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NEW ISSUE RATING: Moody’s: Aat
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Fitch’s: AAA

In the opinion of Dorsey & Whitney LLP, Minneapolis, Minnesota, bond counsel, according to
present federal and Minnesota laws, regulations, rulings and decisions, the interest to be paid on the
Bonds is not includable in gross income for federal income tax purposes or in taxable net income of
individuals, estates or trusts for Minnesota income tax purposes; is subject to Minnesota franchise
taxes imposed on corporations and financial institutions; is not an item of tax preference includable in
alternative minimum taxable income for purposes of the federal alternative minimum tax applicable to
all taxpayers or the Minnesota alternative minimum tax applicable to individuals, estates and trusts;
and is includable in adjusted current earnings of corporations in determining alternative minimum
taxable income for purposes of federal and Minnesota alternative minimum taxes. For a discussion of

tax matters see “Tax Exemption and Collateral Tax Matters” herein.

$264,050,000
STATE OF MINNESOTA
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Dated: April 25, 2007 Due: August 1, as shown below
Interest Price CUSIP Interest Price CUsIP

Year Amount Rate or Yield 604129 Year Amount Rate or Yield 604129
2008  $15,700,000 5.00% 3.58% DX1 2014 $27,020,000 5.00% 3.73% ED4

2009 20,845,000  5.00 3.60 DY9 2015 27,020,000  5.00 3.77 EE2
2010 28,065,000  5.00 3.61 DZ6 2016 27,045,000  5.00 3.84 EF9
2011 28,100,000  5.00 3.63 EAO 2017 27,060,000  5.00 3.88 EG7
2012 27,195,000  5.00 3.65 EB8 2018 8,945,000  5.00 3.94 EH5
2013 27,065,000  5.00 3.69 EC6

(Plus accrued interest from Date of Issue)

THE BONDS ARE GENERAL OBLIGATIONS OF THE STATE AND THE FULL FAITH AND
CREDIT AND TAXING POWERS OF THE STATE ARE IRREVOCABLY PLEDGED FOR THE
PAYMENT OF THE BONDS AND INTEREST THEREON WHEN DUE.

The Bonds will not be subject to redemption and prepayment in advance of their stated maturity
dates.

Form and Payment:

The Bonds will be available to the purchasers in book entry form only, and initially will be
registered in the name of Cede & Co., nominee of The Depository Trust Company, New York, New
York, which will act as securities depository for the Bonds.

The Bonds are offered by the State subject to the legal opinions of Dorsey & Whitney LLP, bond
counsel, as to the validity of the Bonds and tax exemption, and of the State Attorney General as to the
validity of the Bonds. Delivery will be made on or about Wednesday, April 25, 2007.

This cover page contains certain information for quick reference only. It is not a summary of this
issue or this Official Statement. Investors must read the entire Official Statement to obtain information
essential to the making of an informed investment decision.



Unless otherwise indicated, information contained in this Official Statement is based upon
material provided by the State and available at the date of publication of this Official Statement.

No dealer, broker, salesman or other person has been authorized by the State to give any
information or to make any representations with respect to the Bonds other than those
contained in this Official Statement and, if given or made, such other information or represen-
tations must not be relied upon as having been authorized by the State. Certain information
contained herein has been obtained from sources other than records of the State and is
believed to be reliable, but it is not guaranteed. Information and expressions of opinion herein
are subject to change without notice, and neither the delivery of this Official Statement nor any
sale made hereunder shall under any circumstances create any implication that there have not
been any changes in the affairs of the State since the date hereof.

This Official Statement does not constitute an offer to sell or the solicitation of an offer to
buy nor shall there be any sale of the Bonds by any person in any jurisdiction in which it is
unlawful for such person to make such offer, solicitation or sale.
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OFFICIAL STATEMENT
STATE OF MINNESOTA
$264,050,000

General Obligation
State Refunding Bonds

Dated April 25, 2007

INTRODUCTION

General

This Official Statement, including the cover page, the Official Statement Supplement contained on
pages 14 through 55, and Appendices A through K (this “Official Statement”), has been prepared by
the State of Minnesota Department of Finance to furnish information relating to $264,050,000 General
Obligation State Refunding Bonds of the State of Minnesota (the “State”) to be dated April 25, 2007
(the “Bonds”), to prospective purchasers and actual purchasers of the Bonds. This Introduction
contains only a brief description of or references to a portion of such information, and prospective and
actual purchasers should read this entire Official Statement.

Purpose

The Bonds are being issued by the State of Minnesota, acting by and through its Commissioner
of Finance (the “Commissioner” or “Commissioner of Finance”), pursuant to the constitutional and
statutory authority described under the section hereof entitled “The Bonds — Authorization and
Purpose.”

The Bonds are being issued for the purpose of refunding $101,470,000 in principal amount of
outstanding general obligation bonds of the State dated August 1, 1997, and $81,900,000 in principal
amount of outstanding general obligation bonds of the State dated June 1, 1998, and $90,400,000 in
principal amount of outstanding general obligation bonds of the State dated November 1,1998 (the
“Refunded Bonds”). Such proceeds of the Bonds will be placed in an irrevocable escrow fund and
used, together with other available funds, to pay the principal of and interest on the bonds being
refunded to the dates on which such bonds mature or have been called for redemption and
prepayment. The bonds being refunded and the dates on which they will be called for redemption are
described in Appendix C.

Security

The Bonds are general obligations of the State secured by the pledge of the full faith and credit
and taxing powers of the State. (See the section hereof entitled “The Bonds — Security”.) For
information as to the credit ratings assigned to the Bonds by various rating agencies see the section
hereof entitled “Ratings.”

Bond Terms

The Bonds mature on the date and in the principal amount and bear interest at the annual rate
shown on the cover page hereof. Such interest is computed on the basis of a 360-day year and twelve
30-day months, and is payable semiannually on each February 1 and August 1 to maturity or prior
redemption, commencing February 1, 2008. If principal or interest is due on a date on which
commercial banks are not open for business, then payment will be made on the first day thereafter
when such banks are open for business. The Bonds will not be subject to redemption prior to their
stated maturity dates.

The Bonds are issued in book entry form and in denominations of $5,000 or multiples thereof of
a single maturity. The Bonds will be issued initially registered in the name of Cede & Co., nominee of
The Depository Trust Company, New York, New York, which will act as securities depository for the



Bonds. Accordingly, printed Bonds will not be available to purchasers of the Bonds. For a description
of the book entry system pursuant to which the Bonds will be issued see the section hereof entitled

“Book Entry System.”

Bond Maturity Schedule

The Bonds are comprised of $264,050,000 General Obligation State Refunding Bonds. The
maturity schedule is shown below. The Bonds are scheduled to mature on August 1 of each year.

$264,050,000 General Obligation State Refunding Bonds

Principal Principal
Year Amount Year Amount
2008 $15,700,000 2014  $27,020,000
2009 20,845,000 2015 27,020,000
2010 28,065,000 2016 27,045,000
2011 28,100,000 2017 27,050,000
2012 27,195,000 2018 8,945,000
2013 27,065,000
Sources and Uses of Funds
Sources:
Bond Proceeds:
Par Amount of Bonds. . ... ... . .. . ... 264,050,000
Premium on Bonds (Est.).............. ... .. ... ... ... ....... 17,396,712
Total Bond Proceeds . ........... ..
Other Sources:
Previous Debt Service Balance .. ......... ... .. .. ... .. .. .. ...
Total SOUICES . ... .
Uses:
Refunding Escrow
Cash Deposit .. ... 2,260,064
SLG Purchases .. ... . 279,438,012
Total Refunding Escrow . ........ .. .
Delivery Date Expenses
Cost of IsSsUaNCe . .. ... .
Debt Service Fund Deposit
Premium on Bonds ....... ... .. . . ... 17,396,712
Rounding. ... 617
Total Debt Service Fund Deposit............... ... ... ... .......
Total USeS .. ..o

Legal Opinions

281,446,712

17,838,693
299,285,405

281,698,076

190,000

17,397,329

299,285,405

The Bonds are approved as to validity by the State Attorney General and Dorsey & Whitney LLP,

bond counsel.

In the opinion of Dorsey & Whitney LLP, bond counsel, according to present federal and
Minnesota laws, regulations, rulings and decisions, the interest to be paid on the Bonds is not
includable in gross income for federal income tax purposes or in taxable net income of individuals,
estates or trusts for Minnesota income tax purposes; is subject to Minnesota franchise taxes imposed
on corporations and financial institutions; is not an item of tax preference includable in alternative
minimum taxable income for purposes of the federal alternative minimum tax applicable to all
taxpayers or the Minnesota alternative minimum tax applicable to individuals, estates and trusts; and



is includable in adjusted current earnings of corporations in determining alternative minimum taxable
income for purposes of federal and Minnesota alternative minimum taxes.

For a discussion of tax matters see “Tax Exemption and Collateral Tax Matters” herein.

Additional Bonds

The State does not plan to sell additional tax-exempt general obligation bonds within 30 days
after the date of the sale of the Bonds.

Revenue and Expenditure Forecasting

The State operates on a biennial budget basis with each biennium ending on June 30 of an odd
numbered year and comprising two fiscal years with each fiscal year running July 1 through June 30
(“Fiscal Year”). Legislative appropriations for each biennium are typically adopted by the State’s
legislature (the “Legislature”) during the final legislative session prior to the beginning of the current
biennium.

Revenue forecasts are prepared by the Department of Finance using for forecasting purposes
data provided by Global Insight, Inc. (“Gll”), an independent forecasting service. Expenditure
forecasts are prepared by the Department of Finance based upon current annual budgets and upon
current cash expenditure estimates provided by State agencies responsible for significant expenditure
items.



