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DATE:  April 17, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Marge Zylla, Assistant 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 Southwestern Furniture of Wisconsin, 
(Ashley Furniture Homestore) consent judgment.   
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the allocation plans from the 
Southwestern Furniture of Wisconsin consent judgment.  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 the Joint Legislative Budget Committee 
(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.   
 
In January 2008, the AG entered into a consent judgment with Ashley Furniture Homestore based on a 
large number of consumer complaints concerning very late or defective deliveries.  The AG alleged that 
Ashley Furniture Homestore unreasonably used disclaimer language in its sales order slips along with a 
30% restocking fee to prevent customers from canceling their orders, even though delivery had been 
delayed months after the estimated date or the furniture had been delivered in defective condition.  The 
AG also alleged that Ashley Furniture Homestore used deceptive advertisements, including a failure to 
adequately disclose minimum requirements for zero interest financing. 
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The consent judgment provides for injunctive relief that gives the consumers a right to cancel late orders 
and a right to a prompt repair or replacement of defective furniture.  Ashley Furniture Homestore is also 
required to make disclosures that are noticeable, readable, and understandable by ordinary consumers. 
 
The total settlement amount is about $410,000.  The consumers who will receive compensation from 
Ashley Furniture Homestore have already been identified.  Ashley Furniture Homestore will pay about 
$2,000 in restitution to consumers who were charged a restocking fee and will replace furniture or 
provide refunds totaling $8,000 for consumers who received defective furniture.  These amounts do not 
include the compensation independently provided to consumers by Ashley Furniture Homestore before 
the finalization of the consent judgment with the AG.  In addition, Ashley Furniture Homestore will pay 
the Attorney General $400,000 for the costs of the investigation, which will be deposited into the fund 
that supports consumer fraud investigations, consumer education and enforcement of the Consumer Fraud 
Act.   
 
RS/MZ:ss 







(Continued) 

 STATE OF ARIZONA  
   
 

Joint Legislative Budget Committee 
 

STATE   HOUSE OF 
SENATE 1716 WEST ADAMS  REPRESENTATIVES 
 PHOENIX, ARIZONA 85007  
ROBERT L. BURNS   RUSSELL K. PEARCE 
  CHAIRMAN 2008 PHONE (602) 926-5491   CHAIRMAN 2007 
PAULA ABOUD  KIRK ADAMS 
AMANDA AGUIRRE FAX (602) 926-5416 ANDY BIGGS 
JAKE FLAKE  TOM BOONE 
JORGE LUIS GARCIA http://www.azleg.gov/jlbc.htm OLIVIA CAJERO BEDFORD 
JACK W. HARPER  LINDA J. LOPEZ 
THAYER VERSCHOOR  PETE RIOS 
JIM WARING  STEVE YARBROUGH 

 
DATE:  April 18, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Marge Zylla, Assistant Fiscal Analyst 
 
SUBJECT: Attorney General – Review of Allocation of Settlement Monies – State v. Caremark 
 
Request 
 
Pursuant to a footnote in the General Appropriation Act, the Office of the Attorney General has notified 
the Committee of the allocation of monies received from the Caremark (CMK) consent judgment.   
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the allocation plans from the 
CMK consent judgment.  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 the JLBC review of the allocation or 
expenditure plan for settlement monies over $100,000 received by the Attorney General or any other 
person on behalf of the State of Arizona; and it specifies that the Attorney General 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.   
 
Arizona, along with 27 other states, entered into a consent judgment with the pharmaceutical company 
CMK based on violations to the Consumer Fraud Act by engaging in actions including: 
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1. Interchanging drugs without physicians’ approval and telling patients that the physician had 

approved. 
 
2. Falsely telling patients that their doctors had initiated the drug interchange. 
 
3. Telling physicians that their patients would save money with the drug interchange, which was rarely 

if ever the case. 
 
The injunction requires CMK to be transparent in its dealings with physicians and patients when 
attempting to interchange drugs.  It also requires CMK to disclose whether any involved parties receive 
any monetary benefit from a drug interchange.   
 
