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JOINT LEGISLATIVE BUDGET COMMITTEE

The Joint Legislative Budget Committee was established in 1966, pursuant to Laws 1966, Chapter 96. In 1979, a bill was
passed to expand and alter the committee membership, which now consists of the following 16 members:

Senator Russell W. "Rusty” Bowers Representative Robert "Bob" Burns
Chairman 1998 Chairman 1997
Senator Gus Arzberger Representative David Armstead
Senator Scott Bundgaard Representative Lori S. Daniels
Senator Joe Eddie Lopez Representative Herschella Horton
Senator Gary Richardson Representative Laura Knaperek
Senator.Victor Soltero Representative Bill McGibbon
Senator Marc Spitzer Representative Jean Hough McGrath
Senator John Wettaw Representative Robert J. McLendon

The primary powers and duties of the JLBC relate to ascertaining facts and making recommendations to the Legislature
regarding all facets of the state budget, state revenues and expenditures, future fiscal needs, and the organization and
functions of state government.

JLBC appoints a Director who is responsible for providing staff support and sound technical analysis to the Committee.
The objectives and major products of the staff of the JLBC are:

Analysis and recommendations for the annual state budget, which are presented in January of each year;

Technical, analytical, and preparatory support in the development of appropriations bills considered by the
Legislature;

Periodic economic and state revenue forecasts;
Periodic analysis of economic activity, state budget conditions, and the relationship of one to the other;

Preparation of fiscal notes or the bills considered by the Legislature that have a fiscal impact on the state or any of
its political subdivisions;

An annual Appropriations Report, which is published shortly after the budget is completed and provides detail on
the budget along with an explanation of legislative intent;

Management and fiscal research reports related to state programs and state agency operations;

Support to the JLBC with respect to recommendations on business items placed on the committee's agenda such
as transfers of appropnations pursuant to A.R.S. § 35-173;

Support to the Joint Committee on Capital Review (JCCR) with respect to all capital outlay issues including land
acquisition, new construction, and building renewal projects;

Support to the Joint Legislative Tax Committee (JLTC) as directed in fulfilling the requirements of A.R.S. §41-
1322(D).
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January 14, 1998

The Honorable Brenda Burns

President of the Senate

and

The Honorable Jeff Groscost

Speaker of the House

State Capitol

State of Arizona

Dear President Burns and Speaker Groscost:

ARS. § 41-1273 requires that our office “prepare for distribution an analysis of the governor’s
budget as soon after the budget is presented to the legislature as is possible. The analysis, among
other things, shall include recommendations of the budget analyst for revisions in expenditures.”

On behalf of the Staff of the Joint Legislative Budget Committee, it is my pleasure to transmit our
recommendations for FY 1999. Our recommendations are contained in two volumes:

1)
@

This S of Recommendations and Economic and Revenue Forecast;

An Analysis and Recommendations book, which contains recommendations, by
agency, and by program. The volume also includes information on non-
appropriated funds.

The Staff of the Joint Legislative Budget Committee looks forward to working with the entire
43rd Arizona Legislature in completing the state budget for FY 1999.

Sincerely,

Wdand  Shumade

Richard Stavneak

Director
RS:Im
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BUDGET IN BRIEF
FISCAL YEAR 1999 - GENERAL FUND
JLBC STAFF RECOMMENDATION

The State of Arizona’s fiscal condition remains excellent. The state’s FY 1997 ending General Fund balance was $516 million.
The JLBC Staff Budget Recommendation is designed to preserve this carry-forward through FY 1999, prior to the Legislature
making policy decisions on K-12 funding and tax relief issues. As a starting point in the Legislature’s deliberations, the JLBC
Staff offers the following:

1. The FY 1997 ending balance was higher than anticipated due to an unexpected surge in individual and corporate income
taxes.

2. After conferring with the Finance Advisory Committee, the JLBC Staff forecasts that the state economy will continue to grow
at a moderate, although somewhat slower, pace. The main risks to the revenue forecast are an unexpected nationwide
recession, continued uncertainty over income tax collections and the dollar amount of the new education and low-income
charity tax credits.

