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JOINT LEGISLATIVE BUDGET COMMITTEE 
  Tuesday, September 22, 2009 

  2:30 P.M. 
  House Hearing Room 4 

 
 
 

MEETING NOTICE 
 

- Call to Order 
  
- Approval of Minutes of June 23, 2009 
  
- DIRECTOR'S REPORT (if necessary). 
  
- EXECUTIVE SESSION  
 A.  Arizona Department of Administration, Risk Management Services - Consideration of 

 Proposed Settlements under Rule 14. 
 B.  Arizona Department of Administration - Risk Management Annual Report. 
  
1. DEPARTMENT OF HEALTH SERVICES - Review of Behavioral Health Title XIX Capitation Rate 

Changes. 

  
2. ATTORNEY GENERAL - Review of Allocation of Settlement Monies. 
  
3. GOVERNMENT INFORMATION TECHNOLOGY AGENCY - Quarterly Review of the Arizona 

Public Safety Communication Advisory Commission. 
  
4. DEPARTMENT OF EDUCATION - Review of Kinder Morgan and Xanterra Settlements. 
  
5. ARIZONA DEPARTMENT OF ADMINISTRATION - Review of Risk Management Deductible. 
  
6. STATE PARKS BOARD - Review of Requested Exchange of Fund Transfers. 
  
 
The Chairman reserves the right to set the order of the agenda. 
9/11/09 
lm 
People with disabilities may request accommodations such as interpreters, alternative formats, or assistance with physical accessibility.  
Requests for accommodations must be made with 72 hours prior notice.  If you require accommodations, please contact the JLBC Office 
at (602) 926-5491. 
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MINUTES OF THE MEETING 

 
JOINT LEGISLATIVE BUDGET COMMITTEE 

 
June 23, 2009 

Vice-Chairman Pearce assumed the Chair and called the meeting to order at 8:10 a.m., Tuesday, June 23, 2009, in 
House Hearing Room 4.  The following were present: 
 
Members: Senator Pearce, Vice-Chairman  Representative Kavanagh, Chairman 
  Senator Aguirre Representative Biggs 
 Senator Gray Representative Cajero Bedford 
 Senator Harper Representative Campbell 
 Senator Pierce Representative Heinz 
 Senator Waring Representative McComish 
  Representative Williams 
  
Absent:  Senator Aboud Representative Murphy 
 Senator Rios  
 
APPROVAL OF MINUTES 
 
Hearing no objections from the members of the Committee to the minutes of April 28, 2009, Vice-Chairman Pearce 
stated that the minutes would stand approved. 
 
ARIZONA DEPARTMENT OF CORRECTIONS - Consider Approval and Review of Requested Transfer 
of Appropriations. 
 
Mr. Martin Lorenzo, JLBC Staff, stated that this item is a request to approve and review the transfer of nearly 
$28.4 million within the Arizona Department of Correction’s (ADC) budget line items.   
 
Senator Gray moved that the Committee adopt the JLBC Staff recommendation to approve the ADC request for 
the Personal Services and Employee Related Expenditures’ transfers and give a favorable review of the 
remaining transfers (see transfers below).  This would also include the approval and favorable review of the shift 
of up to $250,000 in or out of any line item in the event that these requested transfers do not match department 
needs through the end of the fiscal year.  The motion carried. 
 

Line Item JLBC Approved Transfers 
Correctional Officer Personal Services $    9,734,000 
Health Care Personal Services 2,000,600 
All Other Personal Services (5,154,600) 
Employee Related Expenditures 11,731,100 
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Line Item JLBC Reviewed Transfers 
Overtime/Compensatory Time $(13,752,700) 
Health Other Operating Expenditures 1,500,000 
Non Health Other Operating Expenditures 3,100,800 
County Jail Beds (59,600) 
Private Prison Per Diem 330,600 
Provisional Beds (9,430,200) 

 
ARIZONA DEPARTMENT OF EDUCATION - Review of Proposed Transfer of Funds from Basic State Aid 
to Special Education Fund under A.R.S. § 15-901.03. 
 
Mr. Steve Schimpp, JLBC Staff, stated that this item is the Arizona Department of Education’s plan to transfer 
$5,000,000 from Basic State Aid to the Special Education Fund in order to address a projected shortfall for the 
Special Education Fund for FY 2009. 
 
Senator Gray moved that the Committee give a favorable review to the transfer of $5,000,000 in General Fund 
monies from Basic State Aid to the Special Education.  The motion carried. 
 
SECRETARY OF STATE - Review of Proposed Transfer of Funds from Election Services Line Item. 
 
