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DATE:  January 30, 2007 
 
TO:  Representative Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Leah Ruggieri, Fiscal Analyst 
 
SUBJECT: Attorney General – Review of Uncollectible Debts 
 
Request 
 
Pursuant to A.R.S. § 35-150(E), the Attorney General requests that the Committee review its FY 2005 
listing of $16.8 million in uncollectible debts referred to the Attorney General by state agencies for 
collection. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the request pending more 
information on 2 outstanding debts totaling $6.8 million. A favorable review by the Committee will allow 
the State Comptroller to remove debt, certified by the Attorney General as uncollectible, from the state 
accounting system. The report meets the requirements of A.R.S. § 35-150(E). 
 
Analysis 
 
The Attorney General’s Collection Enforcement Unit functions as a collection service for past due debts 
owed to state agencies, boards and commissions. The unit returns 65% of collected monies to the client 
agencies and retains the remaining 35% for unit operational costs. While the Collection Enforcement Unit 
is able to collect monies from many individuals and businesses that owe monies to the state, some debts 
are uncollectible. 
 
The Attorney General’s Office reviewed the cases assigned to the Collection Enforcement Unit. Based on 
this review, the Attorney General advises that $16.8 million owed to the state is uncollectible. Of this 
amount, the Attorney General lists: 
 
• $6.5 million due to defunct corporations and limited liability companies; 
• $2.8 million due to insufficient debtor resources; 
• $1.0 million due to settlement; 
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• $1.5 million due to bankruptcy; 
• $4 million due to inability to locate the debtor. 
 
The remaining $1.0 million is listed as uncollectible due to the debtor being deceased or incarcerated, 
expiration of the statute of limitation, or because the cost of collection exceeds the amount of debt owed. 
 
A debt amount is categorized as uncollectible due to insufficient debtor resources when the Attorney 
General determines that the debtor has no assets, no wages, and a negative credit report. Depending on the 
circumstances of the case, the Attorney General may wait anywhere from 6 months to 10 years to 
determine a debt is uncollectible due to insufficient debtor resources. When a debt amount is determined 
to be uncollectible due to insufficient debtor resources and is removed by the State Comptroller from the 
state accounting system, the judgment remains recorded with the state and the lien imposed on the debtor 
is not expunged. Additionally, state income tax refunds will be offset by the amount of the debt. 
 
The table below demonstrates that of the $16.8 million in uncollectible debt, approximately 88% are debts 
that were owed to 5 agencies: the Corporation Commission, the Department of Commerce, the Registrar 
of Contractors, the Industrial Commission of Arizona, and the Department of Revenue. The remaining 
12% are debts owed to 31 other agencies. 
 

Uncollectible Debt Recommended for Write-Off by Client Agency 
   

 
Amount Recommended 

for Write-Off Percentage 
Arizona Corporation Commission $  4,966,600 30% 
Department of Commerce 3,411,200 20% 
Registrar of Contractors 2,682,700 16% 
Industrial Commission of Arizona 1,923,800 11% 
Department of Revenue 1,801,200 11% 
All Others   1,984,200 12% 
 Total $16,769,700 100% 

 
By comparison, the state removed $10.7 million in uncollectible debts from the accounting system in FY 
2004. The FY 2005 amount of $16.8 million is greater than this year primarily due to a $3.4 million case 
involving a debtor that cannot be located and a $3.4 million case involving a defunct corporation.  We 
have requested more information on both of these cases.  The report includes a brief explanation for each 
uncollectible debt, the date the debt was determined uncollectible, and the dollar amount of each debt. 
 
RS/LR:ym 
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DATE:  January 30, 2007 
 
TO:  Representative Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Leah Ruggieri, Fiscal Analyst 
 
SUBJECT: Attorney General – Review of Allocation of Settlement Monies 
 
Request 
 
Pursuant to a footnote in the General Appropriation Act, the Office of the Attorney General (AG) has 
notified the Committee of the allocation of monies received from the Sony BMG settlement agreement 
and the Deed and Note Traders (DNT) consent decree.   
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the allocation plans from the 
Sony BMG settlement agreement and the DNT consent decree.  The allocation plans are consistent with 
A.R.S. § 44-1531.01, which relates to the distribution of monies recovered as a result of enforcing 
consumer protection or consumer fraud statutes. 
 
