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Highlights

$1.584 Billion Balance Expected, $453 Million "in the Bank"

Net general fund revenues for the 2000-01 biennium are now expected to total
$23.549 billion, $1.154 billion more than end-of-session estimates. When combined
with a $453 million gain from FY 1999, and offset by $103 million in spending
increases and other changes, the $80 million balance left when the budget was enacted
is expected to reach $1.584 billion by June 30,2001.

Forecast Benefits Schools, Property Tax Reform Account

Under current law, $43 million of the forecast is used to provide a $50 increase in per
pupil school aids in F .y .2001. Sixty percent of the remaining balance plus interest,
$1.013 billion, is deposited into the Property Tax Reform Account for future action by
the I Governor and Legislature. The remaining $571 million is an available balance.

All Major Tax Sources Increase, Spending Shows Slight Increase

Strong continued growth in the individual income tax is expected to be accompanied
by healthy increases in sales taxes, corporate taxes and motor vehicle sales tax
receipts. Revenues from the four major taxes are forecast to exceed end-of-session
estimates by nearly $1.1 billion. Forecast increases for transfers and other dedicated
revenues add another $118 million to the expected balance. Projected state spending
has increased $209 million, including $103 million carried forward from FY 1999.

Forecast Risk is Slowdown, not Recession

DRI's November Control calls for strong growth in both 2000 and 2001, with no
slowdown or recession. Minnesota's Council of Economic Advisors notes that the
absence of any "soft landing" or slowdown in the forecast increases the risk that
revenues will be less than forecast. DRI sees only a 10 percent probability of a
recession before 2002.
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November 1999

BUDGET SUMMARY

Forecast Balance $1.584 Billion, $453 Million Already “in the Bank” from F.Y. 1999

The biennia budget approved during the 1999 legidative session projected a $130
million balance at the close of the 2000-01 biennium. Provision was also made to
increase the sales tax rebate by $50 million to $1.3 billion if the preliminary
revenue variance for fiscal 1999 showed at least $50 million was available. This
reduced the projected F.Y. 2001 ending balance to $80 million, which is the
starting point for the November forecast.

Minnesota’s forecast balance on June 30, 2001 has increased by $1.504 billion to
$1.584 billion. That increase comes from several sources: a gain from closing
F.Y. 1999 ($453 million), higher forecast revenues for F.Y. 2000-01 ($1.154
billion), and increased transfers and other resources ($118 million). An increase in
F.Y. 2000-01 spending ($209 million) and an increase in dedicated reserves ($12
million) partially offset the revenue gains.

F.Y. 2000-01 Forecast Change
(% in millions)

Balance — Enacted Budget + $80
F.Y. 1999 Actual Balance + 453
F.Y. 2000-01 Budget:
Taxes, Other Non-Dedicated Revenues + 1,154
Transfers, Dedicated, Other + 118
Spending Increases - 209
Dedicated Reserves Increase - 12
F.Y. 2000-01 Forecast Changes + 1,051
Revised Forecast Balance — June 30, 2001 $1,584
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Current Law Allocates For ecast Balance

Under current law, 60 percent of this forecast balance plus interest is credited to
the Property Tax Reform Account. Those funds, $1.013 billion, are earmarked
for future property tax reform and relief. The remaining $571 million forecast
balance falls “to the bottom-line” as an available general fund balance.

CURRENT LAW
STATUTORY ALLOCATION

Forecast Balancefor June 30, 2001

60% plus $1.584 billion
Dedicated Interest 40%
Property Tax Reform Account
Allocation $ 950 million Available Remaining Balance
Interest 63 million $571 million

Total $1.013 billion

Available Balance $571 Million for F.Y. 2000-01

Forecast revenues for the 2000-01 biennium have increased by $1.154 billion, or
5.1 percent. Expenditures, including $103 million carried forward from F.Y.
1999, have increased $209 million, or 0.9 percent.

Comparison: F.Y.2000-01 Budget
(% in millions)

End-of - Nov. ;
Session For ecast i Difference
Beginning Balance $1,468 $1,921 i $453
Revenues 22,395 23,549 ! 1,154
Other Resources 7,077 825 ! 118
Expenditures 23,384 23,593 i 209
Balance Before Reserves 1,186 2,701 . 1,515
Cash Flow Account 350 350 -0-
Budget Reserve 622 622 -0-
Dedicated Reserves 133 145 12
Property Tax Reform. Acct. -0- 1013 L 1013
Available Balance $80 $571 401
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Economists Expect Two More Yearsof Strong Growth and Low Inflation

At mid-year the U.S. economy was almost exactly on February’'s forecast. The
slower third quarter anticipated when forecasts were made early in 1999,
however, simply did not materialize. Third quarter real GDP growth is now
reported to have been at a 5.5 percent annual rate, more than double the 2.5
percent growth rate projected in February. And, even though the Federal Reserve
has raised interest rates three times to protect against an upturn in inflation,
forecasters have raised their outlooks for 2000 and 2001 substantially. The
economy will slow sometime, but few forecasters see anything on the horizon to
lead them to believe a recession will occur during the next two years. All
forecasts have been revised up significantly, and most now call for historically
strong economic growth rates to continue beyond the end of the current biennium.

Slowdown Removed from DRI's Forecast for 2000 and 2001

REAL GDP GROWTH BY FISCAL YEAR

Percent

FY99 FY0O0 FYO1

[OFEB'99 MNOV'99 |

Data Resources Inc., (DRI), Minnesota’s national economic consultant is among
those who have substantially revised their forecasts for 2000 and 2001 since the
start of this year. In February DRI's Control called for strong (3.8 percent)
growth in fiscal 1999, followed by a slowdown to real GDP growth rates of 2.5
percent in fiscal 2000, and 2.2 percent in 2001. November’'s Control contains
fiscal year growth rates of 4.1 percent, 3.7 percent and 3.5 percent respectively.
This change in the projected pattern of economic growth, replacing a forecast
containing one strong year followed by two weaker years with a forecast for three
strong years, reduces the likelihood that the large revenue surpluses observed in
recent years will continue.
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The probability of a recession during the current biennium is small. DRI assigns

only a 10 percent probability to their pessimistic scenario which contains a
recession in 2000. Their other scenario, late recession (probability 30 percent),
contains arecession in 2002, but has slightly stronger economic growth during the

current biennium. Members of Minnesota’'s Council of Economic Advisors
cautioned against assuming that the generally favorable economic outlook makes
it impossible for the economy to under perform DRI’s forecast. Real growth rates
of 2.5 percent per year for the remainder of the biennium, for example, would still
be strong growth, not a recession, but they would significantly reduce state
revenues from levels now forecast. Based on February’'s forecast, that same 2.5
percent growth rate would likely have yielded additional revenue.

Revenues Up $281 million in F.Y. 1999, Forecast for 2000-01 Up by $1.1 Billion

Net non-dedicated revenues for F.Y. 1999 exceeded February’s projections by
$281 million. Variances for most taxes and revenue sources were small and well
within historical norms, but the individual income tax and the motor vehicle sales

tax had significant variances. Income tax receipts were $182 million (3.5 percent)
above end-of-session estimates, while the motor vehicle sales tax was $26 million
(5.6 percent) above forecast.

Final payments accompanying tax year 1998 income tax filings were the largest
source of the additional income tax revenue. Preliminary analysis of the 1998
data indicated that wage and salary growth was the source of much of the
additional tax liability. Minnesota wages and salaries now appear to have grown
by 8.7 percent during 1998. After adjusting for inflation, Minnesota wages per
job increased by more than 4.2 percém highest growth rate in state history.

Revenue Changes from End of Session Estimates
(% in millions)

F.Y.1999 FE.Y.2000-01

Individual Income $182 $598
Sales 26 221
Corporate 4) 133
Motor Vehicle Sales 26 130
Tobacco Settlements -0- (23)
Other Tax and Non-Tax Revenues 51 95
Total Non-Dedicated Revenues $281 $1,154

The forecast for net non-dedicated revenues for the 2000-01 biennium has been
raised by $1.154 billion. While slightly more than one-half the additional revenue
comes from an increase in expected income tax payments, the forecast for each of
the four major taxes was raised substantially. The motor vehicle sales tax forecast
is $130 million (14.2 percent) more than end-of-session estimates. All of the
additional revenue growth is attributable to the change in DRI's outlook for the
national economy.
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Forecast for Future Tobacco Settlement Payments Reduced

Minnesota’s tobacco settlement provides that the five special settlement
payments, as well as the annual payments which continue in perpetuity, be
adjusted for changes in U.S. tobacco consumption. National analysts have
projected a 10 percent decline in sales from the 1997 base level by 1999, with an
additional 3 percent decline in 2000, and continuing declines of 2 percent in 2001
and beyond.

For the current biennium, state general fund revenues from the ongoing annual
payments were reduced by $23 million from end-of-session estimates. Projected
2000-01 revenues for the Medical Education Endowment Fund and the Tobacco
Prevention Endowment Fund from the settlement payments were also cut by a
total of $46 million. Since the settlement payments were only earmarked through
fiscal 2001, the full reduction in tobacco revenue in the 2002-03 biennium occurs
in the general fund. For the 2002-03 biennium, the general fund revenue planning
estimate was reduced by $96 million.

Expenditure Changes Have Little Impact on Forecast

State spending for F.Y. 2000-01 is projected to be $23.593 billion, $209 million
(0.9 percent) more than previously estimated. Of this increase, $103 million came
from F.Y. 1999 appropriations that remained unspent at the close of the fiscal
year and which carry forward to F.Y. 2000. Shown as savings in F.Y. 1999, there
is an offsetting increase in F.Y. 2000. Also included in the $209 million increase
is a $43 million increase in K-12 education spending in F.Y. 2001 triggered under
current law by the results of this forecast.

The remaining $63 million forecast increase in F.Y. 2000-01 spending results
from increases in K-12 education spending attributed to growth in expected
enroliments, and to increases in human services health care spending. Savings in
family support programs and other forecast areas patrtially offset these increases.

Changesin Forecast Spending
(% in millions)

F.Y. 1999 F.Y. 2000-01

K-12 Education $ (8) $ 44
Additional $50 per pupil n.a. 43
Health Care (22) 50
Family Support 4) (41)
All Other (104) 10
Carry Forward from 1999 -- 103
Expenditure Change $(138) $209
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Revenue Gains Significantly Improve F.Y. 2002-03 Outlook

The additional revenue generated in the current biennium continues into the next
biennium, and revenue gains in the 2002-03 biennium exceed expected spending
increases. Expenditures for K-12 education are expected to grow in the next
biennium as a result of enrollment increases and additional funding added in F.Y.
2001, while increases in health care spending reflected in the current biennium
continue into the next.

F.Y. 2002-03 Planning Estimates

($in millions)
End of November
Session Forecast Change
Resour ces:
Revenues $24,831 $26,282 $1,451
Other Resources 750 889 139
Totd $25,581 $27,171 $1,590
Spending:
Basdine $24,435 $24,716 $ 281
Estimated Inflation 896 906 ~10
Totd $25,331 $25,622 $ 291

In the planning estimates, state spending includes a 2.5 percent per year inflation
increase for F.Y. 2002 and F.Y. 2003. Inflation is applied to all areas except debt
service and dedicated revenue spending. The inflation estimate is not a
commitment by the Governor or Legidature for future increases. Rather, it is
shown to reasonably represent expected pressures on state government operations,
grants, and local aid programs due to wage and price increases in the next budget

period.
Structural Balance
($in Millions)
E.Y. 2001 E.Y. 2002 E.Y. 2003

Revenues $12,574 $13,403 $13,768
Spending 11,997 12,497 13,126
Balance 577 906 642

Less:
One-time Tobacco Settlement n.a (233) (119)
Balance $577 $673 $523

Less:
Property Tax Reserve Interest n.a (59) (61)
Balance $577 $614 $462

7 (Revised)
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Forecast for Continued Strong Growth Raises Risk in For ecast

For some time DRI's national economic forecasts have followed a common
pattern. Their outlook has been for about 12 months of strong growth followed by
a significant slowdown extending for 18 months or more. Then, when those soft
landing forecasts begin to appear too pessimistic, the short-term outlook is raised,
the slowdown shifted another year into the future, and the pattern is repeated.
This practice of replacing a forecast containing a period of slow growth with one
which extends strong growth for another year, followed by a similar slowdown,
has been a major contributor to the size of the state budget surpluses reported in
recent years.

DRI's November Control is different from their recent forecasts. Strong
economic growth is projected to continue through the entire forecast horizon.
Their forecast no longer contains a year of strong growth followed by a year in
which the growth rate drops below historical averages. But, by raising their
projected real GDP growth to an average of 3.5 per cent per year through 2001,
DRI has removed a cushion which would have protected state revenues if the
economy grew more slowly than normal. In this forecast, anything less than a
continuation of the current strong economic growth rates is likely to result in
lower than forecast revenue growth.

A complete version of the November 1999 forecast can be found at the
Department of Finance’s World Wide Web site at -- www.finance.state.mn.ys

This document is available in alternate format.
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FORECAST FUNDAMENTALS:
About the Revenue and Expenditur e For ecast

Each revenue and expenditure forecast is designed to provide the starting point for
budget considerations in the next legidative session. The forecast provides
revised revenue and expenditure estimates for the current biennium based on the
most recent information about the national and state economic outlook and
caseload, enrollments, and cost projections. Additionaly, this forecast provides
an officia report of closing balances for the proceeding fiscal year and compares
how actual revenue collections during the current year match with the forecast.

The revenue forecast is prepared based on a national economic forecast provided

by Data Resources Inc., (DRI). That national forecast is reviewed by Minnesota’s
Council of Economic Advisors. The “Economic Summary” provides a summary
of the Council’s discussion of the DRI forecast. The “Economic Outlook™ which
follows provides a more comprehensive overview of the current outlook for the
U.S. and Minnesota Economy.

Following a year-end summary for F.Y. 1999, revised estimates for the current
F.Y. 2000-01 biennium and planning estimates for the F.Y. 2002-03 biennium are
presented. Planning estimates for F.Y. 2002-03 should not be interpreted as
explicit forecasts. Instead, policy-makers should use them as a guide to indicate
whether proposed actions will create financial problems in future years.

The assumptions underlying the revenue forecast for the current biennium and the
revenue planning estimates for the next are presented in separate sections, as are
the expenditure estimates for the two bienniums. A series of tables that highlight
the changes in the economic outlook and the changes in state revenues and
expenditures are included in an appendix.

Revenue estimates for the current biennium are based on microsimulations and
econometric models which rely on the forecast for the Minnesota economy
produced by Department of Finance economists. The revenue estimates for 2002-
03 are obtained from less complex models and are driven entirely by the long
term national economic outlook of DRI. For the current biennium most state
agency operations and grants are shown at the level of the appropriations made
during the prior legislative session, plus any authorized spending carried forward
from prior years. Spending for entitlement programs -- such as K-12 education,
property tax aids and credits, health care, and family support -- is forecast based
on expected changes in eligibility, enrollment, and average cost. The F.Y. 2002-
03 planning estimates add 2.5 percent per year to current law spending to
represent the effect of inflation on state expenditures.
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The forecast does not reflect the Governor's budget recommendations, or
potential legislative action, only current law. The difference between the forecast
and the budget process is clearly defined, but often confused. Presentation of the
current law forecast for diverse items as tobacco settlement one-time and ongoing
payments, federal-state funding in TANF, and other areas may be accompanied
by current discussion of possible future legislative changes. The forecast presents
only a current law framework for these discussions. Similarly, a forecast increase
in spending for health care in the current biennium — or estimated inflation in
planning estimates for the next biennium -- does not preclude the Governor or the
legislature from proposing budget changes that will have a significantly different
result than that shown in the current forecast.

10
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ECONOMIC SUMMARY

Almost every forecast now calls for growth in the U.S. economy to continue
through 2000, and probably beyond. The current economic expansion is not only
expected to break the old record as the longest economic expansion in U.S.
history; it is, in DRI Chief Economist David Wyss’s words, likely to “Smash it as
thoroughly as Mark McGwire did Roger Maris’s home run mark.” Everyone
knows that the good times will eventually come to an end, but at this point that
end is not in sight.

There are excesses in the economy, and those searching for early signs of the next
economic slowdown highlight them. But so many things would need to go wrong
for a recession to occur before 2001 that only the most pessimistic expect the U.
S. economy to falter soon. Of the 50 economists surveyed by the Blue Chip Index
just one currently expects a recession in 2000. It may no longer be appropriate to
characterize the economy’s current condition as the best in a generation, but the
strong economic growth, low unemployment, and low inflation observed in the
U.S. during the past four years is unprecedented.

