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Thursday, August 24, 2006 

10:00 a.m. 
Senate Appropriations Room 109 

 
 
 

MEETING NOTICE 
 
- Call to Order 
 
- Approval of Minutes of July 27, 2006. 
 
- DIRECTOR'S REPORT (if necessary). 
 
- EXECUTIVE SESSION  
 A. Arizona Department of Administration - Risk Management Annual Report. 
 B. Arizona Department of Administration - Review for Committee the Planned Contribution 

Strategy for State Retiree Health Plans as Required under A.R.S. § 38-658A. 
 
1. ARIZONA DEPARTMENT OF ADMINISTRATION - Review of Risk Management 

Deductible. 
 
2. ARIZONA DEPARTMENT OF TRANSPORTATION - Review of Third Party Quality 

Assurance Report. 
 
3. DEPARTMENT OF ECONOMIC SECURITY 
 A. Review of Proposed Implementation of Developmental Disabilities Provider Rate Increase. 
 B. Review of Long Term Care Capitation Rate Changes. 
 
4. DEPARTMENT OF PUBLIC SAFETY - Quarterly Review of the Arizona Public Safety 

Communications Advisory Commission. 
 
 
 
The Chairman reserves the right to set the order of the agenda. 
08/16/06 
 
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 

 
July 27, 2006 

The Chairman called the meeting to order at 9:48 a.m., Wednesday, July 27, 2006, in Senate Appropriations Room 109.  The 
following were present: 
 
Members: Representative Boone, Vice-Chairman Senator Burns, Chairman 
 Representative Biggs Senator Bee 
 Representative Burton Cahill Senator Garcia 
 Representative Gorman Senator Harper 
 Representative Pearce Senator Martin 
 Representative Tully  
   
  
Absent: Representative Huffman Senator Arzberger 
 Representative Lopez Senator Cannell 
  Senator Waring 
   
 
APPROVAL OF MINUTES 
 
Hearing no objections from the members of the Committee to the minutes of June 14, 2006, Senator Burns stated the 
minutes would stand approved. 
 
DEPARTMENT OF HEALTH SERVICES 
 
A. Review of Behavioral Health Title XIX Capitation Rate Changes 
 
Mr. John Malloy, JLBC Staff, said that this is a review of the capitation rate adjustments from the Department of Health 
Services (DHS) for the Title XIX eligible behavioral health population.  The capitation rate adjustment is expected to cost 
the General Fund approximately $900,000 in FY 2007.  Caseloads are below budgeted levels for this population and further 
reductions could offset the potential cost in the current fiscal year.  The department’s capitation rate adjustment also includes 
2 program changes.  This past session the Legislature added statutory language that would limit capitation rate adjustments 
to utilization or inflation unless the changes were specifically approved by the full Legislature or were mandated by federal 
law or required by the courts. 
 
The first program change involves an increase in methamphetamine treatment provided to the SMI population in the state.  
This program change could be viewed either as increased utilization for this population or as a program expansion.  The 
second program change includes increased treatment teams for SMI’s in Maricopa County.  This change is in accordance 
with the plaintiffs in the Arnold v. Sarn lawsuit.  This would most likely be an adjustment due to a court mandate. 
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The JLBC Staff has offered 3 options: 
 
1. A favorable review of DHS’ capitation adjustments with no conditions.  DHS would view this option as an 

endorsement of any potential supplemental request. 
2. A favorable review with the stipulation that the favorable review does not constitute an endorsement of a 

supplemental request. 
3. An unfavorable review.  The department is likely to proceed with the proposed increases even with an unfavorable 

review by the Committee. 
 
The JLBC Staff does recommend that DHS report by August 31, 2006 on how the agency plans on integrating the monies 
allocated for the increased methamphetamine treatments through the capitation rate, with the monies appropriated by the 
Legislature in this past session for a similar purpose.  The Legislature appropriated $3 million to DHS for increased 
methamphetamine treatment over and above the increase being sought by the agency.  The JLBC Staff also recommends that 
the department report on how the agency plans on integrating those 2 monies as well as evaluating the effectiveness of the 
overall methamphetamine funding. 
 
Representative Pearce asked if the capitation rates would still be actuarially sound without the 2 adjustments. 
 
Mr. Malloy stated that the capitation rate could be considered actuarially sound if the 2 program changes were not 
implemented into the capitation rates.  DHS specifically asked the actuaries to include the 2 adjustments.   
 
Mr. Chris Petkiewicz, DHS, Division of Behavioral Health, responded by disagreeing with Mr. Malloy.  If the department 
intended on making changes in the system, he does not believe that the rates would be actuarially sound.  They would not 
account for the expected costs of those changes.   
 
Mr. Malloy stated that if DHS implemented increased methamphetamine treatment to the SMI’s and the Legislature did not 
fund it, then it would not be actuarially sound.  However, DHS does not have to provide this service to the population; it is a 
decision that is made by DHS to do so.   
 
Mr. Petkiewicz disagreed again and explained that due to a court decree the department is required to have 18 treatment 
teams in Maricopa County, one for every 1,000 SMI members.  The department is going from 12 to 18. 
 
Mr. Malloy responded by saying that there are 2 different issues being discussed.  JLBC Staff is referring to the increased 
methamphetamine treatment to the SMI population.  Mr. Petkiewicz is talking about the ACT teams.  DHS specifically told 
the actuaries that the department wants to provide enhanced services to the SMI population for methamphetamine treatment 
and they made that adjustment.  The Committee has to fund that if the department wants to provide the increased services.  
However, the actuaries would not have made that adjustment on their own. 
 
Ms. Susan Gerard, Director, DHS, stated that this issue is Title 19 related and has nothing to do with any lawsuit.  The 
department is required to provide medically necessary services to the behavioral health community.  Everyone is aware that 
methamphetamine is the latest drug of choice.  The treatment for people who are addicted to methamphetamine is much 
more intensive, so more units of service is needed.  There is no question that utilization is going to increase for this kind of 
addiction as opposed to the addiction of alcohol. 
 
When our actuaries figure rates, they take trends into account.  This is not a new service but more intensive and requires 
higher utilization which clearly is going to have an effect on what the rates are.   
 
Representative Pearce asked how the money is going to be used in terms of the increased treatment and what is funded. 
 
Ms. Gerard replied by saying that the treatment lasts longer than it does for other addictions.  Utilization increases because 
people need to be in programs longer.  They also use an intensive out-patient program, which means people will have more 
contact with counselors and therapists to try to keep people off the drug when they are back in homes, and potentially, 
exposed to the same things that cause them to use drugs.   
 
Representative Pearce asked how will the increased methamphetamine money be integrated with the $3 million added by the 
Legislature. 
 
Ms. Gerard stated that the Legislature did not say that the $3 million in methamphetamine monies should be used as state 
match for Title XIX dollars.  The department’s assumption was that the money is for people who are not Title XIX eligible.  
It is also for mainly rural and tribal areas for detoxification centers because there is greater need to provide the service.   
 
There was discussion about the Arnold v. Sarn lawsuit. 
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Ms. Gerard stated as long as the methamphetamine problem is getting so much attention and using so many resources, it 
means that resources are not available for the other forms of addiction. 
 
Representative Burton Cahill stated that to see not only how it affects people in treatment but look at the larger number 
impact as to how it affects our communities, crime rate and the homelessness rate. 
 
