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JOINT LEGISLATIVE BUDGET COMMITTEE
Thursday, August 14, 2003

9:30 a.m.
House Hearing Room 4

AGENDA

- Call to Order

- Approval of Minutes of June 5, 2003 and June 10, 2003.

- DIRECTOR'S REPORT (if necessary).

- EXECUTIVE SESSION
A. Arizona Department of Administration, Risk Management Services - Consideration of Proposed

Settlements under Rule 14.
B. Arizona Department of Administration - Risk Management Annual Report.
C. Update on Crane Litigation - Department of Education

1. ARIZONA DEPARTMENT OF ADMINISTRATION
A. Review of Risk Management Deductible.
B. Review of Emergency Telecommunication Services Revolving Fund Expenditure Plan.

2. OFFICE OF THE ATTORNEY GENERAL
A. Review of Allocation of Settlement Monies.
B. Review of Uncollectible Debts.

3. ARIZONA COMMISSION ON THE ARTS - Review of the Arizona Arts Endowment Fund and
Private Contributions.

4. DEPARTMENT OF HEALTH SERVICES
A. Review of Behavioral Health Capitation Rate Changes.
B. Review of Children’s Rehabilitative Services Capitation Rate Changes.

5. ARIZONA CRIMINAL JUSTICE COMMISSION - Review of Victim Compensation and Victim
Assistance Receipts.

6. ARIZONA STATE RETIREMENT SYSTEM - Review of Information Technology Expenditure Plan.

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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MINUTES OF THE MEETING

JOINT LEGISLATIVE BUDGET COMMITTEE

June 5, 2003
The Chairman called the meeting to order at 8:35 a.m., Thursday, June 5, 2003, in House Hearing Room 1.  The following
were present:

Members: Senator Burns, Vice-Chairman Representative Pearce, Chairman
Senator Anderson Representative Biggs
Senator Arzberger Representative Burton Cahill
Senator Bee Representative Farnsworth
Senator Cannell Representative Gray
Senator Harper Representative Huffman
Senator Martin Representative Lopez
Senator Rios

Absent: Representative Huppenthal

Staff: Richard Stavneak, Director
Beth Kohler
Paul Shannon

Cheryl Kestner, Secretary
Steve Schimpp
Stefan Shepherd

Others: Cynthia Odom Attorney General’s Office
Steve LaMar Attorney General’s Office
Betsey Bayless Director, Department of Administration
Susan Strickler Benefits Manager, Department of Administration
Steven Schramm Mercer Consulting

APPROVAL OF MINUTES

Senator Burns moved that the Committee approve the minutes of April 2, 2003.  The motion carried.

EXECUTIVE SESSION

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

At 8:40 a.m. the Joint Legislative Budget Committee went into Executive Session.

At 9:25 a.m. the Committee reconvened into open session.

Senator Burns moved that the Committee approve the recommended settlement proposal by the Attorney General's Office in
the case of Burton, et. al. v. State.  The motion carried.

Representative Pearce indicated that the Committee did not need to take a vote at this time and there were many questions
to be addressed.
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Due the time constraints Representative Pearce said the remaining items on the agenda would be heard at the next
meeting to be scheduled next week.

Without objection the Committee adjourned at 9:35 a.m.

Respectfully submitted: 

______________________________________________________
Cheryl Kestner, Secretary

______________________________________________________
Richard Stavneak, Director

______________________________________________________
Representative Russell Pearce, Chairman

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

JOINT LEGISLATIVE BUDGET COMMITTEE

June 10, 2003
The Chairman called the meeting to order at 8:35 a.m., Tuesday, June 10, 2003, in House Hearing Room 4.  The following
were present:

Members: Senator Burns, Vice-Chairman Representative Pearce, Chairman
Senator Anderson Representative Biggs
Senator Arzberger Representative Burton Cahill
Senator Cannell Representative Gray
Senator Harper Representative Lopez
Senator Rios

Absent: Senator Bee
Senator Martin

Representative Farnsworth
Representative Huffman
Representative Huppenthal

Staff: Richard Stavneak, Director
Jake Corey
Beth Kohler

Cheryl Kestner, Secretary
Steve Schimpp
Stefan Shepherd

Representative Pearce stated that Executive Session and approval of minutes were done at the previous meeting.

DEPARTMENT OF EDUCATION (ADE) – Review Change to State Aid Based on Change in Assessed Valuation.

Mr. Steve Schimpp, JLBC Staff, said ADE is requesting a favorable review of its plan to provide $163,700 in corrected state
aid funding in the current year to the Fredonia-Moccasin Unified School District.  This adjustment is due to changes in the
district’s assessed property value.

Senator Burns moved that the Committee give a favorable review as recommended by JLBC Staff to the Department of
Education’s plan to provide $163,700 to the Fredonia-Moccasin Unified School District in corrected state aid funding.  The
motion carried.

DEPARTMENT OF HEALTH SERVICES (DHS) – Review of Behavioral Health Capitation Rate Changes.

Ms. Beth Kohler, JLBC Staff, said that this item related to the DHS’s Behavioral Health capitation rate.  A footnote in the
General Appropriation Act requires DHS to report on any changes in their capitation rates for Title XIX.  DHS is requesting
an 8.7% change in the Developmental Disabilities Behavioral Health rate.  The changes are retroactive to October 1, 2002
and the federal government requires capitation rates be actuarially sound, and the JLBC Staff received the actuarial report for
these rates.   The JLBC Staff recommends that the Committee give a favorable review of this request.  Increases will cost
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about $282,800 from the General Fund in 2004.  Funding for this capitation increase is not included in the House Engrossed
version of the FY 2004 General Appropriation Act, but they are included in the Senate Engrossed version.

Representative Pearce asked what would happen if the Committee did not give a favorable review and left the capitation
rates as they are now.

Mr. Richard Stavneak, Director, JLBC Staff, said since this is a review and not an approval item, the department would have
the ultimate ability to increase the capitation rate.  He said the department would have to absorb the cost of an increase in
their budget.

Senator Burns moved that the Committee give a favorable review as recommended by JLBC Staff to the Department of
Health Services’ request for an adjustment of 8.7% to the Developmental Disabilities Title XIX Behavioral Health Rates.
The motion carried.

