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JOINT LEGISLATIVE BUDGET COMMITTEE 
  Tuesday, February 2, 2010 

  8:00 A.M. 
  Senate Appropriations, Room 109 

 
 
 

MEETING NOTICE 
 

- Call to Order 
  
- Approval of Minutes of September 22, 2009 
  
- DIRECTOR'S REPORT (if necessary). 
  
- EXECUTIVE SESSION 
 A.  Arizona Department of Administration, Risk Management Services - Consideration of 

Proposed Settlements under Rule 14. 
 B.  State Department of Corrections - Review of Request for Proposals for 5,000 Private Prison 

Beds per A.R.S. § 38-431.03A2. 
 C.  State Department of Corrections - Review of Request for Proposals for Privatization of 

Correctional Health Services per A.R.S. § 38-431.03A2. 
 D.  Annual Performance Review per Rule 7. 
  
1. ARIZONA DEPARTMENT OF ADMINISTRATION, ATTORNEY GENERAL, AND 

JUDICIARY - Review of Requested Exchange of Fund Transfers. * 
  
2. ARIZONA DEPARTMENT OF ADMINISTRATION - Review of Emergency 

Telecommunication Services. * 
  
3. AHCCCS - Review of Proposed Acute Care and Long Term Care (ALTCS) Capitation Rate 

Changes. * 
  
4. ATTORNEY GENERAL - Review of Allocation of Settlement Monies. * 
  
5. DEPARTMENT OF ECONOMIC SECURITY - Review of Long Term Care Capitation Rate 

Changes. * 
  
6. DEPARTMENT OF ENVIRONMENTAL QUALITY - Review of Water Quality Permit 

Processing Times. * 
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7. GOVERNMENT INFORMATION TECHNOLOGY AGENCY - Quarterly Review of the 

Arizona Public Safety Communication Advisory Commission. * 
  
8. DEPARTMENT OF HEALTH SERVICES 
 A.  Review of Requested Transfer of Appropriations. * 
 B.  Review of Children's Rehabilitative Services Capitation Rate Changes. * 
  
9. JLBC STAFF - Consider Approval of Index for School Facilities Board Construction Costs. * 
  
10. ARIZONA BOARD OF REGENTS - Review of FY 2010 Tuition Revenues. * 
  
11. DEPARTMENT OF REVENUE - Review of Business Reengineering/Integrated Tax System 

Expenditure Plan. * 
  

 
* These items will be considered in one motion to adopt the JLBC Staff recommendation and 

testimony will not be taken. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The Chairman reserves the right to set the order of the agenda. 
1/27/10 
lm 
 
People with disabilities may request accommodations such as interpreters, alternative formats, or assistance with physical accessibility.  
Requests for accommodations must be made with 72 hours prior notice.  If you require accommodations, please contact the JLBC Office 
at (602) 926-5491. 
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MINUTES OF THE MEETING 

 
JOINT LEGISLATIVE BUDGET COMMITTEE 

 
September 22, 2009 

The Chairman called the meeting to order at 3:15 p.m., Tuesday, September 22, 2009, in House Hearing 
Room 4.  The following were present: 
 
Members: Senator Pearce, Vice-Chairman Representative Kavanagh, Chairman 
  Senator Aboud Representative Cajero Bedford 
  Senator Aguirre Representative McComish 
 Senator Gray Representative Murphy 
 Senator Harper Representative Williams 
  
Absent:  Senator Pierce Representative Biggs  
 Senator Rios Representative Campbell 
 Senator Waring Representative Heinz 
 
APPROVAL OF MINUTES 
 
Hearing no objections from the members of the Committee to the minutes of June 23, 2009, Chairman 
Kavanagh stated that the minutes would stand approved. 
 
STATE PARKS BOARD - Review of Requested Exchange of Fund Transfers. 
 
Mr. Art Smith, JLBC Staff stated that this item is a review of requested exchange of fund transfers for 
the State Parks Board (SPB).  The FY 2010 budget includes a number of fund transfers for the agency 
and as with FY 2009, there is a provision that allows agencies to come before the Committee with an 
alternate fund transfer proposal as long as they are neutral to the General Fund.  The table below shows 
the list of fund transfers required in the FY 2010 budget.  The JLBC Staff presented options to the 
Committee. 
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Mr. Jay Ziemann, Assistant Director, State Parks Board, responded to member questions. 
 
Senator Pearce moved that the Committee give a favorable review to the Arizona State Parks Board 
request for the proposed exchange of fund transfers shown in the table above.  The motion carried.  
 
DEPARTMENT OF HEALTH SERVICES - Review of Behavioral Health Title XIX Capitation 
Rate Changes. 
 
Mr. Art Smith, JLBC Staff, stated that this item is a review of the Department of Health Services’ (DHS) 
capitation rate changes for behavioral health population.  The proposed rates are expected to cost the 
General Fund approximately $652,000 above the budgeted amount.  The JLBC Staff presented options to 
the Committee. 
 
Dr. Laura Nelson, Acting Deputy Director, Department of Health Services, responded to member 
questions. 
 
Senator Pearce moved that the committee give an unfavorable review to the DHS’ change in capitation 
rates for the Title XIX behavioral health programs as the capitation rate exceeds the budgeted amount by 
a net of $651,000 from the General Fund due to program expansions.  The motion carried. 
 
ATTORNEY GENERAL - Review of Allocation of Settlement Monies. 
 
Ms. Marge Zylla, JLBC Staff, stated that the Attorney General’s (AG) office is requesting favorable 
reviews of the allocation monies received from 5 different settlements.  Each has a designated amount 
that will be deposited into the Consumer Fraud Fund to support consumer fraud investigations, consumer 
education and enforcement of the Consumer Fraud Act.  The total from all 5 settlements to be deposited 
into the fund is $2.5 million.  The JLBC Staff recommended a favorable review. 
 

FY 2010 Fund Transfer Exchange 
 

Fund Specified 
in Laws 2009, Ch. 11 1/ 

Ch. 11 Transfer 
Amount 2/ 

Transfer 
Type Replacement Fund 3/ 

Revised Transfer 
Amount 4/ 

     
State Lake Improvement Fund $3,048,200 EBT5/ Arizona Heritage Fund $2,548,200 
   Off-Highway Vehicle  

  Recreation Fund 
$500,000 

     
State Parks Enhancement Fund $1,901,500 EBT5/ Arizona Heritage Fund $1,901,500 
State Parks Enhancement Fund 725,900 FRAT6/ Arizona Heritage Fund 725,900 
State Parks Enhancement Fund 557,600 Salary7/ Arizona Heritage Fund 557,600 
Arizona Heritage Fund 163,900 Salary7/ Arizona Heritage Fund 163,900 
Reservation Surcharge Fund 54,800 FRAT6/ Arizona Heritage Fund 54,800 
Reservation Surcharge Fund 41,800 Salary7/ Arizona Heritage Fund 41,800 
Publications and Souvenirs Fund 22,700 Salary7/ Arizona Heritage Fund 22,700 
State Parks Fund 19,700 Salary7/ Arizona Heritage Fund 19,700 
Partnerships Fund       14,000 Salary7/ Arizona Heritage Fund      14,000 
   Total $6,550,100   $6,550,100 
___________ 
1/ Fund source for reductions mandated by Laws 2009, Chapter 11. 
2/ Amount for reductions mandated by Laws 2009, Chapter 11. 
3/ Funds from which agencies are requesting transfers in order to accommodate the mandated reductions.    
4/ Transfer amounts proposed by agency. 
5/ Excess balance transfers (EBTs) sweep money from anticipated FY 2010 ending balances into the General Fund. 
6/ Fund reduction and transfers (FRATs) reduce annual FY 2010 spending from the agency’s Other Funds.  An amount equal to these 

reductions would be swept into the General Fund.  The Parks Board proposal would sweep from Arizona Heritage Fund balances. 
7/ Salary lump sums reduce annual FY 2010 personnel spending from the agency’s Other Funds.  An amount equal to these reductions 

would be swept into the General Fund.  The Parks Board proposal would sweep from Arizona Heritage Fund balances. 
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Senator Pearce moved that the Committee give a favorable review of $2,547,000 from 5 settlements of the 
total, $2,463,300 is to be deposited into the Consumer Protection - Consumer Fraud Revolving Fund as 
follows:  1)  A $845,400 allocation resulting from mediation as part of ongoing Average Wholesale Price 
(AWP) litigation with pharmaceutical companies (an additional $83,700 was spent on outside counsel, 2) 
a $117,000 allocation to the AG from a consent judgment with Tim’s Auto Group, 3) a $400,000 
allocation to the AG from a consent judgment with Wal-Mart Stores, 4) a $1,000,000 civil penalty from a 
consent judgment with Central Coast Nutraceuticals (CCN), and 5) a $100,000 civil penalty from a 
consent judgment with Payless Car Rental.  The motion carried. 
 
GOVERNMENT INFORMATION TECHNOLOGY AGENCY - Quarterly Review of the Arizona 
Public Safety Communication Advisory Commission. 
 
Mr. Dan Hunting, JLBC Staff, stated that this item is a review of the FY 2009 expenditures of the 
Arizona Public Safety Communication Advisory Commission.   
 
Due to lack of a GITA representative to answer questions, the Chairman decided to hold this item until 
the next JLBC meeting. 
 
DEPARTMENT OF EDUCATION - Review of Kinder Morgan and Xanterra Settlements. 
 
Mr. Steve Schimpp, JLBC Staff, stated that the Department of Education (ADE) is seeking a favorable 
review of its plan to provide 2 school districts with funding for Basic State Aid.  The JLBC Staff 
recommended a favorable review. 
 
Senator Pearce moved that the Committee give a favorable review of the Arizona Department of 
Education’s plan to provide 2 school districts with a total of $153,900 in corrected Basic State Aid 
funding due to recent settlements in Arizona Tax Court regarding property taxes paid in prior years by 
the Xanterra and Kinder Morgan Corporations.  The motion carried. 
 
