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Director, Bureau of Revenue Estimates

Subject: Fiscal Year 2009 Revenues

General fund revenues totaled $12.900 billion in fiscal year 2009, $347.9 million (2.6%)
below the forecast. Despite the fact that 2009 was the first full fiscal year many of the tax
- changes enacted during the 2007 special session were effective, ongoing revenues declined 4.8%.
Only twice before in the last four decades, in fiscal years 2002 and 2003, have general fund
revenues declined; considering law changes, the decline in fiscal year 2009 is several percentage
points larger than that in 2002. This is just one of many measures that indicates the severity of
the current economic recession. '

Individual income tax revenues contributed $6.477 billion to the general fund, a decline
of 6.7% and $304.3 million (4.5%) under the estimate. While the income tax fell by 7.1% in
fiscal year 2001, the largest drop on record, roughly two percentage points of that decline were
caused by the phased-in 1998 income tax reduction. Fiscal year 2009 collections would likely
have been even lower, however, were it not for the additional income tax brackets effective for
tax year 2008. Adjusted for law changes, then, 2009 was the worst year on record for the modern
income tax.

While the income tax was weak across the board, estimated and final tax payments
performed exceedingly poorly. Estimated payments fell 16.0%, the largest decline since at least
1980, with the last two quarters of the fiscal year (the first two quarters of tax year 2009)
showing drops of over 30%. This result is all the more striking considering that estimated
payments throughout the year were supposed to reflect all but the highest of the new income tax
brackets that were first effective for tax year 2008. Final payments fell by 24.9%, also the worst
performance since at least 1980 and perhaps even more striking since these payments should
have reflected all of the new brackets, including the 6.25% bracket on taxable income over $1
million. A full analysis is not possible until after the October filing extension, although it seems
clear that falling real estate prices and the near-40% drop in the S&P 500 stock index played a
substantial role. Estimated payments fell $243.6 million short of the estimate (including local
income taxes), contributing more than half of the general fund shortfall in the individual income
tax, while final payments were $108.1 million down, representing almost another quarter.
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Income tax withholding finished the year at $10.138 billion, a decline of 0.5%, and fell
$64.6 million below the forecast. This drop is the first in withholding since at least 1980, with
the previous low being a 2.1% increase in fiscal year 2002. On a year-over-year basis,
employment declined every month of the fiscal year, finishing 1.6% lower than in fiscal year
2008, while wage and salary income increased a weak 2.4% in the first three quarters of the fiscal
year, the latest data available. Part of the discrepancy between wage growth and withholding is
explained by the increase in the personal exemption first effective for tax year 2008, and hence
affecting all four quarters of fiscal year 2009. Income tax payments by fiduciaries, highly
dependent on interest rates and capital gains, fell substantially short of the $101.4 million
estimate. Fiduciaries finished the year at $66.4 million, down 49.5% from 2008. Income tax
refunds increased 12.5% to $2.528 billion, slightly above the estimate of $2.502 billion.

General fund corporate income tax revenues were nearly flat, with a 0.2% decline to
$550.7 million, but they fell $31.6 million (5.4%) short of the forecast. Nationwide, corporate
profits declined 15.1% over the course of the fiscal year, following a 7.5% decline during fiscal
year 2008. Despite the sharp fall in profits, corporate income tax gross receipts fell only 3.0%,
cushioned by the increase in the tax rate from 7% to 8.25% effective for tax year 2008 and later.
Estimated payments, largely reflecting economic activity throughout the fiscal year, fell just
0.9%, but after accounting for the increase in the rate, the decline was 10.0%. Payments with
* returns fell 7.3%, or almost 15% after adjusting for the rate increase. Corporate income tax

refunds, almost 90% from tax years prior to 2008, fell back 17.4% from the record level of fiscal
year 2008, to a level still 30% higher than any other previous year. Net corporate receipts
actually increased 1.9%, but after adjusting for the rate increase they fell approximately 10%.
Changes to the distribution of corporate income tax revenue resulted in the 0.2% general fund
decline.

General fund sales and use tax receipts declined 1.5% to $3.620 billion, and were §9.5
million (0.3%) above the forecast. Gross receipts increased 3.0% for the year, although they
were boosted by the rate increase from 5% to 6% that was effective for only half of fiscal year
2008. Adjusting for the rate increase, gross receipts declined roughly 6%, only the second
decline in the last 40 years, exceeding the 2.0% drop in fiscal year 1991. Revenues from
consumers, about two-thirds of total sales tax collections, dropped 5.8% after adjusting for the
rate increase. As the recession took hold over the course of the fiscal year, mounting job losses
and the sharp decline in the stock markets and housing values, among other factors, led to record
low consumer confidence. Uncertain about the future, consumers cut back on spending as the
savings rate rose to levels not seen in more than ten years. The collapse of the housing boom,
with single-family permits falling by approximately 30% over the course of the fiscal year, led to
a drop of about 16% in construction-related revenues, while sales of capital goods fell off as
business investment was cut back almost 10% nationally, resulting in a decline in related sales
tax revenue of about 14%. The declines in all three of these categories, after adjusting for the

_increase in the sales tax rate, are the largest on record (since 1981). The discrepancy between the
growth in gross receipts and general fund growth is largely explained by the new distribution of
5.3% of revenues to the Transportation Trust Fund, which resulted in $201 .6 million being
distributed to that fund. '



General fund lottery collections declined by 4.8% to $473.2 million, but finished the year
$17.4 million (3.8%) above the forecast. Sales increased 1.5% to $1.698 billion, driven by .
growth in excess of 5% from Pick 4, Keno/Racetrax, and Multi-Match. Sales of instant tickets,
the largest game, fell by 1.3%, while sales of Pick 3, now the third-largest game, increased by
only 0.7%. Despite the modest increase in sales, gross revenues declined 6.8%. The primary
cause for the decline is a swing from last year’s abnormally low prize payouts for Pick 3 and Pick
4 (46.0% and 42.7% of sales, respectively), which boosted revenues, to somewhat higher than
statistically-expected payouts this year (about 53.2% for both). Had the payout percentage for
these two games been unchanged this year, gross revenues would have been about $46 million
higher and would have increased about 1.9%, much more in line with sales growth.

