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Highlights

Forecast Up $592 million in F.Y. 1998-99

An improved economic outlook for 1998, stronger end-of-1997 receipts, and
projections of further expenditure savings have combined to increase the
expected budget surplus for the current biennium. General Fund Revenues
are forecast at $21.471 billion, up $507 million (2.4 percent), from
November’s estimates. Expenditures are now expected to be $20.579 billion,
$90 million (0.4 percent) less than prior projections. An offsetting increase in
dedicated reserves accounts for the remaining $5 million.

Budget Outlook for 2000-01 Improves by $256 Million

A more cautious forecast for national economic growth in 1999 and 2000
prevents much of the current surplus from carrying forward to the next
biennium. F.Y. 2000-01 revenues are now projected to be only one percent
($229 million) more than November’s planning estimates and expenditures
are estimated to change by only $33 million (0.1 percent) from prior
estimates.

Managing Risk Remains a Key Policy Concern

The F.Y. 2000-01 planning estimates show an annual structural balance of
about $530 million. Prudent financial practice would limit the sum of any
permanent revenue reductions or spending changes to that amount.

The uncertainty surrounding the economic forecast and future revenue and
spending estimates requires careful consideration of options for managing
the risks inherent in those forecasts. Minnesota’s Council of Economic
Advisors continues to recommend a state budget reserve of 5 percent of
biennial general fund expenditures as a risk management tool. Reaching that
5 percent level would require doubling current reserves.
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BUDGET SUMMARY

F.Y. 1998-99 Budget Outlook I mprovesby $592 Million

General Fund resourcesfor F.Y. 1998-99 are now forecast to total $21.471 billion, up
$507 million (2.4 percent) from November’ sforecast. State expendituresduring the
current biennium are now forecast to be $20.579 hillion, down $90 million (0.4
percent) from prior estimates. Anoffsettingincreasesin dedicated reservesaccount for
the remaining $5 million.

F.Y.1998-99 Budget Summary

($inmillions)
November February
1997 1998 Change

Beginning Balance $1,995 $1,995 $0

Forecast Revenues $20,964 $21,471 $507

Estimated Expenditures $20,669 $20,579 ($90)
Reserves:

Dedicated Reserves $93 $98 $5

Cash Flow Account $350 $350 $0

Budget Reserve $522 $522 $0

Property Tax Reform Account $872 $872 $0
Available Balance $453 $1,045 $592

The November forecast projected an available balance for the 1998-99 biennium of
$453 million after statutory allocationsto fund education tax credits and the Property
Tax Reform Account. This forecast raises the available balance to $1.045 hillion.
When considered together with the $872 million balance in the Property Tax Reform
Account atotal of $1.917 billionisavailablefor alocation in the 1998 session.
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Budget Outlook for 2000-01 Biennium I mprovesby An Additional $256 Million

An improved near-term economic forecast, stronger 1997 year-end receipts, and
projections of further expenditure savings combined to increase the expected surplus
for the current biennium. But, aslightly more cautious national economic outlook for
1999 and 2000 prevents much of the additional revenue from carrying forward to the

next biennium. For F.Y. 2000-01 expenditures are expected to grow to $22.187
billion and revenuesto $23.249.

February Forecast Change
($inmillions)
% %
F.Y.1998-99 Change F.Y.2000-01 Change

Revenue Gain $507 2.4% $229 1.0%
Expenditure Savings $90 0.4% $33 0.1%
Dedicated Reserves ($5) -- ($6) --
Total Forecast $592 $256

Strong Economy Expected for F.Y. 1998, Weaker Outlook for F.Y. 1999-01

Asia’seconomic problems are serious even though they have, asyet, had little impact
ontheU.S. economy. DataResourcesinc., (DRI), now believesthat domestic output
will not be materialy affected by changesin tradewith Asiauntil mid-summer. Then,
sower export demand for U.S. products and increased import competition will
significantly restrain real GDP growth into the 2000-01 biennium.
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TheFebruary Control forecast does not include arecession during the next four years,
but DRI now assigns a 25 per cent probability to a scenario containing a recession
which beginsin early 1999. Evenwithout arecessionthe U.S. economy isexpected to
languish through 5 quarters of sub-par growth beforeit again beginsto grow at more
normal rates. Intwo of thosequartersreal GDP growth rates of one percent or lessare
projected.

Real GDP Now Expected To Be Less Than Previously
Forecast Through All of 2000-01 Biennium
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Rea GDPgrowthin1998isnow forecast to grow at an annual rate of 2.7 percent, well
abovethe 2.3 percent rateforecast in November. But, when combined with the slower
growth projected for 1999, the economy is positioned at a level dightly below that
forecast in November at the beginning of the 2000-01 biennum. DRI hasalso reduced
itsoutlook for growth in 2000 and 2001, although any forecast that far into the future
islargely an extrapolation of historical trends.
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Stronger Economy, Technical AdjustmentsLift Revenues

Receiptsfrom thefour major revenue sourcesare now forecast to total $18.694 billion
during the current biennium, up $433 million (2.6 percent), from November’s esti-
mates. Changes in the forecast for other revenues, including investment income,
increased the forecast receipts by an additional $74 million.

Theindividua incometax was the largest source of additional revenue, adding $317
milliontotheforecast. About threefourthsof the additional incometax revenue came
from the stronger economic outlook, particularly for businessincome and investment
income. Theremainder was due to indexing changes and other technical adjustments
necessary to account for apparent changesin theratio of receiptsto estimated individ-
ud incometax liability. Changesintheforecast for the salestax, corporateincometax,
and motor vehicle excise tax were al less than $50 million and well within normal
variation.

Someof thetechnical changescarry forwardinto theincometax estimatesfor 2000 and
2001 and they are the source of much of the additional income tax revenue projected
for thoseyears. Income taxes were up $205 million (1.8 percent), from November’s
planning estimate. Theinvestment income estimate was rai sed by $38 million and the
sales tax estimate by $29 million. Other sources of tax and non tax revenues were
largely unchanged.

Expenditure Forecast Falls$90 Million in F.Y. 1998-99, $33 Million in F.Y. 2000-01

Expendituresfor the 1998-99 biennium are now forecast to total $20.579 billion, $90
million less than the November’s estimate. Forecast spending for elementary and
secondary education fell by $25 million. Lower pupil estimates and reduced growth
rates in special education programs were the source of the savings. Slower program
enrollment accountsfor $54 millionin health care savings, whiletechnical adjustments
produce $12 million in family support cost savings. Debt service estimates are $6
million lower due to revised cash flow estimates and dightly lower interest rates;
miscellaneousother small changesaccount for theremaining netincreaseof $7 million.

Expenditure planning estimates for the 2000-01 biennium are down $33 million from
theNovember forecast. AdjustmentstoK-12 estimatesfor fewer pupilsandincreased
costsfor compensatory education and referendaequalization produce anet increase of
$28 million. Lower caseload projections explain $48 million in forecast savings in
health care and family support programs. Debt service costs are reduced $20 million
dueto changesin cash flow assumptions on state bond sales, and minor changesin all
other program areas explain the remaining net difference.
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F.Y. 2000-01 Structural Balance Provides M easurefor Budget Changes

Only $262 million of the 1998-99 forecast improvement inrevenuesand expenditures
continues into the next biennium. The structural balance for F.Y. 2000-01 has
improved from the $800 million shown in the November forecast to $1.062 billion.

F.Y. 2000-01 Planning Estimates

($inmillions)
November February Change
Revenues $23,020 $23,249 $229
Expenditures 22,220 22,187 (33)
Difference $800 $1,062 $262

Prudent financial management suggets that no more than $530 in ongoing revenue
reductions or spending increases could be made in F.Y. 1999 and sustained in a
structurally balanced balanced budget scenariofor F.Y . 2000-01. Aswiththecurrent
bi ennium, statepolicy makersmust carefully weigh not only potential risksinthelong
term forecast, but al so historical spending growth and anticipated spending pressures
in maor state programs before committing future projected balances in the 1998
legidlative session.

Managing Risk RemainsK ey Policy Decision

The uncertainty surrounding the budget forecast requires that the Governor and the
1998 legidlature carefully consider policies on how to best manage inherent forecast
risk.

Sincetheearly 1980's Minnesota’ s Council of Economic advisors has recommended
that state budget reserves be equal to 5.0 percent of biennial general fund expendi-
tures. Thetotal of Minnesota sgeneral fund budget reserve of $522 million currently
represents 2.5 percent of forecast F.Y. 1998-99 biennial spending. To reach 5.0
percent would require doubling the current reserve.

Minnesota Financial Report
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ECONOMIC SUMMARY

During 1997 good economic news seemed to bein endless supply. The unemployment
rate was low, and falling. Inflation was not only under control, but declining.
Consumer confidence was at an al time high, the stock market up, and interest rates
down. Therewaseven progressonthefederal budget deficit. Last year’ seconomy has
been characterized by many asthe best in ageneration.

Late in the year, however, the outlook grew more uncertain. Financial problems
surfaced in Thalland in late summer, and comparable problems emerged in the
Phillippines, Malaysia, and Indonesia. In November similar financial problemswere
revealed in South Korea, (the worlds 12th largest economy), and therisk to the U.S.
economy increased significantly. BusinessWeek summed up the concerns in a mid
January cover story noting that “a seemingly isolated financia bust that started last
summer in Bangkok has escalated into the biggest threat to global prosperity sincethe
oil shocks of the 1970s” The consensus remains that the possibility of a U.S.
recession in 1998 is quite low, but there is no strong consensus on the pattern of
growth the economy is likely to follow during the next two years. Once again the
possihility that economic growth could substantially under perform projections must
be factored into planning.

Economists agree that the underlying strength of the domestic economy remains
unchanged, andthey arecertainthat the Asian currency deval uationswill affect foreign
demand for some U.S. made products. Those same devaluations also will make
importslessexpensiveintheU.S. That will be good for the consumer, and it will help
keep inflation under control, but it will further restraindemandfor U.S. output. Where
forecasts differ is in their assessment of the extent of the drop in demand for U.S.
products, when that reduced demand will bevisible, anditseffect ontheremainder of
the U.S. economy.

Forecasters expect the uncertainty to continue until at least mid year since the full
extent of the Asian problemisstill unknown. Whilethe experiencesof theMexicanand
Latin American economies following their devaluations offer some insights into the
future course of trade between the U.S. and Asia, institutional settings and global
economic relationshipsin the current situation are different from those at the time of
other currency deval uations. Questionsover whether the proper policieshavebeen put
in place, and doubts over whether those policies will be implemented by the affected
governments are expected to continue well beyond the summer. And, in this
interdependent global economy, the U.S. economy will not be immune to further
changesinthe Asiansituation, or economicor political shockselsewhere. Forecastsare
being updated continually as new information emerges, and some of those revisions
have been substantial.
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DataResourcesInc.(DRI), Minnesota s macroeconomic consulting service, hasbeen
among those making substantial revisions to their forecast in recent months. Their
December Control called for real GDP to grow at annual rates of 2.0 percent and 1.6
percent respectively in 1998 and 1999, well bel ow November’ sforecast of 2.3 percent
and 2.0 percent. They also assigned aone in four probability to arecessionin late
1998, up dramatically from the onein ten probability given that scenario in November.
By January though, their outlook for 1998 had improved dightly and real GDP growth
of 2.3 percent was expected. For 1999, real GDP growth at a 1.5 percent was
anticipated. In February DRI again raised their forecast for 1998, this time to 2.7
percent growth, notingthat whilethe Asian problemsarereal, they appear to benot as
seriousasthought earlier. Thegrowth ratein 1999, however, was projectedto be 1.5
percent and the probability of arecession in early 1999 was kept at 25 percent. The
DRI outlook for growth in 1999 remains among the least optimistic of all forecasters.
TheBlue Chip Consensusfor 1998 isfor 2.6 percent real GDP growth. For 1999 they
expect 2.2 percent real growth.

Changes in Asian Outlook Shift DRI Forecast of Real GDP
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Members of Minnesota's Council of Economic Advisors were generaly more
optimistic than DRI in their outlook for the 1998-99 forecast horizon. Several noted
that their personal forecastsover the next 18 monthswere closer to DRI’ sboom-bust
scenario (probability 20 percent), than the Control forecast. No member of the Council
expects arecession during the next two years, and the outlook for fiscal 1999, where
real GDP growsat an annual rate of lessthan 1.5 percent seemed excessively cautious
to most. Finance Department economists agreed that the outlook for 1999 appeared
pessmistic, but noted that although recent news from Asia has been positive, the
financia reformsmost believe necessary arenot fully in place. Membersof the Council
agreed that some caution in the outlook was warranted given the continuing
uncertainty inAsia. Thecredibility, and eventual successof Japan’ seconomic stimulus
packageisexpectedto play akey roleinthe speed at whichtherecovery in South East
Asaproceeds.
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Severa Council membersobserved that Minnesota' stight labor market might prevent
the state’ s economy from keeping pace with the national economy should the strong
growth observed during the past few quarters continue. Finance Department
economistsagreed, noting that recent popul ation reports showed that net migrationto
Minnesota had eased dlightly.

