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JOINT LEGISLATIVE BUDGET COMMITTEE 
  Wednesday, October 6, 2010 

  9:30 A.M. 
  Senate Appropriations, Room 109 

 
 
 

MEETING NOTICE 
 

- Call to Order 
  
- Approval of Minutes of August 11, 2010. 
  
- 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. 
  
1. AHCCCS/DEPARTMENT OF HEALTH SERVICES - Review of Proposed Capitation Rate 

Changes. 
  
2. ARIZONA BOARD OF REGENTS - Review of FY 2011 Tuition Revenues. 
  
3. ATTORNEY GENERAL - Review of Allocation of Settlement Monies. 
  
4. GOVERNMENT INFORMATION TECHNOLOGY AGENCY - Review of the Arizona Public 

Safety Communication Advisory Commission. 
  
5. ARIZONA DEPARTMENT OF ADMINISTRATION - Review of Risk Management Deductible. 
  
The Chairman reserves the right to set the order of the agenda. 
9/28/10 
sls 
 
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 

 
August 11, 2010 

The Chairman called the meeting to order at 11:30 a.m., Wednesday, August 11, 2010, in Senate 
Appropriations Room 109.  The following were present: 
 
Members: Senator Pearce, Chairman Representative Kavanagh, Vice-Chairman 
  Senator Aboud Representative Biggs  
 Senator Aguirre Representative Cajero Bedford 
 Senator Braswell Representative Campbell 
 Senator Gray Representative McComish 
 Senator Harper Representative Murphy 
 Senator Pierce  
 Senator Rios  
  
Absent:   Representative Heinz 
 Representative Williams 
 
APPROVAL OF MINUTES 
 
Hearing no objections from the members of the Committee to the minutes of April 20, 2010, Chairman 
Russell Pearce stated that the minutes would stand approved. 
 
DEPARTMENT OF HEALTH SERVICES - Review of Behavioral Health Title XIX Capitation 
Rate Changes. 
 
Mr. Art Smith, JLBC Staff, stated that this item is a review of the Department of Health Services (DHS) 
capitation rate changes for the Title XIX Behavioral Health Program.  The JLBC Staff presented options 
to the Committee. 
 
Dr. Laura Nelson, Deputy Director, DHS, Division of Behavioral Health Services responded to member 
questions. 
 
Mr. David Reese, Chief Financial Officer, DHS, Division of Behavioral Health Services, responded to 
member questions. 
 
Representative Kavanagh moved that the Committee give an unfavorable review to Seriously Mentally 
Ill capitation rate changes and a favorable review for the Children and Family Services and General 
Mental Health Services capitation rate changes.  The motion carried. 
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ATTORNEY GENERAL - Review of Allocation of Settlement Monies. 
 
Ms. Marge Zylla, JLBC Staff, stated that this item is a review of the allocation of settlement monies 
from 2 settlements: 1) a $250,000 Average Wholesale Price (AWP) settlement agreement with Dey, 
Inc. and the $100,000 consent judgment with Avondale Automotive.  The JLBC Staff recommended a 
favorable review. 
 
Representative Kavanagh moved that the Committee give a favorable review to the Attorney General’s 
allocation plans of settlement monies totaling $350,000.  The motion carried. 
 
EXECUTIVE SESSION - Arizona Department of Administration - Risk Management Services - 
Consideration of Proposed Settlements under Rule 14. 
 
Representative Kavanagh moved that the Committee go into Executive Session.  The motion carried. 
 
At 12:20 p.m. the Joint Legislative Budget Committee went into Executive Session. 
 
Representative Kavanagh moved that the Committee reconvene into open session.  The motion carried. 
 
At 1:25 p.m. the Committee reconvened into open session. 
 
Representative Kavanagh moved that the Committee approve the recommended settlement proposal by 
the Attorney General’s Office in the case of Henderson v. State of Arizona, et al.  By a show of hands of 6 
ayes and 7 nays, the motion failed. 
 
Representative Kavanagh moved that the Committee approve the recommended settlement proposal by 
the Attorney General’s Office in the case of Osorio v. UMC/UPH.  The motion carried. 
 
Representative Kavanagh moved that the Committee approve the recommended settlement proposal by 
the Attorney General’s Office in the case of Scott v. State, et al.  The motion failed. 
 
Without objection, the meeting adjourned at 1:30 p.m. 
 
Respectfully submitted: 
 
 
 ______________________________________ 
 Sandy Schumacher, Secretary 
 
 
 
 ______________________________________ 
 Richard Stavneak, Director 
 
 
 
 ______________________________________ 
 Senator Russell Pearce, Chairman 
 
 
 
NOTE: A full audio recording of this meeting is available at the JLBC Staff Office, 1716 W. Adams.  
A full video recording of this meeting is available at http://www.azleg.gov/jlbc/meeting.htm. 
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DATE:  September 29, 2010 
 
TO:  Senator Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Amy Upston, Principal Analyst 
 
SUBJECT: AHCCCS/Department of Health Services - Review of Proposed Capitation Rate Changes 
 
Request  
 
Pursuant to a footnote in the General Appropriation Act, the Arizona Health Care Cost Containment 
System (AHCCCS) and the Department of Health Services (DHS) are required to report capitation and 
fee-for-service inflationary rate changes with a budgetary impact to the Committee for review prior to 
implementation. 
 
Recommendation 
 
The Committee has at least the following options: 
 
1. A favorable review. 
 
2. An unfavorable review. 
 
The proposed rates would cost $(30.1) million less from the General Fund than budgeted in FY 2011, 
assuming budgeted caseloads.  In addition, caseloads are not growing as projected, generating additional 
savings.  However, the AHCCCS budget is still projected to have an overall shortfall due to the federal 
government extending the enhanced matching at a lower rate in the last 6 months of FY 2011.   
 
Analysis 
 
Acute Care 
This population represents members who participate in the Traditional Medicaid, Proposition 204, and 
KidsCare programs.  Capitation rates are set at the beginning of the contract year (October 1).  These rates 
would normally remain in effect until the first quarter of FY 2012, but AHCCCS indicates they anticipate 
provider rate reductions beginning April 1, 2011.    
 



 - 2 - 
 

(Continued) 

The FY 2011 Acute Care budget assumed no capitation rate growth.  Based on budgeted enrollment, the 
proposed Acute Care capitation rates will decline by (0.7)%.  As a result, these rates will cost $(28.9) 
million less than budgeted from the General Fund.  Table 1 shows the proposed capitation rates for each 
patient group. 
 
Long-Term Care (ALTCS) 
ALTCS services are provided to the elderly and physically disabled in need of long-term care either in 
nursing care facilities or in home and community-based settings.  The state, counties, and federal 
government share in the cost of ALTCS services.   
 
While the approved FY 2011 budget did not provide for an ALTCS capitation rate increase, AHCCCS is 
reducing the rates by (3.4)%.  Based on budgeted enrollment, these rates would save the General Fund 
$(2.8) million and counties $(4.1) million relative to the budget.   
 
Children’s Rehabilitative Services 
The CRS program is administered by DHS and provides services for children with chronic and disabling 
or potentially disabling conditions.  The contractor is reimbursed using a per-member/per-month 
capitation rate that includes a high, medium and low tier, which represent varying degrees of medical 
acuity.  The approved CRS budget did not include a capitation rate increase, but the proposed CRS 
amount includes a 7.7% increase.  Based on budgeted enrollment, this would cost $1.6 million more than 
budgeted from the General Fund.   
  
Main Reasons for Rate Changes 
Rates for Acute Care, ALTCS, and CRS are composed of adjustments for utilization, provider 
reimbursement, and policy changes.   
 
Utilization 
Utilization rates are expected to increase in the Acute Care program but decrease in the ALTCS program.  
The ALTCS decrease represents greater use of home and community based services and a reduction in 
nursing facilities.   
 
Provider Reimbursements 
Although the proposed rates do not include a provider rate reduction, AHCCCS stated that they are 
anticipating the implementation of unspecified reductions to inpatient and outpatient hospital 
reimbursement effective April 1, 2011.  Since 2008, most providers have received a (5)% rate reduction.  
 
Program Changes 
In addition to adjustments for utilization, the following changes have been incorporated into capitation 
rates: 
 

• Elimination of some optional services – The FY 2011 budget required AHCCCS to eliminate a 
number of benefits including, but not limited to, emergency dental services, some physical 
therapy services, certain transplants, and orthotics.  AHCCCS estimates this will result in FY 
2011 General Fund savings of approximately $(6.7) million between the acute care and ALTCS 
programs.  The FY 2011 budget had assumed General Fund savings of $(6.3) million for these 
changes.     

• Co-payments – Beginning in October, AHCCCS is implementing copayments on a number of 
AHCCCS populations.  For example, childless adults and the Medicaid “spend down” population 
would pay $30 for non-emergency use of the emergency room, $5 for doctor office visits, $4 for 
generic drugs, and $10 for brand name drugs when there is a generic drug available.  Some 
additional AHCCCS adults will be subject to smaller co-pays.  Federal law limits co-pay amounts 
and prohibits certain AHCCCS populations from being charged a co-pay altogether.  Due to a 
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court injunction, this higher copayment for childless adults and the Medicaid “spend down” 
population is delayed for at least 1 month.  AHCCCS had estimated all co-pay changes would 
provide FY 2011 General Fund savings of $(4.0) million.  The FY 2011 budget did not 
incorporate savings from co-pays.   

• Ambulatory Surgical Centers – AHCCCS believes that a number of procedures can be performed 
in ambulatory surgical centers as opposed to more costly outpatient hospital settings. By moving 
3% of these procedures to ambulatory surgical centers, AHCCCS estimates this will save the 
General Fund approximately $(518,400) in FY 2011.  The FY 2011 budget did not include these 
savings.        

