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November 13, 2014

The Honorable Bill Sample, Co-Chair
The Honorable John Edwards, Co-Chair
Arkansas Legislative Council

State Capitol

Little Rock, Arkansas 72201

Dear Senator Sample and Representative Edwards:

In accordance with Arkansas Code Annotated §19-4-304 (b) {2}, I am submitting our
Official General Revenue Forecast for the 2015 — 2017 Biennium. This law states that
the Legislative Council shall require from the Chief Fiscal Officer of the State, not later
than sixty (60) days prior to the convening of the General Assembly, the budget
estimates and recommendations prepared by him. Included in the tables are selected
economic assumptions and the details of the updated revenue foracasts for Fiscal Year
2015 and the 2015-2017 Biennium.

Summary of Net Available Revenues:

Actual
o In FY 2014 net available revenues totaled $5,022.4 million, a decrease of $4.5
million or -0.1% from FY 2013.

Forecast

» For FY 2015 net available revenues are expected to reach $5,047.0 million, an
increase of $24.6 million, or 0.5 percent from FY 2014 net available, Year-to-date
actual growth after four months in the fiscal year has been 1.8 percent above year
earlier levels, resulting in $11.1 million above forecast at that point. Sales and Use
Tax collections have been below forscast but payroll withholding, a key indicator for
current and potential economic activity, implies recovery in the near term and
acceleration in forecasted sales tax growth. Payroll withholding tax grew 4.0% year-
to-date, exceeding consumption measures for growth over the same period.



The FY 2015 forecast is expected to fund the allocations "A" + Rainy Day Fund + “B”
+“B1”, and 0.8% of “C” in the current Revenue Stabilization Law.

e For FY 2016 net available revenues are expected to reach $5,206.9 million, an
increase of $159.9 million or 3.2 percent above FY 2015.

e For FY 2017 net available revenues are expected to reach $5,448.5 million, an
increase of $241.6 million or 4.6 percent above FY 2016.

Economic Forecast Assumptions

Economic models employed by the Depariment of Finance and Administration indicate
continued low inflation, moderate economic growth, and gradual acceleration across the
biennial projection period. The Arkansas economy currently displays mixed signals for
revenue potential from both income and consumption. Moderate improvement in payroll
job growth, falling unemployment rates, and growth in total wage eamings suggest
stable revenue growth and recovery rates near the U.S. average. Offsetting factors for
growth include declining labor force indicators locally and weak external markets for
Arkansas exports of goods and services. Considerable risk remains for revenue
prediction, however, as modest recovery rates by historic standards and low inflation
constrain the optimism for normal recovery across a majority of sectors and revenue

types.

The list of risk factors for the forecast is largely unchanged from recent updates. They
range from international risk of global economic slowdown to the uncertainty of
consumer spending and business investment rates. Recession in the Eurozone
economy is back in the outlook with even the largest economies in the block now facing
problems and unconventional monetary policy being considered. Energy commodity
inflation is currently moving down with net positive contributions for the forecast. The list
of major consuming regions experiencing slower growth has expanded, setting off a
new round of bidding competition among major oil suppliers. U.S. energy production
further deflects oil imports to other well-supplied regions. Energy price forecast
assumptions remain difficult as major OPEC producers retain the ability to at least
influence market moves in short-run forecasts. Past experience with falling global
economic growth and falling energy prices suggests U.S. consumers will be the net
winners.

The Arkansas economy maintained a stable footing in the protfracted recovery and is
now poised for further gains in the context of a stable U.S. economy. Consumers will
again be an important driver for growth.



The department utilizes a more conservative forecast source among national forecast
contractoers in order to maintain a conservative input process. We have provided a
conservative revenue forecast recognizing the growth eppoertunities and the risk profile.

! have attempted to provide this information in a format that facilitates your work. A
narrative summary of the revenue forecasts and tables for quick reference are included
with this |etter.

Sincerely,

/Fg A. Weiss

Director

RAW/ps
Attachments (3)



STATE AND NATIONAL ECONOMIC AND REVENUE
FORECASTS

The following sections summarize the economic outlook for the nation and Arkansas for
the next two years with comments updating cument year conditions. The Official
Revenue Forecast for the 2015-2017 Biennium Forecast is included.

The revenue forecasts are conditionally based on the expected economic conditions in
the state and nation as of October 2014. The U.S. and state economic forecasts were
compiled from simulations representing structural economic modeling systems at IHS
Global Insight, Inc., a national forecast provider. The Office of Economic Analysis and
Tax Research, Office of the Director, DFA, prepared the general revenue forecast.

Economic and Revenue Estimates for Fiscal Year 2015

Summary of Economic and Revenue Estimates for FY 2015

FY 2015 U.S. Gross Domestic Product (Real Output). This summary is based on
the October 2014 baseline forecast of Global Insight, Inc. During FY 2015, the
United States economy is expected to produce final goods and services vaiued in
inflation-adjusted dollars at $16,313 billion, for an annual increase of $428.8 billion
or 2.7 percent. Two general measures of inflation indicate modest price gains during
the year, stemming from weak conditions in a variety of markets and slack labor
market conditions. These consist of the Consumer Price Index (CPl) and the GDP
price deflator, a measure of overall price inflation spanning consumers, businesses,
and government. The Consumer Price Index is expected to increase 1.8 percent and
the GDP price deflater is expected to rise by 1.7 percent.

