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SUMMARY:

e FY11 recurring revenue exceeds appropriations by $111 million from the
December forecast (including post-session revisions).

* Reserves are projected to reach a total of $370 million, or 7.1 percent of
appropriations at the end of FY11.

o FYI1 disaster allotments from the appropriation contingency fund were
increased to $21.9 million from a projection of $11 million due to recent
wildfires. The remaining balance is $54.8 million with $47.1 million
dedicated to education spending.

e As shown in Attachment 2, the General Fund Financial Summary assumes
the state will not receive the FY12 tobacco settlement payment, of which
approximately $20 million is dedicated to the tobacco settlement program
fund for health and educational purposes.

o The July 2011 consensus forecast projects revenues to exceed appropriations
by $120.4 million in FY12 with a 9 percent reserve ratio. This forecast
assumes a continuation of current cost-saving measures.

e Section 13 of the 2011 General Appropriation Act authorizes the Governor
to transfer up to $50 million from the operating reserve to the appropriation
account in FY11 or FY12 if revenues are insufficient to meet appropriations.

e Recurring revenue growth is forecast at 9.9 percent in FY11 and 4.9 percent
in FY12. Roughly one-third of the FY11 increase is due to revenue
enhancement legislation passed in the 2010 sessions. Absent this legislation,
FY11 growth 1s forecast at 6.1 percent. Details of this calculation are
provided in Table 2.



Table 1

July 2011 Consensus General Fund Recurring Revenue Outlook

(Dollar amounts in millions)

FYi0  Fyll Fyl2 FY13 FYl4  FYI5
July 2010 estimate $4,799  $5,148  $5430 $5,696 $5,925  $6,190
October 2010 revisions -$5 -$40 -$81 -$101 -$109 -$154
December 2010 revisions $4 $56 $42 $21 $12 $20
Post-session revisions $0 $0 $23 $23 $23 $28
July 2011 revisions $0 $111 $120 $165 $190 $186
July 2011 consensus $4,799  $5275 $5,533  $5,803 $6,040  $6,271
Annual amount change -$521 $476 $258 $269 $238 $231
Annual percent change -9.8% 9.9% 4.9% 4.9% 4.1% 3.8%
Table 2

July Estimate: FY11 Revenue Growth with and without Impacts of 2010 Legislative Changes

Change
Excluding
FY11 Change 2010
Change Due to New Legislative
FY10 FY11 vs FY10 Legislation Changes
Gross Receipts Tax $1,6344  $1,797.0 $162.6 $53.2 [ $1094 6.7%
Compensating Tax $50.9 $68.0 $17.1 $13.6 $3.5 6.9%
Cigarette/Tobacco Tax $45.7 $87.0 $41.3 $35.9 $54 11.8%
Personal Income Tax $956.6  $1,055.0 $98.4 $65.9 | $32.5 3.4%
Corporate Income Tax $125.1 $180.0 $54.9 $15.6 | $393 31.4%
Mineral Taxes $390.7 $401.6 $10.9 $0.0| $109 2.8%
Investment Income $646.3 $644.5 ($1.8) $0.0 | ($1.8) -0.3%
Mineral Royalties & Bonuses $423.0 $465.4 $42.4 $0.0| $42.4 10.0%
Other $526.0 $576.4 $50.4 $0.0| $50.4 9.6%
Total Recurring $4,798.7  $5,274.9 $476.2 $184.2 | $292.0 6.1%




FORECAST REVISIONS:
Details of the consensus forecast are contained in Attachment 1. A summary is
presented in Tables 3, 4 and 5.

* Gross receipts tax (GRT) was revised upward in response to a higher
forecast of wages and salaries, as well as a robust increase in third quarter
payments. General fund distributions were up $159 million, or 11.5 percent,
through April FY11 compared with the same period last year. As shown in
Table 2 and Attachment 5 a significant portion of the increase is due to the
1/8 percent tax rate increase and to 5 percent growth in the tax base. The rest
is due to a variety of factors that influence the share of GRT going to the
general fund including the size of hold harmless distributions, municipal
revenue sharing, and several other factors.

e Personal income tax was unchanged from the December estimate.

e Corporate Income Tax was revised down from the December 2010 estimate
due to the higher than anticipated film credit refunds but is above the July
2010 estimate.

o Energy-related revenues were increased due to oil prices and volumes that
were higher than projected in the December 2010 estimate. Gas prices have
been adjusted up slightly from the December forecast.

e Education Reversions. The FY11 appropriation to the state equalization
guarantee assumed $59.4 million in credits for local 0.5 mill levy, federal
impact aid and federal forest reserve funds. Actual credits received by the
state total $73.5 million, resulting in an estimated reversion of $14.1 million
to the general fund.

