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This update of revenue projections of the Revenue Forecasting Committee (RFC) represents a special
forecast meeting called by the State Budget Officer to recommend adjustments to the March forecast
based on new information that was discovered after the conclusion of the March revenue forecast
pursuant to Maine Revised Statutes, Title 5, section 1710-G. Although the new information was
discovered in early April, the timing of the special meeting was delayed until April 30" to allow the
RFC to react to data from the April Individual Income Tax filing deadline of April 17",

Background — New Information/Unrecorded January Revenue

On Tuesday, April 3™, the Commissioner of Administrative and Financial Services announced that
approximately $14.3 million of January’s tax receipts deposited in the State’s bank accounts were not
properly reconciled and recorded as revenue in January. This unrecorded revenue heavily influenced the
RFC’s forecast for the Sales and Use Tax and Corporate Income Tax projections. Without this revenue,
the RFC was unable to satisfactorily explain the sudden reversal in the performance of the Sales and Use
Tax and had been troubled by the inconsistency of the growth rate of revenue compared to the growth of
taxable sales as reported on tax forms. Similarly, the Corporate Income Tax showed a dramatic change
in estimated payments that had no logical explanation. Additional details of the unrecorded revenues,
the impact on the forecast and other background material is provided on the RFC’s web page at:

http://www.maine.gov/legis/ofpr/revenue_forecasting_committee/current/index.htm.

Other tax categories were affected by the unrecorded revenue in January (again see detail on web page),
but the other effects did not have a significant effect on the RFC’s decision making for the March
forecast.

Recommended Revenue Revisions

As the purpose of this meeting was to address the effect of the unrecorded revenue in January and the
tax categories most affected by the January accounting error, most of the General Fund revisions in this
forecast are in the Sales and Use Tax and the Corporate Income Tax. The RFC made other adjustments
to account for substantial variances through March for some other General Fund categories while also
making a downward adjustment to Fuel Taxes to account for the effect of very high fuel prices. Provided
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below is a summary of the recommendations for the General Fund, Highway Fund and the Fund for a
Healthy Maine. The RFC made no adjustments to the forecast of the Medicaid/MaineCare Dedicated
Revenue Taxes. Additional supporting materials are provided on the RFC’s web page through the link
noted above.

General Fund Summary

FY11 Actual FY12 FY13 FY14 FY15
Current Forecast $2,944,956,756 $2,953,263,386 $3,040,043,977 $2,959,178,256 $3,079,105,040
Annual % Growth 6.9% 0.3% 2.9% -2.7% 4.1%
Net Increase (Decrease) $42,185,815 $6,707,675 $25,800,809 $26,556,989
Revised Forecast $2,944,956,756 $2,995,449,201 $3,046,751,652 $2,984,979,065 $3,105,662,029
Annual % Growth 6.9% 1.7% 1.7% -2.0% 4.0%

The General Fund upward revisions in this forecast total $48.9 million for the 2012-2013 biennium and
$52.4 million for the 2014-2015 biennium. During the current biennium more than half of the upward
adjustment is attributable to the Sales and Use Tax, which (with an understatement of $6.6 million) had
been the most significantly affected by January’s unrecorded revenue. With the omitted January
revenue added to March, this category was over budget by $11.2 million through March and preliminary
data for April indicated that the positive variance through April would increase to roughly $14.5 million.
Through the first 10 months of the fiscal year sales tax receipts are therefore expected to be up 6.5%
over the same period last fiscal year. The rate of growth has accelerated in recent months, which we are
assuming is associated with the unusually warm weather we have been experiencing. Given that most of
the recent monthly overages were felt to be the result of the weather, the current forecast for May and
June was assumed to remain unchanged, which assumes year-over-year growth of a little over 3%
growth for that period. Future years were updated using the updated FY 12 forecast and existing growth
rates based on the economic forecast of the Consensus Economic Forecasting Commission (CEFC).

