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Chairman Martin called the meeting to order at 1:35 p.m., and attendance was noted.   
 
ADOPTION OF FINANCE COMMITTEE RULES 
 

Senator Harper moved to adopt the Finance Committee Rules as written.  The motion 
CARRIED by voice vote (Attachment A). 
 

APPOINTMENT OF COMMITTEE OF REFERENCE 
 
Senator Martin named the following members to the 2003 Finance Committee of Reference: 

Senator Martin, Chair  
Senator Harper 
Senator Jarrett 
Senator Brown 
Senator Garcia 

 
INTRODUCTION OF STAFF 
 
Senator Martin introduced the Finance Committee Staff for the 2003 Legislative Session: 

Denisse Gee, Finance Analyst 
Lace Collins, Assistant Finance Analyst 
Sharad Desai, Finance Intern 
Nancy DeMichele, Committee Secretary 
Mark Swenson, Majority Leadership Policy Advisor 
Matthew Bailey, Majority Leadership Staff Intern 
Kim Baker, Democratic Leadership Policy Advisor 
Daniel Graver, Democratic Leadership Staff Intern 
Joshua Crum, Page 
Kimi Markins, Page 

 
CONSIDERATION OF BILLS 
 
SB 1030 – state employee self-insurance; repeal mandate – DO PASS AMENDED 
 
Denisse Gee, Finance Analyst, explained SB 1030 is an emergency measure that removes the 
mandate upon the Arizona Department of Administration (DOA) to implement a self-insurance 
program for health and dental care coverage for state employees by October 1, 2003.  She stated 
that an amendment is being offered, which removes the requirement that the Joint Legislative Budget 
Committee (JLBC) approve any future plans by DOA to self-insure and instead places it with JLBC for 
review. 
 
Senator Martin announced the individuals who registered their position on the bill (Attachment B). 
  

Senator Harper moved SB 1030 be returned with a DO PASS recommendation.   
 
Senator Harper moved the 3-line Martin amendment dated 01/15/03, 3:05 p.m., be 
ADOPTED (Attachment C).  The motion CARRIED by a voice vote. 
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Senator Harper moved SB 1030 be returned with an AS AMENDED, DO PASS 
recommendation.  The motion CARRIED by a roll call vote of 9-0-0 (Attachment 1). 

 
PRESENTATIONS: 
 
Overview of State Revenues and Dynamic Forecasting  
 
Richard Stavneak, JLBC Director, gave a presentation on State revenues and forecasts 
(Attachment D).  He presented slides with descriptive graphs and stated he would explain volatility, 
tax sources, and work accomplished during the past summer on dynamic forecasting.  Among the 
topics presented included general fund revenues, sales tax collections, individual and corporate 
income tax collections, and baseline revenues.  He commented that legislation passed in 2002 
required JLBC to add the item relating to behavioral impact and how it affects fiscal notes.  He 
explained that behavioral response relates to tax and spending decisions that may change consumer 
and business incomes and the price of goods.  He presented examples of the recent work undertaken 
by JLBC with relatively inexpensive economic models to assist in providing behavioral responses and 
impacts.   
 
Mr. Stavneak concluded by stating that acquiring the economic models would improve JLBC’s 
estimates of multiplier effects, and may increase turn-around time for fiscal notes.  He emphasized 
that although the new models will provide more information regarding a bill’s potential impact, fiscal 
notes must still be viewed cautiously.  He commented that the Legislature will still need to decide how 
to use the information for bill “scoring,” and suggested it is probably not worthwhile to use the models 
with revenue bills that amount to $10,000 or less.  He said he would suggest reserving the use of the 
models for legislation of a larger magnitude where the secondary impact will have a significant impact 
on the numbers.  
 
State of the Economy 
 
Elliot D. Pollack, Elliot D. Pollack and Company, gave a slide presentation on the state of the 
economy (Attachment E).  He provided comparisons between national and Arizona’s economic 
standards.  He noted that mortgage rates continue to be near record 40 year lows, and has kept 
housing from essentially having no decline in this recession period.  Auto sales, which normally 
decline during recessions, have also remained flat during this recession.  He indicated that this is 
good news during a recession, but not so good during a recovery period because of a lack of pent-up 
demand.  He said the recession probably ended in the first quarter of last year, and we are 
approximately one year into a recovery period.   
 
Mr. Pollack stated that consumer confidence continues to be depressed since September 11, 2001, 
however the underlying factors are improving.  Real incomes adjusting for inflation are increasing. 
Unemployment rates have moved up and are based mainly on demographics of the age 
characteristics of the population.  However, he pointed out that this has been a jobless recovery.  He 
noted that mortgage refinancing has been at record levels and commented on the uses of disposable 
income.  He noted that refinancing has helped the consumer and has kept the economy stronger than 
it would have been otherwise.   
 
Mr. Pollack provided some statistics on retail and auto sales.  He noted that industrial production has 
started to increase and is normal for this stage of the cycle.  He commented on the Y-2K issue and 
said that equipment is now three years old.  He expects that within the next six months to a year 
businesses will have to begin retooling their computers again, which will increase business equipment 



  Committee on Finance 

 4 January 20, 2003 

spending.  He noted that interest rates are the lowest in several years, however, rates will increase as 
the economy recovers.  
 
