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Recommendation 1: Pension Reform 
 
 
Summary: As a first step toward constructive public pension reform, the legislature should hire 
an independent actuary to analyze options for reforming the Arizona State Retirement System 
(ASRS). 
 
Discussion: Over the past four fiscal years, the state of Arizona and local governments across the 
state have addressed billions of dollars in budget deficits by raising taxes and fees, sweeping 
dedicated funds, deferring payments to school districts, mortgaging assets, and making difficult 
cuts to core government services.  At the same time, growing deficits in Arizona’s four statewide 
defined benefit pension plans, which now exceed $10 billion, have triggered mandatory increases 
in contribution rates from the very same government entities attempting to enact balanced 
budgets.   
 
This scenario is not unique to Arizona.  Across the country, state and local governments are 
struggling to deliver government services while simultaneously funding defined benefit pension 
plans for public employees.  Depending on the accounting methodology used, the cumulative 
funding deficit across all state retirement plans is somewhere between $1 trillion and $3 trillion.1 
  
In response to these challenges, state legislatures are taking action.  Twenty states enacted 
pension legislation during 2010, ranging from modest increases in the retirement age to 
comprehensive reforms that enroll new employees in defined contribution or hybrid plans, 
according to the National Conference of State Legislatures.   In Arizona, the legislature passed 
and the Governor signed HB 2389 which will generate nearly $1 billion in savings.  While the 
impact of HB 2389 is certainly positive in terms of cost savings, COPE believes that a more 
fundamental analysis of Arizona’s public employee retirement systems should be conducted.   
 
Efforts to reform Arizona’s public employee pension system will inevitably lead to passionate 
arguments both in favor and in opposition.  To help ensure that facts and data ultimately guide 
the debate, the commission recommends that the legislature hire an independent actuary to 
analyze the following policy options, the specifics of which should be developed by the 
legislature: 
 

 Continue to Enroll New Employees in the Defined Benefit Plan (ASRS) 
 Enroll Newly Hired Employees in a Defined Contribution Plan 
 Enroll Newly Hired Employees in a Hybrid Plan 
 Enroll Newly Hired Employees in and Transition Some Current Employees to a Defined 

Contribution Pan 
 Enroll Newly Hired Employees in and Transition Some Current Employees to a Hybrid 

Plan 

                                                           
1
 Pew Center on the States. 2010, “The Trillion Dollar Gap” and Novy-Marx, Robert , and Rauh, Joshua. December, 

2009. “Public Pension Promises: How Big Are They and What Are They Worth?‖ 
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In particular, the study should provide long term projections of employer and employee 
contribution rates and amounts, plan funding status, and active membership for each of the above 
policies under a baseline, optimistic, and pessimistic investment scenario.  The information 
contained in the actuarial analysis will enable lawmakers to answer two fundamental questions: 
 

1. What is the short, medium, and long term cost of each policy? 
2. To what degree do the short, medium, and long terms costs of each policy vary under 

different investment scenarios? 
 
The answers to these questions will enable lawmakers to compare the overall cost and taxpayer 
risk exposure associated with each option.  In fact, the proposed analysis above was suggested to 
COPE by Utah State Sen. Dan Liljenquist—who sponsored Utah’s widely cited pension reform 
legislation in 2010—as the most constructive ―first step‖ towards understanding the scale of the 
problem and framing reform solutions. With the debate over cost and variability levels settled by 
the results of the analysis, policymakers in Utah were able to focus on the more important issue 
of selecting the cost and variability levels that are most appropriate for the state, according to 
Sen. Liljenquist. 
 
COPE recommends that the Arizona Legislature undertake similar research to form the basis of a 
larger pension reform strategy. Further, COPE recognizes that any reforms impacting current 
employees may require a constitutional amendment and are almost guaranteed to face legal 
challenges. However, for the purposes of comparison, we believe that such changes to current 
employee pensions should be contemplated in the analysis. Lawmakers will have the opportunity 
to consider the costs and benefits of each proposal and draw their own conclusions. 
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Recommendation 2: Privatize Operation and Management of the Arizona 

Lottery 
 
 
Summary: Issue a Request for Expressions of Interest to private investor-operators for the 
potential private sector operation and management of the Arizona Lottery. 
 
Discussion: The Arizona Lottery has been a beneficial asset to the state, transferring nearly $700 
million of net operating revenues to state coffers over the last five years. While this may seem an 
impressive sum in the abstract, a closer look at lottery revenue and expense trends in recent years 
suggests that the state lottery is an underperforming asset overall.  
 
As shown in Table 1, the lottery’s annual operating revenue has increased over 17% from $469 
million in FY2006 to over $551 million. However, the lottery’s expenses have grown at a far 
higher rate, increasing nearly 25% over the same time period, effectively negating the benefit of 
increase sales revenues. As a result of this growing mismatch between revenues and expenses, 
the amount of lottery profits returned to the state has held nearly flat over the last five years, 
Despite significant increases in sales revenues, the lottery’s net income—and thus net transfers to 
the state—are not growing.  
 
Table 1. Arizona Lottery Revenue, Expenses & Transfers (FY2006-2010) 

Arizona FY2006 FY2007 FY2008 FY2009 FY2010 

Total 

Growth, 

FY06-10 

(%) 

Operating Revenue ($M) $468.7 $462.2 $472.9 $484.5 $551.5 17.7% 

Operating Expenses ($M) $328.3 $323.1 $329.6 $357.8 $410.1 24.9% 

Net Operating Income ($M) $140.4 $139.1 $143.3 $126.7 $141.4 0.7% 

Transfers to other State 

Funds ($M) $141.1 $139.9 $144.5 $129.1 $141.9 0.6% 

Source: Arizona Lottery annual financial reports, 2006-2010, arizonalottery,com. 
 
The state is essentially working harder and harder to chase an almost imperceptible increase in 
net operating income. Even a modest improvement in lottery sales or internal efficiencies would 
add value. In other words, seeking alternatives to the current lottery operation almost by 
definition could improve the performance of the lottery. 
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Illinois’ state lottery has faced a similar situation to Arizona’s in recent years (see Table 2), with 
little increase in net income transfers to the state over time. A drive to improve this performance 
while generating needed new revenues during a major fiscal crisis has recently prompted Illinois 
to pursue a major shift in lottery operations and management through a first-of-its-kind 
privatization-type initiative. 
  
 
Table 2. Illinois Lottery Revenue, Expenses & Transfers (FY2005-2009) 

Illinois FY2005 FY2006 FY2007 FY2008 FY2009 

Total 

Growth, 

FY05-09 

(%) 

Operating Revenue ($M) $1,856.0 $1,993.0 $2,021.0 $2,089.0 $2,082.0 12.2% 

Operating Expenses ($M) $1,234.5 $1,359.4 $1,388.0 $1,439.0 $1,444.0 17.0% 

Net Operating Income ($M) $621.6 $634.4 $633.8 $650.1 $638.4 2.7% 

Transfers to other State 

Funds ($M) $619.5 $645.9 $631.2 $648.5 $634.7 2.5% 

Source: Illinois Lottery annual financial reports, 2005-2009. 
 
 
In September 2010, Illinois Gov. Pat Quinn announced the winning bidder for a 10-year contract 
with a private consortium to take over the management of the state lottery. According to state 
officials, the landmark deal will guarantee the state approximately $4.8 billion for the state by 
2016, representing more than a $1 billion increase over the revenues projected if the lottery were 
to remain under state management.  
 
Under the terms of the 10-year contract, the winning bidder—Northstar Lottery Group, a 
partnership between GTECH and Scientific Games—will take over responsibility for lottery 
operations, management and marketing functions in exchange for a portion of revenues (capped 
at 5%). The state of Illinois will continue to exercise control and oversight over all significant 
business decisions, including the state approval of annual business plans and ability to access all 
vendor information regarding lottery operations.  
 
The deal also ties the operator’s compensation to its performance at enhancing lottery revenues; 
however, the contract includes a 5% total net income cap on the potential profits for the 
contractor, as well as penalties paid to the state if the company fails to hit revenue targets. The 
contractor will retain all 170 current lottery employees and has announced its intention to hire an 
additional 100 private sector employees. 
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Northstar plans to increase revenue through enhanced marketing, an expansion in the number of 
retail establishments selling lottery tickets, and the introduction—subject to state approval—of 
new and more appealing games designed to appeal to a wider swath of the population.  
 
In order to stay within the bounds of federal law, Illinois will not sell or lease the lottery 
operation outright. Rather, the state is contracting out operations and management duties while 
retaining a strong role in decisions affecting the lottery and public access to all lottery operations. 
The partnership will be governed by a private management agreement requiring the private 
manager to submit a business plan each year for official state approval, allowing the state to 
maintain public control of operations while affording the private manager flexibility in game 
offerings.  

 
Notably, the procurement was designed to have potential vendors bid on the guaranteed revenues 
they would return to the state over the five-year period between FY2012 and FY2016; Northstar 
guaranteed revenues to the state that step up from $851 million in FY2012 to over $1 billion in 
FY2016, as shown in Table 3. 
 
By contracting for specific annual revenue targets, Illinois is effectively guaranteeing a higher 
level of performance and substituting a known (guaranteed revenues from the operator) for an 
unknown (what revenues the state would have returned absent privatization). The Illinois 
contract calls for the private manager to submit an upfront security deposit and, in the event that 
the contractor fails to generate the required revenues in a given year, the contract requires it to 
make a revenue shortfall payment to the state—a significant transfer of risk. Hence, if the 
operator fails to meet the state’s revenue targets, it will be ineligible for incentive payments and 
will be responsible for covering the shortfall. 
 
COPE believes that Arizona policymakers should explore the possibility of a similar transaction 
for the operation of the Arizona Lottery. While it is impossible to estimate the potential benefit 
of such a transaction absent an actual procurement, as noted above even small performance 
improvements could produce meaningful results for the state.  COPE prepared a conceptual 
model for what a similar arrangement might yield in Arizona (see Table 3). As a baseline for 
comparative purposes, COPE assumed that if left under state operation, net transfers from the 
Arizona Lottery to the state would increase by a total of 3% between FY2010 and FY2016, an 
optimistic assumption given that transfers have only increased by 0.6% over the last five years. 
 
