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MESSAGE FROM THE DIRECTOR

National Recession Looms — North Dakota Economy Remains Strong!

Moody’'s Economy.com, the state’s economic forecasting
consultant, predicts a U.S. economic recession for the first half
of 2008. In the February 2008 issue of Précis Macro, Econ-
omy.com predicts that “the current recession is expected to last
seven months, extending from December to June. Real GDP is
expected to fall in both the first and second quarters of this
year, after effectively stagnating in the last quarter of 2007.
Real GDP is expected to decline by less than one-half of a per-
centage point during this period, with a similar percentage de-
cline in employment. Moody’s Economy.com expects total job
losses of only 250,000 between December and July. The un-
employment rate will rise from its current 4.9% to a peak of near
6% in the spring of 2009.”

Economy.com credits aggressive rate cutting by the Fed-
eral Reserve and Congress’ enactment of an economic stimulus
package with likely shortening the duration and severity of the
recession. Economy.com concludes that “the 2008 recession is
thus expected to be the mildest downturn in the post-World War
Il era.”

A recent report by the Rockefeller Institute of Govern-
ment concluded that “state government finances are linked in-
extricably to the economy,” but acknowledged that “the eco-
nomic performance of individual states varies considerably dur-
ing national recessions, reflecting the characteristics of a par-
ticular recession, the characteristics of state economies, and
other factors.”

Although North Dakota is not immune from the effects of
a national recession, the dismal national forecast does not nec-
essarily translate into an economic downturn in North Dakota.
In North Dakota, unemployment remains at a mere 3.2 percent
in December 2007, unchanged from December 2006. Nation-

ally, unemployment has risen from 4.3 percent in December
2006 to 4.8 percent in December 2007. In North Dakota, em-
ployment grew by 1.2 percent in 2007, compared to an almost
stagnate .2 percent gain nationally. Consumer confidence in
North Dakota appears to be strong, with taxable sales and
purchases surging ahead of the forecast and growing by over
20.0 percent compared to the same months of the 2005-07
biennium.

The oil industry has been a boon to the state and is
resulting in a surge in oil and gas tax collections at the state
and county level. Although some of the increase in sales tax
collections can be attributed to the booming oil and gas indus-
try, the growth in taxable sales and purchases is much more
broad-based. According the North Dakota Sales and Use Tax
Statistical Report for the third quarter of 2007, published by the
Office of State Tax Commissioner, taxable sales and pur-
chases for the mining and oil extraction industries grew by
over 106.0 percent from third quarter 2006 to third quarter
2007. However, taxable sales and purchases in this industry
account for only slightly more than 4.0 percent of all taxable
sales and purchases. Taxable sales and purchases grew by
13.5 percent overall, or over $320.0 million.

While economists analyze statistics to determine ex-
actly when the U.S. economy has officially entered into a re-
cession, most seem to agree that the national economy is ei-
ther currently in recession or is on the brink of one. Hopefully,
Economy.com is correct in their forecast of a “mild downturn.”
However, we remain confident that the diversified economy of
North Dakota is healthy and will continue to grow despite the
pressures of a national recession.
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OIL ACTIVITY

The price of North Dakota crude
continues well above the forecasted
price. October prices averaged
nearly $77 per barrel, November
prices over $85 per barrel, and
December prices $82 per barrel.
The current price is over $92 per
barrel. The legislative forecast as-
sumed December prices would
average $45 per barrel with produc-
tion of 116,000 barrels per day.
Actual production continues to grow
and increased in December to over
135,000 barrels per day. Novem-
ber production averaged 130,600
barrels per day. October production
averaged 129,200 barrels per day.
Drilling permit activity continues
strong, but slowed from November
— 52 permits were issued in De-
cember compared to 65 in Novem-
ber. The number of producing wells
increased slightly in December to
3,854, compared to 3,818 in No-

vember. The current rig
count is 59 rigs, 23 more
than were operating in
the state one year ago.

