Minnesota

Department of Finance
February 1999

Highlights

Economy’s Strength at Close of 1998 Boosts F.Y. 1998-99 Projected Ending
Balance by $282 Million

Net general fund revenues for the 1998-99 biennium are now expected to total
$22.526 billion, $285 million (1.3 percent) more than forecast in November. State
expenditures for the current biennium are now projected to be $3 million more than
previously anticipated. The combined revenue and expenditure changes increase the
expected budgetary balance at the close of the current biennium by $282 million. A
stronger than expected economy during the fourth quarter of 1998 was the source of
much of the additional revenue.

Additional $450 Million Available for Next Biennium

The stronger economic outlook carries on through the end of the next biennium,
raising the revenue forecast by $398 million to $25.036 billion. Revisions to
expenditure projections for the next biennium cut expected spending by $52 million.
The combined revenue and expenditure changes add $450 million to the projected
F.Y. 2000-01 forecast balance. Although the forecast for each of the major tax
sources increased, the income tax provided just over 60 percent of the additional
revenue. Forecast spending for K-12 education was reduced by $63 million to reflect
the sunset of a current program.

DRI Reduces Risk of Recession During 2000-01 Biennium to 30 Percent

In November DRI assigned a 45 percent probability to scenarios containing a
recession during the 2000-01 biennium, and a 55 percent probability to the Control
scenario in which the economic expansion continues into 2002. DRI’s February
outlook is more optimistic. The probability of a recession before 2002 is now at 30
percent and the Control scenario is now assigned a 60 percent probability. A scenario
in which the economy outperforms the Control forecast during the next two years is
given a 10 percent probability.
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BUDGET SUMMARY

Balancefor Current Biennium I ncreasesby $282 Million
Theforecast of general fund revenues has been rai sed by $285 million for the current
bienniumwhile projected spending hasincreased $3 million. Theseforecast changes
increase the expected ending general fund balanceto $1.235 billion.

F.Y. 1998-99 Forecast Change

($inmillions)
Higher Revenues $285
Higher Spending (3)
Total $282

Outlook for 2000-01 Budget |mprovesby $450 Milllion
For the next biennium, revenuesincrease by $398 million and spending estimatesare
reduced by $52 million from November’s projections, adding another $450 million to
the ending balance for F.Y. 2000-01.

F.Y. 2000-01 Forecast Change

(% in millions)
Higher Revenues $398
Lower Spending 52
Total $450
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Higher Balances Availablefor 1999 Rebate and 2000-01 Budget Proposals

With thisforecast the expected avail able balance at the close of the current biennium
is$1.235 billion. Thetotal availableforecast balance through June 30, 2001 is now
$4.056 billion. Legidativeaction on current proposalstoreturnall or part of theF.Y .
1999 balance as atax rebate will reduce the amounts available for tax reductions or
spending increasesin F.Y . 2000-01.

Budget Summary - February For ecast

($inmillions)
1998-99 2000-01
Beginning Balance $1,995 $2,869
Revenues 22,526 25,036
Expenditures 21,652 22,544
Balance 2,869 5,361
Cash Flow Account 350 350
Budget Reserve 622 622
Dedicated Reserves 662 333
Available Balance $1,235 $4,056

Forecast GainsContinueat Lower Levelsin F.Y. 2002-03 Planning Estimates

For F.Y . 2002-03, higher revenuesof $160 million and lower spending of $71 million

combine to produce a forecast gain of $231 million over the November estimates.

That gain increases Minnesota’s general fund structural balance for F.Y. 2003 to $944
million, up $68 million from November’s forecast. The structural balance, or the
difference between current revenues and current expenditures, measures whether
fiscal actions taken in one biennium will be sustainable in the next biennium. The
combination of ongoing tax cuts and spending increases must remain less than $944
million per year if Minnesota’s budget is to remain in structural balance through the
close of the 2002-03 biennium.
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F.Y. 2002-03 Planning Estimates
($inmillions)

November Forecast | February Forecast

F.Y.2002 FE.Y.2003 |, E.Y.2002 FE.Y.2003
Revenues $13,092 $13,526 $13,212 $13,565
L ess: One-time Tobacco (243) (121) (265) (137)
Expenditures 11,979 12,529 11,953 12,484
Structural Balance $870 $876 | $994 $944

Strong Fourth Quarter Growth Changes Economic Outlook

TheU.S. economy finished 1998 much stronger than economistshad expected. Auto

sales and housing starts were particularly strong, and there is no evidence of an
increaseininflation. Much of therest of theworldisinrecession, but U.S. consumers

continue to spend, and spending isincreasing more than enough to offset the drag on

the U.S. economy created by the loss of exports. When the U.S. Department of
Commerce’s fourth quarter 1998 advance estimate of real GDP growth was released
showing growth proceeding at a 5.6 percent annual rate, everyone raised their fore-
casts significantly for 1999 and beyond.

Stronger Real GDP Growth Now Forecast

$ in Billions
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Minnesota’s national economic consultant, Data Resources Inc., (DRI), was among
those making very large forecast changes between November and February. Novem-
ber's DRI Control forecast called for real, inflation adjusted, GDP to grow ata 1.7
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percent annual rate in 1999. In the February Control real growth is projected to
proceed at a 3.4 percent rate, double the rate expected in November.

DRI hasalso changed the inflation outl ook, reducing expected inflation by about 0.5
percentage pointsthrough 2003. Lower projected inflation rates limit growth in the
nominal (current dollar) tax base. Lower inflation, coupled with ashiftinthetiming
of aslight slowdown in the real economy, reduces the impact of the stronger growth
projected for early 1999 on expected revenuesin F.Y . 2000-01.

Little Change In The Outlook For Nominal GDP
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Non-Dedicated Revenuesup $285Millionin F.Y. 1998-99; $398 Millionin F.Y . 2000-01
Unusually strong economic growth in late 1998 and aforecast for continued healthy
growth in early 1999 have combined to raise the revenue forecast for the current and
the coming biennium. The four major revenues account for about 83 percent of the

growth in both the current biennium and in 2000-01.

Revenue Change from November ‘98 Forecast

($inmillions)
F.Y. 1998-99 F.Y. 2000-01
Individual Income $141 $241
Saes 1 23
Corporate 66 32
Motor Vehicle Sales 27 33
Major Taxes 235 329
Other 50 _69
Total $285 $398
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Anincrease in expected individual income tax receipts accounted for about 60 per
cent of the forecast changes in both biennia. Higher base level wages for 1998,
upward revisionsto forecast wagegrowthin 1999, and anincreasein expected capital
gainsrealizationsin tax year 1998 were the primary sources of the additional reve-
nues. Expected corporateincome tax receiptsincreased, consistent with anincrease
in DRI's outlook for pre-tax corporate profits in 1998 and 1999. Net sales tax receipts
in fiscal 1999 were artificially low due to an adverse judgement in a recent court case.

ExpenditureChangesin Forecast Primarily Dueto Technical Adjustments

State spending, including discretionary inflation is projected to be $22.544 billion,
$52 million less than previously forecast. Savings from atechnical correctionto K-12
estimates, lower human services spending, and reduced debt service due to smaller
assumed future capital budgets are partially offset by increases in tax refund interest
estimates and technical corrections to base level spending information for F.Y. 2000-
01 budget planning.

A complete version of the February, 1999 forecast can be found at the Department of
Finance’s World Wide Web site at -- www.finance.state.mn.us
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ECONOMIC SUMMARY

Forecasts are always works in progress, made with full knowledge that they will be

revised each month as more recent evidence on the economy’s progress becomes
available. When the latest economic news is favorable, forecasts are increased, and
when there is a preponderance of bad news, downward revisions to the outlook are
likely. Usually the month’s economic reports contain both good and bad news, and
month-to-month changes in the overall outlook are small.

Recently that pattern has been broken. During the past three months reports on the
U.S. economy have been almost uniformly favorable. An economy many thought
might be burdened by last summer’s stock market sell off, continued weakness in
export markets, and the hint of a credit squeeze, has been performing admirably. Any
final doubts were removed with the release of the fourth quarter 1998 GDP report
which showed real GDP advancing at an annual rate of 5.6 percent. That strong real
GDP growth, and the even stronger growth in fourth quarter final sales exceeded the
expectations of even the most optimistic forecaster. U.S. consumers appear to have
eliminated any lingering doubts about whether they will continue to increase their
spending over the shortterm, and the U.S. economy seems once again to be positioned
for an extended period of growth. Even with regional recessions in Asia and Latin
America, and expectations for slower growth in Europe, the U.S. economy now
appears capable of continuing its record of strong economic growth through the end
of 1999 and beyond.

Minnesota’s national economic consultant Data Resources Inc., (DRI), is among the
forecasters who have made major changes to their outlook in recent months. In
November, DRI forecast that real GDP would grow at an annual rate of 1.7 percentin
1999. For 2000, they projected real growth at an annual rate of 2.3 percent. Now,
following the unusually strong fourth quarter growth, DRI has raised their forecast.
Their February Control forecast for real GDP growth in 1999 is now 3.4 percent,
double November’s estimate. For 2000 expected growth has been reduced slightly to
1.9 percent. The Blue Chip Consensus Forecast has also been raised, although not as
dramatically as DRI's. November’s Blue Chip Consensus for 1999 was for 2.1
percent real growth. Now, the consensus forecast is for 2.9 percent gro@89jn 1

and 2.4 percentreal growth in 2000. DRI has also reduced their inflation forecast. The
CPl is now expected to increase at only a 2.0 percent rate during 1999, and a 2.3
percent rate during 2000, down 0.4 percent each year from November’s forecast of 2.4
percent and 2.7 percent growth for 1999 and 2000, respectively.

Finance Department economists pointed out that a substantial portion of the changes
in the projected growth rate for 1999 is already in the data. The extremely strong
fourth quarter 1998 GDP results raised the base level from which future growth will
occur, lifting the level for all of 1999 noticeably above previous estimates. The
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influence of the strong growth observed in the fourth quarter of 1998 on the forecast

is highlighted when the outlook is examined on afiscal year basis. In November the

Control forecast for fiscal 1999 called for 2.6 percent growth. February’s Control
forecast expects growth a3 8 percent rate for the current fiscal year. However, even

if the economy were to stagnate and there were to be no further growth during the last
half of this fiscal year, the real growth rate for fiscal 1999 would be 3.2 percent, a full
0.6 percent more than was forecast in November.

DRI Raised Its Forecast For Real GDP Growth in F.Y. 1999

Percent
6
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Consistent with the stronger economic outlook DRI has reduced the probability it
assigns to a recession during the coming biennium. In November they assigned a 30
percent probability to a scenario containing a recession beginning in early 1999 and a
15 percent probability to a scenario with a recession beginning midway through 2000.
DRI now notes that the “U.S. economy is showing few signs of an imbalance that
would cause a recession.” As a result they have changed their pessimistic scenario,
moving their recession forecast back to late 1999 and early 2000. That scenario is
currently assigned a probability of 30 percent. Their late recession scenario
(probability 10 percent) contains a recession in 2002, but contains slightly stronger
real growth during the coming biennium.

