SO0A

Department of Housing and Community Development

Operating Budget Data

General Funds

FY 2003 Cost Containment
Contingent & Back of Bill Reductions
Adjusted General Funds

Special Funds
Contingent & Back of Bill Reductions
Adjusted Special Funds

Federal Funds
Contingent & Back of Bill Reductions
Adjusted Federal Funds

Reimbursable Funds
Contingent & Back of Bill Reductions
Adjusted Reimbursable Funds

Adjusted Grand Total

($in Thousands)

FY 02 FY 03 FY 04 FY03-04 FYO03-04
Actual Approp. Allowance Change % Change
$18,056 $14,929 $13,497 -$1,431 -9.6%
0 -701 0 701 -100.0%
0 -5 -61 -55
$18,056 $14,222 $13,437 -$786 -5.5%
23,486 23,667 26,649 2,983 12.6%
0 -11 -107 -96
$23,486 $23,655 $26,542 $2,887 12.2%
101,983 148,416 153,553 5,138 3.5%
0 -3 -27 -25
$101,983 $148,413 $153,526 $5,113 3.4%
1,219 299 734 434 145.2%
0 0 0 0
$1,219 $299 $734 $434 145.1%
$144,745 $186,590 $194,238 $7,648 4.1%

® The budget provides $2.8 million in specia funds from the Maryland Affordable Housing Trust Fund
(MAHT) to fund increased MAHT grants. This is an increase of $1,575,000 over the fiscal 2003

working appropriation.

® The budget provides $2.4 million more for federal Section 8 rental housing certificates and $1.5
million of additional federal fundsto support Community Services Block Grants.

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

For further information contact: Matthew D. Klein

Phone: (410) 946-5530
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Personnel Data

FY 02 FY 03 FY 04

Actual Working Allowance Change
Regular Positions 415.77 424.00 405.90 -18.10
Contractual FTEs 48.85 74.90 74.89 -0.01
Total Personnel 464.62 498.90 480.79 -18.11
Vacancy Data: Regular Positions
Budgeted Turnover: FY 04 12.06 2.97%
Positions Vacant as of 12/31/02 15.00 3.70%

® Thedepartment’ sbudgeted turnover rate of 2.97% requiresthat an average of 12.06 positionsremain
vacant throughout the fiscal year to achieve the $772,318 in savings required. The department
currently has 15 vacant positions. However, four of these positions, which were added to the budget
last year to support the expansion of the Banneker-Douglass Museum and Jefferson Patterson Park
Museum, have been exempted from the hiring freeze and will be filled. There are 11 positions
remaining vacant with total salary and fringe benefit of $666,807, which is less than the budgeted
turnover amount. However, in light of the fact that a general hiring freeze is in effect, additional
vacancies should occur during fiscal 2004 to allow the department to meet its budgeted turnover rate.
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Analysisin Brief

Major Trends

Community Revitalization Statisticsfor Distressed and At-risk Communities. Censusstatisticsindicate
that the number of distressed communities declined from the 1990 to 2000 census. However, the number
of communities considered to be “at-risk” increased over this time period. The department should
providethe committeeswith an understanding of how a community isdefined as* distressed” and
“at-risk” and discuss efforts to improve the well being of communities beforethey are labeled as
distressed.

Homeownership among Maryland Residents | ncreases Whilethe Number of Residents Asssted by the
Department of Housing and Community Devel opment to Own Their HomeDeclined: The Department
of Housing and Community Development’ s (DHCD) Managing for Results performance dataindicate that
the number of Maryland residents who own their own home increased from 69.9% to 70.7% from fiscal
2001 to 2002. However, the number of residents that the department assisted to own their own home
declined 46% over the same time period. The department should brief the committees concerning
how its homeownership programs complement federal programs. The department should also
discusswhether homeowner ship isbest supported through the State’ sallocation of revenue bonds
under the State’ s tax-exempt volume cap.

Affordable Housing Decline: Statistics for the number of residents who spend more than 35% of their
income for housing related expenditures indicate that more residents are seeking affordable housing. A
recent report issued by DHCD statesthat the State isnot producing enough affordable housing to mest the
demand. DHCD should brief the committees concerning how the department plansto addressthe
affordable housing shortage.

| ssues

Governor’sBudget Proposes Fund Transfer from the Maryland Affordable Housing Trust Revolving
Fund: The Governor’s budget plan includes the transfer of $500,000 of available fund balance from
MAHT to the State general fund. The Department of L egislative Services (DL S) recommendsthat
MAHT bedirected to support rental assistance under the Rental Allowance Program and grants
under the Self-help Homeowner ship Program with available fund balancesin lieu of transferring
the balance to the State general fund.

Historic Preservation and Heritage I ssues. The Maryland Heritage Areas program hasincreased beyond
the State’ s ability to fund. DL Srecommendsthat the program bereviewed over theinterim. DL S
further recommends that the statutory transfer of $1.0 million to the Maryland Heritage Areas
Authority Fund be directed to the State general fund for fiscal 2004 while the program isfunded
with theavailablefund balanceduringthefiscal year. The Certified Heritage Structure Rehabilitation
Tax Credit is enormoudy expensive. Furthermore, the tax credit is used to subsidize commercial
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development that might take place regardless of the availability of the tax credit. Finaly, legisation has
been introduced to eliminate the program effective June 30, 2003. DL Srecommendsthat DHCD brief
the committees concer ning whether the program isoperating asintended or whether theuseof the
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program to support commercial development isdistorting the programspriorities.

Consolidation with the Department of Business and Economic Development: Many of the functions
performed by DHCD and the Department of Business and Economic Development (DBED) serve similar
clientsand duplicate effort. DL Shasrecommended languagein the DBED operating budget analysis
that directsthe preparation of areport on the potential strategiesand benefitsfor consolidatingthe

departments.

Recommended Actions

10.
11.
12.
13.

Add budget language reducing general funds.

Add budget language requiring the Maryland Affordable Housing
Trust support rent subsidy payments under the Rental Allowance
Program.

Reduce travel expenses.

Reduce general and special funds supporting contractual employee
payments to the fiscal 2002 actual.

Delete general fund grants for the Community Legacy Program.
Delete general funds for the Main Street Program.

Delete funds for various professional training contracts, tuition
grants, and Managing for Results and strategic planning contracts.

Reduce specia funds for contractual service contracts.

Reduce general fund support for the Micro-Enterprises Council.
Delete general funds for the Self-Help Homeownership Program.
Delete general funds for the Rental Allowance Program.

Reduce funds for new vehicle purchases.

Adopt committee narrative requiring a report on the Maryland
Heritage Areas Program.

$ 100,000
515,000

250,000
50,000
219,064

100,000
80,000
500,000
2,300,000

31,223
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Total Reductions $ 4,145,287



SO00A
Department of Housing and Community Development

Operating Budget Analysis

Program Description

The mission of the Department of Housing and Community Development (DHCD) is to revitalize
communities, encourage homeownership, expand affordable housing, and enhance Maryland’s historic
sites and traditions. The department’s programs are administered through four operating divisions and
three administrative support units including the Office of the Secretary, Divison of Information
Technology, and Division of Finance and Administration. The operating divisions are Division of Credit
Assurance, which includes the Maryland Housing Fund (MHF); Division of Historical and Cultural
Programs; Division of Neighborhood Revitalization; and Division of Development Finance, whichincludes
the Community Development Administration.

Performance Analysis. Managing for Results
The department’s fiscal 2004 Managing for Results (MFR) submission includes a number of

departmental level goals, objectives, and performance measures. Exhibit 1 provides asummary of these
goals and selected performance measures.

Exhibit 1

Department of Housing and Community Development

Perfor mance M easur ement Data
Fiscal 2004

FY 01 FY 02 FY 03 FY 04 FY 02-04
Actual Actual Est. Est. Ann.Cha.

Goal: Revitalize Communities— Strengthen distressed communities and communities at risk of becoming distressed

Number of distressed communities (1990 v. 2000 Census) 763 404 N/A N/A N/A
Percent of Marylandersliving in distressed communities 42.7% 10.9% N/A N/A N/A
Number of at-risk communities 1,419 2,257 N/A N/A N/A
Percent of at-risk communities that improved (last 3 years) 52.9% 89.2% 52.0% 52.0% -23.6%

Goal: Encourage Homeownership —Help low and moder ate income residents pur chase their own home

Percent of Maryland resident’ s who own their own home 69.9% 70.7% 71.0% 71.0% 0.2%
Number of resident’s DHCD helped to own their own home 3,335 1,801 3,000 3,000 29.1%
Percent of homebuyers with incomes below the State median 52.7% 35.7% 50.0% 50.0% 18.3%
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FY 01 FY 02 FY 03 FY 04 FY 02-04
Actual Actual Est. Est. Ann.Cha.

