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1. Overview

This “white paper” is an update of a report prepared by the Consultant Team of
Alan Schlottmann and Marcus Conklin of UNLV, and John Restrepo of RCG

Economics for UNLV in April 2013 (http://www.rcgl.com/unlv-nevadas-pending-

2014-2021-fiscal-dilemma-a-cautionary-tale-of-federal-revenue-reductions/).

A diverse range of plans have been offered to address federal deficit reduction. In
total, almost 45 of these plans have been put forth suggesting solutions as a
response to what is considered an “unsustainable” national deficit.! Although these
plans may vary across the political spectrum, and differ in emphasis and design, it
is critical for Nevada policymakers to be aware of a fundamental common idea:

Significant reductions in nondefense federal spending to the state will occur.

For example, between federal fiscal year ("FFY”) 2012 and FFY 2013 there was a

range of federal cuts to many important programs in Nevada including:

e Title 1 (Comp Ed-Low Income Families) Local Education Agencies: -
$5,063,000

e Food Stamp Program (SNAP): -$51,462,000

e Special Education Basic State Grant: -$3,977,000

e WIC (Women, Infants, Children) Supplemental Feeding Program: -$128,000

¢ Unemployment Insurance State Administration Base Allocation: -$4,073,000

e Head Start: -$1,487,000

The discussion of reducing the deficit may be wrapped in terms, such as redefining
federal-state partnerships, or exploring new efficiencies at the state level. But the
practical reality is quite simple for Nevada policymakers: funding from federal

sources will decline from levels now taken for granted. For this reason, a
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response by the Governor and Legislature will be required in the biennium starting

FY 2015 to address these potential reductions.

There is no way to predict with certainty the exact nature, depth and allocation of
future reductions in federal funds to Nevada. However, it is important to note that
the current level of funding reductions associated with what is popularly termed
“Sequestration” are quite similar to those suggested in many of the most popular
proposed federal deficit reduction plans.? Therefore, this updated research paper
focuses on the Budget Control Act of 2011 ("BCA”), and the associated
Sequestration plan as the best possible template for Nevada policymakers to
prepare for. In this respect, the discussion of sequestration is to be viewed as a

“most likely” guide for future reductions rather than as a specific plan.

The research below provides an overview of current year changes for illustrative
purposes and a forecast of projected cuts from federal fiscal years (“"FFY") FFY 2014
through FFY 2021 to non-defense spending. An overview of likely proposed

reductions to defense spending is given in Appendix 2.

This report includes the final FFY 2013 budget numbers, as well as updated budget
cut percentage rates used to forecast FFY 2014 through FFY 2021. The forecast

also incorporates portions of the President’s Budget for FFY 2014 as an estimate of
how areas of the budget not covered under sequestration will change. Also, several

individual programs were reclassified into different Federal Departments.

It’s important to note that there has been no budget conference since 2010 between the US
Senate and the US House of Representatives, because both houses had vastly different
views regarding tax and spending policies. However, in December 2013, this situation
changed maybe not dramatically, but it did change. The lead budget negotiators (Patty
Murray (D)-Washington senator and Paul Ryan (R)-Wisconsin congressman) from both
houses revealed that a deal had been made. In December, 2013, the deal passed the Senate
by a vote of 64 to 36 and in House by a vote of 332 to 94. The bill was headed to President
Obama’s desk for his signature; and he is very likely to sign it (likely can update before the

paper is published to note it was signed). It steers federal government spending through 2015.




Specifically, It fixes total federal expenditures through FFY 2014 (began on October 1) and
FFY 2015. While this budget deal does not affect the results of this study, or the projected
impacts on state budgets, we are noting it herein an example of the fluid nature of how the

Sequestration process continues to change

In conclusion, in simple terms, the analysis herein suggests a forecasted
average reduction in non-defense transfers (federal base-budget lost) to
Nevada of about $33 million per year between FFY 2014 through FFY 2021
for total reduction of 10.3 percent ($333.2M).




CHART 1: TOTAL FEDERAL NON-DEFENSE FUNDING IN NEVADA: FFY 2013 to FFY 2021 (, 000)
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Source: 2013 FFIS Federal Funds Information for States and the Consultant Team.

The annual base-budget losses from FFY 2013 through FFY 2021 are illustrated in

Chart 1 above. These forecasts utilize the lower bound estimate of possible cuts in
order to present a more conservative approach to the serious issue facing Nevada,
its policymakers and its citizens. Thus, this report is meant to be a highly likely

future scenario.

This report uses the accepted terminology of “discretionary” versus “mandatory”
programs. The bulk of the sequestration cuts will go to the discretionary programs.
These programs are annually funded by Congress through appropriations bills and
whose budget Congress has the most control over. Mandatory programs, also
known as direct spending or entitlement spending, generally have an annual cost
that is determined by eligibility criteria established by law. Mandatory programs
include Social Security and Medicare. For a simple discussion, see “"Frequently
Asked Questions About Sequestration Under the Budget Control Act of 2011",

September 2012, House Budget Committee, US Congress, Democratic Caucus.?




FIGURE 1: NEVADA’S NON-DEFENSE FEDERAL SPENDING CUTS

Type of Nondefense Spending FFY 2012 vs. FFY FFY 2013 vs. FFY FFY 2014 vs. FFY
Reduction due to BCA 2013 2021 2021
Discretionary -1.6% -15.8% -13.7%
-$16.8M -$164.3 -$138.9
Mandatory 3.6% -8.7% -7.6%
$72.5M -$179.8 -$154.5
Discretionary/Mandatory 2.3% +7.7% +6.7%
$3.2M +510.9 +59.6
Total 1.8% -10.3% -8.9%
$58.9M -$333.2 -$283.8

Source: 2013 FFIS Federal Funds Information for States and the Consultant Team. Note: Numbers may not add due to rounding.

Figure 1 above shows a breakdown of the changes to Nevada’s non-defense
transfers.

When comparing non-defense transfers to Nevada from FFY 2012 to FFY 2013,
there is an increase in overall transfers of $58.9M (1.8%). This is mainly due to the
increase in funding for mandatory (entitlement) programs. The total also includes a

$16.8M loss in discretionary funding.

The loss in discretionary spending will increase over time, eventually reaching a
cumulative total of $138.9M between FFY 2014 and FFY 2021. Additionally, it is
estimated that mandatory transfers will be reduced by about $154.5M during this
period. There will, however, be a $9.6M increase in discretionary/mandatory
programs mostly comprised of Pell Grants, which are excluded from sequestration.
In total, there will be a projected $283.8M reduction in federal non-defense
program spending between FFY 2014 and FFY 2021 in the state of Nevada.

These cuts should not be considered a temporary measure, but rather a permanent
structural change in Nevada’s relationship to federal budgets. This will require

thoughtful planning now with respect to Nevada’s revenue and expenditures. While




this white paper is Nevada-specific, a similar dilemma faces all states to varying

degrees, depending on the level of federal revenues to each state.

This white paper focuses on the potential reductions in discretionary and mandatory
non-defense spending in Nevada. It first gives a background of the Budget Control
Act of 2011, which establishes the framework for the sequestration budget cuts. It
then summarizes the forecasted revenue reductions and which aspects of Nevada’s
budget will be most impacted by these reductions. It then addresses how the state
of Nevada might respond to these reductions. The paper then concludes with a
detailed breakdown of federal funding in Nevada by federal department. Two
appendixes are also provided in this report. The first is a statement of methodology
describing the forecasting methods used. The second appendix is an overview of

the potential reductions to the defense spending.




2. Background: Budget Control Act of
2011 and Sequestration: A Revenue
Reduction Example

In addition to agreeing on raising the debt ceiling via the BCA, certain procedures
were established to reduce future federal payments, including transfers to states
and localities. The BCA designated caps on the amount of revenues that could be
expended during annual appropriations process for the 10-year period ending in FFY
2021. The Congressional Budget Office ("CBO") estimates that this would lower
federal expenditures by $917B during the period.

These caps were extensive and apply to the total amount of discretionary
expenditures. For the first two fiscal years of the period, the caps affect two groups
of payments: non-security (non-defense) and security (defense). By and large,
decreases were to be applied evenly between the two types of expenditures. The
compulsory cutbacks in the two groups were then applied to discretionary and
mandatory expenditures proportionately. It is reasonable to assume that such a

procedure or template will be utilized in any future federal deficit reduction plan.

