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MEETING NOTICE
-

Call to Order

-

Approval of Minutes of October 24, 2006.

-

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 - Review of Request for Proposal.
C.
Department of Commerce - Review of Memorandum of Understanding for the Arizona 21st
Century Competitive Initiative Fund.*

1.

ARIZONA DEPARTMENT OF ADMINISTRATION
A.
Consider Approval of Maximum Mileage and Travel Reimbursement Rates.
B.
Review of Telecommunications Contractor and Carrier Cost Rate Structure.

2.

ARIZONA STATE UNIVERSITY - Review of Downtown Phoenix Campus Operational and
Capital Plans.

3.

ARIZONA BOARD OF REGENTS - Review of ABOR’s Assessment of Enrollment Accounting
Policies.

4.

ARIZONA DEPARTMENT OF EDUCATION - Report on Information Technology Special Line
Item Program.

5.

JOINT LEGISLATIVE BUDGET COMMITTEE - Review of Filing Fee for Administrative
Hearings Pursuant to the Condominium and Planned Community Program.

*This item may also be heard in open session.
(Continued)

-26.

STATE LAND DEPARTMENT - Review of Expenditure Plan for Radio System Upgrades.

7.

STATE COMPENSATION FUND - Consider Approval of Calendar Year 2007 and 2008
Budgets.

The Chairman reserves the right to set the order of the agenda.
11/07/06
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
October 24, 2006
The Chairman called the meeting to order at 9:40 a.m., Tuesday, October 24, 2006, in Senate Appropriations Room 109.
The following were present:
Members:

Representative Boone, Vice-Chairman
Representative Biggs
Representative Burton Cahill
Representative Gorman
Representative Lopez
Representative Tully

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

Absent:

Representative Pearce
Representative Huffman

Senator Martin

APPROVAL OF MINUTES
Hearing no objections from the members of the Committee to the minutes of September 21, 2006, Senator Burns stated the
minutes would stand approved.
DIRECTOR’S REPORT
Mr. Richard Stavneak, Director, JLBC Staff, said that the next meeting is scheduled for November 15, 2006, and that there
are already several items on the agenda, including 21st Century Fund, ASU Downtown Campus Plan, State Compensation
Fund, and Arizona Department of Administration’s Mileage Reimbursement Rate.
Mr. Stavneak also reminded everyone that the JCCR meeting scheduled for later in the day had been cancelled, but to expect
a meeting next month. That meeting is also scheduled for November 15, 2006 at 1:30 p.m.
DEPARTMENT OF REVENUE (DOR)
A.

Review of Business Reengineering/Integrated Tax System (BRITS) Contract Amendment.

Mr. Bob Hull, JLBC Staff, referring to the slide handout distributed (Attachment 1), gave some background on the project,
stating that DOR contracted for a new computer system in September 2002. The goal was to have the 3 main tax types
(sales, corporate income tax, and individual income tax) operate off a single database. The object of this was to improve
revenue enforcement and customer service. The sales and corporate income taxes have been converted to date. The
contactor is paid through a gain sharing arrangement. 85% of the enforcement revenue is paid to the contractor, and 15%
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under $137 million, which includes $7 million for 2 previous contact amendments, and the project is 2 years behind schedule.
Due to earlier project delays, DOR is seeking a $14.8 million contract amendment to complete conversion of the individual
income tax to BRITS. Mr. Hull stated that the Committee had several options. The Committee could give a favorable
review, since DOR has provided information on the contract amendment, and there is more revenue than anticipated; or the
Committee could give an unfavorable review since the project is over-budget and over-time, with no independent basis to
determine whether the vendor is being held appropriately accountable.
Senator Burns asked why GITA was not kept informed, if their purpose is to monitor large computer projects such as this
one.
Mr. Hull stated that, to the best of his knowledge, responsibility lies with both DOR and GITA. Perhaps DOR did not
communicate as much as they should have and GITA did not ask as many questions as they should have.
Senator Arzberger asked what plans there were to correct the communication issue between DOR and GITA.
Senator Burns also questioned whether the change should be statutory, to ensure this problem does not arise again.
Mr. Richard Stavneak, JLBC Director, responded to Senator Arzberger’s question by stating that there is a BRITS oversight
committee, comprised by members of DOR, GITA and ITAC. The DOR and GITA Directors met in September to outline
DOR’s plans for the contract amendment. GITA suggested that the oversight committee needs to be made more active, as a
method of information sharing between the 2 departments.
Senator Burns asked whether this was the first contract amendment and if others were expected.
Mr. Hull responded that this was the third cost amendment, as there have been other amendments. At least one more
amendment is expected for project support costs, if DOR chooses to implement document imaging and/or customer
relationship management.
Senator Burns stated that he would like to put an end to the amendments. If DOR wants to purchase additional products for
the system, the competitive bid process should be used, rather than continuing to add on to the existing contract.
Mr. Hull responded that it was a question of the functionality of the system, and the value obtained. With document imaging
auditors and collectors could retrieve an electronic copy and improve customer response time, as opposed to using a paper
filing system.
Senator Burns stated that, at this point in time, the Committee is in review status only. Regardless of what the Committee
determines, DOR could go forward without their approval. He felt that stronger action should be taken to deter any more
amendments from coming before the Committee.
Senator Cannell stated that he felt that if the system was getting better, the Committee would be justified in approving the
amendment. The system will make tax collection more efficient and taxpayers will be receiving better service.
Senator Arzberger asked whether the oversight advisory committee was part of the original contract, and if the Auditor
General’s recommendation for an outside expert was a new recommendation.
Mr. Hull responded that the outside consultant was a part of the original contract; however, the oversight committee was not.
The outside expert is an IT consultant hired to oversee the entire project. The oversight committee meets regularly to
monitor the progress of the project.
Senator Arzberger stated she felt that both the oversight committee and the consultant should have participated more in the
management of the project.
Representative Biggs inquired whether the $4.25 million being paid by the contractor will be in the form of a check or
reduction in revenue receipts.
Mr. Hull responded that the $4.25 million will be costs absorbed by the contractor, and not an actual payment.
Representative Biggs asked for elaboration on the question included in the Mr. Hull’s presentation: “Has BRITS Paid for
Itself Already?”, specifically the $37 million from discovery tied to specific taxpayers, and what evidence is there that these
individuals could not have been discovered through the previous programs available.
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matching programs, which was not available under the legacy system.
Representative Biggs referred to the $145 million from efficiency revenue above baseline amounts, and asked for more
information on the $50 million revenue from abusive use of tax shelters, and how it was determined that it was attributable to
BRITS.
Mr. Hull stated that the $50 million revenue is not attributable to BRITS, but it is included in the $145 million.
Representative Biggs asked whether there was any other revenue included in the $145 million that was questionable and
whether it was attributable to the BRITS program.
Mr. Hull said that not enough detail was available to determine whether there was other revenue that fell into that category.
Perhaps the oversight committee could look at the baseline, evaluate what is included in the $145 million revenue, and
determine what should and should not be attributed to BRITS. He further explained that the BRITS contract is set to run for
10 years, so there is sufficient time for the additional revenue to pay off the cost of BRITS, even if it doesn’t come in at the
levels projected.
Senator Garcia asked whether the BRITS system, as it is being financed now, would have cost more if it had been paid for
through an appropriation.
Mr. Hull explained that the statutory change which allowed agencies to contract for IT projects through gain sharing was
something that DOR worked to get into place. The financing mechanism was viewed as a way of running the project more
smoothly, and not having to worry about the stops and starts, and possible uncertainties of appropriation after appropriation.
Ms. Kristine Ward, Department of Revenue explained that the department had released the first of 3 primary components of
BRITS, the Transaction Privilege Tax, and the second component, Corporate Income Tax was released on September 5,
2006. The third component is individual income tax. The cost of the delay for the release of the first component was $7.1
million, and DOR assumed 44% of that cost.
Representative Biggs asked why DOR had assumed the 44% of the delay costs.
Ms. Ward clarified that DOR had some responsibility in the delay of the first release. When the contract was originally
established, it was developed under a partnership concept. The vendor was to bring the IT expertise and DOR would bring
the business expertise. The vendor was expected to act in their best interest to ensure the benefits continued to produce.
However, the proper people with the proper skill sets were not applied to managing the project and overseeing the vendor.
Senator Waring requested clarification on how the $14.8 million was to be used, and whether this was the last time that DOR
was to come before the Committee on this issue.
Ms. Ward stated that some of the funds went for work that has already been completed to fix BRITS, and some for support
through August 2008. She also said that DOR will come before the Committee again regarding future contract amendments.
Representative Boone asked for an estimate on a timeline for implementing CRM.
Ms. Ward responded that, if a decision is made that it is needed, planning for CRM would begin after the release of
individual income tax, which is scheduled for November 2007.
Senator Waring asked if DOR expected that the system would do what it was supposed to do.
Ms. Ward said that the department is now enjoying offset payments as one of the aspects of an integrated system. If a
taxpayer has a liability in TPT, and they have a refund or overpayment in Corporate Income Tax, the system is capable of
taking the overpayment and applying it to the liability. Since September 5, 2006, 18,279 offsets have been processed for a
benefit of $4.1 million. This was a feature that was not available until the release of the corporate income tax component of
BRITS.
Representative Boone asked Ms. Ward why DOR is paying an additional $14.8 million if all the products were included in
the original contract.
Ms. Ward responded that when the scope of the contract was defined, time was a factor. If time to implement the various
components increases, cost also increases.
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Ms. Ward stated that she agreed with Mr. Hull’s comments. From the department’s perspective, the issue was not trumpeted
loudly enough. In its early stages, the issue was discussed with the external oversight committee, which meets every 2
months. Two meetings were cancelled twice due to lack of attendance. Two more meetings were subsequently cancelled, for
a total of 4 months during the crucial months of negotiations on the $14.8 million contract amendment.
Senator Burns expressed that the concern is that the process has some problems with significant cost increases, and how DOR
is dealing with them; not whether the program has benefited the department.
Representative Boone moved that the Committee give an unfavorable review of the DOR BRITS contract amendment,
since the project is over time and over budget, and implement all 5 recommendations on further reporting and oversight:
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 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.
The motion carried.
DEPARTMENT OF REVENUE
B.