DRI Outlook for F.Y. 2000-01 Has I mproved

Current GDP
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The November Control Forecast of Data Resources Inc, (DRI), Minnesota’s
national macro-economic consultant, differs little from the consensus. For
calendar 2000 DRI forecasts real GDP growth of 3.4 percent; for 2001, 3.5

11
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percent growth is expected. DRI's Control is slightly more optimistic than the
Blue Chip Index’s projections of 3.0 percent growth for 2000, but some Blue
Chip panelists may have submitted their November forecasts before factoring in
recently released definitional changes in the national income accounts. Those
changes added about 0.5 percentage points to most forecasts.

Members of Minnesota’'s Council of Economic Advisors and Department of
Finance economists agree that the U.S. economy is likely to remain healthy
during 2000. While most Council members could identify a set of events which
would produce an extended period where the economy failed to grow, all agreed
that the likelihood of any recession in the next year was very small. The U.S.
economy continues to show a remarkable resiliency, and the two long expansions
which followed the twin recessions of the early 1980's have left it in better
condition to fend off any minor shocks which could bring growth to a halt were
the economy more fragile. DRI has assigned a 60 percent probability to the
November Control. A scenario which has a recession occurring in 2000 is
assigned a probability of 10 percent. The other alternative, which has a recession
in 2002, actually has slightly stronger growth through the end of the current
biennium.

Finance Department economists and Council members cautioned, however, that
the generally optimistic outlook does not mean that it is impossible for the
economy to under-perform DRI's forecast. Real GDP growth of approximately
3.5 percent per year is now projected for 2000 and 2001, but growth rates could
be considerably lower even without a recession. A slowdown to a real GDP
growth rate of 2.5 percent or less, for example, would noticeably reduce state
revenues, but would not be considered a recession.

Recent benchmark revisions to the national income and product accounts caused
DRI to delay the release of their November forecast by more than one week. The
U.S. Department of Commerce changed the definition of several items, which, in
turn, changed recent economic history. Because DRI's November forecast was
unavailable by the date of the second Council meeting, that meeting was canceled
and not rescheduled. The November Control, however, had only minor
differences from the October Control which had been discussed at the first
Council meeting.

The most important revision was in the treatment of computer software. Business
and government purchases of software are now considered to be capital
expenditures, not the purchase of an intermediate product. The new data changes
relationships between some key variables sufficiently that DRI will re-estimate
their entire model during the first few months of 2000. That re-estimated model
will not be available for use in the February forecast, however. The November
2000 forecast will be the first which is based on the new national income and
product account data. Department of Finance economists noted that the data

12
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revisions and the temporary modifications to DRI's model necessary to make it
reflect those changes increase the margin of error in the U.S. economic forecast.

Department of Finance economists also warned that the November Control
forecast has a growth pattern that is quite different than those in forecasts made by
DRI during the past several years. As has been noted in past revenue forecasts
DRI's outlook has typically been at or above the consensus during the first year of
the forecast horizon, but substantially more pessimistic than the consensus for the
remaining 12 to 18 months. That “soft landing” pattern has provided an implicit
cushion against any potential slowdown in the economy. When that slowdown
did not emerge large revenue surpluses emerged. This forecast, in which DRI
assumes that economic growth will continue at a 3.5 percent rate through the end
of the biennium, no longer provides protection against anything less than ideal
economic conditions. As a result, the risk that revenues will be less than forecast
has grown.

Council members agreed that the uniformly high economic growth rates assumed
by DRI for the next two years increases the likelihood that revenues will be less
than projected. The Council once again cautioned policy makers against
assuming that budget surpluses will continue in the future. Prudent financial
management would call for using some of the additional surplus to increase
Minnesota’s budget reserves beyond the current level. Minnesota’s budget
reserve remains well below the recommended long term goal of 5 percent of
biennial spending.

13
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ECONOMIC OUTLOOK

Most economists are convinced the current expansion will set a new record in
February 2000. At that time, the economy will have grown for 107 consecutive
months since the last recesson ended in March, 1991, eclipsing the 1960-69
expansion.

DRI believes uninterrupted growth is likely to continue for several years. Consumer
spending is strong, modest inflation continues, and the world economy is shaking off
the impacts of the 1997-1998 financia criss. Led by South Korea, most Asian
economies are beginning to rebound and Europe is performing better than expected.
Reviva overseasis giving aboost to U.S. manufacturers selling in foreign markets.

No one expects the good news will last forever, but there are differing views of how
the end will come. Some anaysts favor a sudden hat because they think the
consumer led economy is being driven by euphoria and wedlth created in a stock
market bubble. Others believe there is a "new" information based economy
generating widespread productivity gains which make recessions far less likely,
though not a thing of the past. Still others think that, regardless of the stock market
and information technology, this expansion will be like others in the postwar era
which ended after a period of rising inflation and interest rates cut off consumer
spending and business investment.

Those views are not equaly credible. Research at the Federa Reserve Bank of
Boston and elsewhere suggests there is not enough evidence to justify much
confidence in the bubble or new economy scenarios. No one knows for sure
whether a bubble exists because there seems to be no conclusive way to value
stocks, nor isthere agood way to link equity values to consumer behavior. The new
economy’s existence is questionable because research suggests many industries are
not contributing to recent productivity improvements reflected in the aggregative
satistics. It seems most likely the expansion will end because inflation gets out of
hand due to a Federa Reserve mistake. DRI currently attaches a 30 percent
probability to that scenario.

A Bubble Economy?

Some observers believe soaring stock market prices are both the result of favorable
economic conditions and a cause of unexpectedly strong consumer spending. In
their view, uninterrupted consumer led growth, modest inflation, and low interest
rates have facilitated significant profits gains over the past severd years. That
experience has led investors to expect the same in the future, so they bid up stock
prices. But, investors overreacted. So, their expectations of future profits are
unrealistically high, making a sharp market correction likely. Once the bubble
bursts, consumers will retrench astheir euphoria and wealth vanish.

14
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It is not clear there is a bubble economy. It is true that some measures indicate the
stock market is overvalued. Conventional measures of profits have not kept up with
stock prices for the past severa years. Consequently, price-earnings ratios have
soared to new highs, suggesting that expectations of future profits could be
optimistic. However, a recent Federal Reserve Bank of Philadelphia study shows
that treating research and development as an investment rather than an expense
raises estimated profits. Once either book profits or economic profits are restated,
recent price-earnings ratios are comparable with those prevailing during the long
expansion of the 1960's. So, it seems possible that current expectations are
consistent with those formed under roughly similar economic conditionsin the past.

Even if stocks are overvaued, there is no bubble economy unless equities have
become a more significant driving force in household spending. When the stock
market crashed in 1987 consumers paid little attention. Available evidence does not
resolve the question of whether equity wealth now has become so important to
consumer spending that a market crash guarantees a recession.

It seems the current state of knowledge about consumers market wealth can be
summed up quite Ssmply. A recent securities industry survey indicates about half of
all households own no stock at dl, leaving the market only a psychologica role in
spending decisions. The other haf directly or indirectly owns at least asmdl stakein
the market. But, Federal Reserve data show that equity wedth is highly
concentrated. Analysts interpret that to indicate about 80 percent of market gains
during the past several years went to the wealthiest 10 percent of families.

That information has limited usefulness. While economists regularly measure
consumer sentiment, they have a difficult time rigoroudly relating it to changes in
consumer spending. Econometricians have yet to demonstrate that relatively small
nest eggs are a key factor in spending decisions. And the most wealthy households
seem unlikely to need to sall stocks in order to buy goods and services. Given such
evidence, DRI appropriately gives a bubble economy recession scenario only a 10
percent probability. In the DRI model, that recession requires a nearly 30 percent
correction in the S& P 500 index and a dramatic weakening in foreign economies.

A New Economy?

Recent Commerce Department revisons to the national income and product
accounts raised historical estimates of real GDP and labor productivity. The new
data reinforced some observers belief that there is a new information technology
driven economy in which the sustainable long-term growth rate has shifted upward,
and in which business cycles will be more infrequent than in the past.

According to new economy proponents, information technology based products and
services are streamlining business operations, generating productivity improvements
throughout the economy which have raised the long term sustainable rea GDP
growth rate from 2.0 percent a few years ago to around 3.5 percent, and possibly

15
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more. Because more output can be produced with the same labor, profits are rising
even though global competition prevents significant price increases. Rising profits,
in turn, will generate still more investment in new technologies. Workers to staff the
new industries will remain scarce, ensuring higher real wages which will support
strong consumer spending.

Propelled by a virtuous circle of technological innovation, business investment, and
consumer spending, the new IT economy will grow for the foreseeable future
without significant acceleration in inflation or setbacks in real GDP. The new era of
opportunity could turn out to be comparable to the period between 1890 and 1930
when electricity and the interna combustion engine were cutting edge technology in
what is sometime called the second industria revolution.

Some economists dismiss the new economy idea. They attribute recently observed
productivity increasesto cyclical swingsin productivity. The ability of the economy
to grow at rates close to 4.0 percent annualy for the past few years without
acceerating inflation is attributed partidly to changed measurement procedures
which lowered inflation estimates, and to good luck in the form of dower growth in
benefits costs, low energy prices, and declining imported goods prices.

$1992 in U.S. REAL GDP
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October’s benchmark revision to the national income and product accounts raised historical
estimates of real GDP. That was done largely through definitional changes, not by
discovering previoudy unobserved output. The most important change was to treat business

and government software purchases as an investment rather than an expense.

Other economists, while not ruling out a new economy, are cautiousy skeptical. A
recent article in The American Economic Review indicates there is no question that
as computer prices plunge, IT industries and their customers benefit internaly by
substituting information technology for higher priced capital and labor inputs in the
production process. However, researchers have yet to demonstrate that any benefits
are spilling over to the rest of the economy in the form of greater efficiency. Just
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using more computers is not enough. Anecdotes abound but, as a recent article in
The Economist puts it, the question is whether the economy as a whole is really
becoming more productive. The recent GDP revisions do not appear to address that
guestion because they raised historical estimates of real GDP and productivity
largely through definitional accounting changes, and not by discovering previousy
unobserved outpuit.

While significant undetected productivity gains could exist in the services sector
where output is difficult to measure, the statistics for manufacturing are of better
quality. Pre-revison manufacturing data does not confirm the existence of
widespread productivity improvements. A study completed last spring by a
Northwestern University economist suggests that practicaly al observed
manufacturing productivity increases are being achieved by firms producing
computers, leaving no significant gains elsawhere which can be attributed to
information technology. Early reports are that these results can be confirmed using
the new national income accounting data.

SAVING AS A FRACTION OF DISPOSABLE INCOME
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Recent benchmark revisions to the national income and product accounts increased estimated
personal saving. Government pension plans are now treated like private plans. The change
raised estimated personal saving proportionately more than personal income, pushing the
previously negative saving rate into positive territory

Even if hidden productivity gains exit, there seems to be no reason to think they are
indefinitely sustainable. Virtudly all kinds of investment are subject to diminishing
returns and there is no evidence that information technology is an exception. A few
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analysts are adready suggesting that once the Y2K hurdle is passed, a dowdown is
likely.

A Fed Policy Error?

Like many economists, DRI concedes there could be a new economy, but believes
that does not necessarily mean the end of the business cycle. Even if information
technology shifts the long term sustainable growth rate upward and rising real wages
steadily renew consumer demand for goods and services as new economy
proponents contend, the possibility of accelerating inflation and sharply higher
interest rates is not eliminated. If it is true that productivity gains are not accurately
reflected in available dtatistics, the Federa Reserve could easily migudge the
economy’s productive capacity. For inflation to accelerate, dl that is needed is for
the Fed to mistekenly let the real economy grow faster than the sum of true
productivity growth and labor force expansion, causing the labor markets to tighten
excessively. Inflation will then accelerate as employers bid up compensation in a
scramble for workers. In the DRI Late Recession scenario, the Fed then hastily
raises interest rates enough to cause arecession.

Consumption

All indications point to a strong Christmas retailing season. During the summer,
interest rates rose and confidence weakened a little, but households continued to
spend profusely for big ticket items. Auto sales soared to levels not seen since the
1980's and now seem poised to set a new record. DRI reports that the University of
Michigan Survey of Consumers indicates the reason for robust spending is that
while consumers expect the economy will dow, a majority believe there will be no
recession during the next five years. DRI adopts this viewpoint as a key assumption
in the November Control scenario.

Both mortgage refinancing and home equity borrowing faded as interest rates rose
this year. As those sources of discretionary cash dried up, credit card use surged,
keeping credit debt relative to disposable income close to record levels. But, while
consumer debt is huge by historical standards, the Wall Street Journal reports credit
quality isimproving. Bad debt, as measured by credit card chargeoffs, has declined
steadily for more than ayear. Analysts attribute improving credit quality to a strong
economy and rising wealth.

Many forecasters, including Federal Reserve Chairman Greenspan, suspect wedlth
has acquired a more important role in spending decisions. DRI is no exception.
They acknowledge that a stock market reversal could wipe out enough assets to
frighten consumers. Households with no equity holdings who view the market as a
bellwether for future economic conditions could aso join in aretrenchment.

Unfortunately, forecasters have almost no hard information about the implications of
a market downturn. What they have is some information about household wealth
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which seems inconclusive to Finance Department economists. Not all household
wealth istied up in stocks. A Federa Reserve Bank of New Y ork anaysis suggests
that equity holdings are not necessarily a critica factor in many household’s
spending decisions. About one-half of all households own no stocks directly or
indirectly. For most, real estate, typically a house, represents about two-thirds of all
their assets. So, Federal Reserve Chairman Greenspan recently indicated if wedlth is
a factor in recent consumer behavior, the rising vaue of housng may be more
important than corporate equities for many consumers. Presumably, in the event of
a stock market downturn, housing values would be largely unaffected, leaving the
assets of many individuas intact and providing a cushion of residua wedth for
homeowners who hold stock.

Homes and stocks held indirectly in tax deferred accounts are not especialy liquid
assets, so balance sheet andysis does not address all concerns about consumer’s
ability to service the now very high levels of debt in the event of an economic
downturn. The booming job market of the last few years created many new credit
card users as large numbers of people entered the labor force for the first time.
Workers with the least work experience are the most vulnerable in arecession. So,
any downturn involving significant loss of jobs and wages could make credit card
payments difficult for many households.

I nvestment

Even though mortgage rates are up about 100 basis points since January, consumers
continue to buy homes at arapid pace. DRI expects sales of existing homes will set
arecord in 1999. Sales of new homes have cooled dightly, but builders ill have
large backlogs and record low inventories. The November Control’s housing
outlook is very strong because DRI assumes continued growth in the demand for
second homes.

The robust economy is also encouraging strong business equipment investment.
Firms are concentrating their capitd budgets on information systems and
transportation equipment, particularly trucks. DRI expects spending for computer
systems will dow as 'Y 2K preparations wind down. Some transportation egquipment
spending reflects vehicles purchased for lease to consumers. The recent move by the
U.S. Department of Commerce to separate investment in light vehicles could help
economists better understand the role of leasing in business equipment spending.

By historical standards, inventories are at very low levels. After trending downward
for years, the manufacturing and trade inventory to sales ratio seemed to stabilize in
1998, and then dropped sharply inin 1999. It is not clear whether the recent decline
reflects improved inventory management, strong demand, or both. DRI believes
inventory accumulation is now increasing as firms stock up as a hedge against
potential Y 2K disruptions.
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Government

Congress passed the fiscal 2000 budget in mid-November. Anaysts are ill
examining the details of the 2000 page document. Both Republicans and Democrats
declared the Social Security surplus could not be used to fund the on-budget federal
deficit, but most observers are skeptical that this could be done without dight-of-
hand. Early news reports indicated the spending caps were exceeded by an
unspecified amount achieved through a combination of "emergency” spending and
other gimmicks. In the November Control, DRI assumed the fina resolution for
fiscal 2000 would exceed the caps by $30 billion. As expected, no tax cut was
enacted for fiscal 2000. A compromise $350 billion tax cut is built into the
November Control scenario for fiscal 2001.

