PROPOSED BUDGET
FY 1997

ANALYSIS AND RECOMMENDATIONS

JLBC

Prepared By:
THE STAFF OF THE
JOINT LEGISLATIVE BUDGET COMMITTEE
STATE OF ARIZONA

JANUARY 9, 1996



ALPHABETICAL INDEX OF STATE AGENCIES

ANNUAL BUDGET UNITS
Administration, Arizona Department of . . . . ... ...ttt e DOA -1
AHC O S ottt e e s asaann e sasa a5 65 o8 & o0 56 05 476 0 a4 00 8 Eig e SCEie W wy s wiee aTece e e AHC-1
Community Colleges, State Board of Directors for .. ........c.oiinuiniiniiiiiiiiiiiiiiniienieann COM-1
Corrections, State Department 0f . . . ....v.uueteiiirutiteniiataa ittt iiiit et DOC-1
Deaf and the Blind, AZ State Schools forthe ..........oiueiiiiiiiiiiiireiireennarereeeereennessenss SDB-1
Economic Security, Departmentof ................. g s i B R AT b e S e e L & DES -1
Education, Department Of ... ......cieeetaneneeneeeniitoutiieiiatiotanantanetatistiotanios e ADE-1
Environmental Quality, Department of . ........couiueiirienieinniierneranntessraaaeeaantatsiaanees DEQ-1
Health Services, Department 0f .. ..vvvenneeneaneiieenereiartoisstsasnanearetsstattaiuiriiaarinins DHS -1
Judiciary -
Appellate and Trial Court Appointments, COMMISSIONS ON . ..o ovvvvvnevnevnatunreer et JUD-1
Court of Appeals - DiviSIon T .. .ovnenenenenimiriiiieiii i JUD -3
Court of Appeals - DiviSion II ... .euueunenisuemmenin e iii ittt JUD - 4
Judicial Conduct, COMMISSION 0Nl 4 « .« v 4t s v v v s vnneeneseteneroneseseseonnsansansasssesssassessnsesns JUD-6
SUPETIOT COUIL . . - s o v vaenannsnraosesasesssnsserscassssasasssinsussassersssosasissomisinene: JUD-8
SUPTEME COUT . . v v v vveseenseeeeaasa s s e st s se s s sttt asta ot atatatesnscesasenioscnss JUD - 13
Juvenile Corrections, Department of . ... ...c.uoutiueiutenu e eiereaceneeiaana o ritenatsncantaosens DIC-1
Lottery COMMISSION - . ¢« vv s ovieennenassssoosnenronsssssosssansaesasssiossssoietitaitassoninsineee. LOT-1
Public Safety, Department O . ... ....uueeineranaeiuet e etiittatiaienenatatatastatit it DPS-1
Transportation, Department Of . . . ... .uvuniueiinerrastentnteuatuerne ittt DOT -1
Universities
BOArd Of REZEMS . . < ¢ o e v v etvee e e naeas e as it e aa s s s sasaaecatasttastatrtntsssetsnsnsretees UNI-1
Arizona State University - Main Campus . .. ......oueieeenemurmnaraneaisenainetanareneanaanaaraase. UNI-5
Arizona State University - East CAMPUS . .. .. cvvvseveneanrsaismnarsitestaatiiserenssnanantonsatne: UNI-8
Arizona State University - West Campus .. ... ..oouiereeuiimcannensrasranesncasaranaarnsetsateee: UNI-11
Northern Arizona UNIVETSIEY .. ..coueveeerernrsramenecensoncasrerasareassssssssissserioriaine.. UNI - 13
University of Arizona - Main CaIPUS .. ....ouuererustansaeeruareiamiimatranaceeue: - SN UNI - 16
University of Arizona- Health Sciences Center ...........uieeiiuirnrerniaanrrnnrrrisncncenaen. UNI - 19
NNIAL B ET
Administrative Hearings, Office of .. .....cvoirrneieiiiininniieiiiiniiinenenanens et Fise S e s B-1
Agriculture, Arizona Department Of ..........ouueiereinnietiiiiiiiiiii s B-3
Equal Opportunity, Governor’s Office of .......ooiiiiiiiininiiiiiniiiiie s B-8
Indian Affairs, Arizona COmmMISSION O . . .. vvveueeneunerratiianieet e B-9
Mines and Mineral Resources, Department Of . . ... ...ecreeneiurieitaetiiantaerutratanresannon . B-11
Parks Board, Arizona Stae . ......eeeeeeeaniaiiiiatiiaate ittt BT S A AR B-13
Veterans’ Service COMMISSION, ATIZONA ... .vousensennesrreassensantassssessiismtaistssosnnansaseraees B-18
SUPPLEMENTALS
Agricultural Employment Relations Board ........couuvreriinnnntraeinnionreeannrntreannnrrees S-14
Attorney General - Department O LaW . ......oooiotrreeessrermnmsmimmnuaunnansbese e S-14
Commerce, DEPartment Of . . . .. .uvuereenrretoneretasteseseiiati ittt S-2,8-15
Constitutional Defense COUNCIL . ... .vvveiurnriemssenenerieaeeniaretsosssrataraatanesonensstereraes S-16
CODrACOrS, REGISIIAT OF . .. ..o eunetneeree e s s san e s et s sia bt sttt S-16
COrpOration COMMISSION . . ... s v seeeesssssssesennnssssssssinmmtsasssnnieetossnnnnentsssnnrtieiress S$-17
Criminal Justice COMMISSION, ATIZOMA . .. ... cututeenenrnrsosaenanserasesematstanetosanessscusrsetsses S-17
Emergency and Military Affairs, Department Of .. ......ooverennnnnnrsrrinnmneananr e S-18
Gaming, Department Of . .. ......oeseeessssnsaeassseusosiiiiiuaoeesesstrnrnnrrssrarsrnisees S-2,8-19
GOVErnor, Office OF the «...evuesscesnsnoasssomessasnsessannesessorsssstassennsnesnetreariiceres: S-19
Historical SOCIEY, ATIZONA 1.« vssevsssrosssssonssssasssssissins e saiasiesvssssnusenessermesscel: S-20
Homeopathic Medical Examiners, BOArA OF oo vv v v ceeanseesiosessasanassssssnsensansassassassnssns S$-2,8-20
Liquor Licenses and Control, Department P 2 P S R S-20
Land Department, State ..........coevvevenneeens S RS e e R SR 6 T R S e e v b o $-20
NUTSINE StAte BOAIA OF . .« o oo v e v vaeaeeseeeiatiatsaaseeneenssasaasenes e s st S$-3
Nursing Care Institution Administrators and Adult Care Home Managers, Board of Examiners ............cooneee. S-21
Pharmacy, Arizona State Board of . . .. ....vverunnetiuiieiiaiini i 3 men S-3,S-21
Psychologist Examiners, State Board of .........oooieiiiiiiiiniiiinrirn s $-3,8-22
Secretary Of State - Department Of STALE ... ... ..correreeseeaennsnrununerraaiaar s §-22
Veterinary Medical Examining Board, Arizona State ...........ccoceoiarenrearrrrrrnernnnssstrsssss $-22

CAPITAL OUTLAY BUDGET .....oouuunneeernsnnennsrtanasnnnessmmnmnnnsnsessmsssrssssssssss CB-1



This document is designed to be used in
conjunction with the Summary of

Recommendations and Economic and Revenue
—~=Trencatons and Fconomic and Revenue

Forecast.

Information presented in the Summary volume
has not been repeated in this document,
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FY 1997 JLBC STAFF RECOMMENDATION
DESCRIPTION OF METHODOLOGY
AND MAJOR TECHNICAL ISSUES

Biennial Budgeting

Laws 1993, Chapter 252 (as amended by Laws 1995, Chapter 283) requires all but 15 major budget units to receive
appropriations biennially with the dollar amounts itemized for each fiscal year. In this volume, the JLBC Staff is
recommending FY 1997 funding for the 15 major budget units, 6 other budget units which did not receive biennial
appropriations during the last legislative session, and the newly created Office of Administrative Hearings.

For those budget units which already have received FY 1997 appropriations, the JLBC Staff recommends funding
for technical adjustments, such as Employee Related Expenditure Rates, Risk Management, and Rent. These
adjustments are described in more detail in the following sections. These are recommended as government-wide
lump sum amounts to be allocated to individual agencies for these adjustments. The dollar amounts for each agency
are detailed in the Supplemental section of the Analysis and Recommendations book.

FY 1997 — JLBC Staff Recommended Changes from FY 1996

In developing its FY 1997 recommendation, the JLBC Staff has reviewed the current year's appropriation (FY 1996) as
well as each agency's FY 1997 budget request, and has made adjustments for the following:

- One-time appropriations (decrease)

- Annualization of any items funded for a partial year (increase)

- Specific cost considerations, such as the cost of employee benefits (increase or decrease)

- Demographic changes, such as population served (increase or decrease)

- Statutory programmatic requirements, including scheduled start-ups, changes, or elimination of programs
(increase or decrease)

- Other policy issues (increase or decrease)

In the past, the JLBC Staff has recalculated a vacancy savings amount annually Vacancy savings represent changes in
the amount of an agency's unexpended Personal Services and associated ERE. Agencies typically do not spend 100%
of Personal Services for a number of reasons. For example, employee turnover will normally result in positions being
vacant for some period of time. For FY 1997, the JLBC Staff has not made any vacancy savings adjustments, as the
complexity of the calculations and ability of large agencies to use vacancy savings to manipulate their budgets outweigh
the benefit. The JLBC Staff recommendation instead carries forward the already-reduced FY 1996 Personal Services
base for each agency. (The Executive continues to utilize a vacancy savings adjustment for their FY 1997 budget
calculation.)

The individual agency descriptions in the Analysis and Recommendations book provide further narrative detail on these
changes, which are explained in a section for each agency budget entitled, "FY 1997 — JLBC Staff Recommended
Changes from FY 1996." In addition, the book provides the line item detail of the JLBC Staff's recommendations for
individual agency budgets. The major technical issues with regard to each of these line items are described below.

FY 1996 Estimate - This dollar amount represents the FY 1996 appropriations from the General Appropriation Act as
well as appropriations from other legislation. We have adjusted the General Appropriation Act estimates for the
distribution of technical adjustments which were not allocated to individual agencies at the time of the bill's passage.

Full Time Equivalent (FTE) Positions - The number of FTE positions reflects both personnel funded from Personal
Services and from any special line items. The FY 1996 FTE position estimates also have been adjusted to include any
new staff funded through separate appropriation bills.

Standard Changes - Each individual agency recommendation starts with a "Standard Changes" section which lists
adjustments made to most budgets statewide. These include the following items, described below.

-vi-



— Annualization of January 1996 Pay Adjustment
This amount represents an increase in Personal Services and Employee Related Expenditures (ERE) in order to
annualize a 2% (average) merit salary increase and a $3.4 million Classification Maintenance Review adjustment
for selected job classifications, both enacted by the Legislature effective January 1, 1996. The change adds 6
months of funding for FY 1997 to the 6 months of funding in each agency's FY 1996 base. For biennial budgets,
the adjustments reflect a full 12 months of funding as their original FY 1997 appropriation included no pay
adjustments.

— ERE Rates :
This category represents the state cost of employee benefits. The dollar amount resulting from any FY 1997 rate
changes is listed in the Standard Changes section under "ERE Rates.” The ERE calculations have been based upon
the following assumptions. The Executive concurs with these assumptions unless otherwise noted.

Disability Insurance: 0.4% of Personal Services for non-State Retirement System employees. The cost of disability

insurance for State Retirement System employees is incorporated in the overall retirement contribution rate (See
Below).

Federal Insurance Contributions Act (FICA) - As required by federal law, a) Social Security taxes were applied at
a rate of 6.2% up to $62,100 of an employee's salary and b) Medicare taxes were applied at a rate of 1.45% on the
full level of an employee's salary.

Medical and Dental Insurance - Each individual agency budget includes funding for the employer share of health
insurance costs. With the exception of the Universities, the Arizona Department of Administration (ADOA)
subsequently transfers health insurance appropriations from the individual agencies to the Health Insurance Trust
Fund. The JLBC Staff recommendation is based upon each individual agency's actual average cost per employee
in FY 1996 for medical and dental insurance. This average cost was typically the same or slightly lower than the
FY 1996 budgeted amount.

Life Insurance - $11 per employee per year.

Personnel Division - 0.95% of Personal Services. The ADOA Human Resources Division budget is funded from
an assessment on the payroll of all state agencies. Laws 1991, Chapter 265, requires this pro rata share to increase
from 0.70% in FY 1992 in increments of 0.05% each year until reaching 1.0% in FY 1998.

Retirement - The rates as a percent of Personal Services are as follows for the different retirement systems:

Retirement System JLBC Rate
State Retirement 3.69
Correctional Officers - DOC 6.82
Correctional Officers - DJC 7.77
Elected Officials 3.07
Dept. of Public Safety 4.80*
NAU Police 235
U of A Police 3.03
ASU Police 7.68
Game and Fish 18.26
DEMA Firefighters 6.95
Attorney General Investigators 10.54
Capitol Police 7.80

*Plus 5% member contributions paid by employer
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Unemployment Insurance - 0.30% of Personal Services.
Workers' Compensation - The rates vary by individual agency.

— Risk Management

Individual agency budgets (Other Operating Expenditures) include the FY 1997 Risk Management rates billed by
the ADOA Risk Management Section. These rates are estimated to result in total revenues of $53.8 million, of
which $32.6 million is from the General Fund and $21.2 million is from Other Appropriated and Non-Appropriated
funds. The premium level of $53.8 million is based on an annual actuarial estimate conducted for the state. The
amount represents 2 $4.2 million increase from the prior year level. Individual agency Risk Management charges,
therefore, generally increase in each agency. Individual agency charges, however, also depend on the particular
actuarial experience of that agency.

— Rent
The JLBC Staff recommendation includes rent for all agencies occupying space in buildings located on the
Goverume_ntal Mall in Phoenix and in the 2 large state-owned buildings in Tucson. The funding will be transferred

ADOA Building Renewal, construction, and facilities management activities. In addition to providing a dedicated
source of revenue for costs associated with operating these buildings, charging agencies for their office space is
intended to increase legislative oversight of state-owned space by requiring them to be budgeted for this space prior
to absorbing added square footage. The JLBC Staff recommends the following rent items:

State-owned Space: In both General Fund and non-General Fund agencies, the JLBC Staff recommends charging
$12 per square foot for office space and $4.50 per square foot for storage space. The office space rate in FY 1996
was $11.50.