Department of Finance economistswarned again that technical factorsassociated with
estimating changesin taxpayer behavior caused by the reduction in thefedera capital
gainstax rate could cause material differencesbetween theforecast and actual receipts
for tax years 1997 and 1998, even in the absence of achangein the economic outlook.

Council members, noting the economic and technical uncertainty associated with this
forecast urged the Governor and the Legislature to take advantage of the current
strength in the economy and raise the budget reserve to 5 percent of biennial
expenditures.
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ECONOMIC OUTLOOK

Allindicationsarethat robust fourth quarter real GDPgrowth carried over intothenew
year. Strong consumer sentiment and rising post-Christmas retail sales indicate
households are undaunted by news from Asia and swings in the stock market.
Consumers have good reasons for optimism. Slowing inflation combined with solid
increasesinjobsand wagesareleaving everyonewith morerea incomethan expected.
In addition, lower interest rates have set off another round of mortgage refinancing
which alowscash flow to be diverted into discretionary spending. Household balance
sheets al so ook good because of stock market generated gainsin wealth and because
there were no significant additionsto installment debt at Christmas.

Economists agree that the crisis in Asia will soon exert a drag on the economy by
increasing the trade deficit, primarily through lower exports. Since the region buys
about 25 percent of U.S. sales overseas, everyoneis seriously concerned. There will
surely be fewer exports because the recent plungein Asian currency values made our
goods about 50 percent more expensive there. Lower exports mean profitsof U.S.
firmsdoing businesswith Asiawill bereduced. Somefirmsarealready reporting lower
earningsand morewill follow. Other unfavorableimpactsaremoreuncertain. Itisnot
clear how much the devaluation will raise U.S.imports because a severe credit crunch
may keep many Asian firms from increasing production. No one knows whether
disappointing profitsor further Asian financial market instability will weaken investor
confidence enough to causeaU.S. stock selloff or large bond market fluctuations.

Asiahasdominated businessnewsfor weeks, making it easy toforget other riskstothe
economy's continued expansion. Tension continues in the Middle East and in the
Persian Gulf, though thereisno noticeableimpact on oil prices. Hereat home, profits
could comein below expectationsif wagesriserapidly intight labor markets, if health
insurers boost employer's costs, or if the cost of modifying computer software to
recognize the year 2000 spirals out of control. Finaly, thereisuncertainty over the
economy'scapacity togrow without accel eratinginflation. ShouldtheFederal Reserve
mig udgethesituation, risinginflationaccompanied by asurgeininterest ratescouldtip
the economy into recession.

None of therisksis guaranteed to becomeredlity, soit isclear the economy could do
better than expected. The current expansion has proved surprisingly robust time after
time during the past seven years, leaving even forecasters who are not perennial
doomsayerswith apoor track record. Practically all fundamentalscurrently look good
and prospectsareencouraging. Strongdomesticdemandwill offset someand possibily
al Asianrelated losses. Most observers believe the Federal Reserveismorelikely to
lower interest ratesthan raisethemin 1998. So, thereisareal possibility growth will
be stronger than forecast in the February Control.

10
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DRI offers no optimistic alternative, but Finance Department economists believe the
1998-1999 part of the "boom bust" scenario may be indicative of what the first two
yearsof agenuine optimistic outlook would look like. Thisindicatesthat the range of
uncertainty attachedtotheoutl ook isprobably larger than DRI now indicates, andithas
increased considerably since November.

Real GDP Growth
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DRI predicts real GDP growth will weaken significantly after 1998 because of a
deteriorating trade balance with Asia and a slowdown in business investment
spending.

AsiaDominatesThe News

All Asian countries are involved in a chilling currency crisis, but most attention is
focused onfive. Thailand, Indonesia, South Korea, Malaysia, and the Phillippineshave
experienced acatastrophic deval uationwhichmadetheir financial institutionsand many
other firmsinsolvent because they have large amounts of dollar denominated debt on
their books. As a result, a downturn in the five countries real economies is now
underway. Seriousrecessionsarelikely in Thailand, Indonesia, and South Korea.

During the past severa weeks, the financia part of the crisis has been stabilized by
International Monetary Fund (IMF) loans. But three mgjor underlying problemshave
not been solved. One problem is excess production capacity. Another is factory
closings and layoffs which came as bank failures cut off sources of working capital.
Last, but not least, isthat international investor'sconfidencein Asian emerging markets
hasall but collapsed.

Theproblemisacrisisof investor confidence. What littleremainsisvery shaky because
cronyism, corruption, and opague accounting used throughout the region make it
difficult to assessrisk. More confidence is needed before foreign funds will become
availableto recapitalize insol vent banks, to restart shuttered factories, and to convert
unneeded plantsbuilt under misguidedindustrial devel opment policies. Butuntil Asia's

11
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emerging economies adopt business practices which allow investorsto evauate risk,
the capital needed for robust growth will not be available.

Japan isviewed by many economistsasthe critical market for Asian goods. A strong
Japan buying from its neighbors seems a necessary part of a solution in Asia
Unfortunately Japan remainspart of the problem becauseitsgovernment ssemsunable
to come up with acredible plan for stimulating its weak economy or restructuring its
bad debt ridden banks.

What IsLeft To GoWrong?

Highly leveraged borrowersin Thailand, Indonesia, South Korea, Malaysia, and the
Phillippines are having difficulty repaying unhedged loans extended in dollars by
overseas banks. Financia and trade linkages between the five and between them and
Japan exacerbate the potential consequences. For example, South K orean banks have
significant loans placed in Indonesia. If Indonesiadefaults, the Korean IMF bailout
couldfail. Koreamight then default onloansfrom Japan, which could further weaken
an already wobbly Japaneseeconomy and financia system enoughto causearecession.
If that happens, all economiesin the entireregion are at risk because they depend on
trade with Japan.

Inshort, somekey countriesareinarow of economicdominoeswith Indonesiafirstand
Japanlast. If therow collapses, trade with second tier countrieslike Singapore, Hong
Kong, Taiwan, and Chinawill decline, leaving their economiesheavily damaged. Most
economists believe there would then be another wave of devaluations and financial
panic which engulfs China, Latin America, and other placesin the devel oping world.
Some analysts are greatly concerned that a Chinese devaluation could create harsh
competitiveconditionsfor itsnei ghborswhichwoul d considerably prolong thecurrent
economic downturnin Asia

What Next?

At best, economic growthin most of Asiawill slow thisyear. DRI islessoptimisticin
expecting seriousrecessionsin South K orea, Indonesia, and Thailand, together witha
severe slowdown in the second tier countries. At worst, Japan's economy could slip
into recession or itsbanking system could collapse. Either event might set off asecond
wave of devauations and financia panic which spreads to the Chinese and Latin
American economies. Inthat case, many emerging market countries could dideinto
deep recession like Mexico'sdid in 1995. A worldwide economic slowdown would
then be likely, with possibly aU.S. recession beginning latethisyear. DRI givesthis
scenario a 25 percent probablility.

12
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How It Happened

For years, devel oping Asian countriesfinanced their export drivenexpansionswithhard
currency loansobtainedininternational markets. Thesewereprimarily short term bank
loans. Somewere made directly to governments. Otherswere madewith at least tacit
government approval, oftentofirmsthat officials, their relatives, or friendscontrolled.

Many investments made with the loan money wereill chosen real estate ventures or
otherswithnoreasonableprospectsfor payback. Eventhegoodinvestmentswerelong
term onesfor economic infrastructure. So, for two reasons, there was always a need
to roll over the short term loans. But since Asian governments were directly or
indirectly involved, the borrowers did not take normal precautions. They justifiably
assumed therewould be official help rolling over thedebt if need be. Consequently, as
arecent paper by MIT economist Paul Krugman indicates, borrowers tended to be
overleveraged and the loans went unhedged.

Unfortunately, governments became unable to help because of a sudden decline in
exchangeratesfor local currencieswhich had becomeovervaued. Duringthepast few
years, strong competition in internationally traded goods markets and soft Japanese
demand for its neighbors products slowed export growth. Governments counted on
exportsto build hard currency reserves needed to guarantee |oan repayment.

Dollar reserves are ordinarily used for imported goods purchases and hard currency
loan repayments. When there are no reserves, markets expecting an increased supply
of local currencies seeking dollars will bid down the exchange rate. Reserves were
drawn down last summer by rising trade deficits and by the resulting central bank
attempts to defend overvalued currencies. Although the precarious state of reserves
was amost dways an official secret, the markets somehow knew it and responded by
pushing down the exchange value of the Thai baht, the Indonesian rupiah, the Korean
won, theMalaysianringgit, the Phillippinepeso, and others. It now takesroughly twice
asmany unitsof thesecurrenciesto buy adollar aswhentheloansweremade, rendering
most borrowersinsolvent.

Thefinancia crisisrapidly ledtodeclining production. When domestic money supplies
were withdrawn from local accounts to be used for dollar purchases, banks became
increasingly illiquidbecausethey could not sell portfoliosof bad | cansoften collaterized
with much devalued real estate. Thisforced many to cut off working capital loansto
local firms. Lack of working capital needed to import raw materials, machinery,
replacement parts, and other inputs needed in production processes then forced many
firmsproducing goodsfor the domestic economiesto closeand lay off workers. Firms
producing for export were similarly affected, threatening the inflow of dollars needed
to repay hard currency debt. In some cases, exporters are now targeted for loans by
programs funded from the IMF money, but the credit crunch continues.

TherelsNo Quick Fix

13
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The IMF made emergency hard currency loans totaling $100 billion to Thailand,
Indonesia, South Korea, and the Phillippines. The loans were intended to restore
reserves sufficiently to permit imports of essentia food and medicines aswell asraw
materialsand other goods needed to keep their economiesgoing temporarily whilethe
underlying problems were sorted out. That apparently has not happened yet because
recent Wall Street Journal articles indicate the economies of South Korea and
Indonesiacontinueto sink while governmentsdelay at reformsneeded to stabilizethe
situation. If thiscontinues, thereisnoway theexisting IMFloanswill prove adequate.
More money fromthelMFisin doubt becauseits assetsare significantly depleted and
Congressisreductant to approve an additional $18 billionin funding.

Evenif the current slide somehow stops, there will be a second wave of devaluations
and financial panic unlesstheinflow of foreign capital isrestored. New loans are not
likely to be made whilethereisimminent danger of default. Bankers and governments
are extending loan maturities so borrowers have more time to repay with smaller
payments. But restoring foreign investor's confidence ultimately depends on their
believing the economies of the borrowing countries can recover from recessions and
resume steady growth. For that to happen, maor economic restructuring is needed.

DRI suggests consolidation is a priority because industrial development policies
channeled excessiveamountsof capital into" strategic” industriesincluding autos, stesl,
semiconductors, and petrochemicals. But restructuringisapolitical dilemmabecause
thefirmsinvolved amost alwaysarerunby friendsand croniesof government officials.
It almost surely will take years to work this out, so there will probably not be aquick
resumption of economic growthor restoration of lost U.S. exportstotheregion. Inthe
February Control, export sector drag on the U.S. lasts through 1999.

AsiaMay Not Dominate The U.S. Economy

Most forecasters think it unlikely the Asian crisis will serioudy damage the U.S.
economy provided Japan does not dlip into serious recession and cause shaky
confidence and financial panic to spread to the rest of the developing world. Some
additional importswill arrive, but just how muchisuncertain because Asian economies
lack working capital needed to ramp up production and because there will be less
demandfromacooling U.S. economy. Therewill surely bereduced exports, but some
losses could be made up by growth in domestic U.S. demand generated by lower
interest rates. At year'send, ratesdeclined because of lower expectationsfor inflation
and asinternational capital moved to the safety of U.S. markets primarily in response
to events in Asia. Little noticed, but significant, uncertainty over the European
monetary union'sfuture has also contributed to the flight to safety inthe U.S.

14
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Will ProfitsM eet Expectations?

Profits are coming under increasing pressure from higher labor costs, intensifying
competition, problemsin Asia, and theenormouscost of modifying computer software
to beyear 2000 compatible. Whether 1998 profitswill meet expectationsisamajor risk
to an overvalued stock market. Most economists believe savings realized as interest
rates declined over the past few yearsexplain much of theincreasein earningsover the
sameperiod. TheWall Street Journal reports historically low corporate finance rates
are causing firms to accelerate debt refinancing in order to save additional interest
expense. Thesesavingsareunlikely to sustain profitsas other difficulties mount.

