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'10 Base Revenues Are (12.3)% Below FY'09

- Rate of Decline Slowing, Could Turn Positive In 4t Qtr .*
- Collections $(35) M Below Enacted M arch Budget

1Q'09 2Q'09 3Q'09 4Q'09 1Q'10 2Q'10
Percent Change From Prior Year
*April Collections I ncreased 4.1%




Sales Tax Collections Appear
to Have Stabilized
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There Has Been Some Good News
- April Revenue Collections Showed Some Positive Signs

d April revenues showed the first positive
year-over-year gain since September of
2007

1 Salestax receiptsgrew in April for the first
time in 26 months

d Individual income tax withholding has been
positive for 3 consecutive months




But the Road to Recovery
Will Still Be Long

d 294,000 jobs lost since December 2007
e 19,500 jobs were gained in April
J Foreclosures still too high

* 60% of Valley single family re-salesin
March

J 51% of mortgages “ underwater”
* Unpaid balance greater than houses value




In January *10, State Had Projected Shortfall of
$1.5Bin’10and $2.6 B in’11

$in Billions

d 09 1% negative year in memory
d ’10: lagging revenues, '09
carryover

10 shortfall primarily resolved
with debt financing and
rollovers
'11: projection based on
revenues and statutory
requirements

FY 10




Enacted FY 2011 Budget Solutions

- Solutions Total $2.65 B
- New Federal Aid Contingent On Congressional Approval

Other
New Federal Aid 73

394

Revenue
1,002

Fund Transfers
488

Reductions $in Millions
697




Subsequent To Budget Passage, JL BC Staff
Published New L ong Term Estimates

J Revenue forecast lower than March budget

J JLBC forecast for FY "101s(12.6)%
compared to budgeted decrease of (9.2)%
* Yearto date revenues have declined by (12.3)%
* May collections encouraging — State could meet

budgeted revenue estimates

d April four-sector FY 11 consensus forecast is
3.4% growth compared to 4.3% budget
estimate




With April Forecast, FY '10and FY "11
Budgets Have Potential Shortfalls

- May Collections Show Positive Trend — Could Change Estimates

$in Millions

J Assumes FY ’'10 shortfall
resolved in FY '11
d FY ’'11 Shortfal includes

FY 10 deficit ($150)

d Assumes passage of Nov.
ballot props and extention
of higher Federal
Medicare match




FY 11 Shortfall Ranges From
$300 Million to $1.2 Billion

Assumptions

$in Millions

Scenario 1

= Revised April Forecast

$(368)

Scenario 2

» Revised Forecast
» Failure of Ballot Props

$(835)

» Revised Forecast
= Failure of Ballot Props

= Prop. 204 with no
Federal Help

$(1,200)




Continuation of Prop. 204 — Funded from
Better Federal Match Rate

J Enacted budget eliminated General Fund support
for Prop. 204 in January, 2011

J New Federal health care law requires maintenance
of effort
* Orrisk of losing all Medicaid Match

1 State restored Prop. 204 if Congress extends
enhanced Federal Match:
* Savingswould offset costs
® (Congress has yet to approve




FY 11 Budget Contingent On 2

November Ballot Propositions
- Generate $469 M in Revenue

A First Things First: $345 M
— $325 M in fund balances
— $60 M in redirected tobacco tax revenue offset by

$40 M in DES spending
d Growing Smarter Trust Land Transfer: $124 M




State Budget Has A Projected
Cash Shortfall Thru FY 14

d FY ’'12: Federal assistance
expires
FY ’'13: Improving

economy reduces shortfall

FY ’14: Sales tax would
expire and increase
shortfall, but Feds also
pick up more of Prop 204 (8982
Costs

* Assumes Ballot Propositions Pass —
Shortfall $80 M Higher If They Fail
13




Structural Gap Narrows Through ’13, Grows

In 14 With End Of 1-Cent Sales T ax
- Represents Ongoing Revenues Versus Expenditures

“The Structural Balance’
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Surplug/ Fy02 FYO03 FY04 FYO5 FYO6 FYO7 FYO08 FY09 FY10 FY11 FY12 FY13 FY14
Shortfall = (579) (225) (151) 449 1011 76 (1,604) (3,000) (3,519) (1,910) (965) (481) (1,084)
($in Millions)

—&— On-going Revenues - On-going Expenditures




FY '12 —FY '14 Shortfall Could Grow, If:

d 7% to 9% revenue growth does not materialize
* 5% growth would increase gap by $1B

J Budget includes inflation
* [Forecast excludes K-12 or state wage adjustments

J Medicaid growth exceeds 3% per year —- AHCCCS
estimates 6-9%

J School Facilities Board resumes new school
construction

* Forecast excludes new funding; 3% student growth could
cost $700M
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