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The Outlook: Production and Development

What is the Outlook?

In 2006, Florida voters adopted a constitutional amendment that requires the develo@ment of
Long-Range Financial Outlook, setting out recommended fiscal strategies for the state and its
depatments in order to assist thedislature in making budget decisions. The Legislative
Budget Commission is required to issue the Outlook by Septemtieofléach year. The 261
Outlook is theenthdocument developed in accordance with the provisions of Article I,
Section 19(c)(1) of the Florida Constitution.

Ultimately, the Outlook is a tool that provides an opportunity to both avoid future budget

problems and maintain financial stability between state fiscal yBaesOutlook accomplishes

this byprovidingalongesr ange pi ct ur e o f nthdtiategmtesptojediasof i s c al
the major programs driving Floridabés annual b
this regard, théudgetprojections primarily reflect currg-law spending requiremenfbhe

Outlook does not purport to preditie overall funding levels of future state budgets or the final

amount of funds to be allocated to the respective budget areas. This is because very few
assumptions are made regarding future legislative policy decisiisaretionary spending,

making his document simply a reasonable baseline.

Estimated revenues and tax provisions are generally treated in the same way; hosestem a
was addedbor the first time in 2015hat shows the effects of continuing to make revenue
adjustmentsimilar in £ope to thoséhat have been made over the past three years.

The Outlookalso includes economic, demographic, and debt analyses to provide a framework
for the financial projections and covers the upcoming three fiscal years: in this versiori8201
2018-19, and 209-20. It does this by using anticipated revenues and expenditures in the current
year (208-17) as thebaseline Within each table, all funds remaining after the budget drivers

and other key issues are fully funded for each year are caoriwdrfl into the following fiscal
year.In contrast, negative ending balances are assumed to be resolved within the fiscal year in
which they occur, as constitutionally required.

Who produced it?

The Outlook was developgaintly by the Senate Committe@ éppropriations the House
Appropriations Committee, and the Legislative Office of Economic and Demographic Research.
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How was the Outlook developed?

1 All major programs that have historically driven significant increases igtliet e 6s b u d g
like Medicaid and the Florida Education Finance Program, as well as constitutional
requirements such as Class Size Reduction, were reviewed and individually analyzed.

1 Forecasts of future workload increases were developed for each of the major cost drivers
using a variety of methods including projections from Consensus Estimating Conferences
and historical funding averages. An additional round of Summer Estimating Conferences
was established specifically to facilitate the availability otaydate information.

1 Costs were applied to the projected workload requirements based on recent legislative
budget decisions.

1 Exceptional funding needsthefiscal impact of special issues outside of normal
workload and caseload requireménisereidentified and addressed wheecessary for
state operations.

9 Official forecasts of available revenues were used with one exceféparate tabke
and narrative discussionadtify the impact ohistorical revenue adjustmeraffecting
the General Revenue Fu(tdx andfeechangesand trust fundransfers), assuming they
are undertaken in the future at the same pace.

1 The various cost requirements were then aggregated by major fund type and compared to
the finalrevenue estimates for those funds.

How is the Outlook structured?

1 The Outlook contains budget drivers that are grouped by policy areas that roughly
correspond to thappropriations il format required by thé&lorida Constitution. Also
included are separate sections for Potential ConstitltissuesSignificant Riskgo the
ForecastRevenue Projection§,| or i dadéds Economic Outl ook, F
Projections, Debt Analysi&Key RevenueAdjustments to the General Revenue Flard]
comparisos of costs versus revenues

1 The descriptions for the various buddet/ers contain projections for the applicable
major statesupported programs, an identification of the assumptions behind the
projections, and a description of any significant policy issues associated with the
projections.

1 Emphasis is placed on recurringdgetprograms, those programs that the state is
expected or required to continue from year to year.

1 Estimdes for several ongoing progratmstorically funded with nonrecurring funds are
also included in the Outlook. Even though funded with nonrecurring funds, these
programs are viewed as annual Amust fundso
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identified as major cost driverSimilarly, several of thadentifiedrevenue adjustments
assume that past levels of nonrecurring revenue adjustmensnieniax holidays and
trust fund transfers) continue each year.

1 Revenue projections specifically cover the General Revenue Fund, the Educational
Enhancement Trust Funtdttery andSlot Machineproceeds devoted to education), the
State School Trust Fupdndthe Tobacco Settlement Trust Fund. Other trust funds have
been estimated and discussed in the areas where they are relevant to the expenditure
forecast.

1 All revenue projectionseparately identifyecurring and nonrecurring amounts.

1 The tables used to project fund balances (General Revenue, Educational Enhancement,
State School, and Tobacco Settlement) include estimates for both anticipatagere
collections and expenditures. They summarize the information coniaiaed discussed
throughouthe document.

f Budget drivers have been categorized as ei
based on estimating conferencarsd other essential needsi Ot her Hi gh Pri or
Needso ( hi st or iGritcdl Negds tan bedheudht of asthe absdlute
minimum the state must do absent significant law or structural changes, and Other High
Priority Needs in combinationiti the Critical Needs form a highly conservative
continuation budgeiThe budget drivers do not includeyeassumptions regarding
funding fornew programs,>@ansion of current progranms new funding levels for
communitybased initiatives.

1 Any futurerevenue adjustmentkat differ from the current forecasts adopted by the
Revenue Estimating Conferenweuld require law changes or specific recognition in the
appropriationsrelated budget documents.

1 For the purposes of this Outlook, prior expenditdresy depleted trust funds have been
redirected to the General Revenue Fund when the underlying activities are ongoing in
nature.

1 The Fiscal 8ategiessectiondemonstratethe impact oflifferentpolicy responses to
identified problems and issuéheunique assumptions used for these scenarios are not
built into theremainderof the Outlook.

What have previous Outlooks shown?

Each of the Outlooks provided the first look at the likely scenario facing the Legislature in its
preparation of the budget ftire following fiscal year. Because the initial projections are updated
and refined through subsequent estimating conferences, the final projections used by the
Legislature have diéred from the initial results. Each succeeding Outlook is also affectia by
decisions made in th@eceding Session(s).
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Starting with the first constitutionally requir€ltlook adopted in September 2007, the results at

the time of adoptiomvereas follows:

Outlook | For the Period Beginning | (g viions) | (s willions) | (5 Millions) | Reserves
2007 Fiscal Year 2008-09 (2,334.5) (2,860.7) (3,066.0) 0.0
2008 Fiscal Year 2009-10 (3,306.3) (2,482.5) (1,816.8) 0.0
2009 Fiscal Year 2010-11 (2,654.4) (5,473.2) (5,228.6) 0.0
2010 Fiscal Year 2011-12 (2,510.7) (2,846.3) (1,930.3) 0.0
2011 Fiscal Year 2012-13 273.8 692.1 840.6 1,000.0
2012 Fiscal Year 2013-14 71.3 53.5 594.0 1,000.0
2013 Fiscal Year 2014-15 845.7 1,426.7 3,295.3 1,000.0
2014 Fiscal Year 2015-16 336.2 1,004.5 2,156.1 1,000.0
2015 Fiscal Year 2016-17 635.4 583.7 222.2 1,000.0
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Summary and Findings

A.

Key Aspects of the Revenue Estimates

1 Following theJanuary2016 General Revenue Estimating Conference, underlying
collectionswere virtually on forecasending the 208-16 fiscal year with aain of $0.6
million, or about 02 percentoverthe estimate for the yedadowever, this outcome mask
differences between revenue sources that simerof the major sources significantly
above and two others significantly below theispective estimates.

1 The Revenue Estimating Conference met on Auifois2016, to revise the General
Revenue forecasGiven the slightly weaker National and Florida Economic Forecasts
adopted in Julythe Conference made downward adjustments to SadeBa@cumentary

Stamp Taxes that eclipsed the remaining positive adjustments. Anticipated revenues were
revised down by $131.9 million inideal Year201617 and by $135.1 million inigcal
Year201718, for a tweyear total of $267.0 million.

1 TherevisedriscalYear2016-17e st i mat e exceeds the prior
slightly more than $1.0 billion (3 percent).The revised forecast foligeal Y ear2017-18

has projected growth of $3& billion (4.6 percent) over the revisedsgal Y ear2016-17

estimate. The growth rates fois€al Y eais 2018-19 and 208-20 wereslightly increased

from 3.7 to 4.1percent and from 3.to 4.0percentrespectivelywith the resulting dollar

levels staying similar to the prior forecast

Post-Session August Difference  Incremental
Fiscal Year Forecast Forecast (Aug - PS) Growth Growth
2005-06 27,074.8 8.4%
2006-07 26,404.1 -2.5%
2007-08 24,112.1 -8.7%
2008-09 21,025.6 -12.8%
2009-10 21,523.1 2.4%
2010-11 22,551.6 4.8%
2011-12 23,618.8 4.7%
2012-13 25,314.6 7.2%
2013-14 26,198.0 3.5%
2014-15 27,681.1 5.7%
2015-16 28,274.8 28,325.4 50.6 644.3 2.3%
2016-17 29,464.7 29,332.8 (131.9) 1,007.4 3.6%
2017-18 30,822.0 30,686.9 (135.1) 1,354.1 4.6%
2018-19 31,974.0 31,948.2 (25.8) 1,261.3 4.1%
2019-20 33,150.2 33,223.9 73.7 1,275.7 4.0%
2020-21 34,390.7 34,395.1 4.4 1,171.2 3.5%
2021-22 n/a 35,614.9 n/a 1,219.8 3.5%
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1 Thechanges tohe General Revenue estimate also affecttimstitutionally required
transfes to the Budget Stabilization FufBSF). Based on the August 261orecast,
transfes of $31.9million in Fiscal Year 201718, $0.3million in Fiscal Year 20189,
and $67.1million in Fiscal Year 201220 will be required.

1 Themost recenbfficial Financial Outlook Statement for the General Revenue Fund
was adoptedugustl5, 2016, by the Revenue Estimating ConfereriCleis document
embeds changes that have altered theboline from what the Legislature knew at the
time it adoptedthe General Appropriations Act for Fiscal Year 2a16(see PosBession
Outlook Statement dated June 23, 2Ga6reference).

o TheFunds Available foFiscal Year2015-16 have beelincreasedo account for
the additionatevenue collections.

o TheFunds Available foFiscal Year2016-17 through 201220 have been
adjustedo account for the results of the revenue estimating conferences that were
held during the Summer Conference Season

o0 TheFunds Available for Fiscal Years 2016 through 20120 have been
adjusted toncludethe payments associated with the settlement reached in In re:
Oil Spill by the Oil Rig "Deepwater Horizon" in the Gulf of Mexico, MDL No.
2179 (April 20, 2010). This settlement provides a total payment to the State of
Florida of $2.0 billion over the peril Hscal Y ear201617 through iscalYear
203233. The first payment of $400 million was received on July 1, 2016. Annual
payments of $106.7 million begin inséalY ear201819. Hereatfter, the
settlement is referred to as the BP Settlement Agreement.

o TheEffective Appropriations for Fiscal Year 2016 have beemdjusted to
include the $26.2 million budget amendm
emergencyesponséo theZika virus.

1 The 207-18 starting point for thé.ong-Range Financial Outlook reflecaslditional
adjustmert for issues identifiedince the release of the official Financial Outlook
Statement for the General Revenue Finuahds totaling $1.0 million have been set aside
to address projected curreygar operating deficits identified by esating conferences,
including:

o $0.8 million to offset grojecteddeficit in the Kidcare program; and

o $0.2 million to offset a projected revenue shortfall in the State Courts Revenue
Trust Fund relating to the reduced forecast for Article V fees.

1 For Fiscal Year 20+18, the estimated revenues are sufficient to meet all Critical and
Other High Priority Needs identified in the Outlook. However, thersigraficant

projected shortfalls in bbtFiscal Year 20189 and 20120. The LongRange Finanail
Outlook assumes that nonrecurring solutions are used to address the shortfalls, meaning
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that the beginning balances for the subsequent years are zero; that is, the solutions have
no impact on future years.

1 The revenue sources for the Educational Endarent Trust Fund will havaodest
long-term growth and mixed results in the néanm.Because of &rgeonetime balance
forward of unspent funds from Fiscal Year BT/ into Fiscal Year 207-18 ($276.0
million), thetrustfund will havemore funds aviiable for expenditure in Fiscal Year
2017-18 than in Fiscal Year 2018 or Fiscal Year 20120.

1 Similarly, the State School Trust Fumdll have modstlong-term growth with
mixed results in the nederm Because of a large otiene balance forward afnspent
funds from Fiscal Year 2@17 into Fiscal Yea2017-18 ($46.6million), thetrustfund
will have more funds available for expenditure in Fiscal Yeai72@8lthan in Fiscal
Years 208-19 and 201220.

1 The Tobacco Settlement Trust Fund will héittéee long-term growth Because of a
largeonetime balance forward of unspent funds from Fiscal Yea62Tlinto Fiscal
Year 201718 ($29.1 million), the trustdnd will have more funds available for
expenditure in Fiscal Year 2041B than in Fiscal Yea 201819 and 20120.

Key Aspects of State Reserves

f Unallocated General Revenue, the BSF, and the Lawton Chiles Endowment Fund are

generally considered to comprise the state
estimated total stateresernes t he ti me each yeardés Outl ool
Unallocated Budget |Lawton Chile GR Summer

Outlook | Baseline General Stabilization| Endowment Revenue % of GR

Year Fiscal Yeall Revenue Fund Fund Total Reservgs  Estimate* Estimate

2011 2011-12 1,357.9 493.6 696.2 2,547.3 23,795.1 10.79

2012 2012-13 1,577.7 708.1] 426.1 2,711.9 24,631.6 11.09

2013 2013-14 1,893.5 924.8 536.3 3,354.4 26,184.2 12.89

2014 2014-15 1,589.¢ 1,139.2 629.3 3,357.9 27,1894 12.39

2015 2015-16 1,709.7 1,353.7 590.2 3,653.0 28,414.1 12.99

2016 2016-17 1,414.2 1,384.4 637.5 3,436.1 29,732.9 11.69

*Reflects the General Revenue forecast adopted by the Revenue Estimating Conference in the summer preceding the

adoption of each LondgRange Financial Outlook. The Fiscal Year 2@l6amount includes the $40fillion
payment associated with the BP Settlement Agreement.