Representative Pearce moved that the Committee give a favorable review with the stipulation that the favorable review does 
not constitute an endorsement of a supplemental request.  The Committee further recommends that DHS 1) provide the 
Committee by August 31, 2006 with an explanation of how the increased methamphetamine funding in the capitation rate 
will be coordinated with the Chapter 337 funding and 2) how DHS will evaluate the effectiveness of this funding.  The 
motion carried. 
 
B. Review of Requested Transfer of Appropriations between Special Line Items and Report on Arizona State 
Hospital Expenditure Plan. 
 
Mr. Matt Busby, JLBC Staff, said that DHS is requesting the Committee review the transfer of $540,000 from the Arizona 
State Hospital (ASH) operating budget to the Sexually Violent Persons (SVP) Special Line Item (SLI) for Direct Care 
Workers salary increases.  The Legislature appropriated $3.1 million to ASH for salary increases to all Direct Care Workers 
in FY 2007.  Some of the Direct Care Workers are funded through the SVP SLI.  This transfer would be a technical shift so 
$3.1 million can be disbursed according to the original plan.  The JLBC Staff recommends a favorable review of the request.   
 
In addition to the request, DHS also submitted a report on how they intend to allocate these monies in ASH.  The 
expenditure plan is for information only and no Committee action is required.   
 
An amount of $2.5 million will go to the civil and forensic hospital and will provide salary increases to approximately 400 
employees.  100 are registered nurses that will receive a 20% increase in their salary and 270 various Direct Care Workers 
will also receive a 10% increase.   
 
An amount of $540,000 will go to the Arizona Community Protection and Treatment Center which is funded through the 
SVP SLI and it will affect approximately 95 current employees.  Sixty-two Resident Program Specialists will receive a 9% 
salary increase.  Any monies that are not used to give salary increases to current employees will be used to increase the 
starting salaries of new employees. 
 
Representative Pearce asked how ASH employees will compare to the market. 
 
Mr. Busby stated that he asked the department and did not get a response from them. 
 
Ms. Gerard stated the 20% will bring the department to the Department of Correction’s Nurse salary.  The department was 
losing nurses to the Department of Corrections, so we will be the same as other state agencies.  In the private sector, the pay 
rate will still be higher.   
 
Representative Pearce moved the JLBC Staff recommendation to give a favorable review of the request.  Of the $3,100,000 
appropriation for salary increases $538,900 would be distributed to the SVP SLI for the direct care workers at the Arizona 
Community Protection and Treatment Center.  The motion carried. 
 
C. Review of Children’s Rehabilitation Services Capitation Rate Changes. 
 
Mr. John Malloy, JLBC Staff, stated this item is a review of the capitation rate for the Children’s Rehabilitative Services 
(CRS).  The rates are within budget and JLBC Staff recommends a favorable review. 
 
Representative Pearce moved the JLBC Staff recommendation to give a favorable review to the DHS CRS capitation 
adjustments.  The motion carried. 
 
ARIZONA DEPARTMENT OF PUBLIC SAFETY 
 
A. Review of Expenditure Plan for Staffing of Additional Highway Patrol Positions and Sworn Officer Salary 

Increases. 
 
Mr. Martin Lorenzo, JLBC Staff, stated this item is a review of Department of Public Safety (DPS) expenditure plans 
relating to $5.5 million appropriated for an additional 46 highway patrol positions and $2.8 million appropriated for 
sworn officer salary adjustments.   
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In FY 2006 DPS received roughly $3.5 million for 28 positions.  Of that amount, the department diverted $1.2 million 
which would have funded Personal Services and Employee Related Expenditures for 25 positions, to provide an 
additional pay raise.  As a result, 25 positions remain vacant and the FY 2007 General Appropriation Act includes a 
legislative footnote indicating that DPS fill all 25 positions.   
 
DPS’ plan proposes to use $387,800 of the $2.8 million for salary adjustments to fund and fill 6 of the 25 positions held 
vacant.  The remaining $2.3 million would be used to achieve internal parity to the top 5 highest paying law enforcement 
agencies in the state, resulting in the additional DPS salaries being 3.6% below the average salary for the 5 highest paying 
agencies.  In general, supervisor positions receive between 10% and 17% and officer positions will receive between 6.5% 
and 9.5%.  With respect to the $5.5 million for 46 officer positions, DPS has allocated these monies and positions 
consistent with the JLBC recommendation.  The monies would fund 37 officers, 4 sergeants and 5 support positions. 
 
As a result of their expenditure plans, JLBC Staff believes the Committee has 2 options:  1) A favorable review of both 
expenditure plans as DPS has assigned the 46 positions as intended and they have distributed the pay adjustments to be 
more equivalent to the market, 2) an unfavorable review of the request.  Under either option, JLBC Staff recommends that 
DPS report to the Committee by November 1, 2006 on the updated salary comparison by classification based on both the 
top 5 highest paid markets as well as the markets with more than 100 sworn positions.  The purpose of the 100 plus 
employee comparison is to provide an indication of the agencies DPS is most competitive with.  JLBC Staff also 
recommends that the report include information of new jobs taken by sworn officers when they leave DPS.   
 
Representative Pearce asked about slimming down on the heavy administration and focus on boots on the ground, patrol 
cars on the street, and officers on patrol. 
 
Mr. Roger Vanderpool, Director, DPS, stated that when he came to the department they had more vacancies than the 
department could hire in a year.  This prompted the monies for the 25 to go into the mid-level officer and the top level 
officer.  Last year DPS hired 20 lateral officers and to date there are 37 more DPS officers working today than a year ago.  
That is taking into account the normal attribution rate that the department has over a year, which runs anywhere from 70 
to 80 people.  DPS has converted some high end command positions to civilian positions.  The same work is being done 
just with a lower employee related expense.  Last month and this month are the first 2 months DPS has had the Delayed 
Retirement Option Program (DROP), which senior commanders are going out.  The intent is to fill every position as the 
department can.  DPS has moved sworn officers out of administrative positions into line positions and will continue to do 
that without missing a beat to the service that is provided to the taxpayers, but also getting more cops on the road.  
Recruitment is tough due to limited numbers of applicants that meet the background investigation and drug testing.  The 
department is looking into stepping up the recruitment efforts to other areas in the Northwest, Central, and Southeast 
United States, where there may be more qualified individuals.   
 
Representative Pearce asked about the lateral transfers and if it is a more cost efficient process. 
 
Mr. Vanderpool said yes and the department has streamlined the lateral process of getting lateral officers out on the street.  
DPS is also bringing in officers with special skills.  DPS’ hiring process has been implemented into an electronic system; 
everything can be filled out online.  The goal is to get the hiring process down to 60 days, and eventually, 30 days from 
the time an individual fills out paperwork to the time the job is offered.   
 
At the National Law Enforcement Explorers Conference in Flagstaff, there were officers from different states interested 
in working for DPS.  The department is working aggressively toward recruiting those individuals, especially individuals 
with a Gang Immigration Team Enforcement Mission (GITEM) background.   
 
Representative Pearce asked about the conditional hiring. 
 
Mr. Vanderpool stated that DPS has not done the process with the new hires, however, the department has speeded up the 
process with the lateral officers.  The department is bringing the laterals on before the hiring process is completed.   
 
Senator Martin asked how many positions are being converted from management to boots on the ground. 
Mr. Vanderpool said that the department has converted 3 senior commanders from a sworn position to a civilian position.  
Every position is subject to review to see what is the best use of that position for DPS and the citizens of Arizona. 
 
Senator Martin asked how many will the department be able to convert by the end of the year. 
 
Mr. Vanderpool responded by saying 1 or 2 more.  DPS can report back to the Committee with better numbers after the 
DROP. 
 