ConsumersAreTheKey

Theeconomy will continueexpanding if consumer spending remainsstrong enough to
offset drag from adeteriorating trade balance and aslowdown in business investment
spending. For thisto happen, household confidence must remain at or near its near-
record highlevelsandlabor marketsmust generate wage gainslarge enough to support
spending growth, but not so that large cost increases push profits below expectations.
A stock market declineinresponseto disappointing profits, or anincomeeroding burst
of inflation accompanied by asurgeininterest rates, or more bad newsfrom Asiaseem
themost likely foreseeabl e causes of acollapsein household confidence and spending.

DRI expects an approximately 10 percent correction in the S& P 500 Index later this
year, but does not consider this large enough to frighten consumers. Finance
Department economiststhink that may takelessbad newsthan anaystscurrently think,
though, because according to news articles househol ds now have about 43 percent of
their financia assetsinvested in stocks, more than twice asmuch asin 1990 and more
than at any timein the past 50 years.

Consumption

Economists attach ahigh level of uncertainty to the relationship between household
spending and confidence. The principa reason is that confidence is related to the
unemployment rate, jobs, income, wealth, and other variables which directly affect
spending. Many economists believe confidence has no predictive power independent
of these other variables. DRI does not agree and uses the University of Michigan
confidence index in forecasting equations with some success.

Whenthestock market crashedin 1987, theMichiganindex immediately fell 10 points.
But whenit recoveredinamonth, DRI correctly predicted therewould beno recession.
Apparently adownturn was avoided because sentiment at the time was driven by the
national economic outlook rather than by personal financial considerations. WhenIrag
invaded Kuwait in 1990, the newswas percelved quite differently, possibly because of
widespread concernover oil suppliesand prices. That time, when confidencefell, DRI
correctly predicted adeclinein consumer spending and the subsequent recession.

15
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Currently, Michigan survey resultsindicate household optimism stemsfrom the belief
that economic growth will be strong enough to keep the unemployment rate at or near
itsrecent 25 year low, aview many economistsincluding DRI'sdo not share. Evidence
consumersarenot now preoccupied with personal financia concernssuggeststhey may
shrug off eventsin Asiaor astock market decline aslong as economic fundamentals
seem good. But, another war in the Persian Gulf accompanied by higher oil prices, a
burst of inflation, or a series of disappointments with the unemployment rate could
quickly make spending much more sensitive to negative news.

| nvestment

TheFebruary Control scenarioisfor real GDP growth to weakenlatethisyear because
of arising trade deficit. That sets the economy up for a sharp slowdown in 1999
because of DRI's outlook for a sharp slowdown in businessinvestment. Historically,
real investment exhibitsaroughcyclical patternfor littleunderstoodreasons. Although
more prolonged than usual because of investment in high technology equipment, the
current cycle apparently peaked afew years ago and is now in its downswing phase.
DRI expectsthisto continue, slowing real GDP growthin 1999.
Real Business Investment in Plant and Equipment
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Real GDP growth weakensin 1999 because of DRI’ s outlook
for a sharp slowdown in business investment. The current
investment cycle peaked a few years ago and is now in a
downturn that is expected to continue.

usiness firms are investing heavily in high technology communications and data
processing equipment, but the rate of growth will slow in 1998. Some analyststhink
as the year 2000 approaches firms will suddenly rush to buy completely new
equipment and software as a way of solving the compatibility problem. If this
happens, it will be primarily at smaller firms not using mainframes. DRI believes
somecomputer spendingisalready related totheso-called Y 2K problem, but doesnot
anticipate a one time surge in outlays that will unexpectedly prolong the current
investment cycle.
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There seems to be no reason to expect investment growth to be reinvigorated by a
surgeincommercial or residential construction activity. DRI forecastsrelatively flat
commercia construction spending for the next few years because waning retail
expansion is being offset by rising investment in new office buildings. Sometimes
exuberant confidence, lower interest rates, and strong job gainscombined to help new
home sales and purchases of existing ones set recordslast year. Even once languid
multi-family starts are at their highest level since early 1990. But, with the last
recession severa yearsin the past, analysts believethereisno pentup demand behind
the housing surge. Consequently, DRI considersthe recent paceto be unsustainable
and forecastsit will gradually taper off over the next year or so.

Economists expect some buildup of unwanted inventories as exportsto Asia soften.
If thesecan bereadily liquidatedinto astrong domestic market or exported el sewhere,
there will be no cutback in orders followed by layoffs which could jeopardize the
expansion.

Government

The unified federal deficit for fiscal year 1997 was only $22 billion, itslowest since
1974. Inthe February Control, the deficit slipsto $19 billion in fiscal 1998 before
weak economic growth causesit to riseto $21 billionin 1999. After that, amodest
economic rebound first shrinks the deficit and ultimately generates a $20 billion
surplus appearing in fiscal 2002.

Thisoutlook assumesdiscretionary spending cutsbeginningin 1999 aslaid out inthe
5year planmadeduring budget negotiationsin1997. It doesnot, however, includethe
new spending initiatives and taxes proposed in President Clinton's budget for fiscal
1999. DRI does not believe Congress will enact the tobacco settlement whose
revenueswould pay for someof thenew programs. The Control scenario doesassume
higher personal tax revenues and lower spending in order to be consistent with recent
Treasury experience and thelatest Congressional Budget Office (CBO) projections.

DRI warnsthat the Asian crisis could have greater negative impactsonthe U.S. than
currently expected. If theeconomy underperformsthe February Control thenthenow
comparatively small federal deficitwill grow larger and asurplusin 2002 becomesless
likely.
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| nter national

No onefully understandstheweb of commercial relationships Asiahasbuilt with the
rest of theworld. Consequently, no one hasavery firmideaof how much the debacle
will affect world trade, to say nothing of commercewith individual countrieslikethe
U.S. Business Week reports the current consensus among economists is that world
growth in 1998 will be reduced one percentage point, but obvously the uncertaintly
surrounding thisestimateislarge.

IntheFebruary Control, Asian currency deval uation and economicretrenchment causes
real growth in U.S. exports worldwide to dlip from 12.5 percent in 1997 to 4to0 5
percent annually for the next 2 years. Despiteahigher valued dollar, real importsslow
from 13.9 percent in 1997 to 10.5 percent in 1998 and 5.9 percent in 1999. Thebottom
lineisthat the U.S. current account deficit will increase from $161 billion in 1997 to
$219 hillionin 1999. Thisisenough to reducereal GDP growth by about 0.7 percent
in1998. However, lower interest rateswill offset some of this, so net growth will dlip
0.5 percentage point. While this is DRI's best estimate, they offer no supporting
analysis or aternative scenarios for larger or smaller Asian impacts which would let
Finance Department economists eval uate uncertainty in the forecast.

Eventsin East Asiamay be drawing attention from other potential problems. Some
economists believe that for the longer term there is potentially more at stake in a
successful transition to the European economic union set to begin January 1, 1999.

From the perspective of U.S. multinational firms, country exports and imports matter
much less than the location of overseasinvested capital and sales of foreign affiliates.
By these measures, Europe is more important than Asiaaccording to recent Business
Week and Wall Street Journal articles. 1t seemsthat over the yearsabout 50 percent of
U.S. direct foreign investment has been in Europe and asimilar portion of the annua
salesof U.S. affiliates now takes place there. In comparison, only some 17 percentis
inAsiaincluding 5 percent in Japan itself.

Business\Week reportsthat by increasing competitivenessmonetary union could speed
up European growth. But the transition will require that interest rates converge to
common levels. Thiswill mean higher ratesfor France and Germany, the two largest
economies. Resulting slower growth therewill not be offset by lower interest ratesin
Spain and Italy, leaving Europe as awhole with aweaker expansion than the modest
one now underway.

If thisscenario provescorrect, then for awhile Europewill belessableto contributeto

sales and profits of U.S. multinationals. It may also be less able than to absorb U.S.
exportsonce destined for Asia
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Monetary

Slowinginflationleavesthe Federal Reserve Bank with maneuvering roomtodeal with
the Asian crisis. By taking no action as interest rates fell early this year, the Fed is
allowing the economy to be stimulated in order to head off drag imposed by arising
trade defict. But, by letting the rates dide, the Fed is also making the U.S. a less
attractive safe haven for further hard currency capita flight out of Asia.

For the Federa Reserve, thisis a much better position to be in than if accelerating
inflation hereforced it to raiseinterest ratesto dampen the U.S. economy. Thiswould
makethe Asiansituationworseby drawing morecapita to U.S. markets. Analystshave
long had little doubt that, forced to make achoice, the Fed would giveinflation priority
over practically anything else. Inthe February Control, DRI assumes Dr. Greenspan
sees no signs of worsening inflation and attempts to keep the expansion going by
lowering the federal fundsrate 25 basis points next summer.

I nflation

Very modest price increases were last year's best economic news. During 1997,
wholesaepricesregistered their largest declinesinceoil pricescollapsedin 1986. The
Consumer Price Index (CPl) rose just 1.7 percent between January and December,
amost one-half the 3.3 percent increase for 1996. This reflects inflation's sharp
deceleration during theyear. Measured theway it isoften reported in the newsasthe
ratio of annual averages of the index, the CPI rose just 2.3 percent in 1997. DRI
predictsadeclineto 1.7 percent in 1998.

Moregoodinflation newsisinstorethisyear partly becausethedebaclein Asiawill help
hold downimported goodscostswhich makeup 10to 15 percent of the CPI. Increased
competition from overseas commodity producers and manufacturers will a'so make
domesticfirmslessabletoraisetheir prices. However, theseforcesworking to contain
inflation will be offset to some extent by rising business costs from rising wages and
higher employer contributionsfor worker health benefits.

Someof 1998'sgood newson priceswill bejust ameasurement phenomenon, though.
Most analysts believe changes in the way the CPI is calculated will lower measured
inflation by afew tenths of one percent. None of these changeswill beretroactive, so
comparisons of current inflation with the past will not be strictly valid.

Oneimportant thing inflation'sslowdown doesmean isaboost to househol d spending.
Withtheir dollarsstretching farther, consumersare reacting much asthey would to an
unexpected pay increase. David Wyssof DRI isquoted inanewsarticle as saying that
1997'sinflationisequivaent to"...the biggest raise American workers have had since
1977."
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MINNESOTA OUTLOOK

With 12 months preliminary datain hand, Minnesotapayroll employment isestimated
to haveincreased 2.2 percent in 1997, the same asforecast in November. Using three
guartersof preliminary data, total wagesare now forecast to rise 6.4 percent, up from
November's 5.5 percent. For the U.S., DRI estimates 1997 employment will rise 2.3
percent, up from 2.2 percent. Total wages are expected to increase 6.7 percent, up
from 6.5 percent forecast in November.

For 1998, Minnesotajobs are forecast to rise 2.0 percent, compared to 1.8 percent in
November. Total wages are projected to increase 6.1 percent, up from 5.2 percent
estimated earlier.

If thenational February Control scenario comestrue and the state economy tracksit as
Finance Department economistsexpect, aslowdownwill beginlatethisyear and extend
into 1999. Minnesotajobs are projected to increase only 1.0 percent in 1999, down
from 1.4 percent forecast in November. Total wagesrise 3.8 percent, down from 4.6
percent. Incomparison, jobsgrowthintheU.S. economy isexpectedto be0.9 percent,
downfrom 1.4 percentin November, and wagesshouldrise 3.9 percent, downfrom4.3
percent.

Minnesota and U.S. Real Wages Per Job
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In 1997, Minnesota real wages per job continued its
unprecedented climb for the second year in a row.
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Labor MarketsWill Get Tighter 1n 1998

Minnesota's outlook for 1998 depends on employers being ableto find peopleto fill
projected job openings. A late January newsarticleindicatesa Twin CitiesBusiness
Monthly Magazine survey of 400 senior executives conducted early last December
found that worker shortagesand rising health care costs have replaced thetax burden
astheir chief concerns. During the past year, Twin Cities jobs have increased 2.0
percent, dightly slower than the statewide 2.2 percent rate. Some analysts, including
Finance Department economists, believethisisattributabletoarel atively tighter labor
market inthe metro area. The February Control forecast assumes employersoutside
the metro area will experience increased difficulty finding people for jobs.
Consequently, 2.0 percent jobs growth statewide could be the maximum possiblein
1998.

Population Growth Slows|n 1997

Finance Department economists believe the expansion of the past few years has been
helped significantly by labor force augmenting migration from the Midwest, from
other states, and from foreign countries. Although foreign migration has continued,
arecent U.S. CensusBureau report indicatesthat for theyear ended July 1, 1997 there
wasadeclinein popul ation growth attributable to people movinginfrom other states.
According to the State Demographer's office, it appears that states supplying new
residentsweredoingwell enougheconomically in 1996-1997 to makeMinnesotal ook
less attractive.