Mr. Pollack stated that the national long-term outlook appears to be good, however, the recovery will 
be slow.  He said any unforeseen event that affects real income would result in another recession.  
He highlighted certain statistics and stated that Arizona’s economy is turning modestly positive.  High-
tech recovery will be slow.  Commercial and residential real estate are past the peak.  Services, 
especially tourism, will be slow in recovering and will affect 13 of the 15 counties in the State.  He 
indicated that the events of September 11, 2001, and the recession affected many facets in Arizona.  
Housing has been a positive because of low interest rates.  Commercial construction, with less 
demand, slowed dramatically. Manufacturing is having its weakest period since 1975.  Commercial 
aviation has weakened due to less demand for jet engines, and tourism will continue to be weak. 
Arizona is the second fastest growing state in terms of population, fifth in new residents, second in 
domestic migration, eighth in international migration, and is the twentieth largest state; therefore, 
population will continue to grow.  As a result, housing will probably continue to be strong and 
affordable.  He noted that each time 2.8 people move to Arizona, a housing unit is needed.  Even 
though the economy has slowed down, Arizona will likely add 140,000 more people this year.   
 
Mr. Pollack presented statistics regarding office absorption activity, retail space construction activity 
and vacancy rates, and industrial space construction and vacancy rates.    He said the good news is 
that the long-term dynamics of the State have not changed, and Arizona will remain one of the fastest 
growing states.  However, he said that overall the rate of growth will accelerate slowly.  
 
In response to Senator Leff, Mr. Pollack explained that people continue to move to Arizona despite 
fewer jobs.  He said Arizona is still a destination that is favored by people who tend to move around 
the country.   
 
Senator Martin wanted to know how the migration would affect the employment market. Mr. Pollack 
responded that in the long run, it is positive.  He said supply and demand will determine any pressure 
on wages.  Senator Martin asked Mr. Pollack to comment on the previous presentation concerning 
revenue growth.  Mr. Pollack replied that JLBC puts forth a significant amount of effort in assembling 
the information in depth.  He said that until there are signs of a definitive recovery, he would suggest 
that the Legislature play it “close to the vest” because the exact timing of a recovery is uncertain.   He 
added that if an unforeseen event happened, the economy would remain weaker for a longer period 
of time. 
 
Georganna Meyer, Chief Economist, Arizona Department of Revenue (DOR), offered a slide 
presentation entitled Arizona Income Taxes (Attachment F).  She stated she would be able to provide 
more information, if required, by DOR’s Office of Economic Research and Analysis.  She provided a 
background of the history of Arizona’s individual income tax and the procedure for calculating those 
taxes.  She indicated that if dividends are removed from income as proposed in President Bush’s tax 
reduction plan, it will impact the State by approximately $70 million.  She explained the various credits 
that are allowed.   
 
Senator Leff asked whether there is any way to know how the credits are being utilized.  Ms. Meyer 
responded that more is being done to disclose as much information as allowed.  She indicated that a 
bill passed recently allowed DOR to release information on credits prior to 1994 if DOR contacted the 
taxpayer and it was determined that it was not a competitive disadvantage to the taxpayer.  She said 
DOR attempts to release updated credit reports three times a year with the first hopefully available in 
March.  She noted she would provide a copy to the Committee at that time.  She said DOR is not able 
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to release information related to a tax return as it is confidential.  She added that DOR follows the 
Internal Revenue Code guidelines on that issue.  Senator Martin suggested a follow-up on this matter 
would be appropriate at a later time. 
 
Ms. Meyer stated that in 1999 taxpayers were refunded or used $159 million in individual income tax 
credits with $13.5 million in credit carryforwards.  In response to Senator Martin, Ms. Meyer said that 
the alternate fuel program was the major factor of that carryforward amount.   
 
Ms. Meyer highlighted the following individual income tax items as listed on the handout: 

• Individual income tax components 
• Withholding collections 
• Refunds 
• Net individual income tax collections 

 
Ms. Meyer provided historic background on corporate income taxes and highlighted the following 
items from the handout: 

• Corporate income tax credits and cost of those credits 
• Corporate income tax components 
• Corporate estimated payments 
• Corporate collections with returns plus billings 
• Corporate refunds 
• Net Corporate income tax revenues 

 
Senator Martin indicated he would like to have additional information between the data provided by 
Mr. Pollack and the double-weighted sales factor with the increase in manufacturing and corporate 
revenue.  He said currently Arizona is losing manufacturing jobs and those jobs are being converted 
to other types of lower paying jobs.  He is interested to know whether something can be done to bring 
back some of that activity. 
 
Senator Martin suggested holding the remaining DOR presentations until the next meeting.  The 
Committee and DOR agreed that would be acceptable. 
 
Public Testimony 
 
Robert J. Rosepink, Attorney, representing himself, stated he hoped the Committee understands 
that the various taxes described earlier are considered voluntary compliance.  He indicated he has 
practiced in the area of trusts and estates in the State for 27 years.  He said he would like to point out 
that DOR does a magnificent job with the resources granted by the State.  He noted there are no 
audits conducted of any trust income tax returns.  He added that DOR relies on the Internal Revenue 
Service as far as compliance with the estate tax law.  Mr. Rosepink noted that private enterprise 
could play a role in the concept of contract auditing.  He said a number of changes would be required 
in certain State laws to permit contract auditing.  He commented that it is both a financial and moral 
issue because many citizens pay attorneys and accountants each year to assist them in complying 
with the laws enacted.  He said it is unfair to them because others either ignore the law or are 
ignorant of its provisions and are not taxed because of lack of audits.  He stated he has prepared a 
White Paper on this issue and would provide copies to the Committee.   
 
Senator Martin thanked everyone for participating today and said his goal is to work to do what is best 
for Arizona.  He said the budget shortfall will present many challenges in looking for the best way to 
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solve problems today and in the long term.  He commented he looks forward to working with 
Committee members and staff to get the job accomplished. 
 
There being no further business, the meeting adjourned at 3:00 p.m. 
 
Respectfully submitted, 
 
 
 
Nancy L. DeMichele 
Committee Secretary 
 
(Tapes and attachments on file in the Secretary of the Senate’s Office/Resource Center, Room 115.) 
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