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Part I: National Economic

Position

Length of Contraction Period (in months)
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Note: While the NBER has not officially announced an end date for the Great Recession, many economists believe it ended in July 2009.
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Part I: National Economic

Position

U.S. Gross domestic product (GDP): 2007 (2nd quarter) - 2010 (1st quarter)
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Part |: National Economic
Position

National Unemployment Rate, January 2009 - June 2010
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Part I: National Economic

Position

National Employment Situation: Nonfarm Payroll Employment,

January 2009 - June 2010
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Part I: National Economic

Position

Foreclosure Filings:

Januaryc June 2010 saw a decline by 5 percent compa
to July 2009, December 2010

June 2010 compared to May 2010 saw a decline by ne
3 percent and a decrease of nearly 7 percent compare
June 2009

Housing Starts:

Dropped 5 percent in June 2009, the lowest since Octc
2009 and the second straight month of declines In
groundbreaking activity

A positive sign was an unexpected 2.1 percent rise in
applications for building permits



Part I: National Economic

Position

Dow Jones Industrial Average (*DJI) 1sameor 10,346.29 +23.99 0.23%)
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Corporate Profits, Second Quarter 2010

Delta Posts Profit, Sees More Revenue Growth State Street Projects Earn-

Halliburton Profit Jumps, Ban to Hurt ings Beat; Stock Soars
2010 Results
o ! h : Hasbro's Profit Tops Street on Cost Controls
Citigroup Earnings Slide 37 %, Still

Beat Expectations Marriott Beats Street,

Bank of America's Profit Falls Raises Earnings Forecast
s : but Beats Estimates
ﬁf‘ttc. {);Oﬁl Intel Reverses Loss, Delivers
isses Views, 1
Hurt by Weak GE Ends Long Profit Slump, Rosy Sales Forecast
Euro but Revenue Falls Short

Oracle Earnings and
Sales Both Top

KB Home Loss Narrows, but Falls Analysts' Forecasts

Google Earnings Fall Short of Views

Short of Expectations AMD Profit, Revenue Easily

2 . : Beat Wall Street Expectations
JPMorgan Profit Beats Second Quarter Forecasts

Alcoa Starts Earnings
Season by Beating Street
Expectations

Family Dollar Profit Higher, but CSX Profit Jumps 36%,

Forecast Falls Short Beats Forecasts
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Position
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States in the Red

Most states have addressed or still face gaps in their budgets totaling $196 hillion for fiscal year 2010, while tax revenue grew by 2.5% in the first quarter of 2010 marking the
first year-over-year increase since the third quarter of 2008.

Budget Gaps

Revenue Shortfalls

FY Total 2010 Budget Gap (in $ billions)

-$556 -15 -10 -5 -1 -0.5

Source: Cenier on Budget and Policy Prionties



Part I: State Fiscal Position

Year-Over-Year Percent Change in Real State Taxes and Local Taxes
Percent Change of Four-Quarter Average
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Sources: LU.S. Census Bureau (lax revenue) and Bureau of Economic Analysis (GDP price index).
Notes: (1) 4-quarter average of percent change in real tax revenue; (2) Mo adjustments for legislative changes.



Part I: State Fiscal Position

Medicaid Growth Rates:

Increase of 6.6 percent in FY 2009ﬁ
Increase of 10.5 percent in FY 201
Increase of 1 percentin FY 2011

Unemployment Insurance Trust Fund Balanc

Qu
Qu
Qu

arter 1 200 About $21 billion
arter 1 201@ About $7 billion

arter 1 2008 About $33 billion @



Total state budget shortfall in each fiscal year, in billions

Last recessmn—]
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Source: CBPP survey
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Part I: State Fiscal Position

PROJECTED SHORTFALLS: FISCAL YEAR 2011

Minnesota 14.6% Arizona 35.3%
lowa 18.6% Connecticut 29.2%
Indiana 9.9% Florida 22.2%
Utah 15.6% Georgia 24.3%
Michigan 8.8% lllinois 36.1%
Kentucky 9.1% Nevada 56.6%
Virginia 8.2% New Jersey 37.4%
Oregon 29% South Carolina 22.6%

Missouri 9.3% Vermont 31.1%
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Part I: State Fiscal Position

General Fund Revenue: FY 2007-FY 2011 (in billions)

$680

In Billions

FY 2007 FY 2008 FY 2009 FY 2010 FY 2011

* FY 2007, 2008, and 2009 are actual. FY 2010 is estimated and FY 2011 is proposed.