Senator Martin asked DPS how long it will take to fill the 28 positions. 
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Mr. Vanderpool stated one of the things we were looking at with the pay parity compensation was utilizing monies from 6 
of those officers to help fill those positions.  They gave a pay jump at the jump start and now they can subtract some of 
that money to fill those positions.  We have 150 vacancies and it’s about filling them. 
 
Senator Martin said that he understood that DPS had to clear their additional vacancies that occur as a natural part of 
operating an agency of their size; however, he would like to see a long-term plan for when the 28 positions can be filled. 
 
There was discussion on marked patrol vehicles. 
 
Representative Pearce moved a favorable review of the expenditure plans as outlined in option 1 with the qualifying 
footnote that DPS report to the Committee by November 1, 2006 on the updated salary comparison by classification 
based on both the top 5 highest paid markets as well as the markets with more than 100 sworn positions.  The report is 
also to include information on the new jobs taken by sworn officers when they leave DPS  The motion carried. 
 
B. Review of Expenditure Plan for the Gang and Immigration Intelligence Team Enforcement Mission. 
 
Mr. Lorenzo said this is a review of DPS’ expenditure plan relating to the $17 million appropriated to GITEM, including 
$7 million for an additional 100 sworn personnel, of which 50 will be border security and border enforcement and $10 
million is for additional agreements with local governments and provide services for GITEM and other border security 
issues.  DPS did not provide a comprehensive plan for expending the $17 million, however, they did identify a portion of 
each of those monies.   
 
First, DPS intends to spend $1 million to purchase additional license plate readers as well as expand and integrate their 
GangNet system with other existing systems.  The GangNet system is a gang member identification and tracking system 
and the additional license plate readers would be fixed to GITEM vehicles and they would be able to identify stolen 
vehicles.  With respect to the $7 million appropriation, the department intends to expend $410,000 to expand their 
recruiting efforts.  They indicated this will help them hire the additional personnel the Committee has appropriated in FY 
2007.   
 
Related to both expenditure plans, the JLBC Staff believes there are 3 options:  The first would be a favorable review of 
the department’s request requiring no further Committee approval.  The second option would be favorable review of the 
$1 million appropriation for license plate readers and to expand the capabilities of the GangNet system and as well as the 
$410,000 for recruiting efforts.  The third option is an unfavorable review of the request because the department has only 
identified the $1.4 million and not provided a comprehensive plan for the $17 million.  If the Committee chooses option 2 
or 3 there are a few requests that JLBC Staff has that include requiring DPS to submit a comprehensive expenditure plan 
related to the remaining monies, allow the department to expend approximately $500,000 to begin hiring personnel 
between now and their next report, and request that the next quarterly report include a timeline for hiring all additional 
personnel as well as how they attempt to accomplish their objectives of the legislation.   
 
Representative Pearce spoke about the catch and release program.  He further stated that DPS needs to negotiate with 
border safety on creating and funding a regional holding facility for illegal immigrants.  The facility would retain anyone 
who gets caught in the state illegally.   
 
Mr. Vanderpool said the department can incorporate that into the arrangement with the sheriff’s office since they have the 
jails, detention officers, and the transportation.  It will allow the detention officers who are trained to transport in order to 
keep police officers out on patrol. 
 
Representative Burton Cahill asked what kind of response and participation has the department got from local entities and 
GITEM. 
 
Mr. Vanderpool stated that the response has not been overwhelming and it is not the Arizona law enforcement or the 
Arizona sheriff’s.  Last year DPS attempted to enter into a 287 Memorandum of Understanding (MOU) with Immigration 
and Customs Enforcement (ICE) for transportation.  DPS and ICE have meetings set up to discuss detention removal.  
Detention and removal are the people who drive the vans and take care of the immigrants from ICE. 
 
Representative Pearce said the intent was that there are agencies that are willing to do the job of enforcing, which they 
have the authority to do so.  The purpose for the 287 memorandum is for grant money for the jails.  It was intended to 
give resources and additional help to local law enforcement.  Agencies will be granted monies if they take more of an 
aggressive role with that enforcement activity.   
 
Representative Burton Cahill asked about the effect of the existing language on the department’s ability since there is not 
high participation from local entities until is it correct. 
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Mr. Vanderpool stated that there is local interest in GITEM.  Several years ago the state had financial problems and 
GITEM was eliminated.  GITEM will take time to rebuild and the chiefs and sheriffs understand and are willing to 
participate.  The department has had issues with the 287 memorandum and ICE.  
 
Representative Pearce moved option 2 to give a favorable review of $1 million (of the $10 million) to purchase license 
plate readers and to expand the capabilities of the GangNet system, and $410,000 (of the $7 million) for recruiting 
efforts.  The review would be with the provision that the GangNet and license plate reader improvements receive Project 
Investment Justification (PIJ) approval from the Government Information Technology Agency.  Further, Representative 
Pearce moved the following: 
 
• Require DPS to submit an expenditure plan prior to expending any additional monies beyond the reviewed 

expenditures.  As a transitional measure, DPS could expend up to $500,000 to hire additional staff prior to the 
Committee reviewing the more complete expenditure plan. 

• Request the next quarterly report include a timeline for hiring the additional personnel and accomplishing other 
objectives of the legislation. 

• Subject to the conditions expressed in Laws 2006, Chapter 344, the Committee requests that the DPS pursue 
negotiations with a local law enforcement jurisdiction to establish a regional holding facility near the Arizona-
Mexico border.  The new facility shall act as a temporary holding facility for illegal aliens solely arrested for being 
in the country illegally.  The facility may be used by federal, state, and local law enforcement agency so as to help 
bring an end to the catch-and-release practice in Arizona.  The facility, however, can only accept individuals from a 
federal law enforcement agency if the federal government pays a per diem to directly defray the cost of operating the 
facility.  The facility is intended to house illegal aliens until the federal Department of Homeland Security’s 
Immigration and Customs Enforcement (ICE) or other qualified agency can take custody of, and remove the illegal 
alien from the United States.  Prior to entering into a final agreement for the regional holding facility, DPS shall 
present the proposed provisions to the Joint Legislative Budget Committee for review. 

• DPS is also requested to report on the concept of using a portion of the $10 million to assist local law enforcement in 
transporting illegal aliens to the United States Border Patrol or other qualified agency when the federal government 
otherwise refuses to take custody in a timely fashion.  This information, including preliminary costs estimates, would 
be included in the first quarter FY 2007 report.  The motion carried. 

 
C. Review of the Expenditure Plan and Project Timeline of the Microwave Communications System 

Upgrade. 
 
Mr. Lorenzo stated this is a review of DPS’ expenditure plan and project timeline for the microwave communication 
system.  DPS currently operates a microwave communications system which is a series of towers and equipment, which 
comprise of 3 separate, but integrated loops located in southern, western, and northern portions of the state.  The system 
transports voice and data over long distance throughout the state of Arizona.  The Capital Outlay Bill appropriated a total 
of $12.4 million to upgrade the southern loop, which includes $4.1 million annually in FY 2007, FY 2008, and FY 2009.  
This consists of $2.5 million in state appropriations and $1.6 million in federal homeland security monies.  The 
department’s expenditure plan would upgrade the system in 3 fiscal years beginning in FY 2007 and commencing in FY 
2009 and fund the construction of 3 new sites in the southern loop and the refurbishment of 16 sites in the southern loop 
and digital equipment for 15 sites.  In addition, the department has identified 3 locations outside of the southern loop that 
are in need of repairs and the expenditure plan also funds the refurbishment of those sites. 
 
