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AGENDA
Call to Order
Approva of Minutes of September 19, 2002.
DIRECTOR'S REPORT (if necessary).

EXECUTIVE SESSION

A.  Arizona Department of Administration, Risk Management Services - Consideration of
Proposed Settlements under Rule 14.

B. Depatment of Corrections - Review of Negotiated Private Prison Rates.

C. Department of Revenue - Consider Approva of Ladewig Expenditure Plan under A.R.S. §
38-431.03.

JLBC STAFF - Review of Cdculation of Inflation for Transaction Privilege Tax County
Withholding.

BOARD OF REGENTS - Review of Expenditure Plan for Additional FY 2003 Tuition Revenues.

DEPARTMENT OF HEALTH SERVICES - Review of Expenditure from the Vital Records
Electronic Systems Fund.

DEPARTMENT OF ECONOMIC SECURITY - Adjustments to General Assistance Program -
For Information Only.*

ARIZONA DEPARTMENT OF ADMINISTRATION - Bimonthly Report on the
Implementation of Self-Insurance for State Employee Health Insurance.

ARIZONA DEPARTMENT OF ADMINISTRATION/GOVERNMENT INFORMATION
TECHNOLOGY AGENCY - Report on HRMS Replacement Project.

*  Committee vote would occur a the November meeting.
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7. AHCCCS - Report on Cost Sharing Measures.

8. REPORT ON RECENT AGENCY SUBMISSIONS

Board of Accountancy - Report on Plan to Reconcile Budget.

AHCCCS - Report on Medicaid in Public Schoal Initiative Services Reimbursement.
Department of Economic Security - Bimonthly Report on Children Services.
Department of Emergency and Military Affairs - Report on Declared Emergencies.
Game and Fish Department - Report on Game and Fish Publications Revolving Fund.
Department of Health Services - Report on Transfer Allocation.

JLBC Staff - Report on Analysis of Fee Equity.

Department of Juvenile Corrections - Report on Overtime, Turnover, and Travel Stipend.
State Parks Board - Report on Park Operating Expenditures.

—IOMMOO®W>

The Chairman reserves the right to set the order of the agenda.
10/17/02

Peoplewith disabilities may request accommodations such asinter preters, alternative formats, or assistance with physical accessibility.
Requestsfor accommodations must be madewith 72 hoursprior notice. |f you require accommodations, please contact the JLBC Office
at (602) 542-5491.
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MINUTES OF THE MEETING

JOINT LEGISLATIVE BUDGET COMMITTEE
September 19, 2002

The Chairman called the meeting to order at 9:42 a.m., Thursday, September 19, 2002, in Senate Appropriations Room 109.

The following were present:
Members: Senator Solomon, Chairman
Senator Arzberger

Senator Bee

Senator Bennett

Senator Brown

Senator Cirillo

Senator Rios

Absent: Senator Bundgaard

Staff: Richard Stavneak, Director
Jason Hampton

Tim Sweeney

Others: Cynthia Odom
Phyllis Biedess
Mark Hoyt

Tom Betlach
Charles Ryan
Joy Hicks
Debbie Johnston
Tracy Wareing

APPROVAL OF MINUTES

Representative Knaperek, Vice-Chairman
Representative Burton Cahill
Representative Pearce

Representative Pickens

Representative Allen
Representative Gray
Representative May
Representative Weason

Cheryl Kestner, Secretary
Brad Regens

Attorney General’s Office
AHCCCS

William Mercer
AHCCCS

Prison Operations, ADC
House of Representatives
Senate

Attorney General’s Office

Senator Solomon moved that the minutes of August 22, 2002 be approved. The motion carried.

EXECUTIVE SESSION

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

At 9:45 a.m. the Joint Legislative Budget Committee went into Executive Session.

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




At 9:57 a.m. the Committee reconvened into open session.

Representative Knaperek moved that the Committee approve the recommended settlement proposal by the Attorney
General's Office in the case of Aguirre v. State. The motion carried.

BOARD OF TECHNICAL REGISTRATION - Consider Approval of Transfer of Appropriations.

Mr. Jason Hampton, JLBC Staff, stated that this item was to correct a technical budgeting error. The amount of $35,400 was
intended for the Board of Technical Registration’s Personal Services allocation instead of their Employee Related
Expenditures allocation. The Board has a Modified Lump Sum and as a result must come before the Committee to transfer
monies between the Personal Services and the Employee Related Expenditures line items. The JLBC Staff recommends this
transfer.

Representative Knaperek moved that the Committee approve the transfer of $35,400 from the Arizona Board of Technical
Registration’s allocation from Employee Related Expenditures into Personal Services for FY 2003. The motion carried.

AHCCCS - Review of Capitation Rate Changes.

Mr. Tim Sweeney, JLBC Staff, said the Arizona Health Care Cost Containment System (AHCCCS) is required to report
capitation and fee-for-service inflationary rate increases with a budgetary impact to the Committee for its review prior to
implementation.

JLBC Staff presented 2 options for the Committee to consider on this item. First, the Committee may choose to favorably
review these capitation rate changes. Based on actuarial analysis, capitation rate inflation has been set at an average of 4.2%.
The current FY 2003 budget assumed the average inflation rate would be 5.2%. JLBC Staff estimates that these lower
inflation rates will produce a savings of approximately $4.3 million in FY 2003. AHCCCS is concerned that rates below
these levels will negatively affect next year’s negotiations with the health plans for new contracts.

The second option is to defer review until plans for addressing the state’s FY 2003 General Fund shortfall become clearer.
While the proposed rates are within budgeted levels, they provide a 4% inflation adjustment when the Governor is asking
state agencies for plans to reduce spending by 10%. Additionally, the Committee may choose to reconsider these capitation
rates in light of a potential $10 million to $20 million shortfall in the AHCCCS budget due to caseload growth. While the
proposed 4.2% rate may generate $4.3 million to meet this shortfall, there is no current plan for meeting the remaining
funding gap.

Representative Knaperek asked what the downside was of deferring this action.

Ms. Jennifer Vermeer, Assistant Director, JLBC Staff, said the capitation rates are required by our waiver to be actuarially
sound and 4.2% is the number that was identified by the actuary.

Ms. Phyllis Biedess, Director, AHCCCS, stated that they are putting together some potential policy areas that the Legislature
can look at in order to achieve some reductions in state government and in AHCCCS. However, AHCCCS strongly believes
that this particular area is not an area that they can afford to have diminished in any fashion. AHCCCS rates are required by
the federal government to be actuarially sound, and if they are not the federal government has an option to withhold the
federal match. In FY 2002 AHCCCS received, on the program side, $2 billion from the federal government, and that is the
amount of money that is potentially in jeopardy. In recent months 3 states have been sued by plans for unsound rates. One
case is still pending, but in the other 2 instances the action went against the state, and in some cases with great penalties.

In the last 1'% years with the passage of the Balanced Budget Act the federal government has stepped up its review and on-
site overview of what is actuarially sound. Increases for the commercial side have been in the double digit area. In Arizona
the state employee’s contract was increased by 19%. Overall, in the western region it increased 14%. For other state
Medicaid plans their increases were anywhere from 6% to 10%. Arizona is below that rate.

Senator Solomon stated that she and Representative Knaperek discussed delaying the increase and paying it retroactively and
asked if that would cause problems.

Ms. Biedess said that AHCCCS has a number of small plans in which cash flow would be a problem for them. They are
paying out additional dollars beyond what their cap rate covers. In addition, it would risk greater federal oversight. The
federal government will be looking at any rates that are being delayed or are not actuarially sound.
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Mr. Mark Hoyt, Senior Actuary, William Mercer, said the rates are matched to time periods, meaning “the payment matches
the risk.” The rates are calculated on a contract year basis which starts October 1. If they do not receive the rates beginning
on October 1 then the rates would not match the risk that they take on at that point in time.

Representative Knaperek asked what the result would be if they were to approve the rate increase but ask the plans not to
actually be paid the difference until January.

Mr. Hoyt said there is probably a legal issue which he could not address. From an actuarially soundness point of view if you
provided interest to recognize the difference in the timing of when they received the funds then they would be on an equal
basis.

