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January 18, 2005

Honorable Members

Forty-Seventh Legislature, First Session
State Capitol

Santa Fe, New Mexico 87501

Dear Fellow Legislators,

Pursuant to Section 2-5-4 NMSA 1978, the FY06 budget recommendation of the Legislative Finance Committee
is provided to you. The committee recommendation for recurring appropriations from the general fund is $4.677 bil-
lion, a 6.6 percent increase over the FY05 appropriated level. Again this year, most new spending is directed toward
education and health care, an attempt to focus on those areas most important to the long-term success of the state.
And again this year, the committee was required to find sources of recurring money for programs initiated with non-
recurring funds.

Almost half of the new spending in the recommendation is directed to public schools and more than a third of
that is for the continued implementation of the three-tiered teacher licensure and pay schedule. The increase for pub-
lic school support would be $128 million, including $51 million for the new licensure and pay schedule.

The recommendation for health and human services represents a nearly 10 percent increase over current year
spending, an increase driven in large part by a decline in the federal match rate for the Medicaid program. A drop in
federal dollars for the Temporary Assistance for Needy Families program also contributes to the recommended $107
million increase in spending in that area.

The recommended level of recurring spending roughly balances with the recommended level of recurring reve-
nue, leaving a projected FY06 ending balance in the reserve fund of 13 percent of recurring appropriations. This
amount is above both the existing reserve target of 5 percent and the proposed new target of 10 percent.

To maintain this balance, the committee was forced to cut some programs. Be assured, every cut was carefully
reviewed with the welfare of New Mexicans foremost in our minds.

Finally, the most visible change in this year’s budget recommendation is its presentation. In an attempt to im-
prove the readability and accessibility of the valuable information that seemed buried in our old format, we have split
the recommendation into two distinctly different volumes. In Volume I, you will find analysis of the issues and ex-
amination of management and performance. That information has always been part of the discussion of the budget
recommendation for each agency but was often lost amid the very technical budget data. Volume II is the technical
data and discussions of the reasoning behind the recommendation for each agency. With this reformat, we hope that
this recommendation will become more useful to you both during the session and throughout the interim.

I would like to thank the membership of the Legislative Finance Committee for their long hours and dedicated
service on behalf of the people of New Mexico. Together, we have prepared a responsible budget that addresses our
state’s many critical needs.

Sincerely,

Senator Ben Altamirano
Chairman
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Summary of Appropriation Recommendations and Highlights

The Legislative Finance Committee (LFC) fiscal year 2006 budget rec-
ommendation strikes a balance between achieving overall fiscal respon-
sibility and providing sufficient funding to priority programs. The rec-
ommended $4.68 billion budget is balanced: new money, the difference
between expected recurring revenue and prior year recurring spending,
is $299 million, while the recommended spending increase is $297 mil-
lion. Although recommended spending increases by 6.8 percent, it
should be recognized that $65 million of the additional proposed spend-
ing simply replaces federal funds for the Medicaid program in the De-
partment of Health and Human Services Department. After accounting
for the replacement of federal funds for Medicaid, proposed spending
increases by 5.3 percent, which is in line with state economic growth as
measured by personal income growth. Additional spending is allocated
to meet the committee’s budget guidelines which prioritized education
and health care. The decision to prioritize education also reflected the
committee’s desire to keep faith with the voters’ approval of the consti-
tutional amendment providing additional resources for education re-
form. In total, education spending, including public schools and higher
education, is recommended to increase by $166 million, representing 71
percent of the discretionary spending increase. Public schools are slated

to receive $129 million, while higher education receives $37 million.
Health care spending increases are absorbed by the Medicaid program.
The Medicaid budget is proposed to grow by $87 million. Again, the
lion’s share of the Human Services Department increase—3$56 mil-
lion—simply replaces federal funds.

Fiscal Year 2006 Appropriation Recommendation. Agency re-

quests for FY06 from the general fund total $4.79 billion, a 9.4 per-
cent increase over FY0S5 appropriations. The committee recommen-

Category FY05 Approps | FY06 Requests | FY06 Recomm Dollar Change (P:z;c:;:

Legislative 15,456.7 15,568.8 15,568.8 1121 0.7%
Judicial 147,059.4 164,601.9 151,949.3 4,889.9 3.3%
General Control 144,244.8 164,401.8 148,123.2 3,878.4 2.7%
Commerce & Industry 48,682.8 51,955.7 46,088.1 (2,594.7) -5.3%
Energy, Agriculture & Natural Res 62,163.8 71,366.0 67,799.7 5,635.9 9.1%
Health, Hospitals & Human Svcs 1,004,007.7 1,163,096.6 1,111,116.1 107,108.4 10.7%
Public Safety 287,242.7 308,683.9 298,269.7 11,027.0 3.8%
Transportation - - - - 0.0%
Other Education 6,918.1 7,918.1 6,718.1 (200.0) -2.9%
Higher Education 670,634.4 729,414.9 708,691.4 38,057.0 5.7%
Public Education 1,985,444 .1 2,115,890.6 2,115,520.9 130,076.8 6.6%
Undistributed Compensation 285.1 - (285.1) -100.0%
State Employee Compensation 7,340.9 7,340.9 0.0%
Additional Appropriations 8,415.0 (8,415.0) -100.0%
TOTAL 4,380,554.6 4,792,898.3 4,677,186.2 296,631.6 6.8%




Summary of Appropriation Recommendations and Highlights

dation for recurring appropriations from the general fund totals $4.677
billion, a 6.6 percent increase over the FY05 appropriated level.

Subsequent to the annual submission of operating budgets on May 1,
the Department of Finance and Administration reclassified $12.2 mil-
lion nonrecurring general fund special appropriations as recurring
FYO05 appropriations and directed agencies to add the amounts to their
FYO05 general fund operating budget. The criteria DFA applied to
reclassify items as recurring is not readily transparent. It is important
to note that the addition of $12.2 million to the FYO05 recurring base

reduces the amount of “new money” available in FY06 for recurring ‘ .

appropriations by $12.2 million.

Department of Finance and Admin. 636.5 Improve capital outlay admin
New Mexico Sentencing Commission 250.0 Support sex offender board
Cumbres and Totlec Railroad 800.0 Op costs of railroad

Cultural Affairs Department 600.0 New facilities op budget and FTE
New Mexico Livestock Board 300.0 Bovine inspection and i.d. pgm
State Engineer 1,675.7 Three watermasters plus new FTEs
Aging and Long-Term Services Depart. 595.0

Human Services Department 3,905.0

Department of Health 400.0

Children, Youth & Families Department 500.0 Domestic violence shelters
Corrections Department 600.0 Sex offender treatment pgms
Department of Public Safety 265.0 Crime lab contracts

Public Education Department 755.6 New FTE for educational reform
Commission on Higher Education 300.0 Expenditures on high-skills
University of New Mexico 400.0 Native American health ctr/cancer camp
New Mexico Highlands University 250.0 Spanish instruction program
TOTAL 12,232.8

These adjustments to appropriations are as follows:

Section 5 Special Appropriations DFA booked as recurring 12,232.8
Section 7 Appropriations DFA did not book as recurring (5,844.0)
HB19, Ch88 Corrective Action Fund (497.9)
SB164, Ch19 Veterans' Services Department 210.0
DPS from the Appropriation Contingency Fund - Criminal Fees 630.0
Group Insurance distribution exceeded appropriation 0.3
Total Other Adjustments 6,731.2

Highlights of FY06 budget recommendation are summarized below.

Public Schools. The committee recommends $2.1 billion, a general
fund increase of $129 million, or 6.1 percent, for public school sup-
port including $14 million for a 1.25 percent compensation increase
for school employees not receiving a salary increase from minimum
salary levels established by three-tiered teacher licensing and $12.1

million for a 0.75 percent employer contribution to the education re-




Summary of Appropriation Recommendations and Highlights

tirement fund. The increase accounts for 44.2 percent of new general
fund spending. The recommendation, $17.3 million higher than the
increase appropriated in 2004 (the banner year for public school re-
form), reflects the committee’s support for improving public educa-
tion throughout the state.

In developing the recommendation for public school support, the com-
mittee paid particular attention to funding public school reform ef-
forts, particularly three-tiered teacher licensure minimum salaries,
adequately funding growth projections, increased insurance costs, en-
hancing the employer contribution to the education retirement fund,
and replacing revenue from the temporary assistance for needy fami-
lies federal block grant with general fund. These actions account for
$95.4 million of the committee’s recommendation. The cost for three-
tiered teacher licensing minimum salaries is $51.8 million, or 40 per-
cent of the recommended increase for public school support.

The committee recommendation for the Public Education Depart-
ment includes additional FTE to support a comprehensive data ware-
house project and the No Child Left Behind student success frame-
work, which will provide diagnosis, prescription, and technical assis-
tance to schools in need of improvement. The committee recom-
mends the department stabilize current program areas, improve over-
sight activities, and address the achievement gap. The committee
also requests the department provide a detailed plan of its proposed
department-wide reorganization and a status report on public school
reform initiatives.

Higher Education. The committee recommends general fund at a
$708.7 million for higher education for FY06. This represents an in-
crease of $36.8 million, or 5.5 percent, from the prior year. The rec-
ommendation also includes almost $44 million of nonrecurring gen-
eral fund investments in higher education. The recommendation adds
$2 million for needs-based financial aid for students and calls for
keeping tuition low for students and their families through a 3 percent
tuition credit. The committee recommendation fully funds workload
and advances opening the doors with funding for library and utility
inflationary factors. Furthermore, the package provides 100 percent
funding for building renewal and replacement, through a non-
recurring supplement to base funding, and an additional $4.5 million
from non recurring funds for the inflationary costs of libraries. The
committee recommendation invests in faculty and staff salary needs
through a total compensation increase of 2 percent as well as funds for
additional faculty endowed chairs at the state’s universities.

The committee recommendation continues to invest in the state’s
workforce investment initiatives by maintaining a lump-sum appro-
priation to the Commission on Higher Education (CHE) for nursing
programs and including the high skills training initiative at two-year
institutions at $600 thousand.
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Also, the recommendation expands funds for NM MESA, a program
promoting engineering and science awareness to minority high school
students and for the adult basic education program to offset reduction
of Temporary Assistance for Needy Families (TANF) funds.

While the recommendation prioritizes higher education funding, the
committee increases the call for accountability. Higher education en-
tities need to improve planning and performance reporting, make
timely submissions, and use that information to achieve targeted out-
comes. The recommendation provides $7 million for student persis-
tence and student graduation rate improvement performance awards at
higher education institutions, provided a task force refines the alloca-
tion methodology.

Human Services Department. The committee recommends a total of
$3.21 billion for the department, with a total of $630.6 million from the
general fund, representing an increase of $86.3 million over the FY05
operating budget. The recommendation includes $2.6 billion, including
$562 million from the general fund, for the Medical Assistance Division
(MAD), which covers Medicaid, state child insurance program, and re-
lated administrative costs. The recommended general fund increase for
MAD of $83.6 million is a 17.5 percent increase over the FY05 operat-
ing budget. However, $56 million of the general fund requirement is to
compensate for the decline in the federal medical assistance percentage
(FMAP), the federal share of total Medicaid costs.

The committee recommends $511.7 million for the Income Support
Division, including $44.5 million from the general fund. In FY04 and
FYO0S5 the appropriated Temporary Assistant for Needy Families pro-
gram (TANF) nonrecurring federal carryover totaled $26.9 million
and $20.8 million respectively. The department reports no additional
carryover is available for FY06. The committee recommendation in-
cludes $5 million of federal carryover. To augment the $5 million, the
committee includes an additional $4.9 million from the general fund,
making the total FY06 TANF revenue $159.8 million. To offset
TANF revenue reductions, $7.4 million of TANF spending for educa-
tion services is shifted to public and higher education.

The committee recommendation for the Child Support Enforcement
Division (CSED) includes a general fund reduction to $8.3 million
from the FYO0S5 appropriation of $8.6 million, a 4.3 percent decrease.
This is made possible by the department’s implementation of an ag-
gressive cut in the information system contract that moves key func-
tions “in-house.” An additional 15 FTE and $1.04 million are recom-
mended as an expansion to facilitate the projected savings from the
informational services contracts. The committee also includes 6 FTE
and $840 thousand to institute a pilot project to convert two locations
into satellite CSED field offices. The committee requests perform-
ance measures for these offices to establish their value and determine
continuing expansion.

O GF m TOTAL
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Department of Health. The committee recommends a total expendi-
ture of $494.1 million, with $269 million from the general fund. This
is an increase of $10.3 million from the general fund, or 4 percent.
Highlights of the general fund recommendation include $9.3 million
to meet the FMAP rate for the Developmentally Disabled Community
Services program, an additional $1 million from the general fund to
move approximately 60 people off the waiting list and into develop-
mentally disabled care slots, and an expansion of 113.5 term FTE for
the department, mostly federally funded, with positions for bioterror-
ism staff, developmental disabilities staff, health and safety engineers,
health educators, registered nurses, and epidemiologists. Additionally,
the recommendation reallocates $1.6 million to cover a shortfall in
personal services and employee benefits in the Long-Term Care Ser-
vices Program. The recommendation applies a manageable vacancy
rate to all programs and allows for compliance with both the Lewis
and Jackson lawsuits and the General Services Department (GSD) rate
increases. Finally, the recommendation assists the department with the
governor’s contract restorations.

Children, Youth and Families Department. The committee recom-
mends $144.6 million from the general fund for FY06, a 2 percent
increase over the FYO05 general fund operating budget. The increase is
adjusted for the transfer of the Adult Protective Services program to
the Aging and Long Term Services Department (ALTSD). The trans-
fer involved 164 FTE and a total fund transfer of $13.6 million, in-
cluding $8.4 million of general fund and $5 million of other revenue.
The recommendation assumes reductions in the juvenile justice pro-
gram of $1.4 million to account for excess capacity in facilities.

The committee recommends $2.3 million in general fund monies, in-
cluding 12 FTE, for program expansion in the protective services pro-
gram. This will address a 16 percent increase in the foster care
caseload, partially attributed to federal requirements and standards
under the Adoptions and Safe Families Act, including enhanced
screening of child and abuse and neglect reports. Moreover, the com-
mittee increased the general fund by $1.1 million to cover a cost shift
in the treatment foster care program and residential treatment centers
from Medicaid to the protective services program.

In the family services program, the committee recommends a general
fund reduction of $2 million for childcare services for families earning
above 150 percent of poverty level. These families were grand-
fathered when the previous 200-percent-of-poverty eligibility standard
was rolled back in October 2001.

The committee recommends $500 thousand of general fund, along

with an expected State Children’s Health Insurance Program (SCHIP)
federal match of $2 million, for the voluntary nurse home-visiting pro-
gram to target services at families whose income is below 235 percent
of poverty. Studies indicate that families from low income households
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who receive these services improve living standards, with fewer drug-
related behavioral problems and less time in public assistance pro-
grams. Also, the committee recommends $1.5 million from the general
fund for equalizing the childcare rates of urban and rural providers.

Corrections Department. The committee recommends a $7.8 mil-
lion, or 3.8 percent general fund increase, including expansion. The
department’s total budget would increase from $229 million in FY05
to $236 million in FY06. The recommendation accounts for the de-
partment’s projected inmate population growth of 2.3 percent and
funds a 2 percent pay increase for probation and parole officers, 12
new probation and parole officers, an expansion of $1 million for the
medical contract, and savings of $1.2 million on the lease for the de-
partment’s central office. As of September 30, 2004 there were 72
general population beds available. At the current growth rate of 2.3
percent, the department will need more capacity in a year or less. The
department is requesting capital outlay funding in FY06 to proceed
with phase two of the DWI unit at the Roswell Correctional Center
and the mental health unit at the Central New Mexico Correctional
Facility. The department has implemented a “balanced system ap-
proach,” placing offenders in the most cost-efficient, cost-effective
custody level. Also, a Population Control Strategy Committee is ad-
dressing ways to stabilize and lower the prison population.

Department of Public Safety. The committee recommends a $1.4
million, or 1.9 percent, general fund increase for FY06. The commit-
tee recommends the expansion of $500 thousand for the Mobile
Strike Unit to fund 6 permanent FTE and other miscellaneous costs.
The committee supports the governor’s Moving New Mexico For-
ward: Further Along recommendation to increase fines for commer-
cial vehicles. The current average penalty assessment fine for viola-
tions is $114.

Courts and Judicial Branch Agencies. The committee recommends
$108.1 million in total appropriations for the courts and related judi-
cial agencies. The recommendation is a $3.4 million, or 3.3 percent,
increase in general fund monies over FY05 and includes $1.07 million
in expansion items. The overall increase includes $899.6 thousand
increase for the district courts, primarily to fund high priority expan-
sion FTE identified in a FY04 caseload study, and a $1.5 million in-
crease for the Administrative Office of the Courts, primarily to fund a
new lease for the Dofia Ana County magistrate court and to more real-
istically reflect actual costs of the jury and witness and court ap-
pointed attorney programs. The recommendation also includes $832.8
thousand for Bernalillo Metropolitan Court to fund maintenance and
security costs and to cover increased salaries and benefits costs.

The committee recommends $47.1 million in total appropriations and
$42.7 million in appropriations from the general fund, for an increase
of 2.1 percent for district attorneys. The committee also recommends
a special 2 percent salary increase for entry- and mid-level district
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attorneys and public defenders with the intent of addressing difficul-
ties with attorney recruitment and retention.

LFC recognizes the collaborative efforts of the judicial branch agen-
cies throughout the interim, especially through the Supreme Court’s
Criminal Justice Task Force and recommends a special appropriation
of $300 thousand to the Sentencing Commission to conduct a compre-
hensive workload assessment of the adjudication portion of the crimi-
nal justice system that would include the courts, district attorneys, and
Public Defender Department.

Energy, Minerals and Natural Resources. The committee recom-
mends a 6.2 percent overall increase in the agency’s operating budget
with a 2.3 percent or $457.7 thousand increase in the general fund
appropriation to support operating costs at Mesilla Valley Bosque
State Park and to fund 4 FTE authorized but not funded by the Legis-
lature in 2004.

Statewide drought conditions continue to affect State Parks Division
(SPD) revenues, particularly at water related parks. Fee increases im-
plemented in May 2004 have helped offset revenue decreases despite
visitation shortfalls and SPD is hopeful this trend will continue as
drought conditions persist. SPD reports 45 percent of parks showed
visitation increases and 61 percent revenue increases for FY(04. Nev-
ertheless, Elephant Butte State Park realized 328,000 fewer visitors
and a $140 thousand revenue decrease, bringing overall park visitation
and revenue down by 141,000 visitors and $129 thousand, and dem-
onstrating the tremendous influence of Elephant Butte on the State
Parks Division. SPD has identified $31.9 million in funding needs for
existing parks and an additional $7.3 million for new park initiatives.
Of the total need identified, $6.7 million is available from state parks
revenue bonds sold in FY04.

Department of Transportation. The committee recommendation
reflects a 1.9 percent increase over the FY05 operating budget. This
includes $9.9 million for the state construction program, specifically
for highways in rural counties that do not qualify for prioritization of
construction monies under either Governor Richardson’s Investment
partnership (GRIP) or Statewide Transportation Improvement Pro-
gram funding. The committee urges the department to review and re-
vise the process for prioritizing projects.

The implementation of the $1.585 billion GRIP reconstruction and
improvement program of almost 1,000 miles of highway requires the
department to fully use all budgeted FTE. The continued high level of
vacancies within the department, more than 400 positions, is an area
of concern. The department’s ambitious programs necessitate that
these vacant positions be filled expeditiously. The committee recom-
mends the department report quarterly on the status of vacancies and
specific activities being taken to address this issue.
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Taxation and Revenue Department. The committee recommenda-
tion is $71.6 million, or an 8.7 percent increase over the FY05 operat-
ing budget. Significant increases in all funding categories should en-
hance revenue collections, improve Driving While Intoxicated (DWI)
enforcement, and address critical customer service improvement
needs in the Motor Vehicle Program. Increases in other program
revenues are contingent upon enactment of legislation raising the ad-
ministrative fee on Motor Vehicle Division (MVD) transactions from
$0.50 to $2.00. Other program revenues also are adjusted to include
an additional $1 million in other program revenues because of ex-
pected revenues from new contracts for re-sale of MVD data. Recom-
mended base expansions include $400 thousand to enable credit card
and e-check payments in all MVD and Audit and Compliance Divi-
sion offices, $1.6 million to fund the MVD expansion request for
maintenance of its minimum service levels, $2.6 million to fund the
tax administration program expansion request for ongoing revenue
enhancement efforts, and $2.8 million for a new MVD initiative to
improve customer service. Funding for the revenue enhancement ini-
tiative is expected to generate an additional $10 million in tax collec-
tions, of which $7.5 million should flow to the general fund. Funding
for MVD’s expansion and new initiatives should be considered in
light of requested special appropriations for MVD technology require-
ments to determine if greater investments in technology will create
operational efficiencies and recurring savings, diminishing the need
for some or all MVD base expansions.

Labor Department. The committee recommends a $972 thousand, or
115 percent increase, over the FYO05 general fund operating budget to
fund the Labor and Industrial Commission, funded in FY05 with mon-
ies from the workers’ compensation administration fund.

Unless Congress adopts new legislation, Reed Act funds could cease
in FY07, which would require the department to scale back operations
by reducing its labor force and closing field offices. While the com-
mittee recognizes this possibility, the committee’s FY06 recommen-
dation assumes the continued availability of Reed Act funds.

Because of a healthy unemployment insurance trust fund balance, the
Legislature in 2003 increased benefits to the unemployed and de-
creased unemployment taxes for employers. The balance is currently
at $572 million; however, a sunset clause also was included to termi-
nate these revisions after four years or sooner if the trust fund balance
dropped below a threshold of 3.75 percent of the fund to total pay-
rolls. This has occurred and the department is considering legislation
to extend the enhanced benefits and tax cuts.

A November 2003 LFC audit noted that the department’s one-stop
operation, which provided both services and program oversight, cre-
ated a potential conflict of interest in the state’s implementation of the
Workforce Investment Act (WIA). This could be improved by trans-
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ferring management and oversight responsibilities to a new agency.
The committee recommendation reflects the transfer of the WIA pro-
gram to the Office of Workforce Training and Development (OWTD).
The transfer of the WIA program to OWTD by executive order in-
volved $22 million in federal funds, 38 FTE, and $700 thousand from
the general fund for at-risk youth programs across the state. Plans to
transfer the administration of the TANF program to the local WIA
boards are also underway.

State Engineer/Interstate Stream Commission. The committee
recommends an overall 7 percent decrease in the agency’s base budget
reflecting a slight increase in personal services and employee benefits
and a significant reduction in contractual services.

The agency continues to rely on nonrecurring, special appropriations
to fund an extraordinary number of term FTE in three programs.
These appropriations are a mix of general fund and trust fund sources
and are considered year-to-year. The agency requested $4 million in
base expansion to convert the remaining term positions to permanent
status in FY06. The committee supports the conversion of full-time
term employees to permanent status and recommends $2 million to
convert an additional 38 positions.

For FY06 the agency has requested $30 million for additional land
and water rights purchases in the Lower Pecos Basin. The committee
is concerned the state continues to expend considerable resources in
the basin while making little or no substantial progress toward finaliz-
ing a settlement. Since 1991, the Legislature has appropriated $85.5
million for land and water rights purchases, water rights leasing, and
contractual costs on the basin to settle an issue originally expected to
cost $60 million.

The State Engineer estimates a total need of approximately $1.6 bil-
lion to complete the Navajo, Aamodt, Gila, and Taos water rights set-
tlements. Of this amount, $75 million is estimated to be the state’s
share and $187 million the local cost share. The committee antici-
pates local entities will request state support for their share.



Economic Forecast

State economists rely on Global Insight, a national economic consult-
ing firm, Cambridge Energy Associates (CERA) and the University of U.S. Economic
New Mexico Bureau of Business and Economic research to develop Growth and Inflation
their economic forecast assumptions. Economic assumptions repre- Assumptions
sent key variables to the revenue forecast. The economic assumptions
used in developing the December 2004 revenue forecast are presented
in Table 2 in the back of this document.