Based on their timeline, DPS expects to hire a project manager by October 2006 and finish renovating the Phoenix 
Microwave room by January 2007.  Additionally, the department anticipates awarding all RFP’s for each of the specific 
sites by June 2007.  The JLBC Staff recommends that the Committee give a favorable review of the department’s request 
with the following provisions: 
 
1. DPS is to provide an updated cost estimate for both the southern loop and the entire project in its December 31 

report. 
2. Request that the Committee review any expenditure from the contingency the department has identified.  In their 

expenditure plan they have included $1.2 million as contingency, being they have not issued RFP’s.  This would 
require any expenditures above $100,000 from that contingency.   

 
Mr. Pearce asked about the $1.6 million from Federal Homeland Security monies allocated to DPS. 
 
Mr. Frank Navarrete, Director, Office of Homeland Security, said the deal was cut last year in writing and the department 
appropriated $1.6 million to the project and the federal government turned it down under the plan that DPS proposed.  
Given the federal guidelines the money had to be obligated so that money will not be reverted back to the federal 
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government.  The funds were reduced by 50% of the Homeland Security allocation for the entire state.  The department is 
also looking into getting funds from other sources such as a direct funding process.   
 
Senator Martin asked what was done with the $1.6 million from last year. 
 
Mr. Navarrete stated it was reallocated to the 3 main priorities for the state based upon the state Homeland Security 
strategy.  It was a continuation of interoperability program, exercises and training, and critical infrastructure protection.   
 
Senator Martin asked if all of those monies have been expended and for a breakdown on the amount of monies were put 
into each program and if the money can be given back.  He also asked what projects Homeland Security is funding rather 
than the microwave system. 
 
Mr. Navarrete stated the money can be pulled back and it has been reallocated to our constituents throughout the state.  
They would have to sign a MOU with the department stating that their money can be used to fund this project.  The 
department is also looking into federal 2007 money.   
 
Representative Pearce moved the JLBC Staff recommendation to give a favorable review of the request with the following 
provisions:  DPS submit an updated cost estimate on the southern loop and the entire project in its December 31 report 
and DPS request Committee review of any expenditure from the $1.2 million contingency greater than $100,000.  The 
motion carried. 
 
AHCCCS – Review of KidsCare Behavioral Health Capitation Rate Changes. 
 
Mr. John Malloy, JLBC Staff, said this item is a review of a capitation rate adjustment for behavioral health services 
delivered to the KidsCare program.  The capitation rate changes are estimated to cost the General Fund just under 
$200,000 in FY 2007.  The Committee has 3 options; a favorable review with a stipulation that it does not constitute an 
endorsement of a supplemental request and an unfavorable review. 
 
Representative Pearce moved that the Committee give a favorable review with the stipulation that the favorable review 
does not constitute an endorsement of a supplemental request.  The motion carried. 
 
DEPARTMENT OF ECONOMIC SECURITY 
 
A. Review of FY 2007 Expenditure Plan for Workforce Investment Act Monies. 
 
Mr. Eric Jorgensen, JLBC Staff, stated this is the annual appropriation of Workforce Investment Act (WIA) monies.  
Federal law does require that WIA monies be appropriated by the Legislature and a footnote in the budget requires that 
the JLBC review the expenditure plan prior to any expenditures from those appropriated funds.  For FY 2007 DES was 
appropriated $3.6 million of the WIA monies.  The expenditure plan includes $3.4 million.  The remaining monies can be 
reviewed and expended at a later date.  In FY 2006, there was $1.2 million that was never reviewed or expended.  The 
current expenditure level is possible because of these unexpended monies from past years.  The federal grant is expected 
to decline for FY 2007 and did decline in FY 2006.  Of the proposed expenditure plan $2.6 million is for the core 
functions of the WIA program which have been reviewed and approved in previous years.   
 
There is $1 million for 3 new programs in the WIA program.  The first program is the Business Outreach Grants, this 
provides about $572,000 to increase employee participation in One-Stop activities and services, identify workforce needs 
and provide some tools and surveys for use by the One-Stop and WIA programs.  The second item is the Master Teacher 
Program, where $250,000 is appropriated.  This program appears to be like the Teach for America program that was 
appropriated $2 million in the last budget.  It provides professional development to teachers in public schools who are in 
high poverty areas in the attempt to “train and retain these teachers”.  JLBC Staff recommends that the Committee request 
information on how this program interacts with Arizona Department of Education (ADE) monies included in the FY 2007 
budget for Teach for America.  The final item is $235,000 for the Governor’s Office of Youth and Families to provide 
workforce development activities targeting youth, women, and early childhood professionals.  The JLBC Staff 
recommends a favorable review of the expenditure plan and also that GCWP and DES report back to the Committee on 
the Master Teacher program and also that the performance measures that were included in the agency submission be 
included in the statewide workforce development annual report as well as the actual results from the evaluation process 
that is funded through the WIA monies.   
 
Representative Pearce asked why the funding for the program evaluations are declining even as new programs are being 
added. 
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Ms Jodi Ryan, Director of Workforce Policy, Department of Commerce, stated the line item for program evaluation is 
declining due to the overall decrease of the federal allocation.  The department did not utilize all of the initial funds from 
the evaluation last year.  DES manages this program and cut the staffing.  The department used 1 full-time employee and 
1 consultant and this year only using 1 full-time employee.   
 
Representative Pearce asked why the Master Teacher program is housed in the Governor’s Office this year when 
previously housed in ADE. 
 
Ms. Ryan stated there was an error when previous expenditure plans were submitted and it should have not stated that 
these monies were for ADE.  Previously, the Department of Commerce administered the funding, now the Governor’s 
Office will provide the administration.  The money does not stay in the Governor’s Office, but rather is passed through to 
a program housed at Northern Arizona University.  There is no connection between ADE and Master Teacher program. 
 
Representative Pearce moved the JLBC Staff recommendation to give a favorable review of DES’ expenditure plan with 
the exception of the Master Teacher program until the Committee gets further clarification.  The motion carried. 
 
B. Review of Incentive Funding from the Workforce Investment Act. 
 
Mr. Jorgensen stated this agenda item is a review of the expenditure plan for the incentive funds earned by meeting 
performance criteria in the WIA program in the Federal FY 2005.  The plan is to spend $700,000 to develop the state 
health care workforce.  The monies are split between ADE’s Adult Education Services, the Career and Technical 
Education program, and local workforce investment areas and One-Stop.  JLBC Staff recommends a favorable review of 
the expenditure plan and also recommends that the performance measures in the agency submission be reported back to 
the Committee in the statewide workforce development annual report. 
 
Representative Pearce moved the JLBC Staff recommendation to give a favorable review of DES’ expenditure plan and 
that suggested performance measures be reported back to the Committee in the statewide workforce development annual 
report.  The motion carried.  
 
ARIZONA GAME AND FISH DEPARTMENT – Review of the Watercraft Operation Under the Influence 
Equipment Expenditure Plan 
 
Mr. Jeremy Olsen, JLBC Staff, stated this is a review of the Watercraft Operation Under the Influence (OUI) equipment 
expenditure plan for the Game and Fish Department.  In FY 2007 the department received $160,000 for additional 
Watercraft Operation Under the Influence equipment.  The department will use this appropriation to purchase 2 mobile 
trailers.  The trailers will be equipped with blood alcohol content breath analysis testing equipment.  JLBC Staff 
recommends a favorable review of the request. 
 
Senator Burns asked if any other agencies or local governments have access to this equipment or is it strictly Game and 
Fish. 
 