Goal: Encourage Homeownership —Help low and moderate income residentsimprove or retain their own home
Number provided rehabilitation/retention financing 1,053 877 1,200 1,200 17.0%

Goal: Expand decent, affordable housing—Reduce per cent of low and moder ate-incomehouseholdswho spend morethan
35% of income on housing related expenses

Percent of low and moderate income residents who spend more

than 35% of their income on housing related expenses 32.9% 38.0% N/A N/A N/A

Goal: Expand decent, affordable housing — Increase percentage of low and moder ate income households who live in
decent housing and healthy communities
% of low & moderate-income residents living in decent

housing 97.0% * N/A N/A N/A
% of low & moderate-income residents living in healthy

communities 35.4% 45.5% N/A N/A N/A
Number of rental housing developments goingtoiinitid closing 21 29 22 20 -17.0%
Amount committed for rental housing devel opments (millions) $78.5 $131.7 $90.0 $90.0 -17.3%
Dollar amount of leveraged funds ($ in millions) $99.0 $156.0 $90.0 $90.0 -24.0%

Goal: Preserveand Enhance M aryland’s heritage resources
Number of inventoried historical resources 64,781 65,454 65,794 66,094 0.5%

Goal: Preserveand Enhance M aryland’ sheritageresour ces— I ncr ease economic development through heritagetourism
Amount of non-state investment leveraged in Heritage Area

Target Investment Zones $383,280 $943,616  $500,000 $500,000 -27.2%
State Historic Rehabilitation Tax Credits (SHRTC) approved

($inmillions) $12.0 $48.96 $50.0 $50.0 1.1%
Projects utilizing SHRTC 91 270 300 300 5.4%
Number of single family homes benefiting from SHRTC 80 214 275 275 13.4%
SHRTC projectsin distressed & at-risk communities

($inmillions) $14 $27.5 $25.0 $25.0 -4.7%
Value of leveraged funds by SHTRC ($ in millions) $48 $196 $200 $200 1.0%

Note: Numbers may not sum to total due to rounding.
Source: Maryland State Budget

A number of the performance measures are based upon U.S. Census Bureau decennial census datafor
1990 and 2000. Asaresult, comparisons between the figures presented for fiscal 2001 and 2002 for many
of the department’ s performance measure represent aten-year spread and are not based upon resultsina
given fiscal year.
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Community Revitalization

One of the department’s primary goals is to administer programs that revitalize communities. The
performance data provided indicates that the number of communities considered “distressed” declined
from 763 from the 1990 census datato 404 for the 2000 census data, which representsa47.0% reduction
overall. However, the percent of Maryland residentsliving in distressed communities decreased by 74.5%
over the same time period. This could mean two things, either the communities that are considered to
have been revitalized are some the State' slarger communities or possibly that residents are moving out of
distressed communitiesin growing numbers. While the number of communities|abeled asdistressed have
declined, the number of communities considered “at-risk” increased from 1,419 to 2,257 according to the
1990 to 2000 census. Thiswould indicate that more communities are suffering from investments decline,
and one might conclude that these communities are likely to become distressed communitiesin the near
future absent State and local government and private sector intervention. DHCD should brief the
committees concerning how it defines what constitutes a “ distressed” and “ at-risk” community.
Absent a more clear definition, it is difficult to assess the magnitude of what appears to be a
problem of continued deterioration with the State's communities. DHCD should also advise the
committees asto why the number of distressed communities declined whilethe number of at-risk
communitiesincreased and whether State, local, federal, and private sector revitalization efforts
and resources would be better directed to assisting communities before they become labeled as
distressed.

Homeowner ship Assistance

The department is also concerned with increasing homeownership for low- and moderate-income
individuals and families. Thefiguresfor thisgoal indicate that the percentage of State residentswho own
their own home has remained steady at approximately 70%. However, the number of residentswho were
assisted by DHCD to own their own home decreased from 3,335 to 1,801 fromfiscal 2001 to 2002. This
would indicate that there are other programs other than State programs available to assist these residents
and that these programs have been effective in promoting homeownership. Infact there are many federal
mortgage programs that assist the State's low and moderate-income families to become homeowners.
DHCD should brief the committees regarding how the department’s homeownership programs
complement other smilar federal programs. The department should also discuss whether
homeowner ship isbest supported through the State sallocation of revenuebondsunder the State's
tax-exempt volume cap.

Affordable Housing

One of the department’s primary goals, which is directly related to its mission to expand affordable
housing, concerns reducing the number of residents who spend more than 35% of their income on
housing-related costs. This figure is viewed as the benchmark for determining if residents are over
leveraged in their attempt to find and keep an affordable placeto live. Thefigures provided in Exhibit 1,
which compare data for the 1990 and 2000 U.S. census, indicate that the percent of low- and
moderate-income residents who spent more than 35% for housing increased from 32.9%in 1990 to 38.0%
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by the year 2000. Thisreflectstwo major trends. First, the number of affordable housing units available
to low- and moderate-income residents is considered to have declined. The department’s recent report
concerning the rental housing production in Maryland indicates that the number of new units and
rehabilitated rental units has not kept pace with demand. Second, rents have increased in atight rental
market, which then requires a larger annual salary to stay below the 35% threshold. However, most
residents of affordable housing units are employed in jobs that rarely keep up with inflation and therising
costs of housing. DHCD should brief the committees concerning what the State can and should do
toleverageadditional, federal, local, and private sector resour cesfor thecreation and rehabilitation
of affordablehousing unitsfor what appearsto bea growing population requiring such assstance.

Fiscal 2003 Actions

The fiscal 2003 cost containment measures applied to DHCD total $948,000, or 3.2% of the
department’ s fiscal 2003 general fund appropriation. A summary of the reductionsis as follows.

® A reduction in the amount of $127,000 is applied to the Division of Historic and Cultural programs.
The following reductionswill be made: $90,000 in preservation operating grants; $25,000 in museum
operating assistance grants; and $11,000 in travel related expenses.

® A reduction of $535,000 is applied to the department’s neighborhood programs. The department
intends to make reductions to various grants, including the grant to the Micro-Enterprises Council;
reductions in the Self-help Housing Program; and reduction to the Circuit Rider Program.

® The department will also alocate approximately $41,000 of cost containment reductions spread out
among the Office of the Secretary, Division of Information Technology, and the Division of Finance
and Administration. The reductions taken will be nominal and should not have an impact on any
particular program priority or initiative.

® Thedepartment’s Homeownership capital grant and loan program will absorb a $247,000 reductionin
capital PAY GO general fund appropriations.

Governor’s Proposed Budget

The fiscal 2004 alowance for DHCD is $194.2 million, which represents a $7.65 million, or 4.1%
increase over the fiscal 2003 adjusted working appropriation. The allowance for general fundsis $13.4
million, which isareduction of $785,000 after adjusting for the general fund reductionsimposed through
cost containment measures. The special fund allowance is $26.54 million representing anincrease of $2.89
million over the adjusted working appropriation. A large portion of the increase is attributable to a
$1,575,000 increase in the alowance for Maryland Affordable Housing Trust (MAHT) grants. The
alowance for federa fundsis $153.53 million, whichisan increase of $5.1 million over the adjusted fiscal
2003 working appropriation. The increase is primarily explained by changes in the funding for the
department’ s administration of the Section 8 tenant-based rental assistance program which increases by
$2.4 million in the budget. Exhibit 2 itemizes the magjor programmatic and personnel changes in the
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department’ s budget which are discussed in the section that follows.

Exhibit 2

Governor’s Proposed Budget
Department of Housing and Community Development
($in Thousands)

FY 02 FY 03 FY 04 FY 03-04 FYO03-04
Actual Approp. Allowance Change % Change
Genera Funds $18,056 $14,929 $13,497 -$1,431 -9.6%
FY 2003 Cost Containment 0 -701 0 701 -100.0%
Contingent & Back of Bill Reductions 0 -5 -61 -55
Adjusted General Funds $18,056 $14,222 $13,437 -$786 -5.5%
Specia Funds 23,486 23,667 26,649 2,983 12.6%
Contingent & Back of Bill Reductions 0 -11 -107 -96
Adjusted Special Funds $23,486 $23,655 $26,542 $2,887 12.2%
Federal Funds 101,983 148,416 153,553 5,138 3.5%
Contingent & Back of Bill Reductions 0 -3 -27 -25
Adjusted Federal Funds $101,983 $148,413  $153,526 $5,113 3.4%
Reimbursable Funds 1,219 299 734 434 145.2%
Contingent & Back of Bill Reductions 0 0 0 0
Adjusted Reimbur sable Funds $1,219 $299 $734 $434 145.1%
Adjusted Grand Total $144,745 $186,590  $194,238 $7,648 4.1%
Wherelt Goes:
Per sonnel Expenses
Abolished positions — salary and fringe DENefits..........ccovrieiinnnie e -$833
Employee and retiree health iNSUranCe COSES ........cvveinieinieier e 531
Retirement contribution COSE INCIEASE ........ceiereririiriereeeee ettt 27
Turnover adjustments — budgeted ratefor fiscal 2003 of 6.48% for $26.6 million of salary
and fringe benefits is reduced to 2.97% for $26.0 of salary and fringe benefits.................. 960
Deferred compensation match — contingent upon legislation...........ccoevienneineiennenenes -196
Other AOJUSIMENTS .....eeeectite bbbt n e ee 45
Other Changes
Reduced funding for contractual employee PayMENES..........cccoveerreenreeereneeseseeseeeee s -123
Increased tel ephone communiCation EXPENAITUIES..........coveirereiereiereereree e 14
Increased travel for conferences and SEMINALS........cccoveerierrieereer e 30