Review of General Fund Revenue Enforcement Goals.

Mr. Hull stated that enforcement revenue consists of audit, collections and accounts receivable. DOR’s FY 2007 goal is
$333.4 million, which is $12.1 million, or 3.8% above their FY 2006 goal of $321.3 million. Compared to the FY 2006 goal,
the FY 2007 goal for collections and accounts receivable increase approximately $10 million each. Audit revenue decreases
$8 million, due to a hiring freeze in the Audit Division, to pay for $1.7 million of annual software licensing fees for BRITS.
Compared to the FY 2006 actual, the FY 2007 goal is $(57.6) million, or (14.7)% below the FY 2006 actual. The 2 reasons
for this are corporate income tax audit and license compliance both have large one-time amounts in FY 2006, mainly due to a
few large taxpayers, which DOR does not expect to repeat in FY 2007. There was a temporary spike in sales tax collections,
which was caused by BRITS billing problems, which have now been fixed.
Mr. Hull outlined the 2 options of the Committee, to either give a favorable review because the report provides information
on DOR’s general fund revenue enforcement goals for FY 2007, which are $12.1 million above FY 2006, or give an
unfavorable review because the FY 2007 goal is $(57) million below the FY 2006 actual.
Representative Biggs asked whether DOR had explained why accounts receivable are increasing.
Mr. Hull explained that DOR had not tracked accounts receivable until a couple of years ago. The goal was increased based
on the fact that accounts receivable have increased year after year.
Representative Boone moved that the Committee give a favorable review of the DOR report of general fund revenue
enforcement goals for 2007. The motion carried.
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Ms. Leatta McLaughlin, JLBC Staff, instructed the Committee members to refer to the presentation distributed
(Attachment 2). She stated that the Committee is required annually, by statute, to approve an inflation adjustment for
building renewal and new construction formulas.
SFB can award money over the new school construction formula amount if a district cannot build a minimum guidelines
school within the formula amount. From FY 2002 to FY 2005, SFB awarded approximately an additional $6 million to
14% of their new school projects. That number jumped to approximately 38% of the projects in FY 2007 for additional
funding of approximately $20 million. So far, in FY 2007, SFB has awarded approximately an additional $9 million to
82% of their projects, which breaks out to approximately $1 million per project.
Senator Waring asked that, if SFB was awarding funds above the formula amount, how did the Board not run out of funds.
Mr. Stavneak explained that only approximately 5% of the approved amount is spent for architectural and engineering fees.
These additional amounts are essentially being built into the FY 2008 through FY 2011 budgets, depending on when the
schools are constructed.
Ms. McLaughlin summarized by stating that the Committee had several options in combining the 4 indices, of which only 2
were identified. The first option is a combination of a national and Phoenix index at 6.9%, and the Committee adopted an
index based on this methodology at last year’s meeting. The second option is a combination of 2 Phoenix indices at 12.2%,
and that is the option recommended by SFB.
Senator Arzberger asked Ms. McLaughlin if the PinnacleOne index did not measure inflation for high schools or schools
outside the Phoenix Metropolitan area.
Ms. McLaughlin answered that the PinnacleOne index is only for Phoenix-based elementary schools.
Senator Arzberger asked if construction costs were higher in rural areas.
Ms. McLaughlin responded that Senator Arzberger was correct, and that SFB has the ability to approve rural districts above
the funding amount in statute.
Representative Biggs asked whether there was a rule that stipulates that rural areas are automatically 5% more than urban
areas.
Ms. McLaughlin responded that SFB is statutorily mandated to give urban areas 5% more in funding for schools construction
than urban areas.
Representative Tully stated that, according to a Wall Street Journal article he read, lumber prices were at a 10-12 year low
nationally. He asked if there were any cycles during that same period that indicated that real costs of construction can
decrease, as opposed to the rate of increase or inflation lessen.
Ms. McLaughlin replied that she had not conducted any research on construction cost cycles, but offered to research and
provide the Committee with the information.
Representative Biggs asked if there was a general decrease in construction materials costs, and the school districts are
approved at a higher rate, and whether there is a mechanism in place to recapture those funds.
Ms. McLaughlin responded that, as she understood the approval process, the district goes before SFB for initial approval for
the project, with an actual dollar amount. A second approval must be obtained before construction begins. At that time, the
district is required to obtain a hard bid, and obtain additional funding for the project.
Mr. Stavneak interjected to say that the process Ms. McLaughlin spoke about had been used to increase funding, but he was
unaware whether it had ever been used to decrease funding.
Senator Waring inquired whether the $131 per square foot included contractors, labor, materials, and land.
Ms. McLaughlin stated that the amount did not include the land.
Senator Bee asked if the Tucson schools were considered to be in rural areas.
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and Tucson are the only cities in the state that are not considered rural.
Senator Bee requested that the information regarding urban versus rural areas be provided to the Committee. He asked if the
formulas being used to fund school construction projects are keeping up with inflation, and commented that when the
formula was originally adopted, an adequate school could be built with the resources that were provided but over time, it has
become more and more challenging to do that.
Ms. McLaughlin stated that, in speaking with several of the school districts, it was felt that the formula was indeed not
keeping up with inflation. She also explained that the 12.2% increase, according to the FY 2007 additional funding approved,
would correct the problem.
Representative Lopez stated that the costs of building materials used in the construction of new schools are increasing, and
commercial construction is also rising.
Ms. McLaughlin commented that, through her research, she found that commercial construction is increasing.
Mr. Stavneak expanded by saying that commercial construction growth is estimated at 15%.
Representative Burton Cahill requested that a 6- to 10-year history be provided to the Committee regarding the inflation
adjustments they have approved for school construction projects.
Representative Bee asked why the national construction indices presented to the Committee are less than the actual costs.
Mr. Stavneak responded that the indices do not appear to capture either nationally or statewide the same cost increases that
had been talked about anecdotally. This lead to the creation of the PinnacleOne and Rider indices, because of a belief that
local information was not being captured.
Representative Burton Cahill asked whether a comparison had been done between Arizona and Nevada, since they seem to
have the fastest growing populations, which makes the construction industry more on demand, and causes material costs to
rise.
Mr. Stavneak responded that staff will check on the new construction demand in both Arizona and Nevada.
Responding to Representative Boone’s question, Mr. John Arnold, Acting Director of the SFB, stated that the minimum
standards have not been changed since they were established in 2001. However, as the cost of building a new school has
exceeded the cost of the formula, questions have come up as to what the appropriate quality standards are, to which new
schools are built. The originally established minimum standards were established to be applied to existing schools, and thus
are very general and generic in nature. For example, the minimum standards say that roofs shall be weather tight, with no
specification on the materials to be used.
Representative Boone referred to a list of projects distributed by JLBC Staff, which have been approved by SFB over the
current square footage cost approved by the Committee. SFB has assessed each project individually, and determined they
could not be built to minimum standards with the funds allocated. He asked if the Committee approved the 12.2% funding
increase, will SFB continue to assess projects individually and, if the 12.2% increase is not sufficient to build a new school to
minimum standards school, will that amount will be adjusted as necessary.
Mr. Arnold responded that Representative Boone’s statement was correct.
Representative Boone asked if there was a mechanism in place to decrease the amount that has been approved by the
Committee, should building costs drop. He also asked if the bid process should be followed if the school district wants to go
above the approved square footage cost.
Mr. Arnold stated he would give a background of the process, to help everyone better understand the process. SFB
establishes the budget for a new school construction based on the formula. The district would procure the architect, and then
bring the design back to SFB for minimum standards review. The construction of the new school would go to bid. As long
as the bid was within the formula or the district’s budget, it would be approved. If the district was adding local funds, it
would be presented to SFB, and then the school would be constructed. At the end of the construction period, if there were
funds left over, the district would have 1 year to expend the funds on the school site. At the end of one year, any remaining
funds are returned to the state. The Committee sets the inflation amount based on June and July numbers. The projects are
awarded from February to May of the following year. Those projects will be designed and go into construction from 6 to 18
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no longer is sufficient to build a new school. There are currently 46 projects in design that have established budgets, to
which inflation funding will need to be added to complete, because they were approved at a different inflation rate.
Senator Bee stated that the Legislature gave the SFB the authority to establish the rules to create the formula. He asked what
would be required to have the formulas and the entire process reviewed.
Mr. Arnold responded that the formulas were established by legislative action, and any adjustment would require legislative
approval. He stated PinnacleOne has already published the 3rd quarter inflation report showing a 1.4% cost increase. Based
on that figure, SFB would recommend a 13.6% inflation increase, which would even the funding with inflation through
October 2006. Another increase is expected in January 2007 and SFB would recommend that the Committee approve an
additional inflation increase then. The procurement for the building of a new school would still be 6 to 12 months away.
Senator Cannell asked if the Committee continues to under fund, would the new schools being built be of lower quality; and
if the expenses are just being pushed back, taking into consideration repairs that will need to be performed on the buildings
in the near future.
Mr. Arnold stated that building low quality schools is one of the dangers of a cost-based system. SFB has taken design
authority and control from the district, and is responsible for making decisions on the construction materials to be used, etc.
This has also taken cost and budget responsibility from JLBC and put it on SFB.
Senator Bee asked what would be required to review the minimum building standards.
Mr. Arnold said that SFB does have the authority to review and revise the minimum standards. However, any minimum
standard that is changed, would apply to all existing space.
Representative Burton Cahill asked whether, when SFB is considering equipment pricing, maintenance is taken into
consideration.
Mr. Arnold responded that SFB takes into consideration first what type, design of equipment will benefit the school most,
academically. Other things considered are safety, maintenance, energy efficiency and environmental impact.
Representative Tully asked Mr. Arnold if he was confident that quality schools were being built, and what percentage of
schools are using district funds to enhance the formula funds.
Mr. Arnold affirmed that he felt confident that quality schools are being built. He also stated that SFB is taking steps to
improve the quality of those schools. Mr. Arnold said that the vast majority of schools have requested district funds to
enhance the formula funds received. Local funds are, however, also experiencing the same inflationary pressures, and the
local resources are also depleting.
Representative Tully questioned if the districts could return to a formula-driven building once inflation tapers, instead of
making major changes to the formula to account for inflation.
Mr. Arnold responded that it was hard to predict when, if, and how much inflation would stabilize, but that Representative
Tully was correct in stating that no changes should be made to the formula before all aspects are considered.
Representative Lopez asked if it was true that in new schools being built, energy-efficient equipment is not being installed,
due to prohibitive costs, which will, in turn, cost the schools more in energy fees. She also asked if the new schools being
built meet the standards with which the districts are concerned, such as noise attenuation, in order to provide a good learning
environment.
Mr. Arnold gave an example of standard R 12 value insulation that is used in new school construction. A proposal was
recently presented to SFB to use a certain type of block that would raise the insulation’s R value to 33. The cost was
approximately $100,000. The energy bill savings to the school was $3,000 per year. The district would not have recovered
its investment for 35 years. At this time, the SFB is using an 8-year payback threshold. If the district can prove that an item
will have an 8-year payback, SFB will fund it. SFB has been studying the elements that Representative Lopez mentioned
and that are not specifically identified by the minimum guidelines such as playground equipment, landscaping, playing
fields, etc.
In response to Senator Harper’s question regarding concrete costs, Mr. Arnold stated that over the last year, concrete prices
had risen 10.4% nationally. According to the PinnacleOne index for 3rd quarter 2006, a 1.4% inflation increase took place,
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in metropolitan versus rural areas.
Mr. Edwin Moore, a member of the Higley Unified School District Board, stated that he had witnessed a hyper-growth in
that district, going from 1 K-8 school with 342 students in 2000, to 6 K-8 schools and 1 high school with over 8,000
students. Construction is underway for the eighth K-8 school and the second high school. He urged the Committee to
change the methodology for SFB, to allow them to return to formula-based funding.
Kathy Shiba, Principal at a soon-to-open Sahuarita district school, stated that as she has gone through the new school
building process, she discovered that from the time the district received the funds for the building of the new school to the
time the building was finished, costs rose. As an example, she referred to permits and taxes, for which the district was
allotted $113,000. The total cost for those items was $1.4 million. She stated that the funds approved for new schools was
inadequate with no funding allotted for security items such as fencing. Ms. Shiba stated that although she appreciated the
inflation increase being approved, asked the Committee to consider approving a higher percentage.
Senator Arzberger asked JLBC Staff if it was possible to legislatively add a safety component to minimum standards
requirements.
Mr. Arnold stated that the minimum guidelines include a security standard, but it is generic and minimal. The requirements
is for fencing for school sites that have grades K-6. A study on school safety will begin in December 2006, that should
produce some recommendations to further enhance school safety from a design standpoint.
Mr. Jay St. John stated that his concern was with the point of funding, which he felt should be at the time of the construction
contract signing, not when approval is received from SFB.
Ms. Kristen Ham, a parent and business owner from the Sahuarita School District, stated that her family owns a landscaping
business that serves Tucson and the surrounding areas. Bids are not sought out with the school districts because financially,
it does not assume a reasonable profit margin.
Ms. Colleen Guerrero, an 11th and 12th grade English teacher at Sunnyside High School, spoke about not having a permanent
classroom. The problems caused by this are that teachers are not easily accessible to students and parents, and
inaccessibility of necessary materials and equipment.
Ms. Barbara MacDonald, a 38-year art teacher at the Sunnyside School District, stated that when she came to the district in
1985, she had a 1,200 seat auditorium complete with dressing rooms; and last year, she had a cart. She emphasized that this
is a new phenomenon that is taking place due to overcrowding. There are 22 floating teachers in the district. She asked for
the Committee’s help by approving the inflation increase. In response to Senator Harper’s question, Ms. MacDonald stated
that, to her knowledge, at least 3 of the 22 floating teachers were Special Education teachers.
Mr. Robert Miranda, Principal of Lauffer Middle School, spoke about opening of a new school in the Sunnyside School
District. He spoke of not being able to have any landscaping, other than on the soccer field, due to lack of funds. The
basketball court was only big enough to hold one full game at a time. He stated that half of the flooring in the school is
polished concrete. The SFB approved funding for landscaping, flooring for the basketball court. He asked the Committee to
increase the funding level to at least 20%, and to consider adding security measures to the minimum new school construction
standards.
Mr. John Aitken, a parent in the Vail School District in Tucson, spoke to the Committee about the disparity between the
escalating cost of construction and the current funding guidelines. He gave an example of selling a home. He stated it
would be unlikely that the seller would ask for a 6% increase per year for each year of ownership, as opposed to asking for
fair market value. He asked the Committee to approve the inflation increase to allow new schools to be built commensurate
with today’s fair market value cost of construction.
Ms. Nicole Aitken, a parent in the Vail School District in Tucson, asked the Committee to approve a higher inflation
increase to cover the disparity between funding and new school construction costs.
Representative Boone moved that the Committee approve a 12.2% increase in the cost per square foot for construction
factors as recommended by SFB Staff.
Representative Lopez made a substitute motion to approve a 20% increase in the cost per square foot factor as submitted
by American Institute of Architects (AIA) Arizona. The substitute motion failed.
Representative Boone’s motion passed.

