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GENERAL FUND REVENUE ESTIMATES~

$ millions

2013-14 2014-15 2015-16 2016-17 2017-18 2018-19

Revenue Sources Revised Budget Estimate [Estimate Estimate Estimate
TOTAL - GENERAL FUND 29,1159 30,540.1 31,563.3 32,4158 33,533.7 34,674.1
TOTAL - TAXREVENUE 28,630.1 29,7529 31,0725 31,9221  33,037.3  34,175.0
TOTAL - Corporation Taxes 5,044.9 5,041.4 5,050.6 4,899.0 4,887.4 4,932.3
Corporate Net Income 2,572.3 2,561.5 2,653.2 2,647.4 2,582.8 2,578.4
Capital Stock & Franchise 389.8 328.2 198.3 0.0 0.0 0.0
Selective Business Total 2,082.8 2,151.7 2,199.1 2,251.6 2,304.6 2,353.9
Utility Gross Receipts 1,262.8 1,307.2 1,325.6 1,341.6 1,357.8 1,374.2
Utility Property 43.7 441 445 449 45.3 45.7
Insurance Premiums 440.0 442.4 455.8 474.8 492.0 502.6
Financial Institutions 325.5 355.3 372.9 390.7 410.3 432.2
Other 10.8 2.7 0.3 0.4) (0.8) (0.8)
TOTAL - Consumption Taxes 10,524.0 10,825.6  11,165.2 11,422.0 11,7253  12,037.0
Sales and Use 9,194.4 9,504.6 9,852.1  10,116.0 10,425.6  10,741.8
Cigarette 979.0 954.7 930.4 906.1 881.8 857.4
Malt Beverage 26.0 26.0 26.0 26.0 26.0 27.0
Liquor 324.6 340.3 356.7 373.9 391.9 410.8
TOTAL - Other Taxes 13,061.2 13,8859 14,856.7 15,601.1 16,4246  17,205.7
Personal Income 11,7172 12,365.6  13,208.3 13,8949 14,667.2 154123
Realty Transfer 381.6 436.6 472.9 473.4 484.2 488.8
Inheritance 894.3 938.2 982.6 1,026.7 1,070.5 1,114.7
Table Games 92.0 94.7 106.5 109.2 110.2 111.3
Tavern Games 4.9 102.0 146.8 156.7 167.3 178.6
Minor and Repealed (28.8) (51.2) (60.4) (59.8) (74.8) (100.0)
TOTAL - NONTAX REVENUE 485.8 787.2 490.8 493.7 496.4 499.1
Liquor Store Profits 80.0 80.0 80.0 80.0 80.0 80.0
Licenses, Fees & Miscellaneous Total 331.0 640.1 343.7 346.6 349.3 352.0
Licenses and Fees 108.5 186.1 111.6 111.6 111.6 111.6
Miscellaneous 222.5 454.0 232.1 235.0 237.7 240.4
Fines, Penalties & Interest Total 74.8 67.1 67.1 67.1 67.1 67.1
F, P & | On Taxes 0.0 0.0 0.0 0.0 0.0 0.0
F,P & | Other 74.8 67.1 67.1 67.1 67.1 67.1

* Individual accounts may not sum to totals due to rounding.



GENERAL FUND OVERVIEW

GENERAL FUND REVENUE ESTIMATES

Annual Percent Changes *

2013-14 2014-15 2015-16 2016-17 2017-18 2018-19

Revenue Sources Revised Budget Estimate Estimate Estimate Estimate
TOTAL - GENERAL FUND 1.6% 4.9% 3.4% 2.7% 3.4% 3.4%
TOTAL - TAX REVENUE 2.0% 3.9% 4.4% 2.7% 3.5% 3.4%
TOTAL - Corporation Taxes -2.8% -0.1% 0.2% -3.0% -0.2% 0.9%
Corporate Net Income 6.1% -0.4% 3.6% -0.2% -2.4% -0.2%
Capital Stock & Franchise -35.3% -15.8% -39.6%  -100.0% NA NA
Selective Business Total -3.6% 3.3% 2.2% 2.4% 2.4% 2.1%
Utility Gross Receipts -3.3% 3.5% 1.4% 1.2% 1.2% 1.2%
Utility Property -0.4% 0.9% 0.9% 0.9% 0.9% 0.9%
Insurance Premiums -1.6% 0.5% 3.0% 4.2% 3.6% 2.2%
Financial Institutions -7.4% 9.2% 5.0% 4.8% 5.0% 5.3%
Other -10.0% -75.0% -88.9%  -233.3%  -100.0% 0.0%
TOTAL - Consumption Taxes 2.6% 2.9% 3.1% 2.3% 2.7% 2.7%
Sales and Use 3.4% 3.4% 3.7% 2.7% 3.1% 3.0%
Cigarette -4.4% -2.5% -2.5% -2.6% -2.7% -2.8%
Malt Beverage 3.4% 0.0% 0.0% 0.0% 0.0% 3.8%
Liquor 4.3% 4.8% 4.8% 4.8% 4.8% 4.8%
TOTAL - Other Taxes 3.5% 6.3% 7.0% 5.0% 5.3% 4.8%
Personal Income 3.0% 5.5% 6.8% 5.2% 5.6% 5.1%
Realty Transfer 12.7% 14.4% 8.3% 0.1% 2.3% 1.0%
Inheritance 5.8% 4.9% 4.7% 4.5% 4.3% 4.1%
Table Games 3.7% 2.9% 12.5% 2.5% 0.9% 1.0%
Tavern Games NA 1981.6% 43.9% 6.7% 6.8% 6.8%
Minor and Repealed -39.3% -77.8% -18.0% 1.0% -25.1% -33.7%
TOTAL - NONTAX REVENUE -16.2% 62.0% -37.7% 0.6% 0.5% 0.5%
Liquor Store Profits 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Licenses, Fees & Miscellaneous Total -25.5% 93.4% -46.3% 0.8% 0.8% 0.8%
Licenses and Fees -20.8% 71.5% -40.0% 0.0% 0.0% 0.0%
Miscellaneous -27.6% 104.0% -48.9% 1.2% 1.1% 1.1%
Fines, Penalties & Interest Total 34.9% -10.3% 0.0% 0.0% 0.0% 0.0%
F, P & | On Taxes -100.0% 0.0% 0.0% 0.0% 0.0% 0.0%
F,P &1 Other 82.8% -10.3% 0.0% 0.0% 0.0% 0.0%

* Figures reflect changes in unrounded receipts.
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MOTOR LICENSE FUND OVERVIEW

MOTOR LICENSE FUND REVENUE ESTIMATES+

$ millions

2013-14 2014-15 2015-16 2016-17 2017-18 2018-19

Revenue Sources Revised Budget Estimate Estimate Estimate Estimate
TOTAL - MOTOR LICENSE FUND 2,470.2 2,567.8 2,676.0 2,784.2 2,899.9 2,909.5
TOTAL - LIQUID FUELS TAXES 1,326.1 1,566.1 1,675.1 1,760.3 1,876.3 1,869.6
Liquid Fuels 342.8 0.0 0.0 0.0 0.0 0.0
Fuels 90.9 0.0 0.0 0.0 0.0 0.0
Motor Carriers / IFTA 48.0 66.7 75.7 81.0 88.2 88.0
Alternative Fuels 15 1.9 2.3 2.4 2.7 2.7
Oil Company Franchise 540.6 766.0 863.7 942.7 1,053.5 1,062.7
Act 89 of 2013 OCF - Liquid Fuels 239.4 579.4 580.9 581.5 578.9 566.5
Act 89 of 2013 OCF - Fuels 62.9 152.1 152.5 152.7 153.0 149.7
TOTAL - LICENSES & FEES 886.5 943.3 941.4 962.7 960.2 974.0
Special Hauling Permits 27.7 33.8 39.9 40.0 40.0 40.1
International Registration Plan (IRP) 88.5 98.0 1114 119.7 121.2 122.8
Operators' Licenses 62.0 62.7 65.5 65.1 67.9 68.7
Vehicle Registration & Titling 680.6 690.3 656.2 670.3 653.7 665.7
Other Fees - Bureau of Motor Vehicles 271.7 58.5 68.4 67.6 77.4 76.7
TOTAL - OTHER MOTOR 257.6 58.4 59.5 61.2 63.4 65.9
Revenue/Gross Receipts Tax 0.0 0.0 0.0 0.0 0.0 0.0
Vehicle Code Fines/Clearing Account 0.7 0.5 0.5 0.5 0.5 0.5
Miscellaneous - Treasury 335 34.2 35.1 36.6 38.6 40.8
Miscellaneous - Transportation 21.9 22.2 22.4 22.6 22.8 23.1
Miscellaneous - General Services 15 15 15 15 15 15
Miscellaneous - Revenue 0.0 0.0 0.0 0.0 0.0 0.0
Turnpike Payments 200.0 0.0 0.0 0.0 0.0 0.0

* Individual accounts may not sum to totals due to rounding.



MOTOR LICENSE FUND OVERVIEW

MOTOR LICENSE FUND REVENUE ESTIMATES

Annual Percent Changes *

2013-14 2014-15 2015-16 2016-17 2017-18 2018-19

Revenue Sources Revised Budget Estimate Estimate Estimate Estimate
TOTAL - MOTOR LICENSE FUND 2.2% 4.0% 4.2% 4.0% 4.2% 0.3%
TOTAL - LIQUID FUELS TAXES 8.4% 18.1% 7.0% 5.1% 6.6% -0.4%
Liquid Fuels -40.5% -100.0% NA NA NA NA
Fuels -40.2% -100.0% NA NA NA NA
Motor Carriers / IFTA -0.8% 39.0% 13.5% 7.0% 8.9% -0.2%
Alternative Fuels 7.1% 26.7% 21.1% 4.3% 12.5% 0.0%
Oil Company Franchise 21.5% 41.7% 12.8% 9.1% 11.8% 0.9%
Act 89 of 2013 OCF - Liquid Fuels NA 142.0% 0.3% 0.1% -0.4% -2.1%
Act 89 of 2013 OCF - Fuels NA 141.8% 0.3% 0.1% 0.2% -2.2%
TOTAL - LICENSES & FEES -0.7% 6.4% -0.2% 2.3% -0.3% 1.4%
Special Hauling Permits -1.1% 22.0% 18.0% 0.3% 0.0% 0.2%
International Registration Plan (IRP) 1.7% 10.7% 13.7% 7.5% 1.3% 1.3%
Operators' Licenses 0.8% 1.1% 4.5% -0.6% 4.3% 1.2%
Vehicle Registration & Titling -1.1% 1.4% -4.9% 2.1% -2.5% 1.8%
Other Fees - Bureau of Motor Vehicles -1.4% 111.2% 16.9% -1.2% 14.5% -0.9%
TOTAL - OTHER MOTOR RECEIPTS -14.3% -77.3% 1.9% 2.9% 3.6% 3.9%
Revenue/Gross Receipts Tax NA NA NA NA NA NA
Vehicle Code Fines/Clearing Account -97.7% -28.6% 0.0% 0.0% 0.0% 0.0%
Miscellaneous - Treasury -29.0% 2.1% 2.6% 4.3% 5.5% 5.7%
Miscellaneous - Transportation 0.9% 1.4% 0.9% 0.9% 0.9% 1.3%
Miscellaneous - General Services -11.8% 0.0% 0.0% 0.0% 0.0% 0.0%
Miscellaneous - Revenue -100.0% NA NA NA NA NA
Turnpike Payments 0.0% -100.0% NA NA NA NA

* Figures reflect changes in unrounded receipts.



LEGISLATIVE OVERVIEW

Tax revenues are affected by legislative and judicial modifications on both the national and state
levels. The following is a list of recently enacted significant changes in state law that may affect unrestricted
General Fund and Motor License Fund revenues.

ACT #89 of November 25, 2013 made the following changes:

To the Liquid Fuels and Fuels Taxes:

= Eliminates the permanent trust fund tax of $0.12 per gallon on all taxable liquid fuels, fuels, and
alternative fuels used or sold and delivered by distributors in the Commonwealth, effective January 1,
2014.

To the Oil Company Franchise Tax:

= Sets the average wholesale price at $1.87 in 2014, $2.48 in 2015 and 2016, and in 2017 the average
wholesale price will be uncapped. An average wholesale price floor is set at $2.99 for 2017 and each
year thereafter. The prior cap was $1.25 per gallon, with a $.90 floor.

= Adds an additional 64 mills to the tax rate in 2014, 49 mills in 2015, 48 mills in 2016, 41 mills in 2017,
and 39 mills in 2018 and each calendar year thereafter on all taxable liquid fuels, fuels, and alternative
fuels. Furthermore, 4.17% of the mills added by Act 89 are transferred to the Liquid Fuels Tax Fund.

To Licenses and Fees:

= Increases various motor vehicle registration fees, effective April 1, 2014.

= Redirects certain vehicle fees that had been deposited in the Motor License Fund to the Public
Transportation Trust Fund and the Multimodal Transportation Fund, effective January 1, 2014.

= Authorizes a fee option in lieu of suspension for driving without insurance, effective January 1, 2015.

= Provides the motor vehicle owner an option for biennial vehicle registration renewal rather than the
current annual cycle beginning January 1, 2017.

To Transfers and Payments:

= Transfers $35 million from Oil Company Franchise Tax revenues to the Multimodal Transportation
Fund beginning in fiscal year 2015-16.