In the case of the remaining years, a threshold on all discretionary expenditures
was fashioned. Conclusions regarding the way these caps will impinge on particular
agencies, departments or programs nationally and in federal grants to the states
will be the responsibility of Congress and the President during the normal
appropriations course of action. The BCA caps can’t be put aside by a sole
Congressional chamber. If the caps are surpassed, the BCA requires
“sequestration”, which is a programmed, mainly wholesale termination of budgetary

assets.




The BCA agreement also established a Joint Select Committee on Deficit Reduction
(“the Supercomittee”) tasked to create legislation to lower the federal deficit by a
minimum of an extra $1.5 trillion during the 10-year period. The Supercommittee
was comprised of the same number of Democrats and Republicans from the Senate
and the House of Representatives; It had broad power to write a plan to lower the

federal deficit.

Additionally, if Congress and the President did not pass a joint committee bill
lowering the deficit by a minimum of $1.2 trillion during the 10-year period ending
in FFY 2021, there were unwelcome effects. Not ratifying such a bill by January 15,
2012 would initiate programmed spending cutbacks. These cutbacks involved the
sequestration noted above. The result: if a Supercommittee bill were not ratified by
January 15, 2012, on January 2, 2013 the spending power of humerous federal
departments and agencies would be lowered. And this is exactly what happened
and where we are today - A potential “fiscal cliff” in Nevada starting in the state’s
2015 fiscal year. Annual (FFY 2013-FFY 2021) direct expenditure decreases were to
be attained via sequestration. Decreases were to be realized in the first year (FFY
2013) in the case discretionary expenditures. From FFY 2014 through FFY 2021, the
decreases in discretionary expenditures were to be attained by lowering legislative
thresholds on discretionary payments for security and non-security activities, not by

automatic universal cuts to each group.

Starting in FFY 2014, Congress and the President will decide how spending cuts are
achieved through the yearly appropriations process in the case of discretionary
spending. It is important to note that a number of programs, like Social Security
and Medicaid, were spared from sequestration. And in the case of Medicare, federal

payment decreases were limited to two percent.

This automatic expenditure cuts process was supposed to help policy makers agree
on deficit reduction to include defense and non-defense expenditures to persuade

lawmakers to compromise on lowering the deficit, based on establishing specific




priorities. It was hoped that the Congress would prefer this to universal cuts. Again,

this did not happen. Thus, Nevada is faced with the specter of sequestration.




3. Cost Shifting to Nevada: Why It
Matters and a Summary of the
Forecasted Revenue Reductions

Deficit reduction plans under all of the most likely scenarios tend to mirror current
sequestration plans. These potential cuts lead to a variety of revenue reductions for
Nevada. The following data is according to the Federal Funds Information for the
States (“FFIS"”). The forecast methodology is described in Appendix 1, and a table

of the results is shown in Table A-1.

It is important to note that Nevada faces these future revenue reductions while still
dealing with the effects of the “"Great Recession” which wreaked havoc on the
state’s economy and its residents. The state economy continues to struggle in its
recovery, especially as it relates to the job market, and there are is absolutely no
evidence that Nevada will enjoy a “V-style” recovery. Thus, Nevada will face

potential revenue reductions at a critical time of slow economic growth.

Health and Human Services ("HHS"”) Funding Cuts. Fortunately, HHS spending
in Nevada will be partially spared from sequestration. Between FFY 2012 and FFY
2013, spending rose by 6.8 percent or by $94.9M. Spending in FFY 2013 was
$1.485B compared to the FFY 2012 spending of $1.390B. However, starting in 2014
this trend will reverse and cuts will begin to be significant. The Consulting Team
estimates that between FFY 2014 and FFY 2021 the total reductions to HHS
spending will be 14.9 percent ($216M).

Transportation and Agriculture are a special case. It is interesting to note that
much of the U.S. Department Transportation’s ("DOT"”) and Department of
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Agriculture ("DOA") spending is exempt from BCA/sequestration. The Consultant
Team’s research indicates that DOT funding in Nevada increased by 0.6 percent
between FFY 2012 ($439.2M) and FFY 2013 ($442M). The DOA spending did
decrease by 5.3 percent from FFY 2012 ($730M) and FFY 2013 ($691.4M). However
it is projected to increase each year in our forecast. Using the President’s 2014
Budget as a guideline, the Consultant Team projects funding to rise in these
departments by 1 percent each year from FFY 2014 to FFY 2021.

Other non-defense spending in Nevada. Although all federal non-defense
transfers to Nevada rose by 1.8 percent from FFY 2012 ($3.188B) to FFY 2013
($3.247B). When we exclude the cuts to Health and Human Services, and the
increases to Transportation and Agriculture, our forecasts show an average annual
reduction of 3.4 percent ($19.2M/year) from FFY 2014 through FFY 2021.
Cumulatively, the total reduction in federal non-defense spending in Nevada,
including HHS, Transportation, and Agriculture is projected to be $333.2M for the
FFY 2014 to FFY 2021 period.

Cuts to Nevada vs. Solely Federal-Only Cuts. One of the reasons that federal
funding to the states, including Nevada, is scheduled to see such significant cuts is
that it appears the White House and Congress are not going to allow profound
reductions to entirely federal non-defense discretionary spending agencies like the
Veterans Administration, the FBI, the Centers for Disease Control, Homeland

Security and the Social Security Administration.

The Overall Effect: Non-Defense Funding for State and Local Services. As a
summary of the forecast, between FFY 2006 and FFY 2012 federal non-defense
spending in Nevada averaged 2 percent of Gross State Product ("GSP”). However,
more recently, between FFY 2010 and FFY 2012, federal non-defense spending was
2.4 percent of GSP each year. The Consultant Team estimates that non-defense
spending in the state will represent 2.4 percent of GSP again in FFY 2013. Between
FFY 2013 and FFY 2021, the Consultant Team projects that GSP will grow by 1.5

percent per year. Based on its non-defense federal spending forecast, the
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Consultant Team expects that by 2021, federal cuts/sequestration-related changes
will reduce this spending to 1.9 percent of GSP. These percentages are shown in
Chart 2 below.

CHART 2: ACTUAL & FORECASTS: NON-DEFENSE FEDERAL SPENDING IN NEVADA AS A PERCENT OF
GROSS STATE PRODUCT: 2006-2021
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Source: Bureau of Economic Analysis, International Monetary Fund’s October 2012 annual average inflation 2011-2017 forecast
for the US, FFIS and the Consultant Team.

While it is continuing subject of debate in Nevada, these reductions in federal
payments to the state will put additional stress on its budget, and, indirectly, to the
budgets of local governments around the state. They will essentially lower the
number of jobs that Nevada and its municipalities create, slowing the rate of
Nevada’s recovery, and putting pressure on the adequate delivery of services to

residents.

Using modern tax elasticity models and base-level data on sources of tax revenues,
a comprehensive statistical study of the Nevada tax system strongly suggests that
normal growth of the Nevada economy will not provide additional revenues to

replace lost federal funds. Based on issues of both growth and variability in the

12




major tax instruments of Nevada, Schlottmann and Conklin found that revenue
growth in the Nevada tax system tracks growth in the overall economy but it does

not provide extra-normal sources of revenue.*
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4. Federal Spending Reductions and
Nevada’s Response: No Easy Option

Nevada policymakers will have to respond to the ongoing effects of long-term
reduction in federal payments to the state brought about the BCA/sequestration, or
alternative budget proposals which often mirror similar reductions in federal
funding.

The Nevada policy response could take a number of forms: Tax increases, service
cuts, re-prioritizing of spending or a combination of all three. There is no costless
solution. In any case, if Nevada chooses to supplant lost federal funding by using
state resources, this will represent a direct funding shift to the state due to federal
cutbacks. Potential implications of these cuts are discussed below by federal

department and agency.

As we have stated, federal policy makers are unlikely to allow deep cuts to
Medicare and Social Security for current beneficiaries or those who will be retiring
in the next few years. Additionally, while defense spending is also subject to the
BCA, there is very little appetite by federal policy makers to reduce federal
spending caps on defense since the BCA/sequestration is already calling for an
average of 9.25 percent cuts per year between FFY 2014 and FFY 2021 cuts.” This
means that’s highly unlikely that the future funding caps will be raised or that cuts
will reduce to other types of non-defense spending. This is why federal transfers to
the states are facing such large cuts - it appears to us that federal policymakers

hypothesize that states can raise taxes to fill the federal spending gap.
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Nevada’s “Most Impacted”

In our opinion, there are two major concerns with future federal spending cuts to

Nevada:

¢ Non-defense discretionary programs (e.g., primary and secondary education,
assorted health care services (other than Medicaid) and infrastructure (other
than transportation) directly benefiting Nevada that are appropriated by the

federal government yearly to the states.

e Entitlements, excluding Medicare and Social Security, (e.g., Medicaid, Food
Stamp State Administration, Children’s Health Insurance Program (“*CHIP”) and

Temporary Assistance for Needy Families).

