bonds. Of thesefour indices, the Department of L egislative Services usesthe Bond Buyer Index of
20 general obligation bonds, and the Bond Buyer Index of 11 general obligation bondsto determine
how well Maryland’s general obligation bonds are performing. The Bond Buyer Index 20 is an
index of 20 bondswith 20-year maturities and an average quality of A1. The Bond Buyer Index 11
is a subset of the Bond Buyer Index 20, that measures 11 bonds, with 20-year maturities with an
average quality of AA.

Maryland’ s bonds have consistently outperformed the Bond Buyer Index 20 and Index 11.
The average yield of the Bond Buyer Index 20 and Index 11 since 1986 are 6.27 percent and 6.16
percent, respectively, while Maryland has an average yield of 5.49 percent. (See Exhibit 8.2).

The spread between Maryland’ sgeneral obligation bonds and the Bond Buyer Index 20 and
Index 11 isto be expected. Maryland’ s superior performance can be explained by the fact that the
indices measure bonds with 20-year maturities, while Maryland’ s longest maturity is 15 years and
the average maturity of a Maryland bond is about 10 years. The second reason that Maryland’'s
general obligation bonds perform comparatively better is because the Bond Buyer Index 20 has an
averagerating of A1 and the Bond Buyer Index 11 has an average rating of AA, while Maryland’'s
bonds are rated AAA. While confirming the superior quality of Maryland’'s AAA bonds, this
information only provides a measure of the spread between Maryland’s bonds and those of other
states.

Althoughitisnot clear why the spread narrowed between 1988 and 1991, the narrowing of
the spreads did coincide with two changesin Maryland’s bidding procedures that were instituted in
December 1987. Thefirst mgjor changein bidding procedureswasthe introduction of acall feature
that would clearly lead to an increasein theyield on Maryland’s general obligation bonds. Whilethe
call feature has particular value to the State at atime of high interest rates, and has resulted in the
State's ability to refinance certain bonds, it would appear to have little value when the interest rates
areat low levels.

The second major changein bidding procedures was the alowance of bond discountsin the
bids which should serve to decrease the yield on Maryland bonds. If these changes in bond
procedures are the reasonsfor the narrowing of the spread between Maryland’ syieldsand the Bond
Buyer Index, then it appears that the ability of syndicates to include discounts in bids is not
sufficient to offset the additional yield that investors demand for the call provisions.
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Date

02/19/86
06/25/86
06/17/87
12/09/87
04/27/88
10/05/88
02/08/89
06/28/89
02/07/90
06/27/90
09/26/90
03/13/91
07/10/91
10/09/91
05/13/92
01/13/93
05/19/93
10/06/93
02/16/94
05/18/94
10/05/94
03/08/95
10/11/95
02/14/96
06/05/96
10/09/96
02/26/97
07/30/97
02/18/98
07/08/98
02/24/99
07/14/99
07/19/00
02/21/01
07/11/01
03/06/02
07/31/02
Average

Exhibit 8.2

Interest Rateson Maryland Bonds*
Compared with the Bond Buyer Indexesfor the Thursday Following Sale

Index of
Rate on 20G.0O.
M D Bonds Bonds
6.50 7.44
6.68 7.59
6.44 7.63
6.91 8.10
6.60 777
6.72 7.53
6.83 7.38
6.59 7.02
6.67 7.20
6.78 7.27
7.00 7.53
6.31 7.13
6.37 7.07
5.80 6.66
5.80 6.54
5.38 6.17
5.10 577
4.45 5.30
4.48 5.42
5.36 6.14
5.69 6.50
551 6.18
495 5.82
451 533
5.30 594
497 5.73
4.90 5.65
4.64 5.23
4.43 5.07
457 5.12
4.26 5.08
4.83 5.36
5.05 5.60
4.37 521
4.41 5.22
4.23 5.19
3.86 5.00
5.49 6.27

MD Rateas

% of 20 Bond

87.4%
88.0%
84.4%
85.3%
84.9%
89.2%
92.5%
93.9%
92.6%
93.3%
93.0%
88.5%
90.1%
87.1%
88.7%
87.2%
88.4%
83.9%
82.7%
87.3%
87.5%
89.2%
85.0%
84.6%
89.2%
86.8%
86.8%
88.7%
87.4%
89.2%
83.8%
90.1%
90.2%
83.9%
84.6%
81.5%
77.2%
87.6%

Index of
11 G.O.
Bonds

7.34
7.43
7.49
7.94
7.63
7.42
7.28
6.93
7.06
7.13
7.36
6.97
6.92
6.52
6.41
6.08
5.68
521
533
6.04
6.41
6.00
574
523
584
5.63
5.55
5.15
5.00
5.06
5.02
5.29
5.55
516
517
514
4.95
6.16

MD Rate as

% of 11 Bond

88.6%
89.9%
86.0%
87.0%
86.5%
90.6%
93.8%
95.1%
94.5%
95.1%
95.1%
90.5%
92.1%
89.0%
90.5%
88.4%
89.8%
85.4%
84.1%
88.7%
88.8%
91.8%
86.2%
86.2%
90.7%
88.3%
88.3%
90.1%
88.6%
90.3%
84.8%
91.3%
91.0%
84.7%
85.4%
82.3%
78.0%
89.1%

*Beginning Dec. 1987, interest rates are reported in True Interest Cost (TIC) rather than Net Interest Cost (NIC).
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The widening of the spreads during Maryland’s last two bond sales are indicative of the
current investment market conditions that are rewarding the highest quality bonds with cash
premiums and lower up-front rates. Since Maryland’ s bondstend to be shorter term than the Bond
Buyer Index bonds, changes in the relationship between interest rates of bonds with different
maturities would impact the spread between the Maryland yield and the Bond Buyer Index.
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Proposed General Obligation Authorizations and Estimated | ssuances

