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FY 2012 APPROPRIATIONS REPORT
INTRODUCTION

This annual Appropriations Report provides detailed information on FY 2012 appropriations, as provided in the Genera
Appropriation Act (Laws 2011, Chapter 24) and other legidative acts. The Report also includes the economic and state
revenue forecast upon which the budget was based. This Report provides information relative to the legidative intent of
appropriations.
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JOINT LEGISLATIVE BUDGET COMMITTEE

The Joint Legislative Budget Committee was established in 1966, pursuant to Laws 1966, Chapter 96. The primary
powers and duties of the JLBC relate to ascertaining facts and making recommendations to the Legidature regarding
all facets of the state budget, state revenues and expenditures, future fiscal needs, and the organization and functions
of state government. The following members serve on the Committee during the 50" Legislature:

Representative John Kavanagh Senator Andy Biggs

Chairman 2011 Chairman 2012
Representative Lela Alston Senator Paula A. Aboud
Representative Steve Court Senator Olivia Cgjero Bedford
Representative John M. Fillmore Senator Rich Crandall
Representative Jack W. Harper Senator Lori Klein
Representative Matt Heinz Senator Rick Murphy
Representative Russ Jones Senator Steven B. Yarbrough
Representative Anna Tovar Vacant

The objectives and major products of the staff of the JLBC are:

Analysis and recommendations for the state budget, which is presented in January of each year.

Technical, analytical, and preparatory support in the development of appropriations bills considered by the
Legislature.

Periodic economic and state revenue forecasts.

Preparation of fiscal noteson legislation and ballot propositionsthat have afiscal impact on the state or any of its
political subdivisions.

Anannual Appropriations Report, whichis published shortly after the budget is completed and providesdetail on
the budget along with an explanation of legidative intent.

Support to the JL BC with respect to recommendations on busi nessitems placed on the committee's agendasuch as
transfers of appropriations pursuant to A.R.S. § 35-173.

Support to the Joint Committee on Capital Review (JCCR) with respect to all capital outlay issuesincluding land
acquisition, new construction, and building renewal projects.

Analyze the state tax structure, tax burdens on individuals and businesses and tax incentives for businesses
pursuant to A.R.S. § 41-1272A4,

Joint Legislative Budget Committee
1716 West Adams
Phoenix, Arizona 85007
Phone: (602) 926-5491
Email: jlbcwebmaster@azleg.gov
JLBC Website: http://www.azleg.gov/jlbc.htm



JOINT COMMITTEE ON CAPITAL REVIEW

The Joint Committee on Capital Review (JCCR) was first established on April 11, 1986, pursuant to Laws 1986,
Chapter 85. The primary powers and duties of the Joint Committee on Capital Review relate to ascertaining facts
and making recommendations to the L egislature regarding state expenditures for land, buildings and improvements.
This portion of the state budget is known as “capital outlay.” The following members serve on the Committee
during the 50™ Legislature:

Senator Andy Biggs Representative John Kavanagh
Chairman 2011 Chairman 2012

Senator Paula A. Aboud Representative Lela Alston
Senator Rich Crandall Representative Chad Campbell
Senator Lori Klein Representative Steve Court
Senator Rick Murphy Representative Nancy McLain
Senator David Schapira Representative Anna Tovar
Vacant Vacant

The JCCR is staffed by the JLBC Staff. The objectives and major products of the JCCR are:
o Recommend capital appropriations to the Legislature.

o Approve capital transfers within a budget unit.

. Review the scope, purpose and cost of projects before releasing appropriations.

o Develop “Building Renewal Formula.”

. Approve the use of Renewal funds for infrastructure repair.

o Approve lease-purchase agreements.

. Approve corrections facilities expenditures from the Corrections Fund.

. Review the issuance of revenue bonds by the Board of Regents.

. Approve Arizona Department of Administration land and building purchases and condemnations.
. Review “Capital Improvement Plans.”

. Determine rental rates for buildings owned by or leased to the state.

. Review Community College District bond projects.

. Review School Facilities Board assumptions for new school construction.

. Review School Facilities Board lease-to-own agreements.

. Review School Facilities Board building renewal calculations.
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HIGHLIGHTS OF THE FY 2012 BUDGET

The FY 2012 budget is based primarily upon the actions of
the 50" Legidature's 1% Regular Session. On April 6,
2011, the Governor signed into law the FY 2012 budget
for the year beginning July 1, 2011.

The state’s FY 2012 General Fund budget is $8.32 hillion.
After accounting for non-General Fund monies, the state’s
“al funds’ budget is $26.9 billion. (See the Summary of
Appropriated Funds and Summary of Total Spending
Authority for more details.)

Revised FY 2011 Budget — At the time of publication of
the FY 2011 Appropriations Report in May 2010 after the
49" Legislature's 2™ Regular Session, the FY 2011 ending
balance was assumed to be $63 million. By January 2011,
however, the positive balance had become an estimated
shortfall of $(543) million. (This estimate was listed as
$(531) million in the FY 2012 Baseline Book, but was
revised to $(543) million for technica reasons) The
primary adjustments included:

e A projected FY 2011 beginning balance of $48
million became a shortfall of $(6) million due to a
greater than expected decline in FY 2010 revenues.
The net loss was $(54) million.

e Thefailure of 2 balot fund transfers at the November
2010 Genera Election increased the shortfall by
$(469) million. Theorigina FY 2011 budget assumed
passage of the ballot propositions.

e A revised FY 2011 revenue forecast increased the
shortfall by $(86) million.

As part of the FY 2012 budget, the Legidature approved
$211 million in FY 2011 shortfal solutions, including
spending reductions ($119 million), fund transfers ($52
million), and revenue adjustments ($40 million). These
adjustments resulted in a projected FY 2011 shortfall of
$(332) million carried forward into FY 2012. This
shortfall was resolved as part of the FY 2012 budget. (See
FY 2011 General Fund Adjustments at the end of this
Appropriations Report for more details.)

Comparison to the JLBC Basdline — At the beginning of
session, the JLBC Staff calculated the growth in the state’s
anticipated FY 2012 spending based on existing statutory
funding formulas and other technical requirements. The
projected spending level was $9.28 billion. Based on a
5.2% Genera Fund base revenue increase in FY 2011 and
a5.4% increase in FY 2012, General Fund revenues were
anticipated to be $8.31 hillion in FY 2012.

Under the JLBC Baseling, the FY 2012 budget was
projected to have a $(974) million shortfall. In
comparison, the Executive estimated the FY 2012 shortfall
at over $(1.1) billion. One major reason for the difference
in estimates was whether certain reductions should be
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classified as part of the Baseline or as a solution to the
shortfall. For example, the Executive reduced some
Medicaid payment rates by (5)% on April 1, 2011 which
generated annualization savings in FY 2012. The JLBC
included those savings as part of the Baseline, while the
Executive counted that reduction as part of the solution to
the shortfall.

To create more comparability, the JLBC Baseline was
restated using the Executive methodology and certain
caseload estimates were updated as well. The restated FY
2012 shortfall was $(1.18) billion (see Table 1).

After adjusting for the $(332) million FY 2011 carry
forward, the total projected FY 2012 Baseline shortfall was
$(1.51) hillion.

The Legislature approved FY 2012 solutionstotaling $1.52
billion asfollows:

e $1.1 billion in new reductions, including $524 million
from Medicaid waiver plan savings.

e $172 million in new fund transfers (in addition to $85
million in the Basdline for atotal of $256 million).

e  $53 million in other revenue, including $22 million
for aone-time Tax Amnesty Program.

e  $66 million cash payments or redirected local revenue
(in addition to $35 million in the Baseline for a total
of $101 million).

e $70 million in additiona base revenue above the
Baseline estimate.

As part of the last solution, the Legidature adopted
revenue growth rates of 5.6% in FY 2011 and 5.7% in
FY 2012.

(See FY 2012 Sate General Fund Budget - A Narrative
Summary and the General Provisions section for further
details on FY 2012 changes.)

Comparison to the FY 2011 Budget — General Fund
revenues, including one-time monies, are projected to
increase from $8.00 hillion in FY 2011 to $8.33 hillion in
FY 2012. Base ongoing revenues are projected to increase
by $423 million, from $7.41 hillion in FY 2011 to $7.83
billion in FY 2012. After technical adjustments, the
projected base growth is 5.7%, which will be further
modified by the following revenue changes (see the
General Fund Revenue section):

e $76 million gain from the temporary 1-cent sdes tax;
projected revenues are forecast to increase from $825
million to $901 million.

e $59 million net gain due to $66 million in increased loca
contributions, primarily through redirecting Highway
User Revenue Fund monies that previoudy had gone to



local governments. That amount is offset by $(8) million
in enacted tax law and other revenue changes.

e $50 million gain due to decreased contributions to Urban
Revenue Sharing based on state income tax collections
from 2 yearsprior.

e A $(278) million loss in other one-time revenues from
$240 million in FY 2011 to $(38) million in FY 2012.
The decline is a result of a negative carry forward
increasing from $(6) million at the beginning of FY 2011
to $(332) million at the beginning of FY 2012.

General Fund spending is projected to decline dlightly
from $8.33 billion in FY 2011 to $8.32 billion in FY 2012,
which is a decrease of $(17) million, or (0.2)%. The small
decrease reflects $1.1 billion in backfill and caseload
increases offset by $(1.1) billion in new spending
reductions. The backfill and caseload increases include:

e $778 million to replace one-time Federal Funds and
for caseload growth in Medicaid;

e  $143 million to replace one-time Federa Funds and for
caseload growth in K-12;

e $97 million to replace one-time funding and for increased
debt servicein the School Fecilities Board; and

e $79million for one-time costs of a27" pay period for state
employees.

The primary reductions include:

o $(524) million in Medicaid waiver plan savings;

e $(60) million in to annualize April 1, 2011 Medicaid
provider rate reductions;

o $(199) million in new K-12 reductions,

e $(198) million for University lump sum reductions;

e $(73) million for Community College operaing state aid
reductions; and

e  $(63) million for employee benefit changes, including
$(41) million to increase the employee share of the
Arizona State Retirement System contribution from
50% to 53%, $(10) million to ingtitute a waiting
period for new state employee health and retirement
benefits and $(12) million from greater use of state
employee health savings accounts.

(See FY 2012 Sate General Fund Budget - A Narrative
Summary for a more detailed list of changes.)

Excluding one-time rollover adjustments and Federa
Funds backfill, permanent spending is expected to
decrease by $(1.13) hillion, or (12.0)%, in FY 2012.

General Fund Balance — The FY 2012 General Fund cash
balance is projected to be $14 million. Beyond its cash
balance, a budget is adso evaluated by the difference
between ongoing revenues and expenditures. The state can
have a cash balance but a shortfall in ongoing funds
through the use of one-time revenue and/or expenditure
savings. Including the 1-cent sales tax, ongoing revenues
are projected to exceed ongoing spending by $131 million
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in FY 2012. Excluding the 1-cent sales tax, ongoing
revenues are projected to be less than ongoing spending by
$(770) million in FY 2012. (See page BH-4 for more
details.)

Special Sessions — While the Legislature was in Regular
Session, 2 Specia Sessions were held. The 1% Specia
Session was convened in January 2011 to approve
legidation requiring AHCCCS to seek a waiver of federa
maintenance of effort requirements. (See page 19 for more
information.)

The 2™ Special Session was held in February to consider
the Governor's proposal to replace the Department of
Commerce with the Arizona Commerce Authority and to
authorize new tax reductions. (See page 44 and page 291
for more information.) Laws 2011, 2™ Special Session,
Chapter 1 is projected to have a $(38) million fiscal impact
in FY 2012, which was incorporated into the revised JLBC
Baseline estimates. Chapter 1's projected impact grows to
$(538) million by FY 2018.

Tablel
Reconciliation of FY 2012 Baseline
$inM

JLBC January Base $(973.8)
AHCCCS Rate Shifted to Reductions (62.2)
Commerce Authority (38.2)
Community College Formula (210.7)
ADE Property Tax Revisions (14.3)
ADE Caseload Decrease 189
DHS Caseload Increase (44.0)
University Funding Shifted to Reductions (52.9)
Revised Basdline $(1,177.2)




STATEMENT OF GENERAL FUND REVENUES AND EXPENDITURES 1/

WITH ONE-TIME FINANCING SOURCES

REVENUES

Ongoing Revenues
Budget Legidation Changes 2/
1¢ Sales Tax
Urban Revenue Sharing

Net On-going Revenues

One-time Financing Sources
Balance Forward
Budget Legidation Changes 3/
Fund Transfers 4/

Subtotal One-time Revenues

Total Revenues

EXPENDITURES

Operating Budget Appropriations
FY 2011 Baseline Adjustments 5/
Administrative Adjustments
Revertments 6/

Subtotal Ongoing Expenditures

One-time Expenditures
Capital Outlay
Additional (27th) Pay Period
Temporary Federal Assistance
SFB Debt Refinance

Subtotal One-time Expenditures

Total Expenditures
Ending Balance 7/

Structural Balance (with 1¢ TPT Increase) 8/
Structural Balance (without 1¢ TPT Increase) 8/

2/ See page 287 for details.
3/ See page 289 for details.
4/ See page 337 for details.

5/ See page 367 for details.

FY 2011 FY 2012
Enacted Enacted
$7,411,696,300 $7,834,223,800
0 58,690,900
824,756,300 901,024,500
(474,006,500) (424,423,400)
$7,762,446,100 $8,369,515,3800
(5,723,000) (332,260,300)
(1,956,000) 38,000,000
247,291,800 256,074,600
$239,612,800 ($38,185,700)
$8,002,058,900 $8,331,330,100
$9,405,051,100 $8,276,436,300
(6,441,600)
78,000,000 73,388,300
(112,905,100) (111,256,400)
$9,363,704,400 $8,238,568,200
$4,000,000
79,000,000
(973,385,200)
(60,000,000)
($1,029,385,200) $79,000,000
$8,334,319,200 $8,317,568,200
($332,260,300) $13,761,900
($1,601,258,300) $130,947,600
($2,426,014,600) ($770,076,900)

1 Significant one-time revenues and expenditures are separately detailed so asto permit the calculation of
ongoing revenue and expenditures.

6/ Assumes that the level of continuing appropriations remains at the FY 2010 level of $35.5 million

through FY 2012.

7/ This calculation reflects the difference between total revenues and total expenditures.

8/ This calculation reflects the difference between ongoing revenues and expenditures.



Source

Sales and Use Tax
Individual Income Tax
Corporate Income Tax
Other

TOTAL REVENUE

FY 2012 General Fund Revenue - Where it Comes From

Revenue
(Millions)
$ 45675
2,671.4

686.8
868.2

$ 87939 V

1/ Includes al legidative revenue changes, but does not includ
beginning balance shortfall of $(332) million, urban revenue sharing,
or other one-time revenue adjustments.

Other
Corporate 10%
Income Tax
8%
Individual
Income Tax
30%

Salesand Use
Tax
52%

FY 2012 General Fund Appropriations - Where it Goes

Appropriation

Budget Unit (Millions)
Education (K-12) $ 34365
AHCCCS 1,363.7
Corrections 948.2
Universities 682.5
Economic Security 602.6
Health Services 494.3
One-time 27th Pay Period 79.0
Other Agencies 748.6
TOTAL OPERATING BUDGET $ 83554 1

1/ Does not include administrative adjustments and revertments

Additional Pay
Period
9%

DES
%

ADC
8%

Universities
11%

AHCCCS
16%

BH-5




FY 2012 Total Spending - All Sources |/

. Capital
Spending 4% AHCCCS
Budget Unit (Millions) ) o
Other Agencies 22%
AHCCCS $ 5,993.2 20%
Education (K-12) 4,923.4
Universities 3,971.3
Economic Security 2,710.3
Health Services 1,780.0 AE’C
Corrections 1,062.2 4%
Other Agencies 5,286.1 D:‘S K-gz
Capital 1,194.4 7% 18%
DES
TOTAL $ 26,9209 2 10% Oniv
- 15%
1/ Does not include administrative adjustments and revertments.
2/ Prior to FY 2008, the same chart in Appropriations Reports excluded capital .
FY 2012 Total Spending by Fund Source I/
Spending
Fund Source (Millions) Federal Funds Gengi A)F”nd
General Fund $ 8,355.4 33%
Other Appropriated Funds 3,097.4
Non-Appropriated Funds 6,361.5
Federal Funds 9,106.6
TOTAL $ 26,9209 2
Other
Appropriated
Non- Funds
Appropriated 12%

1/ Does not include administrative adjustments and revertments.
2/ Prior to FY 2008, the same chart in Appropriations Reports excluded capital.

Funds
24%
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$in Millions

The Structural General Fund Balance

Difference Between Ongoing Revenues and Ongoing Expenditures

1,500
1,000 A
500 -

$1,011

0
(500) -
(1,000) -
(1,500) -
(2,000) -
(2,500) -
(3,000) -
(3,500) -

/__(215(1)

225
($579) (5225)

($1,604)

($1,601)

($3,000) ($3,519)

(4,000)

FY 02 FYO03 FY04 FYO05 FY 06 FY 07 FY 08 FY 09 FY 10 FY 11 FY 12

Ongoing Fund Surplus (+) / Shortfall (-)
Counts1 ¢ SalesTax asOngoingin FY "11 and FY '12

Recent History of Ongoing General Fund Balance |/
($ in Millions)
Fiscal Ongoing Ongoing Surplus/
Year Revenues Bxpenditures (Shortfall)
2002 5,760 6,339 (579)
2003 5,801 6,026 (225)
2004 6,462 6,613 (151)
2005 7,719 7,270 449
2006 9,266 8,255 1,011
2007 9,624 9,548 76
2008 8,765 10,369 (1,604)
2009 6,967 9,967 (3,000
2010 6,295 9,814 (3,519)
2011 7,7632/ 9,364 (1,600)
2012 83702/ 8,239 131
1/ Excludes one-time revenues and expenditures.
2/ Includes the 1-cent sales taxincrease from Proposition
100 as ongoing revenue. Without the 1-cent tax, thereis
a$(770) million shortfall.
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CHANGES TO MAJOR AGENCIES' GENERAL FUND BUDGET 1/2/
FY 2011 to FY 20I12

Overall Dollar Change of $(17) M

96.5
1000 - 790
58.1 521 487
E 116
S 00 ‘ ‘ ‘ ‘ |
g L
(34.2)
(56.6)
(100.0) (642)
(200.0)
(207.7)
(300.0) -
SFB  DHS  DES AHCCCS ADC  K-12  Comm. Univ AddlPay Other
Colleges Period
Overall Percent Change of (0.2)%
20.0% -
13.3%
9.5%
10.0%
3.7%
|—| 1.2%
0.0%
-1.6%
-10.0% -+ -6.7%
-20.0%
-23.3%
-30.0% -
DHS DES AHCCCS ADC K-12 Univ. Other

1/ Represents change in total General Fund spending from FY 2011 (including supplementals
and ex-appropriations) to FY 2012. See page BD-6.
2/ See BH-9 for major caseload/backfill dollar changes versus reductions.
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CHANGES TO MAJOR AGENCIES' GENERAL FUND BUDGET FROM FY 2011 TO FY 20i12
SL.1 B of Backfill/Caseload Costs Were Offset With $1.1 B of New Reductions

Overall Backfill/Caseload Costs of $1.1 B

600 | 543

500 -
400 -
300 -

200 ~ 155 143

100 4 97 77 79

(100) -

(21

AHCCCS DHS K-12 SFB DES Comm. ADC Univ. Addl| Pay Other
College Period

Overall Spending Reductions of $I.1 B

100 +

100) -
(100) @ @3

(200) 1

(208) (199)
(300) -

(400) ~

(500) -

(495)

(600) -

AHCCCs Univ. K-12 DHS Comm. DES ADC Other
College
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FY 2012 STATE GENERAL FUND BUDGET — A NARRATIVE SUMMARY

General Fund Balances
Given FY 2012 revenues of $8.33 hillion and spending of $8.32 hillion, the state has a projected FY 2012 surplus of $13.8
million.
The state' sfiscal condition is also evaluated by the comparison between the state’ s permanent ongoing revenues and
permanent ongoing spending. The FY 2012 budget has a structural surplus of $131 million with the 1-cent salestax and a
$(770) million shortfall without it.
The state is projected to have a structural surplus of $300 million in FY 2013 with the 1-cent tax and a shortfall of $(600)
million in FY 2014, the latter due to the expiration of the 1-cent salestax increase.

General Fund Revenues

FY 2011 base revenues are projected to increase by 5.6%, excluding tax law changes. Including one-time revenues,
projected FY 2011 revenues are $8.0 billion and with spending of $8.33 hillion, the state is projected to have a $(332)
million shortfall at the end of FY 2011. That shortfall isresolved as part of the FY 2012 budget.
FY 2012 General Fund revenues are projected to be $8.33 hillion, including the FY 2011 shortfall. FY 2012 base revenues
are projected to increase by 5.7%, excluding tax law and other statutory changes.
Urban Revenue Sharing (URS) distributions for FY 2012 will total $424.4 million. By statute, URS is based on 15% of
income tax collections 2 years prior. Thisamount is areduction of $(49.6) million compared to FY 2011, due to the
substantial decline in income tax revenues.
The budget includes $59 million of new ongoing revenue associated with enacted legislation. Of this amount, $66 million
isfrom higher local contributions, including:
= $4.0 million related to increased county cash contributions, from $34.6 million to $38.6 million.
= $38.6 million for shifting Motor Vehicle Division funding from the Highway Fund to the Highway User Revenue

Fund (HURF).
= $23.6 million for shifting Department of Public Safety funding from the Highway Fund to HURF.
The budget assumed new one-time revenue of $38 million, including $22 million related to a tax amnesty program which
beginsin September 2011.
The budget includes $256 million of fund transfers including:
$16.1 million - Risk Management Fund.
$40.3 million - State Employee Health Insurance Trust Fund.
$20.0 million - Clean Election Fund.
$30.0 million - Department of Economic Security Long Term Care Fund.
$28.0 million - Department of Transportation Vehicle License Tax Transfer.

