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Introduction
Today’ s testimony updates the revenue estimate presented to the Legidlative Finance Committee on

December 3, 2009, repested for the Revenue Stabilization and Tax Policy Committee on December 11,
2009 and reviewed and extended for the House Appropriations and Finance Committee on January 11,
2010. The Consensus Revenue Estimating Group recently revised its revenue projections. The new es-
timates are discussed in what follows.

The nationa and state economies have experienced weaker recoveries than most analysts ex-
pected. Nationally, the recession began in December 2007 and is thought to have ended in June 2009.
GDP is expected to grow by 3.1%in 2010 and 2.7% in 2011. Inflation is expected to remain low -- 1.5%
in 2010 and 1.4% in 2011, as commaodity prices correct downwards and wage growth remains
weak. Although the unemployment rate is expected toimprove, it islikely to remain high for the next
couple of yearsat 9.7% in 2010 and 9.2% in 2011, respectively.

Analysts areuncertain whether the economy is clearly on the rebound, or whether a*“double-dip” re-
cession isin the offing. The $787 billion federal fiscal stimulus package continues to roll out. New Mex-
ico is expected to receive $3.7 billion in American Reinvestment and Recovery Act (ARRA)
funds. Although recurring revenues are likely to rebound slowly, the state has prepared for continued
slow growth in revenue and will take additional measures as necessary to control spendingin FY 11.
Through its FY 11 operating budget instructions and guidance on the “50% Rule,” which generally re-
stricts a state agency’ s expenditures to one-half of its apprapriation or approved budget for the first six-
months of each odd-numbered fiscal year, the Governor and DFA have been preparing agencies for the
possibility of reduced revenue estimates for FY 11. All agencies were asked to prepare for a potential 3%
to 5% budget reduction mid-year. While the final numbers for FY 10 are not in yet, this July revenue es-
timate shows that there isa small net shortfall in revenues and the need to use authorized reservesto
close the 2010 fiscal year. Based on the revenue estimate presented here, revenues and authorized trans-

ferswill beinsufficient to meet general fund appropriations for FY 11. Consequently, the Governor will
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allocate $20 million of ARRA state fiscal stabilization funds to FY 10 and will reduce allotments pursu-
ant to the provisions of Section 14 of the General Appropriation Act of 2010.

Tablel-- Table of Changes
FY 10 FY 11 FY 12 FY 13 FY 14 FY 15
Estimate Estimate | Estimate | Estimate | Estimate | Estimate
Recurring Revenues (Dollars in millions)
ID ecember 2009 Forecast (Adj. for Legislation) 4831.3 5,306.9 5,596 .4 5,785.0 5,993.2 6,224.3
Duly 2010 Forecast 4,798.9 5,149.0 5,429.5 5,695.5 59244 6,190.4
Change from December Forecast 32.5 157.9 166.8 89.5 68.8 339
Total Revenues (Dollars in millions)
IDecember 2009 Forecast (Adj. for Legislation) 5452.4 5,353.2 5,603.2 5,781.7 5,992.3 6,224.3
Duly 2010 Forecast 5452.4 5,203.5 5,436.4 5,692.2 5,9235 6,190.4
Change from December Forecast 0.0 149.7 166.8 89.5 68.8 339
IApproximate current year shortfall (before actions by
lkhe Governor and L egislature -- 5% reserves)* 2237

Table 1 above shows the magnitude of the revenue changes for FY 10 through FY 15.

In addition to the lower forecast of revenues reported here, there is also substantial concern whether
Congress and the President will actually extend by two quartersthe FMAP (Medicaid match) bonus
provisions of the ARRA before the fall election. These funds were included in balancing the FY 11 state
budget. If Congressfails to extend the enhanced FMAP by two quarters, New Mexico's General Fund
budget shortfall for Medicaid is $160 million, and the overall reduction in the program is $614 million
when coupled with the loss of federal funds. Also under consideration by Congress are proposals to step
down the enhanced FM AP, which would result in alesser General Fund budget shortfall for Medicaid of
$56 million. If the Human Services Department is required to implement reductions to the Medicaid
program as a consequence of Congress not extending the FMAP bonus, the department would have to
consider eliminating programs in their entirety or pursuant to requirements of ARRA maintenance of
effort and recent health reform legislation, consider declaring a“budget deficit” for the state and re-
questing permission from the U.S. Department of Health and Human Servicesto allow achangein the
eligibility threshold for adults and possibly children.

Review of the National Economy

e Thenational economy shows mixed signs of aweak recovery from the recession, with some signs
that subsequent growth may continue to be weak with possible setbacks, although output has shown
two quarters of growth, and some months of job gains as U.S. employment turns around. Before em-
ployment turned around, the national unemployment rate peaked above 10%.

e TheJduly IHS Global Insight forecast reflected national job losses in each of the 26 months preceding
their June forecast, with negative GDP growth for four consecutive quarters (2008:Q3, 2008:Q4,
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2009:Q1 and 2009:Q2). Consumer price growth is expected to remain low, with consumer demand
too weak to support large increases.

¢ Since the December revenue estimate was made, changes to the national economic outlook are
minimal for the most recent IHS Global Insight forecasts for U.S. real GDP and inflation.

e Asnational consumer spending and sentiment grow, yet remain weak, the trend of personal savings
rates hasfallen after a dramatic rebound. Thisis aninteresting devel opment, as personal savings can
be loaned by banks and other investors to start and expand businesses and purchase cars, homes and
consumer goods. However, as the savings rate decreases, consumption rises. From arevenue
standpoint, consumption generates more gross receipts tax revenue than does capital spending.