Table 3 shows that Arizona could see a significant expansion in revenues if it were able to 
negotiate a similar lottery operating contract as Illinois. Given that the two lottery systems are 
different—and a conservative assumption that Arizona’s smaller system may be less attractive to 
private investor-operators than Illinois’—we assume that a procurement in Arizona would yield 
less guaranteed revenue growth than Illinois’ contract. In fact, we assumed that a contract in 
Arizona would be designed to merely match the total growth in transfers Illinois was expecting 
under state operation—without its management contract (26.5% over FY2010-16)—as even this 
less ambitious growth target would be a significant gain for Arizona and would be a major step 
towards bringing the growth of lottery revenues in line with the recent growth in lottery 
expenses. 
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Even with these conservative assumptions, we estimate that a similar privatization, on less 
generous terms than Illinois’, could increase lottery transfers to the state by between $107-210 
million over a five year period in Arizona. COPE believes that state policymakers should avail 
themselves of the potential opportunity to maximize the value of this important state asset in a 
way that guarantees higher revenue returns to the state than can reasonably be expected under 
state operation. 
 
It should be noted that Illinois has already signed the lottery operating contract with Northstar, 
though a January 2011 court ruling invalidated the omnibus legislation that originally granted 
statutory authority for the procurement to proceed. While the legal proceedings remain unclear, it 
is important to note that the law’s invalidation related to a violation of single-subject 
requirements for the overall legislation and did not relate to the privatization component itself. 
Hence, Illinois’ current legal proceedings should not be interpreted to suggest that other states 
could face similar issues. The actual contract signed was the result of a competitive bid process 
and market competition, so other states could expect similar interest from potential bidders. 
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Table 3. Illinois Lottery Management Contract and Arizona Lottery Privatization Estimates (FY2010-2016)  
 

  

FY2010 
(Pre-
Contract) 

FY2011 
(est.) FY2012 FY2013 FY2014 FY2015 FY2016 

Total, 
FY12-16 

Estimated 
Net Total 
Revenue 
Gain Through 
Privatization, 
FY12-16 ($M) 

Total % 
Growth, 
FY10-16 

Illinois Contract 

State Operation: Transfers 
to State Funds, No Contract $635 $660 $687 $714 $743 $773 $803 $3,720 - 26.5% 

Contract: Guaranteed 
Transfers to State ($M) $635 n/a $851 $950 $980 $986 $1,000 $4,767 $1,047 57.5% 

Arizona Contract Scenarios 

State Operation: Transfers 
to State Funds, No Contract, 
Assumed 3% Total Growth $142 $143 $143 $144 $145 $145 $146 $724 - 3.0% 

Contract: Guaranteed 
Transfers to State ($M), 
Assumed 26.5% Total 
Growth $142 $148 $153 $160 $166 $173 $180 $831 $107 26.5% 
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Recommendation 3: Adopt a Priority/Outcome-based Budgeting Process 

 
 
Summary: The adoption of a priority or outcome-based budgeting system would help Arizona 
policymakers to more easily identify the governmental activities most important to Arizonans and 
make difficult trade-off and cost-benefit decisions. It would also result in the provision of better, 
more efficient state government services while allowing Arizona to protect taxpayers and 
maintain fiscal responsibility. 
 
Discussion: Arizona’s chronic structural budget deficit is the inevitable outcome of a 
fundamentally flawed and antiquated budget process. In Arizona, like most other states, budgets 
are typically developed by adjusting the current budget for inflation and caseload increases—so 
called ―baseline budgeting,‖ but this process takes discretion and performance evaluation out of 
the mix entirely. In ―normal‖ fiscal times, the budget tends to be built on the premise that last 
year’s dollar was a good dollar spent, so this year a given agency or program should spend what 
it did last year, and then some.  
 
By perpetuating this dysfunctional approach to the stewardship of taxpayer funds, policymakers 
become enablers for agencies and programs that are ineffective at meeting their intended policy 
and service delivery goals, have fundamental design flaws or any other number of problems. The 
tried and true way of building budgets virtually guarantees overspending since there is little, if 
any, feedback loop between dollars spent and performance, efficiency or outcomes. 
 
The problem is exacerbated in a fiscal crisis like that facing Arizona today. In this situation, 
policymakers find that the baseline budget is higher than the estimated revenue forecast and then 
go about focusing on a combination of programmatic spending reductions, tax increases and 
accounting gimmicks to make general fund resources match revenue forecasts. This approach 
ignores what should be the central question: whether existing state programs are efficient or 
effective.  
 
There are surely some functions that state government can stop providing, but unfortunately the 
traditional budgeting process fails to facilitate this sort of downsizing. Traditional state 
budgeting focuses only on changes to a base budget at the margins, and rarely are the ―big 
picture‖ questions asked—in essence, the budget is on autopilot. The logic of autopilot budgeting 
is simple—that in order to maintain current service levels agencies need to spend what they did 
last year and an increase to account for inflation and population increases. Put simply, this moves 
the discussion to the margins of spending—the annual spending increase requests from agencies. 
Unfortunately, the majority of spending is left out of the debate and seldom is analyzed for its 
relative merits. In fact, it is generally assumed that the activities should continue to receive 
funding. Put simply, the traditional budgeting process effectively establishes a default position 
that state government will just continue to expand over time, representing an unsustainable 
approach to state fiscal management.  
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Several states (and more cities and counties) are changing their views about government 
budgeting. Priority or outcome-based spending treats spending as an investment—the type and 
amount of investment should change yearly as results, performance, and needs change. 
Budgeting this way shifts the focus on the investments and what can be accomplished with 
available resources—when resources run out, spending stops. 
 
Arizona needs to follow the lead of Washington State, Iowa, and others (see Table 4) and begin 
shifting to an outcome-based budgeting system, also known as Budgeting for Outcomes (BFO), 
in which policymakers and the public collaboratively rank programs according to how cost-
effective they are at achieving the results citizens want. The state government then goes down 
the list, funds the most important programs first, ―buying down‖ with available revenues until 
they run out of money. This ensures that vital services are being funded before less-critical ones, 
and services not deemed of greater importance are reduced or eliminated. Kitchen table 
budgeting works this way, and there is no reason the state should not do the same. 
 
Table 4. Jurisdictions That Have Used Budgeting for Outcomes 

 
States Counties 

Washington 
Iowa 
South Carolina 
Michigan 
Louisiana Dept. of Culture, Recreation 

and Tourism 
 

Snohomish, WA 
Multnomah, OR 
Mesa County, CO 
Polk County, FL 
Larimer County, CO 
Coconino County, AZ 

Cities School Districts 

Azusa, CA 
Spokane, WA 
Dallas, TX 
Ft. Collins, CO 
Northglenn, CO 
Redmond, WA 
Eugene, OR 
Savannah, GA 
Baltimore, MD 
Tacoma Metro Parks, WA 
 

Jefferson County, CO 
Billings, MT 

Source: David Osborne, The Next California Budget: Buying Results Citizens Want at a Price They Are Willing to 
Pay, Policy Study 380, Reason Foundation, April 2010, p. 2. 
 
 
Washington State—Priorities of Government Budgeting Model 
 
Budgeting for Outcomes was first employed by Governor Gary Locke in the State of Washington 
in 2003 and was called the Priorities of Government (POG) model. At the time, Washington was 
facing a $2.4 billion budget shortfall (approximately 10-15 percent of the size of the General 
Fund operating budget). Significant changes were needed to plug the hole in the budget. In an 
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effort to make the most of limited resources and ensure that the most important governmental 
functions were properly funded, the Locke administration called for a top-to-bottom evaluation 
of what services the government provided and how and implemented priority-based budgeting to 
close a budget deficit of $2.4 billion without raising taxes. Had the traditional cost-plus 
budgeting system been used, legislators would have started with the baseline budget and focused 
on cutting programs or raising taxes until the general fund matched the forecasted revenue. 
Instead, the state prioritized services and determined what the most important things to buy or 
deliver were for the dollars invested. 
 
The Public Strategies Group, led by author, reform expert, and consultant David Osborne (who 
led Vice President Al Gore’s ―Reinventing Government‖ initiative at the federal level under the 
Clinton administration), developed the POG approach with the Locke administration as a central 
means of closing the budget deficit. The administration identified a set of ten key results that 
citizens expect from government: 
 

 Improve student achievement in elementary, middle, and high schools. 
 Improve the quality and productivity of our workforce. 
 Improve the value of postsecondary learning. 
 Improve the health of Washington citizens.  
 Improve the security of Washington’s vulnerable children and adults. 
 Improve the economic vitality of business and individuals. 
 Improve statewide mobility of people, goods, information, and energy. 
 Improve the safety of people and property. 
 Improve the quality of Washington’s natural resources. 
 Improve cultural and recreational opportunities throughout the state. 

 
―Result teams‖ were formed to analyze government activities in each of the ten result areas. In 
Washington, result teams are comprised of six to eight subject-matter experts from state 
agencies, and are led by the Office of Financial Management. These teams analyzed and ranked 
government activities according to how well they achieved the desired outcomes as outlined in 
the ten governmental goals. The result teams were aided by a 10-member ―guidance team‖ 

comprised of leaders of the public, private, and nonprofit sectors. The guidance team was tasked 
with overseeing the prioritization process and reviewing the work of the result teams. 
 
In order to aid in the decision-making process, result teams were each given a dollar allocation to 
serve as an upper spending limit for their purchase plans. Washington reached several key 
conclusions regarding the allocation limit: 
 

 The prioritization process is often more meaningful when the allocation is less than the 
amount currently spent in that area. 

 A dollar constraint encourages creativity, keeps proposals grounded in financial reality, 
and forces people to articulate priorities and choices. 

 
The priority rankings established by the result teams were then used to develop the 2003-05 
biennial executive budget proposal. Activities were funded from the top of the list down until the 
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spending limit was reached. Figure 1 offers an illustrative example of some of the spending 
priorities that were established. 
 
Figure 1: Washington State POG Example 

 

 
Source: Washington State Office of Financial Management. 
 
The POG model is still used in Washington State today under the current administration, 
demonstrating the longevity of the approach and its resilience to changes in leadership.  
 
