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The Honorable Janice K. Brewer
Governor, State of Arizona

The Honorable Steve Pierce
President of the Senate

The Honorable Andy Tobin
Speaker of the House

Dear Governor Brewer, President Pierce and Speaker Tobin:

Pursuant to Arizona Revised Statute 835-114.B, the Office of Strategic Planning and Budgeting is
submitting our estimate of appropriations subject to the limit imposed by Article 1X, § 17 of the
Arizona State Constitution.

This appropriations limit calculation includes a brief history of the appropriations limit, a step-by-
step narration of the process used in computing the limit, and the detailed calculation of the
appropriations limit. The Office of Strategic Planning and Budgeting’s calculation of the FY 2010-
2011 appropriations limit determined that the state is $2.9 billion below the FY 2010-2011 limit. The
FY 2011-2012 appropriations are $2.4 billion below the FY 2011-2012 limit. The same calculation
for FY 2012-2013 determined that the state is $3.0 billion below the FY 2012-2013 limit. Additional
background information on the limit is available upon request.

Pursuant to the law, both the Governor’s Office of Strategic Planning and Budgeting and the Joint
Legislative Budget Committee staff are required to provide reports. However the ratio of actual
appropriations or estimated appropriations to state personal income is likely to differ due to varying
methodologies used by the two budget offices with respect to statutory appropriations. Statutory
appropriations are grants of authority enacted by the Legislature and approved by the Governor that
are continuous in nature and codified in the statutes. No authority is needed (e.g., in the annual
appropriations bill) beyond the original enactment for monies to be expended.
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Additionally, these appropriations are generally from special funds that have been created with
dedicated funding sources for specific purposes. The statutes creating this mechanism also usually
provide that all monies received in a given year may be spent in that year. Hence, for purposes of the
calculation required in this report, the executive staff assumes that 100% of the monies in these funds
will be spent in the year received. The legislative staff uses the spending plan of the agency responsible
for these funds in its report, that could be a greater or lesser amount than the actual expenditures or
revenues into a fund.

Respectfully submitted,

~ John Arnold
Director

XC:

Legislative Leadership

Legislative Appropriations Committee Members
Senate Finance Committee Chair

House Ways and Means Committee Chair



REPORT OF RESULTS

FY 2011

The Economic Estimates Commission’s Arizona personal income estimate for fiscal year 2011 is
$222.1 billion. Applying the percent of income allowed (7.41%) to the personal income estimate sets
the FY 2011 appropriation limit at $16.458 billion. The OSPB's calculation of appropriations subject to
the limit is $13.553. billion. Appropriations subject to the limit amount to 6.10% of total estimated
personal income or $2.905 billion under the limit.

FY 2012

The EEC's Arizona personal income estimate for fiscal year 2012 is $236.3 billion. Applying the
percent of income allowed (7.41%) to the personal income estimate sets the FY 2012 appropriation
limit at $17.510 billion. The OSPB's calculation of the appropriations subject to the limit is $15.074
billion. Appropriations subject to the limit amount to 6.38% of total estimated personal income or
$2.436 billion under the limit.

FY 2013

The EEC's Arizona personal income estimate for fiscal year 2013 is $253.0 billion. Applying the
percent of income allowed (7.41%) to the personal income estimate sets the FY 2013 appropriation
limit at $18.747 billion. The OSPB's calculation of the Executive Recommendation appropriations
subject to the limit is $15.732 billion. Appropriations subject to the limit amount to 6.22% of total
estimated personal income or $3.015 billion under the limit.

QUALIFICATIONS

Calculating the appropriations limit is a continually improving process. As part of the Budget Schedule
and Instructions Manual to all agencies, the necessity for detailed fund information was communicated.
Each fund was then classified at the comptroller object level to determine the Unrestricted/Restricted
status. If the agency data was not submitted by comptroller object, the fund was pro rated based on
historical data. The OSPB does not believe that there will be any material change to the calculations
when the estimates are reconciled with improved data.

o o oo
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LEGISLATIVE HISTORY

The twenty-fifth Legislature, in its first regular session, passed SCR 1002, later known as
Proposition 101. Proposition 101 proposed an amendment to the Arizona State Constitution
limiting state government appropriations to 7% of total state personal income. The proposition
was approved in the 1978 general election and added Article IX, Section 17 to the Arizona State
Constitution. This section also established the Economic Estimates Commission (EEC) to
determine the final estimate of total personal income for the following fiscal year for use in
calculating the appropriations limit.