Mr. Tom Betlach, Deputy Director, AHCCCS, questioned what the state would gain by deferring implementation to January
1. There would still be a cost with the same fiscal impact for FY 2003. Nothing would be saved but it would lead to
uncertainty with regards to the plans and whether or not they are going to get the increase. It would add legal uncertainty in
terms of lawsuits and lead to federal uncertainty.

Representative Knaperek said they are possibly facing a Special Session where they would be trying to find ways to deal with
the budget shortfall. What the Committee is trying to do is have an actuarially sound rate. They do not want to put
themselves in jeopardy for lawsuits, but it would put off part of the problem until they come back in regular session. This
could not be done without the cooperation of the providers.

Senator Cirillo stated that Mr. Hoyt said he had certified to the Centers for Medicare and Medicaid Services (CMS) that the
rates were done and they were actuarially sound. He asked if they were to change that now would he be obligated to go back
to CMS and tell them that changes that had been made.

Mr. Hoyt said the he would be obligated to inform CMS of any changes.

Senator Bennett asked Mr. Hoyt to explain the use of ranges when they are configured in the actuary rates, and do they pick a
midpoint when they have range issues.

Mr. Hoyt said they do not always pick a midpoint, but they do establish rate ranges for acceptable bids from the health plan.
The plans bid rates during competitive renewals. They are required to bid inside the rate range that is established by William
Mercer, which is used by the state to evaluate bids. Plans are paid different rates but it should line up with where they bid 5
or 6 years ago. Not everyone’s rates are increased by the same amount.

Senator Bennett asked what the major components are of the inflation adjustment from one year to another. In the company
documentation there was reference to a 4% adjustment, 3.5% due to medical trends, and 0.5% due to enrollment choice trend.

Mr. Hoyt said the largest rate of increase for services was hospital, pharmacy, and physicians. There is a separate
measurement for the rate of trend for pharmacy. Hospitals are seeing higher rates of increase right now than they have in the
recent past, and physicians seem to be relatively flat.

Discussion continued on AHCCCS capitation rates.

Senator Bee moved that the Committee defer review of the capitation rates until the October 1 report from the Centers for
Medicare and Medicaid Services is available for the Committee’s consideration.

Representative Pickens made a substitute motion that the Committee give a favorable review to a 4.2% increase in Acute
Care and Proposition 204 regular capitation rates, a 4.4% increase in Acute Care and Proposition 204 prior period rates,
and a 3.4% increase in Arizona Long-Term Care System capitation rates. The substitute motion carried.

DEPARTMENT OF CORRECTIONS (ADC) - Review of Private Prison Request for Proposal (RFP).

Mr. Brad Regens, JLBC Staff, stated that this item is a request by ADC for review of a private prison RFP that was issued by
the department in August 2002. The department released an RFP for 1,400 private beds, the first 400 to be ready for
operation in March 2003. The last 1,000 to be ready in October 2003. By statute, whenever the department releases an RFP
for beds they need to come to the Committee for review. The Committee can suggest modifications to the RFP but the
Committee does not look at the bids or the final contract.



-4

The JLBC Staff presented 2 options for this item. The first was to provide a favorable review. This would allow the
department to proceed as scheduled which is to award the contract at the end of October and have those beds ready by
March. It would also allow the department to address a portion of its bed shortfall. The second option is to defer review and
take this issue up at a later date when the Legislature has had a better chance to look at some solutions to the current budget
shortfall. There is approximately $2.5 million that has been appropriated to the department from the Corrections Fund for
these beds in FY 2003. A deferral would keep the option open to use those monies in a different fashion. Depending on
when the Committee decides to look at this issue again, it could affect the ability of a contractor to provide the beds
according to the schedule.

Senator Solomon asked what the consequences are of not having those beds available in March.

Mr. Regens said that when the Legislature provided the department with monies they were to keep the overall bed deficit at
less than 2,500. Currently, the department is operating with a deficit of about 3,600. One reason the deficit is greater than
2,500 at this time is that the change in legislation for good-time credits does not become effective until the end of October.
As a result, there are approximately 700 inmates that were projected to be released in August that are still in the prison
system. These beds are part of the plan, along with good-time credits, to keep the deficit under 2,500 beds.

Representative Knaperek asked Mr. Regens to explain good-time credits.

Mr. Regens said good-time credits relate to Arizona’s Truth in Sentencing laws, which requires an individual to serve a
minimum of 85% of their sentence. For every 6 days of good behavior an inmate gets one day of credit. The statute when
Truth in Sentencing was initially passed included jail time towards overall sentences but it did not include jail time towards
the calculation of good-time credit.

Chuck Ryan, Deputy Director of Prison Operations, ADC, distributed a handout showing where the department is today.

The department has 29,668 inmates in the prison system with a 25,964 designated bed capacity. ADC’s growth has been

184 inmates for the past 3 months. The projections that were adopted this last session are at 200 inmates through the end of
September and 118 inmates from October of this calendar year through 2006. There are a number of bed strategies being
worked on, however, they are all not coming to fruition. The challenge is that they are not able to recruit staff to fill those
positions. In terms of the contracted beds, they have filled the 250 emergency beds in 3 private prisons as a result of contract
language that existed with those vendors. The Legislature also authorized 229 temporary county jail beds for 6 months.
ADC has approached every county jail in the state and right now only have a contract with one, Coconino.

Senator Solomon asked if there were any Maricopa County beds available.

Mr. Ryan said that a letter of invitation had been sent to the Maricopa County Sheriff’s department. The jail commander, on
behalf of the sheriff, declined the department’s proposal because of the stipulations in the Inter-Governmental Agreement
(IGA) that were also agreed to by Coconino County. He said the inmates need to be managed considerably different than the
jail population.

Representative Knaperek asked why the populations must be managed differently and would they be treated better or worse
in a county jail.

Mr. Ryan said there is a condition of confinement issue and distinction. Some inmates are afforded certain privileges that
are not possible in a county jail situation. The conditions in the jail are very different from prison. For instance, in prison
they would get 3 meals a day to sustain the amount of activity they have. In jail where inmates are sedentary they get 2
meals a day.

Representative Pearce raised the issue of segregation of inmates and said that ADC needs to do whatever is necessary to
house inmates regardless of how the inmates are going to be treated. The bottom line is that they will be safe and secure and
not mistreated.

Representative Pickens said that ADC is basing their information on projected populations and she questioned whether they
will be able to staff these prisons.

Mr. Ryan said this is a privatization proposal and the results are due by the end of the month. There are 9 different vendors
that have responded and it appears to be very competitive. One of the factors that is part of the evaluation is where would
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IT Monitoring Quarterly Status Report on DOA HRIS

This Status Report reflects Government Information Technology’s (GITA) September update for
the Department of Administration’s Human Resource Information System (HRIS) project as
requested by the Committee. The Department of Administration will provide their quarterly
project update under separate cover.

Based on feedback and informational updates from the HRIS project team, the project appears to
be on time and on budget.

Status of major accomplishments to date:

The most significant deliverable (Approved Development Items) was given to Project
Management Office (PMO) for review and approval in mid-September. Meta Group
and GITA personnel have assisted the PMO in the review and approval of these
items. To date, more than haif of the items have been approved and released to the
developers.

IBM’s Project Management Review team interviewed contractors, State employees
and assistant directors of DOA during their internal review process. The IBM project
team received a “B” grade for the HRIS project and specific areas of concern have
been addressed.

On September 30, Integration Testing began to validate the configurations developed
as a result of earlier work to describe and test the new work processes. As
configurations are proved, they will then be ready for transformation into the Arizona
format. Integration Testing is the longest duration and most complex series of tasks
undertaken by the project so far.

Phone: (602) 364-GITA % Fax: (602) 364-4799
Web: http://www.gita.state.az.us

CRAIG STENDER
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- The original data cleansing report in August contained over 2,200 errors; today. it has
decreased to 900. Normal cleansing error rates for a project of this scale would be
4,000-5,000 according to Meta Group.

- The HRIS team and DPS reached an agreement on DPS not using Lawson’s “Time
and Attendance” functionality. DPS will continue to use their legacy system until

they can adapt their business processes to use Lawson’s functionality.

Continue to monitor Phase I issues:

- The need for the development of an Advisory Governance body that would include
all major agencies for the purposes of driving the State to full utilization of the
system’s capabilities still needs to be investigated.

- The majority of activities remaining in Phase I (to be completed by April 2003) will
be application coding, unit and system testing, training and communications to the

USers.