3. The recommendation sets aside $147 million for one-time pay-as-you-go capital construction projects.

4. Operating budgets would grow by $180 million, or 3.5%, with almost all increases dedicated to four state commitments — state
employee pay adjustments, education formula funding, prison openings, and federal Title 19 adjustments. In addition, the
focus will be on 11 of the largest agencies as all others have already had their FY 1999 budgets approved during the last
session.

5. Other discretionary funding increases are kept at a bare minimum. After the JLBC Staff makes its operating and capital
recommendations, a balance of $581 million remains to address priority issues.

The JLBC Staff also believes that the following 2 issues are worthy of particular fiscal oversight:

e Full funding of the Budget Stabilization Fund will bring its total deposit to $348 million. When combined with health and
welfare stabilization fund deposits, total rainy day fund balances would equal $452 million. As a point of comparison, the
state increased taxes and other state revenues by $620 million in the FY 1989 through FY 1992 slow-growth period.

e The Year 2000 automation problem deserves close attention, but additional funding should be deferred pending greater agency
progress with existing resources.

On a comparable basis with the Executive, the JLBC Staff revenue forecast is $51 million higher and JLBC Staff spending
recommendations are $129 million lower.

OPERATING APPROPRIATIONS REVENUES AND YEAR-END BALANCES
$ Change JLBC Staff FY 98 FY 99
From FY 98 ] .FY 99 Rec. ($ Millions)
. ($ Millions) REVENUES:
o Dept odeucatlon (K-12) $21.4 $2,143.1 o Beginning Balance $516.0 $530.1
* Universities 33-2 ;} g-g o Base Revenues 52523 5,503.0
2 Qf{l’é ng§°“°°“°"5 : i o SUBTOTAL-REVENUES  $5,768.2 $6,033.1
[ ] . -
o Dept of Economic Security 10.9 405.2 .
o Dept of Health Services 124 227.8 EXPEND.I i
o o 92 138.1 e Operating Budgets $5,105.0 $5,281.6
e Community Colleges (5.3) 115.5 ® Supplementz?l.s . - ik 5
o Dept of Juvenile Corrections 9.2 65.2 ° Budgct Stabilization Fund Deposit 30.0 45.1
¢ Dept of Administration (0.3) 26.2 o Capital Outlay 99.3 146.8
e All Other 15.4 408.7 e Admin Adjust/Emergencies 46.7 35.0
e Unallocated Salaries _91 _917 * Revertments —{60.0) —{60.0)
TOTAL $180.0 $5.285.0 SUBTOTAL-EXPENDITURES $5,238.1 $5,451.9
CARRY FORWARD $530.1 $581.2

Prepared for Members of the Arizona State Legislature by the Joint Legislative Budget Committee Staff

