A00

Paymentsto Civil Divisions of the State

Operating Budget Data

($in Thousands)

FY 2002 FY 2003 FY 2004

Actual Approp. Allowance
General Funds $123,853 $149,901 $146,096
FY 2003 Deficiencies 0 415 0
Adjusted General Funds 123,853 150,315 146,096
Adjusted Grand Total 123,853 150,315 146,096

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

FY 03-04 FY 03-04

Change % Change
-$3,804 -2.5%
-415 -100.0%
-4,219 -2.8%
-4,219 -2.8%

For further information contact: Hiram L. Burch

Phone: (410) 946-5530
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Analysisin Brief

| ssues

Disparity Grant Funding Exceeds Statutory Amount: Funding for the Disparity Grant Programinfiscal
2004 exceeds the statutory amount by $14.2 million. Of this amount, $2.9 million is provided to three
counties that do not qualify for the program. In addition, several counties qualifying for the program
receive discretionary grants that result in the counties receiving more funding in fiscal 2004 than the
amountsreceived infiscal 2003. Inlight of the current fiscal constraints, providing disparity grant funding
to countiesthat do not statutorily qualify for the program and providing discretionary grantsto qualifying
counties that result in more funding in fiscal 2004 than the amounts received in fiscal 2003 is not
affordable. Accordingly, the Department of Legislative Services recommends that the grants to these
counties totaling $5.0 million be eliminated.

Education Maintenance of Effort Requirement Impacts Disparity Grants. The General Assembly
required during the 2002 session that $11.9 million of the funding increase in fiscal 2003 be earmarked for
public schoolsin fiscal 2003. The General Assembly adopted budget language that excluded the targeted
funding from counting towards the local maintenance of effort requirement for public schools. However,
since the maintenance of effort calculation is codified in Section 5-202 of the Education Article, separate
legidlation is necessary to exempt the disparity grant funds from the maintenance of effort calculation in
fiscal 2004.

State Aid Comprising an Increasing Share of General Fund Expenditures. State aid to local
governments accounted for 31% of general fund expendituresin fiscal 2002 and 36% infiscal 2004. Due
primarily to the significant increase in State education funding required under the Thornton legislation,
State aid to local governments will account for over 40% of general fund expenditures in fiscal 2008.
Even with a substantial increase in revenues and the curtailment of State services as reflected in the
budget, the continual increase in State assistance to local governments will be difficult to afford without
re-examining the fiscal relationship between the State and its local governments. The Department of
Legidative Servicesrecommendsthat the State retain aportion of local incometax revenuesinfiscal 2004.
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Recommended Actions
Funds Positions

1.  Reduce funds for disparity grants. $ 5,000,001

2. Adopt legidation excluding disparity grant funding from
maintenance of effort.

3. Adopt legidation requiring the State to retain a portion of local
income tax revenues. State assistance to local governments is
consuming a larger share of general fund expenditures. The fiscal
relationship between the State and local governments must be re-
examined.

Total Reductions $ 5,000,001
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AQ0
Paymentsto Civil Divisions of the State

Operating Budget Analysis

Program Description

Severa State grant programs providing fundsto Maryland’ s counties and municipalities are budgeted
under payments to civil divisions of the State. These programs include disparity grants, a grant to
Baltimore City equal to $5 of each security interest-filing fee collected by the Motor Vehicle
Administration (MVA), and grantsto partially offset the cost of the property tax exemption for personal
property used to generate electricity for sale. The State paysthe employer retirement cost for certainloca
officials and employees. Beginning in fiscal 2000, these costs are also budgeted under paymentsto civil
divisons.

Fiscal 2003 Actions

Proposed Deficiency

Thereisafiscal 2003 general fund deficiency appropriation of $414,769 for Baltimore City’ s share of
security interest-filing fees collected by MVA. Thisresults from fiscal 2002 actual revenue attainments
exceeding the estimates ($214,769) and an increase in the projections for fiscal 2003 ($200,000).