Net increasefor new vehicle purchases —the allowance provides funds for six new vehices
compared to three funded in fiscal 2003 —and net increasein gas and oil and maintenance
for the department’ S VENICIES .......cccouiiee s 66
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Wherelt Goes:
Increased contract amount for loan service contract for the department’ s mortgage loan
BOEIVITY ottt e bbb R b e bR R R b e bR bR b e n s 130
Increased expenditure for various employee training and tuition reimbursement................ 53
Rent —includes increased rent payments to the Department of General Servicesfor DHCD
Crownsville headquarterS BUIAING ........cccoveirrieince e 74
TheBoard of the Maryland Affordable Housing Trust (MAHT) anticipates increased grant
activity utilizing the special funds deposited into the MAHT revolving fund..................... 1,575
Increased expenditure for audit of Maryland Housing Fund — the department will be
re-bidding the contract and antiCipates an INCrEBSE..........c.eerrerrererieerre e 24
Increased capital lease payments for previously purchased computers for the Division of
INFOrMBELioN TECHNOIOTY ......cveueeerirerieerieieertee ettt 91
Increased expenditure for various loan service, audit, appraisal, and actuarial contractual
services within the Division Of Credit ASSUFEINCE..........cooveeririerieienesieseeese e seens 205
Reduction in general fund support for noncapital historic preservation grants................... 417
Anticipated increase in special fund grants administered by the Maryland Heritage Areas
AULNOTTTY et bbbttt b bt et e b et e st srene s 73
Reduction in general fund support for museum assistance operating grants..............cc.c.... -294
Federal funding for Community Service Block Grant programto community action agencies
that provide servicesto low-incomeindividuals and families..............ccccoceiciiiniiiininns 1,508
Reduction in general fund support for Community Legacy operating grants............c.ce...... -250

Elimination of the following general fund grants: $45,000 for rehabilitation code hotline;
$39,000 for grant to the Spanish Speaking Communities of Maryland; $106,300 grant to
Greektown; $100,000 grant to the Historic East Baltimore Community Action Coalition;

and State Community Service Block Grants $114,000..........ccccvvevrrerirenneenneseneseeeneneens -359

Net changein federal fund Section 8 rental houSING grants........c.ccoeevreeerveerneesseeeenes 1,900

Reduction in special fund supported rental assistance payments to ederly persons and

familiesin SUDSIAIZEd PrOJECES.........ciriiieireeieere s -43

Reduced special fund support for teaching assistance grants ..........cccoveeevrerveeneneenennee -30

Increased special fund revenues derived from statutorily required utility company payments

used to support the Wesatherization ASSiStance Program..........ccoceeeveennenneneseeseeeenenene 685

Increased federal funds for Weatherization Program ............cecevenneiensenneseeseeeens 836

Reimbursable fund revenues provided by the Department of Human Resources —

Community Services Administration to support the Wesatherization Assistance Program 263

Elimination of Live Near Y our WOrK grants..........cocoeieennenneneseesesieseseeeseeeseseeseseens -150

Increased expenditure for various contractual services for the Division of Development

FiNANCE PrOGIAIMS.......cvtieetiertetstet ettt sttt ek e b e bbb et e e b et p e nn b e e nnens 140

Elimination of federally funded lead based paint grant funds ............ccccoveeinneinneciennne -320

(@101 SO SOOI PTRTOON 599
Total $7,648
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Wherelt Goes:
Note: Numbers may not sum to total due to rounding.

Office of the Secretary, Finance and Administration, and I nformation Systems

The alowancefor the Office of the Secretary is approximately $2.4 million, which representsroughly a
$464,000 reduction from the adjusted fiscal 2003 working appropriation. Personnel expenditures
including contractual employee payments, which account for 88% of the office’'stotal budget, are reduced
in the budget by $290,000. The officeloses 1 regular positionto abolishment. The most significant non-
personnel-related budget change is a $24,000 reduction for various contractual services. Despite the
reduction, the budget still provides funding for several contractual servicesthat are noteworthy: $35,000
for housing strategy and strategic planning studies, $14,300 for professional training contracts, and
$47,339 for various specia project and consulting services. The alowanceaso transfers $140,000 to fund
various employee training and tuition reimbursement programs to the Office of Management Services.

The alowance for specia funded grants provided by the Maryland Affordable Housing Trust is $2.8
million, whichisa$1,575,000 increase over thefiscal 2003 working appropriation. More onthe source of
funds for these grants and the increased funding can be found in Exhibit 4 of this analysis.

The alowance for the Office of Management Servicesis $2.7 million, which is a $532,000 increase
above the fiscal 2003 working appropriation. Personnel expenditures including contractual employee
payments, which account for 80% of the office’s total budget, increase in the budget by $372,000. This
increase isthe result of the department’ stransfer of 5 regular positions from the Office of the Secretary,
which explainsthe reduction in this office’ s personnel budget. After adjusting for the transfer of positions,
Management Servicesloses 1 position to abolishment. The most significant non-personnel-related budget
change is a $115,000 increase in funds supporting various tuition reimbursement programs. These funds
were transferred from the Office of the Secretary discussed above. The budget continuesto providefunds
for various employee training contractua services budgeted at $81,220. The budget also provides
$50,000 for consulting service contracts. One of the contracts will develop improved Geographical
Information Systems (GIS) applications for tracking the department’s program activity, and the other
contract isintended to provide an analysis of the 2000 census datafor incorporation into the department’s
program performance review.

The alowance for the Office of Finance and Administration is $4.66 million and remains virtually
unchanged from what is provided in the fiscal 2003 working appropriation. Personnel expenditures
(including contractual employee payments), which account for 69% of the office'stotal budget, decrease
by $135,000 in the budget. The office loses 1.5 regular positions to abolishment. The most significant
non-personnel-related budget changesare asfollows:. (1) the budget provides approximately $50,000 for
the replacement of six new vehicles, which represents an increase of $22,000 over what is budgeted for
fiscal 2003; (2) approximately $104,000 is budgeted for gas and oil and maintenance for the department’s
fleet of vehicles, which is an increase of $44,000; (3) the department’ s budget for rent of its Crownsville
headquarters building increases by approximately $57,000 to a budgeted amount of $884,000 for fiscal
2004; and (4) the budget provides $82,000 for a contract that provides annual audits of the Maryland
Housing Fund. This contract is to be rebid and is expected to increase in cost in fiscal 2004, which
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explains the $24,000 increase provided in the allowance.

The department’s Information Systems Office Division of Information Technology receives an
alowance of $3.15 million, which is a $262,000 or 9.1% increase over the fiscal 2003 working
appropriation. The alowance for personnel, including contractual employee payments, is 52% of the
office’s total budget and increases by $60,000 over the fiscal 2003 working appropriation. The most
significant non-personnel-related budget changes are as follows:. (1) one-time computer software
purchases for fiscal 2003 reduce the budget by $223,000; however, this reduction is countered with an
increase of $215,000 for various computer hardware, software, programming, and consulting contracts;
(2) the budget provides $422,000 for installment payments and capital lease paymentsto the Department
of Budget and Management (DBM) for previously purchased computers and micro-computers, whichisa
$91,000 increase over what isbudgeted for fiscal 2003; and (3) the budget includes $69,000 for computer
software equipment parts which is roughly $20,000 less than what is budgeted for fiscal 2003.
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Division of Credit Assurance

The alowancefor the Maryland Housing Fund (MHF) is approximately $470,000, whichisanincrease
of $38,000 above the fiscal 2003 working appropriation. MHF is supported entirely with special fund
revenues generated from the premiums generated from the fund’ s mortgage insurance activities. Personnel
expenses associated with the 6 regular positions supporting the fund’s activities comprise $419,000, or
89% of thetotal allowance. The allowance for the Asset Management Officeisapproximately $4.6 million
and increases by $185,000, or 4.2% above the fiscal 2003 working appropriation. Personnel expenditures
including contractual employee payments, account for almost $3.1 million of the total alowance and
represent 66% of the office'stotal budget. The officeloses 2 regular positions to abolishment. The most
significant non-personnel-related budget changes are as follows: (1) a $69,000 reduction reflects an
adjustment in contractual employee payments; (2) the budget provides $484,000 for a loan service
contract for the department’ s loan financing programs. Funds for this contract increase in the budget by
$130,000 to reflect the actual fiscal 2002 contract payment; consequently the amount budgeted for fiscal
2003 may be insufficient; (3) the allowance provides $763,000 for various audit, appraisal, Steingpection,
and actuarial contracts. The budget increases by $75,000 for these contracts due to the anticipated
increased expenditure associated with re-bidding an audit review contract.

