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JOINT LEGISLATIVE BUDGET COMMITTEE
Thursday, September 14, 2000

1:30 p.m.
Senate Appropriations Room 109

AGENDA

- Call to Order

- Approval of Minutes of August 10, 2000.

- DIRECTOR'S REPORT (if necessary).

1. SCHOOL FACILITIES BOARD - Consider Approval of Index for Constructing New School
Facilities and Report on Status of Deficiencies Corrections Assessment.

2. ARIZONA DEPARTMENT OF ADMINISTRATION - Review of Proposed FY 2001
Classification Maintenance Review (CMR) Adjustments.

3. DEPARTMENT OF ENVIRONMENTAL QUALITY - Review of Request for Proposals on the
Vehicle Emissions Inspection Program Contract.

4. OFFICE OF THE ATTORNEY GENERAL - Review Allocation of Settlement Monies (Nine
West Group, Inc.).

5. JOINT LEGISLATIVE BUDGET COMMITTEE - Consider Approval of Year 2002 Strategic
Program Area Review Candidates.

6. NATUROPATHIC PHYSICIANS BOARD OF MEDICAL EXAMINERS - Report on
Expenditures for Inspections.

7. DEPARTMENT OF JUVENILE CORRECTIONS - Report on Education Technology Pilot
Program Expansion.

8. ARIZONA BOARD OF REGENTS - Report on University Faculty Teaching Loads.

9. ARIZONA DEPARTMENT OF TRANSPORTATION
A. Report on Highway Maintenance Levels of Service.
B. Report on Motor Vehicle Division - Special Projects.
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10. DEPARTMENT OF EMERGENCY AND MILITARY AFFAIRS - Report on Camp Navajo
Fund.

11. DEPARTMENT OF ECONOMIC SECURITY
A. Report on Long Term Care System Fund Fiscal Issues.
B. Report Intended Use of Domestic Violence Shelter Fund.
C. Report on the Electronic Benefits Transfer (EBT) Project.

The Chairman reserves the right to set the order of the agenda.
09/07/00

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) 542-5491.
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MINUTES OF THE MEETING

JOINT LEGISLATIVE BUDGET COMMITTEE

August 10, 2000
The Chairman called the meeting to order at 1:35 p.m., Thursday, August 10, 2000, in Senate Appropriations Room 109.
The following were present:

Members: Senator Gnant, Chairman Representative Burns, Vice-Chairman
Senator Arzberger Representative Blewster
Senator Bowers Representative Gonzales
Senator Bundgaard Representative McGrath
Senator Cirillo Representative McLendon
Senator Jackson Representative Weason
Senator Lopez

Absent: Senator Wettaw Representative Daniels
Representative McGibbon

Staff: Richard Stavneak, Director Cheryl Kestner, Secretary
Patrick Fearon Rebecca Hecksel 
Bob Hull Indya Kincannon
Gretchen Logan Pat Mah
Brad Regens Paul Shannon
Stefan Shepherd

Others: Debbie Spinner Office of the Attorney General
Debbie Johnston Senate
Philip E. Geiger School Facilities Board
Frank Hinds State Risk Management, DOA
David Jankofsky Department of Transportation
Chuck Ryan Department of Corrections
Pat Chorpenning Department of Veterans’ Home Services

APPROVAL OF MINUTES

Hearing no objections from the members of the Committee to the minutes of June 20, 2000, Senator Gnant stated that the
minutes would be approved as submitted.

EXECUTIVE SESSION

Representative Burns moved that the Committee go into Executive Session.  The motion carried.

At 1:37 p.m. the Joint Legislative Budget Committee went into Executive Session.
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Representative Burns moved that the Committee reconvene into open session.  The motion carried.

At 1:55 p.m. the Committee reconvened into open session.

Representative Burns moved that the Committee approve the recommended settlement proposals by the Attorney General's
Office in the following cases.

1. Garman v. State of Arizona
2. Grubbs v. State of Arizona
3. Moore v. the University of Arizona and ABOR, et al.
4. O’Connell v. Kirkland and State of Arizona

By a show of hands the motion carried.

DIRECTOR’S REPORT

Mr. Richard Stavneak, Director, JLBC Staff, handed out a memo regarding the status of the revenue picture (Attachment 1).
He reported that the year ended with approximately $15 million in General Fund revenues above forecast.

SCHOOL FACILITIES BOARD (SFB) - Report on Projection of Deficiencies Corrections Costs.

Mr. Patrick Fearon, JLBC Staff, said that the focus of his report is on the quality of the sample that was used to project the
deficiencies cost.

Representative McGrath, referencing a newspaper article she had read, asked what the process was for the School Facilities
Board to acquire land for new school sites.

Dr. Philip E. Geiger, Director, School Facilities Board, said the Cave Creek School District requested the purchase of 15
acres of land inside a development.  The developer said he had no interest in providing any donations or contributions.
About 1 mile away was a state owned parcel of land that the state would provide the district in a land lease, which would
cost the state virtually nothing.  Basically Cave Creek School District said they wanted to buy land in that particular location.
The land is being offered to the SFB at a price of $120,000 an acre.  Cave Creek School District was again offered the option
of a land lease, particularly since the school district indicated they would be bussing students.  Even though they would be
inside the development, most of the students would be bussed.  The difference in bussing would be somewhere between 1
and 2 minutes longer and the savings to the state would be $1.8 million.  We therefore declined to  select the parcel which
they felt was essential.  The school district instead used local bond money and built one on their own.

In response to a question by Representative McGrath regarding the numbers of students being bussed, Dr. Geiger said that
there is a school about 1 mile away but it is full and most, if not all the students, would have to be bussed.  Dr. Geiger said
that with free state land the state should not be paying $1.8 million for premium property.

Senator Cirillo noted when going through the assessment you add the potential that inflation may raise the cost 8%.  You
then add in the margin of error of 7%, and yet the statistical data on the study shows that the margin of error is plus or minus
7%.  Why do you not add 3.5% rather than 7%.  Dr. Geiger said they want to provide the most conservative numbers.  Their
hope is when they come back to give final numbers it is something less then $1.17 billion.  To give a 95% confidence level
they would have to have 320 schools in their sample and they only have 86.

Representative Weason stated that the Legislature passed a 30% state tax credit for developers who take the option to donate
property to the schools.  She asked how much that has cost Arizona so far.  Dr. Geiger said the tax credit would not actually
take effect until January 1, 2001.  Since last October they have been able to obtain $29 million of donated property from
developers.   The developers have been very enthusiastic and eager to make this contribution and realize they have an
obligation, after putting up hundreds of homes, to do something for the schools.  Of the $29 million, there have been no tax
credits, it has been strictly a contribution.

Representative Weason asked if any other states are going in this direction for acquiring land for schools.  Dr. Geiger
indicated that he wasn’t aware of any but he would investigate it.
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Representative McLendon asked how much FlexTech participated in the assessment or did the SFB do most of it.
Dr. Geiger said they deducted from the payment to FlexTech $77,000 for the SFB conducting this stratified sample.  The
SFB used FlexTech information, but the SFB visited every one of the school districts they evaluated.  About one-fourth of
the data came from FlexTech, however, the balance was from SFB staff.

Representative McLendon asked what was the original amount of the contract and how did they arrive at the amount of
$77,000 to deduct.  Dr. Geiger said it was $2.667 million, and they deducted the $77,000 on a per square foot basis.   Dr.
Geiger said that the SFB deducted 100% of what FlexTech would have gotten paid for doing the schools in terms of the
stratified samples.

Senator Jackson said at the time the SFB was being formed and they were working on the standards, they were asked to look
into new facilities for communities that must transport their children over long distances.  Dr. Geiger said he has met with
members of the school board association at their convention, and spoke to school board members who are on reservations in
the state.  They are discussing this item at their school board meeting on October 6 which is being held in Kingman.  They
have a study committee working on this to give the School Facilities Board some indication of the current parameters to be
considered.  Some students have as much as 2-1/2 hours to school one-way which is unacceptable for anyone to be
travelling.  In January he expects the Board to take a formal position on resolving this problem.  Senator Jackson asked to be
kept informed on this issue.

Representative McGrath suggested the School Facilities Board rethink their process.  The state is having a problem with
affordable housing and the costs developers put into a home include their cost of donated land, taxes, etc.   The end result
being that home buyers are having to pay more for their homes to cover those costs.

DEPARTMENT OF CORRECTIONS (ADC)

A. Review of Two Private Prison Request for Proposals.

Mr. Brad Regens, JLBC Staff, referred to his handout which showed an update on the inmate population (Attachment 2).
Mr. Regens said that the graph shows there was only a growth of 19 new inmates a month in FY 2000, which is
significantly below projections of 132 new inmates per month.  The other tables on the handout show different scenarios
for FY 2000 and FY 2001 year-end bed capacities.

Senator Cirillo asked if there were any studies at to what caused the inmate population decline.  Mr. Regens indicated he
has been working with the Courts and the Department of Corrections to try to determine why this decline happened.  One
possibility is a backlog of cases in Superior Court.  However, the U.S. Department of Justice came out with a report
which looks at prison population throughout the entire country and the growth in inmate population nationwide in total
numbers was at its lowest point since 1988.  Percentage growth was at its lowest point since 1979.  Nationwide there
appears to have been a slowdown and there is no solid information as to why that is happening.

Representative Weason requested a copy of the U.S. Department of Justice report on inmate population.

She asked how much money they were talking about for the appropriation of 132 inmates per month.  Mr. Regens said
approximately $4.5 million.  Representative Weason asked what the agency has done with the $4.5 million in this past
year since they have not used it on the 132 inmates per month as indicated.  Mr. Regens said they do not have that data
yet but they will be receiving the actuals for the department for FY 2000 this fall.  Representative Weason asked if the
$4.5 million is generally contained in the line item of Personal Services or Employee Related Expenditures (ERE).  Mr.
Regens responded it would be spread out through various line items.   She asked what discretion the Director has to
spend those funds on other things.  Mr. Regens replied that the department’s budget has been appropriated as a Modified
Lump Sum.  In order for them to take money from Personal Services or ERE they would need this Committee’s
approval.

Representative Weason asked what the shortage of correctional officers is at the Lewis Complex.  Mr. Regens said ADC
is about 500 FTE Positions short of capacity.  Representative Weason asked if it was possible for ADC to come before
the Committee to ask for approval to use the money for the 500 FTE Positions.  Mr. Stavneak responded that they could
for this upcoming year but unspent monies in FY 2000 would revert to the General Fund.
Representative Weason noted that in the analysis there is a bed deficit of 1,500 at the end of FY 2000.  She asked where
those individuals are being held right now.  Mr. Regens said the department is utilizing tents, double-bunking, and other
facilities that were not constructed to house inmates.
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There was further discussion on inmate population and prison bed capacity.

Representative Weason asked why the JLBC Staff memo states that the department’s proposal may meet the letter of the
law but not the spirit.  Mr. Regens said whether or not the proposal violates the letter of the law is a matter of debate.
There are some individuals that believe it meets the letter of the law because the proposal groups many nationalities
together.  Others say because American citizen inmates are not going there, you therefore have segregated by nationality.
While there is a debate regarding the letter of the law, this facility would house mostly Mexican Nationals, as they
comprise approximately 90% of all foreign national inmates, which appears to violate legislative intent and thus the spirit
of the law.

Senator Cirillo said if you look at the other side of the question there would be obvious productivity improvements to do
this.  It would seem to make great sense to have all Mexican Nationals in one place.  They would all have similar
demographic backgrounds, so if Mexican officials came here they would have everyone in one place which would be
good from a productivity standpoint in the handling of prisoners.

Mr. Chuck Ryan, Deputy Director, Prison Operations, Department of Corrections, responded that ADC is supporting the
privatization of the department’s one-way population, including criminal aliens.   One of  Mr. Ryan’s handouts
(Attachment 3) shows ADC has just under 3,000 criminal aliens incarcerated throughout the state of Arizona.  The vast
majority happen to be from Mexico, however, there are 59 countries represented by this population.

In terms of the type of inmate population ADC would put in the private prison, it would be a level 2, 3 and 4 custody
level.  They would not support, nor have they asked for, maximum security inmates to be placed there.  The idea of a 2, 3
and 4 level would allow this population to go up and down the custody levels based on their behavior or performance.

In response to the comment regarding the efficiency aspect, ADC currently has an arrangement with the Department of
Justice and INS.  ADC has agreed to keep the criminal aliens in a corridor institution in central Arizona for the ease of
the hearing officers to conduct detainer hearings and/or deportation hearings.  ADC has approximately 2,500 inmates in
its deportable population eligible for placement in the 1,000 bed facility.  All inmates, regardless of nationality that were
deportable, would be assigned to this prison.

Senator Lopez asked how the state benefits by doing this.  Mr. Ryan said the state benefits in a number of ways.  One of
the things they have done in the last several years throughout the prison system is to compartmentalize specialized
populations throughout the prisons, for management, safety and security reasons.  One of the realities in the agency is the
growth of the security threat group population.  ADC has validated 7 prison gangs and 500 inmates in the Arizona prison
system as security threat gang members.  Of that group, 200, or 40% comprise the gang called “Border Brothers.”  In
order to manage and reduce the violence and ensure the safety of all, they are now at the point of isolating the Mexican
Americans from Mexican Nationals either by cell block or by side’s of a prison yard.

Representative Weason noted that ADC has about 2,800 foreign nationals and indicates they would be able to take care
of 1,000 of them.  She asked about the other 1,800 inmates and would they pose a problem.  Mr. Ryan said
approximately 300 are level 5 inmates, and would stay in maximum security until such time as they are eligible for a
reduction.  The balance of 1,500 inmates would transfer to the private prison as long as they had a detainer and were
rendered deportable.  The 1,500 inmates would be in level 2, 3 and 4 facilities, and ADC would continue their strategy to
maintain some separation or control of the inmates within the prison unit to minimize the friction.  Representative
Weason asked how they determine what ratio of level is transferred to this kind of prison.  Mr. Ryan said in terms of
distribution of the beds it is proposed that 200 would be level 2, 400 level 3, and 400 level 4.

