STATE OF ARIZONA

Janice K. BREWER Exrcutive OFFICE
GOVERNOR

June 1, 2009

Dear Citizens:

In my four months as Governor, I have watched with empathy and compassion as our Legislature
has labored mightily, during this extraordinarily difficult period, to produce a General Fund
budget for the fiscal year that begins in less than 30 days. As I learned during my 14 years as a
legislator,’ meeting Arizona’s growing and increasingly diverse funding needs is, even in the
best of economic times, one of the most challenging aspects of legislative service.

During this session, the depth of the Legislature’s struggles to produce a long-term,
comprehensive balanced budget illustrates the severity of the State’s mounting fiscal crisis.
However, while they have not yet agreed on a budget, our legislators have exhibited courage in
addressing the State’s immediate fiscal situation.” The Legislature’s bold actions, in combination
with Executive-ordered reductions in the State government’s workforce, have helped ease our
crushing fiscal burden for the present and will continue to pay dividends in future years.

Nevertheless, the Fiscal Year 2010 budget is due in less than a month, and we are not close to
meeting that deadline. The urgency of our mission is magnified by the fact that most current
assessments conservatively estimate the FY 2010 General Fund deficit to be roughly $4 billion,
or approximately 40% of last year’s General Fund expenditures. With a deficit of this magnitude
and historic proportion, only the most decisive and courageous solutions can be considered,

To their credit, legislators on both sides of the partisan and ideological chasm have advocated, in
good faith and with good intentions, various budget proposals. Unfortunately, after five months
of rancorous discussion, and with only four weeks to go, further debate as to which proposal
offered to date is the “right” one is an exercise in futility, for one clear, simple reason: None of
them would result in a balanced budget. ' :

Out of respect for our Legislature and its constitutional and time-honored role in spearheading
the budget process, I have exercised restraint in engaging the resources and leadership of the

! Governor Brewer was a State Representative from 1983 to 1986 and a state senator from 1987 to 1996. She was the Senate’s
Majority Whip from 1993 to 1996.

*Inthela nuary 2009 special session, with less than half of the fiscal year remaining, the Legislature enacted the deepest
spending cuts — approximately $574 miliion — in state history to help close a $1.7 billion budget deficit in the current fiscai year.

In May 2009, in response to worsening revenue collections, the Legislature made another budget correction to ciose the FY
2009 shortfall by an additional $650 mitlion.
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Executive branch in moving the Legislature toward an acceptable budget resolution. However,
the time for restraint has passed.

Anizona’s growing fiscal crisis stands to inflict a devastating impact on our state. We have a non-
negotiable duty to adopt a budget that simultaneously addresses, first, our current fiscal situation;
second, our future fiscal situation, based on realistic projections; third, the immediate needs of
our least fortunate aduits and children during this grave economic time; and, finally, our
stewardship role on behalf of future generations of Arizonans.

In meeting those standards, the five-point plan® that I shared with the Legislature on March 4
provides an even clearer path today.

1. Budget Reform. While Arizona’s sharp economic decline triggered our budget difficulties, it
has been the lack of sound budgetary practices that elevated those difficulties to a crisis.
Reforming the State’s budget process must encompass (a) changes to the Budget Stabilization
Fund* (or “rainy day fund”), (b) extending revenue forecasts beyond the current budget cycle, (c)
increasing fiscal year ending cash balances, and (d) reducing the rate of spending growth.

Budget Stabilization Fund (BSF). The volatile and cyclical nature of the State’s revenues sources
requires a well-designed “rainy day” fund for use when revenue or expenditure deviations cause
a budget shortfall. In 2003, the Citizen Financial Review Committee noted that improvements to
the existing rainy day fund are the “single most important change that should be made to
Arizona’s fiscal system” and that “stability and predictability cannot be achieved without a much
stronger Budget Stabilization Fund.”

For the BSF to provide adequate protection, the maximum fund balance should be restored to its
original level of 15% of actual revenues (from the current 7%). When State revenues exceed
historical averages, the excess revenue should be deposited into the BSF instead of being used to
fund new programs.’ When the 15% cap is reached, additional one-time finds should be used to
retire outstanding borrowings — including “rollovers”® - or to fund one-time capital expenditures.
Finally, withdrawals from the BSF must be made only when actual revenues fall below a
predetermined level.

*To close what was then a projected $3 billion budget deficit for FY 2010, Governor Brewer's March 4 “Building a Better
Arizona” address to a joint session of the Legislature provided for (1) reforming the budget process, with a focus on longar-term
needs and resources; (2) improving Proposition 105 {the Vater Protection Act); (3) implementing a temporary tax increase to
generate $1 hillion in additional revenues; (4) reforming Arizona's tax system to attract business and more jobs; and {4) cutting
spending by $1 billion.

* The Budget Stabilization Fu nd, which exists pursuant to A.R.S. § 35-144, provides: “At the end of a fiscal year, the budget
stabilization fund balance shall not exceed ... seven per cent ... of general fund revenue for each fiscal year. Any surplus monies
above the allowable percentages shall be transferrad by the state treasurer to the state general fund.

3 Specifically, in any fiscal year, any revenues received that are more than 7% of the fong-term adjusted rate of growth In
Generat Tax revenues would be deposited into the BSF. By the same formula, if revenues fall below 7%, withdrawals from the
BSF would be allowed.

% A rollover is a budget-balancing tool by which a portion of a State agency’s expenses are “rolled over” into the next fiscal year
and included in that year's budget.
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Independent, Longer-Term Revenue Forecasting. In forecasting revenues, the State can no longer
afford to confine its focus to the current budget cycle. The aforementioned revenue and spending
estimates for the next four years dramatically demonstrate the need for a longer-term vision.
Two-, five- and ten-year forecasts should be produced for each source of major State revenues,
and the forecast should be developed with a range of probabilities to reflect economic
uncertainty.

As important as the scope of the forecast is the independence of the forecaster. General Fund
revenue forecast proposals should be developed under the direction of an independent entity,
such as an expanded Economic Estimates Commission.’

Mandatory Cash Balance. To provide a funding source for unplarmed expenditures, General
Fund budgets must include a targeted ending cash balance. Over time, the ending cash balance
requirement should be increased to 4% of forecasted revenues. Year-end cash balance surpluses
would either be carried forward into the next year or used to pay down borrowings and rollovers.

Renewed State Spending Limitation. Achieving long-term fiscal stability requires that we reduce
both spending and the rate of spending growth.

Consistent with that objective, the current constitutional state expenditure limitation® should be
replaced with a limit — such as a combined population and inflation formula — that more closely
aligns with General Fund revenue sources. Unlike spending limits in other states, our limitation
should be computed each year based on the cumulative changes from a base period, instead of
being reset from the previous year.

Any amounts deposited and accumulated in the BSF should be exempt from the spending
limitation.

2. Proposition 105. Our second fundamental problem relates to the permanent, inflexible
spending and taxes that are locked into the 1998 Voter Protection Act, also known as Proposition
105. While Proposition 105 was well-intended, Arizona cannot afford to sacrifice core services
on the altar of discretionary program enhancements. With respect to budgeting, Proposition 105
paints State government into a corner.” Despite passage of the corrective Proposition 101 in

? The three-member Economic Estimates Commission, which exists pursuant to A.R.S. § 41-561, is chaired by the director of the
Department of Revenue. Its two other members are appointed by the President of the Senate and the Speaker of the House of
Representatives, .

% Article 9, section 17 The Arizona Constitution restricts the appropriation of certain state revenues 1o ne more than 7.41% of
Arizona personal income. The applicable revenues are primarily tax and fee colfections that may be deposited to either the
General Fund or dedicated funds.

’ Propasition 105 restricts legislative changes to any voter-approved propositions with a 75% vote of the legislature to further
the purpose of the original ballot measure

Measures that impact General Fund:

Proposition 204, November 2000 — provides AHCCCS health insurance coverage for all Arizonans up to 100% of the Federal
poverty level
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2004, as a practical matter the only spending cuts available to the Legislature and the Governor
are in the critical areas of education, public safety and vital services to our most at-risk
population.

The Legislature must send to the voters in the November 2010 election a referendum to require
that any initiative or referendum measure that passed between 1998 and 2004 and that enacted a
mandatory expenditure of State revenues for any purpose, established a fund for any specific
purpose, or allocated funding for any specific purpose, would be subject to a vote of the people
to ensure that the measure provided for an increased source of revenues independent of, and
with no detrimental impact on — the General Fund. If the voters do not approve such a
referendum on or before December 31, 2012, the Legislature would be authorized to amend the
initiative- or referendum-created pro gram.

3. Spending Cuts. In my March 4 address to the Legislature, I acknowledged the clear necessity
of continued and substantial reductions in State spending. As citizens and businesses throughout
the United States are learning to produce and achieve more with less money, so must the
government.

Over the last five months, more than 1,200 State employee positions have been eliminated, and
over 15,000 State employees have been furloughed. Approximately $500 million in State
spending has been cut, and my FY 2010 budget recommendation cuts State spending by an
additional $600 million. These spending reductions are roughly equal in size to, though different
in impact from, budget proposals offered by Republican and Democratic Legislative leaders.

The highlights of my detailed budget proposal include:

Proposition 201, Novernber 2000 — increases K-12 education funding with 6/10" of a cent sales tax increase for teacher pay,
lower class sizes, five more school days, and building improvement; higher education funding for workforce development,
technology, and research

Propaosition 303, November 1998 — appropriates $20 mitlion from the General Fund each year for eleven years to purchase or
lease State Trust Land to preserve It from development

Summary of General Fund Increases - Automatic Spending increases:

FY 2007 FY 2008 FY 2009 FY 2010 Est.
K-12 4,156,000,000 4,032,000,000 4,141,000,000 4,339,000,000
AHCCCS 1,132,000,000 1,274,000,000 1,425,000,060 1,751,000,000

0 Proposition 101 amended the Arizana Constitution {see Article IX, Section 23) as follows:

Section 23. A. An initiative or referandum measure that proposes a mandatory expenditure of state revenues for any
purpose, establishes a fund for any specific purpose or aliocates funding for any specific purpose must also grovide
for an increased source of revenues sufficient to cover the entire immediate and future costs of the proposal, The
increased revenues may not be derived from the state general fund or reduce or cause a reduction in general fund
revenues.

B. If the identified revenue source provided pursuant to subsection A in any fiscal year falis to fund the entire
mandated expenditure for that fiscal year, the legislatura may reduce the expenditure of state revenues for that
purpose in that fiscal year to the amount of funding supplied by the identified revenue source.
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® approximately $1 billion in total State spending reductions — $400 million for FY 2009
and $600 million for FY 2010;

*  $100 million for new school construction;
*  $169 million for full funding of K-12 enrollment growth and inflation;
e protection of university finding through the application of federal stimulus dollars;

® restored funding of nearly $13 million for children support services, including the
investigation of all Child Protective Services cases;

e cascload funding growth for the developmentally disabled and for Temporary Assistance
for Needy Families; '

* filling of critical Department of Public Safety (DPS) officer positions, with no overall
reduction in the number of DPS officers, and retention of current funding for the Gang
and Immigration Intelligence Team Enforcement Mission (GHTEM) task force;

e continued funding for prison population growth, including the opening of 2,000 new in-
state private prison beds targeted for February 2010;

o continued funding for homeless prevention and food operations and rural low-income
housing, and no reductions in housing or treatment for the seriously mentally ill;

° the contimuation of core environmental quality programs; and

* protection of core construction programs at the Department of Transportation (ADQT), to
take full advantage of federal stimulus “shovel-ready” project funding and to prevent
harm to ADOT’s bond rating.

Reflecting long-held Arizona values of promoting the well-being and education of our children,
the current State budget devotes more than 50% ofits funding to education. While my budget
reduction proposals for FY 2010 include a necessary reduction of $295 million in K-12
education funding, that decrease is softened substantially by maximizing the use of federal
stimulus dollars. As a result, the net reduction in K-12 education funding is $73 million.

Slow or negative economic growth invariably raises the demand for — and the cost of —
government services. During FY 2009, enrollment in the Arizona Health Care Cost Containment
System (AHCCCS) has grown by an estimated 120,700 members, with more than 40% of
enrollment growth occurring in the last 60 days. We are unable to change AHCCCS eligibility
standards without losing approximately $1.7 billion in federal stimulus funds. As a consequence,
we anticipate that AHCCCS enrollment growth in FY 2010 will have a General Fund budget
impact of more than $250 million.

4. Temporary Tax Increase. Ideally, the State’s $4 billion budget shortfall for FY 2010 would
be eliminated without imposing an additional tax burden on Arizona businesses, residents and
visitors — particularly at this time, when personal and business incomes are squeezed from every
direction.
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Unfortunately, after considering every option, and after performing a painstaking assessment of
our real economic situation, a temporary tax increase is necessary to bridge the gap between
fiscal crisis and recovery. Specifically, I am calling for a one percent increase, for 36 months, in
the State’s transaction privilege tax (sales tax).

It is important to note that this temporary sales tax increase is part of a longer-term tax-
restructuring plan that, over the first ten years after enactment (see following section for details),
will result in an overall tax reduction.

Taxpayers are justifiably skeptical about promises that a tax increase is truly “temporary.” To
ease that skepticism, it should be noted that this revenue increase can follow either of two
avenues to passage: by Legislative approval or by referendum to Arizona voters, Under either
scenario, the Arizona Constitution provides taxpayers the assurance that the tax would remain
tempora.ry.11

The additional sales tax rate will apply to the existing classifications and exemptions; thus, it will
not be imposed on purchases that are not currently taxed by the State. While the tax will not be
apportioned with counties and cities under the existing distribution formula, the additional
revenues will eliminate the need to transfer hundreds of millions of dollars of the State’s deficit
to local governments. The tax will be imposed by the Department of Revenue as soon as possible
following approval.

I am keenly aware that temporary tax revenues and contimuing spending cuts are not the long-
term solutions to fiscal stability. Rather, the keys to restoring the balance between ongoing
revenues and expenditures are a growing economy, high-value job creation, a slower rate of State
spending growth, and, as discussed below, net tax reductions as part of permanent structural tax
teform.

