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A ARIZONA Tax RESEARCH ASSOCIATION
BUDGET RECOMMENDATIONS

| mprove Arizona’s Financial Management

TheArizonastate budget isin thefifth year of astructural deficit where ongoing spending exceeds ongoing revenue.
Despite widespread recognition of the state’ sbudget problem, the Legidature and Governor increased spending 13.2%
for fiscal year (FY) 2005. Two-year spending for the46th Legidature climbed $1.3 billion, or 22.3%.

Much of what drives state government expendituresinvolvesformulas. Someformulasareassmpleasmultiplying an
established dollar amount by the number of people served, or digibleto be served, by aparticular program. Inmost cases,
however, spending formulas are considerably morearcaneand complex. Undoubtedly, formulas can be useful toolsinthe
budget-making process, providing benchmarksto determineannual funding levels.

Aswith other tools, however, itisunwiseto allow these state funding formulasto run on automatic, performing the
appropriator’swork unchecked. Intoo many cases, formulas contain hold harmless provisions, or merge with other
formulas, or become obsol etedtogether, resulting in spending that |acks accountability or that isrepletewith redundancies.
These same flawed spending formulas are sometimesreferred to as* statutory” or “ non-discretionary” or are grouped
unnecessarily with voter-mandated spending.

ARIZONA’ S ONGOING STRUCTURAL DEFICIT
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ATRA has pointed out that budget shortfalls provide agood opportunity for legidatorsto simplify, repair, and regain
control of theseformulasand, to aconsiderable extent, the appropriationsprocess. The47th Legidature should make
every effort to avoid thekind of recent budget decisionsthat haverelied on deficit financing and budget gimmickry.

Thefollowing are several specific recommendationsto reform such problematic formulasin K-12 and higher education
that aretheresult of either flawed policiesor smply sloppy budgeting. ATRA encouragesthe Legisatureto apply
smilar scrutiny to other statutory formulas such asthosein corrections, health care, and retirement funding.

Reform agency authority totransfer lineitem fundsbetween budgets. State agencieshavethe authority, subject to
approval fromthe Department of Administration, to transfer fundsbetween lineitemsof their budgetsin order to balance
revenueswith expenditureswithin abudget. A recent use of thistransfer authority hasexposed alack of oversight and
accountability by the L egidatureinthispolicy. The Superintendent of Public Instruction hasannounced hisintentionto use
$10millioninexcess* additiond stateaid” revenuefrom the state generd fund (seeabove) to fund anew tutoring program.
Thistransfer authority was not intended to allow agency headsto circumvent the appropriations processto use“found
money” to create new programs. The L egidature should reform thispolicy to maintain theintegrity of theappropriations
process.

Managethegeneral fund exposureto additional stateaid costs: “Additional stateaid” ismoney that the state pays
to school districtsin recognition of what residential property taxpayerswould pay wereit not for the 35% homeowner’s
rebate and the one-percent congtitutional cap on primary taxes. Despite effortsto contain property tax growth throughthe
state’ sadherenceto thetruth-in-taxation laws (TNT), growth inlocal school district property taxesfor desegregation/
OCR, excessttilities, career ladder, and transportation will result inincreased exposureto the state general fund. For FY
2005, the L egislature appropriated $296,669,700 in additional stateaid. The state should minimizeitsexposureto
homeowner rebate and one-percent cap costs by capping local school district leviesthat are outside the school district
equdization system.

Don’t exagger ateyour obligation to adjust for inflation: Enacted by Prop. 301 in 2000, 815-901.01 requiresthe
Legidatureto“increasethebaseleve or other componentsof therevenuecontrol limit by two per cent” [emphasisadded)].
Some haveargued that (for the purposes of thisstatute only, apparently), or meansand. Therefore, goestheargument, the
Legidatureisrequired to apply the 2% factor to both the base level and other components of the revenue control limit
(RCL). During the1990s, mandatory inflation adjusmentswere purposefully removed from statute becauise of thedetrimentd
impact they can have on the appropriations processin lean years. If there are sufficient fundsto adjust formulasfor
inflation, then thereisno reason for the L egid ature not to make such adjustments. Increasesin funding to hold government
harmlessfor theimpact of inflation when the stateisfacing adeficit of thismagnitudeisacertain recipefor tax increases.
Citizensand taxpayersare not held harmlessfor theimpact of inflation. If the Legidaturewantsto adjust the baselevel by
2%, it should makethat decision becauseit desiresto do so and it hasthe revenueto do so— not becauseitisalegal
requirement. Further, if such an adjustment is made to the baselevel, no such adjustment should be madeto “ other
components’ such asthetransportation support level (TSL).