U.S. Economy. The U.S. economy is expected to grow at a moderate
pace with low inflation over the forecasted period. Gross Domestic
Product (GDP) growth is expected to cool from 4.8 percent in FY04

to 3.4 percent in FY05. In FYO06 and after, the rate varies slightly mm GDP Grow th

around a long-term trend of just greater than 3 percent. The economic —— Consumer Price Index
outlook indicates that inflation is expected to remain low. After peak-

ing in early 2005, largely due to high energy prices, the forecast pre- Sources: UNM BBER and Global Insight

dicts a very low 1.1 percent inflation rate in FY06. Inflation is ex-
pected to remain below 2 percent through FYO08 because of subsiding
energy prices, minimal wage pressures, and competitive forces limit-
ing retailers’ ability to raise prices. Sustained high oil prices pose a
risk to forecasted growth rates.

New Mexico Economy. New Mexico economic growth continues to
outpace that of the national economy. Nonfarm employment grew by
1.4 percent in FY04, compared with 0.2 percent for the U.S. economy.
Employment growth is expected to remain near 2 percent through
2008. Similarly, personal income and wage and salary growth fore-
casts suggest robust growth in the current fiscal year, followed by
more moderate growth rates in 2006 and beyond. These factors are
critical to revenue forecasts for such important revenue sources as
gross receipts taxes and income taxes.

New Mexico —m— U.S.

Energy Economy. Energy production and price assumptions rep-
resent critical variables for determining state general fund reve-
nues from energy-related taxes and rents and royalties. Prices for
these commodities fluctuate significantly, resulting in volatile en-
ergy-related revenues. A 10 cent change in the natural gas price
estimate implies roughly a $12 million change to general fund
revenues. A $1 price change in the value of oil results in a $3.5
million change in general fund revenues. Revenue estimators are
naturally cautious in dealing with the volatility and unpredictabil-
ity associated with these prices. They primarily rely on price fore-
casts provided by CERA, but also look to the futures market for
guidance. State economists expect an average natural gas price of
$5.20/mcf (per thousand cubic feet) in FY05 and $4.70/mcf in
FYO06. The natural gas price assumption is somewhat below the
CERA forecasts for 2006 and 2007 and well below the futures
market prices. Economists assume an average New Mexico oil
price of $40 per barrel in FYO05 and $35 in FY06. Energy analysts
are generally in agreement that the long-term price of oil is around
§$35, with current high prices reflecting a risk premium for geopo-




Economic Forecast

11
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litical events. The economic assumptions show oil and gas pro-
duction slowly declining by 1 percent per year after FY05.

Revenues. General fund revenue estimates for FY05 through FY07
are presented in Table 3 in the back of this document The FY05 col-

umn compares the new December estimate with the January estimate
used in the 2004 legislative session to build the FY05 budget. The
state’s general fund revenue picture is positive and is expected to re-
main so through FY06. The December estimate predicts FY05 total
revenues to be $4,639.6 million, $261 million higher than the January
estimate. The large increase in estimated revenue is largely explained
by the higher natural gas price assumption. Indeed, revisions to the
forecast for severance taxes and rents and royalties account for $198

State General Fund Revenues by Major

Millions of Dollars

FY00 FY01 FY02 FY03 FY04 FY05 FY06 FYO7

B Sales Taxes O Income Taxes
O Energy Revenues Investment Income
@ Other

FY05 through FY07 reflect revenue estimates.

million of the $261 million revision. In FY06,
revenue is forecast to grow to $4,671.9 million, or
0.7 percent above FY05 revenues. Subdued esti-
mated revenue growth can be explained by fore-
casted declining personal income tax and energy-
related revenues. Although expected revenue
growth is negligible, estimated ‘“new money,” the
difference between the FY06 recurring revenue
estimate and FY 05 recurring spending, is $299
million. The “new money” estimate represents a
starting point in determining how much recurring
spending can grow or be curbed through recurring
tax reductions.

Gross Receipts Tax. The December FYO0S5 fore-
cast for gross receipts tax was revised upward by
$18 million from the initial estimate. Revisions
reflect strong year-to-date taxable gross receipts
data, high anticipated revenue collections from the
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enhanced audit initiative, and stronger growth in wages and salaries.
Gross receipts tax revenue is expected to grow by 4.5 percent in FY06
to $1,562 million, reflecting the higher FY05 base and higher-than
expected wages and salaries growth.

Personal Income Tax. The December FYO05 forecast for personal in-
come tax declined by $12.5 million from the January estimate based on a
Taxation and Revenue Department analysis showing that taxpayers eligi-
ble for relief from the income tax rate reductions are reducing payments
more quickly than initially anticipated. FY06 personal income tax is ex-
pected to decline by 2 percent in FY06. The decline is attributable to the
next step of income tax cuts. While the underlying tax base is expected
to grow by about 6 percent, the estimated fiscal impact associated with
FYO06 tax cut step reduces expected revenues by $81 million.

Energy-Based Revenues. Energy-based revenues include both sever-
ance taxes and rents and royalties. The December forecast shows a
dramatic increase for FY05 from the January estimate. Total energy-
based revenues increased $198 million, which can largely be ex-
plained by higher natural gas and oil price assumptions. In FY06,
however, energy-based revenues are expected to decline $79 million
due to assumed lower energy prices and production levels.

Corporate Income Tax. The FYO05 corporate income tax revenue esti-
mate is revised from $123 million to $160 million, reflecting the re-
bound in FY04 collections and expected strong profit growth in energy
and other sectors. In FY06 corporate income tax growth is expected to
remain very strong, increasing by 25 percent to $200 million.

Interest Income. The FY05 estimate for interest income on state bal-
ances is expected to increase 61 percent from FY04 to reach $41 mil-
lion. Interest income is anticipated to grow 22 percent in FY06 to $50
million. The primary reason for the significant growth is expected
interest rate increases.

Other Revenues. Tribal gaming revenue was revised downward in the
December estimate by $2.5 million in FY05 and FY06 to account for re-
cently introduced bingo machines in San Juan Pueblo’s casino. Accord-
ing to the Gaming Control Board, these machines represent Class Il gam-
ing and thus fall outside the purview of the state’s revenue-sharing agree-
ment. While the extent of the penetration of these machines is unknown,
state revenues from Indian gaming could fall significantly if Indian casi-
nos choose to replace Class III machines with the Class II machines.

Forecast Risks. There is a significant amount of uncertainty in the
oil and natural gas markets. Oil prices have fluctuated sharply with
geopolitical events, reserve reports, and changes in weather forecasts.
Some market participants speculate that these factors resulted in a risk
premium, raising prices higher than fundamental factors warrant. On
the other hand, the consensus energy price assumptions have built in

12
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caution. The December estimate for energy-related revenues assume
lower oil and natural gas prices than either CERA or the futures mar-
kets predict. Given the volatility of energy-related revenues, conserva-
tive assumptions are advisable but the level of caution is up for debate.
For example, FY06 energy-related revenue estimates assume an aver-
age New Mexico natural gas price of $4.60, 50 cents less than the
CERA New Mexico forecast and implying roughly $60 million in
lower revenue. (Note the CERA forecast for FY06 natural gas price is
$5.12, but the NYMEX futures price is over $6). Furthermore, re-
serves are in a healthy position and sufficient to absorb an unexpected
price fall. In the final analysis, it should be recognized that although
underestimated revenues are not “lost”—they become available the
next year for nonrecurring purposes—underestimating recurring reve-
nues constrains recurring spending, which might have higher priority.

Financial Summary. The general fund financial summary is reported in
Table 4 in the back of this document. FY05 appropriations include LFC
recommended nonrecurring special appropriations, information technol-
ogy investments, and deficiency and supplemental appropriations. FY06
recurring revenues are supplemented by $7.5 million for a TRD en-
hanced audit initiative funded in the LFC budget recommendation. LFC
recommended recurring revenues and recurring expenditures are roughly
balanced. FY06 ending reserve balances are projected at $617 million,
or 13 percent of recurring appropriations. Both the executive and LFC
recommend that the reserve target, which traditionally has been 5 per-
cent, be increased to 10 percent. The target is increased to reflect the
policy change to accrual revenue accounting, uncertainty regarding oil
and natural gas price assumptions, and the inclusion of the “education
reform lock box” in the appropriation contingency fund. Reserves in
excess of the 10 percent reserve target are estimated to be $149 million
and are available for one-time spending, including capital expenditures
and tax rebates. Finally, it should be noted that FY04 revenues are still
preliminary because the executive has yet to determine how much money
to recognize due to the change to accrual revenue accounting.

FY 07 BUDGET BASELINE

Revenue estimates are prepared for the current fiscal year, the budget
year and three subsequent years. LFC staff also prepared an FY07
current services baseline spending estimate to contrast with the reve-
nue estimate and test for structural stability. The fiscal structure is
considered stable when revenues and the cost of providing current
services grow at similar rates. Large deviations between these growth
rates imply that future changes in spending or taxing policies may be
needed. The LFC budget baseline presented here should be consid-
ered a work-in-progress. A collaborative effort with DFA is being
planned for the near future. The revenue and expenditure baseline es-
timates are summarized in Table 5 in the back of this document. The
baseline expenditure forecast uses the FY06 LFC budget recommen-
dation by broad expenditure category as a starting point. The FY07
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baseline assumes that the cost of providing current increases with
overall inflation and service population growth. It also factors in addi-
tional spending specified in law. Spending in the legislative, general
control, agriculture, and energy and natural resources sectors grows
with inflation only. Spending in all other sectors increases with infla-
tion plus population growth. The consumer price index is used as the
inflation factor in all sectors except in the health sector, where medi-
cal inflation is used for the Medicaid program. An additional $20 mil-
lion for education reform also is assumed, nearly all for the next stage
of the three-tier teachers’ salary increase. No adjustment is made for
the Medicaid federal match (FMAP) rate, which may decrease based
on early projections, thus increasing the share of costs paid by the
state. Based on these conservative assumptions, spending growth
needed to provide current services and meet other legal obligations in
FYO07 is estimated to be $175 million—a 3.7 percent increase.

Comparing the flat revenue growth forecast for FY07 with the base-
line spending forecast implies a recurring-to-recurring baseline spend-
ing deficit of about $169 million and an equivalent transfer from re-
serves. Given that the reserve accounts are currently very healthy,
there is arguably room for a prudent drawdown; a draw of $169 mil-
lion might be excessive. This implies that the Legislature and the
governor would need at least to partially address the baseline fiscal
imbalance by cutting spending or increasing taxes or both.

The pessimistic picture painted by this analysis is largely due to the
flat revenue forecast. Assumed spending growth of 3.7 percent is
modest compared with the 5.6 percent average for the past 10 years.
A more optimistic revenue growth picture would only partially miti-
gate the problem. For example, if energy related revenues in FY07
are held constant at FY06 levels, revenue increases by $42 million,
but even in this case there is a substantial $127 million shortfall.
Other forecasted revenue decreases are based on current law. Per-
sonal income tax revenues are estimated to decrease because of the
rate reductions scheduled for that year, and the other category shrinks
as the transfer of tobacco settlement revenues sunsets.

Given the structural imbalance suggested by the budget baseline
analysis, the LFC budget recommendation generally avoids recom-
mending new program initiatives that will require recurring funding.
Funding current programs already looks to be a challenge next fiscal
year. Thus, financing pilot programs that are likely to need recurring
funding with nonrecurring revenues implies that such initiatives will
likely be sacrificed in future years, or paid for at the expense of cur-
rent programs. The committee recommends that any suggested new
programs be accompanied by analyses clearly demonstrating their
value and the state’s capacity to implement and support them. Value
should be demonstrated with specific, realistic performance indica-
tors. The capacity question should specifically address administrative
issues such as who will do the work and their ability to perform.

14
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LFC recommends $2.12 billion from the general fund for public
schools, or 45.7 percent of the general fund for FY06. This includes
an increase of $129 million in public school support. Details of the
budget recommendation are found in Volume II; the following issues
were considered by the committee in making the recommendation.

Achievement Gap. The achievement gap reflects the difference be-
tween identified subgroups and the school and statewide averages.

For example, in fourth grade language arts, 64 percent of Caucasian
students were proficient or better compared with 39 percent of African
Americans, 38 percent of Hispanics, 61 percent of Asian-Americans,
24 percent of Native Americans, and 36 percent of the economically
disadvantaged of all ethnicities and races.

On April 15, 2004, Public Education Department (PED) announced
“Project Excel” to close the achievement gap with a goal of improving
statewide proficiency by 3.5 percent to 5 percent in the next year. The
following are components of the program: creation of the Secretary
of Education’s Advisory Council for Excellence and Equity, improved
support to districts and schools through department reorganization,
aggressive action planning with measurable goals and objectives, per-
sonalized support to districts, targeted district and school planning,
alignment between state standards and the new criterion-referenced
tests, increased parent involvement, focus on language acquisition and
literacy, higher expectations of achievement, and a statewide profes-
sional development plan for educators. The first meeting of the advi-
sory council was held on December 8, 2004, to develop an action plan
for advising the secretary.

The 2004 General Appropriation Act included $1.6 million for incen-
tives for school improvement. The committee suggests the Legisla-
ture may want to consider increasing the available funding through
use of both recurring and nonrecurring funds. Because the yearly tar-
gets increase toward the goal of 100 percent proficiency by 2014, the
number of schools not making AYP might grow without additional
services. The current focus has been on teacher quality and pay as
reflected by minimum education and experience requirements under
three-tiered teacher licensure. Additional proposals to improve AYP
achievement are before- and after-school sessions, a longer school
day, a longer school year, additional pay to recruit highly qualified,
experienced teachers by under-performing schools and other teacher
incentives, and commercial supplemental learning programs. All
these will require considerable planning and administration by the
schools and districts and will have a significant financial impact.

Adequate Yearly Progress (2004) and Schools in the Improvement
Cycle. In 2004, the New Mexico Accountability System (NMAS)
ratings for public schools were changed to meet the requirements of
the federal No Child Left Behind (NCLB) Act and the New Mexico
School Reform Act. The key determinant is the adequate yearly pro-




Policy Analysis: Public Education

gress (AYP) designation, which has three requirements for schools,
school districts, and the state:

: . ) . 2003-04 Adequate
1. Achieve a 95 percent participation rate in state reading and math Yearly Progress
assessments in the school overall and among eight subgroups, All Schools
which are based on ethnicity, economic status, and certain special

needs,

2. Achieve student proficiency in reading of 33.7 percent among
fourth graders, 44.82 percent among eighth graders, and 44.21
percent among 11" graders; and in math of 38.3 percent among
fourth graders, 36.85 percent among eight graders, and 34.63 per-
cent among 11" graders, and,

3. Either achieve 92 percent attendance for elementary and middle

schools or 75 percent graduation rates for high schools. O Not Making AY P--244
m Made AYP--521

Targets for proficiency increase annually reaching a goal of 100 per-
cent proficiency by the year 2014. Similarly, the graduation rate for
high school reaches 100 percent in 2014.

Schools already in the improvement cycle move to the new designa-
tions. Schools not making AYP two years in a row enter into the im-
provement cycle. They move down the list for each additional year of
not making AYP. Schools in the improvement cycle making AYP
two years in a row are removed from the cycle. The designations re-
quire increasing program requirements in an attempt to make AYP.
Action items for “School Improvement I,” for example, include noti-
fying parents of the designation, implementing a school improvement
plan (educational plan for student success or EPSS), and providing
school choice to students. Actions increase in prescriptive measures m Met AYP--61

to implementing supplemental services, replacing staff, extending the
school year, and ultimately implementing alternative governance in
“Restructuring 11.”

School Designations

In the initial ratings issued August 30, 2004, 508 schools met AYP Statewide
and 260 did not. One of the key reasons for not making AYP was 39

participation rates, and, as a result, 125 schools requested recalcula- 21 20 10
tion of these assessments. PED determined that attendance numbers

in the accountability data system (ADS) were not accurate at the time 34

of testing for some schools and 13 schools were reclassified as mak-

ing AYP. A disturbing statistic is the high number of high schools not
making AYP (54.8 percent or 74 of 135). Under the previous rating
system, 86.5 percent of the high schools were assessed at meets stan-
dards or higher.

There are 124 schools in the improvement cycle: 34 in School Im- @ None

provement I, 21 in School Improvement II, 39 in Corrective Action, B School Improvement |
20 in Restructuring I, and 10 in Restructuring II. Bernalillo, Gadsden 0 School Improvement |l
Independent, Grants-Cibola county, and Los Lunas schools have O Corrective Action
greater than 30 percent of their schools in the improvement cycle; the ® Restructuring |
Central Consolidated, Cuba Independent, Espanola, Gallup-McKinley @ Restructuring

County, Jemez Valley, Mesa Vista Consolidated, Mora Independent,

16
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and Zuni schools all have more than 50 percent of their schools in the
improvement cycle and 100 percent of the Dulce Independent Schools
are in the cycle. Also of concern is that 14 of the 22 schools in the
improvement cycle in Albuquerque Public Schools are located in the
southwest quadrant of the city.

Of the schools in the improvement cycle for 2002-03, 19 schools
made AYP two years in a row and are no longer designated as schools
in need of improvement.

Compensation and Benefits. The education retirement fund now has
an unfunded actuarial accrued liability of over $2 billion and an infi-
nite amortization period. The Governmental Accounting Standards
Board recommends this amortization period not exceed 30 years. To
improve actuarial solvency, the Educational Retirement Board (ERB)
is recommending the employer contribution rate be increased from
8.65 percent to 11.65 percent over five years, with additional contri-
bution increases possible based on future actuarial studies. The com-
mittee will consider this as part of a compensation increase for public
school employees. For FY06, the committee recommends an increase
of 0.75 percent in employer contributions to the educational retire-
ment fund, reducing the compensation increase by that amount. The
committee also recommends any compensation increase for public
school employees be the same as for all state employees but limited to
those not receiving an increase as a result of minimum salary require-
ments of three-tiered teacher licensing.

As depicted in the graphic, health benefits and risk insurance cost
increases continue to reduce the overall appropriation available for
public school support. The New Mexico Public School Insurance
Authority (NMPSIA) FY06 request is $287.6 million, a $35.2 mil-
lion or 14 percent increase over the FY05 operating budget. Albu-
querque Public Schools (APS) estimate a $5.5 million increase in
FY06 will be required for their benefits and risk insurance programs.
The general fund impact of these increases would be $28.9 million.
However, NMPSIA recently reviewed its FY06 medical cost projec-
tion based on updated claims data that reflect implementation of new
medical plans in FY05. They project a surplus in premium revenue
over medical expenses and therefore the FY06 required increase for
health benefits can be lowered by $8 million from the original re-
quest. This would reduce the FY06 general fund impact from $28.9
million to $20.2 million. The committee recommends $17.5 million
from the general fund with the remainder coming from fund balances
and contribution increases.

In addition, for the past three fiscal years, risk program spending for
liability claims has exceeded the budget by at least $2 million per
year. Recent trends show a leveling of workers’ compensation claims
but continued growth in liability and property claims. An additional
$6 million was requested for the NMPSIA and APS risk-management
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programs. A higher level of commitment by PED, NMPSIA, APS,
and local school districts to risk-mitigation training for teachers and
school staff as well as preventive school maintenance will be needed
to slow growth in risk claims.

Section 10-7-4 NMSA 1978 amended group insurance statutes and
allowed school districts and charter schools to contribute up to 80 per-
cent of the cost of insurance of all employees. To date, only Los Lu-
nas Public Schools has increased the employer share but not to the 80
percent level permitted.

Education Reform Initiatives. A constitutional amendment passed
in September 2003 provided an immediate increase in the annual dis-
tribution from the land grant permanent fund from 4.7 percent to 5
percent of the five-year average of the year-end market value of the
fund. For FYO05 through FY 12, the amendment will provide an addi-
tional distribution of eight-tenths of 1 percent, for a total of 5.8 per-
cent. It provides an additional distribution of one-half of 1 percent for
the four years after that (FY 13 through FY16) for a total distribution
of 5.5 percent. The amendment requires any distribution above the 5
percent be used to implement and maintain education reform.

Because of the timing of the passage of the constitutional amend-
ments, the Legislature decided to use the amount of new revenue
generated above the 4.7 percent and $67 million was considered
available for education reform for FY05. Of that amount, $47 mil-
lion was appropriated in recurring in FY0S5 and an additional $10.9
million in nonrecurring funds was appropriated for FY04 and
FY05. With the increase of $51.8 million for the three-tiered licen-
sure implementation, all anticipated additional reform funds have
been committed and further education reform will need to directly
come from the general fund.

The 2004 General Appropriation Act included a $120 million transfer
to the appropriation contingency fund for the purpose of implement-
ing and maintaining education reforms. This fund is referred to as the
“education lock box.” These funds are nonrecurring and should only
be used to initiate recurring purposes when revenue forecasts project
sufficient increases to continue new programs. The committee recom-
mends using the “education lock box” for the following nonrecurring
expenditures: $7 million of this fund for the data warehouse project
(by a transfer to the computer system enhancement fund), $4 million
for a pilot of the pre-kindergarten program, $1 million for National
Center for Education Statistics chart of accounts implementation, $7.3
million for criterion-referenced tests development, and $350 thousand
for a public school funding formula study.

Of the $10.9 million nonrecurring education reform appropriated in
2004, most was unspent as of December 2004. Nevertheless PED
requested continuation of these appropriations and another $50 mil-
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lion in FY06 for new initiatives categorized by the department as non-
recurring for a total of $59.7 million. Most, if not all, of these initia-
tives will result in recurring requirements in out-years. The commit-
tee recommends that any funding for FYO0S5 initiatives come from the
“education lock box.” and appropriations be contingent on require-
ments for performance evaluation based on criteria that includes im-
proved student performance outcomes.

Educational Assistants Career Ladder. Section 22-10A.17.1
NMSA 1978 establishes a minimum annual salary for licensed educa-
tional assistants (EAs) of $12 thousand in FY05. However, the secre-
tary of the Public Education Department was given the authority to
reduce the minimum salary in accordance with appropriations for that
purpose in each school year. Within the state equalization guarantee
in the General Appropriation Act of 2004, $5 million was provided.
The secretary set the minimum at $11 thousand for FY05. The de-
partment did not include a request to raise minimum salaries to the
statutory requirement.

NCLB requires EAs working in schools partially funded by federal
Title I funds to meet one of the following requirements by January
2006: two years of post-secondary study, an associates or higher
degree, or a demonstrated rigorous standard of knowledge through
state assessment.

The Educational Assistants’ Career Ladder Work Group testified
before the Legislative Education Study Committee that it would
propose establishing a four-tier licensure. Approximately 6,100
FTE EAs are in New Mexico. The cost estimate for FY06 is $7
million. No total cost for implementation has been estimated; how-
ever, it is anticipated that Level I and Level II EAs will quickly
progress to Level 11 because 88 of the 89 school districts receive
federal Title I funding. Some districts are providing the educa-
tional opportunities to earn the associates degree and others are as-
sisting in classes related to the testing requirements. Some legisla-
tors and administrators have questioned the need for Levels I and 11
and would establish a minimum pay structure requiring NCLB cer-
tification as part of licensure. The committee recommends $1.5
million to fund the current statutory requirement.

Elementary Fine Arts. The Legislature in 2003 enacted the Fine
Arts Education Act to encourage local school districts to offer ele-
mentary school students opportunities to participate in visual arts,
music, theater, dance and other fine arts activities. The original in-
tent was to phase-in the program with a $4 million appropriation the
first year. An additional $4 million was appropriated in 2004; how-
ever, due to the agency interpretation of the law, PED decided to
allow participation by all districts in FY05. All but two small
school districts implemented the program. This decision was fac-
tored into setting the unit value for FY05. The Public School Fi-
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nance Act establishes a cost differential factor for fine arts of
0.0166 for FY04, 0.0332 for FY05, and 0.05 for FY06 and succeed-
ing fiscal years. The number of fine arts program units is deter-
mined by multiplying the full-time equivalent students by the factor.
To fully fund the program in FY06, an additional $15.3 million
would be required for existing qualified programs. PED is propos-
ing continuing the factor at the current 0.0332. The committee sup-
ports this recommendation if the program is fully implemented by
all districts for eligible children. The committee recommends $2.5
million to fund the program at the current factor.

