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Introduction

The Revenue Forecasting Committee (RFC) met on November 18, 2015 to review and update the
current revenue forecast to comply with the statutory reporting date of December 1*. The RFC revised
its revenue projections through the fiscal year ending June 30, 2019 for the General Fund, Highway
Fund, Fund for a Healthy Maine and Medicaid/MaineCare Dedicated Revenue Taxes.

Economic Forecast

This update of the revenue forecast included a review of the economic forecast statutorily due by
November 1%, The economic forecast was developed by the Consensus Economic Forecasting
Commission (CEFC) at its meeting on October 26, 2015.

The Maine and U.S. economies showed continued signs of gradual improvement since the CEFC met in
March 2015. Maine’s real GDP increased 0.2% from 2013-2014, the second year in a row of GDP
growth. Personal income in Maine grew 2.7% from 2014 to 2015, while wage and salary income, which
is the largest component of total personal income, grew 1.8% over the same period. The debt-to-income
level for Maine businesses and households continued to rise to new levels in the second quarter of 2015.
The Consumer Price Index was unchanged in September 2015 from a year ago, driven by declines in
energy prices.

Nationwide, consumer sentiment in September 2015 was 3.1% higher than one year ago while small
business optimism increased 0.8% over the previous year’s level.

The price of crude oil decreased 50.4% from the third quarter of 2014 to the third quarter of 2015 to
around $51 per barrel. As a result of the continued declines in crude oil prices, heating oil prices
declined throughout most of last year’s heating season and have started this year’s heating season
considerably lower than the past five years while gasoline prices are also much lower. The number of
new automobile titles issued by the Maine Bureau of Motor Vehicles increased 5.9% in FY 2015
compared to FY 2014, while the number of used auto titles increased 2.0%.

Existing single-family home sales in Maine were up 6.7% in August 2015 compared to August 2014 and
housing permits for the October 2014-September 2015 year were 0.7% higher than the previous 12-
month period. The median home price in the Portland-South Portland-Biddeford Metropolitan Statistical
Area (which encompasses all of York, Cumberland, and Sagadahoc counties) increased 5.5% year-over-
year in the second quarter of 2015. Mortgage delinquency rates in Maine have been declining but at a
slower pace than nationally. The foreclosure rate in Maine was 0.52% in the second quarter of 2015 and
has been above the national rate for eleven of the past twelve quarters.

Historical income revisions have been released since the CEFC last met. These revisions and new data
contributed to minor adjustments in the forecast. The Commission largely decided to leave the forecast
unchanged after the incorporation of the revised data. This forecast was based heavily on an alternative
scenario (“LowPop”) created by the Office of Policy and Management, which provides staff support to
the CEFC. This alternative scenario is based on the Moody’s Analytics baseline with adjustments that
lowered the population and employment growth forecasts. These adjustments are a result of the
consensus that the national level forecasts are based on overly optimistic population projections for the
state of Maine, causing employment forecasts, among other things, to grow at an unattainable rate.
However, this forecast does assume an increase in migration into Maine in the next few years.
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In addition to the ongoing concerns about the demographic situation, the Commission considered some
additional macroeconomic conditions, including the continuation of low oil prices, an easing in
exchange rates as the U.S. dollar backs off a bit in the short term, and the lack of an interest rate hike in
September 2015. The Commission hopes to have clearer data at their next meeting in late January.
Without compelling evidence of a major change in economic conditions, the Commission made only
minor changes to the forecast.

The forecast for wage and salary employment was left unchanged, although starting from a slightly
higher 2014 base level. The 2019 employment level is nearly the same as the 2007 pre-recession peak.
CPI was adjusted only for 2015 and 2016; both years were revised downward as a result of the
continued low oil prices. The largest forecast changes occurred in the personal income lines, as the 2014
figures were revised by the U.S. Bureau of Economic Analysis at the end of September. Total personal
income was revised upward in 2015 and slightly downward in the rest of the forecast years. The forecast
for wage and salary income was changed only for 2016, which was revised downward.

A copy of the November 2015 report of the CEFC is included in Appendix E.
Summary of Revenue Forecast

The economic variables in the CEFC forecast play an important role in the revenue forecast. Maine
Revenue Services’ (MRS) tax models use the CEFC economic variables to help project revenue from
the major taxes. Data related to non-tax revenue lines were provided by a number of different state
agencies and reviewed by staff in the Office of Fiscal and Program Review and the Bureau of the
Budget to come up with consensus recommendations. The RFC reviewed Maine Revenue Services’ and
other staff reccommendations at its meeting on November 18" and agreed to those recommendations. The
following tables and narratives highlight the final changes to each of the major funds and revenue
sources accepted by the RFC as part of its December 2015 update to the revenue forecast. More detail
on each of the funds and revenue sources is provided in the various appendices.

General Fund Summary

FY15 FY16 FY17 FY18 FY19
Current Forecast $3,329,326,547 $3,311,306,802 | $3,367,197,789 | $3,472,355,852 | $3,606,283,064
Annual % Growth 6.9% -0.5% 1.7% 3.1% 3.9%
Net Increase (Decrease) $0 ($2,239,140) $4,872,534 $24,480,203 $35,456,733
Revised Forecast $3,329,326,547 $3,309,067,662 | $3,372,070,323 | $3,496,836,055 | $3,641,739,797
Annual % Growth 6.9% -0.6% 1.9% 3.7% 4.1%

General Fund revenue estimates were revised downward by $2.2 million for FY16 and upward by $4.9
million for FY17, for a net upward adjustment of $2.6 million for the 2016-2017 biennium. For the
2018-2019 biennium, General Fund revenue estimates were revised upward by a total of $59.9 million,
including an increase of $24.5 million for FY18 and $35.4 for FY19.

