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State Revenues Exceed February Forecast

Minnesota’s net general fund receipts for FY 2014 are now estimated to total $19.258
billion, $168 million (0.9 percent) more than projected in the February 2014 Budget
and Economic Forecast adjusted for legislative changes. State revenues for the final
quarter of FY 2014 were $235 million more than forecast. (See page 4 for details.)
Higher than expected individual income tax receipts more than account for the total
revenue variance, with positive variances in the general sales tax and other revenues
nearly offsetting a shortfall in corporate taxes. General fund revenues in FY 2014 are
now estimated to be 7.3 percent greater than in FY 2013.

Summary of Tax Revenues: Fiscal Year 2014

($ in millions) February 2014 Estimated . .
Forecast Closingl $ Difference % Difference
Individual Income Tax $9,466 $9,647 $181 1.9%
General Sales Tax 5,007 5,041 34 0.7
Corporate Franchise Tax 1,337 1,284 (53) (4.0)
Other Revenues 3,280 3,287 7 0.2
Total Revenues? $19,090 $19,258 $168 0.9%

1. Reflects revenues attributable to FY14 through July 7, 2014 plus estimates of revenue accruals through August 15 close and
other pre-close adjustments.
2. Totals may not add due to rounding.

This update includes the first reporting of tax year 2013 income tax refunds and final
payments. About 80 percent of the $181 million individual income tax variance appears
to be due to higher than expected tax year 2013 tax liability. Payments accompanying
final 2013 tax returns were about $71 million more than forecast, and individual
income tax refunds were about $93 million less than prior estimates. Some of the
additional tax liability may be due to larger than expected capital gains realizations and
non-wage income in 2013. Variances in receipts from non-resident partners, non-
resident S-Corp shareholders, fiduciaries, withholding, estimated tax, and accounts
receivable explain the remainder of the individual income tax variance.
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Net general sales tax receipts ended FY 2014 $34 million (0.7 percent) above forecast. Gross
general sales tax receipts exceeded projections by $77 million (1.5 percent). Some of the
additional revenue may be due to the timing of payments, since the majority appeared in
June. If taxpayers did not fully adjust to new rules for the acceleration of June sales tax
payments, the positive variance may reverse in coming months. Higher than anticipated
general sales tax refunds reduce the net sales tax variance. Corporate tax receipts for FY
2014 were $53 million (4.0 percent) less than projected. The corporate tax is the most
volatile of the major taxes, and variances of this magnitude are not unusual.

All FY 2014 results are preliminary and subject to change. The state’s fiscal year that ended
June 30, will officially close on August 15, 2014. Values in the estimated closing column
reflect actual revenues attributable to FY 2014 and received through July 7 plus estimates of
revenue accruals through August 15 and other pre-close adjustments. As of July 7, total FY
2014 revenue was $19.312 billion. Estimated accruals and pre-close adjustments were -$54
million. A complete reporting of FY 2014 revenues will be part of October’s Revenue and
Economic Update. The next official forecast will be released in early December 2014.

U.S. Economic Outlook has Weakened since February

The U.S. economy hit a deep pothole at the beginning of 2014. The Bureau of Economic
Analysis (BEA) estimates that real GDP contracted at an annual rate of 2.9 percent during the
first quarter of the year, the worst quarterly performance since the depths of the Great
Recession in early 2009. The first quarter contraction is attributed to a sharp, adverse swing
in the trade deficit, an unusually large drop in inventory accumulation, a surprise fall in
health care spending, and extreme winter weather, which temporarily sapped consumer
spending, housing, and industrial activity. But those one-off factors appear to have since
faded, as the economy is now finding greater support in more recent measures of underlying
economic activity. Labor market data show faster employment and income growth, home and
vehicle sales have picked up, factory production has gained momentum, and confidence
among consumers has hit a six-year high. As a result, MMB’s macroeconomic consultant
IHS Economics (IHS) expects real GDP growth to rebound to 3.8 percent (annual rate) in the
second quarter of 2014 before expanding closer to 3 percent in the second half of the year
and into 2015.

U.S. Non-Farm Payroll Employment
Seasonally Adjusted Monthly Change, Thousands
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The awful start to 2014 is expected to drag down this year’s overall economic performance.
The July 2014 baseline from IHS now calls for tepid real GDP growth of just 1.7 percent in
2014, or what would be the weakest growth in any calendar year since the recession ended in
mid-2009. That is followed by 3.0 percent growth in 2015. The February 2014 baseline
projected much stronger growth of 2.7 percent in 2014 and 3.3 percent in 2015. The IHS July
baseline forecast is very similar to the Blue Chip Consensus, the median of 50 business and
academic forecasts. The Blue Chip forecast is for 1.6 percent growth in 2014, followed by an
increase of 3.0 percent in 2015. Inflation continues to be of little concern. The IHS July
baseline anticipates CPI increases of 2.0 percent in 2014 and 1.5 percent in 2015. February’s
inflation outlook was similarly subdued.
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Later this month, the BEA will release its annual GDP revision (back to 1999) along with
new data for the second quarter of 2014. IHS believes the revision will provide a more
accurate view of U.S. economic growth during the period. However, because the weakness in
the first quarter is likely to persist with the revised data, the tenor of their forecast is not
expected to materially change. IHS assigns a probability of 70 percent to their July baseline
scenario, and a 15 percent probability to more pessimistic and optimistic alternative
scenarios, up from 60 percent and 20 percent respectively in February. In the pessimistic
scenario, the U.S. economy stalls in the second half of 2014 due to a weaker-than-expected
housing market, just avoiding recession. In the optimistic scenario, better-than-expected
foreign growth and associated depreciation of the dollar deliver a boost to the U.S. economy
later this year.
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Comparison of Actual and Forecast Non-Restricted Revenues