Enrollment Growth Projections. In past budget recommenda-
tions, growth has been underestimated and the committee desires
that the recommendation provide a realistic estimate of expected
student growth. PED estimates an enrollment growth of 1,720 stu-
dents for the 2005-06 school year, an increase of 0.69 percent. Esti-
mated units are projected to be 637,000, an increase of 13,500 units,
or 2.16 percent. At the current unit value of $3,035.15, the growth
would require almost $41 million. However, the committee ques-
tions the assumptions about full-day kindergarten growth of more
than 7,000 projected students because full-day kindergarten was
fully implemented in FY05 and, while some growth can be antici-
pated, it will not be of the magnitude that occurred between FY 04
and FY05. Using the 4-year-old cohort projected by PED in the
pre-kindergarten proposal of 28,000, the committee recommends
reducing the growth estimate by 3,000, and the committee recom-
mends $10 million be included for expected growth.

Full-Day Kindergarten. Full-day kindergarten has been fully imple-
mented. PED issued a report, Efficacy Study of Full Day Kindergar-
ten, that attempts to show the benefits of the program. It uses the dy-
namic indicators of basic early literacy skills (DIBELS) test results for
the 2003-04 school year. The report summarizes the results of data
from 66 districts and 16,037 students. Of those tested, 38 percent of
students entered full-day kindergarten meeting the required bench-
mark for reading success. By the end of the school year, the percent
increased to 55 percent. However, in initial sound fluency, 40 percent
entered with proficiency and this declined to 31 percent at the end of
the year. The report states, “These data indicate that the core curricu-
lum and instruction in the area of phonological awareness needs to be
evaluated.” What is missing from the report is a comparison of results
from children in half-day programs to those in full-day during the
phase-in. However, the data was not collected. Future legislation in
any new program should require comparison data of baseline data to
results after implementation to determine if program goals were
achieved and to allow program managers to make adjustments as re-
quired to improve outcomes.

The committee recommends replacing $4 million in TANF earmarked
for full-day kindergarten with revenue from the general fund in FY06.

School Year

Student Enroliment

2005-06

2004-05

2003-04

2002-03

2001-02

2000-01

1999-00

1998-99

1997-98

1996-97

1995-96

1994-95

1993-94

1992-93

1991-92

280 300 320 340

in Thousands
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PED and CYFD estimate New Mexico has
between 26,000 and 28,000 4-year-olds. Of
these, approximately half are receiving some
early education or childcare services.
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High School Reform. New Mexico and the nation are undergoing
unprecedented economic, social, and demographic shifts. The chal-
lenge facing education is to raise its sights to ensure all students suc-
cessfully complete high school and are well-prepared for post-
secondary education and the complexities of the workforce. The real-
ity is New Mexico ranks 46™ in high school graduation rates and 45
for those in post-secondary education ages 25 to 34. Test scores show
an achievement gap between the diverse ethnic and economic groups,
and New Mexico personal income as a percent of the national average
has declined since 1980. As a result, PED and New Mexico First con-
ducted a Town Hall on the “New Mexico High School Initiative.”
The draft report provides 17 recommendations for improving high
schools, including aligning the curriculum to earlier grades and with
colleges and universities, implementing a more rigorous curriculum of
academic courses for graduation, raising teacher expectations for stu-
dent performance, improving student and teacher mentoring, and in-
creasing parental and community involvement. The final report will
be issued by the end of December 2004 and an implementation team
will be appointed to develop actions plans for each of the recommen-
dations. Course requirements for graduation are found in statute.

Pre-Kindergarten Initiative. On September 27, 2004, at Emerson
Elementary School in Albuquerque, Governor Richardson held a press
conference to introduce his initiative for a voluntary 4-year old, half-
day, pre-kindergarten program to be phased-in over a five-year period.
Enabling legislation will be requested during the 2006 legislative ses-
sion, and the initial funding request is estimated at between $7 million
and $9 million. No overall program cost has been calculated but esti-
mates range from $50 million to $70 million if implemented state-
wide. The program is to be managed by the Public Education Depart-
ment (PED) with full and complete cooperation of the Children,
Youth and Families Department (CYFD). At the local level, early
childhood community councils would be established to manage the
local program that would use a mix of public school pre-schools, pri-
vate providers both in centers and in homes, faith-based providers,
and federal Head Start programs. PED would set the standards, cur-
riculum, and teacher qualifications, and issue requests for proposals.
The community councils would develop the local plan and request
funding from PED.

From information presented at the press conference, 9,100 are served in
CYFD licensed or registered programs, 3,000 in federal Head Start, and
2,200 in PED pre-school programs for developmentally disabled children.
The initial plan is to phase-in pre-kindergarten to the 11,700 not currently
being served and enhancing the programs being offered to the other chil-
dren through staft development and introduction of PED standards.

While initially the proposal was well-received, issues are now being
raised by childcare providers and tribal representatives. Childcare
providers have concerns that school districts will provide the pre-
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kindergarten programs within schools resulting in loss of clientele and
income to childcare centers and homes. Representatives from the New
Mexico Child Care Association expressed concerns of the loss of key
staff and enrollment because of a state-funded pre-kindergarten pro-
gram. Concerns were expressed at an Alamogordo Public School Board
meeting on the role of the board and childcare providers in the proposed
program. Native American representatives stated at the PED sponsored
government-to-government meeting that the program will result in chil-
dren being separated from parents at a critical time. Some tribal repre-
sentatives questioned whether the program would be voluntary. The
most vocal criticism was the program would be “English-based,” deny-
ing Navajo children the chance to learn their native language.

The committee recommends a true pilot program because the proposal
is still being developed. Questions of governance at the local level
and the role of existing childcare program must be resolved before
proceeding. The committee suggests the proposal be reduced in scale
to approximately $4 million, funded from the “education lock box,”
and targeted at districts and schools within districts that have chroni-
cally underperformed. Key factors for selection should be schools in
the improvement cycle, and those having high percentages of students
receiving free or reduced lunch, a high number of English language
learners, and a lack of private childcare services in the community.
Key performance indicators need to be developed to measure whether
the program results in improved success in school. Only after an ex-
tensive evaluation documenting student performance improvement
should the program be expanded.

State Equalization Guarantee Formula Issues. The intent of 1974
Public School Finance Act (Sections 22-8-17 through 25 NMSA
1978) is to equalize financial opportunity at the highest possible reve-
nue level and to guarantee each New Mexico public school student
equal access to programs and services appropriate to educational
needs regardless of geographic location or local economic conditions.
Approximately 90 percent of the public school’s operational revenue
is derived from the state equalization guarantee (SEG) appropriation.
Often referred to as the public school funding formula, SEG is the
mechanism used to distribute funds appropriated through the Public
Education Department (PED) to individual school districts.

The last comprehensive study of the formula was done in 1996-97 at a
cost of $150 thousand. Adjustments to the formula have been made
for specific items without a review of the total formula. For example,
a factor for elementary fine arts was added in 2003 as an add-on to
elementary school funding. The 2003 General Appropriations Act
included $300 thousand to the Legislative Education Study Commit-
tee to study the formula; however, the provision was vetoed. Among
the issues being studied by several workgroups working on education
issues are a career ladder for educational assistants, minimum salaries
for principals, and charter schools. In addition, as previously noted,
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Think New Mexico

Proposed Cost Savings
Realizing Economies of Scale:
Based on estimates from the ex-
ecutive’s “Save Smart New Mexico”
program, a potential of $24 million
could be saved through cooperative
purchasing through the regional
education cooperatives (RECs). By
removing duplication of administra-
tive services and overhead in
smaller school districts and consoli-
dating functions at RECs, $13.9
million could be saved. Think New
Mexico notes the cost of district
administration in New Mexico is 2.8
percent of the total cost of educa-
tion while it is 0.4 percent in as Ari-
zona and Utah.

Restructuring Districts: By con-
solidating the small districts of
Cuba, Mesa Vista, Vaughn, Wagon
Mound, and Las Vegas, Think New
Mexico estimates $1.9 million could
be saved through the elimination of
administrative overhead. Think
New Mexico recommends Albu-
querque Public Schools and Las
Cruces be broken up into smaller
districts approaching the optimal
size of 10,000 to 15,000 students.
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the elementary fine arts factor will increase by statute from 0.0332 to
0.05 in FY06; PED proposes keeping the factor at the existing,
lower number. Growing districts complain the enrollment
growth factor is too low; districts losing students complain size
adjustment units are insufficient to continue programs in exis-
tence. Charter schools are allowed to receive small-school for-
mula adjustments, resulting in more funding per student than in
other public schools in the district. The relationship of the
training and experience index and three-tiered teacher licensure
also needs to be considered.

The committee supports a complete review of the formula to ensure
the original intent of SEG is maintained and any changes are con-
sidered within the context of the formula as a whole. It recom-
mends $200 thousand from the “education lock box” for a complete
study of the formula to lead to statutory changes in the Public
School Finance Act.

Think New Mexico. Think New Mexico, a private think tank, in
its report, Re-Allocating Resources: How to Pay for Voluntary
Prekindergarten for Four-Year-Olds Without Raising Taxes, esti-
mates $95.8 million could be saved in public education through
economies of scale, restructuring districts, rethinking administra-
tive salaries, retrofitting buildings to be more efficient, and re-
structuring PED.

The committee has reviewed these proposals and determined fur-
ther study and analysis is required and has asked PED to comment
on the report. Several suggestions have merit, such as cooperative
purchasing, streamlining administrative duplication, and reduction
in PED regulations. However, representatives from the superinten-
dents’ association stated most, if not all, school districts are al-
ready using cooperative purchasing arrangements and doubt if sig-
nificant additional savings can be realized. The savings estimated
from breaking APS and Las Cruces into smaller districts need ex-
tensive analysis to determine if it is realistic. Think New Mexico
used a tautological argument that smaller districts are more effi-
cient, without proof, and then derived the estimate by comparing
costs per student for smaller and larger districts and multiplying by
the number of students. No detailed analysis was provided of spe-
cific savings. The committee is reluctant to specify a dollar sav-
ings until PED fully studies the recommendations; the committee
discourages using any estimated savings to fund new programs at
the expense of existing ones. Any savings occurring should re-
main in SEG to compensate for past underfunding of growth, cash
balance reductions, and elementary art with the goal of increasing
the unit value calculated from SEG.

Three-Tiered Teacher Licensure. In 2003, the New Mexico Legis-
lature enacted the Public School Reform Act, which included three-
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tiered teacher licensure and specific requirements for licensure with

minimum salary levels as follows: Three-Tiered
2003-2004 All Levels $30,000 Implementation Costs
2004-2005 Levels 2 and 3 $35,000
2005-2006 Levels 2 and 3 $40,000 $60 -
2006-2007 Level 3 $45,000 $50
2007-2008 Level 3 $50,000

$40
After 2008, the minimum annual salary will be $30,000 for Level 1,
$40,000 for Level 2, and $50,000 for Level 3. The Legislature pro-
vided $5.7 million in 2003 and $8.6 million in 2004 to fund these sal- $20 -
ary increases through the state equalization guarantee. Estimated
costs for 2005 are approximately $51.8 million. The original estimate
for the third year of implementation was $36 million, inadequate $0
based on the actual salaries. Because approximately 86 percent of
teachers are either Level 2 or 3, FY06 is expected to be the most ex-
pensive year for implementation, with growth in funding dropping to
$16 million in FYO07 and $23.5 million in FY08. Out-year estimates
will be adjusted based on teacher retention and upward movement
through levels of licensure.

$30 -

Millions

$10
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Training and Experience Index. The current version of the training
and experience (T&E) index was adopted as part of the public educa-
tion funding formula in 1978 with the express purpose of reducing
high teacher turnover in many districts and bringing stability to the
teaching force, removing an excuse several districts were using at the
time for underpaying teachers for their classroom experience. The
index was also intended to reward districts that employed “higher
quality” teachers having academic credentials and more teaching ex-
perience. The index is defined in Section 22-8-25 NMSA 1978. A
T&E index is computed for each teacher (FTE) based on the degree
earned, ranging from less than a bachelor’s to post-master’s degree,
and years of experience from none to more than 15 years. An index is
computed for each district. Earned units from the formula used to
calculate the state equalization guarantee are multiplied by the district
T&E index. The state average has been increasing over the past four
years and T&E as a percent of program costs has risen from 7.71 per-
cent to 8.68 percent.

No changes were made in the T&E index calculations as a result of
three-tiered teacher licensure. The new licensure system was based
on the premise of paying teachers for performance in the classroom
leading to improved student outcomes rather than inputs of years of
experience and education. A funded study by Augenblick, Palaich
and Associates recommended a blending of the three-tier licensure
and T&E but recommended changes to formula be delayed for at
least one year.

If, as expected, education reform results in better recruitment and re-
tention of teachers, the T&E index will continue to drive an increase
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in teacher’s salaries, requiring a greater share of the state equalization
guarantee for the index. However, while all districts reported meeting
Statewide T&E Index the minimum salary requirements of three-tiered licensure, 28 of 89
districts did not give the 2 percent raise included in the General Ap-
propriation Act of 2004. Six of these districts reported as being in
collective bargaining but other districts cited declining enrollment as
the major reason for not giving the raise. Twenty of these districts
were above the statewide average for T&E, and eight were below.
Districts, such as Albuquerque, complained they were unable to give
the 2 percent raise in addition to the three-tiered requirements because
funds for the raise had to be used for three-tiered salary increases.
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The Public Education Department in cooperation with the Legislative
School Year

Education Study Committee has convened a Training and Experience
Index Workgroup to focus on the following:
o Implications of the three-tiered licensure system on the T&E
index,
o Alternatives to the T&E index,
o Viability of the inclusion of instructional support staff, and,
e Recommendations for the 2005 legislative session.

The workgroup is reviewing proposals in the Augenblick, Palaich and
Associates, Inc. report plus inputs from members of the group. Be-
cause the cost of three-tiered teacher licensure will be $51.8 million in
FYO06, the Legislature must ensure the required funding is provided to
the school districts to fund the minimum salary levels. PED should
demonstrate that the current formula will do so or recommend statu-
tory adjustments to ensure sufficient distribution.
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The committee’s Higher Education recommenda- ) )
tion is intended to continue the state’s grade of A Selected New Mexico High School
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Knocking at the College Door. Late in 2003,
the Western Interstate Commission on Higher
Education (WICHE) updated its projections of Source: Knocking at the College Door: Projections of High School
high school graduates across the nation in its pub- Graduates by State, Income, and Race/Ethnicity , December 2003
lication Knocking at the College Door: Projec-
tions of High School Graduates by State, Income and Race/Ethnicity.
WICHE projects state-by-state enrollment in higher education by fore-
casting high school graduates. =~ WICHE predicts, high growth rates
are projected for California, Nevada, Arizona, Texas, and Colorado
from economic and demographic drivers. The study shows New Mex-
ico has seen relatively little growth in high school graduates since the
beginning of the decade, and New Mexico projections are flat to de-
clining through 2018, similar to Oklahoma and Nebraska, followed by
Wyoming, Montana, and North and South Dakota. In New Mexico the
number of white high school graduates is projected to decline, while
the number of Hispanic students is projected to increase.

—— American Indian —%— Hispanic —e— White, non-Hispanic

New Mexico postsecondary higher education institutions have re-
cently experienced strong enrollment growth and funded workload
growth, driven by the following:

o Economic conditions (economic downturns typically result in

people going back to college)

o Needs for continuing education and skills for the workplace,

o Extending access,

o Alternative delivery mechanisms,

o Retention initiatives,

o  Concurrent enrollment growth.

Several states are currently developing or updating statewide higher
education strategic plans, incorporating analysis from enrollment
modeling and environmental scanning. The Commission on Higher
Education (CHE) needs to work in a similar vein on a collaborative
basis with institutional experts.

Governor’s Task Force on Higher Education. A significant effort
this year was the work of the Governor’s Task Force on Higher Edu-
cation. The LFC recommendation and the task force include fully
funding higher education workload, advancing the state’s higher edu-
cation funding formula through the inflationary factors, providing
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Measuring Up 2004 Report Card

for New Mexico Higher Education

Preparation

Participation
Affordability
Completion

Benefits

Learning

Measuring Up 2004
Report Card
Preparation

A Colorado, Connecticut,
Maryland, Massachusetts, New
Jersey, New York, Utah

B Alaska, lllinois, lowa, Kansas,
Maine, Minnesota, Missouri,
Montana, Nebraska, New
Hampshire, North Carolina,
North Dakota, Pennsylvania,
South Dakota, Virginia,
Washington, Wisconsin

C Arkansas, California,
Delaware, Florida, Georgia,
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compensation increases for faculty and staff, enhancing accountabil-
ity, and implementing a performance funding mechanism to address
improvements in institutional performance.

Accountability and Performance. The report Measuring Up 2004
highlighted New Mexico’s higher education performance. New Mex-
ico received an A- for its approach to participation, as reflected in
various measures of the number of students enrolling in higher educa-
tion. The state’s grades were low in other areas. For example, the
authors found, “New Mexico’s young people are poorly prepared for
college-level education, undermining their chances for success. The
state is weak in providing students and families with an affordable
higher education. This may undercut state efforts to send clear mes-
sages to students about the importance of taking rigorous courses and
being prepared academically during high school.”

In the area of preparation, the report found over the last 10 years, the state
showed no notable progress in preparing students to succeed in college.
New Mexico is one of only two states to receive an F in preparation in the
2004 report. To prepare students for success in postsecondary institu-
tions, the Legislature might consider requiring a rigorous high school cur-
riculum as well as enhancing the effectiveness of concurrent enrollment
programs made available to all interested students. Over time, a coordi-
nated approach is expected to result in increased readiness for college,
improved student persistence and graduation as well as a reduction in the
cost of remedial courses within the higher education budget.

The committee recommendation includes enhanced funding for the
NM MESA (Mathematics Engineering Science Achievement) pro-
gram, a program designed to promote math and science enrichment
for pre-college students from historically underrepresented ethnic
groups in 101 middle and high schools in New Mexico. The NM
MESA program prepares these students for college majors and careers
in mathematics, engineering, science, and related fields. The re-
quested funding increase was supported by performance goals, meas-
ures, and accomplishments. In a survey of 2003 graduates, 99 percent
of respondents were attending a two- or four-year degree granting in-
stitution with 74 percent at a New Mexico institution. The average
ACT score of those graduates was 22. In their request, program man-
agers linked incremental funding to their action plan; the funding will
serve school districts needing feeder schools, including Las Cruces,
Pojoaque and Gallup, Taos and, Jemez Mountain. Only about one-
third of all New Mexico school districts have NM MESA programs.
Based on findings of a program evaluation conducted in 1996, addi-
tional MESA funding should boost grade point averages leading to
ACT scores exceeding state and national averages and raise comple-
tion rates for college preparatory math and science courses.

Affordability. Over the last decade, New Mexico showed no notable
progress in providing affordable higher education opportunities ac-
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cording to the Measuring Up 2004 report. This ranking was based on
the availability of state funds for need-based financial aid. The lottery
scholarship program is considered a merit-based program, and it is not
possible to identify which lottery scholarships are awarded to students
with need. The state clearly needs to improve on the need-based com-
ponent of its state financial aid programs, such as state student incen-
tive grant and work study.

To address the state grade on affordability, the committee recom-
mends a significant increase in need-based financial aid programs to
balance the availability of merit-based scholarships from the lottery
scholarship fund.

Articulation and Completion. Despite substantial improvement over
the decade, relatively few students in New Mexico earn a certificate or
degree in a timely manner. The number of community college stu-
dents continuing to a second year posted a notable drop in the report.

In July 2004, the commission established an articulation task force to
“guarantee the transferability of academic coursework among New
Mexico public two- and four-year institutions.” Representatives of all
four-year universities and several two-year colleges are developing a
common numbering system for the general education core of classes
and formulating a policy to mandate the acceptance of New Mexico
two-year institutions’ 35 hours general education core and the transfer
of 64 hours of lower-division, college-level credit in specific majors.
The initiative will include accountability measures and an assessment
process. The group is expected to endorse legislation in the 2005 ses-
sion to formally revise statutes to address the initiative.

Adequacy. The National Center for Higher Education Management
Systems is engaged in an analysis of higher education finance. The
objective of the analysis is to relate institutional funding to adequacy.
The analysis is summarized so that states can be compared. Adequacy
is defined as the funding required to fulfill assigned mission at a level
that meets clients’ expectations. The project analyzes funding data
along with key measures and develops a benchmark that represents
the average funding level for the 10 states with the highest levels on
each performance measure. The preliminary analysis notes New
Mexico’s poor performance in the student pipeline as discussed by the
2004 committee recommendation. Recent data from the draft report
confirms New Mexico is a poor performer in producing undergradu-
ates (see Volume II Appendix Higher Ed-A) but is strong in produc-
ing students with doctoral-level credentials. The state meets the
benchmark for federal and industry research and development per
capita. Overall the state’s higher education sector ranks in the second
tier out of three. (See Volume II Appendix Higher Ed-B through
Higher Ed-D.) As it progresses, the project will be important to deter-
mine key areas for improvements in New Mexico’s higher education
sector and associated funding needs.

28



Policy Analysis: Higher Education

{2
[=
[

§e)

=

(%]

o
S
—
@

Qo
£
=)

P4

Transfer Students
from Two-year

N

N

o

o
|

Colleges
Research Regional

Universities | Universities

HNM2-YR g Other 2-YR

Percent of Alumni
Working in New

100%
80%
60%
40%
20%

0%

Mexico
= D o I B |
= 0 % = I =
zZ = 5 z =
z w =z é

29

Accountability in Government Initiative. The improvements in higher
education reporting this year have been mixed. Colleges and universi-
ties are reporting a measure to track student persistence through the
academic year. The committee recommends continued refinement of
benchmarking processes to set performance targets. Some institutions
have shown difficulty in submitting required information on a timely
basis. The committee is encouraged the University of New Mexico
Health Sciences Center (HSC) is now reporting performance account-
ability data across the spectrum of its operations. The new perform-
ance measures include: (1) measures in common with main campus,
such as degrees awarded and research and public service expendi-
tures; (2) measures to address medical and nursing student perform-
ance, including licensure pass rates; (3) measures on hospital opera-
tions, and (4) measures on other initiatives of the HSC. Of particular
note, the HSC used a benchmarking process to develop targets. Spe-
cial schools, such as New Mexico Military Institute, New Mexico
School for the Blind and Visually Impaired (renamed pursuant to No-
vember 2004 constitutional amendment), and New Mexico School for
the Deaf are participating in the accountability process. In the coming
year, these agencies will be asked to further refine their performance
measures and participate in the quarterly reporting process as well as
benchmarking to improve target setting.

Through the National Conference of State Legislatures, performance
management experts at the Urban Institute provided input to the com-
mittee on issues surrounding performance of the state’s four-year,
postsecondary institutions. Key concerns identified in the draft report
are significantly lower graduation and retention rates at comprehen-
sive universities compared with research universities, insufficient mi-
nority student recruitment at some regional institutions, the need for
improvement in quality reflected in graduating senior satisfaction and
alumni satisfaction surveys, and significantly lower graduation rates
for males at certain institutions. The draft report found a need for
more transparent comparisons among institutions.

The committee is encouraged the New Mexico Department of Agriculture
(NMDA) developed a strategic plan in 2004. The process involved 42
external stakeholders and 32 employees. The new plan includes goals
and objectives for several priority areas: global marketplace develop-
ment; food safety and security; natural resources and environmental qual-
ity; food, health, and consumer awareness; economic development and
value-added processing; agency leadership and management capacity;
and regulatory compliance. The committee recommends NMDA develop
an action plan including performance measures. Further, the committee
recommends the department provide quarterly performance measures as a
“key” agency under the Accountability in Government Act.

