LOOA1111
Department of Agriculture — PAYGO

Pay-As-You-Go Capital Budget Summary

($ in Millions)

FY 2008 | FY 2009 | FY 2010 | Percent DLS
Approp. Approp. | Allowance| Change | Recommd

Maryland Agricultural Land Preservation $69.962 $45.705| $25.585 -44.0%| $25.585
Tobacco Transition Program* 9.330 9.030 10.335 14.5% 10.335
MARBIDCO - Installment Purchase

Agreements 0.000 0.000 4.000 100.0% 4.000
MARBIDCO — Next Generation Farmland

Acquisition Program 0.000 0.000 0.400 100.0% 0.400
Total $79.292| $54.735] $40.320 -26.3%|  $40.320

Fund Source

Special $74.292 $41.735] $33.320 -20.2% $33.320
Federal 2.00( 10.000 2.000 -80.0% 2.000
PAYGO Subtotal 76.292 51.735 35.320 -31.7% 35.320
GO Bonds 3.00( 3.000 5.000 66.7% 5.000
Total $79.292| $54.735| $40.320 -26.3% $40.320

*The fiscal 2009 appropriation for the Tobacco &iion Program reflects the $300,000 reductiondgricultural land
preservation as part of the October 15, 2008 Bo&Rlblic Works cost containment actions.

Summary of Issues

Uncertainty in New Maryland Agricultural and Resource-Based dustry Development
Corporation Pay-as-you-go Programs:The Maryland Agricultural and Resource-Based Industry
Development Corporation (MARBIDCO) has two new pay-as-you-goY(E®) programs in the
fiscal 2010 allowance. However, there is a disagreement on whbk#s® programs are operating
budget financing mechanisms or PAYGO programs. In part, thetaimtg lies in how the programs
will be administered and what final interest the State Wild in the proposed conservation
easements.The Department of Legislative Services (DLS) recommendé&dt MARBIDCO and

the Maryland Agricultural Land Preservation Program (MALPP) b e prepared to comment on
the anticipated use of Installment Purchase Agreement progranuhding in fiscal 2010.

For further information contact: Andrew D. Gray Phone: (410) 946-5530
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LOOA1111 — Department of Agriculture — PAYGO

Summary of Recommended Actions

Maryland Agricultural Land Preservation Program

1.  Concur with Governor’s allowance.

Tobacco Transition Program

1.  Concur with Governor’s allowance.

MARBIDCO - Installment Purchase Agreement

1.  Concur with Governor’s allowance.

MARBIDCO — Next Generation Farmland Acquisition Program

1. Concur with Governor’s allowance.

Overview

The Maryland Department of Agriculture’s fiscal 2010 PAYGOowHnce includes
$33.3 million in special funds, $2.0 million in federal funds, and $5.0 millioremeral obligation
bonds. This represents a $14.4 million, or 26.3%, decrease from fis@al 2B decrease primarily
is due to the decrease in property transfer tax funding for theyldnd Agricultural Land
Preservation Program. For instance, the current agricultuaakfér tax revenue estimate is
approximately $2.0 million for fiscal 2009. In addition, the CigarB#stitution Fund special funds
for the Tobacco Transition Program decrease $695,000 relative tdastiaé 2009 appropriation;
although, an increase in the general bond funding from $3.0 million to $%idnhnoifsets this
reduction.

The PAYGO allowance also includes two new programs for theylated Agricultural and
Resource-Based Industry Development Corporation. The two programkoaeted funding from a
new distribution formula for the agricultural transfer tax diseddselow. The two programs are as
follows:

] Installment Purchase Agreements — funded at $4.0 million in sfends from an allocation
of MALPP’s portion of the property transfer tax; and

U Next Generation Farmland Acquisition Program — funded at $0.4 milliondrportion of the
agricultural transfer tax.
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Chapter 610 of 2008 established a 25% surcharge on the transfelicoftagd land and
altered the distribution of the agricultural land transfer taemaes including allocations for the two
new MARBIDCO programs. The 25% surcharge is added to tlsirexiagricultural land transfer
tax and all of the additional revenue generated is allocatée tState. Chapter 610 also changed the
distribution of the State portion of the agricultural land transdgrtb the following (in priority
order):

] Woodland Incentive Fund — $0.2 million (mandatory);

] Maryland Agricultural Land Preservation Foundation (MALPF) — $2.5 omillbeginning in
fiscal 2009 and increasing 5% annually beginning in fiscal 2010 (mandatory);

J MARBIDCO — Next Generation Farmland Acquisition Program — 37.5%hefremaining
funding up to a maximum of $4.0 million;

] MARBIDCO - Installment Purchase Agreements — $4.0 million frotheeithe remaining
agricultural land transfer tax or the transfer tax (mandatory); and

J MALPF — remaining funds.

