MINUTES of the
DELAWARE ECONOMIC & FINANCIAL ADVISORY COUNCIL

Buena Vista — April 18, 2011

Attendance:

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

Members in Attendance: 22
Members Absent: 13

Others Present: N. Adams, M. Casey, Z. Chaudhry, J. Craig, D. Gregor,
C. Heiks, C. Kempista, K. Knight, S. Kubico, O. Masood, B. Maxwell, S. McVay,
B. Motyl, B. Scoglietti 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. He reviewed the
Functional method. He noted that the Salary amount had increased from FY2010
due partly to the pay increase. Mr. Ratledge added that 75% of the increase in
Fringe Benefits was attributed to rising health costs. (See Table 1b for complete
details.)

Mr. Ratledge reviewed the Balance Sheet estimate of $3,371.9 million. The
Reversion estimate remains at $40.0 million; Encumbered remains at $36.0 million
and Continuing is reduced from $169.0 million to $168.4 million (See Table 1a for
complete details).

A motion was made, seconded and approved to accept $3,371.9 million as the
expenditure estimate for FY2011. This represents an increase of $0.6 million from
March’s estimate.

For informational purposes, Mr. Ratledge reviewed 4 charts which tracked Delaware
General Fund revenues and expenditures going out to FY2015. Mr. Ratledge noted
that projected expenditures would exceed revenues in FY2015 due to revenue
provisions which sunset then. The last chart showed in percentage terms the level of
support each Department receives from NSF revenue. Mr. Ratledge stated that most
of the Departments of Labor and Agriculture are federally funded.

Revenue Subcommittee:

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

Mr. Craig reviewed that the Global Insight April forecast. For FY2011, there has
been little change since March. The real GDP growth rate has been decreased from
2.9% to 2.8%. FY2012 Real GDP growth decreased from 3.2% to 3.1%. This slight
decrease was largely attributed to the increase in oil prices and lower expectations
for the first two Quarters of CY2011.

Mr. Dixon presented a cautionary comment. He noted that much of the benign
growth since the end of the recession is attributed to Federal monetary and fiscal
action. When that ceases, will the economy continue its moderate growth path.

Mr. Horty inquired about the implications of the negative outlook S&P gave to the
U.S. credit rating. Mr. Dixon responded that it was just a warning at this time, but
an actual rating downgrade would clearly have negative consequences.
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General Fund Revenues - Fiscal Year 2011:

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

FY 2011
Revenue Category Mar-11 Apr-11] Change
Corporation Income Tax 200.0 230.0 30.0
Personal Income Tax 1,139.8 1,154.0 14.2
Insurance Taxes 55.5 65.6 10.1
Bank Franchise Tax 115.4 119.7 4.3
PIT Refunds (185.0) (181.5)] 3.5
Lottery 282.0 285.0 3.0
Dividends and Interest 11.0 8.5 (2.5)
Gross Receipts Tax 195.0 197.0 2.0
Public Utility Tax 59.0 57.5 (1.5)
Other Revenues 129.4 129.2 (0.2)

For a complete listing of FY 2011 estimates, see Table 2.

Discussion of FY 2011 Estimates:

Personal Income Tax: Mr. Lewis stated that Withholding strength
accounted for the increase. Collections in March were the highest ever. He
said bonus payments and stock options aided this increase. There was no
change to Estimated or Final settlement estimates. The estimate for
Refunds was reduced.

Corporate Income Tax: Mr. Lewis attributed the increase to two IRS audits.

Bank Franchise Tax: Mr. Lewis attributed the increase to continued strong
tracking.

Lottery: Mr. Lewis attributed the increase to tracking.
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Abandoned Property: Mr. Lewis stated that nearly $200.0 million has been
collected in this category since last meeting. He said that the baseline for
this estimate is approximately $500.0 million for each of the three forecast
years. In the current year, the estimate is reduced by $70 million which is
transferred to special funds. He said that it is possible that the estimate
could exceed $494.0 million, at which point the balance would be added to
the General Fund.

Mr. Morgan asked where the $70.0 million was being transferred. Mr.
Cook responded that $10 million goes to the Transportation Trust Fund,
$10 million to Debt reduction, $10 million to OPEB funding and $40 million
to school construction.

Mr. Bullock cautioned that due to the volatility of this category, this is not
a revenue stream on which to build an Operating budget around. Mr.
Swayze added that this is why placing earmarks on this category is a
positive. Mr. Bullock concurred.

Mr. Gregor responded that it is a very volatile category and a mid-range
estimate was made at the beginning of the year, which is then adjusted as
actual collections are made during the course of the year.

Other changes were attributed to tracking.

FY2011 Estimate Adopted:

A motion was made, seconded and approved to accept the Revenue
Subcommittee’s recommendation of $3,501.2 million as the revenue estimate
for FY2011.

The estimate represents an increase of $62.9 million from DEFAC’s March
estimate.