Mr. Jack Brown, JLBC Staff, stated that this item is a review of the proposed transfer of funds for the Election 
Services Line Item.  The Secretary of State (SOS) requests review of $132,000 transfer from the Election Services 
Line Item.  This is essentially an internal transfer that would allow the SOS to draw down an additional $3,720,800 
in federal election monies.   
 
Senator Gray moved that the Committee give a favorable review of the $132,000 transfer from the Election Services 
Line Item in FY 2009 to the Election Systems Improvement Fund.  This transfer would allow the Secretary of State to 
draw down an additional $3,720,800 of HAVA funding.  The motion carried. 
 
ARIZONA DEPARTMENT OF ADMINISTRATION - Review of Requested Exchange of Fund Transfers. 
 
Mr. Dan Hunting, JLBC Staff, stated that this item is a request from the Arizona Department of Administration 
(ADOA) to review a transfer of funds.  Section 29 of the FY 2009 Budget Reductions and Transfers Bill allows state 
agencies to request transfers between its own funds in order to meet the requirements of the bill 
 
Senator Gray moved that the Committee give a favorable review of the proposed exchange of fund transfers (shown 
below).  The motion carried. 
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DEPARTMENT OF ECONOMIC SECURITY 
 
A. Review of Requested Exchange of Fund Transfers. 
 
Mr. Jay Chilton, JLBC Staff, stated that this item is a request from the Department of Economic Security (DES) for 
a review of fund transfers.   
 
Senator Gray moved that the Committee give a favorable review of the proposed exchange of fund transfers (shown 
below).  The motion carried. 

 

FY 2009 Fund Transfer Switches 
 

ADOA Program 
Fund Specified in 

  Laws 2009, Ch. 1 1/ 
Ch. 1 Transfer 

Amount 2/ Transfer Type 
Agency 
Fund 3/ 

Revised 
Transfer 

  Amount 4/ 
      
Telecommunications  
  Program Office 

Telecommunications  
  Fund 

  $1,087,300 EBT 5/ Risk Management 
  Revolving Fund 

  $1,087,300 

      

FY09 Administrative Adjustments 
  and Building Renewal 

Capital Outlay  
  Stabilization Fund 

  1,382,200 FRAT 6/  
  and SLS 7/ 

Risk Management  
  Revolving Fund 

  1,382,200 

      

Human Resources Division and 
  Human Resources Division, FY 
  2010 Working Capital 

Personnel Division Fund   786,800 FRAT and SLS Risk Management  
  Revolving Fund 

  786,800 

      

911 Office Emergency  
  Telecommunication 
  Services Revolving  
  Fund 

  13,000 
 
 
    __________ 

SLS Risk Management   
  Revolving Fund 

  13,000 
 
 
      __________ 

    $3,269,400 8/     $3,269,400 8/ 
____________ 
1/ Fund source for reductions mandated by Laws 2009, 1st Special Session, Chapter 1. 
2/ Amount for reductions mandated by Laws 2009, 1st Special Session, Chapter 1. 
3/ Funds from which agencies are requesting transfers in order to accommodate the mandated reductions.    
4/ Transfer amounts. 
5/ Excess balance transfers (EBTs) sweep money from anticipated FY 2009 ending balances into the General Fund. 
6/ Fund reduction and transfers (FRATs) reduce annual FY 2009 spending from the agency’s Other Funds.  An amount equal to these reductions would 

be swept into the General Fund. 
7/ Salary lump sum reductions (SLSs) reduce annual FY 2009 spending from the agency’s Other Funds.  An amount equal to these reductions would be 

swept into the General Fund. 
8/ Numbers do not add due to rounding. 

FY 2009 Fund Transfer Switches 
 

Fund Specified in 
Laws 2009, Ch. 1 1/ 

Ch. 1 
Transfer 
Amount 2/ Transfer Type Agency Fund 3/ 

Revised Transfer 
Amount 4/ 

     
Arizona Industries 

for the Blind Fund 
$266,600 EBT5/ Spinal and Head Injuries Trust  

  Fund 
$417,800  

Arizona Industries 
for the Blind Fund 

$151,200 Personnel  
Expense Reduction6/ 

  

Long Term Care 
System Fund 

$1,650,000 EBT Arizona Training Program at 
Phoenix Closure Fund 

$1,200,000  

   Community-Based Marriage and 
Communication Skills Fund 

$450,000 
 

 $2,067,800   $2,067,800 
___________ 
1/ Fund source for reductions mandated by Laws 2009, 1st Special Session, Chapter 1. 
2/ Amount for reductions mandated by Laws 2009, 1st Special Session, Chapter 1. 
3/ Funds from which agencies are requesting transfers in order to accommodate the mandated reductions.    
4/ Transfer amounts. 
5/ Excess balance transfers (EBTs) sweep money from anticipated FY 2009 ending balances into the General Fund. 
6/ Personnel Expense Reductions reduce annual FY 2009 spending from an agency fund attributable to reducing personnel expenditures. 
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B. Review of Requested Transfer of Appropriations 
 
Mr. Jay Chilton, JLBC Staff, stated that this item is a review of requested transfer of appropriations for DES.   
 