The statutory allocation of funding from the agricultural trantd&rrequires a $2.6 million
allocation to MALPF, which is more than the estimated agucaittransfer tax revenue for
fiscal 2010 of $2.4 million. However, statute allows for the Marylangaltenent of Agriculture to
provide funding for the Next Generation Farmland Acquisition Progfaom the mandatory
$2.6 million distribution to MALPF.

Overview Issues

1.  Uncertainty in New MARBIDCO PAYGO Programs

The Maryland Agricultural and Resource-Based Industry Developmermo€ation has two
new PAYGO programs in the fiscal 2010 allowance. However, teamedisagreement on whether
these programs represent operating or capital appropriationmartjrthe uncertainty lies in how the
programs will be administered and what final interest the Sii#lteold in the proposed conservation
easements. The two new PAYGO programs are the Installniechde Agreements program and
the Next Generation Farmland Acquisition Program to be administered by MDXIRRI
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LOOA1111 — Department of Agriculture — PAYGO
Two Types of Installment Purchase Agreements

The Installment Purchase Agreements program is intended to be arsierpaf the existing
program conducted jointly by the Maryland Agricultural Land PresenvaProgram and
MARBIDCO. The current program is intended to encourage agrreliliand owners to sell
an agricultural easement through a self-funded installment purchgiement — a financing
mechanism — structured as follows:

] MARBIDCO purchases a U.S. Treasury financial instrumentedakh State and Local
Government Series (SLGS) security for the full price of tgdcaltural easement value
negotiated by MALPP and the land owner;

] agricultural land owner receives tax-free interest paymeonts the SLGS for the term of the
SLGS; and
U agricultural land owner receives a balloon payment at the end &LBS term for the full

value of the agricultural easement.

However, the self-funded installment purchase agreement doev@@ge existing resources
because the entire agricultural easement purchase is mimdebatginning of the term of the SLGS.
An alternative financing mechanism is called a leveragethliment purchase agreement. The
leveraged installment purchase agreement is structured as follows:

° MARBIDCO purchases another U.S. Treasury financial instrumeletdcalzero coupon bond
for a discounted amount;

] agricultural land owner receives tax-free interest paymenthéoterm of the agreement with
MARBIDCO from the annual appropriation of agricultural or propergngfer tax (this
amount is intended to match the interest on a SLGS); and

] agricultural land owner receives a balloon payment at the end of the term ofeemeanqt.

Difference Between Self-funded and Leveraged Insfiatent Purchase
Agreements

The difference between the self-funded and the leveraged instalpuechase agreement is
the source of revenue for the payment of the tax-free intevestet landowner. The leveraged
installment purchase agreement tax-free interest is paid fronteat&tasource — the revenue from the
agricultural and property transfer taxes — and therefore, thesuresas office has noted that the
leveraged installment purchase agreement is subject to thead firgéation of State tax-supported
debt obligations. In contrast, the self-funded installment purcltaseraent tax-free interest is paid
from the SLGS, which already has been purchased by the Stat¢harefore, is no longer an
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obligation of the State. As a result of this difference, therbgyed installment purchase agreement
has been determined to be constrained by the 15-year limitation of Statgppaxted debt.

However, the advantage of the leveraged installment purchasenagitas its use of the zero
coupon bond, which allows for the purchase of a greater amount of agat@asements in the
short-term than is allowed by the self-funded installment puechgseement. The disadvantage of
the leveraged installment purchase agreement is that the onigoiigee interest payments to
landowners reduce the amount of agricultural easement purchases that may betheafigre.

Regardless, neither the leveraged nor the self-funded versions ofsthbment purchase
agreement appear to be financially attractive in the short térsnmentioned before, the leveraged
version is limited to a 15-year period of tax-free integstments, which increases the cost of the
zero coupon bond purchase and reduces the funding leveraged by the instriimersielf-funded
version has had limited success in fiscal 2009 with only 2 out of 7&easeffers tentatively being
structured as self-funded installment purchase agreements, perhafus theecurrent low interest
rates on SLGS and thus low tax-free interest payments.