Corporate Income Tax, for which January revenue from estimated payments was understated by $5.2
million, is the second largest adjustment in this forecast, accounting for roughly 20% of the General
Fund revision with a $9.8 million upward revision for the 2012-2013 biennium. This category has
continued to perform well above budget and will end April approximately $20 million over the March
forecast. As aresult, the RFC is adjusting the forecast upward by $21.8 million in FY12. Unlike the
Sales and Use Tax, the RFC is adjusting FY 13 downward based on the assumption that a large portion
(approximately $16 million in FY 12) of this overage is largely the result of a difference in the apparent
fiscal year timing of the effects on revenue from provisions enacted in the Biennial Budget relating to
the Maine Capital Investment Credit and conformity with Section 179 expensing. The RFC shifted
approximately $16 million of revenue reduction from these two investment incentives from FY12 to
FY 13 assuming that large corporations who will file their 2011 tax return in October will finaly take
these benefits into account and will be seeking relatively large refunds of payments made in FY 12,
Taking this into account, the RFC assumes there is a base $6 million upward adjustment in FY 12 that is
ongoing and that is reflected in FY 13 through FY 15.

The third most significant adjustment of this General Fund revision was an adjustment to the amounts
transferred from the Abandoned Property Fund to the General Fund at the close of each fiscal year. The
upward revision for this transfer is $8.3 million for the current biennium. As we approach the close of
each fiscal year, the Office of the State Treasurer is able to better project the final transfer amount.
Updated projections of balances in the account and future claims yield an updated projection of the
transfer to be $7.0 million, significantly above the $2.3 million set as of the December 2009 forecast.
Recent history has suggested that the annual amount has been approximately $6 million, which is the
new budgeted benchmark beginning in FY 13.

The Insurance Companies Tax category has been over budget for most of the fiscal year and was
approximately $4.8 million over budget through March. The RFC only recognized a portion of this
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positive variance, increasing projections by $3.0 million for each year in the budget window. Most the
revenue for this tax comes in during April, May and June. The due dates of the first two estimated
payments for 2012 (70% of estimated annual liability) are April 30th and June 25th. The timing of these
receipts between fiscal years is difficult to project; therefore, the RFC conservatively assumed only a
portion of the positive variance through March would remain at the close of FY 12.

One other sizeable upward adjustment in this forecast was the recognition of new one-time revenue from
a settlement announced by the Attorney General. The $1.2 million of additional FY 12 General Fund
revenue was partially reduced by an updated estimate of Maine's share of the national mortgage
foreclosure settlement. The Department of Professional and Financial Regulation also collected an
unusally large fine from a Bankers Life and Casualty Company settlement, which the RFC recognized
and increased budgeted revenue from finesin FY 12 by $0.7 million.

The RFC has revisited the forecast of milk-related revenue items, which are determined by milk prices.
Milk price forecasts are only reliable in the short-term, typically less than 6 months. Based on the new
forecast of milk prices, the net changes from Milk Handling Fee collections and the General Fund
transfers out to the Maine Milk Pool are projected to produce a very modest net change in FY12 and a
$1.9 million net decrease of revenue in FY13. The net decrease of budgeted General Fund revenue in
FY 14 and FY 15 is approximately $0.9 million.

The RFC accepted 2 other downward General Fund adjustments recommended by Maine Revenue
Services. The first was areduction to Service Provider Tax estimates of $1.4 million in FY 12 and $0.35
million in FY 13, growing modestly in FY 14 and FY 15. The FY 12 reduction accounts for an unusually
large refund of roughly $1 million that is one-time in nature. Maine Revenue Services aso
recommended a $0.35 million reduction each year in the transfers for the Business Equipment Tax
Reimbursement (BETR) program.

