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SUMMARY:

FY10 recurring revenue is down by $5 million but non-recurring revenue is up by $27
million compared with the July 2010 consensus estimate.
FY11 recurring revenue is down by $40 million from the July forecast.
After authorized reserve transfers and $151 million of allotment reductions already
implemented, FY11 revenue is $17.3 million less than appropriations.
FY12 revenue was revised down by $81.4 million. The shortfall between FY12 revenue
and the cost of current services is $257.6 million, even when a continuation of current
cost-saving measures is assumed.
Table 1
October 2010 Consensus General Fund Recurring Revenue Outlook
(Dollar amounts in millions)

FY10 FY11 FY12 FY13 FY14 FY15

Post-session estimate $4,831 $5,307 $5,591 $5,790 $5,988 $6,228
July 2010 revisons -$32 -$159 -$161 -$95 -$64 -$38
October 2010 revisions -$5 -$40 -$81 -$101 -$109 -$154
October 2010 consensus $4,794  $5,109  $5348  $5594  $5816  $6,036
Annual amount change -$525 $314 $240 $246 $222 $221
Annual percent change -9.9% 6.6% 4.7% 4.6% 4.0% 3.8%

Recurring revenue growth is forecast at 6.6 percent in FY11 and 4.7 percent in FY12. Most of
the FY11 increase is due to revenue enhancement legislation passed in the 2010 sessions.
Absent this legislation, FY11 growth would have been 2.9 percent.

FORECAST REVISIONS BY REVENUE: (Table 2 and Table 3)

Details of the consensus forecast are contained in Attachment 1. A summary is presented in
Tables 2 and 3.

Gross receipts tax (“GRT”) was revised downward in response to a lower forecast of
wages and salaries. This effect compounds over time, resulting in a larger revenue loss in
out years.

Selective sales taxes were reduced due to lower fire protection fund reversions, a lower
growth rate of motor vehicle excise taxes and lower cigarette taxes.

Personal income tax was revised down based on a weaker forecast of personal income.
Corporate income tax was revised up due to larger-than-expected tax payments in the
first quarter of FY11 and strong income reports from major revenue contributing
industries.

Energy-related revenues were reduced due to a sharp drop in natural gas prices. Oil
prices have risen slightly.



Table 2
October 2010 Forecast Revisions by Revenue
(million dollars)

FY10 FY11 FY12 FY13 FYi4 FY15

Gross receipts tax (10.5) (19.4) (56.4) (66.4) (78.2) (98.7)
Selective sales taxes (21.2) (5.5) (10.7) (11.4) (12.8) (14.6)
Personal income tax 30.9 (12.0) (20.0) (27.0) (36.0) (40.0)
Corporate income tax 5.1 443 29.8 10.5 19.9 (0.2)
Energy-related revenues (12.6) (44.8) (21.6) (5.7) (5.5) (1.4)
Investment earnings 24 11 - - 5.9 3.3

Other revenues 1.3 (3.6) (2.5) (1.5) (2.0) (2.6)
Total Recurring Revenue (4.6) (39.8) (81.4) (101.4) (108.7) (154.1)

Table 3
October 2010 Annual Growth Rates by Revenue
(million dollars)
EY10 EY11 EY12 FY13 FY14 FY15

Gross receipts tax -11.3% 5.2% 4.0% 5.9% 5.1% 4.2%
Selective sales taxes -8.1% 16.7% 2.9% 3.1% 1.9% 2.2%
Personal income tax 1.8% 9.3% 3.8% 3.7% 3.7% 3.9%
Corporate income tax -23.0% 75.9% 18.2% 15.4% 13.3% 2.9%
Energy-related revenues -18.4% -4.6% 7.8% 6.0% 2.1% 1.8%
Investment earnings -6.7% 0.4% 0.8% -2.6% 0.5% 6.8%
Other revenues 14.3% 6.7% 4.8% 5.1% 4.0% 3.5%
Total Recurring Revenue -9.9% 6.6% 4.7% 4.6% 4.0% 3.8%

GENERAL FUND FINANCIAL SUMMARY (Attachment 2 and Table 4):

e FY10 appropriations are $5.45 billion, $172 million greater than revised revenue.

e A total of $247 million of reserve transfers was authorized to cover revenue shortfalls in

FY10 and FY11.

e Revised FY11 revenue is $5.11 billion. After allotment reductions already implemented,
FY11 appropriations exceed revised revenue plus authorized transfers by $17.3 million.



