HIGHLIGHTS OF THE FY 2013 BUDGET

The FY 2013 budget is based primarily upon the actions of
the 50" Legidature’s 2™ Regular Session. On May 7,
2012, the Governor signed into law the FY 2013 budget
for the year beginning July 1, 2012.

The state's FY 2013 General Fund budget is $8.57 hillion.
After accounting for non-General Fund monies, the state’s
“al funds’ budget is $27.8 billion. (See the Summary of
Appropriated Funds and Summary of Total Spending
Authority for more details.)

Revised FY 2012 Budget — At the time of publication of the
FY 2012 Appropriations Report in May 2011 &fter the 50"
Legidature's 1% Regular Session, the FY 2011 ending balance
was forecasted to have a shortfal of $(332) million. Beyond
funding norma casdoad growth, the FY 2012 budget would
then pay off that amount and end the year with a balance of
$14 million. By January 2012, however, the projected FY
2012 balance had grown to an estimated $583 million. The
primary adjustmentsincluded:

e No longer having to divert $332 million for FY 2011
expenses as strong year-end FY 2011 growth added
$336 million in revenue and eliminated the projected
shortfall.

e Increased FY 2012 revenue of $251 million.

e Lossof $(21) million in savings from the tax amnesty
program and enhanced Health Savings Accounts.

As part of the FY 2013 budget, the L egidature approved $461
million of FY 2012 changes, including a Budget Stabilization
Fund (“Rainy Day Fund”) deposit ($250 million) and reduced
fund transfers ($12 million). The Legidature aso ended the
accounting procedure of counting non-lapsing funds toward
the ending balance ($30 million) and the AHCCCS rollover
($113 million). The Legidature dso added $56 million in
supplemental spending, which primarily consisted of $39
million to reverse the change to a 53/47 employee/employer
shift of Arizona State Retirement System premiums enacted in
the origina FY 2012 budget.

These adjustments resulted in a projected FY 2012 ending
balance of $122 million. (See FY 2012 General Fund
Adjustments at the end of this Appropriations Report for
more details.)

Comparison to the JLBC Baseline — At the beginning of
session, the JLBC Staff calculated the growth in the state’s
anticipated FY 2013 spending based on existing statutory
funding formulas and other technical requirements. The
projected spending level was $8.36 billion.

In comparison, the January Baseline Revenues were based
on the 4-sector consensus projections. Excluding enacted
statutory changes and one-time adjustments, base revenues
were forecast to grow 5.3% in FY 2012 and 5.1% in FY
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2013. After adjusting for $(39) million in enacted tax law
changes, total General Fund revenues were anticipated to
be $8.79 hillion in FY 2013. Under the JLBC Baseline,
the FY 2013 budget was projected to have a $431 million
ending balance.

The Legislature adopted these January Baseline revenue
growth rates as part of the final budget. The Legislature
also made subsequent revisions to the Baseline spending
level, which resulted in a final FY 2013 budget of $8.57
billion. These changes to the Baseline included the
following:

e $59 million in new K-12 education spending,
including $40 million for a new K-3 reading program,
and $15 million in Capital Outlay Revenue Limit
(CORL) monies.

e  $39 million for Seriously Mentally Il services in the
Department of Health Services (DHS).

e  $21 millionin increased University funding.

e  $17 million for automation projects.

(See FY 2013 Sate General Fund Budget - A Narrative
Summary and the General Provisions section for further
details on FY 2013 changes.)

Comparison to the FY 2012 Budget — General Fund
revenues, including one-time monies, are projected to
increase from $8.65 hillion in FY 2012 to $8.82 hillion in
FY 2013. Base ongoing revenues are projected to increase
by $415 million, from $8.07 billion in FY 2012 to $8.48
billion in FY 2013. After technical adjustments, the
projected base growth is 5.1%, which will be further
modified by the following revenue changes (see the
General Fund Revenue section):

e $18 million gain from the temporary 1-cent sdes tax;
projected revenues are forecast to increase from $894
million to $913 million.

e  $(39) million net loss from previoudy-enacted budget
legidation.

e  $6 million net gain from budget legidation enacted in the
2012 L egidative Session.

o $(89) million loss due to increased contributions to
Urban Revenue Sharing based on dtate income tax
collectionsfrom 2 years prior.

The FY 2013 budget aso has a net $(24) million in one-time
revenues. Thisamount reflects $106 million in fund transfers,
including $50 million from the National Mortgage Settlement
and $30 million from the state’' s Health Insurance Trust Fund.
In addition, there will be a loss of $(52) million associated
with the end of the 3-year authorization to require early June
saes tax payments for businesses with annua sdes tax
liability between $100,000 and $1 million.



The net onetime revenues dso include a $122 million
projected carry-forward balance from FY 2012. Findly, there
is dso a transfer out of $(200) million to the Budget
Stabilization Fund (BSF). In combination with the $(250)
million transfer out in FY 2012, total BSF resources would be
$450 million.