• HPV Vaccine – Federal law requires that AHCCCS cover the cost of the human papillomavirus 
(HPV) vaccine for females and male AHCCCS members under age 21 who elect to receive the 
vaccine.  The cost for providing the vaccine to AHCCCS members under age 19 is paid by DHS.  
Previously AHCCCS also provided the vaccine for newly enrolled female AHCCCS members 
ages 21-26, but AHCCCS is eliminating this benefit.  This will result in an AHCCCS-estimated 
FY 2011 General Fund savings of $(133,600) in the acute care program.  No savings were 
included in the FY 2011 budget for this item.   

• CRS Administration - The CRS budget presumes flat administrative funding and a services 
budget based on the CRS capitation rate.  The proposed capitation rate would increase the 
services component of the capitation rate by changing the “administrative load” of the rate.   

 
Table 1 

Monthly Regular Capitation Rates 
     

Populations 
Current 

CYE 10 Rate 
Budgeted 

CYE 11 Rate 
Proposed 

CYE 11 Rate 
CYE 10-CYE 11

% Change 
     
Traditional Medicaid/KidsCare     
Age<1 $   491.52 $   491.52 $    513.82 4.5% 
Age 1 – 13 112.86 112.86 110.13 (2.4) 
Age 14 –  44 (Female only) 245.72 245.72 248.14 1.0 
Age 14 –  44 (Male only) 148.11 148.11 158.00 6.7 
Age 45+ 407.32 407.32 407.19 0.0 
SSI with Medicare 157.25 157.25 142.79 (9.2) 
SSI without Medicare 753.39 753.39 806.22 7.0 
Family Planning 17.38 17.38 14.70 (15.4) 
Deliveries 6,629.40 6,629.40 6,612.92 (0.2) 
     

Title XIX Waiver Group     
Prop 204 – TANF $   242.69 $   242.69 $    242.48 (0.1) 
Prop 204 – SSI 195.75 195.75 190.76 (2.5) 
Prop 204 – Medically Eligible 1,291.47 1,291.47 1,397.42 8.2 
Prop 204 – Conversions/Newly Eligible 523.39 523.39 487.82 (6.8) 
Prop 204 – Births 6,629.40 6,629.40 6,612.92 (0.2) 
     

Acute Care Weighted Average    (0.7)% 
     

ALTCS     
Statewide Average Rate $3,411.81 $3,411.81 $3,295.27 (3.4)% 
     

CRS     
Statewide Average Rate $   384.89 $   384.89 $   414.53 7.7% 

 
RS/AU:sls 
 











Acute Care Actuarial Memorandum 

The purpose of this actuarial memorandum is to demonstrate that the Acute Care 
capitation rates were developed in compliance with 42 CFR 438.6(c). It is not 
intended for any other purpose. 

AHCCCS is anticipating implementation of signiticant reductions to inpatient and 
outpatient hospital reimbursement via rate reductions and adult benefit limitations on 
April 1, 201 1. Other provider types may also be impacted by sizeable rate 
reductions. AHCCCS expects that the capitation rates for all affected risk groups 
will be adjusted via a January 1,201 1 contract amendment to account for the savings 
resulting from these reductions to hospital reimbursement and other possible services. 
A contract amendment including revised rates is anticipated to be submitted to CMS 
for approval no later than December 1,201 0. 

11. Overview of Rate set tin^ Methodolow 

The contract year ending 201 1 (CYEI 1) rates were developed as a rate update from 
the previously approved contract year ending 2010 (CYE10) capitation rates. The 
CYEll rates cover the twelve month contract period of October 1, 2010 through 
September 30,201 1. 

The Acute Care rates were developed from historical Acute Care data including 
Arizona Medicaid managed care encounter data (via an extract that provides 
utilization and cost data, referred to as the "databook"), as well as health plan 
financial statements. Other data sources include programmatic changes, anticipated 
Arizona Health Care Cost Containment System (AHCCCS) Fee For Service rate 
changes, anticipated Arizona Department of Health Services (ADHS) transportation 
increases, Center for Medicare and Medicaid Services (CMS) National Health 
Expenditure (NHE) Report estimates and Global Insight Prospective Hospital Market 
Basket Inflation Index (GI) information. 

The contract between the AHCCCS and the health plans (HPs) specifies that the HPs 
may cover additional services. Non-covered services were removed from the 
databook and not included in the rates. 

Trend rates were calculated from the databook and other sources on a unit cost andlor 
utilization basis by category of service (COS) and a cap was applied to limit the 
negative and positive trends to a reasonable level. Unit cost trends were further 
refined by anticipated changes in AHCCCS Fee For Service rates. These adjustments 
also include state mandates, court ordered programs and other program changes, if 
necessary. Additional analysis was performed on all populations due to shifts in the 
economy and policy impacts that have caused deviations from the historical 
encounter data costs and trends. In order to capture these changes AHCCCS used 
more recent encounter data as well as the most recent financial data and applied an 
experience adjustment factor to all populations. For more information on trends and 
experience adjustments see Section EI Projected Trend Adjustments and Section TV 
Projected Experience Adjustments. 
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The Acute Care program has a large membership base, which allows for the 
experience data to be analyzed by the different rate cells. These rate cells are 
comprised of members with similar risk characteristics. The rate cells were analyzed 
by major categories of aid (COA), i.e. risk groups, and COS. In addition, AHCCCS 
develops rates by Geographic Service Area (GSA). 

The experience data includes only Acute Care Medicaid eligible expenses for Acute 
Care Medicaid eligible individuals, as well as reinsurance amounts. The Prior Period 
Coverage (PPC) rates and the Non-MED rates are reconciled to a maximum 2% 
profit or loss. The Medical Expense Deduction (MED) rates are reconciled to a 
maximum 3% profit or loss. Additional payments are made for members giving birth 
via a Maternity Delivery Payment. 

The general process in developing the prospective rates involves trending the CYElO . 
capitation rates to the midpoint of the effective period, which is April 1, 201 1. The 
next step involves the deduction of the reinsurance offsets. Following this 
calculation, the projected administrative expenses, risWcontingency margin and 
premium tax are added to the projected claim PMPMs to obtain the capitation rates. 
in the final step, a risk adjustment factor is applied creating budget neutral results. 
Each step is described in the sections below. In addition there are sections dedicated 
to the development of other rates including, but not limited to, the Maternity Delivery 
Payment and PPC rates. 

Pro iected Trend Ad iustments 

The trend analysis includes both the financial data experience and the encounter data 
experience. Financial data experience is from the contract year ending September 
2007 through March 2010. Encounter data experience is from the contract year 
ending September 2007 through September 2009. Encounter data was used from 
those plans that provided reasonably complete and accurate encounter submissions 
for the trend analysis. The resulting data provides an actuarially sound data set for 
which to trend the CYElO rates forward. In addition to using encounter and financial 
data, AHCCCS used information from CMS NHE Report estimates, GI information, 
and changes in AHCCCS' Inpatient rates, Professional and Outpatient Fee Schedules, 
Dental Fee Schedule, Transportation Schedule and other sources. AHCCCS 
developed utilization and unit cost trend estimates using the encounter data. These 
trends were developed by major COA and COS, with a cap on the percentage 
increase and decrease to smooth out exceptional trends. In addition, unit cost trend 
estimates were based on AHCCCS fee schedule changes for the majority of the COS 
trends. Once these trends were developed they were analyzed by comparing the 
results to reports and studies (for example the CMS NHE report). The utilization and 
unit cost trend rates used in projecting the claim costs are summarized in Appendix I. 
The prospective PMPM trends are shown below in Table I. These trends do not 
reflect the impact of any program changes. 
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Table I: Prospective Average Annual PMPM Trends 

Emergency Room 

Hospital Inpatient Trends 
Using the data sources mentioned in Section II and emphasizing the AHCCCS 
encounter data, the inpatient utilization varied from -5.4 to 1.4 percent annually, 
depending upon risk group. State legislation, Laws 2010, 7th Special Session, 
Chapter 10, Section 25, mandates that "for rates effective October 1, 2010 through 
September 30, 201 1, (AHCCCS) shall not increase the institutional or non- 
institutional schedule rates above the rates in effect on September 30, 2010." Based 
on this requirement, AHCCCS used this information as well as encounter data to 
develop the hospital inpatient unit cost trends which varied from 0.0 to 3.3 percent 
annually. On a combined basis, the per member per month (PMPM) trends for 
inpatient hospital have been trended at -3.3 to 3.1 percent, depending upon risk 
group. These ranges are summarized in Appendix I. 

Hospital Outpatient and Emergency Room Trends 
Per Arizona administrative Rule, on an annual basis the Outpatient Fee Schedule 
(OPFS) rates are to be adjusted by multiplying the rateseffective during the prior 
year by the GI or by adjusting rates at varying levels with the total dollar impact 
equal to that of the GI inflationary increase. However, based on the State legislation 
to freeze rates noted above,, AHCCCS used this information as well as encounter data 
to develop the hospital outpatient and emergency room unit cost trends. The 
utilization trends were developed using the data sources mentioned in Section II with 
emphasis on the AHCCCS encounter data. On a combined basis, the PMPM costs for 
hospital outpatient andemergency room have been trended at 0.1 to 5.2 percent, 
depending upon risk group. These ranges are summarized in Appendix I. 

Physician and Related Service Trends 
Using the data sources mentioned in Section LI and emphasizing the AHCCCS 
encounter data, the assumed utilization for physicians and other professionals ranged 
from 2.7 to 8.6 percent annually, depending upon risk group and category of service. 
On a combined basis, the PMPM costs for physicians and other professionals have 
been trended at 2.7 to 8.6 percent, depending upon risk group. These ranges are 
summarized in Appendix I. 
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Pharmacy Trends 
Using the data sources mentioned in Section I1 and emphasizing the AHCCCS 
encounter data, the assumed pharmacy utilization increased by 1.8 to 1 1.8 percent, 
depending upon risk group. Based on a review of the same sources, unit costs have 
been trended at -3.2 to 2.2 percent. On a combined basis, the PMPM costs for 
pharmacy have been trended at 0.7 to 8.2 percent, depending upon risk group. These 
ranges are summarized in Appendix I. 