3. Tax Reductions for Economic Growth. A robust economic recovery is essential to State
government’s long-term fiscal health. The State’s tax structure must promote job growth and
sustainability, capital formation, investment in Arizona, and revenue stability.

The first step in providing tax relief to Arizona homeowners and businesses is the phased repeal
of the State equalization tax,'? with permanent repeal occurring proportionately over a three-year
period beginning in FY 2010. In the next ten years, permanent repeal will provide tax relief of
approximately $2.2 billion, half of which would directly benefit Arizona homeowners.

1 Proposition 108 (passed in 1992) amended the Arizona constitution to require a two-thirds vote by the Legislature when
passing any legisiation increasing State revenues through a change in tax allocation, such as an increase in taxation levels or a
reduction in credits and exemptions. Proposition 105 {passed in 1998) requires a three-quarters vote by the Legislature to
amend any approved ballot measure. A constitutional provision authorizing the tax will also include language ailowing the tax
to be pledged for the purpose of borrowing an amount sufficient to include a full 12 months of revenue in FY 2010.

2 ARS. §41-1275 provides that the state equatization property tax Is levied by the counties on behalf of the State to help
offset costs of school districts. The tax rate was set to zero in tax years 20086, 2007 and 2008 and is set in statute to return in tax
year 2009,
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While Arizona’s corporate tax rate is near the median for the nation, the current rate is higher
than rates in states with which Arizona competes'® for business and population growth. Further
tax relief should become effective in FY 2012, with a reduction — from 6.96% t0 4.55% —in
Arizona’s corporate income tax rate. This rate reduction is expected to save Arizona employers
and economic engines approximately $250 million per year.

Another competitive disadvantage for Arizona is the tax imposed on business-owned real and
personal property. Recognizing this deficiency, the State is already reducing the assessment
ratios for commercial classes by 1% per year, from the current 22%. The General Fund budgets
for FY's 2010 and 2011 must continue that reduction. For FY 2012 we should evaluate further
reductions, with the goal of reducing the assessment ratio to 15%.

Conclusion. My standards for signing the FY 2010 General Fund budget are more steadfast
today than they were in early March. I will not sign a budget that relies primarily on debt and
federal economic stimulus dollars. I will not sign a budget that incorporates unrealistic spending
cuts, excessive gimmicks or phony revenue projections. I will not sign a budget that, in the
interest of expediency, dims Arizona’s firture.

In the preceding paragraphs I have outlined a sensible plan for a balanced budget. It is the only
such plan on the table, and I renew my March 4 call to the Legislature to adhere to it closely in
fulfilling its constitutional duty.

The clock is ticking - loudly. It is time to come to grips with the fact that a budget that complies
with the non-negotiable standards described above will contain elements that are politically and
ideologically repugnant and that will create hardships for individuals, families and companies
that don’t deserve it.

Saving our state from financial ruin in the future requires that we swallow bitter pills now — and

that we return our state to a long-term path of recovery.
& awee

Janice K. Brewer
Governor

n According to the W.P. Carey School of Business at Arizona State University, the ten states that, based on data from the
Federation of Tax Administrators, are Arizona’s top competitors In attracting new business are California, Colorado, Florida,
Georgia, Nevada, New Mexico, Oragon, Texas, Utah and Washington. Of those ten, anly California has a higher corporate
income tax rate than Arizona. :
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State of Arizona
Governor Brewer Budget Proposal
FY 2010 General Fund Sources and Uses

Sources

Beginning Balance
FY 2009 Shortfall

Total Revenues
Urban Revenue Sharing

Total Sources

Uses
FY 2009 Original Operating Appropriation
FY 2010 Baseline Adjustments (Caseload, etc.)
Capital
Statewide Issues/ Unallocated Items
Administrative Adjustments
Revertments

Net Uses
Net Budget Position

Solutions
Operating Budget Reductions
Federal Stimulus-Medicaid
Lottery Securitization
Fund Transfers
State Equalization Tax
Sale/Leaseback of State Assets
Other Miscellaneous Adjustments
Health/Social Service Rollover
Unclaimed Property
New Revenues-One Cent Sales Tax

Total Solutions

Adjusted Ending Balance

6/1/2009 Prepared by OSPB

1,000.0
(200,000.0)

7,764,360.9
(628,649.1)

6,936,711.8

9,961,693.4
944,609.0
10,000.0
46,401.9
72,7314
(106,241.6)

10,929,194.1

(3,992,482.3)

963,795.1
809,527.2
450,000.0
198,866.6
164,533.3
200,000.0
67,950.0
103,520.5
78,000.0
1,000,000.0

4,036,192.7

43,710.4



GENERAL FUND

Sources and Uses of Funds

HE SOURCES AND USES of funds

document presents budget data on
projected revenue sources and expendi-
tures for the General Fund.

FY 2010 sources and uses inchrdes
OSPB projections of taxes, fees and other
General Pund revenue sources and
estimates of expenditures to establish
the size of the FY 2010 problem. It then
lists a series of Governor Brewer's pro-
posed solutions to the problem.

SOURCES OF FUNDS

Revenues. The total revenue forecast
for FY 2010 of $7.764 billion is 19% less
than FY 2008 actual revenues and is less
than State revenues in FY 2005.

In FY 2009, revenues have fallen dra-
matically in all of the big 3 revenue
categories. Forecasting FY 2009 based on
10 months of actual data, individual
income tax is projected to decline 25%
from FY 2008. FY 2009 Transaction
Privilege Tax (TFPT), or sales tax, i3 fore-
cast to fall 13% and corporate income tax
is forecast to drop 26.6% from FY 2008.
FY 2010 is forecast to remain weak, with
the big 3 rising by only 0.5% from FY
2009.

USES OF FUNDS

FY 2009 Original Operating Appro-
priation. The budget includes a starting
point for expenditures of $9.962 billion
for the original FY 2009 operating ap-
propriations.

FY 2010 Baseline Adjustments. The
Executive’s $944.6 million recognizes
that the demand for health care and
education continue to grow rapidly
within the state. These two areas alone
are responsible for over 85% of the
growth in baseline adjustments.

Capital. The budget includes $10.0
million as a state match for $18.7 million
in federal stimulus funds that will fund
the construction of the Southern Arizona
Veteran’s Home in Tucson,

Statewide Issues, The budget includes
an estimate of $46.4 million for a variety
of statewide issues in FY 2016, including
employee health insurance costs, retire-
ment payment increases, lease-purchase

payments for state buildings, and risk
managemer payments.

Administrative Adjustments and Re-
vertments. The budget includes an esti-
mate of $72.7 million for administrative
adjustments in FY 2010, which reflect
funds that have been encumbered by
agencies for payment of obligations but
are carried over into another fiscal year.
Additionally, the budget incorporates
projections of $106.2 million of unex-
pended or unencumbered funds to be
reverted to the General Fund in FY 2010.

SOLUTIONS

The Executive proposes $4.0 billion
in solutions for the FY 2010 budget
problem which, after accounting for an
expected $200 million shortfall in FY
2009, leaves a $43.7 million ending bal-
ance.

Operating Budget Reductions. The
budget includes $963.8 million for re-
ductions to agency operating budgets.
Federal stimulus money for education is
used to mitigate the cuts to school dis-
tricts, universities and community col-
leges.

Federal Stimulus-Medicaid. The FY
2010 budget includes $809.5 million of
the $1.8 billion total expected to be
received from the federal stimulus
Medicaid match funds, The stimulus bill
provides, given Arizona's growth in
unemployment, a 10.17% increase over
the standard federal match.

Lottery Securitization. Securitizing the
General Fund stream of revenues from
the Lottery would provide $450 million
of one-time revenues in FY 2010.

State Equalization Tax. The basic state
aid formula includes a state-mandated
“county equalization” tax collected by
the counties. This tax was renamed as
the “State Equalization Assistance Prop-
erty Tax” by Laws 2006, Chapter 354,
which also set that rate at zero for FY
2007 through FY 2009.

The Legislature has to take action to
repeal the tax since it is scheduled to
retumn in FY 2010. The Executive pro-
posal would phase out the tax by 2012.
The Executive would bring back two-

thirds of the tax in FY 2010, netting the
State $164.5 million. One-third of the
original amount would be assessed in
FY 2011, and then none in FY 2012,

Sale/Leaseback of Stafe Assets, The
budget includes $200 million for the sale
and leaseback of state owned buildings,
including prisons and Department of
Administration facilities.

Other Miscellaneous Adjustments, The
budget includes $67.9 million for a
variety of changes, including various fee
increases, a nmew revenue generating
plan for the Department of Revenue,
and elimination of the Department of
Racing allocation from unclaimed prop-
erty (which is replaced in the agency’s
budget with General Fund appropria-
tion).

Health/Social Service Rollover. Of the
$103.5 million for the health and social
service rollovers, the budget includes
$60.3 million for the rollover of the June
capitation payment for AHCCCS, It also
includes a draw-down of additional
federal funds, which will fund the DHS
supplemental need in Behavioral Health
Services, as well as reimburse the Gen-
eral Fund with an additional $20 mil-
lion. A shift from accrual-basis to cash-
basis accounting within DES, which will
generate a one-time benefit of $15.6
million iIn FY 2009 and an additional
gain of $7.6 million in FY 2010. These
savings are net of a $9.4 million General
Fund reinstatement for developmental
disability programs, which had been
reduced as a result of the lump sum
reductions made in FY 2009.

Unclaimed Property. The budget in-
cludes $78 million that results from the
Executive recommendation to shorten
the period before which property is
declared unclaimed.

New Revenues-One Cent Sales Tax.
The budget includes $1.0 billion in new
revenues from a proposed temporary
increase of 1¢ in the tramsaction privi-
Iege tax (TPT), commonly referred to as
the sales tax. The Executive proposes
that this increase be 1) limited to 36
months and 2) offset over ten years by
other targeted tax reductions.
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FY 2010 General Fund Executive Budget - Issue by Issue

" ninistration
2009 Adjusted Appropriation 19,043,500
FY 2009 General Fund Shift to COSF 5,200,700

In FY 2009, $5.2 million was shifted from the General Fund to the
Capital Outlay Stabilization Fund. The Executive recommendation
restores these funds in FY 2010,

General Fund Total 24,244,200
Fund Total Change 5,200,700
Administrative Hearings
2009 Adjusted Appropriation 1,117,900
Administrative Law Judge Position Elimination (223,200)

The Executive recommends eliminating two administrative law judge
positions. Budget reconciliation bill language has also been proposed
to enact this change.

. Rificiency Reductions

General Fund Total 894,700
Fund Total Change (223,200}
Agriculture
2009 Adjusted Appropriation 10,167,800
Lump Sum Reduction (116,000)

The Executive recommends continuing ($1,164,000) in lump sum
reductions from FY 2009 as well as reducing an additicnal ($116,000)
in FY 2010.

{251,000}

;' -- - 'The Executive recommends a reduction of ($251,000) achieved by

service changes at various programs. These changes are intended to
create greater efficiencies in those programs.

Fee Use Authority (389,000}
The Executive recommends reducing Agency funding contingent on
contimuing the fee authority contained in Laws 2008, Chapter 291. That
provision allows the Agency to increase fees above the amount in
statute outside the rulemaking process. The Executive has proposed
budget reconciliation bill language to enact this recommendation.

(259,300)

The Executive recommends relocation of the existing State Agricultural

Lab, By relinquishing it use of the current State Agriculture Lab and its

Rent Savings

rent obligation at that location, the Department would save ($259,300).

Caseload and Inflakon 494,125,700

The Executive recommends caseload and inflation growth in AHCCCS
programs of $494.1 million General Fund and a Children's Health
Insurance Program (CHIP) Fund reduction of ($7.9 million). The
recommended expenditure changes are driven by the growth in the
number of members (caseload), rate inflation, and changes in the
Federal Medical Assistance Percentage (FMAP).

The Bxecutive recommendation is calculated at the standard federal
match rates of 65.77% for Federal Fiscal Year 2009 and 65.75% for
Federal Fiscal Year 2010. The Executive recommendation includes
4.6% capitation rate growth for medical inflation for contract year 2010
over the original contract year 2009 rates. This growth is partially
reduced through specific budget proposals listed below.

Savings from the federal stimulus bill's enhanced FMAP of 75.93% is
included outside of the AHCCCS operating budget as a General Fund
Sources and Uses savings. The State is anticipated to receive $809.5
million in federal stimulus funds from the enhanced FMAP in FY 2010
Legislative language is necessary in the budget reconciliation bills
(BRB's) to offset the General Fund with the stimulus finds and to
allow AHCCCS to refund counties their portion of the enhanced
FMAP receipts.

The Executive also recommends a BRB provision be enacted to allow
AHCCCS to spend federal Title XIX funds leveraged using local and
tribal monies, subject to approval by CMS and subject to budget
neutrality limits.

2009 Supplemental Elimination (87,057,600%

The Executive recommends a reduction of ($87.1 million) for the FY
2009 supplemental appropriation for caseload and inflation.

General Fund Total 9,152,500
Fund Tota! Change (1,015,300)
Arizona Health Care Cost Containment System
2009 Adjusted Appropriation 1,539,428,700
Monday, June 01, 2009 Prepared by OSPB Pagelof 21



FY 2010 General Fund Executive Budget - Issue by Issue

Capitation Rate Limitations (47,095,000)
‘ In the caseload and inflation recommendation, the Executive estimates
| that medical inflation, as reflected in the capitation rate growth, will be
! 4.6% in contract year 2010 over the original contract year 2009 rates.
The Executive recommends ($47.1 million) in reductions for four
actions that AHCCCS will take to limit growth in costs, and therefore
in capitation rates.

‘ The first action the Bxecutive recommends is the continuation into FY
2010 of the rate freeze put in place for FY 2009 for both inpatient and
outpatient hospital services. These savings will be incorporated in the
{ health plan capitation rates at the start of the next contract period.

