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JOINT LEGISLATIVE BUDGET COMMITTEE
Thursday, September 21, 2006
9:30 a.m.
Senate Appropriations Room 109

MEETING NOTICE
-

Call to Order

-

Approval of Minutes of August 24, 2006.

-

DIRECTOR'S REPORT (if necessary).

-

EXECUTIVE SESSION - Arizona Department of Administration, Risk Management Services Consideration of Proposed Settlements under Rule 14.

1.

ARIZONA DEPARTMENT OF TRANSPORTATION- Review of Motor Vehicle Division
Counter Clerk Funding Shift Report.

2.

ARIZONA BOARD OF REGENTS - Review of FY 2007 Tuition Revenue.

3.

DEPARTMENT OF EDUCATION - Review of Kinder Morgan Settlement.

4.

ADMINISTRATIVE OFFICE OF THE COURTS - Review of Reimbursement of Appropriated
Funds.

5.

GOVERNMENT INFORMATION TECHNOLOGY AGENCY - Arizona Web Portal.

The Chairman reserves the right to set the order of the agenda.
09/13/06
People with disabilities may request accommodations such as interpreters, alternative formats, or assistance with physical accessibility.
Requests for accommodations must be made with 72 hours prior notice. If you require accommodations, please contact the JLBC Office
at (602) 926-5491.
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MINUTES OF THE MEETING
JOINT LEGISLATIVE BUDGET COMMITTEE
August 24, 2006
The Chairman called the meeting to order at 10:19 a.m., Thursday, August 24, 2006, in Senate Appropriations Room 109.
The following were present:
Members:

Representative Boone, Vice-Chairman
Representative Biggs
Representative Gorman
Representative Pearce
Representative Tully

Senator Burns, Chairman
Senator Bee
Senator Cannell
Senator Harper
Senator Waring

Absent:

Representative Burton Cahill
Representative Huffman
Representative Lopez

Senator Arzberger
Senator Garcia
Senator Martin

APPROVAL OF MINUTES
Hearing no objections from the members of the Committee to the minutes of July 27, 2006, Senator Burns stated the minutes
would stand approved.
ARIZONA DEPARTMENT OF TRANSPORTATION – Review of Third Party Quality Assurance Report.
Mr. Bob Hull, JLBC Staff, stated that this is a review of the Arizona Department of Transportation (ADOT) third party
quality assurance fourth quarter report for FY 2006. There has been a reduction in the backlog due mainly to a pilot project
where they reduced the percentage of transactions that the quality assurance section clerks. There is a footnote in the feed
bill which states that the department needs to report whether the 10% of transactions which they currently check can be
reduced to a statistically valid percent. They are still working on the statistical method to answer the footnote. ADOT is
working on the list now that they have lifted the moratorium. Effective August 15, 2006, one of the 118 entities on the
waiting list has opened a branch office. JLBC Staff recommends a favorable review of the quarterly report, given the
progress they have made, and recommends that the next quarterly report include the status of the 118 entities that had
previously been on the waiting list.
Senator Burns asked if there is a target date for the elimination of the waiting list.
Mr. Terry Trost, Budget Director, ADOT, said that the department is working towards the goal of December 31, 2006 but
does not have a set date.
Representative Pearce moved the JLBC Staff recommendation to give a favorable review of the third party quality assurance
report. The Committee further requests that the next quarterly report include the status of the 118 third parties that had
previously been listed on the waiting list. The motion carried.

-2DEPARTMENT OF ECONOMIC SECURITY
A.

Review of Proposed Implementation of Developmental Disabilities Provider Rate Increase.

Mr. Russell Frandsen, JLBC Staff, stated this item is Department of Economic Security (DES) developmental disabilities
(DD) provider rate increase plan. They were appropriated $8.2 million General Fund in order to raise provider rates from
a 100% of the FY 2006 benchmark rates. With their plan the action rate is to 100% of the FY 2007 benchmark rates
because DES lowered the inflationary increase for the FY 2006 benchmark rates. JLBC Staff recommends a favorable
review of the request with 2 provisions:
1.

2.

DES is to notify the Committee of all future statewide provider rate adjustments in advance of their
implementation, along with information on their budgetary impact. This would include any provider rate
categories still under review by the department. In January 2006, the department implemented an unbudgeted
4% provider rate increase. While the department was not under any legislative obligation to tell the Committee
about this increase, any increase in provider rates represents an increase in the state’s financial obligations.
By October 31, 2006, DES is to report back to the Committee its recommendations for an inflationary index to
be used when adjusting the benchmarks. In September 2005, DES suggested a 3.2% inflationary increase for FY
2006 based on a federal market basket and in this provider rate plan, DES used a 2% inflationary increase for FY
2006 based on another index.