Members of the Council of Economic Advisors and Finance Department economists
found no argument with DRI's assertion that the U.S. economy continues to be “the
besteconomyin ageneration.” While some were more optimistic than DRI and others
slightly less optimistic, everyone agreed that growth is likely to continue in the near
future. Inflation is expected by all to move higher as oil prices stabilize and then begin
toincrease again, but no one expects a sudden, dramatic surge in prices. Foreign trade
will remain a drain on the U.S. economy, but the council believes that domestic
demand will be more than sufficient to offset those losses. Council members agreed
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that in the absence of a major financial shock or international event the current
expansion should continue on and becomethelongest U.S. expansionin history early
next year.

Council members believed that DRI's assessment of a 30 percent probability of a
recession during the 2000-01 biennium was slightly pessimistic. A sudden drop in
consumer spending, or an acceleration of price increases due to wage growth and
higher import and commaodity prices would raise concerns, but at this point there are
no indications that either is likely to occur in the short term.

Minnesota’s Council of Economic Advisors noted once again that it is appropriate to
build the budget reserve when the economy is strong. Minnesota’s budget reserve is
now $622 million dollars, up significantly from earlier levels, but stillonly 2.7 percent

of biennial spending, well below the long term goal of 5 percent of biennial spending
recommended for the state.
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ECONOMIC OUTLOOK

After lowing down last summer, consumers surprised most forecasters by going on
ashopping binge asthe holidays approached. Retailershad agood Christmas season,
auto sales surged, and demand for househol d furnishings and appliances was strong.
Many economists say the unanticipated spending reflected growing wealth and
confidence.

Early indicationsarethat much of last year'smomentumwill carry over, making 1999
amuch better year than anyone thought possibleafew monthsago. Since November,
DRI has doubled its forecast for 1999 real GDP growth to 3.4 percent while
significantly lowering the probability of arecession. However, theimproved outlook
depends on continued robust household spending.

Recent spending gains reflect an apparent shift in consumer behavior. Strong auto
salessuggest thereisarenewed willingnessto accumul ate debt in order buy bigticket
items. That appearsto be based on consumer’s belief that the current environment of
rising wealth and income, low inflation, low interest rates, and readily availablejobs
will prevail farther into the future than expected afew monthsago. DRI islike other
observersinattributingthechangeinattitudeto thestock market'squick reboundfrom
last summer’s correction. For example, Business Week indicatesthis may bethefirst
time since the 1920s that household spending and the stock market were so closely
linked.

DRI economistsand others, including Federal Reserve Chairman Greenspan, think a
stock market downturn could convinceconsumersthey needtoretrench. A pessimistic
aternative to the February Control has a consumer led recession following loss of
wealth and confidence in a market correction precipitated by declining profitsin a
slumping world economy. That scenario seems credible because last summer’s
experience showed that domestic financial markets are vulnerable to shocks from
overseas. Continued deterioration in key foreign economies worries many analysts
whothink if bad newscomes, itisquitelikely tocomefrom Latin Americaor Asia, or
both.

Finance Department economists believe DRI and other forecasters are justified in
expecting another market correction sometime thisyear. But, a recession does not
havetofollow. Thereisevidencethat wage gainsare now astrong and growing force
behind consumer spending, making the economy less vulnerableto the whims of the
market.

10
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Problemsin Brazil and Japan AreUnresolved

During the past several months, Brazil and Japan have accomplished almost none of
thefinancial reformsneeded torevivetheir faltering economies. Faced withmassive
losses of hard currency reserves, Brazil has been forced to | et the real’s value plunge
while raising interest rates to more than 30 percent. But, a recent article in The
Economist indicates these moves are not long term substitutesfor reducing Brasilia's
large fiscal deficit which frightens investors because of its inflationary potential.
Absent meaningful reform, highinterest ratesneededtodefend what isleft of thereal’s
value have now sent Brazil's economy into a recession which promisesto be severe.
Asaresult, imports from Brazil’s neighbors will decline, slowing growth in most of
Latin America.

Meanwhile, thereis no good news from Japan. An overhaul of the bad-debt ridden
financial systemismoving very slowly. A government economic stimulus package
intended to reversethe economy’sconsumer led freefall isgenerally considered to be
only atemporary substitutefor financial reform. Andthesetimorousmoveshavebeen
badly handled. In December, the goverment seriously miscal culated by announcingit
would financethefiscal packagewith bond sales. The marketsresponded by sharply
raisinglongterminterestrates. Frightened, theMinistry of Financebacked off, though
it offered no substitute plan.

Short of expanding themoney supply, aBusiness\Week articleindi cates Japan hasfew
viable options|left. Fortunately, the Bank of Japan’s recent moveto drive short term
Interest ratesto near zero may mean that it isrel uctantly beginning to monetize Japan’s
enormous debt burden. Largely because of slow and ineffective policymaking, DRI
expects Japanese real GDP to contract some 3.0 percent thisyear, further weakening
other Asian economies asregional trade dwindles.

Without reforms, no one realy knows where the bottom is for these two key
economies, or how much damage their recessionswill do to world trade. Japan and
Brazil are, respectively, theworld's second and eighth largest economies. Sinceboth
are now an increasing drag on major regional markets, U.S. exports to these areas
could be significantly less than DRI expects. Thereis also the possibility of U.S.
financia instability if international investors panicat thelack of reformandfleetothe
safety of Treasury bonds.

TheFed May Not ComeTo TheRescueAgain

Last October and November, the Federal Reserve cut interest rates threetimesin a
psychological moveto stabilizefinancial markets. That worked very well and stocks
rebounded to a new record only four months after the August downturn. But, once
again, stocksareovervaluedrelativetolikely growthin profits. DRI believesanother
correction will occur latethisyear.

11
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Should stocks tumble, there may not to be another easing. Chairman Greenspan’s
recent remarksbefore Congressarewidely interpreted as meaning he doesnot want to
fuel another speculative bubble. His public statements also indicate Dr. Greenspan
remains very inflation wary. Another easing could further stimulate consumer
spending, raising therisk of accel eratinginflation because of very tight |abor markets.

Additional potentiallyinflationary stimulusisalready inthepipeine. Beginninginthe
spring, therewill beadel ayed positiveimpact on spendingfromlastfall’'seasing. This
could save the economy from an unexpected worsening of the trade deficit, amild
stock market downturn, or some other shock. But, if drag does not materialize, the
economy may become strong enough to rekindleinflation. For that reason, DRI and
other forecasters expect the Fed's next move will beto tighten | ate this summer.

Consumption

Real consumer spending grew 4.8 percent in 1998, the best performance since 1986.
Many economists believe the stock market’s rapid recovery is the principal reason
consumershaveignored recordlayoffsin 1998 aswell asgloomy newsfromoversess.
Thisbehavior isremarkable because households are living beyond their incomes.

Disposable Income and Consumption
(Quarter Over Quarter, Previous Year)

Percent
7.5
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For several quarters, consumption has grown faster than disposable income,
sending debt levels up. Economists did not anticipate such exuberant behavior,
which is why their forecasts have been pessimistic.

Spending has been growing faster than disposable income for severa quarters.
Consequently, household debt has reached anew high. AsFederal Reserve Bank of
St. Louiseconomistspoint out, that means househol dsarecommitted torecordlevels
of debt service in the future regardless of whether incomes meet expectations.
Economists cannot fully explain such exuberant behavior, which iswhy their recent
forecasts have been pessimistic.

12
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Many forecasters including those at DRI now suggest consumers are responding to
Increasesin stock market generated wealth. Finance Department economistsbelieve
rising wealth is contributing, but doubt that it alone fully explains recent household
behavior. Only about 10 percent of households own some 85 percent of stocks. Itis
hard to believethat outlays of so few could generate all the recent observed increases
intotal spending which have surprised economists.

Thereal so may belessweal ththan suggested by thereboundin stock indexes. A recent
U.S News & World Report articleindicatesthe S& P 500 hides significant losses. As
of December 30, half of all stocksontheNew Y ork exchange had declined morethan
10 percent for theyear. And Business Week reportsthat just 33 stocks accounted for
more than 75 percent of 1998'sgainsin the S& P 500 index. With gains so narrowly
based, and with so few households holding significant equity positions, economists
should not givestocksaleadingrolein explaining the current shopping splurgeunless
they believe consumersregard themarket indexesasabel lwether for futureeconomic
conditions.

Probably more attention should be paid to wages. Finance Department economists,
who regularly monitor income tax withholding, note that during the past few years
inflation adjusted wages have increased significantly after remaining flat since the
early 1970's. Moreover, wage gains have accelerated during the last year, and have
occurred in most industriesincluding traditionally low wage ones such astrade. So,
It came asno surprisewhen the Wall Street Journal recently reported that for thefirst
timeinmany yearstherearesignificant real wageincreasesamong|ow wageworkers,
minorities, and immigrants.

Wage and Salary Disbursements and Consumption
(Quarter Over Quarter, Previous Year)

Percent
8

L Wage and Salary Disbursements
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Wageshavebeenrising faster than consumption because of steady gainsinjobsand
tight labor markets. For the first time in many years, there are significant wage
increases among low wage workers, minorities, and immigrants.

13
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Thesedevel opments, the consequencesof decliningwelfarerollsandtighteninglabor
markets, must have led to significant increases in spending among low and lower
middleincome househol dswho are numerousenough to generate observabl e changes
inspendingdata. AccordingtotheMarch, 1998 Current Popul ation Survey conducted
by the Bureau of the Census, some 48 million of thecountry’s 103 million households
have annual money incomelessthan $35,000. Risingwagesand steady jobsinanear
record length expansion should make these households more willing and able to
borrow. Intheview of Finance Department economists, that coul d account for recent
rapid gainsin consumption which werein part financed by record debt levels.

If thisistrue, then DRI and other forecasters should be more concerned about asharp
rise in the unemployment rate. That could easily happen if something causes
employersto cut back hiring since layoffs are already occurring at arecord pace as
firmseverywherecontinuerestructuring, and asmanufacturersreducetheir workforces
inresponseto falling exports and rising imports.

Even if nothing has been overlooked, there is a considerable lack of precision in
econometricians measurements. DRI and other analystsdo not haveareliableway of
linking consumer behavior to household wealth, incomes, and other variables. For
exampl e, current econometric estimatesof additional annual spendingper extradol lar
of wealth vary widely from 2.5 cents to twice that amount, indicating spending
forecasts are subject to considerable uncertainty.

| nvestment

Goldman-Sachseconomistssay real busi nessinvestment hasincreased at a9.5 percent
averageannual rateduring the past six years. But it would appear asthough oneof the
strongest capital spending booms since the end of World War 11 is winding down.
DRI's February Control scenario has business investment spending growth slowing
from 11.9 percent in 1998 to 8.4 percent in 1999, and to 4.3 percent in 2000. Inthis
view, theslowdownisinevitablebecausemanufacturing capacity utilizationisat afive
year low and falling, profits will weaken in 1999, and Y 2K costs are exceeding
expectations. Asaresult, some capital expansion plans are being scaled back, and
somemoney intended for new plant and equipmentisbeingdivertedto Y 2K problems.
Itisalso likely that after years of dealing with tight labor markets, many firms are
running out of waysto substitute capital equipment for hard to find workers.

Mild weather in 1998 helped the housing sector set new records for sales of both
existing and new homes. Y ear-end saleswere so strong that i nventoriesof new single
family units reached all-time lows. But, the weather was only partly responsible
becausetheunderlying fundamental swereal sovery good. DRI’sproprietary housing
affordability index indicatesdeclining mortgagerateshavereduced the cost of buying
anew houseto itslowest point since 1972. That, plusthe strong economy hasledto
rising home ownership and expanding demand for larger homes and second homes.
DRI expects 1999 will beanother good year for housing becausebuilderssay they will

14
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replace depleted inventories and because arecent University of Michigan consumer
survey indicated 89 percent thought it was agood time to buy another house.

