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To: Legts’lativ‘e _Budget Committee and Governor Sam Brow'nback ,
From: Kans_as Legislative Research Department and Kansas Division of the'BudQet .

Re:  State General Fund Receipts Estimates for FY 2013 and FY 2014

, Estimates for the State General Fund (SGF) are developed usmg a consensus process,»f
. that involves the Legislative Research Department Division of the Budget, Department of
_ ;,Revenue and three consulting economrsts from state unlversmes Th|s estlmate_ls the base L

For FY 2013, the estrmate was decreased by $5.2 million, or 0. 1 :

n “flnal FY 2012 recelpts

o . The mrtlal estlmate for FY 201 4 is $5 464 billion, whlch is $704 8 mllllon 0
below the newly revised FY 2013 figure. Factors influencing this forecast in. addrtx

rates, as well’ as the SGF’s share of tax receipts from these. ‘sources (pursuant o legislation

enacted in- 2010); and-a net change in transfers. out of the SGF in compllance WIth current, k )

o statutory requrrements for FY 2014.

Table 1 compares the new FY 2013 and FY 2014 estlmates W|th actual recerpts from FY
,2012 ‘Table 2 shows the changes in the FY 2013 estlmate ' . b ,

. Economic Forecast for Kansas

Although the U. S ecohomy, fueled by a reboundmg housmg market and relatlvely strongv :

~consumer confidence, is continuing its recovery from the Great Recession, the forecast rate of
growth remains slow. Uncertainty continues to exist involving the global and US i economles asa
result of political upheavals in the Middle East, the ongoing European | Unlon debt isis, and the

possibility of a-new recession that could arise as a result of dramatic spendmg cuts and tax

increases that will occur in 2013 (the “Fiscal Cliff") in the absence of any: addrtlonal action by
federal policymakers. The current assumption is that modest growth will continue in the national
and state economies during the forecast period. Nominal Gross Domestic Product is-how
expected to grow by 4.0 percent in 2012 (the April estimate had been 3.9 percent) and 4.2
percent in 2013 (the April estimate was 4.3 percent); and nommal Kansas Gross State Product

aw that is
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is- now'torecast to grow by 3.5 and 3.9 percent for the two years "respyeICtlvely 'Alth'ough the . -
Congressional Budget Office suggests the contractionary economic implications_of-the Fiscal

Cliff- could lead to another recession, ‘many other forecasts are belng made - based on the

- assumption that some kind. of action will be taken late in 2012 or early in 2013 to prevent this |
. scenario. The estimates contained in this memo for FY 2013 and FY 2014 are premlsed on this

- latter set of forecasts, Wthh are belleved to represent the most likely outcome 'f?.'- L v

~ Kansas PersOnal'lncom,e . . B AT R

Kansas Personal lncome (KPI) in 2012 is now expected to lncrease by 3 0 percent :

above the 2011 level, down from the April estimate of 4.3 percent. The 2012 estlmate would
have been 0.8 percent lower if a Social Security payroll tax cut had not been extended at the
federal level for 2012. The new forecast calls for additional KPI growth of 3.2 percent in 2013
- (down from the 4.6 percent estimate in April) and 4.0 percent |n 2014. The Socral Securlty
, payroII tax cut is not expected to be extended for2013. :

New Kansas lnc"ome Tax,Law .

Although addltlons ‘to dlsposable Kansas personal income as a result of the new state,;;
_income tax law for tax year 2013 will be expected in‘the long run to stimulate new economlc' -

" activity and generate additional revenue streams that could help. offset a portion of the revenue . - - |

loss associated with the new law, theré is no evrdence that the fiscal notes provnded by the

Department of Revenue at the time the legislation was enacted should be changed ‘signifi cantly ’

 relative to the short run.or through the end of the current forecast period in FY 2014. Relative to
. the individual income tax, those estimates indicated recelpts were to be reduced relatlve to the
_;pnor law by $249 2 m|lI|on in FY 2013 and by $847 8 mllllon in FY 2014 <

o Employment

Data obtalned from the Kansas Department of Labor verify that empl,yment has'~ SR

) contlnued to rebound. The ‘most recent monthly data from the Kansas Department of ‘Labor .