Lease-Purchase Buildings: Full funding is included in budgets for all agencies housed in buildings being acquired
by lease-purchase, including buildings acquired as part of the state's Distressed Property program.

ions and Maintenance (O&M) Charges: The JLRC Staff recommends funding an operations and maintenance
charge of $4.75 per square foot in each agency occupying an RTC/Distressed Property acquisition, the same level

contract.

— Elimination of One-time Equipment
This amount represents the elimination of any equipment funded in FY 1996 but not required for FY 1997. It
includes both Equipment (valued at $1,000 or more) and Non-Capital Equipment (valued at less than $1,000). The

addition of any new equipment appears as a separate policy issue.

— Inflation
The JLBC Staff recommends no adjustment for inflation other than for medical expenses in certain circumstances.
The Executive also recommends no inflation adjustment.

Other Non-Appropriated and Federal Funds - Each budget summary includes the level of non-appropriated and federal
funds available to the agency. The detail of these funds can be found in the Non-Appropriated Fund section of the
Analysis and Recommendation book. While the Executive does not include non-appropriated funds in their budget
recommendation, their “Total-All Sources” estimates in this book have been adjusted for comparability. In most
circumstances, the Executive numbers are based upon the agency request for non-appropriated funds.

JLBC Staff Recommended Format
The Analysis and Recommendation book includes the JLBC Staff's recommendation for individual agency budget
formats. Any changes from the prior year format are noted. The format governs how an agency's appropriation will
appear in the General Appropriation Act. The most common budget formats are as follows:

~ Lump Sum

-- Modified Lump Sum

- Detailed Line Item
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These formats can either be applied agencywide or to each particular budget program or fund source.

A less detailed format will provide an agency with more discretion in implementing the budget at the expense of
legislative oversight for that agency. Conversely, a more detailed format may require an agency to use formal processes
for redirecting appropriated funds to a purpose different from that originally intended by the Legislature.

For example: -

Lump Sum - The appropriation consists of a single dollar amount; thereby allowing the agency to shift funds among
line items and programs without further legislative review. In the General Appropriation Act, the agency's budget would
appear as follows: ’

Agency X i
FTE Positions 20
Lump Sum appropriation $100,000

Within this format, the subcommittee and the committee will need to determine whether special line items (funds
generally granted to entities or individuals outside of state government, or which merit special attention) will be included
in the Lump Sum or listed separately.

Modified Lump Sum - The appropriation consists of at least three lines, Personal Services, Employee Related
Expenditures and All Other Operating Expenditures. Any special line items would be listed separately. Under this
format, an agency must seek approval of the Joint Legislative Budget Committee before moving any funds into or out
of the Personal Services and ERE line items (A.R.S. § 35-173(c)). In the General Appropriation Act, the agency's budget
would appear as follows: -

Agency X
FTE Positions 20
Personal Services $ 60,000
Employee Related Expenditures 15,000
All Other Operating Expenditures 25.000
Total - Agency X $100,000

Detailed Line Item - The appropriation consists of each line item listed in the Analysis and Recommendations book,
including Professional and Outside Services, Travel, Other Operating Expenditures and Equipment. While the same
rules govern Personal Services/ERE transfers as noted in the Modified Lump Sum description, the detailed line item
appropriation requires the agency to seek ADOA approval before transferring monies between any other line items. This
format is used in circumstances when the Legislature has particular concern over an agency's operation. In the General
Appropriation Act, the agency's budget would appear as follows:

Agency X
FTE Positions 2.0
Personal Services $ 60,000
Employee Related Expenditures 15,000
Professional and Outside Services 3,000
Travel - In State 7,500
Travel - Out of State 2,500
Other Operating Expenditures 10,000
Equipment 2.000

Total - Agency X $100,000



JLBC Staff Recommended Footnotes

The Analysis and Recommendation book also includes the JLBC Staff's recommendation for footnotes. These narrative
statements in the General Appropriation Act establish conditions for expenditures, reporting requirements and legislative
intent. A footnote, however, cannot be used to modify an existing program's authorizing law,

We have classified footnotes into one of the following categories:

— Standard Footnotes (Footnotes that have appeared in at least 2 consecutive General Appropriation Acts)
-- Continuation of New FY 1996 Footnotes

— Modification of Prior Year Footnotes

— New Footnotes

~ Deletion of Prior Year Footnotes

If being revised or deleted, the footnote language is typically followed by an italicized explanation of the change.

Program Authorization Review
Required by Laws 1995, Chapter 283, a total of 25 state government programs were identified to undergo

Program Authorization Review (PAR). Ten programs were reviewed during 1995 (12 if the Department of

Health Services programs were counted separately) and 15 for review during 1996. The PAR’s began with an
initial agency self-assessment, Subsequently, the JLBC Staff and OSPB Jointly reviewed the 10 agencies’ programs.,
On November 1, 1995, JLBC Staff and OSPB jointly issued individual PAR reports for each of the programs. In addition
to the individual reports, the two offices prepared a composite PAR document, the Program Authorization Review
Executive Summaries, which provides for each program a summary of the joint JLBC Staff and OSPB findings. This
composite document has been distributed to each legislator, the Governor, and the affected agencies.

The remaining 15 of the 25 programs identified for PAR are currently undergoing PAR during this second year of the
4-year pilot. The 15 affected agencies are now conducting their self-assessment for their selected program. Since Laws
1995, Chapter 283 identified only 25 of the 75 programs to be reviewed during the 4-year pilot, legislation will need to

be introduced during the 1996 legislative session to specify the remaining 50 programs. Of the remaining 50 PARs,
a total of 30 will be conducted during 1997, with the remaining 20 being conducted during 1998.

As directed by Chapter 283, the JLBC Staff and OSPB recommend either to “Retain, Eliminate, or Modify” (R.EM.)
the program. The Staff recommendation is contained in each agency's narrative as is a discussion of the Executive

Other Issues for Legislative Consideration

Arizona Revised Statutes Section 41-1273(D) requires the Legislative Budget Analyst (JLBC) to ". . . prepare for
distribution an analysis of the Governor's budget as soon after the budget is presented to the Legislature as is possible.
The analysis, among other things, shall include recommendations of the budget analyst for revisions in expenditures.”

We have highlighted in our analysis the differences between the JLBC Staff and the Executive recommendation for each
agency. Any policy issues recommended by the Governor and not addressed under the "JLBC Staff Recommended
Changes from FY 1996" section are addressed under the heading "Other Issues for Legislative Consideration.”



Auditor General Performance Audit

The narrative section of the Analysis and Recommendations book also addresses recommendations from the Auditor
General's Performance Audits published in calendar 1995 which have a fiscal impact. The calendar year 1995 audits
addressed in the JLBC Staff recommendation include the following:

—  The Universities

—~ Department of Economic Security - Contracting

—  Department of Administration - Information Services Division
-~ Department of Education - Family Literacy Pilot

The narrative explains whether the Auditor General findings have been incorporated into the JLBC Staff
recommendation.
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Joint Legislative Budget Committee - Fiscal Year 1997 Budget - Analysis and Recommendations

DEPT:  Arizona Department of Administration JLBC: Lynne Smith/Phil Case House Sub: Wong
Agency Summary OSPB: Tom Betlach Scnate Sub:  Tumer
FY 1995 FY 1996 FY 1997
DESCRIPTION ACTUAL ESTIMATE REQUEST | OSPB JLBC

BY PROGRAM/ORGANIZATION
Administration 1,954,700 2,616,700 3,087,200 3,586,400 3,289,300
Finance 12,597,400 14,546,500 13,848,400 15,238,400 13,458,000
General Services 13,294,500 13,804,100 14,027,400 22,119,600 22,054,700
Information Services 14,970,300 15,482,900 15,694,400 28,486,200 29,403,800
Capitol Police 1,390,200 1,674,200 1,630,200 1,737,500 1,657,400
Risk Management 40,659,000 51,363,100 54,140,800 53,578,700 53,539,000
Workers' Compensation 15,793,200 19,886,000 20,839,200 20,059,800 20,059,300
Human Resources 5.534,600 6,105,700 7,672,800 6,111,100 6.849.100
AGENCY TOTAL 106,193,900 125,479,200 130.940,400 150,917,700 150,310,600
OPERATING BUDGET
Full Time Equivalent Positions 916.0 917.0 938.0 1,009.5 1,014.0
Personal Services 19,477,300 22,709,200 23,166,500 23,540,400 25,486,900
Employee Related Expenditures 4,778,700 5,524,200 6,202,100 5,490,200 5,908,700
All Other Operating Expenditures:

Professional and Outside Services 1,819,300 1,990,200 2,356,400 2,043,900 1,854,900

Travel - In State 156,100 176,500 182,200 188,000 196,700

Travel - Out of State 50,500 45,000 53,800 51,600 54,200

Other Operating Expenditures 8,997,500 5,314,800 5,934,500 5,542,400 15,274 300

Equipment 1,499,000 394,000 807.200 472,800 1,197,100
OPERATING SUBTOTAL 36,778,400 36,153,900 38,702,700 37,329,300 49,972,800
Special Line Items 69,415,500 89,325,300 92,237,700 113,588,400 100.337.800
AGENCY TOTAL 106,193,900 125,479,200 130,940.400 150,917,700 150,310,600
BY FUND SOURCE
General Fund 23,832,000 26,217,900 25,966,000 26,917,300 25,367,000
Other Appropriated Funds 82,361,900 99,261,300 104,974,400 124,000,400 124,943,600
Other Non-Appropriated Funds 222.995,700 246,399,700 254,978,500 230,823,900 230,823,900
TOTAL - ALL SOURCES 329,189,600 371,878,900 385918900 . 381,741,600 381,134,500

Agency Description — The department provides certain ce

accounting and financial services, personnel, building and grounds maintenance, purchasing, risk management, autom

technology planning and operation, and telecommunications.

ntralized general support services to state agencies, including
ated

Change in Funding Summary: FY 1996 to FY 1997 JLBC
Change % Change
General Fund $ (850,900) (B.2)%
Other Appropriated Funds 25,682,300 25.9%
Total Appropriated Funds $24,831,400 19.8%
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Joint Legislative Budget Committee - Fiscal Year 1997 Budget - Analysis and Recommendations

FY 1997 — JLBC Staff Recommended Changes Jfrom FY 1996

Standard Changes
— Annualization of January 1996 Pay Adjustment $ 180,700 OF
— ERE Rates (135,200) OF
— Risk Management (35,600) OF
— Rent 33,500 OF
— Elimination of One-time Equipment (28,600) OF
— Other (80,400) OF
AFIS T (350,000) OF
Equipment 44,100 OF
LAN Charges/Staffing Shift 589,500 OF
Child Development Center Rent 90,500 OF
Capitol Mall Security System
Employee Bus Subsidy

Move HRMS to Personnel Fund/Staffing Shift 1,449,200 OF
Appropriate Telecommunications Fund

Appropriate Motor Pool Fund

Risk Management Losses/Related Expenditures

Workers' Compensation Losses/Related Expenditures

Environmental Clean Up FTE Positions

Relocation

Insu;'ance Premium Tax

Personnel Classification Project

Insurance Premiums

* % %

JLBC Staff Recommended Format — Operating Lump Sum with Special Line Items by Fund

Program Authorization Review Recommendation —

$ 346,500 GF .
(92,400) GF
(32,900) GF
41,100 GF
(83,200) GF
(18,500) GF
350,000 GF
59,300 GF

1,000 GF
(86,700) GF
(97,000) GF

(179,000) GF

(1,059,100) GF
13,604,700 OF

8,258,500 OF

2,659,300 OF
556,000 OF
218,700 OF
30,000 OF
(88,200) OF

(426,900) OF

(887,500) OF

The JLBC and OSPB Staffs conducted a Program

Authorization Review of the Enterprise Network Services program during the last year. As a result of that review,

the JLBC Staff recommends modifying the program by a) making the non-appropriated Telecommunications

Revolving Fund subject to appropriation; b) realigning funding of the department’s Local Area Network (LAN)
positions; c) establishing a separate state agency responsible for information technology planning, coordinating and consulting;
and d) creating a combined legislative/executive/private sector information technology oversight committee,
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Joint Legislative Budget Committee - Fiscal Year 1997 Budget - Analysis and Recommendations

The PAR demonstrated a need for legislative review of the Arizona Department of Administration (ADOA) telecommunications
system. A lack of strategic planning by the department led to both a proliferation of non-capatible LANs and Wide Area
Networks (WANS) throughout state government and the initial financial failure of the ADOA WAN. In addition, the
department inappropriately relied upon the successful Voice Communicatons subprogram to subsidize the Data Communications
subprogram.

In accordance with the standard funding approach for ADOA services to agencies, the JLBC Staff recommends realigning
funding of the positions which provide Local Area Network services to the department as follows: transfer to the Automation
Revolving Fund (ARF) a) 6 FTE Positions and associated funding from the General Fund and b) 3 FTE Positions and
associated funding from Telecommunication Revolving Fund. The ARF expenditures will be reimbursed through charges to
the divisions within ADOA which use the LAN. The General Fund portion of ADOA’s charge has been added to the
recommendation for the Administration cost center. The Other Fund portion has been added to the General Services cost
center and absorbed within the existing budgets of other cost centers.

Please refer to “Other Issues for Legislative Consideration” in the Information Services cost center for a discussion of the
recommendation that legislation be introduced to create both a separate information technology (IT) agency and an IT oversight
committee. The JLBC Staff also recommended this change during the last legislative session. If this legislation is enacted, the
ADOA appropriation would be reduced by (10) FTE Positions and $(301,200) from the Automation Revolving Fund and by (3)
FTE Positions and $(273,400) from the General Fund. In addition, $(100,000) OF from ADOA s appropriation would be transferred
to the new agency for its first year of operation. .

