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Highlights

* Despite consistent economic growth, state finances remain challenged, with tax collection having gone through a
soft patch over the last fiscal biennium.

* Tax collection is expected to improve this year. But the outlook is still fraught with risks.

* Given elevated uncertainty and limited fiscal flexibility as a result of the recent weakness in revenue collection, gov-
ernors are being extra cautious and have recommended only a modest cumulative spending increase in fiscal 2018.
A tighter grip on purse strings is likely to weigh on economic growth over the next year.

* To gauge the current fiscal health of states, we have updated our TD State Fiscal Vulnerability Index. The latter
remains largely unchanged relative to the last update, but this masks a divergence between a deterioration in the
near-term component and a moderate improvement in the long-term component.

* Looking ahead, we expect the short-term vulnerability measure to improve as revenue collection recovers, but
progress in the long-term vulnerability measure is likely to continue to be limited, given outstanding challenges
with long-term pension liabilities.

Despite consistent economic growth and declining unemployment, state finances remain challenged. After a weak
FY2016, tax collection hit another soft patch last year, as revenues came in below projections. The paradox of healthy
economic growth and weak state revenue growth is explained by the lagged impact of the drop in commodity prices,
soft inflation, income tax shifting among wealthy individuals in anticipation of tax cuts, as well as a moderation in sales
tax revenue as per a shift to online sales. The latest revenue shortfalls were primarily addressed through spending cuts.
In fact, nearly half of all states implemented mid-year cuts — an unusually high number outside of a recessionary period.

As these headwinds fade, tax collection is expected to improve this year. But the outlook is still fraught with risks. Possible
changes at the federal level — such as the elimination or reduction of state and local tax deductions — have the biggest
potential to alter the fiscal health of states.

Given elevated uncertainty and limited fiscal flexibility as a result of the recent weakness in revenue collection, governors
are being extra cautious and have recommended a cumulative general fund spending increase of only around 1% this
year, which would mark the slowest pace since 2010.! State governments share significant responsibility with the federal
and local governments in funding public services. State expenditures support economic activity indirectly by maintain-
ing public infrastructure, but also directly though the consumption of goods and services and the employment of a
significant portion of the state’s workforce. In this vein, a tighter grip on purse strings is likely to weigh on economic
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growth over the next year. Fortunately, states in the TD
footprint are likely to fare somewhat better, with spend-
ing in the region projected to rise by roughly double the
national rate.

To gauge the fiscal health of states, we have dusted
off and updated our TD State Fiscal Vulnerability Index
(see Appendix 1). The overall index remains largely un-
changed when compared to prior results that utilized
data up to 2014, with only a small downtick in average
vulnerability. However, this masks a divergence between
a deterioration in the near-term index and a moderate
improvement in the long-term index. Part of the under-
performance of the short-term index is due to the de-
cline in commodity prices that started in mid-2014, but it
also incorporates the recent softness in revenue collec-
tion in many other states. Looking ahead, we expect this
to reverse, with the short-term index likely to improve as
revenue collection recovers, while progress in the long-
term index continues to improve at a snail's pace as per
challenges with long-term pension liabilities.

Revenue growth has hit a soft patch

Fiscal year 2017 was a disappointing one when it came to
tax collection, with revenue growth seeing little improve-
ment from the year prior (Chart 1; see Table 1 for more
detail). Some 33 states saw revenues from all sources
— such as sales, personal and corporate income taxes
— come in below projections. This is just shy of the 36
states that reported revenues below projections during
2010, when tax revenue took a hit following the Great

CHART 1: STATE COFFERS HAVE SEEN
LACKLUSTER GROWTH OVER 2016-17
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CHART 2: SLOWDOWN IN TAX REVENUE HAS
BEEN BROAD-BASED
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Recession. The recent shortfalls, along with elevated un-
certainty at the federal level, made it harder for state
legislators and Governors to reach agreement on bud-
get plans. Several states entered the fiscal year without a
budget, New Jersey and Maine went through brief shut-
downs, while Connecticut and Pennsylvania only recently
finalized their budgets.

There are multiple reasons for the recent softness in
revenue collection. Although each state has a different
tax structure (see Appendix 2), revenue at the state level
tends to come in predominantly through personal in-
come and sales taxes, and both have slowed on a trend
basis in recent quarters (Chart 2). The slowdown in per-
sonal income tax component may seem a bit perplexing
given that employment gains have continued at a robust
pace and wage growth is improving. Digging deeper re-
veals that while taxes on wages and salaries (known as
withholding taxes) have been increasing at a fairly steady
pace, capital gains revenues have been highly volatile.
The overall softness of this category can be explained in
part by high-income individuals shifting income into the
next year, with the hopes of benefitting from lower tax
rates. On the sales tax side, relatively low inflation and
the shift toward un-taxed online sales and away from
traditional retail sales has acted as a headwind to rev-
enue growth.