LFC also is concerned about the need for performance accountability for
research and public service projects at four-year institutions. For the sec-
ond year, the CHE has not reviewed performance of these projects.
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Management Issues. Several management and funding issues need . L
special additional attention in the upcoming interim. First, it is worth Regional Universities
considering the extent to which postsecondary institutions are subsidiz- PEEE °_f Sen.lm.'s
ing athletics deficits with state instruction and general monies. Second, e .Alumnl* S.atlsfled
the LFC, in collaboration with DFA, needs to develop a better process with Educational

for the reporting and review of higher education institution budget ad- SR
justments. Third, the University of New Mexico Health Science Cen- Curricu- | Student | Overall
ter’s opportunity to receive federal funds for reimbursement of costs of »100% lum/insiry Support Sat's'.
serving undocumented aliens should be examined. Section 1101 of the Seo% W N I I -
Medicare Prescription Drug, Improvement and Modernization Act of § 60% |

2003 made funds available to reimburse hospitals for emergency health 5 40% -

services provided to undocumented aliens. The new program, Federal “g% 20%

Reimbursement of Emergency Health Services Furnished to Undocu- e .,

mented Aliens, provides Medicare-equivalent reimbursement directly 0%

to hospitals on a quarterly basis. According to Federal Funds Informa-

tion for States, hospitals in New Mexico are eligible for total reim-
bursement of $5.1 million in federal fiscal year 2005.

*Alumni = Bachelor Degree Recipients

National Funding Trends. New Mexico’s funding commitment to
higher education is particularly notable given the recent declines in state
funding in most states. Increases in appropriations for New Mexico
higher education have ranged from about 4 percent to 6 percent over the
last few years. According to the latest available data from The National
Information Center for Higher Education Policymaking and Analysis,
New Mexico ranks first among the 50 states in the following:
o Higher education appropriations relative to state and local tax
revenues,
o Appropriation of state tax funds for higher education per
$1,000 of personal income,
o Appropriation of state tax funds for higher education per capita.

The Chronicle of Higher Education reported that for FY04 state
spending for higher education dropped 2.1 percent, the first spending
cut since 1992-93 when appropriations dropped 0.9 percent.

An October 2004 study by The College Board found tuition increases
nationally in 2004-05 were smaller than the prior year, but still high
by historical standards. The study noted average college tuition and
fees in 2004-05 at four-year public institutions increased from $4,645
to $5,132, an increase of 10.5 percent. At two-year public institutions,
tuition and fees average $167 more than the prior year at $2,076, up
8.7 percent. The study noted the average net price masks impacts by
income categories, i.e. “‘changes in distribution of state and institu-
tional grant aid, as well as the introduction of education tax benefits as
tuition and fee deductions, have benefited middle- and upper-income
students more than lower-income students.”

New Mexico Higher Education Funding Update. State higher edu-
cation policy needs to better balance increases in state appropriations
for student financial aid with increases in tuition rates and increases in
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state appropriations to institutions. Further, institutions should ad-
dress cost containment and productivity gains. The highest tuition
increases for the 2004-2005 academic year were 13.2 percent, 13.6
percent and 13.9 percent at Santa Fe Community College, the Univer-
sity of New Mexico-Main campus and New Mexico State University-
Grants, respectively. In comparison, the Legislature assumed postsec-
ondary institutions would increase tuition by 4 percent in the General
Appropriation Act. (See Volume II Appendix Higher Ed-E.) Further,
Western New Mexico University and Mesalands Community College
raised resident undergraduate fees more than 10 percent. The com-
mittee is concerned about large increases in tuition rates and fees and
the resulting implications to access and student and family debt loads.

As presented in Volume II Appendix Higher Ed-F and the sidebox, the
cost of workload is accelerating, to over $30 million for FY06 with an
increase of 4.5 percent from the prior year. Clearly, the driver of the
workload increase is strong enrollment in academic year 2003-2004 at
about 5 percent increase in overall student credit hours. Annual in-
creases in institutional student credit hour enrollment are shown in Vol-
ume II Appendix Higher Ed-G. Student credit hour enrollment in-
creases associated with FY06 funding at four-year institutions ranged
from flat at Eastern New Mexico University to almost 6 percent at
Western New Mexico University. Among two-year branch community
colleges, the University of New Mexico-Taos posted a decrease in stu-
dent credit hours of over 8 percent due to a data revision while double-
digit growth was posted at New Mexico State University-Carlsbad,
New Mexico State University-Dona Ana, and University of New Mex-
ico-Los Alamos. Finally, enrollment growth among two-year inde-
pendents ranged from very slight growth at New Mexico Junior Col-
lege to 9.7 percent at Albuquerque Technical Vocational Institute.

Most institutions qualify for workload increases in FY06 based on the
enrollment factor. The institution receiving the largest increase in
workload funding is University of New Mexico-Main at $8.8 million,
a 4 percent year-over-year increase, driven by moving out-of-the-band
with notable increases in all levels of enrollment. Institutions not

qualifying for an increase in workload due to the en-
rollment factor include New Mexico Highlands Uni-
versity, Eastern New Mexico University-Main, East-
ern New Mexico-Ruidoso, University of New Mex-
ico-Taos, University of New Mexico-Valencia, New
Mexico Junior College and Northern New Mexico
Community College. Eastern New Mexico-Main,
qualified for a workload increase based on a square
footage change for facilities.
Enrollment increases indicate postsecondary institu-
tions are serving student needs, and access is being
addressed. However, funding growth limits the abil-
ity to improve faculty compensation.
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Financial Aid. Student financial aid is provided by several major groups:
federal government, state government, the institution itself, and private
sources. Typical challenges facing financial aid include adequacy and
availability of student aid funding compared with costs for families, shift-
ing nature of federal aid from grants to loans, and institutional-focus on
awarding merit-based financial aid, instead of need-based.

State grant and scholarship aid is divided into two categories: need-
based and merit-based. Need-based grants are designed to ensure stu-
dents are not denied access because of their financial circumstances.
Merit scholarships are awarded to students who excel academically,
without regard to their financial circumstances. During the last dec-
ade, a fundamental shift in philosophy was evident as many states be-
gan targeting more money for merit aid. States have always had merit
programs, but the scholarships were awarded only to top students.
Now, however, scholarships often provide the full cost of tuition to
students who have a B average. In New Mexico, the lottery scholar-
ship program supports students with a 2.5 grade point average.

The Civil Rights Projects at Harvard University examined merit-based
aid programs in four states — Florida, Georgia, Michigan, and New
Mexico. This work focused on whether merit-based aid programs
promote college access and attainment and how well the programs
serve the needs of students from different income, racial, and ethnic
groups. According to the College Affordability report of the National
Conference of State Legislatures, the Harvard project findings suggest
scholarships are disproportionately awarded to middle- and upper-
income students and others with high college participations rates.
“Instead of equalizing financial opportunities to attend college, the
Civil Rights Project report suggests that merit aid actually is increas-
ing the disparity between rich and poor students’ ability to afford col-
lege,” it says.

New Mexico researchers participating in the Harvard project noted the
lottery scholarship program tended to encourage students to attend
institutions charging higher tuition.

New Mexico Need-Based Student Financial Aid Funding. Total state
general fund support for student financial aid programs is approxi-
mately $22 million in FY05. At about $11.5 million in FYO03, the
largest program is the state student incentive grant for resident under-
graduate students with substantial financial need who attend public
and private-nonprofit institutions in New Mexico. The awards can
range from $200 to $2,500 per year, as determined by the institution.
The second largest of the general-fund-based student financial aid
programs in FY05, at $5.2 million, is the work study program, which
provides employment opportunities for qualified resident students.
The state’s contribution for need-based programs is small when com-
pared with the federal investment, a significant driver of the state’s
low ranking in the affordability category.

Measuring Up
2004 Report Card
Affordability

A None

B California

C Minnesota, Utah

D Colorado, Hawaii, Idaho,
lllinois, Indiana, Kentucky,
New Jersey, North Carolina,

Texas, Virgina, Wisconsin

F Alabama, Alaska, Arizona,
Arkansas, Connecticut, Dela-

& Work-Study
W Student Incentive Grant
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Lottery Scholarship Funding Issues. Lottery tuition scholarship fund
balances were in excess of $50 million on June 30, 2004. The Gover-
nor’s Task Force on Higher Education proposed numerous changes to
the lottery scholarship program, including several expanding eligibility.
Among those who would be newly eligible under the task force proposal:
o Those who wait two years between high school and college;
o Students who fail to earn lottery scholarship in the first semes-
ter if they stay enrolled and increase cumulative GPA to 2.5;
o New Mexico residents attending a four-year college who have
earned an associates degree with a 2.5 GPA ;
o First-generation college students;
o  Working adults; and
o Qualifying students at accredited New Mexico tribal colleges,
including Institute for American Indian Arts, Southwest Indian
Polytechnic Institute and Dine College.

The task force also recommended the following:

o Increase the number of semesters of lottery scholarship eligi-
bility at a community college from three to five;

o Increase the total number of eligible semesters to complete a
bachelor’s degree from seven to nine;

o Increase outreach to middle and high school students, includ-
ing additional mentoring and tutoring funded through interest
income from the lottery scholarship fund;

o Decouple lottery payments from tuition by providing a flat dollar
amount as a way to allow families to claim federal tax credits.

The CHE recommended the following changes to the lottery program:

o Permit two-year window of eligibility between high school
graduation and entering college,

o  Extend program to tribal colleges,

o Expand eligibility to associate’s degree holders pursuing a
bachelor’s degree,

o Expand second chance eligibility,

o Decouple lottery scholarships from tuition.

Further, the commission suggests, “The state may wish to consider
using up to $25 million in lottery fund balances as matching funds
to begin a need-based program.” The commission utilizes non-
recurring general fund as the source of its principal need-based aid
trust fund proposal.

Commission on Higher Education. The agency made significant
advances in its policy analysis activities in 2004. With the assistance
of various consultants, staff prepared an analysis of higher education
student success issues with recommendations for student financial aid
funding. Also, staff, responding to language in the General Appro-
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priation Act of 2004 worked with stakeholders to develop a consensus
recommendation to cap the state general fund costs of the Texas 135-
mile tuition waiver program, responded to language in the General
Appropriation Act of 2004 made recommendations for a persistence
and graduation performance funding mechanism, initiated a task force
to develop a common course numbering system for freshman and
sophomore courses, and provided staff support for the governor’s task
force on higher education.

The findings of the commission staff report Improving Student Suc-
cess in Postsecondary Education in New Mexico, as well as the rec-
ommendations of the governor’s task force on higher education, were
helpful in updating and expanding the findings of a 2001 report spon-
sored by the LFC and the CHE that discussed the state of higher edu-
cation opportunity in New Mexico: “The paradox of higher education
opportunity in New Mexico is the difference between the state’s ex-
traordinary efforts to invest in higher education and how relatively
few New Mexicans take advantage of the resulting higher educational
opportunities provided by the state.”

The FYO03 agency audit resulted in a qualified opinion, with two find-
ings. The findings focused on the need for reconciliation of the gen-
eral ledger for loan-for-service programs and the need to reflect state-
ments for the Education Trust Board. Further, the audit noted $2.6
million for doubtful accounts, of which $1.2 million is in the nursing
student loan area.

The agency used $156.2 thousand of general fund monies in FY04 for
contracts, including $67.9 thousand for experts on financial aid, re-
treat services, and regent assembly costs and $20 thousand on services
for the higher education funding formula. Contract spending over the
amount provided in the General Appropriation Act may reflect the
agency’s use of monies available in its operating budget not needed
for purposes appropriated. One source of these excess funds is va-
cancy savings from unfilled positions. The vacancy rate at the agency
as of September 1, 2004, was 18.75 percent, and the vacancy rate re-
mained at that level throughout the fall. In an effort to provide full
staffing resources as well as building capacity within the organization,
the committee recommends the Legislature consider that funding in
the personal services category be accompanied by restrictive budget
adjustment authority.

Performance Accountability. The committee urges commissioners
and staff to refamiliarize themselves with various accountability ini-
tiatives and requirements of state government. In 2004, the commis-
sion updated its strategic plan and enhanced its proposed measures for
consideration by the committee, but did not meet key criteria in using
performance measures to manage for results. In the coming year, the
commission is urged to update its strategic plan including goals, ob-
jectives, performance measures, and a robust action plan.
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In its budget submission, the commission proposed various new per-
formance measures, principally related to statewide higher education
policy objectives, as well as deletion of certain other measures. While
the outcome measures relating to statewide policy goals should be
included in the agency’s submissions to the legislative and executive
branches as the agency enhances its policy analysis work, the meas-
ures, their definitions, and particularly targets associated with the
measures should be established through a consultative process with
higher education stakeholders. As such, the committee recommenda-
tion does not include targets for these measures. Other new proposed
measures are largely output oriented, not outcome based. A signifi-
cant number of the agency’s proposed new measures were not de-
fined, and targets were not set. Targets for the current budget year
were improperly set for some existing measures.

The committee recommendation incorporates the targets for FY05
from the General Appropriation Act of 2004 and sets FY06 targets.
The agency has not submitted the annual accountability report re-
quired under 21-1-26.7 NMSA 1978, quarterly accountability report
of key agencies, consistent performance accountability measures for
the Adult Basic Education program, an updated Conditions of Higher
Education report, or research and public service project evaluations.
Further, the commission appears to no longer hear and review institu-
tional strategic plans. Finally, the commission did not act on the Gen-
eral Appropriation Act of 2004 requirement to report time series data
on performance measures and targets for recruitment, enrollment, re-
tention and graduation rates for Native American and Hispanic stu-
dents along with an action plan by institution to achieve results.

Proposed Cabinet Agency. According to the Governor’s Task Force
on Higher Education, the proposed cabinet-level Department of
Higher Education would have “authority to coordinate resources
across the 26 colleges and universities in New Mexico.” The current
CHE would be abolished, and an advisory committee established “to
recommend state policy regarding accountability and evaluation of
progress toward state policy goals.” The current governing board
structure for campuses would be maintained. Further, the task force
report calls for expansion of the responsibilities of the Office of Edu-
cational Accountability at the Department of Finance and Administra-
tion to address higher education issues. A joint office of the Public
Education Department and the new cabinet agency would address col-
lege preparation and alignment issues. Workforce development initia-
tives of the proposed Department would be aligned with the Office of
Workforce, Training and Development.

The Task Force recommends expanded authority for the proposed de-
partment including approval of new undergraduate and graduate pro-
grams, new campuses, and new satellite programs. It also calls for an
analysis of two-year colleges, and for the secretary of higher education to
develop new criteria for the structure of the two-year college system.
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Healthcare Qutcomes in New Mexico. The Department of Health
(DOR) reports its primary mission is to improve the health of New
Mexicans through education and improved access. DOH has empha-
sized five health status priorities: immunizations, obesity related to
chronic disease, teen pregnancy, youth suicide, and hepatitis C. For
some of these priorities, New Mexico lags behind national performance.

Healthcare Access. According to Quick Facts 2004, a document pro-
duced by the Health Policy Commission (HPC), “While the number
per 100,000 population of licensed physicians, registered nurses,
nurse practitioners, dentists and dental hygienists with [New Mexico
licenses] has increased since 2002, New Mexico rates remain lower
than national rates.”

In fact, of the healthcare professionals in New Mexico, the vast major-
ity live in Bernalillo or Santa Fe counties, with three to four profes-
sionals per 1,000 residents. HPC indicates four counties--Hidalgo,
DeBaca, Mora, and Harding--have no licensed healthcare profession-
als. The state has a severe shortage in primary healthcare providers,
dental health professionals, and mental health professionals. The Uni-
versity of New Mexico and the Commission on Higher Education cur-
rently offer incentives, such as loans and special programs, to students
in the healthcare profession to increase supply and retention.

Insurance Access. Insuring New Mexicans is a continuing problem.
For the last 10 years, the number of insured New Mexicans was below
the national average. In 2002, 388,000 New Mexicans were without
insurance. In a survey done by HPC in 2001, the primary reason for
not having health insurance was the individual lost or changed jobs
(28 percent of those surveyed), followed closely by not being able to
afford coverage (26 percent). Few were ineligible for coverage due to
a health condition or another reason.

Prescription Access. According to HPC, the national spending for
prescription drugs in 2001 was $140.6 billion, more than triple the
amount spent in 1990. The Quick Facts report indicates increases in
prescription drug spending can be attributed to three factors: an in-
crease in the number of prescriptions dispensed, newer, higher-priced
drugs, and manufacturer-initiated price increases. According to the
Kaiser Family Foundation, New Mexico appears to fare relatively
well with prescription costs. New Mexico’s number of prescriptions
is lower per capita at 8.4 than the national average of 10.6. Addition-
ally, the average price of retail prescriptions in 2002 for New Mexico
is $52.63, whereas the national average price is $54.58.

State Coverage Initiative. Governor Richardson recently announced
the Human Services Department (HSD) will implement the state cov-

erage initiative (SCI). The program is a private and public partnership
designed to provide relatively low-cost health insurance. The initiative
would cover uninsured adults with incomes at or below 200 percent of
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the federal poverty level (FPL), or $31,340 a year
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HSD anticipates contracting with managed-care

2004 Federal Poverty Guidelines
(In Thousands of Dollars per Year)

Family
Size
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100%

$9.3
$12.5
$15.7
$18.9
$22.0
$25.2
$28.4
$31.6
$34.8
$37.9
$41.1
$44.3
$47.5
$50.7
$53.8

130%

$12.1
$16.2
$20.4
$24.5
$28.6
$32.8
$36.9
$41.0
$45.2
$49.3
$53.4
$57.6
$61.7
$65.8
$70.0

185%

$17.2
$23.1
$29.0
$34.9
$40.8
$46.6
$52.5
$58.4
$64.3
$70.2
$76.1
$81.9
$87.8
$93.7
$99.6

200%

$18.6
$25.0
$31.3
$37.7
$44.1
$50.4
$56.8
$63.1
$69.5
$75.9

O State share
W Blended federal matching rate

organizations (MCO) to provide an insurance

product with a benefit design similar to commercial coverage. The
cost of the monthly premium will be shared by the employer, em-
ployee, the state and federal government. For individuals up to 100
percent FPL the monthly premium will be $20 to $30 and $75 for the
participating employer, with the balance from the state and federal
funds. The state and federal share are expected to qualify as a State
Children’s Health Insurance Program expense with a federal participa-
tion rate of 80.36 percent. The request for proposal for the FY06
managed-care contracts includes a request for a quote for an SCI
monthly premium. It is unclear, however, how the premiums will be
collected and transferred to either the Managed Care Organization
(MCO) or HSD.

The LFC recommendation does not include SCI program funding.
Although the program would help reduce New Mexico uninsured
population, a Medicaid expansion at a time of program reduction in
other Medicaid areas does not seem reasonable. HSD has indicated
that revenues other than general fund may be available but, to date,
these sources are not defined. HSD must secure a recurring funding
source prior to implementation of SCI.

Federal Medical Assistance Percentage Changes. Unfortunately,
due to a decline in the federal medical assistance percentage (FMAP),
the FY06 general fund requirement will grow disproportionately com-
pared with the total expenditure increase. The October 2004 Medi-
caid projection calls for $577.3 million from the general fund, up
$98.9 million from the FYO0S5 appropriation of $478.4 million.

For all of FY04, New Mexico benefited from an FMAP rate of 2.95
percent as part of the federal relief package provided to states. The
enhanced rate expired after the first quarter in FY05. And in FY06,
strong state income growth relative to all other states reduced the
FMAP rate from 75.49 percent to 73.15 percent.

Growth and Control Strategies. Over the past two years a variety of
methods have been employed to control growth in the Medicaid
budget. These actions have included provider cuts, more frequent re-
certifications and other administrative controls, beneficiary co-
payments, and benefit reductions. The federal relief package that ex-
pired in June 2004 allowed the state to postpone some of the more
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aggressive measures until FY05. For
FYO05, the projected need for general
fund monies was reduced by $40 mil-
lion using these strategies. Similar
efforts are common in other states. A
Kaiser Family Foundation analysis
released in January 2004 reports that,
particularly over the past three years,
states have employed many cost-
reduction strategies. It reported that
49 states anticipated taking Medicaid
cost containment steps in FY04.
Eighteen states initiated further con-
tainment during the current fiscal
year. The strategies used were varia-
tions on the policies pursued by New
Mexico. The report notes enrollment growth is expected to abate and
that seems to be the case for New Mexico. Medicaid enrollment growth
has slowed to around 3.5 percent.

FYO06 measures to limit cost growth include not providing increases for
providers in either fee-for-service or managed care. In FYO0S5, reductions
totaling more than $15 million were taken for direct medical providers
and $2.6 million for dentists. The FY06 recommendation leaves these
reductions in place after two previous years of low or no increase. Some
provider decreases occurred in FY05 in MCOs because the new contract
did not include a medical inflation factor. The 2005 Segal health plan
cost trend survey reports a projected average increase of 12.4 percent for
commercial health maintenance organizations that include drugs. This is
not a perfect analogy for the Medicaid MCOs, but it is an indicator that a
0 percent increase is far below industry trends and some consequences
will result. It is reasonable to assume, that access and quality issues will
arise as provider payments are reduced. In an escalating cost environ-
ment, no increase is effectively a cut. It should be anticipated that pro-
viders will respond by reducing service quality.

Leveraging Other State Funds. Identifying Medicaid eligible expen-
ditures that currently use general fund monies as the primary revenue
source is a strategy that could save state funds. Unfortunately, to date
success in this area has been minimal. For FY04, an area was uncov-
ered that allowed a savings of $1 million but there have been no other
advances in this area. Currently, a national contractor with expertise in
this field is working with HSD and some success is expected.

DOH is leveraging other state funds by rebasing facility rates; review-
ing options for drawing Medicaid match from within DOH to maximize
Medicaid collections for facilities, public health services, and school-
based health centers; negotiating and collecting from other third-party
payers; evaluating the rate of return on copays, service fees, and licens-
ing fees and penalties; and rebasing its departmental basis for indirect
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rates on federal grants to assist with administrative services. The de-
partment indicates it can save up to $6.5 million with these initiatives;
some of this revenue will be needed to address an FY05 budget short-
fall. Continued use of this leverage is expected and the $6.5 million
was not requested for FY06.

Sole Community Provider Hospital Funds. A Medicaid-related
revenue source for hospitals is the Sole Community Provider Program.
For FY06, the Medicaid projection estimates this program will have a
total of $110.5 million available for participating hospitals. The fed-
eral government is the final arbiter for hospital participation, but the
basic criterion is being the only hospital in a 35 mile radius. For that
reason, no Albuquerque hospitals are included. A formula in federal
regulations determines the maximum each hospital may receive and
the maximum for the state. The county funding source is indigent
funds raised through gross receipts tax. In New Mexico 23 hospitals
and 27 counties participate. For FYO05, the maximum distributed to
any one hospital is $17.5 million and the minimum $170 thousand.

Treatment Foster Care. Recent contracts negotiated with MCOs un-
der the Medicaid program limited the flexibility that treatment foster
care (TFC) providers have with children. Limitations on the length of
stay related to medical necessity are projected to result in approximately
200 children, currently receiving care under the TFC program, to subse-
quently get treatment under the children protective services, Title IV-E
program. Analysis of the population determined that most of the place-
ments need to continue at the high level of service and primary funding
will shift from Medicaid to the Children, Youth, and Families Depart-
ment (CYFD) foster care program. CYFD is working closely with TFC
providers to establish a plan for adoption or “step-down” services when
a child no longer requires TFC services. The LFC recommendation in-
cludes $1.1 million general fund increase to cover these costs.

Behavioral Health Purchasing Collaborative. The Legislature, in
2004, established a behavioral health purchasing collaborative. Es-
sentially, the collaborative is to consist of all state agencies procuring
behavioral health services. Among other statutory duties, the collabo-
rative has the responsibility to identify behavioral health needs state-
wide, with an emphasis on gaps, and develop a master plan; inventory
all expenditures for behavioral health, including mental health and
substance abuse; plan, design, and direct a statewide behavioral health
system, and, finally, contract for operation with one or more behav-
ioral health entities to ensure availability of services throughout the
state. Funds will continue to be appropriated to the agency responsi-
ble for service delivery but purchasing will be done through the col-
laborative. HSD has identified in excess of $230 million in total ser-
vices throughout state agencies that will divert to the new manager.
The majority of these funds are derived from the Medicaid program,
with $137 million in managed care and $45 million in fee-for-service.
State and federal block grant funds will be included in phase one dur-
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ing FY06. Services funded through grants and prevention funds will
be included in phase two in FY07. This will integrate service defini-
tions, billing practices, and quality oversight definitions. The collabo-
rative will use the request for proposal (RFP) process to choose a sin-
gle entity to manage all funds under one umbrella. The RFP was is-
sued November 3, 2004.