Representative Weason asked if there have been discussions on using the $4.5 million savings sustained because of the
reduced inmates coming in per month, on a correctional officer pay enhancement package at the Lewis Complex.
Mr. Ryan said there has and one of the things the Director is considering is a hiring bonus as a recruiting incentive.
ADC is considering to offer a bonus of between $2,000-$5,000 plus the stipend they already receive, with the
understanding that the employee would sign a commitment to stay with ADC for 2 years.  If the officer were to leave
they would have to reimburse the balance of the bonus on a pro rata basis.

Mr. Ryan said one of the other advantages to privatizing the prison population is it would provide them with an invoice.
Every year they apply for a federal grant through the State Criminal Alien Assistance Program (SCAAP) administered
by the federal government.  For example this past year they received a return of 34 cents on the dollar in terms of what it
costs to incarcerate a criminal alien.  By having 1,000 criminal aliens in a private prison all they have to do is submit the
invoice which will accompany the application.  He said they would be looking at a much greater return.  This last fiscal
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year in the state of Arizona, the majority of those funds, $9.5 million in SCAAP monies, were returned to the General
Fund. This year 2,220 inmates fit the application criteria but ADC does not yet know what the return will be.

Senator Pete Rios, stated that ADC has a very difficult job dealing with a difficult population.   However, he opposes this
particular proposal because of what it could do to the Hispanic community.  He said during the appropriations process a
footnote was added stating that ADC could not segregate its inmates based on race, ethnicity, or nationality.  Senator
Rios said the ADC RFP does exactly that and he felt it violates the letter of the law.  By segregating Mexican Nationals
and putting them all in the same facility they are basically posing a major danger to prison guards, their families, and
inmates and their families.  Senator Rios said Mr. Ryan implies this would be a one-way placement and the inmates will
be deported and never seen again.   Senator Rios said these inmates are criminals, they will be deported, but they have
family here, and will return after they are deported.   Many of these inmates are gang members.   There is a lot of conflict
between Chicano inmates and it also exists out on the streets.  The problem is when these inmates are all housed in the
same facility they will know who the prison guards are and the other inmates as well.  They will not be afforded the same
protection as they are given at ADC.  If there are threats against an inmate at ADC that inmate can be reassigned to a
different unit.  If there are death threats or extortion threats against a prison guard they can be reassigned as well.  What
will happen is many of these inmates are going to be right back in our communities.  They are going to know who
everybody is in these 1,000 beds and there will be widespread extortion.  What this proposal does is it places this
extortion squarely in our Hispanic communities.

Senator Gnant said if the ADC were to acknowledge the observations Senator Rios made about guards and/or inmates
that are victims of threats or extortion with regards to the current transfer policy, and if that were to continue in this new
prison, does that change your opinion at all.  Senator Rios said that does nothing for prison guards.  They would be the
same guards because it is a private prison and could not be reassigned anywhere else.  At an ADC facility you have a
mixed population, maybe 25% Hispanic for purposes of deporting and hearings and that would be fine.  In a mixed
population you have checks and balances.

Senator Bowers asked, if you have extortion now why would it be any different for a guard at another prison who is
under extortion.   Senator Rios said that if a prison guard is being squeezed because somebody wants them to bring
contraband into a particular unit then this prison guard could be moved to a different unit where he is not around that
particular gang member.  In a private company that reassignment is not a possibility.  Senator Bowers said as long as a
prison guard is in corrections this will happen because word spreads from one facility to another.  Senator Rios said from
people he has talked with when inmates are in a mixed facility the extortion and threats are lessened.

Mr. Ryan said  he understands Senator Rios’s perspective.  However, in terms of who goes into the private prison, those
gang members who are validated, regardless of their nationality, are not going to a private prison.  They are in the special
management unit for the balance of their sentence.  ADC has a validation process, intelligence officers throughout the
prison system that look for the cues, signals and conduct that tell them inmates are up to no good.

Senator Gnant said then as far as ADC knows this prison would be gang free.  Mr. Ryan said absolutely.  They would
identify and validate them and the gang member inmate would be removed from that prison and sent to Florence.
Senator Gnant asked what assurances ADC has that private prison management would be as good at identifying gang
members as ADC.  Mr. Ryan said ADC has staff on site with an intelligence gathering function.  They have worked with
the private prison contractors and have trained their staff in the same type of behavior.

Senator Lopez said most of the people he has talked with have been quite supportive because they thought these
individuals were people who have crossed the desert and been picked up by Border Patrol.  They do not realize that most
of the cases are not these type of people.  They are actually people who have committed a variety of crimes and have
spent a lot of time in this country.  When you explain that to them it makes it very difficult to try to explain why
segregation is good.  Senator Lopez said Mr. Ryan has not provided sufficient justification to merit segregation.

Mr. Ryan said in terms of the issue of public safety, ADC’s role is to protect everyone that is in the prison environment.
In order to provide that protection it is necessary to separate inmates on the basis of behavior and how they interact or
react with each other.  The Bureau of Prisons and INS here in Arizona have prisons at Eloy that are exclusively for
inmates that are deportable and on their way to their country of origin.  Without question, the majority of inmates there
are from Mexico.  Senator Lopez said if those inmates have been adjudicated and served their time, and their deporting
status is unknown yet or are being detained, generally you do not have the criminal element environment that we are
talking about.  Mr. Ryan said at Eloy there are 2 distinct populations:  the Bureau of Prisons facility operated by a private
prison contractor that houses convicted criminal aliens; and INS, which has an adjacent facility that houses inmates such
as Senator Lopez just described.
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Senator Rios said in the Federal Detention Center in Eloy a lot of inmates come from all over the country and will be
going back to their homes throughout the U.S.  Under the ADC proposal those inmates will be from Arizona and once
they are deported they will return to Arizona.

Senator Cirillo asked whether any other states are segregating inmates in prison.  Mr. Ryan stated that he did not know
but would find out.

Regarding the RFP, Representative McGrath noted that it requested that all bidders include a schedule that explains the
amount of monies from the per diem that will be assigned to a purchase price should the department exercise the
purchase option.  Representative McGrath mentioned she had requested, at the last JLBC meeting, the Attorney
General’s Office find out if this is legal.  She also requested DOA to check into this to see if we do this with any other of
our privatization efforts in the state.  She has not received a response from either of them on this issue.  At the last
meeting it was brought out that this was not part of statute.  This was something that the Department has undertaken on
their own.  Why are they allowed to continue to do this since it appears to be illegal.  Senator Gnant said that there is no
requirement that anyone submit an RFP if they do not like the terms.

Senator Gnant informed the Committee that he was going to break this down into 2 motions.

Representative Burns moved that the Committee give a favorable review of the RFP for the 400 minimum-security
Driving Under the Influence beds.  The motion carried.

Representative Burns moved that the Committee give a favorable review to ADC’s RFP for a 1,000 bed privately-
operated prison facility to house non-U.S. National inmates.

Representative McLendon asked about a point of clarification.  The motion is that we go against the JLBC
Recommendation and adopt a favorable review for the 1,000-bed facility as has been described by ADC.  Senator Gnant
said that is the intent of the motion.

Representative Burns said it was not going against the JLBC Staff recommendation, which was that the Committee may
wish to give an unfavorable review to the RFP.  The motion is to recommend a favorable review of the RFP for 1,000
private beds.

Representative McLendon spoke in opposition to the motion.  He said one thing the Committee is missing is that in the
budget hearings the Appropriations Committee members had problems with this and thus inserted a footnote.  The
footnote says before ADC releases a RFP for the 1,000 privately-operated beds to be opened in June 2001 the ADC shall
submit its plan for the category of beds to be privatized to the JLBC for review and the beds shall not be segregated by
race, ethnicity or nationality.  Budget hearings and a new budget cycle are coming up and this issue could be discussed
and recommendations made by the full Legislature at that time.  Senator Lopez also urged members to vote against this
proposal.

By a show of hands of 7 ayes and 6 nays, the motion carried..

Chairman Gnant recessed the meeting until the sound of the gavel.  The Meeting Recessed at 3:05 p.m.

The Meeting Reconvened at 3:20 p.m.

B. Consider Approval of Transfer of Appropriations.

Mr. Regens stated that this was a request to transfer appropriations in FY 2001 to privatize some of the inmate education
programs at the Arizona State Prison Complex (ASPC) - Lewis.  Representative Weason asked what the cost savings
was to use private teachers.  Mr. Regens said that ADC has estimated a savings of about $30,000 to the state.
Representative Burns moved that the Committee give a favorable review of the transfer of $1,751,000 in General Fund
monies to privatize some of the inmate education programs at the Arizona State Prison Complex - Lewis.  The motion
carried.

TRANSFER FROM: TRANSFER TO:
Personal Services  $1,382,500 Professional and Outside Services $1,751,000
Employee Related Expenditures         368,500 _________
       TOTAL $1,751,000 $1,751,000
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DEPARTMENT OF ADMINISTRATION - Review of Retiree Accumulated Sick Leave Rate.

Ms. Rebecca Hecksel, JLBC Staff, said that the Department of Administration requested the Committee to review its
recommendation to establish a FY 2001 Retiree Accumulated Sick Leave rate of 0.55% of the total benefit-eligible payroll.
She stated that a 0.40% rate provides sufficient funding to operate the program in accordance with current law.

Representative Burns moved that the Committee give a favorable review of a FY 2001 Retiree Accumulated Sick Leave rate
of 0.40% for the Department of Administration.  The motion carried.

DEPARTMENT OF ECONOMIC SECURITY

A. Review of Plan to Provide Matching Monies to Navajo Nation to Operate a Tribal Cash Assistance Program.

Mr. Stefan Shepherd, JLBC Staff, noted that there were members of the Navajo Nation available to address this item.
Senator Gnant said since it was unlikely there were any objections by the Committee to this item he would acknowledge
that the Navajo Nation members were there in support of this item.

Representative Burns moved that the Committee give a favorable review of  the plan to provide matching monies to the
Navajo Nation to operate a tribal cash assistance program.  The motion carried.

B. Report on FY 2001 Lump Sum Operating Budget Reduction Plan.

Mr. Shepherd said that he and Ms. Pat Mah, JLBC Staff were available to answer any questions on items 4B through 4E.
However, no Committee action is required, they are for information only.

C. Bimonthly Report on Arizona Works.

There was no discussion on this item and no Committee action was required.

D. Report of Case Management Satisfaction Survey.

Mr. Shepherd said as a point of clarification DES should submit the report when the survey is complete
(expected by October 1, 2000).  No Committee action was required.

E. Report on Additional FY 2000 Child Support Expenditures.

There was no discussion on this item and no Committee action was required.

GOVERNMENT INFORMATION TECHNOLOGY AGENCY/ARIZONA DEPARTMENT OF
ADMINISTRATION - Report on Statewide Technology Licensing Agreement.

There was no discussion on this item.

DEPARTMENT OF TRANSPORTATION (ADOT) - Report on Motor Vehicle Division Wait Times.

No Committee action was required.

Mr. Bob Hull, JLBC Staff, responded to Representative Weason’s question regarding the 17th Avenue construction project.
Mr. Hull stated that it has been identified as an ADOT project.  He spoke with Mr. David Jankofsky of ADOT, as to why
ADOT was doing construction on a city street.  Mr. Jankofsky said he wasn’t aware but would check on it.  Representative
Weason also asked about all the mature palm trees that are being cut down and why they were not being sold to a developer
or transplanted elsewhere on the capitol grounds.  Representative Weason said she would talk with Mr. Hull about this out of
Committee.

ARIZONA DEPARTMENT OF EDUCATION - Report on Proposed Transfer.

Senator Gnant stated this item was not being discussed at this time.
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DEPARTMENT OF VETERANS’ SERVICES - Review of Proposed Expenditures from the Veterans’ Home
Contingency Special Line Item.

Mr. Stavneak said this item was added to the original agenda book and there are 2 components to it.  One is a favorable
review, the second is an unfavorable review.  The Department would like to shift around some resources to do a more correct
cost allocation plan.  The basis of the JLBC Staff unfavorable review is that the full Legislature considered this in a bill
earlier this year and did not include that language and secondly, it will cost General Fund money in the long run.  JLBC Staff
thought it more appropriate to wait until the FY 2002-2003 biennium to address it at that time.

Representative Burns moved that the Committee give a favorable to the Department of Veterans’ Services proposed
expenditure plan for outstanding FY 2000 utility and water bills totaling $34,451.36 in FY 2000 from the Veterans’ Home
Contingency Special Line Item.

Representative McLendon asked if Mr. Pat Chorpenning, Director of Veterans’ Services, could address this issue.
Mr. Chorpenning said in reference to the favorable recommendation, certainly the department concurs with the JLBC Staff
recommendation.  The reason this particular situation occurred is that in February of this past year they were working with
ADOA for the purpose of coming up with specific stipends for the nursing staff.  A mistake was made with the information
that was put into HRMS and as a result those stipends were double paid.  They did recognize the mistake as they were closing
out, actually on July 13.  On July 14 they had a meeting and put together a recovery program that will take payments each
payday to recoup the money paid in error, which begins on August 25.  It will be completely recovered by the December 1
paycheck.  The problem is they have bills that need to be paid.  What was requested and recommended by the JLBC Staff is
they use the $34,451.36 from their Contingency Fund to pay those bills.  Mr. Chorpenning wanted to emphasize that the
monies they use at the Veterans’ Home is nothing more than spending authority.  It is monies they raise from charges from
the Home itself.  No taxpayer or General Fund monies are involved in either of these 2 issues.

The motion carried.

Representative Burns moved that the Committee give an unfavorable review of  the Department of Veterans’ Services
proposed expenditures for Personal Services, Employee Related Expenditures, and Rent for the Fiduciary Division for FY
2001 in the amount of $122,600.  The motion carried.