Mr. Mike Senn, Assistant Director of Field Operations, Game and Fish Department, stated that the equipment is available 
to any agencies that request to use them. 
 
Senator Burns asked about the accuracy of the equipment on the trailers. 
 
Mr. Senn responded by saying the equipment has to be certified and there are certain requirements from the Department 
of Health Services.  The department gets them certified and they have their own internal calibration equipment.  The 
equipment will not be on the trailer while it is being transported. 
 
Mr. Pearce asked if the equipment is used for rural Arizona. 
 
Mr. Senn responded by saying the equipment is used at remote facilities and to supplement existing facilities. 
 
Representative Pearce moved the JLBC Staff recommendation to give a favorable review of to the Game and Fish 
Department $160,000 expenditure plan for Watercraft OUI equipment.  The motion carried. 
 
ARIZONA STATE RETIREMENT SYSTEM – Review of FY 2007 Information Technology Expenditure Plan. 
 
Mr. Eric Jorgensen, JLBC Staff, stated this is a review of the Arizona State Retirement System (ASRS) FY 2007 
Information Technology (IT) Plan.  This plan has been ongoing for several years.  The expenditure plan is mainly for the 
operating costs of the IT system that is being developed, as the last year of the development funds were appropriated in 
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FY 2006.  The total development costs are estimated at $40.6 million and the money has been received at this point.  
Project completion is expected by the end of FY 2008.  Last year there was concern that the project would not be 
completed on time.  This caused the Government Information Technology Agency to change the project status from 
“green,” which indicated that the project is expected to be completed as planned, to a “red” status, which indicates a 
serious risk to project phase completion by the planned date.  There has been some reevaluation and adjustments to the 
project plan and the status has been moved to a yellow status and is likely to remain at yellow to provide GITA with 
enhanced oversight of the project.   
 
The JLBC Staff recommends a favorable review of the expenditure plan and also recommends that the Committee modify 
their request to semi-annual progress reports by December 31 and June 30 until the project status is “green.” 
 
There was some discussion about Personal Services and Employee Related Expenditures. 
 
Senator Burns asked when a “green” status is expected. 
 
Mr. Bob Solhime, Independent Advisory Consultant, ASRS, said the project will remain on a “yellow” status because of 
the magnitude and complexity of the project.  GITA would like to continue a significant level of oversight.   
 
Representative Pearce moved the JLBC Staff recommendation to give a favorable review of the FY 2007 expenditure plan 
submitted for the agency’s IT Plan and that ASRS provide semi-annual reports on December 31 and June 30 until the 
agency’s status “green” is achieved.  The motion carried. 
 
EXECUTIVE SESSION 
 
ARIZONA DEPARTMENT OF ADMINISTRATION - Review for Committee the Planned Contribution Strategy for 
State Employee Health Plans as required under A.R.S. § 38-658A. 
 
Representative Pearce moved that the Committee go into Executive Session.  The motion carried. 
 
At 11:53 a.m. the Joint Legislative Budget Committee went into Executive Session. 
 
Representative Pearce moved that the Committee reconvene into open session.  The motion carried. 
 
At 12:40 p.m. the Committee reconvened into open session.  No Committee action was required on this item. 
 
The meeting adjourned at 12:40 p.m. 
 
Respectfully submitted: 
 
 ________________________________________________ 
                          Amanda Ruiz, Secretary 
 
 
 
 
 ________________________________________________ 
                          Richard Stavneak, Director 
 
 
 
 
 ________________________________________________ 
                          Senator Robert Burns, 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 16, 2006 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU: Richard Stavneak, Director 
 
FROM: Tyler Palmer, Fiscal Analyst 
 
SUBJECT: Arizona Department of Administration – Review of Risk Management Deductible 
 
 
Request 
 
Deductible amounts charged to agencies for property, liability, or workers' compensation losses 
are subject to annual review in accordance with A.R.S. § 41-621.  ADOA recommends a 
continuation of the current $10,000 deductible, and requests Committee review of this request.   
 
As the deductible amounts have not changed for several years, ADOA also requests that future 
Committee reviews be limited to occasions in which changes in the deductible amounts are 
requested.   
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the $10,000 
deductible amount.  With regards to future annual reviews, the Committee has at least the 
following options:   
 
1. Grant the ADOA request to limit future Committee review to occasions in which ADOA 

proposes changes in the deductible amounts.  The $10,000 deductible amount has not been 
changed at least since 1998.   

2. Continue to require the annual review.  Some members previously expressed concerns about 
ADOA having never applied a deductible against an agency and have used the annual review 
as a means to promote discussion of this issue.   
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Analysis 
 
A.R.S. § 41-621 provides that the ADOA Director may impose deductibles of up to $10,000 per 
risk management loss on state agencies.  Such deductible amounts are subject to annual review 
by the Joint Legislative Budget Committee (JLBC).  ADOA maintains the right to waive any 
deductible for just cause or in the best interests 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 

ADOA will charge a $10,000 deductible for each claim of $250,000 or more (those claims 
requiring JLBC approval under Rule 14), unless the agency implements an ADOA approved 
plan to limit or eliminate similar future losses.  ADOA helps agencies develop these plans. 

 
2) Workers’ Compensation Early Notification 

ADOA requires state agencies to report workers’ compensation claims within 10 days of the 
employee’s incident notification to a supervisor or other agency representative.  If an agency 
fails to report within 10 days, Risk Management would charge a deductible of 20% of the 
claim, up to $10,000.  If an agency reports 75% of all occurrences of industrial injury or 
illness within 2 days of the employee’s notification to a supervisor or other agency 
representative, Risk Management will waive this deductible.  ADOA provides extensive 
training to agencies on early reporting. 

 
3) Opportunistic Loss Prevention 

ADOA and each agency reach agreements 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 such 
plans.  ADOA continues to work with agencies to update and improve those plans. 

 
RS/TP:ym 
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DATE:  August 16, 2006 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Bob Hull, Principal Research/Fiscal Analyst 
 
SUBJECT: Arizona Department of Transportation – Review of Third Party Quality Assurance 

Report 
 
Request 
 
The Arizona Department of Transportation (ADOT) requests review of its third party quality assurance.  
The General Appropriation Act for FY 2006 (Laws 2005, Chapter 286) included an increase of $140,000 
and 3 FTE Positions for increased workload in the third party quality assurance program.  ADOT is 
required to submit quarterly progress reports within 30 days after the end of each calendar quarter 
regarding increasing third party transactions, the status of third party quality assurance staffing, workload, 
backlog and the moratorium on accepting new third parties. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the report, given the progress 
ADOT has made in reducing the third party quality assurance backlog and removing the moratorium on 
new third parties to conduct title transactions.  The JLBC Staff recommends that the next quarterly report 
include the status of the 118 third parties that had previously been listed on the waiting list. 
 
At its June 14, 2006 meeting, the Committee gave a favorable review of the third quarter FY 2006 report. 
 
The General Appropriation Act for FY 2007 (Laws 2006, Chapter 344) would reduce or eliminate 
ADOT’s third party waiting lists and improve ADOT’s quarterly reports as follows: 
 
• Adds $265,200 and 6 FTE Positions in FY 2007 for the Motor Vehicle Division (MVD) staff to 

contract with 145 authorized title and registration third parties. 
• Adds $88,400 and 2 FTE Positions in FY 2007 for the MVD staff to eliminate the vehicle 

identification number inspections waiting list. 
• Expands the current third party reporting footnote to include data and waiting lists for other third 

parties besides the title and registration third parties.  
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• Adds a footnote requiring that ADOT report to the Joint Legislative Budget Committee for review 
by November 30, 2006, whether ADOT can review less than 10% of the third party title and 
registration transactions and still retain statistical validity. 