Business franchise taxes dropped 3.2% to $201.4 million, $7.9 million (3.8%) under the
forecast. Business filing fees, accounted for within this tax, increased 5.9% to $78.8 million,
$3.3 million above the forecast. This performance is notable because the implication is that there
has been a sizable increase in business entities during what many now consider the worst
recession in the post-war period. Partly as a result of the recent decline in energy prices, public
service company franchise taxes fell 6.4% to $124.9 million. Insurance premium taxes fell 8.8%
to $275.2 million, $23.1 million below the forecast, attributable in part to businesses and
consumers cutting costs during the recession.

Death taxes—the estate and inheritance taxes—fell 15.6% to $205.6 million, and were
$21.0 million (9.3%) below expectations. The estate tax generated $153.4 million in revenue, a
decline of over 21%, and was $23.1 million (13.0%) under the forecast. Volatility in the estate
tax is not unusual-there have been three larger drops in the past 20 years-but the last three
months of the fiscal year were particularly weak. No three-month period has seen weaker
collections in more than five years. There were 17 payments over $1 million in fiscal year 2009,
compared to 26 the year before, and the average large payment fell from over $3.1 million to $2.5
million. Inheritance taxes, on the other hand, exceeded the forecast by $2.1 million, growing
6.4%.

Tobacco tax revenues increased by 7.8% to $405.6 million, although they fell $8.2
million (2.0%) short of the estimate. The growth is entirely a result of the doubling of the
cigarette tax, which was effective for only half of the fiscal year. Revenues did not increase
significantly because of the decline in consumption brought on by the tax increase, exacerbated |
by an increase in the federal tax on cigarettes in April. Pack sales fell almost 18% for the fiscal
year, to just under 200 million packs, while the trend in recent years has been roughly flat sales.
Cigarette taxes accounted for all of the general fund shortfall, coming in $8.7 million (2.2%)
below expectations. The tax on other tobacco products increased 12.7% to $11.0 million,
$500,000 above the forecast. Alcoholic beverage excise taxes hit the forecast, growing by 0.7%.
By law, a flat $6.5 million of motor vehicle fue] tax was distributed to the general fund.

Notable results among the remaining revenues include the clerks of court, interest, and
miscellaneous revenues. Revenues from the clerks, largely related to real estate activity, fell
4.8% to $40.5 million but were $8.1 million (24.9%) above the estimate. About three-quarters of
this overage results essentially from budgetary activity rather than revenue collection;



discounting that amount, revenues would have declined 18.4%, more in line with the forecast.
Interest income declined 50%, and fell $20.0 million (19.4%) under expectations as lower
revenue collections and lower balances than expected along with decades-low interest rates took
their toll. Miscellaneous revenues increased 4.8%, finishing $30.3 million (9.9%) over the
forecast. Several agencies collected more revenue than expected, including the departments of
Health and Mental Hygiene and Public Safety and Correctional Services, the State Police and the
Treasurer's Office. The large non-agency miscellaneous revenues, including unclaimed property,
uninsured motorist penalty fees and the like, finished $10.4 million under the forecast.

The Revenue Monitoring Committee will be analyzing the fiscal year 2009 results and
the current economic outlook over the next several weeks, and will present you with
recommended revenue estimates for fiscal years 2010 and 2011 before the September 17 Board
of Revenue Estimates meeting. In the meantime, if you have any questions, please do not

hesitate to contact me.
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General Fund Surplus
June 30, 2009

General Fund Balance, June 30, 2008 $487,111,012

2009 Estimated Revenues ' 13,228,370,759
Adjustments to Revenues 20,002,143
Reimbursement from reserve for Heritage Tax Credits 21,270,915
Reimbursement from reserve for Biotechnology Tax Credits 6,000,000
Other adjustments to revenue: )
Transfer from accounting reserves 380,163,631
Transfer from Revenue Stabilization Account 170,000,000
Transfer from Central Collection Unit - 2008 Session 25,000,000
Transfer from other funds - 2009 Session 414,399,880

2009 General Fund Appropriations
Appropriated by 2008 General Assembly $15,079,558,284
Expenditure reductions - Board of Public Works (414,452,460)
Deficiency appropriations (273,028,567)
Withdrawn appropriation - 2009 Session (1,598,760)
Specific reversions (45,234,197)
Estimated agency reversions _, (30,000,000)

(14,315,244,300)

Estimated 2009 General Fund Balance ) ’ $437,074,040

Add:

Total Net Revenues $13,908,791,658

Excess (deficiency) of Actual Revenues
over (under) Estimates, Adjustments and Transfers (356,415,670)

Estimated Reversions (in estimate above) (76,832,957)

DAFR6000 - Remaining appn. bal. 83,346,951

Excess of Actual Reversions
over Estimates 6,513,994

(349,901,676)
Total Fund Balance (deficit) $87,172,364

Deduct:

General Fund Balance reserved
for 2010 Operations 437,074,040
minus 2010 Estimated Surplus (87,918,359)

349,155,681

Undesignated General Fund Balance (deficit) ($261,983,317)

Prepared by: General Accounting Division
8/31/2009
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