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This document is designed to be used in conjunction with
the Summary of Recommendations and Economic and
Revenue Forecast.

Information presented in the Summary volume has not
been repeated in this document.
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FY 1999 JLBC STAFF RECOMMENDATION
DESCRIPTION OF METHODOLOGY
AND MAJOR TECHNICAL ISSUES

Biennial Budgeting

A.R.S. § 35-121 requires all but 11 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 1999 funding for the 11 major budget
units along with supplemental FY 1998 and/or FY 1999
funding for selected other budget units.

FY 1999 — JLBC Staff Recommended Changes
From FY 1998

In developing its FY 1999 recommendation, the JLBC Staff
has reviewed the current year's appropriation (FY 1998) as
well as each agency's 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)

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 1999 — Recommended Changes
from FY 1998." 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 1998 Estimate - This dollar amount represents the
FY 1998 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 1998 FTE
position estimates have been adjusted to include any new
staff funded through separate appropriation bills.

Other Non-Appropriated and Federal Funds - Each budget
summary includes the level of non-appropriated and Federal
Funds available to the agency. The detail for these funds can
be found in the Non-Appropriated Funds section of the
Analysis and Recommendations 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.

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.

Salary Adjustments - This amount represents increases in
Personal Services and Employee Related Expenditures
(ERE) in order to annualize the following FY 1998 salary
increases enacted by the Legislature: a 2.5% general salary
increase, not to exceed $1,000 per FTE Position, effective
October 1, 1997; a 2.5% merit increase, not to exceed 5% per
person, effective January 1, 1998; and $4,115,000 for
Classification Salary Adjustments (CSA'’s) for selected job
classifications, effective October 1, 1997. The amount also
includes a 2.5% merit increase, not to exceed 5% per person,
effective January 1, 1999. For the CSA and general salary
increase, the change adds 3 months of funding for FY 1999
to the 9 months of funding in each agency's FY 1998 base.
For the January 1, 1998 merit increase, the change adds 6
months of funding for FY 1999 to the 6 months of funding
in each agency's FY 1998 base. For the January 1,1999
merit increase, the change adds 6 months of funding for
FY 1999, which will need to be annualized in the FY 2000
budget.

The FY 1999 salary adjustment totals were appropriated in
the FY 1998 General Appropriation Act. To allow the
Legislature to see total recommended expenditures for each
agency, the JLBC Staff has included all prior FY 1999
appropriations in the individual agency budgets. Rather than
removing the FY 1999 salary adjustment amounts from the
individual agency sections in the upcoming General
Appropriation Act, the JLBC Staff recommends amending
last year's bill to delete the annual agency salary adjustments.
This will leave only the FY 1998 and biennial agency FY
1999 salary adjustment funding in last year's bill and allow
inclusion of the full FY 1999 Personal Services and ERE
amounts for each annual agency in this year's General
Appropriation Act.



A lump sum amount for FY 1999 CSA's (effective October
1, 1998) also was appropriated in the FY 1998 General
Appropriation Act, with the individual agency amounts to be
determined by the JLBC Staff and allocated by the Arizona
Department of Administration (ADOA). Each of the 4
personnel systems (ADOA, Judiciary, Department of Public
Safety, and Universities) must report to the JLBC by
February 1, 1998 on its FY 1999 recommendations for the
job classifications to receive adjustments. The University
amounts for the FY 1999 CSA's are displayed in each
university cost center. The ADOA, Judiciary, and
Department of Public Safety amounts remain unallocated.
The JLBC Staff recommends that the dollar amount for each
system not be determined until the personnel systems report,
and justify, their reccommendations to the JLBC. The JLBC
Staff also recommends that the Legislature adjust the Other
Fund FY 1999 CSA amount to accommodate the recent
appropriation of previously non-appropriated funds.

ERE Rates - This category represents the state cost of
employee benefits.  For supplemental appropriation
recommendations, the ERE rates represent the same FY 1998
and FY 1999 rates used for the original appropriations.
Please refer to the FY 1998 Appropriations Report for
information on the specific components of these rates. For
annual budget agencies, the dollar amount resulting from any
rate changes is listed in the Standard Changes section under
"ERE Rates." The ERE calculations are based upon the
following assumptions. The Executive concurs with these
assumptions unless otherwise noted.

Disability Insurance - 0.546% 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
table).

Federal Insurance Contributions Act (FICA) - As required
by federal law, a) Social Security taxes were applied at a rate
of 6.2% up to $65,400 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
ADOA subsequently transfers General Fund health insurance
appropriations from the individual agencies to the Health
Insurance Trust Fund. The FY 1999 JLBC Staff
recommendation is based upon each individual agency's
actual average cost per employee in FY 1998 for medical and
dental insurance. The insurance premiums charged to the
state in FY 1998 are typically the same as for the prior year.

Life Insurance - $29.28 per employee per year.

Personnel Services - 0.9% of Personal Services for each
agency in the ADOA personnel system. The ADOA Human
Resources Division budget is funded from an assessment on
the payroll of agencies in the ADOA personnel system.
Information Technology Planning - 0.15% of Personal
Services for each agency. The Government Information
Technology Agency budget is funded from an assessment on
the payroll of all state agencies.

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

FY 1999
Retirement System JLBC Rate
State Retirement 3.34
Correctional Officers - DOC 5.84
Correctional Officers - DIC 6.98
Elected Officials 0.00
| Liquor License Investigators 5.69
Dept. of Public Safety 6.68*
NAU Police 4.05
U of A Police 4.01
ASU Police 4.79
Game and Fish 13.31
DEMA Firefighters 547
Attorney General Investigators 6.52
Capitol Police 6.77
* Includes 5% member contribution paid by the
state.

Sick Leave Payouts - 0.05% of Personal Services for each
agency. The Retiree Accumulated Sick Leave Fund is
funded from an assessment on the payroll of all state
agencies. Starting in FY 1999, Laws 1997, Chapter 291
established this fund and new sick leave payouts for retiring
state employees. The JLBC Staff included this amount in the
FY 1999 agency budgets, but recommends delaying
enactment of the benefits provided by the bill until funding
and implementation problems are resolved. For additional
information, please refer to the “Retiree Accumulated Sick
Leave” discussion in the Central Operations cost center for
the ADOA.

Unemployment Insurance - 0.25% of Personal Services.

Workers' Compensation - The rates vary by individual
agency. The JLBC Staff used the FY 1999 workers’
compensation rates calculated by ADOA last year, while the
Executive used the FY 1998 rates.

Risk Management - Individual agency budgets (Other
Operating Expenditures) include the Risk Management rates
to be billed by the ADOA Risk Management Program. The
FY 1999 rates are estimated to result in total revenues of
$52.1 million, of which $30.6 million is from the General



Fund and $21.5 million is from Other Appropriated and
Non-Appropriated funds. The premium level of $52.1
million is based on an annual actuarial estimate conducted
for the state. The FY 1999 amount represents a $2.0 million
increase from the prior year level, but is still $1.7 million
below the FY 1997 level. Individual agency charges may
increase or decrease, depending on the particular actuarial
experience for that agency. The rates for biennial agencies
represent an average of the FY 1998 and FY 1999 actuarial
projections calculated last year, while the rates for annual
agencies are based only on the FY 1999 projections
calculated last year.

Rent - The JLBC Staff recommendation includes rent for all
agencies occupying space in buildings located on the
Governmental Mall in Phoenix and in the 2 large state-
owned buildings in Tucson. The funding will be transferred
to the Capital Outlay Stabilization Fund. It is used to finance
the ADOA Ultilities appropriation and portions of the 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 - The JLBC Staff recommendation
includes $13.00 per square foot for office space and $4.50
per square foot for storage space in FY 1999. The FY 1998
office space rate was $12.50.

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

Operations and Maintenance (O&M) Charges - The JLBC
Staff recommends funding an operations and maintenance
charge of $4.75 per gross square foot in each agency
occupying a Distressed Property acquisition. This rate has
been used since FY 1995. The charge includes standard
levels for utilities, janitorial, maintenance, landscaping,
minor repairs and pest control. While the O&M charge is
appropriated to individual agencies, the funding is
transferred to the ADOA, which is responsible for providing
the service, either directly or under contract.

Eliminate One-Time Equipment - This amount represents the
elimination of any equipment funded in FY 1998 but not
required for FY 1999. 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.
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JLBC Staff Recommended Format

The Analysis and Recommendations 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

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
FTE Positions 2.0
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
3 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 2.0
Personal Services $ 60,000
Employee Related Expenditures 15,000
All Other Operating Expenditures 25,000
Total Appropriation - Agency X $100,000

Detailed Line Item - The appropriation consists of each line
item listed in the Analysis and Recommendations book,




including Personal Services, Employee Related
Expenditures, Professional and Outside Services, Travel,
Other Operating Expenditures, and Equipment. Any Special
Line Items would be listed separately. 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 Appropriation - Agency X $100,000

JLBC Staff Recommended Footnotes

The Analysis and Recommendations 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 Foomotes (Footnotes that have appeared in at
least 2 consecutive General Appropriation Acts)

-- Continuation of New FY 1998 Footnotes

-- Modification of Prior Year Footnotes

-- New Footnotes

-- Deletion of Prior Year Footnotes

For footnote revisions or deletions, the footnote language is
typically followed by an italicized explanation of the change.

JLBC Staff Recommended Statutory Changes

The Analysis and Recommendations book includes the JLBC
Staff's recommendations for any statutory changes required
in order to enact the budget. These changes will be
introduced as the Omnibus Reconciliation Bill (ORB).

Program Authorization Review

Laws 1997, Chapter 210 required 36 programs and
subprograms in 18 state agencies to undergo a Program
Authorization Review (PAR). The PAR's began with an

initial agency self-assessment. Subsequently, the JLBC Staff
and OSPB jointly reviewed the agencies’ programs and
issued individual PAR reports for each of the programs. In
addition to the individual program reports, the 2 offices
prepared a composite PAR document, the Program
Authorization Review Executive Summary, which provides
a summary of the joint JLBC Staff and OSPB findings on
each program. This composite document has been
distributed to each legislator, the Governor, and the affected
agencies.

After distribution of the joint report, the JLBC Staff and
OSPB separately recommended either to “Retain, Eliminate,
or Modify” each program. New this year, the PAR reports
and staff recommendations were reviewed by legislative
PAR Committees. The PAR Committees include legislators
and private citizens (appointed by the Legislature and
Governor), and are divided by subject areas: Economic
Development, Criminal Justice and Transportation,
Education and Natural Resources, and Health and Welfare.
Each committee is required by statute to hold at least 1
public hearing and is responsible for preparing and
introducing any proposed legislation required to implement
its recommendations. Each committee also is required by
statute to make its recommendations to the Govemor,
President of the Senate, and Speaker of the House of

Representatives by December 15, 1997.

Fb from a PAR is noted in the agency's narrative with
this flag. The narrative also describes the PAR

Committee’s recommendation.

Any JLBC Staff budget recommendation resulting

Other Issues for Legislative Consideration

Arizona Revised Statutes Section 41-1273(D) requires the
Legislative Budget Analyst (JLBC Staff) 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 "FY 1999 — Recommended
Changes from FY 1998" 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 1997 that have a fiscal impact.




FY 1999 SUMMARY OF PAR RECOMMENDATIONS

The following table displays the recommendations that the JLBC Staff and OSPB provided to the Program Authorization Review
(PAR) Committees during the hearing process. In addition, the PAR Committees’ subsequent motions are displayed below the
staff recommendations on the 36 programs and subprograms within the 18 different agencies that just completed the PAR process.

CRIMINAL JUSTICE/TRANSPORTATION PAR COMMITTEE

OVERALL VICTIM SERVICES:

JLBC RECOMMENDATION OSPB RECOMMENDATION

MODIFY MODIFY
e Require the Governor’s Office for Domestic Violence e Does not address.

Prevention to submit an action plan by January 15, 1998,

describing their plans for an annual report to the Governor,

President of the Senate, and Speaker of the House of

Representatives on all state government domestic violence

expenditures, including victim assistance and

compensation programs.
o Require the Governor’s Office for Domestic Violence e Does not address.

Prevention to submit an action plan by January 15, 1998,

on how to address the issue of simplifying the procurement

process for local government and non-profit agencies

providing victim services.
e  Does not address. e Require improved coordination between the 7 state

agencies that distribute domestic violence funds.

PAR Committee Recommendation: Moved the JLBC Staff and OSPB recommendations.

CRIME VICTIMS, Arizona Criminal Justice Commission (ACJC)

JLBC RECOMMENDATION OSPB RECOMMENDATION
Victim Compensation Victim Compensation
MODIFY MODIFY
e Require ACJC to submit an action plan by January 15, e Lower allowable victims’ compensation administrative
1998, which states how the program can reduce the expenses threshold from 20% to 10% of the grants.

administration costs per applicant, including the possibility
of reducing allowable administration costs from 20% to a
lesser amount.

Victim Assistance Victim Assistance

ELIMINATE MODIFY

e Move the federal dollars from the Victim of Crime Act e Oppose. Move the state dollars from ACJC’s Victim
Assistance Grants administered by the Department of Assistance’s subprogram fo the Victim of Crime Act
Public Safety (DPS) into ACJC’s Victim Assistance Assistance Grants program administered by DPS.
subprogram.

e Require ACJC to submit an action plan by January 15, e Does not address.
1998, which states how the program will conduct effective
compliance audits.

e Require ACJC to submit an action plan by January 15, e Does not address.
1998, which states how they can more effectively distribute
grants in a way that correlates with changes in the Uniform
Crime Index.

PAR Committee Recommendation: Moved the JLBC Staff recommendation, except for moving the federal funding in the
Department of Public Safety (DPS) to the Arizona Criminal Justice Commission (ACJC).
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OFFICE OF VICTIM SERVICES, Office of the Attorney General

JLBC RECOMMENDATION OSPB RECOMMENDATION
MODIFY MODIFY
e Clarify, through the budget process, that there is no e Same as JLBC Staff.
distinction between adult and juvenile Victims’ Rights
Implementation Revolving Fund (VRIRF) funds.

e  Does not address. e Require justice entities to submit data indicating level of
service provided with VRIRF funds vs. services provided
with other funds.

e  Does not address. e Add a performance measure for cost per service provided
-with VRIRF funds.

¢ Does not address. e  Consider redistributing funds based on the justice entities’

cost-effectiveness.

PAR Committee Recommendation: Moved both the JLBC Staff and OSPB recommendations.

DOMESTIC VIOLENCE, Department of Economic Security

JLBC RECOMMENDATION OSPB RECOMMENDATION
RETAIN MODIFY
e See Overall Victim Services recommendations. e See Overall Victim Services recommendations.
e Does not address. e Require the Department of Economic Security (DES) to

sanction shelters that do not provide adequate counseling
hours, similar to sanctions for not providing an adequate
number of beds.

e Does not address. e Require DES to collect expenditure data from shelters for
each activity, especially beds, inpatient and outpatient
counseling, and educational presentations.

e Does not address. e Add several outcome performance measures to monitor cost-
effectiveness of shelters’ activities.

PAR Committee Recommendation: Moved the last 2 OSPB recommendations.

DOMESTIC VIOLENCE, Judicial Branch

JLBC RECOMMENDATION OSPB RECOMMENDATION
RETAIN RETAIN

PAR Committee Recommendation: Moved the JLBC Staff and OSPB recommendations.

MEDICAL AND DENTAL SERVICES, Department of Corrections

JLBC RECOMMENDATION OSPB RECOMMENDATION
RETAIN RETAIN

PAR Committee Recommendation: Moved the JLBC Staff and OSPB recommendations. In addition, the Committee required that
the Department of Corrections and the Department of Juvenile Corrections report by January 15, 1998 to the PAR Committee on
how the 2 agencies could coordinate and consolidate the purchase of medical and dental equipment, supplies, pharmaceuticals,
etc., to produce cost savings.
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HEALTH SERVICES, Department of Juvenile Corrections

JLBC RECOMMENDATION OSPB RECOMMENDATION

MODIFY MODIFY
e Require the department to report back to the PAR e Does not address.

Committee by January 15, 1998 with an action plan to

improve screening procedures to reduce unnecessary

utilization of health services by juveniles.
e Require the department to report back to the PAR e Same as JLBC Staff.

Committee by January 15, 1998 on the use of insurance to

protect the program against catastrophic health care

expenditures.
e  Does not address. e  Performance measures needed to monitor per capita costs of
health services.

PAR Committee Recommendation: Moved the JLBC Staff recommendation and added the joint report requirement stated under the
State Department of Corrections PAR Committee Recommendation. In addition, the Committee required the Department of
Juvenile Corrections to report by January 15, 1998 on ways to use family health insurance policies more effectively.

ADULT INTENSIVE PROBATION, Judicial Branch

JLBC RECOMMENDATION OSPB RECOMMENDATION
MODIFY MODIFY
e  Require the Judiciary to report back to the PAR Committee e  Same as JLBC Staff.
by January 15, 1998 on restitution collection in Maricopa
County since the addition of an automated Restitution,
Fines and Recovery System to the Maricopa Clerk of the
Court’s Automated Cash Management System.
e  Require the Judiciary to report back to the PAR Committee e  Same as JLBC Staff.
by January 15, 1998 with a report detailing Judicial
Collection Enhancement Fund (JCEF) funded automation
projects and when JCEF monies may be available to
implement an automated adult probation case management
system.

PAR Committee Recommendation: Moved the JLBC Staff and OSPB recommendations.

SPECIAL SERVICES, Department of Public Safety (DPS)

JLBC RECOMMENDATION OSPB RECOMMENDATION
Motor Carrier Safety Enforcement, DPS Motor Carrier Safety Enforcement, DPS
RETAIN RETAIN :
Motor Carrier Safety Enforcement, MVD Motor Carrier Safety Enforcement, MVD
ELIMINATE MODIFY
o Change Arizona Revised Statutes to make DPS the sole e The Executive has concerns with the overlaps created by
state agency with authority to enforce motor carrier safety. having both Motor Vehicle Division (MVD) and DPS

conduct commercial vehicle inspections. However, it
remains unclear the amount of resources MVD is currently
dedicating to these inspections, and how transferring these
resources would affect other programs within MVD.
Before transferring funding and staff to DPS, the Executive
recommends further research into MVD’s inspection
program and the duties of the staff.
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e Transfer the Motor Vehicle Division’s (MVD) motor e Does not address.
carrier safety enforcement equipment, including new
mobile scales and automobiles to DPS.

e Transfer MVD operating funds and staff from the Safety e
Enforcement and Transportation Infrastructure Fund to

DPS.

Does not address.

Hazardous Materials Response
RETAIN

Explosive Ordinance Disposal
RETAIN
e  DPS has transferred this to another area of the department.

Other Recommendation

Hazardous Materials Response
RETAIN

Explosive Ordinance Disposal
RETAIN
e Same as JLBC Staff.

Other Recommendation

e Study MVD’s non-Mexican border ports-of-entry in a e  Same as JLBC Staff.

FY 2000 PAR.

PAR Committee Recommendation: Moved the JLBC Staff and OSPB recommendations for all except Motor Carrier Safety
Enforcement, MVD. For Motor Carrier Safety Enforcement, the Committee moved to have the PAR Committee review the results
of the consultant’s study currently being conducted in MVD to evaluate the role of MVD in motor carrier safety enforcement. In
addition, the Committee moved that MVD file monthly reports with JLBC Staff and OSPB, which shall include the number of
inspections completed by MVD by location, the number of work hours spent on inspections, the number of FTE Positions available
for the DPS/MVD joint task force, and the number of inspections done by the joint task force.

ECONOMIC DEVELOPMENT PAR COMMITTEE

SURPLUS PROPERTY MANAGEMENT, Arizona Department of Administration

JLBC RECOMMENDATION

MODIFY

e  Appropriate the State Surplus Property Fund and Federal
Surplus Property Fund, starting in FY 2000.

e  Does not address.

e Require the department to submit to the PAR Committee
by January 15, 1998 an action plan on its developing new
performance measures, based on improved data collection,
which will be possible with an automated tracking system.

s  Require the department to collect revenue and payment
data, by donor fund source (General Fund, all other state
funds, and non-state funds), starting in FY 1999.

e Require the department to report the FY 1999 data to the
JLBC Staff by September 1, 1999.

e  Does not address.

OSPB RECOMMENDATION
MODIFY
e Do not Appropriate the State Surplus Property Fund or the
Federal Surplus Property Fund

e Require the departient to submit a report on the fund
sourcing of their FTE in the previous fiscal year as part of
their budget request.

e  Same as JLBC Staff.

e Same as JLBC Staff.

e  Does not address.

e Require the agency to reimburse the General Fund in the
same manner as Other Funds in FY 2000.

PAR Committee Recommendation: Moved the JLBC Staff recommendation.
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FLEET MANAGEMENT, Arizona Department of Administration

JLBC RECOMMENDATION

MODIFY

Pursue privatization of the Arizona Department of
Administration (ADOA) motor pool, if indicated by the
consultant’s upcoming report.

Consolidate the state fleet by removing the Department of
Economic Security’s (DES) statutory exemption from the
ADOA motor pool.

Require non-exempt agencies to transfer ownership of their
vehicles to ADOA.

Delay the statutory requirement for 40% of the state fleet
to use alternative fuels and require the department to report
back to the PAR Committee by January 15, 1998 on its
action plan for compliance with the 40% requirement.
Does not address.

Does not address.

OSPB RECOMMENDATION

MODIFY

Require the agency to implement recommendations of the
Office for Excellence in Government/ADOA Consultant.

Examine eliminating DES’s exemption from the ADOA
fleet, transferring the title of DES vehicles to ADOA, and
transferring ADOA taxi vehicles rented by DES to the
ADOA extended dispatch fleet.

Give ADOA the statutory authority to require agencies to
provide information to ADOA on vehicle ownership and
use.

Change ARS § 41-803K_2 to eliminate the requirement that
40% of the entire fleet be powered by alternative fuels.

Examine statute to determine if there are barriers to using
life-cycle costing in procuring new vehicles.

Change ARS § 28-1441 to allow “Property of” stickers to be
placed on windows instead of doors.

PAR Committee Recommendation: Moved the JLBC Staff recommendation.