ARIZONA DEPARTMENT OF ADMINISTRATION - Review of Risk Management Deductible. 
 
Mr. Dan Hunting, JLBC Staff, stated that this item is a review of the deductible that the Arizona 
Department of Administration (ADOA) Risk Management may charge to agencies that have sustained 
significant losses.  ADOA recommends a continuation of the current $10,000 deductible.  The JLBC Staff  
recommended a favorable review.
 
Senator Pearce moved that the Committee give a favorable review of the ADOA Risk Management 
deductible of $10,000.  The motion carried. 
 
EXECUTIVE SESSION 
 
Representative Kavanagh moved that the Committee go into Executive Session.  The motion carried. 
 
At 4:15 p.m. the Joint Legislative Budget Committee went into Executive Session. 
 
Representative Kavanagh moved that the Committee reconvene into open session.  The motion carried. 
 
At 5:00 p.m. the Committee reconvened into open session. 
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A. Arizona Department of Administration - Risk Management Services - Consideration of 

Proposed Settlements under Rule 14. 
 
Senator Pearce moved that the Committee approve the recommended settlement proposal by the Attorney 
General’s Office in the case of Blanchard v. State of Arizona, et al.  The motion carried. 
 
Senator Pearce moved that the Committee approve the recommended settlement proposal by the Attorney 
General’s Office in the case of Sellers v. State of Arizona, et al.  The motion carried. 
 
B. Arizona Department of Administration - Risk Management Annual Report. 
 
This item was for information only and no Committee action was required. 
 
Without objection, the meeting adjourned at 5:05 p.m. 
 
Respectfully submitted: 
 
 
 

      
 __________________________________________ 

          Sandy Schumacher, Secretary 
 
 

 
      

 __________________________________________ 
           Richard Stavneak, Director 
 
 
 

      
 __________________________________________ 

             Representative John Kavanagh, Chairman 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
NOTE: A full audio recording of this meeting is available at the JLBC Staff Office, 1716 W. Adams.  
A full video recording of this meeting is available at http://www.azleg.gov/jlbc/meeting.htm. 
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DATE:  January 26, 2010 
 
TO:  Senator Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Leatta McLaughlin, Principal Fiscal Analyst 

Marge Zylla, Fiscal Analyst  
Jon McAvoy, Fiscal Analyst 

 
SUBJECT: Arizona Department of Administration, Attorney General, and Judiciary - Review of 

Requested Exchange of Fund Transfers 
 
This memo has been updated since it appeared in the cancelled December meeting packet. 
 
Request 
 
The FY 2010 General Appropriation Act (Laws 2009, 1st Regular Session, Chapter 11, Section 111) and 
the FY 2009 Budget Reduction and Transfer Bill (Laws 2009, 1st Special Session, Chapter 1, Section 29) 
require JLBC review of agency requests to transfer monies between their own funds in order to comply 
with transfers required by these acts.  The Arizona Department of Administration (ADOA), the Attorney 
General’s Office (AG), and the Arizona Judiciary have requested Committee review of a collective total 
of $1,714,500 in fund transfers pursuant to these bills. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the proposed exchange of 
fund transfers for ADOA, the AG, and the Judiciary.  These transfers do not change levels of expenditure 
authority for any funds in FY 2010.  The FY 2011 budget baseline would be modified to assume the 
continuation of these exchanges in future years.  The AG and the Judiciary have indicated the fund 
exchange authority is necessary only in FY 2010. 
 
Analysis 
 
Table 1 summarizes the requested fund transfer exchanges for each agency. 
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ADOA 
The FY 2010 General Appropriation Act requires ADOA to complete $19,024,400 in fund transfers.  
These transfers are comprised of Excess Balance Transfers (EBTs), Fund Reduction and Transfers 
(FRATs), and salary lump sum reductions.  EBTs sweep money from the anticipated FY 2010 ending 
balances into the General Fund.  FRATs reduce the annual FY 2010 spending from the agency’s other 
funds and sweep the savings into the General Fund.  Salary lump sums reduce the annual FY 2010 
spending for agency personnel costs and sweep the savings into the General Fund.  Table 1 summarizes 
the requested fund transfers.   
 
The Special Services Revolving Fund receives its revenues through payments made by agencies using 
various centralized printing, copying, and repair services offered by ADOA.  The fund is used to provide 
supplies, printing, copying, repair, and other office services for state agencies.  ADOA states that this 
fund cannot meet the mandated $34,200 salary lump sum reduction and $216,500 FRAT because the rates 
for these services are set so that significant balances do not occur.  According to ADOA, the balance in 
this fund will be negative if these monies are swept.   
 

Table 1 

Requested FY 2010 Fund Transfer Switches 
 

Fund Specified 
in Laws 2009,  

1st Regular Session, Ch. 11 1/ 

Ch. 11 
Transfer  

   Amount 2/ 
Transfer 

Type 
Agency 

Proposed Fund 3/ 

      Revised 
      Transfer 
     Amount 4/ 

     

ADOA      
   Special Services Revolving Fund $  34,200 Salary 5/ Motor Vehicle Pool 

Revolving Fund 
$  34,200 

   Special Services Revolving Fund 216,500 FRAT 6/ Motor Vehicle Pool 
Revolving Fund 

216,500 

   State Surplus Materials Revolving 
       Fund 

62,200 Salary 5/ Motor Vehicle Pool 
Revolving Fund 

62,200 

   State Surplus Materials Revolving  
       Fund 

  425,800 FRAT 6/ Motor Vehicle Pool 
Revolving Fund 

  425,800 

Subtotal $738,700   $738,700 
     

Attorney General     
   Collections Enforcement  
       Revolving Fund  

$865,500 
 

FRAT/ 
Salary6/ 

Consumer Protection 
– Consumer Fraud 
Revolving Fund 

$865,500 

     

Fund Specified 
in Laws 2009,  

1st Special Session, Ch. 1 7/ 

Ch. 1 
Transfer 

  Amount 8/ 

 
Transfer 

Type 

 
Agency 

Proposed Fund 3/ 

     Revised 
    Transfer 
     Amount 4/ 

     
Judiciary     
   Grants and Special Revenues Fund $110,300 

_________ 
Salary 5/ Criminal Justice 

   Enhancement Fund 
$110,300 

_________ 
     

   Total $1,714,500   $1,714,500 
___________ 
1/ Fund source for reductions mandated by Laws 2009, 1st Regular Session, Chapter 11. 
2/ Amount for reductions mandated by Laws 2009, 1st Regular Session, Chapter 11. 
3/ Funds from which agencies are requesting transfers in order to accommodate the mandated reductions.    
4/ Transfer amounts proposed by agency. 
5/ Salary lump sums reduce annual FY 2010 personnel spending from the agency’s Other Funds.  An amount equal to these reductions 

would be swept into the General Fund. 
6/ Fund reduction and transfers (FRATs) reduce annual FY 2010 spending from the agency’s Other Funds.  An amount equal to these 

reductions would be swept into the General Fund.  
7/ Fund source for reductions mandated by Laws 2009, 1st Special Session, Chapter 1. 
8/ Amount for reductions mandated by Laws 2009, 1st Special Session, Chapter 1. 
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The State Surplus Materials Revolving Fund receives its revenues from the sale of state surplus property.  
The fund is used to collect, store, and administer the sale of state surplus property.  The majority of 
revenues are returned to donor agencies.  The department retains a service and handling fee.  ADOA 
states that this fund cannot meet the mandated $62,200 salary lump sum reduction and $425,800 FRAT 
because much of the property they sold was purchased from constitutionally protected funds, such as the 
Highway User Revenue Fund, and these proceeds cannot be transferred to the General Fund.  According 
to ADOA, the balance in this fund will be negative if these monies are swept because of the 
constitutionally protected funds constraint.   
 
The Motor Vehicle Pool Revolving Fund receives its revenues from charges to agencies for the use of 
motor pool vehicles, and these monies are used to operate the motor vehicle pool.  ADOA is requesting 
that the salary lump sum reductions and FRATs from the 2 funds mentioned above be swept from this 
fund instead.  The total amount ADOA is requesting to be swept from this fund is $738,700.  This would 
be in addition to this fund’s $1,351,400 mandated transfers as authorized by the FY 2010 General 
Appropriation Act and includes a $78,700 salary lump sum and $1,272,700 FRAT.  If the Committee 
favorably reviews ADOA’s request, this fund’s total FY 2010 transfers would be $2,090,100, which 
includes $738,700 in ADOA requested transfers and $1,351,400 in already mandated transfers.   
 
Attorney General 
The FY 2010 General Appropriation Act requires the AG to transfer a total of $1,365,500 from the 
Collections Enforcement Revolving Fund to the General Fund.  These transfers are comprised of a 
$1,000,000 FRAT and a $365,500 salary lump sum reduction.  The AG is requesting to transfer $865,500 
from the Consumer Protection-Consumer Fraud Revolving Fund instead of the Collections Enforcement 
Revolving Fund to facilitate these transfers.  Table 1 summarizes the requested fund transfer.  According 
the AG, the Collections Enforcement Revolving Fund does not have sufficient available funds to 
complete the fund transfer in FY 2010, making this fund exchange one-time in nature.  The Collections 
Enforcement Revolving Fund receives 35% of monies from state debt recovered by the AG.  The 
Consumer Protection-Consumer Fraud Revolving Fund consists of monies recovered from consumer 
fraud penalties. 
 
