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Dear Fellow Legislators,

The difficulties of this 30-day legislative session are well known; the budget — the primary goal of any
session — took an unusual path to enactment. However, it is important to note the many successes of the
session, a reflection of the ability of the legislative and executive branches to work together on key issues
despite major differences. With general fund revenue forecasts for FY 15 almost $300 million more than
FY14 spending, the Legislature and the governor were able to work together on early childhood, public
education, and health care initiatives and address problems, both chronic and acute, with healthcare
financing, lottery-funded scholarships, and public employee compensation.

As passed by the Legislature and signed into law by the governor, the spending plan calls for spending
$6.16 billion from the general fund in FY15, a 4.6 percent increase in spending from FY 14. Reserves are
expected to be 9.2 percent at the end of FY 14 and 9.0 percent at the end of FY 15.

While the executive and LFC budget recommendations were just $75 million apart, about 1 percent of the
total budget, progress on passage of the budget was stymied primarily by a difference over where to put
additional spending on public schools. The LFC supported distributing the money to school districts
through the funding formula while the executive preferred to give the money to the Public Education
Department to allocate at its discretion.

With some of the new money going to the formula and some directly to the department, the General
Appropriation Act provides $2.72 billion in general fund revenue for public schools, a 5.8 percent
increase over FY 14. Recognizing the importance of early learning, the appropriation includes increases
for prekindergarten, the extended school-year program called Kindergarten Three Plus, and an early
reading initiative.

The appropriation for the Children, Youth and Families Department, another major player in early
childhood interventions, increased 4.7 percent to $230 million. In addition to increases for child abuse
prevention and juvenile justice, the budget includes more money for home visits to families with infants,
longer prekindergarten days, and child care quality initiatives. The appropriation to the Department of
Health also includes money for early childhood, including an increase for the Family, Infant, Toddler
program.



General fund appropriations to higher education total $838.5 million, a 5.3 percent increase that reflects
additional emphasis on institutional performance and additional dollars for student financial aid.

The Legislature also passed significant capital outlay legislation that, after gubernatorial vetoes,
appropriates nearly $396 million to state and local projects. An additional $175.2 million from
supplemental severance tax bond capacity is designated for public school construction and other funds are
earmarked for infrastructure and water projects. The Legislature also authorized the issuance of general
obligation bonds totaling approximately $167 million for three bond issues for senior centers, library
acquisitions, and higher education facilities. General obligations bonds must be approved by voters.

This document, which includes a summary of the state’s financial outlook, is intended to provide
policymakers and the public with a useful summary of legislative action and to be a resource for policy
analysis in the future.

I want to thank the staff of the Legislative Finance Committee for putting together this report. The

committee staff continues to perform with intelligence, effectiveness and professionalism. I believe you
will find this report valuable.

Sincerely, % &
Representative Luciano “Lucky” Varela
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FISCAL OVERVIEW AND OUTLOOK

espite tumultuous budget negotiations, the 2014

legislative session ended with a balanced spending

plan that addressed many of the high priorities of the
Legislature and the executive. With general fund revenue
forecasts for FY15 about $292 million more than FY14
spending, the Legislature had the opportunity to continue
the state’s significant investment in early childhood
development and education and address pay issues for
employees providing critical public services. Lawmakers
also took initial steps to ensure the solvency of the state’s
Legislative Lottery Scholarship Program and passed much-
needed legislation affecting the sole community provider
fund supporting many hospitals. Legislation supporting state
infrastructure projects and reforming judicial and magistrate
pensions also passed both chambers. Because budget
negotiations dragged on until the last few days of the
session, the Legislature had little time to debate tax reform.
And with the passage last year of an extensive tax cut
package, little incentive.

The executive’s proposed spending level was $75 million below that in the
Legislative Finance Committee’s (LFC’s) budget recommendation. The
recommendations differed most in how they proposed to fund public
education — the LFC recommended increasing “above-the-line” funding to
school districts through the state’s public school funding formula while the
executive prioritized funding “below-the-line,” giving the Public Education
Department greater control over the allocation of funds.

Budget Development. The Legislature came into the session in a strong
fiscal position. Revenues continued to show strength, and general fund
reserves were near the LFC target level of 10 percent. This positive news
was tempered by several persistent risks to revenues including a slower
economic recovery and New Mexico’s heavy reliance on volatile energy-
related revenues and on federal transfers. Given these “downside risks,”
factors that could mean actual income is lower than projected, the
Legislature was challenged with prioritizing spending initiatives that took
advantage of rising revenues while maintaining adequate reserves during the
slow recovery anticipated in the next few years.

Fiscal Year 13 recurring revenue decreased 1.6 percent compared with FY'12
due to relative weakness in energy prices and volumes, as well as a slower-
than-anticipated economic recovery. In December 2013, the consensus
revenue estimating group estimated FY 14 revenues will total $5.864 billion,
2.7 percent above FY 13 due to strength in energy prices and volumes, which
contribute to growth in severance tax and royalty revenues.
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Fiscal Year 15 revenues were projected to grow to $6.2 billion, 5.5 percent
over FY14 revenues. Notably, FY15 revenue is expected to return to the
FYO8 pre-recession high-water mark for the first time. Prior to the mid-point
of the session, the consensus revenue estimating group met to review
updated economic indicators and actual tax receipt data and found an update
was not warranted.

LFC’s FY'15 budget guidelines proposed a balanced approach of maintaining
general fund reserves above 10 percent while prioritizing services for
education, early childhood investment, public health and safety, and
protections for vulnerable citizens.

State agencies requested spending growth of $208 million, or 3.5 percent,
over FY 14 appropriation levels. However, after adjusting for the five largest
agency budgets and education, the remaining agencies requested spending
growth of 13.4 percent. The committee recommended an average spending
increase of 4.3 percent, including a compensation increase. Public schools
and higher education were at the higher end of the spending growth at 5.6
percent and 5.1 percent respectively.

The LFC and executive revenue recommendations differed by $2.6 million,
mostly because of executive tax initiatives. Expenditure recommendations
differed by $75 million with the LFC notably higher by $43 million in public
education, $19.8 million in higher education, and $10 million in agency
compensation increases. The LFC recommendation also included $8 million
for the Legislative Lottery Scholarship Program. The executive expenditure
recommendation was $15.7 million greater than the LFC for the Human
Services Department.

Economic Qutlook. At the national level, the Bipartisan Budget Act
provides $63 billion in sequester relief over two years, split between defense
and nondefense and offset by savings elsewhere. The Federal Open Market
Committee began reducing quantitative easing of the money supply. By
January, the $85 billion per month program fell by $10 billion; starting
February, the reductions accelerate to $20 billion per month. Real Gross
Domestic Product (GDP) growth accelerated to 4.1 percent in the third
quarter of 2013 and 3.2 percent in the fourth quarter, with growth for all of
2013 estimated to be 1.9 percent. Monthly employment growth, which had
averaged 214 thousand for the four months ending in November, slipped to
74 thousand in December. Unemployment was down to 7 percent in
November and fell to 6.7 percent in December. Housing growth continues to
be slow, and the consumer confidence index, after rebounding in December
and growing in January, remained below the five-year peak reached in June.

At the state level, the Bureau of Business and Economic Research’s (BBER)
January forecast is slightly stronger than it was in October, although growth
is still restrained. Employment growth is estimated at 1.3 percent in FY14
and 1.6 percent in FY15, and personal income growth is estimated at 3.1
percent in FY14 and 4.7 percent in FY15. Private wages and salaries are
projected at 4.1 percent and 4.6 percent for FY14 and FY15, respectively.
BBER noted the housing permit outlook was weaker in the near-term but
stronger in out-years.

Turmoil in the Middle East pushed crude prices toward $110 per barrel early
in 2013, but prices fell back late in the year. Unrest in the Ukraine could
contribute to stronger oil prices. U.S. oil production is booming, especially
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in Texas and North Dakota. Oil prices are expected to remain around $93 per
barrel (bbl) in FY14, with moderate declines in the following years
consistent with a slower economic recovery and ongoing uncertainty in the
oil markets. Oil volumes increased by 16 percent in FY 12 and 17 percent in
FY13. The forecast assumes a modest but positive growth of about 5 percent
in FY 14 and 4 percent in FY15. The New Mexico price differential to West
Texas Intermediate is around $5 per barrel. Each additional $1 change in
price sustained over one year is equivalent to an additional $4.5 million in
general fund revenue.

New Mexico natural gas prices continue to be above Henry Hub prices due
to higher prices paid for natural gas liquids (NGLs), which trend with oil
prices. Natural gas prices are forecasted to be lower due to expectations of
national production growth and slow economic recovery. New Mexico gas
volumes fell by 1.6 percent in FY12 and 4.2 percent in FY13 and are
expected to decline further as production moves to richer areas, such as in
Texas and Pennsylvania. The NGL premium, which averaged 92 cents per
thousand cubic feet in FY14, helps offset part of the decline in total
production. Each 10 cent change in natural gas price is equivalent to an $8.5
million change in general fund revenue.

General Appropriation Act of 2014. The General Appropriation Act of
2014 (GAA) did not emerge from the House, as is customary, because of a
tie vote on the House floor. Instead, the GAA of 2014 came from the
Senate, only slightly modified from the House Appropriations and Finance
Committee version. The Senate Finance Committee found middle ground
between executive and LFC recommendations for key agencies, in particular
in the distribution of above-the-line and below-the-line education funding,
and preserved the HAFC recommendation for compensation.

The GAA (Chapter 63) and the Feed Bill (Chapter 1) together make
recurring general fund appropriations totaling $6.16 billion, a 4.6 percent
increase from FY14. After taking into account revenues lost through other
legislation, the appropriations result in an estimated transfer of $19 million
to the operating reserve. Section 11 of the bill applies a 0.275 percent
sanding adjustment to the recurring appropriations in Section 4 and the
compensation appropriations in Section 8§ of the bill, for a reduction totaling
approximately $17 million. After the sanding adjustment and line-item
vetoes, the appropriation to public schools is $2.72 billion, an increase of 5.8
percent. For higher education, funding totaled $838.6 million, an increase of
5.3 percent. Medicaid spending decreased 2.7 percent to $904.5 million,
public safety spending increased 3.8 percent to $394 million, and other state
agencies increased by 7.1 percent, although this total includes the
compensation increases for noneducation employees. These expansions total
about $271 million.

Section 11 of the GAA authorizes the transfer of $15 million from the
operating reserve to the appropriation contingency fund to cover emergency
expenditures by the Energy, Minerals and Natural Resources Department
and the Department of Homeland Security. In addition, Section 12 of the
GAA authorizes the governor to transfer up to an additional $80 million
from the operating reserve to the appropriation account if revenues are not
sufficient to meet FY14 appropriations and an additional $60 million if
revenues are not sufficient to meet FY15 appropriations.
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Other

Public Education. Public education appropriations for FY15 total $2.72
billion, an increase of $147.7 million, or 5.8 percent. The amount of funding
needed in the “above-the-line” formula-driven funding to meet federal
requirements for state special education “maintenance-of-effort” (MOE) and
the amount of funding that should be allocated to Public Education
Department (PED) in the form of “below-the-line” appropriations outside the
formula dominated discussions about public education
spending. Recognizing the need to increase the unit value, state funding for
public school support will increase $119.4 million, or 5.1
percent. Categorical appropriations remained relatively flat with the
exception of the supplemental special education maintenance-of-effort
distribution; a recurring categorical appropriation for MOE was not made
because the program cost included sufficient funds to meet MOE. Related
recurring appropriations total $107 million, an increase of almost 55
percent. Recognizing the importance of early learning on future student
success, the Legislature again increased appropriations for prekindergarten
by $4.3 million, Kindergarten Three Plus by $5.3 million, and early reading
initiative funding by $3 million.