Other smaller revenue sources have offered little com-
fort. Corporate taxes have been unexpectedly weak and
contracted for a second consecutive year. Taxes on non-
renewable resources (known as severance taxes), which
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Revenue Growth in TD Footprint

Tax revenue growth in TD's East Coast footprint, which
stretches from Florida to Maine, exhibits a similar trend
to the national average. That said, with revenues typically
moving in line with economic growth, there are large
variations within the footprint. As such, revenue growth
in the faster-growing economies of Lower and Upper
South has outperformed recently, while trailing behind
in New England and the Mid-Atlantic regions (Chart 3).

Zooming in on the regions reveals that the recent weak-
ness in New England is largely the work of weak revenues
in New Hampshire and Connecticut, while a plateauing
trend in much larger Massachusetts — which accounts
for about half of regional revenues — has offered a small
offset. At the same time, the Mid-Atlantic region has been

held back by New York. The Empire State receives roughly 57% of revenues from personal income, compared
to only 37% nationally, with some of the recent softness chalked up to individuals shifting income into the New
Year. On the other hand, tax collections are pacing well across the board in the Lower South Atlantic, while
in the Upper South, soft revenue collection in West Virginia and Delaware has been overshadowed by better

CHART 3: TREND GROWTH IN REVENUE
COLLECTION
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performances in much larger North Carolina, Maryland and Virginia.

are an important stream of revenue for nine states, have
stabilized somewhat but are still down some 50% from
the cyclical peak reached in early 2014. On the bright
side, property taxes have continued to pace well given
robust home price growth. But state coffers have failed
to capitalize on this trend in a major way since this is a
very small source of revenue for most states.

While revenue growth has clearly disappointed, the silver
lining in the recent wave of fiscal pressures is the fact
that most states have been disciplined in bolstering their
rainy day funds, with 27 states increasing balances last
year. Rainy day fund balances, while easing off slightly
from the year prior, remained elevated at an estimat-
ed $49.6 billion (or $36.2 billion when excluding Alaska
and Texas — two states that keep large balances to help
smooth the volatility that comes with relying heavily on
severance taxes). Adequate cash at hand helps provide
a safety net in the case of an economic downturn, and
features favorably with credit rating agencies, allowing
states to lower their debt service costs. While conditions
vary widely by state, median fund balances as a share of
general fund spending — pegged at 5.5% last year — are

projected to increase further as revenue growth acceler-
ates, marking a continued improvement from a low of
2% reached in 2010.

Tax collection to improve in fiscal 2018...

As headwinds diminish, we expect tax revenue growth to
accelerate to 3% in FY2018, after averaging 1.7% in the
last two fiscal years. Indeed, the vast majority of states

CHART 4: CORP. TAX REVENUE TO IMPROVE ON
ACCOUNT OF RISING PROFITS
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have already penciled in increases in their general rev-
enue funds this fiscal year (see Table 1). One reason to
expect greater revenues is faster inflation. Consumer
price inflation has been running at a sub-2% rate over
the past year, but more stable energy prices and an
economy that is expected to continue to run ahead of
its long-run cruising speed are likely to push over infla-
tion and therefore nominal income growth higher. This
should support both personal income tax and retail sales
tax revenues. States that rely heavily on energy produc-
tion should also see some improvement in severance
taxes as energy prices continue to rise gradually, with
the potential to receive an added fillip through the busi-
ness investment channel. At the same time, continued
employment gains, to the tune of 165k per month over
the next year, will also buoy nominal income growth. The
capital gains portion should also lend a helping hand,
as some of the income pushed forward with the hope
of a lower tax bill is claimed this year. Lastly, a solid eco-
nomic background that bodes well for corporate profits
suggests that corporate tax collection should see better
days ahead (Chart 4).

Looking beyond the advance in revenue collection stipu-
lated via an improvement in macro fundamentals and
gradual increase in energy prices, tax collection should
also receive a boost through planned tax hikes and/or
base broadening. This fiscal year, governors have been
more likely to recommend hikes in vice (alcohol, tobacco
etc.) and other taxes, while being more comfortable to
recommend personal and corporate tax cuts. All in all,
15 states have proposed tax increases totalling nearly

CHART 5: STATES TO PICK UP A LARGER TAB
FOR MEDICAID EXPANSION
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CHART 6: STATE SPENDING GROWTH
EXPECTED TO BE MODEST FOR 2018FY
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$5B, while 12 states have proposed tax decreases total-
ling over $1B in FY2018, for a net tax increase of around
$3.7B.

