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JOINT LEGISLATIVE BUDGET COMMITTEE 
Tuesday, October 24, 2006 

9:30 a.m. 
Senate Appropriations Room 109 

 
 
 

MEETING NOTICE 
 
- Call to Order 
 
- Approval of Minutes of September 21, 2006. 
 
- DIRECTOR'S REPORT (if necessary). 
 
- EXECUTIVE SESSION - Arizona Department of Administration - Review of Request for 

Proposal. 
 
1. JLBC STAFF - Consider Approval of Index for School Facilities Board Construction Costs. 
 
2. DEPARTMENT OF REVENUE  
 A. Review of Business Reengineering/Integrated Tax System Contract Amendment. 
 B. Review of General Fund Revenue Enforcement Goals for FY 2007. 
 
3. ARIZONA DEPARTMENT OF ADMINISTRATION -  Review of Emergency 

Telecommunication Services Revolving Fund Expenditure Plan. 
 
4. AHCCCS - Review of Capitation Rate Change. 
 
5. ARIZONA COMMISSION ON THE ARTS - Review of the Arizona Arts Endowment Fund and 

Private Contributions. 
 
 
 
The Chairman reserves the right to set the order of the agenda. 
10/18/06 
 
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 

 
September 21, 2006 

The Chairman called the meeting to order at 9:45 a.m., Thursday, September 21, 2006, in Senate Appropriations Room 109.  
The following were present: 
 
Members: Representative Boone, Vice-Chairman Senator Burns, Chairman 
 Representative Burton Cahill Senator Cannell 
 Representative Gorman Senator Harper 
 Representative Lopez Senator Martin 
 Representative Pearce  
 Representative Tully  
  
  
Absent: Representative Biggs Senator Arzberger 
 Representative Huffman Senator Bee 
 Senator Garcia 
 Senator Waring 
 
APPROVAL OF MINUTES 
 
Hearing no objections from the members of the Committee to the minutes of August 24, 2006, Senator Burns stated the 
minutes would stand approved. 
 
DIRECTOR’S REPORT 
 
Mr. Richard Stavneak, Director, JLBC Staff, said that the Chairman will be appointing a subcommittee to review the results 
of our actuarial audits.  Funds were budgeted last year to contract with several actuarial firms to review retirement, health 
insurance, risk management, and Title XIX rates. 
 
ARIZONA DEPARTMENT OF TRANSPORTATION (ADOT) – Review of Motor Vehicle Division Counter Clerk 
Funding Shift Report. 
 
Mr. Bob Hull, JLBC Staff, said that last session, the Legislature was very concerned about the increase in Motor Vehicle 
Division (MVD) customer wait times, which increased from 14 to 28 minutes over the past 3 years.  The customer wait 
time was accompanied by a decrease of 168 counter clerks (19.4%).  To address the problem, the Legislature added $1.1 
million (25 counter clerk positions), and required Committee review before any funds were transferred into or out of 
MVD, quarterly progress reports on MVD wait times, and a report due by the end of July 2006, reflecting where funding 
for counter clerks had been shifted.  That is the report presented here today.  ADOT reports that $2 million of funding 
was shifted primarily from license plates and tags, shown in the table on page 2 of the memo.   
 
The Committee has at least 2 options, shown on page 1 of the memo:  A favorable review, since the report was submitted, 
or an unfavorable review, since no reasons were given for the funding shift and the $2 million does not appear to account 
for the whole funding shift.  An unfavorable review would also express the Committee’s disagreement with ADOT’s 
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funding reallocations.  Under either option, JLBC Staff recommends that ADOT provide the additional information 
shown on page 1 of the memo. 
 
Representative Burton Cahill asked for a description of the relationship between the additional funding appropriated to 
MVD and the population demand increase. 
 
Mr. Hull responded that the number of customers in MVD field offices has decreased 10.6% over the last 4-5 years, as 
noted on page 2 of the memo due to greater use of on-line transactions. 
 
Representative Burton Cahill asked where funds are categorized from internet transactions and commercial licenses.  She 
also asked whether the transactions require more data to be collected, and if that is perhaps the reason that wait times are 
now longer. 
 
Mr. Hull stated he did not have the detailed information being requested.  The information would need to be obtained 
from ADOT.  ADOT has reported that with increased security and document review, there has been some increase in 
work, but this has not been reflected in transaction time at the counter. 
 
Mr. George Delgado, MVD Assistant Director, introduced himself and stated he was present to testify on behalf of the 
division. 
 
Representative Pearce observed that wait times should include the wait time in line, before receiving a ticket. 
 
Mr. Delgado responded that the measurement being implemented for FY 2007 is an average customer wait time based on 
arrival at the point where the customer receives a ticket.  A pilot program is currently in place at 4 offices with palm 
pilots, which provides customers a ticket upon arrival.  The division feels that this will alleviate the wait time problem.   
 
Representative Pearce alluded to an incident where a customer waited 7-½ hours for one transaction.  He stated that MVD 
ought to be the premier example of government service, because it is most people’s first contact when they come to the 
state.  Representative Pearce recounted that a few years ago the division was facing the challenge of addressing wait 
times of 2 to 3 hours, without requesting additional resources from the Legislature.  Over 3 million annual transactions 
were eliminated, Service Arizona was developed, multi-year and lifetime registrations were introduced.  He questioned 
why 168 positions were eliminated, but there was no reduction in funding. 
 
Mr. Delgado responded that in FY 2003, MVD experienced a high turnover rate.  An effort was initiated to create and fill 
limited, unfunded positions, which brought the total filled positions to 866.  In April 2002, the customer service 
representative positions were reclassified, resulting in a pay increase for existing employees, and a higher entry-level 
salary for new employees.  That, in addition to the national recession during this period, dramatically reduced turnover.  
Consequently, the customer service program had a larger contingent of employees than was sustainable by the budget.  In 
November 2002, ADOT imposed a hiring freeze, which resulted in 815 filled Customer Service Representative positions 
at the end of FY 2003.  The program overspent its budget by $1.6 million as a result of the high staffing level.  Other 
programs such as Competitive Government, Enforcement, Motor Carrier, and Division Operational Support Services 
were relied upon to fund the deficit.  In 2004, the customer services budget was normalized, from $25.1 to $23.1 million 
for Personal Services, and has been consistent through FY 2005 and FY 2006. 
 
Representative Pearce asked for a breakdown of the distribution of the $2 million saved due to the 168 eliminated 
positions. 
 
Mr. Delgado replied that the funds were used for passenger license plates, postage, new equipment and furniture for the 
division.  Division copiers and some computers were replaced within the division. 
 
Representative Pearce expressed concern over using personnel funds for these purposes, without bringing it before the 
Committee for approval. 
 
Mr. Delgado explained that it is common industry practice to store a 9-month supply of plates in case of a major disaster, 
with passenger plates accounting for 75% of all plates produced.  He stated that in the time he has been with ADOT fund 
reallocations have taken place, but in retrospect these are issues that should have been brought before the Committee for 
approval. 
 
Representative Tully asked what type of emergency would warrant the surplus, whether the plates were blank, and where 
they were stored.  He also asked how the common practice of keeping a 9-month supply of plates was established. 
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Mr. Delgado cited the example of the Florence plate-producing facility being shut down due to an illness.  He stated that 
722,000 fully embossed plates, for a 6.8-month supply, are stored in an ADOT warehouse in the area of 19th Avenue and 
McDowell.  A study was conducted in all states that identified an average 9-12 month supply as the benchmark. 
 
Representative Pearce asked what MVD is doing to reduce the customer wait times. 
 
Mr. Delgado responded that the target is to fill 825 FTE Positions.  Currently, there are 751 FTE Positions filled.  The 
goal is to decrease the wait time to 15 minutes, by the end of FY 2007. 
 
Representative Pearce moved that the Committee give an unfavorable review of the MVD Counter Clerk Funding Shift 
Report, since the report does not give reasons for the funding shift. 
 
In addition, ADOT is to provide: 
 
1) Further rationale 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. 
4) Estimated funding shift in FY 2007, if any, and the reasons for it. 
 
The motion carried. 
 
ARIZONA BOARD OF REGENTS – Review of FY 2007 Tuition Revenue. 
 
Ms. Leah Ruggieri, JLBC Staff, stated that the Arizona Board of Regents is requesting a favorable review from the 
Committee for their expenditure plan for tuition revenue amounts above the original FY 2007 budget, and all retained tuition 
and fee revenue expenditures for the current fiscal year.  She referred to table 4 on page 3 of the memo, which shows where 
the $28.1 million increase in tuition revenue amounts will be expended.  She explained that the increases will cover 
inflationary increases such as higher utility bills, hiring of faculty to improve student/faculty ratios, as well as academic and 
support planning priorities.  No funds will go to alumni associations. 
 