BUSINESS ADMINISTRATION AND WELCOME CENTER OPERATION, Office of Tourism

JLBC RECOMMENDATION OSPB RECOMMENDATION
RETAIN RETAIN
PAR Committee Recommendation: Moved the JLBC Staff recommendation.
SPORTS DEVELOPMENT, Department of Commerce
JLBC RECOMMENDATION OSPB RECOMMENDATION
ELIMINATE RETAIN
e Remove funding in the FY 1998-1999 General
Appropriations Supplemental bill.
PAR Committee Recommendation: Moved the JLBC Staff recommendation,
ARIZONA BUSINESS ASSISTANCE CENTER, Department of Commerce
JLBC RECOMMENDATION OSPB RECOMMENDATION
MODIFY MODIFY
e Require the department to report back to the PAR e Same as JLBC Staff.

Committee by January 15, 1998 on the JLBC/OSPB-
suggested performance measures (and any department-
suggested performance measures) for these two
subprograms.

PAR Committee Recommendation: Moved the JLBC Staff recommendation.
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FINANCIAL SERVICES, Department of Commerce

JLBC RECOMMENDATION

MODIFY

e Require the department to report back to the PAR
Committee by January 15, 1998 on its action plan and
timeline for establishing Commerce Economic
Development Commission (CEDC) rules.

e Make the criteria for the Work Force Recruitment and Job
Training program more competitive to target the program’s
funding to applicants who will contribute most to the
state’s economic development and help increase average
personal income.

e The Legislature should consider removing the statutory
language stating that special consideration be given to
economically disadvantaged areas of the state in the CEDC
award process or set in statute a percentage of CEDC
funding that must go to economically disadvantaged areas.

ELIMINATE

e Eliminate the Border Infrastructure Finance Office and
its funding since the new Greater Arizona Development
Authority now provides technical and financial assistance
for rural infrastructure projects throughout the state.

OSPB RECOMMENDATION

MODIFY
e Same as JLBC Staff.

e Same as JLBC Staff.

e Require the Department of Commerce to report to the
Governor and the Legislature comparing CEDC funding
recipients in “economically disadvantaged areas” of the
state vs. those in “nondisadvantaged” areas.

ELIMINATE
e Same as JLBC Staff.

PAR Committee Recommendation: Moved the elimination of the Financial Services program.

EDUCATION/NATURAL RESOURCES PAR COMMITTEE

UNIVERSITIES EXTENDED EDUCATION, ASU, NAU, UA
JLBC RECOMMENDATION

MODIFY

e Require the Arizona Board of Regents and the universities
to report to the PAR Committee by January 15, 1998 on
the suggested improvements in performance measures for
the ASU and UA programs.

e Does not address.

OSPB RECOMMENDATION

MODIFY
e Does not address.

e  Clarify, through Board Policy, responsibility for course
offerings (enrollment issues, collaboration including tech.,
geographic responsibilities) and fiscal control (cost p/student,
operating in the black.)

PAR Committee Recommendation: Moved the JLBC Staff recommendation. In addition, the Committee moved the OSPB

recommendation, but deleted the words “through Board Policy.”

DEPARTMENT ADMINISTRATION, Department of Agriculture

JLBC RECOMMENDATION
MODIFY: Administrative Services
e Asaresult of the following allocations, there is a General

Fund savings of $117,500.

— Allocate the department’s finance and procurement
costs to the General Fund, all special revenue funds,
and commodity councils’ and commissions’ funds
based on total expenditures.

OSPB RECOMMENDATION
MODIFY: Administrative Services
e  Does not address specific savings.

— Same as JLBC Staff.
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—  Allocate the department’s human resources costs to the
General Fund, all special revenue funds, and
commodity councils’ and commissions’ funds based
on FTE Position counts.

—  Allocate the costs of the council administrative support
position to those councils served based on service
hours.

e Do not allocate the department’s Management Information
Systems (MIS), support services, strategic planning, and
directors office functions among the special revenue and
commodity councils’ and commissions’ funds. Add an
employee trainer position, a strategic planner and a MIS
secretary to the non-allocated base at a cost of $105,000 to
the General Fund.

MODIFY: Agriculture Consultation and Training (ACT)

e Divert $8.50 of the annual $75 pesticide registration fee
currently going to the Water Quality Assurance Revolving
Fund to the ACT Fund to fund the difference in lost federal
monies and the declining ACT Fund balance (requires a
statutory change to ARS 3-351D).

e Increase the ACT Fund appropriation in FY 1999 by 1 FTE
Position and $31,300.

e (Create a footnote in the department’s budget that indicates
that if federal ACT funds are realized in Federal FY 1999,
there shall be a dollar for dollar reduction in the ACT
General Fund appropriation.

o Have ACT established as a separate program.

— Same as JLBC Staff.

— Does not address.

e Same as JLBC Staff.

MODIFY: Agriculture Consultation and Training (ACT)
e Does not address.

e Increase the General Fund appropriation in FY 1999 by 1
FTE and $31,300.
e  Same as JLBC Staff.

e  Same as JLBC Staff

PAR Committee Recommendation: Moved that $150,000 of General Fund dollars should be added to the Department of
Agriculture’s budget to cover indirect costs of various administrative activities.

STATEWIDE PLANNING, Department of Water Resources

JLBC RECOMMENDATION

MODIFY

® Require the Commission to devise a 5-year master plan,
including a general assessment of statewide stream and
riparian needs, where future resources will be focused, and
measures to capture the results of riparian protection and
restoration.

¢ Require the Commission to report back to the PAR
Committee by January 15, 1998 with the amount of
resources needed to create a master statewide stream and
riparian needs plan.

e Does not address.

PAR Committee Recommendation: No action taken.

OSPB RECOMMENDATION

MODIFY

e Require the Commission to incorporate a general
assessment of statewide stream and riparian needs, where
future resources will be focused, and measures to capture
the results of riparian protection and restoration into the 5-
year plan for the program.

e Does not address.

e Change the appropriation of the Water Protection Fund from
statutory to legislative appropriation.
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SCHOOL TO WORK, Department of Education

JLBC RECOMMENDATION OSPB RECOMMENDATION
MODIFY MODIFY
e Require the Department of Education (ADE) to utilize for e Require ADE to survey former students on student
" the Vocational Technological Instruction (VTI) satisfaction and employability. For example: average wage
subprogram a performance measure that gauges placement of former students; range of wages of former students;
of students in jobs or advanced training related to their VTI average length of time for job placement; percent of students
coursework. satisfied with job training; and percent of students continuing
their education.
RETAIN RETAIN
e  Workforce Development Resource Unit subprogram. e  Same as JLBC Staff.

e  Single Parent and Displaced Homemaker subprogram. e  Same as JLBC Staff.
e ADDITIONAL RECOMMENDATIONS may follow e Same as JLBC Staff.
Congressional reauthorization of Carl Perkins.

PAR Committee Recommendation: Moved all of the JLBC Staff and OSPB recommendations. In addition, the Committee moved
that the agency study the consolidation of similar programs among other agencies, (i.e., the Department of Economic Security,
Department of Commerce) and report back to the PAR Committee at the end of the 1998 legislative session.

HEALTH AND WELFARE PAR COMMITTEE

SUBSTANCE ABUSE, Department of Health Services

JLBC RECOMMENDATION OSPB RECOMMENDATION
MODIFY MODIFY
e Convert the Federal Substance Abuse Block Grant and e OSPB opposes. This action will take away executive
Mental Health Block Grant to appropriated status to allow discretion in the management and operation of a state
for greater oversight of the program. agency.

e Require Department of Health Services (DHS) to report e  Same as JLBC Staff.

back to the PAR Committee by January 15, 1998 on

including outcome based performance measures as criteria

for compliance in contracts with the Regional Behavioral

Health Authorities (RBHAs). e Same as JLBC Staff.
e  Require a follow-up PAR in 2000 focusing on the findings

from the federally funded study on substance abuse

outcomes and on the performance measures included in the

new RBHA contracts.

PAR Committee Recommendation: Moved OSPB recommendation.

CHEMICAL ABUSE PREVENTION, Department of Education

JLBC RECOMMENDATION OSPB RECOMMENDATION
MODIFY MODIFY
e Require the program to report to the PAR Committee by e  Same as JLBC Staff except do not require a report by a
January 15, 1998 specific date.
— on its action plan for improving its performance — Same as JLBC Staff.

measures and for linking school district funding
allocations to performance results, and

— on its input regarding possible advantages and —  Oppose the transfer of the program to DHS since federal
disadvantages of transferring the program to DHS. monies are required to go through the Department of
Education (ADE).
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e  After sufficient time to revise performance measures and
to evaluate the program further (with forthcoming federal
block grant evaluation funding), the Legislature may want
to eliminate the program if there continues to be a lack of
tangible measurable results.

e Does not address.

e Does not address.

e Does not address.

e  Does not address.

e Require ADE to document all strategies, including whether
these are national, standardized programs or locally
developed; and if these strategies have been shown to be
effective or considered as “best practices.”

e Create 2 subprograms: Chemical Abuse Prevention and
Violence Prevention. )

e Improve performance measures. Examples: number of
schools meeting their specified goals and objectives as
required by Title IV; the number of students receiving
chemical abuse/violence prevention education; number of
student violations of district/school’s violence prevention
policies involving possession or use of guns, tobacco,
alcohol and other drugs (data available from annual
Comprehensive Health and Prevention Programs Survey).

PAR Committee Recommendation: Moved the first JLBC Staff recommendation and added that ADE must provide information to
districts on strategies that have been shown to be effective and to document the number of districts utilizing these known successful

programs.

ORAL HEALTH, Department of Health Services

JLBC RECOMMENDATION

ELIMINATE
e  Repeal the statute that requires DHS oversight of pre-paid
dental plans, and eliminate associated funding.

MODIFY

e Require DHS to report back with an action plan to the PAR
Committee by January 15, 1998 on moving continuing
education from DHS to a licensing board, or shifting to
private classes and ensure cost recovery.
Does not address.

e Does not address.

OSPB RECOMMENDATION

ELIMINATE
e Same as JLBC Staff.

MODIFY
e  Emphasize a shift to private classes and ensure cost recovery
for continuing professional education offered by DHS.

e  Assess validity/effectiveness of direct services.
e Improve benchmarking/performance measures.

PAR Committee Recommendation: Moved that DHS report to the PAR Committee by January 15, 1998 on how it will implement

complete cost recovery of its continuing education classes.

ADOPTION SERVICES, Department of Economic Security

JLBC RECOMMENDATION

MODIFY

¢  Require Department of Economic Security (DES) to report
back to the PAR Committee by January 15, 1998 on its
action plan with AHCCCS to include non-Title IV-E
eligible children in its Title XIX state plan to draw down
federal Title XIX funds for non-IV-E special services.

OSPB RECOMMENDATION
MODIFY
e Same as JLBC Staff.

PAR Committee Recommendation: Moved the JLBC Staff and OSPB recommendation.

- 18 -



VOCATIONAL REHABILITATION SERVICES, Department of Economic Security

JLBC RECOMMENDATION OSPB RECOMMENDATION
MODIFY MODIFY
e Require the program to report to the PAR Committee by e  Same as JLBC Staff.
January 15, 1998 on imposing time limits on Employment
Support Services.
e Change Employment Support Services line ittm name to o  Same as JLBC Staff.
include Developmental Disabilities (DD) to further identify
that this line item serves DD clients only.
e  Does not address. e Include an outcome measure (total expenditures/successful
rehabilitations) to evaluate the program.

PAR Committee Recommendation: Moved the JLBC Staff and OSPB recommendations with one modification. The report on
imposing time limits will be provided to the directors of JLBC Staff and OSPB and is due to them by October 15, 1998.

JUSTICE OF THE PEACE SALARIES, State Treasurer

JLBC RECOMMENDATION OSPB RECOMMENDATION
MODIFY MODIFY
e Request the Auditor General to report back to the PAR e  Does not address.
Committee by January 15, 1998 with the amount of
resources needed to annually perform an inventory audit on
caseloads for 10 randomly selected Justice of the Peace

Courts.
o  Does not address. e  Move the responsibility for reimbursing the counties for the
state’s portion of Justice of the Peace salaries from the
State Treasurer to the Supreme Court.
e Does not address. e Look at overlap of Justice of Peace courts and municipal

courts.

PAR Committee Recommendation: Moved the JLBC Staff recommendation.
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Joint Legislative Budget Committee - Fiscal Year 1999 Budget - Analysis and Recommendations

DEPT: Arizona Department of Administration
Agency Summary

JLBC: Lynne Smith/Phil Case
House Sub: Knaperek

OSPB: Bret Cloninger
Senate Sub: Huppenthal

FY 1997 FY 1998 FY 1999
DESCRIPTION ACTUAL ESTIMATE REQUEST | OSPB [ JLBC
BY PROGRAM/ORGANIZATION
Central Operations 19,932,600 20,769,800 20,313,400 20,664,900 20,132,900
General Services 21,305,000 22,773,000 26,665,900 26,496,400 26,378,400
Information Services 22,617,800 24,911,300 24,757,300 22,387,200 24,319,300
Risk Management 55,730,700 68,786,800 72,071,500 73,144,500 73,721,700
Human Resources 6,815,600 7,555,600 11,051,900 10,900,300 10.912,600
AGENCY TOTAL 126,401,700 144,796,500 154,860,000 153,593,300 155.464.900
OPERATING BUDGET
Full Time Equivalent Positions 1,014.0 981.0 1,028.6 930.0 916.0
Personal Services 21,423,700 23,995,300 24,880,500 25,012,600 24,928,800
Employee Related Expenditures 4,904,100 5,439,600 6,064,700 5,575,100 5,570,000
All Other Operating Expenditures:
Professional and Outside Services 1,804,600 1,355,800 1,642,400 1,699,500 1.637,200
Travel - In State 216,400 173,500 197,200 190,800 189,700
Travel - Out of State 58,300 51,500 106,000 76,500 70,300
Other Operating Expenditures 14,564,700 13,172,000 11,986,100 12,014,000 11,929,000
Equipment 295.500 245,800 236,900 209.800 234,900
OPERATING SUBTOTAL 43,267,300 44,433,500 45,113,800 44,778,300 44,559,900
Special Line Items 83,134,400 100,363,000 109,746,200 108,815,000 110,905,000
AGENCY TOTAL 126.401.700 144,796,500 154,860,000 153,593,300 155,464,900
BY FUND SOURCE
General Fund 27,101,100 26,442,800 26,308,500 26,803,900 26,184,400
Other Appropriated Funds 99,300,600 118,353,700 128,551,500 126,789,400 129,280,500
Other Non-Appropriated Funds 235,987,300 233,648,300 245,185,500 245,401,000 245,401,000
TOTAL - ALL SOURCES 362,389,000 378,444,800 400,045,500 398,994,300 400,865,900
Agency Description — The department provides certain centralized general support services to state agencies, including

accounting, financial, personnel, building and grounds maintenance, purchasing, risk management, information technology,

and Capitol Police services.

Change in Funding Summary:

General Fund
Other Appropriated Funds
Total Appropriated Funds

FY 1998 to FY 1999 JLBC

$ Change % Change

$(258,400) (1.0)%
10,926,800 9.2%
$10,668,400 " 7.4%

FY 1999 — Recommended Changes from FY 1998

Standard Changes

Salary Adjustments $732,600 OF $417,800 GF
ERE Rates 17,100 OF (7,000) GF
Risk Management 38,000 OF 13,600 GF
Rent 10,200 OF 37,100 GF

Eliminate One-time
Equipment
Other.

HYAC Maintenance Contract

Retiree Accumulated Sick Leave

Equipment

Capitol Police/Security Systems

DOA -1

(108,700) OF

147,100 OF

-0- OF
-0- OF
53,600 OF
-0- OF

(150,400) GF
400 GF

209,000 GF
200,000 GF
90,400 GF
53,300 GF
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Arizona Works -0- OF (50,000) GF
AFIS Il -0- OF (72,600) GF
Veterans’ Home -0- OF (1,000,000) GF
Appropriate Health

Insurance Trust Fund 2,477,800 OF -0- GF
Losses and Related

Expenditures - RM 2,250,100 OF -0- GF
Motor Pool 1,716,300 OF -0- GF
Losses and Related

Expenditures - WC 1,839,200 OF -0- GF
Appropriate COP Operations

& Maintenance Fund 1,370,700 OF -0- GF
Insurance Premiums . 645,300 OF -0- GF
Personnel Reform 450,000 OF -0- GF
Project EAGLE/Consulting 385,100 OF -0- GF
Software and Licenses 257,900 OF -0- GF
Data Center Charges 203,900 OF -0- GF
Automation Equipment  (1,559,400) OF -0- GF

* % %

JLBC Staff Recommended Format — Operating Lump Sum
with Special Line [tems by Fund
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DEPT: Arizona Department of Administration

PROG: Central Operations

JLBC: Lynne Smith/Phil Case
House Sub: Knaperek

OSPB: Bret Cloninger
Senate Sub: Huppenthal

FY 1997 FY 1998 FY 1999 |

DESCRIPTION ACTUAL ESTIMATE REQUEST | OSPB JLBC '
OPERATING BUDGET
Full Time Equivalent Positions 204.2 210.7 216.5 222.7 212.7
Personal Services 4,315,000 5,255,600 5,488,600 5,434,000 5,434,000
Employee Related Expenditures 974,200 1,142,900 1,418,100 1,158,900 1,162,700
All Other Operating Expenditures:

Professional and Outside Services 264,100 540,000 410,300 467,400 410,300

Travel - In State 4,900 10,300 10,300 10,300 10,300

Travel - Out of State 7,500 13,200 13,200 13,200 13,200

Other Operating Expenditures 1,189,300 1,165,700 1,165.700 1,199,400 1,178,700

Equipment 5,700 122,800 90,300 83,800 90.400
OPERATING SUBTOTAL 6,760,700 8,250,500 8,596,500 8,367,000 8,299,600
SPECIAL LINE ITEMS
Capitol Police 1,789,700 1,815,900 2,052,300 1,989,700 1,902,900
ENSCO COP 4,585,000 4.585,600 4,586,500 4,586,500 4,586,600
State-Owned Space Rent 900,800 770,200 805,000 770,200 805,000
Lease-Purchase Rent 619,700 745,300 806,400 745,300 747,600
AFIS 11 2,074,200 2,475,800 2,541,300 2,475,800 2,532,900
Veterans' Home 2,000,000 1,000,000 0 0 0
Arizona Works (Laws 1997, Ch. 300) 0 50,000 0 0 0
Federal Reimbursement 507,500 0 0 0 0
Unoccupied Lease-Purchase 0 55,900 0 0 0
Performance Based Incentives 0 200,000 0 0 200,000
Hearing Office 5,600 10,000 10,000 10.000 10,000
Employee Bus Subsidy 360.000 426,000 502,000 426,000 455,000
Govemnor's Regulatory Review Council 329,400 384,600 413,400 394,400 393,300
Sick Leave Program Funding 0 0 0 200,000 200,000
Special Merit Awards 0 0 0 100,000 0
School Capital Facilities Board 0 0 0 600,000 0
PROGRAM TOTAL 19,932,600 20,769,800 20,313,400 20,664,900 20,132,900
BY FUND SOURCE
General Fund 19,788.800 20,114,100 19,632,000 20,060,300 19,499,300
Other Appropriated Funds 143,800 655,700 681,400 604,600 633,600
Other Non-Appropriated Funds 1,041,300 749,000 1,312,800 1,528,300 1,528,300
TOTAL - ALL SOURCES 20,973,900 21,518,800 21,626,200 22,193,200 21,661,200

Program Description — Central Operations includes the Director's office; the Management Services Division, which provides
internal department analysis, purchasing, accounting, and budgeting; the General Accounting Office, which maintains the
state's financial records, provides accounting services to agencies, and oversees state compliance with financial requirements
and appropriation authority; the State Procurement Office, which provides purchasing services and oversees procurement for
agencies; and the Capitol Police Department, which provides police officers and security aides Jfor the Phoenix Capitol Mall

and Tucson Office Complex.

General Fund
Other Appropriated Funds
Total Appropriated Funds

Change in Funding Summary:

FY 1998 to FY 1999 JLBC

$ Change % Change
$(614,800) GB.H)%

(22,100) (3.4)%
$(636,900) 3B.1)%
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FY 1999 — Recommended Changes from FY 1998

Standard Changes

Salary Adjustments $5,000 OF $249,600 GF
ERE Rates (200) OF (4,200) GF
Risk Management -0- OF 13,600 GF
Rent -0- OF 37,100 GF
Eliminate One-time

Equipment -0- OF (132,400) GF
Retiree Accumulated Sick Leave 200,000 GF

Laws 1997, Chapter 291 appropriated $200,000 to the
department’s newly established Retiree Accumulated Sick
Leave (RASL) Fund for FY 1999. As a result of the prior
appropriation, this amount will not need to be included in
the FY 1999 General Appropriation Act. The monies were
appropriated to cover costs at the beginning of the fiscal
year (until monies accumulate in the fund) and are
transferred back to the General Fund at the end of the
fiscal year. The Executive concurs.

Laws 1997, Chapter 291 also changed the sick leave
payout for retiring state employees, starting July 1, 1998.
It replaced the current payment (3750 upon retirement to
employees with at least 1,000 hours of sick leave) with the
following payments:

Amount Paid for Each Hour of
Hours of Accumulated Sick Leave
Accumulated Sick Leave Upon Retirement

500 to 749 Hours 25% of Hourly Salary
750 to 999 hours 33% of Hourly Salary
1.000 to 1.500 Hours 50% of Hourly Salary

Payouts are capped at 1,500 hours and can be taken by
retirees as cash or health insurance premiums. To fund the
program, each agency will be charged 0.05% of total
payroll, starting in FY 1999. Both the JLBC Staff and the
Executive have included this charge within the Employee
Related Expenditures (ERE) rate budgeted for annual
agencies, so monies will be available to accumulate in the
RASL Fund in FY 1999.

However, rather than implementing the benefit portion of
the bill in FY 1999, the JLBC Staff recommends a session
law provision in the Public Finance Omnibus
Reconciliation Bill to defer enactment of the payouts until
legislation is enacted to rectify 2 problems associated with
the program: 1) statewide funding and 2) inconsistent
implementation plans between the universities. (See JLBC
Staff Recommended Statutory Changes.)