Revenue Bond Issuance

In the event that installment purchase agreements are not viabtée short-term,
MARBIDCO has proposed a third option for the $4.0 million fiscal 2010 aho®a This option
involves MARBIDCO issuing $40.0 million in 15-year revenue bonds securittd either future
agricultural or property tax revenue dedicated to the Installiferdthase Agreement program. In
essence, this option would follow the strategy behind the leveraged instgbuneindse agreement of
buying more agricultural easements now and fewer in the futuilee the leveraged installment
purchase agreement, the issuing of 15-year revenue bonds securedStdate tax revenue source
would require a commitment of resources into the future that would fistal flexibility.
Legislation would be required for MARBIDCO to use the $4.0 milliontdihment Purchase
Agreements funding for a revenue bond issuance.

Traditional Agricultural Easement Purchases
A final option is for the $4.0 million fiscal 2010 allowance to bediso buy traditional

agricultural easements, as allowed for in Chapter 610 of 2008. Unslaption, the $4.0 million
essentially would be returned to MALPP.

Next Generation Farmland Acquisition Program

The Next Generation Farmland Acquisition Program receives ama#bn from the
agricultural transfer tax. The fiscal 2010 allowance includes $0.4 million for tigeapno
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The intent of the Next Generation Farmland Acquisition Prograto reduce the purchase
price of agricultural land for young farmers interested in ogtieir own land. MARBIDCO would
give 70% of the development value of agricultural land to be purchmsad eligible farmer to the
farmer. In exchange, the farmer would commit to sell an @gri@l easement on the land to an
outside land conservation organization or MALPP within the next treaesyat which time one of
the following would occur:

] agricultural land owner sells the agricultural easement — MBRB receives a payback of
its original payment to the land owner and the land owner retaénditference between the
MARBIDCO payment and the agricultural easement sale price; or

J agricultural land owner does not sell the agricultural easemenfARBENMDCO receives the
agricultural easement on the property and transfers it to MALPP.

MARBIDCO notes that there would be restrictions on the salkeeotdnservation easement to
MALPP so that the State does not pay the land owner twice fofert,ehe same benefit. However,
MARBIDCO notes that there is insufficient funding for the pusghaf Next Generation Farmland
Acquisition Program agricultural easements in fiscal 2010. ToereMARBIDCO intends to retain
the fiscal 2010 funds until sufficient funding is available to fund th&t N&eneration Farmland
Acquisition Program purchases.

The Department of Legislative Services (DLS) recommendshat MARBIDCO and
MALPP be prepared to comment on the likelihood of the varioa scenarios for the use of
Installment Purchase Agreement program funding in fiscal 2010.
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Maryland Agricultural Land Preservation Program (Statewide)

PAYGO SF $23,585,000 Recommendation:  Approve
PAYGO FF $2,000,000

Program Description: The General Assembly created the Maryland Agricultural Laedd?vation

Program (MALPP) to preserve productive agricultural land and woodldmch provides for the
continued production of food and fiber; limit the extent of urban developmeiat; paotect

agricultural land and woodland as open space. The Maryland Agricultarad Preservation
Foundation (MALPF), with the assistance and cooperation of landownerl@idgovernments,
purchases development rights easements as a means of prodgcimdtural land and woodland
production activities. Participation in MALPP is voluntary on the part of landowners.

As of July 1, 2007, agricultural districts are no longer requiogolatticipate in the easement
application process for MALPF, per Chapter 650 of 2007, and MALPF ishiexhfrom accepting a
district petition for any purpose after June 30, 2008. However, thsinovhich an easement has
been transferred to MALPF and districts established by a y@unat a landowner for the purpose of
providing a property tax credit to the landowner will remain in force and may natnhiedéed.

MALPF qualifications include the requirement that parcelstdeast 50 contiguous acres in
active agricultural use with at least 5@¥tthe total soils on the land classified as U.S. Department of
Agriculture soil capability Class I, Il, Ill, or woodland group onetwo. Landowners also agree to
maintain the land in agricultural use for a minimum of five geamnd not subdivide the land for
residential, commercial, or industrial use.

An owner of land that is at least 50 acres in size andefgtilevoted to agriculture use who is
interested in selling an easement to MALPF is required léo d@n application with the county
governing body. The county governing body refers the applicationcodng@anying materials both
to the agricultural preservation advisory board and to the county plaanthgoning body. Within
60 days after the referral of the application, the agriculturalegpvation advisory board is required to
advise the county governing body as to whether the land in the proposeteiaseets MALPF
qualifications and to make a recommendation on whether the easement should be purchased.

