
 

New Issue  │  April 23, 2024 fitchratings.com 1 
 

 

  

 
Public Finance 

State General Obligation 
U.S.A. 

State of Delaware 

State of 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 
Ratings anticipates it will remain at least 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.
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Long-Term IDR Stable 
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Key Rating Drivers 
Revenue Framework — 'aa' 

Financial operations are supported by a diverse array of revenue sources, with 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 U.S., 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 is the case in 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 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 Delaware's role in issuance for projects usually funded at the local level, and have recently ticked 
up primarily as a result of transportation-related borrowing. Pension liabilities are also above the median and remain 
relatively stable. Other post-employment benefit (OPEB) obligations are sizable, although reduced since fiscal 2022, 
when the discount rate used to calculate the liability was increased. The state also began contributing an amount equal 
to 1% of the prior year's budget in fiscal 2023 to accelerate funding of OPEB liabilities.  

Operating Performance — 'aaa' 

The state has exceptional financial resilience from strong management, which has contributed to the maintenance of 
ample 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.  

Rating Sensitivities 
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.  

Factors that Could, Individually or Collectively, Lead to Positive Rating Action/Upgrade 

• Not applicable given the 'AAA' ratings. 

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 that of the U.S. Per capita 
personal income growth and levels are slightly below the national averages.  

IDR 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% at the pandemic's start (from February 2020 to 
April 2020), which matched the national decline. Delaware's employment is now 4.2% higher than it was before 
pandemic, and higher than the 3.6% post-pandemic increase in the national rate as of February 2024. Other indicators 
are not as strong. Headline unemployment in February of 4.0% slightly exceeded the U.S. rate of 3.9% for that month. 
The state's employment to population ratio (EPOP, a measure of labor force utilization) as of February 2024 was 
58.1%, below its pre-pandemic level of 58.7% and among the lowest of the states, with the national rate at 60.7%. 

Delaware Budget Update 

The fiscal 2024 budget assumed revenues would decline on a yoy basis to $6.0 billion. Revenues are marginally 
outperforming the forecast and were revised slightly upward in March 2024 by the Delaware Economic and Financial 
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Advisory Council (DEFAC), to $6.25 billion. The budget appropriated 98% of anticipated revenues, maintained a fully 
funded rainy-day fund at 5% of estimated revenues ($316.4 million) and a separate budget stabilization account (BSA) 
at $402.6 million. These reserves combined provide a cushion of 12% of fiscal 2024 estimated revenues. 

The $5.6 billion general fund budget financed priorities in education, higher education, water resources and economic 
development, among others, and controls ongoing spending by allocating funds to nonrecurring expenditures including 
for capital. It provided significant pay increases to state employees (3%–9%) and teachers (9%), and implemented a $15 
minimum wage for state employees, all to address workforce and recruiting and retention challenges. The budget 
increased ongoing spending by $100 million for Medicaid and provided $29 million for school enrollment growth. 

The governor's budget proposal for fiscal 2025 suggests relative fiscal stability for the state. Revenue growth 
assumptions are relatively flat, at $6.3 billion. The proposal would appropriate 98% of anticipated revenues, allow growth 
in ongoing spending targeted to the DEFAC benchmark, maintain two reserves — the budgetary reserve account at 
$328.8 million (5.4% of fiscal 2025 revenue) and the budget stabilization fund at $410 million (6.5% of fiscal 2025 
revenue) — and allocate funds to nonrecurring expenditures including for capital. The budget funds employee raises, 
particularly for new teachers, covers healthcare cost inflation and continues investments in infrastructure, climate 
change response and economic development. The budget for fiscal 2025 is under consideration by the state legislature.  

Credit Profile 
Revenue Framework 

General fund 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 businesses domiciled in Delaware that revert to the state's general fund when left unclaimed 
for specific periods, typically accounts for another 10% of general fund revenues and is subject to significant volatility. 