Governor’s Proposed Budget

The proposed fiscal 2004 budget for payments to civil divisions is $146.1 million. Thisis a2.8%
decrease over the fiscal 2003 working appropriation of $150.3 million. AsExhibit 1 shows, most of the
decrease occursin the disparity grant formula. Disparity grant funding decreases by $4.3 million or 3.8%
in fiscal 2004. Baltimore City’s share of security interest-filing fees decreases by $0.1 million or 4.4%.
Funding for the electricity generating equipment property tax grant remains constant, while funding for the
retirement costs of certain county employees increases by $0.3 million or 19.9%.
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Exhibit 1

Governor’s Proposed Budget
Paymentsto Civil Divisions of the State
($in Thousands)

FY 2002 FY 2003 FY 2004 FY03-04 FY03-04

Actual Approp. Allowance Change % Change
General Funds $123,853 $149,901 $146,096 -$3,804 -2.5%
FY 2003 Deficiencies 0 415 0 -415 -100.0%
Adjusted General Funds 123,853 150,315 146,096 -4,219 -2.8%
Adjusted Grand Total 123,853 150,315 146,096 -4,219 -2.8%

Wherelt Goes:
Grants

Decrease in disparity grant per statutory formula..........coeoeeenenneieneienseseseeeseeseee -$18,524
Increasein discretionary dispParity grant........cccoceeeereennenneeseeres e 14,176
Decrease in estimated Baltimore City share of security interest filing fees..........c.cccee..... -140
Increasein retirement contribution for certain official and county employess.................. 269
Total -$4,219

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

Disparity Grant

The disparity grants address the differences in the capacities or abilities of the counties to raise
revenues from the local incometax. Counties with per capitalocal income tax revenue less than 75% of
the State’s average receive grants, assuming al counties impose a 2.54% local income tax rate. Aid
received by a county equals the dollar amount necessary to raise the county’s per capita income tax
revenues to 75% of the State average.

As determined under Article 24, Section 9-1101, disparity grant funding would have totaled $96.7
millioninfiscal 2004. Thisisan $18.5 million or 16% decrease from the statutory amount in fiscal 2003.
Based on the statutory formula, nine jurisdictions (Baltimore City and Allegany, Caroline, Dorchester,
Garrett, Prince George's, Somerset, Washington, and Wicomico counties) would receive grantsin fiscal
2004. The proposed fiscal 2004 budget includes $110.8 million for disparity grants, whichincludes $96.7

million in statutory grants and $14.2 million in discretionary grants. The discretionary grants are to
6
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partialy offset the reduction in State funding due to the transfer of $102.4 million in local highway user
revenues from the Transportation Trust Fund to the State's general fund. A portion of the discretionary
grants ($2.9 million) goes to three counties (Anne Arundel, Kent, and Queen Anne's) that do not
statutorily qualify for disparity grants. Therationalefor providing discretionary grantsto these countiesis
to ensure that the jurisdictions do not readlize a net decrease in State assistance in fiscal 2004. The
discretionary grant is contingent upon the enactment of legidation transferring $102.4 million of local
highway user revenuesto the general fund and requiring local governmentsto reimburse $10 million of the
cost of real property tax administration.

The fiscal 2004 grant under the statute is based on population estimates for July 2001 and calendar
2001 local income tax revenues raised from a 2.54% local income tax rate. Exhibit 2 shows the
calculation of thefiscal 2004 disparity grant. The decreasein the statutory required funding amount isdue
to the narrowing of the disparity in per capitaincome tax revenues between less affluent countiesand other
counties in Maryland. As shown in Exhibit 3, per capita income tax revenues decreased by 4.1%
statewide in calendar 2001. Four disparity grant jurisdictions (Batimore City and Allegany, Prince
George's, and Wicomico counties) realized decreaseslessthan the average, and four other disparity grant
counties (Caroline, Garrett, Somerset, and Washington) experienced an increase inther per capitaincome
tax revenues. Dorchester County was the only disparity grant recipient to have areductioninitsper capita
income tax revenues greater than the statewide average. The largest decreases in per capita income tax
revenuesin calendar 2001 occurred in the more affluent jurisdictions, such asHoward, Montgomery, and
Talbot counties.

