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State Revenues Above Forecast in First Quarter of
Fiscal 2013

Net non-dedicated general fund revenues totaled $3.750 billion during the first
quarter of fiscal 2013, $145 million (4.0 percent) more than projected in February.
Each of the major taxes showed a positive variance for the quarter. Individual
income tax receipts exceeded forecast by 2.2 percent, sales tax receipts were up 1.7
percent and corporate tax revenues were 15.3 percent more than anticipated in
February. Other revenues were up 12.0 percent from prior estimates. Total state
receipts during the first quarter of fiscal 2013 were 2.7 percent greater than year-
earlier levels.

Summary of Tax Receipts
(July — September, 2012)

Estimate Actual Variance Percent

---------------- (% in millions) ---------------
Income $1,952 $1,994 $42 2.2
Sales Tax 1,010 1,027 17 1.7
Corporate 268 309 41 15.3
Other _375 _420 _45 12.0
Total $3,605 $3,750 $145 4.0

Individual income tax receipts exceeded forecast by $42 million even though
withholding receipts were $10 million (0.6 percent) below forecast. (See page 4).
Strong growth left third quarter 2012 individual estimated income tax payments
$22 million above forecast. Smaller refund payments and larger final payments
added to the revenue gain. Gross sales tax receipts were $18 million above
forecast. Almost all of the large, $41 million variance in corporate tax receipts
was from larger than anticipated quarterly estimated tax payments. More than
one-half of the $45 million variance in other revenues came from an unanticipated
transfer to the general fund of a $26 million excess surplus in Minnesota’s
assigned risk workers’ compensation plan. Stronger than projected home sales
and an increase in mortgage refinancing produced a $20 million positive variance
in deed and mortgage tax receipts.
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2012 Fiscal Year Closing Shows State Revenues Totaled $16.416 Billion

Minnesota general fund revenues for the fiscal year completed on June 30, 2012 are now
reported to be $16.416 billion, $299 million (1.9 percent) more than forecast in February,
but $37 million less than originally reported in the July Economic Update. Closing
reduced the positive variance for individual income tax receipts and increased the sales
tax and corporate tax variances. Individual income tax receipts are now reported as $96
million above forecast, $19 million less than in July’s preliminary report. Sales tax and
corporate tax variances were larger than previously reported, up by $19 million and $13
million respectively.

Other revenues fell by $50 million. Much of that reduction was attributable to recognition
of the federal share of the $30 million contribution the state received from a medical
insurance company. This resulted in paying the federal government $18.5 million, which
reduced the state’s share to $11.5 million. Other significant changes were made to
cigarette and tobacco tax receipts, the health care surcharge, and departmental earnings.

The $299 million positive variance for fiscal 2012 and the current $145 million positive
variance for the first quarter of fiscal 2013 places 2012-13 revenues $444 million above
forecast. Under state law a positive budgetary balance, if reported in the November
forecast, will not available for new spending. Statutes require any positive budgetary
balance resulting from the November forecast to be allocated to repaying and reversing
the school shifts. More than $2.4 billion in school aid shifts remain to be repaid.

Slow Growth Forecast Remains in Place

The U.S. economy has not performed as well as hoped since the end of the Great
Recession. Economists typically would expect real GDP growth rates to average between
2.5 percent and 3.0 percent in normal times and to be slightly higher immediately
following a recession. This time real GDP growth has averaged 2.2 percent annualized
since the recession’s official end in mid-2009. Real consumption spending, which is more
than 70 percent of GDP, has only grown at a 1.9 percent annual rate during that same
time. We have escaped the downward spiral, where slumping demand for goods and
services leads to layoffs, which in turn lead consumers to further reduce their spending
and bring on further job cuts. But we have not, as yet, been able to shake off the
economic inertia produced by the longest and deepest recession in the post-war period.

It is not that the economy is stagnant. Real output has grown for 12 consecutive quarters
and the U.S. unemployment rate has fallen from 10.0 percent to 7.8 percent. There are
also signs that consumer spending might soon begin to accelerate. Consumer confidence
has increased, auto sales are more than 50 percent above their lows, and housing starts,
while still at disturbingly low levels appear to be recovering. But slow global economic
growth and the uncertainties created by potential disruptions to both the domestic and the
global economy are expected by most forecasters to keep U.S. growth rates at sub-par
levels through much of 2013.
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The October baseline forecast from Global Insight Inc., (GIl), Minnesota’s macro-
economic consultant, is very similar to other economic forecasts for 2012 and 2013. GlI
now expects real GDP to grow at a 2.1 percent annual rate in 2012 the same as October’s
Blue Chip consensus. Global Insight’s projected 1.8 percent growth rate for 2013 is
slightly less than the Blue Chip forecast’s 2.0 percent, but when the forecast horizon is
extended to 2014 and 2015 Global Insight’s baseline is slightly more optimistic than Blue
Chip’s, with projected growth rates of 2.9 percent in 2014 and 3.4 percent in 2015
compared to the consensus forecast of 2.8 percent and 3.1 percent.
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Global Insight’s October baseline remains slightly less optimistic than their February
forecast which was used as the base for the 2012-13 revenue forecast and the 2014-15
revenue planning estimates. While February’s baseline forecast for 2012 growth was
identical to October’s, projected real GDP growth rates in both 2013 and 2014 have been
reduced by 0.5 percentage points since February. October’s baseline calls for slightly
stronger growth in 2015 than did February’s but that improvement in the forecast is not
sufficient to offset the additional weakness in 2013 and 2014.