1 TheLong-Range Financial OutlooBnly addresses the General Revenue portion of
total state reserve8s has been done in each of the past five plans, this gaaitsok
sets aside &1.0 billion General Reenuereserven each year

1 Thelegislaturé® s

pl anned

| evel

s of

unal |l

ocat ed

charton the following pagehave averaged approximately $898.9 million since Fiscal
Year 199899. This waghe first year thé&lorida Constitution requirethe full five
percent distribution from General Revenadghe BSF
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Planned General Revenue Reserve After Appropriations
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practice had been to maintain fairly Iéevels ofunallocated Gener&tevenueAs the

housing boom led to increased state revenue collections, the unallocated General

Revenue reserve increasegidly each year, peaking in Fiscal Year 2dDbat $1.9

billion (7.1 percent of th@ostSession General Revenue estimate).

1 After its creation in Fiscal Year 19Bb, theBSF grew steadilytopping$1.35 billion

in Fiscal Year 20089.Fol | owi ng the coll apse of the hot
into the Great Recession (Fiscal Years 200&nd 2009.0), the Legislature

significantly reducedhe General Revenue reseera also transferred nearly $1.1 billion
fromtheBSFi nt o t he Gener al Revenue Fun8ncen or de
that time, the Legislature has increased the level of unallocated General Rearnng, le

more than $1.1 billion unallocated in Fiscal Year 207§ 3.8perceniof the Post

Session General Revenue estimalteaddition, theBSFhas been fully repaid and has

now surpassed its prior peak.
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1 For Fiscal Year 20187, theBSFwill have abalance oflmost$14 billion, andthe

Lawton Chiles Endowment Funddha balance of $637.5 million as of August 2016. The

total anticipatd reserves for Fiscal Year 2014 are $3.4 billion, or approximately 11.6

percent of the Fiscal Year 2016 GenerdRevenuesstimateBecause payments

associated with the BP Settlement Agreement were first included in the Official Financial
Outlook Statement for the General Revenue Fund adopted in August, they are currently
counted as part o0l617General Revéneeteservie of $241 Year
million.

1 Within the LongRange Financial Outlookeserves havalsobeen created for each

of thethree najor trust fundgi.e., Educational Enhancement, State School, and Tobacco
Settlement) The amounts have been calculated by applying a percentage fo eachd 6 s
revenue estimathat is roughly equal to tH&l.0 billionretained for the General

Revenue Fund as a percentage ofatenueestimate for Fiscal Year 2@4118.

Key Aspectsof the Expenditure Demands

91 For education and human services programs, the Outlook maximizes thelise of
available state trust funds. Adjustments are made to General Revenue funds, the
Educational Enhancement Trust Fund, the State School Trust Furttieahobacco
Settlement Trust Fund based on projected balances forward and revenue changes in the
trust funds over the threeear forecast period. The shifting of funds alters the need for
General Revenue funds from year to year but does not affect tredl dereel of dollars
estimated to be the need for core education and human services programs.

1 When historical funding averages are used for drivers, the Outlook relies on three
year preveto appropriatiopaverages, unless otherwise noted. If the tyeser average
was negative, no change in funding was made.

1 Inthe Tier 1Tableon page 2Qonly Critical Needsare shownCritical Needseflect
mandatory increases based on estimating conferences and other essential items. The
eighteenCritical Needdlrivers represent the minimum cost to fund the budget without
significant programmatic changes. For the General Revenue Fund, the greatest burden
occursin Fiscal Year2018-19 when projected expenditures jump sharply from Fiscal
Year 201718. In part, thigs due to the depletion of large etime trust fund balances

that ameliorated the recurring General Revenue need in Fiscal Yeat2017

1 IntheTier 2Tableon page 210ther High Piority Needsare added to the Critical
Needs. Other High Priority Needsflectissues that have been funded in most, if not all,
of the recenbudget yearsBoth types ofilriversare combined toepresent anore
complete, yet stiltonservativeapproach t@stimating future expenditurds contrast to
Critical Needs, the @neral Revenue burdéor thethirty Other High Priority Needs
spread fairly evenly across the fiscal yedns declines slightly over time.
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DOLLAR VALUE OF CRITICAL AND OTHER HIGH PRIORITY NEEDS

Fiscal Fiscal Fiscal

Year Year Year
GENERAL REVENUE FUND 2017-18 | 2018-19 | 2019-20
Total Tier 1 - Critical Needs 4849 | 1,493.0| 1,087.1
Total - Other High Priority Needs 1,145.1 | 1,064.1 | 1,009.6
Total Tier 2 - Critical and Other High Priority Needs 1,630.0 | 2,557.1| 2,096.7

T

TheOther High Priority Needare agreatershareof the total needs thahe Critical

Needsarefor Fiscal Year 201-18. However, in Fiscal Years 2018 and 20120, the
Critical Needs are projected to be thager share of the total need. This will give th

Legislature less flexibility to address budget growth over time. Reductions in Other High

Priority Needs are easier to achieve.

PERCENTAGE OF TOTAL CRITICAL AND OTHER HIGH PRIORITY NEEDS

Fiscal Fiscal Fiscal

Year Year Year
GENERAL REVENUE FUND 2017-18 | 2018-19 | 2019-20
Total Tier 1 - Critical Needs 29.7% 58.4% 51.8%
Total - Other High Priority Needs 70.3% 41.6% 48.2%
Total Tier 2 - Critical and Other High Priority Needs 100.0% | 100.0% | 100.0%

T Not only are the projected expenditures for Critanadl Other High Priority Needs

different over time, but the various policy areas also differ in their resource demands by
year.More thanonehalf of the policy areasnost notablyAdministered Funds

Statewide Issues and Natural Resourbege theirlargest needs in the first year, with a
detectable drojpff in the subsequent yeaiSther areas, including the two largest policy
areas of Education and Human Services, haliferentpattern with greater needs in the
second yeaof the Outlook prior © stabilizing in the third yeaThese are the areas most
affected by the depletion of the trust fund balances. They also face increasing costs over

time.

GENERAL REVENUE FUND
DOLLAR VALUE OF CRITICAL AND
OTHER HIGH PRIORITY NEEDS BY POLICY AREA

Fiscal Year | Fiscal Year | Fiscal Year
POLICY AREAS 2017-18 2018-19 2019-20

Pre K-12 Education 362.7 393.1 328.9
Higher Education 121.1 347.5 252.9
Human Senvices 412.6 1,235.6 1,000.9
Criminal Justice 19.1 19.5 24.1
Judicial Branch 5.0 4.7 5.0
Transportation & Economic Development 100.1 91.4 85.0
Natural Resources 297.0 229.8 191.8
General Government 70.1 66.4 53.7
Administered Funds - Statewide Issues 242.3 169.1 154.4
Total New Issues 1,630.0 2,557.1 2,096.7
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1 Anothermethal of analyzing the projected expenditures for Critical and Other High
Priority Needs igo look at the percentage of the total represented by each policy area.

Human Servicebas the largest share of the total need=sach ofthethree years of the
Outlook representing nearly half of the total need in Fiscal Years-20%&d 20120.

GENERAL REVENUE FUND
POLICY AREAPERCENTAGE OF TOTAL
CRITICAL AND OTHER HIGH PRIORITY NEEDS

Fiscal Year | Fiscal Year | Fiscal Year
POLICY AREAS 2017-18 2018-19 2019-20
Pre K-12 Education 22.3% 15.4% 15.7%
Higher Education 7.4% 13.6% 12.1%
Human Senices 25.3% 48.3% 47.7%
Criminal Justice 1.2% 0.8% 1.1%
Judicial Branch 0.3% 0.2% 0.2%
Transportation & Economic Development 6.1% 3.6% 4.1%
Natural Resources 18.2% 9.0% 9.1%
General Government 4.3% 2.6% 2.6%
Administered Funds - Statewide Issues 14.9% 6.6% 7.4%
Total New Issues 100.0% 100.0% 100.0%
Critical & Other High Priority Needs by
Policy Area and Cost Over Time - General Revenue Fund
Human Services
Pre K-12 Education
Higher Education
Natural Resources
Administered Funds - Statewide Issues
Transportation & Economic Development
General Govemment
Criminal Justice
Judicial Branch
0.0 400.0 800.0 1,200.0
mFiscal Year 2017-18 m Fiscal Year 2018-19 Fiscal Year 2019-20

1 Although Human Services is the largest policy area, the largest Sintital Needs
driverin Fiscal Year 201-48is Workload and Enrollment for the Florida Education
Finance ProgranHowever, the structure of education funding requires an evaluation
across multiple drivers; focus on any one driveisolationis misleading.

1 TheCritical Needs driver for th#edicaid progranis the secondargest drivein the
first yearof the Outlookand is the largest driver Bubsequent yeangpresenting55
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percent othetotal Critical Needs in Fiscal Year Z2D18, 69.9percent in Fiscal Year
2018-19, and66.1percent in Fiscal Year 29420. Broadening the scope to include Other
High Priority Needs drivers, the Medicaid program driver repredéhbpercent408
percent, an®4.3 percent, respectively, of total neeftsr each year of the Outlook

Policy Area Shares of the Growth in Recurring Driver Needs
$4.8 Billion Total General Revenue

800% | 15.0% I 5 All Other Areas

B Administered Funds - Statewide Issues
60.0% |
Higher Education

40.0% - m Pre K-12 Education

mHuman Services
20.0%

0.0% -
% of Total

1 The Human Services policy area, primarily driven by Medicaid expenditures, has the
largestneed for newecurringdollars increasingmore thar$2 5 billion from the

beginning of the period to the erl itself, this area generatb2.6 percent of the total
$4.8billion recurring increase. The next largest areres K-12 Education, which is
projected to increasts need for recurringollarsby slightly more than 0billion over

the threeyear period, or 2.8 percent of the total.

Impact of Recurring Growth in Critical & Other High Priority Needs -
General Revenue Fund

Human Services 2,530.1
Pre K-12 Education

Higher Education

Administered Funds - Statewide Issues
Criminal Justice W56.7

Natural Resources |18.3
1 m Fiscal Year 2017-18
m Fiscal Year 2018-19

Judicial Branch [1.2 Fiscal Year 2019-20

General Government |9.1

Transportation & Economic Development |0.0

0.0 500.0 1,000.0 15000 2,000.0 2500.0 3,0000
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1 Over the entire Outlook period, the combined recurring and nonrecurring drivers
result innearly $10.5 billion ofSeneral Revenuexpenditures on Critical and Other High
Priority Needs. This an increase of almost 26 percent over the expenditures included in
the 2015 Outlook.

1 Of the $10.5 billion total, nearly $1.5 billion will be spent on nonrecurring issues, or
approximately 14 peent of the total.

1 The remaining $9.0 billion results from a 16.3 percent increase in recurring
expendituregrom the starting point for Fiscal Year 2018 to the end of the plan. The

magnitude of the expenditure is attributable tordeirring effect ofeachy e ar 6 s dr i v e
continung through theemainingyears contained in the Outlook, wiach new year

adding to the prior yWharldes trheec ufrirrisntg yaepaprr6os
recurring dollars is displayed in the recurring columntierdriver, the associated funds

for the followingyearsare hown as t he Recurring laonpact of
the tables displayed gages 20, 21, and 22.

Total General Revenue Fund Expenditures Over Three-Year Period
$10.48 Billion

Human services |G 4,603.8
[

Pre K-12 Education 2,168.1

Higher Education [N 1,311.2
Administered Funds - Statewide Issues [N 1,061.8
Natural Resources [T 738.4
Transportation & Economic Development [l 276.5 MYear1 MYear2 MYear3
General Government [ 190.1
Criminal Justice [JI] 114.4

Judicial Branch | 15.9

500.0 1,000.0 1,500.0 2,000.0 2,500.0 3,000.0 3,500.0 4,000.0 4,5500.0 5,000.0

1 Even though the official Financial Outlook Statement for the General Revenue Fund
takesaccountof both received and expected payments related to the BP Settlement

Agreement, this Outlook does not include an expenditure driver related to the

agreementAt this point,the details of future legislative actions related to the

appropriatiorof these funds are unknown, particularly as they relate to the size and

nature otthe appropriationt-or the purpose of this documettte final policy decisions

regarding the appropriatiomould either increasthe total cost of the drivers already

contaned in the Outlook or deduct fromtkee ner al Revenue portion
reserve.
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Key Aspectsof Revenue Adjustmentdo the General Revenue Fund

1 Inthe Tier 3 Tabl®n page 22General Revenue Adjustments are added to the
Critical andOther High Priority Needs drivers to reflect legislative actions that alter the
revenuesi de of the statebds fiscal picture. The

Tax and Significant FeEhanges.These changes fall into two categories with

different effects. The edinuing tax and fee changes reflect adjustments to the
funds otherwise avail able and build ove
change is added to the recurring impacts from prior years. Conversely, the time

limited tax and fee changes are confine@ach year and are held constant

throughout the Outlook.

Trust Fund Transfers (GAA)The nonrecurring transfers are positive adjustments
to the funds otherwise available and are held constant each year.

1 A threeyear average is used to develop thedlismpact for each of the thrégpes of
specificadjustments. Unlike the budget drivers which are linked to identifiable issue
areas, the revenue adjustments make no assumptionsmggaeinature of the change
(e.g, the specific amount bigx, fee or trust fund source).