The second action the Executive recommends is Jowering by one level
the thresholds beyond which patient costs are paid by the reinsurance
program. The current thresholds from which plans can choose are
$20,000, $35,000 and $50,000. This reduction would result in one-time
savings from the timing of payments as dollats are moved from
capitation to reinsurance, which has a longer period over which
payments are made.,

The third action the Executive recommends is that the risk contingency
for rate setting be reduced by 50% for all Managed Care Organizations
{MCO's) participating in AHCCCS. The recommendation would also
impose a reduction of (5.88%) on all MCO administration funding
levels.

Fourth, the Executive recommends continuing the (5%) reduction in
physician provider rates initiated on May 1, 2009, and broadening the
(5%) reductions to include the remainder of the AHCCCS fee schedule
with the exception of hospitals and nursing facilities. The Executive
does not recommend a provider rate reduction for hospitals or nursing
facilities,

FY 2009 Annualization (7,829,800}
The Executive recommends annualizing the lump sum cut provided in
Laws 2009, 1st Special Session, Chapter 1, based on the agency
proposal for allocating these cuts in FY 2009,

County Hold Harmless 4,825,600
The Executive recornmends restoring for FY 2010 the $4.8 million
County Hold Harmless special-line item, which was cut as part of the
FY 2009 AHCCCS lump sum reductions.

Monday, June 01, 2009

Personnel Reduction (5,246,
The Execuiive recommends a ($5.8 million) General Fund reduction to

the AHCCCS budget from three different personnel proposals.

The first is a ($1.8 million) reduction for AHCCCS staff, which would
result in the likely layoff of employees, The second recommended
component is a ($2.4 million) reduction for DES administration which
is budgeted in AHCCCS, resulting in an expected layoff of eligibility
workers.

The Executive also recommends a reduction of ($1.7 miltion) General
Fund for new funding appropriated in FY 2009 for additional staff to
do eligibility redeterminations every six months. However, after the
passage of the federal stimulus bill, the federal government mandated
the reversal of this policy so that in FY 2010 AHCCCS will once again
redetermine client eligibility on the 12-month schedule in effect in SFY
2008.

Optional Benefits Reductions (3,533,900)
AHCCCS is currently reviewing, in coordination with an outside -
consultant, its non-mandated services. Based on preliminary estimates,
the Executive believes that ($3.5 million) can be saved in FY 2010 by
eliminating services such as podiatry, emergency dental services,
orthotics, insulin pumps {coverage is still provided through injections),
and urban non-emergency transportation. The savings estimate
includes offsets due to increased costs in other areas {(such as
worsening foot conditions due to lack of pediatry services). It assurnes
a January 1, 2010, implementation date and is subject to CMS approval.

General Fund Total  1,886,977,27 -
347,548,500

Fund Total Change
Arts
2009 Adjusted Appropriation 1,507,600
Community Arts Grants {301,500}

A General Fund reduction of ($301,500) would reduce grants to local
community arts organizations in Arizona, Due to budget constraints,
the Executive recommends this reduction be made until another
funding source can be developed.

Lump Sum Reduction (250,000)

The Executive recommends a lumyp sum reduction of ($250,000) for the
Arts Commission, and encourages the Commission to continue
investigating opportunities to diversify funding and increase self-
sufficiency.

The Commission was recently awarded a federal ARRA grant of
$322,900 from the National Endowment on the Arts to help preserve
Arizona jobs in the nonprofit arts sector.

Endowment Offset ]
The Executive recommends maintaining the full $14.7 million balance
of the Endowment so that it may continue to support arts programs in
Arizona in future years.

Prepared by OSPB

General Fund Total 956,100
Fund Total Change (551,500)
Attorney General - Department of Law
2009 Adjusted Appropriation 21,607,400 .
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FY 2010 General Fund Executive Budget - Issue by Issue

"wmp Sum Reduction (1,949,100)
' Personnel Reduction . (221,600)
General Fund Total 19,436,700
Fund Total Change  (2,170,700)

Capital Post-Conviction Public Defender Office
2009 Adjusted Appropriation 759,000
Lamp Sum Reduction (43,600)

The Executive recommends a lump sum reduction of ($43,600), which

- will reduce training expenditures by over 50%. Additionally, the
Executive recommends that a non-lapsing fund for expert witness
expenditures be created. Expert witness expenditures are variable and
case specific, and without adequate funding for expert witnesses, the
Office cannot perform its function, The revenue for the new fund
would come from monies reimbursed to the State pursuant to AR.S. §
41-4301(H). The Executive recommends a statutory change to
implement this recornmendation.

Personnel Reduction (34,800)
General Fund Total 680,600
Fund Total Change (78,400}
Charter Schools
2009 Adjusted Appropriation 723,200
Eliminate One-Time Database Funding (4,800)
General Fund Totfal 718,400
Fund Total Change {4,800}
(ihirop_racﬁc Examiners
General Fund Backfill 130,000

Laws 2008, Chapter 285, included a transfer from the Board's fund to
the General Fund, which leaves the Pund with cash flow issues at the
beginning of FY 2010. The Executive recommends $130,000 from the
General Fund to provide stability for the Board's fund at the beginning
of the fiscal year. Without the additional support from the General
Fund, the Board will not have sufficient funds to operate.

General Fund Total 130,000
Fund Total Change 130,000
Commerce
2009 Adjusted Appropriation 6,512,000
International Trade Funding (169,800)

The Executive recommendation includes a funding suspension in the
International Trade program. This action does not represent a lack of
commitment to the Department's efforts in expanding Arizona trade
relations. This Executive supports continuing the Department's
program and will look to redesign its objectives and priorities for
increased efficiencies, The Department of Comumerce would
renegotiate selected Foreign Direct Investment contracts in FY 2010, on
their renewal date to achieve thisreduction.

Monday, June (1, 2009

Layoffs (49,000)
Under this measure, the Department would lay off approximately 3 to
5 of the employee population in order to close the proposed budget
gap. Cwrrently the agency anticipates reductions in services in the
areas of Communications, Small Business Support Services and IT.

The agency will identify work which will no longer be performed in
the appropriate areas.

Administrative Support for CANAMEX Project {48,500)

The recommendation would transfer back to the Arizona Department
of Transportation (ADOT) the current administrator of the CANAMEX
project. The Department of Commerce is unable to cover the cost for
this activity and would not renew the Inter-agency agreement with
ADOT. Shared expenses such as office space, voice and data will shift
back to ADOT.

Reassignment of Work (173,200)
The Executive recommendation directs the Department to further
pricritize existing functions and staffing levels in order to consolidate

and reassign services to generate savings.

Cost Allocation and Recovery (97,300)
The Executive recommendation includes this General Fund reduction
and enable the Research Administration section to charge a portion of
its program cost to other governmental entities for reimbursement for

services provided to themn.

Vacancy Savings {123,600}
This recommendation reflects continuation of the reduction that was
included in the FY 2009 approved budget. The Department has taken

the required actions to carry out this adjustment.

Lump Sum Reduction (301,000)
This measure is designed as a lump sum to provide managerial
flexibility and enable the Department to identify areas of
implementation that mitigate any adverse impacts on the programs

and services.
Reduce General Fund Support - Fund Shift (1,000,000)
This recommendation reduces the General Fund appropriation by (§1.0

million) and shifts the program costs to the Commerce and Economic
Development Commission Fund.

Revise Appropriation Format (37,200}
The recommendation supporis moving the Department's

appropriation format to a lump sum by agency to provide flexibility
and generate savings. The current structure is rigid, costly and does
not provide adequate managerial flexibility to make optimal financial
and budgetary decisions. The recommend supports that the current
special lines would contimue to be displayed for information purposes
on the OSPB and the JLBC reporis.

General Fund Total
Fund Total Change

4,512,000
(2,000,000)

Prepared by OSFB
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Suspend Hold Harmless (1677,3 e
Unlike the university system, community college statutes, specifically™

Community Colleges
Federal Stimulus Dollars

Monday, June 01, 2009

Federal Stimulus Allocation 29,517,000

The Executive Budget provides $29.5 million of FY 2010 federal
stimulus funding to community cofleges. These funds will be used to
mitigate tuition increases, save jobs, preserve instructional quality, and
promote fundamental reform. The commumity colleges, through the
Community College Coungcil, will partner with the Executive on
reform efforts to provide vital job-training, increased higher education
access, and innovative comnyunity and high school programs to
promote student achievement and K-12 innovation.

Federal Stimulus Dollars Total 29,517,000
2009 Adjusted Appropriation 138,679,800
Increase in State Aid 1,265,800

The HExecutive recommends $1.3 million for increased state aid
pursuant to A.R.S. § 15-1466. Six districts reported enrollment growth
eligible for increased State aid.

The formula adjusts state aid for districts in which growth exceeds the
highest audited FTSE count recorded from and after fiscal year 2004.
Adjustments are calculated by multiplying the difference between the
most recent audited FTSE number and the second-highest count from
fiscal year 2004 onward by the most recent appropriated average state
aid amount per FTSE.

The Executive recommendation also provides full formula funding to
tribal colleges.

Equalization Aid

Cap Equalization Aid atFY 2009
ARS. § 15-1468 requires additional state funding assistance to
community college districts with property tax bases below a statutory
threshold. Four districts receive this funding adjustiment annually:
Cochise, Graham, Navajo, and Yuma/La Paz. Equalization fumding
would remain at fiscal year 2009 levels.

6,942,500

The Executive recommends suspending equalization aid increases for
fiscal year 2010. The Community College Council will work with the
Executive to permanently modernize community college formula
funding, a part of broader higher education reform efforts for Arizona,
in a way to promote accountability, access, and meet the needs of rural
Arizona.

Capital Outlay
The Executive recommends suspending capital outlay assistance for
FY 2010. A.R.S. § 15-1464 requires state capital outlay assistance per
FTSE on a graduated scale based on district size. This recommendation
also removes $500,000 of one-time funding for Northland Pioneer
Community College.

The Bxecutive recommends session law suspending the capital outlay
formula.

AR.S. § 15-1466, do not provide for downward adjustments to state
operating aid corresponding with declines in enrollment for the
community colleges. The Executive recommends adjusting state aid for
declining enrollment using the same formula as operating state aid in

fiscal year 2010.
Lump Sum Reduction (9,152,000}

The Executive recommends a lump sum reduction of ($9.2 million).

{6,942,500)

General Fund Total 128,616,300
Fund Total Change (10,063,500)
Carporation Commission
2009 Adjusted Appropriation 4,216,100
General Fund Shift to Other Funds (3,616,100)

The Commission’s entire General Fund appropriation could be
replaced if new revenues were deposited in the Commission’s other
appropriated funds. The Executive recommends a ($3.6 millicn)
General Fund reduction in FY 2010. This would leave the Commission
with a $600,000 General Fund appropriation. The increases in the
appropriations from the Commission's other fund sources would allow
the Commission to operate without a General Fund appropriation
beginning in FY 2011. The Executive recommends budget
reconciliation bill language that would allow the Commissioners to
raise fees for the securities division and the railroad safety section.
Additional budget reconciliation bill language would redirect certain
fees to the corporations division's Public Access Fund and address ca®® . -
flow concerns in the Securities Regulatory and Fnforcement Fund. ©

General Fund Total &00,000

(500,000}

Prepared by OSPB

Fund Total Change (3,616,100}
Corrections
2009 Adjusted Appropriation 925,624,100
Lump Sum Reduction (31,100,000)

The Executive lump-sum recommendation includes the following:
sEfficiencies at the Department’s training academy

sIncrease inmate medical co-pay and decrease inmate work-program
pPay

sOperational efficiencies

sReduce work-based education and substance-abuse programs and
restructure GED testing

s Downsize Department

sEBliminate medical and educational stipends

sManagement of inmates in private and provisional beds
#Partially privatize inmate health care

sReduce personnel and overtime costs

2,000 New Private Prison Beds 7,959,200

During the 2007 session, the Legislature authorized 2,000 new private
prison beds. The Executive recommendation opens these beds
beginning January 4, 2010.
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" ypulation Growth, Inmate Marginal Costs 4,530,600

When new prisons are opened, funding is appropriated for staffing .
and equipping the facilities, Expenses directly related to individual
inmates (e.g., food, clothing and minor medical) are funded each year
as the number of inmates increases, The amount funded for these
marginal costs is $3,531 per inmate. The Executive projects net
population growth at the prisons in the near future of 150 new inmates
each month, or 1,800 additional inmates during FY 2010.

Medical Inflation 5,196,500

The Executive recommends a 6% inflationary increase for outside
medical costs, matching the inflation rate increase provided to long-
term, acute-care expenditures paid by AHCCCS. Outside medical
expenses include hospitals, special use of outside physicians or
medical specialists, pharmaceuticals, transportation, laboratory
services, and medical and dental supplies.

Eliminate FY 2009 One-fime Funds Shiff 4,774,400

TFor FY 2009, the Department's appropriations included one-time
excess fund balances and one-time increased revenues to the State
Charitable, Penal and Reformatory Institutions Fund, the Penitentiary
Land Fund, and the Prison Construction and Operating Fund. During
FY 2009, expenditures were shifted from the General Fund to these
other funds. For FY 2010, the balances in these funds are depleted and
the one-time revenue increases have passed.

The Executive recommends reversing the one-time funding shift by
shifting $4.8 million in expenditures back to the General Fund as
_ follows: Penitentiary Land Fund ($1.3 million), the Prison Construction
and Operating Fund ($2.6 million), and the State Charitable, Penal and
Reformatory Institutions Fund ($880,500).

Baseline Adjustment 11,695,400

The Executive recommends the transfer of special line funding to
above the line appropriations, During the last two years, the
Department's appropriation amounts among its eleven appropriation
lines have not aligned with actual expenditures, requiring repeated
transfers be heard before the Joint Legislative Budget Committee. The
Executive recommendation, mirrored in the JLBC Baseline Budget,
attempts to bettes align the appropriations with expenditures.

The Fxecutive recommends using the actual expenditure amounts for
each approptiation line from FY 2009 to establish the starting point for
each line in FY 2010.