...But spending pressures will remain

Despite the weakness in revenue growth, spending
growth was actually fairly robust in FY2017. Aggregate
general fund spending — the predominant fund to fi-
nance state operations, with revenues generated by
broad-based state taxes — increased by an estimated
4.9% last year. This is the highest rate of growth since
the recession. What is more, when adjusted for inflation,
general fund spending finally surpassed its prior 2008-
peak.2 Meanwhile, total state spending, which also fea-
tures spending from other state funds, bonds and fed-
eral funds, rose 5.2%.

However, this is unlikely to last. Given soft revenue col-
lection over the last two years and multiple risks on the
policy front, governors are being extra cautious and
holding a tighter grip on purse strings this year. Rec-
ommended general fund spending increases in FY2018
($8.7 billion combined) are roughly a third of those in
the year prior ($23.9 billion), with the vast majority of the
increases concentrated in K-12 education and Medicaid.
With respect to the latter, states are expected to pick
up a larger portion of the tab going forward (Chart 5).
Under the ACA, the federal government agreed to pay
100% of the costs as per ‘newly eligible adults” until the
end of 2016. But as of 2017, states began to pay 5% of
the costs with the share set to increase gradually to 10%
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Upside/Downside Risks to Government Coffers

Main upside risks

®  Online retailers to collect more state sales taxes: Many e-commerce retailers do not collect state sales taxes. The ba-
sis for this is a 1992 Supreme Court ruling, which stipulated that remote retailers cannot be required to collect taxes
if they do not have a physical presence in the state. Over the years, there has been a push to alter legislation so that
more sales taxes could trickle down to government coffers, but with little success.2 However, some states have led
their own individual and more successful initiatives, which should enable them to collect more sales tax revenue over
the medium term.* At the same time, as of April this year, Amazon, which accounts for 40% of e-commerce sales,
began collecting taxes for all states that levy sales taxes.

* Deferred tax bills of offshore hedge-fund managers: During the crunch of the Great Recession, legislative changes
gave offshore hedge funds managers 10 years to pay taxes on funds accumulated up to the point the law was
changed (prior to this they were allowed to delay compensation). The end of the year deadline is fast-approaching
with payments expected to boost tax revenue, which will be shared among federal, state and local governments. It
is unclear how much revenue this will bring in, but the figure seems to be in the several billions, with a $25 billion
estimate from the Joint Committee on Taxation deemed conservative. States that have typically had a large hedge
fund presence, such as Connecticut with its state finances in deep disarray, are expected to see the biggest windfall.

* Jaxreform expands tax base: Many states use federal definitions for portions of their tax systems. As such, changes
at the federal level that repeal deductions, exemptions and credits, could expand state tax bases and lead to an
increase in state tax revenue. This was the case with the Tax Reform Act of 1986, where base-broadening measures
“increased state income tax revenue an estimated 20% for 19 states” Still, the current plans appear to suggest much

less broadening than in 1986.

Main downside risks

®  Reducing or repealing the SALT deduction: The SALT deduction — which is one of the biggest federal tax expendi-
tures, with an estimated cost of $1.3 trillion over the next decade — indirectly subsidizes state and local governments,
as it allows them to levy higher taxes than they otherwise would.Z Recent proposals aim to repeal or heavily restrict
the SALT deduction, which would increase costs of state and local taxes for those that itemize. In turn, this has the
potential to put pressure on state and local governments to either lower taxes or to change the tax mix, with both
measures likely to weigh on government coffers and lead to more volatile collections, at least in the near-term. The
impact would vary by state, with states that have a higher share of high income individuals and/or higher income tax
rates being affected the most. For instance, the average tax increase for affected taxpayers in the case of a full repeal,
would vary from roughly $1000 dollars in Alaska, Tennessee and Wyoming to over $4000 dollars in Connecticut and

New York, as per the Tax Policy Center.

®  Possibility of reduced aid from the federal government: Apart from internally-generated funds, state governments
receive a significant share of revenue from federal transfers, with the funds typically provided for transportation, edu-
cation, Medicaid and other entitlement programs administered by the states. With federal finances facing their own
challenges, the quest for a tighter budget has the potential to result in a more restricted flow of federal aid, which
ought to exert additional pressure on state budgets. States that are most exposed to this flow of revenue include
Mississippi, Louisiana and Tennessee, while the TD footprint features Georgia, West Virginia, Rhode Island and Maine.
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by 2020. This trend is likely to exert increased pressure
in the funding of other programs, despite some recent
initiatives by states to reduce Medicaid spending growth.

