


1] ’(’

Darrel Daines,
State Controller

The State Controller is a constitutional officer elected for a four year term by the general
electorate. The Controller is the ex-officio chief fiscal officer of the State and is empowered to
represent the State in fiscal matters with the Federal Government. The Controller is charged
with the responsibility of paying State obligations, paying employee salaries and maintaining
the official accounting records of the State. He is responsible for demonstrating accountability
to the public by preparing the Comprehensive Annual Financial Report.

The State Controller serves as member of both the State Board of Finance and the State
Transportation Board.

Mr. Daines retired on January 4, 1999, after serving 16 years as the Elected State Controller.
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DARREL DAINES
State Controller

To the Citizens,
Governor and
Legislators of the
State of Nevada:

STATE OF NEVADA PHONE: (775) 684-5750
FAX: (775) 684-5696

OFFICE OF E-mail: <ddaines@govmail.state.nv.us

STATE CONTROLLER

STATE CAPITOL BUILDING
101 NORTH CARSON STREET, SUITE 5 KEN WEST
CARSON CITY., NEVADA 89701-4786 Chief Deputy Controller

December 11, 1998

| present the comprehensive annual financial report for the fiscal year ended June 30,
1998. This report will be my last, after having served sixteen years as the State
Controller. Over this period, there have been many changes. The State population has
more than doubled since 1982. More recently, from 1997 to 1998, the State population
increased by 8%. We have also seen unheralded economic growth, since 1982
General Government Revenues have increased by over 300%. However, events this
past year along with the financial condition of the State indicate a deceleration in the rate
of our economic growth. The resulting reduction in the revenue growth has prompted
the outgoing governor to implement a hiring freeze and require certain reservations of
spending authority by all agencies. These corrective actions are anticipated to offset the
expected revenue shortfall in fiscal year 1999.

Responsibility for the accuracy, completeness and fairess of this financial presentation
rests with my office as State Controller. | am confident that the information reported is
accurate in all material respects, is reported in a manner which fairly presents the
financial position and results of operations of the State, and includes all disclosures
necessary to enable the reader to gain an understanding of the State’s financial
activities.

The comprehensive annual financial report is presented in three sections: introductory,
financial and statistical. The introductory section includes this letter, organization chart,
major initiatives, a report on the economic outlook and a special feature from the
Nevada Film Office. The financial section includes the independent auditor’s reports,
the general purpose financial statements, and the combining, individual fund and
account group statements and schedules. Trend information on fiscal, social and
demographic measures on a multi-year basis is included in the statistical section.

This report has been prepared in accordance with generally accepted accounting
principles (GAAP) for governments as promulgated by the Governmental Accounting
Standards Board (GASB). The independent accounting firm of Kafoury, Armstrong &
Co. has audited the accompanying financial statements. The audit was conducted in
accordance with generally accepted governmental auditing standards and the auditor’s
opinion appears first in the financial section. This year we received a qualified opinion
on the general-purpose financial statements. New disclosures for the year 2000 are
required this year by generally accepted accounting principles. The American Institute
of Certified Public Accountants (AICPA) has expressed concern that the year 2000
disclosures are neither assertable by management, nor verifiable by auditors. The
AICPA has advised auditors to be cautious when being associated with the disclosures
required. Therefore, auditors have to consider whether or not to issue a qualified
opinion. Our auditors have decided to qualify their opinion based on the new
disclosures. (See MNote 14H to the financial statements for more information.)




In addition, as described in Note 10 to the financial statements, the auditors were not able to satisfy themselves as
to the claims expense and the reserve for incurred but not reported claims in the Self Insurance Fund. Except for
these two items, the auditors’ opinion states that the general-purpose financial statements present fairly, in all
material respects, the financial position of the State as of June 30, 1998, and the results of its operations and cash
flows of its proprietary fund types, and non-expendable trust funds for the year then ended in conformity with
generally accepted accounting principles.

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the State of Nevada for its comprehensive annual financial
report (CAFR) for the fiscal year ended June 30, 1997. The Certificate of Achievement is a prestigious national
award recognizing conformance with the highest standards for preparation of a state and local government
financial reports.

