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The GO bonds are secured by a pledge of the state's full faith and credit and taxing power. spelobateom
The second series 2026 GO bonds proceeds will be allocated to a variety of public purposes,
including the acquisition and construction of state facilities; capital grants to local governments
for public schools, community colleges, and jails and correctional facilities; and grants to local
governments, nonprofit institutions, and other entities for hospitals, cultural projects and other
projects.

The state will have approximately $10.3 billion of GO bonds outstanding after the proposed
second series 2026 GO bonds are issued.

Credit highlights

The rating reflects the state's long history of proactive budget management to maintain
adequate reserves, demonstrated commitment to adjusting revenues and spending, negative
operating results in recent years, and projections of out-year structural gaps and mounting fiscal
pressures.

The state faces sizable and growing out-year budget gaps unless timely structural adjustments
are made. It is our understanding that, ahead of the January 2027 fiscal 2028 budget
introduction, the state intends to establish a consensus budget framework that will meaningfully
address these gaps through structural adjustments that better align revenues with spending,
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which will be critical, in our view, to maintain the state rating. State officials report that the state
is still in the early stages of developing a solution to the projected budget imbalance. Fiscal
analysts and decision-makers for the state are currently reviewing major expenditure areas,
including education funding, transportation funding, health spending (including Medicaid,
Behavioral Health Administration (BHA), Developmental Disabilities Administration (DDA), and
broader system sustainability), human services, and the broader formulas, mandates, and
structural cost drivers shaping long-term spending in advance of fiscal 2028 budget
development. State officials claim that over 75% of the state's projected out-year budget growth
is related to cost increases that the state can control. More specifically, cost increases the state
believes it can control or manage from fiscal 2027 to fiscal 2031 include $3.4 billion for
Blueprint/Aid to education, $888 million for state personnel (including benefits), $657 million for
higher education, and $321 million for various mandates and other operating costs. The state's
willingness to make timely and necessary adjustments to return to a structural budgetary
balance that we believe is sustainable will be key to rating stability.

However, the state's historically resilient economy with a strong government presence, high
wealth and income levels, and a highly educated workforce remain an anchor to the current
rating. Also, its long history of proactive budget management to maintain adequate reserves, if
demonstrated in future budget deliberations, could signify a continued commitment to
sustainable budget balance.

Given the state's proximity to the nation's capital, the government remains the largest employer
in Maryland. Home to many defense and nondefense agencies and contractors, Maryland
receives among the highest (along with Virginia and Washington, DC) amount of federal dollars as
a percentage of gross state product. Although the strong government presence lends stability to
the state's economy, it likely limits the state's future economic growth to less than that of the
nation. Maryland's economic growth has been modest since the COVID-19 pandemic. According
to S&P Global Market Intelligence, from the fourth quarter of 2024 through the first quarter of
2026, the state lost nearly 30,000 jobs from its federal government payrolls, and another 21,000
from professional and business services, which includes several categories of government
contractors. Adding job losses from the information sector, manufacturing, and trade, Maryland
experienced a 0.8% job loss in 2025. The education and health services sector was one of the few
bright spots in the state economy in 2025, adding 2% to its payrolls, while "other" services grew
1.9%. Over the past two decades, Maryland has somewhat overcome persistent employment
weakness in the government sector through strong hiring in its services industries; the state's
private-services sectors have provided a counterweight to federal budget cuts and volatility. We
continue to monitor the effects that potential federal funding shifts or federal workforce
reductions could have for the state's economy and finances.

S&P Global Market Intelligence shows the state's economic output growth slowed to 0.71% (real
gross state product) in 2025, lower than the 2.13% national level (real gross domestic product),
but projects that it will grow by 1.05% in 2026 and 2.25% in 2027. Market Intelligence projects
employment in the state to increase by about 0.41% from 2026-2029, less than the national
growth rate of 1.23% over the same period. From a macroeconomic perspective, under the
downside U.S. economic forecast GDP growth is projected to be 1.6% in 2026 and 1.5% in 2027,
reflecting a weakening of the U.S.-Iran agreement that would destroy purchasing power and
propagate shortages through fuel, fertilizer, petrochemical, and high-tech supply chains,
delivering a shock that would simultaneously weaken demand and force the Fed temporarily
toward the hawkish end of its distribution; secondary risks include a cooling of the concentrated
Al investment cycle and a faster deterioration in the labor market's narrow base, forcing the Fed
to cutin response. Under the baseline U.S. economic forecast economic activity remains steady,
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with the agreement for an extended ceasefire in the Middle East adding some upside potential,
with GDP growth of 2.1% in 2026 and 1.9% in 2027. For additional information, see "Economic
Outlook U.S. Q3 2026: Resilient To Layered Supply Shocks," June 24, 2026. As with prior economic
forecasts, the state expects slow growth in 2026, with uncertainty remaining over the U.S.
economy, federal policy actions, and recent federal and state tax legislation.

The courts recently ruled against the state regarding its digital advertising tax, requiring it to pay
back those companies that paid the tax. The state began collecting tax in fiscal 2022 and through
March of fiscal 2026 has collected almost $512 million. Such revenues, however, are not included
in the state revenue forecast and the state budget does not include those revenues in its
projections. As a result, state officials believe there will be no need for mid-year budget
adjustments or other spending cuts beyond what is being evaluated to close the currently
recognized budget deficit. State officials have said that since there are several ongoing court
cases challenging the constitutionality of the tax it is too early to determine if an appeal will be
taken in response to the recent ruling. Because this was a verdict of an administrative tribunal
there is significant legal process remaining that the state is considering, with options currently
being evaluated.

