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State Revenues Tracking For ecast

Net general fund revenues totaled $2.746 billion in November and December, $28 million
(1.0 percent), above forecast. Stronger than projected withholding tax receipts were the
principal source of the additional revenue. Corporate tax receipts also were above forecast,
while net sales tax receipts and other revenues both fell slightly below forecast. Net general
fund revenues for the last two months of 2010 were 0.4 percent greater than in November and
December of 2009.

Summary of Tax Receipts
(November - December 2010)

Estimate Actual Variance Per cent
----------------- (% in millions) --------=-------

Income $1,182 $1,215 $33 2.8
Sales Tax 663 660 3) (0.5)
Corporate 150 155 5 3.3
Motor Vehicle 4 5 1 11.4
Other 719 711 __(8 _(1.1)
Total $2,718 $2,746 $28 1.0

Individual income tax receipts were $33 million (2.8 percent) more than forecast. A $53
million (5.0 percent) positive variance in withholding tax receipts was partially offset by a
shortfall of $21 million in fourth quarter estimated individua income tax payments. But that
shortfall may only reflect differencesin the timing of estimated tax receipts, not differencesin
economic activity, since fourth quarter payments are not officialy due until January 15, 2011.
Variances from forecast for other revenue sources were generally small and offsetting. Gross
corporate tax receipts exceeded forecast by $5 million (2.5 percent), while gross sales tax
receipts remitted in November and December were $3 million (0.5 percent) below
projections.
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Forecasts for December sales and corporate tax refunds were arbitrarily raised and set
equal to refunds actually paid during the month. In the absence of a change in the refund
forecast misleadingly large negative revenue variances of $35 million in corporate
refunds and $69 million in sales tax refunds would have been reported for December.
Those large negative variances would then have been offset over time by a series of
misleading smaller positive monthly variances continuing through the end of fiscal 2011.

Adjustments to the refund forecasts were necessary due to a material change in the timing
of corporate and sales tax refund payments. As part of actions to balance the 2010-11
budget, the 2010 legislature required that payment of $152 million of corporate and sales
tax refunds be delayed until FY2012. That amount is in addition to $84 million similarly
delayed by Governor’s administrative action. November’s forecast assumed that no
refunds of more than $5,000 would be released for payment until the $236 million of
corporate and sales tax refunds required to be carried forward into the 2012-13 biennium
was accumulated. It also was assumed that once the required $236 million balance was
reached refunds would be paid on a first-in, first-out basis as additional refunds were
processed and held. Delaying refunds also helped maintain a sufficient balance in the
state’s cash flow account during its December low point so that drawing upon the state’s
short term credit line could be avoided. In mid-December, after the danger from potential
cash flow problems had passed, more than $102 million in sales and corporate income tax
refunds was released. In the forecast no refunds would have been released and paid
before spring 2011. Refunds are now again being held until the $236 million target is
reached

Other revenues in November and December were $8 million below forecast. Income tax
reciprocity receipts were $58 million less than projected as Minnesota has yet to receive
the final settle-up payment from the state of Wisconsin following the termination of the
agreement that simplified filing for taxpayers who live in one state and work in another.

U.S. Jobs Picture Still Weak, But Federal Tax Compromise Improves Economic Outlook
for 2011

There were signs during November and December that U.S. job growth was about to
accelerate. Widely followed leading indicators like the supply managers manufacturing
and non-manufacturing indexes and new unemployment claims pointed toward a stronger
economy with monthly job growth of 150,000 or more. Unfortunately, November and
December’s disappointing employment reports dashed hopes for a quick surge in hiring.
Those reports provide a sobering reminder that while the Great Recession is over, the
U.S. economy is still struggling, and recovery to pre-recession employment levels is
likely to be slow.

Still, 2011 has been expected to be a more prosperous year than 2010 for some time. And
following the tax compromise reached in mid-December, most forecasters grew even
more optimistic. That agreement provided more immediate stimulus than anticipated. The
result was that baseline forecasts were boosted and the distribution of potential outcomes
around the baseline more balanced. It is not that forecasters were surprised by the
extension of the Bush tax cuts. Almost everyone had factored that into their models by
early November, along with a modest 3 to 6 month extension of the extended
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unemployment benefits as well as temporary fixes for the alternative minimum tax and
the usual set of business tax credits which require renewal on an annual basis. What led
forecasters to upgrade their outlooks for the 2011 economy was that a substantial cut in
the employee payroll tax rate was also included in the tax package. Few had thought it
realistic to include extension of the current Making Work Pay credit in their forecasts,
and no one had anticipated passage of the much more substantial boost to consumer
spending provided by the payroll tax cut.

Global Insight (GI1), Minnesota’s national economic consultant, was among those raising
their forecast. Currently Gll projects real GDP growth of 3.2 percent for 2011; in
November real growth of 2.3 percent was anticipated. On a fiscal year basis GIl now
expects growth at a 3.1 percent rate during fiscal 2011 and 3.0 percent over the 2012-13
biennium. In November growth rates of 2.5 percent and 2.7 percent were projected. The
stronger GDP growth has no impact on the inflation outlook. Global Insight expects the
CPI to increase 1.3 percent in fiscal 2011, followed by increases of 1.7 percent fiscal
2012, and 2.0 percent in fiscal 2013, the same inflation rates as forecast in November.
The employment outlook also has improved in the January forecast, but only slightly.
Payroll employment still does not reach its pre-recession level until late 2013.