General Fund spending is projected to increase from $8.52
billion in FY 2012 to $8.57 hillion in FY 2013, which isan
increase of $48 million, or 0.6%.

The FY 2013 budget reflects ongoing spending of $8.54
billion and $234 million in expenditure increases, including:

e $26 million in AHCCCS caseload increases.

e  $40 million for a new K-3 reading program and $15
million in CORL monies for K-12 education, partialy
offset by a net $(31) million reduction due to changes
pursuant to current caseloads and formulas. The
budget also includes $3 million for innovative
education program grants.

e $39 million for Seriously Mentaly IIl services in
DHS.

e  $21 millionin increased University funding.

e $7 million for tourism promotion.

e  $6 million to reverse a shift of Department of Water
Resources funding to city fees enacted in the FY 2012
budget.

e $4 million for Child Protective Services in the
Department of Economic Security (DES). (The
budget aso includes $44 million from the Long-Term
Care System Fund that will help backfill the loss of
Federal Funds.)

e $4 million for new correctional officers in the
Department of Corrections.

Excluding one-time adjustments, the permanent spending
increase of $234 million is 2.8% above FY 2012.

One-time FY 2013 spending would be $36 million, which
includes:

e $(8) million net for onetime employee changes,
including $(25) million from a onetime heath
insurance premium holiday and $17 million for one-
time retention payments.

e $20 million for constructing 500 maximum-security
beds, with an additional $30 million in FY 2014.

e  $17 million for automation projects.

e $2 million for the White Mountain Apache water
settlement.

(See FY 2013 Sate General Fund Budget - A Narrative
Summary for a more detailed list of changes.)

General Fund Balance — The FY 2013 General Fund cash
balance is projected to be $249 million. Beyond its cash
balance, a budget is adso evaluated by the difference
between ongoing revenues and expenditures. The state can
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have a cash balance but a shortfall in ongoing funds
through the use of one-time revenue and/or expenditure
savings. Including the 1-cent sales tax, ongoing revenues
are projected to exceed ongoing spending by $309 million
in FY 2013. Excluding the 1-cent sales tax, ongoing
revenues are projected to be less than ongoing spending by
$(604) million in FY 2012.

Long-Term Projections — Discussions on the FY 2013
budget also included analyzing the impact of budget
decisions on estimated FY 2014 and FY 2015 spending.
The Satement of General Fund Revenues and
Expenditures on page BH-5 incorporates the FY 2014 and
FY 2015 estimates, which are based upon Baseline
revenue projections and existing statutory funding
requirements. Based on legidative guidance, the FY 2014
and FY 2015 estimates also include the continuation of FY
2013 initiatives which were considered to be ongoing.
(See 4-Year Analysis on page BH-7.)

The FY 2014 budget is estimated to spend $8.83 hillion.
The spending includes statutory formula caseload growth
plus $40 million of Federal health care costs associated
with the Federal Affordable Care Act (ACA). Effective
January 1, 2014, ACA will expand the number of persons
eligible for Medicaid health care coverage (including
childless adults currently frozen from coverage) while
partially offsetting the costs with higher Federal matching
rates.

FY 2014 ongoing revenues are estimated to be $8.44
billion, primarily based on a 4-sector consensus growth
rate of 6.9%. Ongoing FY 2014 revenues are actualy
lower than in FY 2013 due to the expiration of the $913
million 1-cent salestax in May 2013.

In part, that loss would be offset by a projected $249
million FY 2013 carry-forward along with $6 million of
fund transfers. Total FY 2014 revenues would be $8.69
billion, which would leave the projected FY 2014 budget
with a$(132) million shortfall. The Legidature tentatively
alocated $132 million of the $450 million BSF reserve for
planning purposes to balance the FY 2014 budget, but
there was no formal appropriation of those monies.

The FY 2015 budget is estimated to have statutory funding
formula requirements of $9.21 billion compared to
revenues of $8.72 billion. The ongoing spending includes
caseload growth plus $210 million of Federal health care
costs associated with the Affordable Care Act. The
revenues of $8.72 hillion reflect base revenue growth of
5.0%, plus $(155) million in enacted tax reductions.

The FY 2015 budget is projected to have a shortfall of
$(486) million. If $132 million of the origina $450
million of BSF deposits is used to balance the FY 2014
budget, there would be a total of $318 million left in the
BSF to help address the $(486) million shortfall.



Given the multiple years involved in these calculations,
long-run estimates are especialy sensitive to small percent
changes in revenue and spending growth. For example, a
2% change in the growth rate of either revenue or spending
in FY 2013 through FY 2015 would change the ending
balance calculations by $500 million in the third year. As
a result, these projections are subject to considerable
change.

In particular, there is considerable uncertainty regarding
the costs of the Affordable Care Act upon Medicaid
eligibility (especially given the pending U.S. Supreme
Court decision). Should the Affordable Care Act be struck
down, the 4-year analysis assumed that the $40 million of
FY 2014 and $42 million of FY 2015 Affordable Care Act
costs would be dedicated to replacing the FY 2013 use of
the Long-Term Care System Fund to offset loss of Federa
Fundsin DES.