The new economic forecast from the CEFC resulted in the revenue forecasting model used by the
MRS/OTP to project significantly lower sales and use and service provider tax revenue for all the fiscal
years in the current budget window. Based on combined tax receipts through October, and preliminary
data through late November, there is no indication that the May 1% forecast should be adjusted at this
time. Taxable sales have increased at a moderate pace since the final quarter of 2014 as energy prices
plunged. The combined Maine sales and use and service provider tax forecast remained close to budget
and is expected to continue to track the May forecast through the remainder of the fiscal year. With
expectations that energy prices will remain relatively low and the economic recovery will continue, the
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RFC decided to accept the Office of Tax Policy recommendation that the combined sales and use and
service provider tax forecast from May go unchanged. The only minor adjustment to the previous
forecast is to increase the sales and use portion of the forecast by $3 million in FY16 and reduce the
service provider tax by that same amount. This change for FY16 only reflects revenue performance
through the first four months of the fiscal year. With holiday sales available during the February
meeting and the service provider tax rate scheduled to increase on January 1%, the RFC may make longer
term adjustments to both revenue lines during the next forecasting exercise.

The revenue forecasting commission recommends an increase in individual income tax revenue of $10.5
million in fiscal year 2016, $14 million in fiscal year 2017, $37.5 million in fiscal year 2018, and $52
million in fiscal year 2019. Factors behind the change in revenue projections include the availability of
new income tax data, the new economic forecast, and technical changes to how the tax model data is
targeted to the most recent year with data availability and aged to the forecast years.

Since the last forecast Maine Revenue Services has received 2014 Maine 1040 extension returns, 2013
federal 1040 extension returns, and 2014 federal non-extension returns. This data has caused us to
revise 2014 AGI upwards, primarily due to upward revisions for capital gains, dividends, and taxable
IRA distributions. The upward revision to 2014 AGI increases revenue in future years because we apply
forecast growth rates for each income component to the higher base.

In addition to increasing the level of income, the new data has resulted in a shift of income in the base
year (2014). Specifically, income has been shifted from very high income (>$300,000) into the
$100,000 - $300,000 range.

The upward revenue revision grows over time for several reasons. First, the reduction in the inflation
forecast largely increases revenues in the 2018-19 biennium. Second, changes to the model’s income
distribution have a minimal impact on 2014 and 2015 liability but a significant and growing effect on
liability in tax years 2016 and later. This occurs both because the difference in the old and new model
distributions grows over time (technical changes to the extrapolation methodology have raised income
growth for incomes above $100,000) and because the change in distribution affects revenue more
beginning in 2016 due to policy changes (the top rate starts at higher income level and the deduction
phase-out begins). A final reason that the revenue revision grows over time is that the deduction has
been revised upward in 2014 and 2015 by a larger amount than 2016 and later, both because of forecast
changes and policy changes beginning in 2016 that significantly diminish the importance of itemized
deductions.

Corporate income tax revenue is the other revenue line the RFC made significant adjustments to during
the latest meeting. The committee reduced corporate income tax receipts by $7.5 million in FY16, $9.5
in FY17 and $22.2 million in the 2018-2019 biennium. Projections of the 2014 tax year show that
corporate liability will be below the May forecast. The 2014 tax year is the jumping-off point for this
revenue forecast. In addition, refunds associated with the 2012-14 tax years continue to exceed previous
projections.

Estate tax revenues were $3.3 million under budget through the first 4 months of FY16. The RFC
decreased the FY'16 projection for estate tax receipts by $4.1 million to account for the lagging
performance. A new forecast of household net-worth resulted in a decrease of $0.8 million in FY17 and
$11.2 million in the 2018-2019 biennium.

Other notable adjustments to General Fund revenue lines include:

Revenue Forecasting Committee — December 2015 Report Page 3



e Cigarette & Tobacco Taxes — the forecast was revised upward (positive impact on General Fund)
in all years as a result of a sustained flattening of sales over the last year. Historically the RFC
has assumed a 1-2% decline in cigarette and tobacco sales.

e Other Revenue/Transfer to Maine Milk Pool — The forecast for the transfer to the milk pool was
adjusted upward (negative impact on General Fund) for all years based on the latest estimates of
milk prices (see Appendix G for more detail). The significant increase in the FY 16 and FY 17
transfers reflect an estimate that future milk prices will decrease, due to a drop in demand for
milk products and an increase in worldwide milk production.

Highway Fund Summary

FY15 FY16 FY17 FY18 FY19
Current Forecast $323,494,586 $319,490,793 $323,075,751 $326,158,044 $329,252,971
Annual % Growth 2.0% -1.2% 1.1% 1.0% 0.9%
Net Increase (Decrease) $0 $20,122 ($84,408) $144,197 $144,197
Revised Forecast $323,494,586 $319,510,915 $322,991,343 $326,302,241 $329,397,168
Annual % Growth 2.0% -1.2% 1.1% 1.0% 0.9%

Highway Fund revenue estimates were revised upward by $20.1 thousand in FY16 and downward by
$84.4 thousand for FY17 ($64.3 thousand over the 2016-2017 biennium). For the 2018-2019 biennium,
Highway Fund revenues estimates were revised upward by $288.4 thousand. With no estimated change
in total motor fuel tax revenue (gasoline and special fuel), the changes in the Highway Fund projections
are largely driven by an estimated increase in specialty license plate fees and an estimated decrease in
earnings on investments. Highway Fund revenue is estimated to decrease by approximately 1% in fiscal
year 2015-16 followed by growth of approximately 1% per year for the subsequent three years.