Judiciary 
The FY 2009 Budget Reduction and Transfer Bill requires the Judiciary to transfer a total of $110,300 
from the Grants and Special Revenues Fund to the General Fund.  This transfer is one-time in nature.  
This amount includes a Supreme Court salary lump sum reduction of $94,500 and a Superior Court salary 
lump sum reduction of $15,800.  The department is requesting to transfer $110,300 from the Criminal 
Justice Enhancement Fund instead of the Grants and Special Revenues Fund to facilitate these transfers.  
Table 1 summarizes the requested fund transfer.  According to the Administrative Office of the Courts, 
the Grants and Special Revenues Fund cannot comply with the proposed transfer since the fund is made 
up of funding from various private grants, user fees, and federal grants to fund specific purposes. 
 
RS/LMc/MZ/JM:sls 
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DATE:  January 26, 2010 
 
TO:  Senator Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Leatta McLaughlin, Principal Fiscal Analyst 
 
SUBJECT: Arizona Department of Administration - Review of Emergency Telecommunication Services 

Revolving Fund Expenditure Plan 
 
Request 
 
Laws 1998, Chapter 6, 4th Special Session requires the Arizona Department of Administration (ADOA) to 
submit the wireless services portion of its Emergency Telecommunications Services Revolving Fund (ETSF) 
expenditure plan to the Committee for review.  ADOA oversees and provides support to the communities of 
the state as they enhance their 911 emergency telecommunications systems.  In practice, the department 
submits its complete expenditure plan annually, although expenditures on wire services are not subject to 
Committee review. 
 
Recommendation 
 
The JLBC Staff recommends a favorable review of the $9.2 million wireless portion of the ETSF 
expenditure plan.  
 
In FY 2010, ADOA expects to distribute $28.9 million from the ETSF.  However, based on past expenditure 
patterns this estimate could be high, as over the past 4 years, average expenditures averaged $19.3 million.  Of 
the $28.9 million, $18.8 million is for wire services, $9.2 million is for wireless services, and $0.9 million is 
for administrative and management costs.   
 
Analysis 
 
ADOA works with county/city 911 administrators to distribute monies from ETSF for Federal 
Communications Commission (FCC)-compliant telecommunications equipment, software, carrier services, 
and maintenance.  The counties and cities are responsible for implementing the improvements to their 911 
system.  ADOA is responsible for providing centralized oversight in developing project schedules to consider 
the greatest needs, especially in rural areas, and for maximizing regional efficiencies and local readiness.  
While ADOA prefers that each county complete implementation phases as a whole, the department does make 
allowances for cities or areas that are behind or ahead of the county schedule.  Localities must provide and 
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fully fund their own personnel, utilities, and facilities.  ADOA also requires communities to submit Wireless 
911 Service Plans to the agency for its approval.   
 
Emergency 911 Wireless Service Status 
The FCC Report and Order 96-204, issued in 1996, ordered the development and implementation of 911 
services for wireless telecommunications systems in 2 phases.  Phase I requires local public safety 
answering facilities to be able to identify the phone number of, and nearest cellular tower to, the caller as 
well as to relay calls to the nearest emergency response center.  Phase II necessitates answering facilities 
to be able to identify the location of the caller.  Mobile service carriers were required to upgrade their 
systems for Phase II capability by December 2005.  Table 1 highlights the status of Arizona’s wireless 
911 availability as of July 1, 2009. 
 

Table 1 
 

Arizona Counties Emergency 911 Wireless Capability 
as of July 1, 2009 

 
Phase I Transition Phase II 
Page Cochise County Gila River Tribal 
Winslow Colorado City Graham County 
 Flagstaff Maricopa County 
 Mohave County Pima County 
 Southern Yavapai County Pinal County 
  Northern Yavapai County 
  Santa Cruz County 

 
Wireless Phase II services are now available on the major thoroughfares from Phoenix to Nogales.  Cochise 
and southern Yavapai Counties along with the City of Page are scheduled for completion in FY 2010.  Areas 
that have not yet completed Phase I are being encouraged to move directly to Phase II.  Currently, 80% of 
the state’s population lives in areas where the location of a 911 caller can be identified.  By 2011, the 
entire state will be covered.   
 
Funding Mechanism 
A.R.S. § 42-5252 authorizes a tax on wire and wireless telecommunication service accounts.  On July 1, 2007, 
the rate dropped to $0.20 per month for each wired and wireless phone account.  The rate had been $0.28 in 
FY 2007, when the tax generated $23.1 million.  Under the new rate, FY 2009 revenue was $17.8 million.  
ADOA estimates that revenues will gradually increase to $19.6 million by FY 2013.  ADOA also foresees 
expenditures increasing from $21.8 million to $31.7 million during the same timeframe.  ADOA projects that 
the fund will maintain a positive balance until FY 2011.  (In FY 2009, $25.1 million of the fund balance was 
transferred to the General Fund, while $8.7 million has been transferred to the General Fund so far in 
FY 2010.)  
 
FY 2010 ETSF Expenditure Plan 
ADOA distributes funds to the localities upon receiving copies of their invoices for emergency 
telecommunications services and equipment.  In FY 2010, ADOA expects to distribute $28.9 million from 
ETSF.  Of the $28.9 million, $9.2 million is for Phase I and Phase II wireless services.  Of the $18.8 million in 
proposed wire services expenditures, $12.7 million is for a proposed transition to an IP enabled network.  The 
current 911 system is based on technology not intended to support modern communications devices.  The 
plan to build an Internet Protocol-enabled network is in line with recommendations from the National 
Emergency Number Association (NENA), on the future of emergency telecommunications standards.  
Industry standards for this next-generation 911 system are still in development, so designs cannot be 
finalized.  
 



 - 3 - 
 

(Continued) 

Table 2 summarizes the actual ETSF distribution during the past 2 fiscal years and projected distribution 
during the current fiscal year. 
 

Table 2 
ADOA Emergency Telecommunications Services Revolving Fund 

FY 2008 – 2010 Expenditure Plan 
    
 Actual 

FY 2008 
Actual 

FY 2009 
Projected 
FY 2010 

Balance Forward $52,933,700 $55,345,800 $27,012,500 
Tax Revenue 17,332,300 17,774,100 18,584,400 
Interest Income     2,576,300        772,500        743,400 
 Funds Available $72,842,300 $73,892,400 $46,340,300 
    
Wireless Services    
 Phase I Wireless 294,200 180,400 150,900 
 Phase II Wireless     4,832,800      4,709,300     9,029,900 
 Wireless Services Subtotal $  5,127,100 1/ $   4,889,800 1/ $  9,180,900 1/ 
    
Wire Services $11,889,000 $16,329,000 $16,101,400 
Proposed transition to IP enabled network 0 0 2,744,800 
    
Administration $     474,300 $     556,500 $     872,600 
 ETSF Expenditure Plan Total $17,490,400 $21,775,300 $28,899,700 
    
Transfer to General Fund 6,100 25,104,600 8,686,600 
Fund Balance $55,345,800 $27,012,500 $  8,754,000 
__________ 
1/ Numbers do not add due to rounding. 

 
In November 2008, ADOA estimated that FY 2009 expenditures would be $28.8 million; however, actual 
expenditures over the course of the year were only $21.8 million.  Some of this discrepancy may be 
attributed to lower levels of participation by rural counties than expected.  
 
Table 3 includes the wireless expenditure plans for FY 2010.  Of the $9.2 million projected to be spent on 
wireless services in FY 2010, $6.5 million is for wireless carrier charges.  Carrier charges are a subsidy 
provided to phone companies for providing emergency 911 services to their customers.  The remaining $2.7 
million of the wireless expenditure plan is for equipment and other expenses.   
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Table 3     
FY 2010 Wireless Expenditure Plan 

 
 Wireless 

Carrier  
Equipment 

& Other 
 

Total 
Cochise County  $   157,500 $   344,600 $   502,100 
Coconino County  6,000 173,900 179,900 
Colorado City  12,200 0 12,200 
Gila County 15,000 264,600 279,600 
Gila River Tribal  9,900 1,100 11,000 
Graham County  67,200 1,100 68,300 
Greenlee County 15,800 129,600 145,400 
Maricopa County  2,878,900 716,500 3,595,300 
Mohave County  189,800 369,400 559,100 
Navajo/Apache Counties 1,600 0 1,600 
Page  97,800 2,200 100,000 
Pima County  1,453,300 13,000 1,466,200 
Pinal County  393,000 5,400 398,400 
Santa Cruz County  89,100 2,200 91,300 
Winslow  29,100 0 29,100 
Northern Yavapai County 236,400 246,300 482,700 
Southern Yavapai County  354,200 65,900 420,100 
Yuma County       472,100      366,600      838,600 
      TOTAL  $6,478,900 $2,702,400 $9,180,900 

 
Future Outlook 
Arizona statute only requires wire and wireless telecommunication service accounts to pay a tax.  Statute 
is unclear whether more recent technologies such as prepaid wireless accounts, internet based phones, and 
OnStar pay the 911 taxes. 
 
RS/LMc:sls 
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DATE:  January 26, 2010 
 
TO:  Senator Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Amy Upston, Principal Analyst 
 
SUBJECT: AHCCCS – Review of Proposed Acute Care and Long-Term Care (ALTCS) Capitation 

Rate Changes 
 
This memo also appeared in the cancelled December meeting packet. 
 
Request  
 
Pursuant to a footnote in the General Appropriation Act, the Arizona Health Care Cost Containment 
System (AHCCCS) is required to report capitation and fee-for-service inflationary rate changes with a 
budgetary impact to the Committee for review prior to implementation. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the rates as the proposed 
changes are lower than budgeted.  The proposed rates would cost $(16.6) million less from the General 
Fund than budgeted in FY 2010, assuming budgeted caseloads.  The $16.6 million represents a surplus of 
$16.0 million in Acute Care and a $0.6 million surplus in the Long-Term Care program.  Savings 
described in this memo take into account the enhanced federal match rate from the American Recovery 
and Reinvestment Act.   
 