- Some agencies serviced by CAMP are still lagging in their requirements to HRIS but,
due to their small numbers, it is not a critical issue at this time.

GITA'’s opinion on Phase I:

- The design portion of Phase I is complete. HRIS is entering the construction and
testing portion of Phase I. The work is well defined, but more tedious. The project
team will be working on much shorter term tasks and deliverables that are more time
sensitive. The HRIS Management Team is monitoring the project closely and GITA
feels that Phase I is in good shape.

Phase II issues to monitor:

- Phase II functionality allows for a great amount of business re-engineering that will
move paper-based business processes to “paperless.” Phase II will include a pilot test
of several agencies that will use the new features and functions (e.g., workflow
analysis, data warehouse capabilities, custom and standard report capabilities, etc.) of
the system that do not exist in the current environment. This new functionality will
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need to have a marketing/educational plan in place to ensure full usage. Full usage
will allow the State to realize efficiency gains. Our concern is ensuring that the large-
and medium-size agencies utilize the tools purchased with HRIS.

Conclusion:
- GITA believe the HRIS project is getting back on target and considerable progress
has been made since the last report. GITA will continue to closely monitor the

progress of the project.

Should you require additional information and/or clarification, please contact me at 602/364-
4770.

CS:mc
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October 11, 2002

The Honorable Ruth Soloman, Chairman
Members, Joint Legislative Budget Committee

Arizona State Legislature o JOINT BUDGET
1700 West Washington Street o8, . coumﬁ’%ﬁ
Phoenix, Arizona 85007 T

Dear Senator Solomon and Members of the Committee:

This letter and the attached September monthly report reflect the status of the HRIS project. This
Quarterly update was request by the Committee as part of the favorable review of the HRIS
expenditure plan last January. The Government Information Technology Agency (GITA) will
provide their quarterly report on the project under separate cover.

The development efforts of the project continue to be “On-time and On-budget”. The operational
plan for HRIS (the FY 2004 budget) has been prepared and shared with your staff. Since the last
report the following events have occurred and contract deliverables received:

Significant July Achievements

= Revised Fit Gap Analysis completed and delivered.

= CRP 2 Documentation delivered.

* Baseline Configuration 90% complete.

* ATF Training Workbooks and Navigational Tutorial completed and distributed.
* HRMS Data Cleansing team data identification report programming complete.

* Launched bi-weekly email to Agency Heads from HRIS Chair Bill Bell.

* Began weekly “critical path” report on project status.

Significant August Achievements

* Baseline Configuration milestone completed and approved.
* HRMS Data Cleansing kicked off with Agencies.

* Agency Interface workshops scheduled and conducted.
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Significant September Achievements

= The TEST1 product line (Final Test Configuration) was created and Integration Test kicked off.

= The functional team demonstrated the hiring of an applicant, tax and benefits entry, time entry,
overtime calculation, gross-to-net payroll calculation, time accrual update, payment processing,
payroll close, time accrual processing, and online viewing of payroll information via the
Employee Self Service portal.

* The HRIS team and DPS reached a mutually beneficial resolution of issues relating to DPS’
participation.

* Prepared for and participated at the Inter-Agency Cabinet meeting of 9/18.

* Prepared and participated in IBM Project Management Review which was conducted September
16-18. The Project received the coveted and planned for “B” rating from the review team.

The following Contract Deliverables were accepted and approved by the State:

Harmonization Assessment Document (D.8)

Change Readiness Assessment Report (D.9)

Updated High Level Implementation Strategy (D.10)

Transition Management Strategy (D.11)

Package Integration Standards and Procedures Document (D.13)
Development Standards and Procedures Document (D. 14)

Future Process/Function Attributes Document (D.17)

Future Process Definition Document (D.18)

Detailed Fit Gap Analysis Document (D.19)

Future Organization Design Document (D. 22), added (D.22B)
Approved Development Items List (D.23), interfaces and reports pending
Configuration Parameters Document (D.24), edits pending
Deployment Education and Training Plan (Section 7, D25 and D29)
Change Leadership Plan (D.26)

Communications Plan (D.27)

If you need any further information or have additional questions, please contact me at 542-1500, or
Tim Boncoskey, HRIS Project Director, at 274-8571.

Sin/ relb
~ \_’u ; )
Sl el
_ J&Viuiaxgllé/u“
Deputy Director

Cc: J. Elliott Hibbs, ADOA Director
Kris Ward, OSPB Director
Richard Stavneak, JLBC Staff Director
Craig Stender, GITA Director
Tim Boncoskey, HRIS Project Director
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HRIS Project Monthly Status Report
September 2002: Yellow

Project Administration

The Project Management Office team focused on the following key activities:
* Updated master project plan.
¢ Prepared weekly status reports.
e Managed and reviewed project deliverables.
e Prepared for and participated in Board of Directors meeting of 9/12.
e Prepared for and participated in AIC meeting of 9/11.
e Prepared for and participated in ATF meeting of 9/24.
e Prepared for and participated at the Inter-Agency Cabinet meeting of 9/18.

e Prepared and submitted PCR (Project Change Requests) for extending resources to support
advanced functionality strategies.

e Prepared and participated in IBM Project Management Review which was conducted
September 16-18.

e Reached a mutually beneficial resolution of issues with DPS related to their participation in
HRIS functionality.

Business Functionality

The Functional Staff continued to work on configuration and updating the PRISTINE product line.
Included in the work during September was: e-Recruit, Data ltem Attributes, SEA (Employee/Manager
Self-Service) Tasks, Worker's Compensation and DPS data requirements. The SEA tasks that will be
deployed at Go-Live have been defined. Work continued on conversion activities. Including:
development of crosswalks and definition of position derivation. The staff began researching how to
convert various data fields, such as Special Pay Adjustments (SPAs) and Expected End Date of leave
status.

Preparation for the Integration Test began. The Integration Test Plan Document (D.33) was created in
draft form. The detailed schedule and the validation scripts for Test 1 were completed. Assignments were
given to the team with a complete definition of their respective roles. Functional staff continued to work
with the training staff to finalize the To Be Documentation. This will ensure that the training staff is
working from a correct version during the design of the training scripts.

Staff also worked on an inventory of current SOA forms. This will prepare us for the changes that will be
necessary for the various paper forms used by SOA. There has been a slow response by the agencies to
a request sent out by Linda Allen for this information.

There has been substantial updating on Functional Design Documents (FDDs). The Technical staff has

been working with the Functional staff to ensure that the FDD is written correctly so that all
documentation is in order.
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A demo was created for the SOA Management to present the functionality of Lawson. They began with
an actual employee in HRMS, hired that employee and paid that employee based on true data from
HRMS. The net pay for the payment calculation was different by 2 cents from Lawson to HRMS. The
difference was due to rounding differences in the calculation of withholding for federal tax.

Technology

The Approved Development Items (D.23) document is under management review. A number of items
have already been approved and coding has begun. The remaining items will be approved (or rejected)
during the next reporting period. This document will remain a living document; items will move into or out
of the document based on the governance procedures established in the final section.

The Integration Test schedule has been determined and the Tech team is working hard to finish the
conversion programs required for Test 1 (9/30). Test 2 starts 10/21 and includes more conversion
programs and some adaptations and interfaces as well. Test 3 begins 11/18 and will include all custom
developed programs. The infrastructure team has built a new product line (TEST1) in support of the first
integration test.

The IT Operational Model document is underway and will be delivered in October. The Data Migration
maps are complete for the Data Migration document deliverable. The list of data cleansing criteria is
being compiled to complete this deliverable.

Training Management

The training team worked closely with the ATFs to redefine key terms and enhance the Navigational
Tutorial based on their suggestions. The Web Learning Center was restructured into two separate (but
integrated) web sites for easier end-user access to reference material and help support.

We began developing the ATF training schedule for January and February. This schedule was
distributed at the ATF meeting on 9/24. Development work continued on training materials for Payroll,
Benefits, and Human Resources as well as the Web Learning Center Pilot to be offered beginning
December 2. The team created SimPro demonstrations on Drill Around and Address Change using an
HRIS scenario for Change Management to take on the road.

We continue to revise the HRIS Training Project Plan. The plan was updated and then submitted to
PMO for update to Master Project Plan. Discussion with the PMO relative to resource allocation
necessary to complete training deliverables is ongoing.

