LRC General Fund Revenue Estimate Notes

General Statement

e We have used the same forecast methodology this year that was
used for the past several years.

e For most of the general fund revenue streams, this is a
seasonalized time-series analysis that produces a trend which is
then evaluated based on a variety of factors and then applied to
the balance of FY14. Based on the trend, together with our
assessment of the economic outlook and other developments, the
FY14 data are factored up (or down) for the FY15 forecast.

e This approach is different from BFM’s methodology in forecasting,
but we feel the differences are actually one of the strong points of
the overall dual estimate approach. To the extent the estimates
come together, it adds great confidence to the forecast.

Total General Fund Revenues
e Qur total General Fund estimate for ongoing receipts is
$1,347,336,338 for FY14 (7.1% increase from FY13 actuals) and
$1,389,418,133 for FY15. (3.1% or a $42.1M increase over
estimated FY14).

3/10/2014



Sales and Use Tax

Our Sales and Use Tax forecast was prepared using 10 years of
monthly history from Department of Revenue’s Business Tax
Reports

The Sales and Use Tax estimate is $819.0M for FY14 and $851.3M
for FY15

We estimate the Sales and Use Tax Collections, Audit Collections,
Tax Relief Fund Collections, the Department of Revenue Indirect
Funding, and the Sales and Use Tax Collection Allowance
separately.

For Sales and Use Tax collections, FY14 was forecasted off
historical collections and current conditions. Our internal analysis
of Sales and Use tax yielded a growth rate of 4.54% for FY15

The Tax Relief Fund is estimated to be $2.3M in both FY14 and
FY15

Audit Collections are estimated to be $15.8M in FY14 but down to
$13.7M in FY15 primarily due to a couple of very large audits in
FY14

Department of Revenue Indirect Funding is projected to be $6.7M
in FY14 and S7.0M in FY15

The Sales and Use Tax Collection Allowance is projected to be
S1.9M in FY14 and $3.8M in FY15 — the FY14 estimate is based on
the second half of the year because that just began on January 1
Sales and Use Tax collections are currently up 5.62% YoY thru
February

And finally, our estimate has not been reduced due to the
expiration of the moratorium on assessing tax on internet access
services
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FY14 Estim ate FY15 Estimate Dollar Change % Grow th
Sales and Use Tax Collections 809,366,491 846,111,730 36,745,239 4.54%
+ Tax Relief Fund 2,332,745 2,332,745 - 0.00%
+ Audit Collections 15,862,501 13,639,011 (2,223,489) -14.02%
= Base Estimate 827,561,736 862,083,485 34,521,749 4.17%
- DOR Indirect Funding (6,690,454) (6,958,072) (267,618) 4.00%
- Collection Allow ance (1,890,000) (3,780,000) (1,890,000) 100.00%
=Estimate 818,981,282 851,345,413 32,364,131 3.95%

e Thru first 8 months of FY14, Sales and Use Tax collections were

$561.6M

e Historically, approximately 68.49% of the revenue collected for

Sales and Use Tax is received in the first 8 months

e Sales and Use Tax accounts for almost 61.2% of the general fund

revenues in FY15.

Property Tax Reduction Fund

e PTRF estimate is $105.5M for FY14 and $105.7M for FY15

e The projections for Video Lottery, Telecom Excise Tax, Cigarette

Taxes, and the Wind Farm Tax were estimated separately

e The FY14 and FY15 projections for each of the categories are:

FY14 FY15

Video Lottery 90,744,537 90,744,537
Telecom 6,989,235 7,219,181
Tobacco Tax 7,756,702 7,756,702
Wind Farm Tax 157,500 157,500
FY13 105,490,474 105,720,420

Video Lottery Growth 0.00%

Telecom Growth 3.29%

Tobacco Growth 0.00%

Wind Farm Tax Growth 0.00%

Total % Growth 0.22%

e Video Lottery represents around 85% of revenue in this category

and is currently up by 0.28% YTD over FY13. We don’t see
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anything in the data this year to make us expect much growth in
this industry for the remainder of FY14 and FY15. As a result, we
used no growth for FY15.

e Video Lottery- There are currently 1800 new line game machines
which is up 100 machines from last year — The new machines are
on average $16/day better than the legacy machines

e Telecom Excise Tax collections are currently down 15.74% YoY.