Table 4
Reconciliation of Reserve Transfers & Allotment Reductions: October 2010
Revenue Estimate
(Dollars in Millions)

EFY10 EY11
REVENUE:
December 2009 consensus estimate $4,823.3 $5,120.8
Revenue enhancements - 2010 sessions $8.0 $186.2
July 2010 consensus forecast update ($32.5) ($158.8)
October 2010 consensus forecast update ($4.6) ($39.8)
Total recurring revenue $4,794.2 $5,108.5
July 2010 consensus non-recurring estimate $458.9 $2.1
October consensus non-recurring revision $27.1 $0.0
Total revenue $5,280.2 $5,110.6
APPROPRIATIONS:
Total recurring appropriations $5,357.9 $5,353.9
Total nonrecurring appropriations $94.4 $0.0
Total appropriations $5,452.3 $5,353.9
TRANSFER TO(FROM) RESERVES: ($172.0) ($243.3)
Authorized transfers $172.0 $75.0
Allotment reductions -- July forecast $151.0
Additional allotment reductions -- October forecast $17.3

FY12 CURRENT SERVICES FUNDING SCENARIO:

Table 5 presents a comparison of the revised FY 12 revenue forecast with the cost of maintaining
current services at a level that reflects the sanding of allotments already enacted and also reflects
added federal stimulus funds approved late in the summer. Over $350 million will be needed to
replace temporary federal funds, primarily for Medicaid. $33 million is needed to restoring
temporary savings in the FY11 budget, but this amount assumes the 2011 Legislature acts to
extend temporary savings measures such as the shift of retirement contributions to employees.
The resulting shortfall of revenue to current services appropriations in FY12 in this scenario is
$257.6 million.



Table 5
FY12 Budget Outlook
(dollars in millions)

Revenue:
July Consensus forecast $5,429.5
October revisions -$81.4
Total revenue $5,348.1
Appropriations:
Flat budget FY11 general fund $5,204.0
Replace Medicaid $279.8
Replace Public Schools federal funds $88.9
Replace TANF balances $33.0
Total needed for current services $5,605.7
Surplus/deficit -$257.6
% of approp's -4.9%
Assumes legislation to continue the current treatment of the following programs:
-- ERB (sixth year 0.75% increase) $20.0
-- Increase employee contribution to retiree health care $11.5
-- Increase employee share of ERB/PERA contribution $42.2
-- Use 50% of tobacco settlement revenue for Medicaid $19.8

GENERAL FUND APPROPRIATIONS WITH SUPPLANTING FUNDS:

Attachments 3 and 4 illustrate the recent trends in General Fund appropriations, highlighting the
role played by temporary funding sources. While general fund recurring revenue fell by over
20% from FYO08 to FY10, total spending actually increased between FY08 and FY10 post-
solvency. From a peak of over $6 billion in FY09, total spending fell by 3.4 percent in FY10 and
by a cumulative total of 7.2 percent in FY10 and FY11 after allotment reductions. If general
fund spending is raised to the level of projected FY12 revenue, total spending would be 11.3
percent below the FYQ9 peak.

ECONOMIC OUTLOOK (Attachment 5):

New Mexico’s labor markets have deteriorated since the December consensus estimate. Rather
than growing by 1 percent — or about 8,000 jobs — payrolls are now expected to shrink by 0.3
percent in FY11. Wages and salaries are expected to grow by only 1.3 percent. Some
improvement is seen occurring in FY12, with employment rising 1 percent and wages and
salaries rising 3.2 percent. Inflation in the U.S. is expected to remain subdued, averaging about
1.5 percent per year over the next two years. New Mexico will not regain the previous peak
level of employment until 2013, approximately five years after first reaching that level.

ENERGY MARKETS (Attachment 6):

Spot prices for natural gas have fallen about 20 percent since the July forecast update. Lack of
serious hurricane activity, supply increases from shale gas and weak demand due to the sluggish
economy are putting downward pressure on prices. Natural gas liquids are adding about 41.00
per thousand cubic feet to the average value of total gas production. Natural gas volumes —
expressed in thousands of cubic feet equivalent — fell by 7.5 percent in FY10 and are projected to



fall by 4 percent in FY11. Oil prices are expected to remain around $75 to $80 per barrel in the
near term. Longer term increases are based on forecasts showing increased demand in emerging
economies as well as a return to growth — and the potential for inflation -- in advanced
economies.