The Executive concurs with appropriating the Telecommunications Fund, realigning the department’s LAN funding, and the need
for increased statewide planning. However, the Executive adds funding within ADOA for an expanded IT planning office. The
Executive also recommends that the statute establishing the Telecommunications Fund (ARS. § 41-802) be clarified to allow
funding of the department’s WAN.
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Joint Legislative Budget Committee - Fiscal Year 1997 Budget - Analysis and Recommendations

DEPT:  Arizona Department of Administration JLBC: Lynne Smith/Phil Case House Sub: Wong
PRIG  Administration OSPB: Tom Betlach Senate Sub:  Turner
FY 1995 FY 1996 FY 1997
DESCRIPTION ACTUAL ESTIMATE REQUEST I OSPB I JLBC
OPERATING BUDGET
Full Time Equivalent Positions 43.0 440 46.0 52.0 46.0
Personal Services 1,031,100 1,316,200 1,369,000 1,375,300 1,374,900
Employee Related Expenditures 239,600 295,000 338,700 288,800 288200
All Other Operating Expenditures:
Professional and Qutside Services 81,200 0 0 313,100 314,200
Travel - In State 700 2,500 2,600 2,600 2,600
Travel - Out of State 2,700 1,700 5,000 1,700 1,700
Other Operating Expenditures 342,100 597,400 608,200 568,700 568,700
Equipment 37,900 38,200 13,000 13,000 13,000
OPERATING SUBTOTAL 1,735,300 2,251,000 2,336,500 2,563,200 2,563,300
SPECIAL LINE ITEMS
Gov's Regulatory Review Council 214,100 338,700 370,700 366,200 366,000
Hearing Office 5,300 27,000 0 0 0
Employee Bus Subsidy 0 (] 380,000 360,000 360,000
AZ Office for ADA 0 0 0 297,000 0
PROGRAM TOTAL 1,954,700 2,616,700 3,087,200 3,586,400 3.289.300
BY FUND SOURCE
General Fund 1,954,700 2,462,100 2,936,600 3,433,900 3,136,800
Other Appropriated Funds 0 154,600 150,600 152,500 152,500
Other Non-Appropriated Funds 480,500 509,500 459,400 459.400 459,400
TOTAL - ALL SOURCES 2,435,200 3,126,200 3,546,600 4,045,800 3,748,700

Program Description — Administration includes the Director’s Office and the Management Services Division, which includes
internal department analysis, purchasing, accounting, and budgeting.

Change in Funding Summary: FY 1996 to FY 1997 JLBC
Change % Change

General Fund $674,700 27.4%
Other Appropriated Funds (2.100) (149%
Total Appropriated Funds $672,600 25.7%

FY 1997 — JLBC Staff Recommended Changes from FY 1996

Standard Changes

— Annualization of January 1996 Pay Adjustment $ 3,200 OF §$ 21,300 GF
— ERE Rates (700) OF (21,200) GF
— Risk Management 0- OF (32,900) GF
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Joint Legislative Budget Committee - Fiscal Year 1997 Budget - Analysis and Recommendations

— Elimination of One-time Equipment (4,600) OF (33,600) GF

Employee Bus Subsidy 360,000 GF
The recommended amount transfers this Special Line Item to the Administration cost center from the Finance cost center, with
a net reduction of $(179,000) to reflect actual bus usage. The Executive concurs.

LAN Charges 314,200 GF
The recommended amount includes an increase of $314,200 to fund the General Fund portion of the department’s local area
network (LAN). This increase is offset by a $(313,200) GF reduction in the Information Services Division. See the Program
Authorization Review section of the Arizona Department of Administration Summary for more information. The Executive
concurs.

Special Events Coordinator 80,200 GF
Includes an additional 2 FTE Positions and $80,200 to transfer the Special Events Coordinator function to the Administration
cost center from the General Services cost center, with no net change to the department’s General Fund appropriation. The
Executive concurs.

Governor’s Regulatory Review Council 22,500 GF
The recommended amount reflects an increase of $22,500 for maintenance contracts, phone lines, and operating supplies.. The
Executive concurs.

Equipment and Supplies 9,700 GF
The recommended amount includes a total of $13,000 for replacement of 3 personal computers, 1 FAX machine, and 1 printer.
The recommended amount also includes a decrease of $(3,300) for operating supplies. The Executive concurs.

Overtime (18,500) GF
The recommended amount includes a decrease of $(18,500) for overtime the department plans to eliminate. The Executive
concurs.

Hearing Office (27,000) GF
The recommended amount eliminates funding for this function, which has been transferred to the newly created Office of
Administrative Hearings. The Executive concurs.

* ¥ ¥

JLBC Staff Recommended Format — Operating Lump Sum by Fund

Standard Footnotes
— The $380,000 appropriated for the Employee Bus Subsidy shall be used only for a 50% subsidy of charges payable to
a regional transit authority for public transportation expenses of non-university state employees in a vehicle emissions
control area, as defined in A.R.S. § 49-541, of a county with a population of more than 1,500,000 persons according
to the most recent federal decennial census.

Other Issues for Legislative Consideration

— Americans With Disabilities Act
The Executive provides an increase of $297,000 and 6 FTE Positions to replace funding for the Arizona Office for
Americans with Disabilities. The office, which was created by Executive Order 93-12, centrally coordinates the
state’s compliance with the federal Americans with Disabilities Act. Currently, funding is provided by the Social
Services Block Grant through the Department of Economic Security. The JLBC Staff recommends continuation of
the current federal funding mechanism for this federal mandate.
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Joint Legislative Budget Committee - Fiscal Year 1997 Budget - Analysis and Recommendations

DEPT:  Arizona Department of Administration JLBC: Lynne Smith/Phil Case House Sub: Wong
PRIG:  Finance OSPB: Tom Betlach Senate Sub:  Turner
FY 1995 FY 1996 FY 1997
DESCRIPTION ACTUAL __ ESTIMATE | REQUEST |  OspB JLBC
OPERATING BUDGET
Full Time Equivalent Positions 110.2 1092 109.2 109.2 109.2
Personal Services 2,048,700 3,168,600 3,141,300 3,325,200 3,346,400
Employee Related Expenditures 513,100 746,600 827,700 750,800 748,900
All Other Operating Expenditures:
Professional and Outside Services 36,400 841,100 768,700 92,500 96,100
Travel - In State 1,400 5,800 5,800 5,800 5,800
Travel - Out of State 3,200 10,900 10,900 10,900 10,900
Other Operating Expenditures 440,500 490,300 490,300 490,300 490,300
Equipment 136,500 52,500 52,500 52.500 52,500
OPERATING SUBTOTAL 3,179,800 5315,800 5,297,200 4,728,000 4,750,900
SPECIAL LINE ITEMS
ENSCO copP 4,582,900 4,586,900 4,585,000 4,585,000 4,585,000
COSF Rent 903,100 946,400 829,500 863,500 987,500
GAAP 609,900 0 0 0 0
Lease-Purchase Rent 429,100 525,500 733,600 711,800 525,500
Tucson State Office Building 131,800 0 0 0 0
Capital Center Lease-Purchase 352,800 0 0 0 0
SLIAG 39,800 0 0 0 0
Cost Recovery/Cash Management 111,500 0 0 0 0
AFISIT 2,102,400 2,575,700 2,346,000 2,562,800 2,552,000
Employee Bus Subsidy 154,300 539,000 0 0 (]
Unoccupied Lease-Purchase 0 57,200 57,100 78,900 57,100
AZ State Automated Procurement 0 0 0 644,300 0
HRMS Programming & Support 0 0 0 1,064,100 0
PROGRAM TOTAL 12,597,400 14,546,500 13,848 400 15,238.400 13,458,000
BY FUND SOURCE
General Fund 12,247,400 14,139,300 13,441,300 14,174,300 13,400,900
Other Appropriated Funds 350,000 407,200 407,100 1,064,100 57,100
Other Non-Appropriated Funds 87,200 112,200 52,000 52,000 52,000
TOTAL - ALL SOURCES 12,684,600 14,658,700 13,900,400 15,290,400 13,510,000

Program Description — The Finance Division maintains the state’s financial records, provides accounting services to state
agencies, oversees state agency compliance with financial requirements and appropriation authority, and operates the State

Procurement Offfice.
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Joint Legislative Budget Committee - Fiscal Year 1997 Budget - Analysis and Recommendations

Change in Funding Summary: FY 1996 to FY 1997 JLBC
$ Change % Change
General Fund $(738,400) (5.2)%
Other Appropriated Funds (350,100) (86.0)%
Total Appropriated Funds $(1,088,500) (7.5)%

FY 1997 — JLBC Staff Recommended Changes from FY 1996

Standard Changes
— Annualization of January 1996 Pay Adjustment $ 165,400 GF
— ERE Rates (21,500) GF
— Rent 41,100 GF
— Other (1,800) GF
AFISII (350,000) OF 350,000 GF

The recommended amount reflects the replacement of the $350,000 Automation Revolving Fund (ARF) subsidy with General Fund
monies, as the General Fund is a more appropriate funding source. Elimination of the ARF subsidy will result in lower Data Center
rates. The Executive concurs with this change, but lists the Arizona State Automated Procurement (ASAP) component in a separate
Special Line Item and transfers $862,300 in programmer costs from the Information Services Division.

ENSCO COP (1,900) GF
Reflects an updated lease-purchase payment requirement. The Executive concurs.

Data Processing (58,100) GF
The recommended amount reflects full funding of the department’s data processing charges. The Executive concurs.

Employee Bus Subsidy (539,000) GF
The reduction reflects transfer of this Special Line Item to the Administration cost center. The Executive concurs.

HRMS (672,600) GF
The recommended amount reflects a reduction of $(672,600) to transfer the Data Center charge for HRMS computer run time to
the Personnel Fund in the Human Resources cost center. The Executive concurs but places the Personnel Fund monies in this cost
center.

Unoccupied Lease-Purchase ' (100) OF
This Special Line Item includes a total of $57,100 from the Capital Outlay Stabilization Fund (COSF) for the lease-purchase
payment on vacant space in the Tucson State Office Building, where the FY 1998 tenants have not yet been identified. The
Executive recommends $78,900 from the General Fund, resulting in a decrease of $(57,200) from COSF.

* ¥ %k
JLBC Staff Recommended Format — Operating Lump Sum by Fund with AFIS I and ENSCO COP Special Line Items.
JLBC Staff Recommended Footnotes
Standard Footnotes
— The department may collect an amount not to exceed $762.600 from other funding sources, excluding federal funds, to recover
pro rata costs of operating AFIS IL. All AFIS II operating costs below $3,314,600 shall be proportionately distributed among
all contributing funding sources, including the state General Fund.

— In accordance with AR.S. § 35-142.01, the Department of Economic Security shall remit to the Department of Administration
any monies received as reimbursement from the federal government or any other source for the operation of the DES West
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Building and any other building lease-purchased by the State of Arizona in which DES occupies space. The Department of
Administration shall deposit such monies to the state General Fund and, in cooperation with the Department of Economic
Security, shall submit an annual report to the Director of the Joint Legislative Budget Committee specifying these dollar
amounts.

Deletion of Prior Year Footnotes
— The JLBC Staff recommends deleting the one-time footnote concerning reporting on the Management Information System
function in AFIS II.

— The JLBC Staff recommends deleting the one-time footnote concerning reporting on the automated budgeting component study
for AFISII. ,

— The JLBC Staff recommends deleting the footnote requiring the department to report on all funds created or abolished during
the fiscal year, as similar language is included in the bill relating to the JLBC Staff November 1, 1995 recommendations on
fund elimination. '

Other Issues for Legislative Consideration

— Lease-Purchase Rent
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DEPT:  Arizona Department of Administration JLBC: Lynne Smith/Phil Case House Sub: Wong
PROG:  General Services OSPB: Tom Betlach Senate Sub: Turner
FY 1995 FY 1996 FY 1997
DESCRIPTION ACTUAL ESTIMATE REQUEST | OSPB ] JLBC
OPERATING BUDGET
Full Time Equivalent Positions 226.5 231.5 229.5 250.8 251.0
Personal Services 4,613,800 4,991,800 4,908,200 4,937,800 4,995,400
Employee Related Expenditures 1,251,500 1,347,600 1,463,100 1,296,500 1,296,700
All Other Operating Expenditﬁres:
Professional and Outside Services 164,500 18,100 28,100 87,500 82,900
Travel - In State 92,400 89,900 90,200 89,800 89,800
Travel - Out of State 700 1,000 2,800 1,000 1,000
Other Operating Expenditures 1,208,500 1,286,200 1,403,600 1,317,900 ‘ 1,206,200
Equipment 45300 54,500 86,400 86,300 79,200
OPERATING SUBTOTAL 7,376,700 7,789,100 7,982,400 7,816,800 7,751,200
SPECIAL LINE ITEMS
Relocation 84,500 30,000 60,000 60,000 60,000
Utilities 5,833,300 5,985,000 5,985,000 5,985,000 5,985,000
Motor Pool 0 0 0 8,257,800 8.258.500
PROGRAM TOTAL 13,294,500 13.804,100 14.027.400 22,119,600 22,054,700
BY FUND SOURCE
General Fund 6,059,700 6,193,700 6,194,700 6,087,300 6,034,200
Other Appropriated Funds 7,234,800 7,610,400 7,832,700 16,032,300 16,020,500
Other Non-Appropriated Funds 12,969,800 13,235,200 15,977,600 5,802,200 5.802,200
TOTAL - ALL SOURCES 26,264 300 27,039,300 30,005,000 27.921,800 27,856,900

Program Description — General Services is comprised of Tenant Services, Building and Planning Services, and Construction
Services. Tenant Services manages Arizona Department of Administration (ADOA) owned buildings in the Capitol Mall,
provides maintenance and janitorial services, and operates the state Motor Pool, surplus property yard, print shop, and
interagency mail service. Building and Planning Services and Construction Services plan and manage the design and
construction of state prisons and office buildings, review all state construction projects, inspect the condition of non-university
buildings at least once every 3 years, and develop an annual Capital Improvement Plan.

Change in Funding Summary: FY 1996 to FY 1997 JLBC
$ Change % Change
General Fund $ (159,500) (2.6)%
Other Appropriated Funds 151.600 2.0%
Total Appropriated Funds $ (7,900) 0.0%

Appropriate Motor Pool Fund:
Other Appropriated Funds $8,258,500 N/A
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FY 1997 — JLBC Staff Recommended Changes from FY 1996

Standard Changes
— Annualization of January 1996 Pay Adjustment $11,600 OF $59,800 GF
— ERE Rates (7,500) OF (38,300) GF
— Risk Management (2,500) OF 0- GF
— Elimination of One-time Equipment (14,600) OF (39,900) GF
— Reduction of Other Operating Expenditures -0- OF (13,800) GF
Child Development Center Rent (86,700) GF

The recommended amount includes a decrease of $(86,700) GF for rent on the Child Development Center. The cost for rent has
been shifted to the Personnel Fund. The Executive concurs with the funding shift but does not make the General Fund rent
reduction. (See write-up under Human Resources division.)

