North Dakota REV-E-NEWS

Pam Sharp, Director

VB

OFFICE OF MANAGEMENT AND BUDGET

600 EAST BOULEVARD AVE — DEPT. 110 BISMARCK, ND 58505-0400

MESSAGE FROM THE DIRECTOR

National economic indicators suggest the worst
of the “Great Recession” may be behind us, but
economists are predicting a slow recovery that
hinges on improved consumer and business confi-
dence, continued actions by policy makers, and
many other factors. Economy.com, in its August
2009 Preécis U.S. Macro publication reports that “the
Great Recession is giving way to an economic recov-
ery. The downturn will go into the record books as
the longest, broadest-based and most severe since
the Great Depression in the 1930’s. It will have lasted
more than twice as long as the average U.S. reces-
sion, dragging down nearly every industry and region
of the country. The unemployment rate will have
risen by more, and real GDP declined by more, than
during any other recession since the Great Depres-
sion.” Although we may be on the road to a national
economic recovery, conditions are still fragile and
there are many roadblocks that could slow or stall the
recovery process. States are struggling with revenue
shortfalls and grim economic outlooks for the near
term. In the midst of this economic crisis, the North
Dakota economy continues to stand out.

A recent issue of State Policy Reports, a twice
monthly report prepared by Federal Funds Informa-
tion for States, includes a section titled “An Homage
to North Dakota.” The report notes that “while the
national average change in real gross state product
(GSP) was slipping toward zero [over the last two
years], North Dakota’s was hovering near 7%. As a
result, the state has seen a marked increase in its
per capita income....In 2004, North Dakota’s per cap-
ita income was just 88% of the national average; by

2008 it nearly matched the average (at $39,321 ver-
sus the average of $39,751).”

A subsequent issue of State Policy Reports ex-
plores state fiscal stress. Only North Dakota and
Oklahoma ranked in the most favorable category on
the Continuum of State Fiscal Stress. The Continuum,
developed by State Policy Reports, was based on four
factors: cuts to enacted 2009 budgets, tax collections
meeting expectations, reserve balances at least equal
to 5% of general fund spending, and total reserve bal-
ances increasing or decreasing as a percent of
spending. As indicated in the report:

e North Dakota was one of only 8 states that

did not reduce the enacted fiscal year 2009
budget.

North Dakota was one of only 12 states that
met or exceeded its fiscal year 2009 revenue
estimate.

North Dakota was one of 26 states with re-
serve balances at or above 5% of general
fund spending.

North Dakota was one of only 10 states that
reported stable or increasing reserve bal-
ances; 40 states reported declining balances.

Although North Dakota continues to be in an envi-
able position, the lingering recession poses a threat to
all states. Excluding oil tax collections, other general
fund taxes fell short of projections in August. The
most notable variance was a shortfall in sales tax col-
lections. It is too early to determine the cause of the
shortfall and whether or not it indicates a cause for
concern. State tax collections, as well as the impact of
the national recession and recovery, will continue to
be monitored closely as the biennium unfolds.

September 2009

OIL ACTIVITY

The legislative revenue forecast for the
2009-11  biennium is based on
gradually increasing oil price and

production. The biennium was anticipated to begin
with oil prices at $40 per barrel and production of
205,000 barrels per day; by June 30, 2011, price is
projected to increase to $55 per barrel and
production is anticipated to grow to 225,000 barrels
per day. Currently, the price of North Dakota crude
is around $61 per barrel. Production continues to
climb and set another new record in July — nearly
227,000 barrels per day. The current rig count is
52, on the rise, but still 37 rigs fewer than the
number operating in the state one year ago. Price,
production, and drilling activity are summarized on
the following table:

July June May
2009 2009 2009

ND sweet crude

price per barrel $54.87 $60.57 $50.71

Production

(barrels/day) 227,000

215,100 206,100

Drilling permits 33 32 32

Producing wells 4,460 4,409 4,291

Rig count 40 39 34

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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Compared to the Legislative Forecast
2009-11 Biennium
August 2009

Fiscal Month Biennium To Date

May 2009 May 2009
Revenues and Transfers Leg. Forecast Actual Variance Percent Leq. Forecast Actual Variance Percent