Slightly Stronger Real GDP Growth Expected Through
End of 2012-13 Biennium

% Chg Real GDP

; Real GDP
SAAR (fiscal year) S Billions
6 16,000
5 15,000

: /—\// 14,000
3 13,000
2 12,000
1.4 I - 11,000
0 | 10,000

-1 9,000
Nov mmmJan

Nov  es==]an

-3 7,000
2007 2008 2009 2010 2011 2012 2013

8,000

Global Insight assigns a probability of 65 percent to their baseline scenario, the same as
in November. There was, however, a change in the probability of the optimistic and
pessimistic alternatives. GII now assigns a probability of 20 percent to their more
optimistic alternative in which real GDP in 2011 and 2012 grows more than 1 percentage
point faster than in the baseline. In November an optimistic scenario with a more subdued
growth path was assigned a 15 percent probability. Global Insight assigns a 15 percent
probability to their pessimistic scenario, which contains one negative quarter, but no
recession, in 2011. In November, a scenario containing a double dip recession was given
a probability of 20 percent.
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COMPARISON O F ACTUAL AND ESTIMATED NON-RESTRICTED REVENUES

Individual Income Tax
Withholding
Declarations
Miscellaneous

Gross

Refund
Net

Corporate & Bank Excise
Declarations

Miscellaneous
Gross

Refund
Net

Sales Tax
Gross
Refunds
Net

Motor Vehicle Sales Tax

Other Revenues:

Estate

Liquor/Wine/Beer
Cigarette/Tobacco/Cont Sub
Deed and Mortgage
Insurance Gross Earnings
Lawful Gambling

Health Care Surcharge
Other Taxes

Statewide Property Tax
DHS SOS Collections
Income Tax Reciprocity
Investment Income

Tobacco Settlement
Departmental Earnings
Fines and Surcharges
Lottery Revenues

Revenues yet to be allocated

Residual Revenues
County Nursing Home, Pub
Hosp IGT

Other Subtotal
Other Refunds
Other Net

Total Gross
Total Refunds
Total Net

($ IN THOUSANDS)

FY 2011 YTD November - December 2010
FORECAST ACTUAL VARIANCE FORECAST ACTUAL VARIANCE
REVENUES REVENUES ACT-FCST REVENUES REVENUES ACT-FCST
3,022,356 3,075,348 52,992 1,069,100 1,122,092 52,992
342,300 321,210 (21,090) 99,118 78,028 (21,090)
158,708 155,297 (3,411) 41,265 37,854 (3,411)
3,523,365 3,551,855 28,490 1,209,484 1,237,974 28,490
118,202 113,497 (4,705) 27,910 23,205 (4,705)
3,405,163 3,438,358 33,195 1,181,574 1,214,769 33,195
398,159 398,875 716 161,369 162,085 716
105,795 109,918 4,123 26,618 30,741 4,123
503,955 508,793 4,839 187,987 192,826 4,839
38,562 38,666 103 37,664 37,767 103
465,392 470,128 4,736 150,323 155,059 4,736
2,214,943 2,211,488 (3,455) 733,980 730,525 (3,455)
80,639 79,740 (899) 70,920 70,021 (899)
2,134,304 2,131,748 (2,556) 663,060 660,504 (2,556)
14,474 14,963 489 4,269 4,758 489
76,849 101,529 24,679 25,717 50,396 24,679
34,885 34,293 (592) 12,995 12,403 (592)
99,719 100,846 1,127 36,229 37,356 1,127
63,722 72,873 9,151 19,861 29,011 9,151
129,195 130,260 1,065 63,744 64,809 1,065
16,813 16,106 (707) 6,996 6,289 (707)
115,350 117,609 2,260 36,856 39,115 2,260
326 283 (43) 129 86 (43)
345,410 351,904 6,494 186,711 193,205 6,494
25,437 26,819 1,383 7,360 8,743 1,383
58,697 0 (58,697) 58,697 0 (58,697)
168 183 16 381 396 16
161,837 164,614 2,777 161,737 164,514 2,777
134,875 143,320 8,445 50,742 59,186 8,445
38,976 44,052 5,076 15,650 20,727 5,076
19,580 18,355 (1,225) 9,019 7,794 (1,225)
0 (66) (66) (2,980) (3,046) (66)
68,921 54,313 (14,607) 38,244 23,637 (14,607)
2,608 2,608 0 869 869 0
1,393,369 1,379,903 (13,466) 728,956 715,490 (13,466)
20,005 14,301 (5,704) 10,050 4,345 (5,704)
1,373,364 1,365,602 (7,762) 718,907 711,145 (7,762)
7,650,106 7,667,003 16,897 2,864,676 2,881,573 16,897
257,408 246,203 (11,205) 146,544 135,339 (11,205)
7,392,698 7,420,799 28,102 2,718,132 2,746,234 28,102