1 The continuing tax and fee adjustments do not include any impact associated with the
lower Required Local Effort (RLE) level adopted by the Legislature as part of isc#

Year201617 appropriations for thElorida Education FinamcProgram (FEFP). In

setting this level, the Legislature assumed that there would be an accompanying reduction
in the statewide unadjusted average mill ag
rate) to 4.694 (based on the January 2016 Ad Valorerodstle While this decision

affects the ultimate levy of property taxes, it has only budgetary implications for the

General Revenue Fund. The budgetary implications are addressed in the Critical Needs
drivers for PreK-12 Education where the practice it sume t he current vy
millage rate as the starting point for projected expenditures in all subsequentrytass.

regardthe Commissioneof Educationestablished a statewide average millage rate of

4.638 on July 15, 201 6or Fiscal Year201617.

2017-18 2018-19 2019-20
Rec NR Total Rec NR Total Rec NR Total
Continuing Taxand Fee Changes (254.0 59.9 (194.1 (254.0 59.9 (194.1 (254.0 59.9 (194.1
Recurring Impact of Prior Years' Taxand Fee Changes 0.0 0.0 0.0 (254.0 0.0 (254.0 (508.0 0.0 (508.0
Time-Limited Taxand Fee Changes 0.0 (67.5 (67.5 0.0 (67.5 (67.5 0.0 (67.5 (67.5
Trust Fund Transfers (GAA) 0.0 242.5 242.5 0.0 242.5 242.5 0.0 242.5 242.5
(254.0 234.9 (19.1 (508.0 234.9 (273.1 (762.0 234.9 (527.1
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E. Putting the Revenues and Expenditure Demands TogethérKey Findings
9 Fiscal Year 207-18
o Total General Revenue available for appropriatidb8i3,1%.7 million.

0 The base budgetansfers tahe BSF, and Critical Needs funded with General
Revenue are estimated to co30®24.0million. Including a holdback for a
reserve balance of $lbillion increaseshe total expenditure need to
$31,024.0million. This figure grows to a total 0f38,169.1million when
Other High Priority Needs are included.

o Combined, recurring and nonrecurring General Revendgetneed$ with
a minimum reserve of $ billiond areslightly less than the available
General Revenue dollaws both Tiers 1 and,2neaninghere is no budget gap
for Fiscal Year 207-18. The anticipated expenditures (including the reserve)
can be fully funded.

o After accounting for the revenue adjustments includdden3 of the
Outlook,thereis essentially no remainingeneral Revenuir discretionary
issued theprojected surplus of $7.5 million equategust 0.02 percentof
the General Revenue estimate for Fiscal Year A®L7

o Further, the projected recurring expenditures and revadjustmentsin
combination, outstrip the avail@recurring resources by $24.4 million

OUTLOOK PROJECTI ON i FI Sk Y I
NON

RECURRING | RECURRING| TOTAL
AVAILABLE GENERAL REVENUE $30,808.0f $1,387.7| $32,195.7
Base Budget $29,507.2 $0.0] $29,507.2
Transfer to Budget Stabilization Fund $0.0 $31.9 $31.9
Critical Needs $439.9 $45.0 $484.9
Other High Priority Needs $631.3 $513.8] $1,145.1
Reserve $0.0] $1,000.0] $1,000.0

TOTAL EXPENDITURES| $30,578.4] $1,590.7] $32,169.1

Revenue Adjustments ($254.0) $234.9 ($19.1)

ENDING BALANCE ($24.4) $31.9 $7.5
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M Fiscal Years 208-19 and 208-20

o Fiscal Yeas 2018-19 and 208-20 both show projected budget needs

significantly in excess of available revenue for Critical and Other High
Priority Needs. Thehortfalls are even greater when factoring in the potential
revenue adjustments.

The available General Revenue is insufficient to meet budget demedaicsl
to Tier 2 and Tier 3n thesecond and thirgears of the planning horizon
unless priorcorrectiveactions are tadn

Analyzing the Results

Legislative ations during the 2011 and 2012sSions to close the projected budget gaps

throughrecurringme a n s

positively

I mpacted

t he

state

In this regard, tofeestimated expenditures for future years were limited by the amount of
recurring expenditure reductions taken in Fiscal Year 22lard Fiscal Year 201-43.
This greatly improved the Lona n g e
Year 201314. Conversely, actions by the Legislature in the 2014, 2015, and 2016
Sessions to undertake increased recurring expenditures and negative revenue adjustments

have reduced the projected surplus between available General Revenue dollars and
anticipated expentiu r e s

rel at

Fi

vV e

nanci

t o

a l

t he

OrougH Fiscak 6 s

pri of

bot

year 0s

coded shading on the table below traces the diminishing balances through the subsequent
years (i.e., Year 3 on the 2013 Outlook becomes Year 2 on the 2014 Outlook and Year 1
on the 2015 Oilpok).

ouoo | Feptrereod | Te | et | e | et
Millions) Millions) Millions)
2007 | Fiscal Year 2008-09 (2,3345) | (2,860.7) | (3,066.0) 0.0
2008 | Fiscal Year 2009-10 (3,306.3) | (2,4825) | (1,816.8) 0.0
2009 | Fiscal Year 2010-11 (2,654.4) | (5,473.2) | (5,228.6) 0.0
2010 | Fiscal Year 2011-12 (2,510.7) | (2,846.3) | (1,930.3) 0.0
2011 Fiscal Year 2012-13 273.8 692.1 840.6 1,000.0
2012 Fiscal Year 2013-14 71.3 53.5 594.0 1,000.0
2013 Fiscal Year 2014-15 845.7 1,426.7 3,295.3 1,000.0
2014 Fiscal Year 2015-16 336.2 1,004.5 2,156.1 1,000.0
2015 Fiscal Year 2016-17 635.4 583.7 222.2 1,000.0
2016 Fiscal Year 2017-18 7.5 (1,300.9) (1,897.7) 1,000.0

While revenues are sufficient to cover the Critical Needs in Tier 1, the large negative

ending balances for Fiscal Year 2018 and Fiscal Year 20120 in both Tiers 2 and 3
indicate a looming probleén notwithstanding the small positive ending balances

projected in both scenarios for Fiscal Year 2Q87 Particularly problematic is the fact
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that therecurring General Revenue demands exceed the amouatuoiring General
Revenue available in two of the three years for Tier 2 and in all three years for Tier 3
This indicates that a structural imbalance is occurring.

Since the increase in projected recurring expenditures (and negative revenue adjustments
in Tier 3) in Fiscal Year 20118 clearly contributes to and worsens the problems in

Fiscal Year 20189 and Fiscal Year 201920, fiscal strategies are advisable for all three
years of the Outlook in order to manage the problems in thgeaus.
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Tier 1 Tablei Critical Needs

LONG-RANGE FINANCIAL OUTLOOK
TIER 1 ISSUES - CRITICAL NEEDS
GENERAL REVENUE FUNDS AVAILABLE PROJECTION

($ MILLIONS)

©o0o~NOOUAWN

P
~ o

12

14

16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

Fiscal Year 2016-17

Fiscal Year 2017-18

Fiscal Year 2018-19

Fiscal Year 2019-20

Non- Non- Non- Non-
Recurring recurring Total Recurring recurring Total Recurring recurring Total Recurring recurring Total
1 Funds Available:
Balance Forward 0.0 1,776.6 1,776.6 0.0 1,413.2 1,413.2 0.0 1,171.7 1,171.7 0.0 1,831.8 1,831.8
Unused Reserve from Prior Year 0.0 0.0 0.0 0.0 0.0 0.0 0.0 1,000.0 1,000.0 0.0 1,000.0 1,000.0
General Revenue Outlook Statement Components
Rewvenue Estimate 29,362.2 (29.4) 29,332.8 30,701.5 (14.6) 30,686.9 31,947.8 0.4 31,948.2 33,225.2 (1.3) 33,223.9
BP Settlement Agreement 106.7 293.3 400.0 106.7 (106.7) 0.0 106.7 0.0 106.7 106.7 0.0 106.7
Non-operating Funds and Authorized Trust Fund Transfers 0.2) 352.2 352.0 0.2) 95.8 95.6 0.2) 95.8 95.6 0.2) 95.8 95.6
Revenue Adjustments to the General Revenue Fund
Continuing Tax and Fee Changes 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Recurring Impact of Prior Years' Tax and Fee Changes 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Time-Limited Tax and Fee Changes 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Trust Fund Transfers (GAA) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
13 Total Funds Available 29,468.7 2,392.7 31,861.4 30.808.0 1,387.7 32,195.7 32.054.3 2,267.9 34,322.2 33.331..7 2.926.3 36.258.0
15 Estimated Expenditures:
Recurring Base Budget (Including Annualizations) 29,507.2 0.0 29,507.2 29,507.2 0.0 29,507.2 29,507.2 0.0 29,507.2
Recurring Impact of Prior Years' New Issues 0.0 0.0 0.0 439.9 0.0 439.9 1,889.8 0.0 1,889.8
New Issues by GAA Section:
Section 2 - Pre K-12 Education 11,318.3 187.6 11,505.9 158.9 0.0 158.9 201.6 0.0 201.6 114.4 0.0 114.4
Section 2 - Higher Education 4,006.2 57.9 4,064.1 (137.2) 0.0 (137.2) 101.8 0.0 101.8 8.2 0.0 8.2
Section 2 - Education Fixed Capital Outlay 0.0 15.0 15.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Section 3 - Human Senices 9,368.7 109.0 9,477.7 232.1 0.0 232.1 1,042.0 0.0 1,042.0 810.2 0.0 810.2
Section 4 - Criminal Justice 3,599.1 51.2 3,650.3 1.0 0.0 1.0 1.1 0.0 11 5.5 0.0 5.5
Section 7 - Judicial Branch 412.1 19.2 431.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Section 5 & 6 - Transportation & Economic Development 76.0 92.9 168.9 0.0 20.5 20.5 0.0 17.4 17.4 0.0 11.4 11.4
Section 5 - Natural Resources 148.4 213.7 362.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Section 6 - General Government 240.3 70.2 310.5 (0.5) 24.5 24.0 0.2 25.7 25.9 0.2 23.0 23.2
Section 2 & 6 - Administered Funds - Statewide Issues 298.5 30.2 328.7 185.6 0.0 185.6 103.2 0.0 103.2 114.2 0.0 114.2
Total New Issues 439.9 45.0 484.9 1,449.9 43.1 1,493.0 1,052.7 34.4 1,087.1
Approved Budget Amendments 0.0 26.2 26.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Current Year Estimating Conference Operating Deficits 0.0 1.0 1.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Transfer to Budget Stabilization Fund 0.0 30.7 30.7 0.0 31.9 31.9 0.0 50.3 50.3 0.0 67.7 67.7
Reappropriations 0.0 75.8 75.8 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
36 Total Estimated Expenditures 29,467.6 980.6 30.448.2 29,947.1 76.9 30,024.0 31,397.0 93.4 31,4904 32,449.7 102.1 32,551.8
37 Resenes 0.0 1,000.0 1,000.0 0.0 1,000.0 1,000.0 0.0 1,000.0 1,000.0
38 Ending Balance 1.1 1,412.1 1,413.2 860.9 310.8 1,171.7 657.3 1,174.5 1,831.8 882.0 1,824.2 2,706.2

20|Page




Tier 2 Table 1 Critical Needs and Other High Priority Needs

LONG-RANGE FINANCIAL OUTLOOK

($ MILLIONS)

GENERAL REVENUE FUNDS AVAILABLE PROJECTION

Fiscal Year 2016-17

Fiscal Year 2017-18

Fiscal Year 2018-19

Fiscal Year 2019-20

Non- Non- Non- Non-
Recurring recurring Total Recurring recurring Total Recurring recurring Total Recurring recurring Total

1 Funds Available:

2 Balance Forward 0.0 1,776.6 1,776.6 0.0 1,413.2 1,413.2 0.0 26.6 26.6 0.0 0.0 0.0

3 Unused Reserve from Prior Year 0.0 0.0 0.0 0.0 0.0 0.0 0.0 1,000.0 1,000.0 0.0 1,000.0 1,000.0

4 General Revenue Outlook Statement Components

5 Revenue Estimate 29,362.2 (29.4) 29,332.8 30,701.5 (14.6) 30,686.9 31,947.8 0.4 31,948.2 33,225.2 (1.3) 33,223.9

6 BP Settlement Agreement 106.7 293.3 400.0 106.7 (106.7) 0.0 106.7 0.0 106.7 106.7 0.0 106.7

7 Non-operating Funds and Authorized Trust Fund Transfers 0.2) 352.2 352.0 0.2) 95.8 95.6 0.2) 95.8 95.6 0.2) 95.8 95.6

8 Revenue Adjustments to the General Revenue Fund

9 Continuing Tax and Fee Changes 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
10 Recurring Impact of Prior Years' Tax and Fee Changes 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
11 Time-Limited Tax and Fee Changes 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
12 Trust Fund Transfers (GAA) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
13 Total Funds Available 29.468.7 2,392.7 31.861.4 30,808.0 1,387.7 32,195.7 32,054.3 1,122.8 33,177.1 33,331.7 1.094.5 34,426.2
14
15 Estimated Expenditures:
16 Recurring Base Budget (Including Annualizations) 29,507.2 0.0 29,507.2 29,507.2 0.0 29,507.2 29,507.2 0.0 29,507.2
17 Recurring Impact of Prior Years' New Issues 0.0 0.0 0.0 1,071.2 0.0 1,071.2 3,125.2 0.0 3,125.2
18
19 New Issues by GAA Section:
20 Section 2 - Pre K-12 Education 11,318.3 187.6 11,505.9 351.0 11.7 362.7 381.4 11.7 393.1 317.2 11.7 328.9
21 Section 2 - Higher Education 4,006.2 57.9 4,064.1 121.1 0.0 121.1 347.5 0.0 347.5 252.9 0.0 252.9
22 Section 2 - Education Fixed Capital Outlay 0.0 15.0 15.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
23 Section 3 - Human Senvices 9,368.7 109.0 9,477.7 382.2 30.4 412.6 1,190.3 45.3 1,235.6 957.6 43.3 1,000.9
24 Section 4 - Criminal Justice 3,599.1 51.2 3,650.3 17.1 2.0 19.1 17.5 2.0 19.5 221 2.0 241
25 Section 7 - Judicial Branch 412.1 19.2 431.3 0.5 4.5 5.0 0.2 4.5 4.7 0.5 4.5 5.0
26 Section 5 & 6 - Transportation & Economic Development 76.0 92.9 168.9 0.0 100.1 100.1 0.0 91.4 91.4 0.0 85.0 85.0
27 Section 5 - Natural Resources 148.4 213.7 362.1 7.0 290.0 297.0 5.8 224.0 229.8 55 186.3 191.8
28 Section 6 - General Government 240.3 70.2 310.5 (0.5) 70.6 70.1 0.9 65.5 66.4 8.7 45.0 53.7
29 Section 2 & 6 - Administered Funds - Statewide Issues 298.5 30.2 328.7 192.8 49.5 242.3 110.4 58.7 169.1 121.4 33.0 154.4
30 Total New Issues 1,071.2 558.8 1,630.0 2,054.0 503.1 2,557.1 1,685.9 410.8 2,096.7
31
32 Approved Budget Amendments 0.0 26.2 26.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
33 Current Year Estimating Conference Operating Deficits 0.0 1.0 1.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
34 Transfer to Budget Stabilization Fund 0.0 30.7 30.7 0.0 31.9 31.9 0.0 50.3 50.3 0.0 67.7 67.7
35 Reappropriations 0.0 75.8 75.8 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
36 Total Estimated Expenditures 29.467.6 980.6 30.448.2 30.578.4 590.7 31.169.1 32,632.4 553.4 33.185.8 34,318.3 478.5 34.796.8
37 Resenes 0.0 1,000.0 1,000.0 0.0 1,000.0 1,000.0 0.0 1,000.0 1,000.0
38 Ending Balance 1.1 1,412.1 1,413.2 229.6 (203.0) 26.6 (578.1) (430.6) (1,008.7) (986.6) (384.0) (1,370.6)
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Tier 3 Table 1 Critical Needs, Other High Priority Needs, and Revenue Adjustments

