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State of Delaware

New Issue Summary

Sale Date: April 26, 2023 by competitive bid.

Series: $364,395,000 General Obligation Bonds, Series 2023A; $34,305,000 General Obligation
Refunding Bonds Series, 2023B

Purpose: The bonds will fund the ongoing capital program and refund outstanding GO bonds for debt
service savings.

Security: General obligation, full faith and credit of the state of Delaware

Delaware's 'AAA' IDR and GO bond rating are based on strong financial performance,
supported by proactive management and institutionalized protections designed to ensure
surplus operations. Long-term revenue growth has accelerated in recent years, and Fitch
anticipates it will remain above the long-term level of inflation. Recent strong growth has
allowed the state to fully fund two reserves to a combined 12% of revenues. The long-term
liability burden is above the state median, reflecting in part debt issuance and recognition of
obligations that are addressed at the local government level in most other states.

Economic Resource Base: Delaware's economy is largely based on service-providing
enterprises, including financial activities, professional and business services, and education and
health organizations. The state has implemented deliberate policies to maintain a climate
attractive to banking and related entities. Population growth has trended above the U.S. per
capita personal income growth and levels are slightly below the nation.

Key Rating Drivers

Revenue Framework: 'aa": Financial operations are supported by a diverse array of revenue
sources with the personal income tax (PIT) accounting for the largest share at approximately
one-third. Delaware also leverages its status as the legal home to over half of all publicly-traded
corporations in the US., and assesses taxes on limited partnerships, franchises and other
business entities. This structure results in a revenue framework that is somewhat more
sensitive to national economic trends than most other states.

Expenditure Framework: 'aaa": While carrying costs are above the U.S. states median,
Delaware has demonstrated the broad expense-cutting ability common to most U.S. states and
benefits from the cushion provided by its statutory restriction to budget 98% of expected
revenue. Education is a key cost driver, as the state is highly involved with funding local
education, including capital projects and funding employer pension contributions for school
district employees.

Long-Term Liability Burden: 'aa": The state's long-term liabilities are a moderate burden on
resources. Debt levels are well above average for a U.S. state, in part due to the state's role in
issuance for projectsusually funded at the local level, and have recently ticked upward primarily
due to transportation-related borrowing. Pension liabilities are also above the median and
remain relatively stable. However, other post-employment benefit (OPEB) obligations are
sizable, although reduced in fiscal 2022, which was largely attributable to the significant
increase in the discount rate used to calculate the liability per the last valuation reportissued in
November 2022.

Operating Performance: 'aaa": The state has exceptional financial resilience from strong
financial management that has contributed to the maintenance of an ample financial cushion
through economic cycles. The relatively frequent monitoring of revenues and operating
expenditures mitigates the effect of volatility in revenues and allows for rapid gap closing.
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Rating Sensitivities

Factors that could, individually or collectively, lead to positive rating
action/upgrade:

. Not applicable given the 'AAA' ratings.

Factors that could, individually or collectively, lead to negative rating
action/downgrade:

. A sustained slowing of revenue growth to below the level of long-term inflation.

. A sustained increase in the long-term liability burden closer to 20% of personal income
or an inability of the state to address its large net OPEB liability.

Current Developments

Delaware Economic Update

The pace of Delaware's labor market recovery has been mixed relative to the national pace
through most of the post-pandemic recovery period. Nonfarm payrolls declined by about 15%
atthe pandemic's start (from February 2020 to April 2020), which matched the national decline.
Delaware has regained 117% of the payroll employment declines versus 114% for the U.S. as of
February 2023. Other indicators are not as strong. Headline unemployment in February of 4.6%
exceeds the U.S. (3.6%) for that month. The state's employment to population ratio (EPOP, a
measure of labor force utilization) as of February 2023 was 57%, below its pre-pandemic level
and among the lowest of the states, with the national rate at 60.2%.