U.S. gross domestic product in current dollars is estimated at $17,840 billion, an
increase of $759.7 billion or 4.4 percent.

Average annual U.S. oil prices are estimated at $96.33 per barrel (domestic crude
price to refiners) in FY 2015 from the October forecast. Energy prices in general
have been constrained by weak economic conditions but supporied by global
tensions and stockpiling in Asian markets. Recent market conditions demonstrate
that weaker demand in major consuming nations trumps supply concerns. Weekly
and monthly price swings could vary widely around the annual averages.



e FY 2015 state nonfarm personal income (the sum of wages and salaries,
proprietor’'s income, rent, dividends, interest and transfer payments) is estimated at
$112.288 billion (current dollars), an increase of $4.466 billion or 4.1 percent over
FY 2014.

o FY 2015 state wage and salary disbursements are estimated at $51.463 billion,
an increase of $2.092 billion or 4.2 percent.

e FY 2015 state payroll employment is expected to reach a level of 1.198 million

jobs in FY 2015, an increase of approximately 14,000 jobs or 1.2 percent. Private
sector job growth is expected to be 1.4 percent over the same period.

FY 2015 Gross General Revenues

Gross general revenues are estimated at $6,319.1 million, an Increase from FY
2014 of $76.5 million, or 1.2 percent.

Pursuant to Arkansas Code §19-5-202, the total fee deducted from general
revenue for funding of the State Centrali Services Fund and Constitutional
Officers Fund for FY2015 was set at 3.2 percent.

In addition to the usual deductions from gross general revenues, such as the
Constitutional Officers Fund, the State Central Services Fund, and refunds of
individual and corporate income taxes, the following trust fund is noted:

e Act 1315 (1999) Educational Excellence Trust Fund. Act 1315 (1999)
established a benchmark of 14.14 percent which is applied against actual sales
and use tax collections of the previous fiscal year. Under this formula, $297.4
million will be distributed (net} in FY2015,

FY 2015 Net Available General Revenues

The net available forecast for FY 2015 is unchanged from the Official General Revenue
Forecast of July 15, 2014. Net available revenues are estimated at $5,047.0 million, an
increase of $24.6 million or 0.5 percent from FY 2014.

FY 2015 revenues are expected to fund the allocations in the cumrent Revenue
Stabilization Law at 100% of "A” + Rainy Day Fund + “B” + "B1”, and 0.8% of “C.”



FY 2015 Selected Special Revenues:

FY 2015 Educational Adequacy Fund: Act 107 of the Second Extracrdinary
Session of 2003 increased the state sales and use tax rate from 5.125% to 6.0%,
effective March 1, 2004. Effective July 1, 2004, a new sales tax on selected
services went into effect in addition to an increase in vending machine decal
fees. Act 94 increased the minimum corporate franchise tax and the tax rate,
effective for calendar years beginning January 1, 2004. Effective with FY 2008, a
portion of the six-cent per gallon dyed diesel tax is also deposited to the
Educational Adequacy Fund to partially offset the revenue loss from exempting
dyed diesel from sales tax.

The additional revenues are deposited as special revenues to the Educational
Adequacy Fund to be used to fulfill the financial obligations of the state to provide
an adequate educational system. Estimate for FY 2015: $458.0 million.

FY 2015 WorkForce 2000 (Special Corporate Income Taxes). Act 1315
(1999) established a benchmark of 8.78 percent which will be applied against net
corporate income tax collections in the previous fiscal year. Under this formula,
$26.2 million will be distributed in FY 2015.

FY 2015 Soft Drink Excise Tax {Medicaid Program Trust Fund). In FY 2015,
the soft drink excise tax is forecast at $42.4 million, representing a -3.3 percent
decrease compared to FY 2014 collections.

Economic and Revenue Estimates for the 2013-2015 Biennium

Summary of Economic and Revenue Estimates for FY 2016

FY 2016 U.S. Gross Domestic Product (Real Output). This summary is based on
the October 2014 baseline forecast of IHS Global Insight, Inc. During FY 20186, the

United States economy is expected to produce final goods and services valued in

inflation-adjusted dollars at $16,727 billion, an increase of $413.9 billion or 2.5
percent. Two general measures of inflation indicate limited price pressures during
the year. The Consumer Price Index is expected to increase 1.3 perceni and the
GDP price deflator is expected to rise by 1.7 percent.

U.S. gross domestic product in current dollars is estimated at $18,601 billion, an

increase of $761.1 billion or 4.3 percent over FY 2015.
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¢ Average annual U.S. ol prices are estimated at $94.61 per barrel (domestic crude
price to refiners) in FY2016. Firming of the U.S. dollar and adequate global supplies
are expected to add to price weakness already evident in FY 2015. Weekly and
monthly price swings could vary widely around the annual averages.

» FY 2016 state nonfarm personal income is estimated at $117.38 biliion (current
dollars), an increase of $5.10 billion or 4.5 percent over FY 2015.