In 1997, Minnesota popul ation growth slowed to 0.8 percent, down from 0.9 percent
theyear before, and 0.2 percentage point lessthan assumed inthe November forecast.
In this decade, population growth has reached 1.2 percent annually. If slower
population expansion continues, labor force constraints on economic growth will be
more important than they havein the past.

The State Demographer's Officereportsthedrop off in migration seemssimilar toone
which began earlier in Wisconsin. Based on that experience, the slowdown will last
atleastafew years. Accordingly, population growth assumed intheforecast hasbeen
reduced from 1.0 percent to 0.9 percent for 1998, and from 1.0 percent to 0.8 percent
in1999. It should be noted that whileadlight uptick in 1999islikely because of Asian
related unemployment ontheWest Coast, thelong term trend estimatefor Minnesota
inaU.S. Department of Commerce study doneafew yearsagois0.8 percent per year.

Reduced population estimates result in slightly lower employment forecasts for the

tradeand servicessectorsfor 1998-1999. Should thesechangesstill seemwarranted
next November, theimpacts for 2000-2001 will be somewhat more significant.
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ExposureToAsia’'sProblems

In the February Control forecast, the combined impact of an arising trade deficit and
investment slowdown coolsthe U.S. economy very sharply in 1999. If this outlook
provescorrect, theimpactson Minnesotawill not beinsignificant. It seemsclear that
overseas demand for some of Minnesota's manufactured goods will be reduced and
firmsherewill faceincreased domestic competition from imports made cheaper by a
now relatively higher valued dollar. Soft Asian demand will also make 1998 crop
prices weaker than they otherwise would be.

A study by the Department of Trade and Economic Development indicates about 35
percent of Minnesota'smanufactured exportsgoto Asia. Thisappearsconsistent with
DRI's conclusion that Minnesota ranks el eventh among the statesin exports to Asia
of all goodsincluding farm products. However, DRI's estimate may below because
it seems to Finance Department economists that agricultural commodities shipped
down the Mississippi are treated as part of Louisianas export base in the U.S.
Department of Commerce data used in the study.

Despite misgivings, no specia adjustment to the forecast was made for Minnesota's
rolein Asiantrade. Finance Department economists decided that it would be best to
let thefallout from the Asian crisisasreflected in the February Control flow through
intothemodel of theMinnesotaeconomy. Thiswasdoneprimarily out of concernthat
thereisnot yet enoughinformationto make successful outsidethemodel adjustments.
However, there is significant potential for error in letting a model handle such an
unusual event. DRI facesasimilar problem in analyzing the national economy, so
Finance Department economists believe the February Control outlook, and its
estimated consequencesfor Minnesota, comewith moreinherent uncertainty thanany
other forecast in recent memory.

Construction

The February Control assumes 1997's relatively high levels of construction
employment will increase modestly through 1999 with office buil ding taking up slack
created by softeningin other markets. According tothe 1998 TowleReport reviewed
inarecent Star-Tribunearticle, Twin Citiesoffice vacancy ratesfell and construction
activity accelerated during 1997. Thereareseveral new buildingsunderway and many
more on thedrawing boards, so office construction seemslikely to speed up thisyear.
Except in outlying areas, however, retail construction is expected to slow in 1998
becausethe market seemscloseto saturation. Industrial construction may also soften
because about one-half thespacebuiltin 1997 isunoccupied. Decliningvacancy rates
andrisingrentsmay |ead to more apartment building by year'send. But, currently, the
Twin Citiesseemsto belagging behind other metropolitan areasinmultifamily starts.

Singlefamily residential building isnot covered by the report. If migration into the
state slows as expected, demand for new and existing homes could soften despitelow
mortgagerates. Finance Department economistsdoubt thereismuch pent-up housing
demand left almost seven years after the last recession ended in March, 1991.
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Selected National Economic Indicators
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Selected National Economic Indicators
GROWTH IN REAL CONSUMER DURABLES SPENDING
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Selected National Economic Indicators
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Selected National Economic Indicators
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Selected National Economic Indicators

U.S. TRADE BALANCE ($1992)
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F.Y.1998-99
CURRENT BIENNIUM SUMMARY

Forecast | mproves By $592 Million

Projected F.Y. 1998-99 revenues have increased by $507 million for the current
bienniumwhile projected expenditureshave decreased by $90 million. These changes,
combined with a $5 million technical adjustment to dedicated reserves increase the
proj ected availablebal anceexpected for theend of theF.Y . 1998-99 bienniumfromthe
$453 million forecast in November to $1.045 billion.

F.Y.1998-99 Budget Summary

($inmillions)
November February
1997 1998 Change

Beginning Balance $1,995 $1,995 $0

Forecast Revenues $20,964 $21,471 $507

Estimated Expenditures $20,669 $20,579 ($90)
Balance Before Reserves $2.289 $2.886 $597
Reserves.

Cash Flow Account $350 $350 $0

Budget Reserve $522 $522 $0

Property Tax Reform Acct $872 $872 $0

Dedicated Reserves $93 $98 $5
Available Balance $453 $1,045 $592

A $418 million increase in expected tax revenues accounts for 80 percent of the
revenuechange, whichis2.1 percent over the November 1997 estimates. Theforecast
forinvestmentincomehasbeenincreased by $75 milliondueto higher-than-anticipated
cash balances. Increasesin other non-tax revenues and other small changes comprise
the remaining net differences.

Total spending for thebienniumisnow estimated at $20.579 billion, a$90 million (less
than 1 percent) decrease from November. Reduced health care and family support
spending ($66 million), lower projected K -12 education costs ($25 million), and other
small changes account for the forecast change.
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Revenue For ecast
F.Y.1998-99

Current general fund resources for the 1998-99 biennium are now expected to total
$21.471 billion, $507 million (2.4 percent) more than was forecast in November.
Economic growthinthelast quarter of 1997 and early 1998 was stronger than forecast
in November and revenues have increased accordingly. Twenty-five percent of the
forecast increase comes from current positive variances in year-to-date revenues.
Although DRI’ s outlook for economic growth in F.Y. 1999 has been reduced since
November, the higher base level of economic activity at the end of the current fiscal
year adds revenues through the remainder of the biennium.

Revenues from the four major taxes are expected to exceed November’ s forecast by
$433 million or 2.4 percent. Asin November, the individual income tax generates
about 75 percent of the additional revenue. The salestax forecast has been increased
by $55 million, the corporateincometax forecast by $43 million, and themotor vehicle
excise tax by $19 million. Other tax and non tax revenues were $74 million (2.7
percent) morethan previoudly forecast.

F.Y. 1998-99 Revenue For ecast

($inmillions)

FY96-97 FY98-99

Biennium FY 98 FY 99 Biennium
Revenues
Individual Income Tax 8,904 4,531 5,184 9,715
SaesTax 5,914 3,216 3,386 6,602
Corporate Income Tax 1,383 781 770 1,551
Motor Vehicle Excise Tax 783 418 398 816
Four Major Taxes 16,984 8,946 9,738 18,684
Other Revenues 1,842 997 972 1,969
Net Non-dedicated Revenue 18,826 9,943 10,710 20,653
Other Resources 777 429 389 818
Current Resour ces 19,603 10,372 11,099 21471

Net non-dedicated revenues for 1998-99 are now projected to grow by 9.7 percent
over F.Y. 1996-97, after taking into account the $500 million tax rebate approved
duringthe 1997 legid ative session. Intheabsence of that rebate, revenueswould have
increased by 12.4 percent. Biennia growth ratesfor theincometax and salestax are
now expected to be 9.1 percent and 11.6 percent respectively.
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I ndividual Income Tax

Individual income tax receipts are now expected to reach $9.715 billion during the
1998-99 hiennium, $317 million (3.4 percent), more than forecast in November.
Estimated tax year 1997 liability was raised by $81 million due to stronger than
anticipated economic growth during thelast quarter of 1997 and continued growthin
withholding tax receipts. That increased liability adds to the base for 1998 and 1999
and accounts for about two thirds of the additional liability forecast for tax year 1998
and virtually al the increased liability in 1999. DRI’s February’s Control forecast
anticipates slower economic growth in 1999 than wasforecast in November.

Thecomposition of incomewasadjusted to be consistent with preliminary resultsfrom
the Minnesotaincometax samplefor 1996. Wageswerefound to be asmaller portion
of the income tax base than projected in November, while capital gains, business
income, retirement incomes, and portfolio incomes (interest, dividends, and rents) al
were larger than anticipated. These changes in the composition of the tax base
increased forecast liabilities in 1997, 1998, and 1999 by increasing the income in
sourceswherefaster than average growthisprojected. Changesinindexingandinfiler
growth ratesalso raised forecast liabilities. Assumed increasesin refinancing reduced
mortgage interest deductions.

After adjustments to incorporate changes in the composition of Minnesota income
observedinthe 1996 sampleweretaken into account, theincometax simulation model
overestimated reported 1996 liability by $14 million. To offset the $14 million gap,
capital gainsrealizationswerereduced. The sample showed capital gainsreaizations
inMinnesotagrowing at aratewell in excess of the U.S. average even after adjusting
for the abnormal local merger and acquisition activity in 1996. This assumes that
Minnesotarealizationswill grow at theU.S. averageratefor tax years 1997, 1998, and
1999.

Technica changes were made which increased the ratio of receiptsto final liability to
level sconsi stent withthose observed during the past threeyears. Thesechangesadded
$23 million per year to theforecast for F.Y. 1998 and each future year. The estimate
of payments by fiduciaries was increased by $5 million per year to reflect recent
experience.

Re-estimation and analysis of the regressions which link simulated withholding to
collections added $26 million to F.Y. 1998-99 revenues. Becausethisisaone-time
shift of revenuesforward, it has no impact on revenuesfor the 2000-01 biennium.

AsintheNovember forecast behavioral impactsrelated to therecently enacted federal
tax bill, other than thoserel ated to capital gains, werenot includedintheforecast. The
impactsof thosechangeswill bedealt withinthefiscal notefor the 1998 federal income
tax conformity bill. No provisionwasmadefor possiblereductionsin statewithhol ding
by individual taxpayerswho will beeligiblefor thefederal child tax credit beginningin
1998.
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Anadyss of fourth quarter estimated tax payments through mid-February gave no
reason to take special action to increase expected 1997 and 1998 capital gains
realizations to take account of possible “unlocking” realizations from long time
portfolio holdings.

Income tax refunds include $475 million in F.Y. 1998 and $25 million in F.Y. 1999
consistent with Department of Revenue estimates of payments to be made under the
1997 property tax rebate program. Theforecast for final paymentsin fiscal 1998 was
not increased for any potential increasein the number of filers caused by the existence
of therebate program, nor wasit increased to account for any declinein the percentage
of taxpayersremitting lessthan full paymentsfor tax year 1997.

SalesTax

Net salestax receiptsare expected to total $6.602 billion during the 1998-99 biennium
up $55 million ( 0.8 percent) from November’ s estimates. Base level revenue for the
most recent quarter wasincreased by $21 million, consi stent with year-to-daterecei pts.
Inaddition, therecei ptsel asticity with respect to the s mulated basewasincreased from
.95t0 1.0, undoing thereductionintheelasticity madein November. Thehigher base
level revenuesand thechangeinthereceiptselasticity explainamost theentireincrease
intherevenues. Therewasamost no changeintherate of growth rateforecast for the
sadestax base. Theforecast for salestax refunds was unchanged.

Corporatelncome Tax

Corporate income tax revenues for the 1998-99 biennium are now forecast to reach
$1.551 hillion, up $43 million (2.8 percent), from levelsforecast in November. DRI
hasincreased the forecast for pre-tax corporate profitsin 1997 and 1998, consistent
with their projections for a stronger U.S. economy. The F.Y. 1998 year to date
revenue variance of $23 million was incorporated into the forecast. The corporate
incometax remainsthe most volatile of the major revenues.

Motor VehicleExcise Tax

Motor vehicle excise taxes are now projected to be $816 million for the 1998-99
biennium, $19 million (2.3 percent) more than previoudly forecast. The variance in
year-to-date receipts of $12 million was the major source of the increased revenues.
Theexpected growthinthevalue of motor vehiclesalesin Minnesotaremained almost
unchanged.
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Other Revenues

Other tax and non tax revenues are now expected to total $1.969 billion, $77 million
(4.1 percent) more than forecast in November. The forecast for investment income
wasincreased by $75 million. Deed and mortgage tax receiptswereincreased by $12
million due to an expected increasein refinancing activity which isaready underway.
I nsurance gross premiums tax receipts were reduced by $28 million consistent with a
changein reported receipts. Changesintheremaining tax and non-tax receiptswere
smal and typically reflected year-to-date variances.
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Expenditur e For ecast
F.Y.1998-99

The February, 1998 expenditure forecast for the current biennium totals $20.579
billion, a $90 million decrease from the comparable estimates in November, 1997.
Changes occur mainly in the education aids, health care and family support, and debt
service estimates.