Delaware Budget Update

Delaware's revenues continue to outperform estimates, with the Delaware Economic and
Financial Advisory Council (DEFAC) making frequent upward revenue revisions post-
pandemic. The enacted fiscal 2022 general fund budget anticipated revenues would be
relatively flat to fiscal 2021 at $5.4 billion. Actual fiscal 2022 general fund revenues of $5.8
billion were 14% above the June 2021 budget forecast, allowing the state to carry a $912
million operating balance into fiscal 2023, alongside $568 million in reserves. The forecast upon
which the current fiscal 2023 budget was based assumed a modest 0.6% increase in revenues,
to just over $5.8 billion. Through February, collections are 2.1% ahead of the prior year and as
of its March 2023 meeting, DEFAC estimates fiscal 2023 revenues will be $6.2 billion, 6% above
forecast.

Revenue over-performance has allowed the state to increase reserves, adding to both the
budget reserve account (BRA, the state's rainy day fund), which contained $316.4 million as of
December 2023, and to a second reserve, the budget stabilization fund (BSF), bringing its total
to $402.6 million. These reserves combined provide a cushion of 12% of fiscal 2023 revenues.

The enacted budget for fiscal 2023 appropriated 98% of available revenues for an operating
budget totaling $5.1 billion, a 7% increase as compared to fiscal 2022. The budget increased
funding to schools and higher education, provided pay raises and bonuses to state employees,
and funded a variety of increases to other program priorities.

The revenue estimate upon which the governor's budget proposal for fiscal 2024 is based again
assumes revenues will be flat on a yoy basis at $6.1 billion. The proposal appropriates 98% of
anticipated revenues, maintains a fully funded rainy day fund at 5% of estimated revenues and
a fully funded BSA at $421.5 million, and controls ongoing spending by allocating funds to non-
recurring expenditures including for capital.

The budget proposal would finance priorities in education, higher education, water resources
and economic development, among others. |t would provide significant pay increases to state
employees and teachers to address workforce and recruiting and retention challenges. The
budget includes modest tax policy changes - increasing the standard deduction and the earned
income tax credit - at a cost of $25 million in fiscal 2024 and $50 million in fiscal 2025. The
budget for fiscal 2024 is under consideration by the Delaware legislature.
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Delaware has received $925 million under the American Rescue Plan Act (ARPA) and has
allocated its share of ARPA funds to state-wide technology and capital upgrades, housing
development and emergency housing, support for hospitals and healthcare facilities, and
investments in non-profit entities in the state.

Credit Profile

Revenue Framework

General fund (GF) revenues are dependent on an unusual array of taxes related to business
endeavors and financial institutions, linked to companies being legally domiciled in the state.
Revenues include franchise and other fees levied on businesses and banks organized under
state law as well as corporate income taxes and other fees. These combine to provide
approximately one-third of general fund revenues. Abandoned property, which includes
accounts and securities derived from the businesses domiciled in Delaware that revert to the
state's general fund when left unclaimed for specific periods, typically accounts another 10% of
GF revenues and is subject to significant volatility.

The state levies a personal income tax but not a general sales tax. The personal income tax
provides about one-third of GF revenues and has recorded moderate growth over the past
several years, offsetting more variable results in corporate-based taxes. Lottery revenues,
which include gaming and account for just below 5% of revenues, have been pressured,
reflecting growth and competition in nearby gaming venues outside the state.

Historical revenue growth, adjusted for the estimated effect of policy changes, has been above
the rate of inflation over the past ten years. This reflects population growth that has been
stronger than the U.S. average as well as reliance on higher growth areas of the economy,
including in finance and other services. As a result, Fitch anticipates the long-term trend for
revenue growth will remain above long-term inflation but trail the pace of national economic
growth.

The state has nolegal limitations on its ability to raise revenues through base broadenings, rate
increases, or the assessment of new taxes or fees.

Expenditure Framework

As in most states, education and health and human services spending are Delaware's largest
operating expenses. Education is the larger line item, as the state provides significant funding
for local school districts and the public university and college system. The state's education
commitment includes sharing the annual employer pension contribution for local school district
employees with school districts. Health and human services spending is the second largest area
of spending, with Medicaid being the primary driver.