Part I: State Fiscal Position

General Fund Spending: FY 2007-FY 2011 (in billions)
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¥EY 2007, 2008, and 2009 are actual. FY 2010 is estimated and FY 2011 is proposed.



Part I: State Fiscal Position

State Expenditures,
vy _ FY 2008 vs. FY 2011
$17,13¢ $15,26:  -11% Jncrease in 11 states

IA $5,847 $5,66: 3% (ND at 38% and WI at
0
IN $12,80( $13,57: s 2%0) .
T ) 1 Zero Increase In 2
35881 $4,80: -18%  states (NV and NY)
Mi $9.90¢ $7.87¢ -21% A Decrease in 37 states
0
KY $9,45¢ $8,87¢  -6Y gSZBO?PZ /o and SC at
s $17,26: $14,84¢  -14% . U.S. Average waZ%
S :
OR $7,25¢  $6,96¢ -4% ht(t)g:r/(/:v?/ww.nasbo.orq/LinkCIick.asp

| x?fileticket=gxz234BlUbo%3d&tab
MO $8,20: $7,80¢ -o% =38(pages 332)



http://www.nasbo.org/LinkClick.aspx?fileticket=gxz234BlUbo=&tabid=38
http://www.nasbo.org/LinkClick.aspx?fileticket=gxz234BlUbo=&tabid=38
http://www.nasbo.org/LinkClick.aspx?fileticket=gxz234BlUbo=&tabid=38

Part I: State Fiscal Position

Civilian Labor Force and Unemployment by State, Seasonally Adjusted
June 2010, Preliminary

MT
7.3

co
a .o

NM
8.2

AK
7.9

ND
3.6

SD
4.5

NE
4.8

KS
6.5

OK
6.8

MN
6.8

1A
6.8

NH
VT 5.9 ME
6.0 \ 8.0
B
wi MA
7.9 N « 9.0
8.2
|
R Rl
PA CT 12.0
9.2 iNJ 8.8
w95 DE
MD 8.5
2 VA 7.1
, 8 2 7.0
D.C
10.0

B 10.0 and above
7.5-9.9
7.4 and below

Source
Bureau of Labor Statistics, U.S. Department of Labor



Part |: State Fiscal Position
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Years When Per Capita Income Went Down

¢ United States

¢ ¢ ¢

1930 1933 1938

1949 1954 2009

Source: Southern Regional Education Board




Part I: State Fiscal Position

Top Ten Foreclosure States: January - June 2010
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Part Il: State Strategies to

Balance Budgets

Slashing Spending
Tapping Rainy Day Funds
Expanding Gaming
Increasing Borrowing
Raiding State Funds
Raising Taxes and Fees



Part Il: State Strategies to

Balance Budgets — Slashing Spendmg .k

Proposed FY 2011 Program Area Cli

K-12 Educatiort 31 states
Higher Educatioig 31 states
Public Assistanoe?20 states
Medicaldg 26 states
Corrections; 28 states
Transportationg 11 states
Otherc¢ 31 states



Part |I: State Strategies to
Balance

Budgetsc Tapping Rainy
Day Funds

Source:
http://www.nasbo
.org/LinkClick.asp
x?fileticket=gxz23
4BIUbo%3d&tabi
d=38(page 65)

Connecticut

Massachusett

Pennsylvania
Indiana
Alabama
Georgia
Kentucky

Virginia

$1.4billion
$841 million
$755 million
$365 million
$188 million
$217 million
$7 million

$575 million

0
$520 million

o O O O O

$301 million
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http://www.nasbo.org/LinkClick.aspx?fileticket=gxz234BlUbo=&tabid=38
http://www.nasbo.org/LinkClick.aspx?fileticket=gxz234BlUbo=&tabid=38
http://www.nasbo.org/LinkClick.aspx?fileticket=gxz234BlUbo=&tabid=38

Part Il: State Strategies to

Balance Budgets — Expanding Gaming

s25 - States’ revenue from

v e a
= legalized gambling
<C
20
"
o
© 95
H e
O State tax revenues from gambling activities
w10 increased for 10 years before dropping as the
= recession hit. Much of the growth can be attributed to
o the proliferation of legalized gambling facilities in that
e time, particularly racetrack casinos (“racinos”). The long
=5 trend of rising gambling revenue has tempted states
— to legalize and tax gambling to plug budget deficits.
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SOURCE: Rockefeller Institute RICH CLABAUGH/STAFF