Mr. Lewis stated that most of the increase was attributed to Corporate
Income Tax and Personal Income Tax.
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General Fund Revenues - Fiscal Year 2012:

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

FY 2012
Revenue Category Mar-11 Apr-11| Change
Abandoned Property 425.0 475.0 50.0
Corporation Income Tax 160.9 180.9 20.0
Personal Income Tax 1,216.6 1,231.6 15.0
Insurance Taxes 58.4 69.0 10.6
Bank Franchise Tax 109.3 114.2 4.9
PIT Refunds (186.3) (182.8) 3.5
Lottery 263.1 265.8 2.7
Public Utility Tax 62.0 59.5 (2.5)
Gross Receipts Tax 214.5 216.7 2.2
Dividends and Interest 12.1 11.1 (1.0)
Other Revenues 116.4 116.6 0.2

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

Discussion of FY2012 Estimates:

Personal Income Tax: Mr. Lewis stated that since there had been little
change in the economic outlook, previous growth rates were maintained.

Corporate Income Tax: Mr. Lewis said that due to the payment timing from
the two large audits, $20 million was carried into FY2012.

Abandoned Property: Mr. Lewis noted that the increase of $50.0 million
reflects the new baseline estimate of $500.0 million. The FY2012 estimate
assumes that $24.0 will be transferred to the Transportation Trust Fund.
Mr. Lewis added that a range of plus or minus $75.0 million could be
placed around this estimate.

In response to a question from Mr. Swayze, Mr. Gregor stated that annual
filings had increased from $200.0 million to $280.0 million in the most
recent year. Audit activity looks strong going forward and equity sweeps
are expected to remain stable. These three elements are the basis of the
$500.0 million baseline estimate. Mr. Gregor noted that, because
compliance in this category is very low, a relatively small increase in the
businesses voluntarily filing annual returns translates into a large
percentage increase in such filings.
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Mr. Ratledge noted that compliance rate rises a big question about how big
of an opportunity is wished to be pursued with this category.

Ms. Cook noted that in the Governor’s proposed FY2012 budget there is a
continuation of a cap on this category, but since it has yet to be enacted it
this is not reflected in the current estimate.

Ms. Vasalli stated that currently only the $24 million transfer to the
Transportation Trust Fund is reflected in the estimate. She indicated that
retaining the cap on this revenue source is in the Governor’s plans for the
very reasons mentioned at this meeting.

Mr. Lewis reported that all other changes reflected the carrying forward of
changes made in FY2011.

FY 2012 Estimate Adopted:
A motion was made, seconded and approved to accept the Revenue
Subcommittee’s recommendation of $3,627.6 million as the revenue estimate

for FY2012.

The estimate represents an increase of $105.6 million from the March
estimate.

Mr. Lewis stated that most of the increase was attributed to Corporate
Income Tax, Abandoned Property and Personal Income Tax.

Mr. Lewis stated that the FY2013 estimate is $3,747.5 million and represents
growth of 3.3%.

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.

The following changes were made from the March estimate.

State Capital Expenditure: Decreased from $191.4 million to $160.4




DEFAC Minutes April 18, 2011 Meeting Page 7 of 8

million. Mr. Motyl explained that project delays accounted for the decrease.
In response to a question from Ms. Burnham Davis, Mr. Motyl said the

factors for the delays were both related to weather and Real Estate
acquisition.

Federal Capital Expenditure: Decreased from $265.3 million to $217.3
million. Mr. Motyl noted that this reduction reflects the federal match on
the state delays.

A motion was made, seconded, and approved to accept $745.6 million as the
FY2011 TTF expenditure estimate. The estimate represents a decrease of
$79.0 million from the March estimate. (See Table 4.)

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

FY2011 Estimates:

The following changes were made from the March estimate.

Concessions: Decreased from $2.3 million to $1.7 million. Mr. Motyl noted
that this reflects poor retail and restaurant sales at the 1-95 Plaza.

Other DMV Revenues: Increased from $23.5 million to $24.4 million.
A motion was made, seconded, and approved to accept $428.9 million as the
FY2011 revenue estimate. This represents an increase of $0.3 million from
the March estimate.
FY2012 Estimates:
The following changes were made from the March estimate.

Concessions: Decreased from $2.5 million to $2.1 million.

Other DMV Revenues: Increased from $24.2 million to $25.1 million.

A motion was made, seconded, and approved to accept $439.8 million as the




DEFAC Minutes April 18, 2011 Meeting Page 8 of 8

FY2012 revenue estimate. This represents an increase of $0.5 million from
the March estimate. (See Table 5)

Other Business:

Mr. Martin announced the next scheduled DEFAC meeting dates:

e May 16, 2011
e June 16, 2011 (Thursday)

Mr. Martin announced that going forward, the Subcommittees would meet on the
same day as the general meeting.

On Monday May 16" at Buena Vista the Expenditure Subcommittee will meet at
12:00 p.m. The Revenue Subcommittee will meet at 1:00 p.m. and the General
meeting will be at 3:00 p.m.

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

Respectfully submitted,

Je- & Oy

James A. Craig
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