In order to be awarded a Certificate of Achievement, a government unit must publish an easily readable and
efficiently organized comprehensive annual financial report, whose contents conform to program standards. The
CAFR must satisfy both generally accepted accounting principles and applicable legal requirements. A Certificate
of Achievement is valid for a period of one year only. The State of Nevada has received a Certificate of
Achievement for the last ten consecutive years. We believe our current report continues to conform to the
Certificate of Achievement program requirements and we are submitting it to GFOA.

Reporting Entity - Nevada, named the “Silver State” due to the vast quantities of silver mined from the Comstock
Lode in the 1800s, is bordered by California, Oregon, Idaho, Utah and Arizona. The State lies in the Great Basin,
an arid region east of the Sierra Nevada Mountains, where the average annual rainfall is less than ten inches.
Approximately 87.6 percent of the 110,000 square miles of valleys and north-south mountain ranges is under
federal ownership.

The economy and the tax base of the State are dependent upon the interrelated gaming and tourism industries, as
well as upon federal activities, mining, warehousing, manufacturing, and agriculture. Nevada has experienced one
of the fastest rates of population growth in the nation. The 1990 census showed a 55% increase over 1980 and
the 1998 forecast of 1.9 million people indicates that Nevada's population has grown over 50% since 1990.

The State has operated under a constitution approved in 1864 and provides for a full range of services. These
services include education, health and social services, highway maintenance and construction, law enforcement,
judicial, public safety, business regulation, and resource development. State agencies and entities included in this
report are those for which the State is considered to be financially accountable. There are several occupational
licensing boards where the State’s accountability is limited to State officials making appointments to the boards.
The State does not exercise financial or administrative control over these boards and thus they are excluded from
this report.

The following State agencies issue independent financial reports:

Colorado River Commission

Department of Museums, Library and Arts’ Museums and History Fund
Housing Division

Legislative Counsel Bureau'’s Legislative and Contingency Funds
Legislators’ Retirement System

Public Employees’ Retirement System

Risk Management's Self Insurance and Insurance Premiums Funds
Employers Insurance Company of Nevada

University and Community College System of Nevada

Copies of these independently audited reports are available upon request.

Internal Controls - State management is responsible for designing and encouraging adherence to policies and
controls that safeguard resources. Internal controls are designed to provide reasonable, but not absolute
assurance regarding:

e The safeguarding of assets against loss from unauthorized use or disposition, and
» The reliability of the financial records for preparing financial statements and maintaining accountability of
assets.

Such controls require judgment by management that the costs of controls should not exceed the benefits derived.
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In addition to internal controls, the State also maintains budgetary controls to ensure compliance with the biennial
financial plan as enacted by the Legislature through the appropriation and authorized expenditure acts. Budgetary
controls also contain a system of encumbering purchase orders to ensure that appropriations are not exceeded.

General Government Functions - The following schedule presents a summary of revenues and other financing
sources for the fiscal years ended June 30, 1998 and 1997, of the general fund, special revenue funds, debt
service funds, capital projects funds, and expendable trust funds. Net transfers from/to other funds are included
as other financing sources.

1998 1997 Increase (Decrease)
Amount Percent Amount Percent Amount Percent
Taxes 1,983,447 572% $ 1,893,533 506% $ 89,914 4.7%

Intergovernmental 950,533 27.4 908,806 24.3 41,727 4.6
Licenses, fees and permits 204,653 59 198,622 53 6,031 3.0
Sales and charges for services 50,427 1.5 44,885 12 5,542 12.3
Interest 164,843 4.8 113,061 3.0 51,782 45.8
Other revenues 47,932 14 52,396 1.4 (4,464) -8.5
Other financing sources 63,684 1.8 529,460 14.2 (465,776) -88.0
$ 3,465,519 100.0% $ 3,740,763 100.0% $ (275,244) -7.4

—— —————— —r————— emaatreere e e
e ——/————— T/ e

The increase in taxes was due to growth in the economy and population rather than new taxes or increased tax
rates. However, the increase was less than what was anticipated in the budget. Taxes represent more than 50%
of the resources available to the State for general government functions with sales taxes and gaming taxes
representing approximately 60% of total taxes. The following chart depicts graphically sales and gaming taxes
over the past four years. . _

The chart shows that sales taxes have
increased 30% over the four years, and
gaming taxes have increased 12%. Sales
tax growth slowed down in 1998 to 5%,
while gaming tax growth increased to 3%.