Change Management

The Change Management team prepared for and conducted AIC meetings on 9/11. The training team
demonstrated the Web Learning Center in both sessions.

Delivered D.22, Future Organization Design for review. It was reviewed by PMO and Meta Group. Gap
analyses need to be conducted at each agency for approval, which will be delivered in an appendix
document (D.22B).

Analysis of job roles that were developed by the functional team was initiated. Some updating of roles
and descriptions prior to rollout is underway. After job role definition, we will meet with each agency to
determine gaps. It is estimated that this will be completed in December.
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The team continues to meet with agencies to discuss impacts and answer questions. We also continue
to send out requests for information from the technical and functional teams to the agencies and track
responses.

Newsletter number four was completed for distribution. The website has been updated and the new
version is nearly ready for publication. The third edition of the bi-weekly communication from Bill Bell
was distributed to agency heads on 9/13. The Change Management team attended both ATF meetings
on September 24 to answer questions.

Significant September Achievements

e The TEST1 product line (Final Test Configuration) was created and Integration Testing kicked
off.

» The functional team demonstrated the hiring of an applicant, tax and benefits entry, time entry,
overtime calculation, gross-to-net payroll calculation, time accrual update, payment processing,
payroll close, time accrual processing, and online viewing of payroll information via the
Employee Self Service portal.

¢ Project Change Requests (PCR) 12-15 were submitted to and approved by the state.

e The HRIS team and DPS reached a mutually beneficial resolution of issues relating to DPS’
participation.

HRIS Project Critical Path

* Approved Development Items (D.23): the list is developed based on the Detailed Fit Gap Analysis
(D.19) report and State of Arizona requirements. This document contains a list of all programming
(adaptations, interfaces, conversions, and custom reports) that will be performed by the technical
team. While specific items within the document have been accepted and placed under change
control, the final version must be completed next month in order to confirm scope.

e Develop Custom Programs > Integration Testing > Acceptance Testing: through go-live, the
HRIS team will be focused on the programming of approved conversions, adaptations, interfaces,
and custom reports, performing integration testing and acceptance testing to validate the integrated
configuration. Due to the fact that these activities are concurrent and form the longest duration and
most complex series of tasks in the project to date, they must be closely monitored for any slippage.

2003
| Jul | Aug | Sep | Oct [ Nov | D Jan | Feb | Mar | Apr [ May | Jun | Jul | Aug
95%_‘!] Approved Deuelopmem items (D.23)

80%5 Technical Desngns (D.30)
15%

Prugrammmg and Unit Testing

Mv— Integration Testing (Tests 1, 2, 3)
%hlnmmme Testing

# Go-Live

10/04/2002
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« Non-System A agencies: the HRIS team met with DPS on 9/25 to clarify and resolve open issues.
While most concerns were addressed, some issues related to Leave Accrual and Batch Time &
Attendance processing still require further analysis and discussion. These will be addressed in
meetings that have been scheduled for the week of 10/7.
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Section 7 — Project Deliverables

The following were completed and submitted to the State:
e Configuration Parameters Document (D.24), edits pending
e Integration Test Plan (D.33)

The following were accepted and approved by the State:

e Approved Development Items List (D.23); many adaptations and conversions approved,
interfaces and reports pending

e Future Organization Design Document (D.22); agency gap analysis pending (D.22B)
e Harmonization Assessment Document (D.8)

e Updated High Level Implementation Strategy (D.10)

e Change Leadership Plan (D.26)

Detailed Deliverables Status:

DA Initial Project Plan and Updated Project Plan Complete Approved

D.2 Status Report Complete Approved
D.3 Current Organization Structure Document Complete Approved
D.4 Current IT Environment Document Complete Approved
D.5 Strategic Direction Document Complete Approved
D.6 Strategic Fit Assessment Report Complete Approved
D.7 Current State Process Models Complete Approved
D.8 Harmonization Assessment Document Complete Approved
D.9 Change Readiness Assessment Report Complete Approved
D.10 High Level Implementation Strategy Complete Approved
D.1 Transition Management Strategy Document Complete Approved
D.12 Education and Training Strategy Document Complete Approved
D.13 Package Integration Standards and Procedures Document Complete Approved
D.14 Development Standards and Procedures Document Complete Approved
D.15 Testing Strategy Document Complete Approved
D.16 Scope and Approach Document Complete Approved
D.17 Future Process/Function Attributes Document Complete Approved
D.18 Future Process Definition Document Complete Approved
D.19 Detailed Gap Analysis Document Complete Approved
D.20 IT Operational Model Document Yellow In Process
D.21 IT Organization Transition Plan Yellow In Process
D.22 Future Organization Design Document Complete Approved
D.22B Future Organization Design Document — Agency Gap Analyses Green In Process
D.23 Approved Development Items List for Project Green In Process
D.24 Configuration Parameters Document Green Delivered
D.25 Deployment Education and Training Plan Complete Approved
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D.26 Change Leadership Plan Complete Approved

D.27 Communications Plan Complete Approved
D.28 Data Migration Maps Green In Process
D.29 User Support Materials Plan Complete Approved
D.30 Custom Development Specification Document Yellow In Process
D.31 Data Migration Plan Green In Process
D.32 Comprehensive Test Strategy Green In Process
D.33 Integration Test Plan Green Delivered

D.34 User Acceptance Test Plan Green In Process
D.35 End User Deployment Training Material Green In Process
D.36 Deployment Plan N/A Not Started
D.37  Customer Acceptance Document for Operational System N/A Not Started
D.38 Project Office Software and Training Materials Complete Approved

Critical Project Milestone Status:

Project Office Installation and Training Complete 02/07/02 Green Approved
Project Team Training Classes Complete 03/07/02 Green Approved
Gap Analysis Document Delivered 06/24/02 Green Approved
Baseline Configuration established 08/12/02 Green Approved
Final Configuration established 10/14/02 Green In Process
Comprehensive Test Strategy Document Delivered 10/14/02 Green In Process
End User Development Training Materials Delivered 12/11/02 Green In Process
Customer Acceptance of Operational System 07/14/03 Green Not Started
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Project Change Control Summary:

PC

T

PCR-001 (Approved)
PCR-002 (Approved)
PCR-003 (Approved)

PCR-004 (Approved)

PCR-005 (Approved)
PCR-006 (Approved)

PCR-007 (Approved)

PCR-008 (Approved)

PCR-009 (Approved)
PCR-0010 (Approved)

PCR-0011 (Approved)

PCR-0012 (Approved)
PCR-0013 (Approved)
PCR-0014 (Approved)

PCR-0015 (Approved)

HRIS Monthly Status Report

Squire Sanders title transfer (COP Funding)
Change in Lawson agreement for Web-Based Training Licensing

Payment for Lawson Insight software to be made directly to Lawson
corporation

This Change Authorization (CA) #001 for services on the State of
Arizona Human Resources Information System Project provides
authorization for elimination/consolidation of five deliverables (D5, D6,
D13, D33, and D34) from the IBM Statement of Work. Also included is
the removal of training for 2 Project Office administrators, scope of the
change readiness survey, and clarification to the Project start date.
Please refer to PCR-001 for detailed information.

Add Lawson Strategic ledger and Microsoft add-ins

Change in management team

Add “Simulation Producer” from IBM Learning Services to contract

Add nine (9) copies of Micro Focus COBOL compiler

Conversion of fixed cost training to hourly services.
Add Esther Parker as Project Executive to substitute for Joe Hoover

Combine the deliverables "Develop Deployment Education and Training
Plan - 7.2,13, D25" and "Plan End-User Training Materials Development
-7.2,13, D29".