Ms. Ruggieri noted that locally retained tuitions are non-appropriated money that the universities can retain of the tuition 
collections.  She directed the Committee’s attention to table 5 on page 4 of the memo which lists, by university, the locally 
retained tuition and fees, and where the universities plan to expend those funds in FY 2007.  She reported that locally 
retained tuition and fees will increase by $30.9 million above FY 2006 amounts.  The majority of the increase will go toward 
financial aid, with $1.2 million used to pay the debt service, and $1 million to service existing facilities, with a small portion 
being used to pay for auxiliary services. 
 
Mr. Michael Hunter, Assistant Executive Director for Government Affairs for the Arizona Board of Regents, introduced 
himself. 
 
Representative Pearce asked whether retention rates of students who receive financial aid had improved. 
 
Mr. Hunter responded that retention rates have improved, and offered to provide more detail, at a later date, of the successes 
on that subject.  The Board of Regents staff is working with the universities on a financial aid report, which is provided 
annually to the Legislature.  There have been statutory changes which require more detailed information on the breakdown of 
who is receiving financial aid, and what the success rate is. 
 
Representative Pearce asked how much of the $77 million was due to tuition increases. 
 
Mr. Hunter replied that he did not have a system-wide statement, but one for each university, broken down by the collection 
amount versus the locally retained amount.  For example, locally retained tuition at ASU increased by $32.8 million, equal to 
a 22.4% increase.  Of that, $10 million was attributed to higher enrollment, and $12.4 million to tuition increase. 
 
Senator Martin mentioned that he had heard on the radio about a rally at one of the state universities regarding cost 
restrictions on financial aid to illegal immigrants.  He inquired whether statistics were available on the growth attributed to 
students who are not U.S. citizens or legal residents. 
 
Mr. Hunter stated that policy requires that, in order for students to receive in-state tuition, they must be legal residents of the 
state of Arizona.  Students are required to check a box, on both State and Federal financial aid forms that states whether you 
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are a legal resident or U.S. citizen.  Mr. Hunter was unsure how well this information is being verified.  He said the Arizona 
Board of Regents (ABOR) has been relying heavily on the Federal government regarding financial aid matters. 
 
Representative Pearce said that it is against the law for illegal immigrants to receive tuition assistance or grants, and that he 
was concerned that people in positions of authority are not complying with the law, by checking the students’ immigration 
status.  He further stated that ABOR should ensure that compliance with both State and Federal eligibility laws are enforced. 
 
Representative Pearce moved that the Committee give a favorable review to the ABOR expenditure plan, with detailed 
information on retention rates to be provided to the Committee.  The motion carried. 
 
DEPARTMENT OF EDUCATION - Review of Kinder Morgan Settlement. 
 
Mr. Steve Schimpp, JLBC Staff, gave a brief background, stating that the settlement pertains to 5 counties.  Yuma was the 
only county that had its paperwork in order to be on the agenda for the June meeting.  Maricopa and Cochise Counties have 
submitted their paperwork, and are entitled to $1.6 million in aid, under state statute.  The Committee provided a favorable 
review of the June request for approximately $1 million in funding for Yuma County school districts, and the Department of 
Education is now requesting a favorable review for Maricopa and Cochise Counties.  Mr. Schimpp informed the Committee 
that Pima and Pinal Counties have yet to report their settlement data, and thus this topic will again be heard at a future 
meeting. 
 
Representative Pearce moved to accept the JLBC Staff recommendation to give a favorable review to provide school 
districts in Maricopa and Cochise Counties with $1,578,600 in corrected Basic State Aid funding.  The motion carried. 
 
ADMINISTRATIVE OFFICE OF THE COURTS – Review of Reimbursement of Appropriated Funds. 
 
Mr. Kevin Bates, JLBC Staff, stated that the Administrative Office of the Courts was requesting a favorable review of the 
expenditure of $3.6 million in reimbursements, as it complies with statutory requirements.  Statute allows for 
reimbursements of expenditures if the agency directors finds that the reimbursements are necessary and that the 
reimbursements were not specifically considered and rejected by the Legislature during the agency’s original 
appropriation.  He referred to page 2 of the memo that includes a short description of each individual reimbursement and 
a table listing the amounts and the total. 
 
Representative Pearce moved to accept the JLBC Staff recommendation to give a favorable review to the Administrative 
Office of the Courts’ request of $3.6 million in reimbursements.  The motion carried. 
 
GOVERNMENT INFORMATION TECHNOLOGY AGENCY – Arizona Web Portal. 
 
Mr. Tyler Palmer, JLBC Staff, reported that this item was for information only and no Committee action was required.  
He provided some background information, stating that the Government Information Technology Agency (GITA) 
manages a contract with IBM, who oversees the Arizona Web Portal, by developing web pages and manages the online 
transactions.  He gave an example of an online transaction:  The Motor Vehicle Records Request System, which is a 
service that allows insurance companies to purchase motor vehicle records.  The payment for those records is held by 
IBM, who uses the money to cover their expenses, and maintenance and operation of the online portal.  Any leftover 
funds are applied to projects approved by GITA. 
 
In the past year, $3.2 million had accrued as excess revenue to be used for projects.  GITA plans to use $2 million to 
purchase new servers and relocate them from the IBM warehouse in Texas to the ADOA warehouse in Phoenix.  To 
increase legislative oversight over the expenditure of the excess revenue, the Legislature passed 2 laws during the last 
session.  The first was a Web Portal Fund, intended to receive money from the revenues.  However, since a contract 
already exists between GITA and IBM, the deposits will not be deposited into the Web Portal Fund until the signing of a 
new contract for October 2007.  The remaining $1.2 million will be used for future e-government projects. 
 
Mr. Palmer reiterated that this was for information only, and no Committee action is required.  However, the JLBC Staff 
recommends continuing to fulfill the intent of the legislation that GITA submit a report for review on the use of the $1.2 
million credit, when it is determined how it will be used. 
 
Senator Martin asked whether the web portal was for the whole state or just the Executive Branch. 
 
Mr. D.J. Harper, GITA, introduced himself, and responded to Senator Martin’s question, saying that the web portal is 
available for use by the Executive, Legislative and the Judicial Branch. 
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Senator Martin pointed out that he regularly checks the web portal, and there is no link to the Judicial Branch. 
 
Mr. Harper said he would ask the web master to proactively contact the chief information officers from the Legislature 
and Supreme Court, to make them aware that the web portal is available for postings. 
 
Representative Pearce asked whether the credits will be deposited to the new State Web Portal Fund when the new 
contact is signed in 2007. 
 
Mr. Harper answered by saying that all credits accrued under the new State Web Portal Fund will be deposited directly to 
the Web Portal Fund. 
 
Representative Pearce inquired whether Mr. Harper envisioned ADOA bidding for the contract, or that it will stay in the 
hands of private vendors. 
 
Mr. Harper said he could not speak for ADOA.  However, on behalf of GITA, he stated that an open bid process will be 
available to any private sector company that wishes to participate. 
 
Representative Pearce asked whether a Project Investment Justification (PIJ) was developed for this item. 
 
Mr. Harper replied that no PIJ was submitted for this process, but that it was submitted to the Information Technology 
Committee as an agenda item.  The reason for a PIJ not being submitted for this project was that it was part of an ongoing 
contract for services within the state.  The Committee reviewed the planned expenditures and the transition plan, and gave 
a favorable review. 
 
Mr. Stavneak stated that JLBC would forward a request to GITA to inform the Committee about how the $1.2 million 
credit will be used. 
 
EXECUTIVE SESSION 
 
Representative Pearce moved that the Committee go into Executive Session.  The motion carried. 
 
At 10:55 the Joint Legislative Budget Committee went into Executive Session. 
 
Representative Pearce moved that the Committee reconvene into open session.  The motion carried. 
 
At 11:30 the Committee reconvened into open session. 
 
Senator Burns moved that the Committee go into Executive Session.  The motion carried. 
 
At 11:35 the Joint Legislative Budget Committee went into Executive Session. 
 
Representative Pearce moved that the Committee reconvene into open session.  The motion carried. 
 
At 11:40 the Committee reconvened into open session. 
 
Representative Boone moved that the Committee approve the recommended settlement proposal by the Attorney General’s 
Office in the case of Baca v. State of Arizona, et.al.  The motion carried. 
 
Representative Boone moved that the Committee approve the recommended settlement proposal by the Attorney General’s 
Office and the Risk Management Department in the case of Dement v. State of Arizona, et.al. 
 
Senator Harper requested a roll call vote on the motion. 
 
The motion carried by a roll call vote of 6-3-0-7 (Attachment 1). 
 
The meeting adjourned at 11:43 a.m. 
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Respectfully submitted: 
 
 
 
 
 ________________________________________________ 
  Diana Torres, 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:  October 17, 2006 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Leatta McLaughlin, Fiscal Analyst 
 
SUBJECT: JLBC Staff – Consider Approval of Index for School Facilities Board Construction Costs 

Request 
 
A.R.S. § 15-2041D.3c requires that the cost-per-square-foot factors used in the School Facilities Board 
(SFB) building renewal and new school construction financing “shall be adjusted annually for 
construction market considerations based on an index identified or developed by the Joint Legislative 
Budget Committee (JLBC) as necessary but not less than once each year.”   
 