LONG-RANGE FINANCIAL OUTLOOK

($ MILLIONS)

GENERAL REVENUE FUNDS AVAILABLE PROJECTION

Fiscal Year 2016-17

Fiscal Year 2017-18

Fiscal Year 2018-19

Fiscal Year 2019-20

Non- Non- Non- Non-
Recurring recurring Total Recurring recurring Total Recurring recurring Total Recurring recurring Total

1 Funds Available:

2 Balance Forward 0.0 1,776.6 1,776.6 0.0 1,413.2 1,413.2 0.0 7.5 75 0.0 0.0 0.0

3 Unused Reserve from Prior Year 0.0 0.0 0.0 0.0 0.0 0.0 0.0 1,000.0 1,000.0 0.0 1,000.0 1,000.0

4 General Revenue Outlook Statement Components

5 Rewenue Estimate 29,362.2 (29.4) 29,332.8 30,701.5 (14.6) 30,686.9 31,947.8 0.4 31,948.2 33,225.2 1.3) 33,223.9

6 BP Settlement Agreement 106.7 293.3 400.0 106.7 (106.7) 0.0 106.7 0.0 106.7 106.7 0.0 106.7

7 Non-operating Funds and Authorized Trust Fund Transfers 0.2) 352.2 352.0 0.2) 95.8 95.6 0.2) 95.8 95.6 0.2) 95.8 95.6

8 Revenue Adjustments to the General Revenue Fund

9 Continuing Tax and Fee Changes 0.0 0.0 0.0 (254.0) 59.9 (194.1) (254.0) 59.9 (194.1) (254.0) 59.9 (194.1)
10 Recurring Impact of Prior Years' Tax and Fee Changes 0.0 0.0 0.0 0.0 0.0 0.0 (254.0) 0.0 (254.0) (508.0) 0.0 (508.0)
11 Time-Limited Tax and Fee Changes 0.0 0.0 0.0 0.0 (67.5) (67.5) 0.0 (67.5) (67.5) 0.0 (67.5) (67.5)
12 Trust Fund Transfers (GAA) 0.0 0.0 0.0 0.0 242.5 242.5 0.0 242.5 242.5 0.0 242.5 242.5
13 Total Funds Available 29.468.7 2,392.7 31.861.4 30,554.0 1.622.6 32,176.6 31.546.3 1.338.6 32.884.9 32,569.7 1.329.4 33.899.1
14
15 Estimated Expenditures:
16 Recurring Base Budget (Including Annualizations) 29,507.2 0.0 29,507.2 29,507.2 0.0 29,507.2 29,507.2 0.0 29,507.2
17 Recurring Impact of Prior Years' New Issues 0.0 0.0 0.0 1,071.2 0.0 1,071.2 3,125.2 0.0 3,125.2
18
19 New Issues by GAA Section:
20 Section 2 - Pre K-12 Education 11,318.3 187.6 11,505.9 351.0 11.7 362.7 381.4 11.7 393.1 317.2 11.7 328.9
21 Section 2 - Higher Education 4,006.2 57.9 4,064.1 121.1 0.0 1211 347.5 0.0 3475 252.9 0.0 252.9
22 Section 2 - Education Fixed Capital Outlay 0.0 15.0 15.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
23 Section 3 - Human Senvices 9,368.7 109.0 9,477.7 382.2 30.4 412.6 1,190.3 45.3 1,235.6 957.6 433 1,000.9
24 Section 4 - Criminal Justice 3,599.1 51.2 3,650.3 17.1 2.0 19.1 17.5 2.0 19.5 221 2.0 24.1
25 Section 7 - Judicial Branch 412.1 19.2 431.3 0.5 4.5 5.0 0.2 4.5 4.7 0.5 4.5 5.0
26 Section 5 & 6 - Transportation & Economic Development 76.0 92.9 168.9 0.0 100.1 100.1 0.0 91.4 91.4 0.0 85.0 85.0
27 Section 5 - Natural Resources 148.4 213.7 362.1 7.0 290.0 297.0 5.8 224.0 229.8 5.5 186.3 191.8
28 Section 6 - General Government 240.3 70.2 310.5 (0.5) 70.6 70.1 0.9 65.5 66.4 8.7 45.0 53.7
29 Section 2 & 6 - Administered Funds - Statewide Issues 298.5 30.2 328.7 192.8 49.5 242.3 110.4 58.7 169.1 121.4 33.0 154.4
30 Total New Issues 1,071.2 558.8 1,630.0 2,054.0 503.1 2,557.1 1,685.9 410.8 2,096.7
31
32 Approved Budget Amendments 0.0 26.2 26.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
33 Current Year Estimating Conference Operating Deficits 0.0 1.0 1.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
34 Transfer to Budget Stabilization Fund 0.0 30.7 30.7 0.0 31.9 31.9 0.0 50.3 50.3 0.0 67.7 67.7
35 Reappropriations 0.0 75.8 75.8 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
36 Total Estimated Expenditures 29.467.6 980.6 30.448.2 30.,578.4 590.7 31,169.1 32.632.4 553.4 33,185.8 34,318.3 478.5 34,796.8
37 Resenes 0.0 1,000.0 1,000.0 0.0 1,000.0 1,000.0 0.0 1,000.0 1,000.0
38 Ending Balance 1.1 1,412.1 1,413.2 (24.4) 31.9 7.5 (1,086.1) (214.8) (1,300.9) (1,748.6) (149.1) (1,897.7)
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Summary of Major Trust Funds

EDUCATIONAL ENHANCEMENT TRUST FUND ($ MILLIONS)

Fiscal Year 2016-17 Fiscal Year 2017-18 Fiscal Year 2018-19 Fiscal Year 2019-20
Non- Non- Non- Non-

Funds Available: Recurring recurring Total Recurring recurring Total Recurring recurring Total Recurring recurring Total
Balance Forward 0.0 156.4 156.4 0.0 276.0 276.0 0.0 58.8 58.8 0.0 60.3 60.3
Revenue Estimate 1,780.7 94.9 1,875.6 1,783.7 0.0 1,783.7 1,833.9 0.0 1,833.9 1,826.8 0.0 1,826.8
Non-operating Funds 9.6 17.6 27.2 11.2 0.0 11.2 13.0 0.0 13.0 14.2 0.0 14.2

Total Funds Available 1,790.3 268.9 2,059.2 1,794.9 276.0 2,070.9 1,846.9 58.8 1,905.7 1,841.0 60.3 1,901.3

Estimated Expenditures:

Base Budget 1,739.6 0.0 1,739.6 2,012.1 0.0 2,012.1 1,845.4 0.0 1,845.4
Increase/Decrease 272.5 0.0 272.5 (166.7) 0.0 (166.7) (4.1) 0.0 (4.1)
Total Estimated Expenditures 1,739.6 43.6 1,783.2 2,012.1 0.0 2,012.1 1,845.4 0.0 1,845.4 1,841.3 0.0 1,841.3

Ending Balance 50.7 225.3 276.0 (217.2) 276.0 58.8 1.5 58.8 60.3 (0.3 60.3 60.0

STATE SCHOOL TRUST FUND ($ MILLIONS)
Fiscal Year 2016-17 Fiscal Year 2017-18 Fiscal Year 2018-19 Fiscal Year 2019-20
Non- Non- Non- Non-

Funds Available: Recurring recurring Total Recurring recurring Total Recurring recurring Total Recurring recurring Total
Balance Forward 0.0 76.9 76.9 0.0 46.6 46.6 0.0 5.7 5.7 0.0 6.0 6.0
Transfers from Abandoned Property TF 161.8 18.9 180.7 175.1 0.0 175.1 184.3 0.0 184.3 182.4 0.0 182.4
Non-operating Funds 2.4 1.9 4.3 2.8 0.0 2.8 3.2 0.0 3.2 3.4 0.0 3.4

Total Funds Available 164.2 97.7 261.9 177.9 46.6 224.6 187.5 5.7 193.2 185.8 6.0 191.8

Estimated Expenditures:

Base Budget 163.1 0.0 163.1 218.9 0.0 218.9 187.2 0.0 187.2
Increase/Decrease 55.8 0.0 55.8 (31.7) 0.0 (31.7) 1.3) 0.0 1.3)
Total Estimated Expenditures 163.1 52.2 215.3 218.9 0.0 218.9 187.2 0.0 187.2 185.9 0.0 185.9
Ending Balance 1.1 45.5 46.6 (41.0) 46.6 5.7 0.3 5.7 6.0 (0.1) 6.0 5.9
TOBACCO SETTLEMENT TRUST FUND ($ MILLIONS)
Fiscal Year 2016-17 Fiscal Year 2017-18 Fiscal Year 2018-19 Fiscal Year 2019-20
Non- Non- Non- Non-

Funds Available: Recurring recurring Total Recurring recurring Total Recurring recurring Total Recurring recurring Total
Balance Forward 0.0 1.4 1.4 0.0 29.1 29.1 0.0 12.0 12.0 0.0 12.1 12.1
Revenue Estimate 359.7 0.0 359.7 363.1 0.0 363.1 366.6 0.0 366.6 370.4 0.0 370.4
Non-operating Funds 0.3 1.8 2.1 0.4 0.0 0.4 0.5 0.0 0.5 0.6 0.0 0.6

Total Funds Available 360.0 3.2 363.2 363.5 29.1 392.6 367.1 12.0 379.1 371.0 12.1 383.1

Estimated Expenditures:

Base Budget 334.1 0.0 334.1 363.1 0.0 363.1 367.0 0.0 367.0
Increase/Decrease 29.0 17.5 46.5 3.9 0.0 3.9 3.9 0.0 3.9

Total Estimated Expenditures 334.1 0.0 334.1 363.1 17.5 380.6 367.0 0.0 367.0 370.9 0.0 370.9

Ending Balance 25.9 3.2 29.1 0.4 11.6 12.0 0.1 12.0 12.1 0.1 12.1 12.2




Fiscal Strategies

The Tier 1, Tier 2, and Tier 3 tables shownpages 20, 21, and 21 the LongRange Financial
Outlook simply summarize the information contained and discussed within the rest of the
Outlook document. In essence, each Tier presents a prognosistafigh@ s f i nanci al
a result of that scenario. As such, none of the Tiers purport to show the specific details of the
final budget that the Legislature will ultimatgdass in any given yedafowever, they do

illuminate several issues facing the iggture in the upcoming years because the levels are
reasonable approximations of total expected spending under current law and administration.

The scenarios presented in Tiers 2 and 3 indicate that a structural imbalance is beginning to
occur. Sincehe increase in projected recurring expenditures and negative revenue adjdstments
in Fiscal Year 201-48 clearly contributes to and worsens the problems in Fiscal Yearl2018

and Fiscal Year 20190, fiscal strategies are advisable for all three yeattseoDutlook to

manage the problems in the e@ars.

To meet the constitutional requirements for this document, appropriate strategies are required to
be both idenfied and discussedVhen budget gaps between revenues and expenditures occurred
in thepast, each of the three years of the plan was affected, and they displayed nefatives
similar magnitudeThis had the practical effect of limiting the number of potential strategies
because any strategy deployed to cure the problem in the first ye@piacffects throughout

the remaining years of the pldn.those instances, the strategies were éisty identified and

laid out.In this case, only the two outer years reveal actual shorffdlis necessitates a

different treatment because the rhenof possible permutations is too great to allow specific
identification of each one. Among the many variables that should be consideredrgnpeofi

the corrective actionVhile a fiscal strategy is required no later thastc&l Year201819 to

addess the projected gap between revenues and expenditasesieptive courses of action

would argue for at least some level of deployment beginning in Fiscal Yeail801@therwise,

there is the potential to increase funding for programs in Yeaitt Wvthdd not survive Year 2.

Conceptually, there are five options to eliminate a proposed budget gap in any given year of the
Outlook With the exception of trust fund transfers or sweeps and reserve reductions, these
options can be deployed on eitheeaurring or nonrecurring basis. When they are used to bring
about a recurring change, they also have an impact on the following fiscal years.

