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AGENDA

- Call to Order

- Approval of Minutes of March 20, 2000.

- EXECUTIVE SESSION
•  Department of Administration - Report on State Employee Health Plans as required under

A.R.S. § 38-658A.

- DIRECTOR'S REPORT (if necessary).

1. SCHOOL FACILITIES BOARD - Update

2. ARIZONA DEPARTMENT OF ADMINISTRATION
 A. Consider Approval of an Increase in the Settlement Authority Levels.

B. Semi-Annual Report on Health Plan Performance Standards.

3. AHCCCS - Review Transfer of Tobacco Tax Medically Needy Account Allocations.

4. ATTORNEY GENERAL - Review Allocation of Settlement Monies (Qwest Communications &
Toys “R” Us).

5. DEPARTMENT OF ECONOMIC SECURITY
A. Bimonthly Report on Arizona Works.
B. Determine Arizona Works Caseload Reduction Savings.
C. Review Expenditure Plan for the Long Term Care System Fund and Related Appropriation

Transfers.

6. DEPARTMENT OF ECONOMIC SECURITY/AHCCCS - Report on Competitive Bid Process
for Services to the Developmentally Disabled.
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7. COMMUNITY COLLEGES - Report on the Community Colleges’ Arizona Learning Systems
Private Vendor Contract.

8. DEPARTMENT OF ENVIRONMENTAL QUALITY - Report on the Vehicle Emissions
Inspection Program Contract Development Process.

The Chairman reserves the right to set the order of the agenda.
05/09/00

People with disabilities may request accommodations such as interpreters, alternative formats, or assistance with physical accessibility.
Requests for accommodations must be made with 72 hours prior notice.  If you require accommodations, please contact the JLBC Office
at (602) 542-5491.
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1716 West Adams Telephone: (602) 542-5491
Phoenix, Arizona 85007 Facsimile: (602) 542-1616

DATE: May 16, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Tom Mikesell, Fiscal Analyst

SUBJECT: WILDLAND FIRE FIGHTING

As you know, Arizona is once again entering the fire season, brought on by a dry winter, careless
campers, and prescribed burning mishaps. The largest of the recent fires affects the Coon Creek
area in the Tonto National Forest.  To highlight the jurisdictional and funding issues related to
fighting wildfires, this memo briefly discusses the fire fighting effort at Coon Creek, and then
provides an update on the status of the remaining fire emergency monies for FY 2000.

Coon Creek Fire
The Coon Creek Fire is burning on predominantly federally owned land, with only some private,
and no state land involved.  The State Land Department Fire Management Officer estimates that
the state spent approximately $10,000 per day on the suppression effort during the height of the
fire.  This estimate included 4 full-time state employees (agency representative, timekeeper,
ground transportation support, and a class one team member), 5 temporary state employees for
support, and 8 local fire departments (4 fire engines, 4 water attenders, and crew, fuel, and
supplies for each).  The full-time employees are funded from the department’s existing state
General Fund appropriation and the federally funded Cooperative Forestry Fund; the costs of the
temporary personnel and local fire departments will be paid from the non-appropriated Fire
Suppression Fund.

The news media report current total costs of $4,600,000 for the Coon Creek fire.  The federal
government is providing the bulk of the fire suppression effort and is responsible for the majority
of the cost of fighting the fire (since the fire is primarily on federal land).  The federally provided
and funded resources on the scene during the height of the fire included:  class one team
(incident commander, fire management personnel), 11 hand crews, 3 planes, 3 helicopters, and
supplies, meals, maintenance, fuel, etc., according to the State Land Department Fire
Management Officer.

Fire Emergency Monies
Each fiscal year the Governor can authorize up to $3,000,000 from the state General Fund to
devote to the state's fire fighting and prevention effort in the event of a fire emergency.  Two
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million dollars of this amount can be used to pay the state's costs of fighting fires, and the
remaining $1,000,000 can be used to pre-position fire fighting resources in anticipation of fires
during extremely dry conditions.  These monies are available upon the Governor's declaration of
an emergency, and do not require an appropriation.  Of the Governor's total emergency authority
for FY 2000, $2,900,000 is still available ($1,000,000 in pre-positioning monies and $1,900,000
in fire fighting monies).  Very little has been needed from this year’s emergency authority to
date, since the heavy monsoons last summer prevented the dry conditions that lead to fires.

This summer could potentially be a bad fire season due to very dry conditions this winter and
spring, and in fact there are some current fires that affect state land according to the State Land
Department.  To pay the costs of the state's current fire fighting efforts, a small part of which is
from the state involvement in the Coon Creek fire, the Governor is going to authorize $1,000,000
of the remaining $1,900,000 in fire fighting monies for FY 2000 which I mentioned above.  In
addition, since conditions are very dry, the Governor is going to authorize the remaining
$1,000,000 in FY 2000 pre-positioning monies (also mentioned above) to put fire fighting
resources in position to respond to fire emergencies quickly with the intent to minimize the
spread of fires.

You will recall that H.B. 2409 was enacted with an appropriation of $360,000 from the Fire
Suppression Fund in FY 2001 for the Mule Gulch Floodway channel. These monies were a
portion of a $1,500,000 emergency authorization for fire fighting in FY 1999 held in the Fire
Suppression Fund.  Since these monies were not needed for FY 1999 fire fighting, the remaining
amount over $600,000 will lapse to the state General Fund pursuant to statute (only unobligated
Fire Suppression Fund balances over $600,000 lapse annually per statute).  Therefore, these
monies are not available to fund the FY 2000 fire fighting effort.

RS/TM:ag



JLBC

Joint Legislative Budget Committee
Staff Memorandum

1716 West Adams Telephone: (602) 542-5491
Phoenix, Arizona 85007 Facsimile: (602) 542-1616

DATE: May 10, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Lynne Smith, Senior Fiscal Analyst

SUBJECT: SCHOOL FACILITIES BOARD - UPDATE

Senator Gnant has invited the School Facilities Board to appear before the Committee to provide
an update on several issues concerning their agency.  We have asked the board to address at least
the following two issues:  1) the status of the Flex-Tech contract to evaluate school facility
capital needs, and 2) the board’s plans to purchase $50,000,000 in computers as part of their
existing FY 2001 deficiencies correction funding.

For your background information, we have attached the minutes of the December 14th JLBC
meeting on the Flex-Tech contract and the JLBC Staff analysis.

RS:LS:ss

Attachment
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Joint Legislative Budget Committee
Staff Memorandum

1716 West Adams Telephone: (602) 542-5491
Phoenix, Arizona 85007 Facsimile: (602) 542-1616

DATE: May 10, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Lynne Smith, Senior Fiscal Analyst

SUBJECT: ARIZONA DEPARTMENT OF ADMINISTRATION - CONSIDER APPROVAL OF
AN INCREASE IN THE SETTLEMENT AUTHORITY LEVELS

Request

The Arizona Department of Administration (ADOA) requests that the Committee increase the upper limit
of ADOA’s settlement authority with regard to liability claims against the state from $25,000 to
$100,000.  The department also requests an increase in the upper limit of the Attorney General’s (AG)
settlement authority from $150,000 to $500,000.  The Joint Legislative Budget Committee would approve
claims above $500,000.

Recommendation

The JLBC Staff recommends that the Committee approve an increase to ADOA’s settlement authority
with regard to liability claims against the state to $100,000.  The JLBC Staff recommends that the
Committee not approve an increase in the Attorney General’s settlement authority.  The JLBC would
retain authority to approve settlements above $150,000.  If the Committee decides to accept the proposal
raising the JLBC cap, we would also be modifying the Committee’s Rule 14 (see attached).

Analysis

A.R.S. § 41-621N provides levels of settlement authority for liability claims against the state and provides
that JLBC can increase those levels.  Currently, the ADOA Director can approve claims up to $25,000.
Claims above $25,000 also require approval of the AG.  Claims above $150,000 require final approval of
the JLBC.  These authority levels were set in statute in 1973 as $25,000 for ADOA and $50,000 for the
AG.  JLBC raised the AG’s authority to $150,000 in 1991.

Attached is an explanatory memo (from ADOA) followed by a memo (from the AG’s Office to ADOA)
that provides further detail.  The AG concurs with ADOA’s request.  The departments state that the
increase in ADOA’s authority would reduce legal costs by allowing the AG to focus on larger cases,
reducing the need for expensive outside counsel.  It also would speed up the settlement of smaller claims
(that currently average 2.3 years to complete) and improve efficiency for ADOA and the AG by
eliminating referrals, reporting, and negotiating between the two agencies.  There were 35 cases settled

(Continued)
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between June 1997 and June 1999 between $25,001 and $100,000.  If ADOA’s authority were increased
to $100,000, AG approval would no longer be required at that level.