The State began providing disparity grantsin fiscal 1992 to countieswhose per capitaloca incometax
revenues were less than 70% of the statewide average. Baltimore City and five counties (Allegany,
Caroline, Dorchester, Garrett, and Somerset) qualified for the grants. Funding for disparity grantstotaled
$8.6 million in fiscal 1992. Legidation enacted in 1992 placed the disparity grant formulain statute for
fiscal 1993 and subsequent years. Legidation enacted in 1996 guaranteed that, beginning in fiscal 1998,
each county's per capitalocal income tax yield would be 75% of the statewide average, rather than 70%.
This change made two counties, Washington and Wicomico, eligible for disparity grants. Infiscal 2001,
Prince George's County became eligible for disparity grants, and Washington County becameindligible due
to increasesinits per capitalocal incometax yields. For fiscal 2002, Washington County became eligible
for the program again. Exhibit 4 shows the level of funding for disparity grants since fiscal 1992.
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Electric Generating Equipment Property Tax Grant

Legidation restructuring Maryland’s electric utility tax system was enacted in 1999 (Chapters’5 and 6,
Acts of 1999). Beginning with fiscal 2001, the legidation phases in over two years a 50% personal
property tax exemption for machinery and equipment used to generate electricity for sale. To partialy
offset the revenue losses, the legisiation provides grantsto the counties impacted by the exemption. The
dollar amounts of the grantswhen the exemption isfully phased in are writteninto the statute (Article 24,
Section 9-1102). In fiscal 2001, the counties received half the amounts for atotal of $15.3 million. In
fiscal 2002 and subsequent years, the grants total $30.6 million. Exhibit 5 shows the allocation of the
grants for fiscal 2004. The Town of Williamsport will receive 35% of Washington County’s allocation.

Exhibit 5

Electric Utility Generating Equipment Property Tax Grants

County Fiscal 2004

Anne Arundel $7,820,202
Baltimore City 453,421
Baltimore 1,794,835
Calvert 6,096,574
Charles 2,522,612
Dorchester 187,442
Garrett 11,907
Harford 860,767
Montgomery 2,765,553
Prince George' s 7,744,806
Washington 357,082
Total $30,615,201

Source: Department of Legislative Services

Baltimor e City Share of Security Interest-Filing Fees

Beginning with fiscal 1998, Baltimore City receivesagrant equal to $5 of each security interest-filing
fee collected by MVA. Thisgrant ispursuant to Chapter 163, Actsof 1996. Thelegidation also revised
the allocation of highway user revenues between Baltimore City and the other subdivisions. 1n addition,

the legidation was contingent on the enactment of other legislation increasing aid under the disparity grant
11
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formula (Chapter 173, Acts of 1996). The proposed fiscal 2004 budget includes $3.0 million for
Baltimore City. The budget also includesafiscal 2003 deficiency appropriation to cover fiscal 2002 actual
attainment and a projected increase in fiscal 2003 costs.

Retirement Costsfor Certain Officials and County Employees

Under State law (Sections 22-205 and 23-201 of the State Personnel and Pensions Article) appointed
or elected officials of the State are eligible to be members of the State employees retirement systems. The
statute specifies that this provision applies to State’'s Attorneys and sheriffs. Over the years, judicia
decisions and Attorney General’s opinions have interpreted these provisions to include the following
officials: county treasurers, county commissioners, orphans court judges, bingo board members, and
license and liquor commissioners. The statute also providesthat certain employees of the Sheriff's Office
of Baltimore City are to be included in the State employees’ retirement systems. Another provision
(Section 26-201 of the State Personnel and Pensions Article) makes Baltimore City deputy sheriffseligible
for the Law Enforcement Officers Pension System. The State pays the retirement benefits for these
officials and employees, but prior to fiscal 2000, the State did not appropriate funds for the employer
contributions. Language in the fiscal 1999 budget bill (Chapter 109, Section 32, Acts of 1998) required
that the funding be provided in the budget beginning with fiscal 2000.