Legislation focused on a broad array of education policy, including teacher
and school administrator licensure and compensation, capital infrastructure
needs, early literacy, class sizes, teacher and school leader evaluation
systems, transportation, the Public Education Department organizational
structure, and funding formula changes. Of the more than 100 substantive
bills related to education, only 17 were signed by the governor. Several
directly impact public school funding, including the following: Chapter 55
(House Bill 19) increases funding for at-risk students to close the
achievement gap; Chapter 57 (House Bill 35) creates a new formula factor
for school districts with fewer than 200 students; and Chapter 77 (House Bill
280) requires a return to statutorily required class loads and teaching loads
over the next three years. Other significant legislation includes Chapter 28
(Senate Bill 159), which repeals the Technology for Education Act and
creates an education technology deficiency correction program in the Public
School Capital Outlay Act to pay for the physical hardware necessary for
broadband internet connections. The Public School Capital Outlay Council
will be able to award up to $10 million annually to meet technology
deficiencies until FY19.

Higher Education. Higher education general fund appropriations total
$838.6 million, a 5.3 percent, or $42.5 million, increase over FY14 general
fund levels. This marked the third year in a row the Legislature increased
state support for higher education. The increase includes $3.9 million for the
final scheduled 0.75 percent increase for the employer’s retirement
contribution. It also includes $9.1 million for a 1.5 percent compensation
increase for state-supported faculty and staff. The GAA allocated $41.6
million, or 6.9 percent, of “instruction and general” formula-based funding
on student and institutional performance; this is nearly double the amount
and percent allocated based on performance in FY14. Institutions received
$601.3 million for graduating more students and achieving their public
missions of promoting college access and bringing research funding to the
state. Finally, the state increased general fund support for student financial
aid by $15.9 million over FY14 levels, for a total of $37.8 million. The
increase in aid targeted New Mexicans attending state colleges and
universities, including the New Mexico Military Institute, and recruiting and
retaining healthcare professionals.



Health and Human Services. The Human Services Department (HSD)
general fund appropriation includes a $24.5 million, or 2.4 percent, decrease
in general fund appropriations. While the HSD budget includes state and
federal funds to fully fund expansion of Medicaid enrollment for low-
income adults, an increase in the federal Medicaid matching rate and drug
rebate revenues led to a reduction of general fund needed in FY'15.

For the Department of Health, the general fund appropriation is $306
million, an increase of $3.8 million, or 1.2 percent, over FY14. The
appropriation includes nearly $3.3 million more to serve 175 additional
people in the Developmental Disabilities Medicaid Waiver Program,
including $500 thousand for a provider rate increase; $5.6 million for the
Family, Infant, Toddler Program, including $500 thousand for a provider
rate increase; $1.1 million for a telehealth and community health worker
initiative; $500 thousand for school-based health centers; and $650 thousand
for a flexible support model for individuals with developmental disabilities.

The general fund appropriation to the Children, Youth and Families
Department is $230.2 million, a $10.3 million, or 4.7 percent, increase from
FY14. The appropriation includes increased funding for care and support of
children in custody of protective services requested by the department,
domestic violence programs, a rate increase for foster parents in the
Protective Services programs, full-year operations for the juvenile justice
facility Lincoln Pines, significant increases for home visiting, extended-day
prekindergarten, childcare provider education, and quality initiatives for
registered childcare homes in the Early Childhood Services program. The
appropriation also includes an additional $1.5 million to continue the 3
percent salary increase for designated frontline employees initiated in FY14
for the Protective Services program and the Juvenile Justice Facilities
program.

Criminal Justice. Total general fund appropriations for the judiciary,
prisons, and public safety increased $24 million including increases of $7
million, or 4.7 percent, for judicial agencies; $2.5 million, or 4.2 percent, for
district attorneys; $6.8 million, or 2.5 percent, for the New Mexico
Corrections Department; and $7.2 million, or 7.4 percent, for the Department
of Public Safety. Appropriation increases were focused on reducing
recidivism and lowering criminal justice employee turnover and vacancies.

Special and Supplemental Appropriations and Fund Transfers. The
general fund appropriations in Sections 5 and 6 of the GAA total $60
million. This includes $11.5 million for the Legislative Lottery Scholarship
Program expenditures in fiscal year 2015, $10 million for economic
development projects pursuant to the Local Economic Development Act, $1
million for the Job Training Incentive Program, $2.7 million for a union
lawsuit settlement, $2.5 million for professional development and training on
implementation of “common core” education-curriculum standards, and $3
million to ensure the state makes sufficient funds available in fiscal years
2014 and 2015 to meet the special education maintenance-of-effort
requirements. The GAA also contains $40.4 million from other state funds,
including $11 million from the student financial aid special programs fund to
the lottery tuition fund for lottery scholarships and $2 million from fund
balances for deferred maintenance at corrections facilities statewide. (See
Appendix G.)



LFC TAX POLICY
PRINCIPLES:

Adequacy:
Revenue should be adequate
to fund needed government
services.

Efficiency:
Tax base should be as broad
as possible and avoid excess
reliance on one tax.

Equity:
Different taxpayers should be
treated fairly.

Simplicity:
Collection should be simple
and easily understood.

Accountability:
Preferences should be easy to
monitor and evaluate.

Gubernatorial Vetoes. The governor reduced general fund appropriations in
the GAA by vetoing $18.9 million of recurring FY15 appropriations,
including $15.2 million for at-risk students in the public school funding
formula, $500 thousand appropriated to the Human Services Department for
home visits for pregnant women and families of children under two years of
age, and $461 thousand for the increased employer cost of judicial pension
reform.

Vetoes of appropriations for compensation increases included an 8 percent
salary increase to the judicial justices and district attorneys and a 3 percent
salary increase to attorney general employees, workers compensation judges,
and appointed executive employees. Finally, the governor vetoed language
that would have provided salary increases to level two and three teachers in
public schools.

The governor also vetoed $6.1 million of nonrecurring special appropriations
including $4 million to the Higher Education Department to replenish the
higher education endowment fund and $500 thousand for colleges and
universities that failed to achieve positive student performance outcomes in
FY15, $250 thousand to the Commissioner of Public Lands to study the
feasibility of acquiring land identified by the Bureau of Land Management
for disposal, and $200 thousand to the Legislative Council Service for a tax
structure study. (See Appendix C.)

Vetoed language generally included access to and reporting of information
to the Legislature, conditional appropriations, and appropriations targeted for
specific areas of the state.

Legislation Affecting Revenues. Six bills with revenue impact passed both
the House and the Senate and were signed by the governor. Only one has a
large estimated revenue impact. (See Appendix A.)

e Chapter 80 (Senate Bill 347) makes changes to the Legislative Lottery
Scholarship Program and generates funds to pay for scholarships. One
funding source is a temporary diversion of a portion of liquor excise tax
revenues to the lottery scholarship fund, estimated to cost the general
fund $19 million in FY'16 and 19.3 million in FY'17.

e In addition, Chapter 54 (House Bill 16) temporarily reduces the general
fund distribution of liquor excise tax revenues and increases the
distribution to the local DWI grant funds for FY16-FY 18 by $2.2 million
per year.

e Three gross-receipts tax exemptions — for airplane parts and
maintenance (Chapter 19), dialysis facilities (Chapter 56), and durable
medical equipment (Chapter 26) — reduce recurring revenues by a total
of $2.4 million in FY15, growing to $3.4 million in FY18.

¢ Finally, Chapter 53 extends net operating loss carry-forward to 20 years
and is expected to have a revenue impact in the later years, estimated at
$6 million in FY18.



Gaming Compacts. With five state-tribal gaming compacts set to expire
June 30, 2015, the governor and tribal leaders worked during the 2013
interim to negotiate a collective amendment to the compacts. The governor
and Navajo Nation negotiated additional changes to the compact considered
by the Legislature in the 2013 session. The Navajo Nation agreement was
the only compact considered during the 2014 session. Reflecting changes
recommended by the U.S. Department of the Interior, the state-Navajo
Nation compact amendment eliminated limits on class II gaming, lifted the
requirement to settle an existing revenue-sharing dispute prior to approving
the pending compact, and retained existing revenue-sharing payment scales.
While the Legislature’s Committee on Compacts recommended the
Legislature approve the state-Navajo Nation compact and the House
approved it, the Senate did not. Because the Legislature failed to approve the
compact amendment, the Committee on Compacts will consider the state-
Navajo Nation and other compacts during the 2014 interim.

Capital Outlay. Following the governor’s vetoes on the two major capital
bills, nearly $395.7 million was appropriated for multiple state and local
projects statewide. An additional $175.2 million from supplemental
severance tax bond capacity is designated for public school
construction. Other funds earmarked for infrastructure from senior
severance tax bond (STB) capacity include $28.5 million to the water project
fund for allocation by the Water Trust Board, $14.2 million to the colonias
fund administered by the New Mexico Finance Authority, and $14.2 million
to the tribal infrastructure fund allocated by the New Mexico Tribal
Infrastructure Board.

In addition, the Legislature authorized the issuance of general obligation
bonds totaling approximately $167 million for three bond issues for senior
centers, library acquisitions, and higher education facilities. Issuance and
sale of general obligation bonds requires approval by the electorate in the
2014 November general election. If passed, the issuance of bonds maintains
the existing mill levy.

Transportation. The FY15 appropriation for the New Mexico Department
of Transportation (NMDOT) totals $862 million in federal funds and other
state funds, represents a slight decrease from the FY14 operating budget.
The State Road Fund Outlook in January 2014 reduced projected revenues
for FY15 by $6 million from the department budget request. The “100
percent State Road Fund Projects” appropriations in the Programs and
Infrastructure Program (PINF) is $5 million, a decrease of $3.4 million, or
67 percent, from the FY14 operating budget. The FY15 appropriation
replaces the state road fund transfer of $5.8 million to the Department of
Public Safety Motor Vehicle Division with general fund revenues.
Consistent with the LFC recommendation, the Legislature reduced the
department debt service by $2.4 million, applied vacancy savings of $1.7
million across all NMDOT programs, and transferred those funds to the
Transportation and Highway Operations Program (THOP) contractual
services category for maintenance of state roads, highways, and bridges.

General Fund Financial Summary. In FY12, due to the cash
reconciliation issue in the accounting database called SHARE, a $70 million
cash shortfall reduced the operating reserve. The financial summary in
Appendix A includes a further $31.7 million adjustment in the same line for
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FY14, because this adjustment was made in DFA’s unaudited FY12 CAFR.
Consistent with the FY'13 general fund audit, this summary does not include
a FY13 transfer of $20 million nor a $16 million transfer in FY14 from the
operating reserve to the PED contingent on appropriations in FY13 and
FY14 being insufficient to meet federal special education maintenance-of-
effort (MOE) requirements. The summary also assumes tobacco settlement
revenues are reduced by $20 million in FY'15, pursuant to potential further
challenges from tobacco manufacturers of New Mexico’s enforcement of the
tobacco master settlement agreement. Finally, the summary shows the effect
of the executive veto of fund transfer language in Section 12.