Highway Fund Summary

FY11 Actual FY12 FY13 FY14 FY15
Current Forecast $311,351,155 $318,193,325 $319,901,341 $322,982,929 $325,177,051
Annual % Growth 0.1% 2.2% 0.5% 1.0% 0.7%
Net Increase (Decrease) ($3,221,798) ($3,221,798) ($3,221,798) ($3,221,798)
Revised Forecast $311,351,155 $314,971,527 $316,679,543 $319,761,131 $321,955,253
Annual % Growth 0.1% 1.2% 0.5% 1.0% 0.7%

The RFC reduced revenue estimates for the Highway Fund by $3.2 million each year of the forecast.
Most of the reduction is to account for the effect of high fuel prices on the estimated demand for
gasoline and special fuels. Despite the RFC’'s downward adjustment to the Gasoline Tax in its March
revenue revisions, the performance since then has made it clear that it was insufficient to account for
consumer reaction to current high prices that have been around $4 per gallon. The underlying economic
forecast did not anticipate fuel prices at this high level so the RFC has been forced to make off-model
adjustments to attempt to capture the impact of recent prices. The $2.7 million combined net reduction
to the fuel taxes forecast in each year of the forecast period is the RFC’'s most recent attempt. The
Gasoline Tax was revised downward by $2.3 million each year and the Special Fuel and Road Use
Taxes category was revised downward by $0.7 million. The gross tax adjustments are reduced by the
effect of percentage transfers based on the fuel taxes to the net amount of $2.7 million per year.

In the March forecast, the RFC increased projections for the Long-term Trailer Registration Fees
category by $1.0 million per year. Shortly after making this adjustment the revenue from this source
slowed substantially. The RFC’s overly optimistic assessment of the March forecast is reduced by half
in thisforecast and resultsin a $0.5 million downward Highway Fund revision in this forecast.
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Fund for a Healthy Maine Summary

FY11 Actual FY12 FY13 FY14 FY15
Current Forecast $54,386,707 $54,527,618 $51,978,341 $54,170,115 $53,755,459
Annual % Growth -5.5% 0.3% -4.7% 4.2% -0.8%
Net Increase (Decrease) $984,726 $0 $0 $0
Revised Forecast $54,386,707 $55,512,344 $51,978,341 $54,170,115 $53,755,459
Annual % Growth -5.5% 2.1% -6.4% 4.2% -0.8%

The RFC increased current year revenue estimates for tobacco settlement payments by $1.0 million
based on actual receiptsin April. Without any additional information from the National Association of
Attorneys General to analyze this variance, the RFC left future years unchanged. These future year
projections will be revisited for the fall forecast when the assumptions and progress on the pending legal
proceedings will be more thoroughly reviewed.

Conclusions

This specia forecast of the RFC was called to address new important information about January’s tax
receipts missing from reported revenue. The missing revenue had significantly affected the RFC's
March forecast that relied on January’ s reported revenue as the most recent actual month available. The
missing Sales and Use Tax and Corporate Income Tax revenue caused the RFC to react to what
appeared to be a sizeable reversal in the revenue patterns for these 2 important sources. This special
forecast corrects for the misleading revenue data in January. It also attempts to capture some of the
more substantial variances since the last forecast.

This forecast is not based on a new economic forecast and relies on a forecast substantially unchanged
since the CEFC’'s November 2011 forecast. While the economic situation is less volatile and uncertain
than it was during the recent recession, there remain some risks to the current economic forecast. Fuel
prices are the most obvious in the short-term due to their negative effect on the current revenue forecast.
When the CEFC meets in the fall, their view of the Maine economy may be very different and affect the
December 2012 revenue forecast much more than the immediate effect of fuel prices. Europe remains a
potential risk as some European countries have recently entered into double-dip recessions. European
banks are precarioudly situated with significant exposure to European sovereign debt in countries that
have agreed to austerity budgets that have exacerbated the economic downturn for many. Currently, the
US economy seems strong enough in its recent economic recovery to weather mild economic shocks,
but certainly not any substantial shock.

Attachments

cc. Members, Revenue Forecasting Committee
Members, Consensus Economic Forecasting Commission
John McGough, Chief of Staff, Governor’s Office
Sawin Millett, Commissioner, DAFS
Clerk of the House
Secretary of the Senate
David Boulter, Executive Director, Legidative Council
Legidative Staff Office Directors
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