Comments or Questions?
Contact
Pam Sharp, Director
Phone: 701-328-2680
Fax: 701-328-3230
E-mail:
psharp@nd.gov
Visit the North Dakota web site

www.nd.gov
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STATEMENT OF GENERAL FUND REVENUES AND FORECASTS
Compared to the Legislative Forecast
2007-09 BIENNIUM
January 2008

FISCAL MONTH BIENNIUM TO DATE

April 2007 April 2007
REVENUES AND TRANSFERS Leg. Forecast Actual Variance Percent Leg. Forecast Actual Variance Percent

Sales Tax 43,712,000 46,418,372 2,706,372 6.2% 262,976,000 292,268,295 29,292,295 11.1%
Motor Vehicle Excise Tax 4,525,000 6,347,205 1,822,205 40.3% 32,614,000 37,982,072 5,368,072 16.5%
Individual Income Tax 44,368,000 47,649,535 3,281,535 7.4% 130,421,000 150,361,691 19,940,691 15.3%
Corporate Income Tax 5,096,000 7,427,359 2,331,359 45.7% 28,078,000 52,270,967 24,192,967 86.2%
Insurance Premium Tax 9,777 25,340 15,563 159.2% 10,364,054 11,831,283 1,467,229 14.2%
Financial Institutions Tax 112,000 27,988 (84,012 -75.0% 112,000 893,069 781,069 697.4%
Oil & Gas Production Tax* 6,194,260 (6,194,260) -100.0% 37,017,260 39,309,315 2,292,055 6.2%

)
)

Oil Extraction Tax* 3,900,000 (3,900,000) -100.0% 30,216,000 31,690,685 1,474,685 4.9%
)

Gaming Tax 967,680 953,442 (14,238
Lottery

Cigarette & Tobacco Tax 2,014,000 1,829,727 (184,273) -9.1% 14,524,000 13,659,065 (864,935) -6.0%
Wholesale Liquor Tax 543,000 613,082 70,082 12.9% 3,807,000 4,175,256 368,256 9.7%
Coal Conversion Tax 2,109,000 1,334,457 (774,543) -36.7% 14,492,000 13,980,175 (511,825) -3.5%
Mineral Leasing Fees 1,000,000 1,632,324 532,324 53.2% 4,300,000 6,741,873 2,441,873 56.8%
Departmental Collections 5,402,000 6,288,122 886,122 16.4% 16,386,000 19,419,020 3,033,020 18.5%
Interest Income 1,375,000 1,150,679 (224,321) -16.3% 8,835,000 13,173,422 4,338,422 49.1%
Bank of North Dakota-Transfer
State Mill & Elevator-Transfer
Oil tax trust fund-Transfer 115,000,000 115,000,000

Other Transfers 159,257 159,257 0.0% 477,771 514,472 36,701
Total Revenues and Transfers 121,486,974 121,756,890 269,916 0.2% 715,043,125 808,600,661 93,557,536

-1.5% 5,423,040 5,330,002 (93,038) -1.7%

* Oil and gas production and extraction tax collections totaled $21.9 million in January. Because the $71.0 million statutory cap for the 2007-09 biennium
has been attained, no additional oil tax collections will be deposited in the general fund during the 2007-09 biennium. Through January, oil tax collections
totaling $51.6 million have been transferred to the permanent oil tax trust fund and are not reflected on this report.
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STATEMENT OF GENERAL FUND REVENUES AND FORECASTS
Compared to the Previous Biennium Revenues
2007-09 BIENNIUM
January 2008

FISCAL MONTH BIENNIUM TO DATE

January January
REVENUES AND TRANSFERS 2006 2008 Variance Percent 2005-07 2007-09 Variance Percent

Sales Tax 46,338,731 46,418,372 79,641 0.2% 239,269,437 292,268,295 52,998,858 22.2%
Motor Vehicle Excise Tax 4,640,387 6,347,205 1,706,818 36.8% 35,302,967 37,982,072 2,679,105 7.6%
Individual Income Tax 43,978,459 47,649,535 3,671,076 8.3% 146,279,274 150,361,691 4,082,417 2.8%
Corporate Income Tax 7,753,731 7,427,359 (326,372 -4.2% 46,990,010 52,270,967 5,280,957 11.2%
Insurance Premium Tax 55,014 25,340 (29,674 -53.9% 8,431,842 11,831,283 3,399,441 40.3%