Starting in 1978 through 1979, several Attorney General opinions were requested to answer a
number of questions regarding the new limit. In response, the twenty-sixth Legislature, in its
second special session, passed SCR 1001 placing on the ballot an amendment to the state
appropriations limit. Proposition 105 passed at a special election held in 1980, clarifying the
language regarding state revenues and listing items that constituted state revenues. State
revenues were defined to include taxes, university collections, licenses, fees and permits.

The thirty-first Legislature, in its first regular session, passed SCR 1017 proposing another
amendment to the state appropriations limit to reduce the percentage limitation of 7% to 6.5%
and establish a "rainy day fund"”. This amendment, also known as Proposition 108, was defeated
the same year.

In addition to restricting the appropriation of state revenues to 7% of state personal income, the
original constitutional amendment provided a venue for increasing or decreasing the percentage
limit. Limitation adjustments occur when governmental functions or funding responsibilities are
transferred between levels of government. Adjustments under this provision are to be made in
the first fiscal year and are to remain in effect for following fiscal years. In FY 1983, the
Legislature directed the EEC to adjust the state appropriation limit to account for the
establishment of the Arizona Health Care Cost Containment System (AHCCCS) and the state's
new responsibility for part of the cost of county-provided indigent health care. The limit was
then adjusted from 7% to 7.18%

In 1987, the Legislature established the Arizona Long Term Care System (ALTCS) within
AHCCCS. The ALTCS program began in 1989 and includes federal and county contributions.
Under the ALTCS program, the state is the designated trustee for the disbursement of funds. In
addition, the counties are at risk for the total amount of the state matching share for federal Title
XIX funding. When the ALTCS program started, there was some disagreement as to whether the
counties long-term care payments should be counted under their expenditure limits. In 1990, the
Attorney General issued Opinion 190-057 concluding that the county ALTCS funds are defined
as local revenues in the Constitution and therefore, all expenditures were subject to the county
expenditure limitation.

Chapter 296, passed during the 1991 legislative session, directed the EEC to make two
adjustments to the county expenditure limit and the state appropriations limit for the ALTCS
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program. A permanent adjustment was made to the original FY 1983 county and state limit
revisions by removing the long-term care costs that could be identified as being included in the
original AHCCCS adjustment. This correction increased the counties' expenditure limits and
decreased the state appropriation limit from 7.18% to 7.12%. The Legislature also shifted the
non-federal portion of the funding responsibility for ALTCS from the counties to the state for FY
1992. While ALTCS became a state responsibility, the state financed its contribution by
withholding transaction privilege tax revenues that would have been distributed to the counties.
A temporary adjustment was also made to show the shift of the non-federal portion of the
funding responsibility from the counties to the state for ALTCS. This decreased the county
expenditure limits and increased the state appropriation limit to 7.23%.

The Fortieth Legislature, in its second regular session, passed Chapter 287, extending through
FY 1993 all changes made during the thirty-ninth Legislative Session.

Chapter Six of the Forty-first Legislature, second special session, required the EEC to lower the
limit to 7.12%, barring any legislation concerning county accountability. However, the state
appropriation limit of 7.23% was made permanent when the Forty-first Legislature passed
Chapter 184 in its first regular session.

The Forty-first Legislature also passed Chapter 252 requiring the OSPB, in consultation with the
JLBC, to submit an estimate of appropriations subject to the limit as imposed by Article IX, § 17
of the Arizona State Constitution. This report is to be submitted by November 1st for the current
and preceding fiscal years and by February 15th for the current and ensuing fiscal years.

Chapter 1 of the Forty-third Legislature, fifth special session, required the Economic Estimates
Commission to increase the state appropriation limitation as a result of the transference of the
new construction costs for education to the state. The FY 1998-99 appropriations limit was
increased to 7.41% and this has continued through FY 2012-2013.