Fund for a Healthy Maine Summary

FY15 FY16 FY17 FY18 FY19
Current Forecast $53,592,252 $53,960,063 $52,978,154 $48,596,690 $47,713,066
Annual % Growth -11.5% 0.7% -1.8% -8.3% -1.8%
Net Increase (Decrease) $0 ($444,799) ($454,225) ($449,921) ($454,416)
Revised Forecast $53,592,252 $53,515,264 $52,523,929 $48,146,769 $47,258,650
Annual % Growth -11.5% -0.1% -1.9% -8.3% -1.8%

Fund for a Healthy Maine revenue estimates were revised downward by $444.8 thousand in FY16 and
by $454.2 thousand for FY17 ($899.1 thousand over the 2016-2017 biennium). For the 2018-2019
biennium, Fund for a Health Maine revenues estimates were revised downward by $904.3 thousand.

Maine’s Tobacco Settlement Payments (TSPs) for the FY15 ended up only slightly above budgeted
levels. The continued lack of detailed information about Maine’s TSPs for FY14 and FY15 led the RFC
to leave the TSP forecast for the next four years at the levels assumed in the May 2015 forecast.
Additional information about the FY14 and FY 15 payments will be reviewed for the March 2016
forecast. Estimates for the Fund for a Health Maine’s share of Hollywood Casino Bangor revenue were
reduced by about $450 thousand in each year of the forecast, reflecting the overall negative adjustment
in these revenues. Additionally, the Fund’s estimated income from investments had a minor reduction in

each year of the forecast.
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Medicaid/MaineCare Dedicated Revenue Taxes Summary

FY15 FY16 FY17 FY18 FY19
Current Forecast $171,074,132 $177,842,839 $182,166,447 $182,166,447 $182,166,447
Annual % Growth 1.5% 4.0% 2.4% 0.0% 0.0%
Net Increase (Decrease) $0 ($7,729,236) ($4,576,472) ($4,576,472) ($4,576,472)
Revised Forecast $171,074,132 $170,113,603 $177,589,975 $177,589,975 $177,589,975
Annual % Growth 1.5% -0.6% 4.4% 0.0% 0.0%

Medicaid/MaineCare Dedicated Revenue Taxes estimates were revised downward by $7.7 million in
FY16 and by $4.6 million for FY17 ($12.3 million over the 2016-2017 biennium). For the 2018-2019
biennium, Medicaid/MaineCare Dedicated Revenue Taxes estimates were revised downward by $9.2
million (see Appendices D and G for more detailed information).

The forecast for Medicaid/MaineCare Dedicated Revenue Taxes revenue was adjusted downward based
on recent experience. Hospital tax estimated revenue was decreased for each year of the forecast due to
a merger of two hospitals that is expected to decrease tax revenue by $1.7 million each year. Estimated
nursing facility tax revenue was decreased $2.7 million in FY16 and then by $2.8 million for subsequent
years of the forecast. MaineCare nursing facility payments are still assumed to increase during the
forecast period. The decrease in the nursing facility tax forecast reflects an assumed decrease in overall
payments to nursing facilities resulting from a reduction in payments from private sources. The forecast
for MaineCare’s share of service provide tax revenue for FY16 was reduced by $3.3 million on a one-
time basis. Actual collections for the current year are behind budgeted levels that reflected recent
legislative changes. Nursing facility tax and service provider tax revenue collections will continue to be
monitored over the coming months and reviewed for the March 2016 forecast.

Conclusion

As this report has demonstrated, both the CEFC and RFC made relatively minor adjustments to their
forecasts released last April and May, respectively. While actual economic and revenue data through
the first quarter of FY16 have tracked closely with the spring economic and revenue forecasts, there is
reason to believe that there is upside risk to both forecasts when the two committees meet again in just a
few months.

New and revised personal income and labor market data will be available to the CEFC for review when
they meet at the end of January. In addition, should the Federal Reserve increase interest rates at their
December meeting, as currently projected, the CEFC will have some limited information on the reaction
of the markets and the broader economy to that decision. The RFC will have the benefit of gauging the
ongoing consumer sentiment of Maine households by reviewing holiday sales activity, and will better
understand 2015 income growth with final withholding and estimated payments receipts available. The
continuation through this period of strong sales and income data would provide confidence to the RFC
that the recent growth in these two key sources of revenue is sustainable, and merits a more significant
positive adjustment to General Fund revenues in the current biennium.

Both the RFC and the CEFC remain concerned about Maine’s demographic situation. With an aging
population and little to no population growth, employment and income growth will be restrained going
forward. In this forecast exercise the CEFC continued incorporating population and employment
assumptions that are consistent with population projections by the Office of Policy and Management and
the implications of those projections on employment growth guided by the Maine Department of Labor.
Both the RFC and the CEFC are committed to refining this process and to better understanding how
Maine’s demographic trends will affect its future economic and revenue potential.
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General Fund Summary Table
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Highway Fund Summary Table
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Summary

The Maine Consensus Economic Forecasting Commission (CEFC) convened on October 26,
2015, to review and revise the forecast through 2019. This report provides a summary of the
Commission’s findings.

The Maine and U.S. economies showed continued signs of gradual improvement since the
Consensus Economic Forecasting Commission (CEFC) met in March 2015.

Maine’s real GDP increased 0.2% from 2013-2014, the second year in a row of GDP growth.
Personal income in Maine grew 2.7% from 2014 to 2015, while wage and salary income, which
is the largest component of total personal income, grew 1.8% over the same period. The debt-to-
income level for Maine businesses and households continued to rise to new levels in the second
quarter of 2015. The Consumer Price Index was unchanged in September 2015 from a year ago,
driven by declines in energy prices.

Nationwide, consumer sentiment in September 2015 was 3.1% higher than one year ago while
small business optimism increased 0.8% over the previous year’s level.

