LONG-TERM GENERAL FUND ESTIMATES

Summary

The JLBC Staff has developed General Fund Baseline
estimates through FY 2015 to assist the Legidature in
evaluating the state’s long-run fiscal condition. Given the
multiple years involved in these calculations, long-run
estimates are especially sensitive to small percent changes
in revenue and spending growth. For example, a 2%
change in the growth rate of either revenue or spending in
FY 2013 through FY 2015 would change the ending
balance calculations by $500 million in the third year. As
a result, the following projections are subject to
considerable change.

Based on the assumptions described below, the cash
balance is estimated to be $(171.6) million in FY 2014 and
$31.9 millionin FY 2015. (See Table2.)

Baseline Revenues

The Baseline revenue estimates are based on a consensus
forecasting process. Aswith FY 2013 revenues, the long-
run estimates are based on the average of 4 different
forecasts. This process is described in more detail in the
General Fund Revenue section.

The “4-sector” projected overal ongoing General Fund
growth is6.9% in FY 2014 and 7.9% in FY 2015. Table1
includes the individua forecast components. These
estimates reflect economic expansion during both FY 2014
and FY 2015. These growth rates reflect revenue growth
prior to tax law changes and Urban Revenue Sharing.
Typicaly, long-term forecasts are more cautious in
projecting high growth rates, given the uncertainty of
future events. As a result, the FY 2015 growth rate was
capped at 7.0%, which was the long-term average growth
rate prior to the booms and busts of the 2000s.

In FY 2014, enacted tax law changes will reduce revenue
growth by $(16.4) million relative to FY 2013. This
decrease is due to the annualization of the “new job” credit
included in the “Jobs Bill” (Laws 2011, 2™ Specia
Session, Chapter 1), which provides a $3,000 credit for the
creation of qualifying jobs. In FY 2015, the impact of the
“Jobs Bill” will be an additional loss of $(108.2) million,
mainly due to the decrease to the Corporate Income Tax
rate and increase in the sales factor, which begin to phase-
in that year. (See the General Fund Revenue section for
more detail.)

The elimination of the temporary 1-cent sales tax increase,
which was approved by the voters through May 2013, will
also reduce General Fund revenues by an estimated
$(912.8) millionin FY 2014.

The projected level of General Fund revenue is $8.45
billion in FY 2014 and $8.94 hillion in FY 2015. These
estimates do not carry forward any prior year shortfalls or
balances.

Tablel
4-Sector Consensus Forecast Per centages
UA UA

FAC  Low Base JBC Avg
FY 2014
Sales Tax 6.5% 4.9% 6.6% 7.1% 6.3%
Individual
IncomeTax  7.0% 3.9% 5.5% 6.9% 5.9%
Corporate
IncomeTax 9.8% 21.7% 21.9% 71% 15.2%
Wagt Avg 6.9%
FY 2015
Sales Tax 6.2% 9.3% 9.5% 7.3% 8.0%
Individual
IncomeTax  7.0% 6.9% 7.4% 7.5% 7.2%
Corporate
IncomeTax 7.0% 17.0% 12.8% 24% 10.1%
Wagt Avg 7.9%

Baseline Spending
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The long-term Genera Fund expenditures reflect the
requirements of existing statutory funding formulas and
other obligations. Excluding one-time items, permanent
ongoing baseline spending is projected to increase 3.2% in
FY 2014 and 3.3% in FY 2015.

In addition to normal caseload growth, federal changes to
the state Medicaid system will have significant spending
impactsin FY 2014 and FY 2015.

Beginning in January 2014, Medicaid digibility will
expand from 100% to 133% of the Federal Poverty Level.
In addition, over 100,000 childless adults who are
projected to lose coverage between FY 2012 and FY 2014,
due to an enrollment freeze, will again become eligible at
the sametime.

The federal government will absorb much of the cost in the
first several years of the program, paying 100% of the cost
for the 133% expansion population. In addition, the
federal match rate for childless adults will increase from
65% to 80%. The increased match rate applies for both the
returning 100,000 childless adults and the 120,000 who are
expected to remain on the program. The improved match
rate on the existing enrollees will help offset the cost of the
returning childless adults.

In addition, publicity on the availability of heathcare may
induce currently eligible but not enrolled individuals to apply,
increasing dtate costs.  Approximately 275,000 individuals




that qualify for coverage are not currently enrolled. It is
difficult, however, to determine the likdihood that new
publicity will encourage these individuas to enroll. Unlike
households above 133% of poverty, the new federal law does
not impose any pendty on the Medicaid eligible population
for lack of insurance. For the purpose of this estimate, it is
assumed that 50% of currently eigible but not enrolled
individualswill choose to participate.

Given these assumptions, the federal changes are expected
to cost the state $40 million in FY 2014, and $138 million
in FY 2015 (or an additional $98 million above FY 2014).