The Maryland Building Codes Administration receives a fiscal 2004 allowance of approximately
$614,000, whichisroughly $35,000 above the fiscal 2003 working appropriation. Personnel expenditures
for the 8 regular positions supporting the administration comprises 84% of the allowance and accountsfor
$30,000 of the increase funding. The administration loses 1 position to abolishment.

Division of Historical and Cultural Programs

The Office of Management and Planning (OMP) receives an alowance of $2.74 million, which is
approximately $123,000 less than what is provided in the fiscal 2003 working appropriation. OMP is
funded with 19 regular positionsand 2 contractual positionsin the allowance, which representsareduction
of 2 regular positions due to position abolishment. Personnel expenditures for regular and contractual
employeesis approximately $1.3 million, or 47% of the total budget. OMP’ s grant activities account for
$1,187,000 of the allowance. Intotal, the funding for grantsis reduced by $340,000 in the budget. The
allowance continues to provide funds for the following grant programs:

® $233,445 of general fundsfor non-capital grantsfor historic preservation and museumassistance. This
program has been reduced significantly over the last two budgets. In fiscal 2002 the program was
appropriated $1.3 million; however, actions of the General Assembly reduced the funding for thisgrant
program by one-half to $650,000 for the fiscal 2003 budget. The Governor’s allowance reducesthe
program still further to $233,445.

® $900,000 of special funds for grants from the Maryland Heritage Areas Authority Fund (MHAAF).
This fund receives a $1.0 million annual dedication of State transfer tax funds to make grants for
cultural and heritage tourism projectslocated in certified or recognized heritage areas. Thealowance
represents a $72,626 increase over the amount appropriated for fiscal 2003.
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e $53,500 of genera funds to support the activities of the Maryland Humanities Council. This grant
was reduced from $107,000 by actions of the General Assembly during the 2002 session. The grant
leverages a federal fund match.

® $87,190 of federal funds for historic preservation grants fromthe U.S. Department of the Interior for
the purposes of carrying out the provisions of the National Historic Preservation Act. These funds
assist programsto survey, register, restore, and renovate historic buildings.

The Office of Museum Services' fiscal 2004 alowance is $3.5 million, which is a $219,000 increase
over the fiscal 2003 working appropriation. The office is funded with 39 regular positions and 13.09
contractual positions in the allowance, which represents a reduction of 1.5 regular positions due to
position abolishment. Personnel expendituresfor regular and contractual employeesisapproximately $2.4
million, or 64% of the total budget. The allowance continues to provide general funds for operating
museum grants; however, these grant funds have been reduced from $774,657 in the fiscal 2003 budget to
$480,384 in the fiscal 2004 allowance.

The Division of Historical and Cultural Programs aso includes the Office of Research, Survey and
Registration, and the Office of Preservation Services. Collectively, these programsare provided with $1.7
million in the fiscal 2004 alowance, which is roughly the same amount appropriated for fiscal 2003.

Division of Neighborhood Revitalization

The alowance for the Division of Neighborhood Revitalization is $13.0 million, which represents a
$530,000, or a4.3% increase over the fiscal 2003 working appropriation. The allowance for personnel,
including contractual employees, accounts for $2.6 million, or 20% of the total budget. These costs
increase by $181,000 after adjusting for the abolishment of 1 regular position. A large portion of the
divison’s funding is provided for the administration of various grant programs. The budget provides
approximately $9.9 million, or 76% of thetotal alowance for grants. Thisrepresentsa$395,000 increase
over the fiscal 2003 working appropriation. This divison administers the following grants:

® $8,383,753 of federal fundsfor Community Service Block Grants. Thisprogramisfunded throughthe
U.S. Department of Health and Human Services. Grants are administered to community action
agencies that provide servicesto low-income individuals and families. The department’ s estimate of
the grant amount to be received represents a$1,507,966 increase from the $6,875,787 provided inthe
fiscal 2003 budget.

e $250,000 of general fundsfor operating grants under the Community Legacy Program (CLP). Thisis
areduction from the $500,000 provided for CLP grants in the fiscal 2003 budget

® $600,000 of federa funds for the Community Development Block Grant Program. These funds

provide grants to local governments to assist low- and moderate-income individuals with their needs
and assist local governments eliminate blight.
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e $290,000 of general funds for the Neighborhood Housing Services Grant Program. These grants
assist neighborhood services corporationsfor the costsincurred in neighborhood revitdization efforts.

e $120,000 of genera funds for the Town Management Circuit Rider Program.

® $86,584 of genera funds are provided for the State Community Service Block Grant Program to
county organizations that service low-income individuals and families.

® $50,101 of federa funds from U.S. Department of Health and Human Services for nutrition
educational programs.

® $50,000 of genera funds of the Main Streets Improvement Program.

e Grantsthat have been eliminated from the budget include a $45,000 grant to support the Rehabilitation
Code Hotline, a$39,000 grant for the Spanish Speaking Communities of Maryland to support special
servicesto the Spanish speaking populations of the State, $106,300 of general fundsfor Greektownto
assist with neighborhood revitalization efforts, and $100,000 of general funds for the Historic East
Baltimore Community Action Coalition to assist with neighborhood revitalization efforts.

Division of Development Finance

This division finances the development of affordable multi-family and single family housing,
encourages homeownership, provides loans and grants for special housing needs, and administers State
and federally funded rental subsidy programs. The allowance for the division’s five programs provides
$151.8 million, which is a $5.6 million increase over the fiscal 2003 working appropriation. While the
divison’s total budget is very large, $140.7 million is attributable to federal funds. Much of the
department’ sfederal funds are budgeted in the Division of Development Finance. Of thetotal allowance,
$108.0 million is provided by HUD for the Project-based Section 8 Contract Administration. DHCD’s
Rental Services Program entered into a contract with HUD to administer Section 8 rental housing
assistance payments. The budget for personnel expenses is approximately $7.6 million supporting 99
regular positions and 30 contractual positions. Overall, the programs absorbed 7.1 regular position
abolishments.

The allowance includes approximately $25.66 million of federal funds for Section 8 tenant-based renta
assistance, which is approximately $2.6 million more than is budgeted for fiscal 2003. Overdll, the
department’ sweatherization programsreceive $2.2 million of federal funds, which representsleve funding
from what is in the fiscal 2003 budget. Further analysis of the department's federal funds budget is
provided below.

The alowance level funds $2.3 million of general funds for the Rental Allowance program. This
program provides monthly rental assistance to familieswho have recently lost their homes. The department
also receives $300,000 of specia funds, adecrease of $43,000 from the fiscal 2003 working appropriation,
for rental subsidy paymentsto property owners participating in the Rental Housing Production Program
and Elderly Rental Housing Program. The budget continuesto provide $500,000 of general fundsfor the
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Self-help Housing Program which assists nonprofit organizations and local jurisdictionsto expand home
ownership opportunities for families of limited income through the use of self-help methods of
rehabilitation and construction, and $180,000 of genera funds for a grant to the Micro-Enterprises
Council to support its small business support activities. The allowance also provides $340,000 in special
fundsto support technical assistance capacity building grantswhich isareduction of $30,000 fromwhat is
in the fiscal 2003 budget. Finaly, the budget provides $518,200 of federal funds from the U.S.
Department of Housing and Urban Development (HUD) for the Emergency Shelter Program.

The department’ s budget provides fundsfor avariety of contractual services, many of which relateto
audit services and financial advisory services. Significant contractual service contracts include (1)
$263,000 for financial advisory servicesrelated to the department’ s bond issuance activity; (2) $205,000
for an audit and other financial services for CDA; (3) $249,000 for various contractual services for the
Housing Development Program; (4) $79,000 for credit, marketing, microfilming, and other assorted
contractual services supporting the Homeownership Program; (5) $125,000 for various contractual
servicesfor the Special Loan Programs, which represents areduction of $150,000 fromwhat is budgeted
for fiscal 2003; and (6) the budget provides $735,000 in specia funds derived from utility company
revenues and $413,000 in reimbursable funds from the Department of Human Resources Community
Services Administration to provide funds in addition to what is provided in federal fundsto support the
Weatherization Assistance Program.

The Live Near Your Work program is eliminated in the Governor’s fiscal 2004 allowance. The
program received $150,000 of general fundsin the fiscal 2003 budget to provide cash incentivesto new
home buyersto purchase homeswithin five miles of their workplace in targeted neighborhoodsaround the
State.

