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DATE: June 18, 2009

TO: Representative John Kavanagh

Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Jay Chilton, Senior Fiscal Analyst

SUBJECT: Department of Economic Security - Review of Requested Exchange of Fund Transfers

Request

The FY 2009 Budget Reductions and Transfers Bill (Laws 2009, 1% Special Session, Chapter 1, Section
29) requires JLBC review of agency requests to transfer monies between their own funds in order to
comply with transfers required by the act. The Department of Economic Security has requested
Committee review of fund transfers pursuant to this bill.

Recommendation
The Committee has at |east the following 2 options:
1. A favorablereview of the proposed exchange of fund transfers.

2. Anunfavorablereview, asthe transfer from the Arizona Training Program at Phoenix Closure Fund
interferes with the availability of funds for a planned FY 2010 excess balance transfer.

Analysis

Table 1 summarizes the proposed transfers. Laws 2009, 1% Special Session, Chapter 1, requires an excess
balance transfer (EBT) of $266,600 from the Arizona Industries for the Blind (AIB) Fund to the General
Fund. An EBT sweeps money from the anticipated FY 2009 ending balances into the General Fund. The
bill requires an additional transfer of $151,200 from the AIB Fund to the General Fund as aresult of
personnel expense reduction savings.

The AIB receives no General Fund support and is self-supporting - the fund consists of revenues from its
business operations, such as sales of products and contracts with government agencies for warehousing,
distribution, and manufacturing services. DES reports that no surplus funds are available and that the
transfers totaling $417,800 would result in layoffs of at least 30 individuals employed by AIB. Rather
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Tablel
Requested FY 2009 Fund Transfer Switches
Ch.1
Fund Specified in Transfer Revised Transfer
Laws2009,Ch. 1Y  Amount ? Transfer Type Agency Proposed Fund ¥ Amount ¥
ArizonaIndustries $266,600 EBTY Spinal and Head Injuries Trust $417,800
for the Blind Fund Fund
ArizonaIndustries $151,200 Personnel
for the Blind Fund Expense Reduction®
Long Term Care $1,650,000 EBT Arizona Training Program at $1,200,000
System Fund Phoenix Closure Fund
Community-Based Marriage and $450,000
Communication Skills Fund
$2,067,800 $2,067,800
1/ Fund source for reductions mandated by Laws 2009, 1% Special Session, Chapter 1.
2/ Amount for reductions mandated by Laws 2009, 1¥ Special Session, Chapter 1.
3/ Fundsfrom which agencies are requesting transfers in order to accommodate the mandated reductions.
4/  Transfer amounts proposed by agencies.
5/ Excess balance transfers (EBTs) sweep money from anticipated FY 2009 ending balances into the General Fund.
6/  Personnel Expense Reductions reduce annual FY 2009 spending from an agency fund attributable to reducing personnel expenditures.

than make these transfers, DES proposes to instead transfer $417,800 from the Spinal and Head Injuries
Trust Fund to the General Fund.

Additionally, DES plans to transfer $450,000 from the Community-Based Marriage and Communication
Skills Program Fund and $1,200,000 from the Developmentally Disabled Client Services Trust Fund
rather than transfer $1,650,000 from the Long Term Care System Fund. DES says that these exchanges
are necessary to implement the reduction and transfer provisions relating to the Division of
Developmental Disabilities (DDD) in Laws 2009, 1% Special Session, Chapter 1. Reductions to DDD
included afund reduction and transfer of $(1,434,000) and an excess balance transfer of $(6,872,000)
from the Long Term Care System Fund, as well as a $(2,959,100) reduction to the state-only program
budget. The proposed exchange would reduce the excess balance transfer to $(5,222,000).

In addition, as part of itsimplementation of the agencywide lump sum reduction, DES planned to reduce
provider rates and suspend non-residential state-only services. The Arizona Association of Providers for
People with Disabilities filed alawsuit challenging those reductions and the Maricopa County Superior
Court granted atemporary restraining order preventing the department from implementing those
measures. Asaresult, the department did not realize the expected savings amount of about $17 million.
The restraining order was lifted on April 30, 2009 and the rate reductions were implemented on May 25.
Because of the delay in implementation as aresult of the restraining order, DES was not able to reduce
spending by the amount that it had initially planned, which decreased the agency’ s ability to meet the
regquirements of the Long Term Care System Fund transfers.

