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JOINT LEGISLATIVE BUDGET COMMITTEE 
  Wednesday, August 11, 2010 

  11:30 A.M. 
  Senate Appropriations, Room 109 

 
 
 

MEETING NOTICE 
 

- Call to Order 
  
- Approval of Minutes of April 20, 2010. 
  
- DIRECTOR'S REPORT (if necessary). 
  
- EXECUTIVE SESSION - Arizona Department of Administration - Consideration of Proposed 

Settlements under Rule 14. 
  
1. DEPARTMENT OF HEALTH SERVICES - Review of Behavioral Health Title XIX Capitation 

Rate Changes. 
  
2. ATTORNEY GENERAL - Review of Allocation of Settlement Monies. 
  

 
  
 
 
 
 
 
 
 
The Chairman reserves the right to set the order of the agenda. 
8/3/10 
lm 
 
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) 926-5491. 
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MINUTES OF THE MEETING 

 
JOINT LEGISLATIVE BUDGET COMMITTEE 

 
April 20, 2010 

The Chairman called the meeting to order at 8:12 a.m., Tuesday, April 20, 2010, in Senate 
Appropriations Room 109.  The following were present: 
 
Members: Senator Pearce, Chairman Representative Kavanagh, Vice-Chairman 
  Senator Aboud Representative Biggs  
 Senator Gray Representative Cajero Bedford 
 Senator Harper Representative Campbell 
 Senator Pierce Representative Heinz  
 Senator Rios Representative McComish 
 Representative Murphy 
 Representative Williams 
  
Absent:  Senator Aguirre  
 
 
APPROVAL OF MINUTES 
 
Hearing no objections from the members of the Committee to the minutes of February 2, 2010, Chairman 
Russell Pearce stated that the minutes would stand approved. 
 
ARIZONA STATE PARKS BOARD, ARIZONA CRIMINAL JUSTICE COMMISSION, AND 
DEPARTMENT OF HOUSING - Review of Requested Exchange of Fund Transfers. 
 
Mr. Stefan Shepherd, JLBC Staff, stated that the FY 2011 General Appropriation Act (Laws 2010, 7th 
Special Session, Chapter 1, Section 114) and Laws 2009, 5th Special Session, Chapter 1, Section 3 
requires that the Joint Legislative Budget Committee review agency requests to transfer monies between 
their own funds in order to comply with transfers required by these acts.  The requested exchange of 
transfers consist of: 
 
Arizona State Parks Board - A cash transfer of $1,915,800 from the Heritage Fund to the State Lake 
Improvement Fund (SLIF), and a cash transfer of $2,302,100 from the Heritage Fund to the State Parks 
Enhancement Fund (SPEF). 
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Arizona Criminal Justice Commission  
 
Drug and Gang Enforcement Account 
 A cash transfer of $187,300 from the Driving Under the Influence Abatement Fund and $344,000 from 
the Drug and Gang Prevention Resource Center Fund to the Drug and Gang Enforcement Account.  
 
 Victims Compensation and Assistance Fund 
 A cash transfer of $378,000 from the Driving Under the Influence Abatement Fund to the Victims 
Compensation and Assistance Fund. 
 
 State Aid to County Attorneys Fund 
 A cash transfer $40,700 from the Driving Under the Influence Abatement Fund to the State Aid to County 
Attorneys Fund.   
 
Arizona Department of Housing - A cash transfer of $700,000 from the Housing Trust Fund to the 
Housing Program Fund.  
 
The JLBC Staff presented options to the Committee. 
 
Representative Kavanagh moved that the Committee give a favorable review to the Arizona State Parks 
Board’s, Arizona Criminal Justice Commission’s, and the Arizona Department of Housing’s proposed 
exchange of fund transfers.  The motion carried. 
 
DEPARTMENT OF HEALTH SERVICES - Review of Children’s Rehabilitative Services and 
Behavioral Health Title XIX Capitation Rate Changes. 
 
Mr. Art Smith, JLBC Staff, stated that this item is a review of the Department of Health Services’ 
Children’s Rehabilitative Service (CRS) and Behavioral Health Services (BHS) Title XIX Capitation 
Rate Changes.  DHS states that the current budget, including the 7th Special Session supplemental, 
provides sufficient funding for the proposed capitation rate adjustments.  The JLBC Staff presented 
options to the Committee. 
 
Representative Kavanagh moved that the Committee give a favorable review to the Department of 
Health Services’ CRS and BHS Title XIX Capitation Rate Changes.  The motion carried. 
 
GOVERNMENT INFORMATION TECHNOLOGY AGENCY - Quarterly Review of the Arizona 
Public Safety Communication Advisory Commission. 
 