The Departments of Transportation and Agriculture funding to Nevada are
essentially being held harmless since they are exempt from the BCA/sequestration
cuts. As noted above, federal spending in these departments is projected to
increase by 1 percent each year from FFY 2014 to FFY 2021.

Growing Service Demands and Caseloads

As an example of rising service demands, according to the 2012 "The Condition of
Education 2012" report released in May 2012 by the National Center for Education
Statistics ("NCES”), public school enrollment in pre-kindergarten through 12" grade
rose in 41 states between 1989-1990 and 2010-2011, with the largest jump in
Nevada at 134 percent.® Between 2010-11 and 2021-22, Nevada is estimated to
experience the second highest rise in total enroliment at 21 percent. From pre-
kindergarten through 8 grade, enrollment in Nevada is forecasted to grow by
nearly 21 percent. In grades 9 through 12, enroliment in Nevada is projected to
rise by 8.2 percent by the 2021-22 school year. Obviously, any reductions in

federal funding are a potential problem.
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Regarding the share of school funding coming from the state, according to The
Condition of Education 2012, Nevada had the second lowest amount at 31 percent
followed by Illinois at 28 percent report for the 2008-2009 school year (the latest
available data). Unfortunately, as discussed below, this will be exasperated with the

projected BCA/sequestration cuts.
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5. Nevada Revenue Declines: The
Details by Federal Department

The following discussion presents the Consultant Team'’s review of FFY 2006 to FFY
2013 and forecasted FFY 2014 to FFY 2021 non-defense federal funding in Nevada.
It should be noted that these forecasts are developed only at the department level,
not for individual programs. For a description of the methodology used to develop
the forecasts for each department refer to Appendix 1. The results of the forecast

can be found in Table A-1 and the following charts.

As a basis for the following discussion, the Consultant Team developed two charts
to show the most recent (FFY 2013) share of non-defense federal spending in
Nevada. Chart 3 provides an overview of total spending, segmented by
discretionary, mandatory and discretionary/mandatory, by year, from FFY 2006
through FFY 2013. Chart 4 shows a percent breakdown by federal departmental
funding for FFY 2013.

CHART 3: TOTAL NON-DEFENSE FEDERAL FUNDING TO NEVADA: FFY 2006-FFY 2013, BY TYPE (, 000)
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CHART 4: NON-DEFENSE NEVADA FEDERAL FUNDING, PERCENT BY PROGRAM: FFY 2013
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The charts above provide the frame of reference for the forecasts, by department,
which now follow. The federal fund transfers for each department represent major

programs for Nevada partially funded by such federal transfers.

Department of Agriculture

According to FFIS, 21.3 percent or $691.4M of the $3.247B in non-defense federal
grants to Nevada in FFY 2013 came from the U.S. Department of Agriculture
("USDA"). Between FFY 2006 and FFY 2013, USDA funding in Nevada rose by
$448.6M or by 185 percent. This massive rate of growth was largely due to the
federal government responding to the severe needs of Nevada residents wrought by
the Great Recession. For example, the Food Stamps program (SNAP) jumped by
260 percent between FFY 2006 ($137.2M) and FFY 2013 ($494.4M).

The top three programs in FFY 2013 were SNAP payments ($494.4M), the Child
Nutrition programs ($136.3M) and the WIC programs ($47.5M). Combined, they
represented over 98 percent of the USDA funding to Nevada in FFY 2013. The first

18




of two of these programs are mandatory and the last is categorized as
discretionary. From FFY 2014 to FFY 2021, USDA payments to Nevada are
projected to increase by 4.4% ($30.5M). This increase is due to the fact that
mandatory programs are largely excluded from the sequestration cuts.

Department of Commerce

The FFIS data notes that .05 percent or $1.5M of the $3.247B in non-defense
federal spending in Nevada in FFY 2013 came from the U.S. Department of
Commerce (*DOC"). The largest portion of this funding was for infrastructure
projects under the EDA-Public Works program. This made up 73.2 percent ($1.1M)
of the total DOC spending.

Between FFY 2006 and FFY 2013, DOC spending in Nevada fell 56.4 percent
($1.9M). From FFY 2014 to FFY 2021, DOC transfers to Nevada are projected
decrease by 30.2 percent ($423,000).

Department of Education

According to FFIS, 12.4 percent or $402.1M of the $3.247B in non-defense federal
transfers to Nevada in FFY 2013 came from the U.S. Department of Education
("DOEd"). The top three programs in FFY 2013 were the Comp Ed (Title 1)
programs ($106M), the Special Education Basic State Grant ($66.8M), and the Pell
Grants ($146M). These programs represented 77.6 percent of the total DOEd

transfers to Nevada.

Between FFY 2006 and FFY 2013, DOEd funding in Nevada rose by 46.8 percent
($128.2M). From FFY 2014 to FFY 2021, DOEd payments to Nevada are expected
decline by 16.7 percent ($65.3M). Reductions in this category of federal transfers
would largely affect high-poverty schools, since many of these federal transfers are

largely focused on these types of schools.
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By way of background, "The Condition of Education 2012” report noted most
administrators surveyed stated that sequestration funding reductions would
“reducing professional development (69.4 percent), reducing academic programs
(58.1 percent), eliminating personnel (56.6 percent) and increasing class size (54.9

percent).”’

To reiterate, the current sequestration is not a limited one-of-reduction
in funding but is directly related to long-term changes in funding to Nevada and

other states.

Department of Energy

FFIS also reported that .02 percent or $545,000 of the $3.247B in non-defense
federal grants to Nevada in FFY 2013 came from the U.S. Department of Energy
(“"DOE") for two areas - the State Energy Program and the Weatherization

Assistance Program.

Between FFY 2006 and FFY 2013, DOE funding in Nevada dropped by 56 percent
($695,000). From FFY 2014 to FFY 2021, DOE payments to Nevada are projected to
decline by 30.2% ($156,000).

Department of Health & Human Services

According to FFIS, 45.7 percent or $1.485B of the $3.247B in non-defense federal
grants to Nevada in FFY 2013 came from the U.S. Department of Health and
Human Services ("HHS"”). The top three HHS programs in FFY 2013 were the
Medicaid programs, including the Vendor Payments and Administration, the
Temporary Assistance for Needy Families program, and the Foster Care program.
These programs represented 80.8 percent of the total HHS spending. These are all

mandatory programs.
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Overall, Between FFY 2006 and FFY 2013 HHS funding in Nevada jumped 51.5
percent ($504.7M). Between FFY 2014 and FFY 2021 HHS payments to Nevada are
projected to decline 14.9 percent ($216M).

Department of Homeland Security

The FFIS calculates that .32 percent or $10.4M of the $3.247B in non-defense
federal grants to Nevada in FFY 2013 came from the U.S. Department of Homeland
Security ("HS"”). Approximately 40.7 percent ($4.2M) of this funding was for
Emergency Management Performance grants. In addition, 33.3 percent ($3.5M) of

this funding was for the State Homeland Security grant program.

Between FFY 2006 and FFY 2013, HS funding in Nevada dropped by 15.6 percent
($1.9M). Between FFY 2014 and FFY 2021 HS payments to Nevada are estimated to
decline by 30.2 percent ($3M).

Department of Housing & Urban Development

Per the FFIS, 1.4 percent or $46.7M of the $3.247B in non-defense federal grants
to Nevada in FFY 2013 came from the U.S. Department of Housing & Urban
Development ("HUD"). The majority of this funding was related to two programs -
$14.6M for Community Development Block Grants-Entitlement (Local), and $14.5M
for Public Housing Operating Fund. These two programs represented 62.2 percent
of the total HUD payments to the state.

Between FFY 2006 and FFY 2013, HUD funding in Nevada fell 20 percent ($11.7M).

