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JOINT LEGISLATTVE BT'DGEI COMIVÍITTEE

The Joint Legislative Budget Committee was established in 1966, pursuant to Laws 196ó, Chapter 96.
ln 1979, a bill was passed to expand and alær the committee membership, which now consistsof the
following 16 members:

Representative Robert "Bob" Burns
Chairman 1995

Representative J. Ernest Baird
Representative Russell "Rusty" Bowers
Representative Carmen Cajero
Representative Jeff Groscost
Representative Herschella Horton
Representative Laura Knaperek
Representative Bob Mclendon

Senator Carol Springer
Chairman 1996

Senator Gus Arzberger
Senator A. V. "Bill" Hardt
Senator James Henderson, Jr.
Senator Thomas C. Patterson
Senator Gary Richardson
Senator Marc Spiøer
Senator John Wettaw

The primary powers and duties of the JLBC relate to ascertaining facts and making recommendations
t9 the Legislature regarding all facets of the state budget, state revenues and expenditures, future
fiscal needs, and the organization and functions of state government.

JLBC appoints a Director who is responsible for providing staff support and sound technical analysis
to the Committee. The objectives and major products of the staff of the JLBC are:

o Analysis and recommendations for the annual state budget, which are presented in January
of each year;

o Technical, analytical, and preparatory support in the development of appropriations bills
considered by the Legislature;

. Periodic economic and state revenue forecasts;

o Periodic analysis of economic activity, state budget conditions, and the relationship of one
to the other;

o Preparation of fiscal notes or the bills considered by the Legislature that have a fiscal impact
on the state or any of its political subdivisions;

o An annual Appropriations Report, which is published shortly after the budget is completed
and provides detail on the budget along with an explanation of legislative intent;

t Management and fiscal research reports related to state programs and state agency
operations.

' Support to the JLBC with respect to recommendations on br¡siness items placed on the
committee's agenda such as transfers of appropriations pursuant to A.R.S. 5 ¡S-tZ¡;

' Support to the Joint Committee on Capital Review (JCCR) with respect to all capital outlay
issues including land acquisition, new construction, and building renewal projects

' Support to the Joint Lcgislative Tax Committee (JLTC) as directed in fulfilling the
requirements of A.R.S. $ 4l-1322(D).
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Janury ll, 1995

The llonorable lohn Greene
President of the Senate

and
The Honorable Mark Killian
Speaker of the House
Stlte Cspiùol
Stete of Arizons

Dear Presideirt Greene and Speaker Killian:

On behalf of Seneûor Carol Springer, Representative Bob Bur¡s, and the Süaff of the Joint I-egislative Budget
Committee, it is my pleasure ûo trensmit ùo you and the entire 42nd I-egislature of the State of Arizona, our
recommended budger for FY f996. As required by the Budget Reform Act of 1993, our recommendations
include a second year appropriation @Y 1997) for 88 budget units.

Our reconmendations a¡p contained in th¡ee volumes:

(1)
(2\

This Summarv of Recommendations and Economic and Revenue Forecast;
An Analvsis and Recommendations book, which contains recommend¿tions, by agency, and by

Pfogram;
A Non-Approoriated Funds book, which provides an explanetion of those fr¡nds not zubject to
legislative appropriation.

(3)

The St¡ff of the Joint Legislative Budget Committee loolcs forward to working with you, the Senate and House
Appropriations Cornmittees, and the entire 42nd Arizona Iægislature in developing the state budget for FY
r996.

A. Ferris
Direcûor

TAF:lm
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R.EVENIIES:
r¡çgin¡iqg Bdræc
oB¡¡e Reve¡ue¡
oT¡x R cform/T¡x Reduction

SI'BTOTAI-REVENT'ES

E:<ecutivc ILBC Difference
($ Millionr)

sz¿0.5 s13e.7 $(80.e)
4,506.1 4,524.9 rt.8
(200.0) (2æ.0) 0.0

J4,526.6 34,464.ó S(62.1)

ÞQENDITIJR,ES:
APPR,OPR,IATIONS
rPrior Se$ion Approprirtions t13.3 Sß.3
.Opcnti¡gÂpproprirrionr 4,3y3.t 4,357.2
oNcr¡ FY 96 Earyloyce Pay 35.2 0.0
¡Exccu¡ivc Initi¡tivc¡ l9.t 0.0
oC¡pitrl or¡tl¡y 6f .8 Tl.4
.Rcp¡y Corr¡ction¡ Fuod 24.O 39.4
.Adniñ¡rt¡rtivc Adj. & Emcrgcæicr X2.8 X¿.O
.Rcvcrtmed! 154.0 (ó4.7
SI,JBTOTAI-ÐGENDITI,'RES $4,516.6 $4,454.6

$0.0
(36.6)

€.5.2)
(le.t)
15.6
L5.4
(0.r)
o.7)

$(62.Ð

PROTECTED ENDING BALANCE: $10.0 $10.0 S0.0

REYEI{T]ES AND YEAR-EIYD BALANCES

BT]DGET IN BRIEF'
FISCAL YEAR l996. GENERAL III]ND

JLBC STAFF RECOMMENDATION
Due to surprieingly rtrong gmwttr of rtrrcnùes end riring G€r¡€ral Fund surpluses, tec t¡e ablc to concur with thç Governor's
reoomm€ridation to reduce taxcr by $2(þ million. rñrhilc the Govcrnor would ñ¡rthcr rcducc income taxcs, toward his goal of rcpcaling thc
statc incomc tax, we h¡vc not msdc E lpcciñc-rccommcnd¡tion givcn thc Lcgislaturc's int€r€st in reducing othcr taxca, most notably the
personal propcrty tax.

Additionally, the JLBC St¡fr rpcomme¡rded budgct continuer to ernphasizc "¡ound fiecal practiccr" including:

o A¡¡ ¿ppropri¡rcly c¡utiou¡ ¡svcnuc forccast, basod upon waning oconomic growttt;
o Full funding of the 'Rainy Day Fund,' with thc fund size limitod to 5% of rcvcnucs (S217 million);
o lncrc¡¡cd capital outlayr on r ipry-¡!-you-go' basic, including 90% funding of thc building rcnewal formula;
. $39.4 million to r€psy the Corrections Fund for non{onstruction e:qrnditures (and pay for FY 1997 prison constnrction);
. 527-4 million to climinate the "Midnight Rever¡ion" year<rd æeounting gimmick; and
o St¿tuûorT rcyisions to cnhancc legislative oversight of ststc pmgra¡ns.

OPER,ATING APPROPRHTIONS

Apencv/Activiw
Dcpr. of Educrtion (K-12)
Univcr¡itic¡
AHCCCS
Dcpt of Economic Sccurity
Dept of Cortcctiom
Dept of Hcalth Scrvicc¡
Judiciery
Community Collcgcr
Dcpt of Public Sefcty
Dept of Yorlh TrertnEû¡
All Orher
TOTAL

$ Ctangc ILBC St¡ff
From FY 95 FY 96 Rec.

$ Millionr)
t76.1 31,7¡l.t
16.6 597.7

Q.7) 479.0
6.2 3t5.5

35.0 373.t
(1.4) 2t6.6
7.7 t93.7
(l.t) ,e6.2

6.1 43.t
7.t 42.3
4.1 286.8

147 -9 4.357.2

-

lns. Prem.2.4%

lncome Tax 37.6%

Where lt Comes From

Sales and Use 44.6%

Where lt Goes

K-1299.7%

Hlgh€r Ed 15.9%

All Other 10.97o

AHCCúS 11.0%
DHS 5.0%

DES 8.8% DOC 8.6%

PrcpefiyTax4.1%

Other 8.3%

Vehlde lJc.3.0%

Prcparcdtor ltdctrùcn otrlu Arizot g¿te L.ûilaa.tt bi ùrc toitt I2tiElaâw Mta htnniæe fuf
l-



MÀIOR, FACIOR,S BEEII\I) æANGE IN GENMÄL F{'ND OPER,A'TING BT'DGETS
DITTREIITCE TN,OM ORIGINAL FT 1995 ESTIMAÎES

Dcparheot of Educ¡tbn $7ó.1 Millbn
o New Studer¡ts - 17,t94 New K-8 Su¡der¡ts $92.0

(3.5% Growtlr);8,(19 Nsw 9-12 Studc¡rt¡
(4.8%)

o Homçowncr'¡ Rebatc (State Pays 35f of 19.4
Prim¡ry hoperty Tax)

o Fully Fund Sudde¡¡ Growtl¡ 7.7
o C¡¡cer t-¡dder Ste¡r Increases 3.1
o Base Adjustment fiom FY 1995 Appropriation (14.Ð
o A¡¡esscd Vat¡¿tion Growtl¡ ¿rt3-Of (27.7)
o Otl¡er (3.9)

Depertmcnt of Corrcctions $35.0 Millb¡
. Opeî 8ó8 New Pricon Beds $17.2
. 1,666 Nen, Pri¡oner¡; 6.2% Growtt¡ 4.5
o Annualize Ff 1995 Prison Openingr 3.8
o f¡¡¡¡r¡lize 2% Aptn 1995 Pay Adjustment 3.1
o Open 4ü) Private Beds/Other Rel¡ted Costs 1.3
o ERE/Risk Management 2.5
. Other 2.6

Universitics $f6.6 M¡ltbn
o Annualize 2% Apttl 1995 Pay Adjustmcnt $8.2
. ERE ¡nd Risk Management 5.5
o Student En¡ollment Growth of L,572 (1.9%) 5.5
o Mandatcs (ADA & Alærnative Fuels) 1.4
¡ Colloctione Adjustment (f.6)
¡ Transfers and One-Time Cost (1.8)
o Other (0.6)

Judiciery $7.7 Millbn
. 1,071 Adult/614 Juvenile Nerv Probation Slots $4.3
. Pay f¡¡¡raliz¡rio¡, Judgcs Salary Increase, 1.4

and New Judger
c 5.2% Juvenile Support Servicc.s Growtl¡ 1.3
. Othcr O.7

Department of Youtù Treatment ¡nd
Reh¡b¡¡¡t¡tbn $7.l Millbn
o 51 New Community Placements S2.3
. Annualize Boot Camp Opcning (96 Slots) 2-z
¡ Olher 2.6

Dcpertmeot of Economh Socurþ $62 Million
o Automation Upgrades $3.7
o LTC - 4% Caseload Growtt¡, FY 1995 Sho¡tfall 3.0
. Child Care Incrc¡cod Costr 2.L
. AnnuÂlize 2% Apttl 1995 Pay Adjustmcnt f .l
o Child¡c¡r'¡ Serviccs 1.0
o Gcncral Assbt¡ncc - 3.4% C¡seload Growth, (1.0)

l2-Month Rulc Savingt, SSI Reimbursemcnts
. AFDC - 5,258 New Recipients (2.7% (4.f)

Growttr), Lcsr Savings from FY 1995 Surplus
o Otl¡er 0.4

Depertnent of Public Sefety $ó.f ÙûIion
o T¡a¡¡sfer of Anti€ang Funding fiom ACIC $4.0o Hieher Rirk Managcment Chargs 2.O
. Dcpartmcnt Pay Plan Promotional Costs 0.6
o Frcsze HURF and Highway Funds Usage at 0.0

$20 Million E¡ch
o Other (0.Ð

Yeaer¡.ns'Service Commissbn $2.5 Millbn
. Open Nry 2ü)-Bcd Nursing Homc SZ.5

Socref¡rt of St¡te $1.7 Millbn
o March 1996 Pre¡ider¡ti¡l Preferencc Primary $3.4

Election Expenser/Other
. L994 kimary ¡nd Ger¡eral Election Savings (1.7)

Land Department $l.l llfiIlion
. Risk Managemer¡t Costs for St¡te l¿nd $0.9

Haza¡dous Waste Clean-up
. Other O-2

Depertment of Commerce $(0.Ð Millbn
. Open Nc*, Europe OfficælOther Trade $0.4

Eqnnsions
o Reducc Job Training Funds from $3M to $2M (1.0)
o Other 0.1

Depertment of Health Servhes g(1.4) Mill¡on
o Substance Abuse Treatment $1.2
o Computer Impmvernents 0.9
. Exp¡nd Clozapine Treatment 0.8
o Fund I Poison Centcr from EMS Funds (1.0)
o Eliminate rilIC Supplemental Funding (1.0)
o Moratorium on Disease Control Resea¡ch (1.0)
o Titlc 19 Implementation Rcfinancing Savings (f .0)
. Otlrer (0.3)

Community Colleges g(l.t) Millbn
. L,293 Feu,er Students, a (1.6)% En¡ollmcnt $(1.2)

Declinc; No Inflation
¡ Rollover of FY 1995 Williams AFB Subsidy (0.Ð

to FY 1996
o Other 0.1

AHCCCS
o LO,32l New Member Yeats (2.6%)

tnd a 4% Capitation lncrease
o Rcduoed Federal Match RÂtc
¡ Elimination of Deferred LiÂbility
o lncorporaæ Ff 1995 Surplur
o Othcr

$(7.Ð Millbn
$30.6

3.4
(Ls.7)
(28.8)

2.8

l-l-



HKECTNTTIE
RECOMMENIDÀTTox

. $184.5 M Increa¡e in Ger¡eral Fund
Opcnting Budgct
. 908 FTE Position Incre¡sc/348 Excluding
Corrcctions/YTR
. $10 M Surplus

o Docc not Fund Junc 1995 Dcposit

o Total Fund Balance: 3l1l M @lus Intercst)
o Docs Not Address Cap

. S20O M Incomc Tax Cut

o $24 M fot 4% Merit Pay, January 1996
$7.6 M for Correctional Scrvice Officc¡s
$3.6 M Other Incquity Pay Adjustments

o 3.95% Reti¡ement Contribution (up from
3.7s%)

.s24M

o No Proposal

. $42 M for Construction (Pay-As-You-Go)
o Separate Health/Crime L¿bs (FY 96:
$15 M/FY 97: $8 M)
. 1,3(X) Neu¡ Prison Beds (FY 96: $21 M/
FY 97: ¡27 M)
. $20 M for 7O% Funding of Building
Renewal Formul¿

. $19.8 M Set Aside

o Adds $95.3 M for Enrollment Gmwth,
Including Full Funding of Sudden Growttr
o Same Recommend¿tion
o Same Recommendation
o 396 Ass€ssed Value Growtl¡ for a Savings
of 3(29.1) M

¡ Adds $14.2 M for Operating, Including
$8.5 M for hy Annualization, 35.6 M for
Enrollment, $4.5 M for ERE and Risk
Management and $1.7 M for Other
AdjustmenB
oCollections Fund Adjustment of $(6.1) M

¡ Same Enrollment Decline

. 3147.9 M Incrpasc in Ge¡reral Fund
Opcrating Budga
. 586 FTE Fosition Inc¡e¡sc/63 Excluding
Cor¡cction¡/YTR
. $10 M Surplus

JLBC STAFT.
RECOMMEI{DATION

o Funds Schcdulod $87 M Dcposit in June
1995
o Totel Fund Balancc: î217 M
o Caps at 596 of Reve¡¡ue

. $2(X¡ M T¡x Cut/Reform (unspeciñcd)

o 3.95% Rcti¡ement Contribution (up from
3.7s%)

o No Pay Proposal

. $39.4 M

. Eliminatee Accounting Procedurc at a Cost
of 527.4M

. $51 M for Construction @ay-As-You-Go)
o.Combincd Crimc/Health l-ab (FY 96:
$16 M/Fr 97: S7 M)
o 9ü) Neqr Prison Beds (FY 96: $æ M/
FY 97: $5 M)
. $26 M for 90% funding of Building Renewal
Formula

. No Set Aside

o Adds $99.7 M for Enrollment Grcwth,
Including Full Funding of Sudden Growth
o No Defl¡tor Funding
. Homcowner's Rebate Frozcn et 35*
o 3% Asscssed Value Growtl¡ for a Savings of
s(27.8)M

o Adds $16.6 M for Operating, Including
$8.2 M for Pay Annualization, $5.5 M for
Enrollment, $5.5 M for ERE and Risk
Management and $(l M) for Other
Adjustmentr
o Collcctions Fund Adjustment of S(1.6)M

o Rcduce¡ $(1.8) M for En¡ollment Decline
¡nd Roll FY 95 Williams AFB Subsidy to '96

MÀTOR
ISSI]ES

Parametcr¡ of
Gcr¡crel Fund
Budgct

Budgct
St¡bilization Fund
(BsÐ

T¡x Cut¡

Staæ Employee
Is¡ues

Corrcctiong Fund
Rcpaymcnt

"Midnight
Reversion'

Capial Outlay

Executive
Initi¡tives

AGENCIES

K-12

Universities

Community
Collegcr

Fr ú96
COMPARISON OF MAIOR FOLICY ISSIJES

t- l_ l_



Touri¡m

Commercc

Veterans'Comm.