Brisk auto sales and a strong Christmas season prevented a buildup of unwanted
inventories. Lack of excessivestocksshould keep new ordersfor goodsstrong during
early 1999. Later in the year, the February Control scenario assumes there will be
some extra stocking as ahedge against supply disruptions caused by Y 2K problems.

Government

When its budget moved into surplus in 1998, the federal government became a net
supplier of fundstothefinancial marketsfor thefirst timesince 1969. DRI expectsthe
federal surpluswill gradually decline from $117 billion in 1999 to about $70 billion
in2001 becauseof tax cuts, reduced capital gainsrealizations, and spendingincreases.
The February Control assumes that much of the federal surplus will be used to pay
down the national debt and that discretionary spending primarily for defense will
exceed the caps established by the 1997 Balanced Budget Act. State and local
governments are in surplus also, so there will be no net government borrowing, a
significant factor in the outlook for continued relatively low interest rates in the
Control scenario.

However, DRI warnsthat arecession could easily changethefedera, state, andlocal
government’ sfiscal outlook. Their pessisimic scenariosindicateaslumpintheU.S.
economy would eliminate most of the projected government surplusover theforecast
horizon going out to 2003.

I nter national

After raising interest rates to more than 30 percent and spending some $45 billionin
hardcurrency reservesinanefforttodefenditscurrency, Brazil first devalued andthen
let the real float downward in January. Brazil’s actions seemed to surprise U.S.
Treasury officialsand renewed concerns about theinternational financial system and
the world economy. As a result, Latin Americas problems may dominate the
international economicnewsin1999just asAsiasdidlast year. TheFebruary Control
assumesthat whilethe Brazilian government and the I nternational Monetary Fundare
unableto abate the unfolding crisis, no global financial panic results.

Brazil, Latin America'slargest economy, isnow inapotentially seriousrecession. As
the recession devel ops, economists believe Brazil’s large market will absorb fewer
importsfromitsneighbors, weakeningtheir economies. Argentinawill beparticularly
hard hit. The U.S. trade deficit will worsen as aresult since some 20 percent of our
exportsareto Latin America, though only about 2 percent areto Brazil itself.

Newsof thedevaluedreal anditsfloatingaday |ater briefly unsettledfinancial markets

which had calmed as some Asian countries seemed to get afew of their immediate
problemsunder control. DRI reportsthat during thelast few monthsfinancial markets
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in Korea, Thailand, and the Philippines have been more stable and exporters are
getting working capital needed to increase production.

However, maor structural problems still exist in the Asian region. While Japan’s
difficultiesare well known, Chinasreceiverelatively little mediaattention. China’s
problemsare similar to Japan'sthoughitseconomy isstill growing. Chineseofficials
continueto deny they will devaluetherenminbi. But DRI believesadevaluationwill
occur in late 1999, possibly setting off a new round of internationa financial
instability. Some economistsdoubt therewill be adevaluation because Chinaneeds
to stimulate domestic demand, not its export sector which is generally the low cost
producer in world markets. Thisview issupported by arecent BusinessWeek article
describing the Chinesegovernment’seffortsto stimulate theeconomy by spendingon
infrastructure.

Monetary

Brazil's problems quickly diverted media attention from the euro's successful
introduction on January 1. It will be years before economists know the full
implications of the most ambitious monetary experiment since the Bretton Woods
agreement in 1945. But eventhough thinking about theimpactsisinitsinfancy, some
things seem clear.

TheU.S. hasmoreto gainfromtheeuro’'ssuccessthanitsfailure. Europeanfirmswill

realize significant savingsfrom eliminating currency conversion costs and exchange
rate risk, making them more competitive in world markets. As a result, analysts
believe some sales by U.S. firms will be lost to European rivals, but the losses are
likely tobemorethanfully offset by increased exportsto afaster growing Continental

economy.

Successfor theeuro meansthat, over the next several yearsit will jointhedollar asthe
world’ ssecond major reserve currency held by central banks and other financial
institutionsfor usein international transactions. At present, Newsweek reports about
one-half of world tradeisdenominated in dollars.

A successful eurowould end European fragmentati onwhich kept thepound, themark,
the French franc, and others from becoming significant competitors of the dollar as
reserve currencies. The principal problem was that the economies of the separate
countriesaretoosmall to credibly back alargenumber of outstanding potential claims
for goodsand servicesby foreigners. Incontrast, the 11-country European Economic
Unionisapproximately thesizeof theU.S. inproductivecapacity. That, theoretically,
should makeforeignerswilling to hold large quantities of eurosprovided thereareno
excessive exchangerate risks.

If theeuro becomesestablished, U.S. monetary policy will beaffected. Insetting U.S.

interest rates, the Federal Reserve will need to coordinate with the new European
Central Bank if it wantsto avoid exposing international transactions to the risks of
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instability in the euro-dollar exchangerate. Because of the Union’simportance asa
U.S. export market, theeuro-dollar exchangeratewill beamorecentral consideration
than were separate rates with nearly a dozen smaller countries each pursuing
independent monetary policies. Ineffect, acertain amount of independencein setting
U.S. monetary policy will belost.

Analysts are beginning to think about the consequences of the euro’s failure. What
seems the most immediate risk isthat the euro will beinitially accepted asareserve
currency only to have something to go wrong which causes it to be abandoned for
dollars. A flight to safety in dollars and dollar denominated assets could destabilize
U.S. financial markets. In December, DRI included this scenario in a pessimistic
alternativeto its Control scenario for thefirst time.

The new European Central Bank’s first test may not be long in coming. Growth is
slowing sharply in Germany because of slumping export sales. AccordingtotheWall
Street Journal, German|eadershavecalledfor aninterest ratereduction. Butlowering
rates would drive investors out of the euro, contrary to what analysts believe isthe
Bank’ sprimary objective at thistime.

I nflation

Inflation is very much subdued with consumer pricesrising just 1.6 percent in 1998,
the smallest annual increase since 1965. While not good for producers, weak oil and
farm priceshavehad amgjor roleinrestraining increasesinthecost of living. And by
preserving the purchasing power of wage gains, low inflation is contributing
significantly to strong consumer spending.

However, wage gains have accelerated as the unemployment rate has dropped,
strongly suggesting that inflationisnot dead. Priceincreasesshould speed upin1999
as now very tight labor markets push wages upward even faster. If that happens,
economistsdo not believe astill inflation conscious Federal Reserveislikely to pre-
emptively lower interest ratesagaintheway it did in 1998 should financial instability
develop, or if thetrade deficit grows unexpectedly.
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MINNESOTA OUTLOOK

The new Minnesota outlook reflects DRI’s February Control scenario as well as
additional historical datafor 1998 which hasbecome availablesincethelast forecast.
A full twelve months of preliminary data shows Minnesota’s payroll employment
increased 2.5 percent in 1998, the same asforecast in November. Using preliminary
datafrom 1998'sfirst two quarters, total wagesarenow forecast torise 7.6 percent, up
fromNovember's6.6 percent. FortheU.S., DRI estimates 1998 employment will rise
2.5 percent, the same as in November. Total U.S. wages are expected to rise 6.7
percent, up slightly from 6.6 percent previously.

In 1999, Minnesota jobs are projected to rise 1.9 percent, compared to 1.4 percent
forecast in November. February’sforecast isfor total wagesto increase 5.5 percent,
up from 5.1 percent. In comparison, DRI expects U.S. employment to increase 2.0
percent, up from 1.3 percentin November. Total wageswill rise 6.0 percent, up from
5.4 percent.

If the national February Control scenario comes true and Minnesota tracks it as
Finance Department economists expect, a slowdown will begin later this year and
extend into 2000. Statewide employment will expand by 1.3 percent in 2000 while
total wages rise 4.6 percent. However, this outlook is contingent upon employers
being abletofindenoughworkerstofill availablejobs. Continuationof currently tight
labor market conditions makes the outlook subject to additional uncertainty which
cannot be quantified.

Real Wages Per Job, U.S. and MN
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In both the U.S. and Minnesota, real wages per job are forecast to continue their
unprecedented three year surge. This outlook assumes firms will be able to
generate revenues needed to pay higher wages.
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Minnesota Real Wages

In 1998, Minnesota real wages per job followed the U.S. in continuing an
unprecedented steep climb for the third year in arow. Since thelast quarter of 1995,
thismeasure hasincreased 11.0 percent in Minnesotacompared to 7.9 percent for the
U.S. Finance Department economists believe that performance reflects the tightest
labor markets since the 1960's.

The February Control forecast isfor rapid increasesin real wagesthrough the end of
2001 in both the U.S. and Minnesota. This depends on continued labor market
tightnessand low inflation. But, perhaps moreimportant, the outlook assumesfirms
will be ableto generate sufficient revenuesto pay higher wages.

Taconite

Last year's news of surging steel imports from Japan and Russia caused widespread
concern about potential cutbacks in Minnesota taconite production. Although the
Japanese have apparently reduced their shipments recently and Russia has promised
to, the outlook isnot clear because changesin domestic steel production trickle down
todemandfor Minnesotataconiteonly after alonglag. Inventoriesof oreandfinished
product as well as the availability and price of minimill products and foreign ore
greatly complicatetherelationship between thetaconiteindustry and steel producers.

Currently, Finance Department economiststhink Minnesotataconite production this
year is likely be 10 to 12 percent less than in 1998. That would trandate into a
somewhat smaller decline in the workforce through layoffs and attrition. These
assumptionswere built into the February forecast though they could be pessimisticif
the U.S. economy turns out to be as strong as DRI expects.

Manufacturing

The U.S. manufacturing sector has been hard hit by the worldwide economic slump.
As exports dipped, and overseas devaluations led to rising imports, U.S.
manufacturers reduced their workforces on a seasonally adjusted basis by about
240,000 jobs or 1.3 percent sincefirst quarter, 1998. DRI isforecasting that |osses
will continue at |east through the end of 2001.

Over the same historical period, Minnesota manufacturing employment has
experiencedonly a0.2 percent decline, which hasleft thejobsnumbersessential ly flat.
Finance Department economistsexpect thesamefor thefuture, with neither significant
overall gainsor lossesthrough 2001.

The forecast implies that Minnesota's share of total U.S. manufacturing jobs is
projected to rise much as it hasin the past as U.S. employment shrinks. Over the
forecast horizon, this performance makes an important contribution to jobs and
incomes. Clearly thereissomeriskinan outlook which sayslocal manufacturing will
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survive better than its national counterpart in an environment of intensifying
International competition which could change historic trends.

Agriculture

Minnesotafarmers are expected to face adifficult year in 1999. Brazil’sdevaluation
will allow it totakealarger share of theworld soybean market, and soybean pricesare
likely toremain at or near 20 year lows. USDA's chief economist isnow forecasting
that new crop soybeans might be priced as low as $4 per bushel during next fall’s
harvest. USDA isalso estimating that lower commodity pricesbrought on by reduced
world demand and global competitionarelikely to reducegrain and soybean farmers
1999 incomesto levelsas much as 25 percent below their 5 year averages. Livestock
and poultry farmerswill benefit from lower grain prices, but current market pricesfor
hogswill continueto depressincomesinthat sector. The Minnesotaforecast includes
no federal disaster relief payments in 1999, athough it does include a further
acceleration of production flexibility contract payments.
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Sdlected National Economic Indicators
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Sdlected National Economic Indicators
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Sdlected National Economic Indicators
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Sdlected National Economic Indicators
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Forecast Update and Outlook

F.Y. 1999 Ending Balance Now Estimated At $1.235 billion

Projected F.Y . 1999 revenues and other resources haveincreased by $285 millionfor
the current biennium while projected expenditures have increased by $3 million.
Together, these changes increase the projected available balance for the biennium
from the $953 million forecast in November to the current forecast of $1.235 billion.