Senator Burns asked since DES implemented the 4% increase, will the department have the funds to cover that without an
additional appropriation in the future.
Mr. Steven Pawloskwi, Financial Services, DES, said that the capitation rate is sufficient to pay for the 4% rate increase
without a supplemental.
Representative Biggs said one of the recommendations is that there be a report by October 31, 2006 on the inflationary
index and how that is developed and used.
Richard Stavneak, Director, JLBC, stated that the benchmark is used to budget provider rate adjustments.
Representative Pearce moved the JLBC Staff recommendation to give a favorable review to the proposed implementation
of DD provider rate increases. The Committee recommends that DES 1) notify the Committee of all future statewide
provider rate adjustments in advance of their implementation, along with information on their budgetary impact,
including any provider rate categories that are still under review by the department and 2) report to the Committee by
October 31, 2006 on its recommendations for an inflationary index to be used when adjusting the benchmarks. The
motion carried.
B.

Review of Long Term Care Capitation Rate Changes

Mr. Frandsen said this item is the DES Capitation Rate increase for Title XIX members with DD. There is an ongoing
discussion with DES if the capitation increase will require a supplemental. The caseloads, as budgeted, would generate a
$3 to $4 million General Fund supplemental need in FY 2007. The supplemental is potentially needed for 2 reasons, 1)
there is a 0.7% higher inflation rate index used for FY 2007 rates and 2) they have a 1.1% increase for incontinence briefs
associated with the Ekloff v. Rodgers lawsuit. However, in FY 2006 and FY 2007 caseloads have been lower than
budgeted so this may offset the need for a supplemental in FY 2007. The Committee has 3 recommendations: 1) A
favorable review, 2) a favorable review with the stipulation that it does not endorse a supplemental request, and 3) an
unfavorable review and DES would likely implement these rates even with the unfavorable review.
Representative Biggs asked about the Ekloff v. Rodgers lawsuit in reference to incontinence briefs.
Mr. Frandsen said there was an update in May 2006 where the litigation was still pending. As of July 1, 2006 the state
has agreed to cover incontinence briefs for individuals with disabilities from ages 3 to 21. The estimated cost in DES for
FY 2007 is $7 million for that provision.
Senator Cannell stated that having the incontinence briefs will help the state save money in the long run.
Representative Pearce moved that the Committee give a favorable review with the stipulation that a favorable review
does not constitute an endorsement of a supplemental request. The motion carried.

-3ARIZONA DEPARTMENT OF PUBLIC SAFETY – Quarterly Review of the Arizona Public Safety
Communications Advisory Commission.
Mr. Jay Chilton, JLBC Staff, said this is a review of the Public Safety Communications Advisory Commission fourth
quarter expenditures and progress. Activities for the fourth quarter address both short-term and long-term solutions for
the statewide interoperable communication system. First, the Arizona Emergency Radio System (AERS) is a short-term
solution that integrates existing equipment and technologies. AERS has been installed at 8 remote locations with 10
additional installations planned for the remainder of the calendar year. Second, with regards to the long-term solution,
Public Safety Communication Advisory Commission (PSCC) issued a Request for Proposal (RFP) for design and
engineering services. The RFP was recently awarded to Federal Engineering, a private company, for just under $1
million to expend over 2 phases:
1.
2.

$647,000 is for the development of a conceptual design for the land mobile radio system and microwave
communications system, to be completed by FY 2007.
$338,000 is for the preparation of final design and construction documents to be completed by FY 2008.

The fourth quarter FY 2006 expenditures were just under $200,000 of total fiscal year expenditures of $620,000, with
$4.3 million available to the PSCC. JLBC Staff recommends that the Committee to give a favorable review of the PSCC
quarterly report.
There was discussion about the Homeland Security dollars.
Senator Burns stated in the letter from the Office of Homeland Security (Attachment 1) the federal government
determined that the state could not use these Federal Funds to finance the project through lease-purchase, and asked if
there is a document that can be reviewed and confirmed.
Mr. Stavneak stated he will need to ask about a specific document. There has been some research done that confirmed
the finding.
He further stated that that particular money was committed a year ago in the original FY 2006 budget. This is the orginal
$1.6 million. The federal letter states that it could not be used as a lease-purchase. Most of the money was used for the
Arizona Counter-Terrorism Information Center, to pay rent charges. There was a new agreement in the FY 2007 budget
to pay cash for the $1.6 million. In the last meeting, the Director of Homeland Security stated that the money had already
been allocated. The members asked where the money was spent. The handout states that the information is not public yet
but will be public after August 29,2006, when the people receiving awards will be notified. After the 29th, there will be a
list that shows where the money is going in lieu of it having gone to the interoperability project.
Senator Burns asked about the difference of monies.
Mr. Stavneak stated that the federal 2006 funds did not arrive until May 2006. The agency could have used federal fiscal
2005 money for the lease-purchase project. The agency decided to spend the money in a different way and there was an
option to use the federal 2006 money for the cash portion of the project. That is the money that was allocated to different
things but we are unsure of what it was used for.
Representative Pearce moved the JLBC Staff recommendation to give a favorable review of the fourth quarter
expenditures and progress of the interoperability design project. The motion carried.
EXECUTIVE SESSION
ARIZONA DEPARTMENT OF ADMINISTRATION – Risk Management Annual Report.
ARIZONA DEPARTMENT OF ADMINISTRATION - Review for Committee the Planned Contribution Strategy for
State Retiree Health Plans as required under A.R.S. § 38-658A.
Representative Pearce moved that the Committee go into Executive Session. The motion carried.
At 10:45 a.m. the Joint Legislative Budget Committee went into Executive Session.
Representative Pearce moved that the Committee reconvene into open session. The motion carried.
At 12:15 p.m. the Committee reconvened into open session. No Committee action was required on these items.