ADOT

DEQ

Health Sen¡ices

Economic
Security

ATICCCS

DPS

Cor¡ectionr

Youth Treatmcnt
and Rchabilit¡tion

MÀTOR
rssuEs

o Docs Not Fund January 96 'Signsturc Bowl
Ever¡E' Promotion

o Rcduccs Job Training Pnognm by $(1) M

. Opens Nursing Home in August 1995 at a
Combincd FY 95 and FY 96 Cost of $3.6 M

o Rcducqg Opcrating Budget by $(1a.0) M
o Provides $3.5 M of New Enterprise Funding
o Rccommends Appropriating thc County Auto
Liccr¡se Fund starting in FY 97.

o M¡int¡ins Total WQARF Funding at $5 M,
Including $1.55 M General Fund

o Does Not Fund New hogram Expansions

o Funds 1 Poison Control Center
o Moratorium on Neìy Disease Control
Rescarch

o Does Not Fund Foster Care R¡æ Increases
o Recommends $1.0 M and uses Other
Av¡il¡blc Dollars for Children Services
o Does Not Fund Neu, CPS Legal Staff
o Docs Not Fund Ncw Elderþ Ho¡ñe Carc
o Does Not Recommcnd New Funding for
Domestic Violence

o Add¡ ¡33.6 M for EÞmognphic Growth,
Capitation Incrcases, and FMAP Changes
o Continues $10 M Privaæ Hospital Payments
. Fr€ezÊs Quick Pay Discount at FY 95 Level
(f4) M
o Yy'ould Decouple the Couner Acute Carc
Contribution from Long Term Care. This
*ou¡¿ ssse¡4¡lly Freeze the Current Count¡r
Acute Care Contribution at $74 M.

o Does Not Fund New Officen
o Recomme¡¡ds S1.1 M for Highway Patml
Equipment, Including 5O Vehicles
o Recommends Directly Appropriating 54 M
Anti-Gang Enforceme¡¡t Monie¡ to DPS
o Continucs thc Use of $20 M from each of
HURF/High*ay Fundg for Operating Costs

o Op€r¡r tót Statc Prison Beds, Sl7-2M
. O?cns ¿lû) Privete Beds, S0.9 M

. Addt $2.6 M for h¡rch¡ce of Ca¡c: 51
RcsidentiÂl Bcd¡ and 83 Support Slots

JLBC STAFT'
RE|COMMENDATION

. Adds $2 M for this Issue.

¡ Adds $2 M to Job Training

. Opens Nuning Home in November 1995 at
a FY 96 Cost of $2.5 M

o Reduccs Operating Budget by $(9.9) M
o Provide.s $7.2 M for Enærprise
o Eliminates County Auto Liccnse Fund and
Appropriate.s its ã1 FTE Positions and over
$10 M from Statc Highway Fund in FY 96

o Adds $0.3 M Gene¡al Fund for 1VQARF
Priority Siûc Remediation

o Adds $4.3 M for Maricopa Behavioral
Health Cdsfu Serviccs and $2.4 M for New
Indi¡n Behavioral Health Scrvices
¡ Maintains Support of 2 Centers
o Maintains Current Disc¿se Control
Research Funding

. Adds $2.4 M for this Issue '

. Adds t FTE Positions and $5.1 M for
Children Services
o Adds 14.5 FTE Positions and $1.0 M
o Adds $1.2 M for this Issue
. Adds $1 M for this Issue

o Adds $13.4 M for Dernographic Growth,
Capiation Increases, and FMAP Change.s
. Samc Recommendation
. Same Recommendation

o Yy'ould Continue 29.5% Formula for
County Acutc Ca¡p CosE. lncreases General
Fund Share of Acute Care by Over $18 M.
Lowers County Contribution to $56 M.

o Recommends $2 M fo¡ 30 New Officers
o Recomme¡¡ds $3.6 M for Similar
Equipment, Including 137 Vchicles
o Rccomme¡rds Continuing to Appropriate
Most Anti€ang Funding through ACIC
o S¡me Recommc.ndation

. Ol¡cnsSamcNumbcrof Beds, S17.1 M

. Opens Same Number of Bods, $1.0 M

o Add! $1.5 M for h¡rchßc of Ca¡c: 21
Residcnti¡l Bcd¡ and t3 Support Slots

EXECUTTVE
RECOMMEI{DATION

Lv



GENERAL FI]ND REVEÌ{T]ES AI{D EXE¡TDITT'RES
FISCAL YEARS 1995 AI\D IID96

(dollars in thor¡s¡¡rds)

Exec¡¡tive JLBC Staff
r"r95 rY95

REVENT'ES
Balance Forwerd
Bsse Reveil¡es
Tax Reform/Tsx Reduction

TO(IALREYENI]ES

EI(PE¡TDITT]RES
Prior Session Appropriations
Operating Appropriations
Budget St¡bilizetion Frmd:

Trigger l-FY 94 Surplus
Trigger 2-FY 95 Excess Reve,nues

New FY 96 EmployeePay
Executive Initiatives
FY 95 Supplementals

Operating Subûotal

Capital Ortlsy
Repay Corrections Fr¡nd
Admi n Adj ustmentslEmergencies
Change in Continuing Appropriations
Revertments

TOITAL EXPEIIDITI]RES

IROJE CTED ENDING BALANCD

$4,566,196.8 $4,5t7,004.4 $4,526,636.3 î,4,464,555.4

î229,2U.4
4,336,992.4

0.0

4,34,/.,499.1

32,459.O
0.0

22,8æ.O
0.0

t54.000.0)

$4,345,668.1

$?20,528.7

$229,2U.4
4,357,800.0

0.0

0.0
4,268,8?ß.4

68,504.0
87,500.0

0.0
0.0

5,7V2.1

32,459.O
. 0.0
21,000.0
t|,357.5

(64.000.0)

$4,447,34r.0

$139,655.4

Execr¡tive
r"f 96

$220,528.7
4,506,1V1.6

(200,000.0)

13,255.7
4,393,756.0

0.0
0.0

35,2N,O
19,783.6

0.0

61,800.0
24,ûl.O
22,8æ.O

0.0
(54,000.0)

$4,516,636.3

$lo,ooo.o

JLBC Stsff
r"Y 96

$139,655.4
4,524,W.O
(200,000.0)

t3,255.7
4,357,174.5

77,418.2
39,434.0
22,Oæ.O

0.0
(é4,7n.0)

$4,454,555.4

$10,000.0

0.0

0.0
0.0
0.0
0.0
0.0

4,268,826.4

68,504.0
0.0
0.0
0.0

7,079.7
4,430,532.5 4,62,035.3 4,370,430.2

-1-



FY 1994 REYIEW AI|ID FT 1995 I]PDATE

In March 1994, at the time of enactment of the Ff 1995 budget, the officially forecasted
s¡rling balance for FY 1994 (Generat Fi¡nd) was $107.2 miltion and for Fy 1995 was
iust $4.9 million. These projections were based upon the Governor's lower forecast of
revenue, and were after setting aside $89 million to reduce the "K-12 Rollover" from $142.5
million to $53.5 million, and appropriating $42 million as the initial deposit into Arizona's
Budget Stabilization Fund (BSF).

Because the JLBC Staff had a revenue estimate that was over $93 million higher than the
Governor's for these 2 fiscal years, the l-egislature passed a FY 1995 budget with so-callednTripleTriggeri provisions: 1) to the extent that the FY 1994 ending balance exceeded
$107.2 pillie¡, the excess surplus was to be directed first to eliminaæ the remaining K-12
Rollover and, thereafter, to be deposited into the BSF; 2) to the extent that Fy 1995
revenues exceed the budget estimate of $4,237.1 million they are to be deposited into the
BSF, except that when combined with any deposit made under "Trigger l,n the total
deposited into the BSF cannot exceed the formula-required amount; 3) the 3rd trigger would
come into pþ only if Triggen I and 2 fanlú to eliminate the remaining K-12 Rollover, and
would make a FY 1996 General Fund appropriation to eliminaæ any remaining K-12
Rollover.

On luly 20, L994, the JLBC Staff issued a Budget Status Report (No. 1994-1), which pegged
the FY L994 yar-end surplus at $210.2 million. Pursuant ûo Trigger 1, this would eliminate
the remaining K-12 Rollover of $53.5 million and result in a BSF deposit of $49.5 million.
As it tur:ned out, the fÏnal enditg General Fr¡nd balance for EY 1994 was an even mo¡e
robust $229.2 millis¡¡, which Eiggered a higher BSF deposit of $68.5 million.

Turning to "Trigger 2' and FY 1995's General Fund revenues, the JLBC Staff forecast of
$4,357.8 million is well above the trigger level for revenue of $4,237.1 million and,
therefore, will rigger a year-end deposit to the BSF of $87.5 million in order to fully fund
FY 1995's required deposit of $156 million. It is worthwhile to note that if not for Triggers
1 and 2, and the JLBC Staff s recommendation that we eliminate the year-end bookclosing
practice known as the "Midnight Reversion Lawn at a cost of $27.4 million, the ending
balance would have grown from $229.2 million on fune 30, 1994, to $376.6 million on June
30, 1995. As it is, after triggering supplemental appropriations to eliminate the remaining
$53.5 million of the K-12 Rollover, tully tunding FY 1995's BSF deposit at $156 million,
and reserving $27.4 million to reverse the "Midnight Reversion," the JLBC Staff is still
projecting a healthy year-end balance of $139.7 million, which will be used in constructing
our FY 1996 budget recommendations.

-2-



Allocation of Potential$376.6 Million FY 1995 Surplus
($ Mlltlons¡

Trigger 2

Trigger 1

Carry-Foruard to FY 1996
$139.7

Ellminate
lrfidnigüt Rsvcrsio'
{27.4

Trlgger 1

$53-5
(Einina¡c Remaining

K-12 Rollovcr in Nov. 94)

$t75
(Dceosit to BSF June 1995)

$68.5
(Dcposit to BSF

Nov.94)

OVERVIEW OF THE JLBC STAFT'RECOMMEI..ÙDEI)
GENERAL NJI\D BI]DGET FIOR T"T 1996

Tar Relicf in Arimna

JLBC Staff Recommended Budget Nlows for $2fi) Million of Tax Reductions

The JLBC Staff recommended budget for FY 1996 incorporates $200 million of unqpecified
tax relief. VÍhereas, taxes were increased by over $500 million during th¡ee consecutive
legislative sessions from 1988 through 1990, our improved economy, strong underlying
revenue growth and rising surpluses have provided an opportunity to lower taxes during each
of the past two legislative sessions. These tax cuts are intended to reverse the earlier tax
increases and to improve the after-tax incomes of individuals and businesses in Arizona.
While there is room for debate over whether Arizona is an "average" or "high" tax state,
there is no broad-based data that would support the assertion that we are a "low" tax state.

The level and structure of taxes in Arizona (and how efFrciently and effectively we spend
them) is important when you consider the fact that Arizona per capita personal income has
remained 5-15% below the national average over the past 20 years. While some of the gap
is explained by demographic and societal factors (choice) that state govemment cannot and,
perhaps, should not attempt to influence, a significant portion of the gap is related to our mix
of jobs and industries, with Arizona being chanctenzed by lower paying jobs. Some portion
of this difference is certainly attribut¿ble to the "sunshine factor" and our willingness to work
for lower wages than elsewhere due to our favorable climate. Nonetheless, we may be able
to alter our taxing and spending policies in a manner that encourages and attracts higher-
paying jobs.
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Although Arizona's strong eoonomy and revenue growth are providing oppottunities for tax
reduction/refor¡n, any tax relief should be developed in the context of careñ¡l long-range
budget planning. 'Whereas, tax cuts may be enacted by a simple majority vote, the Arizona
Constitution now requires a two-thirds majority for any bill that entails a net tax increase.
Of course, the I-egislature's commitment to build the 'rainy day fund' to a level equal to 5%
of revenues, makes it less risþ to be aggressive in tax-cutting.

Given that this year's budget recommendations are predicated upon a relatively large, $200
million tax cut, it should be noted that there is a precedent for including a major ta:c change
as part of the JLBC Saffs budget recommendations. In FY 1991, the deep and lengthy
recession in Arizona had reduced the estimated revenue growth rate to less than 3%, wtnle
social service caseloads were sþrocketing. The JLBC Staff recommended budget assumed
tax increases totalling $298.9 millie¡¡. As it turned out, legislation was enacted which raised
FY 1991 revenues by $252.1 million.

Govemor lVould Reduce Income Taxes, Others hopose Property Tax Cuts

The Governor is recommending that state income taxes be reduced an additional $200 million
as a further step toward his goal of eliminating the state income tax (estimated yield of
$1,656 million, or 37Vo of our total estimate of $4,525 million of General Fund revenue).
Over the past two legislative sessions, the state income tax has been reduced by $ll1
million. These reductions had the effect of reversing the effects of the 1990 tax increase
which raised the income tax by some $110 million as part of the aforementioned $252
million tax increase. Furttrer decreases in the income tax are sought by those who feel it will
place Arizona in a better position to compete for higher paymg jobs with neighbors such as
Texas and Nevada that have no income tax, and will generate higher incomes through the
lowering of ta¡res.

However, there is legislative interest in other ta;r cuts, particularly in cutting property tð(es.
There is an emerging national trend toward the elimination of the property tð( as a primary
funding source for local schools (Michigan being the most noæworthy). In a relative sense,
recent data suggests that property taxes are more burdensome than income taxes in A¡izona.
For example, in FY 1992, total property ta:ces in A¡izona were 4.líVo of personal income as
compared to the U.S. toal of 3.72Vo, ranking Arizona 15th. Our income tax, on the other
hand, was 2.N% of Arizona personal income versus 2.40Vo nationally, which ranked
Arizona 35th; and, this relatively low ranking was prior to the income tax cuts of the past
two years.
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Souttd þ.tscal Pmctices

fhe JLBC StafPs FY 1996 budget Fecorrmendation continues to stress the 2 mqior
themes contained in lsst year's nsconrmendations-paying past financiel obligations end
implementing sound fiscal practices that will ensure our state's future budgetary heatth.

While our General Fund revenue growth remains excellent and our surplus is rising (when
de,posits to the BSF a¡e included), we are forecasting that economic growth will subside
somewhat in 1995 and early 1996 as a transition to a federal reserve-induced recession
beginning in mid-1996 (the start of FY 1997). Therefore, we feel it is important to view FY
1996 as a tra¡rsition year, where we are ca¡eful to not overcommit our surplus revenues in
support of continuing operations, but rather target these one-time revenues for one-time
spending.

As a result, the JLBC Staff recommends the following:

. An appropriately cautious revenue forecast; based u¡nn waning economic growth;
o Full funding of the Budget Stabilization Fund with deposits capped 

^t 
5% of revenue

(approximately $217 million);
o Continued use of pay-as-you-go financing of capital projects and 9OTo funding of

major maintenance and repair of state buildings;
o a General Fund tra¡rsfer of $39.4 million to the Corr, ections Fund to repay prior non-

constmction expenditures;
o elimination of the "Midnight Reversion" accounting technique at a cost of $27.4

million;
o statutorl revisions to enhance legislative-executive oversight of state programs. These

revisions include: 1) eliminating or consolidating 87 funds and converting $336
million of non-appropriated funds to appropriated status; 2) creating both a new
agency for information technology planning and a new legislative/executive/private
sector authorization committee; and 3) establishing a schedule to conduct program
authorization reviews on 75 state programs, as envisioned by the 1993 Budget Reform
Act.

\{¿ning Economic Growth-Appropriately Cautious Revenue Estimate

After 6 consecutive years where actual general fund revenues fell short of estimates, the
opposite has occurred for frscal yeans 1993, 1994 and 1995. There is a tendency to
overestimate revenue on the downswing of the business cycle, and, thereafter, to
underestimate revenue on the upside. However, because there were so many years where
revenues fell short of expectations, the JLBC Saff has become even more cautious in our
revenue forecasting, to the point where there is a small chance of there being a rrevenue

shortfall.

Our forecast for the next 2 yeañ maintains this cautious approae.h. As explained in
detail laær in the "Economic and Revenue Forecast" section of this re1rcrt, we are
forecasting that the U.S. economy will exhibii slower growth later this year and on into 1996
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as a trarisition to a mild national recession beginning in mid-1996 (around the start of FY
1997). Likewise, the Arizona economy begins to slow, although there is so much
momentum in the Arizona economy that this slowdown is really not felt until 1997.

Ihe combination of a slowing economy and already scheduled tax cuts r,esults in a
subfantial deceleration in the General Fìmd Feyenue growth rate. Whereas, revenues
grew by 8.5% n FY 1993 and7.6% in FY L994, we are forecasting growth of 7.0% this
year (FY 195), followed by increases of 3.8% and 3.5% in FY 1996 and FY 1997,
respectively.

Even though our revenue estimate for FY 1995 is neady $230 million higher than the
estimate used when the budget was enacted in Ma¡ch L994, revenue growth is nrnning well
ahead of our revised estimate. For example, it appears that Generat Fì¡nd revenue
collections for the first half of the frscat year ane l6Vo greater than a year earlier.
However, the ax relief enacted last session will largely occur in the second half of this year,
and will lower the revenue growth rate by roughly 4% from what would otherwise occur.
When combined with the impact of a slowing economy, we ane anticipating a rather
precipitous slowing of the nevenue growth rate during the second half of F"f 1995.
Nonetheless, there is a good chance that we will exceed this year's revenue estimate.

FulI F\¡nding of Arizona's Budget Stabilization Fì¡nd
with Recommended r.ower cap (Svo of General Fund Revenue)

The A¡izona Budget Stabilization Fund (BSF) is designed to set revenue aside during times
of above-trend economic growth and to utilize this revenue during times of below-trènd
growth. A detailed explanation of the philosophy and formula under which the BSF operates
can be found at the back of this summary recommendation book.

In FY 1995' the JLBC Staff recoûrmends futt fi¡nrling of Arizona's Budget Stabilization
Fbnd (BSÐ, consistent with the formula established in Chapær 6, Laws 19Þ0, 3rd Special
Session (A.R.S. $ 35-144). This will require a deposit of $156 million, which will bè

Sales Tex

Income Taxes

Other Revenue

Subtotal

Fed Retiree Reñ¡nds

Total Revenue $4,073.3 $4,357.9 94,524.9 $4,684.6

Estimeted
FY 1995 FY 1996 FY 1997

Actual
FY 1994

$4,128.5
(5s.2)

$1,793.O

1,577.2

758.3

GEI{ERAL FT'ND REVENT]E
(dottars in millions)

$1,957.0

1,621.5

801.3

$4,379.8
(n.o)

$4,543.2
(18.3)

$2,035.7

1,722.5

785-0

$2,t17.2
1,827.9

797.2

$4,742.3

(s7.7)
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accomplished under the 'Triple Trigger" provisions of the curent year budget (see

Discussion earlier in this section). The Governor is recommending that 'Trigger 2' be
repealed, and that the BSF be limited to its current balance of approximately $111 million
plus inærest earnings.

lower cap on the maximum BSF balance is enacted (without the lower @p, a further
deposit of nearly $lfi) million would be required). Currently, the BSF is limited to 15%
of General Fund revenue, whereas, the JLBC Staff is reoommending that this cap be lowered
to 5%.