DEPARTMENT OF ECONOMIC SECURITY – Review of Long Term Care Capitation Rate Changes.

Mr. Stefan Shepherd, JLBC Staff, stated that this item is a review of the capitation rates for the developmentally-disabled
(DD) portion of the Long Term Care program in DES.  DES has a similar footnote as the DHS footnote.  DES is requesting
review of a capitation rate increase of about 5% in the DD program retroactive to October 1, 2002 as well as a 4% increase
retroactive to July 1, 2002.  The Staff is recommending a favorable review of the request.  The capitation rate increase is in
line with the FY 2003 budget.

Senator Burns moved that the Committee give a favorable review as recommended by JLBC Staff to the Department of
Economic Security’s request to the capitation rate increase.  The motion carried.

 ARIZONA HEALTH CARE COST CONTAINMENT SYSTEM (AHCCCS) – Review of Capitation Rates.

Mr. Tim Sweeney, JLBC Staff, said this item is a review of a capitation rate increase in AHCCCS for the Comprehensive
Medical and Dental Program (CMDP).  This capitation rate increase is retroactive to October 1, 2002.  This will result in
additional costs of about $634,000.  There are surpluses elsewhere in the AHCCCS budget in FY 2003 so there should be no
actual cost.  The JLBC Staff recommends a favorable for this request.

Representative Gray asked why at 23% this increase is so high.

Mr. Sweeney said that at least half of this in terms of the 23% is due to improper billing of costs essentially to the state on
the side of CMDP which is housed in DES rather than to the portion of CMDP that get Medicaid reimbursements.  Most of
the increase is moving those costs to the side that receives the federal reimbursement.

Senator Burns moved that the Committee give a favorable review as recommended by JLBC Staff to the Arizona Health Care
Cost Containment System’s request for a capitation rate change of 23.8% in the Comprehensive Medical and Dental
Program.  The motion carried.

GOVERNOR’S OFFICE OF STRATEGIC PLANNING AND BUDGETING – Review of Changes to the
Disproportionate Share Hospital Program.

Ms. Beth Kohler, JLBC Staff, said this item relates to the Disproportionate Share Hospital Program (DSH).  The General
Appropriation Act requires any changes to the distribution of DSH spending, as determined by the Governor, to be subject to
review of the Committee.  OSPB has requested that the Committee review a revised plan to reduce FY 2003 DSH spending
by $(23,062,400) in AHCCCS.  The original FY 2003 plan assumed changes could be made to the way they calculate DSH
payments.  However, because the federal government has not yet approved those changes they are returning to the current
method of calculating distributions.  These changes are necessary to keep the state’s DSH program consistent with federal
policy.  In total, the changes result in a reduction in expenditures of $(8.5) million General Fund, and about $(23) million
Total Funds.   In addition, because we recoup a portion of the distributions to counties because of sales tax withholdings,
those numbers are also changing.  Including both the reduced General Fund expenditures and the reduced withholdings, the
net impact to the General Fund is $(14,588,000).
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We have already reported on this lost General Fund revenue in our Monthly Fiscal Highlights and it is taken into account in
the estimated revenue forecast for FY 2003.  Since the memo, the Executive has revised the distribution and plans to change
the distributions to Maricopa and Kino, although there would be no net changes to the numbers reported in the memo.  The
changes are related to the proposed Upper Payment Limit (UPL) legislation, and at this point we would suggest that if the
UPL legislation goes through that we would add language to the legislation to incorporate the Executive’s new changes.

Senator Burns moved that the Committee give a favorable review as recommended by JLBC Staff to the Governor’s Office of
Strategic Planning and Budgeting’s request to modify the distribution of AHCCCS payments for the Disproportionate Share
Hospital Program.  The motion carried.

ARIZONA COMMUNITY COLLEGES  - Review of Workforce Development Plan Activities and Expenditures

Mr. Jake Corey, JLBC Staff, presented the Community Colleges’ annual report on their previous year’s workforce
development plan activities and expenditures to the Committee for review.  The JLBC Staff recommends that the Committee
give a favorable review of the reports.  Due to the number of reports received, JLBC Staff plans to work in the future with
the Arizona Community College Association to develop a standardized reporting format.  Total expenditures in FY 2002
were $6.8 million.

Senator Anderson asked where the money comes from for this.

Mr. Stavneak said it comes from Proposition 301 sales tax.

Representative Gray noted that Community Colleges and the Universities  received money from Proposition 301.  The
Universities are receiving $46 million, and because they can use up to 20% of those monies on capital projects, they would
be able to fund research facilities with that.

Senator Burns moved that the Committee give a favorable review as recommended by JLBC Staff to the Community
Colleges’ reports on their previous year’s workforce development plan activities and expenditures.  The motion carried.

Without objection the Committee adjourned at 8:50 a.m.

Respectfully submitted: 

______________________________________________________
Cheryl Kestner, Secretary

______________________________________________________
Richard Stavneak, Director

______________________________________________________
Representative Russell Pearce, Chairman

NOTE:  A full tape recording of this meeting is available at the JLBC Staff Office, 1716 West Adams.
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DATE: August 5, 2003

TO: Representative Russell Pearce, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Paul Shannon, Senior Fiscal Analyst

SUBJECT: ARIZONA DEPARTMENT OF ADMINISTRATION – REVIEW OF RISK
MANAGEMENT DEDUCTIBLE

Request

A.R.S. § 41-621(E) requires the Arizona Department of Administration (ADOA) to submit for annual
review the deductible amounts charged to agencies for risk management losses.  ADOA requests that the
Committee approve the current deductible amounts, with no changes from the previous year.

Recommendation

The JLBC Staff recommends that the Committee give a favorable review of the request.

Analysis

Laws 1997, Chapter 85 provided that the Director of ADOA may impose on state agencies deductibles of
up to $10,000 per risk management loss.  Deductible amounts established by the director shall be subject
to annual review by JLBC.  ADOA maintains the right to waive any deductible for just cause or in the
best interest of the state.  To date, ADOA has not assessed any deductibles.