Adjust Milestone due dates to coincide with Project Plan and schedule.
Release 50% of project-to-date retainage

Replace Austin Haynes software with in-house Lawson development

Add 1700 hours for additional staff for adaptations, interfaces, and
Reporting
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IBM Activity Status

WBS % Original Hours To

Number Task Name Complete Estimate Date Jan
7.25.1.1 Executive Management 0 680 148 120 184 62 126 40
7.2.5.1.3 _ Project Management 0 3,245 152 144 124 116 309 498 526 727 649

0 3,925 300 264 308 178 435 538 526 727 649

7.25.2.1 |Initiate Prepare Phase 100% 240 516 350 126 40
7.25.2.2 Project Office Installation and Training 100% 120 263 191 72
7.2.5.2.3 Review ADOA Business Environment 100% 180 265 147 14 104
7.2.5.2.4 |dentify Current IT Environment 100% 140 150 42 71 37
7.2.5.2.5 |Identify Future Business Strategy 100% 160 219 128 91
7.2.5.26 Identify and Assess Current State 100% 400 1,533 778 692 64
7.2.5.2.7 Harmonization Assessment 100% 140 118 52 52 2 10 2
7.25.2.8 Assess Readiness for Change 100% 380 418 113 200 105
7.2.5.2.9 Develop High Level Implementation Strategy 100% 360 58 28 30
7.2.5.2.10 Develop Organizational Change Management Strategy 100% 780 228 48 60 120
7.2.5.2.11 Develop Deployment and Core Team Training Strategy 100% 320 54 26 16 8 4
7.2.5.2.12 Define Package Integration Standards and Procedures 100% 320 281 64 216 1
7.2.5.2.13 Develop Testing Strategy 100% 320 75 75
7.2.5.2.14 Prepare Implementation Scope and Approach Document 100% 400 62 29 33
7.2.5.2.15 Confirm Prepare Phase 100% 80 79 29 50

Phase Totals 4,340 4317 1,995 1,776 530 5 0 0 0 10 2
7.2.5.3.1 |Initiate Redesign/Design Phase 100% 570 424 13 89 292 29 1
7.25.3.2 Prepare ADOA Team (core team training) 100% 1,000 937 16 427 483 5 6
7.2.5.3.3 Define Future Package and Business Processes 100% 1,920 2,761 23 1,831 157 322 339 64 26
7.2.5.3.4 Develop Business Scenarios and Scripts 100% 2,640 3,007 238 298 1,384 858 219 10
7.2.5.3.5 Determine Package Detail Fit and Gap 100% 2,220 2,261 25 152 1,708 377
7.2.5.3.6 Define/Plan IT Architecture 100% 160 753 20 258 348 108 19
7.25.3.7 Design IT Organization and Processes 95% 200 292 76 88 53 76
7.25.3.8 Design Future Organization and Job Roles 80% 680 149 18 40 89 2
7.2.5.3.9 Prepare Initial System Environments 100% 200 185 90 85 10
7.2.5.3.10 Prepare and Prioritize Development Requirements 95% 280 397 24 16 26 10 282 15 24
7.2.5.3.11 Design/Confirm Package Configuration Standards 100% 240 548 16 16 132 253 19 5 67 40
7.2.5.3.12 Develop Deployment Education and Training Plan 100% 320 199 32 76 61 30
7.2.5.3.13 Identify Organizational Change Management Procedures 100% 1,570 1,333 157 844 292 40
7.2.5.3.14 Design Data Mapping 98% 520 772 28 105 120 16 193 182 95 33
7.2.5.3.15 Plan End User Training Materials Development 100% 200 323 32 38 72 13 90 79
7.2.5.3.16 Develop Functional and Technical Specifications **90% 1,220 1,703 157 515 684 347
7.2.5.3.17 Confirm Redesign/Design Phase **90% 120 6 6
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Phase Totals 14,060 16,045 97 934 3,743 3,218 3,638 1,563 1,224 1,107 524
7.2.5.4.1 |nitiate Configure Phase 80% 120 35 | 1 34
7.25.4.2 Develop Baseline Configuration 100% 1,200 2,066 53 451 893 629 40
7.2.5.4.3 Develop Final Configuration and Test Scenarios 98% 2,790 2,893 883 273 823 915
7.2.5.4.4 Prepare Data Migration Plan 90% 360 206 3 30 145
7.2.5.4.5 Develop Custom Programs 15% 7,810 1,369 14 422 933
7.2.5.4.6 Prepare Extracted Legacy Data 50% 1,000 273 13 40 220
7.2.5.4.7 Plan and Conduct Organization Transition Program 30% 1,360 390 18 74 20 278
7.2.5.4.8 Manage IT Development/Testing/Training Environments 50% 5,110 2,391 251 193 94 334 390 333 424 374
7.2.54.9 Design and Implement Organizational Change Management  65% 1,700 1,475 5 40 163 258 377 223 266 144
7.2.5.4.10 Develop Comprehensive Test Plans 65% 520 214 | 2 212
7.2.5.4.11 Perform Integration Tests 5% 10,150 224 | 1 223
7.2.5.4.12 Perform User Acceptance Tests 0% 3,340 1 1
7.2.5.4.13 Develop Deployment Training and Materials 20% 2,800 822 | 26 82 79 158 267 210
7.2.5.4.14 Develop Deployment and Cut-Over Plan 0% 450 1 1
7.2.5.4.15 Conduct "Train the Trainers" Training 32% 2,105 1,043 156 319 178 218 172
7.2.5.4.16 Conduct End-User Training 0% 4,710 2 2
7.2.5.4.17 Prepare Post Go Live Support Strategy 0% 360 1 1
7.2.5.4.18 Confirm Configure Phase 0% 200 1 1
Phase Totals 46,085 13,406 0 256 233 368 904 2,534 2106 3,143 3,864
7.2.5.5.1 |Initiate Deploy Phase 0% 100 0
7.2.5.5.2 Prepare for Production 0% 1,070 0
7.2.5.5.3 Cut-Over to Production 0% 200 0
7.2.5.5.4 Post Production Implementation & Organization Support 0% 4,640 0
7.2.5.5.5 Confirm Deploy Phase 0% 200 0
Phase Totals 6,210 0 0 0 0 0 0 0 0 0 0
Project Grand Total Hours 70,695 37,692 2,391 3,230 4,813 3,768 4,976 4,635 3,855 4,986 5,039
Forecasted hours 3450 3,580 3,920 4,920 4,920 4,940 4,940 4,940 4,940
Variance (1,059) (350) 893 (1,152) 56 (306) (1,085) 46 99

**Notes on variance of previous month percent complete:

7.2.5.3.16 Additional gaps were identified which increased effort in FDD and TDD development.
7.2.5.3.17 Reported in error, confirmation of the phase will not happen until all activities are complete

State of Arizona Activity Status
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N‘:{JVrrE:}bSer Task Name Co n:;r'.;l ote Eoslzgllr;i Hog;?e.ro Jan Feb Mar Apr May Jun Jul Aug Sep
7.25.2.1 Initiate Prepare Phase 100% 200 281 200 60 21
7.25.2.2 Project Office Installation and Training 100% 200 85 2 785 4
7.25.2.3 Review ADOA Business Environment 100% 80 138 101 365
7.2.5.2.4 Identify Current IT Environment 100% 80 54 1 22 7.5 1.5 22
7.25.2.5 |dentify Future Business Strategy 100% 100 355 8 146 1115 53 36
7.2.5.2.6 Identify and Assess Current State 100% 280 1,498 5985 348 186 91 240 135 2 19
7.25.2.7 Harmonization Assessment 100% 100 11 0.5 10
7.25.2.8 Assess Readiness for Change 100% 360 436 54.5 47 268 66.5
7.25.2.9 Develop High Level Implementation Strategy 100% 345 70 31 135 16 9
7.2.5.2.10 Develop Organizational Change Management Strategy 100% 220 233 15.5 173 44
7.2.5.2.11 Develop Deployment and Core Team Training Strategy 100% 160 72 36 36
7.2.5.2.12 Define Package Integration Standards and Procedures 100% 80 28 1 35 1.5 21.5
7.2.5.2.13 Develop Testing Strategy 100% 80 19 6.5 4 3.5 2 3
7.2.5.2.14 Prepare Implementation Scope and Approach Document 100% 125 28 22 6
7.2.5.2.15 Confirm Prepare Phase 100% 10 47 37.5 9
Phase Totals 2,420 3,351 900 879 872 322 262 14 2 98 3
7.2.5.3.1 Initiate Redesign/Design Phase 100% 45 113 53 50 10
7.2.5.3.2 Prepare ADOA Team (core team training) 100% 1280 4,491 2089 1910 4595 21 12
7.2.5.3.3 Define Future Package and Business Processes 100% 2355 3,855 4.5 33 1307 1749 312 1855 96.5 129 39
7.25.3.4 Develop Business Scenarios and Scripts 100% 2100 1,315 2 1265 345 13
7.25.3.5 Determine Package Detail Fit and Gap 100% 2410 4,324 159 1312 1904 626.5 276 46.5
7.25.3.6 Define/Plan IT Architecture 100% 200 64 2 4 22 16 20
7.2.5.3.7 Design IT Organization and Processes 95% 180 280 0.5 115 415 785 108 40
7.25.3.8 Design Future Organization and Job Roles 80% 1320 671 73 725 26 167 99 120 113
7.25.3.9 Prepare Initial System Environments 100% 120 1 0.5
7.2.5.3.10 Prepare and Prioritize Development Requirements 95% 220 15 1 11 1 2
7.2.5.3.11 Design/Confirm Package Configuration Standards 100% 120 206 18 74 38 35 405
7.2.5.3.12 Develop Deployment Education and Training Plan 100% 220 977 6 249 276.5 229 208.5 55 1 1.5
7.2.5.3.13 Identify Organizational Change Management Procedures 100% 2460 1,244 16 875 361 370 229 103 295 475
7.2.5.3.14 Design Data Mapping 98% 340 3,748 23 124 3685 5915 8245 8515 672 293
7.2.5.3.15 Plan End User Training Materials Development 100% 200 541 2 112 35 1475 223 21
7.2.5.3.16 Develop Functional and Technical Specifications **90% 605 1,915 15 354 901.5 6445
7.2.5.3.17 Confirm Redesign/Design Phase **90% 85 96 4 31 10 12 385
Phase Totals 14,260 23,852 27 2,199 3,800 3,481 4,343 3,710 2441 2507 1,345
7.25.4.1 |Initiate Configure Phase 80% 50 6 25 3
7.2.54.2 Develop Baseline Configuration 100% 1100 859 1.5 14 299 500 445
7.2.5.4.3 Develop Final Configuration and Test Scenarios 98% 3740 2,007 0.5 611.5 1395
7.2.54.4 Prepare Data Migration Plan 90% 240 10 & 2 B
7.2.5.45 Develop Custom Programs 15% 700 635 215 265 81 1625 3435
7.2.5.46 Prepare Extracted Legacy Data 50% 2000 54 21 6 12 L k| 35

