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Over the Last Decade, the State Budget Has Doubled

FY2015

$32,841,987,400

FY2025

$66,295,087,300

28.4% %16,183,456,600
$9,335,464,200

$5,549,968,600
60.9%

$19,996,531,400

10.7% $44,561,662,100

$3,509,991,800
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OBBA Tries to Slow That Growth

Federal Budget History
The federal deficit today is nearly $2 trillion every year. Spending on entitlement and welfare programs has fueled much of that M A J 0 R P ROG R A M C H A N G E S

growth. Today, the federal government spends nearly $800B a year on Medicaid and SNAP - up from $450B before the
pandemic.

@ Federal Deficit [) Federal Medicaid Spending [ Federal SNAP Spending FOOD ASSISTANCE

38008 « Tighter rules on benefit time-limits
and work requirement

« State cost-sharing if error rates
are high (>6%)

« Admin cost sharing shift (50% ->
25%)

MEDICAID

 New work requirements for adults

« Stronger regulation of non-citizen
enrollment

« Semi-annual eligibility
redetermination

« New limits on states’ ability to

S0.51 . . .
S0R fund-raise with provider
Source: AHCCCS Assessment Models, Joint Legislative Budget Committee - "Surplus Directed Match" are federal payments associated with assessment revenue
deposited in the HCIF and used for directed provider payments. assessmen tS
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Arizona Faces a SNAP Cost-Sharing Penalty at Current
Error Rates

Arizona SNAP Payments & Error Rates

Since the pandemic, SNAP benefits payments have increased by 40%, and the state has averaged a Payment Error Rate of 11%.
If the state maintains this performance over the next two fiscal years, it will owe a cost-sharing penalty of approximately $200M
to the USDA.

B Arizona Payment Error Rate (%) @ National Payment Error Rate (%) [ Arizona SNAP Benefit Payments (S) [ Implied OBBBA Penalty

32,000M
31,500M

51,000M

FY 2011 Fy 20712 FY 20713 Fy 2014 Y 20715 Y 2076 FY 2017 Y 20718 FY 20719 Y 2020 Y 2021 Y 2022 FY 2023 Fy 2074 Y 2025

Source: US Department of Agriculture, AZ Department of Economic Security * Notably, had the provisions of OBBBA been in place, the state would have owed a
penalty in three of the ten years prior to the pandemic.
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Other Medicaid Changes Will Result in Small Savings For
the State

Figure 1
Estimated Impact of H.R. 1 on Additional Hospital Payments

from Health Care Investment Fund
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States Do Not Generally Adopt All Federal Income Tax Rules
through Conformity

State Conformity to the Internal Revenue Code

Individual and Corporate Income Tax Conformity Status

BRolling M Static - Current Static - Lagged [Selective [INo Income Tax

Note: Static conformity is considered "current” if presently aligned to 12/31/2024 or 1/1/2025. For states with CITs but not PITs, CIT conformity is
indicated. Massachusetts has rolling confermity for its corporate income tax but lagged static conformity for its individual income tax. Mississippi
and New Jersey have selective conformity but incorporate many corporate tax provisions on a rolling basis.

Source: State statutes; Tax Foundation research.

Download image * Get the data mTAX FOUNDATION
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Most states - including Arizona — use
either “rolling” or “static” conformity
to basic IRC definitions & rules

Most importantly: the definition of
“income” in Arizona matches the
Federal definition

We match those definitions on a
specific date — meaning we must
change that date annually (the
“conformity bill”)

Most headline provisions In
OBBBA are not definitional
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Arizona’s Conformity Exposure is Mostly on the
Business Side

Tax Foundation Guide to OBBBA State Tax Conformity =~ - hip/Aaxtoundation.org/stateimpact

See reverse for additional info

Conformity Personal Deductions Business Expensing Provisions Other Provisions
State PIT CIT Tips OT Auto Senior Prop. Char. §168(k) §168(n) §174 §179 Int'l Other

Alabama Roll Roll o W v 188% W
Alaska n.a. Roll W W
Arizona S5t-C St-C v

Arkansas Sel Sel

California St-L St-L

 Assuming Arizona fully conforms to the business expensing
changes, a conservative estimate of the fiscal impact: ~$150M

« Full SALT deduction conformity would add ~$80M/year,
according to JLBC
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Context: Even after the Flat Tax, the State is $500M
Above its Long-Run Income Tax Trend

Income Tax Trends Before & After 2017
State conformity to the Tax Cuts & Jobs Act dramatically accelerated income tax revenue growth; the recent income tax cuts
have returned collections their long-run trend.

