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Topics For Discussion...

* Overview of Virginia's Economic and Revenue Forecasting Process
* Fiscal Year 2009 Year-in-Review

* Interim Forecasting Process and August Revenue Forecast

* Governor Kaine's Budget Reduction Actions

* Fiscal Year 2010 First Quarter Revenue Collections

* Next Steps

Overview of Virginia’s Economic and
Revenue Forecasting Process

Organization And Responsibilities Of
Revenue Forecasting

* 5 economists, 1 management analyst

* Provide revenue estimates for the General Fund and Commonwealth
Transportation Fund for use in the state budget process.
+ General Fund -- $14 billion
- Major revenue sources include individual income tax, sales tax,
corporate income tax, insurance premiums tax, and recordation tax.
+ Commonwealth Transportation Fund -- $2.2 billion
- Major revenue sources include motor fuels tax, motor vehicle sales
tax, motor vehicle license fees, and international registration fees.

* Other responsibilities include:
+ Department of Motor Vehicles Special Fund -- $183 million
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Components of General Fund and Commonwealth AU . .
; The Virginia Revenue Estimating Process
Transportation Fund Revenues...
In brief, Section 2.2-1503 of the Code of Virginia requires:
Components of General Fund Revenues - FY09 Components of CTF Revenues - FY09 «  The Governor to submit to the General Assembly by December 15 a six-year
Percent Share of Total Percent Share of Total
revenue forecast.
e 2 \IP E
Corporate, / nsurance, * The revenue forecast shall be based on:
o o I + Forecasts of economic activity in the Commonwealth;
5% + Review by an advisory board of economists with respect to economic
- Ret] sales assumptions and technical econometric methodology;
2% + Review by an advisory council of revenue estimates with respect to
economic assumptions and the general economic climate of the
Net el emaional Commonwealth;
e Redisyator Motor ehice + Any such other advisory bodies as the Governor may desire (economic
Moo Vtice Saee advisory council).
10%
$14,315.1 millon $2,310.3 milion
5
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The General Fund Revenue Forecasting Process in Virginia
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The General Fund Revenue Forecasting Process in Virginia

(continued)
Part IV
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Functions of the Advisory Boards

* TAX develops and presents the Virginia economic outlook to the Governor's
Advisory Board of Economists (GABE).
+ The board includes 12 members:
- 4 from private industry -- Norfolk Southern, Federal Reserve
- 8 from state universities -- William & Mary, George Mason, VCU
+ The board recommends a standard and alternative economic forecast.

TAX develops and presents a revenue forecast for each economic scenario to
the Governor's Advisory Council on Revenue Estimates (GACRE).

The board includes 16 members from private industry -- Federal Reserve
Bank of Richmond, Dominion Resources, Genworth Financial, Verizon
The Governor and General Assembly leaders are also board members.
Members evaluate the validity of the forecasts and provide insight into
their particular businesses and industries.
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Fiscal Year 2009 Year-in-Review

The U.S. Economy Deteriorated More Than Was
Anticipated In Fiscal Year 2009...

* As measured on a fiscal year basis (July through June), estimated real GDP
declined 1.6 percent, the first annual decline since 1975.

Summary of Key U.S. Economic Indicators
Percent Change Over the Prior Fiscal Year

FY09 FY09

Forecast Actual
Real GDP -0.4 -1.6
Consumer Spending -0.7 -1.3
Employment -1.0 -2.3
Personal Income 31 16
Wages & Salaries 24 0.7

the gains accrued over the previous four years.

* The U.S. economy shed 5.7 million jobs in fiscal year 2009, erasing nearly all
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Similar To The Nation, The Virginia Economy Shed More

Jobs Than Was Expected In Fiscal Year 2009...

* In Virginia, job losses accelerated in the second half of the year, led by a
pullback in professional and business services and construction.

Summary of Key Virginia Economic Indicators
Percent Change Over the Prior Fiscal Year

FY09 FY09
Forecast Actual
Employment 0.6 1.4
Professional/Business 22 -0.8
Construction/Mining -35 -10.1
Personal Income 21 23"
Wages & Salaries 26 22"

* Estimate based on three quarters of actual data and one quarter of forecast.