The graph below includes a JLBC Staff simulation of how the BSF would have operated
since 1977, through two major recessions, along with the Staff estimaæs for FY 1994
through FY 1996. Basically, the BSF would have operated as intended, "filling up" during
the expansion phase of the economic cycle and 'emptying out' during the recessions.
Between FY 1987 and FY t992, the state budget was revised each year with total revisions
of $644 million over the Gyear perid. The JLBC Staff believes that a BSF equal to 5% of
the budget will provide the Iægislature with a reasonable measure of budgetary flexibility
going into the next recession.

Pay-As-You-Go Cash trinancing of New State Facilities

JLBC Staff Fecommends the use of pay-as-you-go financing, rather than leasepurchase,
for constructing new facilities. With the improved state budget outlook, the Staff
recommends a continuing return to cash financing of new facilities, which is the least
expensive financing method. Beginning in the mid-1980's, the legislature approved the
issuance of Certificaæs-of-Pa¡ticipation (COP's) to finance the acquisition or construction of
general state ofñce buildings, ASU-West, a new Supreme Court building, the ENSCO
property, facilities at ASDB, the Tonto Natural Bridge, and more recently, RTC and other
distressed properties along with additional state prisons. All told, as of December 3L, 1994,

ARIZONA BUDGET STABILIZATION FUND
DEPOSITS, WITHDRAIIìALS AND FUND BALANCES

FY 1977 TO FY 1996

25,l¡

200
r60
100

õo

o

-6(¡

- roo
- 160

Tf 7A 70 8(¡ 8t S2 a3 A¡¡ A6 A8 A7 AA A9 00 0f 92 eg 04 0õ 90
F¡ACAL YEAFA

V- Plly-la o. P¡f<)ut --.- B.l.nc.

x
I
L
L
I
o
N
3
a

:7-



there were outstanding issuances of $486 million with an annual lease-purchase requirement
of $57 million.

COP financing made sense in the late 1980's and early 1990's, due to our poor budgetary
climate, record low interest rates, and the opportunity to take advantage of severely
depressed building values and construction costs. Now, these factors a¡e all receding,
making pay-as-you-go the more attractive financing option.

Accordingly, the JLBC Staff recommends $23 million of General Fund monies for prison
projects including the construction of 900 new beds and a master plan for a new Phoenix-
area complex. The JLBC Staff also recommends $16 million for the constn¡ction of a new
State Iåboratory and $2 million for the planning and design of a new State Hospital. The
State Iaboratory would combine the functions of the DHS and DPS laboratories.

Mqior ll{aintenance and Repair of State Buildings

IVIqior maintenance and repair would be funded et gOVo of the Building Renewal
Fornuh under the JLBC Staff Fecorrmendation. The formula was created in 19g6 as part
of a major reform of the capital budgeting process. By considering factors such as the
current replacement value and expected usefi¡l life of each facility, the formula is intended to
ensure that necessary monies are appropriated for the upkeep and renewal of state buildings.

As demonstrated by the following chart, the state has not funded l00Vo of the Builrling
Renewal Fornula since F"f 198E. The Auditor General reported in October 1993 that
numerous problems, "including overloaded electrical systems, stn¡cturally unsafe cooling
systems, leaking roofs, and insufficient fire-safety systems . . . stem from the deferral of
building renewal projects.'

DO
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0tó

æ%

QT

60t3

æx

Fttl

1009ó
t of Fco¡¡l¡fud¡rl

Building Renewal Formula
Hbtory ol Gencol F¡¡nd Support

-8-



Repa¡ment of the Corrections Fund

The JLBC Staff recornmendation includes a General F\¡nd transfer of $39.4 million to
the Corrections tr\rnd to repay fund monies that have been used in the past for non-
construction related expenditures. \Vithout a General Fund transfer, the Corrections Fund
would be in deficit by the end of FY 1996, and unable to meet continuing lease-purchase

obligations in FY 1997 while providing neoessary funds to build the next round of prison
beds at a new prison complex. The following table details the use of Cor¡ections Fund
monies for non+onstruction expenditurcs.

Non€onstruction Exoenditures
Opemting Budgets FY f985-92
FY 1988 & F"f 1989 General Appropriation Acts

Drug Enforcement Activities
FY 1993 General Appropriation Act

Operating Budget
FY 1994 General Appropriation Act

Operating Budget
Subiotal

Gener¡l Frurd Deoosits to Corrections Frmd
Lsws 1989, Chapter 5, lst Special Session

Constnrction and Operating
Laws 1994, Chapter 2, 8th Special Session

C-onstruction Related
Subtotel

$5,127,0(x)

10,411,500

15,581,700

18.600.000

$49,720,200

$(3,845,000)

16.¿14O.800)

$r0.28s.800)

Difference s39-434.400æ

When this transfer is added to the anticipated Corrections Fund of revenue of 522 million for
FY 1997, a total of $61 million will be available for lease-purchase payments and new
constn¡ction projects in FY 1997. JLBC Staff estimates that required lease-purchase
payments and other obligations will be $31 million, leaving some $30 million for new
constn¡ction.

Eliminate the Use of the trffidnight Reversionstr Accounting Technique

The JLBC Ståff necommends endiqg the use of the nffidnight Reversion" accounting
technique effective immediately (in Ff ú9Ð. At the end of each fiscal year, certrain
unobligated General Fund appropriations ('continuing appropriations,' including any unspent
amounts appropriated to the I-egislature and legislative agencies) do not lapse and are
available in the next fiscal year. In FY 1983, pursuant to statute, the state began to count
these nonlapsing appropriations at the end of the fiscal year as part of the General Fund
ending balance in spiæ of the fact that the monies continue to be appropriated and available
for expenditure as of the first day of the new fiscal year. (flrcy revert at midnight on fune
30 and become available again the next day) This technique is ng¡ in accordance with
Generally Accepted Accounting Principles (GAAP). Ending this practice would have a cost
to the General Fund of SZl.4 million.
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Enhanced Oversigbt of Non-Appropriated F\¡nds

In 1995, legislation will be introduced to control the number of state funds as well as the
dollar level of ioff-budget" spending, otherwise known as non-appropriated funds. The
legislation is an outgrowth of the I-egislature's belief that it should exercise greater oversþht
of non-appropriated funds. As required by Laws 1994, Chapær 366, the JLBC Staff has
made its fi¡st annual recommendation to eliminaæ or consolidate at least l0% of the total
number of funds, and convert at least 5% of non-appropriated fund expenditures to
appropriated status.

For FY 1995, we have determined that there a¡e 606 separate funds, and that non-
appropriated resources constitute $4.18 þillis¡, or 48%, of the state's overall spending
authority. To reduce the number of funds and increase legislative oversight, the ILBC Saff
is recommending to eliminaæ or consolidate 87, or L4%, of atl staæ funds and to convert
$336 million, or 8To, of fund expenditures to appropriated status.

rmproved r-egislative oversight of rnformation Technologr hrnchases

Ihe JLBC Stâff trecommends the introduction of legislation to create 1) a separate state
agency rcsponsible for statewide information technologr planning, coordinating, and
consulting and 2) a new, more powerful information tec.hnologr authorization
committee. The planning and consulting functions would be removed from the Department
of Administration, which would reain responsibility for a centralized Data Center and
telephone services to state agencies. The Information Technology Authorization Committee
would consist of legislative, executive, and private sector representatives, and would approve
centralized information technology standards and approve individual agency expenditures of
over $100,000.

Currently, information technology management decisions in Arizona state government are
made on an individual or shared agency basis with insufficient communication with executive
and legislative leadership. There is a lack of effective coordination or central authority. The
recommended changes are intended to improve oversþht and statewide coordination for over
$130 million spent annually on information technology for state government. Please refer to
the Ianuary 1995 JLBC Staff report on information technology for more information.

Continuing Implementation of Budget Reform

State government will continue to implement the Arizona Budget Reform Act (Laws
1993, Chapter 252), which requires a number of mqior changes affecting the allocation
of state government rrcsourrces. Pursuant to this Act, all but 14 budget units will receive
appropriations biennially with each year amount being itemized. This biennial budgeting
provision will take affect statewide during the upcoming year. The JLBC Staff is
recommending both FY 1996 and FY 1997 funding for 88 budget units.
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As also required by this Act, the Governor's Ofñce of Straægic Planning and Budgeting
(OSPB) presents to the Joint Iægislative Budget Comminee (JLBC) a listing of the programs

and subprograms that are performed or overseen by state government. This list and updates

are subject to review and modification by the JLBC. The fi¡st list, which included over
l,2N programs and subprograms, was presented to the Legislature in Febnrary 1994.

In addition, agencies are required to develop strategic plans and evaluation criteria to
eveluate the success or failure of each progr¡m in aelieving its goals and objectives.
Under the di¡ection of OSPB, the Straægic Planning Advisory Committee, comprised of
members representing aU 3 branches of state government, developed the Managing for
Results: Strategic Planning and Performance Measurement Handbook to aid agencies in
developing their plans and performance measures. OSPB, in conjunction with the
Governor's Office of E;ccellence in Government (OEG), provided strategic planning naining
to over 200 sate employees from 85 agencies this past summer.

To ensure the continual evolution of budget reform, a Joint Subcommittee on Budget Reform
and Program Authorization Review was formed to review and revise the Act where
appropriaæ, such as formally defrning the "program autho¡ization review" (I'AR) process.

The PAR is a 4-year pilot project intended to link budgeting with program performance
evaluation. The subcommittee will be introducing legislation to establish the program
authorization review of 75 prograrns over the next 4 yean: 10 in Ff 1995' 15 in F"f
1996,30 in FY 1997, and 20 in Ef 199E. Agencies, in conjunction with JLBC Staff,
OSPB, and OEG, are developing performance measures that focus on program results and

accountability. The strategic plans and performance mea¡¡ures that a¡e currently being

developed will provide key information in the decision-making process to either continue,
modify or eliminate the programs being reviewed.

Other Builget Issres

State F'mployees

The state work forrce of appropriated FTE positions would grow by 5E6' or l.íVo, under
the JLBC Staff recommendation. This growth is largely centered in the criminal justice

agencies. Of the new positions, 523 will staff new prisons or help implement the

Department of Youth Treatment and Rehabilitation judiciat consent decree. When these FTE
positions are excluded, statewide growth is 63 positions, or 0.2%.

Education

The JLBC Staff Fecommends $76.1 million in new K-L2 funding-a 4.6Vo incttase. The

increase is associated with these key factors:

- $92.0 million for 3.5% elementary student growth and 4.8% high school growth,

- $19.4 million for the homeowner's rebate, and

- $7.7 million for Sudden Growth.
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These factors are offset by:

- a $Q7.7) million decrease resulting from 3.0% assessed valuation growth, and

- a $(la.! million base adjustment from the FY 1995 appropriation, reflecting an
anticipated surplus in the current fiscal year.

IK'12 expenditures represent a rising shane of the state's General F\¡nd expenditures.
After many years in which the K-12 share of General Fund spending declined, K-12's share
of the budget is on the rise from a low of 37% in FY 1991. Undeithe JLBC Statr
recommendation, that trend will continue, as K-12 will account for 40% of total General
Fund qpending in FY 1996. This occurs because K-12 accounts for 5l% of all net new
qpending in the Staff recommendation.

The JLBC staff recommends $16.6 miilion in new university f¡¡rring, a 2.9vo increase.
The recommendation includes $8.2 million to annualize the April 2Vo p{y adjustment, $5.5
million for student enrollment growth and $5.5 million for employee b-enefit and Risk
Management charges.

In addition, the JLBC Staff recommends $23.2 million for university capital outlay, which
includes $19.2 million for university building renewal and $4 million foì construction of a
joint use facility at NAu-Yuma/Arizona Western College (an additional $2 million would be
appropriated in FY L997).

The JLBC Stâff Fecommends a $(l.t) million, or (L.9)Vo reduction in Community
Colleges funding, mostly reflecting a decline in student enrollment. For Fy 1996
formula computations, system-wide FTSE declined (1.6)%, as compared with an average
FTSE increase of more than 6vo over the most recent 5-year period.

K-12 Education Share of Fy 1996
Statewide General Fund lncrease

K-f2 Educaüon
st%

All O{fier Agendec
491*

-12-



Crimi¡tal Justice

The JLBC Staff Fecornmends a total General Fund increase of $35 millis¡, or 10.3% for
the Departuent of Cor¡ections budget. The recommendation includes $26.4'million to
annualize the cost of 650 state-operated and 600 private prison beds opened in FY 1995, to
open 868 state-operated and 400 private prison beds in FY 1996, and to cover costs

associated with the increasê in the prison population.

The JLBC Staff reconrmmdation would reduce the current 1r36E bed shortfall to 976by
the end of F"f 1996. The projected bed deficit at the end of FY 1995 is 1,044. The inmate
population is projected ûo increase by 100 inmates per month in FY 1996. As noted above, a
total of 868 new state-n¡n and 400 privately-operated beds a¡e recommended for opening in
FY 1996. Given the projected increase in the prison population, bed deficits would range
from a high of l,7U to a low of 876 in FY 1996.

The JLBC Staffs capital recommendation includes funding to construct 900 new state-run
prison beds. Of the 900 beds, 400 beds could be opened in FY 1997. The remaining 500
would not open unt'rl FY 1998. A total of 500 previously authorized beds are also
anticipated to open in FY 1997.

The JLBC Ståff Fecommends $7.1 million to add to DYTR's sacünÈcârre, residential,
and support capacity, and a FÍ 1995 supplement¿l of $2.2 million. The FY 1996 amount
includes $2.2 million to annualize the expenses of a new boot camp (24 secure beds and 72

aftercare slots), $2.3 million for 51 additional residential Eeatment beds, and $300,000 for
83 non-residential community support slots.

The JLBC Staff zupplements its criminal julice institutional riesources by adding S4.3
mitlion for 1,6E5 state-funded new probation slots. Another 955 county-funded slots are
also recommended, for a total oÍ 2rØ0 slots. Any analysis of proposed criminal justice

resources should encompÍu¡s both the prison beds and community placement of the

Department of Corrections and Youth Treatment and Rehabilitation as well as the probation

slots funded through the ludiciary budget.

The 2,640 new slots include L,465 for adults and 1,175 for juveniles.

Transportation/h¡blic Safety

the JLBC Staff recommends reductions in the ADTOT operating and capital budgets to
generate additional highway construction ¡esounces. The JLBC Staff ¡ecommendation
provides $107 million from the State Highway Fund for statewide highway construction,
which is $30 million more than the FY 1995 estimate. The JLBC Staff has recommended æt

operating budget reduction of $14 million and 160 FTE positions. In addition, non-highway
capial constn¡ction is being reduced from $8 million to $4 million.

the JLBC Staff Fsconmends freezing the mandated decline in HtlRFlHiÈway F\mds
for the Department of h¡blic Safety. Under A.R.S. $ 28-1598, the amount available for
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department use from each of these funds is scheduled to decrease in FY 1996 by $2.5
million, to a level of $17.5 million per fund. This would result in a toal General Fund
increase of $5 million. However, the JLBC Staff recommends enacting permissive
legislation ûo maintain funding at the current FY 1995 level of $20 million for each fund.
The use of these funds to offset department operating costs is constitutionally permissible as
one of the functions of l{uRF/Highway Fund monies is to provide for expenses associated
with state enforcement of trafñc laws. Use of these funds by the de,partment \yill also not
decrease ove¡all funding for state construction of highways. As noted above, reductions in
the A¡izona Dqrartment of Transportation's (ADOT) operating and capital outlay budgets
should increase funds available for highway constn¡ction to an amouni$gO miltion abõve Fy
1995 spending levels.

Health and \ilelfare

The JLBC Staff necommends a cautious approach to caseload growth to avoid F f 1996
supplementals. Although there a¡e several client population a¡eas which have shown growth
below the expected trend, the JLBC Staff has studied each very carefully before
recommending reductions in funding. This approach, combined with a cautious revenue
forecast should continue to mitigate or eliminate any supplementals for Fy 1996.

For the Department of Economic Security, this approach includes 2.77o caseload growth for
AFDC, 3.4Vo caseload growth for General Assistance, and 4% I-ong Term Ca¡e caseload
growth for FY 1996.

rWhile growth in the AFDC population has grown at less ¡han 0.5% in Fy 1995, the JLBC
Staff recommends funding 2.7/o caseload growth, which is equal to projected overall
population growth in FY 1996.

For the Department of Health Services, the JLBC Staff maintains current funding for Title 19

feriously Mentally Ill and Children's Behavioral Health Services, even though thi Executive
has included a $3.4 million demographic reduction in these areas. Due to the fact that there
are nerv capitation rates, the JLBC Staff believes it is more prudent to go with level funding.

For the Arizona Health Care Cost Containment System (AHCCCS), the JLBC Staff has
included an increase of 10,300 new member years, or 2.6% gto*th over the revised Fy
1995 base. While, for the fi¡st time since AHCCCS began, there has been a slight decline in
total clients in the current year, there a¡e still many factors which will reverse this æmporary
trend. Again our forecast is a more cautious approach to forecasting the growth in
population and costs of the various AHCCCS programs.