F.Y. 1998-99 Expenditure For ecast
($inmillions)

— Nov, 1907  Feb 1008 Difference

Estimated Spending by Function

Education/Children & Families $6,853 $6,828 ($25)
Property Tax Recognition $19 $19 $0
Post-Secondary Education $2,377 $2,378 $1
Property Tax Aids & Credits $2,590 $2,590 $0
Other Major Local Assistance $980 $985 $5
Health Care $3,335 $3,281 ($54)
Family Support $553 $540 ($13)
State Operated | nstitutions $892 $892 $0
Legislature, Judicial, Congt. Officers $484 $485 $1
State Agencies Operations & Grants $1,731 $1,732 $1
Debt Service $581 $575 ($6)
Estimated Cancellations ($20) ($20) $0
Subtotal-Major Spending Categories $20,375 $20,285 ($90)
Dedicated Expenditures $294 $294 $0
Total Expenditures& Transfers $20,669 $20,579 ($90)

K-12 Spending Reduced $25 million

Forecast spending on el ementary and secondary education declines by $25 million for
F.Y. 1998-99 from November, 1997 estimates, due to a $13 million decrease in the
general education program, a $13 million decrease in special education, and other
adjustmentstotaling $1 million.

Pupil estimates are reduced from November, reflecting revised 1996-97 school year
data from districts lowering that year's average daily membership totals by 785
students. The effect of the revised figuresislower projections for the two school
yearsintheF.Y. 1998-99 biennium, with F.Y. 1999 pupil estimates down 1,815 from
the November forecast.

The drop in pupil units reduces general education obligations by $15 millioninF.Y.
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1998-99. Earnings from the permanent school fund are higher than anticipated in
November, due to alag in changing the mix of investments in the fund’s portfolio,
saving another $5 million. These decreasesarepartially offset by a$7 millionincrease
in compensatory education and other miscellaneous adjustments, bringing the total
savingsin general education to $13 million.

Spending on special education programs is forecast to decline by a net $13 million
from the November forecast. A $15 million drop in the excess cost program reflects
alower annual growth rate (5.0 percent instead of the 6.5 percent rate used in recent
years).

Health Care Savings Continue

State expenditures for health care in F.Y. 1998-99 are down $54 million from
November estimates. Continuing atrend seen in November, most of the savings are
dueto dower growth in program enrollment. Caseloads for familieswith childrenin
Medical Assistance and General Assistance Medical Care account for $42 million of
the forecast change.

F.Y. 1998-99 Health Car e Spending by Program
($inmillions)

Nov. 1997 Feb.1998 Difference

Medical Assistance:

Long Term Care Facilities $1,145 $1,129 ($16)

Long Term Care Waivers $526 $535 $9

Aged & Disabled Basic Care $676 $671 ($5)

(Including Senior Drug Program)

MFIP & FamiliesBasic Care $622 $601 ($21)
Genera Assistance Medical Care $297 $276 ($21)
Chemica Dependency $68 $68 $0

Total $3,334 $3,280 ($54)

Medica Assistance (MA) MFIP and Families Basic Care costs also decline by $21
millionfrom November estimates, reflecting strong economic conditionsthat continue
to lower enrollment by familieswith children. Health carefor familiesreceiving cash
assistance declines by $8 million and by $31 million for other MA families. These
savings are partially offset by increased service costs that increase MA spending for
non-MFIPfamiliesby $12 million. Other adjustmentsincrease costsby $6 million for
the biennium.
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Other MA changes save anet $12 million for the biennium. Mgjor elementsinclude:

. $13 million in savings due to lower nursing home casel oads;

. $6 million in savings from lower forecast growth for nursing facility and
ICF/MR services,

. $12 million in increased costs due to a 2% increase in the caseload for MA
Developmental Disability Waivers,

. An increase of $3 million for anew Senior drug discount program enacted in
1997 that had been omitted from the November forecast;

. Other adjustments reducing cost estimates by $8 million.

Forecast expenditures for General Assistance Medical Care (GAMC) decrease $21
million dueto lower casel oads.

Family Support Spending Declines

Family Support spending for the F.Y. 1998-99 biennium is projected to be $13
million lower than forecast in November, largely due to technical factors. A
technical adjustment to the Minnesota Family Investment Program (MFIP) forecast
lowersthe projected spending by $16 millioninF.Y. 1999; thisis partialy offset by
$9 million in changes to child support collection estimates. Other MFIP casel oad
related changes reduce the forecast $3 million for the biennium. Minnesota
Supplemental Aid (MSA) expenditures are now forecast $2 million lower.

State spending for MFIP child care assistance programsin F.Y . 1998-99 increases by
$0.4 million, although $5 millionin projected spending al so shiftsbetween fiscal years
dueto technical adjustments.

Debt Service Forecast Falls$6 Million

Genera Fund debt service for the 1998-99 biennium is estimated to be $575 million,
a$6 million decreasefromthe November, 1997 forecast. Thisistheestimated amount
needed during the 1998-99 biennium to fund debt service associated with outstanding
genera obligation bonds, new bondsto be sold for currently authorized projects, and
assumed new capital budget authorizations of $500 million in even-numbered years
and $30 million in odd-numbered years.

There are two main reasons for the decrease in the cost of debt service. First, the
November forecast assumed that the cash flow for future capital budgetswould result
in 20% of the bonds sold thefirst year, 55% the second year, and 25% the third year.
The cash flows used for the February forecast have been revised to assume that 15%
of thebonds are sold thefirst year, 35% the second year, 35% the third year, 13% the
fourth year and 2% thefifth year. Thischangein assumptionsresultsin fewer bonds
being sold thefirst year, reducing the debt service cost for the assumed $500 million
capital budget. Secondly, interest ratesfor future bond salesare marginally lower than
forecast in November.
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Other State Spending Projections Show Minor Increase

Forecasts for al other areas of state spending change only dightly from November.
Estimates of higher education and property tax aids and credits for the 1998-99
biennium are essentialy unchanged. Other magjor local assistance spending in the
Department of Human Services isnow $5 million below the November forecast.

Spending for most state agency operations and miscellaneous grant programs is
governed by appropriations madein the 1997 legidative sessions. Total spending for
stateinstitutions, thelegidative, judicia, and congtitutional officers, and stateagencies
iscurrently projected to increase $2 million for the biennium. Increases of $1 million
for legidative retirement costs and $6 million for interest paid on tax refunds by the
Department of Revenue are partially offset by a$3 million technical adjustment for the
treatment of emergency medical servicesretirement funding, and other miscellaneous
changes.
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FOUR YEAR PLANNING HORIZON
F.Y. 2000 - 01 Budget Planning Estimates

The February forecast also updates planning projections for the following biennium,
F.Y. 2000-01. Itisimportant to recognizethat the planning projectionsare materially
different than theforecast of the budget for the current biennium. The methodology is
different and longer term projections carry a higher degree of risk and an inherently
larger potential range of error than the short term forecast for the F.Y. 1998-99
biennium.

F.Y. 2000-01 revenue projections are based on DRI's Summer, 1997 cycle long

projections and their February, 1998 control forecast. The expenditure estimates
include discretionary inflation increases of 2.5 percent per year.

Biennial Comparison: F.Y.1998-99and F.Y. 2000-01
($inmillions)

F.Y.1998-99 F.Y.2000-01 _ Difference

Beginning Balance $1,995 $2,886 $891
Revenues $21,471 $23,249 $1,778
Expenditures $20,579 $22,187 $1,608

Reserves.

Cash Flow Account $350 $350 $0
Budget Reserve $522 $522 $0
Property Tax Reform Acct $872 $872 $0
Dedicated Reserves $97 367 ($30)

Ending Balance $1,045 $2,137 $1,092

Planning estimates of current law revenues and expenditures for F.Y. 2000-01 are
presented to help budget decision makers identify longer term state finance issues.
Revenueforecastsare based on DRI long term forecasts. Expenditure projectionsfor
F.Y. 2000-01 assume current laws and policieswill continue unchanged, and consider
caseload, enrollment, and other forecast variables in al major program areas. The
estimates do not reflect any potential Governor's supplemental budget recommenda-
tions, nor anticipate any 1998 |legidative action.
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Current law repeals the mgjor components of education finance effective June 30,
1999. Because the state constitution requires that the state provide a “fair and
uniform” education, the forecast assumes an ongoing state financial rolein providing
education services. Planning estimates reflect the continuation of existing programs
and policies.

F.Y. 2000-01 Structural Balance | mproves

A primary purpose for providing out-year planning estimatesisto assess whether tax
and spending decisions made for one biennium will be sustainable in the succeeding
biennium. Oneway of measuring thissustainability istofocuson the state’ sstructural
balance (the difference between current year revenues and expenditures, excluding
prior year balances).

Compared with the November 1997 projections, current estimatesfor the F.Y . 2000-
01 biennium show asignificant improvement inthestate’ sstructural balance. Revenue
increases of $229 million are coupled with lower spending of $33 million, increasing
the structural balance from $300 million to $1.062 billion.

F.Y. 2000-01 Planning Estimates
Change from November 1997 For ecast

($inmillions)
Nov. 1997 Feb. 1998 Difference
Beginning Balance $2,289 $2,886 $597
Revenues $23,020 $23,249 $229
Expenditures $22,220 $22,187 ($33)
Structural Balance $800 $1,062 $262

Thelong-term projections are not intended to predict with any certainty balanced or
unbalanced budgetsin thefuture. The purposeisto assist analysisof how well future
projected revenues and expenditures will match based on trend projections of
Minnesota' s economy and the current structure of government services.
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Revenue Planning Estimates
F.Y. 2000-01

Current resourcesfor the2000-01 hienniumarenow projectedtotota $23.249hillion, 8.3 parcantmore
thenisnow forecast for 1993-99. Thefour mgor taxesareexpeactedtogrow by 10.7 percent, whileother
tax and nontax revenuesareprojectedto dedineby 8.0 percent fromleve sexpected for thecurrent
hiennium. The2000-01 planning esimeteexcsadsNovembe’ setimeteby $229million, (LOperoart).

F.Y. 2000-01 Revenue Planning Estimates

($inmillions)

FY98-99 FY 2000-01

Biennium FYO00 FY 01 Biennium
Revenues
Individual Income Tax 9,715 5,412 5,648 11,060
Sales Tax 6,602 3,524 3,668 7,192
Corporate Income Tax 1,551 768 834 1,602
Motor Vehicle Excise Tax 816 406 419 825
Four Major Taxes 18,684 10,110 10,569 20,679
Other Revenues 1,968 902 910 1,812
Net Non-dedicated Revenue 20,653 11,012 11,479 22,491
Other Resources 818 361 397 758
Current Resour ces 21471 11,373 11,876 23,249

Aswiththe1998-0farecagt dl behaviord impactsof therecantly enactedfederd tax hill areexduded
fromtheplanningesimates TheDepartment of Finenos theDepartment of Revenueandlegidaive St
have agreed that those impacts would be dealt with in the estimates made for the federal update bill.

Thisbhesdineplanningetimateisnatanexplidtforecedt. Itissmply anextrgpalaionof prgectedtrends
intheeconomy. Becauseof theway itiscondructed, any changesinthebeselevd of revenuesfor fiscd
1998 or fiscd 1999will bereflectedintheplanning estimatesfor 2000and 2001. Other thingsegud,
gronger thenantidpated growthineither of thoseyearswill add Sgnificantly torevenuesavailddein
the2000-01 biennium. Smilarly, should theeconomy grow moredowly thenforecest duringthenext
two years, the revenue outlook for 2000-01 will deteriorate.

Theserevenueplanningestimatesareonly aguidetothelevd of futurerevenues notaguarantee. If the
economy remainssrong through 1999, if projectionsof capital gainsredlizationsfor tax years1997 and
1998 areanourate, andif recent technicd adjudmentstotheincomeand sdestax modd saregppropriate
planningetimatesarelikdy tounderesimatefuturerevenues Butif theeconomy falstopaformatthe
leve anticipatedin DRI’ sFebruary Control, or if capital gainsredlizationsfail toreachtheleve
proected, or if thetechnicd adjusmentsweareunnecessaty, theplanning eimatescould overdatefuture
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revenues Adud revenuescouldexceed or fal shart of theplanning esimateshy ssmuchias$L5hillion,
depending on the economy's performance during the next 4 years.

Theprgectedgrowthratefor F.Y . 2000-01 revenuesexceedsthet forecast for the1998-99 biennium.
Revenuegronthratesinthe1998-99bienniumwereunusudly low becauseof severd onetimeevents
whichafectedtax reca pisin 1997 and becauseof theonetimeproperty tax rebeteprovided throughthe
incometax sysemin1998. When comparedtogrowthratesinprevioushiennia, revenuegrowthin
2001-2002 is slightly slower than average.