Without objection, the meeting adjourned at 3:35 p.m.

Respectfully submitted:

______________________________________________________
Cheryl Kestner, Secretary

______________________________________________________
Richard Stavneak, Director

______________________________________________________
Senator Randall Gnant, Chairman

NOTE:  A full tape recording of this meeting is available at the JLBC Staff Office, 1716 West Adams.
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DATE: September 7, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Lynne Smith, Senior Fiscal Analyst

SUBJECT: SCHOOL FACILITIES BOARD - CONSIDER APPROVAL OF INDEX FOR
CONSTRUCTING NEW SCHOOL FACILITIES AND REPORT ON STATUS OF
DEFICIENCIES CORRECTIONS ASSESSMENT

Request

The School Facilities Board requests that the Committee identify an index for adjusting the cost per
square foot for new school construction.  The School Facilities Board recommends that the Committee
select the Marshall Evaluation Service index for July 2000.  The new school construction per square foot
costs would be adjusted by the change in the comparative cost multiplier from July 1999 to July 2000 for
the Phoenix Class C (masonry bearing walls) construction indicator.  This would result in a 4.6% increase
in the per square foot cost guidelines for new construction as of July 1, 2000.

We have also requested that the board provide at the meeting its monthly update on the status of the
deficiency assessment process.  This packet does not include any materials on that subject.

Recommendation

The JLBC Staff recommends that the Committee approve the request.

Analysis

Students FIRST (Laws 1998, 5th Special Session, Chapter 1) established cost guidelines per square foot of
new school construction.  A.R.S. § 15-2041.D3c provides that the cost of new school construction
“. . . shall be adjusted annually for construction market considerations based on an index identified or
developed by the Joint Legislative Budget Committee as necessary but not less than once a year.”  In the
attached letter, the School Facilities Board requests that the Committee adopt the July 2000 Marshall
Evaluation Service index.  Previously, the Committee adopted the July 1999 figure from the same index.
The current rates and the JLBC Staff recommendation for adjusted rates are as follows:

(Continued)
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Grade Level Urban Cost per Square Foot
Rural Cost per Square Foot

(Urban x 1.05)
Current Adjusted % Increase Current Adjusted % Increase

 Preschool with Disabilities,
     Kindergarten to Grade 6 $  93.15 $ 97.43 4.6% $  97.81 $102.31 4.6%

Grades 7 to 8 98.33 102.85 4.6% 103.25 108.00 4.6%
Grades 9 to 12 113.85 119.09 4.6% 119.54 125.04 4.6%

The School Facilities Board anticipated these growth rates and has indicated that it does not plan to
request a supplemental increase to the FY 2001 new school construction amount of $200 million.  For
the upcoming budget, the School Facilities Board has not yet finalized the new school construction
amount.  However, the board currently estimates that the 4.6% adjustment would result in a FY 2002
General Fund increase of approximately $12 million.  This is based on the board’s current projection
that, without the index adjustment, it would instruct the State Treasurer to transfer roughly $260 million
for new school construction in FY 2002.  This would result in a total of roughly $272 million, including
the index adjustment.  Per A.R.S. § 15-2022, the board will report the final FY 2002 and the estimated
FY 2003 amounts to the Joint Committee on Capital Review by December 1, 2000.

The index also would make a relatively small adjustment to the building renewal amount, which results
from increasing school building values by 4.6%.  This would occur because building values are a
component of the building renewal formula.  The board is calculating this amount using its building
renewal model and will have the amount available by the JLBC meeting.  Again, the board does not plan
to request a FY 2001 supplemental, but will adjust the FY 2002 amount.

The JLBC Staff recommends continuing use of the Marshall Evaluation Service index because it is a
nationally recognized construction index that the Arizona Department of Administration (ADOA) has
used for ADOA building renewal for approximately the last 30 years.  ADOA subscribes to the service,
has found it to be reliable, and has agreed to make the quarterly reports available for use in determining
the School Facilities Board index.

The 4.6% construction inflation rate reported in the Marshall index was higher than the 1.5% inflation
rate measured by the GDP deflator for the same period.  This difference reflects a relatively high level of
construction, both in Arizona and nationally.  The resulting high demand for building materials and labor
has driven up construction prices.  In contrast, the GDP deflator is an average inflation rate that includes
industries that did not grow as fast as construction.

The July 1998 to July 1999 interval from the Marshall index was used as the first adjustment period
because 1) the Students FIRST legislation, which set the initial cost per square foot, was adopted in July
1998; 2) the state fiscal year begins July 1; and 3) the ADOA building system uses the July 1 date for this
same index for ADOA system building renewal.  For these same reasons, the JLBC Staff recommends
using the July 1999 to July 2000 figure from the Marshall index for the current year adjustment.  The
adjustment will apply to all new school and building renewal funding that is distributed by the School
Facilities Board in FY 2001.  (Building renewal monies are distributed in November and May.  New
school construction monies typically are distributed between January and April.

The JLBC Staff also recommends continuing to use the Phoenix rate from the index.  The Marshall index
includes rates for selected cities in Arizona, including Phoenix, but does not include an overall “Arizona”
rate.  We believe the Phoenix rate is appropriate because statute already provides a 5% increase for rural
schools.  In addition, statute provides that the School Facilities Board may modify the cost per square foot
for particular schools based on geographic or site conditions.

(Continued)
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Finally the JLBC Staff recommends continuing use of the “Class C” figure in the index, which is defined
as follows:  “Class C buildings have masonry or concrete exterior walls, and wood or steel roof and floor
structures, except for concrete slab on grade.”  The board has advised us that a majority of Arizona
schools fit this description.  Further, the Class C index tends to fall in the middle of the range of 5 classes
published by the Marshall Valuation Service.  The other classes include A) fireproofed steel frame, B)
reinforced concrete frame, D) wood frame, and S) metal frame and walls.

RS:LS:ss
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DATE: September 7, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Rebecca Hecksel, Assistant Fiscal Analyst

SUBJECT: ARIZONA DEPARTMENT OF ADMINISTRATION - REVIEW OF
PROPOSED FY 2001 CLASSIFICATION MAINTENANCE REVIEW (CMR)
ADJUSTMENTS

Request

The Arizona Department of Administration (ADOA) requests the Joint Legislative Budget
Committee (JLBC) review its recommendations for job classifications in the ADOA personnel
system to receive Classification Maintenance Review (CMR) adjustments.

Recommendation

The JLBC Staff is continuing to review the request, given the complexity of the issue and the
short time that we have had the information available for analysis.  We are working with ADOA
to address several concerns.  While the selected job classes appear to cover positions with high
turnover and disparity from market, we would like to understand the extent to which the CMR
proposal addresses the most serious problems in state government, given that there are
appropriated cost limits.  For example, were any large job series (such as correctional service
officers or nurses) excluded because their CMR adjustment would cost more than the
appropriated amounts?

Second, we are seeking additional information on the Administrative Service Officer positions.
The proposal grants this class series the largest portion of the CMR monies, $2,393,300
annualized, as well as the single largest increase given to one employee, $12,200 annualized.
The JLBC Staff has found that this class tends to be a “catch all” category that is difficult to
compare to market positions.

(Continued)
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Finally, the JLBC Staff is concerned with the large number of CMR adjustments that still do not
have a dedicated funding source.  ADOA currently is uncertain of the fund source for over
$341,800 ($683,600 annualized) of its recommended CMR adjustments.  If the proposed
adjustments are favorably reviewed and end up exceeding the appropriations, the Staff
recommends that ADOA return to the Committee with its proposal for revising the CMR
adjustments to stay within the appropriated amounts.

Background

Section 109 of the FY 2000 General Appropriation Act (Laws 1999, Chapter 1, 1st Special
Session) appropriates monies for FY 2001 CMR adjustments and requires ADOA to report its
CMR recommendations to the Committee for review on or before September 1, 2000.  These
CMR adjustments are raises that affect entire job classes.  The General Appropriation Act
specifies that CMR adjustments are intended to address job classifications within the ADOA
system that are critical to the orderly conduct of state operations and that are experiencing
substantially above average turnover or have current salary levels that are substantially below
comparable positions outside state service.  The adjustments shall be applied to all positions
within a single job classification.

The original appropriation provides $1,650,000 from the General Fund and $400,000 from Other
Appropriated Funds for the adjustments in FY 2001.  In addition to these monies, $598,700 from
the General Fund and $916,400 from Other Appropriated Funds were transferred from
unallocated FY 2001 merit salary adjustments.  This transfer was approved by the JLBC at the
September 9, 1999 meeting.  In addition, $94,000 from Other Appropriated Funds is available
from unallocated supplemental CMR monies appropriated by the Supplemental Appropriation
Act (Laws 2000, Chapter 3).  The following chart details the amount available for FY 2001 CMR
adjustments:

General Fund Other Appropriated Funds
Original Appropriation $1,650,000 $    400,000
Transfer from Unallocated 598,700 916,400
Supplemental               0      94,000

Total FY 2001 $2,248,700 $1,410,400
Annualized $4,497,400 $2,820,800

The appropriated monies will cover the six-month period beginning January 1, 2001 through the
end of FY 2001.  These monies will then be annualized to provide for the full year adjustment.
Any unallocated balance reverts to the fund from which it was appropriated on May 1, 2001
unless the Committee determines additional classification maintenance review adjustments are
necessary.

Analysis

The department identified 24 job categories, which include 105 classes and approximately 2,349
FTE Positions in 58 agencies for adjustments.  The job categories are listed in the attached
tables, and the ADOA request letter includes a brief summary of each of the 24 job categories.

(Continued)
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The department is recommending salary increases of 10% (or greater if needed to bring the
positions to the new grade minimum).  The average annual salary increase for the employees
currently in the selected job classes ranges from $1,630 to $6,810.  The average annual
adjustment for the affected categories is $2,060.

To select the job categories for recommendation, the department used the following criteria:  a
recommendation from an agency in the ADOA personnel system, turnover equal to or greater
than 20%, and average salary equal to or greater than 18.1% off-market.  Current state turnover
is approximately 17.1%.  The current market average salary exceeds the state average salary by
15.1%.  There were categories which met the above criteria but were not selected in order to stay
within the amount appropriated from the General Fund.  In addition, three classes were chosen
by the department that were not specifically requested by an agency.

Based on discussions with the JLBC Staff, ADOA attempted to use the same methodology as last
year to determine how many job classifications on its priority list to recommend for funding.
The department allocated monies to the job classes under consideration, in priority order, until
the General Fund appropriation was expended.  ADOA then calculated the corresponding Other
Fund amount.  Allocating the monies without regard to fund source allowed ADOA to choose
the job classes to receive CMR adjustments based only on the determined criteria (agency
request, turnover, and disparity from market), rather than funding or by-passing a job category
due to its fund source.  The department had to deviate from this method when it discovered that
the funding for the recommended positions exceeded the Other Fund appropriation.  In order to
bring the Other Fund CMR adjustments within appropriation limits, the department eliminated 4
classes consisting of a total of 22 positions.  ADOA pulled these classes out of the CMR priority
order because their proposed CMR adjustments equaled to the overage in appropriated Other
Fund monies.

ADOA is still waiting for agencies to respond with the funding source for $341,800 of the
proposed January 1, 2001 CMR adjustments.  Once the funding sources are determined, ADOA
may have to eliminate some proposed classifications, reduce the level of the pay raise, or adjust
the rate at which the vacant positions are funded in order to remain within the General Fund and
Other Fund appropriations.  ADOA currently recommends that the vacant positions be funded at
80% of the full cost and that only this category be reduced if changes are necessary to stay within
the appropriated amounts.  Most of the positions are only temporarily vacant, although some
vacancies will never be filled.  This permits us to fund only a portion of the CMR adjustments
for the vacant positions.  However, the JLBC Staff is concerned that if the final funding level for
vacant positions is substantially lower than 80%, it will cause funding problems for the agencies
that receive CMR monies.  In that circumstance, agencies will probably not receive full funding
for the CMR adjustment.  They will temporarily absorb the unfunded increase, but ask for these
monies in the next budget cycle.  We have not typically funded such requests.

RS:RH:ss
Attachments

























Number of Category %
Primary 
Class %

Primary 
Class % Average CMR Total CMR

Job Category  Positions Turnover 1/ Turnover 2/3/ Off Market 3/ Increase $ Increase $

Examiner Technician 305 27.41% 28.13% 22.00% $2,300 $785,400
Dispatcher 27 46.15% 46.15% 20.00% 3,000 86,400
Groundskeeper 44 27.08% 25.00% 29.00% 3,700 127,400
Water Resource Specialist 130 30.28% 52.94% 53.00% 3,700 596,700
Budget Control Development Specialist 55 24.47% 66.67% 20.00% 4,300 282,100
Medical Technologist/Lab Technician 35 29.93% 29.93% 20.80% 3,400 120,200
Program Compliance Auditor 95 18.03% n/a 43.00% 5,600 606,400
Environmental Engineer 106 25.79% 33.33% 25.00% 5,000 586,900
Human Service Worker 201 21.53% 16.78% 47.00% 1,900 470,200
Supplies Warehouse/Driver 170 14.73% 8.33% 31.89% 3,100 603,500
Natural Resources Technician 72 3.85% n/a 32.00% 3,600 275,500
Personnel Analyst 96 14.51% 9.38% 26.00% 4,400 374,600
Public Health Sanitarian 9 n/a n/a 25.00% 3,800 32,000
Administrative Services Officer 489 11.38% 13.19% 31.00% 4,500 2,393,300
Welder/Machinist 17 18.00% n/a 18.00% 3,400 62,700
Health Program Manager 124 22.00% 14.29% 22.00% 5,900 805,000
Correctional Food Services 9 28.57% 28.57% n/a 2,500 25,700
Park Ranger 138 12.88% 15.71% 41.00% 3,800 682,300
Recreational Therapist 28 14.29% 14.29% 30.00% 3,700 109,500
Data Entry Operator 49 44.90% 27.27% 16.00% 2,200 109,500
Mail Clerk 44 17.00% 28.57% 17.00% 2,300 113,400
Collection Supervisor 42 27.27% 27.27% 16.00% 3,300 153,900
Engineer Plans Technician 53 48.47% 75.00% 30.00% 3,600 213,400
Physical Plant Director 12 60.00% 60.00% 29.00% 4,700 63,400
        TOTAL 4/ 2,350 -- -- -- -- $9,679,400
       AVERAGE 4/5/ -- 25.59% 31.04% 28.03% $3,700 --

1)  The average shown is a weighted average.  Turnover statistics were not provided by ADOA for each individual class. 
2)  The average shown is a weighted average.
3)  The primary class is the position iniatally selected to receive a CMR adjustment.  ADOA then allocated CMR adjustments 
      to related classes that are affected by the increase given to the primary class.  
4)  Increases shown are annualized from the January 1, 2001 CMR adjustment.  
5)  Non-weighted average.

