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FY 2012 BASELINE 
 

Overview 

 
This document provides General Fund Baseline revenue 
and spending estimates.  The revenue projections reflect a 
consensus economic forecast while the spending estimates 
represent funding formula requirements and other 
obligations.  The Baseline does not represent a budget 
proposal.  By providing an estimate of available resources 
after statutory requirements, the Baseline will provide 
guidance on the size of a projected budget shortfall.  As 
such, the Baseline is only a starting point for discussion on 
the FY 2012 budget.  
 
The Baseline calculations result in a budget shortfall 
estimate of $(531) million in FY 2011 and $(974) million 
in FY 2012.   
 

FY 2011 

 
The current estimated FY 2011 shortfall is $(531) million.  
This is the result of $(86) million from lower than 
forecasted revenues and $(469) million from the failure of 
2 ballot fund transfers at the November 2010 general 
election.  These losses are offset by $19 million in surplus 
funding from lower than expected health and welfare 
caseloads and $5 million in technical adjustments. 
 
The enacted FY 2011 budget was originally based on 5.1% 
base revenue growth, prior to tax law adjustments.  The 
Baseline assumes the FY 2011 year-end revenue growth 
will be slightly adjusted to 5.2%, based on the JLBC Staff 
forecast.  The base growth rate does not include the 1¢ 
sales tax proceeds approved by the voters in May 2010.  
Those collections have not generated as much as 
anticipated, which accounts for most of the $(86) million 
forecasted revenue shortfall. Total FY 2011 General Fund 
revenues are projected to be $7.91 billion. 
 
The Baseline accounts for the failure of 2 ballot measures 
at the November 2010 general election.  These measures 
would have transferred fund balances from the Early 
Childhood Development and Health Board and the Land 
Conservation Fund to the General Fund.  These transfers 
were assumed to have received voter approval in the 
enacted FY 2011 budget and estimated to have provided a 
net $469 million to the General Fund. 
 
The Baseline includes $19 million in FY 2011 surplus 
funding, which would be ex-appropriated from the 
Department of Economic Security (DES) and the Arizona 
Health Care Cost Containment System (AHCCCS).  While 
the original budget would have had a shortfall based on the 
enhanced federal Medicaid match rate being less than 
assumed in the enacted budget, lower-than-expected 

caseloads and new AHCCCS rate reductions more than 
offset this cost. 
 

FY 2012 Baseline Revenues 

 
A FY 2012 General Fund Baseline revenue estimate was 
developed using a consensus forecasting process.  This 
consensus averages the results of the following 4 forecasts: 
• The projections of the Finance Advisory Committee 

(FAC), an independent 15-member group of public 
and private sector economists, 

• The econometric forecasting baseline model of the 
University of Arizona’s Economic and Business 
Research (EBR) Center, 

• EBR’s conservative forecast model, and 
• The JLBC Staff forecast. 
 
This four-sector consensus forecast yields a FY 2012 
revenue increase of $397 million, or 5.4%, reflecting the 
underlying base growth in state revenues, excluding urban 
revenue sharing, previously-enacted tax law changes, and 
one-time revenues.  
 
Including all factors, state revenues are projected to 
increase from $7.91 billion in FY 2011 to $8.31 billion in 
FY 2012.  Besides the $397 million growth in base 
revenues, the state would: 
• Gain $50 million from a lower Urban Revenue 

Sharing distribution, which is based on 15% of 
income tax collections from 2 years prior.  The decline 
from FY 2009 to FY 2010 in income tax collections 
will result in less money distributed to cities and 
towns than in FY 2011. 

• Gain $71 million from higher 1¢ sales tax collections. 
• Lose a net of $(105) million in one-time FY 2011 

revenues, primarily the loss of fund transfers. 
• Lose a net of $(14) million for previously-enacted 

budget legislation. 
 
(See the General Fund Revenue section for more 
information.) 
 

FY 2012 Baseline Spending 

 
Statutory funding formulas and other obligations are 
expected to generate $842 million, or 10.0%, in new 
FY 2012 General Fund costs.  Of the total change, $876 
million restores one-time Federal funding to support 
statutory funding formulas in K-12 and health and welfare 
programs.  An additional $80 million would cover a one-
time payment for a 27th pay period required in FY 2012. 
 