Senator Gray moved that the Committee give a favorable review of the proposed transfers (shown below).  The 
motion carried. 
 

Funding Increases (Transfers To) General Fund Other Funds Total 
TANF Cash Benefits    $2,000,000    $2,000,000 
Day Care Subsidy     $7,000,000      7,000,000 
CPS Emergency Placement    1,500,000      1,500,000 
Foster Care Placement    1,250,000     1,250,000 
CPS Residential Placement    1,200,000    ________    1,200,000  
 Subtotal   $5,950,000    $7,000,000    $12,950,000  
    

Funding Decreases (Transfers From)   
Administration Division operating budget    $(625,000)     $ (625,000) 
DBME operating budget    (625,000)     (625,000) 
DERS operating budget    (750,000)      (750,000) 
Transitional Child Care    $(7,000,000)    (7,000,000) 
Children Support Services    (3,950,000)  __________     (3,950,000) 
 Subtotal $(5,950,000) $(7,000,000) $(12,950,000)  

 
EXECUTIVE SESSION - Arizona Department of Administration - Review for Committee the Planned 
Contribution Strategy for State Employee and Retiree Health Plans as Required under A.R.S. § 38-658A. 
 
Senator Gray moved that the Committee go into Executive Session.  The motion carried. 
 
At 8:20 a.m. the Joint Legislative Budget Committee went into Executive Session. 
 
Representative Kavanagh moved that the Committee reconvene into open session.  The motion carried. 
 
At 8:55 a.m. the Committee reconvened into open session. 
 
No Committee action was required. 
 
Without objection, the meeting adjourned at 8:56 a.m. 
 
Respectfully submitted: 
 
 

      
 __________________________________________ 

          Sandy Schumacher, Secretary 
 
 

 
      

 __________________________________________ 
           Richard Stavneak, Director 
 
 
 

      
 __________________________________________ 

             Representative John Kavanagh, Chairman 
 
NOTE: A full audio recording of this meeting is available at the JLBC Staff Office, 1716 W. Adams.  A full 
video recording of this meeting is available at http://www.azleg.gov/jlbc/meeting.htm. 
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DATE:  September 15, 2009 
 
TO:  Representative John Kavanagh, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Art Smith, Fiscal Analyst 
 
SUBJECT: Department of Health Services – Review of Behavioral Health Title XIX Capitation Rate 

Changes 
 
Request 
 
Pursuant to a General Appropriation Act footnote, the Department of Health Services (DHS) must present 
its plan to the Committee for its review prior to implementing any change in capitation rates for the Title 
XIX behavioral health programs.  Capitation rates are the flat monthly payments made to managed-care 
health plans for each Title XIX recipient.  DHS is requesting review of rate changes for the Children’s 
Behavioral Health (CBH), Seriously Mentally Ill (SMI), and General Mental Health/Substance Abuse 
(GMH/SA) Title XIX rates. 
 
Summary of Changes 
 
The department’s proposed capitation rate adjustment includes the following program changes: 
 
• Further expanding services to address litigation involving behavioral health services to high-needs 

children. 
• Increasing intense recovery teams in Pima County for SMI adults.    
• Extending SMI and General Mental Health/Substance Abuse services to JK v. Gerard class members 

through age 20 from age 18. 
 

It also changes the administrative rate for the department from 3.82% to 3.50%. 
 
 
 
 
 
 



- 2 - 

(Continued)
 

Recommendation 
 
The Committee has at least the following options: 
 
1. A favorable review as the excess amount primarily addresses litigation requirements. 
 
2. An unfavorable review as the capitation rate exceeds the budgeted amount by a net of $651,600 from 

the General Fund due to program expansions. 
 
Analysis 
 
Table 1 shows the budgeted and proposed capitation rates for each program.  A capitation rate specifies 
the cost of care per member per month in a Title XIX program.  The FY 2010 appropriation was 
developed during session by holding capitation rates flat for each program.   
 