The deductible program has 3 components, as described below:

1) Rule 14 Settlements and Judgments
The deductible program states that ADOA shall charge a $10,000 deductible for each claim of
$250,000 or more (i.e., those claims approved by JLBC under Rule 14) unless the agency
implements an approved plan to eliminate or limit similar future losses.  ADOA helps agencies
develop plans and reports universal compliance with the requirement.

(Continued)
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2) Workers’ Compensation Early Notification
ADOA requires state agencies to report workers’ compensation claims within 10 days of the
employee’s notification to his supervisor of the incident.  Risk Management will waive the
deductible on all of the agency’s workers’ compensation claims reported after the 10-day period if
the agency reports 75% of all occurrences of industrial injury or illness within 2 days of being
reported by an employee to the employee’s supervisor.

3) Opportunistic Loss Prevention
The deductible plan states that ADOA and each agency shall agree on the agency’s most significant
opportunity for loss prevention.  ADOA will assess a $10,000 deductible for each loss of this type
unless the agency implements an approved loss prevention plan.  All state agencies have submitted
loss prevention plans.  ADOA continues to work with agencies to update and improve those plans.

The JLBC Staff believes that the deductible program provides a good incentive for state agencies to avoid
risk management losses.  This is an important counter-balance to the possible adverse effect of ADOA
bearing the cost for another agency’s bad decision that results in a loss.

RS/PS:jb
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DATE: August 7, 2003

TO: Representative Russell Pearce, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Paul Shannon, Senior Fiscal Analyst

SUBJECT: REVIEW OF EMERGENCY TELECOMMUNICATION SERVICES REVOLVING
FUND EXPENDITURE PLAN.

Request

Laws 1998, 4th Special Session, Chapter 6, Section 5 requires the Arizona Department of Administration
(ADOA) to report its expenditure plan for monies expended to comply with the Federal Communications
Commission requirement that 911 systems be able to identify the location of cell phone users.

Recommendation

The JLBC Staff recommends that the Committee give a favorable review of the expenditure plan.  There
will be more of these reviews in the future as additional counties begin to implement their 911 cell phone
locator technology.  We would like to enhance our ability to review the technical aspects of these
proposals.  The Government Information Technology Agency (GITA) does not review these plans.  JLBC
Staff is currently in discussions with GITA staff to determine if they could assist us.

Analysis

ADOA provides an expenditure report that details the funds used to implement a system that identifies the
location of a cell phone user calling 911.  This system is implemented in 2 phases.  In Phase I, carriers are
to provide the telephone number and address of the person calling the 911 point of contact.  Phase II
provides the ability to identify the physical location of a wireless device contacting the 911 system.

In FY 2004, ADOA expects to distribute $2.1 million to Pinal, Santa Cruz, and Graham counties for
Phase I implementation, and to Pima County for maintenance of their fully implemented Phase I system.
ADOA also expects to distribute $12.3 million to Pima County for Phase II implementation and for
preliminary data development for all other counties.

(Continued)
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Funds are distributed by ADOA when project plans submitted by the counties and/or communities are
approved and invoices are received for equipment necessary for the implementation of the plan.

In FY 2004, the Emergency Telecommunications Services Revolving Fund will receive an estimated
$26.1 million in revenues from the Emergency Telecommunications Services tax, which for FY 2001
through FY 2006 is $0.37 per activated wire and wireless service per month.  Interest income provides
another $900,000, for total revenues for the fund of $27.0 million.  Expenditures for county and city
operational expenditures outside of Phase I and Phase II implementation are expected to total $15.7
million.  ADOA also expends $540,000 for administrative overhead within the department.

RS:PS:jb
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DATE: July 29, 2003

TO: Representative Russell Pearce, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Kim Hohman, Fiscal Analyst

SUBJECT: ATTORNEY GENERAL – REVIEW ALLOCATION OF SETTLEMENT
MONIES

Request

Pursuant to a footnote in the General Appropriation Act, the Office of the Attorney General (AG)
has notified the Committee of the allocation of monies to be received from a settlement
agreement with Qwest Corporation.

Recommendation

The JLBC Staff recommends that the Committee give a favorable review of the allocation plan
for the Qwest settlement.

Analysis

The FY 2004 General Appropriation Act contains a footnote that requires JLBC 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, and specifies that the Attorney
General shall not allocate or expend these monies until the JLBC reviews the allocations or
expenditures.  Settlements that are deposited in the General Fund pursuant to statute do not
require JLBC review.

The Office of the Attorney General recently settled a case that will result in the receipt of
settlement monies over $100,000.  The case involved violations of the Arizona Consumer Fraud
Act (A.R.S. § 44-1521) by Qwest Corporation, related to the company’s alleged deceptive
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Analysis (Cont.)

practices in its sales and advertisements of residential telephone services.  The court ordered
Qwest to take corrective actions and to restitution or give credits to consumers who have
previously filed complaints with the AG’s Office or who file a complaint within 90 days of the
consent judgement.  The amount of the restitution cannot be determined at this time.  Qwest is
also required to pay the Arizona Attorney General $1,750,0000 in attorney fees within the 30
days of the consent judgment, and an additional $1 million on the 1st and 2nd anniversary of the
original payment date.  The AG’s Office expects to receive the first payment from Qwest by
August 6, 2003.  Pursuant to A.R.S. § 44-1531.01, any court costs, attorney fees, or civil
penalties recovered by the state as a result of violations of consumer protection laws are
deposited in the Consumer Fraud Revolving Fund.  Monies in this fund are used for consumer
fraud education, investigations and enforcement operations.

RS/KH:ck
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DATE: August 4, 2003

TO: Representative Russell Pearce, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Kim Hohman, Fiscal Analyst

SUBJECT: ATTORNEY GENERAL - REVIEW OF UNCOLLECTIBLE DEBTS

Request

Pursuant to A.R.S. § 35-150(E), the Attorney General requests that the Joint Legislative Budget
Committee review its FY 2002 listing of $9.5 million in uncollectible debts referred to the
Attorney General by state agencies for collection.

Recommendation

The JLBC Staff recommends that the Committee give a favorable review of the report.  A
favorable review by the Committee would allow the State Comptroller to remove debt, certified
by the Attorney General as uncollectible, from the state accounting system.  The report meets the
requirements of A.R.S. § 35-150(E).