Loy

General Fund Spending
FY 2012 General Fund spending is projected to be $8.32 billion.
Due to the expiration of one-time federal assistance and funding formula adjustments, FY 2012 spending would increase
$1.1 billion. Thisincreaseis offset by enacted spending reductions of $1.1 billion. In total, spending would decrease by
$(16.8) million, or (0.2)%, below the FY 2011 budget.
The entire state budget, including both appropriated and non-appropriated funds, is projected to be approximately $27
billion.

Education

Department of Education

ADE spending decreases by $(56.5) million, or (1.6)%. The $(56.5) million adjustment consists of 3 elements.

$143.2 million in baseline formula changes, including:

= $90.9 million for an increase of 12,300 students, or 1.2%, for atotal of 1,070,400.

= $92.8 million to offset one-time federal assistancein FY 2011.

= $3.8 million for a0.9% inflation adjustment for transportation and charter additiona assistance. Prior to FY 2011, the
state had inflated the per pupil “base level” aswell. That adjustment would have cost another $39.9 million.
$(21.4) million net decrease for 1.5% new property growth.

$50.0 million to annualize the FY 2011 funding shortfall.

$(70.5) million for savings from limiting the 40% subsidy of homeowner property taxes to statewide school taxes.
This change was enacted last year.

= $(2.0) million for the Specia Education Fund due to casel oad decline.

$(33.5) million for statewide adjustments, which almost entirely consist of areduction in formula funding for school
districts due to increasing the employee share of retirement contributions from 50% to 53%.

$(166.2) million in new reductions, including:

uul
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$(71.5) million for Capital Outlay Revenue Limit (CORL)/Additional Assistance reduction.

$(35.0) million for a new reduction that would be offset by the 2010 Federal Stimulus Funds (EduJobs).
$(23.0) million for increased Soft Capital suspension.

$(29.8) million for no JTED 9th Grade funding.

$(14.5) million for Career Ladder phase out.

$5.0 million for Student Accountability and Information System replacement.

$4.5 million to offset declining Joint Technological Education Districts (JTED) Qualifying Tax Rate revenues.
$(1.9) million due to one-time FY 2011 funding.

R R R

School FacilitiesBoard

e  SFB spending increases by $96.5 million, or 142.9%. The $96.5 million adjustment includes:
= $26.5 million to pay for increased debt service associated with past |ease-purchase agreements.
= $60.0 million to backfill one-time FY 2011 savings associated with refinancing SFB’ s outstanding debt.
= $10.1 million to pay for debt service related to issuances made in FY 2010 and FY 2011.

e Thebudget assumes no additional new construction is authorized in FY 2012.

Universities
e TheUniversities Genera Fund spending decreases by $(207.7) million, or (23.3)%, including:
= $(198) million lump sum reduction which is distributed proportionally by each campus's share of the overall
university General Fund budget.
= $(9.5) million associated with statewide adjustments, which mostly includes savings from the enacted retirement
contribution and benefit waiting period changes.
e University enrollment is projected to be 123,416 full-time equivalent studentsin FY 2012, representing a comparable
increase of 4,217 in-state students, or 5.0% above FY 2011. University enrollment growth is not part of a statutorily-
required formula. Enrollment growth would have cost $28.4 million.

Community Colleges
e  Community College General Fund spending decreases by $(64.3) million, or (47.5)%, including:
= $9.0 million for General Fund operating state aid and equalization aid formula growth.
= $(72.9) million for an operating state aid reduction. Community College non-General Fund revenues were projected
to increase by 6% above FY 2011 levels. The $(72.9) million represents an offsetting (6)% reduction, all applied
against operating state aid.
e Enrollment is projected to increase by 11,992 full-time equivalent students, or 9.7%, for atotal enrollment of 135,789.

Health and Welfare

AHCCCS

¢ AHCCCS Genera Fund spending increases by $48.7 million, or 3.7%. The $48.7 million includes:
= $543.4 million for the backfill of one-time federal Medicaid match assistance, caseload growth, and $(55) millionin

FY 2011 one-time reductions.

$(478.9) million for areduction in Proposition 204 and other Medicaid spending.

$(6.0) million for eligibility verification savings.

$(49.4) million to annualize FY 2011 April 1 provider rate reductions.

$36.4 million to transfer the Children’ s Rehabilitative Services program from the Department of Health Services

(DHS) to AHCCCS.
= $(1.8) million for statewide adjustments.

e Without any changes in program eligibility, total caseloads would be projected to increase 1.9% from June 2011 to June
2012. Total population would reach 1.37 million by June 2012.

o Asof thiswriting, the Executive has submitted a waiver request to the Federal Government to modify the state’s Medicaid
program, consistent with the $(478.9) million in budgeted savings. Depending on the federal decision, these changes
could affect program eligibility.

Ludu

Department of Health Services

e DHS Genera Fund spending increases by $58.1 million, or 13.3%. The $58.1 million includes:
$127.3 million for the backfill of one-time federal Medicaid match assistance.

$27.3 million for new FY 2012 caseload growth.

$(43.5) million for areduction in Proposition 204 and other Medicaid spending.

$(11.0) million to annualize the FY 2011 April 1 Medicaid provider rate reduction.

$(36.4) million to move the Children’s Rehabilitative Services program from DHS to AHCCCS.
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$(1.2) million to shift Vital Records costs to new fees.
$(2.7) million to increase counties' share of the cost of treatment of sexually violent persons from 25% to 50%.
$(1.6) million related to the statewide adjustments.

e Without any changesin program eligibility, the Medicaid behavioral health caseload is projected to increase 2.3% from
June 2011 to June 2012. The total served population would reach 129,000 by June 2012. Asdescribed in the AHCCCS
section, the federal waiver request could affect program eligibility.

Department of Economic Security
e DES General Fund spending increases by $52.1 million, or 9.5%. The $52.1 million includes:

=
=

=

Y

=
=

=

$62.1 million for the backfill of one-time federal Medicaid match assistance.

$18.0 million for an increase of 1,202 new clients, or 5.0%, in the Medicaid Developmental Disabilities Long Term
Care program. Tota caseload would equal 25,244.

$(3.4) million for a Temporary Assistance for Needy Families (TANF) caseload decline. In addition, continues a mid-
year FY 2011 reduction of $(25.0) million for atotal reduction of $(28.4) million. This reduction reflects a caseload
decline of (27,160) recipients from the budgeted FY 2011 caseload of 70,000. Current caseload has already declined
to less than 42,000.

$(8.6) million from reducing the lifetime time limit for TANF Cash Benefits from 36 to 24 months.

$(13.8) million to eliminate General Fund support for child care subsidies. In addition, continues a mid-year FY 2011
reduction of $(10.0) million for atotal reduction of $(23.8) million.

$(1.6) million from the Developmentally Disabled program for savings from the Medicaid Waiver Proposal.

$4.5 million to backfill Federal Funds for eligibility determinations and child support enforcement.

$(5.2) million for statewide adjustments.

e Thebudget also continues $(21.0) million of enacted FY 2011 reductions:

=

=

Continues a $(15.0) million mid-year FY 2011 reduction to be offset by $15.0 million in additional TANF Block
Grant monies.
Continues a $(6.0) million mid-year FY 2011 reduction from shifting Adult Services funding to the Social Services
Block Grant.

Criminal Justice

Department of Corrections
e ADC Genera Fund spending increases by $11.6 million or 1.2%, including:

=
=
=
=

$10.0 million to backfill one-time FY 2011 savings.

$4.2 million to annualize the cost of 5,000 new state beds opened in FY 2011.
$(3.2) million for lower than budgeted private prison contracted rates.

$(1.2) million for statewide adjustments.

e  The budget assumes population growth of 27 inmates/month for atotal of 34,099 prisonersin state beds.

o ADC isexpected to have a 1,527 bed shortfall by June 2011 and 1,851 by June 2012.

e Thebudget would require counties to house prisoners sentenced less than a year or pay ADC to do so on their behalf,
effective July 1, 2012.

Environment

ParksBoard

e  Parks General Fund spending declines from $20 million to $0 to reflect the last deposit to the Land Conservation Fund
required by the 1998 ballot proposition. Park operations are primarily funded from park fees.

e  Fee spending authority was increased by $1.1 million to level fund Parks operating budget between FY 2011 and FY 2012,
based on all of the agency’ s funding sources.

General Government

e Thebudget eliminated al General Fund support for the following:

=
=
=

The Arizona Commission on the Arts.
The Department of Military Affairs Project Challenge program.
Rangers’ Pensions due to the death of 1 remaining recipient.

e Thebudget enacted several agency consolidations:

=

=
=

The Department of Mines and Mineral Resources merged into the Geological Survey and the Arizona Historical
Society.

Government Information Technology Agency (GITA) merged into the Arizona Department of Administration.
The Arizona Biomedical Research Commission merged into the Department of Health Services.
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The budget eliminated the $1.4 million General Fund appropriation to the Department of Commerce. Separate legislation
created a new Arizona Commerce Authority as areplacement. The Authority isfunded with $31.5 million redirected from
the General Fund.

Financing and Payment Deferral
The budget includes an increase of $77.9 million from the General Fund for debt and lease-purchase paymentsin FY 2012
The total General Fund debt service payment would be $287.8 million, which includes:
=  $49.1 million for the annual payment for the $1.0 hillion state building sal e/l ease-back issuance.
= $78.6 million for traditional capital |ease-purchase payments.
= $160.1 million for outstanding SFB |ease-purchase agreements.
= Thebudget also includes $20.7 million in diverted General Fund lottery revenues to pay the debt service on the $450
million of lottery revenue bondsissued in FY 2010.
The budget includes no net change in existing payment deferrals. The budget defers $1.3 billion in General Fund spending
from FY 2012 to FY 2013, including:
= $953 million of school district payments.
= $200 million of paymentsto the University system.
= $113 million of AHCCCS payments.
= $35 million of DES payments.

State Employee | ssues

FTE Positions

The budget would fund an increase of 47.6 Full-Time Equivalent (FTE) Positionsin FY 2012, including:

= 144 additional positionsto open anew veteran's home.

= A decrease of (15.5) FTE Positions associated with agency eliminations and consolidations.

= A decrease of (80.9) FTE Positions due to technical changes, including the shifting of 64.9 positions from the
Department of Commerce to non-appropriated status in the newly-created Arizona Commerce Authority.

These adjustments would bring total appropriated FTE Positions to 49,847.1.

Employee Pay and Salary Issues

The budget includes $79 million in one-time funding for an additional employee payday. There are 27 scheduled pay

periodsin FY 2012, as opposed to the 26 that typically occur in other fiscal years.

The budget partialy continues the 5% statewide salary reduction that was enacted in the FY 2011 budget. This salary

reduction consisted of a 2.75% pay reduction and 6 furlough days. The pay reduction continued and the furlough days

were removed, however, agencies did not receive restoration of funding for the furlough days except for certain smaller

agencies.

The budget includes $62.0 million of savings due to employee benefit changes:

= $41.3 million due to increasing the employee share of Arizona State Retirement System (ASRS) contributions from
50% to 53%.

= $12.0 million by implementing an expanded Health Savings Account option for state employees.

= $10.0 million by requiring that state employees work regularly for at least 90 daysto be eligible for health benefits
and 6 months to become a member of the ASRS.

The budget includes no change in funding for the employee or employer share of health insurance for existing state

employees, as surplus health insurance funds are expected to cover any cost increase.

Statewide | ssues

The above narrative references statewide adjustments which were enacted in the FY 2012 budget. These adjustments
affect most agencies and include the following changes:
= Hedlth Insurance - State agencies will now be billed based on actual health insurance costs.
= Lease-Purchase/Rent Adjustment - Technical adjustment include rent changes and expiration of |ease-purchase
agreements.
Risk Management Adjustment - Adjustments reflect risk management changes.
New Hire Benefit Waiting Period - Savings are achieved by delaying benefits for new employees (90 days for
employee benefits, 6 months to join the ASRS).
= Uncaptured Pay Savings - Unbudgeted savings are from the prior enacted FY 2011 pay reduction.
= Retirement Contribution Adjustment - Savings are achieved by increasing the employee share of ASRS contributions

from 50% to 53%.
Agency funding totals listed above exclude the additional pay period due to it being a significant amount of one-time
funding.

=
=
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“THEN AND NOW" - FY 2002 vs. FY 2012 General Fund Spending

Comparison of 9 Largest General Fund Operating Budgets |/

Agency Share of General Fund

($ in Millions) 807
FY 02 FY 12 $ Change % Change FY *
Actuas Approp. FY 02-12 02-12
Education (K-12) $ 26019 $ 34365 $ 8346 321 FY 2002 OFY 2012
AHCCCS 500.3 1,363.7 863.4 1726
Corrections 541.1 948.2 407.1 75.2
Universities 765.8 6825 (83.3) (109
Economic Security 4346 602.6 168.0 387 =
Health Services 279.1 494.3 215.2 71 %
Community Colleges 137.2 711 (66.1) (48.2)
School Facilities Board 3836 164.1 (219.5) NA
Public Safety 489 465 (2.9) (4.9
Other 578.8 466.9 (111.9) (19.3)
27th Pay Period 79.0 79.0 N/A
TOTAL $ 62713 $ 83554 $ 20051 32.0%

1/ Representsindividual agency General Fund spending only. Excludes administrative
adjustments and revertments.

* K-12 includes School Facilities Board spending.

Dollar Change from FY 2002 to FY 2012

Percent Change from FY 2002
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* K-12 includes School Facilities Board spending.
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“THEN AND NOW" - FY 2002 vs. FY 2012 General Fund Revenue and Ending Balances

General Fund Revenue, Expenditures and

Ending Balances

Total Revenue I/

General Fund Major Tax Sources as a Percent of

($ in Millions)
Ending
Balanceasa
Fiscal Ending % of Individual Corporate
Y ear Revenue Expenditures Balance Revenue Fiscal Year Sales Income Income Other
2002 6,339.6 6,338.6 1.0 0.0% 2002 48.1% 33.4% 5.5% 12.9%
2003 6,232.8 6,040.6 192.2 3.1% 2003 48.8% 33.7% 6.3% 11.2%
2004 6,876.2 6,515.8 360.4 5.2% 2004 49.2% 34.5% 7.4% 8.9%
2005 8,184.1 7,545.1 639.0 7.8% 2005 46.1% 36.4% 8.8% 8.7%
2006 9,814.9 8,768.4 1,046.5 10.7% 2006 46.0% 39.7% 9.4% 4.8%
2007 10,672.2 10,200.5 471.7 4.4% 2007 46.9% 38.9% 10.2% 3.9%
2008 10,038.2 10,037.2 1.0 0.0% 2008 45.5% 35.6% 8.5% 10.4%
2009 8,273.7 8,754.4 (480.7) -5.8% 2009 45.5% 31.1% 7.2% 16.1%
2010 7,851.5 7,857.2 (5.7) -0.1% 2010 41.1% 29.0% 5.0% 25.0%
2011 8,002.1 8,334.3 (3323 -4.2% 2011 53.7% 32.0% 7.3% 7.0%
2012 8,331.3 8,317.6 137 0.2% 2012 52.7% 30.8% 7.9% 8.5% ?
1/ Excludes balance forward from prior year.
2/ Includes $294.1 millionin FY 2012 one-time revenue adjustments (excluding
FY 2011 negative carry forward balance). See prior Appropriations Reports
for earlier years.
General Fund Major Tax Sources as a Share of FY 2002 vs. FY 2012
Total Revenue
10,0007 60% - Major Tax Sources as a Percent
of Total Revenue
9,000 1 52.7%
8,000 - 50% A
Other FY 2002 OFY 2012
7,000
40% A
6,000
1%}
5 cor. Individual 334%
= I
= 5000 il Income 30.8%
* 30%
4,000
3,000 24 20% A
2,000 12.9%
10% A 7.9% 8.5%
1,000 5.5%
0
02 12 0% T T 1
Fiscal Year Sales Individual Income Corporate Other
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SUMMARY OF GENERAL FUND APPROPRIATIONS

By Individual Chapter

For Fiscal Years 20Il - 2013 1/2/3/

Chap. Bill

No. Number Reference Title FY 2011 FY 2012 FY 2013
General Fund General Fund Genera Fund

Fiftieth L egislature - First Regular Sessior (2011)

24 SB1612  2011-2012; General Appropriations $ (165,779,800) $ 6,998,762,800 $ 1,300,228,400 4/

26 SB1614  State Budget Procedures; 2011-2012 (39,317,700) 5/

34 SB 1622 General Government BRB (1,100,000) 16/

35 SB1623  Budget Reconciliation; Regulation; 2011-2012 (9,864,200) 9/ (9,864,200) 9/

36 SB 1624 Budget Reconciliation; Environment; 2011-2012 (8,000,000) 20/

120 HB 2652  Appropriations; Named Claimants 68,700

132 SB 1135 Nuclear Emergency Appropriation and Assessmen 1,812,400 1,782,100

308 SB 1398 Moving Violations; Assessment; Equipment; Enforcement 1,000,000

SUBTOTAL APPROPRIATIONS - 1st REGULAR SESSION (165,711,100) 6,943,293,300 1,292,146,300

Forty-Ninth L egislature - Second Regular Sessior (2010)

208 SB 1350 Military Affairs Commission 3,100 6/

232 SB 1043  Hedth Care; Coverage; Programs 0 7

246 SB 1212  Appropriations; Named Claimants 1,700

306 SB 1284  School Finance Revisions 429,700

SUBTOTAL APPROPRIATIONS - 2nd REGULAR SESSION 434,500 0 0

Forty-Ninth Legidature - Seventh Special Sessior (2010)

1 HB 2001  General Appropriations; 2009-2010; 2010-2011 7,593,205,200 1,312,315,900 8 0

2 HB 2002  Capita Outlay Appropriations; 2010-2011 4,000,000 C

5 HB 2005  General Government; Budget Reconciliation; 2010-2011 (33,892,400) 10/

7 HB 2007 Environment; Budget Reconciliation; 2010-2011 (13,000,000)

10 HB2010 Hedlth; Budget Reconciliation; 2010-2011 3,000,000

12 HB 2012 Revenues; Budget Reconciliation; 2010-2011 18/ 0

SUBTOTAL APPROPRIATIONS - 7th SPECIAL SESSION 7,553,312,800 1,312,315,900 0

Forty-Ninth Legislature - Third Special Sessior (2009)

2/12 HB 2002 K-12 Education; Budget Reconciliation 603,513,900

9 HB 2012  Higher Education; Budget Reconciliation 100,000,000

10 HB 2013 Health and Welfare; Budget Reconciliatior (1,000,000) 11/ (1,000,000

SUBTOTAL APPROPRIATIONS - 3rd SPECIAL SESSION 702,513,900 (1,000,000) 0

Forty-Ninth Legislature - First Regular Sessior (2009)

1 HB 2051 2008-2009; Appropriations; Budget Revisions 9,864,200 9 9,864,200 9/*

12  HB 2643  Genera Appropriations, 2009-2010; Trailer 160,032,200

73 SB 1316 Nuclear Emergency Management; Appropriations; Assessments 1,569,000

SUBTOTAL APPROPRIATIONS - 1st REGULAR SESSION 161,601,200 9,864,200 9,864,200

Forty-Eighth L egislature - Second Regular Sessior (2008)

291 HB 2462 Budget Reconciliation; Budget Procedures 2,500,000 10/

SUBTOTAL APPROPRIATIONS - 2nd REGULAR SESSION 2,500,000 0 0

Forty-Eighth L egislature - First Regular Sessior (2007)

260 HB 2786 Budget Reconciliation; General Revenues 25,000,000 10/

263 HB 2789  Budget Reconciliation; Health and Welfare 1,000,000 11/ 1,000,000 11

SUBTOTAL APPROPRIATIONS - 1st REGULAR SESSION 26,000,000 1,000,000 0

Forty-Seventh L egislature - Second Regular Sessior (2006)

378 HB 2177  Health Insurance Premium Tax Credit 30,000 12/

SUBTOTAL APPROPRIATIONS - 2nd REGULAR SESSION 30,000 0 0

Permanent General Fund Appropriations and Allocations 13/ *

15-1670 University Research Infrastructure Financing 14/ 34,625,000 34,625,000 34,625,000

35-192 General Emergency Authority 15/16/ 4,000,000 4,000,000 4,000,000

37-623 Wild Land Fire Emergency 15/ 3,000,000 3,000,000 3,000,000

41-511.23 Growing Smarter 17/ 20,000,000 0 0

42-5029 Tax Distribution to Tourism Fund 18/ 0 0 0

42-5031.01 Indian Tribal Postsecondary Educational Institutions 1,918,000 1,662,900 1,662,900

43-409 Arizona Commerce Authority/Income Tax Withholding 0 31,500,000 31,500,000

45-2112 Water Protection Fund Deposit 19/ 5,000,000 0 0

49-282 WQAREF Priority Site Remediation 20/ 15,000,000 15,000,000 15,000,000

L '04, Ch. 235 Military Airport Planning; Appropriation 6/ 5,000,000 6/ 175,000 175,000

SUBTOTAL APPROPRIATIONS - PERMANENT 88,543,000 89,962,900 89,962,900

TOTAL APPROPRIATIONS 8,369,224,300 8,355,436,300 1,391,973,400
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*

Appropriation beyond FY 2013.
Designates a capital appropriation. All other appropriations are operating appropriations.
For FY 2011 - FY 2013, this table summarizes all General Fund appropriations enacted in any session.
All appropriations have been rounded to the nearest $100.
Excludes administrative adjustments, revertments, and statutory revertments.
Laws 2011, Chapter 24 appropriates $1,300,228,400 for the payment of FY 2012 payment deferralsinto FY 2013 as follows: AHCCCS - $112,600,700; Department of Economic
Security (DES) - $35,000,000; Arizona Department of Education (ADE) - $952,627,700; Universities - $200,000,000.
Represents the General Fund savings associated with the shift of employee/femployer Arizona State Retirement System contributions from 50/50 to 53/47.
6/ Laws 2004, Chapter 235 appropriates, in perpetuity, $4,900,000 annually to the Department of Commerce and $100,000 annually to the Office of the Attorney General for the support ¢
military installations in the state. Laws 2010, 7th Special Session, Chapter 5 reduced the appropriation by $(2,800,000) in FY 2011. Laws 2010, Chapter 208 shifts the administration ¢
the Military Installation Fund from the Department of Commerce to the Department of Emergency and Military Affairs (DEMA) beginning on January 1, 2011 and reduces the Attorney
General appropriation to $85,000 and increases the DEMA appropriation to $4,915,000. Laws 2011, Chapter 34 permanently reduced this appropriation to $175,000 ($90,000 to DEMA
and $85,000 to the Attorney General). The $3,100 from Laws 2010, Chapter 208 is a technical adjustment.

