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Soaring Corporate Profits Portend Accelerating Job Growth in FY05
(U.S. Corporate Profits Vs. Total Employment, Quarterly Percent Change Year Ago Basis, Sources:  BEA, BLS) 
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• On the strength of surging corporate profits, corporate income tax revenues 
soared to near record highs in FY04.  Although expected to advance by near 
double digit rates in FY04, actual corporate income tax collections closed the 
year some 57% above FY03.  With most of this growth in estimated corporate 
payments, there is considerable vulnerability to increased refunding activity in 
FY05 and FY06.  Additional study is currently underway with the Tax Department 
to further analyze FY04 corporate tax receipts and quantify this vulnerability.  
With a wide array of State tax business credits available and outstanding, and as 
companies use recent profits to invest in new equipment and new hires in FY05, 
corporate profits are expected to recede to about $47 million next year and settle 
closer to $41 million in FY06.  The recently enacted Douglas Administration tax 
changes to corporate taxation – closing a major tax loophole via unitary taxation 
and using the savings to lower most corporate tax rates – will have only minor 
revenue impacts in FY06 (probably less than -$0.6M), due to the delayed timing 
of its implementation. 

 
• Meals and rooms tax revenue continued to benefit from Vermont’s proximity to 

major U.S. and Canadian population centers and its easy accessibility via ground 
transportation.  As U.S. tourists continue to shy away from international travel 
due to terrorism and war concerns, U.S. tourist destinations have flourished.  
With generally favorable weather during peak tourism periods in FY04, Vermont 
meals and rooms revenues totaled $108.5 million in FY04, up 6.4% from FY03.  
Growth is expected to return to a more “normal” long term rate in FY05 and 
FY06, at about 3%. 

 
• Vermont cigarette tax receipts reached $49.9 million in FY04, up more than 

15%, due primarily to a tax rate change from 93 cents per pack to $1.19 per 
pack.  Initial analysis of last year’s cigarette revenues, however, also suggests a 
significant impact to this revenue source from the introduction of Powerball to the 
State Lottery.  Initial indications are that the State may have received more than 
$1 million in additional FY04 cigarette tax revenues related to Powerball from the 
capture of cigarette sales that would otherwise have migrated out of state.  
Although this benefit will likely persist in future years, total cigarette revenues are 
still likely to see a steady decline (unless there is a further rate increase) in future 
years as consumption declines.  Annual per capita cigarette sales in Vermont in 
FY04 dropped below 70 packs per person for the first time in more than 60 
years. 

 
• Insurance revenues in FY04 were supported by continued growth in the captive 

insurance industry and generally improved financial conditions among traditional 
insurers.  Captive insurance revenue growth topped 10% for the second 
consecutive year, as an increasing number of major corporations sought refuge 
from exorbitant commercial insurance rates, and Vermont’s competitive position 
in the industry improved with recently enacted tax rate changes.  Now 
accounting for more than 40% of all Vermont insurance revenue, captive 
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insurance is expected to continue to grow at above average, but somewhat 
slower, rates in FY05 and FY06. 

 
• Lottery receipts closed the year above target, due entirely to a one-time transfer 

of about $730,000 in unallocated funds dating from activities in FY03 (primarily) 
and FY02.  Without this unanticipated transfer, lottery receipts would have ended 
the year close to projected levels.  The introduction of Powerball last year 
reversed a five year slide in State lottery revenues and generated total revenue 
gains of about $4 million.  Slight declines in lottery revenues, however, are 
expected in both FY05 and FY06, as reduced marketing expenditures affect 
sales and the novelty of new games diminishes.  Annual receipts in any given 
year could vary widely based on random Powerball jackpot sizes and associated 
promotional activities. 

