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Portfolio Data Requests 



Natural tax bases in one chart 
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Natural tax bases are highly 
correlated despite volatility 

0

50

100

150

200

250

300

350

1977 1980 1983 1986 1989 1992 1995 1998 2001 2004 2007 2010 2013

In
d

e
x

, 
1
9

9
7

 =
 1

0
0

 

Fiscal Years 

DE Personal Income

S&P 500 Index

U.S Corporate Earnings



CPI and S&L government 
purchase index overtime 
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Cumulative growth since 1977 shows 
outperformance of personal income 
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Using 1987 as the base year  

0

75

150

225

300

375

450

1977 1980 1983 1986 1989 1992 1995 1998 2001 2004 2007 2010 2013

 I
n

d
e

x
, 

F
Y

1
9

8
7

=
1
0

0
 

Fiscal Years 

CPI+Population

S&L Deflator + Population

DE Personal Income



Using 1997 as the base year  
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Using 2007 as the base year; overall 
indices are highly correlated   
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Fiscal Regulatory Options 

• Delaware’s Budget Reserve Account  

– fiscal prudence when events are unpredictably negative. 

• Defining “Extraordinary Revenue” 

– a measure of events that are unpredictably positive. 

• Limit “extraordinary revenue” expenditure to: 

– Debt Reduction 

– Capital Infrastructure 

– Pension Contributions 



Fiscal Regulatory Options 

• MA diverts settlement income over $10 million 
from the General Fund. 
– Use a similar mechanism to divert large, volatile audit revenues. 

– Ex: declare audit settlements greater than 20% of a revenues five-
year moving average to be extraordinary. 

 

• WA : anything 33% above the prior five-year 
moving average. 
– From 1998 to 2013 legislation neutral revenue would never reach 

this rate. 

– A threshold of 18% would yield extraordinary revenues in 2002, 
2006, and 2007.  



Fiscal Regulatory Options 

• VA: half of all revenue growth exceeding the five-
year moving average of revenue growth 
– E.R.= 0.5*(%FY Growth –  %5YAVG Growth)* FYREV 

– In the past 11 years this would yield extraordinary revenue in 2004-
2006 and 2011-2013. 

 

• ID: any revenue growth above 4%, but capped in 
value at 1% of total revenue. 
– In the past 11 years this would yield extraordinary revenue in in 

2004-2007, 2011, and 2013. 



Location Attractiveness 
Surveys 

• Entrepreneur survey went out to the heads of firms 
on Inc. magazine’s top 500 fastest growing firms 
any year from 2010 to 2012 

– Average firm had 100 employees and $20 million in 
annual revenue 

– Firm age varied within the typical corporate lifespan 

– Firm industry and location varied greatly 

– Most of the entrepreneurs moved to a place to establish 
their firm, very few moved after establishment 

 



Apportionment Trends 

 

 

 

 

In 1978, the Supreme Court Ruled that Iowa’s single-
sales factor apportionment was constitutional. 

 

In 2011, Michigan replaced a gross receipts tax with a 
corporate income tax. 

 

 

  1978 1982 1996 2002 2014 

Equal Weight 44 34 24 11 9 

Heavier Sales 0 8 15 28 14 

Single Sales 1 3 5 5 22 



Recent CIT repeal efforts 

• NC (2013): Income tax reform bills attempts to fully 
repeal the CIT 
– Resulted in some guaranteed rate reductions and some further 

reductions if economic targets are met. 

• LA (2013): Governor proposed replacing all income 
taxes  with higher sales taxes and cigarette taxes. 
– The proposal was withdrawn the first day of the legislative session. 

• MS (2015): A bill proposed phasing out all income 
taxation over 15 years, but did not survive 
committee. 



Corporate Income Tax 
Levers 

• Even Out Quarterly Payments 
– From 1998 to 2013 41% ($64.3m)  of calendar year CIT payments are 

made by April and 62% ($96.7m)are made by June. 

– If 50% of average payments were made by June revenue would drop 
by $20 million 

• Apportionment Changes (CY 2011 data) 
– Double Weight Sales: -7.6% or $12m of FY17 est. 

– Triple Weight Sales: -12.3% or $20m of FY17 est. 

– Hextuple Weight Sales: -15.5% or $25m of FY17 est. 

– Single Sales Factor: -22.4% or $36m of FY17 est. 