Analysis 
 
Changes in capitation rates are influenced primarily by changes in utilization, provider reimbursement, 
and policy issues.  For Contract Year Ending (CYE) 2010, AHCCCS also made changes to administration 
and reinsurance to lower costs during CYE 2010.   
 
Acute Care 
This population represents members who participate in the Traditional Medicaid, Proposition 204, and 
KidsCare programs.  In most years, capitation rates are set at the beginning of the contract year 
(October 1) and maintained throughout the contract year.  In FY 2009, AHCCCS reduced acute care 
capitation rates beginning May 1, 2009.   
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In FY 2010, the approved Acute Care budget estimated capitation rate growth at 1.5% over the revised 
CYE 2009 rates.  The JLBC Staff estimates that the increase in CYE 2010 will be lower at (1.7)% below 
the revised CYE 2009 rates (and (2.9)% below the original CYE 2009 rates).  Based on enrollment 
projections used in developing the FY 2010 appropriation, this would cost $(16.0) million less than 
budgeted from the General Fund ($66.5 million in Total Funds).  Table 1 shows the proposed capitation 
rates for each patient group. 
 

Table 1 
Monthly Regular Capitation Rates 

     

Populations 
Current 

CYE 09 Rate 
Budgeted 

CYE 10 Rate 
Proposed 

CYE 10 Rate 
CYE 09-CYE 10

% Change 
     

Traditional Medicaid/KidsCare     
Age<1 $    510.18 $ 522.99 $ 491.52 (3.7)% 
Age 1 – 13 111.52 114.32 112.86 1.2 
Age 14 - 44 (Female only) 240.21 246.83 245.72 2.3 
Age 14 - 44 (Male only) 144.50 147.73 148.11 2.5 
Age 45+ 402.12 411.79 407.32 1.3 
SSI with Medicare 155.01 159.29 157.25 1.4 
SSI without Medicare 737.20 753.34 753.39 2.2 
Family Planning 18.92 19.32 17.38 (8.1) 
Deliveries 6,571.97 6,734.55 6,629.40 0.9 
     

Title XIX Waiver Group     
Prop 204 – TANF $    240.45 238.31 $   242.69 0.9 
Prop 204 – SSI 195.91 213.82 195.75 (0.1) 
Prop 204 – Medically Eligible 1,348.63 1332.85 1,291.47 (4.2) 
Prop 204 – 
Conversions/Newly Eligible 556.66 535.67 523.39 (6.0) 
Prop 204 – Births 6571.97 6734.55 6,629.40 0.9 
     

Acute Care Weighted Average    (1.7)% 
     

ALTCS     
Statewide Average Rate $3,008.04 $3,054.34 $3,039.21 1.0% 

 
Long-Term Care (ALTCS) 
ALTCS services are provided to the elderly and physically disabled in need of long-term care either in 
nursing care facilities or in home and community-based settings. 
 
The approved FY 2010 budget provided for a 1.5% capitation rate increase, and AHCCCS’ proposed 
amount includes a 1.0% increase.  Based on enrollment projections used in developing the FY 2010 
appropriation, this proposed change would cost $(566,500) less than budgeted from the General Fund and 
$(412,600) less from counties ($3.8 million in Total Funds). 
 
Rates for Acute Care and ALTCS are composed of adjustments in the following categories: 
 
Utilization 
Both Acute Care and ALTCS utilization rates are expected to increase over the revised CYE 2009 rates.  
Utilization represents the rate at which AHCCCS members use services.  Overall, Acute Care members 
are expected to utilize 2.4% more services.  Within the ALTCS program, utilization for nursing facilities 
is expected to increase by 1.2% and for home and community based services by 5.1%.   
 
Provider Reimbursements 
For CYE 2010, the proposed capitation rates remain the same for providers which have already received a 
(5)% rate reduction and reduce provider rates by (5)% for most providers which have not already received 
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a reduction.  Thus, no provider would receive a rate reduction greater than (5)% from the rates that were 
in place on October 1, 2008.   
 
Beginning October 1, 2009, new rate reductions would occur for ambulatory surgical centers, home and 
community based services, and transportation services that are regulated by the Department of Health 
Services (DHS).  On February 1, 2009, the physician fee schedule and transportation rates not regulated 
by DHS were reduced by (5)%; these reductions will be fully incorporated into the capitation rate for 
CYE 2010.  Hospital Inpatient and Outpatient rates were frozen on October 1, 2008.  This rate freeze will 
continue and no further reductions for CYE 2010 will be made.  Nursing Facility rates were not reduced 
in CYE 2009 and will be maintained at the current levels in CYE 2010.  
 
In addition to the standard adjustments for utilization, and the aforementioned reimbursement rates, the 
following changes have been incorporated into capitation rates: 
 

• Outlier Methodology Revision – The FY 2008 budget directed AHCCCS to revise the 
methodology used to pay hospital claims with significantly high operating costs known as 
“outliers.”  These claims are paid by applying a cost-to-charge ratio that is used to approximate 
the hospital’s actual cost of providing the services.  FY 2010 concludes the third year of a 3-year 
phase-in for the revised methodology.  This revision led to an AHCCCS-estimated General Fund 
savings of $(8.1) million in FY 2010 for both the Acute Care and Long-Term Care programs.  
The FY 2010 budget had assumed savings of $(7.6) million for this revision. 

• H1N1 Influenza – In response to the World Health Organization’s identification of the H1N1 flu 
pandemic, the AHCCCS contractor will be encouraging high-risk members to get immunized 
against the H1N1 flu.  AHCCCS estimates this additional vaccination will cost the General Fund 
approximately $3.6 million.  These costs will be realized in the Acute Care program. The 
FY 2010 budget did not include this additional cost.    

• Pharmacy Costs – AHCCCS analyzed the costs for the 300 most utilized generic medications, 
and computed potential savings if AHCCCS Acute contractors, which pay above the average 
cost, were able to lower their generic pharmacy costs.  Based on their calculations, AHCCCS 
estimates a potential General Fund savings of $(1.0) million in the Acute Care program.  No 
savings was included in the FY 2010 budget for this item.   

• Medical Management Changes – The following medical management changes will begin starting 
in CYE 2010:  medical necessity criteria will be established for genetic testing, allergic 
immunotherapy coverage will be eliminated, medical necessity criteria for negative pressure 
wound therapy will be revised, and somnography will be limited to 1 per contract year unless 
clinical circumstances require additional studies.  AHCCCS estimates these 4 changes will result 
in General Fund savings of $(0.8) million for both the Acute Care and ALTCS programs.  The 
FY 2010 budget did not incorporate savings for these items.   

• Dental Services – Beginning in CYE 2010, AHCCCS is eliminating reimbursement for dental 
behavioral management, modifying coverage for some x-ray services based on age 
appropriateness, and establishing a maximum age limitation for dental sealants and permanent 
teeth.  These changes lead to an AHCCCS-estimated General Fund savings of $(0.6) million in 
the Acute Care program.  The FY 2010 budget did not include additional savings for these items.   

 
Administrative Changes 
In addition to provider rate adjustments, AHCCCS made 2 administrative changes resulting in General 
Fund savings of $22 million ($91 million in Total Funds).  The first reduced administrative funding to 
managed care organizations (MCO) by 5.9%.  Previously, an 8.5% administrative expense had been built 
into the capitation rate for Acute Care MCOs and up to 8% for the ALTCS program.  This reduction 
lowers the administrative expense to 8% and up to 7.5%, respectively.    
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Secondly, the risk contingency rate was reduced from 2% to 1%.  A risk contingency is added to 
capitation rates to cover unforeseen circumstances and/or pricing mismatches (e.g. actual trends differ 
from assumptions).  If this risk contingency is not necessary, or is insufficient, it is retained as profit (or 
loss) and there is no limit.  
 
Reinsurance Adjustments 
The Health and Welfare Budget Reconciliation Bill (Laws 2009, 3rd Special Session, Chapter 10) 
permitted AHCCCS to reduce reinsurance deductibles.  Reinsurance represents payments made to health 
plans for patients with unusually high costs.  After a certain deductible has been met, AHCCCS will pay 
75% to 85% of the cost of service until it reaches $650,000.  After this level, AHCCCS pays 100% of the 
cost.  Previously, health plans had a choice of setting reinsurance thresholds at $20,000, $35,000 or 
$50,000.  This policy eliminates the $50,000 deductible option and lowers the deductible for plans which 
chose this option to $35,000.  Plans which previously had a $35,000 deductible now have a $20,000 
deductible.  Plans which had a $20,000 deductible will maintain that deductible.   
 
When health plans have a lower reinsurance deductible, they receive more payments through reinsurance.  
The capitation rate is adjusted downward to reflect this reinsurance deductible, but overall, total payments 
received by the health plans should be cost neutral.  However, lowering the reinsurance deductible 
changes when payments are made to health plans.  Typically, approximately 20% of reinsurance 
payments are made in the fiscal year in which they occur, 74% are made in the next fiscal year, and 6% 
the fiscal year following that.  AHCCCS estimates that lowering the reinsurance thresholds will reduce 
General Fund costs by $11 million ($47 million Total Funds) in FY 2010.  This savings, however, will 
increase costs by a corresponding amount over the next 2 fiscal years.  
 
RS/AU:sls 
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DATE:  January 26, 2010 
 
TO:  Senator Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Marge Zylla, Fiscal Analyst 
 
SUBJECT: Attorney General – Review of Allocation of Settlement Monies  
 
This memo has been updated since it appeared in the cancelled December meeting packet. 
 
Request 
 
The General Appropriation Act (Laws 2009, 1st Regular Session, Chapter 11) contains a footnote that 
requires Joint Legislative Budget Committee (JLBC) review of the expenditure plan for settlement 
monies over $100,000 received by the Office of the Attorney General (AG) or any other person on behalf 
of the State of Arizona, prior to expenditure of the monies.  Settlements that are deposited in the General 
Fund pursuant to statute do not require JLBC review.   
 