Table 1 
Monthly Capitation Rate 

Category 
FY 2009 
Actual 

 
FY 2010 
Budgeted 

FY 2010 
Proposed 

% Change Proposed 
Above FY 2009 

Children $63.58 $63.58 $67.66 6.4% 
SMI $81.90 $81.90 $77.10 (5.9)% 
General Mental Health $42.46 $42.46 $42.48 0.0% 

 
Program Changes 
 
Children’s Behavioral Health 
The proposed Children’s Behavioral Health rate is 6.4% above the FY 2009 rate.  The main drivers for 
this decline include: 
 
• An increase of 4.7% (at a General Fund cost of $6,628,700) for measures to address stipulations in 

the JK v. Gerard litigation, which alleged that the state failed to provide medically necessary 
behavioral health services accessible to children.  Of this amount, 3.9% will increase the ratio of case 
managers for high-risk children from approximately 1:24 at the end of FY 2009 to 1:15 at the end of 
FY 2010.  The other 0.8% will add more support and rehabilitative services in a child’s home or 
another community setting for high-risk children. 

 
• An increase of 0.8% to provide home-based services for children with complex mental health needs 

and for children in the Arizona State Hospital under the Arizona Department of Juvenile Corrections 
system who are Title XIX eligible.

 
Seriously Mentally Ill 
The proposed SMI rate is (5.9)% below the FY 2009 rate due to a (5)% fee-for-service reduction and a 
(1)% capitation rate reduction.  
 
General Mental Health and Substance Abuse  
The proposed GMH/SA rate is 0% above the FY 2009 rate due to a (5)% fee-for-service reduction and a 
(1)% capitation rate reduction.  
 
Budget Impact 
Table 2 shows the FY 2010 appropriations for each population and FY 2010 projections as adjusted for 
the new capitation rates.  Without changes to the enrollment projections and other assumptions used in 
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developing the FY 2010 appropriation, the capitation rate changes will exceed the existing FY 2009 
appropriation by $651,600 from the General Fund and $1,251,400 from Federal Title XIX Expenditure 
Authority. 
 
The actual costs of the new capitation rates may be higher or lower than shown in Table 2, depending 
upon the actual number of people that enroll in Title XIX programs. 
 

Table 2 

Capitated Behavioral Health Spending 

 FY 2010 Appropriation 
 Estimated Need with 

Capitation Rate Changes 
Category Total Funds General Fund Total Funds General Fund 
Children’s Behavioral Health     
 Title XIX $407,201,800 $139,446,300 $433,718,000  $148,526,700 
 Proposition 204 5,097,600 1,745,700 5,442,800 1,863,900 

    

Seriously Mentally Ill     
 Title XIX 231,174,000 79,165,500 218,215,900 74,729,200 
 Proposition 204 233,660,900 80,017,200 220,698,300 75,578,100 

    

General Mental Health/Substance Abuse     
 Title XIX 121,065,400 41,458,800 121,525,500 41,616,400 
 Proposition 204 121,138,500 37,883,900 121,598,800 38,041,500 

    

Medicaid Special Exemption Payments    23,096,500      7,909,400     23,138,400     7,922,600 
 Total $1,142,434,700  $387,626,800 $1,144,337,700 $388,278,400 

    

 Increase Above Appropriation   $1,903,000 $651,600 
 

RS/AS:sls 
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DATE:  September 15, 2009 
 
TO:  Representative John Kavanagh 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Marge Zylla, Fiscal Analyst 
 
SUBJECT: Attorney General – Review of Allocation of Settlement Monies  
 
Request 
 
The General Appropriation Act (Laws 2009, Chapter 11) contains a footnote that requires Joint 
Legislative Budget Committee (JLBC) review of the expenditure plan for settlement monies over 
$100,000 received by the Office of the Attorney General (AG) or any other person on behalf of the State 
of Arizona, prior to expenditure of the monies.  Settlements that are deposited in the General Fund 
pursuant to statute do not require JLBC review.   
 
This request is for review of a total of $2,547,000 from 5 settlements to be deposited into the Consumer 
Protection – Consumer Fraud Revolving Fund:  1) a $930,000 allocation resulting from mediation as part 
of ongoing Average Wholesale Price (AWP) litigation with pharmaceutical companies, 2) a $117,000 
allocation to the AG from a consent judgment with Tim’s Auto Group, 3) a $400,000 allocation to the AG 
from a consent judgment with Wal-Mart Stores, 4) a $1,000,000 civil penalty from a consent judgment 
with Central Coast Nutraceuticals (CCN), and 5) a $100,000 civil penalty from a consent judgment with 
Payless Car Rental. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the allocation plans from the 
AWP settlement agreement and the consent judgments for Tim’s Auto Group, Wal-Mart, CCN, and 
Payless Car Rental.  The allocation plans are consistent with A.R.S. § 44-1531.01, which relates to the 
distribution of monies recovered as a result of enforcing consumer protection or consumer fraud statutes. 
 