Between FFY 2014 and FFY 2021 HUD payments to Nevada are projected to decline
by 30.2 percent ($13.4M).
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Department of the Interior

According to FFIS, 1.5 percent or $50M of the $3.247B in non-defense federal
grants to Nevada in FFY 2013 came from the U.S. Department of the Interior
("DOI"). This was mainly due to one program, BLM-Payments in Lieu of Taxes
which made up 46.7 percent ($23.4M) of the total DOI spending.

Between FFY 2006 and FFY 2013, DOI funding in Nevada jumped by 48.2 percent
($16.3M). Between FFY 2014 and FFY 2021 DOI payments to Nevada is expected to
fall by 30.7 percent ($14.5M).

Department of Justice

According to FFIS, .5 percent or $16M of the $3.247B in non-defense federal grants
to Nevada in FFY 2013 came from the U.S. Department of Justice ("D0J”). The
majority of this funding was for the Criminal Victims Fund programs ($8M), and the
State Criminal Alien Assistance program ($3.8M). These two programs accounted
for 73.7 percent of FFY 2013 DOJ funding to the Nevada.

Between FFY 2006 and FFY 2013, DOJ funding in Nevada dropped 5.9 percent
($1M). Between FFY 2014 and FFY 2021 DOJ payments to the state is estimated to
decrease by 30.4 percent ($4.6M).

Department of Labor

The FFIS reports that 2.3 percent or $75.2M of the $3.247B in non-defense federal
grants to Nevada in FFY 2013 came from the U.S. Department of Labor ("DOL").
The largest portion of this funding was for the various Workforce Investment Act
programs ($32.6M). The second largest DOL transfer to Nevada during FFY 2013
was for the UI State Administration Base Allocation program ($32.8M). Combined,
these two programs accounted for 87 percent of DOL spending in the state during
FFY 2013.
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Between FFY 2006 and FFY 2013, DOL spending in Nevada jumped 58.6 percent
($27.8M) in an attempt to mitigate the impacts on the state’s workforce resulting
from the Great Recession. Between FFY 2014 and FFY 2021 DOL transfers to
Nevada are projected to decrease 30.2 percent ($21.6M).

Department of Transportation

The FFIS estimated that 13.6 percent or $442M of the $3.247B in non-defense
federal grants to Nevada in FFY 2013 was from the U.S. Department of
Transportation ("DOT”). The largest shares of this funding were for the FHWA-
National Highway Performance Program ($200.3M), Surface Transportation
Program ($92.1M), and Airport Improvement Program ($41.5M). These three
programs represented 75.6 percent of federal transportation spending in the state
in FFY 2013.

Between FFY 2006 and FFY 2013, DOT spending in Nevada jumped 33.2 percent
($110.1M). Between FFY 2014 and FFY 2021 DOT spending in Nevada is estimated
to increase by 7.2 percent ($32.2M).

Environmental Protection Agency

According to FFIS, 0.81 percent or $26.2M of the $3.247B in non-defense federal
grants to Nevada in FFY 2013 came from the U.S. Environmental Protection Agency
(“"EPA"). The largest shares of this funding went to the Drinking Water SRF Grant
($8.4M), the State and Local Air Quality Management program ($7.2M), and the
Clean Water SRF Grants ($6.5M). Together, these two programs received 84.5
percent of all EPA transfers to the state in FFY 2013.

Between FFY 2006 and FFY 2013, EPA funding in Nevada grew by 35.8 percent
($6.9M). Between FFY 2014 and FFY 2021, EPA spending in the state is forecasted
to decline by 30.2 percent ($7.5M).
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All Other

In addition to the Departments listed above, the FFIS also includes an “All Other”

category. None of the non-defense federal transfers to Nevada fell in this category.

24




Appendix 1: Forecasts and Revenue
Declines for Nevada: Statement of
Methodology

Premise: The approach undertaken by the Consultant Team focused on non-

defense discretionary and mandatory transfers to the State of Nevada. A brief
discussion of defense spending in Nevada is included in Appendix 2. Our research
was largely based on data obtained from Federal Funds Information from the States

(http://www.ffis.org)®. FFIS is “a subscription service jointly created by the National

Governors Association and the National Conference of State Legislatures. Our

primary mission is to track and report on the fiscal impact of federal budget and
policy decisions on state budgets and programs. This information is maintained in a
database of more than 200 federal grant-in-aid programs and is disseminated to

subscribers through a regular series of reports and briefs.”

Baseline Assumptions:

The Consultant Team established a set of baseline assumptions to identify how
sequestration is likely to affect Nevada. Using FFIS data, we selected FFY 2013 as
the base-year, although federal funding data from FFY 2006 to FFY 2012 was also
included. The forecast period was for FFY 2014 to FFY 2021.

Another important assumption was that the funding caps and percentage cuts
identified in the BCA would be used to develop the forecasts for Nevada’s federal
funding reductions. These cuts were only applied to the programs identified by the

FFIS as “"Covered” under sequestration. The percentages used are clearly outlined

25



http://www.ffis.org/
http://www.nga.org/
http://www.nga.org/
http://www.ncsl.org/

Appendix 1: Forecasts and Revenue Declines for Nevada:
Statement of Methodology

in a letter addressed to the Speaker of the House of Representatives from the
Office of Management and Budget®. For Discretionary and Discretionary/Mandatory
programs covered by sequestration a reduction of 5 percent per year was used. For
Mandatory programs covered by sequestration a reduction of 5.1 percent per year

was used.

In addition to the programs identified by the FFIS as “Covered” under
sequestration, other programs were identified as either “"Exempt” or
“Covered/Exempt”. The majority of these programs were projected to increase at a
rate of 1% per year. This estimated increase was taken from the President’s 2014
Budget, which is also included in the FFIS data. There were however, several
Mandatory programs within the Department of Health and Human Services which,
even though identified as "Exempt” from sequestration, are still projected to be cut

by 2 percent per year due to the BCA.

Additionally, the caps identified herein are in nominal terms, meaning that they
have not been adjusted for inflation. This was done to avoid confusion with
comparisons to alternative federal deficit reduction plans, which often use
forecasted federal budgets under a two-percent price increase (consistent with the
stated price target of the Federal Reserve System). As previously noted, alternative
plans are shown on the Committee for a Responsible Federal Budget website (see
endnote 1 and endnote 2). Many of these plans appear to suggest a one-year
temporary freeze to current levels of cuts during final formulation of the longer

term deficit plan for some components.

A detailed breakdown of the results of our forecast is shown in Tables A-1 and A-2

below:
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Appendix 1: Forecasts and Revenue Declines for Nevada: Statement of Methodology

TABLE A-1: ALL FEDERAL NON-DEFENSE TRANSFERS TO NEVADA, FFY 2006 TO FFY 2021 (PROJECTED)

(Al $in '000)

Forecasted Federal Transfers to Nevada (,000)

Cumul.[Avg.: 2014-

ANl Federal Non-Defense Transfers to Nevada FFY2006  FFY2007 FY2008 FFY2009 FFY2010 FFY2011 FFY2012 FFY2013 |  FPY2014  FEY20IS Y2016 FFY20L7 Y2018 FFY201 FRY2000 FRY201 01
Department of Commerce 3wl m| s e Q] | s o 331 stoedl  staor| suaa  suosa|  sio| <o %9431
Department of Education mses| 81351 s20163) $332488 $34140) 401656 $400331| 402,03 30317 798| $368753| 380l S92 30907 $33710 6325013 $2,845443
Department of Energy s suam s o sl s sl sss o1 % w6 sl sl sa0] s 36 3,48
Department of Health & Human Services $980,437] 1,055,729 $1,084,159] $1,122,131{ $1,243530] $1,255,746| $1,390,153] $1,485,200]  $1,450,804{ $1,417,424] $1,384,931| $1,353,204] $1,322,488| $1,292,486] $1,263,261] $1,234,790 $10,719,478
Department of Homeland Security s96| S0l sisa8l si6319  s1s7ol s123%|  $990| 810381 gl 9367 el s ssos|  snee|  snom| 68 $66,3%
Department of Housing & Urban Development 68300 Ssso7| o513 ss7mS|  seLgne|  Sssou|  sdsass| 4678 sudor| 18l saoom| 3069 s36l65| 4351  $0.639 31007 $298,892
Department of Justice sl S| s1s%9|  sis039|  S1726  s19.037 $l67s|  Si60M s Sides sz S3oal| s ST S8 10599 $102375
Department of Labor anasy| o693l ssa07|  smaess| SRl Smen|  sisas|  $75% 476 S7902  SeAsor| 6128  $5818| 855307 $2542 49915 $481,149
Department of the Interior 6 3276 0593 5898 5309  Sa6lde|  8e1s| 50,013 srdes| s T 0S| sss07| 36| S 3917 $318,492
Department of Transportation SBL9%8| $3902%3| SA04804 $A29415 480180 SAT9T60| 439263 SA42,038 g aso| SAs09%3| A543 SAs998T| SAeAsT| 469233 SAT3aNs| 478 664 $3,699,210
Department of Agriculture 853 54786 s3087 Saant| ssone1o| <6831 $7a008e| $691,4 soo500 60889 STonsa| 707,039 $71nd13| $7AS96e| $T0,692] 725,588 $5,677,441
Environmental Protection Agency s9301  S031| s1sace|  sisdmel 06| S| Swsm s smoos| 3660  suam| S| sose|  s19m|  s1s30e 17393 $167,6%5
Total $2,022,011 | $2,167,308 [$2,317,249 | $2,577,760 [ $2,964,526 | $3,055,683 [$3,188,416 |$3,247,320 | $3,197,887 (43,150,857 | $3,106,138 |$3,063,637 | $3,023,265 | $2,984,939 | $2,948,578 | $2,914,106 $24,389,407
% Annual Change 1% 6% 1% 0% 3% 4% 18% R I N7 BN/ R /| R /| R/ R 13%
$ Annual Change || 145,007 | s149941| 260511 | $386767| 491,156 | $132734| $58.908 (s49,438) (547,030)| (saa719)| ($42500)| (s40372)| ($38326)| ($36360)| ($34472) ($333,218)

