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The Honorable Thomas V. Mike Miller, Jr., President of the Senate
The Honorable Casper R. Taylor, Jr., Speaker of the House of Delegates
The Honorable Members of the Maryland General Assembly

After each session of the General Assembly, the Department of Legislative Services is
required by law to prepare a report summarizing the fiscal effect on State and local governments of
that year’s legislative program (State Government Article, Section 2-1237). In accordance with this
requirement, [ am pleased to submit the following report, Effect of the 2002 Legislative Program on
the Financial Condition of the State.

This document is divided into five chapters.

Chapter One highlights the major components of the fiscal 2003 operating budget (SB 175/
Chapter 439).

Chapter Two summarizes the fiscal 2003 capital budget and the State’s capital program (SB
288/Chapter 290).

Chapter Three identifies enacted legislation from the 2002 session that has an impact on
State revenues and expenditures. The revenue and expenditure effects of the legislation are
summarized, as are the number of permanent and contractual positions required.

Chapter Four identifies enacted legislation from the 2002 session that has a fiscal impact
on local governments. This chapter also identifies State mandates on local governments and
provides an overview of State aid to local governments.

Chapter Five provides a listing of all bills passed by the 2002 General Assembly but vetoed
by the Governor for policy reasons. The fiscal implications of those bills are noted.

Further information onissues considered during the 2002 session can be found in The 90 Day
Report - A Review of the 2002 Legislative Session, issued annually by the Department of Legislative
Services following adjournment of the General Assembly.

iii

Legislative Services Building - 90 Statc Circle - Annapolis, Maryland 21401-1991
410-946-5500 - FAX 410-946-5508 - TDD 410-946-5401
301-970-5500 - FAX 301-970-5508 - TDD 301-970-5401

Other areas in Maryland 1-800-492-7122



The Honorable Thomas V. Mike Miller, Ir.

The Honorable Casper R. Taylor, Jr.

The Honorable Members of the Maryland General Assembly
July 2002

Page 2

The enclosed report is prepared by the staff of the Office of Policy Analysis. The work was
coordinated by Debra Dickstein. I trust this report will be a useful source of information for you.
[f you have any questions concerning its contents, please do not hesitate to contact me.

Respectfully submitted,

Karl S. Aro
Executive Director
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Fiscal Effects of the 2002 Legislative Program

The fiscal effect of enacted legislation from the 2002 session resulted in a
nonbudgeted general fund revenue increase of $4.9 million and a nonbudgeted general
fund expenditure increase of $7.4 million. Overall, this creates a negative impact of
approximately $2.5 million on the State’s general fund.

The impact of the revenue legislation will be considered by the Board of Revenue
Estimates when the fiscal 2003 revenue estimates are revised in December 2002. The
impact of legislation requiring increased expenditures may result in a deficiency
appropriation being requested by the Governor at the 2003 session or agencies absorbing
the costs within the existing level of appropriations. Legislation requiring additional
special fund or federal fund expenditures was offset in some instances by special fund
or federal fund revenues. These bills could be implemented through the budget
amendment process.

The analysis excludes the effect of legislation for which an estimate cannot be
quantified. The estimates are based on the assumptions stated in the fiscal notes and on
implementation of the legislation during fiscal 2003. Based on the information detailed
in this report, the fiscal impact of legislation enacted following the 2002 session that was
not included in the fiscal 2003 budget is set forth below.

General Funds | Special Funds | Federal Funds
Additional Revenues $4,934,611 $2,014,912 $838,558
Additional Expenditures $7,393,476 $1,828,333 $3,374,065
Net Impact ($2,458,865) $186,579 |  ($2,535,507)

In addition, legislation was enacted that will not impact the State’s budget until
fiscal 2004. This legislation will require increased general fund appropriations totaling
$4.6 million.

Net Budgetary
Revenues Expenditures Impact
General Fund
Impact in FY 2004 (839,504) $4,551,146 ($4,590,650)

The enacted legislation that had a quantifiable effect (budgeted and nonbudgeted)
on the general fund resulted in an overall positive impact 0f$341,875,560 in fiscal 2003.
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The table below summarizes the quantifiable general fund impact of all enacted
legislation from the 2002 session over the next five years.

FY 2003 FY 2004 FY 2005 FY 2006 FY 2007

GF Revenues $237,675,950 | $274,132,380 | $226,878,581 $231,764,288 $215,156,494

GF
Expenditures (5104,199,610)* [ $100,680,944 [ $337,059,506 $632,664,127 $946,626,828

Net General
Fund Impact $341,875,560 $173,451,436 | (3110,180,925) | ($400,899,839) | ($731,470,334)

*Includes a reduction of $79,237,659 pursuant to the Budget Reconciliation and Financing Act (discussed in Chapter
One). Alsoincludes areduction of $33,495,132 resulting from two bills that established special funds with transfers from
general funds.

Enacted legislation from the 2002 session also created a need for 31.5 new
permanent State positions for fiscal 2003, 27.5 of which are not funded in the fiscal 2003
State budget. Of the new permanent positions, 26.5 (84 percent) will be supported with
general funds; 2 of these positions are accounted for in the budget. Special funds will
support the remaining 5 new positions (16 percent), 2 of which are accounted for in the
budget.