-9ARIZONA DEPARTMENT OF ADMINISTRATION – Review of Emergency Telecommunication Services
Revolving Fund Expenditure Plan.
Mr. Tyler Palmer, JLBC Staff, stated that in distributing monies from this plan, the Arizona Department of
Administration (ADOA) provides a centralized management and oversight role for the counties and cities which have the
primary responsibility for implementing new services.
Mr. Palmer referred to the map that was distributed (Attachment 3), saying that it addressed the current status of 911
wireless capability across the state.
Representative Boone moved that the Committee give a favorable review to the $9.4 million wireless portion of the
Emergency Telecommunications Services Revolving Fund Expenditure plan. The motion carried.
AHCCCS – Review of Capitation Rate Change.
Ms. Jenna Seplow, JLBC Staff, gave a brief background on the AHCCCS proposed capitation rates for Title XIX,
KidsCare and the Long-Term Care populations. The proposed rates are below forecast, and will cost $6.4 million less
from the General Fund than budgeted in FY 2007. In the first quarter of FY 2007, acute care and long-term care
caseloads have been below projected and, as a result, additional savings may be generated by lower-than-anticipated
enrollment. Statutory language was recently added restricting capitation rate changes to utilization and inflation, unless
federally or court-mandated. This capitation rate does include one such change, as a result of a court mandate from the
lawsuit of Ekloff v. Rodgers, which requires the state to provide incontinence supplies for eligible members.
Representative Boone moved that the Committee give a favorable review to the capitation rates proposed by AHCCCS.
The motion carried.
ARIZONA COMMISSION ON THE ARTS – Review of the Arizona Arts Endowment Fund and Private
Contributions.
Ms. Leatta McLaughlin stated that this was a review on the Commission on the Arts private contributions. Each year the
Committee reviews what the commission receives in public monies, in conjunction with private contributions from the
Arizona Art Endowment Fund. In FY 2006, the commission received $2 million in public monies. In calendar year
2005, the commission generated $3 million in private donations. This is approximately a $2 million decrease from
calendar year 2004, due to a decrease in communication with art organizations and staff vacancies, which have since been
filled.
Representative Boone moved that the Committee give a favorable review of the Arizona Arts Endowment Fund and
private contributions. The motion carried.
Senator Burns invited the remaining speakers to come forward if they still wished to be heard regarding item #1 on the
Approval of Index for School Facilities Board Construction Costs.
Mr. Bill Taylor, a board member of the AIA Arizona (AIA), referred to the position paper the agency had submitted for
the Committee’s review and which was distributed (Attachment 4), recommending a 20% increase for SFB funding for
this fiscal year.
Mr. Kurt Wadlington, General Contractor and Architect with Sun Construction, working in both the school markets of
southern Arizona and the Phoenix area, stated that the 12.2% proposed increase only brings school funding current to July
2006, which will still leave a 10% to 20% disparity in funding, because the funding approved over the next 6 to 8 months,
is for schools that will not be built for another 18 to 24 months.
Ms. Debbie King, a member of the Vail School District board for 6 years, said that 7 schools have been built in the time
she has been on the board. The student population in the district has grown from approximately 2,500 to over 8,000
currently. She asked the Committee to look at actual construction costs in the future, to provide adequate facilities for
students.
Mr. Phil Swaim, an architect who has been designing SFB schools since its inception, spoke of the unique opportunity to
analyze actual construction costs. He stated that the 12.2% inflationary increase only brings the Phoenix Metropolitan
area current.

- 10 Dr. Jan Langer, Superintendent of the J. O. Combs School District, stated that the district has grown from 250 students to
over 2,500 students in 10 years. She compared the costs of a school opened in August 2004, and one that is currently
under construction. The school opened in 2004 was a campus plan, but was revised to an under-one-roof plan intended to
save $1 million, at the request of the SFB, to which adjacent waste funding was added, which was not available for school
under construction. The SFB increased funding for the new school by over $1 million to cover the new school
construction needs.
EXECUTIVE SESSION – Arizona Department of Administration – Review of Request for Proposal
Senator Burns stated that the Executive Session would be deferred to a future meeting, due to time constraints.
The meeting adjourned at 12:40 p.m.
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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November 7, 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 – Consider Approval of Maximum Mileage and
Travel Reimbursement Rates

Request
A.R.S. § 38-623.D and A.R.S. § 38-624.C require the Arizona Department of Administration (ADOA) to
establish maximum reimbursement amounts for state travel by motor vehicle, meal and incidental
expenses, and lodging expenses taking into consideration the amounts established by the federal
government. These reimbursements compensate state employees traveling on official state business.
Statute requires Committee approval of any rate change. ADOA requests the Committee approve the
following reimbursement rates:
•

•

•

Increase the personal vehicle mileage reimbursement rate from 40.5 cents to 44.5 cents per mile to
conform to the federal government rate. The cost of gasoline is one component of the private mileage
rate. The cost of gasoline has actually fallen since the last adjustment in the reimbursement rate,
while the proposed mileage rate is increasing. Since FY 2003, however the state rate has lagged
gasoline cost increases even with the proposed adjustment.
Increase the standard meals and incidental reimbursement rate from $29.50 to $34.00 per day. This
would equate to the state rates being $5.00 below the federal government rates. This adjustment
would represent an annualized increase of 2.5% per year since the last meals and incidental
reimbursement adjustment 6 years ago.
Adjust the lodging rates by keeping the standard overnight rate at $60.00, and making several
increases and a few decreases to the lodging rate in non-standard areas to conform to the federal
government rate. The reimbursement for non-standard areas will have an average increase of $21.00
per day.