Smoking Cessation 
Starting October 1, 2008, in accordance with Laws 2008, Chapter 131, AHCCCS 
added coverage for eligible tobacco cessation products which include nicotine 
replacement therapy (NRT) and tobacco use medications for eligible Title XIX 
AHCCCS members who wish to stop tobacco use and who are enrolled in a tobacco 
cessation program offered by the Arizona Department of Health Services. This 
program has been effective for almost two years, therefore making it possible to 
review how actual experience compares to the initial projections. The review is based 
on encounter utilization and costs data for CYE09 and CYElO (YTD). AHCCCS 
determined Acute members utilized more services than included in last year's 
projection. Based upon this analysis, AHCCCS is increasing the amount included for 
tobacco cessation products in the capitation rates. The statewide impact to the Acute 
program for CYE11 is an increase of approximately $2.6 million. 

IV. Proiected Experience Adiustments 

Based on the rapid growth in the AHCCCS population resulting from previously 
unforeseen economic conditions, AHCCCS is applying an experience adjustment to 
the CYEll  capitation rates. The projected experience adjustments are calculated by 
risk group, by GSA for prospective and PPC populations. 

The projected experience adjustments are a function of two components: a financial 
component and an encounter component. The financial component is based on four 
different views of the health plans' submitted financials: reported profit/loss for 
CYE09; reported profit/loss through March 3 1, 20 10; reported CYE09 medical 
expense compared to the CYE09 medical expense built into the capitation rates 
adjusted for the CYE 10 medical impact; and reported CYElO medical expense (for 
two quarters) compared to the CYE 10 medical expense built into the capitation rates. 
The encounter component is based on three different views: CYE09 databook 
encounters (PMMIS point-in-time extract) over CYE09 medical expense built into 
the capitation rates adjusted for CYElO medical impact; CYE09 COGNOS 
encounters (up-to-date extract from data warehouse) over CYE09 medical expense 
built into the capitation rates adjusted for CYElO medical impact; and COGNOS 
encounters for two quarters of CYE 10 over CYE 10 medical expense in the capitation 
rates. These components were then analyzed to arrive at the necessary experience 
adjustments. These experience adjustments are applied to the final medical rate, 
before reinsurance, admin, risk contingency and premium tax. The impact of the 
experience adjustment on a statewide basis ranges from - 1 1.9 to 3.7 percent, 
depending upon prospective and PPC risk group. 
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V. State Mandates, Court Ordered Proprams, Program Changes 
and Other Changes 

Benefit Redesign Change 
Effective October 1, 2010 AHCCCS will be implementing the following benefit 
changes for adult members: 

Eliminate coverage of insulin pumps, percussive vests, bone-anchored 
hearing aids, cochlear implants and orthotics. Supplies, equipment 
maintenance and repair of component parts will remain a covered benefit. 
Eliminate coverage of well visits, microprocessor controlled lower limbs and 
microprocessor controlled joints for lower limbs. 
Eliminate emergency dental except for medical and surgical oral services, 
that can be provided by a physician or dentist, when those services would be 
considered a physician service if furnished by a physician. 
Eliminate services provided by a podiatrist. 
Limit outpatient physical therapy to 15 visits per contract year. 
Eliminate coverage of certain transplants (pancreas after kidney transplants, 
lung transplants, allogeneic unrelated hematopoietic cell (bone marrow) 
transplants, liver transplants for those with a diagnosis of Hepatitis C, and 
heart transplants for non-ischemic cardiomyopathies). 

For adult members with Medicare, AHCCCS will continue to pay cost-sharing 
for Qualified Medicare Beneficiaries (QMB) when the services noted above are 
covered by Medicare. AHCCCS will not pay cost-sharing for excluded services 
for non-QMB Medicare members. 

The estimated savings for the acute program is approximately $32.1 million 
statewide. 

Copayments 
Effective October 1, 20 10, AHCCCS is implementing hard (mandatory) copayments 
on certain services for adults in the Temporary Medical Assistance Program (TMA). 
At the same time, AHCCCS is reinstating hard copays for adults in the MED and 
non-MED populations (collectively TWG), after a long-standing court injunction on 
TWG copays was recently lifted. In addition, AHCCCS is modifying soft 
copayments (non-mandatory) for adults in the non-TMAInon-TWG Title XIX 
population. There are a myriad of exclusions for adult copays related to both specific 
services and specific members as detailed in contract. The estimated savings 
resulting from these copayments is approximately $20.1 million statewide. 

Behavioral Health Services 
Effective October 1, 2010 health plans will no longer be responsible for the first 72 
hours of inpatient behavioral health services or behavioral health services provided 
during the Prior Period Coverage timeframe. These services will be the responsibility 
of the Arizona Department of Health Services (ADHS) and will be part of the 
Behavioral Health Services (BHS) capitation rate. This change results in a statewide 
decrease to the acute care program of approximately $5.1 million and increases the 
BHS program by the same amount. 
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Shift to Ambulatory Surgical Centers 
Capitation rates effective October 1, 2010 include an adjustment to recognize savings 
that may be generated by transitioning certain procedures that are currently 
performed in hospital outpatient settings to more cost-effective Ambulatory Surgical 
Centers (ASC). AHCCCS reviewed the utilization and costs of services that may be 
performed in both of these outpatient settings and determined the savings that could 
be realized by shifting 3% of outpatient hospital claims to ASCs. The estimated 
savings for the acute program is approximately $2.6 million. 

Human Papillomavirus (HPV) Vaccine Administration 
Federal law requires that AHCCCS cover the human papillomavirus (HPV) vaccine 
as part of the EPSDT benefit package for all females aged 11-20. The law was 
recently revised to include males aged 11-20. Therefore, the costs for males aged 1 1- 
20 has been included in the CYE11 capitation rates. 

For males and females through age 18, the vaccine is covered under the Vaccines for 
Children Program described in Section D: Program Requirements of the contract. 
Contractors are only responsible for the administration costs through age 18, but are 
responsible for both vaccine and administration above age 18. 

In addition, AHCCCS currently covers the HPV vaccine for women aged 21-26. As 
of October 1,20 10, AHCCCS will no longer cover this vaccine for women aged 2 1- 
26. 

AHCCCS estimated the added costs for males to be approximately $557,000 for 
CYE11. The cost savings to AHCCCS for CYEll for eliminating the coverage for 
females aged 2 1-26 is approximately $670,000 statewide. 

Hospice and In-Lieu of Services 
Hospice coverage for members aged 21 and older was eliminated. However, almost 
all of the services previously provided as part of the hospice benefit individually 
remain covered services. Many of these services previously delivered in both 
inpatient hospice and home settings at the hospice per diem rates will now be 
delivered in more expensive inpatient settings including acute care hospitals and 
nursing facilities, as well as in-home settings on a fee basis for each service provided. 
Using AHCCCS' fee-for-service rates for these settings/services results in an 
estimated increase in costs of approximately 4.4% to provide the same services. 
Federal law permits AHCCCS' Contractors to provide services in alternative settings 
in-lieu of services in more costly inpatient acute care hospitals and nursing facilities, 
and paying a bundled per diem rate in-lieu of individual fee-for-service rates for in- 
home care. Allowing use of alternative settings in this instance will result in total 
cost savings of approximately $160,000. 
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ADHS Regulated Transportation 
In accordance with Laws 2010, 2nd Regular Session, Chapter 86, Section 7, 
AHCCCS will pay 76% of ADHS-regulated ambulance rates approved as of 
September 30,2010. Ambulance rate increases approved by ADHS from October 1, 
2010 through September 30,201 1 will be reduced by AHCCCS by the amount of the 
authorized increase, not to exceed 5%, per Laws 2010, 7th Special Session, Chapter 
10, Section 25(B). AHCCCS will pay 76% of these reduced rates. Since ADHS 
continues to approve ambulance rate increases (as requested by providers) throughout 
the contract year, no significant reductions were taken resulting from these 
reductions. 

Institution for Mental Disease (WID) Waiver and In-Lieu of Services 
Included in the base rates is funding for "in lieu of'  services, substituting cost- 
effective alternative inpatient settings in place of more costly inpatient non-specialty 
hospital placements. State approved FFS rates at inpatient non-specialty hospitals are 
approximately 93.5% more expensive than those provided in alternative inpatient 
settings. The proposed capitation rates allow for the provision of services in 
alternative inpatient settings that are licensed by ADHSIUSIOBHL, in lieu of 
services in an inpatient non-specialty hospital, thus no increase to cap rates is 
included. 

VI. Prospective Proiected Net Claim PMPM 

The CYElO utilization, unit costs and net claims PMPMs are trended forward and 
adjusted for experience trends, state mandates, court ordered programs and program 
changes to arrive at the CYEI 1 utilization, unit costs and net claims PMPMs for each 
COS and COA. 

VII. Prospective Reinsurance Offsets 

The CYElO reinsurance offsets were reviewed by AHCCCS for appropriateness and 
reasonableness using reinsurance encounter and payment information. Appropriate 
adjustments were made to the reinsurance offsets based upon this review. All 
contractors remained at the same deductible levels as CYEI 0. 

VIII. Prospective Administrative Expenses and Risk Contin~encv 

The administrative expense remained at 8.0% for general administration, which was 
determined to be appropriate to cover the contractors' average expenses. The risk 
contingency load also remained the same for all rate cohorts at 1 %. 

IX. Prospective Proposed Capitation Rates and Their Impacts 

The proposed capitation rates equal the sum of the projected net claim PMPM (in 
Section VI) less the reinsurance offsets (in Section VII) and the projected 
administrative expenses and risk contingency PMPM (in section VIII), divided by 
one minus the two percent premium tax. The final adjustment, which is a budget 
neutral adjustment, is the risk adjustment factor (in Section X). Appendix I1 contains 
the proposed capitation rates and the budget impact for all capitation rates using 
projected CYEll  member months and actual health plan reinsurance deductible 
levels. 
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Risk Adiustment Factor 

For CYEI 1, AHCCCS will be utilizing the final CYE 10 risk factors and applying 
them to the CYE11 capitation rates. 

