MINUTES of the
DELAWARE ECONOMIC & FINANCIAL ADVISORY COUNCIL

Buena Vista — April 16, 2012

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

Members in Attendance: 21
Members Absent: 13

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

Opening Business: Mr. Martin called the meeting to order at 3:00 p.m.

The minutes from the March 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 Continuing estimate was increased from
$246.7 million to $256.0 million. (See Table 1a for complete details).

Mr. Ratledge reviewed the Function Sheet estimate. He noted that, since the March
estimate, Salaries increased from $1,273.2 million to $1,282.0 million. Medicaid
decreased from $639.0 million to $629.5 million. This was attributed to fewer enrollees
than forecasted. Supplies and Materials decreased from $72.8 million to $68.0 million.
(See Table 1b for complete details.)

For informational purposes, Mr. Ratledge presented a series of charts which tracked the
long-term revenue forecast and expenditure forecast. Due, in part, to sun-setting revenue
increases, the growth in expenditures is projected to rise above the growth in revenues.
Charts were also presented that disaggregated expenditures by Fund type and
Department. (See Charts 1-3 for complete details.)

A motion was made, seconded and approved to accept $3,616.8 million as the

expenditure estimate for FY2012. This represents a decrease of $9.3 million from
March’s estimate.

Revenue Subcommittee:

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

Mr. Craig stated the Global Insight April forecast was little changed from the March
forecast. Moderate economic growth is still expected. The real GDP growth rate is
forecasted to be 1.8% in FY2012 and 2.2% in FY2013. This is consistent with the Blue
Chip consensus outlook. Mr. Craig noted that forecast was released the day before the
March U.S. employment report was announced. This report was much more subdued
than was expected.

Mr. Dixon said that he would be cautious because many fiscal policies are due to expire
on January 1, 2013. He mentioned the Bush tax cuts, the payroll tax cut, the emergency
unemployment benefits and automatic spending cuts all scheduled to kick in on the same
day. While Mr. Dixon assumes some short-term fix will be arrived at, the failure to provide
long-term solutions weighs on the economy.
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General Fund Revenues - Fiscal Year 2012:

The Revenue Subcommittee recommended the following updates to March’s estimates:

FY 2012
Revenue Category Mar-12| Apr-12| Change
Abandoned Property 383.6 353.6 (30.0)
Corporation Income Tax 137.5 145.0 7.5
CIT Refunds (36.8) (30.0) 6.8
Public Utility Tax 47.0 45.0 (2.0)
Lottery 266.9 267.9 1.0
Realty Transfer Tax 28.5 29.5 1.0
Other Refunds (35.6) (35.8) (0.2)

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

Discussion of FY 2012 Estimates:

Personal Income Tax: Mr. Lewis noted that while there was no change in the
estimate, Withholding was tracking slightly behind.

Corporate Income Tax: Mr. Lewis stated that the April 1% payment, when
50% of the annual liability is due, was stronger than previously estimated and
resulted in the increase in the estimate.

The decrease in the Corporate Income Tax refund estimate reflected current
collections and remaining refunds expected to be made through years end.

Lottery: Mr. Lewis stated that the increase reflected tracking strength in the
traditional games.

Abandoned Property: Mr. Gregor made a presentation explaining the shift of
revenue from FY2012 to FY2013. He stated that the change was largely
attributable to new knowledge regarding the status of audits on transfer agents.

Mr. Gregor noted that the standard used to determine if property is subject to
escheatment changed in Delaware in 2008. The new standard is based on
‘inactivity.”

Mr. Gregor stated that this standard is increasingly common and has been in
place for years in states such as California, New York, Pennsylvania and
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lllinois. He stated that, with the exception of transfer agents, most financial
institutions have complied with the new standard.

In order to bring the transfer agents into compliance, examinations started late
in 2011. These examinations were the impetus behind DEFAC’s decision at its
December 2011 meeting to increase its abandoned property estimates by $30
million and $20 million in FY’s 2012 and 2013, respectively.