I mpact of Federal Actions

Federal funds support a number of activities within the department, often with DHCD passing the
funds through to local jurisdictions, municipalities, and community action agencies. As shown in
Exhibit 3, the department expects to receive $167.1 million in federal funds during fiscal 2004.
Approximately $13.6 million in federal fundsis utilized in the department’s capital PAY GO budget. The
remaining $153.5 million is budgeted in the department's operating budget and used for a variety of
purposes. The most important change in the administration of federal funds concerns the funding for
tenant-based rental assistance. As mandated by HUD, funding for the Section 8 Certificate program is
being converted to a Section 8 Housing Choice Voucher program.
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Exhibit 3

Department of Housing and Community Development

Federal Funds
Fiscal 2002 Actual through Fiscal 2004 Allowance

FY 03
FY 02 Working FY 04 FY 03-04 Percent
Actual  Approp Allowance Difference Change

Rural Development Grants $36 $0 $0 $0 n/a
Section 8 New Constr. / Substantial Rehab. 77,287 124,156 125,578 1,422 1%
Community Dev Block / Small Cities 11,682 8,330 8,400 70 1%
Emergency Shelter Grants 521 522 545 23 4%
HOME INVESTMENT Partnership 4,855 6,429 6,466 37 1%
Section 8 Rental Voucher 9,189 11,301 11,937 631 6%
Lower Income— Section 8 Mod. Rehab. 702 133 897 764 574%
Section 8 Rental Certificate 650 37 633 596 1,611%
Lead-based Paint Hazard Control 663 508 511 3 1%
Historic Preservation Fund Grants 826 820 805 -15 -2%
NPS — Assateaque 18 0 0 0 na
NPS — Revolutionary War Survey 127 0 0 0 n/a
Defense Legacy Resource 68 112 69 -43 -38%
National Center for Pres. Tech. and Training 28 0 0 0 0%
National Endowment for Humanities 59 69 0 -69  -100%
Institute of Museum and Library Services 7 0 146 146 100%
Weatherization Assistance — Low Income 1,877 2,211 2,211 0 0%
Promoting Safe and Stable Families 30 0 0 0 n/a
Community Services Block Grants 8,993 7,832 8,880 1,048 13%
Community Services Food and Nutrition 51 50 50 0 0%
Total $117,669 $162,510 $167,128  $4,613 3%

NPS=National Park Society
Source: Department of Housing and Community Devel opment
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HUD Section 8 Contract Funds Not Fully Expended

Beginning in fiscal 2002, DHCD entered into a five-year contract with HUD to manage housing
contracts for privately owned Section 8 properties subsidized by HUD. The majority of the contract
award, $108 million annually, assumes management of approximately 300 properties with an average
Section 8 Housing Assistance Payment of $30,000 each month. Section 8 payment amounts made to
property owners are estimated at the beginning of the HUD-contract year and are adjusted monthly. A
review of the department’s closeout for fiscal 2002 reveals that approximately $31 million of the federal
fundsfrom HUD to administer the program were not expended during the fiscal year. Whileit may bethe
case that during the first year of DHCD’s administration that al of the contracts with privately owned,
Section 8 property ownersmay not have been converted or transferred to the State, the significant amount
of cancellation bears some discussion. DL S recommendsthat the department brief the committees
concerning the cancelled federal funds and whether during fiscal 2003 the department will be
distributing the funds as budgeted. In addition, the department should address whether the
reduced funding in fiscal 2002 reflectsa declinein the number of property ownersparticipatingin
the Section 8 program, and if so, what impact this might be having on the State's stock of
affordablerental unitsfor low- and moderate-income families.

Fluctuationsin Section 8 Certificate Programs

As shown in Exhibit 3, the level of federal funding under the Lower Income — Section 8 moderate
rehabilitation and Section 8 Rental Certificate programsis significantly reduced in the fiscal 2003 working
appropriation from what was expended during fiscal 2002 and from what is budgeted in the fiscal 2004
allowance. Thedepartment should advisethe committeewhether the fiscal 2003 funding for these
programs will be increased during the fiscal year and added to the budget through the budget
amendment process or if the funding shown for fiscal 2003 accurately reflects the amount of
funding that will bereceived for fiscal 2003.

President Bush’s Federal Fiscal 2004 Proposed Budget Reflects Changing Priorities at
the Federal Level That Should Impact the State

President Bush's proposed fiscal 2004 budget for HUD includes $31.3 hillion to increase
howeownership, promote affordable housing, and strengthen at-risk communities. A number of priorities
have been articulated by the Bush Administration and are reflected in the President’ s budget proposal.
Some of these include:

® Increasng Homeownership and Affordable Housing: The President’s budget provides a 5%
increase in HOME Investment Partnerships Program funding. Both State and local government
housing authorities take advantage of this program that encourages the production of affordable
housing. DHCD should brief the committees concerning how the department and local housing
authorities could direct these additional resources to assist the State’s efforts to increase the
amount of affordable housing throughout the State.
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American Dream Downpayment I nitiative: HUD’sbudget level fundsthis program at $200 million
for federal fiscal 2004. Thisprogramissimilar to the State’'s Downpayment and Settlement Expense
program. DHCD should brief the committees concerning how the federal and State programs
complement each other and whether the State program duplicates effort.

Housing Counseling: The budget provides an additional $10 million to provide counseling services
to lower income individuals and families who seek to become homeowners or seek affordable rental
housing. Concerns about the department’s handling of housing counseling for low- and
moderate-income residents have been raised by the General Assembly during the last several sessions.
In a report to the budget committees, submitted just prior to the 2002 session, the department
indicated that it was implementing procedures that are intended to improve its housing counseling
services to State residents participating in the department’s mortgage programs. DHCD should
remind the committees concerning what steps have now been taken to improvethese services,
and how the additional federal focus on housing counseling will work in conjunction with
DHCD’seffortsto ensure that State residents are adequately assisted.

Single Family Affordable Housing Tax Credit: The Bush Administrationis proposing atax credit of
up to 50% of the cost of new construction or rehabilitation of affordable housing in distressed
communities. Thetax credit would target low-income households earning lessthan 80% of anarea’s
median income. DHCD should brief the committees concerning how this proposed program
might assist thedepartment’ seffortstoincreasethe production of affordablehousing units, and
whether asimilar State program might help leverage additional federal fundsif thisprogramis
approved and funded.

Self-help Homeownership Opportunity Program: The Bush Administrationisproposing $65 million
to provide grants to support nonprofit organizations that help low-income families construct homes
that they will eventually live in. The State helps fund a similar program. DHCD should brief the
committeesregarding how the State' s Self-help Homeowner ship program oper ates, and how the
department, local housing authorities, and nonprofit organizationsdevoted to asssting low- and
moder ate-income familiesfind affordable housing might take advantage of thispotentially new
program and source of funds.

Housing Choice Voucher Program: HUD allowslocal housing agenciesthe flexibility to use rental
assistance voucherstoward moving low-income familiesinto homeownership. Housing agencies may
either provide mortgage assistancein lieu of arental subsidy or offer families aone-time downpayment
grant equal to up to one year’s worth of rental assistance. DHCD should brief the committees
concerning how the department isutilizing thissubsidy program to move familiesfrom rental
situations to howeowner ship.
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| ssues

1. Governor’s Budget Proposes Fund Transfer from the Maryland Affordable
Housing Trust Revolving Fund

Established by Chapter 265, Acts of 1992 and codified under Title 11, Section 11-101 of Article 83B
of the Annotated Code of Maryland, MAHT provides grantsto promote affordable housing for households
earning lessthan 50% of the area or statewide medianincome. Thetrust isdirected by aBoard of Trustees
and staffed by DHCD. MAHT grants are funded through the collection of interest earned on trust
accounts held by title insurers doing business in the State. These funds are collected annually and
deposited into arevolving special fund account for distribution by MAHT.

The Governor’s budget plan includes the transfer of $500,000 of available fund balance from the
MAHT fund. As shown in Exhibit 4, a sizable fund balance exists from which to fund the proposed
transfer.

Exhibit 4
Original
Fiscal 2003 Fiscal 2004
Beginning Balance $4,408,982 $4,383,982
Revenues* 1,200,000 1,200,000
Encumbrance Budgeted -1,225,000 -2,800,000
Proposed BRFA Transfer -500,000
Available Balance $4,383,982 $2,283,982

*The revenues for fiscal 2003 and 2004 are estimates — the fund received $1.4 million in fiscal 2001 and $1.7 millionin fisca
2002.