Budget Reductions and Reduced Program Growth

Reduction or Elimination of the Revenue Adjustments Affecting Taresees in Tier 3
Revenue Enhancements and Redirections

Trust Fund Transfers or Sweeps

Reserve Reductions

= =4 =4 -8 -9

1 Revenue adjustments only exist in Tier 3.

24|Page

S

1



Whil e the | evel o fcouldbesredsced thegpivlslemtinahisadse is teastieer v e s
recurringGeneralRevenue demands exceed theoant of recurringseneralRevenue available

in two of the three years for Tier 2 and in all three years for Tier 3. This recurring problem

cannot be fixed by a simple reduction in the level of total reserves since a reserve can only be

spent one time; orcthe reserve has been spent, it is not automatically replenished the following

year. Further, by law, the Budget Stabilization Fund (BSF) cannot be used to address a budget

gap prospectively and, therefore, is not available at the time the budgetlapeevand adopted.

It can only be accessed when revenues fall below actual appropriations within a fiscal year.

Trust fund transfers or sweeps operate similarly to a drawdown of reserves. Once the money has
been spent, it is not automatically replentshfeurther, Tier 3 already contemplates $242.5

million in transfers each year, so transfers above this level would have to be identified to have
any effect on Tier 306s bottom | ine.

Since the effectiveness of trust fund transfers and reserve redustlongdd to closing a gap in

a particular year and, as such, do not solve the recurring problem, the three remaining options
will become the basis of the more meaningful strategies: (1) budget reductions and reduced
program growth; (2) reduction or elin@tion of the revenue adjustments affecting taxes and fees
in Tier 3; and, (3) revenue enhancements and redirections. For the purpose of this discussion, (1)
and (2) above are assumed to produce the same blirttonesults, although (1) achieves this

effed through expenditures and (2) achieves it thraoneglenuesSince the Legislature has
undertaken no significant revenue enhancements or redirections over the past three years, the
likely path of this option is not clear; enhancements and redirectiongfbeth revenues and the
ability to make expenditures, but the consequences are different. At a minimum, revenue
redirections would require foregone expenditures elsewhere in the budget.

Two basic scenarios related to the overall timing of the strateggesxplored below, both of

which takefull advantage of the upcomingSsion to improve the outlook for the two

subsequent years. Other scenarios that focus more on the second year are also feasible, but to the
extent the corrective actions are delaybdy will result in a more intense and concentrated

effort to produce the required savings in Fiscal Year 2l8.8At the extreme edge of this subset

of options would be a total delay of corrective actions until Year 2 (Fiscal Yearl®)1ghich

results h the need to clear the projected shortfalls of $1 billion or $1.3 billion, depending on the
selected Tier. The splits between recurring and nonrecurring are shown below:

FY 2018-19 Projected Ending Balances

Recurring  Nonrecurring Total
(578.1) (430.6) (1008.7
Tier 3 (1086.1) (214.8) (1300.9

24EA OAOI OO OAT OAOCAOOAOCG OAEAOO O1I OEA AT T AETAA Ail1A
30AAEI EUAOGETIT &O1T Ah AT A OEA , AxO11T #EEI A0 %l AT xi AT O &O]
2A0A00A006 A&eEEHol theipuGosk of this paragraph, if the total reserve percentage of 11.6

percent of General Revenue collections in Fiscal Year 2018 were reduced to the 10.7 percent level used in

Fiscal Year 201112, $253.7 million of Unallocated General Revenue could be reeated to other purposes in

Fiscal Year 201617.
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Depending on the specific strategy selettgdhe Legislaturethere may be a gaeer than one
to-one impact on subsequent years. &ample, a budget reduction in Yeathat affects a

single item in the budget that has been growing faster than the budget as a whole will further
reduce the base budget growth beyond the initial ingfattie reduction. Similarly, recurring
revenue enhancements and redirections will likely have different impacts in subsequent years.
Because this document does not address specific dettilsstfategies, the scenaribslowdo

not attempt to treat tise vagaries. This means that actual legislative actions may have different

results from those shown here.

The timing scenarios discussed below address the projected shortfalls shown in Tier 3. Tier 2
adjustments would be similar, but of lesser amousitse the decision to forego future revenue

adjustments is inherent in that Tier.

TIMINGSCENARI O AAO

-A -

assumes

t h alearthepragectddmidgets | at ur e

shortfalls inboth Fiscal Year 20289 and Fiscal Year 20120 by beginning aain in the first
year and using an equal adjustment level in each of the three years to smooth the transition

between years.

o Equal annual@ustments are made to completely eliminate the projeetdring
andnonrecurringshortfalls by theend of thep | athir@ gear (kscalY ear201920).
These annual adjustments are equal to approximately $483 million per year (a
reduction of $582.9 million recurring with a conversion of nearly $100 million to

nonrecurring).

o0 While displayed as one lirlgshown inred on row 38 of the tabl&) the Estimated
Expenditure sectionf theaccompanyingvorksheet, the adjustments could be the
form of (1) budget reductions and reduced program growth or (2) reduction or
elimination of the revenue adjustments affecting taxesfees in Tier 3, or (3) a

combination of both.

o The smoothed approaahthis scenario produces the ledstruptive pattermf all
likely options to clear all identified problems during the thyear period.

FY 2017-18

Adjustment and Revised Ending Balance

Adj

Recurring Nonre curring

(582.9) 99.6

Total
(483.3)

End Bal

558.5 (67.7)

490.8

FY 2018-19

Adjustment and Revised Ending Balance

Adj

Recurring Nonre curring

(582.9) 99.6

Total
(483.3)

End Bal

79.7 168.9

248.6

FY 2019-20

Adjustment and Revised Ending Balance

Adj

Recurring Nonre curring

(582.8) 99.5

Total
(483.3)

End Bal

0.0 0.0

0.0
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-B-

T1 MI NG S CE Nasumé& thatEhe Legislature chooseddarthe projectedrecurring
budget shortfalin Fiscal Year 20189 by beginning action in the first year and using an equal
adjustment level in each of the first two years to smooth the transition. As a result, th
projections for the third year are significantly improved.

o Equal annualdustments are made the first two yearso completely eliminate the
projected recurringhortfalli n t he p lyeaniFssal Yeae 20089)dThese
annual recurring adjustents are equal to approximately $543 million per year in
Fiscal Year 20118 and Fiscal Year 20189.

o While displayed as one lifighown in red on row 38 of the tabla)the Estimated
Expenditure section of theccompanyingvorksheet, the adjustmentsutd be the
form of (1) budget reductions and reduced program growth or (2) reduction or
elimination of the revenue adjustments affecting taxes and fees in Tier 3, or (3) a
combination of both

o Essentially, this scenario spreads the burden of the seean@grrective action
(Fiscal Year 2018.9) over the first two years of the plan in order to minimize the
disruption. However, both a structural imbalance and a negative ending balance are
still visible in the third year (Fiscal Year 2029).

FY 2017-18

Adjustment and Revised Ending Balance
Recurring Nonrecurring Total

Adj (543.1) 0.0 (543.1)

End Bal 518.7 31.9 550.6

FY 2018-19

Adjustment and Revised Ending Balance
Recurring Nonrecurring Total

Adj (543.0) 0.0 (543.0)

End Bal 0.0 328.3 328.3

FY 2019-20

Adjustment and Revised Ending Balance

Recurring Total
Adj 0.0 0.0 0.0
End Bal (662.5) 179.2 (483.3)

Nonrecurring

Both timing scenarthabonly GrificAl Bleedsnssuesicdilalfhdy fundgd] vy
thereby eliminatingnost of theavailable funds for thelentified Other High Priorities. An
alternative would beotfund some or abf the additionaDther High Priorities by reducing the
existing expenditure basy commensurate amoumnt
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Fiscal StrategiesWorksheets

Timing Scenario A - Clear Budget Shortfalls in Both Fiscal Years 2018-19 and 2019-20 by Taking Smoothed Actions Over Three Years

LONG-RANGE FINANCIAL OUTLOOK

TIER 3 ISSUES - CRITICAL NEEDS, OTHER HIGH PRIORITY NEEDS, AND REVENUE ADJUSTMENTS
GENERAL REVENUE FUNDS AVAILABLE PROJECTION

($ MILLIONS)
Fiscal Year 2016-17 Fiscal Year 2017-18 Fiscal Year 2018-19 Fiscal Year 2019-20
Non- Non- Non- Non-
Recurring recurring Total Recurring recurring Total Recurring recurring Total Recurring recurring Total

1 Funds Available:

2 Balance Forward 0.0 1,776.6 1,776.6 0.0 1,413.2 1,413.2 0.0 490.8 490.8 0.0 248.6 248.6

3 Unused Resene from Prior Year 0.0 0.0 0.0 0.0 0.0 0.0 0.0 1,000.0 1,000.0 0.0 1,000.0 1,000.0

4 General Revenue Outlook Statement Components

5 Revenue Estimate 29,362.2 (29.4) 29,332.8 30,701.5 (14.6) 30,686.9 31,947.8 0.4 31,948.2 33,225.2 1.3) 33,223.9

6 BP Settlement Agreement 106.7 293.3 400.0 106.7 (106.7) 0.0 106.7 0.0 106.7 106.7 0.0 106.7

7 Non-operating Funds and Authorized Trust Fund Transfers 0.2) 352.2 352.0 0.2) 95.8 95.6 0.2) 95.8 95.6 0.2) 95.8 95.6

8 Revenue Adjustments to the General Revenue Fund

9  Continuing Tax and Fee Changes 0.0 0.0 0.0 (254.0) 59.9 (194.1) (254.0) 59.9 (194.1) (254.0) 59.9 (194.1)
10 Recurring Impact of Prior Years' Tax and Fee Changes 0.0 0.0 0.0 0.0 0.0 0.0 (254.0) 0.0 (254.0) (508.0) 0.0 (508.0)
11 Time-Limited Tax and Fee Changes 0.0 0.0 0.0 0.0 (67.5) (67.5) 0.0 (67.5) (67.5) 0.0 (67.5) (67.5)
12 Trust Fund Transfers (GAA) 0.0 0.0 0.0 0.0 242.5 242.5 0.0 242.5 242.5 0.0 242.5 242.5
13 Total Funds Available 29.468.7 2.392.7 31.861.4 30,554.0 1.622.6 32,176.6 31,546.3 1,821.9 33,368.2 32,569.7 1,578.0 34,147.7
14
15 Estimated Expenditures:
16 Recurring Base Budget (Including Annualizations) 29,507.2 0.0 29,507.2 29,507.2 0.0 29,507.2 29,507.2 0.0 29,507.2
17  Recurring Impact of Prior Years' New Issues 0.0 0.0 0.0 488.3 0.0 488.3 1,959.4 0.0 1,959.4
18
19 New Issues by GAA Section:
20 Section 2 - Pre K-12 Education 11,318.3 187.6 11,505.9 351.0 11.7 362.7 381.4 11.7 393.1 317.2 11.7 328.9
21 Section 2 - Higher Education 4,006.2 57.9 4,064.1 121.1 0.0 121.1 3475 0.0 347.5 252.9 0.0 252.9
22 Section 2 - Education Fixed Capital Outlay 0.0 15.0 15.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
23 Section 3 - Human Senices 9,368.7 109.0 9,477.7 382.2 30.4 412.6 1,190.3 45.3 1,235.6 957.6 43.3 1,000.9
24 Section 4 - Criminal Justice 3,599.1 51.2 3,650.3 17.1 2.0 19.1 17.5 2.0 19.5 22.1 2.0 24.1
25 Section 7 - Judicial Branch 412.1 19.2 431.3 0.5 4.5 5.0 0.2 4.5 4.7 0.5 4.5 5.0
26 Section 5 & 6 - Transportation & Economic Development 76.0 92.9 168.9 0.0 100.1 100.1 0.0 91.4 91.4 0.0 85.0 85.0
27 Section 5 - Natural Resources 148.4 213.7 362.1 7.0 290.0 297.0 5.8 224.0 229.8 5.5 186.3 191.8
28 Section 6 - General Government 240.3 70.2 310.5 (0.5) 70.6 70.1 0.9 65.5 66.4 8.7 45.0 53.7
29 Section 2 & 6 - Administered Funds - Statewide Issues 298.5 30.2 328.7 192.8 49.5 242.3 110.4 58.7 169.1 121.4 33.0 154.4
30 Total New Issues 1,071.2 558.8 1,630.0 2,054.0 503.1 2,557.1 1,685.9 410.8 2,096.7
31
32 Approved Budget Amendments 0.0 26.2 26.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
33 Current Year Estimating Conference Operating Deficits 0.0 1.0 1.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
34 Transfer to Budget Stabilization Fund 0.0 30.7 30.7 0.0 31.9 31.9 0.0 50.3 50.3 0.0 67.7 67.7
35 Reappropriations 0.0 75.8 75.8 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
36 Total Estimated Expenditures 29.467.6 980.6 30.,448.2 30.578.4 590.7 31.169.1 32,049.5 553.4 32.602.9 33,152.5 478.5 33,631.0
37
38 Timing Scenario "A" Fiscal Strategy (582.9) 99.6 (483.3) (582.9) 99.6 (483.3) (582.8) 99.5 (483.3)
39 Reserves 0.0 1,000.0 1,000.0 0.0 1,000.0 1,000.0 0.0 1,000.0 1,000.0
40 Ending Balance 1.1 1,412.1 1,413.2 558.5 (67.7) 490.8 79.7 168.9 248.6 0.0 0.0 0.0
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Timing Scenario B - Clear Recurring Budget Shortfall in Fiscal Year 2018-19 and Improve Shortfall in Fiscal Year 2019-20 by Taking Smoothed Actions Over Two Years

LONG-RANGE FINANCIAL OUTLOOK

TIER 3 ISSUES - CRITICAL NEEDS, OTHER HIGH PRIORITY NEEDS, AND REVENUE ADJUSTMENTS
GENERAL REVENUE FUNDS AVAILABLE PROJECTION

($ MILLIONS)
Fiscal Year 2016-17 Fiscal Year 2017-18 Fiscal Year 2018-19 Fiscal Year 2019-20
Non- Non- Non- Non-
Recurring recurring Total Recurring recurring Total Recurring recurring Total Recurring recurring Total