Given the current revenue forecast and current appropriations after executive
action, reserves are expected to reach $540 million, or 9.2 percent, of
recurring appropriations at the end of FY14, and $554 million, or 9.0
percent, at the end of FY15.

General Fund Outlook For FY15 and FY16. Total recurring revenue is
expected to grow 5.5 percent in FY15, 2.9 percent in FY16, 3.1 percent in
FY17, and 3.3 percent in FY18. The revenue figures reflect the December
consensus revenue estimate, adjusted for revenue reductions made by
legislation passed during the 2014 session. The general fund outlook table in
Appendix F shows FY15 recurring appropriations made in the GAA of 2014,
a 4.6 percent growth rate compared with FY14. The outlook projects FY16
appropriation growth to be 2.6 percent, and growth in both FY17 and FY18
to be 2.8 percent. The outlook for FY16 thru FY18 is built on the FY15
appropriation level with certain growth rates assumed for each appropriation
category as follows: 3 percent for public education and other health and
human services, 2 percent for higher education and public safety, 4 percent
for Medicaid, and 2 percent for all other government needs. The FY15 level
includes a one-time appropriation of $11.5 million for the legislative lottery
scholarship fund. Other legislation passed that will increase general fund
expenditures in both FY15 and in later years, and it is included in the FY15
base. In this forecast scenario, the FY15 appropriation level results in a
surplus of $19 million. The projected surplus is $41 million in FY16, $61
million in FY'17, and $95 million in FY'18. (See Appendix F.)




EARLY CHILDHOOD

Prekindergarten addresses
the total developmental needs
of preschool children, including
physical, cognitive, social, and
emotional needs; health care;
nutrition; safety; and
multicultural sensitivity.

Home visiting, offered on a
voluntary basis to women who
are pregnant or have young
children, targets participant
outcomes to include improved
maternal and child health,
prevention of child
maltreatment, improvement in
early development, reduction in
crime or domestic violence,
improvements in family
economic self-sufficiency, and
improvements in the
coordination and referrals for
other community resources and
supports. The model is
considered a delivery strategy
for primary prevention services
that are informational,
developmental, and
educational. The services can
lead to improved maternal and
child health outcomes, positive
parenting, safe homes, and
connections to community
services.

Childcare assistance provides
subsidized childcare for families
with incomes at or below 200
percent of the federal poverty
level [$47,100 a year for a
family of four] where the
parents are working or in
school.

TTAP and TEACH support
teacher educational
development for early
education providers through
TTAP training and TEACH
scholarships.

he Legislature continued to prioritize early childhood

care and education. Quality early education and care,

beginning with prenatal care, can greatly impact the
future success of children, particularly children at-risk of
developmental delays. Cost-benefit analysis shows
investment 1in high-quality early childhood programs
produces future savings by reducing remediation needs in
public and higher education, special education, juvenile
rehabilitation, juvenile and adult criminal activity, and
welfare assistance. Recognizing these benefits, the
Legislature increased general fund appropriations for the
state’s continuum of early childhood services, for home
visiting, prekindergarten, child care assistance, the Family,
Infant, Toddler Program, provider education and training
programs, and quality early childhood center planning
grants. The total funding for early childhood programs in
FY15 increased to $231.3 million, $26.1 million, or 12.7
percent, over FY 14 appropriations. (See Appendix 1.)

Investment in Early Childhood Programs. Increased funding for early
childhood programs in FY15 is estimated to provide home-visiting services
to 2,788 families, childcare assistance for 20,248 children, and Kindergarten
Three Plus and prekindergarten slots for 18,854 and 10,050 children,
respectively. The estimate assumes the reimbursements rates for providers
follow the LFC estimated average cost per client for FY15. (See Appendix
1)

Prekindergarten. A recent LFC evaluation indicates prekindergarten has
positive impacts on student achievement through the third grade. Currently,
prekindergarten programs are only two and a half hours long each day. To
further increase student achievement, prekindergarten should be extended to
allow for longer hours and program expansion. The FY15 appropriation to
the Children, Youth and Families Department (CYFD) for prekindergarten
includes $2 million to pilot extending the number of instructional hours per
day to five hours for existing programs.

The Public Education Department (PED) appropriation for prekindergarten
includes an additional $4.2 million for new slots, including $1.5 million for
schools to pilot extended-day prekindergarten. PED expressed concern
schools may not have the classroom capacity to offer extended-day
prekindergarten; however, the 2014 Work New Mexico Act included $2.5
million from the public school capital outlay fund to renovate and construct
prekindergarten classrooms statewide.

Home Visiting. Home visiting is an intensive parenting education program
shown to effectively reduce child abuse and improve child health outcomes.
The program provides developmental guidance, health care, and community
resource information to new families, regardless of income. In many



The Family, Infant, Toddler
Program provides a statewide
comprehensive diagnostic
system of early intervention
services for children birth to age
three with developmental
delays, disabilities, and serious
medical conditions.

As of January 2014, the
number of children receiving
childcare assistance was
17,851, down 10 percent
compared to January 2013.
Senate Memorial 10
reestablished the J. Paul Taylor
Early Childhood Task Force to
ensure children and infants at
risk for child abuse, neglect,
and adverse childhood
environments have a full
network of services.

The General Appropriation Act
replaces tobacco funding with
Temporary Assistance for
Needy Families (TANF) cash
balances from the Human
Services Department (HSD), for
transfer to the Children, Youth
and Families Department
(CYFD) for FY14 and FY15.

Early Childhood
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instances, home visiting provides the first opportunity to address risk factors
that may limit a child’s development. On average, the cost for home visiting
is $3,500 per family. Currently, home visiting is primarily funded with
revenue from the general fund.

The FY15 general fund appropriation to CYFD for home visiting includes
nearly $2.5 million more to expand services statewide, an increase of 31
percent. Legislative Finance Committee (LFC) staff estimates an additional
$30.5 million is needed to serve all eligible clients statewide. The governor
vetoed a $500 thousand appropriation for home visiting in the Medicaid
program that would have leveraged an additional $1.1 million in matching
federal funds. (See Appendix J.)

Childcare Assistance. LFC evaluations indicate quality initiatives for
childcare programs improve outcomes and recommend shifting funding
toward higher quality, more costly care to low-income students. However,
the enrollment in childcare assistance continues to fall below CYFD
projections, resulting in significant carryover balances. The agency is using
these savings in FY14 and FY15 to increase provider reimbursement rates by
4 percent statewide. The FY'15 appropriation is an increase of $2.2 million
and includes $1.3 million to support provider rate increases for infant care
and $400 thousand to improve quality of registered homes. Of the 19.5
thousand children who received subsidized child care in 2012, 20 percent
received care from registered homes, which do not meet minimum CYFD
licensing standards and are more likely to be administered by family
members or caregivers with little formal training or education in early
childhood development.

Early Childhood Development Teacher and Provider Education.
Teacher education and training advancement is provided by CYFD through
training and technical assistance programs (TTAP) and Teacher Education
and Compensation Helps scholarships (TEACH). These programs assist
early childhood providers with in-house training and consultation and
teachers with additional early childhood education. TEACH scholarships are
available for tuition, textbooks, travel stipends, and compensation incentives.
Incentive programs have been shown to support workforce stability through
annual stipends, which supplement low salaries. The FY15 appropriation
includes an increase of $600 thousand, for a total of $1.1 million, to support
provider training and education advancement. (See Appendix 1.)

Family, Infant, Toddler Program (FIT). The FIT program supports

positive early childhood developmental services essential for later success in
school and effectively prepares families and children for transition to
preschool. Early intervention also reduces the need for special education in
the school system. The Department of Health’s FY15 general fund
appropriation includes an additional $5.6 million for the FIT program, with
an additional $500 thousand for a provider rate increase. The program
funding will support an additional 672 infants and children.

High Quality Early Childhood Programs. Quality early childhood

education centers can greatly enhance a child’s development, improving
education performance in later years. Many communities in New Mexico
have expressed an interest in implementing high-quality early childhood
development centers, and the FY15 appropriation includes $450 thousand
for statewide planning grants. Several statewide grants provide resources for
communities so they may begin planning and designing quality early
development centers.
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EDUCATION

ducation spending, public education and higher
education together, constitutes 57.8 percent of total

FY15 General Fund
Appropriations
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< recurring general fund appropriations for FY15.
Recurring general fund appropriations for education
increased $201.8 million, or about 6 percent. Much of the
focus of this year’s legislative session was on public
education funding (above-the-line spending versus below-
the-line spending) and ensuring solvency of the Legislative
Lottery Scholarship Program. Almost $3.57 billion will be
allocated to public schools, discretionary public school
initiatives controlled by the Public Education Department
(PED), PED and Higher Education Department (HED)
operating budgets, and postsecondary institutions to ensure
New Mexico’s children and students are academically
competitive nationally.

Fiscal years 2014 and 2015 mark the first two years since the recession that
public schools and postsecondary institutions will see significant increases in
funding. Educators statewide will see the first significant increase in
compensation in a number of years, though they will again be asked to
contribute more to their retirement plans and likely face increases in
insurance premiums. Funding for direct instruction will also significantly
increase in FY'15. In turn, public schools and postsecondary institutions must
target strategies proven to move the needle on student success to improve the
health and economic well-being of families and communities.

PUBLIC EDUCATION

For FY15, the Legislature prioritized funding for public education,
increasing recurring general fund appropriations by $148 million, or 5.8
percent. Appropriations for the rest of government increased $123.3 million,
or 3.7 percent. Public education received 54.5 percent of recurring FY15
appropriations, resulting in an increased share of annual general fund
appropriations of 0.5 percent, to 44 percent. The Legislature again funded
those programs aligned with evidence-based priorities, including early
childhood education and early literacy, school improvement, improved
graduation rates, and educator quality. For the third year in a row, the
Legislature substantially increased funding for below-the-line initiatives
targeted at improving student outcomes.

Focus during the development of public school appropriations was on
federally required special education maintenance-of-effort (MOE) spending
and the amount of funding appropriated to the state equalization guarantee
(SEG) distribution (above-the-line) versus categorical and related below-the-
line initiatives. PED staff estimates FY15 will mark the first year since
FYO09 the appropriation to the state equalization guarantee distribution will
be sufficient to meet MOE.
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Distribution of Increases in
State Equalization Guarantee

(amounts shown will be reduced to
account for Section 11 adjustments)

e $11.6 million — employer
retirement contribution
increase;

e $11.2 million — enrollment
growth;

e $13.5 million — employer
portion of increased health
and risk insurance
premiums;

e $5.8 million — fixed costs;

e $6 million — ensure class
sizes meet statutory
maximums;

e $264 thousand — science
standards-based
assessment retest;

e $1 million — short-cycle
assessments;

e $1.5 million — beginning
teacher mentorship;

e $5.8 million — new small
school district formula
factor; and

e $68.7 million — school
employee compensation.

State Equalization
Guarantee Distribution
Program Unit Value
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The above-the-line versus below-the-line discussion centered on local
control of public education dollars, accountability for expenditure of formula
dollars and the department’s oversight role, the amount of funding that
should be allocated to PED to control and administer and the department’s
ability to do so effectively given high vacancy and turnover rates.