Table 3
July 2011 Forecast Revisions by Revenue
(mullion dollars)

FY11 FY12 FY13 FY14 FY15
Gross receipts tax 57.0 52.5 56.2 63.2 61.2
Selective sales taxes 10.8 12.0 9.0 10.0 9.2
Personal ncome tax - - - - -
Corporate income tax (40.0) - 28.0 344 20.6
Energy-related revenues 66.9 39.2 58.7 70.0 65.5
Investment earnings (1.5) 11.2 10.6 12.9 35.2
Other revenues 17.4 5.3 2.3 (0.9) (5.8)
Total Recurring Revenue 110.6 120.2 164.8 189.6 186.0



Table 4
July 2011 Annual Change by Revenue

(million dollars)

FY10 FY11 FY12 FY13 FY14 FY15
Gross receipts tax (197.5) 162.6 65.0 94.0 102.0 98.0
Selective sales taxes (32.1) 72.0 14.6 10.7 9.0 11.1
Personal income tax 1.9 98.4 39.9 39.8 45.0 45.0
Corporate mcome tax (37.9) 54.9 103.3 66.7 50.0 -
Energy-related revenues (170.2) 533 25.3 57.8 19.4 (3.0
Investment earnings (46.2) (1.8) 19.4 9.7 6.1 73.5
Other revenues (35.6) 36.8 (9.0) 9.6 6.4 6.0
Total Recurring Revenue (520.9) 476.2 258.5 268.9 237.9 230.6

Table 5

July 2011 Annual Growth Rates by Revenue
FY10 FY11 FY12 FY13 FY14 FY15

Gross receipts tax -10.8% 9.9% 3.6% 5.0% 5.2% 4.8%
Selective sales taxes -7.9% 19.3% 3.3% 2.3% 1.9% 2.3%
Personal income tax -0.2% 10.3% 3.8% 3.6% 4.0% 3.8%
Corporate mcome tax -23.0% 43.9% 57.4% 23.5% 14.3% 0.0%
Energy-related revenues -17.3% 6.6% 2.9% 6.5% 2.0% -0.3%
Investment earnings -6.7% -0.3% 3.0% -1.5% 0.9% 11.1%
Other revenues -12.4% 14.7% -3.1% 3.5% 2.2% 2.0%
Total Recurring Revenue -9.8% 9.9% 4.9% 4.9% 4.1% 3.8%



GENERAL FUND APPROPRIATIONS WITH SUPPLANTING FUNDS:
Figure 1 illustrates recent trends in General Fund appropriations, highlighting the
role played by temporary funding sources. While general fund recurring revenue
fell by over 20 percent from FYO08 to FY10, total spending actually increased
between FY08 and FY10 post-solvency. From a peak of over $6 billion in FY09,
total spending fell by 3.4 percent in FY10 and by a cumulative total of 7.2 percent
in FY10 and FY11 after allotment reductions. If general fund spending is raised to
the level of projected FY 13 revenue, total spending would be 5.1 percent below the
FY09 peak.

Figure 1
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Table 6 illustrates the change in total appropriations by major budget category.
Total spending is down 2.5 percent from FY09 to FY12. Medicaid spending is up
1.6 percent while spending on Other agencies is down by 3.3 percent. The FY12
appropriation includes a $19.8 million allotment to Medicaid from the tobacco
settlement program fund. The state is at risk of losing this additional revenue in
FY12.

Table 6
Total Appropriations Including Temporary Funds
(dollars m millions)
FY12 Appropriation
Change From FY11 Change From FY09
Adjusted OpBud Post-Solvency

$ Change % Change § Change % Change

Public Schools $  (63.2) 2.6% $  (223.8) -8.6%
Higher Education $  (45.8) 6.0% $ (146.3)  -17.0%
Medicaid* $ 159 1.6% $  10.0 1.0%
Other $  (47.3) 33% $  (303.6)  -17.9%
TOTAL $ (140.4) 2.5% $ (663.7) -10.9%

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

ECONOMIC OUTLOOK (Attachment 3):

The Bureau of Labor Statistics (BLS) reported that New Mexico non-farm
employment was down 0.4 percent or 3,200 jobs from April to May, when
accounting for seasonal variation. Year-over-year employment was down 0.7
percent. Education and health services saw the largest monthly increases while
leisure and hospitality jobs and construction suffered the largest decreases. The
decline in retail and leisure and hospitality sectors is likely a result of higher
gasoline prices, which cuts into consumer discretionary income.