If either the agricultural preservation advisory board or thenntg and zoning body
recommend approval, the county governing body is required to hold a publinghea the proposed
easement. Within 120 days after the receipt of the applicationpthrgy governing body is required
to render a decision as to whether the application will be recommended toRVi&lL&oproval.

The maximum price MALPF may pay for an easement is the lameitsvasking price or the
easement value, whichever is lower. The easement value is determindxdrbgtsg the agricultural
value from the appraised fair market value of the property.e @me development rights have been
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sold, the property is perpetually protected from further development, withrcaghts available only
to the owners who originally sold the easement.

Chapter 610 of 2008 stated the General Assembly’s intent that cieatiencouraged to
establish Priority Preservation Areas for agricultural lamdgmvation and that new funds provided to
the Maryland Agricultural Land Preservation Foundation for preservaasement acquisitions be
used only in Priority Preservation Areas after July 1, 2010.

Prior Authorization and Capital Improvement Program

Authorization Request
($ in Millions)

2008 2009 2010 2011 2012 2013 2014
Fund Source Approp. Approp. | Allowance | Estimate | Estimate | Estimate | Estimate

PAYGO SF $67.962 $35.705 $23.585| $23.200| $33.350 $34.800 $35.900
PAYGO FF 2.000 10.000 2.000 2.000 2.000 2.000 2.000
Total $69.962|  $45.705 $25.585| $25.200| $35.350 $36.800 $37.900

The Administration’s total proposed fiscal 201@ding for MALPP is $25.585 million and is
comprised of $23.585 miillion in special funds a@ddmillion in federal funds. The MALPP allowance
includes a significant decrease in federal funds tiuthe expectation that the federal government
easement restrictions will continue to inhibit tree of federal funding held in reserve from priearng.
The Department of Legislative Services recommends that M®comment on the status of using
federal funding for easement purchases.

The PAYGO special fund allowance includes $13.0ionilin property transfer tax revenue,
$2.0 million in estimated agricultural land trangtet revenues, and $14.0 million in matching fundsifro
local jurisdictions. Since $1.8 million of the@llance is obligated for operating expenses, $200®0
indirect expenses, and $4.0 million for the Margla&gricultural Resource-Based Industry Development
Corporation’s new Installment Purchase Agreemerdgram, the MALPP special fund allowance for
easement acquisitions is $17.6 million. In additi®DA notes that local jurisdiction participatiomay
decrease depending on the actions taken with &dah the 2009 session. As showrExhibit 1, the
property transfer tax funding for fiscal 2010 is.@Billion, or 26.1%, lower than the fiscal 2009
appropriation primarily due to a substantial deseeim estimated property transfer tax revenue and a
underattainment of revenues for fiscal 2008, whithuces the allocation of funding in fiscal 2010.

Based on an average cost of $5,000 per acre (damm $6,500 per acre in fiscal 2009), the
overall fiscal 2010 allowance would allow MALPFaoquire easements on approximately 5,100 acres.
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Exhibit 1
Property Transfer Tax Revenue Dedicated to MALPP
Fiscal 2001-2010
($ in Millions)
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MALPP: Maryland Agricultural Land Preservation Bram

Source: Governor’'s Budget Books, Fiscal 2006-2010

The impact of lower transfer tax revenue on the amount of agmalliand preserved is
partially mitigated by a recent trailing off in conservation easemecgs.
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Maryland Agricultural Land Preservation Fund Data

Fund History

FY 2008 Actual FY 2009 Estimated FY 2010 Estimate
Beginning Balance $0 $0 $0
Revenue
Transfer Tax $42,977,845 $16,704,604 $12,999,780
Agricultural Transfer Tax 2,951,773 7,059,066 2,033,220
County Participation 22,019,345 14,000,000 14,000,000
Federal Grant 654,905 10,000,000 2,000,000
Other Income 33,088 0 60,000
Total Revenue $68,636,951 $47,763,670 $31,093,000
Total Available $68,636,951 $47,763,670 $31,093,000
Encumbrances
Foundation Commitments* $66,404,7(12 $45,504,604 $25,059,780
Operating Expenses 2,032,239 2,059,066 1,833,220
Indirect Expenses 200,000 200,000 200,000
Grant to the Tri-County Council 0 0 0
Transfer to MARBIDCO 0 0 4,000,000
Total Encumbrances $68,636,951 $47,763,670 $31,093,000
Ending Balance $0 $0 $0

Note: The Maryland Department of Agriculture r@dsdownward the fiscal 2010 amount anticipated fritma
agricultural transfer tax (originally $2,625,000nda consequently revised downward the amount of datian
commitments (originally $25,585,000) and operatexpenses (originally $1,900,000).
agricultural transfer tax is based on the origiappropriation and is unlikely to be realized. Therent fiscal 2009

revenue estimate is $2.0 million.