International

In the view of many, the surging trade deficit is a potentialy risky imbalance in the
U.S. economy. Thereis no immediate threat because the U.S. economy is so robust
itisunlikely the deficit could force real GDP growth into negative territory. But, the
deficit must be financed with a corresponding foreign capital inflow which is now
approaching 6.0 percent of GDP, a record according to Business Week. Overseas
Investors appear to be tiring of holding so many dollar denominated assets, and the
trade-weighted value of the dollar has started to decline. That should continue as
Improving overseas economies present better investment opportunities. DRI
believes there is some risk of a significant sdlloff in U.S. securities markets which
could drive up bond yields and weaken stock prices. This seems possible because of
the large amount of foreign money which sought safe haven in the U.S. during the
overseasfinancial crisis of 1997-1998.

The trade deficit will get smaller if exports increase faster than imports. But unless
the dollar declines dramaticaly, or the U.S. economy weakens significantly, imports
should remain strong. Prospects for more exports depend on stronger economies
overseas, particularly in East Asia, Europe, and Latin America.

While Asia seems on a rebound, economists believe long term prospects are poor
without a more robust Japan. During the past two years, Japan has made meaningful
progress reforming its financia system, but the current very modest recovery in its
economy is amost entirely due to increased government deficit spending which
credit markets are reluctant to continue funding. Most observers beieve further
financia reform and aggressive monetary easing are needed to set Japan on a self-
sustaining growth path. Although independent of political control for more than a
year, the Bank of Japan is still resisting easier money.

A stronger Japanese economy may soon be needed to offset negative impacts on the
Asian region from a Chinese devauation. Chinas economy continues to weaken
and most anaysts believe a devaluation is the only way to revive it. DRI expects a
lower valued renminbi sometime next year.
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Europe has performed better than most forecasters expected. It is not clear, though,
whether this is sustainable. European countries continue to engage in significant
trade protection which could eventually reduce competitiveness and prospects for
long term growth. Recent softness in the euro’s value is generdly attributed to
financial market concerns over government intervention in private sector affairs.

Latin Americas recession continues, though it is not a severe as some expected.
Economists once thought that events like Brazil’s devaluation and Ecuador’s Brady
bond default would set off a new wave of international financial tumult, but that did
not happen. It is unclear when Brazil will solve enough of its problems to resume
self sustaining growth. Higher ail prices should soon help Venezuela and Mexico,
making their situation alittle less precarious.

Monetary

The Federal Reserve raised short term interest rates twice during the summer, and
again November 16. The three increases completely reversed cuts made in Fall,
1998 as the Fed pumped liquidity into financia markets unnerved by the Russian
debt default. It is unclear whether another rate hike is necessary in the forseesble
future.

Most observers believe Dr. Greenspan has at least one new concern in his efforts to
keep the economy growing without accelerating inflation. While supporting
evidence seems scarce, there is a possibility the stock market is acquiring a more
proactive role in the economy. Previously, most economists thought the market
simply reflected economic conditions and prospects for future profits. The Fed has
responded to the possibility of change by departing from its past practice of looking
primarily at real GDP, prices, and labor markets in making interest rate decisions.
Last August, Dr. Greensgpan indicated that he would intervene in financial markets to
correct sharp upward or downward changes in stock prices which could impact the
economy.

The problem is exactly which market fluctuations affect the economy. According to
The Economist, Dr. Greenspan is just as mystified about how the economy realy
works as everyone else. It seems clear the Fed does not want to be put in a position
of having to know. Beginning last spring, the Fed began announcing shifts in its
"bias’ toward future rate changes which could have the intended effect of pre-
empting some market volatility by reducing uncertainty. November’s rate increase
was accompanied by an announced shift to neutral bias. But, since the previous rate
hikes were aso followed by statements of a neutral bias, no one knows exactly what
that means. A recent Business Week article suggests the announcements are not
communicating effectively. Another press article indicates the Fed's Open Market
Committee islooking for ways to clarify "bias’.
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I nflation

On the surface, it appears inflation is accelerating. Through September, the
consumer price index isup 2.8 percent at an annua rate, significantly higher than the
1.6 percent for al of 1998. However, dl the increase is accounted for by by higher
energy and tobacco prices. Coreinflation, which excludes food and energy, is below
year ago levels.

DRI believes a modest acceleration in core inflation is becoming more likely for
severa reasons. Labor markets continue to get tighter with the unemployment rate
a a 29-year low. Higher commodity prices are now being passed on to consumers
and business. Crude oil prices more than doubled during 1999 because of OPEC’s
surprisingly successful production quotas. Other commodity prices are aso rising
because of stronger growth in many parts of the world economy. In addition, the
value of the dollar in foreign trade is beginning to decline, so eventualy import
prices are likely torise.

No sharp surge in prices is likely as long as tight labor markets continue to have
relatively little impact on compensation costs. Higher oil prices contribute to
inflation, but they also help ease the Federal Reserve's inflation concerns by
draining purchasing power from the economy. Most observers expect that the Fed
will continue to pre-emptively adjust interest rates as needed without making a
mistake.
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MINNESOTA OUTLOOK

The new Minnesota outlook reflects DRI's November Control scenario and
incomplete historical data for 1999. Based on preliminary data for the first three
quarters, Minnesota employment growth for 1999 is estimated at 2.0 percent, up
dightly from 1.9 percent forecast last February. Using preliminary U.S. Department
of Commerce data for the first two quarters and additiona first quarter information
from the Department of Economic Security, total Minnesota wages are now
estimated to be up 6.6 percent in 1999, a 1.1 percentage point increase from 5.5
percent in February’s forecast. For the U.S., DRI estimates 1999 employment will
rise 2.2 percent, up from 2.0 percent in February. Total U.S. wages are forecast to
rise 6.4 percent, up from 6.0 percent previoudly.

In 2000, Minnesota jobs are projected to increase by 1.6 percent, up from 1.3 percent
forecast in February. Total wages are expected to grow 6.2 percent, up from
February’s 4.6 percent. In comparison, DRI now expects U.S. employment will
increase 1.6 percent, up from 1.1 percent in February. Total wages should rise 6.1
percent, compared to 4.6 percent in the February Control.

If the DRI Control scenario comes true, and Minnesotal's economy tracks it as
Finance Department economists expect, employment and wage growth will sow
dightly over the next two years. Overall employment growth will be down only
about one-half percentage point compared to 1999, not enough to significantly ease
upward pressure on wages. Unless there is an unexpected increase in migration into
the state, employers will continue to have difficulty finding workers. A recent
Citizen's League report warns that worker shortages could choke continued
economic growth. Finance Department economists have no reiable way of
determining whether labor force constraints will keep the forecast from coming true.

Construction

Recent press articles indicate Twin Cities housing activity cooled in October.
Although the market remains strong, a fourth consecutive year of record salesis now
unlikely. Next year, housing sales and construction will be a little weaker than in
1999 as jobs growth dows and interest rates rise. Housing starts should slow once
builders work through backlogs and restore their inventories to normal levels. Inthe
November forecast, construction employment growth grows more sowly than in the
recent past, but does not decline.

Slightly higher office vacancy rates in Minneapolis and St. Paul are unlikely to ow
building construction soon. Observers believe the current boom in heavy
construction should last through most of 2000 before beginning to wind down. At
present, it is not clear when another building boom will begin, but a recent press
article indicates more downtown Minneapolis building projects are now in the
planning stage.
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Eventuadly, highway construction should be accelerated by the Federd
Transportation Equity Act for the 21st Century (TEA 21) which became law in
1998. Most industry observers are expecting funding increases roughly 40 percent
over recent levels. However, no road building or repair will occur until engineering
work is complete. Both industry sources and the Minnesota Department of
Transportation indicate that additiona construction funded by the Act will not begin
for another 2 or 3 years.

MINNESOTA SINGLE FAMILY HOUSING PERMITS
(Thousands Per Month, SA)
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With rising interest rates, housing construction will slow dightly once
builders work through backlogs and restore inventoriesto normal levels.

Manufacturing

Even though a recent press article indicates there is softness in exports, Minnesota's
manufacturing sector continues to survive better than its national counterpart in an
environment of intense internationa competition and weak Asian and South
American demand. U.S. manufacturers have reduced their workforce by some
480,000 jobs, or 2.6%, on a seasonally adjusted basis since first quarter 1998. Over
the same period, employment in Minnesota’s manufacturing industries has remained
flat.

In the November Control scenario, U.S manufacturing jobs sowly decline through
the end of 2000, while Minnesota employment remains essentially flat as losses in
some industries are offset by gains elsewhere. Minnesota industries where
employment levels are expected to fall include textiles and apparel, rubber, plastics,
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and leather, paper, fabricated metal products, and industrial machinery including
computers. In al these cases, a dow employment decline is already underway.
Those with employment gains include lumber, wood products, and furniture,
printing and publishing, chemicals and petroleum products, stone, clay, and glass,
primary metal products, and scientific and medical instruments.

Agriculture

Thanks to federal payments, high yields, and good harvest weather, most Minnesota
farmers had better incomes this year than anyone expected last spring and summer.
However, that one-time combination of favorable circumstances did nothing to
change an ominous long term outlook. Weak overseas demand and bumper crops
mean large stockpiles will be carried over to next year. In addition, low Canadian
and Brazilian currency values favor farmers there. If current good weather prevails
in South America, the winter growing season in Brazil and Argentina could generate
more huge grain crops, further increasing world supplies. No additiona federa
disaster relief payments are included in the forecast for 2000 or 2001, so Minnesota
farm income is currently expected to be down significantly from 1999 levels
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Selected National Economic Indicators

MANUFACTURING CAPACITY UTILIZATION
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Selected National Economic Indicators

HOUSEHOLD FINANCIAL LIABILITIES
AS A SHARE OF NET WORTH
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Selected National Economic Indicators

GROWTH IN REAL CONSUMER DURABLES SPENDING
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Selected National Economic Indicators

MANUFACTURING AND TRADE INVENTORY TO SALES
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Selected National Economic Indicators

U.S. TRADE BALANCE ($1992)
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Selected National Economic Indicators
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F.Y. 1999 Year End Summary

F.Y. 1999 Closing Balance Adds $453 Million

In early September the books were officially closed for the fiscal ending June 30,
1999. This marked the end of the previous two-year budget period.

Minnesota concluded the year with a $1.921 hillion general fund balance
including all reserves — an increase of $453 million. Of the $1.921 ending
balance $1.439 is in the form of reserves; including the Budget Reserve, Cash
Flow Account, and other dedicated reserves. The net change, $453 million,
represents actual dollars in the bank that carry forward to the current budget

period.
F.Y. 1999 Actual — Previous Biennium
Change from End-Of-Session Estimates
($inmillions)
End-of-Session .
Estimates November Difference
Beginning Balance $2,527 $2,527 -0-
Non-Dedicated Revenues 9,586 9,867 281
Transfers, Other Revenues 473 507 34
Total Resources 10,059 10,374 315
Expenditures 11,119 10,981 138
Balance Including Reserves 1,468 1,921 453

F.Y. 1999 Revenues $281 Million Higher Than Forecast

Net non-dedicated revenues for F.Y. 1999, before accounting for the sales tax
rebate, totaled $11.159 billion, up $281 million (2.6 percent) from end-of-session
estimates. Following recognition of the sales tax rebate, net non-dedicated
revenue in F.Y. 1999 totaled $9.867 billion. Sales tax rebate payments totaling
$1.292 billion were madein fiscal 1999. The remaining $8 million will be paid in
fiscal 2000.

Variances for most taxes and revenue sources were small and well within
historical norms. The largest dollar variance came from the individual income
tax. The motor vehicle sales tax had the largest percentage variance among the
big four revenue sources. Variances in the sales and corporate income taxes were
small.
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Individual income tax receipts were $182 million more than forecast for F.Y.
1999, 3.5 percent more than estimated. The U.S. Commerce Department’s Bureau
of Economic Analysis now estimates that wage and salary disbursements in
Minnesota grew by 8.7 percent in the 1998 calendar year, 1.1 percent more than
anticipated in February’s forecast, and a full 2.0 percent faster than the U.S.
average. This large reported wage increase produced more than a 4 percent
growth in real wages per job, substantially greater growth than has been observed
at any time in the past 25 years. Because the calendar created the possibility of an
additional payday during 1998 for a number of workers, a portion of the super-
normal growth observed is unlikely to continue in tax year 1999. Preliminary
federal return data suggest that both the dollar amount and the number of IRA
distributions grew by an unusualy large percentage in tax year 1998. This
substantial increase in IRA activity was probably due to a larger than anticipated
number of conversions from regular IRAsto Roth IRAS.

All other resources including a dedicated revenues, transfersin to the general fund
and prior year adjustments were $34 million higher than forecast.

F.Y. 1999 Spending $138 Million Below For ecast

General fund spending was $138 million lower than forecast. However, of that
amount $103 million is authorized to carry forward into the current biennium.
Normally, unspent appropriations cancel to the genera fund at the end of the
biennium. There are, however, appropriations where specific authority is
provided to carry forward unspent funds to the next biennium. The 1999 Farm
Aid isthe largest single item. In this case, $32 million was actually paid in F.Y.
1999; $39 million is the amount brought forward to be paid in F.Y. 2000. Other
examples include $8 million in appropriations for final Cambridge Bank cash
payments, $10 million for the Legislature and Legidative Offices, and $10
million in Human Services. Lesser amounts occur in a variety of agencies - -
ranging from slightly over $3 million in Trade and Economic Devel opment to $66
thousand in the Health Department. Compared to previous estimates, F.Y. 1999
spending is lowered with a corresponding increase in F.Y . 2000.

Of the remaining $35 million decrease in spending, K-12 education spending was
$8 million less than forecast, and health care and family support programs were
$25 million less than end-of-session estimates. There was a $2 million net
decreasein al other spending areas.

Finally, the revenue gain and expenditure saving was offset by a small net $5
million increase in dedicated reserves.
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Budget Summary and Planning Estimates

F.Y. 2001 Ending Balance Now Estimated At $571 Million

Forecast revenues have increased by $1.271 billion for the 2000-01 biennium
while projected expenditures have increased by $209 million, including the $43
million contingent increase in the K-12 general education formula. When
combined with a $453 million increase in the balance from F.Y. 1999 and a $12
million increase in dedicated reserves, the $80 million balance at the end of the
1999 session isincreased to $1.584 billion.

Minnesota Statutes Chapter 16A.152 provides for the allocation of positive
unrestricted general fund balances forecast for the biennium. Sixty percent of the
balance plus dedicated interest is alocated to the property tax reform account,
while the remaining forty percent becomes an available unrestricted general fund
balance. The allocation to the property tax reform account totals $1.013 billion
including dedicated interest, bringing the available unrestricted balance to $571

million.
F.Y. 2000-01 -- Current Biennium
Change from End of 1999 Session Estimates
($inmillions)
End of 1999 )
Session November Difference

Beginning Balance $1,468 $1,921 $453
Revenues 22,395 23,548 1,154
Other resources 707 825 118
Expenditures 23,384 23,593 209
Cash Flow Acct 350 350 0
Budget Reserve 622 622 0
Property Tax Reform Acct 0 1,013 1,013
Dedicated Reserves 133 145 12
Available Balance $80 $571 $491

An increase of $ 1.089 billion in the four major taxes accounts for more than 80
percent of the revenue increase. Of this amount, $598 million comes from higher
estimated individual income tax collections. Increased spending in K-12
education, health care, and increases due to the carryforward of F.Y. 1999
appropriations are partially offset by lower family support costs, producing a net
increase of $209 million in forecast expenditures.
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F.Y. 2002-03 Planning Estimates | mprove Significantly

The November 1999 forecast includes planning estimates for the next biennium,
F.Y. 2002-03. These projections are materially different from the budget forecast
for the current biennium. The distinction is based primarily on the difference in
approach and assumed greater accuracy of shorter-term forecasting for F.Y. 2000-
01.

Planning estimates of current law revenues and expenditures for F.Y. 2002-03 are
presented to help decision-makers identify longer-term impacts of current budget
decisons. Revenue planning estimates are based on DRI's November 1999
Control forecast for calendar years 2001-2003. Expenditure estimates assume
current laws and policies updated for casdload, enrollment, and other forecast
variables in al 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 legidative
changes.