If the Committee approves the suggested rates, ADOA asks that the adjustment become effective
immediately. In addition, in the event of an IRS rate decrease, ADOA requests authorization to reduce
the mileage reimbursement rate.
(Continued)

-2Recommendation
The Committee has at least the following options:
1) Approval of the ADOA-recommended reimbursement rates with the provision that Committee
approval does not constitute an endorsement of additional appropriations to cover higher
reimbursement costs.
2) Approve some other adjustment or maintain the current reimbursement rates.
Under either option 1 or 2, the Committee may also grant ADOA’s request for authorization to decrease
the mileage reimbursement rate if the federal government reduces its rate.
Analysis
Mileage
Annually, the federal government hires a specialized transportation-consulting firm to study nationwide
travel market conditions. Factors considered include the average costs of depreciation, maintenance,
repairs, fuel, and insurance. Based on this study, the U.S. General Services Administration (GSA)
establishes a mileage reimbursement rate, which serves the federal government internal reimbursement
purposes and IRS tax purposes. For calendar year 2005, the GSA established a reimbursement rate of
40.5 cents per mile in January 2005. The Committee approved the same rate in September 2005. For
calendar year 2006, the GSA established a mileage reimbursement rate of 44.5 cents per mile beginning
in January 2006.
Although consumer gas prices are not the only component the federal government considers in
establishing its reimbursement rate, a summary of the relationship between the two prices may be
informative. From January 2003 to October 2006, the statewide gas price increased 86 cents, or 63%,
from $1.37 to $2.22 per gallon. At the same time, the state’s mileage reimbursement rate has increased
10 cents, or 29%, from 34.5 to 44.5 cents per mile (assuming the ADOA recommendation is approved).
Since the Committee approved the last POV rate change in September 2005, the statewide gas price has
decreased (70) cents, or (24)%, from $2.92 to $2.22 per gallon. The gas price of September 2005 had
spiked at least in part, in response to Hurricane Katrina.
Notwithstanding the 24% decline in gas prices since the last rate change, ADOA recommends a 10%, or 4
cent increase in the reimbursement rate from 40.5 cents to 44.5 cents per mile to match the change in the
federal rate. At least in part the federal rate change was due to the increase in gas prices from January
2005 to January 2006. Nationwide gas prices increased from $1.77 to $2.25, or 27%, from January 2005
to January 2006. This increase would have an estimated annualized impact of $111,000 on the General
Fund, and $289,000 on all other appropriated and non-appropriated funds.
Although they are not mandated to do so, the state’s public universities also use ADOA mileage
reimbursement rates. Increasing the state reimbursement rate may lead to increases in reimbursements
paid by the state’s public universities. Assuming the increased reimbursement rate, Arizona State
University reported its yearly travel expenditures would increase $23,000 from appropriated funds, and
$59,000 from all non-appropriated funds. Northern Arizona University estimated an increase of $2,600
from appropriated funds, and $6,700 from all non-appropriated funds. The University of Arizona could
not isolate mileage costs from other travel expenses.
Meals
The federal government conducted a nationwide meals study to determine the average prices charged by
restaurants in areas frequented by federal travelers. For the federal fiscal year 2006 that began in October
(Continued)

-32005, the standard meals and incidental (M&IE) reimbursement rate was set at $39.00 per day.
Depending on the geographic area this federal schedule has 5 other tiers that increase in $5.00 increments
to $64.00 per day. ADOA recommends increasing the current M&IE reimbursement rates to be $5.00
less than the federal reimbursement rates in every tier. These rates are used to reimburse M&IE expenses
for in-state and out-of-state travel. For Arizona, Table 1 shows the federal and ADOA recommended
M&IE rates. Although the tiers in the recommended M&IE schedule are closer to the federal M&IE
schedule than in prior years, ADOA is recommending the lower rates due to its belief that the amounts
provide for reasonable reimbursements.
Table 1
Location1/
Yuma
Sierra Vista
Flagstaff / Grand Canyon
Tucson
Kayenta
Phoenix / Scottsdale
Sedona
All Other Areas in Arizona
1/

Outside of Arizona

Federal
Rate
$39.00
$39.00
$44.00
$49.00
$54.00
$59.00
$64.00
$39.00

Recommended
Rate
$34.00
$34.00
$39.00
$44.00
$49.00
$54.00
$59.00
$34.00

$39.00

$34.00

ADOA recommends increasing the standard M&IE rate from $29.50 to $34.00 per day. This 15%
increase (2.5% annual increase since the last M&IE rate change 6 years ago) is estimated to increase
M&IE reimbursements by $670,000 per year. Of this increase, $128,600 is from the General Fund and
$541,400 is from Other Funds.
Although they are not mandated to do so, the state’s public universities also use ADOA M&IE
reimbursement rates. Increasing the state reimbursement rate may lead to increases in reimbursements
paid by the state’s public universities.
Lodging
The federal government contracts with a provider of lodging industry economic data to provide an
average daily rate (ADR) for room rentals in a geographic area. The federal rate schedule specifies rates
for many cities, with seasonal distinctions in some cases. The U.S. General Services Administration
published the most recent reimbursement schedule on October 1, 2006. In addition to establishing rates
for specific geographic areas the schedule also includes a standard rate of $60.00 for all other locations.
Details on the rates for the non-standard areas can be found in the ADOA request.
ADOA recommends adjusting the current lodging rates to align with the current federal guidelines. This
includes continuing to match the federal guideline of $60.00 a day for all standard locations, and making
several increases and a few decreases to the non-standard locations to conform to the federal rates. For
the non-standard locations the average change is $21.00. This includes the average increase of $26.00
and the average decrease of $(15.00). This issue has become a largely administrative concern for the
department. Many hotels set a government rate using the most recent federal schedule and charge that
daily rate to all government employees, even state employees. In these situations, state employees often
request waivers from the ADOA General Accounting Office (GAO) to reimburse their additional costs.
Since federal rates have become the de-facto government rates at many of these locations, GAO grants
such waivers. For this reason, ADOA does not anticipate any significant annual fiscal impact from
formally adopting the federal rates.
(Continued)

-4Although they are not mandated to do so, the state’s public universities also use ADOA lodging
reimbursement rates. Increasing the state reimbursement rate may lead to increases in reimbursements
paid by the state’s public universities.
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November 8, 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 Telecommunications Contractor and
Carrier Cost Rate Structure

Request
The Arizona Department of Administration (ADOA) requests Committee review of the revised contractor
and carrier cost rate structure of the Statewide Telecommunications Management Contract, as required by
A.R.S. § 41-712.
For FY 2008, ADOA is recommending a rate structure that would decrease the state’s overall
telecommunications budget by $(654,600). This amount includes a General Fund increase of $89,600, an
Other Funds decrease of $(642,600), and a Non-Appropriated funds decrease of $(101,700). The General
Fund increase is largely attributed to a $248,808 increase in the Department of Public Safety (DPS)
budget to make up for a FY 2007 shortfall, which resulted from a change of the agency’s funding mix.
Recommendation
The JLBC Staff recommends that the Committee give a favorable review with the provision that a favorable
review does not constitute an endorsement of any FY 2008 General Fund appropriations to cover higher
AZNet costs, nor does it constitute an endorsement of the ADOA expenditure plan.
The JLBC Staff also recommends that the Committee request that ADOA provide a report to the
Committee regarding the FY 2007 and FY 2008 infrastructure investment account expenditure plan by
December 31, 2006.
Analysis
Laws 2003, Chapter 263 required ADOA to contract for the privatization of the state’s telecommunication
services. ADOA signed the Statewide Telecommunications Management Contract in January 2005.
A.R.S. § 41-712 requires all Executive agencies to participate in the new Arizona Network (AZNet).
(Continued)

-2AZNet FY 2008 Expenditure Plan
ADOA estimates the FY 2008 costs to be approximately $46.9 million. In comparison to FY 2007 the
AZNet budget is projected to decrease by $(654,600). The decrease is from additional carrier savings of
$(1,747,600) due to calls being transported over state-owned networks rather than private business-owned
networks. This decrease is offset by higher agency expenses of $1,093,000. These expenses include
increases for Moves/Adds/Changes (MACs) of $5.00 per seat (or per telephone) to better reflect actual
costs, increasing the DPS budget for a FY 2007 shortfall, and adjusting for the Supreme Court and the
Division I Court of Appeals leaving AZNet in FY 2008. Table 1 summarizes the ADOA proposal for FY
2008, using FY 2007 as a baseline.
Table 1
AZNet Rate Structure Summary
FY 2007 to FY 2008 Comparison ($ in thousands)
Carrier Charges / Savings
Seat (Phone Service) Costs
Infrastructure Investment
ADOA Administration
Other Expenses
Total Expenses

FY 2007
$17,677.2
22,227.3
3,400.0
3,210.4
1,101.7
$47,616.6

FY 2008
$15,929.7
20,938.4
4,700.0
3,338.5
2,055.4
$46,962.0

Fund Sources
General Fund
Other Appropriated Funds
Non-Appropriated Funds
Total

$19,230.7
18,952.0
9,433.9
$47,616.6

$19,320.3
18,309.4
9,332.3
$46,962.0

Difference
$(1,747.5)
(1,288.9)
1,300.0
128.1
953.7
$ (654.6)
$

89.6
(642.6)
(101.6)
$ (654.6)