¢ FY 2016 state wage and salary disbursements are estimated at $53.94 billion, an
increase of $2.47 billion or 4.8 percent. Total disbursements reflect the combined
effects of net job growth, longer average work weeks, and any gains in wage rates,
bonuses, or level of overtime pay rates.

» FY 2016 state payroll employment is expected to reach a level of 1.218 million
jobs, an increase of approximately 19,800 jobs or 1.7 percent. Private sector job
growth is expected to be 1.9 percent in FY 2016.

FY 2016 Gross General Revenues

Gross general revenues are estimated at $6,512.6 million, an increase over FY
2015 of $193.5 million, or 3.1 percent.

The total fee deducted from general revenue for funding of the State Central
Services Fund and Constitutional Officers Fund for FY2016 is assumed to remain
at 3.2 percent.

In addition to the usual deductions from gross general revenues, such as the
Constitutional Officers Fund, the State Central Services Fund, and refunds of
individual and corporate income taxes, the following trust fund is noted:

o Act 1315 (1999) Educational Excellence Trust Fund. Act 1315 (1999)
established a benchmark of 14.14 percent which is applied against actual sales
and use tax collections of the previous fiscal year. Under this formula, $300.5
million is estimated to be distributed (net) in FY 20186.

FY 2016 Net Available General Revenues

Net available revenues are estimated at $5,206.9 million, an increase of $159.9 million
or 3.2 percent compared to FY 2015.



FY 2016 Selected Special Revenues:

» FY 2016 Educational Adequacy Fund: Act 107 of the Second Extraordinary
Session of 2003 increased the state sales and use tax rate from 5.125% to 6.0%,
effective March 1, 2004. Effective July 1, 2004, a new sales tax on selected
services went into effect in addition to an increase in vending machine decal
fees. Act 94 increased the minimum corporate franchise tax and the tax rate,
effective for calendar years beginning January 1, 2004. Effective with FY 2008, a
portion of the six-cent per gallon dyed diesel tax is also deposited to the
Educational Adequacy Fund to partially offset the revenue loss from exempting
dyed diesel from sales tax.

The additional revenues are deposited as special revenues to the Educational
Adequacy Fund to be used to fulfill the financial obligations of the state to provide
an adequate educational system. Estimate for FY 2016: $477.0 million.

o FY 2016 WorkForce 2000 (Special Corporate Income Taxes). Act 1315
(1999) established a benchmark of 6.78 percent which will be applied against net
corporate income tax collections in the previous fiscal year. Under this formuia,
$26.4 million is estimated to be distributed in FY 2016.

» FY 2016 Soft Drink Excise Tax (Medicaid Program Trust Fund). In FY 2016,
the soft drink excise tax is forecast at $41.2 million, representing a -3.0 percent
decrease compared to FY 2015 collections.

Summary of Economic and Revenue Estimates for FY 2017

FY 2017 U.S. Gross Domestic Product (Real Output). During FY 2017, the United
States economy is expected to produce final goods and services valued at $17,255
billion in inflation-adjusted dollars, an increase of $528.3 billion or 3.2 percent. The
two inflation measures of consumer price index (CPI) and GDP price deflator are
expected fo gradually move up in response to recovery in the overall economy. The
consumer price index {CP!) is expected to increase 1.8 percent and the GDP price
deflator is expected to increase 1.8 percent in FY 2017.

U.S. gross domestic product in current dollars is estimated at $19,535 billion for
FY 2017, an increase of $933.5 billion or 5.0 percent.

Average annual U.S. oil prices are estimated at $97.62 per barrel (domestic crude
price to refiners) in FY 2017. Qil price and domestic energy demand are expected to
recover late in the biennium as global economic growth recovers. Weekly and
monthly price swings could vary widely around the annual averages.
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e FY 2017 state nonfarm personal income will reach $123.860 billion (current
dollars), an increase of $6.576 billion or 5.6 percent over FY 2016. Nonfarm income
is expected to expand moderately in a low-inflation economic environment and
improving national growth.

» FY 2017 state wage and salary disbursements are estimated at $56.740 billion,
an increase of $2.804 billion or 5.2 percent.

e FY 2017 state payroll employment is estimated to grow from a level of 1.218
million jobs in FY 2016 to 1.236 million jobs in FY 2017. This represents an increase
of approximately 18,500 jobs or 1.5 percent. Private sector job growth is expected to
be 1.6 percent in FY 2017.

FY 2017 Gross General Revenues

The forecast for gross general revenues in FY 2017 is $6,817.2 million, an
increase of $304.6 million or 4.7 percent over FY 2016.

The total fee deducted from general revenue for funding of the State Central
Services Fund and Constitutional Officers Fund for FY2017 is assumed to remain
at 3.2 percent.

In addition to the usual deductions from gross general revenues, such as the
Constitutional Officers Fund, the State Central Services Fund, and refunds of
individual and corporate income taxes, the following trust fund is noted:

e Act 1315 (1998) Educational Excellence Trust Fund. Act 1315 (1999)
estabiished a benchmark of 14.14 percent which is applied against actual sales
and use tax collections of the previous fiscal year. Under this formula, an
estimated $314.0 million may be distributed (net) in FY 2017.