F.Y. 2002-03 Planning Estimates
($in millions)

F.Y. 2000-01 F.Y. 2002-03 Difference

Beginning Balance $1,921 $2,701 $780
Revenues 24,374 27,171 2,797 +11.5%
Base Spending 23,593 24,716 1,123
Estimated Inflation - 906 906
Total Expenditures 23,593 25,622 2,029 + 8.6%
Balance before Reserves 2,701 4,249 1,548
Cash Flow Account 350 350 0
Budget Reserve 622 622 0
Property Tax Reform Acct 1,013 1,132 119
Dedicated Reserves 145 145 0
Ending Balance $571 $2,000 $1,429

Compared to end of session estimates, revenues for F.Y. 2002-03 have increased
by $1.590 hillion and spending has increased $281 million. Since the forecast
makes no assumption about the possible use of balances forecast for the current
biennium, the balance projected for June 30, 2003 includes those balances from
F.Y. 2000-01, and monies in the property tax reform account are displayed as
unspent.
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Revenue Forecast
F.Y. 2000-01

Current general fund resources for the 2000-01 biennium are now expected to

reach $24.374 billion, $1.271 billion (5.5 percent) more than end-of-session
estimates. The mgjority of the new revenue comes from DRI's improved outlook

for the U.S. economy. The economy is now expected to be much stronger in both
calendar 2000 and 2001 than was thought likely early in 1999. DRI's forecast
growth rates for the U.S. economy are much stronger than those used in
February’'s revenue forecast, and Minnesota revenues have been increased
accordingly.

Revenues from the four major taxes are expected to increase by $1.082 billion,

more than 85 percent of the total revenue added to the forecast. Increases in
investment income and inheritance and estate tax receipts account for much of the
remaining new revenue. The forecast for each of the four major taxes has been
increased materially. The sales tax had the smallest percentage change, 3.0
percent; the largest percentage increase (14.2 percent) was for the motor vehicle
sales tax. The individual income tax forecast was raised by 5.7 percent and that
for the corporate income tax by 9.5 percent. In all instances the stronger outlook

for the national economy was the primary reason for the increase in the forecast.

F.Y. 2000-01 Revenue Forecast

($in millions)

F.Y.98-99 F.Y.00-01

Biennium F.Y.00 F.Y.01 Biennium
Revenues
Individual Income Tax 10,067 5,304 5,822 11,126
Sales Tax 5,392 3,686 3,875 7,561
Corporate Income Tax 1,530 746 781 1,527
Motor Vehicle Sales Tax 932 520 526 1,046
Four Major Taxes 17,921 10,256 11,004 21,260
Other Revenues 2,205 1,033 1,025 2,058
Tobacco Settlement 0 109 121 231
Net Non-dedicated Revenue 20,126 11,398 12,150 23,548
Other Resources 993 402 423 825
Current Resour ces 21,119 11,800 12,574 24,374
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Net non dedicated revenues for 2000-01 are now projected to grow by 17 percent
from F.Y. 1998-99 levels due to payment of the sales tax rebate in F.Y. 1999.
Biennia growth rates for the income and the sales tax are 10.5 percent and 40.2
percent respectively. In the absence of the $898.5 million of property tax rebate
paid during the 1998-99 biennium through the income tax, income tax receipts
increase by only 1.5 percent due to the income tax reduction approved during the
1999 legidative session. If the $1.292 hillion in sales tax rebate paymentsin F.Y.
1999 are excluded, sales tax revenues grow by 13.1 percent.

Individual Income Tax

Individual income tax receipts are now expected to reach $11.126 billion during
the 2000-01 biennium, $598 million (5.7 percent) more than end of session
estimates. About $110 million per year of the additional revenue is explained by
the higher base now assumed for tax year 1998 liability, and an additional $45
million comes from a lower estimate of the amount claimed under the education
credit. An increase in the expected growth in wage and salary income explains
much of the rest of the forecast increase. Less than $50 million of the additional
revenues came from an increase in the capital gains forecast.

The forecast for Minnesota wage growth in 1999, 2000 and 2001 has been
increased materially since February. Consistent with DRI's change in the national

wage outlook, wage and salary disbursements in Minnesota are now expected to
grow by 6.6 percent in 1999, 6.2 percent in 2000, and 5.8 percent in calendar
2001. DRI's national forecast for those same years is for wage growth at 6.4
percent, 6.1 percent, and 5.9 percent rates respectively. Over calendar years 1999,
2000, and 2001 Minnesota wage and salary disbursements are now expected to
grow by 19.8 percent. In February, wage growth of 15.7 percent was expected for
that period. Since wages represent about three-quarters of the Minnesota income
tax base, those substantial changes in expected wage growth add significantly to
expected revenue collections.

Growth in Real Wage Per Job at Historic Highs

MINNESOTA REAL WAGES (%-change)

Percent

1990 1992 1994 1996 1998 2000
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Preliminary federal return data suggest that both the dollar amount and the
number of IRA distributions grew by an unusually large percentage in tax year
1998. The most likely explanation for this additional activity is a larger than
anticipated number of conversions from regular IRAs to Roth IRAs. To
encourage those conversions federal tax law allowed the additiona tax liability
generated by such action in 1998 to be apportioned over four years. While the
fiscal note which accompanied the updates to Minnesota tax law necessary to
conform to the 1998 federal tax changes included an estimate of the revenue gain
from Roth IRA conversions, it now appears that the estimated short term revenue
gains were too small. Revised estimates of the revenue gain from IRA
conversions added about $16 million to F.Y. 2000-01 revenues.

DRI's improved outlook for the stock market increased the forecast for capital
gains, for pension income, and for IRA distributions. The DRI November Control
now anticipates stock market growth averaging more than 7 percent per year
through 2001. In February, stock market growth was expected to average only 1
percent per year.

Wage growth in 1998 was unusually strong and well beyond the normal range of
growth rates observed during the past 25 years when expressed on a real, per job
basis. Because of the way the calendar fell, some workers paid on a weekly or a
bi-weekly basis may have had an additional payday. That would have increased
their income for 1998, but that 83ayday for those paid on a weekly basis (or
27" for those paid bi-weekly) would not occur again in 1999, 2000, or 2001. To
correct for this an off-model reduction of $25 million was made to final liability
estimates for tax years 1999, 2000, and 2001.

Income tax refunds were increased by $6.7 million in fiscal 2000 and $2.3 million
in fiscal 2001 as a result of the decisionBenda v. Girard dealing with the
portion of nonresident employee’s salary subject to Minnesota income tax. The
decision applies prospectively and to all open tax years. Payment for tax years
1995 through 1999 is assumed to occur in fiscal 2000.

Replacing the 1996 sample with a sample of 1997 filers, and minor technical
changes in the HITS model code added $15 million to the biennium.

The Minnesota income tax rate reduction approved by the 1999 Legislature
required a change in withholding tables effective at the start of the 2000-01
biennium. If employers delayed adopting the new withholding tables, current
collections will be overstated, and refunds for tax year 1999 larger than
anticipated. Similarly, while lower tax rates reduce the amount required in
estimated payments, some taxpayers may continue to pay on the schedule they
established last April. This could also lead to larger refunds following the filing of
1999 tax returns next year.
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Sales Tax

Net sales tax receipts are expected to total $7.561 billion during the 2000-01
biennium, $221 million (3.0 percent), more than end of session estimates. Sales

tax refunds estimates were unchanged, all of the additional revenue came from

higher gross receipts. DRI's more optimistic outlook for the economy in 2000
and 2001 was the source of virtually all the additional sales tax revenue. Sales tax
receipts closed fiscal 1999 only $16 million (0.5 percent) above forecast, before
allowing for rebate payments.

Special efforts were made to identify any impact of the sales tax rebate on
subsequent state sales tax receipts. Because the sales tax forecast is based on
actual receipts from the previous four quarters, including any one-time surge in
spending caused by August’s sales tax rebate would cause projected revenues for
the first quarter of fiscal 2001 to be overstated. Close examination of September
and October receipts revealed no noticeable increase in revenues. Since some of
the sales tax rebate undoubtedly was spent directly on taxable items and it appears
that more will be spent in coming months, sales tax receipts for the first quarter of
fiscal 2001 were reduced slightly.

The receipts elasticity used to convert the simulated tax base to revenues was
reduced from 1.0 to 0.95, to better reflect the apparent relationship between the
simulated tax base and receipts over the past several quarters. The lower
elasticity also helps take into account an unknown, but generally believed
increasing volume of sales taking place on the internet and escaping the
Minnesota sales tax. Projections of the proportion of Christmas purchases which
will be made through the internet differ widely among forecasters. Potential
adjustments for internet sales will be reviewed again in February after data on
taxable Christmas 1999 sales in Minnesota is available.

Recent revisions to the national income and product accounts changed the
definition of some key components of the Minnesota sales tax base. DRI's

November Control reported growth rates for those components using the new
definitions. That required adjustments in the base levels previously assumed in the
sales tax model. The changes were most important in the forecast for producers
durable equipment, where computer software is now included.

Sales tax rebate payments attributed to fiscal 2000 reduced that year’s net receipts
by $7.9 million.

Corporate Franchise Tax
Corporate income tax revenues for the 2000-01 biennium are now forecast to

reach $1.527 billion, up $133 million (9.5 percent) from end of session estimates.
Corporate tax receipts were $4 million (0.5 percent) less than forecast in fiscal
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M otor

1999, and are $11 million (5.0 percent) more than forecast through October in
fiscal 2000.

The 1999 benchmark revision of the national income and product accounts data
produced a material change in the history of corporate profits. In addition, DRI's
much improved outlook for the economy contains a substantial increase in the
expected growth rate for corporate profits. February’s Control forecast a decline
of more than 7.5 percent in corporate profits during the 2000-01 biennium. DRI's
November Control forecasts growth of more than 7 percent over that same period.

The restatement of corporate profits in the national income accounts and the
changes in the economic outlook made it difficult to interpret DRI's corporate
profits forecast. As has been noted in the past, DRI uses corporate profits as a
balancing item, adding to them or subtracting from them to ensure that the
national income and product accounts are equal. Occasionally, large balancing
entries have been necessary, and an alternative growth rate for corporate profits
has been used to forecast the corporate franchise tax. The Department of Finance
examined the corporate profits forecast to see whether a shift to the checking
equation estimate was called for, but determined that there was insufficient
evidence to support a move from DRI's published forecast of corporate profits.
DRI's forecast of corporate profits will be monitored closely between now and
February, and a change may be made in the February forecast. The corporate
franchise tax remains the most volatile of all the major revenues.

Vehicle Sales Tax

The sales tax on motor vehicles is now projected to total $1.046 billion during the
2000-01 biennium, $130 million (14 percent) more than end-of-session estimates.
Sales of light vehicles have been up dramatically during the last six months.
Fiscal 1999 motor vehicle sales tax receipts were $25 million more than expected,
and in the first quarter of fiscal 2000, receipts exceeded forecast by $22 million.

Consumer Spending on Autosand Light Vehicles
Forecast at Record Levels
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DRI has made a major change in their outlook for light motor vehicle sales. In
February light vehicle sales in 1999 were forecast a 15.5 million units, 0.1
million below 1998 sales. Unit salesin 2000 and 2001 were expected to remain at
roughly the same level, averaging 15.4 million units per year. It now appears
light vehicle sales in 1999 will set a record with more than 16.9 million units
likely to be sold, nearly 10 percent more than forecast in February. DRI expects
that strong consumer demand for motor vehicles will continue through the entire
forecast horizon, with sales in 2000 and 2001 averaging more than 16.6 million
units, an 8 percent increase in unit volume over the previous forecast. The
November Control also assumes that the average price paid for light vehicles will
increase.

Other Revenues

Other tax and non tax revenues, excluding the tobacco settlement payments, are
expected to total $2.057 billion, $95 million (4.8 per cent) more than end-of-
session estimates. The forecast for investment income was increased by $34
million, reflecting larger projected balances during the biennium. Expected
inheritance and estate taxes and mortgage and deed taxes were increased by $36
million and $20 million respectively. Changes in other tax and non tax revenues
were small.

Tobacco Settlement Payments

Tobacco settlement payments to the general fund are now expected to total $230
million during the 2000-01 biennium, down $23 million (9.2 percent) from end-
of-session estimates. Tobacco payments to the Medical Education Endowment
Fund and the Tobacco Prevention Endowment Fund are now projected to be a
combined $46 million less than previously anticipated.

Minnesota’s tobacco settlement agreement calls for a reduction in payments if
national tobacco consumption declines. While the first payment subject to this
adjustment is not due until December 31, 1999 both Standard and Poor’'s and
Moody'’s project future declines in U.S. tobacco consumption. The Standard and
Poor's estimates used in this forecast expects consumption in 1999 to be 10
percent below the 1997 baseline, with consumption falling another 3 percent in
2000
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Revenue Planning Estimates
F.Y. 2002-03

Current resources for the 2002-03 biennium are now projected to total $27.171
billion, 11.5 percent more than forecast for the 2000-01 biennium. Receipts from
the four major taxes are expected to grow by 11.0 percent, while other tax and
non-tax revenues, including tobacco settlement payments, are projected to grow
by 14.8 percent from projected levels for 2000-01. Tobacco settlement revenues
increase by $443 million because under current law none of the settlement
revenue received in F.Y. 2002 or F.Y. 2003 is dedicated to funding the Medical
Education Endowment or the Tobacco Prevention Trust. Under current law the
settlement portion of the payments in F.Y. 2001 and F.Y. 2002 are dedicated to

the endowments.
F.Y. 2002-03 Revenue Planning Estimates
($in Millions
F.Y.2000-01 F.Y.2002-03
Biennium F.Y. 2002 F.Y. 2003 Biennium

Revenues

Individual Income Tax 11,126 6,192 6,482 12,674
Sales Tax 7,561 4,046 4,192 8,238
Corporate Income Tax 1,527 790 803 1,593
Motor Vehicle Sales Tax 1,046 537 554 1,091
Four Major Taxes 21,260 11,565 12,031 23,596
Other Revenues 2,058 1,002 1,011 2,013
Tobacco Settlement 230 392 281 673
Net Non-dedicated Revenue 23,548 12,959 13,323 26,282
Other Resources 825 443 446 889
Current Resources 24,374 13,403 13,768 27,171

This basdline planning estimate is not an explicit forecast. It is smply an
extrapolation of projected trends in the economy. Because of the way it is
constructed, any changes in the base level of revenues for fiscal 1999, or any
subsequent year through fiscal 2001 will be reflected in the revenue planning
estimates for 2002 and 2003. Other things equal, stronger than anticipated growth
in any of those years will add significantly to revenues available in the 2002-03
biennium. Similarly, should the economy grow more sowly than forecast during
the next three years, the revenue outlook for 2002-03 will deteriorate.
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These revenue planning estimates are only a guide to the level of future revenues,

not a guarantee. If the economy remains strong through 2001, and if projections

of capital gains realizations for tax years 1998, 1999, and 2000 are accurate, the
planning estimates are likely to underestimate future revenues. But if the
economy fails to perform at the level anticipated in DRI's November Control, or,

if capital gains realizations fail to reach the level projected, 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.
There is no recession in the long term forecast, only slightly slower real and
nominal growth, and while no signs of a recession are currently visible, for this
economic expansion to continue through the 2002-03 biennium would mean that
the U.S. economy would go more than 12 years without a recession, nearly 4
years longer than any prior U.S. economic expansion.

The projected growth rate for F.Y. 2002-03 revenues is less than that forecast for
the 2000-01 biennium. The $1.3 billion sales tax rebate, and two $500 million
property tax rebate programs administered through the individual income tax
system reduced revenues in the 1998-99 biennium. Returning to normal growth
rates without those one time items, even after the income tax reduction approved
by the 1999 legislature yields artificially high revenue growth rates for the 2000-
01 biennium. When the one time events and the tax cut are netted out revenue
growth in 2002-2003 is only slightly below average.

Estimates of 2002-03 revenues are based on DRI's Summer 1999 Cyclelong and
October, 1999 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 appropriate inflation estimate for that year taken from the October Control
forecast.

Usually, DRI's November Control forecast is used to provide the inflation
forecast used in preparing the November long term revenue planning estimates.
This year, however, definitional changes in the national income and product
accounts made the November deflator estimates inconsistent with the real values
in the Summer long term projections. To ensure that values for key variables
were based on the same definitions, inflation rates from the October Control,
prepared prior to release of the benchmark revisions, were used. Since there
were no major changes in outlook between October and November, just changes
in definitions of variables, the impact on the 2002-03 planning estimates was not
material.

Although DRI extended the forecast horizon for its Control forecast to 5 years, in

October, 1996, there is still only limited data on the reliability of their year four
and year five forecasts. The Department of Finance has chosen to continue to use
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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.

