BUDGET STABILIZATION FUND

Background |

The Budget Stabilization Fund (BSF) for Arizona was
enacted in 1990 (A.R.S. § 35-144). The fund is
administered by the State Treasurer, who is responsible 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.
The BSF is also known as the “Rainy Day Fund.”

The Formula

There is a statutory formula to calculate the amount to be
appropriated to (deposit) or transferred out (withdrawal) of
the BSF. The formula is based on total annual Arizona
personal income (excluding transfer payments) adjusted
for inflation.

The January budget documents of the JLBC and the
Governor are to include estimates of the amounts to be
appropriated to or transferred from the BSF for the
upcoming budget year. The fina determination of the
amount to be appropriated or transferred is based on
caculations from the Arizona Economic Estimates
Commission (EEC). This fina calculation is not made
until June 1 of the budget year. The EEC determines the
annual growth rate of real adjusted state personal income,
its trend growth rate over the past 7 years, and the
calculated appropriation to or transfer from the BSF. The
EEC calculations, however, do not result in any automatic
deposits or withdrawals, as they must be authorized by
legidative action. In practice, the formula has only served
as a general guideline and has rarely been used to
determine the actual deposit or withdrawal.

Key features of the BSF can be summarized as follows:

e The deposit into or withdrawal from the BSF for a
given fisca year is determined by comparing the
annual growth rate of rea adjusted Arizona Personal
Income (AZPl) for the calendar year ending in the
fiscal year to its 7-year trend growth rate.

e Red adjusted persona income in the BSF formula is
defined as Arizona personal income less transfer
payments, adjusted by the gross domestic product
price deflator index.

e Trend growth rate is defined as the average annual
growth rate of real adjusted personal income for the
most recent 7 calendar years.

e |f the annual growth rate exceeds the trend growth
rate, the “excess’ percent multiplied by General Fund

revenue of the prior fiscal year would equal the
amount to be deposited into the BSF.

e |f the annual growth rate of real adjusted personal
income is both less than 2% and less than the trend
growth rate, the deficiency when multiplied by the
General Fund revenue of the prior year would equal
the amount to be withdrawn from the BSF. This 2%
floor avoids withdrawing monies from the BSF when
economic conditions are slowing but there is not a
recession.

e By a two-thirds mgjority, the Legisature, with the
concurrence of the Governor, can decrease a deposit
or increase awithdrawal.

e The BSF'stotal balance cannot be larger than 7.0% of
the current year's General Fund revenues, excluding
the beginning balance.

e |n addition to the fixed income investments, the
Treasurer is alowed to invest up to 25% of the BSF in
equity securities (A.R.S. § 35-314.02).

Deposits/Withdrawals

FY 2013

In CY 2012, Arizona real adjusted persona income grew
by 1.99%, with a trend growth rate of 0.32%. Since the
CY 2012 “excess’ growth rate was 1.67%, the formula
recommended a BSF deposit of $145.6 million in
FY 2013. This amount was less than the $200.0 million
BSF deposit authorized by Laws 2012, Chapter 294.

FY 2014

In CY 2013, Arizonared adjusted personal income grew by
0.85%, with a trend growth rate of (0.38)%. Since the
“excess’ growth rate in CY 2013 was 1.23%, the formula
recommended a BSF deposit of $112.2 million in FY 2014.
The Legidature, however, did not authorize such deposit.

Laws 2013, 1% Special Session, Chapter 9 deposited $1.0
million in BSF interest earnings into the Arts Fund
(administered by the Arizona Commission on the Arts) in
FY 2014. In addition, Chapter 9 authorized the transfer of
$1.0 million in interest earnings into the Arizona State
Park’ s Board' s State Parks Revenue Fund in FY 2014.

FY 2015

The University of Arizona's Economic and Business
Research Center (EBR) estimates that Arizona real
adjusted personal income increased by 1.67% in CY 2014.
Since this is 2.12% above the estimated trend growth rate
of (0.45)%, the formula is projected to recommend a BSF
deposit of $177.4 million in FY 2015. A deposit of such
amount could not be made, however, since this would




Tablel

Budget Stabilization Fund ¥

($in Thousands)