For fiscal 2004 it is estimated that another 7 permanent positions were made
necessary by enacted legislation from the 2002 session, bringing the two-year total to
38.5 new permanent positions.
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Chapter One - Operating Budget 5
Budget in Brief

From abudgetary standpoint, the 2002 session was the most challenging since the
early 1990s. An economic slowdown in 2001, combined with terrorist attacks on
September 11, 2001, caused revenue estimates to be reduced, and general fund
projections were lowered again during the session. The Governor proposed to balance
the budget through a number of one-time fund transfers, cancellation of the final phase
of a 10 percent income tax reduction, and statutory mandate relief through a Budget
Reconciliation Act (BRA). Although the Administration’s spending plan would have
produced a balanced fiscal 2003 budget, the use of one-time measures masked an
underlying structural deficit between operating revenues and expenses in excess of
$1.3 billion.

As adopted during the 2002 session, the budget bill (SB 175/Chapter 439)
provides $21.7 billion in appropriations for fiscal 2003, an increase of $0.6 billion
(2.7 percent) over fiscal 2002. Exhibit 1.1 illustrates funding by type of revenue.
Slightly less than one-half of the budget is supported by general funds, with lesser
proportions supported by dedicated special funds, federal aid, and higher education
funds. State agency operations constitute the largest area of spending, representing
48.0 percent of the total budget. Aid to local jurisdictions accounts for 21.8 percent of
the budget, and spending for entitlements accounts for 17.9 percent. Remaining
appropriations pay debt service on general obligation bonds, fund portions of the capital
program, and increase the balance in the State Reserve Fund.

Growth in general fund appropriations is virtually flat, increasing by $3.7 million,
or 1 percent above the revised fiscal 2002 level. However, this reflects a $317 million
decrease in PAYGO capital spending. Ongoing general fund spending increases
$346 million, or 3.4 percent. Aid to local governments, especially aid to education,
drives this year’s general fund growth. General fund local aid support increases
$232.4 million, or 7.1 percent. Special, federal, and higher education funds
appropriations also increase in fiscal 2003. Special funds grow by $253.0 million
(4.4 percent), federal spending by $280.6 million (5.7 percent), and higher education
spending by $98.6 million (5.0 percent).

Within State agency operations, health, higher education, transportation, and
public safety-related agencies receive approximately 68 percent of dollars allocated for
State agencies. Growth in personnel expenses accounts for much of the growth in agency
spending. Although no cost-of-living adjustment is provided in fiscal 2003, funds were
required to annualize the 4 percent increase that was provided for six months in
fiscal 2002. Employees will receive a one-time lump sum bonus payment, equal to
one-halfofa step increase in their current grade. Other costs are attributed to inflationary
increases in health, dental, and mental health insurance, which are projected to increase
approximately 10 percent.
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Exhibit 1.1
Maryland’s $21.7 Billion Budget
Where It Comes From: Budget by Fund Source

General

(48.6%

o

- Higher Education
Special 9.6%

18.0%

Where It Goes: Budget by Purpose

State Agencies
48.0%

_ Debt Service

2.9%
Reserve Fund
Entitlements \ 0.8%
17.9% |
— PAYGO Capital
| 8.6%
Local Government
21.8%

Source: Department of Legislative Services
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Other actions related to personnel include adoption of a new actuarial
methodology for calculating contributions for employees in the regular State employees’
and teachers’ retirement plans, a reduction in the State’s match of the deferred
compensation benefit from $600 to $500, and deletion of funds for pay-for-performance
bonuses.

Education programs continue to fare well in the fiscal 2003 budget. Total
education and library aid to local jurisdictions rises $303 million (8.8 percent). The
operating budget includes $15.9 million for public school construction. In combination
with new general obligation bond funding of $135.1 million, a total of $151 million will
be available.

Funding is also provided for additional substance abuse treatment slots,
expansion of the Developmental Disabilities waiting list initiative, the first year of a
five-year wage enhancement initiative for community providers serving the
developmentally disabled, additional transportation operating and capital spending,
Medicaid and Maryland Children’s Health program costs, child care subsidies and cash
assistance for low-income families, and community services for the mentally ill.

Framing the Session

Following the 2001 session, national economic activity was weak. It was not
until late in calendar 2001 that economists determined that the country had been in
recession since March 2001. Throughout calendar 2001 the Federal Reserve Board
responded to the slowdown by lowering interest rates 11 times, for a cumulative cut of
4.75 percentage points, to 1.75 percent. States such as Tennessee and Florida, which rely
more heavily on the sales tax as a major source of revenue, found it necessary to write
revenues down significantly in the spring and summer. Shortly after the start of
fiscal 2002, revenue collections in Maryland began to dip. Through the first two months,
revenues fell $53 million below projected attainments. In September the Board of
Revenue Estimates (BRE) indicated that a write down of revenues was imminent. The
budget committees expressed concern to the Governor and suggested that cost
containment actions be considered. At the first meeting of the Spending Affordability
Commuittee (SAC), the Department of Legislative Services (DLS) estimated that the State
faced a combined structural deficit of $1.7 billion for fiscal 2002 and 2003.

In mid-October the Governor announced an 18-month hiring freeze, a 1.5 percent
reduction in certain operating expenses, and the planned withdrawal of $65 million in
embargoed PAYGO general fund capital. The Board of Public Works (BPW) was to
approve a total cost containment withdrawal of $154 million ($126 million general and
$28 million special fund appropriations). The Governor announced a plan to embargo
an additional 30 percent of remaining agency general fund appropriations for fiscal 2002,
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in case additional cost containment became necessary. In mid-December BRE wrote
down general fund revenues by $276.3 million, a 1.7 percent decline from fiscal 2001.