The proposed fiscal 2004 budget includes $1.6 million for employer retirement costs associated with
these locally paid officials and employees. The amount is based on the June 30, 2002, salary basefor these
employees increased by 5%. No growth factor is applied to the salary base for judges. Exhibit 6 shows
the calculation. Thisissimilar to the approach used to determine the State retirement payments for local
teachers, community college faculty, and librarians. Exhibit 7 showsthe employer contributionsallocated
on a county-by-county basis in fiscal 2004.

Exhibit 6

Computation of Retirement Costs

Salary Base I ncreased
Retirement System June 30, 2002 by 5% Contribution Rate Cost
Employees Retirement/Pension $4,892,587 $5,137,216 4.73% $242,990
L.aw Enforcement Officers 3,200,670 3,370,154 35.13% 1,183,935
Retirement/Pension
Orphans’ Court Judges 452,259 452,259* 43.74% 197,818
Total $1,624,743

*Fiscal 2002 salary amount is not increased by 5%.
Source: Department of Budget and Management

12
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Exhibit 7

State Paid Retirement Costsfor Locally Paid Officials and Employees

Allocation of Appropriation

Allegany $7,219
Anne Arundd 28,395
Baltimore City 1,381,288
Baltimore County 7,560
Calvert 29,087
Caroline 5,438
Carroll 4,967
Cecil 7,124
Dorchester 8,524
Garrett 298
Howard 39,271
Kent 2,334
Montgomery 4,805
Prince George' s 75,323
Queen Anne's 5115
Washington 4,491
Wicomico 8,138
Worcester 5,366
Total $1,624,743

Note: County-by-county allocation is based on June 30, 2002 salaries.

Source: Department of Budget and Management
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1. Disparity Grant Funding Exceeds Statutory Amount

The proposed fiscal 2004 budget includes $110.8 million for the disparity grant program, $14.2 million
abovethe statutory required funding amount. The discretionary grant isto partially offset the reductionin
State funding dueto the transfer of $102.4 millioninlocal highway user revenues fromthe Transportation
Trust Fund to the State’sgenera fund. A portion of the discretionary grant ($2.9 million) goesto three
counties (Anne Arundel, Kent, and Queen Anne’s) that do not statutorily qualify for disparity grants. In
addition, several counties qualifying for the program receive discretionary grants that results in the
counties receiving more funding in fiscal 2004 than the amountsreceived infiscal 2003. Therationalefor
providing discretionary grants to these counties is to ensure that the jurisdictions do not realize a net
decreasein State assistance in fiscal 2004. Asshownin Exhibit 8, Allegany, Garrett, Kent, and Somerset
counties would realize a net decrease in direct State aid without the discretionary disparity grant. Anne
Arundel and Queen Anne's counties would till realize a marginal increase in direct State aid absent the
discretionary grant.

In light of the current fiscal constraints, providing disparity grant funding to countiesthat do
not statutorily qualify for the program and providing discretionary grantsto qualifying counties
that result in morefunding in fiscal 2004 than theamountsreceived in fiscal 2003 isnot affordable,
and the Department of L egidative Servicesrecommendsthat the grantsto these countiestotaling
$5.0 million be eliminated.

Exhibit 9 shows the recommended reduction to the discretionary disparity grant by county. This
recommendation eliminatesthe $2.9 million in discretionary funding provided to the three countiesthat do
not qualify for the program. The nine disparity grant counties would realize a $2.1 million decrease in
their discretionary grants based on each county’s allocation of funding in the prior year.