7 Laws 2010, Chapter 232 appropriates $9,000,000 from the General Fund to restore KidsCare funding and $385,000,000 from the General Fund for Proposition 204 programsin
AHCCCS and DHS contingent upon the 6-month extension of the enhanced FMAP. The General Fund appropriation is offset by a $(394,000,000) General Fund reduction which
was to be backfilled with enhanced FMAP monies. Laws 2010, Chapter 232 was expected to be cost neutral, and is displayed as a zero appropriation. Chapter 232 ultimately was
not cost neutral as the FMAP extension generated less than expected. The federal revenue loss was offset through Laws 2011, Chapter 24 adjustments.

8/ Laws 2010, 7th Specia Session, Chapter 1 appropriates $1,312,315,900 for the payment of FY 2011 payment deferralsinto FY 2012 as follows: AHCCCS - $117,688,200; DES -
$42,000,000; ADE - $952,627,700; Universities - $200,000,000. Laws 2011, Chapter 24 subsequently reduced the $42,000,000 DES payment to $35,000,000.

9/ Laws 2009, 1st Regular Session, Chapter 1 appropriates $4,659,700 and $5,204,500 from the General Fund to the Arizona Property and Casualty Insurance Guaranty Fund and the
Life and Disability Insurance Guaranty Fund, respectively, in each of FY 2012, FY 2013 and FY 2014 as reimbursement for prior transfers from these funds. However, because
litigation has been filed to stop the original transfers, Laws 2011, Chapter 35, Section 6 requires repayment only if the actual transfers are made. The FY 2012 and FY 2013
repayments are shown as zero because as of writing, the actual transfers have not occurred.

10/ Laws 2007, Chapter 260 appropriates $25,000,000 annually from the General Fund, through FY 2011, to the Arizona 21st Century Fund. Laws 2008, Chapter 291 reduced the
appropriation for FY 2009 by $2,500,000 and increases the FY 2011 appropriation by $2,500,000 to $27,500,000. Laws 2009, 3rd Specia Session, Chapter 7 and Laws 2010, 7th
Specia Session, Chapter 5 eliminated the appropriations for FY 2010 and FY 2011, respectively.

11/ Laws 2007, Chapter 263 appropriates $1,000,000 annually, through FY 2012, to the Arizona Biomedical Research Commission for a repository to store human stem cells of non-
embryonic origin. Laws 2009, 3rd Specia Session, Chapter 10 eliminates the appropriation in FY 2010 through FY 2012.

12/ Laws 2006, Chapter 378 appropriates $75,000 in FY 2007 and $30,000 in Fiscal Y ears 2008 through 2011.

13/ Permanent law authorizes these appropriations and allocations.

14/ Starting in FY 2008 and continuing through FY 2031, A.R.S. § 15-1670 annually appropriates the collective total of $34,625,000 to Arizona State University, Northern Arizona
University, and the University of Arizonafor debt service on research infrastructure projects.

15/  Inan emergency, the Governor can order the withdrawal of these monies from the General Fund without specific appropriation authority.

16/  Laws 2010, 7th Specia Session, Chapter 5 and Laws 2011, Chapter 34 reduce the appropriation by $1,100,000 for FY 2011 and FY 2012, respectively.

17/ In November 1998, Arizona voters approved Proposition 300, which annually appropriates, from FY 2001 through FY 2011, $20,000,000 from the General Fund. The monies
provide grants to purchase state trust lands for conservation purposes. All grants must be matched by the public or private recipient.

18/  A.R.S. §42-5029D(4b) establishes a formulafor this amount, based on prior year tourism receipts. Laws 2010, 7th Specia Session, Chapter 12 eliminated the Tourism funding
formulawhich reduced the FY 2011 appropriation to zero. Subsequent legislation restored the formulain amanner that requires specific legisiative action to fund the distribution.
The FY 2011 formulawould have been $14,613,300, if funded.

19/  Laws 2010, 7th Specia Session, Chapter 7 suspended the appropriation for FY 2011, and Laws 2011, Chapter 36 permanently eliminated the appropriation.

20/  A.R.S. §49-282 directs $18,000,000 annually to the Water Quality Assurance Revolving Fund (WQARF). The statute instructs the State Treasurer to transfer $15,000,000 from

corporate income tax receipts into WQAREF at the start of each fiscal year. The statute also instructs the State Treasurer to adjust the corporate income tax deposit at the end of each

fiscal year to supplement other deposits, so that WQARF receives $18,000,000 total from all sources. Laws 2010, 7th Special Session, Chapter 7 and Laws 2011, Chapter 36 reduce the
appropriations by $8,000,000 for FY 2011 and FY 2012, respectively.

LSS R ]
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SUMMARY OF OTHER FUND APPROPRIATIONS
By Individual Chapter

For Fiscal Years 201l and 2012 1/2/3/

Chap. Bill

No. Number Reference Title FY 2011 FY 2012
Other Fund Other Fund

Fiftieth L egislature - First Regular Session (2011)

24 SB1612  2011-2012; General Appropriations 21,531,700 2,843,569,500

25 SB1613  Capita Outlay; 2011-2012 246,090,200

29 SB 1617 Budget Reconciliation; K-12 Education; 2011-2012 1,200,000

33 SB1621 Budget Reconciliation; Criminal Justice; 2011-2012 5/ (2,540,000)

34 SB 1622 Budget Reconciliation; General Government; 2011-2012 500,000

308 SB 1398 Moving Violations; Assessment; Equipment; Enforcement 3,780,000

333 HB 2314 Boating Safety; Fees; Fund 400,000

357 SB 1609 Retirement Systems; Plans; Plan Designs 350,000

SUBTOTAL APPROPRIATIONS - 1st REGULAR SESSION 21,531,700 3,093,349,700

Forty-Ninth L egislature - Second Regular Session (2010)

50 HB2389 ASRS; Plan Design; Refunds 1,341,700

232 SB 1043 Hedlth Care; Programs; Coverage 40,900,000

274 SB 1238  Appropriation; Asian Citrus Psyllid Eradication 60,000

SUBTOTAL APPROPRIATIONS - 2nd REGULAR SESSION 63,833,400 0

Forty-Ninth L egislature - Seventh Special Session (2010)

1 HB 2001  Genera Appropriations, 2009-2010; 2010-2011 2,750,240,500 4/

2 HB 2002  Capital Outlay Appropriations; 2010-2011 208,144,100 C

5 HB 2005  General Government; Budget Reconciliation; 2010-2011 2,492,400

6 HB 2006  Criminal Justice; Budget Reconciliation; 2010-2011 5/ (2,460,000)

SUBTOTAL APPROPRIATIONS - 7th SPECIAL SESSION 2,958,417,000 0

Forty-Eighth L egislature - First Regular Session (2007)

261 HB 2787  Budget Reconciliation; Criminal Justice 3,440,000 5/ 3,520,000 5

SUBTOTAL APPROPRIATIONS - 1st REGULAR SESSION 3,440,000 3,520,000

Forty-Fifth L egislature - Second Regular Session (2002)

186 SB 1270 Biotechnology Research 500,000 500,000

SUBTOTAL APPROPRIATIONS - 2nd REGULAR SESSION 500,000 500,000

TOTAL APPROPRIATIONS 3,026,190,400 3,097,369,700

All appropriations have been rounded to the nearest $100.
Excludes administrative adjustments, revertments, and statutory revertments.

& IWIN 210

Designates a capital appropriation. All other appropriations are operating appropriations.
For FY 2011 and FY 2012, this table summarizes all Other Fund appropriations enacted in any session.

Includes an increase of $59,999,600 for university tuition, $8,561,600 for Department of Environmental Quality fee authority adjustments,

$5,662,900 for Department of Water Resources fee authority adjustments, and $909,700 for the State Lottery for arevised lottery forecast.

@

Appropriates $3,440,000 in FY 2011, and $3,520,000 in FY 2012 from the Arizona Deoxyribonucleic Acid Identification (DNA) Fund for operating

and capital expenses to conduct and implement DNA testing. Laws 2010, 7th Special Session, Chapter 6 reduces the FY 2011 appropriation by

$(2,460,000), while Laws 2011, Chapter 33 reduces the FY 2012 appropriation by $(2,540,000).
6/ Laws 2002, Chapter 186 appropriates $500,000 from the Tobacco Tax Health Research Account each year through FY 2012.
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Community and Emergency Services

The budget includes $3,724,000 from the Federa TANF
Block Grant in FY 2012 for Community and Emergency
Services. Thisamount is unchanged from FY 2011.

Monies in this line item provide funding to 15 community
action agencies to deliver a wide range of services related
to the needs of low-income families and individuals. In
FY 2010, this line item provided short-term crisis services
to 2,167 households, energy assistance to 35,688
households, and 30,350 households participated in
telephone discount programs.

Coordinated Homeless

The budget includes $2,522,600 in FY 2012 for
Coordinated Homeless programs. This amount consists of :

General Fund
Federal TANF Block Grant

873,100
1,649,500

These amounts are unchanged from FY 2011.
In FY 2010, this line item provided emergency shelter

services to 14,814 individuals and transitional shelter
servicesto 1,871 individuals.

Coordinated Hunger

The budget includes $1,754,600 in FY 2012 for
Coordinated Hunger programs. This amount consists of:

Genera Fund
Federal TANF Block Grant

1,254,600
500,000

These amounts are unchanged from FY 2011.

State and federal dollars are used to administer a USDA
commodities food program, to assist in statewide food
distribution, and for food banks. Monies are also used to
provide information on where individuals and families can
obtain food. In FY 2010, the USDA Commaodities Food
Program served 302,000 households quarterly.

Domestic Violence Prevention

The budget includes $12,123,700 in FY 2012 for Domestic
Violence Prevention. This amount consists of:

General Fund 3,283,000
Federal TANF Block Grant 6,620,700
Domestic Violence Shelter Fund 2,220,000

These amounts are unchanged from FY 2011.

In FY 2010, this line item, along with non-appropriated
funds, served approximately 9,820 women and children in

emergency shelters, 515 women and children in
transitional housing, and 8,696 victims with legal and lay
legal advocacy.

Benefits and Medical Eligibility

The Tuberculosis Control line item has been consolidated
into the operating budget.

TANF Cash Benefits

The budget includes $44,999,400 in FY 2012 for TANF
Cash Benefits. This amount consists of :

Genera Fund
Federal TANF Block Grant

(8,600,000)
53,599,400

The negative General Fund appropriation will be adjusted
by DES during FY 2012 by the transfer of monies between
lineitems.

These amounts fund the following adjustments:

Caseload Adjustment

The budget includes a decrease of $(3,416,400) from the
General Fund in FY 2012 and continues a decrease of
$(24,969,200) from the mid-year FY 2011 revisions to
align funding with actual caseloads. The total FY 2012
reduction is $(28,385,600). The March 2011 caseload is
41,813. The FY 2012 budget estimated the caseload to
reach 42,840 in June 2011. The average monthly benefit is
approximately $103. The FY 2012 figure is a decline of
(27,160) below the originally budgeted FY 2011 caseload
of 70,000. (See FY 2011 Adjustments discussion in Other
Issues.)

Reduce TANF Cash Benefits Time Limit

The budget includes a decrease of $(8,600,000) from the
Genera Fund in FY 2012 to reduce the lifetime time limit
that a recipient can receive TANF Cash Benefits from 36
months to 24 months. The Welfare Budget Reconciliation
Bill (BRB) (Laws 2011, Chapter 32) included amendments
to permanent statute to implement this change. It is
estimated approximately 7,000 recipients will lose their
benefits as aresult of this change.

The Welfare BRB includes a continuing session law
provision requiring recipients of TANF Cash Benefits pass
a drug test in order to be eligible for benefits if DES has
reasonable cause to believe that the recipient uses illegal
drugs.

Monies in this line item provide financia assistance on a
temporary basis to dependent children in their own homes,
or in the homes of responsible caretaker relatives.
Financial eligibility is currently set at 36% of the 1992
Federal Poverty Level (FPL), or $5,022 for afamily of 4.

Fiscal Year 2012 Appropriations Report
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Tribal Pass-Through Funding

The budget includes $4,680,300 from the General Fund in
FY 2012 for Tribal Pass-Through Funding. Thisamount is
unchanged from FY 2011.

Monies in this line item are passed through to Native
American tribes operating their own TANF programs.
The amount is roughly equivalent to what the state would
be spending on the population if the state still had
responsibility for the case assistance program for any
particular tribe.

Child Support Enforcement

The Division of Child Support Enforcement (DCSE)
budget includes direct appropriations from the following 4
fund sources. 1) Genera Fund; 2) State Share of Retained
Earnings (SSRE) from child support owed to the state
while the custodial parent received TANF Cash Benefits;
3) Federa incentives and 4) Fees from non-custodial
parents.

The last 3 fund sources are deposited in the Child Support
Enforcement  Administration (CSEA) Fund and
appropriated as an Other Appropriated Fund. In addition
to the General Fund and CSEA Fund appropriations, the
displayed amounts aso include Federal Expenditure
Authority for DCSE. The federal monies received by
DCSE generally match state funds at aratio of 66% federal
to 34% state.

Table 2 details the sources and uses of the CSEA Fund.

Table2
FY 2012 CSEA Fund Sources and Uses
Sources
State Share of Retained Earnings $ 9,290,900
Federal Incentive Payments 6,900,000
Fees 1,871,500
Total $18,062,400
Uses
DCSE Administration $16,785,200
Administration (Non-Appropriated) 1,277,200
Total $18,062,400

County Participation

The budget includes $8,600,200 in FY 2012 for County
Participation. Thisamount consists of:

CSEA Fund
Federal Expenditure Authority

1,339,100
7,261,100

These amounts are unchanged from FY 2011.

The division contracts with several Arizona counties to
operate child support programs in those counties. Thisline

item reflects contracting counties SSRE and federa
incentives, as well as expenditure authority for the federal
match.

Genetic Testing

The budget includes no funding in FY 2012 for the
Genetic Testing Special Line Item (SLI). This program
was shifted to the operating budget in FY 2011.

This line item funded DNA testing and blood testing for
the estimated 50% of child support cases subject to the
establishment of paternity through testing. These
functions will continue to be funded through the operating
budget.

Children, Youth and Families

The budget provides funding for Children Services in 3
separate line items (see Table 3).

Table3
FY 2012 Children Services Funding
Non-
Appropriated  Appropriated
Funds Funds Total

Children Support $77,567,600  $39,556,700 $117,124,300

Services
CPS Emergency 24,001,700 17,600,900 41,602,600

& Residential

Placement
Foster Care 23,112,600 18,637,800 41,750,400

Placement

TOTAL $124,681,900 $75,795,400  $200,477,300

Of the $124,681,900 in appropriated funds, $53,650,200 is
from the TANF Block Grant. A total of $22,613,100 from
TANF is deposited into the federal Social Services Block
Grant (SSBG); once deposited, the monies are spent on the
Children Services program. The federal government caps
the amount of TANF Block Grant monies that can be
transferred to the SSBG at 10%. The transfer to SSBG
provides additional funding flexibility to DES.

Children Support Services

The budget includes $77,567,600 and 1 FTE Position in
FY 2012 for Children Support Services. These amounts
consist of:

Genera Fund 45,854,400
Federal TANF Block Grant 30,254,100
Child Abuse Prevention Fund 1,459,100

These amounts fund the following adjustments:

Additional TANF Drawdown
The budget continues a decrease of $(5,000,000) from the
General Fund approved in the mid-year FY 2011 revisions
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and a corresponding increase from the federal TANF
Block Grant. This fund shift is the result of additional
federal TANF Block Grant monies made available to the
statein FY 2011 and FY 2012.

Statewide Adjustments
The budget includes a decrease of $(700) from the Child
Abuse Prevention fund in FY 2012 for statewide
adjustments.

The Children Support Services line item provides support
services for both in-home and out-of-home clients. This
does not include the cost of residential placement. For
March 2011, the department reported 10,817 out-of-home
clients and 5,365 in-home cases. In addition, these funds
will pay for services to approximately 5,500 parents,
guardians, or custodians in FY 2011 whose substance
abuse is a significant barrier to preserving the family.
These funds were previoudy appropriated to the Joint
Substance Abuse Treatment line item.

Thislineitem also provides full coverage of the medical and
dental expenses of foster children. The Genera Fund
monies in this program provide medical services to children
who are not eligible for coverage through the Arizona
Health Care Cost Containment System (AHCCCS). These
funds were previously appropriated to the Comprehensive
Medical and Dental Program line item.

The budget also includes $6,200,000 in deferred FY 2011
General Fund payments appropriated by Laws 2010, 7"
Special Session, Chapter 1, and defers the same amount for
FY 2012 to FY 2013. As aresult, the FY 2012 General
Fund amount of $45,854,400 would consist of $6,200,000
from Chapter 1, and $39,654,400 from the FY 2012
General Appropriation Act.

CPS Emergency and Residential Placement

The budget includes $24,001,700 in FY 2012 for CPS

Emergency and Residentiadl Placement. This amount
consists of:

General Fund 7,578,700
Federal TANF Block Grant 16,423,000

These amounts are unchanged from FY 2011.

The CPS Emergency and Residential Placement provides
funding for 1) short-term placement untii a more
permanent placement can be arranged and 2) behavioral or
other therapeutic residential treatment. These 2 programs
were previously funded in separate line items.

In February 2011, 207 children were reported in
emergency placements at an average monthly cost of
$3,123 per child, while 1,124 children were reported in
residential placements at an average monthly cost of
$2,478 per child.

The budget also includes $1,800,000 in deferred FY 2011
General Fund payments appropriated by Laws 2010, 7"
Special Session, Chapter 1, and defers the same amount for
FY 2012 to FY 2013. As aresult, the FY 2012 Genera
Fund amount of $7,578,700 would consist of $1,800,000
from Chapter 1, and $5,778,700 from the FY 2012 General
Appropriation Act.

Foster Care Placement

The budget includes $23,112,600 in FY 2012 for Foster
Care Placement. This amount consists of:

Genera Fund
Federal TANF Block Grant

16,139,500
6,973,100

These amounts are unchanged from FY 2011.

The Foster Care Placement SLI provides funding for the
placement of children in the CPS system into foster homes.
This line item only includes the cost of placement, not
additional support services. In February 2011, 8,690
children were reported in foster care. Of that number,
3,681 children were placed with relatives in unlicensed
foster care, which receives no placement funding. The
remaining 5,009 children were in licensed foster care at an
average monthly cost of $664 per child.

The budget also includes $1,900,000 in deferred FY 2011
General Fund payments appropriated by Laws 2010, 7"
Special Session, Chapter 1, and defers the same amount for
FY 2012 to FY 2013. As aresult, the FY 2012 Genera
Fund amount of $16,139,500 would consist of $1,900,000
from Chapter 1, and $14,239,500 from the FY 2012
General Appropriation Act.

I ndependent Living Maintenance

The budget includes $2,719,300 from the General Fund in
FY 2012 for Independent Living Maintenance. This
amount is unchanged from FY 2011.

The Independent Living Maintenance program provides
stipends to about 288 former foster youth between 18 and
21, who are now living on their own and are either
enrolled in a postsecondary program or employed.

Permanent Guardianship Subsidy

The budget includes $8,815,300 in FY 2012 for Permanent
Guardianship Subsidy. This amount consists of:

General Fund
Federal TANF Block Grant

7,072,300
1,743,000

These amounts are unchanged from FY 2011.
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The program provides a subsidy of foster care children in
private homes under permanent guardianship status. In
March 2011, 2412 clients received permanent
guardianship subsidies.

Adoption Services

The budget includes $57,744,600 in FY 2012 for Adoption
Services. Thisamount consists of:

Genera Fund
Federal TANF Block Grant

32,942,200
24,802,400

These amounts fund the following adjustments:

Additional TANF Drawdown
The budget continues a decrease of $(5,000,000) from the
General Fund approved in the mid-year FY 2011 revisions
and a corresponding increase from the federal TANF
Block Grant. This fund shift is the result of additional
federal TANF Block Grant monies made available to the
statein FY 2011 and FY 2012.

The program subsidizes the adoption of children who
otherwise would entail high financial risks to prospective
parents because of physical, mental, or emotional disorders
or who would be otherwise difficult to place in adoption
because of age, sibling relationship, or racial or ethnic
background. The funding provides for ongoing
maintenance and/or payment for specia services
depending on each eligible child’s needs. In March 2011,
15,431 clients received adoption subsidies. In addition,
this line item is estimated to receive $72,547,000 from
Federa Grantsin FY 2012.

