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Summary of Current Budget Status

J

6% revenue growth in ’15 was fueled by one-time capital
gains and corporate receipts

Before one-time adjustments, expected base revenue
growth is 4%

The projected 17 one-time cash balance is S650M

S250M available for permanent initiatives without
re-creating a long-run structural gap

Lessons learned from the ‘08 budget



Revenue Will Reach Pre-Recession Level in ’18
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Excludes balance forward and other one-time revenues. Includes tax law
‘ JLBC changes and Urban Revenue Sharing.
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Forecast Risks
- 1% Variance Yields $600 M Over 3 Years

Potential Gains

(d National recovery creating more interstate migration

Potential Gain or Loss

d  S$240 M estimate of ongoing 15 gains

Potential Losses

O Litigation — K-12, hospital assessment, car rental tax lawsuits

1 If historical average holds true, recession likely in this forecast cycle
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Current Economic Expansion Already Exceeds
Historical Average Length

Length of Economic Expansions
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Revenue Forecast



Where Are We Headed Over the Next Few Years?

- Four-Sector Consensus Forecast Incorporates
Different Economic Views, Including the FAC

4-sector forecast* equally weights:

JLBC UA - Low
O Finance Advisory Committee 25% 25%
d UofA model — base
d UofA model — low
(J JLBC Staff forecast
d Remaining revenues (10%) are
JLBC Staff forecast
FAC UA - Base
Consensus 259

25%

* Includes Big 3 categories of sales tax,

individual income and corporate income taxes
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15t Quarter Net Revenue Growth Slowed Significantly
-’15 Driven by Capital Gains and Corporate Taxes

'15Above  1*Qtr’16 Forecast Overage
14 Above 15 550
219
Sales 4.7% 2.8% 200
Individual 8.6% 5.0% a0
Income -g 100 -
Corporate 15.3% (14.4%) s 50
Income 1
0
Total 6.1% 2.2% -1
50 = E E ==
= = 0 = = O
O ’15and 15t Qtr ’16 revenues were "15 ’16
S378 M and S64 M above forecast,
respectively Above 3/15 budget. Excludes small categories.

‘ JLBC °




Sales Tax
- Projected Growth of 4.1% in '16 and 4.3% in ’17
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’15 Actual = $4.2 Billion

’16 YTD = 2.8%
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=4#= 4-Sector Forecast
Percent Change in Base Revenue Excluding

Statutory Changes and 1-Cent Sales Tax

d

Since 1/15, retail is up 10%;
contracting is down (16)%

Trends likely related to Jan.
15 contracting law

In other categories, only
restaurants/bars doing well

Overall, 2.8% 15t Qtr was
weak



Individual Income Tax
- Projected Growth of 3.1% in '16 and 4.0% in ’17

12%

10.1% O ’15: low withholding growth
10% - ‘\ offset by capital gains
\
8% - \
\
6% - \ 5.0% . . .
\ 4.6% o d Capital gains are volatile and
\ 4.0% _ 4=—" :
a% - VT may not be sustainable
31% ¥~
2% - ’15 Actual = $3.76 Billion
’16 YTD = 5.0%
0% ' ' ' ' O ’15 trends persist in 15t Qtr '16
'15 '16 '17 '18 '19

==4&= 4-Sector Forecast

Percent Change in Base Revenue Excluding
Statutory Changes and One-Time Changes
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15t Quarter ’16 Results Similar to ’15

Percent Gain Above Prior Year
15 Ql’le6
Withholding 3.4% 3.7%
Payments 14.8% 10.8%
Refunds (0.8)% (0.9)%
Net 8.6% 5.0%

‘ JLBC

15t Qtr withholding growth remains
sluggish at 3.7%

Annual withholding growth has not
been above 3.5% since 11

Payments up 10.8% in 15t Qtr
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Volatility of Capital Gains Complicate Forecasting
- Final ’15 Capital Gain Receipts to be Determined
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Corporate Income Tax
- Projected Growth of 11.3% in ’16 and 3.8% in’17
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National corporate profits
increased by 1.4% in’13, 2.1% in
14, and 7.1% in "15 YTD.

AZ collections do not always track
national profit growth.

4-sector 11.3% growth seems
unlikely in 16
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Corporate Gains May Not Be Sustainable
- Past History of Significant Revenue Shifts

d In 22 of last 28 years,
annual change has been
>+/-10%

1,000 - 286

d  ’15 overage of S93 M
unexpected

d Likely caused by delay
in filing for tax cuts

‘07 '08 09 '10 '11 12 '13 14 '15

Corporate Income Tax Collections
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4-Sector Base Growth is 4.0% in ’16 &'17

-’16 Growth Prior to One-Time Adjustment
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Details in Appendix A

Prior to adjusting for small tax categories, the Big 3 base growth rate is 4.2% in 16 and 4.1% in 17



’15 Base Adjusted for One-Time Collections
- Net '16 Growth with Adjustment is 2.6%

‘ JLBC

, One-Time '15 Gains
Some ’15 corporate and capital

gains appear one-time Other
$9M

.