Analysis 
 
Average Wholesale Price (AWP) Litigation 
 
The AWP of prescription drugs was a widely used benchmark for pricing prescription drugs, determining 
reimbursement levels for healthcare providers under Medicare and Medicaid programs, and establishing 
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payment amounts due from insurers and consumers under Medicare and private insurance.  In December 
2005, the AG filed suit against several pharmaceutical manufacturers alleging that the companies reported 
inaccurate prices to trade publications, which led to inflated reimbursement rates.   
 
As a result of court-ordered mediation, the State of Arizona and some of the defendant pharmaceutical 
companies have reached an agreement that requires the defendants to pay $930,000 to Arizona.  Of the 
total, $83,700 will go toward outside counsel attorney fees, as the case is being addressed in 
Massachusetts.  The remaining $845,400 will be deposited into the Consumer Protection-Consumer Fraud 
Revolving Fund to support consumer fraud investigations, consumer education, and enforcement of the 
Consumer Fraud Act. The settlement does not acknowledge any wrongdoing on the part of the 
pharmaceutical companies. 
 
The lawsuit involving the remaining pharmaceutical companies is still ongoing, as are other AWP cases 
from different states and a nationwide class action suit that includes Arizona consumers.  When the 
settlements receive final court approval, Arizona consumers will have the opportunity to submit claims 
for reimbursement. 
 
Tim’s Auto Group 
 
The Attorney General entered into a settlement with Tim’s Auto Group, an auto dealership based in 
Prescott, Arizona on May 22, 2009.  The settlement resolves a lawsuit alleging misrepresentations in auto 
sales advertisements.  The lawsuit included allegations that Tim’s Auto Group did not disclose all terms 
and conditions of credit approval offers; distributed advertisements that were made to look like checks or 
as if they were from a government or public entity; and used misleading language for comparison pricing 
and the urgency of auto sales. 
 
The settlement does not acknowledge any wrongdoing on the part of Tim’s Auto Group.  It requires 
Tim’s Auto Group to accurately advertise their promotional discounts, use clear footnote language, and 
train its employees and marketing contractors accordingly.   
 
The settlement also requires Tim’s Auto Group to pay $117,000 to the AG to be deposited into the 
Consumer Protection-Consumer Fraud Revolving Fund for attorneys’ fees, investigation costs, and to 
support consumer fraud investigations, consumer education, and enforcement of the Consumer Fraud Act.  
If Tim’s Auto Group fails to comply with the terms of the judgment, the settlement amount could increase 
up to $175,000, with any additional monies also to be deposited into the Consumer Protection-Consumer 
Fraud Revolving Fund. 
 
Wal-Mart 
 
The AG entered into a consent judgment with Wal-Mart as a result of the consumer fraud investigation of 
Wal-Mart’s pricing discrepancies.  Between 2001 and 2006, the Department of Weights and Measures 
(DWM) repeatedly cited Wal-Mart for differences between posted prices and checkout prices and lack of 
posted shelf prices.   
 
The settlement requires Wal-Mart to pay $400,000 to the AG.  This amount will be deposited into the 
Consumer Protection-Consumer Fraud Revolving Fund for attorneys fees, investigation costs, and to 
support consumer fraud investigations, consumer education, and enforcement of the Consumer Fraud Act.  
Wal-Mart also agreed to pay a penalty of $2,500 to DWM and an additional $5,000 penalty if the same 
store fails a re-inspection. 
 
Parties have agreed that Wal-Mart will not be required to deposit an additional $600,000 into the 
Consumer Protection-Consumer Fraud Revolving Fund if they comply with requirements of the 
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judgment.  These requirements include notifying customers of policies for remedying price discrepancies 
by posting a notice at each register in all Arizona stores and to ensuring that all store managers are 
informed of the consent judgment requirements. 
 
Central Coast Nutraceuticals (CCN) 
 
The Attorney General entered into a settlement with CCN, a California corporation that sells nutritional 
products and related services, on June 16, 2009.  The settlement resolves a lawsuit alleging 
misrepresentations in advertising and billing practices.  The lawsuit included allegations that CCN did not 
appropriately disclose all conditions of purchasing “risk-free” products, enrolled consumers in a 
consultation service and charged them without their consent, failed to adequately represent that 
consumers would be automatically charged for product purchases unless they actively de-selected them, 
and did not respond promptly or at all to consumer complaints or refund requests.  
 
The settlement does not acknowledge any wrongdoing on the part of CCN or its president and owner, 
Graham Gibson.  It prohibits CCN from representing that a consumer has agreed to a purchase unless the 
consumer has actively consented to the purchase, charging a consumer’s credit card before a product trial 
and return shipping period expires, and using contradictory language on its website or materials regarding 
product trial periods.   
 
