


General Fund Balance
June 30, 2020

General Fund Balance, June 30, 2019 $ 974,188,580

2020 Estimated Revenues (Bd. of Revenue Estimates -March, 2020) 18,721,180,859
Adjustments to revenue (see detail) 15,151,265
Reimbursement from reserves for Tax Credits 27,607,094
Other adjustments to revenue:

Transfer from Revenue Stabilization Account 158,000,000

Deduct:

2020 General Fund Appropriations:
Appropriated by the 2019 General Assembly 19,418,808,286
Deficiency Appropriations 239,359,112
Legislative Reductions (see detail) (6,394,640)
Specific Reversions (see detail) (66,492,745)
Estimated Agency Reversions (35,000,000)

Net appropriations (19,550,280,013)

Estimated 2020 General Fund Balance 345,847,785

Add:
Excess of actual revenues over (under) estimates (102,226,648)
Excess of actual transfers over (under) estimates (2,912,986)

(105,139,634)

Add:
Board of Public Works Reductions May 2020 120,661,000
Excess of Actual Reversions Over Estimates 342,103,971
462,764,971
Total General Fund Balance 703,473,122
Deduct:
General Fund Balance Reserved for 2021 Operations 345,847,785
Minus 2021 Estimated Surplus (228,163,145)
117,684,640
2020 Unassigned General Fund Balance $ 585,788,482
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EXHIBIT A

GENERAL FUND BUDGET SUMMARY
Detail - Fiscal Year 2020

Adjustments to Revenues - Other

Maryland Health Exchange $ 3,000,000
MDH Disproportionate Hospital Share 9,109,143
MDH Audited Claims 3,000,000
Ch. 605 of 2020 - Public Safety - 9-1-1 Fees 42,122

$ 15,151,265

Specific Reversions
FY 2020 Restricted Funding

GOCPYVS - Baltimore City Crime Prevention Initiative $ (3,678,339)
Comptroller - Cash Campaign of Maryland (200,000)
Comptroller - Private Letter Ruling Process (255,946)
MDH - Tuberculosis Grants (100,000)
MDH - Bed Registry (100,000)
MDH - Non-Opioid Pain Management (750,000)
MDH - Childhood Neurodevelopmental Disorders (1,800,000)
MDH - Hepatitis C Funding (1,300,000)
MDH - Prescription Drug Board (750,000)
MDH - MCO Report (1,000,000)
DHS - Two Gen. Grant (950,000)
Labor - EARN Opportunity Zones (2,500,000)
DPSCS - Staffing Study (500,000)
DPSCS - Correctional Officer Salary Enhancement (7,000,000)
MHEC - Promise Plus (2,119,250)
MHEC - Promise Program IT Upgrades (125,000)
DHCD - SEED Community Development Anchor Institution Fund (2,500,000)
DHCD - Baltimore Regional Neighborhood Initiative (175,000)
Commerce - MEDAAF (1,250,000)
TEDCO - Technology Transfer (250,000)
TEDCO - Opportunity Zones (13,980,000)
MDE - Hazardous Waste (200,000)
Reserve Fund - Sunny Day (460,000)
DBM - Excess FY 20 COLA Funding (12,543,998)
MSDE - TIF Funding (2,514,340)
MSDE - Longitudinal Data Center Contract (500,000)
Library Agency - Montgomery County Retirement (787,872)
MHEC - Community College Optional Retirement (328,000)
MHEC - Community College Promise Scholarship (7,875,000)

$  (66,492,745)

Legislative Reductions

GOCPYVS - Children and Parent Resource Group $ (156,500)
DolT- Automated Election Management System (234,387)
Agriculture - Dairy Margin Coverage Program Subsidy (216,253)
MDH - BHA Administrative Services Organization (ASO) contract savings (287,500)
DPSCS - Salary Savings (2,500,000)
MHEC - Maryland Community College Promise Scholarship (3,000,000)

$ (6,394,640)




Beginning Balance - July 1, 2019

Investment Earnings

Replenishments

Distributions/Transfers

Ending Balance - June 30, 2020

Source:

(a) Budget Amendment #042-20 $20,000,000 transfer to MDH for Corona help was returned.