F.Y.1998-99 -- Current Biennium

Changefrom November 1998 Estimates
($inmillions)

November February Difference

Beginning Balance $1,995 $1,995 $0
Revenues 22,241 22,526 285
Expenditures 21,649 21,652 3
Cash Flow Acct 350 350 0
Budget Reserve 622 622 0
Property Tax Reserve Acct 330 330 0
Tax Reform & Reduc Acct 200 200 0
Dedicated Reserves 132 132 0

AvailableBalance $953 $1,235 $282

An increase of $234 million in the four major taxes accounts for 82 percent of the
revenueincrease. Of thisamount, $141 million comesfrom higher individua income
tax collections. Estimated F.Y . 1999 spendingisup $2.5 million from the November
forecast.

F.Y. 2000-01 Budget Forecast

This section contains estimates of revenues and expenditures for the F.Y. 2000-01
budget that will be enacted thissession. Tota F.Y. 2000-01 forecast revenuesare up
$398 million from the November estimates. Projected individual incometax collec-
tions account for over 60 percent of thisincrease.

Expenditure estimates fall by $52 million in the February forecast, including $63

millionintechnical correctionsandforecast changesin K-12 education, a$15million
declinein health care, and a$14 million decrease in debt service. These savingsare
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partialy offset by higher projected spending in state agency operations and other
spending areas, including a$17 million increasein tax refund interest.

F.Y. 2000-01 For ecast
Changefrom November 1998 Estimates

($inmillions)
November February  Difference

Beginning Balance $2,587 $2,869 $282
Revenues 24,638 25,036 398
Expenditures 22,596 22,544 (52)
Subtotal - Forecast Changes $450
Cash Flow Account 350 350 0
Budget Reserve 622 622 0
Tax Reform & Reduc Acct 200 200 0
Dedicated Reserves 133 133 0
Ending Balance $3,324 $4,056 $732

TheF.Y.2000-01 revenue forecastis based on DRI's February 1999 Control forecast.
For planning purposes, revenues are projected based on current tax laws and rates;
expenditure projections include discretionary inflation increases of 2.5 percent per
year.

F.Y.2002-03 Planning Estimates

The projected ending balance in F.Y. 2002-03 is up $963 million from the November
forecast, of which $732 million is the balance from the prior fiscal year (that would
not be available if used in F.Y. 2000-01 for tax cuts or new spending). Only $231
million of this balance reflects changes in F.Y. 2002-03 revenues and expenditures.
State revenues for the period are now expected to be $160 million higher than pro-
jected in November.

Projected spending for F.Y. 2002-03 is down $71 million from the November
estimates, largely reflecting similar technical corrections and forecast adjustments to
those made for F.Y. 2000-01. Significant variances from this pattern occurred in
health care, which increases $20 million, and debt service, which is forecast $45
million lower, largely due to the change in assumptions about the size of future capital
budgets. Relatively small changes in forecast costs in other areas, including a $2
million decrease in estimated discretionary inflation, account for the remaining net
difference in spending.
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F.Y. 2002-03 Planning Estimates
Changefrom November 1998 For ecast

($inmillions)
November February  Difference

Beginning Balance $4,629 $5,361 $732
Revenues 26,617 26,777 160
Expenditures 24,508 24,437 (71)
Subtotal - Forecast Changes $231
Cash Flow Account 350 350 0
Budget Reserve 622 622 0
Tax Reform & Reduc Acct 200 200 0
Dedicated Reserves 133 133 0
Ending Balance $5,433 $6,396 $963

Planning estimates of current law revenues and expenditures for F.Y. 2002-03 are
presented as part of budget development to identify longer term impacts. Revenue
planning estimates are based on DRI long term forecasts for calendar years 2001-
2003. Expenditure estimates assume current laws and policies updated for casel oad,
enrollment and other forecast variables in all major program areas. Expenditure
estimates also include the potential cost of discretionary inflation of 2.5 percent per
year. The estimates do not reflect the Governor’s budget recommendations, nor
anticipate any legidlative changes.
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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
$22.526 billion, up $285 million, (1.3 percent), from November’s forecast. The
surprisingly strong economic growth reported for the fourth quarter of calendar 1998
and further improvements in the economic outlook for the first half of calendar 1999
explain much of the addition to the forecast. About one third of the forecast increase
comes from the current positive variances in year-to date revenues.

Revenues from the four major taxes are expected to exceed November’s forecast by
$234 million, with the individual income tax providing $141 million or about 60
percent of the total increase. Net corporate income tax receipts are expected to be up
by $66 million from November’s levels, while the motor vehicle sales tax is up $26
million from previous estimates. The sales tax was almost unchanged, increasing by
$1 million. Other tax and non tax revenues were $46 million more than forecast in

November.
F.Y. 1998-99 Revenue For ecast
($in millions)

FY96-97 FY98-99

Biennium FY 98 FY 99 Biennium
Revenues
Individua Income Tax 8,904 4,747 5,137 9,884
SalesTax 5,914 3,252 3,415 6,666
Corporate Income Tax 1,383 752 774 1,526
Motor Vehicle Sales Tax 783 445 461 906
Four Mgjor Taxes 16,984 9,195 9,787 18,982
Other Revenues 1,842 1,063 1,090 2,153
Tobacco Settlement -- -- 461 461
Net Non-dedicated Revenue 18,826 10,258 11,338 21,596
Other Resources 777 486 444 930
Current Resour ces 19,603 10,744 11,782 22,526

Net non-dedicated revenues for the 1998-99 biennium are now projected to grow by
14.7 percent over 1996-97 biennial levels, after taking into account the property tax
rebates approved in the 1997 and 1998 legislative sessions. After adjusting for
revenues attributable to the tobacco settlement growth over the previous biennium is
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now expected to be 12.4 percent. Biennial growth rates for the income tax and the
salestax are now expected to be 11.0 percent and 12.7 percent respectively.

Individual Income Tax

Individual income tax receipts for the 1998-99 biennium are now forecast to total

$9.884 billion, up $141 million (1.5 percent), from November’s forecast. Much of
this change will come through higher than previously projected settle-up payments
accompanying tax year 1998 individual income tax filings and lower than projected
tax year 1998 refunds. The year to date positive variance for the income tax is $36
million. However, it now appears estimated tax payments processed through February
will exceed November's forecast by more than $70 million, $37 million more than at
the end of January.

Higher wages were the source of nearly one-half of the forecast increase. Tax year
1998 wages are now believed to have grown at an annual rate of 7.6 percent, a full 1.0
percent more than forecast in November. Preliminary data on Minnesota wages
during the first two quarters of 1998 provided by the U.S. Department of Commerce,
and withholding tax receiptsigport that revision to 1998 wage growth. A further
increase in the projected economic growth rate for early 1999, coupled with the higher
wage base produced by the economy’s strong fourth quarter growth, creates further
wage and withholding tax receipt growth in early 1999 beyond that forecast in
November.

Much of the remaining increase in individual income tax revenue came from a
change in the forecast of capital gains realizations. Fourth quarter estimated tax
payments now are known, and they exceeded November’s estimates by more than $70
million. While there are a number of possible explanations for the increased
payments, a larger than previously projected increase in 1998 capital gains realizations
was considered to be the most likely, and the realizations forecast was raised
accordingly. Capital gains are now projected to grow at a 20 percent rate in 1998, up
from the 14 percent growth rate used in the November. Preliminary evidence from the
1997 sample of Minnesota tax returns indicated that 1997 capital gains realizations in
this state grew at a 33 percent rate, slightly below the 40 percent rate observed
nationally. In this forecast the national growth rate for 1997 was used to set the base
level of realizations from which 1998 growth would proceed. This further increased
expected capital gains realizations for 1998.

Even though stock market averages continued to grow in 1998, there is no guarantee
that capital gains realizations kept pace. A Finance Department analysis of capital
gains distributions from the nation’s largest mutual funds, for example, found that
distributions actually declined by 16 percent from levels observed in 1997, and last
summer’s dip in the stock market and the continuing volatility in individual stocks has
created an environment where traders may have losses to offset some or all of their
realized gains. Net capital gains realizations now appear to have nearly tripled since
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1994, and it would not be surprising if the growth rate of realizations slowed
dramatically or evenfell inthefuture. Capital gains have grown to almost 10 percent
of taxableincomein recent years, and their volatility increases the uncertainty of the
revenueforecast.

The large increase in estimated tax payments could not be fully explained by the
increase in capital gains. Growth rates for pension incomes and IRA distributions

were a so increased by small percentagesfrom the growth rates used in November to
raisefinal liability to alevel morein keeping with observed estimated payments. In
addition, anoff-model adjustment whichadded $18 millionto partnershipincomewas

made. Farm income for 1998 and 1999 was decreased from November's levels
reflecting reports of weaker farm incomes and USDA'’s lower forecast for farm
income in 1999. No federal disaster relief package is assumed to be available in 1999.
With the exception of capital gains, adjusting the composition of 1997 income to be
consistent with the preliminary sample results created no major changes in the
forecast.

Technical changes, including a change in the ratio of final receipts to final liability and

a slightrevision in the timing of estimated tax receipts added $16 millionto F.Y. 1999
revenues. Property tax rebates totaled $435 million in F.Y. 1998 and are assumed to
total $450 million in the current fiscal year. The total property tax rebate is assumed
to be paid out over four fiscal years and is expected to total $899 million.

Sales Tax

Net sales tax receipts for the 1998-99 biennium are now expected to reach $6.666
billion, $1 million more than forecast in November. A $2dlion increase in
projected gross sales tax receipts is almost completely offset by a $23 million
projected increase in sales tax refunds. Much of that increase in sales tax refunds was
attributable to a single court decision and is non-recurring. Gross sales tax receipts for
the fourth quarter of calendar 1998 were $14 million below the level forecast in
November.

Projected growth rates for spending on consumer durables, business equipment, and
construction, were the source of the additional sales tax revenue. DRI's February
forecast shows stronger growth for all three of these components of Minnesota’s sales
tax base. Spending growth on the remainder of the items included in the sales tax base
remained close to the rates anticipated in November. Sales tax receipts fb®Scal

were increased by $9 million to reflect a change in filing status for some small firms
with rapidly growing sales. As taxable sales exceed certain threshholds, annual filers
are required to file quarterly and quarterly filers are required to file monthly. By
accelerating payments, these changa8nig status result in a one-time revenue gain

to the state.
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CorporateFranchise Tax

Net corporate incometax receiptsfor the current biennium are now estimated to total
$1.526 billion, $66 million (4.6 percent) more than forecast in November. Much of
that additional revenue hasalready been collected. Y ear to date corporateincometax
receipts exceed levelsforecast in November by $45 million.

Expected F.Y. 1999 corporate income tax refunds were reduced by $14 million, to

reflect changes in the timing and composition of the payments required under the

Rural American Bank case. DRI's forecast for tax year 1998 corporate profits was
revised up by 2 percent to be consistent with the stronger economic growth reported
in the fourth quarter.