-4ARIZONA DEPARTMENT OF ADMINISTRATION – Review of Risk Management Deductible.
Mr. Tyler Palmer, JLBC Staff, said this item is a review of the Arizona Department of Administration (ADOA) risk
management deductible. ADOA is recommending no changes to the $10,000 deductible amount, which has not been
assessed on any agency during the past year. In addition, ADOA is requesting that the annual review only occur in
situations where they are recommending a change to the $10,000 deductible. JLBC Staff recommends a favorable review
of the $10,000 deductible amount. The Committee has the option of including in its review to move that future reviews
only occur when the deductible amount is changing, or the Committee can continue reviewing the deductible annually. In
the past, the Committee has used the annual review to comment on having not assessed a deductible during the past year.
Representative Pearce said the deductible is never assessed. There should be some discretion, that depending on an
agency, the deductible is higher than $10,000. ADOA should have the tools to assess the penalties appropriate with
discretion.
Senator Burns asked if the item requires statutory change if the deductible amount is changed.
Mr. Stavneak said that the statute is a $10,000 maximum.
Representative Pearce stated that during the budget process, the Committee should assess those penalties.
Senator Burns stated that the Committee should look to see about a deductible being assessed to a department.
Representative Pearce moved a favorable review of the $10,000 deductible amount with the provision that there be further
study of the proper deductible amount and process. The motion carried.
The meeting adjourned at 12:20 p.m.
Respectfully submitted:
________________________________________________
Amanda Ruiz, Secretary

________________________________________________
Richard Stavneak, Director

________________________________________________
Senator Robert Burns, 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 13, 2006

TO:

Senator Bob Burns, Chairman
Members, Joint Legislative Budget Committee

THRU:

Richard Stavneak, Director

FROM:

Bob Hull, Principal Research/Fiscal Analyst

SUBJECT:

Arizona Department of Transportation – Review of Motor Vehicle Division Counter Clerk
Funding Shift Report

Request
The Arizona Department of Transportation (ADOT) requests review of its funding shift for Motor Vehicle
Division (MVD) counter clerks in customer service offices. ADOT is required to report by July 31, 2006 on
where funding for MVD counter clerks has been shifted.
MVD counter clerks decreased (19.4)%, or (168) FTE Positions, over a 3-year period, as ADOT shifted $2
million of funding primarily to purchase license plates and tabs.
Recommendation
The Committee has at least 2 options:
1) A favorable review, since as required, the report provides information on what happened to the funds.
2) An unfavorable review, since the report does not give reasons for the funding shift. In addition, ADOT’s
reported $2 million funding shift appears to account for only about one-third of the 3-year clerk decrease
from FY 2003 to FY 2006. An unfavorable review would also be a means of expressing the Committee’s
disagreement with ADOT’s funding reallocations.
Under either option, the JLBC Staff recommends that ADOT provide:
1) Further rationale to the Committee as to the need to shift funding to license plates and tabs.
2) Clarification as to whether the MVD clerk positions were intentionally left vacant or could not be filled for
other reasons.
3) Clarification of the total funding shift from FY 2003 to FY 2006, and the rationale for any additional
funding shift above the $2 million already identified.
(Continued)

-24) Estimated funding shift in FY 2007, if any, and the reasons for it.
To increase accountability in MVD customer service, the FY 2007 General Appropriation Act also requires:
•

JLBC review before allowing ADOT to transfer any funds into or out of MVD.

•

ADOT to submit quarterly progress reports to the JLBC on their progress in improving MVD wait times
and vehicle registration renewal by mail turnaround times.