Fitch expects that the pace of spending growth, absent policy actions, will be in line with to
marginally above that of natural revenue growth, driven primarily by Medicaid, and require
regular budget adjustments to ensure ongoing balance. Federal action to revise Medicaid's
fundamental programmatic and financial structure does not appear to be a near-term priority
of the current federal administration or Congressional Leadership. As with all federal initiatives,
Medicaid remains subject to regulatory changes that could affect various aspects of the
program. Delaware, like all other states, has begun the potentially complicated administrative
task of resuming Medicaid redeterminations and disenrollment beginning April 1, 2023. In
other major areas of spending such as education, Delaware is able to more easily adjust the
trajectory of growth.

Overall, Delaware retains ample ability to adjust expenditures to meet changing fiscal
circumstances. Spending reguirements for debt service and retirement obligations are higher
than for most states, but remain low at 7.2% of fiscal 2021 governmental funds expenditures.

Strong investment returns that have raised pension system funding levels have allowed the
state to lower its contribution rate while still making full actuarial payments, creating additional
flexibility within the budget.
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Long-Term Liability Burden

As a small state with a minimal number of local governments, Delaware's service functions are
highly centralized, leading to above average long-term liabilities for a U.S. state. Per Fitch's
November 2022 State Liability Update ("Personal Income Surge Offsets Liability Increase”,
dated Nov. 15, 2022), the state's total debt and adjusted net pension liabilities equaled 12.8%
of 2021 personal income, a level of long-term liabilities that is well above the state median
(4.6%) but still considered moderate.

Delaware's Public Employees Retirement System includes nine plans, covering state and local
employees, with most of the state's direct liabilities in the State Employees Plan. Exceptional
investment returns in 2021 eliminated the net pension liability for the State Employees Plan on
amarket value basis and reduced the state's long-term liability metric calculated by Fitch based
on the fiscal 2022 state audit to 8.2%. However, with investment losses in the subsequent year,
the metric will again increase. Fitch anticipates that the metric will be somewhat volatile as
investment returns return to more typical levels.

The net OPEB liability of over $9.3 billion equals 16% of 2021 state personal income, a sizeable
increase as compared to the prior year that reflects a change in the discount rate used to
calculate the liability. As is the case with pension system contributions, the state pays school
district OPEB, contributing to the high liability. While Fitch views the OPEB liability as a more
flexible obligation compared with pensions, and also more uncertain because of the complex
assumptions used to calculate it, the magnitude of the liability given Delaware's already above-
average long-term liabilities is a potential rating concern.

The extent to which OPEB liabilities will weigh Fitch's assessment of Delaware's long-term
liability burden and its overall rating will depend on the state's ability to manage the liability
going forward, including materially modifying benefits or contributions practices. The
commission formed to develop options to address OPEB liabilities has issued initial reports that
propose transitioning OPEB from pay-go to pre-funding to reduce the liability over time, as well
as modifying the plan and benefits to reduce future liabilities. The recommendations have yet
to be taken up by the Delaware legislature. Following an executive order, the state began to set
aside 1% of prior year appropriations in the OPEB trust fund, beginning with a $48 million
deposit in fiscal 2023, with $51 million proposed in the governor's budget for fiscal 2024.

Operating Performance

Delaware's ability to respond to cyclical downturns rests with its prudent budget practices,
maintenance of reserves, and proactive approach to tracking and forecasting revenues and
expenditures throughout the budget cycle. Structural balance is supported by a constitutional
provision that limits appropriations to 98% of anticipated revenues in the subseguent fiscal
year, plus the unencumbered prior year budgetary general fund balance.

In addition to the availability of unencumbered cash balances, the state maintains a fully funded
budget reserve account at 5% of general fund revenue. The BRA may only be appropriated to
fund an unexpected budgetary deficit and requires super-majority approval in both legislative
bodies to access. In addition to the BRA, the state created and has funded an additional reserve,
the Budget Stabilization Fund. The BSF, in conjunction with adherence to an appropriations
benchmark that tempers spending growth, provides additional financial resilience.