-i-




FY 1999

COMPARISON OF MAJOR POLICY ISSUES

MAJOR JLBC STAFF EXECUTIVE
ISSUES RECOMMENDATION RECOMMENDATION
GeneralFund | ¢  $213.9 M, or 4.0%, General Fund (GF) o 3445.2 M, or 8.4%, General Fund Increase in
(GF) Budget Increase in FY 1999 FY 1999
$17.2 M in FY 1998 Supplementals e $53.9 Min FY 1998 Supplementals
Capital Outlay 3146.8 M GF o 396.0MGF
344.1 GF Advance Appropriations, mostly e Same Recommendation
Prison Construction
342.2 M for 100% Funding of Building Renewal $33.0 M for 80% Funding of Building Renewal
$35.3 M for New Capitol Mall and Flagstaff Lease-Purchase Financing for Capitol Mall and
Office Buildings Flagstaff Buildings
e  315.0 M for Health Laboratory Project, subject | o $21.7MinFY 1999 and FY 2000 for Health
to a privatization study Lab
$7.0 M for 200 New DJC Beds e 388MinFY 98 for 200 New DJC Beds
No Funding of New ASH Facility e Lease-Purchase Financing for New ASH
Facility
Pay e 365.6 M to fund previously enacted Pay Raises, | ¢ Same Recommendation, but add $8 M to
including 2.5% Merit Increase in January 1999 Increase January 1999 Pay Raise to 3.5%
Budget o  345.1 Mo fund at Statutory Cap of 6.3% of o $87 Mfor a Total of $392 M (7.5%) plus Health
Stabilization revenues. Balance would be $348 M plus $103 and Welfare Funds
Funds M in Health & Welfare Rainy Day Funds
Year 2000 e No New Funding beyond $18 M already e 38M in additional funding, for a total
Automation approved for FY 98/99 of $26 M
Priorities e $581 M is available for K-12 and tax issuesand | ¢ $405 M is available in the Executive budget for
all other priority issues comparable issues — 3210 M for Tax Relief,
$87 M for K-12 Capital, $5/ MforK-12M & O
Enhancements, $37 M for Other Bills and
320 M Ending Balance
EDUCATION
K-12 e $21.4 M GF Change Above FY 98, including: e $114.1 M GF Change Above FY 98, including:
e $107.1 M for 3.3% Enrollment Growth o $122.7 M for 3.8% Enrollment Growth
e $14.5 M for Homeowners’ Rebate e §$19.6 M for Homeowners’ Rebate
e 31.3 Mfor Achievement Testing e $3.2 M for Achievement Testing
o $(92.1) M Net Savings Due to Assessed Value o $(74.1) M Net Savings Due to Assessed Value
Growth Growth
o Defer M & O Enhancements to separate bill e $508 Mfor M & O Enhancements
Universities e $35.0 M GF Change Above FY 98, including: e  $40.6 M GF Change Above FY 98, including:
e $27.4 M for Pay Adjustments e  $27.1 Mfor Pay Adjustments
e  310.0 M for Enrollment and New Facilitics e  $8.5 M for Enroliment Only
e No Recommendation for SSIG Transfer and e $7.4 M for SSIG Transfer and University Issues
University Issues
e  $(4.0) M for Collections Fund Adjustment e  3(2.3) M for Collections Fund Adjustment
e An Additional $17.2 M GF for Building e An Additional $10.9 M GF for Building
Renewal Renewal
Community 3(5.3) M GF Change Below FY 98, including: o 3(5.2) M GF Change Below FY 98, including:
Colleges $2.4 M Enrollment Growth and Equalization e Same Recommendation
e Same Recommendation