Analysis

The Attorney General’s Collection Enforcement Unit functions as a collection service for past
due debts owed to state agencies, boards and commissions.  The unit returns 65% of collected
monies to the client agencies and retains the remaining 35% for unit operational costs.  While the
Collection Enforcement Unit is able to collect monies from many individuals and businesses that
owe monies to the state, for a variety of reasons, some debts are uncollectible.  In the past, there
has been no procedure to “write-off” uncollectible debt, so they continued to be carried in the
state’s accounting system.  Laws 1999, Chapter 300 created a procedure for the State
Comptroller to remove uncollectible debts from the state accounting system, after receiving
annual notice of uncollectible debt from the Attorney General and review by the Joint Legislative
Budget Committee.

(Continued)



- 2 -

The Attorney General’s Office reviewed the cases assigned to the Collection Enforcement Unit.
Based on this review, the Attorney General advises that $9.5 million owed to the state is
uncollectible.  Included as uncollectible are those monies that will not be recovered due to debtor
bankruptcy, settlement, insufficient resources of the debtor, or the inability to locate the debtor.
Of this amount, the AG lists $5.9 million due to defunct corporations, $1.8 million due to
bankruptcy, and $904,600 due to insufficient debtor resources.  The remaining amount is listed
as uncollectible due to settlement, an inability to locate the debtor, or because the cost of
collection exceeds the amount of debt owed.

Of the $9.5 million, approximately 90% are debts that were owed to four agencies, the Arizona
Department of Revenue, the Registrar of Contractors, the Industrial Commission, and the Motor
Vehicle Division within the Arizona Department of Transportation (ADOT).  The remaining
10% are debts owed to 19 other agencies.

Uncollectible Debt Recommended for Write-Off by Client Agency

Amount Recommended
for Write-Off Percentage

Arizona Department of Revenue    $4,981,311 52%
Registrar of Contractors 2,132,452 22%
Industrial Commission 988,999 10%
ADOT – Motor Vehicle Division 535,905   6%
All Others      910,678  10%
     Total $9,549,345  100%

In comparison, the state removed $4.6 million in uncollectible debt from the accounting system
last year.  The report includes an explanation for each uncollectible debt, the date the debt was
determined uncollectible, and the dollar amount of each debt.

RS/KH:ck
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DATE: August 5, 2003

TO: Representative Russell Pearce, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Steve Grunig, Fiscal Analyst

SUBJECT: ARIZONA COMMISSION ON THE ARTS – REVIEW OF THE ARIZONA ARTS
ENDOWMENT FUND AND PRIVATE CONTRIBUTIONS

Request

The Arizona Commission on the Arts requests the Committee review the report on private monies that are
donated for use in conjunction with public monies from the Arizona Arts Endowment Fund.

Recommendation

The JLBC Staff recommends that the Committee give a favorable review of the request.

Analysis

Pursuant to A.R.S. § 41-986(F), the Committee shall annually review the Arizona Commission on the
Arts’ records regarding private monies that are donated for use in conjunction with public monies from
the Arizona Arts Endowment Fund.  The legislation created the Arizona Arts Endowment Fund and was
intended to encourage the establishment of arts endowments supported by public and private funds.  The
public component of the legislation began in FY 1998 and consists of an annual appropriation of up to
$2,000,000 to the Arizona Arts Endowment Fund from the General Fund.  These monies are then invested
by the State Treasurer, who distributes the interest income to the Arts Commission to fund arts programs
across the state.  Laws 2002, Chapter 1, 3rd Special Session suspended the FY 2002 and FY 2003 deposit
to the Arts Endowment Fund and extended the final deposit to FY 2009 when the fund will have accrued
$19,000,000.  Since FY 1998, the fund has earned approximately $1,156,951 in interest, $1,043,915 of
which has been expended or committed in the form of grants and contracts.

Public deposits to the Arizona Arts Endowment Fund totaled $8,000,000 through FY 2001.  In November
2002, $1,000,000 of the principal was transferred to the General Fund reducing the endowment principal
to $7,000,000.  The General Appropriation Act (Chapter 262) would have transferred the remaining
$7,000,000 from the Arts Endowment Fund to the General Fund in FY 2004.  This provision was vetoed
by the Governor.  The Public Finances Omnibus Reconciliation Bill ( Chapter 263) suspended the

(Continued)
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$2,000,000 FY 2004 General Fund deposit to the Arts Endowment Fund.  This provision was also vetoed
by the Governor.  As a result, the Arts Endowment Fund will have a principal balance of $9,000,000 in
FY 2004.

The private component of the legislation allows the Arts Commission to partner with non-profits such that
the non-profit may receive, invest and manage private donations 1) to its own endowment, 2) to the
endowment of other arts organizations or 3) to the non-designated portion of the Arizona Arts
Endowment Fund.  Donors who wish to support endowments of a specific arts organization, such as the
Phoenix Symphony, may do so.  Such donations are administered by the individual arts organization, but
must conform to the rules adopted by the Arts Commission to qualify as a contribution to the Arizona
Arts Endowment Fund.  Several smaller arts organizations have arranged for the Arizona Community
Foundation to administer endowments on their behalf.  The Arizona Community Foundation is a tax-
exempt charitable organization, which manages more than 700 funds with 11 affiliate organizations
across the state.  Donors who wish to endow the arts generally, without designating a particular arts
organization, may do so by giving to the private non-designated portion of the Arizona Arts Endowment
Fund.  The Arts Commission receives the interest income from these non-designated donations and
distributes the earnings according to its policy.

The table below summarizes private contributions that have been collected since the establishment of the
Arizona Arts Endowment Fund.  Private contributions were less in 2001 and 2002 than in previous years
due to the slowing economy.  There is no statutory requirement that private donations match public
appropriations for the Arizona Arts Endowment Fund.