The SFB Staff recommends that the Committee approve an adjustment for FY 2007 based on an average 
of 2 Phoenix Metropolitan marketplace indices developed by a project management firm and a 
construction-consulting group.  The SFB staff also asks the Committee to consider revisiting the inflation 
level again in January 2007.   
 
Recommendation 
 
The Committee has at least 2 options to consider: 
 
1. Approve a 6.9% increase in the cost-per-square-foot factors based on the Committee’s 2005 

methodology, which was an average of national and Phoenix data.  Approving this adjustment may 
generate $22.0 million through FY 2011 for new construction authorized in the next year.  About 5% 
of these additional costs would be incurred in FY 2007.  The adjustment would increase Building 
Renewal costs by $6.0 million to $11.1 million in FY 2008.   
 

2. Approve a 12.2% increase in the cost-per-square-foot factors as requested by SFB Staff.  This 
adjustment is based on an average of Phoenix construction costs indices developed by a project 
management firm and an international construction-consulting group.  Approving this adjustment 
may generate $38.9 million through FY 2011 for new construction authorized in the next year.  The 
adjustment would increase Building Renewal costs by $10.5 million to $19.7 million in FY 2008. 
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Table 1 lists the dollar per square foot amounts for each of the 2 options.  
 

Table 1 
Dollars per Square Foot Amounts for Each Option 

 K-6 7-8 9-12 
Current Amount $116.87 $123.37 $142.85 
Option 1- BEA/MVS average $124.93 $131.88 $152.71 
Option 2- PinnacleOne/Rider average $131.13 $138.42 $160.28 

 
SFB has the statutory authority to fund projects about these square foot amounts if a district cannot build 
a school within the New School Facilities (NSF) formula amount.  In FY 2006, SFB funded 38% of their 
projects over the formula amount for a total additional funding of $20.4 million.  So far in FY 2007, SFB 
has funded 82% of their projects over the funding amount for a total additional funding of $9.2 million, 
which translates into about $1 million additional funding per project.   
 
Analysis 
 
This section includes background information regarding the SFB inflation index, details on rising 
construction costs, an explanation of the options available for the current adjustment, and discussion on 
the SFB’s guidelines for funding new school construction projects. 
 
Background Information 
The original Students FIRST legislation (Laws 1998, Chapter 1, 5th Special Session) established funding 
amounts per square foot of space for new construction and building renewal (e.g., $90 per square foot for 
Grades K-6).  It required, however, that those amounts be adjusted periodically for inflation.  The latter 
provision states that the funding amount per square foot “shall be adjusted annually for construction 
market considerations based on an index identified or developed by the JLBC as necessary but not less 
than once each year.”  (A.R.S. § 15-2041D.3c).  The SFB also has statutory authority to modify a 
particular project cost per square foot for geographic factors or site conditions above the approved 
amounts. 
 
Prior to 2002, the Committee used the Marshall Valuation Service (MVS) construction cost index for 
Class C structures (masonry bearing walls) for Phoenix.  At the August 2002 meeting, the Committee 
elected not to approve an adjustment in the cost-per-square-foot factors.  Due to the decision not to 
approve an adjustment for that year, 5 school districts brought suit against the Committee, claiming the 
Committee had failed to perform its statutory duty under A.R.S. § 15-2041D.3c to adjust the index not 
less than once per year.  The following year, at the September 2003 meeting, the Committee approved a 
2-year adjustment.  The adjustment made was based on the Bureau of Economic Analysis (BEA) index 
for “State and Local Government Investment - Structures.”  The Committee again approved the BEA 
index at the September 2004 meeting.  At the October 2005 meeting, the Committee approved an 
adjustment based on a midpoint between the BEA and MVS indices, which was higher than actual prior 
year inflation under either index, to account for the high rate of growth in construction costs over the past 
few years. 
 
For building renewal, the inflation adjustment is applied to the formula amount.  In FY 2007 the state 
funded $86.3 million of the $161.5 million building renewal formula amount.  An inflationary 
adjustment, therefore, would increase the full formula amount to at least $172.6 million (based on the 
average of the BEA and MVS indices) in FY 2008 prior to any other possible formula adjustments.  
Adjusting for inflation would not change the existing FY 2007 appropriation. 
 
Construction Costs 
The prices of aluminum, steel, and other construction commodities have risen by about 25% over the past 
year.  Increasing costs of construction inputs are due to the surge in China’s infrastructure building, the 
Gulf Coast hurricane season of 2005, the real estate boom, and the war in Iraq.  According to the U.S. 
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Bureau of Labor Statistics, ready-mix concrete, cement, iron ore, pre-stressed concrete, plastic 
construction products, gypsum products, diesel fuel, copper ores, iron and steel scrap, copper base scrap, 
and non-ferrous pipe and lube all had average price increases of 13-116% from June 2005 to June 2006.  
As a result of these inflationary pressures, school districts in Arizona have been experiencing higher 
costs. 
 
Even though there have been high levels of construction inflation over the last year, a recent Wall Street 
Journal article reports that there might be relief forthcoming in the form of falling commodity prices and 
slowing housing sales.  Oil prices are already on the decline.  For example, the Energy Information 
Administration reports the price of gasoline decreasing from $2.67/gallon in September 2006 to 
$2.27/gallon in October 2006.  Petroleum, or crude oil, is a key component in asphalt and plastic, which 
are used to make and transport items such as cement and steel.  Gypsum prices are also expected to 
decrease due to less residential construction.    
 
Options for the Current Adjustment 
The JLBC Staff has identified at least 2 possible adjustments that could be considered. 
 
Average of BEA and MVS Indices 
The BEA index for “State and Local Government Investment - Structures” for FY 2006 was 7.9%.  This 
index measures price changes for all U.S. state and local gross investment in structures, which includes all 
buildings.  Unlike the MVS data, this index only measures government activity, so it may better reflect 
school district market conditions.  This data, however, is only available nationwide.   
 
The MVS index for “Class C - Masonry Bearing Walls” structures for Phoenix for FY 2006 was 5.9%.  
School buildings typically fall into the Class C structure category.  Class C structures are characterized by 
masonry or reinforced concrete construction and generally include office buildings of 3 stories or less.  
The MVS Class C index has a greater likelihood, as a single construction measurement, of year-to-year 
fluctuation.   
 
The average of the BEA and MVS indices for FY 2006 is 6.9%.  The total estimated new construction 
impact would be $22.0 million through FY 2011.  This estimate is based on SFB Staff projections of 
$319.0 million in new construction approvals in the FY 2007 cycle.   
 
The FY 2008 building renewal impact would be $6.0 million-$11.1 million.  The low-end estimate is 
based on the appropriated FY 2007 revised formula amount of $86.3 million, and the high-end estimate is 
based on the FY 2007 existing formula amount of $161.5 million.   
 
Average of PinnacleOne and Rider et al Indices 
The SFB staff has requested the Committee approve an adjustment based on an average of 2 Phoenix 
market indices developed by PinnacleOne, a project management firm, and Rider Hunt Levett & Bailey, 
an international construction-consulting group.   
 
The PinnacleOne index reports inflation of 13.1% for FY 2006 and is based on the cost of an elementary 
school in the Phoenix area.  Beginning in January 2006, this index is only developed for Phoenix and is 
based on the cost to build a 70,000 square foot K-6 school.  Input prices are updated each quarter based 
on conversations with their subcontractors and suppliers.  Even though it measures inflation for Phoenix 
area elementary schools, it does not measure inflation for high schools or schools outside of the Phoenix 
metropolitan area.   
 
The Rider index reports inflation of 11.27% and includes all types of Phoenix area construction.  This 
index tracks the bid cost of construction including labor, materials, general contractor and subcontractor 
overhead costs and fees, and applicable sales and use taxes.  Rider develops a construction costs index for 
11 major U.S. cities, including Phoenix.  This index also does not measure inflation outside of Phoenix.  
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The average of these 2 indices is 12.2%.  The total estimated new construction and building renewal 
impacts would be $38.9 million and $10.5 million-$19.7 million, respectively.   
 
See Table 2 for an example on the differences between the current costs per square foot amount versus 
other options.  
 
Table 2 

K-6 Cost per Square Foot FY 2007 Options 
  

Cost/Sq. Foot 
Amount 

 
Difference from
Current Amount

FY 2008 
New Construction 

Cost ($ in M) 1/  

FY 2008 – FY 2011 
New Construction 

Cost ($ in M) 1/ 

FY 2008 
Building Renewal

Cost ($ in M) 1/ 
Current Amount $116.87     
Option 1-  

BEA/MVS avg. 
 

$124.93 
 

6.9 % 
 

$1.1 
 

$ 22.0 
 

$ 6.0 - 11.1 
Option 2- 

PinnacleOne/ 
Rider avg. 