The price of crude oil decreased 50.4% from the third quarter of 2014 to the third quarter of 2015
to around $51 per barrel. As a result of the continued declines in crude oil prices, heating oil
prices declined throughout most of last year’s heating season and have started this year’s heating
season considerably lower than the past five years while gasoline prices are also much lower.
The number of new automobile titles issued by the Maine Bureau of Motor Vehicles increased
5.9% in FY 2015 compared to FY 2014, while the number of used auto titles increased 2.0%.

Existing single-family home sales in Maine were up 6.7% in August 2015 compared to August
2014 and housing permits for the October 2014-September 2015 year were 0.7% higher than the
previous 12-month period. The median home price in the Portland-South Portland-Biddeford
Metropolitan Statistical Area (which encompasses all of York, Cumberland, and Sagadahoc
counties) increased 5.5% year-over-year in the second quarter of 2015. Mortgage delinquency
rates in Maine have been declining but at a slower pace than nationally. The foreclosure rate in
Maine was 0.52% in the second quarter of 2015 and has been above the national rate for eleven
of the past twelve quarters.

Historical income revisions have been released since the CEFC last met. These revisions and
new data contributed to minor adjustments in the forecast. The Commission largely decided to
leave the forecast unchanged after the incorporation of the revised data. This forecast was based
heavily on an alternative scenario (“LowPop”) created by the Office of Policy and Management,
which provides staff support to the CEFC. This alternative scenario is based on the Moody’s
Analytics baseline with adjustments that lowered the population and employment growth
forecasts. These adjustments are a result of the consensus that the national level forecasts are
based on overly optimistic population projections for the state of Maine, causing employment
forecasts, among other things, to grow at an unattainable rate. However, this forecast does
assume an increase in migration into Maine in the next few years.

In addition to the ongoing concerns about the demographic situation, the Commission considered
some additional macroeconomic conditions, including the continuation of low oil prices, an
easing in exchange rates as the U.S. dollar backs off a bit in the short term, and the lack of an
interest rate hike in September 2015. The Commission hopes to have clearer data at their next
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meeting in late January. Without compelling evidence of a major change in economic conditions,
the Commission made only minor changes to the forecast.

The forecast for wage and salary employment was left unchanged, although starting from a
slightly higher 2014 base level. The 2019 employment level is nearly the same as the 2007 pre-
recession peak. CPI was adjusted only for 2015 and 2016; both years were revised downward as
a result of the continued low oil prices. The largest forecast changes occurred in the personal
income lines, as the 2014 figures were revised by the U.S. Bureau of Economic Analysis at the
end of September. Total personal income was revised upward in 2015 and slightly downward in
the rest of the forecast years. The forecast for wage and salary income was changed only for
2016, which was revised downward.

The table below provides the forecast’s major indicators.

Calendar Years |2014 2015 2016 2017 2018 2019
_Wage & Salary Employment (Annual Percentage Change)
| CEFC Forecast 04/2015 - 104 09 07 04 02 01
| CEFCForecast11/2015 |05 09 07 04 02 0.1
Personal Income (Annual Percentage Change)

_.CEFC Forecast04/2015  ~ ~  [29 31 38 44 38 35
| Wage and Salary Income (Annual Percentage Change) . |
.CEFCForecast11/2015 13734 41 41 39 36
CPI (Annual Percentage Change) ]
. CEFC Forecast04/2015 |16 05 21 24 26 23,
CEFC Forecast 11/2015 16 00 18 24 26 23

Prior to the forecasting meeting, the CEFC held a data gathering session during which they heard
from a variety of Maine industries. The presenters included Albin, Randall & Bennett; Maine
Bankers Association; Maine Tourism Association; NFIB Maine; Maine Staffing Association;
Maine Accelerates Growth; Maine Restaurant Association; and Maine Innkeepers Association.
Maine Automobile Dealers Association also provided written testimony. The summary of this
data gathering session is available in a separate report. Overall, these business perspectives
helped confirm the CEFC’s subsequent findings that Maine’s economy continues to see slow
growth with considerable challenges posed by the state’s aging population and lack of population
growth.

In deliberations leading to consensus, the CEFC considered information presented by several
state agencies, including the Maine Department of Labor, Maine Revenue Services, and the
Office of Policy and Management. The following sections summarize these reports.

Office of Policy and Management

In 2014, Maine’s real Gross Domestic Product was $51.0 billion, with $44.1 billion coming from
private industries and $6.9 billion from government (federal, state, and local). All of Maine’s
recent growth in GDP has come from private industry. Maine’s total real GDP increased 0.2%
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from 2013 to 2014, the second year in a row of GDP growth. However, this was considerably
less than the rate of national GDP growth, which was 2.2% from 2013 to 2014.

According to preliminary estimates from the U.S. Bureau of Economic Analysis, total personal
income grew 2.7% from the first half of 2014 to the first half of 2015 and wage and salary
income grew 1.8% during the same period. Wage and salary disbursements, which are the largest
component of personal income, averaged around $25.9 billion in the first half of 2015
(seasonally adjusted at annual rates). Total personal income averaged around $55 billion.
Maine’s debt to income ratio was 25.2% in the second quarter of 2015. The ratio is at its highest
point since the first quarter of 2008.

The Consumer Price Index (CPI) was flat from September 2014 to September 2015, dragged
down by significant energy price deflation. Core inflation, which excludes food and energy
prices, rose 1.9% over that same period. The Chained Consumer Price Index (Chained CPI)
declined 0.5% from September 2014 to September 2015, again driven by the drop in energy
prices. Core inflation rose 1.7% over the same period. Chained CPI allows for substitutions in
the basket of goods and services being measured.

In September 2015, the survey-based University of Michigan Consumer Sentiment Index
decreased 5.1% month-over-month but was up 3.1% from a year ago. The survey-based National
Federation of Independent Business (NFIB) Small Business Optimism Index was up 0.2% from
the previous month and was up 0.8% from September 2014.