Actual Actual Estimate Estimate

General Fund Revenues FY 2013 FY 2014 FY 2015 FY 2016
Adjusted Revenues $9,106,020.7 $8,369,078.8 $8,576,683.8 $8,774,277.4
Statutory Limit of Revenues 7.0% 7.0% 7.0% 7.0%
Maximum Balance 637,421.4 585,835.5 600,367.9 614,199.4
Arizona Personal Incomein Prior CY
Real Adjusted Annual Income Growth 1.99% 0.85% 1.67% 1.39%
7-Y ear Average Income Growth 0.32% (0.38)% (0.45)% 0.09%
Annual Difference 1.67% 1.23% 2.12% 1.30%
BSF Transactions
Beginning BSF Balance 250,062.8 454,101.7 456,736.9 459,786.9
BSF Formula Recommendation 145,576.6 112,163.1 177,424.5 114,496.9
Actual Transfer In
Actua Appropriation—L'12, Ch. 294 2 200,000.0 0.0 0.0 0.0
Actual Transfer Out
Transfer of BSF Interest Income—L'13, 1% SS, Ch. 9¥ 0.0 (2,000.0) 0.0 0.0
Transfer of BSF Interest Income— L'14, Ch. 9% 0.0 0.0 (1,000,0) 0.0

SUBTOTAL 0.0 (2,000,0) (1,000.0) 0.0
Balance 450,062.8 452,101.7 455,736.9 459,786.9
Interest Earnings & Equity Gains/Losses ® 4,038.9 4,635.2 4,050.0 4,160.0
Ending BSF Balance $ 454,101.7 $ 456,736.9 $ 459,786.9 $ 463,946.9
Per cent of Revenues 5.0% 5.5% 5.4% 5.3%

1/ BSF history prior to FY 2013 can be found on the JLBC website.

2/  Laws 2012, Chapter 294 authorized the transfer of $250.0 million in FY 2012 and $200.0 millionin FY 2013 from the General Fund to the BSF.

3/ Laws 2013, 1% Special Session, Chapter 9 authorized a total transfer of $2.0 million in BSF interest earnings in FY 2014. Of this amount, $1.0 million
was appropriated for deposit in the Arts Fund administered by the Arizona Commission on the Arts and $1.0 million to the State Parks Revenue Fund

administered by the Arizona State Parks Board.

4/ Laws 2014, Chapter 9 appropriates $1.0 million from BSF interest earnings to the Arizona Commission on the Artsfor FY 2015.
5/ Estimated interest earnings for FY 2015 and FY 2016 was provided by the State Treasurer’s Office.

result in a BSF balance that would exceed the 7% cap in
FY 2015 by $33.7 million. The FY 2015 budget enacted
in April 2014 did not include any deposit into the BSF.

Laws 2014, Chapter 9 deposited $1.0 million in interest
earnings from the BSF to the Arizona Commission on the
Artsin FY 2015.

FY 2016

If no deposits or withdrawals are authorized by the
Legidature for FY 2015 and FY 2016, the BSF will have
an estimated ending balance of $463.9 million in FY 2016.
The maximum BSF balance (under the 7% statutory cap)
for FY 2016 is estimated to be $614.2 million.

469

EBR currently projects that Arizona real adjusted personal
income will grow by 1.39% in CY 2015. Since this is
1.30% above the estimated trend growth rate of 0.09%, the
formula is projected to recommend a BSF deposit of
$114.5 million in FY 2016.

STATUTORY CHANGES
The Baseline would, as session law, continue to withstand

the requirements for any deposit to or withdrawals from
the Budget Stabilization Fund.





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.7
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /sRGB
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
    /Arial-Black
    /Arial-BlackItalic
    /Arial-BoldItalicMT
    /Arial-BoldMT
    /Arial-ItalicMT
    /ArialMT
    /ArialNarrow
    /ArialNarrow-Bold
    /ArialNarrow-BoldItalic
    /ArialNarrow-Italic
    /ArialUnicodeMS
    /CenturyGothic
    /CenturyGothic-Bold
    /CenturyGothic-BoldItalic
    /CenturyGothic-Italic
    /CourierNewPS-BoldItalicMT
    /CourierNewPS-BoldMT
    /CourierNewPS-ItalicMT
    /CourierNewPSMT
    /Georgia
    /Georgia-Bold
    /Georgia-BoldItalic
    /Georgia-Italic
    /Impact
    /LucidaConsole
    /Tahoma
    /Tahoma-Bold
    /TimesNewRomanMT-ExtraBold
    /TimesNewRomanPS-BoldItalicMT
    /TimesNewRomanPS-BoldMT
    /TimesNewRomanPS-ItalicMT
    /TimesNewRomanPSMT
    /Trebuchet-BoldItalic
    /TrebuchetMS
    /TrebuchetMS-Bold
    /TrebuchetMS-Italic
    /Verdana
    /Verdana-Bold
    /Verdana-BoldItalic
    /Verdana-Italic
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 5.0 e versioni successive.)
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [612.000 792.000]
>> setpagedevice