Funding for the program appears inadequate, but cost
estimates for the program vary widely. The JLBC Staff
originally estimated the FY 1999 cost for retirees paid
from appropriated funds at $738,300. This was based on
information reported by Arizona Department of
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Administration (ADOA) and the Department of Public
Safety (DPS). The Executive now estimates the
appropriated fund cost at $9,900,000. The cost estimates
have changed as ADOA and the Governor’s Office for
Excellence in Government (OEG) have worked to refine
the data. For example, ADOA originally reported that 399
individuals in the ADOA system retired in FY 1996. Of
these, 28, or 7%, had more than 500 hours and would have
been eligible for payment had the new structure been in
effect. ADOA and OEG now report that 640 people (60%
more) actually retired in FY 1996. In addition, they
project that, as of June 30, 1999, 1,305 out of 2,402
employees eligible for full retirement will have more than
500 hours of sick leave. This represents 54% of the
retiring population, rather than the 7% previously reported.
DPS has not changed the data it reported, but surveyed its
employees and found that 79 report that they intend to
retire in FY 1999. This represents an increase of 193% to
204% over actual DPS retirements of 27 in FY 1995 and
26 in FY 1996, and brings the total sick leave payout cost
for DPS to $1,020,800, rather than the JLBC Staff’s
previous estimate of $319,200. Additionally, the first year
cost may be higher than originally projected because the
bill was enacted with a delayed effective date. Agencies
report anecdotal evidence that some employees are waiting
until after the payouts take effect to retire.

The second problem with the program is inconsistency
between the universities’ sick leave payout implementation
plans. The University of Arizona (U of A) plans to include
sick leave payouts for retiring faculty and calculates the
hourly wage for faculty using 1,760 hours per year, rather
than the 2,080 hours used for other agencies. As a result,
U of A estimates that, had this program been in effect in
FY 1997, the cost for its employees would have been
$1,538,500. Arizona State University, in contrast,
excludes sick leave for faculty and estimates that the
FY 1997 cost for its employees would have been only
$280.600. The JLBC Staff recommends that the
Legislature adopt definitions that will provide consistency
among the universities. This would also enable
development of more reliable cost estimates for the
universities.

The JLBC Staff also recommends a session law provision
in the Public Finance Omnibus Reconciliation Bill to defer
a statutory provision that monies over $400,000 revert to
the General Fund at the end of each fiscal year. Instead,
the JLBC Staff recommends that monies be allowed to
accumulate in the fund. This will help allow the program
to start, if legislation is enacted to solve the 2 problems
discussed above, or provide increased funding in FY 2000,
if the problems are not resolved during this session. (See
JLBC Staff Recommended Statutory Changes.)

The Executive plans to move forward with implementation
and recommends $6,500,000 from the General Fund and
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$3,400,000 from Other Appropriated Funds for the sick
leave payouts. These amounts are listed as statewide
issues, rather than in the Executive recommendation for
ADOA.

Replacement Equipment 90,400 GF
The JLBC Staff recommends a total of $90,400 for
replacement computers, printers, and fax machines. The
Executive recommends a total of $83,800 for replacement
equipment.

Employee Bus Subsidy 29,000 OF
The recommended amount includes an increase of $29,000
to fund increased bus usage. This provides a total of
$455,000 from the Air Quality Fund to pay for one-half of
the cost of bus rides to work by non-university state
employees in Maricopa County. The increase reflects a
historic- growth rate of 16% per year, based on months
when a 50% subsidy was in effect. The statute authorizing
bus subsidies does not specify the state share. Since
FY 1995, the Legislature has funded the subsidy at 50%.
During FY 1997, the department used grants from other
sources to increase the state portion of the bus fares to
100%, but has since returned to the 50% subsidy funded by
the appropriation. The JLBC Staff also recommends
continuing the bus subsidy footnote, which clarifies the
purpose of the appropriation (see Standard Footnotes). The
Executive does not include this increase.

AFIS 11 (72,600) GF
The recommended amount increases funding for the Data
Center charge paid by the Finance Division by $57,100 to
reflect classification salary adjustments and statewide
salary adjustments appropriated for computer programmers
in the Data Center. The recommended amount also
includes a decrease of $(129,700) in Professional and
Outside Services to reduce the total Data Center charge to
the level required by the department. The Executive
concurs but includes the increase under Professional and
Outside Services rather than the AFIS II Special Line Item.

Executive Tower Security 51,400 GF
The recommended amount provides funding for 2 Security
Aide positions for the Executive Tower. The aides would
be stationed in the building lobby from 7:00 a.m. to 6:00
p.m., Monday through Friday. One aide would remain at a
security desk at all times, while the other would patrol
surrounding areas. In addition to providing security
through radio contact with the Capitol Police, the aides
would serve as an information point for the public. The
Executive recommends $150,300 and 5 FTE Positions for
this issue. This recommendation includes 2 full-time
police officers for the Executive Tower, compared to the
JLBC Staff recommendation of 2 full-time security aides.
In addition, the Executive recommendation includes 3 full-
time security aides to assist in monitoring security systems
outside of normal business hours. The JLBC Staff
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believes that only security during normal business hours
requires additional resources and that security aides will be
adequate for this purpose.

Capitol Police Operating Budget 12,500 GF
The JLBC Staff recommends an increase of $12,500 for
the Capitol Police operating budget. Of the amount,
$4,800 would increase the department’s uniform allowance
from $420 to $720 to fully cover the cost of uniform
purchase and up-keep. The remaining $7,700 would fund
annual dues for the Commission on Accreditation of Law
Enforcement Agencies. Currently, the Capitol Police
Department is not accredited; however, accreditation
would improve interaction with other law enforcement
agencies and overall agency performance. The Executive
recommends an increase of $6,000 to increase the uniform
allowance and for flag replacement on the Capitol Mall.
The JLBC Staff does not recommend the flag replacement
monies as this is not a new mandate for the department but
was transferred internally from other divisions to the
Capitol Police.

Capitol Police Security System (10,500) GF
The JLBC Staff recommends a total of $199,500, which
includes a reduction of $(10,500), to continue the multi-
year project to expand the security systems on the Capitol
Mall and Tucson Office Complex. The Legislature
approved $210,000 in each of the past 3 fiscal years for the
project. To date, 23 additional buildings have been placed
on a common security system which provides varying
degrees of fire, access, and video monitoring. The
recommended amount would fund the conversion of the
Department of Revenue Building to the same system. An
estimated $353,100 would be required over the next 3
fiscal years to complete the project. The Executive
concurs.

ENSCO COP 1,000 GF
The recommended amount reflects an updated lease-
purchase payment requirement. The state utilized lease-
purchase financing in the amount of $55,825,000 in
October 1991 to settle with ENSCO and acquire its
partially constructed hazardous. waste treatment site in
Mobile. To date, the Legislature has appropriated
approximately $26,585,600 for annual principal and
interest payments; an additional $66,914,400 will be
required through the year 2011. In August, ADOA leased
the property to a company which recycles used wood
products. The company will make site improvements,
maintain the property, and pay a total of $510,000 to the
state over 8 years. The Joint Committee on Capital
Review directed ADOA to aggressively market the
property for future sale. The Executive concurs.
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Unoccupied Lease-Purchase (55,900) OF
The JLBC Staff recommends moving funding for the
lease-purchase payment on vacant state lease space to the
General Services cost center.

Arizona Works (50,000) GF
The recommended amount includes a reduction of
$(50,000) to eliminate a one-time appropriation made by
Laws 1997, Chapter 300 for accounting and AFIS II
programming changes associated with the Department of
Economic Security’s implementation of electronic benefits
transfer. The Executive concurs.

Fixed Assets (600) GF
The recommended amount eliminates $(600) in one-time
expenditures and makes permanent 1 FTE Position to
operate and update the state’s automated Fixed Asset
system. This was previously a limited position. The
Executive concurs.

Veterans’ Home (1,000,000) GF
The JLBC Staff recommends elimination of the ADOA
appropriation for the Veterans’ Home in FY 1999. This
corresponds with the FY 1999 appropriation for the
Veterans’ Service Commission. The Executive concurs.

x x X

JLBC Staff Recommended Format — Operating Lump Sum
by Fund with Employee Bus Subsidy, AFIS II, and
ENSCO COP Special Line Items

JLBC Staff Recommended Footnotes

Standard Footnotes

The $455,000 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 United States decennial
census.

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 II. All
AFIS II operating costs below $3,295,500 shall be
proportionately distributed among all contributing funding
sources, including the state General Fund.

In accordance with A.R.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 Department of Economic Security West
Building and any other building lease-purchased by the
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State of Arizona in which the Department of Economic
Security occupies space. The Department of
Administration shall deposit the monies in the state
General Fund.

Deletion of Prior Year Footnotes

The JLBC Staff recommends deleting the one-time
footnote which made the Performance Based Incentives
Special Line Item exempt from lapsing.

The JLBC Staff also recommends deleting the footmote on
the Veterans’ Home, since this appropriation is being
removed from the ADOA budget.

JLBC Staff Recommended Statutory Changes

As discussed under “Retiree Accumulated Sick Leave,”
the JLBC Staff recommends a session law provision to
defer enactment of the sick leave payouts established by
Laws 1997, Chapter 291 until problems with statewide
funding and university implementation are resolved. The
JLBC Staff also recommends a session law provision to
defer the requirement that monies in the Retiree
Accumulated Sick Leave Fund over $400,000 revert to the
General Fund.

Other Issues for Legislative Consideration

School Capital Facilities Board

The Executive recommends an additional 7 FTE Positions
and $600,000 from the General Fund to fund the transfer
of the contractual obligations of the School Capital
Facilities Board to ADOA. Laws 1997, Chapter 9, 1*
Special Session automatically repeals the board given the
Arizona Supreme Court’s ruling that the state’s system of
school capital funding remains unconstitutional. Chapter 9
also eliminates the annual transfer of the first $30,000,000
in endowment eamnings to the School Capital Equity Fund,
from which the board was funded. The JLBC Staff
recommends that the issue of the board’s FY 1999
appropriation be addressed in other legislation which
addresses school capital funding in a more comprehensive
manner.

Performance Based Incentives

The JLBC Staff recommendation continues $200,000 from
the General Fund, which was added in FY 1998 for
performance based incentives for ADOA employees. The
Executive recommendation eliminates this funding.

Special Merit Awards

The Executive recommends an additional $100,000 from
the General Fund for the Special Merit Awards Fund
established by A.R.S. § 38-613. Monies in this fund
(currently $0) may be used statewide for awards of up to
$1,000 to employees for ideas which result in cost savings
or improved operations in the public interest and for
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special acts in the public interest. The JLBC Staff does not
include this amount because the Executive Branch has not
taken advantage of the program authorized by Laws 1996,
Chapter 363, which allows agencies to use monies saved
through operational improvements for awards to
employees.

Other Appropriated Fund Source Detail

FY 1999
JLBC Rec
Air Quality Fund $455,000
Capital Outlay Stabilization Fund 89,200
Corrections Fund 89,400
TOTAL $633,600
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DEPT: Arizona Department of Administration

PROG: General Services

JLBC: Lynne Smith/Phil Case
House Sub: Knaperek

OSPB: Bret Cloninger
Senate Sub: Huppenthal

FY 1997 FY 1998 FY 1999
DESCRIPTION ACTUAL ESTIMATE REQUEST | OSPB | JLBC
OPERATING BUDGET
Full Time Equivalent Positions 251.0 251.0 268.3 268.5 263.5
Personal Services 4,998,800 5,386,100 5,584,100 5.697,300 5,575,300
Employee Related Expenditures 1,319,700 1,384,800 1,420,100 1,431,800 1,406,100
All Other Operating Expenditures:
Professional and Outside Services 77,700 92,900 98,100 98,100 92,900
Travel - In State 153,700 112,800 112,800 112,800 112,800
Travel - Out of State 100 2,000 2,000 2.000 2,000
Other Operating Expenditures 1,442,800 1,266,800 1,485,700 1,506,600 1,435,900
Equipment 73,600 113.000 98,000 77.400 95,000
OPERATING SUBTOTAL 8,066,400 8,358,400 8,800,800 8,926,000 8,720,000
SPECIAL LINE ITEMS
Motor Pool 7,154,600 8,369,600 10,426,800 10,140.300 10,140,000
Relocation 149,500 60,000 74,400 74.400 60,000
Utilities 5,934,500 5,985,000 5,985,000 5,985,000 6,044,900
Unoccupied Lease-Purchase 0 0 0 0 42,800
Operations and Maintenance 0 0 1,378,900 1,370,700 1,370,700
PROGRAM TOTAL 21,305,000 22,773,000 26.665.900 26,496,400 26,378,400
BY FUND SOURCE
General Fund 6,378,100 6,328,700 6,676,500 6,743,600 6,685,100
Other Appropriated Funds 14,926,900 16,444,300 19,989,400 19,752,800 19,693,300
Other Non-Appropriated Funds 4,789,900 5,493,200 5,835,400 5,835,400 5,835,400
TOTAL - ALL SOURCES 26,094.900 28.266,200 32.501,300 32,331,800 32,213,800

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 services. 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 4 years, and develop an annual Capital Improvement Plan.

‘ Change in Funding Summary:

Other Appropriated Funds
Total Appropriated Funds

‘ General Fund

FY 1998 to FY 1999 JLBC

¥ Change % Change

$356,400 5.6%

3,249,000 19.8%
$3,605,400 15.8%

FY 1999 — Recommended Changes from FY 1998

Standard Changes
Salary Adjustments
ERE Rates

Risk Management

$67,000 OF
(1,400) OF
22,400 OF
Rent 12,200 OF

$168,200 GF
(2,800) GF
-0- GF

-0- GF

Eliminate One-time
Equipment

Motor Pool Special Line Item

-0- OF

(18,000) GF

1,716,300 OF

The JLBC Staff recommends a decrease of (2.5) FTE
Positions and $(90,800) for administrative reductions
requested by the department; an increase of $66,500 for a
5% increase in fuel consumption and prices over the
FY 1997 amount; an increase of $52,000 for the
department’s vehicle maintenance contract; and an
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increase of $1,688,600 for vehicle price increases, based
on the most recent state bid responses. The Executive
essentially concurs, but eliminates (2.75) FTE Positions.

OSPB  Staffs conducted a  Program

Authorization Review (PAR) of the Fleet
Management program during the last year. As a result of
that review, the JLBC Staff recommends modifying the
program. The PAR Committee adopted the following
JLBC Staff recommendations, which are not included in
the Staff budget recommendation, pending further work
between the budget offices and ADOA:

Ej Program Authorization Review — The JLBC and

e Pursue privatization of the ADOA Motor Pool, if
indicated by the consultant’s upcoming report.

e Consolidate the state fleet by removing the
Department of Economic Security’s statutory
exemption from the ADOA Motor Pool.

e Require non-exempt agencies to transfer ownership
of their vehicles to ADOA.

e Delay the statutory requirement for 40% of the state
fleet to use alternative fuels and require the
department to report back to the PAR Committee by
January 15, 1998 on its action plan for compliance
with the 40% requirement.

Appropriate COP Operations

and Maintenance Fund 1,370,700 OF
Laws 1997, Chapter 210 appropriated the COP Building
Operating and Maintenance Fund in FY 1999 for the first
time. The JLBC Staff recommends a total of 15 FTE
Positions and $1,370,700 for this new Special Line Item.
The fund receives monies from agencies which occupy
space in 8 buildings acquired through lease-purchase
(COP) financing. The buildings are located away from the
Capitol Mall but are operated and maintained by ADOA.
For FY 1999, agencies are budgeted $4.75 per gross square
foot for these services, which include custodial,
landscaping, repairs, and utilities. Monies are appropriated
in individual agency budgets and transferred to the fund
for appropriation to ADOA’s new Operations and
Maintenance Special Line Item. The Executive concurs.

HVAC Maintenance Contract 209,000 GF
The recommended amount funds the increase in the
contract to maintain heating, ventilation, and air
conditioning (HVAC) systems on the Tucson Complex and
Capitol Mall. ADOA maintains small HVAC systems in-
house but contracts out for larger, more complex systems.
The cost increase from $275,000 to $484,000 is based on
the low bid for the services. The Executive concurs but
recommends an additional $111,000 and 4 FTE Positions
for HVAC cleaning and maintenance. Based on the results
of a 1996 PAR of the Facilities Management Program, the
JLBC Staff does not recommend these additional
positions. The PAR suggested that ADOA’s per unit
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HVAC budget was in-line with industry standards,
although data collection problems made it impossible to
make a definitive conclusion.

Utilities Special Line Item 59,900 OF
The JLBC Staff recommends an increase of $59,900, or
1%, from the Capital Outlay Stabilization Fund (COSF)
for the Special Line Item, which funds electric, water, gas,
and garbage disposal services on the Capitol Mall and
Tucson Complex. For each of the past 2 fiscal years, the
expenditures for utilities have come within 1% of the
appropriated amount. The recommended amount would
provide a larger cushion as utility usage continues to
increase, especially on the Capitol Mall. As a result of the
state’s significant investment in lighting and cooling
upgrades, the Special Line Item’s funding has not been
increased in 5 years. The Executive does not address this
issue.

Unoccupied Lease-Purchase 42,800 OF
The JLBC Staff recommends moving this Special Line
Item to General Services from the Central Operations cost
center. The recommended amount includes a reduction of
$(13,100) to provide a total of $42,800 from the Capital
Outlay Stabilization Fund for the lease-purchase payment
on vacant “state-owned” lease space. The Executive does
not recommend funding for this line item.

Rent Adjustment (40,900) OF
The recommended amount reflects adjustments based on
actual space occupancy. The reduction includes $(36,800)
from COSF and $(4,100) from the Corrections Fund. The
Executive does not address this issue.

* % %

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

JLBC Staff Recommended Footnotes

Standard Footnotes
It 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.

Other Issues for Legislative Consideration

OSPB  Staffs conducted a  Program
Authorization Review (PAR) of the Surplus
Property Management program during the last year. As
a result of that review, the JLBC Staff recommends
modifying the program. The PAR Committee adopted the
following JLBC Staff recommendations, which will be

Fb Program Authorization Review — The JLBC and
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accomplished separately from the JLBC Staff budget
recommendation:

e Appropriate the State Surplus Property Fund and
Federal Surplus Property Fund, starting in FY 2000.

e Require the department to submit to the PAR
Committee by January 15, 1998 an action plan on its
developing new performance measures, based on
improved data collection, which will be possible with
an automated tracking system.

e Require the department to collect revenue and
payment data, by donor fund source (General Fund, all
other state funds, and non-state funds), starting in
FY 1999. '

e Require the department to report the FY 1999 data to
the JLBC Staff by September 1, 1999.

Executive Recommendation

The Executive recommends a total of $100,200 from the
Capital Outlay Stabilization Fund (COSF) and 2 FTE
Positions for 3 issues not addressed by the JLBC Staff:

1) Of the amount, $51,500 and 1 FTE Position is for a
new engineer position to assist in reviewing
construction documents. The JLBC Staff does not
recommend this position because performance
measures submitted by the department do not indicate
a significant increase in activity nor a significant
decrease in performance. For example, the number of
plans and specifications reviewed increased from 150
in FY 1995 to 180 in FY 1997, but the turn-around
time decreased from 30 days to 18 days over this
period.

2) The Executive also recommends an increase of
$14,400 for the Relocation Special Line Item. No
Justification is given for this increase, and the JLBC
Staff believes that the existing level of $60,000 is
sufficient for unplanned relocations. We continue to
believe that planned relocations should be accounted
for in individual agency budgets.

3) The Executive recommends transferring $34,300 and
1 FTE Position from the General Fund to COSF based
on a similar transfer last year of personnel associated
with tenant improvement projects. The JLBC Staff
recommends retaining the same number of transferred
FTE Positions (5) as were identified in last year’s
Program Authorization Review of the Facilities
Management Program.

Other Appropriated Fund Source Detail

Motor Pool Fund
Capital Outlay Stabilization Fund
COP Building Operating and
Maintenance Fund
Corrections Fund
TOTAL
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FY 1999
JLBC Rec

$10,140,000

7,714,700

1,370,700
467,900

$19,693,300
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DEPT: Arizona Department of Administration
PROG: Information Services

JLBC: Lynne Smith/Phil Case
House Sub: Knaperek

OSPB: Bret Cloninger
Senate Sub: Huppenthal

FY 1997 FY 1998 FY 1999
| DESCRIPTION ACTUAL ESTIMATE REQUEST | OSPB : JLBC
OPERATING BUDGET
Full Time Equivalent Positions 266.3 2113 211.3 2113 211.3
Personal Services 6,977,000 7,421,400 7,585,800 7,696,300 7,696,500
Employee Related Expenditures 1,501,600 1,580,500 1,745,500 1,625,800 1,632,700
All Other Operating Expenditures:
Professional and Qutside Services 1,041,200 311,900 697,000 697,000 697,000
Travel - In State 21,500 18,400 23,700 23,700 23,700
Travel - Out of State 43,500 19,300 71,500 44 300 38,100
Other Operating Expenditures 10,375,000 9,086,300 7,578,600 7,613,700 7.613.700
OPERATING SUBTOTAL 19,959,800 18,437,800 17,702,100 17.700,800 17,701,700
SPECIAL LINE ITEMS
Automation Equipment 507,000 3,553,800 3,991,400 1,622,600 3,553,800
Software and Licenses 1,387,800 1,772,600 2,030,500 2,030,500 2,030,500
Maintenance and Repair 763,200 1,147,100 1,033,300 1,033,300 1.033,300
PROGRAM TOTAL 22,617,800 24,911,300 24,757,300 22,387,200 24,319,300
BY FUND SOURCE
General Fund 934,200 0 0 0 0
Other Appropriated Funds 21,683,600 24,911,300 24,757,300 22,387.200 24,319,300
Other Non-Appropriated Funds 5,714,400 8,501,100 9,737,800 9,737,800 9,737,800
TOTAL - ALL SOURCES 28,332,200 33,412,400 34,495,100 32,125,000 34,057,100

Program Description — The Information Services Division operates the Data Center, which provides centralized computer
services for approximately 70 state agencies, statewide emergency telecommunications services, and state agency

telecommunications services.

FY 1999 — Recommended Changes from FY 1998

Standard Changes

Salary Adjustments $291,300 OF
ERE Rates 15,600 OF
Risk Management 6,800 OF
Project EAGLE/Consulting 385,100 OF

The JLBC Staff recommends an increase of $300,000 for
Professional and Outside Services to continue Project
EAGLE, which seeks to expand access and consolidate
state telecommunications lines through a public-private
partnership in the network across Arizona. The
recommended amount also includes $85,100 for disaster
recovery and security services. The Executive concurs.

Change in Funding Summary: . FY 1998 to FY 1999 JLBC
$ Change % Change
Other Appropriated Funds $(592,000) (2.4)%
Rent 80,000 OF

The JLBC Staff recommends an increase of $80,000 for
rent. The increased space provides 114 square feet per
person, which is below the state average. The Executive
concurs.

Training 24,100 OF
The JLBC Staff recommends an increase of $24,100 for
computer training conferences to reflect the department’s
actual expenditures for training. The Executive
recommends an increase of $30,300.