$ Millions

OSales Tax B Gaming Tax

Intergovernmental revenues, the next largest source, are predominantly federal. Interest derived from the
investment of idle cash increased substantially. This increase was due to increased earnings rates as well as to
the increase of cash and investment balances due to the improved fiscal health of the State. Other financing
sources show a substantial decrease, due primarily to a decrease in proceeds from bonds. This was anticipated
because debt financing does not occur on a uniform basis. Table !l in the statistical section shows a ten-year time
profile of resources for general government.




The following schedule presents a summary of general fund, special revenue funds, debt service funds, capital
projects funds, and expendable trust funds expenditures and other financing uses for the fiscal years ended June
30, 1998 and 1997. Net transfers to/from the university system are the other financing use.

Expenditures and Other Financing Use
(Expressed in thousands)

1998 1997 Increase (Decrease)

Amount Percent Amount Percent Amount Percent
General government $ 114,531 34% % 101,565 32% $ 12,968 12.8%
Health, social services 1,162,628 34.0 1,090,069 342 72,559 6.7
Education 30,476 0.9 26,460 0.8 4,016 15.2
Law, justice, public safety 341,970 10.0 276,275 8.7 65,695 23.8
Regulation of business 67,816 2.0 63,730 2.0 4,086 6.4
Transportation 331,302 9.7 312,592 9.8 18,710 6.0
Recreation 91,436 27 89,011 28 2,425 27
Intergovernmental 767,476 225 672,812 211 94,664 14.1
Capital improvements 46,849 14 49,298 1.5 (2,449) -5.0
Debt service 157,868 46 161,422 48 6,446 43
Other financing uses 302,878 8.9 350,404 11.0 (47,526) -13.6
$ 3,415230 100.0% $ 3,183,638 100.0% $ 231,592 7.3
Intergovernmental

Recreation

. . Capital improvements
Regulation of business Debt service

Transportation
Other financing use
Law, justice, public safety

General government
Education

Health, social services

Expenditures for general governmental functions increased by approximately 13% over 1997 as shown in the
preceding table. This was due primarily to costs incurred of over $20 million for the securities lending program.
Expenditures for transportation increased by $19 million primarily due to additional construction projects in 1998.

The increase in intergovernmental expenditures is primarily due to:

e $53 million increase in payments to local school districts driven by a 5% increase in public school enroliment,

e $10 miliion increase in payments to local school districts for class size reduction, and

» $7 million of additional special appropriations to various cities and counties throughout Nevada for programs
and projects

Swings in capital improvement expenditures occur due to the biennial cycle of the Legislature and their
authorization of projects. The 4% increase in debt service was anticipated. The other financing uses consist of net
transfers to the University System (a component unit). Enroliment at the University System increased by 7% in the
last year.
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Unallocated Reserves

An important indicator of fiscal health is
“unallocated reserves” which include the
undesignated fund balance in the General
Fund and the “rainy day” fund balance.
The accompanying chart depicts those
balances. Table Il in the statistical
section provides a ten year comparison.
The “rainy-day” fund balance remained at
$128.8 million while the General Fund's
undesignated fund balance decreased by
$80 million, resulting in a combined
balance of $39 million in 1998. This was
another fiscal indicator that prompted the
Governor to implement corrective fiscal
measures.

Proprietary Operations - Internal Service Funds - The internal service funds charge and recover costs from
State agencies for services such as building maintenance, printing, insurance, data processing, motor pool and
others. Rates charged to State agencies for the operations of the internal service funds are adjusted in following
years to offset gains and losses. In 1998, these funds showed a net loss of $28.8 million. The Self Insurance
Fund incurred a net loss of $26 million for the year. Management has used surpius earnings accumulated from
prior years to offset the loss. They also plan to assess participating entities an additional amount to cover the
excess of health insurance costs over the premiums levied for fiscal year 1999. In addition, beginning January 1,
1999, certain benefits of the plan will be changed to decrease costs, as well as increase revenues.