At the beginning of FY 2009, the Community-Based Marriage and Communication Skills Program Fund
had a balance of $1,395,500, and DES had initially planned to spend the entire balance in FY 2009, but
the agency reduced spending from the fund as part of its contract review process as it prepared to reduce
its budget in FY 2009, leaving a balance of $450,000 in the fund. The Community-Based Marriage and
Communication Skills Program Fund received a deposit from the General Fund in the past, but the
program was eliminated in the original FY 2009 budget.
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The Arizona Training Program at Phoenix Closure Fund, which is also called the Developmentally
Disabled Client Services Trust Fund, consists of the proceeds from the sale of the land and buildings used
by the Arizona Training Program at Phoenix, which was a state-owned and operated institution for the
developmentally disabled. The land was sold in 1998 for $4,250,000 and DES has since used the interest
earned on the fund to provide services. The original FY 2009 budget, however, swept $1,600,000 from
the fund to the General Fund, leaving a balance of $2,900,800. Laws 2009, 1% Special Session, Chapter 1
then transferred half of the remaining balance to the General Fund, leaving $1,450,400 in the fund. The
FY 2010 legislative budget as passed as SB 1188 on June 5, 2009 includes an excess balance transfer of
$1,450,400 to sweep the remaining balance of the fund. If DES transfers $1,200,000 to the LTCSF as
proposed, the money for that excess balance transfer in FY 2010 will not be available.
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Mr. Richard Stavneak

Director, Joint Legislative Budget Committee
1716 West Adams

Phoenix, Arizona 85007

Dear Mr. Stavneak:

Pursuant to Laws 2009, First Special Session, Chapter 1 (SB 1001), Section 29, the Department
of Economic Security requests Joint Legislative Budget Committee review of various fund
transfers necessary to implement appropriation reductions and transfers to the General Fund
also included in that legislation.

A. Notwithstanding any other law, in fiscal year 2008-2009 a budget unit may
request a cash transfer between its own funds from the state comptroller to
comply with a reduction or transfer required by this act.

C. Before transferring any monies pursuant to subsection A, the transfer must
be reviewed by the joint legislative budget committee.

The Department will transfer $417,800 from the Spinal and Head Injuries Trust Fund to the
Arizona Industries for the Blind (AIB) Fund. These funds will then be transferred to the
General Fund. AIB is self-supporting from the proceeds of its business operations (e.g.
contracts with the federal government for warehousing. distribution, and manufacturing
services) and receives no General Fund support. SB 1001 included transfers of $417.800 from
AIB to the General Fund. However, no surplus funds are available and such transfers would
result in layoffs of at least 30 blind individuals employed by AIB. The transfer from the Spinal
and Head Injuries Trust Fund will not result in a reduction to existing service levels, but does
represent a foregone opportunity to provide rehabilitation services to additional individuals with
spinal and head injuries.

The Department will transfer $1.2 million from the Developmentally Disabled Client Services
Trust Fund (referred to as the Arizona Training Program at Phoenix Fund in SB 1001) and
$450.000 from the Community-Based Marriage and Communication Skills Program Fund to
the Long Term Care System Fund. Spending of Community-Based Marriage and
Communication Skills Program Fund dollars in fiscal year 2009 is less than was projected as
several planned contracts were suspended during the contract review process. These transfers
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are necessary to partially resolve shortfalls in the Division of Developmental Disabilities
(Division) and implement the reduction and transfer provisions of SB 1001. The Department
requested a $17.7 million total fund ($6.3 million General Fund) supplemental to resolve a
shortfall in the Division’s Medicaid-funded Arizona Long Term Care System resulting from an
underestimation of the capitation rate. This supplemental was not funded by SB 1001.
Additionally, appropriation reductions made by SB 1001 impact the Division. First, the
worksheets that detail the components of the lump sum reductions included in SB 1001
specified a $2,959,100 reduction directed to the state-only budget. Second, a portion of the
unspecified lump sum reduction was allocated to the Division’s appropriations.

To implement the reductions necessary to address the unfunded supplemental request, specified
reductions, and the Division’s portion of the Department’s unspecified lump sum reduction, the
Department intended to implement various operating reductions, a ten-percent provider rate
decrease, and the suspension of non-residential state-only services. However, the Arizona
Association of Providers for People with Disabilities (AAPPD) filed a lawsuit challenging the
latter two actions and Maricopa County Superior Court’s Judge Joseph Heilman granted a
temporary restraining order preventing the Department from implementing these measures. The
Department is appealing this decision, but each week that passes reduces the savings that will
be realized by approximately $1 million. The transfers discussed above are necessary to
address a portion of the budgetary savings that have been lost due to the temporary restraining
order.

If you have any questions, please contact Stephen Pawlowski, Chief Financial Officer, at (602)
542-3786.

Sincerely,

. |
T W

Lirida J. Blessing
Interim Director

cc: Members of the Joint Legislative Budget Committee
Eileen Klein, Director, Governor's Office of Strategic Planning and Budgeting

D. Clark Partridge, State Comptroller, General Accounting Office, Arizona Department
of Administration
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