2. Education M aintenance of Effort Requirement I mpacts Disparity Grants

The disparity grant program increased by $25.9 million or 29% in fiscal 2003 pursuant to the statutory
formula. The Department of Legidative Services recommended that the grant be reduced by $11.8
million. Instead of reducing the program’ s funding, the General Assembly required that $11.9 million of
the funding increase be earmarked for public schools in fiscal 2003. The General Assembly adopted
budget language that excluded the targeted funding from counting towards the local maintenance of effort
requirement for public schools. However, since the maintenance of effort calculationiscodified in Section
5-202 of the Education Article, separate legidation is necessary to exempt the disparity grant funds from
the maintenance of effort calculation in fiscal 2004.

The local maintenance of effort requirement requires a local government to appropriate at least as
much funding per pupil to the local board of education as it appropriated in the previous fiscal year in
order to receive an increase in State education aid under the foundation and compensatory aid programs.
Non-recurring costs may be excluded from the maintenance of effort if approved by the State Board of
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Education. In addition, the board may grant a county government experiencing fiscal problems a
temporary or partial waiver of the maintenance of effort requirement.

The earmarking of the disparity grant to public schools boosted the local appropriationto the boards of
education in eight disparity grant counties by $11.9 million. Due to the maintenance of effort provision,
this alocation to the boards of education must be maintained even though disparity grant funding is
decreasing in fiscal 2004. This may require the county to use a significant portion or its entire disparity
grant infiscal 2004 to meet the maintenance of effort requirement. 1n one county (Washington), theentire
disparity grant in fiscal 2004 would not meet the local maintenance of effort requirement. The county
would have to use additional local funds to meet the requirement. In Prince George's County,
approximately 75% of the county’s fiscal 2004 disparity grant would have to be used to meet the
maintenance of effort requirement. Accordingly, thiswould leave only aportion of the county’ sdisparity
grant for county government purposes. Furthermore, continuing last year’ s earmarking of disparity grant
funding to public schools would significantly reduce the offsetting of highway user revenue decreases by
the discretionary disparity grant funding. Exhibit 10 shows the potential fiscal impact of the local
maintenance of effort requirement in each county. To compound thissituation, State aid to public schools
in fiscal 2004 will increase by $214 million or 7.8% while State aid to county and municipal governments
will decrease by $66 million or 9.4%. To alleviate this situation, the Department of Legidative
Servicesrecommendsthat legidation beadopted to excludethedisparity grant fundingtargeted to
public schoolsin fiscal 2003 from the local maintenance of effort requirement for fiscal 2004.

15
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Exhibit 8

Increase in Direct State Aid without Discretionary Disparity Grant

FY 2004 Increase

Discretionary

Direct Aid I ncrease

County in Direct State Aid Disparity Grant Without Grant

Allegany $306,929 $702,716 -$395,787
Anne Arunde 2,017,467 1,600,000 417,467
Baltimore City 17,321,836 6,037,631 11,284,205
Baltimore 15,368,263 0 15,368,263
Cavert 4,461,015 0 4,461,015
Caroline 575,857 195,048 380,809
Carrall 3,323,949 0 3,323,949
Cecil 2,177,888 0 2,177,888
Charles 7,388,648 0 7,388,648
Dorchester 857,990 147,287 710,703
Frederick 5,826,462 0 5,826,462
Garrett 264,887 2,089,043 -1,824,156
Harford 7,898,645 0 7,898,645
Howard 11,917,662 0 11,917,662
Kent 196,077 1,075,000 -878,923
Montgomery 19,410,942 0 19,410,942
Prince George's 26,742,954 1,171,474 25,571,480
Queen Anne's 266,371 180,000 86,871
St. Mary's 3,957,868 0 3,957,868
Somer set 170,757 565,536 -394,779
Talbot 2,087,504 0 2,087,504
Washington 2,494,965 157,788 2,337,177
Wicomico 3,855,870 254,369 3,601,501
Worcester 2,096,905 0 2,096,905
Unallocated 8,591,221 0 8,591,221
Total $149,579,432 $14,175,892 $135,403,540

Note: Countiesin bold realize adecrease in direct State aid if the discretionary disparity grants are eliminated.

