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SUMMARY

Total FY11 preliminary revenue is now $5,469 million. Table 1 presents a reconciliation
of recurring revenues through the revenue estimating cycle.

Attachment 1 (page 6) shows general fund revenue revisions from October to December.
FY12 recurring revenue was revised upward from the October forecast by $21 million.
The next-to-last column shows that the FY13 revenue estimate was revised upward a
mere $9 million from the October forecast.

Attachment 2 (page 8) shows the General Fund financial summary. Preliminary ending
balances were $502 million, or 9.6 percent of recurring appropriations at the end of
FY11. The projected FY12 ending balance is $501 million, or 9.2 percent of recurring
appropriations.

“New Money” in FY13, which is defined as FY13 projected revenue less FY12 recurring
appropriations, is projected to be $254 million or 4.7 percent of FY12 appropriations.
After setting aside $50 million to reverse the retirement swap, FY13 new money is
estimated to be $204 million.

Table 1
Dec 2011 Consensus General Fund Recurring Revenue Outlook
(Millions of Dollars)

FY11 FY12 FY13
Post-session revisions $5,164 $5,413 $5,638
July 2011 revisions $111 $120 $165
October 2010 revisions $113 -$22 -$123
December 2011 revisions $15 $21 $9
December 2011 Consensus $5,402 $5,533 $5,688
Annual amount change $604 $130 $156
Annual percent change 12.6% 2.4% 2.8%
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BROAD BASED TAXES AND THE ECONOMIC FORECAST

Revenue estimators have traditionally relied on NM forecasts produced by UNM’s Bureau of
Business and Economic Research (BBER). They, in turn, have relied on a national forecast
produced by Global Insight. Selected economic indicators from these forecasts are published in
Attachment 3 (page 10). As noted in previous briefs, forecasts of NM income and wages and
salaries explain much of the variation in personal income tax and gross receipts revenues.

For the December estimate, the effects of the latest BBER forecast have been heavily discounted.
The BBER forecast seems to be experiencing some technical problems stemming from a data
transition. For example, BBER found it necessary to substantially revise its forecast after the
consensus revenue estimating group expressed concern over the results. Specifically the relative
weakness predicted by BBER is hard to reconcile against the relative year-to-date strength found
in current revenues. Accordingly, staff has decided to leave the estimates for gross receipts and
personal income taxes, or roughly half of General Fund revenue, unchanged from October.

ENERGY MARKETS

Oil prices have risen sharply since the October forecast in response to expected fiscal reform in
Greece and Italy and positive revisions to the second quarter GDP. Further price increases
resulted from news that the Seaway pipeline would be reversed in January, thereby transporting a
glut of oil marooned in Cushing, OK to oil refineries on the Gulf Coast. Prices for West Texas
Intermediate (WTI) crude were low due to the excess supply and low demand. The increased
demand will result in higher prices. Potential EU sanctions against Iran’s oil exports add upward
risk to the price forecast. However, continued economic uncertainty in the U.S. and Europe
threaten ongoing price growth.

In Attachment 4 (page 11), oil prices are expected to remain around $87 per barrel (bbl) in the
near term with moderate growth in out years consistent with slower economic recovery and
ongoing uncertainty in the oil markets. Oil volumes increased by one percent in FY10, but
preliminary actuals show a nine percent increase in FY11. Recent activity in the Permian basin
suggests continued growth in oil volumes in the near-term with decreasing production expected
in later years with well decline. Industry analysts suggest that pipeline and trucking capacity
constraints in the Permian basin may decrease prices. In fact, the New Mexico price differential
to WTI appears to have increased to $5/bbl from $4/bbl in previous years. Each additional
$1/bbl in price is equivalent to $4 million in general fund revenue.

Natural gas prices continue to remain low, largely in response to supply increases resulting from
technological improvements in production. Colder weather expected to begin in mid-December
could provide upward pressure to current spot prices. New Mexico natural gas prices continue to
see gains above Henry Hub due to high prices paid for natural gas liquids, which trend with oil
prices. In FY11, the premium above the dry gas price for natural gas liquids averaged $1.40 per
thousand cubic feet (mcf).
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The FY12 natural gas price forecast was revised downward by $0.15/mcf from the October
forecast, largely in response to increasing inventories. This price revision was extended through
the forecast period with expectations of national production growth and slow economic recovery.
Natural gas volumes — expressed in thousands of cubic feet equivalent — fell by 7.5 percent in
FY10 and preliminary actuals show a 3.4 percent decrease in FY11. Volumes are expected to
continue to decline as production moves to richer plays in Texas and Pennsylvania. Although
natural gas volumes are falling, higher prices and volumes for natural gas liquids help to offset
the decline in total production. The liquids premium is expected to average $1.30/mcf in FY12.
Each $0.10 change in natural gas price is equivalent to $10 million in general fund revenue.