FY 2017 Net Available General Revenues

For FY 2017, net available general revenues are estimated at $5,448.5 million, an
increase of $241.6 million or 4.6 percent aover FY 2016.



FY 2017 Selected Special Revenues:

» FY 2017 Educational Adequacy Fund: Act 107 of the Second Extraordinary
Session of 2003 increased the state sales and use tax rate from 5.125% to 6.0%,
effective March 1, 2004, Effective July 1, 2004, a new sales tax on selected
services went into effect in addition to an increase in vending machine decal
fees. Act 94 increased the minimum corporate franchise tax and the tax rate,
effective for calendar years beginning January 1, 2004. Effective with FY 2008, a
portion of the six-cent per gallon dyed diesel tax is also deposited to the
Educational Adequacy Fund to partially offset the revenue loss from exempting
dyed diesel from sales tax.

The additional revenues are deposited as special revenues to the Educational
Adequacy Fund to be used to fulfill the financial obligations of the state to provide
an adequate educational systemn. Estimate for FY 2017: $501.5 million.

« FY 2017 WorkForce 2000 {Special Corporate Income Taxes) Act 1315 (1999)
established a benchmark of 6.78 percent which will be applied against net
corporate income tax collections in the previous fiscal year. Under this formula,
an estimated $26.8 million may be distributed (net) in FY 2017.

o FY 2017 Soft Drink Excise Tax (Medicaid Program Trust Fund). In FY 2017
the forecast is $39.9 million, representing a -3.0 percent decrease compared to FY
2018,

Office of the Director,

Economic Analysis and Tax Research,
Department of Finance and Administration
November 13, 2014
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Millions of Dollars

INDIVIDUAL INCOME

CORPOQRATE INCOME

SALES AND USE

ALCOHOLIC BEVERAGE

TOBACCO

INSURANCE

RACING

GAMES OF SKILL

SEVERANCE

CORPORATE FRANCHISE

REAL ESTATE TRANSFER

MISCELLANEQUS

TOTAL GROSS

LESS8: SCS/COF
INDIVIDUAL REFUNDS
CORP REFUNDS
CLAIMS RESERVE
ECON DEV INCENTIVE
AMENDMENT 82 BOND
WATER/SEWER BONDS
COLL SAVINGS BONDS
MLA CITY/CO TOURIST
EDUC EXCEL TRUST

DESEGREGATION
ECUCATIONAL ADQCY

NET AVAILABLE

LESS: SURPLUS TO ALLOTMENT

RESERVE FUND

NET AVAILABLE DISTRIBUTION

OFFICIAL GENERAL REVENUE FORECAST
2015 - 2017 Biennium

111314 FY 15 1141314  FY 18 111314 FY 17
Estimate Increase % CH Estimate Increase % CH Estimate Increase % CH

3,160.4 492 1.6 3.277.0 116.8 37 3,448.5 1715 52
438.8 -1.6 0.4 4481 7.5 1.7 454.3 8.2 1.8
2,195.1 220 1.0 2,294.4 99.3 4.5 24178 1234 5.4
b3.8B 0.6 1.1 54.6 D.B 1.5 55.4 08 1.5
208.9 -10.3 47 202.1 -6.8 -3.3 185.9 -B.2 -3.1
128.7 10.3 87 108.2 -225 175 111.4 52 4.9
29 0.0 -1.4 28 -0.1 -3.4 27 -0.1 -3.6
43.1 36 92 44 B 17 3.9 471.0 22 4.9
25.0 -0.1 -05 248 -0.4 -1.6 25.3 0.7 2.8
B.0 0.0 0.0 B.0 0.0 0.0 8.0 0.0 0.0

26 0.0 0.3 28 0.0 0.0 25 0.0 0.0
52.0 29 5.9 49.4 -2.8 5.0 4B8.3 -1.1 2.2
6,319.1 76.5 1.2 8,512.6 193.5 31 8,817.2 3046 47
202.2 =37 -1.8 208.4 8.2 31 218.2 a.8 47
5359 28.9 53 588.8 308 8.8 5339.8 330 5.8
83.2 -5.8 8.4 684.4 1.2 1.9 656 1.2 1.9]
10.0 10.0 0.0 10.0 0.0 0.0 10.0 0.0 0.0
234 10.6 83.0 23.4 0.0 0.0 23.4 0.0 0.0
0.0 0.0 0.0 0.0 0.0 0.0 53 5.3 0.0
14.8 0.0 0.0 14.8 0.0 0.0 148 0.0 0.0
24.0 0.1 0.3 24.0 0.0 c.0 240 0.0 0.0
28 0.0 -0.2 1.0 -18 -B4.3 0.0 1.0 -100.0
297.4 6.9 24 300.5 3.1 1.0 314.0 13.5 45
72.1 8.3 9.6 65.8 6.3 8.7 65.8 0.0 0.0
263 0.6 24 266 0.3 1.1 278 1.2 45
5,047.0 24.6 0.5 5,206.9 158.8 3.2 5,448.5 2416 46
5,047.0 103.2 2.1 6,206.9 159.9 3.2 5,448.5 241.6 4.6