ANNUALIZED FY 2001 CMR INCREASES
Attachment 1



Accountancy, Board of $2,500 1
Department of Administration 486,900 123
Agriculture, Arizona Department of 52,900 14
AHCCCS 559,400 92
Attorney General - Department of Law 49,400 9
Banking Department, State 4,000 1
Building and Fire Safety, Department of 23,400 6
Commerce, Department of 29,900 7
Contractors, Registrar of 57,200 21
Corporation Commission 136,500 46
Corrections, State Department of 737,400 181
Cosmetology, Board of 13,600 4
Deaf and Hard of Hearing, Commission for the 4,600 1
Economic Security, Department of 1,623,600 454
Education, Department of 201,400 40
Emergency and Military Affairs, Department of 109,800 29
Environmental Quality, Department of 659,100 124
Equalization, State Board of 4,000 1
Exposition & State Fair Board 14,900 5
Game and Fish Department, Arizona 120,800 33
Geological Survey 4,000 1
Health Services, Department of 1,098,800 220
Historical Society of AZ, Prescott 5,500 2
Industrial Commission 14,000 4
Insurance, Department of 82,900 20
Juvenile Corrections, Department of 122,500 33
Land Department, State 253,800 57
Liquor Licenses & Control, Department of 17,700 3
Lottery Commission, Arizona State 31,200 8
Medical Examiners, Board of 5,500 2
Mines & Mineral Resources, Dept. of 5,300 1
Nursing, Board of 16,900 6
Parks Board, Arizona State 722,200 147
Pioneers' Home, Arizona 20,200 7
Psychologist Examiners, Bd. Of 3,700 1
Racing, Arizona Department of 14,100 5
Radiation Regulatory Agency 3,600 1
Real Estate Department, State 29,300 9
Residential Utility Consumer Office 4,000 1
Retirement System, Arizona State 19,200 3
Revenue, Department of 506,500 175
Secretary of State, Department of State 4,000 1
Technical Registration, Board of 6,900 3
Transportation, Department of 1,194,600 312
Treasurer, State 23,000 5
Veterans' Services, Department of 28,600 8
Water Resources, Department of 540,800 120
Water Infrastructure Finance Authority 5,000 1
Weights and Measures, Department of 8,100 2
     TOTAL $9,683,200 2,350

Attachment 2
ANNUALIZED FY 2001 CMR ADJUSTMENTS BY AGENCY

Number of
 PositionsIncrease $

Total CMR
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DATE: September 7, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Tom Mikesell, Fiscal Analyst

SUBJECT: ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY - REVIEW OF
REQUEST FOR PROPOSALS ON THE VEHICLE EMISSIONS INSPECTION
PROGRAM CONTRACT

Request

Pursuant to A.R.S. § 49-545 the Arizona Department of Environmental Quality (ADEQ) requests
Committee review of the Request for Proposals (RFP) to be used to hire a contractor to operate the
vehicle emissions inspection program beginning January 2, 2002.

Recommendation

The JLBC Staff is continuing to review the RFP given the complexity of the issues involved.  In light of
this, JLBC Staff will not provide a formal recommendation until next week.  However, an initial look at
the RFP reveals several highlights, including:

• Most fee changes will no longer be considered “contract amendments”.  Since JLBC is currently
required to review all contract amendments, the Committee would no longer review most fee
changes.  The new contract, however, would result in the Legislature appropriating all test fees
(currently only a small portion is subject to appropriation).  To the extent that fee increases require
increased appropriations, the Legislature would still have oversight of fee revisions.

• The contractor will be required to install On Board Diagnostics (OBD) testing capabilities at each
station.  The OBD test is to be conducted with the IM-147 test pursuant to federal law.  The test can
check for emission problems through a link with the vehicle’s on board computer.

• The contractor will be required to report more useful performance measures.  In addition, we will
receive more accurate customer wait time data.

• Performance bonds and more  extensive liquidated damages provisions are being added to guarantee
performance.

• Fraud detection measures will be instituted, including videotaping of test lane operations and covert
audits by third parties.

(Continued)
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• Test stations will be designed to allow motorists to leave the line without passing through the testing
bay.  The value of adding this “exit” lane should be evaluated in light of the possible capital cost.

• Similar to the current contract, ADEQ is required to pay monetary penalties to the contractor if the
program is repealed by the Legislature, which would limit our ability to switch from a centralized to a
decentralized program during the contract time period.

Analysis

Background
As a result of federal air quality regulations and state law, ADEQ provides for the inspection of motor
vehicle emissions in portions of Maricopa and Pima counties.  Since 1976, some form of vehicle
emissions inspection has been required in these areas.  Over the years, more stringent federal standards
coupled with population growth in Arizona led to enhancements in the operation of the inspection
program.  The current program, operated by an independent contractor, provides one of the most stringent
levels of vehicle emissions control in order to comply with the federal air quality requirements.

From 1995 to December 1999 the program used an enhanced IM-240 test on vehicles made in 1981 and
newer and a basic steady state loaded and curb idle test for vehicles made from 1967 to 1980.  In January
2000, the enhanced IM-240 test was replaced with an IM-147 test to meet the state implementation plan.
In addition, federal law requires the use of OBD testing of motor vehicle emissions in Maricopa County.
The OBD check is a process by which a vehicle’s computer can report emissions problems through plug-
in test equipment.  The OBD process is not currently allowed to be used in-lieu of other required modes
of testing, but may if federal law changes.  The RFP requests pricing for testing using OBD in
conjunction with the IM-147 test.  It also requests pricing of OBD testing in-lieu of other forms of testing
should federal standards change.

The RFP Process
To continue it efforts toward meeting the federal standards, ADEQ must provide for the continued
operation of the vehicle emissions program.  The current contract is scheduled to end December 31, 2001;
therefore ADEQ must hire a contractor to produce the program services when the current contract expires.
The contractor hiring process requires that ADEQ advertise a RFP that details the program requirements
and other expectations that must be met by the contractor.  Interested parties in turn provide proposals that
demonstrate how they would operate the program, how much it would cost motorists, and the elements of
the program cost.  A Selection Committee will then select the best proposal, based on method of
approach, overall cost as determined by test fee amount, experience, expertise, and reliability of the
contractor’s organization, and conformity with the RFP requirements.  The selected contractor will begin
implementing an inspection network in order to begin actual testing on January 2, 2002.

Due to public document requests, ADEQ has already provided the RFP to interested parties in draft form.
Based on discussions with staff from Legislative Council and the Attorney General’s office, it appears
that in general the release of this type of document for public records requests is appropriate if no material
harm results.  However, ADEQ does not plan to formally advertise the RFP until after the Committee
reviews it.

ADEQ produced this RFP with input from the Arizona Department of Administration and the Arizona
Attorney General’s Office.  In general terms, it explains how the proposed vehicle inspection program is
to be constructed and operated, how contractor performance will be measured and assured, and how
contract bids are to be prepared.  Some sections of the RFP directly address requirements of state law
such as minimum staffing, hours of operation, and contract length.  Other sections of the RFP address
elements developed at the discretion of ADEQ, such as method for calculating and adjusting test fees,
performance guarantees and measurement, fraud protections, and customer service, as discussed below.
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Motorist Test Fee
According to the RFP, when vehicle owners go to a test station, they will pay a Motorist Test Fee to the
contractor.  This fee will have two components:  the ADEQ Program Costs and the Contractor’s Test Fee.
The ADEQ Program Costs component will fund ADEQ’s administration of the vehicle emissions
inspection program, and will be set by ADEQ based on legislative appropriation.  The Contractor’s Test
Fee will compensate the contractor for expenses of operating the inspection program.

Under the existing contract, the contractor collects the full test fee and then gives a portion to ADEQ to
cover program administrative costs and retains the remainder.  Under the proposed RFP, the contractor
will collect the Contractor Test Fee and the ADEQ administrative fee and then send the full amount to
ADEQ for deposit in the Vehicle Emissions Inspection (VEI) Fund.  ADEQ will then pay the contractor
its share based on the total number of vehicles inspected, and retain the remainder for program
administration costs.  Because the VEI Fund is an appropriated fund, both the payments to the contractor
and the ADEQ program cost component will be subject to annual legislative appropriation.

The RFP requires bidders to specify the test fees they would charge by type of test (IM-147 and/or OBD
or basic test) and test area (Maricopa or Pima County).  Also, the test fees will be based on varying initial
contract lengths (5 ½ or 6 ½ years) and renewal periods.  The test fee is expected to include all elements
of contractor cost per test.  The Contract Pricing Schedule to be used by bidders is attached.

In their proposals, bidders will include a Cost Model that shows the component costs (fixed and variable)
of the test fees.  The component costs are to be assumed over the life of the contract so as to minimize any
fluctuations in the fee during the 5-7 year time period.  Using this model together with data and
instructions included in the proposal, ADEQ will be able to independently derive the test fee for the initial
contract period and any renewal periods.

Though the Contractor’s Test Fee is intended to be fixed for the life of the contract, there are two
instances where the fee for any or all categories of tests may be adjusted.  In one instance, a Cost Model
Factor such as vehicle population, interest rates, or labor costs may change.  In developing a Cost Model,
the bidders must estimate a range of expected cost factor values over the life of the contract.  Starting
November 1, 2002, and annually thereafter, the contractor can submit data indicating a factor change
within the range of expected values.  After verifying the data, ADEQ may then recalculate the fee using
the Cost Model.  For example, if the vehicle population changes from what was originally estimated, it
may be necessary to recalculate the test fee to account for the change in revenue to the contractor.  If the
population change is within the stated range, the new fee may be implemented on July 1 without an
amendment to the contract.

Because a fee change of this type may be implemented without a contract amendment, JLBC review
would not be required for it to become effective.  While the Legislature would usually review any
changes to the fee through the appropriations process under the new contract, ADEQ may no longer have
to seek legislative input for every fee change, especially for any reductions.  Because fee revenues will be
appropriated, the Legislature appears to implicitly set fee amounts in setting the appropriation level.
During the first year of the biennial budget, the legislature will review the recommended fees and
associated revenues to determine an appropriation level for the following 2 years.  If a fee increase is
necessary in the second year of a biennium, the legislature may adjust the appropriation level as a
supplemental adjustment to the biennial budget.  If ADEQ decides to reduce the fees, however, the
Legislature may not necessarily be involved as it would not require an appropriation increase.  At its
discretion, however, the Legislature could reduce the appropriation to account for reduced revenue that
may be associated with a fee or population reduction.
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Another instance in which the test fee may change is if the program requirements change or if a Cost
Model Factor changes so much that it is outside the range used in the Cost Model.  In either circumstance,
ADEQ will negotiate necessary changes outside of the Cost Model with the contractor through an
amendment to the contract.  For example, if vehicle population changes to the extent that it is outside of
the cost model range, it may require an infrastructure change to the network.  Making this type of change
would require a change to the cost model and, therefore, a contract amendment would be necessary.  The
JLBC has the statutory responsibility to review all emissions inspection contract amendments and would
thus review all changes to the cost model.

Performance Measures
There are several performance measurement requirements in the RFP that will help ensure an effective
testing program.  While the previous contract had data reporting requirements, the data submissions were
not targeted towards measuring effectiveness.  These measures in the RFP include:

• Daily station loading, utilization, vehicle throughput, and queuing statistics.
• Weekly test counts, vehicle inspection reports, and inspector activity reports.
• Monthly test fee collections, pass/fail test results, no-final outcome vehicles, and waiver- related

statistics.
• Acceptance test procedure to demonstrate that all processes successfully perform in a dry run

mode and receive ADEQ approval prior to operation.

Performance Guarantees
To provide assurances that the vehicle emissions inspection program is built and operated properly,
ADEQ included performance bond and liquidated damages provisions in the RFP.  The contractor will be
required to provide performance bonds of $4,000,000 and $2,000,000 as security to the state during the
implementation and operation stages of the program, respectively.  The current contract does not include
a performance bond provision. Also, there are clearly specified monetary damages that the contractor
must pay if certain program benchmarks and data reporting requirements are not met during the
development and operation of the testing program.  The liquidated damages provisions in the new
contract are an improvement over those in the old contract because they are based on data measured over
a smaller time frame and are based on more specific indicators of performance.

Motorist Wait Times
The RFP provides specific directions as to how long motorists will be expected to wait when they get
their vehicles tested.  According to the RFP, no more than 40% of all motorists shall wait longer than 15
minutes for an inspection and no more than 20% of all motorists shall wait longer than 30 minutes for an
inspection.  The current contract includes general wait time standards, however, the measurement of
motorist wait times is based on the observations of testing station staff.  With the new contract, a Wait
Times Monitoring System will be required.  This system will provide precise measurements of daily wait
time statistics to show that the specified standards are being met.  The contractor will be required to pay
monetary damages to ADEQ if wait time benchmarks are not met.

