July 2002
State Revenues $212 Million below Forecast in FY 2002

Minnesota’s net general fund receipts for FY 2002 are now estimated to total
$12.263 billion, $212 million (1.7 percent) less than forecast. The impact of a
weakened Minnesota economy and weak financial markets on state revenues is
obvious. Revenues for FY 2002 are 1.7 percent less than FY 2001 revenues after
adjusting for the 2001 sales tax rebate. Individual income tax receipts for fiscal
2002 are now estimated to be 93 percent of those in fiscal 2001. Gross sales tax
receipts are 1 percent less than in the prior year and net corporate franchise tax
receipts for fiscal 2002 were just 73 percent of those in fiscal 2001.

Summary of Tax Receipts: Fiscal Year 2002

Estimate Actual Variance Percent
----------------- ($ in millions) --------------—---

Income 5,820.3 5,513.3 (307.0) (5.3)
Sales 3,739.5 3,775.2 35.7 0.9
Corporate 533.5 533.2 (0.3) (0.1)
Motor Vehicles 418.2 4245 6.3 1.5
Other 1,963.8 2,016.9 53.1 2.7
Total 12,475.3 12,263.1 (212.2) (1.7)

Individual income tax receipts showed the largest variance from forecast, down $307
million (5.3 percent). Differences from forecast for the sales tax, corporate franchise
tax, and motor vehicle sales tax were modest, but other revenues were $53 million
(2.7 percent) greater than anticipated. All FY 2002 results are preliminary and
subject to change. As is customary in this first report of receipts for the entire fiscal
year, forecasts for some revenue sources have been reduced to adjust for anticipated
accruals.

Much of the large negative variance in the individual income tax is attributable to
lower than anticipated final payments for tax year 2001 and reflects economic
activity in 2001. Payments accompanying April 15 tax filings were $140 million
less than anticipated and payments accompanying requests for extensions $53
million below forecast. Refunds are now estimated to be $82 million more than
February’s projections. Final tax year 2001 liability now appears to be $275 million
less than forecast in February. The adjustment to tax year 2001 liability will carry
forward, lowering projected revenues in FY 2003 and in the 2004-05 biennium.
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Revenues reflecting the economy’s performance during calendar year 2002 are, in
aggregate, slightly above forecast. However, withholding receipts and corporate
estimated payments continue below forecast, and below year earlier levels. Gross sales
tax receipts are $12 million higher than projected, but below last year’s level, and
mortgage and deed tax receipts $29 million greater than forecast. Insurance gross
premiums tax receipts are $29 million below forecast, apparently reflecting a change in
the timing of payments, not a change in tax liability for the current year (see page 4).

First Quarter 2002 GDP Growth Was Stronger than Anticipated

The U.S. economy recovered impressively during the first quarter of 2002 when real
GDP grew at a 6.1 percent annual rate. Those inventory enhanced growth rates are not
expected again during this biennium, but worries of a double dip recession have also
abated. Consumers remain relatively buoyant, Federal spending is strong, and residential
construction continues to benefit from historically low mortgage rates. A weaker dollar is
also expected to help the recovery.
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There is, though, increasing concern that weak job growth, along with continuing turmoil
over corporate accounting scandals and a floundering stock market, may keep the
economy from smoothly accelerating to its long-term sustainable growth rate over the
next 12 months. Higher unemployment rates and further battering of stock portfolios
could easily lead to precautionary savings increases. And, the increases in business
investment spending, vital to a full recovery, are unlikely to occur until consumer
demand and capacity utilization increase further.

The general pattern of the DRI-WEFA baseline forecast has changed only slightly since
the beginning of the year. Minnesota’s national macro-economic advisor incorporated
actual fourth quarter 2001 and first quarter 2002 results into the forecast as they became
available, raising the expected annual growth rates for both fiscal 2002 and fiscal 2003.
But, DRI had always expected strong growth during the last year of the biennium and that
forecast continues. Real GDP growth is now projected to be at a 2.5 percent annual rate
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in 2002, up from the 1.0 percent rate forecast in February. For 2003 real GDP growth is
projected to be 3.5 percent; in February a 4.0 percent growth rate was forecast. There is
no appreciable difference between the Blue Chip Consensus forecast and DRI’s forecast
looking forward over the next 18 months.