Review of the New M exico Economy

WhilelHS Global Insight reports job gains nationally have begun to occur in the second quarter of
2010, UNM’s Bureau of Business and Economic Research (BBER) —our Stat€ s macroeconomic fore-
caster — reports job losses in New Mexico through that same quarter. This job weakness in New Mexicois
reflected in substantial reductionsin expected General Fund revenues from recent years and slow growth
through FY 14. The root causes are well known: mortgage defaults and home foreclosures, which led to a
national financia crisis; falling house prices and resulting severe decreases in household net wedlth; fal-
ling stock market prices; and anational and world-wide recession. The recession, causing the nationa un-
employment rate to peak at more than 10.0%, is now causing secondary problemsin the credit and housing
markets. The good news is that the recession in output has recently ended. Because of the depth of the re-
cession, jobs and General Fund revenues will take several yearsto achieve the peak levels of FY08. This
revenue forecast does not indicate that there will be sufficient revenue in FY 12 to make up for the loss
of ARRA funding.

e Based on recent data, job growth has dowed in New Mexico from over 3 percent in mid-2006 to -1.5
percent as of preliminary May 2010 reports. Oklahoma, Texas and Utah and Arizona grew faster than
New Mexico in theregion for the period October 2008 to October 2009, while New Mexico grew
faster than Colorado, Caifornia, Wyoming, Nevadaand Arizona. The preliminary U.S. average
growth for theMay 2009 — May 2010 period was-0.4 percent. New Mexico ranked 44" among all
datesin job growth for this period. New Mexico's preliminary May 2010 unemployment rate was 8.4
percent, up 1.6 percent year-over-year, but down 0.3 percent from the prior month. The nationa
preliminary May 2010 unemployment rate was 9.7 percent, up 0.3 percent year-over-year and down

0.2 percent from the prior month.
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e BBER reported in its state review that the economy islosing fewer jobs, with all sectors other than
educational services and health care showing substantia improvement in the first quarter of 2010

New Mexico Employment Situation
New Mexico’s seasonally adjusted unemployment rate was 8.4 percent in May 2010, down from 8.7 percent in April, but up
from 6.8 percent a year ago. The national unemployment rate dropped to 9.7 percent.

The rate of over-the-year job growth, comparing May 2010 with May 2009, was negative 1.5 percent, representing a loss of
12,300 jobs. Four of the state’s 13 industries have posted job growth since last year, while nine others reported employment
declines. Government employment added more jobs than any individual private industry, with the largest increase resulting from
the federal government hiring thousands of temporary Census workers. Those workers are expected to remain employed for
several months. Federal government showed an overall gain of 2,000 jobs. The other branches of government also reported
gains, with state government showing 1,800 more jobs than year ago (primarily in higher education) and local government
employment 500 jobs higher. The total government gain over the year was 4,300 jobs, growing just over 2 percent.

Three private sector industries have added jobs. The leisure and hospitality industry added the most jobs, up 2,200 since this
time last year. By most accounts, the ski season that ended a few months ago was a good one, and the industry benefited as a
result. This industry group also includes a large number of eating and drinking establishments.

The educational & health services industry also continued to add jobs, but not at the rapid pace to which we have become
accustomed. This large private industry group has added 1,400 jobs over the last 12 months. This is a significant number of
jobs, but a growth rate that is not much more than 1 percent. The last of the gaining industries—manufacturing—had not added
jobs in more than three years. Having lost thousands of jobs over the course of the national recession, the industry now reports
300 more jobs than a year ago.

The remaining nine industries have each lost jobs over the year. Construction was down 5,500 jobs over the year, while mining
slipped by 1,200.

The professional and business services industry, often considered a barometer for the rest of the economy, reported
employment that was down by 3,800 jobs from last year. The transportation, warehousing & utilities industry lost 2,700 jobs,
down 11.8 percent. Retail trade reported losses of 3,900, while the much smaller wholesale trade industry contracted by 700.

The miscellaneous other services category reported 1,000 fewer jobs. The financial activities industry also lost jobs, declining
by 900 since last May. Finally, the information industry reported numbers that were 800 jobs lower than year-ago levels, likely
from fluctuations within the state’s film industrv.

EY10 Revenue Estimate Update

FY 10 General Fund recurring revenues are expected to be $32.5 million in recurring and $43.5 mil-
lion in total less than estimated in the December forecast. Thereisa small net shortfall in revenues —less
than 1%. Strong mineral extraction tax revenues will somewhat offset weak sales and income taxes,
however, Table 1 details these FY 10 differences. Note in the Table 1 exhibit that DFA has applied a por-
tion of the 83 million transfer authority to balance revenues and expenditures. While FY 10 revenues
have not closed, further adjustments should not create problems and the fiscal year can be closed within
available transfer authority.

EY11 through FY 15 Revenue Forecasts

The general revenue outlook has not changed substantially from December 2009. These economic
assumptions are shown in Appendix Table 1. The FY 11 budget forecast expects near-term weakness in
natural gas-related revenues, followed by slowly growing natural gas prices, and moderate growth in
gross receipts, personal income, corporate income, motor vehicle excise taxes and investment i ncome.

! Based on the FOR-UNM report dated May_2010. Federal Government and military employment were positive, local gov-
ernment employment was almost flat, and state government employment was negative for the first quarter of 2009.

—4 —
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Appendix Table 2 contains summarized forecasts for each General Fund revenue source. The

changes are summarized in Table 2 below.

Table 2 -- FY10 Revisions by Tax Source
Dec 09.E5t Adi' Jul_10 Est Chg Dec % Change
for Legislation to Jul

Total General Sales Taxes 1,760.0 1,687.2 (72.8) -4.1%
Total Selective Sales Taxes 3945 393.3 (1.2) -0.3%
Personal Income Tax 9975 945.0 (52.5) -5.3%
Corporate Income Tax 160.0 120.0 (40.0) -25.0%
Total Mineral Production Taxes 357.1 394.3 37.2 10.4%
Total License Fees 475 52.0 4.6 9.6%
Total Investment Income 645.1 643.9 (1.2) -0.2%
Total Rents, Royalties and Bonuses 334.8 421.6 86.8 25.9%
Total Miscellaneous Receipts 418 42.5 0.7 1.6%
Tribal Revenue Sharing 63.1 63.1 0.0 0.0%
Reversions 30.0 36.0 6.0 20.0%
Total Recurring Revenue 4,831.3 4,798.9 (32.5) -0.7%
Total Adjustments & Non-Recurring 4500 458.9 8.9 2.0%
Transfer from Tax Stabilization Reserve 1711 194.6 235 13.8%