Analysis
MVD customer wait time increased from 14.2 minutes in FY 2003 to 27.8 minutes in FY 2006, a 96%
increase. At the same time, the number of in-person customers decreased (10.6)%, from 4.7 million customers
in FY 2003 to 4.2 million in FY 2006. The 4.2 million customers in FY 2006 was the lowest number of
customers in the past 6 fiscal years for which we have data. ADOT’s reporting also understates the problem.
MVD’s reported wait times do not include time spent before customers get a numbered ticket from an MVD
employee which starts the current wait time clock ticking.
ADOT reports that the average number of clerks who staff MVD office service counter windows decreased
each of the last 3 fiscal years, from 866 in FY 2003 to 698 in FY 2006, a (19.4)% decrease. The decrease in
the number of clerks may account for the increase in customer wait times. MVD had no budget reductions in
either FY 2004, FY 2005, or FY 2006 to account for the staffing decrease. On the other hand, no inflation
adjustment was given for operating costs.
ADOT reports that MVD spent $2 million from Personal Services vacancy savings in the MVD Customer
Services Program for other MVD items in each of FY 2004, FY 2005 and FY 2006. It is unclear whether
MVD could not fill the positions, or intentionally kept the positions open.
MVD spent the largest amounts for license plates and tabs in each of the 3 fiscal years, including $1 million in
FY 2004, $1.6 million in FY 2005, and $2 million in FY 2006. In FY 2004, MVD also spent $300,000 for
Other Operating Expenditures, $400,000 for equipment and $300,000 for scale repair at 3 ports of entry. In
FY 2005, MVD spent $400,000 for building renewal projects. The following table shows this data. The report
does not give reasons for the funding shift. The JLBC Staff has asked ADOT why these funding shifts were
necessary, and is awaiting ADOT’s response.
MVD Expenditures from Customer Services Program Vacancy Savings
FY 2005
FY 2006
FY 2004
License Plates & Tabs
$1,000,000
$1,600,000
$2,000,000
Other Operating Expenditures1/
300,000
0
0
2/
Equipment
400,000
0
0
Port of Entry Scale Repair3/
300,000
0
0
Building Renewal4/
0
400,000
0
Total
$2,000,000
$2,000,000
$2,000,000
____________
1/ Includes external data processing, repair and maintenance of buildings/other
equipment, and office/data processing/housekeeping supplies.
2/ Includes electronic data processing, telecommunications equipment, furniture,
PC/local area network software equipment, and other equipment.
3/ Includes repair of outbound scales at Ehrenberg, Topock and Sanders Ports of
Entry.
4/ Includes bathroom ADA compliance, sidewalk repair, chiller overhaul, grading for
drainage, carpet replacement, painting, office remodeling, and electrical work.

(Continued)

-3It is not clear that ADOT’s reported $2 million funding shift accounts for the entire decrease in MVD counter
clerks. ADOT had previously reported an average salary of $25,000, with 37% Employee Related
Expenditures, for MVD counter clerks as of July 2005. Using this data, the 168 decrease in MVD counter
clerks between FY 2003 and FY 2006, would indicate MVD funding shifts of up to $5.75 million in FY 2006.
Since ADOT has provided the rationale for $2 million in shifts, this would leave $3.75 million of funding
shifts still unaccounted for. The JLBC Staff has asked ADOT why they appear to have accounted for only
about one-third of the funding shift attributable to the 3-year clerk decrease, and where the remaining funds
were shifted. The JLBC Staff is awaiting ADOT’s response.
To reduce customer wait time, the General Appropriation Act for FY 2006 (Laws 2005, Chapter 286) included
an increase of $1,099,500 and 25 FTE Positions from the State Highway Fund in FY 2007 for MVD customer
service staff. ADOT was required to report by July 31, 2006 on where funding for MVD counter clerks has
been shifted. To increase accountability in MVD customer service the General Appropriation Act also
requires:
•

JLBC review before allowing ADOT to transfer any funds into or out of MVD.

•

ADOT to submit quarterly progress reports to the JLBC on their progress in improving MVD wait times
and vehicle registration renewal by mail turnaround times. The reports shall document total time
customers spent at the office and the reasons for changes in these times, including the wait time to get a
numbered ticket from a Motor Vehicle Division employee, the time between receiving the numbered ticket
and arriving at the counter and the transaction time at the counter. The reports shall document the number
of customers who arrived at MVD offices but who did not complete their transaction. The reports are due
within 30 days after the end of each calendar quarter.
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DATE:

September 14, 2006

TO:

Senator Bob Burns, Chairman
Members, Joint Legislative Budget Committee

THRU:

Richard Stavneak, Director

FROM:

Leah Ruggieri, Fiscal Analyst

SUBJECT:

Arizona Board of Regents – Review of FY 2007 Tuition Revenues

HOUSE OF
REPRESENTATIVES
RUSSELL K. PEARCE
CHAIRMAN 2005
ANDY BIGGS
TOM BOONE
MEG BURTON CAHILL
PAMELA GORMAN
STEVE HUFFMAN
LINDA J. LOPEZ
STEPHEN TULLY

Request
The Arizona Board of Regents (ABOR) requests Committee review of its expenditure plan for tuition
revenue amounts greater than the amounts appropriated by the Legislature and all retained tuition and fee
revenue expenditures for the current fiscal year.
Recommendation
JLBC Staff recommends that the Committee give a favorable review to the ABOR expenditure plan.
In total, appropriated tuition collections are estimated to be $430.2 million, or $28.1 million above the
original FY 2007 budget. The universities plan on using the additional $28.1 million in the operating
budgets to cover inflationary increases, the hiring of faculty to improve student/faculty ratios, and
academic and support planning priorities.
Non-appropriated, locally retained tuition and fees for FY 2007 is estimated at $242 million, or $32.8
million higher than FY 2006. Most of the increase in locally retained tuition and fees is dedicated to
financial aid.
The Committee had previously expressed concern over the use of tuition collections to fund Alumni
Associations during its review of the FY 2006 expenditure plan for tuition revenue. As required by the
Higher Education Budget Reconciliation Bill (Laws 2006, Chapter 352), support for Alumni Associations
are not included in the FY 2007 expenditure plan for tuition collections.