* The Virginia economy shed 53,800 jobs in fiscal year 2009, of which 28,700 or

53 percent were related to housing (construction and financial activities).
12
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The Depression In Housing Continued To Adversely Affect
Virginia's Economic Performance In Fiscal Year 2009...

+ Since peaking in the third quarter of 2005, home sales and average sale prices in Virginia
have fallen to levels not seen since early 2002.

+  Statewide volumes are suggesting a bottom; however, this is a phenomenon driven
primarily by Northern Virginia, and more specifically Prince Wiliam County, where drastic
price declines have fueled a surge in sales activity.

+ Sales volume in Hampton Roads and Richmond continues to deteriorate.

+ On astatewide basis, quarterly sales volume is 20,000 units, similar to a year ago but still
44 percent below peak levels.

+ For the state as a whole, the average sale price has declined for six consecutive
quarters, with all three major regions declining at nearly a double digit rate during the
second quarter of 2009.

. Northern Virginia -11%
. Hampton Roads -9%
. Richmond -14%
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Total General Fund Revenue Collections Collapsed In The
Second Half Of The Year...

Growth in Total General Fund Revenue Collections
FY09 Monthly and Year-to-Date

w1

M Ag S O N D dn  Feo  Mar  Aw  May  dn
MombyGrou: 2% 66% T4 A0 4ok 2% 1S0% 36% LS 197% A% 80%

* Collections declined an unprecedented eleven consecutive months in fiscal

Fiscal Year 2009 Revenue Collections Finished $298.8
Million (2.0 Percent) Below Forecast...

Summary of Fiscal Year 2009 Revenue Collections
(millions of dollars)

Variance Annual
Major Source Eoecast  Actal  Dollars  Percent  Growh
Withholding s 9150 5 91381 $ (159 (02% 23 %
Nonwithholding 2383 2304 (@9 (1§ (192
Refunds 18050 1967.4) __(1624) _ 90 171
Net Individual 56973 | e4sll (262 | (22) ©3)
Sales 2009 2034 (75 (19 )
Corporate 6850 680  (@70)  (54) (198
Wills (Recordation) 2081 3143 182 54 (L)
Insurance 2575 255.0 @5 a0 @)
Al Other Revenue 7151 7132 19 _ (03 22.)
Total Revenues  § 146139 § 143151 $ (988 @O)%  (02)%
ABC Profits 366 41 75 205 22
Sales Tax (0.25%) 2221 2134 @n @9 9
Transters 1482 1490 08 _ 05 7
Total Transfers  $ 4069 $ 4065 $  (04)  (OD%  (500)%

Total General Fund  $ 150208 $ 147216 § (2992)  (20)% (112)%

Fiscal Year 2009 Revenue Collections Finished $298.8
Million (2.0 Percent) Below Forecast (continued)...

* The major driver of the fiscal year 2009 revenue shortfall was unexpected
growth in individual refunds.

. Compared to fiscal year 2008, TAX issued 28.8 percent more refunds
between April and June, with June's total 110.2 percent above the prior
year.

* Withholding and sales tax collections (83 percent of total revenues) finished a
combined 0.6 percent below forecast.

* The three most volatile sources, individual nonwithholding, corporate income
tax, and wills, finished 1.8 percent below the official forecast for the three
sources.
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year 2009.
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Summary of FY09 Commonwealth Transportation The Recession Continued To Devastate Transportation
Fund Revenue Collections Revenues In Fiscal Year 2009...
Fiscal Year 2009 Motor Fuels Tax Collections, FY89-09
Forecast ~ Actual  $Variance % Growth Adjusted for Inflation — FY90=1.0

Motor Fuels Tax $ 8309 $ 8279 $ (3.0) 27 % Millions of Dollars
Motor Vehicle Sales Tax 4301 4132 169) (37 o
Motor Vehicle License Fee 2392 2416 24 (0.2)
International Registration Fee 514 59.0 76 (20.4) 640
Retail Sales Tax 5145 499.4 (15.1) (49)
Insurance Premiums Tax 1323 1323 - na 620
Recordation Tax 354 357 03 na
Interest Eamnings 30.7 277 (3.0) (55.4) 600
Miscellaneous 748 735 (1.3) (0.1)