Part Il: State Strategies to

Balance Budgets — Expanding Gaming

Legalized gambling
across the states
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Part Il: State Strategies to

Balance Budgets — Expanding Gaming |

Pennsylvanig installed 25,000 slot machines In
last few years

New York; added 4,500 video lottery terminals to
the Aqueduct Racetrack

Connecticut; seeks to add Keno In restaurants
Floridag joined Power Ball last year and placed
lottery terminals In grocery stores

Marylandc installing 10,000 slot machines
Kansag, Promotes Dodge City and its 600 slot
machines

Missouri¢ Casinos updated slots with[3 graphics



Part Il: State Strategies to

Balance Budgets — Increased Borrowmg

Total Net Tax-Supported Debt of the 50 States (SB)

$500
5450
$400
5350
$300
5250
5200
$150
$100
550
50

0B® 108% 1090 499" 109 109% (0B 1097 4990 a1 499 439?10 a0 T 8 O 05 00 T BB ot 4\

Source: Moody's Investors Service



Status of State Borrowing Levels: Moo

Connecticut
Minnesota
lowa
Indiana
Utah
Michigan
Kentucky
Virginia
Oregon

Missouri

$4,859
$1,037
$73
$492
$957
$748
$1,685
$895
$1,859
$780

23
49
41
24
34
13
29
10
31

Aa2
Aal
Aaa
Aaa
Aaa
Aa2
Aal
Aaa
Aal

Aaa



Part Il: State Strategies to

Balance Budgets — Raiding Fundsh

Louisiana $182 million from 40 dedicated funds
New Jersey $128 million raided from the Retail
Margin Fund

Floridac House proposed sweeping $798 million
while Senate proposed sweeping $295 million
New York and New Hampshrdiverted tens of
millions from their Regional Greenhouse Gas
Initiative Funds

New Yorkkwl ARSR bPmdmM YATL A
Fund

Hawali¢ Sought to raid city transit funds



Part Il: Strategies to Balance

Budgets — Raising Taxes and Fees

States with highest per capita tax hikes since 2009:
New York (2002011)- $8.2 billion, $419 per capita
California- $11.5 billion, $312 per capita
Delaware- $253 million, $286 per capita
Connecticut $777 million, $221 per capita
Wisconsin $900 million, $159 per capita
Arizona- $1 billion, $154 per capita
Kansas $425 million, $151 per capita
Washington- $982 million, $147 per capita
Oregon- $541 million, $141 per capita
Massachusetts $890 million, $135 per capita
New Hampshire $161 million, $121 per capita




Part Il: Strategies to Balance

Budgets — Raising Taxes and Fees

States Raising Other Taxes:

Tobacco taxes have gone up in Hawaii, New
Mexico, New York, South Carolina, Utah and
Washington in 2010

| dZNNBYy U 20SNF ff adal g
$1.45 per pack

Soda taxes have gone up in Washington,

Colorado, Maine and proposed in New York,
Mississippl and New Mexico in 2010



Part Ill: Structural Flaws in

State Tax Systems

U.S. Economy Dominated &
Service Sector Now

Rapid Growth in £
Commerce

Explosion In Sales Tax
Exemptions



Part Ill: Structural Flaws in State Tax Ol ‘“"

Systems — Service Sector’s Dominance

Number of Services Taxed by Top 15 States

0 40 80 120 160

J1 160 (Total)
- - ] |158
! |158
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New Mexico \m-
Washington (-_I-
South Dakota !
Delaware \_-
West Virginia | STAMET A

lowa [BEEE 15
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1143

1105

194

Texas
Connecticut
Nebraska

Wisconsin

Kansas

New Jersey 'M 174
Arkansas | 16 7 Emp) 12 SN . 72 Source: Federation of
Mississippi ‘m - 172 Tax Administrators
ississippi &

W Utilities M Personal Services [ Business Services
B Computer Services B Admissions/Amusements M Professional Services
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Part lll: Structural Flaws in State