In late December SAC recommended a 3.95 percent growth limit based in part
on varying projections of personal income growth. The committee further recognized
that sustainability was an important issue and suggested that ongoing changes to the
budget be made by the Administration. Concern was expressed that the use of one-time
cash would not address the structural deficit. The committee further recommended
retention of at least 5 percent of general fund revenues in the Revenue Stabilization Fund
and indicated that monies applied to base underfunding for mental health and Medicaid
would be exempted from the spending affordability calculation.

Governor’s Spending Plan As Introduced

The Govemor produced a spending plan to address the needs of 2002 and 2003,
which formed the cornerstone of the allowance. The original budget totaled $22.0 billion
(excluding $128.1 million in contingent reductions through BRA), which was 2.1 percent
higher than the fiscal 2002 adjusted appropriation (i.e., including proposed deficiency
appropriations and excluding cost containment withdrawals approved by BPW). On a
spending affordability basis, the proposed budget (including deficiency appropriations)
provided for an increase of 4.89 percent, $128.7 million over the 3.95 percent spending
limit recommended by SAC. This was largely because the allowance did not provide the
full base funding for Medicaid, which would have made the appropriation exempt from
the calculation.

Excluding allocations to the State Reserve Fund and large decreases in PAYGO
capital funding, the allowance provided for 1,517.9 new positions, fringe benefit cost
increases, employee compensation enhancements (including a 2 percent cost-of-living
adjustment effective January 1, 2003, performance bonuses, and increments), additional
funding for higher education (albeit at a lower level than in prior years), higher
entitlement costs associated with Medicaid, and various health and environmental
enhancements.

Budget Reconciliation Act

To achieve a balanced budget for fiscal 2002 and 2003, the Administration
submitted a reconciliation bill to transfer one-time balances from a variety of special and
nonbudgeted sources to the general fund and to implement other statutory changes to
permit reductions. Examples of the larger proposed transfers included:
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Fiscal 2002

$70 million from the Maryland Automobile Insurance Fund (MAIF), including
a legally questionable transfer of $50 million from the insured division and
$20 million from the uninsured division;

® $69.9 million from the Dedicated Purpose Fund (DPF), representing the
unexpended portion of monies set aside to replace the Woodrow Wilson Bridge
and construct an Addison Road Metro extension;

® $29.0 million from PAYGO capital fund balances for housing and economic
development programs; and

° $11.0 million from the State’s self-insurance trust fund within the budget of the
State Treasurer’s Office.

Fiscal 2003

® $32.2 million from the Injured Workers’ Insurance Fund (IWIF) that the State
had paid toward its unfunded liability;

o $18 million from the Maryland Transportation Authority (MdTA); and

° $16.6 million from the fund balance of the University System of Maryland

(USM).

An additional $128 million in savings was proposed through mandate relief from

certain statutory funding requirements. This included:

restricting aid to nonpublic higher education and aid to community colleges for
one year;

deferring the electricity generating equipment property tax grant to local
jurisdictions and eliminating the property tax exemption for one year;

reducing the contribution to the State’s retirement system;
deferring payments under the Private Donation Incentive Program; and

capping funding for the State’s tourism board.
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Revenue and Reversion Assumptions

General Fund Revenues

As part of the budget submission, the Governor assumed additional revenues
beyond that estimated by BRE. For fiscal 2002 this included $1.1 million to recognize
prior year educational funds that had been held in reserve. For fiscal 2003 an added
$5.0 million was forecast due to higher lottery activity, $1.6 million was included in the
expectation that tax enforcement and compliance following the completion of tax
amnesty would yield more revenue, and $177.4 million was budgeted as part of the
Administration’s proposal to eliminate the final phase of the multi-year income tax
reduction.  Finally, a voluntary contribution of $400,000 from the Maryland
Environmental Service to the general fund was assumed in fiscal 2003.

General Fund Reversions

As introduced, the Governor’s spending plan made assumptions for additional
general fund reversions in fiscal 2002 and 2003. For fiscal 2002, in addition to the $25
million figure normally used for budget estimation, the administration assumed $279.6
million in PAY GO capital reversions, $7.2 million from restricted general funds in the
Department of Human Resources (DHR), and cost containment contributions from the
Judiciary ($1.0 million) and the Legislature ($0.2 million).

The fiscal 2003 budget assumed general fund reversions of $46 million. Prior to
the 2001 session, it had been the practice of the Administration to assume reversions of
$25 million, although a higher number was assumed when the fiscal 2002 allowance was
submitted. Sufficient reductions were made to the budget in the 2001 session to permit
the Governor to restore the estimate of reversions to its customary level in Supplemental
Budget No. 2. Given the cost containment actions taken to reduce agency budgets, the
attainment of this level of reversion was viewed skeptically.

Structural Balance

Taking the general fund revenues, additional revenues, and reversion assumption
into consideration, the budget, as introduced, showed an estimated closing balance of
$4.5 million. However, in a business sense (i.e., comparing ongoing revenues to ongoing
operating expenses), the budget reflected a revenue shortfall of $937 million in fiscal
2003. This figure was later to be increased to more than a billion dollars based on a
further write down of revenues by BRE in March 2002.
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Multijurisdictional Lottery

SB 93 authorizes the State Lottery to operate multijurisdictional lotteries in other
states or countries. This allows the opportunity to increase sales and revenues by
attracting new players and creating greater interest among existing players. The State
could participate in Lotto South or in new games offered by the International Lottery
Alliance. An additional $5.46 million in general funds is projected for fiscal 2003.