Motor Vehicle Sales T ax

The sales tax on motor vehicles is now projected to total $906 million during the
1998-99 biennium, $26 million (3 percent) more than forecast in November. Sales of
light vehicles surged during November and December accounting for 2.1 percentage
points of the 5.6 percent growth in real GDP observed in the fourth quarter.
Forecasters suspect that a significant portion of that growth was encouraged by GM’s
rebate program and borrowed from the future. But, even taking that into account the
stronger income growth now forecast is expected to move auto sales for the remainder
of the fiscal year above levels forecast in November.

Other Revenues

Other tax and non-tax revenues, other than the tobacco settlement payments are
expected to total $2.153 billion during the current fiscal year, up $46 million (2.2
percent) from November’s estimates. Tobacco settlement payments totaling $461
million have been received in this fiscal year.

Deed and mortgage tax receipts since November are now $7.6 million above forecast,
reflecting both continued refinancing activity and a much higher than normal number
of homes sold. The forecast for deed and mortgage tax receipts was increased by $14
million to incorporate the existing positive variance and to reflect an improved
outlook for home sales during 1999.

The forecast for investment income was increased by $22 million. The increase
incorporates the $14 million year to date variance in the base, and reflects both the
slightly higher returns on investment currently being received and an increase in state
cash balances.
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Revenue For ecast
F.Y.2000-01

Total current resources for the 2000-01 biennium are now forecast to total $25.036
billion, $398 million (1.6 percent) more than was forecast in November. Net non-
dedicated revenuesincrease by $374 million, also a 1.6 percent increase. Revenues
from the four major taxes are now forecast to be $21.584 billion, $328 million (1.5
percent) above levels projected in November. All changesin the four major taxes
werewithinnormal levelsof variation. Changesintheindividual incometax forecast
accounted for 60 percent of the additional revenuein thisforecast.

F.Y.2000-01 Revenue For ecast

($in millions)

FY98-99 FY00-01

Biennium FY 00 FY 01 Biennium
Revenues
Individua Income Tax 9,884 5,804 6,136 11,940
Sales Tax 6,666 3,603 3,742 7,344
Corporate Income Tax 1,526 696 687 1,383
Motor Vehicle Sales Tax 906 455 461 916
Four Major Taxes 18,982 10,558 11,026 21,584
Other Revenues 2,153 1,024 980 2,004
Tobacco Settlement 461 368 393 761
Net Non-dedicated Revenue 21,596 11,950 12,399 24,349
Other Resources 930 351 336 687
Current Resour ces 22,526 12,301 12,735 25,036

Net non dedicated revenuesin 2000-01 are currently forecast to grow by 12.7 percent
over levels projected for the 1998-99 biennium. When the tobacco settlement
payments are excluded, the growth rate fallsto 11.6 percent. Individual income tax
receipts are expected to grow by 20.8 percent, and salestax receipts by 10.2 percent.

The unusually high growth rate in the income tax is attributabl e to the effects of the
property tax rebate program on net income tax receipts in the 1998-99 biennium.
Thoserebates reduced that biennium’s income tax liability by a total of $886 million.

In the absence of that offset to income tax collections, 2000-01 receipts would be only
10.9 percent more than those in 1998-99.
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Individual Income Tax

Receiptsfrom theindividual incometax in the 2000-01 biennium are now forecast to
total $11.940billion, $241 million (2.1 percent) morethanforecastinNovember. The
increaseintax year 1998 income caused by strong wagegrowth and apparently higher
capital gainsrealizations carriesforward into tax years 1999, 2000, and 2001. Wage
growth rates and the growth in capital gainsrealizations are expected to slow during
the 2000-01 biennium, but the higher base level incomes assumed at the start of the
biennium create additional revenue. A dropinexpected farmincomeintax year 1999
reducesincometax revenues growth.

Net capital gainsare assumed to grow at an averagerate of only slightly more than 2

percent during the 1999, 2000, and 2001 tax years. DRI's current forecast shows only
small increases in stock market averages and the value of equitiesih@lidélyolds

during the next three years. In addition, the econometric model used to forecast
capital gains allows realization growth to slip below recent levels and move toward a
long-term trend growth rate equal to the rate at which household financial assets are
Increasing. In recent years realizations have increased much more rapidly than net
household financial assets.

Technical changes including a change in the ratio of final receipts to final liability and
a revision in the timing of estimated tax receipts increased biennial revenues by $12
million. No federal disaster relief package was assumed available to be available for
farmers in 1999.

Sales Tax

Net sales tax receipts for the 2000-01 biennium are now expected to reach $7.344
billion, $23 million, (0.3 percent) more than forecast in November. Gross sales tax
receipts grew by $36 million, building on the higher base provided by the improved
outlook for early 1999. Growth rates for spending on consumer durables, business
equipment, and construction weaken in 2000, falling below the forecast growth rates
used in November. Sales tax refunds increase by $13 million, offsetting a portion of
the growth in gross sales tax receipts.

CorporateFranchise Tax

Net corporate tax receipts are estimated to total $1.383 billion in the 2000-01
biennium, up $32 million from November’s forecast. The DRI forecast of 1999 pre-
tax corporate profits has been increased by 8 percent, and their forecast for tax year
2000 profits has been cut by 3 percent. The result has been an increase in corporate
payments in F.Y. 2000, followed by a decrease in F.Y.2001. A change in the timing
and composition of expected refunds due under the Rural American Bank judgement
reduced net revenues for F.Y. 2000 by $5 million. The corporate income tax remains
the most volatile of all state revenue sources.
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Motor Vehicle Sales T ax

Receipts from the sales tax on motor vehicles are forecast to be $916 million, $33

million (3.8 percent) more than forecast in November. Light vehicle saleswill slow

from the fourth quarter’s unsustainable pace of 16.4 million units annually, but DRI
Is currently projecting annual light vehicle sales to remain at a historically high level,
15.4 million through 2001. Sales at that level would exceed the average from 1995
through 1997 by about 300,000 vehicles per year.

Other Revenues

Other tax and non tax revenues are expected to exceed levels forecast in November by
$46 million. A $19 million increase in the forecast for investment income and a $33
million re-statement of expected income from the tobacco settlement to include
projected inflation were the only large changes. Adjustments to forecasts for the other
revenue sources were small and offsetting.
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Revenue Planning Estimates
F.Y. 2002-03

Current resourcesfor the2002-03 bienniumarenow projectedtototal $26.777 billion,
6.9 percent morethan theforecast for the 2000-01 biennium. Thefour major taxesare
expected to grow by 8 percent, while other tax and non-tax revenues are projected to
decrease by 1.3 percent from projected levelsfor 2000-01.

This baseline planning estimate is not an explicit forecast. It is simply an
extrapol ation of projected trendsintheeconomy. Becauseof theway itisconstructed,
any changes in the base level of revenues for fiscal 1998, or any subsequent year
through fiscal 2001 will be reflected in the revenue planning estimates for 2002 and
2003. Other thingsequal, stronger than anticipated growth in either of thoseyearswill
add significantly to revenues available in the 2002-03 biennium. Similarly, should
the economy grow more slowly than forecast during the next three years, therevenue
outlook for 2002-03 will deteriorate.

Theserevenue planning estimates are only aguideto thelevel of future revenues, not
aguarantee. If the economy remains strong through 2001, if projections of capital

gains readlizations for tax years 1998, 1999, and 2000 are accurate, and if recent
technical adjustments to the income and sales tax models are appropriate these
planning estimates are likely to underestimate future revenues. But if the economy

faillsto perform at the level anticipated in DRI's November Control, or, if capital gains
realizations fail to reach the level projected, or if the technical adjustments were
unnecessary, the current planning estimates will overstate future revenues. Actual
revenues could exceed or fall short of the planning estimates by as much as $2.0
billion, depending on the economy's performance during the next 4 years. Thereis no
recession in the long term forecast, only slightly slower real and nominal growth, and
while no signs of a recession are currently visible, to go through the 2002-03 biennium
without a recession would mean that the U.S. economy had gone more than 12 years
without a recession.

The projected growth rate for F.Y. 2002-03 revenues is less than that forecast for the
2000-01 biennium. The tobacco settlement, whose payments peak2idob®1
biennium, and the return to normal from the two property tax rebate programs
administered through the individual income tax system produced unusually high
revenue growth in 2000-01 biennium. When those one time events are netted out
revenue growth in 2002-2003 is only slightly below average.
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F.Y. 2002-03 Revenue Planning Estimates

($in millions)

FY2001-02 FY 2002-03

Biennium FY 2002 FY 2003 Biennium
Revenues
Individua Income Tax 11,940 6,392 6,675 13,067
Sales Tax 7,344 3,869 4,004 7,873
Corporate Income Tax 1,383 697 725 1,422
Motor Vehicle Sales Tax 916 470 486 956
Four Mgjor Taxes 21,584 11,428 11,889 23,317
Other Revenues 2,765 1,417 1,310 2,727
Net Non-dedicated Revenue 24,349 12,845 13,199 26,044
Other Resources 687 367 366 733
Current Resour ces 25,036 13,212 13,565 26,777

Estimates of 2002-03 revenues are based on DRI's Summer 1998 Cyclelong and
November, 1998, Control forecasts. Nominal growth rates for variables used in
projecting tax revenues were computed by multiplying the average real growth rate
for each key series computed over the entire 25 year Cycle forecast horizon by the
appropriateinflation estimatefor that year takenfromthe November Control forecast.

When available, DRI's Winter Cyclelong forecast serves as the basis for February’s
long term revenue planning estimates. This year, however, DRI had not released their
Winter long-term projections by the time the forecast went to press, so February’s
revenue planning estimates continue to be based on DRI's Summer 1998 long-term
forecast. Since long-term real growth rates typically are very stable, use of the
Summer rather than the Winter long term growth rates would normally have little
impact on the revenue outlook for the 2002-03 biennium. Recently though, there have
been indications that DRI may have become slightly more optimistic about the
outlook for long-term growth. Should that be true, revenue planning estimates
calculated using the Winter long-term forecast would show further increases in
revenues beyond those given above.

Although DRI extended the forecast horizon for its Control forecast to 5 years, in
October, 1996, there is still only fragmentary data on the reliability of their year four
and year five forecasts. The Department of Finance has chosen to continue to use its
previous methodology for preparing revenue planning estimates. Department
economists will continue to evaluate the advisability of basing their long term
planning estimates on the year four and year five projections from the DRI Control.
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Individual income tax estimates were prepared using the House Income Tax
Simulation Model. Assumed filer growth in Minnesotawas consi stent with average
national employment growth in the Cyclelong forecast. All elements of taxable
income and all individual itemized deductions were assumed to grow at the growth
ratefor taxable personal incomeforecast by DRI. Calendar year incometax liabilities
were converted into fiscal year revenues using the same proportions as forecast for
1999.

Future sales tax revenues were estimated by computing percentage growth rates for
each of seven broad categories of productsin the salestax base. Those growth rates
for both FY 2002 and F.Y. 2003 were constructed using the estimated real growth
rates from DRI’'s Summer, 1998 Cycle forecast and inflation from the November,
1998, Control forecast. The growth rates were then weighted by the fraction of the
expected 1999 salestax base attributable to each category of purchases. The sum of
the welghted growth rates was used as a measure of expected growth in the salestax
base for 2002 and 2003.