Source: Department of Housing and Community Devel opment

The amount of the available fund balance, however, is somewhat up in the air due to potential
processing of a budget amendment submitted by the department in November 2002. The budget
committees have held the amendment pending resolution of the current fiscal situation. Theamendment in
question proposed increasing the special fund appropriation by $1,775,000 to fund additional MAHT
grants during fiscal 2003. DL S makes the following recommendations:

® The proposed $500,000 transfer could be accomplished with an available fund balance without
interrupting the planned encumbrance level for fiscal 2004. However, giventhesource of the revenues
that accrue to the fund DL S recommends thistransfer not be made.
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® |n addition, the committee should reject Budget Amendment 097-03 and direct that the funds be
utilized to support other affordable housing programs supported with general funds in the DHCD
budget. Specifically, DL Srecommendsthat theMAHT board bedirected to utilize $2.3million
of available funds to support the Rental Allowance Program in fiscal 2004 in lieu of
appropriating general fundsto servethisprogram. Through the Rental Allowance Program,
DHCD provides financial assistance to lower income households by providing fixed monthly
rental allowance payments to or on behalf of eligible households. Use of the funds in this
manner would ensurethat MAHT fundsaredirected to affordable housinginitiatives. Because
theMAHT board isnot directly controlled by DHCD but only staffed by thedepartment, DLS
recommends the following budget language to effectuate the recommendation above.

, provided that not withstanding Article 83B, Section 11-101 through Section 11-107, the Maryland
Affordable Housing Trust Board of Directors shall use $2,800,000 of this appropriation as outlined under
subsections (1) and (2) of this section:

(1)  $2,300,000 shall be used to fund rental allowance payments under the State Rental Allowance
program in accordance with the provisions of Article 83B, Section 2-901 through Section 2-
907. Authorization is hereby granted to transfer these funds to the Division of Development
Finance Rental Services Program, budget code SO0A2505;

(2 $500,000 shall be used to fund grants to nonprofit organizations and local governments that
operate self-help housing programs in accordance with Code of Maryland Regulations
05.18.01.01 through 05.18.01.12. Authorization is hereby granted to transfer these fundsto
the Division of Development Finance Housing Development Program, budget code SO0A2502.

Further provided that authorization is hereby granted to the Department of Housing and Community
Development to increase the specia fund appropriation by up to $2,800,000 by approved budget
amendment should sufficient revenues be available in the Maryland Affordable Housing Trust Fund to
support the increase.

Based on the balancefiguresprovided in Exhibit 4, MAHT would still have sufficient fundsto
meet the $2.8 million of planned encumbrances should the budget amendment that is currently
pending not be approved and the fundsrequested remain in the revolving fund.

2. Historic Preservation and Heritage | ssues
Maryland Heritage Area Program Should Be Reviewed

The authority was established by Chapter 601, Acts of 1996 to oversee the implementation and
administration of the Maryland Heritage Preservation and Tourism Areas Program. Chapter 601 also
established the Maryland Heritage Areas Authority Fund, arevolving specia fund fromwhich the authority
provides management planning and project grants for heritage tourism development projects within the
State’ s certified and recognized heritage areas. Thusfar, the Maryland Heritage Areas Authority (MHAA)
has approved seven certified heritage areasthat are eligible for both project and operating grants. Another
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five areas are designated as recognized heritage areas eligible for management plan grants only. Grants
may be made for capital and noncapital projects. Noncapital project grants may not exceed $50,000, and
capital project grantsare capped at $100,000. All grantsare made on amatching bass. Eligible applicants
include nonprofit organizations and local jurisdictions.

MHAA Program Exceeds State's Ability to Fund

Since its establishment in 1996, the MHAA program has grown considerably and somewhat
unchecked. Itispossibleinthevery near futurethat the program could have 15 established heritage areas
all of whichwill be seeking program, operations, and capital project grantsfromthe MHAA fund. Evenif
the $3.0 million was not transferred from the fund through actions of the General Assembly in the Budget
Reconciliation and Financing Act (BRFA) of 2002, (Chapter 440, Acts of 2002) the demand for funding
would soon outstrip the funds being directed to the program. The department has stated in the past that
when fully mature the program would require up to $10 million to support on an annual basis. Thislevel
of funding, however, isunlikely in the current economic climate. Moreover, the General Assembly should
review the long-term fiscal implication of funding the program at this level.

Program Growth Should Be Reviewed

In addition to the escalating cost of the MHAA program, DLS is concerned that the program has
grown unchecked. According to 813-1110(c) of the Financial Institution Article, MHAA may not
designate a heritage area as arecognized heritage area unlessthe authority findsthat (1) the heritage area
contains resources of statewide significance that have retained integrity of setting and acohesive character;
(2) the heritage area contains either historic districtslisted in or determined to be eligible for listing in the
Maryland Register of Historic Properties, or natural or recreational resources determined to be of
statewide significance; and (3) public assistance for the heritage area is reasonably expected to produce
additional private investment, job creation, and tourism revenues. However, based on the number of
MHAA recognized or certified areas and the boundaries they encompass, alarge portion of the State has
been designated to receive funding consideration under the MHAA program. The boundaries of these
areas, and potentially additional recognized or certified areas, are extensive and appear to run counter to
the intended purpose of creating public/private cooperative projects for the establishment of specific and
identifiable tourist destinations. DL S recommends committee narrative that would require a full
review of the program for consideration by the General Assembly during the 2004 session. DL S
believes that program costs are prohibitive and that the program should be more focused on
developing afew heritage areasin the Staterather than numerousareasthat cannot be supported
with Stateresources. Furthermore, areview of the program’semphasison creating tourism should
be reviewed by the Department of Business and Economic Development Office of Tourism
Development for relevancy and fit into the State’'s plansfor tourism development.

Recent Funding | ssues
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Sincefiscal 1997, MHAAF has annually received a$1.0 million alocation fromthereal estatetransfer
tax through the Public Open Space program. Chapter 713, Acts of 2001 extended this alocation of
transfer tax revenues through September 30, 2006. In each of fiscal 1997 through 2000, the $1.0 million
of dedicated annual revenues exceeded the MHAA’ s annual expenditures. Asaresult, asignificant fund
balance estimated during the 2002 session to reach $3.8 million by the close of fiscal 2002, accumulated in
thefund. Dueto atransfer of $3.0 million from MHAAF to the State general fund authorized by Chapter
440, Acts of 2002, the actual balance carried forward into fiscal 2003 was $988,000 as shown in Exhibit
5.

Exhibit 5

Maryland Heritage Areas Authority Fund
Actual Closing Fiscal 2002 and Projected Closing Fiscal 2003 Fund Balances

Fiscal 2002 Fiscal 2003
Account Summary Account Summary
Beginning Fund Balance $4,230,962 $988,005
Revenue
Annual Transfer Tax Allocation 1,000,000 1,000,000
Interest Earnings 133,501 29,700
Budget Reconciliation Reversion -3,000,000 0
Cancelled Encumbrances 20,153 0
Total Available $2,384,616 $2,017,705
Encumbrances
Grant Activity 1,185,234 872,000
Administrative Expenses 211,377 133,839
Total Encumbrances $1,396,611 $1,005,893
Ending Balance $988,005 $1,011,866

Source: Maryland Heritage Areas Authority

In November, the department submitted a budget amendment that proposed to increase the MHAA
special fund appropriation by $1,073,000 to fund the distribution of additional grantsby MHAA. Inlight
of the State’ sfiscal condition, the budget committees recommended that DBM not approve the additional
appropriation. The figures provided in Exhibit 5 assume that the requested additional funds will not be
appropriated during fiscal 2003 and will be available for use in fiscal 2004. Based on the figures above,
MHAA will have approximately $1.0 million of available fund balance for use during fiscal 2004.
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Available funding would increase to $2.0 million with the addition of the annual transfer of $1.0 million
fromthe State transfer tax revenues. In light of concern about the size and scope of theHeritage Area
program, DL Srecommendsthat the General Assembly consider amendingthesatutethat provides
for the $1.0 million transfer from the State transfer tax to MHAA and instead direct that these
funds be deposited into the State general fund for fiscal 2004. This would provide the MHAA
program with approximately $1.0 million in available fundsto continue grant activitiesin fiscal
2004 while the program isreviewed by DL S and the General Assembly for consideration in the
2004 session. Thisre-direction of State transfer tax can be accomplished by amendment to the
Budget Reconciliation and Financing Act of 2003.

Certified Heritage Structure Rehabilitation Credit

Similar to thefederal historic rehabilitation tax credit, the Maryland Heritage Structure Rehabilitation
Tax Credit was established by the General Assembly in 1996 by Chapter 601, Acts of 1996 allowing atax
credit in an amount equal to 10% of the taxpayer’s qualified rehabilitation expenditures for the
rehabilitation of acertified heritage structure. A certified heritage structure isdefined asastructurethat is
either listed on the National Register of Historic Places; designated as a historic property under local law;
or anonhistoric building that islocated in ahistoric district or a State certified heritage areaand is certified
to be “contributing” to the district or area.