The price of Brent crude oil plunged starting in the later half of 2014 and was just $51 per barrel
in the third quarter of 2015, a decrease of 19.2% from the second quarter of 2015 and a 50.4%
decrease from the second quarter of 2014. The price of heating oil in Maine declined throughout
most of the 2014-2015 heating season and has started the 2015-2016 heating season well below
prices for the past few years, averaging $2.09/gallon most recently. The price of heating oil in
Maine had averaged around $3.75/gallon before the recent decline in crude oil prices. The price
of gasoline in New England on October 19, 2015 averaged $2.30, $1.05 lower than one year ago.
The price of gasoline has dropped $1.55 per gallon since the July 2014 peak.

The number of new automobile titles issued by the Maine Bureau of Motor Vehicles increased
5.9% from FY 2014 to FY 2015, while the number of used automobile titles issued increased
2.0%. Total registrations were up 2.7% from FY 2014 to FY 2015.

Single family existing-home sales in Maine were up 6.7% in August 2015 compared to August
2014. Home sales in Maine have grown year-over-year in 48 of the last 50 months. Average
monthly single unit housing permits in Maine in the 12-month period from October 2014 through
September 2015 were 0.7% higher than in the previous 12-month period. The median home price
in the Portland — South Portland — Biddeford metropolitan area increased 5.5% year-over-year in
the second quarter of 2015. The median home price in the second quarter of 2015 was $239,800.
The share of mortgages in Maine that are delinquent 30 days or more was 6.5% in the second
quarter of 2015. The rate of delinquencies in Maine has been above the U.S. rate for thirteen
straight quarters now. Maine’s foreclosure rate was 0.52% in the second quarter of 2015,
unchanged from the previous quarter. Maine’s foreclosure rate has been above the U.S. rate for
eleven of the past twelve quarters.

Full background materials are available at:
http://www.maine.gov/economist/forecasts/index.shtml
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Maine Department of Labor

Labor market conditions continue to tighten. The unemployment rate estimate of 4.4% for
September was the lowest in nine years. The labor force participation rate continues to decline
and recent monthly estimates of the size of the labor force indicate it is down more than 20,000
over the last two years. The lack of labor force growth is a primary factor in no real GDP growth
over the last decade. The number of jobs in Maine is likely to peak in 2015 or 2016 because of
the imbalance between the number of people retiring and entering the labor force. Beyond then
there will have to be a significant rise in net in-migration to sustain job growth.

Inflation adjusted total wages have increased faster than the number of jobs in the year through
the second quarter of 2015. This partly reflects a modest rise in average wages paid (in current
dollars), but mostly reflects the near zero inflation of that period. It is too early to tell if the
tighter labor market is driving average wages up.

The presentation is available at
www.maine.gov/labor/cwri/publications/pdf/CEFC_October 2015.pdf

Maine Revenue Services

September General Fund revenues were over budget by $2.0 million or 0.6%. For the first
quarter of the fiscal year General Fund revenues were $10.8 million over budget (+1.3%).

August taxable sales (September revenue) increased by only 1.8% over a year ago, resulting in a
monthly revenue deficit for sales and use and service provider taxes combined of $2.3

million. Year-to-date sales and service provider taxes are a combined $0.4 million over budget.
With the exception of auto/transportation sales, which increased by 4.5% over last year, the
remaining business categories all reported slow growth. Tourism related sales - restaurants and
lodging - increased by a disappointing 1.8% over last August. Taxable sales for the quarter
ending in August of 2015 increased by 4.2% compared to a year ago. The weak performance in
August is consistent with national data showing a slowing of consumer activity in August as
stock market volatility and concerns about events overseas dominated the second half of the
month. August taxable sales aside, consumer sales activity in Maine has steadily picked up over
the last year as energy prices have dropped and the economy has improved. Energy prices are
expected to remain relatively low over the next two quarters which should help consumers
during the upcoming holiday shopping season.

Individual income tax receipts were over budget for the month by $4.9 million, and are now
$14.2 million over budget for the fiscal year. The monthly surplus was primarily from estimated
payments which were over budget by $6 million in September. The third estimated payment of
the calendar year was 27% higher than a year ago. The first three estimated payments of calendar
year (CY) 2015 are now up 20% over the same three payments for CY14. This is the strongest
growth in the first three estimated payments since the stock market boom of the late 90s. While
September withholding was under budget by $3.6 million, CY15 withholding growth is still
averaging 4.65%, well above the 3.25% assumed in the May Revenue Forecasting Committee
forecast.
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Macroeconomic Assumptions

Two different baseline economic forecasts were examined at the meeting: the Moody’s Analytics
baseline scenario for September 2015 and the IHS Economics baseline scenario for October
2015. Both were the most recent available forecasts. Additionally, OPM provided two alternative
scenarios based on assumptions of low population growth that limit employment growth
(LowPop) — one using adjustments to the growth rates and one using adjustments to the levels.
Each forecast was based on a different set of national macroeconomic assumptions. The LowPop
scenarios were based on the Moody’s Analytics baseline scenario with population projections
taken from OPM’s projections to 2032 adjusted for recent Census Bureau estimates, and industry
sector employment growth adjustments by OPM staff. These forecasts were then compared to the
CEFC’s April 2015 forecast. The key assumptions made by the CEFC are below.

e Maine population growth is likely to limit employment growth over the next few years.
The employment forecast adopted by the CEFC assumes strong in-migration to Maine.

e Oil prices remain low in the near term before beginning a gradual rise in the out years of
the forecast. This will keep inflation low for 2015 and 2016.

e The strengthening of the dollar will ease in the short term, making 2015 and 2016 better
years for corporate profits.