HRIS Monthly Status Report
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7.2.5.4.7 Plan and Conduct Organization Transition Program 30% 3700 339 40 84 43 111 61
7.2.5.4.8 Manage IT Development/Testing/Training Environments 50% 2000 301 31 170 995
7.2.5.4.9 Design and Implement Organizational Change Management  65% 8410 1,955 20 306 226 359 563 481
7.2.5.4.10 Develop Comprehensive Test Plans 65% 180 156 28 175 365 735
7.2.5.4.11 Perform Integration Tests 5% 5550 11 0.5 10
7.2.5.4.12 Perform User Acceptance Tests 0% 1700 378 45.5 105 114 113
7.2.5.4.13 Develop Deployment Training and Materials 20% 2250 1,457 57.5 80 111 250 423 535
7.2.5.4.14 Develop Deployment and Cut-Over Plan 0% 200 1 0.5
7.2.5.4.15 Conduct "Train the Trainers" Training 32% 6010 1 0.5
7.2.5.4.16 Conduct End-User Training 0% 180 18 6 12
7.2.5.4.17 Prepare Post Go Live Support Strategy 0% 100 9 0.5 8
7.2.5.4.18 Confirm Configure Phase 0% 200 1 1
Phase Totals 38,310 8,193 0 0 1 80 489 531 1,206 2,720 3,168
7.2.5.5.1 Initiate Deploy Phase 0% 80 0
7.2.5.5.2 Prepare for Production 0% 1000 0
7.25.5.3 Cut-Over to Production 0% 230 0
7.25.5.4 Post Production Implementation & Organization Support 0% 9440 0
7.2.5.5.5 Confirm Deploy Phase 0% 80 0
Phase Totals 10,830 0 0 0 0 0 0 0 0 0 0
Project Grand Total Hours 65,820 35,396 927 3,078 4,673 3,883 5,094 4,254 3,649 5,324 4,516
Forecasted hours 2,550 2,550 4,250 4,250 4,250 4,250 4,250 4,250 4,250
Variance (1,624) 528 423 (367) 844 4 (602) 1,074 266

**Notes on variance of previous month percent complete:

7.2.5.3.16 Additional gaps were identified which increased effort in FDD and TDD development.
7.2.5.3.17 Reported in error, confirmation of the phase will not happen until all activities are complete

HRIS Monthly Status Report
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Financial Status
Project to Date

Invoices

Invoice Number Description
12K5565 Services
135456 Hardware
112537 Hardware
12K556A Services Adj.
229019A Expenses
22514A Project Office
2290195 Services
3286177 Services
153538 Software
153541 Software
42J688A Expenses
42)6886 Services
42)6887 Services
90634626 Software
90631148 Software
5290232 Services
529023A Expenses
6254201 Software
6289177 Services
628717A Expenses
72J6469 Services
72J646A Expenses
8278524 Services
8278526 Expenses
9278524 Retainage
Total Amount Due

Retainage Outstanding
Invoice Amount
Amount Paid
Retainage Paid
Current Amount Due
Total Qutstanding

HRIS Monthly Status Report

Total Due

$118,136.00
$1,602,475.49
$32,161.00
($2,127.00)
$16,886.85
$40,000.00
$528,455.00
$969,533.60
$935.07
$935.07
$31,177.63
$720,384.00
$16,000.00
$379,520.12
$118.91
$898,792.00
$61,820.09
$28,106.00
$829,575.50
$57,060.75
$867,333.00
$227,288.50
$758,078.00
$72,627.57

$8,255,273.15
$486,627.39
$7,768,645.76
$7,766,040.89
$372,915.68
$375,520.55
$489,232.26

Retainage
$17,720.40
$0.00
$0.00
$0.00
$0.00
$6,000.00
$79,268.25
$145,430.04
$0.00
$0.00
$0.00
$108,057.60
$0.00
$0.00
$0.00
$134,818.80
$0.00
$0.00
$124,436.33
$0.00
$130,099.95
$0.00
$113,711.70
$0.00
($372,915.68)
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Invoice Amount

$100,415.60
$1,602,475.49
$32,161.00
($2,127.00)
$16,886.85
$34,000.00
$449,186.75
$824,103.56
$935.07
$935.07
$31,177.63
$612,326.40
$16,000.00
$379,520.12
$118.91
$763,973.20
$61,820.09
$28,106.00
$705,139.17
$57,060.75
$737,233.05
$227,288.50
$644,366.30
$72,627.57
$372,915.68

31-Jan-02
31-Jan-02
31-Jan-02
6-Apr-02
6-Apr-02
6-Apr-02
6-Apr-02
6-Apr-02
17-May-02
17-May-02
17-May-02
17-May-02
3-Jun-02
14-Jun-02
14-Jun-02
14-Jun-02
14-Jun-02
2-Jul-02
2-Jul-02
2-Jul-02
16-Aug-02
16-Aug-02
29-Aug-02
29-Aug-02
4-Sep-02

18-Mar-02
18-Mar-02
18-Mar-02
29-Apr-02
29-Apr-02
29-Apr-02
29-Apr-02
29-Apr-02
28-May-02
28-May-02
28-May-02
28-May-02
21-Jun-02
21-Jun-02
21-Jun-02
21-Jun-02
21-Jun-02
12-Aug-02
18-Jul-02
18-Jul-02
22-Aug-02
29-Aug-02
12-Sep-02
12-Sep-02
24-Sep-02

Date Delivered Date Paid Amount Paid

$100,415.60
$1,602,475.49
$32,161.00
($2,127.00)
$16,886.85
$34,000.00
$449,186.75
$824,103.56
$935.07
$935.07
$31,177.63
$612,326.40
$16,000.00
$377,004.16
$0.00
$763,973.20
$61,820.09
$28,106.00
$705,139.17
$57,060.75
$737,233.05
$227,288.50
$644,366.30
$72,657.57
$372,915.68



List of outstanding Issue Items:

PrevOpen New Closed Net
189 6 213 18
* For more detail please refer to Project Office

List of outstanding Action Items:

Prev Open New Closed Net
98 17 121 -6

* For more detail please refer to Project Office

Risks and associated mitigation strategies:

Prev Open New Closed Net

16 0 0 16

* For more detail please refer to Project Office

All risks are currently at a watch level only.
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STATE OF ARIZONA

Joint Legislative Budget Committee
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DATE: October 16, 2002
TO: Senator Ruth Solomon, Chairman
Members, Joint Legidative Budget Committee
THRU: Richard Stavneak, Director
FROM: Jennifer Vermeer, Assistant Director
SUBJECT: AHCCCS - REPORT ON COST SHARING MEASURES

Request

Pursuant to a footnote in the General Appropriation Act, AHCCCS has submitted a report on cost sharing
measures that could be added to the AHCCCS program.