Prepared by Economic Analysis and Tax Research, DFA

Net Available Estimate for FY15: 100% of A, Rainy Day Fund, B, B1, and 0.8% of C.
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Millions of Dollars

INDIVIDUAL INCOME TAX
INDIVIDUAL REFUNDS

NET INDIVIDUAL INCOME

CORPORATE INCOME TAX
CORPORATE REFUNDS

NET CORPORATE INCOME
SALES AND USE TAX

NET ECONOMIC TAX REVENUE
OTHER TAX REVENUE

GROSS GENERAL REVENUES

LESS: SCB/COF
INDIVIDUAL REFUNDS
CORPORATE REFUNDS
CLAIMS
ECON DEVEL INCENTIVE FUND
AMENDMENT 82 BOND
WATER/SEWER BONDS
MLA CITY/CO TOURIST
DESEGREGATION SETTLEMENT
EDUGC EXCEL TRUST FUND
COLLEGE SAVINGS BONDS
EDUCATIONAL ADEQUACY

NET AVAILABLE

LESS: SURPLUS TO ALLQT. RESERVE

NET AVAILABLE DISTRIBUTION

ECONOMIC ASSUMPTIONS

U.S. GDP Nominal (Billion 3}

U.8. GDP Rea! (Billions 20005 Chain-Weight)
U.S. GDP Deflator {Chain-Wt, 2005=100)
U.S. CPI Price Index {1884=100)

OIL - Avg. Dom. Crude to Refinery ($ per baret)

AR. Net General Revenue (Million $)

AR. Net GR % of Non-Farm Personat Income
AR. Non-Farm Persanal Income (Miflion $}
AR. Wage & Salary Disbursements (Million 5}
AR. Non-Fam Propristor Income (Million 5)
AR. Per Capita Income {$)

AR. GSP Nominal {Million $}

AR. Employment Total Payroll (Thousands)
AR. Employment Private Sector (Thousands)
AR, Employment Manufacturing (Thousands)
AR. New CarfLight Truck regisirations {Thous.}
AR. Retail Sales (Million %}

ECONDOMIC ASSUMPTIONS AND THE

OFFICIAL GENERAL REVENUE FORECAST

2015 - 2017 Biennium

52
58

5.1

1.8
18

1.8
5.4

5.0
0.3

4.7

47
5.8
1.9
0.0
0.0
0.0
0.0

-100.0
0.0
45
0.0
45
48

45

11/13/114  FY-15 1113114 FY-18 11113114 FY-17
Estimate Increase % CH Estimate Increase % CH Estimate Increase % CH
3,160.4 49,2 16 3,277.0 1166 37 3,448.5 174.5
535.5 269 53 566.8 308 5.8 599.8 33.0
2,024.5 223 0.9 2,710.2 85.7 33 20487 138.5
4386 -1.8 0.4 448.1 7.5 1.7 4543 B.2
63,2 58 8.4 644 12 1.89¢ fis.8 12
375.4 42 1.4 381.7 6.3 1.7 3887 7.0
2,195.1 220 1.0 2,294.4 09.3 4.5 24978 123.4
5,195.0 48.5 0.9 5,366.3 191.3 37 5,655.2 2689
5250 6.9 1.3 40514 -20.9 57| 406 6 15
6,319.1 76.5 1.2 68,5126 1935 31 8,817.2 3048
2022 -3.7 -1.8 208.4 8.2 31 218.2 0.8
535.9 269 53 568.8 30.9 5.8 599.8 33.0
83.2 5.8 -8.4 64.4 1.2 18 656 1.2
10.0 10.0 0.0 10.0 0.0 0.0 10.0 0.0
23.4 906 B30 23.4 0.0 0.0 234 0.0
0.0 0.0 0.0 0.0 0.0 0.0 5.3 53
14.8 0.0 0.0 14.8 0.0 0.0 14.8 0.0
28 0.0 0.2 1.0 1.8  -843 0. -1.0
721 6.3 0.6 85.8 £3 87 65.8 0.0
297.4 6.9 2.4 300.5 31 1.0 314.0 13.5
24.0 0.1 0.3 24.0 0.0 0.0 24.0 0.0
263 08 2.4 266 0.3 1.1 278 1.2
5.047.0 246 osl 52080 159.5 32| 54485 2418
5.047.0 103.2 21| 52089 159.8 3.2 54486 1.6
FY 2015 FY 2016 Fy 2017
17.840.4 759.7 44| 18601.4 761.1 4.3] 10,534.9 8315
16,313.3 4288 27| 1872712 4139 25 17,2554 528.3
109.4 1.8 1.7 111.2 1.8 17 113.2 2.0
238.8 3.8 1.6 2420 3.2 13 2464 44
56,3 -8.2 5.1 94.8 -1.7 1.8 978 3.0
57200 55.4 1.0 58814 161.4 2.8 8,151.8 2704
5.1 -0.2 -3.0 5.0 -0.1 -1.6 5.0 0.0
112,287.6 44657 41 117,2841  5,086.4 45| 1239603 6,576.3
51,4631 2,0924 42 535382 24731 48] 567400 2,803.8
7,950.2 418.6 5.6 8,323.1 arzs 47 98,859.4 336.3
38,335.6 1,286 35 39,7318 1,402 37] 41,803.0 2,086
130,804.7  4,838.1 3.8 12682848 5380.0 41| 142908.2 66236
1,997.9 14.0 1.2 1,217.8 16.9 1.7 1,236.3 18.5
0az 4 13,8 14 1,000.8 18.4 19 1,017.3 16.5
156.5 a5 23 158.5 1.9 1.2 1582 0.7
140.3 1.0 14 1406 0.3 0.2 14049 0.2
40,868.8  1,800.6 48] 427013 1,8124 44| 446065  1,905.3