Water and Wastewater COP Debt Service 658,200
The Fxecutive recommendation provides for the debt service
associated with water and waste-water construction projects at the
Lewis, Tucson, Apache, and Douglas Prisons authorized during the
2007 session.

4,000 State Beds COP Debt Service
The Executive recommendation provides for the debt service
associated with the construction of 4,000 new prison beds, scheduled
for completion in the spring of 2010.

Additional 194 In-state Private Beds 1,934,500
The Executive recommendation provides 194 emergency beds at the

Central Arizona Corrections Facility at an average per diem rate of
- $27.32.

16,064,100

Monday, june 01, 2009
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Provisional Beds 5,098,700

The Executive recommendation provides for 4,982 provisional beds,
including full annualization of 752 beds in Colorado, which were
occupied for only part of FY 2009,

Inmate Utility Fee Increase {131,800)

The Executive recommendation annualizes the $1 per month utility fee
increase charged o inmates that was endorsed as part of the FY 2009
adjustments enacted in January 2009.

BY 2008 Health Care Expenditures 0

The Department’s Health Care appropriation of $80.5 million for FY
2008 is completely exhausted. During the fall of 2008, the Department
received additional health care invoices totaling $6.5 million for
services rendered during FY 2008.

The Executive recommends authorizing the Department to use any of
its non-appropriated funds to pay health-care expenses incurred in FY
2008.

Preliminary Start-up of 4,000 New Beds 0

Both the Executive recommendation and the legislative proposals defer
appropriated funding for the start-up and operation of 4,000 new
public beds in FY 2010. These beds are currently under construction
and scheduled for completion in February 2010.

The Executive recommends, as session law, authorizing the
Department to use any of its non-appropriated funds to pay some of
the start-up expenses associated with the 4,000 beds in FY 2010. The
Executive will consider funding for the normal operations of the new
facilities as part of the FY 2011 budget.

Allowing the Department to equip the new facilities in the spring of
2010, as soon as construction is completed, would allow the State to
test the new facilities during the entire 12-months of the warranty
period. If equipping the facilities is delayed until FY 2011, the
warranty petiod would be half expired before the testing could start.

Replace Out-of-state Rental Beds with In-state 0
Permanent Private Beds '

There are many reasons for housing DOC inmates in facilities located
inside Arizona rather than out-of-state. However, Arizona currently
contracts to house 4,892 inmates in ouf-of-state prisons.

The Executive recommends authorizing the procurement of 5,000 beds
at new or expanded private prison facilities in Arizona to replace the
out-of-state provisional beds.

The construction of up to five new prisons would constitute a $250
million to $350 million construction project in Arizona. Once opened,
on-going payroll to Arizonans working at the new facilities would be
approximately $80 million to $100 million per year. The total economic
impact in Arizona would be several times the construction and payroll
amounts.

There would be no cost to the State. The State does not pay for
construction of private prisons while they are being constructed. Once
the new facilities are utilized, the funding currently used for out-of-
state beds could be used to pay per diem at the new in-state private
prisons.
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Use AHCCCS Rates for Outside Health Care (26,000,000)

The Executive recommends utilizing the Arizona Health Care Cost
Containment Systern (AFCCCS) rate structure for medical services
performed outside a Department facility, such as in-patient hospital
care, emergency rooOm services, out-patient care, physicians, dentists,
specialized care, and emergency transportation, Savings are estimated
at $26,000,000.

Currently, the Department is charged rates significantly higher than
those paid by AHCCCS for services purchased outside the prisons. The
Department currently contracts with hospitals and service providers
on a fee for service basis, but has no leverage in negotiating fees at the
AHCCCS rate. In some cases, providers charge 100% of published
fees, while others contract at a rate of 210% of the AHCCCS rate.

This recommendation mirrors A.R.S. § 41-2807, which allows the
Department of Juvenile Corrections to use AHCCCS rates for health
care. This section was added in 2001. The estimated savings amount
assumes a July 1, 2009, effective date.

General Fund Total 926,303,500

Developmental Disabilities

Fund Total Change 679,800
Cosmetology .
2009 Adjusted Appropriation 300,000
Supplemental Removed far FY 2010 {300,000}
General Fund Total 0
Fund Total Change {300,000)

TANF Cash Assistance

Criminal Justice Commission

2009 Adjusted Appropriation 1,054,800

Shift GF Grant Programs Funding to Other Funds (1,054,800)
The Executive recommends shifting General Fund funding for
programs to Other Fund sources. The Rural State Aid to Indigent
Defense and Rural State Aid to County Attorneys programs will be
funded from the State Aid to Indigent Defense and State Aid to
County Attorneys Funds respectively. The Gang Prosecution Program
and the Special Prosecution Program will be funded from the Drug -
Enforcement Account (DEA). The Commission has applied for

additional Bymne/JAG grant funding from the federal stimulus package.

General Fund Total 0
Fund Total Change (1,054,800)
Deaf and the Blind
2009 Adjusted Appropriation 21,273,700
Lump Sum Reduction {2,500,000)
The HExecutive recommends a lump sum reduction of ($2.5 million).
School Bus Replacement 738,000

The Executive recommends reinstating school bus replacement
funding of $738,000.

22858
The Executive recommends $22.3 million from the General Fund for
6.5% caseload growth and 0% capitation growth in the Long Term

Care program.

Arizona’s developmentally disabled population continues to grow
steadily. The population receiving these services includes Arizona
residents who have chronic developmental disabilities that manifest
prior to age 18. Afflictions include but are not limited to cerebral palsy,
epilepsy, autism or a cognitive disability. These disabilities must limit
three or more areas of major life activities, including self-care,
language, learning, mobility, self-direction, capacity for independent
living, and economic self-sufficiency. ALTCS eligibility also includes a
requirement that the individual must have an income below 300% of
the Supplemental Security Income eligibility limit of $2,022 per month.

Beyond this recommendation, the Executive also recommends BRB
language be enacted to allow DES to shift to a cash-basis accounting
method. This will allow the Department to pay for services rendered in
June, but billed in July, with the next fiscal year's appropriation, One-
time savings generated by this change will be $25 million in FY 2009
and $17 million in FY 2010. Of these savings, $9.4 million must be
utilized each year to make the Department whole in the Division of
Developmental Disabilities. The remainder will be transferred to the
General Fund as a windfall.

10,000,000
As a result of the economic downturn, there has been a steady increase
in cash assistance clients. Currently, the Executive projects caseloads.’”
exceed 7% growth in FY 2010. The Executive anticipates a funding -
shortfall of at least $10 million from the General Fund for caseload
growth in FY 2010 over the FY 2009 original appropriation. There are
no further TANT Funds available to offset this rising cost.

These funds provide financial assistance on a temporary basis to
individuals at or below 36% of the 1992 Federal Poverty Level; 75% of
the recipients are children and 50% of the cases are child-only cases.

Adoption Subsidy 2,500,000

When children cannot be reunited with their parents, the Department
looks at other options to place the children in permanent homes.
Adoption is a lengthy legal process in which the birth parents’ rights
are severed from their child. At the time this recommendation was
prepared, there were 1,954 children in care with a case plan goal of
adoption. It is anticipated that the adoption caseload will increase to
an average of 13,731 children per month {(up from the current FY 2009
average of 12,000), and the average subsidy payment will be $710 per
child. The Executive anticipates a $7.5 million shortfall in this
program; however, the federal stimulus provides an additional $5.0
million in Title IV-E funds for Adoption Services. The Bxecutive
therefore recommends §2.5 million from the General Fumd for
Adoption Subsidy caseload growth.

General Fund Total 19,511,700
Fund Total Change (1,762,000}
Economic Security
2009 Adjusted Appropriation 717,924,700
Monday, June 01, 2009 Prepared by OSPB Page 6 of 21
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13,000,000

The Executive recommends $13.0 million from the General Fund for
Children Services. The majority of the recommendation is to backfill an
existing shortfall, which the Department no longer has the ability to
manage, given the severity of the funding reductions it has endured.
The projected need in this program is approximately $17.0 million, but
the ARRA provides approximately $4.0 million in Title IV-E funds that
would offset a portion of this shortfall.

Since the 2003 Special Session, DES has focused on in-home services
for children in the CPS system. Those efforts have been successful, as
in-home cases have grown by 72% and out-of-home placements have
been relatively flat over the last three years. Unfortunately, the federal
government does not reimburse the Department for in-home
placements, and the Department has struggled to overcome that lack
of reimbursement. The federal government does reimburse up to 50%
of the cost to remove a child from their home.

The Deficit Reduction Act of 2005 has forced the Department to license
caretakers in order to qualify for federal funding. Unlicensed
placements, despite being preferable to group homes or shelters, do
not receive federal fimding. Therefore, the Department has worked to
move children into licensed foster homes, rather than unlicensed
homes or group homes. These placernents can be more expensive to
the State, from a General Fund perspective.

(2,338,500)
The Executive recommends a General Fund reduction to annualize the

'~ program eliminations made in the FY 2009 budget. Specifically,

additional reductions may be made in the following programs:

General Assistance: ($1,744,000)
Lifespan. Respite Care: ($150,000)
Homeless Youth Intervention: ($266,700}
Eligibility System Upgrade: ($103,300)
Document Management: ($74,500}

Hach of these programs was eliminated in FY 2009 with four months
remaining in the fiscal year. The amounts above represent the
remaining portions of the appropriations that were not cut in FY 2009
but will be available for reduction in FY 2010.

The repeal of the General Assistance program eliminates an average
monthly benefit of $150 for 1,500 disabled adults awaiting an
eligibility determination from the Social Security Administration.
Eliminating funding for lifespan respite care will result in the loss of
respite services for approximately 130 caregivers. The elimination of
the homeless youth intervention contract will cut assistance for
approximately 150 youths. The termination of the eligibility system
upgrade and document management initiatives will forgo anticipated
efficiencies and savings.

The eligibility system upgrade and document management initiatives
were estimated to have generated federal matching funds of $5.8
million in fiscal year 2010.

Five Percent Operating and Program Reductions

Make Temporary Reductions Permanent

Eliminate Adoption Services - Family Preservation (500,000)
Programs

The Executive recommends eliminating the Adoption Services - Family
Preservation Programs appropriation of $500,000 General Fund in FY
2010. This appropriation was established in fiscal year 2006 to
augment services to prospective adoptive parents as well as families
that have already adopted a child. In fiscal year 2008, more than 4,000
calls were received by the 800-KIDSNEEDU information line, 34
families were referred to crisis response sexvices, and 200 children
were referred to transition counseling and therapeutic services.
Without this appropriation, services would not be entirely eliminated,
but would revert to the much more limited program that existed prior
to this special line item.

Fliminate Summer Youth Program (750,000

The Executive recommends eliminating the $750,000 General Fund
appropriation for the Summer Youth Employment and Training
Program. This funding, which is passed-through to the counties
according o a statutory formula, would no longer be available.
According to statute, counties are to use the funds to support summer
employment and training programs for at-risk youth. The counties do
not report on the use of the funds so the Executive is unable to
quantify service level reductions.

{11,904,300)
The Executive recommends an {$11.9 million) General Fund reduction
from various programs in the DES budget. Five percent reductions
would be applied to various operating and program appropriations.
These decreases would be in addition to the reductions that have
already occurred in the fiscal years 2008 and 2009 budgets. In most of
the operating appropriations, the savings could likely be achieved by
maintaining the vacancy savings and other restrictions that have been
put in place. The program reductions would result in decreased service
levels; and in some instances, these savings would require eliminating
services for existing clients or limiting access to assistance.

A portion of the savings achieved through these reductions would be
used to begin restoring the funds eliminated from Child Protective
Services’ budget in fiscal year 2609, As more CPS Case Managers are
hired, the Department will work toward investigating 100% of the
reports of abuse or neglect.

(20,515,600)
The Executive recommends a ($20.5 million) General Fund reduction

to the JOBS program and the DPivision of Developmental Disabilities.
This will represent the annualization of the JOBS Vendor contract
reduction and the developmental disabilities provider rate reductions.

These reductions were implernented in FY 2009 with the expectation
that they would be one-time in nature. However, due to the state's
fiscal constraints, they must be continued for another year.
General Fund Total 729,702,100
Fund Total Change 11,777,400

Prepared by OSPB
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i Education

Federal Stimulus Dollars
| Federal Stimulus Alfocation 222,114,000

Axizoma is eligible to receive over $831 million of federal stimulns
funding for education for both fiscal year 2009 and 2010.

The Executive Budget provides $222.1 million of fiscal year 2010
federal stimulus funding to K-12 schools. These funds will be used to
save jobs, preserve instructional quality, and promote fundamental
reform.

‘The Governor, through the State Fiscal Stabilization Fund application
has pledged to advance the State along four education reform criteria:

1. Achieving Equity in Teacher Distribution

2. Improving Collection and Use of Data

3. Improving State Academic Content and Student Standards
4. Supporting Struggling Schools.

School districts and charter schools will be required, through an
application process, 1o commit to use federal stimutus funds to assist
the state in advancing these reforms.

Federal Stimulus Dollars Total 222,114,000

2009 Adjusted Appropriation 4,007,927,700
Basic State Aid FY 2010 410,083,600
Caselpad Adjustment (73,000,000)
Additional State Aid 9,537,200

AR.S. § 15-972 requires the State to pay 39% of each homeowner's
primary property tax rate as a “rebate,” up to a maximum of $580.
Laws 2007, Chapter 258, accelerates the enacted reduction in business
property tax rates. Additionally, Article IX, Section 18 of the Arizona
Constitution limits residential tax obligations to 1% of the home's cash
value. All Class 3 properties are eligible for both the “homeowner's
rebate” and the 1% cap.

The Executive recommends a net increase of approximately $9.5
million General Fund in fiscal year 2010 for Additional State Aid for
ongoing property value growth and tax rate changes. This assumes the
extension of the desegregation “soft cap” pursuant ta Laws 2006,
Chapter 53, § 18.