Overtime Pay 20,400 OF
The recommended amount includes an increase of $20,400
for overtime. The division previously has not been funded
for overtime, but must periodically accommodate rush
computer needs of other agencies. The Executive concurs.
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Software and Licenses 257,900 OF
The recommended amount includes an increase of
$257,900 to reflect increased costs for software and
licenses associated with expanded capacity on the Data
Center’s new mainframe computer. The Executive
concurs.

Maintenance and Repair (113,800) OF
The recommended amount includes a decrease of
$(113,800) for projected maintenance costs for FY 1999,
The Executive concurs.

Automation Equipment (1,559,400) OF
The recommended amount includes a decrease of
$(1,559,400) to reflect the end of a mainframe computer
lease. This provides a total of $3,553,800 for Data Center
and state telecommunications equipment, including lease
costs and replacement equipment. The Executive
recommends an additional decrease of $(1,931,200), but
adds $2,843,200 to the Government Information
Technology Agency budget for possible consolidation of
the Department of Economic Security and Department of
Transportation mainframes into the ADOA Data Center.

* ¥ %

JLBC Staff Recommended Format — Lump Sum by Fund

Other Appropriated Fund Source Detail

FY 1999
JLBC Rec
Technology and
Telecommunications Fund $24,319,300
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DEPT: Arizona Department of Administration
PROG: Risk Management

JLBC: Lynne Smith/Phil Case
House Sub: Knaperek

OSPB: Bret Cloninger
Senate Sub: Huppenthal

FY 1997 FY 1998 FY 1999 |

DESCRIPTION ACTUAL ESTIMATE REQUEST | OSPB , JLBC |
OPERATING BUDGET
Full Time Equivalent Positions 173.0 185.0 187.0 82.0 83.0
Personal Services 1,743,200 1,986,700 2,123,100 2.079,200 2,109.300
Employee Related Expenditures 395,000 450,000 508,300 459,900 465,300
All Other Operating Expenditures:

Professional and Outside Services 214,100 118,000 134,000 134,000 134,000

Travel - In State 23,900 20,000 38,400 32,000 30.900

Travel - Out of State 4,300 9,400 11,700 9,400 9.400

Other Operating Expenditures 558,500 518,300 536,000 538,300 545,900

Equipment 69,400 10,000 44,100 44.100 44,100
OPERATING SUBTOTAL 3,008,400 3,112,400 3,395,600 3,296,900 3,338,900
SPECIAL LINE ITEMS
Losses and Related Expenditures - RM 27,302,200 35,020,900 36,999,400 37,121,000 36,953,900
Attorney General Defense - RM 4,770,200 5,852,800 6,013,200 5,935,300 5.936.100
Insurance Premiums - RM 4,280,900 5,176,600 5,821,900 5,821,900 5,821,900
Loss Control Grants - RM 237,200 350,000 500,000 500,000 500,000
Risk Management Information System 31,100 233,200 233,200 233.200 233,200
Workers' Compensation 757,100 871,000 932,300 924,200 922,300
Losses and Related Expenditures - WC 14,452,400 16,876,800 16,826,800 18,014,000 18,716,000
Attorney General Defense - WC 114,400 246,400 252,400 251,300 252,700
Insurance Premiums - WC 216,700 293,000 293,000 293,000 293,000
Loss Control Grants - WC 150,000 150,000 200,000 150,000 150,000
Premium Tax 316,200 444,200 444,200 444,200 444,200
University Health Work Program 93,900 159,500 159,500 159,500 159,500
PROGRAM TOTAL 55,730,700 68,786,800 72,071,500 73,144,500 73,721,700
BY FUND SOURCE
Other Appropriated Funds 55,730,700 68,786,800 72,071,500 73,144,500 73,721,700
Other Non-Appropriated Funds 1,273,200 1,519,000 3,118,900 3,118,900 3.118,900
TOTAL - ALL SOURCES 57,003,900 70,305,800 75,190,400 76.263.400 76.840,600

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

limited areas of coverage. the state is self-insured, paying for its own losses and liabilities.

FY 1999 — Recommended Changes from FY 1998

Standard Changes

Salary Adjustments $229,200 OF
ERE Rates 6,500 OF
Risk Management 5,100 OF
Rent 23,600 OF

Eliminate One-time Equipment (108,700) OF

Change in Funding Summary: FY 1998 to FY 1999 JLBC
$ Change % Change
Other Appropriated Funds $4,934,900 7.2%
Actuarial Fees 16,000 OF

The recommended amount includes an additional $16,000
for the cost of contracted actuarial services. The Executive
CONCUrs.

Investigators (70,000) OF
The JLBC Staff recommends an increase of 2 FTE
Positions and $97,100 for the department to hire in-house
investigators, rather than contract investigators, for
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specific cases where added continuity and knowledge of
the state system would aid an investigation. The
recommended amount also includes a reduction of
$(167,100) for a corresponding reduction to the contract
investigator funding in the Risk Management Losses and
Related Expenditures Special Line Item. The Executive
recommends 1 FTE Position and $52,600 for this issue.

Equipment 53,600 OF
The recommended amount includes a total of $9,500 from
the Workers’ Compensation Fund for replacement
computers and a printer. The recommended amount also
includes a total of $44,100 from the Risk Management
Fund for replacement computers and 2 printers. The
Executive concurs.

Losses and Related Expenditures - RM 2,250,100 OF
The JLBC Staff recommends an increase of $2,250,100 for
self-insured Risk Management losses and expenditures
related to settling these losses. The increase primarily
results from higher actuarial estimates for the following:
automobile physical damage, automobile liability, building
property, and employment liability. The recommended
amount reflects the FY 1999 actuarial estimate for the
state, using a 50% confidence interval. The Executive
concurs.

Attorney General Defense -0- OF
The JLBC Staff recommends eliminating the appropriation
of 100 FTE Positions for Risk Management and 4 FTE
Positions for Workers’ Compensation to reflect the
appropriation of these positions in the Attorney General’s
budget. Funding for these positions remains in the ADOA
budget, since the department must pay for Attorney

General services. The Executive concurs.

Insurance Premiums - RM 645,300 OF
The recommended amount includes an increase of
3$645,300 for the cost of private insurance policies
purchased for specific property and liability losses where
the state deems it more cost effective to cede risk to an
outside insurer. The increase primarily reflects higher
costs for aircraft and excess liability policies. The
Executive concurs.

Loss Control Grants - RM -0- OF

The recommended amount transfers $150,000 from the
Losses and Related Expenditures Special Line Item to the
Loss Control Grants Special Line Item. The department
evaluates proposals from state agencies for loss prevention
and safety projects, then grants monies for cost-effective
projects. Currently, the department can fund less than half
of the agencies’ loss prevention proposals. The Executive
concurs.

Workers’ Compensation 45,000 OF
The JLBC Staff recommends an increase of $30,000 for
the department to publicize its Workers’ Compensation
fraud hotline and early reporting program and an increase
of $15,000 for training. The Executive concurs.

Losses and Related Expenditures - WC 1,839,200 OF
The JLBC Staff recommends an increase of $1,839,200 for
self-insured Workers’ Compensation losses and
expenditures related to settling these losses. The
recommended amount reflects the FY 1999 actuarial
estimate for the state, using a 70% confidence interval, less
52,000,000 in projected savings from a reduction in
outside counsel costs started in FY 1998. Due to the high
variability of Workers’ Compensation losses and a
resulting need for supplemental appropriations, the
Legislature has funded these losses at the 70% confidence
level starting in FY 1996. The Executive recommends an
increase of $1,137,200, which reflects a 50% confidence
interval.

* % %

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

JLBC Staff Recommended Footnotes

Deletion of Prior Year Footnotes
The JLBC Staff recommends deleting the one-time
footnote on FY 1998 Attomey General expenditures.

Other Issues for Legislative Consideration

Construction Insurance Fund

Refer to the Capital Outlay section of the JLBC Staff
recommendation for information on the department’s new
Construction Insurance Fund, which allows ADOA to self-
insure or purchase insurance for the state’s liability in
design and construction of capital projects.

Other Appropriated Fund Source Detail

FY 1999

JLBC Rec
Risk Management Fund $52,667,400
Workers’ Compensation Fund 21,054,300
TOTAL $73,721,700
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DEPT: Arizona Department of Administration
PROG: Human Resources

JLBC: Lynne Smith/Phil Case
House Sub: Knaperek

OSPB: Bret Cloninger
Senate Sub: Huppenthal

FY 1997 FY 1998 FY 1999
DESCRIPTION ACTUAL ESTIMATE REQUEST T OSPB | JLBC
OPERATING BUDGET
Full Time Equivalent Positions 119.5 123.0 145.5 145.5 145.5
Personal Services 3,389,700 3,945,500 4,098,900 4,105,800 4,113,700
Employee Related Expenditures 713,600 881,400 972,700 898,700 903,200
All Other Operating Expenditures:
Professional and Outside Services 207,500 293,000 303,000 303,000 303,000
Travel - In State 12,400 12,000 12,000 12,000 12,000
Travel - Out of State 2,900 7,600 7,600 7.600 7.600
Other Operating Expenditures 999,100 1,134,900 1,220,100 1,156,000 1,154,800
Equipment 146,800 0 4,500 4,500 5.400
OPERATING SUBTOTAL 5,472,000 6,274,400 6,618,800 6,487,600 6,499,700
SPECIAL LINE ITEMS
Special Recruitment 9,800 43,500 43,500 43,500 43,500
Personnel Automation Project 175,000 175,000 175,000 175,000 175,000
Data Center Services 1,086,900 1,062,700 1,266,600 1,266,600 1,266,600
Personnel Reform (Laws 1997, Ch. 288) 0 0 450,000 450,000 450,000
Classification Project 71,900 0 0 0 0
Health Insurance and Wellness Programs 0 0 2,498,000 2,477,600 2.477,800
PROGRAM TOTAL 6,815,600 7,555,600 11,051,900 10,900,300 10,912,600
BY FUND SOURCE
Other Appropriated Funds 6,815,600 7,555,600 11,051,900 10,900,300 10,912,600
Other Non-Appropriated Funds 223,168,500 217,386,000 225,180,600 225,180,600 225,180,600
TOTAL - ALL SOURCES 229,984,100 224.941.600 236,232,500 236.080.900 236,093,200
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

plans. The division is funded through a 0.9% charge on state agency payrolls.

Change in Funding Summary:

Other Appropriated Funds

FY 1998 to FY 1999 JLBC

$ Change $ Change

$3,357,000 44.4%

FY 1999 — Recommended Changes from FY 1998

Standard Changes

Salary Adjustments $140,100 OF
ERE Rates (3,400) OF
Risk Management 3,700 OF
Rent 15,300 OF
Health Insurance Administration 2,477,800 OF

In accordance with Laws 1997, Chapter 210,
administrative expenditures from the Health Insurance
Trust Fund become appropriated starting in FY 1999. The
JLBC Staff recommends a total of 21.5 FTE Positions and
$2,477,800 from this fund for the department to continue

administering the state employee health insurance and
wellness programs. This amount includes $348,000 for
transfer to the universities for their portion of the statewide
employee wellness program authorized by Laws 1990,
Chapter 355. The amount also includes $563,800 for
contracted services, as the department contracts out for
most of the ADOA system wellness program. The
Executive concurs.

Personnel Reform 450,000 OF
Laws 1997, Chapter 288 appropriated $450,000 to the
department for FY 1999. As a result of the prior
appropriation, this amount will not need to be included in
the FY 1999 General Appropriation Act. The monies will
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be used to implement reform measures required by the bill.
The Executive concurs.

Data Center Services 203,900 OF
The recommended amount includes an increase of
$203,900 for Data Center charges associated with
increased use of the Human Resource Management System
(HRMS). HRMS is the statewide personnel/payroll
computer system. The Executive concurs.

Analysis 69,600 OF
The JLBC Staff recommends an increase of 1 FTE
Position and $69,600 to conduct market research and
statistical analysis of statewide personnel data. The
recommended amount includes $5,400 in one-time
equipment. The Executive concurs but adds $61,500.

* % %

JLBC Staff Recommended Format — Lump Sum by Fund

Other Appropriated Fund Source Detail

FY 1999

JLBC Rec
Personnel Division Fund $8,434,800
Health Insurance Trust Fund 2,477,800
TOTAL $10,912,600
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DEPT: Arizona Health Care Cost Containment System

Agency Summary

JLBC: Lisa Cotter

House Sub: Weiers

OSPB: Shelli Silver/Aimee Petrosky
Senate Sub: Wettaw

FY 1997 FY 1998 FY 1999

DESCRIPTION ACTUAL ESTIMATE REQUEST | OSPB JLBC |
BY PROGRAM/ORGANIZATION
Administration 102,148,400 101,442,400 111,766,700 109,310,100 108.319,700
Long-Term Care 394,402,400 433,060,300 479,734,400 487,400,800 488,414,900
Acute Care 1,159,010,200  1,306,779,200  1,313,652,100  1,286,219,700 1.285,934.800
AGENCY TOTAL 1,655,561,000  1.841,281,900  1,905,153,200  1,882,930,600 1,882,669,400
OPERATING BUDGET
Full Time Equivalent Positions 2,209.7 2,209.7 2,277.9 2.281.9 2.266.7
Personal Services ) 27,976,300 29,831,500 32,051,100 32.043.200 31.791.600
Employee Related Expenditures 6,643,800 6,969,300 8,128,900 7,432,200 7.260.900
All Other Operating Expenditures:

Professional and Outside Services 7,101,000 7,413,700 8,906,500 8,665,800 8.463.700

Travel - In State 253,700 262,900 265,000 265.000 265.000

Travel - Out of State 41,800 70,000 61,600 61.600 61,600

Other Operating Expenditures 13,036,700 10,991,300 11,603,600 11,596,700 11,541,900

Equipment 1,857,200 1,677,600 3,243,800 1,984,100 1.775.100
OPERATING SUBTOTAL 56,910,500 57,216,700 64,260,500 62,048,600 61,159,800
Special Line Items 1,598,650,500  1,784,065,200  1,840,892,700  1,820,882,000 1,821.509,600
AGENCY TOTAL 1,655,561,000  1,841,281,900  1,905,153,200  1,882,930.600 1,882,669.400
BY FUND SOURCE
General Fund 459,283,800 504,713,000 524,380,100 516,599,000 512,779,700
Federal Funds 976,902,800  1,094,905200  1,118,443,100  1,115,325,100 1,116,819,700
County Funds 201,201,100 209,968,500 232,081,000 221,770,200 221,434,500
Third Party Collections 2,876,900 5,000,000 1,583,400 1,583,400 1,583,400
Donations Fund 0 0 1,293,800 1,288,300 1,276,400
Tobacco Tax Funds 15,296,400 26,695,200 27,371,800 26,364,600 28,775,700
TOTAL - ALL SOURCES 1,655,561,000  1,841,281,900  1,905,153,200  1,882,930,600 1,882,669.400

Agency Description — The Arizona Health Care Cost Containment System (AHCCCS) is Arizona’s alternative to a traditional
fee-for-service Medicaid system. Started in 1982, AHCCCS operates on a health maintenance organization model in which
contracted providers receive a predetermined monthly capitation payment for the medical services cost of enrolled members.
AHCCCS members gain eligibility through a variety of federal and state programs. In some cases, eligibility based on federal
programs is tied to the applicant also being eligible for a cash assistance program, such as Supplemental Security Income
(SSI). Although another cash assistance program, Aid to Families with Dependent Children (AFDC), was replaced and its
automatic link to eligibility severed, citizens who meet AFDC eligibility criteria as of July 16, 1996 will remain eligible for
| AHCCCS. Low-income pregnant women and children can qualify under a federal “medical assistance only” category. Other

individuals not meeting federal eligibility requirements but either indigent or having catastrophic medical expenses may

qualify for state-supported assistance in the Medically Needy/Medically Indigent (MN/MI) program or other state-only

eligibility programs. In addition to an acute medical services program, AHCCCS also operates the Arizona Long-Term Care
| System (ALTCS), a Medicaid program that provides long-term nursing care in nursing facilities or home and community

based settings.
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General Fund
Federal Funds
County Funds

Change in Funding Summary:

Tobacco Tax Funds

Donations Fund

Third Party Collections

Total Funds

FY 1998 to FY 1999 JLBC

$ Change % Change
$ 8,066,700 1.6%
21,846,200 2.0%
11,534,300 5.5%
2,080,500 7.8%
1,276,400 100.0%

(3,416,600) (68.3)%
$41,387,500 2.2%

FY 1999 — Recommended Changes from FY 1998

Standard Changes

Salary Adjustments $1,970,900 TF
ERE Rates (153,400) TF
Risk Management 10,100 TF
Rent 71,600 TF
Eliminate One-time

Equipment (1,677,600) TF
Other (20,700) TF
ADMINISTRATION
ALTCS Eligibility

Determination 1,915,000 TF
ALTCS Interactive

Interviewing 262,000 TF
Decision Support System 975,000 TF
ADOA Data Center 1,240,700 TF
Healthcare Group 1,276,400 TF
DES PASARR (125,900) TF
DES MEDICS (264,800) TF
Equipment 1,398,000 TF
LONG-TERM CARE

ALTCS Lump Sum
Appropriation 55,354,600 TF
ACUTE CARE

FY 1998 Estimated

Acute Care Variance  (63,056,700) TF
Demographic, Inflationary,

and Capitation

Rate Increases
Disproportionate

42,318,100 TF

Share Payments (9,047,100) TF
Health Plan Rate

Reconciliation 3,032,500 TF
Third Party Collections -0- TF
Continue Phase-Down of

Quick Pay Discount (4,184,300) TF
Change in FMAP -0- TF

$931,100 GF
(135,900) GF
(11,700) GF
36,000 GF

(901,400) GF
(6,700) GF

842,700 GF

-0- GF

-0- GF
407,700 GF
-0- GF
(31,300) GF
(140,700) GF
744,500 GF

7,030,700 GF

(5,872,700) GF

10,766,700 GF
(9,047,100) GF

1,883,300 GF
831,900 GF

-0- GF
-0- GF

Medicare Premiums and Qualified

Medicare Beneficiaries 2,262,800 TF
Maternity Length of Stay 6,328,300 TF
1,502,000 TF

HIV/AIDS Treatment

x ¥ %

739,600 GF
-0- GF
-0- GF

JLBC Staff Recommended Format — Varies by Program
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DEPT: Arizona Health Care Cost Containment System JLBC: Lisa Cotter OSPB: Shelli Silver/Aimee Petrosky
PROG: Administration House Sub: Weiers Senate Sub: Wettaw
FY 1997 FY 1998 FY 1999

DESCRIPTION ACTUAL ESTIMATE REQUEST OSPB | JLBC
OPERATING BUDGET
Full Time Equivalent Positions 2,209.7 2,209.7 22779 2.281.9 2,266.7
Personal Services 27,976,300 29,831,900 32,051,100 32.043,200 31,791,600
Employee Related Expenditures 6,643,800 6,969,300 8,128,900 7,432,200 7,260,900
All Other Operating Expenditures:

Professional and Outside Services 7,101,000 7,413,700 8,906,500 8,665.800 8,463,700

Travel - In State 253,700 262,900 265,000 265,000 265,000

Travel - Out of State 41,800 70,000 61,600 61,600 61,600

Other Operating Expenditures 13,036,700 10,991,300 11,603,600 11,596,700 11,541,900

Equipment 1,857,200 1,677,600 3,243,800 1,984,100 1,775,100
OPERATING SUBTOTAL 56,910,500 57,216,700 64,260,500 62,048,600 61,159,800
SPECIAL LINE ITEMS )
ADOA Data Center 7,277,900 3,737,900 4,978,600 4.978.600 4,978,600
Indian Advisory Council 201,900 202,800 219,900 215,300 209,100
DES Eligibility 36,563,900 38,287,700 39,256,500 39,045,600 39,057,000
DES DDSA 157,900 205,700 210,400 205,800 208,000
DES PASARR 65,700 205,400 83,500 81.900 81,700
DES MEDICS 369,400 360,800 96,000 96,000 96,000
DHS Licensure 381,400 776,700 889,700 877,400 803,700
DHS PASARR 116,300 212,200 213,600 212,400 212,900
DHS Indirect Costs 103,500 236,500 264,200 260,200 236,500
Healthcare Group Admuinistration 0 0 1,293,800 1.288.300 1,276,400
PROGRAM TOTAL 102,148,400 101,442,400 111,766,700 109,310,100 108,319,700
BY FUND SOURCE
General Fund 49,089,600 49,008,200 52,961,100 51,754,100 50,742,500
Federal Funds 53,058,800 52,434,200 57,511,800 56,267,700 56,300,800
Donations Fund 0 0 1,293,800 1,288,300 1,276,400
TOTAL - ALL SOURCES 102,148,400 101,442,400 111,766,700 109.310,100 108,319,700

Program Description — 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. Other major Administration
responsibilities include the development and maintenance of the management information system, adjudicating provider or
eligibilitv 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 Medical Assistance only (MAQ)
Eligibility. Eligibility for the Acute Care program is conducted by the Department of Economic Security (DES), counties, and
the federal Social Security Administration. 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 1998 to FY 1999 JLBC
$ Change % Change

General Fund $1,734,300 3.5%

Federal Funds 3,866,600 7.4%

Donations Fund 1,276,400 100.0%

Total Funds $6,877,300 6.8%
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FY 1999 — Recommended Changes from FY 1998

Standard Changes

Salary Adjustments $1,970,900 TF $931,100 GF
ERE Rates (153,400) TF (135,900) GF
Risk Management 10,100 TF (I1,700) GF
Rent 71,600 TF 36,000 GF
Eliminate One-time

Equipment (1,677,600) TF (901,400) GF
Other (20,700) TF (6,700) GF
ALTCS Eligibility

Determination ‘1,915,000 TF 842,700 GF

The JLBC Staff recommends an increase of $842,700 GF
and $1,915,000 TF for ALTCS eligibility determination.
This amount includes $1,606,200 and 44 FTE Positions for
AHCCCS’ Division of Member Services, which performs
initial medical and financial eligibility determinations for
ALTCS applicants as well as annual financial and medical
redeterminations for ALTCS members. ALTCS caseloads
have grown 23% over the past 3 years and are expected to
continue growing steadily. At the same time, the number
of eligibility staff has only increased 3% during the past 3
years. AHCCCS reports that in FY 1997, 20% of initial
ALTCS eligibility determinations were untimely. Fee-for-
service costs are incurred while an applicant is awaiting
eligibility approval. Once approved, the member can be
enrolled with a Program Contractor at a significantly lower
capitated rate. AHCCCS also reports a 4,700 member
backlog in medical and financial redeterminations as of
June, 1997. Untimely redeterminations cost the state
additional funds because members who are no longer
eligible for ALTCS remain in the program longer than they
should. The Executive recommends $954,400 GF for new
staff for ALTCS eligibility determination.