= Redirects the $200 million Pennsylvania Turnpike payment to the Motor License Fund beginning in
fiscal year 2014-15. That payment will now be split between the Public Transportation Trust Fund and
the Multimodal Transportation Fund.

ACT #71 of July 18, 2013 made the following changes:

To Procedure and Administration:

= Authorizes the Department of Revenue and the State Treasurer to mandate that payments of $1,000 or
more for corporation taxes, employer withholding and sales tax must be made electronically. Personal
income tax is not required to be paid electronically. Effective Jan. 1, 2014.

= Requires electronic filing by third-party preparers who annually submit 11 or more state tax reports or
returns. Effective immediately.



LEGISLATIVE OVERVIEW

= Prohibits the department from contracting with third parties to conduct field audits based on a contingent
fee. Effective immediately.

To the Corporate Loans Tax:

= Repeals the corporate loans tax effective for tax years beginning after Dec. 31, 2013.

ACT #52 of July 9, 2013 made the following changes:
To the Sales and Use Tax:

= Effective 90 days following enactment, provides a sales and use tax exemption for aircraft parts,
services to aircraft and aircraft components.

= Immediately reduces the appeal period for a sales tax license revocation from 90 days to 30 days.

= The additional 1 percent local Philadelphia sales and use tax authorized under Act 44 of 2009 is made
permanent. The total Philadelphia sales and use tax is 2 percent.

= Repeals the call center tax credit.
= Repeals authorization for county treasurers to receive use tax from any person other than a licensee.

To the Personal Income Tax:

= Aligns Pennsylvania with federal rules to allow for a $5,000 start-up business deduction in the year a
new business is established. Effective Jan. 1, 2014.

= Permits a taxpayer to recover intangible drilling costs as defined by federal rules by using either a 10-
year amortization period or an election to currently expense up to one-third of the allowable costs and
amortize the remaining costs over 10 years for personal income tax. Effective beginning with tax year
2014.

= Effective Jan. 1, 2014, authorizes actions by the department to improve tax compliance and
administrative efficiency for pass-through entities such as partnerships, limited liability companies and S
corporations. Provisions include:

o Authorizes assessment at the entity level for understatements of income in excess of $1
million by partnerships with eleven or more partners, or having at least one partner that is a
corporation, limited liability company, partnership, S corporation or trust, or that elects to be
subject to this provision. A similar provision applies to S corporations. These provisions do not
apply to publicly traded partnerships.

o Requires partnerships to maintain accurate lists of partners and addresses.

o Requires estates and trusts to withhold Pennsylvania tax on PA-source income from
nonresidents.

o Requires nonresident estates and trusts to file Pennsylvania returns if they have Pennsylvania
beneficiaries or PA-source income.

o Clarifies that filing of PA-20S/PA-65 returns (pass-through information returns) and RK-1s and
NRK-1s is mandatory.

= Eliminates the resident credit for personal income tax paid to foreign countries. Effective Jan. 1, 2014.



LEGISLATIVE OVERVIEW

= Extends and adds PA-40 refund donation options

o Extends the Wild Resources Conservation, Organ and Tissue Donation Awareness and Military
Family Relief donation options to Jan. 1, 2018.

o Adds the Children’s Trust Fund donation option effective Jan. 1, 2015.
o Adds the American Red Cross donation option effective Jan. 1, 2015.

= |n order to encourage tax compliance, authorizes the department to file citations with magisterial district
judges against taxpayers collecting and not remitting employer withholding tax.

To the Corporate Net Income Tax:

= Requires the add-back of intangible expenses to income for interest, royalties, patents, trademarks, etc.,
between affiliated companies in certain instances. Effective for taxable years beginning in 2015.

Clarifies the rules for the sales apportionment factor with regard to sale of services. Effective Jan. 1,
2014, the following sourcing rules apply:

o The sale, lease, rental or other use of real property occurs at the location of the real property.

o The rental, lease or licensing of tangible personal property occurs at the location of first
possession of the property.

o Sales of services occur at the point of delivery of the services.

Effective Jan. 1, 2014, establishes a satellite television apportionment formula, based upon the value of
equipment used in generating, processing or transmitting satellite television services.

Increases the net operating loss deduction cap to $4 million or 25 percent of Pennsylvania taxable
income for tax year 2014 and $5 million or 30 percent for tax year 2015 and beyond.

Creates a minimum $500 penalty for failure to file or knowingly making a false corporation tax report
for tax years beginning after Jan. 1, 2014, in order to encourage greater compliance with the tax law.

To the Capital Stock/Foreign Franchise Tax:

= The capital stock/foreign franchise tax phase out is extended to January 2016, reducing the rate
according to the following schedule:

o Tax Year 2013 — 0.89 mills
o Tax Year 2014 —0.67 mills
o Tax Year 2015 — 0.45 mills
o Tax Year 2016 and thereafter — 0.00 mills



LEGISLATIVE OVERVIEW

To the Bank and Trust Company Shares Tax:

= Reduces the bank shares tax rate from 1.25 percent to 0.89 percent as of Jan. 1, 2014, and thereafter. In
addition:

= Eliminates the use of a six-year average to calculate the value of total equity capital, and instead bases
the tax on the most recent year-end value of total bank equity capital.

= Requires apportionment solely based on receipts, similar to the manner in which the corporate net
income tax is apportioned based on sales.

= Expands the extent to which out-of-state banks doing business in Pennsylvania are subject to the tax. A
new definition of “doing business in this Commonwealth” is added, extending the tax to banking
institutions that generate at least $100,000 of gross receipts apportioned to Pennsylvania and solicit
business in Pennsylvania, or hold a security interest, mortgage or lien in real or personal property
located in the commonwealth.

= The prohibition on petitions for reassessment of bank shares tax is repealed.

= Requires the Department of Revenue and the Department of Banking and Securities to analyze whether
the statutory tax rate sufficiently addresses the significant changes in the structure and regulatory
environment within the banking industry. Requires a report within 18 months of enactment.

To the Realty Transfer Tax:

= Expands circumstances in which the sale of a real estate company is subject to tax. The following
changes are effective Jan. 1, 2014:

o An option or commitment to transfer interests in a real estate company in the future is now
treated as a transfer of those interests.

o A closely held company, 90 percent of whose assets are interests in one or more real estate
companies, is now considered a real estate company itself.

o Whether or not a company is a real estate company is determined by consideration of real
estate everywhere, not just in Pennsylvania.

= Exempts from realty transfer tax the following transfers, effective immediately, applicable to
transactions that occurred on or after Nov 1, 2011

o The transfer of real estate from the commonwealth or any of its instrumentalities to a
volunteer rescue company.

o A transfer of real estate between two or more volunteer agencies when done for no or
nominal consideration.

To the Pari-mutuel Wagering Tax:

= Establishes a 10 percent tax on advance deposit account wagering through a non-licensed corporation on
a horse race made over the phone or online from locations within this commonwealth. Effective
immediately.
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To the Film Production Tax Credit:

= Requires that Pennsylvania personal income tax shall be withheld by a production company and paid on
that portion of Pennsylvania income paid to individual talent through a pass-through entity. Effective

July 1, 2013.

= Provides that a film production tax credit purchased or assigned in calendar year 2013 may be used in
2014.

= Provides that a film production tax credit purchased or assigned in calendar year 2014 may be used in
2015.

To the Innovate in PA Tax Credit Program:

= This tax credit is created to distribute funding for innovation and economic growth biotechnology based
projects. The Department of Community and Economic Development (DCED) is authorized to sell up to
$100 million in tax credits against insurance premiums tax liabilities to qualified taxpayers. Effective
Oct. 1, 2013.

= A qualified taxpayer is an insurance company authorized to do business in the commonwealth, or a
holding company that has at least one insurance company subsidiary authorized to do business in the
commonwealth.

= The credits may only be claimed beginning in 2017 and the total credit applied for all claimants in any
one tax year may not exceed $20,000,000. Credits claimed may not exceed the insurance premiums tax
liabilities of the claimant. Any unused credits may be carried over to any year prior to the 2026 tax year.

Creation of City Revitalization and Improvement Zones (CRI12):

= Establishes the CRIZ program for the purpose of improvement and development within a third class city
with a population of at least 30,000 based on the most recent federal census. Effective immediately.

= Designation requires approval of an application by the Department and Community Development
(DCED), Department of Revenue and the Office of the Budget, and zones may not overlap locations
with other economic development incentive zones or areas.

= Eligible state and local tax revenues from businesses in the CRIZ will be transferred from the General
Fund or local government fund to the CRIZ Fund. Eligible state tax revenues above the baseline will be
transferred to CRIZ Authority on an annual basis. Baseline tax revenues, which are eligible state tax
revenue calculated in the first year of the CRIZ, will remain with the General Fund on an annual basis in
most instances.

= Limited to the creation of two zones until 2016, when two additional zones may be approved each year
afterwards.

=  DCED may approve one “pilot zone,” which is a zone within a township or borough having a population of
at least 7,000 people.

To the Mobile Telecommunications Broadband Investment Tax Credit:

= Establishes a new tax credit against corporate net income tax based upon 5 percent of the cost of investment
in qualified broadband equipment located in the commonwealth. Effective beginning with tax year 2014.

= The tax credit may not be sold or assigned to third parties.

= The credit is capped at $5 million per year and will be prorated if necessary.
9



LEGISLATIVE OVERVIEW

To the Inheritance Tax:

= Provides a small business exemption from inheritance tax for a transfer of a family-owned business
interest to one or more family members, provided that after the transfer, the family-owned business
interest continues to be owned by a family member for a minimum of seven years after the decedent’s
date of death. Effective July 1, 2013.

= The exemption is limited to qualified family-owned business interests, defined as having fewer than 50
full-time equivalent employees, a net book value of assets less than $5 million, and being in existence
for at least five years, as of the decedent’s date of death. In addition, the principal purpose of the entity
must not be the management of investments or income-producing assets owned by the entity.

= Specifies that any family-owned business interest no longer owned by a member of the decedent’s
family within seven years shall be subject to the inheritance tax in the amount that would have been paid
for nonexempt transfers of property, plus interest.

= Requires annual certification to the department that the family-owned business interest qualifies for the
exemption and notification to the department within 30 days if it fails to qualify.

= Does not apply to property transferred to the business within one year of the date of death unless the
transfer is for a legitimate business purpose.

= Repeals poverty exemption for spouses in inheritance tax, now superseded by an exemption for transfers
to spouses.

To Procedure and Administration:

= Reorganizes the existing Board of Finance and Revenue by April 2014 by replacing the existing six
members of the Board with three full-time members, who must be attorneys or certified public
accountants having substantial knowledge of Pennsylvania tax law. Two members will be nominated by
the Governor and confirmed by the Senate, and the third member is the Pennsylvania Treasurer or
Treasurer’s designee.

o The petitioner and the department are entitled to present oral and documentary evidence
before the Board with regard to tax appeals.

o The board may order a compromise settlement with agreement of both parties.

ACT #87 of July 2, 2012 made the following changes:

To Procedure and Administration:

= Permits the Department of Revenue to change, by regulation, the method of payment for payments
greater than $10,000. Previous law allowed changes for payments greater than $20,000.

= Allows the Department of Revenue to enter into contracts to identify savings from refunds and to collect
taxes, interest, penalties or fees paid pursuant to a contingency fee. The contracts must ensure
compliance with all laws and procedures regulating the collection of taxes, interest, penalties and fees.

= Allows replacement checks to be issued for checks that are between 180 days and 1 year old. After 1
year, all reportable checks issued by the Commonwealth that have not been presented for payment shall
be delivered to the State Treasurer as abandoned/unclaimed property.

10



LEGISLATIVE OVERVIEW

= Provides that any money received by an agency as a result of a settlement, litigation or an enforcement
action shall be deemed funds of the Commonwealth, and shall, upon receipt, be deposited in the General
Fund. Agencies shall be reimbursed from settlement proceeds for any costs incurred to pursue a
settlement, litigation or enforcement action.

To The Neighborhood Improvement Zone Fund:

= Defines “city” as a city of the third class with a population of at least 106,000 based on the most recent
US Census.

» Defines “earned income tax” to ensure that the monies retained by the city as part of the Neighborhood
Improvement Zone are only those earned income tax monies which are levied by a city or a school
district entirely contained in the zone.

= Provides that an entity collecting a local tax that is in possession of money attributable to a local tax not
included in the amount to be certified shall promptly remit the money to the local taxing authority
entitled to receive the money.

= Provides that within 4 months of the designation of a Neighborhood Improvement Zone, a city may
apply to the Department of Community and Economic Development to decertify all or part of the
Keystone Opportunity Zone on behalf of all political subdivisions.

To Keystone Special Development Zones:

= Amends the definition of “Keystone Special Development Zone” to include properties that have no
permanent vertical structures affixed to them or which had a permanent vertical structure affixed to it
which has been deteriorated or abandoned for at least 20 years.

To Tax Credits:

= Limits on Research & Development, Film, and Job Creation tax credits are deleted from the Fiscal Code
for placement in the Tax Code.

To the Enhanced Revenue Collection Account:

= Extends the Enhanced Revenue Collections Account through 2016-17.

= Increases the appropriation to fund the costs associated with the enhanced revenue collection program to
up to $10,000,000 annually.

ACT #85 of July 2, 2012 made the following changes:

To the Sales and Use Tax:

= Provides a sales and use tax exemption for the collection, washing, sorting, inspecting and packaging of
eggs. Tangible personal property and services used directly and predominantly in the processing of eggs
are exempt from sales and use tax. Effective July 2, 2012.