It is assumed that consolidation of behavioral health services will pro-
duce efficiencies and therefore savings. Access will be facilitated by
using the “one stop” concept. The program anticipates that maximizing
evidence based treatment will result in better service and outcomes.
However, performance measures to determine the success of such an
endeavor have not been forthcoming from the collaborative and cost-
effectiveness and quality improvements remain to be evaluated.

While the future of the collaborative is uncertain, DOH indicates its
role in the collaborative is to serve as the agency to implement behav-
ioral health grants and ensure collaboration across multiple departments
and stakeholders. The grants, purposes and amounts include: screen-
ing, brief intervention, referral and treatment (SBIRT), $3.5 million for
cach of five years; access to recovery (ATR), $7.5 million for each of
three years; co-occurring state incentive grant, $1.1 million for each of
three years (this grant was developed with the collaborative in mind for
infrastructure to develop capacity for co-occurring disorder services
across multiple departments); strategic prevention framework state in-
centive grant, $2.4 million for each of five years; and state incentive
enhancement grant, $750 thousand for each of three years.

Self-Directed Waiver. There has been extensive discussion re-
garding the state’s Medicaid waiver programs and related ways to
cut costs within the programs. With the Medicaid waiver renewal
application due in FY06, the Health and Human Services secretar-
ies have discussed revamping the waiver system and adopting a
self-directed waiver system for the state that would bring fairness,
equity, and common administration across all waivers and to all
individuals wanting to direct their own care through New Mexico’s
home- and community-based waiver programs. The new waiver
would cover existing populations such as the disabled and elderly,
developmentally disabled, medically fragile, and HIV/AIDS and
would add new populations such as persons with brain injuries and
mental illnesses. Due to the complexity of the self-directed waiver,
the secretaries recommend that the new waiver be phased in. Phase
one will consist of transferring interested individuals and their as-
sociated money to the new waiver. Those allocated to open slots
on existing waivers will get the choice between self-directed and
existing waivers and funding will stay with the associated waiver
populations during this phase. Once fully implemented there would
be one pool of waiver money. At that time, entry will be based on
need and time on the waiting list without defining entry by popula-
tion. Current waivers will be eliminated over time and all individu-
als will be served through a supportive, self-directed process.

FY06
Medical Assistance
Division
LFC Recommendation
(dollars in millions)

General Fund Requirement on
October 2004 Projection
$577.3

Reductions

Remove Behavioral Health
State Coverage Initiative
$2.2

Anticipated Lower Growth by
0.67%
$4.0

More Stringent PCO Cost Re-
straints
$5.5

Estimated Savings from Behav-
ioral Health Single Entity Con-
cept
$3.6

Total Medicaid Cost Reductions
$15.3

LFC Medicaid Recommendation
$562.0

MAD Administrative Expenses
$10.9

Total MAD Recommendation
$572.9

FYO05 Total - $490.0
Increase FY05 to FY06 - $82.9

Percent Increase FY05 to FY06
16.9%
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Although a plan is in place, many areas need to be worked out with
the federal Center for Medicaid and Medicare Services and with pro-
viders, advocates, clients, and their guardians. Neither DOH, the Hu-
man Services Department (HSD), or the Aging and Long-Term Ser-
vices Department (ALTSD) have provided analyses indicating savings
by implementing a self-directed waiver. The committee urges the sec-
retaries to work with all of the aforementioned parties to develop a
plan that will work for all New Mexicans. Further, the committee
recommends the departments develop a cost-savings plan and present
it to the committee in spring 2005.

Contract Management.
Human Services Department. Medicaid contract management grows

in importance with the growing reliance on the managed-care organi-
zations. While the behavioral health services may flow to another
managed-care provider, HSD issued an RFP for the managed-care
program that includes more services. The entire SCI program is an-
ticipated to come under the MCO umbrella. Other services in total or
part scheduled to be administered by MCOs are the personal-care op-
tion, utilization review, fee-for-service dental and pharmacy, and dis-
ability waiver services. The result is effectively contract management
becomes the entire purpose for the Medical Assistance Division
(MAD). Essentially, MAD will become the revenue source for a giant
insurance complex and contract management will be the only requisite
skill. In this environment, performance measures and evidence-based
state health improvements are key to a successful outcome. It is in-
cumbent on HSD to provide high-level, aggressive, transparent, per-
formance measures integrated in the RFP.

Department of Health. With more than 1,000 contracts issued by the
department each fiscal year, and each program area overseeing a por-
tion of contractual services money, the department has lacked global
contractual oversight and uniformity. In a recent audit, LFC found an
informal procedure for administratively approving contracts (a signa-
ture is required) and for pre-signature review; however, this is not a
documented process.

To assist in greater oversight and accountability for contracts in the
department, specific language in the General Appropriation Act of
2004 requires DOH to use performance contracting. The committee
recommends this language again in FY06. In another audit finding,
LFC indicates, of the contracts reviewed, deliverables were often
substituted for performance measures. If detailed deliverables suf-
fice to meet the language requirement in the General Appropriation
Act, the department is in compliance. DOH does not plan to revisit
FYO05 contracts already in place to include performance measures,
but they will include them from this point on. To further assist with
global oversight and accountability, DOH has created a Contracts
and Grants Management Bureau and has hired a director to ensure
compliance of all contracts by the department. The ultimate goal of
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this new bureau is to get all contracts into compliance and improve
department contract procedures.

Distribution of

Costs for Aging and Long-Term Services Programs. An area of Medicaid Spending by

the Medicaid budget that continues to grow is that of aging and long- Enrollment Group,

term care services. Based on October 2004 data from HSD, clients in Federal FY2000

these categories use approximately 38 percent of the total expendi- 50% -

tures but comprise only 7 percent of the Medicaid enrollment. An

area of particular concern has been the personal-care option that first 40% -

appeared on the FY00 Medicaid budget at a projected cost of $7 mil- =

lion. For FY06, even after introduction of considerable cost restraints E 30% |

in the past two years, projected costs have grown to $224 million, an =

increase of 16 percent from FY05. Continued cost restraints in this .

area might be difficult, but thorough program evaluation and creative e 20% 1

approaches must be instituted to curb this level of increase. o 0

New Mexico has a lower total percentage of elderly, blind and dis-

abled than the national average, but more children. However, in a 0% - s Hi
.. . . . . c » > T c

similar fashion to the national average, New Mexico’s total spending 2 5 5 2 2

on elderly, blind and disabled exceeds the spending on children and (E; 2 T 3 <

adults. In a presentation to the Legislative Finance Committee, the B United States S 5

Human Services Department noted children’s medical care serves 0O New Mexico §

273,403 participants at a cost of $2,300 per child, whereas nursing =

home care serves 6,619 participants at a cost of $25,700 per person, Source: Kaiser Family Foundation - state-

the personal-care option program serves 9,624 participants at a cost of healthfacts.org

$18,600 per person, and the home- and community-based waiver pro-
grams serves 5,874 participants at a cost of $43,300 per person.

Also, it is notable that, in a summary of nursing facility revenue by

payer, 64.8 percent of nursing home payments were from Medicaid,
16.6 percent from private sources, 13.2 percent from Medicare, and
5.4 percent from the Veterans’ Administration and other sources.

Early Home Visiting Services. Scientific research shows that early
childhood services can effectively prevent anti-social and delinquent
behaviors. Programs with the most solid longitudinal research include
the Nurse Home Visitation Program and the Perry Preschool Project.

Studies of these programs found that intervention resulted in fewer
reported incidents of child abuse and neglect when compared with
women not receiving home visitation. Nurse-visited mothers who
were unmarried and from low-socioeconomic-status households when
the study was initiated had fewer subsequent children, spent less time
receiving federal welfare assistance, suffered fewer drug- and alcohol- m United States
related behavioral problems, and had fewer arrests and convictions

than their unvisited counterparts.

Home visitation programs provide an array of services, including pre-
natal and infant care training, parenting training, family-planning as-
sistance, development of problem-solving and life skills, educational
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and work opportunities, and linkages with community services. The
DD Clients studies reviewed by the Center for Disease Control (CDC) suggest
1998-2004 that approximately 40 percent of child maltreatment in high-risk fami-
lies might be prevented by early childhood home visitation, with
longer duration programs producing larger effects. The committee
recommendation for CYFD expands home-visiting services.

Lewis Lawsuit. Graphs in the column indicate the number of devel-
opmentally disabled (DD) clients in service versus on the waiting list,
the DD expenditures by calendar year, and the average cost per client
per developmentally disabled age group.

—&— Number in Services

After the August 5, 2003 ruling by a federal district judge mandating

—m— Number on Waiting List the state move individuals from the developmental disabilities Medi-

caid waiver waiting list to coverage within 180 days, DOH created a

Source: DOH Office of General Council performance measure to ensure clients were being placed in a timely
A8 DT DR Ly manner. In the first quarterly report for FY05, DOH indicates 56.6

Services Program . . . -
° percent of DD clients were placed into services within 180 days. The

judge also mandated DOH spend all monies appropriated for waiver
services. It should be noted the department did not request $9.3 mil-
lion to cover a reduction in the federal medical assistance percentage
(FMAP), the federal match rate for Medicaid, to continue existing
developmental disabilities services.

Jackson Lawsuit. In a court ruling in the Jackson case, filed in 1987
involving the state’s obligation to provide services to developmentally
disabled clients, persons with developmental disabilities have a right
to habilitation in an integrated community setting. Further, the court
ruled the state discriminated against class members by segregating
them at Fort Stanton and Los Lunas, and conditions at the institutions
violated the class members’ constitutional rights. The court ordered
the transfer of the class members from the institutions and a corrective
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action plan for both institutions. Ultimately, Fort Stanton closed, and
Los Lunas was converted into a community waiver program.

In the joint stipulation on disengagement (JSD), the persons involved
with the lawsuit agreed on how to build an infrastructure adapted to
community placement. The JSD has three components. The first is a
plan of action. According to DOH of the 58 outcomes in the plan of
action, 32 are disengaged. The second is a continuous improvement
benchmark. DOH indicates 45 of the 70 continuous improvement
items have been met and are disengaged. The third item relates to
audit recommendations. All of the 1996 audit recommendations are
disengaged, and 11 of the 25 audit recommendations from 1998 are
disengaged. DOH indicates the disengagements are approximately
two-thirds complete. DOH also indicates attorney fees and disengage-
ment for this case exceed $2 million annually. This money is recom-
mended in the Developmentally Disabled Community Services pro-
gram in the other costs and contractual services categories.

In response to a suggestion by an advocate, the committee recom-
mends an additional $1 million general fund to further reduce the DD
waiting list, in accordance with the Jackson case.

Public Employee Health Care. Double-digit increases in health-
benefit costs continue to impact public and private sector budgets.

For 2005, the Segal Company is predicting cost trend increases of ap-
proximately 12.5 percent for healthcare plans and 15 percent for pre-
scription drugs. In New Mexico, three state agencies currently admin-
ister healthcare plans for more than 135,000 state and municipal em-
ployees, teachers, and retirees. The Retiree Health Care Authority,
General Services Department, and Public School Insurance Authority
are requesting a total of $600 million for health benefits in FY06, a
13.6 percent, or $71.6 million increase over FY05. Including the
FYO06 request, the average yearly increase over five years in health
expenditures for the three state agencies is 14.4 percent, similar to a
medical and prescription drug average yearly increase of 14.6 percent
calculated from Segal Company health plan cost survey data.

The impact of this budget increase is reflected in higher benefit plan
premiums for both employers and employees for FY06. However, the
impact of this cost increase for employees is mitigated by the state
paying a higher share of premiums due to the passage of legislation in
2004. Please see the discussion under the Compensation and Benefits
section of this volume.

DD and D&E General
Fund Appropriations
(Dollars in Millions)
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Performance: Aging and Long-Term Services

State Agency on
Aging FY04
Appropriation
Total Appropriation
$31,624.9

(In Thousands)

e

01 Older Worker Program, $1,805.9

m Community Involvement Program,

$25,583.4
Program Support, $2,689.4

0 Elder Rights and Health Advocacy
Program, $1,546.2

Consumer and Elder Rights
Program (formerly Elder Rights
and Advocacy), $1,595.6

Il Aging Network Program
(combines Community Involve-
ment and Older Worker pro-
grams), $27,758.1

Long-Term Services Program,
$6,003.9*

Eﬂ Adult Protective Services Pro-
gram, $13,801*

* Denotes transferred from DOH, HSD or

CYFD
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Aging and Long-Term Services Department. For the last two fiscal
years, the Aging and Long-Term Services Department (ALTSD) has
had few problems meeting performance targets. In FY03 and in FY04,
the agency met all but four measures in each fiscal year. The challenge
lies in adequately measuring the programs transferred to ALTSD.

As one of the 15 key agencies selected to report quarterly to the De-
partment of Finance and Administration and the Legislative Finance
Committee, the department has proposed seven performance measures
to report quarterly. These measures include “percent of disabled and
elderly Medicaid waiver clients who receive services within 90 days
of eligibility determination” and “percent of total personal care option
cases that are consumer-directed.” The proposed measures miss the
core functions of the department’s new programmatic duties. For ex-
ample, with the disabled and elderly (D&E) Medicaid waiver pro-
gram, the department is not measuring the cost per client, the number
of clients served, or the number of New Mexicans on the waiting list.
This information is vital to the legislative budget-making process.

The national trend for personal-care option (PCO) cases is moving
from a consumer-delegated model, which allows a personal care
agency to perform all employer-related tasks such as hiring, firing,
and determining number of hours worked, to a consumer-directed
model, which allows the consumer or legal representative of the con-
sumer to retain the responsibility for performing employer-related
tasks. In New Mexico, 6,548 consumers out of 6,688 have chosen the
consumer-delegated model of care. The consumer-directed model is
less costly than the consumer-delegated model, and ALTSD would
like to double the percent of all consumer-directed cases. However,
PCO program, measures do not address cost containment measures,
nor do they measure cost per client, number of clients served or the
number of New Mexicans on the waiting list.

Overall, the agency’s performance measures have not focused on the
transferred programs. Although 40 percent of the agency is new in
FY06, only five performance measures address new responsibilities.



Performance: Medical Assistance Division-HSD

Human Services Department-Medical Assistance Program. All of
the MAD performance measures and key quarterly reporting measures
are tied to MCO performance. This allows for accurate data through
use of the management information system and encounter data avail-
able in the Medicaid program. All of the measures are important indi-
cators but one has shown particular improvement since FY03. The
percent of children enrolled in Medicaid managed care who have a
dental exam in the fiscal year has risen from 44 percent in FY03 to a
reported 85 percent in FY04. Confirming this jump is the October
2004 quarterly report that indicates a full 33 percent of the children
had an exam in just the first quarter. The FY06 recommendation is 90
percent. The other measures show improvement but not at anywhere
near this pace and seem stagnant in comparison. With HSD appar-
ently moving toward greater reliance on MCOs for service delivery,
contract management requiring accountability for performance im-
provement becomes more important. The contracts had penalty
clauses tied to performance in a limited number of areas but this con-
cept needs expansion with higher target levels.
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Performance: Department of Health
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Department of Health. The Department of Health’s Office of Pol-
icy, Planning and Evaluation completely overhauled the departmental
strategic plan and performance measures for the FY06 budget sub-
mission. The plan, developed under the former secretary, has input
from all stakeholders and focuses on 20 strategic directions, ranked
in order of importance from improving age-appropriate childhood
immunizations to improving internal communications. The secretary-
designate believes the plan addresses too many issues and suggests
changes will be made to provide greater focus. As noted in the FY05
LFC budget document, the department revamped the strategic plan
and performance measures for FY05, as well. While the committee
encourages state agencies to continually look forward and realizes
the need to improve existing performance measures, it cautions the
department on fully revamping the strategic plan and performance
measures annually. The constant change loses valuable baseline data
and gives neither the agency nor the Legislature the ability to make
decisions based on agency performance year to year.

The department in FY06 focuses on five areas: childhood immuniza-
tions, obesity related to chronic disease, teenage pregnancy, youth
suicide, and hepatitis C. DOH needs to more carefully articulate
some proposed FY06 measures. DOH is proposing 32 measures in
FY06, down from 42 in FYO05. This is particularly problematic in the
$133 million Behavioral Health Services Program, a program, where
the measures proposed by DOH decreased from nine in FYO05 to two
in FY06. While the department indicates the reduction is due to the
uncertainty surrounding the Behavioral Health Purchasing Collabora-
tive, the committee recommends the inclusion of four of the meas-
ures from FYO0S5 to more appropriately track this large program.

As one of the 15 key agencies selected to report quarterly to the De-
partment of Finance and Administration and the Legislative Finance
Committee, the department proposed 17 quarterly performance
measures and four additional measures important to the agency but
measurable only once a year. The quality of measures is mixed.

For example, while the committee is interested in the percent of cur-
rent childhood immunizations, the department indicates that measure
can only be reported annually, and, has, on a proxy quarterly basis,
substituted the number of childhood vaccines distributed to provid-
ers. This does not adequately measure if the number of childhood
immunizations is increasing. The committee encourages the depart-
ment to be direct with measures, as it has with the measure of the
number of births to females ages 15 to 17.

The committee recommends DOH compare itself to similar states for
a complete picture of departmental progress. Additionally, the com-
mittee asks the department to provide explanatory information in
quarterly reports, such as cost per client, number of New Mexicans
served, and number of New Mexicans on a waiting list, if applicable.
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Collaboration with WIA Partners. Under the Workforce Invest-
ment Act (WIA), required partners play a key role in the sponsorship
and delivery of workforce development services, particularly in coor-
dination with the one-stop centers where employers and prospective
workers can find what they need in one location. About 17 programs
funded through four federal agencies are required to provide services
through one-stop centers. Mandatory partners include WIA and New
Mexico Department of Labor (NMDOL) programs such as Wagner-
Peyser, trade adjustment programs, Job Corps, and veterans’ employ-
ment programs. The committee is concerned that services are not inte-
grated in field offices, creating public confusion, administrative ineffi-
ciency and the duplication of services. LFC recommends that Office
of Workforce Training Development (OWTD) in conjunction with
NMDOL and local boards develop a transition plan relating to physi-
cal or electronic co-location to increase the number of certified one-
stop operations throughout the state. The committee urges OWTD to
develop guidelines for certifying one-stop centers. This effort would
assist in the monitoring of the one stop centers. This plan should be
presented to both LFC and the legislative Welfare Oversight Commit-
tee (WOC) during the 2005 interim.

It is critical to develop a common intake system to ensure a single
point of service for all participants. The committee recommends that
the virtual one stop-system (VOSS) be modified as a common intake
system. This would allow for tracking of client services and ensure
agencies are not duplicating services. LFC recommends the develop-
ment of a plan with a timeline for integrating WIA/NMDOL, Tempo-
rary Assistance for Needy Families (TANF), and training data from
community colleges.

Bringing adult education and career and technical education into this
workforce development system has many advantages but it also pre-
sents some challenges. The community colleges are governed by lo-
cally elected boards. Communication between these elected boards
and the local board is critical if education agencies are to become
equal partners in workforce development. Also, education partners
will have to embrace workforce preparation as one of their primary
missions and view their partnerships with the one-stop career centers
as an asset to furthering the aims of education. OWTD should work
with community colleges to create “career pathways” to provide low
skill workers with greater job opportunities.

Child Care Services. Along with providing quality childcare, one of
the main goals of the Children, Youth and Families Department
(CYFD) is to promote long-term self-sufficiency by enabling parents
to work, attend skills training for work, or increase educational levels.
CYFD provides childcare subsidies to parents receiving TANF cash
assistance and participating in the NM Works program, parents who
are working but transitioning off welfare, and low-income parents at
risk of becoming dependent on welfare. CYFD tracks welfare and
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childcare data but does not use the system to compile information on
the role child-care subsidies play in helping low income parents stay
off welfare. Beyond the basic program eligibility requirements, the
CYFD system does not track employment outcomes for these parents
to see if they are getting jobs, keeping jobs, or earning more money.
Approximately 4,400 TANF recipients receive childcare subsidy and
1,350 families are receiving childcare assistance under the TANF
transitional to work program. Neither the Human Services Depart-
ment (HSD) nor CYFD examines if eligible parents keep subsidized
childcare when they transition to work or how long families continue
to need this assistance. Parents leave the childcare program for a vari-
ety of reasons including earning too much to qualify for services, loss
of job, or inadequate school attendance by the child. Better under-
standing of the reasons parents leave the program would allow for
more effective planning.

This information also would enable OWTD to measure the impact of
this significant investment of funds in helping families maintain jobs.
Local boards could tailor services to ensure consistent and effective
use of costly childcare subsidies. Consequently, OWTD should work
with CYFD, HSD, and local board to develop a method of capturing
this information that would help families stay in the workplace.

Temporary Assistance For Needy Families. The largest difference
in Temporary Assistance for Needy Families (TANF) revenue from
FYO05 to FYO06 is in the federal carry-over from prior years. Appro-
priation of the carry-over has increased the TANF budget each year in
the $25 million range, but these funds are nonrecurring. When, as
HSD now reports, the pool of carryover funds is depleted, the TANF
program must return to a size supported only by the recurring funds,
or find an alternate revenue source. In similar fashion, the TANF bo-
nus is zero for FY06 rather than the $4.5 million estimated for FY0S.
These two items, zero federal carryover and zero TANF bonus, total
over $25 million in lost revenue from FY05 to FY06. The final FY04
TANF expenditure report indicates approximately $9 million in cash
left for that fiscal year. After allowing for some additional need in
FYO05, a carry-over of $5 million into FY06 is anticipated. In addi-
tion, the committee includes $4.9 million additional general fund
revenue to bring the final FY06 recommendation to $159.8 million,
compared with the FY0S5 appropriation of $175.2 million, a difference
of $15.4 million. It is expected $4 million for full-day kindergarten in
the general fund will move directly to the Public Education Depart-
ment (PED) and the $3 million designated for early childhood devel-
opment in the general fund will become part of the pre-kindergarten
initiative. After reductions in HSD TANF administrative expendi-
tures of near $3 million, about $4.5 million of programs are left with
no or reduced funding. A slight trend upward in enrollment puts addi-
tional demand on cash assistance and work training programs and po-
tentially makes funding for the other services more difficult each year.
It does not appear additional federal funding will materialize, so it
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must be anticipated that, in the absence of general fund monies,
TANF revenue will remain flat.

TANF New Mexico Works Contractors. Plans are underway to trans-
fer the administration of the TANF program to the local WIA boards.
The core piece of the TANF program is the New Mexico Works con-
tractors. Five regional contractors are responsible for providing job-
preparedness training consistent with TANF requirements. The five
contractors are all post-secondary educational facilities:

o New Mexico Highlands University, Region One (northeast);

o San Juan Community College, Region Two (northwest);

o New Mexico State University, Region Three (Southwest);

o Eastern New Mexico University, Clovis Community College,
Region Four (southeast), currently administered through the
local WIA board; and

o University of New Mexico, Region Five (Bernalillo County).

The TANF workload represents an additional 2,000 cases on top of
the WIA caseload of approximately 2,900 cases. The contractors are
required to provide an extensive array of services that includes not
only training but job development. It is uncertain how these services
will be provided under the local boards. The eastern board encoun-
tered many difficulties in the transition to an integrated TANF/WIA
system even though the TANF contractor was utilized. TANF ser-
vices differ from the current services being provided under the WIA
program in that they require much more intensive case management L e e
and day-to-day collaboration with the local Income Support Division OF  INCOME
offices. Moreover, performance measures established by the federal TANF  100%
government must be met for the agency to avoid fiscal sanctions. A
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failure to meet these measures could result in sanctions of $3 million
general fund. To integrate the TANF Works program with the WIA
program, the local boards must develop a comprehensive plan that
includes a request for proposal process, contract negotiations, cost
allocation, staff program and information technology training, facility
integration costs, and common program measures. The committee is
concerned that services to TANF recipients may suffer if proper plan-
ning is not conducted and therefore recommends OWTD work with
local boards to develop integration plans that should be presented to
both LFC and WROC in the interim. OWTD needs to also address the
possibility of a local board refusing to undertake the TANF program.