GROSS RECEIPTS TAX TRENDS:

General Fund gross receipts tax distributions fell by more than 10% in FY10. Trends in monthly
tax base reports appear to have hit bottom in recent months. In response to a weaker outlook for
New Mexico’s economy, the taxable gross receipts base is now expected to grow by 3 percent in
FY11. Stronger growth of 4 percent is expected in FY12.
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RISKS TO THE FORECAST:

e Although the revenue outlook has been revised down significantly, the vulnerability of
the economic recovery is still a risk to the forecast, since broad-based revenues like GRT
and PIT will not recover until employment growth gains steam.

e Although the national labor market has returned to positive growth, New Mexico was still
losing jobs in the latest monthly reports.

e Housing and commercial real estate markets are still deteriorating.

e Natural gas prices could fall if expected improvements in demand do not materialize.
Recent supply increases from shale formations are likely to hold down prices for the
indefinite future. Although prices for natural gas liquids have benefited from recent
improvements in oil prices, they are vulnerable to downward pressure as the industry
shifts operations to maximize liquids production.



FORECAST ERROR (Attachment 7):

Attachment 7 displays forecast errors in the consensus general fund revenue estimates over the
last 10 years. After a series of revenue underestimates from FY04 to FY08, forecasts have been
too high in each of the last three fiscal years. So far the cumulative overestimate for the current

fiscal year is just short of 4 percent, or $200 million.
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ATTACHMENT 2

GENERAL FUND FINANCIAL SUMMARY - October 2010 Revenue Estimate
(Dollars in Millions)

Preliminary Estimated Estimated
FY2010 FY2011 FY2012
APPROPRIATION ACCOUNT
REVENUE
Recurring Revenue
December 2009 Consensus Estimate $ 4,823.3 $ 5,120.8 $ 5,425.8
Revenue Enhancements - 2010 Regular & Special Sessions 8.0 186.2 164.7
July 2010 forecast update (32.5) (158.8) (161.1)
October 2010 forecast update (4.6) (39.8) (81.4)
Total Recurring Revenue $ 4,794.2 $ 5,108.5 $ 5,348.1
Nonrecurring Revenue
December 2009 consensus estimate $ - $ - $ -
2009 Special & 2010 Regular & Special Sessions 458.8 21 6.9
October forecast revision 27.2
Total Non-Recurring Revenue $ 486.0 $ 2.1 $ 6.9
TOTAL REVENUE $ 5,280.2 $ 5,110.6 $ 5,355.0
APPROPRIATIONS
Recurring Appropriations
Recurring Appropriations - General $ 5,487.6 $ 5,338.9
Recurring Appropriations - Feed Bill 4.9 15.0
Recurring Solvency Savings (134.6) -
Section 14 GAA sanding implemented (2) (151.0)
Additional Section 14 GAA sanding required (2) - (17.3)
Total Recurring Appropriations $ 5,357.9 $ 5,185.6
Nonrecurring Appropriations $ 57  $ - $ -
2009 Fund Transfers 100.0 - -
Nonrecurring Solvency Savings (18.4) - -
2010 Regular & Special Session appropriations 7.1 - -
Total Nonrecurring Appropriations $ 94.4 $ - $ -
TOTAL APPROPRIATIONS $ 5,452.3 $ 5,185.6 $ -
Transfer to(from) Reserves $ (172.00 $ (75.0)
GENERAL FUND RESERVES
Beginning Balances $ 3926 % 281.6
Transfers from (to) Appropriations Account (172.0) (75.0)
Revenue and Reversions 120.0 50.8
Appropriations, expenditures and transfers out (58.9) (61.0)
Ending Balances $ 2816 % 196.4
Reserves as a Percent of Recurring Appropriations 5.3% 3.8%

(1) FY'10: SB 182 savings were reduced $11.1 million due to projects that met contingencies; $20.0 million of ARRA
discretionary funds substituted for General Fund Appropriations to the Corrections Department.
(2) Amount needed to hold reserve transfers to authorized amount of $132 million in FY10 and FY11.