The amount of the heritage credit was increased by the General Assembly in 1997 to 15% of a
taxpayer’s qualified rehabilitation expenditures by Chapter 731, Acts of 1997 and then was further
increased in 1998 to 25% of ataxpayer’s qualified rehabilitation expenditures by Chapter 735, Acts of
1998. The credit claimed for any taxable year could not exceed the State tax owed for that year. Excess
amounts could be carried forward for ten years. There was no maximum cap on the dollar amount of the
credit that could be claimed as to a specific project or as to the aggregate dollar amount that may be
claimed by all taxpayers with qualified rehabilitation expenditures each year.

Chapters 160 and 161 of 2001 further enhanced the heritage credit and provided that any excess
credit over ataxpayer’ stax liability in ataxable year may be clamed inrefund. Thelegislation also added
nonprofit entitiesto the definition of business entity for the purposes of the credit and allowed the credit to
be taken by partners and shareholders of a business entity in any manner that is agreed.

During the 2001 interim, the General Assembly was advised by DL S that the State could experience
significant revenue losses in the near future under the heritage credit. Based on information provided by
the Maryland Historical Trust, it was projected that the heritage credit would reduce State revenues by
$50 to $84 million annually. To attempt to control the State's fiscal exposure under this tax credit,
Chapter 541, Acts of 2002 placed significant restrictions on the heritage credit, including reducing the
credit percentage to 20% and providing that a State tax credit for any single rehabilitation under the
program may not exceed $3 million. To ensurethat usage of the credit ismonitored, Chapter 541 required
extensive reporting by DHCD on a quarterly basis regarding projects potentially eligible for the credit.
The Act also stated the intent of the General Assembly that Heritage Structure Rehabilitation Tax Credits
for commercial rehabilitation not exceed $50 million annually and requires DL'S to monitor approval of
commercia rehabilitation eligible for the credit. The Act “grandfathered” al incomplete projectsfor which
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an application had been submitted for approval of a proposed rehabilitation as of February 1, 2002, (the
introduction date of the bill) and provided that these projects may take the credit under the law in effect on
May 31, 2002. Finally, Chapter 541 provided for the termination of the heritage credit on June 1, 2004,
allowing the General Assembly to evaluate the usage of the credit over a two-year period and make a
determination as to its continuation.

Maryland’ s heritage rehabilitation tax credit has a $3 million per project cap for commercial projects.
However, thereisno overall limit on the amount of creditsthat may be claimed in any year. Whileinitialy
the revenue impact to the State was limited, this has changed over the past two years as the number of
taxpayerswho have completed projectsand “earned” creditsand the “ pipeline” of projectsfor which plans
of rehabilitation have been approved and rehabilitation is underway has grown dramatically. Under the
current sunset date of June 1, 2004, an estimated $30 millionin creditsin calendar 2004 and $50 millionin
creditsin calendar 2005 will be added to the pipeline of commercia projects. The addition of these credits
to what is aready in the pipeline increases the amount of credits that could be claimed in fiscal 2004 to
approximately $56.69 million and approximately $69.8 million in fiscal 2005. Other observations:

® The cost of the program is excessive. With potential tax credits estimated to be over $50 million
annually, the program is the State' s largest economic development program.

® Questions concerning whether the programisleveraging private sector funding for projects or merely
providing tax breaksto developersfor projectsthat would be completed without thetax credit must be
addressed. In other words, is the program subsidizing activity that would take place otherwise?

® The program's emphasis on commercial development rather than residential development projects —
approximately a seven to one tax credit award split in favor of commercial projects — should be
reviewed. The program's potential for directing resources to distressed communities and to
communities with historic significance and/or large numbers of propertiesthat add historic and cultura
value to the community should be emphasized, rather than subsidizing properties for commercial
development.

® (Consideration should be given to making additional changes to the program, should it survive
legidlative scrutiny, to directing more of the resources to projects that serve atourism development
and public purpose.

® Consideration should aso be given to perhaps making the program a budgeted grant and loan
program. Thiswould provide more legislative scrutiny of the project seeking approval and help cap
the State’ s exposure to some legislatively agreed upon figure on an annual basis.

Proposed L egislation Would Eliminate Historic Rehabilitation Tax Credit

SB 203 would change the termination date of the Maryland Heritage Structure Rehabilitation Tax
Credit from June 1, 2004, to June 1, 2003. The hill also providesthat the tax credit may not be claimed
for arehabilitation project unless an application for the approval of a plan of proposed rehabilitation was
received by the Department of Housing and Community Development by February 1, 2003.
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In the fiscal note for SB 203, DL S estimates that the legidation would result in a revenue savings of
approximately $22.8 million in fiscal 2004 as shown in Exhibit 6.

Exhibit 6

Heritage Credit — Commercial Properties Savings Resulting from SB 203
No New Projects Being Added to the Pipeline after February 1, 2003

($in Millions)
. Credits Claimed with Credits Claimed with .
Fiscal Year  6/1/04 Termination Date 2/1/03 Termination Date Total Savings
2004 $56,532,291 $33,733,197 $22,799,094
2005 69,768,374 24,961,772 44,806,602
2006 17,333,135 5,886,094 11,447,041
2007 2,694,426 1,944,426 750,000

Source: Department of Housing and Community Devel opment

It isestimated that 85% of the credits are taken on personal incometax returns by individuals or pass-
through entitiesthat file personal incometax returns. Asaresult, general funds decrease by theamount of
the credit taken. Conversely, the savings created by the bill result in a general fund increase. Because
76% of all corporate income tax revenues are distributed to the general fund and 24% are distributed to
the Transportation Trust Fund (TTF), the savings associated with credits claimed on corporate returnswill
increase general fund revenues by 76% of the amount of the credits taken, and TTF revenues will be
increased by 24% of the credits taken. In addition, 30% of the 24% of revenue distributed to TTF is
distributed to local governments.

The credit may also be claimed for rehabilitation projects completed by individual homeowners. Itis
estimated that projectsthat will result in approximately $5.0 million in creditswill occur between February
1, 2003, and May 31, 2004. Asaresult of thehill, these creditswould also be removed fromthe pipeline.

DL Srecommendsthat the department brief thebudget committeesconcerningthecos that the

Heritage Preservation Tax Certification Program imposes on the State and whether other less
expensive means for preserving historic structuresiswarranted.

Audit | ssues

An audit conducted by the DL S Office of Legidative Audits (OLA) conducted for the period beginning
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December 1, 1998, and ending December 31, 2001, found that the Division of Historical and Cultural
Programs did not ensure that State grant funds were expended in accordance with grant provisions.
OLA’s review of the monitoring procedures for grants disclosed that the division did not verify the
grantees reported expenditure information as permitted by grant agreements. DL Srecommendsthat the
department brief the budget committees on what procedures have been put into place to ensure
that grantees are complying with grant terms concerning own sour ce expenditures.

3. Consolidation with Department of Business and Economic Development

DHCD and DBED perform a variety of functions and operate many programs that in many respect
share similar goals or provide similar services. The consolidation of DHCD into DBED might prove
beneficial to the delivery of services, create synergiesamong like programs, and eliminate unnecessary and
duplicative administrative costs.

As recently as 1988, the functions of DHCD and DBED were consolidated under the former
Department of Economic and Employment Development (DEED). Under former Governor William
Donald Schaefer’s administration, DEED was subdivided into three distinct cabinet level departments —
DHCD, DBED, and the Department of Labor, License, and Regulation. Sincetheestablishment of DHCD
and DBED as independent departmental entities, each has grown and added a variety of programs that
assist needs of business and communities.

Both DHCD and DBED administer grant and loan program that are designed to assist and expand
business opportunities, as well as expand the vitality of communities across the State. For instance,
DHCD’ s Division of Neighborhood Revitalization administers grants and loans as well as provides loan
insurance to small business through its Neighborhood Business Development Program, Capital Access
Program, and Community Legacy Program. DBED also administersavariety of grant and loan programs
designed to assist the needs of businesses and strengthen communities. 1n addition, while DHCD isthe
administering agency for federal Community Development Block Grants, both DHCD and DBED share
the resourcesto provide funding to avariety of projectsthat meet the needs of business, communities, and
low-income families. Also, DBED is the administering agency for State allocation of private-activity
bonds, and much of these resources are directed to support DHCD affordable housing initiatives. A grest
deal of loan administration, credit underwriting, and asset management accompany each of DHCD’ sand
DBED'’s programs. Finally, many of the programs and services performed by DHCD’s Division of
Historical and Cultural Programs lend themselves to functions performed by DBED’ s Office of Tourism
Development.