Laws 2012, Chapter 244 requires that the Generd
Appropriation Act delineate the revenue and expenditure
estimates for the following 3 years. The expenditure
estimates are to be based on existing statutory funding
requirements. Chapter 244 requires the Legislature to
discuss the estimates in a public hearing before the
adoption of the General Appropriation Act. This provision
will take effect for the FY 2014 budget.
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REVENUES

STATEMENT OF GENERAL FUND REVENUES AND EXPENDITURES I/
WITH ONE-TIME FINANCING SOURCES

Ongoing Revenues
Previously Enacted Changes 2/3/
2nd Regular Session Legislation Changes 2/3/
1¢ Sales Tax
Urban Revenue Sharing
Net On-going Revenues

One-time Financing Sources
Balance Forward
County Contributions
Previously Enacted Changes 4/
Budget Stabilization Fund Transfer
Fund Transfers 2/5/

Subtotal One-time Revenues
Total Revenues

EXPENDITURES

Operating Budget Appropriations
Administrative Adjustments
Revertments

Asset Sale/l ease-Back Debt Service
Subtotal Ongoing Expenditures

One-time Expenditures
Capital Outlay 2/
Statutory Reversions
Additional (27th) Pay Period
Employee Retention Payments 7/
Health Insurance Premium Holiday 7/
Automation Projects 2/
White Mtn. Apache Water Settlement
Eliminate AHCCCS Payment Deferrals
Subtotal One-time Expenditures

Total Expenditures
Ending Balance 8/

Sructural Balance (with 1¢ TPT Increase) 10/

Available Reserves

See page 293 for details.
See page 295 for details.
See page 322 for details.

519 192 1 190 1671 142 16 19

=

FY 2012 FY 2013 FY 2014 FY 2015
Enacted Enacted Estimate Estimate
$8,065,262,800 $8,479,910,300 $9,030,924,300 $9,461,600,500
(39,265,400) (16,400,000) (208,400,000)
6,008,000 (24,492,000) (46,592,000)
894,332,700 912,794,900
(424,423,400 (513,584,100) (551,392,700) (583,043,600)
$8,535,172,100 $8,845,863,700 $8,438,639,600 $8,723,564,900
3,243,000 122,420,300 249,005,500 574,900
38,600,000
13,867,400 (52,000,000)
(250,000,000) (200,000,000) 132,000,000
306,403,500 106,000,000 6,000,000
$112,113,900 ($23,579,700) $387,005,500 $574,900
$8,647,286,000 $8,822,284,000 $8,825,645,100 $8,724,139,800
$8,295,663,700 6/ $8,488,414,300 $8,729,002,800 $9,153,007,500
57,694,100 64,384,900 64,913,000 66,914,400
(99,053,700) (99,998,300) (102,945,200) (114,052,200)
49,050,700 84,119,800 84,099,600 84,103,700
$8,303,354,800 $8,536,920,700 $8,775,070,200 $9,189,973,400
$20,252,000 $30,000,000
29,910,200
79,000,000
$16,633,400
($25,000,000)
$16,800,000 $20,000,000 $20,000,000
$2,000,000
112,600,700 $5,672,400
$221,510,900 $36,357,800 $50,000,000 $20,000,000
$8,524,865,700 $8,573,278,500 $8,825,070,200 $9,209,973,400
$122,420,300 $249,005,500 $574,900 ($485,833,600)
$231,817,300 $308,943,000 ($336,430,600) ($466,408,500)
$250,000,000 $450,000,000 $318,000,000 $318,000,000

Includes FY 2012 supplementals. See page 356 for changes since original enactment.
These amounts will be distributed to agencies at alater date.

This calculation reflects the difference between total revenues and total expenditures.
$318 million in Budget Stabilization Fund reserves available to offset shortfall.

This calculation reflects the difference between ongoing revenues and expenditures.

i Significant one-time revenues and expenditures are separately detailed so as to permit the calculation of ongoing revenue and expenditures. FY 2014 and FY 2015 represent
estimates and have not been enacted into law, unless otherwise noted.
FY 2014 and/or FY 2015 provisions have been enacted.
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EXPENDITURES

Operating Budget
-- Department of Administration
-- AHCCCs
-- Attorney General
-- Department of Commerce
-- Community Colleges
-- Department of Corrections
-- Department of Economic Security
-- Department of Education
-- Department of Environmental Quality
-- Department of Health Services
-- Judiciary
-- Department of Juvenile Corrections
-- State Land Department
-- Department of Public Safety
-- Department of Revenue
-- School Facilities Board
-- Office of Tourism
-- Universities
-- Department of Water Resources
-- All Other Budgets
-- Civic Center Payment
-- Unallocated Adjustments
-- Health Insurance Premium Holiday
-- Employee Retention Payments
-- Federal Health Care Repeal 3/
Total - Operating Budget