Private Donations to the Arizona Arts Endowment Fund, by Calendar Year

1996 1/ 1997 1998 1999 2000 2001 2002
 Designated $1,682,685 $2,973,245 $5,799,633 $3,887,349 $6,559,045 $2,044,004 $2,728,474
 Non-Designated               0      76,481    545,336    475,921      69,266     (24,446) 2/    (44,518) 2/

    Total $1,682,685 $3,049,726 $6,344,969 $4,363,270 $6,628,311 $2,019,558 $2,683,956

 1/ 1996 reporting period is from April 15, when the legislation was passed, to December 31.
 2/ Represents investment losses.
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DATE: August 6, 2003

TO: Representative Russell Pearce, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Beth Kohler, Fiscal Analyst

SUBJECT: DEPARTMENT OF HEALTH SERVICES – REVIEW OF BEHAVIORAL HEALTH
CAPITATION RATE CHANGES

Request

Pursuant to a footnote in the General Appropriation Act, the Department of Health Services (DHS) must
present its plan to the Committee for its review prior to implementing any change in capitation rates for
the Title XIX behavioral health programs.  Capitation rates are the flat monthly payments made to
managed care health plans for each Title XIX recipient. DHS is requesting review of rate changes for the
Children’s Behavioral Health (CBH), Seriously Mentally Ill (SMI), and General Mental Health/Substance
Abuse (GMH/SA) Title XIX rates.

Summary

The proposed rates are based upon an actuarial study, which is required by the federal government.  The
proposed increases would cost from $10.9 million to $14.9 million General Fund more than the capitation
adjustment assumed in the FY 2004 budget.  The weighted average rate of the increases is 11.7% above
FY 2003.  In comparison, the FY 2004 budget assumed a 4.5% capitation rate increase, and the Executive
recommended a 5% increase.  All the rates include the Medicaid insurance premium tax adjustment.

DHS plans to seek a supplemental appropriation for these expenses.  There are at least two other potential
sources of funding.    Part of the capitation increase results from shifting children’s behavioral health
costs from the Department of Economic Security (DES) to DHS.   Last year, the Committee advised DHS
to seek reimbursement from DES since monies had been appropriated to DES for this purpose.  DHS did
not pursue this option, which would have saved approximately $2.6 million.

Another possible funding source is the $12.5 million in new DHS monies that may be available as a result
of the line item vetoes.  By vetoing the lump sum reductions, the Governor’s intent was to provide $12.5
million in new funding for discretionary programs.   The legislative lawsuit contends that the Governor
does not have the authority to create new spending authority by vetoing the lump sums.   If the courts
agree with the plaintiffs, then the extra $12.5 million would no longer be available and could not fund the
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capitation adjustment.  If the courts concur with the Governor, then these monies could be available for
the capitation rate increases.

The Committee has at least the following choices:

1. A favorable review of DHS’ capitation adjustments with no conditions.  DHS would view this option
as an endorsement of a supplemental request of $14.9 million.

2. A favorable review with the caveat that the review does not constitute an endorsement of a
supplemental request.  Even with this condition, however, a supplemental request would still be
likely.  Absorbing $10.9 million to $14.9 million in Title XIX cost increases within the existing
budget would require substantial reductions in non-Title XIX programs within the department.

3. A favorable review with the caveat that DHS should seek DES payment for at least $2.6 million in
capitation rate increases.

4. A favorable review with the caveat that DHS should use the lump sum veto monies, if the courts
uphold the legality of the Governor’s action, to pay for the supplemental before using those dollars
for discretionary program increases.

5. An unfavorable review.  Given the federal actuarial study requirement, the Department is likely to
proceed with the proposed increases.

Analysis

Since Title XIX is a federal entitlement program and states are required to provide reimbursement rates in
managed care programs that are actuarially sound, capitation rates are not set by the Legislature.  DHS
contracts with an actuarial firm, which uses claims and encounter data and projected enrollment to
determine the actual costs of services and thereby recommends increases or decreases in the capitation
rates.  Once DHS requests a change in rates, the new rates must be approved by Arizona Health Care Cost
Containment System (AHCCCS).

DHS has received approval from AHCCCS to change the capitation rates for CBH, SMI and GMH/SA,
retroactive to July 1, 2003, and has submitted its planned capitation rate changes for the Committee’s
review.  These rate changes will affect each Title XIX Special Line Item, the Proposition 204 Special
Line Item, and the Medicaid Special Exemption Payments Line Item.

Table 1 shows the budgeted and proposed capitation rates for each program.  On average, the proposed
rates represent an increase of 11.7% above the FY 2003 rates, although the actual increases vary by line
item.  In comparison, the approved FY 2004 budget assumed a 4.5% increase and the Executive had
recommended a 5% increase.

Table 1

FY 2003
Capitation Rates FY 2004 Capitation Rates

    Actual Budgeted
% Change

Above FY 2003 Proposed
% Change

Above FY 2003
CBH $27.49 $28.73 4.5% $31.85 15.9%
SMI $63.48 $66.34 4.5% $65.91 3.8%
GMH/SA $19.82 $20.71 4.5% $26.02 31.3%
Avg. Rate $46.45 $48.54 4.5% $50.04 11.7%
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The proposed Children’s rate increase is 15.9%, which is due to:

� A projected 6.5% increase in medical inflation through higher claims costs
� 3.5% increase for the transfer of behavioral health services from DES to DHS
� 1.5% for the new premium tax rate (2.0% when annualized over the year)
� 0.6% increase for the transfer of medication costs from AHCCCS to DHS, and
� Other adjustments for higher utilization and tribal fee for service claims.

The proposed SMI rate increase is 3.9%, which is due to:

� 6.3% for medical inflation and 1.5% for the premium tax, and
� 2.9% for increased services to the SMI population in accordance with the Arnold litigation and the

Leff report.

These increases were offset by a (7.5)% reduction in utilization, possibly due to lower percentage of the
new Proposition 204 population qualifying as SMI.

The General Mental Health and Substance Abuse rate increased by 31.4% due to:

� 11.4% medical inflation and 1.5% premium tax, and
� 10.9% offset for losses incurred during FY 2003.

Table 2 shows the FY 2004 appropriated amounts for each population, as well as the JLBC Staff
estimates of the cost by program above the FY 2004 appropriation, based on the enrollment projections
that were used in developing the FY 2004 budget.  The actual costs of the new capitation rates may be
higher or lower, depending upon the actual number of people that are eligible for Title XIX behavioral
health services.

