State Land Department

FY 2011 FY 2012 FY 2013
ACTUAL ESTIMATE APPROVED

OPERATING BUDGET
Full Time Equivalent Positions 152.9 1529 125.7
Personal Services 5,393,500 6,596,700 6,596,700
Employee Related Expenditures 2,189,000 2,799,700 2,824,700
Professional and Outside Services 900,600 1,626,400 1,626,400
Travel - In State 141,000 140,200 140,200
Travel - Out of State 1,000 13,900 13,900
Other Operating Expenditures 1,772,000 2,410,100 3,269,100
Equipment 254,000 133,000 133,000
OPERATING SUBTOTAL 10,651,100 13,720,000 14,604,000
SPECIAL LINEITEMS
CAP User Fees 481,100 481,200 481,200y
Due Diligence Fund 0 500,000 500,000
Natural Resource Conservation Districts 563,500 650,000 650,0002
AGENCY TOTAL 11,695,700 15,351,200 16,235,200 4
FUND SOURCES
General Fund 3,276,100 1,233,600 1,258,600
Other Appropriated Funds
Due Diligence Fund 0 500,000 500,000
Environmental Special Plate Fund 172,500 260,000 260,000
Risk Management Revolving Fund 0 9,888,400 10,747,400
Trust Land Management Fund 8,247,100 3,469,200 3,469,200

SUBTOTAL - Other Appropriated Funds 8,419,600 14,117,600 14,976,600

SUBTOTAL - Appropriated Funds 11,695,700 15,351,200 16,235,200
Other Non-Appropriated Funds 1,265,800 993,100 993,100
Federal Funds 498,500 867,200 867,200
TOTAL - ALL SOURCES 13,460,000 17,211,500 18,095,500

AGENCY DESCRIPTION — The agency manages the state's 9.3 million acres of trust land on behalf of its 14 beneficiaries.
In order to generate revenue, the agency plans, leases, and sells trust land. The agency also generates revenue by collecting
royalties from the operators of 2 copper mines on state land.

Operating Budget

The budget includes $14,604,000 and 125.7 FTE Positions FY 2013

in FY 2013 for the operating budget. These amounts General Fund _ $387,400

consist of: Risk Management Revolving Fund 10,747,400
Trust Land Management Fund 3,469,200

2
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The appropriation includes $481,200 for Central Arizona Project User Feesin FY 2013. For FY 2013, from municipalities that assume their allocation of

Central Arizona Project water every dollar received as reimbursement to the state for past Central Arizona Water Conservation District payments, $1.00
reverts to the state General Fund in the year that the reimbursement is collected. (General Appropriation Act footnote)

Of the amount appropriated for Natural Resource Conservation Districts in FY 2013, $30,000 shall be used to provide grants to Natural Resource
Conservation Districts environmental education centers. (General Appropriation Act footnote)

In addition to these amounts, a total of $11,100 GF and $322,500 OF is appropriated in FY 2012 for costs associated with an additional pay period.
(Please see the Agency Detail and Allocations section.)

General Appropriation Act funds are appropriated as an Operating Lump Sum with Special Line Items by Agency.

In addition to these amounts, the General Appropriation Act included one-time FY 2013 adjustments for a state employee health insurance payment
holiday and employee retention payments. These specific adjustments will be allocated to individual agencies at a later time. (Please see the General
Provisions section.)
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These amounts fund the following adjustments:

Statewide Adjustments
The budget includes an increase of $884,000 in FY 2013
for statewide adjustments. This amount consists of

General Fund
Risk Management Revolving Fund

25,000
859,000

(Please see the Agency Detail and Allocations section.)

CAP User Fees

The budget includes $481,200 from the General Fund in
FY 2013 for Centra Arizona Project (CAP) User Fees.
This amount is unchanged from FY 2012.

Monies in this line item are used to pay the Central
Arizona Water Conservation District (CAWCD) for the
department’s allocation of CAP water used on state trust
lands. The CAWCD sets the rates for al CAP
subcontractors and applies the capital charges to the
repayment of federal construction debt.

Due Diligence Fund

The budget includes $500,000 from the Due Diligence
Fund in FY 2013 for this line item. This amount is
unchanged from FY 2012,

The State Land Department uses moniesin thislineitemto
fund due diligence studies on land that it prepares for
auction. The purchasers of State Trust land then reimburse
the State Land Department for the cost of the studies.

