MINUTES of the
DELAWARE ECONOMIC & FINANCIAL ADVISORY COUNCIL

Buena Vista — September 17, 2012

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

Members in Attendance: 27
Members Absent: 7

Others Present: J. Craig, J. Eisenbrey, D. Gregor, B. Maxwell, S. McVay, B. Motyl,
A. Penney, B. Scogletti, S. Scolia, C. Stewart, L. Vitola and members of the press.

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

Mr. Martin noted that Mr. Larson has resigned and that Mr. Michael Morton has been
appointed as his replacement.

The minutes from the June meeting were approved as submitted.
Mr. Marin asked that Mr. Gregor review new meeting procedures designed to provide

greater efficiency. Mr. Gregor said that review of the revenue table will be combined with
the review of the revenue charts. Secondly, only categories where there are changes will
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be discussed. This does not preclude discussing or asking questions of any other
categories.

Expenditure Subcommittee:

Mr. Ratledge presented the Expenditure Subcommittee’s report.

Mr. Ratledge reviewed the Function Sheet estimate. He reported that the estimate for
Salaries is $7.4 million less than in FY2012. This is because there was an extra pay
period in FY2012. Medicaid increased from $637.3 million in FY2012 to $657.3 million.
Mr. Ratledge noted that approximately 210,000 people are on Medicaid. (See Table 1b
for complete details.)

In his review of the Balance Sheet estimate, Mr. Ratledge noted that the FY2013
Appropriation is $3,586.8 million. Reversions are $10.0 million, Encumbered is $37.0
million; the Continuing estimate is $308.4 million. (See Table 1a 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.
The impact of the sunsets begins in FY2014 and is fully implemented in FY2015. Charts
were also presented that disaggregated expenditures by Fund type and Department.

A motion was made, seconded and approved to accept $3,630.1 million as the
expenditure estimate for FY2013.

Revenue Subcommittee:

Mr. Lewis presented the Revenue Subcommittee report.

Economic Outlook

Mr. Craig stated the Global Insight September forecast was broadly consistent with the
June forecast. U.S economic growth continues to reflect weak momentum, though it has
not ground to a halt. Concerns remain about the Eurozone and the impending fiscal cliff.
Probabilities of a recession are 20%. U.S job growth remains weak as reflected by the
August employment report.

Mr. Dixon largely concurred with the Global Insight forecast. He noted it is hard to believe
that three-years into an expansion, GDP growth remains at 2.0%. Mr. Dixon added that
he doesn’t see anything on the horizon that improves these prospects. He concluded
that, as long as Washington continues to behave the way that it has, the economy will act
like the “child of perpetually divorcing parents.”
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Mr. Gregor reviewed the reconciliation of the June DEFAC revenue estimates to
legislation that was subsequently enacted in June. The result of this exercise is attached
as Table 2a.

General Fund Revenues - Fiscal Year 2013:

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

FY 2013
Revenue Category Jun-12 | Sep-12 | Change
Corporation Income Tax 214.7 222.0 7.3
Personal Income Tax 1,285.7 | 1,292.7 7.0
Bank Franchise Tax 113.2 107.0 (6.2)
Gross Receipts Tax 237.8 232.0 (5.8)
Hospital Board and Treatment 65.5 60.9 (4.6)
Cigareite Taxes 124.7 128.2 3.5
Other Refunds (39.8) | (42.9) (3.1)
Other Revenues 90.0 91.6 1.6
Realty Transfer Tax 341 35.5 1.4
Limited Partnerships & LLC's 172.5 1731 0.6
Dividends and Interest 8.5 9.0 0.5
Insurance Taxes 55.1 54.8 (0.3)
Corporate Fees 87.3 87.5 0.2
Uniform Commercial Code 17.4 17.2 (0.2)

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

Discussion of FY 2013 Estimates:

Personal Income Tax: Mr. Lewis stated that Withholding was increased by
$7.5 million due to a one-time anticipated payment from a single taxpayer. He
also noted that Final payment was reduced by $0.5 million to reflect a tax law
change.

Corporate Income Tax: Mr. Lewis stated that the increase reflected the
stronger than expected payment received in June. Mr. Lewis cautioned that
there has been a $60.0 million refund claim submitted to the Department of
Finance. That refund is currently under review.

Bank Franchise Tax: Mr. Lewis stated that decrease reflected the results of
the September 1% payment.
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Gross Receipts Tax: Mr. Lewis stated that decrease reflected the results of
lower than expected revenue at the end of FY2012 and the impact of a tax law
change.

Hospital Board & Treatment: Mr. Lewis stated that the decrease reflected
the impact of a statutory change.

Cigarette Tax: Mr. Lewis stated that the increase reflected a payment that
slipped from FY2012 into FY2013.

Other changes were attributed to tracking.
FY2013 Estimate Adopted:
A motion was made, seconded and approved to accept the Revenue
Subcommittee’s recommendation of $3,699.0 million as the revenue estimate for
FY2013.

The estimate represents an increase of $1.9 million from DEFAC’s June estimate.

Adjusted for legislative changes that occurred after DEFAC's June meeting, the
increase is $9.3 million.