Budget — Current Biennium

Forecast revenue and expenditure measures for the biennium ending June 30, 2007 (the “Current
Biennium”) are summarized as set forth below. The General Fund is defined on page 15.

CURRENT BIENNIUM
GENERAL FUND
FEBRUARY 2007 FORECAST

($ in Millions)

Resources
Unreserved Balance at June 30, 2005..................... $ 1,393
Non-dedicated Revenues .............. . ... ... ... ... ..... 31,272
Dedicated Revenues, Transfers In and Other Resources. . . .. 939
Total ReSOUrCeS . ... ..o $33,604
Expenditures. ... ... ... ... ... ... 31,478
Projected Unreserved Balance at June 30, 2007............ $ 2,126
Cash Flow Account. ... ... .............................. 350
Budget Reserve Account ......... ... ... ... ... .. ... .. ..., 653
Tax Relief Account .........ccciiiiiiiiiiinnrarnsnsnnnnsnns 110
Projected Unrestricted Balance at June 30, 2007 ........... $ 1,013

Economic Update

The April 2007 Economic Update shows General Fund tax receipts for Fiscal Year 2007 are now
estimated to be $5.8 million above the February 2007 forecast.

Corporate income tax receipts showed the largest variance with $29.9 million above the February
2007 forecast. Individual income tax receipts were estimated to be $9.7 million above forecast. Gross
sales tax receipts were also above forecast, but larger than expected sales tax refunds left net sales
tax receipts $18.4 million lower than the forecast. All other tax receipts were $15.4 million below
forecast.

Bonds Outstanding

The total amount of State general obligation bonds outstanding on April 1, 2007, including this
issue will be approximately $4.0 billion. The total amount of general obligation bonds authorized
but unissued as of April 1, 2007, will be approximately $1.3 billion. See Appendix B, pages B-1
and B-2.

Cash Flow Information

The Commissioner of Finance anticipates that the Statutory General Fund will have a positive
cash balance throughout the Current Biennium. The Statutory General Fund is defined in Appendix D.

Additional Information

Questions regarding this Official Statement should be directed to Peter Sausen, Assistant
Commissioner, State Department of Finance, 400 Centennial Office Building, St. Paul, Minnesota
55155, telephone (651) 201-8014, email peter.sausen@state.mn.us, or Susan Gurrola, Financial Bond
Analyst, State Department of Finance, 400 Centennial Office Building, St. Paul, Minnesota 55155,
telephone (651) 201-8046, email sue.gurrola@state.mn.us. Questions regarding legal matters should
be directed to Leonard S. Rice, Dorsey & Whitney LLP, 50 South Sixth Street, Suite 1500, Minneapolis,
Minnesota 55402, telephone (612) 343-7971, email rice.len@dorsey.com.



THE BONDS

Authorization and Purpose
General Obligation State Refunding Bonds.

Minnesota Statutes, Section 16A.66, authorizes the issuance of general obligation state refunding
bonds with the approval of the State’s Executive Council. The issuance of such Bonds was approved
by resolution of the State Executive Council on March 20, 2007.

Constitutional Provisions. Article Xl, Section 5 of the Minnesota Constitution authorizes public
debt to be incurred for the acquisition and betterment of public land, buildings and other improvements
of a capital nature, or for appropriations or loans to State agencies or political subdivisions for this
purpose, as the Legislature by a three-fifths vote of both the House of Representatives and the Senate
may direct, and to finance the development of the agricultural resources of the State by extending
credit on real estate security and to finance the promotion of forestation, as the Legislature may direct,
and to refund outstanding bonds of the State. Article XI requires all such debt to be evidenced by the
issuance of State bonds maturing within 20 years of their date of issue, for which the full faith and
credit and taxing powers of the State are irrevocably pledged. Public debt is defined by Article XI,
Section 4 to include any obligation payable directly, in whole or in part, from a tax of statewide
application on any class of property, income, transaction or privilege, but does not include any
obligation which is payable from revenues other than taxes. The Minnesota Constitution places no
limitation on the amount or interest rate of bonds that may be authorized for these and certain other
purposes.

Security'"

State Bond Fund and Property Tax: The Bonds are issued as general obligations of the State,
and the laws authorizing their issuance pledge the full faith and credit and taxing powers of the State
to the payment of the principal of and interest on the Bonds when due. The Minnesota Constitution,
Article XI, requires the maintenance of a State bond fund (the “Debt Service Fund”), and provides that
when the full faith and credit of the State has been pledged for the payment of State general obligation
bonds, the State Auditor is required to levy each year a tax on all taxable property in the State in the
amount needed, if any, with the balance then on hand in the Debt Service Fund, to pay all principal
and interest due and to become due on such State bonds through July 1 of the second ensuing year.

General Fund Appropriations: Article XI of the Minnesota Constitution also provides that no
money is to be paid out of the State Treasury except pursuant to an appropriation. Each law
authorizing the issuance of general obligation bonds appropriates moneys either directly or by
reference to Minnesota Statutes, Chapter 16A, to the Debt Service Fund out of the General Fund (as
defined on page 15) and, in some cases, from special enterprise or loan repayment funds, sufficient
to provide for the payment of such bonds and interest thereon without the levy of a property tax
otherwise required by the provisions of the Minnesota Constitution. Moneys on hand in the Debt
Service Fund, including all moneys derived from: (i) the foregoing statutory appropriations; (ii) the levy
of the State property tax required by the Minnesota Constitution if the amount of appropriated funds
on hand does not equal the total required amount of the tax at the time the levy is required; and
(iii) income from the investment of the foregoing, are appropriated for the payment of the principal of
and interest on State general obligation bonds when due. If moneys on hand at the due date are not
sufficient, the statutes also appropriate from the General Fund an amount equal to the deficiency.
Since 1966, as a result of transfer of moneys to the Debt Service Fund from the General Fund each
December, no State property tax has been levied to pay debt service on State general obligation
bonds.

Minnesota Statutes, Section 16A.641, makes an annual appropriation to the Debt Service Fund
from the General Fund of the amount that, added to the amount already on hand in the Debt Service

(1) While the State has adopted the revised Article 9 of the Uniform Commercial Code that generally eliminates
the exclusion for security interests created by government debtors, Minnesota Statutes, Section 475.78
provides that Article 9 does not apply to security interests created by the State (except security interests in
equipment and fixtures).



Fund, is an amount needed to pay the principal of and interest on all State bonds due and to become
due through July 1 in the second ensuing year. The transfer of the debt service appropriation from the
General Fund to the Debt Service Fund for the Bonds included in this issue will be made by
December 1 of each year. (Also see information on page B-4 with respect to Debt Service Fund
transfer.)

Waiver of Immunity: Under Minnesota Statutes, Section 3.751, the State has waived immunity
from suit with respect to the controversies arising out of its debt obligations incurred pursuant to
Article XI of the Minnesota Constitution, and has conferred jurisdiction on State District Courts to hear
and determine such controversies. Accordingly, if the State fails to pay in full the principal of and
interest on the Bonds when due, a holder of a Bond on which principal or interest is past due is
entitled to commence an action in the District Court for Ramsey County, Minnesota, to enforce the
pledge of the State’s full faith and credit to the payment of such principal and interest.

BOOK ENTRY SYSTEM

The Depository Trust Company (“DTC”), New York, New York, will act as securities depository for
the Bonds. The Bonds will be issued as fully-registered securities registered in the name of Cede &
Co. (DTC’s partnership nominee) or such other name as may be requested by an authorized
representative of DTC. One fully-registered Bond certificate will be issued for each maturity of the
Bonds in the aggregate principal amount of such maturity and will be deposited with DTC.

DTC is a limited-purpose trust company organized under the New York Banking Law, a “banking
organization” within the meaning of the New York Banking Law, a member of the Federal Reserve
System, a “clearing corporation” within the meaning of the New York Uniform Commercial Code, and
a “clearing agency” registered pursuant to the provisions of Section 17A of the Securities Exchange
Act of 1934, as amended. DTC holds and provides asset servicing for U.S. and non-U.S. equity
issues, corporate and municipal debt issues, and money market instruments that DTC’s participants
(“Direct Participants”) deposit with DTC. DTC also facilitates the post-trade settlement among Direct
Participants of sales and other securities transactions in deposited securities through electronic
computerized book-entry transfers and pledges between Direct Participants’ accounts. This eliminates
the need for physical movement of securities certificates. Direct Participants include both U.S. and
non-U.S. securities brokers and dealers, banks, trust companies, clearing corporations, and certain
other organizations.

DTC is a wholly-owned subsidiary of The Depository Trust & Clearing Corporation (“DTCC”).
DTCC, in turn, is owned by a number of Direct Participants of DTC and Members of the National
Securities Clearing Corporation, Fixed Income Clearing Corporation, and Emerging Markets Clearing
Corporation (also subsidiaries of DTCC), as well as by the New York Stock Exchange, Inc., the
American Stock Exchange LLC, and the National Association of Securities Dealers, Inc. Access to the
DTC system is also available to others such as both U.S. and non-U.S. securities brokers and dealers,
banks, trust companies, and clearing corporations that clear through or maintain a custodial
relationship with a Direct Participant, either directly or indirectly (“Indirect Participants”). DTC has
Standard & Poor’s highest rating: AAA. The DTC Rules applicable to its Direct Participants and
Indirect Participants (collectively, the “Participants”) are on file with the Securities and Exchange
Commission. More information about DTC can be found at www.dtcc.com and www.dtc.org.