 
• Booming construction and real estate markets in Vermont accelerated property 

transfer tax and other general fund tax (primarily the land gains and land use 
change taxes) revenue growth in FY04.  Although forecast to grow nearly 18% in 
FY04, property transfer tax revenue growth last year exceeded 23%.  Now 
squarely in the midst of a developing market bubble, real estate markets could 
continue to inflate the bubble further or recede in a more orderly fashion.  We are 
currently anticipating the latter, with some further inflation in FY05 (growth of 
about 7%) before a modest decline in FY06 (-5%), however, an equally likely 
outcome (if history is any guide) is more pronounced growth continuing in FY05 
and possibly even FY06 followed by a more precipitous market correction in 
FY06 or beyond. 

 
• Bank Franchise tax revenues in FY05 and FY06 will benefit from legislative tax 

code changes eliminating the “profitability circuit breaker” that had rendered this 
tax source so volatile in recent years.  Bank franchise revenues will now be 
based entirely on deposits (less a few remaining refunding provisions), which 
tend to be much more stable than profits.  This change will add about $3.5 
million in annual revenues in FY05 and FY06.  Although the provision is 
retroactive to calendar 2004, there are a few pending bank credits that are 
expected to entirely offset this gain in FY05. 

 
• FY04 Transportation Fund revenues closed the year within 0.1% of target 

levels.  Among the T-Fund components, Gas tax revenues were slightly below 
expectations, as inventories were probably depleted as wholesale prices soared 
in recent months.  Although gasoline inventories will need to be replenished in 
FY05, high pump prices will depress demand and result in lower tax revenues 
than previously forecast.  Motor Vehicle Purchase and Use tax revenue (now 
also including vehicle rental tax revenue) continued to perform well in FY04, but 
is vulnerable in FY05 and FY06 to expected interest rate increases, high 
gasoline prices and the lower average vehicle age created by “forward-
purchases” during the past several years. 
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• Motor vehicle fee revenue reached an all time high last year, benefiting from a 
record level of 2-year vehicle registrations, which comprised nearly 13% of all 
FY04 vehicle registrations.  After neglecting to print the 2 year registration option 
on vehicle registration forms in FY01 (deferring some $800,000 in revenues), an 
extraordinarily high number of two year vehicle registrations ensued in FY02 
and, to a lesser extent, FY03.  FY04 continued this pattern, creating a two year 
revenue cycle (FY04 up, FY05 down, FY06 up) that is now characteristic of this 
revenue category, and is responsible for most of the cyclical variation apparent in 
total T-Fund revenues in these same years.   

 
 
Methodological Notes and Other Comments 
 

• The analysis in support of JFO economic and revenue projections are based on 
both statistical and econometric models, and professional analytic judgment.  All 
models are based on 26 years of data for each of the 25 General Fund categories 
(three aggregates), 24 years of data for each of the Transportation Fund 
categories (one aggregate), and 5 to 26 years for each of the Education Fund 
categories.  The analyses employed includes seasonal adjustment using the X-11 
and X-12 Census methods, various moving average techniques (such as 
Henderson Curves, etc.), Box-Jenkins ARIMA type models, pressure curve 
analysis, comparable-pattern analysis of monthly, quarterly and half year trends 
for current year estimation, and behavioral econometric forecasting models.   

 
• Because the State does not currently fund an internal State or U.S. macro-

economic model, this analysis relies primarily on macro-economic models from 
Economy.com and the New England Economic Partnership (NEEP).  The NEEP 
forecast for Vermont is managed by Jeff Carr, of Economic & Policy Resources, 
Inc., who is also the current Administration economist.  Since October of 2001, 
input and review of initial Vermont NEEP model design and output prior to its 
release has been provided by the JFO Consulting Economist and other prominent 
Vermont economists.  An input-output model for the State of Vermont from 
Regional Economic Models, Inc. (REMI) is also maintained and managed by the 
JFO for use in selected economic impact and simulation analyses used herein. 

 
• It should be noted that much of the analysis associated with federal and State 

personal income, corporate, bank, estate, sales and use, and other tax changes 
was performed by Tax Department policy analyst, George Phillips, Department 
statistician, Bill Smith, and Department economist, Susan Mesner.  This ongoing 
Tax Department analysis has been extensive and thorough, and forms the basis 
of much of the statutory impact estimates presented herein.   