Use ARRAto supplant General Fund Expenditures 0.0 20.0 20.0
rand Total Revenue 54524 5452.4 (0.0) 0.0%

Gross Receipts and Compensating Taxes

Gross receipts and compensating taxes are the largest source of General Fund revenues and generate

over one-third of total recurring revenue. In FY 09, these tax revenues fell by 1.1% year-over-year. Fg-

ure 1 shows that monthly taxable gross recei pts growth patterns were mixed at the end of FY 08 and then
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turned increasingly negative. The momentum in taxable gross receipts deteriorated rapidly in calendar
year 2009. The rate of decline began to slow last winter and continued to slow throughout calendar year
2010 but has yet to see sustained positive overall growth. In FY 10, the overall gross receipts and com-
pensating tax collections are expected to drop by 10.7% from FY 09, the largest drop in decades; thisis

Percent Growth in Taxable Gross
Receipts by Sector
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Figure2-- % Growth in FY taxable Gross Receipts

12% below FY08's peak level.
Figure 2 illustrates the negative effect of the construction sector on growth of gross receipts. In

FYQ7, it was one of the biggest drivers of growth. In FY 08 it contributed to the slowing of growth. In

FY 09 it became a significant drag on the economy, helping to pull revenues lower year-over-year for the
first time in decades; and in FY 10 year-to-date construction fell by over 30% year-over-year, an un-
precedented drop. The contraction of the construction sector is changing the composition of the gross
receipts tax revenue base. Revenue from the construction sector made up amost one-sixth of total gross
receiptsin the past. In recent years, however, it has been contributing as little as one-twelfth.

Revenue growth is expected to return, albeit slowly, during FY 11. The base level is expected to
grow by 2.6% and will be augmented by the recently enacted 1/8" % rate increase. Overall revenue
growth is therefore expected to grow by 5.7%. More robust growth is expected to return in FY 12 to
6.1% and in FY 13 to 6.2% and then begin to moderate slightly in FY 14 to 5.6% and in FY 15t0 5.0% .
Thus, even with the recently passed tax increase, gross receipts tax revenue is not expected to surpassits
FY 08 levelsuntil FY13.
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Personal | ncome Tax

Personal income taxes comprise approximately 20% of General Fund recurring revenues. The reces-
sion has negatively affected personal income tax revenuesin avariety of ways, including the slowing of
personal income growth, reduced capital gains and higher unemployment levels. Since the December
2009 forecast, the economy has continued to weaken, further reducing personal income tax revenues.
Projected FY 10 revenues are now 22% below FY 08 peak levels. However, the decline has been partialy
offset by revenue enhancements passed during the 2010 special legisative session. Forecasted FY 11
personal income tax revenues (prior to legidative changes) are 8% above expected FY 10 revenues.
When adjusted for legislative changes, FY 11 revenues are 14% above expected FY 10 revenues.
Corporate Income Tax

In December 2009 corporate income tax revenue estimates were $160 million in FY 10 and $200
million in FY 11 Whilefina figures for FY 10 are still unavailable, revenues are expected to be roughly
$120 million — 25% below the December forecast.

The FY 11 July estimate for corporate income tax revenues is $175.5 million ($160 million prior to
adjustment for legiglation). It suggests that corporate income taxes, in absence of legidation, will grow
by about 30 percent between FY 10 and FY 11. This result is consistent with forecasts for corporate prof-
its, federal corporate income taxes and other indicators produced by IHS Global Insight and the Con-
gressional Budget Office. Similar reasoning suggests corporate income taxes will total about $230 mil-
lionin Fy12.

Selective Excises Taxes

Selective excise taxes, particularly the motor vehicle excise tax, are sensitive measures of consumer
sentiment. These taxes are expected to decline by 1.2 percent in FY 10, primarily due to large declinesin
the Fire Protection Fund, motor vehicle excise and gaming revenues, only partially offset by alargein-
crease in insurance revenues. For FY 11, insurance revenues are expected to continue to grow, while mo-
tor vehicle excise and gaming revenues will aso grow, but from the lower FY 10 base.

Excise taxes are collected on the sale of motor vehicles. The recession nationally as well as herein
New Mexico has strongly affected the automotive industry. Revenue peaked in FY 07 at $131.3 million.
Motor vehicle excise tax collections are expected to fall to $91.8 million in FY10, declining a most $39
million or 30% in only three years. The consensus group does not expect the FY 07 level will be reached
again until FY 15.

Oil and Natural Gas Revenues

Oil and gastaxes and royalties are expected to decline in their percentage contribution to the General

Fund from FY 10 to FY 15. In FY 10, oil and gas revenues made up 16.8% of the General Fund’s reve-

nue; by FY 15 they are expected to contribute only 14.6%. The historical peak of the contribution wasin
-7 =
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FY 08, when oil and natural gas revenues were 21.2% of General Fund total revenue. Since the Decem-
ber 2009 forecast, oil and natural gas prices have only slightly changed. These prices and volumes are
detailed in Appendix Table 1. The price of natura gasis estimated at $5.12 per mcf in FY 10 and ex-
pected to rise incrementally to $7.00 per mcf by FY 15. Oil prices are estimated to be $71.35 per barrel
for FY 10 and expected to increase gradually to $90 per barrel by FY 15. These estimates are consi stent
with industry projections and estimates provided by industry experts, PIRA and IHS Global Insight. The
estimates for both oil and gas volumes were adjusted from the December 2009 forecast; oil volumes are
expected to increase by 1.3 million barrelsto 60.4 million barrels for FY 12, while natural gasis ex-
pected to trend slightly more downward than forecast in December. Details of these small volume
changes are included in Appendix Table 1. New Mexico producers continue to receive a premium
against daily spot prices. However, processing and gathering costs continue to be higher on average in
New Mexico than reported in prior years —particularly in the San Juan basin. These costs affect reve-
nues because processing and gathering costs are deductible from reported severance tax liabilities. As
previously reported to this committee the | ong-term prospect for natural gasis agradua decreasein vol-
umes produced and reported. While earlier in the decade, volumes peaked at an excess of 1,600 bcf (bil-
lion cubic feet), future total production volumes are expected to decline to less than 1,100 bcf by FY 15.
Based on the numerous factors affecting these complicated revenues, analysts increased FY 11 revenue
estimates by $19.1 million and FY 12 revenue estimates by $22.7 million from the December forecast.