Based on the Potomac Edison court decision, utilities in Maryland are exempt from paying sales
and use tax on the purchase of certain equipment, such as conductors, transformers, and
substations, used in transmission and distribution systems for electricity, which could result in
the state incurring a loss of revenue for any taxes paid, with interest, for any filed refund claims
from 2003 to the present. As of Aug. 14th, 2026, the amount of claims and interest liability have
not been finalized or substantiated by the comptroller's office. While the court found there was a
sales and use tax exemption that Potomac may qualify for, it is still considering certain
procedural issues that could limit the years that are eligible for refunding. Finalizing the
estimated liability is dependent on the outcome of the court's determination of which years are
eligible for refunding. As a result, a specific date cannot be determined currently. Any refunds will
be paid as refunds from the sales tax in the month(s) in which they are approved. The
comptroller's office is working on developing an estimate and anticipates that the September
revenue estimates may be adjusted for both the refund amount from the court case and
estimated ongoing loss in revenue from the case.

In June 2026 the Maryland Transportation Authority (MDTA) received approximately $2.1 billion in
legal settlement funds from the owner and manager of the M/V DALI container ship that struck
the Francis Scott Key (FSK) Bridge on March 26, 2024. The MDTA also received $350 million
through its property insurance policy in 2024. The state also intends to pursue claims in litigation
against Hyundai Heavy Industries related to the collision. Title 23 U.S.C, Section 125 (American
Relief Act 2025, FHWA Emergency Relief Program passed in December 2024), authorizes full
federal funding for Key Bridge reconstruction, net of insurance, litigation settlement funds, and
interest income. The MDTA is contemporaneously drawing on federal funds and internal sources
(insurance, litigation proceeds, and interest income) to fund bridge reconstruction. Draw
requests for FHWA Emergency Relief Funds have not experienced any delays. Given that the
MDTA is an independent agency, the state is not expected to fund any portion of the FSK Bridge
reconstruction. It is our understanding that a reduction in federal funding would be covered by
MDTA toll revenues and not by the state. MDTA is coordinating with federal agencies to
reconstruct the FSK Bridge.

Our 'AAA' long-term rating on Maryland's GO bonds reflects our view of the state's:

e Slow-growing economy during mature periods of expansion, offset by strong wealth and
income levels compared with those of the nation, and historically stable federal employment;
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o Negative operating results in recent years, with projected sizable and growing out-year budget
gaps, tempered by a long history of proactive financial and budget management, including
implementing frequent and timely budget adjustments to align revenues and expenditures,
and long-term financial planning that in the past has helped the state address future budget
challenges; and

o Well-developed debt management practices with rapid amortization of principal, although
some debt ratios and long-term pension and other postemployment benefits (OPEB) liabilities
remain moderately high.

For more information on the state's general creditworthiness, see our analysis on Maryland, May
21, 2026.

Rating above the sovereign

In our view, Maryland's GO bonds are eligible to be rated above the sovereign because we believe
the state can maintain better credit characteristics than the U.S. in a stress scenario. Under our
criteria, "Ratings Above The Sovereign: Corporate And Government Ratings—Methodology And
Assumptions" (Nov. 19, 2013), U.S. states are considered to have moderate sensitivity to country
risk. The institutional framework in the U.S. is predictable, with significant state autonomy and
flexibility demonstrated by serial bond amortization as well as independent treasury
management.

Outlook

The negative outlook reflects the increasing likelihood that we could lower the rating over the
outlook horizon.

Downside scenario

We could lower the rating over the outlook horizon if the state shows a lack of willingness to make
necessary and timely enduring adjustments to return to sustainable budgetary balance, while
maintaining adequate cash reserves. We could also lower the rating if the state’s overall wealth
and income, employment, and population levels materially trend in a persistently unfavorable
direction due to significant uncertainty in the government sector.

Upside scenario

We could revise the outlook back to stable if the state makes timely adjustments that effectively
address economic and budgetary risks that arise and that we believe will achieve a sustainable
budgetary balance and adequate cash reserves.

Climate And Other Evolving Factors

Environmental exposures of Maryland are not a material factor in our credit analysis currently.
S&P Global Sustainablel data indicate that the state faces physical risk from above-average
coastal flooding, given its location along the Atlantic Ocean and its being home to Chesapeake
Bay. We view such risk to operations and financial performance to be mitigated by state's active
management of the Chesapeake watershed and runoff and enacted fees to provide funding for
state and local resilience projects.
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Ratings List

New Issue Ratings

US$600.000 mil GO bnds st and local facs loan of 2026 tax-exempt bnds ser SECOND due 9/1/2041

Long Term Rating AAA/Negative

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors, have specific meanings ascribed to them in
our criteria, and should therefore be read in conjunction with such criteria. Please see Ratings Criteria at
https://disclosure.spglobal.com/ratings/en/regulatory/ratings-criteria for further information. A description of each of S&P Global Ratings' rating categories is
contained in "S&P Global Ratings Definitions" at https://disclosure.spglobal.com/ratings/en/regulatory/article/-/view/sourceld/504352. Complete ratings

information is available to RatingsDirect subscribers at www.capitalig.com. All ratings referenced herein can be found on S&P Global Ratings' public website at
www.spglobal.com/ratings.
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