Chapter 210 of the Forty-fifth Legislature, second regular session, changed the reporting
requirements for JLBC and OSPB from every November and every other February (prior to the
start of a biennium) to just every February. Each report now must reflect the prior fiscal year, the
current fiscal year and the ensuing fiscal year.
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THE CALCULATION METHODOLOGY IN
GENERAL TERMS

A.R.S. 8 35-114 requires the Office of Strategic Planning and Budgeting, in consultation with
the staff of the Joint Legislative Budget Committee, to report the appropriations subject to the
limit imposed by Article IX, Section 17 of the Arizona Constitution. The appropriation
calculation is prepared annually by February 15th to show the prior fiscal year, the current fiscal
year and the ensuing fiscal year appropriations/recommendations subject to the limit.

THE APPROPRIATIONS LIMITATION

In Article IX, Section 17, the Arizona Constitution limits the amount of state revenues that the
legislature may appropriate for a fiscal year as a percentage of Arizona personal income,
currently set at 7.41%. Article IX, Section 17, also defines the type of state revenues that are
subject to the appropriations limit. These revenues consist of taxes, university collections,
licenses, fees and permits. There are some revenues that do not fall under the definition of "state
revenues” and are not subject to the limit: interest and dividends; sales for services and rentals;
federal grants; donations and gifts; and amounts received in trust. Both groups of revenue can be
either general revenue or designated for a special purpose.

THE CALCULATION: THREE PHASES

Three phases of analysis are required to calculate appropriations subject to the appropriations limit:
Determination of the Limit, Calculation of Appropriations Subject to the Limit, and Calculation of
the Percentage Appropriated.

Phase One - Determination of the Limit

To determine the limit, the most current estimate of total Arizona personal income provided by the
EEC is multiplied by the current percentage of personal income allowed under the Constitution. The
EEC provides a preliminary personal income estimate for the upcoming fiscal year prior to February
1 and a final estimate prior to April 1. The Constitution permits the EEC to adjust the limit as
instructed by the State Legislature to reflect transfers of governmental functions or financing
between levels of government. As shown in Summary, the annual limits are $16.458 billion for FY
2011, $17.510 billion in FY 2012 and $18.747 billion for FY 2013.
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Phase Two - Calculation of Appropriations Subject to the Limit

Phase Two determines the total expenditure authority of revenues subject to the limit and granted by
the Legislature for a given year. This process identifies each separate grant of expenditure authority,
and determines if each expenditure of revenue is limited or not limited by the Constitution.

The two components of grants of expenditure authority are session law appropriations and statutory
appropriations. (Appendix A details each year's calculation for the General Fund and Other Funds side-
by-side.)

Session Law Appropriations

Session Law appropriations are comprised of the annual appropriations act, the capital outlay act, and
other limited term appropriations. In the Summary, several categories of Session Law appropriations
are identified: the general appropriations act, the capital outlay act, executive recommendations, net
supplemental appropriations and other appropriations.

Typically, the general appropriations act and the capital outlay act are made by the Legislature in the
regular legislative session, or a special session, prior to the fiscal year being appropriated. The
Executive Recommendation includes a provision for General and Other funds, capital outlay, and other
bills. Net supplemental appropriations, if any, are adjustments to the annual general appropriations act
for the referenced year.

"Other appropriations” are classified into two types of appropriations: one-time appropriations and
prior session appropriations. Prior session appropriations are session law appropriations typically made
in legislative sessions prior to the regular session preceding the fiscal year. These appropriations were
made in a prior fiscal year and became available in the subject fiscal year because of the multiple single-
year nature of the appropriations or because the appropriations were effective at a future date in the
subject fiscal year. "Other appropriations” are typically one-time appropriations not contained in the
general appropriations act.

In Appendix A, the total amount of Session Law appropriations are $11.793 billion for FY 2011,
$12.145 billion for FY 2012 and $12.665 billion for FY 2013. Non-limited revenues are described in
the Constitution to include: interest and dividends; sales for services and rentals; federal grants;
donations and gifts; proceeds from the issuance of bonds; and amounts received in trust. Additionally,
the Constitution specifically excludes gas tax and vehicle license tax revenues received from tax
increases enacted after July 1, 1979. Excluded revenues identified in Appendix A are $924 million for
FY 2011, $762 million for FY 2012 and $767 million in FY 2013.

