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Key Points

 General Fund revenues are growing rapidly

 The outcome of referenda, litigation and federal 
policy decisions will affect available resources

 Numerous scenarios possible, but we project an 
available ongoing balance of $700 M and one-time 
balance of $1.7 B in ’23
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October FAC: “Maximum Commitment” Scenario 
- Not a Prediction of Litigation/Referenda Results

 Proposition 208 is upheld in litigation

 Set aside $918 M of General Fund income tax revenues 
to transfer to the Prop 208 fund or for taxpayer refunds 

 The enacted income tax reductions, including the 
triggers, go into effect

 The federal government does not extend the enhanced 
Medicaid match rate past March 2022



Forecasting State Revenues
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4-Sector Forecast: Modest Growth after ’22

4-Sector Components 

 Finance Advisory Committee

 UA model – base 

 UA model – more cautious

 JLBC Staff

Represents Base Growth

 Prior to Enacted Tax 
Reductions

Income Tax Deferral 

 ’22% adjusted to remove 7/20 
income tax deferral 
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See Appendix A
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Summary of Forecasted Growth Rates
- Follows 18% Deferral-Adjusted Growth in ’21 

’22 YTD ’22 full year ’23

TPT 15.6% 9.1% 3.5%

IIT w/out Deferral 18.1 9.6 4.9

CIT 23.5 8.8 3.5

IPT 29.7 6.5 2.6

Other 104.3 21.2 (7.4)

Total 19.3% 9.8% 3.5%

 YTD Revenues are $639 M above enacted forecast
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Why Are Revenues Growing by 18% to 19%?

 AZ Personal Income grew by 8%+ in the last year

 Pandemic-accumulated savings are being spent 
over time

 Corporate profitability has been very strong

 % growth being measured from a “low” pandemic 
base
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Major TPT Categories Exceed Pre-Pandemic Level

Sales Tax (TPT) % Change
FY 22 Q1 over FY 20 Q1

Retail/Remote Sales 38%

Contracting 15

Restaurant/Bar 19

Lodging 11

Amusements 7
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Individual Income Tax Rate Changes
- Current 4 Brackets Range from 2.59% to 4.5%

 Chapter 412 reduced 4 brackets to 2

 TY 23 & TY 24 contingent upon exceeding enacted 
budget trigger levels

 October revenue forecast exceeds trigger levels, but 
formal determination made in September ’22 and ’23

Percent Income Tax Rates
<$27k/$55k >$27k/$55k

TY 22/FY 23 2.55 2.98
TY 23/FY 24 2.53 2.75
TY 24/FY 25 2.50
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Other Individual Income Tax Changes 

 4.5% maximum income tax rate, starting in TY ’21

- Otherwise would be 8.0%, including Prop 208

- Prop 208 receives 3.5%, General Fund 1%

 Alternative tax rate for certain income

- Dividend/Interest/Business Income

- Starts at 3.5% in TY ’21 and declines to 2.5% in TY ’25

- Not subject to Prop 208

10
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October FAC Projected Tax Reductions
- Base Growth Increases Level of Tax Reduction

11

($ in M)
’22 ’23 ’24 ’25

Income Tax Reduction Rate

- Reduce to 2.55%/2.98% rate (1,183) (1,246) (1,309)

- Reduce to 2.53%/2.75% rate (282) (297)

- Reduce to single 2.5% rate (365)

Total Rate Reduction (1,183) (1,528) (1,971)

4.5% Maximum IIT Rate (918) (545) (507) (457)

Alternative Tax Rate (SB 1783) 229 192 182 191

Other Enacted Reductions (48) (38) (41) (44)

Total Reductions (737) (1,574) (1,894) (2,281)
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IIT Referenda and Litigation Status

 Ballot props would refer rate reductions to voters –
signatures currently being checked
‐ Results in up to $2 B in tax cuts being on hold 

pending November ’22 election results

 AZ Supreme Court ruled that Prop 208 surcharge 
invalid if K-12 Aggregate Expenditure Limit exceeded
‐ Trial court to make determination
‐ If declared invalid, General Fund no longer pays cost 

to hold taxpayers to 4.5% maximum rate
‐ Saves $700 M in ’22, declining to $275 M by ’25
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Prop 208 Proceeds Currently in the General Fund

 3.5% surcharge was effective as of January 2021

 If individuals increased their withholding/payments, 
those dollars are in the General Fund balance 

 We do not think that Prop 208 share can be identified 
until taxpayers file returns in spring 2022

‐ If 208 valid, $ would move to Prop 208 fund

‐ If 208 invalid, $ would be refunded

 We suggest setting aside $918 M of General Fund 
balance for either purpose. 
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Corporate Income Tax – Up 65% in ’21
- Reflects Substantial increase in Profitability 
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JLBC’s Updated Gaming Revenue Forecast
- February Fiscal Note estimated GF collections of $34 M by ’24