Job Training Incentive program (JTIP). Economic development

needs to play a critical role in a unified, statewide strategy for work-
force education, training, and development. Alignment of economic
and workforce development strategic goals is an obvious requirement
for fully leveraging the state’s various investments in business develop-
ment, film, trade with Mexico, and science and technology. The Job
Training Incentive program (JTIP), administered by the Economic De-
velopment Department (EDD), can be used effectively to promote busi-
ness expansion or relocation, as well as workforce development, if in-
corporated sensibly in a broader state strategy for improving the eco-
nomic future of New Mexicans. However, as managed currently by
EDD, JTIP has no clear connection to OWTD or its program strategy.
The addition of a regional economist at EDD would further improve
linkages between EDD and OWTD and local workforce investment
boards by providing a better understanding of local and regional eco-
nomic development needs and the impact on the state’s broader labor
market needs. JTIP job retention data from the agency in FYO01 and
FY02 indicates a poor rate of retention and no data has been made
available for FY03 or FY04. Future JTIP appropriation should include
language making funding contingent on requiring claw-back provisions
(requirement to pay back funds if the business leaves the state before an
agreed upon date) in every award and on requiring EDD to track and
report quarterly to LFC on JTIP-funded job retention results.

Business Needs. A November
2003 LFC audit report noted that
the provision of business services
needs to be an integral part of the
one-stop system. Many New
Mexico businesses do not con-
sider the local WIA boards as a
resource for hiring needs. The
committee agrees with OWTD
that local boards and one-stop
centers should be evaluated on
serving businesses with clear per-
formance measures. Coordinating
the workforce goals of EDD,

IR
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Seasonally Adjusted



Policy Analysis: Workforce Development

NMDOL, and Small Business Development Centers
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The Legislature in 2003 increased benefits to the un-
employed and decreased unemployment taxes for employers. Specifi-
cally, the legislation eliminated the benefit denial for claimants attend-
ing school full-time, included a dependents’ allowance of $15, added
eligibility for victims of domestic violence, allowed for benefits to
workers seeking part-time work, reduced the new employer tax rate to
2 percent, allowed for the transfer of favorable employment history
from other states, and provided a zero tax rate for employers with a
low experience rating. NMDOL estimated these provisions would in-
crease benefits approximately $28 million and decrease taxes approxi-
mately $26 million per year. A sunset clause also was included to
terminate these revisions after four years or sooner if the trust fund
balance dropped below a threshold of 3.75 percent of total payrolls.
Based on the latest available data, trust fund balances have fallen to
just over 3.5 percent and consequently the program changes will sun-
set on December 31, 2004. Still, trust fund balances are healthy and it
may be possible to extend some of the 2004 provisions.

Wage Determination. The Wage and Hour Division of the Compli-
ance Program establishes wage rates on public works projects through
wage surveys. In 2003 base rates for electricians more than doubled
based on misclassifications by those surveyed and the small sample in
the survey. The change in prevailing wage rates cost the state $20 mil-
lion for fire alarms at public schools. In November 2003 the Labor
and Industrial Commission held a public hearing to announce a rule
change allowing alternative methods of calculating prevailing wage
rates. The idea was to add collective bargaining agreement rates
(CBAs), federal Davis-Bacon rates for New Mexico, and national la-
bor agreements as options in addition to the traditional survey method.
That decision was appealed by the Associated Builders and Contrac-
tors (ABC). The initial appeal was heard and denied by the Labor and
Industrial Commission in April 2004. In June 2004, ABC appealed the
commission decision to district court. The commission is waiting for
the 1% Judicial District Court to schedule a hearing date because no
new wage rates were set last year, today’s prevailing wages are based
on the flawed June 2002 data. The commission is currently conduct-
ing a traditional survey to determine next year’s rates.
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Under the Accountability in Government Act the New Mexico De-
partment Labor (NMDOL) was not one of the agencies selected for
quarterly performance reporting. Nevertheless, the committee encour-
ages NMDOL and the Office of Workforce Training and Develop-
ment (OWTD), in conjunction with LFC and the Department of Fi-
nance (DFA) to identify NMDOL/OWTD as a “key agency” in report-
ing quarterly performance targets to the governor and the Legislature.
Moreover, LFC notes that there are no measures to gauge the perform-
ance of one-stop operations in the field. At least 17 partners are re-
quired to provide service through the one-stop system and most have
their own performance measures. Although these performance meas-
ures may be used for assessing outcomes for individual programs,
they cannot be used to measure the success of the overall system.
Unified planning will be most effective when accountability provi-
sions of WIA and other programs are also coordinated. Therefore, the
committee recommends that agencies and partners develop or build on
common performance measures.

NMDOL and OWTD exceeded or met the performance measures pro-
posed by the committee in FY04. These measures included
o Percent of participants entering into unsubsidized employment,
o Percent retained in unsubsidized employment six months after
entry in employment, and
o Percent increase in earnings from unsubsidized employment.

More than 50,000 individuals entered into unsubsidized employment
through the Labor Market Services Program in FY04. The dislocated
worker program met the six months retention rate and the increase
earnings rate from unsubsidized employment.

It is difficult to determine how well the local boards performed in in-
dividual counties. The committee recommends that the agencies re-
port these measures by county and that contract awards should be
awarded based on performance.

As Temporary Assistance to Needy Families (TANF) contracts mi-
grate to other boards, strict performance standards must be negotiated
among the partners. Recent federal and LFC audits noted problems in
the administration of the WIA program with all of the local boards.
The addition of the administration of the TANF program to the local
boards increases the potential for error. LFC recommends the agency
report quarterly to LFC and Welfare Reform Oversight Committee
(WROC) on the status on the TANF/WIA pilot in the eastern section
of the state relative to performance standards. Only San Juan Com-
munity College and N.M. State University met the TANF perform-
ance criteria of 50 percent of participants involved in a work activity
in the state for all families. Failure to meet the criteria may result in a
$3 million sanction to the state by the federal government.



Performance: Income Support Division-HSD

ISD measures and targets support important workforce development
goals related to TANF work contractors. A measure for job retention
rate has been reinstated from FY04 but the time period is only three
months rather than the former six month period. However, a quarterly
report key measure is for a six-month time period so this will be re-
ported as well. Also, included in key quarterly measures is an average
wage of $7 per hour. Below is a showing the average hourly
wage by contractor.

At the state average rate of $6.38 per hour, the annual salary of
$13,325 does not yet arrive at 100 percent of the federal poverty level
(FPL) of $15,670 for a family of three. At the goal of $7 per hour, the
annual rate is still only $14,600, well below the FPL standard. See
Appendix 630C. Using this as a barometer, the program as con-
structed is not meeting even minimum success. While overall, the
proposed measures are meaningful, in the future more consideration
should be given to how the measure translates into positive outcomes
for the clients.

The average number of days for completion of discrimination investi-
gations and determinations increased from 152 in FYO03 to 163 in
FYO04. This is a slight increase and does not reflect a trend. The Labor
and Industrial Commission also met the criteria for public works in-
spections. The measure was increased to 1,800 inspections for FY06.

Average Hourly Wage by Contractor
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Child Support Enforcement. Child Support Enforcement is author-

Child Support Enforcement ized under Title IV-D of the Social Security Act and carried out by the

Program Responsibilities: Human Services Department (HSD). An important purpose is to re-

L o duce the need for families to go on welfare through the collection of

E:::E::::::g zgher:n;%’ers_ child support payments. To support this function, the federal govern-
Enforcing existing orders: ment provides 66 percent of the revenue for the basic program, ap-
and proximately $23.4 million for FY06 compared with the state general
Distributing collections fund share of $8.3 million. There are currently 67,000 active cases.

Three years ago there was a backlog of more than 34,000 cases. With
the help of a federal grant a special unit was established to work
through the backlog. The unit was recently closed, with only 1,700
cases still outstanding. This manageable number of cases was then
returned to the regular field offices.

Excess Capacity in Juvenile Justice Division Facilities. CYFD con-
tinues the process of redirecting their resources to “front end,” or pre-
vention services, as opposed to detention services. The department
cites research asserting prevention is more cost-effective than incar-
ceration. This strategy emphasizes an increase in local community ser-
vices, including prevention, intervention, and surveillance. Resources
are being reallocated to support services in a community-based setting.

In 2000, 662 juveniles were incarcerated as opposed to the 338 juve-
niles currently in New Mexico detention facilities. In the last year,
CYFD closed the Camino Nuevo high security facility and redeployed
staff from the New Mexico Boys School (NMBS) and the Youth Di-
agnostic Development Center (YDDC). To further address the issue of
excess capacity, the department planned to close Camp Sierra Blanca
(CSB) in July 2004; the plan was rejected by the governor. CSB is a
residential environmental work camp which is located in Lincoln
County and opened in 1997. CSB operates through a contract with
the Associated Marine Institute. The camp serves low- to medium-
risk clients. A factor considered in proposing the closure of CSB was
the $5.3 million in upgrades the facility needs to meet life safety and
fire codes. In its favor, CSB has achieved excellent performance in
rehabilitating juvenile offenders through a combination of education,
behavior management, and counseling services.

Nevertheless, the drop in the population rate has increased the average
cost to house a juvenile in a facility from $50 thousand in 2001 to $71
thousand per year in 2004. The juvenile population in these facilities
appears to be stabilizing, but the committee is concerned with the
cost-effectiveness of continued funding of facilities with 30 percent
unused capacity. CYFD expects the population to grow from 338 to
360 by July 2005. The committee also has concerns related to mixing
a high-risk juvenile population with a low- to medium-risk population.
Several violent incidents in the last few months at YDDC have re-
ceived public attention. Alternative procedures should be considered
to make the facilities safer for the juveniles and the staff.
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The U.S. Department of Justice reports that 80 percent of juvenile of-
fenders have a mental health disorder while 73 percent abuse drugs
and alcohol. A report released by the New Mexico Sentencing Com-
mission last November found that eight of the state’s 14 judicial dis-
tricts had insufficient mental health services and 12 had inadequate
sexual offender treatments available. CYFD has experienced prob-
lems in recruiting and maintaining professional staff to provide mental
health services in local communities. The department plans to fully
implement prevention services by the end of 2005. LFC recommends
the department report in the interim to LFC and the Welfare Reform
Oversight Committee on its progress. Of particular concern to the
committee are the current vacant mental health and medical positions
at YDDC. As of September 1, 2004, records indicate one-half vacant
mental health positions and all three medical positions are vacant.

Child Protective Services. CYFD has experienced a 16 percent in-
crease in foster care placements from January 2003 through July
2004, growing from 1,863 children to 2,162 children in foster care.
Federal requirements and standards under the Adoptions and Safe
Families Act have contributed to the increase in caseload. Because of
enhanced screening of child abuse and neglect reports, more reports
are investigated and more children are being placed in foster care to
ensure their safety and well-being. CYFD continues to implement in-
home services to maintain children in their homes with their families
and reduce the number of children from entering foster care. Protec-
tive service field offices are reporting that drug use, especially
methamphetamine, is also a major factor contributing to recent
caseload increases. CYFD should project the caseload growth to plan
future staffing needs.

The Joseph A v: State of New Mexico class action case regarding the
length of time clients were in the foster care system with the lack of
permanency planning was dismissed by the federal court in calendar
year 2000. In January 2003 the case was re-instated. CYFD estab-
lished a stipulated exit plan with consent decree plaintiffs. CYFD
continues to meet the plan requirements and expects to complete the
plan requirements by March 2005. Some of the components of the
plan include providing for the cost of a neutral third party, providing
for a home studies contract, and increasing subsidy costs for children
who have special needs. The plan requires CYFD maintain all stipu-
lated requirements for at least one year.

Long-Term Care. With the creation of the Aging and Long-Term
Services Department (ALTSD) and the subsequent transfer of pro-
grams from HSD, the Department of Health (DOH), and CYFD, the
state has increased the focus on long-term care. ALTSD has taken
over the administrative functions of the DOH and HSD long term care
programs and will assume responsibility for Adult Protective Services
in FY06. Careful oversight of the new agency will be needed to
monitor whether program changes have been effective.
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CYFD is a leader in implementing the Accountability

0% Percent of Children With Repeat goop |in Government Act. The revised CYFD strategic plan
20.0% Maltreatment Within Six Months v clearly sets forth the mission and goals of the organi-
30% 1 B AN g e R zation. Quarterly reports are produced and distributed
to legislative committees.
20% 1

10.0% g g3, M6%11.4% ¢ -, Outcomes of Protective Service Performance Meas-
7.58% 1.5% | yres. In FY04, the rate of maltreatment recurrence
within six months was 11.1 percent, better than the
—— rate of 11.6 percent in FYO03 but still higher than the
FYOD FYOT FY02 FY03 FY0a st 2ad 3 4 gggt gggt national standard. Potential barriers tq preventing .
maltreatment recurrences are the practice of providing
families with services that might not be of sufficient in

10% o

0%

Percent of Children in Foster Care for A intensity and duration and monitoring of a parent’s
12 Months With No More Than Two Placements . . .
General Appropriations Act Measure soop | progress might be too inconsistent. Some of the prob-
100 EE e — s . %7 | lem might also be attributable to the 16 percent in-
80% 1 crease in the foster-care caseload. Still, the data re-
60% - flects an improvement in the first quarter of FY05.

40%
In FY04, the percent of children experiencing no more

than two placements during their first 12 months in

FY01 FY02 FY03 Fyoa 1st 2nd  3rd  amh Fvos Fvos nan | fOStEr care was 84 percent, close to the national stan-
ar v o Ov Teeet Teoet %Y | dard of 86.7 percent. Information suggests the agency

performance on this measure might be attributed to

20%

0% -

100% 1 ) appropriately matching children with families that
60% - Within ;: L:Z:::sf g:'g::f;i:fo"g;e;er o A meet their needs and making diligent efforts to seek
General Appropriations Act Measure Goob | relatives as potential placement resources. In FY04,
60% the percent of all finalized adoptions occurring within
ag oy D oR424% 37 435,00 24 months of the child’s entry into foster care was
40% 1 29.0%30.0% 7 320% 1 43 8 percent, which exceeds the national standard of
20% H 32 percent. Information suggests CYFD’s perform-
ance on this measure is partially due to the implemen-

| tation of the Adoption Resource Team review process
FY00 FYO1 FY02 FY03 FYO4 1st 2nd 3rd  4th FYOS5 FYOS Natl 1 1 1 _
Qr QG Qr Qi TargetTarget St apd addressing legal and other barriers to timely adop
tions. The department continues to exceed perform-
ance in the first quarter of FY05.

Outcomes of Juvenile Justice Department Performance Measures.
LFC currently tracks eight Juvenile Justice Department measures with
the focus on education and recidivism. The importance of quality
education in the mainstream school system has been recognized;
CYFD is advocating a model of accountability as an attempt to ensure
that youths committed to a facility receive quality education. A new
measure that tracks the percentage of youths who show an increase in
reading, math, or language is targeted for FYO0S5 at 70 percent. An
additional new measure provides for improvement in the educational
grade levels of clients. For FY05, the targeted percent of juveniles
earning educational credits while in facility schools is 75 percent.
These measures, while important, do not examine what happens to the
individual following his or her release, including a return to school,
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improved academic performance, and employment. To
effectively measure the educational success of the youth
in a facility, CYFD should track the individual follow-
ing release and analyze whether the educational effort
contributed to a return to school or employment. The
correlation of the individual’s educational progress in
the facility and recidivism rate should also be examined.

In FY04, the percentage of clients recommitted to a
facility was 16.9 percent, higher than the FY03 rate of
15.1 percent. The target for FY04 and FYO05 is 11 per-
cent, but the department is changing the target to 16.9
percent for FY06. The department met a lower target
in FY02 when the percentage of children recommitted
to a facility was 10.8 percent. Also, the percentage of
re-adjudicated clients for FY04 was 7.6 percent, higher
than the FYO03 rate of 5.4 percent. This target was met
in FY02 when the re-adjudication percent was 3.9 per-
cent. The department is also adjusting the target base
for this measure. The first quarter report of FY05 indi-
cates the department is not making significant progress
in meeting either measure. One factor contributing to
the increase is the decrease in juvenile population resid-
ing in facilities and the move to front-end preventive
services. As a result, facilities are now housing a more
serious type of offender more likely to return to the fa-
cility or face re-adjudication procedures. However,
LFC is not supporting changing the target base for ei-
ther measure because the move to front-end services
should recognize the higher needs of recovering juve-
niles by providing enhanced services. CYFD should
also take into consideration whether the individual was
released from a low- medium- or high-risk facility in
reporting data for these educational measures.

Outcomes of Program Support Measures. In FY04, the
rate of turnover for social workers was 19.3 percent, bet-
ter than the rate of 21.6 percent in FY03 but worse than
the FY04 target of 11.9 percent. The department changed
the targets to 20 percent for FY05 and to 30 percent for
FY06. The new targets are not in line with the depart-
ment’s policy on retention of employees. The department
is increasing stress management efforts and training ac-
tivities on recruitment training and retention. The commit-
tee, therefore, recommends a target retention rate of 15
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percent. In FY04, the rate of turnover for juvenile correctional officers
was 18.9 percent, higher than the rate of 15.1 percent of FY03 but worse
than the FY04 target rate of 18.4 percent. The committee supports the
target rates for this measure. The first quarter data for both of these classi-

fications appears promising.
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Human Services Department-Child Support Enforcement Divi-
sion. The Child Support Enforcement Program has six recom-
mended performance measures. These measures point directly to
and support the mission of the program and are generally designed to
meet federal reporting requirements. The target results have im-
proved slowly but steadily.

Two related measures, number of cases with an established court order
and the percent of cases with an established court order, are important
components of program success. Without court orders the collection
process becomes more difficult due to lack of enforcement authority.

The percent of cases with support orders has increased continuously
from just 30 percent in July 2002 to almost 54 percent in September
2004. The change is an important improvement but the New Mexico
performance must be balanced against the national average of 72 percent.

During this same time period, the total number of cases with support
orders increased from approximately 29,000 to 36,000. Coupled
with the percent increase, the number looks impressive. However,
the underlying reason the percent increased so much is tied to the
reduction of 34,000 backlogged cases mentioned above. As these
cases were reduced to the final 1,700, the percent of cases with or-
ders steadily increased.
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Drought Status. New Mexico continues to suffer
moderate to severe drought conditions in all but the
easternmost portion of the state, which experienced
considerable rainfall in 2004. Rainfall in the
mountains of northern New Mexico and southern
Colorado, crucial for state water supplies, has re-
mained below average for six of the last seven
years, resulting in excessively low soil moisture
levels. While rainfall in the summer was at near Zuni River
normal levels in many parts of the state, soil ab- S
sorption prevented significant flows from reaching
the state’s rivers, consequently reservoir levels re-
main well below normal. As of October, Elephant
Butte and Caballo reservoirs, key barometers of the
state’s water supply, hold just 9 percent of the nor-
mal water levels. Also the Rio Grande at Otowi
gauge has less than half the normal flow for this
time of year. The Office of the State Engineer
(OSE) notes the Standardized Precipitation Index
continues to reflect long-term drought conditions
statewide with the long-term viewed as a 50-year
drought with low precipitation levels to continue.

Hydrological Drought Status

August 2004

Canadian River
Basin

Rio Hondo

[ Alert-Mild
[l Warning-Moderate
[l Emergency-Severe

Drought conditions have moved beyond the stages of meteorological
and agricultural drought, where precipitation is diminished and soil
moisture is insufficient to meet crop needs, and has entered into a hy-
drological drought, where surface and substrate water supplies are
deficient and the impact is statewide. Pressure is increasing on agri-
culture producers to sell or lease water rights to industrial or munici-
pal users to meet demands in the growing urban areas, and planners in
many areas are requiring a sustained source of water prior to allowing
industrial or residential development. Overall economic development
has not been curtailed, however with most of the basins of the state
over-appropriated, the lack of available water may soon have a nega-
tive impact on the state’s economy.

Status of Water Compact Agreements.

Lower Pecos Basin. Management of the Pecos River Basin is guided by the
Pecos River compact, created in 1948 between New Mexico and Texas but
driven by a 1988 U.S. Supreme Court decree. New Mexico was ordered to
pay $14 million to Texas for historically under-delivering water to Texas
and prohibited from falling short on deliveries under a system where New
Mexico can accumulate a water credit but cannot maintain a deficit.

The Legislature has provided an extraordinary level of funding to
OSE to support OSE and the Interstate Stream Commission (ISC) ef-
forts in the Pecos basin to accumulate enough water rights in the river
to improve stream flow and ensure adequate delivery to Texas. From
an original estimate of $60 million, appropriations have grown to
$85.5 million and OSE estimates the need for an additional $60 mil-

2003 Beginning Credit = 6,900 AF
2003 Credit = 2,000 AF
Total Credit = 8,900 AF
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Rio Grande Compact
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lion for settlement activities. To date OSE has not expended funds
appropriated for the purchase of land and water rights yet continues to
request additional funds for these activities. In addition, the agency is
entering into lease purchase agreements with land owners rather than
purchasing the land outright until the Carlsbad Irrigation District adju-
dication is complete. It appears the state continues to spend consider-
able resources in the Pecos basin while making little or no substantial
progress toward improving stream flow.

Since the 1988 Supreme Court ruling, OSE/ISC has maintained a
small water delivery credit with Texas. In the most recent determina-
tion made by the federal river master, New Mexico was declared to
have over delivered water to Texas in 2003 by 2,000 acre-feet, bring-
ing the current water credit to 8,900 acre feet. OSE/ISC are cau-
tiously optimistic the significant rainfall that occurred this summer on
the southeast quadrant of the state particularly south of Brantley Dam,
will result in a relatively large credit for 2004.

Rio Grande System. A situation similar to the Pecos River is immi-
nent on the Rio Grande. In March 2004, under the provisions of Arti-
cle 7 of the Rio Grande compact, OSE/ISC relinquished 54,000 acre-
feet of credit leaving a cumulative credit of 1,000 acre-feet. Although
delivery requirements are calculated differently than on the Pecos
River, this credit amount is untenable and will only add to the consid-
erable pressure on water managers. The 2000 Middle Rio Grande
Water Supply Study concluded that, at present levels of water use,
New Mexico can, on average, barely meet its Rio Grande compact
delivery obligations.

As a result of the drought, recent Rio Grande flows have been well be-
low average when measured at the Otowi gauge, the point where com-
pact delivery requirements are determined. These low flows coupled
with significant loss attributed to extreme low soil moisture levels and
higher irrigation requirements have resulted in Elephant Butte storage
levels falling to as low as 45,000 acre-feet in the fall of 2004. This is a
historic low for the reservoir and the National Oceanic and Atmos-
pheric Administration projects that it could take two decades to restore
water levels in reservoirs in New Mexico, even under normal weather
conditions. In an effort to combat the considerable loss of water that
occurs in the Rio Grande, OSE through a cooperative agreement with
the U.S. Bureau of Reclamation has undertaken a project to excavate a
pilot channel in the upper reaches of Elephant Butte reservoir. By De-
cember 2004, 18 miles of channel will be completed with five to six
additional miles required as a result of declining water levels.

San Juan-Navajo Settlement. OSE and leadership of the Navajo Na-
tion have agreed in principal to a proposed San Juan-Navajo settle-
ment agreement that would resolve the claims of the Navajo Nation to
the use of waters of the San Juan River Basin. A portion of the settle-
ment requires Congress to authorize the Bureau of Reclamation to
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construct and operate the Navajo-Gallup Water Supply Project, trans-
porting water to the city of Gallup and allow for water to be made
available to users on the Navajo Nation. The overall cost of the pro-
jects is estimated to be $1 billion with New Mexico’s share at $25
million and a local cost share of $131 million. OSE is optimistic the
settlement will be concluded in FY05 and be presented to Congress
for approval shortly thereafter.

Aamodt Settlement. The proposed Aamodt settlement agreement is
intended to resolve the 38 year adjudication of the Pojoaque system
that involves the claims of Nambe, Pojoaque, Tesuque, and San Ilde-
fonso pueblos. At the heart of the settlement, in addition to the reso-
lution of pueblo water rights, is the development of a new regional
water system serving the area’s Indian and non-Indian residents. A
component of the agreement requiring area water users to abandon
their domestic wells has surfaced as a major obstacle to the settlement.
Negotiations are ongoing, however it appears litigation will be re-
quired to settle outstanding issues.