OTHER REVENUE HIGHLIGHTS

The December estimate for corporate income tax receipts is unchanged from October. The
robust fiscal year growth rates can be explained by changes generated in state and federal
statutes. Film production rebates are now capped at $50 million annually; the total for FY11 was
over $95 million. Further, New Mexico “piggybacks” on the federal income tax code. The
growth rate in FY 13 is driven by the expiration of provisions that allow businesses to fully
expense (immediately deduct from taxable income) the cost of capital equipment.

State Treasurer’s earnings were revised downward in FY11 due to an expected write-down of
$2.8 million. This is the estimated general fund portion of the remaining balance of the Reserve
Primary Fund (RPF). The RPF is a money market fund with New Mexico holdings that
experienced a run following the collapse of the financial markets in 2008.

Energy related revenues were increased due to correction of the model for federal lease revenues.
The correction was in the modeling of royalty revenue from minerals other than oil and gas. The
previous model underestimated the impact of these other revenues. The new model assumes
these revenues will remain at the average level received in FY10 and FY11, about $50 million
per year.

Revenues associated with the permanent funds are expected to decline in FY13. Distributions
are based on a rolling average of the last 5 calendar years’ market value for the respective funds.
Prior to 2006, fund values were at a relative high. The decline in revenues in FY 12 is due to a
high market value being replaced with a much lower market value.

GENERAL FUND FINANCIAL SUMMARY

The General Fund financial summary shown in Attachment 2 (page 8) assumes $100 million of
additional FY12 appropriations in the 2012 session. Including estimated 2012 deficiencies,
supplementals, specials, and the feed bill, FY12 revenues will exceed appropriations by $14
million. Under that scenario, reserves reach a total of $501 million or 9.2 percent of recurring
appropriations in FY12. National rating agencies such as Moodys and Standard & Poors,
traditionally have considered balances of five percent or above as sufficient.



December 5, 2011

Chapter 178, Laws 2011 requires state employees to contribute an additional 1.75 percent to
retirement plans in FY12. This legislation provided a reduction of $49.7 million to the FY12
appropriation. Under statute, the contribution swap will continue in FY13 if the December 2011
forecast projects a FY12 reserve ratio less than 5 percent and estimates revenues to be less than
$100 million more than the revenue estimate used to determine the FY12 appropriation.

Based on current reserve projections of 9.2 percent for FY12, the retirement swap will not
continue in FY13. However, an additional 1.5 percent retirement swap that was enacted during
the 2009 session (Laws 2009, Ch 127) will remain in place until FY'14.

As noted in the summary, FY 13 “New Money” is projected to be $254 million or 4.7 percent of
FY13 revenue.

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 FYQ9, total spending fell by 4.8 percent in FY10 and by 8.5 percent
in FY11 after allotment reductions. If general fund spending is raised to the level of projected
FY13 revenue, total spending would be 7.0 percent below the FYQ9 peak.
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RISKS TO THE FORECAST

e The failure of the “Super Committee” to agree to a federal deficit reduction deal could
lead to large reductions in Social Security, Medicaid and military spending, which could
have significant impacts on the New Mexican economy. New Mexico relies heavily on
federal government spending through the national labs, military institutions and transfer
payments.

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

e Energy markets are inherently volatile. Natural gas prices remain vulnerable to increased
supplies from productivity improvements. Oil prices remain vulnerable to economic
uncertainty.

e The European Union is headed towards another recession according to leading
economists. Financial weakness in the European Union continues to remain a serious
threat to the world economy.

e As was reported before, the Attorney General has disclosed that New Mexico is now
facing a second legal challenge from those cigarette manufacturers (PMs) participating in
the tobacco master settlement agreement. The PMs claim that New Mexico no longer has
a valid qualifying statute as required by the settlement due to recent legislative changes,
including a 2006 change that established tax exempt stamps for tribal sales. The AG
believes that up to $39 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 are not party to the master
settlement.

e |If the federal payroll tax reduction is extended in CY2012 this will potentially add
revenue to personal income tax and gross receipts tax.
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(Millions of Dollars)