1 Funds Available:

2 Balance Forward 0.0 1,776.6 1,776.6 0.0 1,413.2 1,413.2 0.0 550.6 550.6 0.0 328.3 328.3

3 Unused Reserve from Prior Year 0.0 0.0 0.0 0.0 0.0 0.0 0.0 1,000.0 1,000.0 0.0 1,000.0 1,000.0

4 General Revenue Outlook Statement Components

5 Revenue Estimate 29,362.2 (29.4) 29,332.8 30,701.5 (14.6) 30,686.9 31,947.8 0.4 31,948.2 33,225.2 1.3) 33,223.9

6 BP Settlement Agreement 106.7 293.3 400.0 106.7 (106.7) 0.0 106.7 0.0 106.7 106.7 0.0 106.7

7 Non-operating Funds and Authorized Trust Fund Transfers 0.2) 352.2 352.0 0.2) 95.8 95.6 0.2) 95.8 95.6 0.2) 95.8 95.6

8 Revenue Adjustments to the General Revenue Fund

9  Continuing Tax and Fee Changes 0.0 0.0 0.0 (254.0) 59.9 (194.1) (254.0) 59.9 (194.1) (254.0) 59.9 (194.1)
10 Recurring Impact of Prior Years' Tax and Fee Changes 0.0 0.0 0.0 0.0 0.0 0.0 (254.0) 0.0 (254.0) (508.0) 0.0 (508.0)
11 Time-Limited Tax and Fee Changes 0.0 0.0 0.0 0.0 (67.5) (67.5) 0.0 (67.5) (67.5) 0.0 (67.5) (67.5)
12 Trust Fund Transfers (GAA) 0.0 0.0 0.0 0.0 2425 2425 0.0 242.5 242.5 0.0 2425 242.5
13 Total Funds Available 29.468.7 2.392.7 31.861.4 30.554.0 1.622.6 32.176.6 31.546.3 1.881.7 33.428.0 32,569.7 1.657.7 34,227.4
14
15 Estimated Expenditures:
16 Recurring Base Budget (Including Annualizations) 29,507.2 0.0 29,507.2 29,507.2 0.0 29,507.2 29,507.2 0.0 29,507.2
17  Recurring Impact of Prior Years' New Issues 0.0 0.0 0.0 528.1 0.0 528.1 2,039.1 0.0 2,039.1
18
19 New Issues by GAA Section:
20 Section 2 - Pre K-12 Education 11,318.3 187.6 11,505.9 351.0 11.7 362.7 381.4 11.7 393.1 317.2 11.7 328.9
21 Section 2 - Higher Education 4,006.2 57.9 4,064.1 121.1 0.0 121.1 3475 0.0 347.5 252.9 0.0 252.9
22 Section 2 - Education Fixed Capital Outlay 0.0 15.0 15.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
23 Section 3 - Human Senices 9,368.7 109.0 9,477.7 382.2 30.4 412.6 1,190.3 45.3 1,235.6 957.6 43.3 1,000.9
24 Section 4 - Criminal Justice 3,599.1 51.2 3,650.3 17.1 2.0 19.1 17.5 2.0 19.5 22.1 2.0 24.1
25 Section 7 - Judicial Branch 412.1 19.2 431.3 0.5 4.5 5.0 0.2 4.5 4.7 0.5 4.5 5.0
26 Section 5 & 6 - Transportation & Economic Development 76.0 92.9 168.9 0.0 100.1 100.1 0.0 91.4 91.4 0.0 85.0 85.0
27 Section 5 - Natural Resources 148.4 213.7 362.1 7.0 290.0 297.0 5.8 224.0 229.8 5.5 186.3 191.8
28 Section 6 - General Government 240.3 70.2 310.5 0.5) 70.6 70.1 0.9 65.5 66.4 8.7 45.0 53.7
29 Section 2 & 6 - Administered Funds - Statewide Issues 298.5 30.2 328.7 192.8 49.5 242.3 110.4 58.7 169.1 121.4 33.0 154.4
30 Total New Issues 1,071.2 558.8 1,630.0 2,054.0 503.1 2,557.1 1,685.9 410.8 2,096.7
31
32 Approved Budget Amendments 0.0 26.2 26.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
33 Current Year Estimating Conference Operating Deficits 0.0 1.0 1.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
34 Transfer to Budget Stabilization Fund 0.0 30.7 30.7 0.0 31.9 319 0.0 50.3 50.3 0.0 67.7 67.7
35 Reappropriations 0.0 75.8 75.8 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
36 Total Estimated Expenditures 29,467.6 980.6 30.448.2 30.578.4 590.7 31,169.1 32,089.3 553.4 32,642.7 33,232.2 478.5 33,710.7
37
38 Timing Scenario "B" Fiscal Strategy (543.1) 0.0 (543.1) (543.0) 0.0 (543.0) 0.0 0.0 0.0
39 Resenes 0.0 1,000.0 1,000.0 0.0 1,000.0 1,000.0 0.0 1,000.0 1,000.0
40 Ending Balance 1.1 1,412.1 1,413.2 518.7 31.9 550.6 0.0 328.3 328.3 (662.5) 179.2 (483.3)
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Significant Risks to the Forecast

While the LongRange Financial Outlook uses th@st current estimates and data
available, there are risks that have the potential of altering key assumptions (both
positively and negatety) were they to come to paSame of the more significant issues
are described below; however, they are not inetlich the official projections used
throughoutthe Outlook.

State Costs for Hurricanes, the Fbrida Hurricane Catastrophe Fundand Ci ti zenods
Property Insurance

FIl oridadés financi al stability is edpetiaellyabl e t
major hurricanesThis vulnerability can take several different forms, but one of the most
i mmedi at e i s -terofinarcial heslthat eds | ong

After the 2004 and 2005 hurricanes, tiegislativeOffice of Economic and Demographic
Researclundertook an irdepth analysis of the revenue and budgetary impact on state
government from weather events of this magnitude. Popular belief has spread the misconception
that hurricanes are somehow beneficial to the state from an economic perspiestigeer, the

reality is much more complicated. From past events, there appear to be four distinct phases of
activity related to hurricanés eachof which has unique economic responsHsetable on the

following pagedetailsthe unique effect of each phase.

Contrary to the ofrepeated myth that government makes money during hurricanes, state
government typically has expenditures greater than the incremental increase in the revenue
estimate and becomes a net loser when all expenditures are taken into dauceuigwingthe

final i mpact of the 2004 and -lat@d=xpéndituresi canes,
were subtracted from the estimated additional revenues, the bottom line for both years was

clearly negative. This means that the state had todsp®re than the generated revenues.

In addition to the budgetary and revenue impacts, there is an impact on staBesdielets the

direct taxsupported or sel$upported debt normally undertaken by the stdtejda also has

indirect debtA major compnent ofthes t a t e 6 imdirectudebt i®asdociated with the

Florida Hurricane Catastrophe Fund (FHCF) #melCi t i zends Property I nsur
(Citi zenos) ssileifuture Hulyicane dossgsacording t the2015Debt

Affordablity Reportprepared by the Division of Bond Finance, these special purpose insurance
entities represented® billion or 53 percent of total indirect delit this case, thendirect debt

is not secured by traditional state revenaesl it 5 the primay obligation of a legl entity other

than the state.

[SEE TABLE ONFOLLOWING PAGE]
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Hurricanes: Economic Phases

Defining Characteristics

Statewide Economic
Consequences

Preparatory Phase 1 Purchase of Emergency Demand...Localized increase in
(approximately 72 Supplies (canned food, batteries, | demand for specific items, and
hours in advance of radios, candles, flashlights, potential non-affected area increase
the hurricane to charcoal, gas, propane, water, in lodging demand, but largely
landfall) ice, shutters, boards / plywood, undetectable
etc.)
1 Evacuation Expenses State Budget...Shifting of costs from
o In-State...hotels and normally provided services to
lodging, transport costs emergency management, as well as
like rental cars and gas unanticipated overtime and shelter
o Out-of-State...leakage costs
State Revenues...Slight uptick, but
largely undetectable
Crisis Phase 1 Rescue and relief efforts (largely | Demand...Localized decrease in
(landfall to several public, charitable, or free) overall demand; significance
weeks after landfall) f Roads closed due to debris depends on the event
9 Private structures and public
infrastructure damaged State Budget...Government
Utility disruptions agencies provide goods and services
q Businesses and non-essential and incur new expenditures that may
parts of government closed or may not be matched at a later
1 Temporary homelessness time by the federal government
T Violence and looting State Revenues...Detectable
downtick; significance depends on
the event
Recovery Phase f Increased spending related to Demand...Localized increase in
(subsequent to the deductibles, repair, and overall demand, and prices likely
Crisis Phase and replacement increase for some items
generally lasting up to o Private Savings / Loans
two or three years) 0 State Spending Employment...Will temporarily see
o FEMA and Federal gains as relief and recovery workers
Spending move into the area
0 Insurance Payments
1 Competition for scarce resources | State Budget...Reallocation of state
(contractors, roofers, supplies, and local government spending to
construction workers, building the affected area
materials, debris removal, etc.)
State Revenues...Discernible and
significant uptick
Displacement Phase | { Reduction in normal purchasing | Demand...Localized decrease in
(subsequent to the behavior for items that were overall demand, but largely
Recovery Phase and bought or replaced ahead of undetectable at the state level
lasting from two to schedule
six years) f  Demographic and labor shifts State Revenues...Slight downtick,

related to dislocated households
and economic centers

but largely undetectable
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Forthe2016storm season, the FHGRnaximum statutory obligation comprised of mandatory

coverage ii0 more thai$17.0bilion. However , the FHCFO6s obligati o
actual claims paying capacitfhe FHCF currently projects liquidityf $17.4billion, consisting

of $13.7billion in projected cash by December 31, 2016, $1.0 billion of reinsurance, and $2.7

billion in projected preavent bondsGiven recent financial market conditions, it is estimaied

FHCF would be able to bond fapproximately$7.5billion during the ext 12 months if a large

event occurs during theontract year. This estimated claims paying capacky .8 billion above

the total potential statutory maximum claims paying obligation of $17.0 billion.

The maximum statutory limit of coverage that abblve been puhased by insurers for the

2016contract year &s approximatel$17.0billion. The $170 billion in capacity selected

translates to an approximatert51 year eventZ.0 percenprobability) or an event that causes
$28.2billion in insurane industryresidentialossedor the 2016 seasoBecause of the

di fferences in the |l evels of coverage and whe
probability of exhausting its $10'billion maximum limit would be much smallemplying that

the FHCFcould survive a much larger evefrt order for all insurance companies to exhaust the

$17.0 billion maximum limit,theaggregate loss woulthve to be significantly larger than $17

billion in losses.

Forthe201l6st or m season, Cit ilasefar@d $06/@ar stobmeebeht@&3.5ma x i mu n
billion.Ci t i zen6s currently has c Bl2.6bilisn cpnaistingnfg ab i |
a cash surplus of $7.4 billion, as well as funds fpyivate market reinsurance aRHICF
reimbursementdnaddi t i on, Ci ti z e n 0 s-bdsedassdssmentsdolsupportt y t
financing.

With thecurrenteconomic environment, the ability of these gig®rernmental insurance

entities to fulfill their financial responsibilities in the event of mdgarricanes is highly

dependent upon market conditions at the timelibatls would need to be issuéthough the

FHCF and Citizends serve significant roles in
dependence on public assessments and atcesesdit markets may expose the state to much

greater potential financial liability for hurricamelated costs.

Zika

This Outlook uses a revenue forecast that contains no adjustments foelZiea impacts.

Similarly, it contains no budgetdriverse | at ed t o Zi ka. According to
Daily Zika Update for August 22016 there were 550 reported cases of Zika in Florida, and the
Governor had committed a total of $26.2 million in emergency funding for Zika preparedness,
preventionand response. In effect, the Outlook assumes that the number of cases does not
significantly increase and that the costs of control and treatment attributable to the state stay

within reasonable levels.

Of the total reported cases, only 42 were thelre$local mosquito transmissions; however, the
Centers for Disease Cont r ogegnaa wamenRandgheiepartners n h a
who are concerned about being exposed to Zika may want to consider postponing nonessential
travel to all parts oMiami-Dade Countyo Cu r r e n trdlayed reveruellosses pose the
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greatest potentialsk to the Outlook from Zikaln anunrelated study, theegislativeOffice of

Economic and Demographic Research performed an empirical analysis of the solece of t

s t a talesGax coBections. In Fisc¥ear 201314, sales tax collections provided $19.7 billion
dol Il ars or 75 percent of Floridabds total Gene
12.5percent (nearly $2.5 billion) wgaattributabldo purchases made by tourists. Previous

economic studies of disease outbreaks and natural or manmade disasters have shown that tourism
demand is very sensitive to such events.

Administrative Liabilities

The State of Florida has an ongoing liability asated with the underlying cost of compensated
absencedsAs of June 30, 2015, the state had 160&4€4dblished positions in various personnel

systems. These state employment systems include the State Personnel System, the State

University System, the Jusé Administration System, the State Courts System, the Legislature,

the Florida Lottery, and other pay plans such
and the Blind, and the Florida National Guard.

The statebs f i nan ctheQhief§ihaadalkOffieenrepsrt adiabiditpfarr ed by
compensated absences that describe paid time off made available to employees in connection

with regular leave, sick leave, and similar benefits. For financial reporting purposes,

compensated absences largted to leave that is attributable to services already rendered and is

not contingent on a specific event outside th
liability for such compensated absences is reported in Note 10, Changes imdramg
Liabilities, in the stateb6s financial stateme
Comprehensive Annual Financial Report (CAFR)ae CAFR separately distinguishes

liabilities for governmental activities (all governmental funds and internal service funds),

businesgype activities (or enterprise funds which include the Florida Turnpike Enterprise, the

Lottery, the Florida Hurricaneafastrophe Fund, the Florida Prepaid Collegeram, and the
Unemployment Compensation Fund), and discretely presented component units (e.g., state
universities and Florida colleges).