As a result, nominal general fund spending — which typi-
cally makes up slightly less than half of total state spend-
ing — is projected to increase by roughly 1% this year,
marking the slowest pace since 2010 when it slowed as a
result of the Great Recession. At this rate, after account-
ing for inflationary pressures, real general fund spending
is likely to contract (Chart 6). This suggests that instead
of providing a lift, as it has done over the last few years,
the curtailed flow of funds is likely to weigh on economic
growth. The effects however will vary widely by state.
For instance, nominal spending is expected to decline
in a third of states, while rising between one and seven
percent among other states (Table 1). North Dakota is an
outlier in this group, given that its spending is expected
to decline much more abruptly. This not only reflects the
tough budgetary conditions that the state faces as a re-
sult of a significant decline in severance tax revenue, but
also an altered approach to its biennial budget as per

new leadership. Zooming in on the TD footprint, spend-
ing is projected to rise by about double the national
rate this fiscal year, with the majority of states likely to
see broad-based gains, while remaining flat in all other
states combined.

Bottom line

In spite of several years of decent economic growth in
the United States, state finances have been put under
pressure by the combination of weak overall inflation
(worsened in states heavily dependent on commodity
prices), volatile capital gains income revenue and a loss
of sales tax revenue due to growth in online (non-taxed)
sales. While state governments have increased spend-
ing over the past few years, a confluence of factors are
likely to weigh on expenditure trends, and consequently
on state economies over the next year. Of course, the
extent of the constraint will vary across the country, with
spending restraint likely to widen the disparity in growth
rates between states with strong economic potential and
those with weaker fundamentals.
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TABLE 1: STATE GENERAL FUND
o Revenue Expenditure
A S Clhg 2016FY 2017FY 2018FY*| 2016FY 2017FY 2018FY*

Alabama 2.1 4.0 25 0.5 5.9 0.6
Alaska -31.8 -6.0 12.3 -95 -18.4 -24
Arizona 6.2 -0.1 2.2 2.6 14 15
Arkansas 6.1 -0.6 2.8 6.1 -0.6 2.8
California 3.3 2.8 4.4 0.5 7.7 -0.2
Colorado 1.7 48 5.9 6.6 19 6.2
Connecticut 29 0.7 0.6 31 -04 0.7
Delaware -0.3 0.1 46 2.1 45 0.3
Florida 2.0 5.9 2.0 4.2 47 1.0
Georgia 8.8 3.0 35 9.3 46 35
Hawaii 7.7 16 19 7.3 12.0 -3.6
Idaho 4.4 5.9 3.7 35 7.7 5.9
Illinois -9.7 1.0 34 -11.6 229 -2.6
Indiana -0.7 15 2.8 04 1.8 23
Iowa 15 2.7 3.6 2.7 14 -0.9
Kansas -1.6 -0.2 -0.2 -2.0 23 0.1
Kentucky 4.0 2.6 25 21 7.9 24
Louisiana -6.1 21.6 0.3 14 10.6 0.3
Maine 0.8 2.2 -1.8 5.2 2.2 0.2
Maryland 17 24 3.6 0.8 6.3 0.5
Massachusetts 5.6 35 4.0 6.1 3.6 3.5
Michigan 3.0 3.0 31 5.2 4.4 0.2
Minnesota 3.1 0.7 4.5 -0.7 7.5 4.4
Mississippi 29 1.6 1.0 3.7 11 -1.2
Missouri 0.9 3.0 3.8 3.3 2.0 3.8
Montana -3.6 49 74 6.8 17 -0.3
Nebraska 0.1 2.8 4.3 41 34 15
Nevada 15.3 2.0 2.5 6.2 7.0 7.3
New Hampshire 94 -1.8 25 8.3 5.3 25
New Jersey 04 34 3.6 19 2.7 2.6
New Mexico -9.1 1.7 2.1 -0.3 4.4 -29
New York 2.6 24 4.5 8.3 24 3.9
North Carolina 3.3 -04 5.0 2.6 4.6 5.9
North Dakota -204 -9.6 38.2 -8.0 0.2 -23.4
Ohio 7.8 2.8 -5.1 9.5 2.7 -49
Oklahoma -8.2 -6.1 3.9 -4.5 -7.0 -2.7
Oregon 5.2 34 3.8 10.5 1.0 5.9
Pennsylvania 1.0 4.9 5.0 3.3 54 1.8
Rhode Island 0.6 15 3.0 2.7 4.3 25
South Carolina 45 42 29 5.4 9.5 -2.0
South Dakota 41 9.3 29 5.4 8.4 2.2
Tennessee 6.2 2.3 09 2.6 8.5 6.1
Texas -3.5 17 12 7.1 0.1 -2.3
Utah 2.7 41 45 9.2 2.0 2.0
Vermont 2.2 5.1 16 3.5 3.6 0.7
Virginia 3.4 7.9 0.1 47 6.5 -0.6
Washington 7.5 45 4.2 9.0 7.3 5.0
West Virginia -2.2 2.0 6.2 -14 54 1.0
Wisconsin 3.8 2.7 3.0 2.2 7.0 -0.4
Wyoming -33.6 1.1 1.5 -21.4 -12.9 1.1
U.S. average 1.8 24 3.1 3.2 4.8 1.0
Source: NASBO Fiscal Survey of States, TD Economics.