As noted earlier, the auditors of the Self Insurance Fund have disclaimed their opinion. That disclaimed opinion
centered over the accuracy of the claims expense. Management is addressing this problem with a new contract
with our third-party administrator. This contract starting January 1, 1999 will have increased penalties to insure
financial accuracy and timely processing of claims. Also, provisions have been made for increased auditing
external to the third-party administrator. Management believes that the above actions will mitigate the problems by
the close of fiscal year 1999.

Proprietary Operations - Enterprise Funds - The enterprise funds primarily reflect the activities of:

s The Colorado River Commission (CRC), which has two funds. The Power Marketing Fund provides for the
purchasing and selling of electrical power from Nevada's share of the generating facilities at Hoover Dam and
other power marketing related activities. The Power Delivery Fund provides for the construction and operation
of certain electric power transmission and distribution facilities to initially serve the planned expansion of the
Southern Nevada Water System.

¢ The Housing Division, which provides low interest loans to low and moderate income households.

» The Employers Insurance Company of Nevada, which provides benefits of medical care, disability
compensation and rehabilitation services to Nevada workers who are injured or contract a disease in the
course of their employment.

Combined assets of enterprise funds increased by $558 million in 1998 and combined liabilities increased by $287
million, resulting in a net reduction to fund deficit of $271 million. These improvements over 1997 were primarily due
to improvements realized by the Employers Insurance Company of Nevada. The Employers Insurance Company of
Nevada reported net income of $254 million and a fund deficit decrease from $856 million in 1997 to $603 miillion in
1998. The laws enacted by the 1993 Legislature and management efficiencies are proving effective in reducing the
Nevada State Insurance Fund deficit which peaked at $2,159 million at June 30, 1993.




Pension Trust Operations - The Public Employees’ Retirement System (PERS) covers most public employees of
the State and its political subdivisions, as well as other public employees. PERS net assets held in trust for
pension benefits increased $1,64 1million in 1998; however, PERS unfunded accrued liability, using the entry age
normal cost method, decreased $14 million to $2,674 million at June 30, 1998. The funded ratio increased from
75.6% in 1997 to 78.2% in 1998. Under the present plan and actuarial method the unfunded liability will be fully
amortized over a period of 26 years from July 1, 1997. Additional information is available in the Actuarial Section
of PERS separately issued financial statements.

Debt Administration - The bond ratings from Moody'’s Investor Service and Standard and Poor’s remained at Aa
and AA respectively. These ratings reflect a good economic base and sound financial management. On June 30,
1998, outstanding bonded debt was (expressed in thousands):

General Obligation Bonds $ 1,748,836
Highway Revenue Bonds 17,700
Mortgage Revenue Bonds 915,053

3 2681589

Only $499 million of the $1,748 million general obligation bonds are paid through a tax levy on property. The
remaining $1,249 million are serviced through user fees from enterprise fund operations, slot machine taxes, and
revenues from local governments for the municipal bond bank and the water poliution control bonds.

The Constitution of the State limits the aggregate principal amount of the general obligation debt to 2% of the total
reported assessed property value of the State. As of June 30, 1998, the debt limit and remaining capacity were as
follows (expressed in millions):

Debt limit (2% of assessed value) $ 831.7

Less: Bonds and leases payable 476.0
Remaining debt capacity $ 3557

Exempt from this limit are debts incurred for the protection, preservation and development of natural resources.

New bonds sold during the 1998 fiscal year were (expressed in thousands):

General Obligation Refunding 7/15/97A-1 $ 68,805
General Obligation Refunding 7/15/97A-2 12,285
Colorado River Commission - Power Delivery 9/15/97A 49,270
Water Refunding Bonds 9/15/97B 5,545
Municipal Bond Bank 65 & R-6 4/1/98 242 355
Housing Single Family 711197 30,000
Housing Single Family 2/1/98 30,000
Housing Single Family 3/1/98 30,000
Housing Multi-family Austin Crest 111/97 15,750
Housing Multi-family Rancho Mesa 11/1/97 13,095
Housing Multi-family Maryland Villas 12/2/97 4,900
Housing Multi-family Judith Villas 12/2/97 6,500
Housing Muiti-family Joshua Villas 12/2/97 8,000

Housing Multi-family Cheyenne Point 3/1/98 10,300

vi
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Capital Projects - To keep pace with demands of the growing population and economy, the State has a
substantial capital project program. The following is a summary of major projects during 1998.