Edimatesof 2000-01 revenuesarebasad on DRI'sSummer 1997 Cydeand February, 1998, Control
forecasts Nomind growthratesfor key varidblesusadinprojecting tax revenuesfor theyear 2000are
besed ontheFeruary Contral scenario. For theyear 2001, growthrateswerecomputed by multiplying
theaveragered growthratefor eechkey seriescomputed over theentire25year Cydeforecast horizon
by the appropriate inflation estimate for that year taken from the February Control forecast.

DRI extended theforecast horizonfor itsContral forecast to Syears, inOctober, 1996. Becausethere
isnodataontherdiahility of theyear four andyeear fiveContra forecad theDepartment of Financehes
chosento continueto useitspreviousmethodol ogy for preparing revenueplanning estimates.
Department economigswill evaluatethe DRI Contral'syear four andyear fiveprgjectionsthroughout
thebiennium and, after consultation withthe Counail of Economic Advisorsdecide whether they
should become the base for the long term planning estimates in November 1998.

Individua incometax estimateswereprepared usngtheHouselncome Tax SmulaionModd.
Assumedfiler growthinMinnesotawascond gentwithaveragendaiond employment growthinthe
Cydeforecadt. All dementsof taxableincomeandal individud itemized dedudtionswereassumedto
gowathegromthraefor taxablepersond incomeforecast by DRI. Asinthe1998-99hiennium, lower
projectedinflationratesincreasad expectedincometax recaptsthroughlower indexing. Cdendaryear
incometaxlighilitieswereconvartedintofiscd year revenuesusngthesamepropoartionsasforecast for
1999.

Futuresdestax revenueswereestimeted by computing percentagegronthratesfor eech of sevenbroed
categoriesof productsinthesaestax base Thosegrowthratesfor 2000werebased ontheFebruary
Contral. For 2001, theestimatedred growthfrom DRI'sSummer, 1997 Cydeforecagt andinflation
fromtheFeoruary, 1998 Contral forecest wereussd. Thegrowthrateswerethenwea ghted by thefraction
of theexpected 1999 Al estax beseattributabletoeach category of purchases. Thesumof theweaghted
gronthrateswasusad asameeauredt expected growthinthesalestax besefor 2000and 2001 Sronger
real growth in the sales tax base was offset almost entirely by lower projectionsfor inflation.

Corporatetax reca ptsin Minnesotawereesimatedtogrow a thesamerateasthe DRI 'sforecast of
nationd beforetax corporateprofits. Minnesotalsmotor vehideexdsetax collectionsareexpectedto
grow a thesamerateasthenational consumptionof motor vehidesandparts Planningestimatesfor
other tax and non tax revenues were prepared by extrapol ating existing trends.

Itisimposs bleto anticipatetheeconomy'sperformancethreeor four yearsinadvance. Economic
projectionswhichlook thet far intothefuturecan only beextrgpalaionsof higoricd trendsconsdent
withthecurrent shorttermouti ook. Itisimportant toremember that thelongtermrevenueplanning
edimateisonly aguidetowhet revenuesthreeandfour yearsfromnow might be, notaguaranteeof a
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specificlevd of revenues andthat therecan belargepositiveor negetiveearrorsintheselongterm
planning estimates.
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F.Y. 2000-01 ExpenditureProjections

Forecast expenditures for the F.Y. 2000-01 biennium total $22.187 billion, a 7.8
percentincreaseover F.Y. 1998-99. These* planning estimates’ are projectionsof the
cost of continuing current law programs after adjusting for changes in education
enrollment, caseloads in correctional institutionsand human service programs, net tax
capacity, and number of households.

The planning estimates providefor a2.5 percent annual increasein the cost of goods,
servicesand mgjor stategrant programsfor F.Y.2000-01. Thisdiscretionaryinflation
isnot required by current law, but reflectstheimpact of expected priceincreasesonthe
cost of government operations.

F.Y. 2000-01 Expenditur e Planning Estimates

($inmillions)
Forecast Base Discretionary Total
E.Y. 2000-01 Inflation E.Y. 2000-01
Estimated Spending by Function
Education /Children & Families $7,133 $270 $7,403
Property Tax Recognition
Post-Secondary Education $2,315 $88 $2,403
Property Tax Aids & Credits $2,789 $106 $2,895
Other Mgjor Local Assistance $1,012 $38 $1,050
Health Care $3,789 $144 $3,933
Family Support $543 $21 $564
State Operated Institutions $920 $35 $955
Legislature, Judicial, Const. Officers $504 $19 $523
State Agencies Operations & Grants $1,557 $58 $1,615
Debt Service $587 $0 $587
Estimated Cancellations (%20) $0 (%20)
Subtotal-Major Spending Categories $21,129 $779 $21,908
Dedicated Expenditures $279 $0 $279
Total Expenditures& Transfers $21,409 $779 $22,187

The planning estimates for F.Y. 2000-01 are down $33 million from the November
1997 forecast. Thechangesarelargely areflection of the adjustmentsthat occurredin
the current biennium estimates; major changes are explained in the sections bel ow.
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Change from November Forecast
F.Y.2000-01 Expenditure Estimates
($inmillions)

November 1997 February 1998
F.Y. 2000-01 F.Y. 2000-01 Difference

Estimated Spending by Function

Education/Children & Families $7,375 $7,403 $28
Property Tax Recognition
Post-Secondary Education $2,402 $2,403 $1
Property Tax Aids & Credits $2,890 $2,895 $5
Other Major Local Assistance $1,045 $1,050 $5
Health Care $3,972 $3,933 ($39)
Family Support $573 $564 ($9)
State Operated | nstitutions $955 $955 $0
Legislature, Judicial, Const. $523 $523 $0
State Agencies Operations & $1,619 $1,615 ($4)
Grants
Debt Service and Other $607 $587 (%20)
Estimated Cancellations ($20) ($20) $0
Subtotal- Major Spending $21,941 $21,908 ($33)
Dedicated Expenditures $279 $279 $0
Total Expenditures& Transfers $22,220 $22,187 ($33)

School Funding Repealed in F.Y. 2000 Without L egislative Action

Laws 1992, Chapter 499, repeals the major components of general education and
referendum revenue effective June 30, 1999, leaving districts with a potential $1.6
billion shortfall in F.Y. 2000. The repealer includes the basic general education and
referendum leviesfor F.Y. 2000 (the 1999-2000 school year) which are computed in
thefall of 1998. If action isnot taken by the 1998 |legidature to either reinstate these
leviesor replacethemwith an alternativelevy model, school districtswill losenearly all
of their levy proceeds, and the state would need to decide whether to replacethe $1.6
billioninlost levieswith state funds.

Becausethestate’ sconstitution requiresthat education beprovidedtoitscitizens, this
forecast assumes a continuing state role in education finance. Reflecting the
continuation of existing formulas, the planning estimatesfor K-12 educationincrease
$28 million over the November forecast. The net forecast changeis explained by:

. lower pupil estimates saving $25 million;

. a $6 million savings due to decreased costs for funding the training and
experienceindex;

. an increased compensatory education cost of $16 million;
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. projected growth in referenda equalization funding of $38 million, reflecting
recent trends of higher voter approval ratesonlocal referenda; and

. Several other small increasestotaling $4 million, combined with an additional
$1 millionin discretionary inflation.

Health CareEstimatesFall $39 million

Planning estimates for health care decrease $39 million from the November 1997
forecast. Tota spending for F.Y. 2000-01 includes $144 million in discretionary
inflation.

Medical Assistancespending estimatesare$20 millionlower than November. Changes
include:

. $13 million in savings for nursing facility and ICF/MR services due to slower
growthin service costs;

. $8 millionin MA savingsdueto lower costsfor expanding the Elderly Waiver;

. $24 millionin continued savingsfor basic hedlth carefor non-MFIPfamiliesdue
to lower caseload projections;

. $17 millionin higher average costsfor non-MFIP families;

. $8 million in new basic care spending due to anticipated use of MA for school-
based servicesfor children in special education programs;

Spending for General Assistance Medical Care (GAMC) is estimated to fall by $26
million. The change is driven by a $23 million adjustment for lower caseload
projections for families receiving General Assistance benefits. Other adjustmentsto
health care spending net to a$4 million increase since November.

Family Support CostsDecline

Family support spending in the F.Y. 2000-01 biennium is forecast to be $9 million
lower thanin November. Lower projected costsfor Minnesota Supplemental Aid ($5
million) and child careassistance ($9 million) ispartially offset by higher MFIP costs
($5 million) due to reduced projections of child support collections. The lower
estimated spending for child care assistance programsis due to projected declinesin
MFIP casel oads.

Debt Service Savings Reflect Changein Cash Flow Assumptions

Projected F.Y . 2000-01 debt service has been reduced by $20 million from November
planning estimates. Debt service obligations areforecast based upon the planned sale
of general obligation bondsto meet the cash flow needs of current bond authorizations
and future capital budgets. The decrease is mainly the result of revised cash flow
assumptionsfor forecast bond sales. Theforecast continuesto assume $500 millionin
new bond authorizations in even-numbered years and $30 million in odd-numbered
years.
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Minor ChangesOnly in All Other Spending

The remaining changes to the F.Y. 2000-01 spending estimates have only a dight
impact on spending totals. Post-secondary education spending is essentially
unchanged. Property tax aids and credits estimates increase by $5 million over
November, primarily duetorevised cal cul ationsof the cost of the education homestead
credit enactedin 1997. Other major local assi stance spendingisnow projectedto be $5
million higher because of increased group residential housing costs and a $1 million
increasein the estimatesfor the ethanol development subsidy.

Total spendingfor stateinstitutions, thelegidative, judicial, and constitutional officers,
and state agenciesis now forecast $4 million below the November 1997 estimatesfor
the biennium. Savings of $8 million from higher forecast federal reimbursements for
Department of Human Services programs (which offset some agency spending) and
other changes are partialy offset by a $7 million increase in projected tax refund
interest.
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ALTERNATIVE FORECAST COMPARISON
Real GDP (Annual Rates)

o7Ill 971V 98l 981l 98l 98V 96A 97A 98A 99A

DRI Control

(2-98) 31 4.3 2.7 2.3 0.9 1.7 2.8 3.8 2.7 14
Goldman-Sachs 31 4.3 25 15 3.2 2.8 2.8 3.8 29 3.0
(2-98)

Blue Chip 31 4.3 2.3 2.1 2.0 2.2 2.8 3.8 2.6 2.2
(2-98)

AmericanExpress(IDS) 31 43 32 30 26 22 33~ 39 28 26
(2-98)

Merrill-Lynch 31 43 18 17 21 27 28 38 26 25
(2-98)

* 4Q/4Q

GDP Deflator (Chain-Weighted, Annual Rates)

o7Ill 971V 981 98Il 98l 981V 96A 97A 98A 99A

DRI Control

(2-98) 14 15 1.6 2.1 1.9 1.8 23 20 17 109
Goldman-Sachs 14 15 1.7 1.8 1.6 1.9 23 20 17 19
(2-98)

Blue Chip 14 15 1.9 1.9 2.0 2.1 23 20 19 23
(2-98)

AmericanExpress(IDS) 1.4 15 18 20 23 24 23* 18 21* 29
(2-98)

Merrill-Lynch 14 15 07 18 11 18 23 20 13 16
(2-98)

* 4Q/4Q
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FORECAST COMPARISONS

Real Economic Growth
(Annual Percent Changein Real GDP)

1996 1997 1998 1999 2000 2001
Feb 94 DRI Control 21 3.3
Nov 94 DRI Control 2.1 3.0 1.8@ 1.8@ 1.8@ 1.8@
Feb 95 DRI Control 1.7 3.0 1.7 1.7 1.7 1.7
Nov 95 DRI Control 2.1 2.8 1.7 1.7 1.7 1.7
Feb 96 DRI Control 2.1 2.8 1.7 1.7 1.7 1.7
Nov 96 DRI Control 2.4 2.4 2.4 2.0 1.6® 1.6®
Feb 97 DRI Control 25 2.9 2.1 2.1 1.6® 1.6®
Nov 97 DRI Control 2.8 3.8 2.3 2.0 25 1.7%
Feb 98 DRI Control 2.8 3.8 2.7 1.4 2.4 1.7%

Inflation

(Annual Percent Changein Implicit GDP Deflator - 1992 = 100)

Feb 94 DRI Control 2.6 24

Nov 94 DRI Control 2.7 2.8 3.7® 3.7® 3.7® 3.7®
Feb 95 DRI Control 24 2.3 3.20 3.20 3.20 3.20
Nov 95 DRI Control 2.0 1.9 2.1% 2.49 2.1% 2.49
Feb 96 DRI Control 19 17 2.10 2.49 2.10 2.49
Nov 96 DRI Control 21 24 2.3 24 2.6 2.8
Feb 97 DRI Control 20 19 2.3 25 2.7 2.9
Nov 97 DRI Control 2.3 21 20 21 2.3 2.3
Feb 98 DRI Control 2.3 20 17 19 2.2 21

(1) Long-term trend from DRI Cyclelong, Summer 1994 and Winter 1994/95.
(2) Long-term trend from DRI Cyclelong, Summer 1995.