 Table 2

FY 2004 Appropriation
Estimated Need with Capitation Rate

Changes 1/

TF SM TF SM
CBH $145,553,200 $45,924,000 $160,611,600 $50,854,500
SMI 147,065,400 48,152,800 145,628,400 47,682,300
GMH/SA 47,827,200 14,650,900 60,331,100 18,745,00
Proposition 204 196,072,900 64,199,000 207,002,800 67,777,700
Medicaid Special Exemption
    Payments       9,412,300      3,082,500      8,963,600      2,934,900

Total $545,931,000 $176,009,200 $582,537,600 $187,994,400

Difference $ 36,606,600 $11,985,200
 TF = Total Funds       SM = State Match Monies
____________
1/  Represents ongoing costs of the rate increase.  Actual FY 2004 costs will include $(1,079,200) in one-time FMAP savings (see discussion
      below), for total state match costs of $10,906,000.

Without changes to the enrollment projections and other assumptions used in developing the FY 2004
appropriation, the capitation rate changes will require an increase of $10.9 million from the General Fund
and $36.6 million in Total Funds above the existing FY 2004 appropriation.  These figures include
General Fund savings associated with the temporary federal match rate increase of 2.95% for FY 2004.
After this temporary increase expires at the end of FY 2004, the state cost of this capitation rate increase
is expected to increase to $12 million (excluding any future federal match rate changes).
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The department is projecting an increased need of $14.9 million from the General Fund.  As discussed
above, one component of the increase in the Children’s rate relates to shifting mental health services for
children currently being served by DES to DHS.  This shift frees up funding in the DES budget and
increases costs for DHS.  At its August 2002 meeting, the Committee advised DHS to obtain $2.6 million
of these “freed-up” DES monies to fund the increased costs in behavioral health services for children.  In
addition, the Committee recommended that DHS use $1.5 million in existing department resources to
fund a portion of the Title XIX General Mental Health services.  The department does not concur with
these prior recommendations and therefore has a higher estimated supplemental cost.

One potential source of funding for the capitation rate increase is the $12.5 million in additional monies
that may be available as a result of line-item vetoes by the Governor.  The Governor line item vetoed
$(12.5) million in General Fund reductions in the Department of Health Services FY 2004 budget, with
the intention of increasing the department’s total appropriation by a corresponding amount.  As of this
writing, there is pending litigation concerning the legality of these particular vetoes and the monies may
not be available to the department.  If the monies are determined to be available, they could be used to
fund the costs of the capitation rate increases.  However, the Executive reported that it intends to spend
these monies on the following discretionary programs:

� Restoration of Housing Funds for SMI Services
(previously funded from a one-time appropriation)

$4,335,400

� Restoration of SMI and GMH Non-Title XIX reductions 
taken in FY 2004 budget

$4,620,000

� Fund growth in Vaccines program $1,189,100
� Restore Detoxification Services

 (Tobacco Tax funding eliminated in FY 2004)
$180,000

� Partial shift of Non-Title XIX behavioral health from 
Tobacco Tax to General Fund ($1,000,000 due to veto of 
Health Crisis Fund suspension)

$2,200,000

__________
TOTAL $12,524,500
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DATE: August 6, 2003

TO: Representative Russell Pearce, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Beth Kohler, Fiscal Analyst

SUBJECT: DEPARTMENT OF HEALTH SERVICES – REVIEW OF CHILDREN’S
REHABILITATIVE SERVICES CAPITATION RATE CHANGES

Request

Pursuant to a footnote in the General Appropriation Act, the Department of Health Services (DHS) must
present an expenditure plan to the Committee for its review prior to implementing any change in
capitation rates for the Title XIX Children’s Rehabilitative Services (CRS) program.  DHS has received
approval from the Arizona Health Care Cost Containment System (AHCCCS) to change the capitation
rates for the CRS line items retroactive to July 1, 2003.

Summary

The proposed rates are based upon an actuarial study, which is required by the federal government.  The
proposed increase would cost from $160,000 to $1.2 million General Fund more than the inflation
increase assumed in the FY 2004 budget.  The weighted average rate of the increases is 5.6% above FY
2003.  In comparison, the FY 2004 budget assumed a 4.9% capitation rate increase and the Executive
recommended a 5% increase.  All the rates include the Medicaid insurance premium tax adjustment.

DHS plans to seek a supplemental appropriation for these expenses.  There is at least one possible funding
source, which is the $12.5 million in new DHS monies that may be available as a result of the line item
vetoes.  As described in the prior memo, the availability of these monies will depend on the outcome of
litigation.

The Committee has at least the following choices:

1. A favorable review of DHS’ capitation adjustments with no conditions.  DHS would view this option
as an endorsement of a supplemental request of $1.2 million.

2. A favorable review with the caveat that the review does not constitute an endorsement of a
supplemental request.  Absorbing $160,000 to $1.2 million in Title XIX cost increases within the
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existing budget would be easier than absorbing the more than $10 million in cost increases from the
Behavioral Health capitation rate increases.  Absorbing the CRS capitation rate increases could still
require reductions in non-Title XIX programs within the department if the $1.2 million DHS estimate
is correct.

3. A favorable review with the caveat that DHS should use the lump sum veto monies, if the courts
uphold the legality of the Governor’s action, to pay for the supplemental before using those dollars
for discretionary program increases.

4. An unfavorable review.  Given the federal actuarial study requirement, the Department is likely to
proceed with the proposed increases.

Analysis

The CRS program provides services for children with chronic and disabling or potentially disabling
conditions.  Contractors are reimbursed using a per-member, per-month capitation rate, which vary by
providers in four different sites: Phoenix, Tucson, Flagstaff, and Yuma.  The rate structure also includes a
high, medium and low tier, which represent varying degrees of medical acuity.  The average increase
across these various rates was 5.6%, although the increases for the individual rates varied.  In comparison,
the FY 2004 budget assumed a 4.9% capitation rate increase and the Executive recommended a 5%
increase.