New to this year’s budget is an infrastructure investment charge (IIC). The IIC is funded through
retaining the difference between the seat rate charged by the contractor ($44.49) to the state, and the seat
rate charged by AZNet to the state agencies ($50.76). The $6.27 per seat difference is remitted from the
contractor into an escrow account for expenditure by the TPO. The estimated revenue from the IIC is
$3.4 million in FY 2007 and $4.7 million in FY 2008. Money from the IIC is to be used to build a
statewide voice, video, and data network. Investment in key infrastructure is designed to achieve
projected carrier savings. IIC expenditures include costs for the state’s Wide Area Networks (WANs),
but do not include costs for the state’s Local Area Networks (LANs). LANs generally consist of wiring
inside buildings, while WANs generally consist of wiring outside buildings. The LAN expenses are
expected to come from existing agency budgets, or new budget requests. Table 2 illustrates the per seat
deposit into the infrastructure investment account through FY 2014.
Table 2

FY 2007
FY 2008
FY 2009
FY 2010
FY 2011 - 14

State
Seat Rate
$50.76
50.76
50.76
50.76
50.76

Contractor
Seat Rate
$44.49
42.20
38.07
35.23
36.29

IIC Deposit
(Difference)
$6.27
8.56
12.69
15.53
14.47

AZNet Administrative Costs
As noted in Table 1 the ADOA Telecommunications Program Office (TPO) administrative budget is
approximately $3.2 million in FY 2007. TPO operations are funded by applying an administrative charge
to agencies’ AZNet expenditures. In FY 2007 this charge was 7.35%. However, ADOA is planning to
(Continued)

-3apply a rate of 8.07% to agencies’ estimated expenditures in FY 2008. The increased rate will fund the
Laws 2006, Chapter 1 salary increases, and the decrease in AZNet expenditures due to the Division I
Court of Appeals and the Supreme Court leaving AZNet during FY 2007. As in FY 2007, the rate
includes 0.60% to raise $250,000 for cash balances, and 0.17% to raise $70,000 for an error reserve.
RS/TP:dt

STATE OF ARIZONA

Joint Legislative Budget Committee
STATE
SENATE

1716 WEST ADAMS
PHOENIX, ARIZONA 85007

ROBERT L. BURNS
CHAIRMAN 2006
MARSHA ARZBERGER
TIMOTHY S. BEE
ROBERT CANNELL
JORGE LUIS GARCIA
JACK W. HARPER
DEAN MARTIN
JIM WARING

PHONE (602) 926-5491
FAX (602) 926-5416
http://www.azleg.gov/jlbc.htm

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

DATE:

November 8, 2006

TO:
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THRU:
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FROM:

Leah Ruggieri, Fiscal Analyst

SUBJECT:

Arizona State University – Review of Downtown Phoenix Campus Operational and
Capital Plans

Request
The FY 2007 Higher Education Budget Reconciliation Bill (Laws 2006, Chapter 352) requires Arizona
State University (ASU) to submit for review to the JLBC its operational and capital plans for the ASU
Downtown Phoenix Campus (DPC).
The highlights of the DPC are as follows:
•

In March 2006, the citizens of Phoenix approved $223 million in bond funds, of which $188 million
has been dedicated for campus construction projects and $35 million has been designated for the
development of civic space and street improvements within the campus district. The City of Phoenix
will take responsibility for the cost of the debt service. If ASU had debt financed these facilities, their
debt ratio would have grown from 5.3% to 6.1%.

•

ASU is not required to make any lease payments. After 2012, ASU and the City have only
committed to discuss that option. In the meantime, from FY 2008 through FY 2012, ASU will
contribute $2 per square-foot per year to a reserve and replacement fund that will support any
necessary repairs to facilities. The estimated FY 2007 cost is not known at this time.

•

ASU will be responsible for covering $20 million in Furniture, Fixtures and Equipment costs.

•

Once the bonds are paid off, the City will transfer ownership of the facilities to ASU at no cost, on the
condition that they continue to be used as educational facilities.

•

ABOR and ASU will transfer ownership of the Downtown Center/Mercado property (currently
valued at $16 to $23 million) to the City of Phoenix in 2024.

(Continued)
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According to 21st day counts for the fall semester of 2006, 2,766 students are enrolled in one or more
classes at the downtown campus.

Recommendation
The Committee has at least the following 2 options:
1) A favorable review, with the provision that this does not constitute endorsement of any level of
General Fund appropriations for the Downtown Phoenix Campus. A City of Phoenix voter approved
bond of $188 million is being used to construct and renovate several buildings at the Downtown
Phoenix Campus at no expense to the state. Additionally, the campus location in downtown Phoenix
allows academic programs greater proximity to the state’s governmental and media centers and access
to nearby employers.
2) An unfavorable review. The plans to expand the Downtown Phoenix Campus were not previously
submitted for formal legislative approval. The expansion will increase the state’s operating costs and
building renewal expenses.
The JLBC staff additionally recommends that ASU report back to the Committee by December 15, 2006
on the following:
1) Answers to the following questions already posed by the JLBC Staff:
•
•
•
•
•

A break-out of capital expenditures from the $188 million in bond proceeds plus the
associated square footage.
A list of the newly acquired properties that have undergone ABOR review.
A break-out of the estimated $7.2 million furniture expenditures.
ASU’s contribution to the reserve and replacement fund in FY 2008 through FY 2012.
Clarification as to whether the enrollment projections are head counts of students taking at
least one class at the campus or students enrolled full time at the campus.

2) As required by Laws 2006, Chapter 352, a twenty-year financing plan detailing each funding source,
including options to maximize resources and to partner with private entities for the Downtown
Phoenix Campus. ASU plans to expand the downtown campus to 15,000 students by FY 2014 but
has not submitted the twenty-year plan required by Chapter 352. ASU should clarify whether they
can respond to this requirement at this time.
Analysis
Present Academic Accommodations
The Downtown Phoenix Campus includes several buildings in various locations bounded by Central and
7th Street and Filmore and Van Buren Street. In FY 2007, the campus currently houses the College of
Nursing and Healthcare Innovation, the College of Public Programs, and the University College. These
academic units provide various academic opportunities to students which include:
•

College of Nursing and Healthcare Innovation – Bachelor of Science and Master of Science
nursing degrees, Doctor of Nursing Science degrees, and a Master’s of Healthcare Innovation;

•

College of Public Programs – Undergraduate, graduate, and professional degree and certificate
programs in social work, public affairs, and community resources and development;

(Continued)
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University College – Access to freshmen, transfer, re-entry, and exploratory students to explore
possible majors, degree completion programs, interdisciplinary studies, or opportunities to
become involved in the community.

Table 1 depicts the percentage of course offerings and faculty and staff members currently located at the
DPC by academic unit. The remaining course offerings and faculty and staff members are located at
other ASU campuses.
Table 1

FY 2007 Percentage of
Staff and Courses at DPC

Course Offerings
Faculty and Staff

Nursing
56%
62%

Public
Programs
51%
100%

University
College
26%
31%

Table 1 demonstrates that all faculty and staff for the College of Public Programs have been moved to the
Downtown Campus. A number of Nursing faculty and staff have remained at Tempe until the expanded
Nursing facility has been built, while several will remain at the West and Polytechnic campuses.
Approximately 31% of the faculty and staff for University College have moved to the downtown location.
University College will continue to serve all campuses, but will grow proportionately larger at the
Downtown Campus over the next two years.
Partnership with the City of Phoenix
ASU’s primary partner in the development of the DPC is the City of Phoenix. While ASU is responsible
for overall planning and design including the development of a master plan, the City of Phoenix is
responsible for providing approval of ASU’s plans and for providing construction management. With
their request for Committee review, ASU has provided an organizational chart detailing their relationships
with ABOR, the City of Phoenix, and third party providers such as student housing developers.
In June 2005, ASU and the City of Phoenix signed an intergovernmental agreement (IGA) in which the
City of Phoenix agreed to provide approximately $100 million in temporary financing for capital costs in
2005 and 2006 associated with the acquisition of 20 acres of property, renovation of facilities, and
improvement of civic infrastructure and amenities in preparation for the opening of the campus in the fall
of 2006. In exchange, ASU agreed to pay 50% of the interest-only costs, which equated to $953,000.
ASU has paid off these costs with non-appropriated funds. Additionally, ABOR and ASU will transfer
ownership of the Downtown Center/Mercado property to the City once the existing indebtedness is repaid
by ASU in 2024. The Mercado is 3.83 acres and is valued somewhere between $16.7 million and $23.4
million. ASU carries a debt obligation against the property, with a current value of $9,355,000 as of
October 2006.
In March 2006, the citizens of Phoenix approved $223 million in bond funds, of which $188 million was
dedicated for campus construction projects and $35 million was designated for the development of civic
space and street improvements within the campus district. The City used these bond proceeds to pay off
the $100 million in temporary financing. The remaining proceeds are expected to support development at
the campus through FY 2011. The City of Phoenix will take responsibility for the cost of the debt service
in relation to capital costs of academic facilities and civic amenities financed with bond proceeds. While
the City owns the academic facilities and related retail facilities during the period of bond indebtedness,
ASU has the option to purchase them during that time for amount of the outstanding indebtedness. Once
the debt has been paid off, however, the City will transfer ownership of these facilities to ASU at no cost,
on the condition that they continue to be used as educational facilities.
(Continued)

-4Operational and Capital Planning Phases I and II
The development of DPC will occur in 2 phases, during which land and building acquisition, renovation
and construction will be financed with the proceeds from the city of Phoenix bonds.
At full scale, ASU anticipates that the 20-acre Downtown Phoenix Campus will include 1.5 million
square-feet of academic and student support space. This space will co-exist with retail and residential
development, cultural programs and entertainment venues.
Operating Expenditures
In FY 2006 of Phase 1 of the project, ASU expended a total of $2.2 million, of which $953,000 from nonappropriated fund sources was expended for the one-time interest payment for temporary financing from
the City of Phoenix and $1.2 million was expended primarily from appropriated funds for the
administrative costs associated with establishing a new downtown campus.
In FY 2007, the first year of Phase II, ASU will expend $45.8 million from state appropriations for the
downtown campus, which includes support for 600.5 FTE Positions, of which $31.4 million is from the
General Fund and $14.4 million is from the Collections Fund (tuition fees paid by students attending the
campus). ASU’s five-year operating budget plan includes state appropriations that will eventually grow
to $67.7 million in FY 2011 and a total of 854 FTE Positions. ASU only views the appropriation in FY
2007 as committed funding, but has derived projected state operating budgets from the assumption that
the state will continue to support both the basic operations of the campus and provide funding for future
enrollment growth.
Capital Expenditures
Capital plans for Phases I and II will be completed by FY 2009. The most significant capital investments
during these phases have been contributed by the City of Phoenix through bond proceeds totaling $188
million for construction and renovation and $35 million for parks and street improvements as previously
discussed. ASU also expects contributions totaling $135 million for private development of a student
housing complex through ASU.
Phase I of the development occurred over FY 2005 and FY 2006 and included the relocation of current
academic programs to DPC and the establishment of administrative support as previously discussed.
Additionally, the City acquired the following properties during late 2005 and early 2006:
•

The University Center – Located on Central Avenue, this building currently house the School of
Public Affairs, the University College, and administrative support space.