@ Pre-TCJA Trend [ Post-TCJA Trend [ Gross Income Tax Collections

9,000M
8,000M
7,000M
6,000M
5,000M
4,000M
3,000M
2,000M
1,000M

oM

Source: JLBC Tax Handbook * FY 2024 revenue projections are from the October FAC forecast.
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Declining School-Aged Population & Enrollment Changes
Are Driving Arizona’s K-12 Budget

Arizona Total & School-Aged Population Since 2010

While school-aged population has historically followed total populations trend, due to demographic change this cohort has
begun shrinking since 2020 (even as total population has continued increasing).

B School-Aged Population [ Pre-2022 Trend [ Total Population
8,000,000 1,225,000

7,800,000 1,220,000

7,600,000 1,215,000

7,400,000 1,210,000

1,205,000
7,200,000

1,200,000
7,000,000

1,195,000
6,800,000

1,190,000

6,600,000 1,185,000

6,400,000 1,180,000

6,200,000 1,175,000

£,000,000 1,170,000

a0n 2011 Mz 3 2014 2005 MG 207 I00E a1n 2020 pairg] 2022 2023

Source: American Community Survey - While CS1 continues to regard the ACS-reported 5-17 year old population since 2022 as implausibly low, there are now two
years worth of data supporting the trend.
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The Result of Both is Rapid Change in What K-12 Enroliment
Looks Like in Arizona

District and Non-district School Enroliment Since FY 2014
District enrollment has decreased 8% since FY 2014, while Non-district enrollment including
charter, private, and homeschool enrollment, has increased 50% over the same period.

B Non-district Enrollment [ District Enroliment
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Source: AZ Dept. of Ed. Enroliment Report, U.S. Census Bureau
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These Shifts Have Both Costs & Savings Implications for
the Budget

Public School Enroliment Trends Since 2020

Demographic and preference shifts continue to depress public school enroliment in Arizona relative to pre-pandemic
projections. Today, enrollment is almost 90,000 students below the states last pre-pandemic forecast - creating an annual
savings of $760 million.

@ Actual Public K12 Enrollment [ JLBC 2020 Projections [ Statewide Funding Savings vs. Forecast
$800M 1,160,000

$700M 1,150,000

1,140,000
S600M
1,130,000

S500M 1.120,000

S400M 1,110,000

S300M 1,100,000

1,090,000
$200M
1,080,000

S100M 1,070,000

SOM 1,060,000
2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 Est.

Source: JLBC K-12 Funding Report, JLBC FY2021 Baseline Book, JLBC FY2026 Appropriations Report «+ CSl imputes an FY24 and after Enrollment forecast given
three-year projections in the FY21 Baseline book. Funding savings assume current per-pupil funding levels at projected enrollment levels.
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Very Early Look: CSI Anticipates A Supplemental Will be
Needed for ADE’s K-12 Formula Costs this Year

State FY26 K-12 Education Budget vs. Actual Need

Based on its review of the most current enrollment data available from ADE, CSl estimates that
their may be a supplemental need at ADE of at least $35.2 million this year.

FY 2026 Budgeted Amount CSl Expected Actual Cost Over appropriation/(Under appropriation)
ESA $1,001,720,000 $1,036,871,485 $35,151,485
District $7,197,151,500 $7,136,726,890 (560,424,610)
Charter $2,113,838,900 $2,174,353,724 560,514,824
Total Costs $10,312,710,400 $10,347,952,098 $35,241,698

Source: JLBC, Arizona Dept. of Education
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OTHER BUDGET ISSUES TO WATCH

Total General Fund Revenues and Spending w/ Cash Balances, FY15 - FY26 Exec
Today, the General Fund budget is 44% ($5B) larger than it was five years ago. Like the federal budget, some long-term thought
must be given to the sustainability of these growth rates.

@ Total Spending (@ Total Revenues [ Ending Cash Balance (FY26 Baseline est.) [ FY26 Exec est.

$5,000M $20,000M

54,500M $18,000M

$4,000M = $16,000M
$3,500M ,‘ $14,000M

$3,000M $12,000M
$2,500M - / $10,000M
$2,000M $8,000M
$1,500M $6,000M
$1,000M 54,000M
$500M $2,000M

S0M S0M
FYZ24 FY25 est F¥26 est

« Developmental Disabilities Program Growth

« Prop 123 & the $300M General Fund Shift

 Agency Budget Requests to Comply with Federal
Requirements
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