Special Events Coordinators (80,500) GF
Includes a decrease of (2) FTE Positions and $(80,500) GF to transfer the special events coordination function from the department's
General Services cost center to Administration. There is no net change to the department's funding or number of FTE Positions.
The Executive concurs.

Appropriate Motor Pool Fund 8,258,500 OF
Laws 1994, Chapter 366, requires the JLBC Staff to recommend the elimination of a minimum of 10% of all non-appropriated funds
and the conversion of at least 5% of the dallar value of all non-appropriated funds to appropriated status. As presented to the JLBC
in November, the JLBC Staff recommends converting the Motor Pool Fund from non-appropriated to appropriated status. The
conversion is recommended since monies in the fund are used for operating expenses and follow a predictable expenditure pattern.
Appropriating the fund will also improve legislative oversight as the state attempts to comply with the requirements of Laws 1994,
Chapter 353. This legislation requires 90% of each state Motor Pool fleet operating in Maricopa County to utilize alternative fuels
by December 31, 1997. In addition, appropriating the fund will allow the Legislature to oversee ADOA’s plans to pursue
competitive contracting. The recommended amount is equivalent to the agency’s expenditure plan for the Motor Pool, minus

Replacement Equipment 39,300 OF 39,900 GF
The General Fund amount would purchase 30 vacuum cleaners for $9,000, a trenching machine for $15,000, and 2 gasoline-
powered carts for $15,900. The Other Fund amount from the Capital Outlay Stabilization Fund (COSF) would purchase a high-
performance personal computer and a plotter for Computer Aided Design (CADD) purposes for $14,700, 1 computer server hard
drive for 86,700, 3 personal computers for $9,900, and 1 electrical-power quality analyzer for $8,000. The Executive recommends
$39,800 GF and $46,600 OF. The higher other fund recommendation includes 1 additional high-performance personal computer.

LAN Charges - 64,800 OF

Based on the findings of the Enterprise Network Services (ENS) Program Authorization Review (PAR) (see write-up under the
ADOA Summary),_the JLBC Staff recommends funding the cost of local area network (LAN) computer services provided by ENS.

Capital Center/Executive Tower Relocation 30,500 OF
The JLBC Staff recommends that ADOA move from its space on the second floor of the Capital Center to enable the Attorney
General’s office to occupy the space. The recommended amount would fund the higher rent which the department is expected to

Executive concurs.
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Utilities Special Line Item -0- OF
This Special Line Item funds utility charges, including electric, water, gas, and garbage disposal in state-owned buildings located
on the Governmental Mall and in Tucson. The line item is entirely funded through the Capital Outlay Stabilization Fund (COSF).
In FY 1994, the Special Line Item appropriation was reduced to reflect anticipated savings from an energy improvements program
funded by $4,500,000 from the Oil Overcharge Fund. The improvements included replacing light fixtures and heating/ventilation/ .
air conditioning equipment. Monies in the Oil Overcharge Fund were transferred from the federal government as a result of a
settlement with oil companies.

The energy improvements program proceeded slowly and the full savings were not forthcoming in FY 1994, requiring the JLBC
to approve a transfer of $150,800 to the Special Line Item. For FY 1995, the appropriation was not increased and the department
reverted $151,700. For FY 1996 and FY 1997, the JLBC Staff expects energy savings to hold the line on utility payments.
Although it is difficult to quantify savings from the energy improvements program, it is clear that they have been significant. Utility
expenditures have been held constant through FY 1995 and the first half of FY 1996, even as utility prices and building usage have
increased. The Executive concurs.

Of the $4,500,000 allocated for the energy improvements program, approximately $10,000 remains unexpended. The Department
of Commerce, which oversees the distribution of the Oil Overcharge monies, estimates that the annual utility cost savings will be
approximately $750,000, plus reduced maintenance costs. Under these assumptions, the program’s simple payback will occur over
6 years.

£x e
JLBC Staff Recommended Format — Operating Lump Sum by Fund with Utilities and Relocation Special Line Items
JLBC Staff Recommended Footnotes
Standard Footnotes
— Tt is the intent of the Legislature that the amount appropriated from the Corrections Fund be expended solely for the oversight
of construction projects benefiting the Department of Corrections or the Department of Juvenile Corrections.
Deletion of Prior Year Foomotes

— The JLBC Staff recommends deleting the one-time footnote concerning the JLBC review of new FTE Positions for
heating/ventilation/air conditioning maintenance and repair.
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DEPT:  Arizona Department of Administration JLBC: Lynne Smith/Phil Case House Sub: Wong
PRIG: __Information Services OSPB: Tom Betlach Senate Sub:  Tumer
FY 1995 FY 1996 FY 1997
DESCRIPTION ACTUAL ESTIMATE REQUEST I OSPB JLBC
OPERATING BUDGET
Full Time Equivalent Positions 194.3 192.3 186.3 251.5 2663
Personal Services 5,872,800 6,479,400 6,268,200 6,832,000 8,754,200
Employee Related Expenditures 1,313,200 1,452,700 1,558,100 1,469,500 1,909,600
All Other Operating Expenditures:
Professional and Outside Services 972,000 315,000 649,200 815,000 625,900
Travel - In State 10,500 11,400 11,400 15,900 21,800
Travel - Out of State 28,100 13,500 13,500 23,100 25,700
Other Operating Expenditures 5,665,000 1,502,000 1,485,100 1,671,500 11,512,800
Equipment 1,108,700 0 0 25,000 844,900
OPERATING SUBTOTAL 14,970,300 9,774,000 9,985,500 10,852,000 23,694,900
SPECIAL LINE ITEMS
Automation Equipment 0 2,335,500 2,335,500 2,335,500 2,335,500
Software and Licenses 0 2,226,300 2,226,300 2,226,300 2,226,300
Maintenance and Repair 0 1,147,100 1,147,100 1,147,100 1,147,100
Voice Network 0 0 0 10,247,500 0
Wide Area Network 0 0 0 1,677.800 0
PROGRAM TOTAL 14,970,300 15,482 900 15,694.400 28,486,200 29.403,800
—_—
BY FUND SOURCE
General Fund 2,180,000 1,748,600 1,763,200 1,484 300 1,137,700
Other Appropriated Funds 12,790,300 13,734,300 13,931,200 27,001,900 28,266,100
Other Non-Appropriated Funds 8,296,600 19,764.500 20.216.,700 6.237.500 6.237.500
TOTAL - ALL SOURCES 23,266,900 35,247,400 35,911,100 34,723,700 35,641,300

Program Description — The Information Services Division operates the Data Center, which provides centralized computer
services for approximately 70 state agencies. The division also provides automation planning for most state agencies; state

Change in Funding Summary: FY 1996 to FY 1997 JLBC
$ Change % Change
General Fund $(610,900) (34.9%
Other Appropriated Funds 930,300 _6.8%
Total Appropriated Funds $319,400 2.1%

Appropriate Telecommunications Fund:
Other Appropriated Funds $13,601,500 N/A
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FY 1997 — JLBC Staff Recommended Changes from FY 1996

Standard Changes
— Annualization of January 1996 Pay Adjustment $ 58,6600 OF § 15300 GF
— ERE Rates (35,000) OF (6,900) GF
— Risk Management (11,700) OF -0- GF
— Rent 13,700 OF -0-GF
Program Authorization Review - Appropriate Teleccommunications Fund 13,604,700 OF
The JLBC and OSPB Staffs conducted a Program Authorization Review of the Enterprise Network Services program
during the last year. As a result of that review, the JLBC Staff recommends modifying the program to make the non-

appropriated Telecommunications Revolving Fund subject to appropriation. The PAR demonstrated a need for legislative
review of the Telecommunications System. The Executive recommends appropriating $11,925,300 for the Telecommunicaitons
Fund through 2 Special Line Items: Voice Network and Wide Area Network. Please refer to the ADOA Summary for more
information. !

LAN Charges 524,700 OF  (313,200) GF
In accordance with the standard funding approach for the Arizona Department of Administration (ADOA) services to
agencies, the JLBC Staff recommends realigning funding of the positions which provide Local Area Network (LAN)
services to the department. The Executive concurs. Please refer to the ADOA Summary for more information.

HRMS 386,500 OF (386,500) GF
The recommended amount reflects transfer of the computer staffing costs associated with HRMS from the General Fund to the
Automation Revolving Fund. The ARF expenditures will be reimbursed through a Data Center services charge to the Human
Resources division. The Executive concurs, but shows the funding in the Finance division rather than the Human Resources
division.

Automation Equipment -0- OF
The recommended amount includes continuation of $1,709,800 OF for mainframe computer funding. The department’s current
lease on one of its mainframe computers will expire in September 1996, at which time the department will need to replace this
computing capacity. The Executive concurs.

The JLBC Staff recommends that these funds be appropriated in a separate bill, which would create both a new state agency
responsible for information technology (IT) and a combined legislative, executive, and private sector oversight committee. This
new structure would improve statewide coordination for nearly $200,000,000 spent annually by state government on IT. (For more
information, see below.)

% % ¥

JLBC Staff Recommended Format — Lump Sum by Fund
Other Issues for Legislative Consideration

— Improved Legislative Oversight of Automation Purchases
The JLBC Staff again recommends the introduction of legislation to create a separate state agency responsible for
statewide information technology planning, coordinating, and consulting. These functions would be removed from the
Arizona Department of Administration, which would retain responsibility for centralized Data Center and telephone
services to state agencies. The Staff also recommends creation of a combined legislative/executive/private sector
oversight committee. The Information Technology Oversight Committee would approve centralized information
technology standards and approve major information technology expenditures by individual agencies.

Currently, information technology management decisions in Arizona state government are made on an individual or
shared agency basis with insufficient communication with executive and legislative leadership. There is a lack of
effective coordination or central authority. The recommended changes are intended to improve oversight and statewide
coordination for nearly $200,000,000 spent annually on information technology for state government. Please refer to
the January 1995 JLBC Staff report on information technology for more information.
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In order to provide a central funding source for information technology planning, the JLBC Staff recommends that the
information technology legislation also amend AR.S. § 41-764 to decrease the maximum pro rata charge on Personal
Services (which is deposited to the Personnel Fund) from 1% to 0.85%. This charge is set in statute to increase by 0.05%
annually until a level of 1% is reached in FY 1998. The charge currently is set at 0.95% for FY 1997. With this change,
the Personnel Fund would drop to .80% for 6 months, then remain permanently at the 0.85% FY 1995 level (with annual .
revenues of approximately $7,200,000). This allows a surplus of approximately $350,000 over the JLBC Staff FY 1997
recommended appropriation from this fund. The new Information Technology (IT) agency would be funded with the
remaining 0.15% pro rata charge on Personal Services, which would be deposited to an IT planning fund starting January
1, 1997. An estimated $625,000 would be available in the IT Fund for FY 1997, with $1,250,000 available in FY 1998.
These amounts would be sufficient to fund the new agency from the IT Fund, after a one-time transfer of $100,000 OF
from the ADOA budget in FY 1997. This funding mechanism would result in reductions of $(273,400) GF and
$(301,200) OF from the JLBC Staff recommended appropriation for ADOA presented here. The dollar changes are not
included in the published recommendation because legislation would be required to separate the planning office from
ADOA and establish the new find.
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DEPT:  Arizona Department of Administration JLBC: Lynne Smith/Phil Case House Sub: Wong
PRIG:  Capitol Police OSPB: Tom Betlach Senate Sub:  Turner
FY 1995 FY 1996 FY 1997
DESCRIPTION ACTUAL ESTIMATE REQUEST I OSPB JLBC
OPERATING BUDGET
Full Time Equivalent Positions 50.0 49.0 49.0 49.0 49.0
Personal Services 925,500 1,028,700 965,100 1,091,700 1,101,900
Employee Related Expenditures 299,700 320,900 340,400 324,600 327,900
All Other Operating Expenditures:
Professional and Outside Services 13,900 9,900 9,900 9,900 9,900
Travel - In State 35,100 30,000 30,000 30,000 30,000
Travel - Out of State 2,100 0 0 0 0
Other Operating Expenditures 96,800 65,100 65,100 65,100 65,100
Equipment 17,100 219.600 219,700 216200 122,600
PROGRAM TOTAL 1,350,200 1.674.200 1,630,200 1,737,500 1.657.400
BY FUND SOURCE
General Fund 1,390,200 1,674.200 1,630,200 1,737,500 1,657,400
TOTAL - ALL SOURCES 1,390,200 1,674 200 1,630,200 1,737,500 1.657.400

Program Description — The Capitol Police department provides police officers and security aides for protection of the
Phoenix Capitol Mall and Tucson Office Complex areas.

Change in Funding Summary: FY 1996 to FY 1997 JLBC
$ Change % Change
General Fund $(16.800) (1.0Y%

FY 1997 — JLBC Staff Recommended Changes from FY 1996

Standard Changes

— Annualization of January 1996 Pay Adjustment

— ERE Rates
— Elimination of One-time Equipment

Replacement Equipment

$ 84,700 GF
(4,500) GF
(9,700) GF

9,700 GF

The recommended amount includes $9,700 for capital Equipment to phase-in replacement of office equipment in the Tucson and
Phoenix Capitol Police offices for the second year of a 3-year period. The Executive recommends $6,200 for this issue.

Capitol Mall Security System

(97,000) GF

The Legislature approved $210,000 in FY 1996 to repair, upgrade, and maintain the Capitol Mall and Tucson Office Complex
security systems. The recommended amount includes $1 13,000, a reduction of $(97,000), for these systems which provide fire,

access, and video monitoring to numerous buildings on the Cap
the Capitol Mall system are obsolete and prone to failure, requiring
otherwise electronically monitored areas. The amount would provi
monitor Capitol Mall buildings including the Executive
Senate. The Executive recommends a continuation of the

Phoenix system.