XI. Maternity Delivery Payment 

The methodology followed in developing the Maternity Delivery Payment was 
similar to the methodology used in the development of the prospective capitation 
rates. This methodology involves updating CYElO rates with utilization and unit cost 
trends and program changes. The impact is a 0.3% decrease per delivery to the 
overall global maternity payment rate over the CYE10 rate. 

XII. Extended Family Plannin~ Services (FPS) 

The methodology followed in developing the FPS rate was similar to the 
methodology used in the development of the prospective capitation rates. This 
methodology involves updating CYElO rates with utilization and unit cost trends and 
program changes. The impact is a 15.3% decrease to the overall global FPS rate over 
the CYE I0 rate. 

XIII. KidsCare Rates 

Continuing with the methodology of previous years, AHCCCS contractors will be 
paid one blended capitation rate that includes experience from both the traditional 
TANF Medicaid population and the Title XXT SCHIP population. The rate cohorts 
whose experience is blended together are detailed as follows: 

TANF < 1 and KidsCare < 1 ; 
TANF 1- 13 M&F and KidsCare I - 13 M&F; 
TANF14-44FandKidsCare14-18F; 
TANF 14 - 44 M and KidsCare 14 - 1 8 M; and 
TANF45+M&F 

XIV. Prior Period Coverage Rates (PPC) 

PPC rates cover the period of time from the first day of retroactive eligibility to the 
date of eligibility determination. PPC rates are established using a similar 
methodology that was followed in developing the prospective capitation rates. The 
administration and risk contingency percentages are the same as prospective, i.e. 8% 
and 1%, respectively. The overall statewide impact is a decrease of 16.3%. The PPC 
rates are reconciled to a maximum 2.0% profit or loss in CYEl1. 
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XV. Final Capitation Rates and Their Impact 

Table I1 below summarizes the adjustments made to the CYElO rates. The impact to 
contractors ranges from -1 1.3% to 0.1%. Individual health plan capitation rates will 
be impacted as shown in Section B of the contracts. 

Table II: Adjustments to CYElO Rates 

0.71% 0.37% 0.67% 

-3.33% -7.75% -3.78% 

1. Benefd Changes nla -0.68% 
nla -0.43% 

3. Psych data shift to ADHS -0.02% -0.87% -0.1 1 % 
4. H PV Male nla 0.01% 

nla -0.05% 
6. H W Female (No longer a v e r  21 -26) nla -0.01 % 
7. Smoking Cessation nla 0.06% 
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XVI. CMS Rate Settinp Checklist 

1. Overview of rate setting methodology 

A.A.l.O: Overview of rate setting methodology 

AHCCCS is performing a rate update from the previously approved contract year 
ending 2010 (CYEl0) under 42 CFR 438.6(c). Please refer to Section 0. 

AA.l.l: Actuarial certification 

Please refer to Section XVU. 

AA.1.2: Projection of expenditure 

Please refer to Appendix 11. 

AA.1.3: Procurement, prior approval and rate setting 

AHCCCS is operating under the Sole Source contracting method. 

AA.1.5: Risk contract 

AHCCCS limits risk for the MED to 3% profit or lost and the NonMED and PPC risk 
group to 2% profit or loss. 

AA.1.6: Limit on payment to other providers 

AHCCCS makes no additional payment to providers, except for Disproportionate 
Share Hospital (DSH), Graduate Medical Education (GME) and Critical Access 
Hospitals. GME is paid in accordance with state plan. DSH and Critical Access 
Hospital payments are paid in accordance with the Waiver Special Terms and 
Conditions. None of the additional payments to providers were included in the 
capitation calculation. 

AA.1.7: Rate modification 

Please refer to Sections II through V, VII, VIZI, and X through XIV. 
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XVII.Actuarial Certification of the Capitation Rates 

I, windy J. Marks, am an employee of Arizona Health Care Cost Containment 
System (AHCCCS). I am a Member of the American Academy of Actuaries and a 
Fellow of the Society of Actuaries. I meet the qualification standards established by 
the American Academy of Actuaries and have followed the practice standards 
established from time-to-time by the Actuarial Standards Board. 

The rates were developed using generally accepted actuarial principles and practices 
and are considered to be actuarially sound. The rates were developed to demonstrate 
compliance with the CMS requirements under 42 CFR 438.6(c) and are in 
accordance with applicable laws and regulations. The rates are appropriate for the 
Medicaid populations covered and Medicaid services to be hrnished under the 
contract. The rates may not be appropriate for any other purpose. The documentation 
has been included with this certification. The actuarially sound capitation rates that 
are associated with this certification are effective for the twelve-month period 
beginning October 1,2010. 

The actuarially sound capitation rates are a projection of future events. It may be 
expected that actual experience will vary from the values in the rates. The rates are 
actuarially sound in aggregate by GSA. Given the distribution of the AHCCCS 
population, it is not possible to certify that every cell is actuarially sound. Some rate 
cells do not contain a large enough base of data from which to derive actuarially 
sound trends. 

In developing the actuarially sound capitation rates, I have relied upon data and 
information provided by the health plans and the AHCCCS internal databases. I have 
accepted the data without audit and have relied upon the health plan auditors and 
other AHCCCS employees for the accuracy of the data. 

This actuarial certification has been based on the actuarial methods, considerations, 
and analyses promulgated from time to time through the Actuarial Standards of 
Practice by the Actuarial Standards Board. 

8&/3\ / lD 
Date 

Fellow of the Society of Actuaries 
Member, American Academy of Actuaries 

Page 1 1  of 13 



Appendix I 

Prospective Trends 

Emergency Room 

Referral Physician 
Other Professional 

j ,g & , ' , 4,u1iitiCost~Trends~~+~~ As, &%=- =;::% 
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Hospital In patient 
Outpatient Facility 
Emergency Room 
Primary Care 
Referral Physician 
Other Professional 
Pharmacy 
Other 

k 5% 2 ;  I' f RMPM Jrefids 2;"- ;f&<+ 4 

0.8% 0.0% 1.7% 3.3% 
0.5% 0.0% 0.6% 0.1% 
0.4% 0.0% 0.0% 0.0% 
0.7% 0.0% 0.6% 0.0% 
0.0% 0.0% 0.0% 0.0% 
0.8% 0.0% 0.0% 0.0% 
0.1 % -3.2% 2.2% -1 .O% 

nla nla nla nla 

Hospital Inpatient 
Outpatient Facility 
Emergency Room 
Primary Care 
Referral Physician 
Other Professional 
Pharmacy 
Other 

0.5% -3.3% 3.1% -2.2% 
1.9% 2.9% 4.9% 0.1% 
3.7% 0.2% 3.7% 5.2% 
7.2 % 2.7% 7.0% 2.7% 
7.6% 8.2% 8.6% 4.6% 
4.8% 2.9% 4.7% 4.6% 
6.2% 8.2% 7.4% 0.7% 
5.3% 3.4% 5.6% 4.9% 



Acute Capitation Rate Analysis (Renewal Rates--pending approval) 
Point in Time Comparison-no member growth factor 

CYE '1 1 
APPENDIX II 

'~opulation estimates for CYE 201 1 are taken from DBF projections. 
Reinsurance levels are the same level for plans in CYElO as CYE11 with two plans at the $35,000 level and the rest at $20.000 

Title XIX Waiver Group 

TXlX 

Grand Total Capitation 

S:\Actuarial\Acute\CY 1 1 Cap Development\CMS\Appendix II xls Page 13 of 13 

Cap Rate-'10 based on Total Annual Dollars CYE Cap Rate-'11 based on Total Annual Dollars CYE 
CYE11 Projected CYE11 Pmjected Member '10 besed on CYEll CYE11 Projected '11 based on CYE11 
Member Months 1 Months 2 Pmjected MMs Member MonUls S Pmjected MMs ~ l f f ~ ~ ~ ~ ~ ~  % Increase 

Prospective-MED 84.307 $ 1,298.00 $ 109,430,503 5 1,397.42 5 117,812,307 5 8,381,803 7.7% 

PPC-MED 22,128 $ 7,245.41 $ 160,323,270 5 6,549.1 1 $ 144,915,848 $ (15,407,422) -9.6% 

Total MED 106,435 $ 269,753,773 $ 262,728,154 $ (7,025,619) -2.6% 

Prospective-non-MED 2,643,022 $ 525.23 $ 1,388,194.667 $ 487.82 $ 1,289,319,198 $ (98,875,469) -7.1% 
PPC -non-MED 261,555 $ 1,089.56 $ 284,979,407 $ 864.14 $ 226,019,774 $ (58,959,633) -20.7% 

Total non-MED 2,904.577 , $ 1,673,174,075 $ 1,515,338,973 $ (157,835,102) -9.4% 

Total TWG 3,011,012 $ 1,942,927.848 $ 1,778,067,127 $ (164,860.721) -8.5% 

< 1 607,555 $ 491.93 $ 298,874,483 $ 513.82 $ 312,173,860 $ 13,299,377 4.4% 
1-13 5,304,641 $ 112.93 $ 599,053,119 $ 110.13 $ 584,200,124 $ (14,852,995) -2.5% 
14-44F 2,650,801 $ 245.79 $ 651,540,363 $ 248.14 $ 657,769,745 $ 6,229.382 1 .O% 

1444M 1,308,848 $ 148.52 $ 194,390,049 $ 158.00 5 206,797,924 $ 12,407,875 6.4% 

45+ 427,696 $ 407.88 $ 174.448.526 $ 407.19 $ 174,153,416 $ (295,110) -0.2% 
SSI ~ N e d  844,044 $ 157.29 $ 132,759,664 $ 142.79 $ 120,521,028 $ (12,238,636) -9.2% 

SSI wlo Med 701,051 $ 753.95 $ 528,557,317 $ 806.22 $ 565,201.247 $ 36,643,930 6.9% 

SFP 36.490 $ 17.36 $ 633,466 $ 14.70 $ 536,402 $ (97,063) -15.3% 

Delivery Supplemental Payment 37,175 $ 6,632.39 $ 246,557.487 $ 6,612.92 $ 245,833,694 5 (723,793) -0.3% 