. show. that total Kansas non-farm prlvate sector employment from September 2011 to September- ~
2012 lncreased by about 12,400 jobs, with particularly. strong growth in the professmnal and -
business services sector. Two ‘and a half years after Kansas employment bottomed out. asa -
result of the' Great Recession; 36.3 percent of the lost jobs have returned to the state (compared _

- 10 48.5 percent for the US as a whole). The current average estimates used by the Department

“  indicate that the overall Kansas unemployment rate, which was 6.7 percent-in‘CY 2011, is
. expected to be 5.9 percent in CY 2012 before further declining to 5.6 percent in CY. 2013. The

nnational unemployment rate is expected to remain well above the Kansas rate, wrth the us rate- _

~ now expected to be 8. 2 percent in 2012 and 7 8 percent in 2013.

" Agriculture

" Although net farm income increased significantly in 2011, the outiock for 2012 has been -

signifi cantly affected by the drought. Subsoil moisture supplies as of late October: were rated as
short or very short in 84.0 percent of the state; while topsoil moisture was short or. very short in
66. 0 percent of the state. Corn production has been especially hard hit, w1th the 2012 yleld now
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: expected fo be the lowest srnce 1975 Of particular srgnlf cance for llvestock range and
. pastureland- conditions are now rated 79.0 percent poor or very poor, the worst since this metric

- was developed in 1995. The U:S. All Crops Price Index for October was 239.0 percent of the. o
1990-92 base, up 17 points froma year earlier. High input prices, espemally energy. and fertllrzer -

f costs rémain an ongomg concern for the agncultural sector

Olland Gas. |

Driven by fore|gn demand and volatility in the Middle East the price of orl thus far in FY

2013 has remained at a relatlvely high level and is expected to continue to for the balance of the
forecast period. The average price per taxable barrel of Kansas crude in, FY 2013 has been

reduced to $84, or $8 per barrel lower than the previous forecast of $92 (and lower than the

$90.29 final average price for FY 2012). The FY 2014 price is expected to mcrease to $92 per

_ barrel. Gross oil production in Kansas, which had been declining steadrly for more_ than a
~ decade until FY 2000, reversed that trend about seven years ago -and. beg ncreasing.

Expectatlons are now that the rate of i increase will be accelerating as a resuit of srgmﬁcant new

~oil production initiatives already underway in the -state.-The current forecast of 45.0" million-
~barrels for FY 2013 and 48.0 million barrels for FY 2014 compares favorably: to the 33.5 million -

o _barrels produced in FY 2005. The repeal of a severance tax exemption for new 0|l pools in 2012
' also has SIgnn‘" icantly expanded the percentage of Kansas 01l subject to taxatlon .

The price of natural gas is expected to average $2 80 per. 1, 000 cubrc feet (Mcf) for FY '. :

2013 before increasing to $3.75 per Mcf for FY 2014, based on.an industry source's analysrs of

 futures markets. (The: previous price forecast for FY 2013 made in April was $3.10 per Mcf.) -
Factors consrdered for these estimates included the relatronshlp between crude oil. and gas
. prrces ‘a review of rig- count data, the current record hlgh storage levels. for gas“"the overall_ ’

‘economic outlook; and the impact of enhanced production from- shale formatlon.

' the United States Kansas natural gas production in FY 2012 of 305.9 n'1|llro 1_cUbrc feet\
: represented a S|gn|f|cant decrease from the modern era. peak of 735.0 million cubic. feet in EY

1996 (largely as a result of deplet|on of reserves in. the Hugoton Freld) Produ' on is expected
~ to contmue 1o decrease to 285 0 million: cublc feet for FY 2013 and 265 0 m or

B lnflation'R’atev
The Consumer Prlce Index for all Urban consumers (CPI-U) is- expected

‘ 2 1 percent in'2013 and 2.2 percent in 2014,

 Interest Rates

The Pooled Money [nvestment Board (PMIB) is authorized to make ln\restrnents in US

Treasury. and Agency - securities, highly rated commercial paper and . corporate bonds,

~_repurchase -agreements and certificates of deposit in Kansas banks. Extremely low idle-fund

balances in recent years have required the PMIB to maintain a highly liquid portfollo which
reduces the amount of return available to the pool. In FY 2012, the state earned only 0.13
percent on its SGF portfolio (compared with a 4.26 percent rate as recently as FY 2008). The
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ncrease by
2.2 percent in 2012. The latest forecast calls for inflation to remain at very moderate levels of .




average rates-of return forecast for FY 2013 and FY 2014 remain very low (0. 16 and 0.15
percent, respectively) and reflect the expected contlnuatlon of historically low lnterest rates and .
- smaller idle-fund balances. ‘ :

Economic Forecasts

CY 2012 CY 2013* CY 2014*
KPI Growth - 3.0% 3.2% 4.0%

Inflation (CPI-U) ~ 2.2% 2.1% _‘.2%_;

FY 2012 FY 2013* FY 2014* "; -

SGF Interest | 0.13% 0.16% | 015%'-}- /
Oil and Gas , R S
il Price per bbl $ 9029 § 8400 $ 9200
Gross Productlon (000) - 42,283 45,000 48,006’ :
Gas Price per Mcf - $ 3.80 $ 2.80 $ - ‘3.75';
Gas Taxable Value $ 1,019466  § 638400 $ 913000
*Estimated N : B .