Public Education Funding History

Percent Percent
FY13 FY14 +/- FY15* +/-
SEG $2,273,588.9 | $2,361,895.8 3.9% $2,481,311.0 5.1%
Categorical Appropriations $129,179.4 | $136,845.9 5.9%| $127,066.6 11%
Transportation $96,676.0 | $100,342.5 3.8%| $101,790.1 1.4%
Supplemental Distributions $2,846.0 $2,846.0 0.0% $2,293.7 -19.4%
Special Education MOE Distribution $0.0 $10,000.0

Instructional Materials $27,832.8 $21,832.8 -21.6% $21,163.2 -3.1%
Indian Education Fund $1,824.6 $1,824.6 0.0% $1,819.6 -0.3%
PED $10,739.6 $11,786.1 9.7% $11,787.3 0.0%
Related Recurring Initiatives $41,833.5 $57,022.3 36.3% $95,122.7 66.8%
Total Recurring Public Education Appropriations | $2,455,341.4 | $2,567,475.9 4.6%| $2,715,287.6 5.8%

*FY15 includes Section 11 adjustment and vetos. Source: LFC Files

State Equalization Guarantee. For FY15, the general fund appropriation
to the SEG will increase by $119.4 million, or 5.1 percent. The budget
acknowledges that school employees have not received a significant pay
increase in a number of years due to the rising cost of health care and
increased retirement contributions and the need to increase the program cost
to meet MOE. The program cost should be sufficient to meet MOE for
FY15; however, if it is not, the Legislature also included $3 million in
nonrecurring general fund revenue for MOE. More than $15.2 million for
programs for students at risk of failing was vetoed. Almost 55 percent of the
increase to the program cost is attributed to compensation initiatives for
school employees, including a 3 percent increase for all school employees,
an additional 3 percent for education assistants, and a $2,000 increase in the
statutory minimums for level one teachers (similar increases for licensed
level two and level three teachers and administrators were vetoed). (See
Appendix L.)

For FY 14, the secretary-designate set the final unit value at $3,817.55, flat
with the preliminary unit value. Generally, the final unit value increases;
however, this year it was kept flat out of concerns that federal impact aid
revenues would not materialize despite recent federal approval of a 5.3
percent increase in federal impact aid payments for federal fiscal year 2014.
The secretary-designate will set the preliminary unit value for the 2014-2015
school year at $4,005.75, a 4.9 increase over the FY 14 unit value.

Enrollment growth funding, primarily claimed by charter schools, continues
to be a concern. In recent years, funding allocated to school districts and
charter schools for enrollment growth exceeded the amount included in the
budget. For example, in FY13, charter schools generated 84 percent of
enrollment growth funding, up from 69 percent in FY12, and funding
allocated for enrollment growth was $5 million more than requested by PED
and included in the FY13 budget. Enrollment growth funding claimed by
charter schools is generally for planned growth, i.e. charter schools adding
grades or increasing their enrollment caps. Charter authorizers’ (school
districts and the Public Education Commission) decisions continue to affect
the unit value and are not considered when the department makes budget
requests for public education.
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In many instances, this results in dilution of the unit value, which has a

Related Public Education
Legislation

e Chapter 55 (House Bill 19)
increases the at-risk index in
the public education funding
formula to close the
achievement gap.

e Chapter 57 (House Bill 35)
creates a new formula factor
for school districts with fewer
than 200 students.

e Chapter 77 (House Bill 280)
requires a return to statutorily
required class and teaching
loads over the next three
years.

e Chapter 16 (House Bill 271)
expands the elementary
school breakfast program to
middle and high schools
contingent on funding.

e Chapter 70 (Senate Bill 307)
and Chapter 71 (Senate Bill
122) expand the courses that
qualify for physical education
credit to include marching
band, interscholastic sports
sanctioned by the New
Mexico Activities Association,
participation in junior reserve
officers’ training corps, or any
other co-curricular physical
activity. Additionally,
graduation requirements in
existence when a student
enters ninth grade shall not

be changed for that student.

Related Special particularly negative effect on the state’s smallest school districts, many of

Appropriations which have declining enrollment. Authorization of new charter schools and

FY06 - FY15 changes to existing charter contracts needs to be more deliberate to ensure

$100 appropriate funding is included in the budget and small, rural isolated school
$90 districts are not negatively impacted.

$80

$70 Categorical Public _School Support. Categorical appropriations for

o $60 transportation, supplemental distributions, instructional materials, and Indian

S education remain relatively flat. Operational funding for to- and from-

% $50 school student transportation increased $1.4 million to account for increased

$40 - fuel costs, the final year of retirement contribution increases, and a 3 percent

$30 1 salary increase for all transportation employees. Recurring general fund

$20 A appropriations for instructional materials remain flat; however, a

$10 nonrecurring $5 million appropriation supplements the recurring

appropriation. Additionally, school districts and charter schools reported

$0 5 2 = © healthy cash balances from instructional materials allocations at the end of

= & & &z [IFYI13. Those balances total more than $8.8 million — representing more than

Source: LFC Files 42 percent of the appropriation — and can be used for instructional materials

purchases in FY14 and FY15. The Legislature did not appropriate funds to
the new categorical special education supplemental maintenance-of-effort
distribution for FY'15 because sufficient funding is in the SEG.

Related Appropriations. The Legislature, for the third year in a row,
included significant increases in below-the-line funding despite concerns
about the department’s ability to effectively administer these funds. (See
Appendix L.) While the amount of funding allocated to below-the-line
initiatives only represents 3.9 percent of total public education spending, it
amounts to a 55.4 percent increase over FY 14 appropriations. PED has the
ability to target funds to close the achievement gap, but spending in these
special programs has had mixed results. For example, $8.5 million allocated
to improve early literacy in FY13 had very little effect on third-grade
reading proficiency scores in the school districts and charter schools that
received funding, with scores increasing only an average of 0.2 percentage
points more than the statewide average increase.

During the 2014 legislative session, the secretary-designate generally
identified three key areas, in addition to early literacy, the department sought
to address with below-the-line funding: 1) teacher and school leader
programs and supports for training, preparation, recruitment, and retention;
2) college preparation, career readiness, and dropout prevention; and 3)
interventions and support for students, struggling schools, and parents.
Three new appropriations were created, and funding for many existing
initiatives was placed into one of the three appropriations, resulting in larger,
more flexible pots of money for the department’s priorities.

Below-the-line priorities of legislators focused on increasing funding for
existing prekindergarten and Kindergarten Three Plus, programs that have
demonstrated significant positive impacts on student learning. (See
Appendix J.)

Special and Supplemental Appropriations. The Legislature made six
supplemental and special appropriations for school district, charter school,
and department use. A total of $3 million in nonrecurring appropriations is
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Related Public Education
Legislation Cont.

e Chapter 74 (House Bill 157)
creates the “school
transportation training fund”
for PED to use for public
school transportation
workshops and training
services for school districts
and charter schools.

e Chapter 23 (House Bill 156)
allows PED to consider
increased fuel costs a
transportation emergency for
purposes of the transportation
emergency fund.

e Chapter 12 (Senate Bill 158)
extends the tuition waiver
provisions of the high
school/college dual credit
program to home school and
private school students.

e Chapter 28 (Senate Bill 159)
repeals the Technology for
Education Act and creates an
education technology
deficiency correction program
in the Public School Capital
Outlay Act for the physical
hardware necessary for
broadband connections to the
internet.

Higher Education
Institutions
General Fund Support
(in millions)
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Documents

made for emergency supplemental funding for school districts and charter
schools experiencing shortfalls. Other special appropriations are $2.5
million for educator professional development on implementation of
common core content standards, $5 million for instructional materials, $3
million for federal special education maintenance-of-effort in FY14 and
FY15 if all other appropriations are insufficient, and $100 thousand for
sports and other extracurricular activities.

Additionally, the GAA removed the contingency language included in the
FY14 supplemental special education maintenance-of-effort distribution and
instead required PED to allocate $10 million to school districts and charter
schools through the state equalization guarantee distribution in FY14.
However, the governor’s veto restored the contingency language.

HIGHER EDUCATION

For the third year in a row, the Legislature increased state support for higher
education. For FY15, recurring general fund appropriations totaled $838.6
million, an increase of $42.5 million, or 5.3 percent, over FY 14 general fund
levels. Institutions and the Higher Education Department (HED) will
receive $14.2 million in special general fund appropriations, mostly for
student scholarships. In addition, colleges and universities, including
academic libraries, are authorized to receive $138.3 million from general
obligation bond revenues (Chapter 65/Senate Bill 53) and $6.9 million from
severance tax bond revenues for improving campus infrastructure and
completing capital projects (Chapter 66/House Bill 55).

Institutional Finance. Colleges and universities will receive $804.3 million
in recurring general fund revenues. Institutions will receive $601.3 million
for graduating more students and achieving their public missions of
promoting college access and bringing research funding to the state. This
funding, combined with $2.8 million for the last scheduled 0.75 percent
increase for the employer’s retirement contribution pursuant to Section 21-
11-21 NMSA 1978 and $9.1 million for a 1.5 percent compensation increase
for state-supported faculty and staff, will help institutions recruit and retain
faculty and staff. The Legislature and executive targeted funding to address
the state’s healthcare workforce shortage, to help students get to school and
stay in school, and to provide more tools that foster economic development
throughout the state. (See Appendix M.)

Instruction and General Funding. Nearly 91 percent of institutional
funding is allocated based on the instruction and general (I&G) use funding
formula. For FY15, the Legislature and executive supported increasing the
amount and percent of formula funding based on performance. The GAA
allocated $41.6 million, or 6.9 percent, of I&G formula-based funding on
student and institutional performance; this is nearly double the amount and
percent allocated based on performance in FY14. Of the performance
funding, $23 million, or 55 percent, was based on awards production, awards
earned by financially at-risk students, and awards earned in science,
technology, engineering, mathematics, and health areas. Fiscal Year 2015
will be the first year funds were appropriated for mission-specific measures.

As in prior years, the GAA included language requiring HED, the
Department of Finance and Administration (DFA), the Legislative Finance
Committee (LFC), and institutional staff work during the 2014 interim to
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Total I&G Formula-Based

Funding
(in millions of dollars)

FY13 | FY14 | FY15
Adjusted/
Prior-Year
Base 520.5| 548.9| 559.7
Workload
Outcomes 15.5| 10.5| 128
Statewide
Outcomes 12.5] 10.3] 23.0
Mission-
Specific
Outcomes 0.0 0.0 5.8
Institutional
Share Credit -2.1 23| -04
Other Base
Adjustment 0.0 0.0 04
Retirement 11.5 12.9 3.0
Total I&G
Formula 557.9| 580.3| 604.3

Source: GAA, LFC Post-Session

The healthcare workforce
initiative will:

e Expand associate’s and
bachelor’'s degree programs
by supporting 20 faculty and
160 additional students,

e Add 24 seats for graduate-
level nurse practitioners,

e Add 10 new medical
residencies at the University
of New Mexico Health
Sciences Center and federal

qualified health centers

throughout the state,
¢ Fund six more dental
scholarships,

Help another 45 medical and
health professionals reduce
educational debt,

Train 800 to 900 community
health workers,

Provide medical education to
325 physicians, nurses, and
clinical staff, and

Hold 160 telehealth clinics
and training sessions.

develop particular 1&G formula components. For FY15, the Legislature
based its appropriations on a consensus, institution-developed 1&G funding
formula, and some members expressly stated they would prefer to see a
unified approach to formula funding for the FY16 budget process. Though
the governor vetoed this language, LFC staff will work with DFA, HED, and
institutions to address legislators’ questions from the 2014 session.