Source: Department of Legislative Services
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Exhibit 9

County

Allegany
Anne Arundd
Baltimore City
Baltimore

Cavert
Caroline
Carrall
Cecil

Charles
Dorchester
Frederick
Garrett*

Harford
Howard
Kent
Montgomery

Prince George's
Queen Anne's
St. Mary’s
Somerset

Talbot
Washington
Wicomico
Worcester

Total

Recommended Reduction of Discretionary Disparity Grant

DL S Recommended Action

FY 2004 Non-Qualifying
Allowance Reduction
$7,646,528 $0
1,600,000 1,600,000
76,476,717 0
0 0
0 0
2,194,865 0
0 0
0 0
0 0
2,379,001 0
0 0
4,645,289 0
0 0
0 0
1,075,000 1,075,000
0 0
7,067,475 0
180,000 180,000
0 0
4,427,422 0
0 0
250,565 0
2,888,558 0
0 0
$110,831,420 $2,855,000

Allocated

Reduction

$141,356
0
1,416,015

$2,145,000

Total Shar e of Shar e of
Reduction Allowance Reduction
$141,356 7.1% 6.6%
1,600,000
1,416,015 70.8% 66.0%
0
0
45,745 2.0% 2.1%
0
0
0
34,544 2.2% 1.6%
0
56,063 4.3% 2.6%
0
0
1,075,000
0
274,748 6.5% 12.8%
180,000
0
79,866 4.1% 3.7%
0
37,006 0.2% 1.7%
59,658 2.7% 2.8%
0
$5,000,000 100.0% 100.0%

e  Garrett County receives a hold harmless grant to ensure that its direct State aid in fiscal 2004 does not fall below the
amount received in fiscal 2003. All other disparity grant counties receive more direct State aid infiscal 2004 than they
received infiscal 2003. The share of allowance and reduction cal cul ations do not include non-qualifying disparity grant

counties.

Source: Department of Legislative Services
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3. State Aid Comprising an Increasing Shar e of General Fund Expenditures

State aid to local governments, primarily for education, isthe fastest growing component of the State
general fund budget. Local governmentswill realize a$2.1 billion increase in State aid over the next five
years. Between 2004 and 2008, State aid will increase by 9.5% annually compared to 6.7% for
entitlements, 3.7% for mandated State operations, and 2.6% for non-mandated State operations. Stateaid
will consume an even larger share of general fund expenditures. While State aid to local governments
accounted for 31% of general fund expendituresin fiscal 2002 and 36% in fiscal 2004; by fiscal 2008 State
aid to local governments will account for over 40% of general fund expenditures.

The significant increase in State aid results from the new education funding required under the
Thornton legislation enacted last year (Chapter 288, Laws of 2002). Under the legidation, it is estimated
that the State will provide $1.3 billion in new funding for public schools by fiscal 2008. With these
increases the State will be assuming a larger role in funding public schools. Even with a substantial
increase in revenues and the curtailment of State services asreflected inthe budget, the continual increase
in State assistance for public schoolswill be difficult to afford without re-examining the fiscal relationship
between the State and its local governments.

To meet the funding targets established under the Thornton legislation while maintaining vital State
services and programs, the Department of Legidative Services recommendsthat in fiscal 2004, the State
retain a portion of local income tax revenues. The State share would total approximately 0.1% of net
taxable income in fiscal 2004. Thiswould increase State revenues by $91.5 million in fiscal 2004. The
amount of revenue retained by the State will account for approximately 3.5% of local incometax revenues
in 2004. Exhibit 11 shows the projected impact on State and local revenues.