The JLBC Staff necommends an overall $7.7 m¡U¡on reduction in the originat F.f l99s
AHCCCS budget. For the first time since the creation of AHCCCS, the staff recommends
a decrease in the General Fund portion of its budget. The JLBC Staff currently estimates
that AHCCCS will revert $28.8 million at the end of FY 1995. This is due primarily to 3
factors: 1) greater than expected savings from providing only emergency services to
undocumented aliens; 2) lower than expected population growth; ¿¡1ã f) subsantially lower
than expected capitation rates due to a significant increase in health plan bid compeútion.
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After adjusting the FY 1995 appropriation down to the projection of actual expenditures, the
JLBC Staff recommendation is actually an increase of $21.1 million over the revised base

level. A furttrer major factor in reducing the cost of AHCCCS is the elimination of Deferred
Liability at savings over the FY 1995 appropriation of $19 million. Deferred liability was a
separate progr¡rm to make supplemental payments to healttr plans for extraordinary costs not
included in the capitation rates (t¡rpicålly for members that are hoqpitalized on the effective
daûe of enrollment). Deferred Liability was eliminated as a simplification measure due to the
effective negotiation of AHCCCS and the increased heafth plan competition.

the JLBC Staff Feco¡nmends free'ing all Acute Care discounts end non-General Fund
state match contributions at the current F f f995 level. The recommendation would:

continue the hoqpital reimbursement reduction on state-only program bills of $10
million;
fræze the Quick Pay discount at the current discount levels rather that continuing the
phase-out of this discount;
maintain the county acute care contribution at a fixed level of $74.f milüon; for the
past 2 years the county acute care contribution was set at 29.57o of the state portion
of both Acute Ca¡e and Arizona Long-Term Care System (ALTCS) less the county
contribution for the ALTCS program. The JLBC Staff recommendation decouples the
ALTCS and Acute Care programs so that any increases or decreases in one no longer
affects the other unrelated program. The county acute care contribution would be
maintained at the current year level of $74 million.
continue to deduct $5 million from the AHCCCS budget from the recovery of thi¡d
party liability tunding.

The JLBC Stâff Fecomrnends a $1.4 million reduction in the Department of Health
Semices budget. The recommendation maintains current level funding for seriously
mentally ill and children's behavioral health programs, while providing a $1.3 million
increase for substance abuse services. Savings of $1 million result from refinancing existing

o

a

a

ur.wl
sar

E
N
Eor

L¡rr.
AFD|C
SOBRA
EAC'EI-E

soQt e10t o¿c¡t eatc¡l eac¡1 ¡6c¡t ¡oc¡l

Fotocr*Aco¡l

2æ,OOO

I

I

AHCCCS ACUTE CARE
Qlftdyhbtltutu TotalCapltaüon

-15-



stateonly mental health clients through implementation of the federal Title 19 program for
adults between 2t and 65 years of age. The Staff also recommends a moratorium on new
disease control research grants for fi¡st year savings of $1 million, and financing I poison
Control Center through the EMS @rating Fund for General Fund savings of nearly $l
million.

The JLBC Staff recommends several changes which would help the Arizona State
Hospital (asE) reduce its census and place patients in more zuitabte community
settings. A growing consensus exists that many of the patients currently at ASH would
benefit from more appropriate community settings which may be less costly to the state. The
staff recommendation addresses the problems which have prevented ASH from effectively
placing these individuals in the community. The recommendation includes an lncrease rn
Clozapine funding of $770,000, funding for the deveþment of community providers, the
ability for resources to follow the client to the community, and greater direct control by ASH
of community placement resources.

The JLBC Ståff necommends an additional $6.1 million for the Department of Economic
Security. One key JLBC Staff recommendation provides $3.7 million for improved quality
of sen'ices and accountability through automation upgrades and new system dèveþmènt. 

-

The remaining recommendation focuses on services for caseload growth for I-ong-Term Care
and additional money for Children's Services, Child Care subsidies, and Vocational
Rehabilitation and Employment Support Services. The JLBC Staff recommendation provides
no inflation funding for AFDC benefits, and incor¡nrates the FY 1995 surplus in the AFDC
and General Assistance programs.

Other Issues

The JLBC Staff is recommendi.g privatization of fate services where appropriate. For
example, the Staff recommends that the Southern Arizona Mental Health Center (SAMHC)
be privatized during FY 1996. This recommendation was fi¡st approved for Fy 1995 but has
not yet been implemented. ttr/ith a budget of $3.8 million and 82 FTE positions, sAMHC
currently competes with private nonprofit organizations in Pima County for the provision of
mental health services.

For the Department of Transportation, the JLBC Staff recommends a l0To reduction in the
number of FTE positions in the right-of-way, roadway engineering, ând bridge groups, and
the use of 9O% of the dolla¡ reduction to þrivatize these functions. This recommendation
will result in savings of 25 FTE positions and $107,800.
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OYERVIETry OF JLBC STATT' RECOMMEI{DEI)
FT 1997 BT]DGETS FOR tt BI]DGET IJNITS

trTrst-Ever Biennial Budgets koposed h¡rsuant to Budget Reforn Act of 1993

Chapter 252,I-avts of 1993, the "Budget Reform Act of 1993" provided that effective with
the 42nd I-egislature, all but 14 "major budget units' (MBU's) would receive two years of
alryropriations, with each year appropriated se,parately. Accordingly, both the Executive and
JLBC Staff proposed budgets include a recommended appropriation for FY L97. The 14

MBU's that continue to receive annual appropriations, one year at a time, account for some
94% of the General Fund total. Therefore, the JLBC Staff does not have to present a
comprehensive and balanced budget for FY 1997.

As is qpical in the 18 staæs that use biennial budgeting, the second year appropriation
typically does not contain funding for new programs nor program expansions (policy issues).

Such is the case with our recommendations. The JLBC Staff recommended General Fund
appropriations for FY 1997 totÃ 5247.3 million for 55 budget units that receive a General
Fund appropriation. This represents a $(71,400) decrease from FY 1996. The remaining 33
budget units receive non-General Fund appropriations ("Other Funds") where the
recommended total of $97.4 million represents a $(328,900) decrease from FY L996.

-17-



U
2

ÈNËUê>(.)
rat-l
Eñ



TOTAL

ALL OTHER

DEPT OF YOUTII TREATMEI\¡T

DEPÎ OF PT'BLIC SAFETT

COMMUNTY COLLEGES

JT'DICIARY

DEPT OF IIEAXTII SERVICES

DEPT OF CORRECTIONS

DEPT OF ECONOMIC SECtruTY

AHCCCS

T'NIVER.SITIES
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ruLI-TnfE EQIIMLENT FOSITIONS - TO|IAL APPR'OIRIAIED FI]NDS
TEIYLARGEST AGENCIES

FY 1996 JLBC STAIT RECOMMENDATION
COMPARISON \üTIH E)(EC['TIVE RECOMMENDATION AND FT ilDs FTE FOSITTONS

A Exocutivc rçcomænd¡tionhu bccn edjuned for co¡rp¡nbility with thc ILBC Strfi¡cromrærd¡tion.
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TY T996 GEI{ER,AL TI'IìÍD ST'MMARY
By Function of Government

FY 1995 FY 1996 FY 1996

ESTIMATE Þ(ECREC. 
'LBCREC.

JIJC REC..
FY 1995

ILBC REC. -
E GCREC.
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ADMINIT;TR,ATION, DEPARTMENT OF
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LAW ENFORCEMENT MERIT SYS COI'NCIL
LEG¡SLATT'RE

A¡d¡lor GcnÊ¡rl
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INSTJR,ANCE, DEPARTMENT OF

2,7æ
2!t6,619500 26ó,2,30,W 26t,&1t,400 t22t8,Wt 2,608,4¡¡

E,5Et,300
7,66t,ffi
3,(x)9,6q)
3,0|tt,7û
5,(X7,9(X)
5,t65,6æ

33,25t,5û
295,tæ

¿1t,717,(n0

3,741,9ú
745,3@

7,425,W
3,624,?fr

24,3ú

,ttó,æ1,300

3T,3t2,ffi
ngn,ffi

2lt,0tt,tæ
219,7æ
l7l,&n

I,t¡0,000
l0,r(x)

ffi23æ

25,4215,499

2rJ5r,óæ
7,ltl,?(x)
l,(x)o,(m

235,m
0

s,tg7,2(n
1,4ó0,(m

t,491,700
1o,(no

20t,7ü)
76,006,300
11,269,ffi
95,9E6,300

41,t00

5t,tü)
to,n6Jæ
2,55t,7û

63'¡lO0

2,982,9æ
4,9t5,700
4,450,1fl)

26,t|4,9æ
2t5Tt,2æ
10,¿14t,t00

0
23t,2æ
51,200

6,05t,6q)
1,699,5(x'

t,491,7q)
10,(m

2û,7æ
76,ü)6,300
ll
95,916,3æ

47,2æ

t,tt0,ü)0
7,6ó8,¡lO0

l,9gg,9oo
3,t55,æ0
5,(X7,goo
5,v8,2$)

33,374,ffi
316,rü)

50,570,t(þ
5,570,000

t29,900
9,476,tû
3,6t2,600

2t,2æ

4r7,510,700
395,U7,ffi

13,t76,(x)0
x29,5y3,tú

xB,tæ
læ,100

I,tt9,r0o
10,300

3,323,5û

6(),9(x)

10,0t9,900
2,957,46

67,W
3,il0,500
5,290,tq)
4,no,m

26,W,5æ
z¿,(x)t,l0o
6,ót9,500

500,0ü)
zrr,r(x)

0
6,O59,2q)

1,699,5q)

t,900,4æ
10,(no

21o,2æ
t2,7t1,4æ
ll. 78ó,000

103,6tt,(n0
6,4û

9,343,300
7,763,1û
1,999,900
3,7çt7,2fi
5,113,6(x)

33,9t6,7q)
3()6,(n0

50,072,t(X)

5,453,1æ
1il,W

7,513,000

3,74Æ,5æ

27,W

479,ffi,zæ
3t5,471,9q)
t33s2,3æ

216,5æ,æ0
219,500

lt4,&n
2,014,3æ

10,3(x)

3,363,t(x)

60,tü)
10,091,200

2,A4,pg
67,W

3,112,5ü)
5,2llJm
4,7t23ú

614,100
49,5æ

(4n,2æ>
(500,000)

2,7æ
0

162,(n0

23eJ00

¿lot,7(x)

0
1,500

6,715,tæ
516,,100

7,70r,7æ
4,6(n

2,W
(1t4,900)

2ß5,7æ
3,6(X)

129,6û
225,W
252,2W

(234,4O0)

430,900
(3,759,300)

500,0æ

o00)
(51,200)

600

0

40t,700
0

1,5(n
6,T15,læ

516,,f00
7,7OL,7æ

(t00)

¿163,300

94,7æ
0

(57,ün)
65,7æ
6,M

755,(no
94,7æ

(l,(xB;7æ)
71t,500
65,7æ

104,m0
72A,2æ

10,900

1,355,t00
r,7tt2æ

lE,7(x)
t7,2æ

122,3æ

Q,725,rOO)
6,1593æ

974,9æ

0,435,&n)
em)

13,0(x)

r74,3ú
2æ

2,501Jæ

612,300
(10,r00)

(49r,000)
(116,9(n)

(65,900)
(1,963,100)

63,900

o,200)

(8,504,500)

(10,375,500)

(sL',7W)
(13,010,1æ)

(3,6æ)
5,700

t25,2æ

(100)

1,300

(133,000)

0
2,000

09,300)
(6t,lm)

0

1,0995{4,000 t,lj2,4523gg 1,100¿1b,100
40,300

662,100 Q2246.2001

-22-



rY Ú!06 GEhIEN,ALFUND ST]MMARY
By Funcfion of Crovc¡mment
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3,49t,900
(592,1æ)

(107,000)

æ5,500
(2,144,5æ)

1,751,2û
(215,000)

2.O7.W

0

2356,t{73W 2,450,n43ú 2,449,9m,800 y2,g6t,g0 (1,165¡500)

425233,W 473,¡ßt,600 467,164,W0 41,930,900 (6¡Ul,g¡0)

75,500 73,500 74,3æ (l,2oo) t00

105,2ü¡

750,óü)
lt3n,5æ

6t5,700
115,3ü)

6,€0,m
13.7t6.,m

4,qx)
124,7@

l,lo4,5q)
25,m
(5,1æ)

(lß,tüD
c2.752.M\

(6,6(xI)

(9,50O)

G9,¡mo)
2,2û
2,3æ

23,3æ
l2Jm

!14,t04,44r6 33.265,900 33¡00100 (1,603,700) (6sr00)

OPERATTNG BT'DGEf, TOTÂL' 42t92983W 4J93,756,000 4357,1745W t47,87620i0 66581500)

FY 1995 doc¡ mt i¡cludc oæ-tiæ çpropriliou of t53J(X),üÐ for K-12 Rollovcr rÊ,p.ynænt, $5,050,0q) for ûood rclief, 3423,üþ for
irycechær c:gen¡e¡, 3?5,0ü) for cor¡nty g¡ng p¡rvcnion, ¡¡¡d 34t0,1ü) for unrllocrtcd rdju*ræot¡. ALo includcr upwrd rdjulæc of
$27,6(þ foc Tc¡d¡m Fud.
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FY 1Ð6 OTEER, APTROPRIAIED FT'NDS ST'MMARY
By Function of Government

GEII¡ERAL GiOVERNMENT
ADMINIT'TR,ATION, DEPARTMEI{T OF

ATTORNEÍ GENER/IL
COLIIIET'M AI{D E(FOSITION CENTER

COMMERCE DEPARTMENTOF
GOVRNOR" OFFICBOFTIIE
LEGLSI.ATT,'RE . AI'D¡TOR GENERAL
ST'PR.EME COI.'RT
IJTIERY, ARIZONA
RETIREMEI{T SYSTEM

îOTAL . GENERAL GOYENNME{T

EEAL'IE AII¡D WEI,FARE
ECONOMIC SETCI RIIT, DEPARTMENT OF

E}TVIRONME¡.¡TAL QUAL¡TY, DEPT
HE/IXIII SER\¡ICES, DEPARTMENT OF
PIONEERT¡', HOME,,iRIZONA
VETEN.ANS' SER\IICE COMMISSION

TOTAL-H¡l¡r¡,-IEA¡IDWELFARE

INSPDCTION A¡¡D REGT'I,ATION
AGRICT'IjTI'R,E, DEPI. OF
coNTR CTORS, REGISTR^R. OF
COR,FOR.ATION COMMISS¡ION
INDUSTRIAL COMMISSION

R,ACING, DEPARTMENTOF
R,ADIATION REGI'LATORY AGENCY
RESIDENTIAL UTILIIY CONST'MER OFFICE
WEIGÌITS AI{D MEAST'RES, DEPI. OF
ACCOT NTANCY, BOARD OF

APPR,AISAL, BOARD OF
BAR,BER,I¡, BOAR,D OF
BEHAVIORAL HEAI,JTII E(AITITNERS, BD OF

CHIROPR,ACTIC E ilMINER,S, BOARD OF
COSMETOLOGY, BOARD OF

DENTAL E(AMINER,S, BOAN,D OF
FT'NER,AL DIR,ECTOR,S &, EMBALMERS, BD
HOMEOPATHIC E}ilIvIINERS, EOARD OF
MEDrcAL EGMINERS, BOARD OF
NATUR.OPATHIC PHYSICIANS BOAR,D

NT'R,SING, BOARD OF
NT'RSING CARE INSTITUTIONAL ADMIN. BD.
OCCI'PATIONALTHER,APY EüM., BD OF
OPTICIANS, BOARD OF DISPENSING
OPTOMETR,Y, BOANDOF
OSITEOPATTTTC E(âMINER,S, BOARD OF
PHARMACY, BOARDOF
PHYSICAL THER,APY E(AMINER,S, BOARD
FOD¡ATRY Þ(AMINER¡¡, BOARD OF
PRTVATE FOSTSECONDAR,Y EDUCATION
n¡YcHoLoclslT E (AI|{INERS, BOARD OF
RESPIRATORY C/IRE EGMINERS BO,{RI)
STR.UCTI,'R,AL PEST CONTR,OL COMM

13,500

151¡64,700 lfl,22t,tN 1z¡¡tEJ00 11,820,800 (9,01.!t,600)

FY 1995

ESTIMATE

tt,059,2(x)
3,716,61n

14,4t4,(m
4,ll7,w

0
t0,(m

I,lã,(m
46,350,E00
3,451,2ñ

69t,7æ
ll,5t9,9m
16,129,E00

1,235,9æ
,l4l,læ

FY 1996

Þ(EeREC.

99,2tO2û
3,710,5æ
l4,5lo,M
3¿t5,3q)

fþ,üx)
0

1,125,000
56,315,500

414,7æ

l4,t4l,7(x)
17,7(n,9(X)

1,264,1û
514,900

FY IÐ6

'IJCRÞC.

¡IJC REC.-
FY 1995 'LBC 

REC.-
E (EC R,EC.