General Fund Revenues - Fiscal Year 2014:

The Revenue Subcommittee recommended the following updates to June'’s

estimates:
FY 2014
Revenue Category Jun-12 | Sep-12 | Change
Corporation Income Tax 157.2 164.9 7.7
Lottery 245.5 252.0 6.5
Gross Receipts Tax 245.0 239.0 (6.0)
Bank Franchise Tax 120.7 116.1 (4.6)
Hospital Board and Treatment 64.3 59.7 (4.6)
insurance Taxes 60.2 57.2 (3.0)
Realty Transfer Tax 35.8 38.0 2.2
Other Revenues 87.0 88.8 1.8
Dividends and Interest 9.0 10.0 1.0
Limited Partnerships & LLC's 181.2 181.8 0.6
Corporate Fees 89.5 90.1 0.6
Personal Income Tax 1,328.7 | 1,328.2 (0.5)
Uniform Commercial Code 17.9 17.7 (0.2)

For a complete listing of FY 2014 estimates, see Table 2b.
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Discussion of FY 2014 Estimates:

Personal Income Tax: Mr. Lewis stated that the decrease reflected the
impact of a tax law change.

Corporate Income Tax: Mr. Lewis stated that the increase reflected the
increase made in FY2013 and is carried forward into FY2014.

Bank Franchise Tax: Mr. Lewis stated that the decrease reflected the
decrease made in FY2013 and is carried forward into FY2014.

Gross Receipts Tax: Mr. Lewis stated that the decrease reflected the
decrease made in FY2013 and is carried forward into FY2014.

Lottery: Mr. Lewis stated that the increase reflected the impact of a statutory
change. Mr. Lewis noted that competition from other states is shaking out and,
hopefully, things are on a more even-field going forward.

In response to a question from Ms. Davis Burnham, Mr. Fasy noted that there
will be a referendum in Maryland in November concerning the expansion of
table games. DEFAC will know more at the December meeting.

Hospital Board & Treatment: Mr. Lewis stated that the decrease reflected
the impact of a statutory change.

Realty Transfer Tax: Mr. Lewis stated that the growth rate had been
increased from 5.0% to 7.0%

Mr. Lewis reported that all other changes reflected the carrying forward of changes
made in FY2013 and maintaining previous growth rates.

FY 2014 Estimate Adopted:

A motion was made, seconded and approved to accept the Revenue
Subcommittee’s recommendation of $3,643.4 million as the revenue estimate for
FY2014.

The estimate represents an increase of $1.5 million from the June estimate.

Adjusted for legislative changes that occurred after DEFAC’s June meeting, the
increase is $0.1 million.

Mr. Lewis reviewed the long-term outlook for FY2015 — FY2017. He noted that
FY2015 is year of full implementation of the tax law sunsets. Mr. Lewis explained
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that these sunsets reflect previous tax increases made in Personal Income Tax,
Franchise Tax, Gross Receipts Tax and Estate tax that are scheduled to revert or
“sunset” to their lower rates absent legislative action.

Mr. Lewis stated that the adjusted growth rates for FY2013 — FY2015 are 2.0%,
2.5% and 4.0%.

Mr. Dixon asked that adjusted growth rates be calculated for FY2016 — FY2017.

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.

State Operations Expenditure: The estimate is $346.9 million.

State Capital Expenditure: The estimate is $214.6 million.

Federal Capital Expenditure: The estimate is $260.0 million.

GARVEE - US301 Capital Expenditure: The estimate is $61.3 million.
A motion was made, seconded, and approved to accept $882.8 million as the
FY2013 TTF expenditure estimate. The estimate represents a decrease of $72.6

from the FY2013 Appropriation and an increase of $99.8 million from FY2012
actual total expenditures. (See Table 4.)

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

The following changes were made from the June estimates.

FY2013 Estimates:

195 Toll Revenue: Increased from $116.7 million to $119.1 million. Mr. Motyl
noted August collections were up substantially.

SR1 Toll Revenue: Increased from $45.5 million to $46.7 million. Mr. Motyl
noted August collections were up substantially.



9/20/2012 Delaware Economic and Financial Advisory Council Page |7
Minutes for September 17, 2012 Meeting

Motor Vehicle Document Fees: Increased from $74.5 million to $75.5 million.
Other DMV Revenues: Increased from $24.7 million to $25.8 million.
Investment Income: Decreased from $4.0 million to $3.5 million.

A motion was made, seconded, and approved to accept $447.9 million as the
FY2013 revenue estimate. The estimate represents an increase of $5.2 million
from the June estimate.

FY2014 Estimates:

195 Toll Revenue: Increased from $118.9 million to $121.4 million.

SR1 Toll Revenue: Increased from $46.3 million to $47.5 million.

Motor Vehicle Document Fees: Increased from $76.7 million to $77.8 million.
Other DMV Revenues: Increased from $25.4 million to $26.6 million.
Investment Income: Decreased from $5.0 million to $4.5 million.

The FY2014 revenue estimate is $458.5 million. The estimate represents an

increase of $5.5 million from the June estimate. (See Table 5.)

Other Business:

Mr. Martin announced the next scheduled DEFAC meeting dates:

e December17, 2012
e March 18, 2013

Mr. Gregor noted that the Subcommittee meetings will begin at 12:30 on those two
dates.

There being no further business, Mr. Martin adjourned the meeting at 3:55 p.m.
Respectfully submitted,
i

James A. Craig
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