The proposed FY 2004 rates continue to limit a contractor’s revenue from member month growth to 2%.
This limit was established in prior years and is designed to prevent overpayment of capitation rates to
providers.  In addition, as part of the re-procurement process, the department required certain contractors
to increase staffing levels, increased financial reporting requirements, and enhanced quality measurement.
The actuaries estimated these new requirements would result in cost increases ranging from 3.1% to
11.4%.  These increases are incorporated into the FY 2004 rates.

Without changes to the enrollment projections used in developing the FY 2004 appropriation, the
capitation rate changes will require an increase of $160,800 from the General Fund and $539,800 in Total
Funds above the existing FY 2004 appropriation for the CRS Program.

The department estimates that the increases will cost $1.2 million from the General Fund above the FY
2004 appropriation.  This estimate assumes higher enrollment growth than the enrollment projections
used to develop the FY 2004 appropriation.  The actual cost or savings associated with the proposed
capitation rate will depend upon the number of people that are eligible for Title XIX CRS services.
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Proposed CRS Capitation Rate Changes, FY 2003 to FY 2004 1/

FY 2004 Anticipated
FY 2003 FY 2004 FY 2004 Change Above State Match

Rate Budgeted Rate Proposed Rate FY 2003 Cost/(Savings) 2/

Phoenix
High 428.44 449.43 486.19 14.2% $201,899
Medium 259.40 272.11 258.34 (0.4)% (103,216)
Low 181.90 190.81 235.29 29.4% 540,806

Tucson
High 364.63 382.50 359.55 (1.4)% (80,213)
Medium 336.40 352.80 318.10 (5.4)% (106,282)
Low 201.37 211.24 194.21 (3.6)% (76,836)

Flagstaff
High 293.72 308.11 229.90 (21.7)% (80,213)
Medium 174.63 183.19 156.71 (10.3)% (106,282)
Low 138.62 145.41 113.33 (18.2)% (76,836)

Yuma
High 203.00 212.95 214.35 5.6% 1,155
Medium 144.78 151.87 146.07 0.9% (1,710)
Low 122.61 128.62 128.24 4.6%         (383)

Total             5.6% $176,748

1/  Represents rates for services only.  The administrative components of the rates are not shown here (see
      discussion of administrative costs above).
2/  Represents ongoing costs of the rate increase.  Actual FY 2004 costs will include $(15,900) in one-time FMAP
      savings (see discussion below), for total costs of $160,800.
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DATE: August 5, 2003

TO: Representative Russell Pearce, Chairman
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Tony Vidale, Fiscal Analyst

SUBJECT: ARIZONA CRIMINAL JUSTICE COMMISSION – REVIEW OF VICTIM
COMPENSATION AND VICTIM ASSISTANCE RECEIPTS

Request

The Arizona Criminal Justice Commission (ACJC) requests Committee review of its proposal to spend an
additional $1 million pursuant to a footnote in the General Appropriation Act (Laws 2003, Chapter 262).
The footnote allows ACJC increased expenditure authority from the Victim Compensation and Assistance
Fund if receipts received by ACJC exceed $2.9 million.  ACJC must submit the intended use of these
monies to the Committee for review prior to expenditure.

Recommendation

The JLBC Staff recommends a favorable review of the request.  ACJC has received revenue in excess of
the limits set in the footnote and is requesting to expend an additional $1 million on grants to the counties
to support the Crime Victim Compensation Program.  The expenditure plan follows the intent of monies
appropriated to ACJC.

Analysis

Pursuant to A.R.S. § 41-2407, ACJC administers the Crime Victim Compensation and Assistance Fund.
The fund consists of 2 sub-accounts: the Victim Compensation sub-account and the Victim Assistance
sub-account.  The Victim Compensation sub-account receives a 4.6% distribution from the Criminal
Justice Enhancement Fund (CJEF), monies collected from a 10% assessment of a working prisoner’s
gross compensation, and unclaimed restitution.  The Victim Assistance sub-account receives revenue
from community supervision fees and interstate compact fees.  Monies in the fund are distributed to the
counties based on a distribution formula and used to provide financial assistance, services, and cash
reimbursement to victims of crime.  Victims are eligible for lost wages, medical, funeral, and counseling
expenses.

(Continued)
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The Legislature appropriated $2.9 million in FY 2004 for the two crime victim programs ($2 million for
the Crime Victim Compensation Program and $900,000 for the Crime Victim Assistance Program.)  The
footnote in the General Appropriation Act states, “All Victim Compensation and Victim Assistance
receipts received by the Arizona Criminal Justice Commission in excess of $2,900,000 in FY 2004 are
appropriated to the Crime Victims Program.  Before expenditure of and Victim Compensation and Victim
Assistance receipts in excess of $2,900,000, the Arizona Criminal Justice Commission shall submit the
intended use of the monies for review by the Joint Legislative Budget Committee.”  The request for
additional expenditure authority of $1 million is for the Crime Victim Compensation Program.  This
would increase the total program size to $3 million in FY 2004.

The Victim Compensation and Assistance Fund experienced an increase of $2.1 million in receipts for
FY 2003 due to larger-than-expected deposits from unclaimed victim restitution. Unclaimed victim
restitution monies are transferred back to the Victim Compensation and Assistance Fund when the
counties cannot locate crime victims after a 1-year period.  Each County Clerk’s office transmits the
funds to the Department of Revenue (DOR) who deposits the funds at the end of the fiscal year.  Due to
technical issues within DOR, no unclaimed victim restitution monies were deposited in FY 2001 or
FY 2002 and, instead, were deposited in FY 2003.  Typically, the agency does not know the total amount
of unclaimed victim restitution monies until the 13th month of the fiscal year, following a year-end
reconciliation by DOR.  ACJC is proposing to expend $1 million of these additional receipts in FY 2004
and utilize the remaining fund balance to gradually reduce the program size in future fiscal years.

The agency plans to expend the additional $1 million on grants to counties to support the FY 2004 Crime
Victim Compensation Program.  The following table displays the FY 2004 allotment, the proposed
increase to the counties, and the FY 2004 revised allotment.