Research and Public Service Projects. Besides 1&G formula funding and
capital outlay funds, institutions also receive state support for research and
public service projects. The GAA included $130.8 million in general fund
appropriations for athletics, public television, healthcare and other projects,
and the special schools — New Mexico Military Institute, New Mexico
School for the Blind and Visually Impaired, and New Mexico School for the
Deaf. The amount was an increase of more than $12.8 million, or 11
percent, over FY14 general fund levels. Most research and public service
projects received FY 14 general fund base levels and a slight increase for the
0.75 percent education retirement contribution pursuant to Section 21-11-21
NMSA 1978. (See Appendix N.)

Health and Safety Programming. Legislators prioritized a number of
projects and programs that affect public health and safety for increased state
funding. The Bureau of Mine Safety received funding to provide safety
courses no longer supported with federal grant funds. The dental clinics and
programs at New Mexico State University-Dona Ana Community College
and Eastern New Mexico University-Roswell received critical state support
to provide local dental services and maintain program accreditation.

Economic Development and Workforce Programs. For FY15, state funding
was increased for programs to help entrepreneurs, provide labs and resources
to aid business start-ups, and train students and workers. At the University
of New Mexico, the manufacturing sector development programs’ clean
room and Small Business Innovation and Research Center will provide
engineering and other students classroom and internship experiences. At
New Mexico State University, funding will support a statewide economic
outreach coordinator for the Cooperative Extension Service. New Mexico
State University’s Arrowhead Center for Business Development and
manufacturing sector development program received more funding to help
small business owners. The High Skills training program, which subsidizes
local businesses that contract with community colleges to offer specific
workforce skills training, received additional state support for FY15;
however, an appropriation for the statewide Integrated Basic Education
Skills Training (IBEST) program, a combined adult basic education and
skills training program, was vetoed.

Healthcare Workforce Initiative. The Legislature and executive both
proposed a significant investment in growing the state’s healthcare
workforce. The GAA includes nearly $8 million in recurring general fund
appropriations to expand undergraduate and graduate nursing programs; $1.1
million for internal medicine, family medicine, psychiatry, and primary care
medical residencies; almost $500 thousand for a community health worker
training program; and nearly $600 thousand to expand telehealth healthcare
delivery and continuing medical education. To attract licensed professionals,
an additional $1.4 million in general fund appropriations target nursing,
medical and other health professionals and dental loan repayment, loan

15



Chapter 62 (Senate Bill 206)
provides for full tuition waivers
for foster children, including
those in tribal custodial care.

In addition to budgeting $43
million in annual lottery
revenues, the GAA and Laws
2014, Chapter 80 (Senate Bill
347) provided the following
general fund revenues for the
Legislative Lottery Scholarship
Program:

e For FY14: $13.9 million
e For FY15: $11.5 million

LFC staff estimates Legislative
Lottery Tuition Scholarships will
be funded at approximately 87
percent to 93 percent of full
tuition levels.

The governor vetoed language
that would have transferred
tobacco settlement revenues
appropriated to the lottery
tuition fund in the 2013 session
back to the tobacco settlement
permanent fund, resulting in an
additional $4.8 million for the
lottery tuition fund for FY14, for
a total year-end fund balance of
$12.3 million.

forgiveness, and tuition waiver programs. Chapter 3 (Senate Bill 119)
expedites the process for issuing New Mexico licensure to nurses currently
licensed in other states. (See Appendix Q.)

Financial Aid. For FY15, the state increased student financial aid by $15.9
million over FY14 levels, to $37.8 million. This increase targets New
Mexicans attending state colleges and universities, the New Mexico Military
Institute, and recruiting and retaining healthcare professionals.

Legislative Lottery Scholarship Program. With available revenues
insufficient to provide full college tuition scholarships in FY14, the
Legislature passed legislation that made scholarship program changes, added
revenues, and provided for fund solvency. Sixteen memorials and bills
affecting the Legislative Lottery Scholarship program were considered
during the session, with only one passing both chambers -- Chapter 80
(Senate Bill 347). (See Appendix O.)

Legislative Lottery Tuition Scholarship Act. Chapter 80, creating the act,
provides that qualified students (those who have received two or fewer
semesters of the scholarship by the spring 2014 semester) shall be eligible
for a seven-semester scholarship term and must complete 15 credit hours per
semester, if attending a four-year institution. Legacy students, those who
have received the scholarship for three or more semesters by the end of
FY14, remain eligible for an eight-semester scholarship and may continue to
take 12 credit hours per semester.

All students must maintain a 2.5 grade point average to receive the
scholarship. While scholarship eligibility for all students is determined after
their first semester of college and makes them eligible for a scholarship the
second semester, a drafting error in the House floor amendment to Chapter
80 (Senate Bill 347) inadvertently would start scholarships the third
semester. To fix this error and ensure eligible students receive their
scholarships in a timely way, the governor partially vetoed the bill, changing
language referring to “program semesters” to simply “semesters.”

Under the act, students will not receive a full tuition scholarship as they do
currently. Instead, students will receive a scholarship proportionate to their
tuition amount, as determined by HED and depending on available
revenues. Chapter 80 did not change current law in that total awards must be
limited to available revenues. LFC staff estimates scholarship totals per
institutional sector will range from 87 percent to 93 percent of average
tuition. (See Appendix O.)

The GAA includes $11 million in other state funds for FY 14, $2.9 million in
nonrecurring general fund support for FY14 and FY'15, and $11.5 million in
recurring general fund support for FY15. In addition, Chapter 80 provides
for approximately $18 million to $19 million in revenues from the general
fund share of liquor excise tax revenues in both FY16 and FY17. These
revenue increases will support larger tuition scholarships than would be
awarded if scholarships were limited to the estimated $43 million in annual
lottery revenues alone.
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ECONOMIC DEVELOPMENT AND WORKFORCE TRAINING

2013 Over-the-Year
Job Growth By State
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he Legislature increased funding for economic

development, tourism, and workforce training

programs to improve the state’s lagging job growth
and used general fund revenues to replace expected
reductions in federal revenues. Additionally, the Legislature
created a new economic development program, transferred a
workforce program from another agency to the Workforce
Solutions Department, provided capital outlay to complete
the southern road leading to Spaceport America, and
increased tax incentives for businesses.

ECONOMIC DEVELOPMENT AND TOURISM

The Legislature increased the recurring budget of the Economic
Development Department (EDD) by 25.9 percent compared with the FY 14
operating budget. In addition, the GAA contains nearly $2.5 million for the
Tourism Department in FY15. The base budget will increase by
approximately $2 million to provide additional funding to advertise the state
in additional markets across the country, and the GAA includes a $500
thousand recurring special appropriation for the department’s cooperative
advertising program to promote local assets.

Job Training Incentive Program. The GAA appropriates nearly $1.5
million from the general fund for the Job Training Incentive Program (JTIP),

administered by EDD. Historically funded through special appropriations,
the Legislature moved JTIP funding into the recurring budget to provide
stability for the program. Information released by EDD during budget
deliberations showed the JTIP fund had a combined cash balance of $12
million, with an unobligated balance of $5.8 million. The JTIP provides
partial wage reimbursement to companies for on-the-job and classroom
training for newly created jobs in expanding or relocating businesses.

Local Economic Development Act. The GAA appropriates $10 million
from the general fund to provide EDD with funding for Local Economic
Development Act (LEDA) projects. Combined with an additional $5 million
in capital outlay for LEDA projects, this represents an increase of 355
percent compared with the appropriation for FY14. The LEDA serves as a
closing fund to recruit companies to the state and can also be used to provide
infrastructure assistance to expanding local businesses.

Spaceport Authority. The GAA appropriates $458.6 thousand from the
general fund to the Spaceport Authority for FY15 to support operations
while the Spaceport ramps up and prepares for Virgin Galactic’s initial
launch, projected for August 2014, and the completion of two visitor centers.
The Legislature also appropriated $6.4 million in capital outlay to finish
construction of the southern road leading to Las Cruces.
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Chapter 51 transfers the
Apprenticeship Assistance Act
from the Instructional Support
and Vocational Education
Division of the Public
Education Department (PED)
to the Workforce Solutions
Department (WSD).

Workforce Solutions
Department General
Fund Appropriations
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Economic Development Grant Fund. Chapter 58 (House Bill 273) creates
the Economic Development Grant Program within EDD to be overseen by
the Economic Development Commission. The program can provide
matching grants to local and regional economic development agencies to
hire economic development professionals.

Airplane Sales Tax Deductions. Chapter 8 (House Bill 24) and Chapter 19
(House Bill 14) expand existing gross receipts tax deductions to include
receipts from the sale of commercial or military aircraft over 10 thousand
pounds and the sale of aircraft parts or services.

WORKFORCE SOLUTIONS DEPARTMENT

The general fund appropriation to the Workforce Solutions Department
(WSD) is $11.3 million or 223 percent over FY14. The Legislature
increased general fund appropriations to the WSD for information
technology modernization, replacement of declining federal funds, and
serving more clients.

New Mexico was awarded a total of $49 million in Reed Act, federal
stimulus, and federal integrity funds for the unemployment insurance (UI)
modernization project. The online Ul system launched in January 2013 but
requires continued development and modification. In FY15, the Legislature
added $4.6 million to support the online Ul system. Additionally, the
Legislature provided $300 thousand and 3 FTE to the Workforce
Technology Division (WTD) for project management of the Ul system as an
alternative to costly external contracts for this service.

WSD also maintains a toll-free telephone number that allows dislocated
workers to apply for unemployment insurance through the agency call center
instead of online. The call center is significantly impacted by federal
government adjustments, seasonal agricultural workers, and the Emergency
Unemployment Compensation (EUC) program, all of which can contribute
to increased use of the toll-free telephone number. As of FY14, the agency
had an outstanding debt of almost $4 million, which accumulated over
several years, to the Department of Information Technology (DolT). The
Legislature appropriated $3.9 million to the central telephone services fund
to satisfy the outstanding obligations of WSD to DolT for the toll-free
number. Additionally, the Legislature appropriated $1.3 million for the
continued cost of the toll-free number.

Unemployment Insurance Trust Fund. Employer taxes are collected by
WSD and deposited in the federal treasury in the New Mexico
unemployment insurance trust fund. According to WSD, the trust fund
balance as of March 11, 2014, was $43.7 million. New Mexico uses a
reserve ratio to determine the appropriate employer contribution schedule
based on an employer’s individual experience rating. The reserve ratio
depends on the fund balance on June 30 and covers wages at the end of the
previous calendar year. The reserve ratio serves as a snapshot of the UI trust
fund. Unemployment Insurance programs provide unemployment benefits
to eligible workers who become unemployed through no fault of their own
and meet certain other eligibility requirements.
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HEALTH CARE

ontinued recovery in state revenues provided the
Legislature with flexibility to increase funding for

HSD Appropriations ; .
many programs in the health and human services
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Source: LFC Files Human Services Department and Medicaid. New Mexico is one of 26

states moving forward with expanded Medicaid coverage for low-income
adults as authorized by the federal Patient Protection and Affordable Care
Act, commonly known as the Affordable Care Act (ACA). This expansion
will have major impacts on the healthcare sector and the state economy.