 
• The Consensus JFO and Administration forecasts are developed following 

discussion, analysis and synthesis of independent revenue projections produced 
by Administration and Joint Fiscal Office economists.  



* SOURCE G-FUND revenues

are prior to all E-Fund allocations and

and other out-transfers.  Used for FY 2001 % FY 2002 % FY 2003 % FY 2004 % FY 2005 % FY 2006 %
analytic and comparative purposes only. (Actual) Change (Actual) Change (Actual) Change (Preliminary) Change (Forecast) Change (Forecast) Change

REVENUE SOURCE
Personal Income** $454.3 5.2% $407.8 -10.2% $411.3 0.9% $429.8 4.5% $452.4 5.3% $471.9 4.3%
Sales and Use $215.1 -0.7% $214.8 -0.1% $218.6 1.8% $255.7 17.0% $276.1 8.0% $284.8 3.2%
Telecommunications $13.7 -7.0% $14.9 8.6% $13.7 -8.0% $16.4 19.2% $18.7 14.3% $19.3 3.2%
Corporate $50.5 -0.1% $32.0 -36.7% $35.3 10.5% $55.5 57.0% $46.6 -16.0% $41.2 -11.6%
Meals and Rooms $97.2 5.6% $99.4 2.3% $102.0 2.6% $108.5 6.4% $111.6 2.9% $115.1 3.1%
Cigarette $24.6 4.1% $24.5 -0.2% $43.4 77.0% $49.9 15.1% $48.6 -2.7% $46.9 -3.5%
Liquor $10.5 12.9% $10.6 0.4% $11.2 5.7% $11.7 4.5% $11.9 1.8% $12.1 1.7%
Insurance $32.1 5.8% $34.9 8.9% $42.5 21.7% $47.0 10.7% $49.1 4.4% $50.7 3.3%
Telephone $10.4 0.5% $10.4 0.0% $10.1 -2.6% $10.4 2.5% $10.5 1.4% $10.7 1.9%
Beverage $4.8 0.5% $5.0 3.1% $5.1 1.3% $5.2 2.9% $5.3 1.9% $5.4 1.9%
Electric $3.1 -10.8% $2.8 -9.9% $2.6 -8.3% $2.8 7.4% $2.6 -6.0% $2.6 0.0%
Estate $12.7 -6.2% $13.9 9.2% $15.6 12.4% $14.7 -5.7% $13.2 -10.3% $13.7 3.8%
Property $21.4 2.1% $25.0 17.0% $27.5 10.1% $34.0 23.3% $36.4 7.2% $34.7 -4.7%
Bank $8.8 5.8% $5.3 -39.6% $6.3 18.4% $6.5 3.2% $10.3 58.4% $10.5 1.9%
Other Tax $2.1 -26.4% $2.0 -2.7% $2.7 36.3% $4.3 59.8% $4.5 3.5% $3.4 -24.4%

Total Tax Revenue $961.3 3.0% $903.4 -6.0% $948.0 4.9% $1052.4 11.0% $1097.8 4.3% $1123.0 2.3%

Business Licenses $2.5 -3.7% $2.6 0.5% $2.7 5.9% $2.7 0.6% $2.8 2.7% $2.9 3.6%
Fees $11.9 1.1% $11.2 -5.9% $10.7 -4.3% $11.3 5.9% $13.1 15.7% $13.4 2.3%
Services $1.2 -5.8% $1.2 4.0% $2.0 60.1% $1.6 -18.8% $1.7 5.5% $1.8 2.9%
Fines*** $1.9 -19.9% $2.5 31.8% $3.5 36.2% $7.4 113.8% $3.6 -51.3% $3.7 2.8%
Interest $8.2 11.0% $3.2 -60.5% $1.2 -63.6% $0.4 -66.3% $1.5 279.2% $2.9 93.3%
Special Assessments $0.4 -11.0% $0.1 -85.5% $0.1 180.5% $0.0 -75.4% $0.1 35.9% $0.1 0.0%
Lottery $17.4 -7.9% $16.9 -3.1% $15.5 -8.0% $20.3 30.7% $19.2 -5.4% $18.9 -1.6%
All Other $0.6 -13.9% $0.7 5.0% $1.6 141.4% $0.9 -42.7% $0.6 -33.4% $0.7 16.7%