Bridge to Excellence in Public Schools Act

SB 856 provides significantly enhanced funding for primary and secondary
education, which ramps up over a multi-year period. A portion of these expenses are
offset somewhat by the imposition of an additional 34 cent tobacco tax (raising the rate
to $1.00 per pack). The tax is expected to provide slightly more than $100 million in
fiscal 2002 and 2003, of which approximately $80.5 million would support initial
implementation with the $20.0 million balance supplementing the general fund. Out-year
spending would increase, ultimately approaching $950 million by fiscal 2007. The Act
requires the General Assembly to affirm by joint resolution at the 2004 session that the
additional State aid is within the State’s fiscal resources for fiscal 2005. If the joint
resolution is not adopted, required aid increases are limited to 5 percent.

Higher Education — Teaching Assistants

HB 1172/Chapter 410 expands eligibility for the Maryland Teacher Scholarship
Program to include teaching assistants who have met certain criteria. Additional
spending of about $3.0 million annually is required.

Maryland Infants and Toddlers Act of 2002

SB 419/Chapter 312 creates a State funding formula to provide grants to local
infants and toddlers programs. Out-year expenses require $1.3 million in fiscal 2004 and
increase to $8.6 million by fiscal 2007.

Outlook for Future Budgets

As shown in Exhibit 1.4, a potential budget shortfall of $912.1 million is
projected by the end of fiscal 2004. By fiscal 2007 the potential shortfall is expected to
approach $2 billion. The factors behind the projected shortfall include increased costs
for current services, enacted legislation, and funding of current services in fiscal 2003
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with $762 million of one-time revenues. As shown in the exhibit, the State has
contingency resources in excess of $500 million in the Rainy Day Fund that are available
to mitigate the problem.

Current Services

Cost increases associated with salary and fringe benefit growth (e.g., increments
and health insurance), inflation (particularly medical inflation), local aid, and the
continued implementation of legislation enacted in prior years, are anticipated. Caseload
and entitlement growth, particularly for Medicaid, are also expected to drive future
spending needs.

Legislation

Forecasted revenues are increased by $145.1 million in fiscal 2003 largely due
to the Budget Reconciliation and Financing Act and the Bridge to Excellence in Public
Schools Act. Therevenue gain increases to an estimated $240.7 million in fiscal 2004,
then decreases to a range of $180 to $190 million per annum for fiscal 2005 through
2007. The drop in revenues after fiscal 2004 reflects sunset dates for many of the
revenue provisions in BRFA and the expectation that tobacco tax revenues will decline
over time as consumption falls.

Legislation passed at the 2002 session will have a significant impact on State
expenditures, increasing fiscal 2004 costs by $133.8 million. By fiscal 2007 the cost of
legislation passed at the 2001 session could exceed $1 billion. Most of the increase in
general fund spending is attributable to the Bridge to Excellence in Public Schools Act,
which increases State education spending. Exhibit 1.5 demonstrates that this Act
accounts for about half of the general fund budget gap forecast for fiscal 2007. However,
this impact can be mitigated ifthe joint resolution referenced below is not adopted during
the 2004 session.

Assumingthat economic growth proceeds at a moderate pace as forecast by BRE,
addressing the potential shortfall in fiscal 2004 and beyond will require some
combination of programmatic reductions and revenue enhancements. To better prepare
for actions that may be contemplated at the 2003 and 2004 sessions, the legislature
adopted HB 1/Chapter 343, which establishes a Commission on Maryland’s Fiscal
Structure. The commission is charged with examining the State’s budget process and tax
structure. Recommendations on funding education, transportation, and health care are
to be submitted in 2002 and 2003.
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Exhibit 1.5
General Fund Forecast With and
Without SB 856
$400
g -$100 +
.2
= -$600
=
E '$1)1(}0 1
=]
-$1,600 +
-$2,100
FY02 FY03 FY04 FYO05 FYO06 FYO7
B W ith SB 856 —e— Without SB 856 |
Source: Department of Legislative Services
Postscript
In late February/early March the State prepared to sell $312.8 million in general
obligation bonds to support the capital program and refund previously authorized debit.
All three of the major rating agencies (i.e., Fitch, Moody’s, and Standard & Poor’s) gave
Maryland another AAA rating. The ratings reflected the diversity of the State’s
economy, wealth, and income levels; financial management and performance; the
continued existence of the 5 percent reserve in the Rainy Day Fund; and debt burden.
The ratings reflected favorably on the State’s financial management and policies.
By the Numbers

A number of exhibits summarize the legislative budget action. These exhibits are
described below:

Exhibit 1.6 shows the impact of the legislative budget on the general fund
balance for fiscal 2002 and 2003. The fiscal 2002 balance, including transfers from the
Revenue Stabilization Fund and actions through BRFA, yields a projected ending balance
of $427.6 million. At the end of fiscal 2003, the ending balance is estimated to be
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$13.6 million, although this is again based on the higher assumption of $55 million in

agency reversions.