Analysis of the FY 2010 Maryland Executive Budget, 2009

10

The fiscal 2@imated



LOOA1111 — Department of Agriculture — PAYGO

Program Analysis and Performance

Exhibit 2 illustrates the average per acre acquisition cost incredge 843, or 247%, and per
acre easement value increase of $6,778, or 250%, between fiscal 2002 and L2D@®wners
discount their property value in order to receive funding; thezefacquisition cost (what MALPF
pays) is below the easement value (what MALPF could pay).

Exhibit 2

Per Acre Easement Value and Acquisition Costs
Fiscal 2002-2010
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Source: Maryland Department of Agriculture
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Exhibit 3 compares the agricultural land preserved and the amount of landrtednte
non-agricultural uses in each fiscal year. The period betwesl 1i983 and 1993 shows that more
land was converted than preserved. Since then, land preserved hag egugled land converted in
all but the period between fiscal 2003 and 2006.

Exhibit 3

Converted Farmland vs. Preserved Farmland
Fiscal 1981-2008
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MALPP continues to increase the total agricultural acres undéeqgiive easements. As
shown in Exhibit 4, the rate of increase in total MALPP easement acreagxpected to slow
between fiscal 2007 and 2010. While adding to total acreage preséwehnual rate of growth is
declining, which reflects reduced funding.

Exhibit 4

Total Acres of MALPP Easements
Fiscal 2003-2010

300,000

0 280,000 /
g 260,000 /
8 240,000
S —
220,000
200,000

2003 2004 2005 2006 2007 2008 20092010
Est. Est.

Fiscal Years
MALPP: Maryland Agricultural Land Preservation Bram

Note: Includes easements under the Maryland Adgui@l Land Preservation Foundation and the nowuwlef
GreenPrint Program.

Source: Governor’'s Budget Books, Fiscal 2006-2010

The Office of Legislative Audits released an audit report on MRlon September 2008 for
the fiscal year ending June 30, 200Exhibit 5 shows a summary of the audit findings and
recommendations.
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Exhibit 5
MALPF Audit Findings and Recommendations

Findings Recommendations
(1) Lack of a comprehensive listing of all (1) Maintain a comprehensive database of all
easement acquisitions. easement acquisitions; report this information

accurately in annual reports; and reconcile to the
State’s records.

(2) Inadequate controls over easement (2) Have an independent employee review critical
acquisitions and county billings for easement calculations and establish procedures to ensure
costs. proper invoicing of counties for easements.

(3) Improper certification of county programs  (3) Again recommend that MALPF establish a
resulting in certain counties improperly procedure for timely monitoring of county
retaining transfer taxes. certification status and that tax remittances are

consistent with certification status.

(4) Did not ensure that counties properly used (4) Establish a procedure to monitor the use of
their share of transfer taxes or remitted unused transfer taxes in accordance with State law and the
funds to the State as required. remission of amounts due to the State.

(5) Lack of performance of required easement (5) Take appropriate action to ensure easement

inspections. inspections are performed and that appropriate
follow-up actions are taken when counties fail to
provide the inspections as required.

MALPF: Maryland Agricultural Land Preservation Falation
*Bold denotes item repeated in full or part frone@eding audit report.

Source: Office of Legislative Audits
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Recommended Actions

1. Concur with Governor’s allowance.
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Tobacco Transition Program (Statewide)

PAYGO SF $5,335,000 Recommendation:  Approve
GO Bond $5,000,000

Program Description: In 1999, the General Assembly created the Cigarette Restitutiosh (CRF).
Part of this fund is to be earmarked to end tobacco growing myldal. Under the legislation, the
CRF is to fund the implementation of the Southern Maryland Regi®mategy Action Plan for
Agriculture adopted by the Tri-County Council (TCC) for Southern Mexylwith an emphasis on
alternative crop uses for agricultural land now used for growing ¢obaEunds are appropriated to
the Maryland Department of Agriculture, which then issues granfBCC. TCC is a nonprofit,
guasi-governmental body that works with the Southern Maryland AgmalltDevelopment
Commission to develop programs to stabilize the region’s agriatleronomy as Maryland
growers’ transition away from tobacco production.

TCC's Strategy Action Plan has three main components: the hbagout (first priority),
agricultural land preservation (second priority), and infrastratagricultural development (third

priority).