The departments also request an increase in the upper limit of the AG’s settlement authority from
$150,000 to $500,000, with the JLBC approving claims above $500,000.  The departments state that this
would have reduced the JLBC workload by 18 cases over the last 2 years, but still provided a sufficient
number of settlements to allow for adequate oversight.  They state that no settlement proposals in this
range have been rejected by JLBC in the past 5 years.  In discussions with the JLBC Staff, the AG’s
office reported that they offered this proposal simply as a workload reduction option for JLBC.  JLBC
reviewed a total of 42 cases between June 1997 and June 1999 (14 in FY 1998 and 28 in FY 1999).  Of
these, 18 were between $150,001 and $500,000.  If the joint AG/ADOA authority had been $500,000
during this time period, JLBC approval would have been required for 24, rather than 42 cases in the 2-
year period.

The JLBC Staff recommends that the $25,000 cap be lifted since both ADOA and the AG agree and the
Committee does not currently review these cases.  The JLBC Staff, however, recommends against raising
the JLBC cap.  We believe that the Committee review enhances its understanding and oversight of state
government.  These “real-life” cases provide members a better opportunity to understand the inner
workings of state agencies.  The JLBC can also help lend substantial support to ADOA’s and the AG’s
existing efforts to establish state policy and procedures that minimize liability claims against the state.

RS:LS:ss
Attachment
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FrankHinds,Risk Manager
January18, 2000
Page2

OPTION2: Increasethe settlementauthorityof ADOA from $25,000to $100,000and
the settlementauthorityof ADOA andthe AG from $150,000to $500,000.

IncreasingADOA authorityto $100,000 is discussedabove.

Theattachedchartreflectsthat overthe lasttwo years,18 caseswere
submittedto the JLBCfor settlementauthoritybetween$150,001and
$500,000.Thus,if theselevelshad beenin effectfor the last two years,18
fewercaseswould havebeenpresentedto theJLBCfor its review.
However,JLBC approvalwouldstill berequiredfor anysettlementin
excessof $500,000. Overthe last two years,24 casesfell within this range.

In our view it is time that the authoritylevelsbeincreased.Thenumberof claims
againstthe state,aswell asthe sizeof thoseclaimshaveincreasedsteadilysincethe state
self insuranceprogramhasbeenin effect. Therehasonly beenoneincreasein the
authoritylevel of the Attorney Generalduring thattime frame. In 1992the Attorney
General’sauthoritywasincreasedfrom $50,000to $150,000.Risk Managements
authorityremainedat $25,000.

Webelievethat the secondoptionis prefen~edandwe recommendthat you request
the JLBCto increasethe authorityof ADOA to $100,000andthe settlementauthorityof
the AttorneyGeneralto $500,000.If this settlementauthoritylevel werein effectover
the last two yearsthenumberof settlementsreviewedby the JLBC would bereducedby
18. Thiswould reducethe overallwork loadof the JLBCwhile preservingthe sufficient
numberof settlementsto allow the committeeto adequatelyfulfill theiroversight
function.

Finally, the numberof caseswill continueto increasein thecorningyears. Each
yearthe numberof settlementspresentedto the Attorney Generalandthe JLBC
increases.Of the 42 casespresentedto the JLBC overthe lasttwo fiscal years,28 of
thosecaseswerepresentedin fiscal year99 andonly 14 werepresentedin fiscal year98.

Pleaselet meknow yourviewson thismatter. Also, do nothesitateto contactme
if you haveanyquestionsor requireany further information.

cc: Mike Murphy. Risk Claims Manager
DebbieSpinner

TPP:ldr:606548vI
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The department primarily depends on a state employee satisfaction survey to provide performance
indicators.  Recent results of this survey are shown in ADOA’s report (page 3 of Attachment 1).  In the
1999 survey, respondents rated four medical insurers at 80% or above (out of 100) and two at 60%.
Respondents rated the dental insurers at 66%, 67%, 73%, and 83%.

Per the state contracts, medical plans that participants rate below 80% and dental plans rated below 75%
are assessed liquidated damages.  Also, if the survey indicates problems with an insurer, ADOA
investigates further.  Recently, ADOA conducted audits in problem areas and assessed liquidated
damages against three insurance carriers (listed in Attachment 2).  In FY 1999, ADOA assessed $160,600
against one medical vendor for failing to meet claims processing standards and oversaw $142,000 in
refunds to state employees.  To date in FY 2000, ADOA has assessed a total $175,600 against two
medical insurers and one dental insurer for failing to meet contracted standards for satisfaction survey
results and claims processing.

Attachment 3 shows a full list of performance measures listed in the insurance carriers’ contracts and the
action that the department has taken.  As noted above, the department only collects some measures if a
problem appears.  ADOA has stated that it is more cost effective to track only selected performance
measures and use employee feedback as its primary indicator.

RS:LS:ss
attachments
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Joint Legislative Budget Committee
Staff Memorandum

1716 West Adams Telephone: (602) 542-5491
Phoenix, Arizona 85007 Facsimile: (602) 542-1616

DATE: May 10, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Gretchen Logan, Fiscal Analyst

SUBJECT: ARIZONA HEALTH CARE COST CONTAINMENT SYSTEM — REVIEW TRANSFER
OF TOBACCO TAX MEDICALLY NEEDY ACCOUNT ALLOCATIONS

Request

The Arizona Health Care Cost Containment System (AHCCCS) requests the Committee review its transfer of
monies in the Medically Needy Account of the Tobacco Tax and Health Care Fund between the allocations
specified in Laws 1999, Chapter 176.

Recommendation

The JLBC Staff recommends the Committee give a favorable review to the requested transfer.

Analysis

Laws 1999, Chapter 176 allocates monies from the Medically Needy Account of the Tobacco Tax and Health
Care Fund for specific purposes (see line items in table below).  In addition, the legislation allows for
AHCCCS to transfer monies between allocations following a review by the Committee.

AHCCCS has determined that they will have a FY 2000 surplus of $3,521,400 in the Federal Matching
Assistance Percentage (FMAP) line item due to the FMAP increasing in Federal FY 2000.  In addition, there is
an anticipated FY 2000 surplus of $375,000 in the HIV/AIDS Treatment line item.  AHCCCS has also
identified 2 line items (i.e., Maternity Length of Stay and 50% Medical Inflation) where there is excess
capacity; therefore, transferring monies into these line items would allow the entire FY 2000 tobacco tax
allocation to be used.

The table below summarizes the transfers proposed by AHCCCS:

Line Item Original Allocation Proposed Transfer Revised Allocation
FMAP       $  4,542,200        $(3,521,400)      $   1,020,800
Quick Pay Discount           6,794,600                         0           6,794,600
Hospital Reimbursement         10,000,000                         0         10,000,000
HIV/AIDS Treatment          1,229,900             (375,000)              854,900
Maternity Length of Stay          2,485,800              700,000           3,185,800
50% Medical Inflation          5,276,000            3,196,400           8,472,400
   TOTAL      $30,328,500         $               0       $30,328,500

RS:GL:ck
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1716 West Adams Telephone: (602) 542-5491
Phoenix, Arizona 85007 Facsimile: (602) 542-1616

DATE: May 9, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Brad Regens, Senior Fiscal Analyst

SUBJECT: OFFICE OF THE ATTORNEY GENERAL — REVIEW ALLOCATION OF
SETTLEMENT MONIES (Qwest Communications & Toys “R” Us)

Request

Pursuant to a footnote in the General Appropriation Act, the Office of the Attorney General requests
review of the allocation of funds received pursuant to 2 case settlements.

Recommendation

The JLBC Staff recommends that the Committee give a favorable review to the Attorney General’s
allocation plans.

Analysis

The FY 2000 and FY 2001 General Appropriation Act contains a footnote that requires Joint Legislative
Budget Committee review of the allocation or expenditure plan for settlement monies over $100,000
received by the Attorney General or any other person on behalf of the State of Arizona.  The Office of the
Attorney General recently settled 2 cases that will result in the receipt of settlement monies over
$100,000.

The first case, filed in conjunction with 44 states, involved antitrust allegations against Toys “R” Us and 4
of the country’s largest toy manufacturers.  The case alleged that beginning in 1989, Toys “R” Us entered
into agreements with toy manufacturers to restrict the sale of popular toys to warehouse clubs, which
were threatening Toys “R” Us’ market share by selling the toys at prices below Toys “R” Us’ prices.

The settlement requires Toys “R” Us to pay the state’s attorney fees (between $10,000 and $20,000), to
provide the Arizona Attorney General with approximately $213,000 in one-time monies to be used to
benefit Arizona children, and to distribute approximately $600,000 in toys to Arizona children over 3
Christmas seasons.