Excess Utilities Baseline Adjustment 80,000,000
AR5, §15-910.04 requires State funding for excess utilities costs
beginning in fiscal year 2010, This estimate is $80 million in fiscal year
2010. The Executive recommendation repeals this requirement.

Eliminate New Excess Utilities (80,000,000)
The Executive recommends using a combination of performance
contracting, new federally-funded energy and sustainability programs,
and strategic partnerships with school districts and charter schools to

upgrade our schools to conserve energy and create greater cost-
efficiency.

To provide additional relief to schools the Executive recommends BRB
language be adopted to allow lecal funding for up to $40 million of
excess utilities costs.

Soft Capital Suspension (175,000,¢
The Execntive recommends a one-time suspension of ($175 millicn) of
soft capital. This would be significantly mitigated by the use of federal
stimutus funds. Pursuant to A.R.5. § 15-962 soft capital includes
books, technology, instructional aids, vehicles, furniture, and
equipment,

K-12 Lump Sum Reduction (100,000,000)
The Executive proposal is for a balanced combination of targeted one-
time reductions such as a soft capital funding suspension and
manageable temporary lump sum suspensions. For fiscal year 2010
the distzict lump sum reduction is ($100 million), This reduction
would be significantly mitigated by the use of federal stimulus funds.

It should be noted that the Executive baseline fully funds the
Proposition 301 2% inflator. Punding only the transportation
component, by comparison, would result in a reduction of $102 million
to schools in real terms.

TAPBI Reduction (3,000,000)
The Executive recommends a reduction of TAPBI funding of ($3.0
million).

Desegregation Hard Cap (797,900}
This recommendation prohibits additional funding for desegregation.

The Executive recommends BRB language be enacted as permanent
law to prohibit increases for desegregation funding.

Department Lump Sum Reduction (830,000)

The Executive recommends a lump sum reduction of ($830,000) for == .
Department adminisirative costs. o

The Executive recommends BRB language be enacted to require this
reduction be taken from Department operating administrative
expenditures.

Early Kindergarten Tuition (11,200,000}
The Executive recommends eliminating state support for kindergarten
repeaters and replacing such funding with tuition where applicable.

Early kindergarten repeaters are children who take kindergarten
before the age of 5 and repeat kindergarten the following year,

'The Executive recommends BRB language be enacted to provide
schools the ability to charge tuition to cover the costs of early
kindergarten programs. By providing schools authority to charge
tuition, the recommendation would still provide a mechanism to
continue programs for children who repeat.

Suspend Early Graduation Scholarship State Funding (4,682,800}

The Executive recommernids susPerSding state funding for the Early
Graduation Scholarship Program.

The Executive recommends BRB language be enacted to provide
statutory authority for the Commission for Postsecondary Education to
solicit and administer federal funds and private donations as
alternative sources of funding.

General Fund Total 4,059,037,800

Fund Total Change 51,110,100.
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‘nergency Services and Military Affairs
12,401,900

State Land Lease . 387,000
The Bxecutive recommendation provides for State Land Lease
increases, Previously, federal monies were used to pay for these leases,
but DEMA has been advised that federal monies may not be used for

that purpose.
Annualization of FY 2009 Reduchions 21,600

The Department generated savings in FY 2009 from various programs.
Some of those reductions cannet be annualized for FY 2070.

NEMF Fee (828,000)
The Executive recommends a decrease of ($828,000) for the Nuclear
Emergency Management Fund (NEMF) which is a portion of the fee
assessed against each public service corporation and municipal
corporation engaged in constructing or operating a commercial nuclear
generating station. The fee and the FY 2010 appropriation will be
addressed in separate legislation.

Facilities Maintenance (27,700}
The Executive recommends a reduction of ($22,700) from DEMA's
facilities maintenance budget. DEMA will continue to fund basic

maintenance and repair of its facilities.
AZ 211 Funding {31,100)
The Executive recommends the elimination of the AZ 211 funding for

DEMA. The savings is the remainder of the existing program at DEMA
after the FY 2009 reductions.

{200,000)
The Executive recommends a reduction of ($200,000) from DEMA's

Administration budget. This would step all life cycle replacement of
equipment, defer training and halt travel.

Governor's Emergency Fund (600,000)
The Executive recommends reducing the General Fund appropriation
for Governor declared emergencies by ($600,000) in FY 2010. This
money is not appropriated for use by DEMA, but is often included in
their General Fund appropriation total. DEMA is not allowed to use
any of the money in the fund for administration of the fund. The
Executive recommends session law be enacted to reduce the

Governor's Emergency Fund to $2.9 million in FY 2010.

Lump Sum Reduction (983,900)
The Executive recommends a lump reduction of ($983,900).
Guardsmen Tuition Reimbursement, Military Gift Packages, and

Officer Uniform Allowance are programs that may be affected.

Reduce General Fund Support for Waste Program
Administration
The measure would reduce General Fund appropriation for the
administration of the Waste program. The Department is encouraged
to explore ways to use other available resources {o mitigate any impact
that may result form this reduction.
Cost Allocation and Realignment in Administration
Services

(105,000)

(75,000)

The measure would reduce General Fund appropriation for the
Agency's central administration services. It is recommended that the
Departinent explore ways to use other available resources to mitigate
any impact that may result from this reduction.

WQAREF Statutory Transfer (8,000,000}

The FY 2010 Executive recommmendation limits to $5.0 million the
amount transferred from the General Fund (Corporate Income Tax) to
the Water Quality Assurance Revolving Fund. In accordance with
ARS. §49-282, the Quality Assurance Revolving Fund (WQARF)
annually receives $15 million from corporate income tax for
remediation of sites that have been contaminated and are on the State’s
Superfund list. The ($8.0 million) reduction reflects a techmical
adjustment from the FY 200% revised WQARE base of $13.0 million.
The Executive recommendation supports including a session law
provision to temporarily suspend A.R.S § 49-282 and direct a fransfer
of $5.0 million in FY 2010 to the WQARF program.

Fee-Based Funding Continuation 0
The Executive recommendation continues the sesston law provision
enacted under Section 12 in Laws 2008, Chapter 291. This section
provided fee authority to the Department and established a spending
limit of $600,000 from the revenues collected.

General Fund Total 11,226,300
Fund Total Change {8,459,900)
Equal Opportuni
2009 Adjusted Appropriation 249,300
Lump Sum Reduction (36,800)

The Executive recommends a lump sum reduction of ($36,800).

General Fund Total 10,139,800
Fund Total Change (2,262,100)
Environmental Quality
2009 Adjusted Appropriation 19,686,200
FY 09 Annualization {176,900}
Rednce General Fund Support for Air Program (103,000)
Administration

The measure would reduce General Fund appropriation for the
administration of the Air Program. The Department may explore ways
to use other available resources to offset any impact from this
reduction.

Monday, fune 01, 2009
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General Fund Total 212,500
Fund Total Change (36,800)
Equalization
2009 Adjusted Appropriation 602,500
General Fund Total 602,500
Fund Total Change - 0
Executive Clemency
2009 Adjusted Appropriation 1,047,600
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Board Member Compensation {96,000}

The Board of Executive Clemency currently has five board members,
one of whom serves as Chairman and Executive Director of the Board.
The Executive recommends the four other board members be
compensated on a per diem basis. This will generate a savings of
approximately $96,000, Compensation will be at the Board'’s current
hously rate of $23.48/hour, prorated for actual time spent performing
duties. Proration shall be calculated based on an eight-hour day, with
the duties and payment not to exceed a 30-hour work week. The
Executive recommends session law be enacted to permit board
member compensation on a per diem basis, not including the Board
Chairman, and to continue to allow the Board Chairman to serve as
the Executive Director.

Substitute IT Manager with Part-Time Technician 48,4 N

The Executive recommends substituting the Agency's IT manager
position with a quarter-time employee, effective September 1, 2009.

General Fund Total 866,300
Fund Total Change (96,500)
Government Information Technology Agency
2009 Adjusted Appropriation 1,228,500
Eliminate 2-1-1 (425,300}

The 2-1-1 program was eliminated during FY 2009, so this reduction is
simply a technical adjustment. The program provided referrals for
health and human services programs. It was also used to communicate
updates during emergencies,

803,200

General Fund Total 951,600
Fund Total Change (96,000)
Financial Institutions
2009 Adjusted Appropriation 3,304,500
General Fund Total 3,304,900
Fund Total Change 0
Forester
2009 Adjusted Appropriation 3,455,100
Elimination of Four Support Staff Positions {229,800}

The Executive recommends eliminating funding for four support staff
positions within the Agency.
Wildland Fire Crew Carrier Replacement (200,000)
The Executive recommends deferring replacement of the Agency's
aging crew carriers used o fransport inmate fire crews.

Genmeral Fund Total
Fund Total Change (425,300
Geovernor
2009 Adjusted Appropriation 7,384,900
General Fund Total 7,384,900
Fund Total Change 0
2009 Adjusted Appropriation 2,149,600
' General Fund Total 2,149,600
Fund Total Change Pl

General Fund Total 3,025,300
Fund Total Change (429,800)
Fire, Building and Life Safety
2009 Adjusted Appropriation 3,128,300
Personnel Reduction {139,700)
Staff Reduction (468,300)

The Executive recommends the elimination of 12 positions, 6
administrative positions and 3 positions each from the Office of
Manufactured Housing and the Office of the State Fire Marshall.

{158,100)
The Department has been utilizing temporary workers to offset the

current number of vacancies. The Executive recommends elimination
of four temporary workers for a savings of $158,080.

Release of Temporary Employees

General Fund Total 2,362,200
Fund Total Change (766,100)
Geological Survey
2009 Adjusted Appropriation 962,800
Shift Research Geologist Position fo Non-Appropriated (48,100)

Funds

The Executive recormmends allowing the Agency to find other, outside
sources for one geologist as of October 1, 2009.

Monday, June 01, 2002
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Health Services

2009 Adjusted Appropriation

Administration Operating Budget
The Executive recommends a {($687,600) reduction to the
administration division's operating budget in FY 2010. This Division
provides agency-wide support services such as information
technology, accounting, and human resources, Currently many of the
Agency’s support services are funded through the Indirect Fund and
the General Fund Administration Operating Budget. The Division and
the Director’s Office currently have a vacancy rate of 25% and
anticipate additional attrition through FY10. To accommodate this
reduction, the Division and the Director’s Office will need to remain
understaffed. Between 20 % and 35% of the Department's total support
services will need to be reduced or eliminated while other services will
experience lengthy delays.

594,438,100
(687,600)

Arizona Community Protection and Treatment Center
(ACPTCO)

The Executive recommends BRB language be enacted for the Arizona
State Hospital {ASH) to temporarily collect fees from counties for
sexually violent persons in the hospital's care. A ($2.1 million) General
Fund reduction from the Community Protection and Treatment Center
would be offset by counties retmbursing the ASH Fund 100% of the
cost of care for sexually violent persons (SVF) civilly committed by
their courts. This would require amendment to A.R.S, § 36-545.08 to
add, “Monies collected from counties for the cost of a commitment of a
Sexually Violent Person to the Arizona Community Protection and
Treatment Center are allowed to be collected and used to offset costs -
care.”

(2,149,500)
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(1,377,400)
Thete is an existing $2.0 million funding shortfall in the Arizona State
Hospital (ASH) due to decreased revenues in the ASH Fund. The
Pxecutive recommends increasing the required reimbursement from all
counties by $3.4 million, offsetting this shortfall and allowing an
additional {$1.4 million) General Fund reduction from the ASH

budget. Specifically, the Executive recommends BRB language be
enacted for:

» Expansion of billing TXIX for entire length of stay for TXIX-eligible
civil adult patients instead of only 30 days. In July 2008, AHCCCS
allowed patients at the Hospital to remain TXIX eligible for outside
medical services and for the first 30 days of their inpatient stay. The
provision does not prohibit the state from allowing the hospital to bill
for the full hospital stay for every eligible patient, although this would
impact the Regional Behavioral ealth Systems who only have to pay
for the frst 30 days of care with the state covering the remainder of the
stay.

» Temporarily charge counties the full cost of restoration to
competency (RTC) fees without reducing the hospital’s General Fund
allocation by the increased collections. Currently, the hospital is able
to bill Maricopa and Pima County 86% and rural counties 50% of the
per-patient per-day cost, which is deposited into the ASH Fund. These
billings do not support the full operation of these programs. Maricopa
County began its own RTC program in 2004 and Pima County began
its own program in 2007. Both counties rarely send RTC patients to

 the hospital. Most referrals have been from the rural counties who

were not required to pay for RTC services at the hospital.
Temporarily changing the legislation to require the rural counties to
pay for the full daily rate at the hospital would shift the cost of care
onto the counties that send patients to ASH.

Arizona Statewide Immunization Information System (30,000}

The Executive recommends a ($30,000) reduction to the Arizena
Statewide Immunization Information System {ASIIS). Because of this
reduction, the ASTIS database programmer position must be
eliminated. This will result in a total staff reduction of 37% overall.
This staffing reduction will affect 1) database programming, 2) the
ability to query the database and produce complex reports, and 3)
school enrollment and provider enrollment into the ASIS system. All
but the highest priority projects in this area will be eliminated.

The ASIIS database programmer position will be reduced from 0.72
FTE to 0.11 FTE, along with associated costs of ERE and office
supplies. The ASIIS database positicn has high level and specialized
programming skills and is responsible for supplementing and
updating software program applications, performing specialized data
queries, and producing reports to address vaccine uptake, disease
outbreaks, and vaccination series completion by geographic location.

Assurance and Licensure

Prepared by OSPB

- {4,493,400)
The Executive recommends a ($4.5 million} General Fund reduction, a
{618,600) reduction from the Hearing and Speech Professionals Fund,
and a {$38,000) reduction from the Nursing Care Institution Protection
Fund in FY 2010 in the division of Jcensing services.

The divison is charged with protecting the health and safety of
thousands of Arizonans who utilize the services of licensed healthcare,
childcare and developmental disability facilities as well as Arizonans
who utilize the services of speech language pathologists, midwives
and audiclogists.