 
$131.13 

 
12.2% 

 
1.9 

 
38.9 

 
10.5 - 19.7 

____________ 
1/ Represents costs for K-6, 7-8, and 9-12 schools.  
 
New School Construction Funding Guidelines 
SFB provides new construction funding based on the product of the following statutory NSF formula: 
 
No. of pupils x Sq. foot per pupil x Cost per sq. foot = Allocation amount 
 
SFB has the authority to provide additional funding above and beyond the statutory allocation amount to 
a district if it cannot build a school within the NSF formula amount.  A district can prove they cannot 
build a minimum guidelines school by demonstrating they are building the least expensive school they 
possibly can but are still over the formula amount.   
 
Since the enactment of Students FIRST, some of these projects have been funded above the formula with 
SFB monies.  In FY 2006, SFB funded 38% of their projects over the formula amount for a total 
additional funding of $20.4 million.  So far in FY 2007, SFB has funded 82% of their projects over the 
funding amount for a total additional funding of $9.2 million, which translates into about $1 million 
additional funding per project.   
 
SFB has applied the JLBC adopted inflationary adjustment to projects that are approved subsequent to the 
Committee’s action.  As a result, projects that are approved at different times but began construction at 
the same time might receive different funding amounts from SFB.   
 
Minimum School Facility Guidelines 
Minimum guidelines for school facilities were developed by SFB, adopted by JCCR, and became 
effective in 1999.  Attachment 1 provides a summary of the individual rules for the minimum guidelines 
as adopted by the Committee in 1999.  No significant changes related to new school construction 
standards have been made to the guidelines since their adoption.     
 
Since the minimum guidelines do not provide guidance on all aspects of a new school project, the SFB 
Staff is developing guidelines on such issues and will bring their recommendations before their Board 
within the next month.   
 
RS/LMc:ym 
Attachment 
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DATE:  October 18, 2006 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Bob Hull, Principal Research/Fiscal Analyst 
 
SUBJECT: Department of Revenue – Review of Business Reengineering/Integrated Tax System 

Contract Amendment 
 
 
Request 
 
The Department of Revenue (DOR) requests review of its Business Reengineering/Integrated Tax System 
(BRITS) proposed contract amendment.  Laws 2006, Chapter 350, requires DOR to submit for 
Committee review any BRITS contract extensions or modifications that change the dollar value of the 
contract. 
 
Summary 
 
DOR hired a contractor (Accenture) in September 2002 to enhance the automation of its revenue 
collection process.  The contractor is paid through a gain-sharing arrangement.  Under gain-sharing, the 
contractor receives 85% of the increased enforcement revenue attributed to BRITS, and 15% goes to the 
state.  The current cost of BRITS is $136.7 million, including $129.7 million for the original contract and 
$7 million for 2 previous contract amendments.  The project is 2 years behind schedule.  Due to a 
misunderstanding, DOR had thought that the project would be completed for a firm fixed price, since it 
had been described as a fixed price contract during the contracting process.  The Arizona Department of 
Administration (ADOA) has clarified that fixed price contracts can increase in cost under certain 
circumstances. 
  
Due to delays in the earlier part of the project, DOR is now seeking a $14.8 million contract amendment 
to finish converting individual income tax collections to BRITS.  The $14.8 million cost would result in 
foregone revenue of $12.6 million to the General Fund, $1.7 million to cities and counties, and $500,000 
to Proposition 301 education programs.  In addition to the $14.8 million, the contractor will pay $4.25 
million to finish the contract. 
 
DOR and the contractor reached an agreement on their respective share of the costs after a series of 
negotiations.  While DOR has provided an outline of their cost sharing agreement, there has been no 
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independent assessment of responsibility between DOR and the contractor for the earlier project delays.  
DOR did not ask the Government Information Technology Agency (GITA) to participate in the contractor 
negotiations. 
 
The $14.8 million amendment will not cover all of the original components of the BRITS project, which 
included document imaging and “customer relationship management”.  These components have not been 
started, and may cost at least another $10 million.  The “customer relationship management” component 
has not been well defined, which leads to further uncertainty about future costs. 
 
DOR has rejected the option of stopping the project at this point.  Given that 2 main tax categories have 
already been converted, the department believes that there are potential gains to both customer service 
and enforcement from having the individual income tax on the system as well. 
 
Overall, the project could eventually cost at least $161.5 million, or 24.6% more than originally projected.  
To date, DOR says that BRITS has generated more additional revenue than was projected, or $182.3 
million.  It is difficult to confirm the amount of enforcement revenues generated by BRITS versus other 
causes.  Only $37.1 million of the $182.3 million can be traced to specific taxpayers who were discovered 
by BRITS.  The remaining $145.2 million attributed to BRITS is enforcement revenue which exceeds 
baseline amounts agreed to by DOR and the contractor.  It is also unclear to what extent the improved 
economy may have contributed to the revenue increases which have been attributed to BRITS. 
 
In general, DOR and GITA do not appear to have sufficiently communicated on this project.  GITA does 
not have sufficient information to comment on the reasonableness of the $14.8 million contract 
amendment’s revised timeline and cost.  GITA has no basis to evaluate the division of cost between DOR 
and the contractor for the transaction privilege tax delays.  In its “green-yellow-red” project status report, 
GITA continues to show BRITS with a “green” status.  We have asked GITA for their perspective on this 
ranking, given the project’s problems. 
 
Beyond the cost of the contract amendment, DOR has begun to identify costs of taking over the project 
from the contractor in 2008 and beyond.  The department estimates that they will need $6.2 million in FY 
2008, and $2.2 million in FY 2009. 
 
Recommendation 
 
The Committee has at least the following 2 options: 
 
1) A favorable review, since as required, the submittal provides information on the proposed contract 

amendment.  The project has generated more revenue than anticipated. 
 
2) An unfavorable review, since the BRITS project is over both budget and time.  There is no 

independent basis to determine whether the vendor is being held appropriately accountable. 
 
Under either option, the JLBC Staff suggests that the Committee consider adopting the following 
recommendations: 
 
1) DOR/GITA provide joint monthly status reports to JLBC and Office of Strategic Planning and 

Budgeting (OSPB) Staff on the project until its conclusion, including reports from the project’s 
outside oversight consultant. 

 
2) DOR not pursue contract amendments for the document imaging and “customer relationship 

management” components until the individual income tax is implemented.  This delay would give the 
Legislature time to consider in the 2007 session the value of these components.  To assist in this 
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evaluation, DOR should submit detailed rationale for these last 2 components to the JLBC by January 
31, 2007. 

 
3) ITAC report by December 31, 2006 to the JLBC as to improving general procedures for ensuring that 

all agencies keep them apprised of high dollar value contract changes to automation projects, and 
GITA’s efforts to ensure that they provide sufficient monitoring. 

 
4) JLBC Staff with DOR and OSPB jointly convene an outside panel to evaluate the BRITS baseline 

calculation and provide feedback regarding the effects of automation versus an improving economy 
on the increased level of collections.  We would report on the results by November 30, 2006. 

 
5) The Arizona Department of Administration (ADOA) report to the JLBC by November 30, 2006 as to 

steps to improve agencies’ understanding of contract provisions. 
 
Analysis 
 
Background 
 
A.R.S. § 41-2559 allows an agency to contract with a vendor to finance technology projects without 
receiving a legislative appropriation for the project.  The vendor is paid based on a gain-sharing 
agreement from a portion of the increased revenues, which are computed according to established 
performance standards and attributed to the project above agreed upon baseline revenues.  Before 
awarding the contract, the agency must consult the Joint Legislative Budget Committee (JLBC) Staff 
regarding the contract’s potential fiscal impact on the state.  If JLBC Staff finds a significant negative 
impact to the state, the Staff must report its findings to the Committee. 
 
BRITS is the computer system being implemented by the DOR to further automate and integrate their 
separate tax systems, including the transaction privilege tax, and corporate and individual income taxes.  
BRITS was designed to improve enforcement and ultimately increase revenues to the state. 
 
BRITS is being paid for through a gain-sharing arrangement, which pays the vendor 85% of tax 
enforcement revenues above an established baseline amount until the project is paid for.  The state 
receives the remaining 15%.  Enforcement revenue represents collections received through the tax audit 
and collection processes.  The actual baselines were negotiated between DOR and the vendor, with input 
from consultants, and are subject to modification to account for legislative changes which would affect 
the baselines. 
 
Delays have increased both the cost and completion timeline of BRITS.  The cost has increased from 
$129.7 million for the original contract to $136.7 million due to project delays and previous contract 
amendments, as shown in Table 1.  In February 2006, DOR belatedly signed a $6,586,000 contract 
amendment for the contractor to operate the BRITS data center for 4 years from October 1, 2003 through 
September 30, 2007.  Operating the BRITS data center had been an additional cost option in the original 
contract, which DOR chose on its own to implement.  The contract amendment allowed DOR to use 
additional General Fund resources on this project without a legislative appropriation. 
 