Adoption Services— Family Preservation Projects

The budget includes no funding in FY 2012 for the
Adoption Services — Family Preservation Projects SLI.
This SLI was eliminated in the FY 2011 budget.

This line item funded part of a project to evaluate ways to
enhance family preservation and promote adoption and
permanency for children in the foster care system.

Education and Training Vouchers

The budget includes no funding in FY 2012 for the
Education and Training Vouchers SLI. This program was
shifted to the operating budget in FY 2011.

Under this program, children in the foster care system with
afinancial need may apply for assistance in obtaining post-
secondary education and training.

Developmental Disabilities

DES provides services to individuals with cognitive
disahilities, cerebral palsy, autism, or epilepsy. Clients
eligible for federa Medicaid program services are funded
through the Long Term Care (LTC) program. To qualify
for federa funding, an individua must have an income
below 300% of the Supplemental Security Income (SSI)
digibility limit, which is approximately 222% of the
Federal Poverty Limit, and have certain functional needs.
The division also provides 100% state-funded services for
clientswho are not eligible for federal Medicaid services.

As of March 2011, the Division of Developmental
Disabilities serves 31,106 clients, which includes 23,437
clients in the LTC program and 7,669 clients in the state-
only portion. The primary disabilities of these clients are
shown in Table 4.

Table4
Primary Disability of Clients Served

Disability Number Per centage
Cognitive Disability 13,677 44%
At Risk 8,726 28%
Autism 4,452 14%
Cerebral Palsy 2,943 10%
Epilepsy 1,219 4%
Not Indicated 89 <1%

The LTC program is funded from 2 sources. the General
Fund (GF) and matching federal Medicaid funds.

Overall DES Formula Adjustments

The budget includes $80,139,700 from the General Fund
in FY 2012 for DES formula changes as delineated in
Table 5. Those changes are described in further detail
below the table.

Table5
FY 2012 General Fund Formula Changes
Adjustment
Federal Match Rate Backfill $85,122,900
Regular FMAP Adjustment (10,454,100)
FY 2011 Base Adjustment & 17,957,900
FY 2012 Caseload Growth
FY 2011 Supplemental (12,487,000)
Capitation Changes 0
Total $80,139,700

FMAP Backfill/Regular FMAP Adjustments

Due to a reduction in the Federal Medicaid Assistance
Percentage (FMAP), the budget includes $85,122,900 to
backfill the loss of Federal Funds. The FMAP istherate at
which the federal government matches state contributions
to Medicaid programs. These rates are set on a state-by-
state basis and are revised each year. The federa
government had provided a 65.8% match for Medicaid
services.
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The American Recovery and Reinvestment Act of 2009
(ARRA) increased the Medicaid match rate for most
services to 75.9%. The FY 2011 budget assumed the
continuation of that rate through the end of FY 2011. The
federal government subsequently decided to phase down
that match rate as of January 2011. The final blended
FY 2011 FMAP is estimated to be 74.1%, and as a result
the FY 2011 mid-year revision increased the state share of
FY 2011 costs by $17,312,100. (Please see Other Issue
for discussion of FY 2011 adjustments.)

During FY 2012, the blended FMAP for Medicaid will
decline to 66.9% (7.1% decling). The rate would have
otherwise returned to 65.8%, but the state's low personal
income growth qualifies it for a higher rate. This better
regular match rate generates savings of $(10,454,100) to
offset the $85,122,900 backfill.

FY 2011 Base Adjustment and FY 2012 Caseload
Growth

The budget includes a net increase of $17,957,900 from
the Genera Fund in FY 2012 for the Department of
Economic Security (DES) caseload changes. The FY 2011
caseload funding will be $(4,825,100) less than budgeted
due to lower caseloads. While the original FY 2011
budget funded a June caseload of 24,893, the current
projection is 24,042, an increase of 5.0% from FY 2010 to
FY 2011. From FY 2011 to FY 2012, caseloads are
expected to grow by 5.0% to a level of 25,244 at a cost of
$22,783,000. That amount is offset by the $(4,825,100)
FY 2011 adjustment for a net change of $17,957,900.

FY 2012 Capitation Rate Changes
Asthe AHCCCS-authorized provider of DD services, DES
receives federal monies through prepaid monthly
capitation payments based on rates for types of clients.
The budget reflects no net capitation rate adjustments in
FY 2012. Capitation rates normally reflect adjustments in
utilization of services and medical inflation. The FY 2011
budget, however, set a policy of no capitation adjustments,
which is continued in the FY 2012 budget. If capitation
rates increased by 5% in FY 2012, this would cost an
additional $16,052,300 from the General Fund in FY 2012

Table 6 summarizes the average monthly caseload
estimates for the Specia Line Items (SLI). All clients are
eligible for Medical Services and Case Management as
necessary, but not all clients access other services in any
particular month.

FY 2011 Supplemental
The budget includes a FY 2011 supplemental of
$12,487,000 from the Genera Fund. This amount consists
of $17,312,100 for the FMAP shortfall due to the phased
down match rate in FY 2011. Thisincrease is offset by a
reduction of $(4,825,100) for caseload changes for a total
FY 2011 supplemental of $12,487,100.

Table6
June 2012 Long Term Care Caseloads
Special Lineltem Clients
Home and Community Based Services 21,349
Ingtitutional Services 216
Arizona Training Program at Coolidge 124Y
Subtotal 21,689
Case Management/Medical Services only 3,555
Total 25,244

1/ Represents the budgeted client caseload.

Case Management — Title XI X

The budget includes $37,804,400 and 755.5 FTE Positions
in FY 2012 for Case Management. These amounts consist
of:

General Fund
Long Term Care System Fund

12,461,600
25,342,800

These amounts fund the following adjustments:

Formula Growth
The budget includes an increase of $1,518,000 from the
General Fund in FY 2012 and a corresponding decrease
from the Long Term Care System Fund. This formula
adjustment consists of the federal match rate change.

Statewide Adjustments
The budget includes a decrease of $(283,000) in FY 2012
for statewide adjustments. This amount consists of

Genera Fund
Long Term Care System Fund

(126,600)
(156,400)

Background — In addition to providing case management
services to an estimated 21,689 clients receiving direct
services, this line item also provides case management
services only to another 3,555 clients.

Home and Community Based Services - Title XI X

The budget includes $706,956,600 and 94.5 FTE Positions
in FY 2012 for Home and Community Based Services
(HCBYS). These amounts consist of:

General Fund
Long Term Care System Fund

233,778,700
473,177,900

These amounts fund the following adjustments:
Formula Growth
The budget includes an increase of $24,178,900 in

FY 2012 for Formula Growth. This amount consists of:

Genera Fund
Long Term Care System Fund

66,110,400
(41,931,500)
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Besides the federa match rate change, the formula
adjustments include 5.0% enrollment growth in FY 2012
to alevel of 21,349 and no increase for medical inflation
(see Table 6).

Medicaid Waiver
The budget includes a decrease of $(4,789,900) in FY
2012 for reduced provider rates as outlined in the 1115
Medicaid Waiver Proposal submitted to the federal
government on March 31%, 2011. This amount consists of:

General Fund
Long Term Care System Fund

(1,566,300)
(3,223,600)

(Please see the Proposition 204 and Federal Waiver
Request in the AHCCCS section for additional detail).

Statewide Adjustments
The budget includes a decrease of $(101,000) in FY 2012
for statewide adjustments. This amount consists of:

General Fund
Long Term Care System Fund

(45,200)
(55,800)

Background — Monies in this line item fund residential
programs, day programs, and support services for clientsin
a broad range of settings, from those living independently
at home to those living in group homes. Monies also fund
staff in state-operated group homes, excluding the Arizona
Training Program at Coolidge (ATP-C).

Of the $706,956,600 in this line item, $695,234,100 funds
HCBS servicesto clients enrolled in the LTC program; the
other $11,722,500 funds program staff.

The budget aso includes $16,900,000 in deferred FY 2011
General Fund payments appropriated by Laws 2010, 7"
Special Session, Chapter 1, and defers the same amount for
FY 2012 to FY 2013. As aresult, the FY 2012 General
Fund amount of $233,778,700 would consist of
$16,900,000 from Chapter 1, and $216,878,700 from the
FY 2012 General Appropriation Act.

I nstitutional Services - Title XI X

The budget includes $19,305,900 and 74 FTE Positions in
FY 2012 for Institutional Services. These amounts consist
of:

General Fund
Long Term Care System Fund

6,379,200
12,926,700

These amounts fund the following adjustments:
Formula Growth

The budget includes a increase of $973,900 in FY 2012 for
Formula Growth. This amount consists of:

General Fund
Federal Medicaid Authority

1,080,800
(106,900)

Besides the federa match rate change, the formula
adjustments include 5.0% enrollment growth in FY 2012
to alevel of 216 and no increase for medical inflation (see
Table 6).

Statewide Adjustments
The budget includes a decrease of $(28,300) in FY 2012
for statewide adjustments. This amount consists of:

General Fund
Long Term Care System Fund

(12,700)
(15,600)

Background — Moniesin thisline item fund residential and
day programs to clients with more severe developmental
disabilities. These clients reside in Intermediate Care
Facilities for the Mentally Retarded (ICF/MRs) or other
nursing facilities, both privately and state-operated,
excluding the ATP-C.

Of the $19,305,900 in this line item, $13,930,500 funds
Institutional Services to clients enrolled in the LTC
program; the other $5,375,400 funds program staff.

Medical Services

The budget includes $138,931,600 and 35.4 FTE Positions
in FY 2012 for Medica Services. These amounts consist
of:

General Fund
Long Term Care System Fund

45,931,400
93,000,200

These amounts fund the following adjustments:
Formula Growth
The budget includes an increase of $7,308,000 in FY 2012

for Formula Growth. This amount consists of:

General Fund
Federal Medicaid Authority

8,069,800
(761,800)

Besides the federa match rate change, the formula
adjustments include 5.0% enrollment growth in FY 2012
to a level of 3,555 and no increase for medical inflation
(see Table 6).

Statewide Adjustments
The budget includes an increase of $(21,500) in FY 2012
for statewide adjustments. This amount consists of:

General Fund
Long Term Care System Fund

(9,600)
(11,900)
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Background — Of the $138,931,600 in this line item,
$134,625,800 funds Acute Care services to clients enrolled
in the LTC program; the other $4,305,800 funds the staff
of the division’s Managed Care unit.

Arizona Training Program at Coolidge - Title X1 X

The budget includes $15,582,100 and 383.7 FTE Positions
in FY 2012 for ATP-C. These amounts consist of:

General Fund
Long Term Care System Fund

5,137,700
10,444,400

These amounts fund the following adjustments:

Formula Growth
The budget includes an increase of $433,700 from the
General Fund in FY 2012 and a corresponding decrease
from the Long Term Care System Fund for Formula
Growth. This formula adjustment consists of the federal
match rate change.

Statewide Adjustments
The budget includes a decrease of $(106,600) in FY 2012
for statewide adjustments. This amount consists of:

Genera Fund
Long Term Care System Fund

(47,700)
(58,900)

Background — Moniesin thisline item fund an entire range
of services for DD clients residing at the ATP-C campus,
either in ICF/MRs or dtate-operated group homes
(SOGHSs).

At an estimated June 2012 caseload of 115, 95 in ICF/MRs
and 20 in state-operated group homes, the blended cost per
DD client at ATP-C will be $135,500.

Medicare Clawback Payments

The budget includes $2,496,900 from the General Fund in
FY 2012 for Medicare Clawback Payments. This amount
funds the following adjustments:

Formula Growth
The budget includes an increase of $730,600 from the
General Fund in FY 2012 for formula growth. Besides the
federal match rate change, the formula adjustments include
an adjustment for caseload growth associated with
Medicare Clawback Payments.

Background — DES is not required to pay for prescription
drug costs for members who are also ligible for Medicare.
Instead, DES is required to make “Clawback” payments to
Medicare based on a certain percent (80% in 2012) of the
estimated drug costs.

Case Management — State-Only

The budget includes $3,846,000 and 79.3 FTE Positions
from the General Fund in FY 2012 for state-only Case
Management. These amounts fund the following
adjustments:

Statewide Adjustments
The budget includes a decrease of $(39,200) from the
Genera Fundin FY 2012 for statewide adjustments.

Background — This line item funds case management
services to clients in the state-only DD program. As of
March 2011, there are approximately 7,669 clients in the
state-only program.

Home and Community Based Services — State-Only

The budget includes $32,615,300 and 53.6 FTE Positions
in FY 2012 for state-only Home and Community Based
Services. These amounts consist of:

Genera Fund
Long Term Care System Fund

28,625,000
3,990,300

These amounts fund the following adjustments:

Statewide Adjustments
The budget includes a decrease of $(8,100) from the
General Fund in FY 2012 for statewide adjustments.

Background — This line item funds residential programs,
day programs, and support services for clients in a broad
range of settings, from those living independently at home
to those living in group homes. It aso includes funding
for state-operated facilities, excluding ATP-C.

Of the $32,615,300 in this line item, $27,604,800 funds
Home and Community Based Services to clients enrolled in
the DD program, $1,691,500 funds program staff, and
$3,319,000 funds the Arizona Early Intervention Program.
The total amount is expected to provide a total of 7,910
member years of service.

The Arizona Early Intervention Program line item has
been shifted to the Home and Community Based
Services— State Only line item in FY 2012 and al years
have been displayed accordingly.

State-Funded Long Term Care Services

The budget includes $26,528,100 and 2 FTE Positions from
the Long Term Care System Fund in FY 2012 for State-
Funded Long Term Care Services. These amounts fund the
following adjustments:
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Statewide Adjustments
The budget includes a decrease of $(2,100) from the Long
Term Care System Fund in FY 2012 for statewide
adjustments.

Background — This line item funds a variety of services
ineligible for Federal Fund reimbursement from AHCCCS.
The most common service provided in thislineitemis room
and board. The program aso funds residential and day
programs to clients with more severe developmental
disabilities. These clients reside in Large Group Living
Facilities or other nursing facilities.

Of the $26,528,100 in this line item, $25,650,000 funds
State-Funded Long Term Care Servicesto clients enrolled in
the DD program; the other $878,100 funds program staff.

The Institutional Services - State Only and Arizona Training
Program a Coolidge - State Only line items have been
shifted to the State-Funded Long Term Care Services line
itemin FY 2012 and all years are displayed accordingly.

Employment and Rehabilitation Services

JOBS

The budget includes $13,005,600 and 93 FTE Positions for
JOBSin FY 2012. These amounts consist of:

Federal TANF Block Grant 9,894,700
Workforce Investment Act Grant 2,000,000
Special Administration Fund 1,110,900

These amounts are unchanged from FY 2011.

Thisline item provides job training and job search services
to clients currently receiving TANF Cash Benefits, as well
to former TANF recipients. These services are contracted
out to third-party vendors. Table 7 highlights total
estimated expenditures for the JOBS line item.

Table7
Estimated JOBS Expenditures

Expenditures Amount
Case Management $9,896,600
Job Training 2,516,800
FLSA Supplement 340,100
Work-Related Transportation 207,100
Job Search Stipends 45,000

Total $13,005,600

Day Care Subsidy

The budget includes $121,396,600 in FY 2012 for Day
Care Subsidy. Thisamount consists of:

Federal CCDF Block Grant
Federal TANF Block Grant

118,678,800
2,717,800

These amounts fund the following adjustments:

Eliminate General Fund Support

The budget continues a decrease of $(10,000,000) from the
General Fund approved in the mid-year FY 2011 revisions
to maintain the child care wait list. In addition, the budget
includes a decrease of $(13,771,300) from the Genera
Fund in FY 2012 to eliminate General Fund support for
day care subsidies. This change is estimated to eliminate
services for approximately 5,100 children in FY 2012.

The Welfare BRB (Laws 2011, Chapter 32) includes a
provision continuing to allow DES to reduce the maximum
income eligibility levels for child care assistance to
manage within appropriated and available monies. DESis
required to report to JLBC within 15 days of implementing
any changein eligibility levels.

This line item funds child care subsidies to TANF clients
engaged in job activities, low-income working individuals
under 165% of the Federal Poverty Level (FPL), and
children in the Child Protective Services (CPS) program.

This line item now includes the Transitional Child Care
program in which child care subsidies are provided to
clients who no longer receive TANF Cash Benefits due to
finding employment.

Depending on the population group to which they belong,
the length of time for which families are eligible to receive
child care subsidies is restricted by statute. For the low-
income working population, there is a 60-month
cumulative time limit per child. The Transitional Child
Care benefit is available for 24 months, and €ligible
families receiving TANF Cash Benefits are eligible aslong
asthey are receiving TANF Cash Benefits, which has a 24-
month cumulative lifetime time limit. The only population
for which there is no specified time limit is families
referred by CPS and children in Foster Care.

Subsidy Rates - The average subsidy paid to providers per
child is projected to be approximately $337 per month in
FY 2012. The maximum reimbursement rate paid by the
state for a 2-year-old child in Maricopa County is $27.93

per day.

Families in non-mandatory categories are required to make
co-payments to defray the state’s share of the cost of care.
For families with an income level at or below 100% of the
Federal Poverty Level (FPL), the required daily co-
payment for their first child in care is $2.00. Using the
$27.93 Maricopa rate, this $2.00 co-payment would
account for 7.2% of the total cost of care (with the state
paying the other 92.8%). By comparison, a family at
165% FPL is required to make a co-payment of $10.00 per
child. Using the same scenario as above, afamily at 165%
FPL would contribute 35.8% of the child’s day care costs.
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Casdloads — The estimated average number of children
receiving child care servicesin FY 2012 is projected to be
24,500 (see Table 8). DES initiated a waiting list for the
Low-Income Working category of child care services on
February 18, 2009. DES will continue to maintain the wait
list to manage the program within appropriated funds.

Table8
Children Served
Estimated
Category FY 2012Y
TANF 4,600
CPS 6,400
Low-Income Working 7,800
Transitional Child Care SLI 5,700
Total Served 24,500
1/ Represents projected average casel oad.

Rehabilitation Services

The budget includes $5,088,500 in FY 2012 for
Rehabilitation Services. This amount consists of:

General Fund 3,760,400
Spinal and Head Injuries Trust Fund 1,328,100

These amounts are unchanged from FY 2011.

The program is expected to serve up to 2,392 clients at an
average annual Total Funds cost of $6,074 per client.

In addition to these clients, the division is also expected to
serve 200 clients at an average annual cost of $3,622 per
client, using federal Socia Services Block Grant and
Arizona Industries for the Blind monies.

Background - This line item funds services for the
physicaly disabled to return them to the workforce. The
federal government provides 78.7% of funding for every
21.3% of state match. This line item also assists severely
disabled individuals in living more independently. Funds
are used to purchase technology assistance, adaptive aids
and devices, home modifications, and independent living
skills training.

The Assistive Technology and Independent Living
Rehabilitation line items have been shifted to the
Rehabilitation Services line item in FY 2012 and all years
are displayed accordingly.

Workforce | nvestment Act Services

The budget includes $51,654,600 from the Workforce
Investment Act (WIA) Grant in FY 2012 for the
Workforce Investment Act Services line item. This
amount is unchanged from FY 2011.

Background — These monies are the state’ s allotment of the
federal WIA Grant for job training activities of dislocated

workers and disadvantaged adults and youth. Of the total
grant received by the state, 85% is alocated to local
governments and 15% is retained at the state level. This
line item consolidates the previously separated WIA -
Discretionary and WIA - Local Government line items.

The alocation of the WIA Grant for workforce related
programsin FY 2012 isshown in Table 9.

Table9
FY 2012 WIA Grant Allocations

Category Amount
Local Governments $48,040,600
Discretionary 3,614,000
Administration 2,283,700 Y
JOBS 2,000,000

Total $55,938,300
1/ Thisfunding isincluded in the operating budget.
2/ Thisfunding isincluded in the JOBS lineitem.

Fund Transfers

The budget includes transfers from this agency’ s funds to
the General Fund. (Please see the Fund Transfers section
at the back of this report for more details.)

Other I ssues

Payment Deferral

The budget continues a $(7,000,000) decrease in the
payment deferra approved in the mid-year FY 2011
revisons. A totad of $35,000,000 in payments were
deferred from FY 2011 to FY 2012 and will be deferred
from FY 2012 to FY 2013. The FY 2012 Genera
Appropriation Act specifies that payments to child care
providers shall not be deferred, and May payments to
providers of developmentally disabled services shall not be
deferred. DES plans to defer a total of $35,000,000 in
payments from the Special Line Items specified below:

Children Support Services 6,200,000

Emergency and Residential Placement 1,800,000

Foster Care Placement 1,900,000

Home and Community Based 16,900,000
Services —Title XIX

Operating Budget 8,200,000

The original $42,000,000 deferral was reduced to
$35,000,000 in the mid-year FY 2011 revisions. Of the
$42,000,000, $15,200,000 was deferred from child care.
The mid-year FY 2011 revisions included a deferral shift
of $8,200,000 from child care to the operating budget
pending agency decisions how to allocate. The remaining
$7,000,000 reflects the reduction in the overall deferral
amount approved in the mid-year FY 2011 revisions.

The budget reflects a full 12 months of payments in
FY 2012, which consists of $35,000,000 deferred from
FY 2011 and $35,000,000 deferred to FY 2013. The
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FY 2011 General Appropriation Act appropriates
$35,000,000 in FY 2012 for the deferra of these
payments. As aresult, the FY 2012 General Fund amount
of $602,603,300 would consist of $35,000,000 from the
deferral appropriation and $567,603,300 from the General
Appropriation Act.