Analysis 
 
The General Appropriation Act contains a footnote that requires JLBC review of the allocation or 
expenditure plan for settlement monies over $100,000 received by the AG or any other person on behalf 
of the State of Arizona, and it specifies that the AG shall not allocate or expend these monies until the 
JLBC reviews the allocations or expenditures.  Settlements that are deposited in the General Fund 
pursuant to statute do not require JLBC review.  The AG recently settled 2 cases that will result in the 
receipt of settlement monies over $100,000. 
 
Sony BMG Settlement 
 
In December 2006, the Attorney General entered into a multistate settlement with Sony BMG as a result 
of allegations that the company placed anti-copying software on certain music CDs without adequate 
disclosures to consumers.   One version of the software, XCP, was designed to automatically download 
on consumers’ computers without their knowledge.  XCP also created security vulnerabilities on 
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Windows-based computers, exposing them to viruses and other problems.  In some cases, consumers who 
tried to remove XCP from their computers had their CD-ROM drives crash.  Another version of the  
software, MediaMax, would download on consumers’ computers even if they declined to accept the 
software.  One version of MediaMax also created security vulnerabilities on computers.  The total 
multistate settlement amount is $4.25 million, of which $313,000 will be deposited into Arizona’s 
Consumer Fraud Revolving Fund for attorney costs and fees.  In addition to the $4.25 million payment to 
the states, Sony BMG will also provide refunds up to $175 to all consumers who experienced harm to 
their computers when they tried to remove the software. 
 
Deed and Note Traders Consent Decree 
 
In December 2006, the Attorney General also entered into a consent decree with DNT as a result of 
allegations that the company ran 2 programs that violated consumer fraud statutes.   DNT implemented a 
HomeSavers program that allowed consumers facing foreclosure to sell their homes to DNT and rent 
them until they could be re-purchased in approximately 2 years.  The Attorney General’s office alleged, 
however, that the intent of the program was to create an arrangement in which consumers would rent their 
homes until they could no longer afford the payments, at which time they would be evicted and DNT 
would receive permanent ownership.  DNT also set up a Rent-to-Own program to target consumers with 
credit problems.  Consumers were rarely able to purchase the homes they rented, however, because they 
had to meet multiple and onerous qualifications.  The consent decree requires DNT to make restitution to 
14 consumers who lost their homes to DNT in an amount exceeding $234,000.  Individual refunds range 
from $1,700 to $43,600.  Additionally, $200,000 will be deposited into the Consumer Fraud Revolving 
Fund for attorney costs and fees.   
 
RS/LR:ts 
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DATE:  January 31, 2007 
 
TO:  Representative Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee  
 
THRU: Richard Stavneak, Director 
 
FROM: Jeremy Olsen, Fiscal Analyst 
 
SUBJECT: Arizona Department of Environmental Quality – Review of Water Quality Permit 

Processing Times 
 
Request 
 
In accordance with Laws 2006, Chapter 344, the Arizona Department of Environmental Quality 
(DEQ) has submitted for review a report documenting water quality permit processing times for 
FY 2006 and 2007.  
 
Recommendation 
 
The Committee has at least the following options: 
 

• A favorable review of the request. 
 
• An unfavorable review of the request. 
 

Under either option, JLBC Staff recommends that DEQ report to the Committee on its rationale 
for not using the FY 2007 $200,000 allocation from the Water Quality Fee Fund for additional 
contract permitting staff, given the increase in applications. 
 
Analysis 
 
Laws 2006, Chapter 344, required DEQ to submit a report on water quality permit processing 
times for FY 2006 and projected totals for FY 2007.  This report was also required to include the 
total number of staff hours and total costs to process water quality permits, and the progress 
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made in reducing permit processing times.  This report is included as an attachment with this 
memo. 
 
In FY 2006, the department received a total of 2,899 water quality permit applications. Of 48 
permit types with at least one application, on average DEQ met the Licensing Timeframe (LTF) 
for all but 1 permit type.  For this single permit type (an Aquifer Protection Permit requiring a 
public hearing) the average processing time exceeded the deadline by 18 days.  While the 
average processing time exceeded the licensing deadline for only 1 permit category, DEQ 
exceeded the deadline for at least 1 permit in 9 categories. 
 