Total Other Revenue $44.1 -3.0% $38.3 -13.1% $37.3 -2.8% $44.7 19.9% $42.6 -4.8% $44.3 4.1%

TOTAL GENERAL FUND $1005.4 2.7% $941.7 -6.3% $985.3 4.6% $1097.0 11.3% $1140.4 3.9% $1167.3 2.4%

TABLE 1A - STATE OF VERMONT
LEGISLATIVE JOINT FISCAL OFFICE

SOURCE* GENERAL FUND REVENUE FORECAST UPDATE
Consensus JFO and Administration Forecast - July 2004

** Includes net $29.3M transfer from FY01 to FY02 due to processing delays in FY01 personal income tax returns
*** Includes approximately $3.6M in settlement payments from securities industry firms in FY04



CURRENT LAW BASIS
including all Education Fund FY 2001 % FY 2002 % FY 2003 % FY 2004 % FY 2005 % FY 2006 %
allocations and other out-transfers (Actual) Change (Actual) Change (Actual) Change (Preliminary) Change (Forecast) Change (Forecast) Change

REVENUE SOURCE
Personal Income* $454.3 5.2% $407.8 -10.2% $411.3 0.9% $429.8 4.5% $452.4 5.3% $471.9 4.3%
Sales and Use $215.1 -0.7% $214.8 -0.1% $218.6 1.8% $255.7 17.0% $184.1 -28.0% $189.9 3.2%
Telecommunications $0.0 0.0% $0.0 0.0% $0.0 0.0% $0.0 0.0% $12.5 NM $12.9 NM
Corporate $40.9 -0.1% $25.9 -36.7% $28.6 10.5% $45.0 57.0% $46.6 3.7% $41.2 -11.6%
Meals and Rooms $79.3 5.5% $81.1 2.2% $83.1 2.6% $88.4 6.3% $111.6 26.3% $115.1 3.1%
Cigarette $0.0 NM $0.0 NM $0.0 NM $0.0 NM $0.0 NM $0.0 NM
Liquor $10.5 12.9% $10.6 0.4% $11.2 5.7% $11.7 4.5% $11.9 1.8% $12.1 1.7%
Insurance $32.1 5.8% $34.9 8.9% $42.5 21.7% $47.0 10.7% $49.1 4.4% $50.7 3.3%
Telephone $10.4 0.5% $10.4 0.0% $10.1 -2.6% $10.4 2.5% $10.5 1.4% $10.7 1.9%
Beverage $4.8 0.5% $5.0 3.1% $5.1 1.3% $5.2 2.9% $5.3 1.9% $5.4 1.9%
Electric $3.1 -10.8% $2.8 -9.9% $2.6 -8.3% $2.8 7.4% $2.6 -6.0% $2.6 0.0%
Estate $12.7 -6.2% $13.3 4.2% $15.6 17.8% $14.7 -5.7% $13.2 -10.3% $13.7 3.8%
Property $7.0 2.1% $9.9 41.6% $12.5 25.4% $11.1 -10.9% $11.9 7.2% $11.3 -4.7%
Bank $3.7 5.8% $2.2 -39.6% $2.6 18.4% $2.7 3.2% $10.3 279.8% $10.5 1.9%
Other Tax $2.1 -26.4% $2.0 -2.7% $2.7 36.3% $4.3 59.8% $4.5 3.5% $3.4 -24.4%