This request is for review of a total of $1,650,000 from 4 settlements:  1) a $900,000 allocation resulting 
from mediation as part of ongoing Average Wholesale Price (AWP) litigation with pharmaceutical 
companies, of which $810,000 will be deposited into the Consumer Protection-Consumer Fraud 
Revolving Fund, 2) a $300,000 allocation to the AG’s Consumer Protection-Consumer Fraud Revolving 
Fund from a consent judgment with Merck & Co. Inc., 3) a $290,000 allocation from a settlement 
agreement with Abbott Laboratories, of which $84,000 will be deposited into the Antitrust Enforcement 
Revolving Fund, and 4) a $160,000 settlement agreement with Amir and Sanchez Nutraceuticals, LLC, of 
which $20,000 is consumer restitution and $140,000 is a deposit into the Consumer Protection-Consumer 
Fraud Revolving Fund. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the allocation plans from the 
AWP settlement agreements with Bristol Myers Squibb Co., Oncology Therapeutics Network Corp., and 
Apotechon, Inc, and Amir and Sanchez Nutraceuticals, LLC, and the consent judgments with Merck & 
Co. Inc., et. al. and Abbott Laboratories, et.al.  The allocation plans are consistent with A.R.S. § 44-
1531.01, which relates to the distribution of monies recovered as a result of enforcing consumer 
protection or consumer fraud statutes, and A.R.S. § 41-191.02, which relates to the distribution of monies 
recovered as a result of antitrust enforcement. 
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Analysis 
 
Average Wholesale Price (AWP) Litigation: Bristol Myers Squibb Co., Oncology Therapeutics Network 
Corp., and Apotechon, Inc. 
 
In September 2009, the Committee favorably reviewed an allocation of $930,000 resulting from AWP 
litigation, $845,400 of which is a deposit into the Consumer Fraud Revolving Fund. 
 
The AWP of prescription drugs was a widely used benchmark for pricing prescription drugs, determining 
reimbursement levels for healthcare providers under Medicare and Medicaid programs, and establishing 
payment amounts due from insurers and consumers under Medicare and private insurance.  In December 
2005, the AG filed suit against several pharmaceutical manufacturers alleging that the companies reported 
inaccurate prices to trade publications, which led to inflated reimbursement rates.   
 
As a result of court-ordered mediation, the State of Arizona and some additional pharmaceutical 
companies (Bristol Myers Squibb Co., Oncology Therapeutics Network Corp., and Apotechon, Inc.) have 
reached an agreement that requires the defendants to pay $900,000 to Arizona.  Of the total, $90,000 will 
go toward outside counsel attorney fees, as the case is being addressed in Massachusetts.  The remaining 
$810,000 will be deposited into the Consumer Protection-Consumer Fraud Revolving Fund to support 
consumer fraud investigations, consumer education, and enforcement of the Consumer Fraud Act.  The 
settlement does not acknowledge any wrongdoing on the part of the pharmaceutical companies. 
 
The lawsuit involving the remaining pharmaceutical companies is still ongoing, as are other AWP cases 
from different states and a nationwide class action suit that includes Arizona consumers.  When the 
settlements receive final court approval, Arizona consumers will have the opportunity to submit claims 
for reimbursement. 
 
Merck & Co. Inc., et. al. 
 
In June 2009, the AG and 35 other states entered into an “assurance of discontinuance” with the involved 
companies as a result of their consumer fraud investigation of the marketing and sale of Vytorin, a 
cholesterol lowering drug.  The investigation focused on the companies’ delay in releasing results from a 
clinical trial that showed that Vytorin was no more effective than the generic drug Simvastatin. 
 
The settlement requires the companies to pay $300,000 to the AG.  This amount will be deposited into the 
Consumer Protection-Consumer Fraud Revolving Fund for attorneys fees, investigation costs, and to 
support consumer fraud investigations, consumer education, and enforcement of the Consumer Fraud Act.  
 
The settlement also requires the companies to receive FDA approval and comply with FDA comments 
before running any “direct to consumer” television drug advertisements.  In addition, the injunction 
prohibits the companies from misrepresenting data when marketing to doctors and failing to adequately 
disclose conflicts of interest in regard to articles, studies, speakers, and Data Safety Monitoring Boards.    
 
Abbott Laboratories, et. al. 
 
In March 2008, the AG and 24 other states filed an antitrust lawsuit against Abbott Laboratories as a 
result of their investigation of activity that limited generic competition for the cholesterol drug TriCor.   
 
The settlement requires the companies to pay $290,000 to Arizona.  Of the total, $206,400 was recovered 
on behalf of the Arizona Health Care Cost Containment System (AHCCCS), based on the utilization of 
TriCor by AHCCCS enrollees.  AHCCCS is required to repay $128,000 to the Centers for Medicare and 
Medicaid Services based of the Federal Medical Assistance Percentage as designated in the federal Social 
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Security Act.  The remainder of the AHCCCS allocation, which is $78,400, will be deposited into the 
General Fund.  The other portion of the total settlement, approximately $83,600, will be deposited into 
the Antitrust Enforcement Revolving Fund to support antitrust enforcement. 
 
Amir and Sanchez Nutraceuticals, LLC 
 
In October 2009, the AG entered into a settlement agreement with Amir and Sanchez Nutraceuticals, 
LLC, a Tucson-based company that sells nutritional products and related services.  The settlement 
resolves a lawsuit alleging misrepresentations in advertising and billing practices.  The lawsuit included 
allegations that Amir and Sanchez Nutraceuticals did not appropriately disclose all conditions of 
purchasing “risk-free” products and charged consumers for services they did not request.  
 
The settlement does not acknowledge any wrongdoing on the part of Amir and Sanchez Nutraceuticals.  It 
prohibits Amir and Sanchez Nutraceuticals from charging a consumer for a purchase unless the consumer 
has affirmatively consented to the purchase and requires the company to process cancellation requests 
within 24 hours of receipt and provide detailed disclosures of all costs, terms and conditions with each 
product invoice.   
 
The settlement requires Amir and Sanchez Nutraceuticals to pay $20,000 in consumer restitution to 
consumers who had filed complaints with the AG as of the date of the settlement.   
 
The settlement also requires Amir and Sanchez Nutraceuticals to pay $140,000 to the AG to be deposited 
into the Consumer Protection-Consumer Fraud Revolving Fund for attorneys’ fees, investigation costs, 
and to support consumer fraud investigations, consumer education, and enforcement of the Consumer 
Fraud Act.  Of this total, $15,000 is for attorneys’ fees and investigation costs.   
 
RS/MZ:lm 
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DATE:  January 26, 2010 
 
TO:  Senator Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Jay Chilton, Principal Fiscal Analyst 
 
SUBJECT: Department of Economic Security - Review of Long Term Care Capitation Rate Changes 
 
Request 
 
Pursuant to a FY 2010 General Appropriation Act footnote, the Department of Economic Security (DES) 
is presenting its expenditure plan for proposed capitation rate adjustments in the federal Title XIX 
Developmental Disabilities Long Term Care program (DD LTC).  The proposed capitation adjustments 
reflect decreases for most components, including a 10% reduction to Home and Community Based 
Services (HCBS) provider rates. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review to the request, as the proposed 
rates are within the amount appropriated for the program. 
 
Analysis 
 
DES uses actuarial staff at the Arizona Health Care Cost Containment System (AHCCCS) to determine 
their capitation rates.  The actuaries use claims, encounter data, and projected enrollment to determine the 
actual costs of services and recommend changes in the capitation rates. 
 
The revised per member per month (PMPM) rates are shown below.   
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Category 

Preliminary 
FY 2010 Rate 

Revised  
FY 2010 Rate 

 
% Change 

    

Home and Community Based Services (HCBS) $2,559.12  $2,431.16  (5.0)% 
Acute Care Services 376.29 376.62 0.1% 
Institutional 121.88 121.88 0.0% 
Case Management Services 157.83 157.83 0.0% 
Administration 185.05 185.05 0.0% 
Risk/Contingency 34.00 32.73 (3.7)% 
Share of Cost (6.50) (6.51) 0.2% 
Premium Tax      72.00      69.38  (3.6)% 
    Total - DD LTC $3,499.67  $3,368.14  (3.8)% 
Behavioral Health (DHS pass-through)    100.64    100.64  0.0% 
    Total Enrolled Rate $3,600.31  $3,468.78  (3.7)% 
 
Over the past year, all components have decreased.  The HCBS component represents a 5% decrease from 
the current rate.  The current rate also includes a 5% decrease from the previous rate.  Combined, HCBS 
rates have decreased by 10% during the past year.  DES has reduced these rates as part of its 
implementation of lump sum reductions to the agency’s budget enacted by the Legislature in FY 2009 and 
FY 2010. 
 
The change in the Acute Care Services component reflects changes in Department of Health Services-
regulated transportation rates, increased utilization for members affected by the H1N1 flu virus, and 
overall program changes.  The decreases in the HCBS and Acute Care Services components of the rates 
also impact the Risk/Contingency and Premium Tax components, which are each decreasing by about 
(3.7)%.   
 
In a March 2009 letter to the Joint Legislative Budget Committee, DES preliminarily estimated that 
FY 2010 capitation rate would be essentially flat.  The revised capitation rate represents a (3.8)% decrease 
from that estimate. 
 
The FY 2010 budget included an estimated capitation rate of $3,493.40 and total spending of 
$934,778,700 for the program, including state General Fund money and federal matching funding.  With 
the revised capitation rate, spending would be (2.9)% below the appropriated amount for General Fund 
savings of $6,615,100.  This estimate of the General Fund savings is based on the enhanced Federal 
Medical Assistance Percentage included in the American Recovery and Reinvestment Act of 2009.  These 
General Fund savings are part of DES’ implementation of its FY 2009 and FY 2010 lump sum reductions.  
 