-- Capital Outlay

-- Additional Pay Period

-- Administrative Adjustments

-- Revertments

-- Statutory Reversions

-- Debt Service

-- Payment Deferrals

-- White Mtn Apache Water Settlement
-- Automation Projects

Total Spending

SPENDING ESTIMATES BY MAJOR BUDGET UNITS

FY 2012 FY 2013 FY 2014 FY 2015
Enacted Enacted Estimate Estimate
$ 15,100,500 $ 11,430,300 1/ $ 11,430,300 1/ $ 11,430,300 L/
1,363,848,700 2 1,391,934,900 2/ 1,473,634,200 3/ 1,739,316,900 3/
16,997,300 23,049,900 21,849,900 21,849,900
31,500,000 31,500,000 31,500,000 31,500,000
71,176,100 65,942,600 71,863,100 78,368,300
948,939,200 956,404,200 961,404,200 985,404,200
591,125,000 612,296,200 692,519,900 3/ 721,853,800 3/
3,469,297,000 3,496,900,300 3,528,118,500 3,560,782,600
7,000,000 7,000,000 7,000,000 7,000,000
509,332,400 587,120,700 651,330,800 719,842,100
108,917,900 108,596,000 108,596,000 108,596,000
46,755,200 43,428,400 43,428,400 43,428,400
1,233,600 1,258,600 1,258,600 1,258,600
46,557,300 45,524,000 45,524,000 45,524,000
44,129,600 45,442,100 45,309,900 45,309,900
175,592,800 173,708,300 178,443,600 178,234,600
7,000,000 7,000,000 7,000,000
686,060,100 707,333,800 707,333,800 707,333,800
5,726,200 12,033,300 12,033,300 12,033,300
156,503,200 154,900,300 148,975,300 148,975,300
5,595,000 20,449,000 20,449,000
(128,400) 15,400
(25,000,000)
16,633,400
(40,000,000) (42,483,500)
$ 8,295,663,700 $ 8,480,047,700 4/ $ 8,729,002,800 $ 9,153,007,500
20,252,000 30,000,000
79,000,000
57,694,100 64,384,900 64,913,000 66,914,400
(99,053,700) (99,998,300) (102,945,200) (114,052,200)
29,910,200
49,050,700 84,119,800 84,099,600 84,103,700
112,600,700 5,672,400
2,000,000
16,800,000 20,000,000 20,000,000
$ 8,524,865,700 $ 8,573,278,500 $ 8,825,070,200 $ 9,209,973,400

1/ Excludes White Mountain Apache Water Settlement and Automation Projects, which are listed separately below the Operating Budget section.
2/ Excludes the Payment Deferral repayment amount, which is listed separately below the Operating Budget section.

3/ If Federal Health Care requirements are repealed or overturned, the AHCCCS estimates would be reduced by $40 million in FY 2014 and $42.5 million it
FY 2015 and would be used to offset DES spending.

4/ Operating budget on prior page lists employee retention payments and health insurance premium holiday as one-tim



ENACTED BUDGET CHANGES - 4-YEAR ANALYSIS

$in Millions
FY 2012 FY 2013 FY 2014 FY 2015
Changes to Baseline Spending 1/

End Accounting of Non-Lapsing $ 30
Automation Projects - 17 ? 20 20
Retain Executive Elimination of AHCCCS Rollover 113 6
AHCCCS - Caseload (18) (18)
AHCCCS - Breast Cancer Treatment 2 2 2
AHCCCS - Rural Hospitals ($300K) 0 0 0
AHCCCS - Lower Baseline Growth Rate (5% to 3%) (35) ¥ (61) ¥
AHCCCS- IT Security ADOA ?Z
Attorney General - Eliminate Pro Rata o ¥ 0 0
Attorney General - Border Prosecution Federal Backfill 1
Corrections - 500 Maximum Beds Construction 20 30 13
Corrections - Additional Private Beds 5 9 (31) ¥
Corrections - Correctional Officers 4 9 4 4
DES - Child Protective Services 4 4 4
DES - TANF Backfill Issues LTC ” 25 ¥ 25 ¥
DES - DD Provider Rate Increase LTC ¥ 7 7
DES - Adoption LTC 7 17 ¢ 17 ¥
ADE - Reading Programs 40 W 40 40
ADE - CORL/Additional Assistance 15 15 15
ADE - Matching Competitiveness Grants
ADE - Teacher Certification 1 1 1
ADE - Data System 5 W
ADE - Caseload Re-estimation (includes TNT) (8) (8) (8)
Forester - Fire Suppression 1 1 1
DHS - Seriously Mentally |1l 39 39 39
DHS - State Hospital 3 3 Y 3 3
DHS - Provider Rate Increase LTC ¥ 6 6