Natural Resource Conservation Districts

The budget includes $650,000 in FY 2013 for Natura
Resource Conservation Districts (NRCDs). This amount
consists of:

General Fund
Environmental Special Plate Fund

390,000
260,000

These amounts are unchanged from FY 2012

Monies in this line item are used to provide for natural
resource research, scholarships, and staff at the state’'s 32
NRCDs. These districts are established to provide local
conservation assistance and education and to coordinate
the receipt of federal grants. A.R.S. § 37-1014 requires the
department to include in its budget request up to $30,000
for each NRCD and $60,000 for each education center for
a 2-year period. A Genera Appropriation Act footnote
requires that $30,000 of the total appropriation for NRCDs
be used to provide grants to NRCD environmental

education centers. There are currently 23 education
centers sponsored or co-sponsored by 30 NRCDs. The
$30,000 is divided among the 23 education centers,
meaning each center recelves $1,304. Didtricts that
sponsor an education center also receive $5,000 each year
from the Environmental Special Plate Fund, per A.R.S. §
37-1015. The revenue deposited in the Environmental
Special Plate Fund consists of $17 of the $25 fee for
environmental license plates.

Additional Legislation

The Environment Budget Reconciliation Bill (Laws 2012,
Chapter 303) alows the State Land Commissioner, before
June 30, 2013, to grant an additional extension of up to 5
years for payment of certificates of purchase for State
Trust land auctioned between January 1, 2004 and
December 31, 2007.

Other |ssues

Reduce Vacant FTE Positions

The FY 2013 budget reduced FTE ceilings for large
agencies with a significant nhumber of unfunded, unfilled
positions. Although there were variations, the genera
policy was to reduce the vacancy factor to 10% for
agencies with more than 100 FTE Positions. The budget
for the State Land Department includes a reduction of
(27.2) OF FTE Positions in FY 2013 for this policy,
incorporated into the figures above.

Attorney General Charge

Laws 2012, Chapter 302, the FY 2013 Crimina Justice
Budget Reconciliation Bill (BRB), revises the mechanism
for agencies to pay their Attorney General prorata charges.
Prior to FY 2013, agencies paid a percent of their personal
services to the Attorney General as part of a statewide
alocation of that department’s expenses. This prorata
charge was separate from any funding arrangement
contained in an agency's intergovernmental agreement
with the Attorney General.

The Criminal Justice BRB eliminated the prorata personal
services charge. An agency's General Fund appropriation
will no longer be charged for Attorney General Services.
The prorata Non-General Fund charge has been converted
into a flat dollar amount as annually specified by the
General Appropriations Act. Section 134 of the General
Appropriations Act specifies a statewide FY 2013 Non-
Genera Fund charge of $1,906,400 for Attorney General
services. The State Land Department’s share of this Non-
General Fund charge will be $2,100. Agencies will pay
this charge from their appropriated and non-appropriated
non-General Fund sources; the Criminal Justice BRB
requires agencies to report to JLBC by September 1
annually the specific funds used.
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Status of Legal Challenge

The FY 2010 budget created the Trust Land Management
Fund, which received revenue from a 10% commission on
the proceeds from the sale of State Trust land and natural
resources. In FY 2010, $9,820,400 of the Land
Department’s operating budget was shifted from the
General Fund to the Trust Land Management Fund. The
state was subsequently sued for using monies that would
have otherwise been deposited into the Permanent Funds
of State Trust beneficiaries to fund the department’s
operations. In October 2010, the Superior Court of
Arizona ruled in Rumery v. Martin that any diversion of
proceeds raised by the sale of State Trust land from the
Permanent Funds of State Trust beneficiaries is
unconstitutional. Furthermore, the department is required
to refund all proceeds that have been previously diverted
from the Permanent Funds of State Trust beneficiaries to
the Trust Land Management Fund. Since the
establishment of the Trust Land Management Fund, the
total amount of proceeds from sales deposited into the fund
is $24,024,400. Only $7,630,400 remains in the fund, so
an additional $16,394,000 would be needed to repay all the
proceeds that were diverted to the fund.

The Arizona Court of Appeds granted the Land
Department a stay of the Superior Court's judgment
through FY 2011. On June 30, 2011, the Court of Appeals
stay extension was denied. As a result, the State Land
Department’s Trust Land Management Fund lost a
significant portion of its revenue.

The FY 2012 Environment Budget Reconciliation Bill
(Laws 2011, Chapter 36) appropriated $9,888,400 to the
State Land Department from the Risk Management Fund
for operating expenses in FY 2012 if the department was
required by court order to cease any expenditure from the
portion of Trust Land Management Fund monies collected
as commission from the sale of trust assets, which it was.
The remaining $3,469,200 appropriation comes from fees,
which are unaffected by the current litigation.

In November 2011, the Arizona Court of Appeas upheld
the Superior Court’s judgment. The Land Department
subsequently filed an appeal with the Arizona Supreme
Court. In May 2012, the Arizona Supreme Court decided
to hear this case on appeal. Sincelitigation is ongoing, FY
2013 operating expenses were again appropriated from the
Risk Management Fund. If the judgment stands, the
Legidature will need to establish a permanent funding
source.
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