3(8.0) M for One-Time Fundin&




CRIMINAL JUSTICE

Juvenile o  $9.0 M GF Change Above FY 98, including: e $12.7 M GF Change Above FY 98, including:
Corrections e $8.5Mto Open 200 Beds e  $10.5 Mto Open 200 Beds
e No Transfer of DOC Beds e  $2.2 Mto Transfer 200 DOC-Rincon Beds to
DIC
Corrections e $54.2M GF Change Above FY 98, including: o 369.4M GF Change Above FY 98, including:
e $36.6 Mto Open 2,400 New Beds e $42 M to Open 3,200 New Beds
e  $3.8 M for Inmate Population Growth e  $5.1 M for Inmate Population Growth
¢ No New Private Beds o $5.5 Mfor 300 New Private Beds
¢ No New Travel Stipends s $4 Mfor Correctional Officer Travel Stipends
e 313.7 M for Pay Adjustments o  $13.4 M for Pay Adjustments
Judiciary o 39.2 M GF Change Above FY 98, including: e No 8 Change Above FY 98
e  $5.4 M for 8% Growth in Probation Programs e Does not recommend on Judiciary Budget
plus annualization
e $2.8 M for Pay Adjustments
HEALTH AND WELFARE
AHCCCS e 38.0M GF Change Above FY 98, including: 311.9 M GF Change Above FY 98, including:
e $(0.7) M for Acute Care Caseload, Inflation, and 31.4 M for Acute Care Caseload, Inflation, and
Other Changes Other Changes
e $7.0Mfor ALTCS Caseload and Inflation e 37.7 Mfor ALTCS Caseload and Inflation
(County Increase equals $11.5 M) (County Increase equals $11.8 M)
e Uses $28.8 M of Tobacco Tax funds for e Uses $26.4 M of Tobacco Tax Funds for on-
continuing support of on-going programs going programs
e No Kids Care General Fund Set-Aside e 38.1 MGF and $13.2 M Tobacco Tax for Kids
Care Initiative in a separate bill
DES 310.9 M GF Change Above FY 98, including: $20.9 M GF Change Above FY 98, including:
$18.5 M for Long Term Care Caseload Growth $20.9 M for Long Term Care Caseload Growth
and Shortfall and Shortfall
e 3$7.1 M for CPS Annualization e Same Recommendation
e Defers Healthy Families funding to scparate bill | ¢ Continues Healthy Families at $3 M
o $(4.0) M TANF Cash Benefits decrease e 3(2.4) M TANF Cash Benefits decrease
e  $(14.7) M shift of Child Care Funding from GF | ¢  $(12.7) M shift of Child Care Funding from GF
to TANF Block Grant to TANF Block Grant
No New Welfare to Work Block Grant Funding | ¢ 32 M for Welfare to Work Block Grant Match
DHS $12.4 M GF Above FY 98, including: e $15.8 M GF Above FY 98, including:
$5.7 M for Title XIX capitation rate increases $5.4 M for Title XIX capitation rate increases
approved during FY 1998
e  $3.1 M to implement the “Sexually Violent e  $3.2 Mfor “Sexually Violent Persons”
Persons” program at ASH
e $6.4 M to increase staffing and contract services | ¢  $7.4 M for ASH staffing
at ASH to ensure active treatment and safety
o No New AIDS General Fund Support o 3].6 Mfor AIDS drugs

- i -




JLBC STAFF RECOMMENDATION
GENERAL FUND REVENUES AND EXPENDITURES
FISCAL YEARS 1998 AND 1999

(dollars in thousands)

Proposed Proposed
FY 1998 FY 1999
REVENUES
Balance Forward $515,974.0 $530,104.6
Base Revenues 5,252,256.4 5,502,953.4
TOTAL REVENUES $5,768,230.4 $6,033,058.0
EXPENDITURES
Operating Appropriations 5,104,968.4 5,281,560.6
Supplementals 17,170.1 3,392.0
Budget Stabilization Fund Deposit 30,000.0 45,115.0
5,152,138.5 5,330,067.6
Capital Outlay 99,287.3 146,805.8
Admin Adjustments/Emergencies 46,700.0 35,000.0
Revertments (60,000.0) {60,000.0}
TOTAL EXPENDITURES $5,238,125.8 $5,451,873.4
ENDING BALANCE $530,104.6 $581,184.6
Where it Comes From Where it Goes

GF Base Revenue FY 1999: $5,503.0 Million GF Operating Expenditures FY 1999: §5,285.0 Million

Corporate Income
12.7%

Individual Income
35.1%

-iv -



FY 1999 BUDGET RECOMMENDATION THEMES

| FY I997/FY 1998 Ending Balances |

During the 1997 legislative session, the JLBC Staff had
projected that the FY 1997 ending balance would be
$318.4 million. The ending balance was actually $516.0
million, an increase of $197.6 million over projections.

Of the $197.6 million increase, $175.0 million was due to
higher than anticipated revenue growth. Much of this
surge was due to unexpected growth in individual and
corporate income tax returns. Income tax collections
exceeded the forecast by-$191.1 million, while all other
revenue categories were collectively below forecast by
$16.1 million.