Looking forward, the New Mexico Bureau of Business and Economic Research
(BBER) forecasting service anticipates job growth of only 0.1 percent in FY11 and
1.3 percent in FY12. Private wages and salaries are expected to grow by 2.8
percent this year and 4.5 percent next year. Inflation in the U.S. is expected to
remain subdued, averaging 2.2 percent over the next two years. New Mexico will
not regain the previous peak level of employment until 2015, approximately seven
years after first reaching that level. BBER’s estimates differ from those of the BLS



because of a perceived error in the BLS October totals, which resulted in a
reduction of 6,000 jobs in the professional and business services sector. BBER has
added back this amount to their 2011 first quarter averages.

ENERGY MARKETS (Attachment 4):

Oil prices are expected to remain around $85 per barrel in the near term with
moderate growth in out years. Oil volumes increased by 1 percent in FY10 and
preliminary actuals show a 4 percent increase in FY11. Growth in oil volumes is
expected in the near-term with decreasing production in later years.

Spot prices for natural gas have been slightly higher than the December forecast,
averaging approximately $4.00 per thousand cubic feet for New Mexico producers
in the latter half of FY11. Natural gas liquids are adding about $1.20 per thousand
cubic feet to the average value of total gas production. Natural gas volumes —
expressed in thousands of cubic feet equivalent — fell by 7.5 percent in FY10 and
are projected to fall by 4.7 percent in FY11. Although natural gas volumes are
falling, higher prices and volumes for natural gas liquids help to offset the decline
in total production.

GROSS RECEIPTS TAX TRENDS (Attachment 5):

Taxable gross receipts (TGR), the tax base for the GRT, has been increasing in the
last few months. The year-over-year growth rate is positive in the first three
quarters of FY11 for the first time in 2 years. The level of TGR is still about 12
percent below its peak level in the fall of 2009.

Figure 2
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Attachment 5 presents a breakdown by major industry group of the change in
FY11 TGR through May 2011 compared with the same period last year. Total
TGR was up by 5 percent. Most industries saw positive growth, with the largest
percentage increases in mining, information services and administrative and
support services. Construction and retail continued to decline.

RISKS TO THE FORECAST:

e The U.S. economic recovery remains vulnerable to weakness in the housing
market, currency volatility, financial sector weakness and federal fiscal
imbalance. Although consumer spending has increased slightly in recent
months, high debt loads and high credit costs will likely limit the momentum
consumers are able to create for the near future.

e Natural gas prices remain vulnerable to increased supplies from productivity
improvements.

¢ Financial weakness in several European countries remains a serious threat to
international financial markets, and a repeat of the Greek crisis of last spring
could cause another setback for the economic recovery.

» The Attorney General has disclosed that the State of New Mexico (along
with Virginia) is now facing a second legal challenge from the Cigarette
manufacturers (PMs) participating in the tobacco master settlement
agreement. In the New Mexico case, the PMs claim that New Mexico no
longer has a valid qualifying statute as required by the settlement because of
a number of legislative changes, primarily a 2006 change that established tax
exempt stamps for tribal sales. The AG believes that up to $38.5 million in
tobacco settlement payments expected in FY12 are at risk, unless new
legislation is passed that clearly establishes that the state will collect tobacco
escrow payments from all manufacturers that currently are not part of the
master settlement.

o The BLS employment numbers are variable and subject to greater
adjustments during benchmarking once a year. This impacts our
employment growth assumptions.

e Education reversions over the past two years total little more than $25
million, and credits may be underestimated for FY12. Because the timing of
receipt of credits is crucial and often hard to estimate, the Public Education
Department has been hesitant to set more aggressive estimates of credits
without a safety net. Increasing the estimated credits would result in
decreased reversion amounts and increased funding distributed to school
districts. In order to maximize allocations to school districts and decrease
reversion amounts, for FY12 and FY13, the Legislature may want to



consider an appropriation from the appropriation contingency fund to cover
any shortfall in actual credits that may occur if they come in lower than
assumed, allowing estimates of credits to be increased.

e The Taxation and Revenue Department (TRD) projects FY11 film credit
refunds to be $36 million higher than the initial forecast of $65 million due
to the recent change in film tax credit legislation, which caps the yearly
aggregate for refunds to $50 million. In anticipation to the change that will
go into effect on July 1, production companies that would have received
payments in FY12 rushed to submit applications in FY11. An estimated $32
million in refunds is already in queue for FY12.