Customer Service
The RFP requires the contractor to supply real-time testing information to the Motor Vehicle Division
(MVD), which will allow motorists to obtain a vehicle registration immediately after their emissions test.
Presently the contractor sends testing information to MVD four times a day, which can delay the
registration process to the next day for motorists who receive emissions tests late in the day.  Also, testing
stations will need to be constructed in a manner that allows motorist waiting in line for a test to leave the
line early if desired, rather than waiting to exit the station through the testing bay.  The value of these
improvements will depend on the incremental cost as part of the overall fee.

(Continued)
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Fraud Protections
In order to protect against fraud or violence in the testing stations, the contractor will be required to install
video surveillance equipment that will monitor activities in the testing lanes.  Videotapes will be available
for review by ADEQ.  Also, the contractor will be required to hire a third party to perform covert
performance audits of the testing station operations, a change from the existing contract’s requirement
that ADEQ pay for these services.  Additional fraud prevention measures will include signage, vehicle
inspection report security procedures, and rotation of personnel among stations.  These measures will be
in addition to any surveillance activities that may be undertaken by ADEQ.

Issues of Legislative Interest
There has been legislative interest in decentralization of the emissions testing program.  Current law
requires a centralized vehicle emissions inspection program.  In the event that the centralized program is
repealed in favor of a decentralized approach, RFP provisions require the state to compensate the
contractor for its losses due to ending the contract early.  There is no contingency in the RFP for the
program format to switch from a centralized to a decentralized design.

Timeline
ADEQ plans to advertise the RFP in mid-September and targets December 15, 2000 as the date to hire a
contractor.  The contractor is expected to implement the program beginning January 2001, with full
system operation expected January 2, 2002.

RS/TM:ck
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DATE: September 8, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Gina Guarascio, Senior Fiscal Analyst

SUBJECT: OFFICE OF THE ATTORNEY GENERAL – REVIEW ALLOCATION OF
SETTLEMENT MONIES (Nine West Group, Inc.)

Request

Pursuant to a footnote in the General Appropriation Act, the Office of the Attorney General
requests review of the allocation of funds received from the Nine West Group, Inc. settlement.

Recommendation

The JLBC Staff recommends a favorable review to the Attorney General’s allocation plan.  We
are concerned, however, that the Attorney General’s office appears to be funding programs that
require continuing funds with this one-time settlement.  The Attorney General’s office, however,
has said that grant recipients are aware that the monies are one-time.

Analysis

The FY 2000 and 2001 General Appropriation Act contains a footnote that requires JLBC review
of the allocation or expenditure plan for settlement monies over $100,000 received by the
Attorney General or any other person on behalf of the State of Arizona.  The Office of the
Attorney General recently settled a case that will result in the receipt of settlement monies over
$100,000.

The case, filed in conjunction with each of the other states, the District of Columbia, and some
U.S. territories, alleged a price-fixing scheme by the Nine West Group, Inc.  Stores that did not
follow pricing policy risked losing advertising dollars.
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The settlement requires the Nine West Group, Inc. to pay a total of $34 million, of which $30.5
million will be set aside to benefit consumers, and $3.5 million will be used to pay costs and
administrative expenses, including attorneys’ fees.  Arizona expects to receive between $5,000
and $10,000 for attorneys’ fees, and approximately $525,000 to benefit consumers instead of
consumer restitution.

According to the terms of the settlement, the Attorney General must allocate the $525,000 to
“the State, a political subdivision, a not-for-profit corporation and/or a charitable organization
with express conditions that the funds be used to fund women’s health, educational, vocational
and safety programs.”  The Attorney General’s  allocation plan is as follows:

Recipient Type of Program Allocation

Maricopa County Bar
Foundation

Child and Family Resources,
Inc.

- New program to provide safety planning and
advocacy to victims of domestic violence
and whose kids are at risk of being removed
due to alleged neglect/abuse.

$133,000

$  67,000

Hopi and Navajo Nations - Health education program. $  40,000

United Phoenix Fire Fighters
Association

- Women’s educational programs in 20 cities
across state.

$  20,000

- Purchase of a van to provide transportation
for women to medical clinics, job training
and classes.

$  15,000

- Educational program for Spanish-speaking
women.

$  45,000

Women’s Foundation of
Southern Arizona

- Educational and mentoring services to young
women.

$  50,000

- Media campaign regarding domestic
violence.

$  10,000

Citizens of Arizona to Prevent
Gun Violence

- Gun Safety campaign. $  50,000

Fresh Start Women’s
Foundation

- Fund printing of guides to legal and financial
services and a mentoring program.

$  40,000

Arizona Coalition on
Adolescent Pregnancy and
Parenting

- Survey and program geared to the Latina
community.

$  20,000

YMCA - Vocational training program for residents of
transitional shelter.

$  30,000

Junior League of Tucson - Various projects. $   5,000

TOTAL $525,000

The Attorney General’s Office does not believe the General Appropriation Act footnote applies
to these settlement monies but has supplied the JLBC with information on this settlement as a

(Continued)
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matter of courtesy.  The Attorney General notes that the footnote requires notification of
settlements received on behalf of the state, and contends that since the State of Arizona was not
an injured party, settlement dollars are on behalf of injured individual consumers and not the
state.

The settlement, however, does not dictate who may expend the monies.  A state agency could
spend them, as long as the monies are spent for the benefit of women.  The Attorney General’s
Office has made the public policy decision to allocate these funds in a particular manner.  The
intent of the footnote was to allow the JLBC to provide its input on just such a distribution plan
as this proposal.  As a result, the JLBC Staff recommends that these types of plans be brought
before the Committee.  Legislative Council concurs with the JLBC interpretation.

The JLBC Staff recommends a favorable review of the Attorney General’s allocation plan for
monies received pursuant to the Nine West Group, Inc. settlement.  However, to the extent that
new programs are being created with these one-time funds, the JLBC Staff has some concerns
regarding future obligations for the state.  According to the Attorney General’s Office, recipients
of settlement funds understand clearly that these funds are one-time, and do not create an on-
going obligation on the part of the State.

RS/GG:ck
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DATE: September 6, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Lynne Smith, Senior Fiscal Analyst

SUBJECT: JOINT LEGISLATIVE BUDGET COMMITTEE - APPROVAL OF 2002
STRATEGIC PROGRAM AREA REVIEW CANDIDATES

Request

The Joint Legislative Budget Committee (JLBC) Staff requests that the Committee consider a
preliminary list of Strategic Program Area Review (SPAR) candidates.

Recommendation

This item is for information only and no Committee action is required.  The JLBC Staff
recommends that the Committee consider information during the next month and approve SPAR
candidates at the next JLBC meeting.

Background Information

Laws 1999, Chapter 148 amended the Program Authorization Review (PAR) process into the
Strategic Program Area Review (SPAR) process.  A.R.S. § 41-1275 defines a “strategic program
area” as a program, function or activity of state government conducted by one or more budget
units, subdivisions, or entities and including all personnel, facilities, equipment, and funding
(including federal, state, local, and other funding).  While PARs looked at individual programs,
SPARs emphasize cross-agency program areas.  Following is a description of the current SPAR
Process:

(Continued)
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Determine Program Areas
A.R.S. § 41-1275, as amended, provides that the JLBC shall determine which program areas will
be subject to each biennial SPAR process.  (In prior years, the programs to be reviewed were
named in a bill.)  The JLBC Staff, in consultation with the Governor’s Office of Strategic
Planning and Budgeting (OSPB), shall recommend a list of program areas for the SPAR process
to the JLBC by January 1, 2001 (per statute, by January 1 of each odd-numbered year).  The
statute also provides that state agencies may submit SPAR candidates.  The JLBC shall
determine those program areas that are subject to SPAR from the list of program areas submitted.
The JLBC Staff has started to develop its recommendations and is seeking Committee input
before finalizing the list of SPAR candidates.

Self-Assessment
By June 1, 2001, each agency involved with a program area that has been named by the
Committee for the upcoming SPAR process shall complete a self-assessment.  The self-
assessment shall address the efficiency and effectiveness of each operation and whether current
operations are consistent with legislative intent.

Report
By January 1, 2002, the JLBC Staff and OSPB shall evaluate the program areas and jointly
produce a report of their findings and recommendations to the President of the Senate, Speaker
of the House, and Governor.  The findings and recommendations shall 1) describe the personnel,
facilities, equipment, and funding by all entities; 2) address the efficiency, effectiveness,
necessity, and, if applicable, whether the program area should be consolidated into one agency;
and 3) recommend whether to retain, eliminate, or modify funding and related statutory
references.

Consideration by Legislature
A.R.S. § 41-1275 provides that the Speaker of the House and President of the Senate shall assign
all SPARs to the Appropriations Committees.  The President and Speaker may additionally
assign a SPAR to a standing committee.  Per statute, the committees shall hold at least 1 public
hearing to receive public input and develop recommendations to retain, eliminate, or modify
funding and related statutory references.

Analysis

Choosing Program Areas
Attached are a list of SPAR suggestions from state agencies and a list of potential
recommendations generated by the JLBC Staff.  We have not yet finalized the JLBC Staff
recommendations to the Committee.  In addition, OSPB currently is developing its
recommendations for SPAR candidate and plans to share these by late September.  The JLBC
Staff recommends that the Committee take the following month to consider various SPAR
candidates and then approve a list at the October meeting.  We will seek legislator input and
make ourselves available for discussion with legislators prior to the October meeting.  While the
statute does not require recommendations to the Committee until January 2001, deciding them at
the October meeting will allow agencies more time to complete the self-assessments and will
allow the JLBC Staff to concentrate on FY 2002/2003 budget development during November
and December.

(Continued)
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Number of Program Areas
The Committee also must determine the number of program areas to undergo the 2002 SPAR
process.  Last year, the legislative committees reviewed the SPARs during the regular session.
The Appropriations Subcommittees each reviewed 1 program area, for a total of 3 SPARs.  We
recommend that the Committee consider the workload for each legislative committee.  In
general, we would expect multi-agency SPARs to be more complex than previous 1-program
PARs.  If the chosen program areas are complex, you may want to choose only 1 SPAR per
Appropriations Subcommittee.  If the program areas are less complex, you might choose to do
more.  In addition, legislators may want to become involved in the SPAR process prior to the
finalization of JLBC Staff findings and recommendations.  For example, legislative committees
could meet in September or October to review the self-assessments and direct the areas of
emphasis for the JLBC Staff to investigate during its evaluation.  Again, the JLBC Staff will seek
legislator input on this issue prior to the October meeting.

RS:LS:ss
Attachments
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2001-2002 SPAR Topics
Agency Nominations 1/

Agency Program Area Description of Program

Administration, AZ
Dept. of

Travel Reduction Promotes a reduction in state employees’ travel in
single occupancy vehicles.  There are also travel
reduction requirements for the private sector and
schools.

Suggested by the
Auditor General

Investigators of Civil
Enforcement

Numerous commissions and boards have complaint
investigators.  A SPAR could evaluate whether it
would be more efficient to centralize the
investigative role similar to the Office of
Administrative Hearings.

Suggested by the
Auditor General

Aircraft Operations The Auditor General suggested reviewing the use of
state aircraft and other aircraft programs at the Dept
of Transportation, Dept. of Public Safety and the
Game and Fish Dept.

Corporation
Commission

Railroad Safety Enforces railroad safety relating to track
maintenance, equipment safety, and rail-highway
crossings.  This would be a single program/agency
SPAR.  Could also include ADOT with regard to
rail-highway crossings.

Corporations Division Regulates public utilities and the securities industry,
grants corporate status, and ensures safe railroads
and gas pipelines.  Could also include the Secretary
of State’s Business Services program, which is
responsible for corporate filings and trademark
registration.

Economic Security,
Dept. of

Home & Community
Based Services
(DACS)

Provides home and community based services such
as respite, housekeeping, and attendant care.  Could
also include home and community based services
provided in AHCCCS and DHS.

Coordinated Homeless
Programs

Planning and coordination of community based
organizations that provide services to assist the
homeless.  Could also include DHS behavioral
health and housing programs provided by the
Regional Behavioral Health Authorities and the
Dept. of Commerce housing programs.

Game and Fish Dept.,
AZ

Game Management Manages game-wildlife populations by regulating
hunting and assessing habitats.

Regents, AZ Board University Library
Operations

Provides library services to the universities.

_______________
1/  Unless otherwise noted, each agency nominated its own programs.
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Tax Appeals, State
Board of

Appeals process Provides a process for taxpayers to appeal decisions
by the Department of Revenue (DOR) and the
Office of Administrative Hearings (OAH).  SPAR
could also include DOR and OAH.

Transportation, Dept. of MVD 3rd Party This would be a single agency SPAR and might
include comparing the efficiency of using 3rd Parties
vs. doing the activity in-house.

Highways
Administration Traffic
Operations

This would be a single agency SPAR and might
include comparing the use of technology to relieve
traffic congestion vs. building more roads.

Treasurer, State Credit card usage Bill passed during the 2000 legislative session
allows agencies to accept credit cards.  The State
Treasurer suggested that a 2003-2004 SPAR could
include the primary agencies that decide to take
advantage of the new process.



Attachment B

Agencies Requesting Exclusion from 2002 SPAR Process

Agency Reason

Banking Department, State Too small - just one program

Corrections, State Dept. of Undergoing performance audit

Dental Examiners, State Board of Too small - just one program

Environmental Quality, Dept. of Focus on 13 performance measures

Gaming, Dept. of No suggestions

Health Services, Dept. of Too many reviews

Public Safety, Dept. of Undergoing performance audit

Real Estate, Dept. of No suggestions



Attachment C

Possible 2001-2002 SPAR Topics
JLBC Staff

Agency Program Area Description of Program

Land Dept., State
Mines & Mineral Resource, Dept. of
Mines Inspector, Dept. of
Geological Survey, Arizona

Dept. of Natural
Resources

These agencies perform related functions.
In some states these functions are
centralized in one agency.