Purchases of Bonds under the DTC system must be made by or through Direct Participants,
which will receive a credit for the Bonds on DTC’s records. The ownership interest of each actual
purchaser of each Bond (“Beneficial Owner”) is, in turn, to be recorded on the Participants’ records.
Beneficial Owners will not receive written confirmation from DTC of their purchase. Beneficial Owners
are, however, expected to receive written confirmations providing details of the transaction, as well as
periodic statements of their holdings, from the Participant through which the Beneficial Owner entered
into the transaction. Transfers of ownership interests in the Bonds are to be accomplished by entries
made on the books of Participants acting on behalf of Beneficial Owners. Beneficial Owners will not
receive certificates representing their ownership interests in Bonds, except in the event that use of the
book-entry system for the Bonds is discontinued.



To facilitate subsequent transfers, all Bonds deposited by Direct Participants with DTC are
registered in the name of DTC’s partnership nominee, Cede & Co., or such other name as may be
requested by an authorized representative of DTC. The deposit of Bonds with DTC and their
registration in the name of Cede & Co. or such other DTC nominee do not effect any change in
beneficial ownership. DTC has no knowledge of the actual Beneficial Owners of the Bonds; DTC’s
records reflect only the identity of the Direct Participants to whose accounts such Bonds are credited,
which may or may not be the Beneficial Owners. The Participants will remain responsible for keeping
account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct
Participants to Indirect Participants, and by Participants to Beneficial Owners will be governed by
arrangements among them, subject to any statutory or regulatory requirements as may be in effect
from time to time. Beneficial Owners of Bonds may wish to take certain steps to augment the
transmission to them of notices of significant events with respect to the Bonds, such as redemptions,
tenders, defaults, and proposed amendments to the Bond documents. In the alternative, Beneficial
Owners may wish to provide their names and addresses to the registrar of the Bonds (“Registrar”) and
request that copies of notices be provided directly to them.

Redemption notices shall be sent to DTC. If less than all of the Bonds within an issue are being
redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct Participant
in such issue to be redeemed.

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to
Bonds unless authorized by a Direct Participant in accordance with DTC'’s Procedures. Under its usual
procedures, DTC mails an Omnibus Proxy to the State as soon as possible after the record date. The
Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those Direct Participants to whose
accounts Bonds are credited on the record date (identified in a listing attached to the Omnibus Proxy).

Payments of principal of and premium, if any, and interest on the Bonds will be made to Cede &
Co., or such other nominee as may be requested by an authorized representative of DTC. DTC’s
practice is to credit Direct Participants’ accounts upon DTC'’s receipt of funds and corresponding
detail information from the State, on payable date in accordance with their respective holdings shown
on DTC’s records. Payments by Participants to Beneficial Owners will be governed by standing
instructions and customary practices, as is the case with securities held for the accounts of customers
in bearer form or registered in “street name,” and will be the responsibility of such Participant and not
of DTC, or its nominee or the State, subject to any statutory or regulatory requirements as may be in
effect from time to time. Payment of principal of and premium, if any, and interest on the Bonds to
Cede & Co. (or such other nominee as may be requested by an authorized representative of DTC) is
the responsibility of the State, disbursement of such payments to Direct Participants will be the
responsibility of DTC, and disbursement of such payments to the Beneficial Owners will be the
responsibility of Participants.

A Beneficial Owner shall give notice to elect to have its Bonds purchased or tendered, through its
Participant, to the Registrar, and shall effect delivery of such Bonds by causing the Direct Participant
to transfer the Participant’s interest in the Bonds, on DTC’s records, to the Registrar. The requirement
for physical delivery of Bonds in connection with an optional tender or a mandatory purchase will be
deemed satisfied when the ownership rights in the Bonds are transferred by Direct Participants on
DTC’s records and followed by a book-entry credit of tendered Bonds to the Registrar's DTC account.

DTC may discontinue providing its services as depository with respect to the Bonds at any time
by giving reasonable notice to the State. Under such circumstances, in the event that a successor
depository is not obtained, Bond certificates are required to be printed and delivered.

The State may decide to discontinue use of the system of book-entry transfers through DTC (or
a successor securities depository). In that event, Bond certificates will be printed and delivered.

The information in this section concerning DTC and DTC’s book-entry system has been obtained
from sources that the State believes to be reliable, but the State takes no responsibility for the



completeness or the accuracy thereof, or as to the absence of material adverse changes in such
information subsequent to the date hereof.

The State cannot and does not give any assurances that DTC, or a successor securities
depository, or Participants will distribute to the Beneficial Owners of the Bonds: (i) payments of
principal of or interest and premium, if any, on the Bonds; (ii) certificates representing an ownership
interest or other confirmation of beneficial ownership interest in the Bonds; or (iii) redemption or other
notices sent to DTC or Cede & Co., its nominee, or a successor securities depository, as the
registered owner of the Bonds, or that they will do so on a timely basis, or that DTC or the Participants
will serve and act in the manner described in this Official Statement.

The State will have no responsibility or obligation to any Participant, or any Beneficial Owner or
any other person with respect to: (i) the Bonds; (ii) the accuracy of any records maintained by DTC,
or a successor securities depository, or any DTC Participant of any amount due to any Beneficial
Owner in respect of the principal or redemption price of or interest on the Bonds; (iii) the payment by
DTC, or a successor securities depository, or any Participant of any amount due to any Beneficial
Owner in respect of the principal or redemption price of or interest on the Bonds; (iv) the delivery by
DTC, or a successor securities depository, or any Participant of any notice to any Beneficial Owner
which is required or permitted to be given to owners of the Bonds; (v) the selection of which Beneficial
Owners will receive payment in the event of any partial redemption of the Bonds; (vi) any consent
given or other action taken by DTC, or a successor securities depository as a Bondholder; or, (vii) the
performance by DTC, or any successor securities depository, of any other duties as securities
depository.

REDEMPTION AND PREPAYMENT

The Bonds will not be subject to redemption and prepayment in advance of their stated maturity
dates.

TAX EXEMPTION AND COLLATERAL TAX MATTERS

In the opinion of Dorsey & Whitney LLP, bond counsel, according to present federal and
Minnesota laws, regulations, rulings and decisions, the interest to be paid on the Bonds:

(1) is not includable in gross income for federal income tax purposes or in taxable net
income of individuals, estates or trusts for Minnesota income tax purposes;

(2) is subject to Minnesota franchise taxes imposed on corporations and financial institutions;

(3) is not an item of tax preference includable in alternative minimum taxable income for
purposes of the federal alternative minimum tax applicable to all taxpayers or the Minnesota
alternative minimum tax applicable to individuals, estates and trusts; and

(4) is includable in adjusted current earnings of corporations in determining alternative
minimum taxable income for purposes of federal alternative minimum taxes.

The form of legal opinion to be issued by Dorsey & Whitney LLP with respect to the Bonds is set
forth in Appendix K.

Arbitrage/Use of Proceeds

Failure to comply with certain provisions of the Internal Revenue Code of 1986, as amended (the
“Code”), may cause interest on the Bonds to become subject to federal and Minnesota income
taxation retroactive to the date of issuance of the Bonds. These provisions include investment
restrictions, required periodic payments of arbitrage profits to the United States, and requirements
concerning the timely and proper use of Bond proceeds and the facilities and activities financed
therewith and certain other matters. The documents authorizing the issuance of the Bonds include
provisions which, if complied with by the State, meet the requirements of the Code. Such documents
also include a covenant of the Commissioner to take all legally permissible actions necessary to
preserve the tax exemption of interest on the Bonds. However, no provision is made for redemption of



the Bonds or for an increase in the interest rate on the Bonds in the event that interest on the Bonds
becomes subject to federal or Minnesota income taxation.

Future Tax Legislation

The exemption of interest to be paid on the Bonds for federal or Minnesota income tax purposes
is not mandated or guaranteed by the United States or Minnesota Constitutions. Accordingly, federal
and Minnesota laws providing for tax-exemption of the interest may be subject to change. In the event
federal or Minnesota law is changed to provide that interest on the Bonds is subject to federal or
Minnesota income taxation, or if federal or Minnesota income tax rates are reduced, the market value
of the Bonds may be adversely affected.

Future Judicial Decisions

Minnesota, like many other states, generally taxes interest on obligations of governmental issuers
in other states. In 1995, Minnesota enacted a statement of intent, codified at Minn. Stat. § 289A.50,
subd. 10, that interest on obligations of Minnesota governmental units and Indian tribes be included
in the net income of individuals, estates and trusts for Minnesota income tax purposes, if a court
determines that Minnesota’s exemption of such interest and its taxation of interest on obligations of
governmental issuers in other states unlawfully discriminates against interstate commerce. This
provision applies to taxable years that begin during or after the calendar year in which any such court
decision becomes final, irrespective of the date upon which the obligations were issued. In January
2006, the Kentucky Court of Appeals held, in Davis v. Department of Revenue, that the state's
exemption of interest on its own bonds and those of its political subdivisions and its taxation of interest
on the bonds of other states and their political subdivisions unlawfully discriminates against interstate
commerce. The Kentucky Supreme Court declined to review this decision. Kentucky officials have
filed a petition seeking United States Supreme Court review of the Davis decision. In 1994, the Ohio
Court of Appeals had reached the opposite conclusion on this legal issue, upholding a similar Ohio
statute, in Shaper v. Tracy.

If the United States Supreme Court were to review and affirm the Davis decision, it is likely that
Minnesota’s tax treatment of state and local government bonds would also be held to be unconsti-
tutional. A challenge of Minnesota’s treatment of state and local government bonds is possible even
in the absence of a decision by the United States Supreme Court. If Minnesota’s treatment of state and
local government bonds were held to unlawfully discriminate against interstate commerce, the court
would have to decide upon a remedy for the tax years at issue in the case. Even if the remedy applied
to those and other years preceding the decision were to exempt other states’ bond interest rather than
to tax Minnesota bond interest, application of the 1995 statute to subsequent years could cause
interest on the Bonds to become taxable by Minnesota and the market value of the Bonds to decline.