The attorney fees received as part of the settlement will be deposited in the Attorney General’s Antitrust
Revolving Fund.  Antitrust Settlement monies are currently used to support the on-going operations,
excluding Assistant Attorneys General who are paid from the General Fund, of the Economic

(Continued)
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Competition Unit within the Office of the Attorney General.  For FY 1999, 9 FTE Positions were funded
from the Antitrust Revolving Fund, which is subject to legislative appropriation.

The Attorney General’s allocation plan for the $213,000 designated by the settlement to “be utilized to
benefit children by providing them with toys, books, or other educational materials” is as follows:

•  $103,850, in equal proportions, to each of the 89 children’s crisis centers and domestic violence
shelters in Arizona to purchase educational materials;

•  $110,000 to produce and distribute new educational, anti-violence and Internet safety materials to
Arizona children.

The $600,000 for toys for Arizona children will be distributed directly from Toys “R” Us and will not be
allocated by the Attorney General.

The Attorney General’s Office does not believe the General Appropriation Act footnote applies to these
settlement monies but has supplied the JLBC with information on this settlement as a matter of courtesy.
The Attorney General notes that the footnote requires review of monies received “on behalf of the state of
Arizona.”  The Attorney General believes that these have not been received on “behalf on the state” since
the monies are being distributed to third parties.

The settlement, however, does not dictate who may expend the monies.  A state agency could spend them,
as long as the monies are spent for the benefit of children.  The Attorney General’s Office has made the
public policy decision to allocate these funds in a particular manner.  The intent of the footnote was to
allow the JLBC to provide its input on just such a distribution plan as this proposal.  As a result, the JLBC
Staff recommends that these types of plans be brought before the Committee.

The JLBC Staff recommends a favorable review of the Attorney General’s allocation plan for monies
received pursuant to the Toys “R” Us settlement.

The second case, involving consumer fraud allegations against Qwest Communications International,
Inc., requires Qwest to pay the state $175,000 for deceptive practices in the switching of long distance
services.

Pursuant to A.R.S. § 44-1531.01, the settlement monies will be deposited in the Attorney General’s
Consumer Fraud Revolving Fund to be used for on-going operation costs.  The Attorney General is
required to use the monies in the fund for consumer education, investigation and enforcement operations.
As with the antitrust monies, these settlement monies are used to support the on-going operations,
excluding Assistant Attorneys General who are paid from the General Fund, of the Consumer Protection
and Advocacy Unit within the Office of the Attorney General.  In FY 1999, Consumer Fraud Revolving
Fund monies were used to review and respond to approximately 14,000 written consumer fraud
complaints.  In addition, the monies supported 4 investigators and paid for various undercover operations.

The settlement agreement also requires Qwest to contact all affected consumers and refund any costs as
well as offer to switch the consumer back to their original service provider.  In addition, Qwest is to
devise and fund a program of public service announcements.

The JLBC Staff recommends a favorable review of the Attorney General’s plan to allocate the Qwest
settlement monies to the Consumer Fraud Revolving Fund, as statutorily required.

RS:BR:ck
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Joint Legislative Budget Committee
Staff Memorandum

1716 West Adams Telephone: (602) 542-5491
Phoenix, Arizona 85007 Facsimile: (602) 542-1616

DATE: May 10, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Stefan Shepherd, Senior Fiscal Analyst

SUBJECT: DEPARTMENT OF ECONOMIC SECURITY - BIMONTHLY REPORT ON
ARIZONA WORKS

Request

Pursuant to a provision in A.R.S. § 46-344, the vendor for the Arizona Works pilot welfare program is
providing its bimonthly report on the Arizona Works program.

Recommendation

This item is for information only and no Committee action is required.  Since October 1999, total
caseloads in the Arizona Works pilot welfare program have shown decreases not exhibited in the
remainder of Maricopa County.  While Arizona Works total caseloads have declined more quickly, we do
not have enough information to evaluate whether this trend holds true for the target population of
employable adults.  We cannot compare the performance of the two programs related to employable
adults because of data definition problems.  JLBC Staff will continue to work with the Department of
Economic Security and the Arizona Works vendor to improve the comparability of data.  We will be
better able to interpret these trends once formal evaluations of Arizona Works are conducted this year and
next.

Analysis

The Arizona Works pilot program, which replaces the Department of Economic Security’s (DES)
EMPOWER Redesign welfare program in DES District I-E (eastern Maricopa County), is operated by the
private vendor MAXIMUS.  The attached report covers caseload data through the end of January.

The following chart compares the total number of cases in the Arizona Works program with the caseload
in the rest of Maricopa County.  In recent months, the Arizona Works total caseload has decreased while
the Maricopa County total caseload has increased slightly.

(Continued)
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The results presented on the preceding chart reflect changes in the total caseload.  The total caseload
includes child only cases (cases in which there is no adult subject to TANF work requirements) and tribal
cases.  Since child-only cases comprise 40-45% of the total caseload, and tribal cases comprise another 1-
2%, their presence in the above figures may skew the results for cases with employable adults subject to
work requirements, especially if child-only caseloads are responding differently in each area.

The following table provides information on the total number of Arizona Works cases by type for the last
six months.  The table shows that there has been a decrease in the number of total cases, especially in the
last three months.  At the same time, the number of cases for whom no work participation is required, i.e.,
child-only cases, has remained relatively flat.

ARIZONA WORKS PROGRAM: TOTAL CASES BY TYPE

Month TANF
No Work

Participation
New

Transfer In Total
August 2,011 1,473 59 3,543
September 1,994 1,483 51 3,528
October 2,027 1,516 50 3,593
November 1,848 1,542 56 3,446
December 1,798 1,536 53 3,387
January 1,708 1,518 95 3,321

The report from DES does not use a similar definition of child only cases.  As a result, this limits our
ability to use the data in the report to compare Arizona Works with EMPOWER Redesign in the target
population of TANF cases (cases with an employable adult subject to TANF work requirements.)  JLBC
Staff will continue to work with DES and MAXIMUS to improve the comparability of the data presented
in the reports from both.

Related to the issue of improving data comparability, DES is still working to obtain the comparative data
for months prior to October.  In our discussion of the previous Arizona Works report, we had believed
that we would receive that data with this report.  DES now reports that they will be able to present the
data by June 1.  In our review of the May 15 report (likely at the next Committee meeting), we hope to
provide the Committee with some comparison data reflecting trends in both programs.

We have also previously noted that the information in both reports “cannot, by itself, give an indication of
the relative success of each program.”  This is in part because success may be measured by more than just
caseload reduction; demographic differences may also affect program success.  The evaluation to be

(Continued)
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conducted by JLBC Staff this year and the evaluation to be conducted by an independent evaluator hired
by the Arizona Works Agency Procurement Board will look into program success in greater detail.

In addition to the caseload data, the report discusses MAXIMUS’ performance bonuses awarded to it by
the Arizona Works Agency Procurement Board.  The contract signed by the Procurement Board and
MAXIMUS specifies that MAXIMUS shall receive bonuses based on whether they meet specific
performance goals.  For the first quarter of the program, the quarter from April through June 1999,
MAXIMUS earned bonuses totaling $491,000 out of a possible $892,700.  MAXIMUS met 4 of the 7
standards, including placement of participants into paid employment 30% higher than DES and a
reduction in the length of stay on assistance for long-term recipients 30% higher than DES.  For the
quarter covering July through September 1999, MAXIMUS met 5 of the 7 standards and earned bonuses
totaling $449,900 out of a possible $599,900.

The MAXIMUS report provides results of customer satisfaction surveys, which show no significant
change in customer satisfaction with the program, which has ranged between “Good” and “Excellent.”  It
also mentions that in January, the first participant was approved for the Grant Diversion program, which
provides persons eligible for cash benefits a one-time upfront payment in lieu of cash benefits.

RS/SSH:ag
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Joint Legislative Budget Committee
Staff Memorandum

1716 West Adams Telephone: (602) 542-5491
Phoenix, Arizona 85007 Facsimile: (602) 542-1616

DATE: May 10, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Stefan Shepherd, Senior Fiscal Analyst

SUBJECT: DEPARTMENT OF ECONOMIC SECURITY - DETERMINE ARIZONA WORKS
CASELOAD REDUCTION SAVINGS

Request

Pursuant to A.R.S. § 46-342.01(B), the Joint Legislative Budget Committee each year shall determine the
cash benefit dollar amount savings attributable to caseload reduction achieved by the Arizona Works pilot
welfare program.  Up to 25% of the savings calculation may be awarded by the Arizona Works Agency
Procurement Board to the Arizona Works vendor as performance-based incentives.  The JLBC Staff is
presenting the Committee with its estimate of savings for calendar year (CY) 1999 based on methodology
reviewed by the Committee at a February 1999 meeting.