Compared to FY 2006, the department has received a total of 1,245 applications during the 
period of July 1 to November 30, 2006.  Year to date in FY 2007, the average processing time 
has exceeded the deadline for 4 of 48 permits types.  For all of FY 2007, the department projects 
that the average time to issue 2 types of Aquifer Protection Permits will exceed their permit 
processing timeframe. 
 
In FY 2007, the department projects it will receive an additional 247 water permit applications, 
an increase of 8.5%.  Costs of processing permits are expected to increase by $930,300, or 
22.1%.  The table below contains actual permit information for FY 2006 and projected 
information for FY 2007.   
 

Water Quality Permits 
 

Applications Staff Hours 
Average Hours 

Per Permit Staff Costs 
Average Cost 

Per Permit 
FY 2006 2,899 86,919 30.0 $4,203,400 $1,400 
FY 2007 3,146   96,623 30.7 5,133,700 1,600 
   Total 6,045 183,542 30.4 $9,337,100 $1,500 

 
In FY 2007, the department received an appropriation of $200,000 from the General Fund and an 
additional $200,000 from the Water Quality Fee Fund to hire outside contractors to reduce the 
backlog of permits waiting for processing.   
 
The department reports that nearly all of the $200,000 General Fund appropriation has been 
obligated, and that the $200,000 appropriation from the Water Quality Fee fund did not provide 
any additional money for permit processing because the department already had adequate 
appropriation authority to pay for existing Water Quality employees.  The department reports 
that the additional General Fund monies did not substantially reduce processing timeframes, but 
did not provide any specific details.  JLBC Staff has also requested from the department an 
explanation as to why it did not use the additional Water Quality Fee Fund money to contract for 
permit staff, considering that applications are projected to increase 8.5% over FY 2006.  
 
For FY 2008, the JLBC Baseline budget includes an additional $600,000 from the Water Quality 
Fee fund for the department’s expedited water quality permitting process.  The Executive budget 
includes approximately $1,250,000 from the Water Quality Fee fund for 14 additional Aquifer 
Protection Permit FTE Positions. 
 
RS:JO:ss 
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DATE:  January 30, 2007 
 
TO:  Representative Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Leah Ruggieri, Fiscal Analyst  
 
SUBJECT: Arizona State University – Review of Walter Cronkite School of Journalism 
 
Request 
 
The FY 2007 Higher Education Budget Reconciliation Bill (Laws 2006, Chapter 352) required Arizona 
State University (ASU) to submit for review to the Joint Legislative Budget Committee (JLBC) its 
operational and capital plans for the ASU Downtown Phoenix Campus (DPC).  The Committee favorably 
reviewed the DPC plans at its November 2006 meeting.  At the time of the review, however, ASU had not 
presented its agreement with a private developer to design and construct the Cronkite School of 
Journalism/KAET Channel 8 project.   
 
Recommendation 
 
The Committee has at least the following options: 
 
1) A favorable review.  Of the $188 million bond amount approved by City of Phoenix voters to 

construct and renovate several buildings at the Downtown Phoenix Campus, $71 million would be 
dedicated to the construction of the Cronkite School of Journalism at no additional cost to the state. 

 
2) An unfavorable review.  The agreement to construct the Cronkite School of Journalism was not 

previously submitted for formal legislative approval.  Once the city bond is paid off, ASU will own 
the building, which could increase the state’s operating costs and building renewal expenses.  

 
Based on a recommendation by Senator Burns, the Joint Committee on Capital Review (JCCR) 
unfavorably reviewed the ASU Downtown Campus housing proposal at its January 2007 meeting, due to 
a lack of greater legislative involvement in the initial campus siting.  Since that time, Senator Burns has 
announced that he is working with ASU on a plan to enhance legislative oversight, which in turn would 
lead to JCCR reconsidering its unfavorable review.    
 



 - 2 -  
 

(Continued) 

If the Committee favorably reviews the project, the Committee has the option to add its standard 
provision that a favorable review does not constitute an endorsement of General Fund appropriations to 
offset any operations and maintenance costs when the project is complete.   
 
Analysis 
 
In their September submission to the Committee on operational and capital plans for the DPC, ASU 
indicated that the Walter Cronkite School of Journalism and Mass Communication would move from the 
Tempe campus to the downtown campus in FY 2009.  ASU estimates that beginning in FY 2009, 1,800 
students (headcount) attending the DPC would be enrolled in the School of Journalism.   
 
