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Rating Summary

The rating continues to be underpinned by the established track record of conservative
budget management; moderate debt and continuing obligations profile; and, a resource
base that while slow growing, is characterized by strong educational attainment,
structurally low unemployment, and per capita personal income exceeding the national
average. The rating places particular emphasis on the proven effectiveness of the
State’s budget management framework which is evidenced by consistent maintenance
of prudent reserves through the full economic cycle over the last two decades.

Proceeds of the currently offered bonds will be used to acquire and construct State
facilities; fund capital grants to local governments; and fund grants to local
governments, nonprofit institutions, and other entities for hospitals, cultural, and

other projects.

Maryland’s General Obligation (G.0.) Bonds are secured by the State’s full faith and credit
and by the pledge of its unlimited taxing power, including a specifically dedicated State
ad valorem property tax levied on all taxable real property. Under the Maryland
Constitution and the enabling acts authorizing each series of G.0. Bonds, the State must
levy an annual property tax sufficient to pay principal and interest on the G.0. Bonds, and
such tax may not be repealed or used for any other purpose until the associated debt is
fully retired. However, taxes so levied need not be collected to the extent that funds
sufficient for debt service requirements have been appropriated from other sources.
Approximately 78.6% of GO Bond debt service is to be paid from State property tax per

the FY 2027 budget (FYE June 30).

Federaljob cuts beginningin early 2025 have been aheadwind to the State economy, with
federal employment declining 17.8% between December 2024 and July 2026. Direct
federal employment accounts for 5.3% of Maryland’s non-farm employment as of July
2026. The unemployment rate has risen but remains low, exceeding that of the Nation
by 0.1% as of July 2026. The absolute level of federal employmentis currently in line with
the level recorded in 2009. Federal employment appears to have stabilized in recent
months on a seasonally adjusted basis, increasing slightly MoM in both June and July,
though it remains to be seen if further cuts may be pursued through the remaining term
of the current federal administration. KBRA nevertheless views this headwind as
manageable in the near-term and anticipates that the State’s proximity to the seat of the
federal government in Washington, DC will continue to confer economic stability and

high value-added employment over the longer-term.
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State of Maryland - G.O.

The State benefits from a well-defined framework for fiscal discipline that incorporates conservative revenue
forecasting, continuous monitoring of fiscal conditions, and flexible mechanisms for mid-year budget adjustments.
Revenue projections are updated three times each year while monthly revenue and expenditure reports are
continuously monitored. Mid-year budget adjustments may be implemented by the Governor to maintain budget
balance. The State’s reserve policies are clearly structured, requiring annual appropriations to the Revenue
Stabilization Account (RSA) when balances fall below 7.5% of estimated general fund revenues. Long-term budget
planning performed by the Department of Legislative Services and affordability committees further supports
sustainable budgeting practices.

Maryland’s debt and continuing obligations profile is characterized by a moderately elevated tax-supported debt
burden and satisfactory pension funding progress. Tax-supported debt ranks among the highest 30% of states
measured on a per capita basis and the highest 40% as a percentage of personalincome. All G.0O. Bonds are fixed-rate
and amortize rapidly, with more than 80% of principal scheduled to be retired within 10 years. Defined benefit pensions
for teachers and general state employees are provided from the Maryland State Retirement and Pension System
(MSPRS). MSPRS has a history of full actuarial contributions and maintained a satisfactory (72.1%) funding ratio as
of FYE2025. The net pension liability is affordable but ranks among the highest 20% of States measured ona per capita
basis and as a percentage of gross state product. Fixed costs including debt service, pension contributions,and OPEB
pay-go are affordable at 8.5% of governmental expenditures as of FY 2025.

Maryland, like other States, accumulated unusually large reserves in the years following the pandemic. Combined
ending general fund and reserve fund balances peaked at 34.8% of appropriations at FYE 2022 and have been drawn
down to 10.3% of appropriations as of FYE 2025. The State made significant progress in restoring structural budget
balance inthe FY 2026 budget, addressing a $3.0 billion baseline general fund gap. Tax changes, including increasing
the top marginal tax rate to 6.5% from 5.75%, implementing a 2.0% surcharge on net capital gains for high-income
earners, expanding the 3% sales tax base to information technology and data services, and implementing new limits
to corporate income tax deductions and credits provided $1.2 billion in new recurring revenues. Adjustments to
baseline expenditure growth totaling $1.3 billion, namely through the postponement of certain previously planned
education spending increases, resolved much of the remaining gap, with the residual $0.5 billion gap managed
through a combination of transfers and reversions. As of April 17, 2026 the Department of Legislative Services
projected ending FY 2026 with a slight YoY increase in aggregate reserves to a level equivalent to 10.5% of
appropriations.

The FY 2027 budget signed into law on April 8, 2026 addresses a $1.6 billion baseline general fund gap primarily
through reductions and reversions ($800 million), decoupling from certain federal tax policies ($§133 million), and the
drawdown of general fund balance (§552 million). The Stateis projected to end FY 2027 with ameasured YoY decrease
in aggregate reserves to a level equivalent to 8.5% of appropriations.