FFY = Federal Fiscal Year

Source: 2013 FFIS Federal Funds Information for States.
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Appendix 1: Forecasts and Revenue Declines for Nevada: Statement of Methodology

TABLE A-2: DETAIL BREAKDOWN FEDERAL NON-DEFENSE TRANSFERS TO NEVADA, FFY 2013 TO FFY 2021 (PROJECTED)

(All $in '000)
FFY 2013 FFY 2014 FFY 2015

FFY 2013 FFY 2013 Covered/ FFY 2013 FFY 2014 FFY 2014 Covered/ FFY 2014 FFY 2015 FFY 2015 Covered/ FFY 2015
All Federal Non-Defense Transfers to Nevada Covered Exempt  Exempt Total Covered Exempt Exempt Total Covered Exempt  Exempt Total
Department of Commerce $1,475 S0 S0 $1,475 $1,401 S0 S0 $1,401 $1,331 S0 S0 $1,331
Department of Education $262,893 $139,200 So[  $402,093 $249,725|  $140,592 So[  $390,317 $237,217| $141,998 So[  $379,215
Department of Energy $545 Nl ] $545 $518 S0 S0 $518 $492 Nl S0 $492
Department of Health & Human Services $152,642| $1,332,459 S0| $1,485,100 $144,995| $1,305,810 S0| $1,450,804 $137,731| $1,279,693 SO| $1,417,424
Department of Homeland Security $10,381 S0 S0 $10,381 39,861 S0 S0 $9,861 $9,367 S0 S0 $9,367
Department of Housing & Urban Development $46,738 S0 ] $46,738 $44,401 S0 ol $44,401 $42,181 $S0 S0 $42,181
Department of Justice $16,044 S0 S0 $16,044 $15,234 SO SO $15,234 $14,465 S0 S0 $14,465
Department of Labor $75,238 S0 S0 $75,238 $71,476 S0 S0 $71,476 $67,902 S0 S0 $67,902
Department of the Interior $50,013 S0 S0 $50,013 $47,465 S0 S0 $47,465 $45,047 S0 S0 $45,047
Department of Transportation So[ $241,703| $200,335| $442,038 SO[ $244,120| $202,338| $446,459 SO| $246,562| $204,362| $450,923
Department of Agriculture $55,128| $636,314 So[  $691,442 $52,367 $642,677 SO[  $695,044 $49,745 $649,104 SO[  $698,849
Environmental Protection Agency $26,217 S0 S0 $26,217 $24,906 S0 S0 $24,906 $23,660 S0 S0 $23,660
Total $697,313 | $2,349,676 | $200,335 | $3,247,324 $662,349 |$2,333,199 | $202,338 | $3,197,887 $629,138 | $2,317,357 | $204,362 |$3,150,857
Discretionary Federal Non-Defense Transfers
to Nevada
Department of Commerce $1,475 S0 S0 $1,475 $1,401 S0 S0 $1,401 $1,331 S0 S0 $1,331
Department of Education $239,750 $0 so| $239,750| | $227,763 $0 so| $227,763 $216,374 $0 so| $216,374
Department of Energy $545 S0 ] $545 $518 S0 S0 $518 $492 S0 S0 $492
Department of Health & Human Services $135,910 S0 $0| $135,910 $129,114 S0 S0| $129,114 $122,659 S0 S0|  $122,659
Department of Homeland Security $9,356 S0 S0 $9,356 38,888 S0 S0 $8,888 $8,444 S0 S0 $8,444
Department of Housing & Urban Development $46,738 S0 S0 $46,738 $44,401 S0 S0 $44,401 $42,181 S0 S0 $42,181
Department of Justice $8,022 Nl ] $8,022 $7,621 S0 S0 $7,621 $7,240 Nl Nl $7,240
Department of Labor $75,238 S0 S0 $75,238 $71,476 SO SO $71,476 $67,902 SO S0 $67,902
Department of the Interior $2,687 $0 $0 $2,687 $2,553 $0 $0 $2,553 $2,425 $0 $0 $2,425
Department of Transportation So[ $241,703| $200,335| $442,038 SO[  $244,120| $202,338| $446,459 SO| $246,562| $204,362| $450,923
Department of Agriculture $51,179 $527 ] $51,707 $48,620 $532 S0 $49,153 $46,189 $538 S0 $46,727
Environmental Protection Agency $26,217 S0 S0 $26,217 $24,906 S0 S0 $24,906 $23,660 S0 S0 $23,660
Total $597,118 | $242,230 | $200,335 | $1,039,683 $567,262 | $244,653 | $202,338 | $1,014,253 $538,899 | $247,099 | $204,362 | $990,360
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Appendix 1: Forecasts and Revenue Declines for Nevada: Statement of Methodology

TABLE A-2 (CONT.)

(All $ in '000)

FFY 2013 FFY 2014 FFY 2015
Mandatory Federal Non-Defense Transfers to FFY 2013 FFY 2013 Covered/ FFY 2013 FFY 2014 FFY 2014 Covered/ FFY 2014 FFY 2015 FFY 2015 Covered/ FFY 2015
Nevada Covered Exempt  Exempt Total Covered Exempt Exempt Total Covered Exempt  Exempt Total
Department of Commerce S0 S0 S0 $0 $0 S0 S0 $0 $0 $0 $0 $0
Department of Education $23,143 S0 S0 $23,143 $21,962 SO SO $21,962 $20,842 S0 S0 $20,842
Department of Energy S0 S0 S0 ] S0 S0 S0 1) S0 S0 S0 S0
Department of Health & Human Services $14,815| $1,332,459 S0| $1,347,273 $14,059| $1,305,810 $0| $1,319,869 $13,342| $1,279,693 S0| $1,293,035
Department of Homeland Security $1,025 S0 ] $1,025 $972 S0 S0 $972 $923 S0 S0 $923
Department of Housing & Urban Development S0 Nl ] S0 S0 S0 S0 1] S0 S0 Nl S0
Department of Justice $8,022 S0 S0 $8,022 $7,613 S0 S0 $7,613 $7,225 S0 S0 $7,225
Department of Labor S0 S0 S0 $0 S0 S0 S0 $0 S0 S0 S0 $0
Department of the Interior $47,326 $S0 ] $47,326 $44,912 S0 S0 $44,912 $42,622 Nl S0 $42,622
Department of Transportation S0 S0 S0 S0 S0 S0 S0 $0 $0 $0 $0 $0
Department of Agriculture $3,948 $635,787 S0| $639,735 $3,747 $642,145 S0l $645,892 $3,556| $648,566 S0l  $652,122
Environmental Protection Agency S0 S0 S0 $0 S0 S0 S0 $0 $0 $0 S0 $0
Total $98,278 | $1,968,246 $0 | $2,066,524 $93,266 |$1,947,954 $0 | $2,041,220 $88,509 | $1,928,260 $0 | $2,016,769
Discretionary/Mandatory Federal Non-Defense
Transfers to Nevada
Department of Commerce S0 S0 S0 $0 S0 S0 S0 $0 $0 $0 $0 $0
Department of Education SO[  $139,200 So[  $139,200 SO[  $140,592 So[  $140,592 SO[  $141,998 SO[  $141,998
Department of Energy S0 S0 S0 $0 S0 S0 S0 $0 S0 S0 S0 $0
Department of Health & Human Services $1,917 S0 S0 $1,917 $1,821 S0 S0 $1,821 $1,730 S0 S0 $1,730
Department of Homeland Security S0 S0 S0 $0 S0 S0 S0 $0 $0 $0 $0 $0
Department of Housing & Urban Development S0 S0 ] S0 S0 S0 S0 1] S0 S0 S0 S0
Department of Justice S0 S0 $0 $0 S0 S0 $0 $0 $0 $0 $0 $0
Department of Labor S0 S0 S0 $0 S0 S0 S0 $0 S0 S0 S0 $0
Department of the Interior S0 S0 S0 $0 $0 S0 S0 $0 $0 $0 $0 $0
Department of Transportation Nl Nl S0 S0 S0 S0 S0 i) S0 S0 Nl S0
Department of Agriculture 30 S0 S0 ] S0 S0 30 1) S0 S0 S0 S0
Environmental Protection Agency S0 S0 S0 $0 S0 S0 S0 $0 S0 S0 $0 $0)
Total $1,917 $139,200 S0 $141,117 $1,821 $140,592 ] $142,413 $1,730 $141,998 S0 $143,728
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Appendix 1: Forecasts and Revenue Declines for Nevada: Statement of Methodology