= Provides exclusion for wrapping or packaging supplies. Clarifies that any charge for wrapping or
packaging is exempt from sales and use tax if the property wrapped or packaged will be resold by the
purchaser of the wrapping or packaging services. Effective July 2, 2012.

= Provides for a permanent exempt status for volunteer firefighters” organizations and volunteer
firefighters’ relief associations. Excludes the sale at retail or use of tangible personal property or services
11



LEGISLATIVE OVERVIEW

by a volunteer firefighters’ organization and volunteer firefighters' relief association from tax. Effective
July 2, 2012.

= Provides sales and use tax licensees whose actual tax liability for the third calendar quarter of the
preceding year is at least $25,000 but less than $100,000 with an alternative payment option to the
requirement of paying 50 percent of the tax liability for the same month of the preceding calendar year.
The licensee may remit an amount that is equal to or greater than 50 percent of the actual tax liability
required to be reported for the same month in the current year. Effective Oct. 1, 2012.

To the Personal Income Tax:

= Provides that a surviving spouse may file a joint return for the year in which his or her spouse died, if
the joint return could have been filed if both spouses were living for the entire taxable year. If both
taxpayers die during the same tax year, a joint final return may be filed if a joint return could have been
filed had both spouses lived for the entire taxable year. Effective for tax years beginning on or after Jan.
1, 2013.

= Eliminates a penalty for underpayment of estimated taxes for taxpayers who make estimated tax
payments equal to the amount of the taxpayer's tax liability for the preceding tax year by taking into
account a calculation for the special provisions for poverty. Effective for tax years beginning on or after
January 1, 2013.

To the Corporate Net Income Tax:

= Adopts a 100 percent single sales factor for corporate net income tax for tax years beginning on or after
January 1, 2013.

To the Realty Transfer Tax:

= Extends exclusions from the realty transfer tax to general, limited or limited liability partnerships related
to a family-owned business of agriculture. Applies retroactively to transfers occurring on or after July 1,
2010.

» Broadens the definition of “real estate company” and provides for instances in which a real estate
company shall become an “acquired company”. This provision is effective Jan. 1, 2013, and shall not
apply to a transaction or a series of transactions occurring in part or entirely before Jan. 1, 2013.

= Excludes transfers between a stepparent and a stepchild or the spouse of the stepchild from the tax.
Effective July 2, 2012,

To the Cigarette Tax:

= Amends the definition of "wholesaler,” so that any person owning three or more retail outlets now
qualifies as a cigarette wholesaler. Effective Aug. 31, 2012.

To the Inheritance Tax:

= Provides an exemption from the inheritance tax for the transfer of real estate devoted to the business of
agriculture to members of the same family. The transfer of real estate must continue to be devoted to the
business of agriculture for a period of seven years beyond the transferor's date of death and the real
estate derives a yearly gross income of at least $2,000.
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= Specifies that any tract of land no longer devoted to the business of agriculture within seven years shall
be subject to the inheritance tax in the amount that would have been paid for nonexempt transfers of
property, plus interest.

= Provides that a transfer of an agricultural commodity, agricultural conservation easement, agricultural
reserve, agricultural use property or a forest reserve to lineal descendants or siblings is exempt from
inheritance tax.

= Applies to the estates of decedents dying after June 30, 2012.

To the Research and Development Tax Credit:

= Reestablishes a credit cap of $55 million per year in the Tax Code (previously in the Fiscal Code).
= Removes the sunset date of the tax credit.

To the Film Production Tax Credit:

» Provides that a taxpayer is eligible for an additional tax credit of 5 percent of “qualified film production
expenses” if a taxpayer films a feature film, television film or television series that is intended as
programming for a national audience and is filmed in a “qualified production facility” that meets all
“minimum stage filming requirements” .

= Defines "qualified production facility" as a film production facility located in Pennsylvania containing at
least one sound stage with column-free, unobstructed floor space and meets specific criteria.

= Adds the bank shares tax and insurance premiums tax to the list of taxes that may be offset by the Film
Production Tax Credit.

= Applications will be reviewed by the Department of Community and Economic Development in 90-day
periods on a competitive basis and will be evaluated on several criteria.

= A portion of tax credits may be accelerated into the current fiscal year for the three succeeding fiscal
years.

= Permits carry forward of a tax credit purchased or assigned in 2010 to tax years 2011 and 2012.

= Allows the Department of Community and Economic Development to waive the requirement that 60
percent of the film's total expenses be incurred in the commonwealth.

To the Educational Improvement Tax Credit:

= The maximum credit for contributions to scholarship or educational improvement organizations is
increased from $300,000 to $400,000. Beginning in fiscal year 2013-14, the maximum credit will be
$750,000.

= The maximum credit for contributions to pre-kindergarten scholarship organizations is increased from
$150,000 to $200,000.

» The total aggregate amount of all tax credits shall not exceed $100 million in a fiscal year.
= Adds surplus lines tax to the list of taxes that may be offset by the Educational Improvement Tax Credit.
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To the Pennsylvania Resource Manufacturing Tax Credit:

= Establishes a tax credit for any entity purchasing ethane for use in a manufacturing ethylene at a facility
in the Commonwealth that has made a capital investment of at least $1 billion and created 2,500 full-
time jobs during the construction phase. Effective for ethane purchased between Jan. 1, 2017 and Dec.
31, 2042.

= The tax credit is generated based on 5 cents for every gallon of ethane purchased ($2.10/barrel) and
may be used to offset 20 percent of the taxpayer’s qualified Pennsylvania tax liabilities.

= After the end of the calendar year in which the credit is approved, a taxpayer can apply to the
Department of Community and Economic Development for approval to assign or sell eligible credits to
another taxpayer. The eligible buyer of the credit would be able to use the purchased credits to offset up
to 50 percent of its qualified Pennsylvania tax liabilities.

= Requires an annual report by the Department of Revenue beginning in 2018 to include names of all
qualified taxpayers utilizing the tax credit and the amount of tax credits approved, utilized or sold or
assigned by each qualified taxpayer.

= Requires that a reconciliation report be filed by the Department of Community and Economic
Development beginning in 2028 to include the total number of jobs created, the amount of tax revenue
generated from qualified taxpayers and upstream or downstream companies and any other information
pertaining to the economic impact of the tax credit program.

To the Educational Opportunity Scholarship Tax Credit:

= Establishes a new credit for businesses contributing to organizations awarding scholarships for students
in “low-achieving schools” to attend participating public or non-public schools. Effective July 2, 2012.

= Defines a “low-achieving school” as a public school ranked in the lowest 15 percent based on annual
assessments.

= The limitations on business contribution and business application procedures are similar to those under
the Educational Improvement Tax Credit.

= A total of $50 million in credits may be granted annually.

To the Historic Preservation Tax Credit:

= Establishes a $3 million per year tax credit program to encourage the restoration of qualified historic
structures. Effective July 2, 2013.

= Credit is equal to 25 percent of the costs and expenses associate with the rehabilitation of a historic
structure.

= Defines a "qualified historic structure™ as a commercial building located in the commonwealth that
qualifies as a certified historic structure under the federal Internal Revenue Code.

= Defines "qualified expenditures™ as the costs and expenses (1) incurred by a qualified taxpayer in the
restoration of a qualified historic structure pursuant to a "qualified rehabilitation plan,” and (2) defined
as qualified rehabilitation expenditures under the Internal Revenue Code.
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To the Community-Based Services Tax Credit:

= Establishes a $3 million per year tax credit program for contributions made by business firms to
providers of community-based services to individuals with intellectual disabilities or mental illness.
Effective July 1, 2013. No credits may be awarded after July 1, 2018.

= Credit is equal to 50 percent of contributions made to a qualified provider.
= Credits may not be carried forward, carried back, and are not refundable or transferable.

= Requires a provider to be a nonprofit entity that provides community-based services to individuals
exempt from federal taxation under Section 501(c)(3) of the Internal Revenue Code.

To the Job Creation Tax Credit:

= Adds definition of "small business™ for companies with fewer than 100 employees and "unemployed
individual” as someone who has been unemployed for at least 60 days.

= Provides that a small business must agree to increase employment by at least 10 percent.
= Allows tax credits to be authorized as single-year or multiple-year credits.

= Increases the per-job tax credit from $1,000 to $2,500 if the new job created is filled by an unemployed
individual.

To the Neighborhood Assistance Tax Credit:

= Provides direction for the Department of Community and Economic Development to credit applications
involving charitable food programs.

To Procedure and Administration:

= Repeals provisions requiring the Department of Revenue to send assessments over $300 via certified
mail. Effective July 2, 2012.

= Requires companies making payments of Pennsylvania source income representing nonemployee
compensation or payments under an oil or gas lease to send a copy of the 1099-MISC form to the
Department of Revenue. Effective July 2, 2012, and will apply to 1099-MISC forms issued for the 2012
tax year.

= Provides that the Department of Revenue shall automatically grant an extension of time for filing the
corporate net income tax annual report if the Internal Revenue Service (IRS) grants an extension of time
for filing federal corporate income tax reports. Effective for tax years beginning on or after January 1,
2013.

= Allows the Department of Revenue to levy bank accounts of delinquent taxpayers where the
delinquency is greater than $1,000. Effective January 1, 2013.

= Allows the Secretary of Revenue compromise authority for a taxpayer who has filed a petition to the
Board of Appeals of the amount due to the department. Once the Request for Compromise is submitted,
an informal conference (either by phone or in person) may be conducted by the board. Any compromise
offer will be reviewed by the board and if approved, the board will issue a Compromise Order. The
Compromise Order will represent the full and final settlement of the appeal. Petitions resulting from the
denial of a property tax or rent rebate claim, a denial of a charitable tax exemption, the revocation of a
sales tax license, appealing a jeopardy assessment, or arising under the Gaming Law are not eligible for
compromise.
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= Allows for the acceptance of refund petitions after an audit assessment up to the latter of six months
after the mailing date of the notice of assessment or three years from the date of actual payment of the
tax. Effective for petitions filed after July 1, 2012.

= Allows for the acceptance of refund petitions for amounts paid as a result of any other assessment within
six months of the actual payment of the tax. Effective for petitions filed after July 1, 2012.

= Extends the time period for filing a federal report of change with the department from 30 to 180 days, so
that companies audited by the Internal Revenue Service have sufficient time to accurately update state
filings. Effective for tax years beginning on or after Jan. 1, 2013.

= Allows petitioners to contest changes that do not affect tax in the current year but may affect tax
liabilities in future years. Applies to petitions filed on or after July 2, 2012, and to appeals pending as of
that date.
ACT #16 of February 14, 2012 made the following changes:

To Keystone Opportunity Zones and Keystone Innovation Zones:

= Permits the extension of KOZ benefits to unoccupied parcels for 7 to 10 years.
= Expands 4 KOEZ zones previously not designated and permits the creation of 15 new zones.

= Permits the expansion of parcels within an existing KOZ, KOEZ, or KOIZ zone if the expansion is
expected to increase job creation or capital investment. Benefits for expanded parcels are limited to 15
acres for a period of 10 years.

ACT #29 of June 30, 2011 made the following changes:

To the Surplus Lines Tax:

= Requires the premium tax to be paid on policies of insurance placed with an insurance company or
association of another state or a foreign country be made in the same manner as an eligible surplus lines
insurer or non-admitted carrier (at 3% on all premiums charged based on the gross premiums charged,
less any return premiums).

= For policies placed after June 30, 2011, the collecting, reporting and remittance of tax apply when the
Commonwealth is the home state of the insured. Additionally, the imposition of tax and penalties apply
when the Commonwealth is the home state of the insured.

ACT #28 of June 30, 2011 made the following changes:

To the Surplus Lines Tax:

= Provides that no state other than the home state of the insured may require premium taxes on non-
admitted insurance.

= Changes the taxation for multi-state surplus lines policies and independently procured insurance placed
after June 30, 2011, from an allocation method (taxing only that risk which is in the Commonwealth) to
a gross premiums method (taxing the entire premium regardless of where the risk is located).

= In the case of independently procured insurance, the insured must report the transaction and pay the 3%
tax to the Department of Revenue within 30 days after the last day of the month the insurance was
procured.
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ACT #26 of June 30, 2011 made the following changes:

To the Sales and Use Tax:

= Sales tax licensees reporting a total tax liability of $25,000 or more for the third calendar quarter of the
preceding year are required to file a return and make a payment by the 20th of the month which shall
include the following:

o Fifty percent of the licensee’s sales and use tax liability for the same month in the prior
calendar year (55 percent from the return due June 20, 2011).

o The amount of tax due for the prior calendar month.
o Less any amount paid under the first bullet in the prior month.
o This change will be effective for reporting periods beginning after May 31, 2011.

o This procedure replaces language enacted in the Tax Reform Code by Act 48 of 2009 that
required two sales tax returns per month from the same sales tax vendor.

To the Film Production Tax Credit:
= For fiscal year 2011-12 and each year thereafter, the annual cap will be reduced to $60 million.

= Allows a purchaser or assignee of a film tax credit 2011 to carry over the credit for use in the next
taxable year.

To the Research and Development Tax Credit:

= For fiscal year 2011-12 and each year thereafter, the annual cap will be increased to $55 million, while
also increasing the small business set aside to $11 million.

To the Job Creation Tax Credit:
= For fiscal year 2011-12 and each year thereafter, the annual cap will be reduced to $10.1 million.

To Neighborhood Improvement Zones:

= Extends the window for the decertification of a Keystone Opportunity Zone to September 1, 2011.
= Limits debt issuance, including any refunding, to a maximum term of 30 years.