Individual income tax estimates were prepared using the House Income Tax
Simulation model. Assumed filer growth in Minnesota was consistent 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 rate for taxable persona income forecast by DRI. Caendar year
income tax 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 F.Y. 2002 and F.Y. 2003 were constructed using the estimated real
growth real from DRI's Summer, 1999 Cycle forecast and inflation from the
October, 1999, Control forecast. The growth rates were then weighted by the
fraction of the expected 1999 sales tax base attributable to each category of
purchases. The sum of the weighted growth rates was used as a measure of
expected growth in the sales tax base for 2002 and 2003.

Corporate tax receipts in 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 vehicles and parts. Planning estimates for other
tax and non tax revenues were prepared by extrapolating existing trends.

For the 2002-03 biennium, tobacco settlement payments were reduced an
additional 2 percent per year from the revised forecast base because of forecasts
of declining U.S. cigarette sales. Since under current law all tobacco settlement
revenues in fiscal 2002 and 2003 accrue to the general fund, the entire $96 million
decrease in settlement revenues reduces general fund revenues.

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
extrapolations of historical trends consistent with the current short term outlook.
It isimportant to remember that the long term revenue planning estimate is only a
guide to what revenues three and four years from now might be, not a guarantee
of a specific level of revenues, and that there may be large positive or negative
errorsin the long term estimate.
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Expenditure For ecast
F.Y. 2000-2003

Current Biennium, F.Y. 2000-01

The November 1999 expenditure forecast for the current biennium totals $23.593
billion, a $209 million increase from estimates made at the end of the 1999
legislative session. Increases in severa areas, most notably K-12 education and
health care and higher spending due to funds carried forward from the previous
biennium are partially offset by lower family support spending, producing a net
increase in forecast expenditures.

F.Y. 2000-01
General Fund Expenditure Forecast
($inmillions)
End of 1999 November Difference
Session 1999

Estimated Spending by Function
Education/Children & Families $8,017 $8,104 $87
Post-Secondary Education 2,615 2,627 12
Property Tax Aids & Credits 3,220 3,264 44
Other Mgjor Local Assistance 1,106 1,102 4
Health Care 3,723 3,773 50
Family Support 455 414 (41)
State Operated Institutions 963 974 11
Legislature, Judicial, Const. Officers 558 572 14
State Agencies Operations & Grants 1,926 1,950 24
Debt Service 586 576 (20)
Estimated Cancellations (20) (20)

Subtotal-Major Spending Categories 23,148 23,336 188
Dedicated Expenditures 236 257 20
Total Expenditures& Transfers $23,384 $23,593 $209

Planning Estimates F.Y. 2002 - 2003

Under current law, expenditures for F.Y. 2002-03 are forecast to total $25.622
billion, an 8.6 percent increase over the current forecast for the F.Y. 2000-01
biennium.

These expenditure estimates are projections of the cost of continuing current law
programs after adjusting for changes in education enrollment, human services
program caseload, net tax capacity, the number of households, and other changes.
The forecast and planning estimates provide for a 2.5 percent annual increase in
the cost of goods, services, and mgjor state grant programs for each year. This
discretionary inflation estimate reflects the impact of expected wage and price
Increases on the cost of government programs.
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F.Y. 2002-03 Planning Estimates
($in millions)

For ecast Ping. Est Change
F.Y. 2000-01 F.Y. 2002-03 $ %

Education/ Children & Families $8,104 $8,316 $212 2.6
Post-Secondary Education 2,627 2,676 49 19
Local Aids & Credits 3,264 3,473 209 6.4
Other Mgjor Local Assistance 1,102 1,145 43 39
Health Care 3,773 4,519 745 19.7
Family Support 414 396 (18) -4.3
State Operated Ingtitutions 974 1,011 37 3.8
Legidature, Judicial, Const. 572 560 (12 2.1
State Agencies 1,950 1,767 (183) -9.4
Debt Service and Other 576 615 39 6.8
Estimated Cancellations (20) (20) 0 0.0

Estimated Discretionary Inflation - 906 906 na

Subtotal 23,336 25,366 2,030 8.7
Dedicated Expenditures 257 256 (1) -0.1
Total Spending $23,593 $25,622 $2,029 8.6

Total net spending for F.Y. 2002-03 is up $2.029 billion (8.6 percent) from F.Y.
2000-01. This amount includes estimated discretionary inflation totaling $906
million. The largest baseline dollar and percentage difference is in heath care,
increasing $745 million or 19.7 percent. Other sizeable dollar increases occur in
education/children and family, and local aids and credits, although these percentage
changes are more modest. The table above highlights baseline (excluding inflation)
growth between bienniums, as does the detailed discussion of the planning estimates
in the individual spending areas that follows. The graph below illustrates the relative
components of the total biennial growth, including both the baseline change and the
individual spending area’s share of inflation.

FY 2002-03 Growth over Current Biennium

($ in millions)

K-12 Education 212 | 315

Higher Education

Local Aids & Credits 209 | 133 |

Health Care 745 174

All Other -92 183

‘ O Baseline O |[nflation ‘
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|SSUE HIGHLIGHT:

Discretionary Inflation in the Expenditur e For ecast

To casual readers of the forecast, discretionary inflation can be confusing. Yet,

it's a relatively simple factor that allows for a balanced presentation of future
revenues and expenditures. Inflation is a factor in revenue projections and a
similar adjustment for spending is needed to make the numbers comparable. By
including an estimate of the impact of inflation on state expenditures, the
forecast can be used by policy makers to determine the long run implications of
their decisions.

The legal requirement for the forecast to address inflation is contained in
Minnesota Statutes Chapter 16A.103 subd. 1:

"...The forecast must assume the continuation of current laws and reasonable
estimates of projected growth in the national and state economies and affected
populations. Revenue must be estimated for all sources provided for in current
law. Expenditures must be estimated for all obligations imposed by law and

those projected to occur as a result of inflation and variables outside the control
of the legislature...."

This provision was enacted in 1994 as part of a budget reform article in the tax
bill; the "price of government” provisions were enacted in the same article.

Regardless of the legal requirement, addressing inflation in the forecast makes
good financial management sense. One could not do a reasonable forecast of
revenues for future years without including estimates of key economic variables
such as the demand for goods and services, wage and price levels, etc. These
assumptions drive the econometric models that predict how much tax revenue
should be expected given various levels of economic activity. In order to
provide an “apples to apples” comparison, we also need to add estimated
inflation to spending.

Policymakers can still choose whether or not the spending inflation becomes a
reality; the forecast serves as a reference point for budget discussions, but all
spending is subject to executive and legislative branch review and action. As a
result, “discretionary inflation” is always just a forecast estimate that may or may
not eventually be funded in the budget.

Rather precisely estimating inflation's effect on each discrete area of state
spending, the "discretionary inflation" adjustment is a proxy for the general
pressure on state government operations and grant programs due to wage and
price increases.
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Prior to the forecast, Finance staff review the latest inflation indicators available
from DRI, including those measuring consumer and producer prices and an index
of the cost of state and local government prices and wages. As required by law,
Finance consults with legidators and legidative staff on the inflation
assumptions. A rough average of the inflation indicator for the planning estimate
years is chosen. In recent years the inflation estimate has most closely tracked
the CPI/U, and has been in the range of 2.5-3.0 percent
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|SSUE HIGHLIGHT: TANF

Final TANF Rule Changes Forecast and Budget Picture

Final rules issued by the federal Department of Health and Human Services
(DHHS) have drastically atered how states meet matching requirements for the
Temporary Assistance for Needy Families (TANF) block grant. The rules took
effect on October 1, 1999, and have forecasting and budgeting implications for
state resources.

Final Regulations

The fina rule broadens TANF from a source of funding for cash welfare
programs to one that can be used to meet a broad array of self-sufficiency needs
of low-income families.

It does this in two major ways: 1) by broadening the definition of eligible family;

and 2) by narrowing the definition of assistance. Narrowing the definition of
assistance broadens TANF by extending the ways that the federal funds can be

used without falling under reporting and programmatic strings associated with
“assistance.” In Minnesota, two key programs fit well within this new
framework: Basic Sliding Fee (BSF) child care and the Working Family Tax
Credit. Both are efforts to support self-sufficiency for non-welfare, low-income
families. Within some limits, Minnesota may now count state spending in both
programs toward its maintenance of effort (MOE) requirement. (TANF
regulations require the state to spend at least 80 percent of the amount of money
spent in 1994 from state funds, a “maintenance of effort” requirement amounting
to $191 million).

I mplications

The final regulations have major implications for the composition of state
spending needed to meet MOE. Most simply, with spending in more state
programs available to meet MOE, fewer state resources are needed for the state’s
cash assistance program, MFIP. If the newly feasible programs (such as Basic
Sliding Fee or the Working Family Credit) are used to meet MOE, the state can
decrease the amount of state funds needed for the MFIP program, while
increasing the amount of federal funds used for MFIP. This does not change the
amount provided to families, but only changes the mix of state and federal funds
in financing the program.

Since the inception of the state’s TANF program, MFIP, two kinds of state
spending have been important for meeting the MOE requirements for TANF: 1)
spending directly related to MFIP; and 2) spending related to child care.

Although the new federal regulations would allow other programs such as the
Working Family Credit to be included as MOE, after a review of state statutory
authority and legislative history, this forecast does not extend the basic
composition of MOE spending beyond MFIP and child care spending. It does,

49



November 1999 Minnesota Financial Report

however, include additional MOE (of $13 million in F.Y. 2000-01 and $49
million in F.Y. 2002-03) from state spending on the Basic Sliding Fee Child Care
program, which was not previously feasible as MOE. The forecast continues past
practice of counting as much child care assistance as possible toward MOE.

Other possible sources of MOE, such as the Working Family Tax Credit or other
supports for low-income families with children are not included in this forecast,
athough they clearly can be counted as MOE for TANF. Future budget
discussions will need to provide guidance on the acceptability of using such funds
for MOE purposes.
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Spending By Functional Area
Education and Children & Family Spending I ncreases by $87 Million for 2000-01

State spending for K-12 education programsin F.Y. 2000-01 has increased by $87
million from end of session estimates, with total spending now estimated at
$8.104 hillion for F.Y. 2000-01.

Pupil estimates have increased dlightly from previous forecasts. This forecast
increases pupil projections by 8,088 students over the biennium, resulting in a
projected enrollment of 851,946 students for the 2000-01 school year.

General Education Formula Cost I ncrease $43 Million

The 1999 omnibus K-12 bill included a provision that increased the genera
education formula alowance by $50 contingent upon a sufficient structura
balance in the November 1999 forecast. The formula alowance is the basic
amount that each district receives for each pupil, adjusted for grade and severa
other demographic characteristics. Sufficient funds are available in this forecast
to trigger this change, increasing the formula from $3,875 per pupil unit to
$3,925, beginning in the next fiscal year (F.Y. 2001) and in effect for all future
fiscal years. The contingent formula increase is the largest change in genera
education funding from end of session estimates--increasing spending in the
general education program by $43 million in 2001.

Other General Education Changes Reduce Spending $3 Million

The general education program provides school districts with their basic operating

funds, with revenue allocated to districts based on enrollment, geography, and

other demographic variables. Other changes in the general education program,
apart from the $43 million trigger increase, net to a decrease of $3 million from
end of session estimates.

Magjor changes include:

* A $32 million increase due to higher pupil unit estimates.

e A $52 million decrease in projected training and experience spending,
reflecting a larger number of separations or retirements of more experienced
and highly trained teachers than previously estimated.

* A $10 million increase in referendum aid, reflecting an increase in resident
pupil counts and a larger number of property poor districts passing
referendums. Districts with low property wealth receive a higher proportion
of state aid.

* Anincrease of $12 million in compensatory funding for low-income students.

* A decrease of $4 million in Limited English Proficiency (LEP) funding.
Although the LEP student population is still growing, the growth has been less
than previously projected.
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These changes, combined with the $43 million trigger, result in a net genera
education increase of $40 million.

Full Funding Methodology | ncreases Other Education Aids $47 Million
Increases in al other education/children & family programs outside of general
education total $47 million. For the first time, this forecast reflects the cost of
fully funding the programs as enacted in law, as agreed to in the 1999 session.
The largest changes are in integration, specia education, charter school building
lease aid, and adult basic education.

Nearly $10 million of thisincrease isin integration aid, largely due to the impact

of the new desegregation rule that went into effect since the February forecast.

The new rule requires “racially isolated” districts to improve cooperation and
integration across district lines. Under the new rule, 36 additional districts have
become eligible for aid. The forecast assumes planning costs in 2000 for all
eligible districts, and gradually increasing costs related to implementation
beginning in 2001. Integration aid provides funding for operating costs for
magnet schools, desegregation transportation costs, and other activities designed
to achieve racially balanced schools.

Special education spending makes up $7 million of the increase. Although the
special education student population has not increased significantly, children
without a disability that have been placed in foster care are now eligible for aid as
a result of a recently enacted state law. End of session projections underestimated
the number of children in foster care. Special education excess cost aid increases
reflect the change in the mix of projected student growth between districts with
high versus low special education costs.

Charter school building lease aid increases spending by $10 million. Although
not unexpected, this spending reflects increases over the 20 percent projected
growth in charter school students. In addition to growth in the number of charter
schools, many existing charters have expanded the amount of square footage
leased, negotiated higher lease rates to reflect facilities improvements, and made
higher than expected lease payments as a result of the market shortage of suitable
space for schools.

Adult Basic Education (ABE) spending is expected to increase by $14 million
over end of session estimates. Strong enrollment growth in English as a Second
Language (ESL) classes is projected to continue, reflecting the growing
immigrant population in Minnesota. While demand for ESL services is especially
strong in Minneapolis and St. Paul, other areas of the state, such as Rochester,
Willmar, and Worthington, are also responding to the increased need for ESL
services in their communities. Unexpectedly, the number of ABE participants
receiving public assistance has declined since 1998—Iimiting the role of welfare
reform in the growth forecast for ABE.
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Education Spending to Grow $212 Million for F.Y. 2002-03

State spending for education and children & family programs is expected to
increase by $212 million in F.Y. 2002-03 over F.Y. 2000-01. Most of this
increase reflects growth in the general education formula alowance from one
biennium to the next, with increases of $66 million for the increase in the formula
allowance from 2000 to 2001, and $89 million for the full biennial cost of the
formula increase triggered in this forecast. Other magor changes in genera
education include a $68 million increase in referendum aid, a $62 million
decrease in training and experience spending, and a $20 million decrease
reflecting the sunset of areferendum offset adjustment.

Other major changes in categorical programs include:

» $68 million increase in special education spending;

* $27 million increase in integration aid;

*  $24 million decrease for programs discontinued in 2002-03;
* $11 million decrease in debt service equalization aid;

*  $20 million increase in Adult Basic Education

While the forecast assumes a continuing state role in education funding, under
current law the major portions of the state’s education finance system are repealed
in F.Y. 2003. This provision was first enacted in 1992 and was originaly
scheduled to take effect in F.Y. 2000, but has been delayed until F.Y. 2003.

No Major Aids& Credits Changein F.Y. 2000-01; Up $209 Million in F.Y. 2002-03

Property tax aids and credits expenditures for the 2002-03 biennium are expected
to increase by $209 million from 2000-01 biennial estimates. Major contributors
to the change include:

* A $140 million increase in the Education Homestead Credit as market values
increase and as the credit increases to 83 percent of the general education tax

* A $52 million increase because the new Education Agricultural Credit will be
effective in both years of the biennium as compared to one year in the 2000-
01 biennium

* A $32 million increase projected in Property Tax Refunds (mostly renters)

* A $13 million increase in Police and Fire Pension Aid

* A $21 million increase in Family Preservation Aid.

Aid to Local Governments (LGA) will increase by approximately $37 million, but
this will be largely offset by a reduction in basic Homestead and Agricultural
Credit Aid (HACA) and the termination of Local Performance Aid. One-time
expenditures of $70 million included in 2000-01 for Farm Aid, Mn Minerals 21%
Century Aid, and Charity Care Aid are not anticipated in 2002-2003. Other
mi scellaneous changes account for the remaining difference.
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Health Care Programs Cost Projections Slightly Higher For 2000-01

Estimated state expenditures for health care programs for the 2000-2001 biennium
are expected to be $50 million higher (1.4%) than end-of-session projections.
Rising costs in some segments of the Medical Assistance (MA) program, higher
than expected numbers of non-citizens receiving MA benefits, and a reduction in
federal funding contribute to this increase.