Exhibit 1.6

General Fund Impact — 2002 Session Actions

Starting General Fund Balance

Revenues

BRE Estimated Revenues - December 2001
BRE Revenue Revisions - March 2002
BRFA Revenues

BRFA Transfers

BRFA Withdrawn Appropriations

Other Legislation

Additional Revenues

Subtotal

Net GF Transfer from the Rainy Day Fund

Revenue Total

Appropriations
GF Appropriations net of Rainy Day Fund

Legislative reductions & contingent reduc.
Estimated agency reversions
Appropriations Total

Closing Balance

Source: Department of Legislative Services

Fiscal
2002

$583,352,823

9,752,017,496
(124,400,000)

0

146,235,967
468,807,761
7,368,024
1,100,000
$10,251,129,248

361,409,278

$11,150,891,349

10,757,568,930
(873,514)

(33.439.946)
$10,723,255,470

$427,635,879

Fiscal
2003

$420,267,855

9,787,339,642
(124,700,000)
161,025,114
85,200,000

0

(15,917,188)
33,528.593
$9,901,637,457

67,971,223

$10,397,244,559

10,818,206,937
(379,582,883)

(55.000.000)
$10,383,624,054

$13,620,505

Exhibit 1.7, the fiscal note on the budget bill, depicts the Governor’s allowance,
actions through BRFA, legislative reductions, and final appropriations for fiscal 2002 and
2003 by fund source. The Governor’s original request provided for $22.5 billion (not
counting the $128.1 million in contingent general fund reductions) in fiscal 2003
expenditures and fiscal 2002 deficiencies. The legislature made $483.9 million in
reductions and contingent reductions to the total budget request, resulting in
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appropriations of $37.1 million for fiscal 2002 (net of withdrawn appropriations) and
$21.7 billion (less reversions) for fiscal 2003.

Exhibit 1.8 illustrates budget changes by major expenditure category by fund.
Total spending grows 2.5 percent. Debt service increases 2.4 percent; aid to local
governments increases by 7.4 percent; State agency spending rises 2.7 percent; and
entitlements rise 4.6 percent. PAYGO capital expenditures decrease 11.7 percent,
exclusive of an added $22.2 million in special fund PAYGO that was authorized
contingent on enactment of SB 856. The reduction in PAYGO results largely from the
lower availability of surplus funds for such one-time spending. The allocation to the
State Reserve Fund increases 2.4 percent, based on the lower amount of unappropriated
general funds at closeout that was statutorily required to be appropriated. However, these
funds were also transferred to the general fund to support the budget.
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Exhibit 1.8
State Expenditures — General Funds
(8 in Millions)
Actual  Work. App. Leg. Appr. $ Diff. % Diff.

Category FY 2001 FY 2002 FY 2003 02 to 03 02 to 03
Debt Service $204.5 $204.0 $183.9 -$20.1 -9.9%
Aid to Local Governments
General Government 174.5 200.9 228.9 28.0 13.9%
Community Colleges 163.3 178.5 188.9 10.4 5.8%
Education/Libraries 2,718.1 2,847.3 3,036.3 189.0 6.6%
Health 52.5 56.9 61.9 5.0 8.8%

3,1084 3,283.7 3,516.1 2324 7.1%
Entitlements
Foster Care Payments 126.9 137.8 132.9 -4.9 -3.6%
Assistance Payments 34.5 55.5 62.7 7.2 13.0%
Medical Assistance 1,320.3 1,547.0 1,600.7 53.7 3.5%
Property Tax Credits 52.6 557 355 -0.2 -0.3%

1,534.3 1,795.9 1,851.7 55.9 3.1%
State Agencies
Health 1,006.6 1,090.0 1,183.6 93.7 8.6%
Human Resources 303.8 289.4 298.7 9.2 3.2%
Systems Reform Initiative 46.9 43.1 40.1 -3.1 -1.1%
Juvenile Justice 150.3 162.2 173.6 11.5 7.1%
Public Safety/Police 863.9 920.8 961.2 40.5 4.4%
Higher Education 886.5 961.3 970.4 9.1 0.9%
Other Education 248.6 275.5 284.6 9.1 3.3%
Agric./Natl Res./Environment 125.5 147.3 155.6 8.3 5.6%
Other Executive Agencies 520.6 5532 517.9 -35.4 -6.4%
Judicial/Legislative 281.4 316.5 328.7 13.3 4.2%
Across-the-Board Cuts 0.0 0.0 -78.1 -78.1 n.a.

4,434.2 4,759.3 4,837.4 78.1 1.6%
Subtotal $9,281.4 $10,042.8  $10,389.0 $346.2 3.4%
Capital 638.4 366.4 49.6 -316.8 -86.5%
Transfers 2.0 0.0 0.0 0.0 n.a.
Reserve Fund 315.8 176.8 181.0 4.3 2.4%
Appropriations $10,237.5 $10,586.0  $10,619.7 $33.7 0.3%
Reversions 0.0 -25.0 -55.0 -30.0 120.0%
Grand Total $10,237.5 $10,561.0  $10,564.7 $3.7 0.0%