Revenue
Stabilization
Account
(Rainy Day)
A0101 (fund 0201)

STATE OF MARYLAND

State Reserve Fund
June 30, 2020
(In Dollars)

Dedicated
Purpose
Account

A0201 (fund 0202)

Economic
Development
Opportunity
(Sunny Day)
A0301 (fund 0203)

$ 876,494,528.57

14,911,702.67
285,836,013.00

(@)

$ 500.00

118,860,950.00

(75,000,000.00) (b)

$ 11,733,614.35

460,000.00

(5,000,000.00) (c)

Catastrophic
Event
Account
A0401 (fund 0204) Total
$ 2,479,921.43 $ 890,708,564.35

14,911,702.67

464,250.00 405,621,213.00

866,018.48 (d) (79,133,981.52)

$1,177,242,244.24

$ 43,861,450.00

$ 7,193,614.35

$ 3,810,189.91 $ 1,232,107,498.50

DAFRG110 & DAFRG400.

)
(a) Budget amendment #043-20 $137,000,000 transfer to Dept. of Commerce for Corona help was returned.
(b) Transfers to Transportation Trust Fund (BA0021-20).
)
)

(c) JTYO1TOO transfer to Dept of Commerce per DBM request.

(d) Transfers from DHCD
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. COMPTROLLER Peter Franchot
ﬁ}—. ﬁ MA RYLAN D Comptroller

Serving the People David Farkas
Acting Director
Bureau of Revenue Estimates

September 9, 2020
To: Honorable Peter Franchot
Honorable Nancy K. Kopp
Secretary David R. Brinkley

From:  David Farkas
Acting Director, Bureau of Revenue Estimates

Subject: Fiscal Year 2020 Revenues
General Fund (GF) revenues in Fiscal Year (FY) 2020 totaled $18.634 billion, an

increase of 2.4% over FY 2019, and 0.5%, or $102.2 million, below the estimate. Excluding
extraordinary revenue sources, revenues increased 1.3% from FY 2019.

Key Variances

($ in Millions)
Dollar $ Variance Percent % Variance
Item Variance Rank Variance Rank
Total General Fund -102.2 NA -0.5% NA
Sales and Use Tax -317.0 1 -6.4% 7
Personal Income Tax 111.5 2 1.1% 13
Insurance Premium Tax 442 3 12.6% 3

e Personal Income Tax (PIT)
o Revenue grew 4.2% and exceeded the estimate by 1.1%
o Income tax withholding growth slowed, but remained strong, despite job losses
o Much of the positive variance from estimate in non-withholding income tax was
due to income earned in 2019, which was unaffected by the COVID-19 pandemic
e Corporate Income Tax (CIT)
o Revenue grew 1.8% and exceeded the estimate by 4.0%
o Estimated payments slowed considerably in FY 2020 Q4, finishing the year
21.8% below FY 2019
o Final payments grew around 8.0%



e Sales and Use Tax (SUT)
o Revenue fell 3.7%, 6.4% below the estimate, reflecting delayed and forgone
consumption of taxable goods due to the COVID-19 pandemic
o Consumers shifted their reduced spending towards:
= untaxed goods considered essential
= remote, or online, sellers

Economic Conditions and Outlook

The global COVID-19 pandemic (the pandemic) and efforts to contain it are the key
economic factors in 2020. It is the worst global pandemic since the 1918 influenza pandemic and
is causing the worst global economic contraction since the Great Depression. The current
recession is different from other modern recessions in that it has been far more rapid in its onset
and has elements of both a negative supply shock and the typical negative demand shock.
Declines in employment and output that played out over a year in the Great Recession were
surpassed within a few months during the pandemic.