Premium Bonds

The Bonds (the “Premium Bonds”) are being issued at a premium to the principal amount payable
at maturity. Except in the case of dealers, which are subject to special rules, Bondholders who acquire
Bonds at a premium must, from time to time, reduce their federal and Minnesota tax bases for the
Bonds for purposes of determining gain or loss on the sale or payment of such Bonds. Premium
generally is amortized for federal and Minnesota income and franchise tax purposes on the basis of
a bondholder’s constant yield to maturity or to certain call dates with semiannual compounding.
Bondholders who acquire Bonds at a premium might recognize taxable gain upon sale of the Bonds,
even if such Bonds are sold for an amount equal to or less than their original cost. Amortized premium
is not deductible for federal or Minnesota income tax purposes. Bondholders who acquire Bonds at a
premium should consult their tax advisors concerning the calculation of bond premium and the timing
and rate of premium amortization, as well as the state and local tax consequences of owning and
selling Bonds acquired at a premium.

Collateral Tax Matters
The following tax provisions also may be applicable to the Bonds and interest thereon:



(1) Section 86 of the Code and corresponding provisions of Minnesota law require recipients
of certain Social Security and Railroad Retirement benefits to take into account interest on the
Bonds in determining the taxability of such benefits;

(2) passive investment income, including interest on the Bonds, may be subject to taxation
under Section 1375 of the Code and corresponding provisions of Minnesota law for an S corporation
that has accumulated earnings and profits at the close of the taxable year if more than 25 percent
of its gross receipts is passive investment income;

(3) interest on the Bonds may be includable in the income of a foreign corporation for
purposes of the branch profits tax imposed by Section 884 of the Code and is includable in the
net investment income of foreign insurance companies for purposes of Section 842(b) of the
Code;

(4) in the case of an insurance company subject to the tax imposed by Section 831 of the
Code, the amount which otherwise would be taken into account as losses incurred under Section
832(b)(5) of the Code must be reduced by an amount equal to 15 percent of the interest on the
Bonds that is received or accrued during the taxable year;

(5) Section 265 of the Code denies a deduction for interest on indebtedness incurred or
continued to purchase or carry the Bonds, and Minnesota law similarly denies a deduction for
such interest expense in the case of individuals, estates and trusts; indebtedness may be
allocated to the Bonds for this purpose even though not directly traceable to the purchase of the
Bonds;

(6) federal and Minnesota laws also restrict the deductibility of other expenses allocable to
the Bonds;

(7) in the case of a financial institution, no deduction is allowed under the Code for that
portion of the holder’s interest expense which is allocable to interest on the Bonds within the
meaning of Section 265(b) of the Code; and

(8) because of the Code’s basis reduction rules for amortizable bond premium, Bondholders
who acquire Bonds at a premium might recognize taxable gain upon sale of the Bonds, even if
the Bonds are sold for an amount equal to or less than their original cost.

The foregoing is not intended to be an exhaustive discussion of collateral tax consequences
arising from ownership, disposition, or receipt of interest on the Bonds. Prospective purchasers or
bondholders should consult their tax advisors with respect to collateral tax consequences and
applicable state and local tax rules in states other than Minnesota.

LEGAL OPINIONS

Legal matters incident to the authorization, issuance and sale of the Bonds will be passed upon
by Dorsey & Whitney LLP, bond counsel, and the State Attorney General. Only Dorsey & Whitney LLP
will offer an opinion as to tax-exemption. The form of legal opinion to be issued by Dorsey & Whitney
LLP with respect to the Bonds is set forth in Appendix K.

FINANCIAL ADVISOR

The State has retained Public Financial Management, Inc., of Minneapolis, Minnesota, as financial
advisor (the “Financial Advisor”) in connection with the refunding portion of the Bonds. The Financial
Advisor is not a public accounting firm and has not been engaged by the State to compile, review,
examine or audit any information in the Official Statement in accordance with accounting standards.
The Financial Advisor is an independent advisory firm and is not engaged in the business of
underwriting, trading or distributing municipal securities or other public securities and therefore will
not participate in the underwriting of the Bonds.

FINANCIAL INFORMATION

General financial information relating to the State is set forth in the Official Statement Supplement,
which comprises pages 14 through 55 and Appendices A through K, and is a part of this Official
Statement.
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LITIGATION

There is not now pending or threatened any litigation seeking to restrain or enjoin the sale,
issuance, execution or delivery of the Bonds, or in any manner questioning or affecting the validity of
the Bonds or the proceedings or authority pursuant to which they are to be issued and sold.

While at any given time, including the present, there are numerous civil actions pending against
the State, which could, if determined adversely to the State, affect the State’s expenditures, and, in
some cases, its revenues, the State Attorney General is of the opinion that, except for the actions
described in Note 22 to the State Financial Statements for the Fiscal Year Ended June 30, 2006, set
forth in Appendix A and additional actions, if any, discussed in the paragraphs below, no pending
actions are likely to have a material adverse effect in excess of $10 million on the State’s expenditures
or revenues during the Current Biennium.

The following is a discussion of developments regarding the actions described in the referenced
Note 22 that occurred and are subsequent to the date of the financial statements contained in
Appendix A, and a description of additional actions that have been initiated against the State since the
date of the financial statements contained in Appendix A and are material for purposes of this Official
Statement.

1. Tort Claims. The Tort Claims appropriations for the fiscal year ending June 30, 2006 is
$761,000 and for the fiscal year ending June 30, 2007 is also $761,000.

2. Council of Independent Tobacco Manufacturers of America, et al., v. The State of Minnesota,
et al. (Minnesota Supreme Court). The U.S. Supreme Court denied plaintiff’s petition for a writ of
certiorari.

3. Medical Assistance Supplemental Payments to Government Owned Facilities.  The petition
for review was granted and this matter has been fully briefed for the court, and the parties are awaiting
assignment of an oral argument date. On December 16, 2006, CMS notified DHS that it was
disallowing over $9.5 million in federal funding representing the federal share of supplemental
payments made to county-owned nursing homes in May 2006. DHS is administratively appealing this
disallowance.

4. State of Minnesota and Blue Cross and Blue Shield of Minnesota v. Philip Morris, et al. and
related case Liggett Group v. State. The U.S. Supreme Court denied plaintiff's petition for a writ of
certiorari.

5. Stewart Title Guaranty Company v. Commissioner of Revenue (Minnesota Tax Court). The
trial of this matter has been rescheduled for August 2007.

6. Merrill Lynch Fenner & Smith, Inc. v. Commissioner of Revenue (Minnesota Tax Court). The
trial of this matter has been scheduled for June 2008.

7. QGreat Lakes Gas Transmission LP v. Commissioner of Revenue, Northern Border Pipeline Co.
v. Commissioner of Revenue, Viking Gas Transmission Co. v. Commissioner of Revenue (Ramsey
County District Court). Plaintiff pipeline companies transport natural gas under applicable FERC tariffs
and use a portion of the shipped gas to run their compressor engines. Pursuant to provisions
contained in Minn. Stat. § 297A.63, subd. 1, Minnesota imposes a use tax upon “the privilege of using,
storing, distributing, or consuming in Minnesota tangible personal property purchased for use,
storage, distribution, or consumption in this state.” Plaintiffs allege that that under FERC tariffs they do
not “purchase” the gas they use, and are challenging the State’s imposition of a use tax upon
compressor gas on the grounds that such taxation violates Minn. Stat. § 297A.63, subd. 1 along with
the Supremacy, Commerce and Equal Protection Clauses of the United States Constitution. The
Department of Revenue estimates the value of these issues at approximately $20 million annually. This
case has not yet been set for trial.

CONTINUING DISCLOSURE

The Commissioner, in the order authorizing and ordering the issuance of the Bonds, has
covenanted and agreed on behalf of the State, for the benefit of the holders of the Bonds from time
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to time, to comply with the provisions of Securities and Exchange Commission Regulation, 17 C.ER.
Section 240.15c2-12, paragraph (b)(5); and, for this purpose, to provide to nationally recognized
securities repositories and any Minnesota state information depository, annual financial information of
the type included in this Official Statement, including audited financial statements, and notice of the
occurrence of events which materially affect the terms, payment, security, rating or tax status of the
Bonds. The State is the only “obligated person” in respect of the Bonds within the meaning of
paragraph (b)(5). A description of the Commissioner’s undertaking is set forth in Appendix |.

UNDERWRITING

The Commissioner acting on behalf of the State has sold the Bonds at public sale to Citigroup
Global Markets Inc. as Underwriters, for a price of $281,446,712.15 and accrued interest, if any, with
the Bonds to bear interest at the rates set forth on the cover page of this Official Statement.

The Underwriters have advised the Commissioner that they will offer the Bonds to the public at the
initial public offering prices set forth on the cover page of this Official Statement, and that after the
Bonds are released for sale to the public, the offering prices and other selling terms may from time to
time be varied by the Underwriters.

RATINGS

The Bonds described herein have been rated “Aal1” by Moody’s Investors Service, Inc., “AAA” by
Standard and Poor’s Ratings Group, and “AAA” by Fitch Ratings. The ratings reflect only the views of
these services. For an explanation of the ratings as described by those services see Appendix J.
These bond ratings are subject to change or withdrawal by the rating agencies at any time. Therefore,
after the date hereof investors should not assume that such ratings are still in effect. A revision or
withdrawal of the ratings may have an adverse effect on the market price of the Bonds.