Note: The FY 2002 working appropriation reflects deficiency appropriations, legislative reductions to the deficiencies
(50.9 million) and $342.5 million in withdrawn appropriations.
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Exhibit 1.8 (cont’d.)
State Expenditures — Special and Higher Education Funds **
(% in Millions)
Actual  Work. App. Leg. Appr. $ Diff. % Diff,
Category FY 2001 FY 2002 FY 2003 02to 03 02 to 03
Debt Service $376.3 $410.5 $445.5 $35.0 8.5%
Aid to Local Governments
General Government 495.9 487.3 476.4 -10.9 -2.2%
Community Colleges 0.0 0.0 0.0 0.0 n.a.
Education/Libraries (1) 66.7 83.3 1243 41.0 49.3%
Health 0.0 0.0 0.0 0.0 n.a.
562.6 570.6 600.7 30.1 5.3%
Entitlements
Foster Care Payments 0.2 2.0 0.2 -1.8 -88.3%
Assistance Payments 16.8 211 17.4 -3.7 -17.5%
Medical Assistance 39.0 15.2 47.4 323 212.3%
Property Tax Credits 0.0 0.0 0.0 0.0 -20.0%
56.0 38.4 65.1 26.8 69.8%
State Agencies
Health 165.6 174.0 161.6 -12.5 -7.2%
Human Resources 47.5 63.5 57.0 -6.5 -10.2%
Systems Reform Initiative 0.0 0.0 1.8 1.7 3554.2%
Juvenile Justice 0.3 0.1 0.3 0.1 81.6%
Public Safety/Police 140.9 140.8 143.5 2.7 1.9%
Higher Education 1,864.7 1,989.5 2,088.8 99.3 5.0%
Other Education 39.9 446 36.7 -7.8 -17.6%
Transportation 942.6 983.0 1,006.4 234 2.4%
Agric./Natl Res./Environment 108.8 108.4 105.3 -3.1 -2.8%
Other Executive Agencies 256.7 229.5 254.6 250 10.9%
Judicial/Legislative 11.9 15.3 12.9 -2.4 -15.7%
Across-the-Board Cuts 0.0 0.0 -11.1 -11.1 n.a.
Operating Spending in BRFA (2) 0.0 1.0 16.9 16.0 1677.5%
3,578.7 3,749.8 3,874.7 124.9 3.3%
Subtotal $4,573.7 $4,769.2 $4,986.1 $216.9 4.5%
Capital 889.5 969.3 983.3 14.0 1.4%
Capital Spending in BRFA (2) 0.0 0.0 22.2 22.2 n.a.
Transfer to MDTA 19.9 0.0 0.0 0.0 n.a.
Grand Total $5,483.1 $5,738.5 $5,991.5 $253.0 4.4%

** Includes higher education fund (current unrestricted and current restricted) net of general and special funds.

Note: The FY 2002 working appropriation reflects deficiency appropriations and $1 million in withdrawn
appropriations.

(1) FY 2003 includes $79.0 million in education aid funded from an increase in the tobacco tax (SB 856). This
spending is not technically part of the legislative appropriation. It was authorized by SB 856 but will be appropriated
via budget amendment.

(2) The Budget Reconciliation and Financing Act (SB 323) included additional spending from the dedicated purpose
fund, a portion of which ($23.1 million) was contingent on the passage of a tobacco tax increase (SB 856). This
additional spending is not technically part of the legislative appropriation. It was authorized by the BRFA but will be
appropriated via the budget amendment process.
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Exhibit 1.8 (cont’d.)
State Expenditures — Federal Funds

($ in Millions)
Actual  Work. App. Leg. Appr. $ Diff. % Diff.
Category FY 2001 FY 2002 FY 2003 02 to 03 02 to 03
Debt Service $0.0 $0.0 §0.0 $0.0 n.a.
Aid to Local Governments
General Government 214 329 23.4 9.5 -29.0%
Community Colleges 0.0 0.0 0.0 0.0 n.a.
Education/Libraries 475.6 511.0 5843 73.3 14.3%
Health 4.5 4.5 4.5 0.0 0.0%
501.5 548.4 612.1 63.7 11.6%

Entitlements
Foster Care Payments 90.9 94.0 101.2 7.2 7.6%
Assistance Payments 290.8 2832 284.5 1.3 0.5%
Medical Assistance 1,326.7 1,518.6 1,600.0 81.3 5.4%
Property Tax Credits 0.0 0.0 0.0 0.0 n.a.

1,708.4 1,895.9 1,985.6 89.8 4.7%
State Agencies
Health 477.9 481.8 521.2 39.4 8.2%
Human Resources 570.1 570.2 598.5 28.3 5.0%
Systems Reform Initiative 382 29.0 29.3 0.3 0.9%
Juvenile Justice 143 16.8 15.2 -1.6 -9.3%
Public Safety/Police 10.9 9.8 75 -2.5 -25.2%
Higher Education 0.0 0.0 0.0 0.0 n.a.
Other Education 88.3 98.0 95.0 -3.0 -3.0%
Transportation 294 45.5 61.4 15.9 34.9%
Agric./Natl Res./Environment 45.7 532 51.0 -2.2 -4.2%
Other Executive Agencies 286.0 392.8 394.8 1.9 0.5%
Judicial/Legislative 1.8 2.0 1.9 -0.1 -5.2%
Across-the-Board Cuts 0.0 0.0 -7.5 -71.5 n.a.

1,562.6 1,699.1 1,768.1 69.0 4.1%
Subtotal $3,772.5 $4,143.4 $4,365.9 $222.5 5.4%
Capital 571.7 762.0 820.2 58.1 7.6%
Grand Total $4,344.2 $4,905.4 $5,186.0 $280.6 5.7%

Note: The FY 2002 working appropriation reflects deficiency appropriations.
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Category
Debt Service

Aid to Local Governments
General Government
Community Colleges
Education/Libraries (1)
Health

Entitlements

Foster Care Payments
Assistance Payments
Medical Assistance
Property Tax Credits

State Agencies

Health

Human Resources

Systems Reform Initiative
Juvenile Justice

Public Safety/Police

Higher Education

Other Education
Transportation

Agric./Natl Res./Environment
Other Executive Agencies
Judicial/Legislative
Across-the-Board Cuts
Operating Spending in BRFA (2)

Subtotal

Capital

Capital Spending in BRFA(2)
Transfers

Transfer to MDTA

Reserve Fund
Appropriations

Reversions

Grand Total

Exhibit 1.8 (cont’d.)
State Expenditures — State Funds
($ in Millions)
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Actual Work. App. Leg. Appr. S Diff. % Diff.

