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BUDGET RECOMMENDATIONS

| mprove Arizona’'s Financial Management

Much of what drivesstategovernment expendituresinvolvesformulas. Someformulasareassmpleasmultiplying
an established dollar amount by the number of people served, or digibleto beserved, by aparticular program. In
most cases, however, spending formulas are considerably more arcaneand complex. Undoubtedly, formulascan
be useful tool sin the budget-making process, providing benchmarksto determineannua funding levels.

Aswith other tools, however, itisunwiseto alow these state funding formul asto run on automeatic, performing
thegppropriator’ swork unchecked. Intoo many cases, formulascontain hold harmless provisions, or mergewith
other formulas, or become obsol ete a together, resulting in spending that lacksaccountability or that isrepletewith
redundancies. These sameflawed spending formulasare sometimesreferred to as” satutory” or “non-discretionary”
or aregrouped unnecessarily with voter-mandated spending.

ATRA has pointed out that budget shortfalls provide agood opportunity for legidatorsto smplify, repair, and
regain control of theseformulasand, to acons derable extent, the appropriations process. The48th Legidature
should makeevery effort to avoid thekind of budgetsinthe past that haverdied on deficit financing and gimmickry.

Thefollowing are several specific recommendationsto reform such problematic formulasin K-12 and higher
education that aretheresult of either flawed policiesor smply doppy budgeting. ATRA encouragesthe L egidature
to gpply smilar scrutiny to other statutory formulassuch asthosein corrections, hedth care, and retirement funding.

Reform agency authority totransfer lineitem fundsbetween budgets: State agencieshavethe authority,
subject to gpprova from the Department of Adminigtration, to transfer funds between lineitemsof their budgetsin
order to balancerevenueswith expenditureswithinabudget. InFY 2005, the Superintendent of Public Instruction
used thisauthority last year to transfer $10 millionin excess“ additiona stateaid” revenuefrom the state general
fundto fund anew tutoring program. Thebudget transfer authority was not intended to allow agency headsto
circumvent the appropriations processto use“found money” to create new programs. The Legislature should
reformthispolicy to maintaintheintegrity of the appropriations process.

Managethegeneral fund exposureto additional stateaid costs: “Additional stateaid” ismoney that the
state paysto school districtsin recognition of what residential property taxpayerswould pay wereit not for the
homeowner’srebate and the one-percent congtitutional cap on primary taxes. Despite effortsto contain property
tax growth through the state’' sadherenceto thetruth-in-taxation laws(TNT), growthinloca school digtrict property
taxesfor desegregation/OCR, excessiutilities, career ladder, and transportation will result inincreased exposureto
the state general fund. For FY 2007, the Legislature appropriated $324,224,300 in additional stateaid. The
Governor’sveto of HB2143in 2005 and SB1206 in 2006 prevented some progresson thisissue. The state
should minimizeits exposureto homeowner rebate and one-percent cap costs by capping or phasing out local
school digtrict leviesthat are outsidethe public school equalization system.

Phaseout career ladder: Despitethefact that Prop. 301 helped set apolicy direction toward performance pay
for dl school digtrictsinthe state, 28 school districtsstill havethelegal authority to participateina® career ladder”
program. Thenumber of participating districtswas capped asof FY 1994 because of concernsraised about the
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cost and effectivenessof theprogram. Becauseitisavailableto only 28 digtricts, career ladder contributesgreatly
toinequitiesin Arizona’s school district spending and taxation. Inaddition, property tax levieson residential
property for career ladder al so exposesthe state general fund to additional stateaid costs.

Don’t exagger ate your obligation to adjust for inflation: Sinceits enactment in 2000 by Prop. 301, the
L egidature hasexaggerated itsrequirement to increase school funding under 815-901.01. Through FY 2006, this
statute required the L egislature to “increase the baselevel or other components of the revenue control limit”
[emphasisadded] by 2%. Some have argued that (for the purposesof thisstatute only, apparently), or meansand.
Therefore, goestheargument, the L egidatureisrequired to apply the 2% factor to both the baselevel and other
componentsof therevenuecontrol limit (RCL). Despite seriousbudgetary problemsinyearspast, theLegidature
choseto adjust both the base level and the transporation support level by 2%. From and after FY 2007, this
statute requiresthe L egid ature make such inflation adjustments by the GDP price deflator or 2%, whichever is
lower. During the 1990s, mandatory inflation adjustmentswere purposefully removed from statute because of the
detrimental impact they can have onthe appropriationsprocessinleanyears. Simply put, increasesinfunding to
hold government harmlessfrom theimpact of inflation should not beautomatic. Citizensand taxpayersare not
necessarily held harmlessfromtheimpact of inflation. If the L egidaturewantsto enact inflation adjustments, it
should makethat decision becauseit desiresto do so and it hasthe revenueto do so— not because astatutory
formularequiresit.

Movefromthe" prior year plusgrowth” tocurrent year funding: School district fundingisbased onthe
prior-year’s 100th day student count pluscurrent year growth. The system therefore holds districts harmlessfor
reductionsin enrollment from the prior year, even though state taxpayers may befunding thosevery same students
at another district or charter schoal.

Ensuredigrictsproperly withdraw students: Numerous cases have emerged where studentsare being counted
intwo districts because one of thedistrictsfailed to completewithdrawal paperwork. TheL egidature needsto
continueto devel op checks on student counts and ensurethat statedollarsin the system follow the child.