Expended by
(Expressed in millions) June 30, 1998 Total Budget
Clark County Armory $12.6 $15.0
Juvenile Treatment Facility — Las Vegas 8.7 8.8
Construction of a 125-bed Housing Unit, Prisons-Carson City 7.3 7.4
Integrated Financial System 53 301
Construction of a 3,000 bed Prison, Indian Springs 2 90.1

Not shown in the capital projects funds nor in the general fixed assets account group are the efforts of the
Department of Transportation in improving and maintaining our highway infrastructure. During fiscal year 1998,
the Nevada Department of Transportation contracted $97 million in work to increase highway capacity, reconstruct
the Interstate, build or rehabilitate 21 bridges, and increase safety. In addition, $61 million of state-funded overlay
and reconstruction work was contracted. A total of 532 miles of overlay and reconstruction work was advertised
for construction.

University and Community College System of Nevada Funds (University System) - An elected eleven-
member Board of Regents supervises the operation of the University System, comprising two universities, four
community colleges and a research institute. Revenues in the current operating funds increased by $16 million to
$349 million. Expenditures of current operating funds were recorded at $583 million, an increase of $53 million.
State support increased $55 million to $298 million. Enroliment data are available in Table XVII of the statistical
section.

Cash Management - Cash temporarily idle is invested by the State Treasurer. All cash except for monies in
pension trust funds, Unemployment Compensation Fund, Nevada State Insurance Fund, and the University
System are combined in the State Treasurer's investment pool. Uncommitted balances are invested in
collateralized repurchase agreements, bankers acceptances (only those eligible for discount with the Federal
Reserve), commercial paper issued by U.S. corporations (rated A-1, P-1 or better), corporate bonds issued by
U.S. corporations (rated A or better), and securities of the U.S. government with typical maturities ranging from
one day to five years. "

The State Treasurer also operates a separate investment pool for local governments to take advantage of the
greater interest earnings through pooled investments. The type of securities purchased and the investment
policies are similar but somewhat more restrictive than those of the State pool.

Risk Management - The State is self-financed against certain property and liability claims. The Risk Management
Division manages the Self Insurance Fund for group health insurance. Revenues are generated through charges
to employees and departments to pay for contracted insurance and self-funded plans. The Division also manages
the Insurance Premiums Trust Fund to provide fidelity, property and workers’ compensation coverages. The
Insurance Premiums Trust Fund is fully self-insured for general, civil and vehicle liability.

Conclusion - This report continues my commitment to inform and clearly demonstrate the financial condition of
the State to the citizenry and the financial community. Considerable effort and cooperation has been exhibited by
all of the State agencies, the Legislature and the Judiciary. Without their efforts, this financial report could not
have been produced. | extend my sincere appreciation to the management and the leaders of State government
for their stewardship. | especially thank John P. Comeaux and William D. Anderson for their contributions of the
major initiatives and economic outlook sections. Our pictorial theme highlights feature films made in Nevada. |
appreciate and thank the Nevada Film Office for their outstanding efforts in this feature. | commend the efforts of
the accounting firm of Kafoury, Armstrong & Co.

In conclusion, my legacy to the State is leaving behind a staff that is both dedicated and technically proficient.
Respectfully submitted,

Darrei R. Daines
Nevada State Controller
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Major Initiatives

John P. Comeaux
Director, Department of Administration

Integrated Financial System

The Integrated Financial System (IFS) will integrate accounting, purchasing, and personnel systems and provide state
financial managers with accurate, consistent and timely data. It will also meet the internal accounting, administrative
and state/federal reporting requirements for the Department of Transportation. The IFS will reduce duplicate data
entry and manual record-keeping, ease federal grants and projects reporting, and make the state's accounting
process less labor intensive, less paper intensive, and less costly. The initial users will be the Controller's Office and
the Departments of Administration, Personnel and Transportation. Eventually all Nevada departments will be users.
The core of the system will be up and running in fiscal 1999.