The recommendation also includes $156,200 GF and
$312,500 TF for an additional ALTCS field office in
Phoenix. The amount includes one-time costs of $125,000
and annual rent, utilities and maintenance of $187,500.
The increased space is recommended to accommodate a
portion of the additional 92 staff appropriated to the
Member Services Division since FY 1994. The Executive
concurs.

ALTCS Interactive

Interviewing 262,000 TF -0- GF
Contingent upon project approval by the Government
Information Technology Agency (GITA), the JLBC Staff
recommends $262,000 TF to allow ALTCS financial
eligibility  interviewers to  capture information
electronically during face to face interviews. With a
growing ALTCS population, computerizing the eligibility
interview will save time and improve efficiency. The
recommendation includes federal funds expenditure
authority for one-time costs of hardware, software, and
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consulting, and software licensing and maintenance fees.
The JLBC Staff estimates the state match for this project
will be $262,000 and assumes the state match will be
funded through the agency’s base budget. The Executive
concurs with the federal funds authority for this project,
but also adds the state match of $262,000 GF.

Decision Support System 975,000 TF -0- GF
Contingent upon project approval by GITA and the
Information Technology Advisory Committee (ITAC), the
JLBC Staff recommends $975,000 TF for the expansion of
the Decision Support System. The expansion will allow
AHCCCS to obtain more timely information on service
utilization data used in operational and financial decision
making. The increase includes federal funds expenditure
authority for one-time costs of $975,000 in Professional
and Outside Services. AHCCCS estimates the state match
for- this project will be $175,000. The JLBC Staff
recommendation assumes the state match will be funded
through the agency’s base budget. The Executive concurs
with the federal funds authority for this project, but also
adds the state match of $175,000 GF.

ADOA Data Center 1,240,700 TF 407,700 GF
The JLBC Staff recommends increases of $407,700 GF
and $1,240,700 TF for the ADOA Data Center Special
Line Item. AHCCCS is expected to use more ADOA
mainframe time and resources because of increases in
AHCCCS’ number of records and on-line users. The
Executive concurs.

Healthcare Group Administration

Special Line Item 1,276,400 TF -0- GF
Laws 1997, Chapter 210 appropriated the administrative
costs for AHCCCS’ Healthcare Group Program. For FY
1999, the JLBC Staff recommendation includes 14 FTE
Positions and $1,276,400 from the AHCCCS Donations
Fund for the Healthcare Group Administration Special
Line Item. The Healthcare Group Program administers a
health insurance program for small businesses and political
subdivisions of the state. Its administration funding comes
from premiums paid by program participants. The
Executive recommends $1,288,300 and 14 FTE Positions
for Healthcare Group administration.

DES PASARR (125,900) TF (31,300) GF
The JLBC Staff recommends a reduction of (1) FTE
Position, $(31,300) GF and $(125,900) TF in the DES
PASARR Special Line Item. The reduction reflects
federal changes allowing for fewer annual resident
reviews. These reviews now only need to be completed
when there is a significant change in the physical or mental
condition of a Developmentally Disabled (DD) client
residing in a skilled nursing facility. The Executive
concurs.
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DES MEDICS (264,800) TF (140,700) GF
The JLBC Staff recommends a reduction of $(140,700) GF
and $(264,800) TF in the DES MEDICS Special Line
Item. The Special Line Item funds the automation of the
eligibility system for SOBRA women and children and
other “medical assistance only” programs. The reduction
reflects a decrease in the lease purchase payment for
MEDICS equipment. The Executive concurs.

Equipment 1,398,000 TF 744,500 GF
The JLBC Staff recommends one-time funding of
$744.500 GF and $1,398,000 TF for replacement
equipment. The recommendation includes funding for 18
alternative fuel vehicles, 17 copiers, 157 personal
computers, 69 laser printers, 1 mainframe laser printer, and
other equipment. The Executive recommends $744,300
GF for replacement equipment.

* X x

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

JLBC Staff Recommended Footnotes

Standard Footnotes

It is the intent of the Legislature that the appropriation for
the Arizona 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 Arizona Department of Administration
Data Center.

The amounts appropriated for the Department of Economic
Security Special Line TItems 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.

The amounts appropriated for the Department of Health
Services Special Line Items shall be wused 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.

Of the $108319.700 expenditure authority for
Administration, $50,742,500 is appropriated from the state
General Fund.

New Foomotes

It is the intent of the Legislature that the Department of
Economic Security in conjunction with the Arizona Health
Care Cost Containment System shall provide quarterly
reports on their progress in implementing the
Comprehensive Medical and Dental Plan (CMDP) as a
health plan. The first report to the Directors of the
Governor’s Office of Strategic Planning and Budgeting
and the Joint Legislative Budget Committee will be due
March 31, 1998. These quarterly reports will be provided
until June 30, 1999. (This was the recommendation of the
CMDP Study Committee, which was to determine the
feasibility of transferring CMDP from DES to AHCCCS.)

The Arizona Health Care Cost Containment System shall
report by May 31, 1999 to the Joint Legislative Budget
Committee on the feasibility of competitive bidding for the
provision of services to developmentally disabled clients
by FY 2002. (See the Department of Economic Security
budget recommendation for further detail.)

Of the FY 1998 $40,343,200 Total Funds appropriation for
the DES-Eligibility Special Line Item, $2,055,500 in
Federal Funds is exempt from lapsing until June 30, 2000.
(These federal funds are available for 3 years to modify
DES systems to make a separate Medicaid eligibility
calculation for those applying for or receiving cash
assistance under TANF') )

Other Issues for Legislative Consideration

FY 1998 Supplemental for DES-Eligibility

The JLBC Staff recommends that the DES-Eligibility
Special Line Item receive an additional $2,055,500 TF in
FY 1998 for eligibility determination changes necessary
due to the federal welfare reform law. Prior to the passage
of the federal welfare reform law, those receiving Aid to
Families with Dependent Children (AFDC) benefits were
categorically eligible for AHCCCS benefits. The federal
welfare reform law replaced AFDC with Temporary
Assistance for Needy Families (TANF) and severed the
automatic link between TANF and AHCCCS eligibility.
The federal government is providing funding for increased
Medicaid administrative costs resulting from the federal
welfare reform law. With this funding, DES will modify
its existing systems to make a separate Medicaid eligibility
calculation for those applying for or receiving cash
assistance under TANF. DES estimates that a $384,000
General Fund match will be required for this project. The
JLBC Staff recommends that existing funding in the
DES-Eligibility Special Line Item be used for the state
match. The JLBC Staff also recommends that the
$2,055,500 increase in federal funding authority be exempt
from lapsing until June 30, 2000. (See related footnote
under New Footnotes.) The Executive concurs at a federal
funds cost of $1,868,200.
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Executive Recommendation

In addition to the above issues, the Executive recommends
a net increase of $185,000 GF in the AHCCCS operating
budget for increases in outside financial consulting and
decreases in a variety of areas. The Executive also
recommends the following Special Line Item increases
from the General Fund: $2,800 GF for the Indian
Advisory Council, $9,700 GF for DHS Indirect Costs and
$43,900 GF and 1.1 FTE Position for DHS Licensure. Of
the DHS Licensure increase, $17,300 GF and 0.5 FTE
Position is a transfer from the DHS Assurance and
Licensure Special Line Item.
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DEPT: Arizona Health Care Cost Containment System

JLBC: Lisa Cotter

OSPB: Shelli Silver/Aimee Petrosky

PROG: Long-Term Care House Sub: Weiers Senate Sub: Wettaw

' FY 1997 FY 1998 FY 1999 |
DESCRIPTION ACTUAL ESTIMATE REQUEST | OSPB | JLBC |
OPERATING BUDGET
Full Time Equivalent Positions 0.0 0.0 0.0 0.0 0.0
SPECIAL LINE ITEMS
ALTCS Lump Sum Appropriation 394,226,500 432,850,600 479,459,400 487,191,100 488,205,200
Board of Nursing 175,900 209,700 275,000 209,700 209,700
PROGRAM TOTAL 394,402,400 433,060,300 479,734,400 487,400,800 488.414,900
BY FUND SOURCE
General Fund 0 5,728,800 0 13,464,200 12,759,500
Federal Funds 259,890.800 284,052,500 314,342,900 318,855,900 320,910,400
County Funds 134,511,600 143,279,000 165,391,500 155,080,700 154,745,000
TOTAL - ALL SOURCES 394,402,400 433,060,300 479,734,400 487,400,800 488.414,900

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 resource standards and at risk of being
institutionalized. Prior to FY 1998, ALTCS program costs were funded entirely with county and federal dollars. Beginning in
FY 1998, the state and the counties are sharing in the cost of ALTCS program growth. The state continues to fund the non-
federal share of the administrative cost of ALTCS. The AHCCCS Administration conducts ALTCS eligibility and is also
responsible for contracting with providers. As in the Acute program, providers receive a monthly capitation payment that
covers the full range of ALTCS services, including acute medical services.

| Change in Funding Summary:

General Fund
County Funds
Federal Funds
Total Funds

FY 1998 to FY 1999 JLBC

$ Change % Change
$ 7,030,700 122.7%
11,466,000 8.0%
36,857,900 13.0%
$55,354,600 12.8%

FY 1999 — Recommended Changes from FY 1998

ALTCS Redistribution Plan

Laws 1997, Chapter 2, 2nd Special Session (H.B. 2006)
redistributed the responsibility for non-federal ALTCS
program costs. Until FY 1998, the counties were
responsible for 100% of the non-federal share of ALTCS
program costs. The counties requested state assistance
because ALTCS costs have been growing faster than
county revenues. Through Chapter 2, from FY 1998
onward the state and the counties will share in the growth
of the ALTCS program 50/50.

H.B. 2006 also addresses contribution inequities among
counties. Since 1989, each county has contributed to
ALTCS according to statutory percentages based upon that
county’s long-term care expenditures in FY 1988. These
percentages are outdated and result in some counties
subsidizing other counties’ ALTCS expenditures.
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Beginning in FY 1998, H.B. 2006 requires that over a 4-
year period, counties be phased in to contributing to
ALTCS based upon their share of ALTCS expenditures
rather than the previous statutory percentages.

Finally, H.B. 2006 contains several provisions to address
specific counties’ needs. First, it limits each county’s
ALTCS contribution to 90 cents per $100 of net assessed
property value. Second, it limits the contribution for
counties with an On-Reservation population that represents
at least 20% of the county’s total population. It also limits
the contribution of counties who would pay more under the
new ALTCS redistribution plan than they would have
under the old statutory percentages.

Based upon JLBC Staff estimates, the bill contains a
General Fund FY 1998 supplemental appropriation of
$5,728,800 for ALTCS program costs. This General Fund
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offset reduces the required FY 1998 county contribution
from $149,007,800 to $143,279,000.

ALTCS Lump Sum

Appropriation 55,354,600 TF 7,030,700 GF
The JLBC Staff recommendation is based on 16,580
average annual member years and 7% population growth
over the FY 1998 appropriation. The estimate reflects
3.4% medical inflation for an average per member per
month cost of $2,438, which includes the cost of
Capitation, Fee-For-Service, Reinsurance, Medicare
Premiums and Nurse Aid Training costs.

The enrollment for the ALTCS program has grown
steadily in the 7% to 9% range for the last few years. The
following graph displays the growth in ALTCS enrollment
since 1991.

ALTCS Member Months
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Medical inflation, or cost per client, has fluctuated over the
life of the program due to increased utilization of
home-and-community-based services (HCBS). The cap on
placements into HCBS has recently been increased by the
Health Care Financing Administration from 40% to 45%
of program enrollment. Statewide, actual HCBS
enrollment was approximately 38% in FY 1997.

The FY 1999 JLBC Staff recommendation also reflects
increased costs for ALTCS’ High Cost Behavioral Health
members. The number of such members has increased
recently, and they require expensive specialized behavioral
health settings. During the second half of 1996, AHCCCS
agreed to reimburse Program Contractors for High Cost
Behavioral Health members through Reinsurance. It is
estimated that increased Reinsurance costs for High Cost
Behavioral Health members will be approximately $6
million in FY 1999.

For FY 1999, the JLBC Staff recommendation would
require a General Fund ALTCS contribution of
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$12,759,500, which is an increase of $7,030,700 above the
FY 1998 supplemental appropriation. The JLBC Staff
recommendation would require a county contribution of
$154,745,000 for long-term care, which is an increase of
$11,466,000, or 8.0% over the estimated FY 1998
contribution. In accordance with Laws 1997, Chapter 2,
2nd Special Session (H.B. 2006), both the state and the
county ALTCS contribution shall be specified in the
General Appropriation Act. The county amount will be
collected through the withholding of sales tax distributions
by the formula set forth in A.R.S § 11-292 as amended by
Chapter 2.

It is important to note that the amounts appropriated in the
AHCCCS budget for ALTCS do not include expenditures
for the Developmental Disabilities (DD) program as the
DD portion of the ALTCS program is administered by the
Department of Economic Security. Since the inception of
the program, the State General Fund has provided the
entire state share of matching funds necessary for the
ALTCS DD program. The General Fund share of this
program has increased from $11,500,000 in FY 1989 to
approximately $75,000,000 in FY 1998 with the JLBC
Staff recommended supplemental.

The Executive recommends an increase of $54,340,500
TF. This would require a state contribution of
$13,464200 GF and a county contribution of
$155,080,700 for FY 1999. The Executive estimate
includes $297,000 GF for state-only funding for
immigrants who lost federal long-term care benefits
through welfare reform.

* x %

JLBC Staff Recommended Format — Special Line Items for
the Program

JLBC Staff Recommended Footnotes

Standard Footnotes

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.

Modification of Prior Year Footnotes

Pursuant to A.R.S. § 11-292B, the EX1997.EY 1998 FY
1998-1999 non-federal portion of the costs of providing
Long-Term Care System services is $167,504,500. THE
STATE CONTRIBUTION IS $12,759,500 AND THE
COUNTY CONTRIBUTION IS $154,745,000. (Laws
1997, Chapter 2, 2™ Special Session requires that both the
county and state ALTCS contribution be specified in the
General Appropriation Act.)
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DEPT: Arizona Health Care Cost Containment System

PROG: Acute Care

JLBC: Lisa Cotter

House Sub: Weiers

OSPB: Shelli Silver/Aimee Petrosky
Senate Sub: Wettaw

FY 1997 FY 1998 FY 1999
DESCRIPTION ACTUAL ESTIMATE REQUEST OSPB | JLBC
OPERATING BUDGET
Full Time Equivalent Positions 0.0 0.0 0.0 0.0 0.0
SPECIAL LINE ITEMS
Capitation 733,542,200 808,322,700 864,688,500 854,602,100 852,798,800
Fee-For-Service 267,889,400 285,362,700 238,269,500 226,909,100 230,566,700
Reinsurance 21,135,300 39,363,000 39,653,100 34,097,100 34,012,700
Medicare Premiums 18,110,100 17,658,400 19,288,600 21,913,200 19,569,800
Qualified Medicare Beneficiaries 3,908,200 4,582,100 7,482,800 4,728,900 5,017,600
Disproportionate Share Payments 114,425,000 150,310,400 125,979,700 125,679,400 125,679,400
Graduate Medical Education 0 0 18,289,900 18,289,900 18,289,800
Temporary Assistance to Counties 0 0 0 0 0
Welfare Reform 0 1,179,900 0 0 0
PROGRAM TOTAL 1,159,010,200  1,306,779,200  1,313,652,100  1.286,219,700 1,285,934,800
BY FUND SOURCE
General Fund 410,194,200 449,976,000 471,419,000 451,380,700 449,277,700
Federal Funds 663,953,200 758,418,500 746,588,400 740,201,500 739,608,500
County Funds 66,689,500 66,689,500 66,689,500 66,689,500 66,689,500
Third Party Collections 2,876,900 5,000,000 1,583,400 1,583,400 1,583,400
Tobacco Tax Funds 15,296,400 26,695,200 27,371,800 26,364,600 28,775,700
TOTAL - ALL SOURCES 1,159,010,200  1,306,779.200 1.313,652,100  1,286.219,700 1.285.934.800

1/ Laws 1997, Chapter 7, 1** Special Session appropriated $3,274,000 General Fund to AHCCCS in FY 1997 for the payment of outstanding
medical claims for Apache and Navajo counties related to tribal members residing on-reservation. AHCCCS did not expend this
appropriation in FY 1997, but pursuant to Laws 1997, Chapter 2, 2" Special Session, these funds will not revert to the General Fund until

June 30, 1999.

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 including some behavioral health 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 (MN/MI.)
In cases involving catastrophic medical expenses, AHCCCS supplements Capitation through Reinsurance in order to preserve

health plan financial viability.

Change in Funding Summary:

General Fund

Federal Funds
Tobacco Tax Funds
Third Party Collections
Total Funds

FY 1998 to FY 1999 JLBC
$ Change % Change
$ (698,300) (0.2)%
(18,810,000) (2.5)%
2,080,500 7.8%
(3,416,600) (68.3)%
$(20,844,400) (1.6)%
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FY 1999 — Recommended Changes from FY 1998

FY 1998 Estimated Acute

Care Variance $(63,056,700) TF $(5,872,700) GF
The JLBC Staff is estimating General Fund expenditures
for the Acute Care program to be $(5,872,700) less than
the FY 1998 appropriation. The change from the
appropriated amount is attributable to the factors
summarized in the table below.

$ Change in Millions
TF GF

Caseload Declines & Reinsurance $(62.5) 5(18.6)
Lagging Fee-For-Service Claims 17.0 111
Disproportionate Share Payments (15.6) 0.0
Tobacco Tax/3rd Party Collections (0.9) 26
Federal Immigrant Changes (1.0) (1.0)

TOTAL CHANGE $(63.1) $ (5.9)

The estimate includes savings of $(18,560,400) GF from
lower than expected Reinsurance costs and declining
caseloads, particularly in the TANF and SOBRA
categories.

The revised 1998 estimate also takes into account a
number of AHCCCS contract changes that begin October
1, 1997. The estimate projects much higher Capitation
expenditures and lower Fee-For-Service expenditures than
the FY 1998 appropriation. Prior to October 1, AHCCCS
applicants were covered through Fee-For-Service
payments until they enrolled with a health plan. Beginning
October 1, 1997, most applicants will be covered through
Capitation payments from the first day of the month of
application. This change should lead to lower state
expenditures in the long run because capitation is less
costly than fee-for-service.

The contract change, however, has some additional costs
in the short run. In FY 1998, as AHCCCS costs shift from
Fee-For-Service to Capitation, there will be roughly 3
months in which AHCCCS is paying both Capitation and
lagging Fee-For-Service claims at the same time. The
JLBC Staff estimates that additional one-time costs for
lagging claims will be $11,135,500 GF in FY 1998. The
JLBC was not aware of this one-time fiscal impact until
after the contractual changes had been made. As a result,
the JLBC Staff recommends that AHCCCS come before
the JLBC for review before shifting other Fee-For-Service
populations to Capitation. (See related footnote under
New Footnores.)

Beginning October 1, 1997, AHCCCS will also be using
new rate codes for Acute Care Capitation. Because of
these changes, the JLBC Staff has relied more on data
converted by AHCCCS and less on historical trend data in
arriving at revised FY 1998 and FY 1999 estimates.

The FY 1998 Disproportionate Share Hospital program
award from the federal government will be $81,000,000,
which is $(15,583,900) TF lower than the FY 1998
appropriation. However, the JLBC Staff estimates no
decrease in the state match for Disproportionate Share
payments. Instead, the anticipated General Fund savings
will be used to fund the Arizona State Hospital, which has
lost its Medicaid certification and is currently ineligible for
federal funds. (See Disproportionate Share issue and the
Department of Health budget recommendation for further
detail.)

For FY 1998, the JLBC Staff estimates that use of Tobacco
Tax monies and Third Party Collections will be lower than
projected in the FY 1998 appropriation.  Of the
$26,695,200 appropriated from the Tobacco Tax for
AHCCCS budget items, it is estimated that only
$25,753,400 will be expended due to lower expenditures
for the expanded Matemnity Length of Stay and new
HIV/AIDS Drugs. Of the $5,000,000 estimated for Third
Party Collections, it is estimated only $2,415,300 will be
available to be expended. The potential reduction of
$(2,584,700) in Third Party Collections will have to be
made up with an increase of $2,584,700 GF.

The revised FY 1998 estimate includes a $(1,032,500) GF
decrease to reflect 100% state funding added to the
AHCCCS budget through Laws 1997, Chapter 300 that is
no longer needed because of a change in federal law.
Chapter 300 provided $1,032,500 GF for medical benefits
for legal immigrants residing in the U.S. under color of
law prior to August 21, 1996 who had been participating in
AHCCCS through SSI categorical eligibility and were to
become ineligible for federal medical benefits as of
September 30, 1997. This group’s categorical eligibility
has been extended by the federal government until
September 30, 1998.

This estimated Acute Care Variance adjustment is shown
so that the following amounts accurately reflect the
amounts of cost increases or decreases associated with the
revised FY 1998 estimate. Relative to the JLBC Staff
estimated Acute Care variance, the Executive projects a
slightly lower General Fund surplus for FY 1998.

Demographic, Inflationary and Capitation

Rate Increases 42,318,100 TF 10,766,700 GF
The JLBC Staff recommends a $10,766,700 GF and
$42,318,100 TF increase in Capitation, Fee-For-Service
and Reinsurance. The JLBC Staff estimates reflect
demographic and inflationary increases for those
AHCCCS members enrolled in capitated health plans, and
other populations whose services are paid on a fee-for-
service basis. Such populations include Native Americans
served by Indian Health Services facilities or referred off-
reservation, and persons eligible for only emergency
services coverage. The estimate also includes increased
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FY 1999 costs for the Graduate Medical Education
Program, which was previously included in Capitation and
is now budgeted separately in the Graduate Medical
Education Special Line Item. The JLBC Staff
recommendation projects that overall AHCCCS enrollment
will grow by slightly less than 1% in FY 1999.

The JLBC Staff recommendation includes 3.36% cost
growth in FY 1999 for Fee-For-Service. Capitation rates
are determined through a competitive bid process with
AHCCCS typically awarding 2 or 3-year Acute Care
contracts and adjusting rates on an annual basis. The
JLBC Staff recommendation allows for a combined
average enrollment and capitation rate increase of 5.8%
across all rate codes.