e The Wireless Gross Receipts tax does not apply to internet access
(data package, mobile web) - Data services for the internet are
becoming a bigger part of the customer’s bill versus
calling/texting, etc. - It appears that a number of the carriers are
charging for separate data plans based upon usage or the amount
of data used.

e Tobacco Tax receipts are pretty flat YTD. Cigarette taxes are
down about 1% YTD and the tax on Other Tobacco Products is up
about 14% YTD. However, the OTP taxes represent a much
smaller portion of the total tobacco tax.

e The Wind Farm Tax has not had any deposits to the General Fund
yet this fiscal year. However, we are still assuming about $157k
this fiscal year and next.

e Revenue comes from 3 sources: 1)Forty-nine percent of net
machine income; 2) 60% of the revenue collected from the 4% tax
on gross receipts of telecom services; and 3) 33% share of
revenues in excess of $35 million generated from tobacco taxes

e Beginningin FY14, a portion of the Wind Farm Gross Receipts Tax
is dedicated to the PTRF through the wind energy tax fund
(SDCL 10-35-22)

e Thru the first 8 months of FY14, PTRF collections were $65.5M
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e Historically, 61.57% of the revenue collected for PTRF is received
in the first 8 months

Contractor’s Excise Tax
e Contractor’s Excise Tax estimate is $90.7M for FY14 and $95.2M
for FY15
e FY14 was forecasted off the trend and a 5.00% growth rate was
used to project FY15
O Thru the first 8 months of FY14, Contractor’s Excise Tax
collections were $68.5M which is up 7.53% YTD compared to
FY13
0 The MoM percentages have been all over the board in FY14
O Economy is rebounding so we expect moderate growth
O Slightly higher than the 10 year CAGR of 4.17%
e Historically, 75.6% of the revenue collected for Contractor’s Excise
Tax is received in the first 8 months

Insurance Company Tax

e Insurance Company Tax estimate is $74.6M for FY14 and $78.0M
for FY15

e FY14 was forecasted off the trend and a 4.45% growth rate was
used to project FY15

e The growth rate was the average growth over the last 3 fiscal
years

e YoY growth rate compared to FY13 is 6.86% YTD

e Qur estimate would yield a full year growth rate of 6.19% over
FY13
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e Thru first 8 months of FY14, Insurance Company Tax collections
were S54.3M

e Historically, 72.56% of the revenue collected for Insurance
Company Tax is received in the first 8 months

Unclaimed Property

e Unclaimed Property collections have changed considerably over
the past couple years due to bank mergers, dormancy reporting,
and a large holder changing their state of incorporation to South
Dakota

e As a result, the State of South Dakota has experienced a
significant increase in the amount of unclaimed property allocated
to the state

e Our estimate for Ongoing unclaimed property is $60.2M in FY14
and $60.2M in FY15

e In addition, there are unclaimed property deposits that have been
deemed more one-time in nature due to the 5 year to 3 year
dormancy change in FY14

e The one-time unclaimed property revenue is projected to be
$59.0M in FY14. We do not expect any one-time unclaimed
property in FY15

e The total ongoing plus one-time unclaimed property is $119.2M
for FY14 and $S60.2M for FY15

e The estimate was prepared in consultation with the Treasurer’s
Office and BFM.

Unclaimed Property FY14 FY15
Ongoing Unclaimed Property 60,200,000 60,200,000
One-Time Unclaimed Property 59,013,610 =
Total 119,213,610 60,200,000
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Licenses, Permits & Fees

Licenses, Permits & Fees estimate is $51.2M for FY14 and $52.3M
for FY15

FY14 was forecasted off the trend and a 2.04% growth rate was
used to project FY15

About 66% of the revenue in this category comes from securities
fees.

YTD securities fees are up about 5.0%.