State General Fund Recelpts Estlmates

FY 2013 The revised estimate of SGF recelpts for FY 2013 is $6. 169 b||||on ‘a decrease

of $5.2 million below the previous estimate. Preliminary receipts through October from tax
sources collected by the Department of Revenue had been running $21.2 million. below that
forecast. The overall revised estimate is approximately $243.7 million, or-3.8 percent below
actual FY 2012 receipts. As noted earlier, the change in income tax law that will be ‘reducing

withholding and estimated payments during the final half of FY 2013 is orie of the' reasons for .

the overall reduction, as is the significant change in net transfers relatlve to FY 2012

Each individual SGF source was reevaluated- mdependently, and conS|derat|on was
given to revised and updated economic forecasts, collection lnformatlon from the‘ Departments
of Revenue and Insurance and year—to—date receipts. i .

The corporatlon income tax estlmate was increased by $70.0 million. Receipts from this
source had exceeded the final FY 2012 estimate by almost $35.0 million, and the fiscal-year-to-
date receipts through October had been running well ahead of the previous estimate. Motor
carrier property tax receipts, which also exceeded the final estimate for FY. 2012 were
increased by $5.0 million. Fueled by unexpected growth in unclaimed property, the forecast for
agency earnings was boosted by nearly $7.0 million.

Reductions of note include the individual income tax (down by $6“0.8-:mi!lion); the
severance tax (down by $19.7 million); and the corporation franchise tax (down by $11.0
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- Accuracy Of- ConsenSus Revenue Estimates

' ;mllklron") Individual income: ‘tax recelpts in FY 2012 ﬁnlshed $47O mllhon below the fnal :
- estimate for that year and:had not been keeping pace with the previous fi scal-year—to -date

expectations in FY 2013. The forecast prices of both oil and gas for severance tax purposes

- were reduced relative to the April estimates.. Finally, approximately $11.0 million in corporation
franchise tax refunds were paid in September to taxpayers who: had not reahzed the tax has - '

now been fully repealed

, FY 2014. SGF recelpts are estlmated to be $5.464 billion in FY 2014, a fgure that is 11.4 -
percent below the revised FY 2013 forecast. This result is. heavily mﬂuenced by the fully

annualized impact of the new income tax law (estimated to be a reduction of more than $800

‘million relative to prior law); the reduction in the state retail sales and compensatmg use tax

rates from 6.3 to 5.7 percent; the reduction in the share of sales and use tax receipts: earmarked

for deposit in the SGF; and an increase of $54. 0 million in net transfers from the SGF which will -

oceur absent any change in current law.

: For 38 years SGF revenue estimates for: Kansas have been de , sing the:
. consensus revenue estimating process. Besides the three state agencies ldentlf ied ‘on the first
page, the economists currently involved in the process are Joe Sicilian from the UnlverS|ty of
Kansas; Tracy. Turner from Kansas State University, and Nancy- McCarthy Snyder from Wichita -

State University. Each of the agencles and individuals involved in the process prepared

, lndependent estimates and met on November 6, 2012 to d|scuss estlmates and come to a.
o consensus for each fiscal year o '

- STATE GENERAL FUND ESTIMATES

Difference from Difference from
Original Estimate* ‘ Fi,nal’Estimate** ;

‘Adjusted  Adjusted

- Original Final ~ Actual - L L
Fiscal Year Estimate* Estimate™ Receipts _Amount - Percent Amount Percent-'
1975 % --$ 6149 $ 6276 - %8 1271 24%

1976 676.3 699.7 7012 249 - 37 . 14*?-,.',.‘ 0.2

1977 - 760.2 7607 7765 163 2.1 ' 21

1978 - 8301 . 8612 8546 245 3.0

1979 9452 1,019.3  1,006.8 '61.6 6.5

1980 1,019.3 1,0959  1,097.8 - 785 7.7

1981 1,197.1 1,2264 12265 29.4 25 04,

1982  1,351.3 1,320.0  1,273.0 (78.3) (5.8) (47.0)  (36)

1983  1599.2  1,366.9  1,3636  (2356) - (14.7) (32 . (02 .