° The tobacco buyout component is a voluntary program that provides fufassiapport all
eligible Maryland tobacco growers who choose to give up tobacco prodimtener while
remaining in agricultural production; and (b) restrict the land ftobacco production for
10 years should the land transfer to new ownership. A total of @erfs and 7.65 million
pounds of tobacco are enrolled in the program and out of production.

] The agricultural land preservation component seeks to provide an indenigacco farmers
to place land in agricultural preservation, enhance participatioexisting preservation
programs, and assist in the acquisition of land for farmers’ marHdte 10-year agricultural
land preservation goal established in 2001 is to protect 35,000 acres.

° The infrastructure/agricultural development program seeks to fqmtfitable natural
resource-based economic development for Southern Maryland by helpmegydaand related
businesses to diversify and develop and/or expand market-driven agricetitegrises in
the region through economic development and education.
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Prior Authorization and Capital Improvement Program

Authorization Request
($ in Millions)

2008 2009 2010 2011 2012 2013 2014
Fund Source Approp. Approp. | Allowance | Estimate | Estimate | Estimate | Estimate

PAYGO SF $6.33C $6.030 $5.335 $3.900 $3.550 $3.500 $3.200
GO Bonds 3.00( 3.000 5.000 0.000 0.000 0.000 0.000
Total $9.330 $9.030 $10.335 $3.900 $3.550 $3.500 $3.200

The fiscal 2010 allowance includes a total of $12.039 million in operatnd capital funds
for the Tobacco Transition Program. The allowance reflestsl lRinding with the fiscal 2009
working appropriation, which in turn reflects a $1.5 million write-dowl€BfF special funds as part
of the October 15, 2008 Board of Public Works (BPW) cost containméohsic TCC decided to
take the reductions in infrastructure grants in the operating b(®ty@tmillion) and agricultural land
preservation in the PAYGO budget ($0.3 million). For the fiscal 2dlvance, TCC decided to
allocate the ongoing $1.5 million reduction as follows: $1.48 milliorgtaaltural land preservation
in the PAYGO budget and $20,000 to administrative expenses in the opebatiget. The
Department of Legislative Services recommends that TCC sltuss the rationale used for
determining how it allocated BPW reductions and the ongoing reduction in the fiscal 2010
allowance.

Funds in the fiscal 2010 allowance are spread among three diféesad of the Maryland
Department of Agriculture:

L $1,704,000 in CRF special funds in the operating budget for administratpensos
($460,000) and non-capital grants for infrastructure/agricultural develuprprograms
($1,704,000);

° $5,335,000 in CRF special funds in the PAYGO budget for the tobacco buyouarmprogr
($2,650,000) and agricultural land preservation ($2,685,000); and

° $5,000,000 in general obligation bonds in the capital budget for the tobacco buyout.
This allocation assumes that a total of $7,650,000 will be dedicated to buyout payments.

Authorization of general obligation bonds for the Tobacco Transition Rrodpegan in
fiscal 2004 and will end with the $5.0 million authorization in fiscal 201Buyout payments
decrease by over $5.0 million in fiscal 2011. The 208gital Improvement Program (CIP) reflects
the beginning of the planned bond repayment of $3,323,000 in fiscal 2011. Insteadiwhg the
CRF special funds and then immediately paying them back, TG®sa fund appropriation is
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reduced to reflect the repayment. However, the amount of specdd planned in the 2009 CIP for
fiscal 2011 through 2013 increases relative to the 2008 CIP. The fivggeming horizon in the
2009 CIP reflects $150,000 more special funds in fiscal 2011 ($3.9 million); $50,068€ im
fiscal 2012 ($3.55 million), and $150,000 more in fiscal 2013 ($3.5 million).

House Bill 102/Senate Bill 167 (the capital budget) include languageBack of the Bill
section that makes a technical correction to the debt limingedlbove which Tobacco Transition
Program bonds will not be issued. This change is not anticipat@sptct the Tobacco Transition
Program because fiscal 2010 is the last year of bonds planned.
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Tobacco Transition Program Fund Data

Fund History

FY 2008 Actual FY 2009 Estimated FY 2010 Estimate

Beginning Balance $0 $0 $0
Revenue

CRF Funds $8,308,000 $7,039,000 $7,039,000

GO Bonds 3,000,000 3,000,000 5,000,000

MALPF Grant 0 0 0
Total Revenue $11,308,000 $10,039,000 $12,039,000
Total Available $11,308,000 $10,039,000 $12,039,000
Encumbrances

