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MEETING NOTICE

- Approval of Minutes of February 2, 2010

- DIRECTOR'S REPORT (if necessary).

HOUSE OF
REPRESENTATIVES

JOHN KAVANAGH
CHAIRMAN 2009

ANDY BIGGS

OLIVIA CAJERO BEDFORD

CLOVES C. CAMPBELL, JR.

MATT HEINZ

JOHN MCCOMISH

RICK MURPHY

VIC WILLIAMS

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

1 ARIZONA STATE PARKS BOARD, ARIZONA CRIMINAL JUSTICE COMMISSION,
AND THE DEPARTMENT OF HOUSING - Review of Requested Exchange of Fund

Transfers.

2. DEPARTMENT OF HEALTH SERVICES - Review of Children's Rehabilitative Services and
Behavioral Health Title X1X Capitation Rate Changes.

3. GOVERNMENT INFORMATION TECHNOLOGY AGENCY - Quarterly Review of the
Arizona Public Safety Communication Advisory Commission.

The Chairman reserves the right to set the order of the agenda.

4/12/10
Im

People with disabilities may request accommodations such asinter preters, alter native formats, or assistance with physical accessibility.
Requests for accommodations must be made with 72 hours prior notice. If you require accommodations, please contact the JLBC Office

at (602) 926-5491.
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MINUTESOF THE MEETING
JOINT LEGISLATIVE BUDGET COMMITTEE

February 2, 2010

The Chairman called the meeting to order at 8:15 am., Tuesday, February 2, 2010, in Senate
Appropriations Room 109. The following were present:

Members; Senator Pearce, Chairman Representative Kavanagh, Vice-Chairman
Senator Aboud Representative Biggs
Senator Aguirre Representative Cajero Bedford
Senator Gray Representative Campbell
Senator Harper Representative McComish
Senator Pierce Representative Murphy
Absent: Senator Rios Representative Heinz

Representative Williams
APPROVAL OF MINUTES

Hearing no objections from the members of the Committee to the minutes of September 22, 2009,
Chairman Russell Pearce stated that the minutes would stand approved.

Chairman Pearce stated that Items 1-11 would be heard in a single motion.
Richard Stavneak, Director, JLBC Staff stated that in Item 1, the Attorney General has asked to be

removed from consideration at this point as they need to do additional work on their proposed fund
transfer.

Chairman Pearce stated that a member has requested that Item 8B, Department of Health Services -
Review of Children’s Rehabilitative Services Capitation Rate Changes, be removed from the agenda
for later consideration.

1. ARIZONA DEPARTMENT OF ADMINISTRATION AND JUDICIARY - Review of
Requested Exchange of Fund Transfers.

2. ARIZONA DEPARTMENT OF ADMINISTRATION - Review of Emergency
Telecommunication Services.

3. AHCCCS - Review of Proposed Acute Careand Long Term Care (ALTCS) Capitation
Rate Changes.

(Continued)
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4, ATTORNEY GENERAL - Review of Allocation of Settlement Monies.

5. DEPARTMENT OF ECONOMIC SECURITY - Review of Long Term Care Capitation
Rate Changes.
6. DEPARTMENT OF ENVIRONMENTAL QUALITY - Review of Water Quality Permit

Processing Times.

7. GOVERNMENT INFORMATION TECHNOLOGY AGENCY - Quarterly Review of the
Arizona Public Safety Communication Advisory Commission.

8A. DEPARTMENT OF HEALTH SERVICES - Review of Requested Transfer of
Appropriations.

9. JLBC STAFF - Consider Approval of Index for School Facilities Board Construction Costs.
10. ARIZONA BOARD OF REGENTS - Review of FY 2010 Tuition Revenues.

11. DEPARTMENT OF REVENUE - Review of Business Reengineering/Integrated Tax System
Expenditure Plan.

Representative Kavanagh moved to accept the JLBC Saff recommendations for items 1-11 minus the
Attorney General in Item 1 and Item 8B for the Department of Health Services. The motion carried.

EXECUTIVE SESSION

Repr esentative Kavanagh moved that the Committee go into Executive Session. The motion carried.

At 8:18 am. the Joint Legislative Budget Committee went into Executive Session.

Repr esentative Kavanagh moved that the Committee reconvene into open session. The motion carried.

At 9:20 am. the Committee reconvened into open session.

A. Arizona Department of Administration - Risk Management Services - Consideration of
Proposed Settlementsunder Rule 14.

Representative Kavanagh moved that the Committee approve the recommended settlement proposal by
the Attorney General’s Office in the case of McDonald v. Sate of Arizona, et al, with a stipulation.

Senator Harper moved a substitute motion for a proposal that the Committee refuse the settlement and
asked for arall call vote. A roll call vote was taken on the substitute motion. The substitute motion failed
by aroll call vote of 4-8-0-3 (Attachment 1).

Senator Harper requested aroll call vote on the original motion.
The original motion carried by aroll call vote of 7-5-0-3 (Attachment 1).

B. State Department of Corrections - Review of Request for Proposals for 5,000 Private Prison
Bedsper A.R.S. § 38-431.03A2.

Representative Kavanagh moved that the Committee give a favorable review with the 4 provisions
specified by JLBC Saff. The motion carried.

(Continued)
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C. State Department of Corrections - Review for Request for Proposalsfor Privatization of
Correctional Health Servicesper A.R.S. § 38-431.03A2.

Representative Kavanagh moved that the Committee give a favorable review with the 5 provisions
specified by JLBC Saff. The motion carried.

D. Annual Performance Review per Rule?.
Thisitem was for information only and no Committee action was required.
Without objection, the meeting adjourned at 9:30 a.m.

Respectfully submitted:

Sandy Schumacher, Secretary

Richard Stavneak, Director

Senator Russell Pearce, Chairman

NOTE: A full audio recording of this meeting is available at the JLBC Staff Office, 1716 W. Adams.
A full video recording of this meeting is available at http://www.azleg.gov/jlbc/meeting.htm.
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DATE: April 13, 2010
TO: Senator Russell Pearce, Chairman
Members, Joint Legislative Budget Committee
THRU: Richard Stavneak, Director
FROM: Art Smith, Senior Fiscal Analyst

Eric Billings, Senior Fiscal Analyst
Jon McAvoy, Fiscal Analyst

SUBJECT: Arizona State Parks Board, Arizona Criminal Justice Commission, and the Arizona
Department of Housing - Review of Requested Exchange of Fund Transfers

Request

The FY 2011 General Appropriation Act (Laws 2010, 7" Special Session, Chapter 1, Section 111) and the
FY 2010 Budget Reduction and Transfers Bill (Laws 2009, 5" Special Session, Chapter 1, Section 3)
require the Joint L egidative Budget Committee (JLBC) review of agency requests to transfer monies
between their own funds in order to comply with transfers required by these acts. The Arizona State
Parks Board, the Arizona Criminal Justice Commission (ACJC), and the Arizona Department of Housing
(ADOH) have requested Committee review of fund transfers pursuant to these hills.

Recommendation

The Committee has at |east the following 2 options:

1. A favorablereview of the proposed exchange of fund transfers.

2. Anunfavorable review.

Analysis

Table 1 summarizes the requested fund transfer exchanges for each agency.

(Continued)



Tablel
Requested FY 2010 Fund Transfer Switches
Original
Transfer Transfer Agency Revised Transfer
Original Fund Amount ? Type Proposed Fund ¥ Amount ¥
Arizona State Parks Board
State L ake Improvement Fund $1,387,300 EBT ¥ Arizona Heritage Fund $1,387,300
State Lake Improvement Fund 528,500 FRAT ¢ Arizona Heritage Fund 528,500
State Parks Enhancement Fund 1,630,800 EBT Y Arizona Heritage Fund 1,630,800
State Parks Enhancement Fund 671,300 FRAT ¢ Arizona Heritage Fund 671,300
Subtotal $4,217,900 $4,217,900
Arizona Criminal Justice
Commission
Drug and Gang Enforcement $ 856,300 EBT ¥ Drug and Gang Enforcement $ 325,000
Account Account
Driving Under the Influence 187,300
Abatement Fund
Drug and Gang Prevention 344,000
Resource Center Fund
Victims Compensation and 678,400 EBT Y Victims Compensation and 300,400
Assistance Fund Assistance Fund
Driving Under the Influence 378,000
Abatement Fund
State Aid to County Attorneys 40,700 EBT Y Driving Under the Influence 40,700
Fund Abatement Fund
Subtotal $1,575,400 $1,575,400
Department of Housing
Housing Program Fund $2,183,000 EBTY Housing Program Fund $1,483,000
Housing Trust Fund 700,000
Subtotal $2,183,000 $2,183,000
1/ Fund source for reductions mandated in budget.
2/ Amount for reductions mandated in budget.
3/ Funds from which agencies are requesting transfers in order to accommodate the mandated reductions.
4/ Transfer amounts proposed by agency.
5/ Excess Balance Transfers (EBTS) sweep money from anticipated FY 2010 ending balancesinto the General Fund.
6/ Fund Reductions and Transfers (FRATS) reduce annual FY 2011 spending from the agency’s Other Funds. An amount equal to
these reductions would be swept into the General Fund.

Arizona State Parks Board

Laws 2009, 51 Special Session, Chapter 1 requires the Parks Board to complete $4,217,900 in fund
transfersin FY 2010. These transfers are comprised of Excess Balance Transfers (EBTs) and Fund
Reduction and Transfers (FRATS). EBTs sweep money from the anticipated FY 2010 ending balances
into the General Fund. FRATSs reduce the annual FY 2010 spending from the agency’ s other funds and
sweep the savings into the General Fund. Table 1 summarizes the requested fund transfers. Under the 5"
Special Session, $1,915,800 is transferred from the State Lake Improvement Fund (SLIF), and $2,302,100
istransferred from the State Parks Enhancement Fund (SPEF).

