HISTORICAL OVERVIEW OF THE AMERICAN RECOVERY AND REINVESTMENT ACT (ARRA)

In February 2009, the federal government enacted the
American Recovery and Reinvestment Act (ARRA) to
address the nationwide recession. Arizona was awarded
approximately $4.3 billion from the legidation. The
Overview of the American Recovery and Reinvestment Act
in the FY 2011 Appropriations Report addressed this topic
in more detail. This section provides updates to that earlier
description.

Enhanced FMAP — One ARRA program was the
enhanced federal medical assistance percentage (FMAP),
which ARRA temporarily increased through June 2011.
FMAP isthe proportion of Title XI1X costs that are paid for
by the federal government. The enhanced FMAP allowed
Arizona to reduce General Fund support for its Medicaid
programs as the federal government paid a greater share of
existing program costs.

The enhanced FMAP began on October 1, 2008 and was
originally scheduled to end on December 31, 2010. At the
beginning of 2010, however, the Congress began to
consider a proposal to extend the enhanced match rate until
June 30, 2011. Based on that consideration, the FY 2011
budget assumed the continuation of the full enhanced
match for the entire FY 2011.

While the federa government did ultimately extend the
enhanced match until June 30, 2011, the rate was phased
down starting in January 2011. As a result, the state
received |ess federal assistance than expected.

Table 1 below compares historical levels of the FMAP

with the recent enhanced FMAP.
Tablel
History of FMAP Rates

Fiscal Year FMAP
2008 66.3%
2009 72.9%Y
2010 75.9%
2011 74.09%
2012 66.9%

1/ Represents blended rate for different quarters. The FY 2009 rate
includes 1 quarter at the regular rate (65.9%), 2 quarters at the
Tier 2 rate (75.01%), and 1 quarter at the Tier 3 rate (75.9%). In
FY 2011, the budgeted rate was 75.9%, but that rate was phased
down to 73.1% in the 3rd quarter and 71.2% in the last quarter.

Table 2 outlines the General Fund savings associated with
the enhanced FMAP.
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Table2
General Fund FMAP Savings
FY 2009 FY 2010 FY 2011
FMAP FMAP FMAP
Agency Savings Savings Savings ¥
AHCCCS $320,238,700  $586,724,100 $536,338,000
DES 57,812,900 84,648,700 68,448,300
DHS 83,168,300 145,702,700 117,620,000
Total $461,219,900  $817,075,500 $722,406,300
1/ Includes areduced savings of $(158,178,900) due to lower than expected
match rate compared to the original FY 2011 budget. The FY 2011
amounts have not been adjusted for caseload and other technical changes
since the original FY 2011 budget.

While ARRA permitted Arizona to realize savings by
reducing General Fund support for Title X1X agencies, the
legislation imposed several requirements in order for states
to qualify for the enhanced FMAP. The most significant
prohibitions prevented the state from increasing cost
sharing with political subdivisions or enacting stricter
eigibility standards than those in effect as of July 1, 2008.

State Fiscal Stabilization Fund — ARRA also implemented
the State Fiscal Stabilization Fund (SFSF), a program which
distributed monies to states through a population-based
formula. In total, Arizona received approximately $1.0
billion in SFSF monies, which consisted of $831 million to
the Education Stabilization Fund and $185 million to the
Government Services Fund, as described below:

Education Stabilization Fund — 81.8% (approximately
$831 million) of the SFSF program was for the support of
elementary, secondary, and postsecondary education, as
well as early childhood education programs/services.
Table 3 outlines how these monies were distributed:

Table3
Allocation of Education Stabilization Fund
Agency FY 2009 EY 2010Y EY 2011 Y
Department of $0 $522,270,500 $42,643,500
Education
Community 28,671,000 11,398,300 0
Colleges
Universities 154,138,400 71,749,600 0
Total $182,809,400 $605,418,400 $42,643,500
1/ The Department of Education budget originally assumed approximately
$472 million of SFSF monies in FY 2010 and $93 million in FY 2011,
but $50 million of the FY 2011 monies were instead used in FY 2010 to
help address a state aid shortfall for that year.

The magjor restriction on the use of Education Stabilization
Funds was the Maintenance of Effort (MOE) requirement.
MOE required Arizona to certify that it would maintain
“state support” at least at the FY 2006 level for both public
schools and the higher education system as a whole.
ARRA included a process whereby a state could apply for
a “waiver” from the maintenance of effort provisions,
however, Arizona did not pursue this option.



Government Services Fund — 18.2% (approximately $185
million) of the SFSF program was for public safety and
“other government services.” The use of these funds was
exclusively controlled by the Executive and was largely
unrestricted, except that Arizona had to meet the MOE
requirements discussed previously.

In the FY 2010 budget, the Legidature reduced the
General Fund budget by $(78.9) million with the
understanding that the Executive would backfill the
difference with Government Services Fund. In December
2010, the Executive released its alocation of the entire
Government Services Fund (see Table 4).

Table4

Allocation of Government Services Stabilization Fund
Expenditure Amount
Education Reform
e Teachfor America $ 2,000,000
e Education Information Systems 3,000,000 ¥
e Education Innovation Project 1,636,374 ¥
Health Care and Children’s Programs
e DHS Community Health 11,600,000 2
e DHS Arizona State Hospital 116,273
o DESAuUtism 2,297,824 ¢
e DES Developmentally Disabled 15,000,000 2
e DES Children’s Services 18,000,000
e DES Adoption Services 2,500,000
e DES Child Protective Services 5,500,000
Public Safety
o Department of Corrections 50,000,000 ¢
e Border Security Enhancement 10,000,000
e Public Safety Stabilization 10,000,000
e Supplemental Public Safety Projects 6,545,494 ¥
e Department of Administration Public 1,700,000 ¥

Safety Project
Innovation, Technology and Economic Development

e Commerce Economic Development 15,000,000 ¥

e Commerce Job Training 12,000,000 ¥

e Commerce Jobs Agenda 12,000,000 ¥

e Arizona Technology Enhancement 182,079 ¥

(Department of Administration)

Arizona County Projects 4,007,797

Office of Economic Recovery 2,000,000
Total $185,085,841

1/ This“Designated Category” is subject to additional reporting
requirements.
2/ Funding used as adirect budget offset in FY 2010

Based on the Executive's Allocation plan, Laws 2011,
Chapter 26 (the State Budget Procedures BRB), requires
the Governor’s Office of Economic Recovery to provide
more information on a quarterly basis to the JLBC. The
report is limited to certain designated categories. The
report is to include the amount allocated and expended to
date by each state agency and each individual grantee that
has received a Government Services Fund all ocation.

Education Jobs Fund Program — In addition to the ARRA
monies described above, the federal government allocated
$211,824,500 in Education Jobs Fund Program
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(“EduJobs’) moniesto Arizonain August 2010 pursuant to
Public Law No. 111-226. Guidance from the U.S.
Department of Education indicated that the monies were
intended “to save or create education jobs for the 2010-
2011 school year.” Arizona school districts and charter
schools were allocated 98% ($207,657,300) of the program
total, with the remaining 2% being retained for state level
administration, as permitted by the program. Public
schools may spend EduJobs monies on salaries, benefits
and other general operational expenses and must expended
all of their allocations by September 30, 2012. As of early
May 2011, $101,367,000 of school district and charter
school EduJobs monies had not yet been expended. (See
related discussion in the Department of Education budget
pages under the “Base Adjustment FY 2011
Supplemental” and “ Federal Funds Cut/Backfill” policy
issues.)
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