Looking ahead, we do not expect the BP oil spill in the Gulf of Mexico to have a significant effect
on New Mexico’s future oil and gas revenues. On the positive side for New Mexico, there are now three
horizontal rigs drilling in the San Juan basin. This new technology has largely replaced conventional
vertical and directional drilling in the Marcellus and Barnett oil shale plays (Texas and Pennsylvania)
and made significant inroads in the discovery of new production wellsin the more mature fields of the
San Juan and Permian basins.
Reversions

Over the past six years, reversions have averaged about $41 million per year to the General Fund and
about $5.0 million to the A ppropriation Contingency Fund. However, the usual pattern has been for
agencies to wait until after their agency audit has been completed to remit the amount of reversion cal-
culated by the auditors. On average, 27% of reversionsfrom any particular fiscal year are remitted and
booked timely — by September 30 of the fiscal year following the allotment. Approximately 57% of re-
versions are remitted with aone- year lag, as agencies remit reversions pursuant to completed audits. Be-
cause of the need to balance the FY 09 budget, a year-ending effort by DFA staff to accelerate the timing
of reversions generated approximately $26.1 million for the General Fund over levels estimated in Au-

-8 -
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gust 2009. Theseadditional amounts of revenue were scored as recurring because of the difficulty of
determining whether a particular reversion is recurring or nonrecurring, timely or delinquent. Regular
reversions for FY 10 are estimated at $36 million based on a survey recently conducted by budget divi-
sion staff of large Executive agencies and programs.

Solvency
Table 3-- FY10 Non-Recurring Actions
FY 2010 FY 2011
Dec 09 Jul-10 |[Chg from Dec 09 Jul-10 [Chg from
,Ad]' fqr Estimate | Prev Est ,Ad]' fqr Estimate | Prev Est
10 legis 10 legis
October 2009 Special Session/Executive Order: 0.0
Chapter 4, 1st SS, 2009/HB 16 (reversions) 0.7 0.7 0.0 0.0 0.0 0.0
Chapter 7, 1st SS, 2009/SB 29 (reversions) 109.0 109.0 0.0 0.0 0.0 0.0
Chapter 5, 1st SS, 2009/HAFC/S HB17 & HB 33 (reversions) 3.7 3.7 0.0 0.0 0.0 0.0
Chapter 2, 1st SS/HB 3 (operating transfers) 107.8 107.8 0.0 0.0 0.0 0.0
Chapter 5, 1st SS 2009/HB 17 Education Stabilization (ARRA) 0.0 0.0 0.0 0.0 0.0 0.0
Executive Order 2009-044, Expenditure Reductions (reversions) 79.0 79.0 0.0 0.0 0.0 0.0
Executive Order 2009-044, Furloughs (reversions) 8.6 8.6 0.0 0.0 0.0 0.0
[JJanuary 2010 Session/March 2010 Special Session: 0.0
Chapter 105, 2009/SB 182, Capital Outlay Reversions for Solvency 141.1 130.0) -11.1 0.0
Chapter 2, 2nd SS/SB 2, Temporary Tax Amnesty Program 2.1 2.1 0.0
Use ARRA to supplant General Fund Expenditures 0.0 20.0 200
Subtotal, Solvency 450.0 438.9 -11.1 2.1 2.1 0.0
IAuthorized Transfers From Reserves
Chapter 3, 1st SS, 2009/T ransfer from Tax Stabilization Reserve 115.0 115.0 0.0 0.0 0.0
Ch 6, 2nd SS/HB 2 Transfer from Tax Stabilization Reserve 56.1 79.6 235 27.0 3.4 -23.6
Ch 6, 2nd SS/HB 2 Transfer from Appropriation Contingency Fund 0.0 17.2 49.0 318
Subtotal, authorized Transfers from Reserves 171.1 79.6 235
[Total Adjustments & Non-Recurring 621.0 653.5 325 46.3 54.5 8.2

Table 3 detailsthe portions of the solvency package enacted in October 2009, February 2010 and
March 2010 that will be recorded on the revenue side of the ledger.

For the agencies whose budget reductions were vetoed in Laws 2009, Chapter 5, 1% Special Session,
but for which the Governor ordered a reduction of expenditures in Executive Order 2009-044, the Ad-
ministration established within each affected state agency’ s operating fund, aliability to the General
Fund and a corresponding expenditure. The savings expected from the executive order total $87.6 mil-
lion, with $8.6 million coming from five furlough days taken by executive employees. By the end of
September, these liabilities will be discharged upon the reversion of these savings to the General Fund.

Another component of the FY 10 solvency package includes Laws 2010, Chapter 105, entitled Capi-
tal Outlay Reversions for Solvency. Upon gubernatorial action on the bill, the Department of Finance
and Administration estimated it would provide $141.1 million in nonrecurring transfers to the General
Fund. However, valid commitments and expenditures made prior to the effective date of the legislation
and other provisions of the bill lowered the transfers by $11.1 million to $130.0 million.
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Amounts shown as “Transfer from Tax Stabilization Reserve” and “Transfer from Appropriation
Contingency Fund” have been calculated to account for the transfer authority granted by legidlation en-
acted in the October 2009 special session and the Genera Appropriation Act of 2010.

General Fund Financial Summary

Appendix Table 3 shows the General Fund financial summary based on this current revenue esti-
mates updated for legislation. This summary shows the amount of the reduction required by Section 14
of the General Appropriation Act of 2010. That section requires the Governor to proportionately reduce
General Fund alotments to certain entities receiving General Fund appropriations. These include legis-
lative agencies named in certain sections of House Bill 1 of the regular 2010 session and, except for the
Human Services Department’ s Medicaid programs and the Department of Health’' s developmentally dis-
abled services programs, agencies named in Section 4 of House Bill 2 of the 2 special session in 2010.
After the Governor’s commitment to use $20 million of ARRA/State fiscal Stabilization Fund dollarsis
applied, the reductions mandated by Section 14 translate to 3.2% across all remaining entities, or $150.3
million.