$ in M
’22 ’23 ’24

Lottery Keno/Mobile Draw 0 17 18

Event Wagering 25 18 19

Fantasy Sports Betting 1 1 1
Total 26 36 38

 Higher ’22 event wagering revenue due to licensing fees

 Enacted budget assumed $200 M in ’23 and $300 M in ’24
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Urban Revenue Sharing Distribution Increases
- Based on 15% of Income Taxes 2 Year Prior; Goes to 18% in ’24
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Spending Adjustments
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 Baseline reflects changes to active statutory/other 
funding formulas - no discretionary additions

 Assumes $865 M in K-12 “rollover” at end of ’23

 Assumes spending classified as one-time in ’22 
budget does not continue
- Approximately $180 M appears ongoing in nature

1818

Baseline Spending Projections



JLBC 19

Baseline Spending Projected To Increase by $277 M

Total Spending Changes $277 M

Total Spending $12,821 M

% Change 2.2%

’23 Ongoing Spending Changes

$ in M

Medicaid Formula 129

ADE – K-12 Formula 317

Pension Contribution Savings (110)

Fire Mitigation Initiatives 35

Other 35 .

Total 406

’23 One-Time Spending Additions/Deletions

$ in M

Loss of Medicaid Match Savings 400

Universities (46)

Community Colleges (30)

SFB – Building Renewal Grants (91)

SFB – Fewer New Buildings (80)

Other Agency Spending (190)

Capital Projects (92)

Total (129)
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Federal Medicaid Match Generates State Savings
- Been in Place Since January 2020

 Feds have increased their share of costs while 
federal health emergency is in place

 Enacted budget assumed higher match would end 
in 12/21; feds have just extended to 3/22

 FAC forecast includes this new $133 M of savings

 Feds may extend again past 3/22 – generates 
$133 M of savings every quarter



Projected Ending Balances
Excludes $970 M in Budget Stabilization Fund 

More Information in Appendix C
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’21 Ending Balance Higher Than Projected

 The enacted budget projected a ’21 ending 
balance of $442 M

 The preliminary actual estimate is $894 M due to 
unexpected 18% ’21 revenue growth

 The preliminary results are $452 M above the 
enacted forecast

 These additional revenues roll into ’22
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Revenue Cash Balance Expenditures

Rev Rev Rev RevExp Exp Exp Exp

’23 ’24 ’25

23

FAC Balances: $700 M Ongoing & $1.7 B One-Time
- $1.7 B ’22 Balance After $918 M Set Aside for Prop 208 Reserve

’22

23

Cash 
Balance $1.70 B $2.49 B $710 M $755 M

15.16 15.31
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Appendix A: Revenue Forecasts with Deferral
2022 2023 2024 2025

Sales Tax
JLBC Forecast 10.8% 3.5% 4.0% 4.0%
UA – Low 7.4% 1.2% 4.4% 4.8%
UA – Base 9.7% 3.0% 5.4% 5.1%
FAC 8.5% 6.1% 5.8% 5.3%

Average: 9.1% 3.5% 4.9% 4.8%

Individual Income Tax with Deferral
JLBC Forecast 2.1% 3.6% 4.2% 4.3%
UA – Low -1.2% 4.7% 5.0% 4.9%
UA – Base 0.1% 5.3% 5.4% 5.2%
FAC 0.4% 6.0% 6.6% 5.8%

Average: 0.4% 4.9% 5.3% 5.1%

Corporate Income Tax 
JLBC Forecast 10.0% 2.5% 4.0% 4.4%
UA – Low 10.0% 3.3% 4.2% 5.1%
UA – Base 11.4% 4.6% 5.1% 6.4%
FAC 3.9% 3.5% 5.1% 5.1%

Average: 8.8% 3.5% 4.6% 5.3%

Insurance Premium Tax 
JLBC Forecast 7.0% 1.5% 3.3% 3.4%
UA – Low 6.3% 1.6% 0.9% 3.2%
UA – Base 7.1% 3.0% 1.4% 3.4%
FAC 5.6% 4.5% 3.5% 3.8%

Average: 6.5% 2.6% 2.3% 3.5%

JLBC Weighted Average 6.6% 3.4% 4.1% 4.1%
UA Low Weighted Average 3.6% 2.9% 4.5% 4.8%
UA Base Weighted Average 5.3% 4.1% 5.2% 5.2%
FAC Consensus Weighted Average 4.4% 5.8% 6.0% 5.4%

“Big-4” Weighted Average 5.0% 4.1% 4.9% 4.9%
Consensus Weighted Average* 5.7% 3.5% 4.9% 4.8%

*     Represents ongoing revenue adjusted for small revenue categories. 

*
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Appendix B: Revenue ’21 - ’23 with Deferral 
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Appendix B: Revenue ’24 - ’25
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Appendix C: General Fund Balance Sheet
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