The Parks Board is instead requesting to transfer $4,217,900 from the Arizona Heritage Fund. This
transfer would be in addition to the fund’s 1% Regular Session transfers, which totaled $3,909,400. The
Parks Board states that if the 5™ Special Session transfers are enacted as planned, ending balances would
be insufficient to continue operations at the 10 parks that the agency plansto keep openin FY 2011.

(Continued)
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Arizona Criminal Justice Commission

Laws 2009, 5" Special Session, Chapter 1 requires ACJC to complete $1,575,400 in EBTs from the Drug
and Gang Enforcement (DEA) Account, the Victims Compensation and Assistance Fund, and the State
Aid to County Attorneys Fund. ACJC isrequesting to reduce the DEA Account and Victims
Compensation and Assistance Fund transfers and eliminate the State Aid to County Attorneys Fund
transfer and make up the difference with transfers from the Driving under the Influence Abatement Fund
and the Drug and Gang Prevention Resource Center Fund.

Arizona Department of Housing

Laws 2010, 7" Special Session, Chapter 1 requires the ADOH to transfer $2,183,000 in excess balances
from the Housing Program Fund to the General Fund. The department is requesting to transfer $700,000
from the Housing Trust Fund instead of the Housing Program Fund to facilitate the EBT. There would be
aremaining Housing Program Fund transfer of $1,483,000.

RSASEB/IM:sls
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Arizona State Parks
1300 W. Washington
Fhoenix, AZ 85007

Tel & TTY: 602.542. 4174
AZStateParks.com

800.285.3703 from
{520 & 928) area codes

General Fax:
602,542 4180

Diractor's Office Fax:
602 542 4188

"Managing and conserving hatural, cultural, and recreational regources’,

February 23, 2010 235

D. Clark Partridge, State Comptroller
General Accounting Office

Arizona Department of Administration
100 N. 15" Avenue, Ste. 302

Phoenix, AZ 85007

RE: CASH TRANSFER REQUEST PER 5TH SPECIAL SESSION,
LAWS 2009, 49™ LEGISLATURE, CHAPTER 1, SECTION 3

Dear Mr. Partridge:

Arizona State Parks requests permission to transfer cash of
$4,217,900 from the Arizona Heritage Fund to 1) the Enhancement Fund
$2,302,100 and 2) the State Lake Improvement Fund $1,915,800. Per Laws
2009, 5th Special Session, Chapter 1, Section 3, please coordinate this
request with the Governors Office of Strategic Planning and Budgeting,
and please forward to the Joint Legislative Budget Committee for review.

On February 17, 2010, the Parks Board took action to cancel both
State Parks’ capital projects and open grants funded by the Heritage Fund.
This de-obligated funds for the Board to pay the $3.9 million of Heritage
Fund Fund Reductions And Transfers (FRATs) and Excess Balance
Transfers (EBTs) and, as requested in this letter, use the remaining dollars
to backfill the State Parks Enhancement Fund and State Lake
Improvement Fund.

These cash transfers will enable the agency to provide for the
minimum cash balance forward required to continue operations into FY
2011 with the substantial operational reductions already planned.

Enclosed is a chart showing the source of the Heritage Funds to be
used for the cash transfers. Our plan assumes that Arizona State Parks
receives its full Heritage Fund allocation in FY 2010. Also enclosed are the
most recent FY 2010 projected cash flow documents for all agency funds,
including an overall agency summary.

The fund reductions and transfers imposed on Arizona State Parks
by the 5th Special Session, Chapter 1, Section 2 total $8,629,600. The
reductions to the Enhancement Fund and the State Lake Improvement
Fund directly impact our ability to operate most State Parks for the



D. Clark Partridge, State Comptroller
February 23, 2010
Page 2

remainder of FY 2010. Without the requested cash transfers, the agency will have
insufficient cash with which to operate open State Parks beginning in FY 2011.

If you have any questions or require any further information, please contact me
at (602) 542-7102 or rbahl@azstateparks.gov or Kent T. Ennis, Assistant Director of
Administrative Services, at (602) 542-6920, or kennis@azstateparks.gov.

Sincerely,

Renée E. Bahl
Executive Director

:dab

cc: Arthur Smith, JLBC
Thomas Soteros-McNamara, OSPB
Kent Ennis, Assistant Director, Administrative Services

Enclosures



Cash Transfer Requests Pursuant to

Laws 2009, 5th Special Session, Chapter 1, Section 3

Arizona State Parks

Capital & Grants

Revenue Source Applied: Heritage Fund Reallocation
Applications
Cancelled State Parks Capital Projects $4,852,150
Cancelled Grants\1 3,923,242
Heritage Fund Anticipated Revenue\2 2,400,000
Subtotal Available Funds - Heritage Fund $11,175,392
Heritage Fund - Fund Reduction And Transfer (FRAT) (1,784,700)
Heritage Fund - Excess Balance Transfer (EBT) (2,124,700)
Operating Funds (2,324,700)
Subtotal ($6,234,100)
Maximum Available Remaining Balance for Backfills $4,941,292
Backfill Enhancement Fund FRAT and EBT (2,302,100)
Backfill State Lake Improvement Fund FRAT and EBT (1,915,800)
Total Backfill Enhancement and State Lake Improvement
FRATs and EBTs ($4,217,900)
Available for Grant Payments\1 $723,392

%1 Total amount of cancelled grants as of January 29, 2010 $3,923,242. Amount expected

to decrease as invoices are paid.
Y2 Assumes full FY 2010 Heritage Fund allocation

23-Feb-10
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March 16, 2010

Richard Stavneak, Director

Joint Legislative Budget Committee
1716 W Adams

Phoenix, Arizona 85007

JOINT BUDGET
COMMITTEE

Dear Mr. Stavneak:

Flease consider this letter a request to be placed on the next agenda of the Joint
Legislative Budget Committee. On January 25, 2010 the members of the Arizona
Criminal Justice Commission met and approved an alternative plan to the budget
reductions passed in December 2009 as part of SB1001 of the fifth special
session of the 49" Legislature.

Included in SB1001 was language that allowed agencies to submit alternative
budget reduction plans for review by JLBC as long as the total reduction amount
stayed equal to the amount passed in the bill. The alternative plan approved by
the Commission is attached along with a payment schedule to transfer the
amount to the general fund. The alternative plan limits the impact to vital
criminal justice projects this fiscal year.

ACIC respectfully requests JLBC review of the alternative plan and will forward
the plan to the General Accounting Office for implementation. If you have any
questions please contact me or Karen Ziegler at (602) 364-1160.

Sincerely,

John A. Blackburn, Jr.
Executive Director

Our mission (s to sustain and enhance the coordination, cohesiveness, productivily

and effectivenass of the Criminagl Justice System in Arizona



Arizona Crimnal Justice Commission

Alternative Budget Reduction Submission
2009, 49th Legislature, 5th Special Session, Chapter 1 (SB1001), Section 1

FY10 Sweep $£2,892,500
Commission

EBT SB1001 Approved
DUI Abatement Fund g 121,500 | & 727,500
Drug & Gang Res Ctr 5 136,000 | & 480,000
DEA Account 5 856,300 | % 325,000
Victim Comp & Asst Fund s 678,400 | % 300,400
State Aid to CA $ 40,700 | § =

$ 1832900|% 1,832,900
FRAT
CJEF Operating $ 55,500 | § 55,500
DUI Abatement g 112,500 | $ 112,500
DEA Account g 430,300 | % 430,300
State Aid to CA g 789001 % 78,900
State Aid to ID $ 74800 | % 74,900
Victims Fund ] 3075000 % 307,500

$ 1,059600)|% 1,059,600

TOTAL $ 2892500 )% 2,892,500

Total DEA Account 3 1286600 % 755,300
Total DUI Abatement 5 234000 3 840,000
Total Victims Fund 3 985900 % 607,900

*Appropriation Reduction amounts (FRATs) can not be changed

EBT Excess Balance Transfer
FRAT Fund Reduction and Transfer
TRANSFERS
Account INDEX Amount Date
CJEF Operating 21000 % 55,500 Feb
DEA Account 62000 3% 755,300 April
DUl Abatement Fund 67000 % 840,000 1/2 March & 1/2 June
Drug Prev Res Ctr 40000 % 480,000 June
Victim Comp 80000 % 607,900 1/2 March & 1/2 June
State Aid CA 49100 § 78,900 March
State Aid ID 49600 § 74,900 March
§ 2892500

SB1001 Alternatives3/16/2010



EBT

DUl Abatement Fund
Drug & Gang Res Ctr
DEA Account

Victim Comp & Asst Fund
State Aid to CA

FRAT

CJEF Operating
DUl Abatement
DEA Account
State Aid to CA
State Aid to ID
Wictims Fund

TOTAL

SB1001

DUl

DGFRC

DEA

Victims

121,500
136,000
856,200
678,400

40,700

oh

121,500

187,300
378,000
40,700

$ 136,000
$ 344,000

$ 325,000

$ 300,400

iles A &0 o 6P

1,832,800

55,500
112,500
430,300

74,900
307,500

A &5 &8 &

727,900

$ 480,000

$ 325,000

$ 300,400

5
5
3
$ 78,900
3
3
S

1,059,600

$2,892,500
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March 26, 2010

Mr. Clark Partridge, Comptroller

State of Arizona General Accounting Office
100 M. 15" Ave

Phoenix, AL 85007

Re: 49 Legislature, 7 Special Session, House Bill 2001
Reductions and transfers; budget units; cash transfers

Dear Mr. Partridge:

Pursuant to House Bill 2001, the Arizona Department of Housing (ADOH) is requesting a cash
transfer between its own funds to comply with a required fund balance transfer for 2009-2010
contained in Section 113, as well as a delay in the transfer of scheduled FY2011 sweeps.