In order to offset this reduction, the Executive also recommends that
BRS language be enacted to allow the division to increase fees in order
to become a self-funded entity. While the increased fees will impact
the facilities and entities being overseen by the division, it will
eventually lead to more timely processing of licenses and will reduce
or eliminate the current backlog of federal surveys.

As of December 2008, the division of licensing services (DLS) licensed
4,511 healthcare institutions, 2,757 childcare facilities and 4,285 other
licensing programs {audiologists, speech language pathologists,
midwives developmental disabilities group homes etc.). There has
been a 37% increase in the number of healthcare-only licenses in the
last 5 years (FY 2603 to FY 2008), which is expected to continue. For
FY08 {healthcare and chiidcare only), DLS received 3,301 complaints,
petformed 6,307 annual surveys, 8,093 follow-up/monitoring surveys,
198 change of ownership surveys and performed 899 initial surveys.
Additionally, DLS initiated 542 enforcement actions, which resulted in
a return of $528,210 to the General Fund. The average backlog of
surveys for healthcare and childcare in FY08 was 901, and it rose to 942
in January of 2009. This backlog represents a 13% reduction in the
amount of renewal surveys that should be performed each year.

Facilities in Arizona pay annual fees well below other comperable
states (for example, California). Therefore, the licensing costs in
Arizona have historically been subsidized by the General Fund.
Arizena currently charges an annual fee of $2,400 for a non-accredited
hospital, while California charges $27,192. Fora large assisted lving
center, Arizona's fees are $4,400 while California's are $39,156. Long
term care centers in Arizona have an anmual fee of $3,250, while in
California, the fee is $29,618. Finally large behavioral health facilities
in Arizona have an annual fee of $750, while in California, they pay
$2,297.

Attorney General Legal Fees {23,700}

The Executive recommends a ($23,700) General Fund reduction from
the Attorney Genetral special line item within the Department's
budget. The reduction is approximately 6% of the appropriation and
the Agency would expect to receive about the same reduction in the
amount of services received. Reduced or delayed involvement by the
Atorney General in the Agency’s legal issues could result in
additional litigation or more severe consequences for the Agency.
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(350,000)
The Executive recommends a {($350,000) General Fund reduction from
the behavioral health services operating budget. The Division of
Behavioral Health Services has a 30% vacancy rate and anticipates
additional attrition through FY 2010. The Division will accommodate
this additional reduction through a combination of vacancies,
continued reductions in travel, training and conferences, continued
reductions in equipment purchases, and additional contract
terminations.

Community Health Centers (641,900)

The Executive recommends a ($641,900) General Fund reduction and a
($900,000) reduction in Tobacco Tax - Medically Needy Account Funds
from the community health centers in FY 2010. This recommendation
will be offset by the ARRA funds distributed directly to these centers
through a competitive bid process. The Arizona Primary Care
Program (AZ PCP) serves the uninsured, medically underserved
Arizona residents by providing comprehensive primary care services
on a shiding fee scale with an average cost of $145/visit in 140 clinic
sites statewide.

These reductions are far below the $5.6 million awarded to local
federally-qualified health centers through the American Recovery and
Reinvestment Act. The above reductions will be targeted toward
centers receiving federal stimulus dollars, holding those centers that
did not receive additional funding harmless.

{12,500)
The Executive recommends a ($12,500) General Fund reduction from
the diabetes prevention and control program. The diabetes program
does not provide direct services and much of this funding is for
informational materials. The elimination of funds reduces the capacity
of communities awarded grants to develop, implement, and evaluate
evidence-based diabetes self-management support projects, which
ultimately reduce diabetes-related costs in their community.

Family Health Operating Budget (300,000}
The Executive recommends a {$300,000) General Fund reduction from
the family health operating budget in FY 2010 in addition to the FY
2009 reduction of ($223,200). This funding will come from maintaining
existing vacancies and deferrals in travel, training, equipment
purchases, operating expenses, and contract terminations. The
Department will try to manage its resources so that federal funding,
such as the Maternal and Child Health Block Grant, are not
jeopardized as a result of not meeting performance measures.
(16,008,300
The Executive recomnmends a ($16.0 million) General Fund reduction
in FY 2010 in order to annualize the reductions made in the FY 2009
special session. When 5B 1001 passed, agencies had 4-5 months
remaining in the fiscal year to make their reductions. In FY 2010, it is
anticipated that the agencies will continue many of the reductions or
program eliminations, which will generate additional savings without
expanding the impact of the reductions to additional clients or staff.

Behavioral Health Services- Title XIX State Match 48,509,0° 'f

The Executive recommends $48.5 million from the General Fund for
9% caseload growth and 0% capitation growth. The Department of
Health Services is responsible for providing behavioral health services
to Title XIX-eligible clients from the Seriously Mentally TH (SM1},
General Mental Health/Substance Abuse, Children’s Behavioral Health
populations, and the DES-Developmentally Disabled populations.

Because capitation growth is assumed at 0% and utilization is
increasing, provider rates may be reduced in FY 2010, It is the intent
of the Executive that the capitation rate freeze should be achieved
through a combination of RBHA. and provider reductions, and that
RBHAs do not reduce provider rates by more than is required to
achieve the capitation rate freeze,

New Forensic Unit at the Arizona State Hospital 3,111,700
In FY 2008, the Legislature approved $32.2 million in lease-purchase
financing for the demolition and construction of a new forensic
building at the Arizona State Hospital. The debt-service payment due
in FY 2010 is for $3.1 million.

Personmel Reduction {3.315,600)
The Executive recommends a ($3.3 million) reduction over the FY 2009
personnel reduction. DHS will accomplish these cuts through

personnel decisions made by management.

Removal of FY 09 Supplemental {11,050,300)
This (§11.0 million) eduction is a technical adjustment in which the FY
2009 supplemental for behavioral health services is backed out of the

base budget for FY 2010. There is no impact to the agency, as s
Behavioral Health caseload growth for FY 2010 is addressedina .

separate issue.

General Fund Total 605,618,600

Fund Total Change 11,180,500
2009 Adjusted Appropriation 4,017,800
5 Year Phase Out of State Funding (473,100)

The Executive recommends a gradual phasing out of state funding for
the Arizona Historical Society, The plan would remove 20% of the
ariginal FY 2009 level of funding in each of the next 5 years giving the
Historical Society an opportunity to transition assets, staff and funding
from state funding to private donations and revenue. In FY 2010, the
Executive recommendation is a ($473,100) General Fund reduction.

Prepared by OSPB

General Fund Total 3,544,700
Fund Total Change (473,100)
Prescott Historical Saciety of Arizona
2009 Adjusted Appropriatiun 663,100
5 Year Phase Out of State Funding (52,900)

The Executive recommends a gradual phasing out of funding for the
Prescott Historical Society. The plan would remove 20% of the original
FY 2009 appropriation in each of the next 5 years giving the Historical
Society an opportunity to transition assets, staff and funding from state
funding to private donations and revenue, In FY 2010, the Executive
recommendation is a ($52,900) General Fund reduction.
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‘-1 General Fund Total 610,200
:’t Pund Total Change (52,900)
E Indian Affairs
: 2009 Adjusted Appropriation 211,000
Lump Sum Reduction {84,400)
The Executive recommends a lump sum reduction of ($84,400).
General Fund Total 126,600
Fund Total Change (84,400)
Insurance
2009 Adjusted Appropriation 6,416,800
General Fund Total 6,416,800
Fund Total Change 0
udici
2009 Adjusted Appropriation 121,915,900
New Judgeship 95,500

The Executive recommends $95,500 in FY 2010 to fund a judgeship in
Yavapai County that was filled in FY 2008. Per AR.5. § 12-128, the
State pays one-half of the salary for a Superior Court judge, with the

other half paid by the county.

Lump Sum Reduction {1,148,800)

Judicial Salary Increase 1,544,200

. ~CABA Appropriation 2,232,900
i '.iisk Management Fund Shift/Probationer Fee (2,296,600}
GPS Cost Shift to JCEF {(435,200)
Probation Cost Shift to JCEF (1,600,000}

General Fund Total 120,507,900
Fund Total Change (1,008,000)

Juvenile Corrections
2009 Adjusted Appropriation 72,200,400
Fund Shift - Land Fund 3,200,600

For FY 2009, $3.2 million was shifted on a one-time basis from the
General Fund to the State Charitable, Penal and Reformatery Land
Fund to offset expenses at the Department. The Executive

recommendation reverses this one-time shift.
Lump Sum Reduction (8,770,900}
The Executive lump-sum recommendation for the General Fund
includes the following changes:

FY 2010 General Fund Executive Budget - Issue by Issue

Land Department
2009 Adjusted Appropriation 13,455,900
Aerial Photography {10,000)
The Executive recommends a reduction in professional and outside
services paid for aerial photography of State Trust land.

Earth Fissure Map Program (22,000}
The Executive recommends reducing funding for online public

resources pertaining to earth fissures, such as maps.

Litigation (10,000)
The Executive recommends reducing the agency's budget for litizgation
costs by ($10,000).

Market Demand for GIS {40,000)

The Fxecutive recommends the agency no longer set aside funding to
contract for market demand analysis.

Planning & Engineering P&O {394,600)
The Executive recommends reducing the funding for contracts

awarded for the purpose of preparing State Trust land for auction.
Reduce ISA Costs with Attorney General {185,000}

The Executive recommends eliminating funding for one attomey and
one legal secretary contracted through an interagency service
agreement with the Aitorney General's office.

Trust Management Self-Funding (6,000,000)
The Executive recommends eliminating General Fund support for the
Agency's trust management program. A portion of receipts from the
Permanent Fund would be used for trust management instead. Other
programs requiring General Fund support will continue. The
recommendation also redirects a portion of trust management
administrative fees to be deposited in the newly-created Trust
Management Fund, The combination of permanent fund receipts and
fees will provide a stable, reliable fund source to better manage the
Trust and support its beneficiaries. Budget reconcilation bill language
is proposed to enact this recommendation, '

Elimination of General Fund in NRCD SLY (378,400)

The Executive recommends no appropriation from General Fund to the
special line itern for Natural Resource Conservation Districts (NRCDs).
1t is recommended that $260,000 currently appropriated to NRCDs and
their Bducation Centers through the Environmental Special Plate Fund
continue. The NRCDs would have the authorization to spend this
money on their respective education cenders. Budget reconciliation bill
language is also proposed to enact this recommendation. The
Executive also anticipates additional funding for Arizona NRCDs as
part of the American Recovery and Reinvestment Act.

e Elimination of varfous stipends General Fund Total 6,415,900
» Reduction of persormel costs including overtime Fund Total Change (7,040,000)
o Implementation of Day/Evening Support Center X .
. . Law Enforcement Ment oystem Louncil
« Implementation of Skills for Work Program Law Enforcement Merit System Council
» Eliminate contract for the culinary program and run program in- 2009 Adjusted Appropriation 76,900
house o General Fund Total 76,900
* Closure of Housing Units
Fund Total Change 0
General Fund Total 66,629,500
Fund Total Change ~ (5,570,900)  Auditor General
2009 Adjusted Appropriation 15,179,400
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General Fund Total 15,179,400 Self-Funding . (2.841C
: Fund Total Change o Arizona offers seventeen different types of liquor Kcenses and
| currently there are 11,139 active licenses in the State. ITn FY 2007,
House of Representatives license applications, renewals, and associated fees generated
2009 Adjusted Appropriation 13,653,400 approximately $4.7 million. In FY 2008, approximately $4.5 million in

revenue was generated. In addition to the yearly application and
renewal fees paid to the General Fund, the Department also operates a
Fund Total Change Y liquor license lottery. Laws 2005, Chapter 284, requires the Department
to conduct a liquor license lottery for five years, beginning in FY 2006.
To date, the liquor license lottery has generated approximately $15.1

General Fund Total 13,653,400

Joint Legislative Budget Commitiee

; 2009 Adjusted Appropriation 2,734,000 million for the General Fund. While the Department of Liquor Licenses
! Ceneral Fund T otl al 2,734,000 and Control generates approximately $11-$13 million in revenue each

| year, the Department retains only 27% of collected fees for agency

i Fund Total Change t operations.

Legislative Council
The Executive recommends the creation of a legislatively appropriated

2009 Adjusted Appropriation 4,724,700 Liguor Licenses Fund, which would be administered by the
General Fund Total 4,724,700 Department of Liquor Licenses and Control. Fees collected for license
Fund Total Change 0 applications and annual Heense renewals, as well as the proceeds from
the liquor license lottery, would be deposited in the fund to be used for
’ Libzary, Archives & Public Records Departmient operations.
" 2009 Adjusted Appropriation 6,441,700 General Fund Total 6
General Fund Total 6,441,700 Fund Total Change {3.031,800)
Fund Total Change 0 Medical Student Loans
Senate . 2009 Adjusted Appropriation 1,121,000
2009 Adjusted Appropriation 8,635,000 Reduce Funding for New Private School Medical (238,002
Students
General Fund Total 8,635,000 'mel;a tical Student L des medical students with
¢ ent Loans pro; i i
Pund Total Change 0 e Me program provides medical students wi

tuition and a stipend for living expenses under the condition that the

Liquor Llicenses and Control student practices rnedicine in underserved and rural areas of Arizona
for a minimum of two years after graduation. The Executive

2009 Adjusted Appropriation 3,031,800 recommends a ($238,000) reduction, leaving the Medical Student
Lump Sum Reduction (39,500) Loans Board with sufficient funds to renew all 18 continuing students,
The Executive recommendation annualizes the Department's FY 2009 while eliminating funding for three new private medical school
budget rednctions. students in FY2010.
Personnel Reduction (134,000)
The Executive recommendation annualizes the Department's FY 2009 The Executive ‘reclommends bud:g'et reconciliation bill language be )
. enacted that eliminates the requirement that at least 50% of the monies
reduction. ; . .
in the Medical Student Loans program be spent on students attending
Return Three Vehicles to the ADOA Fleet . (17,300) private medical schools.
The Department laid off three investigators due to the budget -
reductions enacted in FY 2009. Due to these layoffs, the Department General Fund Total 883,000
can return three vehicles to the ADOA fleet. Each vehicle cost the Fund Total Change (238,000)

Department $480 per month in maintenance costs.- 'I'l-le Executive | Mine Inspector

recommends a reduction of ($17,300) due to the elimination of .

maintenance costs for these vehicles. 2009 Adjusted Appropriation 1,467,500

Lump Sum Reduction (162,600)

The Mine Inspector's Office is broken into five programs:
administration, abandoned mines, education & fraining, inspections,
and reclamation. The Executive recommends an operating budget
reduction of ($162,600) which will reduce all five programs by 11%.
This is the maximum the Mine Inspector's Office can be reduced
without significantly impacting public safety. Additionally, the
Executive recornmends session law be enacted to continue to allow the
Mine Inspector's Office to use monies in the Aggregate Mining
Reclamation Fund for plan review and evaluation.
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“"raonnel Reduction

(54,100)
General Fund Total 1,250,800
Fund Total Change (216,700)
Mines and Mineral Resources
2009 Adjusted Appropriation 883,000
Eliminate Public Information Officer Position. (46,800)

The Executive recommends eliminating funding for the Agency's
public information officer position.