Maryland'’s resource base is broad and diverse, characterized by per capita income at 107% of the nation and a
historically structurally low level of unemployment. The State has long benefitted from proximity to Washington, DC,
which supports a significant level of direct federal jobs and indirect federal contractor employment. These strengths
are balanced to some extent by economic growth that has trailed the U.S. since 2010 and the expectation that federal
budget cuts and workforce reductions that are the prerogative of the current federal administration will drag on the
State’s economy over the near term. Nevertheless, KBRA views the outsized role of the federal government in
Maryland’s economy as supportive of high value economic activity and stability through economic cycles over the
longer term.

The Stable Outlook reflects KBRA’s expectation that Maryland will maintain disciplined fiscal management, prudent
reserves, and structural budget balance despite near-term economic headwinds.
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Key Credit Considerations

The rating actions reflect the following key credit considerations:

Credit Positives

Inherent strength and breadth of the State GO payment pledge.

Established history of conservative budget management and maintenance of prudent reserves +
through economic cycles.

Governor has broad executive authority to reduce spending to maintain budget balance.

Credit Challenges

Economic growth lags that of the Nation.

Highest reliance on federal employment among the 50 states amid the current federal administration’s
focus on shrinking federal employment will be a headwind to economically sensitive tax receipts over
the near to medium term.

Federal policy changes to Medicaid cost-sharing and SNAP administration costs will increase program
costs for the State. The full extent of these additional costs is not yet known.

Rating Sensitivities
Not applicable at AAA rating level. +
Deeper than anticipated impact of federal employment and contract cuts resulting in sharp and

continuing decline in economic indicators and State revenue performance. =

Significant deterioration in reserves and liquidity to levels no longer consistent with the rating level.

August 25, 2026



State of Maryland - G.O.

Key Ratios
Personal Income Per Capita (2025) $81,834
as a % of U.S. 107%
Real GDP CAGR 2015 to 2025
Maryland 1.4%
United States 2.4%
Unemployment Rate, July 2026 (SA)
Maryland 4.2%
United States 4.1%
General Fund + State Reserve Fund Balance as a % of Appropriations
FYE 2025 10.3%
FYE 2026 (Estimated) 10.5%
FYE 2027 (Budget) 8.5%
Fixed Costs as a % of Expenditures, FY 2025 8.5%
Net Pension Liability as a % of Personal Income
Maryland 4.4%
Average of U.S. States 2.5%
Pension Fiduciary Net Position as a % of Pension Liability, FY 2025 72.1%

Rating Determinants

Rating Determinants (RD)

1. Management Structure, Budgeting Practices and Policies AAA
2. Debt and Additional Continuing Obligations AA
3. Financial Performance and Liquidity Position AAA
4. State Resource Base AA

In KBRA's analysis, greater emphasis was placed on Rating Determinants 1 and 3 given the exceptionally strong track
record of State leadership and financial performance.

A detailed discussion of each Rating Determinant and KBRA's Bankruptcy Risk Assessment can be found in prior
reports, the most recent of which is dated May 22, 2026.
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© Copyright 2026, Kroll Bond Rating Agency, LLC and/or its affiliates and licensors (together, "KBRA"). All rights reserved. All
information contained herein is proprietary to KBRA and is protected by copyright and other intellectual property law, and none of
such information may be copied or otherwise reproduced, further transmitted, redistributed, repackaged or resold, in whole or in
part, by any person, without KBRA's prior express written consent. Information, including any ratings, is licensed by KBRA under
these conditions. Misappropriation or misuse of KBRA information may cause serious damage to KBRA for which money damages
may not constitute a sufficient remedy; KBRA shall have the right to obtain an injunction or other equitable relief in addition to any
other remedies. The statements contained herein are based solely upon the opinions of KBRA and the data and information
available to the authors at the time of publication. All information contained herein is obtained by KBRA from sources believed by
it to be accurate and reliable; however, all information, including any ratings, is provided "AS IS". No warranty, express or implied,
as to the accuracy, timeliness, completeness, merchantability, or fitness for any particular purpose of any rating or other opinion
orinformation is given or made by KBRA. Under no circumstances shall KBRA have any liability resulting from the use of any such
information, including without limitation, for any indirect, special, consequential, incidental or compensatory damages whatsoever
(including without limitation, loss of profits, revenue or goodwill), even if KBRA is advised of the possibility of such damages. The
credit ratings, if any, and analysis constituting part of the information contained herein are, and must be construed solely as,
statements of opinion and not statements of fact or recommendations to purchase, sell or hold any securities. KBRA receives
compensation forits rating activities fromissuers, insurers, guarantors and/or underwriters of debt securities for assigning ratings
and from subscribers to its website. Please read KBRA's full disclaimers and terms of use at www.kbra.com.
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