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JOINT LEGISLATIVE BUDGET COMMITTEE
Thursday, October 24, 2002

9:30 a.m.
Senate Appropriations Room 109

AGENDA

- Call to Order

- Approval 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. Department of Corrections - Review of Negotiated Private Prison Rates.
C. Department of Revenue - Consider Approval of Ladewig Expenditure Plan under A.R.S. §

38-431.03.

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

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

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

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

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

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

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

8. REPORT ON RECENT AGENCY SUBMISSIONS
A. Board of Accountancy - Report on Plan to Reconcile Budget.
B. AHCCCS - Report on Medicaid in Public School Initiative Services Reimbursement.
C. Department of Economic Security - Bimonthly Report on Children Services.
D. Department of Emergency and Military Affairs - Report on Declared Emergencies.
E. Game and Fish Department - Report on Game and Fish Publications Revolving Fund.
F. Department of Health Services - Report on Transfer Allocation.
G. JLBC Staff - Report on Analysis of Fee Equity.
H. Department of Juvenile Corrections - Report on Overtime, Turnover, and Travel Stipend.
I. State Parks Board - Report on Park Operating Expenditures.

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

People with disabilities may request accommodations such as interpreters, alternative formats, or assistance with physical accessibility.
Requests for accommodations must be made with 72 hours prior notice.  If you require accommodations, please contact the JLBC Office
at (602) 542-5491.
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MINUTES OF THE MEETING

JOINT LEGISLATIVE BUDGET COMMITTEE
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 Representative Knaperek, Vice-Chairman
Senator Arzberger Representative Burton Cahill
Senator Bee Representative Pearce
Senator Bennett Representative Pickens
Senator Brown
Senator Cirillo
Senator Rios

Absent: Senator Bundgaard Representative Allen
Representative Gray
Representative May
Representative Weason

Staff: Richard Stavneak, Director Cheryl Kestner, Secretary
Jason Hampton Brad Regens
Tim Sweeney

Others: Cynthia Odom Attorney General’s Office
Phyllis Biedess AHCCCS
Mark Hoyt William Mercer
Tom Betlach AHCCCS
Charles Ryan Prison Operations, ADC
Joy Hicks House of Representatives
Debbie Johnston Senate
Tracy Wareing Attorney General’s Office

APPROVAL OF MINUTES

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.
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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 1½ 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.
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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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DATE: October 16, 2002

TO: Senator Ruth Solomon, Chairman
Members, Joint Legislative 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

This item is for information only and no Committee action is required.  AHCCCS estimates a total
maximum state savings of $14 million to $17.3 million if all of the cost sharing strategies are
implemented.  Federal approval of waivers is required in several 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 General 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.
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• 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 approval through the federal Centers for Medicare and Medicaid
Services (CMS) would likely take 4-6 months.  As a result, 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.  As a result, 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
Arrangement

Maximum
Potential Revenue Comments

Copayments $7 - $10.3 million
(State Share)

• Federal law requires copays on the traditional Medicaid population
to be nominal and must be waived if the enrollee cannot pay.

• AHCCCS currently requires copays on some services.  The
experience in AZ and other states is 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 services if 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
Premiums

$3.9 million
(State Share)

$1.8 million
(State Share)

AHCCCS:
• No premium can be charged on traditional Medicaid populations.
• Monthly premiums are currently charged in the KidsCare program

and are allowed for adults in the KidsCare program (also known as
HIFA parents) up to certain limits.

• There is some flexibility to charge premiums on expansion
populations (see page 5 of the report for more detail).

DD-ALTCS:
• Parental income is not counted toward eligibility in the

Developmentally Disabled Long-Term Care program.  Monthly
premiums could be charged to this population.