F.Y. 2000-01 Health Care Spending by Program
($ in millions)

End of Nov. 1999
Session Forecast Difference
Medical Assistance
Long Term Care Facilities 1,105 1,094 (11)
Long Term Care Waivers 763 746 (a7)
Aged & Disabled Basic Care 857 879 22
MFIP & Families Basic Care 627 667 40
Senior Drug Program 26 26
General Assistance Medical Care 270 283 13
Chemical Dependency Entitlements 76 78 2
Total 3,723 3,773 50

Included in the forecast is a shift of funding for the Demonstration Project for
Persons with Disabilities (DPPD) out of Long Term Care (LTC) Facilities and
Long Term Care Waivers and into Aged and Disabled Basic Care; this shift has
no net effect on forecast health care spending.

Average cost estimates that are higher than previously projected result in
increases in the basic care forecasts. These increases more than offset the small
declines in caseloads in both the Minnesota Family Investment Program (MFIP)
and Other Families segments of this program. Medical Assistance benefits for
non-citizens also contribute to increases in this program, as there is no federal
share on these cases.

Finally, Minnesota’s matching rate for MA from the federal government will
decrease in federal fiscal year 2001, resulting in a $10 million increase in the F.Y.
2001 state share of MA. The rate will decline from its current level of 51.48
percent to 51.11 percent, continuing a downward pattern that is based on
Minnesota's per capita personal income.
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Health Care Costs Projected to Rise 19.7 Percent in F.Y. 2002-03

Health Care planning estimates are forecast to be $4.519 hillion, an increase of
$745 million over the forecast for the current biennium (19.7 percent).

Health Care Spending Projections for F.Y. 2002-03
($ in millions)

F.Y. 2000-01 F.Y. 2002-03 Difference

Medical Assistance

Long Term Care Facilities 1,094 1,107 13
Long Term Care Waivers 746 966 220
Aged & Disabled Basic Care 879 1,163 284
MFIP & Families Basic Care 667 837 170
Senior Drug Program 26 29 3
General Assistance Medical Care 283 324 41
Chemical Dependency Entitlements 78 93 15
Total 3,773 4,519 745

Increasing spending in the health care programs is driven by both a rising

number of cases and growing costs, though most estimates show only modest
changes from end-of-session projections. Two segments of the MA program—
LTC Waivers and Aged and Disabled Basic Care—account for almost two-thirds
of planning estimate increases over current biennium expenditures. Increases in
the numbers of recipients, primarily in the disability and elderly waivers, as well
as higher costs for basic health care for these populations, is what is behind
higher costs in the planning estimates.

Family Support Costs Down $41 Million in 2000-01

Forecast spending for family support programs in F.Y. 2000-01 is expected to be
$41 million lower than end-of-session estimates, a decline of 10.0 percent. This
change is largely attributable to three factors: 1) reduced spending of federal
child care funds in F.Y. 1999; 2) lower caseloads in the Child Care Assistance
programs; and 3) changes in the maintenance of effort (MOE) calculation for the
state’s TANF block grant (Temporary Assistance for Needy Families). Due to
changes in federal regulations governing state use of TANF, more state spending
is eligible to count toward the MOE requirement. This in turn reduces the
General Fund expenditures necessary in the MFIP program. (See the Issue
Highlight for additional discussion of the final TANF regulations.)
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F.Y. 2000-01 Family Support Spending by Program
($ in millions)

End of Nov. 1999
Session Forecast  Difference
MFIP 131 110 (21)
General Assistance 49 47 (2)
Minnesota Suppl. Aid 53 53 1
Child Care Assistance 222 204 (19
Total 455 414 (41)

In the Child Care Assistance program, lower than anticipated spending of federal
Child Care and Development Fund (CCDF) block grant resources during the last
fiscal year alows state general fund spending to be lower in F.Y. 2000. Caseload
and utilization estimates are also lower than previously projected, although these
decreases are partialy offset by higher average cost estimates.

Lower caseload estimates in the General Assistance (GA) program account for an
additional decline of $2 million. This change would have been more significant,

but higher costs in the Battered Women'’s Shelters segment of GA in F.Y. 2000
offset lower estimates for cash benefits.

Federal changes for the food stamp program have altered the TANF Reserve
picture as well since end-of-session estimates. Because the U.S. Department of
Agriculture determined that Minnesota’s approach to providing food stamp
benefits is cost neutral under federal rules, less TANF funding is needed to
provide food benefits. Federal food stamp benefits (a separate program from
TANF) will instead pick up more of the costs than previously anticipated.
Because less TANF is needed, the unobligated balance of TANF—the TANF
Reserve—grows by $73 million to $164 million in this forecast largely due to this
cost neutrality determination.

Costs in a related program, Adult Basic Education, are also projected to grow by
$14 million in F.Y. 2000-01. This program provides a wide array of educational
services to support adult learners and promote self-sufficiency. A more detailed
discussion of the changes in this program can be found in the education, children
and family discussion.

Family Support Costs Expected to Drop $18 Million in F.Y. 2002-03

Planning estimates for Family Support programs are forecast to be $396 million in
F.Y. 2002-03, a decrease of $18 million from the current biennium.
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Family Support Spending Projections
(% in millions)

F.Y.2000-01 F.Y.2002-03 Difference

MFIP 109 42 (68)
General Assistance a7 24 (23)
Minnesota Suppl. Aid 53 58 5
Child Care Assistance 204 272 69

Total 413 396 (18)

State Child Care Assistance is expected to grow in the next biennium by $69
million, largely due to higher general fund spending in the Basic Sliding Fee

(BSF) program. In the 2002-03 biennium, general fund resources will account for

$60 million more of the BSF program, reflecting a shift away from the current
biennium’s use of a TANF transfer to fund a portion of BSF. Additionally,
spending for MFIP child care is expected to increase by $8 million above 2000-01
levels due to a projected rise in direct service costs. The MFIP child care
caseloads are expected to decline slightly in the next biennium as MFIP families
reach their 5-year time limit for assistance in F.Y. 2003.

Child Care Spending

($ in millions)
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Costs for MFIP and Genera Assistance will be substantially lower in F.Y. 2002-

03. Lower MFIP costs are expected due to the composition of the state’s TANF
maintenance of effort—the MFIP portion of MOE will shrink in the future, as
child care spending rises. Additionally, because Battered Women’s Shelters

payments will not be part of GA in F.Y. 2002-03, the GA costs will be lower than
the current biennium.

It is important to note that estimates for TANF Reserve levels and MFIP spending
in F.Y. 2003 include two key assumptions: 1) a significant portion of the state’s
MFIP caseload will lose eligibility to benefits due to time limits on the receipt of
assistance, and 2) the federal TANF block grant will be funded at its current level.
The federal TANF law will be up for reauthorization at the end of federal fiscal
year 2002. Since no one can say with certainty what federal funding levels will
be after the expiration of the current TANF law, the state fiscal year 2003
estimates assume a continuation of current funding levels.

Projected TANF Reserve Balances

250 ~

200 A 190

150 A

OEnd of Session
116

($ in millions)

B Nov 99 Forecast

100 A

50 4

F.Y. 2000 F.Y. 2001 F.Y. 2002 F.Y. 2003

Prison CostsIncrease State I nstitution Spending for 2002-03

The cost of operating state institutions (regional treatment centers, correctional
facilities, veteran’s homes, Faribault Academies, and the Center for Arts
Education) is projected to increase $37 million in F.Y. 2002-03 over F.Y. 2000-01
levels. Biennial growth is $20 million higher than projected at the end of the
1999 session. Nearly all of the change from the end of session is due to higher
projected costs for the state’s prison system.
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F.Y. 2002-03 spending for correctional institutions is $45 million higher than in
the F.Y. 2000-01 biennium. Of this amount, $30 million represents the cost of
additional prison beds needed during the 2002-03 biennium. Preliminary bed
space projections by the Department of Corrections show a need for 6,216 prison
beds F.Y. 2001, increasing to 6,745 by F.Y. 2003. This represents about an 8.5%
increase in beds during that time period.

Another significant change in state institution spending between the biennia is a
reduction of $10 million for state residential treatment facilities, largely due to a
$9.9 million carryforward of funds from F.Y. 1999 into F.Y. 2000.

Debt Service

The total estimated debt service requirement for the 2000-01 biennium is now
$568 million. This amount is $18 million less than forecast at the end of the
session.

The decline is a result of selling fewer bonds in the August 1999 bond sale than
forecast at the end of session. There are additional savings from investment
earnings on cash balances in the bond proceeds fund as capital projects are
spending available bond proceeds more slowly than previously anticipated.
Investment earnings in the fund reduce the amount necessary for debt service
from the general fund.

In addition, $8 million of the appropriation for Cambridge Bank Judgment cash
payments was carried forward to F.Y. 2000, bringing the total debt service
obligation to $576 million.

The forecast debt service cost for the 2002-03 biennium is unchanged from end of
session estimates at $615 million, which is $47 million higher than the current
forecast for the 2000-01 biennium.

Asin the February 1999 forecast and at the end of the 1999 session, this forecast
assumes enacted capital budgets in even-numbered sessions requiring the issuance

of $400 million in general obligation bonds, with $50 million “emergency” capital
budgets in odd-numbered years.

Carryforward Increases All Other Spending for F.Y. 2000-01, Reduces Spending in
F.Y. 2002-03

The forecast for all other areas for F.Y. 2000-01 is not significantly different from
end of session estimates. Spending for most state agency operations and
miscellaneous grant programs is fixed by state appropriations made in the 1999
legislative session. Spending for property tax aids and credits ($44 million), the
higher education systems ($12 million), state institutions ($11 million), the
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legislative, judicial, and congtitutional officers ($14 million), and state agencies
($24 million) is higher than at the end of session primarily due to the authorized
carryforward of F.Y. 1999 appropriations. While most appropriations lapse at the
end of abiennium, in certain cases authority is granted to carry funds forward into
the next biennium.

F.Y. 2002-03 spending is currently forecast to drop $183 million (state agencies
only) from the current forecast for F.Y. 2000-01. Thisis adlightly larger decline
than estimated at the end of the 1999 session, and is primarily due to the non-
continuation of one-time appropriations made for the 2000-01 biennium and the
removal of funds carried forward.
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Price of Gover nment

State And L ocal Government Revenues Are Forecast Through F.Y. 2003

The state general fund forecast represents only a portion of public sector revenues

and spending in Minnesota. In broad terms, the “Price of Government” is a
measure of the cost of all general government services statewide. It answers the
guestion: How much do Minnesotans pay to state and local government? It is
comprehensive and includes nearly all revenues generated by state and local units
of government as well as public school districts. All state taxes, property taxes,
special assessments, fees and charges are included.

The aggregate annual receipts collected by each unit of government are
considered the aggregate costs that Minnesota taxpayers pay for public services.
The “Price of Government” measures that cost for each fiscal year relative to
Minnesota Personal Income. The result is stated as a percentage of statewide
personal income. For calendar year 2000, fiscal year 2001, it is estimated at
17.6%. In other words, for every dollar of a Minnesota taxpayers personal
income, 17.6 cents will be paid for state, county, city, township and school district
services during the year.

Minnesota Price of Gover nment
State and L ocal Revenue as % of Personal | ncome

FY1991 ; 16.9%
1 17.6%

FY1993 | : : = 17.6%

] | | | ——118.2%
FY1995 | | | | 117.9%

] | | | = 18.1%
FY1997 118.1%

] : : ' 118.3%
FY1999 | | =17.1%

] | | =17.7%
FY2001 | | | = 17.6%

i | | = 17.7%
FY2003 : : = 17.6%

16.0% 16.5% 17.0% 17.5% 18.0% 18.5%

By statute, the Governor’s budget proposes price of government targets for four-
year periods for each level of government. The legislature adopts targets by joint
resolution. Since the price of government focuses on revenues required by
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various levels of government, it is designed to be both a performance measure
for both taxpayers and policy makers when the budget formulation process is
underway. Because the emphasis is on aggregate revenues, the measure serves
asafinancial index for the cost of public servicesin Minnesota.

The following table shows the revenues raised at each level of government,
excluding federal grants or aids and excluding intergovernmental revenues such

as state aid paid to school districts or local government aids. The result is “own
source” revenues — those raised by taxes, fees and charges at each level of

government.
Own Sour ce Revenues
($inmillions)
F.Y.2000 F.Y.2001
State Revenues
Tax Revenues $ 12,501 $ 13,297
Non-Tax Revenues 2,160 2,120
Total State Revenues 14,661 15,417
L ocal Non-School
Property, Other Taxes 3,006 3,096
Non-Tax Revenues 4,182 4,434
Total Non-School 7,188 7,530
School District Revenues
Property, Other Taxes 1,860 1,813
Non-Tax Revenues 635 695
Total School District 2,495 2,508
Total Own Sour ce Revenues $ 24343 $ 25,456
Minnesota Per sonal |ncome $137,865 $ 144,955
Revenue as % of Personal 17.7% 17.6%
Income

In F.Y. 2000 - of all dollars Minnesotans will pay in taxes, fees and charges - the
state will collect 60 percent. Counties, cities and townships will collect about 30
percent, while school districts collect about 10 percent. However, when
intergovernmental aids are considered, the state will spend only 33 percent of the
total, while non-school local governments spend 37 percent, and school districts
30 percent.

Detailed price of government data is included in the Appendix. It shows major

taxes and other revenue sources by level of government by year for the period
F.Y. 1991 through F.Y. 2003.
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ALTERNATIVE FORECAST COMPARISON

Real GDP (Annual Rates)
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Nov 95 DRI Control
Feb 96 DRI Control
Nov 96 DRI Control
Feb 97 DRI Control
Nov 97 DRI Control
Feb 98 DRI Control
Nov 98 DRI Control
Feb 99 DRI Control

Nov 99 DRI Control

Nov 95 DRI Control
Feb 96 DRI Control
Nov 96 DRI Control
Feb 97 DRI Control
Nov 97 DRI Control
Feb 98 DRI Control
Nov 98 DRI Control
Feb 99 DRI Control

Oct 99 DRI Control

FORECAST COMPARISONS

Real Economic Growth
(Annual Percent Change in Real GDP)

1998
1.79
1.7%
2.4
2.1
2.3
2.7
36
3.0

4.3

(Annual Percent Change in Implicit GDP Deflator - 1992 = 100)

219
2.1©
2.3
2.3
2.0
1.7
1.0
1.0

1.0

1999 2000
1.7% 1.7%
1.7% 1.7%
2.0 1.6@
2.1 1.6@
2.0 25
1.4 2.4
1.7 2.3
34 1.9
3.9 34

I nflation

2.49
249
2.4
25
2.1
19
16
1.0

12

(1) Long-term trend from DRI Cyclelong, Summer 1995.
(2) Long-term trend from DRI Cyclelong, Summer 1996.
(3) Long-term trend from DRI Cyclelong, Summer 1997.
(4) Long-term trend from DRI Cyclelong, Summer 1998.
(5) Long-term trend from DRI Cyclelong, Summer 1999.