580
Total $ 23393 $ 23103 $ (29.0) @7 %

560

* Adjusted for transfers to the Commonwealth Transportation Fund for the 540
General Fund per HB3202 (2007), annual collections declined 9.8 percent.
6 %0 51 %2 53 %4 %5 % 9 % 9 W 01 U2 03 04 05 05 07 T8 0
+ Fiscal year 2009's adjusted collections were equivalent to the fiscal year
2004 level of revenue collections. * Adjusted for inflation, motor fuels tax collections have declined for five
7 consecutive years. 18
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The Recession Continued To Devastate Transportation
Revenues In Fiscal Year 2009... (continued)

New Taxable Titles Average Price of a New Vehicle
Year-over-Year Percent Change Year-over-Year Percent Change
—. ey S-mont

* The seasonally-adjusted 3-month moving average of new vehicle sales fell to

near 20,000 units in May, its lowest level since March 1991. Since that time it
has rebounded, in part due to “cash-for-clunkers”.

* New vehicle prices have rebounded from the 5-year low reached last July. 19
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The Recession Continued To Devastate Transportation
Revenues In Fiscal Year 2009... (continued)

Used Taxable Titles Average Price of a Used Vehicle
Year-over-Year Percent Change Year-over-Year Percent Change
s SeASONGUly-a0justed 3-month moving average T Seasonally-adjusted 3-month moving average

: A\ M

* Both used taxable titles and prices have improved from bottoms reached
earlier this calendar year.
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Interim Forecasting Process and
August Revenue Forecast

The Governor Ordered The Secretary Of Finance In Mid-
June To Conduct A Reforecast Of Revenues...

* The August 2009 interim revenue forecast is based on the updated economic
outlook for Virginia as approved by GABE and the GACRE.
+ Global Insight's June 2009 standard forecast for the U.S. and the
associated outlook for Virginia were presented to the GABE.

The majority of the Board considered the standard forecast for Virginia too
high, with two members recommending a lower growth alternative and six
supporting the standard forecast with downward revisions.

Based on GABE members’ comments, the June standard forecast for
Virginia employment and wages & salaries was reduced halfway to the
“False Dawn” pessimistic alternative forecast.

The June GABE and pessimistic alternative forecasts were presented to
the Governor's Advisory Council on Revenue Estimates (GACRE) on
August 5, 2009.

22
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Global Insight’s June U.S. Standard Forecast Is an Update
to the November Forecast...

* The June standard forecast update includes two additional quarters of
economic data.
Real GDP
History and Forecast
Percent Annualized Percent Change

- 2

o poves)
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Global Insight’s June U.S. Standard Forecast —“The
Bottom Is Near — For Output, Not Employment” ...

* Global Insight expects real GDP to begin slowly growing in the second half of
the year.

* The labor market is expected to gradually improve, with job growth turning
positive in the fourth quarter of 2010. The unemployment rate is expected to
peak at 10.3 percent.

Global Insight expects total personal income growth to slow further in fiscal
year 2010.

Global Insight does not expect a robust consumer recovery.

* The housing market remains a drag on growth; however, home sales, housing
starts, and building permits are showing signs of stabilization and are expected
to hit bottom in the second quarter of 2009.

¢ The turmoil in the financial sector and stock markets has subsided; however,
some instability remains. 24
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In the June Standard Forecast, the U-Shaped Growth Path
for Virginia Has Become Deeper ...

* Employment and income growth are not expected to reach a low point until
fiscal year 2010, compared with fiscal year 2009 in the official forecast.

Key Virginia Economic Indicators
Official and June GABE Forecast
Annual Percent Change
Fiscal Year
08 09| 10 11 12

Employment
Official (Nov 08) 09 (06|02 08 15
June GABE 06 (14| (18 05 15
Personal Income
Official (Nov '08) a4 21 23 34 4.2
June GABE 45 23 12 28 39

Wages & Salaries
Official (Nov '08) 43 26 [32 32 40
June GABE 44 22 [13 28 41

Average Wage

The August Interim Revenue Forecast Incorporates
Pessimism From The GACRE Meeting...

