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December Revenue Forecast




The December Revenue Forecast
Nationally-Recogni zed Consensus ForeE

The process relies on the expertise of staff economists, academic economists, business

leaders, and legislators to formulate the most probable path for the economy and general
fund revenues.

The Governor’'s Advisory Bo rd of Economis
Gl obal |l nsight's standard nNnd pessimistic

The members were about evenly split, with five choosing the Global Insight

standard, five choosing the pessimistic alternative scenario, and one choosing an
economic path somewhere in between the two.

The Governor’'s Advisory Counci l on Revenug

to review revenue projections based on the standard and pessimistic alternative
forecasts.

+ The business leaders were split on the forecasts, with six supporting the October

standard forecast, three supporting the pessimistic alternative scenario, and four
choosing “standard minus."”

Members of the General Assembly who attended the meeting expressed pessimism;
however, most supported projections from their respective staffs which were
consistent with the standard forecast presented to the GACRE.
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Overall, Economists And Business Leaders Were Mixed On
The Most Probable Path For The Economy And General
Fund Revenueseée

* The December general fund revenue forecast reflected the sentiment of the advisory
boards.

The standard forecast presented to the GACRE included downward adjustments from the
August interim forecast totaling $229.8 million for fiscal year 2010.

+ The reduction included downward revision to withholding and increased projections
for individual refunds, consistent with the revised economic forecast and year-to-
date collections.

Based on member s’ edempassimisng thaoutbok foefiacal year 2010
was reduced further to a level consistent with the pessimistic alternative forecast.

+ In addition to reductions to withholding and increased projections for individual
refunds, the December forecast included a reduction in nonwithholding.

The total general fund revenue reduction for fiscal year 2010 was $340.0 million.

The outlook for the 2010-12 biennium was based on the standard economic outlook.
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The Base December General Fund Revenue Forecast For
Fi scal Year 2010¢

Summary of the December General Fund Revenue Forecast
Fiscal Year 2010
(millions of dollars)

As a % of )
Total Fiscal Year 2010

Major Source Revenues Interim % Growth December % Growth $ Change

Withholding 64.4 % 9,331.8 21 % $ 9,153.4 02 % $ (178.4)
Nonwithholding * 13.1 1,904.4 (17.6) 1,794.2 (22.3) (110.2)
Refunds (13.4) (1,944.4) (1.2) (1,989.7) 1.1 (45.3)

Net Individual 64.1 % 9,291.8 200% $ 8,957.9 (5.5) % (333.9)

Sales * 19.2 2,784.7 (4.1) % 2,784.7 (4.1) % 0.0
Corporate * 4.6 662.2 2.2 662.2 2.2 0.0
Wills (Recordation) 2.0 284.0 (9.6) 284.0 (9.6) 0.0
Insurance 1.8 255.5 0.2 255.5 0.2 0.0
All Other Revenue * 4.6 665.4 6.7) 673.4 (5.6) 8.0

Total (Base) 96.2 13,943.6 (2.6) % 13,617.7 (4.9) % (325.9)

Tax Policy Actions
Tax Amnesty 38.0 38.0 0.0

Sales Tax Remittance to AST 97.8 83.7 (14.1)

Total Revenues 97.1 14,079.4 (1.6) % 13,739.4 (4.0) % (340.0)

ABC Profits 0.3 37.0 (16.1) % 405 (8.2) % 35
Sales Tax (0.25%) 203.1 4.8) 204.5 4.2) 1.4
Transfers 1.2 175.2 17.6 175.2 17.6 0.0

Total Transfers 29 % 415.3 22 % 420.2 34 % 4.9

Total General Fund 1000 % | $ 14,4947 (15) % $ 14,159.6 (38)% $ (335.1)

* Projected revenue gains from tax amnesty and the accelerated sales tax program have been removed from forecast amounts.
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The Total Percentage Loss In General Fund Revenue For
The2008-10 Biennium I s Over 20

* Including the December reforecast, there now have been a series of revenue
reductions for the 2008-2010 biennium totaling over $7.5 billion.

Date Reductions in Millions
August 2007 -$ 9344
February 2008 1,064.5
October 2008 2,513.7
December 2008 373.6
February 2009 821.5
August 2009 1,508.3
December 2009 - 3351
Total -$7,551.1
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Recent Economic Trends




Most National Indicators Depict An Expanding Economy,
Although Growth Is Expected To Be Sluggish Over The
Rest Of The Year e

* Gains in consumer spending are modest and consumers are likely to remain
cautious given the current weak labor market conditions, tight credit, and
depleted wealth. In addition, effects of the government stimulus package are
waning.

According to the advance estimate, real GDP grew 5.7 percent at an annual
rate in the fourth quarter of 2009, the highest rate since the third quarter of
2003 and above expectations.