Recommendation

The JLBC Staff recommends the Committee approve the JLBC Staff’s estimate of cash benefit dollar
amount savings attributable to caseload reduction achieved by the Arizona Works pilot welfare program
for calendar year 1999.  Under the previously approved methodology, the Arizona Works vendor did not
generate caseload reduction savings for CY 1999.

In the prior agenda item 5A, the latest Arizona Works bimonthly report, there is a discussion of caseload
reductions in the Arizona Works program.  These reductions, however, occurred relatively late in CY
1999 and did not offset early increases in CY 1999.  In addition, the caseload comparison to EMPOWER
Redesign in the bimonthly report used a different caseload definition than used in this calculation.

Analysis

Laws 1997, Chapter 300 created the Arizona Works pilot program.  This program replaces the regular
Temporary Assistance for Needy Families (TANF) assistance program, known as EMPOWER Redesign, in
the Department of Economic Security’s (DES) District I-E, centered around eastern Maricopa County.
Laws 1998, Chapter 211 added A.R.S. § 46-342.01, which requires in part that “on or before February 15 of
each year the Joint Legislative Budget Committee shall determine the cash benefit dollar amount savings
attributable to caseload reduction, if any, achieved for the previous calendar year by Arizona Works.”  Up
to 25% of these caseload reduction savings may be used by the Arizona Works Agency Procurement Board
to award incentives to the vendor for satisfactory performance on several criteria.  These incentives differ
from the administrative bonuses discussed in agenda item 5A.

(Continued)



Senator Randall Gnant, Chairman - 2 - May 10, 2000
Members, Joint Legislative Budget Committee

The Procurement Board selected MAXIMUS as the vendor for the Arizona Works program, which began
operation on April 1, 1999.  The contract signed by MAXIMUS includes performance incentives using
these caseload reduction savings based on MAXIMUS’ success in meeting certain performance criteria.

At its February 1999 meeting, the Committee gave a favorable review to the JLBC Staff’s blended
caseload reduction methodology.  This blended methodology combined 3 different options for calculating
caseload reduction savings:

•  Measuring caseloads against a fixed April 1, 1999 baseline
•  Measuring caseloads against a moving baseline
•  Adjusting caseloads for Maricopa countywide performance

Because each option had its own merits and because the statutory language gave little guidance to the
Committee on how to calculated these savings, the reviewed methodology incorporated each option into
its methodology.  Measuring caseloads against a fixed baseline and a moving baseline would each be
given a 25% weight, and adjusting caseloads for countywide performance would be given a 50% weight.
“Caseload” was defined as the unduplicated caseload in the Regular and Unemployed Parent programs,
excluding child-only cases.

Because caseload information for December 1999 was not available until after February 15, 2000, we are
only able now to present the Committee with our estimate.  The JLBC Staff has taken the data provided
for Arizona Works and the rest of Maricopa County to calculate its caseload reduction savings estimate
for CY 1999.  The components of the calculation are described below.

Method 1: Measure Caseloads Against Fixed April 1, 1999 Baseline: This method compares the average
caseload for each calendar year against a fixed April 1, 1999 baseline.  The caseload in the Arizona
Works pilot area on April 1, 1999 was 1,844 cases.  The average end-of-month caseload for Arizona
Works during CY 1999 was 1,896 cases.  This means that the average increase during CY 1999 was 52
cases.  Because the average caseload did not decrease from the April 1, 1999 baseline, JLBC Staff
estimates that the vendor is not eligible for any caseload reduction savings from this component.

Method 2: Measure Caseloads Against Moving Baseline: This method is similar to Method 1, but the
baseline will be reset each year to the prior year’s average caseload.  In this first calendar year of
operation, however, the baseline will be the caseload in the Arizona Works pilot area on April 1, 1999.
As a result, the calculation for this method in CY 1999 is identical to that of Method 1 above.  JLBC Staff
estimates, therefore, that there were no CY 1999 caseload reduction savings and the vendor is not eligible
for any caseload reduction savings from this component.

Method 3: Adjust Targets for Maricopa Countywide Performance: This method compares caseload
performance in the Arizona Works pilot area with caseload performance in the rest of Maricopa County.
The caseload in the Arizona Works pilot area on April 1, 1999 was 1,844 cases.  The average end-of-
month caseload for Arizona Works during CY 1999 was 1,896 cases.  This means that the average
increase in the Arizona Works area during CY 1999 was 52 cases, or 2.82%.

DES provided data on the caseload in the remainder of Maricopa County.  Although this issue was not
specified in the discussion on methodology in February 1999, JLBC Staff intent was to compare the
performance of Arizona Works to DES’ EMPOWER Redesign program.  As a result, we have excluded
participants in welfare programs operated by the Salt River Pima-Maricopa and Pascua Yaqui Indian
communities in Maricopa County.  These 2 communities operate their own welfare programs; they are not
operated by DES.  We have also used a definition of “child-only cases” in EMPOWER Redesign that
matches that used by Arizona Works, that is, cases with no adult potentially subject to work requirements
residing in the household.

(Continued)
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The caseload in the EMPOWER Redesign in Maricopa County on April 1, 1999 was 4,944 cases.  The
average end-of-month caseload for EMPOWER Redesign during CY 1999 was 4,906 cases.  This means
that the average decrease in the EMPOWER Redesign area during CY 1999 was 38 cases, or 0.77%. The
caseload in the Arizona Works area reflected a slight increase in CY 1999, while the caseload in the
EMPOWER Redesign area in the rest of Maricopa County showed a slight decrease in CY 1999.  As a
result, JLBC Staff estimates that there were no CY 1999 caseload reduction savings and the vendor is not
eligible for any caseload reduction savings from this component.

Blending the Methodologies: As noted above, the approved methodology blends the 3 methods of
calculating caseload reduction savings.  The results of the blending are shown in the table below:

Methodology Bonus Weighting Blended Result
Fixed Baseline $0 25% $0
Moving Baseline   0 25%   0
Countywide Adjustment   0 50%   0
   TOTAL Performance Bonus $0

The JLBC Staff recommends the Committee approve the JLBC Staff’s estimate of cash benefit dollar
amount savings attributable to caseload reduction achieved by the Arizona Works pilot welfare program
for calendar year 1999. Under the previously approved methodology, the Arizona Works vendor did not
generate caseload reduction savings for CY 1999.  We would note that even if the caseload reduction
savings estimate was greater than $0, the amount of these funds MAXIMUS would actually receive is
dependent upon their performance relative to criteria specified in the contract.
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DATE: May 9, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Stefan Shepherd, Senior Fiscal Analyst

SUBJECT: DEPARTMENT OF ECONOMIC SECURITY -- REVIEW EXPENDITURE PLAN
FOR THE LONG TERM CARE SYSTEM FUND AND RELATED APPROPRIATION
TRANSFERS

Request

Pursuant to footnotes in the FY 2000 and FY 2001 General Appropriation Act, the Department of
Economic Security (DES) is presenting its expenditure plan for increased capitation rates in the Long
Term Care program and a proposed transfer to fund the increased capitation rates.

Recommendation

The JLBC Staff recommends a favorable review of the expenditure plan for increased capitation rates in
the Long Term Care program and a favorable review of the proposed transfer of $2,605,000 from the
Developmental Disabilities Home and Community Based Services line item to the Long Term Care
Home and Community Based Services line item.

As part of our continuing monitoring process, JLBC Staff has incorporated our ongoing monitoring of
DES fiscal control into this analysis.  The department will spend $1.3 million more than the increased
capitation rates, due in part to unapproved general provider increases.  The total expenditure deficit of
$2.4 million also includes $1.1 million to match the increased capitation rates.  JLBC Staff recommends a
favorable review of a transfer from the Developmental Disabilities cost center to the Long Term Care cost
center since there are few options available in funding these services at this point.  The department has
agreed to update the Committee on August 1, 2000 and November 1, 2000 on issues related to fiscal
control and future capitation rates for the Long Term Care and Developmental Disabilities program.

Analysis

Capitation Rate Increases

The Long Term Care (LTC) program is the federal portion Title XIX portion of DES’ Division of
Developmental Disabilities (DDD) program.  The Arizona Health Care Cost Containment System
(AHCCCS) contracts with DDD to provide services to developmentally disabled (DD) clients meeting
specific developmental and financial eligibility requirements in AHCCCS’ Arizona Long Term Care
System (ALTCS).  AHCCCS provides DDD a fixed capitation rate for each ALTCS client it serves; the

(Continued)
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required state match is appropriated in the DES budget.  Rates set by AHCCCS are required to be
“actuarially sound,” based on claims and encounter data.