General Fund Excluding 
“Silver Bullets” 
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Difference Between Exclusion Growth and Pop + Inf 
Growth 

 Counts 
1990-
2014 

2000-
2014 

Exclusion > Pop + Inf 11 5 

Exclusion < Pop + Inf 14 10 

 Growth 
1990-
2014 

2000-
2014 

Avg Exclusion 3.87% 2.62% 

Avg Pop + Inf 4.63% 4.59% 

Census Population + State and Local Purchases Deflator 



Lottery Structure 



Lottery Components  

• FY14 lottery collections were $214.6 million (or 6% 
of General Fund revenue). 

• Traditional Lottery makes up 21% of this total 
– This includes Powerball, Mega Millions, Keno and instant scratch 

tickets etc. 

• Casino based revenues (79%) include: 
– Video lottery 

– Table Games (craps, roulette, poker, etc) 

– Sports lottery (> 50% of revenue from retailers) 

– Charitable Gaming Organizations  

– Internet Gaming 

 



Evolution of Delaware 
Lottery 

• Delaware’s lottery was established in 1974. 

– FY76 to FY94 the lottery’s share <2.5%. 

• In 1994 Delaware authorizes casino video lottery. 

– FY95 to FY 06  

• Various expansions in the number of video lottery terminals per 
casino and the hours of operation. 

• The lottery’s share of GF peaks at 9.5% in FY02. Median share 
between 1995 and 2007 is 7.8% of revenue. 

• Between 2007 and the present sports lottery(‘09), 
tables games (‘10), internet gaming (‘12) and 
charitable video lottery (‘13) are introduced. 



Competitive Evolution 

• 1994: 9 other regional casinos all in Atlantic City. 

 

• 2003: Additional Atlantic City casino opens. 

 

• Between 2008 and 2012 PA opens 6 casinos closer 
to the Delaware border than Atlantic City. 

 

• Between 2010 and 2014 MD opens 4 casinos closer 
to the Delaware border than Atlantic City. 

 

 



Competitive Evolution 

• 2014: three Atlantic City casinos close. 

– This includes The Revel which only opened in 2012. 

 

• 2016: More casinos to open 

– National Harbor, in Prince Georges County Maryland is 
scheduled to open in January 2016. 

– An additional Philadelphia, PA casino license was 
awarded to The Cordish Company (Maryland Live!) 

• Opening a second Philadelphia casino was scheduled for 2016, 
but the licensing process will likely cause delays.  

 

 



Regulations 

• Delaware’s lottery exists to “provides…economic 
activity and vitality for Delaware's harness and 
thoroughbred horse racing industries” 

– “Video lottery machines and table game equipment shall 
only be located within the confines of an existing 
racetrack property” 

 

• A variety of other regulations exist pertaining to 
game structures, payouts, and licensing. 

• Federally, the Bradley Act outlaws sports gambling 
in the United States with some exceptions. 

 



Lottery Shares 

Distribution of net proceeds 

Shareholder Lottery Type Share   

State 

Traditional 30.0% 

Video Lottery 40.9% 

Sportsbook Sales 50.0% 

Sports Lottery Retail 90.0% 

Table Games 29.4% 

Charitable Gaming Organizations 40.0% 

Racinos 

Traditional 0.0% 

Video Lottery 41.7% 

Sportsbook Sales 40.0% 

Sports Lottery Retail 0.0% 

Table Games 66.1% 

Charitable Gaming Organizations 0.0% 

Horsemen's 
purses 

Traditional 0.0% 

Video Lottery 10.1% 

Sportsbook Sales 10.0% 

Sports Lottery Retail 10.0% 

Table Games 4.5% 

Charitable Gaming Organizations 0.0% 

• General Fund shares are less 
administrative expenses. 

 

• CGOs garner 60% of their video 
lottery revenue. 

 

• 7.3% of racino video lottery 
revenues goes to machine and 
central system vendors. 

 

• Internet revenue is distributed 
by game type. 



Smoking 
Ban 
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Recent History in Revenues 

PA 
Competition 

Full-year higher 
Video Share + Sports 

book 
DE & PA table games +  

MD Competition 

MD Live opens 



National Gambling Trends 
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Decline in Video Lottery Net 
Proceeds 

A Actual FY 13 net proceeds $396m 

B Net proceeds without increased competition $668m 

C Net proceeds without increased competition or national 
changes in consumer behavior 

$760m 

D Decrease in net proceeds due to changes in consumer 
behavior 
(C-B)/(C-A) 

25% 

E Decrease in net proceeds due to increased competition 
(1-D) 

75% 



Recent Recommendations 

• 2013 Lottery and Gaming Study Commission: 
– Share a portion of vendor costs between DE and racinos (enacted) 

– State’s share of table games reduce to 15% 

– Eliminate the State’s licensing fee on table games 

• 2014 Lottery and Gaming Study Commission: 
– Share entirety of vendor costs between DE and racinos 

– State’s share of table games reduce to 15% 

– Eliminate the State’s licensing fee on table games 

– Provide marketing and capital credits (5% net VL proceeds each) 

• 2013 Video Lottery Advisory Council: 
– Reduce state’s VL share and return to tiered tax structure 

– Reduce state’s share of table games and internet gaming 

 



Unclaimed Property 



What is Escheat? 