Corporate tax receiptsin Minnesota were estimated to grow at the same rate as the
DRI’s Control forecast of national before tax corporate profits. Minnesota's motor
vehicle excise tax collections are expected to grow at the same rate as the national
consumption of motor vehiclesand parts. Planning estimatesfor other tax and nontax
revenueswere prepared by extrapol ating existing trends.

It is impossible to anticipate the economy’s performance three or four years in
advance. Economic projections which look that far into the future can only be
extrapolationsof historical trends consistent with the current short term outlook. Itis
important to remember that the long term revenue planning estimateis only aguide
towhat revenuesthreeand four yearsfrom now might be, not aguarantee of aspecific
level of revenues, and that there may be large positive or negative errorsin thelong
term estimate.
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Expenditure Forecast
F.Y.1998-2003

Current Biennium

The February, 1999 expenditure forecast for the current biennium totals $21.652
billion, a $3 million increase from the comparable estimates in November, 1998.
Minor decreasesinK-12 education, health care, family support, and other major local
assistance estimates, combined with slightly higher costs for property tax aids and
credits and state agency spending account for the slight increase in spending in the
current biennium.

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

— Nov.1998 = Feb.1999  Difference

Estimated Spending by Function

Education/Children & Families $6,909 $6,908 ($1)
Property Tax Recognition $109 $109

Post-Secondary Education $2,444 $2,444

Property Tax Aids& Credits $2,576 $2,584 $8

Other Mgjor Local Assistance $1,011 $1,010 ($2)

Health Care $3,119 $3,112 ($7)

Family Support $516 $516

State Operated I nstitutions $884 $884

Legislature, Judicial, Const. Officers $527 $527

State Agencies Operations & Grants $1,840 $1,844 $4

Debt Service $545 $545

Capital Projects $900 $900

Estimated Cancellations ($15) ($15)
Subtotal-Major Spending Categories $21,366 $21,369 $3

Dedicated Expenditures $283 $283

Total Expenditures& Transfers $21,649 $21,652 $3

ExpenditureProjections, F.Y. 2000 - 2003

Under current law, expendituresfor F.Y . 2000-01 areforecast tototal $22.544 hillion,
a4.1 percentincreaseover thecurrent forecast for theF.Y . 1998-99 biennium. For the
following biennium, planning estimates for F.Y. 2002-03 indicate that spending is
expected to riseto $24.437 billion, an 8.4 percent increase over F.Y. 2000-01.

These expenditure estimates are projections of the cost of continuing current law

programsafter adjustingfor changesin education enrol|ment, human serviceprogram
caseload, net tax capacity, the number of households, and other. The forecast and
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planning estimates provide for a 2.5 percent annual increase in the cost of goods,
servicesand magjor state grant programsfor each year. Thisdiscretionary inflationis
not required by current law, but reflectstheimpact of expected priceincreasesonthe
cost of government programs.

F.Y. 2000-03 Expenditure Estimates

($inmillions)
Forecast PIng. Est
F.Y. 2000-01 F.Y. 2002-03
Education/Children & Families $7,546 $7,863
Post-Secondary Education 2,466 2,613
Property Tax Aids& Credits 3,176 3,489
Other Mgjor Local Assistance 1,136 1,228
Health Care 3,761 4,587
Family Support 518 562
State Operated Institutions 968 1,036
Legislature, Judicial, Const. Officers 536 559
State Agencies 1,713 1,781
Debt Service and Other 521 516
Estimated Cancellations (20) (20)
Subtotal $22,322 $24,215
Dedicated Expenditures $222 $222
Total Spending $22,544 $24,437

Total net spending for both F.Y . 2000-01 and F.Y . 2002-03 isdown slightly from the
November 1998 forecast.

For F.Y. 2000-01, K-12 education spending estimates are down $63 million largely
because of a technical correction to base spending due to the sunset of the “learning
year” program. This sunset was inadvertently omitted from the November 1998
forecast estimates and is corrected in this forecast; there is very little “real” forecast
change for education finance.

Forecast health care spending is down $15 million primarily due to lower enroliments
in General Assistance Medical Care (GAMC) and the Medical Assistance long term
care segment. Debt Service estimates decline $14 million largely due to a change in
forecast assumptions: the current forecast assumes bonding bills in even-numbered
calendar years of $400 million rather than the $700 million assumed in the November
1998 forecast.

Forecast state agency operations and grant spending is up $30 million; the largest
changes include a $17 million increase in tax refund interest, a $5 million technical
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correction to the treatment of the Gulf War veteran’s bonus, and a $5 million change
in indirect cost receipts. Other minor changes in forecast expenditures largely reflect
minor technical changes in base spending.

For F.Y. 2002-03 projected spending is down $71 million from the November
estimates. K-12 spending estimates are ddvdmillion, largely due to the same
technical correction and forecast adjustments made for F.Y. 2000-01. Health care
expenditures are up $21 million because of higher enroliments and average costs in
MFIP Families and Children Basic Care and other segments, partially offset by lower
Medical Assistance long term care facilities average costs. State agency operations
and grants spending is forecast $22 million higher, including a $14 million increase in
tax refund interest. Debt service estimates are $45 million lower, again largely due to
the change in assumptions about the size of future capital budgets. Relatively small
changes in forecast costs in other areas, including a $2 million decrease in estimated
discretionary inflation, account for the remaining net difference in spending.

Changefrom November 1998 For ecast
F.Y.2000-01 and F.Y. 2002-03 Expenditure Estimates

(% in millions)
Forecast Ping. Est

F.Y.2000-01 F.Y.2002-03
Education/ Children & Families ($63) ($73)
Post-Secondary Education 0 0
Local Aids& Credits 3 @)
Other Major Local Assistance 3 5
Health Care (15) 21
Family Support 0 0
State Operated Institutions 1 2
Legislature, Judicial, Const. 3 4
State Agencies 31 22
Debt Service and Other (19 (45)

Estimated Cancellations
Subtotal ($52) ($71)
Dedicated Expenditures $0 $0
Total Spending ($52) ($71)
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K-12 Education Finance Estimates Fall $63 Million Dueto Technical Correction

Spending oneducationand children & familiesisnow projectedtototal $7.546 billion
inF.Y. 2000-01, adecrease of $63 million from the November 1998 forecast.

Correction of aforecast error accounts for nearly all of the change. The November
forecast for K-12 education should have removed funding for a program called
"learning year,"which was first enacted in 1989. The program provides school
districtswith additional per pupil unit revenueif they offer alonger school day, week
or year. Under current projections, the program would cost $60 millionin the 2000-01
biennium, and $62 million in the 2002-03 biennium. A sunset clausefor the program
effective for F.Y. 2000 was enacted in 1996, and was overlooked in preparing the
November forecast. Thefunding isremoved in the February forecast estimates.

Other change in projected K-12 spending is minimal. Enrollment projections have
increased slightly since the November forecast, by 1,216 studentsfor F.Y . 2000-01,
toaprojectedtotal enrollment of 845,404 studentsinF.Y . 2001. However, thisslight
forecast increase does not change the overall enrollment trend, as the number of
students actually declines slightly from F.Y. 2000 to F.Y. 2001. Although the pupil
unit increases cost an additional $6.8 million for the 2000-01 biennium, theincrease
is offset by a projected $7.2 million decrease in compensatory revenue. Similar
patternsare reflected in the projectionsfor F.Y . 2002-03, with pupils adding another
$3 million to K-12 costs, offset by a $7 million decrease in compensatory revenue
costs.

Health CareForecast Down by OnePercent for F.Y. 2000-01

Expected Health Care spending for F.Y. 2000-01 are $15 million lower than
previously forecast. Tota projected spending is $3.761 billion for the biennium,
including $138 million for inflation. These unusually small February forecast
changesarelessthan 1 percent of anticipated expenditures.

Lower projected enrollment in GAMC reduces cost estimates by $14 million for the
biennium. The 5 percent enrollment declinefound in 1999 is carried throughout the
forecast period. Another $12 million in savings is due to MA Long Term Care
Facilitiesenrollment changes. Current resident countsareroughly 1.5 percent lower
than expected, resulting in lower caseloadsin F.Y. 2000-01. A $10 millionincrease
in forecast MA Families and Children Basic Care expendituresis due largely to an
adjustment in average cost. Other changesincrease costs by anet $1 million.
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Slight Increasein Projected Health Care Costsin F.Y. 2002-03

Health Care planning estimatesareincreased by $21 millionfor F.Y. 2002-03. Total
forecast expenditures are $4.587 billion, including $383 million for discretionary
inflation.

TheFebruary forecast includesa$25 millionincreasefor estimated MA Familiesand
Children Basic Care spendingin F.Y. 2000-03. Thisadjustment isacombination of
1 percent increasesin average cost and projected enroliment. Thisincreaseispartialy
offset by $12millioninsavingsfrom MA Long Term Carefacilitiescreated by lower
enrollment projections. All other program changes produce the remaining net
difference of $7 million.

Family Support Savings Accrueto Federal TANF Reserve

The February forecast does not significantly change anticipated Family Support
spending. Theforecast lowersestimated F.Y . 2000-01 and F.Y . 2002-03 spending by
lessthan a million dollars each biennium from November figures.

The small net change to the general fund reflects the balanced financing that links
spending for the Minnesota Family Investment Program (MFIP) and MFIP Child
Care. Lower than expected use of servicesreduces projected child care expenditures
by amost $8 million. In turn, this spending decrease requires additional MFIP
appropriations of $5 million to ensurethat the state meetsits federal maintenance of
effort (MOE) reguirements. Minor changesin other programsmakeup theremaining
difference.

Asaresult, the most significant forecast changes show up in the amount of unspent

federa TANF block grant (Temporary Assistance to Needy Families). Lower total
spending for income assistance means that the state will use substantially lower
amounts of TANF in each fiscal year of the forecast. The state’s TANF Reserve,
which is outside of the general fund, is the cumulation total of unused federal block
grantresources. The reserve grows an additional $72 million between F.Y. 1999 and
F.Y. 2001 over earlier estimates. The forecast projects that the TANF Reserve will
total $302 million at the end of F.Y. 2001.
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Projected TANF Reserve Balances
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The federal TANF Reserve is expected to continue to grow in the F.Y. 2002-03
biennium. These figures are less reliable, however, since they assume that roughly
one-fifth of Minnesota’s MFIP caseload will lose eligibility for benefits due to time
limits on the receipt of welfare. Under current law, with these assumptions, the TANF
Reserve balance would be $486 million at the end of F.Y. 2003.

Debt Service

Theforecast debt servicefor the 2000-01 bienniumis$521 million, down $14 million
from the November 1998 forecast of $535 million. Most of this change resultsfrom
a change in assumptions about the size of future capital budgets. The November
forecast assumed a$50 million capital budget inthe 19991 egisl ative sessionand $700
million capital budgets in each future even numbered legidative session. The
February forecast assumes no capital budget in the 1999 session and $400 million
capital budgetsin even numbered legidative sessions. The savings in the February
forecast over the November forecast asaresult of these changesin assumptionsis$9
million. Additional savings because of revised cash flow assumptions on currently
authorized bonds, higher earnings on cash baances in the debt service and bond
proceeds funds, partially offset by dlightly higher forecast bond interest rate costs,
produce the remaining difference.