FY14 FY15 Dollar Change % Change
Securities Fees 34,074,735 34,756,230 681,495 2.00%
Insurance Operating Transfer 7,010,084 7,376,011 365,926 5.22%
All Others 10,141,076 10,141,076 - 0.00%
51,225,895 52,273,316 1,047,421 2.04%

Collections from securities fees are affected by conditions in the
stock market

Revenues are receipts received from the sale of a broad variety of
licenses, permits, and filing fees that are assessed to defray
administrative costs

State Agencies collecting these revenues are the Departments of
Agriculture, Health, Labor and Regulation, Public Safety, Social
Services, Revenue, Unified Judicial System, and Secretary of State
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Net Transfers In
e Net Transfers In estimate is $31.1M for FY14 and $31.3M for FY15

FY14 Estimate  FY15 Estimate  Dollar Change % Change
SD Gaming Commission Fund 3,092,137 3,092,136.73 - 0.00%
Game, Fish, & Parks Funds 2,696,259 2,763,792 67,533.00 2.50%
Transportation Funds 2,905,356 3,096,255 190,899.00 6.57%
Operating Transfers In 10,075,614 10,075,614 - 0.00%
Proceeds of Refund Bonds 59,854 59,854 - 0.00%
Surplus Property 35,951 37,914 1,962.61 5.46%
Refund of Prior Years Expenditures 4,206,185 4,206,185 - 0.00%
Health Care Tobacco Tax Fund 7,991,754 7,991,754 - 0.00%
Total 31,063,110 31,323,505 260,395 0.84%

Net Transfers In excludes 1-time transfers in the forecast

Each of the categories within Net Transfers In were estimated
separately for both FY14 and FY15

Thru first 8 months of FY14, Net Transfers In collections were
$15.8M

Gaming revenue to the general fund is down 14.5% compared to

FY13. Gaming industry is driven by the tourism industry in the
Black Hills. The number of machines are down due to a recent
closure and a closure in Dec of 2012 (this one is open now but
scaled down). No new casinos or expansions of existing casinos on
the horizon.

e Revenues are General Fund reimbursements by the Highway
Fund; receipts from GF&P; receipts from the Motor Vehicle Fund;
the State’s share of Deadwood Gaming revenue; transfer from the
Health Care Tobacco Tax Fund; transfer from the Education
Enhancement Tobacco Tax Fund; and other miscellaneous
receipts
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Trust Funds
e Trust Fund estimate is $28.4M for FY14 and $30.8M for FY15
e Estimate calculated and provided by the Investment Council

FY14 FY15 Estimated
Distribution Distribution
Health Care Trust Fund 3,959,754 4,322,835
Education Enhancement Trust Fund 14,413,354 15,699,869
Dakota Cement Trust Fund 10,063,456 10,759,562
28,436,564 30,782,266

Cigarette Tax

e Cigarette Tax estimate is $30.0M for FY14 and $30.0M for FY15

e First $30 million generated by this tax is allocated to the General
Fund

e Next S5 million is deposited into the Tobacco Prevention and
Reduction Trust Fund

® Any excess revenue of $35 million is divided among the Property
Tax Reduction Fund (33%), the Education Enhancement Tobacco
Tax Fund (33%) and the Health Care Tobacco Tax Fund (34%)
located within Net Transfers In (SDCL 10-50)

Bank Franchise Tax
e Bank Franchise Tax estimate is $10.0M for FY14 and $S8.7M for
FY15
e For FY14, S7.4M is calculated for the Bank Tax and $2.6M is
calculated from the Bank Card Tax
e For FY15, $7.9M is calculated for the Bank Tax and $0.8M is
calculated from the Bank Card Tax

3/10/2014



e QOur estimate assumes that no more bank card deposits will be
made in FY14 and only one quarters worth of payments will be

made in FY15
FY14 FY15
Bank Tax 7,397,133 7,875,727
Bank Card 2,622,500 800,000
10,019,633 8,675,727

e Thru first 8 months of FY14, Gross BFT collections were $7.2M

e Historically, 80% of Bank Franchise Tax collections deposited into
the General Fund is generated by bank card institutions — That
obviously is not the case any longer

Alcohol Beverage Tax

e Alcohol Beverage Tax estimate is $10.8M for FY14 and $11.1M for
FY15

e FY14 was forecasted off the trend and a 3.23% growth rate was
used to project FY15

e Thru first 8 months of FY14, Alcohol Beverage Tax collections
were $6.0M

e Alcohol Beverage Tax is up 14.3% YoY thru February

e Historically, 51.44% of the revenue collected for Alcohol Beverage
Tax is received in the first 8 months

Charges for Goods and Services
e Charges for Goods and Services estimate is $10.5M for both FY14
and FY15
e Thru first 8 months of FY14, Charges for Goods and Services
transferred to the general fund were $6.3M
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e Thru first 8 months of FY14, Charges for Goods and Services were
$6.3M