 
Analysis 
 
MVD’s third party quality assurance section has 23 approved FTE Positions in FY 2006 to check third 
party title transactions.  The number of filled positions has decreased from 22 to 19 since the last 
quarterly report, due to 3 employees leaving.  ADOT reports that they interviewed for the 4 vacant 
positions in July, and they have been filled.  In addition, the General Appropriation Act adds 8 new FTE 
Positions in FY 2007 for MVD’s third party section, including 6 new FTE Positions to contract with 145 
authorized title and registration third parties and 2 new FTE Positions to eliminate the vehicle 
identification number inspections waiting list.  ADOT will report on filling the 8 new FTE Positions next 
quarter. 
 
ADOT reports that they reviewed 50,010, or 13.8%, of the 363,047 third party title transactions in the 
fourth quarter of FY 2006.  It has been ADOT’s policy that third party quality assurance reviews 10% of 
the title transactions for third parties who achieve 95% accuracy, and 100% of the work for those who do 
not.  They had a backlog of 19,531 transactions to review, or 13 business days.  ADOT reports that the 
backlog of title transactions to review does not equate to the backlog in business days, due to monthly 
variations in the volume of third party transactions.  The following table shows this information for FY 
2005 and FY 2006. 
 

Third Party Title Transactions Quality Assurance 
     
 FY 2005  FY 2006 

 1st Qtr 2nd Qtr 3rd Qtr 4th Qtr  1st Qtr 2nd Qtr 3rd Qtr 4th Qtr 
FTE Positions         
   Approved 20 20 20 20  23 23 23 23
   Filled 18 18 20 19  17 20 22 19
         
3rd Party Transactions 261,508 287,846 299,835 325,218  374,190 327,112 381,926 363,047
   Number Reviewed 43,447 46,558 34,582 46,125  41,829 50,673 57,592 50,010
   % Reviewed 1/ 16.6% 16.2% 11.5% 14.2%  11.2% 15.5% 15.1% 13.8%
          
Review Backlog 2/ 50,895 53,564 47,673 46,175  38,604 37,286 39,930 19,531
   Business Days 2/ 47 38 59 35  41 39 31 13
          
3rd Party Waiting List 40 67 76 76  106 106 118 0
          
____________ 
1/ Third party quality assurance reviews 10% of the title transactions for third parties who achieve 95% accuracy, and 100% of the work for 

those who do not.   
2/ ADOT reports that the backlog of title transactions to review does not equate to the backlog in business days, due to monthly variations 

in the volume of third party transactions. 
 
ADOT reports that the decrease in fourth quarter backlog is due to changes in the percent of work being 
quality controlled.  ADOT began a pilot project to reduce the backlog.  Under the pilot, ADOT checks 5% 
of transactions instead of 10% for entities with less than 10,000 transactions per month and meeting the 
standards, 2% of transactions instead of 5% for entities with more than 10,000 transactions per month and 
meeting the standards, and 50% of transactions instead of 100% for entities not meeting the standards.  A 
footnote in the General Appropriation Act for FY 2007 requires that ADOT report to the Joint Legislative 
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Budget Committee for review by November 30, 2006, whether ADOT can review less than 10% of the 
third party title and registration transactions and still retain statistical validity. 
 
ADOT reports that they have removed the moratorium for new third parties to conduct title transactions.  
They have tried to contact all of the 118 parties on the third quarter waiting list, and are processing the 
applications for those who are still interested.  ADOT has reviewed and approved updated business plans 
for 7 of 78 entities.  Effective August 15, 2006, one branch office has opened for business.  Any new 
entities expressing interest in becoming a third party to conduct title transactions are told how to apply.  
ADOT categorizes the disposition of the 118 as follows: 
 

Disposition of 118 Entities on the Third Party Title 
Transactions Waiting List 

  
Disposition Entities 
Updated Their Business Plans 1/ 78 
Not Interested 4 
Not In Business 2 
Unreachable 17 
No Response   17 
 118 
____________ 
1/ ADOT has reviewed and approved updated business 

plans for 7 of 78 entities.  Effective August 15, 2006, 
one branch office has opened for business. 

 
The following table shows the types and number of businesses on the third party title transactions waiting 
list for the second and third quarters of FY 2006. 
 

Third Party Title Transactions Waiting List 

 FY 2006 
 2nd Qtr 3rd Qtr 
Individual Entrepreneurs 32 37 
Check Cashing Companies 26 27 
Automobile Dealerships 14 15 
Title Service Companies 11 12 
Income Tax Preparers 5 5 
Insurance Companies 4 4 
Credit Unions 3 3 
Convenience Stores 3 3 
Notary Services 3 3 
Auto Recycling Dealers 2 2 
Pay Day Loan Companies 2 2 
INS Claims and Legal Document Preparation Companies 1 1 
Driving Schools 0 1 
Traffic Survival Schools 0 1 
Trucking Companies 0 1 
Private Investigations      0      1 
   Total 106 118 

 
In addition, MVD’s appropriation also includes $250,000 and 5 FTE Positions in FY 2006 from the 
Highway User Revenue Fund to allow commercial driver schools and up to 15 motorcycle dealers to 
become authorized third parties to administer their respective driver license examination.  These entities 
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constitute a second type of third parties, for whom MVD provides oversight of work that is not MVD 
work, such as driver training schools and traffic survival schools.  ADOT does not report on this type of 
third party in their quarterly reports required by the Chapter 286 footnote. 
 
RS/BH:ym 
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DATE:  August 16, 2006 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Russell Frandsen, Fiscal Analyst 
 
SUBJECT: Department of Economic Security - Review of Proposed Implementation of 

Developmental Disabilities Provider Rate Increase 
 
Request 
 
Pursuant to a General Appropriation Act footnote, the Department of Economic Security (DES) is 
presenting its proposed implementation plan for distributing a developmental disabilities (DD) provider 
rate increase totaling about $8.2 million General Fund (GF) and $21.8 million Total Funds (TF).   
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the proposed plan with 
certain provisions.  All rates meet the requirements of the General Appropriation Act and will be at least 
100% of the DES revised benchmark rates.    
 
The recommended provisions are as follows: 
 
1. DES notify the Committee of all future statewide provider rate adjustments in advance of their 

implementation, along with information on their budgetary impact.  This would include any 
provider rate categories still under review by the department. 

 
2. By October 31, 2006, DES report to the Committee its recommendations for an inflationary index 

to be used when adjusting the benchmarks.   
 
Analysis 
 
The FY 2007 General Appropriation Act (Laws 2006, Chapter 344) includes the following footnote in the 
DES budget: 
 
 

(Continued) 
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“The amounts above include $8,171,200 from the state General Fund and $13,596,200 from 
matching federal expenditure authority to raise rates of community service providers and 
independent service agreement providers contracting with the Division of Developmental 
Disabilities to the equivalent of 99.69% of FY 2006 market rates for all services on the 
published rate schedule.  It is the intent of the Legislature that the division request the 
AHCCCS to approve a capitation rate increase retroactive to July 1, 2006 to make provider 
rate increases effective July 1, 2006.  By July 1, 2006, the division shall have obtained 
approval for a rate increase implementation proposal from the Arizona Health Care Cost 
Containment System.  By August 1, 2006 the division shall submit the implementation plan 
for review by the Joint Legislative Budget Committee.  The adjusted rates shall be 
implemented beginning with provider payments due for services performed in August 2006.  
Payment for retroactive reimbursement due for services provided in July 2006 shall be paid to 
providers no later than September 15, 2006.” 