Theforecast debt servicefor the 2002-03 biennium is$516 million, down $45million

from the November forecast of $561 million. The declineis due to the same factors
producing lower debt service estimatesfor F.Y . 2000-01.
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Other Spending Changes

Technical adjustments in state agencies’ operations and grants account for most of the
remaining forecast difference. The forecast for tax refund interest payments is up $7
million for F.Y. 1999, $17 million for F.Y. 2000-01, and $14 million for F.Y. 2002-

03. Most of the increase is attributable to corporate tax refunds in the settlement of the
Rural American litigation. A technical correction to the treatment of the Gulf War
veteran’s bonus removes $billion in spending from F.Y1999 and increases
spending an equivalent amount in F.Y. 2000-01. Lower projected indirect cost
receipts increase net spending by $5 million in F.Y. 2000-01 and $3 million in F.Y.
2002-03.

Other major local assistance funding increases $3 million for F.Y. 2000-01 and $5
million for F.Y. 2002-03. Slightly lower forecast human services grant spending is
offset by increases in the Ethanol Development Subsidy in the Department of
Agriculture. Higher production estimates and an additional plant becoming eligible
for funding combine to raise the forecast estimates by $4 millionin F.Y. 2000-01 and
$6 millionin F.Y. 2002-03.
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ALTERNATIVE FORECAST COMPARISON
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FORECAST COMPARISONS

Real Economic Growth
(Annual Percent Changein Real GDP)

1998 1999 2000 2001 2002
Feb 95 DRI Control 1.79 1.79 1.79 1.70
Nov 95 DRI Control 1.7@ 1.7@ 1.7@ 1.7@
Feb 96 DRI Control 1.7 1.7 1.7 1.7@
Nov 96 DRI Control 2.4 2.0 1.6® 1.6®
Feb 97 DRI Control 2.1 2.1 1.6® 1.6®
Nov 97 DRI Control 2.3 2.0 25 1.79
Feb 98 DRI Control 2.7 1.4 2.4 1.79
Nov 98 DRI Control 3.6 1.7 2.3 2.1 1.7
Feb 99 DRI Control 3.0 34 1.9 2.3 1.7
Inflation

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

Feb 95 DRI Control 3.20 3.20 3.20 3.20

Nov 95 DRI Control 2.19 2.49 2.19 2.49

Feb 96 DRI Control 2.1© 2.49 2.19 2.49

Nov 96 DRI Control 2.3 24 2.6 2.8

Feb 97 DRI Control 2.3 2.5 2.7 29

Nov 97 DRI Control 2.0 21 2.3 2.3

Feb 98 DRI Control 1.7 19 2.2 2.1

Nov 98 DRI Control 1.0 16 2.0 21 2.3
Feb 98 DRI Control 1.0 1.01 14 17 19

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

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

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

(5) Long-termtrend from DRI Cyclelong, Summer 1998.

(6) Summer 1994 Trendlong Forecast.

a7

2003
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MINNESOTA - U.S. COMPARISON REPORT
Annual Percent Changes

February 1999 Control

1994 1995 1996 1997 1998 1999 2000 2001

Wageand Salary |ncome

United States 4.9 5.8 5.9 7.1 6.7 6.0 4.6 4.3

Minnesota 5.8 6.5 7.6 74 7.6 5.5 4.6 4.7
Implied Annual Wage

United States 18 31 3.7 4.4 4.1 3.9 35 3.2

Minnesota 2.7 35 5.2 5.2 5.0 35 3.3 3.6
Non-Farm Employment

United States 31 2.6 21 2.6 25 20 11 11

Minnesota 3.0 29 23 21 25 19 1.3 11
Per sonal Income

United States 5.1 5.5 5.8 5.6 5.0 4.8 4.2 4.1

Minnesota 7.0 6.0 7.6 5.8 5.6 4.7 4.0 4.1
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Comparison of Actual and Estimated Non-Restricted Revenues

Fiscal Year-To-Date, Through January, 1999
($inthousands)

Individual IncomeTax
Withholding
Declarations
Miscellaneous
Gross
Refunds
Net

Corporate& Bank Excise
Declarations
Miscellaneous
Gross
Refunds
Net

SalesTax
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
Genera Fund RTC Revenues
Income Tax Reciprocity
Investment Income
Tobacco Settlement

Other and Unallocated

Other Subtotal
Other Refunds
Other Net

TOTAL GROSS
TOTAL REFUNDS
TOTAL NET

Forecast
Revenues

2,622,513
582,600
88,005
3,293,118
60,026
3,233,092

380,469
48,186
428,654
72,127
356,528

2,064,427
88,912
1,975,515

253,783

27,583
31,073
98,948
87,155
50,294
36,193
65,508
642
12,433
30,968
85,766
460,800
44,492

1,031,855
10,142
1,021,713

7,071,838
231,207
6,840,632
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Actual

Revenues

2,628,625
615,698
94,094
3,338,418
69,000
3,269,418

411,232
51,773
463,005
61,129
401,876

2,050,837
95,130
1,955,706

265,020

30,728
32,484
98,885
94,800
50,778
33,448
63,663
610
14,169
39,367
100,209
460,800
43,375

1,063,317
7,715
1,055,602

7,180,597
232,975
6,947,622

Variance
Act-Fcst

6,112
33,098
6,089
45,300
8,974
36,325

30,763
3,587
34,351
(10,997)
45,348

(13,591)
6,218
(19,809)

11,237

3,145
1,411
(63)
7,645
484
(2,745)
(1,845)
(32
1,736
8,399
14,443
0
(1,117)

31,462
(2,427)
33,889

108,759
1,768
106,991
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FACTORSAFFECTING THE INDIVIDUAL INCOME TAX

(Dollarsin Billions)

Calendar Year
1996 1997 1998 1999 2000 2001

Minnesota Non-Farm Tax Base

February 1995 Control 91.190 96.611

November 1995 Control 94.160  97.766

February 1996 Control 94.170  97.880

November 1996 Control 95.750 100.570 105.170 109.960

February 1997 Control 96.410 101500 106.270 111.140

November 1997 Control 100450 106.250 111.700 116.240

February 1998 Control 100.450 107.250 113.040 116.960

November 1998 Control 100.430 107.490 113.850 118500 123.620 128.830

February 1999 Control 100.430 107.490 114.640 120.320 125.150 130.330
Minnesota Wageand Salary |ncome

February 1995 Control 68.310  71.447

November 1995 Control 69.518  72.278

February 1996 Control 69.754  72.680

November 1996 Control 71.244 74966 78407  82.127

February 1997 Control 71712 75572 79203  82.961

November 1997 Control 72146  76.118 80.099  83.793

February 1998 Control 72146  76.773 81433  84.502

November 1998 Control 72115 77427 82538 86.724 91370 95.761

February 1999 Control 72.115 77.427 83279 87.884  91.969 96.329
Minnesota Property |ncome

February 1995 Control 16985  17.933

November 1995 Control 17408  17.994

February 1996 Control 17.077  17.604

November 1996 Control 17.084 17987 18925  19.740

February 1997 Control 17.212 18133 19.011  19.782

November 1997 Control 21.053 22300 23196  23.623

February 1998 Control 21.0563 22265 23112  23.606

November 1998 Control 21.053 22380 23117 23348 23438 23.891

February 1999 Control 21.0563 22380 23129 23787 24317 24821
Minnesota Proprietors Income

February 1995 Control 6.895 7.232

November 1995 Control 7.238 7.490

February 1996 Control 7.337 7.597

November 1996 Control 7.422 7.617 7.834 8.099

February 1997 Control 7.489 7.798 8.056 8.401

November 1997 Control 7.251 7.833 8.400 8.821

February 1998 Control 7.251 8.017 8.500 8.855

November 1998 Control 7.261 7.684 8.193 8.429 8.808 9.182

February 1999 Control 7.261 7.684 8.230 8.651 8.867 9.181
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FACTORSAFFECTING SALES, CORPORATE INCOME
AND SALESTAX ONMOTORVEHICLES

(Dollarsin Billions)

Fiscal Year
1996 1997 1998 1999 2000 2001

SALESTAX
Minnesota’ sProxy Shareof U.S. Consumer Durable Spending

February 1995 Control 7.308 7.558

November 1995 Control 7.764 8.031

February 1996 Control 7.729 8.151

November 1996 Control* 7.758 8.233 8.601 8.948

February 1997 Control 7.758 8.233 8.705 9.026

November 1997 Control 7.802 8.334 8.911 9.430

February 1998 Control 7.767 8.291 8.802 9.226

November 1998 Control 7.911 8.498 9.182 9.750 10.207 10.662

February 1999 Control 7.911 8.498 9.187 9.854 10.456 10.828

Minnesota’ sProxy Shareof U.S. Capital Equipment Spending

February 1995 Control 8.029 7.935

November 1995 Control 8.613 8.763

February 1996 Control 8.679 8.971

November 1996 Control 8.069 8.757 9.316 9.900

February 1997 Control 8.066 8.777 9.503 10.154

November 1997 Control 7.707 8.511 9.461 10.148

February 1998 Control 7.744 8.518 9.344 10.038

November 1998 Control 7.824 8.555 9.475 10.338 10.743 11.224
February 1999 Control 7.824 8.555 9.485 10.417 11.103 11.461

Minnesota’ sProxy Shareof U.S. Construction Spending

February 1995 Control 4.941 4974

November 1995 Control 4.830 5.024

February 1996 Control 4.855 4.916

November 1996 Control 4.966 5.105 5.243 5.356

February 1997 Control 4.966 5.170 5.290 5.344

November 1997 Control 5.015 5.436 5.752 6.018

February 1998 Control 5.027 5.435 5.810 6.066

November 1998 Control 5.051 5.494 5.983 6.259 6.620 6.927
February 1999 Control 5.051 5.494 5.983 6.593 6.872 7.081

* Reflectsdatarevision.
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FACTORSAFFECTING SALES, CORPORATE INCOME
AND SALESTAX ONMOTORVEHICLES

(Dollarsin Billions)

Fiscal Year
1996 1997 1998 1999 2000 2001

SALESTAX (Cont.)
Minnesota Non-Farm Per sonal | ncome

February 1995 Control 106.84  111.63

November 1995 Control 108.91 113.59

February 1996 Control 109.15 113.74

November 1996 Control 110.87 115.94 121.93 127.60

February 1997 Control 110.85 117.14 121.03 128.57

November 1997 Control 113.98 121.14 127.68 133.13

February 1998 Control 114.53 121.70 128.73 133.98

November 1998 Control 114.11 121.80 129.20 135.40 141.19 147.71

February 1999 Control 114.11 121.80 129.58 136.44 142.42 148.03
SALESTAXONMOTORVEHICLES
Minnesota’ sProxy Shareof U.S. Consumption of Motor Vehicleand Parts

February 1995 Control 5.322 5.491

November 1995 Control 5.479 5.560

February 1996 Control 5.324 5.357

November 1996 Control 5.310 5.381 5.582 5.806

February 1997 Control 5.310 5.290 5.404 5.625

November 1997 Control* 5.132 5.123 5.191 5.339

February 1998 Control 5.132 5.128 5.293 5.392

November 1998 Control 5.170 5.249 5.550 5.575 5718 5.900

February 1999 Control 5.170 5.249 5.576 5.955 5.803 6.039
CORPORATE FRANCHISE TAX

