Agency: Arizona Early Childhood Devel opment and Health Board

Proposal: Early Childhood Development and Health Fund Interest Transfer

FY 09 Savings: $7,000,000
FY 10 Savings: $7,000,000

Approved by the votersin 2006, Proposition 203 created the Early Childhood
Development and Health Board, which was to implement statewide grants as well as
disburse regional grantsto a collection of Regional Partnership Councils. The statute
called for the board to be funded by the Early Childhood Development and Health Fund,
which receives revenue from avariety of tobacco taxes, including an 80-cent per-pack
cigarette tax.

Proposition 203 requires revenues for the Early Childhood Development and Health Fund
to be deposited as follows: 10% are to be deposited into the administrative account,
which pays for staff and overhead, and 90% is to be deposited into the program account.
Program account funds are to be further divided, with 81% of funds to be given as grants
to the various Regional Partnership Councils and 9% allocated for statewide grants.

Regional Partnership Council grants are governed by an additional funding formula: 35%
of these monies are allocated to regions based on their population of children aged 5 and
younger; 40% is allocated based on their population of children aged 5 and younger in
families earning below the federal poverty line. Initsfirst full fiscal year, the board
collected $165 million in tobacco tax revenues, and is expected to accumulate a balance
of $384 million by the end of FY 2009.

The board’ s large balance is aresult of the initiative's language, which called for the
approval of grantsto Regional Partnership Councilsto beginin May 2009. The delay
between the beginning of revenue collections in 2007 and the implementation of regional
grants has allowed the board to accrue a significant balance. During this “devel opment
phase,” the board’ s expenditures have consisted of administrative costs associated with
the hiring of staff and leasing operating space, as well as roughly $10 million disbursed
as statewide grants. Through the end of FY 2009, the board will have expended $35
million for these 2 purposes.

The board projects the fund’ s balance to decline over the next decade and eventually
become depleted by FY 2022. This*balance exhaustion” date is based on 2 assumptions:
along-term tobacco tax revenue decline of 1.4% annually and along-term expenditure
growth rate of roughly 4% per year. After the balance exhaustion date, the board’'s
annual expenditures will depend solely on its new annual revenue from tobacco taxes.

The Early Childhood Development and Health Fund is protected by Proposition 105,
which stipulates that the L egislature cannot amend statutory language in other ballot
propositions unless the amendment “furthers the purposes’ of the proposition and is
approved by athree-fourths majority vote of the Legislature. As such, any method for
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using the fund’ s balance as a budget reduction tool may involve legal issues. However,
language in Proposition 203 may give the Legidature flexibility in allocating interest
earned on investments of the fund’ s balance.

A.R.S. 8§ 8-1181E states: “The board may invest any unexpended moniesin the fund as
provided in title 35, chapter 2. Interest and other income from investments of moniesin
any account shall be credited to that account except as otherwise provided by law.” The
last clause, “except as otherwise provided by law”, may give the L egisature the authority
to credit interest earnings to the General Fund, as opposed to crediting these monies back
to the Early Childhood Development and Health Fund. 1t will need to be determined
whether this change would require a three-fourths vote. The savings of $7 millionin
fiscal years 2009 and 2010 assume the fund will accumul ate interest earnings of roughly
2% annually.
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