The underestimating of individual income tax collections
was a common occurrence among the 50 states. Arizona
individual income tax collections grew by 14.3%,
compared to the forecasted growth rate of 6.8%. There is
speculation that larger than normal capital gains from
financial transactions in stock options and mutual funds
also led to the discrepancy in the individual income tax
forecast. The timing of the budget cycle also affects
forecasting. The level of income tax returns is obviously
related to April tax filings - information that is not
available prior to the conclusion of the legislative session.

Corporate income tax collections were even more
unpredictable. 'While the JLBC Staff had forecasted
growth of 16.7%, actual revenues increased by 34.1%.
This growth was especially surprising given that corporate
profits were projected to increase by 8.1%.

Our forecast for the FY 1998 General Fund ending balance
is $530.3 million.

]

The U.S. economy is in its 83 month of expansion and
the JLBC Staff forecasts slightly slower but steady growth
in the national economy through FY 2000. Inflation
should remain moderate, in the 2.0% to 3.0% range
through our forecast period. The Federal Reserve Board
has clearly done a good job in reducing inflationary
expectations.

[ Economic Forecast

The JLBC Staff forecasts that the state’s economy will
continue to grow at a moderate, although somewhat,
slower pace. The slower growth forecast for Arizona is
driven by (1) the outlook for the national economy and (2)
the strengthening of the California economy resulting in
slower migration into Arizona.

The following points summarize the tenor of the comments
at the December meeting of our Finance Advisory
Committee (FAC) meeting:

1. Arizona’s growth rate will moderate in 1999 and
2000.

2. JLBC economic indicators were on-target or slightly
optimistic.

3. Risks to the forecast are more downside than upside
and concerns were expressed about the Asian financial
crisis.

Another risk to the forecast is the unknown dollar value of
three recently enacted income tax credits. Beginning in
calendar year 1998, taxpayers will be able to take
collective tax credits for up to $900 in contributions to
private and public schools and low-income charities. The
JLBC Staff projects the dollar value of the tax credits at
$40 million, but the estimates range between $10 million
and $80 million.

The ultimate dollar impact of the tax credits will not be
known until the spring of 1999, when taxpayers file their
1998 returns. By that time, the Legislature will have
already approved budgets through FY 2001. As a result,
these budgets will be based on revenue forecasts with a
significant unknown variable.

| Capital Funding

The JLBC Staff recommends $146.8 million for Capital
Outlay projects. With the state’s healthy carry-forward
balance, the JLBC Staff believes it is appropriate to invest
in infrastructure improvements that are one-time in nature.
This recommendation reflects the continued use of pay-as-
you-go financing, rather than lease-purchase, for
constructing new facilities. Pay-as-you-go is the least
expensive financing method.

A major component of the Capital Outlay spending is the
already approved appropriation of $41.1 million for a new
prison complex and juvenile complex near Buckeye. The
JLBC Staff also recommends:

e $35.2 million for new Capitol Mall and Flagstaff
office buildings;

e $15 million to upgrade the State Health Laboratory,
pending a privatization study; and

e $7 million to construct an additional 200 beds at the
new juvenile complex.

Furthermore, the JLBC Staff recommends $42.2 million to
fully-fund the Building Renewal Formula for the
maintenance of state-owned facilities. Since its inception



in FY 1987, the formula has never been funded at 100%.
The recommended amount for building renewal would
allow the state to protect its investment in building assets,
which exceeds $4.5 billion.

Operations Funding

The JLBC Staff recommends $180 million in new
funding for state agency operating budgets. Almost all
of this amount is set aside for four main state
commitments:

e  $65.6 million for already approved state employee pay
raises. The 1997 Legislature approved three salary
increases for the period between October 1997 and
January 1999 as well as $21.0 million to reduce salary
disparities with other jurisdictions.

e $45.2 million to open 2,400 new adult prison beds and
200 juvenile beds.

e $30.8 million to fund the K-12 education and
community college formulas as well as university
enrollment growth; and

e $30.6 million for Federal Title 19 caseload and
inflation adjustments.

The education formula requirement is less than in prior
years due to significant growth in the property tax base at
the local level. An increase in local property tax
collections helps to offset the state General Fund
contribution to the K-12 formula.