U.8. Summary: Global Insight, October 2014 Baseling
AR Forecast Global Insight, October 2014 Basaline



November 13, 2014

The Honorable Bill Sample, Co-Chair
The Honorable John Edwards, Co-Chair
Arkansas Legisiative Council

State Capitol Building

Little Rock, AR 72201

Dear Senator Sample and Representative Edwards

In accordance with Arkansas Code Annotated §19-4-201 et seq., | am forwarding on
behalf of Govermnor Mike Beebe his proposed compréhensive state budget of
programs and proposed financing including all estimated receipts and expenditures
of the state government. The law provides that proposed expenditures must not
exceed estimated available revenue, Should the Govemor propose revenue
measures to finance all proposed programs, two budgets must be submitted to the
Legislative Council and the General Assembly, one budget based on revenue
available from existing law and another budget which includes additional
expenditures proposed to be financed from recommended revenue measures.

Govemnor Beebe has elected to submit two budgets to the Legislative Council for
consideration. One budget is based on existing revenue sources and the other
budget is based on delaying tax cuts. Both budgets are devised to end the State’s
dependenceé on one-time funds by the conclusion of the 2015-2017 biennium.
Contrary to desired budget practices we have relied on one-time funds to finance
continuing programs as we recovered from the past recession. One-time funds were
necessary to continue existing fevels of service for Corrections and Medicaid in
recent years. it Is critically important to restore overall fiscal balance prior to fulfiiment

of the State’s matching obligation for the Arkansas Private Option beginning in State
Fiscal Year 2018.

Governor Beebe's recommended revenue measures contemplate a two-year delay in
pending tax cuts for reduction of the sales and use tax on natural gas and electricity
used by manufacturers (Act 1411 of 2013) and reduction in the income tax on capital
gains and an increased standard deduction (Act 1488 of 2013). These delays are
expected to mitigate funding losses of $20.4M in FY2016 and $24.5M in FY2017.
Consequently, there would be a revenue impact in current fiscal year of $16.9M,
This would fully fund the cument Revenue Stabilization Law, which provides
contingency Student Growth funding for Education, and would aliow impiementation
of the 1% FY2015 Cost of Living Adjustment.

c-z

STATE OF ARKANSAS OFFICE OF THE DIRECTOR

) . . . 1509 West Seventh Street, Suite 401
=\ Department of Finance Post Office Box 3278
| _ . » . Liitle Rock, Arkansas 72203-3278
i and Administration Phone: (501) 682-2242

Fax: (501) 682-1029
htwp:/fwww.dfa.arl ROV



Summary Recommendations for Both Budgets

Education

The Educational Adequacy Committee of the Legislative Council finalized its
recommendations on October 27, 2014, The Commitliee’s recommendations
provided for the following formula changes:

» Teacher Salaries increase of $38.90 in FY16 and $38.00 in FY17 per Average
Daity Membership (ADM)

Broadband technology upgrades of $12.20 each year per ADM

Extra Duty Stipends for K-5 Grades of $3.85 each year per ADM

Reduction of Supervisory Aides of ($6.70) each year per ADM

Substitutes of $1.28 in FY2016 and $1.30 in FY2017 per ADM

Maintenance and Operations of $12.58 per ADM in FY2016 only

Central Office of $8.23 per ADM in FY2017 only

2% increase each year for English Language Learners

2% increase each year for Altemative Learning

0.84% increase each year for National School Lunch Act

Govemor Beeba's Recommendation also provides for an additional $17.7M in
ADM growth for FY2016 as a result of the Department’s projected increase in
student popuiation. Projected Uniform Rate of Tax {(URT) growth is expected to
offset this increase for FY2017,

Additionally, the Committee recommended replaclng $16.5M in School Facility
Bonded Debt Assistance that was redirected in the 80™ First Extraordinary
Session for Teacher Health Insurance. These funds are recommended as an
increase in the Educational Facilities Partnership Fund as new general revenues.
The Committee’s final recommendation calls for $65.0M in one-time funds for
outstanding projects to insure that the State’s constitutional “warm, safe and dry”
facility obligations are met. Govetnor Beebe has intluded this recommendation
as part of his proposal for the use of surplus funds, which have been included as
an attachment under both scenarios.
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Corrections

The State has used one-time funds for the past 5 years to address outstanding
obligations for Straight-tme and Holiday pay obligafions of the Department of
Correction. In addition to $11.0M in surplus funds that are recommended fo meet
outstanding obligations, Govemor Beebe has also recommended increases of
$15.9M In FY2016 and $15.1M in FY2017 for ongoing salary commitments, as
weli as known increases for medical costs for state inmates.