Why Budgeting for Outcome Works 
 
Across-the-board cuts are generally ill-advised—they treat and affect the highest performing and 
most important services equally with low performing and less important services. By focusing on 
performance and priorities, policymakers can target their cuts—ridding taxpayers of poor 
performing, non-essential, and non-core services.  
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Since politicians, special interests, and bureaucrats often focus on narrow interests and spending 
priorities, ignoring the larger picture and the sacrifices necessary to accommodate those desires, 
perhaps the greatest benefit of BFO is simply making budgetary priority and trade-off decisions 
clear to all. As a 2005 U.S. Government Accountability Office report of innovative state 
performance budgeting efforts noted: 
 

One Washington legislator said that [BFO] provided decision makers with proposed 
priorities in a clear and easily understood format that encouraged constructive debate. . . 
Legislative officials said that the greatest contribution of [BFO] was that it provides a 
strong, clear means of communicating budgetary trade-offs to both decision makers and 
the public. 

 
The BFO approach to budgeting has several other advantages over the traditional incremental 
―line-item‖ approach: 

 BFO focuses on achieving results and developing statewide strategies for realizing goals, 
instead of focusing narrowly on agency ―silos.‖ 

 BFO illustrates not only which programs are cut, but which programs are funded. 
 BFO presents trade-offs and cost-benefit decisions in a way that is clear and easy for 

decision makers and citizens alike to understand. 
 BFO makes performance information more relevant and useful to budget decisions. 
 BFO allows decision makers to reward programs and activities that best serve state goals 

and helps reduce waste by identifying ineffective and duplicative programs and services. 
 BFO helps identify statutory limitations that are obstructing more effective service 

delivery. 
 
Adopting a BFO approach would be a major step for Arizona towards bringing sanity and fiscal 
sustainability to the budget process. It integrates strategic planning, zero-based budgeting, and 
performance-based budgeting in a workable, common-sense system that has been replicated in 
numerous state and local governments. Arizona policymakers would be well-advised to begin 
implementing a similar transformation in the budgeting process to ensure that taxpayer dollars 
are spent with maximum effectiveness and that the trade-offs among different categories of 
spending—especially in a budget crisis—are made clear and explicit. 
 
Additional Resources 

 David Osborne and Peter Hutchinson, The Price of Government: Getting the Results We Need in an Age of 
Permanent Fiscal Crisis, (New York, NY: Basic Books, 2004). 

 David Osborne, The Next California Budget: Buying Results Citizens Want at a Price They Are Willing to 
Pay, Policy Study 380, Reason Foundation, April 2010. 

 Washington State Office of Financial Management Web site, ―Priorities of Government,‖ 
http://www.ofm.wa.gov/budget/pog/. 

 U.S. Government Accountability Office, Performance Budgeting: States’ Experiences Can Inform Federal 
Efforts, Report No. GAO-05-215, February 2005, http://www.gao.gov/new.items/d05215.pdf. 

http://www.ofm.wa.gov/budget/pog/
http://www.gao.gov/new.items/d05215.pdf
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Recommendation 4: Elimination, Merger, Efficiency Review or Privatization 

of Agencies, Boards and Commissions 
 
 
Summary: COPE recommends a systematic review of agencies, boards and commissions for 
elimination, merger, efficiency review and/or privatization. COPE offers preliminary 
recommendations on potential elimination, merger, review and/or privatization opportunities for 
over 70 agencies, boards and commission to serve as a starting point for a larger review 
discussion.  
 
Discussion: Arizona state government includes over 100 specialized agencies, boards and 
commissions that were established over time by policymakers to fulfill certain functions or 
address specific problems on behalf of Arizona taxpayers. While well-intentioned in their 
conception, government inevitably expands over time as these agencies, boards and commissions 
are formed—often with duplicative, overlapping or even contradictory missions—and they are 
rarely evaluated to determine whether they are delivering results or if their continued existence is 
even warranted. Without a principled, periodic review to identify what boards and commissions 
can be eliminated, consolidated, reviewed or privatized, there will always be a tendency towards 
government sprawl and inefficiency. 
 
Maximizing the value of taxpayer dollars demands that public officials continually monitor the 
effectiveness of and need for various government entities. It is particularly important for 
government to concentrate on core functions during challenging fiscal crises, as there should be 
no room in the budget for low-priority programs. Reasons that an agency, board or commission 
could be deemed non-essential or low priority may include: 
 

 The entity is unnecessary for performing core functions of government. 
 The entity performs functions duplicative of other government programs. 
 The entity performs services that are already adequately provided in the private sector (or 

which could be). 
 The entity’s past or current budgetary growth is not justified. 
 The entity performs functions that are better suited to local governments. 

 
The state budget can only become balanced on a sustainable basis if policymakers return their 
focus to providing only the core functions of government. Similarly, the state’s governmental 
sub-units should either demonstrate a record of effectiveness toward the stated purpose for 
creation or face elimination or reorganization. COPE believes that agencies, boards and 
commissions that perform the same services or mission should be eliminated or consolidated, 
and those that provide unnecessary, non-core services should be eliminated outright.  
 
Recommendation: A full review of over 100 agencies, boards and commissions will take a 
sustained commitment on the part of state policymakers, which COPE believes would be best 
facilitated by establishing an ongoing process to systematically review 20 percent of the State’s 
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agencies, boards and commissions for potential elimination, consolidation, merger or 
privatization each year over a five-year period. One option would be for the legislature to utilize 
its discretionary authority under the state’s existing Sunset Review process to direct this review 
activity. Another option, given the political sensitivities involved with such decisions, would be 
for the legislature and governor to establish an independent third party review modeled after the 
highly successful federal Base Realignment and Closure (BRAC) process, in which an 
independent task force is authorized to review all agencies, boards and commission and issue a 
package of recommended eliminations and closures for an up-or-down (non-amendable) 
legislative vote. 
 
COPE also recommends that any systematic review process utilize the following criteria flow 
chart (see Figure 2)—developed and recommended by the Virginia Governor’s Commission on 
Government Reform & Restructuring in their October 2010 interim report—to serve as a guide 
to decision making to ensure that the process remains grounded in the goal of ensuring that the 
state is only providing core, critical services. 
 
 
Figure 2. Decision Flowchart for Evaluating Agencies, Boards and Commissions 

 
Source: Virginia Governor’s Commission on Government Reform & Restructuring, Interim Report to the 
Governor, October 15, 2010, pp.16-17. 
 
 
Figure 2 (continued). Decision Flowchart for Evaluating Agencies, Boards and 

Commissions 
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Source: Virginia Governor’s Commission on Government Reform & Restructuring, Interim Report to the Governor, 
October 15, 2010, pp.16-17. 
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While not attempting to prejudge the outcome of whatever formalized review process may be 
created, COPE conducted a preliminary review of over 70 agencies, boards and commissions and 
offers the following recommendations on potential opportunities for elimination, consolidation, 
review and/or privatization (see Table 5). COPE hopes that this review offers a guide to inform a 
more formalized process. 
 

 

Recommendation 5: Implement Student-Based Budgeting in Arizona 
 
 
Summary: Arizona should create one simple funding mechanism that distributes federal, state 
and local education funding based on a “student-based budgeting” financing system where 
money follows the child to the school level, rather than the district level. The state should also 
implement school level budgets so that school funding is transparent and equitable at the school 
level rather than the district level. These reforms would make school finance simpler, more 
equitable and bring significant cost savings by reducing central office costs and redirecting 
some of this savings to increase per-pupil funding allocations in the classroom.  
 
Discussion: Since 1981, the state of Arizona has been working to equalize school funding 
between districts with different property tax wealth through state aid to provide greater equity to 
all public school students. The Arizona equalization law established a formula that attempts to 
standardize revenues and expenditures across school districts to fund annual budgets.  The law 
dictates how much money can be raised for annual maintenance/operations and capital needs. In 
other words, the state legislature became the body that determines how much revenue can be 
generated to fund school budgets instead of a school district generating as much money as the 
district’s property wealth could muster. 
 
In addition, the state of Arizona already weights funding at the district level based on student 
characteristics. The state recognizes that some students require more resources to educate than 
others.  When computing the maintenance/operations portion of school funding, the student 
count in each district is actually a weighted student count. A wide array of weights has been 
established for use in the funding formula, depending on the types of students in the mix. For 
example, the weight for a high school student is higher than the weight for a second grade 
student.  The weight for a student with a learning or physical disability is higher than the weight 
for a student who does not have a disability.  
 
But, regardless of the weighting system, a student in any one category–a fourth grade student 
with a hearing disability, for example–will bring the same amount of funding to whichever 
district the student attends. Unfortunately, in Arizona this weighted student count is not 
necessarily pushed down to the school level and schools do not receive actual dollars based on 
the characteristics of their students. 
 
Schools in Arizona are allocated resources for staffing positions based on the number of full-time 
equivalent (FTE) salaries the district has calculated that an individual school is entitled to. So 
when examining individual school budgets in Arizona one finds money flowing to school 



 

19 
 

positions and not children. In other words, a school principal rarely sees the actual dollars 
generated at the school level by the students in the building. 
 
Individual schools with similar student populations may receive vastly different real dollar 
amounts at the school level within a district. In addition, in Arizona school districts allocate staff 
to school buildings based on student formulas rather than allowing principals’ autonomy to 
spend school dollars to meet the needs of their individual students.   
 
Student-based budgeting works best when all funding is equalized and not based on differences 
in local property tax allocation. Arizona has already made efforts to equalize funding across 
districts and implement equitable funding for students. Therefore, it already has a culture 
concerned with school equity and a more centralized funding system than most states. Student-
based budgeting is the next step to drive that student equity to the school level and allow parents 
and school principals at the local level to make decisions about school spending. 
 
COPE believes that Arizona should create one simple funding mechanism that distributes 
federal, state and local funding based on a ―student-based budgeting‖ financing system that 
would include one base allocation equalized across the schools within a district and additional 
weighted funds for students with additional needs including characteristics such as special 
education, poverty or English learners.  
 
This process would make school finance simpler, more equitable, and bring significant cost 
savings by reducing central office costs and redirecting some of this savings to increase per-pupil 
funding allocations in the classroom. In addition, Arizona should require the funding to follow 
students down to the school level and allow principals discretion over school budgets. 
 
Using student-based budgeting’s decentralized system, education funds are attached to each 
student and the students can take that money directly to the public school of their choice.  
 
