Minnesota
Department of Finance July 2004

Tax Year 2003 Income Tax Payments Lift State
Revenues Above Forecast

Minnesota’s net general fund receipts for FY 2004 are now estimated to total $13.323
billion, $194 million, (1.5 percent), more than forecast. Nearly the entire positive
variance is attributable to lower than projected individual income tax refunds and
higher than anticipated final payments for tax year 2003. Revenues from all other
sources were just $22 million above February’s forecast.

Summary of Tax Receipts: Fiscal Year 2004

Estimate Actual Variance %

--------- ($ in millions) - - - - - - - -
Individual $5,549 $5,727 $178 3.2
Sales 4,083 4,103 20 0.5
Corporate 648 629 (19) (2.9)
Motor Vehicle 281 274 (7) (2.5)
Other 2,568 2,590 22 0.9
Total $13,129 $13,323 $194 1.5

Tax year 2003 final payments, including payments accompanying extensions, were
$58 million more than projected and individual income tax refunds for tax year 2003
were currently $114 million below forecast. The lower refunds and higher settle-up
payments indicate that individual income tax liability for tax year 2003 was greater
than suspected in February. Other things equal, increases in final liability have
ongoing effects on revenues since they raise the base from which revenue projections
for future years are made. Receipts from Minnesota’s two largest sources of revenue,
individual income tax withholding and gross sales tax receipts, were both extremely
close to forecast. Corporate estimated tax receipts continue to lag the forecast, down
$53 million (16 percent) since February’s forecast, and down 2 percent from last year.
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AIl FY 2004 results are preliminary and subject to change. As usual with this first
report of receipts for the entire fiscal year, forecasts for some revenue sources were
adjusted to reflect anticipated accruals. A complete accounting of fiscal 2004,
reflecting the final closing will be part of October’s Economic Update.
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Economic Update July 2004

U.S. Economy Remains on Track for Strongest Real GDP Growth in Twenty Years

It took much longer than usual, but the U.S. economy is again adding jobs.
Typically, job growth picks up quickly once the recession ends, but payroll
employment in both the U.S. and Minnesota continued to fall after the recession
officially ended in late 2001. It took until April, 2004 for U.S. employment to
regain its end-of-recession level. June’s payroll employment report was
disappointing to those who expected the hiring surge to continue, but employment
growth averaging more than 250,000 jobs per month has been reported for the last
four months.

Federal Reserve Chairman Greenspan has begun raising interest rates at a
“measured pace,” but most forecasters had already incorporated this summer’s
Fed action into their forecasts months ago. The February baseline forecast from
Minnesota’s national economic consultant Global Insight Inc (GII), included rate
hikes beginning in August, and extending on through 2005. Starting the rate hike
process in June rather than August had only a minor impact on the GII outlook.
Their baseline continues to call for the strongest real GDP growth in 20 years for
2004. July’s forecast for real growth rates of 4.6 percent in 2004 and 3.9 percent
in 2005, leaves the economy at virtually the same level at the end of 2005 as was
projected in February.

Little Change in U.S. Economic Outlook
for 2004-05 Biennium
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Higher oil prices have created inflationary pressures in recent months, but GII
believes that it will take more than $40 per barrel oil to slow this economy down.
GII’s pessimistic scenario, probability 25 percent, includes more aggressive Fed
action to combat worse than projected inflation. In that scenario, the Fed funds
rate reaches 7.5 percent by the end of 2006, but even with short term interest rates
that high there is no recession, just slower growth than currently projected in the
baseline. Global Insight assigns a probability of 20 percent to a more optimistic
scenario. The baseline scenario is assigned a probability of 55 percent, 5
percentage points less than in February.

Little Change in Outlook for 2006-07

February’s forecast showed a projected deficit for the 2004-05 biennium of $160
million, and a shortfall of $441 million for the 2006-07 biennium. The
Governor’s actions following the close of the legislative session eliminated the
current biennium’s projected deficit and reduced the 2006-07 shortfall to $400
million. The $194 million positive revenue variance now reported for fiscal 2004
will provide a small cushion against any shock that might occur between now and
the close of the biennium.