1984 - 1,596.7 1,539.0  1,546.9 . 49.8) . (3.1) 79 05

1985 1,697.7 - 1,679.7 16585 (39.2) (2.3) L (13) (1.9

1986 1,731.2 1,666.4 - 1,641.4 (89.8) 52) = (25.0) ; ' (1.5)

1987 1,903.1 1,7647 17785  (124.6) (6.5) 13.8°: 0.8

1988 - 1,960.0 2,031.5 . 21131 153.1 7.8 818 40
" Kansas Legislative Research Department 5 LBC & 'Govvernor—'KLRD & DoB
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Difference from leference from

Adjusted = Adjusted

__Original Estimate* Flnal Estrmate**
. Original ~  Final ~ Actual ' o

Fiscal Year Estimate* 'Estimate*-* Receipts - Amount Percent Amount ' Percent
1989 $ 20078 $ 22069 $ 22283 $ 2205 0% s' ‘214 1.0%
- 1990 22412 22833 23005 . 593 - 26 172 . 08
1991 . - 2,338.8 2,360.6  2,382.3 435 - 1.9 217 09

1992 24787 = 24545 24658 (12.9)-  (0.5) 113705
1993 2,913.4 2,9296 29320 186 06 24 01"
1994 - 30401 31268 31757 135.6 45 489 16
1995 3,174.4 32439 32188 44.4 1.4 @5.1) (0.8)
1996 3,428.0 34092 34483 203 06 39.0- . 11
1997 . 3,524.8 36424 36838 - 159.0 45 R - K
1998 . 37144 . 39710 40237 . 3093 . 83 527 1.3
1999 . 38447 4,051.9 39784 1337 35 '
2000 42041 43610 42031 - (1.0) -
2001 144207 . 44087 44150 . (57)  (0.1)
2002 - 46745 43206 . 41089 - (5656) . (12.1)
2003 46410 = 42356 ~ 42456  (3954). . -85
2004 46055 - 44505 45187 (86.8) (1.9)
2005 - 44905 47938 48413 3508 = 7.8
2006 48340 53087  5394.4 560.4 1.6
2007 51440 5721.3 58090 . 6650 = 129 315
2008 57004 57363 - 56933 . (71)  (0.1) o (0.7)
2009 6,185.7 5709.7 = 5587.4 (598.3)  (9.7) 1)

. 2010 - 59742 52010 51912  (783.0) . (13.1) © (99 ,.’:;;,(1 9).
2011 58510 57750 58821 3114 05 10740 19
2012 . 60989 64043 64127 - 3138 _5.,1 S 8.4, ; 01

* The ad]usted original estimate is the estimate made in November or December prlor to the start of the next ﬁscal o

year in July and adjusted to ‘account for Iegrslatron enacted, if any, which affected recelpts to the SGF

o The final estlmate made in March,: April, or June is the adjusted orrglnal estimate plus or’ mlnus changes
subsequently’ made by the Consensus Estrmatmg Group. It also lncludes the estlmated |mpact of Ieglslatron on
recerpts - . oo

The table (above) presents estimates compared to actual recelpts srnce FY 1975 the_ '

fiscal year for which the current process was initiated. First, .the adjusted. orrgrnal estlmate is
compared to actual collectrons and then the final estrmate is compared to actual '

: Concluding Comments

‘Consensus revénue estimates are based on current federal and state Iawsand their
current interpretation, These estimates will be further adjusted in mld-Aprll pnor to the
conclusion of the 2013 Legislative Session. : :