FY 2011 Adjustments

The budget includes a decrease of $(32,043,200) in mid-
year FY 2011 revisions, including $(43,482,200) from the
General Fund and $11,439,000 from Other Appropriated
Funds. Thisamount includes:

LTC Formula Growth

The FY 2011 budget forecasted June caseloads of 24,893.
Revised forecasts now estimate caseloads of 24,042, for
General Fund savings of $4,825,100. The enhanced
FMAP extension was $(17,312,100) lower than projected.
Asaresult, the net shortfall in LTC is $12,487,000.

TANEF Cash Benefits Caseload Adjustment

The budget includes a decrease of $(24,969,200) from the
General Fund to align funding with actual caseloadsin FY
2011. In June FY 2011 there is estimated to be 42,840
TANF Cash Benefit recipients, (27,160) below originally
budgeted FY 2011 caseloads.

Additional TANF Drawdown

The budget includes a decrease of $(15,000,000) from the
General Fund and a corresponding $15,000,000 increase in
federal TANF Block Grant funding from the Children’s
Support Services, Adoption Services, and Operating
Budget line items. The increased federal TANF Block
Grant funding was due to additional contingency fund
revenue that become available.

Child Care

The budget includes a decrease of $(10,000,000) from the
General Fund approved in the mid-year FY 2011 revisions
to maintain the child care wait list.

Adult Services

The budget includes a decrease of $(6,000,000) from the
General Fund approved in the mid-year FY 2011 revisions.
This decrease is offset by a corresponding increase from
federal Social Services Block Grant funding.

Reed Act Grant

The budget includes a decrease of $(3,561,000) from the
Reed Act Grant fund to align expenditures with fund
revenues.

TANF Block Grant
The budget appropriates $239,304,400 of the state's
federal TANF Block Grant allocation in FY 2012.

The agency has the option to roll forward 10% of the total
TANF Block Grant from FY 2011 into FY 2012
Contingency Fund and Emergency Contingency Fund

revenues are not included in the permanent revenue
calculation.

Table 10 provides detailed information on TANF

expenditures and appropriations.
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Table10

Special Lineltem
Operating

Administration
Attorney General Legal Services

Aging and Community Services
Community and Emergency Services
Coordinated Homeless Programs
Coordinated Hunger Program
Domestic Violence Prevention

Total — Aging and Community Services

Benefitsand Medical Eligibility
TANF Cash Benefits

Children, Youth and Families

Children Support Services

CPS Emergency and Residential Placement

Foster Care Placement

Permanent Guardianship Subsidy

Adoption Services

Adoption - Family Preservation Projects
Total — Children, Y outh and Families

Employment and Rehabilitation Services
JOBS
Day Care Subsidy
Total — Employment and Rehabilitation Services

TOTAL - DEPARTMENT OF ECONOMIC SECURITY

Beginning Balance

Administrative Adjustments
Non-Lapsing Authority from Prior Years
TANF Base Revenues

TANF Contingency Fund Revenues
TANF Stimulus Revenues

Total TANF Available

Ending Balance

Permanent Revenues vs Expenditures”

Revenues.

TANF Block Grant Spending

Actual Estimated Approved

FY 2010 FY 2011 FY 2012
$ 56,787,300 $ 80,936,200 $ 80,180,000
$ 175100 $ 222,700 $ 222,700
$ 3,763,400 $ 3,724,000 $ 3,724,000
1,649,500 1,649,500 1,649,500
396,700 500,000 500,000
6,197,300 6,620,700 6,620,700
$ 12,006,900 $12,494,200 $ 12,494,200
$ 88,377,300  $53,599,400 $ 53,599,400
$ 6,034,200 $30,254,100 $ 30,254,100
13,404,000 16,423,000 16,423,000
6,061,600 6,973,100 6,973,100
1,307,300 1,743,000 1,743,000
16,618,500 24,802,400 24,802,400
227,700 0 0
$ 43,653,300 $80,195,600 $ 80,195,600
$ 8921,700 $ 9,894,700 $ 9,894,700
2,508,000 2,717,800 2,717,800
$ 11,429,700 $12,612,500 $ 12,612,500
$212,429,600 $240,060,600 $239,304,400
$ 50,300 $ 5,823,200 $ 13,653,100
(18,071,100) 0 0
0 (2,300,000) 0
236,273,600 223,965,100 223,965,100
0 15,000,000 15,000,000
0 11,225,400 0
218,252,800 253,713,700 252,618,200
$ 5823200 $13,653,100 $ 13,313,800
23,844,000  (16,095500)  (15,339,300)

1/ Difference between Base Revenues and Total Expenditures. Contingency Fund Revenues are not included in Permanent
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Department of Education

FY 2010 FY 2011 FY 2012
ACTUAL ESTIMATE APPROVED

OPERATING BUDGET
Full Time Equivalent Positions 237.9 192.5 1925Y
Personal Services 4,859,300 4,899,700 4,899,700
Employee Related Expenditures 2,132,200 2,060,400 1,632,200
Professional and Outside Services 289,900 326,400 1,526,400
Travel - In State 12,600 16,100 16,100
Travel - Out of State 1,100 0 0
Other Operating Expenditures 2,528,300 1,079,900 850,800
Equipment 46,800 0 0
OPERATING SUBTOTAL 9,870,200 8,382,500 8,925,200 #
SPECIAL LINEITEMS
For mula Programs
Basic State Aid 2,853,052,800 3,047,240,800 3,061,676,600 4"
Additional State Aid 231,187,600 419,264,000 351,525,000
Specia Education Fund 35,242,100 35,242,100 33,242,100
Other State Aid to Districts 734,400 983,900 983,900
School Accountability and I mprovement
Achievement Testing 7,238,200 10,230,100 10,217,400
AIMS Intervention; Dropout Prevention 2,035,900 0 0
School Accountability 3,160,200 0 0
Education Services
Adult Education and GED 1,698,700 0 0
Chemical Abuse 244,000 0 0
English Learner Administration 3,551,300 4,063,900 3,958,200
Compensatory Instruction Fund Deposit 3,973,600 0 0
Arizona Structured English Immersion Fund 8,791,400 8,791,400 8,791,400
Family Literacy 360,200 0 0
Gifted Support 726,800 0 0
School Safety Program 4,028,000 0 0
State Block Grant - Early Childhood Education 6,515,600 0 0
State Block Grant - Vocational Education 11,503,800 11,492,700 11,492,700
Vocational Education Extended Y ear 238,500 0 0
Teacher Certification 1,797,000 2,227,800 1,781,200
State Board of Education
State Board of Education 893,200 907,500 894,300
AGENCY TOTAL 3,186,843,500 3,548,826,700 3,493,488,000 i‘jlj@l
FUND SOURCES
Genera Fund 3,162,536,900 3,493,050,500 3,436,528,700
Other Appropriated Funds
Education Learning and Accountability Fund 0 0 1,200,000
Permanent State School Fund 16,269,400 46,475,500 46,475,500
Proposition 301 Fund 6,077,500 7,000,000 7,000,000
Teacher Certification Fund 1,959,700 2,300,700 2,283,800

SUBTOTAL - Other Appropriated Funds 24,306,600 55,776,200 56,959,300

SUBTOTAL - Appropriated Funds 3,186,843,500 3,548,826,700 3,493,488,000
Other Non-Appropriated Funds 438,683,100 406,147,000 442,024,600
Federal Funds 1,660,239,400 1,307,503,900 987,897,800
TOTAL - ALL SOURCES 5,285,766,000 5,262,477,600 4,923,410,400
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AGENCY DESCRIPTION — The Department of Education is headed by the Superintendent of Public Instruction, an
elected constitutional officer. For FY 2012 it is anticipated that the department will oversee 238 school districts,
accommodation districts and Joint Technological Education Districts and approximately 400 charter schools in their provision
of public education from preschool through grade 12.

Operating Budget | New Data System

Laws 2011, Chapter 29, the K-12 Education Budget

The budget includes $8,925,200 and 97 FTE Positions for Reconciliation Bill (BRB), appropriates an estimated

the operating budget in FY 2012. These amounts consist

$1,200,000 in new fee revenue from the Education
Learning and Accountability Fund in FY 2012 for a new

of:
FY 2012 data system to collect, compile, maintain and report
General Fund $7.591,300 student level data for students attending public preschool,
Education Learning and Accountability Fund 1,200,000 K-12 and postsecondary educational programs in the state
Teacher Certification Fund 133,900 pursuant to A.R.S. § 15-249. The K-12 Education BRB
also repeals the current version of A.R.S. § 15-249
These amounts fund the following adjustments: pertaining to the new data system and replaces it with
revised language.
1 Includes 95.5 FTE Positions funded from Special Line Itemsin FY 2012.
2/ The operating lump sum appropriation includes $291,100 and 4 FTE Positions for average daily membership auditing and $200,000 and 2 FTE Positions

@

1

10/
11/

12/

13/

14/

15/

16/
17/

for information technology security services. (General Appropriation Act footnote)

Laws 2011, Chapter 29 appropriates an estimated $1,200,000 in fee revenues from the Education Learning and Accountability Fund for a new data
system. These monies are displayed as part of the Operating Subtotal.

Includes K-12 rollover appropriation of $952,627,700 from Laws 2010, 7" Special Session, Chapter 1. Laws 2011, Chapter 24 appropriates
$952,627,700 in FY 2013 to reflect the deferral of FY 2012 payments.

The above appropriation provides basic state support to school districts for maintenance and operations funding as provided by A.R.S. § 15-973, and
includes an estimated $46,475,500 in expendable income derived from the Permanent State School Fund and from state trust lands pursuant to
A.R.S. §37-521B for FY 2012. (General Appropriation Act footnote)

The portion of the above appropriation for basic state aid for charter school additional assistance pursuant to A.R.S. § 15-185B4 includes a $17,656,000
reduction. (General Appropriation Act footnote)

The Department of Education shall transfer $5,000,000 of its Basic State Aid appropriation for FY 2012 to the Education Learning and Accountability
Fund. (General Appropriation Act footnote)

Receipts derived from the Permanent State School Fund and any other non-state General Fund revenue source that is dedicated to fund Basic State Aid
will be expended, whenever possible, before expenditure of state General Fund monies. (General Appropriation Act footnote)

Except as required by A.R.S. § 37-521, al monies received during the fiscal year from national forests, interest collected on deferred payments on the
purchase of state lands, the income from the investment of permanent funds as prescribed by the Enabling Act and the Constitution of Arizona and all
monies received by the Superintendent of Public Instruction from whatever source, except monies received pursuant to A.R.S. § 15-237 and 15-531,
when paid into the State Treasury are appropriated for apportionment to the various counties in accordance with law. An expenditure shall not be made
except as specifically authorized above. (General Appropriation Act footnote)

Does not include monies from the federal Education Jobs Fund Program.

Before making any changes to the Achievement Testing program that will increase program costs, the State Board of Education shall report the estimated
fiscal impact of those changesto the Joint Legislative Budget Committee. (General Appropriation Act footnote)

The appropriated amount is to be used by the Department of Education to provide English language acquisition services for the purposes of A.R.S. § 15-
756.07 and for the costs of providing English language proficiency assessments, scoring and ancillary materials as prescribed by the Department of
Education to school districts and charter schools for the purposes of Title 15, Chapter 7, Article 3.1, Arizona Revised Statutes. The Department of
Education may use a portion of the appropriated amount to hire staff or contract with a third party to carry out the purposes of A.R.S. § 15-756.07.
Notwithstanding A.R.S. § 41-192, the Superintendent of Public Instruction also may use a portion of the appropriated amount to contract with one or
more private attorneys to provide legal services in connection with the case of Flores v. State of Arizona, No. CIV 92-596-TUC-RCC. (General
Appropriation Act footnote)

The State Board of Education program may establish its own strategic plan separate from that of the Department of Education and based on its own
Separate mission, goals and performance measures. (General Appropriation Act footnote)

The department shall provide an updated report on its budget status every 3 months for the first half of each fiscal year and every month thereafter to the
President of the Senate, the Speaker of the House of Representatives, the Chairpersons of the Senate and House of Representatives Appropriations
Committees, the Director of the Joint Legislative Budget Committee and the Director of the Governor's Office of Strategic Planning and Budgeting.
Each report shall include, at a minimum, the department's current funding surplus or shortfall projections for Basic State Aid and other major formula-
based programs and shall be due 30 days after the end of the applicable reporting period. (General Appropriation Act footnote)

Within 15 days of each apportionment of state aid that occurs pursuant to A.R.S. 8§ 15-973B, the department shall post on its website in an electronic
format the amount of state aid apportioned to each recipient and the underlying data. (General Appropriation Act footnote)

General Appropriation Act funds are appropriated as an Operating Lump Sum with Special Line Items by Agency.

In addition to these amounts, atotal of $329,700 GF and $64,900 OF is appropriated in FY 2012 for costs associated with an additional pay period.
(Please see the Agency Detail and Allocations section.)
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The estimated $1,200,000 amount will be generated by a
$6 one-time fee that the K-12 Education BRB requires
community colleges and universities to collect per full-
time student equivalent (FTSE) in FY 2012. The K-12
Education BRB requires community colleges and
universities to deposit those fee revenues into the newly-
created Education Learning and Accountability Fund
(A.R.S. § 15-249.02), which was aso established by the
K-12 Education BRB, on or before December 1, 2011.

The new data system also will be funded with $5,000,000
in Basic State Aid funding that the department is required
to transfer into the Education Learning and Accountability
Fund in FY 2012 pursuant to a footnote in the General
Appropriation Act. (See SAIS Replacement policy issue
under Basic State Aid for a related discussion.)

Statewide Adjustments
The budget includes a decrease of $(657,300) from the
General Fund in FY 2012 for statewide adjustments.
(Please see the Agency Detail and Allocations section.)

Formula Programs

Basic State Aid

The budget includes $3,061,676,600 for Basic State Aid in
FY 2012. Thisamount consists of:

General Fund
Permanent State School Fund

3,015,201,100
46,475,500

The $3,061,676,600 total does not include $86,280,500 in
“additional school day” funding from Proposition 301 that
will be allocated through Basic State Aid in FY 2012
because those monies are non-appropriated (see Table 1).
It also excludes local property taxes and federal Education
Jobs Fund Program monies that will help fund K-12
formula costs for FY 2012, as they aso are non-
appropriated.

The $3,105,201,100 appropriated total includes a net
General Fund increase of $14,435,800 and no change from
the Permanent State School Fund for FY 2012. These
amounts fund the following adjustments;

Base Adjustment - FY 2011 Supplemental

The budget includes a decrease of $(1,865,100) from the
General Fund in FY 2012 to €iminate onetime
supplemental funding for Basic State Aid. Section 118 of
the FY 2012 General Appropriation Act appropriated
$1,865,100 from the General Fund in FY 2011 to for-profit
charter schools in order to fund a Basic State Aid funding
shortfall for them for FY 2011. The FY 2012 budget
assumes a Basic State Aid shortfall of roughly
$100,000,000 for FY 2011 and the K-12 Education BRB

requires school districts and not-for-profit charter schools
to address their portion of that shortfall with monies
provided by the Federal Education Jobs Fund Program Act
of 2011 (Public Law No. 111-126). For-profit charter
schools were not eligible to receive Education Jobs Fund
Program monies, so a Genera Fund supplemental was
instead provided for them for FY 2011. (Please see the
“ Federal Funds Cut/Backfill” narrative under Basic Sate
Aid for further discussion of Education Jobs Fund
Program monies.)

Tablel
FY 2012 Basic State Aid Formula Summary
General Fund
FY 2011 Appropriation (with supplemental) $3,000,765,300
Base Adjustment — prior year supplemental ¥ (1,865,100)
Base Adjustment — ARRA Z 92,800,000
Base Adjustment — Enrollment Growth & Misc¥ 50,000,000
Enrollment Growth @ 1.6% 90,877,800
Property Taxes from New Construction (24,182,300)
0.9% Inflator 3,835,400
Soft Capital Reduction (23,000,000)
CORL Reduction (63,864,800)
Federal Funds Cut/Backfill — EDUJobs ¥ (35,000,000)
Charter School Additional Assistance Reduction (7,656,000)
JTED QTR Offset 4,485,700
JTED 9" Grade Funding (29,780,100)
Career Ladder Phase Out (14,500,000)
Retirement Shift (32,714,800)
SAIS Replacement 5,000,000
FY 2012 budget 3,105,201,100
Per manent State School Fund (no change) 46,475,500
Prop 301 Sales Tax (no change) ¥ 86,280,500
Local Property Taxes e
FY 2011 Base 2,279,258,100
Property Taxes from New Construction 24,182,300
FY 2012 estimated ¢ 2,303,440,400
Federal Monies®
ARRA 2 (92,800,000)
Education Jobs Fund Program 35,000,000
(57,800,000)
Grand Total (all sources)Z $5,483,597,500

1/ To offset gain of one-time FY 2011 supplemental monies.

2/ To offset loss of one-time monies from the American Recovery and
Reinvestment Act (ARRA).

3/ For prior year shortfall due to higher than budgeted enrollment growth
and other technical factors.

4/ The budget permits school districts to use federa Education Jobs
Fund Program monies to offset an additional $(35,000,000) CORL
reduction for FY 2012.

5/ Non-appropriated, so excluded from appropriated totals.

6/ An estimated $352 million of this total will be funded by the state
through the Homeowner’ s Rebate.

7/ Statutory formula cost would be approximately $310 million higher

without the Soft Capital, CORL, charter school Additional Assistance

and JTED reductions that are included in the budget on a session law
basis.
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Base Adjustment - ARRA

The budget includes an increase of $92,800,000 from the
General Fund in FY 2012 in order to restore a one-time
funding reduction authorized for FY 2011 by Laws 2010,
7" Specia Session, Chapter 1. Chapter 1 reduced General
Fund funding for Basic State Aid by $(92,800,000) on a
one-time basis in FY 2011 due to the availability of State
Fisca Stabilization Fund (SFSF) monies from the
American Recovery and Reinvestment Act of 2009
(ARRA).

Base Adjustment - ADM
The budget includes an increase of $50,000,000 from the
General Fund in FY 2012 in order to adjust the program’s
base budget for prior year shortfalls that occurred due to
higher than budgeted Average Daily Membership (ADM)
growth and other technical factors.

Enrollment Growth

The budget includes an increase of $90,877,800 from the
General Fund in FY 2012 for enrollment growth. This
assumes that total K-12 formula costs will increase by
approximately 1.6% in FY 2012 dueto 1.2% ADM growth
for K-12 students as awhole (see Table 2) and 4.1% ADM
growth for students in special education (see Table 3).
Both types of growth affect formula costs, as specia
education students receive “add on” funding in addition to
the formula monies that they receive for being part of the
overall K-12 student population.

Table2
K-12 ADM (unweighted)
%
Districts Charters  Total Change Change
2008 951,117 93,668 1,044,785 20,384 2.0%
2009 944,337 99,018 1,043,355 (1,430) (0.1)%
2010 948,388 107,476 1,055,864 12,509 1.2%
2011 est 949,168 116,579 1,065,747 9,883 0.9%
2012 est 953,279 124,776 1,078,055 12,308 1.2%
Table3
Special Education ADM (unweighted)
%
Digtricts Charters  Total Change Change
2008 14,402 498 14,900 948 6.8%
2009 15,298 588 15,886 986 6.6%
2010 est 15,498 714 16,212 326 2.0%
2011 est 16,040 837 16,877 665 4.1%
2012 est 16,602 967 17,569 692 4.1%

Property Taxes from New Construction
The budget includes a decrease of $(24,182,300) from the
General Fund in FY 2012 due to a projected 1.5% increase
in statewide Net Assessed Vaue (NAV) from new
construction in FY 2012. Thiswill increase local property
tax revenues from the K-12 “Qualifying Tax Rate” (QTR)
and State Equalization Tax Rate (SETR) by an estimated
$24,182,300 in FY 2012. It also will decrease state costs
by $(24,182,300), since QTR and SETR revenues offset
state formula costs on a dollar for dollar basis.

Statewide NAV for property aready on the tax rolls
(“existing property”) is expected to decrease by (16.3)% in
FY 2012, resulting in a net (14.8)% NAV decline for new
construction and existing property combined for FY 2012.

The projected (16.3)% NAV decline for existing property
will not affect net QTR or SETR collections in FY 2012,
however, because A.R.S. § 41-1276 (the “Truth in
Taxation” or “TNT” law) requires the QTR and SETR to
be adjusted each year in order to offset NAV changes for
existing properties. As a result, the QTR will increase to
$3.54 (from $2.96 currently) and the SETR will increase to
$0.43 (from $0.36 currently) in FY 2012 in order to offset
the estimated (16.3)% NAV decrease for existing property
(see Table 4).

Table4

TNT Tax Rates
Tax Rate
Qualifying Tax Rate (QTR)

EY 2011 FEY 2012

e High School districts and elementary districts  $1.4797  $1.7682
located within a high school district

o Unified districts and elementary districtsnot ~ $2.9594  $3.5364
located within a high school district

o State Equalization Tax Rate (SETR) $0.3564  $0.4259

0.9% Inflation Adjustment

The budget includes an increase of $3,835,400 from the
General Fund in FY 2012 for a 0.9% inflation increase in
the transportation funding levels prescribed in A.R.S. §
15-945A5 and the charter school “Additional Assistance”
amounts prescribed in A.R.S. § 15-185B. It does not
include a 0.9% increase in the “base level” prescribed in
A.RS. § 15-901B2, which remains in FY 2012 at the
FY 2011 level of $3,267.72 pursuant to a provision in the
K-12 Education BRB. Funding a 0.9% increase in the
base level would have cost an additional $39,895,400 for a
total inflation adjustment of $43,730,800.