FY 2001 FY 2002 FY 2003 02 to 03 02 to 03
$580.7 $614.5 $629.4 $14.9 2.4%
670.4 688.2 705.3 17.1 2.5%
163.3 178.5 188.9 10.4 5.8%
2,784.8 2,930.6 3,160.6 230.0 7.8%
52.5 56.9 61.9 5.0 8.8%
3,671.1 3,854.3 4,116.8 262.5 6.8%
127.1 139.8 133.1 -6.7 -4.8%
513 76.6 80.1 3.5 4.6%
1,359.3 1,562.1 1,648.1 86.0 5.5%
52.6 7 55.5 0.2 -0.3%
1,590.4 1,834.3 1,916.9 82.6 4.5%
1,172.2 1,264.0 1,345.2 81.2 6.4%
351.3 3529 3937 2.7 0.8%
46.9 43.2 41.8 -1.3 -3.1%
150.6 162.3 173.9 11.6 7.1%
1,004.8 1,061.6 1,104.7 43.1 4.1%
2,751.:2 2,950.8 3,059.2 108.5 3.7%
288.5 320.1 3214 1.3 0.4%
942.6 983.0 1,006.4 23.4 2.4%
234.2 255.7 260.9 5.3 2.1%
777.3 782.8 772.4 -10.3 -1.3%
293.2 331.8 342.7 10.9 3.3%
0.0 0.0 -89.1 -89.1 n.a.
0.0 1.0 16.9 16.0 1677.5%
8,012.9 8,509.0 8,712.1 203.0 2.4%
$13,855.1 $14,812.0  $15,375.1 $563.1 3.8%
1.527.9 1,335.7 1,032.9 -302.8 22.7%
0.0 0.0 22.2 222 n.a.
2.0 0.0 0.0 0.0 na.
19.9 0.0 0.0 0.0 n.a.
315.8 176.8 181.0 4.3 2.4%
$15,720.6 $16,324.5  $16,611.2 $286.7 1.8%
0.0 -25.0 -55.0 -30.0 120.0%
$15,720.6 $16,299.5  $16,556.2 $256.7 1.6%

Note: The FY 2002 working appropriation reflects deficiency appropriations, legislative reductions to the deficiencies

and withdrawn appropriations.

(1) FY 2003 includes $79.0 million in education aid funded from an increase in the tobacco tax (SB 856). This
spending is not technically part of the legislative appropriation. It was authorized by SB 856 but will be appropriated

by budget amendment,

(2) The Budget Reconciliation and Financing Act (SB 323) included added spending from the dedicated purpose fund,
of which ($23.1 million) was contingent on passage of a tobacco tax increase (SB 856). The added spending, not
technically part of the legislative appropriation, was authorized by the BRFA but will be appropriated by budget

amendment,
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Exhibit 1.8 (cont’d.)
State Expenditures — All Funds

($ in Millions)
Actual Work. App. Leg. Appr.  $ Diff. % Diff,

Category FY 2001 FY 2002 FY 2003 02 to 03 02to 03
Debt Service $580.7 $614.5 $629.4 $14.9 2.4%
Aid to Local Governments
General Government 691.8 721.1 728.6 T 1.0%
Community Colleges 163.3 178.5 188.9 10.4 5.8%
Education/Libraries (1) 3,260.4 3,441.6 3,744.9 303.3 8.8%
Health 57.0 61.4 66.4 5.0 8.1%

4,172.6 4,402.6 4,728.9 326.2 7.4%
Entitlements
Foster Care Payments 218.0 233.8 2343 0.5 0.2%
Assistance Payments 342.1 359.8 364.6 4.8 1.3%
Medical Assistance 2,686.0 3,080.8 3,248.1 167.3 5.4%
Property Tax Credits 52.6 38.17 55.5 -0.2 -0.3%

3,298.8 3,730.1 3,902.5 172.4 4.6%
State Agencies
Health 1,650.1 1,745.8 1,866.4 120.6 6.9%
Human Resources 9214 923.1 954.2 31.1 3.4%
Systems Reform Initiative 85.1 72.2 71.2 -1.1 -1.5%
Juvenile Justice 164.9 179.1 189.1 10.0 5.6%
Public Safety/Police 1,015.7 1,071.3 1,112.0 40.7 3.8%
Higher Education 2,751.2 2,950.8 3,059.2 108.5 3.7%
Other Education 376.8 418.1 416.4 2.7 -0.4%
Transportation 972.0 1,028.5 1,067.8 393 3.8%
Agric./Natl Res./Environment 279.9 308.9 311.9 3.0 1.0%
Other Executive Agencies 1,063.3 1,175.6 1,167.2 -8.4 -0.7%
Judicial/Legislative 295.0 333.8 344.5 10.8 3.2%
Across-the-Board Cuts 0.0 0.0 -96.6 -96.6 n.a.
Operating Spending in BRFA (2) 0.0 1.0 16.9 16.0 1677.5%

9,575.4 10,208.2 10,480.2 272.0 2.7%
Subtotal $17,627.5 $18,955.4  $19,741.0 $785.6 4.1%
Capital 2,099.6 2,097.7 1,853.0 -244.7 -11.7%
Capital Spending in BRFA (2) 0.0 0.0 22.2 222 n.a.
Transfers 2.0 0.0 0.0 0.0 n.a.
Transfer to MDTA 19.9 0.0 0.0 0.0 n.a.
Reserve Fund 315.8 176.8 181.0 4.3 2.4%
Appropriations $20,064.8 $21,229.9  $21,797.2 $567.3 2.7%
Reversions 0.0 -25.0 -55.0 -30.0 120.0%
Grand Total $20,064.8 $21,204.9  $21,742.2 $537.3 2.5%

Note: The FY 2002 working appropriation reflects deficiency appropriations, legislative reductions to the deficiencies
and withdrawn appropriations.