Specifically, ADOH would like to request that $700,000 be transferred from the agency’s Housing
Trust Fund (2235} to the Housing Program Fund (2200) to provide a portion of the fund balance
transfer from that fund in the amount of $2,183,000, as well as to reduce the impact of other
scheduled transfers from the Housing Program Fund (HPF) in the amounts of $1,818,400,
$1,598,886, $963,700, and $1,450,000, as well as anticipated salary reduction sweeps to this fund.

The agency is currently working on significantly reducing HPF expenditures. However, because
income expectations to this fund in FY2010 and beyond have been significantly reduced,
projections indicate that the HPF balance can be expected to go into the negative in early 2012
without this transfer. Due to the fact that this fund primarily supports two significant federal
programs operated by the agency, the agency cannot reduce its expenditures to this fund enough
to offset the imposed sweeps along with the anticipated loss of income to the fund over the next
several years. Income to the fund decreased in FY2010 due to loss of interest and a reduced
number of applications to a federal tax credit program. Revenue to this fund in FY2011 and in
future years is expected to fall significantly below previously expected amounts due to a loss of
interest, fewer program application fees, and the loss of over $1 million in annual fee income
previously available through a HUD contract. Additionally, because income to the HPF is
sporadic and could fall below expectations, we remain extremely cautious of further reductions
in income to this fund.



Re: 49 Legislature, 7= Special Session, House Bill 2001
Reductions and transfers; budget units; cash transfers
March 26, 2010 Page 2 of2

Additionally, we also are requesting that a FY2011 sweep of $2,517,532 (this amount includes
sweeps of $963,700, 51,450,000 and estimates on expected salary sweeps to that fund) from the
HPF be delayed until June 30, 2011, instead of being transferred in July 2010 as requested in the
budget bill. As you will see by reviewing the enclosed cash flow statements, under no scenario
can the HPF support a transfer of $2.5 million in July 2010. Not only will the fund not contain this
amount of cash in July 2010, but will take nearly the entire 2011 fiscal year to accumulate enough
income in the HPF to accommodate a $2.5 million transfer.

Should you have any questions about this transfer request, please contact Tracy Schmidt, Finance
and Accounting Administrator at (602) 771-1065 or tracy.schmidt@azhousing.gov

Sincerely,

Assistant Deputy Director/Operations

Encluaures:

A Housing Trust Fund FY2010 Cash Flow without $700,000 transfer to HPF and
Housing Trust Fund Fy2010 Cash Flow with §700,000 transfer to HPF

B. Housing Program Fund FY2010 Cash Flow without $700,000 transfer from HIPF;
Housing Program Fund FY2011 Cash Flow without $700,000 transfer from HPF and
no delay in $2.5 million sweep [goes into negative]; Housing Program Fuu | | V2012
Cash Flow without $700,000 transfer from HPF [goes into negative]

C. Housing Program Fund FY2010 Cash Flow with $700,000 transfer from HPF;
Housing Program Fund FY2011 Cash Flow with $700,000 transfer from HPF and
delay in $2.5 million sweep; Housing Program Fund FY2012 Cash Flow with
700,000 transfer from HPF

GAO-014 Transfer

Copy of AR5 41-3955 Housing Trust Fund

Copy of ARS 41-3957 Housing Program Fund

oc Michael Trailor, ADOH
lllya Riske, OSI'B
Eric Billings, JLBC
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DATE: April 13, 2010
TO: Senator Russell Pearce, Chairman
Members, Joint Legislative Budget Committee
THRU: Richard Stavneak, Director
FROM: Art Smith, Senior Fiscal Analyst
SUBJECT: Department of Health Services - Review of Children’s Rehabilitative Services and

Behavioral Health Title X1X Capitation Rate Changes
Request

Pursuant to a General Appropriation Act footnote, the Department of Health Services (DHS) must present
its plan to the Committee for review prior to implementing any change in capitation rates for the Title
XIX Children’s Rehahilitative Services (CRS) and Behavioral Health programs. Capitation rates are the
flat monthly payments made to managed-care health plans for each Title X1X recipient.

Summary of Changes

Children’s Rehabilitative Services

The department’ s proposed CRS changes address the shifting of costs from DHS to AHCCCS aswell as
administrative adjustments in the tracking and billing of patients. Asaresult of an increase to the cost of
the administrative component as a proportion of the overall rate, the proposed CRS changes would cost
the General Fund $720,500 in FY 2010.

Behavioral Health Services

The department’ s proposed behaviora health capitation rate revision for FY 2010 is primarily associated
with a decrease in the utilization rate of Title XIX Behavioral Health Services (BHS). The utilization rate
is the actual number of people receiving services as a percentage of the total eligible population of that
program. The FY 2010 rates were previously reviewed at its September 2009 meeting.

DHS states that the current budget, including the 7" Special Session supplemental, provides sufficient
funding for the proposed capitation rate adjustments.

(Continued)



Recommendation

The Committee has at | east the following options:
1. Afavorablereview.

2. Anunfavorablereview.

The Committee may aso choose to make its recommendation for the CRS and BHS capitation rates
separately.

Analysis

The proposed rates are based upon an actuarial study. A.R.S. § 36-2901.06 limits capitation rate
adjustments to utilization and inflation unless those changes are approved by the Legislature or are
specifically required by federal law or court mandate.

Children’ s Rehabilitative Services

The CRS program provides services for children with chronic and disabling or potentially disabling
conditions. The contractor is reimbursed using a per-member/per-month capitation rate that includes a
high, medium and low tier, which represent varying degrees of medical acuity. Table 1 displaysthe
FY 2010 budgeted and proposed rates by medical acuity and details the changes from FY 2009.

Tablel
Proposed Monthly CRS
Capitation Rate Changes (Services Only)
FY 2009 FY 2010 FY 2010 FY 2010 Change  Anticipated State
Actual Rate Budgeted Rate Proposed Rate Above FY 2009 Match Cost
$376.65 $376.65 $384.89 2.19% $720,500

The capitation rates include adjustments for shifting some CRS costs from AHCCCSto DHS aswell as
other adjustments. The proposed changes do meet the guidelines outlined in statute and have been
implemented retroactive to July 1, 2010.

The CRS budget presumes flat administrative funding and a services budget based on the CRS capitation
rate. The proposed capitation rate would increase the services component of the capitation rate by
changing the “administrative load” of the rate, at a cost of $720,500.

In addition to this shift, the capitation rate presumes a number of other changes. These changes,
summarized below, would have no net impact on the rate.

FY 2009 AHCCCS Cost Shift
In FY 2009, AHCCCS shifted the responsibility for payment of specific servicesto the CRS contractor
when those services are directly related to a member’s CRS condition.

e Medical Devices: Beginning October 1, 2008, coverage of cochlear implants and wheelchairs related
to CRS dligible conditions was transferred from AHCCCS to CRS. The General Fund cost of this
change is $393,800 in FY 2010.

e Emergency Services. Beginning in FY 2009, CRS switched from using 4 contractors to provide
servicesin the 4 designated regions of Phoenix, Tucson, Flagstaff and Y uma, to 1 contractor that will
subcontract to provide servicesin all 4 regions. Asaresult of this change, the contractor will have an
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expanded hospital network compared to previous contractors. Effective October 1, 2008, the
contractor became financially responsible for coverage of related emergency servicesin those
facilities that were previously covered by AHCCCS non-CRS contractors. This reflects an estimated
General Fund cost of $205,500 in FY 2010.

CRS Related Conditions: Beginning October 1, 2008, coverage of conditions related to or caused by
CRS conditions such as diabetes resulting from cystic fibrosis and complications caused by cerebral
palsy will be transferred from AHCCCSto CRS. The FY 2010 General Fund impact of this changeis
$16,200.

Outpatient Emergency Servicesto AHCCCS: Outpatient emergency services that do not result in a
hospital admission were transferred from the CRS contractor to AHCCCS on October 1, 2009. This
adjustment reduces General Fund costs by $(128,400).

Biotech Drugs: AHCCCS transferred coverage of certain high cost drugsto CRSin FY 2009. These
changes are expected to increase the capitation rates by $428,000 in General Fund moniesin

FY 2010.

CRS Adjustments

AHCCCS Inpatient Outlier Methodology Change: Beginning on October 1, 2007, AHCCCS initiated
a 3-year phase-in of a new method to monitor inpatient encounters. Asaresult of amost 3 years of
employing this methodology, the actuarial analysis has concluded that inpatient care costs should be
reduced by $(1,643,500).

Completion of Omissions. As part of an annual AHCCCS study, it was found that there were some
instances where CRS services were provided, but due to incomplete documentation, records of these
services were not included in the base data used to calculate the capitation rates for the FY 2009
budgeted amount. This base adjustment to the capitation rate reflects a General Fund cost of
$650,600.

Non-Encounterable Costs: Non-encounterable costs are considered medical costs that are not
factored into the base data actuaries used to calculate capitation rates. These costs could include
expenses incurred by social workers and interpreters, care coordination activities, and member/family
education. This adjustment isa General Fund increase of $239,700.

Provider Rate Reduction: The proposed CRS rate includes a (5)% fee-for-service reduction. This
adjustment is a General Fund reduction of $(161,800).

Behavioral Health Services

Table 2 shows the post-7" Special Session and proposed capitation rates for each program. The FY 2010
appropriation was developed by holding capitation rates flat for each program. The proposed rate
changes have already been implemented by DHS and are retroactive to January 1, 2010.

Table2
Monthly Capitation Rate

Post-7"" Special FY 2010 Y
Category Session Budgeted ¥ Proposed
Children $67.66 $66.16
SMI $72.55 $7351
General Mental Health $41.87 $40.59
1/ Ratesareblended to reflect original FY 2010 budgeted rates and mid-year

savings.