Active Water Resource Management (AWRM). This initiative re-
fers to a broad range of activities that emphasize permitting transfers,
monitoring and metering diversions, and limiting diversion of water to
the amount authorized by existing water rights, all within the prior
appropriation system. The State Engineer has targeted seven critical
basins to begin implementation and has begun organizing teams
within the agency to carry out planned activities. Provisions in the
initiative allow for expedited transfers and replacement plans, neces-
sary components if there is to be workable priority administration.
These provisions provide a process to allow junior water right owners
curtailed by priority administration to be able to quickly access a sup-
ply of water from willing sellers. A specific public safety component
requires that drinking water not be cut off without recourse under the
plan. The expedited transfer provisions will not take water from sen-
ior water rights holders, but rather will enhance their ability to benefit
from the higher monetary value of those rights, should they choose to
lease or sell their water. Performance measures have been developed
to measure the agency’s ability to perform AWRM in the seven iden-
tified basins.

Implementation of a State Surface Water Quality Protection Pro-
gram. Inits FY06 budget request, the New Mexico Environment De-
partment (NMED) requested a small expansion (3 FTE with no need
for additional funding) with large implications for water quality in
New Mexico and long-term spending and staffing levels within
NMED. Currently, NMED conducts intensive water quality surveys
on one to two watersheds each year to determine the existence of pol-
lutants in the stream flow. Stream impairments can be caused by
point sources of pollutants (generally pollutants that are discharged
through a single pipe into the stream, such as from a wastewater treat-
ment plant), in which case, mitigation of a pollutant is addressed
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Potential Advantages of
State Administration of

NMDES

According to NMED, potential
advantages from state administra-
tion of NPDES permits include:

1.
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New Mexico would be able to
assume full responsibility for
the quality of all of its water
resources.

New Mexico could assure
water quality standards apply
to bodies of water exempted
under the federal Clean Wa-
ter Act. In recent decisions,
particularly Solid Waste
Agency of Northern Cook
County vs. U.S. Army Corps
of Engineers, the courts have
determined the act does not

apply to intermittent streams,
affecting up to 90 percent of
New Mexico surface waters.
This might also exempt

through federal permits (National Pollutant Discharge Elimination
System—NPDES—permits) issued by the U.S. Environmental Protec-
tion Agency (EPA). Alternatively, stream impairments can be caused
by non-point sources of pollutants (for example, pesticides and herbi-
cides sprayed on fields), in which case, mitigation of a pollutant is
addressed when NMED develops a watershed restoration plan to in-
corporate best management practices.

Under the NMED proposal, the state would assume responsibility for
administering the NPDES permits and, thereby, develop an integrated
surface water quality protection program. New Mexico is one of five
states that do not operate their own NPDES programs along with Mas-
sachusetts, Idaho, Alaska, and New Hampshire.

NMED created a regulation development work group in October
2004. The workgroup anticipates proposing necessary statutory
changes in the 2006 legislative session. NMED anticipates the fully
authorized program could be in place by the end of 2006. The depart-
ment is requesting this expansion in FY06 to develop regulations and
authorization documents for getting federal approval of the state ad-
ministered NPDES program. Fully implemented, the NPDES pro-
gram would cost about $1.4 million funded from non general fund
sources (federal grants, permit fees, and other state funds) and would
have about 20.5 full-time employees. The committee recommenda-
tion includes authorization for the three positions requested.

Air Quality. New Mexico meets EPA standards for almost all meas-
ures of air pollutants. For example, the EPA reports the number of
days that major pollutants exceed air quality standards at monitoring
sites around the state each year. In calendar years 2003 and 2004 to
date, EPA reports no instances of excessive pollutants at any New
Mexico monitoring site for carbon monoxide, nitrogen dioxide, ozone,
sulfur dioxide, lead, and particulates under 2.5 micrometers. Only
particulates less than 10 micrometers have registered in excess of EPA
standards at New Mexico monitoring sites in these two years. EPA
standards for these particulates were exceeded on eight or more days
in Albuquerque, Bernalillo, and Sunland Park in 2003.

In its strategic plan, NMED is addressing air quality through two new
initiatives and one budget expansion request. First, using $660 thou-
sand in EPA grant funds, they are upgrading their monitoring system
to provide central real-time tracking of monitoring data that will allow
public access to near real-time data from a home computer and will
also allow additional monitoring sites to be added around the state
without the need for additional staff to read the data.

As the second major initiative, in November 2003, NMED approved a
state implementation plan for reduction of regional haze. In a sense,
haze is a measure of air quality that every person can evaluate by
looking at the sky and scenery. Visibility impairment in the form of
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regional haze obscures the clarity, color, texture, and form of what we
see. Haze causing pollutants (mostly fine particulates) are caused by
common air polluters — electric power generation, industrial and
manufacturing processes, vehicle emissions, construction activities,
and agricultural, forestry and natural burning. In addition to reflecting
air quality, haze negatively impacts New Mexico tourism because
visitors to wilderness areas come to enjoy scenic vistas and unique
natural features that can be obscured by excessive haze. The NMED
has set a goal of increasing visibility by 3.25 kilometers — about two
miles — per year. The budget request indicates this target would be
achieved with existing resources.

Environmental Enforcement at U.S. Department of Energy Sites.
A substantial portion of NMED regulatory activity is directed at U.S.
Department of Energy (DOE) sites around New Mexico, including
Los Alamos National Laboratory (LANL), Sandia National Laborato-
ries (SNL), and the Waste Isolation Pilot Project (WIPP)

LANL. On May 2, 2002, NMED made a finding that past and present
releases of hazardous and solid wastes at LANL constituted an immi-
nent and substantial endangerment. The University of California and
Los Alamos National Laboratory (LANL) filed four separate actions
in state appeals court and federal district court on behalf of LANL.
After almost two years of negotiation, NMED and parties representing
LANL in October 2004 issued a draft order on consent that would
settle the litigation and address the contamination on a fence-to-fence
basis at LANL. Pending resolution of a separate federal facilities
compliance agreement between DOE and Environmental Protection
Agency (EPA), NMED expects to enter a final order on consent in
early 2005. The draft order on consent addresses all contamination
that currently exists at LANL, known or unknown. Groundwater con-
tamination, old dumps, firing and detonation sites, and old industrial
sites are all addressed under the order. Corrective action under the
order would be completed by 2015. The order contains provisions for
stipulated penalties if LANL does not comply.

Sandia National Laboratory (SNL). On September 3, 2002, NMED
made a finding that past and present releases of hazardous and solid
wastes at SNL constituted an imminent and substantial endanger-
ment. In response, DOE and Sandia Corporation filed four separate
actions in state appeals court and federal district court challenging
the finding and draft corrective action order. A final order on con-
sent was agreed to on April 29, 2004, that settles the litigation and
addresses the contamination on a fence-to-fence basis at SNL. The
draft order on consent addresses all contamination that currently ex-
ists at SNL, known or unknown. Groundwater contamination, old
dumps, firing and detonation sites, and old industrial sites are all ad-
dressed under the order. Corrective action under the order would be
completed by 2006. The order contains provisions for stipulated
penalties if SNL does not comply.
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Waste Isolation Plant Project (WIPP). WIPP is the only underground
geological repository in the country permitted to permanently dispose
of transuranic (TRU) radioactive waste and TRU mixed waste gener-
ated from research and production of nuclear weapons. TRU waste
consists mostly of contaminated equipment, clothing, sludges, and
remediation waste. The operational life of the facility is expected to
be 35 years but might be significantly less if shipments are acceler-
ated. To date, WIPP has received waste from eight DOE facilities —
LANL, Rocky Flats, Idaho National Engineering and Environmental
Lab, Hanford, Nevada Test Site, Lawrence Livermore Laboratory,
Argonne East, and the Savannah River Site.

One regulatory issue related to WIPP involves permit violations.
NMED has issued four compliance orders and one notice of violation
to WIPP since the facility began receiving waste in March 1999. Two
of the compliance orders concerned shipments received that contained
wastes not in accordance with the permit. The first was issued in
January 2002 regarding 37 drums shipped from LANL in 2001 that
did not have appropriate headspace gas analysis performed. NMED
assessed a $210.4 thousand penalty settled for $75 thousand. The sec-
ond compliance order, issued August 31, 2004, concerned 107 drums
shipped from Idaho National Engineering and Environmental Labora-
tory between March and July 2004 that were not sampled prior to re-
ceipt at WIPP. NMED assessed a penalty of nearly $2.4 million. Set-
tlement negotiations are ongoing. Also, in October 2004, NMED and
EPA became aware of approximately 600 drums received at WIPP in
2004 from Hanford that failed to comply with EPA’s requirement that
homogeneous solid waste from Hanford is not acceptable at WIPP.

The other major regulatory issue that has arisen concerning WIPP re-
lates to the need for an independent oversight bureau in Carlsbad. The
Environmental Evaluation Group (EEG) originally performed this func-
tion under contract with DOE and the New Mexico Institute of Mining
and Technology. DOE terminated the contract with EEG in 2004 over
a dispute about budget. (EEG had received about $2 million per year
and faced a reduction to $1.5 million.) Public criticism of the budget
cut and subsequent termination of the contract claimed the actions were
attributable to EEG’s criticism of the technical and scientific basis of
many DOE initiatives at WIPP. As a stopgap, DOE provided $600
thousand to the Carlsbad Environmental Monitoring and Research Cen-
ter to augment and expand environmental monitoring activities previ-
ously handled by EEG. At the same time, NMED secured funding to
reopen its DOE Oversight Bureau in Carlsbad, which is expected to
achieve full staffing (7 FTE) by the end of 2004. Senator Pete
Domenici introduced language into the FY05 defense authorization bill
(enacted October 28, 2004) directing DOE to use competitive proce-
dures to contract for independent reviews and evaluations of WIPP.

State Parks Expansion. In FY05, the executive made the develop-
ment and creation of new state parks as well as the expansion of a
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number of existing parks a priority for the State Parks Division (SPD).
The Legislature in 2004 appropriated $1.7 million for expansion of five
parks and four new parks. Parks with expansion potential include Coy-
ote Creek, Oliver Lee, Pancho Villa, Manzano Mountain, and Sugarite.
Expansion primarily focuses on acquiring land adjacent to the parks to
either provide a buffer from neighboring parcels, protect sensitive wild-
life or to take advantage of land opportunities as they present them-
selves. With regard to new parks, SPD identified four top candidates
for addition to the state park system: Vietnam Veterans’ Memorial in
Colfax County, Shakespeare Ghost Town in Hidalgo County, Galisteo
Basin in Santa Fe County and Blackwater Draw in Roosevelt County.
In addition to the $1.7 million for these opportunities, the Legislature
appropriated $1.8 million for land acquisition, planning, construction,
and operational costs at Mesilla Valley Bosque Park. Additionally,
Eagle Nest Lake State Park was dedicated in July 2004, basic infra-
structure is in place, and development activities are continuing.

Mesilla Valley Bosque Park. Planning and predevelopment activities
have begun regarding Mesilla Valley Bosque Park in Dona Ana
County. SPD is planning to officially open the park to the public
sometime in 2005 and will begin to hire staff early in the year. A total
0f 400 acres have been identified for the park, much of which is con-
trolled by the state Department of Game and Fish, International
Boundary and Water Commission, U.S. Bureau of Reclamation, U.S.
Bureau of Land Management, Elephant Butte Irrigation District
(EBID), and other entities. In addition, negotiations continue to se-
cure ownership of 13 acres of privately owned lands and easements to
an additional 127 acres. Each of these entities will require separate
agreements with SPD to include its lands within the park and permit
SPD to operate programs and exercise regulatory authority. With the
exception of EBID, all agencies have been cooperative and acquisition
activities are progressing well. The Elephant Butte Irrigation District
which owns the Picacho Drain, a vital conveyance for improving and
restoring habitat, appears to be positioning itself to either oppose the
park altogether or could be seeking substantial compensation to in-
clude its lands in the park. Given the relatively limited budget for
development of the park, SPD will not have the resources necessary to
pay EBID. Funds have already been expended on a boundary survey,
a New Mexico Department of Transportation driveway permit, soil
testing, and master plan preparation. SPD expects to complete and
publish the master plan by the end of 2004. A major component is the
characterization, size, scope, and cost of the access road. A Youth
Conservation Corps (YCC) team sponsored by the Southwest Envi-
ronmental Center worked at the park site this summer conducting
habitat restoration. State Parks supported the YCC project by provid-
ing some equipment and materials. It is expected an expanded YCC
presence will develop as the park matures.

SPD reports that funds appropriated for parks expansion and new park
construction will not be completely expended in FY05 and will re-

66



Policy Analysis: Natural Resources

67

6000
5000
4000
3000
2000
1000

quest legislative approval for language extending the period for ex-
penditure through FY06. Given the considerable and sustained re-
sources allocated to state parks, the committee recommends SPD de-
velop a five-year plan projecting both recurring and nonrecurring
costs by park and report to the Legislature during the 2005 session.

Governmental Gross Receipts Tax. Section 7-1-6.38 NMSA 1978
authorizes the distribution of 24 percent of governmental gross re-
ceipts tax revenue to the public project revolving fund for state park
capital improvements and to implement the Youth Conservation
Corps Act (YCCA); 41.66 percent is appropriated to implement the
provisions of YCCA and the remaining 58.34 percent is appropriated
for “state park and recreation area capital improvements, to include
the cost of planning, engineering, design, construction, renovation,
repair, equipment and furnishings.” The Department of Cultural

Governmental Gross Receipts Tax
EMNRD/Cultural Affairs Distribution
(In Thousands of Dollars)

Affairs receives a 1 percent
distribution for improve-
ments at state museums and
monuments and 75 percent

1994

1996

1998

is distributed to the public
project revolving fund ad-
ministered by the New
Mexico Finance Authority.
State Park’s infrastructure
management plans identify
$31.9 million in funding
needs for existing parks and

2000 2002 2004

mSPD

an additional $7.3 million

oYcc m DCA |

for new park initiatives.
These are detailed in Appendix 521A in Volume II. Priority projects
include additional shelters, paving, Americans with Disabilities Act
compliance projects, additional campgrounds, new exhibits, water
improvements and, waste facilities. The plan includes anticipated
funding from federal sources, which usually require state matching
funds, GGRT funds, state parks bonds, severance tax bonds, if avail-
able, and user fees. Of the total need identified, $6.7 million is avail-
able from state park revenue bonds sold in FY04. GGRT revenue is
primarily applied to debt service, however approximately $800 thou-
sand remains for other expenditures. SPD utilizes these funds to sup-
port construction crews tasked with implementing project plans and
activities. (DCA capital needs for FY06 are estimated to be approxi-
mately $21 million and are detailed in Appendix 521B in Volume II.)
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The OSE undertook a reevaluation of its performance measures as a

e i ) Active Water Resource Management
result of being identified as a key agency subject to quarterly report- in New Mexico

ing. As a key agency, OSE has developed a unique format for quar-
terly performance reporting. The new format, is somewhat akin to
“PERT charts” and covers activities under all agency programs in
seven basins around the state. Most generally, the performance re-
ports gauge progress in implementing Active Water Resource Man-
agement in each basin.

With regard to FY04 measures, the agency met all performance
targets with the exception of the number of aggrieved applica-
tions processed per month and the number of protested and ag-
grieved water rights backlogged. This primarily occurred with
applications in the Lower Rio Grande Basin. OSE is beginning
to focus on adjudication of this basin and the number of water
rights applications is increasing dramatically. The agency will
have difficulty meeting these targets well into the third quarter of
FYO05, but should make significant headway as the year pro- Sal
gresses. These activities are included in the performance sub- 2u07 FY 2005 - Quarter 1

. . OSENSC % Readiness to
measures for key quarterly reporting. Perform AWRM within Priority Basins

Performance: Environment Department

The Department of Environment developed 43 performance measures
covering a wide range of departmental activities. The measures are
substantive and provide useful insights into the performance of each
bureau. The department has devoted sufficient resources to track the
performance data and to produce quarterly reports.

Many of the measures could be enhanced by indicating a numerical
baseline when performance targets are expressed as annual percentage
improvements. The department should also consider greater use of
descriptive measures of general environmental quality. The depart-
ment focuses its efforts on influencing these measures, devotes con-
siderable resources to monitoring, and reporting to federal authorities.
Including more of these general measures would help policymakers
identify environmental quality problems and to devote sufficient re-
sources to address them in a timely manner.

The quarterly reports are a strong first effort but should be enhanced
with more extensive discussions of the reasons quarterly targets are
not being met, as well as factors that contribute to performing better
than anticipated. For example, in the fall 2004 quarterly report, one
failure to meet a targeted level of performance was attributed to "staff
resources” with no further elaboration. The department should ex-
plain if this is due to excessive vacancies, reassignment of staff, in-
adequate staff training, optimistic targets given staffing level, or an-
other causes and should discuss the steps that will be taken to address
the problem.

68



Performance: Energy, Minerals and Natural Resources

69

Oil Conservation Division
greatly exceeded targets in
the number of orphaned
wells plugged in FY04 .

The Energy, Minerals and Natural Resources Department (EMNRD)
reevaluated its performance measures as a result of being identified
as a key agency subject to quarterly reporting. The agency has de-
veloped a number of new measures that more accurately measure
agency performance.

The renewable energy and energy efficiency program is charged with
developing, expanding, and implementing clean energy programs
statewide. These activities range from assisting with renewable en-
ergy projects, measuring energy savings as a result of energy retrofits
and overseeing the state’s alternative transportation fuel initiative.
The program has received a federal grant to provide a limited number
of compressed natural gas buses to school districts around the state.
Additionally, seven New Mexico schools have been retrofitted with
solar energy systems. These systems are free to the schools in ex-
change for implementing a solar energy curriculum for students. For
FY04, the program exceeded targets in all areas with the exception of
the annual utility costs for state-owned buildings. This measure has
been changed to an explanatory measure only because the program
has no control over utility costs or the construction of new buildings.

The State Forestry Division (SFD) has implemented two new meas-
ures that tie directly to its role of managing wildfires and mitigating
urban interface fire threats. In FY05 SFD delivered 47 fire engines
and tankers to fire departments statewide. These units were purchased
using federal fiscal relief funds and will be used to support the divi-
sion in its urban-wild-land interface program. EMNRD, through SFD,
has completed the New Mexico Forest and Watershed Health Plan. A
task force under the leadership of the EMNRD secretary is currently
working to implement the plan. Program performance relating to
FYO04 measures was satisfactory, with activities relating to seedling
distribution greatly exceeding expectations.

State Parks continues to meet or exceed most performance targets for
FYO04, notably with the number of interpretive programs available to
park visitors. The number of programs offered exceeded targets by 25
percent statewide, this in the face of decreasing visitation and reve-
nues. A new measure recommended for FY06 is the percent comple-
tion of new parks and expansion projects. This measure was added in
response to the emphasis being placed on these activities by both the
Legislature and the executive. As noted, SPD is charged with estab-
lishing a number of new parks and undertaking expansion activities at
many more. Division staff participate frequently at community events
to broaden the attraction of parks regionally. The division realized
self-generated revenues of 81 cents per visitor, consistent with FY03
performance but slightly below targets. The committee recommends
continuing with the higher target as an achievable goal for the division.

The Mining and Minerals Division (MMD) continues its steady per-
formance year to year exceeding FY04 targets. The abandoned mine
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land program was extended to June 2005 as part of the federal omni-

bus bill passed in November 2004. This program provides funds for In FY05 MMD received the

reclaiming abandoned mines. “Best in the West Award”
from the U.S. Department of

In FY04 the Oil Conservation Division (OCD) was active in support- the Interior’s Office of Sur-

face Mining. The award rec-
ognized the Abandoned
Mine Land Program’s work
at Cerrillos Hills.

ing the executive’s position regarding drilling on Otero Mesa as well
as being involved in a number of high profile incidents, including a
gas well blowout in Carlsbad. The division has become more active
in environmental activities relating to oil and produced-water spills
and points to the number of violation citations issued in FY05. OCD
adds two new measures, to the number of formal notices of violation
issued and the percent of violations resolved in 90 days. The division
notes concern with the number of oil and gas wells and facilities in-
spected given current staffing levels and has requested a small de-
crease in FYO06 targets. The committee notes FY03 actual perform-
ance exceeding FY05 targets and recommends continuing at existing
levels, although FY04 did not meet expectations.
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State Road Fund Outlook. The New Mexico Department of Trans-
portation (NMDOT) projects growth from the state road fund’s unre-
stricted revenues for FY05 at $53.3 million or 17.3 percent. The
growth in FYO05 reflects the revenue enhancements associated with
legislation passed during the 2003 special session and the 2004 regu-
lar session rather than any unusually strong economic indicators.
Growth in FY06 is forecast at $13.5 million, or 3.7 percent.

State Road Fund Outlook
(in thousands of dollars)
Y03 Actual  FY04 Actua YOS Budaet EY06 Pug-04 FY&““ m
110,465.0 112,107.0 111,523.0 116,802.0 5279.0 473
69,478.0 74,546.0 88,043.0 93,500.0 5457.0  6.20
51,394.0 51,574.0 74,796.0 77,720.0 2,9240 391
43,993.0 52,996.0 68,283.0 67,315.0 968  -1.42
4,000.0 0 0.0
15,989.0 18,880.0 18,588.0 19,416.0 828.0  4.45
292,459.0 311,261.0 365,233.0 378,753.0 135200  3.70
6,021.0 7,073 202.0 3.69
23,260.0 25.478.0 24,789.0 27.107.0 23180 935
—_342,760.0 __396,843.0 412,933.0 16,0900  4.05

Gasoline Taxes. Revenue for FY04 was stronger than forecast, pri-
marily as a result of implementation in the latter half of the year of the
Nambe Pueblo “gasoline tax-sharing agreement” and gradually im-
proving economic conditions. NMDOT has forecast that revenue for
FY05 may be somewhat reduced because of two off-setting factors:
implementation of the Santo Domingo Pueblo “gasoline tax-sharing
agreement” and the full impact of the Nambe Pueblo agreement. For
FY06, NMDOT is forecasting a gradually improving economy and
more stable gasoline prices, along with a more stabilized pattern of
Native American gasoline sales. This should result in fairly strong
growth (4.7 percent) in gasoline tax revenue.

Special fuels tax continued to show surprising strength in FY04 with a
7.2 percent increase on top of a 5.8 percent growth rate in FY03. A
continuation of this growth is forecast with a projected 6.2 percent
increase for FY06. Typically, strength in special fuels is an indicator
of commensurate growth in the weight-distance tax, for which the de-
partment estimates 3.9 percent growth in FY06.

SAFETEA Funds Outlook. The federal transportation bill estab-
lishes the level of federal funding for New Mexico for a six year pe-
riod. In 2004, Congress was expected to, but did not, reauthorize the
Transportation Equity Act for the 21* Century (TEA-21). The latest
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extension of TEA-21 through March 2005 continues federal surfac-

ing programs at funding levels equivalent to the previous fiscal Gas and Special Fuels
year. The competing proposals for highways and transit funding are Tax

the House of Representatives version totaling $275 billion, the Sen- (In Millions of Dollars)
ate version, totaling $318 billion, and the administration’s threat to 140 -

veto any proposal for SAFETEA over $256 billion. At the center of

the debate are issues regarding the overall size of the program over 120 4

the next five years, the source of funds, and the relative “rate of re- 100 1

turn” to states that pay larger and smaller shares of motor fuel taxes.

Programmatically all the bills emphasize safety programs, environ- 80 -

mental streamlining, and a new infrastructure performance and 60 -

maintenance program, which targets quick projects to address high-

way condition and congestion. 40 -

Neither house of Congress has identified any new revenue sources
to fund the incremental growth of the program. The administration
and the house leadership are opposed to any increase in fuel taxes,
and no other funding mechanism to provide a sufficient increase has
been indicated. It appears that funding formulas for distribution of
funds among the states would remain approximately the same as in B Gas OSpecial Fuels
TEA-21. Each year, based on the federal formulae, $167 million of
federal funds are allocated to New Mexico to fund the statewide
transportation improvement plan (STIP), called “road betterments.”
Based upon the formulae the department projects flat funding for
this activity from the six-year reauthorization process. The remain-
ing funds from this distribution are used principally for bond pay-
ment activity as determined by Governor Richardson’s Investment
Partnership (GRIP). As more federal funds become obligated for
debt service, greater pressure is placed on use of the state road fund
for operating costs. This trend impacts upon legislative discretion
over spending.