Mr. Ted Nelson, JLBC Staff, stated this item is a review of the Government Information Technology 
Agency’s Public Safety Communication Advisory Commission (PSCC).  PSCC is responsible for 
developing a statewide, standard-based interoperability system that allows public safety personnel from 
one agency to communicate, via mobile radio, with personnel from other agencies.  The JLBC Staff 
recommended a favorable review with the provision listed below. 
 
Representative Kavanagh moved that the Committee give a favorable review to GITA’s FY 2010 second 
quarter report of expenditures and progress for the statewide interoperability design project with the 
provision that the next project review would occur after the fourth quarter, at which time GITA would 
provide its plan on the use of anti-racketeering monies.  The motion carried. 
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EXECUTIVE SESSION 
 
Representative Kavanagh moved that the Committee go into Executive Session.  The motion carried. 
 
At 8:19 a.m. the Joint Legislative Budget Committee went into Executive Session. 
 
Representative Kavanagh moved that the Committee reconvene into open session.  The motion carried. 
 
At 9:11 a.m. the Committee reconvened into open session. 
 
A. Arizona Department of Administration - Risk Management Services - Consideration of 

Proposed Settlements under Rule 14. 
 
Representative Kavanagh moved that the Committee approve the recommended settlement proposal by 
the Attorney General’s Office in the case of Tilousi, et al. v. Arizona Board of Regents,  et al. The motion 
carried. 
 
Without objection, the meeting adjourned at 9:12 a.m. 
 
Respectfully submitted: 
 
 
 
 
 ______________________________________ 
 Sandy Schumacher, Secretary 
 
 
 
 ______________________________________ 
 Richard Stavneak, Director 
 
 
 
 ______________________________________ 
 Senator Russell Pearce, Chairman 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
NOTE: A full audio recording of this meeting is available at the JLBC Staff Office, 1716 W. Adams.  
A full video recording of this meeting is available at http://www.azleg.gov/jlbc/meeting.htm. 
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DATE:  August 4, 2010 
 
TO:  Senator Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Art Smith, Senior Fiscal Analyst 
 
SUBJECT: Department of Health Services - Review of Behavioral Health Title XIX Capitation Rate 

Changes 
Request 
 
Pursuant to a General Appropriation Act footnote, the Department of Health Services (DHS) must present 
its plan to the Committee for review prior to implementing any change in capitation rates for the Title 
XIX Behavioral Health program.  Capitation rates are the flat monthly payments made to managed-care 
health plans for each Title XIX recipient.   
 
At the budgeted caseload level, the proposed rates would cause a $15 million shortfall in DHS' General 
Fund budget.  The Title XIX caseload growth, however, has begun to slow.  At its current level, caseload 
savings would offset approximately 50% of the capitation rate shortfall.  If this slowing trend continues 
throughout the year, the entire shortfall could be offset by caseload savings.     
 
Recommendation 
 
The Committee has at least the following options: 
 
1. A favorable review. 
 
2. An unfavorable review. 
 
Analysis 
 
The proposed rates are based upon an actuarial study.  A.R.S. § 36-2901.06 limits capitation rate 
adjustments to utilization and inflation unless those changes are approved by the Legislature or are 
specifically required by federal law or court mandate.   
 
Table 1 shows the FY 2011 budgeted and proposed capitation rates for each program.  A capitation rate 
specifies the cost of care per member per month in a Title XIX program. 
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Table 1 
Monthly Capitation Rate 

   

Category 
FY 2011 
Budgeted 

FY 2011  
Proposed 

Children $67.66 $59.36 
SMI $57.04 $74.17 
General Mental Health $40.28 $40.57 

 
There are 3 main factors in the capitation adjustments: 
 
1. Utilization Rate - The utilization rate is the actual number of individuals receiving services as a 

percentage of the total eligible population for that program.  While the total caseload is slowing, the 
number of individuals actually receiving behavioral health services has not slowed as much as 
predicted.  As a result, the capitation rate reflects this revised utilization rate.  This revision would 
result in a General Fund cost of $7.8 million. 

 
2. Shift of Interpreter Services - The proposed FY 2011 capitation rates also include an adjustment for 

interpretive services administration for all Title XIX Behavioral Health Services.  Interpretive 
services are for foreign language and sign language translation.  The department states that these 
services were previously funded under Non-Title XIX Behavioral Health Services; however, these 
costs will be covered using Title XIX monies.  This shift would add $1.4 million to the Title XIX 
budget, but would be offset by savings in the non-Title XIX budget. 

 
3. Litigation Requirements - The proposed rates include 2 adjustments made during FY 2010 to address 

stipulations in the JK v. Gerard litigation, which alleged that the state failed to provide medically 
necessary behavioral health services accessible to children.  One adjustment increased the ratio of 
case managers for high-risk children to 1:15.  The other adjustment increased support and 
rehabilitative services in a child’s home or another community setting for high-risk children. The 
litigation requirements would add $4.3 million to the cost of the budget prior to any caseload savings. 