Year 2000

The Department of Information Technology (DolT) has worked aggressively on the state's Year 2000 effort and
project plan. However, the complexity of the coordination of all aspects of the project: diverse applications and
solutions, interfaces, and independent agencies pose a significant challenge. To accurately determine the project's
scope and complexity, DolT's Y2K project plan was broken into six major phases: Awareness, Assessment, Strategic
Planning, Conversion, Integrated Testing and Implementation.

During the project's assessment phase, data was collected from 24 departments and 86 agencies totaling 160
applications and 20,048,944 lines of code. Initial efforts and focus concentrated on the state's critical applications and
core operations. DolT's project plan also addressed the following areas: mainframe hardware and software (including
licenses), interfaces, both internal and external; personal computer; local area network; wide area network hardware
and software; phones; PBX; telecommunications; embedded systems; contingency plans for critical functions; and
guidelines and certification policies. Currently, we are on schedule with our plan for code renovation to be completed
by December 31, 1998. This will allow a full year of testing, implementation and any necessary remedial action.

DolT also entered into an innovative beta test partnership with the private sector, which resulted in savings of $9
million to the state in vendor contract costs. Additionally, Nevada was the first state to pass legislation addressing the
legal liability issue (SB 180).

Because we are acutely aware that the Year 2000 has always been much more than a technical problem, the
department has taken a proactive leadership role to increase awareness among the public, government and private
sector entities:

» Assist state regulatory agencies to conduct public hearings to determine Year 2000 compliancy within their
respective regulated industries

Develop State Interface registry

Chair the State Coordinating Council for State Emergency Contingency Plan

Appointed member of national and federal year 2000 Committees

Dedicated full time Quality Assurance position to validate certification

Nevada Check Up

Nevada Check Up provides health insurance to uninsured children of low-income families who are ineligible for
Medicaid. The federal government approved Nevada's children's health insurance program in August of 1998. As of
November 1, 1998, 2,500 children were enrolled. Health care services are delivered through health maintenance
organizations in Clark and Washoe counties, and by Medicaid providers through fee for service in rural areas.



Workers' Compensation

In 1993, 1995 and again in 1997, the Legislature adopted laws which enabled significant reform to occur in the
workers' compensation system in Nevada. The more prominent reforms include reductions in overall medical costs
through various cost containment strategies, downward adjustment to benefit levels and changes in the financial
administration of the State Insurance Fund. On July 1, 1997, the Nevada Legislature enacted Assembly Bill 609 (AB
609), which was designed to make various changes to the provisions governing industrial insurance. Under AB 6089,
State Industrial Insurance System business was divided into two separate accounts: (1) the "Account for Extended
Claims" and (2) the "Account for Current Claims."

Business underwritten and claims incurred prior to July 1, 1995 have been allocated to and are now the sole
responsibility of the "Account for Extended Claims." New business and existing claims liabilities on business written
on or after July 1, 1995 are recorded as the "Account for Current Claims." Effective July 1, 1998, the State of Nevada
dropped the name State Industrial Insurance System, and formally changed the name of the "Account for Current
Claims" to Employers Insurance Company of Nevada.

Electric Restructuring
Electric restructuring is the term applied to the changes being made in the way customers purchase power.

Currently, electric power is supplied by one utility company that has the exclusive right to provide all power within a
specific geographic area. In the future, many different companies will compete to provide electricity to customers.

The Public Utilities Commission of Nevada is developing regulations for competitive electric service in Nevada. The
Commission will determine which components of electric service are suitable for competition, complete consumer
protection provisions and establish licensing requirements for all alternative sellers. At a minimum, the procedures
and conditions for licensing will assure: 1) safety and reliability of service, 2) financial and operational fitness, and 3)
adequate billing practices and customer service practices to assure good behavior in the marketplace. Alternative
sellers who are licensed by the Commission will be able to offer electric services and consumers will be able to
choose who provides them power on or before December 31, 1999, barring any unforeseen circumstances.