•

Park Place – Located at 2nd Street and Fillmore, this building houses the College of Nursing and
Healthcare Innovation.

•

The Post Office – Located at Central Avenue and Fillmore, this building will serve as a student
gathering place and will also continue postal retail operations.

Phase II will occur in FY 2008 and FY 2009 and will include renovation of the historic Post Office, an
academic building that will house the Walter Cronkite School of Journalism and Mass Communication
and KAET, and an academic building to accommodate the expansion of the College of Nursing. Added
capacity during this phase will accommodate the enrollment of 7,000 to 8,000 students taking one or more
classes at the campus, though ASU only projects FY 2009 enrollment to be just over 6,000.
Over Phases I and II, ASU will be responsible for covering $20 million in Furniture, Fixtures and
Equipment costs (FF&E), of which $9.5 million has been committed or expended to date. Of the $20
million for FF&E, $11.4 million will be expended in Phase I and will cover:
(Continued)

-5•
•
•
•

$7.2 million for furniture;
$510,000 for signage;
$2.9 million for technology;
$856,000 for miscellaneous fixtures.

ASU is still developing an expenditure plan for the remaining $8.6 million for FF&E and will develop
costs that are based on similar costs per-square-foot as were expended for Phase I.
Attachment 1 includes a summary of the capital budget from FY 2006 through FY 2009.
Phase III and Beyond
Phase III and beyond would occur from FY 2010 through FY 2014, during which ASU would partner
again with the City of Phoenix to expand the campus to an enrollment target of 15,000 students for its
current programs. ASU, however, has not definitively planned or committed a funding source for this
level of expansion. ASU has identified several potential sources of funds, such as developing
relationships with developers, conducting private fundraising, using debt service supported by tuition, or
earning proceeds from future bond elections. ASU will not plan further expansion in detail until
definitive fund sources have been established.
Student Housing
To accommodate student housing needs, ASU is temporary leasing the Ramada Inn in FY 2007 and FY
2008 from City Center, LLC. Annual rent and property taxes for this property are $805,000, which will
be offset by housing fees collected from student residents. Additionally, ASU is in the process of
identifying private developers to construct permanent residence facilities that would be owned by the
private sector.
If enrollment at DPC were to reach 15,000 students, ASU projects that the residential student population
would total 4,000 students within approximately 1 million square-feet of space. Roughly half of this
space is expected to be located on the campus, with the other half located in the campus district nearby.
Enrollment and Graduation Projections
According to 21st day counts for the fall semester of 2006, 6,229 students are enrolled in courses funded
by the downtown campus, of which 2,766 of these students are taking one or more classes at the campus.
Actual enrollment surpassed ASU’s original projection of 2,000 to 2,500 students in FY 2007. The
remaining 3,463 students are taking classes at the other ASU campuses, primarily at Tempe, as a part of
the FY 2007 transition to the downtown campus to enable students to complete their degrees, as well as
provide classes that the downtown campus cannot yet support.
Attachment 2 displays projected student enrollment in one or more classes at DPC and expected
graduation rates by academic unit in FY 2007 through FY 2011. Overall, enrollment will increase from
2,766 in FY 2007 to 7,017 in FY 2011, or by 154%. Enrollment will increase the most between FY 2008
and FY 2009 when the Walter Cronkite School of Journalism and Mass Communication moves to the
downtown campus. Expected graduation rates by academic unit include students cross-enrolled at other
campuses, as these amounts represent the total number of degrees to be awarded by colleges with
headquarters at the downtown campus. Total degrees awarded will increase from 1,600 in FY 2007 to
2,297 in FY 2011, or 44%. In each year from FY 2007 through FY 2011, the University College will
award the most undergraduate degrees and the college of Public Programs will award the most graduate
degrees.
RS/LR:dt
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Attachment 1

FY 2007 through FY 2011 Operating and Capital Budget
FY 2007

FY 2008

FY 2009

FY 2010

FY 2011

OPERATING BUDGET
Expenditures
FTE Positions
Personal Services
Employee Related Expenses
Other Operating Expenditures
Total

600.5
31,147,000
7,695,100
6,976,800
45,818,900

642.5
33,327,300
8,233,700
7,695,100
49,256,100

731.4
38,214,200
9,441,000
11,162,300
58,817,500

790.4
41,271,300
10,196,300
11,699,100
63,166,700

854.0
44,573,000
11,012,000
12,135,900
67,720,900

Funding Sources
General Fund
Collections Fund
Total

31,402,000
14,416,900
45,818,900

33,397,100
15,859,000
49,256,100

35,755,900
23,061,600
58,817,500

37,798,900
25,367,800
63,166,700

39,816,200
27,904,700
67,720,900

FY 2006

FY 2007

FY 2008

FY 2009

40,900,000
39,400,000
6,000,000

10,400,000
2,000,000

2,000,000

30,000,000

45,300,000

12,000,000

51,300,000
43,400,000
6,000,000
87,300,000

11,600,000

6,000,000

2,400,000

20,000,000

40,000,000
94,000,000

55,000,000
108,300,000

40,000,000
54,400,000

135,000,000
343,000,000

CAPITAL BUDGET
Expenditures
Phase I
Property and Acquisition
Renovations
Other
Phase II
Construction of facilities for
Cronkite and Nursing
FF&E
Student Housing (Private
Development)
Total
Funding Sources
Phoenix Bond
ASU FF&E (State and Local)
Private Development
Total

86,300,000

188,000,000
20,000,000
135,000,000
343,000,000

Total

Attachment 2

FY 2007 - FY 2011
Enrollment and Graduation Estimates
FY 2007

FY 2008

FY 2009

FY 2010

FY 2011

Enrollment
Nursing
Public Programs
Journalism
University College
Other Colleges
Total

790
913
25
312
726
2,766

1,080
1,100
26
678
733
3,617

1,384
1,344
1,800
746
740
6,014

1,703
1,598
1,854
821
747
6,723

1,788
1,662
1,910
903
754
7,017

Undergraduate Degrees
Nursing
Public Programs
University College
Journalism
Total

320
195
750
1,265

336
202
777
1,315

353
209
805
340
1,707

371
216
834
354
1,775

390
224
864
368
1,846

60
275
335

75
286
361

83
297
20
400

91
309
25
425

100
321
30
451

1,600

1,676

2,107

2,200

2,297

Graduate Degrees
Nursing
Public Programs
Journalism
Total
Total Degrees
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DATE:

November 8, 2006

TO:

Senator Bob Burns, Chairman
Members, Joint Legislative Budget Committee

THRU:

Richard Stavneak, Director

FROM:

Amy Strauss, Fiscal Analyst

SUBJECT:

Arizona Board of Regents (ABOR) – Review of ABOR’s assessment of
Enrollment Accounting Policies

Request
The Arizona Board of Regents (ABOR) requests Committee review of its assessment of full-time
equivalent (FTE) student enrollment accounting policies and procedures. A.R.S. § 15-1661
requires ABOR to consult with the Auditor General, review such policies before June 30, 2006,
and submit them for Committee review.
This section requires that ABOR make recommendations concerning the necessity of minimum
requirements for students enrolled in classes to qualify as part of the FTE enrollment count. The
FTE count is used as the basis to determine the state’s contribution to enrollment funding.
The ABOR report is to address whether the following changes should be made: 1) that the FTE
enrollment count only include classes that are necessary for the completion of a degree, 2) that
the student enrolled be physically present in this state at the time the course is conducted, and 3)
that each professor or instructor should be required to review 21st day class rosters and make
additions or deletions as necessary.
ABOR has reviewed these requirements and has concluded that none of these changes to current
enrollment policy are necessary.
Recommendation
The Committee has at least the following options:
(Continued)

-21) A favorable review – The basis for this option is that ABOR has complied with statute
requiring consultation with the Auditor General on enrollment accounting policies and
offering recommendations for minimum requirements to qualify as a part of the FTE
enrollment.
2) An unfavorable review – The basis for this option is that ABOR is not pursing any of the
possible procedural changes to its FTE-eligible courses or the use of rosters.
Analysis
Laws 2005, Chapter 330 amended A.R.S. § 15-1661 to transfer final enrollment auditing for the
entire Arizona University System from ABOR to the Office of the Auditor General. While
statute still requires ABOR to set policies for the initial enrollment audit conducted by each
university under its jurisdiction, all auditing of FTE counts will be conducted by the Auditor
General. Each university conducts enrollment counts in the fall and spring semesters, occurring
at the close of business on the 21st calendar day following the first day of classes reported in the
university catalog. While Laws 2006, Chapter 352 prohibited funding state university students
who have earned credit hours in excess of a credit hour threshold, this legislation does not
address the definition of an FTE-eligible class.
ABOR Enrollment Polices
ABOR determines enrollment through an accounting of payments. The universities count
student enrollment based on student payments of registration fees and tuition before the close of
business on the 21st day of each semester. ABOR policy excludes the following courses or
classes from the FTE calculations, all of which remain unchanged:
1. Courses not offered for credit
2. Courses where the collection of tuition is not included in the state operating budgets of
each institution
3. Cancelled classes
4. Correspondence classes (courses conducted through mail)
5. College of Medicine courses where headcount and FTE are reported separately
6. Workshops, with some exceptions
7. Courses not approved by ABOR for inclusion in the course catalogue, or that end prior to
the first day of classes
8. Courses taught under contract, with some exclusions
ABOR continues to review these exclusions and is preparing a document that provides its
rationale for board policy related to exclusions from FTE counts for state funding purposes.
Minimum Requirements
As required by statue, ABOR has submitted their recommendations for the necessity of
minimum requirements for students to qualify for the FTE count. ABOR has recommended that
no change be made to board policy regarding these specific issues. The following is a list of
minimum requirements the board was required to consider, followed by ABOR’s response as to
why current policy addresses the requirement.