TABLE A-2 (CONT.)

(All $in '000)
FFY 2016 FFY 2017 FFY 2018

FFY 2016 FFY 2016 Covered/ FFY 2016 FFY 2017 FFY 2017 Covered/ FFY 2017 FFY 2018 FFY 2018 Covered/ FFY 2018
All Federal Non-Defense Transfers to Nevada Covered Exempt  Exempt Total Covered Exempt Exempt Total Covered Exempt  Exempt Total
Department of Commerce $1,264 S0 ] $1,264 $1,201 S0 S0 $1,201 $1,141 Nl S0 $1,141
Department of Education $225,335 $143,418 So[ $368,753 $214,048 $144,852 SO[  $358,901 $203,327| $146,301 SO[  $349,628
Department of Energy $467 S0 S0 $467 $444 S0 S0 $444 $422 S0 S0 $422
Department of Health & Human Services $130,831| $1,254,099 S0| $1,384,931 $124,277| $1,229,017 S0| $1,353,294 $118,051| $1,204,437 S0| $1,322,488
Department of Homeland Security $8,897 S0 ] $8,897 $8,452 S0 S0 $8,452 $8,028 S0 S0 $8,028
Department of Housing & Urban Development $40,072 Nl ] $40,072 $38,069 S0 S0 $38,069 $36,165 S0 Nl $36,165
Department of Justice $13,734 S0 S0 $13,734 $13,041 S0 S0 $13,041 $12,382 S0 S0 $12,382
Department of Labor $64,507 S0 S0 $64,507 $61,282 S0 S0 $61,282 $58,218 S0 S0 $58,218
Department of the Interior $42,752 $S0 ] $42,752 $40,574 S0 S0 $40,574 $38,507 Nl S0 $38,507
Department of Transportation SO[  $249,027| $206,405| $455,433 SO[ $251,517| $208,469| $459,987 SO[ $254,033| $210,554| $464,587
Department of Agriculture $47,254|  $655,595 S0|  $702,849 $44,888 $662,151 so| $707,039 $42,641 $668,773 so| $711,413
Environmental Protection Agency $22,477 S0 S0 $22,477 $21,354 S0 S0 $21,354 $20,286 S0 S0 $20,286
Total $597,593 ($2,302,140 | $206,405 | $3,106,138 $567,629 | $2,287,538 | $208,469 | $3,063,637 $539,168 |$2,273,543 | $210,554 |$3,023,265
Discretionary Federal Non-Defense Transfers
to Nevada
Department of Commerce $1,264 S0 S0 $1,264 $1,201 S0 S0 $1,201 $1,141 S0 S0 $1,141
Department of Education $205,556 Nl $0[  $205,556 $195,278 S0 SO[  $195,278 $185,514 Nl SO0[ $185,514
Department of Energy S467 S0 ] $467 $444 S0 S0 $444 $422 S0 S0 $422
Department of Health & Human Services $116,526 S0 S0l  $116,526 $110,699 S0 S0l $110,699 $105,164 S0 S0l  $105,164
Department of Homeland Security $8,022 S0 S0 $8,022 $7,621 S0 S0 $7,621 $7,240 S0 S0 $7,240
Department of Housing & Urban Development $40,072 S0 ] $40,072 $38,069 S0 S0 $38,069 $36,165 S0 S0 $36,165
Department of Justice $6,878 S0 S0 $6,878 $6,534 S0 S0 $6,534 $6,207 S0 S0 $6,207
Department of Labor $64,507 S0 S0 $64,507 $61,282 S0 S0 $61,282 $58,218 S0 S0 $58,218
Department of the Interior $2,304 S0 ] $2,304 $2,189 S0 ol $2,189 $2,079 S0 S0 $2,079
Department of Transportation SO[  $249,027| $206,405| $455,433 SO[ $251,517| $208,469| $459,987 SO[ $254,033| $210,554| $464,587
Department of Agriculture $43,880 $543 S0 $44,423 $41,686 $549 S0 $42,234 $39,602 $554 S0 $40,156
Environmental Protection Agency $22,477 S0 S0 $22,477 $21,354 S0 S0 $21,354 $20,286 S0 S0 $20,286
Total $511,954 | $249,570 | $206,405 | $967,929 $486,356 | $252,066 | $208,469 | $946,892 $462,038 | $254,587 | $210,554 | $927,179
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TABLE A-2 (CONT.)

(All $ in '000)

FFY 2016 FFY 2017 FFY 2018
Mandatory Federal Non-Defense Transfers to FFY 2016 FFY 2016 Covered/ FFY 2016 FFY 2017 FFY 2017 Covered/ FFY 2017 FFY 2018 FFY 2018 Covered/ FFY 2018
Nevada Covered Exempt  Exempt Total Covered Exempt Exempt Total Covered Exempt  Exempt Total
Department of Commerce S0 S0 S0 $0 $0 S0 S0 $0 $0 $0 $0 $0
Department of Education $19,779 S0 S0 $19,779 $18,771 S0 S0 $18,771 $17,813 S0 S0 $17,813
Department of Energy S0 S0 S0 S0 S0 S0 S0 S0 S0 S0 S0 S0
Department of Health & Human Services $12,662| $1,254,099 S0| $1,266,761 $12,016( $1,229,017 S0| $1,241,033 $11,403| $1,204,437 S0| $1,215,840
Department of Homeland Security $876 S0 ] $876 $831 S0 S0 $831 $789 S0 S0 $789
Department of Housing & Urban Development S0 S0 S0 S0 S0 S0 S0 $0 S0 S0 S0 S0
Department of Justice $6,856 S0 S0 $6,856 $6,507 ] S0 $6,507 $6,175 S0 S0 $6,175
Department of Labor S0 S0 S0 $0 S0 S0 S0 $0 S0 S0 S0 $0
Department of the Interior $40,448 $S0 ] $40,448 $38,385 S0 S0 $38,385 $36,428 Nl S0 $36,428
Department of Transportation S0 S0 S0 S0 S0 S0 S0 $0 $0 $0 $0 $0
Department of Agriculture $3,374|  $655,052 SOl  $658,426 $3,202( $661,603 S0| $664,805 $3,039( $668,219 S0l $671,257
Environmental Protection Agency S0 S0 S0 $0 S0 S0 S0 $0 $0 $0 S0 $0
Total $83,995 | $1,909,151 $0 ($1,993,147 $79,712 | $1,890,620 $0 | $1,970,332 $75,646 | $1,872,656 $0 ($1,948,302
Discretionary/Mandatory Federal Non-Defense
Transfers to Nevada
Department of Commerce S0 S0 S0 $0 S0 S0 S0 $0 $0 $0 $0 $0
Department of Education SOl $143,418 S0l $143,418 SOl  $144,852 SOl $144,852 S0l  $146,301 S0l  $146,301
Department of Energy S0 S0 S0 $0 S0 S0 S0 $0 S0 S0 S0 $0
Department of Health & Human Services $1,644 S0 S0 $1,644 $1,562 S0 S0 $1,562 $1,484 S0 S0 $1,484
Department of Homeland Security S0 S0 S0 $0 S0 S0 S0 $0 $0 $0 $0 $0
Department of Housing & Urban Development S0 S0 S0 S0 S0 S0 S0 $0 S0 S0 S0 S0
Department of Justice S0 S0 $0 $0 S0 S0 $0 $0 $0 $0 $0 $0
Department of Labor S0 S0 S0 $0 S0 S0 S0 $0 S0 S0 S0 $0
Department of the Interior S0 S0 S0 $0 $0 S0 S0 $0 $0 $0 $0 $0
Department of Transportation S0 S0 S0 S0 S0 S0 S0 $0 $0 $0 $0 $0
Department of Agriculture S0 S0 S0 S0 S0 S0 S0 $0 S0 S0 S0 S0
Environmental Protection Agency S0 S0 S0 $0 S0 S0 S0 $0 S0 S0 $0 $0)
Total $1,644 $143,418 S0 $145,062 $1,562 $144,852 S0 $146,414 $1,484 $146,301 S0 $147,784