Key student-based budgeting principles that improve educational outcomes as well as the 
transparency and accountability of schools include: 
 

1. Funding following the child to the public school of his choice; 
 

2. Per student funding varying based on a child’s educational needs, with special education 
students and others receiving larger amounts; and 

 
3. Funding arriving at individual schools in real dollars, not in numbers of teaching 

positions, staffing ratios or as salary averages. 
 
In addition, one of the most important factors in the success of schools is decentralized decision 
making. Principals should have autonomy over their budgets and hiring teachers. This local 
flexibility allows principals to tailor their schools to best fit the needs of their students. 
 
At least 15 school districts and the state of Hawaii have moved to this system of student-based 
budgeting and autonomous schools. The results from districts using student-based funding are 
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promising. For example, prior to 2008, less than half of Hartford, Connecticut’s education 
money made it to the classroom. Now, under student-based budgeting over 70 percent makes it 
to the classroom. Hartford School District achieved this goal with a 20 percent reduction of 
central office expenses including the reduction of over 40 district-level positions. 
 
In 2008, Baltimore City Schools faced a $76.9 million budget shortfall. Superintendent Andres 
Alonso instituted student-based budgeting. He identified $165 million in budget cuts at the 
central office to eliminate the deficit and redistributed approximately $88 million in central 
office funds to the schools. By the 2010 school year, Alonso cut 489 non-essential teaching jobs 
from the central office, redirecting 80 percent of the district’s operating budget to individual 
schools. 
 
In California student-based budgeting has successfully offered every public school autonomy in 
two urban school districts. San Francisco changed to a student-based budgeting system in 2002 
and the district has outperformed the comparable large school districts on the California 
Standards Tests for seven straight years. A greater percentage of San Francisco Unified students 
graduate from high school than almost any other large urban public school system in the country. 
And across the Bay, Oakland has produced the largest four-year gain among large urban districts 
on California’s standardized tests since implementing a form of student-based budgeting in 2004. 
 
The New York City Model 
 
One case that is particularly relevant is the New York City example because it shows that it is 
possible to offer schools charter-like autonomy and take student-based budgeting to scale and 
demonstrates that this could be taken to scale across an entire state like Arizona. 
 
Beginning in 2007-08, the New York City Department of Education began empowering all 
public schools, so that educational decisions happen in schools, where the people closest to 
students decide what will help students succeed. In New York, public school empowerment is 
built on the Empowerment Schools initiative pilot. In the 2006-07 school year, 332 New York 
City public schools took on greater decision-making power and resources in exchange for 
accepting accountability for results. These ―Empowerment Schools‖ worked under performance 
agreements, committing to high levels of student achievement with clear consequences for 
failure. In exchange for this commitment, principals and their teams had the freedom to design 
educational strategies tailored to their students. These schools have hand-picked their support 
teams, hired additional teachers, implemented creative schedules, designed tailored assessments, 
invested in professional development, and purchased both internal and external services that 
meet their needs and their students’ needs. Initial results are promising, with more than 85 
percent of empowerment schools meeting the performance targets set by the Department of 
Education. 
 
Following on that success, beginning in the 2007-08 school year, all New York public schools 
were empowered, giving their principals and their teams broader discretion over allocating 
resources, choosing their staffs and creating programming for their students. 
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Schools also have increased resources because of the Department’s new student-based budgeting 
system called ―Fair Student Funding.‖ The New York City program is based on simple 
principles: 

 School budgeting should fund students fairly and adequately, while preserving stability at 
all schools. 

 Different students have different educational needs, and funding levels should reflect 
those needs as well as possible. 

 School leaders, not central offices, are best positioned to decide how to improve 
achievement. 

 School budgets should be as transparent as possible so that funding decisions are visible 
for all to see and evaluate. 

 
In keeping with these principles: 

 Money follows each student to the public school that he or she attends. 
 Each student receives funding based on grade level. 
 Students also may receive additional dollars based on need. 
 Principals have greater flexibility about how to spend money on teachers and other 

investments—along with greater responsibility for dollars and greater accountability for 
results. 

 Key funding decisions are based on clear, public criteria. 
 
Because student-based budgeting generally includes every public school in a school district, 
education corporation, or geographic area, it works to change the culture of the public school 
system. Attention becomes focused on student outcomes because families have legitimate 
choices within the public school system. If an assigned, or neighborhood, school is not meeting a 
child's needs, that child can move to another school within the district and take their funding with 
them. 
 
Every school in a state or a district becomes a school of choice and the funding system gives 
individuals, particularly school administrators, the autonomy to make local decisions. This 
autonomy is granted based on the contractual obligation that principals will meet state and 
district standards for student performance. It is a system-wide reform that allows parents the 
right of exit to the best performing schools and gives every school an incentive to change 
practices to attract and retain families from their communities. 
 
COPE recommends the following: 
 

 The state level funding formula should be changed so that the money follows the child to 
the school level rather than the district level. 

 The state should implement school level budgets so that school funding is transparent and 
equitable at the school level rather than the district level. 

 Schools should receive revenue in the same way that the district receives revenue, on a 
per-pupil basis reflecting the enrollment at a school and the individual characteristics of 
students at each school. 

 Principals must be able to make decisions about how to spend resources in terms of 
staffing and programs. The more ―unlocked‖ dollars a principal controls, the more 
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autonomy that principal has over designing the school to meet the needs of the students in 
the school. The state should require districts to place the majority of their operating 
budget, between 70 and 90 percent, into a school-level allocation, to offer principals more 
autonomy and more real decision-making power. 
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Recommendation 6: State Personnel Reform 
 
 
Summary: In order to promote public confidence in government, governmental integrity, and 
the efficient delivery of services to its citizens, a comprehensive reform of the personnel system 
within the Executive Branch is recommended.  This reform will provide a system that attracts 
and retains the best employees, increases the accountability of the workforce, and improves the 
efficiency of managing the workforce.  
 
Discussion: It is expected that comprehensive reform within the Executive Branch will create a 
personnel system which will attract and retain the best employees, increase the accountability of 
the workforce, provide agencies with flexibility, improve the consistency of personnel 
administration, improve the efficiency of managing the workforce, and significantly minimize 
liability to the State.  
 
Background – The organization of Arizona state government’s workforce can be grouped into 
several different personnel systems. The ADOA Personnel System is the largest personnel 
system, encompassing nearly 100 agencies and accounting for about 33,000 employees. The 
majority of these employees (approximately 80%) are ―covered‖ by the merit system. These 
employees have the protections of the state laws and personnel rules, which govern and regulate 
several key human resources practices, including hiring, probationary periods, benefits, 
compensation, performance management, discipline, and dismissals.  
 
Although the state laws and personnel rules provide a foundation for consistency and protections 
for covered employees, they also impede the State’s ability to manage its workforce. In 
particular, disciplining and separating a poor performing employee can be complicated, costly 
and time consuming. Even when supervisors properly manage through the process and ultimately 
dismiss an employee for just cause, covered employees have the right to appeal the decision and 
an independent body will determine if the dismissal was the appropriate level of discipline. 
Sometimes even if there is no dispute that an employee violated standards of conduct, they may 
be returned to work with back pay and benefits because the discipline was determined to be too 
severe or they can be returned to work due to a technicality. This can be illustrated in the 
following two examples:  
 

 One state agency tried for more than six years to dismiss an employee for violating the 
agency’s sexual harassment policy and other violations of standards of conduct. The 
employee was provided with a notice of charges, given a termination letter and was 
separated from the State. The employee appealed to the State Personnel Board. The 
personnel board’s hearing officer found there was ample cause to dismiss the employee. 
Nevertheless, the employee brought the case back to the Personnel Board two more 
times; however the Personnel Board upheld the dismissal. The employee subsequently 
appealed to the County Superior Court which also upheld the dismissal. However, when 
the employee took the case to the Court of Appeals, the court concluded the employee’s 
due process rights were violated by the notion of ―right result, wrong reason‖. Apparently 
the wrong section of the personnel code had been cited in the original termination letter. 
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The State was required to reinstate the employee with full back pay. The individual was 
brought back into service as a full-time employee. Shortly thereafter, the employee was 
dismissed again, this time with much more documentation on the part of the agency. The 
employee again took the case to the Personnel Board and then back to the courts. The 
Superior Court again required the employee be reinstated, including back pay and 
benefits. Apparently the judgment overturning the dismissal disallowed the agency from 
firing the employee for the same reason. The State has spent in excess of $320,000 and 
immeasurable intangible costs of staff time and lost productivity dealing with this issue. 
The employee currently remains employed by the agency.  

 
 Another case involved a high-profile incident and the death of an inmate.  Following the 

investigation, it was found that certain employees did not follow proper policy. 
Numerous employees were suspended, demoted, or dismissed for the incident. Three 
employees appealed to the Personnel Board. Although the Board did not dispute that 
there was cause for discipline, the board modified the agency's actions in all three cases. 
Two dismissals and one demotion were all reduced to 160-hour suspensions, including 
restoring all back pay and benefits. Furthermore, the agency was directed to return the 
employees to their same positions. The costs to the state included restoring the 
employees’ pay retroactive to the date of the dismissal, restoring and paying the state's 
portion of the employees’ benefits, adding annual and sick leave accruals to the 
employees’ leave balances, recovering unemployment insurance payments the employees 
had received while on unemployment, recalculating federal and state tax liability, and 
immeasurable staff time associated with these calculations and recordkeeping. The direct 
costs alone added up to nearly $75,000, which does not account for lost productivity. 
Similar to the previous example, the employees that should have been separated remain 
employed by the State.  

 
Most of the public employees in the ADOA personnel system are conscientious public servants.  
However, Arizona is saddled with an overly bureaucratic State personnel system that does little 
to reward high performing employees but provides enormous protections for underperforming 
employees.   
 
The scenarios above are illustrations of the difficulty in managing, disciplining, and separating 
poor performing employees. Over time, the protections afforded to covered employees have 
often been perceived as so burdensome that they deter agency management from actively and 
timely addressing employee issues and, when necessary, disciplining employees.  
 