• A waiver is required (see page 7 of the report for more detail).
Enrollment
Fees

$1.3 million
(State Share)

• An enrollment fee would be charged to applicants when they are
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
Collections

$14 – 17.3 million
(State Share)

(See page 8 of the report for more detail)

RS/JV:lm



STATE OF ARIZONA

Joint Legislative Budget Committee
STATE HOUSE OF
SENATE 1716 WEST ADAMS REPRESENTATIVES

PHOENIX, ARIZONA 85007
RUTH SOLOMON LAURA KNAPEREK

CHAIRMAN 2002 PHONE (602) 542-5491 CHAIRMAN 2001
MARSHA ARZBERGER CAROLYN S. ALLEN
TIMOTHY S. BEE FAX (602) 542-1616 MEG BURTON CAHILL
KEN BENNETT LINDA GRAY
JACK A. BROWN http://www.azleg.state.az.us/jlbc.htm STEVE MAY
SCOTT BUNDGAARD RUSSELL K. PEARCE
EDWARD J. CIRILLO MARION L. PICKENS
PETE RIOS CHRISTINE WEASON

DATE: October 17, 2002

TO: Senator Ruth Solomon, Chairman
Members, Joint Legislative Budget Committee

FROM: Richard Stavneak, Director

SUBJECT: REPORT ON RECENT AGENCY SUBMISSIONS

Request

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.  If 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 evaluating the equity of the board’s fee structure in relation to asset
management and a plan to bring agency expenditures in 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 is treated in a fair and equitable manner.  Also, the Board is currently at its statutory limit for fees.
The Board has established a task force to review the current fee structure.

The report does not outline any specific plan to bring expenditures into line with revenue beyond “good
fiscal 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
(AHCCCS) is providing the annual report on the Medicaid in the Public Schools (MIPS) program.  This
program is designed to provide Title XIX covered services to special needs children in special education
programs in public schools.  As the Legislature requested, the report by AHCCCS gives an overview of
the MIPS program, and also 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 professional.  These
children are eligible for nursing services, health aide services (attendant care), occupational therapy,
speech therapy, physical therapy, and transportation services.  In FY 2002 participating schools received a
total of $19,052,200 in Medicaid Federal Financial Participation Funds.  This total 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 half 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.  Year-to-date expenditures total $8,143,900, which essentially
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 expenditures in 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) behavioral health
capitation rate increase.  DES expenditures for residential placement clients were $872,800 in July and
$756,900 in August, though DES notes that not all provider payments may be included in these figures.
These amounts show a continued decline from June, in which DES expenditures for residential placement
clients totaled $1,022,900.  These figures seem to indicate that DHS and the Regional Behavioral Health
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. § 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 Navajo County.  Pursuant to A.R.S. § 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
$80,000.

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 all 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 actions in 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. § 17-269(B), the Arizona Game and Fish Department (AGFD) is required to submit an
annual report detailing all 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.   Monies in 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.  Monies in 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 4th 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.

1st Quarter 2nd Quarter 3rd Quarter 4th Quarter

Ending Balance
(with Encumbrances)

$37,500 $73,900 $12,200 $66,000

F. Department of Health Services - Report on Transfer Allocation

At its August meeting, JLBC approved a transfer of $3,562,300 from the Seriously Emotionally
Handicapped (SEH) Special 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 centers in the General Appropriation Act.  The Committee requested that DHS report on
the amount of those additional 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.

Original 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)
Behavioral 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 Legislative Budget Committee Staff  is required to analyze
the fees, assessments and taxes imposed by the Department of Insurance (DOI) and report to the Joint
Legislative 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 imbalance 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 legislatively, 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 is required 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.  As a result, it is difficult to eliminate fee inequities without statutory changes.

In addition to the fees charged by the Department of Insurance, there is also a tax 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 General 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 PJB/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) is required to submit a report on its findings on the relationship between a travel 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.  In a
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 this increase comes as a result of opening the Department’s Parole Violator
Center (PVC) at SWR.   In February 2001, ADJC opened the Sunrise Mountain PVC 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 this time 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, 5th Special Session, Chapter 3 the Arizona State Parks Board is providing the park
operating expenditure report for the quarter ending September 30, 2002.

This report is for information only and no Committee action is required.  As part of legislation granting
the Parks Board a $450,000 FY 2003 supplemental, the Legislature directed the Parks Board to submit to
JLBC a report 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 Personal 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.

RS:lm