AUTHORIZATION OF OFFICIAL STATEMENT

The State has prepared and delivered this Official Statement to the Underwriters of the Bonds and
has authorized the Underwriters to use it in connection with the offering and sale of the Bonds to

investors.
Tom J. Hanson

Commissioner of Finance
State of Minnesota
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The Official Statement Supplement

FINANCIAL STATEMENTS

The basic financial statements for the State for the Fiscal Year ended June 30, 2006 are included
herein as Appendix A. These financial statements provide financial information for the State’s general
fund, as defined by generally accepted accounting principles, as set forth in the audited financial
statements included in Appendix A and other major funds; for all other funds, such information is
combined into non-major governmental and non-major enterprise fund, of which includes the Debt
Service Fund. These financial statements have been examined by the Legislative Auditor, independent
auditor for the State to the extent indicated in his report included in Appendix A. The Legislative
Auditor’s report and the financial statements, including the Notes, should be read in their entirety. Such
financial statements have been included in the Appendix in reliance upon the report of the Legislative
Auditor.

Past and Future Financial Reports

The State’s Comprehensive Annual Financial Reports, including information by individual fund for
Fiscal Year 2006 and prior years, are available at www.finance.state.mn.us.

Financial statements for the Fiscal Year ending June 30, 2007 will be available by December 31,
2007. Revenues and expenditures on a budgetary basis for the eight-month period ending March 31,
2007 and comparative data for the same period ending March 31, 2006 are summarized on pages 19
and 20.

FINANCIAL INFORMATION
Budgeting Process

The State’s constitutionally prescribed fiscal period is a biennium, and the State adopts budgets
on a biennial basis. Each biennium ends on June 30 of an odd-numbered year and includes two fiscal
years, each beginning on July 1 and ending on June 30. The biennium which began on July 1, 2001,
and which ended on June 30, 20083, is referred to herein as the “FY 2002-2003 Biennium.” The
biennium which began on July 1, 2003 and which ended on June 30, 2005, is referred to herein as the
“Previous Biennium.” The biennium which began on July 1, 2005 and which will end on June 30, 2007,
is referred to herein as the “Current Biennium.” The biennium which will begin July 1, 2007 and will
end on June 30, 2009 is referred to herein as the “Next Biennium.”

Major operating budget appropriations for each biennium are enacted during the final legislative
session of the immediately preceding biennium (in odd-numbered calendar years). Appropriations for
the Current Biennium were enacted by the 2005 Legislature in the special session ending in July 2005.
Supplemental appropriations and changes in revenue measures are usually adopted during legislative
sessions in even-numbered calendar years.

Preliminary planning for the Current Biennium budget began in February 2003 when the
Department of Finance began forecasting the Current Biennium revenues that would be available or
generated and expenditures that would be incurred if the Governor’'s then proposed Previous
Biennium revenues and expenditures were as forecasted and associated laws were to continue
unchanged into the Current Biennium. Throughout the budget process, and at the end of the 2003 and
2004 legislative sessions, the Department of Finance continued to project the ongoing effects (called
“planning estimates”) of the Previous Biennium budget on Current Biennium revenues and spending.
Planning estimates from the end of the 2004 legislative session became the basis for the Governor’s
Current Biennium budget proposals as described below.

The Current Biennium budget process officially began when the Governor issued budgetary
policies and objectives in July 2004. On the basis of these instructions, agencies submitted
expenditure plans for the Current Biennium to the Department of Finance in October 2004. In
November 2004, the Department of Finance updated its forecast of revenues and expenditures, and
it was on the basis of this forecast that final budget recommendations were prepared by the Governor
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for submission to the Legislature in January 2005. In February 2005, the Department of Finance
prepared a revised forecast of revenues and expenditures, and on the basis of this forecast, the
Governor provided supplemental budget recommendations to the Legislature in March 2005. Legislative
hearings were conducted, after which the Legislature enacted appropriation and tax bills having the
effect of either adopting or modifying the Governor’s proposals. The Governor signed into law most of
the bills passed by the Legislature, and also exercised his authority to veto certain items of
appropriation. The financial summary presented under the heading “BUDGET — CURRENT BIENNIUM”
portrays the effects of the appropriation and tax bills that were enacted by the Legislature and
approved by the Governor. The Department of Finance has also developed planning estimates for the
Next Biennium, based upon the Current Biennium revenue and expenditure forecasts and existing
laws.

The budget process just outlined, beginning with the development of planning estimates in
February 2004, and finishing with gubernatorial approvals and vetoes, describes the process that is
generally followed for each biennium.

During each biennium, there are four new Revenue and Expenditure Forecasts. Based upon the
results of these forecasts, the Governor may recommend tax law and expenditure changes for the
biennium for which the changes are recommended to the Legislature. In addition, the Legislature may,
also based on these forecasts, approve tax law changes and budget changes for the biennium for
which the changes are approved.

Pages 17 to 39 show in summary form the results of the Revenue and Expenditure Forecasts, the
Governor's Recommendations to the Legislature and the legislative changes made for the Current
Biennium.

General Fund

The General Fund accounts for all financial resources except those required to be accounted for
in another fund.

Revenues, expenditures, transfers and fund balance information in budgetary fund statements
may differ from those in the State’s GAAP based Comprehensive Annual Financial Report (“CAFR”)
(see Appendix A). The primary difference is the recognition of accruals, reimbursements, deferred
revenue, intrafund transactions and the budgetary basis of accounting for encumbrances. In the
modified accrual basis used in the CAFR, expenditures are recognized when goods or services are
received regardless of the year encumbered. In budgetary fund statements, encumbrances are
recognized as expenditures in the year encumbered. The budgetary fund statements do not represent
the State’s official financial report but rather are prepared as a supplement to the budget documents.

Cash Flow Account

The cash flow account (the “Cash Flow Account”) was established in the General Fund for the
purpose of providing sufficient cash balances to cover monthly revenue and expenditure imbalances.
The use of funds in the Cash Flow Account is governed by statute. The Legislature established the
Cash Flow Account at $350 million for the Current Biennium.

Budget Reserve Account

The budget reserve account (the “Budget Reserve Account”) was established in the General
Fund for the purpose of reserving funds to cushion the State from an economic downturn. The use of
funds from the Budget Reserve Account is governed by statute.

The Legislature established the Budget Reserve Account at $653 million for the Current Biennium.
Previously enacted laws designating the allocation of future forecast positive balances to restore any
monies used from the Budget Reserve Account remain unchanged.
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Tax Relief Account

The tax relief account (the “Tax Relief Account”) was established in the General Fund and is
treated as a General Fund reserve. The use of the funds from the Tax Relief Account requires
legislative action.

The 2006 Legislature reduced the Tax Relief Account balance from $317 million to $110 million for
the Current Biennium. Any year-end balance in odd-numbered fiscal years is deposited to the
account.

Control Procedures

Dollar Control: Expenditures in excess of legislative appropriations are prohibited by law. In
order to prevent spending in excess of appropriations, the Department of Finance requires State
agencies to identify their appropriations and establish them in the State’s accounting system as the
limit on spending. The accounting system will reject transactions that exceed these limits. This control
procedure is designed to prevent agencies from spending from unauthorized sources of funds.

Allotment and Encumbrance Control:  Before money can be disbursed pursuant to an appropriation,
it must first be allotted (administratively allocated and approved for expenditure). Prior to each Fiscal
Year, therefore, the Department of Finance allots the applicable State agency appropriations based on
legislatively-enacted budgets. An allotment is a subdivision of an appropriation into smaller, detailed
components used by agencies to budget expenditures by category of expenditure. The accounting
system prevents allotments from exceeding appropriations.

Once allotments have been established, but before spending obligations can be incurred, for
most purchases agencies must establish encumbrances against their allotments. Encumbrances are
the accounting control device agencies use for reserving portions of their allotments for expenditures
that will soon be incurred. The encumbrance process helps agencies keep track of their outstanding
obligations, and the accounting system prevents agencies from encumbering more funding than has
been allotted.

Executive Budget Officer Oversight: The Department of Finance assigns an Executive Budget
Officer to each State agency for the purposes of approving agency accounting structures, appropriations,
and allotments, and for monitoring overall agency revenues and expenditures.

Monthly Reports: The Department of Finance maintains a data warehouse which is used to
produce periodic and ad hoc reports on revenues and expenditures that agency staff and Executive
Budget Officers use to monitor agency spending and receipts.

REVENUE AND EXPENDITURE FORECASTING

General

The State’s biennial budget appropriation process relies on revenue and expenditure forecasting
as the basis for establishing aggregate revenue and expenditure levels. Revenue forecasting for the
State is conducted within the Department of Finance by the Economic Analysis Division. Expenditure
forecasts for the State are prepared by the Department of Finance based on current annual budgets
and on current cash expenditure estimates provided by State agencies responsible for significant
expenditure items.

In addition to the forecasts prepared for the Legislature before the commencement of each new
biennium, forecasts are updated periodically through the biennium. Based on each revenue and
expenditure reforecast, the Department of Finance prepares a new cash flow analysis for the
biennium.

Forecasting Risks

Risks are inherent in the revenue and expenditure forecasts. Assumptions about U.S. economic
activity and federal tax and expenditure policy underlie these forecasts. In the forecast it is assumed
that existing federal tax law will remain in place and that current federal budget authority and
mandates will remain in place. Reductions in federal spending programs may affect State spending.
Finally, even if economic and federal tax assumptions are correct, revenue forecasts are still subject
to other variables and some normal level of statistical deviations.
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Current Forecast Methods and Assumptions

The baseline economic forecast which the State Economist uses in preparing the State revenue
and expenditure forecast is provided by Global Insight, Inc. (“GlI”) of Lexington, Massachusetts. GlI
furnishes a monthly forecast of economic growth and individual incomes across all segments of the
national economy.

The Gl national economic forecasts are reviewed by Minnesota’s Council of Economic Advisors
(the “Council”), a group of macro-economists from the private sector and academia. The Council
provides an independent check on the Gll forecast. If the Council determines that the Gll forecast is
significantly more optimistic than the current consensus, the Commissioner of Finance may base the
State forecast on a less optimistic scenario of national economic growth.