RS/JC:ss 
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DATE:  January 26, 2010 
 
TO:  Senator Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Aaron Galeener, Fiscal Analyst 
 
SUBJECT: Department of Environmental Quality - Review of Water Quality Permit Processing 

Times 
 
Request 
 
Pursuant to a General Appropriation Act footnote (Laws 2009, 3rd Special Session, Chapter 11), the 
Department of Environmental Quality (DEQ) has submitted for review a report documenting water 
quality permit processing times for FY 2009 and projected estimates for FY 2010. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of DEQ’s water quality permit 
processing times. 
 
Analysis 
 
Laws 2009, 3rd Special Session, Chapter 11, required DEQ to submit a report on water quality permit 
processing times for FY 2009 and projected totals for FY 2010.  This report was also required to include 
the total number of staff hours and total costs to process water quality permits, and the progress made in 
reducing permit processing times.  In FY 2010, DEQ’s water programs were appropriated a total of $12.2 
million.  
 
FY 2009 
In FY 2009, the department received a total of 1,356 water quality permit applications, a decrease of 
(36)% from FY 2008.  DEQ met the Licensing Timeframe  for all 39 permit types listed.  While the 
average processing time for all permit categories met the licensing deadlines, DEQ exceeded the deadline 
for at least 1 permit in 2 categories. 
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FY 2010 
The department received a total of 219 applications during the period of July 1 to September 30, 2009.  
Last year’s report show 531 permits received between July 1 and October 31, 2008.  The department is 
projecting average time for all types of permits will be within the specified permit processing timeframe. 
For all of FY 2010, the department projects it will receive 192 fewer water permit applications than the 
previous year, a decrease of (14.2)%.  Total costs of processing permits are expected to decrease by 
$(1,482,200), or (25.2)%.  The average cost per permit is projected to decrease (11.6)% over FY 2009.  
At the same time, the average number of staff hours required to process these permits is expected to 
decrease by (9.1)% in FY 2010.  The table below contains actual permit information for FY 2009 and 
projected information for FY 2010.   
 

Water Quality Permits 
 

Applications Staff Hours 
Average Hours 

Per Permit Staff Costs 
Average Cost 

Per Permit 
FY 2009 1,356 123,375 91.0 $  5,891,200 $4,300 
FY 2010 (est.) 1,167 112,136 96.3    4,409,000   3,800 
    Total 2,523 235,511 93.5 $10,300,200 $4,100 

 
RS/AG:ss 
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DATE:  January 26, 2010 
 
TO:  Senator Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Ted Nelson, Assistant Fiscal Analyst 
 
SUBJECT: Government Information Technology Agency - Quarterly Review of the Arizona Public 

Safety Communication Advisory Commission  
 
This memo also appeared in the cancelled December meeting packet. 
 
Request 
 
Pursuant to A.R.S. § 41-3542C, the Government Information Technology Agency (GITA) has submitted 
for review its FY 2010 first quarter expenditures and progress report for the statewide interoperability 
design project. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the agency’s request.  First 
quarter expenditures totaled $177,400 of $3,018,700 in FY 2010 appropriated funding.  Activities in the 
first quarter of FY 2010 include implementation of the Arizona Interagency Radio System (AIRS) in 14 
of 15 counties and revision of the Statewide Communications Interoperability Plan (SCIP). 
 
Analysis 
 
Background 
The Arizona Public Safety Communication Advisory Commission (PSCC) was established to develop a 
statewide, standard-based interoperability system that allows public safety personnel from one agency to 
communicate, via mobile radio, with personnel from other agencies.  An interoperable system enhances 
the ability of various public safety agencies to coordinate their actions in the event of a large-scale 
emergency, as well as daily emergencies.  Construction costs of a statewide interoperability 
communication system have been estimated to be as high as $300 million.   
 
Activities 
In the first quarter of FY 2010, the SCIP was revised to be aligned with the National Emergency 
Communication Plan.  The SCIP describes the current status of public safety communications in Arizona 
and serves as the roadmap for improving communications interoperability in the state.  The final draft of 
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the SCIP will be published on December 10, 2009.  After a period of public comment, a vote for formal 
adoption of the plan will be held at the January 19, 2010 meeting of the Public Safety Communications 
Advisory Commission. 
 
In FY 2009, PSCC increased the number of AIRS user agencies to 134.  This short-term solution, while 
allowing interagency communication, is limited to a single talk group, which is described as a single 
conversation between users in a geographical area.  The PSCC describes this functionality as “basic 
interoperability” for first responders.  Statewide deployment of AIRS, which includes the installation of 
equipment at over 40 sites, is expected by the end of the 2009 calendar year, pending installation of 
antenna facilities in La Paz County.  Difficulty in accessing the rugged mountaintop site has delayed 
installation of the antenna, and PSCC is working on alternatives.  At this time, AIRS provides interagency 
communication in all counties except for La Paz.  When the La Paz antenna becomes operational, AIRS 
will provide coverage to all 15 counties in Arizona.  
 
The long-term solution differs from the short-term solution in that it will allow an unlimited number of 
talk groups, creating a more robust interoperability solution open to more simultaneous users than AIRS.  
With respect to the “long-term” interoperable solution, the PSCC continues to develop the conceptual 
design and has identified necessary sites for the statewide system.   
 
Expenditures 
Laws 2004, Chapter 275 included a non-lapsing appropriation of $3 million to the Department of Public 
Safety (DPS) in FY 2005 for the design costs of a statewide radio interoperability communication system.   
At the beginning of FY 2010, $358,500 was remaining from that non-lapsing appropriation, which was 
reverted to the General Fund by Laws 2009, Chapter 12.  
 
Laws 2008, Chapter 285 transferred the PSCC from DPS to GITA.  The PSCC was appropriated 
$896,100 from the General Fund in FY 2010.  A lump sum reduction of $(44,100) and a Personal 
Services reduction of $(33,300) reduced the final PSCC appropriation to $818,700.   
 
In addition, a FY 2008 General Appropriation Act footnote specifies legislative intent for the PSCC to use 
$2,200,000 of non-appropriated Anti-Racketeering Fund monies for the detailed design of the long-term 
interoperability solution.  Prior to expending these monies, the PSCC is required to submit an expenditure 
plan to the Joint Legislative Budget Committee for review.  To date, none of this funding has been spent. 
 
In the first quarter, the PSCC expended $177,400 for operating costs associated with personnel expenses, 
federal engineering costs, and data site project support.  As a result, there is $2,841,300 in funding 
available for the remainder of FY 2010. 
 
Table 1 indicates funds available and expenditures for FY 2010. 
 

Table 1 
PSCC Appropriation and Expenditures 

 
FY 2010 Funding 

Available 

FY 2010 
1st Quarter 

Expenditures 
Remaining 

Balance 
Personal Services $   475,000  $  94,000 $   381,000 
Employee Related Expenditures 142,500  55,200 87,300 
Professional & Outside Services 93,000 18,000 75,000 
Travel - In State 5,000  1,200 3,800 
Travel - Out of  State 5,000  700 4,300 
Other Operating Expenditures 89,000 8,300 80,700 
Non-Lapsing Expenditure Authority 2,200,000 -- 2,200,000 
Equipment        9,200            0        9,200 
 Total Operating Expenditures $3,018,700 $177,400 $2,841,300 

 
RS/TN:sls 
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DATE:  January 26, 2010 
 
TO:  Senator Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU: Richard Stavneak, Director 
 
FROM: Art Smith, Senior Fiscal Analyst 
 
SUBJECT: Department of Health Services - Review of Requested Transfer of Appropriations 
 
This memo also appeared in the cancelled December meeting packet. 
 
Request 
 
Pursuant to a FY 2010 General Appropriation Act footnote, the Department of Health Services 
(DHS) requests Committee review of multiple transfers.  The transfers are detailed on page 2 of 
the department’s request.  
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review to the request. 
 
Analysis 
 
The FY 2010 budget (Laws 2009, 3rd Special Session, Chapter 11) allocated the entire 
$(46,909,100) General Fund lump sum reduction against DHS’ operating budget with the 
understanding that the department could subsequently shift a portion of the reduction against its 
programmatic Special Line Items (SLI).  These reductions represent a combination of the 
midyear FY 2009 budget reductions and additional reductions enacted as part of the FY 2010 
budget plan.   
 
DHS proposes a transfer of $332,800 in General Fund monies from its programmatic SLIs to the 
Breast and Cervical Cancer and Bone Density Screening SLI in order to receive enhanced federal 
matching monies for Title XIX services under the American Recovery and Reinvestment Act 
(ARRA). 



- 2 - 
 

 

DHS also proposes to transfer $900,000 in Tobacco Tax and Health Care Fund Medically Needy 
Account monies from the Community Health Centers SLI to the Seriously Mentally Ill Non-Title 
XIX SLI.  In addition to the proposed General Fund shift to agency operations, this would 
eliminate the $1,881,400 total fund appropriation for Community Health Centers; however, the 
program would still receive $11,600,000 in Fiscal Stabilization Fund monies provided under 
ARRA for FY 2010. 
 
RS/AS:sls 
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DATE:  January 26, 2010 
 
TO:  Senator Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Art Smith, Senior Fiscal Analyst 
 
SUBJECT: Department of Health Services - Review of Children’s Rehabilitative Services Capitation 

Rate Changes 
 
Request 
 
Pursuant to a footnote in the FY 2010 General Appropriation Act, the Department of Health Services 
(DHS) is presenting an expenditure plan to the Committee for its review prior to implementing any 
change in capitation rates for the Title XIX Children’s Rehabilitative Services (CRS) program.  Including 
the administrative component, the proposed changes would cost the General Fund $720,500.  The FY 
2010 budget assumed no additional cost to the General Fund. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review to the request. 
 