Escheat:  A reversion of property to the 
state resulting from the lack of any 
individual qualified to take possession of 
said property. 
 
Also Known As:   
 Abandoned Property  
 
 Unclaimed Property 

 



Common Terms 

• Owner:  The person who actually owns the property 
and to whom, if located, the property is returned. 

• Holder:  The entity in possession of the “absent” 
owner’s property.  

• Property: That which is “abandoned,” typically 
intangible assets, such as stocks, bank accounts or gift 
certificates. 

• Dormancy Period: The length of time that a holder 
retains possession of abandoned property before it 
must be remitted to the state.  



Policy Basis 

• Consumer Protection: Provides consumers with a means 
of recovering a bank account, gift certificate, paycheck, or 
stock holding that at some point fell between the record 
keeping cracks of the property holder and/or owner.  
 

• Public Benefit: Embodies a tenet that unclaimed property 
should not be treated as a windfall for holders. To be more 
precise, the laws reflect the ideal that, to the extent that it is 
impractical or impossible to reunite owners with their 
property, such property should be used to promote the 
public good. 

 

 



 
Background: 

 Escheat and the States 

   
• Based on case law. 

 

• Primary Rule: Holders report unclaimed property to the 
state of the lost owner’s last known address. 
 

• Secondary Rule: If the owner’s address or identity is 
unknown, holders report unclaimed property to the 
holder’s state of incorporation.  
 

• U.S. Supreme Court  Delaware v New York (1993) 
 

• Not unique to Delaware 

– All 50 states have unclaimed property laws 

 



Core Revenue Reliability: 
Fundamentals 

• Annual filings -- try to forecast that which is: 
– Forgotten, dormant, and reported 

– No guiding metric  

– Function of accounting practices 

• Rule of big numbers is not at work 

– FY 14:   
• 3,289 annual reports with cash payments totaling $232.7 million 

• Top 50 accounted for $164.5 million or 71%. 

– FY 15:  Estimated down at least $20 million 

 

 

 

 



Core Revenue Reliability: 
Fundamentals 

• March 1 deadline means revenues are back-
loaded for budget purposes 

• Equities 

– Stock market volatility 

– Due diligence for refund claims 

 

 



• Relatively high dependence on enforcement 

• Small number of observations 

• Potentially large dollar amounts 

• Must wait until exam is complete 

– Accounting practices 

– Not size, industry 

 

 
 

Enforcement Revenues 



Enforcement Revenues 

• Small number of holder advocates 

– Efficient grapevine 

• Controversial enforcement regime 
– Media 

– Legislative 

– Legal 

• State of flux 

– Temple-Inland  

• Change likely – SCR 59 Taskforce  

 



Unclaimed Property 
 General Fund Revenue 
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Changing Revenue Composition 
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Gross Collections and Transfers 
FY 2004 – FY 2014 

Escheat Breakdown: FY 2004 to FY 2014 

FY 04 FY 05 FY 06 FY07 FY 08 FY 09 FY 10 FY 11 FY 12 FY 13 FY 14 

REGULAR COLLECTIONS 151.0 138.0 155.0 202.0 195.0 282.7 195.0 275.2 255.0 218.9 232.7 

ENFORCEMENT 86.0 93.9 123.0 137.7 105.0 99.0 200.0 166.2 160.0 260.0 106.4 

EQUITY PROCESSING 52.0 43.0 57.1 34.2 60.6 68.6 108.2 93.8 85.8 0.0 218.0 

EXTRAORDINARY ITEMS * 13.0 0.0 0.0 15.0 15.0 0.0 0.0 0.0 0.0 191.7 0.0 

GROSS AMOUNT 302.0 274.9 335.1 388.9 375.6 450.3 503.2 535.2 500.8 670.6 557.1 

TTF TRANSFER 0.0  (10.0) (10.0) (24.0) 0.0  0.0  0.0  (10.0) (40.0) (40.0) (40.0) 