Total Prospective-non-TWG 11,918,300 $ 2,826,814,473 5 2,867,187,440 $ 40,372,967 1.4% 

PPC'CI 17,337 $ 1,094.70 $ 18,978,795 $ 905.02 $ 15,690,316 $ (3,288,479) -17.3% 
PPC'1-13 239.395 $ 67.26 5 16,101,727 $ 58.17 5 13,925,623 $ (2,176,103) -13.5% 

PPC '14-44F 161,382 $ 244.39 $ 39,440,057 $ 207.57 5 33,497,986 $ (5,942,072) -15.1% 
PPC '1444M 75,829 $ 209.84 $ 15,912,040 5 172.08 $ 13,048,722 $ (2,863,318) -18.0% 

PPC '45+ 22,544 $ 420.94 $ 9,489,613 $ 355.17 $ 8,006,904 $ (1,482,710) -15.6% 
PPC 'SSI wNed 11.523 $ 144.59 $ 1,666,124 $ 153.78 $ 1,772,021 $ 105,897 6.4% 
PPC 'SSI wlo Med 20,151 $ 391.59 $ 7,891.021 $ 366.31 $ 7,381,598 $ (509,423) -6.5% 

PPC All non-TWG rate codes 548,161 $ 93,323.169 $ (16,156,207) -14.8% $ 109,479,376 

Total Title XIX-non-TWG 12,466,461 $ 2,936,293,650 $ 2,960,510,609 $ 24,216,760 0.8% 

$ 4,879,221,698 $ 4,738,577,736 8 (140,643,962) -2.9% 



Arizona Long Term Care System (ALTCS), 
Elderly and Physically Disabled (EPD) Actuarial Memorandum 

The purpose of this actuarial memorandum is to demonstrate that the Arizona Long 
Term Care System (ALTCS) Elderly and Physically Disabled (EPD) capitation rates 
were developed in compliance with 42 CFR 438.6(c). It is not intended for any other 
purpose. 

AHCCCS is anticipating implementation of significant reductions to inpatient and 
outpatient hospital reimbursement via rate reductions and adult benefit limitations on 
April 1, 20 1 1. Other provider types may also be impacted by sizeable rate 
reductions. AHCCCS expects that the capitation rates for all affected risk groups 
will be adjusted via a January 1, 201 1 contract amendment to account for the savings 
resulting from these reductions to hospital reimbursement and other possible services. 
A contract amendment including revised rates is anticipated to be submitted to CMS 
for approval no later than December 1,20 10. 

Overview of Rate set tin^ Methodolow: 

The contract year ending 20 1 1 (CYEI 1) rates were developed as a rate update from 
the previously approved contract year ending 2010 (CYE10) capitation rates and 
represent the contract period October 1, 201 0, through September 30, 20 1 1, which is 
twelve months. 

In updating the ALTCS rates, various sources of information were used including 
encounter data, audited and quarterly financial statements, fee for service rate 
adjustments, home based services fee schedule rebase, and changes in placement in 
home and community based services (HCBS). For the trends, a cap amount was set to 
limit the negative and positive trends to reasonable levels. 

Ideally, the experience data should be analyzed by different rate cells which are 
comprised of members with similar risk characteristics. However, segregating the 
ALTCS population into different rate cells would lead to a statistical credibility 
problem due to the statewide disbursement of the relatively small membership base. 
The ALTCS program will have three rate cells: a prospective rate, a prior period 
coverage (PPC) rate and an Acute Care Only rate. Arizona Health Care Cost 
Containment System (AHCCCS) rates for the ALTCS population do not differ by 
gender andlor age, but do differ by Geographical Service Area (GSA). 

The encounter and audited fiancial experience only include ALTCS Medicaid 
eligible expenses for ALTCS Medicaid eligible individuals. Non-covered services 
have been removed from the data. In addition, the experience includes reinsurance 
amounts and share of cost (SOC). 



The general process for the prospective rate calculation involves trending the CYE10 
capitation rates to the midpoint of the effective period, which is April 1, 201 1, and 
applying the mix percentage. The next step involves adjustments for share of cost 
offsets and, if applicable, any program changes. In the final step, the projected 
administrative expenses, riskfcontingency margin and premium tax are added to the 
projected claim per member per month values (PMPMs) to obtain the capitation 
rates. Each step is described in the sections below. There are also separate sections 
describing the PPC population and the Acute Care Only population. Due to 
experience emerging differently than expected AHCCCS continues to perform a 
recalibration of the rate cells as well as some recalibrations of the categories of 
service. The recalibrations were performed by using CYE09 encounter data and 
CYEIO year-to-date (YTD) financial information, trended forward. 

111. Proiected Trend Rates 

The trend analysis includes both the financial and encounter data experiences. 
Financial data experience is from October 2006 through March 2010. Encounter data 
experience is from October 2006 through September 2009. The claim PMPMs were 
computed on a yearly basis and a trend factor was calculated. These encounter and 
financial trend factors were compared with trend rates from sources such as the 
changes to the State's fee-for-service (FFS) schedules and PCs' subcontracted rates. 
The trend rates developed were used to bring the base encounter data to the effective 
midpoint of the contract year. 

The CYE11 cost trends for the Nursing Facility (NF) and Home and Community 
Based Services (HCBS) components were selected from changes to the State's FFS 
schedule effective October 1, 2010 which includes a home based services fee 
schedule rebase. The historical cost trends were selected from past historical 
encounter data, PC financial statements, and changes to the FFS schedules over the 
past few years that are not reflected in the encounter data. Utilization trends for both 
the NF and HCBS components were based on encounter data experience. For the 
Acute Care component, the trends were developed using both the encounter data and 
financial information and future FFS schedule changes. The Case Management trends 
were developed using the AHCCCS Case Management model as well as looking at 
financial data. The trend rates used in projecting the claim costs are identified in 
Table I. 

Table I: Average Annual Trend Rate before Mix and SOC 

Starting October 1, 2008, in accordance with Laws 2008, Chapter 131, AHCCCS 
added coverage for eligible tobacco cessation products which include nicotine 



IV. 

replacement therapy (NRT) and tobacco use medications for eligible Title XIX 
AHCCCS members who wish to stop tobacco use and who are enrolled in a tobacco 
cessation program offered by the Arizona Department of Health Services. This 
program has been effective for almost two years, therefore making it possible to 
review how actual experience matches up with the initial projections. The review is 
based on encounter utilization and costs data for CYE09 and CYElO (YTD). 
AHCCCS determined EPD members were utilizing services at a lesser extent than 
included in last year's projection. Based upon this review AHCCCS is decreasing the 
amount included for tobacco cessation products in the capitation rates. The statewide 
impact to the EPD program for CYE 1 1 is a decrease of approximately $3 1,000. 

Overview of Provider Rates 

HCBS Provider Rates 
As required by Arizona Revised Statutes $36-2959(C), the AHCCCS Administration 
has completed a study of reimbursement rates to ALTCS home-based service 
providers. The last complete study of ALTCS home-based rates was conducted in 
2004-2005 for rates effective October 1,2005. 

The AHCCCS study included analysis of programmatic, capital, administrative and 
indirect; and transportation costs. Cost differences between urban and rural providers 
were also analyzed. Data sources included provider surveys, cost reports, the US 
Bureau of Labor Statistics, the Arizona Department of Commerce, and IHS Global 
Insights. 

This study indicated an aggregate home-based services provider rate decrease of 
2.5%. This results in a savings of approximately $6.7 million over a flat provider rate 
assumption. 

All Other Provider Rates 
State legislation, Laws 20 10, 7th Special Session, Chapter 10, Section 25, mandates 
that ". . .for rates effective October 1, 2010 through September 30, 201 1, (AHCCCS) 
shall not increase the institutional or non-institutional schedule rates above the rates 
in effect on September 30, 2010." This has been factored into the unit cost trends of 
the capitation rates. It is anticipated that Contractors will implement the same or 
similar freeze. 

V. Proiected Gross Claim PMPM 

The CYElO rates reflect the 12-month period of October 1, 2009, through September 
30, 2010, therefore, the midpoint of the CYElO rate period is April 1, 2010. The 
contract period for CYE11 rates is October 1, 2010, throuy& September 30, 201 1, so 
the midpoint is April 1, 201 1. The claims' PMPMs were trended from the midpoint 
of the CYElO rate period to the midpoint of the CYE11 rate period. 



VI. Mix Percentape 

The CYEll combined mix percentages are set using a combination of current 
placement percentages, program growthlsaturation and the number of ALTCS,. 
members. These sources were reviewed by contractor and by county, over an 18- 
month period.'The HCBS and NF placement percentages can be found in Table 11. 

Table II: Combined Mix Percentages Weighted 

GSA 40 (Pinal, Gila) 

GSA 42 (LaPaz. Yuma) 

GSA 44 (Apache, Coconino, Mohave, Navajo) 

GSA 46 (Cochise. Graham. Greenlee) 

GSA 48 (Yavapai) 

VII. State Mandates, Court Ordered Proprams, Program Changes 
and Other Changes 

Impacts of several program changes were incorporated in the CYE11 capitation rates 
due to State and Federal mandates described below. 

Benefit Redesign Change 
Effective October 1, 2010 AHCCCS will be implementing the following benefit 
changes for adult members: 

Eliminate coverage of insulin pumps, percussive vests, bone-anchored 
hearing aids, cochlear implants and orthotics. Supplies, equipment 
maintenance and repair of component parts will remain a covered benefit. 
Eliminate coverage of well visits, microprocessor controlled lower limbs and 
microprocessor controlled joints for lower limbs. 
Eliminate emergency dental except for medical and surgical oral services, 
that can be provided by a physician or dentist, when those services would be 
considered a physician service if furnished by a physician. 
Eliminate services provided by a podiatrist. 

- Limit outpatient physical therapy to 15 visits per contract year. 
Eliminate coverage of certain transplants (pancreas after kidney transplants, 
lung transplants, allogeneic unrelated hematopoietic cell (bone marrow) 
transplants, liver transplants for those with a diagnosis of Hepatitis C, and 
heart transplants for non-ischemic cardiomyopathies). 