Shift General Fund to Personnel Board Fund
The Bxecutive would replace the Board’s entire General Fund
appropriation with a new Personnel Board Fund. Iis revenues would
come from a personal services pro rata fee paid by other state
agencies. The Executive recommends a statutory change that would
create the new fund and establish the pro rata share percentage
payment.

(329,100)

General Fund Total 0

General Fund Total 836,200
Fund Total Change {46,800)
Navigable Stream Adjudication Commission
2009 Adjusted Appropriation 160,100
Outside Professional Services Attorney Fees (32,000}

The Executive recommends decreasing the amount of funding the
Agency has for legal services in FY 2010.

General Fund Total 128,100
Fund Total Change {32,000)
Nursing
2009 Adjusted Appropriation 97,600
Lump Sum Reduction (97,600)

The Executive recommends annualizing the FY 2009 special session
.. reduction through a further reduction of ($97,600) in FY 2010. This
- reduction eliminates General Fund support for the Certified Nursing
Assistant program.

General Fund Total 0

Fund Total Change (329,100}
Postsecondary Education
2009 Adjusted Appropriation 4,369,700
Lump Sum Reduction (1,000,000)

The Executive recommends a lump sum reduction of ($1.0 million}.
One-Time Adjustment IT Database (300,000)
The Executive recommends a decrease of ($300,000) for fiscal year 2010

and 2011. The Commission received appropriations of $300,000 in

both fiscal year 2008 and 2009 for an IT database project.
Eliminate Case Managers (100,000)
The Executive recommends removing funding for unfilled case
manager positions for a total savings of ($100,000).

Fund Total Change (97,600)
Osteopathic Examiners
General Fund Backfill 411,900

Laws 2008, Chapter 285, included a $541,100 transfer from the Board’s
fund to the General Fund, which leaves the Pund with cash flow issues
at the beginning of FY 2010. The Executive recommends $411,900 from
the General Fund to provide stability for the Board's fund at the
beginning of the fiscal year. Without the additional support from the

General Fund, the Board will not have sufficient funds to operate.

General Fund Total 2,969,700
Fund Total Change (1,400,000)

Psychologist Examiners
Psychology Fund Adjustment 300,000

Laws 2008, Chapter 285, included a $563,000 transfer from the Board's
Fund to the General Fund. The transfer leaves the Board with
insufficient funds to cover its FY 2010 expenditures. The Executive
recommends a transfer of $360,000 from the General Fund to allow the
Psychology Fund to remain sofvent through FY 2010.

General Fund Totai

General Fund Total 411,900
Fund Total Change 411,500
Parks Board
2009 Adjusted Appropriation 23,610,200
Self-Funding Mechanism (3,610,200)

The Executive recommends that the State Parks Board be authorized to
use other available fund sources to offset the park system's operational
costs that are currently paid out of the General Fund. Budget

reconcilation bill language is proposed to enact this recommendation.

General Fund Total 20,000,000
Fund Total Change  (3,610,200)
 ersonnel Board
2009 Adjusted Appropriation 329,100

Monday, June 01, 2009
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300,000
Fund Total Change 300,000

Public Safe
2009 Adjusted Appropriation 55,407,400
Restoration of Crime Lab Funding 7,800,000

Laws 2008, Chapter 285, eliminated $7.8 million General Fund for the
operation of the DPS Crime Lab. Laws 2008, Chapter 291, gave the
DPS Director authority to charge fees to local law enforcement
agencies for DFS Crime Lab services. Local law enforcement agencies
had not budgeted for crime lab fees, so DPS used approximately $5.2
million in ene-time GI'TEM monies to reduce the amount to be
collected in fees to $2.6 million. To date, DPS has collected only $9,200
in fees paid by local law enforcement agencies. The Executive
recommends the restoration of $7.8 million General Fund for the
opetation of the crime lab.

Lump Sum Reduction (1,467,200)
The Department's operations and the State’s public safety needs are
constantly changing. To give the Department flexibility in deciding
where {o take additional reductions, the Executive recommends a

Tump sum reduction of ($1.5 million). The Executive opposes any
restrictions on how the reduction can be managed by the Depariment.

Personnel Reduction (1,550,200)
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Public Safety Communications Commission (358,500}

Laws 2004, Chapter 275, appropriated $3.0 miflion in non-lapsing
monies to DPS for the development and implementation of
interoperability by the Public Safety Communications Commission.

- Laws 2008, Chapter 285, transferred $880,600 and operation of the
Public Safety Communications Commission from DPS to GITA. The
Executive recommends a ($358,500) General Fund reduction to transfer
the remaining ¥Y 2005 non-lapsing monies to GITA for the Public
Safety Communications Commission.

Eliminate County Atterney Gang Prosecution Funding (700,000)

Laws 2008, Chapter 285, appropriated $1,000,000 to DPS for County
Gang Prosecution Grants in the GIITEM special line item. This amount
was l?wered to $700,000 due to FY 2009 budget reductions. Monies in
this line item are used for grants to county attomeys’ offices to
prosecute gang members accused of crimes. The Department currently
has Intergovernmental Agreements (IGAs}) signed with three County
Attorneys’ offices (Maricopa, Pima, and Pinal) to reimburse them for
attorney and support staff costs. The Executive recommends a
reduction of ($700,000) to eliminate the remaining funding for this
program,

Increase Local Agency GITEM Match to 25% (650,000)

The Gang Intelligence and Immigration Team Enforcement Mission
(GIITEM) program provides partial funding to local agencies that
commit officers to work on the task force. These officers serve in both
the gang enforcement and immigration enforcement aspects of
GHTEM. Laws 2008, Chapter 285 requires local agencies to pay “not
less than 15 per cent” of the cost of their officers. Currently, DPS pays
85% and local agencies pay 15%. To date, 35 local law enforcement
agencies participate in the program with a total of 55 officers on the
task force. The Executive recommends a reduction of ($650,000) to the
GHTEM program to increase the local match to 25%.

Shift Funding for the Arizona Fraudulent ID Task Force (1,000,000}

The Arizona Fraudulent Identification Task Force (AFIT) was created
in 2005 to attack the use of fraudulent identity documents for crimes,
including human smuggling. Based on its experience with fraudulent
IDs being used for under-aged alcohol purchases, the task force had
been operated by the Department of Liquor License and Control until
September 2007, when DPS took over. AFIT now operates as part of
the Gang Intelligence and Team Enforcement Mission (GIITEM) task
force. The Executive recommends a reduction of ($1.0 million) General
Fund and shifts funding for the Task Force to the Liquor Licenses Fund
administered by the Department of Liquor License and Control.

Eliminate 15 Positions Authorized in FY 2008 (939,800)
In FY 2008, the Department was authorized 53 new positions. Due to
several factors, including the hiring freeze, some of these positions are
currently vacant. The Executive recommends a reduction of {$939,800)
to eliminate 15 positions authorized in FY 2008. DPS will make a

specific determination on which positions will be eliminated at a later
date.
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Suspend Crime Lab Replacement Equipment 00,0 .
The DPS Crime Labs operate sophisticated equipment to analyze all - '
types of cases from toxicology to DNA to materials analysis, such as
paint and fibers. In order to maintain reliable instruments, a five-year
schedule for replacement is maintained - costing at least $700,000 per
year. The Executive recornmends a ($700,000) reduction for the
suspension of crime lab replacement equipment. The Department can
manage without replacing equipment for one year, but then funding
should be restored.

Reduce Motor Vehicle Fleet Expenses {306,600)

The Department maintains a fleet of approximately 1,826 vehicles,
which does not include any speciality vehicles such as armored trucks,
DUl vans, or trailers. With a reduction in motor vehicle fleet expenses,
this option would generate savings from a variety of actions such as
more fuel efficient vehicles, improved driving practices, improved
maintenance, and a reduction in travel, Additionally, DPS would
reduce its fleet by approximately 70 vehicles. The Executive
recommends a reduction of ($306,600) for reduced motor vehicle fleet
expenses.

Reduce Overtime Budget (726,100)

DPS views a reduction in overtime expenses as an efficient way for the
Department to absorb a reduction in work hours. As public safety
needs change over time, the reduction can be channeled to where it
can best be absorbed. The Executive recommends a reduction of
{$726,100), which will reduce overtime expenditures by 15%.

Suspend Work on Western Microwave Loop (1,679,000)
DFS owns and operates a statewide radio system for its own use and. 7 .
for the use of other State agencies (DOC, Game and Fish, ADOT, etc); i
which is comprised of over 70 towers that broadcast radio signals in

their immediate areas. The microwave paths are configured in three
independent loops: south, west and north. The radio system's analog
microwave equipment is 20-30 years old and is no longer supported by
manufacturers, prompting the need to upgrade to digital technology.

The microwave upgrade for the south loop has been fully funded and
will be complete by the end of FY 2009. After the completion of the
southern loop, DPS estimates having $1.7 million in appropriated

funds remaining to carry forward to the western loop portion of the
project. The Executive recommends a reduction of ($1.7 million) to
eliminate funding for the microwave upgrade. An opportunity to fund
this project with federal stimulus dollars Is currently being explored.

Shift ACTIC Expenditures from the General Fund to {800,000)
Federal Grants

In the wake of the 9/11 terrorist attacks, DPS created the Arizona
Counter-Terrorism Information Center (ACTIC) in order to better
coordinate information sharing and response across law enforcement
agencies. ACTIC is located in a leased facility and is staffed by
personnel from 44 federal, state, and local agencies. While each
participating agency pays its own personnel costs, DPS pays for the
majority of the facility costs. Until FY 2008, Federal Homeland
Security grants funded the majority of the facility costs. However, in
each of the past two fiscal years, DPS has absorbed approximately $1.6
million in facility costs. Recently, the Department was notified by the
Arizona Department of Homeland Security that they will receive grant
funding to help pay for facility costs for ACTIC. Due to the recent
award of federal funding to the Department for ACTIC, the Executive
recommends a ($800,000) General Fund reduction. ’
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i " ITEM Local Immigration Grants 6,400,000

" Aspart of the FY 2009 budget reduction enacted in Laws 2009,
Chapter 1, 1st Special Session, the Department reverted $6.4 million of
FY 2008 non-lapsing GITTEM l.ocal Immigration Grant funds. This was
a one-time reduction to the GOITEM program. The Executive
reccmmends an increase of $6.4 million to return funding for the Local
Immigration Grants to prior year levels.

Annualize FY 2009 GIITEM Reductions {8,558,800)
As part of the FY 2009 budget reductions implemented by Laws 2009,
Chapter 1, 15t Special Session, the Department reduced the GIITEM
budget by ($8.6 million). The Executive recommends that these
reductions be continued in FY 2010, which will still allow the current
level of GITEM operations to continue.

General Fund Total 50,171,200

Fund Total Change (5,236,200)

Inflation Adjustment 300

ARS, § 41-951(B) requires that the Rangers' Pension receive an annua}
inflation adjustment based on the annual change in the gross domestic
product (GDP) price deflator. A.R.5. § 41-563 defines the GDP price
deflator as the average of the four implicit price deflators for the GDP
reported by the U.S. Department of Commerce for the four quarters of
the calendar year. The Executive recommends an increase of $300.

Racin
2009 Adjusted Appropriation 2,280,200
Source Shift from Unclaimed Property to GF Approp 4,315,000

Currently, the Racing Department receives revenues from a portion of
the state’s unclaimed property and from fees and licenses, Per ARS. §
5-113, the Department distributes a portion of these funds to eight
funds associated with racing, county fairs, and related activities.
Historically, there has been more revenue than statutory distribution
authority, with the excess being deposited into the General Fund. The
_ Executive recommends depositing all of these revenues into the

s : General Fund and appropriating the following amounts to each of the
funds as follows: Breeders Award $800,000; County Fairs Racing

. Betterment $800,000; County Fair Racing $300,000; Stallion Award

_' | $40,000; Racing Administration Fund $67,000; County Fairs Livestock
and Agriculture Promotion Pund $1,779,500; Agricultural Consulting
and Training Fund $128,500; and Arizona Expo and State Fair Fund
$400,000. The Executive recommends statutory change language be
enacted to make these adjustments.

Staff Reductions (163,500)
The Executive recommends a reduction of five positions. The
Ddepartment will transfer responsibilities among other personnel and
will stay within Title 5 staffing requirements. The Executive supports
the long term goal of making the agency self sustaining. Statutory
language is proposed allowing the Agency the ability to manage fees
to work toward this directive.

General Fund Total 6,431,700

General Fund Total 14,000
Fund Total Change 300

Real Estate
2009 Adjusted Appropriation 3,686,700
Appropriated FTE Reduction {129,200)

The Executive recommends eliminating 19 unfunded FTE positions
and decreasing the ($129,200) in health and dental costs associated
with those positions. '

Vacancy Savings {153,700)
The Executive recommends decreasing the Department's General Fund
appropriation by ($153,700). This is the amount of vacancy savings the
Agency expects to accrue over and above continued FY 2009
reductions.