Eliminateor reducerapid declinefunding: School districtsthat experiencedeclining enrollment for morethan
oneyear (they areheld harmlessautomatically for thefirst year) may beeligiblefor additional “rapid decline’
funding. ATRA supportsthe Legidature'ssuccessful effort to fund rapid decline at 50% in the three most recent
fiscal years. However, continued effortsare needed to reducethelevel of ghost fundingintheK-12 system.

Eliminatestudent count adjustmentsfor the* concerted refusal by studentstoattend classes’: Didtricts
arealowed to adjust their student countsin certain circumstances, such aswidespread illnessor adverse westher
conditions. Surprisingly, thislist also alowsan adjustment for “ concerted refusal by studentsto attend classesfor
three consecutive daysor more.” Again, sometimesthese studentsare actually attending another district or
charter school.

Revisit building renewal and new construction formulas: Several adjustmentsto Students FIRST formulas
should bemade. ATRA supportstheLegidature seffortsto reform thebuilding renewa formula. Similar scrutiny
should be applied to the new construction formula, especially in regardsto population growth estimates used to
determinewhen digtrictsqualify for new schools.

Eliminateinvisible squarefootagefor new construction qualification calculations: School district square
footagethat isbuilt with local option dollars(class B bondsor overrides) isinvisibleto the state, while students
withinthewallsof that squarefootagearenot invisibleinthe* pupil per sg. foot” calculationto determineif aschool
qudifiesfor new congtruction.

Eliminateautomatic 5% additional fundingfor statutorily-defined “rural” districts: StudentsFIRST
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statutesrequirethe School FacilitiesBoard (SFB) to add 5% to new construction and building renewa formulas
for“rurd areas.” Rural isdefined asadidtrict outside a35-mileradiusfromthe boundary of amunicipdity witha
population of morethan 50,000. Theformulagenerates someinteresting results. Globeisrura; Miami isurban.
Skull Valey isrurd; Kirkland isurban.

Allocate univer sity appropriationsin accor dancewith enrollment growth: For primarily political reasons,
general fund appropriationsto the universities have strayed considerably over theyearsfrom thegrowth formula
guidelines. Theresultisthat there now existsasizeable per-student funding inequity between Arizona sthree
publicuniversities. TheLegidatureshould beginimmediately to closethisfunding gap by appropriating whatever
dollarsareavailablefor the universities proportionate to where enrolIment 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 timestudent equivaents(FTSE). Inthefollowing year, that district’ sstudent count declined resulting
in800 FTSE. Thefundingformulaholdsthedistrict at the 1,000-FT SE funding level. A digtrict’soperating state
aid cannot beincreased until the FTSE count exceedsthe highest recorded FTSE since FY 2004. Community
collegefunding should be reformed so that student-based funding followsthe students without hold harmless
mechanisms.

Reduceor eliminateredundant funding through dual and concurrent enrollment: Community colleges,
high schoolsand joint technological education districts often enter into agreementsthat can result intwo or more
entities counting the same studentsfor the same seat timefor funding purposes. Funding should go only to the
entity providing the servicesor should be distributed proportionately.

Eliminatethecommunity college” equalization assstance” formula: Four of Arizona seight “rura” community
collegedigrictsqualify for equaization ass stlance from the state generd fund. Thekey driver inthisformulaisthe
averagenet assessed value (NAV) for theeight districts. Thefurther adigtrict isfromthe average, themoremoney
it getsfromthe state. Valuation growthin Coconino and Yavapai counties has been driving awedgeinto the
formularesultingin greater exposurefor the stategeneral fund. Theformulafor FY 2007 resulted inan estimated
$20 million cost to the generd fund. Infact, equalization assistance has climbed 29%inthelast two years. The
equalization ass stanceformulawas designed to provide money to Eastern Arizona Collegewhen the syslemwas
established. If theformulawereeiminated, the state could support Eastern through direct appropriation.

Eliminatestateaid to community collegesfor recreational classes: Thestate' staxpayershaveaninterestin
providing funding to community collegesfor academic and technological training. However, taxpayerscanand
should questionwhat it isthe stateis paying for when credit isawarded for acourse and thusarefunded at the Sate
levd. Courseslike SingleAgain, Coping with Stress, Humor and Play, and Creative Grandparenting have appeared
incommunity collegecataogs. Other coursesthat have been offered inArizonacommunity collegesmight lead one
to question whether they aretruly at acollegelevel: Approaching Math Positively, Notetaking, Testing Tips, and
How to Study areall offered for college credit and therefore generate state funding.

Reduceformulaic funding for online coursesor “virtual” schools: Noteable expansion and growth has
occurredintheonlinedelivery of coursesin higher education and K-12. Funding adjustments should bemadefor
schoolsthat employ delivery methodsthat do not requiretheleve of funding neededinmoretraditiond environments.

Sop addingtotheproblem: Every year, theLegidatureisasked to codify in statuteahost of formulasthat further
erodetheL egidature sflexibility to dea with spending demandsand priorities. Worse, in order to Sde-step the
difficulty of funding new programs, the costs are often phased in, leaving to futurelegid aturesthereal burdenfor
fundingthem.
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