This mid-year capitation rate change represents an adjustment made by DHS' actuariesto account for
lower than expected utilization of Title X1X Behavioral Health Services by the eligible individualsin the
last 6 months of FY 2010. While eligibility had increased 25% by November 2009, the corresponding
enrollment increase was only 12%. Title X1X eligibility is determined by income, which has been
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adversely effected by the economic downturn. However, there has not been an indication that the
economy isacausal factor in dramatically increasing SMI incidence.

The enacted revisionsin the FY 2010 budget aso include an adjustment for lower than budgeted
utilization rates among Title X1X eligible individuals receiving behavioral health services. As described
in Table 3 and using behavioral health casel oads reflected in the revised FY 2010 budget provided by
DHS, the new capitation rates proposed by DHS cost the General Fund $4 million when compared to the
budgeted capitation rates revised in the 7" Special Session. DHS states there is sufficient funding for the
lower budgeted capitation rates, because the department will reduce its Non-Title X1X BHS General Fund
spending by $(4) million. For the SMI, the proposed rates are higher than those in the revised FY 2010
budget, because DHS' actuaries are projecting slightly higher utilization of services within the eligible
population.

Table3
Capitated General Fund Behavioral Health Spending
FY 2010 FY 2010

Category Budgeted Proposed
Children's Behavioral Health

Title XIX $158,487,000  $156,789,400

Proposition 204 3,110,600 3,076,200
Seriously Mentally 111

Title XIX 72,955,600 75,758,200

Proposition 204 96,255,600 99,917,500
General Mental Health/Substance Abuse

Title XIX 42,517,100 42,182,000

Proposition 204 55,550,900 55,113,100
Medicaid Special Exemption Payments 8,792,800 8,916,400

Total $437,669,600  $441,752,800

Increase Above Budgeted Rate $4,083,200

RS/AS:dls
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December 11, 2009

The Honorable John Kavanagh
Chairman

Joint Legislative Budget Committee
1700 West Washington Street, Suite H
Phoenix, Arizona 85007

Dear Chairman Kavanagh:

Pursuant to a footnote in the General Appropriation Act, the Arizona Department of Health
Services respectfully requests to be placed on the Joint Legislative Budget Committee’s
agenda for its next scheduled meeting to review the proposed changes to the Children’s
Rehabilitative Services (CRS) Title XIX and Title XXI capitation rates for the contract year
ending September 30, 2010 (CYE 10).

Enclosed please find the CRS Title XIX and Title XXI final report for the period October 1,
2009 to September 30, 2010.

In accordance with the Centers for Medicare & Medicaid Services and the Balanced Budget
Act of 1997, the rates were developed using actuarially sound methodologies by Mercer
Government Human Services Consulting. The Arizona Health Care Cost Containment System
(AHCCCS) has reviewed and approved the proposed capitation rates.

If you have any questions please feel free to call Cynthia Layne, Chief Financial Officer for
Children’g Rehabilitative Services, at (602) 542-2879.

Interim Dhrector

WH/jh

Leadership for a Healthy Arizona



Senator Russell Pearce, Senate Appropriations Chairman

Richard Stavneak, Diirector, Joint Legislative Budget Committee

Arthur Smith, Fiscal Analyst, Joint Legislative Budget Committee

Eileen Klein, Deputy Chief of Staft, Finance/Budget, Governor’s Office

John Arnold, Budget Director, Office of Strategic Planning and Budgeting

Chris Hall, Budget Analyst, Governor’s Office of Strategic Planning and Budgeting
Beth Kohler Lazare, Policy Advisor for Health, Governor’s Office

Laura Nelson, MD, Deputy Director, ADHS/DBHS

Joan Agostinelli, Administrator, Department of Health Service, CRS

David Reese, Chief Financial Officer, Department of Health Services, BHS
Cynthia Layne, Chief Financial Officer, Department of Health Services, CRS

Jim Humble, Assistant Director/CFO, ADHS

Duane Huffman, Legislative Liaison, ADHS

Kathy Rodham, Financial Manager, AHCCCS, Division of Health Care Management

Leadership for a Healthy Arizona
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Gerry Smedinghoff
Senior Associale

Govemment Human Services Consulting
E R C E R 3131 East Camelback Road, Suite 300
Phoenix, AZ BS016
MARSH MERCER KROLL 602 522 6500 Fax 602 857 5573

GUY CARPEMTER  OLIVER WYMARN

September 7, 2009

Ms. Joan Agostinelli

Office Chief

Arizona Department of Health Services

Office for Children with Special Health Care Needs
Children's Rehabilitative Services

150 M. 18th Avenue, Suite #330

Phoenix, AZ 85007-3243

Final and Confidential

Subject: Title XIX, Title XX! and Proposition 204 Capitation Rates for Contract Year 2010

Dear Ms. Agostinelli:

The Arizona Department of Health Services (ADHS), Office for Children with Special Health
Care Needs (OCSHCN), Children’s Rehabilitative Services (CRS) program contracted with
Mercer Government Human Services Consulting (Mercer), part of Mercer Health & Benefits
LLC to develop capitation rates for the Title X1X, Title XXI and Proposition 204 populations.
These rates are used by the Arizona Health Care Cost Containment System (AHCCCS) to
compensate CRS and the CRS contractor for CRS members who are Title XX, Title XX or
Proposition 204 eligible during the Contract Year. For the Contract Year beginning October 1,
2009, and ending September 30, 2010 (CYE 2010), Mercer has developed capitation rates
following the process described in this letter.

Background

CRS is primarily a children's program for Arizona residents under the age of 21 with chronic
and disabling, or potentially disabling, conditions. The program provides services through
one statewide contractor. Medical services not related to a child's CRS-eligible condition are
provided through the child's AHCCCS health plan.

Three capitation rates are developed for compensating the CRS contractor based upon a
member's CRS enroliment diagnosis. The three rates represent compensation for providing
senvices to members with specific diagnoses that have historically represented relatively
high, medium and low costs to the CRS contractor. The High, Medium and Low capitation
risk group structure includes small numbers of the Qualified Medicare Eeneficiary (OMB)

Consulting. Outsourcing. nvestmeants.
Sardcas providad by Marcar Healln & Benafits LLE
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Ms. Joan Agostinedli

Arzona Department of Health Services

Plus, Medicaid [non-QMBE and non-Specified Low-income Medicare Beneficiary (SLMB)], and
SLMB Plus dual eligible populations. No other dual eligible populations are enrolled in the
program. In Mercer's opinion, the High, Medium and Low capitation rate cells most
appropriately match payment with risk in the CRS program, and hence provide a greater
level of actuarial soundness than other approaches. The three-tier rate structure will continue
to be used for CYE 2010.

CYE 2010 Capitation Rate Development Methodology —
Overview

CYE 2010 marks the fifth year that contractor encounters have been used as the base data
source. The CYE 2010 rates have been re-based.

Base Data

The State Fiscal Years (SFYs) 2007 and 2008 contractor encounter data were valuad using
a combination of contractor paid amounts and Medicaid (AHCCCS) fee schedule allowed
amounts, incorporating a methodology in conjunction with Third Party Liability (TPL) cost
avoidance and any pay-and-chase recoveries. SFY 2007 encounters were trended forward to
a "'modeled SFY 20087 lavel, and blended with the actual SFY 2008 encounters to further
enhance the credibility of the base data.

With three years of encounter data, SFY 2006 through SFY 2008, CRS Administration and
Mercer performed a thorough analysis and kept the High, Medium and Low diagnostic
groupings consistent with the prior year.

The CRS program falls under Arizona's 1115 waiver. Mercer performed a review of the CRS
subcontractor submitted data and determined that the data included a small amount of
non-coverad services which have been excluded from the base data.

Base Data Adjustments

1. Unpaid Claims Liability

The SFYs 2007 and 2008 base data consist of encounters with dates of service beginning
July 1, 2008, and ending June 30, 2008. Encounters were analyzed with a run-out period of
nine months beyond the June 30, 2008, endpoint, with data extracted in early April 2009.
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Ms. Joan Agostinelli

Arizona Department of Health Services

The next step in the base data analysis process was a review of the CRS contractors’
expense component for claims incurred but unpaid, hereinafter called the unpaid claims
liability (UCL). The UCL is the sum of claims incurred but not reported, plus those claims
reported but not yet paid. Statutory accounting recognizes an incurred medical expense for
the period as the result of the sum of claims paid in the period, plus the change in the
accrued liability for the UCL between the beginning and the end of the period. This
calculation pushes the correction of the estimation error of the beginning UCL into the
expense recognized in the current period. However, the expense that should be recognized
in base data development is calculated from claims incurred in the SFYs 2007 and 2008
experience period, both claims paid in SFYs 2007 and 2008 and the accrued liability for the
UCL as of the end of SFY 2008.

A review of the contractors’ SFY 2008 encounters indicated that there were outstanding
claims as of the early April 2009 data extract. The overall adjustment for SFY 2008
encounters received beyond the early April 2009 data extract was approximately $0.4 million,
or 0.3 percent over the two-year base period. -

2. Compiletion for “Omissions”

As part of its 1115 waiver provisions, AHCCCS performs annual data validation studies of
encounters. AHCCCS tests for completeness, accuracy and timeliness of encounter
submissions basad upon statistically valid sampling of both professional and facility
encounters, comparing them against medical records. Mercer used the results of the most
recently completed data validation study to develop factors to apply to the base CRS data to
further complete the encounters for these “omissions.” Mercer and CRS Administration used
{with some downward adjustment which lowered the overall impact) the factors shown by
AHCCCS, which vary between facility and professional consolidated categories of service
(COS). The overall rate impact of this correcting adjustment is approximately $3.8 million, or
3.0 percent combined for both SFY's 2007 and 2008 data.