The total settlement amount is about $38.5 million.  Arizona will receive more than $659,000, which 
must be used by non-profit organizations to benefit low-income, disabled, or elderly consumers of 
prescription medications; to promote lower drug costs for state residents; to educate consumers 
concerning the cost differences among medications; or for similar purposes. Arizona will also receive $1 
million for attorney’s fees and investigative costs, consumer fraud education, and for investigations and 
enforcement of the Consumer Fraud Act.  In addition, Arizona residents are eligible for portions of $2.5 
million that will be available to patients who incurred expenses related to certain switches between 
cholesterol-controlling drugs. 
 
RS/MZ:ss 
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DATE:  April 17, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Marge Zylla, Assistant Fiscal Analyst 
   
SUBJECT: Attorney General – Review of Uncollectible Debts 
 
Request  
 
Pursuant to A.R.S. § 35-150(E), the Attorney General (AG) requests that the Joint Legislative Budget 
Committee review its FY 2006 listing of $9.1 million in uncollectible debts referred to the Attorney 
General by state agencies for collection. 
 
Recommendation 
 
The Committee has at least 2 options: 

 
1. A favorable review. 
 
2. An unfavorable review. 
 
A favorable review by the Committee would allow the State Comptroller to remove debt, certified by the 
Attorney General as uncollectible, from the state accounting system.  Last year, the Committee 
unfavorably reviewed 2 large debts totaling $6.8 million as being uncollectible. 
 
Analysis 
 
The AG’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, for a variety of 
reasons, some debts are uncollectible.  Laws 1999, Chapter 300 created a procedure for the State 
Comptroller to remove uncollectible debts from the state accounting system, after receiving annual notice 
of uncollectible debt from the AG and review by the Joint Legislative Budget Committee. 

(Continued) 
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The AG’s Office reviewed the cases assigned to the Collection Enforcement Unit.  Based on this review, 
the AG advises that $9.1 million owed to the state is uncollectible.  Of this amount, approximately 94% of 
all debts are classified under 4 categories:  debt was discharged in bankruptcy, settled, the debtor is a 
defunct corporation, or the debtor has no assets, wages, and/or a negative credit report.  The remaining 
amount is listed as uncollectible for reasons including an inability to locate the debtor, or because the cost 
of collection exceeds the amount of debt owed. 
 
 

Uncollectible Debt by Reason Code 

  Amount Recommended  
for Write-Off 

 
Percentage 

 

 Debt Discharged in Bankruptcy $2,957,000 32%  
 Settled 2,316,000 25%  
 Defunct Corporation/LLC 2,176,000 24%  
 No assets/No wages/Negative       

     Credit Report 
1,120,400 12%  

 Other 575,000 6%  
      Total $9,144,600 1/ 100% 1/  
____________ 
1/ Note:  Numbers do not add due to rounding.  

 
The 6 largest individual cases comprise $3.8 million of the $9.1 million, or 42% of the uncollectible debt 
total.  All 6 cases are owed to the Department of Revenue.  The largest amount is from an unspecified 
taxpayer.  The AG has collected $1.0 million from this taxpayer and has agreed to write off $1.78 million 
of the remaining debt.  We have requested additional information from the AG for this case. 
 

Largest Individual Cases of Uncollectible Debt  

 
Reason Code 

Amount Recommended  
for Write-Off 

  

 Settled $1,776,100  
 Debt discharged in bankruptcy 916,800  
 Debt discharged in bankruptcy 527,600  
 Defunct Corporation/LLC 237,900  
 Defunct Corporation/LLC 181,000  
 Debt discharged in bankruptcy 176,000  
      Total $3,816,000 1/  
____________ 
1/ Note:  Numbers do not add due to rounding. 

 
Of the $9.1 million, approximately 81% are debts that are owed to 2 agencies:  the Arizona Department of 
Revenue and the Registrar of Contractors.  The remaining 19% are debts owed to 25 other agencies.  
 