The state levies a PIT but not a general sales tax. The PIT provides about one-third of general fund revenues and has 
seen moderate growth over the past several years, offsetting more variable results in corporate-based taxes. Lottery 
revenues, which include gaming and account for just under 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 that of national GDP 
over the past 10 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 finance and other services. Although the CAGR in part reflects 
growth from lows after the global financial crisis, a continuation of this trend could indicate stronger long-term growth 
prospects consistent with an 'aaa' assessment.  

Delaware has no legal 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. 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 
requirements for debt service and retirement obligations are higher than for most states, but remain low at 8.3% of 
fiscal 2023 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 2023 State Liability Update 
("Post-Pandemic Asset Surge Lowers Pension Burdens," dated Nov. 15, 2023), the state's total debt and adjusted net 
pension liabilities equaled 7.9% of 2022 personal income, a level of long-term liabilities that is above the state median 
(4%) and that while considered low, has historically been in the moderate range absent strong pension performance 
that has reduced long-term liabilities,  as of fiscal 2022. As of the end of fiscal 2023, long-term liabilities have returned 
to a more typical 10.4% of personal income.  

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 a market value basis and reduced the state's long-term liability metric 
as calculated by Fitch based on the fiscal 2022 state audit. However, with investment losses in the subsequent year, the 
metric increased. Fitch anticipates that it will be somewhat volatile as investment returns revert to more typical levels. 

The net OPEB liability of over $7.6 billion equals 11% of 2023 state personal income, a lower liability that reflects an 
increase in the discount rate used to calculate the liability. As is the case with pension system contributions, the state 
pays school district OPEB, adding to the high liability. While Fitch views the OPEB liability as a more flexible obligation 
than 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 affect 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. While benefits changes are not being considered, the state has begun to set aside an additional 
1% of prior-year appropriations in the OPEB trust fund, with an initial deposit of $48 million in fiscal 2023. 
  

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 subsequent 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 (BRA) 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. This fund, 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. Delaware's revenues 
would be expected to decline 4.2% in a moderate downturn, relative to the state's median of 2.6%. Fitch believes the 
state's close tracking of both revenues and expenditures and frequent 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. Additionally, Delaware’s commitment to using recent revenue surpluses to build reserves to 
robust levels reflects its strong budget management during periods of economic expansion.  
 

Peer Analysis 
Delaware is the highest rated among its small state peers, which include West Virginia (AA), Maine (AA), North Dakota 
(not rated) and Rhode Island (AA), reflecting in large part its strong and consistent operating performance. Delaware 
also has stronger revenue growth prospects than most of its peers. Carrying costs and the long-term liability burden 
are above average for the entire peer group, though Delaware generally has weaker metrics.  
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Environmental, Social and Governance Considerations 
The highest level of ESG credit relevance is a score of '3', unless otherwise disclosed in this section. A score of '3' means 
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. Fitch's ESG Relevance Scores are not inputs in the rating process; they 
are an observation on the relevance and materiality of ESG factors in the rating decision. For more information on 
Fitch's ESG Relevance Scores, visit https://www.fitchratings.com/topics/esg/products#esg-relevance-scores. 
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Scenario Analysis
Ver 42

Analyst Interpretation of Scenario Results
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. 



In addition to the availability of unencumbered cash balances, the state maintains a fully 
funded budget reserve account at 5% of general fund revenue. In addition to the BRA, the 
state created and has funded an additional reserve, the Budget Stabilization Fund, which, 
in conjunction to adherence to an appropriations benchmark that tempers spending 
growth, provides additional financial resilience.
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SOLICITATION & PARTICIPATION STATUS 

For information on the solicitation status of the ratings included within this report, please refer to the solicitation status shown in 
the relevant entity’s summary page of the Fitch Ratings website. 

For information on the participation status in the rating process of an issuer listed in this report, please refer to the most recent 
rating action commentary for the relevant issuer, available on the Fitch Ratings website. 
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