99,(m,lm
23t/,,5û

14J10,200
3,2ú2,1æ

5O0,(X)0

0
t,&u,5æ

ß,336,2æ
3,Ø7,9æ

4t4,7æ
14,90t,Eü)
r6,tó3,t00
I,lto,&n

5l.l-9(n

10,9¡O,9(n
(1,332,1æ)

2ß,M
(9t5,tüt)
500,æ0

GO,m)
499,5q)

1,9t5,46p
196,700

(210,1æ)

(1,326,(n0)

0
(13,200)

0
0

499,5ü)

Q,e793æ)

0

67,tû
(t45,1æ)

(E3,300)

0

(2¡4,000)
3,31t,900

734,W
(55,lOO)

7¡,t00
30,1¡95,{00 y,74430/0 33,8ü1,000 3,7trt,ffi (861¡00)

1,7¡t,900
4,959,0(x)

5,919,t00
r4,72t,5æ
t,'vr,2æ

l(D,5OO

975,3û
7t9,9ü)

r,063,m0
256,6m
145300
359,600

237,W
636,9m
59r,700
179,6æ
30,0(x)

2,E44,4æ
57,2æ

l,l2rJæ
ó6,100

læ,7æ
T2,tæ

100,9æ

3X¿,7û
ó49,7æ
7t,m0
53,&n

134,500

xB,5û
137,E(n

l,os2,7æ

l,æ0,700
5,124,fn
6, I l4,t(X)

t2,762,ffi
3,363,2æ

lü1,6(x)
1,001,5ü)

t(x',4¡9
l,û28,@

2l,0,7û
149,t00

341,(n0
263,9æ
u3,700
5tt,500
171,600

29,2æ
2,t94,7ú

ó6,6(X)

t,243,W
?9,(m
95,9m
67,2ú

107,9æ

312,5(n
7¡1,500
90,700

56,7û
135,æ0

20|1,9æ
144,(m

1,241,7û

l,æ5,000
5,345,7æ
ó,070,500

t2,796,5æ
2.t24,W

l(xi,200
9TI,Iæ
546,500

1,019,3(Ð

249,6û
149,,rcO

341,400

260,300
63ó,500

597,6æ
171,600

29,3æ
2,9ût,t00

66,t00
1,419,300

Tt,w
95,ó00

67,2æ
r0t,üx)
305,0q)
73r,500
9l,læ
57,E(x)

l¿16,t00

x24,1æ
165,,100

l,l9l,9ü)

(3,900)

3t6,700
l5l,,m

(1,9ã,0æ)
r,x24,tæ

2,7@
l,too

Q43,N)
(43,7(x))

o,000)
4,100

(1t,200)

x2,M
(4m)

5,90O

(r,000)

o00)
59,,100

9,600

29r,(xn
I I,700
(5,100)

(4,900)

7,1æ
(t7,7ñ)
u,t00
l3,r0o
4,0æ

12,300

@o
27,ffi

t39,2@

4,300
x¿r,tæ
(,14,300)

34,5æ
(539,2æ)

l,ó00
Q4,4AO)

c25t,9(n)
(e,300)

o,100)
(4O0)

,100

€,600)
0n,2æ)

9,100
0

100

9,lm
2æ

176,300

(1,2æ)
(300)

0

l0o
o,500)

0
¡m0

1,100

l I,t00
16,2æ

2t,ffi
(4e,r00)
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FT 1996 OTHER, APPROIRIATED TI'IÍDS ST]MMARY
By tr\mction of Govermmt

TECHMC.AL REGI!¡TRATION, EOAru) OF
VETER¡NARY MED EKAM¡NING BOARD

TOTAL. INSPDCTION & REGT'LIITTON

EDUCAIION
OOMMT'NIIY COLT¡GES
DEAF AND THE BLIND, SCHOOL FOR, THE
FOSÎSECONDARY EDUCATTON, COMM. F1OR,

T'NWER,SITIES

A¡izoo¡ St¡tÊ Uoivcr¡ity - Mdn
Arizoo¡ St¡rc Univc,nit'' - E¡f
Ari?ßú Strtc Univcnþ - Wcr
Northem A¡izon Univenity
Univenity of Arizoor - Mrin
Univenity of Arizon¡ - Hc¡ltb Sci Ctr
TOÌIL

TOTAL - EDUCATION

PROIDCTIONAI{D SATTÎY
CORRECTTONS, DEPARTMENT OF

CTIMIN,{L ruSTICE COMMMSION, iIRIZONA
EMRG. .&, MIIJTARY AFFAIRS, DEPT. OF

PUBLIC SAFETY, DEPARruENT OF

YOÜITT TREATMENT REHAB., DEPT OF

T1OTAL - TR,OTECTION AII¡D SATETY

TRâNSFORTATION
TR,ANSFORTATION, DEPARTMENT OF

NATT'RAL RDSOI'RCES
GAIvTE AND FISH DEPARTMENT
PARKS BOARD

TOTAL . NATTJN,AL RESOIJRCES

OPERATING BIJIIGET TOIAL'

42375,W tß,1n,100 4¿,56!t,l6 193¡00 (61rt00)

Fr 1995

ET¡TIMATE

t5t,7m
l$.&n

136,9ü)
5,274,5û

0

66,4lt,tm
0

5,3(X,5(x)
22,4/'5,9æ
62,331,7æ

3,tó0¡æ
160.361.2m

14,799,2æ

53t,0ü)
6¡t,9ü)

4t,too,(m
2.952-lû

l?,3,1O,800

2.242.M
19583¡00

6ß.r$.400

FY 1996

Þ(ECREC.

ü9,5æ
190.ffn

r39,5æ
5.'34,m

273,5æ

67,tt4,tü)
l(B,t(x)

5,45,9,&
23,2ß4,2æ

ó1,665,6q)
4,t36,5q)

163.230-300

?ß,399,tæ
576,1(þ

52,6æ
,lt,5u,l(n
3-652-&n

t7,5t2,2ú
2.454.5CÍ)

20,036,700

flt.¿181.100

FY 1996

'LBC 
REC.

t71,9ü)
r89-6m

l39,5Cf)

5¡50,5m
2,9t1,9m

67,tt4,t00
l(B,tcf)

s,469,40A

23,2&,2æ
60,35t,9æ
4,&ló,5@

161,92:t,6æ

26,399,W
5$,ræ

52,6(x)

4t,162,(no
1.97t3æ

17,t62,ffi
2,454,6æ

2O3t720/0

7003s7.100

'LBC 
R,DE.-

Fr 1995

13,2æ

2,ffi
76,(m

2,9u,900

l,'ló6,(m
l(D,tq)
164,9ü)

Elt,3(x)
0,yn,w>

n6,2æ
1.562.,100

11,600,600

t5,l(x)
(11,300)

(63t,(xxt)

o74.m0)

521,8{X)

2t2.2æ
734,000

17,lót,700

,LBC R,EC..

EKECNEC.

o,6(x))
û.2qt)

0
116,5æ

2,7ü,ffi

0
0

0
0

(1,306,7æ)

0
û.306.?qD

0

c8,m0)
0

(419,10o)

û.674.500)

2t0,¡100

280500

05.124.000)

t00

t6s,7t2,ffi 168,877300 u0J95500 4,122,W0 1Jr8¡00

67,151,400 79262,4N 77,1¿$it00 9,9ln,N @,116,600)

l96,tz¡,2(n t97,151,9(n lE2,t4l,cxþ (t3,9tí2:2ßt) (14,310,9æ)

r00

t O¡igi¡¡l FY 1995 rpproprirtioor to¡¡llcd $672,t47,2ü). Thc¡c ¡tru¡ntr hrvc bccn edjunad for e vrriety of f¡cto¡t ilcludiqg cany for*,erd
brhme¡.
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rY PN GEI{ERAL FI]¡ÍD ST'MMARY
By tr\rnction of Govermlent

FY 1996 FY 1997 Fy t997
JLBCREIC. EcCnEC. ILBCREC.

GENEN.AL GOYERNMENT
AITORNEYGENERAL
COMMERCE, DSPARTI,E{T OF
CONSTITUTIONAL DEFENSE COT'NC¡L
EQU,rlL OPFORTUNITY, (þVERNOR'S OFC OF
EQU UZå.TION, STATEBO RD OF
GOVERNON,, OFFTCE OF TIIE
GO\'ERNOR,.OSPB
LAW E¡ì¡FORCEME¡¡T MER,IT SYS COT'NCIL
LEGISLATT'RE

Audiør Gcocnl
Horrc of Rcprc¡en¡¡tivc¡
Join Lcgieletivc B¡dgç¡ Commiücc
f-cgidrtive Cq¡ncil
Libnry, A¡¡hivc¡ & P¡¡blic Rccord¡
Scn¡æ

TOTAL
PER,SONNEL X)ARI)
REVENUE" DEPARTMENTOF
SECTETARY OF STATE
TÆ( APPEAIJ, BOARD OF
TO['R¡SM, OFFICE OF
TREAST'RER, STATE
I'NIFORM STATE I.AWS, COMMISSION ON

TOTAL - GEÀ¡ENAL GOVERNMENT

HEALTN A¡IDWELFARE
HEARING TMPAIR,ED, COI'NCIL FOR, TTIE
INDIAN AFFAIRIi, COMMISSION OF
PIONEER,S'HOME

RANGER,S' PENSIONS
VETERANS' SERI'ICE COMMISSION'

TOTAL- EEALTE AII¡D WELFARD,

INSFECTION A¡ID REGT'T,/TTION
AGR,IC. EMPI¡YMENT R,ELATIONS BD.
AGRICT'LTTJRE DEPI. OF
BANKING DEPARTIUENT
BO)flNG COMMISSION
BUI¡.DING AND FIR,E SAFETY, DEPT. OF
COR,FORATION COMMISI;ION
INSI'R,ANCE, DEPARTMENT OF
LIQUOR, LICENSES AND CONTROI- DEPT.
MINE INSPECTOR.

OSHAREVIENY BOARD
RACING, DEPARTMENTOF
R,ADIATION REGI,'LATOR,Y AGENCY
N,EAL ESTATE DEPARTMENT
WEIGITTS AND MEASI'R,ES, DPPT. OF

TOTAL - INSPDCTION & REGI'LAIION

f19,109,900 t4¿,t 3,M ü¡t,&12,100 @97,900)

22,00t,100
ó,6E9J00

500,(n0
z¡t,l(x)

0
6,O592ß
l,ó09,5(x)

6,4û

9¡43,300
7,?63,tú
1,999,9(x)

3,797,2û
5,113,6(x)

33,9tó,7q)
306,(m

50,072,t(x)
5,453,100

7U,W
7,513,ü)0
3,746,5æ

27,m

219,5(n
It4,t(x)

2,0t43û
l0¡m

3,363,t00

2t,5t5,@O
10,340,2m

0
29t,2æ
290,9(x)

6,05t,6CX)

1,699,5(X)

4t,200

t,t22,tcx)
7,975,1ú
2,(X0,0(x)

3,216,500
5,(X7,9q)
5,y82æ

33,0r¿5,500

331,5(x)
50,t610,t00
3,954,t00

tt4J00
9,019,900

3,756,(nO
29,2æ

x8,tú
17t,7û

I,t89,tm
10,5@

60,900

10,073,400
2,767,9ú

67,000

3,1 10,500

5,16t,200
4,tor,r(x)
2,llt,3æ

ú7,7æ
9,æ0

2,54n,ffi
1,093,q)0

2,tr7,ræ
t,420.ffi

22,m,l(x)
ó,750,tü)
l,(m,(m

z¡t,l(x)
96,7ü)

6,O59,2æ

1,699,5q)
47,499

9,32l,96
7,975,1æ
2,W,W
3,124,3æ
5,053,200

5,969,6æ
33,491,1(x)

30t,4¡9
50,5t1,6æ
3,95t,9(n

y)9,7æ

7,7æ,5æ
3,793,t(X)

2t,600

2t9,5û
lt0,3o0

2,Ot43æ
10,500

0

465,óü)

c¿3,100)
(279,2æ')

4,l(x)
115,200

(r,2s9,ffi)
37,t00

(ó00)

6301J00)

4d\5æ
c3,5t9,7@)
l,ü)0,000

(100)

(1e4,200)

600

0
(r00)

(92,2æ)
5,300

ff,4(X)

(3,ó00)

l,6q)
t25,2æ

(4e5,600)

2,4AO

50r,too
(1,494,2m)

235;7OO

2O,5æ
47,3æ
r,600

0
(¡16,1æ)

(160,500)

0

0

Q7,50û)
33,46

0

e,æ0)
0

(1(B,300)

ã,000
4,M

(t9,4O0)

ILBC R,EC.-

FY 1996

0
6l,m)

5ü),fi)o
0

96,7q)
0

0

l,(m

(14,'¡¡D)

212,W
,l0,l0o

(672,9æ)
(60,400)

'LBC 
REC..

E(EICREC.

506,1æ
0
0

0

0
(4,s00)

0

0
2æ

5,?92,700 3,194,300 2,424,ffi 6¡6t,100) 069,700)

60,t00
t0,091,200
2,824,ffi

67,000

3,112,500
5,211,5ü)
4,7t23ú
2,6t5,2æ

76ó3m
9,(X)0

2,6X2,m
1,071,7m
2,E95,7æ
1,761.¡100

60,E00

10,045,1(x)

2,6É.3,W
67,(xX)

3,112,500
5,1t4,(n0
4,735.7ú
2,6t5,2æ

7Q,3æ
9,æ0

2,5t9,tæ
I,096,7ü)
2,t99,9æ
r,67¿W

(100)

(2t,300)
(104,000)

0

2,W
XL,Eæ

@,ffi)
573,900
(43,¡100)

0

c¿1,500)
3,700

12,t00
251,600

37,881,400 36,91t,100 37515200 (366¡00) SnJw
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ßY ßÐI GEÈ{ERAL FI'¡TD ST'MMARY
By flmction of Gover¡ment

EDUCATION
ARTS, COMMISSION ONTHE
DEAF AI{D TIIE BLIND, SCHOOL FON, THE
HISTORTCAL SOCIETT, AilZONA
Htr'TORICAL SOCIETY, PRESCOTÎ
MEDTCAL STT'DE{T I¡ANS BOARI)
FOSTSECONDARY EDUCATION, COMM. FOR,

TOTAL.ÐUCAÎION

PROTDCTION AND SAÍETY
CRIMINAL ruSTICE COMMISSION, ARIZIONA

EMRG. &MILITARY AFFAIR,S, DEPT. OF

E (ECT¡TWE CLEMENCY, BOARD OF

TOTAL. PROTECTION A¡ID SAFETY

NATT'R.AL RESOURCES

EIMROI{MENT, CTOMMISSION oN TIIE AZ
GEOI¡GICAL SIJRVET, ARTZONA

LA}¡D DEPARTMENT
MINES & MINER,AL RESOT'RCES, DEPT.OF

NAVIGABLE STREAIT{ AD'T,DICATION COMM.,
PAR¡SI BOARD
}VAtrER RESOT'RCES, DEP,{RTMENT OF

TOTAL - NATT'RAL RDSOI'RCES

OPERATING BT'IIGET TOTAL

r5(,73æ
r6,65rJ00
3,9913(x)

564,9fX)

113,9ü)
l,æ4,m

a,tu)gú

l,l(n,(no
4,4t7,ffi
t,7:29,2æ

72Æ,ú0

105,2ü)
75(),6(X)

rtå27,5æ
6&t,7ü)
lú¡(n

6,430,000

13.7E6.,m

FY 1996

ILBCREC.

41,200,700

247341,4N

FY 1997

EGCREC.

l,9l0,t0o
ló,553,(no
3,714,I(x)

574,W
306,2æ

t-z¡4-(m

0

4,760,0æ
1.676.,100

l l l,E00
699,500

ll,Tlo,7æ
óroJ00
l13,(m

6,2t5,6(X)

t3.747.2û
13,{m¡00

246,373,4ü

FY 1997

'LBCREC.

lJû73æ
16,619,¡(X)
4,(51,1ü)

6014,5q)

236.ffi
t.z!4.m0

0
4,16¡1,9ü)
1.6E1.,100

ILBC REC..
FY 1996

,LBC REIC.-

Þ(ECR,EC.

1t2,7æ
T2ß,3æ

11,6973æ
6u,l(þ
l15Jm

63lo,tcx)
1E.76ó.,100

0
(3e,100)

69,t(x)
(4æ)

tx2,7æ
0

0,1(n,000)
(253,7æ)
(47.t00)

c2,s00)
(24J00)
369,&n

(4,ó(x))
'0

(ll9,2qI)
4.gto.(m
5,199¡00

01,¡l{10)

(403,500)

66,400

347,(m
29,7æ

(69,600)

0
(596,t(x))

5.000

(9,100)

2ó,t00
(Ì3,4æ)

6ü)
2,3æ

25,2æ
5.019-200

4,991,600

896,600

0
A2y2,W A2aí2,9ú t!l],000 Glll,ooo)

ó,¡ü¡6,400 5,t45300 (1,401500) 691,100)

38399,900

247270,M

ILBC St¡fi rccomlrndr dcfering ¡ FY 1997 ¡¡cor¡ænd¡tionuntil ræn yerr.
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rY PYI OTHER, APR,ORIATH) TT'NDS STTMMARY
By Fuction of Gover¡meut

GENERALGOVENNMENT
ATTORNEY GENER,AL
COIJSETJM AI{D EXFOSITION CET{TEN,

COMMERCE DEPARTMENTOF
GOVERNOn, OFFICE OF TI|E
RETIREMENT SYSTEM

îOÎAL . GEIIIERAL GOVER¡IMENT

EEAL E A¡¡D W'ELFARE
PIONEERS' HO¡ùÍE, ARUONA
VETERAI{S' SERVICE COMMISSION

IIOTAL. EEAL'TE AND WEX,FARE

INSFPCTION AII¡D REiGt L,¡ITION
AGR¡CT'LTT'RE DEPT. OF
CONTR,AC.TOR,S, REGISTRAR OF
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THE U. S. ECONOMY

Mid-Year Review of FY 1995 - Continuins Growth

The U.S. economy has had 43 months of ove¡all national economic grcwth to date since the
trough of the last recession in lvfarch 1991. Gross Domestic Product (GDp) grew at
annualized, l€al (inflation removed) rates of 3.3%, 4.1%, and 3.4% in the first three
quarters of calendar (CÐ 1994. The expectation is that growth will continue for the
remainder of the fiscal year @T) ending June 30, 1995, although there should be some
slowing in the rate of expansion.

The consensus of economists expects quarterly growth rates to start to slowly decline starting
in the last quarter of CY 1994, but only to a2.5% anrnalgrowth rate for the remainder ofFf 1995. We expect that F"f 1995 will show an overall 2.5% real growth rate for the
national economy. The Consumer Price Index should increase by 3.+%. Economic strength
in the U.S., improving conditions in Europe, and the continuing Uoom in most of Asia
(except Japan) have pulled commodity prices up steadily, which will continue to increase the
inflation rate. U.S. wage and salary employment growth should again æ 2.5% t¡rs yar,
and unemployment should be down to 6.2% nationally, the third year of decline. Corporate
profits have been at record levels. The severe cost cutting in corporate America over the last
decade has paid off in terms of the "bottom line" in this phase olthe expansion.

We tend to disagree with the consensus of economists about the future path of grcwth.
Instead of drifting down from the 3% nnge to the low 2% nnge in the next two years, yye
see a growth rate of 1.7% in FY 1996 and then a slight decline (0.1%) in Fy lgg7. our
July Budget Stan¡s Report had forecast growth of 3.3 % for Ff 1995 and 3.0% in Fy 1996,
but that forecast had not counted on the continued aggressive Federal Reserve actions to date.