The purpose of electric restructuring in Nevada is to improve efficiency, encourage innovation, and lower costs.
Welfare Reform

Nevada's Temporary Assistance for Needy Families (TANF) caseload dropped 42% between March 1995 and
October 1998. The Welfare Division assesses individual clients' strengths for entering the work force. Beginning in
fiscal 1998, individuals and the division mutually agree on a Personal Responsibility Plan to enable the family to
become economically independent of taxpayer assistance. The division also opened a training center for clients, and
currently helps non-custodial parents find work. Working with county district attorneys, child support collections
increased 80% in the past six years.

Hiring Freeze

In the spring of 1997, the Economic Forum forecasted fiscal 1999 certain general fund revenue at $1,542,428,610.
The Legislature passed appropriations using the Forum's forecast. By December 1998, revenue collections for fiscal
1999 were significantly below the forecasts used to construct the budget. On December 1, the Economic Forum
dropped their forecast by $69,469,812, or 4.5%, to $1,472,958,798. In addition, the state faced a one-time expense
to restore the Benefits Services Trust Fund, which was depleted by costs associated with the failure of the contracted
third party claim administrator, and faced supplemental appropriations for certain key programs. In anticipation,
Governor Bob Miller ordered a hiring freeze. The Budget office set minimum projected reversions for state agencies.
As this goes to press, it appears the hiring freeze and required reversions should cover the revenue shortfall. The
Governor and the Budget Director will continue watching revenues and expenditures carefully, and may need to make
further budget adjustments in fiscal 1999.
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ECONOMIC REVIEW AND OUTLOOK

William D. Anderson
Economist, State of Nevada Budget and Planning Division

INTRODUCTION

Unfolding events over the past year point to a deceleration in the pace of economic growth, both nationally and in
Nevada. Nonetheless, the economy continues to grow and talk of recession appears, at this stage, to be premature.

The U.S. economy emerged from the early-1990s recession in March 1991. The current upturn is fast-approaching
the expansion of the 1960s (106 months) as the longest on record. In Nevada, the economic expansion has resulted
in average annual job growth of 6.3% since fiscal year 1992. Over the same time, real personal income growth has
averaged 6.7% per year. Population growth has averaged 5.8% annually over the course of the past five years.

On the fiscal side, the State’s two largest revenue sources, sales and gaming taxes, surged during the mid-1990s.
Double-digit sales tax increases were recorded each year between fiscal years 1994 and 1997. Percentage fee
collections, the State’s largest source of gaming revenue, turned in gains of at least 6% every year between fiscal
years 1993 and 1996. Over the course of the past year or two, however, revenue growth has subsided. Trends of
late point to underlying General Fund revenue growth in the mid-single digits.

While most other states strive for the economic growth that Nevada achieves year after year, constrained revenue
growth will challenge the State’s fiscal policymakers in the years ahead as they utilize these scarce resources to meet
the ever-growing demands resulting from the State’s unprecedented growth.

REVIEW

The news of late has been dominated by concerns over the potential impacts of Asian-based problems on the U.S.
economy. Some forecasters suggested that these problems represented the catalyst for a full-blown recession in the
U.S. The financial markets reacted with alarm, as evidenced by slumping U.S. stock markets over the summer.

However, as the year draws to a close, it appears that the concerns of many were arguably overblown. Aithough the
pace of the economic expansion is showing signs of slowing (Chart 1), a recession does not appear to be on the
horizon and stock markets show signs of turning bullish.

