Afg — Pay erts to Chvil Divisious of the State
Disparity Grants

Disparity grants address the difference in the abilities of counties to raise revenues from the
local income tax, which for most counties 12 one of their larger revenue sources. Counties with per
capita tncome tax revenues less than 75 0% of the statewide average receive grants, unless a county
has an income tax rate below 2.4% or did not receive grant funding in fiscal 2010 making it subject to
the cap restriction adopted at the 2009 session. This legislative change 15 discusszed further below.
Aid recetved by a county equals the lesser of the dollar amount necessary to raise the county’'s per
capita income tax revenues to 75 0% of the statewide average or the amount received from the State
in fiscal 20100 In fiscal 2011, Baltimmore City and seven counties (Allegany, Caroline, Dorchester,
Garrett, Prince George’s, Somerset, and Wicomico) qualify for grants.

The disparity grant program provides noncategorical State atd to low-wealth junsdictions for
county government purposes. The program reflects the State’ s policy to improve fiscal equity among
urisdictions by making less affluent junsdictions less dependent on their own tax base to fund public
SEFVICES.

Funding History

wtate funding targeted to the dispanty in local income tax capacity was authorized and
modified by the following legislation since its inception in 1991:

. Chapier 525 of 1991: This hill repealed the sales and use tax exemption for cigarettes and
dedicated the revenue to the stz urisdictions whose local income tax was below 67% of the
statewide average. Baltumore City and five counties (Allegany, Caroline, Dorchester, Garrett,

and Somerset) qualified for the grants which totaled $8.5 million in fiscal 1992,

L Chapier 2 of the First Special Session af 1992: The program was repealed and reenacted,
establishing a mandated annual grant to counties where per capita local thcome tax revenues
were less than 70% of the statewide average.

o Chapter 173 af 1996: This act enhanced the program to provide disparity grants to
qurizdictions where per capita local income tax revenues were less than 75% of the statewide
average, rather than 0%, It became effective in fiscal 1998, and the result of this change was
that "Washington and Wicomice counties became eligible to receive disparity grants. In
fiscal 2001, Prince George’s County became eligible for the program.

. Chapier 487 of 2009: The Budget Eeconciliaton and Financing Act of 2009 capped the
atn ount that any urisdiction may receive under the grant program to the amount recetved in
fiscal 2010, While this approach maintains the functionality of the formulas, it does serve to
constrain growth for counties that otherwise would have seen an increase in grant amounts as
well as prohibiting grants to any new junisdiction that qualifies for funding in fiscal 2011 or
keyond.
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A0 — Payments to Civil Divisions of the State

Funding in Fiscal 2011

Baltimore City and seven counties (Allegany, Caroline, Dorchester, Garrett, Prince George’s,
Somerset, and Wicomico) qualified for disparity grant funding in fiscal 2010 and continue to qualify
in fiscal 2011. State funding under current law totals $121.4 million in fiscal 2010 and $97.1 million
in fiscal 2011. This represents a $24.4 million decrease below the current year. The fiscal 2011 grant
under statute is based on population estimates for July 2008 and calendar 2008 local income tax
revenues raised from a 2.54% local income tax rate. A county may not receive this grant if the tax
rate in that county is less than 2.40%. Beginning in fiscal 2011, a jurisdiction may not receive
funding above the level that it received in fiscal 2010, nor may any new jurisdiction qualify for
funding if it did not receive a grant in fiscal 2010.

Exhibit 3 shows the calculation of the fiscal 2011 disparity grant, including the effect of the
cap and the change in the grant amount due to the economic downturn’s erosion of the local income
tax base.

Eligibility and funding levels for the disparity grant funding formula are based on an
individual jurisdiction’s adjusted per capita income tax relative to 75% of the statewide average per
capita income tax. Each year, the statewide average per capita income tax base changes due to
increases or decreases in the local income tax base and e¢ach jurisdiction’s population. In good times,
growth in the wealthier jurisdictions raises the statewide average and results in a greater disparity
between the less wealthy jurisdictions. This requires more State funding for the program. Austere
economic conditions result in income tax base erosion based on higher unemployment, reduced
hours, and pay reductions. The effect is a lower statewide average and grant funding, but it does not
necessarily impact all jurisdictions equally.