Economic Security, Dept. of
Education, Dept. of
Commerce, Dept. of
Community Colleges, St. Board of

Job Training All of these agencies provide some type of
job training.

AHCCCS
Health Services, Dept. of
Courts
Criminal Justice Commission, AZ
Revenue Sharing
Water Resources, Dept. of

County Assistance State monies pass-through all of these
agencies.  SPAR could research whether it
might be more efficient to consolidate the
funding.

Pioneers’ Home, AZ
Veterans’ Services, Dept. of
U of A Medical School/Hospital
Arizona State Hospital
Juvenile Corrections, Dept. of
Corrections, State Dept. of
Health Services, Dept. of
AHCCCS
Economic Security, Dept. of

Prescription Drugs All of these agencies purchase prescription
drugs or contract with providers who
purchase prescription drugs.  Given the high
cost of medication, the SPAR could examine
implementing bulk purchasing or group
discounts.

Commerce, Dept. of
Water Resources, Dept. of

Greater AZ
Development
Authority/Water
Infrastructure
Finance Authority

The 2 agencies operate similar types of
programs.  The SPAR could research the
effectiveness of this type of program.

Health Services, Dept. of
Judiciary

Children’s
Behavioral Health

Both agencies contract for behavioral health
services for, at times, similar populations.

Parks Board, Arizona State
AZ State Museum in ABOR

Cultural
Preservation

Both agencies perform cultural preservation.
In some states this function is centralized.

Environmental Quality, Dept. of Water Quality
Assurance
Revolving Fund
(WQARF)

A.R.S. § 49-282H requires that the WQARF
program undergo the PAR process at
specified intervals, including 2002.  PARs
have subsequently been changed to SPARs.
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DATE: September 6, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Steve Grunig, Research/Fiscal Analyst

SUBJECT: NATUROPATHIC PHYSICIANS BOARD OF MEDICAL EXAMINERS - REPORT
ON EXPENDITURES FOR INSPECTIONS

Request

Laws 1999, Chapter 308 requires the Naturopathic Physicians Board of Medical Examiners to submit a
report on its expenditures for inspecting schools of naturopathic medicine, clinical, internship,
preceptorship and postdoctoral training programs, naturopathic graduate medical education programs and
naturopathic continuing medical education programs.

Recommendation

This item is for information only and no Committee action is required.  To date no expenditures have
been made for inspections.  The board has submitted rules which should be adopted in December.  After
rule adoption, $35,900 is expected to be spent on inspections in FY 2001.

Analysis

Laws 1999, Chapter 308 requires the Naturopathic Physicians Board of Medical Examiners to submit a
report to the JLBC at the end of each fiscal year on its expenditures for inspecting schools of naturopathic
medicine, clinical, internship, preceptorship and postdoctoral training programs, naturopathic graduate
medical education programs and naturopathic continuing medical education programs.  Chapter 308
appropriated $50,000 in FY 1999 from the Naturopathic Physicians Board of Medical Examiners Fund
and allowed the board to employ one FTE employee for this purpose.  The monies are non-lapsing
through FY 2001.

The attached letter from the board indicates that there were no expenditures in FY 1999 or FY 2000 for
inspections because the board had not adopted rules for the approval of naturopathic programs.  In FY
2001, the board plans to spend $35,900 for Personal Services, Employee Related Expenditures, and
related expenses for a program compliance specialist who will conduct inspections.

RS:SG:jb
Attachment
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DATE: September 6, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Indya Kincannon, Fiscal Analyst

SUBJECT: DEPARTMENT OF JUVENILE CORRECTIONS – REPORT ON
EDUCATION TECHNOLOGY PILOT PROGRAM EXPANSION

Request

In response to the Committee’s request, the Department of Juvenile Corrections (DJC) submitted
a report evaluating its education technology pilot program at the Adobe Mountain facility.  The
report concludes that the pilot was successful.  As a result, DJC intends to expand the pilot
program to all of its facilities.

Recommendation

This item is for information only and no Committee action is required.  Although the pilot
program appears to be successful from a qualitative standpoint, the JLBC Staff believes that DJC
could have made a better effort to quantitatively assess the program. The department has
informed us, however, that it can absorb the expansion costs within existing resources and does
not require an additional appropriation.

Analysis

At its meeting on June 4, 1998, the Committee favorably reviewed the Department of Juvenile
Corrections’ request to spend $400,000 of sudden growth monies deposited to the department’s
Juvenile Education Fund on an education technology pilot program at the Adobe Mountain
facility.  The Committee also requested that DJC submit a report on the pilot program once it had
been adequately evaluated.  The pilot program has been fully operational since December 1998.

(Continued)
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Prior to the pilot program, computers were not a major part of DJC’s educational curriculum.
The pilot program brought computers, networks and other technical infrastructure improvements
into Adobe Mountain’s school system and introduced curricular changes to the school, such as
orienting a student’s academic training to his personal career goals.  Under the pilot program, the
student to computer ratio is approximately 4 to 1.  The pilot program also enables a student to
study core academic subjects at his own individual pace and level while a teacher is available to
answer questions and provide further instruction.

In comparison, the educational programs at DJC’s other facilities are more conventional.  There
are fewer computers and the computers are less integrated into the curriculum; the students are
more likely to receive instruction as a class as opposed to individually; and, tailoring lessons to
different ability levels is more difficult.

The department evaluated the program by comparing students in the pilot program to other
students using the same curriculum across the nation.  On average, the DJC students gained 2.3
semesters in math and 2.1 semesters in reading for every 1-semester gain by students nationwide.
While promising, a better evaluation would have compared DJC students in the pilot program to
DJC students not in the pilot program.  This would have ensured that the populations being
compared were comparable.  Most DJC students, for instance, are several years below the typical
grade level for their age, and may therefore gain more rapidly than the average student who is
already at grade level.  Although such controlled experiments are difficult to implement given
the movement of juveniles among DJC facilities, it seems the department missed an opportunity
to evaluate the pilot program in a more meaningful way.

Even though the quantitative results of the pilot program are unclear, the program appears to be
successful from a qualitative standpoint.  The JLBC Staff visited classrooms participating in the
pilot program and observed that the students were engaged in their schoolwork, and the teacher
was able to provide instruction on an individual basis while other students were working on the
computers.  Teachers and administrators also spoke favorably of the pilot program.

The department is already in the process of upgrading the technical capacities of its other
schools.  In May 2000, the Government Information Technology Agency approved a $245,450
project that will make the expansion of the pilot program feasible. The bulk of the costs will be
one-time infrastructure and equipment upgrades.  Ongoing costs for software licensing total
$9,300 annually, but the department has stated that it can absorb those costs within its existing
resources.  The department expects the expansion to be complete by February 2001.

RS/IK:ag
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DATE: September 7, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Lorenzo Martinez, Senior Fiscal Analyst
Steve Grunig, Research Fiscal Analyst

SUBJECT: ARIZONA BOARD OF REGENTS - REPORT ON UNIVERSITY FACULTY
TEACHING LOADS

Request

The Arizona Board of Regents (ABOR) is submitting an annual report documenting progress in
increasing faculty teaching loads at Arizona universities.

Recommendation

This item is for information only and no Committee action is required.  Average teaching loads for tenure
track faculty increased slightly for the entire university system from Fall semester 1998 to Fall semester
1999.

Analysis

A General Appropriation Act footnote requires ABOR to “… submit an annual report to the Joint
Legislative Budget Committee by July 31, 1999 and July 31, 2000 documenting the progress in increasing
faculty teaching loads at Arizona universities.”  The report is to contain information on direct classroom
teaching loads based on regularly scheduled student credit hours taught by tenure track faculty in each
semester.

The report indicates that average teaching loads for tenure track faculty increased slightly for the entire
university system from Fall semester 1998 to Fall semester 1999.  Average teaching loads increased at
Arizona State University (ASU)-West, ASU-East, and Northern Arizona University (NAU), while
average teaching loads decreased at ASU-Main and the University of Arizona (U of A). Differences in
teaching loads among campuses generally reflect differences in university missions.  Faculty at the ASU
and U of A main campuses devote a significant portion of their time to research.  As a result, their
teaching loads differ from teaching loads at NAU, where faculty devote less time to research.

(Continued)
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Attachment A shows the Fall 1999 teaching load for each university campus by tenure track position.
Attachment B shows the Fall teaching load averages from 1996 to 1999.

The ABOR cover letter references their use and tracking of other annual outcome measures and
accountability reports.  Attachment C is the cover letter from the ABOR Arizona University System 2000
Report Card.  The letter highlights the measures selected to track the progress and performance of the
Arizona university system.  Faculty teaching load information is not included in the report card.
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DATE: September 7, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Bob Hull, Principal Research/Fiscal Analyst

SUBJECT: DEPARTMENT OF TRANSPORTATION - REPORT ON HIGHWAY
MAINTENANCE LEVELS OF SERVICE

Request

The Arizona Department of Transportation (ADOT) is presenting its report on Highway Maintenance
levels of service, which was due August 31, 2000.

Recommendation

This report is for information only and no Committee action is required.  The report indicates that the
levels of service improved for the 4 categories of Highway Maintenance which received additional
funding in FY 1999.  Focusing attention on Highway Maintenance levels of service has increased
ADOT’s awareness and has helped ADOT to improve in this area, but more work remains to be
done.  ADOT needs to continue refining its Highway Maintenance level of service performance
measurements.  ADOT has reported verbally that they cannot yet tie Highway Maintenance funding
levels to levels of service, but they believe that they will be able to begin using such ties in their FY
2004 and FY 2005 biennial budget request two years from now.

Analysis

Highway Maintenance levels of service refers to the percentage of roads statewide that meet ADOT’s
minimum acceptable standards for 9 categories of Highway Maintenance (pavements, traffic safety,
shoulders, roadside, drainage, landscape, snow & ice, vegetation, and rest areas).  To make level of
service a truly viable budgetary performance measure and to begin increasing the level of service of
Highway Maintenance statewide, ADOT was appropriated $1,000,000 from the State Highway Fund
in FY 2000 and $2,000,000 in FY 2001.  A 1999 General Appropriation Act footnote requires ADOT
to report to the Committee by August 31, 2000 and 2001 on the current levels of service for each of
the 9 categories of Highway Maintenance.  The reports are required to include the results of the
additional funding, and an explanation of ADOT’s progress in improving its assessment of levels of
service and of assigning costs to different levels of service.
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After receiving training, personnel in ADOT’s 9 maintenance district offices are asked to evaluate
the 9 maintenance categories on a pass/fail basis using quantitative standards.  For example,
Pavement is evaluated by the number of cracks in the roadway, and surface roughness.  A review of
their results is provided by Highway Maintenance management.  This past year ADOT refined some
of its standards and level of service data.  For instance, ADOT decided to raise their pass/fail criteria
for their minimum acceptable standard for Pavements.  This caused ADOT to restate the level of
service for Pavements in FY 1999 from the 93% reported last year to 72% meeting ADOT’s current
higher minimum standard for Pavements.

ADOT used its $1,000,000 of funding for FY 2000 to improve safety (Traffic Safety and Shoulders)
and in areas of high visibility (Landscape and Snow & Ice).  Traffic Safety, which includes signs and
striping, received $750,000 and improved from 65% in FY 1999 to 94% in FY 2000.  ADOT used
$100,000 to improve Shoulders drop-offs, which improved fractionally within the 91% range.
ADOT discovered that the reason Shoulders did not improve more, was because the maintenance
management costing system had overstated how many miles of Shoulders could be repaired for a
given amount of money.  Focusing attention on levels of service has increased ADOT’s awareness
and has helped ADOT to improve in this area.  Landscape, which covers the Phoenix and Tucson
areas, received $100,000 and improved from 58% in FY 1999 to 88% in FY 2000.  ADOT used the
$50,000 for Snow & Ice to establish the 65% level of service based on a targeted study in the White
Mountains.  The following table summarizes ADOT’s results for FY 2000.

Highway Maintenance Levels of Service for FY 1999 & FY 2000

Category

FY 1999
% Meeting

Minimum Standards

FY 2000
Distribution of

$1,000,000
FY 2000
% Goal

FY 2000
Actual % Meeting

Minimum Standards
Pavements 72% 70%
Traffic Safety 65% $   750,000 84% 94%
Shoulders 91% $   100,000 91% 91%
Roadside 97% 95%
Drainage 94% 90%
Landscape 58% $   100,000 64% 88%
Snow & Ice ---- $50,000 ---- 65%
Vegetation 77% 83%
Rest Areas 97% _________ 94%

Total 80% 1/ $1,000,000 86%
____________
1/  Total is calculated using 65% for the Snow & Ice category, which ADOT did not determine until FY 2000.

ADOT chose to use $1,050,000 of their $2,000,000 of funding for FY 2001 in the same 4 categories
as the previous year in order to equalize the level of service between districts, and to use the
remaining $750,000 to improve Drainage and $200,000 to improve Roadside (barriers, fencing and
guardrails).  With this money ADOT will target several sub-categories for Drainage and Roadside
that are low in particular districts to raise these sub-categories to 90%.  ADOT did not choose to
increase funding for Pavements, because they believe that Pavements is in generally good shape and
a small amount of money will not significantly improve the Pavements level of service.  ADOT
increased Snow & Ice from $50,000 in FY 1999 to $150,000 in FY 2000 in order to expand the
targeted study area to include both the White Mountains and Flagstaff and to refine their standard of
measurement for Snow & Ice.  The following table summarizes ADOT’s distribution of the
$2,000,000 appropriated for FY 2001, and their respective percentage goals for each category.
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Highway Maintenance Levels of Service for FY 2000 & FY 2001

Category

FY 2000
% Meeting

Minimum Standards

FY 2001
Distribution of

$2,000,000
FY 2001
% Goal

Pavements 70%
Traffic Safety 94% $     50,000 95%
Shoulders 91% $   750,000 94%
Roadside 95% $   200,000 96%
Drainage 90% $   750,000 94%
Landscape 88% $   100,000 91%
Snow & Ice 65% $   150,000 70%
Vegetation 83%
Rest Areas 94% _________

Total 86% $2,000,000

During the summer of 1998, ADOT began attempting to develop performance measures for Highway
Maintenance, which would directly tie different funding levels to the quantities and quality of
maintenance to be delivered.  At that time, ADOT contracted with a private vendor to assess public
perception of Arizona’s highway maintenance program.  The analysis indicated that Arizona residents are
generally satisfied with current maintenance efforts and rated ADOT maintenance as better than
maintenance by local jurisdictions and equal to or better than maintenance by other states.  On a scale of 5
for “very poorly maintained” to 1 for “very well maintained,” the public’s rating for 9 categories averaged
2.3 (paved surfaces, roadside, traffic control, drainage, snow and ice, shoulder, rest area, vegetation, and
landscape), while the public’s desired level of maintenance averaged 1.7.  ADOT has reported verbally
that they might reassess public perception of Arizona’s highway maintenance program during FY 2002.

