Minnesota

Department of Finance
July 2007

State Receipts for FY 2007 Exceed Forecast

Minnesota’s net general fund receipts for FY 2007 are now estimated to total $15.876 billion,
$159 million (1.0 percent) more than forecast in February. The individual income tax had the
largest variance, $147 million (2.1 percent). The motor vehicle sales tax and “other” revenues
also exceeded forecast. Sales tax and corporate income tax receipts were below February’s
projections.

Summary of Tax Receipts: (Fiscal Year 2007)

Estimate Actual Variance Percent

----------------- ($ in millions) --------------—---
Income $7,103.5 $7,250.1 $146.6 2.1
Sales 4,519.3 4,508.4 (10.9) (0.2)
Corporate 1,177.9 1,174.4 (3.5) (0.3)
Motor Vehicles 241.3 246.6 5.3 2.2
Other 2,675.5 2,696.7 21.2 0.8
Total $15,717.6 $15,876.2 $158.7 1.0

Nearly all of the forecast variance came from the individual income tax, and most of that
additional revenue came from settlement of final liabilities for tax year 2006. Final payments,
including those accompanying requests for extensions were $93 million more than forecast
while refunds were $24 million less than projected (see page 4). Fiscal year 2007 withholding
receipts, the state’s largest source of revenue, were $24 million (less than 0.1 percent), more
than anticipated. Gross sales tax receipts exceeded forecast by $11 million, but sales tax
refunds were $22 million more than projected leaving an $11 million negative variance.
Corporate tax receipts were $3 million below forecast reflecting weaker than projected
corporate estimated tax receipts. For April through June corporate estimated payments were
$8 million less than were received in the same period in 2006, and $53 million less than
projected.

All FY 2007 results are preliminary and subject to change. As in past years forecasts for some
revenue sources were adjusted to reflect anticipated accruals in this first report of receipts for
the entire fiscal year. A complete accounting of FY 2007 revenues reflecting final closing will
be part of October’s Economic Update.
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Economic Update July 2007

Steady Economic Growth Forecast for Remainder of 2007, 2008, and 2009

The U.S. economy slowed during the first quarter of 2007. Real GDP is now estimated to
have grown at only a 0.7 percent annual rate, well below the 3 percent rate that most
forecasters consider normal. But, the just completed second quarter appears to have been
much stronger, putting the economy back on track for more-or-less normal growth for the
remainder of the year. Most analysts believe increased capital equipment spending and
further exports growth due to a weaker dollar will be sufficient to offset the economic
drag coming from $3 gasoline and the housing slump. Inflation continues to be a concern
and the possibility of further fallout from shocks in the sub-prime sector cannot be
dismissed, but at mid-year the economy seems to be positioned to extend the current
economic expansion through 2008.

Minnesota’s national economic consultant Global Insight Inc. (GII) has taken note of the
slight weakening in the economic outlook and reduced its forecast for 2007 and 2008
accordingly. In February, GII expected real GDP to grow at an annual rate of 2.9 percent
in fiscal 2007 and 2008. Their July baseline now calls for real GDP growth of 2.5 percent
in both fiscal years. The baseline forecast for fiscal 2009 remains unchanged at 3.0
percent. Although the Consumer Price Index increased much faster in the last six months
than was projected in February, GII’s July baseline calls for CPI growth of 2.0 percent in
both fiscal 2008 and 2009, the same as forecast in February.

July Baseline Forecast Calls for Slightly Slower
Real GDP Growth Through Mid 2008
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Global Insight now assigns a 60 percent probability to their baseline scenario, the same as
in February but up 5 percentage points from June. A more optimistic scenario is assigned
a probability of 20 percent, as is a more pessimistic scenario. In February the optimistic
scenario was assigned a 25 percent probability; the pessimistic, 15 percent. The Blue
Chip Consensus outlook for real economic growth in both calendar 2007 and 2008 is
almost identical to that in GII’s July baseline.
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Employment in Non-Metro Minnesota Has Grown Faster Than the State-wide Average
Since 2001

Employment in Minnesota did not recover from the 2001 recession as fast as it did
elsewhere in the nation, according to the U.S. Department of Labor’s Current
Employment Survey. In recent months Minnesota’s unemployment rate has moved above
the U.S. average as well.

Recently, 2006 data for Minnesota from a more complete measure of state employment,
the Quarterly Census of Employment and Wages (QCEW), was released. Although
annual data for the U.S. for all of 2006 is not yet available, these more complete counts of
payroll employment also show Minnesota lagging the U.S. growth rate through the third
quarter of 2006.