= Clarifies the flow of monies from the state and local taxing authorities and provides for an annual
settlement with the contracting authority.

= Provides that any excess monies shall first be returned to the General Fund and then to the local taxing
authorities who collected the taxes.

Creation of Keystone Special Development Zones:

= Creates a new program for the designation of Keystone Special Development Zones for parcels of real
property certified as Special Industrial Areas by the Department of Environmental Protection pursuant to
the Land Recycling and Environmental Remediation Standards Act, and which as of July 1, 2011 had no
permanent vertical structures affixed to it. The KSDZ designation shall exist for 15 years and provide
tax credits to employers for new full time jobs created in the zone.
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ACT #46 of July 6, 2010 made the following changes:
To the Educational Improvement Tax Credit:
= For fiscal year 2010-11, the cap will be $60 million.

To the Enhanced Revenue Collection Account:

= Revenues collected and the amount of refunds avoided as a result of expanded tax return review and tax
collection activities shall be collected into the account.

ACT #1 of January 7, 2010 made the following changes:

To Table Game Taxes and Assessments:

= Table Game Tax — Established a 12 percent table game tax imposed on gross table game revenue;
however, for 2 years following commencement of table game operations at a facility, the rate is 14
percent. The funds from these taxes are deposited to the General Fund until such time as, on the last day
of the fiscal year, the balance in the Budget Stabilization Reserve Fund is certified by the Secretary of
the Budget to exceed $750,000,000. Thereafter, the funds from this tax are deposited to the Property Tax
Relief Fund.

= Local Share Assessment — Established a 2 percent local share assessment imposed on gross table game
revenue. These funds are deposited to the State Gaming Fund. Quarterly, the Department of Revenue
distributes the local share assessment to counties and municipalities hosting a licensed facility
authorized to conduct table games. The exact distribution and uses are prescribed by the Act and are
based upon the classification of the county and municipality in which the facility resides.

To Non-Tax Revenues:

= Licenses, Fees & Miscellaneous — Established various fees related to table games, including a table
games certificate fee and supplier and manufacturer license fees. The table games certificate fee for
Category 1 and 2 facilities is a one-time fee of $16,500,000 if paid on or before June 1, 2010, or
$24,750,000 if paid after June 1, 2010. The table games certificate fee for Category 3 facilities is a one-
time fee of $7,500,000 if paid on or before June 1, 2010, or $11,250,000 if paid after June 1, 2010.
However, the certificate fee for any Category 1 or 3 facility that holds a slot machine license issued after
June 1, 2010, is $16,500,000 or $7,500,000, respectively.

= Transfers — Amounts from the Pennsylvania Race Horse Development Fund will be transferred to the
General Fund, beginning January 1, 2010, and continuing through fiscal year 2012-13. January 1, 2010,
through the end of fiscal year 2009-10, funds from the Pennsylvania Race Horse Development Fund will
be distributed as follows: 34 percent to General Fund and 66 percent to active and operating Category 1
licensees conducting live racing apportioned in accordance with a prescribed formula. In fiscal years
2010-11 through 2012-13, funds from the Pennsylvania Race Horse Development Fund will be
distributed as follows: 17 percent to the General Fund and 83 percent to active and operating Category 1
licensees conducting live racing apportioned in accordance with a prescribed formula.

= Transfer — A one-time transfer will be made to the General Fund in fiscal year 2009-10 from amounts
previously appropriated to the Pennsylvania Gaming Control Board.
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ECONOMIC OUTLOOK

The Pennsylvania Department of Revenue and the Office of the Budget are assisted in constructing the
official tax revenue estimates by two main sources of economic forecast data: IHS Global Insight, Inc., of
Lexington, Massachusetts, and Moody’s Analytics, of West Chester, Pennsylvania. Both firms are private
economic forecasting and consulting firms that provide forecast data to the commonwealth and other customers.
Various projections from IHS Global Insight’s national forecast, as well as a recent forecast produced by
Moody’s Economy.com, were used to assist in developing the revenue estimates in this document for the budget
year and other future fiscal years. Analyses and discussion in this section, as well as the revenue estimates used
in the budget, are based on a combination of data from each source and further analysis from the Department of
Revenue and the Office of the Budget.

U.S. Recent Trends and Current Conditions

The United States economy continues to improve as sound fundamentals emerge as the theme going
forward.

The Bipartisan Budget Act of 2013, which was REAL GROSS DOMESTIC PRODUCT
signed into law on December 26, 2013, provides Annual Growth

relief from the spending sequester and eliminates the ~ 4.0%
chance of another government shutdown in the near ing; ]
future, which should help add to economic growth .|
over the next two years. This, along with a number g9 |
of other positive economic indicators, has helped to  -1.0%
produce a strong 2013 third quarter real GDP growth — -2.0%

estimate  (4.1%). The improved economic -39%

N8 5515

fundamentals of the third quarter continued into the 2005 2007 2009 2011 2013 2015 2017
fourth quarter and may result in an upward revision e Projected----------

to IHS’ 2014 forecast. The federal government shutdown in October 2013 is expected to subtract approximately
0.3 percentage points from fourth quarter 2013 GDP growth.

The Federal Reserve Board (Fed) also began its much anticipated tapering process recently by announcing
that beginning in January, it will buy $75 billion in bonds each month, down from the $85 billion it had been
buying since September 2012. "In light of the cumulative progress toward maximum employment and the
improvement in the outlook for labor market conditions, the Committee decided to modestly reduce the pace of
its asset purchases,"” the Fed said in a statement. The Fed decided to cut back on both types of bond purchases —
mortgage-backed securities and Treasuries — each by $5 billion per month. The program had pushed the Fed’s
assets to almost $4 trillion recently. The tapering could produce a steepening of the yield curve, which would
increase the cost to borrow.

GDP has rebounded following the Great Recession and is forecast to grow approximately 3 percent
annually over the next five years as shown in Chart 1 above.
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Chart 2 shows that the year-end national
unemployment rate peaked in the 2010 time period,
with the highest point being reached in October 2010
(10.1%). It has since decreased by 3% to just under
7% and is projected to drop below 6% in 2016. //\
Nationally, the number of people unemployed peaked  8.0%
at 15,382,000 in October 2009. There are now g, / \
4,475,000 fewer people unemployed as of November ~—" I
2013 compared to the October 2009 peak. 4.0%

2.0%

Although the unemployment rate has decreased, (oo ‘ ‘ ‘
the majority of the jobs recovered or created 2004 2009 2014 2019
nationwide, six out of ten, according to U.S. Labor
Department data, are at the low end of the wage scale.

Chart 2
U.S. UNEMPLOYMENT RATE

12.0% Non-Agricultural

10.0%

The federal funds rate, the rate at which

Chart 3 . A -
FEDERAL FaerNDSRATE depository institutions actively trade balar_1ces
held at the Federal Reserve on an uncollateralized

.0% . . . .
6.0% basis, continues to be at historic lows.

5.0% J \

/ The Fed took action during the financial
crisis in an attempt to reduce the impact of the
3.0% economic crisis. Reductions to the federal funds
” 0% rate were extraordinary in scale and frequency.
1.0% —\

4.0%

The expectation, at least for the foreseeable
0.0% \~ ——— future, is that the Fed will continue to keep rates
Dec- Jul- Feb- Sep- Apr- Nov- Jun- Jan- Aug- Mar- Oct- May- Dec- Jul- at historic lows. When the federal funds rate is

05 06 07 07 08 08 09 10 10 11 1L 1z 1z 13 low, banks have more money available to lend,

and consumers can borrow at lower costs.

The Forecast

Based on the Congressional Budget Office’s (CBO) document, “The Budget and Economic Outlook:
Fiscal Years 2013 to 2023”, the forecast presented covers years 2014 through 2018. The growth of real GDP
will pick up considerably beginning in 2014 after economic activity adjusts to this year’s fiscal tightening. In
the CBO outlook, economic growth is projected to be 3.4 percent in 2014 and averages 3.6 percent per year in
2015 through 2018. That growth closes the gap between actual and potential GDP by 2017. As a result of
stronger economic growth, the unemployment rate in CBO’s forecast falls from 8% in the fourth quarter of
2013 to 6.8% in the fourth quarter of 2015 and then declines gradually to 5.5% in the fourth quarter of 2018.
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The quickening of economic growth in 2014 reflects CBO’s projections of continued improvements in
households’ income and wealth and in credit markets. Consumer spending will be supported by faster growth in
wages and salaries (a result of more robust employment growth) and by continued gains in household wealth,
owing to persistent increases in house prices and stock
prices. Stronger demand for goods and services by
households, in turn, will encourage businesses to
undertake investments in structures and equipment as well

Table 1
Forecast Change in

Key U.S. Economic Indicators
Annual Percentage Growth*

Indicator 2012 2013p 2014p 2015p as to engage in further hiring. Greater availability of credit
Nominal GDP 4.6 3.4 4.3 5.0 : . .

Real GDP s 1o a0 a9 will also support consumer spending and business
e ' ' ' ' investment. In addition, CBO expects that increased
Real Personal 2.2 2.0 2.8 3.1 di by fed | dl | il add
Consumption spending by federal, state and local governments will a
Corporate Profits 19.2 55 97 24 a small amount to overall demand after 2013.

(After Tax)

U;etmploymentRate 8.1 74 65 5.9 Table 1 and Table 2 are U.S. Macro Forecast
(Rate) projections from IHS Global Insight. The tables depict
CPI 2.0 1.5 1.5 1.7

similar forecasts to what the CBO is projecting for the
near-term. Table 1 confirms the expected outlook for
lower unemployment and an increase in GDP. Table 2
notes that over the next two years there is a 60 percent
probability of modest GDP growth, with an increase in
consumer and business fixed investment. Table 2 also

Federal Funds (Rate) 0.1 0.1 0.1 0.4

*Assumptions in this chart, as well as other assumptions, are incorporated in the
2014-15 fiscal year revenue estimates.

p=projected

provides narrative for each economic indicator.

Table 2
U.S. Macro Forecast Projection from IHS Global Insight
December 2013

Baseline Forecast (60% Probability)

GDP Growth

Modest growth, 2.5% in 2014 and 3.2% in 2015

Consumer Spending

Modest, up 2.7% in 2014 and 2.9% in 2015

Business Fixed Investment

Moderate, up 4.3% in 2014 and 6.3% in 2015

Housing

Gradual improvement, more than 1million starts by early 2014

Exports

Accelerating to 4.9% in 2014 and 5.1% in 2015

Monetary Policy

Tapering begins in January 2014, with the first federal funds rate hike in
September 2015

Credit Conditions

Gradually easing

Consumer Confidence

Growing at a moderate pace

Oil Prices (Dollars/barrel)

Brent crude oil price averages $104 in 2014 and falls below $100 by 2015

Stock Markets

The S&P 500 advances moderately

Inflation (CPI)

Headline CPI inflation moderates to 1.4% in 2014, moderately higher thereafter;
core CPl inflation at 1.9% in 2014

Foreign Growth

Eurozone growth gradually recovers, with real GDP growth rebounding 0.8% in
2014, after falling 0.4% in 2013; emerging-market growth gradually accelerates

U.S. Dollar

Depreciates against major currencies and other currencies
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Pennsylvania Outlook

Pennsylvania benefits from a highly diversified PAUNEMSSS::JENTRATE
economy with a mix of industries, and no one single 12.0%
employment sector dominates Pennsylvania. Since the .,
turbulent diversification of the Pennsylvania economy
8.0% N

during the 1970’s and 1980’s, Pennsylvania has a much / \

more stable economy which tends to track the national — 6.0% \/ ~—
economy but with less volatility. During periods of .,

national economic contraction, Pennsylvania often will
outperform the U.S. in areas such as growth in real gross
state product, growth in real personal income and 0.0%
employment growth. Pennsylvania’s unemployment rate
generally trends below the U.S. rate, and per capita income levels in the commonwealth exceed national levels.
However, during periods of economic expansion, Pennsylvania will often lag behind the rate of growth in the
national economy.

2.0%

2004 2009 2014 2019

Since the diversification of its economy, Pennsylvania’s unemployment rate has traditionally trended at or
below the national average. At its peak during the Great Recession, Pennsylvania’s unemployment rate rose to
9.3% in July 2010 and the national unemployment rate topped out at 10.1% in October 2010. Since that time,
Pennsylvania’s unemployment rate has been declining. Pennsylvania’s unemployment rate is expected to
steadily improve during 2014 and 2015, forecast at 7% and 6.4%, respectively. A further decline to 5.7% is
projected by 2017.

Chart 5 Pennsylvania’s economic performance is largely
PENNSYLVANIA SMPLOYMENT dependent upon job growth. As the U.S. and state
on-Agricultural . . . .

7,000,000 economies entered into recession in late 2007, employment
in Pennsylvania peaked in January 2008 at 5,811,000 non-

6,500,000 . . . . .
agricultural jobs, as seen in Chart 5. Since the downturn in

6,000,000 —

/\/-\_/ the economy, Pennsylvania employment has recovered

5,500,000 / over the last few years — it has already recovered more

5,000,000 than 99 percent of its pre-recession jobs level — and its
4,500,000 employment is expected to steadily increase as shown in
4,000,000 ‘ ‘ ‘ ‘ ‘ J Charts.

1990 1996 2002 2008 2014 2020

Although hiring growth has been slow over the last
several years, according to the Bureau of Labor Statistics, employment growth has come from a number of
sectors. Year-over-year gains were achieved in manufacturing (0.6 percent), construction (1 percent),
professional and business services (2.1 percent), and the leisure and hospitality industry (2 percent). Increases in
the leisure and hospitality sector are a likely indicator of increased travel and discretionary spending.