3. “Non-encounterable” Costs

In addition, the adjusted base SFYs 2007 and 2008 data reflects contractor costs not
captured by encounters, but typically considered under medical service expenses rather than
administrative expenses. These “non-encounterable” costs include those for such providers
as social workers and interpreters, as well as telephone and tele-video interventions,
counseling, care coordination activities and memberfamily education. The overall
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Ms. Joan Agostinelli

Arizona Department of Health Services

non-encounterable adjustment is approximately $1.4 million, or 1.1 percent of the base
SFYs 2007 and 2008 encounters,

4, AHCCCS Inpatient Outlier Methodology Change

Starting on October 1, 2007, AHCCCS began a three-year phase-in of a new inpatient outlier
methodology (specific to the cost-to-charge ratios used to qualify and pay outliers). CYE
2010 marks Year 3 of the phase-in, so the outliers in the base SFY 2007 and

SFY 2008 encounters were re-priced using the new methodology. This change reduced the
two-year base data by approximately $9.6 million, or 6.9%.

The following table summarizes the adjustments to the two-year base data.

Base Data Adjustment Dellar Impact Percent Impact
Unpaid Claims Liability $0.4 million 0.3%

Completion for "Omissions” $3.8 million 3.0% o
“Non-Encounterable” Costs  $1.4 million 1.1%

IP Outlier Methodology Change  (89.6 million) ©9%

Trend to CYE 2010

The SFY 2007 trended (modeled SFY 2008) and SFY 2008 encounter cost data were
trended forward 27 months to CYE 2010. The trend factors recognize changes in cost-per-
service unit and utilization of health care services from the SFY's 2007 and 2008 base period
to CYE 2010. Unigue trends were applied separately for ten COS. Trends were developed
separately for the first 15 and last 12 months of the 27-month period to account for the unit
cost rate caps and reductions mandated by the State legislature effective on October 1, 2008
and 2009, Inpatient and outpatient facility unit cost were frozen at 0.0% for both CYE 2008
and 2009, while most of the COS unit cost trends reflect a -5.0 percent reduction effective
October 1, 2009, The weighted annual trend adjustment for SFY 2007 and SFY 2008 to CYE
2010 was 4.7 percent (2.6 percent utilization and 2.1 percent unit cost).

Mercer relied heavily on historical CRS encounter information as well as its professional
experience in working with other state Medicaid programs, outlooks in the commercial
marketplace that influence Medicaid programs, regional and national economic indicators,
and general price/wage inflation in developing trends. The 4.7 percent annualized weighted
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trend compares favorably (is lower than) historical experience trend. Mercer believes the
final trend factors selected to be reasonable and appropriate.

Service Utilization and Technology Changes from Base
Data to CYE 2010

Service utilization increases and technology changes not reflected (or not fully reflected)
within the SFYs 2007 and 2008 base data will impact the CRS contractor for CYE 2010.
Adjustments for CYE 2010 were made for the following items through analyzing data from
CRS, the AHCCCS contractors and external sources.

1. Biotech Drugs :

Effective CYE 2009, the coverage of the high-cost drugs Aldurazyme, Cerezyme, Elaprase,
Fabrazyme, Myozyme and Orfadin was transferred from AHCCCS to CRS. The total impact
of these changes is approximately $2.5 million, or 1.9 percent, over the two-year base period.

2. Cochiear implanis

Effective CYE 2009, the coverage of cochlear implants and related services was transferred
from AHCCCS to CRS. The total impact of this change is approximately $1.9 million, or
1.7%, over the two-year base period.

3. Motorized Wheelchairs

Effective CYE 2009, the coverage of motorized wheelchairs related to CRS eligible
conditions was transferred from AHCCCS to CRS. The total impact of this change is
approximately $0.4 million, or 0.3%, over the two-year base period.

4. CR5 Related Conditions

Effective CYE 2009, the coverage of conditions related to or caused by CRS conditions
(e.g., diahetes caused by cystic fibrosis and failure to thrive caused by Cerebral Palsy) was
transferred from AHCCCS to CRS. The total impact of this change is approximately $0.1
million, or 0,1%, over the two-year base period.
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5. Therapies

Effective CYE 2008, the CRS limit of 24 therapy sessions was lifted. The total impact of lifting
the limit is estimated to be $10,000, or less than 0.1 percent, over the two-year base period.

6. Emergency Services

The new CRS contractor has a significantly expanded hospital network as compared to the
previous contractors which comprise the SFYs 2007 and 2008 base data. As a result of this,
the Contractor is financially responsible for coverage of the related emergency services (that
result in an inpatient admission) in those facilities effective CYE 2009, previously covered by
AHCCCS non-CRS Contractors. The total impact of this change is $1.2 million, or 1.0%, over
the two-year base period.

7. Transfer Outpatient Emergency Services to AHCCCS

Costs for outpatient emergency services, which do not result in a hospital admission will be
transferred from the CRS contractor to the AHCCCS contractors effective October 1, 2009.
The total impact of this change is approximately $0.1 million, or 0.1%,-over the two-year base
period. - ' '

The following table summarizes the future benefit adjustments to the two-year base data.

Benefit Adjustment Dollar Impact Percent Impact

Biotech Drugs $2.5 millicn 1.9%

Cochlear Impla.n.ts $1.9 million 17%
‘Motorized Wheelchairs $0.4 milion 0.3%

CRS Related Conditions $0.1 million 0.1%

Therapies $10,000 =0.1%

Emergency Services $1.2 million 1.0%

QP ER Transfer to AHCCCS (301 million) {0.1%8)

Loading for Contractor Administration and Underwriting

Profit/Risk/Contingency

The overall CYE 2010 administrative expense load for the CRS Contractor is 8.6 percent.
This is down slightly from the comparable CYE 2009 figure of 10.2 percent.
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An underwriting profit/risk/contingency loading of 1.5 percent was applied uniformly to all
rates. There should be an assumed margin for contribution to entity surplus and adverse
claim risk contingency. The 1.5 percent represents a 0.5% reduction from CYE 2008 and
follows similar reductions applied to AHCCCS acute care contractors.

CRS Administration

AHCCCS has placed CRS Administration at risk for the provision of CRS-covered services
for CYE 2010, Accordingly, the capitation rates were developed to include compensation to
CRS for the cost of ensuring the delivery of all CRS covered services. The capitation rates
paid to CRS include a 5.6 percent administrative load. This is down from the 7.7 percent load
for CYE 2009. The administrative load represents the CRS costs of ensuring the efficient
delivery of services in 2 managed care environment, and is based upon historical CRS costs
and accounts for continued regulatory oversight cost expectations for CYE 2010.

Reinsurance Offset

CRS Administration has negotiated a reinsurance arrangement with AHCCCS for CYE 2010
that remains the same as it was in CYE 2009. The arrangement covers inpatient claims
exceeding $75,000 at 75 percent reimbursement. It also covers the high-cost biotech drugs
Aldurazyme, Cerezyme, Elaprase, Fabrazyme, Kuvan, Myozyme and Orfadin at 85 percent
reimbursement. Mercer estimated the value of the reinsurance through analyzing data from
CRS, the CRS contractor, the AHCCCS contractors, and external sources. Reimbursement
amounts were estimated for the High, Medium and Low risk groups for SFY 2007 and SFY
2008 and each was trended forward to the CYE 2010 time period. These totals were then
blended using a 50-50 weighting on projected SFYs 2007 and 2008 base data.

Certification of Rates

In preparing the Title X1X, Title XXI and Proposition 204 CRS capitation rates shown below,
Mercer has used and relied upon enroliment, eligibility, claim, reimbursement level, benefit
design, and financial data and information supplied by the State. The State is responsible for
the validity and completeness of this supplied data and information. Mercer reviewed the
data and information for intermnal consistency and reasonableness but did not audit it. In
Mercer's opinion it is appropriate for the intended purposes. If the data and information are
incomplete or inaccurate, the values shown in this report may need fo be revised accordingly.
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Mercer certifies that the CYE 2010 rates, including any risk-sharing mechanisms, incentive
arrangements, or other payments, were developed in accordance with generally accepted
actuarial practices and principles and are appropriate for the Medicaid covered populations
and services under the CRS contract. The undersigned actuary is a member of the American
Academy of Actuaries and meets its qualification standards to certify to the actuarial
soundness of Medicaid managed care capitation rates.

Rates developed by Mercer are actuarial projections of future contingent events. Actual
Health Maintenance Organization (HMO) costs will differ from these projections. Mercer has
developed these rates on behalf of the State to demonstrate compliance with the Centers for
Medicare and Medicaid Services (CMS) requirements under 42 CFR 438.6(c) and
accordance with applicable law and regulations. Use of these rates for any purpose beyond
that stated may not be appropriate.

HMOs are advised that the use of these rates may not be appropriate for their particular
circumstance and Mercer disclaims any responsibility for the use of these rates by HMOs for
any purpose. Mercer recommends that any HMO considering contracting with the State
should analyze its own projected medical expense, administrative expense, and any other
premium needs for comparison to these rates before deciding whether to contract with the
State.

This cerification letter assumes the reader is familiar with the CRS program, Medicaid
eligibility rules, and actuarial rating technigues. It is intended for the State and CMS3, and
should not be relied upon by third parties. Other readers should seek the advice of actuaries
or other qualified professionals competent in the area of actuarial rate projections to
understand the technical nature of these rasults.

Risk Category High Medium Low
Statewide Rates $033.02 $554.01 $207.68
AHCCCS Reinsurance {$100.53) ($17.39) {$1.26)

ﬂe_t_ Rates After Reinsurance $832.49 $536.62 $206.42
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If you have any questions or would like to discuss this information further, please call me at
602 522 6555.