Compared to peak employment in February 2020, Maryland lost 338,300 jobs by April
(-13.9% of total) and is still down 232,100 jobs (-8.3%) as of the most recent data in July.
Continuing Unemployment Insurance (UI) claims rose from around 30,000 a week to a high of
255,313 in mid-May and remain elevated at 176,795 as of mid-August. Note that part of the
federal government response to the pandemic was to expand eligibility for UL Since its peak in
2019 Q4, US GDP fell 10.4% in nominal dollar terms. The table on the next page shows the
change in Maryland employment since February by industry.
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Change in Employment Since February by Industry - State of Maryland

a b a*b
Share of
Change since Total Growth

Industry Feb. Employment Factor

Total -8.3% 100% -8.30%
Accommodations & Food Senvices -24.2% 7.1% -1.73%
Health Care & Social Assistance -9.1% 13.6% -1.24%
Admin & Waste Senices -15.0% 5.9% -0.89%
Retail -6.5% 10.3% -0.67%
Arts, Entertainment, & Rec -40.2% 1.1% -0.45%
Professional & Technical Senices -4.6% 9.9% -0.45%
Other Senvices -9.2% 4.1% -0.38%
Transportation & Utilities -10.5% 3.6% -0.38%
Manufacturing -6.9% 4.1% -0.28%
Real Estate -13.0% 1.6% -0.21%
Wholesale -6.4% 3.2% -0.20%
Education -5.8% 3.3% -0.19%
Info -16.2% 1.1% -0.18%
State Gov -3.2% 4.1% -0.13%
Local Gov -1.3% 9.5% -0.13%
Construction -1.8% 6.7% -0.12%
Mgmt of Companies -9.4% 1.0% -0.10%
Finance 1.2% 3.8% 0.05%
Federal Gov 1.0% 5.8% 0.06%

Source: US Bureau of Labor Statistics; MD Bureau of Revenue Estimates

In these conditions, the State’s GF revenue growth only slowed to 2.4% from FY 2019.
Revenue came in $102.2 million (-0.5%) below the most recent official estimate (the March
estimate adjusted for acts of the legislature). For that estimate, the Board of Revenue Estimates
(the Board) adopted a forecast that explicitly did not consider the impact of the novel
coronavirus, given a lack of information and certainty. That this estimate proved to be so
accurate while not considering the pandemic is remarkable. Later guidance produced in May by
the Bureau, in consultation with the Revenue Monitoring Committee, attempted to incorporate
expectations of the pandemic and proved to be too conservative. The upper bound of the range
provided in FY 2020 was $924.8 million below the official estimate.

There are several possible factors that contributed to earned income and consumption,
and therefore tax revenue, holding up well despite conditions. The economic policy response
from the federal government has been large, quick, and consistent with macroeconomic
consensus. In a crisis, people increase their stocks of many goods, especially money. The Federal



Reserve has taken considerable actions to address the negative demand shock by supporting the
circulation of cash and spending. The Federal Reserve also increased direct lending to banks and
businesses in order to forestall a financial crisis.

Fiscal stimulus programs included: expanded UI benefits, which are taxable through
income tax withholding; direct payments to individuals; and business lending including
forgivable loans. These policies contributed to increase total Personal Income (PI), a key
measure of individual income, in Maryland by an estimated 8.8% year-over-year in 2020 Q2.
The increase in PI was driven by an 83.0% increase in transfers, or government programs that
distribute income to or spend on behalf of individuals, to $102.7 billion in 2020 Q2.

Other explanations are more mundane and relate to the timing of the FY and revenue
realizations. Final income tax payments of individuals and businesses due at the end of FY 2020
were based on income earned in CY 2019, which was unaffected by the pandemic. Because the
State’s FY ends in June, only the last quarter of FY 2020 was significantly impacted by the
pandemic. It appears most of that impact was deferred payments rather than forgone revenue.

The economic outlook remains highly uncertain; it depends ultimately on the course of
the pandemic. Assuming a vaccine, the pace of recovery will depend on economic policy choices
— particularly those of the Federal Reserve. In general, the worse the pandemic gets, the worse
the economic situation will be and the longer the recovery. As consumers and investors, people
typically react conservatively to perceptions of increased risk, even if they cannot accurately
judge the underlying probabilities.