O STIP Program Minimum (1997 levels) @ Other spending on federal-aid projects (Road Betterments)
O Bond Payments (principal & interest)
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MTD Tax Cards Reinstated. DPS’ Motor Transportation Division
(MTD) estimates the trucking industry has been underreporting its
taxable activity within the state by around $7 million per year.
Weight-distance tax permits and
MTD Permit Revenues revenue were flat from 2000 to 2004

FY02-FYO05 and port of entry revenue decreased

(In thousands of Dollars) by 54 percent even though heavy
3,000 commercial daily vehicle miles trav-
2,500 eled through New Mexico increased
2,000- by 19 percent from 2000 to 2003.

With weight-distance accounts up
and truck miles traveled up, the state
should expect to see trip-tax revenues
‘ ‘ drop and weight-distance tax in-
2004 2005 crease. Also during this timeframe,
the average number of “zero re-
turns,” (weight-distance tax accounts that reported no miles traveled
within New Mexico) was 13,000. Before the elimination of the tax ID
card, the Taxation and Revenue Department (TRD) had fewer than
500 “zero returns” filed each quarter.

1,500+
1,000+
500

2003

The NM tax identification permits, suspended from December 2000 to
July 2004 in response to a legal challenge, are again being issued for
individual commercial vehicles. Since July 2004, TRD has issued
425,563 NM tax identification permits. Along with the reinstating of
the NM tax identification permits, a system is being created to capture
information for auditing purposes. MTD estimates weight distance
tax revenue will increase by $1.8 million between 2004 and 2005 with
the use of the NM tax identification permits.

Also, in Moving New Mexico Forward: Further Along, the admini-
stration highlighted increasing fines for commercial vehicle viola-
tions. The committee supports the recommendation, which will posi-
tively impact the Taxation and Revenue Department with an increase
in revenues estimated at around $1 million.

GRIP Implementation and Project Planning. During the 2003 spe-
cial session, the Legislature increased transportation-related taxes and
fees to support the state road fund and authorized $1.585 billion of
bonds to fund 37 transportation projects, including a commuter rail in
the Interstate 25 corridor, over an eight-year period. Debt service for
these bonds comes from the increased revenues and the state’s exist-
ing dedicated federal and state transportation revenue streams. The
implementation and coordination of the $1.586 billion GRIP program
and the statewide transportation improvement program (STIP) is the
most significant management issue confronting NMDOT. The depart-
ment must leverage all available funds from GRIP bond proceeds,
federal funds, and external partnerships to deliver projects. All GRIP
projects must be programmed in STIP. Prior to GRIP legislation, sev-
eral of the corridors included in GRIP were identified for some level
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of preservation in STIP (federal) funds. The programmed projects ex-
tend from federal fiscal year 2004 to federal fiscal year 2009. These
funds are not available until the authorization is granted for each fiscal
year. In total, it is estimated that $228.6 million, over the six-year pe-
riod, in federal funds “overlap” the GRIP funding. Based on current
cost estimates, the department concludes GRIP authorization is suffi-
cient to complete all projects identified and use of STIP funds to sup-
plement the projects is not anticipated; however, given the current

.. ! . Debt Service Funding
trend of rising oil and steel pricing, use of STIP funds to supplement S

GRIP might be necessary. FY05
(In Millions of Dollars)

Bond Program and Debt Management. The department has a total

outstanding debt of $1.6 billion with an FY05 debt service obligation 120 7
of $157 million for all NMDOT bonds. The GRIP bonds account for 100 95.7
$1.14 billion in outstanding principal with a final maturity date in
2024. Total GRIP interest and bond expenses will total $720 million 801
through maturity of the bonds. The department through September 60 |
2004 has awarded nine projects totaling $58.7 million and nine addi- 40
tional projects are scheduled to be awarded by the end of 2004 for 40 4
approximately $169.7 million. The annual debt service for all bonds 20 |
will be no more than $160 million. NMDOT is evaluating the need
for additional bonding capacity (GRIP II) to meet the needs of the 0 -
state and anticipates completing such analysis for the 2007 legisla- ((Qob 0@(‘ Q(" \2@?
tive session. qu,b % &«'?} <
@
Public Transportation Initiatives. In FY05, the department devel- s®

oped a strategic plan that included as a key element the development
of transportation alternatives such as commuter rail or bus service.

Commuter Rail Capital

Commuter Rail. GRIP legislation provided for reconstruction and im-

provement of the Interstate 25 (I-25) corridor from Belen to Santa Fe SIS

to accommodate public transportation elements including commuter o 10 Rail Cars -$1.9 million
rail. Rail activity has been accelerated while I-25 improvement has o 4 Locomotives—$9.6
been de-emphasized. In a joint partnership between the department millions .

and the Mid-Region Council of Governments (MRCOG), the depart- ::;Tongﬁzl?:: e
ment is approaching commuter rail in two phases: Belen to Bernalillo, Land Acquisition costs
estimated completion in the fall 2005; Bernalillo to Santa Fe, esti- uncertain

mated completion date in 2008. No funds have been allocated under
GRIP for the second phase.

The phase one fall 2005 deadline imposed by Governor Richardson
significantly altered the planning process. Minimal analysis of cus-
tomer demand, fare structure, economic development, and return on
investment was conducted prior to capital investments in rail cars and
locomotives. These analyses are critical to determine operating reve-
nue projections, subsidies needed to cover the rail’s operating costs,
the number of trains needed, locations of stations, scheduling, and
coordination with local transit systems for commuter transport to
worksites. Analysis is now being conducted in these areas. To meet the
fall 2005 phase one operations deadline, priority was given to tasks requir-
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ing the longest acquisition lead-time, including securing track access, the
purchase of train locomotives and cars, and acquiring land for stations.

GRIP funds are being used for the phase one capital funding and the
initial planning of phase two. Phase two capital funding is being
sought through the Federal Transit Administration (FTA) “New
Starts” program for major capital transit investments. The analyses
required for phase two might show that commuter rail will not be pre-
ferred and a bus or other transportation system will be a more feasible
alternative. It is also possible that access to or purchase of the pro-
posed tracks will result in a prohibitively high cost, and the project
will not be undertaken.

Phase one operations are planned to be subsidized in the first three
years with congestion mitigation and air quality (CMAQ) federal

FTA Requirements for

Rail Approval funding. Subsequent year subsidies will be sought from potential re-
Alternative Analysis - 2005 gional transportgtion district (RTD) revenue. RTDs.are permitted un-
der state law to impose a one-half percent gross receipts tax on partici-

Preliminary Engineering - pating municipalities. An RTD for the Albuquerque metropolitan area
2006-2007 has been approved by two of the qualifying governmental entities and

application for NMDOT commission certification is expected in De-
cember 2004. However, the tax may only be imposed by the RTD on
voter approval. Passage of this tax increase is uncertain.

Final Design - up to 2008

Self-Sustainability of Park and Ride Programs. In many respects,
transportation experts argue, developing consumer demand for public
transportation is not simply an issue of generating sufficient volume,
but rather an issue of changing behavior. The system has to prove reli-
able and convenient to pull commuters from their private vehicles to
public vehicles.

NMDOT began park and ride as a mechanism to meet a federal man-
date to reduce the number of vehicles traveling through the US84/285
construction zone corridor between Santa Fe, Espanola, and Los Ala-
mos. Service began in May 2003 and was expanded in December
2003 to include an I-25 route between Santa Fe and Albuquerque.
Both ventures were fully funded by federal funds less passenger reve-
nue. Effective December 2004 federal funding will be reduced to 40
percent of net costs for both routes. Generally the northern New Mex-
ico routes are experiencing ridership of 17 percent of capacity and the
Albuquerque to Santa Fe buses are averaging 35 to 39 percent of ca-
pacity. Increases in ridership have been noted in the Albuquerque-
Santa Fe routes with declining numbers in the Espanola-Santa Fe
routes. The cost per passenger to NMDOT is more than $20/day. This
amount is four times the amount commuters currently pay to partici-
pate in vanpools. Consideration is being given to opening a new park
and ride service connection between Las Vegas and Santa Fe and a
reduction in existing less productive routes such as between Espanola
and Santa Fe. The department should prioritize spending where rider-
ship is highest and seek alternative measures for other routes. Analy-
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sis should include a discussion of costs versus benefits, including the
impact of reduced traffic congestion. Additionally, all alternatives
must be considered. Van pools for certain markets might be more
practical and affordable to address commuters’ needs than park and
ride buses.

Performance Measures NMDOT. The Accountability in Govern-
ment Act (AGA) required the Department of Finance and Administra-
tion to select “key agencies” for quarterly reporting. NMDOT was
selected for participation. The department has been successful in ei-
ther meeting or in making progress towards achieving the majority of
standards set. DOT also produced an outstanding quarterly report in-
tegrating strategic goals and performance reporting along with great
graphics and clear timelines and assignment of responsibility.

Traffic Safety Program. Data for FY04 suggests that head-on crashes
and alcohol involved fatalities are down as compared with the previ-
ous year. Overall, fatalities are on the rise. The department is focusing
on increased law enforcement and public education and awareness
campaigns aimed at high-risk populations. Seatbelt usage is at 89.7
percent, an all time high for New Mexico.

Construction Program. Concern is noted over the upward trend in
differences between project final costs and the bid amount. By com-
paring the actual costs and the low bid amount, the department is able
to determine the adequacy of its planning construction processes. The
standard is for no greater than a 4.1 percent difference. In FY04 the
department had a difference of 4.67 percent. The first quarter of FY05
indicates the difference as 7.28 percent. When coupled with the fragile
nature of the department’s funding due to bond debt servicing, this is
an area of major concern that warrants continued observation and
analysis.

Maintenance Program. Maintenance expenditures per lane of com-
bined systemwide miles increased in FY04 to an average of $6.8 thou-
sand per mile. This increase is substantially above the department’s
standard of $5.2 thousand per mile. This increase is directly related to
increases in the cost of materials. The first quarter of FY05 indicates
costs are trending below $5.2 thousand.

Alcohol Involved
Fatalities per 100,000
Motor Vehicle Miles
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Inmate Growth and Prison Capacity. New Mexico’s incarceration

Inmate Growth By rate continues to increase for males and females alike. New driving
Percent while intoxicated (DWI) and sex offender laws, mandatory minimum
sentences for certain crimes, and “truth-in-sentencing” laws that re-
8% - quire serious offenders to serve 85 percent of their prison sentences
7% have added to the increasing population.
6%
5% FY06 Projections. JFA Associates, formerly of the George Washing-
4% ton University, projects the average annual inmate growth for the state
3% of New Mexico from which the Corrections Department develops its
f:;" budget needs. The FY06 forecast of inmate growth is down to 2.3
00/: percent. With the estimated population at the end of FY05 at 6,516, a

@ ‘(b ‘ ‘ : ‘ ; 2.3 percent increase in FY06 translates into an increase of approxi-
(<~L° ‘Z@ ((-@b‘ (o@é b‘oé mately 148 more inmates. The LFC budget recommendation for
&P NMCD fully funds the projected increase.

Need for Additional Prisons. NMCD’s FY06 budget request includes
96 beds at the Santa Fe County Detention Center and 48 beds for over-
flow capacity at the old Bernalillo County Detention Center. The Santa
Fe County Detention beds are relatively high in cost at $57.30 per day
with no programming offered to offenders. In any event, as of Septem-
ber 30, 2004, there were 72 general population beds available. At the
current growth rate of 2.3 percent, NMCD will need more capacity in a
year or less. The department is requesting capital outlay in FY06 to pro-
ceed with phase two of the DWI unit at the Roswell Correctional Center
and the mental health unit at Central New Mexico Correctional Facility.
This would increase the beds by 176 for male inmates. However, this
additional capacity may not match the greatest need for medium security
Level 3 beds. See Volume Il Appendix 770A listing capacity and popu-
lation as of September 30, 2004, by correctional facility.

Also, NMCD would like to utilize Camino Nuevo in Albuquerque, for-
merly a juvenile correctional facility, to provide greater opportunities for
Level 1 and 2 female inmates. The facility has the capacity of 192 beds.
The department plans to develop programs for female inmates to partici-
pate in community work release programs to acquire marketable job
skills for a smooth transition when returning to their communities. The
department plans to achieve this by transferring existing NMCD posi-
tions and budget to the Camino Nuevo facility. NMCD estimates the
start-up, operational and medical costs of Camino Nuevo at $1.5 million.

Population Control. To address inmate population growth along
with other corrections issues, NMCD has implemented a “balanced
system” approach, placing offenders in the most cost-efficient, cost-
effective custody level. Such a system would use the existing prison
bed inventory for violent and habitual offenders and would use alter-
native sanctions for nonviolent offenders.

Population Control Initiatives. In February 2004, NMCD formed a
Population Control Strategy Committee to address ways to stabilize
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and lower the prison population. To reach their objectives without
jeopardizing public safety, the committee used research to develop
and implement a risk instrument. The risk instrument guides the tar-
geting of eligible prisoners and helps with monitoring the early re-
leased prisoners. The committee developed initiatives regarding in-
house parolees, good-time credits, parole and probation technical vio-
lations, special program credits, and community corrections as a form
of early parole supervision. The majority of their initiative deals with
more efficient and effective discharge of inmates from correctional
facilities. Since the creation of the committee, 292 in-house parolees
have been paroled out into the community.

Probation and Parole Staffing. The number of parole and probation
clients—offenders under state supervision outside of a prison set-
ting—has increased by 26 percent since FY99. Currently, more than
12,500 individuals are on parole or probation in New Mexico. These
numbers include those on regular supervision, in special programs
under intensive supervision, and offenders supervised from out-of-
state. The caseload per probation and parole officers (PPO) continues
to grow and is currently ranging from 90 to 134 offenders, depending
on district. Despite the increased caseload, the number of PPOs has
remained constant.

Increases in Caseload for Probation and Parole. The Bureau of Justice
Statistics data for 2002 reports New Mexico is highest in the nation in
the increase of community corrections population in probation, with
growth of 13.3 percent. Also, New Mexico ranks second in the nation
in parole population with a 25.6 percent increase. A factor contributing
to the increase in caseloads is the Early Plea Pilot (EPP) program. EPP
is expected to reduce the backlog in the 2nd Judicial District by imple-
menting a swift process of routing offenders into probation, jail, prison
and treatment. EPP is expected to go statewide over the next few years.

Salary and Retention Issues. NMCD reports that retaining qualified
officers is difficult because of the high demand for skilled, educated
employees. PPOs must have a college degree and typically have ex-
perience in the criminal justice system or social services. PPOs are
leaving for higher paying jobs with Albuquerque’s Metropolitan Court
and federal probation. In the past three years, Probation and Parole
has experienced a high rate of turnover. The department has made
great strides in FY04 in filling positions; however, the current va-
cancy rate is still relatively high at 26 percent. In summary, retention
and salary issues are affecting NMCD’s ability to retain its PPO posi-
tions, meaning that probationers and parolees may not be getting the
support or supervision required. The potential threat to public safety
under such conditions is evident. LFC recommends a 2 percent spe-
cial pay increase for probation and parole officers.

Homeland Security Funding. During FY04 the Department of Pub-
lic Safety (DPS) was awarded a federal homeland security grant

Female Inmate
Population

600

FY 01 FY03

78



Policy Analysis: Public Safety

79

through the federal Office of Domestic Preparedness (ODP) totaling
$24.9 million. The following table breaks down homeland security
funding for FY04.

Homeland Security Funding for FY04

State Homeland Security Grant $18,900,000
Law Enforcement Terrorism Prevention Grant $5,600,000
Citizen Corps $393,000
Total $24,893,000

Eighty percent of the total grant must flow through to local jurisdictions.
In New Mexico, the local jurisdictions are the 33 counties and the city of
Albuquerque. No more than 20 percent of the grant can be retained by
the state. Out of the state’s 20 percent share of the grant, 3 percent may
be used for administrative and management costs. Currently there is no
statutory authority regarding the Office of Homeland Security.

State Share of Homeland Security Funding. The following table
shows the state share of the grant for FY04 was $4.9 million.

State Share of Homeland Security Funding for FY04

State Homeland Security Grant $3,700,000
Law Enforcement Terrorism Prevention Grant $1,100,000
Citizen Corps $11,000
Total $4,811,000

The Governor’s Office of Homeland Security has identified several
projects for funding that will come from the state share of the federal
grant. These projects will reduce the state share of funding by $2.2
million and will come from only the state homeland security grant. A
total of $748 thousand is being allocated for administrative and man-
agement to support salaries and other activities for the Governor’s
Office of Homeland Security. The Governor’s Office of Homeland
Security deals with policy and purchase orders regarding homeland
security funding. The Office of Emergency Management oversees the
all other aspects of administration of the homeland security grants.

A total of $838.4 thousand is available for allocation to state agencies
to support their homeland security initiatives. Currently there is no
application process for the state agencies in requesting homeland se-
curity funding. The state agencies submit equipment requirements
that are assessed by a review panel. The governor is recommending
the prioritization of homeland security funds. A more formal alloca-
tion methodology is being developed.

DPS Officer Compensation and Manpower. The Department of
Public Safety’s (DPS) compensation study recommended increasing
salaries and benefits estimated to cost $8.3 million, representing an
average salary increase of 22 percent for State Police, Special Investi-
gation Division (SID) and Motor Transportation Division (MTD) offi-
cers. DPS stated the increase in pay structure will make them more
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competitive in the market, allowing for successful recruitment of en-

try-level didate d retenti f ent loyees.
ry-level candidates and retention of current employees Authorized and Actual

Number of
Commissioned
Officers

DPS based the proposed pay structure for state police on a Colorado
law that requires state troopers be paid 99 percent of the average total
compensation provided by the top-paying three law enforcement
agencies within the state with more than 100 commissioned. The rec-
ommended increase in compensation does not address the pay dispar-
ity among State Police, SID and MTD.

The Legislature in 2004 adopted the executive recommendation for DPS
in FY0S5, which was said to include sufficient funding to provide a 5
percent compensation increase for state police officers. However, the
$1.6 million cost of the pay raises for state police officers will require
the Law Enforcement program to generate a vacancy savings rate of 2.6
percent in FYO05. As of August 29, 2004, the vacancy rates were 29 per- " State . MM SD
cent for SID, 26 percent for MTD and 5 percent for the State Police. Police

30 23

A DPS staffing study indicated the agency needs an additional 360 m Authorized O Actual
commissioned officers to reach the minimum staffing necessary for
effective and efficient operations. Based on projections in the study,
the agency will need to expand its staffing levels by 72 commissioned
officers annually until 2010. Of the proposed 360 commissioned offi-
cers, 323 would be with the State Police, 16 would be with SID, and
21 would be with MTD. Since FY02, 27 State Police commissioned
officers have been taken out of the districts and placed in special units,
the majority moved to the Chief’s Office, Governor’s Security, and
Special Operations. It is clear the State Police has contributed to its
manpower shortage in the districts. See Volume II Appendix 790A on
number of State Police commissioned officers by organizational unit.

LFC recognizes and sympathizes with DPS’s need for salary increases
for commissioned officers; however a recommendation cannot be
made at this time due to insufficient accountability data and other per-
sonnel and management issues. LFC acknowledges DPS’s commit-
ment to the process of reviewing and improving performance meas-
ures for the law enforcement program.
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NMCD has developed well diversified key quarterly measures that
address the agency’s key goals: a balanced system approach, popula-
tion control, comprehensive approach for female offenders, lower
costs, reduced exposure to litigation, and enhancement of public rela-
tions and education efforts. The key measures report on assaults in
the facilities, drug testing, turnover of correctional officers, participa-
tion in adult basic education, caseloads of probation and parole offi-
cers, profit or loss margin of corrections industries and recidivism.

In addition, the department submits information on capacity and ac-
tual number of inmates by facility with its quarterly report.

Population Control. NMCD has three new key quarterly per-
formance measures that address population control. The FY05
target for “number of inmates placed into the Sanctioned Parole
Violator Program (SPVP) instead of going to prison” is 150. The
FYO05 first-quarter data reflects 65 inmates were placed into SPVP
instead of being sent back to prison. The other two key perform-
ance measures deal with recidivism and no baseline data is avail-
able. They are “number of inmates returned to facilities within 12
months of release” and “number of inmates returned to facilities
within 24 months of release.” The FYO05 first-quarter data shows
25.2 percent of inmates returned to facilities within 12 months of
release, and 44.4 percent of inmates returned to facilities within
24 months of release.

Probation and Parole Officer. There are three performance meas-
ures related to caseload management for probation and parole offi-
cers. The key quarterly measure “average standard caseload of pro-
bation and parole officers” has a FYO0S5 target of 81. However, the
actual average standard caseload per PPO for FY04 was 92. The
FYOS5 first-quarter data shows the current average caseload to be 85.
The “average number of special program caseloads per probation and
parole officer” has an FYO0S5 target of 30. The average number of
special caseloads per PPO for FY04 was 31. The “average number
of intensive supervision program caseloads per probation and parole
officer” has an FYOS5 target of 20. The average number of intensive
supervision caseloads per PPO for FY04 was 22. The “percent of
out-of-office contacts with offenders on maximum supervision on
regular caseloads” has an FYO05 target of 90 percent. This measure is
new for FY05 and there is no baseline data.

LFC acknowledges DPS is moving toward improved performance
measures by aligning the measures to their goals of reducing DWI,
illegal drug abuse, and violent crimes, ensuring traffic safety, and in-
creasing emergency preparedness. However, for two years in a row
the performance measures have changed, creating challenges to
benchmarking data. Also, DPS’s current key quarterly measures for
the law enforcement program cannot be measured quarterly and only
address the goal of reducing DWI. LFC is committed to working with
DPS in the process of developing meaningful performance measures.
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Traffic Safety and DWI Initiative. A traditional focus of the depart-
ment has been highway fatalities and alcohol-related deaths. Crashes State Total and State
and fatalities declined by 3 percent in 2002. Almost 76 percent of the Police DWI Arrests:
crashes occurred on urban road systems. In 2002, 449 people lost 2000-2003

their lives on New Mexico highways, with 26 percent on rural roads.
Alcohol-related fatalities declined by 9.6 percent between 2002 and
2003. DPS plans to carry out the governor’s initiative regarding re-
duction in DWI with the Mobile Strike Unit dedicated to alcohol en-
forcement. The State Police can account for 4,213, or 21 percent, of
the state’s total DWI arrests in 2003.
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The Law Enforcement program has four performance measures deal-
ing with DWI. The “ratio of New Mexico alcohol-related deaths to
national alcohol-related deaths per 100 million vehicle miles driven —J— State Total Arrests
and averaged over five years” has a FY06 target of 1.42. The averag- —e— State Police

ing of the ratio over five years diminishes accountability. The
“percent increase in sobriety checkpoints per year” has a FY06 target
of 5 percent and a FY04 actual of 2.9 percent. The “number of DWI
arrests per year” has a FY06 target of 3,200 and FY04 actual of 2,780.
The “number of repeat DWI arrest per year” has a FY06 target of
2,200 and a FY04 actual of 2,127.

Crime Statistics. In New Mexico, violent crime, a DPS strategic fo-
cus, is 55 percent higher than the national average. This troubling
trend dating back to the early 1990s has consistently grown larger
than the national average. Similar trends exist for property crime,
where New Mexico’s rate is higher than the national average. Prop-
erty crime includes larceny, burglary, and car theft. Currently, DPS
does not include in their performance measures reported crime statis-
tics, such as violent crime, property crime, forcible rape, robbery, ag-
gravated assault, burglary, and motor vehicle theft.

Heavy Commercial Vehicle Crashes. In 2003, New Mexico had
807 serious heavy truck crashes. The number is down 15 crashes or 2
percent from 2002. From 1996 to 2003, the state averaged 818 seri-
ous heavy truck crashes a year. The number of serious heavy truck
crashes has been relatively flat for the past eight years. However, the
number of heavy commercial daily vehicle miles traveled in the state
has increased by 2.4 million betw