Chart 1
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In Nevada, the economy remains strong. Essentially every measure of economic performance is encouraging. Since
1992, the rate of personal income growth in Nevada has been double the growth turned in nationwide (Chart 2).
Nevada job growth has been about triple the pace of job creation in the U.S. (Chart 3).
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Still, signs of deceleration are evident. At 7.5% in 1997,
Nevada personal income growth eased from three
consecutive years of double-digit gains. Job growth, at a
solid 4.4% in FY 1998, was below the pace of previous
years. Taxable sales growth eased considerably in fiscal
year 1998, cutting sales tax growth in half. Although
inherently volatile, growth in gaming win has eased from
the pace of the mid-1990s (Chart 4). Over the course of
the past year, the State’s mining industry has retrenched
in the face of weak gold prices. The end result is
stagnant or declining job rolls and significant reductions
in the level of taxable sales in many of the State’s mining-
based rural communities. Other anecdotal evidence of
the impacts of mining’s difficulties can be found in school
enrollment declines in some of the State’s rural counties.



The construction sector, however, remains vibrant in Nevada. Job growth remains in the high single-digits. Existing single-
family home sales are up by nearly one-fourth in the second quarter of 1998. Housing permit issuance is up 7%, through
August, on a year-to-date basis. Housing starts during the second quarter stand 10.2% higher than a year ago. The value
of nonresidential permits is up 11.8% in the second quarter. In addition, the Las Vegas Strip is in the process of another
major round of mega-resort expansion projects.

All things considered, the Nevada economy remains on solid ground. Although driven by the service sector, the State’s
goods-producing industries, with the exception of mining, are thriving and prospering in Nevada’'s hospitable business
climate. However, an encouraging past does not guarantee a promising future. As outlined below, there are some
outstanding issues which have the potential fo adversely impact Nevada's impressive economic showing.

OUTLOOK

The business cycle is not dead. The current expansion in the national economy will eventually end. While there are
problems to be addressed, on both the domestic and international fronts, the current outlook favors a continuation of
the economy’s recent positive performance.

WEFA, Inc., a well-respected economic forecasting firm, is predicting that economic growth will hover around 2% to
2.5% over the next six years (Chart 5). Perhaps most importantly for Nevada, WEFA expects similar growth in the
level of “real” consumer expenditures, after adjusting for inflation. The odds of a near-term recession, according to
WEFA, are about one-third. While a recession cannot be ruled out at this time, the positives clearly outweigh the
negatives.

Chart 5
U.S. Real GDP Growth: History and Forecast
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This moderate growth scenario will not threaten continued brisk expansion in the Nevada economy. Job opportunities
will continue to expand in Nevada (Chart 6). Current Budget Office expectations are for growth to increase slightly to
roughly 5.5% in the near-term, fueled mostly by expansion projects on the Las Vegas Strip. Following that initial
burst, growth should ease to near 4%, an underlying rate of job growth which would represent a boom in most states.
Personal income growth will follow the same underlying trend (Chart 7).
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Chart 6
Nevada Nonagricultural Job Growth: History and Forecast
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There are several issues, which will drive the
short- and long-term economic and fiscal
outlook in Nevada. The most pressing short-
term issue revolves around the ability of the
Las Vegas Strip to absorb the current round of
supply-side expansions in a profitable manner.
For this to occur, the demand-side of the
market must keep pace. If it does not, the new
properties will simply redirect business from
existing establishments.

Chart7
Real Nevada Personal Income
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A factor impacting both short- and long-term
prospects revolves around unprecedented
growth in gaming outlets throughout the nation,
especially in neighboring California, and its
impact on Nevada casinos. Some argue that
the availability of gaming elsewhere hurts
Nevada. Others view gaming’'s proliferation
more positively, arguing that it helps “grow” the
potential market.
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On a similar note, the ability of the major gaming centers in Nevada to diversify and offer consumers leisure and
entertainment options not available elsewhere will surely impact the State’s long-term economic health. Consumers
can spend their gaming dollars elsewhere, but no comprehensive gaming, entertainment, and leisure center has yet
evolved to compete with Nevada, and especially Las Vegas, on all fronts.

Another issue impacting the future pace of State economic activity concerns the ability of the business community to
hire workers with necessary skills and expertise. [f the healthy job growth experienced in the State of late is to
continue beyond the end of this century, Nevada's labor markets must provide employers with the resources
necessary for them to thrive in an increasingly-competitive marketplace.

In sum, the Nevada economy continues to lead the nation. Even in the face of several important issues, near-term
expectations are for the State economy to continue performing at a very respectable clip.
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