Total Tax Revenue $876.0 1.7% $820.7 -6.3% $846.6 3.1% $928.7 9.7% $926.4 -0.2% $951.4 2.7%

Business Licenses $2.5 -3.7% $2.6 0.5% $2.7 5.9% $2.7 0.6% $2.8 2.7% $2.9 3.6%
Fees $9.3 -1.1% $8.6 -7.2% $8.2 -5.5% $8.9 8.5% $13.1 47.9% $13.4 2.3%
Services $1.2 -5.8% $1.2 4.0% $2.0 60.1% $1.6 -18.8% $1.7 5.5% $1.8 2.9%
Fines** $1.9 -19.9% $2.5 31.8% $3.5 36.2% $7.4 113.8% $3.6 -51.3% $3.7 2.8%
Interest $8.0 12.4% $3.1 -61.6% $1.5 -51.5% $0.7 -51.7% $1.7 137.5% $2.8 64.7%
Special Assessments $0.4 -11.0% $0.1 -85.5% $0.1 180.5% $0.0 -75.4% $0.1 35.9% $0.1 0.0%
All Other $0.6 -13.9% $0.7 5.0% $1.6 141.4% $0.9 -42.7% $0.6 -33.4% $0.7 16.7%

Total Other Revenue $23.9 -0.1% $18.7 -21.7% $19.5 4.2% $22.2 14.0% $23.6 5.9% $25.3 7.4%

TOTAL GENERAL FUND $899.9 1.6% $839.5 -6.7% $866.1 3.2% $951.0 9.8% $950.0 -0.1% $976.7 2.8%

TABLE 1 - STATE OF VERMONT
LEGISLATIVE JOINT FISCAL OFFICE

AVAILABLE GENERAL FUND REVENUE FORECAST UPDATE
Consensus JFO and Administration Forecast - July 2004

*Includes net $29.3M transfer from FY01 to FY02 due to processing delays **Includes approximately $3.6 million in settlement payments from securities industry firms in FY04



* SOURCE T-FUND revenues

are prior to all E-Fund allocations and

and other out-transfers.  Used for FY 2001 % FY 2002 % FY 2003 % FY 2004 % FY 2005 % FY 2006 %
analytic and comparative purposes only. (Actual) Change (Actual) Change (Actual) Change (Preliminary) Change (Forecast) Change (Forecast) Change

REVENUE SOURCE
Gasoline $63.0 1.4% $63.1 0.2% $64.8 2.6% $65.1 0.5% $66.6 2.3% $67.9 2.0%
Diesel $17.8 19.3% $16.6 -6.7% $16.4 -1.3% $18.0 9.7% $18.3 1.6% $18.7 2.2%
Purchase and Use** $74.7 5.2% $80.9 8.3% $82.1 1.5% $86.2 4.9% $89.2 3.5% $92.0 3.1%
Motor Vehicle Fees $40.7 -5.0% $47.6 16.9% $51.6 8.3% $55.5 7.6% $54.5 -1.8% $58.1 6.6%
Other Revenue $12.3 0.9% $21.8 76.8% $14.6 -33.3% $15.0 2.9% $15.4 2.8% $15.8 2.6%

TOTAL TRANS. FUND $208.6 2.6% $230.1 10.3% $229.5 -0.3% $239.8 4.5% $244.0 1.8% $252.5 3.5%

CURRENT LAW BASIS
including all Education Fund FY 2001 % FY 2002 % FY 2003 % FY 2004 % FY 2005 % FY 2006 %
allocations and other out-transfers (Actual) Change (Actual) Change (Actual) Change (Preliminary) Change (Forecast) Change (Forecast) Change