The settlement requires CCN to pay $350,000 in consumer restitution and establishes a 60-day period for 
consumers to file complaints with the AG.  The AG has already received several hundred complaints. 
 
The settlement also requires CCN to pay $1,000,000 to the AG to be deposited into the Consumer 
Protection-Consumer Fraud Revolving Fund for attorneys’ fees, investigation costs, and to support 
consumer fraud investigations, consumer education, and enforcement of the Consumer Fraud Act.  CCN 
is also required to pay an additional $25,000 to the AG for attorneys’ fees and investigation costs.   
 
Payless Car Rental 
 
The Attorney General entered into a settlement on June 1, 2009 with Payless Car Rental, a corporation 
that maintains a car rental facility at Sky Harbor Airport.  The settlement resolves an investigation that 
found that Payless Car Rental charged at least 80 customers for windshield damage for which they were 
not responsible.  In some instances, Payless had already collected the cost of the windshield replacement 
from the customers who were in possession of the vehicles when the damaged occurred. 
 
The settlement prohibits Payless Car Rental from collecting on any claim for damage to a rental vehicle 
unless it can establish that the damage occurred during the consumer’s rental period, charging or 
collecting a damage claim that exceeds the actual cost to repair damage to the vehicle, and asserting a 
loss-of-use claim for a vehicle if the damage can be repaired and the vehicle returned within 8 hours.   
 
According the settlement, Payless Car Rental is required to reimburse consumers who were erroneously 
charged for windshield damage.  Payless Car Rental ultimately paid $39,000 in consumer restitution. 
 
The settlement also requires Payless Car Rental to pay $100,000 to the AG to be deposited into the 
Consumer Protection-Consumer Fraud Revolving Fund for attorneys’ fees, investigation costs, and to 
support consumer fraud investigations, consumer education, and enforcement of the Consumer Fraud Act.   
 
RS/MZ:ss 
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DATE:  September 15, 2009 
 
TO:  Representative John Kavanagh, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Dan Hunting, Fiscal Analyst 
 
SUBJECT: Government Information Technology Agency - Quarterly Review of the Arizona Public 

Safety Communication Advisory Commission  
 
Request 
 
Pursuant to A.R.S. § 41-3542C, the Government Information Technology Agency (GITA) has submitted 
for review its FY 2009 expenditures and progress report for the statewide interoperability design project. 
 
Recommendation 
 
The Committee has at least the following 2 options: 
 
1. A favorable review of the proposed expenditure of $639,500 from the General Fund. 
 
2. An unfavorable review. 
 
Expenditures for FY 2009 totaled $639,500 of $803,300 in FY 2009 appropriated funding.  
 
Of the $17.7 million in 2007 federal interoperable communications grant awards $2.5 million has been 
expended statewide.  Of this $17.7 million, the state is eligible for 29%, or $5.1 million of the total 
Arizona award, with local agencies allocated the remaining 71%, or $12.6 million. 
 
Analysis 
 
Background 
The Arizona Public Safety Communication Advisory Commission (PSCC) was established to develop a 
statewide, standard-based interoperability system that allows public safety personnel from one agency to 
communicate, via mobile radio, with personnel from other agencies.  An interoperable system enhances 
the ability of various public safety agencies to coordinate their actions in the event of a large-scale 
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emergency, as well as daily emergencies.  Construction costs of a statewide interoperability 
communication system have been estimated to be as high as $300 million.   
 
Activities 
Laws 2008, Chapter 285 transferred the PSCC from the Department of Public Safety to GITA.  The 
PSCC was appropriated $880,600 from the General Fund in FY 2009.  A lump sum reduction of 
$(44,000) and a Personal Services reduction of $(33,300) reduced the final PSCC appropriation to 
$803,300. 
 
In FY 2009, PSCC increased the number of Arizona Interagency Radio System (AIRS) user agencies to 
134.  This short-term solution, while allowing interagency communication, is limited to a single talk 
group, which is described as a single conversation between users in a geographical area.  The PSCC 
describes this functionality as “basic interoperability” for first responders.  The full deployment of AIRS, 
which includes the installation of equipment at over 40 sites, is expected by the end of the calendar year.   
 
In May of 2009, the PSCC approved a revised list of strategic initiatives to be included in the Statewide 
Communications Interoperability Plan (SCIP).  This plan provides coordination between agencies, 
specifies technical objectives, and establishes standard operating procedures for communication. 
 