31




Appendix 1: Forecasts and Revenue Declines for Nevada: Statement of Methodology

TABLE A-2 (CONT.)

(All $in '000)
FFY 2019 FFY 2020 FFY 2021

FFY 2019 FFY 2019 Covered/ FFY 2019 FFY 2020 FFY 2020 Covered/ FFY 2020 FFY 2021 FFY 2021 Covered/ FFY 2021
All Federal Non-Defense Transfers to Nevada Covered Exempt  Exempt Total Covered Exempt Exempt Total Covered Exempt  Exempt Total
Department of Commerce $1,084 S0 ] $1,084 $1,030 S0 S0 $1,030 $978 Nl S0 $978
Department of Education $193,143 $147,764 So[  $340,907 $183,469 $149,241 SO[  $332,710 $174,280| $150,734 SO[  $325,013
Department of Energy $400 S0 S0 $400| $380 S0 S0 $380 $361 S0 S0 $361
Department of Health & Human Services $112,137| $1,180,348 S0| $1,292,486 $106,519| $1,156,741 S0| $1,263,261 $101,183| $1,133,607 S0| $1,234,790
Department of Homeland Security $7,626 S0 ] $7,626 $7,244 S0 S0 $7,244 $6,881 S0 S0 $6,881
Department of Housing & Urban Development $34,357 Nl ] $34,357 $32,639 S0 S0 $32,639 $31,007 S0 Nl $31,007
Department of Justice $11,757 S0 S0 $11,757 $11,163 S0 S0 $11,163 $10,599 S0 S0 $10,599
Department of Labor $55,307 S0 S0 $55,307 $52,542 S0 S0 $52,542 $49,915 S0 S0 $49,915
Department of the Interior $36,545 $S0 ] $36,545 $34,683 S0 S0 $34,683 $32,917 Nl S0 $32,917
Department of Transportation SO[ $256,573| $212,660| $469,233 SO[ $259,139| $214,786| $473,925 SO[ $261,730| $216,934| $478,664
Department of Agriculture $40,506| $675,460 S0l  $715,966 $38,477 $682,215 S0l $720,692 $36,551 $689,037 S0l $725,588
Environmental Protection Agency $19,272 S0 S0 $19,272 $18,308 S0 S0 $18,308 $17,393 S0 S0 $17,393
Total $512,134 | $2,260,145 | $212,660 | $2,984,939 $486,456 |$2,247,336 | $214,786 |$2,948,578 $462,065 |$2,235,107 | $216,934 |$2,914,106
Discretionary Federal Non-Defense Transfers
to Nevada
Department of Commerce $1,084 S0 S0 $1,084 $1,030 S0 S0 $1,030 $978 S0 S0 $978
Department of Education $176,238 S0 So[ $176,238 $167,426 S0 So[ $167,426 $159,055 S0 S0[  $159,055
Department of Energy $400 S0 ] $400 $380 S0 S0 $380 $361 S0 S0 $361
Department of Health & Human Services $99,906 $0 $0|  $99,906 $94,911 $0 S0l $94,911 $90,165 $0 $0|  $90,165
Department of Homeland Security $6,878 S0 S0 $6,878 $6,534 S0 S0 $6,534 $6,207 S0 S0 $6,207
Department of Housing & Urban Development $34,357 S0 ] $34,357 $32,639 S0 S0 $32,639 $31,007 S0 S0 $31,007
Department of Justice $5,897 S0 S0 $5,897 $5,602 S0 S0 $5,602 $5,322 S0 S0 $5,322
Department of Labor $55,307 S0 S0 $55,307 $52,542 S0 S0 $52,542 $49,915 S0 S0 $49,915
Department of the Interior $1,976 S0 ] $1,976 $1,877 S0 ol $1,877 $1,783 S0 S0 $1,783
Department of Transportation SO[ $256,573| $212,660| $469,233 SO[ $259,139| $214,786| $473,925 SO[ $261,730| $216,934| $478,664
Department of Agriculture $37,622 $560 S0 $38,181 $35,741 $565 S0 $36,306 $33,953 $571 S0 $34,524
Environmental Protection Agency $19,272 S0 S0 $19,272 $18,308 S0 S0 $18,308 $17,393 S0 S0 $17,393
Total $438,936 | $257,133 | $212,660 | $908,729 $416,990 | $259,704 | $214,786 | $891,480 $396,140 | $262,301 | $216,934 | $875,375
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Appendix 1: Forecasts and Revenue Declines for Nevada: Statement of Methodology

TABLE A-2 (CONT.)

(All $in '000)

FFY 2019 FFY 2020 FFY 2021
Mandatory Federal Non-Defense Transfers to FFY 2019 FFY 2019 Covered/ FFY 2019 FFY 2020 FFY 2020 Covered/ FFY 2020 FFY 2021 FFY 2021 Covered/ FFY 2021
Nevada Covered Exempt  Exempt Total Covered Exempt Exempt Total Covered Exempt  Exempt Total
Department of Commerce S0 S0 S0 $0 $0 S0 S0 $0 $0 $0 $0 $0
Department of Education $16,905 S0 S0 $16,905 $16,043 SO SO $16,043 $15,224 S0 S0 $15,224
Department of Energy S0 S0 S0 ] S0 S0 S0 1) S0 S0 S0 S0
Department of Health & Human Services $10,822| $1,180,348 $o[ $1,191,170 $10,270| $1,156,741 So| $1,167,011 $9,746| $1,133,607 $0| $1,143,352
Department of Homeland Security $748 S0 ] $748 $710 S0 S0 $710 $674 S0 S0 $674
Department of Housing & Urban Development S0 Nl ] S0 S0 S0 S0 1] S0 S0 Nl S0
Department of Justice $5,860 S0 S0 $5,860 $5,561 S0 S0 $5,561 $5,277 S0 S0 $5,277
Department of Labor S0 S0 S0 $0 S0 S0 S0 $0 S0 S0 S0 $0
Department of the Interior $34,570 $S0 ] $34,570 $32,807 S0 S0 $32,807 $31,134 Nl S0 $31,134
Department of Transportation S0 S0 S0 S0 S0 S0 S0 $0 $0 $0 $0 $0
Department of Agriculture $2,884| $674,901 S0l $677,785 $2,737 $681,650 S0| $684,387 $2,597| $688,466 S0l  $691,064
Environmental Protection Agency S0 S0 S0 $0 S0 S0 S0 $0 $0 $0 S0 $0
Total $71,788 | $1,855,249 $0 | $1,927,037 $68,127 | $1,838,391 $0 | $1,906,518 $64,653 | $1,822,073 $0 | $1,886,725
Discretionary/Mandatory Federal Non-Defense
Transfers to Nevada
Department of Commerce S0 S0 S0 $0 S0 S0 S0 $0 $0 $0 $0 $0
Department of Education So| $147,764 So| $147,764 SO[  $149,241 SO[  $149,241 SO[ $150,734 So[ $150,734
Department of Energy S0 S0 S0 $0 S0 S0 S0 $0 S0 S0 S0 $0
Department of Health & Human Services $1,409 S0 S0 $1,409 $1,339 S0 S0 $1,339 $1,272 S0 S0 $1,272
Department of Homeland Security S0 S0 S0 $0 S0 S0 S0 $0 $0 $0 $0 $0
Department of Housing & Urban Development S0 S0 ] S0 S0 S0 S0 1] S0 S0 S0 S0
Department of Justice S0 S0 $0 $0 S0 S0 $0 $0 $0 $0 $0 $0
Department of Labor S0 S0 S0 $0 S0 S0 S0 $0 S0 S0 S0 $0
Department of the Interior S0 S0 S0 $0 $0 S0 S0 $0 $0 $0 $0 $0
Department of Transportation Nl Nl S0 S0 S0 S0 S0 i) S0 S0 Nl S0
Department of Agriculture 30 S0 S0 ] S0 S0 30 1) S0 S0 S0 S0
Environmental Protection Agency S0 S0 S0 $0 S0 S0 S0 $0 S0 S0 $0 $0)
Total $1,409 $147,764 S0 $149,173 $1,339 $149,241 S0 $150,580 $1,272 $150,734 S0 $152,006