Sincerely,

gy

—

Gerry Smedinghoff, ASA, MAAA

Copy:

Cynthia Layne, David Reese — ADHS

Branch McMeal; Michael Nordstrom: Lisa Golinski: Austin Hackett — Mercer

Attachments
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January 19, 2010

The Honorable John Kavanagh = JOINT BUDGET
Chairman COMMITTEE
Joint Legislative Budget Comnuttee ;
1700 West Washington Street, Suite H
Phoenix, Arizona 85007

Dear Chairman Kavanagh:

Pursuant to a footnote in the General Appropriation Act, the Arizona Department of Health Services
respectfully requests to be placed on the Joint Legislative Budget Committee’s agenda for its next scheduled
meeting to review the proposed changes to the Behavioral Health Services Title XIX capitation rates for fiscal
year 2010 with an effective date of January 1, 2010.

Enclosed please find the proposed Title XIX behavioral health services capitation rates for Children, Seriously
Mentally 111, and General Mental Health/Substance Abuse populations. In accordance with the Centers for
Medicare & Medicaid Services and the Balanced Budget Act of 1997, the rates were developed using
actuarially sound methodologies by Mercer Government Human Services Consulting. The Arizona Health
Care Cost Containment System (AHCCCS) has reviewed and approved the proposed capitation rates.

If you have any questions, please feel free to call David Reese, Chief Financial Officer for Behavioral Health
af (602) 364-4699.

Will Humble
Interim Director

WH/jh
Enc.

ki Senator Russell Pearce, Senate Appropriations Chairman
Richard Stavneak, Director, Joint Legislative Budget Committee
Arthur Smith, Fiscal Analyst, Joint Legislative Budget Committee
Eileen Klein, Chief of Staff, Finance/Budget, Governor’s Office
John Arnold, Budget Director, Office of Strategic Planning and Budgeting
Chris Hall, Budget Analyst, Governor’s Office of Strategic Planning and Budgeting
Beth Kohler Lazare, Policy Advisor for Health, Governor's Office
Laura Nelson, MD, Deputy Director, ADHS/DBHS
David Reese, Chief Financial Officer, Department of Health Services, BHS
Jim Humble, Assistant Director/CFO, ADHS
Duane Huffman, Legislative Liaison, ADHS
Kathy Rodham, Financial Manager, AHCCCS, Division of Health Care Management

Leadership for a Healthy Arizona



Attachment C
SFY10 DBHS Capitation Rafes
Projection of Expenditures

State of Arizona

Final & Confidential

Tithe XIX
Note: This section uses 5FY10 Projected Member Months applied to both SFY0% and SFY10 Rates.
Statewide Rates SFY10 Total Projected Expendilures Percent Percent Percent
SFYDR SFY1D Projected MMs SFY 08 SFY0 Change Change Change
Best Estimate Low High Best Estimate Low High Best Low High
THIX
Childrzn 5 8518 § GGG 5 8557 § &8T5 68555473 § 427318000 5 433791227 5 420805400 F 437677053 1.5% 0.6% 24%
SMI 5 ®90 § Ta61 5 T2THO § T4 8,034,153 § 499003476 § 447084961 5 4435868457 F 452403464 -102% <110% B.4%,
GMHISA § 4246 § 4089 § 4018 4100 6,084,163 § 258775441 §  ZATIETTOM1 0§ 244917865 3 249857434 -44% -6,4% «3,48
Total § 1,185187,807 § 1,1298,163.88% § 1,118,389.823 % 1,139,837 3951 -4.T% 5.5% -3,8%
Statewide Rates SFY10 Total Projected Expenditures Percent Percent Percent
SFY08 SFY1D Projected Mis SFY09 SFY10 Change Change Change
Best Estimate Low High Bost Estimate Low High Best Low High
TAIX Children
Hon=-CMDP Chidren 3 44m 3 4388 5§ 4320 § 4403 G42B,874 § 284510470 5§ 280693778 §  27a316318 §F 283071232 -1.3% -2.2% 0.5%
CMDP Children § 111320 § 1,100,83 § 118801 % 121165 127500 § 142808520 5 153007451 § 151588082 § 15460581 T.2% 61% 8.3%
| Tatal 5 8518 § G618 § B5.57 % B6.75 6,556,473 § 427318980 5 433,791,237 5 429905400 & 43T 677053 1.5% 0.6% 2.4%
Mote: This section uses SFY09 Amunlf?’ruin:tn-d Member Months applied to SFY0% Rates, and SFY10
Projected Member Months applied to SFY10 Rates.
Statewide Rates SFY08 Actuall Total Projected Expenditures Percent Percent Percent
SFY09 SFY10 Projected MMs SFY0S SFY10 Change Change Change
Eest Estimate Lovw High Besi Estimate Low High Best Low High
THIX
Childran § &541 3% BE1B 5 8557 $ BETS 5025263 § 387,565,732 § 433791227 5 420005400 % 437677053 11.5% 10.8% 12.9%
SMI § 8160 3§ 7381 § T2Te % T4.24 E4B4871 § 440178555 3 447984061 5 443586457 § 452405464 0.3% =1.2% 0.7%
GMHISA $ 4248 3 4059 § 40019 5 4100 54B4871 § 232895084 § 24T IATTO1 § 244917986 § 249857434 6.2% 5.2% 7.%%
Total $ 1080839483 $ 1120163889 § 1,118,380,823 § 1,139,83795 5.5% 4.5% 6.6%
SFY10
Projected MMs
6,556,473
5,004,153
6,084,153
Statewide Rates SFYDB Actuall Total Projected Expenditures Percent Percent Percent
SFYo0Q SFY10 Projectad MMs SFYo09 SFY10 Change Change Change
TXIX Children Best Estimate Low High Bast Estimate Low High Best Low High
Man=CMOP Chikdoen § 4428 3 43668 $ 4323 3§ 4403 5E0BES0 § 257062783 § 280893776 5 27316318 §  283.0M1.z232 9.2% 3%  10.1%
CMDP Chikrgn § 1.119.20 3 1,198.83 § 118801 § 1.211.65 116,804 § 130502840 § 153067451 § 161589062 § 1546058321 17.2%  1682%  1B5%
Total § 6541 § BEA6 §  B557 §  66.TS 5825283 § JBT,SE5732 § 433791227 § 429905400 §  4ITETT.O53 1% 10.8%  129%
SFY10
Projected MMs
6,428,574
127,599
6,556,473
RevisedSFY10RateShests_12202008_TXIX_vp.xls [Projaction_TXIX]
Mercer Gowernment Human Services Consulting Page 1 of 1 1HE20M0 214 PM



Michael E. Nordstrom, ASA, MAARA
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Phoenix, &2 85016
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Mr. David Reese

Chief Financial Officer

Arizona Department of Health Services
Division of Behavioral Health Services
150 M. 18th Avenue, Suite 200
Phoenix, AZ 85007

December 30, 2009 FINAL

Revision to original Title XIX Program Capitation Rates Certification dated
May 4, 2009

Subject: Revised Behavioral Health Services State Fiscal Year 2010 Capitation Rates for
the Title X1X Program

Dear Mr. Reese:

The State of Arizona Department of Health Services (ADHS), Division of Behavioral Health
Services (BHS) contracted with Mercer Government Human Services Consulting (Mercer),
part of Mercer Health & Benefits LLC, to develop revised actuarially sound capitation rates
for use during the last six months of the State Fiscal Year 2010 (SFY10) contract period.
SFY10 began July 1, 2009, and ends June 30, 2010. The revised rates, with an effective
date of January 1, 2010, reflect the net impact of changes to two underlying assumptions,
each of which is described in more detail later in this document. The actuarially sound rates
accompanying this document reflect adjusted rates applicable for the time period from
January 1, 2010, through June 30, 2010. They represent a weighted 3.6 percent rate
reduction when compared to the current rates. On an annual basis this results in over §43
million of combined state and federal savings.

Previously, Mercer developed annual SFY10 actuarially sound rates and provided BHS with
a rate development and certification letter dated May 4, 2009, which included an exhibit
detailing the SFY10 rates. The overall rate-setting methodology used in the development of
these revised actuarially sound rates has not changed from the method utilized in the
original SFY10 rate development.

This document presents an overview of the analyses and methodology used in Mercer's
revised rate development.

Consulting. Outsourcing. Investments.,
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Rate methodology

Overview

The revised capitation rates for the BHS Title XIX Regional Behavioral Health Authority
(RBHA)-based managed care program were developed in accordance with rate-setting
guidelines established by the Centers for Medicare and Medicaid Services (CMS).

May 4, 2009 certification elements

There have been no changes made to the following sections of the May 4, 2009 certification

letter:

* Introduction/Background

= Overview of Rate-Setting Methodology (with the exceptions of the new six month
effective date period and the final imbedded REBHA capitation rates portions)

=  SFY09 Adjustment factors

=  Trend percentages

» Service Utilization Changes (with the exception of High Needs Children; see below)

= White Mountain Apache Tribal Regional Behavioral Health Authority

= Administration and Underwriting Profit/Risk/Contingency load percentages

* Risk Corridors and Performance Incentive

» Tribal Fee-For-Service Claims Estimale

= BHS Administration/Risk/Contingency load percentage

*  Development of Statewide Capitation Rates

If desired, please refer to the May 4, 2009, certification letter for more detail related to these
sections of the certification.