(Continued)

-2Analysis
Appropriated Tuition
Table 1 shows ABOR changes to resident and non-resident undergraduate tuition from FY 2006 to FY
2007. ABOR policy is to set undergraduate resident tuition at the bottom one-third of all senior public
universities.
Table 1
Arizona University System
FY 2006 to FY 2007 Undergraduate Tuition Changes

FY 2006
ASU-Main
ASUEast/West
NAU
UofA

Resident
FY 2007 $ Change % Change

FY 2006

Non-Resident
FY 2007 $ Change % Change

$4,404
4,343

$4,773
4,494

$369
151

8.38%
3.48%

$15,093
15,092

$15,846
15,844

$753
752

4.99%
4.98%

4,393
4,487

4,546
4,754

153
267

3.48%
5.95%

13,023
13,671

13,487
14,960

464
1,289

3.56%
9.43%

Table 2 displays FY 2006 and FY 2007 appropriations by fund for the Arizona University System.
Appropriated tuition collections increased from $386.2 million in FY 2006 to $430.2 million in FY 2007.
Of that amount, $402 million had already been reflected in the FY 2007 budget due to enrollment growth.
The budget, however, does not reflect tuition increases. The higher tuition generated $28.1 million more
than budgeted.
Table 2
Arizona University System
FY 2006 and FY 2007 Appropriations (in millions)
FY 2007 Before
FY 2007 After
FY 2006
Tuition Increase
Tuition Increase
General Fund
$ 843.1
$ 949.0
$ 949.0
Collections Fund
386.2
402.1
430.2
Total
$1,229.3
$1,351.1
$1,379.2

Table 3 presents FY 2007 appropriations, estimates of the ABOR FY 2007 All Funds Operating Budget
Report and resulting additional tuition revenues by campus. Of the $28.1 million in additional tuition,
$13.1 million is attributable to ASU- Main and $10.1 million is attributable to U of A – Main.
Table 3
Arizona University System
FY 2007 Appropriations and Additional Tuition Revenues by Campus
FY 2007
FY 2007 All Funds
Appropriation
Operating Budget
Campus
Additional Tuition
ASU – Main
$204,742,800
$217,845,000
$13,102,200
ASU – East
14,620,400
16,576,000
1,955,600
ASU – West
19,337,600
20,845,400
1,507,800
NAU
39,544,000
42,606,800
3,062,800
UofA - Main
108,378,100
118,470,600
10,092,500
UofA – Health Sciences Center
15,513,600
13,890,200
(1,623,400)
Total
$402,136,500
$430,234,000
$28,097,500

Table 4 provides some information on the uses of additional tuition revenues by campus. Attached,
ABOR has provided further detail, including an expenditure breakdown.
(Continued)

-3Table 4
Arizona University System
Uses of Additional Tuition Revenues by Campus
ASU–Main $3.8 million to hire new faculty to improve student/faculty ratios;
$2.5 million for information system improvements;
$2.0 million for enhancements to the Honors College Program and the University College Downtown;
$1.5 million for start-up funds to attract new faculty;
$6.3 million for student retention services, the University Public School Initiative, academic support
and student services, police security enhancements, and health insurance and utility rate increases.
ASU–East

$1.7 million to hire new faculty to improve student/faculty ratios;
$250,000 set aside for Academic Student Services staffing.

ASU–West $1.5 million to hire new faculty to improve student/faculty ratios.
NAU

$1.5 million for utility cost increase;
$1.6 million for instructional and institutional support.

Uof A–All

$2.9 million to support colleges that charge differentiated tuition;
$1.9 million for utility cost increases;
$1.5 million for temporary teaching colleges for Science and the Social and Behavioral Sciences;
$1.1 million for general education support;
$0.6 million for Public Health programs;
$0.5 for institutional support.

Locally Retained Tuition and Fees Report
Systemwide, locally retained tuition and fees total $203.5 million in FY 2007, which is an increase of
$32.8 million above FY 2006 budgeted amounts. Table 4 shows that $30.9 million of the increase is
allocated to financial aid and a relatively small amount allocated to auxiliary expenditures. A reduction
of $(0.4) million will occur for designated expenditures in FY 2007. Auxiliary funds consist of monies
collected from sales and services from substantially self-supporting activities such as residence halls,
whereas designated funds consist of tuition and fees retained by the universities, summer session fees,
administrative costs of student aid, and unrestricted gifts. Financial aid expenditures are used to
financially assist students attending the universities. Of the remaining monies, $1.2 million will be used
to pay debt service, and $1 million will be used for the Plant Fund, which is used to service building
facilities.