Individual Income Tax
Withholding
Declarations
Miscellaneous
Gross
Refund
Net

Corporate & Bank Excise
Declarations
Miscellaneous
Gross
Refund
Net

Sales Tax
Gross

Mpls. sales tax transferred to MSFA

Sales Tax Gross
Refunds (including Indian refunds)
Net

Other Revenues:
Net Estate & Gift Tax
Net Liquor/Wine/Beer
Net Cigarette/Tobacco
Deed and Mortgage
Net Insurance Gross Earnings
Lawful Gambling
Health Care Surcharge
Other Taxes
Statewide Property Tax
DHS SOS Collections
Income Tax Reciprocity
Investment Income
Tobacco Settlement
Dept. Earnings & MSOP Recov.
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)

June 2014 Fiscal Year

April-June FY 2014

FORECAST  ESTIMATED VARIANCE FORECAST ESTIMATED VARIANCE

REVENUES CLOSING* ACT-FCST REVENUES CLOSING* ACT-FCST
7,475,700 7,478,264 2,564 1,899,722 1,878,761 (20,961)
1,986,290 1,982,574 (3,716) 865,200 857,390 (7,810)
1,386,709 1,476,192 89,483 1,142,838 1,232,321 89,483
10,848,699 10,937,030 88,331 3,907,760 3,968,472 60,712
1,383,170 1,290,357 (92,813) 1,275,562 1,182,750 (92,813)
9,465,530 9,646,673 181,144 2,632,197 2,785,722 153,525
1,260,631 1,244,554 (16,078) 341,044 342,332 1,289
243,197 203,667 (39,530 1,159 (29,343) (30,502)
1,503,828 1,448,220 (55,608) 342,203 312,990 (29,213)
166,511 164,039 (2,471) 53,968 60,913 6,945
1,337,318 1,284,181 (53,137) 288,235 252,076 (36,158)
5,286,532 5,363,388 76,856 1,449,987 1,528,874 78,887
813 813 0 138 127 (11)
5,287,345 5,364,201 76,856 1,450,125 1,529,001 78,876
280,190 323,461 43,272 79,889 121,062 41,173
5,007,155 5,040,740 33,584 1,370,236 1,407,939 37,703
173,400 182,071 8,671 42,480 58,386 15,906
82,860 83,957 1,097 24,545 26,244 1,699
593,271 607,271 14,000 173,934 199,512 25,578
187,660 180,565 (7,094) 55,896 49,953 (5,943)
349,479 347,298 (2,181) 77,083 78,769 1,686
40,900 43,599 2,698 12,709 14,905 2,196
289,219 289,219 (0) 102,794 116,897 14,103
13,210 16,506 3,295 12,680 15,971 3,291
832,057 835,554 3,497 433,260 438,403 5,143
54,400 51,082 (3,318) 13,216 13,673 457

0 0 0 0 0 0

4,600 5,997 1,397 740 1,782 1,042
164,529 175,399 10,870 0 10,870 10,870
198,268 199,379 1,110 47,936 61,473 13,537
85,391 77,177 (8,214) 29,082 27,331 (1,751)
60,458 55,852 (4,606) 25,687 21,100 (4,587)
(0) 80 80 (3,095) 49 3,144
150,663 134,625 (16,038) 38,320 31,022 (7,298)
6,792 6,792 0 2,264 2,264 0
3,287,157 3,292,421 5,264 1,089,530 1,168,604 79,074
7,033 5,543 (1,490) 1,749 546 (1,203)
3,280,124 3,286,878 6,754 1,087,780 1,168,057 80,277
20,927,030 21,041,873 114,843 6,789,617 6,979,066 189,449
1,836,903 1,783,400 (53,502) 1,411,169 1,365,272 (45,897)
19,090,127 19,258,472 168,345 5,378,448 5,613,795 235,346

* Reflects revenues attributable to FY2014 through July 7, 2014 plus estimates of revenue accruals through August 15 close and other pre-close

adjustments.



	State Revenues Exceed February Forecast
	Summary of Tax Revenues: Fiscal Year 2014