(1) FY 2003 includes $79.0 million in education aid funded from an increase in the tobacco tax (SB 856). This
spending is not technically part of the legislative appropriation. It was authorized by SB 856 but will be appropriated
via budget amendment.

(2) The Budget Reconciliation and Financing Act (SB 323) included additional spending from the dedicated purpose
fund, a portion of which ($23.1 million) was contingent on the passage of a tobacco tax increase (SB 856). This
additional spending is not technically part of the legislative appropriation. It was authorized by the BRFA but will be
appropriated via the budget amendment process.

Source: Department of Legislative Services
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Summary

The 2002 General Assembly passed a capital budget totaling $2.65 billion
including a $1.6 billion transportation program. Of the total amount, $720 million is
funded with general obligation bonds; $1.5 billion is funded on a pay-as-you-go
(PAYGO) basis in the operating budget; and $400 million is funded with revenue bonds,
including higher education academic bonds ($40 million) and transportation bonds ($360
million). Exhibit 2.1 presents an overview of the State’s capital program for fiscal 2003.
Exhibit 2.2 shows the sources and uses of the funds for the nontransportation capital
program.

General obligation debt totaling $731.1 million is authorized in the Maryland
Consolidated Capital Bond Loan of 2002, SB 288/Chapter 290. This is offset by
deauthorization of $11.1 million in previously authorized debt resulting in a net increase
of$720 million. The general obligation bond amount includes $328.7 million to replace
previously authorized general fund PAYGO. General obligation funding for new
projects equals $402.4 million.

The Maryland Consolidated Capital Bond Loan includes funding for:

- State facilities including colleges and universities, hospitals, office buildings, and
correctional facilities;

. grants to local governments for school construction and facilities at community
colleges;
. health and social services facilities such as senior citizen and adult day care

centers, juvenile services facilities, and community mental health, disabilities and
addictions facilities;

4 environmental programs such as the Chesapeake Bay Water Quality, GreenPrint
and Rural Legacy programs;

® housing and community development such as the Partnership Rental Housing and
Community Legacy programs; and

¥ local projects.

In addition to being used to fund the same types of projects funded with general
obligation debt, PAYGO funds are used for economic development, housing, and
environmental programs for which tax-exempt debt cannot be issued under federal tax
guidelines. Exhibit 2.3 lists capital projects by fund source.

HB 828/Chapter 393 authorizes $40 million in debt for academic facilities at the
University System of Maryland and Morgan State University.
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Exhibit 2.1

Summary of the Capital Program as Passed for the 2002 Session
(8 in Millions)

| Bonds | Current Funds (PAYGO) |
General
Function Obligation Agency  Recycled General Special Federal Total
State Facilities $44.9
Facilities Renewal $10.1 $0.0 S0.0 $0.0 $0.3 $0.0
Other 296 0.0 0.9 0.0 1.4 25
Health/Social $27.4
State Facilitics 72 0.0 0.0 0.0 1.4 0.0
Private Hospitals 5.0 0.0 0.0 0.0 0.0 0.0
Other 13.8 0.0 0.0 0.0 0.0 0.0
Environment $208.1
Natural Resources 36.5 0.0 0.0 1.6 49.5 2.0
Agriculture 5.6 0.0 0.0 0.0 233 0.0
Environment 259 0.0 0.0 9.0 50.6 0.0
MD Envir. Services 34 0.0 0.0 0.0 0.0 0.0
Energy 0.0 0.0 0.0 0.0 1.0 0.0
Public Safety $28.0
State Corrections 8.9 0.0 0.0 0.0 0.0 0.0
Local Jails 52 0.0 0.0 0.0 0.0 0.0
State Police 0.3 0.0 0.0 0.0 0.0 0.0
Other 10.1 0.0 0.0 0.0 34 0.0
Education $244.8
School Construction 224.1 0.0 0.0 0 2.4 10.5
Other 4.8 0.0 0.0 0.0 0.0 0.0
Higher Education $3354
University System 176.2 35.9 0.0 0.0 15.3 0.0
Morgan State University 24.2 4.1 0.0 0.0 0.0 0.0
5t. Mary's College 5.2 0o 0.0 0.0 0.0 0.0
Community Colleges 34.1 0.0 0.0 0.0 0.0 0.0
Private Colleges/Univers. 319 0.0 0.0 0.0 0.0 0.0
Other 8.0 0.0 0.0 0.0 0.0 0.0
Housing/Community Development $74.1
Housing 14.8 0.0 0.0 14.6 17.8 14.8
Other 12.0 0.0 0.0 0.0 0.3 0.0
Economic Development $61.0
Economic Development 0.0 0.0 0.0 21.0 40.0 0.0
Local Projects $36.4
Administration 339 0.0 0.0 0.5 20 0.0
Legislative 0.0 0.0 0.0 0.0 0.0 0.0
Transportation* $1,605.4
Transportation - Other 0.0 360.0 0.0 0.0 455.1 790.3
Deauthorizations §-11.1
Deauthorization -11.1 0.0 0.0 0.0 0.0 0.0
Total §720.0 $400.0 50.9 $49.6 $063.7 $820.2 $2,654.3
PAYGO Replacement -328.7 -10.1 -15.3 -354.1
Total New Funding $391.3 $389.9 $648.4 $2,300.2

*Transportation capital funded off budget totals 5244 million

Mote: Mumbers may not sum to total due to rounding

Source: Department of Legislative Services and Department of Budget and Management