*Projections based on Spring 2017 report; figures likely to change in upcoming Fall 2018 publication.
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Appendix 1: TD's Fiscal Vulnerability Index

Given the recent budgetary pressures and significant risks lurking in the horizon, we take the opportunity
to reassess the fiscal health of states through the TD Fiscal Vulnerability Index. The latter takes into account
multiple indicators and synthesizes them into a short-term and long-term component, thus providing a quick
snapshot of vulnerabilities from both a cyclical and structural perspective. The overall index remains largely
unchanged from our prior 2014 update, but the sub-indices have moved in opposite directions.

Near-term vulnerability has increased

Many of the concepts discussed in this report, such as tax revenue trends and budget balances, feature into
the short-term arm of the index. Other indicators, such as the gap in unemployment rates from trend rates
and home price growth, are also included in the calculation (for a comprehensive overview of the method-
ology, see original report). The recent weakness in tax collection — which is assigned a 40% weight — is one
of the main culprits behind the deterioration in the near-term index, with the latter moving up 2.1 points
compared to our last update (note that a higher value in the index implies an increase in fiscal vulnerability
and a deterioration in conditions; see Table 2).

While some of the usual suspects, such as Connecticut and Delaware, remain among the top 10 most vulner-
able states, the commodity slump has brought new players to the list. In fact, all of the nine most energy-
dependent states (see Appendix 2) have moved up significantly in the vulnerability scale, with half of the top
10 list now being made up of these states. For instance, New Mexico and Alaska moved up 24 and 25 spots
respectively, with the availability of a large reserve fund likely mitigating some of the effects for the latter.
Meanwhile, a decline in the coal industry has significantly weakened conditions for Wyoming which jumped
up 37 spots and now ranks as the most vulnerable among all fifty states.

Worsening conditions among the above states are responsible for the majority of the deterioration in the
near-term index. Not accounting for their drag, the move up in the vulnerability scale would have been much
more subdued at only around 0.6 points, with the experience among other states being more nuanced.
In fact, fiscal affairs improved in 22 of the remaining 41 states. This is reflective of a cyclical upturn in some
economies, featuring a mix of factors that bode well for state coffers, such as declining unemployment rates,
strengthening household finances and growing consumer spending, along with rising property prices.

Long-term vulnerability has improved slightly

In order to assess structural challenges, the long-term sub-index features unfunded pension liabilities, out-
standing debt and bond ratings — the latter serving as a gauge for borrowing costs. Given that it is formu-
lated in such a way to largely steer clear of cyclical volatility, changes to the index and shifts in state ranking
are much more subdued. When compared to the prior results, the sub-index has pulled back a modest
2.2 points, marking a reduction in vulnerability, with over three quarters of states recording an improve-
ment. Nonetheless, this hides a divergence between the debt and pension indicators. The debt binge of the
2000s has come to a halt, with debt levels declining outright among half of the states, while increasing only
moderately in other states — Arkansas and Minnesota being the only outliers with their debt growing in the
double-digits. As overall debt levels have plateaued around the $1.1 trillion mark and debt ratings remain
favorable among most states, a continued increase in economic output has improved the states ability to
meet these obligations.
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On the other hand, after some improvement during 2012-14, unfunded pension liabilities have continued
to deteriorate, with the total shortfall increasing from roughly $930 billion in 2015 to $1.14 trillion in 2016.
State governments are not the only ones grappling with these issues. In fact, many large U.S. companies that
feature in the S&P 500 don't have fully funded pensions. The main culprits behind this trend are relatively
low returns and rising plan costs. At the same time, strained public finances have resulted in states being
less disciplined in terms of making the appropriate plan contributions. Wisconsin is in fact the only state with
fully funded pensions, while lllinois, Kentucky, New Jersey and Connecticut are the worst performers with
over half of their liabilities unfunded.