Acute Care Enroliment Growth
' All Rate Codes

Regutar Member Months
g & & 8
g &8 8 8

g
g

The JLBC Staff recommendation includes a reduction of
$(17,000,000) TF and $(11,135,500) GF for the FY 1998
one-time Fee-For-Service lag. The recommendation also
reflects changes in immigrant coverage due to welfare
reform and the  discontinuation of  routine
prenatal/postpartum  coverage  for  undocumented
immigrants. The Executive recommends a General Fund
increase of $11,912,400 for Capitation, Fee-For-Service,
Reinsurance, and Graduate Medical Education
demographics and medical inflation.

Graduate Medical Education -0- TF -0- GF
Pursuant to Laws 1997, Chapter 256, beginning in FY
1998 AHCCCS is to establish a separate Graduate Medical
Education program to reimburse hospitals that have
graduate medical education programs. The Graduate
Medical Education allocation is to be adjusted annually by
the increase or decrease in the Data Resources
Incorporated hospital market index for prospective hospital
reimbursement. For FY 1999, the Graduate Medical
Education program will require $18,289,900 TF and

$9,189,600 GF. The Executive recommends $9,261,500
GF for Graduate Medical Education.

FY 1999 Health Plan

Rate Reconciliation 3,032,500 TF 1,883,300 GF
Beginning October 1, 1997, AHCCCS Acute Care
contracts include expanded capitation coverage from the
time period when a person first presents him/herself for
medical services. This “prior period” is generally more
expensive than the regular capitation period because
people often present themselves for medical services only
when they have a medical emergency. AHCCCS has
agreed to reconcile with health plans for up to 5% of the
negotiated “prior period” capitation rates at the end of the
first contract year under the new system. The potential
cost of the reconciliation adjustment is $1,883,300 GF and
$3,032,500 TF. The Executive concurs.

Disproportionate Share Payments

FY 1998 (15,583,900) TF -0- GF

FY 1999 (9,047,100) TF  (9,047,100) GF
As reflected in the section on the FY 1998 Acute Care
Variance, the FY 1998 Disproportionate Share Hospital
(DSH) program award from the federal government will be
$81,000,000, which is $(15,583,900) TF lower than the FY
1998 appropriation. However, for FY 1998 the JLBC Staff
estimates no decrease in the state match for
Disproportionate Share Payments. Instead, the anticipated
General Fund savings will be used to fund the Arizona
State Hospital, which has lost its Medicaid certification
and is currently ineligible for federal funds. Aside from
the Arizona State Hospital state-only funding, the FY 1998
DSH reduction will be shared proportionately by all DSH
recipients.

The FY 1999 federal DSH award is expected to be the
same as the FY 1998 award. It is expected, however, that
by FY 1999 the Arizona State Hospital will have regained
Medicaid certification and will be eligible for federal DSH
funding. For FY 1999, the JLBC Staff projects a
$(9,047,100) GF decrease for DSH to reflect the end of
state-only funding for ASH and the lower state match
required for the lower federal DSH award.

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.
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 without county-operated
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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 that shows a
simplified depiction of the Disproportionate Share
Program. This recommendation requires annual session
law language in the Omnibus Reconciliation Bill. The
Executive concurs with the JLBC DSH recommendation.

Medicare Premiums 1,643,400 TF 534,200 GF
The JLBC Staff recommendation includes increased
funding of $534,200 GF and $1,643,400 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
$1,362,500 GF and $3,986,800 TF.

Qualified Medicare

Beneficiaries (QMBs) 619,400 TF 205,400 GF
The JLBC Staff recommendation includes $205,400 GF
and $619,400 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 Executive recommends
an increase of $110,700 GF and $330,700 TF.

Third Party Collections -0- TF 831,900 GF
For a number of years, funding for the AHCCCS budget
has included $5,000,000 in Third Party Collections as an
offset to the General Fund contribution. Actual Third
Party Collections, however, have been lower than
£5,000,000. It is estimated that Third Party Collections
will total $2,415,300 in FY 1998 and $1,583,400 in FY
1999. The reduction in collections in FY 1999 will have to
be made up with a General Fund increase of $831,900.
The Executive concurs.

County Acute Care Contribution -0- TF -0- GF
The JLBC Staff recommendation maintains the county
contributton 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 $1,382,200 for
Acute Care (General Fund and Tobacco Tax Funds), while
the counties and the state would share the cost of the
increase in ALTCS which is estimated to be $18,496,700
for FY 1999. (See AHCCCS ALTCS cost center for an
expanded analysis of changes in county and state
contributions.) The county contribution is set annually in

a session law provision in the Omnibus Reconciliation
Bill. The Executive concurs.

Continue Phase-Down of

Quick Pay Discount (4,184,300) TF -0- GF
The JLBC Staff recommends continuing the phase-down
of the “Quick Pay Discount” for FY 1999 (7% state-only;
1% federal), resulting in a cumulative cost of $17,606,700
TF. This is $(4,184,300) less than the amount
appropriated for the quick pay phase-down in FY 1998.
The JLBC Staff also recommends that the state share of
this cost, $7,546,400, be funded from the Tobacco Tax
Fund. This amount is $(432,400) less than the FY 1998
Tobacco Tax appropriation for quick pay. The quick pay
discount is a reduction in the reimbursement for bills paid
“quickly” by AHCCCS (within 30 days of receipt). The
quick pay discount for state-only reimbursement is being
lowered by 1% each year until reaching 1% in 2005. On
March 1, 1999, the state-only rate will be lowered from
8% to 7%. The rate was previously as high as 10%.

The reimbursement for federal categorical populations was
lowered from 3% on October 1, 1997 to 1%. No further
reductions are planned. The FY 1999 estimate for the
quick pay phase-down is lower than the FY 1998
appropriation because the JLBC Staff is no longer
calculating quick pay for Reinsurance. AHCCCS has
confirmed that quick pay is not applicable to Reinsurance
claims. The JLBC Staff recommends that the session law
provision allowing use of Tobacco Tax monies for these
purposes be continued. The Executive recommends that
$7.826,600 in Tobacco Tax monies be used for the quick
pay phase-down.

Change in the Federal Medical

Assistance Percentage (FMAP) -0- TF -0- GF
The JLBC Staff recommends an increase of $397,200 state
match for a change in the federal matching rate known as
the FMAP. 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 FY
1999, Arizona's FMAP is estimated to increase from
65.33% to 65.50%. The JLBC Staff recommends using
Tobacco Tax Funds to support the loss of federal matching
funds due to FMAP changes since FY 1996. The state
share of this cost was funded with $4,145,000 in Tobacco
Tax monies in FY 1998. In FY 1999, the use of Tobacco
Tax monies to fund the state share of the change in the
FMAP will increase to $4,542,200. The JLBC Staff
recommends that the session law provision allowing use of
Tobacco Tax monies for these purposes be continued. The
Executive estimates that FMAP will cost the state $4.4
million in FY 1999, but recommends freezing Tobacco
Tax FMAP funding at $4,145,000 to ensure sufficient
Tobacco Tax Medically Needy Account monies to fund
the State Children’s Health Insurance Program.

AHC - 12



Joint Legislative Budget Committee - Fiscal Year 1999 Budget - Analysis and Recommendations

Maternity Length of Stay 6,328,300 TF -0- GF
The JLBC Staff recommendation includes continued
funding for increases in the length of stay for mothers and
infants following birth. In accordance with a recent
federal law, health plans may not restrict hospital stays to
less than 48 hours following a normal delivery or 96 hours
following a caesarian section. Under the law, the length of
stay may be shortened if the attending physician in
consultation with the mother makes the decision to do so.

It is estimated that the increase in maternity length of stay
will cost $5,836,800 TF in FY 1998 and $12,165,100 TF
in FY 1999. Since the additional cost results from a
change in covered services, the JLBC Staff recommends
the FY 1999 state share of $4,213,200 continue to be
funded from the Medically Needy Account of the Tobacco
Tax and Health Care Fund. This is an increase of
$2,294,200 over the estimated Tobacco Tax monies
required for maternity length of stay in FY 1998. The
JLBC Staff recommends that the session law provision
allowing the use of Tobacco Tax monies for these
purposes be continued. The Executive recommends
freezing Tobacco Tax matemnity length of stay funding at
$1,919,000 to ensure sufficient Tobacco Tax Medically
Needy Account monies to fund the State Children’s Health
Insurance Program.

HIV/AIDS Treatment 1,502,000 TF -0- GF
The JLBC Staff recommends continued funding to provide
a specific drug therapy to Title XIX HIV/AIDS recipients.
The coverage of these “protease inhibitors” is required by
the federal Health Care Financing Administration as a
successful means of delaying the progression to AIDS and
prolonging life. It is estimated that the cost of this drug
therapy will be $2,733,100 TF in FY 1998 and $4,275,100
TF in FY 1999. Since the additional cost results from a
change in covered services, the JLBC Staff recommends
the state share of the cost, $2,473,900, be funded from the
Medically Needy Account of the Tobacco Tax and Health
Care Fund. This is an increase of $867,500 over the
estimated Tobacco Tax monies required for HIV/AIDS
Treatment in FY 1998. The JLBC Staff recommends that
the session law provision allowing the use of Tobacco Tax
monies for these purposes be continued. The Executive
concurs.

¥ X %

JLBC Staff Recommended Format — Special Line Items for
the Program

JLBC Staff Recommended Footnotes

Standard Footnotes

Of the appropriation for Disproportionate Share Payments
made pursuant to A.R.S. § 36-2903.01R, the sum of
) is for qualifying county operated hospitals,

$ is for deposit in the Arizona State Hospital Fund
and § is for other qualifying disproportionate share
hospitals.

The remaining $ is for in-lieu payments to counties
having a population of 500,000 persons or less according
to the most recent United States decennial census, in an
amount which is the difference between the
disproportionate share payments made pursuant to

ARS. § 36-2903.0lR, 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 $1,285,934,800 expenditure authority for Acute
Care, $449,277,700 is appropriated from the State General
Fund.

New Footnotes

Before making capitation changes to current fee-for-
service programs that may have a budgetary impact in FY
1999 or FY 2000, the Arizona Health Care Cost
Containment System shall report its plan to the Joint
Legislative Budget Committee for review. (See discussion
of FY 1998 Acute Care Variance for the reasoning behind
this footnote.)

Deletion of Prior Year Footnotes

The JLBC Staff recommends deleting the footnote
concerning the establishment of a study committee on the
Comprehensive Medical and Dental Program.

JLBC Staff Recommended Statutory Changes

The JLBC Staff recommends authorizing AHCCCS in FY
1999 to use the Medically Needy Account of the Tobacco
Tax and Health Care Fund to continue the quick pay
phase-down, pay for the elimination of the $10,000,000
reduction in state-only hospital bills, replace reduced
Federal Funds, fund extended maternity length of stay
coverage, and fund the newly-required HIV/AIDS
treatment.

The JLBC Staff recommends setting the FY 1999 county
Acute Care contribution at $66,689,500, the same level as
FY 1998.

The JLBC Staff recommends continuing the annual
Omnibus Reconciliation Bill provision of adjusting the
upcoming fiscal year’s county repayment requirement
under the Disproportionate Share Hospital (DSH) program
in line with projected federal funding. The JLBC Staff
also recommends continuing the provision of extending the
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county expenditure limit adjustments associated with DSH
payments an additional year.

The JLBC Staff recommends that any excess DSH funds
remaining in the Arizona State Hospital Fund at the end of
the fiscal year revert to the General Fund. (This technical
change is necessary to properly distribute funds within the
DSH program.)

Other Issues for Legislative Consideration

State Children’s Health Insurance Program (SCHIP)

The Federal Balanced Budget Act of 1997 provides new
federal funding to states for health care coverage for
uninsured children who fall below 200% of the federal
poverty level and are not eligible for Medicaid as of June
1, 1997. Arizona may use this new Title XXI funding to
expand the AHCCCS program or to provide health
insurance under a new state program. Up to 10% of the
funding may be used for outreach. Arizona is eligible for
an estimated $113,000,000 per year in FY 1998 through
FY 2000. To draw down federal funds, the state will be
required to provide matching funds of $36,000,000 per
year through FY 2000. The state’s first year funding will
became available October 1, 1997, and each year’s
allocation may be expended over a 3-year period before it
reverts to the federal government. Arizona must have a
federally approved SCHIP plan by September 30, 1998 to
retain the first year’s allotment.

Beyond the first 3 years of the program, Arizona’s share of
federal funding is estimated to drop to $106,000,000 in FY
2001 and $73,000,000 in FY 2002. The lower amounts to
Arizona result from a change in how funds are allocated
among state and a decrease in total federal funding in the
out years of the program. The federal government has
allocated, but not appropriated, funding for FY 2003
through FY 2007.

The Executive recommends that Arizona’s SCHIP
program cover children up to 175% of the federal poverty
level and be funded from the Medically Needy Account of
the Tobacco Tax and Health Care Fund. While the JLBC
Staff does not make an SCHIP recommendation, the
Medically Needy Account cannot support all of its current
obligations and SCHIP on an ongoing basis. As shown in
the Tobacco Tax table that follows, the Medically Needy
Account’s projected carry-forward balance at the end of
FY 1998 is $68,991,100. This surplus could support the
state’s SCHIP match for less than 2 years. In addition, the
JLBC Staff projects that in FY 1999, the Medically Needy
Account's revenues will equal $84,288,600 and its
expenditures will equal $91,519,900. If the Legislature
opts to fund the SCHIP state match with Medically Needy
Account monies on an ongoing basis, funding decreases
will need to be made to other Medically Needy Account
expenditures.

If an SCHIP plan is implemented in Arizona, it will create
a “woodwork effect” that will lead to higher AHCCCS
costs. That is, as SCHIP outreach efforts encourage
parents to apply for health coverage for their children,
some of the applicants will be found eligible for the
current AHCCCS program (Title XIX). Federal law
requires that these children be enrolled in the current
AHCCCS program, which has a lower federal match rate
than SCHIP. Based upon preliminary research, the
Executive estimates this woodwork effect will lead to an
AHCCCS General Fund increase of $8,136,100 for 3
quarters of FY 1999. The Executive has not recommended
this funding as part of the AHCCCS budget. They may
pursue this issue through separate legislation.

Executive Recommendation

The Executive recommends an increase of $648,300 TF
and $223,700 GF in FY 1999 for Federally Qualified
Health Centers (FQHCs). Per federal law, FQHCs are
entitled to 100% cost reimbursement for services provided
to Title XIX recipients. However, through its federal
Section 1115 waiver, AHCCCS is not required to offer
100% cost reimbursement to FQHCs. For several years,
AHCCCS has been negotiating a settlement with FQHCs
for retroactive reimbursement to April 1990. The
settlement is expected to include a future supplemental
capitation rate of $1.75 per member per month. The
Executive recommendation would cover this supplemental
capitation rate in FY 1999.

Summary of the Tobacco Tax and Health Care Fund

As shown in the Tobacco Tax table, the JLBC projects that
Tobacco Tax revenues will equal $127,217,400 and
Tobacco Tax expenditure earmarks will equal
$130,692,700 in FY 1999. The projected expenditures
include $28,775,700 for items in the FY 1999 AHCCCS
budget, which is $2,080,500 more than Tobacco Tax
funding for items in the FY 1998 AHCCCS budget. The
FY 1999 JLBC Staff recommendation includes the
following Tobacco Tax funding:

¢ Phase-down of the Quick Pay Discount—3$7,546,400

e Elimination of $10,000,000 Reduction on State-Only
Hospital Bills—$10,000,000

Change in Federal Medical Assistance—$4,542,200

Expanded Maternity Length of Stay—$4,213,200

e HIV/AIDS Treatment—$2,473,900
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Tobacco Tax and Health Care Fund
Funds Available
Revenue

Allocation
DOR Administration
Transfer to AHCCCS-Medically Needy & Interest
Transfer to DHS-Health Education & Interest
Transfer to DHS-Health Research & Interest
Transfer to DOC Corrections
Medical Services Stabilization Fund Interest
Premium Sharing Fund Revenue

Total Allocation

AHCCCS Medically Needy Account

Funds Available

Balance Forward

Transfer In — Tobacco Tax and Health Care Fund
Interest Revenue

Total Funds Available

Allocation

Offset Loss in Federal Funding

Phase-Down of Quick Pay Discount

$10 M Hospital Reimbursement

Maternity Length of Stay

HIV/AIDS Treatment

Transplants

DHS Construction

Transfer to AHCCCS-Medical Services Stab Fund

Transfer to AHCCCS-Premium Sharing Demo Project

Transfer to DHS-Medically Needy

Transfer to DHS Health Crisis Fund

Transfer to DES Aging and Adult Administration
Total Allocation

Balance Forward

AHCCCS Medical Services Stabilization Fund
Funds Available
Balance Forward
Transfer In — Medically Needy Account
Interest Revenue
Total Funds Available

AHCCCS Premium Sharing Demo Project Fund
Funds Available
Balance Forward
Transfer In — Medically Needy Account
Revenue
Total Funds Available

Allocation
Administrative Expenses
Services

Total Allocation

Balance Forward

FY 1997 FY 1998 FY 1999
$126,368,800 $127,091,900 $127.217.400
303,900 345,700 352,600
87,166,600 85,716,800 84,288,600
29,361,100 29,223,300 29,221,700
6,368,700 6,338,800 6,338,500
280,400 280,400 280,400
2,202,300 3,438,400 4,360,300
685,800 1,748,500 2,375,400
126,368,800 127,091,000 127,217,400
101,271,100 86.549,900 68.991,100
82,829,400 82,410,000 82,405,100
4,337,200 3,306,800 1,883,500
$188,437,700 $172.266.700 $153.279.700
2,021,200 4,145,000 4,542,200
4,522,800 7,978,800 7,546,400
10,000,000 10,000,000 10,000,000

0 1,919,000 4,213,200

0 2,652,400 2,473,900

1,707,900 3,500,000 3,500,000
oY 0 0
45,000,000 15,000,000 15,000,000
20,075,000 20,400,000 20,400,000
18,560,900 36,180,400 22,744,200

0 1,000,000 600,000

0 500,000 500,000
101,887,800 103,275,600 91,519,900
$ 86,549,900 $ 68,991,100 $ 61,759,800
14,065,400 61,267,700 79,706,100
45,000,000 15,000,000 15,000,000
2.202,300 3,438,400 4,360,300

$ 61,267,700 $ 79,706,100 $ 99,066,400
0 20,734,000 28,571,600
20,075,000 20,400,000 20,400,000
685,800 1,748,500 2,375,400

$ 20,760,800 $42.882,500 $51,347,000
26,800 310,900 293,900

0 14,000,000 20,000,000

26.800 14,310,900 20,293,900

$ 20.734.000 $28,571,600 $31,053,100
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DHS Health Education Account

Funds Available
Balance Forward 32,424,400 43,596,900 43,089,100
Transfer In — Tobacco Tax and Health Care Fund 27,215,300 27,077,500 27,075,900
Interest Revenue 2,145,800 2,145,800 2,145,800
Total Funds Available $ 61,785,500 $ 72,820,200 $£ 72,310,800
Allocation
Administration and Program Costs 18,188,600 29,731,100 25,000,000
Total Allocation 18,188,600 29,731,100 25,000,000
Balance Forward $ 43,596,900 $ 43,089,100 $ 47,310,800
DHS Health Research Account
Funds Available
Balance Forward . 7,996,100 11,994,300 10,778.900
Transfer In — Tobacco Tax and Health Care Fund 5,916,300 5,886,400 5,886,100
Interest Revenue 452,400 452,400 452,400
Total Funds Available $ 14,364,800 $ 18.333,100 $17,117,400
Allocation
Disease Control Research Commission 2,370,500 7,054,200 6,304,100
Transfer to U of A — Liver Research Institute 0 500,000 500,000
Total Allocation 2,370,500 7,554,200 6,804,100
Balance Forward $ 11,994,300 $ 10,778,900 $ 10,313,300
DHS Medically Needy Account
Funds Available
Balance Forward 0 2,405,500 2,405,500
Transfer In - AHCCCS Medically Needy 18.560.900 36,180,400 22,744,200
Total Funds Available $ 18.560,900 $ 38,585,900 $ 25,149,700
Allocation
Primary Care Programs 4,134,700 6,240,000 6,240,000
Qualifying Community Health Centers 4,404,100 5,200,000 5,200,000
Telemedicine 255,000 260,000 0
Mental Health Programs for Non-Title 19 5,000,000 5,000,000 5,000,000
Detoxification Services 500,000 500,000 0
Renal Disease Management 150,000 250,000 250,000
Basic Children's Medical Services Program 1,429,600 5,200,000 5,200,000
Evaluations 282,000 854,200 854,200
Public Health Education 0 7,500,000 0
Rural Private Primary Care Provider Loan Repay Programs 0 111,200 0
Community Health Center Grants 0 2,500,000 0
Primary Care Capital Construction Projects 0 2,500,000 0
Salome Health Services 0 65,000 0
Total Allocation 16,155,400 36,180,400 22,744,200
Balance Forward $ 2.405,500 $ 2,405,500 $ 2,405,500
DHS Health Crisis Fund
Funds Available
Transfer In — Medically Needy Account 0 1,000,000 600,000
Allocation
AIDS/HIV Treatment 0 600,000 0
Total Allocation 0 600,000 0
Balance Forward $ 0 $ 400,000 $ 1,000,000
TOTAL EXPENDITURE EARMARKS ¥ $125,513,800 $146,373,900 $130,692,700

1/ The table assumes that the $14.800,000 appropriation in Laws 1997. Chapter 5. 1% Special Session for construction of the DHS State Health Lab
will be repealed.