 
 
 
 
 
 
 
 
 
 

(Continued) 
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Uncollectible Debt Recommended for Write-Off by Client Agency 

  Amount Recommended  
for Write-Off 

 
Percentage 

 

 Arizona Department of Revenue $5,235,600  57%  
 Registrar of Contractors 2,193,900  24%  
 Industrial Commission 536,700 6%  
 Corporation Commission 226,100 2%  
 ADOT – Motor Vehicle Division 160,600 2%  
 ADOT – Highway Division 131,300 1%  
 All Others    650,600    7%  
      Total $9,144,600 1/ 100% 1/  
____________ 
1/ Note:  Numbers do not add due to rounding. 

 
The report includes an explanation for each uncollectible debt, the date the debt was determined 
uncollectible, and the dollar amount of each debt. 
 
Update on 2007 Report  
The state removed $10.0 million in uncollectible debt from the accounting system last year.  This number 
excludes the 2 particular cases, each for $3.4 million, that were unfavorably reviewed.  One case involved 
a software company that secured a loan through the Department of Commerce to develop stock exchange 
software.  After the default of the loan, the software was the only remaining collateral and the Department 
of Commerce was unable to find a buyer.  The other case is an individual who owes funds to the 
Corporation Commission.  The individual was not located through the AG’s investigative process. The 
$3.4 million of debt includes $60,000 in cost, $220,000 in restitution, and $3.0 million in penalties. 
 
We are waiting for updated information from the AG concerning the collection status of these 2 cases. 
 
RS/MZ:lm 
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DATE:  April 18, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Jay Chilton, Fiscal Analyst 
 
SUBJECT: Department of Economic Security – Review of Requested Transfer of Appropriations  
 
Request 
 
Pursuant to FY 2008 General Appropriation Act footnotes, the Department of Economic Security (DES) 
requests that the Committee review a transfer of funding involving the Day Care Subsidy Special Line 
Item (SLI) and the Temporary Assistance for Needy Families (TANF) Cash Benefits SLI. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the request.  This transfer 
does not change the total dollar amounts available for the Day Care Subsidy SLI or the TANF Cash 
Benefits SLI and results in no net change in General Fund spending.  The transfer will only change the 
fund allocation between the two line items.  The transfer will enable DES to comply with technical 
federal requirements associated with its receipt of $30 million in additional TANF funding. 
 
Analysis 
 
DES currently receives $226.6 million in TANF Block Grant funding from the federal government each 
year.  These monies are spent for a variety of purposes throughout the agency.  One of the conditions for 
receiving this money is that DES must expend at least a minimum amount of state money on qualifying 
programs.  This is known as maintenance of effort (MOE).  Qualifying programs are those that assist 
needy families so that children can be cared for in their own homes and that reduce the dependency of 
needy parents by promoting job preparation, work and marriage.  Historically, the majority of state 
spending countable towards MOE has been in the TANF Cash Benefits program and in the Child Care 
program.   
 
In FY 2008, DES applied for and received an additional $30 million in money from the TANF 
Contingency Fund, which is set aside by the federal government for states in need of additional funding.  
DES will use these monies in FY 2008 to fund supplemental appropriations for Children Services, 
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Adoption Services, Child Protective Services caseworkers, and eligibility workers in the Family 
Assistance Administration.  DES will receive $40 million in TANF Contingency money in FY 2009, 
which will be used to continue those supplemental appropriations, as well as to fund increases in other 
programs that would otherwise be funded by the General Fund. 
 
According to federal law, expenditures made for child care services can no longer be counted toward the 
state’s MOE when a state qualifies for and receives TANF Contingency Fund dollars.  Because of this 
restriction, DES proposes a General Fund appropriation transfer of $45.3 million from the Day Care 
Subsidy SLI to the TANF Cash Benefits SLI.  DES would then make a corresponding $45.3 million 
transfer of TANF Block Grant monies from the TANF Cash Benefits SLI to the Day Care Subsidy SLI.  
Moving the General Fund dollars from the Day Care Subsidy SLI to the TANF Cash Benefits SLI will 
enable DES to count them toward the state’s MOE in FY 2008 and will allow DES to qualify to receive 
the TANF Contingency dollars. 
 
RS/JC:ss 
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