The effects of the recession on the income tax base, as well as population changes, had a
significant effect on the seven jurisdictions that received disparity grants in fiscal 2010, as well as one
county that would have been eligible for a grant in fiscal 2011. Exhibit 4 shows the change in 75.0%
of the average per capita income tax statewide, which is the criterion for eligibility for receiving
disparity grant funding. As indicated, average per capita income taxes fell from $393 to $372, a
reduction of 5.2%. To understand why the average per capita income tax fell by this amount, it is
important to first examine the distribution of the tax base, which is provided in Exhibit S. As shown,
Anne Arundel, Baltimore, and Montgomery counties represent about 50.0% of the entire local
income tax base, with Montgomery county accounting for nearly a quarter of the base.
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Exhibit 3
Disparity Grant Calculation

3
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Fiscal 2011
=0 Tax Year 2008 Per il g . — .
Population  Adjusted Income Capita Per Capita Prior Year Total Grant with Effect of

County Jul¥ 2008 Tax Revenues Tax Yield Grant Grant Grant Cap Difference Cap

Allegany 72,238 $20,873,596 $288.96 $83.50 $7,298,505 $6,031,749 $6,031,749 =$1,266,756 $0
Anne Arundel 512,790 306,243,413 597.21 .00 0 0 0 0 0
Baltimore City 636,919 162,820,054 255.64 116.82 79,051,790 74,403,090 74,403,090 =4,648,700 0
Baltimore 785,618 403,213,106 513.24 Q.00 0 0 Q 0 Q
Calvert 88,698 47,257,579 532.79 .00 0 0 0 0 0
Caroline 33,138 9,732:581 29370 78.76 2,131,782 2,609,806 2,131,782 0 478,024
Carroll 169,353 88,211,761 520.88 .00 0 0 0 0 0
Cecil 99,926 39,238,717 392.68 Q00 0 0 0 0 0
Charles 140,764 66,584,214 473.02 .00 0 0 0 0 0
Dorchester 31,998 9,458,977 29561 76.84 2,022,690 2,458,812 2,022,690 0 436,122
Frederick 225,721 123,769,411 548.33 .00 0 0 0 0 0
Garrett 20,698 9,005,182 303.23 69.23 2,131,271 2,055,963 2,055,963 +75,308 0
Hairford 240,351 122,200,602 508.43 .00 0 0 0 0 0
Howard 274,995 201,170,097 731.54 .00 0 0 0 0 0
Kent 20,151 7,904,288 392.25 .00 0 0 0 0 0
Mon 'Eom &1y 950,680 674,644,617 709.64 Q00 0 0 0 0 Q
Prince George's 820,852 302,312,656 368.29 1.16 21,694,767 3,417,103 3,417,103 218,277,664 0
Queen Anne’s 47,001 24,671,062 523.90 .00 0 0 0 0 0
St. M'aIy’s 101,578 47,480,664 467.43 .00 0 0 0 0 0
Somerset 26,119 4905713 18782 184.63 4,908,167 4,822 418 4,822 418 85,749 0
Talbot 36,215 20,298,611 560.50 .00 0 0 0 0 0
Washington 145,384 53,712:903 369 46 3.00 0 435975 0 0 =435.975
Wicomico 94,046 31,214,827 331.91 40.54 2,197,041 3,812,999 2,197,041 0 21,615,958
Worcester 49,274 20,751,041 421:14 .00 0 0 8] 0 0]
Total 5,633,597 $2,797.675,672 $496.61 $0.00 $121,436,013 $100,047,914 $97,081,836 =$24,354,177 -%2,966,079

Tariet (75%) 8372.45

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

Source: Department of Legislative Servie®s
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ABG = Payments to Civil Divisions of the State

Exhibit 4
Disparity Grant Components

Tax Year 2007 (FY 2010) Tax Year 2008 (FY 2011) Statewide %

75% of Per Capita Income Tax 73% of Per Capita Income Tax Difference Difference

$393.02 $372.45 -$20.57 -5.2%

Source: Department of Legislative Services
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