One other significant long-term impact is that the FY 2012
budget provided one-time savings in FY 2012 and FY
2013 related to restructuring the state obligations for the
Phoenix Convention Center financing to correspond to the
actual payment schedule. In FY 2014 the state cost will
increase by $14.4 million.

Overdl spending, including one-time adjustments, would
be $8.62 hillion in FY 2014 and $8.91 billion in FY 2015.
(See Table 3 for the projected spending levels of major
agencies.)

These estimates may be conservative as they do not
include any potential discretionary funding increases. A
major unfunded item is additiona prison beds. The
Department of Corrections recently cancelled a Request
for Proposals for 5,000 private prison beds due to lower
than expected inmate growth. As aresult, the Baseline has
no funding for the 5,000 cancelled beds. According to the
department, they only need 2,000 private beds and 500
maximum security state beds. Funding has not been added
for the 2500 requested beds pending Legidative
authorization.

In addition, the long-term estimates assume the continued

annual suspension of over $700 million of funding formula

requirements that are permanently authorized in law. (See
Table 4.) If these programs or any other new permanent
initiatives are funded in the FY 2013 budget, the projected
FY 2014 shortfall estimate would increase.

| Ending Balance and Ongoing Revenue and Spending

The projected FY 2014 and FY 2015 ending balances is a

product of both baseline revenue and spending projections
for those 2 years as well as legidative decisions. The
balance can be discussed in terms of the ending cash
balance by comparing total spending to total revenues.
Alternatively, the year-end position can be evaluated by
excluding one-time revenues and expenditures, and instead
comparing ongoing or permanent spending to ongoing
revenues. This is also caled the structural balance. For
FY 2014 and FY 2015 the cash balance and structura
balance are the same.
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Assuming the continuation of current policies and the
projected revenue and spending assumptions, the projected
ending cash baance in FY 2014 is a $(171.6) million
shortfall. The FY 2015 balance would increase to $31.9
million in FY 2015. In comparison, the projected ending
cash balance is $431.4 million in FY 2013. (See Table 2
for a Satement of General Fund Revenues and
Expenditures.)

Revising the Baseline assumptions would have a
significant impact on the long-term estimates. Slightly
dower economic growth and plaintiff verdicts in budget
lawsuits could create a larger FY 2014 shortfall and
convert the FY 2015 balance into a shortfall. If revenue
growth is 2% less than forecast and the plaintiffs prevail,
the projected shortfall in FY 2014 would increase from
$(171.6) million to $(1,072.0) million and the $31.9
million FY 2015 balance would become a $(1,001) million
shortfall. See FY 2013 Basdline section for more
information.



Table2

STATEMENT OF GENERAL FUND REVENUES AND EXPENDITURES 1/

REVENUES

WITH ONE-TIME FINANCING SOURCES

Ongoing Revenues

Prior Y ear Budget L egislation Changes

1¢ Sales Tax
Urban Revenue Sharing
Net On-going Revenues

One-time Financing Sources
Balance Forward
County Cash Contributions
Budget L egislation Changes
Fund Transfers

Subtotal One-time Revenues

Total Revenues

EXPENDITURES

Operating Budget Appropriations
Supplementals 2/

Administrative Adjustments
Revertments

Asset Sale/Lease-Back Debt Service
Subtotal Ongoing Expenditures

One-time Expenditures

Additional (27th) Pay Period
Subtotal One-time Expenditures
Total Expenditures

Ending Balance 3/

Structural Balance (with 1¢ TPT Increase) 4/

IS Iw N I

FY 2012 FY 2013 FY 2014 FY 2015
Adjusted Baseline Estimate Estimate
$8,065,262,800 $8,479,910,300 $9,020,924,300 $9,634,841,000
(39,265,400) (16,400,000) (108,200,000)
894,332,700 912,794,900
(424,423,400) (513,584,100) (551,392,700) (583,043,600)
$8,535,172,100 $8,839,855,700 $8,453,131,600 $8,943,597,400
3,243,000
38,600,000
13,867,400 (52,000,000)
318,277,700
$373,988,100 ($52,000,000) $0 $0
$8,909,160,200 $8,787,855,700 $8,453,131,600 $8,943,597,400
$8,239,472,700 $8,307,771,400 $8,578,695,400 $8,867,043,300
0 0 0 0
57,694,100 64,384,900 64,913,000 66,913,800
(99,053,700) (99,866,100) (102,944,300) (106,404,500)
49,050,700 84,119,800 84,099,600 84,103,700
$8,247,163,800 $8,356,410,000 $8,624,763,700 $8,911,656,300
79,000,000
$79,000,000 $0 $0 $0
$8,326,163,800 $8,356,410,000 $8,624,763,700 $8,911,656,300
$582,996,400 $431,445,700 ($171,632,100) $31,941,100
$288,008,300 $483,445,700 ($171,632,100) $31,941,100
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Significant one-time revenues and expenditures are separately detailed so as to permit the calculation of ongoing revenue and expenditures.