* Based on GACRE comments:

The pessimistic alternative scenario for sales tax revenue was adopted.

Corporate income tax receipts were lowered to reflect weak taxable
profits.

Recordation receipts now anticipate that the bottom of the housing market
has occurred in Virginia.

* The August Interim revenue forecast is a blend of the standard outlook and the
pessimistic outlook.

+ Payroll withholding and retail sales tax — 80% of general fund revenues —
are forecast to track to the pessimistic alternative scenario.

26
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In the August Interim Revenue Forecast, Total General
Fund Revenues Have Been Reduced by $1.2 Billion...
August Interim Revenue Forecast

(millions of dollars)
Fiscal Year 2010

Asa%

of Total FYoo Offcial  June Annual
Major Source  Revenues  Variance | Forecast Forecast  Change  Growth
Withholding 626 % $ (159 | § 947445 9338 S (1426) 21 %
Nonwithholding 154 (379 23269 19044 (4225 (17.6)
Refunds 118 162.4) 7862)  (1.944.4) 158.2)

Net Individual 6.2 (@162) | T 100151 02018 (7233 (20)
Sales 202 (575 30501 27847  (2654) (A1)
Corporate 48 (370) 7240 6622 ©18) 22
Wills (Recordation) 2.0 162 2081 2840 141 (©6)
Insurance 19 @5 2831 2555 @6 02
AllOther Revenue 5.0 (9 7558 665.4 ©04) (67
[fom Base) 1000 % § (2088) | 5 151262 5 130436 § (11626 261%
Tax Policy Actions

Tax Amnesty 380 380 00 00

Sales Tax Remittance 078 078 00 00

[Total Revenues $ 152620 $ 14,0794 $ (11826) (16)%

27
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Official (Nov '08) 34 32 3.4 23 25
June GABE 38 37 31 23 26
25
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The Revised Economic Outlook and Revenue Collection
Data for Fiscal Year 2009 Serve As the Basis for the
Revised General Fund Revenue Forecast...
*  Withholding: -$142.6 million — reduced employment and wages and salaries
*  Nonwithholding: -$422.5 million — weaker non-wage income and financial markets
+ Individual refunds: +$158.2 million — revised income tax and overpayment ratios
+  Sales: -$265.4 million (‘False Dawn’) - lower personal income
«  Corporate income: -$61.8 million — weaker corporate profits and financial markets
«  Recordation: -$14.1 million — lower mortgage originations and home prices
* Insurance: -$27.6 million — reduced personal income and higher refund activity
*  All Other Revenue:
+ Interest: -$65.9 million — declining investable balances and lower yields
. Fines -$24.5 million — underperformance in fiscal year 2009 2
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Reductions To The General Fund Sales Tax Forecast
Directly Affect Education Funding...

* Of the total 5 percent general sales tax paid by the consumer, 2 and 1/4
percent is distributed to localities:
+ 1 percent local option;
+ 1land 1/8 percent for education based on school-age population; and
+ 1/8 percent based on the composite index.

* Based on the revised forecast, the 1 and 1/8 percent for education based on
school-age population (a component of the 3 and 1/4 percent sales tax
remaining in the General Fund each month following transfers*) has been
reduced $85.3 million in FY10.

*Of the 5.0 percent general sales tax collected each month, 1 percent is transferred o localities in the following moth, 1/2
percent s transferred to the Trust Fund, and 1/4 i transferred to the SOQ/Local Property Tax Relief
Fund. The remaining 3 and 1/4 percent is booked to the General Fund, from which 1 and 1/8 percent will be distributed to
localities based on school-age population

29
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The August CTF Revenue Forecast Is Based On The June
Alternative Economic Outlook...
* Inthe Virginia alternative low-growth forecast, the severe recession is likely to

end in FY10. However, the principal revenue drivers, employment and
income, are expected to be sluggish.

* Over the next six years, CTF collections are being reduced by a total of $883.2
million as compared to the official forecast.

* Close to 86 percent of the revenue reduction can be attributed to the retail
sales tax and the motor vehicle sales tax.

* Total state taxes and fees are expected to decline again in FY10, falling by 2.8
percent.