Medicaid Spending
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New Health Insurance Options. The first of the two principal mechanisms to
provide health insurance coverage under the ACA is expansion of Medicaid
eligibility to those adults with incomes under 138 percent of the federal
poverty level (FPL), or about $15,864 for an individual. The other
mechanism subsidizes those with incomes between 133 percent and 400
percent of the FPL to purchase insurance through the New Mexico Health
Insurance Exchange (NMHIX).

The Human Services Department (HSD) estimates about 170 thousand of the
estimated 400 thousand uninsured New Mexicans will qualify for Medicaid
under the new expansion. FY 14 expansion related enrollment is projected at
134 thousand; enrollment through February 2014 was 98 thousand. The vast
majority of uninsured individuals not eligible for the Medicaid program are
expected to purchase federally subsidized health insurance at the state
exchange or through private insurance. First-year exchange enrollment was
projected at 80 thousand; however, problems in late 2013 with the federal

@Federal Funds exchange has hampered enrollment; the NMHIX reported only 11,620
O Other State Funds individual enrollments by the end of January 2014.
mGeneral Fund
Note: excludes administration Cost and Financing of Medicaid Expansion. The federal government will
Source: HSD Projections: pay 100 percent of the cost of enrolling the newly eligible adult population in

HSD FY15 request

Medicaid from 2014 through 2016, stepping down to 90 percent by 2020 and
all following years. HSD’s latest cost estimate for FY15 Medicaid expansion
projects $892 million in federal funding for a projected 163 thousand clients.
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Temporary Assistance for Needy
Families cases declined to 13,230
in January 2014, 38 percent lower
than the historic high of 21,308
cases in December 2010. With
lower enrollment, cash balances
have surpassed $30 million. In
response, the Legislature has
increased FY15 funding for CYFD,
including $6.1 million for
prekindergarten, $2 million for
home visiting, and an additional
$3.25 million for childcare. (See
Appendix T.)

Temporary
Assistance for Needy
Families Expenditures
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Of note, the state estimates it will save approximately $60 million with the
transfer of state coverage initiative clients into the Medicaid expansion
program, due to the 100 percent match rate from 2014 to 2016.

Sole Community Provider Program Replacement. The Centennial Care
Medicaid waiver approved by the federal government in 2013 required the
state to move forward with a much smaller replacement program for the sole
community provider hospital payment system, which provided $278 million
in financial support to New Mexico hospitals as recently as 2011. The
replacement program as authorized by Chapter 79 (Senate Bill 268) is
composed of an uncompensated care pool, which will provide up to $68
million in reimbursements to hospitals annually, and an increase in Medicaid
rates for in-patient care at hospitals of approximately $81 million. The
financing for the new program was a controversial subject during the 2014
legislative session, with much debate over the appropriate level of financial
support from counties to match federal Medicaid funds. The final
compromise included $9 million in state general fund support and a
mandatory transfer from the counties of the equivalent of a one-twelfth of a
percent gross receipts tax increment (about $26 million), lower than the one-
eighth transfer originally proposed by the administration. As a result, HSD
projects the size of the Medicaid rate increase would be reduced by $42
million (from $123 million to $81 million).

Medicaid-Funded Home Visiting. HSD did not request funding for a home-
visiting program within the Medicaid program for at-risk pregnant women
and families with infants and young children, even though certain home-
visiting programs have demonstrable long-term benefits. The governor
vetoed $500 thousand included in the 2014 General Appropriation Act for
evidence-based Medicaid home-visiting services in FY'15.

Tobacco Funding. The future levels of tobacco settlement funding for health
and education needs is uncertain following a 2013 setback for New Mexico
and other states. A tobacco settlement arbitration panel found New Mexico
did not diligently enforce its qualifying tobacco settlement statute in
calendar year 2003. Pending a potential appeal of the judgment, as well as
final calculations, the potential reduction to the 2014 tobacco manufacturer
distributions will be between $12 million and $24 million of the $38.9
million projected transfer. In response to this uncertainty, the General
Appropriation Act included transfer language to cover any shortfalls in
tobacco program fund appropriations in FY14 and FY15 by transferring
funds from the $178 million balance of the tobacco settlement permanent
fund. (See Appendix S.)

The tobacco companies are expected to pursue nationwide arbitration for the
states’ enforcement efforts in calendar year 2004 and beyond, although the
timeframe for those hearings is uncertain. The attorney general believes
New Mexico’s performance enforcing the statute improved over time, which
increases the state’s chances of a favorable outcome in future arbitrations.
The attorney general also reports the panel supported New Mexico’s position
that tribal sales (exempt from excise tax) are exempt from enforcement of
the provisions of the master settlement agreement. The panel’s determination
on the tribal sales issue will significantly aid New Mexico’s efforts in
protecting future years’ settlement payments.
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Child Abuse and Neglect. Child abuse and neglect can have lifelong
implications on the well-being of victims. Children who experience abuse,
neglect, and maltreatment may suffer long-term consequences from the
trauma and are often are at risk of experiencing cognitive delays and
emotional difficulties, among other issues. Three well-publicized cases of
abuse late in 2013 focused legislative attention on improving child safety
during 2014 session. As a result, the Protective Services program of the
Children, Youth and Families Department (CYFD) will receive a recurring
general fund appropriation of $76.5 million, a $3.7 million increase over
FY14. The Legislature included funding of $1.4 million for care and support
of children in custody, $1 million for a foster care rate increase, and almost
$1.2 million for 10 additional investigator FTE and compensation increases
for direct service employees. A rate increase for foster families between 10
percent to 16 percent, depending on the age of the child and the level of care
required, was funded. Foster families last received a rate increase in 2007.
(See Appendix K.)

Juvenile Justice. Research indicates a connection between childhood
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maltreatment and juvenile delinquency. Children who lack safe and healthy
environments are more likely to cross over from the child welfare system to
the juvenile justice system. The Juvenile Justice Facilities (JJF) program of
the CYFD provides prevention, intervention, and after-care services for
delinquent youth in the state. The JJF division will receive a recurring
general fund appropriation of $67.5 million for FY15, including $900
thousand for compensation increases for direct service employees.
Additionally, the division will receive $600 thousand to support operations
of the newly opened facility, Lincoln Pines Youth Center, near Ruidoso.
Lincoln Pines Youth Center will house up to 24 youths and support
transitional services for juveniles to reenter their communities.

Department of Health. The FY15 general fund appropriation in the GAA
to the Department of Health (DOH) of $306 million is $3.8 million, or 1.6
percent, higher than the FY14 operating budget. The Section 11 general
fund adjustment totaled $820.8 thousand (See Appendix V.) The general
fund appropriation to the Department of Health also includes an increase of
$600 thousand to expand telehealth services, $500 thousand for a community
health worker certification initiative, $500 thousand for school-based health
centers, $150 thousand for fetal alcohol syndrome prevention, and $65
thousand for cancer prevention including rural clinical trials and community
services.

The governor vetoed $100 thousand for community health needs
assessments performed by county and tribal health councils and $100
thousand to post consumer information on the department’s website about
safe staffing levels within hospitals’ nursing units and to collaborate with
hospitals regarding safe staffing. The governor also vetoed the public health
performance measure to report on the percent of preschoolers fully
immunized.

Family, Infant, Toddler Program. The GAA includes $20.1 million in
general fund revenue and $19.8 million in other revenues for the Family,
Infant, Toddler (FIT) Program, an increase of $5.6 million over FY14 and
$500 thousand over the executive request, to support services for an
additional 672 infants and children and $500 thousand to fund FIT provider
rate increases.
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Health Care and Social
Services Related Legislation

Chapter 7 (House Bill 9)
requires newborn screening for
congenital heart disease.
Chapter 36 (House Bill 58)
expands the coverage of the
brain injury services program to
acquired brain injuries.
Chapter 37 (House Bill 99)
establishes a statewide program
to promote adult fall risk
awareness, education, training,
and prevention.

Chapter 3 (Senate Bill 119)
allows for expedited licenses for
nurses currently licensed in
other states.

Chapter 4 (Senate Bill 130)
provides additional protections
for service members who have
child custody agreements.
Chapter 9 (House Bill 92)
requires school employees to
complete training in the
detection and reporting of child
abuse and neglect, including
sexual abuse and assault, and
substance abuse.

Chapter 68 (House Bill 69)
creates a pilot program at the
Office of African American
Affairs to enhance maternal
health and reduce infant
mortality among African
American residents.

Developmental Disabilities Medicaid Waiver. The general fund
appropriation to the Department of Health includes an increase of $3.3
million for the Developmental Disabilities Medicaid Waiver Program to
serve an additional 175 clients on the waiting list for services, including
$500 thousand for a provider rate increase and an additional $650 thousand
for implementation of a flexible supports model pilot project. At the end of
2013, 3,829 developmentally disabled clients were receiving services under
the Developmental Disabilities Medicaid Waiver Program, but 6,248 were
on the waiting list. In addition, approximately 227 individuals are provided
services as “medically fragile.”

Facilities. The Facilities Management Program operates the Los Lunas
Community Program for developmentally disabled individuals, the New
Mexico Rehabilitation Center in Roswell, the Behavioral Health Institute in
Las Vegas, the Veterans’ Home in Truth or Consequences, Fort Bayard
Medical Center outside of Silver City, and Sequoyah Adolescent Residential
Treatment Center and Turquoise Lodge for chemical dependency treatment,
both in Albuquerque. The Facilities Management Program’s FY15
appropriation of $58.8 million from the general fund and $77.3 million in
other funds provides sufficient funding to maintain direct patient care
staffing levels, maintain healthcare services, and provide full funding for the
Fort Bayard Medical Center debt payment ($4 million in general fund
revenue).

Healthcare Workforce.  Chapter 49 (Senate Bill 58) provides for
Department of Health certification of community health workers, who are
qualified on the basis of their knowledge of the experience, language and
cultures of their clients to provide direct services aimed at optimizing those
clients' access to and benefits from health care. It also requires criminal
history background screening for community health workers. Chapter 47
(Senate Bill 98) establishes criminal history background screening for
emergency medical service providers whose criminal histories are currently
obtained by self-reporting. This act authorizes the Department of Health to
exchange fingerprint data with the Federal Bureau of Investigation, the
Department of Public Safety and any other law enforcement organizations.

Aging and Long-Term Services Department. The FY15 general fund
appropriation to the Aging and Long-Term Services Department (ALTSD)

of $47.2 million is $2.2 million, or 4.8 percent, higher than the FY14
operating budget. The appropriation increases funding by $2.3 million for
home-delivered meals and other Aging Network programs and senior centers
and adds $485 thousand to support the adult daycare and home services.

The governor vetoed language specifying $50 thousand for home-delivered
meals be spent at the Manuelito senior center and $100 thousand for the
operation and maintenance of an adult daycare center be spent for a regional
center at the Pueblo of Santa Clara.
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General fund appropriations
increased:

e $7.4 million, or 5 percent, for
judicial agencies,

e $2.7 million, or 4.5 percent,
for district attorneys,

e $6.8 million, or 2.5 percent,
for the New Mexico
Corrections Department
(NMCD), and

e $7.2 million, or 7.4 percent,
for the Department of Public
Safety (DPS).