Analysis 
 
The proposed rates are based upon an actuarial study.  A.R.S. § 36-2901.06 limits capitation rate 
adjustments to utilization and inflation unless those changes are approved by the Legislature or are 
specifically required by federal law or court mandate.  The proposed changes do meet the guidelines 
outlined in statute. 
 
The CRS program provides services for children with chronic and disabling or potentially disabling 
conditions.  The contractor is reimbursed using a per-member/per-month (PM/PM) capitation rate that 
includes a high, medium and low tier, which represent varying degrees of medical acuity.  Attachment 1 
displays the FY 2010 budgeted and proposed rates by medical acuity and details the changes from 
FY 2009. 
 
The capitation rates include adjustments for shifting some CRS costs from AHCCCS to DHS as well as 
other adjustments. 
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The CRS budget presumes flat administrative funding and a services budget based on the CRS capitation 
rate.  The proposed capitation rate would increase the services component of the capitation rate by 
changing the “administrative load” of the rate, at a cost of $720,500.  The remaining changes would have 
no net impact on the rate. 
 
FY 2009 AHCCCS Cost Shift 
 
In FY 2009, AHCCCS shifted the responsibility for payment of specific services to the CRS contractor 
when those services are directly related to a member’s CRS condition.   
 
• Medical Devices:  Beginning October 1, 2008 coverage of cochlear implants and wheelchairs related 

to CRS eligible conditions was transferred from AHCCCS to CRS.  The General Fund cost of this 
change is $393,800 in FY 2010. 

• Emergency Services:  Beginning in FY 2009, CRS switched from using 4 contractors to provide 
services in the 4 designated regions of Phoenix, Tucson, Flagstaff and Yuma, to 1 contractor that will 
subcontract to provide services in all 4 regions.  As a result of this change, the contractor will have an 
expanded hospital network compared to previous contractors.  Effective October 1, 2008, the 
contractor became financially responsible for coverage of related emergency services in those 
facilities that were previously covered by AHCCCS non-CRS contractors.  This reflects an estimated 
General Fund cost of $205,500 in FY 2010.  

• CRS Related Conditions:  Beginning October 1, 2008, coverage of conditions related to or caused by 
CRS conditions such as diabetes resulting from cystic fibrosis and complications caused by cerebral 
palsy will be transferred from AHCCCS to CRS.  The FY 2010 General Fund impact of this change is 
$16,200.  

• Outpatient Emergency Services to AHCCCS:  Outpatient emergency services that do not result in a 
hospital admission were transferred from the CRS contractor to AHCCCS on October 1, 2009.  This 
adjustment reduces General Fund costs by $(128,400). 

• Biotech Drugs:  AHCCCS transferred coverage of certain high cost drugs to CRS in FY 2009.  These 
changes are expected to increase the capitation rates by $428,000 in General Fund monies in FY 
2010. 

 
CRS Adjustments 
 
• AHCCCS Inpatient Outlier Methodology Change:  Beginning on October 1, 2007, AHCCCS initiated 

a 3-year phase-in of a new method to monitor inpatient encounters.  As a result of almost 3 years of 
employing this methodology, the actuarial analysis has concluded that inpatient care costs should be 
reduced by $(1,643,500). 

• Completion of Omissions:  As part of an annual AHCCCS study, it was found that there were some 
instances where CRS services were provided, but due to incomplete documentation, records of these 
services were not included in the base data used to calculate the capitation rates for the FY 2009 
budgeted amount.  This base adjustment to the capitation rate reflects a General Fund cost of 
$650,600. 

• Non-Encounterable Costs:  Non-encounterable costs are considered medical costs that are not 
factored into the base data actuaries used to calculate capitation rates.  These costs could include 
expenses incurred by social workers and interpreters, care coordination activities, and member/family 
education.  This adjustment is a General Fund increase of $239,700. 

• Provider Rate Reduction:  The proposed CRS rate includes a (5)% fee-for-service reduction.  This 
adjustment is a General Fund reduction of $(161,800).

 
RS/AS:sls 
Attachment 



Attachment 1 

 

 
Proposed Monthly CRS  

Capitation Rate Changes FY 2010 
     

FY 2009 
Actual Rate 

FY 2010  
Budgeted Rate 

FY 2010  
Proposed Rate 

FY 2010 Change 
Above FY 2009 

Anticipated State  
Match Cost 

     
$376.65 $376.65 $384.89 2.19% $720,500 
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DATE:  January 26, 2010 
 
TO:  Senator Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Jack Brown, Fiscal Analyst 
 
SUBJECT: JLBC Staff – Consider Approval of Index for School Facilities Board Construction Costs 
 
Request 
 
A.R.S. § 15-2041D.3c requires that the cost per square foot factors used in the School Facilities Board 
(SFB) building renewal and new school construction financing “shall be adjusted annually for 
construction market considerations based on an index identified or developed by the Joint Legislative 
Budget Committee (JLBC) as necessary but not less than once each year.” 
 
The SFB Staff is requesting 2 different adjustments, 1 for the K-8 grade levels (an increase of 4.9%), and 
1 for the 9-12 grade levels (an increase of 0.8%). 
 
Recommendation 
 
The JLBC Staff recommends that the Committee approve a 0% adjustment in the cost per square foot 
factors, based on an average of the changes in 2 measures of general inflation, the Consumer Price Index 
(CPI) and the Gross Domestic Product implicit price deflator (GDP deflator), in the last fiscal year.  
Approving this adjustment would generate no change in new construction costs or the building renewal 
formula.  The cost per square foot would remain as follows: K-6, $136.66; 7-8, $144.27; 9-12, $167.05. 
 
Analysis 
 
Background Information 
The original Students FIRST legislation (Laws 1998, 5th Special Session, Chapter 1) established funding 
amounts per square foot of space for new construction and building renewal (e.g., $90 per square foot for 
Grades K-6).  The statute requires that the funding amount per square foot “shall be adjusted annually for 
construction market considerations based on an index identified or developed by the JLBC as necessary 
but not less than once each year” (A.R.S. § 15-2041D.3c). 
 
Prior to FY 2010, SFB funded new school construction projects above these square foot amounts if a 
district could not build a school within the formula amount.  The FY 2010 Education Budget 
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Reconciliation Bill (BRB) (Laws 2009, 3rd Special Session, Chapter 12) removed this authority.  SFB 
may now only adjust the formula amount based on geographic or site conditions as defined in statute.  
 
The Committee has used a variety of different indices to establish the per square foot amounts.  Last year, 
the Committee approved the use of the GDP deflator, for an increase of 1.98%.  
 
New Construction Moratorium 
A moratorium on new construction projects was continued from FY 2009 into FY 2010 by the FY 2010 
Education BRB.  Chapter 12 prohibits SFB from authorizing or awarding funding for the design or 
construction of any new school facility, or for school site acquisition in FY 2010, except for projects 
funded with proceeds from the newly authorized Qualified School Construction Bonds (QSCBs).  SFB 
plans to only apply any new cost per square foot adjustment to FY 2011 awards. 
 
Construction Costs 
The price of construction cost inputs have declined slightly in FY 2009, which contrasts with a moderate 
increase in FY 2008.  This decline is largely due to the slowing of construction activity, which is the 
result of the widespread oversupply of residential and commercial properties in Arizona.  Recent analyses 
have estimated the Phoenix Metropolitan area has an excess supply of 50,000 housing units.  This 
oversupply has caused a significant decline in the issuance of new housing building permits, with the U.S. 
Census Bureau estimating that housing starts in Arizona declined approximately (47.5)% in calendar year 
2008.   
 
However, while the housing slowdown has lessened demand for construction materials, suppliers of these 
goods may respond to this decrease in demand by reducing their overall production of construction 
materials.  This decrease in production may have the effect of putting upward pressure on costs. 
 
As a result, the JLBC Staff recommends a 0% inflation adjustment.  This would be based on the 
combination of the following 2 indices:  
 
Consumer Price Index 
The Consumer Price Index (CPI) reports deflation of (1.4)% in FY 2009 and is published by the U.S. 
Department of Labor’s Bureau of Labor Statistics.  It measures the change in prices paid by urban 
consumers for a representative basket of goods and services.  
 
Gross Domestic Produce Price Deflator 
The GDP deflator reports inflation of 1.5% in FY 2009 and is published by the U.S. Department of 
Commerce’s Bureau of Economic Analysis.  It measures the change in prices of all new, domestically 
produced, final goods and services in an economy.  Unlike the CPI, the GDP deflator is not based on a 
fixed basket of goods and services. The basket is allowed to change with people's consumption and 
investment patterns; therefore, new expenditure patterns are allowed to show up in the deflator as people 
respond to changing prices. 
 
SFB Staff Request 
The SFB Staff has requested 2 different adjustments, 1 for the K-8 grade levels (an increase of 4.9%), and 
1 for the 9-12 grade levels (an increase of 0.8%).  SFB Staff has estimated that the current per square foot 
amount is insufficient to build new school facilities using only state funds.   
 
In making this calculation, SFB Staff references data produced by Rider Levett Bucknall (RLB), an 
international construction consulting group, which outlines construction cost estimates for the Phoenix 
Metropolitan area.  These data show that the minimum square foot cost to build to an elementary school is 
$140, while the current NSF formula amount is $136.66.  In addition, the RLB data shows the minimum 
cost per square foot to build a high school is $180, while the NSF formula amount currently stands at 
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$167.05.  SFB Staff has indicated that they believe the requested adjustments would align the NSF per 
square foot formula amount with current market conditions. 
 
Given the construction moratorium, these adjustments would result in no additional new construction 
costs in the short term. 
 
RS/JBr:sls 
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DATE:  January 26, 2010 
 
TO:  Senator Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Kimberly Cordes-Sween, Assistant Director 
 
SUBJECT: Arizona Board of Regents – Review of FY 2010 Tuition Revenues 
 
This memo has been updated since it appeared in the cancelled December meeting packet. 
 