Forecasts of individual income tax receipts are based on Gll forecasts of national production,
employment, and corresponding wage and salary earnings, by industrial sector. The Gll forecasts are
then entered into an economic model of Minnesota maintained by the Minnesota Department of
Finance. State forecasts of employment by major industry sector as well as wage and aggregate
earnings are obtained from this model. Aggregate annual earnings are used, in turn, to forecast
calendar year tax liabilities through a micro-simulation of the State’s individual income tax. Calendar
year liabilities are converted into fiscal year income tax revenues, with regard given to the timing of
withholding tax receipts, quarterly estimated payments, refunds and final payments.

Capital gains realizations have become an increasingly volatile and important share of Minnesota’s
income tax base. Net capital gains realization by Minnesota resident taxpayers are estimated to have
totaled $6.5 billion in tax year 2004, 5.2 percent of residents’ adjusted gross income. In tax year 2005
net capital gains realizations by Minnesota residents were estimated to total $8.7 billion or 6.5 percent
of adjusted gross income.

Minnesota capital gains are forecast using an econometric model which relates the increase in
taxable capital gains to the underlying growth in household wealth and to changes in inflation and in
the real growth rate of the economy. Federal tax variables are also included. The model is designed
to allow capital gains realizations to move gradually toward an equilibrium rate of realizations instead
of adjusting instantaneously to a shock in model variables. Capital gains are now forecast to grow at
an average compound annual rate of 6.9 percent.

Corporate income tax receipts are forecast using Gll's forecast of major variables affecting
pre-tax corporate profits. The volatility of corporate profits and the various loss carry-forward and
carry-back provisions make this the most difficult revenue source to forecast.

Sales tax receipts are estimated on the basis of a forecast of the sales tax base. The historical
base is constructed largely on the basis of national data for items that would be subject to tax if sold
in Minnesota. Those data are then allocated to Minnesota on the basis of Minnesota’s share of national
income and employment to arrive at a Minnesota specific base. By means of a regression equation,
the base is calibrated to historical collections. Using national forecasts of sales of taxable items and
allocating them to Minnesota on the basis of forecasts on Minnesota’s share of national income and
employment the base is extended into the future. Using information from the aforementioned
regression equation the forecast collections are derived from the forecast of the base.

Numerous other revenue sources are forecast, some by the Department of Finance and others by
the agencies responsible for their collection. In general, none is of significant size, and historically,
variances among them have frequently been offsetting.

The February 2007 baseline forecast from Gll, the scenario which Gll considered to be the most
likely at the time it was made, was the baseline for the February 2007 revenue and expenditure
forecast. The forecast growth rates for real and nominal Gross Domestic Product (“GDP”) are shown
below. Gll estimated potential GDP growth at 2.8 percent over the 2005 to 2009 period. Forecast
growth rates for 2005 through 2009 are slightly above the potential rate of growth. Inflation, as
measured by the implicit price deflator for GDP, is expected to be moderate.
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Gll FEBRUARY 2007
GROSS DOMESTIC PRODUCT (GDP)
BASELINE FORECAST
(Chained Rates of Growth)

Calendar Calendar Calendar Calendar Calendar

Year 2005 Year 2006 Year 2007 Year 2008 Year 2009

Actual % Actual % Forecast % Forecast % Forecast %
REAL GDP Growth Rate ........... 3.2 3.4 2.7 3.0 3.2
GDP DEFLATOR (Inflation) ......... 3.0 2.9 2.1 2.0 2.0
NOMINAL GDP Growth Rate ....... 6.3 6.4 4.9 50 52

A report is published with each forecast and is available at www.finance.state.mn.us. The
November 2007 revenue and expenditure forecast is expected to be released in late November 2007.
The November 2007 Gll Baseline Forecast will in all likelihood be used as the baseline for this revenue
and expenditure forecast.

Economic Update

The April 2007 Economic Update shows General Fund tax receipts for Fiscal Year 2007 are now
estimated to be $5.8 million above the February 2007 Forecast.

Corporate income tax receipts showed the largest variance with $29.9 million above the February
2007 forecast. Individual income tax receipts were estimated to be $9.7 million above forecast. Gross
sales tax receipts were also above forecast, but larger than expected sales tax refunds left net sales
tax receipts $18.4 million lower than the forecast. All other tax receipts were $15.4 million below
forecast.

HISTORIC REVENUES AND EXPENDITURES

The following two tables set forth the State’s General Fund revenues and expenditures for the
Fiscal Years ending June 30, 2004 through 2006, and for the additional time periods shown. For the
Fiscal Years ended June 30, 2004 through 2006 the revenues and expenditures shown include all
revenues and expenditures for that fiscal year, including revenue received and expenditures made
after June 30 of such fiscal year which are properly allocable to such Fiscal Years. For the nine-month
periods ending March 31, 2006 and March 31, 2007, such revenues and expenditures include only
cash receipts and disbursements allocable to Fiscal Years 2006 and 2007, respectively. The
schedules of revenues and expenditures are presented for comparison purposes only and are not
intended to reflect any increases or decreases in fund balance. Beginning balances or deficits are not
included. The actual expenditures set forth in the second table are presented by object of expenditure,
the State’s historical method of presentation, whereas forecasts of expenditures are presented by
function, consistent with generally accepted accounting principles for reporting purposes.
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STATE OF MINNESOTA
GENERAL FUND
COMPARATIVE STATEMENT OF REVENUES
(THOUSANDS OF DOLLARS)

UNAUDITED
July 1,2005 July 1,2006
Fiscal Year Ended June 30 (1) through through
March 31 March 31
2004 2005 2006 2006 (1) 2007 (1)
UNRESTRICTED REVENUES:
Income Tax - Individual...........ccooeviiiiniinneeninn. $ 6,799,651 $ 7,436,665 $ 8,066,172 $ 5,218,703 5,466,010
Income Tax - Corporation...........ccccceveercneennennnns 764,351 779,422 1,288,941 925,141 1,072,175
SAIES TAX wieeiiiieiieii et 4,160,206 4,520,823 4,689,500 3,308,908 3,394,147
Statewide Property Tax .. 599,622 610,809 631,279 283,602 299,731
Inheritance and Gift TaX........cccoovvvenieeivneinninns 91,326 80,372 210,291 187,800 90,176
Liquor, Wine and Malt Beverage TaX................. 66,667 75,025 67,939 48,207 48,141
Cigarette and Tobacco TaX ........ccccvvvervnivnennnnn. 159,558 169,067 222,507 139,452 121,942
MINING TAXES....eeveeeeeeeiieeeieeie e eee e e e e 2,040 5,660 6,630 223 370
Gross Earnings TaXeS.......ccoveerveiinienieenainnaennns 274,218 287,416 259,299 219,116 205,416
Motor Vehicle EXCiS€ TaX......cccororrieencneenannaanns 315,836 300,065 251,605 203,896 198,397
Income ReciproCity TaX........cccovvcevrieenineenninneenns 47,623 54,289 53,768 56,802 63,481
Department Earnings.. 482,738 516,297 535,909 443,659 400,706
Investment INCome.........cccooveiiiiniiie 17,022 21,936 55,867 34,618 68,812
Tobacco Settlement............oocooeiiiiiiiiin, 174,266 175,488 180,790 179,060 180,605
All Other Revenues..........c.ccoveiieiiiiinc e 759,894 731,767 663,689 466,897 413,136
TOTAL UNRESTRICTED REVENUES........... $ 14,715,019 $ 15,765,101 $ 17,184,185 $ 11,716,084 12,023,245
RESTRICTED REVENUES........cccooiiiiiiiieee e 74,899 86,146 77,294 55,530 53,784
LESS REVENUE REFUNDS:
Income Tax - Individual ........cccocvveneeevinnneernnnn. $ 962,861 $ 902,243 $ 997,460 $ 691,588 708,468
Income Tax - Corporation...........ccocceveveenaennaanne. 115,514 68,288 99,026 81,216 104,584
SAIES TAX.uwiieiiiieti ettt 202,211 240,654 217,507 150,937 208,847
Al OthET .o e 34,193 36,323 44,261 25,721 26,792
TOTAL REFUNDS........ccoiiiiiiiiieieei e $ 1,314,778 $ 1,247,508 $ 1,358,255 $ 949,462 1,048,692
NET REVENUES........cooiiiiiii e $ 13,475,141 $ 14,603,739 $ 15,903,224 $ 10,822,153 11,028,337

(1) For Fiscal Years 2004, 2005 and 2006, the schedule of revenues includes all revenues for the fiscal year, including revenue accruals at June 30.