Despite the fact that inflation, as measured by the Consumer Price Index, has been increasing
quarterly at annualize<l rates of only about 3.0%, the Federal Reserve has increased its
discount rate and the Federal Funds interest rate six times so far in calendar 1994. The
latest move was a 0.75% increase on November 15. They are concerned that the steadily
growing economy is building inflation pressures that should be nipped early in order to
prolong this growth phase of the business cycle. They are hoping to mitigâte a "boom-bust,'
cycle into a "soft landing" of slower growth without recession. Ho*ru"t, we believe that the
interest rate increases that have al¡eady occurred, which will take from three to nine months
to work through the economy, are enoïgh to have a negative effect on the interest rate
sensitive a¡eas of the economy, such as auto sales and housing and help to push the economy
gradually toward a very low growth path by FY 1996 and certainly bf Fy 

-lgg7. 
Many

analysts believe further interest rate increases by the Fed will occur eruly this year if real
GDP growth continues above its target of 2.5% anrnal Fowth. Critics argue that the
I"ederal Reserve apPears to be more preoccupied with forestalling *y iot-'itionary surge than
sustaining higher growth rates in the economy, or that it is making mountains out of
molehills in the leading-inflation-indicator data.
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POST KOREAN WAR RECESSION DATES AND LENGTHS
Tablc I

3152

Exoansion LenothPeakTrouoh

Average

Recession Starts
Months After
Fed Tiohtened

N/A
16
55
I

23
10
74

39
24

106
36
58
12
92

August 1 957
April 1960
December 1969
November 1973
January 1980
July 1981
July 1990

May '1954

April 1958
February 1961
November 197O
March 1975
July 1980
November 1982

Regardless of the view of uthe Fedu, forecasting a slowdown in F"f 1996 followed by a
rccession in FY 1997 is not an aggressive scena¡io. It is true that Table I reveals no
regular pattern in terms of either the duration of expansions or the time lag between a Fed
tightening and the start of a recession. For example, the table reveals that the Fed's
tightening in May 1984 was followed by a recession-after a lag of six years, which was
longer than five of the seven expansions listed! On the other hand some analysts have
observed that recessions start 18 months after the third of a series of Fed rate increases, and
there have been six increases so far in 1994. Nevertheless, by the end of FY 1996 this
recovery will be 62 months old, and 74 months old by the end of FY 1997. Based on
historical patterns and recent small signs of hesitation on the part of consumers, some
slowdown is almost certain during this forecast period.

SOURCES OF REAL GROSS DOMESTIC PRODUCT GROWTH !
(Billions of 1987 $l

Consumption - Services
- Nondurables
- Durable Goods

Nonresidential Fixed lnvestment
Residential Fixed lnvestment
Change in Business lnventories
Federal Government Purchases

State/Local Government Purchases
Net Expons
Chanse in GDP (1982 S)

FY 1993
s56.8

21.2
33.3
40.1
22.3

6.9
(6.s)
4.1

127.1

sl-5,!¿

FY 1994
s49.9

24.3
42.O
78.3
19.5
14.8

122.51

13.8
t45.0)

sl_7s2

FY 1995
s38.5

21.4
28.8
53.8
(1.9)

15.9
(1 1.9)
12.2

(25.9r

s 130.8

FY 1996
s33.3

15.6
19.1

51.5
(10.1)
(31.0)

tzs.2t
11.0
27.O

s91 2

FY 1997
$37.5

10.0
(14.8)
(23.8)
(17.8t

(4.6)
(13.01

6.0
15.0

s(5.5)

Table 2
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Table 2 shows estimates of how the seven main categories that combine to form total GDp
may perform through Ft 1997. Residential fxed investment and consumer durables
purchases could take the burden of the slowdown, but these outcomes are consistent with the
increases in interest rates that stafed earlier this year.

The Federal Reserve has made clear its intention to hold the line on inflation by switching
from a "neutral" stance to tightening or even "contractionary." Again, the Fed has hikedthe
federal discount rate six times since January to 5.5 %, vp 2.5% overall. Yet the ma¡kets still
see momentum in the economy and potentially more inflation in the Republicans' plans to cut
taxes

We expect that the weak dollar, strong commodity prices, and possible expansionary frscal
policies by congress will gradually increase the rate of inflation.

A rising inflation rate could destabilize growth in several ways. It makes planning more
difFrcult in a more unpredictable envi¡onment compared to grcater certainty of prióes in times
of low inflation. If inflation is rising at a rapid rate, people do not know trow io allocate
resources. Second, higher expected inflation could cause real interest rates (the difference
between nominal interest rates and expected inflation) to rise. This ¡aises the real cost of
capital for all borrowers. Third, higher inflation has often destabitized business cash flow
and caused businesses to take a shorter planning horizon. During periods of high inflation
and higher interest rates, businesses must invest in projects that bring a fast short-term
return, since these returns are compared to the cost of putting the same investments into
interest bearing deposits. Higher interest rates increase cash outflow to service bonnwing
and decrease the number of ventures which appear viable.

Consumer Spending

Growth in consumer spending, which contributed heavily to FY 1994's strong GDp growth,
is expected to slow a bit in Ff 1995 and FY 1996 and then drop sharply in Fr ßgi. There
has been a tonent of pent-up demand in the car and housing markets for the past two years,
and both of these markets are expected to stay fairly healthy. Yet, they do not have much
room to go up further, especially in view of the recent rise in interest rates, and almost all
analysts are looking for year over year declines in the rates of growth by Fy 1996 and
FY 1997.

Employment Growth

Total employm-ent growth is expected to accelerate to 2.5% nW 1995 and drop stightly to
23% n Ff 1996. It will remain to be seen whether employment will continue to increase
sharply, although incgmes should improve in the economy. lvfanufacturing employment,
typically one of the highest paying sectors, is expected to show positive ñ*tft in-Ff lgg5,
the best performance in six years. Many large U.S. corporations will continue to reduce
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middle management though. It is often difFrcultfor these employees, now numbering in the
millions, to find comparable jobs. Many workers ar€ now at smaller frrms earning lower
salaries, or they have started their own businesses.

Health Care Reform

The Clinton Administration created fierce debate when it inhoduced its Health Security Act
to Congress on October 27, 1993. However, the debate failed to produce a piece of
legislation capable of mustering a majority in either House, and Congress adjourned without
passing even a modest reform. With the Republican victories in the House and Senate it now
lools as if health care reform may be dead for the rest of President Clinton's term. The
good news for employen is that the uncertainty about how they would be impacted under the
Clinton package will dissipate. However, there may be a resumption of the higher rates of
medical cost inflation, which has been growing much more slowly for the past two years,
(coincidental with discussions of a nationat health plan) if the th¡eat of health care reform is
removed.

Foreign Trade

The positive effects expected from the North American Free Trade Agreement, which took
effect on January l, t994, are already starting to show up in the national economy.
Preliminary estimates indic¿te strong increases in both U.S. exports to Mexico and Mexican
exports to the U.S., despite the recent economic slump in Mexico which is inhibiting demand
there. After a long delay, the recently concluded Uruguay Round of the General Agreement
on Tariffs and Trade (GAT D Íeaty passed both houses of Congress by surprisingly wide
margins in a qpecial session. The majority of business and academic economists say that the
net benefits to the United States will be in the billions of dollars annually after passage, and
positive effects from GATT should show up in the U.S. economy by FY 1996.

Bank Lcnding

Commercial bank lending has stafed to surge in the last twelve months. Banls had taken
advantage of lower short-term interest rÍìtes to earn a large qpread be¡ween the cost of thei¡
funds and rates available on investments in U.S. Treasury and mortgage bonds to rebuild
their capital after the losses from excesses of the late 1980's and then the 1990 recession.
As interest rate spreads nÍurow, and some banks are selling off parts of their bond portfolios
to free up money for loans, banls will continue to be more aggressive in seeking quality new
loans in a fiercely competitive market. There have been some opinions recently that banks
have possibly been too aggressive in extending credit, in the same manner as they did in the
1980's but on a smaller scale.
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Summarv

Overall, FY 1995 and FY 1996 should see declining rates of growth in a rising inflation
environment, which should be followed by a mild recession in F"f ß97. Sincè few
economists are even predicting what 1996 will bring, we naturally note uncertainty about a
forecast out to FY 1997. Accordingly, the timing and path of this medium term forecast arc
subject to more resea¡ch and debate.

Table 3 shows the percentage increases in Key U.S. Economic Indicators expected for
FY 1995 through W 1997, as well as historical results starting with FY 1992.

Risl¡s to the Forecasts

The nation's economic performance for the remainder of FY 1995 and until FY 1997 will
de,pend in large part on interest rates. The bond market may continue its unpredictable
behavior; and if interest rates continue to rise, the housing and car markets, which are doing
so well now, will be hurt. The fortunes of our major trading partnen will also be imporønt.
The moribund European and Japanese economies a¡e showing early signs of recovery; if the
recovery is stronger than expected, the export sector will give the U.S. a strong boost in
FY 1995. Convenely, if Europe and Japan stip back into recession or experience only very
weak recoveries, it will act as a drag on U.S. growth. The Clinton Administration has also
been experiencing trade frictions with Japan and Canada. A trade war with either would hurt
U.S. exports and add to inflation.

Overall, we estimate the downside risk to be minor-about a 15% chance for real grcwth to
be around 2% nstead of in the 3% nnge for FY 1995. We estimate the upside risk to be
perhaps a 30% chance of real growth of 4% or better.

I-ooking at FY 1995 and even out to FY 1997, the higher growth alternative would depend
on a continued strong rebound in hiring caused by continued increases in investment and a
sooner than anticipated turnaround in Europe and Japan, which would help U.S. exporters.
There could be a sharp reduction in unemployment as employers see that the reæovèry is
stronger than anticipated. Fixed business investments would be even higher than anticipated
and manufacturing would also rebound. This higher growth alternative assumes that thè Fed
is successful in engineering a "soft landing" and does not tip the economy into recession.

Neqative alternative - New Eirins Delayed and vyeak Growth

The Clinton Administration loses credibility in some way, because of some domestic scandal
(e.8.,'Whitewater) or a foreign crisis (e.g., Korea), reducing confidence. Inventory
restocking and business fixed investment would not increase as expected because oi reduced
sales forecasts.'
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In agreement with our view, even Goldman, Sachs and Co. has recently (lllt7l94) raised the
possibility that "recession risks are rising". They said "the chance of a recession in the next
year or two has risen and will continue to rise as long as growth (GDP) remains above its
long-term 2.5% target limit. Above trend growth will aggnvate upward pressûres on shof-
term interest rates, causing any subsequent slowdown in domestic demand to be sharper than
it otherwise would be."

JLBC Staff
11t28t94

Table 3

7.8

7.77.1

5.63.33.O

9.27.27.8

6.26.57.2

1/ Millions

10.o

KEY U.S. ECONOMIC INDICATORS

Three Month T-Bill Rate

Foroc¡¡t
FY 1996

s5,455.2
1.7

4.4

8.4

10a.2
(o.6)

18-2
(2.61

7.1

Foroc¡¡1
FY 1997

s5,449.8
(o.11

139.8
4.7

166.8
5.4

119.2
(o.st

1 15.7
(o.11

17.O
(3.4)

1 19.8
o.9

7.1

10.5

115.8
f.o

17.6
12.2t

Aaa Corporate Bond Rate

Wage and Salary Employment !
Percent Change

Manufacturing Employment !
Percent Change

Unemployment Rate

133.5
4.2

158.2
4.6

Forec¡¡t
FY 1995

s5,363.2
2.E

Actu.l
FY 1994

$5,233.1
3.5

Act¡d
Fy 1993

s5,o58.O
3.1

Actr¡¡l
FY 1992

s4,906.7
o.7

128.1
2.8

151 .2
3.4

1 18.8
4.3

1 14.6
2-5

17.9
o.o

Real G¡oss Domestic Product !
Percent Change - 016

GDP Deflator lndex
Percont Change

Consumer Price lndex
P€rcont Change

lndustrial Production lndex
Percent Change

124.7
2.O

146.3
2.6

138.3 142.6
3.2 3.1

114.O
4.8

105.3 108.7
o.7 3.2

111.8
2.1

109.5
1.1

18.O
(o.6t

18.1
(o.91

122.3
2.5

119.4
3.3
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TOTAL CONSUMPTION
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INDUSTRIAL PRODUCTION ¡NDEX
AND PERCENT CHANGE
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CHANGE IN TOTAL HOUSING STARTS
SINGLE FAMILY AND MULTI-UNIT
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THE ARIZONA ECONOI\,ÍY

The Arizona economy continues to expand as we welcome the new year. For the frnt half
of CY L994, Arizona ranked sixth nationally in nonfarm job growth with an ovèr-the-year
(June 1994 vs. June 1993) rate of 3.9%. Since then, Arizona has maintained this ranking,
but has increased its job growth to 4.6%. Currently, most of our key economic indicators
point to a strong and confident economy which likely resulted in a robust Ch¡isünas for
retailers.

Lately, many analysts have begun to question the sustainability of this surprising growth in
Arizona. Likewise, we see some signs that the growth may be slowing, so that our cunent
forecasts project Ff 1995 as the peak growth year in this present cycle with FY 1996 as the
transition year into a mild recession in FY 1997.

Ff 1995 Outlook Strong Growth

Recent evidence regarding the strength of Arizona's economy abound:

Personal income jumped at a 9.0% annual rate in the fint quarter of 1994 and 8.0 %
in the second quarter. This is the highest two quarter increase since 1986.

Ihe unemployment rate dropped frcm 6.7% to 6.1% in October and stayed at 6.1%
in November, fueled by large monthly increases in total employment of 13,300 in
October and 15,700 in November. Total employment in November gfew by almost
74,000jobs since last November.

Total wage and salary emplo¡ment (nonfarm) grew for the first five months of the
f,rscal year (Iuly to November) by 4.5 % over the same period last year. Construction
led the way with I3.7% growth, followed by manufacturing and services with growth
of 5.0% and 4.7%, respectively. Trade recorded a big gain of 9,300 from the
previous month as retailers prepared for the holiday shopping. Mor€over, trade rose
by 16,900 jobs from the previous November.

Manufacturing employment is frnally recovering from the defense cutbacks of the
late 1980's and is benefiting from recent economic development efforts and the
expansion of hi-tech hrms. Manufacturing gained 300 jobs in November and 8,900
since last November, which is the largest year-over-year gain in ten years.

Annual net migration into Arizona from California has leap-frogged from a negative
6,800 in frscal 1989 to a positive 18,600 in fiscal t994, says a Salomon Brothers
r€port based on drivers license address changes be¡ween the two states. According to
the 1990 Census, California constitutes Arizona's biggest source of in-migration at
21.0%, with Texas a distant second at 6.7%.

The Survey of R¡rchasing lManager:s conducted each month by Dr. Harold Fea¡on
of the College of Business at Arizona State Univenity indicates that the economy has
continued to record new highs since June of this year.

a
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Consumer confidence in Maricopa County as measured by the Behavior Research
Center remained high in August. Compared to the sa¡ne time last year, confidence in
the economy is about three times better. However, in November, the survey showed
some caution creeping in among the middle and lower income households.

Taxable retait sales for October climbed 10.5% for a FY 1995 year-to{ate gain of
13.4%. overall taxable sales for the frscal year arc growing a healthy ll.l%.

a housing boom still rages in Arizona, especiatly in single family homes.
M¡ltif¿mily and commercial constnrction are also rising, but remain weak by
historical standards.

What does all this sparkling news portend for the rest of frsc¿l 1995? A look at our table of
Key Arizona Economic Indicaton (Table 4) shows that the economy is forecasted to improve
in FY 1995 over F"f 1994, which was a year of solid gowth. The only Ff 1995 indicators
not exceeding FY 1994 are retail sales and construction employment; but this is mainly due
to the higher interest rates recently enacted by the Federal Reserve, which will eventually
restrain auto sales and housing starts. Otherwise, the overall Arizona economy will be
advancing strongly añd reaching a peak during the frscal year.

a

a

KEY ARIZONA ECONOMIC IND¡CATORS Table 4

Actual Forecast Forecast Forecast
FY 1994 FY 1995 FY 1996 FY 1997

Personal lncome - Current Dollare !
Percent Change 96

Personal lncome - Constant Dollars f/
Percent Change

Personal lncome - Per Capita Constant Dollars !
Percent Change

Retail Sales !3
Percent Change

Population 3/

Pe¡cent Change

Wage and Salary Employment -z
Percent Change

Manuf acturi ng Employment -z
Porcent Change

Construction Employment -z
Percent Change

Unemployment Rate 9/

Millions
Thousands
Dolla¡s
Collections. Distribut¡on Base + Nonshared

Actual
FY 1992

s64,473
5.O

53.997
1.6

1 4,1 58
lo.7t

934-7
5.O

3,814.O
2.4

1,499.7
o.8

173.3
(4.51

77.5
(3.O)

Actual
FY 1993

s69,1 56
7.3

56.546
4.7

14,479
2.3

1,OO8.6
7.9

s74,296
7.4

1,120.8
11.1

15,442
o.9

1,292.6
5.9

4,238.7
2.4

1,753.6
3.8

185.8
o.2

15,430
(o. 1t

$80,834 $87.382 S93,760
8.8 8.1 7.3

59,580 63,O53
5.4 5.8

14.866
2.7

15,299
2.9

65,455 67,067
3.8 2.5

3,905.5
2.4

1,541 .3
2.8

173.7
o.2

82.7
6-7

4,OO7.7
2.6

1,607.8
4.3

176.8
1.8

97.6
18.O

4,121 .3
2.8

1,689.8
5.1

1.220.3
8.9

1,358.5
5.1

4,346.6
2.5

1,794.5
2.3

1A4.4
(o.81

110.9
12.31

185.4
4.9

110.1
12.a

113.5
3.1

6.9 7.1 5.7 5.4 5.5 5.8

1t

4
g/
4l
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Likewise, a closer examination of our employment forecast, as shown on Table 5, reveals
that both the Goods Producing and Service Producing sectors will be peaking in FY 1995 as
well, driven by the dramatic improvement in manufacturing and the continued growth in
services. Also, one may have noticed that the Ff 1995 wage and salary emplciyment
forecast of 5.1% growth is significantly higher than the cunent performance of 4.5%
glowth. This is because we believe, as do most other economists, that the current job
estimates will be revised upward in the coming months. Historically, the establishment
survey, which produces the job estimates, has understated the number of new frrms started
during an economic recovery. This will be eqpecially true during this recovery due to the
recent influx of firms fleeing California. Thus, we a¡e expecting an upward revision in job
growth of at least a half a percentage point.