Every state was affected by the partial shutdown of the federal government in late 2013, but Pennsylvania
was not impacted as much as other states may have been.

Pennsylvania's economy is expected to add jobs at a 1.3 percent average annual rate between 2013 and
2018. This growth rate would rank Pennsylvania in the bottom tier of the states. This is caused by a couple of
factors. First, although the state lost many jobs to the recession, the magnitude of job losses was less than in
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many other states. Therefore, state employment growth is not expected to “snap back™ as much as in states like
Florida and Arizona, which are expected to show the highest job growth over the next five years after suffering
huge losses in the recession. Second, Pennsylvania's population growth is expected to remain below the national
average, which limits job growth, especially in service sectors. The recession reduced state-to-state migration
(as well as in-migration from other countries), but as the economy recovers migration is expected to increase.

The construction sector will provide a boost to overall employment over the next five years, especially
from 2014 on as the housing recovery hits full stride. The construction sector will also benefit from renewed
growth in natural gas drilling in response to moderately higher prices. Further aiding the construction industry,
the November 2013 passage of the Pennsylvania transportation funding plan will result in an additional annual
investment of $2.3 billion for the state’s roads, bridges, transit and multimodal transportation systems by its
fifth year of implementation. This investment will create approximately 50,000 new jobs in construction and
related fields.

Going forward, Pennsylvania will benefit from the continued development of the Marcellus shale natural
gas deposit which will provide jobs in the mining industry. The state may also attract jobs in industries that can
benefit from the increase in natural gas supplies, either for low-cost energy or for inputs into chemical products.

Although there has been some softness in the housing recovery, the outlook for housing in Pennsylvania
over the next several years should be positive. Housing starts are expected to increase substantially over the
next two years from the current rate of approximately 22,000 to more than 40,000 a year by 2016-2017. Median
existing housing prices are also expected to increase over the same time period — from a current median price of
approximately $168,000 to $189,000 by the end of 2017. In August of 2013, the S&P/Case-Shiller Home Price
Index rose 12.8 percent year-on-year.

Table 3 shows various historical and projected key economic indicators for Pennsylvania and the U.S. economy.

Table 3
Key Economic Indicators for Pennsylvania

PENNSYLVANIA: Key Economic Indicators 2011 2012 2013 2014 2015 2016
Real Gross State Product (in millions, 2005 dollars) 502,769 | 511,781 517,353 526,717 540,495 554,871
Real Gross State Product (percentage change) 1.9% 1.8% 1.1% 1.8% 2.6% 2.7%
Total Employment (in thousands) 5,688.3 5,732.1 5,759.0 5,824.0 5,908.1 5,996.7
Total Employment (percentage change) 1.1% 0.8% 0.5% 1.1% 1.4% 1.5%
Manufacturing Employment (in thousands) 565.0 567.3 567.8 579.0 591.0 598.9
Nonmanufacturing Employment (in thousands.) 5,123.3 5,164.7 5,191.3 5,245.1 5,317.1 5,397.9
Population (in thousands) 12,745.6 | 12,766.3 | 12,790.8 | 12,819.8 | 12,850.3 | 12,881.8
Population (percentage change) 0.2% 0.2% 0.2% 0.2% 0.2% 0.2%
Unemployment Rate (percentage) 7.9% 7.9% 7.7% 7.0% 6.4% 6.0%
Personal Income (percentage change) 5.4% 3.1% 1.9% 4.5% 4.4% 4.8%
U.S. ECONOMY
Real Gross Domestic Product (percentage change) 1.8% 2.8% 1.8% 2.5% 3.2% 3.3%
Employment (percentage change) 1.2% 1.7% 1.6% 1.7% 1.8% 1.9%

Copyright 2014 IHS Global Insight Inc.

Reprinted from the 2014-15 Governor’s Executive Budget, pp. A1.23-A1.27
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ECONOMIC OVERVIEW

Economic Indicators ¥

Quarterly Comparisons

2014.1 2014.2 2014.3 2014.4 2015.1 2015.2

Percent Change
Versus Year Ago In

Nominal GDP 38 4.1 38 4.3 47 4.8
Real GDP $05 2.5 2.5 2.3 2.7 2.9 3.1
GDP Price Index 1.4 1.7 1.6 1.6 1.7 1.6
Consumption 33 4.0 4.2 43 45 4.4
Business Investment 5.2 5.3 55 5.8 6.4 6.8
PA Wages & Salaries 3.3 3.8 4.3 4.6 4.8 48
3-Month T-Bill Rate 0.1 0.1 0.1 0.1 0.1 0.1
PA Unemployment Rate 7.3 7.1 6.9 6.7 6.6 6.5

Annual Comparisons

Predicted May 2013

Percent Change In: 2014 2015 2016 2014 2015
Nominal GDP 4.0 4.8 5.0 4.7 4.8
Real GDP $05 2.5 3.2 3.3 2.8 3.2
GDP Price Index 1.6 1.6 1.7 1.9 15
Consumption 4.0 4.4 4.6 4.0 4.1
Business Investment 5.4 7.3 9.0 7.9 8.0
PA Wages & Salaries 4.0 4.8 4.7 4.1 43
3-Month T-Bill Rate 0.1 0.4 2.2 0.1 0.2
PA Unemployment Rate 7.0 6.4 6.0 7.1 6.6

Y Global Insight, US Macro Forecast, December 2013 Standard Scenario and May 2013 Standard Scenario.
PA Regional Forecast, December 2013 Standard Scenario and May 2013 Standard Scenario.
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METHODOLOGY OVERVIEW

For the 2013-14 revised and 2014-15 budget estimates, three types of models were used:
(1) econometric, (2) structural and (3) combined structural and econometric models. An econometric
model assumes that tax revenues are a function of one or more economic factors. An example of such a
model is the realty transfer tax model. Structural models forecast revenue based on the statutory
requirements, on the timing of tax remittances, and on projected changes in aggregate liabilities.
Projected changes in tax liabilities are estimated either from economic data or from historic patterns.

Econometric models are estimated using least squares regression. Regression analysis assumes a
relationship where the dependent variable, Yy, equals the sum of the products of independent variables, x,,

and their respective coefficients, S3,, plus an error term, €:

Y=L+ X +..+ L. X, +€.

A regression equation, y = B, + X + ...+ B.X, + €, differs from the true equation by the error term, €.
The method of least squares regression estimates values for the coefficients S,, f,, ..., S, such that the
sum of the squared error terms is minimized. Once a regression equation is determined, a projection of
future estimates may be derived using forecasts of the independent variables.
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FY 2014-15 REVENUE PERCENTAGE OF GENERAL FUND TOTAL

GENERAL FUND REVENUE

Fiscal Year 2014-15

NON-TAX
2.6% CORPORATION

TAXES
16.5%

CONSUMPTION

OTHER TAXES
TAXES 35.4%
45.5%
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CAPITAL STOCK AND FRANCHISE TAX

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions
Year Receipts Growth Year Receipts Growth
2007-08 1,019.9 2.0% 2013-14 389.8 -35.3%
2008-09 787.7 -22.8% 2014-15 328.2 -15.8%
2009-10 761.2 -3.4% 2015-16 198.3 -39.6%
2010-11 819.4 7.6% 2016-17 0.0 -100.0%
2011-12 837.2 2.2% 2017-18 0.0 NA
2012-13 602.2 -28.1% 2018-19 0.0 NA
MODEL: Econometric and Structural
EQUATION: PAYMENTS = 2.2911 ZBAVE - 100.4795
VARIABLES: PAYMENTS - Annual CSFT payments. These amounts are rate
adjusted to 12.75 mills.
ZBAVE - 5 year moving average of annual US corporate profits
2
STATISTICS: R = 0.961 DF = 18
F = 468.76 N = 20

COEFFICIENT T-STATS:

Bo = 21.65 B -0.92

The estimates result from an econometric approach that uses tax year payments rate adjusted to
12.75 mills to predict annual capital stock and franchise tax. These standardized growth rates are then
utilized in the structural cash flow model.
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GENERAL FUND ESTIMATE METHODOLOGIES

CAPITAL STOCK AND FRANCHISE TAX (Cont'd)

The cash flow model applies the growth rates from the econometric model to a tax year cash
number (i.e., sum of cash payments in a tax year) with appropriate tax rates applied. The tax year cash
numbers are transformed into a fiscal year cash flow with appropriate adjustments for tax base and rate
changes affecting tax year 1995 and later.

Act 77-2007 reinstated the transfers to the Hazardous Sites Cleanup Fund. Beginning in fiscal year
2008-09, the minimum of $40 million or all revenues collected under Article VI will be transferred. Act
48-2009 increased the standard deduction used in calculating the Capital Stock and Franchise Tax to
$160,000. Act 48 of 2009 also created a tax amnesty program that increased collections in 2009-10.

Act 52-2013 set the CSFT rate at the following levels per tax year:

2009 2.89
2010 2.89
2011 2.89
2012 1.89
2013 0.89
2014 0.67
2015 0.45
2016 0.00

Please refer to the Legislative Overview section for more details on other legislative changes
affecting CSFT.
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GENERAL FUND ESTIMATE METHODOLOGIES

CIGARETTE TAX
HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions
Year Receipts Growth Year Receipts Growth
2007-08 784.0 0.7% 2013-14 979.0 -4.4%
2008-09 754.2 -3.8% 2014-15 954.7 -2.5%
2009-10 976.1 29.4% 2015-16 930.4 -2.5%
2010-11 1,075.4 10.2% 2016-17 906.1 -2.6%
2011-12 1,069.9 -0.5% 2017-18 881.8 -2.7%
2012-13 1,024.1 -4.3% 2018-19 857.4 -2.8%
MODEL: Econometric
EQUATION: CIGADJ = —15.0553 Q1 + 10.3599 Q3 —1.0194 TIME + 210.0228
VARIABLES: CIGADJ - Quarterly cigarette tax receipts adjusted for PA tax rate
Q1 - First quarter dummy
Q3 - Third quarter dummy
TIME - Linear time variable
STATISTICS:
— 2
R = 0.840 DF = 39
F = 74.54 N = 43

COEFFICIENT T-STATS :

B, =  -607 g, = 418

B, =  -12.43 f. = 9065
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GENERAL FUND ESTIMATE METHODOLOGIES

CIGARETTE TAX (Cont'd)

Act 48-2009 increased the cigarette tax rate to 8 cents per cigarette and included a floor tax due
ninety days after the effective date of the Act. In addition, the definition of cigarette was expanded to
include little cigars, weighing less than four pounds per thousand.

Act 48-2009 repealed the 18.52 percent transfer of proceeds from cigarette tax receipts to the

Health Care Provider Retention Account. In addition, Act 48 of 2009 created a tax amnesty program that
increased collections in 2009-10.
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CORPORATE NET INCOME TAX

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions
Year Receipts Growth Year Receipts Growth
2007-08 2,417.6 -3.0% 2013-14 2,572.3 6.1%
2008-09 1,979.9 -18.1% 2014-15 2,561.5 -0.4%
2009-10 1,791.0 -9.5% 2015-16 2,653.2 3.6%
2010-11 2,131.5 19.0% 2016-17 2,647.4 -0.2%
2011-12 2,022.4 -5.1% 2017-18 2,582.8 -2.4%
2012-13 2,423.4 19.8% 2018-19 2,578.4 -0.2%
MODEL.: Econometric and Structural
EQUATION: A) CNI=MFG + UTIL + INFO + OTHER

B) InMFG =0.5712 In MFGPROFITS + 3.1926
C) InUTIL = 0.4403 (1/TIME) + 5.2512

D) INFO =0.8917 INFOPROFITS +92.5835 INFOD - 13.1219 TIME
+ 243.8597

E) InOTHER =0.5211 In (OTHERPROFITS - 1) + 3.8424

VARIABLES: CNI - Corporate net income tax receipts on a tax year basis for all
corporations. These receipts have been adjusted to reflect an
equally-weighted (33.3%) sales factor, no net operating loss
provision, and a rate of 9.99%.

MFG - Tax year CNI payments — Manufacturers

UTIL - Tax year CNI payments — Utility companies
INFO - Tax year CNI payments — Information companies
OTHER - Tax year CNI payments — All other companies
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GENERAL FUND ESTIMATE METHODOLOGIES

CORPORATE NET INCOME TAX (Cont'd)

MFGPROFITS

Annual US corporate profits — Manufacturers

INFOPROFITS

Annual US corporate profits — Information

OTHERPROFITS Annual US corporate profits — All other companies
INFOD - Dummy variable used to capture unusual payment patterns

TIME - Linear time variable: 1998 = 1, 1999=2, etc.