Sales Tax 54,761,000 46,231,940 (8,529,060) -15.6% 106,342,000 98,428,485 (7,913,515)  -7.4%
Motor Vehicle Excise Tax 3,249,000 4,055,163 806,163 24.8% 6,122,000 9,264,860 3,142,860 51.3%
Individual Income Tax 9,770,000 4,369,801 (5,400,199) -55.3% 52,064,000 51,289,158 (774,842)  -1.5%
Corporate Income Tax 181,146 181,146  100.0% 0 2,355,104 2,355,104 100.0%
Insurance Premium Tax 3,464,388 1,998,249 (1,466,139) -42.3% 3,464,388 2,276,378 (1,188,010) -34.3%
Financial Institutions Tax (647,069) (647,069) -100.0% 0 (647,069) (647,069) -100.0%
Oil & Gas Production Tax 8,436,000 17,910,110 9,474,110 112.3% 8,436,000 17,910,110 9,474,110 112.3%
Oil Extraction Tax 1,784,000 10,904,102 9,120,102 511.2% 1,784,000 10,904,102 9,120,102 511.2%
Gaming Tax 1,103,373 1,352,056 248,683 22.5% 1,578,496 2,157,925 579,429 36.7%
Lottery
Cigarette & Tobacco Tax 2,128,000 2,008,822 (119,178) -5.6% 4,166,000 4,112,517 (53,483) -1.3%
Wholesale Liquor Tax 553,000 697,070 144,070 26.1% 1,161,000 1,405,619 244,619 21.1%
Coal Conversion Tax 1,777,000 1,780,612 3,612 0.2% 1,777,000 1,780,612 3,612 0.2%
Mineral Leasing Fees 1,600,000 1,189,681 (410,319) -25.6% 3,200,000 1,997,696 (1,202,304) -37.6%
Departmental Collections 1,406,070 4,184,236 2,778,166  197.6% 2,439,193 5,248,413 2,809,220 115.2%
Interest Income 1,193,951 1,130,425 (63,526) -5.3% 1,428,980 1,560,273 131,293 9.2%
Bank of North Dakota-Transfer
State Mill & Elevator-Transfer

Oil tax trust fund-Transfer 295,000,000 295,000,000 0 0.0%

Other Transfers 2,080 2,080 100.0% 161,000 164,773 3,773 2.3%
Total Revenues and Transfers 91,225,782 97,348,424 6,122,642 6.7% 489,124,057 505,208,957 16,084,900 3.3%
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STATEMENT OF GENERAL FUND REVENUES AND FORECASTS
Compared to the Previous Biennium Revenues
2009-11 Biennium
August 2009

Revenues and Transfers

Sales Tax

Motor Vehicle Excise Tax
Individual Income Tax
Corporate Income Tax
Insurance Premium Tax
Financial Institutions Tax
Oil & Gas Production Tax
Oil Extraction Tax
Gaming Tax

Lottery

Cigarette & Tobacco Tax
Wholesale Liquor Tax
Coal Conversion Tax
Mineral Leasing Fees
Departmental Collections
Interest Income

Bank of North Dakota-Transfer
State Mill & Elevator-Transfer

QOil Tax Trust Fund-Transfer
Other Transfers

Total Revenues and Transfers

August
2007

40,418,319
6,032,558
9,550,104

307,565
3,379,804
(133,679)
6,272,749
7,542,832
1,316,377

1,949,025

643,974
2,218,236
1,083,812
1,433,315
2,189,183

30,600

Fiscal Month

August
2009

46,231,940
4,055,163
4,369,801

181,146
1,998,249
(647,069)

17,910,110

10,904,102
1,352,056

2,008,822

697,070
1,780,612
1,189,681
4,184,236
1,130,425

2,080

Variance

5,813,621
(1,977,395)
(5,180,303)
(126,420)
(1,381,555)
(513,390)
11,637,361
3,361,271
35,680

59,797
53,097

(437,624)
105,868
2,750,921

(1,058,758)

(28,519)