Phaseout career ladder: Despitethefact that Prop. 301 hel ped set apolicy direction toward performance pay for al
schoal digtrictsinthe state, 28 school districtscurrently havethelegd authority to participateina® career ladder” program.
Thenumber of participating districtswascapped asof FY 1994 because of concernsraised about the cost and effectiveness
of theprogram.  According to the Joint L egidative Budget Committee (JLBC), $24,389,800 wasleviedinloca property
taxesfor career ladder in FY 2004, while $36,350,400 was appropriated from the general fund. Property tax levieson
residential property for career ladder also exposesthe state general fund to additional state aid costs. Becauseitis
availableto only 28 districts, career ladder contributes greatly to inequitiesin Arizona’ s school district spending and
taxation.
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Cap thetransportation revenue control limit: State law provides two K-12 formulas for transportation — the
transportation support level (TSL) and the transportation revenue control limit (TRCL). The TSL formulainvolvesthe
averagedaily route milesper eigiblestudent transported. Additiona factorsintheformulareflect academic, vocational,
and athletictrips, aswell asstudentswith disabilities. Theformulacan result in changesasvariablesin thetransportation
caculation of thedistrict change. Meanwhile, the TRCL cd culation can changein only onedirection— up. Tocaculate
the TRCL, thepreviousyear’sTRCL isadjusted by growth, if any, inthe TSL. In other words, if the TSL formularesults
inmorefunding, the TRCL growsby thesameamount. If therewasnogrowthinthe TSL, or evenif it declined, the TRCL
isheld harmless. In 1980, theyear the current system was adopted, the TSL and the TRCL were approximately equal .
Over thelast two decades, asthe actual transportation needs of districts have changed, this*hold harmless’ funding
mechanism hasresulted inthe TRCL outpacing the TSL by approximately $49 millionin FY 2004. That's$49millionin
trangportation funding for studentswho are not there. The sate’ sequalization formula(with only ahandful of exceptions)
recognizesonly the TSL. School district budgets, however, usethe TRCL. What thismeansisthat the $49 millionto
transport ghostsisfallingmostly tolocal property taxpayers. Thecost tothestate generd fundisapproximately $13 million
through additional stateaid in recognition of the homeowner rebate and the one-percent cap.

Movefromthe*“prior year plusgrowth” tocurrent year funding: School district funding isbased ontheprior-year’s
100th day student count pluscurrent year growth. The system therefore holdsdistrictsharmlessfor reductionsin enrolIment
fromthe prior year, even though state taxpayers may be funding those very same students at another district or charter
schoal.

Ensuredistrictsproperly withdraw students: Numerous cases have emerged where students are being counted in two
districtsbecause one of the districtsfailed to complete withdrawal paperwork. The L egislature needsto continueto
devel op checkson student counts and ensurethat state dollarsin the systemfollow thechild.

Eliminateor reducerapid declinefunding: School districtsthat experience declining enrollment for morethan oneyear
(they are held harmlessautomatically for thefirst year) may beeligiblefor additiona “rapid decline” funding. ATRA
supportsthe L egidature seffort to fund rapid decline at 50%, which wasvetoed by the Governor in FY 2004 but survived
inFY 2005.

Eliminate student count adjustmentsfor the* concerted refusal by studentsto attend classes’: Districtsare
allowed to adjust their student countsin certain circumstances, such aswidespread illness or adverseweather conditions.
Surprisingly, thislist also allowsan adjustment for * concerted refusal by studentsto attend classesfor three consecutive
daysor more.” Again, sometimesthese studentsare actualy attending another district or charter school.

Reform joint technological education districts(JTEDS) toincr easeefficiency and avoid redundancies: A recent
report fromthe ArizonaAuditor Genera confirmsnumerous concernsand observationsthat ATRA hascommunicated to
theLegidaturefor years. JTEDswereoriginally conceived as opportunitiesto increase efficiency by centralizing the
investment invocational training facilitiesand technology. Growthinso called “ satellite” JTED coursesconducted in high
schoolsand community collegesgoescounter totheorigind purposefor JTEDsand hasresulted ininefficient and redundant
funding. Reforms should betargeted toward increas ng efficiency and avoiding redundancy.