The BRITS project is running behind its original schedule of taking 4 years to complete, from September 
2002 through August 2006.  This is due to problems and ensuing delays following the conversion of the 
transaction privilege tax to BRITS.  The project was 2 years behind schedule in converting corporate 
income tax, as shown in Table 2.  The individual income tax conversion has been delayed from 
September 2006 to February 2008.  DOR has postponed implementing 2 other key deliverables, 
“customer relationship management” and document imaging, and expects to report on their estimated 
additional costs and timeframes sometime before February 2008. 
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Table 1 

Current Estimate of BRITS Costs 
 Timeframe Cost 
Base contract 9/02 - 8/06 $122,664,700 
Estimated Interest 9/02 - 8/06     7,000,000 
   Subtotal Original Contract  $129,664,700 
   

Previous Amendments   
Operate BRITS Data Center 10/03 - 9/07 $6,586,000 
Corporate Scope Changes     422,300 
   Subtotal Previous Amendments  $7,008,300 
   
Current Total 1/  $136,673,000 
   

Proposed Amendment   
Contractor Support (one-time) 9/06 - 2/08 $8,412,200 
Temporary DOR Staff (one-time) 9/06 - 2/08 2,080,000 
Operation and Support (ongoing) 9/06 - 8/07   4,365,000 
   Subtotal Proposed Amendment  $14,857,200 
   
Total With Proposed Amendment 1/  $151,530,200 
   
Document Imaging/Customer Mgmt 2/  $10,000,000 
   
Total With Future Amendment 1/  $161,530,200 
____________ 
1/ In addition, Laws 2006, Chapter 350, provides $1,200,000 from the 

General Fund in FY 2007 to DOR for operational support of BRITS.  The 
$1,200,000 includes $800,000 for disk storage and equipment costs and 
$400,000 for server and printer replacement costs. 

2/ Our estimate for the cost of project support is at least $10 million.  The 
cost of a contract amendment for these 2 key deliverables is yet to be 
determined. 

 
 

Table 2 
BRITS Completion Timeline 

    
 Original Revised  
 Projection Projection Conversion 
Transaction Privilege Tax 1/04  1/04 
Withholding 1/04  10/04 
Corporate Income Tax 9/04 7/06 9/06 
Customer Relationship Management 9/05 To Be Determined  
Document Imaging 3/06 To Be Determined  
Individual Income Tax 9/06 2/08  
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The proposed $14.8 million contract amendment to finish converting individual income tax collections 
would raise the current total cost to $151.5 million.  This future contract amendment for document 
imaging and “customer relationship management” could raise the cost to at least $161.5 million, or 24.6% 
more than originally projected. 
 
Auditor General Report and Legislative Action 
 
An Auditor General performance audit issued in October 2005 concluded that DOR needed to better 
manage the BRITS project, including hiring an outside expert oversight advisor to monitor the project as 
called for in the original contract and involving more DOR information technology staff with the project.  
DOR reports that they hired an outside oversight consultant in March 2006.  In June 2006, the Auditor 
General reported in their 6-month follow-up that their recommendations are in the process of being 
implemented.  The Auditor General expects that their 12-month follow-up will be issued sometime after 
October 2006. 
 
Due to the project’s delays, Laws 2006, Chapter 346, included session law requiring legislative 
authorization prior to executing any future BRITS contract extensions or modifications that increase the 
contractor’s share of gain-sharing proceeds from state revenues.  However, Laws 2006, Chapter 350, also 
enacted session law authorizing DOR to execute extensions or modifications of the current BRITS 
contract in FY 2007, if DOR submits for JLBC review any contract extensions or modifications that 
change the dollar value of the contract.  This is the basis for the Committee review of DOR’s proposed 
$14,857,200 contract amendment. 
 
Revised Project Scope 
 
DOR wants the contract amendment since they used more resources than planned for both transaction 
privilege tax delays and corporate income tax scope changes.  The contract amendment includes 
$8,412,200 for contractor support for implementation delays, $2,080,000 for temporary DOR backfill 
staff, and $4,365,000 for contractor operation and support of BRITS.  These items are described as 
follows: 
 
• The $8,412,200 is the cost to finish converting individual income tax collections to BRITS.  This 

amount is due to overspending original contract monies on previous conversions and increased testing 
for the individual income tax conversion.  The $8,412,200 includes $3,382,000 for DOR’s 44% share 
of transaction privilege tax delays, $250,000 for DOR’s 2-month corporate income tax acceptance 
testing delay, and $4,780,200 for 6 additional months of testing for the individual income tax 
conversion.  DOR and the contractor reached a negotiated agreement that DOR was 44% responsible 
and the contractor was 56% responsible for problems with the transaction privilege tax conversion.  
The $3,382,000 represents the cost for DOR’s 44% of responsibility for transaction privilege tax 
delays.  In addition, the vendor will absorb $4,252,000 of costs for their 56% of responsibility.  Please 
see Attachment A for DOR’s response to JLBC Staff questions, including their description of how 
they and the contractor arrived at the 44%/56% split of responsibility.  It is difficult to assess the 
percentage shares, due to a lack of information.  GITA has not evaluated the reasonableness of the 
44%/56% split. 

 
• The $2,080,000 is the cost of DOR’s temporary staff used to check the quality of legacy system data 

and resolve data problems before converting individual income tax to BRITS. 
 
• The $4,365,000 represents the 1-year cost for the contractor to support the new software used by 

BRITS.  Before BRITS, DOR had mainly legacy mainframe systems.  The BRITS project has 
introduced new technologies and software.  DOR states that they will need to train their information 
technology personnel and hire additional staff to support BRITS in the future, including database 
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administrators, system designers, programmers, technical architects, and server administrators.  DOR 
is now beginning an assessment to identify the number of staff and skill levels needed to operate and 
maintain BRITS.  DOR has not yet requested funding for this issue in their FY 2008 budget request.  
The department states that they expect to submit the budget issue before the Committee meeting. 

 
DOR reports that if the BRITS project were stopped now, they would have the cost of continuing to run 
and maintain both the legacy and BRITS computer systems.  Currently the transactions privilege tax and 
corporate income tax have been converted to BRITS, and the individual income tax is still running on the 
legacy system.  In addition, DOR would not receive the full benefit of increased enforcement revenue and 
customer service from having all 3 taxes running on the BRITS database.   
 
From the beginning of the BRITS project, DOR has reported that the BRITS contract was a firm, fixed 
price contract, which the contractor was obliged to complete for the stated price regardless of the 
timeframe.  DOR now reports that they misunderstood the meaning of a fixed price contract.  The 
Arizona Department of Administration (ADOA) has provided an explanation that a fixed price contract 
may be adjusted for changes in the work or conditions under which the contract was awarded.  BRITS is a 
task order-based contract which will cost more to extend the timeline.  Please see Attachment B for 
ADOA’s complete response. 
 
In addition to the proposed $14,857,200 contract amendment to finish converting individual income tax 
collections, DOR has also delayed implementing 2 additional key deliverables of the original BRITS 
contract, “customer relationship management” and document imaging.  BRITS’ “customer relationship 
management” component is intended to provide customers with a good experience when interacting with 
DOR, including accurate and timely processing and a single point of contact.  Document imaging is 
intended to improve DOR’s processing of paper documents by such means as capturing and viewing 
images from BRITS, automating data capture, automated fax receipt, and remittance processing.  The cost 
of project support for these 2 key deliverables could be at least $10 million.  DOR reports that they do not 
yet have either a cost or timeframe for implementing these 2 key deliverables.  DOR states that they will 
develop and provide this information while working on the individual income tax conversion.   
 
GITA’s Perspective 
 
We asked the Government Information Technology Agency (GITA) for their perspective on the status of 
BRITS.  Please see Attachment C for GITA’s complete response.  GITA reports that the DOR director 
met with the GITA director on September 6, 2006 to discuss BRITS issues.  The GITA director 
recommended that DOR get the BRITS Oversight Committee more involved.  The BRITS Oversight 
Committee includes mostly DOR staff, an Information Technology Authorization Committee (ITAC) 
representative, a GITA representative, and some county and city representatives. 
 
In general, GITA and DOR do not appear to have sufficiently communicated on this project.  GITA does 
not have enough information to comment on the reasonableness of the $14.8 million contract 
amendment’s revised timeline and cost.  GITA has no basis to evaluate the 44%/56% division of cost 
between DOR and the contractor for the transaction privilege tax delays.  GITA is also concerned that 
DOR has not provided GITA with their staffing plan for ongoing BRITS support upon completion of the 
project, which could contribute to future cost overruns and implementation delays.  GITA has asked DOR 
to provide monthly updates to ITAC to improve DOR’s communication regarding BRITS. 
 
GITA cites the success of BRITS in producing $182 million of revenue, and reports that the BRITS 
project has a “green” status.  GITA defines a green status project as being on schedule, within budget and 
having clear deliverables, a project plan and status report. 
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BRITS Revenue 
 
DOR reports that $182,289,000 of total increased revenue through August 2006 has been attributed to the 
BRITS project, including $37,061,500 from discovery and $145,227,500 from efficiency.  Discovery 
revenue is money from nonfilers and unlicensed businesses or collections identified by BRITS’ 
automated taxpayer identification programs.  Discovery revenue can be traced to specific taxpayers.  
Efficiency revenue is all enforcement revenue which results from BRITS process or program changes 
other than discovery revenue.  Efficiency revenue is measured against baseline dollar amounts which are 
based on complex baseline calculations, and were negotiated between DOR and the vendor.  The 
baselines are subject to modification to account for legislative changes which would affect the baselines.  
It is unclear to what extent the improved economy may have contributed to the revenue increases which 
have been attributed to BRITS. 
 