The FY 2000 - FY 2001 General Appropriation Act includes the following footnote in the Long Term
Care (LTC) budget:

“Monies for the Long Term Care program are appropriated for the capitation rates effective on
October 1, 1998.  No monies may be expended for a change in these capitation rates unless an
expenditure plan is reviewed by the Joint Legislative Budget Committee.”

The LTC capitation rates for Federal Fiscal Year (FFY) 2000, which began on October 1, 1999, have now
been finalized by AHCCCS and DES.  As can be seen in the following table, these rates are higher than
the rates for FFY 1999, which began on October 1, 1998.  Almost all DD clients in the ALTCS program
are considered “enrolled” clients.

Cap Rate Category FFY 1999 (old) FFY 2000 (new) Change in $ Change in %
Enrolled $2,277.00 $2,396.79 $119.79 5.3%
Ventilator Dependent $8,038.14 $8,387.80 $349.66 4.4%

We would note that these increases are higher than the capitation rates assumed in the FY 2000 budget as
modified by the supplemental appropriation.  These rates are shown in the table below:

Cap Rate Category FFY 1999 (old) FFY 2000 (budgeted) Change in $ Change in %
Enrolled $2,277.00 $2,351.00 $74.00 3.2%
Ventilator Dependent $8,038.14 $8,038.14 $       0 0.0%

Current Deficit Estimate

Even with the 5.3% increase provided in the FFY 2000 capitation rate, the expenditure plan provided by
the department reflects a $2.4 million deficit.  The table below reflects DES’ projected expenditures and
revenue sources.

Long Term Care Expenditures Amount
LTC Administration $ 12,241,500
LTC Case Management   12,994,100
LTC Home and Community Based Services 215,248,700
LTC Institutional Services   11,063,400
LTC Medical Services   41,936,900
LTC ATP-Coolidge   10,245,500
   Subtotal LTC Cost Center $303,730,100
Division of Administration     6,156,000
Total - Long Term Care Expenditures $309,886,100

Revenues
Cap Rate - Federal Share $203,094,200
General Fund Appropriation 104,386,900
Total - Revenues $307,481,100

SFY 2000 Deficit
   Required State Match of Cap Rate $(1,066,100)
   Operational Deficit (1,338,900)
Total - SFY 2000 Deficit $(2,405,000)

(Continued)
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JLBC Staff believes the department’s estimate of caseload growth assumed in its expenditure plan is
reasonable.  JLBC Staff also believes that the department’s projections of expenditures in the rest of
FY 2000 are realistic.

The $2.4 million SFY 2000 deficit is composed of two parts: an $1.3 million operational deficit by which
total expenditures exceed capitation rate revenues and an additional $1.1 million needed to match the
federal funds for the higher capitation rate.  JLBC Staff has recently expressed concern over fiscal
controls in the department, especially in the LTC program.  Since the Committee reviewed this issue at its
March 20 meeting, DES has submitted additional information which continues to raise concerns both
about fiscal controls in the LTC program as well potential difficulties in communicating the costs of
increases to AHCCCS.  The information showed that FY 1999 per person expenditures, were 12.7%
higher than FY 1998 expenditures, broken out as follows:

Increase Component (excluding caseload, staff increase) Percentage Increase
General (unauthorized) rate increase   5.0%
“Unmet need”   6.5%
Folding FY 1999 direct care increase into rates   1.2%
Total FY 1999 expenditure increase 12.7%

Unbudgeted Increases

Two components raise questions about DES’ ability to control expenditures in this program.  According
to DES, in spring 1998 its provider contract negotiators “were instructed that the [FY 1999] budget could
support rate increases of no more than 5% statewide.  Any increase over 5% would have to be offset by
reductions elsewhere.  Negotiation team members indicate that this directive was implemented.”  This
increase was entirely separate from the FY 1999 direct care staff increase.  JLBC Staff would note there
was no funding set aside in the FY 1999 budget for a general provider rate increase.  Such an increase
should have been presented to the Legislature for discussion through the budget and legislative process.

The component entitled “unmet need” also raises some questions about the ability to control costs in the
DD program.  This component refers to two types of “need.”  The first reflects previously authorized
services that had previously gone unused, typically because of a lack of service provider.  With the
increased rates and staff increases, new providers entered previously unserved areas, allowing clients with
authorizations to actually use those authorizations.  The second type of need reflects increased services
per client.  DES has previously discussed potential reasons for increased services per client -- e.g., aging
caregivers, the Lovass method for treating autistic clients, children with high medical needs.  DES
provided JLBC Staff with examples of how costs may increase under these situations, but was unable to
provide data showing that these needs have increased from year to year.  JLBC Staff would note that
these “unmet needs” may indeed be legitimate, but that DES needs to do a better job in documenting
these effects, presenting the data to AHCCCS and the Legislature, and figuring out how DES can control
costs where possible.  DES has indicated to JLBC Staff that they are working on capturing this data for
presentation to AHCCCS and the Legislature, in addition to internal management.

Proposed Transfer

DES proposes to transfer $2,605,000 from the Home and Community Based Services line item in the
state-only Developmental Disabilities budget to the LTC Home and Community Based Services line item,
primarily to address the deficit discussed above.  This proposed transfer is subject to the following
footnote in the FY 2000 - FY 2001 General Appropriation Act:

“It is the intent of the Legislature that any available surplus monies for developmental disability
programs be applied toward the waiting list, unless there are insufficient monies to annualize
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these costs in the subsequent year.  The children’s waiting list shall receive first priority.  The
amount appropriated for Developmental Disabilities shall be used to provide for services for non-
Title XIX eligible clients.  The amount shall not be used for other purposes, unless a transfer of
monies is reviewed by the Joint Legislative Budget Committee.”

DES is requesting a transfer of $2,605,000 from the state-only DD cost center, which serves non-Title
XIX eligible clients, to the LTC cost center, which serves Title XIX-eligible clients.  Of the $2,605,000,
$2,405,000 would address the SFY 2000 deficit.  The other $200,000 would go toward the $2,374,400
required to pay outstanding SFY 1999 LTC claims.  Laws 2000, Chapter 281 permits the department to
use its FY 2000 appropriation to pay outstanding SFY 1999 LTC claims.  JLBC Staff believes there are
sufficient monies in the DD cost center to transfer to the LTC cost center.  In its 25th of the Month report
for March, DES estimates a surplus of $2,801,800 General Fund monies in the DD Home and Community
Based Services line item.  Based on those March year-to-date expenditures, JLBC Staff agrees that a
significant surplus will occur in that line item.

DES states that the primary reason for the surplus in DD Home and Community Based Services is a shift
in expenditures from the state-only DD program to the LTC program and its effect on provider increases.
Prior to April 1999, provider increases authorized in FY 1996 through FY 1999 were distributed as lump
sum payments as identified in the original appropriations.  When the provider rate increases were “rolled
into” the contracts in April 1999, the ratio of units of service between DD and LTC changed, shifting
more expenditures away from the DD program and onto the LTC program.

DES has stated that this transfer will not affect the $800,000 appropriated in FY 2000 for waiting list
services.  DES has not been able to answer, however, whether there are DD clients who are currently
waiting for services for reasons of insufficient funding.  It is the understanding of JLBC Staff that the
current method of counting waiting list clients presents a highly inaccurate picture of how many clients
may be waiting for services, why they are waiting for services, and how long they have been waiting for
services.

Recommendation

The JLBC Staff recommends a favorable review of the expenditure plan for increased capitation rates in
the Long Term Care program.  The plan presented by the department reflects reasonable estimates for
caseload and expenditure growth, though JLBC Staff continues to have concerns related to the fiscal
control in DDD.  JLBC Staff also recommends a favorable review of the proposed transfer of $2,605,000
from the Developmental Disabilities Home and Community Based Services line item to the Long Term
Care Home and Community Based Services line item.  The proposed transfer is one of the few options
available which will allow the department to fund the FY 2000 deficit in the LTC program and help
address outstanding FY 1999 LTC claims; JLBC Staff agrees that sufficient monies will be available for
the transfer given current expenditures patterns.

At its previous meeting, the Committee requested that JLBC Staff work with the department to come up
with an acceptable reporting timetable related issues of fiscal control in DDD.  We have proposed the
following two updates to the department:
•  Update discussing the FFY 2001 capitation rate negotiation process and the short- and long-term

methods to reduce DDD LTC expenditures (and results, if any), due August 1, 2000.
•  Update discussing the approved FFY 2001 capitation rates and anything else related to DDD LTC

expenditures, due November 1, 2000.