2/ For the purposes of this table, transfers to and interest earned in the Medical Services Stabilization Account, Premium Sharing Demonstration
Project Fund. DHS Health Crisis Fund and DES Aging and Adult Administration are included as expenditures.
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Summary of Disproportionate Share Payments

FY 1997 FY 1998 FY 1998 FY 1999
Actual Appropriated Estimated Estimated

Maricopa County

Revenues 79,236,300 82,950,600 88,994,200 69,318,100

Costs (63,756,100) (66,843,200) (75,213,400) (56,177,800)

Net Benefit 15,480,200 16,107,400 13,780,800 13,140,300
Pima County

Revenues 17,120,100 17,871,500 19,103,200 15,123,400

Costs (9,931,500) (10,391,600) (12,703,700) (9,021,400)

Net Benefit 7,188,600 7,479,900 6,399,500 6,102,000
Other Counties

Revenues 2,374,200 2,470,400 2,113,600 2,015,300

Costs 0 0 0 0

Net Benefit 2,374,200 2,470,400 2,113,600 2,015,300
Private Hospitals

Revenues 17,847,900 18,571,000 15,888,500 15,150,000

Costs 0 0 0 0

Net Benefit 17,847,900 18,571,000 15,888,500 15,150,000
Arizona State Hospital

Revenues 28,159,700 28,446,900 8,627,000 24,072,600

Costs 0 0 0 0

Net Benefit 1/ 28,159,700 28,446,900 8,627,000 ¥ 24,072,600
TOTAL DSH REVENUE $144,738,200 $150,310,400 $134,726,500 $125,679,400
State General Fund
Revenue

County Withholding 73,687,600 77,234,800 87,917,100 65,199,200

ASH DSH Transfer 16,165,800 16,453,000 0 12,078,700

Additional Revenue 11,091,300 ¥ 1,053,100 ¥ 1,053,100 ¥ 0
Total Revenue 100,944,700 94,740,900 88,970,200 77277,900
Appropriation

State Match (51,447,100) (53,726,500) (53,726,500) (44,679,400)
NET STATE BENEFIT $ 38,406,300 ¥ $ 39,961,300 ¥ $ 34,190,600 ¢ $ 32,598,500

1/ For FY 1997 and FY 1999, of this amount, $11,993,900 is used as a direct offset and the remainder is deposited into the General Fund.

2/ For FY 1998. ASH has lost its Medicaid certification and is currently ineligible for federal DSH funds. Instead, the state will provide
$8.627.000 in state-only DSH funding for ASH. The remaining $3,366,900 required for ASH operations will require a GF supplemental. Please
see the Department of Health Services budget recommendation for further detail ’

3/ Due to the lateness of FY 1996 DSH award, this ASH DSH transfer occurred in FY 1997. For purposes of calculating the net state benefit, this
$11.091.600 is included in FY 1996 revenue rather than FY 1997 revenue.

4/ Due to the lateness of FY 1997 DSH award, this ASH DSH transfer occurred in FY 1998. For purposes of calculating the net state benefit, this
$1.053.100 is included in FY 1997 revenue rather than FY 1998 revenue.
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DEPT: State Board of Directors for Community Colleges

JLBC: Bruce Groll
House Sub: Knaperek

OSPB: Rita Sauv

Senate Sub: Huppenthal

FY 1997 FY 1998 FY 1999
DESCRIPTION ACTUAL ESTIMATE REQUEST | OSPB | JLBC
BY PROGRAM/ORGANIZATION
State Board Administration 683,000 688,000 1,249,600 1,120,800 993,900
Teacher Certification 145,100 246,500 149,400 145,600 148,800
State Aid to Community College Districts 110,396,500 120,069,700 119,710,600 114,495,400 114,495,400
AGENCY TOTAL 111,225,000 121,004,200 121,109,600 115,761,800 115,638,100
OPERATING BUDGET
Full Time Equivalent Positions 13.0 13.0 13.0 13.0 13.0
Personal Services ' 530,500 560,600 588,000 580,100 580,100
Employee Related Expenditures 91,300 95,100 109,400 97,700 91,800
All Other Operating Expenditures:
Professional and Outside Services 30,300 9,600 29,600 9,600 9,600
Travel - In State 35,500 35,200 35,700 35,700 35,200
Travel - Out of State 4,400 2,800 4,900 2,800 2,800
Other Operating Expenditures 104,700 109,200 109,200 109,200 109,200
Equipment 21,400 12,000 12,200 8,100 4,000
OPERATING SUBTOTAL 818,100 824,500 889,000 843,200 832,700
SPECIAL LINE ITEMS
Indirect Costs 10,000 10,000 10,000 10,000 10,000
District-by-District Special Line Items* 109,296,900 112,098,700 114,495,600 114,495,400 114.495,400
Technology Assisted Learning 1,100,000 2,756,000 0 0 0
Technology and Special Initiatives 0 5,215,000 5,215,000 0 0
Arizona Transfer Support System 0 100,000 500,000 0 300,000
Arizona Postsecondary Voucher Program 0 0 0 400,000 0
Course Equivalency Guide 0 0 0 13,200 0
AGENCY TOTAL 111,225,000 121,004,200 121,109,600 115,761,800 115,638,100
BY FUND SOURCE
General Fund 111,079,900 120,757,700 133,960,200 115,616,200 115,489,300
Other Appropriated Funds 145,100 246,500 149,400 145,600 148.800
Federal Funds 3,039,600 3,187,800 2,940,000 2,940,000 2,940,000
TOTAL - ALL SOURCES 114,264,600 124,192,000 137,049,600 118,701,800 118,578,100

* Details for District-by-District Special Line Items can be found on COM-4.

Agency Description — The Arizona community college system is comprised of a state board of directors and 10 college
districts. The board consists of 15 members — one from each county, appointed by the Governor; a representative of the
Arizona Board of Regents (ABOR); and the Superintendent of Public Instruction or the Superintendent’s designee. The State
Board of Directors for Community Colleges (State Board): a) enacts ordinances for the governance of the community
colleges; b) sets standards for their operation; c) arranges for certification of community college teachers, and fixes and
collects fees for issuance and renewal of certificates; and d) fixes student tuition and fees. The community colleges provide
programs not exceeding 2 years training in the arts, sciences and humanities beyond the 12" grade of public or private high
school course of study or vocational education.

General Fund
Other Appropriated Funds
Total Appropriated Funds

Change in Funding Summary:

FY 1998 to FY 1999 JLBC
§ Change % Change
$(5,268,400) (4.4)%
(97,700) (39.6)%
$(5,366,100) 4.9)%
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FY 1999 — Recommended Changes from FY 1998

Standard Changes
Salary Adjustments $2,500 OF $19,200 GF
ERE Rates (1,200) OF (4,300) GF
Eliminate One-time

Equipment (3,000) OF (9,000) GF
Equipment 4,000 OF

The JLBC Staff recommends a total one-time increase of
$4,000 from the Teacher Certification Fund as follows:
$2,300, to replace an obsolete office copier; and $1,700 to
upgrade certification software. The $2,300 amount for the
copier is a prorated share of the total cost of $11,800
(87,100 General Fund, $2,300 Certification Fund, and
$2,400 Federal Funds) based on the proportional FTE
Position distributions to each fund, respectively. However,
no additional GF appropriation is required due to estimated
one-time first year savings of $8,300 in maintenance

The Operating State Aid formula works as follows:

1. The total statewide current year operating aid
appropriation is divided by the most recent audited
full-time student equivalent (FTSE) count to
determine the average dollar amount per FTSE or the
“growth factor.”

2. This factor is multiplied by the growth only FTSE
change from the 2 most recent years’ audited FTSE at
each community college district to determine the
dollar growth amount for each district.

3. Then, this dollar growth amount for each community
college district (if any) is added to their current year
operating aid appropriation to determine their next
fiscal year budget amount per statute.

For FY 1999, the funding formula increase is based on
statewide audited enrollment “growth only” at community
colleges of 1,558 FTSE and an average dollar amount per
FTSE or growth factor of $1,099. This “growth only”
formula funding increase reflects FTSE increases and

agresment angipencqpyssevicaiteeSvancigubourcines corresponding additional aid to only 5 of the 10 districts.

Current legislation also states that each district has the
option of using up to 20% of its total Capital Outlay Aid
appropriation for Operating State Aid purposes. The law
gives districts greater flexibility in resource planning and
spending.

Operating State Aid 1,712,200 GF

The JLBC Staff recommends fully funding the Operating
State Aid statutory formula in FY 1999 for an increase of
$1,712,200, or 1.9%, over the FY 1998 appropriation. The
Executive concurs.

A number of alternatives to the statutory Operating State
Aid formula have been discussed in recent years; and as
technology changes enable on-line access to actual student
enrollment, the Legislature may want to consider a funding

model based on current enrollment. (See Other Issues)

The statutory Operating State Aid formula adds to each
district’s current year operating aid appropriation
additional funding for enrollment growth only. Districts
with declining enrollment are “held harmless™ and funded
at the current year’s appropriated base amount.

FULL-TIME STUDENT EQUIVALENT COUNT (FTSE)
FY 1995 Actual FY 1996 Actual FY 1997 Actual Change: FY 1995-FY 1996 Change: FY 1996-FY 1997
Combined Combined Combined Combined Combined

Districts FTSE * FTSE* FTSE* FTSE* ] FTSE* %
Cochise 3,013 2,928 2,919 (85) (2.82)% S )] 0.31)%
Coconino 1.387 1,518 1.588 131 9.44 70 4.61
Graham 2383 2450 2,607 67 2.81 157 6.41
Maricopa 43.657 44911 46,135 1,254 2.87 I 1,224 2.73
Mohave 2.035 2,136 2,146 101 4.96 10 0.47
Navajo 2.162 2,128 2,128 34) (1.57) 0 0
Pima 14,936 15,050 14,997 114 0.76 (53) (0.35)
Pinal 3,060 3,260 3,079 200 6.54 (181) (5.55)
Yavapai 2.490 2,718 2,608 228 9.16 (110) (4.05)
Yuma/LaPaz 2.980 _2.996 3.093 __16 0.54 _97 3.24

Net Total 78,103 80,095 81,300 1,992 2.55% 1,205 1.50%
Growth Only

Total - - - 2,111 - 1,558 -

i * Combined FTSE includes basic actual (operational), additional short-term, operating/open exit and skill center classes.
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OPERATING AID RECOMMENDATION

FY 1998

Operating FY 1999 FY 1998-1999
Districts State Aid JLBC Rec. $ Change
Cochise $5,083,000 $5,083,000 $0
Coconino 2,553,900 2,630,800 76,900
Graham 4,656,300 4,828,800 172,500
Maricopa 38,886,300 40,231,500 1,345,200
Mohave 3,368,500 3,379,500 11,000
Navajo 3,826,300 3,826,300 0
Pima 16,483,700 16,483,700 0
Pinal 5,540,600 . 5,540,600 0
Yavapai 4,361,500 4,361,500 0
Yuma/La Paz 4,588.700 4.695,300 106,600
Total $89,348,800 $91,061,000 $1,712,200

Capital Outlay State Aid 8,100 GF

The JLBC Staff recommends fully funding the Capital
Outlay State Aid formula in FY 1999 for a net increase of
$8,100, or 0.1%, over the FY 1998 appropriation. The
Executive concurs.

This sum is derived by funding the statutory rates of
$210/FTSE for districts with 5,000 or less FTSE, and
$160/FTSE for districts with greater than 5,000 FTSE and
multiplying these rates by the total number of audited
FTSE for each district.

Alternatives to the statutory Capital Outlay formula have
also been discussed. The Legislature may want to consider
a model that reflects on-going expenses that colleges will
incur regardless of moderate fluctuations in enrollment.
(See Other Issues)

CAPITAL OUTLAY AID RECOMMENDATION

FY 1998
Capital Qutlay FY 1999 FY 1998-FY 1999

Districts Aid JLBC Rec. § Change
Cochise $632,700 $613,000 ($19,700)
Coconino 318,800 333,500 14,700
Graham 571,800 547,500 (24,300)
Maricopa 7,185,800 7,381,600 195,800
Mohave 448,600 450,700 2,100
Navajo 454,000 446,900 (7,100)
Pima 2,511,700 2,399,500 (112,200)
Pinal 685,000 646,600 (38,400)
Yavapai 570,800 547,700 (23,100)
Yuma/La Paz 629.200 649.500 20.300

Total $14,008,400 $14,016,500 $8,100

Equalization Aid 676,400 GF
The JLBC Staff recommends fully funding the
Equalization Aid statutory formula in FY 1999 for an
increase of $676,400, or 7.7%, over the FY 1998
appropriation. Four districts continue to be eligible to
receive Equalization Aid in FY 1999: Cochise, Graham,
Navajo, and Yuma/La Paz. The Executive concurs.

Laws 1992, Chapter 345 amended the previous statutes
regarding Equalization Aid. The law established a new
minimum assessed valuation (AV) required to establish a
community college district ($448,017,200) and provided
that this amount would increase by an "equalization
growth factor" defined as the average percentage iricrease
in total assessed valuation for all rural districts for the 2
most recent years for which actual data is available in
FY 1994 and beyond. For FY 1998, the minimum primary
assessed valuation was $539,654,200. This amount is
adjusted by 4.59% —the average percent change in primary
assessed valuation for tax years 1996 and 1997, as shown
in the following table—to obtain the new FY 1999
minimum primary assessed valuation base amount of
$564,424,300. The new minimum is then compared to
each rural district’s Tax Year 1997 Primary Assessed
Value to determine Equalization Aid eligibility for FY
1999 budgeting purposes. Equalization Aid is provided to
districts with assessed valuations less than the statutory
minimum, based on the difference between the district's
prior year actual assessed valuation and the minimum
assessed valuation at the lesser of $1.37/8100 AV or the
district's levy.
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EQUALIZATION GROWTH FACTOR
Tax Year 1996 Tax Year 1997 Percent
District Primary AV Primary AV Growth
Cochise $421,678,814 $437,540,198 3.76%
Coconino 768,379,239 819,179,271 6.61
Graham 67,597,341 73,089,776 8.13
Mohave 854,345,142 884,967,218 3.58
Navajo 483,505,324 487,024,631 0.73
Pinal 570,545,941 568,158,054 (0.42)
Yavapai 877,928,847 961,650,156 9.54
Yuma/La Paz 537,936,425 560,623,101 4.22
Total $4,581,917,073 $4,792,232,405 4.59%
EQUALIZATION AID RECOMMENDATION
FY 1999
FY 1998 JLBC FY 1998-FY 1999 FY 1998-FY 1999
Districts Equalization Aid Recommendation % Change $ Change
Cochise $1,616,300 $1,738,300 7.55% $122,000
Graham 6,467,200 6,731,300 4.08 264,100
Navajo 634,500 896,200 41.25 261,700
Yuma/La Paz 3,500 52,200 121.70 28,600
Total $8,741,500 $9,417,900 7.74% $676,400
TOTAL FY 1999 JLBC STAFF RECOMMENDATION
FY 1999 FY 1999 FY 1999
FY 1998 Operating Capital Equalization FY 1998-1999 FY 1998-1999
Districts Total State Aid Outlay Aid Total % Change $ Change
Cochise $7.332,000 5,083,000 $613,000 $1,738.300 $7.434,300 1.40% $102,300
Coconino 2,872,700 2,630,800 333,500 0 2,964,300 3.19 91,600
Graham 11,695,300 4,828,800 547,500 6,731,300 12,107,600 3.53 412,300
Maricopa 46,072,100 40,231,500 7,381,600 0 47,613,100 334 1,541,000
Mohave 3,817,100 3,379,500 450,700 0 3,830,200 0.34 13,100
Navajo 4,914,800 3,826,300 446,900 896,200 5,169,400 5.18 254,600
Pima 18,995,400 16,483,700 2,399,500 0 18,883,200 (0.59) (112,200)
Pinal 6.225,600 5.540,600 646,600 0 6,187,200 (0.62) (38,400)
Yavapai 4,932,300 4,361,500 547,700 0 4,909,200 (0.47) (23,100)
Yuma/La Paz 5.241.400 4,695,300 649,500 52,200 2,396,700 2.97 155,500
Total $112,097,700 $91,061,000 $14,016,500 $9,417,900 $114,495,400 2.14% $2,396,700

The above table represents the total JLBC Staff
recommendation for Operating State Aid, Capital Outlay
Aid, and Equalization Aid.

Technology Assisted Learning (2,756,000) GF
The JLBC Staff recommends a reduction of $(2,756,000)
from the General Fund associated with the one-time

FY 1998 Special Line Item appropriation for Technology
Assisted Learning (also known as Arizona Leaming
Systems or ALS). However, due to the merger of ALS
with Project Eagle and the resulting delays in
implementation, these monies will not be expended in
FY 1998. Normally, if unexpended, these funds must
revert to the General Fund. Given the unique
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circumstances associated with the merger and the
limitations of the footnote, the JLBC Staff recommends a
partial release of funds in FY 1998 through the
Supplemental Budget and modification of the FY 1998
footnote to make the appropriation non-lapsing.

Specifically, the JLBC Staff recommends a partial release
of up to $328,400 from the FY 1998 appropriation for ALS
to meet on-going operating and system development
funding needs pending fulfillment of the General
Appropriation -Act criteria governing release of the
$2,756,000 previously appropriated funds. (See FY 1998
Supplemental Modification of Footnote)

As noted, ALS is now part of the statewide Project Eagle
initiative—a collaborative outcome of a planning and
development process by the community colleges, public
universities, Arizona Department of Education, Governor’s
Office of Telecommunications Policy, Arizona
Department of Administration, and private industry. The
initiative will create new educational access in remote
communities and provide educational and government
services to more than 2,000 campuses and satellite centers
throughout Arizona at a common rate, regardless of their
location in the state (distance-insensitive price). The
merger, while significantly increasing statewide access,
has resulted in increased complexities and timeline
changes outside of the control of ALS. These changes
were not anticipated at the time the FY 1998 ALS budget
request was submitted and subsequently approved by the
Legislature.

The recommended partial release of $328,400, as shown in
the table below, would allow continued curriculum and
faculty development of ALS by the community colleges
and enable timely implementation upon procurement of a
statewide private vendor infrastructure contract.

The Executive concurs with the JLBC Staff recommended
$(2,756,000) reduction but does not address the other
recommended changes.

ALS PARTIAL FUNDING RELEASE

Description Request

Personnel Services & ERE:
Interim Project Manager $ 25,000
Quality Control and Curriculum Specialist 25,000
Administrative Assistant 17,000
Staff Benefits 13,400
Sub-Total 80,400

Operating:

Materials, Supplies, Travel 29,800
Contract Services 75,200
Course Content Development 85.000
Faculty Development 58.000
All Other Operating Sub-Total 248.000
Total $328,400
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Technology and Special Initiatives (5,215,000) GF
The recommended amount reflects a reduction of
$(5,215,000) from the General Fund associated with the
one-time FY 1998 Special Line Item appropriation to
community college districts. The Executive concurs.

For FY 1999, the community college districts are
requesting in a Critical Issue that the Legislature consider
and again appropriate—but as a permanent base
adjustment—the $5,215,000 identified as a one-time
augmentation to district operating budgets for FY 1998.
This money was appropriated to implement technological
improvements associated with ALS and other special
district initiatives. The appropriation was distributed as
follows: Maricopa, $2,500,000; Pima, $715,000; and All
Other Districts, $250,000 each.

Arizona Transfer Support

System (ATSS) (100,000) OF 300,000 GF
The JLBC Staff recommends a one-time appropriation of
$300,000 from the General Fund to purchase computer
equipment and provide the support services required to
fund Phase II and fully implement the merged Course
Applicability System (CAS) and Data Warehouse
initiatives. The recommended amounts also reflect a
$(100,000) reduction from the Teacher Certification Fund
for a one-time appropriation for FY 1998 associated with
the CAS Phase I initial development. However, as
required in the FY 1998 appropriation, the $300,000
recommended amount for FY 1999 shall be subject to a
matching amount of an additional $200,000—$100,000
each from the community colleges and public state
universities—to provide the $500,000 total amount
needed. ATSS is a joint initiative of the community
colleges and universities to facilitate better course transfer
articulation and to develop a shared statewide student and
financial information database for enhancing reporting and
accountability capabilities.

The recommendation is supported by statements in the
recent Auditor General’s performance audit of the State
Board that the new plan (ATSS) improves on existing
transfer agreements by providing:

o Up-to-date student and advisor access to transcripts,
course equivalencies, and additional course
requirements to meet identified education plans from
any personal computer with a modem.

«  Student access to university advisement services.

o Student academic and demographic information
including credits earned, grades, and colleges
attended.

e Monitoring of programs to determine effectiveness of
the new transfer plan.
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The requested $500,000 ATSS budget and recommended
amounts are based on the following distribution of funds:

AZ TRANSFER SUPPORT SYSTEM (ATSS)

PHASE Il FUNDING REQUEST

FY 1999

Description Request
Hardware/Software Maintenance $80,000
Operations: 50,000

Training, Professional Services; and All
Other Operating

Staffing for 3 Contract Positions: 170,000

Computer Technician
Student Tracking Technician
Articulation Facilitator

Hardware/Software Expansion (one-time) 200,000
Total $500,000

Additionally, the State Board and the Arizona Board of
Regents shall jointly submit a detailed financial report of
the ATSS expenditures, beginning with the $200,000
institutional match, to the Joint Legislative Budget
Committee by January 1, 1999, and revert any unexpended
balance to the General Fund on July 1, 1999.

The Executive concurs with the JLBC Staff recommended
$(100,000) OF reduction but does not recommend an
appropriation for additional funds.

* % %

JLBC Staff Recommended Format — Operating Lump Sum
with District-By-District Special Line Items and Other
Special Line Items

JLBC Staff Recommended Footnotes

Standard Footnotes

The $148.800 recommended for the Teacher Certification
Fund is intended for the specific purpose of defraying
teacher certification costs and includes $138,800 for total
direct certification costs of staff salaries, Employee
Related Expenditures and all other direct operating
expenses, and $10,000 for related Indirect Costs for
administrative expenses incurred by the Board.

Modification of Prior Year Footnotes

The Arizona Board of Regents (ABOR) and the State
Board of Directors for Community Colleges (State Board)
shall continue the Transfer Articulation Study Committee
comprised of university and community college members
who are representatives of faculty, academic
administration, student services and the chief executive
offices. It is the intent of the Legislature that the study
committee meet at least quarterly to continually improve

the statewide articulation and transfer system, including
the process for transfer of lower division general education
credits and curriculum requirements for majors, with the
objestive—of A DEFINITIVE TIMELINE FOR reaching
consensus on improving—the AN agreement that assures
that community college students may transfer to Arizona
public universities without loss of credit towards a
baccalaureate degree. The ABOR and the State Board
shall present ar A SEMI-annual report of their progress to
the Joint Legislative Budget Committee beginning ON
JUNE 15, 1998 AND December 15, 1998. '

Deletion of Prior Year Footnotes

The JLBC Staff recommends deleting the footnote
concerning the one-time appropriation of $5,215,000 from
the General Fund to the community college districts for
Technology and Special Initiatives.

The JLBC Staff recommends deleting the footnote
concerning the one-time appropriation of $100,000 from
the Teacher Certification Fund to the State Board of
Directors for Community Colleges to implement the
Course Applicability System (CAS), and to purchase
related computer hardware, software and training.