LR J

JLBC Staff Recommended Format — Operating Lump Sum by Fund
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DEPT:  Arizona Department of Administration JLBC: Lynne Smith/Phil Case House Sub: Wong
PROG: __ Risk Management OSPB: Tom Betlach Scnate Sub:  Tumer
FY 1995 FY 1996 FY 1997
DESCRIPTION ACTUAL ESTIMATE REQUEST l OSPB JLBC
OPERATING BUDGET
Full Time Equivalent Positions 152.0 152.0 158.0 157.0 156.0
Personal Services 1,412,500 1,726,200 1,974,200 1,913,800 1,875,700
Employee Related Expenditures 323,400 407,900 519,600 434,700 425,000
All Other Operating Expenditures:
Professional and Outside Services 240,200 264,500 263,900 263,900 263,900
Travel - In State 6,600 21,600 24,900 28,600 31,400
Travel - Out of State 3,000 12,400 9,400 9.400 9,400
Other Operating Expenditures 360,400 513,700 490,100 488,800 475,900
Equipment 57,600 19,800 39,400 56,700 70,000
OPERATING SUBTOTAL 2,403,700 2,966,100 3,321,500 3,195,900 3,151,300
SPECIAL LINE ITEMS
Liability and Property Losses 31,609,900 37,666,700 40,421,000 40,326,000 40,326,000
Attorney General Defense RM 4,707,000 4,981,800 5,330,300 4,988,800 4,993,700
Insurance Premiums 1,550,400 5,498,500 4,818,000 4,818,000 4,818,000
Loss Control Grants 388,000 250,000 250,000 250,000 250,000
PROGRAM TOTAL 40,659,000 51,363,100 54,140,800 53,578,700 53,539,000
BY FUND SOURCE
Other Appropriated Funds 40,659,000 51,363,100 54,140,800 53,578,700 53,539,000
TOTAL - ALL SOURCES 40,659,000 51,363,100 54,140,800 53,578,700 53.539,000

the state is self-insured, paying its own losses and liabilities.

Program Description — The Risk Management section acts as the state’s insurance agent, which includes making liability
payments and developing and administering loss control programs. With the exception of certain limited areas of coverage,

Change in Funding Summary: FY 1996 to FY 1997 JLBC
$ Change % Change
L__ Other Appropriated Funds $2.175,900 4.2%
FY 1997 — JLBC Staff Recommended Changes from FY 1996
Standard Changes
— Annualization of January 1996 Pay Adjustment
— ERE Rates
— Risk Management
— Rent
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Liability and Property Losses/Related Expenditures 2,659,30Q OF
Includes an increase of $2,659,300 to reflect the expected costs for self-insured Risk Management losses and for expenditures

related to settling these losses, based on an annual actuarial study conducted for the state. The Executive concurs.

Environmental Cleanup 218,700 OF.
The recommended amount includes an increase of 4 FTE Positions and $218,700 to hire project managers to oversee the clean up
of contaminated state-owned land, where mandated by law. The number of Risk Management claims for asbestos, hazardous waste,
and underground storage tank remediation has increased from 44 claims in FY 1991 to 91 claims (totaling $10,200,000) at the
beginning of FY 1996. The Executive concurs and recommends $213,200.

Equipment _ 4,800 OF
The recommended amount includes a total of $24,600 for replacement of computer equipment. The Executive concurs.

Actual Expenditures : (37,700) OF
Includes a decrease of $(37,700) to adjust operating expenditures to reflect the actual expenditures of the department. The Executive
CODCUTS.

Insurance Premiums (680,500) OF
Includes a decrease of $(680,500) for the cost of private insurance policies purchased for specific property and liability expenses
where the department deems it more cost effective to cede risk to an outside insurer. The reduced amount reflects the department’s
projection of lower private insurance costs and constitutes full funding of the FY 1997 requirement. The Executive concurs.

x %%

JLBC Staff Recommended Format — Lump Sum by Fund with a Special Line Item Lump Sum and with an Attorney General
Defense-Risk Management Special Line Item

JLBC Staff Recommended Footnotes

Deletion of Prior Year Footnotes
— The JLBC Staff recommends deleting the footnote on the Attorney General Pilot Program, which has now been completed.

— The JLBC Staff recommends deleting the footnote specifying the number of Special Line FTE Positions.
Other Issues for Legislative Consideration
— Administrative Investigations
The Executive recommends an additional 1 FTE Position and $45,700 to hire an investigator to assist agencies in non-

criminal investigations and loss prevention related to violations of state policies and procedures. In FY 1995, there were
159 employee-related claims totaling $4,800,000.
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DEPT:  Arizona Department of Administration JLBC: Lynne Smith/Phil Case House Sub: Wong
PRIG:  Workers’ Compensation OSPB: Tom Betlach Senate Sub:  Tumner
FY 1995 FY 1996 FY 1997
DESCRIPTION ACTUAL ESTIMATE REQUEST OSPB I JLBC
OPERATING BUDGET
Full Time Equivalent Positions 18.0 17.0 17.0 17.0 17.0
Personal Services 373,700 406,800 415,600 411,300 411,300
Employee Related Expenditures 93,400 106,100 110,900 97,400 97,200
All Other Operating Expenditures:
Professional and Outside Services 203,200 274,600 274,600 195,000 195,000
Travel - In State 100 3,900 3,900 3,900 3,900
Travel - Out of State 700 1,000 1,000 1,000 1,000
Other Operating Expenditures 93,900 128,600 121,900 122,600 122,600
Equipment 4,800 2,400 4,900 4,900 4,900
OPERATING SUBTOTAL 769,800 923,400 932,800 836,100 835,900
SPECIAL LINE ITEMS
Workers' Compensation Losses 14,057,700 17,652,000 18,891,000 18,208,000 18,208,000
Premium Tax 287,700 381,000 292,800 292,800 292,800
Insurance Premiums 294,100 500,000 293,000 293,000 293,000
University Student Health Work Program 116,400 159,500 159,500 159,500 159,500
Transfers Out: Loss Control Grants 150,000 150,000 150,000 150,000 150,000
Attorney General Defense-WC 117,500 120,100 120,100 120.400 120,100
PROGRAM TOTAL 15,793,200 19,886,000 20,839,200 20,059,800 20,059,300
BY FUND SOURCE
Other Appropriated Funds 15,793,200 19,886,000 20,839,200 20,059,800 20,059,300
TOTAL - ALL SOURCES 15,793,200 19,886,000 20,839,200 20,059,800 20,059,300

Compensation liabilities.

Program Description — The Workers ' Compensation section makes Workers’ Compensation payments to state employees and
Jormer employees who are injured in the course of performing state duties. Also, the section conducis workplace safety
seminars and provides loss control grants to prevent workplace injuries. The state is self-insured, paying its own Workers’

Change in Funding Summary:

Other Appropriated Funds

FY 1996 to FY 1997 JLBC
$ Change % Change
$173.300 0.9%

FY 1997 — JLBC Staff Recommended Changes from FY 1996

Standard Changes

— Annualization of January 1996 Pay Adjustment

— ERE Rates
— Risk Management
— Rent
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— Elimination of One-time Equipment (2,400) OF

Workers Compensation Losses/Related Expenditures 556,000 OF
Includes an increase of $556,000 to reflect expected costs for self-insured workers' compensation losses and for expenditures related
to settling those losses, based on an annual actuarial study conducted for the state. The Executive concurs.

Equipment and Supplies (1,800) OF
Includes a total of $4,900 for replacement of 2 computers and a decrease of $(6,700) for maintenance contracts and supplies no
longer needed by the department. The Executive concurs.

Professional and Outside Services (79,600) OF
The recommended amount includes the elimination of funding for one-time consultant costs. The Executive concurs.

Insurance Premium Taxes (88,200) OF
The reduced amount reflects full funding of the FY 1997 requirement. The Executive concurs.

Insurance Premiums (207,000) OF
The reduced amount reflects the department’s projection of lower private insurance costs and constitutes full funding of the FY 1997
requirement. The Executive concurs.

* Xk %

JLBC Staff Recommended Format — Lump Sum by Fund with a Special Line Item Lump Sum and with an Attorney General
Defense - Workers' Compensation Special Line Item

JLBC Staff Recommended Footnotes

Deletion of Prior Year Footnotes
— The JLBC Staff recommends deleting the footnote specifying the number of Special Line FTE Positions.
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DEPT:  Arizona Department of Administration JLBC: Lynne Smith/Phil Case House Sub: Wong
PRIG:  Human Resources OSPB: Tom Betlach Scnate Sub:  Tumer
FY 1995 FY 1996 FY 1997
DESCRIPTION ACTUAL ESTIMATE REQUEST ' OSPB I JLBC
OPERATING BUDGET
Full Time Equivalent Positions 122.0 122.0 143.0 123.0 119.5
Personal Services 3,199,200 3,591,500 4,124,900 3,653,300 3,627,100
Employee Related Expenditures 744,800 847,400 1,043,600 827,900 815200
All Other Operating Expenditures: :
Professional and Outside Services 107,900 267,000 362,000 267,000 267,000
Travel - In State 9,300 11,400 13,400 11,400 11,400
Travel - Out of State 10,000 4,500 11,200 4,500 4,500
Other Operating Expenditures 790,300 731,500 1,270,200 817,500 832,700
Equipment 91,100 7,000 391,300 18,200 10,000
OPERATING SUBTOTAL 4,952,600 5,460,300 7,216,600 5,599,800 5,567,900
SPECIAL LINE ITEMS
Special Recruitment 23,700 43,500 60,000 43,500 43,500
Personnel Automation Project 175,000 175,000 175,000 175,000 175,000
Classification Project 383,300 426,900 0 0 0
Facility Improvements 0 0 221,200 0 0
Resumix 0 0 0 292,800 0
Data Center Services 0 0 0 0 1,062,700
PROGRAM TOTAL 5,534,600 6,105,700 7,672,800 6,111,100 6,849,100
BY FUND SOURCE
Other Appropriated Funds 5,534,600 6,105,700 7,672,800 6,111,100 6,849,100
Other Non-Appropriated Funds 201,161,600 212,778,300 218.272,800 218272800 218,272,800
TOTAL - ALL SOURCES 206,696,200 218,884,000 225,945,600 224,383,900 225,121,900

Program Description — The Human Resources Division serves as the state personnel office, providing recruitment and
evaluation services, assisting state agencies with hiring and personnel issues, and administering the state’s health insurance
Pplans. The division is funded through a pro rata charge equal 10 0.95% of state agency payrolls. Under AR.S. §41-764, this
pro rata charge is scheduled to rise by 0.05% annually, until a level of 1% is reached in FY 1998,

Change in Funding Summary: FY 1996 to FY 1997 JLBC
$ Change % Change
L__Other Appropriated Funds $743.400 12.2%

FY 1997 — JLBC Staff Recommended Changes from FY 1996
Standard Changes

— Annualization of January 1996 Pay Adjustment $ 40,400 OF

— ERE Rates (37,000) OF

— Risk Management (9,000) OF
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— Rent 11,700 OF
— Elimination of One-time Equipment (7,000) OF
HRMS 1,062,700 OF

The recommended amount reflects an increase of $676,200 to transfer the Data Center charge for HRMS computer run time from
the Finance Division’s General Fund budget and $386,500 to transfer the associated Data Center staff charges from the Information
Services Division’s General Fund budget. The Executive concurs, but places the funding in the Finance Division’s budget.

Child Development Center 108,500 OF
The recommended amount includes an increase of $90,500 to replace General Fund rent for the Child Development Center with
Personnel Fund monies. The Human Resources Division has responsibility for the center, which is run by a private contractor.
Operating costs are funded through charges to parents. The General Fund reduction is made in the General Services cost center,
which previously provided rent funding. The recommended amount also includes an increase of $18,000 for repair and replacement
of equipment for the center. The Executive concurs with the additions, but does not make the General Fund rent reduction.

Classification Project (426,900) OF
This Special Line Item funded a project to develop a new job classification system for possible implementation statewide. The
department and contractor will develop implementation and funding options and present the results of the project to the Legislature
this session, prior to adoption of a new job classification system. The recommended amount eliminates funding and (2.5) FTE
Positions, as the project will be completed in FY 1996. The Executive concurs.

k%%

JLBC Staff Recommended Format — Lump Sum by Fund
JLBC Staff Recommended Footnotes

Deletion of Prior Year Footnotes
— The JLBC Staff recommends deleting the footnote on the Classification Project, as the project ends in FY 1996.

Other Issues for Legislative Consideration

— Turnover Analyst
The Executive adds 1 FTE Position and $36,100 to analyze state employee turnover trends in order to discern the
underlying causes and recommend alternatives. The JLBC Staff does not recommend the addition of this position
because turnover analysis is a core function of the department, which should be handled by the existing staff.

— Resumix
The Executive recommends 1) an increase of $292,800 in a new Special Line Item to complete the Resumix automnated
hiring system and 2) use of the $175,000 Personnel Automation Project Special Line Item for upgrades to the division’s
LAN equipment and software. The JLBC Staff recommends that the division instead continue to use the Personnel
Automation Project Special Line Item for completion of the Resumix system.