(Continued)

-31) The necessity of minimum requirements for students to qualify as part of the FTE count.
The board currently has minimum requirements for students counted under FTE enrollment as
described above. This enrollment policy is periodically reviewed and revised in order to keep it
up to date.
2) Include only a for-credit course that is necessary for a completion of a degree in the FTE
count.
The board indicates that non-credit courses are not included in FTE counts for state funding
purposes. Universities, however, allow non-degree seeking students to enroll in for-credit
courses. If these students are registered, and have paid by the 21st day, they are included in the
universities’ FTE count. However, a 9 credit limit is applied to these students should they wish
to transfer credits into a degree program at a university. ABOR believes this provides sufficient
incentive to enroll in a degree program.
Non-degree seeking students who have no wish to transfer may take any number of courses, and
if they register and pay by the 21st day, are counted as FTE. The universities do not have a
reliable method of counting these kinds of students.
3) Include only students enrolled in a course while physically present in the state at the time the
course is conducted in the FTE count.
The board responded that many of their offerings involve students who may or may not be
physically present at the time the course is conducted. They also indicate that many of these
programs are self sustaining, meaning they receive no funding from the universities and are
funded solely through fees associated with taking the courses. However, several others include
standard course offerings such as student teaching, or internships, clinical rotations. In addition,
there is the broader issue of how to count distance learning, or online courses, in FTE
enrollment.
4) Whether each professor or instructor should be required to review class rosters and make
additions or deletions as necessary.
The board indicates that class rosters are updated through registrars, and that audits have not
found any discrepancy in the current system. Under the previous system, the university would
provide the auditor with office space, who would then review a sample of FTE enrollment pulled
by university officials. This includes analyzing the universities’ 21st day FTE counts, based on
registration numbers, tuition revenues received by the 21st day, and add/drop schedules. The
Auditor General, who now exercises auditing authority over FTE enrollment counts, conducts
their audits in a similar fashion. From the information we have received from both parties, audits
generally do not involve a physical headcount of students in courses. ABOR believes the use of
class rosters would be difficult to manage in courses with hundreds of students; however, this
provision may improve accuracy in determining FTE enrollment.
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DATE:

November 8, 2006

TO:

Senator Bob Burns, Chairman
Members, Joint Legislative Budget Committee

THRU:

Richard Stavneak, Director

FROM:

Steve Schimpp, Assistant Director

SUBJECT:

Arizona Department of Education – Report on Information Technology Special
Line Item Program

Request
The Arizona Department of Education (ADE) requests to report to the Committee information
regarding its Information Technology Special Line Item (SLI) program, as required by a footnote
in the FY 2007 General Appropriation Act.
Recommendation
The JLBC recommends that the Committee give a favorable review of the department’s reported
expenditure plan for the Information Technology SLI program. The JLBC Staff, however,
recommends that the Committee require the department to return with an updated report before
spending any appropriated monies for the program if the Project Investment Justification (PIJ)
for the program is not approved by the Information Technology Authorization Committee
(ITAC) at or before its scheduled meeting on November 15, 2006.
Analysis
The General Appropriation Act for FY 2007 provided ADE with a $2,500,000 one-time
appropriation for Information Technology (non-lapsing through FY 2008) and requires the
department to present to the JLBC an implementation plan for the project after it receives ITAC
approval and before spending any program monies. ADE plans to use the $2,500,000
appropriation to develop and implement an Education Data Warehouse (EDW) that would
integrate into a single database long-term historical data on student funding and achievement that
currently reside in separate, non-interacting data “silos.” (ADE plans to add teacher and course
(Continued)

-2data to the EDW later.) ADE indicates that this would make its historical data much more
accessible to users, enabling those data to be used more effectively for analysis and planning and
allowing ADE to file required reports (such as for No Child Left Behind) more efficiently.
The JLBC Staff concurs with ADE regarding the potential merits of the proposed EDW, as our
own experience in requesting data from the department for members or for internal analysis in
recent years has confirmed that ADE currently is “data rich” but “access poor” due to technology
constraints. (Some data accessibility improvements, however, have been observed in recent
years under the Student Accountability Information System, or SAIS.)
The Government Information Technology Agency (GITA) is expected to give the PIJ for the
data warehouse a favorable review and ITAC is planning to review the item at its November 15
(afternoon) meeting. As noted above, the JLBC Staff recommends that this Committee require
ADE to return to the Committee with a revised report on the proposed data warehouse before
spending any program monies if the PIJ for the project does not receive ITAC approval on or
before November 15.
The highlights of the proposed EDW are as follows:
1. The PIJ estimates that the project will cost $1.7 - $2.0 million over 2 years, which would fit
within the $2.5 million appropriation. Those projected costs, however, do not include
ongoing operational costs, nor costs for “Phase 2” (adding teacher data) or “Phase 3” (adding
course data) (see chart on Page 2 of Attachment 1).
2. A second General Appropriation Act footnote states that the $2.5 million appropriation is not
intended to be used to collect additional data or hire permanent staff. The proposed PIJ
budget adheres to these restrictions (see Attachments 2 and 3). In Attachment 2, however,
ADE lists some “Additional Dimensions” that it indicates could be valuable to collect in the
future.
3. A timeline for the project appears in Attachment 4. Under this timeline, student level data
from the Student Accountability Information System (SAIS) and from the AIMS test would
be loaded into the EDW between January 1, 2007 and April 30, 2007. The remaining 8
months of calendar year 2007 would then be used develop and pilot test programs for
accessing data in the EDW, which would include providing some school districts with access
to the EDW for pilot testing purposes. Although not specified in Attachment 4, ADE
indicates that general access to the EDW is expected to begin in January 2008.
RS/SSC:ym
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DATE:

November 8, 2006

TO:

Senator Bob Burns, Chairman
Members, Joint Legislative Budget Committee

THRU:

Richard Stavneak, Director

FROM:

Tyler Palmer, Fiscal Analyst

SUBJECT:

Joint Legislative Budget Committee – Review of Filing Fee for Administrative Hearings
Pursuant to the Condominium and Planned Community Program

Request
Laws 2006, Chapter 324 requires that the Joint Legislative Budget Committee review and make
recommendations to the Legislature regarding the filing fees charged to parties for filing for an administrative
hearing for disputes regarding Condominiums and Planned Communities. The Director of the Department of
Fire, Building and Life Safety (DFBLS) is authorized to establish the amount of the filing fee, and the
Office of Administrative Hearings (OAH) is authorized to hold hearings regarding disputes between an owner
and a condominium association or planned community association (HOA).
The DFBLS and the OAH recommend a filing fee of $550. The departments have applied this filing fee
since the outset of the new program on September 21, 2006, the general effective date for Chapter 324.
Recommendation
The JLBC Staff recommends that the Committee give a favorable review to the $550 filing fee with the
provision that by January 1, 2008 the DFBLS and the OAH report back to JLBC Staff regarding the number of
cases filed, the number of cases resolved, the average cost per case, and the fund balance for the
Condominium and Planned Community Hearing Office Fund. Allowing a year of data to accumulate will
provide more information regarding the adequacy of the filing fee and the actual cost of conducting the
hearings.
Analysis
Laws 2006, Chapter 324 created a new program in the DFBLS, under which a homeowner or a
homeowner association may file for an administrative hearing for a dispute involving the owner and a
condominium or planned community association. After receiving the petition, the DFBLS refers cases to
the OAH. (For additional detail regarding the case filing process see Appendix A.)
(Continued)

-2The Director of the DFBLS was charged with establishing a filing fee. As cases are filed with the DFBLS
the filing fee is deposited in the Condominium and Planned Community Hearing Office Fund. Monies in
the fund are used first to reimburse the OAH hearing costs, and second to offset the costs of the DFBLS
administering case filings. Effective September 21, 2006, the Director of the DFBLS established a filing
fee of $550 to file for a hearing from the Condominium and Planned Community Hearing Program.
The $550 filing fee was determined jointly by the DFBLS and the OAH. In projecting its hearing costs,
the OAH assumed that the Condominium and Planned Community cases would be included in the cost
allocation model it uses for non-General Fund Hearings. The cost allocation model apportions
expenditures based on an agency’s portion of total costs for case settings, Administrative Law Judge
(ALJ) time, travel, and other expenses. In projecting the number of cases from the new Condominium
and Planned Community Hearing Program, the OAH made the following assumptions.
•
•
•

Hearings would require the same amount of ALJ time as hearings from landlord/tenant disputes in
mobile home parks.
The case filings and hearings for other agencies included in the cost allocation model would be the
same in FY 2007 as in FY 2006.
Condominium and Planned Housing disputes would result in 24 hearings per year. This number
represents approximately 1/4 of the FY 2006 landlord/tenant disputes from mobile home parks.
Fewer Condominium and Planned Community cases are estimated due to the filing fee being $500
more than the $50 fee for filing a landlord/tenant dispute in mobile home parks.