Crime Victim Compensation Program

County
FY 2004

Allotment Proposed Increase
FY 2004

Revised Allotment
Apache $      35,250 $     13,136 $     48,386
Cochise 52,403 22,827 75,230
Coconino 52,847 23,078 75,925
Gila 29,441 9,853 39,294
Graham 23,334 6,403 29,737
Greenlee 14,858 1,615 16,473
La Paz 18,633 3,747 22,380
Maricopa 1,074,062 600,035 1,674,097
Mohave 65,760 30,373 96,133
Navajo 45,198 18,756 63,954
Pima 301,664 163,651 465,315
Pinal 74,149 35,113 109,262
Santa Cruz 25,084 7,392 32,476
Yavapai 70,326 32,953 103,279
Yuma         66,991         31,068         98,059
  Subtotal $ 1,950,000 $ 1,000,000 $ 2,950,000
Reserve*         50,000             N/A         50,000
  Total Allotment $ 2,000,000 $ 1,000,000 $ 3,000,000
____________
* $50,000 must be held in reserve as required by program rules.

JLBC Staff recommends a favorable review of the request as expenditure of these funds in FY 2004 is
appropriate considering the total amount of unclaimed victim restitution is not available until completion
of the 13th month reconciliation by DOR.  Funds cannot be allotted to the counties in the fiscal year in
which collected because they are not transferred to ACJC until the beginning of the next fiscal year.
According to Legislative Council, there is a reasonable basis to expend these monies in FY 2004 even
though, for accounting purposes, the collection was recorded as part of FY 2003, and the method used is
consistent from year to year.
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DATE: August 6, 2003

TO: Representative Russell Pearce
Members, Joint Legislative Budget Committee

THRU: Richard Stavneak, Director

FROM: Bethany Nicholas, Fiscal Analyst

SUBJECT: ARIZONA STATE RETIREMENT SYSTEM - REVIEW OF FY 2004
INFORMATION TECHNOLOGY EXPENDITURE PLAN

Request

The Arizona State Retirement System (ASRS) requests Committee review of their FY 2004 Information
Technology (IT) Expenditure Plan.  ASRS was appropriated $8,994,200 in FY 2004  to upgrade their
current information technology system.  A General Appropriation Act footnote requires ASRS to seek
JLBC review of each year’s expenditure plan.

Recommendation

The JLBC Staff recommends that the Committee give a favorable review of the FY 2004 expenditure plan
submitted for the agency’s IT plan.  The expenditures outlined in the Project and Investment Justification
(PIJ) document approved by the Information Technology Authorization Committee (ITAC) are in line
with the agency’s expenditure plan.  A July 15, 2003 status report from the Government Information
Technology Agency (GITA) states that the agency’s IT projects are within budget and on schedule.

Analysis

The footnote requiring JLBC review of the expenditure plan was added to the General Appropriation Act
because of the magnitude and importance of the IT Plan for the agency.  The footnote reads:

Before the expenditure of the appropriation of $8,994,200 in FY 2004 and $8,994,300 in FY 2005 and the
hiring of FTE Positions appropriated for the agency's information technology plan, the retirement system
shall present an expenditure plan in each year to the Joint Legislative Budget Committee staff for review.
The retirement system shall include the approval of the project investment justification document by the
Information Technology Authorization Committee as part of its submission to the Joint Legislative Budget
Committee staff. The agency shall provide semiannual reports to the Joint Legislative Budget Committee
staff regarding the expenditures and project tasks completed to date. Funding appropriated for this purpose
is exempt from the provisions of section 35-190, Arizona Revised Statutes, relating to lapsing of
appropriations through June 30, 2005. Actual divestiture of monies from the retirement fund for



expenditure shall occur following the Joint Legislative Budget Committee staff review of the agency's
information technology plan.

The ASRS Plan is meant to address IT inefficiencies that currently exist and to position the
agency for the anticipated increases in the longevity of retirees and actual number of retirees as the “baby
boomer” generation reaches retirement.  An additional component of the IT Plan is designed to improve
the ASRS Web site.  Instead of being only an information resource, the agency plans to create a Web site
that provides services to members.  For example, the enhanced ASRS Web site will enable members to
complete tasks such as viewing their pension payment history, scheduling appointments with retirement
advisors, and using an online benefit estimate calculator.  Finally, the IT Plan includes upgrades for the
agency’s telecommunications system, which is the primary point of contact for ASRS members.  This
integrated functionality has been split into three separate task components: the Public Employees
Retirement Information System (PERIS), a document imaging system, and a financial system.

Implementation of the IT Plan began in FY 2002.  Progress is proceeding according to schedule, and there
are currently no significant changes to the original PIJ.  The total amount of the PIJ for the entire
completion all three projects over the lifetime of the project is $46,548,900.  PERIS is scheduled for
completion by FY 2006 while the document imaging system and the financial system are scheduled for
completion by FY 2008.  According to the original PIJ approximately 50% of the FY 2004 appropriation
will be allocated to PERIS, 40% to the document imaging system, and 10% to the financial system.

ASRS has submitted an expenditure plan for the $8,994,200 allocated in FY 2004 for the IT Plan, which
includes 18 FTE Positions.  This amount does not include technical changes, such as employee related
expenses and health and dental insurance.  These expenditures are in line with the cost estimates included
in the PIJ, which were determined reasonable by GITA and ITAC as part of their approval process.  The
table below details the components of the $8,994,200 allocated in FY 2004.

Through the implementation of the new business applications described above, the following items will
be achieved in FY 2004: 1) better communication with ASRS members through the provision of
videoconferencing services, 2) streamline service delivery time through the development of automated
workflow processes, 3) reduction in call volume through the provision of additional services via the
internet, 4) reduction in call length through the implementation of enhanced call routing system, and 5)
implementation of a Financial Accounting System.

The FY 2004 expenditure plan for the ASRS IT Plan is consistent with the expenditures outlined in the
PIJ document approved by ITAC, and therefore, the JLBC recommends a favorable review.  A July 15,
2003 status report from GITA states that the agency’s IT projects are within budget and on schedule.
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ASRS IT PLAN

Proposed FY 2004 Expenditures
FTE Positions 18
Personal Services $1,254,500
ERE 239,800
Professional & Outside Services 4,916,900
Travel 11,800
Other Operating Expenditures 426,800
Equipment 2,144,400
              Total $8,994,200


