(Continued)

-4Table 5
Arizona University System
Non-Appropriated
Locally Retained Tuition and Fees
FY 2006

FY 2007

Designated
ASU–Main
ASU–East
ASU–West
NAU
UofA
Designated Subtotal

$11,747,000
1,290,400
194,000
2,654,600
12,442,400
$28,328,400

$11,027,600
1,300,100
189,000
2,723,100
12,648,600
$27,888,400

($719,400)
9,700
(5,000)
68,500
206,200
($440,000)

Auxiliary
ASU–Main
ASU–East
ASU–West
NAU
UofA
Auxiliary Subtotal

$2,460,800
0
0
2,009,900
6,432,800
$10,903,500

$2,464,200
0
0
2,009,900
6,531,700
$11,005,800

$3,400
0
0
0
98,900
$102,300

$69,285,900
2,248,900
5,515,600
25,620,100
69,939,000
$172,609,500

$88,375,400
3,836,200
6,754,300
27,419,600
77,106,300
$203,491,800

$19,089,500
1,587,300
1,238,700
1,799,500
7,167,300
$30,882,300

$68,531,700
$6,481,600

$69,769,400
$7,481,600

$1,237,700
$1,000,000

$286,854,700

$319,637,000

$32,782,300

Financial Aid
ASU–Main
ASU–East
ASU–West
NAU
UofA
Financial Aid Subtotal
Debt Service
Plant Fund
Total

RS/LR:ar
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September 11, 2006

TO:

Senator Bob Burns, Chairman
Members, Joint Legislative Budget Committee

THRU:

Richard Stavneak, Director

FROM:

Steve Schimpp, Assistant Director

SUBJECT:

Department of Education – Review of Kinder Morgan Settlement

HOUSE OF
REPRESENTATIVES
RUSSELL K. PEARCE
CHAIRMAN 2005
ANDY BIGGS
TOM BOONE
MEG BURTON CAHILL
PAMELA GORMAN
STEVE HUFFMAN
LINDA J. LOPEZ
STEPHEN TULLY

Request
Pursuant to A.R.S. § 15-915(B), the Arizona Department of Education (ADE) requests a favorable review
of its plan to provide school districts in Cochise and Maricopa Counties with $1,578,600 in corrected
Basic State Aid funding due to a recent settlement in the Arizona Tax Court regarding property taxes paid
in prior years by the Kinder Morgan Corporation. A similar request that provided $1,039,700 for Yuma
County school districts received a favorable review from the Committee during its June 2006 meeting.
ADE had not received settlement information from Cochise and Maricopa Counties prior to the June
meeting, so did not include them in its June request. Two additional counties (Pima and Pinal) also are
affected by the settlement, but have not yet reported their settlement data to ADE. ADE will request state
aid corrections for those 2 districts after required information from them is received.
Summary
The JLBC Staff recommends that the Committee give a favorable review of the request, as it conforms
with statutory requirements regarding state aid corrections required as a result of Arizona Tax Court
rulings.
Analysis
Subject to review by the JLBC, A.R.S. § 15-915(B) requires the Superintendent of Public Instruction to
reimburse school districts for K-12 “local share” taxes that they must refund to a taxpayer due to an
Arizona Tax Court ruling that reduces the taxpayer’s assessed property value for prior fiscal years. In this
regard, the Arizona Court of Appeals on December 9, 2005 upheld an earlier Arizona State Tax Court
ruling requiring the Arizona Department of Revenue to lower the assessed value of property owned by
Kinder Morgan Energy Partners LP (“Kinder Morgan”) retroactively for FY 2001, FY 2002, FY 2003 and
FY 2005. This has the effect of reducing the amount of K-12 Qualifying Tax Rate (QTR) and County
Equalization Tax Rate (CETR) monies owed by Kinder Morgan for those years, with the state being
required to make up the difference pursuant to A.R.S. § 15-915(B). Based on “before” and “after”
(Continued)