Many states have taken initiatives to limit costs by reducing pension benefits. Pennsylvania, which recently
passed legislation along these lines — putting more emphasis on hybrid pension plans which utilize a 401(a)
component as opposed to a defined benefit component, and changing the age at which maximum benefits
can be attained from 65 to 67 — provides a useful example. Still, these measures are aimed at new employees.
The same is true for initiatives among other states, since reputational and legal challenges limit their ability
to alter existing benefit formulas. Until new hires make up the majority of the work force, these changes will
likely have little effect. What is more, with states not expected to go on major hiring sprees over the next
few years, given existing budgetary challenges, the road to pension reform will continue to be quite slow.

Higher returns would help alleviate some of the pressures over the forecast horizon. But interest rates are
expected to rise only gradually, while markets are prone to correction and retaining the recent pace of
gains — which have been boosted by expectations for tax reform and increased infrastructure spending and
deregulation — may prove a challenge over the medium term. Rising rates will also accentuate pressures on
the debt front. Meanwhile, the possible elimination of tax exemptions for certain bonds issued by state and
local governments to refinance old debt (with such measures being included in both the House and Senate
tax plans), may further increase financing costs. All in all, these trends reinforce the view that long-term li-
ability challenges will remain in place.
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TABLE 2: STATE FISCAL VULNERABILITY INDEX