Fund Total Change 4,151,500
Radiation Regulatory Agency
2009 Adjusted Appropriation 1,603,700
Nuglear Emergency Management Fund (612,600)
General Fund Total 991,100
Fund Total Change (612,600)
Rangers' Pension
2009 Adjusted Appropriation 13,700

One-Time IT Funding {31.300)
General Fund Total 3,372,500
Fund Total Change (314,200)
Revenue
2009 Adjusted Appropriation 64,433,200
FY2009 Annualization: Electronié Funds Transfer (60,000)

Vendor Savings

During FY2009, the Department transitioned from receiving Electronic
Fund Transfer payments from a third party vendor that charged a fee
to receiving these same payments via AZTaxes.gov. The reduction
amount reflected here is the annualization of an FY2009 budget cut
that has been implemented.

FY2009 Annualization: Telecomm Savings from RIF {190,400)

Based on the ¥Y2009 FTE reduction, the Department will no longer
need phone lines for 297 positions. This measure will allow a total cost
avoidance of ($190,400). No additional adverse impact is expected
beyond that experienced with the loss of 297 positions.

Reduce Printing Costs (100,000}

The Department is currently evaluating the impact of consolidating the
printing and mailing of monthly TPT forms, reducing the number of
tax booklets printed annually, and reducing/eliminating property tax
forms/notices. In order to mitigate any effects from this reduction, and
rather than continually printing forms, booklets, and monthly
documents taxpayers will be divected to websites to find what is
required and download this information/forms to their own computer
or printer.
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Reduce Administrative Costs

This measure would eliminate agency wide administrative
duplications and overhead costs at various non-revenue generating
sections of the Department. The reduction includes {$450,000) from the
central administration, ($400,000) from Information Technology
Services, ($200,000) from Tax Policy Section, ($120,000) from the
Executive Management Office, ($100,000) from External Services
Section. It is expected that the proposed reduction would reduce the
Department's ability to process and handle workloads, including
addressing inquiries from business and citizens in a timely and
reasonable manner.

Outsourcing Collections - Revenue Generating 2,100,000
The recommendation provides $2.1 million to enable the Department
to outsource a porton of its collections inventory and generate about
$30 million. The Agency’s income tax collection functions have
primarily been handled by in-house staff. The Executive recommended
measure will target to bring to compliance high-liability accounts
consisting of already-established debts. The Department reports that
this collection inventory has grown from $367 million as of July 1, 2008
to $420 million as of May 4, 2009, an increase of almost 15%. The
additional funding would allow the Department to contract the
services of private collection agencies and focus its collection efforts on
high liability accounts. The recommendation also supports amending
current statute to remove the existing $560 cap for account collection
and clarify any confidentiality related provisions.

{850,000)

ARRArLease-Purchase (i

The School Facilities Board expects the State will require $100 million
for new schools next year. The Executive will meet this critical need by
utilizing funding mechanisms provided by the federal stimulus
package for interest-free financing for schools. By taking advantage of
this unique opportunity afforded by stimulus programs, the Executive
will be able to fund new schools without expending General Fund
monies in fiscal year 2010.

The Executive recommends BRB language be enacted as session law
providing SFB the authority to enter into lease-purchase agreements
for new schoel construction of up to $100 million in fiscal year 2010
utilizing new federal stimulus authorized programs.

120,282,900

Monday, June 01, 2009

General Fund Total 65,332,800
Fund Total Change 899,600

School Facilikies Board
2009 Adjusted Appropriation 87,765,560
New Construction Lease-to-Own Debt Service 29,414,900
Building Renewal Grants 3,000,000

The Bxecutive recommends $10.0 million for Building Renewal
Grants, This amount would represent a decrease of ($10 million) from
the original fiscal year 2009 appropriation and an increase of $3.0
million above the revised fiscal year 2009 baseline. The School
Facilities Board manages the grants to provide building renewal
projects prioritized based on need. Projects such as roof stabilization
and HVAC replacement are just two examples of critical-need projects
that are likely to be required in fiscal year 2010.

The Executive recommends BRB language be enacted that continues
the suspension of the building renewal formula,

Lump Sum Reduction 102,500

The Executive recornmends a lump sum reduction of ($292,400} from
the original fscal year 2009 appropriation. This represents an increase
of $102,000 from the revised fiscal year 2009 baseline. The Board is
responsible for administering new construction projects and building
renewal for school sites statewide. In addition, the Board performs
critical safety reviews, funding determinations, and training for K-12
school construction. The Board is also responsible for helping
coordinate new statewide energy efficiency initiatives.

General Fund Total
Fund Total Change 32,517,400
Secretary of State
2009 Adjusted Appropriation 6,830,700
Eliminate Paper Publications (70,000}

The Executive recommends statutory changes be enacted to amend
A.RS. §§ 33-1322 (B), 41-121.12, and 40-1013 to permit the Secretary of
State to publish the Residential Landlord and Tenant Act and the
Arizona Administrative Register online rather than publishing paper
copies. This change would create a savings of ($70,000) which could be
reduced from the Agency's budget with Little impact on services.
Cancel Phones (11,200)

The Executive recommends a reduction of ($11,200) by canceling
phones not in use.

Primary & General Election (3,350,000}

10,500,000
The Executive recommends a special line item of $10,500,000 be added
to the Agency’s General Fund budget to fund a spedial election in FY
2010,

Help America Vote Act ) 0
The Executive recommends a footnote be added to the General
Appropriations Act noting that $133,000 of the Agency’s General Fund
appropriation may be used to draw down an additional $3,720,800 in
federal Help America Vote Act rnonies.

Special Election

General Fund Total 13,899,500
Fund Total Change 7,068,800
Tax Appeals
2009 Adjusted Appropriation 284,200
Lump Sum Reduction (5,900)

The Executive recommends a lump sum reduction of ($5,900). This

would postpone equipment purchases and require some small cuts to
other operating expenditures,

General Fund Total 278,300

Prepared by OSPB

Fund Total Change (5,900)
Tourism
2009 Adjusted Appropriation

14,296,50”
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mp Sum Reduction (3,200,000) Regents
The Bxecutive recommendation includes a total reduction of ($3.2

million} from the G 1 Fund revenue provided to the Arizona Federal Stimulus Dollars

on} from the General Fund rev ‘ . ]

Office of Tourism under ARS. § 42-5029. The FY 2010 Federal Stimulus Allocation 148,100,000
recommendation does not support amending the current statutory The Executwe.prowdes' $14§ ’_'—"‘Jhon of fiscal year 2010 federal
formula funding that is designed to support funding for the Tourism stimulus funding to universities. These funds will be used to mitigate
Promotion program. tuition increases, save jobs, preserve instructional quality, and

- promote fundamental reform.
General Fund Total 11,096,500

Fund Total Change (3,200,000} The Board of Regents and the universties will work with the Executive
) to develop higher education reform strategies to adapt to rapid
Transporfation enrollment growth and meet the need of the State’s high school
2009 Adjusted Appropriation 72,500 graduates for more access, opportunity, and variety of choices for both
General Fund Total 72,500 rapid-growth metropolitan environments and rural Arizona.
Fund Total Change 0

In addition to federal funding, the the Executive protects the SPEED

Treasurer project {(university capital projects funded through lottery revenues) as
crucial capital funding for life and safety repairs and upgrades,

2009 Adjusted Appropriation 4,721,600 structural repairs, and expanded medical care training through the
Lump Sum Reduction 20,200 Phoenix Biomedical Campus to meet the growing health care needs of
The Executive recommends a lump sum reduction of ($255,200) in FY Arizona, These are non-General Fund monies and a portion have
2010 from the original FY 2009 appropriation. This reduction excludes already been pledged by the universities for projects.
TJustice of the Peace salaries. . .
Personnel Reduction (110,000) The Execut-ive Budget does not inc;ude fund sweeps that would breach
The Executive recommendation annualizes the FY 2009 special session federal m‘amtenance-(?f-effort requirements and therefore threaten
. federal stimulus funding.
personnel reductions.
General Fund Total 4,631,800 In order to protect the operational functicnality of the university
Fund Total Change (89,300) system and the integrity of the financial aid provided to students the

Exectitive continues existing frameworks for tuition and fee allocation
and does not recommend legislative appropriation of 100% of tuition

and fees.
Federal Stimulus Dollars Total 148,100,000
2009 Adjusted Appropriation 18,524,000
FY 2010 Lump Sum Reduction (42,900,000)

The Executive recommends a lump sum reduction of ($42.9 million) to
be allocated by the Board of Regents,

General Fund Total {24,376,000)
Fund Total Change {42,500,000)

ASU - Tempe .
2009 Adjusted Appropriation 344,192,800
General Fund Total 344,192,800
Fund Total Change 0
2009 Adjusted Appropriation 26,471,860
General Fund Total 26,47i,SDO
Fund Total Change 0
ASU - West
2009 Adjusted Appropriation 46,259,200

General Fund Total 46,259,200
Fund Total Change 0
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Northern Arizona University Decrease/Eliminate Additional Outside Contracts & (381 "
Grants
2009 Adjusted Appropriation w This measure would include reductions to contracts for Rural Studies
General Fund Total = 140,272,600 and for consultants providing technical expertise on Colorado River
Fund Total Change 0 salinity control matters. The Department will be required to decrease
approximately ($50,000) from the funding allocation for Rural Studies,
University of Arizona - Main Campus potentially eliminating all funding support for Adjudication Technical
2009 Adjusted Appropriation 288,371,200 Support and {$120,000) from the allocation supporting the Colorado

River salinity project. Eliminating these agreements will mean the
Depariment will operate for the short-term without expertise and will
be unable to participate fully in these negotiations until in-house staff
can be trained in these areas. The Department’s contract with the U.5.
Geological Survey for core data collection, surface water monitoring
and flood warning system gages will be eliminated. For core data
General Fund Total 74,822 500 collection and surface water measurement, the long period of record
Fund Total Change 0 for these fundamental water measurements will be broken. This
broken record of data may become problematic and unreliable to make
Veterans' Services informed decisions on water supply conditions from which permitting
and development decisions are derived, '

General Fund Total 288,371,200
Fund Total Change 0

University of Arizona - Health Sciences Center
2009 Adjusted Appropriation 74,822 500

2009 Adjusted Appropriation 7,971,500
Lump Sum Reduction {306,000)

The Executive recommends annualizing the FY 2009 special session
reduction at {$306,060) for FY 2010,

Defer Equipment Purchases {10L,100)
The Department has been on a three year IT replacement schedule. In
order to implement the reductions in FY 08 and FY 09, the replacement
schedule was adjusted to a four-year rotation. The FY 2010

General Fund Total 7,665,500 recommended reduction will impose a freeze on any replacement,
Fund Total Change (306,000) except for mission critical emergencies. In order to mitigate any loss in
productivity as result of this reduction, the Department will rely on
Veterinary Medical Examining Board staff to find ways to optimize existing infrastructure including
Veterinary Fund Adjustment 250,600 reconfiguration. : :

Laws 2008, Chapter 285, included a $609,500 transfer from the Board’s Defer Legal Microfilming of Records and Digital (5,00
Fund to the General Fund. The transfer leaves the Board with Imaging
insufficient funds to cover its FY 2010 expenditures. The Executive Currently the Courts require the Department to retain certain records,
recommends a transfer of $250,000 from the General Fund to allow the either as originals or on microfilm. Digital images are not currently
Veterinary Fund to remain solvent through FY 2010. recognized by the courts as official copies. The Department pays the

General Fund Total 250,000 services of the State Library and Archives to microfilme the files. Paper

copies deteriorate oveér time, so this activity requires that files be
imaged in a timely manner to preserve the records in a court-
Water Resources recognized format and to disposed of to save on monthly costs for
storage fees for thousands of boxes of records.

Fund Total Change 250,000

2009 Adjusted Appropriation 11,632,300 ] ]
. Turn in Cell Phones/Blackberries (8.000)
Lump Sum Reduction (114,000 This cost avoidance action will reduce the number of portable phones
Water Banking Fund - One Time Funding 6,500,000 and blackberries to generate a savings of ($8,000). In order to mitigate
Laws 2008, Chapter 285 (General Appropriations Act), reduced the any negative impact on business communications, the staff would be
Department’s operating budget by $9.9 million and authorized it to required to better plan ahead and use other existing ways of
temporarily use the Water Banking Fund. For FY 2010, the Executive communication including emails and line telephones. As needed,
recommends eliminating reliance on the Water Banking Fund for employees may have to use their personal cell phones for business
operations and includes $6.4 million from the General Fund to help " ' purposes and request reimbursement for mirutes charged in excess of
restore the Depariment's operating budget. their individual plan allowances. Employees may potentially have to
Decrease Travel {6,200) absorb some of these expenses personally.

This action would require a reduction of {$6,200) in the travel
expenditure line, This adjustment would be in addition to the
reductions implernented by the Department in FY 2008 and FY 2009. In
FY 2010, this reduction will involve further prioritizing in-state travel
by limiting overnight trips and work assignments requiring per diem
payments. Such restrictions could indirectly delay business activity,
and employees may bear some of travel costs, should they feel it
important to handle projects in a imely manner.
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" 1m in DOA Fleet Vehicles (25,000)

Under this measure, the Department will no longer lease vehicles from
the State (ADOA) Fleet Vehicles, except to those isolated field offices.
This will require prioritizing and limiting travel plans to the most
critical trips only. Trips and regional meetings outside of the main
offices will have to be further curtailed. As result, the Public would be
required to visit the Department in order to receive information and
assistance needed. As appropriate, the elimination of fleet cars wounld
call on employees to use their own vehicles and then request
reimbursement under applicable standards

Personnel / Staff Reduction (275,000)
The recommendation includes a ($275,000) reduction in personnel and
employee related expenditures.

General Fund Total 17,616,700

Fund Total Change 5,984,400

Weights and Measures
2009 Adjusted Appropriation 1,387,900
General Fund Total 1,387,900
Fund Total Change 0
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