BRITS’ $182,289,000 of total revenue includes $154,945,600, or 85% of the total, which is available to 
pay the vendor.  The $154,945,600 available to pay the vendor exceeds the $151,530,200 total cost of the 
original contract, prior amendments, and the proposed $14,857,200 amendment by $3,415,400. 
 
RS/BH:ym 
Attachments (3) 
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DATE:  October 16, 2006 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Bob Hull, Principal Research/Fiscal Analyst 
 
SUBJECT: Department of Revenue – Review of General Fund Revenue Enforcement Goals for 

FY 2007 
 
Request 
 
Pursuant to a General Appropriation Act footnote, the Department of Revenue (DOR) requests review of 
its General Fund revenue enforcement goals for FY 2007.  DOR is required to report by July 31, 2006 on 
their goals, and to provide quarterly progress reports to the Committee as to the effectiveness of the 
department’s overall enforcement and collections program within 30 days after the end of each calendar 
quarter. 
 
Summary 
 
DOR’s overall General Fund revenue enforcement goal for FY 2007 is $333.4 million, which is $12.1 
million, or 3.8% above their FY 2006 goal of $321.3 million.  However, the $333.4 million goal for FY 
2007 is $(57.6) million or (14.7)% below their FY 2006 actual General Fund revenue enforcement 
collections of $391.1 million. 
 
DOR’s revenue enforcement goal consists of audit revenue, collections revenue, and accounts receivable. 
 
• DOR’s attributes projected audit revenue decreases in FY 2007 to an audit division hiring freeze to 

pay for $1.7 million of annual software licensing fees for their new Business Reengineering/ 
Integrated Tax System (BRITS) computer system. 

 
• DOR’s collections revenue decreases in FY 2007 with the passing of a temporary spike in FY 2006 in 

transaction privilege tax collections, which was caused by BRITS billing problems that are now fixed. 
 
• DOR has provided no explanation for the increase in accounts receivable collections.  We have asked 

DOR for their comments. 
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Recommendation 
 
The Committee has at least the following 2 options: 
 
1) A favorable review since, as required, the report provides information on DOR’s General Fund 

revenue enforcement goals for FY 2007.  DOR’s overall General Fund revenue enforcement goal of 
$333.4 million for FY 2007 is $12.1 million, or 3.8% above their FY 2006 goal of $321.3 million.   

 
2) An unfavorable review, since DOR’s overall General Fund revenue enforcement goal of $333.4 

million for FY 2007 is $(57.6) million, or (14.7)% below their FY 2006 actual General Fund revenue 
enforcement collections of $391.1 million.   

 
Analysis 
 
A footnote in this year’s General Appropriation Act requires DOR to provide the department’s General 
Fund revenue enforcement goals for FY 2007 for Committee review by July 31, 2006.  In addition, DOR 
shall provide quarterly progress reports to the Committee as to the effectiveness of the department’s 
overall Enforcement and Collections Program.  The reports shall include a comparison of projected and 
actual General Fund revenue enforcement collections for FY 2007.  The reports are due within 30 days 
after the end of each calendar quarter. 
 
The table below compares DOR’s General Fund revenue enforcement goals for FY 2007 to their goals 
and results for FY 2006.  The 3 main categories of enforcement revenue are audit, collections, and 
accounts receivable.  Audit enforcement revenue includes revenue due to DOR’s auditing of taxpayer 
returns, and finding and licensing unlicensed businesses.  Accounts receivable revenue includes taxpayer 
accounts paid before they would have been moved to collections, which allows DOR’s collectors to work 
on other accounts.  After certain periods of time, unpaid taxpayer accounts are moved from accounts 
receivable to DOR’s collections section. 
 
DOR’s overall General Fund revenue enforcement goal for FY 2007 is $333.4 million, which is $12.1 
million, or 3.8% above their FY 2006 goal of $321.3 million.  However, the $333.4 million goal for FY 
2007 is $(57.6) million, or (14.7)% below their FY 2006 actual General Fund revenue enforcement 
collections of $391.1 million.  DOR’s explains the major changes as follows: 
 
Audit: 
• DOR’s FY 2007 goal for audit revenue is $(7.8) million, or (8.7)% below their FY 2006 goal, and 

$(38.2) million, or (31.9)% below their FY 2006 actual audit revenue.  DOR attributes the decrease in 
audit revenue to their instituting a hiring freeze in the audit division to pay for $1.7 million for annual 
software licensing fees for their new BRITS computer system.  We have asked DOR to explain how 
they calculated the amount of reduced audit revenue, including the large variances in corporate 
income tax and license compliance.  DOR has not yet responded to this request.  The $1.7 million for 
annual software licensing fees is not included in DOR’s proposed $14.8 million BRITS contract 
amendment.  The $14.8 million contract amendment would pay for increased costs to convert 
individual income tax to BRITS by February 2008, due to previous BRITS delays. 

 
Collections: 
• DOR’s FY 2007 goal for collections revenue is $10.4 million, or 5.5% above their FY 2006 goal, but 

$(22.6) million, or (10.2)% below their FY 2006 actual collections revenue.  DOR attributes a large 
part of the increase in FY 2006 collections revenue to a temporary spike in transaction privilege tax 
collections, which was caused by BRITS problems that delayed transaction privilege tax billings.  
DOR reports that the BRITS problems have been fixed, and the FY 2006 surge in transaction 
privilege tax collections is not expected to be repeated.  We have asked DOR how much of the 
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collections’ $187.8 million FY 2006 goal, $220.8 million FY 2006 actual, and $198.2 million FY 
2007 goal is due to transaction privilege tax collections. 

 
Accounts Receivable: 
• DOR’s FY 2007 goal for accounts receivable revenue is $9.6 million, or 21.8% above their FY 2006 

goal, and $3.2 million, or 6.4% above their FY 2006 actual accounts receivable revenue.
 

DOR’s General Fund Enforcement Revenue Goals in FY 2007 
Compared to FY 2006 (Net of Duplications) 

 FY 2006 FY 2006 FY 2007 
 Goals Actual Goals 

Audit Division    
Corporate Tax $53,474,200 $70,425,500 $39,129,100 
Individual Tax 8,250,400 11,871,400 12,855,600 
Transaction Privilege Tax 15,780,700 15,336,000 15,392,400 
Luxury Tax 1/ -- -- 594,000 
Discovery 2/ -- -- 1,782,000 
License Compliance 12,100,400 22,351,000 12,015,000 
 Subtotal Audit $89,605,700 $119,983,900 $81,768,100 
    
Collections 187,837,900 220,835,800 198,206,200 
Accounts Receivable 3/   43,887,300   50,234,500   53,469,600 
 Total $321,320,900 $391,054,200 $333,443,900 
____________ 
1/ DOR did not report separately on this item in FY 2006. 
2/ DOR did not report separately on this item in FY 2006.  Discovery revenue is DOR’s 

term for additional revenue attributed to BRITS, which can be traced to specific 
taxpayers. 

3/ Taxpayer accounts paid before they would have been moved to Collections, which 
allows collectors to work on other accounts. 

 
RS/BH:ym 
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DATE:  October 17, 2006 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Tyler Palmer, Fiscal Analyst 
 
SUBJECT: Arizona Department of Administration – Review of Emergency Telecommunication Services 

Revolving Fund Expenditure Plan 
 
Request 
 
Laws 1998, Chapter 6, 4th Special Session requires the Arizona Department of Administration (ADOA) to 
submit the wireless services portion of its Emergency Telecommunications Services Revolving Fund (ETSF) 
expenditure plan to the Committee for review.  ADOA oversees and provides support to the communities of 
the state as they enhance their 911 emergency telecommunications systems.  In practice, the department 
submits its complete expenditure plan annually, although expenditures on wire services are not subject to 
Committee review. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review to the $9.4 million wireless portion 
of the ETSF expenditure plan. 
 
In FY 2007, ADOA expects to distribute $28.1 million from the ETSF.  However, based on past expenditure 
patterns this estimate could be high, as over the past 4 years average expenditures were $17.7 million.  Of the 
$28.1 million, $18.0 million is for wire services, $9.4 million is for wireless services, and $0.7 million is for 
administrative and management costs.   
 
Analysis 
 
ADOA works with county/city 911 administrators to distribute monies from ETSF for FCC-compliant 
telecommunications equipment, software, carrier services, and maintenance.  The counties and cities are 
responsible for implementing the improvements to their 911 system.  ADOA is responsible for providing 
centralized oversight, administration, management, and guidance in developing project schedules to consider 
the greatest needs, especially in rural areas, and for maximizing regional efficiencies and local readiness.  
While ADOA prefers that each county complete implementation phases as a whole, the department does make 
allowances for cities or areas that are behind or ahead of the county schedule.  Localities must provide and 
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fully fund their own personnel, utilities, and facilities.  ADOA also requires communities to submit Wireless 
911 Service Plans to the agency for its approval.   
 