Recommendation

Thisitem isfor information only and no Committee action is required. AHCCCS estimates a total
maximum state savings of $14 million to $17.3 million if @l of the cost sharing strategies are
implemented. Federal approval of waiversisrequired in severd instances, however, so any savings
would not likely be realized until FY 2004.

While no Committee action is required, AHCCCS is requesting guidance on how to proceed with the cost
sharing measures.

Analysis

A footnote in the Genera Appropriation Act requires AHCCCS to report by October 1, 2002 on savings
that could be achieved if applications fees and other cost sharing measures were implemented. The report
shall detail the saving associated with each option by program and any administrative costs associated
with each option. AHCCCS s report includes increasing the amounts and types of copayments,
implementing monthly premiums, and enrollment fees.

AHCCCS notes several important caveats on implementing any of the cost sharing arrangements.

Federal Medicaid law and regulations limit the types of cost sharing options that can be implemented,
the populations that can be charged, and the amounts that can be charged.



-2-

Any revenue collected must be shared with the federal government at the Federal Matching
Assistance Percentage (FMAP).

Waivers are required to implement some of the cost sharing strategies discussed in the report.
AHCCCS reports that waiver approva through the federal Centers for Medicare and Medicaid
Services (CMS) would likely take 4-6 months. As aresult, they project it may take until October 1,
2003 to implement these strategies.

Under AHCCCS s current structure, any revenues collected through these strategies are retained by
the providers. These payments are then deducted from the amount they receive in reimbursement or
capitation rates. Asaresult, increasing cost sharing would not directly benefit the state. The savings
would come through future decreases to capitation rates due to the increased revenue at the providers.
Therefore, in order to generate immediate savings to the state, the capitation rates would need to be
decreased prospectively. Otherwise, any savings would not be generated until some point in the
future.

The following table summarizes the revenue estimates and important caveats for each of the cost sharing
options.

Cost Sharing Maximum
Arrangement  Potential Revenue Comments

Copayments ~ $7 - $10.3 million - Federal law requires copays on the traditional Medicaid population
(State Share) to be nominal and must be waived if the enrollee cannot pay.

AHCCCS currently requires copays on some services. The
experiencein AZ and other statesis a collection rate of 2%.
Copays cannot be imposed on certain services.
There is more flexibility for expansion populations (such as
Proposition 204).
Federal law limits the amount that can be charged for copays.
A waiver would be required to deny servicesif copays are not
paid. To date, CMS has not approved this type of waiver.
(See page 4 of the report for detail on each proposed copay).

Monthly $3.9 million AHCCCS

Premiums (State Share) - No premium can be charged on traditional Medicaid populations.
Monthly premiums are currently charged in the KidsCare program
and are allowed for adultsin the KidsCare program (also known as
HIFA parents) up to certain limits.
Thereis some flexibility to charge premiums on expansion
populations (see page 5 of the report for more detail).

$1.8 million DD-ALTCS:

(State Share) - Parental incomeis not counted toward eligibility in the
Developmentally Disabled Long-Term Care program. Monthly
premiums could be charged to this population.

A waiver isrequired (see page 7 of the report for more detail).
Enrollment $1.3 million - An enrollment fee would be charged to applicants when they are
Fees (State Share) initially enrolled in the program.

The fee can apply to the Proposition 204 and KidsCare programs

(children and adults).

This could result in people not applying when they are healthy and

only enrolling when they become sick. This could have unknown

consequences for providers and the AHCCCS program.

(see page 7 of the report for more detail)

Total $14 —-17.3 million  (See page 8 of the report for more detail)
Collections (State Share)
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The JLBC has received a number of statutorily required reports during the past month. Each report is
briefly described below.

Recommendation

The reports are for information only and no Committee action is required. We do not intend to discuss
the reports at the JLBC meeting unless a member has a question. 1f any member knows in advance that
they will have questions, we would appreciate knowing that before the meeting so as to ensure the
relevant agency is available.

Reports

A. Board of Accountancy -Report on Plan to Reconcile Budget

Pursuant to a General Appropriation Act footnote, the Board of Accountancy is to report by June 30, 2002
to the JLBC on progress made in evauating the equity of the board’ s fee structure in relation to asset
management and a plan to bring agency expendituresin line with revenues. The Board submitted its
report on October 4, 2002. The Board plans to maintain the current uniform fee structure so that the
public istreated in afair and equitable manner. Also, the Board is currently at its statutory limit for fees.
The Board has established atask force to review the current fee structure.

The report does not outline any specific plan to bring expenditures into line with revenue beyond “good
fisca management.” In FY 2002, expenditures exceeded on-going, non-cost recovery revenues by
$90,000. The Board, however, used a prior year fund balance of $1,623,000 to keep their overall budget
in balance. The imbalance of revenues and expenditures would have been worse, but the Board spent
only 77% of its appropriation. The Board points out that it has a large fund balance due to cost recovery.
The Board received cost recovery of $583,634 in FY 2001, $671,700 in FY 2002, and projects about
$100,000 in FY 2003.
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B. AHCCCS - Report on Medicaid in Public School Initiative Services Reimbursement

Pursuant to a General Appropriation Act footnote, the Arizona Health Care Cost Containment System
(AHCCCY) is providing the annua report on the Medicaid in the Public Schools (MIPS) program. This
program is designed to provide Title XIX covered services to specia needs children in special education
programs in public schools. Asthe Legidature requested, the report by AHCCCS gives an overview of
the MIPS program, and aso provides information on the services provided, the number of children being
served, and the cost of these services.

As of June 30, 2002, over 9,000 children throughout Arizona are receiving services through the MIPS
program. These services must be determined “medically necessary” by a health care professiona. These
children are eligible for nursing services, health aide services (attendant care), occupationa therapy,
speech therapy, physical therapy, and transportation services. In FY 2002 participating schools received a
total of $19,052,200 in Medicaid Federal Financia Participation Funds. Thistotal represents
approximately 65% of the total cost of the services, while the remaining matching monies were provided
by the participating schools. In addition, over $4 million was spent for the administration of the program,
with haf in the form of Federal monies, and half from participating schools.

C. Department of Economic Security - Bimonthly Report on Children Services

Pursuant to a General Appropriation Act footnote, the Department of Economic Security (DES) has
submitted the bimonthly Children Services report for October 1. The report includes actual expenditure
and caseload data through August 2002. Y ear-to-date expenditures total $8,143,900, which essentialy
reflect just one complete month of expenditures, since payments are generally made the month after
services are provided. Although it is early in FY 2003, DES currently projects a General Fund deficit of
$(9,597,200). August 2002 client counts are 4.1% (621 children) higher than August 2001 client counts.

Also, pursuant to a Committee request from the August meeting, DES has incorporated data on residential
placement clients and expendituresin its report. The Committee asked DES to include this information as
part of the Committee’s review of the Department of Health Services (DHS s) behaviora hedlth
capitation rate increase. DES expenditures for residential placement clients were $872,800 in July and
$756,900 in August, though DES notes that not al provider payments may be included in these figures.
These amounts show a continued decline from June, in which DES expenditures for residentia placement
clients totaled $1,022,900. These figures seem to indicate that DHS and the Regional Behavioral Hedth
Authorities (RBHAS) continue to absorb more DES clients into its system as assumed in the capitation
rate increase. DES expenditures, however, are still above the $450,000 to $500,000 per month level
JLBC Staff assumed would remain after DHS and the RBHAs assumed more responsibility for these
clients.