Buyout Program $7,649,586 $7,650,000 $7,650,000

Ag. Land Preservation Program 2,520,680 1,380,000 2,685,000

Infrastructure Grants 729,965 569,000 1,244,000

Operating Expenses 407,769 440,000 460,000
Total Encumbrances $11,308,000 $10,039,000 $12,039,000
Ending Balance $0 $0 $0

Note: The Tri-County Council transferred $840,68@nobligated infrastructure funds to agricultuiedd preservation

in fiscal 2008.
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Program Analysis and Performance

The performance data associated with TCC's efforts to helpefar transition to other
agricultural opportunities suggest a performance plateau for fautmeeefiting from farmers’ market
promotion enhancement and a substantial improvement in agri-businesses enhanopédftlevel

As shown inExhibit 6, the number of agri-businesses benefiting from TCC’s marketing
efforts increased by 223 between fiscal 2007 and 2008. However,rttienof farmers benefiting
from farmers’ market promotions only increased by 10 between #8€& and 2008. While not as
substantial an increase as between fiscal 2007 and 2008, the numberi-blisegsses
enhanced/developed is expected to increase by 66 between fiscal @0@B and fiscal 2010
estimated while the number of farmers benefiting from farrmasket promotion and enhancement
is expected to increase by 15 in the same time period.

Exhibit 6

Tobacco Transition Program Performance Measurements
Fiscal 2005-2010
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Actual Actual Actual Actual Actual Actual Est. Est.
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O Farmers Benefiting from Farmers’ Market PromotiathBncement

B Agri-businesses Enhanced/Developed

Source: Governor’'s Budget Books, Fiscal 2006-2010
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Recommended Actions

1. Concur with Governor’s allowance.
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Maryland Agricultural and Resource-Based Industry Developmen

Corporation — Installment Purchase Agreements Program
(Statewide)
PAYGO SF $4,000,000 Recommendation:  Approve

Program Description: The General Assembly created the Maryland Agricultural and
Resource-Based Industry Development Corporation (MARBIDCO) as acpaobiporation and
instrumentality of the State. Its various purposes include (1) pngvaisistance to support, create,
and sustain agricultural businesses; (2) providing financing and etésstance for product
development, start-up and growth of growing and processing operatmals,technological
enhancements that benefit the environment and water qualityc{®afang and supporting access to
high-quality technical resources for agricultural entrepreneand; (4) helping to make affordable
capital and credit assistance available to various segment® @fgticultural industry, from small
farm land and equipment acquisition to processing and manufacturing operations.

Chapter 610 of 2008 added a 25% surcharge to the agricultural tremsi@nd altered the
distribution of agricultural land transfer tax revenues. Under Ch&pt of 2008, MARBIDCO is
guaranteed to receive $4.0 million in either agricultural trartsferevenues (if available) or some
combination of agricultural transfer tax and transfer tax revenidié® funding is to be used for a
program facilitating preservation easement acquisition throughusee of installment purchase
agreements for easement purchases that have been approved bgrytend/Agricultural Land
Preservation Foundation. In addition, MARBIDCO is authorized to use 894 of the money
received for administrative costs.

Installment purchase agreements are financial mechanismprtivede a stream of tax-free
interest payments over a number of years with a balloon easgragment at the end. The
agreements come in two forms indistinguishable by the landownarthudifferent policy trade-offs
for the State as follows:

° self-funded installment purchase agreement — a U.S. Treasimyessted for the full amount
of the agricultural easement at settlement, which provides bothtdgrest payments and the
final balloon payment; this option requires no further financial comamt from the State,
but it also does not leverage State funding;

° leveraged installment purchase agreement — a second type ofreaSufly is invested at a
steep discount for the final balloon payment, and interest pay@entsade out of the annual
agricultural transfer tax or transfer tax appropriations; thisoopinaintains the State’s
financial commitment for the interest payments but allowsdeeraging of State funding for
more easement purchases in the short-term.