Attachment 2

General Fund Financial Summary - Dec 2011 Consensus Revenue Estimate

Preliminary Estimated Estimated
FY2011 FY2012 FY?2013
APPROPRIATION ACCOUNT
REVENUE
Recurring Revenue
October 2011 Consensus Forecast $ 53879 $ 55119 $ 5679.6
December 2011 forecast update $ 145  $ 209 $ 8.6
Total Recurring Revenue $ 54024 $ 55328 $ 5,688.2
Nonrecurring Revenue
Total Non-Recurring Revenue* 66.8 183 % (3.3)
TOTAL REVENUE 5,469.2 $ 5,551.1 $ 5,684.9
APPROPRIATIONS
Recurring Appropriations New Money
2011 General Appropriation $ 52129 $ 54313] inFY13is
Total Recurring Appropriations $ 52129 $ 54313| $254 M
Nonrecurring Appropriations
2011 Regular & Special Sessions** $ 183  $ 58 $ -
2012 deficiencies, supplementals, specials and feed bill**** $ - $ 1000 $ -
Total Nonrecurring Appropriations $ 183 % 1058  $ -
TOTAL APPROPRIATIONS $ 5,231.2 $ 5,637.1 $ -
Transfer to(from) Reserves**=* $ 2380 $ 140  $ -
GENERAL FUND RESERVES
Beginning Balances $ 27180 $ 5019 $ -
Transfers from (to) Appropriations Account $ 2380 % 140 % -
Revenue and Reversions $ 589 $ 401 % -
Appropriations, expenditures and transfers out $ (73.0) $ (54.6) $ -
Ending Balances $ 5019 $ 5014 $ -
Reserves as a Percent of Recurring Appropriations 9.6% 9.2% el

*FY11 includes $36 million in one-time fiduciary tax revenue, $2.1 million for tax amnesty, $1.9 million in IT and
Telecom overcharges to be refunded to the General Fund by DOIT, $26 million fund transfer for solvency, and $800
thousand for homeland security deficiency reversions. FY12 includes $11.4 million fund transfer for solvency, and $6.9

million for tax amnesty.

**2011 Special Session FY12 appropriations include $1.3 million for feed bill, $0.5 million for Medicaid and SNAP,

and $4 million for police vehicles.

*** “New money" in FY13, defined as FY13 projected revenue less FY12 recurring appropriation is $254 million.
****|ncludes $5 million for feed bill and $95 million for specials, supplementals, and deficiencies.

12:05 PM 11/30/2011



General Fund Financial Summary - Dec 2011 Consensus Revenue Estimate
RESERVE DETAIL
(Millions of Dollars)

OPERATING RESERVE

Attachment 2

STATE SUPPORT FUND

Preliminary Estimated Estimated
FY2011 FY2012 FY2013
Beginning balance $ 362 $ 27145  $ 288.5
BOF Emergency Appropriations/Reversions $ 03 $ - $ -
Transfers from/to appropriation account* $ 2380 $ 140  $ -
Ending balance $ 2745 % 2885 % 288.5
APPROPRIATION CONTINGENCY FUND
Beginning balance $ 296 % 52  $ (10.8)
Disaster allotments $ (28.8) $ (16.0) $ (16.0)
Other appropriations $ - $ - $ -
Transfers in $ - $ - $ -
Revenue and reversions $ 43 % - $ -
Ending Balance $ 52 % (10.8) $ (26.8)
Education Lock Box
Beginning balance $ 531 % 471  $ 47.1
Appropriations (2010 and 2011 GAA Section 5)** $ 6.00 $ - $ -
Transfers in(out) $ - $ - $ -
Ending balance $ 471 % 471 % 47.1
Total of Appropriation Contingency Fund $ 523 % 363 % 20.3
Beginning balance $ 10 $ 10 $ 1.0
Revenues $ - $ - $ -
Appropriations $ - $ - $ -
Ending balance $ 1.0 $ 1.0 $ 1.0
TOBACCO PERMANENT FUND
Beginning balance $ 1320  $ 1480  $ 149.5
Transfers in $ 386 $ 386 % 38.6
Appropriation to tobacco settlement program fund $ (19.3) $ (19.3) $ (19.3)
Gains/Losses $ 160 $ 15 $ 11.2
Additional transfers to Program Fund $ (19.3) $ (19.3) $ (19.3)
Ending balance $ 1480  $ 1495 % 160.7
TAX STABILIZATION RESERVE
Ending balance $ 261 $ 261 $ 26.1
GENERAL FUND ENDING BALANCES $ 501.9 $ 501.4 $ 496.6
Percent of Recurring Appropriations 9.6% 9.2%

**LFC scored $2.5 million appropriation to PED from education lockbox as failed contigency. DFA has indicated that
they will seek to budget these funds, which would require submission of a detailed action plan by PED to LFC and the

Legislative Education Study Committee.

12:05 PM 11/30/2011
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NM Oil Volumes & Price
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