Payroll employment was essentially unchanged in January, falling by 20,000
jobs. The November monthly gain was revised up from 4,000 to 64,000 jobs,
and the December loss increased from 85,000 to 150,000 jobs.

+ The January employment report incorporates annual benchmark revisions
— total payroll employment declined by 4.78 million in 2009 compared with
the 4.16 million previously reported.

The national unemployment rate fell 0.3 percentage point to 9.7 percent in
January, even as the labor force slightly increased.
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Most National Indicators Depict An Expanding Economy,
Although Growth Is Expected To Be Sluggish Over The
Rest Of The Year (cont o6d) é

* The recovery in the manufacturing sector continued in January. The Institute
of Supply Management index rose from 54.9 to 58.4, the sixth consecutive
month above the expansionary threshold of 50.0, and the highest reading
since 58.5 in August 2004.

The Conference Board’ s index of | ead
in December, its ninth consecutive monthly increase.

+ Eight of the ten components contributed positively to the index. The
recent growth in the index strongly suggests the economy is expanding.

The Conference Board’ s index of <cons
January, reaching its highest level since September 2008; however, it remains
at historical lows.

Inflation remains low -- the CPI rose 0.1 percent in December from the
previous month. Core inflation also rose 0.1 percent for the month and stands
1.8 percent above December of last year. 10
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In Virginia, Employment Continues To Decline; However,
The Pace Of Job Losses Has S

* Payroll employment fell by 1.5 percent in December, following a 2.0 percent
decline in November, the sixteenth consecutive monthly drop.

+ Northern Virginia posted a loss of 0.1 percent, Hampton Roads fell 0.2
percent, and employment in the Richmond-Petersburg area fell 2.1
percent in December.

The unemployment rate in Virginia rose from 6.4 percent to 6.7 percent in
December, but remains below the June peak of 7.3 percent.

The Virginia Leading Index was unchanged in December following seven
consecutive gains. Initial claims for unemployment improved in December,
offsetting the declines in building permits and auto registrations.

+ The leading index contracted in seven of the eleven metropolitan areas in
the Commonwealth. The index expanded in Blacksburg, Bristol,
Charlottesville, and Winchester.
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Withholding Collections Have Stagnated With The Collapse
|l n Empl oyment é

Withholding and Employment
Year-over-Year Percent Change
Seasonally-adjusted 2-quarter moving average

Adjusted for Inflation i 2000=1.0
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Sales Tax Collections Have Been Falling Since The First
Quarter Of 2008, Two Ful | Yea

Sales Tax and Employment
Year-over-Year Percent Change
Seasonally-adjusted 2-quarter moving average

Adjusted for Inflation i 2000=1.0
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The Contraction In Sales Tax Collections Reflects
Weakness Across Most | ndustr

Sales Tax by Industry
Payments >= $100,000
(millions of dollars)

Industry

FY08

YTD January

FY09

FY10

Annual % Change

FY09

FY10

Cumulative
% Change
08-10

Housing (20%)

288.8

254.3

231.2

-11.9

-9.1

-20.0 |

Department Stores (18%)

Warehouse Clubs/Supercenters (17%)
Grocery Stores (14%)

Other Retail Trade (11%)

Restaurants (6%)

Wholesale Trade (3%)

Gasoline Stations (2%)

All Other (10%)

Total

244.5
225.6
173.9
144.6
72.8
37.4
29.5
142.2

1,359.3

228.3
228.5
180.0
145.0
72.8
32.9
27.8
134.9

1,304.5

220.0
227.2
180.4
149.1
74.3
34.5
29.4
123.9

1,270.1

-6.6
13
3.5
0.2
0.0
-12.1
-5.7
-5.1

-4.0

-3.6
-0.6
0.2
2.9
2.1
5.0
5.8
-8.2

-2.6

-10.0
0.7
3.8
3.1
2.1
-7.6
-0.2

-6.6

Housing-related taxable sales (20% of total) have contracted a combined 20%

over the last two years.

Adjusted for higher food prices, sales at grocery stores, warehouse clubs, and

supercenters (31% of total) are below fiscal year 2008 levels.
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Latest Trends For Lynchburgté

Employment Growth

Percent Change, Year-Over-Year Employment Growth by Sector

Percent Change, Year Ending June 2009
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Lat est Tr.ends For Harri sonbur

yil

1t Change

Harrisonburg Banchrark
k

E Harrisonburg

- Virginia
Virginia

TWU

Dec-97 Dec-99 Dec-01 Dec-03 Dec-05 Dec-07 Dec-09

Wholesale
Information
Educ/Health

= i
=] =
= =
=] =
= k=]
b o
h w“
= =
=1 =

o

Other Services
Government

(

8.0

7.0 .
Harrisonburg

6.0

5.0
Virginia

4.0

3.0

2.0
A Virginia
Harrisonburg 10

t t t 0.0

Dec-97 Dec-99 Dec-01 Dec-03 Dec-05 Dec-07 Dec-09
Dec-97 Dec-99 Dec-01 Dec-03 Dec-05 Dec-07 Dec-09