' Kansas Legislative Research Department 6 "~ LBC& Go_viernOr-—_":Kll_RD & DoB
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: Table 1
State General Fund Recelpts
(Dollars in Tltousamls) : i
’ ey Consensus Estlmate November6 2012
FY 2012 (Actua]) ~ FY 2013 (Revised) FY.2014
Percent- Percent - . Ve Percent
. S : Amount' Change ~ Amount Chérig_e_ N “Change
Property Tax/Fee: - ‘ , o s o ST
Motor Carrier - $° 24814 71 % $ 26,000 48 % $ 39000 - 500 %
Income Taxes: , v o RN o
* Individual $ 2,908,029 73 % $ 2,810,000 G4 % $ 2385000  (15D%
-Corporation 284,466 26.5 " 340,000 19.5. - :360,_000‘ .59
Financial Inst. 25,849 19.4 , 29,000 122 30,000 . 034
i Total - $ 3,218,344 " 89 % $3,179000 - (12)% $ 2 (12 %
;Exc1se Taxes: ‘ ' o o ‘ o SRR
|- Retail Sales . " -$2,136,353 8.7 % $ 2,225,000 41 % $-1 Lo23)% |
| . Compensating Use 325339 130 345,000 6.0 Co Lo(122)
- Cigaretté - 96,661 08 . :92,000  (4.8) e
“Tobacco Products . 6,978 62 7,000 03 ~290
Cereal Malt Bev. 2,081 92 1,900 8.7) -
L1quor Gal]onabe 18,543 15 19,000 - 2.5 e L
Liquor Enforcement " 58,862 49" 60,500 2.8 1.7
~ Liquor Drink ‘ 9,528 58 9,500 C(03) . 32
- Corp. Franchise 9817 - (676) £ (5,000) - (150.9) 220.0 .
. Severance . 107253 -~ -~ 87 . 100,100 - (6.7) 373
S Gas - o0 40276 - (23) 212000 (47.4). 575
S0 66,977 166. 78,900 17.8 - 104,000 318
Total " - - $2,7711,417 78 % $ 2855000 3.0 % $- 2,590,0,09‘  . (9 3) %.
e 8 Other Taxes L e : SRS R ::.' ; /;A -
 * Insurance Prem 143,180 Co1.0- % $ . 140,000 Q2% $ 0. 64 %
| Miscellaneous 2718 340 ¢ 2,500 0 2500 - 1
) Total - . T§ 145,898 15 % § - 142,500 23)% $ 151,500 63 %
_Total Taxes $6,160,474 - 82 % $ 6,202,500 0.7 % §:5,555500, (104)% | -
Other Revenues: . : o ' : o IR
- Interest ~ $ 9677.  (51.00% $ - 10,000 33 % $:,-;- 9700 GO %
© 'Net Transfers 180,521 519 - (101,900)  (156.4) ' (155 900) - (53.0)
~Agency Earnings - 62,079 23.1°° 58,500 (5.8) 55,0000 - (6.0)
Total = - 8 252277 334 % - $ (33400) . (1132)% - _;-(173 :)%
| Total Receipts $ 6,412,751 9.0 % - $ 6,169,100  (38)% (114)%
o 7
|




‘Table 2 . \
State General Fund Recelpts
FY 2013 Revrsed '
Companson of November 2012 Estimate to June 2012 Estxmate .
i (Dollars in Thousands) '

) Other Taxes

' FY2013 CREESt. FY 2013 Differsnce i 5 |-
‘as Adj. for Legis. CRE Estimate - - Amount " - - Pet. Chg |-

PropertyTaX/Fee: ‘ L p ' S
Motor Carrier $ 21,000 § 26,000 ~§ 5000 :°

_Income Taxes: ) v . S » S 1
 Individual - % 2870800 § 2,810,000 § (60,800)° . D% [
Corporation -~~~ 270,000 . "340,000 70,000 - . 259
* FinancialInst. . © 26,000 29,000 03,0000 ULS |
. | Total © - % 3,166,800 - $ 3,179,000 $ 12200 - 04 %

ExcrseTaxes T ST T
| "Retail Sales - SU$ 4 2,225000 0§ 02225000 $-
| CompensatingUse =~ 350,000 345,000 (5,000) "
Cigatette S0 92000 0 o 092,000 e
Tobacco Product - 6,900 7,000 100 -
"+ Cereal Malt Beverage 1,900 R 1,900 el
Liquor Gallonage: Lo 19,0000 19,0000 - S
Liquor Enforcement 59,500 '. 60,500 - 1,000
| - LiquorDrink. - - 93000 9500 200. -
© Corporate Franchlse' L 6000' o (s, 000) (ll ,000) - =
-} . Severance - - o 119_800'- 100,100 (19, 700)‘;',
CooGas . L 273000 0 21,2000 - (6,100)
desoei 9255000 78,900 - (13,600) -
| Total .8 28804000 $ 2,855,000 (34,400)

_69.

Insurance Premium . § 7 140,000. $ 140,000 R T
B ~Miscellaneous A - 25000 o 02,5000 - 5000
| Total $ 142000 - $ 142500 $ 500 -

| Total Taxes C 8 6219200 8 6202500  $(16700)

Other Revenues: , SR i : J T .
Interest ' $ . 7900 $ 10000 $ 2,100 -
Net Transfers : C(104;290) - - (101,900) - 2390 .
Agency Earnings , 51,510 . 58,500 6,990 -,
Total Other Revenue % (44,880) - §  (33,400) - $ 11,480 -

Total Receipts ' § 6174320 $ 6,169,100 $ (5220) . if (01)%

>