F"f ú96 Outlook: Moderate Growth

I-ooking into FY 1996, we see the Arizona economy still growing but at a slower pace. We
view FY 1996 as a transition year before the sta¡t of another recession. Penonal income
will increase by 8.1%, still strong growth, but not as much as in FY 1995. Real personal
income will slow to 3.8% from 5.8%, due to less growth and much higher inflation. Grcwth
estimates in all key economic indicators are projected to be lower in Ff 1996, exce,pt for
population growth, which remains flat.

As for employment growth, the big decline is in the Goods Producing sector, where
manufacturing, mining, and construction will experience a signifrcant moderation in growth.
Meanwhile, growth in the Service Producing sector will remain relatively stable, decreasing
slightly from 4.5% tnFY 1995 to 4.3% in F"f ß96. Overall, total wage and salary
employment growth is forecasted at 4.3%, slightly lower than the 4.5% in FY 1995. Again,
the greatest growth, in terms of the number of jobs gained and percent increase, will occur
in the service industry with 26,700 new jobs for a 5.5 % galurr.

What factors will contribute to the moderation of growth which eventually leads to a
recession? First, we contend that the Federal Reserve will once again miss the mark in its
attempt to f,rne tune the economy. As discussed in our U.S. Economy outlook, we believe
the Federal Reserve has been overly aggressive in fighting inflation. This will cause interest
rate sensitive sectors of the economy, such as auto sales and construction, to substantially
slow down by FY 1996. Since Arizona is tied closely to the national economy, the state's
economy will also decelerate. Secondly, housing construction has accounted for such a
disproportionately high share (about I8%) of Arizona's job growth during this expansion.
Thus, we believe that the higher interest rates and a reduction in net migration to Arizona by
Californians, which will adversely affect construction, makes Arizona especially vulnerable
to a possible recession.

F"f 1997 Outlook: Mild Recession

We are forecasting a recession in FY L997. However, we expect the recession to be mild
and of short du'ration. The se¡tors of the economy impacted most will be manufacturing and
constnrction. We are projecting declines in jobs for these two secton. Also, per capita
penonal income will drop by a slight 0.1%
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Number % Number % Number % Number %

Service Producing
Transp., Communic. & Public Utilities 83.2
Trade 393.8
Finance, lnsurance, Real Estate 1O1 .2
Services 460.0
Government 283.0

Total Services Producing 1.321 .2

Total wage and Salary Employment 1,607.9 4.3 1,6g9.8 s.t 1,753.6 3.9 1;794.s 2.3

ARIZONA WAGE AND SA].ARY EMPLOYMENT

FY 1994 FY 1995 FY 1996

Table 5

FY 1997

Forecast

o.2176.8
't2.2
97.6

286.6

1.8
4.1
3.9
5.5
1.5
3.8

1.8
12.8t

r 8.o
6.6

185.8
13.2

113.5
312.5

r.5
3.1
1.3

184.4
13.1

110.9
308.4

(0.8)
(0.8)
(2.3t
(1.3)

Goods Producing
Manufacturing
Mining
Construction

Total Goods Producing

87.6 2.8
432.2 4.7
109.6 4.4
515.5 5.5
296.2 2.4

1,441.1 4.3

89.4
445.9
112.3
535.5
303.O

I,486.1

2.1
3.2
2.5
3.9
2.3
3.1

185.4
13.O

110.1
308.5

4.9
6.2

12.8
7.6

85.2
412.9
r05.o
488.8
289.4

1,381.3

2.4
4.9
3.8
6.3
2.3
4.5

Risks to the Forecasts

The main risk to the forecast is the Federal Reselve's recent string of interest rate increases
as previously mentioned. Most economists are uncertain about how these increases will
affect the magnitude and timing of economic growth or inflation. Also, the Federal Reserve
may raise nrtes even further, which would certainly compound the uncertainty surrounding
Arizona's continued expansion.

Another risk to the forecast is a weaker than expected national economy. Arizona has a
diversified economy which correlates closely with the national and global economies. Most
national economists are predicting a big uptick in U.S. exports for 1995. This is reliant on
expected accelerating growth in Europe, Mexico, and the Pacific Rim. If this does not
materialize, then the Arizona economy will likely suffer.

Also, on a regional basis, Arizona's economy is signifrcantly tied to California. Most
economists in California are forecasting a rebound for the Golden state in 1995. This could
slow down net migration into Arizona, which would then affect the housing market.
However, trade in goods and services between the two states would improve, which may
9ffset any loss due to the slower net migration; but there is some uncenuioty as to whicir
factor will have the greater effect.
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U.S. and ARIZONA
REAL PER CAPITA INCOME
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GEIYERAL FT]IYD REVn|IUE

The current JLBC Staff revenue forecast is shown on Table 6. In order to preserve the
continuity and comparability of the revenue series, we have elected to show thé Federal
Retiree Refunds as a se,parate deduction and not merged with the Individual Income Tax.
Otrr forecasts for the three fiscal years are appropriately cautious. To put it another way, the
risk of actual colleætions coming in below the forecast for any of these fiscal years is
relatively small.

Forecasting economic activity for a year in which an economic hrrning point may (or may
not) occur is one of the most diffrcult aqpects of forecasting encountered by economists.
Using Arizona Personal Income (AZPÍ) as a measure of the economy, AZPI increased by
5.0% in FY 1992, followed by accelerating increases of 7.3% in FY L993, 7.4% n
FY 1994, and 8.8% in FY 1995.

We are now in the position of forecasting another turning point, this time for a downward
turn. During the First Regular Session - 1993, legislation was passed which provided for
biennial budgets for all agencies except "Major Budget Units". The requirement for se,parate
budgets for each of two years into the future creates a need for revenue forecasts one
additional year into the future, in this case, FY 1997. The business cycle is still in operation
and somewhere in the future the next downturn is lurking. For the U.S. Econo'my, the JLBC
Staff is forecasting that FY 1996 will be a growth year, but at reduced rates of growth, and
that FY 1997 will be a mild recession year. Accordingly, our forecasted growth of AZPI
steps down to 8.1% lrl'Flt 1996 followed by 7.3% nW L997.

Table 7 compates the Governor's and the JLBC Staff revenue forecasts for FY 1995 and
Fr 1996.

F"f 1995 Forecast

The ofFtcial budget forecast of revenues (in this case, the lower OSPB forecast, made in
March 1994) provided for revenue collections, after adjustment for legislative revenue
rcductions, of 1.4% and $55.6 million above actual Ff 1994. Subsequently, the JLBC Staff
forecast from July 1995 provided for revenue collections of 5.0% and $205.1 million above
actual FY 1994. Our updated forecast (See Table 6) provides for an increase over FY 1994
of 7.0% and $284.5 million. It should be noted that both of the FY 1995 forecasts have
been reduced by legislative adjustments (revenue reductions) aggregating $141.0 million.
Adjusting for these revenue reductions as well as for the elimination of the reductions for
County Property Tax Relief and Disease Control Research, our new forecast is consistent
with an increase over actual Ff 1994 of 10.1% and 9412.6 million.

Although our ¡evenue estimate for FY 1995 is nearly $230 million higher than the estimate
used when the.budget was enacted in Ma¡ch 1994, revenue growth is running well ahead of
our revised estimate. For example, it appears that General Fund revenue collections for the
flnst half of the fiscal year arc 16% greater than a ye¡u earlier. Ilowever, much of the tax
relief enacted last session will largely occur in the second half of this year, and will lower
the revenue growth rate by roughly 4% frcm what would otherwise occur. When combined
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with the impact of a slowing economy, we ane anticipating a rather precipitous slowing of the
revenue growth rate during the second half of FY 1995. Nonetheless, there is a good chance
that we will exceed this year's revenue estimate.

Sales Tax collections are expected to increase by 9.1%. Our forecast is consistent with an
increase of 10.7% and $191.9 million when adjusted for the Sales Tax content of the
adjustments noted above.

btdividwl Income Tax collætions are expected to increase by 4.1 % nñ 1995. Legislative
reductions aggrregating $103.2 million become effective in FY 1995 without which the
Ff 1995 increase would have been ll.2%.

Corporation Income Tax colleûions ile expected to increase by 1.5 %, reflæting slower
growth in corporation profits and a reduced level of ax credits from the defense restructuring
proglam. However, based upon extremely strong growth in this tar( during the fust half of
the f,rscal ye¡u, we may handily exceed this estimate.

Property Tax collætions will increase by a minuscule 0.1%, rcf7ætrng little growth in
assessed valuation together with depreciation of Utility properties involved in the Minimum
Qualifying Tax Rate (QTR).

Insurance Premiwn Taxes are forecast to declineby 2.9%. This is largely due to past
legislation which affected the deductibitity of ta;< credits by towering the deductibility
percents in the early yean and raising them in later years. V/e ar€ now in the "later" years

Vehicle License Tax collættons ¿ue expected to grow by 9.8%. This reflects a continued
high level of new car sales, although at a slower growth rate than in FY 1994.

T\e Lottery has not been performing up to expectations so far during FY 1995 and we have
reduced the General Fund l-ottery forecast to $39.0 million. V/hile this is a 20.2%
improvement from last year it is less than expected given the advent of the "psçrs¡fiall"
game. There is a possibility that the forecast will be further reduced.

In¡erest collections are expected to increase by &.2% largely because of higher Operating
Fund cash balances, which are now routinely above $500 million, and also becausê of higtrer
interest rates. (Note: "Operating Fund" balances consist of the daily investable balances of
any funds under the control of the State Treasurer, which by law are not required to be
separately accounted for and invested.)

Chart 17 shows the improved level of Retait Sales collected by the Department of Revenue in
recent quarters. For the five months year-to{ate of FY 1995, the Retail Sales Ta,r
collections a¡e 13.4% ahead of the same period last year. Chart l8 shows Restaurants and
Bars Sales growth, which are also doing reasonably well with an increase of 8.9 % for the
five months year-to-date in FY 1995. Chart 19 shows HotellMotel Sales which are up g.4%.
Chart 20 showi the improved level of Contracting Sales (largely construction) where
collections are above the same period last year by 23.1%. Because the states share of the
Distribution Base has been reduced, the percentage increases noted refer to the total
collections in the category.
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f"f 1996 Forecast

As was noted earlier, we expect Ff 1996 to be a growth year, but a year in which the rates
of growth begin to taper off. Also, General Fund revenue will be further reduòed by $85.a
million by legislation passed during the Forty-First I-egislature, Second Regular Sessions and
Eighth Special Session, together with an additional reduction in the Commercial l-ease Tax.

Sales and Use Tax collections are expected to increase by 4.0%, down from the 9.1%
increase in FY 1995. The negative impact of the above mentioned legislation will be $,14.8
million.

Ittdividwl Income Tax colTe*tions will increase by 8.9% in FY 1996. Forecasted collections
have been reduced by $3.5 million due to the above mentioned legislation.

Corporatíon Income Tax colle*tions are expected to decrease by 7.2% ¿N¡ we expect
collections to be negatively impacted by $13.6 million due to the above mentioned legislation
and $15.0 million due to the initial impact of credits provided under 1992's defense
restructuring program.

Property Tax collætions will decrease by 0.8%. Assessed valuation will increase by 3.0%
which includes reduction in assessment ratios for Property Class I MineÐ and Property
Class 2 (Utilities). A "Minimum QTR" collections will drop by $a.8 million due to further
depreciation of the properties involved.

Ituurance Premiutn Tax collecnons will still be negatively impacted for the same reasons
noted under the FY 1995 forecast.

Interest collections will increase by 6.6% with prima¡ily lower levels of Operating Fund cash
balances offset by higher interest rates.

Vehicle Lice¡ue Tax collætions will rise by 7.8% rcflætng modest growth in new car sales.

F"f ú97 Forecast

The major factor in this forecast will be the anticipated mild recession previously noted as
well as further reductions in the assessment ratios for Prroperty Classes I and 2.

Chart 2l shows dollan of General Fund Base Revenue as a bar chart and percent change as a
line graph for 19 fiscal years. In terms of percent change, Arizona has had very strong
years and also some years which exhibited much lower grcwth. It should be noted that
FY 1979 through FY 1982 were years when the Consumer Price Index was near or at double
digit inflation. Also shown are "underlying growth rates" (after elimination of tax increases
or decreases) fçr FY 1989 through FY 1997. Chart 22 shows Sales and Use Ta¡c Revenue to
the General Fund for the period FY 1986 through Fl L997. Chaft23 and Cha¡t 24 show
Individual and Corporation Income Tax revenue for the same period. Chaf 25 shows Total
General Fund Revenue also for the same period. Chart 26 relates to Chart 25, but shows, on
a bar chart, growth of Total General Fund Revenue for the period FY 1973 through

-49-



FX 1997. Chatt 27 shows, the changes in major categories of General Fund Revenue from
FY 1995 to FY 1996 in both percent and dollar terms. Chart 28 shows percentage growth in
major tar( categories, as well as Total General Fund for FY 1994 through W 1997. Chart
29 shows, as a pie chart, W 1997 General Fund Revenue souroes as a percent'of Total Base
Revenue, excluding the effect of Federal Retiree Refunds.

Federal Retiree Refunds

Prior to 1989, Arizona exempted from ta:ration lO0% of state, county and municipal
retirement benefits, while exempting only the fi¡st $2,500 of federal retirement benehts. The
majority of other states have had similar practices. The U.S. Supreme Court, in a landmark
decision in 1988 @avis vs. State of Michigan), nrled that states granting exemptions to state
govemment retirees, but not to federal retirees, were in violation of federal law. Arizona
immediately changed its laws to provide equal $2,500 exemptions for federal and state retiree
benefits. In June 1993, however, the Supreme Court ruled (in Harper vs. State of Virginia)
that the states must grant "retroactive" relief to the federal retirees, although the court did
not specify the form that the relief should take.

In late 1993, Governor Symington established (thrcugh E¡recutive Order) a four-year program
through which qualifred federal retirees are provided refunds for any tax paid to the State of
Arizona on federal retirement benefits for the yean 1984 through 1988, were provided relief.
Under the plan, people who no longer pay taxes or have moved out of the statè, received
cash refunds, as did the estates of dece¿sed persons. Others were issued tax credits, which
could be used as an offset to thei¡ tax liability during the four-year period. It is expected
that some cash payments will be made at the close of the fourlear period to those who still
have an unused balance. The cost of the program covers five frscalyeañ¡, largely due to
taxpayers obtaining extensions, but also inìh¿es some cash paymenti at the end òf the
perid.

The program is expected to cover 4,502 taxpayers, with a cost over the period as follows:
Interest and Principal

($ Millions)
FY 1994 $ 55.2
Fr 1995 22.0
FY 1996 18.3
Fr 1gg7 57.7
FY 1998 6.2

$1594
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Table 6
STATE OF ARIZONA

GENERAL FUND
STATEMENT OF PROJECTED BASE REVENUE

JLBC STAFF ESTIMATE
(Thousand¡l

AêJrrrl- F\t lOO¿ Fôn.rÊt- F\'. lOOs Fñðê.d- F\/ IOOÊ FôEcrßÎ- FY 1907

Amount % Chrnoc Amount % Chanoc Amount % Chanoc Amount % Chánqc
fr¡r¡
Salcs and Usc
lncomc - lndividual

a1 ,752,ss7.8
1.460.031.7

155,188.71
æ2.624.3

f 185,¿ro5.3l
1 86,1 93.2
73,333.4

1'10,731.7
1 1 5,891 .1

5,189.6
¡rc,616.7

1,98t .7

42,o35.700.o
1.656.O00.O

(18,300.O1
285,(xþ.O
(218,5(x).Ot
186,OOO.O

64,Oü).O
108,8(þ.O
137,1(þ.O

1.OOO.O
¡f5,5(þ.O

- Fcdcral Rctirac Èojcct
- Corporrt¡on
- Urban Rcvcnuc Sharing

s.9% 9.1%
4.1

t60.11
1.6

to.9
o.1

t1.51
t2.91
9.8

t9.41
10.8
11.O

20.2
|.12.71

il.2
6.O

115.71

22,1
35.7

32.O

7.O%

4.O%
8.S

f 18.8t
17.2t
4.2
lo.8)

tl 1.4t
to.7t,
7.A

Ea.7l
1.1
4.6

t5.1t
f 1.ol
6.8
2.7
f4.ll

4.O%
9.3

215.3
17.71

12.2
(1.5)
(1.11

5.9
4.4

l20.ol
1.1

o.o

6.8

o.1

3.6

o.o
o.o

o.o

g5%

a1,957,OOO.O
1,520,OOO.O

\22.OOO.Ot
3()7.200.o

1205,7(x).ot
186,¡tOO,O

72,2o¡o.O
107,5(þ.O
127,2(n.O

4,7o/0.o
45,O00.O

2.2o¡0.o

42,117,2o,0.O
1.810.OOO.O

t67.700.ot
263,OOO.O
(245,100.O1
182.300.O
63,300.O

113,100.O
145,900.O

800.o
46.OOO.O

2.æO.O

Propcrty
Luxury
lnsurancc
Motor Vch¡clc L¡ccncc
Pa¡i-Mutucl
Estrtc
Othcr Taxcs

Subtotál - Tarcs

Oth¡r flon-Trx R¡v¡nu¡
Lottcry
Liccnees, Fcce, Pcrrnits
lntcruct

Salcs and Servicce
Othcr Misccllancous

32,444.A
48,261.A
18,569.3
3,4St.8

43.293.7

39,(xþ.O
¿lO,¡tOO.O

30,500.o
3,7(þ,O

38.500,O

150_100.o

{-3,848,899.0 7,4 4.101.700.0 6.1

24.5
o.9

18.41
o.4
7.6

12,4
5,3
2.3
8.1

l6.ol
14.3
63.O

Q2.at
LO

2,300.o

4.2A1.æO.O

37,OOO.O
¡lo,ooo.o
32,500.O

3,8(þ.O
35-OOO.O

4.4 4.44-1.1o)o.0 3.7

38.OOO.O
¡rc,300.o
3(),300.o

3,9(þ.O
36.O0().O

2.7
o.8

16.81

2.6
2.5

Subtotal - Othcr Non-Tax Rcvcnuc 144.0,51.2 lO,3

Tot¡l B¡¡¡ R¡v¡nu¡
Bcfon Othcr R¡vr¡uc Sourcrr

Oth¡r Rcnnu¡ Sourc¡¡

D¡6proport¡onst6 Sh.E

Subtotal - Othar Revcnuc Sourcc

Totll Bâæ Rcv¡nuc

1Aa.7
18.61

12.4

4.2 14A.300.O 11.21 14a.500.o

3.992.950.2 7.5 4.251.800.0 6.5 4.429.900.0 4.2 4.589.600.0

7.8%
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STATE OF ARIZONA
GENERAL FUND