The QCEW data also provide insights about the geographical distribution of employment
growth across the state. These payroll based data show that the area outside the Twin
Cities metropolitan region added jobs faster than did the Twin Cities, adding more than
44,000 jobs between 2001 and 2006. Twin Cities firms added about 13,000 jobs.
According to the QCEW, metro area payrolls grew by 0.8 percent over that five-year
period, well below the statewide average of 2.2 percent. Employment in counties outside
the 7 county metro area grew by 4.4 percent. Statewide employment in goods producing
industries such as manufacturing, mining, and construction fell by 5.4 percent while the
services producing sector, including the relatively fast growing health care sector, grew
by 4.2 percent between 2001 and 2006. Goods producing employment in the Twin Cities
area fell by 8.2 percent almost four times faster than the 2.2 percent decline seen outside
the metro area. Services producing employment outside the Twin Cities grew by 6.4
percent. In the Twin Cities region it grew by 2.8 percent.

Job Growth Outside Twin Cities Region Faster
Than Statewide Average Between 2001- 2006

Percent Change

8 OMN B TC Metro ONon Met

Total Goods Services



Economic Update

July 2007

Comparison of Actual and Estimated Non-Restricted Revenues
($ in thousands)

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
Sales Tax Rebates (all years)
County Nursing Home, Pub Hosp IGT

Other Subtotal
Other Refunds
Other Net

Total Gross
Total Refunds
Total Net

2007 Fiscal Year-to-Date

FORECAST

ACTUAL

VARIANCE

REVENUES REVENUES ACT-FCST

April - June 2007
FORECAST ACTUAL VARIANCE
REVENUES REVENUES ACT-FCST

5,753,500
1,498,910

937,190
8,189,600
1,086,100
7,103,500

1,191,000
161,500
1,352,500
174,600
1,177,900

4,757,000
237,662
4,519,338

241,286

116,000
72,916
192,412
251,000
285,100
55,481
208,068
7,125
663,372
52,921
63,481
86,500
180,605
245,640
96,870
42,522
0
74,539
(1
25,577

2,720,126
44,591
2,675,535

17,260,513
1,542,953
15,717,559

5,777,717
1,521,883
1,012,398
8,311,998
1,061,922
7,250,075

1,126,443
202,192
1,328,635
154,215
1,174,421

4,767,653
259,203
4,508,450

246,560

110,894
73,010
193,000
261,126
267,019
53,958
211,897

9,013

665,804
61,761

63,481
105,282
183,911
250,607
100,253
41,404

72

64,918

) 0
26,282

2,743,692
46,962
2,696,730

17,398,537
1,522,302
15,876,236

24,217

22,973

75,208
122,398
(24,178)
146,575

(64,557)
40,692
(23,865)
(20,385)

(3,480)

10,653
21,541
(10,888)

5,274

(5,106)
94
588
10,126
(18,082)
(1,523)
3,829
1,888
2,432
8,839
0
18,782
3,307
4,967
3,384
(1,118)
72
(9,621)
1
705

23,565
2,371
21,195

138,025
(20,651)
158,676

1,431,541 1,446,281 14,740
654,100 676,844 22,743
763,736 838,944 75,208

2,849,377 2,962,068 112,691
924,179 900,001 (24,178)

1,925,198 2,062,067 136,869

292,315 239,426 (52,889)

(11,883) 17,035 28,917
280,432 256,460 (23,972)
40,256 49,630 9,374

240,176 206,830 (33,346)

1,383,425 1,385,815 2,390
60,383 55,270 (5,113)
1,323,042 1,330,546 7,504
65,468 71,811 6,344
23,808 20,718 (3,090)
23,946 24,869 923
69,220 72,198 2,979
72,285 77,696 5,411
62,209 61,602 (607)
19,955 20,015 60
49,780 52,824 3,044
5,019 7,991 2,972
363,685 366,074 2,389
12,919 20,858 7,939
0 0 0
24,355 36,469 12,115
0 3,307 3,307
45457 48,789 3,332
25,547 28,183 2,636
11,941 13,838 1,896
(1,405) (1,467) (62)
18,740 10,772 (7,968)
1) 0 1
21,049 21,177 128

848,508 885,913 37,404
13,235 15,165 1,929
835,273 870,748 35,475

5,427,211 5,562,068 134,857
1,038,053 1,020,066 (17,988)
4,389,157 4,542,002 152,845