For adult members with Medicare, AHCCCS will continue to pay cost-sharing for 
Qualified Medicare Beneficiaries (QMB) when the services noted above are covered 



by Medicare. AHCCCS will not pay cost-sharing for excluded services for non- 
QMB Medicare members. 

The estimated savings for the EPD program is approximately $1.4 million statewide. 

Human Papillomavirus (HPV) Vaccine Administration 
Federal law requires that AHCCCS cover the human papillomavirus (HPV) vaccine 
as part of the EPSDT benefit package for all females aged 11-20. The law was 
recently revised to also include males aged 11-20. For males and females through 
age 18, the vaccine is covered under the Vaccines for Children Program described in 
Section D: Program Requirements of the contract. Contractors are only responsible 
for the administration costs through age 18, but are responsible for both vaccine and 
administration above age 18. In addition, AHCCCS currently covers women aged 2 1- 
26. As of October l ,20 10, AHCCCS will no longer cover women aged 2 1-26. These 
offsetting changes result in no impact to the capitation rates. 

ADHS Regulated Transportation 
In accordance with Laws 2010, 2nd Regular Session, Chapter 86, Section 7, 
AHCCCS will pay 76% of ADHS-regulated ambulance rates approved as of 
September 30, 2010. Ambulance rate increases approved by ADHS from October 1, 
20 10 through September 30,20 1 1 will be reduced by AHCCCS by the amount of the 
authorized increase, not to exceed 5%, per Laws 201 0, 7th Special Session, Chapter 
10, Section 25(B). AHCCCS will pay 76% of these reduced rates. Since ADHS 
continues to approve ambulance rate increases (as requested by providers) throughout 
the contract year, no significant reductions were taken resulting from these 
reductions. 

Institution for Mental Disease (lMD) Waiver and In-Lieu of Services 
Included in the base rates is funding for "in lieu of' services, substituting cost- 
effective alternative inpatient settings in place of more costly inpatient non-specialty 
hospital placements. State approved FFS rates at inpatient non-specialty hospitals are 
approximately 93.5% more expensive than those provided in alternative inpatient 
settings. The proposed capitation rates allow for the provision of services in 
alternative inpatient settings that are licensed by ADHSIALSIOBHL, in lieu of 
services in an inpatient non-specialty hospital, thus no increase to cap rates is 
included. 

VIII. Proiected Net Claim PMPM 

The Nursing Facility and Home and Community Based Services projected gross 
claim PMPMs were adjusted for the mix percentages. The projected gross claims 
PMPMs were then discounted for the recipients7 Share of Cost. The SOC component 
is fully reconciled with each PC. (The reinsurance offset is already included in the 
acute care component of the rates for the EPD population.) 



IX. Administrative Expenses and Risk Contingencv 

The administrative expenses range from 4.5% to 7.8% of medical expenses plus case 
management. The risk contingency is 1% of the total capitation rate, excluding SOC. 

X. Proposed Capitation Rates and Their Impacts 

The proposed capitation rates for the EPD population equal the sum of the projected 
net claim PMPM (in Section VIII) and the projected administrative expenses and risk 
contingency PMPM (in section IX) divided by one minus the two percent premium 
tax. Table 111 shows the proposed capitation rates for the EPD population statewide, 
combining dual and non-dual risk groups. 

Table III: Statewide Projected Net Capitation PMPM EPD Combined 

XI. Acute Care Only Members 

As in prior years, for members who are only eligible for acute care services in the 
ALTCS program, Contractors will be paid the acute care component plus the case 
management and administrative components. Since the reinsurance policy is the same 
for these members as for the other ALTCS members, the same reinsurance offset is 
appropriate. 

XII. Prior Period Coverape (PPC) Rates 

PPC rates cover the period of time from the effective date of eligibility to the day a 
member is enrolled with the Contractor. PPC rates are reconciled to a ten percent 
profit/loss corridor. 

AHCCCS used the actual PPC cost and PPC enrollment data for CYE07, CYEO8 and 
CYE09 as the base in the development of the CYEll  PPC rates. Historical trends 

.were developed and reviewed for appropriateness. Due to the relatively short PPC 
time period, AHCCCS' actuaries analyzed the data by combining rate cohorts or 
geographic regions to enhance statistical credibility when needed. 



XIII. Proposed Capitation Rates and Budpet Impact 

Table IV includes the net capitation rates on a statewide basis for all rate cells as well 
as the estimated budget impact based off of CYE11 projected member months. The 
adjustments impact contractors ranging from -6.6% to 2.3%. Appendix I shows EPD 
rates by county and program contractor. 

Table lV: Proposed Capitation Rates and Budget Impact 



XIV. CMS Rate set tin^ Checklist 

I. Overview of rate setting methodology 

A.A.l.O: Overview of rate setting methodology 

AHCCCS is performing a rate update fiom the previously approved contract year ending 2010 
(CYE10) under 42 CFR 438.6(c). Please refer to Section 11. 

AA.l.l: Actuarial certification 

Please refer to Section XV. 

AA.1.2: Projection of expenditure 

Please refer to Section XIII. 

AA.1.3: Procurement, prior approval and rate setting 

AHCCCS is operating under the Sole Source contracting method. 

AA.1.5: Risk contract 

The contract is an at risk contract. 

AA.1.6: Limit on payment to other providers 

AHCCCS makes no additional payment to the providers, except for Disproportionate Share 
Hospital (DSH), Graduate Medical Education (GME) and Critical Access Hospitals. GME is 
paid in accordance with state plan. DSH and Critical Access Hospital payments are paid in 
accordance with Waiver Special Terms and Conditions. None of the additional payments to 
the providers were included in the capitation calculation. 

AA.1.7: Rate modification 

Please refer to Sections 111, N, VI, VII, VIII, XI, XII, and XIII. 



XV. Actuarial Certification of the Capitation Rates: 

I, Windy J. Marks, am an employee of Arizona Health Care Cost Containment 
System (AHCCCS). I am a Member of the American Academy of Actuaries and a 
Fellow of the Society of Actuaries. I meet the qualification standards established by 
the American Academy of Actuaries and have followed the practice standards 
established from time-to-time by the Actuarial Standards Board. 

The rates were developed using generally accepted actuarial principles and practices 
and are considered to be actuarially sound. The rates were developed to demonstrate 
compliance with the CMS requirements under 42 CFR 438.6(c) and are in 
accordance with applicable laws and regulations. The rates are appropriate for the 
Medicaid populations covered and Medicaid services to be furnished under the 
contract. The rates may not be appropriate for any other purpose. The documentation 
has been included with this certification. The actuarially sound capitation rates that 
are associated with this certification are effective for the twelve-month period 
beginning October I ,  20 10. 

The actuarially sound capitation rates are a projection of future events. It may be 
expected that actual experience will vary from the values,in the rates. 

In developing the actuarially sound capitation rates, I have relied upon data and 
information provided by the Program Contractors and the AHCCCS internal 
databases. I have accepted the data without audit and have relied upon the Program 
Contractors auditors and other AHCCCS employees for the accuracy of the data. 

This actuarial certification has been based on the actuarial methods, considerations, 
and analyses promulgated from time to time through the Actuarial Standards of 
Practice by the Actuarial Standards Board. 

0@/3L'l6 
Date 

Fellow of the Society of Actuaries 
Member, American Academy of Actuaries 





APPENDIX I 

Pinal Acute and PPC 

AHCCCS Capitation Calculation 
For Rates - Pinal LTC CYE 11 

Rates Effective October 1, 201 0 
Rate Cells 

Acute Care Only 

Prior Period Coverage 

-ma 
- I % +  i:pyn#g[dl&3 -& , .M-da  

$ 624.32 

$ 995.40 

Rates include premium tax 
Rates are the same for Dual and Nondual members 



APPENDIX I 

Combine Member Rates - Bridgewav CYE 11 

Service Category 

Bridgeway GSA 42 EPD 



Bridgeway GSA 42 Acute and PPC 

AHCCCS Capitation 
Calculation For Rates - 

Bridaeway CYE 11 Rates 
Effective October 1, 2010 

Rate Cells 

Acute Care Only 

Prior Period Coverage 

8 r- 9 a - 8 8  

&e-a"d,Yyma)$2' 2 - f  1 
$ 466.31 

$ 995.40 

Rates include premium tax 
Rates are the same for Dual and Nondual members 
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Service Category 

Evercare GSA 44 EPD 



APPENDIX I 

Evercare GSA 44 Acute and PPC 



APPENDIX I 

Service Category 

ase Management 

l ~ a t e s  are the same for Dual and Nondual members 

Cochise EPD 



APPENDIX I 

For Rates - 

Cochise Acute and PPC 



APPENDIX I 

AHCCCS Capitation Calculation For Rates - 
Combine Member Rates - Yavapai LTC CYE 11 

Service Category 

Yavapai EPD 



APPENDIX I 

Calculation For Rates 

Yavapai Acute and PPC 



APPENDIX I 

AHCCCS Capitation Calculation For Rates - 
Combine Member Rates - Pima LTC CYE I 1  

Service Category 

Pima EPD 



APPENDIX I 

AHCCCS Capitation Calculation 
For Rates - Pima LTC CYE 11 

Pima Acute and PPC 
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Service Category 

RiskIContingency 

Bridgeway GSA 52 EPD 



Bridgeway GSA 52 Acute and PPC 



APPENDIX I 

Evercare GSA 52 EPD 

Service Category 

RiskIContingency 
Net Capitation 
Premium Tax (98% of Final Cap) 
Met Cap wl Premium Tax 

$ 34.24 
$ 3,458.57 
$ 70.58 
$ 3,529.15 

Rates are the same for Dual and Nondual members 



APPENDIX I 

Calculation For Rates - 
Ewercare CYE 11 Rates 

Rates include premium tax 

Evercare GSA 52 Acute and PPC 



APPENDIX I 

Rates Effective October 1, 2010 

Service Category 

Mercy Care EPD 



APPENDIX I 

Capitation Calculation For 
Rates - Mercv Care CYE 11 
Rates Effective October 1, 

Rates include premium tax 

Mercy Care Acute and PPC 
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Service Category 

SCAN EPD 



APPENDIX I 

SCAN Acute and PPC 
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DATE:  September 29, 2010 
 
TO:  Senator Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Leatta McLaughlin, Principal Fiscal Analyst 
 
SUBJECT: Arizona Board of Regents - Review of FY 2011 Tuition Revenues 
 
Request 
 
The Arizona Board of Regents (ABOR) requests Committee review of its expenditure plan for tuition 
revenue amounts greater than the amounts appropriated by the Legislature and all non-appropriated 
tuition and fee revenue expenditures for the current fiscal year.  This review is required by the FY 2011 
General Appropriation Act.   
 