Increased funding to reduce
recidivism included:

e $950 thousand for drug
courts,

¢ $1.5 million for inmate anti-
recidivism education,

e $750 thousand for behavioral
health wrap-around services,
and

e $750 thousand for
community-based
employment training and
education.

Total criminal justice salary
increases included:

e 6 percent for probation,
parole, and correctional
officers

¢ An average 8 percent for
DPS law enforcement
officers

CRIMINAL JUSTICE

he Legislature prioritized funding for programs

proven to reduce offender recidivism and lower

criminal justice employee turnover and vacancies.
Total general fund appropriations increased by $24 million,
or 4.1 percent, for the judiciary, prisons, and public safety.
In addition to a 3 percent salary increase for all state
employees, an additional $8.8 million was appropriated for
criminal justice employee salary increases, including court
and district attorney employees, state police, motor
transportation officers, correctional officers, and probation
and parole officers.

Funding What Works. For two years, LFC, the New Mexico Corrections
Department (NMCD), the Pew-MacArthur Results First Initiative, and the
New Mexico Sentencing Commission have worked together to
systematically evaluate recidivism reduction programs. For the first time,
LFC staff used Results First data to develop a budget recommendation based
on what works, including analysis that showed inmate education, at a cost
less than $1,000 per inmate, reduced recidivism 12 percent and is one of the
most cost-effective recidivism reduction initiatives, resulting in $1.5 million
more for inmate education. (See Appendix X.)

Additionally, Results First analyses indicate drug courts reduce recidivism
by 12 percent, inexpensive employment training reduces recidivism by 4
percent, and behavioral health services, such as cognitive behavioral therapy,
reduce recidivism by as much as 7 percent. The Legislature included an
additional $2.45 million for drug courts, employment training, and wrap-
around mental health services.

Criminal Justice Salary Increases. Uncompetitive salaries and an outdated
salary structure resulted in vacancy rates as high as 23 percent in NMCD,
making it difficult to recruit and retain quality probation, parole, and
correctional officers. Recruitment of officers is difficult because recruits
must pass psychological testing, physical fitness standards, and drug tests.
Retention is also difficult due to high stress environments. To aid with
recruitment and retention, the Legislature appropriated an additional $2.8
million to provide a 3 percent salary increase to probation, parole, and
correctional officers above the 3 percent allocated to all state employees, but
more remains to be done.

Likewise, the Department of Public Safety (DPS) has not been able to
meaningfully recruit and retain law enforcement officers due to an outdated
and uncompetitive pay structure. During the 2013 interim, DPS presented a
$10.8 million blueprint for increasing recruitment and retention by
restructuring the department’s pay plan, moving motor transportation
officers to the revised State Police pay plan, and moving officers into their
proper step placement based on years of service over a period of three years.
The Legislature added $3 million in addition to the 3 percent salary increase
for all state employees to implement the first phase of the new state police
pay plan, bringing the expected increase to 8 percent. (See Appendix W.)
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The executive vetoed Senate
Bill 84, which would have
continued the collection of the
magistrate court operations
fee, projected to generate
$530 thousand in FY15, to pay
lease cost obligations for
magistrate courts. The result of
the veto will likely be increased
vacancy rates as positions are
left vacant to cover the
shortfall.
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Courts. The FY15 general fund appropriation to the Administrative Office
of the Courts (AOC), district courts, Metropolitan Court, the Court of
Appeals and Supreme Court, and other statewide judicial entities of $155.7
million represented an increase of $7 million, or 4.7 percent, over the FY 14
operating budget. The appropriation contains $1.8 million to cover the
increased cost of operations, $1.7 million to provide all judges a 5 percent
salary increase, and $1.1 million to fund 5 additional judgeships.

The general fund appropriation to the AOC increased by $3 million, or 6.8
percent, including $250 thousand, or 21 percent, for the Court Appointed
Special Advocates program and $950 thousand, or 14 percent, for drug court
programs statewide. (See Appendix Y.)

District Attorneys and the Public Defender Department. The FY15
general fund appropriation of $62.9 million for the district attorneys and the
Administrative Office of the District Attorneys (AODA) is $2.5 million, or
4.2 percent, higher than the FY14 operating budget. The Legislature
included funding for a 5 percent salary increase for elected district attorneys
in the base budgets of individual district attorneys and an additional 3
percent in Section 8 of the GAA. The executive vetoed the 3 percent salary
increase and the statutory salary amounts provided in Section 8. The general
fund budget for the Public Defender Department is $1.9 million, or 4.5
percent higher than the FY 14 operating budget. The increased appropriation
will allow PDD and district attorneys to fill vacant positions and provide
adequate funding for operating expenses. (See Appendix Y.)

Related Criminal Justice Legislation. Chapter 29 (Senate Bill 182) allows
the Corrections Industries program of NMCD to sell products costing $300
or less to the general public twice a year. Proceeds from the sales will be
placed into the corrections industries revolving fund.

Chapter 78 (House Bill 338) removes the Public Defender Department from
coverage under the State Personnel Act contingent on the development of a
personnel plan to be approved by the Public Defender Commission.

Chapter 73 (House Bill 141) creates new judgeships in the 1%, 2™, 5" and
13" judicial district courts, as well as an additional magistrate judgeship in
Dona Ana County.

The executive vetoed Senate Bill 38, which would have removed excess
funding from the Metropolitan Court bond guarantee fund and resulted in a
one-time appropriation to the AOC of $650 thousand to pay lease and
operating costs in the Magistrate Court program.

Chapter 35 (House Bill 33) amends the Judicial Retirement Act, and Chapter
39 (House Bill 216) and Chapter 43 (Senate Bill 160) amend the Magistrate
Retirement Act and are explained further in the pensions section of this
volume.
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PUBLIC INFRASTRUCTURE
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public school construction

Significant Statewide
Projects Not Funded:

Replacement of obsolete
security infrastructure at
adult prisons

Security and other
upgrades at juvenile
facilities

Completion of Meadows
long-term care nursing
home

Heating and ventilation at
Fort Bayard Medical Center
Scientific and analytical
equipment for the Scientific
Laboratory

Infrastructure upgrades at
the Veterans’ Home and
other health institutions
Infrastructure improvements
at state museums and
monuments

Security enhancements for
magistrate and district
courts

Infrastructure repairs at
public safety facilities

he Legislature adopted and the governor signed two

major capital outlay bills, one with line-item vetoes,

authorizing nearly $395.7 million for various state
and local infrastructure projects statewide. An additional
$175.2 million from supplemental severance tax bond
capacity is designated for public school construction. Other
funds earmarked for infrastructure from senior severance tax
bond (STB) capacity include $28.5 million to the water
project fund for allocation by the Water Trust Board, $14.2
million to the colonias fund administered by the New
Mexico Finance Authority, and $14.2 million to the tribal
infrastructure fund allocated by the New Mexico Tribal
Infrastructure Board.

The governor promoted spending 60 percent, or approximately $112 million,
for investments in water infrastructure projects statewide. Late discussions
between the governor’s staff and members of the Legislature led to $89
million authorized in the capital bill for various water projects. Inasmuch as
the criteria and prioritization process for many of the projects was unclear at
the onset of the session, the value and adequacy of the funds appropriated for
the water initiatives may not be known until preliminary engineering
assessments, plans, and designs of the projects have been completed.
Current reports demonstrate approximately $59.5 million remains
outstanding for water projects funded between 2009 and 2013. (See
Appendix CC.)

While water is a critical health and safety component impacting many
citizens and communities within the state, reprioritizing $71.2 million for
infrastructure improvements at state-operated facilities will have a
significant impact to long-term maintenance costs. No funding was
allocated for the Veterans’ Home, nursing homes, hospitals, public safety
facilities, juvenile detention centers, courts, and other facilities. A lack of
resources to address fire and environmental code violations, Americans with
Disabilities Act regulations, and other licensing and certifications
requirements, will present agency administrators with the challenge of
providing a safe and healthy environment for clients and staff.

The governor vetoed appropriations sponsored by legislators totaling
approximately $2.6 million for 61 local projects in 12 counties. (See
Appendix EE.) All language authorizing project funds to be used for
payment of loans was also vetoed.  Of the vetoes, $1 million were
sponsored by House members and approximately $1.6 million were
sponsored by Senate members.

The following table shows the distribution of funds by source, including
vetoes for statewide and local projects:
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2014 Capital Outlay
Projects by Count
Chapter 66
(House Bill 55)

33

42

La-

150

323

238

Projects < $25K
Projects $25K - $50K
Projects $50K - $100K
Projects $100K - $500K

Projects $500K - $1M

O Projects > $1M

Source: LFC

State Projects Supported by
the Executive:

e Spaceport Road ($6.4
million)

e Watershed restoration ($6.2
million)

e Voting machines ($6
million)

e Local economic
development ($5 million)

¢ Information technology
equipment ($5 million)

¢ River stewardship program
($2.3 million)

e Fire crew carriers, vehicles,
and wildfire mitigation ($2.1
million)

e Adult correctional facilities
($2 million)

o Natural hazard mitigation
projects ($1 million)

o State Fair infrastructure
improvements ($1 million)

e Local cemeteries for
veterans ($600 thousand)

e State armory repairs ($500
thousand)

Work New Mexico Act - Chapter 66 (House Bill 55)
Appropriated Vetoes
Legislative/ Legislative/
Executive |Governor's Executive | Governor's
(In millions) Statewide | Initiatives | House | Senate | Statewide | Initiatives | House | Senate | Total

Severance Tax Bonds $41.2 $46.6| $48.5| $48.5 $0.0 $0.0 | ($1.0)] ($1.6) $182.2
Other State Funds $36.5 $10.0 $0.0 $0.0 $0.0 $0.0 | $0.0 $0.0 $46.5
Total $77.7 $56.6| $48.5| $48.5 $0.0 $0.0 | ($1.0)| ($1.6)] $228.7

Source: LFC

Severance Tax Bond and Other State Funds. Chapter 66 (House Bill 55)
authorizes $228.7 million for 852 projects. The funding sources include
$182.2 million from STB capacity for 824 projects and $46.5 million from
other state funds for 28 projects. The other state fund sources include the
Department of Game and Fish bond retirement, game protection, and habitat
management funds; miners’ trust fund; State Land Office maintenance fund;
public school capital outlay fund; attorney general settlement fund; and
public project revolving fund. (See Appendix DD.)

Capital Outlay by Category

Chapter 66 (House Bill 55) cuiltural
Preservation,

Natural Resources
& Recreation

6%

Higher Education,
Public & Special
Schools

23%

Public Health &
Safety
3%

Road Preservation
8%

Water &
Wastewater /
Environment

39%

State & Local
Infrastructure
21%

General Obligation Bonds Authorized. Chapter 65 (Senate Bill 53)
authorizes the issuance of general obligation bonds totaling approximately
$167 million for three bond issues for senior centers, library acquisitions,
and higher education facilities. (See Appendix FF.) Issuance and sale of
general obligation bonds requires approval by the electorate in the 2014
November general election. General obligation bonds are payable from
property taxes levied on all property in the state subject to property taxation.
Authorizing no more than the amount for each bond issue maintains a flat
mill levy. The bonds are backed by the full faith and credit of the state.