FY 1998 Supplemental Modification of Footnote

The $2,756,000 appropriated for Technology Assisted
Learning is appropriated to the State Board of Directors for
Community Colleges as a Special Line Item to implement
the Arizona Leaming Systems statewide plan for
interconnecting and consolidating community college,
university and K-12 telecommunication systems and tying
individual community college districts electronic delivery
systems together. The success of the Arizona Learning
Systems statewide network plan is dependent upon
procuring an infrastructure constructed by private industry.
Therefore, NO MORE THAN $328400 MAY BE
EXPENDED FOR |INITIAL OPERATING AND
SYSTEM DEVELOPMENT COSTS, AND release of the
$2,756,000 $2,427,600 funding BALANCE for Arizona
Learning Systems shall be subject to: 1) successful
issuance of a joint request for proposal by the Arizona
Learning Systems partnership member boards; 2)
successful contract negotiation with a private vendor to
provide the Arizona Learning Systems infrastructure at a
distance-insensitive price to Arizona Learning Systems
partners regardless of their location in Arizona; and 3)

WW

tract: and 4
7

pxivate—vendor con ; presentation
SUBMISSION to the Joint Legislative Budget Committee
of a preliminary methodology for estimating the per-credit
hour education costs of Arizona Learning Systems-
delivered instruction including how the Arizona Learning
Systems revenues and expenses impact Operating and
Capital Outlay State Aid. The Arizona Learning Systems
partnership shall present SUBMIT an annual enrollment
and financial report to the Joint Legislative Budget
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Committee by September 15, 1997, and each year
thereafter. THIS APPROPRIATION IS EXEMPT FROM
THE PROVISIONS OF A.R.S. § 35-190, RELATING TO
LAPSING OF APPROPRIATIONS.

Other Issues for Legislative Consideration

Elimination of Community College Teacher Certification
A.R.S. § 15-1425(1) requires the State Board to, “Permit
and arrange for certification of experienced and qualified
community leaders . . . for the purpose of teaching . .. ”
A.R.S. § 15-1425(7) further requires the State Board to,
“Fix and collect fees for issuance and renewal of
certificates . . .” According to the Auditor General in the
recently published 1997 Pérformance Audit report of the
State Board, “The statutory requirement for State Board
certification of community college teachers could be
eliminated without increasing the risk of colleges hiring
unqualified teachers.” At its November 21, 1997 meeting,
the State Board approved the elimination of statewide
certification and the establishment of statewide minimum
standards in concurrence with the Auditor General’s
recommendation. The JLBC Staff in our FY 1995 Budget -
Analysis and Recommendations report made an identical
recommendation.

Alternatives to Existing Statutory Formulas

A number of alternatives to the statutory funding formulas
for Operating and Capital Outlay State Aid have been
discussed in recent years; and as technology changes
enable on-line access to actual student enrollment, the
Legislature may want to consider establishing a study
committee to review funding formula alternatives.

Operating State Aid
The shortcomings of the existing Operating State Aid
statutory formula include: 1) it does not take into account
reductions in student FTE that may directly impact
operating costs; 2) it does not reflect colleges’
current/future funding needs or current/future student
enrollments; 3) it is based on audited student FTE counts
that are 2 years old; and 4) since 1993, the formula has not
been implemented (either it has been changed or
notwithstood in each budget year). Alternatives under
discussion include:

« Retain the current formula but use more current
unaudited actual FTSE counts and estimates.

+ Modify the current formula to implement an
“enrollment corridor” funding model that allows for
modest annual FTSE fluctuations before additional or
reduced state aid is triggered.

+ Eliminate the Operating State Aid formula from
statute and replace it (but not in statute) with a funding
formula similar to the universities’ “traditional” 22:1
model. This approach removes the entitlement notion
of statute yet provides an annual basis for current
funding, takes into consideration fluctuations in
student enrollment, and allows for consideration of

additional funding based on demonstrated need
beyond the prior year’s base. The model weights prior
year FTSE at 0.25, current year at 0.5, and projected
budget year at 025 to determine the
incremental/decremental funding for the budget year.

Capital Outlay State Aid

Alternatives to the statutory Capital Outlay formula have

also been discussed:

« Retain the current formula but use more current
unaudited actual FTSE counts and estimates.

+  Modify the current formula to implement a “base +
growth” model to reflect facilities operation,
maintenance, and repair expenses that colleges will
incur regardless of moderate fluctuations in
enrollment. This approach may help ensure that the
integrity of state-owned community college facilities
and infrastructure are adequately maintained.

« Eliminate the Capital Outlay State Aid formula from
statute and incorporate community colleges into the
centralized state Building Renewal formula funding.

As technology advances enable access to current year
actual student enrollments, the Legislature may want to
consider alternative models that provide community
colleges’ funding based on current/future needs and
current/future student enrollments.

Arizona Postsecondary Youcher Program Transfer
The Executive recommends transferring administrative
responsibility of this program from the Commission for
Postsecondary Education to the State Board and a
$400,000 GF appropriation for FY 1999. This change
would also require amending A.R.S. § 15-1424.

The Commission recently underwent a Sunset Review
audit and the Legislature must now decide whether to
retain or sunset the agency. If the Legislature chooses to
sunset the Commission, then the JLBC Staff concurs with
the Executive’s recommendation to transfer administrative
responsibilities and funding for the Voucher Program to
the State Board.

These issues are discussed in detail in the JLBC Staff’s
Supplemental Budget recommendations for the
Commission.
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DEPT: State Department of Corrections JLBC: Lorenzo Martinez OSPB: Doug Tucker/Bill Greeney
Agency Summary House Sub: Cooley Senate Sub: Cirillo
FY 1997 FY 1998 FY 1999
DESCRIPTION ACTUAL ESTIMATE REQUEST | OSPB | JLBC
BY PROGRAM/ORGANIZATION
Prison Operations 337,670,800 387,118,900 434,936,100 434,079,600 419,578,200
Inmate Health Services 48,265,900 61,037,900 67,339,500 67,669,400 66,919,900
Office of the Director 1,887,700 1,764,700 1,802,900 1,791,300 1,794,000
Administration 39,926,600 38,969,200 44,758,300 42,744,800 42,771,100
AGENCY TOTAL 427,751,000 488,890,700 548,836,800 546,285,100 531,063,200
OPERATING BUDGET
Full Time Equivalent Positions 8,624.4 9,020.4 10,294.4 10,219.4 9,955.4
Personal Services 215,243,600 238,597,100 277,656,800 271,780,900 269,217,500
Employee Related Expenditures 64,177,300 70,828,600 82,293,500 76,179,800 76,611,600
All Other Operating Expenditures:
Professional and Outside Services 24,169,900 32,154,300 33,977,100 34,316,500 33,678,300
Travel - In State 679,400 768,000 891,400 863,500 856,700
Travel - Out of State 78,400 116,200 118,500 119,400 118,600
Other Operating Expenditures 58,129,100 58,635,100 65,606,600 65,164,900 63,998,100
Equipment 3,729,700 6,147,500 12,420,600 12,038,100 10,679,800
OPERATING SUBTOTAL 366,207,400 407,246,800 472,964,500 460,463,100 455,160,600
SPECIAL LINE ITEMS
Food 25,609,800 27,839,600 33,072,500 33,576,300 33,087,400
Work Incentive Pay Plan 6,082,300 8,530,300 8,901,500 9,045,100 8,916,400
Discharge Expense 240,800 336,100 351,300 357,100 351,800
Altemnative Fuels 283,500 489,000 489,000 489,000 489,000
1993 Lease-Purchase Payments 9,037,800 12,014,200 0 0 0
1994 Lease-Purchase Payments 7,422,200 12,420,100 12,414,000 12,414,000 12,414,000
Apache County Prison Lease 1,023,900 1,071,100 1,083,500 1,083,500 1,083,500
Community Provider Beds 6,382,900 6,754,000 6,754,000 12,050,500 6,754,000
Return to Custody Beds 0 1,998,300 2,180,000 2,180,000 2,180,000
DWI Beds 5,460,400 10,191,200 10,626,500 10,626,500 10,626,500
Florence/Eyman CO Stipends 0 0 0 4,000,000 0
AGENCY TOTAL 427,751,000 488,890,700 548,836,800 546,285,100 531,063,200
BY FUND SOURCE
General Fund 409,267,100 462,115,300 534,069,300 531,517,600 516,295,700
Other Appropriated Funds 18,483,900 26,775,400 14,767,500 14,767,500 14,767,500
Other Non-Appropriated Funds 19,460,500 27,034,100 22,575,200 22,575,200 22,575,200
Federal Funds 200,300 411,600 366,100 366,100 366,100
TOTAL - ALL SOURCES 447,411,800 516,336.400 571,778,100 569,226,400 554,004,500

Agency Description — The State Department of Corrections (DOC) maintains and administers a statewide system of prisons
Jor the effective custody, control, correction, treatment and rehabilitation of all adult offenders legally committed to the
department. Educational and treatment programs are provided for offenders so they will have opportunities to learn more
responsible behaviors and increase their chance of returning to society as law-abiding citizens. The department is also
responsible for the supervision of offenders on parole and other prison release mechanisms, as specified by law.
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Change in Funding Summary:

General Fund
Other Appropriated Funds
Total Appropriated Funds

FY 1998 to FY 1999 JLBC
3 Change % Change
$54,180,400 11.7%
(12,007,900) (44.8)%
$42,172,500 8.6%

FY 1999 — Recommended Changes from FY 1998

Standard Changes

Salary Adjustments . $9,434,000 GF
ERE Rates (2,054,000) GF
Risk Management ’ 310,100 GF
Rent 195,100 GF
Eliminate One-time Equipment (212,700) GF

Restoration of Perryville Lock

Replacement Funding 1,700,000 GF
Laws 1997, Chapter 212, reduced the department’s
FY 1998 operating budget by $(1,806,200) and
reappropriated the monies, in addition to $2,673,200 from
the Corrections Fund, to the Arizona Department of
Administration for lock replacement at ASPC-Perryville.
The recommended amount restores the funding to the
FY 1999 operating budget using the new ERE rates. The
Executive recommends $1,698,600.

Annualization of Teacher Equity Pay 687,500 GF
The recommended amount annualizes partial-year funding
approved in FY 1998 to provide comparable pay between
DOC teachers and Department of Juvenile Corrections
(DIC) teachers. The Executive recommends $756,800.

Continuation of Correctional

Officer Pay Plan 3,530,100 GF
The recommended amount includes funding for 2
components of the Correctional Officer (CO) Pay Plan
approved in FY 1996. Of the amount, $485,500 funds
salary increases for CO I positions that will be promoted to
CO II after 18 months of service. The remaining
$3,044,600 funds the third year implementation of a CO Il
salary step system. Under this system, every CO II with a
satisfactory annual evaluation is eligible for a 2.5%
increase in salary for up to 5 years. The funding assumes
79% of CO II positions will be eligible in FY 1999. The
Executive recommends a total of $3,524,800.

Annualization of Prior Prison Openings 596,300 GF
Start-up costs are eliminated and operating costs are
annualized for 800 new beds that were opened in Yuma
during FY 1998.

New Prisons 36,648,500 GF
Provides partial year funding to support the operation of
the first 3 prison units (2,400 beds) at the new Lewis
complex. The amounts reflect an additional 2 months

funding for security and unit staff and 1 month additional
funding for all other support staff. The design of the
Lewis complex prison units are based on prototypical
designs.  The recommended funding is based on
standardized staffing patterns for these prototypical units,
with the exception of staffing for a centralized health unit
which will require 60 fewer FTE positions compared to
other prison complexes. The recommendation also
includes positions for the central office in recognition of
increased administrative workloads from the operation of
the new complex.

FTE FY 1999 Opening
Positions Funding Date
Lewis 800 Level 2/3 456.0  $20,854,000 Oct-98
Lewis 800 Level 4 356.0 10,368,500 Feb-99
Lewis 800 Level 3 251.0 5,426.000 May-99
TOTAL 1,063.0 $36,648,500

Annualization requirements in FY 2000 for these 2,400
beds will require approximately $1,102,300. In FY 2000,
an additional 800 Level 4 adult beds and 350 minors beds
are scheduled to come on-line in September 1999, and 600
female beds are scheduled to open in November 1999.

The Executive recommends a total of $41,984,900 and
1,318 FTE positions to open a total of 3,200 beds in FY
1999. This includes 464 FTE positions and $21,824,300 to
open 800 Level 2/3 beds in October 1998, 357 FTE
positions and $10,671,100 to open 800 Level 4 beds in
February 1999, 252 FTE positions and $6,395,100 to open
800 Level 3 beds in April 1999, and 245 FTE positions
and $3,094,400 to open 800 Level 4 beds in August 1999.
Under the JLBC Staff schedule, these latter 800 beds
would not open until September 1999 and the opening
costs are deferred to FY 2000.

Population Growth 3,844,800 GF
The recommended amount includes $5,126,600 to fund the
marginal costs ($3,531 per prisoner) for an estimated
average daily population (ADP) increase of 1,452, or 132
net new inmates per month, during FY 1999. The
recommended amount also includes a $(1,281,800)
reduction as a base modification to reflect the lower than
anticipated ADP during FY 1997. The Executive does not
include a base modification to the ADP and recommends
$5,126,800 for population growth.
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Food Privatization (1,304,300) GF
The JLBC Staff recommends the department’s plan to
privatize food service operations within the prison system.
The recommended amount reflects the elimination of (139)
FTE positions and $(5,037,900) in associated funding, and
a $3,733,600 increase to the Food Special Line Item. The
Executive recommends a net reduction of $(1,298,900).

Uniform Allowance 725,200 GF
The recommended amount reflects increasing the uniform
allowance given to CO positions by $10 per month. The
department currently provides a $50 per month uniform
allowance for each CO. This increase will provide a
uniform allowance similar to what other law enforcement
entities pay. Based on maintenance and replacement costs,
the average monthly expense for uniforms is
approximately $95. The Executive did not recommend
this issue.

Florence/Eyman Vanpooling 368,600 GF
The recommended amount provides funding for the
department to expand a pilot vanpooling program at the
Florence and Eyman prison complexes. The funding will
provide for the maintenance and purchase of 16 15-
passenger vans to accommodate a waiting list of 236
correctional officers. This recommendation is based on the
department’s efforts to lower the CO turnover rate at these
2 complexes. The Executive did not recommend this
issue, but has recommended $4,000,000 to provide travel
stipends to some correctional officers at the Florence and
Eyman complexes. (See Other Issues for Legislative
Consideration)

Community Supervision (163,800) GF
The JLBC Staff recommends the elimination of (5) Parole
Officer | positions as a result of lower than anticipated
community supervision caseloads. The remaining
resources will still allow the department to maintain a 50:1
parolee to parole officer ratio. The Executive does not
address this issue.

Law Library Closures (125,000) GF
The JLBC Staff recommends this reduction as a result of
the department no longer having to maintain law libraries
for inmates. The department will replace the law library
system with contracted paralegals and limited reference
materials. The Executive does not address this issue.

Nursing Assistant Positions -0- GF
The JLBC Staff recommends 16 Nursing Assistant
Positions. The department will convert 16 existing
Correctional Registered Nurse (CRN) positions to Nursing
Assistant positions and use the existing CRN funding to
fund the 32 Nursing Assistant positions. The Executive
concurs.
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Lease/Lease-Purchase Payments (12,007,900) OF
The recommend amount reflects changes to the payments
from the Corrections Fund for the following;:

- A $(12,014,200) decrease for the FY 1993 Lease-
Purchase payment. The final payment for this issuance
of Certificates of Participation (COP) occurs in
FY 1998.

- A $(6,100) decrease for the FY 1994 Lease-Purchase
payment totaling $12,414,000 in FY 1999. This
represents the final payment for this issuance of COPs.

- A $12,400 increase for the Apache County lease
payment totaling $1,083,500 in FY 1999.

The Executive concurs.

Additional Prison Capacity

Month/ Operational Pop Bed % Over
Year New Beds Capacity Projection Shortage Capacity
197 20,834 23390  (2,556) 12.3%
8/97 20,834 23,500  (2,666) 12.8%
9/97 600 Male - Private 21,434 23,610  (2,176) 102%
10/97 21,434 23,720  (2,286) 10.7%
1197 21,434 23,830  (2,396) 11.2%
12/97 400 Male - Florence 21,834 23,940  (2,106) 9.6%
1/98 21,834 24,050  (2.216)  10.1%
2/98 21,834 24160  (2,326)  10.7%
3/98 21,834 24270 (2,436) 11.2%
4/98 21,834 24,380 (2,546) 11.7%
5/98 21,834 24,490 (2,656) 12.2%
6/98 21,834 24,600  (2,766)  12.7%
7/98 800 Male - Yuma 22,634 24,732 (2,098) 9.3%
8/98 22,634 24,864  (2,230) 9.9%
9/98 22,634 24996  (2,362) 104%
10/98 800 Male - Lewis 23,434 25,128  (1,694) 72%
11/98 23,434 25,260  (1,826) 7.8%
12/98 23,434 25392 (1,958) 8.4%
1799 23,434 25,524 (2,090) 8.9%
2/99 800 Male - Lewis 24,234 25,656  (1,422) 5.9%
3/99 24234 25,788  (1,554) 6.4%
4/99 24,234 25920  (1,686) 7.0%
5/99 800 Male - Lewis 25,034 26,052  (1,018) 4.1%
6/99 25,034 26,184  (1,150) 4.6%
7199 25,034 26,316  (1.282) 51%
8/99 25,034 26,448 (1414) 5.6%
9/99 800 Male - Lewis

350 Minors - Lewis 26,184 26,580 (396) 1.5%
10/99 26,184 26,712 (528) 2.0%
11/99 600 Female - Lewis 26,784 26,844 (60) 0.2%
12/99 26,784 26,976 (192) 0.7%
1/00 26,784 27,108 (324) 1.2%
2/00 26,784 27,240 (456) 1.7%
3/00 26,784 21,372 (588) 2.2%
4/00 26,784 27,504 (720) 2.7%
5/00 26,784 27,636 (852) 3.2%
6/00 26,784 27,768 (984) 3.7%
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The table above provides a comparison of the projected
month-end prison population, the number of beds
(expressed as the Operational Capacity), the Projected Bed
Shortage, and the percent of the bed deficit over
operational capacity (% Over Capacity). The New Beds
column indicates when previously authorized beds will
come on-line. Three 800-bed prison units at the new
Lewis complex are recommended to come on-line in FY
1999. An additional 800 adult male beds, 350 minors
beds, and 600 female beds at the Lewis complex will come
on-line in FY 2000. The projections assume that the
prison population will increase by 110 new inmates per
month in FY 1998, and 132 new inmates per month in both
FY 1999 and FY 2000. The increase in growth represents
the anticipated impact from the 1994 criminal code
revisions that increased sentence lengths for violent
crimes.

Corrections Fund

The Corrections Fund is for the construction, major
maintenance, and purchase or lease of correctional
facilities or state-operated juvenile facilities. The
Legislature may also appropriate monies in this fund for
the operation of these facilities. Revenues deposited to the
fund are from luxury taxes on alcohol and tobacco

products.

I:gj OSPB  Staffs conducted a  Program
Authorization Review (PAR) of the Medical

and Dental Services subprograms during the last year. As

a result of that review, the JLBC Staff recommends

retaining the subprograms.

¥ %k %

Program Authorization Review — The JLBC and

As a result of federal judicial decisions and the
constitutional rights of inmates, DOC is required to
provide a constitutionally mandated standard of medical
and dental care to incarcerated felons.

The department has established a medical care delivery
system that incorporates the constitutionally mandated
standard of care. This standard includes the following:

e Ability of inmates to make their health problems
known.

A competent health care staff who are qualified to
examine inmates and diagnose their illnesses.

The capacity of the health care staff to treat effectively
inmate illnesses or provide referrals to outside
medical/dental providers who can render effective
treatment.
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CORRECTIONS FUND
ESTIMATED REVENUE AND EXPENDITURE PROJECTIONS
(S Thousands)
FY 1997 FY 1998 FY 1999 FY 2000
Actual Estimate  Estimate Estimate |
Beginning Balance $33,789.4 $68,010.4 $4,647.9 $7,036.6
Revenues 23.258.6 23,346.8  23,346.8 23,346.8
GF & Other Deposits 38,400.0 56,100.0  41.100.0 -
GF Repayment Transfers 18,000.0 - - -
Adjustment Account 280.4 - - -
Total Revenues 79,939.0 79,446.8 64,4468 23,346.8
Total Funds Available 113,7284  147,457.2  69,094.7 30,383.4
Expenditures
Construction & Maint. 86.4 394 - -
ADOA Staffing 4433 5383 5573 5573 |
Drug Enforcement 0.0 385 - - ‘
FY 1993 Lease-Purchase 9,037.8 12,0142 - - |
FY 1994 Lease-Purchase 74222 12,420.1 12,4140 -
Apache County Lease 1,023.9 1,071.1 1,083.5 10835
FY 1995 Capital Budget
Yuma 400 Level 3 Beds 359.4 88 - -
Globe 100 Level 3 Beds 1,2143 513.5 - -
Aspen Conversion 0.0 29.7 - -
FY 1996 Capital Budget
Level 4 to Level 5 Conver. 0.0 450.0 - -
Tucson 100 Minors Beds 1,348.9 56.6 - -
Yuma 400 Level 3 Beds 3,909.3 1,125.8 - -
Yuma 800 Level 4 Beds 2,8133 25,3947 - -
Lewis Master Plan 1,292.5 702.1 - -
FY 1997 Capital Budget
Florence 400 Level 2 Beds 687.4 1,812.6 - -
Lewis Complex 4,150 Beds 16,079.3 83,920.7  41,100.0 -
Laws 1997, Ch. 212
Perryville Lock
Replacement 0.0 2,673.2 - -
| FY 1999 Capital Budget
Lewis Complex - - 2,695.7 -
Tucson Lock Replacement - - 2,207.6 -
New Complex Master Plan - - 2,000.0 -
Total Expenditures 457180 1428093 62,058.1 1,640.8
Fund Balance $68,010.4 $4,647.9  §7,036.6 $28,742.6

There were 2 primary findings from review of these
subprograms. The first was that “the department has
achieved its primary mission of providing the
constitutionally mandated standard of medical and dental
care.” Close scrutiny by the local federal district court
(Casey vs. Lewis) did not find the department’s health
services to be constitutionally deficient. The second
finding was that “the subprograms embody elements of
managed care practices.” The application of managed care
principles, such as prior authorizations, second opinions
and committee review