Personal Income Tax (PIT)

$10.699 billion was collected through the PIT in FY 2020, 1.1% above the estimate. This
corresponds to 4.2% growth from the prior FY. Income tax withholding growth remained strong,
finishing at 5.8% above FY 2019. Given current labor market conditions, the strength of
withholding is remarkable. Year-to-date growth did slow in FY 2020 Q4, from 7.1% in March,
but the extent which revenue continued to grow was unexpected in May. The explanation and
outlook for withholding growth remain uncertain at this point. Some possible explanations for
continued growth include emergency Unemployment Insurance (UI) program changes that
expanded coverage and average payments, and those benefits are taxable through withholding.
The federal government has expanded business lending through both fiscal and monetary policy.
A goal of the lending, some in the form of forgivable loans, was to help businesses maintain
payroll.

In the end, final payments maintained their FY 2019 levels, which is higher than
expected. Final payments saw significant deferred remittance as the filing date was delayed from
April to July, as displayed in the chart below. Aside from deferred payments, FY 20 final



payments were unaffected by the COVID-19 pandemic because Tax Year (TY) 2019 was
unaffected. Refunds finished close to expectations. There was some deferral of filing even for
those owed a refund, but not nearly as significant as with taxpayers who owed a final payment.
The performance of final payments and refunds suggests that shifts caused by the TCJA in FY
2019 have generally continued in line with expectations in FY 2020, particularly the increased
portion of taxpayers receiving the state standard deduction.

FY 2020 YTD PIT Final Payment Revenue Growth, 000s
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The revenue volatility cap, established by Chapters 4 & 550 of the 2017 Legislative
Session and amended by the 2018 Budget Reconciliation and Financing Act, came into effect in
FY 2020. According to the statute, if the GF closes with a deficit in revenue for the FY compared
to the estimate, the amount of non-withholding income tax revenue that exceeded the capped
estimate shall first be applied to close the gap in revenues for the FY. In FY 2020, non-
withholding income tax revenues exceeds the capped estimate by $141,026,302, and the deficit
in GF revenue is $243,252,950. The excess amount is insufficient to close the entire gap in
revenues; therefore, no excess non-withholding income tax revenue is distributed to either the
Revenue Stabilization Account (Rainy Day Fund) or the Fiscal Responsibility Fund for FY 2020.
The net effect of this is zero, as none of the excess non-withholding income tax revenue was
distributed from the GF.

What the revenue volatility cap did do is reduce the estimated amount of GF non-
withholding income tax revenue, and therefore the full GF revenue estimate. As far as estimated
and budgeted revenue is concerned, the capped estimate was effectively held aside to either



cover a shortfall from the estimated amount or be distributed to the relevant funds. As intended,
the revenue volatility cap did successfully reduce the variance of the estimate from final
revenues.

Corporate Income Tax (CIT)

$1.052 billion in GF revenue was collected through the CIT in FY 2020, 4.0% higher
than the estimate. This corresponds to 1.8% growth from the prior. Following significant growth
0f25.9% in FY 2019, due primarily to tax shifting incentives of the TCJA, growth was expected
to slow considerably. Even so, CIT revenue came in above the estimate. The over-attainment is
due to growth in final payments — based on TY 19 profits — of 8.0%. This rate of growth suggests
that the Bureau’s estimated impact of the TCJA on CIT revenue is conservative, controlling for
other factors. Estimated payments, a category of income tax payments for income that is not
withheld, largely kept pace with FY 2019 until FY 2020 Q4. Overall, estimated payments
declined 21.8% from FY 2019 levels. Taxpayers deferred payment of both final and estimated
payments. The chart below shows the cumulative YTD difference in revenue collections (total
revenue collected at a certain point in time) from FY 2019 to FY 2020.

