County Expenditure Limits

OVERVIEW

What are expenditure limits?

The county expenditure limits are constitutional limits on how much local revenues counties can spend in a given
fiscal year. This is generally the amount of local revenues expended in FY 1980, adjusted for population and inflation.
These limits were amended into the state constitution in 1980, along with a number of other modifications to state

and local government finance, including county levy limits.

Most of the provisions governing expenditure limits are found in Article 1X, § 20 of the Arizona Constitution. This
section outlines the process for calculating expenditure limits, defines local revenues, and establishes the ways
counties can modify or temporarily exceed expenditure limits.

Local revenues® generally includes all revenues received by a county except for enumerated exemptions which

include?:

e Debt proceeds
e Debt service requirements

e Dividends, interest, and gains on the sale or
redemption of investment securities

e Trustee or custodian
e Grants and aid from the federal government

¢ Grants, aid, contributions, or gifts from a private
agency, organization, orindividual, except amounts
received in lieu of taxes

e Amounts received from the State of Arizona
e Quasi-external interfund transactions

In general, spending by separate legal entities that may be
included in a county’s annual comprehensive financial report are

e Amounts accumulated for the purchase for land,
buildings, or improvements

e Highway user revenues in excess of those received
in fiscal year 1979-80

e Contracts with other political subdivisions
e Refunds, reimbursements, and other recoveries

e Amounts received for distribution to school
districts

e Prior years carryforward

e Qualifying capital improvement expenditures

repaid in accordance with Arizona Revised
Statutes §41-1279.07

Expenditures subject to the expenditure limit

make up about half of total county spending
Amount subject to limit, divided by total fund expenditures, as a %.

not included in the county’s expenditure limit. This often includes so%
voter-approved special districts (jail districts, public health o
services districts, etc.) for specific purposes who's governing .,
board is the board of supervisors. For this reason, many counties’ .,

total expenditure and the amount of spending counted towards

the expenditure limit can differ dramatically.

You can find data on historical county expenditure limits, and
amounts subject to the expenditure limit, in the expenditure

section of the County Encyclopedia.
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How are expenditure limits calculated?

The constitution and A.R.S. § 41-563 require the Economic Estimates Commission (EEC) to provide a preliminary
expenditure limit for the upcoming fiscal year to counties by February 1%, and a final expenditure limit by April 15,
3 This is done by adjusting the base limit for each county by changes in inflation and population since 1978. The
most recent expenditure limit calculations can be found by clicking here.

Base Limit X Population Factor X  Inflation Factor

Originally, the base limit for each county was the actual amount of local revenues expended in FY 1979-80.
However, since the creation of the expenditure limit, voters in several counties have modified the county’s
base limit. Additionally, the legislature has authorized modifications to the base limit as a result of transfers of
government functions. For more information on past legislative changes to county base limits, click here.

For most counties the population factor is set by the EEC utilizing the annual population estimates generated

by the Arizona Office of Economic Opportunity. However, A.R.S. § 41-563.05 requires the EEC to utilize an
alternative population estimate, which considers international border crossings, for counties (with a population
under 200,000) that border a foreign country. To calculate the population factor, the county’s population as of July
1 of the prior year is compared to the population of the county as of July 1, 1978.4

Currently, the EEC utilizes the GDP price deflator for the calendar year preceding the applicable fiscal year
to calculate the inflation factor. The constitution provides the legislature the authority to establish different
population® or inflation® metrics through the approval of a concurrent resolution with a two-thirds majority.

How are expenditure limits reported?

Annually, counties are required to file their expenditure limit with the Auditor General 9 months after the close of
the fiscal year, by March 315, AR.S. § 41-1279.07 outlines the Auditor General’s responsibilities and includes the
requirements of the Uniform Expenditure Reporting System (UERS).

The most recent Annual Expenditure Limitation Report (AELR) forms, which includes templates and instructions,
can be found here. Additionally, the Auditor General publishes FAQs that cover a variety of topics related to
expenditure limits and the AELR.

A.R.S.§41-1279.07 (E) requires the county to designate a CFO who is authorized to sign the AELR by July 31 of
each fiscal year. You can find the CFO designation form here.

What are the penalties for exceeding the expenditure limit?

Article IX, § 20 (8) provides the legislature with the authority to establish sanctions and penalties for exceeding the
expenditure limit. A.R.S. § 41-1279.07 (l) establishes the penalties for counties that exceed their expenditure limit.
Statute requires the Auditor General to hold a hearing to determine if a county has exceeded their expenditure
limit. If it is determined that it was exceeded, the county is required to reduce the county’s primary property tax
levy limit” by the amount of the exceedance.