A.R.S. § 901.01 (established by Proposition 301) requires
the Legidature to increase the “base level or other
components of the Revenue Control Limit” (RCL) by 2%
or by the change in the GDP price deflator for the most
recent prior calendar year, whichever isless. The FY 2012
adjustment is 0.9%, which equals the GDP price deflator
for caendar year 2010. A.R.S. § 15-901.01 prohibits the
Legidature from setting a base level that is lower than the
FY 2002 base level of $2,687.32.

Prior to FY 2011, the base level, transportation and charter
additional assistance levels al were increased annually for
inflation. In FY 2011, only the latter 2 items were
increased for inflation. A lawsuit was subsequently filed
with the State Supreme Court in August 2010 contending
that the state must also increase the base level annually for
inflation. The Supreme Court declined special-action
jurisdiction over the case in September 2010 and it was
refiled in Maricopa County Superior Court in October
2010. The Maricopa County Superior Court dismissed the
lawsuit in February 2011, finding that the inflation
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adjustment provision in Proposition 301 “is not self-
executing.” That ruling is being appealed, with ora
arguments anticipated in fall 2011.

Soft Capital Reduction

The budget includes a decrease of $(23,000,000) from the
Gengral Fund in FY 2012 for Soft Capita funding
authorized by A.R.S. § 15-962. This decrease is in
addition to a $(165,120,700) session law reduction
continued from FY 2011 (from Laws 2010, 7" Specid
Session, Chapter 8). In total, Soft Capital funding will be
$(188,120,700) below the formula requirement in
FY 2012.

The $(188,120,700) reduction is authorized by the K-12
Education BRB. Unlike prior years, the K-12 Education
BRB does not reduce by 50% the Soft Capital reductions
that small school districts will experience for the year. It
caps at $5,000,000, however, the sum of Soft Capital and
Capital Outlay Revenue Limit (CORL) reductions
(discussed below) in FY 2012 for school districts with a
student count of fewer than 1,100 pupils. The
$(188,120,700) Soft Capital reduction leaves an estimated
$23,988,100 in Soft Capital funding available to school
districts statewide for FY 2012.

On arelated note, Laws 2011, Chapter 195 amends A.R.S.
§ 15-962 to allow school districts to spend Soft Capital
funding on any operating or Soft Capital item. Prior to this
change, school districts could only spend Soft Capital
monies on short-term capital items, such as technology,
textbooks, buses, furniture and equipment, although that
provision has been suspended on a session law basis in
recent yearsin the K-12 Education BRB.

CORL Reduction

The budget includes a decrease of $(63,864,800) from the
General Fund in FY 2012 for CORL funding authorized by
A.RS. 8 15-961. The $(63,864,800) reduction is
authorized by the K-12 Education BRB, which also
authorizes an additional $(35,000,000) CORL reduction in
FY 2012 that school districts may offset with federal
Education Jobs Fund Program monies (see separate policy
issue below). The 2 CORL reductions combined |leave an
estimated $153,403,700 in CORL funding available to
school districtsfor FY 2012.

CORL monies originally were earmarked for capital costs
only, but since 1986 school districts have been allowed to
use them also for operating costs. In FY 2010 (latest
available data) schools used approximately 63% of their
CORL monies for operating expenditures.

Federal Funds Cut/Backfill
The budget includes a decrease of $(35,000,000) from the
General Fund in FY 2012 for CORL funding authorized by
A.RS 8§ 15961. The $(35,000,000) reduction is
authorized by the K-12 Education BRB, which also
authorizes the $(63,864,800) CORL reduction for FY 2012

described above. The K-12 Education BRB authorizes
school districts to use federal Education Jobs Fund
Program (“EduJobs’) moniesin FY 2012 in order to offset
the $(35,000,000) reduction. The U.S. Department of
Education allocated $207,657,300 in “EduJobs’ monies to
Arizona school districts and charter schools in August
2010. Those monies may be spent on salaries, benefits and
other general operational expenses and must be expended
by September 30, 2012. As of ealy May 2011,
$101,367,000 of EduJobs monies had not yet been
expended.

Charter School Additional Assistance

The budget includes a decrease of $(7,656,000) from the
General Fund in FY 2012 for charter school Additional
Assistance funding authorized by A.R.S. § 15-185B4.
This change is authorized by the K-12 Education BRB and
is separate from the 0.9% increase in charter school
Additional Assistance per pupil funding that is discussed
in the “0.9% Inflation Adjustment” narrative above.

JTED QTR Offset

The budget includes an increase of $4,485,700 from the
General Fund in FY 2012 in order to offset a reduction in
QTR revenues that Joint Technical Education Districts
(JTEDs) otherwise would experience due to declining
property values. Property owners in JTED member
districts pay an additional 5¢ QTR annually to support
their JTED pursuant to A.R.S. § 15-971B3. Revenues
from the 5¢ tax rate will decrease by an estimated
$(4,485,700) in FY 2012 due to the (14.8)% decline in
statewide property values that is anticipated for FY 2012.
Unlike school districts’ main QTR, the JTED QTR is set at
5 cents and does not change with property values.

JTED 9" Graders

The budget includes a decrease of $(29,780,100) from the
General Fund in FY 2012 to eliminate state funding for
JTED 9" Graders. The K-12 Education BRB amends
A.R.S. § 15-393 to prohibit JTEDs from including 9"
Grade pupils in their ADM counts. This is expected to
reduce Basic State Aid funding to JTEDs by
$(29,780,100), since 9" Graders currently account for
approximately 26% of all JTED ADM. Laws 2011,
Chapter 258, however, permits JTEDs to continue to serve
9" Grade pupils using local QTR monies only.

Career Ladder Phase Out
The budget includes a decrease of $(14,500,000) from the
General Fund in FY 2012 for the first year of a 5-year
phase out of Career Ladder funding required by the K-12
Education BRB. The K-12 Education BRB reduces
existing Career Ladder funding by 20% per year over the
next 5 fiscal years, which would eliminate program
funding by FY 2016. It also phases out state funding first,
which maximizes the state savings in the initial years of
the phase out. The budget assumes that Career Ladder
districts otherwise would receive $72,500,000 in Career
Ladder funding for FY 2012, including an estimated
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$32,542,800 in state funding and $39,957,200 from local
property taxes.

On a related note, the K-12 Education BRB also repeals
the teacher performance pay plan in A.R.S. §15-977G3.
That law would have phased in Career Ladder funding for
all school districts and charter schools by the end of FY
2018. Currently only 28 school districts participate in
Career Ladder and no new districts have been admitted
into the program since FY 1994.

Retirement Shift

The budget includes a decrease of $(32,714,800) from the
General Fund in FY 2012 for a retirement funding shift
required by Laws 2011, Chapter 26 (the Budget
Procedures BRB). As permanent law, Chapter 26 changed
the employee/employer contribution split for the Arizona
State Retirement System (ASRS) from 50/50 to 53/47,
which will reduce employee benefit costs for public
schools by an estimated $(32,714,800) in FY 2012
Chapter 26 requires the department to reduce Basic State
Aid funding to public schoolsin FY 2012 by the amount of
the estimated savings in order to capture a state savings for
this issue. This will reduce Basic State Aid costs by an
estimated $(32,714,800) in FY 2012. (Please see the
budget pages for the Arizona Sate Retirement System for
mor e information.)

SAI S Replacement

The budget includes an increase of $5,000,000 from the
General Fund in FY 2012 in order to help fund a new
statewide data system for public preschool, K-12 and
postsecondary educational programs pursuant to A.R.S. §
15-249. A footnote in the Genera Appropriation Act
requires the department to transfer these monies to the
Education Learning and Accountability Fund, which will
be the funding source for the new data system (see New
Data System policy issue above for related discussion).

Endowment Earnings

The budget includes no change from the Permanent State
School Fund in FY 2012 for endowment earnings funding
for Basic State Aid. Thisis due to no estimated change in
$25,787,500 of FY 2012 debt service costs for State
School Trust Revenue Bonds and Qualified Zone
Academy Bonds (QZABs) that were issued by the School
Facilities Board (SFB) in prior years in order to fund
deficiencies correction in public schools. This leaves the
amount of land trust monies available to fund Basic State
Aidin FY 2012 at $46,475,500 (unchanged).

Endowment Earnings consist of interest on securities held
in the Permanent State School Fund, receipts from leases
of state lands and interest paid to the State Land
Department by buyers of state trust land who purchase
land on an installment basis. “Principal” on those
purchases is not considered expendable and is instead
deposited into the Permanent State School Fund for
investment by the State Treasurer.

Rollover

The budget includes no change from the General Fund in
FY 2012 for the K-12 rollover. This continues to defer
$952,627,700 of current year (now FY 2012) state aid
payments until the following fiscal year (now FY 2013).
As a result, the 12 monthly payments that school districts
will receive in FY 2012 under the budget will again consist
of 3 deferred payments from the prior year and 9 (rather
than 12) payments from the current year. Laws 2010, 7"
Special Session, Chapter 1 advance appropriated
$952,627,700 from the General Fund in FY 2012 in order
to fund the $952,627,700 deferred obligation from
FY 2011. Those monies therefore do not appear in the FY
2012 General Appropriation Act. That Act, however,
advance appropriates $952,627,700 from the General Fund
in FY 2013 in order to fund the deferred FY 2012
obligation.

As aresult of existing rollovers, the base budget for Basic
State Aid going into FY 2012 continues to include a total
deferred obligation of $952,627,700. That amount
includes $272,627,700 for the original FY 2008 rollover,
$330,000,000 for the additional FY 2009 rollover and
$350,000,000 for the additional FY 2010 rollover.

Continuation of Prior Year Session Law
The budget includes no change from the General Fund in
FY 2012 for the following session law changes from
FY 2011, which are continued for FY 2012 by the K-12
Education BRB:

e Joint Technological Education Districts — Fund state
aid for JTEDs at 91% of the amount that otherwise
would be provided by law.

e Early Graduation Scholarship Program — Suspend new
funding for the program, but allow current participants
to continue to receive scholarships to the extent
permitted by existing fund balances.

Additional State Aid

The budget includes $351,525,000 in FY 2012 from the
General Fund for Additional State Aid (ASA). These
amounts fund the following adjustments:

Changesin Property Valuesand Tax Rates

The budget includes an increase of $2,761,000 from the
Genegral Fund in FY 2012 for projected changes in
property values and tax rates for homeowners statewide for
FY 2012. This assumes a (14.9)% decline in property
values for Class Ill properties (owner occupied homes,
both new and existing) statewide and a 19.5% increase in
the average QTR paid by homeowners.

Homeowner’s Rebate on QTR Only
The budget includes a decrease of $(70,500,000) from the
General Fund for limiting the Homeowner's Rebate to
only the K-12 QTR starting in FY 2012. This change is
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required by Laws 2010, 7" Special Session, Chapter 8.
Through FY 2011, school primary taxes for desegregation,
the small school district budget exemption (A.R.S. §
15-949), the difference between a district’s Transportation
Revenue Control Limit (TRCL) and its Transportation
Support Level (TSL), and interest on registered warrants
also are subsidized with Homeowner’ s Rebate funding.

Background — Additional State Aid is authorized by A.R.S.
§ 15-972, which requires the state to pay 40% of each
homeowner’s school district primary property taxes, up to
amaximum of $600 per parcel. The program also pays for
any portion of a homeowner’s primary property taxes for
all taxing jurisdictions combined (not just schools) that
exceed 1% of the full cash value of their home.

On a related note, the Commerce Authority Bill (Laws
2011, 2™ Specia Session, Chapter 1) limits the
Homeowners' Rebate to the primary residence of in-state
residents only and requires homeowners to submit an
affidavit that a home is their primary residence. These
changes are expected to take effect starting in FY 2013 and
reduce program costs by approximately $(39,000,000)
starting that year.

Chapter 1 also increases the Homeowners Rebate
percentage for FY 2014 through FY 2018 by an amount to
be determined by the Department of Revenue that would
offset for homeowners the tax shift that otherwise would
occur under the bill due to assessment ratio changes for
Class 1 and Class 2 properties. This provision is estimated
to increase Homeowners' Rebate costs by $15,600,000 in
FY 2014 with the increase growing to $93,000,000 by FY
2017, when the bill is fully implemented.

| Special Education Fund

Starting in FY 2012, the Special Education Fund also will
fund Arizona Empowerment Scholarship Accounts (ESAS)
pursuant to Laws 2011, Chapter 75. Chapter 75 authorizes
the parents of a child with a disability to participate in an
ESA for their child if the child 1) attended a public school
for at least the first 100 days of the prior fiscal year and
transferred to a qualified private school, 2) participated in
the ESA program in the prior year, or 3) received in the
prior year a scholarship from a “corporate” school tuition
organization pursuant to A.R.S. § 43-1505.

Chapter 75 requires the department to transfer annually to
the State Treasurer for deposit into a qualifying pupil’s
ESA an amount equal to 90% of the base support level
funding that the pupil otherwise would receive for the
fiscal year if they attended public school. The cost to the
Special Education Fund of this provision is expected to be
offset by the Basic State Aid savings associated with the
student’s departure from public school. Chapter 75
requires parents to renew their child’'s ESA annually.

Other State Aid to Districts

The budget includes $983,900 from the General Fund in
FY 2012 for Other State Aid to Districts. This amount is
unchanged from FY 2011.

This amount includes $880,200 (unchanged) for
Certificates of Educationa Convenience pursuant to
A.R.S. § 15-825 and $103,700 (unchanged) for Assistance
to School Didtricts for Children of State Employees
(ASDCSE) pursuant to A.R.S. § 15-976.

School Accountability and I mprovement

The budget includes $33,242,100 and 1 FTE Position from
the General Fund in FY 2012 for the Special Education
Fund Special Line Item. These amounts fund the
following adjustments:

Base Adjustment
The budget includes a decrease of $(2,000,000) from the
General Fund in FY 2012 as a base adjustment in order to
eliminate surplus program funding. Program costs have
decreased in recent years due to declines in specid
education voucher caseloads at the Arizona State School
for the Deaf and the Blind (ASDB).

The Special Education Fund provides funding for special
education costs of students from 1) Arizona State Schools
for the Deaf and the Blind, 2) Arizona State Hospital
(ASH), or 3) developmentally disabled programs operated
by DES [A.RS. § 15-1202]. It aso funds costs of
residential education for students who require a private
residential specia education placement, or who are placed
in aresidential education facility by a state placing agency.

Achievement Testing

The budget includes $10,217,400 and 3 FTE Positions in
FY 2012 for Achievement Testing. These amounts consist
of:

General Fund
Proposition 301 Fund

3,217,400
7,000,000

These amounts fund the following adjustments:

Statewide Adjustments
The budget includes a decrease of $(12,700) from the
General Fund in FY 2012 for statewide adjustments.

This Special Line Item funds costs of developing,
administering and scoring achievement tests required by
A.RS. § 15-741. The Proposition 301 amount of
$7,000,000 for Achievement Testing is from the “up to $7
million” allowable appropriation for School Accountability
in A.R.S. § 42-5029E7.
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Table 5 shows current achievement testing costs by year
under the current 5-year contract. The state typically funds
approximately 55% of annual testing costs and federal
monies typically fund about 45% of those costs.

Table5

Current Achievement Testing

Contract Cost by Year

Fiscal Year Contract Cost
FY 2010 $11,833,200
FY 2011 13,487,600
FY 2012 15,001,000
FY 2013 13,652,300
FY 2014 14,243,100

Total $68,217,200

AIMS Intervention; Dropout Prevention

The budget includes no funding in FY 2012 for the AIMS
Intervention; Dropout Prevention program. Moniesin this
line item provided additional academic support for high
school pupils considered most likely to drop out of school
pursuant to A.R.S. § 15-809. This SLI was eliminated in
the FY 2011 budget.

The K-12 Education BRB continues to notwithstand for
FY 2012 an annua performance audit requirement for the
programin A.R.S. § 15-809C.

School Accountability

The budget includes no funding in FY 2012 for School
Accountability. Program funding was used primarily to
cover costs of solution teams that are assigned to help
underperforming schools pursuant to A.R.S. § 15-241P.
Program funding also was used to fund analysis of student
achievement testing data in order to determine the
academic effectiveness of individual schools and to fund a
portion of maintenance costs of the Student Accountability
Information System (SAIS). This SLI was eliminated in
the FY 2011 budget.

Education Services

Adult Education and GED

The budget includes no funding in FY 2012 for Adult
Education and GED (General Education Development).
The program funded immigrant education and adult basic
education programs that received funding through the
department pursuant to A.R.S. § 15-234. This SLI was
eliminated in the FY 2011 budget.

Chemical Abuse

The budget includes no funding in FY 2012 for the
Chemical Abuse SLI. The program funded chemical abuse
prevention programs for students in Grades K-12 pursuant
to A.R.S. §15-712. This SLI was eliminated in the FY
2011 budget.

English Learner Administration

The budget includes $3,958,200 and 24.5 FTE Positions
from the General Fund in FY 2012 for English Learner
Programs. These amounts fund the following adjustments:

Statewide Adjustments
The budget includes a decrease of $(105,700) from the
Genera Fund in FY 2012 for statewide adjustments.

The program was originally authorized by Laws 2006,
Chapter 4 in order to address the Floresv. State of Arizona
litigation. The lawsuit was filed in federal court in 1992
by parents of children enrolled in the Nogales Unified
School District. Litigation in the case has been ongoing.
The timeline for final resolution in the case in district court
is unknown at the time of this writing. (See FY 2011
Appropriations Report for additional history of thisissue.)

The SLI funds costs associated with implementing the
English Language Education requirementsin A.R.S. § 15-
751 through 15-757. Those requirements pertain primarily
to additional testing, teacher training and instructional
services prescribed for English Learners.

Compensatory I nstruction Fund Deposit

The budget includes no funding in FY 2012 for the
Compensatory Instruction Fund Deposit. The program
funded individual or small group instruction, extended day
classes, summer school or intersession school for English
Learners pursuant to A.R.S. 8§ 15-756.11. This SLI was
eliminated in the FY 2011 budget.

Arizona Structured English Immersion Fund

The budget includes $8,791,400 from the General Fund in
FY 2012 for the Arizona Structured English Immersion
Fund. Thisamount isunchanged from FY 2011.

The Arizona Structured English Immersion Fund was
established by Laws 2006, Chapter 4 (A.R.S. § 15-756.04).
Monies in the fund are distributed to school districts based
on amounts that they request pursuant to A.R.S. § 15-
756.04C.
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Family Literacy

| Vocational Education Extended Year

The budget includes no funding in FY 2012 for Family
Literacy. The program sought to increase the basic
academic and literacy skills of undereducated |ow-income
parents and their preschool children pursuant to A.R.S.
§15-191.01. This SLI was eliminated in the FY 2011
budget.

The budget includes no funding in FY 2012 for Vocational
Education Extended Year. This funding was used to
enable students to attend an extended year or summer
school program in a joint technological education district
pursuant to A.R.S. § 15-783.02. This SLI was eliminated
inthe FY 2011 budget.

Gifted Support

Teacher Certification

The budget includes no funding in FY 2012 for Gifted
Support. The program funded Gifted Education pursuant
to A.R.S. 815-779.03. ThisSLI was eliminated in the FY
2011 budget.

School Safety Program

The budget includes no funding in FY 2012 for the School
Safety Program. The program, however, will continue to
receive $7,800,000 in Proposition 301 sales tax monies
that are automatically appropriated to it each year pursuant
to A.R.S. § 42-5029ES6.

The program places peace officers and juvenile probation
officers in schools pursuant to A.R.S. § 15-154. General
Fund funding for the program was eliminated in the FY
2011 budget.

State Block Grant for Early Childhood Education

The budget includes no funding in FY 2012 for the State
Block Grant for Early Childhood Education. The program
provided block grants to school districts and charter
schools for efforts aimed at improving the academic
achievement of pupils in preschool through Grade 3
pursuant to A.R.S. § 15-1251. This SLI was €eliminated in
the FY 2011 budget.

State Block Grant for VVocational Education

The budget includes $11,492,700 and 31 FTE Positions
from the General Fund in FY 2012 for the State Block
Grant for Vocational Education. These amounts are
unchanged from FY 2011.

The program provides block grants to school districts and
charter schools that have Career and Technical Education
(CTE) programs. CTE programs also currently receive
approximately $26,000,000 in federal funding annually
pursuant to the Carl D. Perkins Vocational and Technical
Education Act of 2006. Those monies are subject to a
federal “maintenance of effort” (MOE) provision that
requires a state to continue to spend at least as much on
CTEinagiven fiscal year asit did in the prior fiscal year.

The budget includes $1,781,200 and 27 FTE Positions
from the Teacher Certification Fund in FY 2012 for
Teacher Certification. These amounts fund the following
adjustments:

Eliminate Temporary Loan
The budget includes a decrease of $(429,700) from the
General Fund in FY 2012 to eliminate temporary start up
funding that was loaned to the newly-created Teacher
Certification Fund for FY 2011.

Statewide Adjustments
The budget includes a decrease of $(16,900) from the
Teacher Certification Fund in FY 2012 for statewide
adjustments.

The program processes applications for teacher and
administrator certification, including certification renewal.
It is funded through fees paid by certification applicants
pursuant to A.R.S. § 15-531.

State Board of Education

State Board of Education

The budget includes $894,300 and 9 FTE Positions in FY
2012 for the State Board of Education. These amounts
consist of:

Genera Fund
Teacher Certification Fund

525,600
368,700

These amounts fund the following adjustments:

Statewide Adjustments
The budget includes a decrease of $(13,200) from the
General Fund in FY 2012 for statewide adjustments.

The 11-member State Board of Education establishes
programs, initiates policies and enforces laws and
regulations relating to schools and the educational
development of the individual child as provided in
A.R.S.815-203. The board members other than the
Superintendent of Public Instruction are appointed by the
Governor for 4-year terms.
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Fund Transfers

The budget includes transfers from this agency’s funds to
the General Fund. (Please see the Fund Transfers section
at the back of this report for more details.)