FY 2020 YTD CIT Revenue Growth, 000s
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Sales and Use Tax (SUT)

$4.635 billion was collected by the SUT in FY 2020, 6.4% below the estimate. This
corresponds to a decline in revenue of 3.7% from FY 2019. The SUT is a tax on certain types of
consumption. In reaction to the COVID-19 pandemic and efforts to contain it, consumers
delayed, forwent, and shifted their consumption spending. It is difficult at this early stage to
estimate how much consumption was and is merely being delayed versus forgone. Retailers
responsible for collecting and remitting the SUT did take advantage of the opportunity to defer
payment, as displayed in the chart at the end of this section. Spending was also pulled forward
into late February and March as consumers reacted to changing expectations of the pandemic in
the US. Consumers shifted spending towards necessities such as unprepared food and away from
recreational or leisure activities. The SUT has exemptions for goods considered to be necessities
with the intended purpose of reducing the regressive nature of flat consumption taxes.

Furthermore, consumers shifted spending towards online retailers, many of whom are
considered remote sellers for tax purposes, with important impacts on fund distributions.
Following the Supreme Court’s decision in South Dakota v Wayfair, Inc., the Comptroller issued
regulations to collect sales tax from remote sellers who hadn’t met the prior definition of having
economic nexus with the State. Acts of the Legislature oblige certain third-party sellers, or
marketplace facilitators, to collect and remit tax on behalf of the remote sellers who use their
marketplace. Revenue from remote sellers was $80.0 million in FY 2019. In FY 2020, such
revenue totaled $331.4 million, with $100.0 million going to the GF and the remainder going to
the Blueprint Fund. Because remote seller revenue is expected to indefinitely exceed $100.0
million annually, growth in remote seller SUT revenue will not contribute to GF SUT revenue
growth going forward.
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FY 2020 YTD SUT Revenue Growth, 000s
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Note: Sales tax collections are remitted by sellers in the month following the month
of the sale. For example, February revenue is from sales occuring in January.

Insurance Premium Tax (IPT)

$395.9 million was collected by the IPT in FY 2020, 12.6% above the estimate. This
corresponds to growth of 18.1% since FY 2019. The IPT is a 2.0% rate on taxable insurance
premiums, administered by the Maryland Insurance Administration (MIA). As such, the Bureau
has limited IPT filer data. Recent efforts between MIA and the Bureau have increased data-
sharing, but it is too early to discern useful trends.

GF IPT revenue has displayed significant volatility over time, as shown on the table
below. In FY 2020, IPT accounted for the third largest variance from estimate in both dollar and
percentage terms. According to data provided by MIA, the GF portion of the IPT is paid by
around 900-1,000 distinct taxpayers, and non-GF portions are paid by around 15 distinct
taxpayers. The chart below displays the FY annual growth rates of IPT revenue since FY 2000.
The standard deviation of these growth rates is around 7.6 percentage points. As a result,
significant variances from estimate are expected to continue.
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Actual and Estimated General Fund Revenue