DOA-21






Joint Legislative Budget Committee - Fiscal Year 1997 Budget - Analysis and Recommendations

DEPT:  Arizona Health Care Cost Containment System JLBC: Michael Bradley/Jeffrey House Sub: Weiers
Agency Summary Schmied OSPB: Shelli Silver Senate Sub:  Huppenthal
FY 1995 FY 1996 FY 1997
DESCRIPTION ACTUAL ESTIMATE REQUEST OSPB JLBC
BY PROGRAM/ORGANIZATION
Administration 55,778,200 63,707,200 63,810,500 59,165,500 64,968,400
DES-AHCCCS 35,579,100 38,708,400 38,122,500 37,923,400 37,385,100
DHS-AHCCCS 15,605,300 16,618,900 17,441,800 16,444,600 16,446,500
Long-Term Care 334,021,900 372,482,400 418,975,900 . 418,023,400 414,506,800
Acute Care 1,175,354,600  1,248,987,200 1,297,757,600  1,278,120,800 1,296,089.000
AGENCY TOTAL 1,616,339,100  1,740,504,100  1,836,108.300  1,809,677,700  1,829,395,800
OPERATING BUDGET
Full Time Equivalent Positions 2,181.2 2,197.4 2,195.7 2,195.7 2.209.7
Personal Services 46,498,500 49,880,400 50,441,400 49,445,700 50,892,200
Employee Related Expenditures 11,233,700 12,498,400 13,931,500 12,508,000 12,494,100
All Other Operating Expenditures:
Professional and Outside Services 6,472,300 9,508,500 9,198,600 9,508,500 9,508,500
Travel - In State 686,300 731,800 733,600 733,600 737,000
Travel - Out of State 48,400 717,600 83,100 73,300 79,400
Other Operating Expenditures 16,603,900 18,217,000 19,085,200 19,090,000 18,533,900
Equipment 2,752,200 1,671,500 1,757,500 1,081,800 1,755,500
OPERATING SUBTOTAL 84,295,300 92,585,200 95,230,900 92,440,900 94,000,600
Special Line Items 1,532,043,800  1,647,918,900  1,740,877,400  1,717,236,800  1,735,395,200
AGENCY TOTAL 1,616,339,100  1,740,504,100 1,836,108,300  1,809,677,700  1,829,395,800
BY FUND SOURCE
General Fund 451,182,200 479,355,000 479,346,700 475,896,500 480,188,800
Federal Funds 976,684,000  1,063,280,600  1,122,534,900  1,090,658,700  1,119,096,500
County Funds 186,272,900 192,868,500 216,542,400 212,189,400 208,566,500
Third Party Collections 2,200,000 5,000,000 5,000,000 5,000,000 5,000,000
Tobacco Tax Funds 0 0 12,684,300 25,933,100 16,544,000
TOTAL - ALL SOURCES 1,616,339,100  1,740,504,100  1,836,108,300  1,809,677,700 1,829,395,800

Agency Description — The Arizona Health Care Cost Containment System, or AHCCCS, is Arizona's alternative to a

traditional fee-for-service Medicaid system.
in which contracted providers receive a predetermined monthly
members. AHCCCS members gain eligibility through a variety
programs is often tied to the applicant also being
Dependent Children. Low-income pregnant women a

category. Other individuals not meeting

Started in 1982, AHCCCS operates on a health maintenance organization model
capitation payment for the medical services cost of enrolled
of federal and state programs. Eligibility based on federal
eligible for a cas.
nd children can qualify under a federal "medical assistance only"
federal eligibility requirements but either indigent or having catastrophic medical

h assistance program, such as Aid to Families with

expenses may qualify for state-supported assistance in the Medically Needy/Medically Indigent (MN/MI) program. In addition

{0 an acute medical services program, AHCCCS also operates the Arizona Long-
provides long-term nursing care in nursing facilities or home and community-based settings.

Term Care System, a Medicaid program that
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Change in Funding Summary: EY 1996 to FY 1997 JL.BC
$ Change % Change
General Fund $ 833,800 0.2%
Other Funds 88.057.900 7.0%
Total Funds $88,891,700 5.1%

The JLBC Staff Recommendation and the Executive Recommendation are based on current law and do not reflect any changes
which may occur as a result of federal budget decisions. The JLBC Staff recommendation includes Jorecasted numbers based
upon actual client counts and expenditures through the end of November 1995, while due to their differing schedule, the
Executive numbers are based on actuals through October 1995. The JLBC Staff will be providing a revised forecast to the
Legislature prior to adoption of the AHCCCS budget for FY 1997 in order to provide the most up-to-date information. If
Medigrant, or any other significant changes, are passed through Congress and signed by the President, the JLBC Staff will
provide supplemental information for the Legislature’s consideration.

FY 1997 — JLBC Staff Recommended Changes from FY 1996

Standard Changes
— Annualization of January 1996 Pay Adjustment $ 567,300 TF $ 235,200 GF
— ERE Rates (203,400) TF (70,300) GF
— Risk Management 252,300 TF 118,600 GF
— Elimination of One-time Equipment (1,671,500) TF (530,200) GF
ADMINISTRATION
New ALTCS Eligibility Workers (20 FTE Positions) 870,600 TF 348,200 GF
New Equipment 1,500,000 TF 507,500 GF
DES-AHCCCS
MEDICS Development Phase Reduction (1,469,600) TF (787,800) GF
MEDICS Support Positions 100,400 TF 50,300 GF
DHS-AHCCCS
DHS PASARR Reduction (180,600) TF (44,300) GF
LONG-TERM CARE
Population Growth and Inflation 42,142,900 TF 15,738,500 CF
Enforceable Copay on Long-Term Care Visits (118,500) TF (40,500) CF
ACUTE CARE
FY 1996 Estimated Acute Care Surplus (42,116,200) TF  (22,686,300) GF
Demographic Changes 44,800,000 TF 7,807,300 GF
Medical Inflation and Capitation Rate Increases 43,332,600 TF 17,009,300 GF
Discontinue $10,000,000 Discount on State-Only Hospital Bills 10,000,000 TF -0- GF
Maintain County Acute Contribution at a Fixed Amount -0- TF -0- GF
Resume Phase-Down of Quick Pay Discount on Categorical Bills 12,609,600 TF -0- GF
Change in the Federal Medical Assistance Percentage -0- TF -0- GF
Disproportionate Share Payments (Preliminary Estimate) -0- TF 1,471,700 GF
Medicare Premiums 2,587,200 TF 898,300 GF
Qualified Medicare Beneficiaries 1,192,500 TF 416,000 GF
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Behavioral Health Title XIX Federal Matching Funds (19,500,000) TF

One-Time Additional Appropriation (2,500,000) TF

Inclusion of Gaming Revenues in Eligibility Determination (200,000) TF

Enforceable Copay on Acute Care and Emergency Visits (3,103,900) TF
* %k %

JLBC Staff Recommended Format — Operating Lump Sum with Special Line Items by Program

-0- GF
(2,500,000) GF
(70,000) GF
(1,339,700) GF
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DEPT:  Arizona Health Care Cost Containment System JLBC: Michael Bradley/Jeffrey House Sub: Weiers
PROG:  Administration Schmied OSPB: Shelli Silver Senate Sub:  Huppenthal
FY 1995 FY 1996 FY 1997

DESCRIPTION ACTUAL ESTIMATE REQUEST ' OSPB JLBC
OPERATING BUDGET
Full Time Equivalent Positions 1,061.7 1,091.2 1,091.2 1,091.2 1,111.2
Personal Services 25,558,600 27,027,700 27,348,100 26,358,200 27,739,600
Employee Related Expenditures 5,913,200 6,250,400 7,619,200 6,397,700 6,398,800
All Other Operating Expenditures:
Professional and Outside Services 6,174,400 9,416,300 9,106,400 9,416,300 9,416,300
Travel - In State 180,800 195,200 195,200 195,200 199,800
Travel - Out of State 41,000 75,400 75,400 65,500 75,400
Other Operating Expenditures 10,241,800 10,632,200 10,925,400 10,925,400 10,943,100
Equipment 2,244,300 1,671,500 1,757,500 1,081,800 1,755,500
OPERATING SUBTOTAL 50,354,100 55,268,700 57,027,200 54,440,100 56,528,500
SPECIAL LINE ITEMS
DOA Data Center 5,273,200 8,247,100 6,591,900 4,540,000 8,247,100
Indian Advisory Council 150,900 191,400 191,400 185,400 192,800
PROGRAM TOTAL 55,778,200 63,707,200 63,810,500 59,165,500 64,968,400
BY FUND SOURCE
General Fund 26,426,200 28,501,300 28,872,400 27,626,400 29,091,000
Federal Funds 29,352,000 35,205,900 34,938,100 31,539,100 35,877,400
TOTAL - ALL SOURCES 55,778,200 63,707,200 63,810,500 59,165,500 64,968,400

Program Description — The AHCCCS Administration manages Arizona's Medicaid Demonstration Project, a medical services
delivery system built on the health maintenance organization model. The Administration contracts with providers, or health
plans, who agree to accept a predetermined monthly payment for the cost of providing medical care to enrolled members.
Administration responsibilities related to health plan contracting include rate negotiations, health plan auditing and financial
oversight, and assisting with the formulation of new health plans. The Administration also manages a fee-for-service payment
system that covers medical bills incurred by AHCCCS members prior to enrollment in a health plan or bills incurred by persons
not eligible for health plan enroliment. Other major Administration responsibilities include the development and maintenance
of the management information system, adjudicating provider or eligibility grievances, policy development and research, and
agency finance and accounting. Additionally, the Administration performs eligibility determinations for the Arizona Long-Term
Care System and for SSI Pickle Eligibility. Eligibility for the Acute Care program is conducted by the Department of Economic

Security, counties, and the federal Social Security Administration,

Change in Funding Summary: FY 1996 to FY 1997 JLBC
$ Change % Change

General Fund $ 589,700 2.1%

Other Funds 671.500 1.9%

Total Funds $1,261,200 2.0%
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FY 1997 — JLBC Staff Recommended Changes from FY 1996

Standard Changes
— Annualization of January 1996 Pay Adjustment $ 309,800 TF $ 145,600 GF
— Risk Management 252,300 TF 118,600 GF -
— Elimination of One-time Equipment (1,671,500) TF (530,200) GF
New Equipment 1,500,000 TF 507,500 GF

Includes funding for upgrade and replacement of computers, peripherals, telephones, copiers, automobiles and other capital
replacement equipment. The Executive recommends $530,200 GF, $1,081,800 TF for equipment. The JLBC Staff TF amount
is significantly higher due to the enhanced matching percentage for Title 19 computer system maintenance.

ALTCS Eligibility Workers 870,600 TF 348,200 GF
The JLBC Staff recommends an additional 20 FTE Positions (8 FTE Positions are General Fund) to perform financial and medical
eligibility determinations for the Arizona Long-Term Care System (ALTCS). The ALTCS program is projected to continue to have
client growth rates of around 9% to 10% per annum. To manage this increase in population without increasing the error rate or
reducing eligibility screening standards, and also increasing the cost of the ALTCS program, sufficient eligibility workers must
be added. The Executive does not recommend any additional eligibility positions to cover expected caseload growth. AHCCCS
estimates that failure to fund these positions would result in an increase in ALTCS costs of approximately $4.5 million due to
higher percentages of applicants qualifying for services due to reduced ability to insure all eligibility standards are met.

LI

JLBC Staff Recommended Format — Operating Lump Sum with Special Line Items by Program
JLBC Staff Recommended Footnotes

Standard Footnotes
— Itis the intent of the Legislature that the appropriation for the Department of Administration Data Center charges be used only
for the payment of charges incurred by the administration for the usage of computing services provided by the Department
of Administration Data Center.

— Of the $64,968,400 expenditure authority for Administration, $29,091,000 is appropriated from the General Fund.
Other Issues for Legislative Consideration

— Department of Administration (DOA) Data Center Charges

The Executive recommends a reduction of $1,557,000 GF, $3,707,100 TF to the DOA Data Center Special Line Item. This
would leave $4,540,000 TF for computer services costs, compared with the JLBC Staff recommendation of $8,247,100 TF,
which is unchanged from the FY 1996 appropriation. AHCCCS is the largest customer of the DOA Data Center, and has
expended between $6,273,233 to $7,725,366 each year between FY 1991 and FY 1995. The appropriation for the current
year is $8,247,100 based on expected increases in both cost and utilization. While actual expenses may end up being lower
than this amount, it is very unlikely to be lower by a magnitude of nearly $4 million. It is also to be expected that with the
new Transitional Medical Assistance program, Family Planning Services program, and continuing ALTCS growth, utilization
will increase rather than drop in FY 1997. As the major customer of the DOA Data Center, a significant reduction in the
funding of computer costs may jeopardize the ability of the DOA Data Center to maintain operations. For these reasons, the
JLBC Staff does not recommend this issue.

— Administration Funding Proportion Adjustment
The Executive recommends an increase of $761,000 GF and lowers federal funds substantially in order adjust the state match
percentage from the current appropriation level of 45% to 47% to reflect shifts in costs between federal and state-only
programs. AHCCCS has transferred funds in some years in order to have sufficient state matching funds to draw down federal
funds for administration. The JLBC Staff recommendation also addresses this issue, but not as a separate increase. The JLBC
Staff has used the department’s expenditure plan in formulating the FY 1997 recommendation which solves the funding mix

AHC-5
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issue. The Executive used the original expenditure plan upon which the appropriation for FY 1996 was based, however, under
the lump sum appropriation format adopted for AHCCCS they have the flexibility to make this type of adjustment.
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DEPT:  Arizona Health Care Cost Containment System JLBC: Michael Bradley/Jeffrey House Sub: Weiers
PROG: DES - AHCCCS Schmied OSPB: Shelli Silver Senate Sub:  Huppenthal
FY 1995 FY 1996 FY 1997

DESCRIPTION ACTUAL ESTIMATE REQUEST OSPB JLBC
OPERATING BUDGET
Full Time Equivalent Positions 1,094.5 1,079.5 1,079.5 1,079.5 1,073.5
Personal Services 20,712,600 22,252,200 22,490,000 22,486,800 22,546,500
Employee Related Expenditures 5,266,700 6,096,600 6,160,200 5,957,200 5,941,300
All Other Operating Expenditures:
Professional and Outside Services 292,600 63,300 63,300 63,300 63,300
Travel - In State 492,200 514,300 516,100 516,100 514,900
Travel - Out of State 4,900 2,200 7,700 7,800 4,000
Other Operating Expenditures 6,044,600 7,534,400 8,109,400 8,114,000 7,540,400
Equipment 504,400 0 0 0 0
OPERATING SUBTOTAL 33,318,000 36,463,000 37,346,700 37,145,200 36,610,400
SPECIAL LINE ITEMS
DES DDSA 130,400 201,000 201,000 200,800 201,800
DES PASARR 31,300 205,400 205,400 201,400 203,500
MEDICS 2,099,400 1,839,000 369.400 376,000 369.400
PROGRAM TOTAL 35,579,100 38,708,400 38,122,500 37,923,400 37,385,100
BY FUND SOURCE
General Fund 18,801,100 19,464,300 19,127,500 19,023,300 18,743,200
Federal Funds 16,778,000 19,244,100 18,995,000 18,900,100 18,641,900
TOTAL - ALL SOURCES 35,579,100 38,708,400 38,122,500 37,923,400 37,385,100

Program Description — The appropriation for DES - AHCCCS represents an allocation of costs incurred by the Department
of Economic Security (DES) in its role of performing eligibility determinations for the AHCCCS program. DES staff, in
addition to conducting eligibility determinations for cash assistance programs such as Aid to F amilies with Dependent Children
(AFDC), also evaluate applications for AHCCCS eligibility. In general, persons eligible for AFDC are also eligible for

AHCCCS. DES eligibility staff also take applications for "medical assistance only™ (MAQ) in the federal SOBRA program for
pregnant women and children.