The department has agreed to provide the Committee with these updates, but is unsure of the likelihood of
receiving a final FFY 2001 capitation rate by November 1, 2000.

RS:SSh:ss
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DATE: May 9, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Stefan Shepherd, Senior Fiscal Analyst

SUBJECT: DEPARTMENT OF ECONOMIC SECURITY / AHCCCS - REPORT ON
COMPETITIVE BID PROCESS FOR SERVICES TO THE DEVELOPMENTALLY
DISABLED

Request

Pursuant to a request made by the Committee at its March 20 meeting, the Executive Branch has
responded regarding its interest in pursuing a competitive bid for services to developmentally disabled
(DD) clients, particularly on a pilot basis.

Recommendation

This item is for information only and no Committee action is required.  Given JLBC Staff concerns
related to fiscal management of DD programs, we believe competitively bidding for services to DD
clients might offer improved service delivery.  The Executive, however, prefers to complete certain
statutory requirements before considering any competitive bid process for services to DD clients.  Should
fiscal management of DD programs not improve in the near future, this subject may be revisited at a later
date.

Analysis

At the Committee’s March 20 meeting, the Committee reviewed a summary from the Arizona Health
Care Cost Containment System (AHCCCS).  AHCCCS summarized the responses from potential vendors
to a Request for Interest (RFI) it issued in November 1999 related to privatizing the administration of
services provided to DD clients in the Arizona Long Term Care Services (ALTCS) program.  The
Department of Economic Security (DES) / Division of Developmental Disabilities (DDD) has contracted
with AHCCCS to administer these services since ALTCS started serving DD clients in FY 1989.  If
privatized, the vendor could then further subcontract the actual provision of services, much as DES/DDD
does for most of its services.

Based on responses to the RFI, AHCCCS could not determine whether a bid in a future Request For
Proposals would be within the current budget.  Given JLBC Staff concerns about DES/DDD fiscal
management, the Committee on March 20 requested a formal response from the Executive Branch
regarding its interest in pursuing a competitive bid for these services, particularly on a pilot basis.
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On March 28, Tom Betlach, Director of the Governor’s Office of Strategic Planning and Budgeting
responded to the Committee’s request (please see the Attachment.)  In the letter, the Executive states that
while the possibility of exploring a competitive bid process on a pilot basis “appears to be a reasonable
means by which to further assess the feasibility of statewide implementation, the Executive would prefer
to first complete other current statutory requirements.”  These requirements include a case management
pilot project, the “published rate” field test, and a competitive bid for AHCCCS’ Elderly and Physically
Disabled ALTCS program.  The letter also states that experience in behavioral health management under
ValueOptions will provide an opportunity to determine if the competitive bid process is suitable for the
DD program.  The letter concludes by stating that while the Executive is “not opposed to the idea of
pursuing the feasibility of a competitive bid process” for the DD program, the Executive is “opposed to
proceeding at this time given the number of other mandated projects currently in process.”

JLBC Staff agrees that the projects mentioned by the Executive could have a significant effect on the
administration of DD services and could provide valuable information related to a competitive bid process
for DD services.  The case management pilot project is scheduled to begin on July 1, 2000 and end on
July 1, 2002.  The “published rate” field test was required to begin no later than December 31, 1999, but
has not begun yet; we understand that the field test will begin shortly.  Contracts related to competitively
bidding for Elederly and Physically Disabled services will begin October 1, 2000.

Given JLBC Staff concerns related to fiscal management of DD programs, we believe competitively
bidding for services to DD clients might offer improved service delivery.  These concerns, raised in
another memorandum for this meeting, as well as in memoranda for previous meetings, include difficulty
managing expenditures within an actuarially-determined capitation rate.  As noted above, the Executive
prefers to complete certain statutory requirements before considering any competitive bid process for
services to DD clients.  Should fiscal management of DD programs not improve in the near future,
however, this subject may be revisited at a later date.
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DATE: April 11, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Bruce J. Groll, Senior Research/Fiscal Analyst

SUBJECT: COMMUNITY COLLEGES – REPORT ON THE COMMUNITY COLLEGES’
ARIZONA LEARNING SYSTEMS PRIVATE VENDOR CONTRACT

Request

The State Board of Directors for Community Colleges (State Board), on behalf of Arizona Learning
Systems (ALS), is submitting to the Joint Legislative Budget Committee a report on the $2,427,600 private
vendor contract to provide a statewide community college telecommunications infrastructure.

Recommendation

This item is for information only and no Committee action is required.

Analysis

ALS is an education technology alliance established between Arizona’s 10 community colleges districts in
future partnership with universities and K-12 systems for interconnecting and consolidating their
telecommunication systems (video, voice and data) and tying individual community college districts’
electronic delivery systems together.  The premise of the ALS is a statewide telecommunications network
that is built and owned by a common carrier who is willing to assume the capital costs, risks and
amortization of the technology, and infrastructure maintenance.  In exchange, each ALS institution will
pay a monthly charge to the common carrier for their connection and service fees, a concept similar to that
of a public utility.

Successful negotiation of a private vendor contract to procure a statewide telecommunications
infrastructure for community college distance education delivery is the final requirement stipulated in the
FY 1998 footnote for release of $2,427,600 previously appropriated state General Funds to implement the
network.  This information is presented to the JLBC as an information item only.

The full criteria specified in the General Appropriation Act footnote, as amended by Laws 1998, 4th

Special Session, Chapter 1, Section 3, governing release of these monies and their completion dates in
chronological order are as follows:

(Continued)
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1. Presentation to the JLBC of a preliminary methodology for estimating the per-credit hour education
costs (delivery and development) of ALS-delivered instruction including how ALS revenues and
expenses impact Operating and Capital Outlay State Aid:  Completed August 28, 1998.

2. Successful issuance of a joint request for proposal (RFP) by the ALS partnership member boards
(State Board, Arizona Board of Regents, Arizona Department of Education (ADE)):  Completed May
27, 1999.

3. Successful contract negotiation with a private vendor to provide the ALS infrastructure at a distance-
insensitive price to ALS partners regardless of their location in Arizona:  Completed March 17, 2000.

The ALS RFP review team, comprised of 17 members, included technology experts from the community
colleges, the universities and K-12.  Nine proposals were timely submitted.  After extensive reviews, site
visits and reference consultations, Management Applications Incorporated (MAI) and their
telecommunication partner AT&T were unanimously selected on February 15, 2000 as the winning vendor
to construct and manage the new ALS network.  The ALS Presidents Council met the evening of February
16, 2000 to consider the RFP review team’s recommendation to award a five-year contract to MAI and
proceed with implementation.  On a 9-0 vote, the ALS Presidents Council voted to approve the
recommendation and forward it to the State Board for ratification at their next meeting.  On March 17,
2000, the State Board unanimously ratified the Presidents Councils’ recommendation.

ALS estimates that the $2,427,600 will provide full funding to bring all 10 districts’ Phase I sites on-line,
including infrastructure connections and video conferencing equipment, and cover operating and
maintenance expenses for 2 years.  In approving the contract with MAI, the community college districts
unanimously agreed to use local resources to fund ALS through duration of the five-year contract.

ALS received initial Special Line Item funding of $1,100,000 for Technology Assisted Learning from the
state General Fund in FY 1997.  Technology Assisted Learning includes classroom computers, interactive
television and distance education networks, and may also be a cost-effective means for accommodating
some of Arizona’s anticipated postsecondary enrollment growth.  The Legislature added $1,656,000 to this
amount in FY 1998, for a total appropriation of $2,756,000.  A supplemental modification to the FY 1997
footnote (Laws 1998, 4th Special Session, Chapter 1, Section 3) exempted these funds from lapsing,
released up to $328,400 for initial operating and system development costs, and removed the requirement
of formal review by the JLBC of the vendor contract.  The modified footnote reiterated that “…release of
the $2,427,600 balance is dependent upon procurement of an infrastructure constructed by private industry
and access to the network at a distance-insensitive price.”

The contract with MAI, to facilitate construction of and manage the network is the outcome of a
collaborative planning, development and RFP review process by the community colleges, public
universities, ADE, and private industry.  Implementation of ALS will enable new educational access in
remote communities and provide educational services to college campuses and satellite centers throughout
Arizona at a common rate, regardless of their location in the state.