 
As referenced in the footnote above, the Legislature added $8.2 million from the General Fund ($21.8 
million in Total Funds) to help DES pay higher rates to providers for services.  The additional monies 
were intended to bring reimbursement levels to at least 99.69% of the FY 2006 benchmark.   
 
As set forth in A.R.S. § 36-2959, benchmark rates for service are determined by a study conducted once 
every 5 years.  The benchmarks represent the going market rate for these services.  The benchmark rates 
were originally set in 2001 and have been adjusted annually for inflation with the help of an independent 
consulting firm.  DES has apparently used different methodologies over the years to make these 
adjustments.  As a result, the JLBC Staff has recommended that DES report to the Committee by October 
31 on the use of a standard inflation index for future benchmark adjustments. 
 
As seen in Table 1, 9 different provider rate categories are being raised:  Home-Based Services, Day 
Treatment, Group Homes, Nursing/Home Health, Specialized Habilitation, Person Centered Planning, 
Therapies, Transportation and Employment Services.   
 
• Home-Based Services provide qualified individuals to perform various hygiene and supervisory 

tasks for clients in their homes. 
• Day Treatment programs help clients maximize their abilities through therapeutic activities and 

learning life skills. 
• Group Homes provide clients with shelter, food and supervision. 
• Nursing/Home Health serves the medical needs of clients. 
• Therapies include occupational, physical and speech therapies. 
• Specialized Habilitation provides behavioral, music and communication therapy. 
• Person Centered Planning pays for the development of a service plan tailored to the client.   
• Transportation provides clients with transportation to their day treatment programs. 
• Employment Services supervises and coordinates employment opportunities for clients. 
 
All rates will receive an upward adjustment, except for some categories of habilitation, which in FY 2006 
were paid at 106.72% to 114.58% of the benchmark rate.  DES has indicated that rates for support 
coordination, therapy, and daily community protection are currently under review.  Support coordination 
did not receive an increase, while therapy and community protection have already received an 8.45% and 
8.23% increase, respectively.  JLBC Staff has asked DES to explain how they would fund any rate 
increases and to notify Staff when the rates are finalized. 
 
 
 

(Continued) 
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While DES provides statewide average rates for each service, actual provider rates can vary based on 
location, size and occupancy of the provider or on urban versus rural settings and traveling distances. 
 

Table 1 
Developmentally Disabled Provider Rates 

 
FY 06 % of 

FY 05 
Benchmarks 

FY 07 % of 
FY 07 

Benchmarks 
Home-Based Services 97.61% 100.00% 
- Habilitation (Individuals) 112.09% 105.05% 
Day Treatment 97.61% 100.00% 
Group Home 97.61% 100.00% 
Nursing/Home Health 97.61% 100.00% 
Specialized Habitation  106.06% 105.60% 
Person Centered Planning  100.00% 100.00% 
Therapies 101.94% 100.00% 
Day Treatment Transportation 97.61% 110.57% 
Employment Services 97.61% 100.00% 

 
Currently there is no legislative requirement for DES to report provider rate increases unconnected to 
appropriations; however, an increase in provider rates represents an increase in the state’s financial 
obligations.  In its FY 2007 budget, DES requested provider rate increases to adjust for inflation in 
FY 2006 and FY 2007.  Subsequent to its budget request, DES raised provider rates 4.00% on January 1, 
2006 without amending its budget request or notifying the Committee.  DES did not inform JLBC Staff of 
the change until May 2006.  JLBC Staff recommends requiring DES to submit a plan for committee 
review before implementing any future raises in statewide provider rates.   
 
The JLBC Staff recommends a favorable review of the proposal because all services will be brought to at 
least the target of 99.69% of the FY 2006 benchmark.  Because DES lowered the FY 2006 inflation from 
3.20% to 2.00%, rates will be paid at 100% of the revised FY 2007 benchmark rates.  DES indicates that 
it will meet the September 15th deadline to complete retroactive payments to providers. 
 
RS/RF:ar 
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DATE:  August 16, 2006 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Russell Frandsen, Fiscal Analyst 
 
SUBJECT: Department of Economic Security - Review of Long Term Care Capitation Rate Changes 
 
Request 
 
Pursuant to a FY 2007 General Appropriation Act footnote, the Department of Economic Security (DES) is 
presenting its expenditure plan for proposed capitation rate adjustments in the federal Title XIX Long Term 
Care (LTC) program.  Capitation rates are a fixed amount paid for every person in the Developmentally 
Disabled Long Term Care Program.  The proposed capitation adjustments are related to medical inflation 
and utilization increases and compliance with the Ekloff v. Rodgers lawsuit, but do not reflect provider rate 
increases.  The provider rate increases are addressed in a separate memo. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of DES’ capitation rate changes 
with the provision that the favorable review does not constitute an endorsement of a supplemental request.  
The proposed rates appear to be funded from the existing DES budget, but we are having further discussions 
with DES on whether the proposed adjustments will require a supplemental.  The DES capitation rate 
provides a 5.8% increase in funds over FY 2006.   
 
Analysis 
 
DES uses actuarial staff at the Arizona Health Care Cost Containment System (AHCCCS) to determine their 
capitation rates.  The actuaries use claims, encounter data, and projected enrollment to determine the actual 
costs of services and recommend changes in the capitation rates. 
 
The proposed rates reflect 4 primary adjustments: 
 
1. A $23.7 million, or 3.7%, increase for medical inflation and utilization ($7.9 million General Fund (GF) 

and $15.8 million Federal). 
2. A $7.0 million, or 1.1%, increase to provide incontinence briefs ($2.3 million GF and $4.7 million 

Federal) as mandated by the Ekloff v Rodgers case. 
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3. A $4.7 million, or 0.7%, increase for the Chapter 1 salary increase ($1.6 million GF and $3.1 million 
Federal). 

4. A $1.9 million, or 0.3%, increase in administrative costs ($600,000 GF and $1.3 million Federal).  The 
FY 2007 budget did not include an increase for additional administrative staff.  These monies, however, 
would be available for increased state employee health and retirement costs. 

 
The revised per member per month (PMPM) rates are shown below.  Almost all clients served by DES in the 
LTC program are categorized as enrolled. 
 

 
Category 

Current 
1/1/06-6/30/06 Rate 

New 
7/1/06-6/30/07 Rate 

 
% Change 

Enrolled (Non-Ventilator Dependent) $  2,973.54 $  3,142.13 5.7% 
Ventilator Dependent $11,949.53 $12,176.43 1.9% 

 
The increases in the Enrolled category are allocated as follows: 
 

 
Category 

Current 
1/1/06-6/30/06 Rate 

New 
7/1/06-6/30/07 Rate 

 
% Change 

Aid to Individuals $2,198.56 $2,328.29 5.90% 
Acute Care Services 326.17 350.15 7.35% 
Case Management Services 127.13 144.53 13.69% 
Administration 220.10 211.72 (3.81)% 
Risk/Profit 43.09 45.52 5.64% 
Share of Cost -2.88 -2.98 3.47% 
Premium Tax       61.37       64.90 5.75% 
   Total - DES LTC $2,973.54 $3,142.13 5.67% 
Behavioral Health (DHS pass-through)       95.03     102.88 8.26% 
   Total Enrolled Rate $3,068.57 $3,245.01 5.75% 

 
All categories reflect increases for medical inflation and utilization.  The increases in the Aid to Individuals 
also reflect the new inclusion of incontinence briefs.  The Share of Cost category reflects a pass-through to 
AHCCCS for its portion of the services. 
 