Source: Chmura Economics and Analytics

Virginia Government Finance Officers' Association — February 24, 2010



Lat est Trends For Char ottesyv
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St atewil de, Sal es Vol

Pending and Actual Home Sales in Virginia
Year-over-Year Percent Change
Seasonally-adjusted 2-quarter moving average

A

Source: Virginia Association of Realtors
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Lynchburg and Roanoke Appea

Pending Home Sales in Virginia (x NoVA), Lynchburg, and Roanoke
Year-over-Year Percent Change
Seasonally-adjusted 2-quarter moving average

Virginia x NoVA
Roanoke

A

=~

Lynchburg 166,679 174,054 4%
Roanoke 193,263 186,129 -4%

, N \'
Average Sale Price
2008 Q4 2009 Q4 % Growth Lynchburg
Virginia x NoVA $242,960 $219,602 -10%

-40
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Source: Virginia Association of Realtors Virginia x NoVA Lynchburg Roanoke
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Lynchburg and Roanoke Appear

Average Sale Price in Virginia (x NoVA), Lynchburg, and Roanoke
Levels
Seasonally-adjusted 2-quarter moving average
$275,000 $275,000

Average Sale Price
2008 Q4 2009 Q4 % Growth /

Virginia x NoVA $242,960 $219,602 -10%
$250,000 - Lynchburg 166,679 174,054 4% $250,000
Roanoke 193,263 186,129 -4% /

Virginia X NoVA

(Peak 07Q4)
$225,000 $225,000

$200,000 $200,000

$175,000 $175,000

$150,000 / $150,000

Lynchburg
(Peak 08Q1)

$125,000 $125,000

Roanoke
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Fiscal Year 2010 Year-to-Date Revenue Collections




8%

6%
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2%
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Growth in Total General Fund Revenue Collections
FY10 Monthly and Year-to-Date

T Monthly IR Monthly x Insurance =—ge=Year-to-Date =®==YTD x Insurance

Forecast: -2.7%

-8.1%

Policy Removed*: -4.3%

-7.3%

-71.4%

-7.6%

-6.8%

* Major policy adjustments include the accelerated sales tax program.

Jul

Monthly Growth: -8.1%

Aug
-6.6%

Sep

-7.5%

Oct

-8.0%

Nov
-2.9%

Dec Jan Feb Mar Apr May Jun
5.5% -6.5% (-2.0%)

* Total general fund revenue collections fell 6.5 percent in January.

Year to date, total revenues fell 4.7 percent, trailing the revised annual estimate of a 2.7
percent decline.

Adjusted for the shift in insurance refund issuance, collections declined 4.0 percent
through January, trailing the policy-adjusted forecast of a 4.3 percent decline. 23

.
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Growth in Withholding Tax Collections
FY10 Monthly and Year-to-Date

6%

4%

2%

Forecast: 0.2%
0% ; ;

-2%

-4%

-6%

-8%

1 Monthly ==Y ear-to-Date

-10%
Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun
Monthly Growth: -7.1%  -3.4% 4.0% -8.2% 0.6% 0.7% 1.4%

* Collections of payroll withholding taxes grew 1.4 percent in January.

Year-to-date withholding collections declined by 1.8 percent over the same
period last year, trailing the projected annual growth rate of a 0.2 percent
increase.
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Nonwithholding Tax Collections
FY08-FY10 Monthly

EFYO8 BFY09 OFY10( BFY10 Required

Oct Nov

Jul Aug Sep Dec Jan Feb Mar Apr May Jun

December and January are significant months for collections in this source and growth
can be distorted by the timing of payments.

+ Receipts for the two-month period fell 17.0 percent from last year.

Year to date, collections fell 20.0 percent from the same period last year, close to the
revised annual estimate of a 21.5 percent decline. 25
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Individual Income Tax Refunds

After surging 24.1 percent ahead of the prior year through December,
individual refund activity has begun to slow, with year-to-date growth

halving to 12.0 percent through January, ahead of the annual estimate of
2.6 percent growth.

+ The first half surge was attributable to large, high-income refunds,
illustrating the magnitude of the financial crisis in October 2008.