Tobacco Settlement Fund Revenues and Balances

The FY 11 estimate for tobacco settlement revenues was lowered by $4.6 million to $40 million,
based on actual receipts for the program received in April 2010. Receipts for FY10 were $7.9 million
less than the receipts in FY 09. As aresult, the forecast was rebased and adjusted down. Work continues
to improve the forecasting of this revenue source.

Aswas true for FY 09 and FY 10, the Legislature temporarily distributed 100% of the annual pay-
ment to the Tobacco Settlement Program Fund to fund health-related programsincluding Medicaid. The
FY 11 appropriation for the Program Fund totals $44.6 million, 10.3% more than the revenue estimate.
To keep spending within avail able resources, DFA will require the affected agencies to reduce their
budgets pursuant to section 3(F) of the Genera Appropriation Act of 2010. I f the actual April payment
comes in higher than today’ s estimate, the budget can be increased, up to the amount of the appropria-
tion.

FY 10 tobacco settlement revenues were $4 million less than appropriations, requiring the affected
agencies to reduce their budgets from this source by 7.9% million and DFA to claw back previous alot-

ted amounts.

—-10 —
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Risksto the Forecast

Downside risks to the forecast include the recent poor performance of European economies due par-
tially to debt problems of Greece and Spain. Because they are members of The European Union, they
are unable to pursue an independent monetary policy or devalue their currencies. Oneresult isthat the
US has once again become a safe haven with the value of the dollar rising relative to the Euro. A strong
dollar tends to erode U.S. exports. Another result isinstability of financial markets and potential impacts
on many economic variables, including consumption and investment.

The energy revenues forecast also contains a number of risks. The mineral extraction industry has
been using horizontal drilling rigs and chemical fracturing to engage in extraction from oil shale. These
new technologies are only slowly being adopted (and adapted) in New Mexico. This may cause pricesto
decline as new suppliesin other states are developed and New Mexico' s volume declines become
steeper.

On the positive side, there is considerabl e recent strength in consumer spending, and many other fac-
tors suggest the “double-dip” recession is unlikely to occur.? Theseinclude improved conditionsin the
housing sector, recent risesin industrial productions, and that economic growth in Chinais continuing.
Moreover, as mentioned in the discussion of oil and natural gas revenues above, horizontal drillingis

beginning to develop in the San Juan Basin.

% For details, please “Double Dip? Seven Reasons Why Not” in the Wall Street Journal, July 19, 2010.
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Appendix Table 1 -- Economic Assumptions, July 2010
July 2010 FY2010 FY2011 FY2012 FY2013 FY2014 FY2015

Dec. 09 |July 10 |Dec. 02 [July 10 |Dec. 09 [July 10 |Dec. 09 |July 10 |Dec. 02 |July 10 |July 10
Est. Prelim. |Est. Est. Est. Est. Est. Est. Est. Est. Est.

NATIONAL ECONOMIC INDICATORS

US Real GDP Growth (level annual avg, %6 yoy)* 0.4 0.8 2.4 3.0 3.5 2.9 34 3.0 2.6 2.7 3.0

US Inflation Rate (CPI, ammual avg, %o yoy)** 0.9 1.0 1.5 1.1 21 1.8 1.9 21 1.8 21 21

Federal Funds Rate (%0) 0.13 0.15 0.78 0.16 2.69 0.87 3.50 3.31 4.02 3.59 4.67

NEW MEXICQO LABOR MARKET AND INCOME DATA

NM Non-Agricultural Employment Growth (%o} -3.5 -3.2 1.6 1.0 2.0 2.0 1.8 2.0 155 1.7 14

NM Personal Income Growth (20)1+* -0.5 -0.1 32 33 4.5 4.3 4.4 4.5 4.3 4.8 35

NM Private Wages & Salaries Growth (%o) =31 -3.2 3.8 31 41 4.6 4.2 4.6 4.2 44 42

NEW MEXICO CRUDE OIL AND NATURAL GAS OUTLOOK

NM 0Oil Price ($/barrel) $70.00  $71.35 | $75.00 $74.25 | $79.00 $50.00 | $83.00 $83.00 | $87.00 $86.00 $90.00

NM Taxable Oil Sales (million barrels) 61.3 61.8 60.2 61.1 59.1 60.4 58.0 59.8 57.0 59.1 58.4

NM Gas Price ($ per thousand cubic feet) $4.30 $5.12 $5.40 $5.60 $5.65 $6.00 $5.00 $6.45 $6.10 $6.75 $7.00

NM Taxable Gas Sales (billion cubic feet) 1,325 1,285 1,270 1.234 1,220 1,197 1.190 1,161 1,160 1.126 1,002

* real GDP baze iz BEA chamed 2005 dollars, billions, annual rate.
= CPIig all Urban, BLS 1982-84=1.00 base.

4+ Personal Income growth rates are for the calendar year in which each fizcal year begins.

Sowrces: July 2010 economic indicators based on Jily (6-9) IH5 Global Tsight (G1 national), May final FOR-UNM, BEA,BLS (state, May GI), energy forecast on

Juneihuly PIRA, NYMEX, Global Insight and DOE/ELA.