For the nine-month periods ended March 31, 2006 and 2007, only current receipts have been included.
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STATE OF MINNESOTA

GENERAL FUND
COMPARATIVE STATEMENT OF EXPENDITURES AND
TRANSFERS TO OTHER FUNDS
(THOUSANDS OF DOLLARS)
(UNAUDITED)

July 1,2005 July 1,2006
Fiscal Year Ended June 30 (1) through through
March 31 March 31
2004 (2) 2005 (2) 2006 2006 (1) 2007 (1)
EXPENDITURES:
Personal Services.....ccoceeeevieeeeeeseeeeenee.. $ 1,070,557 $ 1,069,652 $ 1,110,675 $ 757,538 $ 805,480
Purchased Services...........cccoovivciiiiiiineinnn. 299,999 347,287 345,879 226,029 274,444
Materials and Supplies............cccoevieeiiieniennnns 49,750 59,906 56,270 35,509 38,598
Capital Outlay (3) 6,758 6,388 192,094 11,933 20,039
Grants and Subsidies:
INAIVIAUAIS. ... 3,429,391 3,759,643 4,018,406 2,923,649 3,208,624
Municipalities and Towns.... .. 735,927 706,557 713,640 644,679 692,879
COUNLIES. ..c.uiiie e et e 803,163 687,776 769,145 647,982 661,216
School DiStricts (4)....coeeoeereeeeeeieii e 5,892,313 6,038,169 6,545,175 5,320,035 4,821,559
Private Organizations.... 169,717 168,858 176,014 120,272 121,061
University of Minnesota 487,731 502,142 540,414 299,550 263,562
ONer e 147,685 142,698 182,897 134,998 140,478
TOTAL EXPENDITURES........ccoceiviniieiiieeeeiieeeen. $ 13,092,992 $ 13,489,076 $ 14,650,609 $ 11,122,173 $ 11,047,940
NET OTHER FINANCING SOURCES (USES) (5).... (221,992) 693,739 506,773 510,374 597,475
TOTAL EXPENDITURES and NET
OTHER FINANCING SOURCES (USESj)............... $ 12,871,000 $ 14,182,815 $ 15,157,382 $ 11,632,547 $ 11,645,415

()

For Fiscal Years 2004, 2005 and 2006, the schedule of expenditures includes all expenditures for the Fiscal Year, and encumbrances
outstanding as of June 30. For the nine-month periods ended March 31, 2006 and 2007 only current year expenditures have been

included.

For Fiscal Years 2005 and 2004, the expenditures were restated to remove the impact of the change in the payments to School Districts

on the allocation of expenditures.

Capital Outlay increased in Fiscal Year 2006 from 2005 due to the capital leases on the Human Services and Agriculture/Health buildings.

Grants to School Districts increased in Fiscal Year 2006 from 2005 due to a 4% increase in the per pupil general education formula and
one-time reversal of a prior year reduction in aid payments.

Transfer-In exceeded Transfer-Out in Fiscal Year 2004 due to a one-time transfer to the General fund to eliminate the Medical Education

and Research and Tobacoco Use Prevention Funds.
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CURRENT BIENNIUM

November 2004 Forecast

The Department of Finance prepared a revised forecast of General Fund revenues and expenditures
for the Current Biennium in November 2004. The November 2004 Current Biennium forecast of
resources, expenditures, and fund balances is detailed below:

CURRENT BIENNIUM
GENERAL FUND
NOVEMBER 2004 FORECAST

($ in Millions)

Resources
Unreserved Balance at June 30, 2005 .................... $ 1,003
Non-dedicated Revenues ................. .. ... .. ........ 29,064
Dedicated Revenues, Transfers In and Other .............. 414
Total Resources ........... . . . . . $30,481
Expenditures ........ ... ... ... 30,177
Projected Unreserved Balance at June 30, 2007 ........... $ 303
Cash Flow Account . ... ... ... ... .. .. ... ... ... ......... 350
Budget Reserve Account ............ .. ... ... .. ... .. ... .. 653
Projected Unrestricted Balance at June 30, 2007 .......... $ (700)

This was the first actual forecast of revenues and expenditures for the Current Biennium. Forecast
revenues were expected to total $30.481 billion, $625 million more than May 2004 After Executive
Actions estimates and $1.439 billion, or 5.0 percent, greater than the Previous Biennium. Tax revenues
were projected to be $2.031 billion greater than in the Previous Biennium, and other resources were
projected to be $1.226 billion lower than in the Previous Biennium. The balance brought forward from
the Previous Biennium was expected to be $634 million higher than in the Previous Biennium.

Individual income tax revenues were expected to show the most growth in the Current Biennium,
up $1.592 billion, or 13.5 percent, from the Previous Biennium. Sales tax revenues were forecast to
grow by $433 million, or 5.3 percent, over the Previous Biennium. Corporate income tax collections
were projected to decline by $14 million, or just under one percent, while motor vehicle sales tax
collections increased by $10 million, or 1.9 percent. Expected receipts from other tax revenues were
forecast to decline by $63 million. Transfers decreased by $1.166 billion reflecting the one-time
transfer of tobacco funds used as part of the Previous Biennium budget solution.

Projected current law spending for the Current Biennium was expected to total $30.177 billion,
$556 million greater than end of session estimates, and $2.139 billion, or 7.6 percent, higher than
spending in the Previous Biennium. Health and human services spending estimates increased by
$1.439 billion, or 19.9 percent, over the Previous Biennium due to higher caseloads and higher
average costs in health care programs. Spending for post-secondary education in the Current
Biennium was projected to be $211 million, or 8.3 percent, higher than in the Previous Biennium mainly
due to growing enrollment. All other spending areas resulted in an increase of $489 million over the
Previous Biennium.

The cash flow account remained at $350 million and the budget reserve account at $653 million
for the Current Biennium. The projected deficit for the Current Biennium was $700 million.

BUDGET — CURRENT BIENNIUM

January 2005 Budget Recommendation

In January 2005 the Governor submitted a proposed budget to the Legislature for the Current
Biennium that was based on the November 2004 forecast of General Fund revenues and expenditures.
The January Governor's recommendation is detailed below:
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CURRENT BIENNIUM
GENERAL FUND
January 2005 GOVERNOR’S RECOMMENDATION

($ in Millions)

Resources
Unreserved Balance at June 30, 2005 .................... $ 1,003
Non-dedicated Revenues ................. .. ... .. ........ 29,074
Dedicated Revenues, Transfers In and Other .............. 601
Total Resources ........... . . . . . . $30,678
Expenditures ........ ... ... ... ... 29,667
Projected Unreserved Balance at June 30, 2007 ........... $ 1,011
Cash Flow Account . ... ... .. ... ... ... ... ... ... ......... 350
Budget Reserve Account ............ .. ... ... ... ... ... .. 653
Projected Unrestricted Balance at June 30, 2007 .......... $ 8

Revenues Proposed in the Governor's Budget:

The January 2005 Governor’'s recommendation reflected a net increase in General Fund revenues
of $198 million from the November 2004 forecast for the Current Biennium. Current resources (total
resources less the balance from the Previous Biennium) in the January Governor’s recommendation
would have increased by $996 million (3.5 percent) over the Previous Biennium.

The Governor included no general tax increases in his January 2005 recommendations. However,
the proposed budget included $338 million in tax and non-tax revenue increases. Proposed changes
in revenue compliance and collection initiatives were expected to yield $168 million. An additional
$104 million was expected from continuing alcohol and car rental taxes scheduled to sunset under
current law. Increased fees were expected to yield $26 million, while selective federal conformity and
business tax cuts were expected to reduce revenues by $10 million in the biennium. The Governor
also proposed a state partnership with several Minnesota Indian tribes to expand casino gaming.
Included in the Governor’s budget was $200 million in expected revenues from a one-time casino
license fee. The casino partnership was expected to generate over $100 million annually in following
biennia.

Other proposed changes acted to reduce general fund revenues. With these changes, total tax
and non-tax revenue changes were expected to result in a net $181 million increase from forecast
levels. Offsetting proposed general fund revenue increases were provisions that would reduce general
fund revenues and transfers by $312 million under the Governor’s proposal to restructure state health
care financing, as well as dedicating a portion of general fund solid waste taxes to the state’s
environmental fund in a planned restructuring of a new Department of Environmental Protection.

Expenditures Proposed in the Governor's Budget:

The January 2005 Governor’s recommendation for the Current Biennium decreased General Fund
spending by $510 million from the November 2004 projected forecast of current law. The total
recommended spending of $29.667 billion equaled a $1.622 billion (5.8 percent) increase over the
November 2004 forecast for the Previous Biennium.

K-12 education accounted for $12.236 billion of total proposed expenditures — over 40 percent
of total General Fund spending. This represented a $335 million or 2.8 percent increase over the
Previous Biennium. The largest single change in K-12 education spending was a proposed increase
in the K-12 education per student formula of two percent per year. Additional spending increases
provided $60 million for a teacher performance pay proposal (QComp) as well as a number of
targeted education initiatives for accountability reforms.

Proposed health and human services spending accounted for $7.901 billion, or 27 percent of total
recommended spending. This represented a $656 million or 9.1 percent increase over the Previous
Biennium, but a reduction of $783 million from the November 2004 current law forecast. The budget
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proposed reducing the growth in human service program costs through a combination of changes in
eligibility and utilization that were expected to yield $274 million in reductions. The budget also
proposed realigning health care spending and resources by moving the General Assistance Medical
Care program into the health care access fund. The proposal would utilize projected health care
access fund balances to pay for future costs. The net impact of this health care refinancing was a net
savings of $220 million by redirecting general fund program costs to the state’s Heath Care Access
Fund.

Proposed appropriations for higher education totaled $2.774 billion, 9 percent of the budget. This
represented an 8.4 percent increase from the Previous Biennium and a $21 million increase over the
November 2004 current law forecast. Funding was provided for strategic initiatives in the higher
education systems as well as increases in the state student financial aid programs.

Property tax aids and credit programs paid to local units of government totaled $2.890 billion,
10 percent of the budget. This represented a 2.9 percent increase over the Previous Biennium and a
$76 million reduction from current law forecast. The budget made no reductions in local government
aid or county aid programs, only marginal adjustments were proposed to property tax credit
programs.

All other spending areas accounted for $3.866 billion, or 14 percent of the proposed budget. This
funding level represented a 9.5 percent increase from the Previous Biennium. Increases in spending
for public safety programs and higher debt service costs accounted for almost all of the net increase,
offsetting budget reductions proposed in most other operating budget areas.

Reserves:

Current law provided for $1.003 billion in reserves including $653 million in the Budget Reserve
Account and $350 million in a separate cash flow account. The Governor recommended maintaining
reserves at this level. Total proposed reserves equaled approximately 3.4 percent of biennial
expenditures. The Governor also recommended maintaining statutory provisions that mandate that
any future forecast balance first be used to reduce school aid payment changes enacted in 2003 as
part of budget balancing at that time.