Request 
 
The Arizona Board of Regents (ABOR) requests Committee review of its expenditure plan for tuition 
revenue amounts greater than the amounts appropriated by the Legislature and all retained tuition and fee 
revenue expenditures for the current fiscal year.   
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the higher tuition expenditure 
amounts. 
 
In total, appropriated FY 2010 tuition collections are estimated to be $684.3 million.  This amount is 
$56.4 million above the FY 2010 budget.  The universities primarily plan on using the additional $56.4 
million in their operating budgets to backfill General Fund budget reductions.  To a lesser extent, these 
monies will also cover inflationary increases and miscellaneous academic and support planning priorities.   
 
Non-appropriated locally retained tuition and fees for FY 2010 are estimated at $429.3 million, $37.9 
million higher than FY 2009.  Statute allows the universities to retain a portion of tuition collections for 
expenditures, as approved by ABOR.  These “locally” retained tuition monies are considered non-
appropriated.  Any remaining tuition collections are then submitted as part of each university’s operating 
budget request and are available for appropriation by the Legislature.  
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Analysis 

Appropriated Tuition 
Table 1 shows ABOR changes to resident and non-resident undergraduate tuition from FY 2009 to 
FY 2010.  ABOR policy is to set undergraduate resident tuition at the top of the bottom one-third of all 
senior public universities.   
 

Table 1 
Arizona University System 

FY 2009 to FY 2010 Undergraduate Tuition and Fees Changes 1/ 
    
 Resident 2/  Non-Resident  3/ 

 FY 2009 FY 2010 3/ $ Change 
% 

Change  FY 2009 FY 2010  3/ $ Change 
% 

Change 
ASU-Tempe/DPC $5,313 to 

$5,659 
$6,159 to 
$6,840 

$846 to 
$1,181 

15.9% to 
20.9%  $17,949  $19,625 $1,678 9.3% 

         

ASU-East/West $5,099 to 
$5,659 

$5,933 to 
$6,840 

$834 to 
$1,181 

16.4% to 
20.9%  $17,945  $19,622 $1,677 9.3% 

         

NAU $5,217 to 
$5,446 

$5,681 to 
$6,627 

$905 to 
$1,181 

17.3% to 
21.7% 

$15,546 to 
$16,544 

$16,631 to 
 $17,854 

$1,085 to 
$1,310 

7.0% to 
7.9% 

         

NAU-Distance Ed.  $4,850 $5,583 $733 15.1% $15,364  $16,289 $925 6.0% 
         

UofA-Main/HSC  $5,531 $6,842  $1,311 23.7% $18,665  $22,251  $3,586 19.2% 
         

UofA–South  $4,804 $5,963  $1,159 24.1% $18,609  $22,193  $3,584 19.3% 
____________          
1/ The amounts represent combined full-time tuition for fall and spring semesters, as well as mandatory fees.  Undergraduates must take at 

least 12 credit hours to qualify for full-time status.  Graduate full-time status depends upon research and teaching responsibilities.  
Mandatory fees include AFAT and student recreation charges, but do not include special class or program fees.  A new economic recovery 
surcharge fee will be charged for FY 2010 only. 

2/ These amounts represent the range of tuition and fees for continuing students enrolled prior to fall 2008 to future students planning to begin 
in fall 2009.  Beginning in fall 2008, ASU provided a guaranteed tuition rate for each cohort of resident undergraduate students on all of its 
campuses and NAU provided a fixed tuition rate for each cohort of undergraduate students (both resident and non-resident) on its Flagstaff 
campus.  UA will begin providing a guaranteed tuition rate in the fall of 2009 for all of its students. 

3/ These amounts include the economic recovery surcharge.  The following economic recovery surcharges will be charged:  ASU Resident - 
$510, ASU Non-Resident - $710, NAU Resident - $350, NAU Non-Resident - $450, UA Resident - $766, and UA Non-Resident - $966. 

 
Table 2 displays FY 2009 and FY 2010 appropriations by fund for the Arizona University System.  The 
FY 2010 budget includes $627.9 million in tuition, which reflects tuition growth from projected student 
growth and partial tuition rate increases, but not the economic recovery surcharge revenues.  The higher 
tuition rates generated $56.4 million more than budgeted, for a total of $684.3 million.  ABOR notes that, 
of the $56.4 million in additional state collections, $45.9 million is a result of the Economic Recovery 
Surcharge.  Approximately $61.9 million is estimated to be collected from Economic Recovery Surcharge 
revenues in FY 2010.  The Economic Recovery Surcharge is a new mandatory fee which was approved 
by ABOR for the FY 2010 academic year and is subject to annual renewal.   
 

Table 2 
Arizona University System 

FY 2009 and FY 2010 Appropriations (in millions) 
    

 
FY 2009 

FY 2010 Before 
Tuition Increase 

FY 2010 After 
Tuition Increase 

General Fund $938.9 $   891.7 $   891.7  
Collections Fund     538.1     627.9      684.3 
   Total $1,477.0 $1,519.6 $1,576.0 

 
Table 3 presents FY 2010 appropriations estimates of ABOR’s FY 2010 All Funds Operating Budget 
Report and resulting additional tuition revenues by campus.  Of the $56.4 million in additional tuition, 
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ASU received $16.9 million, U of A $28.8 million, and NAU $10.7 million.  ASU-East and ASU-West 
may be reflecting a decrease in tuition collections as a result of lower enrollment rates. 
 

Table 3 
Arizona University System 

FY 2010 Appropriations and Additional Tuition Revenues by Campus 
    

Campus 
FY 2010 

Appropriation 
FY 2010 All Funds 
Operating Budget Additional Tuition 

ASU-Tempe/DPC $289,864,800 $316,565,200 $26,700,400 
ASU-East 34,209,100 29,612,300 (4,569,800) 
ASU-West 33,551,800 28,307,400 (5,244,400) 
NAU 62,327,800 73,068,900 10,741,100 
UofA-Main 187,458,300 215,379,200 27,920,900 
UofA-Health Sciences Center    20,471,200    21,380,000    908,800 
   Total $627,883,000 $684,313,000 $56,430,000 

 
Table 4 provides some information on the uses of additional appropriated tuition revenues by university.  
Attached, ABOR has provided further detail. 
 

 
RS/KCS:sls 

Table 4   
Arizona University System 

Use of Additional Appropriated Tuition Revenues by Campus 1/ 
   

  $ in Millions 
ASU Backfill for the General Fund $20.6 
 College/School Support from Special Program Fees 4.5 
 Employee Related Expenses Rate and Premium Increase     1.6 
  Total  $26.7 
   

NAU Backfill for the General Fund $10.7 
   

UofA Enrollment Growth and General Education Support $11.4 
 Hiring, Retention, and Faculty Commitments 7.4 
 College of Medicine Tucson Campus 1.4 
 College of Medicine Phoenix Campus 1.2 
 Support to Colleges from Differential Tuition Revenue 0.6 
 Health Benefit Rate Increases 3.7 
 Utility Rate Increases 2.1 
 Operation and Maintenance    1.0 
  Total $28.8 
____________ 
1/ Total spending by campus does not include the decrease in tuition collections for ASU-East and ASU-West of $(4.6) million 

and $(5.2) million, respectively.  
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DATE:  January 26, 2010 
 
TO:  Senator Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Juan Beltran, Senior Fiscal Analyst 
 
SUBJECT: Department of Revenue – Review of Business Reengineering/Integrated Tax System 

Expenditure Plan  
 
Request 
 
Pursuant to the FY 2010 Revenues Budget Reconciliation Bill (BRB) (Laws 2009, 4th Special Session, 
Chapter 3), the Department of Revenue (DOR) requests Committee review of an expenditure plan for 
internal operational support of implemented Business Reengineering/Integrated Tax System (BRITS) 
through June 2010.  DOR may utilize up to $2 million of General Fund revenues in FY 2010 to pay for 
BRITS operational support.  The FY 2010 Revenues BRB requires DOR to seek Committee review of the 
expenditure plan prior to any expenditure. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of DOR’s BRITS expenditure 
plan.  The expenditure plan is consistent with the requirements of the FY 2010 Revenues BRB. 
 
Analysis 
 
BRITS is the computer system being implemented by DOR to further automate and integrate their 
separate tax systems, including the transaction privilege tax, and corporate and individual income taxes.  
BRITS was designed to improve enforcement and ultimately increase revenues to the state.  BRITS has 
been paid for through a gain-sharing arrangement, which pays the vendor 85% of tax enforcement 
revenues above an established baseline amount until the project is paid for.  The state receives the 
remaining 15%.  Enforcement revenue represents collections received through the tax audit and collection 
processes. 
 
The FY 2010 Revenues BRB allows DOR to utilize up to $2 million of General Fund revenues to pay 
internal BRITS operational support after review of an expenditure plan by the Committee.  This 
expenditure plan allows DOR to replace existing contractual staff with lower cost departmental staff.  The 
cost of contracted BRITS operational support was approximately $4.1 million in FY 2009.   
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The expenditure plan would allow DOR to hire up to 22 FTE Positions at an estimated total cost of $2.3 
million in FY 2010.  DOR reports that 17 of these 22 FTE Positions have already been filled and they are 
currently being paid out of DOR’s operating budget.  Since the FY 2010 Revenues BRB only allows 
DOR to expend up to $2 million in General Fund revenues, the difference would be absorbed by their 
operating budget. 
 
The BRITS project has cost approximately $162.1 million.  DOR notes that BRITS has generated new 
revenues above the BRITS baseline sufficient to offset the costs of the proposed $2 million expenditure 
plan.  It is difficult, however, to evaluate how much in additional revenues can be directly attributed to 
BRITS, as other factors unrelated to BRITS affect collection levels.   
 
RS/JB:sls 
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