STATISTICS (Equation B):

2

R = 0.773 DF = 12
F = 45.27 N = 14

STATISTICS (Equation C):

2

R = 0.396 DF = 12

F = 952 N = 14

STATISTICS (Equation D):

2

R = 0.756 DF = 10
F = 14.43 N = 14

STATISTICS (Equation E):

2

R = 0.891 DF = 12
F = 107.69 N = 14

COEFFICIENT T-STATS (Equation B):

B, = 673 g = 7.13
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GENERAL FUND ESTIMATE METHODOLOGIES

CORPORATE NET INCOME TAX (Cont'd)

COEFFICIENT T-STATS (Equation C):

B, = 3.08 B = 109.65
COEFFICIENT T-STATS (Equation D):

Bo = 3.37 B = 3.19

B, = -4.62 Bs = 16.35
COEFFICIENT T-STATS (Equation E):

B, = 10.38 B = 1186

The regression equation predicts tax year revenues for all corporations. These revenues are at a
constant rate and are adjusted to exclude the impact of the changing treatment of net operating loss (NOL)
carryforwards and the sales factor in the apportionment formula. Act 48-2009 increased the cap for net
operating losses to the great of 15% or $3 million, and the sales factor to 83% for tax year 2009. For tax
years 2010 and beyond, Act 48-2009 increased the cap for net operating losses to the greater of 20% or $3
million, and the sales factor used in the apportionment formula to 90%. In addition, Act 48 of 2009 created
a tax amnesty program that increased collections in 2009-10. Act 85-2012 increased the sales factor used
in the apportionment formula to 100% for tax year 2013 and beyond. Act 52-2013 increased the cap for
net operating losses to the greater of 25% of taxable income or $4 million for the tax year 2014 and 30% of
taxable income or $5 million for tax year 2015 and beyond. In addition, Act 52 of 2013 modified the
sourcing of sales for calculating the apportionment of income.

A structural model is used to convert the tax year payments at constant rates to payments at rates,
NOL provisions, and apportionment formulas applicable under current law. This model adjusts for any
impact of federal tax law changes. The model then transforms tax year payments into fiscal year cash
collections.
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FINANCIAL INSTITUTIONS TAXES

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions
Year Receipts Growth Year Receipts Growth
2007-08 191.9 -10.2% 2013-14 325.5 -71.4%
2008-09 198.5 3.4% 2014-15 355.3 9.2%
2009-10 222.8 12.2% 2015-16 372.9 5.0%
2010-11 237.6 6.7% 2016-17 390.7 4.8%
2011-12 272.5 14.7% 2017-18 410.3 5.0%
2012-13 351.5 29.0% 2018-19 432.2 5.3%
EQUATION: FIT = MTIT + BST
VARIABLES: FIT - Financial Institutions Tax
MTIT - Mutual Thrift Institutions Tax
BST - Bank and Trust Company Shares Tax and Title Insurance

Company Shares Tax

MUTUAL THRIFT INSTITUTIONS TAX

MODEL: Structural

The mutual thrift institutions tax (MTIT) structural model estimates are flat during the projection
period. MTIT collections are expected to remain flat for a number of reasons.

Little or no expansion is expected within the industry in the forecast period as the past trend in
mergers and acquisitions has yielded to appeal litigation seeking to reduce or eliminate the tax liability of

some taxpayers. Any successful appeals will decrease the MTIT base, thus no growth is projected over
the forecast period.

Act 48-2009 created a tax amnesty program that increased collections in 2009-10.
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GENERAL FUND ESTIMATE METHODOLOGIES

FINANCIAL INSTITUTIONS TAX (Cont'd)

SHARES TAX

MODEL: Structural

The bank shares tax (BST) estimate results from a structural model that utilizes the FDIC Call
Report to estimate taxable shares. Growth for 2014-15 and beyond is determined using historical BST
collections.

Act 48-2009 created a tax amnesty program that increased collections in 2009-10.

Act 52-2013 made several revisions to the BST. Beginning January 1, 2014, the use of a six-year
average to calculate the value of total equity capital is eliminated. Instead, the taxable value of shares is
computed on the most recent year-end value of an institution’s total bank equity capital, adjusted to
exclude the value of United States obligations. Apportionment is now based solely on receipts, rather than
on payroll, receipts, and deposits. Also beginning January 1, 2014, the tax rate on the dollar value of each
taxable share of stock is reduced from 1.25 percent to 0.89 percent.
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FINES, PENALTIES, AND INTEREST

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions
Year Receipts Growth Year Receipts Growth
2007-08 48.5 16.3% 2013-14 74.8 34.9%
2008-09 20.0 -58.8% 2014-15 67.1 -10.3%
2009-10 26.5 32.5% 2015-16 67.1 0.0%
2010-11 15.7 -40.8% 2016-17 67.1 0.0%
2011-12 66.4 322.2% 2017-18 67.1 0.0%
2012-13 554 -16.6% 2018-19 67.1 0.0%

Beginning in fiscal year 2013-14, fines, penalties, and interest on taxes are included with their
respective tax types. Other fines, penalties, and interest are collected by several different departments.
Each of these departments prepares estimates which are reviewed and totaled by the Department of
Revenue.
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GROSS RECEIPTS TAX

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions

Year Receipts Growth Year Receipts Growth
2007-08 1,348.9 4.3% 2013-14 1,262.8 -3.3%
2008-09 1,376.8 2.1% 2014-15 1,307.2 3.5%
2009-10 1,286.7 -6.5% 2015-16 1,325.6 1.4%
2010-11 1,225.2 -4.8% 2016-17 1,341.6 1.2%
2011-12 1,330.0 8.6% 2017-18 1,357.8 1.2%
2012-13 1,306.3 -1.8% 2018-19 1,374.2 1.2%

MODEL.: Structural

These estimates are derived from a database of gross receipts tax history and liability predictions
as well as economic data. The estimates are prepared on a sector-by-sector basis: electric, telephone
and transportation. The telephone sector is then further broken down into collections from intrastate,
interstate, and wireless telecommunications services. Total predicted liabilities are transformed to a
fiscal year payment basis to obtain the receipts forecast.

Act 89-2002 provides for a gross receipts tax (GRT) surcharge if refunds for public utility realty
tax (PURTA) appeals exceed $5 million in any fiscal year. The surcharge is calculated based on the
amount of PURTA refunds during the prior fiscal year. These changes are effective January 1, 2003.

The following table shows the GRT surcharge by tax year:

2005 0.6 mills
2006 0.0 mills
2007 1.2 mills
2008 2.8 mills
2009 0.0 mills
2010 0.0 mills
2011 1.6 mills
2012 0.0 mills
2013 0.0 mills
2014 0.0 mills

Another factor having a significant impact on the GRT forecast is the fact that electric generation
rate caps expired in 2010 and 2011 for the five largest electric distribution companies. The impact of the
rate caps expiration is considered in the forecast.

Act 48-2009 created a tax amnesty program that increased collections in 2009-10.
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GENERAL FUND ESTIMATE METHODOLOGIES

INHERITANCE TAX
HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions
Year Receipts Growth Year Receipts Growth
2007-08 828.6 9.5% 2013-14 894.3 5.8%
2008-09 772.2 -6.8% 2014-15 938.2 4.9%
2009-10 753.8 -2.4% 2015-16 982.6 4.7%
2010-11 805.2 6.8% 2016-17 1,026.7 4.5%
2011-12 827.7 2.8% 2017-18 1,070.5 4.3%
2012-13 845.3 2.1% 2018-19 1,114.7 4.1%
MODEL.: Econometric and Structural
EQUATION: ASSETS = 0.7000 GDP + 2.0360 SP + 701.8686
VARIABLES: ASSETS - Assets subject to tax at the time of death
GDP - Annual gross domestic product in current dollars
SP - Annual Standard and Poor’s Index of Common Stocks
— 2
STATISTICS: R = 0.991 DF = 19
F = 1127.19 N = 22
COEFFICIENT T-STATS:
B = 21.90 Jix = 7.40
B, = 3.35
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GENERAL FUND ESTIMATE METHODOLOGIES

INHERITANCE TAX (Cont'd)

These estimates result from an econometric model that utilizes US gross domestic product and the
Standard and Poor’s Index to predict Pennsylvania taxable assets by year of death.

A structural model is used to distribute taxable assets by date of death. Those assets are then
divided into transfer classes and distributed into the proper fiscal years. The appropriate tax rate is then
applied to the taxable assets in order to estimate fiscal year cash payments.

The Pennsylvania estate tax is based on the federal estate tax credit of state death taxes. Asa
result of the passage of The American Taxpayer Relief Act of 2012, the state death tax credit will not
return. Accordingly, we do not include estimates for Pennsylvania estate taxes in this forecast.

Act 48-2009 created a tax amnesty program that increased collections in 2009-10.
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INSURANCE PREMIUMS TAX

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions
Year Receipts Growth Year Receipts Growth
2007-08 418.2 1.4% 2013-14 440.0 -1.6%
2008-09 431.5 3.2% 2014-15 442.4 0.5%
2009-10 459.5 6.5% 2015-16 455.8 3.0%
2010-11 428.6 -6.7% 2016-17 474.8 4.2%
2011-12 458.4 7.0% 2017-18 492.0 3.6%
2012-13 446.9 -2.5% 2018-19 502.6 2.2%
MODEL: Econometric and Structural
EQUATION: PAYMENTS = 0.8085 OTHERINC —9.7012
VARIABLES: PAYMENTS - Total tax year insurance premiums tax receipts
OTHERINC - Other labor income excluding health benefits
— 2
STATISTICS: R = 0.882 DF = 18
F = 142.40 N = 20

COEFFICIENT T-STATS:

B, = 1193 B, -0.35

The regression equation predicts tax year payments. A regression is also used to forecast tax
liability by tax year. A structural model then transforms tax year payments and liabilities into regular and
estimated payments that are distributed to the appropriate fiscal years.

In the summer of 2009, refunds were given to insurance companies by the Pennsylvania Life and
Health Insurance Guarantee Association (PLHIGA) for prior assessments paid to PLHIGA. These
assessments originally generated PLHIGA tax credits that offset insurance premiums tax (IPT) liabilities.
The entities receiving a refund returned the credits generated by these assessments to the Commonwealth
in the form of IPT collections, creating a spike in revenue during fiscal year 2009-10. In addition, Act 48
of 2009 created a tax amnesty program that increased collections in 2009-10.
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GENERAL FUND ESTIMATE METHODOLOGIES

INSURANCE PREMIUMS TAX (Cont'd)

Assessments paid to the Property and Casualty Insurance Guarantee Association (PIGA) generate
tax credits to be used against IPT. Due to the return of old assessments paid by members of PIGA,
liabilities were generated in order to pay back tax credits used by taxpayers in the past. This impacted
fiscal years 2011-12 and 2012-13 tax collections.

A portion of IPT is taxes charged for premiums sold by unauthorized insurers. This is referred to
as surplus lines tax. The Federal Nonadmitted and Reinsurance Reform Act of 2009 forced states to
change the way they taxed surplus lines insurance. Acts 28 and 29 of 2011 changed the tax base for
surplus lines taxes to include all premiums, regardless of the location of risk, and only for insureds whose
home state is the Commonwealth. Previously, all policies with any risk in Pennsylvania were taxable and
had to be allocated by the location of the risk, regardless of the home state of the insured. No adjustments
are made to this forecast for this change.
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LICENSES, FEES, AND MISCELLANEOUS

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions
Year Receipts Growth Year Receipts Growth
2007-08 506.5 -11.7% 2013-14 331.0 -25.5%
2008-09 90.2 -82.2% 2014-15 640.1 93.4%
2009-10 2,606.7 2789.9% 2015-16 343.7 -46.3%
2010-11 915.9 -64.9% 2016-17 346.6 0.8%
2011-12 383.0 -58.2% 2017-18 349.3 0.8%
2012-13 444.3 16.0% 2018-19 352.0 0.8%

This category consists mainly of revenues from the sale of licenses, the collection of fees from
numerous sources, transfers from other funds, and interest earned on General Fund deposits.

Act 10A-2009 established that, in 2009-10, amounts from the following sources would be
transferred to the General Fund: Higher Education Assistance Fund; Keystone Recreation, Park and
Conservation Fund; Dog Law Restricted Revenue Account; Oil & Gas Lease Fund.

Act 48-2009 established that, in 2009-10, the residual balance in the Health Care Provider
Retention Account would be transferred to the General Fund. In addition, Act 48 of 2009 created a tax
amnesty program that increased collections in 2009-10.

Act 50-2009 established that, in 2009-10 and 2010-11, amounts from the following sources would
be transferred to the General Fund: Health Care Cost Containment Council; Tobacco Settlement Fund;
Tobacco Endowment for Long-Term Hope; Health Care Provider Retention Account; Medical Care
Availability and Reduction of Error Fund; Budget Stabilization Reserve Fund.

Act 1-2010 established various fees related to table games, including a table games certificate fee
and supplier and manufacturer license fees. In addition, it established transfers from the Pennsylvania
Race Horse Development Fund and a one-time transfer from amounts previously appropriated to the
Pennsylvania Gaming Control Board.

Estimates made by the collecting departments for other revenue items are reviewed and totaled by
the Department of Revenue.

The Governor’s Executive Budget proposes the following change to Licenses, Fees, and Miscellaneous:
A reduction in the holding period for unclaimed property from 5 to 3 years.