Adjustments to the above Session Law appropriations include several items:

1) appropriations that would otherwise be counted twice [Appendix B],

2) appropriations from funds which are only partially appropriated [Appendix C],

4) limited/unlimited statutory appropriations [Appendix D] for “non-appropriated funds”.
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Appendix B — Double-counted appropriations are monies appropriated in the operating budgets of
various agencies but also paid to an account or fund that is appropriated as well. Examples of this
type of appropriation include: ADOA Workers’ Compensation; ADOA Risk Management; ADOA
Personnel Fund and the Retirement System Account. The total revenues for each fund are included
with the statutory appropriations if the fund is non-appropriated. In Appendix B, the total amounts of
double counted appropriations are $277.4 million for FY 2011, $290.5 million for FY 2012 and
$280.8 million for FY 2013.

Appendix C - Some funds are statutorily appropriated but the Legislature makes specific use of
some of the money for particular purposes. Rather than working with components of these funds, we
reduce the legislated appropriation and treat the entire fund as non-appropriated. These partially
appropriated funds are identified and subtracted in Appendix C. In Appendix C, the total amounts of
these appropriated/non-appropriated funds are $902.9 million for FY 2011, $1.045 billion in FY
2012 and $852.1 million for FY 2013.

The total non-statutory limited appropriations in the Summary are $9.689 billion for FY 2011,
$10.047 billion for FY 2012 and $10.765 billion for FY 2013.

Statutory Appropriations

Statutory appropriations are grants of authority enacted by the Legislature and approved by the
Governor, which are generally continuous in nature and are contained in the Arizona Revised
Statutes (these are frequently referred to as “non-appropriated funds™). In order for public monies to
be expended under these provisions, it is not necessary for any further action to be taken by the
Legislature.

These statutory appropriations are generally not comprised of monies contained in the General Fund,
but rather from the plethora of special funds that have been created through the years. Appendix C
contains a listing of funds that have been identified as having both appropriated and non-
appropriated segments. These funds as well as others have had their sources analyzed as having
limited or non-limited revenues entering the fund. The statutes generally provide that all monies
received by these funds may be spent; therefore, the analysis is based on revenues (i.e. that which is
available to be spent) and not anticipated expenditures.

In Appendix D, the total amounts of limited statutory appropriations are $3.864 billion for FY 2011,
$5.027 billion for FY 2012 and $4.967 billion for FY 2013.
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Total Appropriations Subject to the Limit

All session law limited appropriations are summed with the statutory limited appropriations, to
determine the total appropriations subject to the limit. In the Summary, the appropriations subject to
the limit are $13.553 billion for FY 2011, $15.074 billion for FY 2012 and $15.732 billion for FY
2013.

Phase Three - Calculation of the Percentage Appropriated

The third phase of the calculation is simple - determine the percentage appropriated and the amount
of variance from the constitutional limit.

The percentage for FY 2011 is calculated to be 6.10%, 6.38% for FY 2012 and 6.22% for FY 2013.
Applying the 7.41% of personal income, the appropriations are 1.31 percentage points (or $2.905
billion), below the limit for FY 2011, 1.03 percentage points (or $2.436 billion), below the limit for
FY 2012 and 1.19 percentage points (or $3.015 billion) below the limit for FY 2013.
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(Appendix B)