Recommendation 
 
The Committee has at least the following 2 options: 
 
1. A favorable review. 
 
2. An unfavorable review.   
 
Total FY 2011 tuition and fee collections are projected to be $1.26 billion, or $144.7 million higher than 
FY 2010.   
 
Appropriated FY 2011 tuition collections are estimated to be $771.8 million.  This amount is $60.0 
million above the FY 2011 budget and $87.5 million above FY 2010.  The universities primarily plan on 
using the additional $60.0 million in their operating budgets for enrollment growth funding and other 
instructional planning priorities, including faculty promotion and retention and backfilling prior year 
General Fund budget reductions.  To a lesser extent, these monies will also cover miscellaneous academic 
and support planning priorities.   
 
 
 

(Continued) 
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Non-appropriated locally retained tuition and fees for FY 2011 are estimated at $486.5 million, $57.2 
million higher than FY 2010.  Statute allows the universities to retain a portion of tuition collections for 
expenditures, as approved by ABOR.  These “locally” retained tuition monies are considered non-
appropriated.  Any remaining tuition collections are then submitted as part of each university’s operating 
budget request and are available for appropriation by the Legislature.  
 
Analysis 

Appropriated Tuition 
Attachment 1 shows ABOR changes to resident and non-resident undergraduate tuition from FY 2010 to 
FY 2011.  ABOR policy is to set undergraduate resident tuition at the top of the bottom one-third of all 
senior public universities.   
 
Table 1 displays FY 2010 and FY 2011 General Fund and tuition/fee monies for the Arizona University 
System.  The FY 2011 budget includes $711.8 million in appropriated tuition monies, which reflects 
tuition growth from new students but not tuition rate increases.  The higher tuition rates generated $60.0 
million more in appropriated monies than budgeted, for a total of $771.8 million.  The universities have 
set aside $486.5 million of the $1.26 billion for non-appropriated purposes. 
 
In total, General Fund and tuition/fee resources will increase by $144.7 million from $1,986.7 million in 
FY 2010 to $2,131.4 million in FY 2011 after the tuition/fee increase.   
 
 

Table 1 
Arizona University System 

FY 2010 and FY 2011 General Fund and Tuition/Fee Revenues  
(in Millions) 

    

 
FY 2010 

FY 2011 Before 
Tuition Increase 

FY 2011 After 
Tuition Increase 

Appropriations    
General Fund $   873.1 1/ $   873.1 $   873.1  
Tuition/Fees     684.3     711.8      771.8 
   Subtotal $1,557.4 $1,584.9 $1,644.9 
    
Non-Appropriated    
Tuition/Fees $   429.3 $   429.3 2/ $   486.5 
    
   TOTAL $1,986.7 $2,014.2 $2,131.4 
    
____________ 
1/   This base amount has been adjusted to include the $100 million previous 
  year payment deferral. 
2/   The non-appropriated amounts were kept the same as FY 2010 because at 
  the time of publishing, the FY 2011 amounts had not been submitted. 

 
Tables 2 and 3 present FY 2011 appropriated and non-appropriated estimates of ABOR’s tuition and fee 
revenues and resulting additional revenues by campus.  Table 2 shows that of the $60.0 million in 
additional appropriated tuition, Arizona State University (ASU) received $24.8 million, Northern Arizona 
University (NAU) $3.2 million, and the University of Arizona (UA) $32.0 million.  Table 3 shows that of 
the $57.2 million in additional non-appropriated tuition and fees, ASU received $23.9 million, NAU $6.8 
million, and UA $26.5 million.                                                                                                    

(Continued) 
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Table 2 

Arizona University System 
FY 2011 Appropriated Tuition/Fee Revenues by Campus 

    

Campus 
FY 2011 

Appropriation 
FY 2011 After 

Tuition Increase Additional Tuition 
ASU-Tempe/DPC $334,243,300 $353,023,900 $18,780,600 
ASU-East 30,792,200 34,329,400 3,537,200 
ASU-West 26,906,800 29,399,800 2,493,000 
NAU 78,308,200 81,510,100 3,201,900 
UofA-Main 219,265,500 248,253,300 28,987,800 
UofA-Health Sciences Center    22,259,200    25,258,200   2,999,000 
   Total $711,775,200 $771,774,700 $59,999,500 

 
 

Table 3 
Arizona University System 

FY 2010 & FY 2011 Non-Appropriated Tuition/Fee Revenues by Campus 
    

Campus 
FY 2010 Non-
Appropriated 

FY 2011 After 
Tuition Increase Additional Tuition 

ASU-Tempe/DPC $179,311,500 $198,910,300 $19,598,800 
ASU-East 9,507,600 11,164,700 1,657,100 
ASU-West 19,001,600 21,695,000 2,693,400 
NAU 61,695,700 68,418,200 6,722,500 
UofA-Main 158,120,400 183,685,600 25,565,200 
UofA-Health Sciences Center     1,662,600     2,594,500      931,900 
   Total $429,299,400 $486,468,300 $57,168,900 

 
 
Table 4 provides some information on the uses of additional appropriated tuition revenues by university.  
Attached, ABOR has provided further detail. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

(Continued) 
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Table 4   
Arizona University System 

Use of Additional Appropriated Tuition/Fee Revenues by Campus 
   

  $ in Millions 
ASU Backfill for Prior Year General Fund Cuts $  4.5 
 College/School Support from Special Program Fees 3.9 
 Enrollment Growth & General Education Support 8.5 
 Promotion, Retention & Faculty Investments 4.1 
 Enrollment and Transfer Students Services Support 1.6 
 Academic Advising, Enrollment Services & Classroom Support 0.5 

 
ERE, Utilities & Operation & Maintenance (O&M) Inflation & 
Cost Increases 

  1.7 

  Subtotal  $24.8 
   

NAU Faculty Promotion $  0.1 
 Advising, Retention, & Joint Admissions 0.6 
 Undergraduate Enrollment Course Support 2.0 
 College/School Support from Special Program Fees   0.5 
  Subtotal  $  3.2 
   
UA Enrollment Growth and General Education Support $15.4 
 College of Medicine Tucson Marginal Tuition 2.0 
 College of Medicine Phoenix Marginal Tuition 1.6 
 Support to Colleges from Differential Tuition Revenue 4.6 
 Local Account Operating Support 1.4 
 Employee Benefits, Utilities & O&M   7.0 

  Subtotal 
 

$32.0 

    TOTAL $60.0 
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Attachment 1 
 
 

 
Arizona University System 

FY 2010 to FY 2011 Undergraduate Tuition and Fees Changes 1/ 
    
 Resident 2/  Non-Resident  2/ 

  
FY 2010 3/ FY 2011 $ Change % Change  FY 2010 3/ FY 2011 $ Change % Change 

ASU-Tempe/DPC  $6,159 to 
 $6,840 

 $6,942 to 
 $8,128 

 $783 to 
 $1,288 

12.7% to 
18.8% $19,625  $20,592 $967 4.9% 

         

ASU-East/West  $5,933 to 
 $6,840 

 $6,708 to 
 $8,128 

 $775 to 
 $1,288 

13.1% to 
18.8% $19,625  $20,592 $967 4.9% 

         

NAU  $5,681 to 
 $6,627 

 $5,848 to 
 $7,667 

 $167 to 
 $1,040 

2.9% to 
15.7% 

$16,631 to 
$17,854 

$17,764 to 
 $20,067 

$1,133 to 
$2,213 

6.8% to 
12.4% 

         

NAU-Distance Ed.  $5,583  $6,131  $548 9.8% $16,289  $17,264 $975 6.0% 
         

UofA-Main/HSC  $6,842  $8,237  $1,395 20.4% $22,251  $24,596 $2,345 10.5% 
         

UofA–South  $5,963  $6,652  $689 11.6% $22,193  $24,382 $2,189 9.9% 
____________          
1/ The amounts represent combined full-time tuition for fall and spring semesters, as well as mandatory fees.  Undergraduates must take at least 12 credit 

hours to qualify for full-time status.  Mandatory fees include AFAT and student recreation charges, but do not include special class or program fees.  A 
new economic recovery surcharge fee will be charged for FY 2010 only. 

2/ NAU provides a guaranteed tuition rate for each resident cohort.  ASU did provide a guaranteed tuition rate that included a 5% cap on base tuition 
increases each year, however, they increased tuition by more than 5% for FY 2011.  UA has no tuition guarantee. 

3/ These amounts include the economic recovery surcharge.  The following economic recovery surcharges will be charged:  ASU Resident $510, ASU 
Non-Resident $710, NAU Resident $350, NAU Non-Resident $450, UA Resident $766, and UA Non-Resident $966. 
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DATE:  September 29, 2010 
 
TO:  Senator Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Marge Zylla, Fiscal Analyst 
 
SUBJECT: Attorney General - Review of Allocation of Settlement Monies 
 
Request 
 
The FY 2011 General Appropriation Act (Laws 2010, Chapter 1) contains a footnote that requires Joint 
Legislative Budget Committee (JLBC) review of the expenditure plan for settlement monies over 
$100,000 received by the Office of the Attorney General (AG), or any other person on behalf of the State 
of Arizona, prior to expenditure of the monies.  Settlements that are deposited in the General Fund 
pursuant to statute do not require JLBC review.   
 
