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Governor, State of Maryland
State House
Annapolis, MD 21401

Dear Governor Ehrlich:

In accordance with our policy of keeping you fully advised of developments
concerning Maryland’s revenue prospects, the Board of Revenue Estimates has
reviewed the current estimates of general fund revenue in light of recent performance
and economic developments. Based on this review, the Board submits to you revised
estimates of total general fund revenue of $9.970 billion for fiscal year 2004, and $10.395
billion for fiscal year 2005. This represents an increase in the fiscal year 2004 estimate
of $26.8 million and an increase in the fiscal year 2005 estimate of $4.0 million, for a
combined increase of $30.8 million. We estimate general fund revenues will grow by
6.9% in fiscal year 2004 (baseline growth of approximately 4.7%), and by 4.3% in fiscal
year 2005. We are pleased to report for the first time in several years that revenues will
be higher than previously expected.

While a number of very positive trends are developing, both in revenues and in
the broader economy, this upward revision is attributable entirely to one-time revenue
sources; our forecast of ongoing revenues is only marginally changed from December.
And the balance of risks, particularly for fiscal year 2004, remains cn the downside.
Nevertheless, our review of the economy and revenues indicates that the near-term
oullook presented in our December report remains fundamentally scund.

Broadly speaking, the economic outlook is unchanged from our December
report. Expectations for employment growth nationally are unchanged, while job growth
in Maryland now looks slightly weaker in 2004 than previously predicted. Any such
weakness, however, should be offset by a stronger 2005. Expectations for growth in
wages and salaries and personal income have shifted similarly, with weaker growth now
expecled this year and somewhat stronger growth than previously expected for 2005.
Altogether, these changes have a modest impact on the revenue forecast. Recent
economic data for the State have been mixed, but revenue performance has been
stronger than the economic data may imply. This factor could be indicative of better
economic performance than is currently captured in the data, which are routinely
subject to revision.

We are revising the general fund income tax forecast down by $11.3 million in

fiscal year 2004 and by $12.0 million in fiscal year 2005. These changes are driven by
uncertainties about the current performance of income tax withholding. The 2003
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