As the State moves toward program budgeting, we would like to make level of service a truly viable
budgetary performance measure, which relates levels of funding to different levels of service.  This would
allow the Legislature to make policy decisions regarding Highway Maintenance funding levels based on
projected levels of service for given funding levels.  While focusing attention on Highway Maintenance
levels of service has increased ADOT’s awareness and has helped ADOT to improve in this area, more
work remains to be done.  ADOT needs to continue refining its Highway Maintenance level of service
performance measurements, and also needs to tie funding levels to levels of service.  ADOT has reported
verbally that they cannot yet tie Highway Maintenance funding levels to levels of service, but they
believe that they will be able to begin using such ties in their FY 2004 and FY 2005 biennial budget
request two years from now.

No Committee action is required.
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DATE: September 7, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Bob Hull, Principal Research/Fiscal Analyst

SUBJECT: ARIZONA DEPARTMENT OF TRANSPORTATION - REPORT ON MOTOR
VEHICLE DIVISION - SPECIAL PROJECTS

Request

The Arizona Department of Transportation (ADOT) submits a report on the results of its FY 1999 Special
Projects in the Motor Vehicle Division, which was due August 31, 2000.

Recommendation

This report is for information only and no Committee action is required.  ADOT has had difficulty
documenting and quantifying how much actual change in revenue might be due to any given special
project.  However, ADOT’s special projects have helped the department to improve customer service and
efficiency of the Motor Vehicle Division.

Analysis

Attached is ADOT’s report to the Joint Legislative Budget Committee, as required by a footnote in the
1998 General Appropriation Act.  It gives the status of each special project included in the FY 1999
appropriation for the Motor Vehicle Division.  Special Projects are computer and enforcement
enhancement projects, designed to increase vehicle registration and driver license revenues and
compliance.  The reports are designed to demonstrate that increased revenues exceed the costs of the
projects.  The footnote also required a report on these projects by August 31, 1999, which we presented to
the Committee last year.
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Last year we pointed out to the Committee several deficiencies with ADOT’s report for FY 1999,
including the following:

1) What ADOT had reported as “actual” accelerated and additional revenues for FY 1999 were not
actual hard revenue numbers that could be verified.  They were calculated estimates made by the
department based on its assumptions for each project.

2) We questioned the viability of some of ADOT’s assumptions and calculations.  We also noted
that ADOT’s reported total revenue of $38,766,500 for FY 1999 included $16,830,400 of
increased revenue and $21,936,100 of accelerated revenue from biennial registration (not
additional revenue from the registration of more cars).

3) ADOT reported the approved amounts for each project instead of the actual expenditures as
envisioned in the footnote because they had not tracked the costs by project.

The following table summarizes ADOT’s reports for FY 1999 and FY 2000.

STATUS OF ADOT’S FY 1999 SPECIAL PROJECTS

FY 1999 Revenue FY 2000 Revenue
Special Project Approved Cost Estimate Actual 1/ Expenditures 2/ Revenue

Accelerated Revenue
Biennial Registration

Phase III $   105,000 $17,000,000 $ 21,936,100 3/ $             0 $(4,541,900) 4/

Additional Revenue

Registration Compliance $1,232,000 $16,848,000 $11,741,900 $  400,000 $                0
Customer Based Driver License

and Title & Registration 
Systems 1,689,000 305,000 211,800 1,060,000 (254,200)  5/

Automated Vehicle Valuation 109,300 3,646,000 4,876,700 0 0
National Motor Vehicle Title
Information System 262,000 112,000 0 150,000 0
Expansion of Service
Alternatives      445,000                   0                   0                 0                  0
   Subtotal $3,737,300 $20,911,000 $16,830,400 $1,610,000 $(4,796,100)

Total $3,842,300 $37,911,000 $38,766,500 $1,610,000 $(4,796,100)

___________
1/ ADOT’s calculated estimate based on their assumptions.
2/ Carry-over balances from FY 1999 for one-time computer programming costs, which did not revert until June 30, 2000 in

accordance with a FY 1999 General Appropriation Act footnote.
3/ This $21,936,100 of accelerated revenue from FY 2000 into FY 1999, needs to be partially offset in FY 1999 by a total decreased

revenue of $(10,900,000) due to Phase II of Biennial Registration, including decreases of $(10,000,000) of revenue accelerated from
FY 1999 into FY 1998, and $(900,000) of second year $8 transaction fees not paid in FY 1999.

4/ ADOT will lose $(4,541,900) of revenue annually beginning in FY 2000 by not collecting the $8 transaction fee and $0.33 postage
fee in the second year of registration for half of the 1,090,500 biennially registered vehicles each fiscal year.

5/ Reflects the decreased amount of bad checks collected in FY 2000 compared to FY 1999.

Here is a brief description of each of the six special projects:
• Biennial Registration/Phase III - Accelerates a portion of vehicle registration revenue into the prior

fiscal year by allowing certain vehicles to be registered for two years instead of for one year.  This
also reduces the customer service workload and the number of annual vehicle registrations.  Thus,
any revenue increase which is accelerated into a given year is a revenue decrease by the same
amount in the following year.  Since Biennial Registration was fully implemented in August 1999,
ADOT reports that the revenue acceleration effect has been completely accounted for.
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• With 1,090,500 vehicles now registered biennially, ADOT will lose $(4,541,900) of revenue
annually beginning in FY 2000, by not collecting the $8 transaction fee and $0.33 postage fee in the
second year of registration for half of the 1,090,500 biennially registered vehicles each fiscal year.

• Registration Compliance - Additional revenue resulting from several initiatives to locate and
register unregistered vehicles.  Registration compliance includes following-up on items such as on
citizen complaints, internal leads from mandatory insurance, exchanges of out-of-state drivers
licenses for an Arizona driver’s license, and conducting sweeps of business parking lots.  ADOT
reports that they have completed computer programming enhancements, but no significant
additional revenue has been generated due to the Governor’s veto of special projects in FY 2000
and FY 2001, which included $1,310,000 and 36 FTE Positions for registration enforcement.

• Customer Based Driver License and Title and Registration Systems - Various projects to link
separate Motor Vehicle Division customer databases.  Additional or decreased revenue reported
here is the increased or decreased amount of bad checks collected compared to the prior fiscal year.
This project did not generate any additional revenues in FY 2000.

• Automated Vehicle Valuation - Uses list prices based on vehicle identification numbers to register
vehicles.  Additional revenue for FY 1999 was based on correcting existing incorrect list prices.
The list prices are now updated quarterly and entered directly from the database so that newly
registered vehicles are valued correctly.  This project did not generate any additional revenues in
FY 2000.

• National Motor Vehicle Title Information System - Uses a national database to check vehicle
histories.  No additional revenue has occurred yet since the customer inquiry function will not be
available until December 2000.

• Expansion of Service Alternatives - ADOT discusses its increased use of third parties and
electronic alternatives, such as interactive voice response and the Internet, to reduce its customer
service workload.  No additional revenue is associated with this project.

The total revenue decrease of $(4,796,100) for FY 2000 shown in the summary table needs to be
considered in conjunction with the $38,766,500 of accelerated and increased revenue reported for FY
1999.  In addition, $(4,541,900) of this total decrease is due to foregone vehicle registration transaction
and postage fees associated with a workload decrease of 545,250 fewer annual vehicle registration
renewals due to biennial registration.

The 1999 General Appropriation Act included $8,538,400 in each of FY 2000 and FY 2001 for 13 special
projects in the Motor Vehicle Division’s lump sum budget.  The Governor line item vetoed the
administrative footnotes associated with the special projects, which had the effect of eliminating this
funding.  ADOT reports that monies spent in FY 2000 on special projects were carry-over balances from
FY 1999 for one-time computer programming costs, which did not revert until June 30, 2000 in
accordance with a 1998 General Appropriation Act footnote.

ADOT has had difficulty documenting and quantifying how much actual change in revenue might be due
to any given special project.  However, ADOT’s special projects have helped the department to improve
customer service and efficiency of the Motor Vehicle Division.

No Committee action is required.

RS:BH:jb























STATE OF ARIZONA

Joint Legislative Budget Committee
STATE HOUSE OF
SENATE 1716 WEST ADAMS REPRESENTATIVES

PHOENIX, ARIZONA 85007
RANDALL GNANT BOB BURNS

CHAIRMAN 2000 PHONE (602) 542-5491 CHAIRMAN 1999
GUS ARZBERGER BARBARA BLEWSTER
RUSSELL W. “RUSTY” BOWERS FAX (602) 542-1616 LORI S. DANIELS
SCOTT BUNDGAARD SALLY ANN GONZALES
EDWARD J. CIRILLO http://www.azleg.state.az.us/jlbc.htm BILL MCGIBBON
JACK C. JACKSON JEAN HOUGH MCGRATH
JOE EDDIE LOPEZ BOB MCLENDON
JOHN WETTAW CHRISTINE WEASON

DATE: September 6, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Beth Kohler, Fiscal Analyst

SUBJECT: DEPARTMENT OF EMERGENCY AND MILITARY AFFAIRS – REPORT
ON CAMP NAVAJO FUND

Request

Pursuant to A.R.S. § 25-152(F), the Adjutant General of the Department of Emergency and
Military Affairs (DEMA) is required to report by August 31 of each year on the activity in the
Camp Navajo Fund.

Recommendation

This item is for information only and no Committee action is required.  DEMA reports the fund
received $7.2 million in revenues and interest earnings and expended $7.6 million in FY 2000.
The fund balance at the end of FY 2000 was $6.5 million.

Analysis

A.R.S. § 25-152(F) requires the Adjutant General to report to the Governor, the Speaker of the
House, the President of the Senate, and the JLBC by August 31 on the activity in the Camp
Navajo Fund during the prior fiscal year.  Camp Navajo, located near Flagstaff, serves as both a
National Guard training site and a munitions storage area.  The site currently stores munitions for
the United States Navy, the United States Air Force, the Defense Logistics Agency, the Defense
Intelligence Agency, and NASA.

The Camp Navajo Fund is non-appropriated and consists of monies from federal and other
government sources that are received in exchange for storage and maintenance of munitions at
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Camp Navajo.  The fund also consists of interest earned on the investment of fund monies.
These monies are used for the operation and maintenance of Camp Navajo, with expenditures for
Personal Services, general operations, and capital projects.

The table below reflects FY 2000 revenues and expenditures for the Camp Navajo Fund.

Beginning Fund Balance $  6,894,700

Revenue 6,835,200
Interest Earnings      345,800
Total Revenue $  7,181,000

Total Available $14,075,700

Expenditures
Personal Services and ERE $  3,949,000
Other Operating Expenditures 2,342,600
Capital Expenditures   1,319,400

Total Expenditures $  7,611,000

Balance Forward 1/ $  6,464,700
____________
1/ Capital expenditures of $3.4 million have been approved for FY 2001, which may substantially

draw down the balance in FY 2001.

In FY 2000, the fund received a total of $7.2 million in revenue and interest earnings and
expended $7.6 million.  This reduced the fund balance by $0.4 million to $6.5 million at the end
of FY 2000.

DEMA predicts that this fund balance will be reduced further as capital expenditures increase.
Officials indicate that maintaining the Camp Navajo capital infrastructure is a high priority for
the department and a main use for Camp Navajo Fund monies.  As of July 13, 2000, Camp
Navajo had $3.4 million in approved capital projects for FY 2001.  Projects include a $1.5
million new Missions Complex, a $0.5 million water distribution system, and a $0.4 million
waste water treatment plant.

It is not clear, however, whether the entire planned amount will be spent in FY 2001.  The FY
1999 report indicated $3.6 million in approved capital projects for FY 2000, however, only
$1.3 million was spent.  DEMA officials indicate that the department typically does not complete
all approved projects within a given year because total available revenue may not be sufficient to
cover all projects.  Given that the FY 2001 fund balance should be large enough to cover both
operating expenditures and a majority of the approved capital projects, DEMA expects capital
expenditures to increase this year.
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DATE: September 7, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Stefan Shepherd, Senior Fiscal Analyst

SUBJECT: DEPARTMENT OF ECONOMIC SECURITY - REPORT ON LONG TERM CARE
SYSTEM FUND FISCAL ISSUES

Request

Pursuant to a request made by the Committee at its May 16 meeting, the Department of Economic
Security (DES) is presenting an update on issues related to fiscal control and future capitation rates for the
Long Term Care (LTC) and Developmental Disabilities programs.

Recommendation

This item is for information only and no Committee action is required.  DES indicates that it is working
with the Arizona Health Care Cost Containment System (AHCCCS) to have a Federal Fiscal Year
(FFY) 2001 capitation rate by November 1, 2000.  If this timetable is met, it will be a significant
improvement over prior years.  The time and effort the two agencies are making by meeting biweekly on
this issue may help in achieving this goal.