***Higher index value and move up in the rank = deterioration in conditions = increase in vulnerability.

S Overall S Near-term S Long-term

Index Chg. Rank Chg. Index Chg. Rank Chg. Index Chg. Rank Chg.
Connecticut 749 -03 1 +1 [Wyoming 760 341 1 +37 [lllinois 886 32 1 +1
Illinois 745 0.1 2 +1 [Alaska 60.1 125 2 +25 [New Jersey 869 55 2 +3
Rhode Island 733 -63 3 -2 |Connecticut 596 -4.0 3 +1 |Rhode Island 869 0.1 3 -2
New Jersey 731 -09 4 0 [New Mexico 585 114 4 +24 |Connecticut 851 22 4 0
Mississippi 706 23 5 +2 [West Virginia 572 138 5 +31 [Kentucky 847 10 5 -2
Kentucky 706 -2.0 6 -1 |lowa 56.7 192 6 +38 |Hawaii 822 32 6 +4
Alaska 704 2.7 7 +1 [Oklahoma 556 135 7 +30 [Mississippi 814 04 7 +2
Hawaii 686 49 8 +7 |Delaware 546 -39 8 0 [Massachusetts 785 -2.7 8 -2
Massachusetts 670 -26 9 -3 |Mississippi 544 50 9 +15 [Alaska 773 -38 9 -1
New Mexico 665 -10 10 -1 [New Hampshire 541 102 10 = +24 |South Carolina 738 -20 10 +3
West Virginia 661 32 11 +8 |Kansas 536 159 11 | +32 [New Hampshire 732 -50 11 0
New Hampshire 656 1.1 12 +2 [Pennsylvania 534 -22 12 +1 [Pennsylvania 725 0.1 12 +3
Pennsylvania 649 -08 13 0 |llinois 532 -46 13 -4 |West Virginia 720 -40 13 -1
Vermont 638 54 14 = +12 |Virginia 53.0 25 14 +9 |Vermont 719 10 14 +4
South Carolina 632 -02 15 +3 |Rhode Island 529 -157 15 = -13 [New Mexico 718 -93 15 -8
Wyoming 622 152 16 | +30 |Alabama 523 04 16 +4 |Louisiana 709 2.1 16 +4
Louisiana 620 33 17 +8 |New Jersey 523 -104 17 -12 |Montana 684 -1.7 17 +2
Montana 608 1.1 18 +6 |North Dakota 522 262 18 | +32 [Maine 679 -32 18 -1
Maine 60.7 -27 19 -2 |Maryland 521 -22 19 -3 |Michigan 673 -65 19 -5
Arizona 598 -62 20 -8 |Arizona 519 -150 20 -17 |Arizona 650 -04 20 +5
Alabama 593 -19 21 0 [Vermont 516 118 21 = +21 |Colorado 649 -13 21 +2
Michigan 59.1 -7.7 22 | -12 [Nebraska 50.5 147 22 | +25 |Alabama 640 -35 22 0
Oklahoma 582 20 23 +8 |Florida 504 -57 23 | -13 |Indiana 625 -22 23 +3
Kansas 580 43 24 = +13 [Ohio 500 -08 24 -2 |California 623 -56 24 -3
Ohio 573 -63 25 -9 |Maine 500 -20 25 -6 |Ohio 621 -101 25 -9
Maryland 570 -36 26 -3 |Massachusetts 498 -23 26 -8 |[Kansas 609 -34 26 +2
Indiana 567 -42 27 -5 |New York 496 0.2 27 -2 |Arkansas 60.3 -0.1 27 +4
Colorado 564 -18 28 -1 [Missouri 495 34 28 +2 [Maryland 602 -44 28 -1
California 563 -63 29 -9 |Montana 495 52 29 +4 |Oklahoma 599 -56 29 -5
Arkansas 555 14 30 +5 |Kentucky 494 -66 30 = -18 [Nevada 598 -29 30 0
Nevada 550 -11.3 31 | -20 |Louisiana 486 49 31 +4 [Idaho 573 -16 31 +2
Virginia 548 -16 32 -4 |Georgia 485 -136 32 | -26 |Minnesota 571 0.7 32 +4
Delaware 540 -15 33 0 |Arkansas 483 37 33 -1 |Missouri 564 -6.7 33 -4
Missouri 536 -26 34 -4 [Minnesota 482 117 34  +12 |Virginia 559 -44 34 -2
Minnesota 536 5.1 35 +7 |North Carolina 482 -40 35 = -18 [North Dakota 538 -18 35 +2
Iowa 533 54 36 +8 |Hawaii 481 75 36 +4 [Delaware 536 -01 36 +5
North Dakota 531 93 37 | +12 [Wisconsin 481 04 37  -11 [Oregon 533 -16 37 +2
Idaho 523 -38 38 -6 |Indiana 481 -73 38 | -24 [Wyoming 531 25 38 +8
New York 516 -23 39 -3 |South Dakota 480 126 39 +9 [New York 530 -40 39 -4
Florida 506 -47 40 -6 |Nevada 479 -240 40 | -39 [Washington 518 -16 40 +2
Georgia 500 -63 41 | -12 |Texas 479 107 41 +4 |Utah 511 -61 41 -7
Oregon 498 08 42 -2 |South Carolina 474 27 42  -11 |lowa 511 -39 42 -4
Wisconsin 492 -05 43 -4 |California 472 -75 43 | -28 |Georgia 510 -14 43 +1
Texas 491 40 44 +4 [Michigan 467 -93 44 | -33 |Florida 508 -40 44 -4
South Dakota 484 2.3 45 +2 [Tennessee 461 -134 45 -38 |Wisconsin 500 -12 45 0
Washington 482 -04 46 -5 |Idaho 446 -70 46 | -25 [Texas 499 -06 46 +1
North Carolina 480 -03 47 -4 |Oregon 445 44 47 -6 [South Dakota 487 -45 47 -4
Utah 478 0.2 48 -3 |Colorado 437 -25 48 -19 [North Carolina 479 21 48 +2
Nebraska 455 1.8 49 +1 [Utah 429 96 49 0 [Tennessee 421 -48 49 0
Tennessee 437 -82 50 = -12 |Washington 427 16 50 -11 |Nebraska 421 -68 50 -2
Avg. 585 -04 Avg. 510 2.1 Avg. 63.5 -2.2