Dec 2009 economic indicators based on November ¢3-9) IHS Global Isight (G national), November final FOR-UNM, BEA, BLS (state, Nov GI), energy forecast on

November PIRA, NYMEX, Global hsight and DOE/ELL
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General Fund Consensus Revenue Estimate Appendix Table 2 July 2010

July 2010 Revenue Estimate., Adjusted for 2010 Regular Session and Special Session Legislation/Revenue Actions
{Dollars in Millions)

FY 2010 FY 2011 FY 2012
oy [ 0
De:: 3 Jul-10 | Chg from De:: o Jul-10 | Chg from | (_3hng De:: = Jul-10 Chg from | (?hng
fdi:-for Estimate | Prewv Est Bdi:-for Estimate | Prewv Est Erom Pdli Ao Estimate | Prev Est From
10 legis ¢ 10 legis * EY10 | *10 legis * FY11
Gross Heceipts 17020 1636.0 -BE.0 1,808.2 17294 -78.8 57%] 19114 18348 -7B.B 5.1%
Compensating 55.0 51.2 5.5 V3.4 B5.4 -8.0 7% 8.7 59.0 9.7 55%
Total General Sales Taxes 1.760.0 1.687.2 728 1.881.6 1.794.8 56.8 6.4%] 1.990.1 1.903.8 86.3 6.1%
Tobacco 472 45.1 =21 53.3 789 -4 74.9% 53.5 790 -4.5 0.1%
Alcohol 26.5 25.8 -0.7 26.9 26.7 -0.2 3.5% 27.4 27.0 -0.4 1.1%
Insurance 133.9 133.9 0.0 137.3 137.3 0.0 2.5% 1422 142.2 0.0 36%
Fire Protection Fund 21.7 21.7 0.0 241 241 0.0 11.1% 227 227 0.0 -5.8%
hotor “ehicle Excise (3) 9258 91.8 -0.7 103.0 99.0 -4.0 7.8% 1130 112.0 -1.0 13.1%
Gaming tax B5.3 BE.5 1.2 4.0 54.9 -9.1 -2.A% 756 B5.0 9.5 1.8%
Leased Yehicle Surcharge 548 56861 0.1 5.41 5.81 0.4 4.5% 537 5.61 0.2 -3.4%
Other (23 1.88 2.890 1.01 2.44 2.96 0.5 2.4% 2.56 3.01 0.5 1.7%
Total Selective Sales Taxes 394.5 393.3 -1.2 456.4 439.7 “16.72 11.8% 472.3 457.56 -14.7 1.1%
Fersanal Income 997 5 945.0 525 1,123.0 1.079.0 -44.0 14.2%] 1,160.5 1,128.0 -32.5 4.5%
Corporate & Franchise Income 160.0 120.0 -40.0 21567 175.7 -40.0 46.4% 260.2 230.2 -30.0 31.0%
Estate 0.0 0.0 0.0 0.0 0.0 325 0.0 -32.5
Total Income Taxes 1.157.5 1.065.0 92.5 1.338.8 1.254.7 841 17.8%] 1.453.2 1.358.2 95.0 B.2%
Qil & Gas School Tax 290.5 328.0 372 341.0 340.0 -1.00 3.7% 349.4 355.4 5.00 4.5%
Qil Conservation Tax 153 15.4 0.1 T 16.2 -1.52 5.2% 19.4 18.0 -1.43 11.1%
Resources Excise 10.0 10.0 0.0 10.0 10.0 0.00 0.0% 10.0 10.0 0.00 0.0%
Matural Gas Processors 41.0 40.9 -0.1 17.2 17.9 0.70 -56.2% 209 231 2.20 20.1%
Total Mineral Production Taxes 3571 3943 37.2 385.9 384.1 -1.8 2.6% 399.7 406.5 6.8 5.8%
Total License Fees 47.5 52.0 1.6 48.8 54.6 5.8 4.8% 50.8 55.42 4.6 1.6%
Land Grant Permanent Fund 4365 436.5 0.0 437 .8 4452 7.4 2.0% 4352 451.6 13.4 1.4%
Earnings on State Balances 21.5 20.3 -1.2 30.0 17.9 =121 -11.8% 36.0 21.5 -14.5 20.1%
Severance Tax Permanent Fund 1871 1871 0.0 1816 184 6 3.0 -1.3% 1761 180.9 4.8 -2.0%
Total Investment Income 645.1 643.9 1.2 649.4 647.7 1.7 0.6% 650.3 654.0 3.7 1.0%
Federal Mineral Leasing 301.0 3539 529 3700 3780 3.0 5.8% 388.0 3970 5.0 5.0%
State Land Office 33.8 B7.7 339 36.8 457 11.9 28.1% 37.0 439 5.9 -9.9%
Total Rents, Royalties and Bonuses 334.8 421.6 B86.8 406.8 426.7 19.9 1.2% 425.0 440.9 15.9 3.3%
Total Miscellaneous Receipts 41.8 42.5 0.7 4.2 49.2 5.0 15.7% 46.5 45.87 4.6 H.7%
Tribal Revenue Sharing 53.1 B3.1 0.0 541 53.0 -1.1 -0.2% BE.1 54.9 -1.2 3.0%
Tobacco Settlement Revenue 0.0 0.0 0.0 0.0 0.0 0.0
Reversions 30.0 36.0 5.0 31.0 34.0 3.0 -5 6% 424 42.4 0.0 247 %
Total Recurring Revenue 4.831.3 4,798.9 32.5 5.306.9 5.148.3 ~158.6 7.3%] 5,594 5.429.5 -166.8 5.5%
Subtotal. Solvency 450.0 438.9 111 2.1 2.1 0.0 6.9 6.9 0.0
Authorized Transfers From Reserves
Chapter 3, 15t S5, 2009/ Transfer from Tax Stabilization Reserve 115.0 115.0 0.0 0.0 0.0 0.0
Ch B, 2nd 35/HEB 2 Transfer from Tax Stabilization Reserve o6, 1 796 235 27.0 3.4 -23.6 0.0
Ch 6, 2Znd S5/HB 2 Transfer from Appropriation Contingency Fund 0.0 17.2 49.0 31.8
Subtotal, authorized Transfers from Reserves 171.1 79.6 235
Total Adjustments & Non-Recurring 621.0 653.5 325 46.3 54.5 8.2 6.9 6.9 0.0 -87.4%
Grand Tetal Revenue 5.452.4 3.452.4 0.0 5.353.2 5.202.9 -150.4 4.6%]| 5.603.2 5.436.4 -166.8 4.5%
445.99 458.90
DGAS % of recurring revenue excl. interest 14.1% 16.8% 14.7% 15.6% 14.6% 15.4%

{13 Detail may not add to column totals due to independent rounding.
(2] Other selective sales taxes include racing, private car, boat excise, gasoline excise, and telecommunications relay surcharge.
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General Fund Consensus Revenue Estimate Appendix Table 2 July 2010