FY13 GENERAL FUND EXPENDITURE OUTLOOK (Attachment 6):
e In the post-session report, LFC staff provided an FY13 expenditure

projection which assumes a generally flat budget from FY12 with a 4
percent increase in Medicaid spending. Based on the July 2011 forecast new
money available for appropriation is estimated at $367 million

e During the 2011 session, House Bill 628 (Ch 178) was passed, requiring
state employees to contribute an additional 1.75 percent to retirement plans.
The legislation provided an additional $49.7 million in appropriations for
FY12. Under statute, the contribution swap will continue in FY13 unless the
December 2011 forecast projects revenues to be $100 million above the
FY12 appropriation and estimates 5% reserves at the end of FY12. An
additional 1.5 percent retirement swap that was passed during the 2009
session (Laws 2009, Ch 127) will remain in place until FY14.

e If assumptions in the July 2011 forecast remain the same in the December
2011 forecast then there will be sufficient revenues to reverse the 1.75
percent increase in employee retirement contribution.

e In FY13, approximately $64.4 million will be needed to replace federal
funds and other state funds, including $49.7 million for the retirement swap.

e Under the expenditure outlook shown in Attachment 6, a surplus is projected
for FY12 at $120.4 million and for FY13 at $268.7 million.

o If the state loses tobacco settlement funds, $19.8 million of the surplus could
be used to offset this loss. Attachment 7 provides a list of programs that
receive tobacco settlement funds.
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Attachment 2

General Fund Financial Summary - July 2011 Revenue Estimate
(Dollars in Millions)

Estimated Estimated Estimated
FY2011 FY2012 FY2013
APPROPRIATION ACCOUNT
REVENUE
Recurring Revenue
Dec 2010 Consensus Forecast $ 51643 $ 53897 §$ 5,615.2
2011 Recurring Revenue Bills $ 05 $ 235 % 223
July 2011 forecast update $ 1106  $ 1202 § 164.8
Total Recurring Revenue $ 52744 % 55334 $  5,8023
Nonrecurring Revenue
2009 Special & 2010 Regular Solvency*
July 2011 Consensus forecast w/Feb Adjustment** $ 400 § 69 % 3.3)
2011 Nonrecurring Revenue Bills 26.8 11.4 -
Total Non-Recurring Revenue $ 668 $ 183 § 3.3)
TOTAL REVENUE $ 53412 $ 55517 §  5,799.0

APPROPRIATIONS
Recurring Appropriations
Recurring Appropriations - Post Solvency & FY11 Sanding $ 52028 §$§ 54167 § -

Recurring Appropriations - Feed Bill 89 14.6 -
2011 Recurring Appropriation Bills 1.3 ~ -
Total Recurring Appropriations $ 52129 § 54313 § 54313
Nonrecurring Appropriations
2009 & 2010 Nonrecurring Appropriations $ .1 $ - $ -
Laws 2011, Chapter 1, Nonrecurring Appropriation $ 1.5
201] Nonrecurring Appropriation Bills $ 156  $ - $ -
Total Nonrecurring Appropriations $ 182 § - $ -
TOTAL APPROPRIATIONS $ 52311 §$§ 54313 § 54313
Transfer to(from) Reserves*** $ 110.1 §$ 1204 % 367.7
GENERAL FUND RESERVES
Beginning Balances $ 2780 §$ 3695 § 490.7
Transfers from (to) Appropriations Account 110.1 120.4 367.7
Revenue and Reversions 50.8 11.7 12.7
Appropriations, expenditures and transfers out (69.4) (11.0) (11.0)
Ending Balances $ 3695 $ 490.7 8 860.1
Reserves as a Percent of Recurring Appropriations 7.1% 9.0% 15.8%

*Includes funds from 2009 Special HB3, HB16, HB17 and SB29, executive order & furloughs, 2010
Regular capital outlay swaps & voids, reversions, and other nonrecurring revenue

DOIT.
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General Fund Financial Summary - July 2011 Revenue Estimate