In addition, there are other components of the personnel system that encourage inefficiency. For 
example, the specific procedures for applicant recruitment, evaluation, selection and 
interviewing for covered positions require a lengthy and time consuming process. Often by the 
time an agency has selected their top candidate, received all of the necessary approvals, and 
made a job offer, the candidate is no longer available having found other employment 
opportunities. Similarly, the classification and compensation rules prescribe in great detail the 
limitations and conditions that must be met before adjustments in salary can be provided. This 
rigid and inflexible system restricts the opportunity to reward top performing employees and 
makes it difficult for the State to retain top talent.  
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These conditions are not unique to Arizona, and were the key impetus that prompted Georgia and 
Florida to implement personnel reform in 1996 and 2001 respectively. When introducing 
personnel reform in 1996, the Governor of Georgia described the Merit System that had been 
established more than 50 years ago as a solution at the time but a problem five decades later.  He 
went on to say that despite its name, the merit system is not about merit. It offers no reward to 
good workers; it only provides cover for bad workers. Both of these states significantly 
overhauled their personnel systems resulting in an increase in the percent of at will uncovered 
employees, a streamlined hiring process, a more flexible compensation system (i.e. rewarding 
top performers), and a streamlined discipline and separation process.  
 
Implementation – A comprehensive legislative package is being prepared to modify applicable 
personnel statutes for agencies within the Executive Branch. These changes will modify the 
State’s merit system protections, streamline the personnel processes involved with hiring, 
managing, and separating employees, and increase other efficiencies in the administration of the 
personnel 
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Recommendation 7: State Procurement Reform  
 
 
Summary: The procurement code limits the State and its agencies from creating “strategic 
partnerships,” arrangements that allow an agency to create a relationship with private entity 
that may lead to the development or invention of innovative goods or services that are specific to 
an agency’s unique needs. Creating such a relationship would require some revision of the 
code’s requirements for “firm fixed price contracts.” The more broad and less prescriptive the 
rules associated with procurement, the more the State will be able to tailor and customize 
solicitations and contracts to buy the desired service at the right price.  
 
Discussion: The procurement code is a long standing set of statues (since 1984) and has 
associated administrative rules. This document is limited to a general discussion of concepts and 
does not propose specific revisions to the language of the statutes and administrative rules.  
 
Two of the primary goals of the procurement code are to create a purchasing process under 
which the State can get the best value for its dollar while also promoting free and fair 
competition.  The current procurement process poses some inhibitions on the State’s ability to 
achieve those goals and the flexibility to craft innovative procurements that differ from the 
typical ways of doing business.   
 
There are two primary difficulties. First, standing State contracts (i.e. ―incumbent‖) contracts, 
from which State agencies must buy, may on occasion prevent State agencies from purchasing 
the best goods or services at the best prices.  Second, the solicitation process—from drafting 
requests for proposals to evaluating and selecting bidders—often does not generate sufficient 
competition that creates sufficient price and/or quality competition to create the best contracts.  
The State is sometimes unable to purchase the best goods or services at the best prices because of 
existing procurement contracts.  In those situations, obstacles may include:  

 Insufficient competition under the initial solicitation; 
 Excessive passage of time after award during which new competitors have entered the 

field, prices have changed favorably after contract award, and/or innovation has led to 
new competing goods or services that are not included on the State contract; and 

 Allowing the State’s contacted vendor to increase prices to a level that is not competitive 
in the market. 

 
Insufficient competition can result from many problems, including inaccurately drafted bid 
specifications, poor evaluation criteria, ineffective notice to the field of potential competitors, 
inaccurate evaluations, and evaluators without sufficient expertise.  This is why the 
Commission’s September 2010 report to Governor Brewer included a recommendation on 
developing a ―center of excellence‖ in procurement to guide, educate and advise Arizona’s state 
agencies on how to properly identify and analyze contracting opportunities and develop 
innovative, robust procurements that match the right service with the right contract at the right 
time. This ―center of excellence‖—whether a dedicated entity or formalized team of current staff 
specialists—would help agencies avoid launching procurements that fail to attract competition 
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and ensure that procurements are set up from the very beginning to maximize value for money 
and ensure that the State achieves its policy and operational goals. 
 
Other possible approaches would be to have procurement officials work with industry experts in 
connection with the drafting of solicitations and the evaluation of bids and proposals, with 
appropriate safeguards and firewalls to avoid conflicts of interest. In addition, procurement 
officials must endeavor to widely circulate notice of each solicitation for a sufficient time period 
of time by all reasonable means available including specific notifications to known industry 
participants, print, visual media, internet, etc. Procurement officials give notice now, but a more 
flexible authority with respect to the various means of giving notice to the public and potential 
service vendors would help make notifications more effective.  
 
The State recently added reverse auctions as one of its procurement methods. That process, 
however, is not used as widely as it could be. The State should work to try to use that process 
more widely as it may be an effective way to increase competition among vendors for certain 
types of goods and services. 
 
Excessive passage of time can be caused by having too long a period for the initial term of the 
contract, routinely renewing contracts with rebidding, and/or routinely permitting vendors to 
raise prices. Under the current procurement code, the State is permitted to let contracts for up to 
5 years without special permission. In and of itself, this is fine; in some cases—and for certain 
types of services—having the explicit authority to routinely procure longer-term contracts (10-15 
years, for instance) would be warranted. In fact, many cutting-edge procurements in states today 
exceed terms of five years. The issue is less one of arbitrary limits on contract length, but rather 
an issue of matching the right contract term to the right project to best achieve the State’s overall 
goals. 
 
What should be avoided are mismatches between the project and the optimal contract term. For 
example, in some cases the State tries to keep the contract terms to a year followed by renewals, 
and renewals are often granted. This can invite complacency, when perhaps a longer-term 
contract with a fixed annual price defined at the outset would have been a better fit. Further, 
procurements are expensive and labor intensive, so the tendency to allow renewals is 
understandable. However, if increasing competition is an objective and complacency is to be 
avoided, renewals should be an exception from the normal process. For that reason, it would be 
preferable to get the contract term right from the beginning with clear plans to rebid it at the end 
of the term, unless some compelling, overriding justification based on the pricing, quality and 
selection of products available in the market would justify permitting a renewal. Robust 
competition should be the central aim of procurement. 
 
Price escalator provisions should also be carefully considered before use, and aside from routine 
COLA provisions common in many service contracts (annualized cost of living adjustments to 
adjust for inflation, if any occurs), escalation provisions should be the exception, not automatic. 
Each vendor escalation proposal should be based on strong and demonstrable justification for the 
price increase including prices currently available from competitors in the market. Moreover, 
each request should be reviewed and approved by a person with expertise in the relevant industry 
before one is granted. 
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State agencies are often able to find better prices, goods or services than are offered on State 
contract. However, many agencies do not have delegated authority from the Department of 
Administration (ADOA) at sufficient levels that would allow them to purchase goods or services 
separately. Consequently, the agencies are required to purchase off of State contracts even when 
they could create a contract on terms that are more advantageous to the State. To address this 
situation, ADOA should more readily delegate to agencies with competent purchasing expertise 
unlimited purchasing authority so that those agencies would be able to make purchases outside of 
existing ADOA State contracts when they are able to find goods or services with better pricing, 
superior and demonstrable quality, and/or a better product or service than is available on the 
ADOA established contract. 
 
These recommendations reflect a simple idea often ignored in government: cost-efficient, high 
performing organizations do not become that way by paying more than necessary for goods and 
services, and allowing the public sector to do so represents the poor stewardship of taxpayer 
dollars and prevents the state from maximizing the public benefit associated with public 
expenditures.  
 
Hence, as a guiding principle, COPE believes that all government functions that are not 
inherently governmental should be subject to competition, whether that occur through 
competitive bidding, public-private (managed) competition, the use of internal markets (e.g. 
interagency purchasing agreements, etc.) or other mechanisms.  
 
To this end, COPE recommends that state government adopt a purchasing philosophy that 
agencies will purchase goods and services from the best provider, whether that be from a private 
firm (for-profit or nonprofit) under a new contract, from an existing vendor via purchases off an 
existing contract, or via a new purchase agreement with another state agency. Making multiple 
sourcing options available to government purchasing officials as a routine part of decision 
making would be a strong foundation for a nimble procurement policy designed to improve 
quality and drive down costs to achieve the best value for taxpayers. 
 
Assuming that processes to ensure proper competitive neutrality and a level playing field are 
designed and implemented, COPE sees no reason that state agencies should be excluded from 
participating in competitions for competitively bid services, so long as they first create a separate 
profit center or employee business unit for the agency department or sub-unit bidding to provide 
the service. In fact, this type of approach dovetails with the state’s continued efforts to advance 
internal shared services arrangements and can help guide these efforts further. For example, 
COPE recommends that the state utilize internal markets that allow departments to bid to provide 
shared services (e.g., legal, accounting, human resources, payroll, etc.), requiring them to operate 
on a contractual basis. After all, the same guiding principle— that competition is necessary to 
drive the best quality, innovation, and price for goods and services purchased—should apply 
whether a shared service provider is a public or private sector entity. 
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Recommendation 8: Implement an Activity-Based Costing Pilot Project 
 
 
Summary: COPE recommends that the Arizona Legislature adopt a statute setting forth an 
Activity-Based Costing pilot program to assess the full costs and potential 
efficiency/privatization opportunities in the following areas: vehicle fleet operations, 
maintenance and management; printing and document management; building/facility operations 
and maintenance; and mail services. 
 
Discussion: In addition to the obstacles to innovative procurements discussed in the previous 
section, another major obstacle to maximizing the value of state procurements—as well as 
maximizing efficient public sector management overall—is the lack of robust tools for activity-
based costing.  
 
While a routine practice in private industry, measuring the true per-unit cost of any activity in 
government is difficult, if not impossible, because the traditional budgeting and financial 
management process is not set up to capture or quantify the full costs of delivering a service or 
conducting a public sector activity. For example, some of an agency’s overhead costs may be 
covered by a separate agency’s budget or budget line item (e.g., pensions, energy, legal, 
information technology, payroll, human resources, etc.), leading to a tendency to underestimate 
the full costs of public sector operation of a given service or activity. 
 
Hence, public sector managers often lack the information they need to make important decisions 
on the most effective and efficient means of delivering state services—such as whether to 
provide a service in-house or through a private contractor, whether the cost of a service 
outweighs the benefits, or whether a service is working at all. As a result, a seemingly simple 
question like, ―How much does it cost the state to change a light bulb?‖ often cannot be 
accurately or completely answered in government accounting systems because they are not 
designed to answer it.  
 