The Fitch Analytical Stress Test scenario analysis tool, which relates historical tax revenue
volatility to GDP, indicates the modestly higher level of volatility in Delaware's revenue
structure relative to other states. Fitch believes the state’s close tracking of both revenues and
expenditures and freguent revenue forecast updates have historically allowed it to quickly
respond to changing economic conditions.

The state closely tracks revenue collections and expenditures during the year and forecasts are
updated at least five times each fiscal year through comprehensive reviews by DEFAC. The
state proactively reviews its tax policies and makes adjustments to ensure its budgets are
balanced on a structural basis, including full actuarial pension contributions. These practices
have proven to be critical to sustaining financial balance and support the state's strong
operating performance.
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ESG Considerations

Unless otherwise disclosed in this section, the highest level of ESG credit relevance is a score of
3 - ESG issues are credit neutral or have only a minimal credit impact on the entity, either due
to their nature or the way in which they are being managed by the entity.

For more information on Fitch's ESG Relevance Scores, visit www.fitchratings.com/esg.
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2013 2014 2015 2016 o017 2018 018 2020 2021 2022 Yearl Year2 Year3
s Mgt Change I Fund Bzlance a5 % State Aavenuss
Scenario Paramets Year 1 Year 2 Year 3
GDP Assumption (% Changs) (1.0%) 0.5% 20%
Expenditure Assumption (% Changs) 2.0% 2.05 2.0%
Revenus Output (% Changs) Minimum Y1 Stress: -1% Case Used: (5.1%) (1.0%6) 3.0%
Revenues, Expenditures, and Net Change in Fund Balance Scenario Dutput
Year 1 Year 2 Year 3
Expenditures
Total Expenditures 6577485 7,222,657 7403424 7928772 8214973 7918111 8313937 5533918 10953389 10,641,945 10,854,724 11,071,880 11293317
% Change in Total Expenditures 26% 9.8% 25% TA% 3.6% (3.5%) S.O% 26% 28.4% (2.9%) 2.0% 2.0% 2086
State Expendituras 5047564 5286190 5325981 5732338 6011766 5542507 5959056 5829702 §824221 6779933 6915537 7,053,842  7,194919
% Change in State Expenditures 33% 7% 0.8% 7.6% a49% (7.8%) 7.5% (2.2%) 17.1% (0.6%) 2.0% 2.0% 2.0%
Revenues
Total Revenues 5135404 65454990 65955374 7,106316 7,353,150 7,870,802 5124847 5513431 10960972 11274523 10975913 10982946 11,274,420
% Change in Total Revenuss 49% L. 3 7.8% 22% 3.7% 6.8% V. 3 4.8% 287% 29% (2.5%) 0.1% 27%
Federal Revenues 1529921 19365497 2075443 2196434 2203207 2375609 27354876 2704215 4134163 3852012 3939252 4018037 4095398
% Change in Federal Revenues 0.1% 26.6% 7.2% 5.B% 0.3% TE% (0.9%) 148% 52.9% (6.6%) 2.0% 2.0% 2086
Stat= Revenues 46505483 4518493 4878931 4909882 5154943 5495193 5759971 5809215 §825304 7412511 7035561 6954908 7,175,022
% Change in State Revenues 5.6% (1.9%) 505 0.6% 5.7% 5.4% S.0% 0.7% 175% 5.6% (5.1%) (1.0%) 30%
Excess of Revenues Over Expenditures (442,081)  (757,697)  (442,050)  (222,438)  (345323) (47,308)  (189,085) (20,427} 2,583 £32,578 121,129 (23,934) (18,897)
Total Other Financing Sources 515,165 466,286 511,010 474,569 435,030 528,199 560,943 555,885 537,340 593,703 555,214 560,617 580,552
Met Change in Fund Balan.e 74084 (301,411) 52980  (247,837)  (351,793) 420,290 371,858 535,398 539,923 1,226,281 575,243 471,683 541,655
% Total Expenditures 11% (4.2%) 0.93% (4.4%) (4.3%) 6.1% 4.5% B.3% 4.9% 115% 6.2% 4.3% 4.8%
% state Expenditures 15% (5.756) 12% (5.15) (5.9%) 87% 5.2% 9.7% 7.9% 18.1% 9.8% 6.7% 7.5%
% Total Revenues 12% (4.7%) 0.93% (4.9%) (4.8%) 6.1% 4.6% B.3% 4.9% 10.9% 6.2% 4.3% 4.8%
% 5tate Revenues 16% (B6.7%) 13% (7.1%) (6.8%) B8% 6.4% 9.2% To% 16.5% 9.6% B.8% 7.5%
Notas: Scenario analysis represants an unaddressad stress on issuer finances. Fitch's scenario analysis assumes the GDP and expenditure growth sequance shown in the ‘Scenario Parameters' section. For further details, please s=e Fitch's US Tax-
Supported Rating Criteria.
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The ratings above were solicited and assigned or maintained at the request of the rated
entity/issuer or a related third party. Any exceptions follow below.