* CTF revenues are projected to increase by 1.9 percent in FY11 and 3.1
percentin FY12.

30
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Summary Of The October CTF Reygnue Forecast Key Risks for the Fiscal Year 2010 Forecast...
Revenue Reductions from the Official Forecast
(Millions of Dollars)
* Risks remained tilted towards the downside, with prospects of a self-sustaining
economic recovery uncertain.
Pa0 Pa1 Faz Fas Pad eas
Motor Fuels Tax S @6)s (12Ns @8BS (64HS (86 S (164 +  While economic activity as measured by real GDP is expected to improve,
Priorty Transportation Fund * ©08) ©35) 13 108) 103) 87 persistent unemployment and other weak consumer fundamentals will
Motor Vefic Sales Tax @7 @60 (29 (99 @28 (50 i . . .
o Sels Tax o 6o esa @0 629 G0 constrain growth. Governor Kaine’s Budget Reduction Actions
Motor Verick License Fee
Wemational Registralon Fee 76 76 e e e e ¢ Key factors will influence economic and revenue growth:
Recordation Tax (3 certs) @9 s a9 a9 a9 as9)
Al Other @9 @) @) @8 @) 1) + Energy costs
Highway Maintalenance Fund §  (667)  (596)  (416)  (356)  (261)  (284) + Housing market
Transportation Trust Fund (892)  (1134) (1135  (108) ©67) (1043 + Stock market volatility
Total CTF S (559)$ (730)s (5518 (43N S (1228) 5 (1327) + Defense and federal procurement spending
+ International events
The prariy Transporaton F
31 32
Virginia Association of School Business Officials ~ October 16, 2009 Virginia Association of School Business Officials - October 16, 2009
Overview of Budget Reduction Plan L . . .
; ; Characteristics of Governor’s Proposed Budget Plan K-12 Education Savings Strategies
FY 2010 Budget Shortfall and Reduction Strategies P 9 9 9
Net Budget Shortfall for 2008-2010 Biennium * No tax increase is proposed. * Majority of savings aqribulab\e to strategies that supplant general funds with
$in Millions| *  No issuance of new state debt is assumed. other sources of funding.
Balance in Appropriations Act (Chapter 781) $ 157 * No program or policy reductions are made to K-12 education.
FY 2009 Revenue Shortfall (299) . General fund reductions are offset by other funding sources and federal + Literary Fund balances to support school employee retirement
FY 2010 Revenue Shortfall (1,209) stimulus funds. contributions ($55.0 million).
Net Budget Shortfall for Biennium $  (1,351) * Safety net programs and services are maintained to extent possible.
- « Reductions in aid to local governments are minimized: + Federal stimulus (State Fiscal Stabili‘zation Funds) to supplant general
* Because almost three mon.&hs of fiscal year 2010 have elapsed, the Governor's . Funding to localities represents about 50 percent of general fund fund supported programs ($68.9 million).
proposals were directed at: spendin
+ Managing the shortfall while minimizing impact on K-12 education, safety net P! 9- ) o = Lottery Fund bal t lant | fund $9.9 milli
services, and local governments. + Policy reductions in aid to localities make up only about 3 percent of all + Lottery Fund balances to supplant general fund programs ($9.9 million).
+ Making agency and targeted budget reductions that could be continued through proposed actions.
2010-12 biennium and beyond. ¢ Federal fiscal stimulus funds are used to mitigate almost half of the impact of * Sales tax distribution lowered due to August revenue revision ($37.6 million
* The Governor's plan includes a variety of actions including: agency and program reductions to higher education. savings).
reductions, reversion of prior year unspent general fund and nongeneral fund
balances, use of alternative funding sources as a substitute for general fund
spending, and a proposed Revenue Stabilization Fund transfer.
34 35 36
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Summary of Governor's Proposed Budget Actions

Eva010
‘General Fund Revenue Shortall (ncl. ransfers) s @as08)

Agency-based Actions:
‘Agency Pledged Balances 28
Agency GFINGF Balances 1134
Net GF Hgher Ecucation Reductions. 1053
Close Correctonal Faciltes %66
Consitiorel Offcers 304
One Day Employee Furlough 163
Indigent Care Furci 70
MH TreatmentDisabilty Trairing Certers 63
Economc DevelopmertToursm 31
 Agency Reductions. 1004

Subtotel  § 5616
Revenue Sharing Adjustments:
Tax

First Quarter General Fund Revenue Collections for Fiscal
Year 2010...