Potential Cost Savings

A consolidation of DHCD into DBED could potentially reduce State expendituresthrough certain
administrative efficiencies and economies of scale. Most notably it would eliminate a cabinet-level
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department. The following is a summary of the administrative efficiencies that could be realized:

Eliminate Cabinet Secretary: Consolidation would eliminate the need for cabinet secretary functions
for one department. While some positions with expertise in administering housing and community
development programswould probably need to beretained, this analysis assumesthat DHCD’ sOffice
of the Secretary, including the Office of Management Services, isabsorbed by DBED thus eliminating

the need for the cabinet-level secretary and deputy secretary positions, as well as eliminating most of
the higher level office director, executive assistance, and administrative officer positions.

Merge Administrative Functions: Consolidation alows for the merger of administrative functions
in the areas of human resources management, general services, and budget and finance. DHCD’s
Division of Finance and Administration could be merged into DBED’ sadministrative support offices.

Merge Information Technology Functions. Consolidation allows for the merger of information
technology functions such as system development, data processing, and computer support services.
DHCD’sDivision of Information Technology could be merged into DBED cregting certain efficiency’s
and reductions in personnel needs.

Grant and Loan Programs. Each department administers several grant and loan programs. It is
possible that the administration of these programs could be merged to create some cost savings. Inas
much as each program is designed and administered to serve a distinct purposs, it is unlikely that a
wholesale merger could take place. Rather, if we assume that each program survivesthe merger it is
more likely that some administrative functions could be merged and eliminated.

Miscellaneous Savings: Consolidation might also provide some saving inrent costs. The Department
of Genera Services owns DHCD’s headquarters building located at 100 Commerce Drive in
Crownsville. Consolidation might alow for some of DBED’ s functions, possibly the tourism related
functions, to moveto the current DHCD location. Thiswould reduce DBED’ srent costsat Redwood
Towers.

DL S hasrecommended budget language in the DBED operating budget analysis directing DHCD and

DBED, with DBM as the coordinating agency, to examine the feasibility of eliminating DHCD and
transferring itsfunctionsto DBED. A report should be submitted by November 15, 2003, addressing the
followingissues: (1) DHCD program areasthat are duplicative of DBED programsand that servesmilar
functions; (2) potential strategies for transferring DHCD programs to DBED; (3) the advantages,
disadvantages, and estimated cost savings associated with each strategy; and (4) draft implementing
legidation.
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Recommended Actions

1.  Add thefollowing language:

Provided that the general fund appropriation made to the Department of Housing and Community
Development shall be reduced in the amount of $750,000. Further provided that authorization is
hereby granted to increase the department’ s special fund appropriation on aone-for-onebasesup to
$750,000 by approved budget amendment as a direct replacement for the general fund reduction.

Explanation: Thislanguage reduces the general fund appropriation to the Department of Housing
and Community Development in the amount of $750,000 to reflect the availability of various specia
fund sources that can be used to support the department’ s operationsin lieu of general funds. The
language authorizes a budget amendment to replace the general funds with special funds.

2. Add the following language:
, provided that not withstanding Article 83B, Section 11-101 through Section 11-107, theMaryland

Affordable Housing Trust Board of Directors shall use $2,800,000 of this appropriation as outlined
under subsections (1) and (2) of this section:

(1) $2,300,000 shall be used to fund rental allowance payments under the State Rental
Allowance program in accordance with the provisions of Article 83B, Section 2-901
through Section 2-907. Authorization is hereby granted to transfer these funds to the
Division of Development Finance Rental Services Program, budget code SO0A2505;

$500,000 shall be used to fund grantsto nonprofit organizations and local governmentsthat operate
self-help housing programsin accordance with Code of Maryland Regulations 05.18.01.01 through
05.18.01.12. Authorizationishereby granted to transfer these fundsto the Divison of Development
Finance Housing Development Program, budget code SO0A2502.

Further provided that authorization is hereby granted to the Department of Housing and Community
Development to increase the special fund appropriation by up to $2,800,000 by approved budget
amendment should sufficient revenues be available in the Maryland Affordable Housing Trust Fund
to support the increase.

Explanation: This language directs the Maryland Affordable Housing Trust (MAHT) Board to
utilize $2.3 million of its appropriation to support the rent subsidy payments under the Rental
Allowance Program, and $500,000 to support grants under the Self-Help Homeownership Program.
The MAHT fund has a sizable balance that should be used in lieu of State general fund report to
support worthy affordable housing initiatives. Based on the amount of available funds, MAHT
should have sufficient revenuesto still provide up to $2.8 million of MAHT grantsanticipated by the
MAHT board for fiscal 2004.
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Reduce specia funds for travel expenditures. This
reduction still providesthe department with a3% annual
increase in travel above the fiscal 2002 actua
expenditure.

Reduce general and special funds supporting contractual
employee payments to the fiscal 2002 actual. This
reduction is made in the Division of Neighborhood
Revitalization but should be allocated among the
department’ s programs.

Delete genera fund grants for the Community Legacy
Program. Thesefundsareinadditionto the $8.7 million
of general obligation bond funds provided in the budget.
Should Community Legacy Program be funded in the
fiscal 2004 budget, the general funds supporting
operating grants should be foregone due to the State's
fiscal condition, or the grants should be supported by the
department with available special funds.

Delete general funds for Main Street Improvement
Program grants. This reduction still leaves $340,000 in
special funds in the budget to support the program.

Delete funds for various professional training contracts,
tuition grants, and Managing for Results contracts. The
reduction is budgeted in the Division of Neighborhood
Revitalization but should be allocated as follows:
(1) 35,000 reduction for professional training services
budgeted in the Office of the Secretary; (2) 43,864 for
contracts to be determined special projectsin the Office
of Management Services; (3) 25,000 for Managing for
Results studies in the Office of Management Services,
and (4) 115,200 for employee tuition grants and
professiona servicetraining in the Office of Management
Services.
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Reduce specia funds for contractual service contracts.
The department’ s budget includes anumber of contracts
that are budgeted in excess of what may be required and
miscellaneous contracts that may be eliminated. This
reduction is budgeted in the department’s Finance
Administration program but should be allocated among
the department’ s programs.

Reduce general fund support for the Micro-Enterprises
Council. This reduction leaves $100,000 in general
funds to support the councils activities during fiscal
2004.

Delete genera funds for the Self-Help Homeownership
Program.  Sufficient funds exists in the Maryland
Affordable Housing Trust Fund to support Self-Help
Howeownership Program grants to nonprofit
organizations and local jurisdictions.

Delete general fundsfor rent subsidy payments under the
Rental Allowance Program. Sufficient funds exist inthe
Maryland Affordable Housing Trust Fund to support rent
subsidy payments in fiscal 2004.

Reduce genera and special funds for new vehicle
purchases. Thisreduction still provides $18,245 to fund
the purchase of two vehicles that the department has
indicated are in a state of disrepair.
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Adopt the following narrative:

Maryland Heritage Areas Program Review: The Maryland Heritage Preservation and Tourism
Areas Program was established by legislation in 1996 to foster heritage tourismthrough the creation
of additional historic and cultural destination withinthe State. Inthelast six years, the program has
expanded to include seven certified heritage areas and another five recognized heritage aress.
Funding for the programis provided through an annual 1.0 million dedicated transfer fromthe State
transfer tax. Thisfunding, however, is not enough to support the project initiatives envisioned by
the Maryland Heritage Areas Authority thus creating an unfounded liability. Furthermore, the
program’s emphasis on tourism development is not readily apparent. The committees direct the
Department of Housing and Community Development Division of Historical and Cultura Programs,
the Maryland Heritage Areas Authority, and the Department of Business and Economic
Development Office of Tourism Development to prepare a five-year strategic plan for the
development of the certified and recognized heritage areas. The strategic plan should provide a
blueprint for the future development of each certified and recognized heritage area, including the
one-time and ongoing State funding requirements for each designated area; an assessment of local
government participation; the planned level of private sector involvement and leveraged funds, and a
statistical evaluation of the tourismthat will be generated at each certified and recognized area. The
report should be submitted to the committees by November 1, 2003.

Information Request Authors Due Date
Five-year strategic plan DHCD November 1, 2003
for the development of MHAA

heritage areas DBED

Total Reductions $ 4,145,287

Total General Fund Reductions $ 3,478,875

Total Special Fund Reductions $ 666,412
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Appendix 1
Current and Prior Year Budgets
Current and Prior Year Budgets
Department of Housing and Community Development
($in Thousands)
General Special Federal Reimb.
Fund Fund Fund Fund Total
Fiscal 2002
Legislative
Appropriation $18,374 $23,670 $149,857 $269 $192,170
Deficiency
Appropriation 0 0 0 0 0
Budget
Amendments 0 1,841 -3,810 1,440 -529
Reversions and
Cancdllations -318 -2,025 -44,063 -490 -46,896
Actual
Expenditures $18,056 $23,486 $101,984 $1,219 $144,745
Fiscal 2003
Legislative
Appropriation $14,929 $23,667 $148,416 $299 $187,311
Budget
Amendments -706 -11 -3 0 -720
Working
Appropriation $14,223 $23,655 $148,413 $299 $186,590

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