Source: TD Economics. As at November 2017. Results compared with prior publication, which utilized data up to 2014.
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Appendix 2: Sources of Tax Revenue Vary Widely by State
While the main streams of revenue for state govern- TABLE 3: RELIANCE ON A SPECIFIC SOURCE OF REVENUE*
ment coffers are personal income and sales taxes, S TR ——
tax structures vary widely by state. Forty one states States | ) N Property  Severance
. .. . . Income gross recelpts Income
levy broad-based individual income taxes, with states K o 7% T
like Oregon, Virginia, New York and Massachusetts AL 36% 26% 4% 4% 1%
relying heavily on this source of revenue. Alaska, 25 323’ 36% ‘3‘3 1720;4’ (1)3’
. . (] (]
Florida, Nevada, South Dakota, Texas, Washington CA . &% 20 0%
and Wyoming, on the other hand, do not levy any co 4% 0%
. . 0,
personal income taxes. New Hampshire and Ten- gz ng - 0%
. . .. . (] 0
nessee, meanwhile, only tax individual income from DE 6%
dividends and interest, and tend to rely more heavily FL 6% 0% 0%
. . 0, [v)
on corporate income taxes which are a much smaller ?_I‘I\ ‘3‘;’ Sl
(o
stream of revenue for most other states. A 37% 32% 4% 0%
D 37% 37% 5% 0%
Some of the aforementioned states that do not rely 1L 35% 30% 8% 0% 0%
. . . 0, 0, 0,
heavily on either personal or corporate income taxes, L'\; 3322 & EQ g;‘: (1);
such as Texas, Florida and Nevada, tend to put more Ky 299 59 59% 1%
emphasis on consumption-based taxes, thereby '\LA/X 35332/6 é:f g:f 3%
.. H 0 (] (
obtaining a large part of thelr revenue through VD 2% - or
general sales and gross receipts taxes. On the other ME 34% 4% 1%
end of the spectrum, Alaska, Delaware, Montana, ’m{l ‘;Zf ;:f 83}
H 0 0 (]
New Hampshire ahd Ore‘gorj‘have no sales taxes. MO >0 0% 0%
Instead, Alaska receives a significant share of revenue MS 5% 1% 1%
through severance taxes. A number of other states "’\/“g ng 10% g‘;o
where energy production is a significant part of‘the ND 2% o |
state economy, such as North Dakota and Wyoming, NE 5% 0% 0%
also receive significant share of revenue from the Tﬂ' 273;4 1073’
. . 0 (]
taxation of non-renewable resources, though their NM 1% 1% 11%
importance has faded considerably with the decline NV 3% 1%
i i NY 5%
in energy prices.
ayp OH 0% 0%
. , oK 36% 30% 2% 5%
Lastly, while local governments depend heavily on or  |E 5% 0% 0%
property taxes, this is not a major source of revenue PA 32% 28% 6% 0%
. 0, 0,
for most states. Fourteen states in fact do not levy sRé j;’ gof’
0 (]
state-level property taxes. Only a handful of states, D 2% 0%
including Vermont, Wyoming, New Hampshire and N 11% 0%
. 0,
Arkansas receive more than 10% of state tax rev- o - - - - -
enue through property taxes. Vermont is the outlier, ut 33% 4% 0%
receiving about a third of state-level revenue from VA 19% 3% 0% 0%
- VT 2% 12% 3% 34%
this source.
WA 9% 0%
WI 29% 5% 1% 0%
WV 36% 25% 2% 0% 8%
WY 34% 16% 30%
Source: Census Bureau, TD Economics. *FY2017, excludes other sources.
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End Notes

1.

Report utilizes data from the National Association of State Budget Officers (NASBO): Fiscal Survey of States (Spring 2017) and
State Expenditure Report, Fiscal 2015-2017 (November 2017).

2. Part of the strength last year came as a result of an anomaly in lllinois, given that this state enacted a full-year budget. Nominal
general fund spending rose by an estimated 4.1% when excluding lllinois.

3. For Example, the Marketplace Fairness Act (MFA) and the Remote Transactions Parity Act (RTPA).

4. Colorado’s 2010 law pressuring online retailers to collect sales tax was finally allowed to go into effect this year, which is likely
to motivate other states to do the same. Cash-strapped Pennsylvania recently reached an agreement with ‘Wayfair’ to start
collecting sales taxes and is in negotiations with several other online retailers to do the same. Meanwhile, states such as Ala-
bama, Indiana, South Dakota, Tennessee, and Wyoming are also challenging aspects of the 1992 ruling.

5. eMarketer report, Amazon sales make up roughly 40% of e-commerce sales. States where Amazon didn't previously collect
sales taxes could see a meaningful bump in sales tax revenue.

How Federal Tax Changes Would Affect the States, Tax Policy Center, October 2017.

7. Repeal of the State and Local Tax Deduction, March 2017.

Disclaimer

This report is provided by TD Economics. It is for informational and educational purposes only as of the date of writing, and may not be appro-
priate for other purposes. The views and opinions expressed may change at any time based on market or other conditions and may not come
to pass. This material is not intended to be relied upon as investment advice or recommendations, does not constitute a solicitation to buy or
sell securities and should not be considered specific legal, investment or tax advice. The report does not provide material information about the
business and affairs of TD Bank Group and the members of TD Economics are not spokespersons for TD Bank Group with respect to its business
and affairs. The information contained in this report has been drawn from sources believed to be reliable, but is not guaranteed to be accurate
or complete. This report contains economic analysis and views, including about future economic and financial markets performance. These are
based on certain assumptions and other factors, and are subject to inherent risks and uncertainties. The actual outcome may be materially differ-
ent. The Toronto-Dominion Bank and its affiliates and related entities that comprise the TD Bank Group are not liable for any errors or omissions
in the information, analysis or views contained in this report, or for any loss or damage suffered.
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