Oil & Gas Production Tax* 6,024,364 (6,024,364) -100.0%, 38,177,929 39,309,315 1,131,386 3.0%
Oil Extraction Tax* 3,211,583 (3,211,583) -100.0% 21,263,854 31,690,685 10,426,831 49.0%
Gaming Tax 813,808 953,442 139,634 17.2% 5,362,648 5,330,002 (32,646) -0.6%
Lottery
Cigarette & Tobacco Tax 2,000,678 1,829,727 (170,950) -8.5% 13,326,817 13,659,065 332,248 2.5%
Wholesale Liquor Tax 551,805 613,082 61,277 11.1% 3,796,248 4,175,256 379,008 10.0%
Coal Conversion Tax 2,156,728 1,334,457 (822,271)  -38.1% 14,884,355 13,980,175 (904,181) -6.1%
Mineral Leasing Fees 1,177,033 1,532,324 355,291 30.2% 4,000,636 6,741,873 2,741,237 68.5%
Departmental Collections 5,376,095 6,288,122 912,027 17.0% 15,510,373 19,419,020 3,908,647 25.2%
Interest Income 889,607 1,150,679 261,072 29.3% 5,175,666 13,173,422 7,997,756  154.5%
Bank of North Dakota-Transfer
State Mill & Elevator-Transfer

Oil Tax Trust Fund-Transfer 30,000,000 115,000,000 85,000,000 283.3%
Other Transfers 175,684 159,257 (16,427) -9.4% 635,782 514,472 (121,311) -19.1%
Total Revenues and Transfers 125,209,855 121,756,890 (3,452,965) -2.8% 628,335,664 808,600,661 180,264,997 28.7%

)
)
Financial Institutions Tax 66,149 27,988 (38,161)  -57.7% (72,175) 893,069 965,244 1337.4%
)
)

* Oil and gas production and extraction tax collections totaled $21.9 million in January. Because the $71.0 million statutory cap for the 2007-09 biennium
has been attained, no additional oil tax collections will be deposited in the general fund during the 2007-09 biennium. Through January, oil tax collections
totaling $51.6 million have been transferred to the permanent oil tax trust fund and are not reflected on this report.
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VARIANCES

January revenues are $270,000, or 0.2
percent, higher than projected. However,
pursuant to NDCC 57-51.1-07.2, the gen-
eral fund share of oil taxes is limited to
$71.0 million during the 2007-09 bien-
nium and that cap was reached during
the month of November 2007, four
months earlier than originally anticipated.
Consequently, the legislative forecast
assumed oil taxes of $10.1 million would
be deposited in the general fund during
the month of January 2008. Because
100.0 percent of the state share of oil
taxes is currently being deposited in the
permanent oil tax trust fund, this results in
a $10.1 million shortfall for the general
fund for January. General fund revenues,
in total, closely matched the forecast,
which means tax types other than oil ac-
tually exceeded the forecast by approxi-
mately $10.0 million. Notable variances
for the month are as follows:

e Sales tax collections for the month of
January exceed projections by $2.7
million. Sales tax collections have con-
sistently exceeded the forecast during
the first six months of the biennium,
reflecting a diversified economy grow-
ing at a rate that exceeds the fore-
casted rate. For the biennium, sales
tax collections exceed the forecast by
$29.3 million and exceed the previous
biennium by nearly $53.0 million.
Motor vehicle excise tax collections
continue to exceed the forecast — by
$1.8 million for the month and $5.4
million for the biennium. Following
steady declines during the 2005-07
biennium, collections have increased
slightly and are currently 7.6 percent
higher than last biennium.

e Individual income tax collections ex-
ceed the forecast by $3.3 million for the
month and $19.9 million for the bien-
nium. The variance is attributable to
strong withholding and estimated tax
payments.

Corporate income tax collections for
the month exceed the forecast by $2.3
million. Biennium to date collections
are $24.2 million higher than forecast
and $5.3 million higher than the record
collections the state realized during the
2005-07 biennium. The growth in col-
lections is attributable to strong esti-
mated tax payments.

e Oil and gas tax collections for the
month were $21.9 million, $11.8 million
more than anticipated and $12.7 million
more than January 2006. Because the
$71.0 million general fund cap was
reached in November 2007, the entire
$21.9 million was deposited in the per-
manent oil tax trust fund. The current
price of North Dakota crude is over $92
per barrel and December production
averaged over 135,000 barrels per day.
The legislative forecast assumed De-
cember 2007 production of 116,000
barrels per day at a price of $45 per
barrel.

Coal conversion tax collections were
lower than anticipated, falling short of
the forecast by nearly $800,000, or
36.7 percent. The primary reason for
the shortfall was an unanticipated shut-
down at the coal gasification plant.
Mineral leasing fees, reflective of the
surge in oil activity in the state, con-
tinue to exceed the forecast -- by over
$500,000 for the month and $2.4 mil-
lion for the biennium.
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