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Significant volatility in revenues hampers consistent
investments, challenging the state’s ability to plan and
execute stable budgeting.
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Oil production and wage growth led to record-high
revenue forecasts, but revenues are slowing

Oil and gas revenues
accounted for 38% of
projected general fund
increases in FY23 and 71%
in FY24. They are flat in
FY25 and FY26.

Investment income and
GRT revenue is projected
to drive revenue growth in
the future.

FY25 ending reserve
balance of $3.5 billion, or

33.9 percent.
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For example, the Legislature made significant investments
in education, childcare, healthcare, workforce, and public
safety.
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Tax changes passed in the last seven legislative sessions will reduce recurring
revenues by over $1 billion by FY26.

Tax and Revenue Changes by Fiscal Year
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Near term investments need to “make it count” for long
term sustainability of government finances

= Foster economic growth to beat current expectations. Investments today
need to result in transformational impacts on revenues tomorrow.

» Resist spending all recurring revenues on recurring uses, now and in the
future.

» |nvest short-term, peak production revenues for future use. E.g.,
endowments and trust funds.

= Extend five-year average protections on oil and gas related-revenues to
delay declines.

» Use short-term, peak production revenues for nonrecurring uses.




Indicators are slowing.

Labor Market
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Recession Risk to the Budget

General Fund Revenue and Budget Growth Sensitivity Analysis
(in millions)
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Federal action can jeopardize our
revenues and put pressure on spending

LFC Analysis of CBO Estimates for Impact of 2025 Budget Reconciliation Bill {millions)
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Production (kbblkd)

While energy analytics firms expect NM oil production to
continue growing for the next few years, production is
currently expected to peak in the 2030s.

Rystad Energy — New Mexico Long-Term Oil Production Outlook

T

“Recurring” or “nonrecurring”?

The state will face tough
choices in deciding how
to treat general fund
revenue growth from oil
and gas revenues moving
forward, particularly
when growing recurring
budgets

Focus on diversifying and
stabilizing state revenues

Some analysts are
predicting the Permian
peak as early as this year
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balancing near-term and long-term needs is constant.

The state’s budget needs are expected to grow, so
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HB 2: Public Schools Overview

Operational Funding for Public Schools

(in billions)
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Martinez-Yazzie vs. State of New Mexico

In 2014, plaintiffs alleged New Mexico was not meeting
constitutional obligations to provide sufficient funding
and programming for at-risk public school students.

In 2019, the District Court ruled that:

* Inputs (funding/programming) are inadequate,

* Outputs (student outcomes) are “dismal,” therefore

« Funding and Oversight are insufficient and should
be enhanced.

In 2020, the court also noted the lack of access to
Internet, devices, and IT support during school closures
caused substantial harm to at-risk students.

In 2024, the court order a remedial action plan from
PED, which must be submitted by November.

Key Findings

Achievement Gaps between at-risk
students and their peers in test scores,
graduation rates, and college remediation
rates.

Lack of Funds for programs and resources
that can close the achievement gap, such
as high quality teachers, appropriate
curricula, and extended learning time
programs.

Lack of Oversight by the Public Education
Department to ensure schools spent funds
on evidence-based programs for at-risk
students.




New Mexico National Test Performance

* National (NAEP) reading and math scores in New Mexico have remained relatively flat since 1992.
» Small year-to-year changes have occurred, but no consistent upward or downward trend has emerged.
* New Mexico continues to score below the national average in both subjects and grade levels.
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National Student Average Test Scores

Grades 3-8, 2009-2018 (Green = Positive, Blue = Negative)

7
bfverage Test Scores By School District .
in grade levels, relative to the U.S. average -3.5 U.5. average 2.5

Colors show students’ scores, in grade levels, relative to the national average (grades 3-8, 2009-2018).
Source: The Educational Opportunity Project at Stanford University
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National Student Learning Rates

Grades 3-8, 2009-2018 (Green = Positive, Blue = Negative)
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Source: The Educational Opportunity Project at Stanford University
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State Tests Show Gaps Remain Post Pandemic

Chronic Absenteeism Rates Reading Proficiency Rates Math Proficiency Rates
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Reading gaps persist over time

New Mexico Achievement Gap - Reading
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Attendance is associated with proficiency rates

Reading Proficiency Rates by Student Attendance
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High school graduation rates are higher but so are college
remediation rates

Graduation Rat'e |mpr9Vement: Class o 2024 Graduation Rates and SAT Proficiencies cHigh School
of 2024 graduation rate increased to 78 ™™

College Readiness
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Covid-19. Nationally, remediation is one Source: PED
of the strongest predictors of college
dropout.
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“What if” scenarios help break down performance
challenges into manageable amounts

« What if New Mexico were to achieve the national average for...

— High school graduation?

« 2,200 more students would need to graduate on time. Totals would be 40-50 students for
larger high schools and much less for smaller high schools.

— Graduation with a bachelor’s degree (in 6 years)?
» Less than 1,000 students spread across multiple institutions.

High School Graduation Rates Number of Additional NM Graduates Needed to
80,09 Match 2022 US Graduation Rate
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Closing Thoughts

= New Mexico has booming revenues, ongoing education litigation,
growing early childhood systems, and large Medicaid costs

= New Mexico is expected to see lower energy revenues in the next
few decades, which must be offset by other revenues sources to
address any potential growth in expenditures

= New Mexico needs to strategically target funding to what works
best, ensure effective implementation, and monitor spending and
changes in outcomes
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Phone: 505-986-4550
Email: Charles.Sallee@nmlegis.gov

QUESTIONS?
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