STATEMENT OF PROJECTED BASE REVENUE
COMPARISON OF GOVERNOR'S AND JLBC STAFF ESTIMATES

(Thousandsl

Acturl - FY 1S95

Gorrcmo/a
Eatimatc

4,O85.190.O

35,9(þ.O
4{).854,5
28.500.O

5,527.5
35.OOO.O

JLBC Strfi
EGt¡matc

2.20o.o

4.101 -700.0

39,(xn.o
¿to,¡100.o

30,600.o
3,700.o

36.500.O

Gowmo/t
Est¡mrtG

FoFcrst - FY 1996

JLBC Staff
Estimltc

Table 7

Diffcronca

21.440.0

3,OOO.O

12,272.Ot
900.o

11,775.6)
t2.600.or

f2.647.6r

18.752.4

Diffcrcncc

3,100.o
(454.5)

2,OOO.O

t1,a27.st
r.500.0

Trx¡r
Salcg and Usc
lncomc - lndividual

- Fcderal R6t¡cc Pro¡cct
- Corporrtion
- Uröan Revcnuc Sharing

Èopcrty
Luxury
lneurancc Prcmium
Motor Vchiclc Liccnsc
Pa¡i Mutucl
Estrto
Othcr Taxce

Subtotal Tax6s

Othcr flon-T¡r Rcvcnu¡
Lottcry
Liccnscs, Fccs and Pcrmita
lnt€G6t
Stlos rnd Scrvices
Othcr Miecellancous

Toial Bc¡¡ Rcv¡nuc
Bcforr Oth¡r Rcvcnu¡ Sourcr

Othcr Rcvcnuc SourcGa
Tranefc¡s rnd Rc¡mbuBcmcnto
Disproport¡onltc Sh¡¡c Rcvcnuc

Subtotal - Othcr Rcvcnuc Sourcc

Tolal Ba¡c Rcv¡nu¡

t1,945,Oü).O
1,520,OOO.O

l22,OOO.Ol
300,ooo.o
f206.810.O1
188,O(þ.O

74,47o.O
108,500.o
127,æO.O

4,430.O
43,(xn.o

2_O(þ.O

t t,957,OOO.O
1,520,OOO.O

l22,OOO.Ol
æ7,20'0.0

1205,7æ.Ol
186,¿lOO.O

72,2ú,O
107,5(x).O
127,2æ.O

4.7oo.o
45,OOO.O

a12,OOO.O
o.o
o.o

7,200'0
l90.ol

(1.e00.o1

12,27o.O1

ll,ooo.ol
l200.ol
27o.O

2,O@.O
200.o

t2.049.O(þ.O
1,648,3(x).O

118,30().o1
276,OOO.O

1218,5¡lO.Ol
185.q)O.O
67,(xþ.O
99,OOO.O

131,8(þ.O
t,(xþ.o

39,OOO.O

1,900.0

t2,o35,700.o
1,656,OOO.O

118,300.o1
285,OOO.O

(218.600.O1

185,O00.O
64,OOO.O

106,8(þ.O
137,100.O

1,OOO.O

45,500.O

il13,300.O1
7,700.0

o.o
10,ooo.o

40.o
o.o

l3,ooo.ol
7,800,o
6,300.o

o.o
6,500.o

¡too.o

16.510.0 4.2æ.1æ.0

34,OOO.O

42.272.O
31,60().0

5,575.6
37-500.O

2_300.o

4.281 -600.0

.37,OOO.O

40,ooo.o
32.600.O

3,800.o
35,OOO.O

subtotal - othcr Non-Îar Revrnu. 145.7a2.4 t6o.loo.o 4,s17.a 16o.947.e l48.3oo.o

4.2æ, 72.4 4.261.800.0 20.A27.6 4,411.107.5 4.429.900.0

-52-



f8t
16t

14r

12t

10ß

8t
63

¿3Í

2t
or

291 1 291 1 2g 1 1 23 1 1 23 1 1 291 1 231 1 23 1.1
86 I sz I ae I ee I eo I u I sz I es I

CHART 17

2g
e¿l

P
E
R
c
E
N
T

c
H
A
N
G
E

I
I

CHANGE FROM SAME OTR IN PR¡OR YEAR

RETAIL SALES GROWTH
1986-Q1 TO 1994-Q3

RESTAURANTS AND BARS SALES GROWTH
1986-Q1 TO 1994-Q3

14t

12A

10¡

8t

ET

4¡

2t

ot
1 231 1 234 1 29 1 1 23 1 1 231 1 2E1 1 231 1 29 1 1 29lse I az I aa I ee I eo I e1 I ez I eg lerl

P
E
R
c
E
N
T

c
H
A
N
G
E

CHART 18OUAiIE¡ Yt. 
'AII 

OUAß1CN.?IION YCAI

-53-



CONTRAGTING INDUSTRY SALES GROWTH
1986-Q1 TO 1994-Q3
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GENERAL FUND
BASE REVENUE COLLECTIONS
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TOTAL REVENUE RECEIVED
BY THE GENERAL FUND
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GENERAL FUND REVENUE SOURCES
AS A PERCENT OF TOTAL BASE REVENUE

Sales and Use Tax 44.6Í

Lottery 1S

Property Tax 4.1%

lncome Tax 37.6% Other 5.9%

FY 1996 CHART 29

-59-



ARIZIONA BI]DGET STABIT.IZATION FI]ND

Backeround

The Arizona Budget Stabilization Fund (BSÐ was passed during the 1990 Third Special
Session (A.R.S. $ 35-144). The fund is a separate account administered by the State
Treasut€r, who is reqponsible for transferring General Fund money into and out of the BSF
as required by law. The BSF is designed to set revenue aside during times of above-trend
economic growth and to utilize this revenue during times of below-trend growth to mitigate
qpending cuts or cut taxes in a recession. It is desþed to provide revenue stabiliz¿tion
across a tlpical business cycle. Under the economic formula which drives the Budget
Stabilization Fund, the first payment into the fund was required and made in Ff 1-994.

The Arizona BSF is not inænded to finance the state during a major national recession, but is
intended to dampen the "stop-go" or "ta:r-qpend-cut" cycle that has become a recurring
phenomena in the Arizona state budget process as in many other states, This occurs when a
national or regional recession, or even a slowing in the state economy reduces annual
revenues below projections or drives expenditures above appropriations. This causes either
mid-year budget cuts and/or certain state tÐ( increases in itrè fô[owing legislative session.
After the economy improves and state revenue sta¡ts growing at a faster rate, new progams
are initiated or taxes a¡e cut beyond a level that is sustainable. This, in turn, exacerbites the
budgetary shortfall during the next downturn.

The principle behind Arizona's formula-driven budget stabilization fund is to minor changes
in the growth cycle of the Arizona economy. State economic history has shown that when
the Arizona economy has expanded rapidly, the total state personal income was one of the
best measures of that growth.

Ihe Forrrula

The determination of the amount to be appropriated to (deposit) or transferred out
(withdrawal) of the Budget Stabiliz¿tion Fund is made using a formula based upon annual
personal income (excluding transfer payments) and adjusted for inflation. Essentially, when
annual growth is above trend monies are deposited into the BSF, whereas, when growth is
below trend monies ¡ue withdrawn from the BSF.

The Arizona Economic Estimates Commission (EEC) determines the annual growth rate of
inflation-adjusted total state personal income, the trend grcwth rate over ttre past 7 years, and
the required appropriation to or transfer from the BSF. The EEC r€,ports niì c¿cutation for
the prior calendar year in the April-May timefrane.

Key features of the Arizona BSF can be summarized as follows:

o The deposit into the BSF (or withdrawal from the BSF) for a given fiscal year is
determined by comparing the annual growth rate of inflation adusted Arizona personal
Income ( ZPD fo1 !ry calendar year ending in the frscal year tó the trend growth rate of
inflation adjusted AzPr for the most recent 1 yean (see inart ¡ol
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o If the annual gfowth rate exceeds the trend growth rate, the excess multþlied by General
Fund revenue of the prior fiscal year would equal the a¡nount to be de,posited into the BSF
(see Chart 3l).

o If the annual growth rate is less than the trend growth rate, the deficiency when muþlied
by the General Fund revenue of the prior fiscal year would equal the amount to be
withdrawn from the BSF (see Chart 31).

. By a two-thirds majority, the Iægislature, with the concurrence of the Governor, can
decrease a de,posit or incrpase a withdrawal.

. The balance in the BSF c¿nnot exceed 15% of Gener¿l Fund revenue at the close of a
fiscal year (the JLBC Staff is recommending that this cap be lowered to 5%).

Simulated Results

Chart 33 shows the growth of real Arizona Personal Income over a 2O-year period. The
annual changes are compared to the trend-growth using a moving 7-yw average. Using
actual data for the growth of penonal income until CY 1992 and forecasts thereafter, this
Budget Stabilization Fund simulation shows what would have occurred and what can be
expected.

Deposits to the BSF (would have) occurred when the growth rate was above the 7-year
moving average of real personal income growth (the unshaded areas). Withdrawals occur
when real annual personal income growth is less than the 7-yeæ average (the shaded areas).

The results of the simulation are shown in the chart below. Not surprisingly, periods of
declining penonal income growth were also periods when the state revenue growth rate
declined and demands for state services soared. The availability of a BSF at these times
would have made a positive contribution to state revenue until more normal economic growth
resumed. The simulation suggests that the BSF will work as intended if the formula is
adhered to by the Legislature and Governor.

Appropriations fl)eoositsl to BSF

The Economic Estimates Commission reported (May 2, 1994) that the fust pay-in would be
required in FY 1994 in the amount of $78.3 million. This pay-in was, as expected, due to
the sharp "above trend" improvement in Arizona's economy as it recovers from the long,
slow period in the national and Arizona economies.

However, as discussed in detail in the previous "General Fund Year End Balances" section,
prior to the end of the 1994 I-egislative Session, it was decided r€pay a portion of the "K-12
Rollover. " These are state funds to loc¿l education which had, for six consecutive years,
been delayed by a few days to move or "Íoll" them into the next frscal year in order to
balance the budget during the recession. It was decided that only $42.0 million should be
put into the Budget Stabilization Fund and $89.0 million should go towards repaying the
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9142.5 million "K-12 Rollover" deferr¿l in F"f ß94. The budget was subsequently enacted
with the "trþle trigger" provisions discussed at length earlier. Specifrcally, with respect to
the Budget St¿bilization Fund the "triple trigger" provides for the following:

o AnY Fy 1994 General Fund ending balance in excess of $107.2 million is appropriated in
Ff 1995 flrst to the K-12 rollover and then to the BSF. The ending balance turned out to
be substantially higher than this. As a result, the sum of $68.5 million was deposited into
the BSF from the Ff 1994 carry-forward in November, 1994.

o The State Treasurer will determine, in fune 1995, whether there is any revenue in excess
of $4,237.1 million. If so, this "excess" revenue is appropriated into the BSF in Fy 1995,
exce,pt that the total BSF appropriation shall not exceed the amount required by the BSF
formula (see A.R.S. $ 35-144). We estimate that "excess" revenues will be greater than
the amount necessary to bring the total Ff 1995 BSF deposit to our estimate of the
statutorily-required amount ($156.0 million). This would require a final deposit of $87.5
million to reach this level for FY 1995.

I-ooking to FY 1996, it is expected that legistation will be passed which will limit the
balances in the BSF to 5% of current frscal year rcvenues. The 5 % level for reserves is
considered to be the appropriate amount by many fiscal and credit analysts. Since the
expected BSF balance will be $202.7 million at the end of FY 1995, no deposit.would have
to be made in FY 1996. Instead, estimated interest earnings of at least $tj.S 6iilis¡, when
added to the beginning balance, will increase the BSF balance to the 5% limit.

Table 8 below shows the estimæed deposits to the BSF if economic and revenue growth are
as projected for FY 1995 and FY 1996.

ESTIMATED DEPOSITS TO BSF
FY I994 AND FY 1995

(Millions of 1987 $)

Fiscal Real Adjusted Annual 7-Yea¡ Average Excess Estimated Deposits/ lnterestYear &!* Growth Growth Growth Revenuesrl Withdrawals Earninos

ç46,g72 4.O4% 1.g796rrrr 2.o7% 
'a,rr*., 

$42.0.* SO.1
994

s49,741 6.12% 2.29oÂ.trr. 3.83% 54,073.2 Sl56.0 $4.6
995

$52,213 4.97% 2.620ArrI.I. 2.35% $4,357.9 o.o*r s13.5
996

r For calendar year ending in fiscal year (e.g. - Cy l gg3 for Fy 19941Ì t Amount deposited by legislative egreement.
t r t For prior fiscal year, exduding beginning balance.t t r I Average for 1987 fürough 1993.tt'II Average for 1988 through Igg4.
I r t t t ' Average for 1989 through 'l gg5.

Tablc 8

Balance

ç 42.1

s202.7

s216.2
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ARIZONA BUDGET STABILIZATION FUND
DEPOSITS, WITHDRAWALS AND FUND BALANCES

FY ',1977 TO FY 1996
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OPER,ATING Ft]Il{D CASH BALAI{CF^S

Average balances in the Operating Fund for the twelve months of FY 1994, from luly
through June, were $450 million compared to $252 million in F"f 1993 - an ürcrease of
79% (sæ' Chart 32). This increase was due to faster grcwth in revenues received by the
State Treasurer's Office. Sales ta¡r and individual withholding tÐ(es are up more than
forecast a year ago. It also appears that certain areas of social services qpending are rising
less than expected, which would help explain this surge in Operating Fund balances.

We are forecasting that balances will rise to an average level of $605 million in Fy 1995,
although this average could rise if revenues continue to grow rapidly this year.

Short-term interest rates started to rise last January in line with Federal Reserve tightening.
By December, "the Fed' had raised the Federal Funds rate six times in Cy lgg4. The
fourth quarter (Se'ptember thrcugh December) of CY 1994 saw the Federal Funds interest
rate at about 5.5% compared to about 3% n the fourth quafer of CY 1993. Three-month
Treasury Bills yielded about 5.4% compared to 2.96% in Ff 1994, and lg-year U.S.
Treasury Bonds were 7.5 % compared to 5.6% in the same period one ye¡r earlier.
Mortgage rates also increased from 7.27 % to over 9% durng the same period.

The State Tteasurer's OfFrce believes interest rates may continue to increase slightly as the
U.S. economy continues to impnove. In the meantime, it usually keeps Operating Fund
investments in short maturity investments to avoid being locked into low yields if inte¡est
rates do increase substantially in the future.

When looking at which factor has the larger effeæt on interest earnings for the General Fund,
interest rates or balances, short-term interest rates such as the Federal Funds or U.S. T-Bill
rates clearly have the dominant role. For example, with an average balance of $300 million,
an increase in interest rates from 3% to 4% would increase interest earnings from $9 million
to $12 million. At a constant 3% ntetest rate, balances would have to rise to $400 million
to achieve the same $12 million in earnings. While both numbers in this example have
changed by the same percent, interest rates have historically been more volatile then
operating Fund balances, which causes them to have the larger influence.

Interest earnings fell in recent ye¡uls, along with interest rates for the past several years, from
$15.7 million in FY 1992 to $11.4 million in F 1993 but they rose io $18.6 million in Fy
1994 due to record balances (see Chart 33). Since interest rates a¡e rising and there are
sharply higher balances in the Operating Fund there should be positive effects for General
Fund earnings in FY 1995 and FY 1996.

The result of the sharply higher current and expected balances is that inærest earnings for the
General Fund are expected to increase to $30.5 million in F"f 1995 and $32.5 million inFf 1996. It is very possible that these estimates may be slightly upward if interest rates
continue to rise and operating balances continue to grow.
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Table 9 shows the average balances managed bythe Treasuren Offrce for the first four
months of FY 1995, through October, including the Operating Fund Balance.

FUNDS MANAGED BY TI{E STATE TREASURER IN FY 19948
(Millions of Dollars)

Table 9

Percent of Total
38.1o/o

l OO.Oolo

Account
Local Governments lnvestment Pools
Permanent Land Trust
State Agencies
Operating Fund Balance
Central AZ Water Conservation District
AZ Department of Transportation
ADOT Bond lssues
Arizona Risk Retention Fund
Game & Fish
AZ Power Authority
Arbitrage Funds

Average Balance
s1,324

657
406
586
184
209

64
6

26
10

3

18.9
11.7
16.9

5.3
6.O
1.8
o.2
o.7
0.3
o.1

TOTAL AVERAGE BALANCE $3.475

* Average Ío¡ 4 months through, July through October

Source: Arizona Treasurer's Office
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INTEREST EARNINGS AND THE FEDERAL FUNDS
RATE
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