ATTACHMENT 2

GENERAL FUND FINANCIAL SUMMARY - October 2010 Revenue Estimate
RESERVE DETAIL
(Dollars in Millions)

Preliminary Estimated Estimated
FY2010 FY2011 FY2012
OPERATING RESERVE
Beginning balance $ 37.4 $ 35.1
BOF Emergency Appropriations (2.3) -
Transfers from/to appropriation account - -
Ending balance $ 31 % 35.1
Percent of previous fiscal year's recurring appropriations 0.6% 0.7%
APPROPRIATION CONTINGENCY FUND
Beginning balance $ 115  $ 27.7
Disaster allotments (10.4) (11.0)
Other appropriations (1.4) -
Transfers in 25.0 -
Revenue and reversions 3.0 -
Ending Balance $ 27.7 $ 16.7
Education Lock Box
Beginning balance $ 23.0 $ 59.1
Appropriations (Section 5 2010 GAA) (3.9 (20.0)
Transfers in(out) 40.0 -
Laws 2009, Ch. 3 (SB79) - -
2010 Special Session--HB2 - (49.0)
Ending balance $ 59.1 $ 0.1
STATE SUPPORT FUND
Beginning balance $ 10 % 1.0
Revenues $ - $ -
Appropriations $ - $ -
Ending balance $ 1.0 $ 1.0
TOBACCO PERMANENT FUND
Beginning balance $ 1210 % 132.0
Transfers in 40.9 40.0
Appropriation to tobacco settlement program fund (20.5) (20.0)
Gains/Losses 111 10.8
Laws 2009, Ch. 3 (SB79)/2010 Session change (20.5) (20.0)
Ending balance $ 132.0 $ 142.9

TAX STABILIZATION RESERVE
Beginning balance $ 198.7 % 26.6
Transfers in - -
Laws 2009, Ch. 3 (SB79) - -

Chapter 3, Laws 2009 - SS (HB6) (115.0) -
2010 Special Session -- HB 2 (57.0) (26.0)
Ending balance $ 26.6 $ 0.7
Percent of previous fiscal year's recurring appropriations 0.4% 0.0%
GENERAL FUND ENDING BALANCES $ 281.6 $ 196.4
Percent of Recurring Appropriations 5.3% 3.8%

10



ATTACHMENT 3
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ATTACHMENT 4

General Fund Approps. And Other State Funds & Federal Funds Supplanting General Fund:

Public Schools
Higher Education
Medicaid*

Other

TOTAL

FY09-FY11
(dollars in millions)

FYO09 Op Bud FY09 Solvency
General Federal Other State General Federal Other State
Fund Funds Funds Total Fund Funds Funds Total
$2,608.1 $2,608.1 $2,588.7 $2,588.7
$884.8 $884.8 $862.8 $862.8
$885.5 $885.5 $717.6 $227.7 $24.5 $969.8
$1,648.4 $1,648.4 $1,693.5 $1,693.5
$6,026.8 $6,026.8 $5,862.6 $227.7 $24.5 $6,114.8
FY10 Post Solvency w/EO**
General Federal Other State
Fund Funds Funds Total
Public Schools $2,276.1 $210.2 $2,486.3
Higher Education $812.9 $15.5 $828.4
Medicaid* $639.5 $300.9 $28.1 $968.5
Other $1,541.1 $1,541.1
TOTAL $5,269.6 $526.6 $28.1 $5,824.3

FY11 Post-Sanding and 2nd Stimulus

General Federal Other State
Fund Funds Funds Total
Public Schools $2,339.6 $88.8 $0.0 $2,428.4
Higher Education $762.4 $0.0 $0.0 $762.4
Medicaid* $664.1 $279.8 $20.0 $963.9
Other $1,437.4 $0.0 $0.0 $1,437.4
TOTAL $5,203.5 $368.6 $20.0 $5,592.1

FY11 Post-Sanding and 2nd Stimulus

Change From FY10 Post-

Change From FY09 Post-

*Includes general fund appropriations to HSD & DOH for the Developmentally Disabled Medicaid waiver program.

**The general fund total of $5,269.6 includes $87.2 million of executive orders and furloughs.

10/19/2010

Solvency Solvency
$ Change [ % Change | $Change | % Change
Public Schools (57.9) -2.3% ($160.3) -6.2%
Higher Education (66.0) -8.0% ($100.4) -11.6%
Medicaid* (4.6) -0.5% ($5.8) -0.6%
Other (103.7) -6.7% ($256.1) -15.1%
Total (232.2) -4.0% ($522.7) -8.5%
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ATTACHMENT 6

NM Oil Volumes and Price
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NM Natural Gas Price Differential
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Source: Average NM dry gas price estimated from NYMEX spot price. Historical data of total gas value obtained
from ONGARD database. Forecast by consensus revenue estimating group.
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