Expenditures 
In FY 2009, the PSCC expended $639,500 for operating costs associated with 4 filled FTE Positions.  A 
total of $2,363,900 remained at the close of FY 2009, including $2,200,000 in non-lapsing funds from the 
Anti-Racketeering Fund.  A footnote in the FY 2009 budget specifies legislative intent to use these non-
lapsing funds for the detailed design of a long-term interoperability solution.  Prior to expending these 
monies, GITA is required to submit expenditure plans to the Joint Legislative Budget Committee for 
review.  To date, none of this funding has been spent.  
 
Laws 2004, Chapter 275 included a non-lapsing appropriation of $3 million to DPS in FY 2005 for the 
design costs of a statewide radio interoperability communication system.  The FY 2010 budget reverted 
the remaining $358,500 of this amount to the General Fund. 
 
Table 1 indicates funds available and expenditures for FY 2009. 
 

Table 1 
PSCC Appropriation & Expenditures 

  
FY 2009 Funding 

Available 
FY 2009 

Expenditures 
Remaining 

Balance 
Personal Services $    445,200  $ 273,800 $ 171,400 
Employee Related Expenditures 140,000  65,200 74,800 
Professional & Outside Services 75,000 238,300 (163,300) 
Travel - In State 5,000  1,400 3,600 
Travel - Out of  State 5,000  5,200 (200) 
Other Operating Expenditures 116,200  54,100 62,100 
Non-Lapsing Expenditure Authority 2,200,000 0 2,200,000 
Equipment        17,000           1,500          15,500 
 Total Operating Expenditures $ 3,003,400 $639,500 $ 2,363,900 
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DATE:  September 15, 2009 
 
TO:  Representative John Kavanagh 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Steve Schimpp, Deputy Director 
 
SUBJECT: Department of Education – Review of Kinder Morgan and Xanterra Settlements 
 
Request 
 
Pursuant to A.R.S. § 15-915B, the Arizona Department of Education (ADE) requests a favorable review 
of its plan to provide school districts in Pinal and Coconino Counties with a total of $153,900 in corrected 
Basic State Aid funding due to settlements in Arizona Tax Court regarding property taxes paid in prior 
years by the Xanterra and Kinder Morgan Corporations.  Similar requests received favorable reviews 
from the Committee in prior meetings.  The 2 new requests are for school districts that did not submit  
reimbursement requests to ADE in time for those prior meetings.    
 
Summary 
 
The JLBC Staff recommends that the Committee give a favorable review of the requests, as they conform 
to 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. § 15-915B 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 Santa Cruz Valley Union High School District recently requested a reimbursement of 
$144,600 for taxes refunded to the Kinder Morgan Corporation and the Coconino Association for 
Vocations, Industry and Technology (a joint technological education district) requested a reimbursement 
of $9,300 for taxes refunded to Xanterra Parks and Resorts, LLC as a result of Arizona Tax Court rulings 
(see Attachments).  The total amount requested by the 2 school districts combined is $153,900.  
 
RS/SSC:ss 
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DATE:  September 15, 2009 
 
TO:  Representative John Kavanagh, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Dan Hunting, Fiscal Analyst 
 
SUBJECT: Arizona Department of Administration – Review of Risk Management Deductible 
 
Request 
 
Deductible amounts charged to agencies for property, liability, or workers' compensation losses are subject to 
annual review in accordance with A.R.S. § 41-621.  The Arizona Department of Administration (ADOA) 
recommends a continuation of the current $10,000 deductible and requests Committee review of this request.   
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the $10,000 deductible amount. 
 
Analysis 
 
A.R.S. § 41-621 provides that the ADOA Director may impose deductibles of up to $10,000 per risk 
management loss on state agencies.  Such deductible amounts are subject to annual review by the Joint 
Legislative Budget Committee.   
 
ADOA may charge a $10,000 deductible for each claim of $150,000 or more unless the agency implements an 
ADOA approved plan to limit or eliminate similar future losses.  ADOA may also impose the deductible in 
cases where there has been a significant violation of agency policy and procedures.  ADOA maintains the right 
to waive any deductible for just cause or in the best interests of the state.  ADOA assesses this deductible early 
in the claim process, rather than waiting until a final settlement has been established.  Actual payment of the 
deductible is deferred until the final settlement has been reached. 
 
Prior to FY 2007, ADOA had never imposed the deductible.  The deductible has been assessed twice since 
then, once in FY 2007 and again in FY 2008.  ADOA did not assess the deductible in FY 2009. 
 
