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Arizona’s $578M Projected Balance Is a Mirage — State
Faces Billions in Unfunded Obligations and Growing
Economic Risk

PHOENIX, Ariz. — While new legislative budget projections released Thursday in the state’s Finance Advisory Committee
meeting suggest Arizona may have $578 million in available revenue, that figure masks deep fiscal instability and billions of dollars
in unmet obligations, according to the Arizona Center for Economic Progress (AZCenter).

As lawmakers begin negotiations for the FY2027 state budget, AZCenter warns that Arizona’s revenue outlook is far more fragile
than it appears — and nowhere near sufficient to meet the state’s existing commitments to education, health care, child care, and
higher education.
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“This isn't a budget cushion; it's smoke and mirrors,” said Geraldine Miranda, assistant director of fiscal policy for AZCenter. “The
reality is that Arizona has far more obligations than available revenue — and the economic conditions driving recent revenue
growth are volatile, uneven, and unlikely to last.”

$578 million available — but billions owed

Even under optimistic assumptions, Arizona’s projected available revenue falls dramatically short of the state’s
known ongoing funding needs for the years FY 2026 through FY 2029.

The illusory $578 million budget cushion is dwarfed by $6+ billion in H.R. 1 tax conformity ($1.4 billion) and known funding needs,
including child care ($595 million), K—12 public education ($1.5 billion minimum), health care ($1.3 billion), and long-overdue
obligations to universities and community colleges (more than $1.3 billion).

“These are not wish-list items,” Miranda said. “Many of these are statutory obligations the state has already failed to meet — or
essential investments lawmakers routinely say they support but never fully fund.”

Revenue growth driven by a fragile, unequal economy

AZCenter also cautions that the $578 miillion figure itself is highly uncertain, as recent revenue growth is being driven by volatile
and uneven economic factors rather than broad-based economic strength.

Key warning signs include:
» Corporate income tax volatility, with monthly revenue swinging sharply above and below forecasts

» Slowing sales tax growth, including a sharp downturn in construction-related revenue tied to a slowdown in residential
building

» Income tax gains concentrated among high-income households, driven by capital gains rather than wage or job growth — a
hallmark of a K-shaped economy

» Speculative Al investment potentially masking deeper economic weaknesses
» Rising credit card delinquencies, signaling household financial strain and potential risk to future consumer spending

» Reduced immigration and workforce supply

Arizona is still paying for years of tax cuts

The AZCenter also pointed to the long-term impact of past tax cuts, which have narrowed the state’s ability to respond to
economic uncertainty and invest in public priorities — a dynamic explored in AZCenter’s recent analysis, “Karma’s a Budget:
Arizona’s Past Decisions Are Catching Up Fast.”

“Arizona has already given away billions in permanent tax cuts,” Miranda said. “Now lawmakers are being asked to consider even
more tax cuts at the exact moment the state can least afford them.”

Lawmakers should prioritize core needs — not more tax giveaways

As budget negotiations continue, AZCenter urges policymakers to resist additional tax cuts and instead focus on investments that
support the majority of Arizonans, including:

e Public K-12 education
e Child care and working families
» Health care and disability services

» Affordable higher education and workforce training
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“The budget math doesn’t lie,” Miranda said. “Arizona has a backlog of unpaid bills and growing economic risk. Pretending
otherwise only makes the eventual reckoning more painful.”

The Arizona Center for Economic Progress is a leader in advancing policies that create fairer tax codes which raise the revenue
needed to invest in education, affordable housing, health care, infrastructure and other supports needed to build thriving
communities and better economic opportunities for all Arizonans.

The Arizona Center for Economic Progress
P.O. Box 10481
Phoenix, Arizona 85064-0481
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