Minnesota
Department of Finance April 2000

State Revenues Exceed Forecast in February and March

Net general fund revenues totaled $1.857 billion during February and March, $84 million (4.7
percent) more than forecast. Fiscal year 2000 receipts now have reached $8.712 hillion.
Variances in the corporate income tax and other revenues were the source of nearly all
additional revenue. Receipts from the state's two largest revenue sources, the individual
income tax and the sales tax, each exceeded the forecast by |ess than one percent, and receipts
from the motor vehicle sales tax were $2 million below the forecast. Through the first three
quarters of fiscal 2000 state revenues, other than those from the tobacco settlement, are 4.6
percent above the levels received during the first nine months of fiscal 1999.

Summary of Tax Receipts. February - March 2000

Forecast Actual Variance Percent
——————————————————— Dollarsin Millions
Individual 801.9 808.5 6.6 0.8
Sales 535.2 536.6 14 0.3
Corporate 1954 238.4 42.9 22.0
Motor Vehicle 85.3 83.4 (1.9 (2.2
Other 1554 1904 35.0 225
TOTAL 1,773.3 1,857.2 83.9 4.7

More than $22 million of the $35 million variance in other revenues came from the insurance
gross earnings tax. (See page 4) Sincethe initia tax year 2000 estimated payment for that
tax is due on April 1, much of that variance reflects a slight acceleration in the timing of
receipts, not a change in the revenue outlook. The large positive variance in corporate
income tax receipts came from a combination of higher estimated and extension payments,
higher miscellaneous payments, and lower refunds. Some of that variance may a so reflect
a shift in timing of payments and refunds and not indicate permanently higher revenues.
Variances in the individual income tax, the sales tax, and the motor vehicle sales tax were
small and well within historic bounds.

Individual income tax receipts include only withholding and individual estimated tax
payments. Variancesin tax year 1999 refunds and final payments are not reported during the
tax processing season. Those variances will be reported after processing of al timely 1999
returns has been compl eted.
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April 2000 Economic Update

U.S. Economic Outlook Remains Strong Despite Stock M ar ket Wobbles

Economic news has been plentiful since early February. Public attention has focused on the stock
market and stories of stock price volatility have become an amost daily staple. But, more significant
changes in the economy have also occurred. The official estimate of fourth quarter 1999 real GDP
was revised up dramatically, and most anaysts now believe that real growth continued at a strong,
5-plus percent annual rate during the past three months. Payroll employment growth has averaged
272,000 per month since the first of this year, and the U.S. unemployment rate remains at 4.1
percent.

Most important, the recent 9 month period of robust economic growth has not triggered inflation.
Whilethe overall CPl islikely to show the strongest year over year growth since late 1991, the core
CPI (excluding food and energy), remains roughly 2.0 percent more than a year ago. Oil price
increases raised some concern recently, but projections of skyrocketing summer gasoline prices have
now been tempered and OPEC's recent production increase has allowed gasoline prices to ease
dlightly. The Federal Reserve has tapped the brakes twice this year by raising interest rates (the
fourth and fifth rate hikes since last June), and they are expected to raise them again in May and
possibly again this summer, but signs of any real lowdown brought on by those rate changes remain
difficult to identify.

Data Resources, Inc., (DRI), Minnesotas national economic consultant has made only minor changes
to their U.S. Outlook since February. The revised data for fourth quarter 1999 and expected
somewhat stronger first quarter 2000 growth have been incorporated into their forecast, raising the
base level of economic activity in the short term, but DRI believes the Fed's efforts to cool the
economy slightly will be successful later this year, and they have scaled back future growth rates
dightly. By mid 2003, DRI's April Control forecast showsrea GDP less than 0.3 percent more than
their February projection.

Stronger FY 2000 Now Expected
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DRI's April Control forecast contains no recession for the entire 5 year forecast horizon. Their
projected real GDP growth rates for 2000 and 2001 are 4.5 percent and 3.0 respectively. The
probability assigned to the Control Forecast remains at 55 percent, unchanged since February. The
scenario containing a recession in late 2002 remains the principal alternative, with a 35 percent
probability. A scenario with arecession at the end of 2000 is given a 10 percent probability.
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Corporate Income Tax isMinnesota's Most Volatile Revenue Sour ce

Minnesota expects to receive $741 million in corporate franchise tax paymentsin fiscal 2000, just
over 6 percent of state net non-dedicated revenues. But despite its relatively small contribution to
state finances, corporate tax receipts typicaly make a disproportionate contribution to forecast
variances. Nationaly, corporate profits vary considerably from year to year, and are notoriously
difficult to forecast. And, because national income accounts estimates cannot be reconciled with
federal corporate profits tax data until at least two years after the fact, there are often substantial
revisions to the historical data. The difficulty in establishing a stable forecasting relationship for
corporate profits has led many analysts to use corporate profits as the item to insure that their
separate forecasts for the income and product accounts balance. This obviously increases the
statistical noise in the forecast. For all those reasons, there can be sizeable month to month swings
in the outlook for corporate profits, even when the over-all economic outlook is changing little.