Consensus Forecast

The CEFC members continued to believe that the national forecasts are overly optimistic in their
population and employment projections for the state. The previous forecast, as well as this new
forecast, relied on the LowPop scenarios, designed to address these concerns. While the
employment growth rates were left unchanged, the 2014 actual employment level was revised
upward, resulting in slightly higher employment levels going forward. This forecast targets the
LowPop Levels scenario employment level of 617,800 in 2019, just above the pre-recession
peak.

Wage and salary income growth was revised downward for 2016, but starting from a higher 2014
level due to the BEA revisions. The forecast for supplements to wages and salaries was taken
from the IHS baseline forecast, which did incorporate the revised 2014 data. This resulted in a
downward revision for 2015 and upward revisions for all other forecast years. Nonfarm
proprietors’ income was left unchanged, as was the forecast for personal current transfer receipts.
Dividends, interest, and rent was taken from the OPM LowPop scenario, resulting in an upward
revision for 2015 and downward revisions for the remaining years.

The overall result for total personal income was a 0.4 percentage point revision upward for 2015,
while 2016-2019 were all revised downward: by 0.1 percentage point in 2016 and 2018, 0.4
percentage points in 2017 and 0.2 percentage points in 2019.

The CEFC set its 2015 and 2016 forecast for inflation, as measured by the Consumer Price
Index, to the IHS baseline forecast, resulting in downward revisions to both years due to lower

oil prices. The remaining three forecast years were left unchanged. The forecast for corporate
profits was left unchanged from the previous forecast.
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Overall, the primary source of concern for the CEFC continues to be Maine’s demographic
situation, with an aging population and little to no population growth. Both the low oil prices and
revisions to 2014 income data played a role in the revisions made to this forecast.

The following page provides the full forecast.
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Maine Consensus Economic Forecasting Commission

November 2015 Forecast

CPI-U* (Annual Change)

CPI for Energy Prices** (Annual Change)

Avg. Price of New Vehicles** (Annual Change)
New Vehicle Registrations** (Annual Change)
Personal Savings Rate**

Maine Unemployment Rate**

3-Month Treasury Bill Rate**

10-Year Treasury Note Rate**

Before-Tax Corporate Profits* (Annual Change)

Maine Wage & Salary Employment* (thousands)
Natural Resources
Construction

Manufacturing
Trade/Trans./Public Utils.
Information

Financial Activities

Prof. & Business Services
Education & Health Services
Leisure & Hospitality Services
Other Services

Government

Maine Wage & Salary Employment* (Annual Change)
Natural Resources
Construction

Manufacturing
Trade/Trans./Public Utils.
Information

Financial Activities

Prof. & Business Services
Education & Health Services
Leisure & Hospitality Services
Other Services

Government

Personal Income* ($ million)
Wages & Salaries*
Supplements to Wages & Salaries*
Nonfarm Proprietors' Income*
Farm Proprietors’ Income**
Dividends, Interest, & Rent*
Dividends
Interest
Rent
Personal Current Transfer Receipts*
Less: Contributions for Social Ins.**
Adjustment for Residence**

Personal Income* (Annual Change)
Wages & Salaries*
Supplements to Wages & Salaries*
Nonfarm Proprietors' Income*
Farm Proprietors' Income**
Dividends, Interest, & Rent*

Dividends

Interest

Rent
Personal Current Transfer Receipts*
Less: Contributions for Social Ins.**
Adjustment for Residence**

History Forecast

2014 2015 2016 2017 2018 2019
1.6% 0.0% 1.8% 2.4% 2.6% 2.3%
-0.5% -17.8% -1.2% 4.4% 9.6% 4.6%
2.0% 3.1% 4.7% 3.0% 3.9% 3.4%
10.4% -6.5% 4.2% 3.3% -1.1% -2.4%
4.8% 4.8% 4.8% 5.2% 5.6% 6.0%
5.7% 4.7% 4.5% 4.4% 4.3% 4.4%
0.03% 0.05% 0.82% 1.81% 2.77% 3.05%
2.54% 2.16% 2.60% 2.85% 3.32% 3.63%
2.1% 6.0% 6.0% 1.4% 1.6% 3.2%
604.5 609.7 613.8 616.1 617.1 617.8
25 25 25 25 25 24
259 256 253 252 25.2 25.3
50.3 50.1 49.9 49.6 491 48.6
119.1 119.6 120.4 121.4 122.4 122.9
7.5 7.5 7.4 74 7.4 7.4
304 31.1 31.1 31.0 30.4 30.1
63.2 65.4 66.9 67.6 67.7 67.8
122.4 123.6 125.6 126.7 127.5 128.4
62.6 63.0 63.0 63.2 63.4 63.4
21.0 21.6 21.5 214 21.3 211
99.8 99.8 100.1 100.2 100.3 100.4
0.5% 0.9% 0.7% 0.4% 0.2% 0.1%
1.0% 0.3% 0.1% 0.3% -0.4% -0.5%
1.0% -1.0% -1.2% -0.5% 0.0% 0.3%
-0.3% -0.3% -0.4% -0.6% -1.1% -0.9%
1.0% 0.4% 0.7% 0.8% 0.8% 0.4%
-2.0% -0.3% -0.2% -0.5% -0.6% 0.0%
0.1% 2.5% -0.1% -0.4% -1.8% -1.2%
2.8% 3.5% 2.3% 1.0% 0.2% 0.2%
0.3% 1.0% 1.6% 0.9% 0.6% 0.7%
-0.2% 0.6% 0.1% 0.2% 0.4% 0.0%
1.3% 2.9% -0.1% -0.6% -0.7% -1.0%
-0.7% 0.0% 0.3% 0.1% 0.1% 0.1%