A transfer from the Oil and Gas Lease Fund to the General Fund of revenue resulting from non-
surface impact leasing.
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GENERAL FUND ESTIMATE METHODOLOGIES

LICENSES, FEES, AND MISCELLANEOQUS (Cont'd)

These change are reflected in the above estimates.
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LIQUOR STORE PROFITS

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions
Year Receipts Growth Year Receipts Growth
2007-08 80.0 -46.7% 2013-14 80.0 0.0%
2008-09 125.0 56.3% 2014-15 80.0 0.0%
2009-10 105.0 -16.0% 2015-16 80.0 0.0%
2010-11 105.0 0.0% 2016-17 80.0 0.0%
2011-12 80.0 -23.8% 2017-18 80.0 0.0%
2012-13 80.0 0.0% 2018-19 80.0 0.0%

These estimates have been received from the Liquor Control Board and the Office of the Budget.
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GENERAL FUND ESTIMATE METHODOLOGIES

LIQUOR TAX
HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions
Year Receipts Growth Year Receipts Growth
2007-08 251.2 4.9% 2013-14 324.6 4.3%
2008-09 266.5 6.1% 2014-15 340.3 4.8%
2009-10 271.0 1.7% 2015-16 356.7 4.8%
2010-11 281.7 4.0% 2016-17 373.9 4.8%
2011-12 298.1 5.8% 2017-18 391.9 4.8%
2012-13 311.2 4.4% 2018-19 410.8 4.8%

These estimates have been received from the Liquor Control Board (LCB) and were reviewed by
the Department of Revenue. In January 2009, the LCB replaced their 13 accounting periods with monthly
revenue collections.
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MALT BEVERAGE TAX

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions

Year Receipts Growth Year Receipts Growth
2007-08 26.3 4.4% 2013-14 26.0 3.4%
2008-09 26.0 -1.1% 2014-15 26.0 0.0%
2009-10 26.6 2.3% 2015-16 26.0 0.0%
2010-11 25.9 -2.5% 2016-17 26.0 0.0%
2011-12 25.9 -0.1% 2017-18 26.0 0.0%
2012-13 25.2 -2.7% 2018-19 27.0 3.8%

MODEL.: Structural

These estimates are based on current collection patterns.
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MINOR AND REPEALED TAXES

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions

Year Receipts Growth Year Receipts Growth
2007-08 111.6 820.0% 2013-14 (28.8) -39.3%
2008-09 12.8 -88.5% 2014-15 (51.2) -77.8%
2009-10 9.3 -27.3% 2015-16 (60.4) -18.0%
2010-11 6.6 -29.0% 2016-17 (59.8) 1.0%
2011-12 3.2 -51.5% 2017-18 (74.8) -25.1%
2012-13 (20.7)  -746.2% 2018-19 (100.0) -33.7%

Minor and repealed tax revenues are derived from the tax on legal documents, the spiritous
and vinous liquors taxes, and excess vehicle rental tax collections.

Act 48-2009 created a tax amnesty program that increased collections in 2009-10.

Act 50-2009 created a Neighborhood Improvement Zone (NI1Z) in the city of Allentown.
Beginning in 2012, state and local taxes remitted from entities conducting business in the zone are to be
used to repay bonds issued to fund various economic development projects within the zone.

Act 52-2013 created the City Revitalization and Improvement Zone (CRIZ) program permitting
third class cities in the Commonwealth with a population of at least 30,000, and one township with a
population of at least 7,000, to establish contract authorities for the purpose of CRIZ
designation. Beginning in 2013, the establishment of a zone in two cities and one township were
authorized by the Act. Beginning in 2016, two additional cities each year may be given the ability to
establish a CRIZ. State and local taxes remitted from entities conducting business in the zone in excess of
the baseline amount are to be used to repay bonds issued to fund various economic development projects
within the zone.
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OTHER SELECTIVE BUSINESS TAXES

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions

Year Receipts Growth Year Receipts Growth
2007-08 16.6 -4.0% 2013-14 10.8 -10.0%
2008-09 14.1 -15.1% 2014-15 2.7 -75.0%
2009-10 16.2 14.9% 2015-16 0.3 -88.9%
2010-11 135 -16.7% 2016-17 0.4)  -233.3%
2011-12 10.0 -26.1% 2017-18 (0.8)  -100.0%
2012-13 12.0 20.0% 2018-19 (0.8) 0.0%

This revenue source consists primarily of loans tax collections and undistributed monies in the
corporation tax clearing account.

Act 48-2009 created a tax amnesty program that increased collections in 2009-10.

Act 71-2013 repealed the corporate loans tax effective for tax years beginning after December 31,
2013.
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PERSONAL INCOME TAX

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions
Year Receipts Growth Year Receipts Growth
2007-08 10,907.7 6.3% 2013-14 11,717.2 3.0%
2008-09 10,198.6 -6.5% 2014-15 12,365.6 5.5%
2009-10 9,968.7 -2.3% 2015-16 13,208.3 6.8%
2010-11 10,435.7 4.7% 2016-17 13,894.9 5.2%
2011-12 10,800.5 3.5% 2017-18 14,667.2 5.6%
2012-13 11,371.2 5.3% 2018-19 15,412.3 5.1%
MODEL.: Econometric and Structural
EQUATIONS: A) PIT = WITH + NONWITH

B) In QWITH = 0.9930 In PAWAGES + 0.0755 Q1 —0.0188 Q3
-4.8121

C) In EST =0.7169 In PRID + 0.1505 In CAPGAIN + 0.9983

D) In ANNUALS = 1.0933 In USID + 0.2504 In CAPGAIN — 1.7119

VARIABLES: PIT - Fiscal year personal income tax receipts

WITH - Fiscal year employer withholding receipts

NONWITH - Fiscal year estimated and annual receipts

QWITH - Cash quarterly personal income tax receipts from employer
withholding payments rate adjusted to 3.07%

EST - Tax year estimated personal income tax payments rate
adjusted to 3.07%

ANNUALS - Tax year annual personal income tax payments rate
adjusted to 3.07%

PAWAGES - Quarterly Pennsylvania wages and salaries

Q1 - First quarter dummy
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GENERAL FUND ESTIMATE METHODOLOGIES

PERSONAL INCOME TAX (Cont'd)

Q3 - Third quarter dummy

PRID - Annual US proprietors income, interest, dividends,
and rents

CAPGAIN - Annual PA capital gains

usID - Annual US interest and dividends

STATISTICS (Equation B):

— 2

R

0.991 DF = 63

F

2538.85 N = 67

COEFFICIENT T-STATS (Equation B):

By = 8585 B = 1642
B, = -4.08 B, = 3375
STATISTICS (Equation C):
R = 0.955 DF = 20
F = 235.81 N = 23
COEFFICIENT T-STATS (Equation C):
Bo = 10.90 B = 4.22
B, = 2.21
STATISTICS (Equation D):
R = 0946 DF = 20
F = 19556 N = 23
COEFFICIENT T-STATS (Equation D):
By = 8.99 B = 469

-2.16

B
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GENERAL FUND ESTIMATE METHODOLOGIES

PERSONAL INCOME TAX (Cont'd)

The personal income tax estimate is derived from forecasts of withholding, estimated, and annual
payments adjusted to a constant rate. Estimated and annual payments are modeled separately.

QWITH is an econometric model that predicts employer withholding payments using PA wages
and salaries. Dummy variables are used in the first and third quarters to reflect the seasonal nature of
withholding.

EST is an econometric model that predicts estimated personal income tax payments on a tax year
basis. US proprietors’ income, interest, dividends, and rents (US PRID) and PA capital gains are used as
independent variables. Tax year cash payment amounts are transformed into a fiscal year cash flow with
aggregate adjustments for tax base changes.

ANNUALS is an econometric model that predicts tax year annual personal income payments using
US interest, dividends, and PA capital gains. Tax year cash payment amounts are transformed into a
fiscal year cash flow with aggregate adjustments for tax base changes.

Adjustments are made to account for tax law changes, including those made to the tax base and
special poverty provisions (SP).

Act 48-2009 accelerated the collections of employer withholding by creating a semiweekly
withholding schedule for those employers who can reasonably be expected to withhold $20,000 or more
in a calendar year. Please refer to the Legislative Overview section for more details on the legislative
changes. In addition, Act 48 of 2009 created a tax amnesty program that increased collections in 2009-10.
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PUBLIC UTILITY REALTY TAX

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions

Year Receipts Growth Year Receipts Growth
2007-08 44.7 -5.9% 2013-14 43.7 -0.4%
2008-09 41.9 -6.3% 2014-15 441 0.9%
2009-10 39.5 -5.7% 2015-16 44.5 0.9%
2010-11 34.4 -12.9% 2016-17 44.9 0.9%
2011-12 28.7 -16.6% 2017-18 45.3 0.9%
2012-13 43.9 53.0% 2018-19 45.7 0.9%

MODEL: Structural

The public utility realty tax (PURTA) revenue estimates are derived from a database of utility
realty tax liability history and predictions based on data from reports filed by public utility realty
taxpayers, as well as those filed by local taxing authorities (LTAS). Total predicted liabilities were
transformed into a fiscal year basis to obtain the receipts forecasts.

Act 48-2009 created a tax amnesty program that increased collections in 2009-10.
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GENERAL FUND ESTIMATE METHODOLOGIES

REALTY TRANSFER TAX
HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions
Year Receipts Growth Year Receipts Growth
2007-08 429.6 -24.8% 2013-14 381.6 12.7%
2008-09 294.5 -31.4% 2014-15 436.6 14.4%
2009-10 296.0 0.5% 2015-16 472.9 8.3%
2010-11 279.2 -5.7% 2016-17 473.4 0.1%
2011-12 292.2 4.7% 2017-18 484.2 2.3%
2012-13 338.7 15.9% 2018-19 488.8 1.0%
MODEL: Econometric
EQUATION: In RTT =1.3974 In AVGPRICE + 0.8390 In PASTSALE — 5.7550
VARIABLES: RTT - Fiscal year realty transfer tax receipts
AVGPRICE - US average sales price of new and existing houses
PASTSALE - Pennsylvania housing starts and sales
2
STATISTICS: R = 0.971 DF = 29
F = 519.10 N = 32
COEFFICIENT T-STATS:
B = 31.21 Jix = 9.44
B, = -11.01
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GENERAL FUND ESTIMATE METHODOLOGIES

REALTY TRANSFER TAX (Cont'd)

These estimates result from an econometric approach using the US average of new and existing
houses and Pennsylvania housing starts and sales to model the realty transfer tax collections.

Act 48-2009 created a tax amnesty program that increased collections in 2009-10.
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SALES AND USE TAX

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions
Year Receipts Growth Year Receipts Growth
2007-08 8,496.5 -1.1% 2013-14 9,194.4 3.4%
2008-09 8,135.5 -4.2% 2014-15 9,504.6 3.4%
2009-10 8,029.2 -1.3% 2015-16 9,852.1 3.7%
2010-11 8,590.2 7.0% 2016-17 10,116.0 2.7%
2011-12 8,772.3 2.1% 2017-18 10,425.6 3.1%
2012-13 8,893.7 1.4% 2018-19 10,741.8 3.0%
MODEL.: Econometric and Structural
EQUATIONS: A) ST = NON-MOTOR + MV

B) NMCASH = 0.9776 CDlessMV + 0.2408 CN — 255.9838 Q1
—56.0151 Q2 —103.4824 Q3 + 729.3490

C) In MVCASH = 0.9186 In CEAUTO - 5.5628 PAAGE-RATIO +

9.9812
VARIABLES: ST - Fiscal year sales and use tax receipts
NON-MOTOR - Fiscal year non-motor vehicle sales and use tax receipts
MV - Fiscal year motor vehicle sales and use tax receipts
NMCASH - Quarterly non-motor vehicle sales and use tax receipts
MVCASH - Fiscal year motor vehicle sales and use tax receipts
CDlessMV - US consumer spending on durable goods excluding motor
vehicles
CN - US consumer spending on nondurable goods
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GENERAL FUND ESTIMATE METHODOLOGIES

SALES AND USE TAX (Cont'd)

Q1 - First quarter dummy

Q2 - Second quarter dummy

Q3 - Third quarter dummy

CEAUTO - US consumer expenditures on motor vehicles and parts

PAAGE-RATIO

Ratio of Pennsylvanians aged 45-64 to the whole
Pennsylvania population

STATISTICS (Equation B):

2

R

0.985 DF = 49

F 694.98 N = 55

COEFFICIENT T-STATS (Equation B):

B, = 9.53 B = 9.22
B, = -26.98 Bs = -5.90
B, = -10.90 Bs = 24.23

STATISTICS (Equation C):

— 2
R 0.964 DF = 35

F 494.27 N = 38

COEFFICIENT T-STATS (Equation C):

-6.63

B, 26.08 B,

B, 70.37
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GENERAL FUND ESTIMATE METHODOLOGIES

SALES AND USE TAX (Cont'd)

NON-MOTOR is the result of a transformation of NMCASH which allows for the lag between the
time of sale and the appropriate sales tax due date (usually one month). Equation B is an econometric
model which predicts accrual sales and use tax estimates using consumption and nonresidential fixed
investment. Adjustments are made to account for exemptions from the tax base and special fund
transfers. Please refer to the Legislative Overview section for more details on these legislative changes.
The resulting estimates are then converted to a cash basis forecast.

MV is an econometric model that predicts annual motor vehicle sales and use tax revenues using
US consumer expenditures on autos and Pennsylvania’s ratio of residents between 45 and 64 years old.

Total fiscal year sales and use tax forecasts equal cash non-motor vehicle forecasts plus cash
motor vehicle forecasts.

Act 48 of 2009 created a tax amnesty program that increased collections in 2009-10.

Act 46-2011 requires licensees reporting a total tax liability of $25,000 or more for the third
calendar quarter of the preceding year to file a return and make a payment by the 20th of the month. The
payment includes 50% of the liability from the same month of the prior calendar year and any remaining
amount due from the previous calendar month. This procedure replaces language enacted in the Tax
Reform Code by Act 48 of 2009 that required two sales tax returns per month from the same sales tax
vendor.

Act 85-2012 provided sales tax licensees whose actual tax liability for the third calendar quarter of
the preceding year was at least $25,000 but less than $100,000 with an alternative payment option to the
requirement of paying 50 percent of the tax liability for the same month of the preceding calendar year.