Attachment 2

RESERVE DETAIL
(Dollars in Millions)
Estimated Estimated Estimated
FY2011 FY2012 FY2013
OPERATING RESERVE
Beginning balance $ 362 $ 37 % 155.1
BOF Emergency Appropriations (L.5) - -
Transfers from/to appropriation account - 120.4 367.7
Chapter 3, Laws 2009 - SS (HB6) - - -
Ending balance $ 347 $ 1551 § 522.8
APPROPRIATION CONTINGENCY FUND
Beginning balance $ 296 $ 77 $ (3.3)
Disaster allotments (21.9) (11.0) (11.0)
Other appropriations - - -
Transfers in - - -
Revenue and reversions - - -
Ending Balance $ 77 $ 33 $ (14.3)
Education Lock Box
Beginning balance $ 531 % 471  $ 47.1
Appropriations (2010 and 2011 GAA Section 5) (6.0) - -
Transfers in(out) - - -
Ending balance $ 471 § 471 % 47.1
STATE SUPPORT FUND
Beginning balance $ 10 § 1.0 § 1.0
Revenues $ - $ - $ -
Appropriations $ - $ - $ -
Ending balance $ 1.0 $ 1.0 § 1.0
TOBACCO PERMANENT FUND
Beginning balance $ 1320 $ 1429 § 154.6
Transfers in 40.0 - -
Appropriation to tobacco settlement program fund (20.0) - -
Gains/Losses 10.8 11.7 12.7
Additional transfers to Program Fund (20.0) - -
Ending balance $ 1429 § 1546 $ 167.2
TAX STABILIZATION RESERVE
Beginning balance $ 261 § 1362 § 136.2
Transfers in - - -
Chapter 3, Laws 2009 - SS (HB6) - - -
2010 Special Session reserve transfers
2011 Session reserve transfers 110.1
Ending balance $ 1362 § 1362 §$ 136.2
GENERAL FUND ENDING BALANCES $ 3696 $ 490.7 $ 860.1
Percent of Recurring Appropriations 7.1% 9.0% 15.8%
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Attachment 4

NM Oil Volumes & Price

“ 75 i $100
F :80
© 60 =
2 65 — -}
s Historical $40 &
@ 60 $20
2 55 $0
£
o & & O N I D > O
e O & O NS S S S A 2
O N QO O M) Q QO O QO O
Q\'\l Q(\' q(la q\'\' ‘z\'\« Q\'\a QO« Q\'\' Q(\« Q\'lz
== Qjl Volume (left axis)  ====Qil Price (right axis)
Source: ONGARD database / Consensus revenue estimating group
NM Natural Gas Volume & Price
$10.00 - 2000
$8.00 T 1500
$6.00 : ——
1000
—— History <_L_> Forecast
$2.00 - 500
$0.00 = 0

6 & & O O
) L \) O N
QO Q Q ) (\) QO
v OV V Vv V Vv i V

F S U LA L P L LA LA L\

s Gas Price (right axis) — ====Gas Volume (left axis)

Source: ONGARD database/ Consensus revenue estimating group

Taxable Value of Liquid Gas Products as
Percent of Total Taxable Value

30.0%
25.0%
20.0%
15.0%

| 10.0%
5.0%
0.0%

%) S \e) (%) A Q& &) ) N
&S S S S
QY QY Y Y Y«

=== Liquid Gas Products Taxable Value/Total Taxable Value

Source: ONGARD database

15



Taxable Gross Receipts by Industry: FY11 vs FY10 through May 2011

Percent
Change (Million $§) Change

Agriculture, Forestry, Fishing and Hunting ($2.5) -4.0%
Mining and Oil and Gas Extraction $745.9 40.2%
Utilities $52.3 2.6%
Construction ($177.1) -3.2%
Manufacturing $222.6 19.5%
Wholesale Trade $186.6 10.2%
Retail Trade ($21.0) -0.2%
Transportation and Warehousing $64.9 10.5%
Information and Cultural Industries $349.5 20.6%
Finance and Insurance ($2.5) -1.0%
Real Estate and Rental and Leasing $69.2 10.4%
Professional, Scientific and Technical

Services $166.2 3.9%
Management of Companies and Enterprises ($1.2) -3.5%
Admin and Support, Waste Mgt and Remed $237.1 14.0%
Educational Services $54.4 28.5%
Health Care and Social Assistance $118.0 6.0%
Arts, Entertainment and Recreation $6.4 3.4%
Accommodation and Food Services $152.8 4.9%
Other Services (except Public Admin) $111.4 2.4%
Public Administration $1.0 0.5%
Unclassified Establishments ($86.5) -38.3%
Total $2,247.3 5.1%
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