MINUTES of the
DELAWARE ECONOMIC & FINANCIAL ADVISORY COUNCIL

Buena Vista — March 19, 2012

Attendance:
Member Present Member Present
S. Bhatt Yes D. Hudson Yes
J. Bullock Yes R. Larson No
L. Davis Burnham Yes A. Levin Yes
R. Byrd Yes K. Lewis Yes
J. Casey Yes D. Link No
N. Cook Yes A. Lubin Yes
T. Cook Yes J. Martin Yes
R. Cordrey Yes C. Morgan Yes
R. Davis Yes J. Polidori Yes
J. DiPinto No E. Ratledge Yes
F. Dixon No T. Shopa No
B. Fasy No G. Simpson Yes
C. Flowers No A. Staton Yes
R. Gilligan No D. Swayze Yes
R. Glen Yes J. Twilley Yes
G. Hindes No A. Visalli Yes
J. Horty Yes D. Williams No

Members in Attendance: 24
Members Absent: 10

Others Present: B. Bushweller, P. Carter, M. Casey, J. Craig, R. Geisenberger, D.
Gregor, P. Lowe, B. Maxwell, S. McVay, B. Motyl, A. Penny, B. Scogletti, C. Stewart,
and members of the press.

Opening Business: Mr. Martin called the meeting to order at 3:00 p.m. and announced
that the newest member of DEFAC is Mr. Joshua Twilley. Mr. Twilley introduced himself.
He is the President of Incorporating Services. He is also the Chairman of the Board for
The Bank of Wyoming.

Mr. Bhatt introduced Ms. Pamela Lowe as the new Finance Director at the Department of
Transportation. Ms. Lowe was previously the Idaho Transportation Department Director.

The minutes from the December meeting were approved as submitted.
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Expenditure Subcommittee:

Mr. Ratledge presented the Expenditure Subcommittee’s report. In his review of the
Balance Sheet estimate, he noted that the Reversion estimate was increased from $50.0
million to $60.0 million and Continuing was increased from $229.2 million to $246.7
million. (See Table 1a for complete details).

Mr. Ratledge reviewed the Function Sheet estimate. He noted that, since the December
estimate, Pensions increased from $238.9 million to $248.0 million. Debt Service
increased from $139.2 million to $144.2 million. Contractual Services decreased from
$506.6 million to $475.0 million. (See Table 1b for complete details.)

A motion was made, seconded and approved to accept $3,626.1 million as the

expenditure estimate for FY2012. This represents a decrease of $27.5 million from
December’s estimate.

Revenue Subcommittee:

Mr. Lewis presented the Revenue Subcommittee’s report.
Economic Outlook

Mr. Craig reviewed the Global Insight March forecast. Since the December forecast, there
has been some improvement in FY2012’s performance. The real GDP growth rate has
been increased from 1.7% to 1.8%. The most recent monthly employment reports have
continued to be better than expected. Fourth quarter GDP was 3.0%, better than the
2.6% predicted in December. The outlook for FY2013 Real GDP growth increased from
1.9% to 2.1%. Diminished concern about the risks in the Eurozone has lowered the
recession probability from 35% in December to 20%. There is, however, increased
concern about the rise in oil prices and potential risk of a supply side shock.

In response to a question from Mr. Bhatt, Mr. Lewis said that at this point in the fiscal
year more weight and attention is paid to revenue tracking and less to economic data that
will be subject to revisions in coming years. Mr. Lewis noted that Delaware withholding
collections is a better indicator of the state’s economic health.

Mr. Gregor added that nine months of withholding collections have grown at 3.5%,
whereas the wage and salary forecast of 4.5% will likely be revised downward at a later
time.