EDUCATION FUND TRANSFER 0.0  0.0  0.0  0.0  0.0  (58.2) 0.0  (40.0) 0.0  (3.6) 0.0  

OPEB TRANSFER 0.0  0.0  0.0  0.0  0.0  0.0  (10.0) (10.0) 0.0  (3.6) 0.0  

DEBT REDUCTION 0.0  0.0  0.0  0.0  0.0  0.0  0.0  (10.0) 0.0  (3.6) 0.0  

FUTURE NOW FUND (115.0) 0.0  0.0  

OPERATING EXPENSES NA NA NA NA NA NA NA (37.3) (26.3) (53.3) (42.2) 

NET GENERAL FUND $302.0  $264.9  $325.1  $364.9  $375.6  $392.1  $493.2  $427.9  $319.5  $566.5  $474.9  

* Amounts in FY 04 and 13 were enforcement collections. 



Gross Collections by Source 
FY 2004 – FY 2014 
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REGULAR COLLECTIONS EQUITY PROCESSING ENFORCEMENT EXTRAORDINARY ITEMS



Share of Total Collections 
FY 2004 – FY 2014 
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That to which we’ve grown 
accustomed….. 

• FY90 to FY14:  24 years at 11.4% annual 
growth 

• Recent history 

– FY 2008:  $375.6 million 

– Six years between FY 2009 – FY 2014: 

• Never less than $450 million 

• Averaged $536.2 million 

• On average, $160 million more than FY 2008 

• $960 million over six years 

 

 

 



Revenue Growth and Stability: 
Recent History 

Performance of Major Revenue Categories: FY 1997-2013 

(General Fund Revenues Adjusted For Delaware Legislative Changes) 

STABILITY GROWTH HISTORY GROWTH FORECAST 

ranked from most stable (1) to least stable (8) Ranked from highest growth/elastcity (1) to lowest (8) 

Revenue Source* 

Share of FY 
2013 

Revenues 

Years with Negative 
Growth in Last  17 

Fiscal Years 
Standard Deviation 

(1) 
Coefficient of 
Variations (2) 

Estimated of Annual 
Growth Rate (3) 

Elasticity v. Delaware Personal 
Income Elasticity Over Forecast 

Value Rank Value Rank Value Rank Value Rank Value Rank Value Rank 

Personal Income Tax 31% 6 4 182.5 8 21.28615 2 4.83% 4 0.89 4 1.08 2 

Corporate Franchise & LLC/LLP's 16% 4 2 98.9 6 13.78962 1 2.74% 6 0.50 6 0.59 5 

Corporate Income Tax 5% 7 5 39.2 3 33.69179 6 4.86% 3 0.94 3 1.16 1 

Bank Franchise Tax 3% 9 8 25.0 2 24.25522 3 2.32% 7 0.12 7 0.20 6 

Gross Receipts Tax 6% 3 1 42.8 4 26.5954 5 5.44% 2 1.16 2 1.01 3 

Abandoned Property  15% 5 3 150.7 7 51.09333 8 13.40% 1 2.44 1 -0.17 7 

Realty Transfer Tax 1% 7 5 22.6 1 42.23646 7 2.84% 5 0.61 5 0.71 4 

Cigarette & Tobacco Product Tax 3% 8 7 47.6 5 25.99496 4 -1.51% 8 -0.22 8 -0.69 8 

Weighted GF Elasticity ==> 0.84 

* Lottery Revenues are not included. Weighted GF Elasticity (no escheat) ==> 0.47 

(1) Standard Deviation revenues in millions adjusted for Delaware legislative changes. Forecast Weighted GF Elasticity ==> 0.51 

(2) Coefficeint of Variation is defined as the (standard deviation/mean). Forecast Weighted GF Elasticity (no escheat) ==> 0.54 

(3) Natural log of reveues in millions adjusted for Delaware Legislative changes. 

(4) Natural log of reveues in millions adjusted for Delaware Legislative changes vs. natural log of Delaware Personal Income. 



Maturing Source of Revenue 
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Various Conclusions 

• Employ cap to protect base budget from 
volatility. 

– At what level should the cap reside? 

• Delaware is too dependent on unclaimed 
property. 

– Portfolio standpoint -- What’s the “right” level? 

– Too dependent on enforcement revenues? 

• Is current “over-reliance” a moot point? 

 

 

 

 



General Fund Forecast 
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If something cannot go on 
forever, it will stop 

• FY97-13:  Unclaimed property grew 2.5 times 
more than the next closest revenue source. 

• Mature revenue source that has reached a 
plateau 

• Energetic opposition to current enforcement 
policies 

• Flat / uncertain outlook 

 

 

 

 