Under these assumptions, the OAH projects the average FY 2007 cost to be $500 per hearing. The
remaining $50 from the filing fee will be used to cover DFBLS program administrative costs.
Since the program’s inception on September 21, a total of 2 cases have been filed. Of these cases one was
returned to the petitioner to complete missing information, and the other is pending a response from the
defendant.
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DATE:

November 8, 2006

TO:

Senator Bob Burns, Chairman
Members, Joint Legislative Budget Committee

THRU:

Richard Stavneak, Director

FROM:

Jay Chilton, Fiscal Analyst

SUBJECT:

State Land Department – Review of Expenditure Plan for Radio System Upgrades

Request
Pursuant to a footnote in the FY 2007 General Appropriation Act, the State Land Department has
submitted for review its expenditure plan for a $96,000 appropriation to upgrade the Forestry
Division’s Statewide Radio Repeater System.
Recommendation
The JLBC Staff recommends that the Committee give a favorable review of this request. The
State Land Department plans to expend the one-time General Fund appropriation of $96,000
during FY 2007 to upgrade its Statewide Radio Repeater System with the upgrades expected to
go live on May 20, 2007. The plan has received a favorable assessment from the Public Safety
Communications Commission.
Analysis
Background
The Legislature appropriated $96,000 in one-time funding from the General Fund to the State
Land Department for upgrades to the Forestry Division’s Statewide Radio Repeater System
(SRRS) in FY 2007. The purpose of the SRRS expansion is to increase the safety of flight crews
by providing information on the exact locations of aircraft engaged in support or wildfire
fighting missions, and by allowing dispatcher and flight crews to be in constant communication.
(Continued)

-2The department reports that the current SRRS was built 20 years ago, covers an insufficient
geographic area of Arizona, and has too few talk-paths, or simultaneous communications
channels. Due to the increased use of aircraft to fight fires, multiple aircraft are often used
simultaneously at diverse locations across the state. The current system does not have the
capacity necessary to ensure the safety of flight crews.
Upgrade
Upgrades to the SRRS will consist of 7 two-way radio base stations, antennas, antenna feed
cable, mounting equipment, and associated infrastructure. The implementation of this new
equipment will enable simultaneous tracking of up to 50 firefighting aircraft whether they are
dispersed throughout the state or concentrated within a single area.
The upgraded SRRS will be connected to the Department of Public Safety’s (DPS) statewide
microwave backbone so it can connect to the Forestry Division’s statewide interagency dispatch
center in Phoenix. The DPS Public Safety Communications Commission (PSCC) has reviewed
the plan and found it to be consistent and compatible with the current microwave network and
with the replacement network being engineered by DPS today, as well as with the PSCC’s
interim and long-term radio interoperability criteria. All SRRS-expansion radio equipment will
meet or exceed the standards for interoperability set forth by the Association of Public Safety
Communications Officials.
Expenditure Plan
Of the $96,000 appropriation in FY 2007, $70,000 will be spent on hardware, $16,000 on
professional and outside information technology services, and $10,000 will pay the salary of an
information technology intern who will assist on the project and who is already employed by the
Forestry Division. The Forestry Division also estimates $4,000 in ongoing operating costs
starting in FY 2008, which will be absorbed by the State Land Department’s base operating
budget.
The Forestry Division plans to complete the procurement process by December 20, 2006, and
will conclude testing, installation, and configuration on April 15, 2007. The upgrades will go
live on May 20, 2007. After the upgrades are live, the Forestry Division will complete a postimplementation review by June 10, 2007.
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DATE:

November 8, 2006

TO:

Senator Bob Burns, Chairman
Members, Joint Legislative Budget Committee

THRU:

Richard Stavneak, Director

FROM:

Steve Grunig, Fiscal Analyst

SUBJECT:

State Compensation Fund – Consider Approval of Calendar Year 2007 and 2008 Budgets

Request
The State Compensation Fund (SCF) has submitted its budgets for Calendar Year (CY) 2007 and CY
2008. Unlike state agencies, the State Compensation Fund is budgeted on a calendar year basis rather
than a fiscal year basis.
Pursuant to A.R.S. § 23-981E, SCF is required to submit its operating and capital outlay budget to the
Committee for review and approval. Due to a court ruling that SCF assets are not “public funds,” the
SCF does not believe the Committee’s action limits it budget. Given the SCF perspective, the Committee
did not take action when the CY 2005 and CY 2006 budgets were discussed at its December 16, 2004
meeting.
As detailed in page 1 of Attachment 1, the SCF budget for CY 2007 is $104,480,000 and $108,905,000
for CY 2008.
The amounts do not include any dividend or claims paid by the SCF. No Capital Outlay budget was
submitted.
Recommendation
The Committee has at least 2 options in reviewing the requested budget:
1. Approve the submitted budgets.
2. Take no action. SCF does not believe that the Committee’s action limits their budget. When the
Committee considered the CY 2005 and CY 2006 budgets in December 2004, no Committee action
was taken.

(Continued)

-2Analysis
Budget
The SCF operating budget of $104,480,000 and 530 employees in CY 2007 represents a $4.6 million, or
4.6% increase above CY 2006. The CY 2008 operating budget of $108,905,000 and 531 employees
represents a $4.4 million, or 4.2% increase above CY 2007 (see page 1 of Attachment 1).
The budget categories with the largest change in expenditures from CY 2006 to CY 2007 are the
following:
• Premium Taxes – These are statutory assessments made by the Industrial Commission of Arizona
against premiums of all workers’ compensation insurance carriers. Premium Taxes will increase
by $1.3 million, or 6.5% above CY 2006.
• Employee Expenses – These include salaries, overtime, insurance and other employee benefits.
Employee expenses will increase by $2.2 million, or 6.0% above CY 2006. SCF did not provide
detail on allocation of the $2.2 million among salaries or benefits.
• Professional Fees and Services – These include outside asset managers, temporary help,
statutorily mandated rating agency fees, bank credit card and collection charges and actuarial
services. Professional fees and services will increase by $450,000, or 5.3% above CY 2006.
The budget categories with the largest change in expenditures from CY 2007 to CY 2008 are the
following:
• Premium Taxes – These will increase by $1.1 million, or 5.2% above CY 2007.
• Employee Expenses – These will increase by $1.4 million, or 3.5% above CY 2007.
• Claims Adjustment – These are actuarial reserves for expected costs to administer workers
compensation claims to closure. Claims adjustment will increase by $1.2 million, or 14.2%
above CY 2007.
Table 1 shows the historical changes in premium and investment income, and the number of
policyholders and claims.
• Premium Income – SCF estimates that premium income will increase by $73.1 million, or 18.5%
from CY 2005 to CY 2008.
• Policyholders – SCF estimates that its number of policyholders will increase by 3,625, or 6.5%
from CY 2005 to CY 2008.
Table 1
STATE COMPENSATION FUND
Growth in Premium Income, Investment Income, Policyholders and Claims Processed

Premium Income (in Millions)
Dollar Increase
Percentage Increase

Actual
2005
$394.9
42
11.9%

Investment Income (in Millions)
Dollar Increase
Percentage Increase

$140.6
(41)
(22.7)%

$140.0
(1)
(0.5)%

$141.5
2
1.1%

$142.0
1
0.4%

Policyholders
Change in Policyholders
Percentage Increase

55,375
3
0.0%

56,700
1,325
2.4%

57,800
1,100
1.9%

59,000
1,200
2.1%

Claims Processed
Change in Claims Processed
Percentage Increase

55,300
2,030
3.8%

58,500
3,200
5.8%

62,600
4,100
7.0%

65,700
3,100
5.0%

Estimated
2006
$418.0
23.1
5.8%

Estimated
2007
$445.0
27
6.5%

Estimated
2008
$468.0
23
5.2%

(Continued)

-3Page 2 of Attachment 1 provides detail on SCF overall balance sheet.
• Total Assets – SCF estimates that total assets will increase by $361 million, or 11.5% from CY
2005 to CY 2008.
• Total Liabilities – SCF estimates that total liabilities will increase by $346 million, or 14% from
CY 2005 to CY 2008.
• Retained Capital – Retained Capital is the sum of profits, after dividend payments, since the
fund’s inception. It is also called retained earnings, earned surplus, or accumulated earnings. SCF
estimates that retained capital will increase by $14.6 million, or 2.2% from CY 2005 to CY 2008.
For each of CY 2007 and CY 2008, SCF estimates a 1% annual increase in Retained Capital.
Sufficient levels of retained capital are required to meet the liquidity and safety reserve needs of
the fund. Any amount of retained capital above the required level is available for future dividend
payments to policyholders. Page 3 of Attachment 1 shows that SCF estimates the amounts
allocated for dividends will decrease from $70 million in CY 2006 to $55 million in CY 2007,
and $50 million in CY 2008. Retained capital is affected by gains and losses from security
transaction during the year (realized gains/losses) and by changes in year-end value of the
investment portfolio (unrealized gains/losses).
CY 2001 through CY 2003, SCF expenditures exceeded the amounts approved by the Committee. The
Committee did not take action on approving any budgets for CY 2004 through CY 2006. (Attachment 2
is an excerpt from JLBC minutes of December 16, 2004.)
SCF’s willingness to reject the Committee budget was strengthened by the Maricopa Superior Court
ruling of April 13, 2004 that “the monies and assets held by the State Compensation Fund are not public
funds.” This ruling stemmed from a dispute over whether the Legislature could transfer monies from the
SCF to the General Fund. The ruling found that “the proposed transfer from the State Compensation
Fund to the State General Fund . . . would violate the Arizona Constitution.”
Donations
The Chairman had requested that Committee members receive a list of entities that receive donations
from SCF. Attachment 3 includes the donation policy of the SCF as well as 2 lists of donations for 2006
and 2007. SCF has donated a total of $220,700 to 87 entities for projects or events that are scheduled in
2006. To date, SCF has donated $13,000 to 5 entities for projects or events scheduled in 2007.
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