MARBIDCO and MALPP are evaluating the installment purchaseesgent program and are
considering legislation alternative financing mechanisms.
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Prior Authorization and Capital Improvement Program

Authorization Request
($ in Millions)

2008 2009 2010 2011 2012 2013 2014
Fund Source Approp. Approp. | Allowance | Estimate | Estimate | Estimate | Estimate

PAYGO SF $0.000 $0.000 $4.000 $0.000 $0.000 $0.000 $0.000

Total $0.000 $0.000 $4.000 $0.000 $0.000 $0.000 $0.000

The Administration’s proposed fiscal 2010 fundirmy the MARBIDCO Installment Purchase
Agreements program is $4.0 million in special fut@®sferred from the Maryland Agricultural Land
Preservation Program’s portion of the transfer @kthis $4.0 million, MARBIDCO is allowed to usg
to 3%, or $120,000, for operating costs associafttdthe program. However, MARBIDCO estimates
that it will use no more than $30,000 for operatingts. Chapter 610 of 2008 requires that thergnog
receive $4.0 million from the agricultural transfax and the remainder from the Maryland Agricuatur
Land Preservation Program’s share of the transfer tTherefore, the program is assumed to have a
relatively stable source of funding.

For fiscal 2009, only two installment purchase agreement offerseang considered. MDA
is waiting to see whether the offers require MARBIDCO finagdoefore funding is transferred to
MARBIDCO.

Program Analysis and Performance

MARBIDCO estimates that it will implement two installmeptirchases for 250 acres in
fiscal 2009 and six installment purchases for 775 acres in fiscal 2010.
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Recommended Actions

1. Concur with Governor’s allowance.
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Maryland Agricultural and Resource-Based Industry Developmen
Corporation — Next Generation Farmland Acquisition Program
(Statewide)

PAYGO SF $400,000 Recommendation:  Approve

Program Description: The General Assembly created the Maryland Agricultural and
Resource-Based Industry Development Corporation (MARBIDCO) as acpaobiporation and
instrumentality of the State. Its various purposes include (1) pngvaisistance to support, create,
and sustain agricultural businesses; (2) providing financing and etésstance for product
development, start-up and growth of growing and processing operatmals,technological
enhancements that benefit the environment and water qualityc{®afang and supporting access to
high-quality technical resources for agricultural entrepreneand;(4) helping to make affordable
capital and credit assistance available to various segment® @fgticultural industry, from small
farm land and equipment acquisition to processing and manufacturing operations.

Chapter 610 of 2008 added a 25.0% surcharge to the agricultural traxséerd altered the
distribution of agricultural land transfer tax revenues. Under Ché&pte of 2008, MARBIDCO is
authorized to receive 37.5% of the agricultural land transfer tax 200,000 is allocated to the
Woodland Incentive Fund, and $2.5 million is allocated to the Marylandcélgrial Land
Preservation Fund. The funding is to be used for a Next GeneFatrorland Acquisition Program.
In addition, MARBIDCO is authorized to use up to 3.0% of the moneyvextdor administrative
costs.

The Next Generation Farmland Acquisition Program will provide fundogal to 70% of the
development rights on agricultural land so that young or beginnimgefarcan afford the land
purchase. In exchange, the State will hold a right to claingacu#tural easement on the land if the
agricultural easement is not sold to another buyer within thrass.ydf the agricultural easement is
sold to another buyer (including other State programs such as thdaih Agricultural Land
Preservation Program or the Rural Legacy Program), then MBR8Iwill receive a payback equal
to its original investment from a portion of the easement sale price recgivied tarmer.
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Prior Authorization and Capital Improvement Program

Authorization Request
($ in Millions)

2008 2009 2010 2011 2012 2013 2014
Fund Source Approp. Approp. | Allowance | Estimate | Estimate | Estimate | Estimate

PAYGO SF $0.000 $0.000 $0.400 $0.000 $0.000 $0.000 $0.000

Total $0.000 $0.000 $0.400 $0.000 $0.000 $0.000 $0.000

The Administration’s total proposed fiscal 2010duny for the MARBIDCO Next Generation
Farmland Acquisition Program is $0.4 million spédiands from the agricultural transfer tax. Ofsthi
$0.4 million, MARBIDCO is allowed to use up to 3%#,$12,000, for operating costs associated with the
program. Chapter 610 of 2008 requires an allocdtio the program from the agricultural land transf
tax; however, the agricultural land transfer taseguired to be allocated to the Woodland Incerfinied
($200,000) and the Maryland Agricultural Land Preatton Program ($2.5 million) first. However,
MDA has $0.4 million in the allowance for the pragr as allowed under the MALPF statute.
Insufficient funding is anticipated to be availalfite the program in fiscal 2009 due to the decrase
agricultural transfer tax revenue estimate.

Program Analysis and Performance

MARBIDCO estimates that it will assist one young or begigrfiarmer in fiscal 2010 which
will preserve 80 acres. Insufficient funding is available to gil®any land purchase assistance in
fiscal 2009.
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Recommended Actions

1. Concur with Governor’s allowance.
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