Pay Adjustments

During the 1997 legislative session, the Legislature
approved additional spending of $65.6 million from the
General Fund and $12.1 million from Other Funds for FY
1999 state employee salary adjustments. When combined
with the FY 1998 salary increases approved at the same
time, the total two-year salary package costs $106.2
million from the General Fund and $18.7 million from
Other Funds. The increased spending in FY 1999 covers
the following adjustments:

¢ Funding to annualize the cost of two mid-year FY
1998 salary increases: 1) a 2.5% general salary
increase, not to exceed $1000 per FTE position, on
October 1, 1997; and 2) a 2.5% merit increase, not to
exceed 5% per person, on January 1, 1998.

e A 2.5% merit increase, not to exceed 5%, on January
1, 1999.

e A total of $16.5 million from the General Fund and
$2.9 million from Other Funds for Classification
Salary Adjustments (CSA) on October 1, 1998.
Classification Salary Adjustments are targeted to
specific job categories to make their salaries more
competitive with comparable positions in local
government and private industry. The salary package

also includes funding to annualize the cost of the
October 1, 1997 Classification Salary Adjustments.

The FY 1999 University CSA funding is incorporated into
the budgets for each university. The dollar amounts for the
other three personnel systems — the Arizona Department of
Administration, the Judiciary, and the Department of
Public Safety — remain unallocated. The JLBC Staff
recommends that the dollar allocation be determined after
each personnel system reports its proposed salary
adjustments to the Joint Legislative Budget Committee.
The JLBC Staff aiso recommends that the Legislature
adjust the FY 1999 Other Funds CSA to accommodate
recent growth in appropriated funds.

| Stabilization Fund Deposits |

The JLBC recommends an additional deposit of $45.1
million to the Budget Stabilization Fund in FY 1999 to
reach the fund’s statutory maximum of 6.33% of revenues.
This deposit would bring the fund’s balance to $348.3
million. =~ When combined with health and welfare
stabilization fund deposits, total “rainy day” funds would
equal $451.5 million in FY 1999. The Medical
Stabilization Fund, designed to cover AHCCCS
contingencies, is projected to have $99.1 million in
deposits. The Temporary Assistance for Needy Families
(TANF) Stabilization Fund, which can help to finance
unexpected increases in welfare caseloads, has a $4.1
million balance.

As a point of comparison in evaluating the adequacy of the
funds’ balances, the state increased taxes and other state
revenues by $620 million in the FY 1989 through FY 1992

slow-growth period.

I Year 2000 Automation |

The “Year 2000” computer problem refers to a necessity to
evaluate all information technology functions that use a 2-
digit code for the year (e.g., “00” for “2000”) and make
alterations, where required. Last year, the Legislature
appropriated $18 million from the General Fund and $8.4
million from Other Funds to the Government Information
Technology Agency (GITA) to address this issue.
Resolution of Year 2000 problems is required to enable the
smooth continuation of state government functions and
prevent state liability for service failures.

The Executive has recommended an additional $8 million
from the General Fund for this problem. The JLBC Staff
recommendation does not include additional monies
because much of the original appropriation is still unspent.
In addition, $3.1 million of the request is not projected to
be spent until FY 2000. To facilitate planning and prevent
fiscal year-end project rushes, however, the JLBC Staff
recommends making the existing appropriations available
until June 2000. (see the JLBC Staff recommendation for
GITA for more information).



Priority Issues

The Legislature will have significant policy choices during
the session with regard to tax relief, K-12 capital finance
and new K-12 operating enhancements. The JLBC Staff
recommendation does not specifically address thesc three
issues. By limiting the growth in the budget, however, the
JLBC Staff recommendation is designed to preserve the
state’s current $500+ million surplus so as to maximize the
resources available to address the key policy issues of this
legislative session.

After the Staff makes its operating and capital
recommendations, a balance of $581 million remains
available to address legislative priorities.



































































