Regardless of the final decision on the capitation rate, DES appears to have a FY 2001 budget shortfall.
In part, this shortfall is due to the excess FY 2000 costs not being fully funded in the FY 2001 budget.
The ultimate size of the shortfall is yet to be determined and will depend on caseload and the level of
federal capitation.  DES’ current high-side estimate of their unfunded General Fund supplemental is $4.9
million.

DES will present the Committee with another update on these issues on November 1.  In addition, we
request that DES provide information on the potential fiscal impact of its new Request for Proposal for
boarding and habilitation costs in the November 1 update, rather than in late December as indicated in the
attached report.  Late December will be too late to incorporate the correct FY 2001 base expenditures in
the development of the FY 2002-2003 budget.
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Analysis

The LTC program is the federal Title XIX portion of DES’ Division of Developmental Disabilities
(DDD) program.  AHCCCS contracts with DDD to provide services to developmentally disabled (DD)
clients meeting specific developmental and financial eligibility requirements in AHCCCS’ Arizona Long
Term Care System (ALTCS).  AHCCCS provides DDD a fixed capitation rate for each ALTCS client it
serves; the required state match is appropriated in the DES budget.  Rates set by AHCCCS are required to
be actuarially sound, based on claims and encounter data.

At its May 16 meeting, the Committee reviewed an expenditure plan presented by DES for increased
capitation rates in the LTC program and a transfer of monies from the Developmental Disabilities cost
center to the LTC cost center to help pay for the plan.  The transferred monies were to be used to match
increased capitation rates for FFY 2000, to pay for FY 2000 expenditures in excess of the increased
capitation rates, and to help pay outstanding FY 1999 LTC claims.

Although the Committee gave favorable reviews to both the expenditure plan and the funding transfer, it
requested this update from DES because of concerns raised by JLBC Staff in its memorandum for the
May 16 meeting.  Two concerns in particular raised questions about DES’ ability to control expenditures
in this program.  The first concern related to a 5% provider rate increase in FY 1999 that was in addition
to the FY 1999 direct care staff increase.  There was no funding set aside in the FY 1999 budget for such
an increase, nor was such an increase presented to the Legislature.  The second concern related to a per
person increase in “unmet need.”  Although DES presented JLBC Staff with anecdotal examples of how
per person costs may be increasing (e.g., aging caregivers, children with medical needs, new providers
serving previously unserved clients), they were unable to provide data showing how this affected overall
costs.  We noted that DES needs to do a better job in documenting these effects, presenting the data to
AHCCCS and the Legislature, and figuring out how DES can control costs where possible.

We received from DES on August 3 an update related to these issues.  We have attached the DES
response to the end of this memorandum.  Highlights from the update are below.

Negotiating capitation rates with AHCCCS:  DES/DDD has been meeting with AHCCCS every two
weeks with the goal of having final FFY 2001 capitation rates by November 1.  We discussed with
AHCCCS the potential for receiving final capitation rates by November 1.  They believed that the
November 1 target date was a reasonable one.  DES has, up to this point, been able to provide AHCCCS
with financial statements and encounter data to help AHCCCS set its capitation rate.  A financial audit of
ALTCS by the Auditor General will be used to determine the final capitation rate.  A draft of the audit is
due from the Auditor General by September 30.

New Request for Proposals (RFP) on Room and Board and Habilitation:  DES hired a contractor to
develop a new RFP for Room and Board and Habilitation services, effective January 1, 2001.  The RFP
was scheduled to be released in mid-August.  DES decided to delay the RFP because the original RFP did
not give providers enough time to respond.  DES will set a new release date for the new RFP shortly.  The
update indicates that the fiscal impact of the RFP will be shared with JLBC Staff in late December.  We
are concerned by this timeline because this may be too late for JLBC Staff to incorporate potential fiscal
impacts into our analysis of the FY 2002 and FY 2003 budget.  JLBC Staff hopes DES will be able to
present some information on the fiscal impact of the new RFP along with the November 1 update, rather
than in late December.
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Managing Costs:  DES continues to undertake administrative reviews prior to the development of any
new group setting and reviews support plans whose costs are 50% or more of the Intermediate Care
Facilities for the Mentally Retarded (ICF/MR) rate.  DES also believes that a couple of pilot projects –
one allowing families to use vouchers to purchase services and the other implementing “fair and
equitable” rates for services – may reduce costs.

Potential FY 2001 Shortfall:  At our request, DES put together a preliminary estimate of its FFY 2001
capitation rate for per person costs.  DES projects that its new monthly rate could be as high as $2,564.45
per person.  This amount is a 7.0% increase over the FFY 2000 budgeted amount of $2,396.79 per person.
In FY 2001, we budgeted for a 3.2% increase over FY 2000.  However, we have assumed that the rate
would be higher than the budgeted amount given that DES exceeded the budget’s assumptions for per
person expenditures in FY 2000.  Assuming 3.8% of the 7.0% increase is necessary to make up for
FY 2000 actual costs, the department’s FFY 2001 high-side preliminary estimate provides for a further
increase of 3.2%, which is approximately the budgeted rate of FY 2001 inflation.  Funding for FY 2001
included a supplemental set-aside estimate of $11,106,000 General Fund.  This set-aside estimate was not
formally added to the department’s budget.  DES believes that the $11,106,000 set-aside is not enough to
fund their preliminary estimate and plans to request additional supplemental funding.  According to DES,
a supplemental of $4.9 million General Fund above the set-aside would be needed to fund its preliminary
estimate.
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DATE: September 7, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Pat Mah, Senior Fiscal Analyst

SUBJECT: DEPARTMENT OF ECONOMIC SECURITY - REPORT INTENDED USE OF
DOMESTIC VIOLENCE SHELTER FUND

Request

Pursuant to a footnote in the General Appropriation Act, the Department of Economic Security
(DES) is reporting intended use of Domestic Violence Shelter Fund monies above $1,509,100 in
FY 2001 by $190,900.

Recommendation

This item is for information only and no Committee action is required. The fund has adequate
carry-forward balances to support the requested increase in expenditure authority from
$1,509,100 to $1,700,000 for FY 2001.  The fund’s ending balance for FY 2000 was $217,764
greater than FY 1999.

Analysis

The General Appropriation Act contains a footnote that requires the department to report to the
Committee any intended use of monies above the appropriated $1,509,100 in the Domestic
Violence Shelter Fund.  The footnote is intended to allow the department to make use of any
unanticipated receipts to the fund once the appropriated amount has been set by the Legislature.
The additional new receipts and carry forward balances will allow expenditures of $1,700,000
for FY 2001, an increase of $190,900 over the $1,509,100 appropriation.
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The monies are for the purpose of providing financial assistance to shelters for victims of
domestic violence.  Grant application procedures, eligibility requirements, and distribution of the
monies are outlined in A.R.S. § 36-3004 through A.R.S. § 36-3006.

Currently monies from the fund are distributed to 27 shelters across the state.  The $190,900 in
additional expenditures would be spread among the current 27 shelters.

The Domestic Violence Shelter Fund was first established in 1982.  Receipts credited to the fund
were from marriage and divorce fees.  Laws 1997, Chapter 79 changed the revenue source for
the fund to 8.87% of statutory filing and copy fees annually collected by the Clerk of the
Superior Court.  Pursuant to Laws 1998, Chapter 303, the fund also gets monies from voluntary
contributions using tax returns filed for FY 1999 and thereafter.  In addition, receipts may come
from federal grants, private grants, or other private gifts or contributions.

The following table shows past and anticipated receipts and expenditures from FY 1999 through
FY 2002.  The fund appears to have high ending balances, but distribution of the monies is
usually done only twice annually.  The first distribution occurs every July.  The fund has
adequate carry-forward balances to support the requested increase in expenditures of $190,900
for FY 2001.  The ending balance for FY 2000 was $217,764 greater than FY 1999.

Domestic Violence Shelter Fund

FY 1999 FY 2000 FY 2001 FY 2002

Beginning Balance $   737,777 $1,037,973 $1,255,737 $1,216,498
New Receipts 1,595,128 1,726,395 1,660,761 1,660,761

Total 2,332,905 2,764,368 2,916,498 2,877,259

Expenditures (1,294,932) (1,508,631) (1,700,000) (1,700,000)

Ending Balance $1,037,973 $1,255,737 $1,216,498 $1,177,259
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DATE: September 7, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Pat Mah, Senior Fiscal Analyst

SUBJECT: DEPARTMENT OF ECONOMIC SECURITY - REPORT ON THE
ELECTRONIC BENEFITS TRANSFER (EBT) PROJECT

Request

The Department of Economic Security (DES) has been submitting quarterly reports on
implementing the EBT project, as required under Laws 1997, Chapter 300.  The department
reports in the attached letter dated August 25, 2000 its plan to discontinue these reports after
June 2000, since the project has been fully implemented.

Recommendation

This item is for information only and no Committee action is required.  The EBT project was
implemented to create cost savings.  Current data indicate that state savings have accrued faster
and are greater than anticipated.  Because the system has been fully implemented, the JLBC Staff
agrees that provisions of the law have been met.  Therefore, quarterly reports may be
discontinued.

Analysis

The EBT is a method of distributing Food Stamp and cash public assistance benefits through the
use of a plastic debit card.  Laws 1997, Chapter 300 authorized the EBT project, including
establishing a temporary oversight committee of private and public members that was abolished
in January 1998.
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The EBT project both automated and privatized the issuance of Food Stamp and Temporary Aid
to Needy Families (TANF) benefits.  The vendor for the electronic system is Citibank Services,
Inc., under a contract signed on October 1, 1997.  The signing of this contract occurred after it
was reviewed and approved by the Committee at its meeting in August 1997.

Once the contract was awarded, Laws 1997, Chapter 300 required the department to report
quarterly “on the implementation of the electronic benefits transfer system.”  Full
implementation of the project occurred in 1999 and the department is now indicating its intent to
discontinue the reports.   An attached chart shows the time schedule for implementing the
project.  The EBT system began as a pilot project in Pima County in July 1998 and was
operating statewide by August 1999.

Laws 1997, Chapter 300 also appropriated $308,400 from the General Fund in FY 1998 for new
FTE Positions to assist with needed interfacing between the department’s automated eligibility
determination data system for public benefits to recipients and the contracted vendor’s host EBT
transaction processing system.  The department began the EBT project with a staff of 5.5 FTE
Positions.  Staffing was reduced to 3.3 FTE Positions in FY 2001 since the implementation phase
had been completed.

Funds from already existing resources were used for the cost of the private vendor to operate the
electronic system.  This was money that had been used to support the old manual system of
providing benefits.  These reallocated funds were a combination of federal and state monies,
including $2,117,400 from the General Fund.

Cost savings were the reason for implementing the EBT project.  In the initial stages of the
project, the department estimated that there would be accumulated savings between FY 1999 and
FY 2004 of $1,394,900 for the state and $16,700,000 for the federal government.  In annual
terms, state savings of $333,300 were anticipated in FY 2001.  The department’s estimate was
based on the assumption that operating the EBT system statewide would cost approximately
$1,784,100 General Fund annually in FY 2001 versus the cost of the old manual system of
providing benefits at a cost of $2,117,400 General Fund annually.

Current data indicate that annual costs of the new EBT system are less.  Therefore, savings have
accrued faster and are greater than anticipated.  The new system under the private vendor is
reported to cost $1,105,025.  Since the old manual system cost $2,117,400, the new estimate of
FY 2001 savings is $(1,012,375).  The Legislature has already taken action to recoup some state
savings.  Because it was anticipated that the EBT system would create efficiency savings, the
1998 Legislature reduced the department’s General Fund monies by $(425,300) beginning in FY
1999.

We have asked the department to prepare an updated cost-benefit analysis for the project.  That
information will be sent to Committee members when we receive it.  We note from this analysis,
however, that a further reduction in the department’s General Fund appropriation may be
necessary if the Legislature wishes to recoup total savings from the project.  As we noted above,
we have recouped $425,300 of the $1,012,375 in FY 2001 savings.

Expenditures for the EBT project are summarized in the table below by fund source for FY 1998
through FY 2001.
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EBT Project Expenditures

FY 1998 FY 1999 FY 2000 FY 2001

Expenditures - DES Administration

General Fund $308,400 $240,000 $255,400 $119,300
TANF – Appropriated Federal Funds 0 54,400 55,000 25,800
Non - Appropriated Federal Match Funds 308,400 186,000 200,400   93,500

Subtotal $616,800 $480,400 $510,800 $238,600

Expenditures - EBT Vendor Service Contract

General Fund $1,738 $492,156 $1,105,025 $1,105,025
TANF – Appropriated Federal Funds 404 114,475 257,029 257,029
Non - Appropriated Federal Match Funds 1,334 377,680   847,996    847,996

Subtotal $3,476 $984,311 $2,210,050 $2,210,050

TOTAL – GENERAL FUND $310,138 $732,156 $1,360,425 $1,224,325
TOTAL – TANF 404 168,875 312,029 282,829
TOTAL - FEDERAL MATCH FUNDS 309,734 563,680 1,048,396    941,496

GRAND TOTAL $620,276 $1,464,711 $2,720,850 $2,448,650

In its last quarterly report dated June 2000, the department reports that there was nationwide
technical problems to EBT systems in May and June 2000.  The vendor, Citibank, switched
contractors for the system’s communications processor.  The result was processing delays,
erroneous transactions, and frustrations for merchants and customers.  The fix for the
communications problems, new operating software, was initiated in August.  The system is now
operating smoothly, but DES continues to monitor the performance of the system to prevent any
reoccurrence of the problems.

Future plans for the EBT project include adding the distribution of benefits for JOBS Training
Related Expense.  In addition, the department is exploring the use of EBT technology for making
direct payments to child day care providers.  These are enhancements that were not included in
the original proposal.

Since the project has been fully implemented in the state, the JLBC Staff agrees that statutory
reporting requirements have been met.  Therefore, quarterly reports to the Committee may be
discontinued.
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