Corporate Profit Forecast for 2003 Unchanged
($ Billions)
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The statistical noise introduced by the national corporate profits forecast is often amplified at the
state level. Corporate capital gains can have a disproportionate affect on a single state's receipts, as
can changesin the rate at which returns are processed. Refunds are particularly difficult to forecast
since they include, at irregular intervals, settlement of litigation which may have covered multiple
tax years. Miscellaneous (settle-up) payments also vary with processing and include litigation
settlements for multiple tax years. And, because corporate taxpayers estimate their final liability
when they routingdly file for extensionsin March, positive variances in estimated payments can often
disappear months later through higher than anticipated refunds when the final return is processed.
Reductions or increases in excess of 5 percent are typical in the corporate profits forecast, and the
forecast for net corporate franchise tax receipts often changes by even more.
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Comparison of Actual and Estimated Non-Restricted Revenues
($in thousands)

2000 Fiscal Year to Date February - March 2000
Forecast Actual Variance  Forecast Actual Variance
Four Major Revenues: Revenues Revenues  Act-Fcst Revenues Revenues Act-Fcst
Individual Income Tax
Withholding 3,463,400 3,472,334 8,934 780,059 788,993 8,934
Declarations 693,800 691,435 (2,365) 21,890 19,525 (2,365)
Miscellaneous 101,542 101,542 0 0 0 0
Gross 4,258,742 4,265,311 6,569 801,949 808,518 6,569
Refunds 79,680 79,680 0 0 0 0
Net 4,179,062 4,185,631 6,569 801,949 808,518 6,569
Corporate & Bank Excise
Declarations 586,500 610,608 24,108 185,238 209,346 24,108
Miscellaneous 77,399 85,769 8,370 38,198 46,569 8,370
Gross 663,899 696,377 32,478 223,436 255,915 32,478
Refunds 92,811 82,376 (10,435) 28,000 17,565 (10,435)
Net 571,088 614,001 42,913 195,436 238,350 42,913
Sales Tax
Gross 2,775,605 2,779,255 3,650 570,400 574,050 3,650
Refunds 138,969 141,238 2,268 35,158 37,426 2,268
Net 2,636,635 2,638,017 1,382 535,242 536,624 1,382
Sales Tax Rebate (9,812) (9,937) (125) (287) (411) (125)
Motor Vehicle Sales 382,703 380,791 (1,912) 85,300 83,388 (1,912)
Other Revenues:
Inherit/Gift/Estate 71,523 70,075 (1,488) 9,119 7,671 (1,448)
Liguor/Wine/Beer 41,316 41,978 662 7,776 8,438 662
Cigarette & Tobacco 124,781 124,139 (642) 26,330 25,688 (642)
Deed and Mortgage 107,818 110,762 2,944 16,767 19,711 2,944
Insurance Gross Earnings 85,071 107,428 22,358 31,900 54,258 22,358
Lawful Gambling 42,619 42,963 343 9,015 9,358 343
Health Care Surcharge 86,305 86,531 225 19,066 19,291 225
Other Taxes 689 785 96 75 171 96
Genera Fund RTC Revenues 13,799 8,091 (5,708) 5,964 256 (5,708)
Income Tax Reciprocity 46,475 46,475 0 0 0 0
Investment Income 100,208 103,382 3,174 22,760 25,933 3,174
Tobacco Settlement 104,926 104,926 0 0 0 0
Other and Unallocated 55,336 66,900 11,564 9,486 21,052 11,564
Other Subtotal 880,866 914,436 33,570 158,258 191,828 33,570
Other Refunds 12,044 10,498 (1,546) 2,600 1,054 (1,546)
Other Net 868,822 903,938 35,115 155,658 190,774 35,115
Total Gross 8,952,003 9,026,234 74,231 1,839,057 1,913,288 74,231
Total Refunds 323,505 313,793 (9,712) 65,758 56,046 (9,712)
Total Net 8,628,498 8,712,441 83,943 1,773,299 1,857,242 83,943
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