RS:BJG:ss
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DATE: May 8, 2000

TO: Senator Randall Gnant, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Tom Mikesell, Fiscal Analyst

SUBJECT: DEPARTMENT OF ENVIRONMENTAL QUALITY — REPORT ON THE
VEHICLE EMISSIONS INSPECTION PROGRAM CONTRACT
DEVELOPMENT PROCESS

Request

Pursuant to A.R.S. § 49-545H1, the Department of Environmental Quality (ADEQ) is reporting
its activities for the quarter ending March 31, 2000, in developing the Request for Proposals
(RFP) to select a contractor to operate the Vehicle Emissions Inspection program starting
January 1, 2002.

Recommendation/Summary

This report is for information only and no action is required of the Committee.  Development of
the RFP’s Scope of Work, Special Provisions Section, and Special Instructions to Offerors
section has been completed.  ADEQ is seeking a financial expert to evaluate the cost and pricing
structures in the RFP and subsequent proposals from contractors.  ADEQ is ensuring that testing
times and throughput requirements in the RFP will be based on currently available data from
implementation of the new IM 147 test procedure.  Prior to selection, JLBC will have an
opportunity to review the proposed contract.

Analysis

In March, ADEQ reported to the Committee on its progress in developing the RFP to be used in
hiring a contractor to run the emissions testing program beginning January 1, 2002.  At that time,
ADEQ reported its preliminary work for the quarter ending December 31, 1999 included forming
a Contractor Selection Committee, reviewing other states’ RFPs, developing a framework for the
Scope of Work, and establishing a tentative August 2000 target date for hiring a contractor.

(Continued)



Senator Randall Gnant, Chairman - 2 - May 8, 2000
Members, Joint Legislative Budget Committee

In the quarter ending March 31, 2000, ADEQ continued the RFP development process.
Development of the Scope of Work and Special Provisions section was completed in this quarter.
The Scope of Work outlines what will be expected of the contractor, and tells the contractor what
should be included in its proposal.  The Special Provisions section includes a mechanism by
which the contractor will provide real-time emissions testing data to the Motor Vehicle Division
(MVD) to facilitate MVD’s on-line registration process.

ADEQ also developed a Special Instructions to Offerors section, which tells potential contractors
what data to include in their proposals to aid ADEQ’s evaluation of each potential contractor’s
ability to provide an adequate testing network with attention to customer service, convenience,
and cost.  Also, ADEQ is taking steps to provide information to offerors on how the newly
implemented IM 147 test affects motorist wait-times and station throughput. This will let
contractors know what assumptions to use in developing a proposed testing network.

In addition to the efforts outlined above relating to the sections of the RFP, ADEQ is in the
process of hiring a financial analyst who will aid in evaluating the cost and pricing structure of
the RFP and subsequent proposals from potential contractors.

RS/TM:ag
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MINUTES OF THE MEETING

JOINT LEGISLATIVE BUDGET COMMITTEE

March 20, 2000
The Chairman called the meeting to order at 8:00 a.m., Monday, March 20, 2000, in Senate Appropriations
Room 109. The following were present:

Members: Senator Randall Gnant, Chairman Representative Bob Burns, Vice-Chairman
Senator Arzberger Representative Blewster
Senator Bowers Representative Daniels
Senator Cirillo Representative McGrath
Senator Lopez Representative McLendon
Senator Wettaw Representative Weason

Absent: Senator Bundgaard Representative Gonzales
Senator Jackson Representative McGibbon

Staff: Richard Stavneak, Director Cheryl Kestner, Secretary
Chris Earnest Gina Guarascio
Indya Kincannon Pat Mah
Lorenzo Martinez Tom Mikesell
Stefan Shepherd Lynne Smith

Others: Debbie Spinner Attorney General’s Office
John Wolfinger Attorney General’s Office
Chuck Pyle Attorney General’s Office
Frank Hinds ADOA, Risk Management
Andy Genualdi Department of Economic Security
John Clayton Department of Economic Security
Bob Rocha AZ Department of Administration
Clark Partridge AZ Department of Administration
Cecilia Dahl AZ Department of Administration
Carolyn Friedman AZ Department of Administration
Nancy Wrona AZ Department of Environmental Quality
Tom Betlach OSPB
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APPROVAL OF MINUTES

Hearing no objections from the members of the Committee to the minutes of February 7, 2000, Senator Gnant
stated that the minutes would be approved as submitted.

EXECUTIVE SESSION

Representative Burns moved that the Committee go into Executive Session.  The motion carried.

At 8:05 a.m. the Joint Legislative Budget Committee went into Executive Session.

Representative Burns moved that the Committee reconvene into open session.  The motion carried.

At 8:28 a.m. the Committee reconvened into open session.

Representative Burns moved that the Committee approve the recommended settlement proposals by the
Attorney General's Office in the  following cases.

1. Sergio B. (Bogutz) v. Ellis
2. Kavoosi v. State; ABOR; UOA

The motion carried.

ARIZONA DEPARTMENT OF ADMINISTRATION (ADOA)
A. Approval of Rates of Reimbursement for State Travel by Motor Vehicle and Lodging and Meal

and Incidental Expenses

Richard Stavneak, Director, JLBC, said that a new JLBC Staff member, Gina Guarascio, was available for
detailed questions, however, this is a case where the JLBC Staff does not have the same recommendation as
ADOA.  It is a lower dollar rate for in- and out-of-state meals.  The JLBC Staff has adjusted the rate for the
rate of inflation.

Senator Gnant asked what ADOA’s response was to the suggestion.

Gina Guarascio, JLBC Staff, said that she believes the department concurs for the most part. They have some
hesitation about the JLBC Staff out-of-state meal recommendation.  She indicated that ADOA was available to
address their concern.

Bob Rocha, State Comptroller, ADOA, said that ADOA would prefer to use the federal rate structure for out-
of-state meal reimbursement.  A 4.9% increase such as the JLBC Staff is recommending is difficult to
administer because the federal rates vary by city.  There are a large number of cities that the state really does
not travel to, and an increase in rates to those cities would not have much effect.  On the other hand, there are
several cities that are well traveled by state employees, and an adjustment that does not equal the federal rate
may mean that the reimbursement rate will not be adequate for those travelers.  This is why ADOA would
rather have a more standard, more efficient way of administering this reimbursement rate.

Senator Cirillo asked how you would equate going from 31¢ to 32.5¢ when the price of gas has gone up
almost a dollar.  Mr. Rocha said that it is the federal rate and if they went higher than the federal rate it would
become a tax issue for the traveler.  He said they do not want to burden themselves or the traveler with
additional administration.  If the federal government increases the rate accordingly then ADOA would be back
before the JLBC to seek an additional increase.
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Representative Burns moved that the Committee accept the JLBC Staff recommendation to approve the
maximum lodging, meals/incidental expense and mileage reimbursement rates effective May 1, 2000 for
Travel - In State and Travel - Out of State as shown below.  The motion carried.

Lodging $55-215
In-State meals per day $29.50
Out-of-State meals per day $28-42
Mileage reimbursement 32.5¢

B. Review Revision of Classification Maintenance Review (CMR) Adjustment.

Richard Stavneak said that this issue was a technical matter of $4,600.

Representative Burns moved that the Committee accept the JLBC Staff recommendation to give a favorable
review to ADOA’s request to expend up to $9,900 in unallocated General Fund monies remaining from the
FY 2000 appropriation of CMR adjustments.  After ADOA makes corrections to the CMR adjustments,
remaining monies will revert to the General Fund.  The motion carried.

AUTOMOBILE THEFT AUTHORITY - Review Expenditure Plan

Indya Kincannon, JLBC Staff, was available for questions.  There were none.

Representative Burns moved that the Committee accept the JLBC Staff recommendation to give a favorable
review to the agency’s expenditure plan to spend an additional $391,300 on a grant to the Arizona Vehicle
Theft Task Force to fund its ongoing operations.  The motion carried.

ARIZONA STATE UNIVERSITY (ASU) - Approval to Transfer Nutrition Program from Main
Campus to East Campus

Lorenzo Martinez, JLBC Staff, was available for questions.

Representative McGrath commented that ASU wants money for expansion of their campuses both at ASU
East and West and this year they purchased the most expensive piece of real estate in the state, the Mercado.
They paid $8.2 million for it, and they plan to spend a little over $2 million renovating it.  If they would sell
the Mercado, there would not be any worries about their building and expansion.

Representative Burns moved that the Committee accept the JLBC Staff recommendation to approve ASU’s
request to transfer the Nutrition Program and associated resources from the ASU Main Campus to the ASU
East Campus effective July 1, 2000.  The motion carried.

FTE Positions               11.0
Personal Services $408,700
Employee Related Expenditures 72,700
All Other Operating     22,200
   TOTAL $503,600

Fund Sources:
General Fund $10,400
University Collections Fund   493,200
   TOTAL $503,600



JLBC Meeting - 4 - March 20, 2000

DEPARTMENT OF ECONOMIC SECURITY (DES) -
A. Review ReDESign Contract for Phase II

Pat Mah and Stefan Shepherd, JLBC Staff, were available for questions.  There were none.