Mr. Gregor indicated that the transfer agents have sought and been granted
filing extensions and that these extensions will likely delay the receipt of funds
until FY2013. He indicated that the amount of revenue expected had not
changed and recommended that $30 million in FY2012 revenues be moved
into FY2013.

Mr. Gregor concluded his remarks by indicating that, upon receipt of securities
from the transfer agents, the Department of Finance would conduct its own
outreach program. He stated that no securities would be liquidated until the
Department'’s outreach had been completed and that valid claims would be
honored in perpetuity.

Realty Transfer Tax: Mr. Lewis stated that the increase was attributed to a
large commercial transaction.

Public Utility Tax: Mr. Lewis stated that the decrease reflected weaker
tracking.

Other changes were attributed to tracking.

FY2012 Estimate Adopted:

A motion was made, seconded and approved to accept the Revenue
Subcommittee’s recommendation of $3,384.5 million as the revenue estimate for
FY2012.

The estimate represents a decrease of $15.9 million from DEFAC'’s March
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
March’s estimates:
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FY 2013
Revenue Category Mar-12| Apr-12| Change
Abandoned Property 484.0 514.0 30.0
Corporation Income Tax 143.4 152.8 9.4
Public Utility Tax 47.6 45.6 (2.0)
Realty Transfer Tax 29.9 31.0 1.1
Lottery 246.7 247.7 1.0

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

Discussion of FY 2013 Estimates:

Corporate Income Tax: Mr. Lewis stated that in addition to carrying forward
the change made in FY2012, the growth rate was increased by 1.0%. He
noted, too, that results of a large, multi-year IRS audit were still unknown. Mr.
Lewis concluded that this audit had the potential to move the estimate
significantly.

Abandoned Property: Mr. Gregor made a presentation explaining the shift of
revenue from FY2012 to FY2013. (See discussion of FY2012 for details.)

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 $3,582.9 million as the revenue estimate for

FY2013.

The estimate represents an increase of $39.5 million from the March estimate. Mr.
Lewis noted that the adjusted growth rate is 2.0%

Mr. Lewis stated that the FY2014 estimate is $3,613.7 million.

Balance and Appropriations Worksheet: Mr. Gregor presented the balance and
appropriations worksheet. The result of this exercise is attached as Table 3.
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Transportation Trust Fund (TTF)

TTF -- Expenditures: Mr. Motyl presented the Transportation Trust Fund’s
expenditure forecast.

State Operations Expenditure:

Debt Service: Decreased from $126.7 million to $123.8 million. Mr. Motyl
attributed this decrease to the recent re-financing that the Department
completed.

State Capital Expenditure: There was no change from March’s estimate.

Federal Capital Expenditure: There was no change from March'’s estimate.

GARVEE - US301 Capital Expenditure: There was no change from March'’s
estimate.

A motion was made, seconded, and approved to accept $779.8 million as the

FY2012 TTF expenditure estimate. The estimate represents a decrease of $2.9
million from March’s estimate. (See Table 4.)

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

FY2012 Estimates:

Motor Vehicle Document Fees: Increased from $69.8 million to $72.3 million.
A motion was made, seconded, and approved to accept $431.1 million as the
FY2012 revenue estimate. The estimate represents an increase of $2.5 million
from the March estimate.

FY2013 Estimates:

Motor Vehicle Document Fees: Increased from $71.9 million to $74.5 million.

A motion was made, seconded, and approved to accept $440.2 million as the
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FY2013 revenue estimate. The estimate represents an increase of $2.6 million
from the March estimate. (See Table 5)

Other Business:

Mr. Martin announced the next scheduled DEFAC meeting dates:
o May 21, 2012
e June 15, 2012

There being no further business, Mr. Martin adjourned the meeting at 3:50 p.m.

Respectfully submitted,

James A. Craig
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