DISCLAIMER & DISCLOSURES

All Fitch Ratings (Fitch) credit ratings are subject to certain limitations and disclaimers. Please read these
limitations and disclaimers by following this link: https://www.fitchratings.com/understandingcreditratings. In
addition, the following https://www.fitchratings.com/rating-definitions-document details Fitch's rating definitions
for each rating scale and rating categories, including definitions relating to default. Published ratings, criteria, and
methodologies are available from this site at all times. Fitch's code of conduct, confidentiality, conflicts of interest,
affiliate firewall, compliance, and other relevant policies and procedures are also available from the Code of
Conduct section of this site. Directors and shareholders’ relevant interests are available at
https://www.fitchratings.com/site/regulatory. Fitch may have provided another permissible or ancillary service to
the rated entity or its related third parties. Details of permissible or ancillary service(s) for which the lead analyst
is based in an ESMA- or FCA-registered Fitch Ratings company (or branch of such a company) can be found on the
entity summary page for this issuer on the Fitch Ratings website.
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from issuers and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the factual
information relied upon by it in accordance with its ratings methodology, and obtains reasonable verification of that information from
independent sources, to the extent such sources are available for a given security or in a given jurisdiction. The manner of Fitch's factual
investigation and the scope of the third-party verification it obtains will vary depending on the nature of the rated security and its issuer, the
requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the availability and
nature of relevant public information. access to the management of the issuer and its advisers, the availability of pre-existing third-party
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with arating or a report will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the information
they provide to Fitch and to the market in offering documents and other reports. In issuing its ratings and its reports, Fitch must rely on the
work of experts, including independent auditors with respect to financial statements and attorneys with respect to legal and tax matters.
Further, ratings and forecasts of financial and other information are inherently forward-looking and embody assumptions and predictions about
future events that by their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and forecasts can be
affected by future events or conditions that were not anticipated at the time a rating or forecast was issued or affirmed.

The information in this report is provided "as is” without any representation or warranty of any kind, and Fitch does not represent or warrant
that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the
creditworthiness of a security. This opinion and reports made by Fitch are based on established criteria and methodologies that Fitch is
continuously evaluating and updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group of
individuals, is solely responsible for a rating or a report. The rating does not address the risk of loss due to risks other than credit risk, unless
such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared authorship. Individuals
identified in a Fitch report were involved in, but are not solely responsible for, the opinions stated therein. The individuals are named for contact
purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled, verified and presented
to investors by the issuer and its agents in connection with the sale of the securities. Ratings may be changed or withdrawn at any time for any
reason in the sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a recommendation to buy. sell, or
hold any security. Ratings do not comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-
exempt nature or taxability of payments made in respect to any security. Fitch receives fees from issuers, insurers, guarantors, other obligors,
and underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue.
In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or
guarantor, for asingle annual fee. Such fees are expected to vary from US5$10,000 to US$1,500,000 (or the applicable currency equivalent). The
assignment, publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to use its name as an expert in connection
with any registration statement filed under the United States securities laws, the Financial Services and Markets Act of 2000 of the United
Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution, Fitch
research may be available to electronic subscribers up to three days earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license (AFS license no.
337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings information published by Fitch is not intended to
be used by persons who are retail clients within the meaning of the Corporations Act 2001
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