D Department of Emergency and Military Affairs - Report on Declared Emergencies

Pursuant to A.R.S. 8 26-303, on August 22, 2002, the Governor amended the earlier proclamation of July
3, 2002 (PCA 23001) relating to a potable water shortage in Coconino and Gila Counties. The August
amendment extended the proclamation to include support for Navgjo County. Pursuant to A.R.S. 8§ 35-
192, the Governor directed that an additional sum of $30,000 from the General Fund be made available
for expenditure by the Director of the State Division of Emergency Management. The proclamation in
July had authorized the expenditure of $50,000. The total authorized expenditure for the emergency is
$30,000.

Under A.R.S. § 35-192, the Governor is authorized to approve the expenditure of $200,000 or less for any
single disaster or emergency. Authorization of larger expenditures cannot be made without consent of a
majority of the members of the State Emergency Council. The total amount of al expenditures for States
of Emergency cannot exceed $4,000,000 for any fiscal year. There have been four emergency
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declarations, amendments or other actionsin FY 2003 with total authorized expenditures of $3,492,500
from the General Fund.

E. Game and Fish Department - Report on Game and Fish Publications Revolving Fund

Pursuant to A.R.S. 8§ 17-269(B), the Arizona Game and Fish Department (AGFD) is required to submit an
annual report detailing al revenues and expenditures made from the department’ s Publications Revolving
Fund.

The AGFD Publications Revolving Fund is established from monies received from the sale of
publications relating to wildlife and the activities of the AGFD. Moniesin the fund are appropriated to
the AGFD to produce and distribute department publications and information. Any balance in excess of
$80,000 immediately reverts to the Game and Fish Fund. Moniesin the AGFD Publications Revolving
Fund, up to an amount of $80,000 are exempt from the provisions relating to lapsing appropriations.

We received the report for the 4" quarter of FY 2002 on October 8, 2002. A summary of the AGFD
Publications Revolving Fund cash balance for FY 2002 by quarter is shown below.

1% Quarter | 2™ Quarter | 3 Quarter | 4" Quarter

Ending Balance $37,500 $73,900 $12,200 $66,000
(with Encumbrances)

F. Department of Health Services - Report on Transfer Allocation

At its August meeting, JLBC approved atransfer of $3,562,300 from the Serioudy Emotionally
Handicapped (SEH) Specid Line Item in the Behavioral Health cost center of the Department of Health
Services (DHS) budget to the Behavioral Health Operating Lump Sum. The General Appropriation Act
for FY 2003 distributed the DHS lump sum reduction in each of the DHS cost centers operating budgets,
excluding the Arizona State Hospital. DHS determined that they could best absorb the bulk of their lump
sum reduction by transferring payment for services previously paid for through the SEH Line Item to the
Title XIX program.

JLBC approved this transfer understanding additional transfers would be made through Department of
Administration to cover the reductions that were taken in the operating lump sum appropriations in the
other DHS cost centersin the General Appropriation Act. The Committee requested that DHS report on
the amount of those additiond transfers by September 25.

The following table summarizes the original lump sum reduction taken in each of the DHS cost centers,
the amount transferred to each operating budget, and the net reduction absorbed by each operating lump
sum budget.

Origina Net
Cost Center Lump Sum Reduction Transfers Reduction
Administration $(1,884,500) $1,390,500 $(494,000)
Public Health (947,500) 676,600 (270,900)
Family Health (533,300) 381,000 (152,300)
Behaviora Health (1,198.700) 1,114,200 (84,500)
$(4,564,000) $3,562,300 $(1,001,700)
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G. JLBC Staff - Report on Analysis of Fee Equity

Pursuant to Laws 2002 Chapter 214, the Joint Legidative Budget Committee Staff is required to anayze
the fees, assessments and taxes imposed by the Department of Insurance (DOI) and report to the Joint
Legidative Budget Committee by October 1, 2002. The report must include an analysis of the actual
costs of the services for which the fees are charged and a discussion of whether the fees are equitable. In
its October 1 report, JLBC Staff analyzed insurance fees and assessments for FY 2002 using information
provided by the Department of Insurance. The equity of insurance fees was determined by comparing the
actual cost of providing DOI services with the fee revenue generated from different types of insurers and
insurance professionals.

The results of the analysis indicate that a significant imbal ance exists between costs and revenues in two
areas. Fees collected for medical or hospital service corporations, health care services organizations
(HMOs), or prepaid dental plan organizations were $8,250 while DOI’s cost to administer these 22
organizations was $726,040. On the other hand, fees collected in FY 2002 for domestic life/disability
reinsurers, and unaffiliated credit life/disability reinsurers were $1,190,725 compared to expenditures of
$111,413.

Fee ranges applying to each type of insurer are set legidatively, rather than by DOI. A.R.S. " 20-167
requires the Department of Insurance to revise its fees upward if the revenue collected from all fees
during the prior fiscal year is less than 95% of the appropriated budget, or adjust its fees downward if it
collects more than 110% of the appropriated budget for the current fiscal year. When making
adjustments, DOI isrequired under A.R.S. * 20-167 to adjust fees on a“uniform percentage basis among
all fee categories.” Thus, the department cannot adjust one fee without adjusting all other fees by the
same percent. Asaresult, it is difficult to eliminate fee inequities without statutory changes.

In addition to the fees charged by the Department of Insurance, there is al'so atax imposed on net
insurance premiums received by insurance companies in the state. Except for a portion of the insurance
premium tax on fire insurance premiums and an additional premium tax paid on vehicle insurance
premiums, the proceeds from this tax are deposited into the state's General Fund. Over and above the
$6.5 million in fee revenues collected for FY 2002, the Insurance Premium Tax generated $195.3 million
in Genera Fund revenue for the fiscal year. Chapter 214 did not specify the type of analysis required for
the Insurance Premium Tax. A recent study of insurance tax rates prepared by the PIB/Wakonda Group
for the insurance industry is available upon request.

H. Department of Juvenile Corrections - Report on Overtime, Turnover, and Travel Stipend

Pursuant to a General Appropriation Act footnote, the Arizona Department of Juvenile Corrections
(ADJC) isrequired to submit areport on its findings on the relationship between atravel stipend,
turnover, and overtime pay.

In an effort to reduce turnover, improve recruitment, and maintain its recruitment competitiveness with
the Arizona Department of Corrections (ADC) neighboring Lewis Complex, the ADJC implemented a
$2,500 per year travel stipend for all Southwest Regional Complex (SWR) Staff in April 2000. Ina
subsequent review on the impacts of the travel stipend on turnover and overtime spending between FY
2000 and FY 2002, the department discovered the following:

The turnover rate at SWR decreased 20% between FY 2000 and FY 2001.

The percentage of employees citing job competitiveness as the reason for leaving the SWR fell from
52% to 28% in the two years following the stipend’ s implementation.
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The percentage of employee responses citing the institution’s location as their reason for leaving
SWR fell from 15% to 5% in the two years following the stipend’ s implementation.

However, total overtime expenditures per FTE Position at SWR increased by 15% between FY 2000 and
FY 2001. ADJC reports thisincrease comes as a result of opening the Department’ s Parole Violator
Center (PVC) at SWR. In February 2001, ADJC opened the Sunrise Mountain PV C to focus on youth
who fail to comply with the conditions of their parole. During its first four months of operation, the PVC
used SWR Staff, on an overtime basis, to provide support to the center. At thistime SWR's overtime
expenditures more than doubled, pushing annual expenditures per FTE Position past the prior year.
However, ADJC reports that for the first 8 months of FY 2001 prior to the opening of the PVC, SWR's
overtime usage was 24% below the FY 2000 level. The ADJC in some circumstances does not report the
effect of the stipend in FY 2002.

|I. State Parks Board - Report on Park Operating Expenditures

Pursuant to Laws 2002, 5" Special Session, Chapter 3 the Arizona State Parks Board is providing the park
operating expenditure report for the quarter ending September 30, 2002.

Thisreport is for information only and no Committee action is required. As part of legidation granting
the Parks Board a $450,000 FY 2003 supplemental, the Legidature directed the Parks Board to submit to
JLBC areport on the operating expenditures of each state park, on a quarterly basis. This submission
meets this requirement.

Operating expenditures for the 28 state parks totaled $1,845,900 for the first quarter of FY 2003. Of this
total, $1,561,400 (approximately 85%) was spent on Persona Services and ERE. Kartchner Caverns
State Park represented approximately 20% of the total operating expenditures, and General Fund monies
accounted for approximately 56% ($1,041,100) of the total quarterly spending. All State Parks are
currently open.
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