FFY = Federal Fiscal Year

Source: 2013 FFIS Federal Funds Information for States.
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Appendix 2: Defense Expenditures and
Potential Reductions: An Overview

Defense Spending and the States

According to the Pew Center’s “The Impact of the Fiscal Cliff on the States ”report,
“Federal spending on defense accounts for more than 3.5 percent of the total gross
domestic product (GDP) of the states, but there is wide variation across the states.
Federal defense spending makes up almost 15 percent of Hawaii’'s GDP, compared
with just 1 percent of state GDP in Oregon.”*? In the case of Nevada, the 2010
share of GDP (GSP) associated with defense spending on purchases, salaries and

wages was 1.8 percent, about 51 percent of the national average.

Scheduled Defense Spending Changes

The Sequester
Like non-defense reductions, the defense funding decreases resulting from
sequestration will also affect Nevada’s budget. However, unlike non-defense
spending that will have to be addressed by the state in its budgeting process,
defenses spending reductions will primarily impact the rate of economic growth in
Nevada. This is especially true since the state has several military bases with
notable amount of activity like Nellis Air Force Base, Hawthorne Army Depot,
Creech Air Force Base and Fallon Naval Air Station. For example, the cover letter to

the FFY 2012 Economic Impact Analysis prepared by Nellis Air Force Base, states:

“In Fiscal Year 2012, our combined operations and maintenance outlays totaled
more than $482 million. There were approximately 8,425 military and 4,065
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civilians employed between the two bases and the NTTR with a combined payroll of
more than $694.3 million. On any given day, one thousand temporary-duty
personnel conducted business at Nellis, Creech, or the NTTR. There were an
estimated 5,637 indirect jobs created with an approximate annual dollar value of
$229.7 million.

Simultaneously, the Las Vegas metropolitan area counted a total of 28,029 military
retirees among its residents. The combined retirement payroll of 14,036 Air Force;

5,474 Army; 6,527 Navy; 1,599 Marines; and 393 Coast Guard retirees amounted

to a yearly salary of $673.8 million.

Using the prescribed parameters provided in this report, the total economic impact
of Nellis, Creech, and NTTR operations in Fiscal Year 2012 amounted to more than
$5 billion.”

It must be noted that the White House reduced the defense budgets between FFY
2011 and FFY 2021 by $487B ($48.B per year), equating to a nine-percent cut per
year. Over and above the $487B, BCA/sequestration required another $500B (9.4
percent) in discretionary defense reductions from FFY 2013 through FFY 2021
defense for a total drop of 18.4 percent in spending for the BCA period.

Using Congressional Research Service ("CRS") calculations regarding the national
percent change in defense “base budget” spending between FFY 2010 and FFY
2011, defense spending in Nevada stayed at 2010's $2.369B (per FFIS). Between
FFY 2011 and FFY 2012 ($2.383B), CRS calculated an increase of 0.57 percent rise
in defense funding in Nevada. For FFY 2013, the Obama Administration is proposing
a 1.3 percent cut to the national base budget. Applying this change to Nevada
results in defense spending in Nevada being reduced to $2.35B.
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It is important to mention that sequestration-related defense reductions are
targeted largely to discretionary spending. For example, while the OMB estimates
that

mandatory defense payments, nationally, will be lowered by 10 percent, the cut will
be relatively small-$100M. The costs associated with uniformed military personnel,

which are discretionary, have been exempted from sequestration.

As mentioned above, Nevada’s economy is at risk from reductions in defense
funding on purchases, salaries and wages. These reductions have the

potential of decelerating economic growth in the state, negatively impacting its
budget by decreasing a variety of revenue sources, like sales and use tax revenues,

and raising the demand for state services.
Below is a table provided by Center for Security Policy ("CSP”) and adjusted by the
Consultant Team. According to CSP, five Nevada counties will potentially be

affected by most by the BSA/sequestration. They are:

TABLE A-3: TOP 5 NEVADA COUNTIES: PROJECTED CONTRACT REVENUE REDUCTIONS BASED ON

NATIONAL AVERAGES

2000-2011 Nevada FFY 2011 Nevada Under Sequestration:

Discretionary Defense Discretionary 2013-2021 Annual 2013-2021 Annual
County Spending Defense Spending Revenue Reduced @ Revenue Reduced @ Total

-9.0% -9.4%
Washoe $3,896,769,883 $878,558,144 ($79,070,233) ($82,584,466) ($161,654,698)
Clark $5,134,060,514 $317,007,731 ($28,530,696) ($29,798,727) ($58,329,423)
Mineral $387,818,573 $94,648,421 ($8,518,358) ($8,896,952) ($17,415,309)
Carson City $159,761,248 $22,401,121 ($2,016,101) ($2,105,705) ($4,121,806)
Douglas $158,021,732 $9,601,812 ($864,163) ($902,570)  ($1,766,733)
TOTAL $9,736,431,950 $1,322,217,229 ($118,999,551) ($124,288,420) ($243,287,970)

Source: Center for Security Policy and The Consultant Team.

CSP also developed estimates of the numbers of small and minority business that
will be potentially impacted by most by the BSA/sequestration. These businesses

are listed below, by type. The Consultant Team segmented the CSP data to show
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both the FFY 2012 implemented cuts along with the proposed BCA/sequestration

cuts.

TABLE A-4: NEVADA DEFENSE BUSINESSES PROJECTED REVENUE REDUCTIONS BASED ON NATIONAL
AVERAGE: FFY 2013-FFY 2021

Under Sequestration: FFY

Numbers of This Business Revenue for This Business FFY 2013-FFY 2021 Annual 2013-FFY2021 Annual
Type of Business Type 2011 Type 2011 Revenue Reduced @ Revenue Reduced @ Total
-9.0% -9.4%
Minority Owned 69 $47,246,371 ($4,252,173) ($4,441,159)  ($8,693,332)
Small Businesses 28 $43,181,373 ($3,886,324) ($4,059,049)  ($7,945,373)
Small Disadvantaged 33 $10,379,187 ($934,127) ($975,644)  ($1,909,770)
Veteran-Owned 39 $22,253,142 ($2,002,783) ($2,091,795) ($4,094,578)
Service-Disabled Veteran 38 $33,565,527 ($3,020,897) ($3,155,160)  ($6,176,057)
Black American 14 $15,093,068 ($1,358,376) ($1,418,748) ($2,777,125)
Hispanic American 20 $4,101,803 ($369,162) ($385,569) ($754,732)
Asian-Pacific Owned 25 $10,784,112 ($970,570) ($1,013,707)  ($1,984,277)
Women-Owned 99 $904,115,817 ($81,370,424) ($84,986,887) ($166,357,310)

Note: Numbers were not totaled because some businesses fall in multiple categories.
Source: For the Common Defense.

Clearly, the FFY 2012 and BCA/sequestration will impact are variety of small and
minority businesses. As noted above, the most direct impacts are to the state’s
economy and its rate of growth, and the associated reduction in tax revenues. Like
the non-defense spending cuts, any action that reduces federal funding to the state

directly or indirectly impacts the state’s budget and the state’s economy.

FFY 2013-FFY 2021 Defense Spending Projections: Nevada

While at the national level, the defense spending cuts are potentially quite severe,
it’s unknown how they will affect Nevada. An argument can be made that many of
Nevada’s military bases and installations are so important to the national security
that they will be spared from the cuts and might even benefit from spending
reductions at military facilities in other states. Accordingly, the Consultant Team
found it too speculative to forecast defense spending for the BCA period from FFY
2013 through FFY 2021.
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