Emergency 911 Wireless Service Status 
Federal Communications Commission (FCC) Report and Order 96-204, issued in 1996, ordered the 
development and implementation of 911 services for wireless telecommunications systems in 2 phases.  
Phase I requires local public safety answering facilities to be able to identify the phone number of, and 
nearest cellular tower to the caller, as well as to relay calls to the nearest emergency response center.  
Phase II necessitates answering facilities to be able to identify the location of the caller.  Mobile service 
carriers were required to upgrade their systems for Phase II capability by December 2005.  Table 1 
highlights the status of Arizona’s wireless 911 availability as of August 2006. 
 

Table 1 
Arizona Counties Emergency  

911 Wireless Capability 

Phase I Phase II 
Graham County Maricopa County 
Page-Lake Powell Northern Yavapai County 
Pinal County Pima County 
Santa Cruz County  
Winslow  
  
* Counties not shown have no wireless Phase I or II capabilities. 

 
With Wireless Phase II being completed in Pima and Maricopa Counties, 80% of the state’s population 
lives in areas where the location of a 911 caller can be identified.  Completion of mapping in Phase I 
compliant regions is a major step in becoming Phase II ready.  Graham, Pinal, and Santa Cruz Counties 
are conducting their mapping projects and will deploy Phase II during the spring of 2007.  Southern-
Yavapai, Cochise, and Mohave Counties will deploy Phases I and II during FY 2008.  For a more 
comprehensive description of emergency 911 deployments see the State 9-1-1 Program FY 06 Project 
Plan attachment.   
 
Funding Mechanism 
A.R.S. § 42-5252 authorizes a tax on wire and wireless telecommunication service accounts with a two-step 
decrease in the rate during FY 2007 and FY 2008.  The rate was established at $0.37 cents per month, and 
decreases to $0.28 cents during FY 2007 and further to $0.20 cents during FY 2008.  ADOA estimates that the 
decrease in the tax rate will reduce revenues from $28.7 million in FY 2006 to $17.9 million in FY 2010.  
ADOA also foresees expenditures increasing from $18.3 million to $37.3 million during the same timeframe.  
Despite the decline in revenues and the increase in expenditures, ADOA projects that the fund will maintain a 
positive balance until FY 2010, due to the $45.0 million balance currently in the fund.  Under the ADOA 
revenue and expenditure assumptions, the shortfall in FY 2010 is projected to be $(15.9) million.  
 
FY 2007 ETSF Expenditure Plan 
ADOA distributes funds to the localities upon receiving copies of their invoices for emergency 
telecommunications services and equipment.  In FY 2007, ADOA expects to distribute $28.1 million from 
ETSF, including $4.0 million from the existing fund balance.  Of the $28.1 million, $9.4 million is for Phase I 
and Phase II wireless services.  Table 2 summarizes the actual ETSF distribution during the past 2 fiscal year’s 
and projected distribution during the current fiscal year. 
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Table 2 
ADOA Emergency Telecommunications Services 
Revolving Fund FY 2005 - 2007 Expenditure Plan 

 Actual 
FY 2005 

Actual 
FY 2006 

Projected 
FY 2007 

Wireless Services    
 Phase I Wireless $2,600,000 $1,400,000 $1,400,000 
 Phase II Wireless 4,300,000 6,000,000 8,000,000 
 Wireless Services Subtotal $6,900,000 $7,400,000 $9,400,000 
    
Wire Services $12,900,000 $10,200,000 $18,000,000 
    
Administration $     800,000 $     800,000 $     700,000 
 ETSF Expenditure Plan Total $20,600,000 $18,400,000 $28,100,000 

 
In August 2005, ADOA estimated that FY 2006 expenditures would be $34.7 million; however, actual 
expenditures over the course of the year were only $18.4 million.  Some of this discrepancy may be 
attributed to lower levels of participation by rural counties than expected.   
 
Table 3 includes the expenditure plans for FY 2007.  Of the $9.4 million projected to be spent on wireless 
services in FY 2007, $5.2 million is for wireless carrier charges.  Carrier charges are monthly per customer 
fees provided to phone companies for providing emergency 911 services to their customers.  The remaining 
$4.2 million of the wireless expenditure plan is for Local Exchange Carrier (LEC) network and Equipment 
expenses.   
 

Table 3     
FY 2007 Wireless Expenditure Plan 

 LEC Network Equipment Wireless Carrier Total 
Graham County  $ 106,394   $    76,950   $ 107,606   $ 290,950  
Maricopa Region     950,000         64,000   3,248,000   4,262,000  
City of Page     253,320               -                -        253,320  
Pima County  1,200,000           4,400     636,400   1,840,800  
Pinal County     575,934       137,150      651,816   1,364,900  
Santa Cruz County     212,400       102,200        70,805      385,405  
City of Winslow     118,970               -          61,150      180,120  
No. Yavapai County     398,380           5,000      452,370      855,750  
  3,815,398       389,700   5,228,147   9,433,245  

 
Future Outlook 
Arizona statute only requires wire and wireless telecommunication service accounts to pay a tax.  Statute 
is unclear whether more recent technologies such as prepaid wireless accounts, internet based phones, 
OnStar pay the 911 taxes.  Future fund revenues could decline if phone usage shifts to Voice over Internet 
Protocol (VoIP) based phones.  VoIP phones may be differentiated into two divisions, the broadband 
providers such as Comcast and Qwest and the nomadic providers such as Vonage.  The broadband 
providers may already be collecting a tax because they view the service as similar to a wire line account, 
but the nomadic providers are not currently collecting any taxes for emergency 911 services.  
Of the nomadic VoIP providers, Vonage has approached the ADOA 911 office regarding developing an 
agreement to collect the tax as long as it is used specifically for emergency 911 purposes.   
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New to this year’s expenditure plan is the establishment of an Internet Protocol-enabled network 
beginning in FY 2008.  The estimated FY 2008 cost is $10.0 million.  The current 911 system is based on 
technology not intended to support modern communications devices.  The plan to build an Internet 
Protocol-enabled network is in line with recommendations from NENA, the National Emergency Number 
Association, on the future of emergency telecommunications standards.   
 
RS/TP:dt 
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DATE:  October 17, 2006 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Jenna Seplow, Fiscal Analyst 
  Russell Frandsen, Fiscal Analyst 
 
SUBJECT: AHCCCS – Review of Capitation Rate Change 
 
 
Request 
 
Pursuant to a footnote in the General Appropriation Act, the Arizona Health Care Cost Containment 
System (AHCCCS) is required to report capitation and fee-for-service inflationary rate changes with a 
budgetary impact to the Committee for review prior to implementation. 
 
AHCCCS is proposing rate increases for the Traditional Medicaid, Proposition 204 (previously the 
MN/MI population), KidsCare and KidsCare Parents populations as well as the Arizona Long-Term Care 
System (ALTCS) Elderly and Physically Disabled population. 
 
Summary/Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review to the capitation rates proposed 
by AHCCCS.  
 
The proposed rates would cost $6.4 million less from the General Fund than budgeted in FY 2007.  The 
County requirement would be $2.5M less than budgeted.  The actual surplus will also depend on 
enrollment growth.  Current Acute and ALTCS caseloads are below forecast.   
 
AHCCCS’ actuaries use encounter data, financial information and projected enrollment to determine the 
actual cost of services and, thereby, recommend increases or decreases in capitation and Fee-For-Service 
(FFS) rates. 
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Analysis 
 
Acute Care 
This population represents members who participate in the Traditional Medicaid, Proposition 204, and 
KidsCare and KidsCare Parents programs.   
 
In FY 2007, the approved Acute Care budget estimated capitation rate growth at 6.5%.  AHCCCS states 
that the increase in FY will be only 5.9%.  Based on enrollment projections used in developing the FY 
2007 appropriation, this would cost $3.9 million less than budgeted from the General Fund.  Table 1 
shows the proposed capitation rates for each patient group.    
 
Increases in the cost and the utilization of pharmacy, physician, and inpatient benefits are responsible for 
69% of the 5.9% rate growth above FY 2006. 

• Pharmacy – Costs are predicted to increase between 3.7% and 15.2% as a result of increased 
utilization and treatment costs.  The pharmacy component accounts for 10% of the rate increase 
above FY 2006. 

• Physician – Costs are predicted to increase between 1.2% and 10.1% as a result of increased 
utilization and treatment costs.  The physician component accounts for 20% of the rate increase 
above FY 2006. 

• Inpatient – Costs are predicted to increase between 5.4% and 13.9% as a result of increased 
utilization and treatment costs.  The inpatient component accounts for 39% of the rate increase 
above FY 2006. 

 
The remainder is primarily adjustments for administrative and outpatient/emergency room increases.  
While these changes represent increases above FY 2006 levels they are below what was initially budgeted 
for FY 2007.   
 