Revigt buildingrenewal and new construction formulas: Severa adjustmentsto StudentsFIRST formulasshould be
made. ATRA supportstheLegidature seffort to reformthebuilding renewal formula. Similar scrutiny should be applied
to the new construction formula, especialy in regardsto popul ation growth estimates used to determinewhen districts
quaify for new schools.

Eliminateinvisible squarefootagefor new construction qualification calculations: School district squarefootage
that isbuilt withlocal option dollars(classB bondsor overrides) isinvisibleto the state, while studentswithin thewal s of
that squarefootagearenot invisbleinthe® pupil per sg. foot” ca culaionto determineif aschool qudifiesfor new condruction.
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Eliminateautomatic 5% additional fundingfor statutorily-defined “rural” districts: StudentsFIRST statutes
requirethe School FacilitiesBoard (SFB) to add 5% to new construction and building renewal formulasfor “rura aress.”
Rurd isdefined asadigtrict outsidea35-mileradiusfromthe boundary of amunicipality with apopulation of morethan
50,000. Theformulageneratessomeinteresting results. Globeisrural; Miami isurban. Skull Valey isrurd; Kirklandis
urban.

Allocateuniver sity appropriationsin accor dancewith enrollment growth: For primarily political reasons, genera
fund appropriationsto the universities have strayed considerably over theyearsfromthegrowth formulaguidelines. The
result isthat there now existsasizeable per-student funding inequity between Arizona sthree public universities. The
L egidature should begin immediately to closethisfunding gap by appropriating whatever dollarsare availablefor the
universitiesproportionateto where enrollment growth isoccurring.

Eliminatethecommunity collegehold har mlessfor mula: Operating stateaid for collegesincreasesthrough student
growth, but never decreasesfor declining student counts. For example, say ahypothetical district started with 1,000 full
time student equivalents (FTSE). Inthefollowing year, that district’s student count declined resultingin 800 FTSE. The
funding formulaholdsthedistrict at the 1,000-FTSE funding level. If that district gainsthose 200 FTSE intheyear after
that, those FT SE are counted as growth and added to the base. In effect, then, theformulagenerates 1,200 FTSE worth
of funding for only 1,000 FTSE. Community collegefunding should be reformed so that student-based funding followsthe
sudents.

Reduceor diminateredundant fundingthrough dual and concurrent enr ollment: Community colleges, highschools
and joint technological education districts often enter into agreementsthat can result in two or moreentities counting the
same studentsfor the same seat timefor funding purposes. Funding should go only totheentity providing theservicesor
should bedistributed proportionately.

Eliminatethe community college*” equalization assistance” formula: Four of Arizona'seight “rural” community
collegedistrictsqualify for equalization assstancefromthestategenera fund. Thekey driver inthisformulaistheaverage
net assessed value (NAV) for theeight districts. Thefurther adistrict isfromthe average, the moremoney it getsfromthe
state. Vauation growthin Coconino and Yavapai countieshasbeen driving awedgeinto theformularesulting in greater
exposurefor the stategeneral fund. Theformulafor FY 2005 resulted in an estimated $15.5 million cost to the general
fund. Theequalization assistanceformulawas designed to provide money to Eastern Arizona Collegewhen the system
wasestablished. If theformulawereeiminated, the state could support Eastern through direct appropriation.

Eliminatestateaid tocommunity collegesfor recreational classes: Thestate' staxpayershaveaninterestinproviding
funding to community collegesfor academic and technologicd training. However, taxpayers can and should question what
itisthe stateis paying for when credit isawarded for acourse and thusarefunded at the statelevel. CourseslikeSngle
Again, Coping with Sress, Humor and Play, and Creative Grandparenting have appeared in community college
catalogs. Other coursesthat have been offered in Arizonacommunity collegesmight lead oneto question whether they are
truly at acollegelevel: Approaching Math Positively, Notetaking, Testing Tips, and How to Sudy are all offered for
college credit and therefore generate state funding.

Stop addingtothepraoblem: Every year, the Legidatureisasked to codify in statute ahost of formulasthat further erode
the Legidature' sflexibility to deal with spending demandsand priorities. Worse, in order to side-step the difficulty of
funding new programs, the costsare often phased in, leaving to futurelegid aturesthereal burdenfor funding them.
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