RS/DH:ss 
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DATE:  September 15, 2009 
 
TO:  Representative John Kavanagh 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Art Smith, Fiscal Analyst 
 
SUBJECT: Arizona State Parks Board - Review of Requested Exchange of Fund Transfers  
 
 
Request 
 
The FY 2010 General Appropriation Act (Laws 2009, Chapter 11, Section 111) requires JLBC review of 
agency requests to transfer monies between their own funds in order to comply with transfers required by 
the act.  The Arizona State Parks Board has requested Committee review of fund transfers pursuant to this 
bill. 
 
Recommendation 
 
The Committee has at least the following 2 options: 
 
1. A favorable review of the proposed exchange of fund transfers. 
 
2. An unfavorable review. 
 
Analysis 
 
The General Appropriation Act (Laws 2009, Chapter 11) requires the Parks Board to complete 
$7,134,200 in fund transfers in FY 2010.  These transfers are comprised of EBTs, FRATs, and Salary 
Lump Sums.  EBTs sweep money from the anticipated FY 2010 ending balances into the General Fund.  
FRATs reduce the annual FY 2010 spending from the agency’s other funds and sweep the savings into 
the General Fund.  Salary lump sums reduce the annual FY 2010 spending for agency personnel costs and 
sweep the savings into the General Fund.  Table 1 summarizes the requested fund transfers.   
 



- 2 - 
 

(Continued) 

 
Under Chapter 11, $3.0 million is transferred from the State Lake Improvement Fund (SLIF), $3.1 million 
is transferred from the State Parks Enhancement Fund (SPEF) and $400,000 is transferred from 5 smaller 
funds.  
 
SLIF generates revenue primarily from the Highway User Revenue Fund based on a formula that 
estimates state gasoline taxes paid for boating purposes.  It also receives revenue from a portion of the 
watercraft license tax collected by the Arizona Game and Fish Department.  The fund is used to fund 
projects at boating sites, including launching ramps, parking areas, lake improvement and construction, 
campgrounds, and acquisition of property to provide access to boating sites. 
 
SPEF generates revenue from state parks user fees and concession sales.  Half of the fund is appropriated 
for parks operations and the other half is used for park acquisition and development. 
 
The Parks Board is instead requesting to transfer $6,050,100 from the Arizona Heritage Fund and an 
additional $500,000 from the Off-Highway Vehicle Recreation (OHV) Fund.  There would be a 
remaining OHV Fund transfer of $584,100.   
 
The Arizona Heritage Fund receives an annual transfer from the Lottery Fund of up to $10,000,000 and 
interest earnings.  The Lottery transfer funds acquisition and development of local, regional, and state 
parks (35%); development of trails (5%); acquisition of natural areas (17%); maintenance and operation 
of natural areas (4%); environmental education (5%); State Parks acquisition and development (17%); 
and historic preservation projects (17%).  Interest earnings are used for program administration. 
 

Table 1 

State Parks Board Requested FY 2010 Fund Transfer Switches 
 

Fund Specified 
in Laws 2009, Ch. 11 1/ 

Ch. 11 Transfer 
Amount 2/ 

Transfer 
Type 

Agency 
Proposed Fund 3/ 

Revised Transfer 
Amount 4/ 

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

  Recreation Fund 
$500,000 

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

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

would be swept into the General Fund.  The Parks Board proposal would sweep from Arizona Heritage Fund balances. 
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The OHV Recreation Fund receives a transfer from the Motor Vehicle Fuel Tax, equivalent to 0.55% of 
the total license taxes on motor vehicle fuel.  Monies from the fund are used to plan, administer, and 
enforce off-highway vehicle recreation. 
 
According to the agency, if the fund transfers are completed as required by statute, the agency’s board-
approved FY 2010 budget would be reduced from $21,402,700 to $14,852,600.  In FY 2009, total 
operating expenditures were $22,693,200.  The department is projecting a 30% drop in revenues to funds 
within its operating budget.  According to the Parks Board, primary drivers for the overall revenue decline 
are lost SPEF monies due to parks closures and reductions of hours and lower SLIF revenues due to an 
adjustment in the allocation of the watercraft license tax.   
 
The Parks Board estimates that if it were to continue to operate at its approved level, ending balances 
would be negative in SLIF - $(1,870,800), SPEF - $(1,334,700), and the Reservation Surcharge Fund - 
$(21,600).  They state that operating expenditures would have to be reduced in order to complete the 
Chapter 11 transfers and avoid negative fund balances.  If, instead, the fund transfers are completed using 
monies available in the balances of the Heritage Fund and the OHV Recreation Fund, SLIF would have 
an FY 2010 ending balance of $1,177,400, SPEF would have an ending balance of $1,850,300, and the 
Arizona Heritage Fund would have an ending balance of $15,313,900. 
 
RS/AS:sls 
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