County Jail backup reached a pinnacle in February, 2014 at 2,884 inmates. This
rise in population was not contemplated under the previous biennial budget based
on incarcerated population reductions expected as a result of Act 570 of 2011.
While the program was supplemented with surplus funds during the fiscal session,
full funding was not provided, which has resulted in a delay in processing
payments to counties. In addition to $6M in surplus funds, Governor Beebe

recommends an additional $9.5M in ongoing general revenues to address
projected needs.



Human Services

The Division of Children and Family Services requires $10.1Min FY18 and $7.1Min
FY17 for a Title IV-E demonstration project that has been previously supplemented with
Rainy Day Funds. Under this waiver, the State will access flexible funding to support
interventions that are traditionally non-allowable under Title IV-E to decrease the number
of children entering/re-entering foster care; increase permanency for children by reducing
the time in foster placements when possible and promote successful transition to
adulthood for older youth; improve safety and well-being of children; and, ultimately,
increase positive outcomes for infants, chiidren, youth, and families who come into
contact with the child welfare system in Arkansas. Additionally, these funds are being
used to offset changes in federal cost sharing agreements, to increase the number of
protective service staff positions, and to provide substance abuse treatment for clients.
These increases are expected to lead to future program savings.

The Division of Medical Services requires $400M in total new funding for the 2015-2017
biennium for Medicaid through a combination of new general revenues and one-time
surplus funds. These increases are necessary in order to: accommodate the net change
in the Federal Medical Assistance Percentage (FMAP) as a result of increases in per
capita household income from FY20089 to FY2016: to transition from one-time funds to
continuing funding for ongoing obligations; and to fund normally expected inflationary
program grawth for existing levels of service delivery. Funding recommendations are
handled differently in each of the Govemor's proposed budgets.

Information Systems

Due to agency costs for services increasing beyond a sustainable level, a detailed
review was conducted to identify positions and appropriations that could be reduced
or eliminated while providing existing levels of service. As a result, the
recommendation for discantinuation of 44 positions will save the state ($800,000) in
general revenue savings alone annually. These amounts have been reduced from
agency funding recommendations.

Schools for the Deaf and Blind
After an independent review by the Department of Finance and Administration, the
Board of the Schools for the Blind and Deaf determined a need to discontinue the
shared services agreement between the schools. Governor Beebe recommends this
change, which results in a net reaflocation of $700,000 between the schools to aliow
themn to operate independently.

Miscellaneous Agencies

Crime Laboratory requires additional general revenue of $1.1M per year to fund
seventeen (17) existing positions that were previously funded from speciai revenues.
This change is required due to fund balance declines as a result of increased
demand for DNA sampling and declining asset forfeiture revenues. This increase
has been funded through reductions to other agencies with excess general revenues.
The Board of Election Commissioners is a biennially funded agency. Election
expenditures can occur in either or both fiscal years. Therefore, funding for FY2016
is restored to the previously authorized bienniai level of $4.7M.



Summary Recommendations — Without Tax Delays

Human Services

Under this proposal, the Medicaid Program would receive $84M in FY2016 and
$256M in FY2017 in additional general revenues. One-time funds would be
reduced from $140M to $60M for the 2015-2017 biennium.

Merit Adjustment Fund

No FY2018 COLA would be recommended. The Merit Adjustment Fund would
receive $10.3M in FY2017 to fund state empioyee Cost of Living Adjustments of
2% in FY2017. This in addition to the FY2015 1% COLA that was added to the
Base Level for the 2015-2017 biennium.

State Agencies and Institutions of Higher Education

All state egencies and institutions other than those identified as recommended
in both budgets would receive an across the board cut of 1% in FY2016.
FY2017 recommendations for these agencies and institutions would be heid flat.

Summary Recommendations — With Tax Delays

Human Services
Under this proposa}, the Medicaid Program would receive $79M in FY2016 and

$281M in FY2017 in additional general revenues. One-time funds would be
reduced from $140M to $40M for the 2015-2017 biennium.

Merit Adjustment Fund

The Merit Adjustment Fund would receive $5.2M in FY2016 and $10.3M in
FY2017 to fund state employee Cost of Living Adjustments of 1% in FY2016
and an additional 1% in FY2017. These are in addition to the FY2015 1%
COLA that was added to the Base Leve! for the 2015-2017 biennium.

Institutions of Higher Education

The Institutions of Higher Education would receive across the board COLAs of
1.0% in FY2018 and 1.2% in FY2017. Additionatlly, those Institutions under 75%
of need would receive proportionate increases to help address funding

inequality. Total new recommended general revenues are $10.5M in FY2016
and $20.5M in FY2017.

State Agencies

Many general revenue funded state agencies have received recommendations

for 3% rent increases proposed by the Arkansas Building Authority. These
increases would be funded under this scenario.