DEFAC Minutes

March 19, 2012 Meeting

General Fund Revenues - Fiscal Year 2012:

The Revenue Subcommittee recommended the following updates to December’s

estimates:
FY 2012
Revenue Category Dec-11| Mar-12| Change
Insurance Taxes 71.2 58.8 (12.4)
Gross Receipts Tax 227.5 238.0 10.5
Corporation Income Tax 145.0 137.5 (7.5)
Estate Tax 15.0 10.0 (5.0)
Bank Franchise Tax 106.2 110.1 3.9
Other Revenues 82.1 85.7 3.6
Corporate Fees 87.3 84.8 (2.5)
Other Refunds (37.5) (35.6) 1.9
Dividends and Interest 7.0 8.5 1.5
Personal Income Tax 1,233.1 | 1,233.4 0.3
Hospital Board and Treatment 66.8 66.5 (0.3)

For a complete listing of FY 2012 estimates, see Table 2.

Discussion of FY 2012 Estimates:

Personal Income Tax: Mr. Lewis stated that the only change was a slight
increase attributed to prior year settlements. He noted that there was down
side risk in withholding and that we won't know anything new about final
settlements until the May meeting.

Corporate Franchise Tax: Mr. Lewis stated that there was a good discussion
about this category in the subcommittee. A slide was presented that compared
the growth of IPQ’s and the growth of GDP. This showed that there is not much
correlation between the two and that over the past decade there has not been
much IPO growth. (See Chart 1, attached.)

Corporate Income Tax: Mr. Lewis stated that the reduction was attributed to
lower tracking. Mr. Lewis noted that the estimate would have been lowered
further except there are some potential IRS audits outstanding.

Mr. Gregor stated that the next major payment date is April 1 when the 50%
payment is due. He added that a major taxpayer is undergoing an IRS audit
and that it involves multiple years. The timing and amount of that settlement
are unknown at this time. He reminded the Council that there was a similar
instance like this last spring.
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Bank Franchise Tax: Mr. Lewis stated that the increase was attributed to
tracking.

Gross Receipts Tax: Mr. Lewis stated that the increase was attributed to a
combination of continued strong tracking, better enforcement, and the
increases in oil prices.
Estate: Mr. Lewis stated that $5 million decrease was attributed to tracking.
Insurance Tax: Mr. Gregor stated that the reduction was attributed COLI’s.
Other changes were attributed to tracking.

FY2012 Estimate Adopted:

A motion was made, seconded and approved to accept the Revenue

Subcommittee’s recommendation of $3,400.4 million as the revenue estimate for

FY2012.

The estimate represents a decrease of $6.0 million from DEFAC’s December
estimate. Mr. Lewis noted that the adjusted growth rate is 1.0%

General Fund Revenues - Fiscal Year 2013:

Mr. Lewis reported that the Subcommittee recommended the following updates to
December’s estimates:

FY 2013
Revenue Category Dec-11| Mar-12| Change
Gross Receipts Tax 227.3 237.8 10.5
Corporation Income Tax 151.3 143.4 (7.9)
Estate Tax 21.2 15.0 (6.2)
Franchise Tax 608.3 602.2 (6.1)
Insurance Taxes 71.5 65.5 (6.0)
Bank Franchise Tax 112.5 109.7 (2.8)
Corporate Fees 91.6 89.0 (2.6)
Hospital Board and Treatment 65.2 63.6 (1.6)
Other Refunds (38.3) (39.8) (1.5)
Dividends and Interest 7.0 8.2 1.2
Personal Income Tax 1,285.9 | 1,286.2 0.3

For a complete listing of FY 2013 estimates, see Table 2.
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Discussion of FY 2013 Estimates:

Corporate Franchise Tax: Mr. Lewis stated that the growth rate was reduced
from 0.0% to -1.0%.

Bank Franchise Tax: Mr. Lewis noted that the entire tracking change from
FY2012 was not carried into FY2013.

Hospital Board and Treatment: Mr. Lewis noted that the entire tracking
change from FY2012 was not carried into FY2013.

Dividends and Interest: Mr. Lewis noted that the entire tracking change from
FY2012 was not carried into FY2013.