IRC - Continued Funding

Auditor General - Audits

Legidative Automation Project




$in Millions

FY 2012 FY 2013 FY 2014 FY 2015

DPS - Retirement v
DPS - Vehicles v
DOR - Automation Projects ADOA ¥
SFB - Building Renewal 2 ¥
SFB - Additional Staff ($300K) 0 0 0
SFB - Defer New Construction to FY 2016 (56) ¥
Office of Tourism/Repeal Formula 7 7 7
Universities - Performance Funding - W
Universities - Parity/Course Redesign/Capital 15 v 15 15
Universities - Medical School 6 6 6
Dept of Water Resources - Eliminate City Fee 6 6 6
Indian Water Rights Settlement 2
Federal Health Care 8/ (40) ¥ (42 ¥
Retirement Shift (53/47 to 50/50) 41 39 39 39
Employer Retirement Rate | ncreases 9 9 9
Health Insurance (Premium Holiday) (25)
Employee Pay 17 ¥ -
Other Issues 2 0 0 0

Total Spending Changes to Baseline 200 217 200 81

Changes to Baseline Revenue 1/

Economic Development (20) ¥ (40) ¥
Clean Elections Reversion (10 10 10 10
Reflow Commerce Lottery Distribution 4 4 4
Rainy Day Fund - Transfer Out (250) (200) 132
Deposit Mortgage Settlement 50
VEI Transfer + Rate Reduction 10
Judicia Transfers 6 6
HITF Transfer 30

Total Revenue Changes to Baseline (260) (91 131 27)

1/ Represents changesto JLBC January Baseline. FY 2015 represents January JLBC Baseline adjusted for 5% revenue growth,

$56 million for new school construction, $47 million for 2,000 prison beds, and $210 million for Federal Health Care.

2/ JLBC review of Automation Fund withdrawals and $11 million of Other Funds. Includes $23 millionin FY 2016. AHCCCS



$in Millions
FY 2012 FY 2013 FY 2014 FY 2015

and DOR projects could potentially be funded from this allocation.

3/ Intent language to not increase capitation rates above 3%.

4/ $4.0 million GF appropriation offset by $3.9 million Pro Rata elimination.

5/ Funding for 500 private beds beginning January 1, 2014 and an additional 500 private beds beginning January 1, 2015.
FY 2015 would reduce the baseline estimate from $47 million to $16 million.

6/ 62 officers plus 41 additional officers from overtime funding.

7/ TANF Backfill/Adoption - $34 million from Long Term Care (L TC) Fund Balance and $9 million from DSH revenuesin
FY 2013. Shiftto GF in FY 2014 (see footnote 8) . FY 2013 monies are not literally appropriated from the LTC Fund to
these programs. This funding requires internal fund shifts.

8/ Contingent on the overturn/repeal of Federal Health Care. $167 million would also be available to offset ending balance
shortfall.

9/ April 1 start date. FY 2013 monies are not literally appropriated from the LTC Fund to these programs. This funding
requiresinterna fund shifts. Shiftto GFin FY 2014.

10/ Represents K-3 reading weights with reporting requirements.

11/ Plusan additiona $1.2 million from University/Community Colleges Fee. Would require quarterly progress reports.

12/ Includes $2.6 million plus an additional $1.3 million from Indirect Cost Fund.

13/ Partialy funded from other sources.

14/ $11.5 million for supplemental emergency grants.

15/ Intent to readdress SFB long-term funding requirements on receipt of additional demographic data and other information.

16/ $5 million from shift from base. Statutory language requiring budget request based on performance budgeting.

17/ Intent language with a goal that parity be achieved by FY 2017.

18/ One-time payment for all uncovered, non-university employees, including employees converting by September 29.
Unused monies revert.

19/ Represents budgeted amount. Actual enacted tax law changes total $24 million in FY 2014 and $47 million in FY 2015.
(See Revenue Section for additional detail.)



FY 2013 General Fund Revenue - Where it Comes From

Other
Corporate 8%
Income Tax
Revenue %
Source (Millions)
Sales and Use Tax $ 46979
Individual Income Tax 3,233.1
Corporate Income Tax 656.5
Tax
TOTAL REVENUE $ 93594 U 50%
Individual
Income Tax
35%
1/ Includes al legidative revenue changes, but does not includ

beginning balance of $122 million, urban revenue sharing,
or other one-time revenue adjustments.