 
The proposed capitation rates also include an administrative cost shift from AHCCCS to DHS for the 
coverage of inpatient care.  Both agencies have stated that this shift will be neutral to the General Fund.   
 
Current FY 2011 caseloads are (2.7)% below the budgeted amount.  If caseloads drop to (4.7)% below the 
budgeted projection, the proposed rates will not have a General Fund impact.   
 
RS/AS:sls 
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DATE:  August 4, 2010 
 
TO:  Representative Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Marge Zylla, Fiscal Analyst 
 
SUBJECT: Attorney General - Review of Allocation of Settlement Monies  
 
Request 
 
The FY 2010 General Appropriation Act (Laws 2009, Chapter 11) contains a footnote that requires Joint 
Legislative Budget Committee (JLBC) review of the expenditure plan for settlement monies over 
$100,000 received by the Office of the Attorney General (AG) or any other person on behalf of the State 
of Arizona, prior to expenditure of the monies.  Settlements that are deposited in the General Fund 
pursuant to statute do not require JLBC review.   
 
This request is for review of the expenditure plan for a total of $350,000 from 2 settlements:  1) a 
$250,000 settlement resulting from mediation as part of ongoing Average Wholesale Price (AWP) 
litigation with pharmaceutical companies, of which $227,500 will be deposited into the Consumer 
Protection-Consumer Fraud Revolving Fund and $22,500 will go toward outside counsel compensation; 
and 2) a $100,000 allocation to the Consumer Protection-Consumer Fraud Fund from a consent judgment 
with Avondale Automotive. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the allocation plans from the 
$250,000 AWP settlement agreement with Dey, Inc. and the $100,000 consent judgment with Avondale 
Automotive.  The allocation plans are consistent with A.R.S. § 44-1531.01, which relates to the 
distribution of monies recovered as a result of enforcing consumer protection or consumer fraud statutes. 
 
Analysis 
 
Average Wholesale Price (AWP) Litigation – Dey, Inc. 
 
The AWP of prescription drugs was a widely used benchmark for pricing prescription drugs, determining 
reimbursement levels for healthcare providers under Medicare and Medicaid programs, and establishing  
 

(Continued) 
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payment amounts due from insurers and consumers under Medicare and private insurance.  In December 
2005, the AG filed suit against several pharmaceutical manufacturers alleging that the companies reported 
inaccurate prices to trade publications, which led to inflated reimbursement rates.   
 
In its February 2010 and September 2009 meetings, the Committee favorably reviewed allocations 
resulting from AWP litigation.  Of the total $1,830,000 in settlements from both past meetings, 
$1,655,400 is to be deposited into the Consumer Fraud Revolving Fund. 
 
As a result of court-ordered mediation, the State of Arizona and Dey, Inc. have reached an agreement that 
requires the defendants to pay $250,000 to Arizona.  Of the total, $22,500 will go toward outside counsel 
attorney fees, as the case is being addressed in Massachusetts.  The remaining $227,500 will be deposited 
into the Consumer Protection-Consumer Fraud Revolving Fund to support consumer fraud investigations, 
consumer education, and enforcement of the Consumer Fraud Act.  The settlement does not acknowledge 
any wrongdoing on the part of the pharmaceutical companies. 
 
The lawsuit involving the remaining pharmaceutical companies is still ongoing, as are other AWP cases 
from different states and a nationwide class action suit that includes Arizona consumers.  When the 
settlements receive final court approval, Arizona consumers will have the opportunity to submit claims 
for reimbursement. 
 
Avondale Automotive 
 
The Attorney General entered into a settlement with Avondale Automotive, an auto dealership, in April 
2010.  The settlement resolves a lawsuit alleging misrepresentations in auto sales and auto sales 
advertisements.  The lawsuit included allegations that Avondale Automotive did not: 1) disclose that a 
vehicle sold as new had been previously owned; 2) did not sell vehicles at their advertised prices; and 3) 
used misleading language for comparison pricing and the urgency of auto sales. 
 
The settlement does not acknowledge any wrongdoing on the part of Avondale Automotive.  It requires 
Avondale Automotive Group to accurately advertise their promotional discounts, sell vehicles at the 
advertised price, and disclose if a vehicle has been previously owned.  The settlement also requires 
Avondale Automotive to pay $100,000 to the AG to be deposited into the Consumer Protection-
Consumer Fraud Revolving Fund for attorneys’ fees, investigation costs, and to support consumer fraud 
investigations, consumer education, and enforcement of the Consumer Fraud Act.  If Avondale 
Automotive fails to comply with the terms of the judgment, the settlement amount could increase up to 
$150,000, with any additional monies also to be deposited into the Consumer Protection-Consumer Fraud 
Revolving Fund. 
 
RS/MZ:sls 
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