REVENUE SOURCE
Gasoline $52.5 1.4% $52.6 0.2% $54.0 2.6% $54.3 0.5% $66.6 22.8% $67.9 2.0%
Diesel $17.8 19.3% $16.6 -6.7% $16.4 -1.3% $18.0 9.7% $18.3 1.6% $18.7 2.2%
Purchase and Use** $62.3 5.2% $67.7 8.6% $68.7 1.5% $71.9 4.7% $59.5 -17.3% $61.3 3.1%
Motor Vehicle Fees $40.7 -5.0% $47.6 16.9% $51.6 8.3% $55.5 7.6% $54.5 -1.8% $58.1 6.6%
Other Revenue $12.3 0.9% $21.8 76.8% $14.6 -33.3% $15.0 2.9% $15.4 2.8% $15.8 2.6%

TOTAL TRANS. FUND $185.7 2.5% $206.4 11.1% $205.2 -0.5% $214.7 4.6% $214.3 -0.2% $221.8 3.5%

TABLE 2 - STATE OF VERMONT
LEGISLATIVE JOINT FISCAL OFFICE

AVAILABLE TRANSPORTATION FUND REVENUE FORECAST UPDATE
Consensus JFO and Administration Forecast - July 2004

TABLE 2A - STATE OF VERMONT
LEGISLATIVE JOINT FISCAL OFFICE

SOURCE* TRANSPORTATION FUND REVENUE FORECAST UPDATE
Consensus JFO and Administration Forecast - July 2004

** As of FY04, Motor Vehicle Purchase and Use includes Motor Vehicle Rental Tax revenues, restated with estimated values for historical data.



CURRENT LAW BASIS
* Source General and Transportation

Fund taxes allocated to or associated FY 2001 % FY 2002 % FY 2003 % FY 2004 % FY 2005 % FY 2006 %
with the Education Fund only. (Actual) Change (Actual) Change (Actual) Change (Preliminary) Change (Forecast) Change (Forecast) Change

GENERAL FUND
Meals and Rooms** $17.9 6.1% $18.3 2.3% $18.8 3.0% $20.1 6.8% $0.0 NM $0.0 NM
Telecommunications $13.7 -7.0% $14.9 8.6% $13.7 -8.0% $16.4 19.2% $6.2 -61.9% $6.4 3.2%
Sales and Use*** $0.0 0.0% $0.0 0.0% $0.0 0.0% $0.0 NM $92.0 NM $94.9 3.2%
Bank  $5.1 5.8% $3.1 -39.6% $3.7 18.4% $3.8 3.2% $0.0 NM $0.0 NM
Corporate $9.6 -0.1% $6.1 -36.7% $6.7 10.5% $10.5 57.1% $0.0 NM $0.0 NM
Security Registration Fees $2.6 9.9% $2.5 -1.0% $2.5 -0.4% $2.5 -2.5% $0.0 NM $0.0 NM
Interest $0.2 -23.4% $0.2 -21.4% ($0.3) NM ($0.3) NM ($0.2) NM $0.1 NM
Lottery $17.4 -7.9% $16.9 -3.1% $15.5 -8.0% $20.3 30.7% $19.2 -5.4% $18.9 -1.6%
TRANSPORTATION FUND
Gasoline $10.5 1.4% $10.5 0.2% $10.8 2.6% $10.8 0.5% $0.0 NM $0.0 NM
Purchase and Use**** $12.4 5.1% $13.2 6.9% $13.4 1.5% $14.3 6.2% $29.7 108.3% $30.7 3.1%

TOTAL $89.5 -0.3% $85.8 -4.2% $84.9 -1.0% $98.4 15.8% $147.0 49.4% $151.0 2.7%

Consensus JFO and Administration Forecast - July 2004

TABLE 3 - STATE OF VERMONT
LEGISLATIVE JOINT FISCAL OFFICE

AVAILABLE EDUCATION FUND* REVENUE FORECAST UPDATE
(Partial Education Fund Total - Includes Source General and Transportation Fund Allocations Only)

** Note:  After Travel Tourism out-transfer of $1.56 million  ***Assumes transfer from General Fund of 11.1% of revenues in FY04  ****Includes Motor Vehicle Rental revenues, restated.