This request is for review of a total of $809,500 from 2 settlements:  1) a $300,000 allocation resulting 
from mediation as part of ongoing Average Wholesale Price (AWP) litigation with pharmaceutical 
companies, of which $273,000 will be deposited into the Consumer Protection-Consumer Fraud 
Revolving Fund; and 2) a $509,500 settlement with several vitamin manufacturers, $50,900 of which will 
be deposited into the Antitrust Enforcement Revolving Fund and $458,500 that will be distributed to the 
Arizona Association of Food Banks (AAFB).  
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the allocation plans from the 
AWP settlement agreements with Johnson and Johnson Healthcare Systems, and the allocation plans from 
the vitamin manufacturers’ settlement.  The allocation plans are consistent with A.R.S. § 44-1531.01, 
which relates to the distribution of monies recovered as a result of enforcing consumer protection or 
consumer fraud statutes, and A.R.S. § 41-191.02, which relates to the distribution of monies recovered as 
a result of antitrust enforcement. 
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Analysis 
 
Average Wholesale Price (AWP) Litigation: Johnson and Johnson Healthcare Systems 
 
In September 2009, February 2010, and August 2010, the Committee favorably reviewed allocations 
totaling $2,080,000 from AWP litigation, $1,882,900 of which was deposited into the Consumer Fraud 
Revolving Fund. 
 
The AWP of prescription drugs was a widely used benchmark for pricing prescription drugs, determining 
reimbursement levels for healthcare providers under Medicare and Medicaid programs, and establishing 
payment amounts due from insurers and consumers under Medicare and private insurance.  In December 
2005, the AG filed suit against several pharmaceutical manufacturers alleging that the companies reported 
inaccurate prices to trade publications, which led to inflated reimbursement rates.   
 
The State of Arizona and some additional pharmaceutical companies (Johnson and Johnson Healthcare 
Systems; Janssen, L.P.; Janssen, Inc.; Centocor-Ortho-Biotech, Inc.; Ortho-Biotech, Inc.; Ortho-McNeil-
Janssen, Inc.) have reached an agreement that requires the defendants to pay $300,000 to Arizona.  Of the 
total, $27,000 will go toward outside counsel attorney fees.  The remaining $273,000 will be deposited 
into the Consumer Protection-Consumer Fraud Revolving Fund to support consumer fraud investigations, 
consumer education, and enforcement of the Consumer Fraud Act.  The settlement does not acknowledge 
any wrongdoing on the part of the pharmaceutical companies. 
 
The lawsuit involving the remaining pharmaceutical companies is still ongoing, as are other AWP cases 
from different states and a nationwide class action suit that includes Arizona consumers.  When the 
settlements receive final court approval, Arizona consumers will have the opportunity to submit claims 
for reimbursement. 
 
Vitamin Manufacturers Settlement:  Akzo Nobel Inc., et al. 
 
Arizona, along with 21 other states and the District of Columbia, entered into a settlement with the 
vitamin manufacturers based on antitrust violations including fixing prices of vitamins and vitamin 
products.  The total nationwide settlement amount is about $25.0 million, which has been divided equally 
into a consumer pool and a commercial pool, then distributed among the 21 states and the District of 
Columbia.   
 
Arizona’s share of the consumer pool is $509,500.  Of this amount, $50,900 will be deposited into the 
Antitrust Enforcement Revolving Fund for attorneys’ fees and costs.  The remaining $458,500 will be 
distributed to the AAFB for food bank program services, in accordance with the settlement’s directive 
that the funds be used by a not for profit enterprise for the improvement of health and/or nutrition of the 
state’s citizens.   
 
The commercial pool funds will be proportionally transferred to businesses based on each business’ 
validated claims.   
 
RS/MZ:mt 
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DATE:  September 29, 2010 
 
TO:  Senator Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Ted Nelson, Assistant Fiscal Analyst 
 
SUBJECT: Government Information Technology Agency - Review of the Arizona Public Safety 

Communication Advisory Commission  
 
Request 
 
Pursuant to A.R.S. § 41-3542C, the Government Information Technology Agency (GITA) has submitted 
for review its FY 2010 fourth quarter report of expenditures and progress for the statewide 
interoperability design project.  GITA’s Public Safety Interoperable Communications Office (GITA-
PSIC) has also submitted its plan for the use of $2.2 million in FY 2007-2008 anti-racketeering funds. 
 
Recommendation 
 
The Committee has at least the following 2 options: 
 
1. A favorable review of the department’s FY 2010 fourth quarter report as well as their plan for use of 

$2.2 million in anti-racketeering funds. 
 
2. An unfavorable review of the department’s submission. 
 
The JLBC Staff also recommends that the Committee next review the project after the fourth quarter of 
FY 2011.  This next report would focus on their accomplishments throughout FY 2011. 
 
FY 2010 expenditures totaled $488,100 of the $756,700 in FY 2010 appropriated funding.  
 
There were no FY 2010 expenditures from the $2.2 million of non-lapsing Anti-Racketeering Fund 
monies designated for the detailed design of the long-term interoperability solution.  
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(Continued) 

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.  
 
Activities 
In the fourth quarter of FY 2010, the PSCC continued working on a list of strategic initiatives to be 
included in the Statewide Communications Interoperability Plan (SCIP).  This plan provides coordination 
between agencies, specifies technical objectives, designs training and exercise programs, ensures outreach 
to communities regarding available interoperable resources, and establishes standard operating procedures 
for communication.   
 
In previous quarters the PSCC expanded its short-term solution, Arizona Interagency Radio System 
(AIRS) to 33 sites that cover every county except La Paz County.  In the fourth quarter PSCC approved a 
request from the State Forester to be added to AIRS and completed development of training for the AIRS 
system.  AIRS allows a single conversation among multiple users in a geographical area.  The PSCC 
describes this functionality as “basic interoperability” for first responders.  Full-scale interoperability 
would permit different conversations on multiple channels.   
 
Expenditures 
Through the fourth quarter of FY 2010, the PSCC expended $488,100 for operating costs associated with 
3 filled FTE Positions and 3 contracted positions.  The PSCC also utilized $202,800 in federal homeland 
security grants to help advance interoperable communications in Arizona.  A total of $288,600 remains in 
allocated funds as of the close of the fourth quarter of FY 2010, in addition to $2,200,000 in non-lapsing 
funds from the Anti-Racketeering Fund.  A footnote in the 2008 General Appropriation Act specifies 
legislative intent to use the Anti-Racketeering funds for the detailed design of a long-term interoperability 
solution.  Prior to expending these monies, GITA is required to submit expenditure plans to the Joint 
Legislative Budget Committee for review.   
 
Anti-Racketeering Funds 
In FY 2007, the Legislature appropriated $2.2 million of Anti-Racketeering funds to produce a “detailed 
design of the long-term interoperability solution.”  Citing a lack of funding for the full implementation of 
such a design and existing needs for the money, PSCC has proposed to use these monies instead to 
expand the existing Yuma Regional Communications System (YRCS) network in the 4 border counties.  
The YRCS allows for different conversations to take place on multiple channels but requires a specific 
transmitter for use.  The PSCC estimates this expansion will increase coverage by 6,500 square miles.  
Table 1 shows the proposed expenditures for the expansion. 
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Table 1 

Anti-Racketeering Expenditure Plan 
    

State Agency Interoperability   
Site Equipment 6 sites (5 Channel Sites) $   960,000 
Antennas at 6 sites with coax and connectivity 35,000 
Install materials 6 sites includes antenna install and optimization 120,000 
Spares Kit for DPS 25,000 
Equipment for State EOC and other strategic connections 25,000 
   

Local Agency Interoperability and Expansion  
Software system upgrade for master controller $   790,000 
Hardware system upgrade for site servers 100,000 
Training, travel, materials 80,000 
PSAP Control stations 10       65,000 
   Total $2,200,000 

 
 
Table 2 displays expenditures for FY 2010. 
 

 
RS/TN:sls 
 
 

Table 2 
  Quarterly Expenditures  

 

FY 2010 
Funding 
Available 

 
 
FY 2010 Q1 

 
 
FY 2010 Q2 

 
 
FY 2010 Q3 

 
 
FY 2010 Q4 

 
FY 2010 Total 
Expenditures 

 
Remaining 

Balance 
Personal Services $474,400 $  94,000 $  88,400 $67,700      $60,800 $310,900 $163,500 
Employee Related Expenditures 142,500 55,200 16,700 12,800 11,600 96,300 46,200 
Professional & Outside Services 31,000 18,000 (17,100)   900 30,100 
Travel - In State 5,000 1,200 200 1,300 1,500 4,200 800 
Travel - Out of State 5,000 700 800 100 1,100 2,700 2,300 
Other Operating Expenditures 89,600 8,300 35,200 7,600 19,200 70,300 19,300 
Non-Lapsing Expenditure Authority         
Equipment     9,200                                                   2,800       2,800       6,400  
   Total Operating Expenditures $756,700   $177,400   $124,200  $89,500 $97,000  $488,100  $268,600 
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DATE:  September 29, 2010 
 
TO:  Senator Russell Pearce, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Juan Beltran, Senior 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.  The Arizona Department of Administration 
(ADOA) recommends a continuation of the current $10,000 deductible and requests Committee review of 
this request.   
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of continuing the deductible at 
its current $10,000 statutory cap. 
 
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.   
 
ADOA may charge a $10,000 deductible for each claim of $150,000 or more unless the agency 
implements an ADOA approved plan to limit or eliminate similar future losses.  ADOA may also impose 
the deductible in cases where there has been a significant violation of agency policy and procedures 
following a claim of $150,000 or more.  ADOA maintains the right to waive any deductible for just cause 
or in the best interest of the state.  If a deductible is assessed, ADOA assesses it after payment of a 
settlement or judgment and the actual payment of the deductible is deferred until the final settlement has 
been reached. 
 
Prior to FY 2007, ADOA had never imposed the deductible.  The deductible has been assessed 3 times 
since then, once in FY 2007, once in FY 2008, and once again in FY 2009.  ADOA did not assess the 
deductible in FY 2010. 
 
RS/JB:sls 
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