Tax Systems — Service Sector’s Dominance

Number of Services Taxed by State

WA
MT ND VT 25
18 26 32 \
OR MN NH
0 1D 66 NY 11
29 SD wi 57 —~MA
WY 146 76 Ml cr . 18
58 26 79 RI
1A PA ., 29
NV NE Q4 55 — NJ
18 77 OH 74
uT L, | Be Mo > DE
58 co 172 | 22 wv 39 a5
CA 14 KS 10 VA
21 74 MO KY 18
26 28
NC
AZ OK TN 67 30
55 NM 32 AR SC
158 72 35
GA
MS AL
75 37 36
X LA
83 55
FL
63
AK

Source: Federation of

Tax Administrators
Hi
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Professional Services Taxation in the United States

WA

sSD
DE
WV
NM

Source: Federation of

Tax Administrators TX

HI States that tax professional services
States that do not tax professional services




Part lll: Structural Flaws in State

Tax Systems — E-Commerce

Estimated Quarterly U.S. Retail E-commerce Sales as a Percent of Total Quarterly Retail Sales:
st Quarter 2001 - T1st Quarter 2010

Percent of Total
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Part Ill: Structural Flaws in State*x

Systems — E-Commerce

University of Tennessee Study

Total State and Local Sales and Use Tax Reven
Losses from¥Eommerce Sales (2002012):

$52.1 billion
Minnesotac $1.1 billion
lowa $405.3 million
Indianac $892.8 million
Utah ¢ $404.3 million
Michigan¢$646.7 million
Kentuckyg $502.5 million
Virginiag $946 million
Missouri- $963 million



Part lll: Structural Flaws in State

Tax Systems — Sales Tax Exemptions

Wisconsirg At least $3.9 billion, a year (in 2006) coverinc
computer services, legal services, advertising, accountin
and public relations;

Texas; In FY 2009, totaled $30 billion ranging from tattoc
and pedicures to food, water and healthcare to aircraft
sales, aircraft spare parts;

Kansag, 99 exemptions costing $4.2 billion in FY 2009
covering machinery and equipment, utilities, labor servic
youth/educational activities;

Georgiac Former Gov. Roy Barnes, who is running fer re
election in 2010, cited $10.9 billion in exemptions that ne
to be reviewed (as of 2006).



Part IV: Looming Expenditure CategolriesA

Healthcare

Education

Public Pensions
Emergency management
Infrastructure
Transportation
Unemployment Insurance



Part IV: Looming Expenditure &

Categories — Public Pensions

Virginiag State employees hired after July 1, 2010, must pay
percent of their salary towards the state retirement system;

Minnesotac Vesting periods increased from three years to fi
years;

lowa¢ For most public employees, the final average salary
period revised making it 5 years instead of 3 years;

Floridact SIAatFd0A2Y YF{1AY3I Al F
lllinois¢ Raised retirement age to 67, highest of any state;
Coloradog Imposing pension cuts not only on future employ:

but also on current employees and even people who have
already retired.



Part IV: Looming Expendit

Categories —Infrastructure

Drinking WaterD  SchoolsD

LeveesD- Public Parks:C
RoadsD- Rail:G

Wastewater: D Bridges: C
Aviation:D Solid Waste: C+
Dams:D Inland WaterwaysD-
Hazardous Wastd) Transit:D
EnergyD+

In 2009, the
American Society
of Civil Engineers
(ASCE) Issued a
comprehensive
report that
graded different
elements of our
VIGAZ2Y Q3
iInfrastructure



Part IV: Looming Expenditure

Categories — Unemployment Insurance

TRUST FUND BALANCE
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Part IV: Looming Expenditure Categ

Unemployment Insurance

Minnesota N.A. N.A.
lowa 0.43 0.36
Indiana N.A. N.A.
Utah 0.87 0.71
Michigan N.A. N.A.
Kentucky N.A. N.A.
Virginia N.A. N.A.
Oregon 0.75 0.65
Missouri N.A. N.A.

N.A.= These states have
outstanding debt exceeding the
fund balances

The Unemployment
Insurance (Ul) trust
funds In most states
are In distress

Ul trust fund solvency
levels tracked by AHCN
and HCM levels

The recommended
threshold for both
measures = 1



Part IV: Looming Expenditure Categories — e

Unemployment Insurance

Minnesota
lowa
Indiana
Utah
Michigan
Kentucky
Virginia
Oregon
Missouri

$647.1 Million
0

$1.8Billion

0)

$3.8 Billion
$795.1 Million
$346.9 Million
0)

$722.1 Million