FY 2013 General Fund Appropriations - Where it Goes

Other Agencies

Appropriation 10%
Budget Unit (Millions)
Education (K-12) $ 349.9
AHCCCS 1,397.6
Corrections 956.4 K-12
Universities 707.3 41%
Economic Security 612.3
Health Services 587.1
Other Agencies 851.3
TOTAL BUDGET $ 86089 U

AHCCCS
16%

1/ Does not include administrative adjustments and revertments
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FY 2013 Total Spending - All Sources I/

. Capita
. Spending 4% AHCCCS
Budget Unit (Millions) Other Agencies %%
AHCCCS $ 6,379.9 17%
Education (K-12) 5,209.7
Universities 4,346.1
Economic Security 2,732.6 ADC
Health Services 1,9275 4%
Corrections 1,059.3 DHS!
Other Agencies 4,903.4 % K-12
Capita 1,294.3 19%
DES
TOTAL $ 27,8528 2 10% :
B ] Univ
- 16%
1/ Does not include administrative adjustments and revertments.
2/ Prior to FY 2008, the same chart in Appropriations Reports excluded capital .
FY 2013 Total Spending by Fund Source i/
Spend 'ng General Fund
Fund Source (Millions) Federal Funds 31%
General Fund $ 8,608.9 34%
Other Appropriated Funds 3,330.1
Non-Appropriated Funds 6,440.6
Federal Funds 9,473.2
TOTAL $ 278528 2/
Other
Appropriated
Non- Funds
Appropriated 12%

1/ Does not include administrative adjustments and revertments.
2/ Prior to FY 2008, the same chart in Appropriations Reports excluded capital.

Funds
23%
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$in Millions

The Structural General Fund Balance
Difference Between Ongoing Revenues and Ongoing Expenditures

1,500
1,000 -+
500 A

$1,011

$232 $309

0
(500) -
(1,000) -
(1,500) -
(2,000) -
(2,500) -
(3,000) -
(3,500) -

($225) ($151)

($1,604) ($1,338)

($3,000)
($3,519)

(4,000)

FYo3 FYO04 FYO5 FYO6 FYO7 FYO8 FYO09 FY10 FY11 FY12 FY 13

Ongoing Fund Surplus (+) / Shortfall (-)
Counts 1 ¢ Sales Tax asOngoing in FY '11 - FY '13

Recent History of Ongoing General Fund Balance I/
($ in Millions)
Fiscal Ongoing Ongoing Surplus/
Year Revenues Bxpenditures (Shortfall)
2003 5,801 6,026 (225)
2004 6,462 6,613 (151)
2005 7,719 7,270 449
2006 9,266 8,255 1,011
2007 9,624 9,548 76
2008 8,765 10,369 (1,604)
2009 6,967 9,967 (3,000
2010 6,295 9,814 (3519
2011 8,056 2/ 9,394 (1,338)
2012 85352/ 8,303 232
2013 8,846 2/ 8,537 309
1/ Excludes one-time revenues and expenditures.
2/ Includes the 1-cent sales taxincrease from Proposition
100 as ongoing revenue. Without the 1-cent tax, thereis
aprojected $(604) million structural shortfall in FY 2013.
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Changes to Major Agencies' General Fund Budget I/
FY 20I2 to FY 2013

Overall Dollar Change of $48 M

1000 1 778
2 3.0 276 213 212 16.6 75 44
Z o0 : : \ w ‘ ‘ I
2 (5.2)

(100.0) - (788)  (790)

(200.0) -

(300.0) -

DHS Debt K-12 Univ DES Retention  ADC Comm. AHCCCS AddlPay  Other
Service Payment Colleges Period

Overall Percent Change of 0.6%
200% 7 15a0
10.0% -|
3.6% 3.1%
|—| — 0.8% 0.8% 0.7%
0.0% T T T+ + L 7 T

-10.0% >3% 7.4%
-20.0% A
-30.0% -

DHS DES Univ. K-12 ADC AHCCCS  Comm. Other

Colleges

1/ Represents change in total General Fund spending from FY 2012 (including supplementals
and ex-appropriations) to FY 2013. See page BD-5.
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FY 2013 STATE GENERAL FUND BUDGET — A NARRATIVE SUMMARY

General Fund Balances
Given forecasted FY 2012 revenues of $8.65 hillion and spending of $8.52 billion, the budget has a projected FY 2012
ending balance of $122 million.
In terms of FY 2013, the budget revenue estimate is $8.82 billion, compared to spending of $8.57 billion. The budget
would have an ending cash balance of $249 million.
The budget deposited $250 million in FY 2012 and $200 million in FY 2013 into the Budget Stabilization Fund (BSF) for
atotal of $450 million.
In the process of adopting the current budget, the Legisature made long-term projections regarding the state's General
Fund balance. The state is projected to have an ending balance of $574,900 in FY 2014, assuming the transfer of $132
million from the BSF.
The FY 2015 budget has a projected shortfall of $(486) million, which could be partialy offset by $318 million of
available reservesin the BSF.