2014 2015 2016 2017 2018 2019
54,195 56,077 58,141 60,472 62,683 64,722
25,794 26,671 27,768 28,906 30,033 31,115
6,252 6,314 6,528 6,799 7,044 7,301
3,833 4,009 4,205 4,369 4,535 4,726
75 59 73 69 65 63
9,323 9,640 10,036 10,588 10,969 11,155
2,464 2,602 2,648 2,689 2,731 2,822
4,476 4,512 4,871 5,462 5,901 6,024
2,384 2,526 2,519 2,435 2,336 2,309
12,351 12,808 13,089 13,469 13,954 14,498
4,278 4,297 4,465 4,671 4,892 5,145
846 874 907 944 975 1,011
3.1% 3.5% 3.7% 4.0% 3.7% 3.3%
3.7% 3.4% 41% 41% 3.9% 3.6%
-1.5% 1.0% 3.4% 4.1% 3.6% 3.6%
5.8% 4.6% 4.9% 3.9% 3.8% 4.2%
-8.7% -21.1% 24.5% -5.6% -6.6% -3.0%
3.9% 3.4% 41% 5.5% 3.6% 1.7%
3.3% 5.6% 1.8% 1.6% 1.6% 3.3%
1.9% 0.8% 8.0% 12.1% 8.0% 2.1%
8.6% 5.9% -0.3% -3.3% -4.1% -1.1%
2.6% 3.7% 2.2% 2.9% 3.6% 3.9%
3.0% 0.4% 3.9% 4.6% 4.7% 5.2%
7.2% 3.2% 3.8% 41% 3.3% 3.7%

*CEFC Forecast

**From IHS Economics October 2015, OPM Low Pop Scenarios and Moody's Analytics Baseline, Sept. 2015

Remaining lines derived from CEFC forecast by CEFC staff and revief ed by CEFC
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Sales and Use Tax and

Service Provider Tax
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Maine Resident - Net Capital Gains

Capital Gains Capital Gains Capital Gains | Capital Gains Tax
Tax_ Realizations ($ Realizations Tax Liability ($ | Liability Annual %
Year Millions) Annual % Change Millions) Change
1995 $551.7 $38.3
1996 $799.7 45.0% $57.3 49.6%
1997 $1,218.7 52.4% $104.5 82.4%
1998 $1,551.0 27.3% $120.0 14.8%
1999 $1,867.2 20.4% $141.7 18.1%
2000 $2,360.4 26.4% $179.6 26.7%
2001 $1,079.3 -54.3% §74.1 -58.7%
2002 $908.8 -15.8% $59.1 -20.3%
2003 $1,069.4 17.7% $69.4 17.4%
2004 $1,526.9 42.8% $104.9 51.2%
2005 $1,960.3 28.4% $137.0 30.6%
2006 $2,280.1 16.3% $162.5 18.6%
2007 $2,470.4 8.3% $177.9 9.5%
2008 $1,017.0 -58.8% $70.7 -60.3%
2009 $615.7 -39.5% $45.6 -35.6%
2010 $876.7 42.4% $58.6 28.6%
2011 $840.4 -4.1% $55.4 -5.5%
2012 $1,352.6 60.9% $96.5 74.4%
2013 $1,161.4 -14.1% $77.0 -20.2%
2014* $1,535.7 32.2% $99.6 29.3%
2015* $1,589.8 3.5% $104.3 4.8%
2016* $1,639.4 3.1% $99.5 -4.6%
2017* $1,707.3 4.1% $103.9 4.4%
2018* $1,770.5 3.7% $108.7 4.6%
2019* $1,828.6 3.3% $112.1 3.1%

* Represents Projections.
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Milk Handling Fee and

Transfers to Maine Milk Pool



December 2015 Revenue Forecast - Milk

CURRENT
HANDLING FEE INCOME
FY16 FY16 FY17 FY17
Month 3asic Price Revenue Basic Price Revenue
June  $19.39 $326,336 $18.77 $437,666
July  $19.78 $291,230 $19.11 $350,133
August  $19.53 $262,977 $19.47 $350,133
Sept.  $19.59 $262,600 $19.84 $262,600
Oct. $19.09 $350,133 $19.90 $262,600
Nov.  $19.68 $262,600 $20.04 $175,067
Dec.  $18.60 $437,667 $19.97 $262,600
Jan. $18.46 $525,200 $19.90 $262,600
Feb.  $18.48 $525,200 $19.90 $262,600
March  $18.65 $437,667 $19.90 $262,600
April  $18.54 $437,667 $19.90 $262,600
May  $18.66 $437,667 $19.90 $262,600
$4,556,944 $3,413,799
TIER PROGRAM PAYMENTS
Federal  Federal  Average Average Total Support
Blend/CW MILC/CWT Premium ipport/C\ Pounds Payment|
FY16 Jun-15  $17.09 $0.00 $0.50  $3.15 50,209,615 $1,580,341
Jul-15  $16.91 $0.00 $0.53  $3.23 51,688,944 $1,667,462
Aug-15 $16.90 $0.00 $0.53  $2.95 50,649,877 $1,494,709
Sep-15 $17.68 $0.00 $0.53  $1.97 48,538,583 $958,230
Oct-15 $17.13 $0.00 $0.53  $1.53 49,807,433 $763,432
Nov-15  $17.54 $0.00 $0.53 $1.56 47,298,144 $739,040
Dec-15 $16.42 $0.00 $0.53  $2.48 49,852,217 $1,237,421
Jan-16  $16.33 $0.00 $0.53  $2.51 49,909,926 $1,251,137
Feb-16  $16.59 $0.00 $0.53  $2.13 44,938,481 $958,589
Mar-16  $16.68 $0.00 $0.53  $2.07 50,084,062 $1,034,705
Apr-16  $16.68 $0.00 $0.53  $1.94 49,444,407 $960,671
May-16 $16.87 $0.00 $0.53 $1.73 51,770,355 $897,161
FY16 Exp $13,542,899
.5% of net slot income from Oxford Casino $303,771
Net GF Exp  $13,239,128
Federal  Federal  Average Average Total Support]
Blend/CW MILC/CWT Premium ipport/C\ Pounds Payment
FY17 Jun-16  $17.15 $0.00 $0.53 $3.25 50,695,219 $1,649,179
Jul-16  $17.52 $0.00 $0.53 $2.62 51,584,871 $1,352,535
Aug-16  $17.92 $0.00 $0.53  $1.95 52,026,013 $1,012,191
Sep-16  $18.26 $0.00 $0.53  $1.49 49,291,717 $735,477
Oct-16  $18.29 $0.00 $0.53  $0.94 49,807,433 $468,831
Nov-16  $18.38 $0.00 $0.53  $1.07 47,298,144 $504,737
Dec-16 $18.11 $0.00 $0.53  $1.13 49,852,217 $565,348
Jan-17  $18.10 $0.00 $0.53  $1.09 49,909,926 $545,670
Feb-17  $18.10 $0.00 $0.53  $1.02 44,938,481 $459,978
Mar-17  $18.10 $0.00 $0.53  $1.03 50,084,062 $517,445
Apr-17  $18.10 $0.00 $0.53 $0.95 49,444,407 $471,634
May-17 $18.10 $0.00 $0.53  $0.93 51,770,355 $480,166
FY17 Exp $8,763,191
.5% of net slot income from Oxford Casino $311,885
Net GF Exp $8,451,306