Representative Burns moved that the Committee accept the JLBC Staff recommendation to give a favorable
review to the ReDESign contract for Phase II.  The Committee also requested that DES bring the Phase III
contract before the Committee for its approval prior to its signing, but after the Government Information
Technology Agency, the Information Technology Authorization Committee, and the Governor’s Office of
Strategic Planning and Budgeting have given Phase III their approval.  The motion carried.

B.  Fiscal Reporting and Accountability Issues

Mr. Stavneak said that this item was brought to the agenda at the Chairman’s request because of fiscal
accountability issues regarding DES.  He stated that JLBC Staff summarized some of the issues in their memo
and invited Mr. John Clayton, Director of DES, to address the Committee.

Senator Wettaw said he was glad that this issue had come up.  He said that DDD provided increases which
ignored the Legislature’s action.  He indicated that some of the increases should have been given, but that they
should come through the appropriation process.  He also mentioned that there should be a look at non-essential
spending, not just a hiring freeze.

Senator Gnant asked Mr. Clayton if he has had time to form any conclusions as to the nature and the amount
of reporting DES has to do.

Mr. John Clayton, Director, DES responded that he believes DES does a great deal of reporting.  He would
like to look at the reports they provide and see if consolidation is possible.  Mr. Clayton said that reporting
was not actually the issue, it is accountability.  He stated that they have to be more accountable for the way in
which they spend their money.  As Director, he would like to advocate for the budget needed to serve their
clients, then have the Legislature make the decision as to how much DES will be appropriated.  Once that
decision is made, they can go back and look at the level of service they are going to provide.  If they cannot
provide the services within the appropriation, DES should put programs in place to spend within the
appropriation.  Mr. Clayton stated that it is irresponsible to keep spending, knowing they will have to come
back before the Legislature to ask for more money.  He wants to vigorously analyze what DES needs to run
the programs and request a budget that is responsible, but that actually meets the needs of the people.  Once
the Legislature decides on how much they are going to get, he will adjust those programs to make them fit
within the budget.

In terms of reporting, the 25th of the month report seems reasonable.  The timing has been an issue in the past
but he said the Committee would see a change, that the reports would come in on time.

Senator Gnant said that on an ongoing basis, the Committee can assume that reports due on certain dates will
be received on those dates.  Senator Gnant asked Mr. Clayton to communicate to the Committee if he feels
some consolidation should take place or if the timing schedule or the frequency could change.  He said the
Committee will listen carefully as to what Mr. Clayton has to say.  All of the members would rather see Mr.
Clayton dealing with the problems at hand rather than dealing with reports, understanding a certain amount of
reporting is necessary.  Mr. Clayton said he would like to be able to report back at the next meeting on what
reports could be consolidated.

Mr. Clayton stated that one issue that they have to deal with in DDD is negotiating capitation rates.  He felt
they have not done very well in negotiating those rates.  He felt they need to get the information to the
decision makers early enough so they know, going into the budget cycle, exactly what expenditures the
capitation rate is going to be based on.  Mr. Clayton said they do not have a capitation rate for the current
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fiscal year at this point in time.  He said they need to do a better job to make sure they have the right people
managing their budget.  He does feel they have some good people in place.  They recently hired Mr. Andy
Genualdi to help with DDD.  He has a stellar reputation in terms of helping to run the department and will be
assisting until they can recruit someone on a full-time basis.

Senator Gnant asked Mr. Clayton to address the adoption issue.  Mr. Clayton said they put out an RFP.  The
people that responded to the RFP put some information in that the Attorney General’s office determined to be
non-responsive so they had to essentially re-issue the RFP.  At the time that it was re-issued, DES had
additional money.  Because of the long list of children needing to be adopted, they decided to try a new
method on an experimental basis to see if they could get more children adopted.  DES will issue an RFP for
the next fiscal year that falls within the budget that DES will have allocated to them.  They will make sure that
they meet the budget this fiscal year also. They will not be asking for more General Fund money for any of
these issues that they are dealing with.

Senator Wettaw commended the Director for working to make some positive changes within the Department.
However, he expressed concerns about the department’s decision to expend the additional money that Mr.
Clayton said was for adoption.

Senator Bowers asked about the relationship between DDD per person expenditures and the contract rate
negotiations which were affected by the direct care staff appropriation. Mr. Stavneak said that DES receives a
capitation rate through the AHCCCS program for each client.  They negotiate that rate with AHCCCS, who
works on behalf of the feds.  There is this capitation rate that is negotiated with AHCCCS and at the same time
DES is negotiating with providers for direct care staff to determine its expenditures.  The capitation rate you
receive from the feds has to equal total expenditures, but they are actually two separate transactions.

Senator Bowers asked if there were things that kind of bounce around that the Committee never hears about
that might in fact affect the total budget picture.  Mr. Stavneak said that that is correct.  When you give them a
direct care appropriation increase, that means that the capitation rate that is negotiated with the feds has to be
adjusted accordingly so that the dollars are there to pay for it.  This ensures that the federal government is
ending up paying for its share of any direct care staff pay increase.

Mr. Andy Genualdi, Acting Administrator, Business Operations, DES, stated that in talking with providers, he
found that turnover has dropped for some direct care staff.  Therefore people that had been waiting for services
before are now receiving those services, leading to increased expenditures. However, there are still a number
of people who have requested services that are not able to receive them because of turnover in the lighter
agencies.

Senator Gnant stated that he looks forward to working out the whole relationship between the staff and the
Legislature so that the staff can get their work done and be comfortable that it is being done right.  He also
does not want the requirements of the Committee to be too cumbersome.

Mr. Stavneak noted that no Committee action is required, but relative to the comments made by Senator
Gnant, the JLBC Staff is recommending that DES, at least for the next several months, provide the Committee
with an update in regards to what is happening is this area.  The significance of that is they are trying to
negotiate a capitation rate.  If they do not get that capitation rate, there is going to be some element of
disruption in the DD system and DES overall.

Senator Gnant said that rather than setting up a reporting schedule with specific dates and times, he would like
JLBC Staff to work with the department to set up mutually agreed upon dates and times.

AHCCCS - Report on Request for Interest (RFI) on Competitively Bidding for Developmentally Disabled
Services
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Mr. Stavneak said that this item is connected with the last item.  There has been an ongoing issue of whether or not we
should contract out the services of DDD.  Last August the Committee reviewed this issue and a Request for Information
(RFI) was released.  There were some bidders who were interested.  There is no action required, however, the JLBC Staff
suggests that the Committee ask the Executive what their formal position is with regard to the prospect of contracting out
the DDD operations.

Representative Burns brought up a matter of clarification stating that we already contract with providers to provide the
actual service.  He asked if this issue was only the administrative function.  Mr. Stavneak said that that was correct.

Senator Arzberger commented that he thought this had been done before with ComCare and it did not work.  He felt the
Committee needed more oversight.

There was discussion on how the Committee should proceed with this issue.  Senator Gnant thought it appropriate to ask
the Executive what their plans were.

DEPARTMENT OF ENVIRONMENTAL QUALITY - Report on the Vehicle Emission Inspection Program
Contract Development Process - Information Only

Richard Stavneak stated that this is solely a report and that no action is required.

Senator Cirillo said that he is still waiting for feedback from the Vehicle Emissions Study Committee.  Almost a year
ago the Legislature, in Special Session, established this committee to look at the effectiveness of vehicle emissions from
a purely technical point of view.  He has never heard anything from that committee.  Senator Wettaw asked if there were
any minutes from that committee.  Representative McGrath asked if there had been any thought into having a
decentralized testing program, testing at service stations and garages.  She understood that quite a few states use that kind
of program and it works quite well.

Chris Earnest, JLBC Staff, said that was one of several options the study committee, that Senator Cirillo referred to,
looked at this summer.  He said that this proposal does not include that; it would be a proposal to continue the program
as it is.

Senator Bowers said that the state status with Environmental Protection Agency would have to change to consider the
decentralized option.

Representative Blewster commented that she hates to see new programs added and would like to make this program
more attainable by everybody.  With the improvements that are being made, she stated that she would like to see the
program done away with, if that was possible.

Without objection, the meeting adjourned at 9:00 a.m.

Respectfully submitted:
______________________________________________

Cheryl Kestner, Secretary

_______________________________________________
Richard Stavneak, Director

_______________________________________________
Senator Randall Gnant, Chairman

NOTE:  A full tape recording of this meeting is available at the JLBC Staff Office, 1716 West Adams.




