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Arizona Economy

e Current non-farm employment of 2.7 million
represents a (1.0)% decline in jobs since the
peak in December 2006.

* Home prices have declined over 20%.

e Consumer confidence at the lowest level
since 1992.



Arizona Compared to Nation

e Arizona s per capita persona income growth
of 3.4% in ' 07 ranks 50t in the nation.

* Arizona s employment growth in March ’08
ranks 46 in the nation.

» General Fund shortfall as a percentage of the
budget is among the highest, If not the
highest, in the nation.

JLBC




FY ‘08 Revenue Collections Have Declined (6.9)%

- Without Tax Cuts, Declineis (3.4)%
- May Have Not Reached Bottom
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All Forecasts Underestimated FY "0O8 L osses
- Chapter 53 Assumed (0.9)% Decline (Pre-Tax Cuts)
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Sales Tax

-Enacted Budget Forecast = (0.3)%
-May YTD =(2.2)%
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* 5.6% without the $(55.2) million estimated payment threshold change.




Negative Sales Tax Collections
Started Last May
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| ndividual | ncome T ax

-Enacted Budget Forecast = (5.4)%
-May YTD = (9.6)%
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* Includes reduction for tax law changes.
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Per cent Change

Corporate lncome T ax
-Enacted Budget Forecast = (17.7)%

‘May YTD = (25.7)%
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* Includes reduction for tax law changes.



State May Have | nadequate
FY 08 Contingency Funds

e Chapter 53 (the’08 revisions bill) provided
$364 M in contingency funds for rest of ' 08.

 |ncludesregular cash balance plus Budget
Stabilization Fund.

e Through May, revenues are $(285) M below
forecast.
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State Can Only Lose Another $(79) M in June
Before Ending Up in the Red for FY ‘08
e MIHS“Dispro” issueis $(55) M.

e June estimated individual and corporate
Income taxes are due.

« |mpact of federal Income tax rebate checks.

* Level of unspent appropriations (a.k.a.
revertments) also affects balance.

 Exact magnitude unknown until July.
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Solutionsto FY '08 Shortfall?

Almost all dollars have been spent — further
budget cuts not an option.

Return of “midnight reversion” —in 80’s and
90’'s, we treated non-reverting appropriations
as part of ending balance.

Additional fund transfers.
Undistributed June school payments.
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What |Is Current Thinking on
FY '09 Growth Rates?

e Modified March 4-sector consensus
growth for ’ 09 was 1.2%.

e Based on late May survey, FAC
panelists forecasted growth between
0% and 3% — near March average.
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| mpactson Projected FY 09 Shortfall

e When Chapter 53 was enacted, 1.2% growth was
expected to result in’ 09 shortfall of $(1.9) B.

o With 08 base lower than expected, ' 09 shortfall
ISs$(2.2) B if continue to use 1.2% growth rate.

e If continue to use $(1.9) B shortfall estimate,
revenue growth would need to be 4.0%.
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Revenue Growth Rates and

Projected FY 09 Shortfall

$19B

$2.2B
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How Does Shortfall Trandateinto
Revenues and Expenditures?

Projected FY '09 Revenues: $9.0B-%$9.3B

Projected FY 09 Baseline Spending: $11.1B
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Timing of Recovery Remains Uncertain
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* 4-sector forecast weighted average growth.
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Potential FY '10 Cash Shortfall
1S$1.0B-%$158

Key factorsinfluencing FY ‘10

e 09 and’ 10 growth rates of
1.2% and 3.8%.

* Mix of on-going and one-time
'09 solutions.
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On-Going vs. One-Time Solutions

Component
Agency Budget Savings
Fund Sweeps
County Jails
DPS Shift
Highway Photo Radar
TPT Estimated Payment Threshold
DOR Auditor/Collectors
L ottery
K-12 Rollover
Budget Stabilization Fund Transfer
K-12 School Construction Debt Financing
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On-Going OneTime
X X
X
X
X
X
X
X
X
X
X
X X
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