Additional Legisation

Additional Repeals

In addition to provisions described above, the K-12
Education BRB repeals the “actua utilities” formula in
A.R.S. § 15-910.04 and the specia education cost study
required by A.R.S. § 15-236.

Classroom Site Fund, Bonding and Overrides

Laws 2011, Chapter 344 sets the Classroom Site Fund
(CSF) per pupil amount at $120, rather than the $94
amount established pursuant to A.R.S. § 15-977G1. This
will alow public schools to spend an additional $26 per
pupil from their local level CSF during FY 2012 either by
borrowing the difference temporarily from their other local
funds or by funding it with surplus FY 2012 CSF revenues,
if any.

Chapter 344 aso allows schoal districts to base their FY
2012 override funding on an aternative Revenue Control
Limit (RCL) that assumes a 0.9% increase in the per pupil
“base level” for FY 2012 (which the budget did not fund)
and a weighted student count for Kindergarten that
assumes that the Kindergarten “Group B” weight repealed
by the FY 2011 budget is till in effect. This is expected
to give school districts statewide roughly $27,000,000 in
additional override funding capacity for FY 2012 beyond
what would exist under the “regular” RCL computation.
K-12 overrides are based on a percentage of a school
district’s RCL.

In addition, Chapter 344 increases Class B bonding
capacity for school construction and other long-term
capital needs from 10% to 20% for unified school districts
and from 5% to 10% for other school districts for bonds
approved by voters before April 15, 2011. It also allows
school districts to seek voter approval to change spending
plans for bonds already approved and extend from 6 to 10
years the time period to issue Class B Bonds authorized in
2009 and earlier.
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Department of Emergency and Military Affairs

FY 2010 FY 2011 FY 2012
ACTUAL ESTIMATE APPROVED

PROGRAM BUDGET
Administration 1,527,200 3,705,300 1,621,300
Emergency Management 3,477,800 4,705,300 4,741,300
Military Affairs 4,156,700 4,256,300 2,585,400
AGENCY TOTAL 9,161,700 12,666,900 8,948,000
OPERATING BUDGET
Full Time Equivalent Positions 84.6 83.6 83.61%
Personal Services 1,746,000 1,721,100 1,721,100
Employee Related Expenditures 708,500 649,100 507,900
Professional and Outside Services 87,400 111,200 111,200
Travel - In State 62,600 53,800 53,800
Travel - Out of State 14,200 13,700 13,700
Other Operating Expenditures 2,255,300 2,490,600 2,427,600
Equipment 102,000 118,400 118,400
OPERATING SUBTOTAL 4,976,000 5,157,900 4,953,700
SPECIAL LINEITEMS
Governor's Emergency Fund 1,772,100 2,900,000 2,900,000 ¥
Military Airport Planning 0 2,115,000 90,000 ¥
Nuclear Emergency Management Fund 895,100 929,500 1,004,300 ¢
Project Challenge 1,518,500 1,564,500 0
AGENCY TOTAL 9,161,700 12,666,900 8,948,000 &%
FUND SOURCES
Genera Fund 9,100,100 12,534,200 8,815,300
Other Appropriated Funds
Emergency Response Fund 61,600 132,700 132,700

SUBTOTAL - Other Appropriated Funds 61,600 132,700 132,700

SUBTOTAL - Appropriated Funds 9,161,700 12,666,900 8,948,000
Other Non-Appropriated Funds 31,800 11,900 11,900
Federal Funds 65,700,400 68,805,200 68,805,200
TOTAL - ALL SOURCES 74,893,900 81,484,000 77,765,100

AGENCY DESCRIPTION — The department's Emergency Management Program prepares and coordinates emergency
response plans for the state. The Military Affairs Program operates the Arizona National Guard and Project Challenge, an
educational program for at-risk youth.

Includes 4.5 FTE Positionsin FY 2012 appropriated by Laws 2011, Chapter 132.

Includes 1 FTE Position funded from Special Line Itemsin FY 2012.

Includes expenditures authorized by A.R.S. § 35-192, which states that up to $4,000,000 may be spent on disaster prevention and mitigation. This
amount is not included in the General Appropriation Act. The budget includes total funding of $2,900,000 for a reduction of $(1,100,000) as a part of
Laws 2011, Chapter 34.

Appropriated by A.R.S. § 26-263 for the administration of the Military Installation Fund.

Includes $1,004,355 and 4.5 FTE Positions in FY 2012 and $1,013,963 and 4.5 FTE Positions in FY 2013 appropriated by Laws 2011, Chapter 132 for
the Nuclear Emergency Management Fund.

Pursuant to A.R.S § 26-306.02, this appropriation is exempt from the provisions of A.R.S. § 35-190, relating to lapsing of appropriation, however, any
unexpended monies shall be used to reduce the assessment and appropriation in future years.

The Department of Emergency and Military Affairs appropriation includes $1,215,000 for service contracts. This amount is exempt from the provisions
of A.R.S. § 35-190, relating to lapsing of appropriations, except that all FY 2012 monies remaining unexpended and unencumbered on October 31, 2012,
revert to the state General Fund. (General Appropriation Act footnote)

General Appropriation Act funds are appropriated by Program.

In addition to these amounts, a total of $96,600 GF is appropriated in FY 2012 for costs associated with an additional pay period. (Please see the Agency
Detail and Allocations section.)
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Operating Budget

The budget includes $4,953,700 and 78.1 FTE Positions in
FY 2012 for the operating budget. These amounts consist
of:

FY 2012
Genera Fund $4,821,000
Emergency Response Fund 132,700

These amounts fund the following adjustments:

FTE Shift
The budget includes an increase of 17 FTE Positions from
the General Fund in FY 2012 as a result of the elimination
of funding for the Project Challenge Program.

Statewide Adjustments
The budget includes a decrease of $(204,200) from the
Gengral Fund in FY 2012 for statewide adjustments.
(Please see the Agency Detail and Allocations section.)

Governor’s Emergency Fund

The budget includes $2,900,000 from the General Fund in
FY 2012 for the Governor’s Emergency Fund. This amount
is unchanged from FY 2011.

Under A.RS. § 35192, the Governor may, through
emergency declarations, authorize up to $4,000,000
annualy from the Genera Fund for disaster prevention and
mitigation without specific appropriation authority. Monies
in this line item, therefore, are not included in the General
Appropriation Act.

The FY 2012 General Government Budget Reconciliation
Bill (BRB) (Laws 2011, Chapter 34) reduced the
authorization to $2,900,000.

Military Airport Planning

The budget includes $90,000 and 1 FTE Position from the
Genera Fund in FY 2012 for Military Airport Planning.
These amounts fund the following adjustments:

Elimination of Military Installation Fund Deposit
The budget includes a decrease of $(2,025,000) from the
General Fund in FY 2012 for the elimination of the annual
deposit into the Military Installation Fund.

The FY 2012 Generad Government BRB eliminates the
annual deposit into the Military Installation Fund in
statute.  Statute retains the annual $90,000 and 1 FTE
Position administrative appropriation to the department
and an annual $85,000 appropriation to the Attorney
General. Since these monies are appropriated in statute,
they do not appear in the General Appropriation Act.

Previously, permanent law appropriated $5,000,000
annually from the General Fund for military installation
preservation projects. Of the $5,000,000:

e $4,825,000 was alocated to the Military Installation
Fund. The Department of Emergency and Military
Affairs was required to award 80% to acquire private
property, real estate, property rights, and related
infrastructure. The remaining 20% was awarded to
cities, towns, and counties. The FY 2012 Genera
Government BRB eliminated this amount.

e $90,000 and 1 FTE Position is appropriated to the
Department of Emergency and Military Affairs for
administration.

The remaining $85,000 for Military Airport Planning is
appropriated to the Office of the Attorney General.

Nuclear Emergency Management Fund

The budget includes $1,004,355 and 4.5 FTE Positions
from the Genera Fund in FY 2012 for the Nuclear
Emergency Management Fund (NEMF) and $1,013,963
and 4.5 FTE Positions in FY 2013. These amounts fund
the following adjustments:

NEMF Allocation Increase
Laws 2011, Chapter 132 includes an increase of $74,800
from the General Fund in FY 2012 for the NEMF Special
Line Item and an increase of $84,500 in FY 2013. These
amounts represent the increase above the FY 2011 NEMF
allocation of $929,500, originaly appropriated in Laws
2009, Chapter 73.

The monies in this line item are appropriated by Laws
2011, Chapter 132. As a result, these monies do not
appear in the General Appropriation Act. The Radiation
Regulatory Agency, Department of Emergency and
Military Affairs, and Department of Agriculture receive
monies from this bill. (Please see the Department of
Agriculture and Radiation Regulatory Agency narrative
for more information.)

Project Challenge

The budget includes no funding in FY 2012 for Project
Challenge. Thisamount funds the following adjustments:

Elimination of State Funding
The budget includes a decrease of $(1,564,500) and (17)
FTE Positions from the General Fund in FY 2012 for the
elimination of state funding for the Project Challenge
program.

While state funding is eliminated, DEMA may continue to
operate the Project Challenge program if it generates
sufficient in-kind services and private donations to
continue to draw down federal matching funds.
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Project Challenge is an educational program for at-risk
youth. It is located in Queen Creek and accepts
approximately 200 students per year. Students entering the
program live in residence for 5 months to complete a
curriculum in academics, career planning, and physical
training, which is followed by a 12-month mentoring period.
After completion of the program, most graduates receive
their General Education Diploma.

Fund Transfers

The budget includes transfers from this agency’s funds to
the General Fund. (Please see the Fund Transfers section
at the back of thisreport for more details.)
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Department of Environmental Quality

FY 2010 FY 2011 FY 2012
ACTUAL ESTIMATE APPROVED

OPERATING BUDGET
Full Time Equivalent Positions 471.4 467.4 467.4
Personal Services 5,136,000 14,853,500 14,344,000
Employee Related Expenditures 2,325,800 6,289,800 5,886,900
Professional and Outside Services 48,900 7,185,300 7,282,300
Travel - In State 15,000 403,200 400,200
Travel - Out of State (900) 44,200 44,200
Other Operating Expenditures 4,933,800 17,034,900 16,425,600
Equipment 60,300 538,800 536,900
OPERATING SUBTOTAL 12,518,900 46,349,700 44,920,100
SPECIAL LINEITEMS
Air Quality Management and Analysis 8,546,800 0 0
Emissions Control Contractor Payment 19,630,500 27,639,600 20,006,600
Emissions Control Program - Administration 2,692,800 0 0
Transfers to Counties Program 1,127,600 0 0
Waste Control and Management 2,825,200 0 0
Underground Storage Tank Program 2,800 0 0
Waste Tire Program 40,600 0 0
Drinking Water Regulation Program 2,367,400 0 0
Surface Water Regulation Program 2,731,200 0 0
Underground Water Regulation Program 4,443,700 0 0
WQARF Priority Site Remediation 6,958,200 7,000,000 7,000,000 224
AGENCY TOTAL 63,885,700 80,989,300 71,926,700 ¢
FUND SOURCES
General Fund 12,728,400 7,000,000 7,000,000
Other Appropriated Funds
Air Permits Administration Fund 5,168,900 7,043,600 6,989,200 7
Air Quality Fund 4,131,000 5,376,400 5,366,000
Clean Water Revolving Fund 4,769,500 5,000,000 0
Emissions I nspection Fund 23,409,600 33,080,200 25,518,300
Hazardous Waste Management Fund 428,000 1,719,300 1,706,900
Indirect Cost Recovery Fund 9,146,900 13,179,500 12,961,300 ¢
Solid Waste Fee Fund 927,400 2,297,200 1,907,400
Underground Storage Tank Revolving Fund 2,800 22,000 22,000
Used Qil Fund 14,000 138,900 138,900
Water Quality Fee Fund 3,159,200 6,132,200 10,316,700

SUBTOTAL - Other Appropriated Funds 51,157,300 73,989,300 64,926,700

SUBTOTAL - Appropriated Funds 63,885,700 80,989,300 71,926,700
Other Non-Appropriated Funds 342,913,000 185,659,100 185,959,100
Federal Funds 80,150,800 38,302,500 38,302,500
TOTAL - ALL SOURCES 486,949,500 304,950,900 296,188,300

AGENCY DESCRIPTION — The Department of Environmental Quality (ADEQ) enforces air, water, and land quality
standards. The department’ s Office of Air Quality issues permits to regulate industrial air pollution sources, regulates vehicle
emissions, monitors and assesses the ambient air, and develops air quality improvement strategies. The Office of Waste
Programs implements programs to minimize waste generation, identifies and corrects improper waste management practices,
and oversees the clean up (remediation) of hazardous waste sites. The Office of Water Quality regulates drinking water and
waste water systems, monitors and assesses waters of the state, and provides hydrologic analysis to support hazardous site

remediation.
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Operat|ng Budget Clean Water Revolvi ng Fund (5,000,000)

Water Quality Fee Fund 4,263,700

The budget includes $44,920,100 and 467.4 FTE Positions _ _

in FY 2012 for the operating budget. These amounts Statewide Adjustments

consist of: The budget includes a decrease of $(436,700) in FY 2012

for statewide adjustments. This amount consists of
FY 2012

Air Permits Administration Fund $6,989,200 Air Permits Administration Fund (54,400)

Air Quality Fund - 5,366,000 Air Quality Fund (10,400)

Emissions Inspection Fund 5,511,700 Emissions Inspection Fund (41,800)

Hazardous Waste Management Fund 1,706,900 Hazardous Waste Management Fund (12,400)

Indirect Cost Recovery Fund 12,961,300 Indirect Cost Recovery Fund (218,200)

Solid Waste Fee Fund 1,907,400 Solid Waste Fee Fund (20,300)

Underground Storage Tank Revolving Fund 22,000 Water Quality Fee Fund (79,200)

Used Oil Fund 138,900

Water Quality Fee Fund 10,316,700 (Please see the Agency Detail and Allocations section.)

These amounts fund the following adjustments: , - -

ged | Air Quality Management and Analysis
Solid Waste Fee Fund Revenue Alignment

The budget includes a decrease of $(369,500) from the The budget includes no funding in FY 2012 for the Air

Solid Waste Fee Fund in FY 2012 to bring expenditures in Quality Management and Analysis line item. Beginning in

line with annual revenue. FY 2011, funding for this program was moved to the

operating budget.
Emissions | nspection Feed Bill Alignment

The budget includes an increase of $112,900 from the Expenditures from the Air Quality Management and

Emissions Inspection Fund in FY 2012 for emission Analysis Specia Line Item were for air quality research,

inspection contract payments. The General Appropriation regulation and inspection of stationary air pollution

Act incorrectly allocated $112,900 of the contract payment sources, and programs to bring non-attainment areas into

to the operating budget. (Please see the Emissions Control attainment with federal clean air standards.

Contractor Payment section.)

Water Quality Program Funding Shift Emissions Control Contractor Payment

The budget includes a decrease of $(736,300) in FY 2012 ) o

to shift funding for the Water Quality Program. This The budget includes $20,006,600 from the Emissions

amount consists of: Inspection Fund in FY 2012 for the Emissions Control

1/ The Genera Appropriations Act shows an appropriation of $20,006,600. The legislation incorrectly allocated another $112,900 of the contractor payment
to the operating budget. After ADEQ transfers these monies to the special lineitem, there will be atotal of $20,119,500 for the contractor payment.

2/ A.R.S. 8 49-282 requires an annual $15,000,000 transfer from the Corporate Income Tax to the Water Quality Assurance Revolving Fund. Although the
transfer is not included in the annual General Appropriation Act, it is shown here as a General Fund expenditure. Laws 2011, Chapter 26 reduced this
transfer to $7,000,000 in FY 2012.

3/ The Department of Environmental Quality shall report annually on the progress of WQARF activities, including emergency response, priority site
remediation, cost recovery activity, revenue and expenditure activity and other WQARF-funded program activity. This report shall also include a budget
for the WQARF program that is developed in consultation with the WQARF Advisory Board. The FY 2012 report shall be submitted to the Joint
Legislative Budget Committee by September 1, 2011. This budget shall specify the monies budgeted for each listed site during FY 2012. In addition, the
department and the advisory board shall prepare and submit to the Joint Legislative Budget Committee, by October 2, 2011, a report in a table format
summarizing the current progress on remediation of each listed site on the WQARF registry. The table shall include the stage of remediation for each site
at the end of FY 2011, whether the current stage of remediation is anticipated to be completed in FY 2012, and the anticipated stage of remediation at each
listed site at the end of FY 2012, assuming FY 2012 funding levels. The department and advisory board may include other relevant information about the
listed sitesin the table. (General Appropriation Act footnote)

4/ Pursuant to A.R.S. § 49-282, the Department of Environmental Quality shall submit a FY 2012 budget for the Water Quality Assurance Revolving Fund
before September 1, 2011, for review by the Senate and House of Representatives Appropriations Committees. (General Appropriation Act footnote)

5/ In addition to these amounts, a total of $759,900 OF is appropriated in FY 2012 for costs associated with an additional pay period. (Please see the Agency
Detail and Allocations section.)

6/ General Appropriation Act funds are appropriated by Operating Lump Sum with Special Line Items by Agency.

7/ All Air Permits Administration revenues received by the Department of Environmental Quality in excess of $6,989,200 in FY 2012 are appropriated to the
department. Before the expenditure of Air Permits Administration receipts in excess of $6,989,200 in FY 2012, the Department of Environmental Quality
shall report the intended use of the mines to the Joint Legislative Budget Committee. (General Appropriation Act footnote, as adjusted for statewide
allocations)

8/ All Indirect Cost Fund Recovery revenues received by the Department of Environmental Quality in excess of $12,961,300 in FY 2012 are appropriated to

the department. Before the expenditure of Indirect Cost Recovery Fund receipts in excess of $12,961,300 in FY 2012, the Department of Environmental
Quality shall report the intended use of the monies to the Joint Legidlative Budget Committee. (General Appropriation Act footnote, as adjusted for
statewide all ocations)
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Contractor Payment.
adjustments:

This amount funds the following

Contract Alignment
The budget includes a decrease of $(7,633,000) from the
Emissions Inspection Fund in FY 2012 to dign
expenditures with actual contract payments.

The Genera Appropriations Act shows an appropriation of
$20,006,600. The legidation incorrectly allocated another
$112,900 of the contractor payment to the operating
budget. After ADEQ transfers these monies to the special
line item, there will be a total of $20,119,500 for the
contractor payment.

Monies appropriated to this line item are to pay the
Emissions Control Program contractor.  Under the
contract, the contractor remits the entire amount of the fee
to ADEQ for deposit in the Emissions Inspection Fund.
ADEQ then determines the amount due to the contractor,
based on the number of vehicles inspected, and makes
payments to the contractor on aregular basis.

The Emissions Control Program is operated by an
independent contractor in Maricopa and Pima Counties,
with the purpose of identifying and repairing polluting
motor vehicles. Pima County vehicle owners are subject
only to theidle inspection. The program is funded through
test fees that are charged to motorists at the time of
inspection.

Emissions Control Program - Administration

The budget includes no funding in FY 2012 for the
Emissions Control Program. Beginning in FY 2011,
funding for this program was moved to the operating
budget.

This line item included activities such as providing
program information and assistance to the public,
reviewing the eligibility of those seeking vehicle repair
grants or test waivers, and overseeing the inspection
contract. These activities were funded from the
administrative portion of the inspection fee, which is set by
ADEQ.

Transfersto Counties Program

The budget includes no funding in FY 2012 for the
Transfers to Counties Program. Beginning in FY 2011,
funding for this program was moved to the operating
budget.

Monies in this line item were for use by counties in
Arizona to establish air quality public notification and
outreach programs, to minimize exposure to particulate
matter concentrations, and for abatement and minimization
of controllable sources of particulate matter through the
best available control measures.

Waste Control and Management

The budget includes no funding in FY 2012 for the Waste
Control and Management Program. Beginning in FY
2011, funding for this program was moved to the operating
budget.

The Waste Control and Management line item was
responsible for issuing permits to landfills and other solid
waste facilities, as well as regulation and inspection of
hazardous waste facilities.

Underground Storage Tank Program

The budget includes no funding in FY 2012 for the
Underground Storage Tank (UST) Program. Beginning in
FY 2011, funding for this program was moved to the
operating budget.

Background — Monies in the UST Specia Line Item were
utilized to detect and clean up hazardous leakage from
USTs. The program’s regulatory component is currently
funded from annual tank registration fees in the operating
budget. The clean-up component is funded from a 1¢ per
gallon excise tax on gasoline and diesel fuel, which expires
on December 31, 2013, or when the Regulated Substance
Fund (RSF) receives $60,000,000, whichever occursfirst.

The excise tax is deposited into the UST Fund's State
Assurance Account (SAA). Monies in the SAA are used
to partially reimburse tank owners for corrective actions
due to leaking tanks and to reimburse ADEQ for actions
taken by the agency. After al eligible claims have been
paid, monies in the SAA are transferred to the RSF. The
RSF would be used for future UST cleanup sites.

The vast majority of fund revenues are not appropriated by
the Legislature; however, an amount of $22,000 from the
SAA in FY 2012 is appropriated for the operating costs of
the Technical Appeals Panel and the Underground Storage
Tank Policy Commission. These funds have now been
transferred to the operating budget.

Waste Tire Program

The budget includes no funding in FY 2012 for the Waste
Tire Program. Beginning in FY 2011, funding for this
program was moved to the operating budget.

This line item oversaw county programs that dispose of
and/or recycle waste tires.