Next Biennium:

Based upon the Governor's budget recommendations, the planning estimates for the Next
Biennium indicated that there would be structural balance of $754 million, meaning that total revenue
would exceed total expenditures.

The Governor’s transportation budget included a proposed constitutional amendment that would
phase in dedication of current general fund motor vehicle sales tax receipts to state transportation
funds. Giving effect to this provision reduces general fund revenues for the Next Biennium by
$184 million.
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February 2005 Forecast

The Department of Finance prepared a revised forecast of General Fund revenues and expenditures
for the Current Biennium at the end of February 2005. The February 2005 Current Biennium forecast
of resources, expenditures, and fund balances is detailed below:

CURRENT BIENNIUM
GENERAL FUND
FEBRUARY 2005 FORECAST

($ in Millions)

Resources
Unreserved Balance at June 30, 2005 .................... $ 1,003
Non-dedicated Revenues ............... ... ... .. ........ 29,297
Dedicated Revenues, Transfers In and Other .............. 414
Total Resources ............. . . .. . $30,714
Expenditures ........ ... ... ... 30,177
Projected Unreserved Balance at June 30, 2007 ........... $ 537
Cash Flow Account . ......... .. .. .. .. ... .. .. ... .. ... .. ... 350
Budget Reserve Account .................. ... ... .. .. ..., 653
Projected Unrestricted Balance at June 30, 2007 .......... ($ 4606)

Forecast revenues were expected to total $30.714 billion for the Current Biennium, $234 million
more than forecast in November. Income tax collections were forecast to be $71 million higher, sales
tax collections $115 higher, and corporate tax receipts $89 higher than forecast in November. Motor
vehicle sales taxes were forecast to be $19 million lower and all other resources $22 million lower than
forecast in November.

Projected current law spending for the Current Biennium was mainly unchanged from the
November forecast. Total spending was projected to be $30.177 billion, no net change from
November. Slightly higher spending in K-12 Education of $44 million was largely offset by other
forecast changes. Savings in health and human services spending, tax refund interest payments, and
debt service accounted for almost all of the forecast reductions.

The cash flow account remained at $350 million, the budget reserve account at $653 million, and
the projected deficit was $466 million.
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March 2005 Governor’s Budget Recommendation Revisions

Updated February 2005 revenue and expenditure estimates resulted in only minimal change in
the current law forecast. The revenue and expenditure changes projected in the February forecast
produced a $225 million balance in the Governor's proposed budget. The Governor submitted
supplemental budget recommendations to his proposed budget to the Legislature in March 2005. The
Current Biennium resources, expenditures, and fund balances based on the final Governor’'s Budget
Recommendation is detailed below:

CURRENT BIENNIUM
GENERAL FUND
March 2005 GOVERNOR’S RECOMMENDATION

($ in Millions)

Resources
Unreserved Balance at June 30, 2005 .................... $ 1,003
Non-dedicated Revenues ............ ... ... ... ... .. ... 29,635
Dedicated Revenues, Transfers In and Other .............. 264
Total Resources ........... . . . . . $30,902
Expenditures ....... ... ... ... ... 29,814
Projected Unreserved Balance at June 30, 2007 ........... $ 1,088
Cash Flow Account . ... ... ... ... .. .. ... ... ... .. ....... 350
Budget Reserve Account ............ .. ... ... . ... .. ..., 653
Federal Transition Reserve ......... ... ... .. ... ... ........ 75
Projected Unrestricted Balance at June 30, 2007 .......... $ 10

Additional Expenditure Changes Proposed by the Governor:

The March 2005 Governor's recommendation made a limited number of changes to proposed
spending based on the higher revenue forecast. The March 2005 final Governor’s recommendations
included additional spending and budget adjustments totaling $225 million. Of these reductions
nearly $108 million was included for proposed increases to the K-12 per pupil formula to 2.5 percent
annually along with selected education initiatives.

Budget Reserves:

The April budget revision added $75 million to create a Federal Transition Reserve. The purpose
of this reserve was to provide supplemental funding in anticipation of uncertainties of proposed
federal budget reductions. The recommendation provided for this money to be appropriated to
mitigate the impact of federal aid reductions or to be cancelled to the general fund budget reserve by
the end of the first year of the biennium.

Next Biennium:

The planning estimates for the Next Biennium, based upon the Governor’s budget recommen-
dations, indicate that there would be structural balance of $804 million, meaning that total revenue
would exceed total expenditures.

2005 Regular and First Special Legislative Sessions

The 2005 legislative session ended on the constitutional deadline of May 23, 2005. The
Legislature was unable to agree on the tax and appropriation bills by that date. The Governor
immediately convened a special legislative session that took place from May 24 to July 13, 2005. By
June 30, 2005 only three of seven omnibus appropriation bills were enacted into law: higher
education, environment and natural resources, and state government.

On July 1, 2005 the State began a partial government shutdown for all programs for which
appropriations had not been enacted. However, major portions of State programs were required to
operate under district court order that mandated continuation of critical State services. The partial
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shutdown of services affected approximately 9,000 of 54,000 state employees. The partial government
shutdown lasted until July 9, 2005 when action was taken by the Legislature to provide interim funding
until remaining tax and appropriation bills were enacted.

Final agreement was reached and remaining appropriation bills were passed by the Legislature
on July 13, 2005.

The end of the 2005 legislative sessions estimates of revenues, expenditures and fund balances
is detailed below.

CURRENT BIENNIUM
GENERAL FUND
END OF 2005 LEGISLATIVE SESSIONS

($ in Millions)

Resources
Unreserved Balance at June 30, 2005 .................... $ 1,003
Non-dedicated Revenues ............ ... ... ... .. ........ 29,683
Dedicated Revenues, Transfers In and Other .............. 903
Total RESOUIrCes . ... ... .. $31,589
Expenditures ........ ... ... .. 30,574
Projected Unreserved Balance at June 30, 2007 ........... $ 1,015
Cash Flow Account . ... ... ... .. ... . .. ... .. .. ... ... .. ... 350
Budget Reserve Account ................... ... ... ... ..., 653
Tax Relief Acount. . . ... ... . . .. .. .. ... ... 0
Projected Unrestricted Balance at June 30, 2007 .......... 3 12

Enacted Budget Summary:

The enacted budget conformed closely to all the major recommendations by the Governor but
resulted in slightly higher general fund revenue and expenditures than proposed by the Governor.
Three components represented the primary differences. First, the enacted budget included a new
health impact fee of 75 cents per pack on cigarettes and corresponding increases on other tobacco
products. The additional revenues will be deposited in a separate State fund from which annual
transfers will be made to reimburse the General Fund for cigarette health related program costs.
Secondly, the proposed restructuring of State health care financing was not enacted, leaving general
assistance medical care (“GAMC”) spending unchanged in the General Fund. Finally, the proposed
Indian casino gaming partnership was not enacted. The net additional revenues resulting from
legislative action were directed primarily to additional spending for K-12 education and health and
human services programs.

Compared to the February 2005 forecast of General Fund revenues and expenditures that
indicated a total projected budget shortfall of $466 million, the following represent the primary
changes enacted to balance the budget. First, revenue changes and transfers from other funds added
$876 million in additional resources, while increases from forecast spending levels added $395 million.
Finally, the Budget Reserve Account and Cash Flow accounts were left unchanged at $1.033 billion.

No general tax increases were enacted. Total spending was $760 million above the Governor’s
Budget Recommendation. This increase in spending above that recommended by the Governor was
funded by $688 million of additional resources in the form of increased revenues, fees and transfers
from other state funds.

Resources:

The 2005 legislative sessions produced no significant general tax law changes. General Fund
revenues are forecast to be $30.586 billion. This is an increase of $875 million over the amount
forecast in February 2005. This increase in resources is attributable primarily to a new health impact
fee on cigarettes expected to yield $304 million, changes in tax compliance and collection that were
originally proposed by the Governor, and $82 million in increased fees and other non-tax revenues that
are deposited to the General Fund.
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The enacted health impact fee includes 75 cents per pack that is being collected at the wholesale
distributor level. Corresponding increases were also enacted for other tobacco products. The State
sales tax on cigarettes was replaced by a wholesale tax. In total, changes enacted were expected to
yield $401 million over the biennium. The new fees are being deposited into a new separate State
fund. Annual transfers will be made from the health impact fund to the General Fund to reimburse the
cost of smoking related health program costs. The continuing proceeds will be reflected as transfers
in to the General Fund, not as General Fund revenues. See also Litigation section on page 13 and
Note 22 to the financial statements shown in Appendix A, both of this Official Statement.

The following table compares estimates of the Previous Biennium and Current Biennium revenues
and shows the rate of revenue growth/decline. Estimates as of End of 2006 Legislative Session.

Previous Current Percent
Biennium Biennium Change
($ in billions)
Receipts:
Individual Income Tax .............. o $11.885 $13.516 13.7%
Sales Tax ..o 8.327 8.906 7.0%
Corporate Income Tax ... 1.457 1.505 3.3%
Motor Vehicle Sales Tax . ..., 537 531 -1.1%
Statewide Property Tax ........... ... ... . ... ..., 1.217 1.291 6.1%
All Other Taxes ... ... 2.346 2.443 4.1%
Non-Tax Revenues ............ .. ... i, _1.478 _1.491 _0.9%
Subtotal ... 27.247 29.683 8.9%
Transfers, Dedicated, Other Resources ............... 1.582 903 -42.9%
Total Revenues ..................................... $28.829 $30.586 _6.1%
Expenditures:

Authorized General Fund spending for the Current Biennium was estimated at $30.574 billion.
Compared to Previous Biennium expenditures, this represented a biennial expenditure growth of
$2.379 billion, or 8.