General Fund Revenues
The FY 2012 and FY 2013 base revenue growth rates reflect the January 4-sector consensus forecast.
FY 2012 base revenues are projected to increase by 5.3%, excluding tax law changes. Including one-time revenues,
projected FY 2012 revenues would be $8.65 hillion after the transfer of $250 million to the BSF.
In FY 2013, base revenues are projected to increase by 5.1%, excluding tax law and other statutory changes. Intotal, FY
2013 General Fund revenues are forecast to be $8.82 billion after the transfer of $200 million to the BSF.
The Urban Revenue Sharing (URS) distributions for FY 2013 will total $513.6 million. By statute, URS is based on 15%
of income tax collections 2 years prior. Thisamount is an increase of $89 million compared to FY 2012, dueto a
substantia increase in income tax revenues.
The FY 2013 budget assumes one-time revenues of $122 million from the FY 2012 carry-forward balance.
The budget includes a one-time revenue loss of $(52) million related to the temporary reduction in the threshold for
estimated sales tax payments ending.
The budget includes $106 million of fund transfers including:
= $50 million — Mortgage Settlement Fund.
= $30 million — State Employee Health Insurance Trust Fund.
= $10 million — Emissions Inspection Fund.
= $10 million — Citizens Clean Elections Fund revertment.
= $6 million — Judiciary transfers.
The Legislature enacted a new package of tax reductions which will have an eventual annual cost of $(107.8) million by
2019. In the next several years, these Chapter 343 tax law changes are estimated to reduce General Fund revenues by
$(28.4) million in FY 2014 and $(53.0) millionin FY 2015.
The expiration of the temporary 1-cent sales tax increase enacted by Proposition 100 will reduce FY 2014 General Fund
revenues by $(912.8) millionin FY 2014.

General Fund Spending
Due to funding formula adjustments, FY 2013 ongoing spending would increase $233.6 million. Thisincrease is offset by
the elimination of one-time spending in the prior year of $(185.2) million. In total, spending would increase by $48.4
million, or 0.6% above the FY 2012 budget.
The entire state budget for FY 2013, including both appropriated and non-appropriated funds, is projected to be
approximately $28 billion.

Education

Department of Education

ADE spending increases by $27.6 million, or 0.8%. The $27.6 million adjustment consists of 3 elements.

$58.7 million in new spending increases, including:

= $40.0 million for new K-3 Reading “ Group B” weight.

= $15.0 million for increased CORL and Additional Assistance funding.

= $3.0 million for new Innovative Education Program Grants.

$(31.1) million in baseline formula changes, including:

= $(57.9) million to annualize the FY 2012 funding surplus.

= $48.1 million for an increase of 4,500 students, or 0.4%, for atotal of 1,045,100.

= $(37.0) million for net savings from limiting the 40% subsidy of homeowner property taxes to “primary residences.”
This change was enacted last year.

= $35.0 million to offset loss of one-time federal “EduJobs’ monies.
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=  $(29.4) million net decrease for 1.4% new property growth.

= $8.9 million for a2.0% inflation adjustment for transportation and charter additional assistance. Prior to FY 2011, the
state had inflated the per pupil “base level” aswell. That adjustment would have cost ancther $87.5 million.

= $(8.1) million for a continued Career L adder phase out.

School Facilities Board

e  SFB spending decreases by $(1.9) million, or (1.1)%. The $(1.9) million adjustment includes:
= $9.3 million due to increase debt service associated with past |ease-purchase agreements.
= $(11.5) million to eiminate a one-time Building Renewal Grant supplemental from FY 2012.
= $300,000 for personnel and operating costs associated with the backfill of Federal Funds.

e  Thebudget assumes no additional new construction is authorized in FY 2013.

Universities
e TheUniversities General Fund spending increases by $21.3 million, or 3.1%, including:
= $15.3 million for Course Redesign Technology and Capital funding in order to aign Arizona State University’ s and
Northern Arizona University’s General Fund per student funding to that of the higher University of Arizona (UA)
amount.
= $6.0 million for UA’s Phoenix Biomedical Campus.
e Total university enrollment is projected to be 127,601 full-time equivalent studentsin FY 2013, representing a comparable
increase of 2,700 in-state students, or 3.1% above FY 2012. University enrollment growth is not part of a statutorily-
required formula. Enrollment growth from the General Fund would have cost $21.8 million.

Community Colleges

e  Community College General Fund spending decreases by $(5.2) million, or (7.4)%, primarily due to changesin property
values which reduced the equalization aid formula level.

e FY 2013 formulaenrollment would increase by 9,681 full-time equivalent students, or 7.1%, for atotal enrollment of
145,470.

Health and Welfare

AHCCCS

e AHCCCS General Fund spending decreases by $(78.8) million, or (5.3)%. The $(78.8) million includes:
= $26.0 million for formula adjustments.
= $(106.9) million for the elimination of a one-time FY 2012 payment to end the payment deferral.
= $2.0 million for an expansion of breast and cervical cancer coverage.

Department of Health Services
e DHS Genera Fund spending increases by $77.8 million, or 15.3%. The budget includes:
= $38.7 million for additional Non-Medicaid Seriously Mentally 11l Services.
= $7.6 million for Medicaid caseload growth.
= $33.9 million to backfill a one-time other fund appropriation for FY 2012 caseload growth.
= $L.4 million for a 2% Behavioral Health provider rate increase beginning on April 1, 2013.