The $23.7 million ($7.9 million GF) for medical inflation and utilization represents a 3.7% increase over the 
FY 2006 rates.  The approved FY 2007 budget includes a 3.0% growth estimate for medical inflation and 
utilization.   
 
At its May 2, 2006 meeting, the Committee received information regarding the status of the Ekloff v. 
Rodgers incontinence brief lawsuit.  At that time, the state was appealing the decision reached by the courts 
that the state was responsible for the cost of incontinence briefs.  Effective July 1, 2006 the state has agreed 
to cover up to 240 incontinence briefs a month for clients age 3 to 21.  DES has included incontinence brief 
costs of $7.0 million ($2.3 million GF) in its FY 2007 capitation rate.  Laws 2006, Chapter 331, added 
statutory language that limits capitation rate adjustments to utilization of existing services and inflation 
unless those changes are approved by the Legislature or specifically required by federal law or court 
mandate.  As there was no money budgeted in FY 2007 for costs associated with Ekloff v. Rodgers, it is 
unclear how DES is financing these costs.  JLBC Staff has asked DES for a clarification of this issue.   
 
RS/RF:ar 
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DATE:  August 16, 2006 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Jay Chilton, Fiscal Analyst 
 
SUBJECT: Department of Public Safety – Quarterly Review of the Arizona Public Safety 

Communication Advisory Commission  
 
Request 
 
Pursuant to Laws 2004, Chapter 281, the Department of Public Safety (DPS) has submitted for review 
their FY 2006 fourth quarter expenditures and progress for the statewide interoperability design project. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the request.  Fourth quarter 
expenditures totaled $197,500 of nearly $4.3 million in FY 2006 funding.  Through the fourth quarter, 
FY 2006 expenditures totaled $618,700.  Activities in the fourth quarter addressed projects identified in 
the PSCC timeline relating to both the “short-term” and “long-term” interoperable solutions. 
 
Analysis 
 
Background 
The Arizona Public Safety Communication Advisory Commission (PSCC) was established to develop a 
statewide standard based interoperability system that allows public safety personnel from one agency to 
communicate, via mobile radio, with personnel from other agencies.  An interoperable system enhances 
the ability of various public safety agencies to coordinate their actions in the event of a large-scale 
emergency as well as daily emergencies.  Construction costs of a statewide interoperability 
communication system have been estimated to be as high as $300 million.  The PSCC timeline (see 
attachment A) targets the establishment of a financing and development plan for the system by July 2008. 
 
Activities 
PSCC progress in the fourth quarter regarding the timeline and the “short-term” interoperable solution 
included the following: 
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• Continued efforts with Department of Emergency and Military Affairs (DEMA) to develop the 
“outreach and education” presentation for participants of the Arizona Emergency Radio System 
(AERS) project (Milestone 4).  AERS is a “short-term” interoperable solution that integrates 
existing equipment and technologies. 

• AERS equipment has been installed at 8 remote communications sites in the state and the DPS 
Wireless Systems Bureau, with support from DEMA, has planned installations at 10 additional 
sites by December 2006 (Milestone 9). 

• Completed a Memorandum of Understanding to formalize protocol, procedures, obligations and 
mutual aid channel use guidelines between DPS and 20 AERS user agencies (Milestone 9). 

 
With respect to the “long-term” interoperable solution, the Request for Proposal (RFP) to contract with a 
vendor to provide design and engineering services for the Public Safety Land Mobile Radio and 
Microwave Communications System has been completed, with the final award going to Federal 
Engineering on July 27, 2006.  The RFP includes just under $985,000, which will be expended from the 
PSCC’s non-lapsing funds.  The RFP has 2 phases, which are as follows: 
 
Phase 1:  The development of a conceptual design for the land mobile radio system and microwave 

communications system, to be completed by the end of FY 2007 (Milestone 10).  Of the total 
$985,000 contract with Federal Engineering, $647,000 is to cover the cost of Phase 1.  

Phase 2: The remaining $338,000 of the contract with Federal Engineering will be used for preparation 
of final design and construction documents.  Approximately $2 million from the PSCC’s non-
lapsing funds will then be allocated for the release of an RFP to contract with a vendor to 
implement a demonstration project of the concept developed in Phase 1 (Milestone 14).  This 
phase is to be completed by the end of FY 2008. 

 
In addition to the development of the design for the project, the 2 phases will identify the estimated cost 
of the project by refining budgetary estimates as each phase progresses (Milestone 13). 
 
Expenditures 
Laws 2004, Chapter 275 appropriated $5 million from the General Fund (of which $3 million was non-
lapsing) to DPS in FY 2005 for design costs of a statewide radio interoperability communication system.  
Of this amount, approximately $1.5 million reverted back to the General Fund and $3,000,000 was 
available in FY 2006 for expenditure.  The FY 2006 General Appropriation Act appropriated an 
additional $1,258,100 from the General Fund for the PSCC through the Statewide Interoperability Special 
Line Item.  Therefore, there was a total of $4,258,100 in available monies for expenditure in FY 2006.  
 
In the fourth quarter, the PSCC expended roughly $197,500 for costs associated with the 6 filled staff 
positions.  The PSCC filled none of the remaining 3 vacant FTE Positions (2 telecommunication engineer 
positions and the technical writer position).  
 
Total FY 2006 expenditures were $618,700, of which $12,500 came from the PSCC’s non-lapsing funds 
for Professional and Outside Services in order to make the final payment to the consultant that prepared 
the Concept of Operations document.  This leaves $651,900 of the $1,258,100 FY 2006 appropriation to 
revert to the General Fund.  
 
The FY 2007 appropriation for Statewide Interoperability Design is $1,335,000.  Combined with the 
remaining non-lapsing funds, the PSCC will have $4,332,500 available to expend for FY 2007.  Of this 
amount, the PSCC has already encumbered $647,000 for Phase 1 of the “long-term” interoperable 
solution. 
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Table 1 indicates the FY 2006 appropriation and the quarterly and FY 2006 year-end actuals. 
 

Table 1 
FY 2006 PSCC  Expenditures 

 
FY 2006 
Funding 

1st  
Quarter 

2nd  
Quarter 

3rd  
Quarter 

4th  
Quarter 

Total 
Expenditures 

Personal Services $672,500  $95,300 $90,600 $114,200 $153,900   $454,000 
Employee Related    Expenditures 218,000  14,200 13,100 17,400 15,400   60,100 
Professional & Outside Services 3,000,000 1/ - - - 12,800  2/ 12,800 
Travel - In State 41,400  100 1,000 200 1,000   2,300 
Travel – Out of State 26,600  1,500 - - 1,100   2,600 
Other Operating Expenditures 299,600  45,800 4,800 19,100 10,200   79,900 
Equipment               -       3,300        400        200      3,100         7,000 
Total Operating Expenditures $4,258,100  $160,200 $109,900 $151,100 $197,500  $618,700 3/ 
___________ 
1/ The additional $3 million in non-lapsing monies are included in the Professional & Outside Services line. 
2/ Of the 4th Quarter Professional & Outside Services expenditure, $12,500 came from the commission’s non-lapsing 

funds and $300 came from the FY 2006 General Fund appropriation. 
3/ The PSCC expended $606,200 of its $1,258,100 appropriation in FY 2006, leaving $651,900 to revert to the 

General Fund. 
 
RS/JC:ss 