Drinking Water Regulation Program

The budget includes no funding in FY 2012 for the
Drinking Water Regulation Program. Beginning in
FY 2011, funding for this program was moved to the
operating budget.
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The Drinking Water Regulation line item ensured drinking
water standards were met through assessments of drinking
water sources, reviews of water delivery system design and
construction, and tests of drinking water for contaminants.

Surface Water Regulation Program

The budget includes no funding for the Surface Water
Regulation Program in FY 2012. Beginning in FY 2011,
funding for this program was moved to the operating
budget.

The Surface Water Regulation line item regulated the
discharge and treatment of both domestic sewage and
industrial waste derived from the manufacturing industry
through a permitting process; and monitored surface water,
which represented al the lakes and streams in Arizona, for
compliance with the Clean Water Act.

Underground Water Regulation Program

The budget includes no funding for the Underground
Water Regulation Program in FY 2012. Beginning in
FY 2011, funding for this program was moved to the
operating budget.

The Underground Water Regulation line item issued
aquifer protection permits to facilities whose activities,
including waste discharges, pose a threat to groundwater.
This line item aso issued permits for residentia
wastewater systems and administers the Drywell Program,
which monitors water runoff that is collected and injected
underground.

WQARF Priority Site Remediation

The budget includes $7,000,000 from the General Fund in
FY 2012 for the Water Quality Assurance Revolving Fund
(WQARF) Priority Site Remediation. Beginning in
FY 2011, funding for this program was moved to the
operating budget.

WQARF is funded in part from an annual $15,000,000
transfer from the Corporate Income Tax (CIT), as
stipulated in A.R.S. § 49-282. Funding for this program,
therefore, does not appear in the General Appropriation
Act. In addition, WQARF generates other revenue from
various license and registration fees. A.R.S. § 49-282
directs the State Treasurer to adjust the $15,000,000 CIT
transfer so that, when combined with the WQARF fee
generated revenue, the program receives $18,000,000
annualy.

The Environment Budget Reconciliation Bill (BRB) (Laws
2011, Chapter 36) notwithstands these statutory provisions
and reduced the General Fund allocation to $7,000,000.
Table 1 describes program activity for FY 2010 and
FY 2011.

Tablel
WQARF Activity
Actual Estimated
FY 2010 FY 2011
Balance Forward $ 1,129,800 $ 5,060,200
General Fund 7,000,000 7,000,000
Other Revenue 4,565,300 4,016,000
Total Funds Available $12,695,100 $16,076,200
General Fund Expenditures $ 6,958,200 $ 7,000,000
Other Funds Expended 0 4,699,100
Funds Transferred
Dept. of Water Resources $ 300,000 $ 300,000
Legidative Fund Transfers 376,700 510,600
Year-End Fund Balance  $ 5,060,200 $ 3,566,500

The WQARF program is similar to the federal Superfund
program in that it is designed to monitor and remediate
contaminated groundwater at specified sites. Program
expenditures include searching for responsible polluters,
conducting risk assessments and remediation feasibility
studies, and contracting for remediation services.

Additional Legidation

Underground Storage Tank Revolving Fund Cap

The Environment BRB continues to suspend the
Underground Storage Tank Revolving Fund Assurance
Account administrative cap for FY 2012 to alow the
department to utilize up to $6,531,000 for program
operating costs.

Water Quality Fee Fund
The Environment BRB suspends the requirement that
monies in the Water Quality Fee Fund be held in trust.

Waste Fees

Laws 2011, Chapter 220 allows the Director of ADEQ to
establish fees by rule that would be deposited into the
Solid Waste Fee Fund. The fees dlowed are: tire
collection fee, excreta transportation licensure fee, general
permitting fees, landfill registration fees, biohazardous
medical waste licensure fee, a solid waste facility plan
approva and registration fees, a specid waste
transportation fee, and a hazardous waste treatment permit
fee. As part of the rulemaking process, ADEQ would be
required to submit proposed changes for JLBC review.
After September 30, 2013 fee increases would require
statutory approval. Beginning in 2014, ADEQ must report
revenues and expenditures related to Solid and Hazardous
Waste programsto the JLBC.

This legislation replaces Laws 2010, 7" Special Session,
Chapter 7, which permitted the director to increase feesin
FY 2011 up to $5,779,100. In FY 2011, the department
estimates collecting only $2,808,700, of which $540,000
will be deposited into the Solid Waste Fee Fund, $974,400
into the Hazardous Waste Management Fund, and
$1,294,300 into the Air Permits Administration Fund.
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Governor’s Office of Equal Opportunity

FY 2010 FY 2011 FY 2012

ACTUAL ESTIMATE APPROVED
OPERATING BUDGET
Full Time Equivalent Positions 4.0 4.0 4.0
Personal Services 112,300 103,500 105,300
Employee Related Expenditures 43,300 41,500 41,100
Professional and Outside Services 800 5,000 5,000
Travel - In State 100 1,200 1,200
Other Operating Expenditures 34,800 42,600 35,300
AGENCY TOTAL 191,300 193,800 187,900 ¥¢
FUND SOURCES
Genera Fund 191,300 193,800 187,900

SUBTOTAL - Appropriated Funds 191,300 193,800 187,900

Federal Funds 35,700 100,300 68,000
TOTAL - ALL SOURCES 227,000 294,100 255,900

AGENCY DESCRIPTION — The agency monitors equal opportunity plans submitted annually by each state agency and
assists agenciesin equal employment opportunity training and evaluation.

Operating Budget

The budget includes $187,900 and 4 FTE Positions from
the General Fund in FY 2012 for the operating budget.
These amounts fund the following adjustments:

Statewide Adjustments
The budget includes a decrease of $(8,400) from the
General Fund in FY 2012 for statewide adjustments.
(Please see the Agency Detail and Allocations section.)

Restore Furlough Reduction
The budget includes an increase of $2,500 from the
General Fund in FY 2012 for eliminating the mandatory
FY 2011 furlough. (Please see the General Provisions
section.)

1 Genera Appropriation Act funds are appropriated as a Lump Sum by Agency.
2/ In addition to these amounts, a total of $4,600 GF is appropriated in FY 2012 for costs associated with an additional pay period. (Please see the Agency
Detail and Allocations section.)
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State Board of Equalization

FY 2010 FY 2011 FY 2012

ACTUAL ESTIMATE APPROVED
OPERATING BUDGET
Full Time Equivalent Positions 7.0 7.0 7.0
Personal Services 371,100 366,800 371,900
Employee Related Expenditures 124,000 128,200 89,700
Professional and Outside Services 30,900 27,000 27,000
Travel - In State 8,700 4,000 4,000
Other Operating Expenditures 137,300 129,200 129,000
Equipment 0 4,200 4,200
AGENCY TOTAL 672,000 659,400 625,800 ¥
FUND SOURCES
General Fund 672,000 659,400 625,800

SUBTOTAL - Appropriated Funds 672,000 659,400 625,800

TOTAL - ALL SOURCES 672,000 659,400 625,800

AGENCY DESCRIPTION — The State Board of Equalization consists of 33 members. The board hears property tax
appeals for Maricopa and Pima Counties. Property tax appeals in other counties continue to be heard by the respective
County Boards of Equalization. Of the 33 members, the 13 gubernatorial appointments also hear appeals of centrally-valued
properties and equalization orders by the Department of Revenue.

Operating Budget

The budget includes $625,800 and 7 FTE Positions from
the General Fund in FY 2012 for the operating budget.
These amounts fund the following adjustments:

Statewide Adjustments
The budget includes a decrease of $(40,500) from the
General Fund in FY 2012 for statewide adjustments.
(Please see the Agency Detail and Allocations section.)

Restor e Furlough Reduction
The budget includes an increase of $6,900 from the
General Fund in FY 2012 for eliminating the mandatory
FY 2011 furlough. (Please see the General Provisions
section.)

1 Genera Appropriation Act funds are appropriated as a Lump Sum by Agency.
2/ Inaddition to these amounts, atotal of $16,400 GF is appropriated in FY 2012 for costs associated with an additional pay period. (Please see the Agency
Detail and Allocations section.)
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Board of Executive Clemency

FY 2010 FY 2011 FY 2012

ACTUAL ESTIMATE APPROVED
OPERATING BUDGET
Full Time Equivalent Positions 15.0 14.0 14.0
Personal Services 493,600 472,500 491,600
Employee Related Expenditures 231,700 232,500 172,700
Travel - In State 2,900 1,000 1,000
Other Operating Expenditures 149,500 151,600 119,200
Equipment 0 6,000 6,000
AGENCY TOTAL 877,700 863,600 790,500 ¢
FUND SOURCES
Genera Fund 877,700 863,600 790,500

SUBTOTAL - Appropriated Funds 877,700 863,600 790,500

TOTAL - ALL SOURCES 877,700 863,600 790,500

AGENCY DESCRIPTION — The board consists of 1 full-time chairman and 4 part-time members. The board conducts
home arrest, parole, or work furlough release hearings at all adult prison institutions for prisoners convicted prior to January 1,
1994. The board considers executive clemency actions such as pardons, commutations, and absolute discharges for all

prisoners convicted on or after January 1, 1994.

Operating Budget

| Other Issues

The budget includes $790,500 and 14 FTE Positions from
the General Fund in FY 2012 for the operating budget.
These amounts fund the following adjustments:

Annual L eave Payout
The budget includes a one-time increase of $13,200 from
the General Fund in FY 2012 for annual leave payout of a
board member whose term has expired.

Statewide Adjustments
The budget includes a decrease of $(93,900) from the
General Fund in FY 2012 for statewide adjustments.
(Please see the Agency Detail and Allocations section.)

Restor e Furlough Reduction
The budget includes an increase of $7,600 from the
General Fund in FY 2012 for eliminating the mandatory
FY 2011 furlough. (Please see the General Provisions
section.)

Additional Legidation

The Criminal Justice Budget Reconciliation Bill (Laws
2011, Chapter 33) continues to exclude al members of the
board, except the Chairman, from working more than 30
hours and restricts them from being eligible for paid leave
or any other benefits provided to state employees.

1 Genera Appropriation Act funds are appropriated as a Lump Sum by Agency.
2/ In addition to these amounts, a total of $21,600 GF is appropriated in FY 2012 for costs associated with an additional pay period. (Please see the Agency

Detail and Allocations section.)

Casdload Data
The following displays the FY 2010 Board of Executive
Clemency’ s distribution of its 2,043 cases.

e Phase 1 and Phase 2 Commutation (357): After
reviewing an inmate’s request to have their sentence
commuted, the board can decide to deny the request or
allow the reguest to move to a Phase 2 Commutation
hearing.

e Pardon (17): The board may recommend that the
Governor pardon an offender.

e Absolute Discharge (8): The board can discharge a
person from imprisonment or parole supervision prior
to the sentence expiration date or prior to the
expiration of parole.

e Modification (0): The board can recommend to the
Governor that an inmate's sentence be modified or
commuted.

e Reprieve (0): The board can make a recommendation
to the Governor to delay or temporarily suspend the
carrying out of an inmate’ s punishment.

e Parole (297): These hearings only apply to offenders
sentenced prior to 1994. The board may place these
offenders on parole or deny their application for
parole and return them to the Department of
Corrections.

e Probable Cause (148): Upon the request of offenders
participating in the Community Supervision Program
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who have been accused of violating the terms of
community supervision, the board can place the
inmate back in the program or move the inmate to a
Violators Hearing.

e Violator (1,216): These hearings are conducted when
an offender has violated the terms of community
supervision.
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Arizona Exposition and State Fair Board

FY 2010 FY 2011 FY 2012
ACTUAL ESTIMATE APPROVED
OPERATING BUDGET
Full Time Equivalent Positions 184.0 184.0 184.0
Personal Services 2,842,200 3,014,900 3,014,900
Employee Related Expenditures 762,800 833,600 797,300
Professional and Outside Services 2,818,000 3,284,800 3,284,800
Travel - Out of State 1,500 5,000 5,000
Other Operating Expenditures 7,324,400 3,884,400 3,944,200
Equipment 0 50,000 50,000
AGENCY TOTAL 13,748,900 11,072,700 11,096,200 ¥¢
FUND SOURCES
Other Appropriated Funds
Arizona Exposition and State Fair Fund 13,748,900 11,072,700 11,096,200
SUBTOTAL - Other Appropriated Funds 13,748,900 11,072,700 11,096,200
SUBTOTAL - Appropriated Funds 13,748,900 11,072,700 11,096,200
TOTAL - ALL SOURCES 13,748,900 11,072,700 11,096,200

AGENCY DESCRIPTION — The Arizona Exposition and State Fair Board is custodian of the 96-acre State Fairgrounds
and Memorial Coliseum properties. The board directs and conducts the annual Arizona State Fair and leases the coliseum and
fairgrounds facilities for special events, including the annual Arizona National Livestock Show.

Operating Budget

The budget includes $11,096,200 and 184 FTE Positions
from the Arizona Exposition and State Fair Fund in FY

Stabilization Fund. It originally planned to use American
Recovery and Reinvestment Act funds as the source of the
supplemental $1,700,000 funding; however the project fell
outside of federal grant guidelines.

2012 for the operating budget. These amounts fund the
following adjustments:

Statewide Adjustments
The budget includes an increase of $23,500 from the
Arizona Exposition and State Fair Fund in FY 2012 for
statewide adjustments. (Please see the Agency Detail and
Allocations section.)

Fund Transfers

The budget includes transfers from this agency’s funds to
the General Fund. (Please see the Fund Transfers section
at the back of this report for more details.)

Other |ssues

Coliseum Roof Replacement

The Arizona Exposition and State Fair Board replaced the
roof of the Veteran's Memorial Coliseum in FY 2009
using its own funds in addition to $1,700,000 from the
Arizona Department of Administration’s Capital Outlay

1 Genera Appropriation Act funds are appropriated as a Lump Sum by Agency.

2/ Inaddition to these amounts, atotal of $149,300 OF is appropriated in FY 2012 for costs associated with an additional pay period. (Please see the Agency

Detail and Allocations section.)
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Department of Financial | nstitutions

FY 2010 FY 2011 FY 2012
ACTUAL ESTIMATE APPROVED
OPERATING BUDGET
Full Time Equivalent Positions 47.1 55.1 55.1
Personal Services 1,743,200 2,000,300 2,000,300
Employee Related Expenditures 747,900 852,100 753,000
Professional and Outside Services 47,400 296,300 296,300
Other Operating Expenditures 431,600 478,900 406,300
Equipment 100 57,700 4,000
AGENCY TOTAL 2,970,200 3,685,300 3,459,900 ¥
FUND SOURCES
General Fund 2,970,200 2,894,800 2,726,600
Other Appropriated Funds
Financial Services Fund 0 790,500 733,300
SUBTOTAL - Other Appropriated Funds 0 790,500 733,300
SUBTOTAL - Appropriated Funds 2,970,200 3,685,300 3,459,900
Other Non-Appropriated Funds 2,467,900 1,605,700 705,700
TOTAL - ALL SOURCES 5,438,100 5,291,000 4,165,600

AGENCY DESCRIPTION — The department regulates state-chartered financial entities. The regulated entities include
money transmitters, motor vehicle dealers, holding companies, trust companies, sales finance companies, collection agencies,
escrow agents, debt management companies, consumer lenders, mortgage bankers, mortgage brokers, premium finance

companies, credit unions and banks.

Operating Budget

The budget includes $3,459,900 and 55.1 FTE Positionsin
FY 2012 for the operating budget. These amounts consist
of:

FY 2012
General Fund $2,726,600
Financial Services Fund 733,300

These amounts fund the following adjustments:

Eliminate One-Time Equipment
The budget includes a decrease of $(53,700) from the
Financial Services Fund in FY 2012 to eliminate one-time
equipment funding for Information Technology.

Statewide Adjustments
The budget includes a decrease of $(171,700) in FY 2012
for statewide adjustments. This amount consists of:

2

Genera Fund
Financial Services Fund

(168,200)

(3,500)

(Please see the Agency Detail and Allocations section.)

| Fund Transfers

The budget includes transfers from this agency’s funds to
the General Fund. (Please see the Fund Transfers section
at the back of this report for more details.)

expenditure from the state General Fund. (General Appropriation Act footnote)

10 I

(Please see the Agency Detail and Allocations section.)

General Appropriation Act funds are appropriated as a Lump Sum by Agency.
In addition to these amounts, a total of $75,300 GF and $14,400 OF is appropriated in FY 2012 for costs associated with an additional pay period.

The Department of Financial Institutions shall assess and set fees to ensure that monies deposited in the state General Fund will equal or exceed its
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Department of Fire, Building, and Life Safety

FY 2010 FY 2011 FY 2012

ACTUAL ESTIMATE APPROVED
OPERATING BUDGET
Full Time Equivalent Positions 48.0 47.0 47.0
Personal Services 1,128,600 1,027,000 1,027,000
Employee Related Expenditures 598,300 525,100 371,900
Professional and Outside Services 55,300 75,000 75,000
Travel - In State 95,700 156,100 156,100
Travel - Out of State 1,600 0 0
Other Operating Expenditures 266,200 193,000 30,800
Equipment 8,500 32,500 32,500
AGENCY TOTAL 2,154,200 2,008,700 1,693,300 ¢
FUND SOURCES
General Fund 2,154,200 2,008,700 1,693,300

SUBTOTAL - Appropriated Funds 2,154,200 2,008,700 1,693,300

Other Non-Appropriated Funds 1,708,100 837,600 837,600
Federal Funds 125,500 176,100 176,100
TOTAL - ALL SOURCES 3,987,800 3,022,400 2,707,000

AGENCY DESCRIPTION — The agency enforces safety standards for manufactured homes, mobile homes, and factory-
built buildings. The agency also includes the Office of the State Fire Marshal, which enforces the state fire codes and
provides training and education for fire personnel and the general public. All training provided by the department must
comply with safety standards prescribed by the National Fire Protection Association and the Occupational Safety and Health

Administration of Arizona.

Operating Budget

The budget includes $1,693,300 and 47 FTE Positions
from the General Fund in FY 2012 for the operating
budget. These amounts fund the following adjustments:

Statewide Adjustments
The budget includes a decrease of $(315,400) from the
Gengral Fund in FY 2012 for statewide adjustments.
(Please see the Agency Detail and Allocations section.)

Fund Transfers

The budget includes transfers from this agency’s funds to
the General Fund. (Please see the Fund Transfers section
at the back of this report for more details.)

1 Genera Appropriation Act funds are appropriated as a Lump Sum by Agency.

Detail and Allocations section.)

2/ Inaddition to these amounts, atotal of $45,300 GF is appropriated in FY 2012 for costs associated with an additional pay period. (Please see the Agency

Fiscal Year 2012 Appropriations Report
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State Forester

FY 2010 FY 2011 FY 2012
ACTUAL ESTIMATE APPROVED
OPERATING BUDGET
Full Time Equivalent Positions 54.0 52.0 52.0Y
Personal Services 1,471,000 1,464,700 1,464,700
Employee Related Expenditures 599,800 598,500 591,300
Travel - In State 26,200 26,200 26,200
Other Operating Expenditures 99,100 99,100 199,100
OPERATING SUBTOTAL 2,196,100 2,188,500 2,281,300
SPECIAL LINEITEMS
Environmental County Grants 75,000 75,000 75,000
Fire Suppression 3,000,000 3,000,000 3,000,0002
Inmate Fire Crews 700,000 697,600 695,700
AGENCY TOTAL 5,971,100 5,961,100 6,052,000 ¥
FUND SOURCES
General Fund 2,896,100 5,961,100 6,052,000
Other Appropriated Funds
State Parks Heritage Fund 3,075,000 0 0
SUBTOTAL - Other Appropriated Funds 3,075,000 0 0
SUBTOTAL - Appropriated Funds 5,971,100 5,961,100 6,052,000
Other Non-Appropriated Funds 15,860,300 15,860,300 15,860,300
Federal Funds 0 1,307,500 1,307,500
TOTAL - ALL SOURCES 21,831,400 23,128,900 23,219,800

AGENCY DESCRIPTION — The State Forester is responsible for the prevention and suppression of forest fires on State
Trust Land and private land outside incorporated municipalities (about 22 million acres total). In FY 2010, the Forester's

appropriation was originally included in the Land Department.

Operating Budget

The budget includes $2,281,300 and 39 FTE Positions
from the General Fund in FY 2012 for the operating
budget. These amounts fund the following adjustments:

Statewide Adjustments
The budget includes an increase of $92,800 from the
General Fund in FY 2012 for statewide adjustments.
(Please see the Agency Detail and Allocations section.)

Monies in this line item have been used by Greenlee,
Graham, Gila, Navago, and Apache Counties for
environmental projects that impact economic development
in those counties. The State Forester’s Office must
approve any project prior to expenditure of the monies.

Fire Suppression

Environmental County Grants

The budget includes $75,000 from the General Fund in
FY 2012 for Environmental County Grants. This amount
isunchanged from FY 2011.

I Ik

the General Appropriation Act.

NN

Detail and Allocations section.)

Includes 13 GF FTE Positions funded from Special Line ltemsin FY 2012.
These monies may be spent on wildfire suppression pursuant to A.R.S. § 37-623. Because this authorization isin permanent statute, it is not included in

The budget includes $3,000,000 from the General Fund in
FY 2012 for Fire Suppression. This amount is unchanged
from FY 2011.

This Special Line Item funds fire suppression on state trust
land and rural private land. A.R.S. § 37-623.02 provides
an annua appropriation of up to $3,000,000 from the
Genegral Fund for fire suppression. Because this

General Appropriation Act funds are appropriated as an Operating Lump Sum with Special Line Items by Agency.
In addition to these amounts, a total of $84,400 GF is appropriated in FY 2012 for costs associated with an additional pay period. (Please see the Agency

Fiscal Year 2012 Appropriations Report
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