Summary of FY10 GF Revenue Collections
July through September

Percent Growth over Prior Year

a6
HB 590 Paymerts 137
subtotal & 513
Other Actions:
Reverue Stabilzaion Furd Wil 2830
Federal Simuks (K12 & Hgher Education) 1604
VRS Enployer Retrement Rate Suspersion 1041
VRS Enmployer Non Relremort Programs Rate Suspension 309
Federal Simuks (Vedicaid Metch Rate) 970
Lierary Fund 50
LoteryProfs (rom FY2009) o
Subtotdl 5 703
“Totalof Al Actions s 1332
Amountin Excess of Shortal s e 37
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First Quarter CTF Revenue Collections for Fiscal Year
2010...
Summary of FY10 CTF Revenue Collections
July through September
Fiscal Year 2010
Collections % Growth % Forecast  Variance
Motor Fuels Tax (1) s 1464 ©1) % a3 % @8) %
Motor Vehicle Sales Tax (2) 1209 (29) ©3) 64
Motor Vehicle License Fee 507 6.9 01 7.0)
Retail Sales Tax 1241 63) @2) (@1)
Priority Transportation Fund (3) 1057 (9 @1) 02
All Other 244 17 152 (135)
Highway Maintenance Fund ~ § 2750 ©.0) % @8 % 62 %
Tranportation Trust Fund s 3152 @)% 28 % ©3)%
Total CTF s 5902 @5 % @8 % wnw
(1) includes avation and road tax
(2) includes rentaltax
(@) includes motor ues oo stock tax and nsurance premims tax
40
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Asa%
. . . of Total YTD Revised
Fiscal Year 2010 First Quarter Revenue Collections Maior Source Revenues | Actual  Estimate  Variance
Withholding 66.3 % 23) % 21 % (4.4) %
Nonwithholding 13.7 (23.4) (16.8) (6.6)
Refunds 13.8) 186 1.2) 19.8
Net Individual 66.1 6.9) (1.8) (5.1)
sales 205 (5.9) (0.4) (5.5)
Corporate a7 (7.9) 22 (10.1)
Wills (Recordation) 20 (10.9) (9.6) (1.3)
Insurance 1.8 0.0 0.2 0.2)
All Other Revenue 48 (19.1) (5.4) (13.7)
Total 100.0 % (7.4) % (1.6) % (5.8) %
39
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Next Steps
* The Governor will conduct a forecast update prior to his budget submission
that will incorporate critical information.
+ Updated economic outlook
+ First quarter revenue collections
Next Steps + Individual and corporate income tax extension filing
+ Updated comments from advisory boards
a2
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Average Sale Price in Northern Virginia, Hampton Roads, and Richmond

Levels.
Seasonally-adjusted 2-quarter moving average
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U.S. and Virginia Employment

Fiscal Year 1991 - Fiscal Year 2009
(Thousands of Jobs - Seasonally-Adusted)

Y us. Gainlloss B vigna
%0 100817 % 2005
o 108283 1534 o 2028
9 108640 357 % 2840
B 110663 2028 % 201
% a1 373 B 3005
% 78 3050 o 078
% 10647 2461 % 3120
o 122604 2007 o 3225
% 125851 3200 % 33w
%9 128851 3000 o 3403
o e 208 o asie
o 047 208 o 327
o 130373 1674 o 3497
0 120839 534 0 3487
o mae 1603 0 asm
o g2 2002 o s
o 13595 2am o arm
o 137605 1689 o7 3763
08 137,356 289 o 3761
0 s 562 0 3655

Note:

Source: Bureau of Labor Statstics (BLS)

Gaintloss

he pror year.
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Questions??

Thanks!!!

Contact Information

John R. Layman
Director/Chief Economist
Office of Revenue Forecasting
Virginia Department of Taxation

(804) 371-4370 (Office)
(804) 840-4951 (BlackBerry)
john.layman@tax.virginia.gov
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