Reauthorization Bill. Chapter 64 (Senate Bill 163) reauthorizes 55 projects
funded in previous years, totaling an estimated $43.5 million. The
reauthorizations vary and include changing the administering agency,
changing or expanding the purpose of the project, or extending the reversion
date. Reauthorizations with an estimated balance of $38.2 million were
requested by the executive for 24 projects administered by state agencies,
while balances totaling $5.3 million for 31 projects were requested by
legislators.
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$139.8

General Obligation
Bond Capacity
Authorized by Issue
Total: $167.0

(in millions)

%w

$10.8

B SeniorCenters
O * Library Acquisitions

B ** Higher Education

* Public, public school, academic,
and tribal libraries.

** Includes one special school and
fourtribal schools.

Source: LFC

Major Projects Funded in
General Obligation Bond
Chapter 65 (Senate Bill 53)

UNM Farris Engineering
building ($20.5 million)
NMSU Jett Hall and
Rentfrow Hall renovations
($19.2 million)

New Mexico Tech new
chemistry building ($15
million)

UNM Health Sciences
Center ($12 million)
ENMU Main library and
student success center
($11 million)

CNM Brasher Hall
renovations ($10 million)
NMHU for infrastructure
improvements ($5 million)

Reauthorization Bill - Chapter 64 (Senate Bill 163)
(in thousands)

Estimated
Reauthorization Action # Proj | Balance *
Extended Reversion Date 21 $28,644.0
Expanded or Changed Purpose ** 23 $10,856.4
Changed or Expanded Purpose and Extended Reversion Date 4 $2,017.3
Changed Agency, Purpose and Extended Reversion Date 3 $1,741.8
Changed Agency and Purpose 2 $150.0
Changed Agency and Extended Reversion Date 1 $75.0
Changed Agency 1 $20.0
TOTAL 55| $43,504.5

* Estimated balance from December 2013 quarterly update.

** One project was reauthorized to 3 separate projects.

Source: LFC

New Mexico Finance Authority Legislation. Chapter 13 (House Bill 12)
authorizes NMFA to make loans from the public project revolving fund
(PPRF) for infrastructure projects to qualified state, local, and other political
subdivision entities statewide. The PPRF is capitalized from an annual
distribution of 75 percent of the state’s governmental gross receipts tax
(GGRT), approximately $29 million for FY13. Section 2 of the bill voids
legislative authorization if a qualified entity does not notify NMFA by fiscal
year 2017 of its intent to pursue a loan.

Chapter 52 (Senate Bill 31) appropriates $2 million from the public project
revolving fund to the local government planning fund for the purpose of
funding local government planning for water infrastructure, for development
of water conservation plans, for long-term master plans or energy audits, and
for the administrative costs of the local government planning program.
Entities are allowed more than one planning grant but cannot exceed more
than $100 thousand in a 24-month period. According to NMFA policy,
additional consideration may be given to severely disadvantaged entities
seeking funds for environmental informational documents for drinking water
as may be required for federal funding consideration.

Senate Bill 112, vetoed by the governor, would have authorized NMFA to
make loans or grants for projects from the water project fund and amended
the composition of the Water Trust Board (WTB). The bill would have
removed the executive director of NMFA and the director of the Department
of Game and Fish from serving on the board. The bill further would have
provided that the New Mexico Legislative Council appoint the six public
members to the board rather than the governor and would have removed the
Senate confirmation for public members. The 10 percent set-aside of senior
severance tax bond capacity for FY14 will provide approximately $28.5
million to the water project fund for eligible water projects. The veto does
not prevent the WTB from allocating loans or grants from the water project
fund for projects authorized by the Legislature in previous years.

Transportation. The FY15 appropriation for the New Mexico Department
of Transportation (NMDOT) totals $862 million, which represents a slight
decrease from the FY 14 operating budget. Federal revenues in the budget
are essentially flat. The State Road Fund Outlook in January 2014 reduced
projected revenues for FY15 by $6 million from the department budget
request. This reduction comes as a result of decreases in the gasoline,
special fuels, and weight-distance commercial truck tax revenue categories.
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New Mexico
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(all sources)

$900

$800
$700
$600 -
$500

$400

thousands

$300 H
$200

$100

$0 -

Source: LFC Files

The “100 percent State Road Fund Projects” appropriation in the Programs
and Infrastructure Program (PINF) is $5 million, a decrease of $3.4 million,
or 67 percent, from the FY14 operating budget. The FY15 appropriation
replaces the state road fund transfer of $5.8 million to the Department of
Public Safety Motor Vehicle Division with general fund revenues.
Consistent with the LFC recommendation, the Legislature reduced the
department debt service by $2.4 million and applied vacancy savings of $1.7
million across all NMDOT programs and transferred those funds to the
Transportation and Highway Operations Program (THOP) contractual
services category for maintenance of state roads, highways and bridges.

Current state road fund levels, even when combined with federal funds, are
insufficient to address state transportation infrastructure needs. NMDOT
documents indicate construction shortfalls of $880 million and maintenance
shortfalls of $330 million. The department is not considering plans for
additional revenue sources. Current federal transportation appropriation
legislation will expire November 2014 and prospects for reauthorization
remain unclear.

NMDOT issued $80.6 million in subordinate lien bonds (Series 2014A).
The last maturity of the bonds is in June 2032, and the total debt service on
the bonds will be $115.8 million. Revenues from the highway infrastructure
fund (HIF) will be used to pay the principal and interest associated with the
bonds. The bonds will be used to complete construction on U.S. 491. With
the addition of these bonds, the state will have total outstanding debt of
nearly $2 billion, including principle of $1.5 billion and interest of $553.6
million.

Biodiesel. Chapter 18 (House Bill 288) eliminates the double taxation
problem under the petroleum products loading fee by exempting the pure
biodiesel from taxation until after it is blended with petroleum diesel;
however, the tax will still be imposed on pure biodiesel used in its pure form
as fuel in a motor vehicle.

Transportation Failed Legislation. House Bill 74, which amended fuel
excise tax rates and distributions to generate revenue to service debt on
newly authorized highway project bonds and authorized $300 million in
major investment highway projects, passed the House Transportation and
Public Works Committee but was not heard again in other committees.

House Bill 315 would have created a new highway district project fund and
appropriated revenues from severance tax bonds and motor vehicle excise
tax revenues for the purpose of maintenance and rehabilitation of highways
and roads impacted by energy production in state transportation districts two
and five.

Senate Bill 147 would have created the Highway 491 project fund in the
state treasury and established a Highway 491 gasoline surtax and a Highway
491 special fuels surtax, the revenues of which would have been used to
complete construction on U.S. 491.

Information Technology. The Legislature appropriated $7.7 million from
the general fund for agency IT projects. The final appropriation also
included $12.3 million in other state funds and just over $1 million in federal
funds. The largest general fund appropriation was $4.9 million for the
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Taxation and Revenue Department’s (TRD) new system for managing driver
and vehicle service records. TRD signed a contract with FAST Enterprises
for the project in February 2014 and expects to complete the project by the
end of fiscal year 2016 at a total cost of $16 million in general fund revenue
and $24.4 million in TRD fund balances.

Other projects include $500 thousand for the Department of Finance and
Administration for financial software to improve the process of completing
the state’s annual comprehensive annual financial reports, $450 thousand for
the State Personnel Office to consolidate and digitize state employee records,
and $195 thousand for the Administrative Office of the Courts to implement
a citizen web portal that will consolidate and provide easy access to judicial
online services. (See Appendix Z.)

For a second year, the governor vetoed language requiring the state’s
Information Technology Commission (ITC), which has statutory authority to
provide guidance and oversight for the state’s multi-million dollar IT
investments, to review and approve projects prior to release of appropriated
funding. Nevertheless, ITC did resume meeting in fiscal year 2014 and has
set ambitious goals of clarifying and defining the ITC’s administrative roles
and reworking the state’s IT strategic plan.

The GAA also extended the time to spend eight prior-year IT appropriations.
The extensions were necessary for a variety of reasons, including the lack of
internal resources to complete the project or other significant changes or
issues within the implementing department or the project itself.

Finally, the Legislature approved and the governor signed Chapter 20
(Senate Bill 9), which directs the Department of Information Technology to
create a “one-stop” website where businesses can find all the information
they need to do business in New Mexico. Currently, businesses have to visit
several state agencies before getting all their licenses and completing all the
forms required by the state to start a new business.
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NATURAL RESOURCES
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ew Mexico's natural resource agencies received

increases in general fund appropriations for FY'15 to

address worsening drought conditions, severe fire
seasons, and other persistent challenges.

State Engineer. The general fund appropriation of $18.3 million to the
Office of the State Engineer (OSE) is $2.6 million, or 17 percent, more than
the FY 14 operating budget. The general fund increase includes $1.2 million
to fill vacant positions and address backlogs in water rights applications
attributable to the ongoing drought and high oil and gas activity, more than
$600 thousand to replace decreasing balances in the irrigation works
construction fund, and $600 thousand for hydrographic survey staff to ease
bottlenecks in adjudication. The GAA includes a reauthorization of a special
appropriation of $6.5 million for water litigation and $100 thousand to
develop a plan for modernizing the litigation and adjudication business
systems. (See Appendix AA.)

Chapters 45 and 48 (House Bill 222 and Senate Bill 164) amend the Water-
Use Leasing Act, Chapter 72, Article 6 NMSA 1978, to conform state law
regarding water leasing to the federal law governing the leasing of Taos,
Nambe, Pojoaque, San Ildefonso, and Tesuque Pueblo water rights as
recognized in their respective water rights settlements.

Energy, Minerals and Natural Resources. The general fund appropriation
to the Energy, Minerals and Natural Resources Department (EMNRD) of
$22.2 million is $1 million, or 5 percent, more than the FY14 operating
budget, and includes $900 thousand to establish a military veterans fire crew
program and $100 thousand for state parks. The GAA also includes $100
thousand in general fund revenue to update the state energy plan.

Department of Environment. The general fund appropriation to the
Department of Environment (NMED) of $12.6 million is $1 million, or 9
percent, more than the FY 14 operating budget and includes $650 thousand to
match federal funds for clean-up of superfund hazardous waste sites in New
Mexico, $150 thousand for the dry community water emergency fund, and
$110 thousand for technical assistance planning. The GAA includes a special
appropriation of $1.5 million from the consumer settlement fund of the
Office of the Attorney General for environmental litigation, administrative
hearings and regulatory matters.

Other Legislation. Chapter 32 (Senate Bill 80) deletes a provision of the
New Mexico Mining Act that prohibits a permitee from seeking a release of
financial assurance for a mining operation more than once per year. The law
also requires that on or before January 13, 2015, the director of the Mining
and Minerals Division of EMNRD propose rules for the internal frequency
for which the release of financial assurances can be requested.
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State Employee
Salary and Benefits as a
Percent of Total
Contribution

FY Salary Benefits

2015 | 55.7% 44.3%

2014 | 56.9% 43.1%

2013 | 58.9% 41.1%

2012 | 60.3% 39.7%

2011 59.8% 40.2%

Source: LFC files

Educational Employee
Salary and Benefits as a
Percent of Total
Contribution

FY Salary Benefits

2015 | 58.4% 41.6%

2014 | 59.1% 40.9%

2013 | 60.5% 39.5%

2012 | 61.8% 38.2%

2011 61.6% 38.4%

Source: LFC files

eneral government includes those departments that

provide state-government-wide services and includes

activities such as leasing, revenue collection, bond
issuance, and local government relations. Many of these
agencies rely on federal funds, enterprise revenue, or other
state funds, in addition to the general fund. This legislative
session, the governor and the Legislat