Net Individual Income Tax

Through January, collections of net individual income tax fell by 5.7 percent

from the same period last year, close to the revised annual estimate of a
5.6 percent decline.
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Growth in Sales Tax Collections
FY10 Monthly and Year-to-Date

12.0%

3 Monthly === ear-to-Date

10.0%

8.0%

6.0%

4.0%

2.0%

Forecast: 4.1%

0.0%

-2.0%

-4.0%

-6.0% +— A&
6.0% 5% 5gp 58% -5.8%

Policy Removed*: -3.8%

-8.0%
Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun
Monthly Growth: -6.0% -5.0% -6.6% -5.4% -5.9% 9.8% -3.7%

* Collections of sales and use taxes, reflecting December sales, fell 3.7 percent in January.

. Taken together, collections of sales and use taxes (removing amnesty revenues) in
December and January declined 3.1 percent, compared with the forecast of a 3.0
decline.

On a year-to-date basis, collections have fallen 3.4 percent, compared with the annual
estimate of 4.1 percent grovvth and the policy-adjusted forecast of a 3.8 percent decline2?
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Net Corporate Income Tax Collections

Collections of corporate income tax were $30.2 million in January,
compared with $20.8 million last January, a 45.3 percent increase.

On a year-to-date basis, collections in this source have risen 34.5 percent,
far ahead of the revised annual forecast of 8.8 percent growth.

+ Gross payments are on target, while refund activity has been weaker
than anticipated.
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Recordation Tax Collections

* Recordation tax collections declined 1.1 percent through January, ahead of
the annual forecast of a 9.6 percent decline.

+ The January decline followed consecutive increases in November and
December.

- The November-December increases were due in part to the
homebuyer tax credit and broke a streak of 43 consecutive monthly
declines.

Insurance Premiums Tax

* Collections of taxes on insurance premiums were negative for the month of
January and down 82.8 percent year to date.

— The required transfer to the TTF was completed in December.

— Refunds to insurance companies were then paid in January, while
refunds were issued in February of last year.
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Summary of Fiscal Year 2010 Revenue Collections

Major Source

Withholding
Nonwithholding
Refunds

Net Individual

Sales

Corporate

Wills (Recordation)
Insurance

All Other Revenue

Total

July through January

As a %
of Total

Revenues

65.7
13.0

(14.5)

64.3

21.7
5.1
2.0
1.8
5.1

100.0

%

%

Percent Growth over Prior Year

YTD
Actual
(1.8) %
(20.0)
12.0

(5.7)

(3.4)
34.5
(1.1)
(82.8)
(11.6)

(4.7) %
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December
Estimate

0.2 %
(21.5)
2.6

(5.6)

4.1
8.8
(9.6)
0.2
(0.7)

2.7) %

Variance

(2.0) %
1.5
9.4

(0.1)

(7.5)
25.7
8.5
(83.0)
(10.9)

(2.0) %
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February Mid-Session Forecast Revisions




Summary of Mid-Session Reforecast for Fiscal Year 2010
(millions of dollars)

Major Source Increase No Change Decrease

Personal Income Tax:
Withholding $0.0
Nonwithholding $0.0
Refunds
Net Individual +$13.1

Sales +$21.0
(Amnesty)

Corporate +$67.4
(Refunds)

Wills (Recordation) +$15.0

Insurance

All Other Revenue

Total $103.5

Withholding and sales (87% of general fund revenues), the two revenue sources most closely linked to
current economic activity in the Commonwealth, are tracking the December forecast.

Individual and corporate refund activity has been slower than anticipated.
The housing market in Virginia is outperforming December expectations.

In total, year-to-date collection trends support adding $103.5 million to the December forecast for fiscal
year 2010.

+  For the next biennium, upward revisions total $118.0 million. 32
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As Is Typical, The Final Payments Component Of
|l ndi vi dual Nonwi thhol di ng

Final Payments and the S&P 500

Annual Percent Change
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*S&P 500 growth is for the prior calendar year, i.e., FY09 is CYO08.
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Governor McDonnel | OF
Budget Reduction Recommendations




Pri ori ti

1) Enhance the Commonweal th’ s e-creanoo todlsc

2) Maintain Virginia's Triple A bond r

3) Maintain funding for core services.

4) Timely completion and no tax increases.
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Overview Of Budget Reducti o R

Excerpted from RTD articleé
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Next Steps



Next Steps

Revenue collections for the remainder of fiscal year 2010 will be critical in
attaining the revised annual estimate.

Adjusted for accelerated sales tax, total general fund revenue collections for
February to June can decline 3.8 percent and attain the annual estimate (-14.3
percent Feb-Jun last year).

+ Withholding collections must increase 2.9 percent over the remainder of
the year to attain the annual estimate (1.2 percent Feb-Jun last year).

Nonwithholding collections can decline 22.7 percent for the remainder of
the year and still attain the annual estimate (-24.4 percent Feb-Jun last
year).

Adjusted for accelerated sales tax, collections can decline 4.3 percent for
the rest of the year and still attain the annual estimate (-7.1 percent Feb-

Jun last year). 38
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Questions??

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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