Estate: Mr. Lewis stated that the $6.2 million reduction was attributed to getting
the estimate in line with the collections levels of the past two years.

Insurance Tax: Mr. Lewis noted that the entire tracking change from FY2012
was not carried into FY2013.

Mr. Lewis reported that all other changes reflected the carrying forward of changes
made in FY2012 and maintaining previous growth rates.

FY 2013 Estimate Adopted:
A motion was made, seconded and approved to accept the Revenue
Subcommittee’s recommendation of $3,566.1 million as the revenue estimate for

FY2013.

The estimate represents a decrease of $22.7 million from the December estimate.
Mr. Lewis noted that the adjusted growth rate is 2.0%

Mr. Lewis stated that the FY2014 estimate is $3,603.9 million and represents
growth of 1.7%.

Balance and Appropriations Worksheet: Mr. Gregor presented the balance and
appropriations worksheet. The result of this exercise is attached as Table 3.

Transportation Trust Fund (TTF)

TTF -- Expenditures: Mr. Motyl presented the Transportation Trust Fund’s
expenditure forecast.
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State Operations Expenditure: There was no change from December’s
estimate.

State Capital Expenditure: Mr. Motyl recommended that the estimate be
lowered from $210.0 million to $185.0 million. Mr. Motyl attributed the decrease
primarily to Road System project delays.

Federal Capital Expenditure: Mr. Motyl recommended that the estimate be
lowered from $205.7 million to $195.0 million. Mr. Moty! attributed the decrease
as being associated to the decrease in State Capital Expenditures.

GARVEE - US301 Capital Expenditure: Mr. Motyl recommended that the
estimate be lowered from $47.8 million to $39.0 million. Mr. Motyl attributed the
decrease as being related to right-of-way acquisitions.

Ms. Davis-Burnham asked what the third-rail project was. Mr. Bhatt answered
that it involved a one mile stretch in Wilmington that is a chock point on the
northeast corridor.

Mr. Morgan asked why there was not a reduction in operation expenditures
following the mild winter. Mr. Motyl responded that there could still be additional
weather events.

A motion was made, seconded, and approved to accept $782.7 million as the
FY2012 TTF expenditure estimate. The estimate represents a decrease of $44.5
million from December’s estimate. (See Table 4.)

TTF -- Revenues: Mr. Motyl presented the Transportation Trust Fund’s revenue
forecast.

FY2012 Estimates:

Mr. Motyl stated that all revenue categories were performing as expected and that
there were no changes made from the December estimate.

A motion was made, seconded, and approved to accept $428.6 million as the
FY2012 revenue estimate. The estimate represents no change from the December
estimate.

FY2013 Estimates:

Mr. Motyl stated that all revenue categories were performing as expected and that
there were no changes made from the December estimate.
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A motion was made, seconded, and approved to accept $437.6 million as the
FY2013 revenue estimate. The estimate represents no change from the December
estimate. (See Table 5)

Other Business:

Mr. Martin announced the next scheduled DEFAC meeting dates:

e April 16, 2012
e May 21, 2012

Mr. Martin noted that the next two meetings would follow the same format as the
March meeting. The Expenditure Subcommittee will meet at 12:00 p.m. The
Revenue Subcommittee will meet at 1:00 p.m. The full Council will meet at 3:00
p.m.

Mr. Gregor noted that at the June 15" DEFAC meeting, the Expenditure Sub
Committee will meet at 11:00 a.m. The Revenue Sub Committee and the full
Council meeting will be held concurrently at 12:00 p.m.

Mr. Martin stated that he was available for any comments or suggestions about
meeting structure.

Mr. Simpson recognized that his Senate colleague Mr. Bushweller was in
attendance at today’s meeting.

There being no further business, Mr. Martin adjourned the meeting at 4:00 p.m.

Respectfully submitted,

James A. Craig
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