Unfortunately, the improvements in Minnesota’s fiscal 2004-05 financial situation
will have little impact on the state budget outlook for fiscal 2006 and 2007. There
also is little reason to expect a dramatic improvement in revenues. The long term
revenue planning estimates are prepared using a less detailed method than the
official revenue forecast, but the economic outlook for 2006 and 2007 remains
much the same as when February’s planning estimates were prepared. There has
been no material change since February in GII’s forecast for nominal GDP at the
end the next biennium. And, while the individual income tax receipts will likely
be growing from a higher base, the additional revenue generated could easily be
offset by a reduction in the corporate tax forecast. Corporate estimated tax
payments are currently running more than $25 million per quarter below forecast.

Balances built up during the current biennium will not be automatically available
to reduce the projected gap in the 2006-07 budget. Under current law any
forecast balance is first allocated to restoring the state’s cash flow account. If the
balance exceeds the $350 million needed to fund the cash flow account, the
remainder is to be used to raise the budget reserve to $653 million. Any
additional forecast balance, beyond that needed to restore the cash flow account
and budget reserve is allocated to reducing the E-12 education payment shifts that
were part of the solutions to the recent budget shortfalls.
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Comparison of Actual and Estimated Non-Restricted Revenues

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 Tax

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
state wide property tax
DHS RTC Collections
Income Tax Reciprocity
Investment Income
Tobacco Settlement
Departmental Earnings
Lottery Revenues
Revenues yet to be allocated
Residual revenues
Sales Tax Rebates (all years)

Other Subtotal
Other Refunds
Other Net

Total Gross
Total Refunds
Total Net

($ in thousands)

2004 Fiscal Year-to-Date

April - June 2004

FORECAST ACTUAL  VARIANCE
REVENUES REVENUES ACT-FCST

FORECAST ACTUAL VARIANCE
REVENUES REVENUES ACT-FCST

5,037,800 5,029,489 (8,311)
991,300 1,032,456 41,156
603,200 634,718 31,517

6,632,301 6,696,663 64,362

1,083,000 969,258 (113,743)

5,549,300 5,727,405 178,105

660,030 606,733 (563,297)

127,870 137,818 9,948
787,900 744,551 (43,349)
140,300 116,027 (24,273)

647,600 628,524 (19,076)

4,294,600 4,301,579 6,978
211,049 198,170 (12,879)
4,083,551 4,103,409 19,858
281,246 274,500 (6,746)
86,000 90,058 4,058
69,368 69,409 41
162,799 166,063 3,264
330,500 351,635 21,136
248,100 270,533 22,433
60,037 59,881 (156)
249,482 249,206 (276)
2,855 3,079 223
603,579 599,637 (3,942)
42,666 44,219 1,553
46,242 46,242 0
17,300 15,283 (2,017)
168,467 168,467 0
257,400 243,207 (14,194)
36,176 37,823 1,647
(0) (164) (163)
221,283 214,970 (6,313)
(6) (0) 6
2,602,248 2,629,547 27,298
34,326 39,944 5,618
2,567,922 2,589,603 21,680
14,598,296 14,646,839 48,544

1,468,675 1,323,398 (145,277)
13,129,621 13,323,441 193,820

1,264,640 1,266,855 2,215
395,100 433,875 38,775
490,322 521,839 31,517

2,150,062 2,222,569 72,507
973,472 859,729 (113,743)
1,176,590 1,362,840 186,250

182,300 154,111 (28,189)

(1,181) 2,540 3,721
181,119 156,651 (24,468)
52,879 21,772 (31,107)
128,240 134,880 6,640
1,247,633 1,258,547 10,914
53,998 58,257 4,259
1,193,635 1,200,290 6,655
78,660 76,867 (1,793)
17,912 19,425 1,513
18,679 20,065 1,386
45,020 48,994 3,973
79,727 96,872 17,145
56,047 59,898 3,851
23,817 22,253 (1,564)
81,741 79,184 (2,557)
1,799 1,792 7)
332,083 328,911 (3,172)
11,342 10,173 (1,169)
0 0 0
5,649 3,778 (1,871)
0 0 0
51,348 47,143 (4,205)
8,661 13,894 5,234
(2,503) (1,009) 1,494
43,963 57,720 13,757
@) 2 4
775,283 809,095 33,813
11,256 15,850 4,593
764,026 793,246 29,219
4,432,757 4,523,730 90,973

1,091,605 955,608 (135,997)
3,341,152 3,568,122 226,970