If the goal is to maximize government performance, COPE believes that a more robust approach 
to cost accounting is needed. Activity-based costing (ABC) is a method of cost analysis designed 
to identify and quantify all of the various direct and indirect cost components of a certain 
activity, not just the major factors like labor, fringe benefits and supplies. As used in private 
enterprise, ABC accounts for the full range of costs involved in a project (e.g., capital, facility, 
overhead, risk management, etc.), attempting to measure outcomes per dollar spent. This gives 
managers a powerful foundation for performance assessment and enables them to make smarter 
decisions about the use of scarce taxpayer resources. 
 
ABC is not new to government; in fact, it has been used by various federal, state and local 
governments and agencies to lower costs, re-engineer services and make better spending 
decisions. For example, current New York City Deputy Mayor Steven Goldsmith implemented 
activity-based costing in various agencies during his two-term tenure as mayor of Indianapolis in 
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the 1990s. Using ABC, city workers in Indianapolis reduced snow removal costs from $117/mile 
to $38/mile and cut the cost of highway crack sealing from $1,200/lane-mile to $737/lane-mile. 
 
In examining potential state outsourcing and re-engineering opportunities, COPE was unable to 
acquire reliable, unable information on the internal costs of operation for a variety of commonly-
outsourced administrative support services, including vehicle fleet operations and management, 
printing and document management, mail services and more. In some cases, this challenge arises 
from the dispersed nature of the current service; for example, despite some degree of 
centralization in the state’s vehicle fleet operations, some agencies still maintain their own fleets. 
Without centralized accounting and management systems, evaluating the relative performance of 
various public-sector fleet operations on an apples-to-apples basis presents a significant 
challenge on its own, much less attempting to undertake a comparative analysis of what the 
private sector might provide. 
 
This inability is not the fault of any agency, administrator or policymaker; rather, it is a systemic 
problem that is not uncommon at any level of government in any jurisdiction. However, COPE 
was unable to analyze whether or not privatization or other delivery strategies would be sensible 
for several key services, primarily due to this institutional limitation. 
 
Based on the practices and experiences of other states, COPE believes that there are several 
services that may be viable privatization candidates, but for which a robust ABC analysis (at an 
enterprise level) would be a necessary precursor to a privatization business case evaluation or 
feasibility assessment.  
 
Texas offers a useful example of how a state initiated the use of ABC in a way that merits 
replication in Arizona. In 1999, the Texas Legislature passed legislation establishing an ABC 
pilot project across seven different state agencies (General Services Commission, Texas 
Department of Transportation, Texas Comptroller of Public Accounts, Texas Water 
Development Board, Texas Workforce Commission, Texas Department of Economic 
Development and Texas Cosmetology Commission). The goal was to determine the full costs of 
delivering each service, identify non-productive activities and savings opportunities, and 
evaluate the merits of adopting ABC throughout state government as a management and cost 
accounting tool. 
 
The state Comptroller administered the project with the assistance of an ABC project 
management team with representatives from the Governor’s budget office, the state auditor and 
Legislative Budget Board. The team hired a consultant that specialized in training employees in 
ABC techniques and conducting ABC work sessions. The pilot covered 16 major 
programs/divisions spanning hundreds of business activities in the seven agencies.  
 
According to the ABC management team’s final report on the pilot, they were able to identify a 
number of useful improvements to current processes, finding an estimated $9 million in potential 
cost savings on a $68 million bundle of services, or 13%.2 Among the report’s findings: 
 
                                                           
2
 Texas Comptroller of Public Accounts, Report to Governor Rick Perry and the 77th Texas Legislature on the Texas 

Activity-Based Costing and Management Pilot Project, 2001, http://www.window.state.tx.us/specialrpt/abc/  

http://www.window.state.tx.us/specialrpt/abc/
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 The success of ABC ―depends mostly upon the willingness of participants to explore the 
strengths and weaknesses of their current processes; the availability of consultants or in-
house experts to coach work teams in the [ABC] process; the availability of adequate 
information regarding expenditures and resources; and the leadership needed to execute 
any worthwhile ideas generated through the process.‖ 

 Though initial ABC studies an upfront investment of time and resources, ―the net return 
on such an investment in Texas could be considerable.‖ 

 The state would likely realize the greatest impact per dollar spent on ABC if it was 
applied in a targeted fashion towards specific services, as opposed to requiring its 
widespread application across all government activities.  

 ABC can be a powerful tool to advance agency self-funding. Many state agencies are 
required by law to recover the costs of their services (e.g., permitting, licensing, etc.), yet 
may lack the analytic tools and expertise to determine if current fee levels are sufficient 
to cover costs. ABC ―can provide the data they need to set fees at a level sufficient to 
recover costs.‖ 

 An ABC pilot project is not a panacea and would only be the beginning of a more 
detailed process that agencies must undertake to realize results and cost savings. As such, 
the ultimate success of ABC will depend on how agencies and policymakers use the 
study results. 

 
Overall, the Texas ABC pilot project found that: 
 

State agencies should consider using an ABC study to estimate the true cost of any 
activities under review. This will enable them to pursue reengineering opportunities and 
benchmark their operations against other public and private organizations. 

 
COPE believes that the targeted use of ABC would be a powerful tool to drive down costs and 
improve performance management. Accordingly, COPE recommends that the Arizona 
Legislature adopt a statute setting forth an ABC pilot program covering these and potentially 
other services, following a similar approach to that used in Texas: 

 vehicle fleet operations, maintenance and management; 
 printing and document management;  
 building/facility operations and maintenance; and 
 mail services.  
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Recommendation 9: Automatic Employment Verification 
 
 
Summary: COPE recommends that the state’s employment verification process be automated 
and outsourced.   
 
Discussion: On June 18, 2010, the State of Arizona implemented an automated employment and 
income verification system, making it faster and more convenient for verifiers to obtain this 
information.  All verification requests are now handled by phone or internet through the State's 
vendor, The Work Number (TALX). 
 
The Work Number is a fully-automated, secured employment verification service, which allows 
organizations to retrieve employment verification and/or payroll verification in minutes, 24 hours 
a day and seven days a week.   
 
State agency human resources and payroll professionals handle approximately 14,000 requests a 
month for verification of an employee's employment or income.  These requests are received 
from both private and public sector organizations seeking information to support an employee's 
application for a loan, new apartment, government assistance, etc.  The verification of employee 
information is a manual, labor intensive process. It is estimated that state personnel spend over 
3,500 man hours each year processing these requests. 
 
There are three benefits of the automated, outsourced solution: 
   

1. Reduced workload and increased productivity for state employees that handle 
verifications: It is estimated over 3,500 hours of state staff time is spent annually on 
verifications.  Using a $13 per verification industry average, those verifications cost the 
state over $185,000 annually.  When fully deployed, it is anticipated the solution will 
reduce current staff workload 75%, resulting in an annual productivity value of $140,000. 

 
2. Reduced risk of unauthorized disclosures: The TALX solution requires any organization 

requesting employee information to have a legitimate purpose for the request.  An 
organizational background check is performed and specific purposes for each request 
must be declared before TALX will provide verification information. 

 
3. Reduced costs for AHCCCS and DES for social services verifications: AHCCCS and 

DES have contracted with TALX for some time to secure on-line income verification 
information for people applying for social service program assistance.  With the addition 
of state employee data to the TALX system, TALX reduced AHCCCS and DES contract 
costs approximately $25,000 per year. 
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Recommendation 10: Directed Medical Care  
 
 
Summary: Allow the State and its subdivisions to direct medical care for workers’ 
compensation. The Department of Administration estimates that this change could yield savings 
of up to $1,000,000. 
 
Discussion: Workers’ compensation benefits are provided by employers at no cost to their 
employees.  A.R.S. 23-1070 permits a private employer who self-insures for workers’ 
compensation to create a medical network to treat their injured workers.  Self-insured businesses, 
such as APS and SRP, direct injured workers to such networks allowing better management over 
the quality of care and cost of providing treatment. The practice of directing medical care is 
strictly overseen by the Industrial Commission of Arizona by statue and rule.   
 

 While private self-insured employers have this authority, A.R.S. 23-1070 specifically 
excludes the state and political subdivisions (many of whom self-insure) from directing 
medical care.  

 If 23-1070 is amended to allow the State to direct medical care, State Risk Management 
will create a network of occupational medicine specialists and monitor the quality of care 
and the cost savings from the contracted network. 

 Primary care physicians without an occupational medicine or sports medicine philosophy 
often allow subjective complaints to become part of the treatment approach, without 
objective findings of any kind, ignoring evidence based treatment protocols.  They also 
do not fully grasp the return to work with restrictions process and do not have the same 
level of employer trust that occupational medicine specialists do. 

 Women injured on the job often see their primary care physician, frequently an OBGYN, 
who will have to refer them out to a specialist, resulting in a delay in treatment.   

 On the job injuries caused by negligent third parties often result in attorneys directing 
injured employees to chiropractors and other medical providers, whose incentive is to 
please the attorney by increasing the medical costs of the third party claim.  

 Without the ability to direct medical care, the state is limited in its ability to control 
physicians who overprescribe medicine, ignore evidence based medicine guidelines and 
too frequently perform surgery. 

 Support for allowing public entities to direct medical care will come from the self-insured 
public entities struggling to control costs.  Specifically, support is assured from Maricopa 
County, Arizona County Insurance Pool and their eleven counties, the Arizona School 
Risk Retention Trust, and the Arizona Self Insurers Association (ASIA).   

 Based on past efforts to allow public entities to direct medical care, additional support 
would likely come from the League of Cities and Towns, Arizona Association of 
Counties, and individual cities, City of Glendale, City of Mesa and others.   

 If the state is allowed to implement such a program, Risk Management would contract 
with medical specialists with a focus on occupational medicine at rates below the 
Industrial Commission fee schedule.   

 Perhaps more important than fee schedule savings are savings achieved by providing 
treatment through quality medical specialists who demonstrate an ability to reduce time 
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lost from work and potentially more successful outcomes.  Statistics show the longer an 
employee is off work, the greater the claim cost and the risk of permanent disability and 
loss of income. 

 Lower costs and reduction in days lost from work due to on the job injuries, would 
improve the efficiency of all state agencies. 

 Based on the experience of private self-insured employers, State Risk Management 
expects to achieve up to $1 million in annual savings.   The Arizona County Insurance 
Pool, which handles workers’ comp claims for the 11 rural counties, estimates they could 
save approximately $250,000 per year.  