Charges for Goods and Service FY14 FY15 Dollar Change % Change
Fines and Penalties 359,041 344,113 (14,928) -4.16%
Charges for Sales and Senvice 6,920,653 6,920,653 - 0.00%
Miscellaneous 3,203,119 3,203,119 - 0.00%
Other 6,331 6,331 - 0.00%
Total 10,489,144 10,474,215 (14,928) -0.14%

® Revenues to the GF from this category vary from year to year

® Revenues are from charges made by institutions under the DHS

and DSS; audit charges by DLA to state and local govt’s; child
support payments paid back to state received by DSS; 35% of
fines, penalties, and forfeitures; and other misc. charges

State Lottery

State Lottery estimate is $7.7M for FY14 and $7.9M for FY15
Currently Online Lottery Tickets are down 2.5% YTD and Sales of
Instant Lottery tickets are flat

All of the net proceeds from the sale of instant lottery tickets are
deposited into the general fund

The first $1.4M of net proceeds from the sale of on-line lottery
tickets are deposited into the general fund - The remaining net
proceeds from the sale of on-line lottery tickets are deposited into
the Capital Construction Fund

Instant Tickets are the scratch tickets sold by the retailers. On-
line games include Powerball, Mega Millions, Hot Lotto, Dakota
Cash, and Wild Card 2.
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Severance Taxes
e Mineral Severance Tax estimate is $5.6M for FY14 and $6.3M for
FY15
e Collections from precious metals and energy minerals were
estimated separately
e Thru first 8 months of FY14, Mineral Severance Tax collections

were $4.0M
FYl4 FY15 Dollar Change % Change
Mineral Extract 1,939,431.46 2,585,931.96 646,501 33.3%
Energy Mineral 3,674,298.84 3,674,298.84 - 0.0%
5,613,730 6,260,231 646,501 11.5%

e Historically, 71.1% of the revenue collected for Severance Tax is
received in the first 8 months

Sale Leaseback
e Sale Leaseback estimate is $5.8M for FY14 and $5.2M for FY15

e The estimates are based on the Sale Leaseback schedule

e Thisis anin and out revenue source.

e Annuity payments are deposited into the General Fund and are
then used to make the lease payments which are appropriated
annually by the Legislature

Investment Income & Interest
e |nvestment Income and Interest estimate is $4.2M for FY14 and
$2.9M for FY15
e Thru first 8 months of FY14, Investment Income and Interest
collections transferred to the general fund were $0.6M
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e The Investment Council estimates that the 90% general fund
interest proration due in June of 2014 will be approximately
$3.6M which gets us to the $4.2M for FY14. A yield of .85% was
used in the forecast

e For FY15, the Investment Council estimates a yield of .60% and

S2.9M
Fiscal Year 2014 Fiscal Year 2015
7/3/13 Actual S 617,265 7/15/14 Est. S 360,000
6/15/14 90% Est. 3,600,000 6/15/15 90% Est. 2,500,000
Total FY 2014 Est. 4,217,265 Total FY 2015 Est. 2,860,000
% Yield

FY 2002 5.50% FY 2009 4.60%

FY 2003 4.70% FY 2010 4.50%

FY 2004 3.00% FY 2011 3.37%

FY 2005 2.90% FY 2012 2.27%

FY 2006 3.10% FY 2013 1.51%

FY 2007 4.20% FY 2014 Est. 0.85%

FY 2008 5.10% FY 2015 Est. 0.60%

e |nvestment Council is responsible for investing the money in the
cash flow fund

e Revenues are interest and investment earnings of the general
fund and non-participating funds in the cash flow fund (Non-
participating means the earnings attributable to the company are
deposited into the General Fund)

Wholesale Alcohol Beverage Tax
e Wholesale Alcohol Beverage Tax estimate is $1.9M for FY14 and
$2.0M for FY15
e A 7.59% growth rate was used to project FY15
e Thru first 8 months of FY14, Wholesale Alcohol Beverage Tax
collections were $1.3M
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e Wholesale Alcohol Beverage Tax is up 11.48% YoY thru February
e Historically, 66.64% of the revenue collected for Wholesale
Alcohol Beverage Tax is received in the first 8 months.

Bottom Line

e Bottom Line, as was mentioned earlier, our total General Fund
estimate is $1.347 Billion for FY14 and $1.389 Billion for FY15
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