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

November 1999 Control

1994 1995 1996 1997 1998 1999 2000 2001

Wage and Salary Income

United States 49 5.8 59 7.1 6.7 6.4 6.1 59

Minnesota 58 6.5 7.5 7.2 8.7 6.6 6.2 58
Implied Annual Wage

United States 17 31 3.8 4.4 4.1 4.1 4.4 4.4

Minnesota 2.7 35 51 4.7 5.8 4.6 4.5 4.4
Non-Farm Employment

United States 31 2.7 20 2.6 25 2.2 16 15

Minnesota 3.0 3.0 23 24 2.8 20 16 13
Personal Income

United States 51 55 58 5.6 50 52 52 4.9

Minnesota 7.1 50 7.3 4.9 6.3 52 51 4.8
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Comparison of Actual and Estimated Non-Restricted Revenues
($in thousand)

1999 Fiscal Year to Date July - October 1999
Forecast Actual Variance For ecast Actual Variance
Four Major Revenues: Revenues Revenues Act-Fcst Revenues Revenues Act-Fcst
Individual Income Tax
Withholding 4,490,825 4,534,928 44,103 1,411,584 1,422,373 10,789
Declarations 1,091,300 1,143,237 51,937 220,900 235,280 14,380
Miscellaneous 504,054 613,681 109,627 59,400 59,084 (316)
Gross 6,086,180 6,291,847 205,667 1,691,884 1,716,737 24,853
Refund 947,600 970,929 23,329 36,700 41,147 4,447
Net 5,138,580 5,320,918 182,338 1,655,184 1,675,590 20,406
Corporate & Bank Excise
Declarations 774,800 791,705 16,905 199,380 209,891 10,511
Miscellaneous 109,149 96,319 (12,830) 29,100 33,314 4,214
Gross 883,949 888,024 4,075 228,480 243,205 14,725
Refund 102,129 110,533 8,403 13,700 17,638 3,938
Net 781,820 777,492 (4,328) 214,780 225,567 10,787
Sales Tax
Gross 3,618,592 3,634,534 15,943 1,184,671 1,182,319 (2,352)
Refunds 203,964 202,168 (1,796) 51,980 42,285 (9,695)
Net 3,414,627 3,432,366 17,739 1,132,691 1,140,034 7,343
Sales Tax Rebate (1,300,000) (1,292,014) 7,986 0 (7,661) (7,661)
Motor Vehicle Sales 461,500 487,041 25541 158,900 182,081 23,181
Other Revenues:
Inherit/Gift/Estate 49,275 58,929 9,654 19,751 34,990 15,239
Liquor/Wine/Beer 58,076 58,818 742 16,732 17,449 717
Cigarette/Tobacco/Cont Sub 182,185 178,837 (3,348) 50,860 53,863 3,003
Deed and Mortgage 142,800 152,747 9,947 51,873 53,698 1,825
Insurance Gross Earnings 167,500 166,962 (539) 1,900 2,740 840
Lawful Gambling 63,692 65,848 2,156 16,334 17,982 1,648
Health Care Surcharge 121,185 120,600 (585) 37,944 39,340 1,396
Other Taxes 3,732 3,347 (385) 1,065 376 (689)
DHS RTC Caollections 20,836 22,414 1,577 6,944 5,889 (1,055)
Income Tax Reciprocity 39,367 39,367 0 0 0 0
Investment Income 192,000 205,734 13,734 34,800 41,701 6,901
Other Tax Refunds 0 0 0 0 0 0
Tobacco Settlement 0 0 0 0 0 0
Revenues yet to be allocated 0 485 485 0 6,568 6,568
Other and unallocated 73,000 81,551 8,551 19,288 20,515 1,227
Other Subtotal 1,113,649 1,155,638 41,989 257,491 295,111 37,620
Other Refunds 23,471 14,140 (9,331) 6,500 5,262 (1,238)
Other Net 1,090,178 1,141,498 51,320 250,991 289,849 38,858
Total Gross 10,863,870 11,165,070 301,200 3,521,426 3,611,792 90,365
Total Refunds 1,277,165 1,297,770 20,605 108,880 106,332 (2,548)
Total Net 9,586,705 9,867,300 280,595 3,412,546 3,505,460 92,914
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FACTORSAFFECTING THE INDIVIDUAL INCOME TAX

(Dollarsin Billions)

Calendar Year
1996 1997 1998 1999 2000 2001

Minnesota Non-Farm Tax Base

November 1995 Control 94.160 97.766

February 1996 Control 94170  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 100.450 106.250 111.700 116.240

February 1998 Control 100450 107.250 113.040 116.960

November 1998 Control 100.430 107.490 113.850 118,500 123.620 128.830
February 1999 Control 100.430 107.490 114.640 120.320 125.150 130.330
November 1999 Control 98.760 105.200 112920 119.790 126.630 133.200

Minnesota Wage and Salary Income

November 1995 Control 69.518 72.278

February 1996 Control 69.754  72.680

November 1996 Control 71.244 74966  78.407  82.127

February 1997 Control 71712 75572 79.203  82.961

November 1997 Control 72.146 76.118 80.099 83.793

February 1998 Control 72.146  76.773 81433  84.502

November 1998 Control 72.115 77.427 82,538 86.724 91370 95.761
February 1999 Control 72115 77427 83279 87.884 91969  96.329
November 1999 Control 72.040 77230 83980 89550 95.060 100.590

Minnesota Property Income

November 1995 Control 17.408 17.994

February 1996 Control 17.077  17.604

November 1996 Control 17.084 17.987 18.925 19.740

February 1997 Control 17.212 18.133 19.011 19.782

November 1997 Control 21.053 22.300 23.196 23.623

February 1998 Control 21.053 22265 23112  23.606

November 1998 Control 21.053 22380 23.117 23.348 23438 23.891
February 1999 Control 21.0563 22380 23.129  23.787 24.317 24.821
November 1999 Control 19.496  20.362 20.913 21464 22523  23.243

Minnesota Proprietors Income

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
November 1999 Control 7.216 7.618 8.134 8.774 9.045 9.365
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SALESTAX

November 1995 Control
February 1996 Control
November 1996 Control*
February 1997 Control
November 1997 Control
February 1998 Control
November 1998 Control
February 1999 Control
November 1999 Control

November 1995 Control
February 1996 Control
November 1996 Control
February 1997 Control
November 1997 Control
February 1998 Control
November 1998 Control
February 1999 Control
November 1999 Control

November 1995 Control
February 1996 Control
November 1996 Control
February 1997 Control
November 1997 Control
February 1998 Control
November 1998 Control
February 1999 Control
November 1999 Control

* Reflects datarevision.

FACTORSAFFECTING SALES, CORPORATE INCOME
AND SALESTAX ON MOTOR VEHICLES

(Dollarsin Billions)

Minnesota’s Proxy Share of U.S. Capital Equipment Spending

Minnesota’'s Proxy Share of U.S. Construction Spending

Minnesota’s Proxy Share of U.S. Consumer Durable Spending (Excluding Autos)

Fiscal Year
1996 1997 1998 1999 2000 2001
7.764 8.031
7.729 8.151
7.758 8.233 8.601 8.948
7.758 8.233 8.705 9.026
7.802 8.334 8.911 9.430
7.767 8.291 8.802 9.226
7.911 8.498 9.182 9.750 10.207 10.662
7.911 8.498 9.187 9.854 10.456 10.828
7.801 8.354 8.962 9.729 10.442 11.041
8.613 8.763
8.679 8.971
8.069 8.757 9.316 9.900
8.066 8.777 9.503 10.154
7.707 8.511 9.461 10.148
7.744 8.518 9.344 10.038
7.824 8.555 9.475 10.338 10.743 11.224
7.824 8.555 9485 10417 11.103 11.461
7.821 8.546 9.452 10.384 11.519 12.189
4.830 5.024
4.855 4916
4.966 5.105 5.243 5.356
4,966 5.170 5.290 5.344
5.015 5.436 5.752 6.018
5.027 5.435 5.810 6.066
5.051 5.494 5.983 6.259 6.620 6.927
5.051 5.494 5.983 6.593 6.872 7.081
5.045 5.486 6.018 6.727 7.278 7.671

68



Minnesota Financial Report November 1999

FACTORSAFFECTING SALES, CORPORATE INCOME
AND SALESTAX ONMOTOR VEHICLES

(Dallarsin Billions)

Fiscal Year
1996 1997 1998 1999 2000 2001

SALESTAX (Cont.)

Minnesota Non-Far m Personal |ncome

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 11411 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
November 1999 Control* 112.32 119.14 126.46 133.73 141.35 147.91

SALESTAX ON MOTOR VEHICLES

Minnesota’s Proxy Share of U.S. Consumption of Motor Vehicle and Parts

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 5.718 5.900
February 1999 Control 5.170 5.249 5.576 5.955 5.803 6.039
November 1999 Control* 5.026 5.093 5.519 6.066 6.425 6.519

CORPORATE FRANCHISE TAX
(Calendar Year)
U.S. Corporate Profits

November 1995 Control 477.4 476.7

February 1996 Control 4725 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
November 1999 Control 680.2 734.4 712.7 778.3 805.6 815.0

* Data Revision
** Change in Definition
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F.Y. 1999 Year End Summary
($in Thousands)

Enacted Closing
F.Y. 1999 F.Y. 1999 Difference
Actual & Estimated Resour ces:
Balance Forward From Prior Y ear 2,527,216 2,527,216 0
Current Resources:
Net Non-Dedicated Revenue
Individual Income Tax 5,138,580 5,320,918 182,338
Sales Tax 2,114,627 2,140,351 25,724
Corporate Income Tax 781,820 777,491 (4,329)
Motor Vehicle Sales Tax 461,500 487,041 25,541
Other Non-Dedicated Revenue 1,090,177 1,141,499 51,322
Subtotal Net Non-Dedic Revenue 9,586,704 9,867,300 280,596
Dedicated Revenue 139,237 154,573 15,336
Transfersin 323,293 327,344 4,051
Prior Y ear Adjustments 10,100 25,208 15,108
Subtotal-Current Resources 10,059,334 10,374,425 315,091
Total Resources Available 12,586,550 12,901,641 315,091
Actual & Estimated Spending by Function:
Education / Children & Families 3,600,638 3,592,509 (8,129)
Property Tax Recognition 90,205 90,205 0
Post-Secondary Education 1,281,239 1,265,319 (15,920)
Property Tax Aids & Credits 1,437,431 1,390,745 (46,686)
Other Mgjor Local Assistance 529,305 513,543 (15,762)
Health Care 1,603,291 1,581,708 (21,583)
Family Support 254,552 250,916 (3,636)
State Operated Institutions 458,948 451,142 (7,806)
Legid., Judicial, Const. Officers 277,795 269,161 (8,634)
State Agencies Operations & Grants 974,048 939,736 (34,312)
Debt Service 299,581 291,439 (8,142)
Capital Projects 200,659 200,659 0
Estimated Cancellations (15,643) 0 15,643
Subtotal-Major Spending Categories 10,992,049 10,837,082 (154,967)
Dedicated Expenditures 126,782 143,780 16,998
Total Expenditures & Transfers 11,118,831 10,980,862 (137,969)
Balance Before Reserves 1,467,719 1,920,779 453,060
Cash Flow Account 350,000 350,000 0
Budget Reserve 622,000 622,000 0
Property Tax Reserve Account 330,181 327,961 (2,220)
Dedicated Reserves 131,760 139,346 7,586
Appropriations Carried Forward NA 103,105 103,105
Budgetary Balance 33,778 378,367 344,589
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F.Y. 2000-01 Forecast Change
November 1999 For ecast

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

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

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 Mgjor Local Assistance
Health Care

Family Support

State Operated Institutions
Legidl., Judicial, Const. Officers

State Agencies Operations & Grants

Debt Service
Estimated Cancellations

Subtotal-Major Spending Categories

Dedicated Expenditures
Total Expenditures & Transfers

Balance Before Reserves

Cash Flow Account
Budget Reserve
Property Tax Reserve Account
Dedicated Reserves
Budgetary Balance

($in Thousands)

End of Session 11-99 Fcst
F.Y. 2000-01 F.Y. 2000-01 Difference
1,467,719 1,920,779 453,060
10,528,145 11,126,200 598,055
7,339,977 7,561,041 221,064
1,394,290 1,527,200 132,910
916,200 1,046,200 130,000
253,458 230,170 (23,288)
1,962,959 2,057,838 94,879
22,395,029 23,548,649 1,153,620
252,360 335,200 82,840
434,597 469,548 34,951
20,200 20,200 0
23,102,186 24,373,597 1,271,411
24,569,905 26,294,376 1,724,471
8,017,047 8,104,018 86,971
2,615,500 2,627,402 11,902
3,219,676 3,263,894 44,218
1,105,947 1,102,055 (3,892
3,723,055 3,773,315 50,260
455,017 413,869 (41,148)
962,643 974,123 11,480
557,982 572,278 14,296
1,925,511 1,949,741 24,230
585,765 575,892 (9,873)
(20,340) (20,340) 0
23,147,803 23,336,247 188,444
236,591 256,937 20,346
23,384,394 23,593,184 208,790
1,185,511 2,701,192 1,515,681
350,000 350,000 0
622,000 622,000 0
0 1,012,894 1,012,894
133,105 145,272 12,167
80,406 571,026 490,620
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F.Y. 2000-01 General Fund Budget
November 1999 For ecast

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

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

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 Institutions
Legid., Judicial, Const. Officers
State Agencies Operations & Grants
Debt Service
Estimated Cancellations

Subtotal-Magjor Spending Categories

Dedicated Expenditures
Total Expenditures& Transfers

Balance Befor e Reserves

Cash Flow Account
Budget Reserve
Property Tax Reserve Account
Dedicated Reserves
Budgetary Balance

($in Thousands)

F.Y. 2000 F.Y. 2001 Biennial Total
1,920,779 2,125,024 1,920,779
5,304,400 5,821,800 11,126,200
3,685,645 3,875,396 7,561,041

746,100 781,100 1,527,200
520,200 526,000 1,046,200
108,826 121,344 230,170
1,033,234 1,024,604 2,057,838
11,398,405 12,150,244 23,548,649
159,279 175,921 335,200
232,248 237,300 469,548
10,100 10,100 20,200
11,800,032 12,573,565 24,373,597
13,720,811 14,698,589 26,294,376
3,970,712 4,133,306 8,104,018
1,289,372 1,338,030 2,627,402
1,565,202 1,698,692 3,263,894
538,994 563,061 1,102,055
1,800,232 1,973,083 3,773,315
217,249 196,620 413,869
481,573 492,550 974,123
290,851 281,427 572,278
1,055,005 894,646 1,949,741
263,205 312,687 575,892
(5,340) (15,000) (20,340)
11,467,145 11,869,102 23,336,247
128,642 128,295 256,037
11,595,787 11,097,397 23,593,184
2,125,024 2,701,192 2,701,192
350,000 350,000 350,000
622,000 622,000 622,000
596,033 1,012,894 1,012,894
144,690 145,272 145,272
412,301 571,026 571,026
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Biennial Comparison: F.Y.2000-01vsF.Y. 2002-03

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

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

Dedicated Revenue

Transfersin

Prior Y ear Adjustments
Subtotal-Current Resources

Total Resources Available

November 1999 For ecast
($in Thousands)

Actual & Estimated Spending by Function:

Education / Children & Families

Post-Secondary Education

Property Tax Aids & Credits

Other Mgjor Local Assistance

Health Care

Family Support

State Operated Institutions

Legidl., Judicial, Const. Officers

State Agencies Operations & Grants

Debt Service

Estimated Cancellations

Estimated Discretionary Inflation
Subtotal-Major Spending Categories

Dedicated Expenditures
Total Expenditures & Transfers

Balance Before Reserves

Cash Flow Account
Budget Reserve
Property Tax Reserve Account
Dedicated Reserves
Budgetary Balance

11-99 Fcst 11-99 Base $ %
F.Y. 2000-01 F.Y. 2002-03 Difference Change
1,920,779 2,701,192 780,413 40.6%
11,126,200 12,673,900 1,547,700 13.9%
7,561,041 8,238,200 677,159 9.0%
1,527,200 1,593,000 65,800 4.3%
1,046,200 1,090,800 44,600 4.3%
230,170 673,089 442,919 192.4%
2,057,838 2,132,309 74,471 3.6%
23,548,649 26,401,298 2,852,649 12.1%
335,200 376,148 40,948 12.2%
469,548 492,963 23,415 5.0%
20,200 20,200 0 0.0%
24,373,597 27,290,609 2,917,012 12.0%
26,294,376 29,991,801 3,697,425 14.1%
8,104,018 8,316,378 212,360 2.6%
2,627,402 2,676,267 48,865 1.9%
3,263,894 3,473,257 209,363 6.4%
1,102,055 1,145,444 43,389 3.9%
3,773,315 4,518,526 745,211 19.7%
413,869 395,904 (17,965) -4.3%
974,123 1,011,406 37,283 3.8%
572,278 560,396 (11,882) -2.1%
1,949,741 1,766,734 (183,007) -9.4%
575,892 615,241 39,349 6.8%
(20,340) (20,000) 340 -1.7%
0 906,221 906,221 na
23,336,247 25,365,774 2,029,527 8.7%
256,937 256,590 (347) -0.1%
23,593,184 25,622,364 2,029,180 8.6%
2,701,192 4,369,437 1,668,245
350,000 350,000 0
622,000 622,000 0
1,012,894 1,132,452 119,558
145,272 145,272 0
571,026 2,119,713 1,548,687
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Comparison:

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

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

Dedicated Revenue

Transfersin

Prior Year Adjustments
Subtotal-Current Resources

Total Resources Available

FY 2002-03 Planning Estimates vs End of Session

November 1999 Forecast

($in Thousands)

Actual & Esgtimated Spending by Function:

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

Family Support

State Operated Ingtitutions
Legid., Judicial, Const. Officers

State Agencies Operations & Grants

Debt Service

Estimated Cancellations

Estimated Discretionary Inflation
Subtotal-Major Spending Categories

Dedicated Expenditures
Total Expenditures& Transfers

Balance Before Reserves

Cash Flow Account
Budget Reserve
Property Tax Reserve Account
Dedicated Reserves
Budgetary Balance

End of Session 11-99 Forecast $ %
E.Y. 2002-03 E.Y. 2002-03 Difference Change

1,185,511 2,701,192 1,515,681 127.9%
11,881,815 12,673,900 792,085 6.7%
7,869,443 8,238,200 368,757 4.7%
1,401,360 1,593,000 191,640 13.7%
955,900 1,090,800 134,900 14.1%
769,520 673,089 (96,431) -12.5%
1.953.060 2.012.751 59.691 3.1%
24,831,098 26,281,740 1,450,642 5.8%
236,592 376,148 139,556 59.0%
493,250 492,963 (287) -0.1%
20.200 20.200 0 0.0%
25,581,140 27.171.051 1,589,911 6.2%
26,766,651 29,872,243 3,105,592 11.6%
8,112,944 8,316,378 203,434 2.5%
2,676,267 2,676,267 0 0.0%
3,476,639 3,473,257 (3,382) -0.1%
1,149,350 1,145,444 (3,906) -0.3%
4,376,028 4,518,526 142,498 3.3%
508,187 395,904 (112,283) -22.1%
991,606 1,011,406 19,800 2.0%
560,396 560,396 0 0.0%
1,752,066 1,766,734 14,668 0.8%
614,860 615,241 381 0.1%
(20,000) (20,000) 0 0.0%
895.710 906.221 10.511 1.2%
25,094,053 25,365,774 271,721 1.1%
236.592 256.590 19.998 8.5%
25.330.645 25.622.364 291.719 1.2%

1,436,006 4,249,879 2,813,873

350,000 350,000 0

622,000 622,000 0

0 1,132,452 1,132,452

133,105 145,272 12.167

330.901 2.000.155 1.669.254

74 (Revised)




Minnesota Financial Report

November 1999

F.Y. 2002-03 Basg, Inflation, Planning Estimates
November 1999 Forecast

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

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

Dedicated Revenue

TransfersIn

Prior Year Adjustments
Subtotal-Current Resources

Total Resources Available

($ in Thousands)

Actual & Estimated Spending by Function:

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

Family Support

State Operated Ingtitutions
Legid., 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
Property Tax Reserve Account
Dedicated Reserves
Budgetary Balance

Base Planning Est

F.Y. 2002-03 Inflation F.Y. 2002-03
2,701,192 0 2,701,192
12,673,900 0 12,673,900
8,238,200 0 8,238,200
1,593,000 0 1,593,000
1,090,800 0 1,090,800
673,089 0 673,089
2,012,751 0 2,012,751
26,281,740 0 26,281,740
376,148 0 376,148
492,963 0 492,963
20,200 0 20,200
27,171,051 0 27,171,051
29,872,243 0 29,872,243
8,316,378 314,742 8,631,120
2,676,267 101,194 2,777,461
3,473,257 132,824 3,606,081
1,145,444 43,400 1,188,844
4,518,526 173,865 4,692,391
395,904 14,972 410,876
1,011,406 38,291 1,049,697
560,396 21,192 581,588
1,766,734 65,741 1,832,475
615,241 0 615,241
(20.000) 0 (20.000)
24,459,553 906,221 25,365,774
256.590 0 256.590
24,716,143 906,221 25,622,364
5,156,100 (906,221) 4,249,879
350,000 0 350,000
622,000 0 622,000
1,132,452 0 1,132,452
145272 0 145272
2,906,376 (906.221) 2,000,155
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State Revenues

Tax Revenues:
Individual Income Tax
General Sales Tax
Corporate Income Tax
Gasoline & Special Fuels Taxes
Motor Vehicle License Tax
Motor Vehicle Sales Tax
Health Care Taxes
All Other Taxes

Subtotal - State Taxes
Non-Tax Revenues:
Fees & Charges
Investment Earnings
Post-Secondary Tuition
Tobacco Settlements
All Other Resources
Subtotal - State Non Tax Revenues
Subtotal - State Own Source Revenues
Federal Grants

TOTAL STATE REVENUES

Local Non-School Revenues

Tax Revenues:
Property Tax
Sales Tax
Other Taxes

Subtotal - Local Taxes

Non-Tax Revenues:
Special Assessments
Licenses and Permits
Charges for Services
Investment Earnings
Selected Enterprise Revenues
Miscellaneous Revenues

Subtotal - Local Non Tax Revenues
Subtotal - Local Own Source Revenues
Intergovernmental Revenue:
State Aid
Local Aid
Federal Aid

Subtotal - Intergovernmental Revenue

TOTAL LOCAL NON-SCHOOL REVENUES

November 1999 Forecast
Price of Government

State & Local Revenues, C.Y. 1990-2002

as a Percent of Personal Income

($ in Thousands)

C.Y. 1990 C.Y.1991 C.Y. 1992 C.Y. 1993 C.Y. 1994 C.Y.1995 C.Y. 1996 C.Y. 1997 C.Y.1998 C.Y. 1999 C.Y. 2000 C.Y. 2001 C.Y. 2002
F.Y. 1991 F.Y. 1992 F.Y. 1993 F.Y. 1994 F.Y. 1995 F.Y. 1996 F.Y. 1997 F.Y. 1998 F.Y. 1999 F.Y. 2000 F.Y. 2001 F.Y. 2002 F.Y. 2003
2,972,983 3,144,636 3,471,374 3,539,994 3,753,268 4,135,332 4,768,390 4,746,569 5,320,918 5,304,400 5,821,800 6,192,300 6,481,600
1,965,209 2,193,451 2,378,482 2,522,271 2,722,596 2,901,268 3,012,746 3,251,685 2,140,351 3,685,645 3,875,396 4,046,200 4,192,000
457,934 420,278 509,534 551,822 665,757 701,735 680,898 752,061 777,491 746,100 781,100 790,100 802,900
430,213 437,817 441,619 457,614 468,738 495,458 516,664 529,211 555,187 566,832 576,592 586,675 597,005
351,664 370,650 404,655 425,036 452,317 475,669 511,113 539,865 584,359 601,019 625,060 650,062 676,065
236,720 270,356 296,284 332,994 347,523 381,219 401,751 444,976 487,041 520,200 526,000 536,700 554,100
0 0 13,566 64,532 145,978 171,597 186,035 155,370 158,103 154,940 178,010 216,413 255,192
549,253 585,022 662,167 759,729 743,678 792,194 811,597 876,959 937,775 921,934 913,085 931,699 947,585
6,963,976 7,422,210 8,177,681 8,653,992 9,299,855 10,054,472 10,889,194 11,296,696 10,961,225 12,501,070 13,297,043 13,950,149 14,506,447
249,168 338,879 326,518 366,305 369,337 410,604 450,229 466,675 437,200 479,298 477,495 480,029 488,205
172,861 109,360 77,989 79,419 120,028 149,943 194,920 255,243 299,413 225,697 207,824 196,545 200,813
354,404 379,134 409,787 415,135 417,787 415,775 447,607 463,147 479,621 495,421 500,640 505,963 511,391
0 0 0 0 0 0 0 297 0 108,826 121,344 392,488 280,601
570,118 560,559 571,254 651,005 613,591 517,831 583,593 763,474 710,801 850,424 812,539 797,583 788,913
1,346,551 1,387,932 1,385,548 1,511,864 1,520,743 1,494,153 1,676,349 1,948,836 1,927,035 2,159,666 2,119,842 2,372,608 2,269,923
8,310,527 8,810,142 0563229  10,165856 10,820,598 11,548,625 12,565,543 13245532 12,888,260 14,660,736  15416,885 16,322,757 16,776,370
2,260,587 2,530,697 2,778,303 3,133,023 3,212,969 3,292,314 3,479,377 3,684,064 3,783,696 4,263,593 4,319,518 4,140,538 4,129,798
10,571,114 11,340,839 12,341,532 13,298,879 14,033,567 __ 14,840,939 16,044,920 16,929,596 16,671,956 _ 18,924,329 _ 19,736,403 __ 20,463,295 __ 20,906,168
1,781,901 1,979,384 2,090,992 2,165,434 2,218,545 2,328,364 2,449,028 2,561,031 2,670,265 2,771,852 2,850,884 2,990,515 3,135,520
49,852 52,750 60,272 64,023 74,381 78,433 80,200 85,349 95,212 101,496 106,470 111,155 115,156
82,961 92,774 99,262 103,591 102,707 104,375 114,318 122,051 129,236 132,434 138,854 145,643 152,826
1,914,714 2,124,908 2,250,526 2,333,048 2,395,633 2,511,172 2,643,546 2,768,431 2,894,713 3,005,782 3,096,208 3,247,313 3,403,502
203,949 207,957 239,171 241,280 227,548 222,077 236,857 236,273 239,594 243,154 246,972 258,088 269,835
58,168 62,802 68,530 72,874 78,211 86,705 97,800 105,568 116,732 129,111 142,837 149,276 156,081
388,710 414,902 438,234 482,785 479,682 483,770 531,204 644,330 683,808 726,468 772,607 804,937 839,034
326,643 291,536 260,507 253,102 260,010 313,453 306,628 363,843 395,979 430,993 469,149 505,978 545,723
1,238,569 1,418,282 1,527,277 1,627,881 1,750,121 1,834,630 1,899,526 1,963,385 2,058,287 2,158,584 2,264,602 2,363,285 2,467,480
254,965 262,455 273,537 287,094 324,313 352,768 385,130 416,599 453,637 493,976 537,913 560,597 584,526
2,471,004 2,657,934 2,807,256 2,965,016 3,119,885 3,293,403 3,457,145 3,729,998 3,948,037 4,182,286 4,434,080 4,642,161 4,862,679
4,385,718 4,782,842 5,057,782 5,298,064 5,515,518 5,804,575 6,100,691 6,498,429 6,842,750 7,188,068 7,530,288 7,889,474 8,266,181
1,702,770 1,650,831 1,676,587 1,753,224 1,762,645 1,777,730 1,860,951 1,947,050 2,028,960 2,024,663 2,074,181 2,130,085 2,147,933
66,439 72,799 72,554 66,338 72,498 68,512 71,143 87,949 87,949 87,949 87,949 87,949 87,949
542,064 470,001 441,744 530,827 509,880 504,965 529,905 538,262 532,200 532,200 532,200 532,200 532,200
2,311,273 2,193,721 2,190,885 2,350,389 2,345,023 2,351,207 2,461,999 2,573,261 2,649,109 2,644,812 2,694,330 2,750,234 2,768,082
6,696,991 6,976,563 7,248,667 7,648,453 7,860,541 8,155,782 8,562,690 9,071,690 9,491,859 0,832,880 10,224,618 __ 10,639,708 __ 11,034,263
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Price of Government

State & Local Revenues, C.Y. 1990-2002

as a Percent of Personal Income

($ in Thousands)

C.Y. 1990 C.Y. 1991 C.Y. 1992 C.Y. 1993 C.Y. 1994 C.Y. 1995 C.Y. 1996 C.Y. 1997 C.Y. 1998 C.Y. 1999 C.Y. 2000 C.Y. 2001 C.Y. 2002
F.Y. 1991 F.Y. 1992 F.Y. 1993 F.Y. 1994 F.Y. 1995 F.Y. 1996 F.Y. 1997 F.Y. 1998 F.Y. 1999 F.Y. 2000 F.Y. 2001 F.Y. 2002 F.Y. 2003
School District Revenues
Tax Revenues:
Property Tax 1,358,929 1,516,895 1,614,796 1,783,311 1,877,076 1,963,009 2,082,650 2,163,208 1,963,750 1,838,951 1,792,296 1,856,807 1,920,341
Taconite Production Tax 23,289 25,344 25,421 25,536 26,001 26,028 26,786 23,576 23,274 21,050 21,050 21,050 21,050
Subtotal - School District Tax Revenues 1,382,218 1,542,239 1,640,217 1,808,847 1,903,077 1,989,037 2,109,436 2,186,784 1,987,024 1,860,001 1,813,346 1,877,857 1,941,391
Non-Tax Revenues:
Sales & Fee Revenue 111,848 110,624 118,700 122,046 127,635 135,713 146,870 151,682 159,569 167,867 176,596 185,779 195,440
Other Miscellaneous Revenue 181,697 206,996 249,532 276,801 303,902 332,488 334,517 378,101 420,070 466,698 518,502 576,055 639,997
Subtotal - School District Non Tax Revenues 293,545 317,620 368,232 398,847 431,537 468,201 481,387 529,783 579,639 634,565 695,098 761,834 835,437
Subtotal - School Dist Own Source Revenues 1,675,763 1,859,859 2,008,449 2,207,694 2,334,614 2,457,238 2,590,823 2,716,567 2,566,663 2,494,566 2,508,444 2,639,691 2,776,828
Intergovernmental Revenue:
State Aid 2,243,533 2,313,643 2,373,532 2,470,649 2,837,324 2,956,485 3,008,251 3,263,003 3,559,600 3,944,335 4,096,491 4,104,258 4,122,812
State Paid Tax Credits 178,065 162,570 183,954 206,271 158,721 161,747 133,160 109,314 82,627 43,278 76,305 66,471 62,613
Education Homestead Credit 0 0 0 0 0 0 0 0 160,271 304,629 394,815 404,818 412,918
Local Aid 29,707 29,887 30,000 29,558 29,414 27,503 39,416 32,998 32,137 34,850 36,814 38,993 41,413
Federal Aid 182,435 200,860 224,445 236,807 248,375 254,149 263,193 294,325 314,045 335,086 357,537 381,492 407,052
Subtotal - Intergovernmental Revenue 2,633,740 2,706,960 2,811,931 2,943,285 3,273,834 3,399,884 3,444,020 3,699,640 4,148,680 4,662,178 4,961,962 4,996,032 5,046,808
TOTAL SCHOOL DISTRICT REVENUES 4,309,503 4,566,819 4,820,380 5,150,979 5,608,448 5,857,122 6,034,843 6,416,207 6,715,343 7,156,744 7,470,406 7,635,723 7,823,636
Total State, Local & School District Revenues
Tax Revenues 10,260,908 11,089,357 12,068,424 12,795,887 13,598,565 14,554,681 15,642,176 16,251,911 15,842,962 17,366,853 18,206,597 19,075,319 19,851,340
Non-Tax Revenues 4,111,100 4,363,486 4,561,036 4,875,727 5,072,165 5,255,757 5,614,881 6,208,617 6,454,711 6,976,517 7,249,020 7,776,603 7,968,039
Intergovernmental Revenue 7,205,600 7,431,378 7,781,119 8,426,697 8,831,826 9,043,405 9,385,396 9,956,965 10,581,485 11,570,583 11,975,810 11,886,804 11,944,688
TOTAL ALL REVENUES 21,577,608 22,884,221 24,410,579 26,098,311 27,502,556 28,853,843 30,642,453 32,417,493 32,879,158 35,913,953 37,431,427 38,738,726 39,764,067
Less: Intergovernmental Revenues (7,205,600)  (7,431,378)  (7,781,119)  (8,426,697)  (8,831,826)  (9,043,405)  (9,385,396)  (9,956,965) (10,581,485) (11,570,583) (11,975,810) (11,886,804) (11,944,688)
Total Own Source Revenues 14,372,008 15,452,843 16,629,460 17,671,614 18,670,730 19,810,438 21,257,057 22,460,528 22,297,673 24,343,370 25,455,617 26,851,922 27,819,379,
Minnesota Personal Income 84,887,500 87,867,500 94,475,000 97,202,500 104,110,000 109,305,000 117,292,500 123,010,000 130,740,000 137,865,000 144,955,000 151,842,500 158,485,475
Revenue as Percent
of Personal Income 16.9% 17.6% 17.6% 18.2% 17.9% 18.1% 18.1% 18.3% 17.1% 17.7% 17.6% 17.7% 17.6%
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Tobacco Lawsuit Revenues*
November 1999 For ecast

($inmillions)
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0
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State Fiscal Year

O Annual Payments [ Settlement Payments

F.Y. 1999 F.Y.2000- | F.Y.?2002-
01 03
Annual Payments $0 $230.2 $321.2
Settlement Payments $460.8 $460.9 $351.9
Total $460.8 $691.1 $673.1

* After inflation adjustment (increase) and volume based adjustment (decrease).
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