Change in Funding Summary: FY 1996 to FY 1997 JLBC
$ Change % Change
General Fund $ (721,100) (3.7%
Other Funds __(602.200) (3.1)Y%
Total Funds $(1,323,300) (3.4)%
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FY 1997 — JLBC Staff Recommended Changes from FY 1996

Standard Changes
— Annualization of January 1996 Pay Adjustment $ 251,200 TF $ 87,400 GF
— ERE Rates (205,300) TF (71,000) GF -
Medicaid Eligibility Determination and Information Control System (MEDICS) (1,469,600) TF (787,800) GF

MEDICS is an automated medical assistance eligibility system for determining AHCCCS eligibility in the federal SOBRA program
for pregnant women and children and other Medical Assistance Only (MAO) programs. The Department of Economic Security
(DES) began conversion to the MEDICS system in FY 1993, in what was envisioned as a 30-month project. The reduction reflects
the elimination of $585,900 TF for the annualization of positions eliminated last fiscal year, and the elimination of funding for
9 additional FTE Positions and $883,700 TF to reflect completion of the project. The Executive recommended only the reduction
of $585,900 TF and transferred the remainder of funding to the operating budget where they will be part of the permanent base.

The Special Line Item appropriation remains at $369,400 TF for lease-purchase costs associated with the new system hardware.
Lease-purchase costs are expected to be $360,800 TF in FY 1998, $69,000 TF in FY 1999, $7,900 TF in FY 2000. Afier FY 2000
no more costs are anticipated.

MEDICS Support Positions 100,400 TF 50,300 GF

of the MEDICS system. The positions include a Management Analyst I FTE Position for user support and help desk activities,
a Management Analyst II for program analysis, and a Program and Projects Specialist to prepare user documentation and act as
a liaison to AHCCCS. The Executive recommended moving all 9 FTE Positions and $883,700 TF to the operating budget as
requested by the agency.

* % &
JLBC Staff Recommended Format — Operating Lump Sum with Special Line Items by Program
JLBC Staff Recommended Footnotes

Standard Footnotes
— Of the $37,385,100 expenditure authority for DES - AHCCCS, $18,743,200 is appropriated from the state General Fund.

— The amounts appropriated shall be used for intergovernmental agreements with the Department of Economic Security for the
purpose of eligibility determination and other functions as set forth above. The General Fund share may be used for eligibility
determination for other programs administered by the Division of Benefits and Medical Eligibility, based upon the results
of the Arizona random moment sampling survey.
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DEPT: Arizona Health Care Cost Containment System JLBC: Michael Bradley/Jefirey House Sub: Weiers
PROG: DHS - AHCCCS Schmied OSPB: Shelli Silver Senate Sub: Huppenthal
FY 1995 FY 1996 . FY 1997

DESCRIPTION ACTUAL ESTIMATE REQUEST | OSPB l JLBC
OPERATING BUDGET
Full Time Equivalent Positions 25.0 26.7 25.0 25.0 25.0
Personal Services 221,300 600,500 603,300 600,700 606,100
Employee Related Expenditures 53,800 151,400 152,100 153,100 154,000
All Other Operating Expenditures: .
Professional and Outside Services 5,300 28,900 28,900 28,900 28,900
Travel - In State 13,300 22,300 22,300 22,300 22,300
Travel - Out of State 2,500 0 0 0 0
Other Operating Expenditures 317,500 50,400 50,400 50,600 50,400
Equipment 3,500 0 0 0 0
OPERATING SUBTOTAL 623,200 853,500 857,000 855,600 861,700
SPECIAL LINE ITEMS
Children's Rehabilitative Services 14,750,800 15,000,000 16,000,000 15,000,000 15,000,000
DHS PASARR 115,100 391,200 210,600 214,800 210,600
Indirect Cost-Licensure 116,200 374,200 374,200 374,200 374,200
PROGRAM TOTAL 15,605,300 16,618,900 17,441,800 16,444,600 16,446,500
BY FUND SOURCE
General Fund 425,700 688,700 646,100 646,400 647,300
Federal Funds 15,179,600 15,930,200 16,795,700 15,798,200 15,799,200
TOTAL - ALL SOURCES 15,605,300 16,618,900 17,441,800 16,444,600 16,446,500

Program Description — The appropriation for DHS - AHCCCS represents an allocation of costs incurred by the Department
of Health Services (DHS) in its role of performing licensing and inspections of Title XIX-certified nursing care facilities. This
function is a federal Medicaid requirement and is conducted in accordance with an intergovernmental agreement between
AHCCCS and DHS.

Change in Funding Summary: FY 1996 to FY 1997 JI.BC
$ Change % Change
General Fund $ (41,400) (6.00%
Other Funds {131.000) (0.8)%
Total Funds $(172,400) (1.0)%
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FY 1997 — JLBC Staff Recommended Changes from FY 1996

Standard Changes
— Annualization of January 1996 Pay Adjustment $ 6300 TF $2200 GF
— ERE Rates 1,900 TF 700 GF
DHS PASARR Reduction $(180,600) TF $(44,300) GF

The JLBC Staff recommends a reduction of 1.7 FTE Positions and $180,600 TF, 0.4 FTE Positions and $44,300 GF from the DHS-
PASARR Special Line Item due to reduced need for these program expenditures. The Department of Health Services (DHS) has
not utilized this funding in the past few years and this reduction realigns the appropriated amount with actual needs. The reduction
in this line item should not effect the overall level of activity currently performed. The Executive concurs.

k% %
JLBC Staff Recommended Format — Operating Lump Sum with Special Line Items by Program
JLBC Staff Recommended Footnotes

Standard Footnotes
— Of the $16,446,500 expenditure authority for DHS - AHCCCS, $647,300 is appropriated from the State General Fund.

— The amounts appropriated shall be used for intergovernmental agreements with the Department of Health Services for the
purpose of Medicaid-related licensure, certification and registration, and other functions as set forth above.
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DEPT:  Arizona Health Care Cost Containment System JLBC: Michael Bradley/Jeffrey House Sub: Weiers
PROG: _ Long-Term Care Schmied OSPB: Shelli Silver Senate Sub: Huppenthal
FY 1995 FY 1996 FY 1997

DESCRIPTION ACTUAL ESTIMATE REQUEST I OSPB JLBC
Full Time Equivalent Positions 0.0 0.0 0.0 0.0 0.0
SPECIAL LINE ITEMS
ALTCS Lump Sum Appropriation 333,812,200 372,272,700 418,755,700 417,813,700 414,297,100
Board of Nursing 209,700 209,700 220,200 209,700 209,700
PROGRAM TOTAL 334,021,900 372,482,400 418,975,900 418,023,400 414,506,800
BY FUND SOURCE
General Fund 0 0 0 0 0
Federal Funds 221,848,400 246,303,400 276,316,100 274,247,800 272,629,800
County Funds 112,173,500 126,179,000 142,659,800 143,775,600 141,877,000
TOTAL - ALL SOURCES 334,021,900 372,482,400 418,975,900 418,023,400 414,506,800

Program Description — The Arizona Long-Term Care System (ALTCS) was established in 1989 to provide federal Medicaid
long-term care services to persons meeting federally prescribed income and resources standards and at risk of being
institutionalized ALTCS program costs are funded entirely with county and,  federal dollars, while the non-federal share of the
administrative cost of ALTCS is borne by the state. The AHCCCS Administration conducts ALTCS eligibility determination
and is also responsible for contracting with providers. As in the Acute Care program, providers receive a monthly capitation
payment that covers the full range of ALTCS services, including acute medical services.

Change in Funding Summary: FY 1996 to FY 1997 JLBC
3 Change % Change

County Funds (CF) $15,698,000 12.4%

Federal Funds (FF) $26.326.400 10.7%

Total Funds $42,024,400 11.3%

FY 1997 — JLBC Staff Recommended Changes from FY 1996

ALTCS Lump Sum Appropriation $42,142,900 TF  $15,738,500 CF
The JLBC Staff recommendation is based on 14,684 average annual member years and 9% population growth over the staff's
revised FY 1996 estimate. The revised FY 1996 estimate includes projected growth of 9% for the remainder of the year. The
estimate also reflects 4% medical inflation for an average FY 1997 per member per month cost of $2,351, which includes the cost
of Capitation, Fee-For-Service, Reinsurance, Medicare Premiums and Nurse Aid Training costs. In addition to the medical inflation
projected for FY 1997, the revised FY 1996 estimate includes 4% medical inflation for the remainder of the year.

The enrollment for the ALTCS program has grown steadily at the 9% to 10 % range for the last few years. Current projections

show continued growth in this range for the next few years, and then growth at a slower rate in the 4% to 5% range. Medical
inflation, or cost per client, has fluctuated over the life of the program due to increased utilization of home-and-community-based
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services (HCBS). However, placements into HCBS are likely to reach an equilibrium soon and may not provide future cost savings
that lower overall cost per client. For this reason, the projection for medical inflation is based on a similar, or slightly higher cost
curve than that of the Acute Care program. The cost may rise faster than Acute Care due to the limited degree of competition _
among providers in the ALTCS program.

The JLBC Staff recommendation would require a county Long-Term Care contribution of § 141,877,000 for FY 1997 which is an
increase of $15,698,000, or 12.4% over the FY 1996 appropriation. The increase is attributable to 9% population growth, 4%
medical inflation, a reduction in federal matching percentage and other factors. In accordance with Laws 1993, Chapter 184 (H.B.
2160), the county Long-Term contribution shall be specified in the General Appropriation Act. The amount will be collected
through the withholding of sales tax distributions by the county-by-county percentages set forth in Chapter 184,

The Executive recommends an increase of $45,541,000 TF. This would require a county Long-Term Care contribution of
$143,775,600 for FY 1997, which is an increase of $17,596,600, or 13.9% over the original FY 1996 appropriation. The Executive
uses a population growth factor of 7.8% for FY 1996, and 7.4% for FY 1997, coupled with a 4.15% medical inflation rate. The
base used by the Executive is higher than that used by the JLBC Staff due in part to the Executive budget recommendation being
prepared at an earlier date.

Applying an Enforceable Copay on Long Term-Care Visits (118,500) TF (40,500) CF

For a full discussion of this issue, please refer to the program narrative for the Acute Care program. The savings shown here are
those associated with clients in the ALTCS program. The Executive did not recommend this issue.

* x %
JLBC Staff Recommended Format — Operating Lump Sum with Special Line Items by Program
JLBC Staff Recommended Footnotes
Standard Footnotes
— Pursuant to A.R.S. § 11-292B, the FY 1996-1997 non-federal portion of the costs of providing Long-Term Care system
services is $141,877,000.

— Any federal funds that AHCCCS passes through to the Department of Economic Security for use in long-term care for the
developmentally disabled shall not count against the long-term care expenditure authority above.
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DEPT:  Arizona Health Care Cost Containment System JLBC: Michael Bradley/Jeffrey House Sub:  Weiers
PROG: Acute Care Schmied OSPB: Shelli Silver Senate Sub:  Huppenthal
FY 1995 FY 1996 FY 1997

DESCRIPTION ACTUAL ESTIMATE REQUEST l OSPB JLBC
Full Time Equivalent Positions 0.0 0.0 0.0 0.0 0.0
SPECIAL LINE ITEMS
Capitation 718,462,400 771,021,700 804,000,300 775,260,700 765,275,200
Fee For Service 197,668,600 188,285,200 219,426,300 .225,153,300 280,728,300
Reinsurance 47,524,800 49,850,000 45,632,500 35,783,800 36,382,200
Deferred Liability 16,449,000 0 0 0 0
Medicare Premiums 16,486,800 12,332,200 20,460,400 18,805,900 14,450,500
Qualified Medical Beneficiaries 3,078,900 7,380,300 4,014,700 3,431,900 7,565,900
Disproportionate Share 124,512,300 114,186,900 114,186,900 112,958,400 114,186,900
Children's Title XIX Beh Health 32,376,400 45,000,000 38,500,000 33,139,400 38,500,000
Adult Title XIX Beh Health 18,795,400 45,000,000 32,000,000 31,731,000 32,000,000
Gen Mental Hith/Sub Abuse 0 7,000,000 6,852,200 7,521,000 7,000,000
Additional Appropriations 0 2,930,900 0 0 0
State Emergency Services 0 0 0 11,163,500 0
Quick Pay Discount 0 0 0 13,171,900 0
Private Hospital Discount 0 0 0 10,000,000 0
Tobacco Tax Monies 0 0 12,684,300 0 0
PROGRAM TOTAL 1,175,354,600 1,248,987,200  1,297,757,600  1,278,120,800 1,296,089,000
BY FUND SOURCE
General Fund 405,529,200 430,700,700 430,700,700 428,600,400 431,707,300
Federal Funds 693,526,000 746,597,000 775,490,000 750,173,500 776,148,200
County Funds 74,099,400 66,689,500 73,882,600 68,413,800 66,689,500
Third Party Collections 2,200,000 5,000,000 5,000,000 5,000,000 5,000,000
Tobacco Tax Funds 0 0 12,684,300 25,933,100 16,544,000
TOTAL - ALL SOURCES 1,175,354,600 1,248,987,200  1,297,757,600 1,278,120,800 1,296,089,000

Program Description — The AHCCCS Acute Care program is the medical services component of Arizona's Medicaid
Demonstration Project. The program is based on prepaid monthly capitation payments to contracted providers for the full
range of authorized medical services available to enrolled members. The program follows a health maintenance organization
(HMO) model in which capitated providers accept a predetermined rate and are responsible for managing patient utilization
and cost through a system of prior authorization and utilization review, coordinated by a primary care physician or
practitioner. As a federal demonstration project, the Acute Care program operates under a series of federal waivers that make
the "managed care" concept possible. AHCCCS covers the mandatory federal eligibility groups, as well as certain optional
state groups, such as the Medically Needy/Medically Indigent. In cases involving catastrophic medical expenses, AHCCCS
supplements capitation through Reinsurance in order to preserve health plan financial viability.
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Change in Funding Summary: EY 1996 to FY 1997 JI BC
$ Change % Change

General Fund $ 1,006,600 0.2%
Other Funds 46.095.200 5.6%
Total Funds $47,101,800 3.8%

FY 1997 — JLBC Staff Recommended Changes from FY 1996

FY 1996 Estimated Acute Care Surplus $(42,116,200) TF $(22,686,300) GF
The JLBC Staff is estimating expenditures for the Acute Care program to be $22,686,300 GF and $42,116,200 TF less than the

so that the following amounts accurately reflect the amounts of cost increases or decreases associated with FY 1997 estimates.
The Executive does not present this recommendation in a comparable way, but also indicates a surplus for FY 1996,

Demographic Change 44,800,000 TF 7,807,300 GF
The JLBC Staff recommendation reflects overall FY 1997 population growth among enrolled members (member years) decreasing
by 0.2% below the JLBC Staff revised FY 1996 estimate. These estimates reflect those AHCCCS members enrolled in capitated
health plans, and other populations whose services are paid on a fee-for-service basis. Such populations would include Native
Americans served in Indian Health Service facilities or referred off-reservation, and persons eligible for only emergency services
coverage. While overall population growth is projected to remain relatively flat, larger increases in more costly population
categories and declines in other relatively less costly categories are projected. Therefore, while there is no overall growth, shifting
between rate codes and higher fee-for-service expenditures result in a substantial overall increase.