A similar approach was used during the fiscal crisis in 1992 when the State instituted a $50 million
unallocated aid reduction based onlocal wealth. Recognizing the impact of thisand other aid reductions,
the State granted the counties additional income tax authority beginning with calendar 1993. The
maximum local incometax rates were increased from 50% to 60% of anindividual’s Statetax. However,
given that the State hasrecently reduced its personal incometax ratesto reduceitsreliance onthat source,
it is not recommended that the caps applicable to local rates be adjusted at thistime.
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Exhibit 11

County

Allegany
Anne Arundd
Baltimore City
Baltimore

Cavert
Caroline
Carrall
Cecil

Charles
Dorchester
Frederick
Garrett

Harford
Howard
Kent
Montgomery

Prince George's
Queen Anne's
St. Mary'’s
Somerset

Talbot
Washington
Wicomico
Worcester

Total

Net Taxable
| ncome 2001

$694,141,626
9,656,495,287
5,694,124,537
13,769,282,261

1,360,987,191

312,413,038
2,661,531,548
1,192,786,769

1,945,311,059
316,103,590
3,767,620,541
287,001,874

3,743,998,602
6,248,517,539
273,087,987
23,004,089,104

10,284,482,754
730,775,443
1,281,177,391
172,250,209

680,386,890
1,709,673,851
1,015,967,416

724,242,753

$91,526,449,260

Source: Department of Legislative Services

State Share
at 0.1%

$694,142
9,656,495
5,694,125
13,769,282

1,360,987

312,413
2,661,532
1,192,787

1,945,311
316,104
3,767,621
287,002

3,743,999
6,248,518
273,088
23,004,089

10,284,483
730,775
1,281,177
172,250

680,387
1,709,674
1,015,967

724,243

$91,526,449

I mpact of Retaining Portion of Local |ncome Tax Revenues

Estimated TY 04 % of Tax

Local Income Retained

Tax Collections By State
$19,500,000 3.6%
253,800,000 3.8%
134,200,000 4.2%
394,300,000 3.5%
36,000,000 3.8%
8,000,000 3.9%
77,400,000 3.4%
34,400,000 3.5%
57,200,000 3.4%
7,900,000 4.0%
115,800,000 3.3%
7,500,000 3.8%
118,800,000 3.2%
158,500,000 3.9%
7,100,000 3.8%
700,100,000 3.3%
311,200,000 3.3%
21,200,000 3.4%
41,000,000 3.1%
5,200,000 3.3%
12,400,000 5.5%
48,900,000 3.5%
30,900,000 3.3%
8,700,000 8.3%
$2,610,000,000 3.5%
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Recommended Actions

Amount Position
Reduction Reduction
1.  Reduce funds for disparity grants. Inlight of the $5,000,001 GF

current fiscal constraints, providing disparity grant
funding to counties that do not statutorily qualify for
the program and discretionary grants in excess of the
funding levelsin fiscal 2003 is not affordable.

2. Adopt legidation to exclude disparity grant funding targeted to public schoolsin fiscal 2003 from
the local maintenance of effort requirement for fiscal 2004.

3. Adopt legidation requiring the State to retain a portion of local income tax revenues. State
assistanceto local governmentsis consuming alarger share of general fund expenditures. Thefiscal
relationship between the State and local governments must be re-examined. The State share would
total 0.1% of net taxable income in fiscal 2004.

Total General Fund Reductions $ 5,000,001

21



AO00 — Payments to Civil Divisions of the State

Appendix 1
Current and Prior Year Budgets
Current and Prior Year Budgets
Paymentsto Civil Divisions of the State
($in Thousands)
General Special Federal Reimb.
Fund Fund Fund Fund Total
Fiscal 2002
Legislative
Appropriation $123,790 $0 $0 $0 $123,790
Deficiency
Appropriation 63 0 0 0 63
Budget
Amendments 0 0 0 0 0
Reversions and
Cancedllations 0 0 0 0 0
Actual
Expenditures $123,853 $0 $0 $0 $123,853
Fiscal 2003
Legislative
Appropriation $150,315 $0 $0 $0 $150,315
Budget
Amendments 0 0 0 0 0
Working
Appropriation $150,315 $0 $0 $0 $150,315

Note: Numbers may not sum to total due to rounding.
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Appendix 2
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