-2property value numbers for Kinder Morgan under the court rulings, ADE has determined that affected
school districts in Cochise and Maricopa Counties, collectively, are entitled to $1,578,600 in additional
Basic State Aid funding for the fiscal years in question (see Attachment).
The computed $1,578,600 total does not include settlement-related interest costs or monies to reimburse
school districts for taxes paid by Kinder Morgan for items other than the QTR and CETR, such as for
small school district budget exemptions, desegregation, excess utilities, overrides and bond debt service,
as those costs are not addressed in A.R.S. § 15-915(B). The state, however, will end up indirectly paying
a portion of those costs if they are normally funded with primary property taxes (which is not the case for
overrides and bonding) for districts that already have primary property tax rates that exceed the “1% cap”
in the State Constitution, as the state pays 100% of “1% cap” costs. The 4 counties that have reported
settlement data thus far include 2 school districts (Bowie Unified and San Simon Unified in Cochise
County) that receive 1% cap funding. Data with which to estimate their settlement-related “1% cap”
costs, however, are not available. Any “1% cap” funding that school districts receive for the settlement
will be automatically paid through the Additional State Aid program rather than through a Basic State Aid
correction mandated by A.R.S. § 15-915(B) and, therefore, will not receive Committee review.
ADE again expects to receive required settlement data from the remaining 2 counties affected by the
settlement (Pima and Pinal) in the near future and will return to the Committee to request state aid
corrections for them after that information is received.
RS/SSC:ym
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DATE:

September 13, 2006

TO:

Senator Bob Burns, Chairman
Members, Joint Legislative Budget Committee

THRU:

Richard Stavneak, Director

FROM:

Kevin Bates, Fiscal Analyst

SUBJECT:

Administrative Office of the Courts (AOC) – Review of Reimbursement of Appropriated
Funds

Request
Pursuant to Laws 2006, Chapter 344 (General Appropriation Act), AOC requests review of the
expenditure of $3.6 million in reimbursements.
The Auditor General issued a report in September 2005 stating that AOC had not been properly notifying
the JLBC Staff of similar reimbursements in the past. As a result, Chapter 344 requires AOC to submit
the intended use of these reimbursement monies for Committee review.
Recommendation
The JLBC Staff recommends that the Committee give a favorable review to the agency request. These
reimbursements total $3,616,900.
Analysis
A.R.S. § 35-142.01 states that if an agency receives a reimbursement from federal or other sources, that
agency is permitted to retain and expend those monies as long as the agency director determines that they
are necessary for the agency’s operation. The agency director also must determine that the Legislature
did not specifically consider and reject such reimbursement during the agency’s original budget
appropriation.
This statute also requires that the agency director shall notify in writing the JLBC, the Governor’s Office
of Strategic Planning and Budgeting (OSPB) and the state comptroller.
The reimbursements consist of monies received by AOC for services provided to local courts and their
personnel. These monies replace appropriated monies that were spent in FY 2006 for the following
services:
(Continued)

-2Arizona Court Automation Project Charge-backs
Courts throughout the state that participate in AOC’s statewide automation projects are billed semiannually for the costs of providing network services. Courts then reimburse AOC for these costs, which
include software, hardware, network connections and program development and support. AOC estimates
that local courts will reimburse an estimated $1,500,000 in FY 2007.
Parental Payments
Parents whose children receive juvenile treatment services are billed after probation departments or
juvenile courts determine the parents’ ability to pay. Parents usually make payments on a weekly or
monthly basis to the local court, which transmits the monies to AOC. AOC estimates that parents will
make approximately $337,500 in payments in FY 2007.
Westlaw
Superior Courts are billed for a portion of the cost of the contract with West Publishing, a firm that
publishes legal reference materials used by judges and other court personnel. Maricopa and Pima County
Superior Courts are billed twice a year, and Superior Courts in other counties are billed yearly. AOC
estimates that Superior Courts will reimburse $34,381 in FY 2007.
Foster Care
AOC pays for administering and conducting reviews of foster care cases. Federal Title IV-E monies are
then sought to assist in funding this program. AOC estimates that $700,000 will be received in FY 2007.
Monies are received monthly.
Juvenile Treatment
AOC pays for costs of contracting with treatment providers to serve juveniles adjudicated as delinquent.
Federal regulations allow AOC to seek federal Title IV-E reimbursement for costs related to treatment
and administration. Reimbursement for treatment costs is received monthly, and administrative cost
reimbursement is received quarterly. AOC estimates that $325,000 will be reimbursed by the federal
government in FY 2007.
Maricopa County Probation – Vehicles
County probation departments use state-owned vehicles to conduct probation business, and the Arizona
Department of Administration (DOA) bills AOC for the motor pool costs associated with each county.
However, Laws 2006, Chapter 261 prevents AOC from using state funding for probation services within
Maricopa County. Because of this requirement, AOC bills Maricopa County for the cost of its usage of
the state vehicle fleet. AOC estimates it will receive $720,000 from Maricopa County in FY 2007.
Table 1 shows these reimbursements.
Table 1
AOC Reimbursements
Reimbursement
ACAP Charge-backs
Parental Payments
Westlaw
Foster Care
Juvenile Treatment
Maricopa County Probation - Vehicles
Total
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Amount
$1,500,000
337,500
34,381
700,000
325,000
720,000
$3,616,881
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September 13, 2006

TO:

Senator Bob Burns, Chairman
Members, Joint Legislative Budget Committee

THRU:

Richard Stavneak, Director

FROM:

Tyler Palmer, Fiscal Analyst

SUBJECT:

Government Information Technology Agency – Arizona Web Portal
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REPRESENTATIVES
RUSSELL K. PEARCE
CHAIRMAN 2005
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TOM BOONE
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PAMELA GORMAN
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Request
The State of Arizona’s main web portal generates a profit by charging user fees. The net
available profit of $3.2 million is held by the vendor. Laws 2006, Chapter 346 attempted to
increase legislative oversight over the expenditure of this revenue by depositing these monies
into a new Web Portal Fund, and requiring Committee review of FY 2007 planned
expenditures. The major component of the FY 2007 expenditures is the $2.0 million purchase
and installation of new web portal servers. The remaining $1.2 million will be used for other
web portal projects.
Due to the fact that the servers will be purchased with existing web portal credits held by the
vendor, and not money from the Web Portal Fund, the Government Information Technology
Agency (GITA) does not believe JLBC review of the $3.2 million is necessary.
Given the dollar magnitude of this transaction, the Chairman has requested a briefing on this
issue.
Recommendation
This item is for information only and no Committee action is required. JLBC Staff is working
with GITA to determine if $2.0 million is an appropriate cost.
Additionally, JLBC Staff recommends that GITA report to the Committee once decisions have
been made on the use of the remaining $1.2 million for unspecified projects.
(Continued)

-2Analysis
Initial Web Portal Contract
The State of Arizona’s main web portal was created when GITA entered into a contract with a
private vendor (IBM). The vendor was to develop, deliver, maintain and operate a web portal
that would function as an interactive information and transaction system. In addition to
managing the web portal contract, the vendor hosted the web portal servers.
The most significant revenue generating system on the web portal is the Arizona Department of
Transportation Motor Vehicle Records Request System (MVRRS). This system automates the
selling of motor vehicle records. As part of the purchase price for the records, consumer
information companies pay a convenience fee. Convenience fees are held by the vendor in the
form of credits. The contract dictates that if portal revenue exceeds the vendor’s management
and operational expenses, it may be used to develop additional e-Government applications and
services on the portal.
Although the revenue stays with the vendor, additional e-Government applications are
recommended by a Change Integration Board (CIB), which is headed by the Director of GITA.
Prior to recommending new web portal applications, the CIB considers the costs and benefits
the potential application would have for citizens, businesses, and government employees. If not
used by the State within 12 months of its receipt, convenience fees are retained by the vendor
and forfeited by the State.
Web Portal Fund & Transition Contract
As of March 2006, the web portal contract had generated excess revenue or credits of $3.2
million. To increase legislative oversight over the expenditure of the excess revenue, Laws
2006, Chapter 346 established a Web Portal Fund, subject to legislative appropriation. The
Web Portal Fund consists of legislative appropriations, web portal usage fees less contractor
maintenance and operation costs, and grants or donations. This fund is to be used for improving
or expanding the state’s information technology services and projects, including the web portal.
In addition, Chapter 346 also made FY 2007 expenditures subject to JLBC review.
The vendor contract was set to expire on April 9, 2006. On April 5, 2006, prior to the
enactment of Chapter 346, GITA extended its contract with the vendor for web portal services
through October 2007 by signing a transition contract. The purpose of this transition contract
was to prevent the lapsing of the contract, and to allow the state the use of the $3.2 million in
excess revenue. The transition contract requires the portal revenue continue to be credited to
the vendor for the State’s use. However, the contract did not address the potential for the state’s
establishing of a Web Portal Fund. GITA believes that because portal revenues will not be
deposited into the Web Portal Fund until the signing of a new contract for October 2007, no FY
2007 expenditures will be made from the Web Portal Fund requiring JLBC review.
Use of Web Portal Credits & the Next Web Portal Contract
During the 18-month transition contract GITA plans on using $2.0 million of the $3.2 million
credit to purchase and relocate new web portal servers, and upgrade the server software
platform. A.R.S. § 41-3504 requires that agencies submit to GITA for review information
technology projects with a cost greater than $25,000. This review has become known as the
(Continued)

-3Project Investment Justification or PIJ. Currently GITA has not yet conducted a PIJ of its plan
to purchase and relocate the servers, but JLBC Staff will be working with GITA to determine
the appropriateness of the $2.0 million cost estimate. Projects costing more than $1.0 million
are also reviewed by the Information Technology Authorization Committee.
The remaining $1.2 million will be used to pursue additional e-Government applications. In
preparation for re-bidding the web portal management contract, GITA believes that the current
vendor holds an advantage over other companies by its hosting of the web servers. To
encourage additional bidders, GITA has chosen to relocate the new servers in the Arizona
Department of Administration data center. The new servers will have a projected useful life of
5-7 years, and will replace the existing 6-year-old servers.
GITA is working on a web portal migration plan that will provide additional detail on the
timeline for the purchase of the servers and the solicitation for bids on the next web portal
contract.
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