Global Insight and most other forecasters assume that Congress and the President reach
agreement on a “Grand Bargain” and the U.S. economy avoids the fiscal cliff. If a
compromise agreement is not reached and current law remains in place, most observers
including Gl and the Congressional Budget Office believe that a recession would result.
Global Insight notes “the extreme uncertainty over fiscal policy is likely to remain a fact
of life — and a deterrent to risk taking — well into 2013.” Their pessimistic scenario
(probability 20 percent) contains a recession in early 2013 as the U.S. economy falls off
the fiscal cliff and the Eurozone sovereign credit crisis intensifies. Their optimistic
scenario is given a 15 percent probability. October’s baseline was assigned a 65 percent
probability, 5 percent more than February’s forecast.
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Comparison of 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
Sales Tax Rebates (all years)
County Nursing Home, Pub
Hosp IGT

Other Subtotal
Other Refunds
Other Net

Total Gross
Total Refunds
Total Net

(% in thousands)

September 2012 - Fiscal Year-to-Date

Fiscal Year 2012 Close

FORECAST  ACTUAL  VARIANCE FORECAST  ACTUAL  VARIANCE
REVENUES  REVENUES  ACT-FCST REVENUES REVENUES  ACT-FCST
1,638,700 1,628,981 (9,719) 6,657,843 6,713,133 55,289
276,389 298,326 21,937 1,438,257 1,426,620 (11,638)
69,248 83,308 14,060 1,053,699 1,103,976 50,277
1,984,337 2,010,615 26,278 9,149,800 9,243,728 93,929
32,435 16,514 (15,920) 1,273,200 1,271,268 (1,932)
1,951,903 1,994,101 42,198 7,876,600 7,972,460 95,860
220,714 257,350 36,637 947,151 1,002,538 55,387
62,124 66,586 4,462 182,449 202,392 19,942
282,838 323,936 41,098 1,129,600 1,204,930 75,330
15,280 15,276 (@) 182,800 160,771 (22,028)
267,558 308,660 41,102 946,800 1,044,158 97,358
1,049,211 1,066,801 17,591 4,860,470 4,886,482 26,012
38,785 39,859 1,073 236,540 208,626 (27,914)
1,010,425 1,026,943 16,517 4,623,930 4,677,856 53,926
0 0 0 0 0 0
36,500 31,451 (5,049) 145,500 174,190 28,690
15,468 16,687 1,219 80,286 80,117 (169)
44,223 47,595 3,373 196,000 187,915 (8,085)
21,952 42,557 20,604 141,098 160,437 19,338
70,158 72,574 2,417 296,500 299,507 3,007
6,972 7,889 917 41,700 45,264 3,563
58,507 44,996 (13,511) 232,213 222,683 (9,531)
182 156 (26) 14,297 22,797 8,500
7,919 14,390 6,471 779,955 799,333 19,378
12,500 13,221 721 48,800 58,183 9,383
0 0 0 182 182 0
473 1,893 1,419 3,680 2,701 (979)
0 100 100 160,906 166,861 5,955
41,422 43,513 2,090 248,400 250,577 2,177
14,530 12,112 (2,418) 89,200 89,172 (28)
8,703 11,143 2,440 54,996 53,209 (1,787)
0 450 450 0 0 0
39,253 69,517 30,264 174,786 156,062 (18,724)
0 0 0 0 0 0
2,198 1,132 (1,066) 8,792 6,784 (2,008)
380,960 431,377 50,416 2,717,293 2,775,973 58,680
6,181 11,745 5,564 47,830 54,478 6,648
374,779 419,632 44,853 2,669,463 2,721,494 52,031
3,697,346 3,832,730 135,384 17,857,163 18,111,113 253,950
92,681 83,394 (9,287) 1,740,370 1,695,144 (45,226)
3,604,665 3,749,336 144,671 16,116,793 16,415,969 299,176
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