When the Committee favorably reviewed ASU’s plans in November 2006, ASU did not submit a plan to 
construct the building that would house the Cronkite School of Journalism.  On November 15, 2006, 
however, the City of Phoenix authorized Sundt Construction, Inc. in conjunction with their architectural 
partner, HDR Architecture, to provide programming, design, and construction for the Cronkite School of 
Journalism project.  The project involves the construction of a 217,700 square-foot six story building 
located on Taylor Street between Central Avenue and First Street.  It would house the School of 
Journalism with space for teaching newsrooms, broadcast news studios, a radio station, mediated 
classrooms and a central gathering space.  In addition, the KAET television students would be located in 
the building and ground floor retail is planned for the Central Avenue side as well as on the corners of 
First Street and Taylor. 
 
The total cost for the Cronkite School of Journalism is $71 million and would be financed with proceeds 
from the $188 million bond approved by City of Phoenix voters to construct and renovate several 
buildings at the Downtown Phoenix Campus.  According to their agreement with the city, ASU is not 
required to make lease payments on any of the buildings constructed with bond proceeds.  After 2012, 
ASU and the city have only committed to discuss that option.   
 
From FY 2008 through FY 2012, however, ASU will contribute $2 per square-foot per year to a reserve 
and replacement fund that will support any necessary repairs, which is approximately $435,400 per year 
for the Cronkite School of Journalism.  Additionally, ASU is responsible for covering the cost of 
Furniture Fixtures and Equipment, which is budgeted at $7.6 million.  Though KAET’s specialized 
equipment will be relocated and reinstalled in the new building, ASU is still developing the costs 
associated with additional specialized equipment for the school.  The project is scheduled for completion 
and move in by August 2008.   
 
The School of Journalism would have a total cost per-square-foot of $336 and a direct construction cost 
per-square-foot of $251.  Table 1 compares the per-square-foot costs of the Walter Cronkite School of 
Journalism to those of other university non-research-related capital projects. As Table 1 below illustrates, 
the magnitude of these expenses are slightly higher in comparison to the average of other university non-
research-related capital projects previously approved by the Committee since June 2005. It is difficult to 
evaluate the reasonableness of the per-square-foot cost of the Cronkite School of Journalism compared to 
these projects, as it would include the KAET television studio. The non-research-related capital projects 
listed in Table 1 did not involve the construction of similar space.   
 
Rider Hunt Levett & Bailey, a property and construction consultant group, estimated in their 2006 3rd 
quarter Construction Cost Report that construction of a university building would range from $180 to 
$370 per-square foot.  The low-end of this range represents the cost to construct a university building that 
contains strictly classroom space, whereas the high-end of this range represents the cost to construct a 
university building that contains lab space.  The Cronkite School of Journalism costs are expected to be 
closer to the high end of this range, as it involves the construction of specialized space. 
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Additionally, materials costs have risen markedly in the past few years due to increasing worldwide 
demand.  Between 2005 and 2006 alone, the cost per-square-foot to construct a 2-4 story office building 
in Phoenix increased by 11.7% according to RSMeans, a supplier of construction cost information.  When 
accounting for the specialized features in the Cronkite School of Journalism as well as the increase in 
construction costs due to inflation, the JLBC Staff finds that the per-square-foot costs of this project are 
reasonable. 
 
Table 1 

Assorted University Non-Research Capital Projects 
Estimated Per Square Foot Costs 

     
Review  Total  Total Cost Per  Direct Construction  

Project Date Project Cost Square Foot Cost Per Square Foot
     
UA-Architecture Building Expansion June 2005 $9,400,000 $281 $202 
ASU PD Facility October 2006 12,500,000 328 229 
Cronkite School of Journalism January 2007 71,000,000 336 $251  
UA-Poetry Center June 2005 6,800,000 385 286 
AVERAGE     $333  $242  
 
The City of Phoenix contracted this project with the design/build method.  Under this procurement 
method, the total project budget is determined first, after which a RFP is issued for a designer/contractor 
team to design and construct the project.  The team selected from the RFP process develops a proposal 
that meets the pre-determined budget amount and a timeline for project completion.   
 
RS/LR:ts 
 
 