Overall state General Fund spending would equal $9.28 
billion.  Besides the one-time expenditure increases, other 
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major components of spending changes include the 
following major expenditure areas: 
• Health and Welfare programs:  $(171) million for 

lower-than-budgeted FY 2011 Medicaid caseload 
growth and provider rate reductions offset by 1.9% 
caseload growth in FY 2012; 

• K-12: $55 million for funding 1.4% student growth and  
inflation of 0.9% on a limited base, offset by 2.3% 
property growth and savings from the previously-
enacted limitation of Homeowner’s Rebate funding to 
statewide school taxes; 

• Universities: $(53) million for extending the 
performance pay/furlough reduction to the Universities, 
which were exempt in FY 2011; 

• SFB Debt Service: $97 million for restoring funding for 
a one-time $60 million FY 2011 lease-purchase 
payment “holiday” and increases in other lease-
purchase schedules; and 

• Other Adjustments: $(42) million, including $(20) 
million from final Growing Smarter deposit pursuant to 
original initiative and $(17) million from reduced lease-
purchase payments on state buildings. 

 
The Baseline includes a limited adjustment for K-12 
inflation and no Medicaid rate adjustment and annualizes 
savings from a (5)% rate reduction to be implemented by 
AHCCCS effective April 1, 2011. If the full K-12 inflation 
rate had been applied along with a 5% Medicaid capitation 
increase, spending would have grown by $152 million. 
 

General Fund Shortfall 

 
Given forecasted revenues of $8.31 billion and a formula 
spending level of $9.28 billion, the FY 2012 Baseline has a 
$(974) million shortfall.  If no permanent solutions are 
enacted in FY 2012, the estimated shortfall is near $(612) 
million in FY 2013 and then grows to $(1.12) billion in FY 
2014 as the 1¢ sales tax expires.  These 3-year estimates, 
however, are very sensitive to small percent changes in 
revenue and spending growth. 
 
In addition, the shortfall estimates do not include over $1 
billion in funding formula costs that are suspended 
annually, but have not been permanently repealed.  (See 
Long-Term General Fund Estimates section for more 
information.) 
 
Beyond its cash balance, a budget is also evaluated by the 
difference between ongoing revenues and expenditures.  
This concept is known as the “structural” balance.  Under 
the FY 2012 Baseline, ongoing spending exceeds ongoing 
revenues for a structural shortfall of $(978) billion. 
 

Annual and Biennial Budgets 

 
The state has both an annual and biennial budget process.  
Under state law, the annual budget process is limited to 17 

large agencies, while the rest of the state’s 116 budget 
units have a 2-year appropriation cycle.  In the first regular 
session of each legislative biennium, the Legislature 
typically adopts both annual and biennial budgets.  Given 
the FY 2012 budget shortfall, the Baseline includes only 
FY 2012 funding for all budget units, regardless of 
whether they are annual or biennial budget units.  The 
Baseline also includes FY 2011 supplementals and ex-
appropriations for selected budget units. 
 

Other Funds 

 
Besides the General Fund, the state has dedicated special 
revenue funds.  Only a portion of these monies is subject 
to legislative appropriation.  The Baseline includes a 
FY 2012 Other Fund appropriated spending level of $3.06 
billion, or 1.8% above FY 2011. 
 
The level of FY 2012 non-appropriated state funds is 
expected to be $6.38 billion, while non-appropriated 
Federal Funds are forecasted to be $10.16 billion.  When 
all appropriated and non-appropriated fund sources are 
combined, total FY 2012 state spending would be $28.89 
billion before action to reduce the General Fund shortfall. 
 
The Baseline also includes $85 million in fund transfers, a 
decrease of $(111) million from the FY 2011 total.  The 
decrease is the result of not continuing excess balance 
transfers as well as eliminating some “fund reductions and 
transfers” for funds whose ongoing revenues would not 
permit a General Fund transfer in FY 2012. 
 

Other Information 

 
Besides providing line item detail on individual agencies, 
this Baseline book also includes sections with information 
on the following topics:   
 
• A narrative Summary of Baseline Assumptions; 
• Detailed changes and overall totals by agency; 
• FY 2011 Supplementals and Ex-Appropriations; 
• Number of State Employees; 
• Budget Reconciliation Bill provisions, which are 

statutory revisions associated with enacting a FY 2012 
budget; 

• Major Footnote Changes; 
• Long-Term General Fund Estimates; and 
• Technical Budget Assumptions. 
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