Revisions

There were three changes made to the SFY10 capitation rates necessitating this revision to
the original certification. Two of the changes generated an overall budgetary impact. The
third change, involving High Needs Children, literally shifted pennies per member per month
(PMPM) between REHAS, but was budget-neutral from an overall standpoint.
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1. Base data

From the May 4, 2009, certification, base data expenses were reduced 5.0 percent for a
provider fee schedule (rate) change implemented by BHS on their fee-for-service (FFS)
claims for all providers and services. At the time the capitation rates were produced and
finalized during February, March and April of 2009, with the then economic climate and the
FFS fee schedule reduction, BHS and Mercer believed and assumed reimbursement
expectations of the RBHA’s contracted providers (including Pharmacy providers) should be
lowered. Hence, payments to BHS and the RBHAs were reduced. Given time and additional
information, BHS and Mercer believe the assumption surrounding Pharmacy providers
should be revised. We have eliminated the 5.0 percent reduction for Pharmacy claims only.
This change impact varies by RBHA and population. Overall it generates the following
population group rate increases: 0.7 percent for Non-CMDP Children, 0.3 percent for CMDP
Children, 0.6 percent for SMI Adults, and 0.9 percent for GMH/SA Adults.

2. High Needs Children Service Utilization Changes

Within the rate development model, BHS and Mercer decided to distribute total required
dollars for the High Needs Children adjustment based on relative costs by respective RBHA
population. With the differing Pharmacy levels from the above base data adjustment slightly
altering the relative RBHA costs, there were literally pennies PMPM shifted between RBHAs.
The impact is so small by RBHA that it doesn't display in the Non-CMDP Children rates, only
in the CMDP Children rates (and there only +/- $0.05 PMPM maximum). As it's an allocation,
the grand totals across all RBHAs don't change.

3. Behavioral Health Penetration - Acuity Adjustment

For enhanced financing stability and consistency, BHS and the RBHAs are paid based upon
Medicaid eligibles in contrast to those enrolled in the behavioral health system. At the same
time, those enrolled individuals are the ones accessing providers and generating necessary
services and expenses. When the ratio (penetration rate) of those enrolled to those eligible
remains stable over time, all other rating factors are able to account for actuarially sound
cost components. However, when the penetration rate changes (increases or decreases)
over time, a separate adjustment is required. We have labeled this as an "acuity” adjustment
or factor.

Projections for contract period enroliment, eligibility, penetration and acuity levels were
developed by RBHA and population and compared to the corresponding base data period
levels as part of the analyses for the original SFY10 capitation rates. While significant
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increases were anticipated at that time for both SFY10 enroliment and eligibility, the massive
increase in Medicaid eligibles was not fully anticipated. A November 2009, ADHS report
shows a 25.3 percent increase in total eligibles from November 2008, while total enrollees
have “only” increased 11.9 percent. Overall the revised projections generate the following
population group rate decreases: 2.9 percent for Non-CMDP Children, 2.5 percent for CMDP
Children, 5.1 percent for SMI Adults, and 5.0 percent for GMH/SA Adults.

Certification of Final Rates

In preparing the rates described and attached, Mercer has used and relied upon enroliment,
eligibility, claim, reimbursement level, benefit design, and financial data and information
supplied by BHS and the RBHAs. BHS and the RBHAs are responsible for the validity and
completeness of this supplied data and information. We have reviewed the data and
information for internal consistency and reasonableness, but we did not audit it. In our
opinion the data and information used for the rate development process is appropriate for
the intended purposes. If the data and information are incomplete or inaccurate, the values
shown in this report and associated exhibit may need to be revised accordingly.

Mercer certifies that the revised rates described and attached, including risk-sharing
mechanisms, incentive arrangements, or other payments, were developed in accordance
with generally accepted actuarial practices and principles, and are appropriate for the
Medicaid covered populations and services under the managed care contracl. The
undersigned actuary is a member of the American Academy of Actuaries and meets its
qualification standards to certify to the actuarial soundness of Medicaid managed care
capitation rates.

Rates developed by Mercer are actuarial projections of future contingent events. Actual
RBHA costs will differ from these projections. Mercer has developed these rates on behalf of
BHS to demonstrate compliance with the CMS requirements under 42 CFR 438.6(c) and
accordance with applicable law and regulations. Use of these rates for any purpose beyond
that stated may not be appropriate.

RBHAs are advised that the use of these rates may not be appropriate for their particular
circumstance and Mercer disclaims any responsibility for the use of these rates by the
RBHAs for any purpose. Mercer recommends that any RBHA considering contracting with
BHS should analyze its own projected medical expense, administrative expense, and any
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other premium needs for comparison to these rates before deciding whether to contract with
BHS.

This certification letter assumes the reader is familiar with the BHS program, Medicaid
eligibility rules, and actuarial rating techniques. It is intended for BHS and CMS, and should
not be relied upon by third parties. Other readers should seek the advice of actuaries or
other qualified professionals competent in the area of actuarial rate projections to
understand the technical nature of these results.

If you have any questions on any of the above, please feel free to contact me at
+1 602 522 6510 or Sundee Easter at +1 602 522 8547,

Sincerely,

Wb lo JE Tl T ph ottt
Michael E. Nordstrom, ASA, MAAA

MEN/hgl

Copy:

Cynthia Layne, ADHS

Sundee Easter, Mercer

Rob O'Brien, Mercer

Mike Miner, Mercer

Enclosures
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Government Information Technology Agency - Quarterly Review of the Arizona

Public Safety Communication Advisory Commission

Pursuant to A.R.S. 8§ 41-3542C, the Government Information Technology Agency (GITA) has
submitted for review its FY 2010 second quarter report of expenditures and progress for the
statewide interoperability design project.

Recommendation

The JLBC Staff recommends that the Committee give afavorable review of the department’s
FY 2010 2™ quarter report of expenditures and progress for the statewide interoperability design
project. The JLBC Staff also recommends that the Committee next review the project after the
4™ quarter, at which time GITA would provide its plan on the use of anti-racketeering monies.

Expenditures for the second quarter of FY 2010 totaled $124,200 of $757,300 in FY 2010
appropriated funding.

There were no expenditures for the second quarter of FY 2010 from the $2,200,000 of non-
lapsing Anti-Racketeering Fund monies designated for the detailed design of the long-term
interoperability solution.

(Continued)



Analysis

Background
The Arizona Public Safety Communication Advisory Commission (PSCC) was established to

develop a statewide, standard-based interoperability system that alows public safety personnel
from one agency to communicate, via mobile radio, with personnel from other agencies. An
interoperable system enhances the ability of various public safety agencies to coordinate their
actionsin the event of alarge-scale emergency, aswell as daily emergencies. Construction costs
of astatewide interoperability communication system have been estimated to be as high as $300
million.

Activities

Laws 2008, Chapter 285 transferred the PSCC from the Department of Public Safety (DPS) to
GITA. The PSCC was appropriated $818,700 from the General Fund in FY 2010. A lump sum
reduction of $(61,400) reduced the final PSCC appropriation to $757,300.

As of the second quarter of FY 2010, the PSCC has expanded its short-term solution, Arizona
Interagency Radio System (AIRS) to 33 sites that cover every county except La Paz County. An
alternate installation site for this county has been identified and was on the agenda for approval
at the January 19, 2010 Statewide Interoperability Executive Committee (SIEC) meeting. AIRS
islimited to asingle talk group, which is described as a single conversation between usersin a
geographical area. The PSCC describes this functionality as “basic interoperability” for first
responders.

In the second quarter of 2010, the PSCC continued planning and operations on alist of strategic
initiatives to be included in the Statewide Communications Interoperability Plan (SCIP). This
plan provides coordination between agencies, specifies technical objectives, designstraining and
exercise programs, ensures outreach to communities regarding avail able interoperable resources,
and establishes standard operating procedures for communication.

Expenditures
Through the second quarter of FY 2010, the PSCC expended $301,700 for operating costs

associated with 3.5 filled FTE Positions. A total of $455,600 remainsin allocated funds as of the
close of the second quarter of FY 2010, in addition to $2,200,000 in non-lapsing funds from the
Anti-Racketeering Fund. A footnote in the 2009 General Appropriation Act specifies legidlative
intent to use these non-lapsing funds for the detailed design of along-term interoperability
solution. Prior to expending these monies, GITA is required to submit expenditure plansto the
Joint Legidlative Budget Committee for review. To date, none of this funding has been spent.

Laws 2004, Chapter 275 included a non-lapsing appropriation of $3,000,000 to DPSin FY 2005
for the design costs of a statewide radio interoperability communication system. The FY 2010
budget will revert the remaining $358,500 of this amount to the General Fund.

Table 1 indicates funds available and expenditures for FY 2010.

(Continued)
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Tablel
PSCC Appropriations & Expendituresfrom Allocated Funds
FY 2010 Funding FY 2010 Q1 FY 2010Q2 FY 2010 Total Remaining
Available Expenditures  Expenditures  Expenditures Balance
Personal Services $475,000 $94,000 $88,400 $182,400 $292,600
Employee Related Expenditures 142,500 55,200 16,700 71,900 70,600
Professional & Outside Services 31,000 18,000 (17,000) 1,000 30,000
Travel - In State 5,000 1,200 200 1,400 3,600
Travel - Out of State 5,000 800 800 1,600 3,400
Other Operating Expenditures 89,600 8,300 35,200 43,500 46,100
Non-Lapsing Expenditure Authority
Equipment 9,200 9,200
Total Operating Expenditures $757,300 $177,500 $124,300 $301,800 $455,500

RS/TN:dls
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March 1, 2010
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The Honorahle John Kavanagh. Chair v i N
Joint Legislative Budget Committee [ - 5
Arizona House of Representatives ; MAR 0 s
1700 West Washington St. . Jomrayp J2
Phoenix, AZ 85007 " Commee” ./

The Honorable Russell Pearce, Vice Chair e
Joint Legislative Budget Committee

Arizona State Senate

1700 West Washington St.

Phoenix, AZ 85007

Gentleman:

Pursuant to A.R.S. § 41-3542C, the Government Information Technology Agency (GITA) submits for
review its FY 2010 second quarter report of expenditures and progress of the Public Safety
Communications Advisory Commission (PSCC or Commission). including a review of staff operations.
This quarterly report covers the activities of the Public Safety Interoperable Communications Office
within the Government Information Technology Agency (GITA-PSIC), the PSCC and the Statewide
Interoperability Executive Committee (SIEC) — the operational/technical committee of the PSCC.