Fiscal Year 2020

Fiscal Year 2020

Fiscal Year 2019

Difference from Estimate

Growth FY 19-FY 20

Actual Estimated ' $ % Actual $ %
INCOME TAXES
Individual 10,698,874,684 10,587,326,518 111,548,167 1.1% 10,272,351,915 426,522,769 4.2%
Corporation 1,051,808,219 1,011,262,547 40,545,672 4.0% 1,033,109,278 18,698,941 1.8%
Total 11,750,682,903 11,598,589,064 152,093,839 1.3% 11,305,461,193 445,221,710 3.9%
SALES AND USE TAXES 4,634,873,635 4,951,863,180 (316,989,545) -6.4% 4,812,089,855 (177,216,221) -3.7%
STATE LOTTERY RECEIPTS 548,511,872 530,950,114 17,561,758 3.3% 552,375,064 (3,863,193) -0.7%
OTHER REVENUES
Business Franchise Taxes 211,258,765 246,174,118 (34,915,353) -14.2% 245,064,807 (33,806,042) -13.8%
Insurance Premium Tax 395,851,096 351,648,666 44,202,430 12.6% 335,168,061 60,683,035 18.1%
Estate and Inheritance Taxes 197,174,594 196,946,663 227,931 0.1% 180,439,693 16,734,901 9.3%
Tobacco Taxes 362,911,842 348,559,925 14,351,916 41% 356,696,875 6,214,966 1.7%
Alcoholic Beverages Excises 30,208,980 32,878,348 (2,669,368) -8.1% 32,534,251 (2,325,271) -7.1%
District Courts 47,675,980 58,537,470 (10,861,490) -18.6% 59,858,584 (12,182,605) -20.4%
Clerks of Court 29,296,097 31,753,652 (2,457,555) -7.7% 30,204,423 (908,326) -3.0%
Hospital Patient Recoveries 60,565,328 57,402,016 3,163,812 5.5% 64,296,997 (3,731,170) -5.8%
Interest on Investments 46,797,602 50,000,000 (3,202,398) -6.4% 50,239,933 (3,442,331) -6.9%
Miscellaneous 318,296,284 323,246,907 (4,950,623) -1.5% 374,609,065 (56,312,781) -15.0%
Total 1,700,037,067 1,697,147,765 2,889,301 0.2% 1,729,112,689 (29,075,622) -1.7%
TOTAL CURRENT REVENUES 18,634,105,476 18,778,550,124 (144,444,648) -0.8% 18,399,038,802 235,066,674 1.3%
Excellence in Education Fund 2 - - - #N/A (200,000,000) 200,000,000 -100.0%
Volatility Cap ° #NA * (42,218,000) - - #N/A
GRAND TOTAL 18,634,105,476 18,736,332,124 (102,226,648) -0.5% 18,199,038,802 435,066,674 2.4%

' The 2020 Legislative Session resulted in an additional $15.151 million in estimated revenues beyond the March 2020 official estimate; this table has been adjusted accordingly

2The 2018 BRFA diverted $200M from individual income tax revenues to the Commission on Innovation and Excellence in Education Fund

3 Established by Chapters 4 & 550 of the 2017 Legislative Session and amended by the 2018 BRFA, see detail on next page
*There is no “actual” result for the revenue volatility item. Rather, revenue volatility on this table simply limits the overall general fund estimate. For example, had we not had the volatility cap in place,

general fund revenues would have been down $144.4 million.

Bureau of Revenue Estimates, September 9, 2020



Revenue Volatility Cap Implementation

Fiscal Year 2020

Difference from

Actual Estimated Estimate
Non-Withholding IncoTn;i 4,815.834,485 4,657,622,691 158,211,794
State Share, % 62.4% 62.4%
State Share, $$ 3,003,316,457 2,904,508,155 98,808,302
Volatility Cap -42,218,000
Ngt Statg Share of Non- 3,003,316,457 2.862,290,155 141,026,302
Withholding Income Tax
Other GF Revenues 15,695,789,019 15,939,041,968 -243,252,950
Excess of Non-
Withholding Income Tax 141,026,302
Over Capped Estimate
Gap in Revenues -243,252,950
Final General Fund
Variance -102,226,648

Established by Chapters 4 & 550 of the 2017 Legislative Session and amended by the 2018 BRFA, the revenue volatility cap came into
effect in fiscal year 2020. According to the statute, if the general fund closes with a deficit in revenue for the fiscal year compared to the March
estimate, the amount of non-withholding income tax revenue that exceeded the capped estimate shall first be applied to close the gap in revenues
for the fiscal year.

In fiscal year 2020, non-withholding income tax revenues exceeds the capped estimate by $141,026,302, and the deficit in general fund
revenue is $243,252,950. The excess amount is insufficient to close the entire gap in revenues; therefore no excess non-withholding revenue is
distributed to either the Revenue Stabilization Account (Rainy Day Fund) or the Fiscal Responsibility Fund for fiscal year 2020.
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