 The opportunity to direct care would provide a valuable tool to the state and local 
governments as they work to balance their respective budgets.   

 
Action Needed – Change A.R.S. §23-170 
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Recommendation 11: Human Resources Shared Services 
 
 
Summary: COPE recommends the state centralize routine HRIS update processing in ADOA 
HRD.   
 
Discussion: Over the years, selected update actions have been centralized at ADOA HRD 
(interagency transfers and position changes). Other update actions are performed online by 
employees themselves (e.g. address changes and tax withholding updates) through the HRIS self-
service system "YES".  These enhancements have been undertaken to improve efficiency, reduce 
data errors, minimize training requirements, and improve data timeliness. This proposal will 
continue that trend by centralizing additional update actions to achieve the same results. 
 
To further increase efficiencies, the proposal will also provide automation support to some of the 
routine transaction update processes. Current processes are paper-driven and update requests are 
created and manually routed within the agency for appropriate approval. Once approvals have 
been secured, the documents are sent to agency human resources staff for analysis and entry. The 
recommendation will automate the online entry of update requests, provide electronic approval 
routing, and automatically update HRIS data where possible.   
 
Human Resources staff process approximately 53,000 updates a year to the Human Resources 
Information Solution (HRIS) to maintain accurate employee records. These updates are required 
to ensure employees are paid accurately, make job changes, update personal information, etc. 
The updates are processed by 156 human resources staff decentralized throughout the agencies. 
This distribution of part-time work across a large number of staff presents a variety of problems:  
 

1. Inefficiencies:  Most agency staff only process these updates on a part-time and 
sometimes infrequent basis. Therefore, they often are not as proficient as staff that are 
well trained and consistently processing these actions.  

2. Data entry errors:  Agency staff that are processing detailed information in the HRIS 
system on an infrequent basis, may not be consistent and accurate. Centralized ADOA 
human resources staff process 1,200 correction actions each year to recover from agency 
errors. 

3. Training:  Agency staff turnover and changes to personnel laws, rules, and practices 
require centralized ADOA human resources staff to develop and provide continuing 
training to agency staff. 

4. Data timeliness:  Agency staff must often fit these HRIS update tasks in and around their 
other work responsibilities.  Some HRIS updates are delayed or not processed in a timely 
manner. These delays can in turn trigger additional work to correct erroneous records, 
and may result in inaccurate reporting, and could potentially lead to payroll errors that 
require significant additional work to correct. 

 
Industry reports indicate centralizing such routine employee update actions will result in 16% to 
40% efficiency savings. The State of Michigan recently centralized similar actions and 
experienced a 28% reduction in agency human resources staffing. Given the recent centralization 
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of a portion of HRIS transactions, it is conservatively estimated that Arizona can achieve 16% 
agency savings. The ADOA central human resources unit will add 6 FTEs to process the 
centralized updates. Agencies will concurrently experience a reduction in workload equivalent to 
25 FTEs, resulting in a net reduction to the state of 19 FTEs. The net annual savings from 
implementation of this proposal will be $893,000.  
Reduced data entry errors, reduced training expenses, and more timely data entry actions will 
add to the fiscal benefits.   
 
Implementation - There will be two primary implementation challenges: 1) Agency acceptance 
of staffing reductions, and 2) effective communications to employees and agency staff on the 
new business process. 
 
Action Needed – Budget allocation and HR Policy changes. 
 



 

37 
 

 
Recommendation 12:  Adjust Deductibles for Property and Liability Claims  
 
 
Summary: COPE recommends that the state implement a deductible of $10,000 for all property 
claims and a possible $10,000 deductible for liability claims that exceed $250,000. 
  
Discussion: State Risk Management would save approximately $4.5 million annually from not 
having to pay approximately 5,600 claims.  The Savings could be passed on to State Agencies 
who in turn may repair or replace the item. 

 Savings will result from any business decision an agency makes to not repair or replace. 
 Savings from a reduction of Morale hazards. 
 State Risk Management would save approximately $200,000 from internal operational 

efficiencies 
 State Risk Management would save approximately $175,000 in claim related 

expenditures by eliminating two contracted employees. 
 
This analysis focuses on a deductible for property insurance claims.  An across-the-board 
deductible for liability claims does not make sense for two reasons: 
 

 Liability claim payments are made to third parties and legally must be paid. We cannot 
rely on agencies paying their share of the deductible. 

 Liability claims contain legal complexities involving determination of negligence, 
statutes, common law, etc.; and in many cases, they can cost fairly substantial sums of 
money. Risk Management, in conjunction with the Attorney General’s office, must 
handle the case from the beginning to minimize legal mistakes that could be more costly 
later on. 

 
ADOA has statutory authority to impose a property deductible of up to $10,000 via  
ARS §41-621E, as follows: 
 

… The director of the department of administration may impose on state departments, 
agencies, boards and commissions a deductible of not more than ten thousand dollars per 
loss that arises out of a property, liability or workers' compensation loss pursuant to this 
subsection. Deductible amounts established by the director shall be subject to annual 
review by the joint legislative budget committee. 

 
The Arizona Administrative Code mentions deductibles in two sections: 
 

 R2-10-108 – In short, this rule applies a deductible of $10,000 to all claims greater than 
$150,000, unless the agency submits a loss prevention plan approved by Risk 
Management. This is not an across-the-board deductible. Risk Management has used the 
deductible program as described by this code as an incentive for state agencies to provide 
an adequate mitigation plan for large civil liability settlements or judgments.  A 
deductible under this section of the AAC is rare. 
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 R2-10-106 – This is the only section of the AAC containing a specific deductible and 
excludes from Risk Management coverage all personal property claims less than $100.   

 
Property deductibles are required by almost all property insurers.  There are three main reasons 
property insurers require a deductible. 
 

 Deductibles help to reduce moral hazard, (purposely causing losses to collect the 
insurance money). This hazard is probably non-existent in our agencies especially since 
employees do not personally gain from causing a property loss to occur. 

 Deductibles also help to reduce morale hazard, which exists because the claimant may be 
indifferent about losses, and do little to prevent losses because of insurance.  Also, as 
some would consider in health insurance, a low or no deductible will cause over use 

 Since agencies would be responsible for paying the deductible, this should increase 
awareness and promote loss prevention at the agencies.  Also, agencies will be 
empowered to make good business decisions, (e.g., does damaged property really need to 
be replaced?).  As long as there is a funding mechanism in place (e.g. Risk Management), 
to pay for these losses, the answer will almost always be yes. 

 Deductibles allow the insurance company to be more efficient.  Processing claims 
requires a minimum cost that does not exactly track with the amount of the claim. The 
expense of processing a small claim constitutes a large percentage of the claim itself. 
Thus, deductibles are an effective way to keep premiums affordable. An example of 
inefficient processing of small state property claims is as follows: An agency has a laptop 
stolen with a value of $200; someone in the agency must complete a Risk Management 
claim form, the form is delivered to State Risk Management’s mail center, then 
distributed to the clerical person, the clerical person opens the claim in the Risk 
Information System and assigns an adjuster, the adjuster performs due-diligence and 
values the claim, the adjuster’s supervisor reviews the claim, the adjuster approves 
payment, prepares a payment request, forwards the payment request to accounting, 
accounting completes a transfer form, enters the form into the financial system, sends the 
transfer form to the appropriate agency to complete their section, the agency then sends 
the form to the GAO, who must then transfer $200 from State Risk Management to the 
agency. The agency then procures the laptop. If a $10,000 deductible applied, then only 
the last step (procuring the item) would be performed.  A large deductible would also 
allow State Risk Management to realign its already smaller staff to concentrate on 
preventing property losses from occurring and better manage large liability and property 
claims that have occurred 

 
No recent discussions have been held with state agencies on this topic.  Agencies may have 
different ideas on this topic.  A property deductible increase from the current $100 to a proposed 
$500 was discussed with state agencies eight to ten years ago, and many agencies were 
adamantly opposed. 

 This analysis contemplates a deductible of $10,000.  Different scenarios could also be 
considered, such as a $5,000 deductible, a $1,000 deductible increasing by $1,000 
annually until a certain level is achieved, etc. 
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 Agencies will still be required to do some upfront investigation (e.g. take photos) when 
there is an accident involving a state vehicle (subject to the deductible) and a third party 
vehicle (not subject to the deductible). 

 Business decisions such as not repairing or replacing a cracked auto windshield may 
become a safety issue.  

 
Other Deductible Considerations: 
 
A consideration of charging agencies a $10,000 for a large liability loss of over $250,000 may 
make sense.  There are approximately eight claims per year that will fit into this category.  
Similar to a property deductible it will increase awareness and promote loss prevention at the 
agencies. 
 
A consideration of charging agencies a $10,000 for a large liability loss of over $250,000 may 
make sense.  There are approximately eight claims per year that will fit into this category.  
Similar to a property deductible it will increase awareness and promote loss prevention at the 
agencies. 
 
 



 

40 
 

 
Recommendation 13: Privatize Department of Environmental Quality Permit 

Processing Functions 
 
 
Summary: COPE recommends the privatization of ADEQ permit processing functions.  
 
Discussion: Like many state agencies in Arizona, ADEQ is considering new ways to lower costs 
and reduce overhead spending. Due to the downsizing process, workers are being asked to take 
on new responsibilities that they have little experience completing. When it comes to processing 
permits, managers and other staff are not trained permit writers. This creates inefficiencies and 
unnecessary spending. In addition, some months of the year ADEQ receives an influx of permit 
requests and is unequipped to handle the increase in caseloads. Hiring more workers to solve this 
problem simultaneously increases ADEQ's fixed costs and overhead.   
 
ADEQ's primary concern is predicting future volumes of new permits. Over or underestimating 
permit volumes can easily cause staffing problems and represents a major risk for ADEQ. 
Instead, it is recommended that ADEQ use flexible contracts with vendors that can be hired on a 
temporary, as-needed basis to avoid this problem. It is important that ADEQ continue to 
maintain a small core of employees and use consultants to cover new and speculative work.  This 
model is recommended for all state agencies facing similar permit processing circumstances. 
 