Individual

As a result, a portion of the $378 M $53 M

’15 revenue gain is one-time

FAC Panel average:

® S240 M ongoing

Corporate

$76 M
e S138 M one-time
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Growth Accelerates Slightly in 18 & ’19

Chance of Exceeding Forecast

d 65%

Long Run Average Growth

d 4.75%
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6%

5%

4%

3%

2%

Year Over Year Percentage Change

1%

0%

October4-Sector Forecast
4.6%

4.0% 4.0%

'16 '17 '18 '19
Percent Change in Base revenues excluding balance
forward, statutory changes, one-time revenues,
and urban revenue sharing

Details in Appendix A
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Components of the Revenue Forecast
- Excludes Change in Beginning Balance

Base Revenue Growth (4.0%/4.0%/4.2%/4.6%)
One-time ‘15 Revenue Adjustment

One-Time Fund Transfers

One-Time Tax Adjustments (Collections/Amnesty)
Previously Enacted Tax Legislation

Urban Revenue Sharing

Total

% Change

‘ JLBC

SinM
'16 '17 18
379 388 422
(138) 0 0
144  (113)  (100)
48 (35) (13)
(98) (97) (90)
3 (58) 7

338 85 226
3.7% 0.9% 2.4%

(73)

(12)

384

4.0%
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Phase-In of $259 M of Enacted Tax Reductions

Sin M*
17 18 19
d Corporate Rate Reduction/Sales Factor  (77) (74) (52)
d  Corporate School Tuition Indexing (10) (12) (15)
d  Other (10) (4) (6)
(97) (90) (73)

Total

* Represents changes to prior year. By 19,
revenue base is $(259) M lower than in '16

‘ JLBC +




Spending Forecast



’16 — 19 Baseline Spending Projections

J

Baseline reflects changes to active statutory and other
funding formulas - no discretionary additions

Continues annual suspension of S487 M of inactive
formulas

(d Continues $1.2 B in “rollover” payments

‘ JLBC

Does not address K-12 litigation — plaintiffs’ full “reset”
would cost $262 M in’16
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Projected Spending Changes

‘ JLBC

K-12

AHCCCS

DCS

DES

Corrections

Universities

Hiring Freeze / Consolidations
Employee Health Insurance
Land Dept. Self-Fund

Other

Total Operating Budget Changes

Total Spending
% Change

S in M Above Prior Year

'17 18 ’19
75 165 145
81 79 100
(8) 0 0
15 25 30
25 7 0
12 4 0
(21) 0 0
(16) 0 0
0 (13) 0
(14) (5) (31)
150 262 244
$9,280 $9,542 $9,786
1.4% 2.8% 2.6%
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Projected Ending Balance Estimates



’17: Large Cash Balance, But only Small Structural Balance

FY 2017 Baseline Projection
d  ’17 would be first

structurally balanced Sin M

budget since 06 Balance Forward / Other

One-time Revenues S 603

d  Using S650M cash balance
for ongoing initiative re- Ongoing Revenues 9,326

creates structural gap
Ongoing Spending (9,280)

d  Excludes S460M Rainy Day

Cash Balance 650
Fund Balance »
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$250 M in Permanent Initiatives May Be Sustainable
-Could Also Allocate $210 M to One-time Proposal

11
'17 ’18 19
10.09
9.93 0.84 10.04
10 9.74 . 9.79
wv
c
2
= 9
=
W
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8
’ Exp Exp Exp
Egﬂj:“ge $190 M $50 M $50 M
Structural
PG $(203) M $(140) M S0 M

B Base Revenue [ICash Balance / One-Time [JOngoing Expenditures

.".BC $250 M ongoing and $210 M one-time initiatives displayed as spending increases

only for graphing purposes. Could also be revenue reductions.



Appendix A: October 2015 4-Sector Forecast

2016 2017 2018 2019
Sales Tax
JLBC Forecast 4.0% 4.6% 4.5% 4.4%
UA - Low 3.1% 2.3% 3.8% 4.6%
UA — Base 4.6% 5.4% 5.9% 5.9%
FAC 4.7% 5.0% 4.3% 4.6%
Average: 4.1% 4.3% 4.6% 4.9%
Individual Income Tax
JLBC Forecast 4.4% 5.0% 4.5% 4.5%
UA — Low -0.1% 1.1% 3.8% 4.8%
UA — Base 2.5% 4.6% 5.5% 5.7%
FAC 5.5% 5.1% 4.4% 5.1%
Average: 3.1% 4.0% 4.6% 5.0%
Corporate Income Tax
JLBC Forecast 5.5% 4.5% 4.2% 4.0%
UA - Low 15.4% -1.2% -6.5% -7.2%
UA — Base 16.7% 5.2% -1.7% -5.4%
FAC 7.7% 6.9% 4.7% 3.7%
Average: 11.3% 3.8% 0.1% -1.2%
JLBC Weighted Average 4.3% 4.8% 4.5% 4.4%
UA Low Weighted Average 2.6% 1.6% 3.2% 4.2%
UA Base Weighted Average 4.5% 5.0% 5.3% 5.3%
FAC Consensus Weighted Average 5.3% 5.1% 4.3% 4.8%
“Big-3"” Weighted Average 4.2% 4.1% 4.4% 4.7%
Consensus Weighted Average* 4.0% 4.0% 4.2% 4.6%
Adjusted Consensus Weighted Average** 3.3% 2.8% 3.2% 3.8%
*  Represents ongoing revenue adjusted for small revenue categories. 4.0% growth estimate in '16 does not include one-
J LBC . time ’15 revenug adjustment. With this adjustment incluc.jed, the ongoing revenue groth estimate would be 2.6%.
Represents ongoing revenue adjusted for tax law changes; excludes Urban Revenue Sharing.
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