The Executive does not present their recommendation in 2 comparable way, however, overall the Executive recommendation is
higher by $9,985,500 TF for Capitation, lower by $21,239,600 TF for Fee-For-Service, and lower by $598,400 TF for Reinsurance.,
The large difference in Fee-For-Service is due to a JLBC Staff projected deficit for this Special Line Item in the current year and
a higher growth estimate for FY 1997.

Medical Inflation and Capitation Rate Increases 43,332,600 TF 17,009,300 GF
The JLBC Staff recommendation includes the following estimates for per member per month (PMPM) cost growth for FY 1997:
Capitation - 4%; Fee-For-Service - 5%; and Reinsurance - 4%. These result in an estimated increase in cost of §1 7,009,300 GF
and $43,332,600 TF. The Executive does not present their recommendation in a comparable way, but uses similar medical inflation
rates.

Resume Phase-Down of Quick Pay Discount on Categorical Reimbursement 12,609,600 TF -0- GF
The JLBC Staff recommends resuming the phase-down of the “Quick Pay Discount” for FY 1997 (9% state-only; 3% federal),
resulting in an additional cost of $12,609,600 TF. The JLBC Staff also recommends that the state share of this cost, $4,522,800,
be appropriated from the Tobacco Tax Fund. This quick pay discount is a reduction in the reimbursement for bills paid “quickly”
by AHCCCS (within 30 days of receipt). Prior to FY 1996, the 10% quick pay discount for state-only reimbursement was to be
lowered by 1% each year beginning March 1, 1996, until reaching 1% in 2004. The federal reimbursement was scheduled to be
lowered from 6% to 3% on October 1, 1995, and finally to 1% on October 1, 1996; however, Laws 1995, Chapter 5, 1st Special
Session delayed any further reductions until FY 1997. Rather than delay the phase-down any further, the JLBC Staff recommends
proceeding with the phase-out schedule as modified by Chapter 5. The Executive concurs,
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County Acute Care Contribution -0-TF -0- GF
The JLBC Staff recommendation maintains the county contribution to the Acute Care program at the current year level of
$66,689,500. Under this recommendation, the state would bear a state match increase of $17,550,600 for Acute Care (General
Fund and Tobacco Tax Funds), while the counties would continue to bear the increase in ALTCS which is estimated to be
$15,698,000 for FY 1997. The Executive recommends increasing the county Acute Care contribution by $1,724,300, or 2.6%.

Change in the Federal Medical Assistance Percentage (FMAP) -0- TF -0- GF
The JLBC Staff recommends an increase of $2,021,100 State Match for a change in the federal matching rate known as the FMAP.
The JLBC Staff recommends using Tobacco Tax funds to support the resulting loss of federal matching funds. This rate is based
on a relationship between a 3-year "moving average" for Arizona per capita income and national average per capita income. For
federal fiscal year 1997, Arizona's FMAP is estimated to decrease from 65.85% to 65.53%, producing a state match increase.
Along with FY 1996, this is one of the few times that the FMAP has decreased and resulted in a cost to the General Fund. Although
this change results in an increase in the AHCCCS General Fund budget, it is a positive development because it indicates Arizona's
per capita income grew faster over the 3-year period than the U.S. average. The Executive does not recommend this issue.

Disproportionate Share Payments -0- TF 1,471,700 GF
The JLBC Staff recommendation includes increased funding of $1,471,700 GF and $-0- TF for a change in the amount of
disproportionate share money estimated by AHCCCS. The additional funding reflects the FY 1996 increase; the FY 1997 amount
is projected to be the same. Disproportionate Share is a federal Medicaid program for providing supplemental payments to
hospitals that serve disproportionately large numbers of low income patients, many of whom may not be able to pay for their care,
thus creating large amounts of uncompensated, or charity care, for such hospitals. Payments are based on a share of hospital patient
days used by Medicaid-eligible patients, or by a hospital's "low income" utilization rate. States may also make payments to optional
state-defined categories of hospitals. In Arizona, these include county and state-operated hospitals and hospitals affiliated with
AHCCCS health plans. In addition to hospital payments, this appropriation also provides payments to counties not having county-
operated hospitals. These are referred to as county in-lieu payments. :

It is important to note that the Disproportionate Share Payment figures are only preliminary and will change. At the end of this
program section is a table which shows 2 simplified depiction of the Disproportionate Share Program since its creation. The
Executive recommends an increase of $137,600 GF and a decrease of $1,228,300 TF.

Medicare Premiums 2,587,200 TF 898,300 GF
The JLBC Staff recommendation includes increased funding of $898,300 GF and $2,587,200 TF for Medicare Premiums. This
line item represents the purchase of Medicare Part B (supplemental medical insurance) on behalf of those eligible for Medicaid
and Medicare Part A (hospital insurance) coverage. This "buy-in" reduces state costs since the federal government, through
Medicare, absorbs some costs that otherwise would have been paid by AHCCCS. The recommended increase reflects both
population growth and the increased cost of Part B premiums. The Executive recommends an increase of $2,271,200 GF,
$6,473,700 TF.

Qualified Medicare Beneficiaries (QMBs) 1,192,500 TF 416,000 GF
The JLBC Staff recommendation includes $416,000 GF and $1,192,500 TF for the QMBs line item. Federal law requires states
to pay Medicare Part A and Part B premiums, deductibles and co-payments for eligible low income Medicare recipients. The
recommended amount is based on 5,467 member years and $60.60 per member per month. The Executive recommends a decrease
of $1,330,000 GF, $3,948,400 TF.

Behavioral Health Title XIX Federal Matching Funds (19,500,000) TF -0- GF
The JLBC Staff recommendation includes a decrease of $19,500,000 TF for this line item. This amount reflects a decrease in the
JLBC StafPs estimate of federal funds to be passed through to the Department of Health Services (DHS) in FY 1997 for behavioral
health services received by Title XIX-eligible clients. State matching funds are appropriated in the DHS budget. The reason that
less federal matching authority is required is due to lower than expected growth in population and in capitation rates.

Title XIX behavioral health services were started for children in FY 1991, for seriously mentally ill in FY 1993, and for the adult
general mental health and substance abuse populations in FY 1996. In addition to be recently created programs, each has
undergone changes as capitation rates were established and adjusted. These factors made projecting federal participation very
difficult, and therefore the federal expenditure authority for the past few years was set high enough to allow for any eventuality.
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However, there is now sufficient historical information to accurately project federal expenditures for these programs. As a result,
the resulting reduction is not a cut to services, but merely reflects more accurately what actual federal expenditures will ultimately
be for these programs. The Executive makes a similar reduction of $24,608,600 TF.

One-time Additional Appropriation (2,500,000) TF (2,500,000) GF
The JLBC Staff recommendation reflects the removal of one-time funding of $2,500,000 for AHCCCS; Temporary Assistance to
Counties provided in Laws 1995, Chapter 300. For FY 1996, Gila, Cochise and Santa Cruz Counties received a one-time
appropriation to assist with health care costs. The Executive concurs,

Inclusion of Gaming Revenues in Eligibility Determination (200,000) TF (70,000) GF
The JLBC Staff recommends amending income eligibility standards to include gaming revenues paid to individuals including
Ppayments made to restricted trust accounts for specific individuals. (At the time of printing this document, it was uncertain if this
will require a waiver or if it can be accomplished simply through administrative rule). In the calendar year such revenues are
received they should be used in income determination, and in following years any unexpended amounts should be included in asset
determinations. The Executive does not recommend this issue,

The advantages to copayments are three-fold: 1) there is a cost savings to the state; 2) copayments often improve the no-show
rate for appointments because they create a sense of value; and 3) copayments often reduce improper use of emergency room
services and over utilization of acute care services. The Executive does not recommend this issue.
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Maricopa County
Revenues

Costs

Net Benefit

Pima County
Revenues
Costs
Net Benefit

Other Counties
Revenues
Costs
Net Benefit

TOTAL BENEFITS - COUNTIES

Private Hospitals
Revenues
Costs
Net Benefit

TOTAL BENEFITS - PRIVATE

State - General Fund
Gross Dispro Payments
GF Match
Distributions
Net Benefit

State - ASH
Revenues
Reversions
Costs
Net Benefit

TOTAL BENEFITS - STATE

TOTAL BENEFITS - ALL BENEFITS

1/ The current estimate being used for
2/  The actual costs varies from that shown

DISPROPORTIONATE SHARE BENEFITS

FY 1992 FY 1993 FY 1994 FY 1995 FY 1996 FY 1997V
48.551,500 57,849,700 67,144,900 69,430,600  69.968,100  69.968,100
(43.145900) (43.661.400) (56.480200)% (48.435800)% (58.228.500) (58.228.500)
5405600  9,188300 10,664,700 14,994,800 11,739,600 11,739,600
11,603,200 13,825,400 16,046,800 15,203,100 16,889,200 16,889,200
(8.448,700)  (2.558.300) (11094100 (0.097.100)  (1L437.600) (11.437.600)
3,154,500 4,267,100 4,952,700 6,106,000 5,451,600 5,451,600
911,200 1,414,600 1,641,900 2,039,900 1,800,500 1,800,500
0 0 0 __ 0 0 0
911,200 1,414,600 1,641,900 2,039,900 1,800,500 1,800,500
9471300 14870000 17259300 23140700 18991700  18.991,700
6,826,900 10,598,000 12,300,900 15250200  13,535200 13,535,200
0 0 0 0 0 0
6,826,900 10,598,000 12,300,900 15250200  13,535200 13,535,200
6826000 10598000  12.300.900 15250200 13535200 13535200
73,586200 92,526,000 107,392,900 124,398,700 114,186,900 114,186,900
(28,084,400) (32,492,700) (37,703,000)  (43,152,500)  (40,180,500) (40,180,500
(20.036300) (34.306,300) (39.818.600)  (66.865.800)  (44.520.800) (44.520.800
25,465,500 25,727,000 29,871,300 14,380,400 29,485,600 29,485,600
5693400 8838300 10,258,400 10,646,600 11,993,900 11,993,900
0 0 0 17,828,300 0 0
(1.955.300) _0 0 0 0 0
3738100 8838300 10,258,400 28474900 11993900 11,993,900
20203600 34565300 40120700 41855300 41479500  41479.500
45501800  60.033300  69.689.900  $1246200  ]4006400 74006400

* % %

FY 1997 is very preliminary and will be adjusted.
due to a deferred withholding of $7,818,900. The deferral is adjusted out for accurate comparison.

JLBC Staff Recommended Format — Operating Lump Sum with Special Line Items by Program

JLBC Staff Recommended Footnotes

Standard Footnotes

— Of the appropriation for disproportionate share payme
is for qualifying county operated hospitals, b
is for other qualifying disproportionate share hospitals. The remaining $

the most recent United States decennial

Payment Fund and $

payments to counties having a population of 500,000 persons or less according to
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census, in an amount which is the difference between the disproportionate share payments made pursuant to A.R.S. § 36-
2903.01R,and § if the disproportionate share payments are less than § . For each county that would receive
less than § from these in-lieu payments, the system administration shall make an additional in-lieu payment that
will provide the county with a total payment of § . (These numbers will be added later when the Disproportionate Share
numbers are final,)

— Of the $1,296,089,000 expenditure authority for Acute Care, $43 1,707,300 is appropriated from the state General Fund.
Other Issues for Legislative Consideration
— Shift State Emergency Services Program to Tobacco Tax
The Executive recommends shifting responsibility for the state match for the State Emergency Services program to the
Tobacco Tax Fund. This would result in General Fund savings of $11,163,500. The JLBC Staff did not recommend
this cost shift.

— -Transfer to Stabilization Fund

— The table below shows estimated revenues and expenditures for only the Medically Needy Account portion of the Tobacco
Tax Fund. Amounts shown for transplants, transfers to DHS, and $15,000,000 of transfer to AHCCCS for the MN/MI
Stabilization Fund are currently in statute.

Tobacco Tax and Health Care Fund - Medically Needy Account

Executive JLBC Staff

FY 1996 Ending Balance $ 74,858,300 $ 74,853,300
Revenues 0.644.00 _70.644.000

* FY 1997 Funds Available 145,502,300 45.502.300

Expenditures/Transfers:
Transplants 11,656,600 11,656,600
Private Hospital Reimbursement 10,000,000 10,000,000
Phase-Down of Quick Pay Discount ’ 4,522,800 4,522,800
Offset Loss in Federal Funding i -0- 2,021,100
Refinance State Emergency Service Program 11,163,500 -0-
Transfer to DHS 15,955,000 15,955,000

Subtotal 53,297,900 44,155,500

lI:Exis(;ing Transfer to AHCCCS - MN/MI Stabilization 15,000,000 15,000,000
un

Proposed Transfer to AHCCCS - MN/MI 71,250,000 -0-

Stabilization Fund

FY 1997 Ending Balance 954.400 $86.346.800

— AFDC Transitional Medical Assistance Program _ .
The Executive recommends an increase of $567,300 GF for the AFDC Transitional Medical Assistance pilot program.
The JLBC Staff did not break these costs out individually, and they are therefore reflected in the overall Acute Care
Special Line Items.
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— Eliminate State-only Recipients With Medicare HMO Coverage Available
The Executive recommends eliminating AHCCCS coverage for state-only individuals that are eligible for Medicare
HMO coverage. The Medicare HMO coverage is similar in scope and quality, and primarily federally funded. The
Executive preserves coverage to Medicare eligibles in areas without participating HMOs and for those afflicted by end-
stage renal disease which would not receive care from Medicare. The Executive proposal would save approximately
$1,571,300 GF.
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