(3) Long-term trend from DRI Cyclelong, Summer 1996.

(4) Long-term trend from DRI Cyclelong, Summer 1997.

(5) Summer 1994 Trendlong Forecast.
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MINNESOTA - U.S. COMPARISON REPORT
Annual Percent Changes

February 1998 Control

1992 1993 1994 1995 1996 1997 1998 1999

Wageand Salary Income

United States 5.6 35 4.9 5.8 59 6.7 6.3 39

Minnesota 7.8 4.0 5.8 6.4 7.8 6.4 6.1 3.8
Implied Annual Wage

United States 5.3 15 1.8 31 3.8 4.3 3.7 3.0

Minnesota 54 1.3 2.7 34 5.5 4.1 4.0 2.8
Non-Farm Employment

United States 0.3 19 31 2.7 2.0 2.3 25 0.9

Minnesota 2.3 2.7 3.0 2.9 2.2 2.2 2.0 1.0
Per sonal Income

United States 5.9 4.6 4.9 6.2 5.6 5.9 5.3 3.9

Minnesota 7.6 3.2 1.2 5.9 1.7 5.7 4.8 3.7
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Comparison of Actual and Estimated Non-Restricted Revenues

Fiscal Year-To-Date, Through January, 1998
($in thousands)

Individual Income Tax
Withholding
Declarations
Miscellaneous
Gross
Refunds
Net

Corporate& Bank Excise
Declarations
Miscellaneous
Gross
Refunds
Net

Sales Tax
Gross
Refunds
Net

Motor Vehicle Excise

Other Revenues
Inherit/Gift/Estate
Liquor/Wine/Beer
Cigarette & Tobacco
Deed & Mortgage
Insurance Gross Earnings
Lawful Gambling
Health Care Surcharge
Other Taxes
General Fund RTC Revenues
Income Tax Reciprocity
Investment Income

Other and Unallocated

Other Subtotal
Other Refunds
Other Net

TOTAL GROSS
TOTAL REFUNDS
TOTAL NET

Forecast
Revenues

2,401,895
520,362
89,800
3,012,056
39,900
2,972,156

386,189
51,245
437,434
62,986
374,449

1,908,121
64,660
1,843,462

236,267

23,690
31,352
91,250
67,174
59,142
32,081
66,137

743
20,591
37,923
58,033
37,980

526,096
12,774
513,323

6,119,975
180,319
5,939,656
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Actual
Revenues

2,448,027
519,012
84,420
3,051,459
46,599
3,004,860

403,512
51,657
455,169
57,632
397,537

1,928,747
63,100
1,865,647

248,484

24,102
31,162
92,134
69,119
48,503
32,499
65,566

600
22,228
37,872
83,098
55,330

562,213
10,079
552,134

6,246,072
177,410
6,068,661

Variance
Act-Fcst

46,132
(1,349)
(5,380)
39,403

6,699
32,704

17,323

412
17,735
(5,354)
23,089

20,626
(1,560)
22,185

12,217

412
(190)
884
1,945
(10,639)
418
(571)
(143)
1,636
(51)
25,065
17,350

36,116
(2,694)
38,811

126,097
(2,909)
129,005
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FACTORSAFFECTING THE INDIVIDUAL INCOME TAX

(Dollarsin Billions)
Calendar Year
1994 1995 1996 1997 1998 1999

Minnesota Non-Farm Tax Base

February 1994 Control 83.460  87.098

November 1994 Control 84.722  88.266 91.982  96.902

February 1995 Control 84.733  88.744 91.190 96.611

November 1995 Control 85120 90.170 94.160  97.766

February 1996 Control 85120  90.490 94.170  97.880

November 1996 Control 84.720  90.720 95,750 100.570 105.170 109.960
February 1997 Control 84.720  90.750 96.410 101.500 106.270 111.140
November 1997 Control 87310 93360 100450 106.250 111.700 116.240
February 1998 Control 87310 93360 100.450 107.250 113.040 116.960

Minnesota Wage and Salary Income

February 1994 Control 61.883  64.403

November 1994 Control 62.562 65.234  68.004  71.395

February 1995 Control 62.649 65.641 68.310 71.447

November 1995 Control 62.844 66.389 69.518 72.278

February 1996 Control 62.844 66.739 69.754  72.680

November 1996 Control 62.737 67.004 71244 74966 78407 82127
February 1997 Control 62.737 67.004 71712 75572 79203  82.961
November 1997 Control 62.899 66926 72146 76.118 80.099  83.793
February 1998 Control 62.899 66926 72146  76.773 81433  84.502

Minnesota Property Income

February 1994 Control 15.027  15.958

November 1994 Control 15442  16.219 16.961  18.013

February 1995 Control 15400 16.315 16.985  17.933

November 1995 Control 15428  16.679 17408 17.994

February 1996 Control 15428  16.653 17.077  17.604

November 1996 Control 15245  16.678 17.084 17987 18925  19.740
February 1997 Control 15245  16.678 17,212 18133 19.011  19.782
November 1997 Control 17.948  19.547 21.053 22300 23196 23.623
February 1998 Control 17.948  19.547 21.053 22265 23112  23.606

Minnesota Proprietors Income

February 1994 Control 6.550 6.737

November 1994 Control 6.718 6.813 7.016 7.494

February 1995 Control 6.831 6.787 6.895 7.232

November 1995 Control 6.845 7.103 7.238 7.490

February 1996 Control 6.845 7.098 7.337 7.597

November 1996 Control 6.741 7.071 7.422 7.617 7.834 8.099
February 1997 Control 6.741 7.071 7.489 7.798 8.056 8.401
November 1997 Control 6.468 6.885 7.251 7.833 8.400 8.821
February 1998 Control 6.468 6.885 7.251 8.017 8.500 8.855
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FACTORSAFFECTING SALES, CORPORATEINCOME
AND MOTOR VEHICLE EXCISE TAXES

(Dollarsin Billions)

Fiscal Year
1994 1995 1996 1997 1998 1999

SALESTAX

Minnesota's Proxy Shareof U.S. Consumer Durable Spending (Excluding Autos)

February 1994 Control 6.672 6.934

November 1994 Control 6.677 7.192 7.236 7.577

February 1995 Control 6.675 7.273 7.308 7.558

November 1995 Control 6.673 7.378 7.764 8.031

February 1996 Control 6.673 7.378 7.729 8.151

November 1996 Control* 6.587 7.286 7.758 8.233 8.601 8.948
February 1997 Control 6.587 7.286 7.758 8.233 8705 9.026
November 1997 Control 6.766 7.39%4 7.802 8.334 8911 9430
February 1998 Control 6.698 7.341 7.767 8.291 8.802 9.226

Minnesota's Proxy Shareof U.S. Capital Equipment Spending

February 1994 Control 9.265 9.794

November 1994 Control 6.754 7.450 7.665 7.702

February 1995 Control 6.755 7.683 8.029 7.935

November 1995 Control 6.744 7.866 8.613 8.763

February 1996 Control 6.744 7.857 8.679 8.971

November 1996 Control 6.403 7.301 8.069 8.757 9.316  9.900
February 1997 Control 6.403 7.301 8.066 8.777 9503 10.154
November 1997 Control 6.342 7.011 7.707 8511 9461  10.148
February 1998 Control 6.342 7.024 7.744 8.518 9.344  10.038

Minnesota's Proxy Shareof U.S. Construction Spending

February 1994 Control 9.960 10.420

November 1994 Control 4.680 4.770 4.813 4973

February 1995 Control 4.680 4.791 4.941 4974

November 1995 Control 4511 4.641 4.830 5.024

February 1996 Control 4511 4.645 4.855 4.916

November 1996 Control 4.525 4.759 4.966 5.105 5243 5.356
February 1997 Control 4.525 4.759 4.966 5.170 5290 5344
November 1997 Control 4.501 4.735 5.015 5.436 5752  6.018
February 1998 Control 4.506 4.746 5.027 5.435 5810 6.066

* Reflects datarevision.
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FACTORSAFFECTING SALES, CORPORATEINCOME
AND MOTOR VEHICLE EXCISE TAXES

(Dollarsin Billions)

Fiscal Year
1994 1995 1996 1997 1998 1999

SALESTAX (Cont.)
Minnesota Non-Far m Per sonal Income

February 1994 Control 96.070 102.000

November 1994 Control 97.810 102120 106.48 111.74

February 1995 Control 97.680 102430 106.84 111.63

November 1995 Control 97.640 104500 10891  113.59

February 1996 Control 97.640 104.340 109.15 113.74

November 1996 Control 97.140 104120 110.87 11594 12193 127.60

February 1997 Control 97.140 104.120 110.85 11714 121.03 12857

November 1997 Control 100.620 107.180 11398 121.14 12768 133.13

February 1998 Control 100.690 107.802 11453 121.70 12873 133.98

MOTOR VEHICLE EXCISE TAX

Minnesota's Proxy Shareof U.S. Consumption of Motor Vehicleand Parts

February 1994 Control 5.103 5.488

November 1994 Control 4.929 5.320 5.322 5.491

February 1995 Control 4.929 5.320 5.322 5.491

November 1995 Control 4.948 5.264 5.479 5.560

February 1996 Control 4.948 5.161 5.324 5.357

November 1996 Control 4.948 5.149 5.310 5.381 5.582 5.806
February 1997 Control 4.948 5.149 5.310 5.290 5.404 5.625
November 1997 Control* 4.603 4.842 5.132 5.123 5.191 5.339
February 1998 Control 4.603 4.842 5.132 5.128 5.293 5.392

CORPORATEINCOME TAX
(Calendar Year)

U.S. Corporation Profits

February 1994 Control 439.9 4711

November 1994 Control 428.5 476.3 465.3 491.6

February 1995 Control 425.6 480.2 460.8 467.7

November 1995 Control 425.6 475.9 477.4 476.7

February 1996 Control 432.0 476.2 472.5 476.6

November 1996 Control* 491.0 576.8 624.6 618.2 642.6 671.4
February 1997 Control 491.0 576.8 624.6 645.3 659.6 677.8
November 1997 Control 535.1 622.6 676.6 7239 7374 762.6
February 1998 Control 535.1 622.6 676.6 7354 756.3 754.3

* Changein definition

52



Minnesota Financial Report

February 1998

F.Y. 1998-99 General Fund Budget

February 1998 For ecast
($in Thousands)

Actual & Estimated Resour ces:
Balance Forward From Prior Y ear

Current Resources.

Net Non-Dedicated Revenue

Individual Income Tax

Sales Tax

Corporate Income Tax

Motor Vehicle Excise

Other Non-Dedicated Revenue
Subtotal Net Non-Ded. Rev.

Dedicated Revenue
Transfersin
Prior Year Adjustments

Subtotal-Current Resources

Total Resources Available

Actual & Estimated Spending by Function:

Education / Children & Families
Property Tax Recognition

Post-Secondary Education

Property Tax Aids & Credits

Other Major Local Assistance

Health Care

Family Support

State Operated Institutions

Legidl., Judicial, Const. Officers

State Agencies Ops. & Grants

Debt Service

Estimated Cancellations

Subtotal-Major Spending Categories
Dedicated Expenditures
Total Expenditures & Transfers
Balance Befor e Reserves

Cash Flow Account
Budget Reserve
Property Tax Account
Decicated Reserves

Budgetary Balance

Biennial

F.Y. 1998 F.Y. 1999 Total
1,994,720 2,242,200 1,994,720
4,531,400 5,183,500 9,714,900
3,215,900 3,385,600 6,601,500
781,000 770,100 1,551,100
417,800 398,200 816,000
996.603 972.805 1,969,408
9,942,703 10,710,205 20,652,908
154,823 139,255 294,078
264,190 239,239 503,429
10,100 10,100 20.200
10,371,816 11,098,799 21.470.,615
12,366,536 13,340,999 23,465,335
3,346,373 3,481,633 6,828,006
18,700 0 18,700
1,185,622 1,192,355 2,377,977
1,211,638 1,378,229 2,589,867
497,086 488,307 985,393
1,568,194 1,712,804 3,280,998
264,596 275,525 540,121
442 611 449,058 891,669
257,613 227,562 485,175
927,003 805,425 1,732,428
255,077 319,638 574,715
(5,000) (15,000) (20,000)
9,969,513 10,315,536 20,285,049
154,823 139.255 294.078
10,124,336 10,454,791 20,579,127
2,242,200 2,886,208 2,886,208
350,000 350,000 350,000
522,000 522,000 522,000
830,000 872,000 872,000
96,669 97,248 97,248
443531 1.044.960 1.044.960
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F.Y. 1998-99 Comparison