Revenue Reclassification

Arkansas Code Annotated 26-58-124 (c) (1) and Section 5 of Act 90 of 2014
establish that 5% of the severance tax on natural gas, less $675,000 to general
revenues, goes to fund the Arkansas Highway and Transportation Department —
Roads and Bridges Miscellaneous Agencies Fund appropriation. Due to the special
language requirements for this appropriation, these funds would be more properly
classified as special revenues. Both budgets recommend this change, and remove
general revenue appropriation and funding for this program resulting in no net
increase. A change in both appropriation and statutory law would be required
during the Regular Session.

Attached to this letter you will find reports that detail these recommendations by
agency and institution. As previously stated, there is also attached a

recommendation for the use of one-time sumlus funds under each proposed
budget.

Arkansas Code Annotated §19-4-201 et seq. and the rules adopted by the
Legislative Council Joint Budget Committee allow the Governor-elect to review the
budget requests and estimates of resources and make his own recommendations
prior to convening of the 90" General Assembly.

Si%&w'

ichard A. Weiss
Director
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Attachment(s)
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11,1314

90th Session Account of the GIF
2015-2017 Biennium
Without Tax Delay

Estimated Available Funds:

Unobligatad Balance from the 89th Sesslon Account {with interest projection)
FY14 Genaral Revenue Surplus

FY415 Forecast General Revenue Surplus

Reccuped General Revenue Balances from Fri4

Estimated Recouped Generat Revenug Balances from FY18

Estimated Recouped General Ravenue Balances from FY18

Dld Projects Recoupment {Inciudes one-time ADC set-aside recapture for bond refinance)
Qutlawed Warranits
Interest Estimats for FY16 & FY17

Total Estimated Funds for 2015-2017 Biennium

Less 90th Session Supplemental Requests

Dept. of Cormection - Holiday Pay

Dept of Comrection - County Jall Reimbursements

Total 80th Seaston Supplemental Requests

Less Mandatory/Debt Obligations & Rainy Day Set-Aside;
Dapt. of Correclion - Lease Payments

Dept of Human Services - Medical Services - Medicaid Biennial Funding Shortfall
Dept of Education - Educatiohal Facillties Blennial Funding Shortfall
Total Mandatory/Debt Payments

Available Funds - 90th Session Projects Account

Less Recommended Exécutive/Legisiative Shared Projact Funding
AR Economic Development Comm. - Quick Action Clesing Fund

Total Recommended Executive/Legisiative Shared Project Funding

Executlve Division Projects:
50% of Avaltable Funds until Legislative Digtribution Cap Is reached

Total Executive Projects

Legislative Diviaion Projects:
50% up to $10.8 million

Total Legisiative Projects

Ending Belance - 90th Session Projects Account

10

$101,215,325
578,665,578
0
§7.519,007
$5.000,000
$5,000,000
$4,500.000
0

$14,000,000 |

$215,900,000

$11,000,000
$6,000,000

$17,000,000

$13,000,000
$60,000,000
$65,000,000

$138,000,000

$60,900,000

350,000,000

$50,000,000

$6,450,000

$5,450,000

$5,450,000

$5,450,000

$0
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11.13.14

90th Session Account of the GIF
2015-2017 Biennium
With Tax Delay

Estimated Available Funds:

Unobligated Balance from tha 89th Sesslon Account {with interast projection)
FY14 General Revenue Surplus

FY15 Forecast Genaral Revanus Burplus

Recouped Geneml Revenus Balances from FY14

Estimatad Recouped Genera! Revenue Balances from FY15

Estimated Recouped General Revenue Balances from FY16

0id Projects Recoupment {includes ong-time ADC set-aside recapture for bond refinance}
Outlawed Warrants

Interest Eptimate for FY18 & FY17

Total Estimated Funds for 2015-2017 Biennium

Less 90th Seasion Supplemental Requests

Dept of Comection - Hollday Pay

Dept of Correction - County Jall Reimburssments

Total 90th Session Supplementel Requests

Less Mandetory/Deht Obligationes & Rainy Day Set-Aside:
Dept of Cormrection - Lease Payments

Dept of Human Servides - Medical Services - Medicaid Bienntal Funding Shortfall
Dept. of Education - Educational Faciliies Blennial Funding Shontfall
Total Mandatory/Debt Payments

Availeble Funds - 90th Session Projects Account

Less Recommended Executive/Legislative Shared Project Funding
AR Economic Development Comm. - Quick Action Closing Fund

Total Recommended Executive/Legislative Shared Project Funding

Executive Division Projects:
50% of Avallable Funds untll Legislative Distribution Cap is resched

Total Executive Projecta

Legislative Division Projects:
50% up to $30.9 milllon

Total Legislative Projects

Ending Balance - 80th Sesslon Projects Account

15

$101,215,325
$78,665,578
LY
$7,519,007
$5,000,000
$5,000,000
$4.500,000
30

| $14,000,000 ‘

$215,900,000
$11,000,000
$6,000,000
$17,000,000
$13,000,000
$40,000,000
$65,000,000
$118,000,000

$80,900,000

$50,000,000

' $50,000,000

§15,450,000

$15,450,000

$15,450,000

$15,450,000
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