In the event that the same month of the preceding calendar year was not reflective of the monthly sales of
the licensee in the current year, the licensee is permitted to remit a lesser amount as long as the amount
paid is equal to or greater than 50 percent of the actual tax liability required to be reported for the same
month in the current year. This provision applied to returns filed after September 30, 2012.
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GENERAL FUND ESTIMATE METHODOLOGIES

TABLE GAME TAXES
HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions
Year Receipts Growth Year Receipts Growth
2007-08 NA NA 2013-14 92.0 3.7%
2008-09 NA NA 2014-15 94.7 2.9%
2009-10 NA NA 2015-16 106.5 12.5%
2010-11 68.7 NA 2016-17 109.2 2.5%
2011-12 95.0 38.4% 2017-18 110.2 0.9%
2012-13 88.7 -6.6% 2018-19 1113 1.0%

MODEL: Structural

These estimates are derived from historical data from each of the slot machine license holders
operating table games as well as Pennsylvania Gaming Control Board knowledge of anticipated table
game expansion at existing or new facilities.
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TAVERN GAMES TAXES

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions

Year Receipts Growth Year Receipts Growth
2007-08 NA NA 2013-14 4.9 NA
2008-09 NA NA 2014-15 102.0 1981.6%
2009-10 NA NA 2015-16 146.8 43.9%
2010-11 NA NA 2016-17 156.7 6.7%
2011-12 NA NA 2017-18 167.3 6.8%
2012-13 NA NA 2018-19 178.6 6.8%

MODEL.: Structural

The tavern games tax estimate results from a structural model which utilizes data from IRS Forms
990 and 990 EZ as well as license data from the Pennsylvania Liquor Control Board. Growth is based on
historical and projected Lottery ticket sales.
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FY 2014-15 REVENUE PERCENTAGE OF MOTOR LICENSE FUND TOTAL

MOTOR LICENSE FUND
REVENUE

Fiscal Year 2014-15

LICENSES & FEES

36.7%
OTHER RECEIPTS

2.3%

LIQUID FUELS TAXES
61.0%
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LIQUID FUELS TAX

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions

Year Receipts Growth Year Receipts Growth
2007-08 591.7 0.4% 2013-14 342.8 -40.5%
2008-09 520.5 -12.0% 2014-15 NA -100.0%
2009-10 548.9 5.5% 2015-16 NA NA
2010-11 568.0 3.5% 2016-17 NA NA
2011-12 561.4 -1.2% 2017-18 NA NA
2012-13 576.3 2.7% 2018-19 NA NA

MODEL: Structural

Effective January 1, 2014, Act 89 of 2013 repealed the permanent 12 cents per gallon tax imposed
and assessed upon liquid fuels used or sold and delivered by registered distributors within this
Commonwealth.

These changes are reflected in the above estimates.
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MOTOR LICENSE FUND ESTIMATE METHODOLOGIES

FUELS TAX
HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions
Year Receipts Growth Year Receipts Growth
2007-08 157.1 -3.5% 2013-14 90.9 -40.2%
2008-09 149.6 -4.8% 2014-15 NA -100.0%
2009-10 145.3 -2.9% 2015-16 NA NA
2010-11 152.0 4.6% 2016-17 NA NA
2011-12 155.7 2.4% 2017-18 NA NA
2012-13 152.0 -2.4% 2018-19 NA NA

MODEL: Structural

Effective January 1, 2014, Act 89 of 2013 repealed the permanent 12 cents per gallon tax imposed
and assessed upon fuels used or sold and delivered by registered distributors within this Commonwealth.

These changes are reflected in the above estimates.
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ALTERNATIVE FUELS

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions

Year Receipts Growth Year Receipts Growth
2007-08 11 450.0% 2013-14 1.5 7.1%
2008-09 0.6 -45.5% 2014-15 1.9 26.7%
2009-10 0.6 0.0% 2015-16 2.3 21.1%
2010-11 0.6 0.0% 2016-17 2.4 4.3%
2011-12 0.3 -50.0% 2017-18 2.7 12.5%
2012-13 14 366.7% 2018-19 2.7 0.0%

MODEL: Structural

The Alternative Fuels Tax became effective October 1, 1997, and is imposed on fuels other than
liquid fuels or fuels used to propel motor vehicles on public highways. The tax rate applied to each
gasoline gallon equivalent of alternative fuel equals the current tax on a gallon of gasoline.
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MOTOR CARRIERS ROAD/IFTA TAXES

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions

Year Receipts Growth Year Receipts Growth
2007-08 38.9 -3.7% 2013-14 48.0 -0.8%
2008-09 39.7 2.1% 2014-15 66.7 39.0%
2009-10 411 3.5% 2015-16 75.7 13.5%
2010-11 43.1 4.9% 2016-17 81.0 7.0%
2011-12 48.7 13.0% 2017-18 88.2 8.9%
2012-13 48.4 -0.6% 2018-19 88.0 -0.2%

MODEL: Structural

The Motor Carriers Road Tax is levied on motor carriers operating vehicles with a gross weight or
registered gross weight in excess of 26,000 pounds. The tax is equal the current tax on a gallon of diesel
fuel, which was impacted by Act 89 of 2013. Previously, the tax rate was 115 mills. Prior to October 1,
1997, an additional tax of 6 cents per gallon was collected through the motor carriers road tax. This tax
was repealed and replaced by a 55 mill addition to the oil company franchise tax rate, imposed on fuels
effective October 1, 1997. The 55 mill portion of the tax rate is dedicated to the highway bridge restricted
account. Credit against the tax is given for liquid fuels and fuels tax and oil company franchise tax paid at
the pump or directly remitted. Credit is also given for tax paid on motor fuels purchased in Pennsylvania
but consumed elsewhere.

The Motorbus Road Tax which imposed taxes on the amount of motor fuel used by bus companies
in their operations on highways within the commonwealth was repealed, effective January 1, 1996, with
the enactment of the International Fuel Tax Agreement (IFTA).

Effective January 1, 1996, Pennsylvania implemented IFTA. Under this agreement, qualified
vehicles are subject to base state reporting and payment of fuel tax obligations. Qualified vehicles are
those with two axles greater than 26,000 pounds, combinations greater than 26,000 pounds and those with
three or more axles regardless of weight. Therefore, 17,001 to 26,000 pound vehicles, which previously
were subject to the Motor Carriers Road Tax, are not subject under IFTA. Additionally, the Motorbus
Road Tax was repealed and a bus meeting the qualified vehicle definition is subject to IFTA provisions.
Identification markers remain at $5 per qualified vehicle. The underlying fuel tax rates are unaffected by
IFTA.

These changes are reflected in the above estimates.
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OIL COMPANY FRANCHISE TAX

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions

Year Receipts Growth Year Receipts Growth
2007-08 447.7 -3.3% 2013-14 540.6 21.5%
2008-09 452.8 1.1% 2014-15 766.0 41.7%
2009-10 448.0 -1.1% 2015-16 863.7 12.8%
2010-11 455.0 1.6% 2016-17 942.7 9.1%
2011-12 457.9 0.6% 2017-18 1,053.5 11.8%
2012-13 445.1 -2.8% 2018-19 1,062.7 0.9%

MODEL: Structural

This tax is an excise tax on all taxable liquid fuels, fuels, and alternative fuels. Act 3 of 1997
imposed a tax of 153.5 mills on all taxable liquid fuels and 208.5 mills on all taxable fuels. This is
imposed on a cents-per-gallon equivalent basis. Act 89 of 2013 added additional mills which are reported
and estimated as Act 89 Oil Company Franchise Tax. Act 89 also increased the average wholesale price
(AWP) in 2014 through 2016, and uncapped it in 2017 and thereafter. There is also a statutory AWP floor
set at $2.99 per gallon for 2017 and each year thereafter. Prior to Act 89, Act 32 of 1983 set minimum
and maximum AWPs at $0.90 and $1.25 per gallon, respectively.

Shown above are receipts from 57 mills of the tax on liquid fuels and fuels which are deposited as
unrestricted Motor License Fund revenue. The remaining balance of the revenues from the 153.5 mills on
liquid fuels and the 208.5 mills on fuels represents revenues restricted to certain highway activities.

These dedicated and restricted revenues are not included in the above estimates. Bus companies are
entitled to a refund equal to 55 mills of the Oil Company Franchise Tax paid on fuels.

Act 89 also provided for a transfer of $35 million annually from the Oil Company Franchise Tax
in the unrestricted Motor License Fund to the Multimodal Transportation Fund beginning in fiscal year
2015-16.

These changes are reflected in the above estimates.
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ACT 89 OIL COMPANY FRANCHISE TAX LIQUID FUELS

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions

Year Receipts Growth Year Receipts Growth
2007-08 NA NA 2013-14 239.4 NA
2008-09 NA NA 2014-15 579.4 142.0%
2009-10 NA NA 2015-16 580.9 0.3%
2010-11 NA NA 2016-17 581.5 0.1%
2011-12 NA NA 2017-18 578.9 -0.4%
2012-13 NA NA 2018-19 566.5 -2.1%

MODEL: Structural

Act 89 of 2013 added additional mills to the Oil Company Franchise Tax applied to liquid fuels
(primarily gasoline). An additional 64 mills in 2014, 49 mills in 2015, 48 mills in 2016, 41 mills in 2017,
and 39 mills in 2018 and each calendar year thereafter. The applicable discount for registered distributors
filing timely is calculated only on this additional millage. A percentage (4.17%) of the additional millage
from Act 89 is deposited into the Liquid Fuels Tax Fund (for county allocation by statutory formula). The
remaining 95.83% is allocated to the Motor License Fund. The Motor License Fund portion is reflected
in the estimates above.

These changes are reflected in the above estimates.
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ACT 89 OIL COMPANY FRANCHISE TAX FUELS

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions

Year Receipts Growth Year Receipts Growth
2007-08 NA NA 2013-14 62.9 NA
2008-09 NA NA 2014-15 152.1 141.8%
2009-10 NA NA 2015-16 152.5 0.3%
2010-11 NA NA 2016-17 152.7 0.1%
2011-12 NA NA 2017-18 153.0 0.2%
2012-13 NA NA 2018-19 149.7 -2.2%

MODEL: Structural

Act 89 of 2013 added additional mills to the Oil Company Franchise Tax applied to fuels
(primarily diesel). An additional 64 mills in 2014, 49 mills in 2015, 48 mills in 2016, 41 mills in 2017,
and 39 mills in 2018 and each calendar year thereafter. The applicable discount for registered distributors
filing timely is calculated only on this additional millage. A percentage (4.17%) of the additional millage
from Act 89 is deposited into the Liquid Fuels Tax Fund (for county allocation by statutory formula). The
remaining 95.83% is allocated to the Motor License Fund. The Motor License Fund portion is reflected
in the estimates above.

These changes are reflected in the above estimates.
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LICENSES & FEES

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions

Year Receipts Growth Year Receipts Growth
2007-08 872.1 0.2% 2013-14 886.5 -0.7%
2008-09 883.8 1.3% 2014-15 943.3 6.4%
2009-10 857.7 -3.0% 2015-16 941.4 -0.2%
2010-11 891.6 4.0% 2016-17 962.7 2.3%
2011-12 892.6 0.1% 2017-18 960.2 -0.3%
2012-13 892.5 0.0% 2018-19 974.0 1.4%

MODEL: Structural

The Commonwealth receives revenue from the collection of fees levied for the registration and
titling of motor vehicles and for the issuance of learners' permits, operators' licenses, certificates of title
and transfers of registration. Various motor vehicle registration fees will be increased starting on April 1,
2014 per Act 89 of 2013. Act 89 also redirects certain fees that had been deposited in the Motor License
Fund to the Public Transportation Trust Fund and the Multimodal Transportation Fund. In addition, Act
89 authorizes a fee option in lieu of suspension for driving without insurance. Starting January 1, 2017,
Act 89 also provides the motor vehicle owner an option for biennial vehicle registration renewal rather
than the current annual cycle.

These changes are reflected in the above estimates.
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OTHER MOTOR RECEIPTS

HISTORICAL DATA FORECASTED DATA
$ Millions $ Millions

Year Receipts Growth Year Receipts Growth
2007-08 559.4 238.2% 2013-14 257.6 -14.3%
2008-09 509.7 -8.9% 2014-15 58.4 -77.3%
2009-10 599.5 17.6% 2015-16 59.5 1.9%
2010-11 411.1 -31.4% 2016-17 61.2 2.9%
2011-12 297.6 -27.6% 2017-18 63.4 3.6%
2012-13 300.6 1.0% 2018-19 65.9 3.9%

MODEL: Structural

Other Motor License Fund revenues include the following sources:
Fines - Aeronautics fines collected under the Liquid Fuels and Fuels Tax Act.

Miscellaneous Revenue - Interest on Motor License Fund deposits; investments and securities, the sale of
unserviceable properties, maps, plans, inspection stickers; and the rental of state properties.

Gross Receipts Tax - This excise tax imposed upon the gross receipts of owners and operators of motor
vehicles transporting property for hire on public highways was repealed effective January 1, 1998.

Per Act 89 of 2013 the Motor License Fund will no longer receive payments from the Pennsylvania
Turnpike Commission in accordance with Act 44 of 2007. These payments will now be redirected to the
Public Transportation Trust Fund and the Multimodal Transportation Fund.

These changes are reflected in the above estimates.
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