February 1998 Forecast vs November 1997 For ecast
($in Thousands)

11-97  2-98 Forecast
Forecast F.Y. 1998-99 $ Difference % Change
F.Y.1998-99
Actual & Estimated Resour ces
Balance Forward From Prior Y ear 1,994,720 1,994,720 0 0.0%
Current Resources:
Net Non-Dedicated Revenue
Individual Income Tax 9,398,100 9,714,900 316,800 3.4%
Sales Tax 6,546,700 6,601,500 54,800 0.8%
Corporate Income Tax 1,508,600 1,551,100 42,500 2.8%
Motor Vehicle Excise 797,400 816,000 18,600 2.3%
Other Non-Dedicated Revenue 1,892,699 1,969,408 76,709 4.1%
Subtotal Net Non-Dedic Revenue 20,143,499 20,652,908 509,409 2.5%
Dedicated Revenue 294,078 294,078 0 0.0%
Transfers In 505,848 503,429 (2,419) -0.5%
Prior Y ear Adjustments 20,200 20,200 0 0.0%
Subtotal-Current Resources 20,963,625 21,470,615 506,990 2.4%
Total Resources Available 22,958,345 23,465,335 506,990 2.2%
Actual & Estimated Spending by Function
Education / Children & Families 6,853,466 6,828,006 (25,460) -0.4%
Property Tax Recognition 18,700 18,700 0 0.0%
Post-Secondary Education 2,377,227 2,377,977 750 0.0%
Property Tax Aids & Credits 2,590,140 2,589,867 (273) -0.0%
Other Major Local Assistance 980,282 985,393 5,111 0.5%
Health Care 3,334,774 3,280,998 (53,776) -1.6%
Family Support 552,552 540,121 (12,431) -2.2%
State Operated Institutions 891,669 891,669 0 0.0%
Legisl., Judicial, Const. Officers 484,175 485,175 1,000 0.2%
State Agencies Operations & Grants 1,731,034 1,732,428 1,394 0.1%
Debt Service 580,977 574,715 (6,262) -1.1%
Estimated Cancellations (20,000) (20,000) 0 0.0%
Subtotal-Major Spending Categories 20,374,996 20,285,049 (89,947) -0.4%
Dedicated Expenditures 294,078 294,078 0 0.0%
Total Expenditures& Transfers 20,669,074 20,579,127 (89,947) -0.4%
Balance Befor e Reserves 2,289,271 2,886,208 596,937
Cash Flow Account 350,000 350,000 0
Budget Reserve 522,000 522,000 0
Property Tax Account 872,000 872,000 0
Dedicated Reserves 92,695 97,243 4,553
Budgetary Balance 452,576 1,044,960 592,384
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F.Y. 1996 - F.Y. 2001 General Fund Budget

February 1998 Planning Estimates

Actual & Estimated Resour ces:
Balance Forward From Prior Y ear

Current Resources:
Net Non-Dedicated Revenue
Individual Income Tax
Sales Tax
Corporate Income Tax
Motor Vehicle Excise
Other Non-Dedicated Revenue
Subtotal Net Non-Ded. Rev.

Dedicated Revenue
Transfersin
Prior Year Adjustments

Subtotal-Current Resources

Total Resources Available

Actual & Estimated Spending by Function:

Education /Children & Families
Property Tax Recognition
School Payment Change (90/10)
Post-Secondary Education
Property Tax Aids & Credits
Other Major Local Assistance
Health Care
Family Support
State Operated Institutions
Legidl., Judicial, Const. Officers
State Agencies Operations & Grants
Debt Service
Estimated Cancellations
Subtotal-Major Spending Categories

Dedicated Expenditures
Total Expenditures & Transfers
Balance Befor e Reserves

Cash Flow Account

Budget Reserve

Property Tax Account

School Aid Reserve

Dedicated Reserves
Appropriations Carried Forward

Budgetary Balance

($in Thousands)

Closing 2-98 Fcst 2-98 PIng Est

F.Y. 1996-97 F.Y. 1998-99 F.Y. 2000-01
1,020,499 1,994,720 2,886,208
8,903,722 9,714,900 11,060,600
5,914,014 6,601,500 7,191,900
1,382,633 1,551,100 1,602,000
782,970 816,000 824,700
1,842 349 1.969.408 1,811,659
18,825,688 20,652,908 22,490,859
276,505 294,078 278,510
483,104 503,429 458,989
18,022 20.200 20.200
19,603,319 21,470,615 23,248,558
20,623,818 23,465,335 26,134,766
6,197,536 6,828,006 7,403,475
494,832 18,700 0
(156,423) 0 0
2,140,028 2,377,977 2,403,014
2,420,701 2,589,867 2,895,245
817,190 985,393 1,049,653
2,845,533 3,280,998 3,933,257
499,725 540,121 564,057
826,983 891,669 954,536
468,567 485,175 522,843
1,425,075 1,732,428 1,614,792
439,415 574,715 587,286
0 (20,000) (20,000)
18,419,162 20,285,049 21,908,159
209,936 294,078 278,510
18,629,008 20.579.127 22.186.669
1,994,720 2,886,208 3,948,097
350,000 350,000 350,000
233,500 522,000 522,000
0 872,000 872,000
113,800 0 0
92,695 97,248 67,460
37,669 N/A N/A
1,167,056 1,044,960 2,136,637
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Comparison: Planning Estimates vs For ecast

February 1998 For ecast
($in Thousands)

2-98 Fcst 2-98 PIng Est
F.Y.1998-99 F.Y.2000-01 | $Difference % Change

Actual & Estimated Resour ces
Balance Forward From Prior Y ear 1,994,720 2,886,208 891,488 44.7%

Current Resources:
Net Non-Dedicated Revenue

Individual Income Tax 9,714,900 11,060,600 1,345,700 13.9%
Sales Tax 6,601,500 7,191,900 590,400 8.9%
Corporate Income Tax 1,551,100 1,602,000 50,900 3.3%
Motor Vehicle Excise 816,000 824,700 8,700 1.1%
Other Non-Dedicated Revenue 1,969,408 1,811,659 (157.749) -8.0%
Subtotal Net Non-Dedic Revenue 20,652,908 22,490,859 1,837,951 8.9%
Dedicated Revenue 294,078 278,510 (15,568) -5.3%
Transfers In 503,429 458,989 (44,440) -8.8%
Prior Y ear Adjustments 20,200 20,200 0 0.0%
Subtotal-Current Resources 21,470,615 23,248,558 1,777,943 8.3%
Total Resources Available 23,465,335 26,134,766 2,669,431 11.4%
Actual & Estimated Spending by Function
Education / Children & Families 6,828,006 7,403,475 575,469 8.4%
Property Tax Recognition 18,700 0 (18,700) -100.0%
Post-Secondary Education 2,377,977 2,403,014 25,037 1.1%
Property Tax Aids & Credits 2,589,867 2,895,245 305,378 11.8%
Other Major Local Assistance 985,393 1,049,653 64,260 6.5%
Health Care 3,280,998 3,933,257 652,259 19.9%
Family Support 540,121 564,057 23,936 4.4%
State Operated Institutions 891,669 954,536 62,867 7.1%
Legisl., Judicial, Const. Officers 485,175 522,843 37,668 7.8%
State Agencies Operations & Grants 1,732,428 1,614,792 (117,636) -6.8%
Debt Service 574,715 587,286 12,571 2.2%
Estimated Cancellations (20,000) (20,000) 0 0.0%
Subtotal-Major Spending Categories 20,285,049 21,908,159 1,623,110 8.0%
Dedicated Expenditures 294,078 278,510 (15,568) -5.3%
Total Expenditures& Transfers 20,579,127 22,186,669 1,607,542 7.8%
Balance Befor e Reserves 2,886,208 3,948,097 1,061,889
Cash Flow Account 350,000 350,000 0
Budget Reserve 522,000 522,000 0
Property Tax Account 872,000 872,000 0
Dedicated Reserves 97,248 67,460 (29,788)
Budgetary Balance 1,044,960 2,136,637 1,091,677
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F.Y. 2000-01 Base, I nflation, Planning Estimates

Actual & Estimated Resour ces:
Balance Forward From Prior Y ear

Current Resources:
Net Non-Dedicated Revenue
Individual Income Tax
Sales Tax
Corporate Income Tax
Motor Vehicle Excise
Other Non-Dedicated Revenue
Subtotal Net Non-Ded. Rev.

Dedicated Revenue
Transfersin
Prior Year Adjustments

Subtotal-Current Resources

Total Resources Available

February 1998 For ecast
($in Thousands)

Actual & Estimated Spending by Function:

Education /Children & Families
Post-Secondary Education
Property Tax Aids & Credits
Other Major Local Assistance
Health Care

Family Support

State Operated Institutions
Legidl., Judicial, Const. Officers

State Agencies Operations & Grants

Debt Service
Estimated Cancellations

Subtotal-Major Spending Categories

Dedicated Expenditures
Total Expenditures & Transfers
Balance Befor e Reserves

Cash Flow Account
Budget Reserve
Property Tax Account
Dedicated Reserves

Budgetary Balance

Base Inflation Total
F.Y. 2000-01 F.Y. 2000-01 Planning Est

2,886,208 0 2,886,208
11,060,600 0 11,060,600
7,191,900 0 7,191,900
1,602,000 0 1,602,000
824,700 0 824,700
1,811,659 0 1,811,659
22,490,859 0 22,490,859
278,510 0 278,510
458,989 0 458,989
20.200 0 20.200
23,248,558 0 23,248,558
26,134,766 0 26,134,766
7,133,707 269,768 7,403,475
2,315,461 87,553 2,403,014
2,788,644 106,601 2,895,245
1,011,355 38,298 1,049,653
3,788,952 144,305 3,933,257
543,456 20,601 564,057
919,680 34,856 954,536
503,793 19,050 522,843
1,557,194 57,598 1,614,792
587,286 0 587,286
(20,000) 0 (20,000)
21,129,528 778,631 21,908,159
278,510 0 278,510
21,408,038 778.631 22,186,669
4,726,728 (778,631) 3,948,097
350,000 0 350,000
522,000 0 522,000
872,000 0 872,000
67,460 0 67,460
2.915.268 (778.631) 2.136.637
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F.Y. 2000-01 Planning Estimate Comparison

February 1998 Forecast vs November 1997 For ecast
($in Thousands)

11-97 PIng Est  2-98 PIng Est
F.Y. 2000-01 F.Y.2000-01 | $Difference % Change

Actual & Estimated Resour ces
Balance Forward From Prior Y ear 2,289,271 2,886,208 596,937 26.1%

Current Resources:
Net Non-Dedicated Revenue

Individual Income Tax 10,855,000 11,060,600 205,600 1.9%
Sales Tax 7,163,300 7,191,900 28,600 0.4%
Corporate Income Tax 1,602,500 1,602,000 (500) -0.0%
Motor Vehicle Excise 817,700 824,700 7,000 0.9%
Other Non-Dedicated Revenue 1,809,052 1,811,659 2,607 0.1%
Subtotal Net Non-Dedic Revenue 22,247,552 22,490,859 243,307 1.1%
Dedicated Revenue 278,510 278,510 0 0.0%
Transfers In 473,617 458,989 (14,628) -3.1%
Prior Y ear Adjustments 20,200 20,200 0 0.0%
Subtotal-Current Resources 23,019,879 23,248,558 228,679 1.0%
Total Resources Available 25,309,150 26,134,766 825,616 3.3%
Actual & Estimated Spending by Function
Education / Children & Families 7,375,534 7,403,475 27,941 0.4%
Post-Secondary Education 2,402,235 2,403,014 778 0.0%
Property Tax Aids & Credits 2,890,087 2,895,245 5,159 0.2%
Other Major Local Assistance 1,044,317 1,049,653 5,336 0.5%
Health Care 3,972,131 3,933,257 (38,874) -1.0%
Family Support 573,398 564,057 (9,341) -1.6%
State Operated Institutions 954,536 954,536 0 0.0%
Legisl., Judicial, Const. Officers 522,843 522,843 0 0.0%
State Agencies Operations & Grants 1,618,593 1,614,792 (3,800) -0.2%
Debt Service 607,618 587,286 (20,332) -3.3%
Estimated Cancellations (20,000) (20,000) 0 0.0%
Subtotal-Major Spending Categories 21,941,291 21,908,159 (33,132 -0.2%
Dedicated Expenditures 278,510 278,510 0 0.0%
Total Expenditures & Transfers 22,219,801 22,186,669 (33,132 -0.1%
Balance Befor e Reserves 3,089,349 3,948,097 858,748
Cash Flow Account 350,000 350,000 0
Budget Reserve 522,000 522,000 0
Property Tax Account 872,000 872,000 0
Dedicated Reserves 61,355 67,460 6.105
Budgetary Balance 1,283,994 2,136,637 852,643
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