In the past, the legislature has periodically modified the penalty for certain counties that have exceeded the
expenditure limit. You can find the recent legislative modifications of expenditure limit penalties for counties here.


https://azdor.gov/reports-statistics-and-legal-research/economic-estimates-commission
https://countysupervisors.sharepoint.com/:b:/s/LegislativeResearchTeam/EZG2KoCGPFlEoBTB25cuLuQBnmFh_67V9b35ddbSL2qHPA?e=I4x3Uc
https://countysupervisors.sharepoint.com/:b:/s/LegislativeResearchTeam/Ecuqh8_2v6ZGrS658KXfCDABD5VOMFu8lWh7zN8JAMnBmg
https://www.azauditor.gov/reports-publications/counties/manuals-memorandums
https://www.azauditor.gov/reports-publications/counties/faqs
http://www.azleg.gov/viewdocument/?docName=http://www.azleg.gov/ars/41/01279-07.htm
https://www.azauditor.gov/reports-publications/counties/forms
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How can expenditure limits be modified or legally exceeded?

The constitution provides counties with ways to modify or exceed their expenditure limits on a one-time or
permanent basis, largely through voter approved propositions. Unlike municipalities, counties do not have the

ability to establish an alternative expenditure limit.

Permanent Base Adjustment

Counties can make permanent changes to their
expenditure limits through voter-approved
permanent base adjustments. Article IX, §
20 (6) of the constitution requires that these
elections be conducted at regularly scheduled
general elections and A.RS. § 41-563.03
outlines requirements for the elections,
including publishing a publicity pamphlet which
must be approved by the Auditor General.

Through 2023, five counties have successfully
pursued and had voters approve these changes.
Additional detail on county permanent base
adjustments, including proposition takeaways
and materials, can be found here. Resources
available to counties pursuing permanent base
adjustments can be found here.

Single - Year Exceedance

Counties can also make single-year adjustments through
voter approval or by the BOS for disaster-related
expenditures. Article IX, § 20 (2)(c) allows counties to go to
the ballot in May or November to authorize a specific, one-
time exceedance of the expenditure limit in the subsequent
fiscal year. Requirements for that election are outlined in
A.R.S.§41-563.02.

Article IX, § 20 (2)(a) and (b) also provide counties with the
ability to exceed expenditures in the event of a natural or
man-made disaster. With a 2/3rds majority, the BOS may
authorize expenditures directly necessitated to respond to a
disaster declared by the governor. If a disaster is not declared
by the governor, 70% of the board may authorize excess
expenditures but the subsequent year’s expenditure limit will
be reduced by the amount of excess. Alternatively, the board
can refer the excess expenditures to the voters for approval,
with no penalty in the next fiscal year.

County Permanent Base Adjustments 1980 - 2024
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Legislative Changes

In general, the legislature has limited authority to modify expenditure limits. Article IX § 20 (2)(b) and (f) give
the legislature the ability to modify the metric used to calculate the inflation and population factors through
a concurrent resolution approved by a 2/3rds majority. Additionally, pursuant to Article IX § 20 (4) the EEC is
required to adjust base limits for the subsequent transfer of the cost of providing a governmental function, as
prescribed by law.

You can find a summary of recent legislative changes to the expenditure limit here. Additionally, the legislature is
responsible for establishing the penalty for counties that exceed the expenditure limit.


https://countysupervisors.sharepoint.com/:b:/s/LegislativeResearchTeam/EZG2KoCGPFlEoBTB25cuLuQBnmFh_67V9b35ddbSL2qHPA
https://countysupervisors.sharepoint.com/:b:/s/LegislativeResearchTeam/Ecuqh8_2v6ZGrS658KXfCDABD5VOMFu8lWh7zN8JAMnBmg
https://countysupervisors.sharepoint.com/:b:/s/LegislativeResearchTeam/EY_9c-CQ621CrhmAB_VjuFcB48QnY5t71r5CZkriUpo_Ow

Endnotes

1
2

NONU AW

Full list of constitutional exemptions from local revenues can be found in Article IX, § 20 (3)(d)(i)-(xiv)

List from Part I, County ELR Forms & Instructions produced by the Auditor General for FY 2022. https://www.azauditor.gov/
reports-publications/counties/manuals-memorandums

ARS § 41-563 (2) & (3); Article IX, § 20 (1), Arizona Constitution

ARS §41-563 (3) & (4)

Article IX, § 20 (3)(f)(ii), Arizona Constitution

Article IX, § 20 (3)(b)(ii), Arizona Constitution

A.RS.§42-17051