(Calendar Year)
U.S. CorporateProfits

February 1995 Control 460.8 467.7

November 1995 Control 477.4 476.7

February 1996 Control 472.5 476.6

November 1996 Control* 624.6 618.2 642.6 671.4

February 1997 Control 624.6 645.3 659.6 677.8

November 1997 Control 676.6 723.9 737.4 762.6

February 1998 Control 676.6 735.4 756.3 754.3

November 1998 Control 680.2 734.4 711.8 678.9 697.4 710.9

February 1999 Control 680.2 734.4 725.6 732.1 678.9 688.4

* Changein definition
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February 1999 For ecast
F.Y. 1999-2001
($in Thousands)
2-99 Fcst 2-99 PIng Est 2-99 PIng Est
F.Y. 1999 F.Y. 2000 F.Y. 2001
Actual & Estimated Resour ces:
Balance Forward From Prior Year 2,527,216 2,869,245 4,114,247
Current Resources:
Net Non-Dedicated Revenue
Individual Income Tax 5,137,100 5,804,100 6,136,100
Sales Tax 3,414,737 3,602,601 3,741,738
Corporate Income Tax 773,800 696,100 687,400
Motor Vehicle Sales 461,500 454,800 461,400
Tobacco Settlements 460,800 368,020 392,586
Other Non-Dedicated Revenue 1,090,177 1,024,455 979,729
Subtotal Net Non-Ded. Rev. 11,338,114 11,950,076 12,398,953
Dedicated Revenue 139,237 124,647 112,673
TransfersIn 294,293 216,069 212,900
Prior Year Adjustments 10,100 10,100 10,100
Subtotal-Current Resources 11,781,744 12,300,892 12,734,626
Total Resources Available 14,308,960 15,170,137 16,848,873
Actual & Estimated Spending by Function:
Education /Children & Families 3,597,138 3,729,615 31,816,728
Property Tax Recognition 90,205 0 0
Post-Secondary Education 1,281,239 1,207,571 1,258,937
Property Tax Aids & Credits 1,368,031 1,534,418 1,641,283
Other Major Local Assistance 528,791 559,160 577,094
Health Care 1,603,291 1,812,574 1,948,544
Family Support 254,552 253,815 264,486
State Operated Institutions 458,904 472,499 495,669
Legid., Judicial, Const. Officers 277,766 266,337 269,435
State Agencies Operations & Grants 968,419 847,971 864,874
Debt Service 299,581 266,155 255,264
Capital Projects 600,659 0 0
Estimated Cancellations (15.643) (5.000) (15,000)
Subtotal-Major Spending Categories 11,312,933 10,945,115 11,377,313
Dedicated Expenditures 126.782 110,775 110,776
Total Expenditures & Transfers 11,439,715 11,055,890 11,488,089
Balance Befor e Reserves 2,869,245 4,114,247 5,360,783
Cash Flow Account 350,000 350,000 350,000
Budget Reserve 622,000 622,000 622,000
Property Tax Reserve Account 330,181 143,856 0
Tax Reform & Reduction Account 200,000 200,000 200,000
Dedicated Reserves 131,760 132,523 133,105
Budgetary Balance 1,235,304 2,665,868 4,055,678
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Current Biennium Forecast Comparison
November 1998 vs February 1999

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

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

Dedicated Revenue
TransfersIn
Prior Y ear 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 I nstitutions

Legigl., Judicial, Const. Officers

State Agencies Operations & Grants

Debt Service

Capital Projects

Estimated Cancellations
Subtotal-Major Spending Categories

Dedicated Expenditures
Total Expenditures & Transfers
Balance Before Reserves

Cash Flow Account

Budget Reserve

Property Tax Reserve Account
Tax Reform & Reduction Account
Dedicated Reserves

Budgetary Balance

($in Thousands)

11-98 Fcst 2-99 Fcst
F.Y. 1998-99 F.Y. 1998-99 Difference

1,994,720 1,994,720 0
9,742,669 9,883,669 141,000
6,665,339 6,666,422 1,083
1,459,461 1,525,861 66,400
879,976 906,476 26,500
461,097 461,097 0
2.107.276 2,152,997 45,721
21,315,818 21,596,522 280,704
345,052 345,052 0
544,023 548,362 4,339
36.550 36.550 0
22241 443 22,526,486 285,043
24,236,163 24,521,206 285,043
6,908,650 6,907,762 (888)
108,900 108,905 5
2,444,134 2,444,134 0
2,575,844 2,584,281 8,437
1,011,011 1,009,671 (1,340)
3,119,167 3,112,530 (6,637)
516,488 516,000 (488)
884,316 884,316 0
527,247 526,808 (439)
1,840,397 1,844,207 3,810
545,202 545,218 16
900,690 900,690 0
(15.643) (15.643) 0
21,366,403 21,368,879 2,476
283.082 283.082 0
21.649.485 21,651,961 2476
2,586,678 2,869,245 282,567
350,000 350,000 0
622,000 622,000 0
330,181 330,181 0
200,000 200,000 0
131,760 131,760 0
952,737 1,235,304 282,567
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Changein F.Y. 2000-01 Outlook
February 1999 For ecast
($in Thousands)
11-98 PIng Est 2-99 PIng Est
F.Y. 2000-01 F.Y. 2000-01 Difference
Actual & Estimated Resour ces:
Balance Forward From Prior Y ear 2,586,678 2,869,245 282,567
Current Resources:
Net Non-Dedicated Revenue
Individual Income Tax 11,699,400 11,940,200 240,800
Sales Tax 7,321,539 7,344,339 22,800
Corporate Income Tax 1,351,900 1,383,500 31,600
Motor Vehicle Sales 883,000 916,200 33,200
Tobacco Settlements 727,250 760,606 33,356
Other Non-Dedicated Revenue 1,991,483 2,004,184 12,701
Subtotal Net Non-Ded. Rev. 23,974,572 24,349,029 374,457
Dedicated Revenue 237,320 237,320 0
TransfersIn 405,901 428,969 23,068
Prior Y ear Adjustments 20,200 20,200 0
Subtotal-Current Resources 24,637,993 25,035,518 397,525
Total Resources Available 27,224,671 27,904,763 680,092
Actual & Estimated Spending by Function:
Education /Children & Families 7,608,952 7,546,344 (62,608)
Post-Secondary Education 2,466,476 2,466,508 31
Property Tax Aids & Credits 3,172,854 3,175,701 2,847
Other Mgor Local Assistance 1,133,544 1,136,254 2,710
Health Care 3,776,322 3,761,118 (15,204)
Family Support 518,697 518,301 (396)
State Operated I nstitutions 967,238 968,168 930
Legidl., Judicial, Const. Officers 532,328 535,772 3,444
State Agencies Operations & Grants 1,682,056 1,712,845 30,788
Debt Service 535,501 521,419 (14,082)
Estimated Cancellations (20,000) (20,000) 0
Subtotal-Major Spending Categories 22,373,969 22,322,429 (51,540)
Dedicated Expenditures 221,551 221,551 0
Total Expenditures & Transfers 22,595,520 22,543,980 (51,540)
Balance Before Reserves 4,629,151 5,360,783 731,632
Cash Flow Account 350,000 350,000 0
Budget Reserve 622,000 622,000 0
Tax Reform & Reduction 200,000 200,000 0
Dedicated Reserves 133,105 133,105 0
Budgetary Balance 3,324,046 4,055,678 731,632
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F.Y. 2000-01 General Fund Planning Estimates

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

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

Dedicated Revenue
TransfersIn
Prior Y ear Adjustments

Subtotal-Current Resources

Total Resources Available

Base, Inflation, Total
($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 I nstitutions

Legigl., Judicial, Const. Officers
State Agencies Operations & Grants
Debt Service

Estimated Cancellations
Subtotal-Major Spending Categories

Dedicated Expenditures

Total Expenditures & Transfers
Balance Before Reserves

Cash Flow Account

Budget Reserve

Tax Reform & Reduction Account
Dedicated Reserves

Budgetary Balance

2-99 Base Inflation 2-99 PIng Est

E.Y. 2000-01 E.Y. 2000-01 E.Y. 2000-01
2,869,245 0 2,869,245
11,940,200 0 11,940,200
7,344,339 0 7,344,339
1,383,500 0 1,383,500
916,200 0 916,200
760,606 0 760,606
2,004,184 0 2,004,184
24,349,029 0 24,349,029
237,320 0 237,320
428,969 0 428,969
20,200 0 20.200
25,035,518 0 25,035,518
27,904,763 0 27,904,763
7,271,466 274,878 7,546,344
2,376,392 90,116 2,466,508
3,058,105 117,596 3,175,701
1,094,808 41,446 1,136,254
3,623,017 138,101 3,761,118
499,366 18,935 518,301
932,760 35,408 968,168
516,293 19,479 535,772
1,651,573 61,272 1,712,845
521,419 0 521,419
(20.000) 0 (20.000)
21,525,199 797,230 22,322,429
221,551 0 221,551
21,746,750 797,230 22,543,980
6,158,013 (797,230) 5,360,783
350,000 0 350,000
622,000 0 622,000
200,000 0 200,000
133,105 0 133,105
4,852,908 (797.230) 4.055.678
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F.Y. 2002-03 Planning Outlook
November 1998 vs February 1999

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

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

Dedicated Revenue
Transfersin
Prior Y ear Adjustments

Subtotal-Current Resources

Total Resources Available

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 I nstitutions

Legidl., Judicial, Const. Officers
State Agencies Operations & Grants
Debt Service

Estimated Cancellations
Subtotal-Major Spending Categories

Dedicated Expenditures

Total Expenditures& Transfers
Balance Before Reserves

Cash Flow Account

Budget Reserve

Tax Reform & Reduction Account
Dedicated Reserves

Budgetary Balance

($in Thousands)

11-98PIngEst  2-99 PIng Est

F.Y. 2002-03 F.Y. 2002-03 Difference
4 629,151 5,360,783 731,632
12,881,500 13,067,000 185,500
7,931,600 7,872,600 (59,000)
1,465,700 1,421,500 (44,200)
931,400 955,900 24,500
695,500 769,520 74,020
1,977.368 1,957,776 (19.592)
25,883,068 26,044,296 161,228
221,552 221,552 0
492,489 490,921 (1,568)
20,200 20,000 0
26,617.309 26,776,969 159,660
31,246,460 32,137,752 891,292
7,935,717 7,862,888 (72,829)
2,613,030 2,613,470 440
3,496,043 3,489,361 (6,682)
1,223,816 1,228,360 4,544
4,566,859 4,587,412 20,553
561,687 561,749 62
1,034,201 1,036,448 2,246
555,395 559,030 3,635
1,759,069 1,780,683 21,615
561,012 515,737 (45,275)
(20.000) (20.000) 0
24,286,829 24,215,139 (71,690)
221,552 221,552 0
24,508,381 24,436,691 (71.690)
6,738,079 7,701,061 962,982
350,000 350,000 0
622,000 622,000 0
200,000 200,000 0
133,105 133,105 0
5,432,974 6.395,956 962,982
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Tobacco Lawsuit Revenues*

February 1999 Forecast
(% in millions)

600

500 g461

400 - $368

300 |~

200 -

100 -

1999

2000

$446

$393

2001

2002

2003

State Fiscal Year

2004

L] Settlement Payments Bl Annual Payments

FY 1999 |FY 2000-01 | FY 2002-03
Annual Payments $0 $253.5 $367.7
Settlement Payments $460.8 $507.1 $401.8
Total $460.8 $760.6 $769.5

*After inflation adjustments
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