The FY 2012 Supplementals and Ex-Appropriations for 2 agencies total to a$0 impact. See page S-27 for agency details.
This calculation reflects the difference between total revenues and expenditures.
This calculation reflects the difference between ongoing revenues and expenditures.



Table3

EXPENDITURES

Operating Budget
-- Department of Administration
-- AHCCCS
-- Attorney General

-- Department of Commerce

-- Community Colleges

-- Department of Corrections

-- Department of Economic Security
-- Department of Education

-- Department of Environmental Quality

-- Department of Health Services
-- Judiciary

-- Department of Juvenile Corrections

-- State Land Department

-- Department of Public Safety

-- Department of Revenue

-- School Facilities Board

-- Universities

-- Department of Water Resources
-- All Other Budgets

-- Civic Center Payment

-- FY 11 Unallocated Adjustments
Total - Operating Budget

-- Additional Pay Period

-- Administrative Adjustments

-- Revertments

-- SalefL easeback Lease Purchase
Total Spending

Major Budget Units

FY 2012 FY 2013 FY 2013 FY 2014 FY 2014 FY 2015 FY 2015

Adjusted $ Above FY 12 Baseline $Above FY 13 Baseline $Above FY 14 Basdline
14,858,600 (1,436,400) 13,422,200 13,422,200 13,422,200
1,363,735,000 43,522,400 1,407,257,400 116,699,300 1,523,956,700 172,339,500 1,696,296,200
16,931,500 16,931,500 16,931,500 16,931,500
31,500,000 31,500,000 31,500,000 31,500,000
71,176,100 (5,233,500) 65,942,600 5,920,500 71,863,100 6,505,200 78,368,300
948,188,600 (800,100) 947,388,500 947,388,500 947,388,500
602,603,300 4,744,200 607,347,500 30,805,000 638,152,500 29,333,900 667,486,400
3,436,528,700 (27,823,800) 3,408,704,900 39,218,200 3,447,923,100 32,664,100 3,480,587,200
7,000,000 7,000,000 7,000,000 7,000,000
494,294,800 51,144,800 545,439,600 58,691,700 604,131,300 47,714,200 651,845,500
108,785,200 108,785,200 108,785,200 108,785,200
46,729,800 (3,800,000) 42,929,800 42,929,800 42,929,800
1,231,800 1,231,800 1,231,800 1,231,800
46,526,200 (1,000,000) 45,526,200 45,526,200 45,526,200
44,129,600 44,129,600 44,129,600 44,129,600
164,087,200 9,324,000 173,411,200 4,735,300 178,146,500 (209,000) 177,937,500
682,468,600 682,468,600 682,468,600 682,468,600
5,698,300 5,698,300 5,698,300 5,698,300
153,127,800 (6,066,300) 147,061,500 147,061,500 147,061,500
5,595,000 5,595,000 14,854,000 20,449,000 20,449,000

(128,400) 128,400
8,239,472,700 68,298,700 8,307,771,400 270,924,000 8,578,695,400 288,347,900 8,867,043,300
79,000,000 (79,000,000)

57,694,100 6,690,800 64,384,900 528,100 64,913,000 2,000,800 66,913,800
(99,053,700) (812,400) (99,866,100) (3,078,200) (102,944,300) (3,460,200) (106,404,500)
49,050,700 35,069,100 84,119,800 (20,200) 84,099,600 4,100 84,103,700
8,326,163,800 30,246,200 8,356,410,000 268,353,700 8,624,763,700 286,892,600 8,911,656,300



Table4

FY 2013 FUNDING FORMULA SUSPENSIONS 1/ 2/

FY 2013 Formula

Requirement

Statutory

Community Colleges - Capital State Aid Suspension 23,708,400
Department of Education - Soft Capital Formula 188,120,700
Department of Education - Charter School Additional Assistance 17,656,000
Department of Education - Capital Outlay Revenue Limit (CORL) 63,684,600
Department of Education - Fund JTEDs at 91% 4,849,100
Department of Emergency & Military Affairs - Governor's Emergency Func 1,100,000
Department of Environmental Quality - WQARF 8,000,000
Department of Health Services - Restoration to Competency 1,740,600
Department of Health Services - Sexually Violent Persons 2,670,300
School Facilities Board - Building Renewal 248,897,300
Tourism - Tourism Funding Formuls 15,551,600
Universities - Financial Aid Trust 6,188,900
Subtotal - Current Statutory Suspensions $582,167,500
Future Y ear Cost - School Facilities Board - New School Construction 150,000,000

(if enrollment growth returns to pre-recession level)

Total - FY 2013 Statutory Funding Formula Suspensions $732,167,500
Non-Statutory

Department of Administration - Building Renewal $25,696,000
Universities - Enrollment 21,801,100
Universities - Building Renewal 97,630,700
Total - FY 2013 Non-Statutory Funding For mula Suspensions $145,127,800

1/ Represents the cost of funding formulas that are currently suspended on an annual basis.
2/ Excludes AHCCCS suspension of Proposition 204 Childless Adults as that is expected to end in January
2014 due to federal requirements.
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