The July baseline forecast calls for the economy to move “in a straight but unremarkable
line” to a full-fledged expansion by the end of this year. DRI now believes that the risks
of under-performing or out-performing the baseline forecast are balanced. The
differences in outlook between the baseline and the more optimistic Quick Recovery
scenario (probability 25 percent) and the more pessimistic alternative (probability 25
percent) are much less than in the last few years. Growth is slower in the pessimistic
scenario, but there is no recession, and the upside potential adds less than one half
percent to the real growth rate for 2003 and 2004.

Job Losses in Minnesota Are Now Tracking Those in the Rest of the Nation

Casual consumers of economic statistics may well have been misled about the health of
the labor market. Beginning in February, each month’s U.S. employment report has
noted that employment increased modestly during the month. What has not been widely
reported is that those gains have largely been revised away. Nationally, employment has
fallen by 150,000 jobs on a seasonally adjusted basis since January. At present, small job
gains are shown only for the months of May and June, and those could be revised away
as well.

Payroll Employment Losses in Minnesota Now Similar
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While the national economy has been showing additional weakness, Minnesota payroll
employment has remained roughly constant on a seasonally adjusted basis. The
difference between the rate of job loss in Minnesota and that for the nation as a whole has
been largely eliminated. It now appears that while the economic slowdown was more
immediate and more severe in Minnesota, the employment outlook stabilized here by
January 2002, even though additional jobs were being lost elsewhere.
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Comparison of Actual and Estimated Non-Restricted Revenues
($ in thousands)

Four Major 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

Other Revenues:
Inherit/Gift/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 RTC Collections
Income Tax Reciprocity
Investment Income
Tobacco Settlement
Departmental Earnings
Lottery Revenues
2000 Sales Tax Rebates
2001 Sales Tax Rebates
Revenues yet to be Allocated
Residual Revenues Less Refunds

Other Subtotal
Other Refunds
Other Net

Total Gross
Total Refunds
Total Net

2002 Fiscal Year

April - June 2002

Forecast Actual Variance
Revenues Revenues Act-Fcst
4,782,499 4,762,526 -19,974
1,065,000 999,744 -65,256
727,000 587,215 -139,785
6,574,500 6,349,484 -255,015
754,200 836,194 81,994
5,820,300 5,513,290 -307,009
619,247 595,898 -23,349
93,893 117,059 23,166
713,140 712,956 -184
179,600 179,762 163
533,540 533,194 -346
3,995,661 4,007,373 11,712
256,159 232,145 -24,014
3,739,502 3,775,227 35,725
418,228 424,524 6,295
65,000 68,174 3,174
59,000 58,067 -933
161,076 169,441 8,365
200,100 229,260 29,160
205,700 176,661 -29,039
58,377 59,314 937
151,537 152,521 984
2,371 1,335 -1,036
296,000 305,532 9,532
68,153 74,609 6,456
47,899 47,899 0
75,000 82,910 7,910
149,614 154,767 5,153
186,659 190,210 3,551
28,887 31,057 2,171
-32 -32 0
7,000 11,040 4,040
0 -109 -109
233,369 231,942 -1,427
1,995,710 2,044,597 48,887
31,994 27,768 -4,227
1,963,716 2,016,830 53,114
13,697,239 13,538,934 -158,304
1,221,953 1,275,869 53,916
12,475,286 12,263,065 -212,221
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Forecast

Actual

Variance

Revenues Revenues Act-Fcst

1,178,579
452,033
627,382

2,257,994
665,909

1,592,085

162,067
-660
161,407
57,559
103,848

1,124,942
61,000
1,063,942

104,365

13,608
15,340
35,889
43,223
72,639
20,284
57,874
1,449
296,000
18,126
0
14,003
1,880
41,586
5,403

0

-498
-5,758
155,937

786,985
18,636
768,349

4,435,693
803,104
3,632,589

1,168,678
388,194
487,597

2,044,468
747,903

1,296,565

140,339
8,107
148,446
45,869
102,577

1,137,612
39,801
1,097,811

114,486

14,779
16,041
43,722
58,371
50,736
20,991
59,179
420
305,532
17,126
0
18,025
7,032
39,461
6,510

0

4,489
-2,575
153,641

813,480
15,002
798,478

4,258,492
848,575
3,409,917

-9,901
-63,839
-139,785
-213,526
81,994
-295,520

-21,728
8,767
-12,961
-11,690
-1,271

12,670
-21,199
33,869

10,121

1,171
701
7,833
15,148
-21,903
707
1,305
-1,029
9,632
-1,000
0
4,022
5,153
-2,126
1,107
0
4,987
3,183
-2,296

26,495
-3,634
30,129

-177,201
45,471
-222,672