Double Counted Funds
For Fiscal Years 2011, 2012 and 2013

Agency FY 2011 FY 2012 FY 2013

DOUBLE COUNTED APPROPRIATIONS

Attorney General Agency Services Fund AG 13,519,900 13,004,000 13,003,976
Attorney General Legal Services Cost Allocation Fund AG 5,694,800 5,397,100 0
Automation Operations Fund ADOA 19,281,500 18,672,400 23,351,401
Capital Outlay Stabilization Fund DHS 1,587,500 1,245,500 1,363,500
Capital Outlay Stabilization Fund AZ Historical 430,800 0 0
Capital Outlay Stabilization Fund ADOA 18,445,800 29,903,800 29,872,112
DHS - Indirect Cost Fund DHS 8,233,300 7,509,000 7,648,141
Indirect Cost Fund DEQ 10,590,100 12,961,300 13,280,434
Indirect Cost Recovery Fund DES 0 1,000,000 1,000,000
Information Technology Fund GITA 3,250,900 0 0
LTD Trust Fund ASRS 2,800,000 2,800,000 2,800,000
Motor Pool Revolving Fund ADOA 10,542,000 10,038,900 10,077,920
Personnel Division Fund Personnel Bd 378,600 365,200 374,504
Personnel Division Fund ADOA 14,198,100 14,564,800 14,207,328
Records Services Fund SOS 682,600 568,800 691,119
Retirement System Appropriated Fund ASRS 22,011,822 21,773,500 21,475,263
Risk Management Fund ADOA 92,610,400 100,721,800 92,053,966
Schools for the Deaf and Blind Fund ADSB 14,950,100 12,725,500 12,967,634
Special Employee Health Fund ADOA 5,267,400 5,108,300 5,206,769
Special Services Fund ADOA 227,900 211,600 230,984
State Education Fund for Committed Youth Fund DJC 2,305,000 2,233,200 1,664,078
State Education Fund for Correctional Education Fund DOC 512,800 503,500 524,512
Telecommunications Fund ADOA 1,840,300 1,817,200 1,916,213
Transportation Department Equipment Fund ADOT 28,032,300 27,416,900 27,119,880
TOTAL DOUBLE COUNTED APPROPRIATIONS 277,393,922 290,542,300 280,829,734

These funds derive their revenues from agency expenditures and are thus double counted as being appropriated from these funds as well as from

their source funds.



(Appendix C)

Appropriated/Non-Appropriated Funds
For Fiscal Years 2011, 2012 and 2013

APPRORIATED AND NON-APPROPRIATED FUNDS
ADOT Highway User Fund

Arizona Arts Trust Fund

Arizona Commission on Criminal Justice Fund

Arizona State Retirement System-Non Appropriated Fund
Child Support Enforcement Admin Fund

Clean Water Revolving Fund

Commerce & Economic Development Fund

Cosmetology Board Fund

Department of Economic Security Long-Term Care System Fund

Driving Under Influence Abatement Fund
Drug Treatment and Education Fund - Judiciary

Gang and Immigration Intelligence Team Enforcement Mission Fund

Health Research Fund

Healthcare Group Fund

Housing Trust Fund

Land Conservation Fund

Lottery Fund

Medical Examiners Board Fund

Motor Vehicle Liability Insurance Enforcement Fund
Motorcycle Safety Fund

Oil Overcharge Fund

Pharmacy Board Fund

Postsecondary Education Fund

Prescription Drug Rebate Fund

Public Safety Equipment Fund

Safety Enforcement & Transportation Infrastructure Fund
State Aviation Fund

State Charitable, Penal & Reformatory Land Earnings Fund
State Highway Fund

Supreme Court CJEF Disbursements Fund
Technology and Research Initiative Fund

Tobacco Products Tax Fund

Tobacco Tax and Health Care Fund

Underground Storage Tank Revolving Fund

TOTAL APPROPRIATED/NON-APPROPRIATED FUNDS

FY 2011 FY 2012 FY 2013
79,728,000 206,841,400 208,151,097
51,000 49,900 50,934
590,900 624,700 640,686
0 50,000 0
10,327,000 16,534,900 16,832,834
4,162,500 0 0
3,223,000 0 0
1,678,200 1,742,100 1,775,868
22,416,900 30,518,400 30,520,527
148,100 146,900 153,383
500,000 500,000 500,000
0 2,090,300 2,090,300
0 1,500,000 1,500,000
1,788,200 3,510,800 3,616,863
895,300 916,900 337,750
17,500 0 0
78,213,100 86,958,390 88,029,479
4,786,600 5,799,200 5,947,260
1,157,700 1,370,100 1,411,383
20,400 205,000 205,000
0 186,700 0
1,649,900 1,918,100 2,007,903
2,876,400 1,640,800 1,596,932
10,000,000 79,346,600 100,321,000
0 2,390,000 2,390,000
3,166,600 3,375,100 3,457,478
24,113,100 23,928,200 1,784,533
0 3,360,000 360,000
548,642,300 450,472,200 249,138,287
6,350,900 9,891,600 9,894,583
3,600,000 3,600,000 3,600,000
19,222,900 21,225,600 24,158,200
73,544,600 84,635,100 91,655,451
0 22,000 22,000
902,871,100 1,045,350,990 852,149,731

These funds are both appropriated and non-appropriated. The appropriated amounts are subtracted here and the entire fund is
treated as non-appropriated in Appendix D as the revenue sources are considered.
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