In accordance with Governmental Accounting Standards Board Statelfeartsl 34, the

liability for compensated absences is calculated on both atshortand longerm basis. The

long-term calculation reflects the compensated absences liability that would result if all

employees were to separate from the state. The-&horicalculation (due within one year) is
calculated using the current and two previous fiscal years actual compensated absences that were
used by current employees or were paid out as employees separated from the state-The three
year average of the annymrcentage of actual used and paid compensated absences to the total
amount calculated for the losigrm liability is used to determine the shtatm liability. The

shortterm and longerm liabilities for compensated absences, as reported in tR& Gasof

June 30, 2015areshown in the following table.

3 Fiscal Year 201415 Annual Workforce Report, Departmenf Management Services, page 15
4 Note 10, 2015 Florida Comprehensive Annual Financial Report, Fiscal Year ended June 30, 2015
(http://www.myflo ridacfo.com/division/aa/reports/2015CAFR.pdf ).
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Balance Due Within
Compensated Absences 6/30/2015 One Year - Current
($ Thousands) ($ Thousands)
Governmental Activities $775,112 $201,187°
Business-type Activities $22,644 $4,996
Component Units $677,755 $80,299
Total: $1,475,511 $286,482

No separate appropriation is made for payment of compensated leave. Currently, these
obligations are paid out of existing agency appropriations on an annual basis. Therefore, this
liability is not included as a specific driver in the Outlook.

Low Income Pool and Intergovernmental Transfers

The Low Income Pool was established by the state effective July 1, 2006, as part ofyearfive
Medicaid Reform pilot project authorized by federal waiver and section 409.91211, Florida
Statuteg2006) Theoriginal purpose of the Low Income Pool (LIRgasto provide additional
financial supportfor providers servinghe uninsured, underinsured, and Medicaid populations
Through Fiscal Year 20184, the LIP consistdof a capped annual allotment of.@billion,

which wasused forsupplemental payments lhospitals, clinics, or other provider types for
uncompensated medical care, as weflrancial support for specific local programs offering
coverage to the uninsured or innovative service delivery mde@idzischYear 201415, the

LIP was funded at $2.167 billion based on a-gear extension of LIP waiver authority.

Following discussions and negotiations in 2015 between Florida and the federal Centers for
Medicare & Medicaid Services (CMS) regarding an extensiche LIP for Fiscal Year 2015

16, CMS granted a twgear extension of LIP waiver authority that will expire June 30, 2017, in
conjunction with the expiration of the statewide Medicaid managed care waiver. With the
extension, LIP spending authoritgvatedto $1 billion forFiscalYear 201516, which was
distributed using methodologies similar to those used in the Fiscal Yead 8Q1R. For Fiscal

Year 201617, however, total funding was reduced to $608 million, and CMS required a revised
distributionmethodology based solely on the volume of provider uncompensated charity care.

Intergovernmental transfers (IGTs) consist of qualified donations woal overnments, such
as counties, hospital taxing districts, and other state agencies (e.g., Biepalament of
Health) These sources hapeovided a large majority of théunding for the nonfederal share of
LIP distributions.The 201617 General Appropriations Act includes LIP sy authority for
$450,000 in @neralRevenue, $236.5 million ilGTs, and $370.8 million in federal funds.

The Agency for Health Care Administration has indicated it will not seek an extension of the LIP
beyond the current expiration of LIP waiver authority at the end of Fiscal YearlZ018ithout

a LIP extension fio2017%18 and subsequent years, hospitals will lose access to approximately
$370 million in federal Medicaid funds currently dedicated to compensate hospitals for charity
care. The $236.5 million in IGTs currently authorized for LIP may still be availalilespitals

5 Actual cash payouts for employees separating from state employment for Fiscal Y& 5-16 totaled $63.3
million based on data provided by the Department of Financial Services, Aug2{16.
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within the donor counties and taxing districts, but access to those funds will be lost by hospitals
located outside of those donor boundaries. The full impact of the loss of these funds to the
Medicaid program isurrentlyunknown.

Disproportionate Share HospitalProgram

ThefederalPatient Protection and Affordable Care Act of 2010 (PPACA) addressed
Disproportionate Share Hospital (DSH) allotmemnégjuiringthe secretary of the Department of
Health and Human Services to develop a methayaio reduce the state allotment$e

reductions were originally to have begun taking effect October 1, 2013, but were delayed by
CMS after the U.S. Supreme Court ruled in June 2012 that the federal government could not
require states to expand Medicaldjiility to include persons up to 138 percent of the federal
poverty level, as was required in the PPACAe CMS expects states that do not implement the
Medicaid expansion to have higher rates of uninsured and uncompensatéd caieh, the

DSH redutions in those states may be smaller compared to states that implement the Medicaid
expansion. The DSH reductions have been delayed several times, either by CMS or by changes
in federal | aw. Most recently, thePrdbgeachi care A
Reauthorization Act was enacted in April 2015, and under this act, the DSH reductions have
been delayed until October 1, 2017.

No adjustments have been included in the Outlook to amend the amount of DSH funding
allocated to Floriddbecausehere are certain unknowns: whether timethodologyltimately
announced by CMS will result in a reduction of DSH funding to Florida, and whether Florida
decides to expand Medicaid if the new methodology penalizes states that do not expand.

Litigation Against the State

Numerous lawsuits against the state exist at any point in 8omee have the capacity to disrupt
specific programs and services and to force changes and adjustntee®udook. These

lawsuits relate to a broad cresse ¢t i 0o n  oattivittedircludsng, aut retdimited to,

education funding, environmental matters, Medicaid, agricultural progeardsstate revenue
sources. The stateb6ébs CAFR (Note 16) contains
associated loss contiegcies.

In addition, a summary of the claimed fiscal impact of significant litigation filed against the state
is annually reported by the agencies in their legislative budget requests. Significant litigation
includes cases where the amount claimedase than $1.0 million and cases challenging
significant statutory policies. In some cases, those summaries are based on the amount claimed
by the plaintiffs, which is typically higher than the amount to which the plaintiffs would actually
be entitled if hey won.

The status of three cases seeking compensation for residential citrus trees removed under the
former Citrus Canker Eradicat i-lGAFRandigtheam r ef e
Department of Agri cul t uf¥lélegalative b@getresquesibas Ser vi c
significantlychangedand could be fiscally materialhe Legislature typically does not address

court judgments until all litigation and appeals in a case are resolved. The Lee County judgment
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awarding compensationaadt t or neys 6 fees and costs was affi
of Appeal. The Orange County judgment awarding compensation was affirmed by the Fifth
District Court of Appeal; as yet there is no
Additionally, the appeal on the application of section 11.066, Florida Statutes, (requiring a

specific appropriation to pay a judgment against the state) to the judgments in Broward County
has concluded.
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Potential Constitutional Issues

In 2004, a constitutional amdment passed that requires initiative petitions be filed with the
Secretary of State by February 1 of each general election year in order to be eligible for ballot
considerationThis has been interpreted to mean that all signatures have been certthed by
local supervisors of election and that the other requirements for geographic distribution have
been met by this datBor the 208 ballot, the required number of valid signatuness 683,149.

Section 15.21, Florida Statutes, further requirestheeSea r y of St ate t o A mme
initiative petition to the Attorney General a
once the certified forms Aequal ... 10 percent
onefourth of the congrssional districts required bgation3, Article XI of the State

Co n st i tFarthé 20Bballot, this means that theneere at least 68,314 valid and qualifying
signaturesOnce an initiativeetition is received, the Financial Impact Estimating Canfee

(FIEC) has 45 days to complete an analysis and financial impact statement to be placed on the

ballot (®ction100.371, Florida Statutes).

In addition to the petition initiative process, the Legislature may directly place proposals on the
ballot forconsideréion through a joint resolution agreed to by thfins of the membership of
each house of the LegislatuF@rmal financial impact statements are not required for legislative
proposals.

There was one amendment adopted as part of the Printeectidh held August 30, 2016. There
are two additiondkegislative proposals artd/o petition initiatives on th016General Election
ballot

AmendmentAdopted from2016Primary Ballot; Legislation Will Be Needdto Implement

Initiative Name | Description
LEGISLATIVE . .. Adopted: Proposing an amendment to the State
SOLAR DEVICES OR Constitution to authorize the Legislature, by general I
RENEWABLE ENERGY to exempt from adalorem taxation the assessed value
SOURCE DEVICES; solar or renewable energy source devices subject to
EXEMPTION FROM tangible personal property tax, and to authorize the
CERTAIN TAXATION Legislature, by general law, to prohibit consideration ¢
AND ASSESSMENT such devices in assessing the value of real proparigof
valorem taxation purposes. This amendment takes ef
January 1, 2018, and expires on December 31, 2037.
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Proposed Amendments for 2016 General Election Ballot

Initiative Name Ballot # and Description

PETITION INITIATIVE . .. | Ballot #1: This amendmenrgstablishes a right under
RIGHTS OFELECTRICITY | Florida's constitution for consumers to own or lease s
CONSUMERS equipment installed on their property to generate
REGARDING SOLAR electricity for their own use.t&te and local government
ENERGY CHOICE shall retain their abilities to protect consumer rights ar

public health, safety and welfare, and to ensure that

consumers who do not choose to install solar are not
required to subsidize the costs of backup power and

electric gid access to those who do.

FIEC Impact (11/30/15): The amendment is not
expected to result in an increase or decrease in any
revenues or costs to state and local government.

PETITION INITIATIVE . .. | Ballot #2: Allows medical use of marijuana for

USE OF MARIJUANA FOR| individuals with debilitating medical conditions as
DEBILITATING MEDICAL | determined by a licensed Florida physician. Allows
CONDITIONS caregivers to assist pat
The Department of Health alhregister and regulate
centers that produce and distribute marijuana for med
purposes and shall issue identification cards to patien
and caregivers. Applies only to Florida law. Does not
immunize violations of federal law or any naredical
use, ssession or production of marijuana.

FIEC Impact (10/21/15): Increased costs from this
amendment to state and local governments cannot be
determined. There will be additional regulatory costs ¢
enforcement activities associated with the production,
sde, use and possession of medical marijuana. Fees
offset some of the regulatory costs. Sales tax will likel
apply to most purchases, resulting in a substantial
Increase in state and local government revenues that
cannot be determined precisely. Theaut on property
tax revenues cannot be determined.
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Initiative Name

Ballot # and Description

LEGISLATIVE . .. Ballot #3: Proposing an amendment to the State
TAX EXEMPTION FOR Constitution to authorize a first responder, who is tota
TOTALLY AND andpermanently disabled as a result of injuries sustai
PERMANENTLY in the line of duty, to receive relief from ad valorem ta
DISABLED FIRST assessed on homestead property, if authorized by ge
RESPONDERS law. If approved by voters, the amendmikes effect
January 1, 2017.
LEGISLATIVE . .. Ballot #5: Proposing an amendment to the State

HOMESTEAD TAX
EXEMPTION FOR
CERTAIN SENIOR, LOW
INCOME, LONG-TERM
RESIDENTS,;
DETERMINATION OF
JUST VALUE

Constitution to revise the homestead tax exemption th
may be granted by counties municipalities for property
with just value less than $250,000 owned by certain
senior, lowincome, longterm residents to specify that
just value is determined in the first tax year the owner
applies and is eligible for the exemption. The amendn
takes effect January 1, 2017, and applies retroactively
exemptions granted before January 1, 2017.
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Florida Economic Outlook

The Florida Economic Estimating Conference met in July 2016 to revise the forecast for
the statebébs economy. As further updated by
Demographic Research, the latest baseline forecast continues to provide clear signs of
progress towards full recovery, but at a slightly slower pace than previously expected.
Underlying the forecast is the assumption tifna&t recovery has been underway since the

late spring of 2010, but still has a few years to go to regain normalcy attres®ard

While most measures have returned to healthy growth patterns by the end of Fiscal Year
201617, new construction still presents the notable excepliba.upside and downside

risksto the construction and housknglated forecastare fairly balanced; however, the

risks from thepotentialspread of active transmission Zika are unifortalfhedownside.

Beginning with Fiscal Yea200203 and runninghroughFiscal Year2011-12, Florida was on

an economic rollercoaster of extreme peaks and valldysrecovery period from the collapse

of the housing boom and the end of the Great Recession did not begin in earnest until Fiscal Year
201213, and evennowd s ome of the drags on Floridads eco
reference periods used throughthus discussion are economically driven and centric to the

Florida experience:

F 1 or Hodising Boom...Fiscal Years 2003 through 20096
Collapse of the Housing Boom...Fiscal Years 20@Gnd 200708
Great Recession...Fiscal Years 2@and 2009.0

Fragile Growth...Fiscal Years 2010 and 201112

Recovery Phase...Fiscal Years 2a®through 20186

Return to Normalcy...Fiscal Years 2018 and beyond

= =4 =4 -8 -8 -9

As indicated above, mosteasures of the Florida economy had returned tarpassed their
prior peaks by the close of the 2016 fiscal year. In this regard, alf the personal income
metrics about half of themployment sectorand all of the tourism counted topped the levels
last seen during the housing bodstill other measures were pagjisolid yeaoveryear
improvements, even if they were not yatk to peak performance levelaoking across the 50
states, the three mesidely used indicators of government financial health illustrate the
economic extremes the state faced to gdtitopoint.

One economic measure foemparing states the yeatto-year change in re&8tate Gross
Domestic Product(that is, all goods and services prodiioe exchanged within a staté)sing

the latest data revisions of this measure, Florida wasfoneto h e fast@rtgiowing &tates

from 2000to 2006, outperforming the nation during that entire period aaxhneg its peak
growth in 2005. With the enaf the housing boom and the beginning of the real estate market
correction in 2006 andd®7, the &te slipped into fouyears offlat or negatve growth (2008
through 2011). Wile Florida was not the only state to experience a significant deceleration in
economic growth prior to the Great Recession (California, NewmbArizona showed similar
houshg market trends), it was one of the hardest hit.
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the prior yearFor the entirety of the 2015 calendar year, State Gross Domestic Product (GDP)
showed Flada with real growth of 3. percentmoving Florida above the tianal average
(reported as 2.4 perceint2019 for the third year in a rown the first qarter of 2016, Florida
grew 2.1 percerdt an annual rateanking it 10th in the countryn termsof current dollars,

F1 or i d aarestigprodustseached $882.8 billion in 2048l above its housing boom

peak in 2007.