Total for FY16 & 17 $21,690,435



December 2015 Revenue Forecast - Milk

HANDLING FEE INCOME

FY18 FY18 FY19 FY19
Month 3asic Price Revenue Basic Price Revenue
June  $19.90 $262,600 $19.90 $262,600
July  $19.90 $262,600 $19.90 $262,600
August  $19.90 $262,600 $19.90 $262,600
Sept.  $19.90 $262,600 $19.90 $262,600
Oct. $19.90 $262,600 $19.90 $262,600
Nov.  $19.90 $262,600 $19.90 $262,600
Dec.  $19.90 $262,600 $19.90 $262,600
Jan. $19.90 $262,600 $19.90 $262,600
Feb.  $19.90 $262,600 $19.90 $262,600
March  $19.90 $262,600 $19.90 $262,600
April  $19.90 $262,600 $19.90 $262,600
May  $19.90 $262,600 $19.90 $262,600
$3,151,200 $3,151,200
TIER PROGRAM PAYMENTS
Federal ~ Federal  Average Average Total Support]
Blend/CW MILC/CWT Premium ipport/CW\ Pounds Payment
FY18 Jun-18  $18.10 $0.00 $0.53  $2.31 50,695,219 $1,172,188
Jul-18  $18.10 $0.00 $0.53  $2.07 51,584,871 $1,070,178
Aug-18 $18.10 $0.00 $0.53  $1.79 52,026,013 $932,484
Sep-18  $18.10 $0.00 $0.53  $1.61 49,291,717 $795,645
Oct-18  $18.10 $0.00 $0.53  $1.02 49,807,433 $509,692
Nov-18 $18.10 $0.00 $0.53  $1.23 47,298,144 $580,991
Dec-18 $18.10 $0.00 $0.53  $1.14 49,852,217 $568,039
Jan-19  $18.10 $0.00 $0.53  $1.10 49,724,938 $545,670
Feb-19  $18.10 $0.00 $0.53  $1.02 44,938,481 $459,978
Mar-19  $18.10 $0.00 $0.53  $1.03 50,084,062 $517,445
Apr-19  $18.10 $0.00 $0.53  $0.95 49,444,407 $471,634
May-19 $18.10 $0.00 $0.53  $0.93 51,770,355 $480,166
FY18 Exp $8,104,110
.5% of net slot income from Oxford Casino $315,004
Net GF Exp $7,789,106
Federal Federal ~ Average Average Total Support
Blend/CW MILC/CWT Premium ipport/CW\ Pounds Payment
FY19 Jun-19  $18.10 $0.00 $0.53  $2.31 50,695,219 $1,172,188
Jul-19  $18.10 $0.00 $0.53  $2.07 51,584,871 $1,070,178
Aug-19 $18.10 $0.00 $0.53  $1.79 52,026,013 $932,484
Sep-19  $18.10 $0.00 $0.53  $1.61 49,291,717 $795,645
Oct-19  $18.10 $0.00 $0.53  $1.02 49,807,433 $509,692
Nov-19  $18.10 $0.00 $0.53  $1.23 47,298,144 $580,991
Dec-19 $18.10 $0.00 $0.53  $1.14 49,852,217 $568,039
Jan-20  $18.10 $0.00 $0.53  $1.10 49,724,938 $545,670
Feb-20 $18.10 $0.00 $0.53  $1.02 44,938,481 $459,978
Mar-20  $18.10 $0.00 $0.53  $1.03 50,084,062 $517,445
Apr-20  $18.10 $0.00 $0.53  $0.95 49,444,407 $471,634
May-20 $18.10 $0.00 $0.53  $0.93 51,770,355 $480,166
FY19 Exp $8,104,110
.5% of net slot income from Oxford Casino $318,154
Net GF Exp $7,785,956

Tier target prices: $21.00, $20.36, $18.01, $17.83

Ben Laine's forecast ends in Dec. 2016.
Actual recipts for handling fee to date and actual tier payments made to date.

Total for FY18 & 19 $15,575,062

Prepared by Tim Drake, Maine Milk Commission, 10-22-15
NOTE: Basic Price is the Class I Price and is higher than the Uniform Federal Blend Price
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