July 2010 Revenue Estimate, Adjusted for 2010 Regular Session and Special Session Legislation/Revenue Actions
(Dollars in Millions)
FY 2013 FY 2014 FY2015
Dec '09 % Chng | Dec '09 % Chng Dec '09 % Chng
) Jul-10 | Chgfrom ) Jul-10 |Chg from . Jul-10 | Chg from
Adj. for Estimate| Prev Est From Adj. for Estimate| Prev Est From Adj. for Estimate | Prev Est From
‘10 legis FY12 '10 legis FY13 '10legis FY14
Gross Receipts 1,995.9] 1,949.8 -46.1 6.3% ) 2,085.8] 2,058.2 -27.6 5.6% 2,238.1] 2,161.5 -76.6 5.0%
C om pensating 82.2 72.4 -9.9 4.9% 95.4 75.1 -20.4 3.7% 108.7 77.6 -31.1 3.4%
Total General Sales Taxes 2,078.1| 2,022.2 -55.9 6.2% | 2,181.2| 2,1333 -48.0 5.5% 2,346.8| 2,239.1 -107.7 5.0%
Tobacco 83.8 78.9 -4.9 -0.1% 84.0 79.0 -5.0 0.1% 84.2 78.7 -55 -0.4%
Alcohol 27.9 27.3 -0.6 1.1% 28.4 27.6 -0.8 1.1% 29.0 28.1 -0.9 1.8%
Insurance 148.3 147.3 -1.0 3.6% 155.6 152.6 -2.9 3.6% 155.6 158.1 25 3.6%
Fire Protection Fund 21.4 21.4 0.0 -5.7% 20.1 20.1 0.0 -6.1% 18.9 18.9 0.0 -6.0%
Motor Vehicle Excise (3) 117.0 120.9 3.9 7.9% 122.0 1254 3.4 3.7% 127.0 131.6 46 4.9%
Gaming tax 77.0 67.2 -9.8 1.7% 78.1 68.4 -9.7 1.8% 79.2 69.6 -9.6 1.8%
Leased Vehicle Surcharge 5.34 5.66 0.3 0.9% 5.30 5.61 0.3 -0.9% 5.06 5.50 04 -2.0%
Other (2) 2.65 3.17 0.5 5.3% 2.75 3.30 0.6 4.1% 2.9 34 0.6 3.0%
Total Selective Sales Taxes 483.3 471.84 -11.5 3.1% 496.25 482.00 -14.3 2.2% 501.7 493.9 -7.81 2.5%
Personallncome 1.207.3] 1176.0 -31.3 43%1) 1254.7] 1.228.0 -26.7 4.4% 1.300.7] 1.279.0 -21.7 4.2%
Corporate & Franchise Income 299.5 289.5 -10.0 25.8% 330.1 320.1 -10.0 10.6% 360.1 350.1 -10.0 9.4%
Estate 45.2 0.0 -45.2 47.3 0.0 -47.3 49.4 0.0 -494
TotalIncome Taxes 1,552.0] 1.465.5 -86.5 7.9%) 1632.1] 1548.1 -84.0 5.6% 1,710.2] 1,629.1 -81.1 52%
Oil & Gas School Tax 357.7 368.6 10.90 3.7% 363.6 375.7 12.10 1.9% 369.5 382.0 12.50 1.7%
Qil Conservation Tax 17.1 18.6 1.51 3.3% 18.1 189 083 1.6% 18.4 19.3 0.93 2.1%
Resources Excise 10.0 10.0 0.00 0.0% 10.0 10.0 0.00 0.0% 10.0 10.0 0.00 0.0%
N atural Gas Processors 22.6 23.0 0.40 -0.4% 22.0 22.3 0.30 -3.0% 21.4 25.2 3.80 13.0%
Total Mineral Production Taxes 407.4 420.2 12.8 3.4% 413.7 426.9 13.2 1.6% 419.3 436.5 17.2 2.2%
Total License Fees 50.8 58.8 8.0 6.2% 53.6 61.39 7.8 4.3% 55.8 63.4 77 3.3%
Land Grant Permanent Fund 409.6 429.8 20.2 -4.8% 401.1 429.3 28.2 -0.1% 392.6 460.3 67.7 7.2%
Earnings on State Balances 41.0 33.1 -7.9 54.0% 43.0 39.1 -3.9 18.1% 19.6 46.7 27.1 19.4%
Severance Tax Permanent Fund 167.2 1740 6.8 -3.8% 157.3 166.1 8.8 -4.5% 147.4 173.6 26.2 4.5%
TotalInvestmentincome 617.8 636.9 19.1 -2.6% 601.4 634.5 33.1 -0.4% 559.6 680.6 1210 7.3%
Federal Mineral Leasing 396.0 418.0 22.0 5.3% 408.0 4270 19.0 2.2% 420.0 431.0 110 0.9%
State Land Office 37.9 42.8 4.9 -2.5% 38.4 452 6.8 5.6% 38.9 44.0 5.1 -2.7%
Total Rents, Rovalties and Bonuses 433.9 460.8 26.9 4.5% 446.4 472.2 25.8 2.5% 458.9 475.0 16.1 0.6%
Total Miscellaneous Receipts 48.5 48.7 0.1 6.1% 50.6 50.8 0.2 4.3% 49.1 52.5 34 3.3%
Tribal Revenue Sharing 69.4 66.9 -2.5 3.1% 72.9 70.2 -2.7 4.9% 76.4 73.8 2.6 5.1%
Reversions 43.7 43.7 0.0 3.1% 45.1 45.1 0.0 3.2% 46.5 46.5 0.0 3.1%
Total Recurring Revenue 5,785.0] 5,695.5 -89.5 4.9% ] 5993.2| 5,9244 -68.8 4.0% 6,224.3| 6,190.4 -33.9 4.5%
Subtotal, Solvency -3.3 -3.3 0.0 -0.9 -0.9 0.0 0.0 0.0 0.0
Authorized Transfers From Reserves
Chapter 3, 1st SS, 2009/Transfer from Tax Stabilization Reserve 0.0 0.0 0.0
Ch 6. 2nd SSHB 2 Transfer from Tax Stabilization Reserve 0.0 0.0 0.0
Ch 6, 2nd SSHB 2 Transfer from Appropriation Contingency Fund
Subtotal, authorized Transfers from Reserves
Total Adjustments & Non-Recurring -3.3 -3.3 0.0| -148.7% -0.9 -0.9 0.0] -113.2% 0.0 0.0 0.0
Grand Total Revenue 5,781.7| 5,692.2 -89.5 4.7% ] 5992.3| 5,9235 -68.8 9.0% 6,224.3] 6,190.4 -33.9 4.5%
OGAS % of recurring revenue excl. interest 14.4% 15.3% | ‘ I 14.2% 15.0% -2.7% 13.9% 14.6%