Department of Economic Security

e DES General Fund spending increases by $21.2 million, or 3.6%. The $21.2 million includes:
= $3.7 million in the operating budget for Child Protective Services (CPS) funding.
= $17.1 million for an increase of 1,253 clients, or 5.0%, in the Medicaid Developmental Disabilities Long Term Care

program. Tota caseloadswould equal 26,307.

e Inaddition to the increases in General Fund monies, the budget includes an increase of $44.2 million from a balance in the
Long Term Care System Fund (LTCSF) in FY 2013 to free up additional General Fund monies.

e Thisfrees up an equivalent amount of General Fund monies which are redirected for the following purposes:

$1.7 million for a 2% Developmental Disabilities provider rate increase beginning on April 1, 2013.

$18.5 million for the backfill of reduced Federal TANF Block Grant revenues.

$4.5 million for the backfill of child support enforcement monies.

$2.4 million for permanent guardianship due to declining TANF Cash Benefit recipients.

$17.1 million for adoption services caseload growth and the backfill of Federal Funds.

Loy
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Criminal Justice

Department of Corrections

e ADC Genera Fund spending increases by $7.5 million, or 0.8%, including:
= $3.8 million to help fund 103 new correctiona officers.
= $4.5 million for statewide adjustments.
= $(0.8) million to remove one-time leap year funding.

e Assuming flat caseloads through the end of FY 2013, ADC is expected to have a 1,280 “funded” bed shortfall.

e Thebudget appropriates $20 million in FY 2013 and $30 million in FY 2014 to construct 500 state-run male maximum-
security beds. The budget also requires the department to issue a contract for up to 500 male, medium-security private
beds to open on January 1, 2014 and up to another 500 similar beds to open on January 1, 2015.

e  Thebudget repeals the requirement from the FY 2012 budget that would reguire counties to house prisoners sentenced less
than ayear or pay ADC to do so on their behalf, effective July 1, 2012.

General Government

e  Thebudget appropriates $16.8 million from the General Fund and $11.3 million from Other Appropriated Fundsin
FY 2013 to the Automation Projects Fund for information technology projects. In future years, the budget appropriates
$20 million from the General Fund in both FY 2014 and FY 2015, and $23 million from the General Fund in FY 2016 to
the fund.

e Thebudget includes $7.0 million for the Office of Tourism for administrative costs and statewide tourism promotion.

e Thebudget includes $6.3 million for the Department of Water Resources to offset the elimination of the municipality fees
enacted as part of the FY 2012 budget.

Financing and Payment Deferral
e  Thebudget includes an increase of $50.0 million from the General Fund for debt and lease-purchase paymentsin FY 2013.
Thisincrease includes:
= $35.1 million for the full annual payment for the $1.0 billion state building sale/lease-back issuance. The prior
payment in FY 2012 was interest only.
= $9.3 million due to increased debt service associated with past SFB new construction lease-purchase agreements.
= $5.6 million related to financing payments for the expansion of the Phoenix Convention Center.
e Increased debt service requirements would also reduce General Fund revenues by $(18.7) million:
= $(16.8) million for the full annua payment on the $450 million of lottery revenue bondsissued in FY 2010. The prior
payment was interest only.
= $(1.9) million for an increase in University SPEED bond debt service, which is funded by lottery profits which would
have otherwise gone to the General Fund.
e Thebudget eliminated the existing AHCCCS payment deferrals at atotal cost of $119 million. The budget continued to
defer $1.2 billion in General Fund spending from FY 2013 to FY 2014, including:
= $953 million of school district payments.
= $200 million of paymentsto the University system.
= $35 million of DES payments.

State Employee | ssues

FTE Positions

e Thebudget funds atotal net decrease of (2,797.1) Full-Time Equivalent (FTE) Positionsin FY 2013. Thisincludesa
decrease of (2,541.4) FTE Positions due to the elimination of unfunded and unfilled vacant FTE Positions.

e  These adjustments would bring total appropriated FTE Positions to 49,278.4.

Employee Salary and Benefit Issues

e The budget includes a decrease of $(79) million related to one-time funding for an additional employee payday in the prior
year. Therewere 27 scheduled pay periodsin FY 2012, as opposed to the 26 that typically occur in other fiscal years.

e Thebudget includes $16.6 million from the General Fund and $11.7 million from Other Appropriated Fundsin FY 2013 to
fund a one-time retention payment for all non-university state employees who are uncovered as of September 28, 2012. On
September 29", each state employee paycheck will increase 5%, for the equivalent increase of 3.75% of the employee's
annual salary level for the entire fiscal year.

e Thebudget includes $39.3 million in FY 2013 to reverse the policy change made in the FY 2012 budget which increased
the employee share of ASRS contributions from 50% to 53%.

e  Thebudget includes $9.2 million to fund a separate increase in employer retirement rates.

e Thebudget requires ADOA to forego collecting health insurance premiums, including employer, employee and retiree
contributions, so as to generate $25 million in General Fund employer contribution savings.
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