In FY 2007 acute care caseloads have been below forecast.  As a result, additional savings may be 
generated by lower-than-expected enrollment. 
 
Policy Changes 
Laws 2006, Chapter 331 added statutory language that limits capitation rate adjustments to utilization and 
inflation unless those changes are approved by the Legislature or are specifically required by federal law 
or court mandate.  For AHCCCS Acute Care, 1 program change is projected to impact rates in FY 2007: 
 
Incontinence Supplies 
In June 2005, a statewide class action lawsuit (Ekloff v. Rodgers) was filed seeking to change Arizona’s 
Medicaid policy which only permitted coverage for incontinence briefs (i.e. diapers) for children with 
disabilities when a child had experienced skin breakdown, sores or infection, but not to prevent disease or 
injury. As a result of the court’s ruling in Ekloff v. Rodgers, AHCCCS is now mandated by the court to 
provide incontinence supplies to members aged 3 through 20 who are incontinent as a result of a disabling 
condition.  The impact on the Acute Care program is estimated to be $3.2 million for CY 2007.  This cost 
has been incorporated into the $3.9 million projected savings for Acute Care.  
 
Long-Term Care (ALTCS)  
ALTCS services are provided to the elderly and physically disabled in need of long-term care either in 
nursing care facilities or in home and community-based settings (HCBS). 
 
The approved FY 2007 budget provided for a 7.0% capitation rate increase; however, the proposed 
ALTCS monthly capitation rate (averaging approximately $3,120 for CY 2007) represents an increase of 
4.8%.  Based on enrollment projections used in developing the FY 2007 appropriation, the capitation rate 
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change will result in state match savings of $5 million. Of the additional state match savings, 
approximately half would be realized by the state, and half by the counties. 
 
The 2 main reasons for the lower-than-anticipated levels of spending include: (1) 5-year rebidding of the 
provider contracts resulted in lower capitation rates and (2) a higher than anticipated utilization of home 
and community based services instead of nursing facilities.  Contracts by county for long-term care are 
bid out every 5 years.  In non-bid years, contracts are renewed annually with rate adjustments for 
utilization and inflation.  The rebid process did not add to the number of service providers except for 
replacing the third Maricopa County option made vacant October 1, 2005 when the Maricopa County 
Long Term Care Plan terminated its contract.   
 
In FY 2007 enrollment in the ALTCS program has been below forecast.  As a result, additional savings 
may be generated by lower-than-expected enrollment. 
 
Table 1 

Monthly Regular Capitation Rates 

Populations 
Current 

CYE 06 Rate 
Budgeted 

CYE 07 Rate 
Proposed 

CYE 07 Rate 
CYE 06 - CYE 07

% Change 
     
Traditional Medicaid/KidsCare     
Age<1 $427.50 $455.80 $481.79 12.70% 
Age 1 - 13 104.82 111.57 108.48 3.49% 
Age 14 - 44 (Female only) 185.58 197.79 191.93 3.42% 
Age 14 - 44 (Male only) 126.76 135.52 134.70 6.26% 
Age 45+ 359.82 383.38 367.93 2.25% 
SSI with Medicare 185.82 197.75 184.60 -0.66% 
SSI without Medicare 577.65 615.19 636.86 10.25% 
Family Planning 16.39 17.41 17.37 5.98% 
Deliveries 6,061.26 6,452.17 6,305.03 4.02% 
     
Prop 204     
Prop 204 - Conversions $425.94 $453.34 $438.44 2.93% 
Prop 204 - Medically Eligible 827.68 880.91 974.27 17.71% 
Prop 204 - Newly Eligible 425.94 453.34 438.44 2.93% 
Hospital "Kick" Payment 10,136.52 10,840.88 10,491.29 3.50% 
     
ALTCS     
Statewide Average Rate $2,976.56 3,184.92 $3,120.34 4.8% 

 
RS/JS/RF:ym 
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DATE:  October 16, 2006 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Leatta McLaughlin, Fiscal Analyst 
 
SUBJECT: Arizona Commission on the Arts – Review of the Arizona Arts Endowment Fund and 

Private Contributions 
 
 
Request 
 
The Arizona Commission on the Arts requests the Committee review the report on private monies that are 
donated for use in conjunction with public monies from the Arizona Arts Endowment Fund. 
 
Recommendation 
 
The Committee has at least 2 options:  
 

1) A favorable review since the Commission generated as much in private donations in CY 2005 as 
they received in public money in FY 2006.   

 
2) An unfavorable review since they generated $(2) million less in private donations in CY 2005 

than they did in CY 2004.   
 
Since the advent of public funding in CY 1998, Commission grants have helped to generate private 
donations.  From CY 1998 to CY 2000, annual private contributions ranged from $4.4 to $6.6 million.  
The slowdown in the economy reduced annual contributions to between $2.0 and $2.7 million from CY 
2001 to CY 2003.  Due to an improving economy and better communication with arts organizations, 
private contributions rebounded in CY 2004, with $5.2 million donated.  Private contributions decreased 
by $(2) million in CY 2005 due to staff vacancies and the retirement of the prior director of the agency, 
which resulted in a lower level of communication with the arts organizations.  These positions have since 
been filled.   
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Analysis 
 
Pursuant to A.R.S. § 41-986F, the Committee shall annually review the Commission’s records regarding 
private monies that are donated for use in conjunction with public monies from the Arizona Arts 
Endowment Fund.  The Committee is to compare the level of private contributions to the state’s 
contribution to the Arizona Arts Endowment Fund.  There is no statutory requirement that private 
donations match public appropriations for the Arizona Arts Endowment Fund.  At the time of the 
endowment’s enactment, however, there was an expectation that additional state funding would leverage 
private contributions. 
 
The public component of the legislation began in FY 1998 and consists of an annual appropriation of up 
to $2,000,000 to the Arizona Arts Endowment Fund from the General Fund, with the intent that the fund 
reach a total endowment of $20 million.  These monies are then invested by the State Treasurer, who 
distributes the interest income to the Arts Commission to fund arts programs across the state.   
 
In FY 2007, a total $7 million is appropriated to the fund.  In addition, Laws 2006, Chapter 351 
eliminated the statutory requirement to annually appropriate no more than $2 million from the General 
Fund to the Arts Endowment Fund, since the fund will have accrued the originally intended $20 million 
amount by the end of FY 2007.   
 
Since FY 1998, the fund has earned approximately $1,980,710 in interest, $1,768,415 of which has been 
expended.  In FY 2007, the Commission has committed $500,667 of these monies in the form of grants. 
 
The private component of the legislation allows the Arts Commission to partner with non-profits such that 
the non-profit may receive, invest, and manage private donations: 1) to its own endowment, 2) to the 
endowment of other arts organizations, or 3) to the non-designated portion of the Arizona Arts 
Endowment Fund.  Donors who wish to support endowments of a specific arts organization, such as the 
Phoenix Symphony, may do so.  Such donations are administered by the individual arts organization but 
must conform to the rules adopted by the Arts Commission to qualify as a contribution to the Arizona 
Arts Endowment Fund.  Several smaller arts organizations have arranged for the Arizona Community 
Foundation to administer endowments on their behalf.  The Arizona Community Foundation is a tax-
exempt charitable organization, which manages more than 700 funds with 11 affiliate organizations 
across the state.   
 
Donors who wish to endow the arts generally, without designating a particular arts organization, may do 
so by giving to the private non-designated portion of the Arizona Arts Endowment Fund.  The Arts 
Commission receives the interest income from these non-designated donations and distributes the 
earnings according to its policy.  
 
The table below summarizes private contributions that have been collected since the establishment of the 
Arizona Arts Endowment Fund.  Private contributions were less from 2001 to 2003 than in previous years 
due to the slowing economy.  Contributions increased in CY 2004 due to the improving economy and 
better communication practices by the Arts Commission with their arts organizations.  Private 
contributions decreased in CY 2005 due to a decrease in communications with the arts organizations 
because of staff vacancies; however, the agency is now fully staffed.  
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Private Donations to the Arizona Arts Endowment Fund, by Calendar Year 

 1996 1/ 1997 1998 1999 2000  
Designated $1,682,700 $2,973,200 $5,799,600 $3,887,300 $6,559,000 
Non-Designated                0       76,500     545,300     475,900        69,300 

Totals $1,682,700 $3,049,700 $6,344,900 $4,363,200 $6,628,300 
     

 2001 2002 2003 2004 2005 Total 
Designated $2,044,000 $2,728,500 $1,819,200 $5,066,600 $3,099,900 $35,660,000
Non-Designated      (24,400) 2/      (44,500) 2/     191,000     162,100    140,200    1,591,400

Totals $2,019,600 $2,684,000 $2,010,200 $5,228,700 $3,240,100 $37,251,400
____________ 
1/ 1996 reporting period is from April 15, when the legislation was passed, to December 31.  
2/ Losses in 2001 and 2002 were a result of overall losses in investments at the Arizona Community 

Foundation. 
 
RS/LMc:ym 
 