(1) Detailmay not add to column totals due to independentrounding.
(2) Other selective sales taxes include racing, private car, boat excise, gasoline excise, and telecom munications relay surcharge.
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Appendix Table 3

General Fund Financial Summary

July 2010 Consensus Revenue Estimate

(Dollars in Millions)

Audited Estimated Estimated Estimated

FY09 FY10 FYl1l FY12
PROPRIATION ACCOUNT
REVENUE
Recurring Revenue 5,319.7 4,798.8 5,148.3 5,429.5
Nonrecurring Revenue 426.9 653.5 54.5 6.9
TOTAL REVENUE 5,746.6 5,452.3 5,202.9 5,436.4
IAPPROPRIATIONS
Recurring Appropriations 6,035.1 5,358.0 5,353.7 5,429.5
Nonrecurring Appropriations (80.1) 94.4 - -
TOTAL APPROPRIATIONS 5,955.1 5,452.4 5,353.7 5,429.5
[Transfer to/from General Fund Operating Reserve (208.4) (0.0) (150.9) 6.9
GENERAL FUND OPERATING RESERVE
Beginning Balance 247.2 37.5 35.2 (117.2)
Appropriations (1.4 (2.3) (1.5 -
Transfers In From Appropriation Account - - - 6.9
Transfers Out To Appropriation Account (208.4) (0.0) (150.9) -
Ending Balance 37.5 35.2 (117.2) (110.3)
Fnding Balances as a Percentage of Prior Year Recurring Appropriations 0.7% 0.6% -2.2% -2.1%
STATE SUPPORT RESERVE
Beginning Balance 1.0 1.0 1.0 1.0
Ending Balance 1.0 1.0 1.0 1.0
PROPRIATION CONTINGENCY FUND
Beginning Balance, Excluding Education Reform 27.5 11.5 27.8 17.2
Expenditures (24.3) (10.4) (16.0) (16.0)
Revenue, Transfers and Reversions 8.3 26.7 53 5.3
Ending Balance, Excluding Education Reform 11.5 27.8 17.2 6.5
Education Reform, Beginning Balance 69.1 19.0 53.0 0.0
Transfers In - 40.0 - -
Transfers Out (50.0) (6.0) (53.0) -
Ending Balance, Education Reform 19.0 53.0 0.0 0.0
Ending Balance 30.6 80.9 17.2 6.6
'AX STABILIZATION RESERVE
Beginning Balance 254.4 198.7 4.1 0.7
Transfers Out (55.7) (194.6) 3.4 -
Ending Balance 198.7 41 0.7 0.7
Ending Balances as a Percentage of Prior Year Recurring Appropriations 3.5% 0.1% 0.0% 0.0%
OBACCO SETTLEMENT PERMANENT FUND
Beginning Balance 135.9 121.0 132.0 142.9
Transfers In, December 2008 Consensus Estimate 48.9 40.9 40.0 39.5
Transfers Out (48.9) (40.9) (40.0) (19.8)
Gains or (Losses) (14.9) 11.1 10.8 13.4
Ending Balance 121.0 132.0 142.9 176.0
OTAL GENERAL FUND RESERVES 388.6 253.2 44.6 73.9
Reserves as a Percentage of Current-year Recurring Appropriations 6.4% 4.7% 0.8% 1.4%

Note: FY11 balances exclude the effect of the implementation of Section 14 of the General Appropriation Act of 2010; implementation of Section 14 raises

FY11 reserves to 3.6% of current year recurring appropriations.



General Fund Consensus Revenue Forecasts July 2010

Appendix Table4

Nonagricultural Wage and Salary Employment

Prelimingars Ravsad Revisal Changs
NEW MEXICO M- 111 .J||.|!I-';i Tl 1 Manthls Yanrly
TOTALNONAGRICULTURAL EMPLOYMENT 04, 200 A01,200 d 16,500 3,000 -1 23004
GOODS-PRODUCING $A00 £.000 95200 $00 6400
SERVICE-PROVIDING THE.AD0 TEX2 T2E300 2300 -5.90K)
MINING & LOGGING 16,200 16, 20K 17,410} 0y 120
CONSTRUCTION 42,600 42,400 48,100 200 330
MANUFACTURING JOL000 29400 29,700 GBIk J
WHOLESALE TRADE 11,000 21,00y 21,700 0y =T
RETAIL TRADE 87,000 B, 500 00,90 100 3.9
TRANSPORTATION, WAREHOUSING & LTILITIES 20,100 20,300 22.500 ~200) .70
INFORMATHON 14,000 1.3, 90} 14,500 100 A0
FINANCIAL ACTIVITIES 329000 33,0006 33,500 =100 EH)
PROFESSIONAL & BUSINESS SERYICES ERR 98,600 1M A4ikH 1,00 -3 50
ENUCATIONAL & HEALTH SERVICES 121,200 121,300 119,800 -100 140
LEISURE & HOSPITALITY 87,600 B3.000 835,400 2.600 120
OTHER SERYICES 17,500 27100 28,500 400 1 i
GOVERNMENT 20 =) 20w, 1 00 202,260 400 430
Fadaral Government 3 i 34300 32400 i 2.0
Stale Gioverninzent f2 200 62 200 G400 i [ ALE
Seapie Cromerrment Fanecaiion LT, 20 TN i i
Local Govermenl (LRI [9400 300 3
Locerl Crove et Falvic aiion Aid 30 3T I Gl
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