ADEQ's hourly rate is significantly higher than the hourly rate proposed by private contractors. 
In addition, each ADEQ employee costs $29,000 in indirect overhead. Privatizing permit 
processors on an hourly basis will reduce ADEQ's costs and allow workers to focus on other 
tasks, thereby increasing worker productivity. ADEQ will also avoid poor morale among 
workers who would otherwise be subjected to rapid changes in hiring and firing. Permits will be 
processed by trained, experienced permit writers which may lead to an expedited permit process. 
Most notably, by starting the privatization process now, ADEQ will be prepared when Arizona's 
economy rebounds from the economic downturn and the demand for permits expands.    
 
Contract rates are currently low and affordable. However unlikely, it is possible that these rates 
may increase. 
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Recommendation 14: Convert Department of Insurance to Self-funded 

Agency 

 
 
Summary: COPE recommends that policymakers convert the Department of Insurance into a 
self-funded agency through assessments and fees on the insurance industry to generate over $5 
million in savings. 
 
Discussion: The Department of Insurance regulates the insurance industry largely to the 
industry's benefit, creating assurance for customers of insurance companies that they will be 
treated fairly and, to some extent, limiting competition for incumbent insurance companies in the 
state. The department has presented a plan to become a self-funded agency and should be 
allowed to do so. The department claims that 33 state insurance departments have dedicated 
funds - fees and fines retained by the departments. The department also states that $3.5 million 
would be turned into the state's General Fund each year in excess fees and fines as compared to 
current operating costs. 
 
The risk associated with allowing a regulatory agency that collects fees and fines to be self-
funded is that it could lead to excessively zealous rule enforcement and perhaps even outright 
abuse. The classic example is a self-funded police department setting up speed traps for the sake 
of funding. Checks and balances will have to be implemented to guard against this problem 
 
The department recommends four changes, two involving the creation of new dedicated funds, 
one requiring excess balances to be turned into the General Fund and one allowing the 
department to set fees and fines to allow annual variations in revenues of 95% to 110%. There 
should probably be an oversight board instituted as well in order to make sure the department 
does not abuse its new authority. 
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Recommendation 15: Close Revenue Offices and Expand Electronic Tax 

Filing/Payment Options  
 
 
Summary: COPE supports the Department of Revenue’s recommendation to close its offices in 
the East Valley and Tucson and offering electronic filing/payment options to taxpayers who do 
not wish to travel to the Phoenix office.  
 
Discussion: It may be possible to set up kiosks and/or electronic payment/filing stations in 
Tucson and the East Valley. 
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Recommendation 16: Transfer or Merge Bingo Administration and Tobacco 

Enforcement to another agency 
 
 
Summary: Transfer the functions of Bingo Administration and Tobacco Enforcement to another 
agency to focus on more revenue generating core functions.  
 
Discussion: Bingo administration may fit more appropriately within another department in state 
government. The Department's role has been limited to processing bingo returns, issuing 
licenses, distributing revenues and answering questions. This is a small function, involving very 
little staff time, but taking focus away from more revenue generating core functions.  
 
Transfer tobacco enforcement should also be transferred to another department in state 
government. Tobacco enforcement processes involve police work and are more similar to liquor 
enforcement than to business/personal tax enforcement, which is primarily an accounting and 
legal function.  
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Appendix 

 
ADOA/GSD Status Report on COPE Recommendations for Asset Management 

 
Surplus Searchable Data Base Update:  
ADOA has deployed a searchable surplus property data base on the Surplus Property Section 
Web Site (http://www.azdoa.gov/agencies/msd/surplus_property/default.asp).  The web search 
pulls data directly from the Surplus Property Inventory System and returns queries in a table 
format.  Searches are broken down by commodity and can be searched by commodity group and 
sub group.  If an entity is interested in an item, an automated information request email can be 
generated by the user to Surplus Property Section staff.  The email will list the requester’s 
contact information and notify staff of the organization's interest in the particular item of 
property.  The system is also capable of displaying photos of the property.  Further, Surplus 
Property has entered into an agreement to conduct on-line internet auctions for selected 
commodities with a national on-line auction company.  This agreement will run through the end 
of the fiscal year (FY11).  If this method proves successful the requirements for on-line auction 
services will be incorporated into the Statewide Auctioneering contract which is due for rebid at 
the beginning of FY12.  
 
Surplus announced the Web search function in its quarterly ―Surplus Shopper‖ which is mailed 
to the Customer base.  It remains too early in the evolution of the process to evaluate what effect 
the search function is having, however, web statistics show a steady increase in page views 
beginning with over 280 in September 2010, (site launch) increasing to more than 750 in 
December 2010.   
 
The majority of these page views are originating from the WWW.AZSurplus.gov redirect which 
is the external address advertised to customers.  Surplus anticipates that over time, donees will 
increasingly use the functionality to "look" at what items are in stock rather than "call" or "visit". 
Early adopters are projected to be rural customers who can use the site to avoid travel to the State 
Surplus Offices at the Capitol Mall.  
 
The next step for Surplus will be to deliver the ―Surplus Shopper‖ electronically via email.  The 
concept is to deliver an email to the customers which will direct them to the Surplus website 
where they can download a PDF version of the ―Surplus Shopper.‖  In addition to reducing  
printing and mailing costs, this initiative will drive customers to the web site and introduce more 
of them to the web search functionality, saving time and staff resources.  
 
Surplus has been collecting email addresses for customers for some time and is close to being 
able to launch the email version of the ―Surplus Shopper.‖  The web site has already been 
modified to host the publication and the programming required to send the mass emails is nearly 
completed.  Once the electronic version of the ―Surplus Shopper‖ launches, Surplus anticipates a 
boost in traffic to the search page.   

http://www.azdoa.gov/agencies/msd/surplus_property/default.asp
http://www.azsurplus.gov/


 

45 
 

 
Status of ADOA undertaking an "inventory of inventories‖ to find out what buildings, facilities 
and other non-land, real property assets that the state owns: 
 
ADOA consistently retains and annually maintains an inventory for its Building System of 
approximately 22 state agencies, boards, and commissions owning buildings and structural 
assets.  The latest ADOA Building System inventory for the fiscal year ending June 30, 2010 
(FY 2010) is available at: 
http://www.gsd.azdoa.gov/assets/documents/FY10%20BIS%20Report.pdf 
 
ADOA surveyed its Building System (excluding the State Land Department that maintains its 
own inventory of unimproved State Trust Land) to develop an inventory of unimproved real 
property assets.  ADOA’s survey of its Building System concluded an inventory of less than a 
dozen parcels of unimproved real property owned by ADOA, Department of Economic Security 
(DES), and Department of Health Services.  ADOA owns property in the Capitol Mall for future 
development, DES owns one parcel in the Capitol Mall and 6.6 acres in Flagstaff, and DHS 
owns property in Mesa.  ADOA will retain and annually maintain a permanent inventory of its 
Building System's unimproved real property.  
 
ADOA surveyed the Arizona Department of Transportation (ADOT) Building System to 
inventory its unimproved real property not designated as future transportation routes.  The survey 
concluded an unidentified number parcels of unimproved property owned by ADOT.  The 
inventory of unimproved ADOT property not designated as future transportation routes is 
currently for sale or lease and can be found at: 
http://www.azdot.gov/highways/row/propmgmt/index.asp 
  
 
Status of an inventory of all quit claim assets: 
ADOA utilized legal analysis to finalize a ―flow chart‖ portraying the technical detail of a 
process, including time frames, by which the State acquires real property via Arizona’s counties 
tax liens.  Further legal research is required to flesh out the State legal status as the owner of 
Certificates of Purchase and as the owner after a foreclosure.  For example: 
 

 What are the State’s rights? 
 What are the State’s liabilities? 
 Can the State retain the proceeds of tax lien property sales after tax liens are satisfied? 

 
The foregoing is a non-exhaustive example of questions to resolve regarding State property 
acquired via county tax lien process. 
 
 
Status of a space utilization report: 
ADOA implemented an Occupancy Information Survey (OIS) on November 22, 2010 to 
document and evaluate space utilization in state-owned facilities.  The survey components 
provide information regarding the amount of square feet allocated per workstation and staff 
position (FTE), the number of workstations, and the number of staff and/or contractors 

http://www.gsd.azdoa.gov/assets/documents/FY10%20BIS%20Report.pdf
http://www.azdot.gov/highways/row/propmgmt/index.asp
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occupying workstations.  The information collected in this initial labor-intensive survey will 
establish a baseline of occupancy information.  Going forward, ADOA will regularly collect the 
data and reconcile space utilization plans with the most current occupancy and space specific 
scenario information.  Using the information gathered, ADOA can: 1) identify underused (or 
overused) facilities and plan for improved space utilization and effectiveness, 2) discover 
occupancy related fire and life safety issues, and 3) effectively plan capital construction, energy 
conservation, and building sustainability projects.  Approximately 70% of OIS’ are complete.  
The ADOA General Services Division (GSD) expects the balance of manual surveys is expected 
to be complete by January 28, 2011 and a complete space utilization report available to the 
ADOA Director’s Office by February 25, 2011.  A formal OIS mechanism whereby agencies can 
self-report OIS data to ADOA on a scheduled basis is currently in development and should be 
available by approximately April 1, 2011.   
 
 
Status of cell phone pooling: 
To begin pricing analysis, ADOA obtained detailed reports regarding lines of service and billed 
expenditures from the four wireless vendors under State contract.  The search for lower pricing 
was helped by the availability of a cooperative contract through the Western States Contracting 
Alliance (WSCA), which had a very favorable contract with Verizon.  ADOA then began the 
process of consolidating the minutes within ADOA as a pilot and example for other agencies on 
agency-wide minute pooling.   While efficiencies and savings are still being realized through 
these efforts, average cell phone bills have been reduced from $45.08 in June, 2010 to $44.26 in 
December, 2010. 
 
To ensure agencies understand the Verizon WSCA contract, 8 training sessions were held and 
attended by 22 agencies, including the majority of the larger agencies.  Additional training 
sessions are being planned.  ADOA is now in the process of implementing a program to 
consolidate accounts for savings via the pooling of minutes within other agencies, and the 
analysis of devices being used by the agencies. 
 
Moving forward, ADOA has identified other methods to achieve savings.  The following goals 
are: 

 Reset  plans to better reflect actual usage 
 Reset voice & data plan to a voice or data only plan 
 Limit higher minute plans to eligible staff 
 Develop an Inappropriate Use Policy within the Telecommunications Program Office 

(TPO) to maintain the state’s ―business use only.‖ 
 
 
 
 
 
 
 
 