($in Millions)
General
Assembly Proposed 0@ e Estimated | ssuances During Fiscal Year* -------------------- Total
Session Authorizations 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 | ssued
2003 $740 $O0  $229 $185 $148 $111 $67 $0 $0 $0 $0 $740
2004 555 0 172 139 111 83 50 0 0 0 555
2005 570 0 177 143 114 86 51 0 0 570
2006 585 0 181 146 117 88 53 0 585
2007 600 0 186 150 120 90 54 600
2008 615 0 191 154 123 92 560
2009 625 0 194 156 125 475
2010 640 0 198 160 358
2011 655 0 203 203
2012 670 0 0
Total 0 229 357 463 546 596 593 607 620 634 4,646
Current

Authorizations 1,774 700 421 168 87 29 4 32 68 105 161 1,774
Total | ssuances $700  $650  $525 $550 $575 $600 $625 $675 $725 $795 $6,420

Sales First 225 400 300 280

Second 475 250 225 270

Total 700 650 525 550

* Percentage i ssuance assumptions by fiscal years:
Fiscal year following year of authorization: 1st 2nd 3rd 4th 5th

Percent of original authorization

Note: Numbers may not sum to total due to rounding.

31%

25%

20%

15%

9%

Source: Report of the Capital Debt Affordability Committee on Recommended Debt Authorizations for Fiscal Year 2004, September 2002.
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FY 93

Debt Outstanding as of June 30
($in Millions)

FY94 FEYO9 EYO9% FEYO97 FEY98 FEY99 EYOO EYO1L FEYO02 FEY 9302

Agency Debt Subject to Ceiling and Allocation Caps

$27.2  $299 $348 $33.7 $31.0 $34.0 $294 $344  $365 34.3%

7.3 7.2 7.2 7.1 7.0 6.9 6.8 6.7 0.0 --
3025 4652 4084 3919 3749 3445 3187 3006 6688 121.1%
1332 1632 1634 1578 1513 1381 1313 1243 1159 -135%

MD Envir. Service $27.2
MD Wholesale Food Ctr. Auth. 11.0
MD Trans Authority 302.5
MD Water Qual. Finan. Adm. 134.0
Revenue Cap Total $474.7
% Change/Prior Year 15.7%

$470.2 $665.5 $613.8 $590.6 $564.3 $523.4 $486.2 $465.9 $821.2 73.0%
-09% 415% -7.8% -38% -45% -72% -71% -42% 76.2%

Agency Debt Not Subject to Ceiling and Allocation Caps

Balt. City Comm. College -
Comm. Devel. Admin. (a) $2,275.6

$2,457.4 $2,446.5 $2,340.8 $2,304.5 $2,387.1 $2,4735 $2,627.0 $2,692.1 $2,705.8 18.9%
42.3 48.5 55.0 62.5 66.1 81.1 85.5 87.7 91.7 131.0%
446 2026 3009 3074 3062 3011 3884 3798 0 --

3523 3264 3123 2960 2776 5474 --

28.0 28.9 294 29.9 27.9 275 271 26.8 334 23.7%
8.7 85 8.1 7.8 175 17.3 16.9 27.8 275 209.0%
4738 5183 5059 5345 611.0 6700 6561 8027  808.0 75.1%

$3,054.9 $3,253.3 $3,240.1 $3,532.9 $3,680.3 $3,882.8 $4,097.1 $4,294.5 $4,213.8 47.3%
6.8% 6.5% -0.4% 9.0% 4.2% 5.5% 5.5% 48% -1.9%

$140.8 $1252 $1158 $98.4  $90.3 $149.2 $1484 $197.7 $245.7 122.0%
25040 26191 28599 3.0254 32705 35002 3,3489 34509 3544.2 55.5%

$2,644.8 $2,744.3 $2,975.7 $3,123.8 $3,360.8 $3,649.4 $3,497.3 $3,648.6 $3,789.9 58.6%
10.7% 3.8% 8.4% 5.0% 7.6% 86% -4.2% 4.3% 3.9%

$0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 -
22542 22566 2,3484 2/489.7 28210 3,236.6 3,555.0 3,660.8 4,2654 106.6%

Local Govt. Infra. (CDA) 39.7
MD Energy Finance Admin. 48.0
MIDFA

Morgan State University 27.0
St. Mary's College 8.9
Univ. of Maryland System 461.5
Non-Cap Total $2,860.7
% Change/Prior Year -0.3%
Capital L eases and General Obligation Debt
Capital Leases - BPW $110.7
General Obligation Debt 2,279.4
Total Leases+ G.O. $2,390.1
% Change/Prior Year 4.9%
Non-State Debt (Not Subject to Ceiling and Allocation Caps)
Higher Ed. Suppl. Ln. Ath. (b) $0.0
HIith./Higher Ed. Fcl. Ath. 2,064.9
Total Non-State $2,064.9

% Change/Prior Year 10.8%

(@ Does not include Local Govt.
Infrastructure.

(b) Loans were sold to 1st National
Bank of Maryland in FY 1992.

$2,254.2 $2,256.6 $2,348.4 $2,489.7 $2,821.0 $3,236.6 $3,555.0 $3,660.8 $4,265.4 106.6%
9.2% 0.1% 4.1% 6.0% 133% 14.7% 9.8% 3.0% 16.5%

Source:

1991 - 1997: Department of Budget & Management
1998 - 2002: Dept. of Budget & Management, St. Mary's College, Morgan State University, University
System of Maryland, Capital Debt Affordability Committee Report, Sept. 2002
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