Year-Over-Year Growth in FL and US Real GDP
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Other factors are frequently used to gauge the healthiotlaridual state The first of these
measures ipersonal incomegrowthd primarily related to changes in salaries avaihes.

Quarterly personal income growth is particularly good for measuring-&rartmovements in

the economy. Using the latest revisedes, a story very similar to the GDP data emerges.

Fl or i akdobtise 2@Qla calendar year was stronger than 2014, even though personal income

for all states grew at the same rate as in 2D1d.

t his

regard,

Féabovei daods

the national averagd 8.4 percent registering 5.2 perceand ranking 6tlin the country for the

percent

change from the prior

year .

However

as a whole and ranked Fida 28th in the United Statddewly released data for the first quarter
of 2016 indicated some slowing in Hide relative to other states, dropping Florida tar&king
of 16th in the country.

Personal Income: Percent Change, 2015:1V-2016:1
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The key measures employmentare typicallyjob growthand theunemployment rat&Vhile

Florida led the nation on the gositle of these measures during the boom, the state performed
worse than the national averageshothmeasures from February 2008 udtily 2010 when

Florida lost jobs ah slower rate than the nation as a whirl@dugust 2010Floridaexperienced

its first overthe-year increase in jobs since JB@7.Six years lagr (July 201 , Fl or i dads
annual job growth rateds been positive forthe pastm@ nt hs. Fl ori dadés job n
recovering, bud aftereight yars it finally passed the housiaglated employmerieakthat

occurred in March 200However, passing the previous peak does not meaaithe thing
todayasitdidtherE | or i da 0 s -age papueation (ageld Z51) ltps been adding

people each mdh, so even more jobs need to be created to addregepbkation increase since

2007.In this regard,tiwould take the reation of an additional 920,00@bs for the same

percentage of the total populatibé years and over to be worgias was the case the peak.

However, a significant number of older Floridians who are currently out of the labor force may
never return to work because they aogv on dsability and / or they areearing retirement age.

If the universe isnsteadimited to the prime wrking-age population (aged Z#), then 370,000

jobs would need to be created for the same percentage of that age group toirg agonkas the

case at the peak

Seasonally Adjusted Nonfarm Jobs

Percent Change from Same Month Prior Year
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Suurce: FloridaDepartment of EcanamicOp partunity, Bureaw of Labor Market Statistis, Curent Employment Statsti Frogram in
camperation withth L5, Department of Labar, Buresu af Labor Statistics, August 15, 2016,

T h e s nanpleydent rate in July was lower than the nation as a whole p¢rtént, with
456,000obless persong.o put this in context, the rate had been as low as 3.1 percent in both
March and April2006 (the lowest unemployment rate in more thanytyears), before peaking
at 11.2 percent from November 2009 through Janaiy.

United States and Florida Unemployment Rates
{seasonally adjusted)
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cooperation withthe U.3. Department of Labor, Bureau of Labor $1atistiss, August 19, 2015,
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Several years ago, a conundrum appeared after reviewing thif glatbecreation had been

relatively stable, why had Florida seen a marked decline in its unemployment rate? The answer
appeared to lien thelabor force participation rateFlorida 6 s | abor force partic
recently peaked at GZercentfrom November 2006 to March 2008ince then, the participation

rate fas been generally declininghis declingnitially suppressed the unemployment rate as

people dropped out of theblar force or delayed entrance, excluding them from the

unemployment ratealculation.While the reported participation rate wstill a subdued8.5

percent in July 2016, the underlying details were posikiast importantly, emong all

unemployed, the sha of those reentering tha&bor force increased from 28.4 percent in July

2015 to 32.0 percetm July 2016. The share of all unemployed also iaseel for new entrants

from 10.7 percent in July 2015 to 12.2 perdantuly 2016 reversing a decline thhtais been

seen for most of the past ye@urrently, it is not clear what this dataggests. The increase in

the share of reentrants is generally encouraging, while the past decline in new entrants sent

mixed signalsThe data series is limited, butthéres s ome reason to believe
underlying employment picture is improving overall and may be returning to historic norms.

However, the significant size and composition of the {targn unemployed group (3fercentof
allunemployed inJulyy mayep conf ounding some of #eme trend r
unemployed share of dll h e  sunemplogetpsrsongankedit 4thamongstatedor the2015

calendar yeat

FIl ori dads average annual wage hatlseprelimiparycal 'y b
data for the 2016alendar yeashowed that itmproved very slightly to 87.4 perceoit the US
avera@. In 2014, the similar calculation was 87.2 percent, maftkihgor i dadés | owest p

since 2001In part, the lower than average wagengdias to do with the mix of jobs that are

growing the fastest in Florida. Not only is the LeisanelHospitality employment sector large,

it has seen some of the fastest growth. This
tourism industryFinal estimates for i5cal Year201516 indicate that a record 109 million

visitors came to Florida for an increase of 6.6 percent ageaFY ear201415.

Florida Average Annual Wages as a Percent of the US
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Source: U.S. Department of Labor, Bureau of Labor Statistics, Quarterly Census of Employment and Wages, www.bls.gov

6 Using unpublished data from the U.S. Bureau of Labor Statistics, Current Population Survey, 2015 annual
averages.
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To a great extent, tHeng recovery period fahe jobs sector is related to the outlook for

Flor i dads h oQosstrutctpn hasalastkmere jobs in this economic downturn than any
other sectarlt peaked in June 2006 with 691,900s and at the end of July 2016 was still down
234,600 jobs (33.percent) from that leveln Fiscal Year 2018.6, singlefamily private

housing startenly reached 69,900 or 38xrcent of their peak level. AnDPocumentary Stamp
Taxes, a strong indicator of housimgrket activity, were only 56 fdercent of their prior peak as
the fiscal year ended.

Overall, the housing market continues to trudge forward, but at an unevesppabteFamily
building permit activity, aatherindicator of new construction, remains in positive territory,
showing strong bacto-back growth in both the 2012 and 20H3ecdar years (over 30 percent
in each year)The final data for the 2014 calendar year revealed significantly slowing (but still
postive) activityd posting only 1.6 percent growth over the prior yéowever, calendar year
activity for 2015 ran well above ¢hsame period in 2014, single family data wasé&ighan the
prior year by 20.3 perceriDespite the strong percentage growth rates in three of the last four
calendar years, the level is still low by historic stand&ndst quite half othe longrun per

capita level. For the first sevenonths of the 2016 calendar year, sirigleily building permit
activity was running 14.5 perceover the same period the prior yearfalling below the 2015
annual growth rate.

Per Capita Building Permits - Single Family by Calendar Year
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Because construction activity continues to be sulgtamntionover the past few years has

focusedon the market for existing homes asugrstream indicatoof future construction need

The message here has also been mM#dle existing home sales vatoe in the 201%alendar

year exceededs 2005 pak thesales activity in the first sismonthsof 2016 has beesluggish

relative to last year. For this period, Florida is running well below its 2015 pace. In contrast,

FI ori dads exi s thavamughlydracked panal gaias ogeatheriirst smonths

of 2016, with the stat eSasawhoipstagingatramontthesamee | at i
ratio. Thesta@s medi an pr i ce iohthehational medas pri@@d within per cen
87.3 percent of its own peak reached during the housing boom. So far, the price increases have

not led to a surge in the number of listings.
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Calendar Year Sales as Share of 2005 Peak Year
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NOTE: 2016 percentage is projected based on six months of data.

The large inventory of unsold houses coming out of foreclosure coupled with the still difficult

credit market for residential loans continue to damp@hresidential construction activity and
existing homesales. Further exacerbating the situation, tirawative burden of student loans

and recent |

y

undertaken

aut o

debts appear to

residential creditSince a healthy housing market relies heavily on mortgages, these challenges

have a chilling effect. lRianced sales ended May 204i6h a only slightly higher sharef total
salesthan this segment had May 2015 (44.@ercentversus 44.@ercen), and even this
improved share is low by historical standards. Wihkeghare for RE@ndShort Sales has

drifted steadilydownward over this perigdhe share for Cash Sales has exhibited some recent

upward pressurafter initially declining

Homes Sales Trend - Distribution by Sales Type
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Interest rates continue to be low; ay&€ar note averaged 3.87 for closed notes in July. When
coupled with expded future growth in prices, alsduednterest rate environment leads to a

newconcern or, more accurately, the return ofanoldAre.c or di ng

to RealtyTr a

the highest share of flips in 2015 were Nevada (8.8 perddat)¢a (8.0 percent) Alabama
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(7.4 percent); Arizona (7.1 percent); and Ten
2015 was 5.5 percent of all single family home and condo sales; the peak was reached in 2005 at
8.2 percent. The Miami metro area had the most honpgediof any market in the nation in

2015, with 10,658, representing 8.6 percent of all Miarea home sales for the year and up 4

percent as a share of all sales from 2014

FORECAST RISKS AND IMPLICATIONS

With the residential construction marketstilk pect ed t o temper the grow
economy over the next few yearsetisksfocuson the actual pace of itecoveryrelative to the

moderately optimistic forecast adopted by the Economic Estimating Conference, especially in

light of future ratancreases by the Federal Open Market Committee (FOM@is regard, the

upside and downside risks are fairly balanced; however, the risks from the potential spread of

active transmission Zika are uniformly to the downside. Further, ongoing finararettm

developments are still a source of concern.

F | o r iPatedd Recoverilas Upside Risks, as well as Downside

Theactuapace of Fl oridabs recovery wil/ be driven
construction industryto revive.While the nationainventoryof unsold homebkasdeclined year

overyear for the past 14 monthbgsituation is more complicated in Floridaver the past

several years, homes coming out of the foreclosure process have tobseed st at eds unso
inventory of homes and will continue to do so in the fiean. Rivate sector data for the 2015

calendar year showed Florida had the second highest foreclosure rate among states, and second
guarter data of the 2016 calendar yearirtdiead t hat FIl ori dads forecl os.
percent above preecession levels

Part of the reason for the Florida difference lies within the length of time to process a
foreclosurePrior to the increase of foreclosures in 2007, the averagelésure took 169 days
or slightly less than six months to process. At the end of the first quarter in the 2016 calendar
year, a foreclosure took 1,018 days to process (about 2.8 years), compheathtmnal
average of 625 days. The abnormally lomgetito complete the foreclosure process slows the
placement of these properties on the méarlatd in the interim, the potential bubble of viable
homes that will ultimately hit the market continues to build. This atypical future increase to
supply is not rdécted in measures of current inventory. Moreoveigaificant share of the
remaining foreclosable homes have been delinquent for a longuiddeaccording to Black
Knight, 37 percenbf loans more than 5 years delinquent in Florida are not yet acinxallved
in the foreclosure process.

However, there is promising newdorida has been helped by decreasing delinquencies and
non-current loans which limit the incoming pipeline, rising home values and employment, and
reducech umber s of fi usaFdleorrw adt aedrso dGhuesrdisdimesvfeom a high of h
50 percentf all residential mogages to less than nipercentin the most read data. While

much improved, this level (about 8.5 percehall Florida loans in June) is stilldgh when
comparedo the country as a whole
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Delinquencies as Percent of Serviced Loans

8.00%
7.00%
6.00%
5.00%
2.00%
2.00% 7/ “‘“,‘ i e A N
2.00%

1.00%

Apr-16
Jun-16

o 9

e 30 days 60 days 90 days or more

Currently, the key housing market metrics do not show a return to their peak levels unl12020
(total construction expenditures), 2022 (median sales price for existing homes) and ZR2
(private residemdl constructbn expenditures)lhe rest either do not return to their peak at all
during the forecast horizon (construction employment; single and-famitly starts) or very late

in the period (private nonresid@l construction expenditures).

Perversely, propertsethat have been in the foreclosure process for a long time pose a potential

upside risk for the new construction foreaasising mortgage rates and construction loan costs

do not put the brakes onrecentactivityh e fishadow i nv e metinofareglasur® f h om
or carry delinquent or defaulted mortgages ma
that are distressed beyond realistic use, in that they have not been physically maintained or are
located in distressed pockets that will not edrack in a reasonable timefranTdis means that

the supply hasssentially become twitered viable homes and seriously distressed hoifies.

the extent that the number of viable homes is limited, new constructionameeyliack quicker

than expected.

Further, more buyers are poised to enter the markedybe more than anticipated in the

forecastln 2015, the first wave of homeowners affected by foreclosures and short sales are past
the severyear window generally needed to repair credlitd, while thereis no evidence yet,

atypical household formatiahat has persisted since the Great Recesgibaltimately

unwindd driving up the demand for housing

Assuming neither of the upside risks come to fruition, the rental market will continue to be

stressedin large part, this has to do with the restructured housing demand. After peaking at a
72.4 homeownership rate at the height of the boom, the rate has steadily détien2015
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percentage of 64.8 is the lowest since 1989, aiscbi¢élow the londermaverage for Florida.
Seconédquarter data for 201¢hows a further decline to 63.8 percéfithis level holds for the
year, it will be the lowest level for Florida in the-§€ar history of thetateseries.

The diverted homeowners, coupled with sh@tpreferences among Millennials, have caused
residential rental vacancies to tightéroagly in 2015 and early 2016 Whi | e Fiuar i dads
average rental vacancy rate is 10.7 percent, the second quarter data for the 2016 calendar year

has dropped t@.6 percent. Moving in tandem with the reduced supply, rental pressyras

now starting to ppear At the point the previous owneccupied homes have been fully

converted to occupied rental housing, rental affordabilégpecially for lower income Velsd
will reemerge as an issue.

Zillow Rental Data: Median Rent List Price, 2-bedroom
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