Percent

2007-09

14.4%
-32.8%
-54.2%
-41.1%
-40.9%
384.0%
185.5%
44.6%
2.7%

3.1%
8.2%
-19.7%
9.8%
191.9%
-48.4%

-93.2%

80,158,797
11,508,512
48,294,584
1,243,587
3,382,576
6,935
16,441,328
11,703,560
1,883,221

3,973,917
1,256,892
4,275,213
1,600,449
2,486,457
2,620,123

190,258

Biennium To Date

2009-11

98,428,485
9,264,860
51,289,158
2,355,104
2,276,378

(647,069)
17,910,110
10,904,102
2,157,925

4,112,517
1,405,619
1,780,612
1,997,696
5,248,413
1,560,273

295,000,000
164,773

Variance Percent

18,269,688  22.8%
(2,243,653)  -19.5%
2,994,574 6.2%
1,111,517 89.4%
(1,106,198)  -32.7%
(654,004) -9430.5%
1,468,782 8.9%
(799,458)  -6.8%
274,704  14.6%

138,600 3.5%
148,726  11.8%
(2,494,601)  -58.4%
397,247  24.8%
2,761,956  111.1%
(1,059,851)  -40.5%

100.0%
-13.4%

295,000,000
(25,484)

84,234,773

97,348,424

13,113,651

15.6%

191,026,410

505,208,957

314,182,546 164.5%
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VARIANCES

August 2009 revenues were $97.3 million,
$6.1 million more than projected in the
legislative forecast. However, it should be
noted that this variance is primarily
attributable to oil tax collections exceeding
the legislative forecast by $18.6 million for
the month. Although oil tax collections
exceed the legislative forecast, the result is
that the $71.0 million cap on oil tax
deposits to the general fund will be
reached sooner than expected. Additional
oil tax collections will not result in
additional general fund revenue. Oil tax
collections in excess of $71.0 million will
be deposited in the permanent oil tax trust
fund. Notable variances for the month are
as follows:

e  Sales tax collections for the month of

August fell short of the legislative
forecast by $8.5 million. Sales tax
collections in July were slightly ahead
of forecast and September collections
appear to be on track to meet
projections, so it is too early
determine if this variance is related to
timing, the impact of the national
recession, or some other factor.
August 2009 collections were 14.4
percent higher than August 2007 and
biennium to date collections are 22.8
percent higher than at the same point
in the 2007-09 biennium.
Motor vehicle excise tax collections
again exceeded the legislative
forecast -- by $800,000 for the month
and $3.1 million for the biennium to
date. Although projected to decline
significantly in the legislative forecast,
motor vehicle sales have been
bolstered by federal stimulus
programs.

Individual income tax collections fell
short of projections by $5.4 million for
the month, indicating that the positive
July variance was likely a timing
issue. Biennium to date collections

are $775,000 short of projections but
exceed the 2007-09 biennium by $3.0
million.

Corporate income tax collections
were anticipated to be $0 in August.
Usually, corporate tax collections
during the first quarter of each fiscal
year are deposited in the Tax
Department’s corporate refund
reserve account rather than the
general fund. However, due to a large
balance in the refund reserve
account, a portion of August
collections were deposited in the
general fund.

Oil and gas tax collections for the
month are $28.8 million, $18.6 million
more than estimated in the legislative
forecast. The legislative forecast
assumed July price of $45 per barrel
and production of 205,000 barrels per
day. July price averaged $55 per
barrel and production reached a new
record high of 227,000 barrels per
day.

Mineral leasing fees were $410,000
lower than anticipated. These
revenues are received by the state as
a result of mineral extraction on
federal lands within the boundaries of
the state and are shared equally with
the counties within which the minerals
are produced.

Departmental collections were $2.8
million higher than anticipated due
primarily to the timing of the statutorily
required transfer from the insurance
tax regulatory trust fund. NDCC
Section 26.1-01-07.1 requires that
any end of year balance in the
insurance regulatory trust fund in
excess of $1.0 million be transferred
to the general fund. The transfer was
budgeted for September, but was
actually made in August. The
budgeted transfer amount was $2.0
million; the actual amount transferred
was $2.4 million.
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