Background

The PSCC was established to make recommendations to GITA-PSIC on the development of a standard
based system that provides interoperability of public safety agencies' communications statewide'. The
Commission helps to ensure that Arizona's public safety personnel, at all levels of government and within
non-governmental organizations, have access to quality interoperable communication systems, are
adequately trained. and utilize such systems effectively in multi-disciplinary, multi-jurisdictional incident
response.

Executive Summary

Arizona’s strategic interoperability initiatives which will lead to a statewide interoperability system cover
five key areas: Governance; Standard Operating Procedures; Technology: Training/Exercise;
Usage/Outreach. The strategic initiatives in all five areas are listed in Attachment A and published in

'AR.S. § 41-3542C Advisory commission; powers and duties; report

Phone: (G02) 364-4483 B Fax: (602} 364-4795
Web: hitp:fwww.azgita.gov
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Arizona’s strategic plan for interoperability, entitled the Statewide Communications Interoperability Plan
or SCIP.?

Kev accomplishments are outlined below and include:
# Strengthening Arizona’s Governance Model (SCIP Initiative #1)

Annual Review and Update of the SCIP (SCIP Objective 1.1)

Develop Tactical Interoperable Communication Plans (TICPs) (SCIP Objective 1.3)

Implementation of CASM Inventory & Analysis Tool (SCIP Objective 1.3)

Development of the AIRS Standard Operating Procedures (SCIP Initiative #4)

Project Oversight of AIRS, Statewide Microwave Backbone Upgrade and State Strategic

Technology Reserve (STR) (SCIP Initiatives # 5, 7 and 8)

s Promoting Functional Regional Systems in Support of Interoperable Communications
(SCIP Initiative #6)

e Developing Training materials for the Arizona Interagency Radio System (AIRS) (SCIP
Objective 10.1)

¢ Developing a Communications Unit Leader (COM-L) Training Program (SCIP Objective
10.2)

¢ Development of a high-level action plan for implementing a multi-vear communications-
focused regional Training and Exercise Plan (TEP) (SCIP Initiative #11)

e Stakeholder Outreach Sessions with regions interested in moving forward with regional
technology planning for interoperable communications (SCIP Initiative # 6)

Governance

During FY 2010 second quarter, GITA-PSIC made solid progress on SCIP Initiative #1: Expanding and
implementing our interoperable communications governance model. This initiative was identified as both
short term and high priority, and is viewed as an essential precursor to achieving other key strategic
interoperability objectives. Key activities in Governance during the second quarter FY2010 follow:

Strengthening Arizona's Governance Model (SCIP Initiative #1)
During the second quarter of FY 2010, the State drafied an Operating Principles document after

conducting an analysis of the PSCC General Policies and Arizona State statutes impacting its operations.
The Operating Principles document will outline how the PSCC and SIEC will operate. The State worked
with the Governance workgroup of the PSCC and public safety stakeholders to solicit feedback on the
role and functions of the PSCC, SIEC, and their workgroups. Additional discussions of further changes to
our governance structure have been deferred until early 2010 when new PSCC appointees will be seated
and when the updated SCIP, will be approved.

Annual Review and Update of the SCIP (SCIP Objective 1.1}
GITA-PSIC continued working with stakeholders during second quarter of FY 2010 on reviewing and
updating Arizona’s Statewide Communications Interoperability Plan (SCIP). The SCIP is the roadmap

* http://www.azgita.gov/psic/initiatives
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for development of standards based systems that provide interoperability statewide. The SCIP 1s also
required by Federal Homeland Security in order for Arizona to receive federal grants for interoperability.

GITA-PSIC conducted numerous interviews with key State and local personnel in addition to other data
gathering activities. GITA-PSIC also conducted two public review and comment periods, circulating
updated drafts of the SCIP to the Public Safety Communications Advisory Commussion (PSCC) and
stakeholder’s statewide.”, GITA-PSIC agendized the revised 2010 SCIP for final approval at the January
19, 2010 meeting of the PSCC.

Develop Tactical Interoperable Communication Plans (TICPs) (SCIP Objective 1.3)

TICPs document the interoperable communication resources available within a designated area, who
controls each resource and what rules of use or operational procedures exist for the activation and
deactivation of these resources. The TICP for the Yuma region was completed in second quarter of FY
2010 through a Federal Technical Assistance grant secured by GITA-PSIC. GITA-PSIC continues to
work with our regional and federal partners on identifyving resources to develop TICP’s for other regions
in Arizona.

Utilization of CASM Inventory & Analvsis Tool (SCIP Objective 1.3)

During the second quarter of FY2010, the State finalized a Memorandum of Understanding or MOU with
the City of Phoenix to transfer funding to the State for populating the Communications Assets Survev and
Mapping (CASM) tool. The tool enables states to map their interoperability assets on a regional and
statewide level. The CASM project is funded by a $220.000 Interoperable Emergency Communications
Grant Program (IECGP) from Federal Department of Homeland Security (DOHS). Project
implementation will begin in the third quarter FY 2010,

Standard Operating Procedures (SOPs)

AIRS supports VHF, UHF and 800 Mhz frequencies used throughout the State with a cross-band repeater
configuration that allows communication between bands. The lack of a standard SOP for this system to
date has been a significant impediment to its effective use in support of interoperability.

Activities during the second quarter FY 2010 in regard to the AIRS SOP include:
*  Qutreach to AIRS monitoring and dispatching agencies to ascertain usage and practices
* Development of plans for an AIRS Training program (see Training and Exercise section below).
* Tackling AIRS-related oversight issues including:
o Monitoring Coverage
o Testing
o Appropriate use of regional and statewide channels
During the second quarter FY 2010 GITA-PSIC completed development of the AIRS Standard Operating

Procedures (SCIP Initiative #4). In addition, the AIRS SOP was approved in an open public meeting by
the SIEC on October 14™, 2009 and posted to the PSIC website”.

¥ http:/iwww.azgita, gov/psic/SCIP
* hetp:/iwww.azgita.gov/psic/AIRS
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Technology
Progress on Technology related interoperability projects during the second quarter of FY 2010 by GITA-

PSIC and our partners include:

Deplovment of remaining AIRS Suites (SCIP Initiative #5)

Project Oversight of Arizona Interagency Radio System (AIRS) projects: AIRS has now expanded to 33
sites throughout Arizona. The Wireless Systems Bureau of DPS (DPS/WSB) has been unable to access
the planned site for installation of an AIRS suite in La Paz County, the only remaining county without an
AIRS suite. DPS/WSB has identified an alternate site for installation of an AIRS suite, which is
physically located outside of La Paz County. but would provide AIRS coverage to La Paz. The selection
of this alternate site has been agendized for SIEC approval on January 19, 2010.

Implement. Enhance and Promote Functional Regional Svstems in Support of Interoperable
Communications (SCIP Initiative #6)

GITA-PSIC is working with Arizona Department of Homeland Security to identify funds for regional
planning for the CRIT tribe, which covers a large portion of La Paz County.

GITA-PSIC is working with Mohave County to identify alternate sources of funds for regional planning
since Mohave was not awarded a requested federal technical assistance grant for such planning.

GITA-PSIC has had numerous meetings with Santa Cruz and Cochise Counties to advance regional
border planning.

GITA-PSIC continues to work closely with other regional/local partners around the State, to further
regional interoperability planning. (See the Outreach section below).

Upgrade the Statewide Microwave Backbone Infrastructure to Digital Technology (SCIP Initiative #7)
Project Oversight of DPS/WSB Project (SCIP Initiative #6): GITA-PSIC continues to monitor progress
on the Digital Microwave upgrade closely. DPS/WSB completed activation of the 3 remaining digital
microwave paths in the Southern Loop in second quarter FY 2010. DPS is in process of completing repair
work for towers which were subsequently damaged by winter storms. impacting final digital activation of
the Southern Loop. GITA-PSIC has requested that DPS/WSB brief the PSCC on project progress during
the third quarter FY2010. DPS/WSB informs GITA-PSIC that it is prepared to brief the JLBC on the
status of the Microwave project.

Implement the State STR (SCIP Initiative #8)

Project Oversight of Arizona Division of Emergency Management (ADEM) Strategic Technology
Reserve (STR) Project: The end date for this project has been extended at the request of ADEM, to allow
additional time for coordination with the Governor’s Office on deployment of satellite phones/radios for
continuity of government, and to address remaining field deployments and funding.

Upgrade Operable Communication Systems for State Agencies in Support of Interoperability (SCIP
Initiative #9)
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The State Agency Communications User Group, led by DPS/WSB, was formed and met in second quarter
FY 2010. We will continue to meet with this group to support their planning efforts.

Training & Exercise
Accomplishments during the second quarter FY 2010 by GITA-PSIC and its partners regarding Training
and Exercise initiatives and objectives are as follows:

Develop and Implement AIRS Training (SCIP Objective 10.1)

GITA-PSIC developed a project plan for the creation of AIRS training materials, funded by the federal
Interoperable Emergency Communications Grant Program (IECGP). Project implementation will begin
during the third quarter FY 2010.

Implement COM-L Training Program (SCIP Objective 10.2)
The SIEC Communications Unit Workgroup met and discussed proposed roles for the State and local

jurisdictions in the Communications Unit Leader (COM-L) certification and tracking process. The group
proposed a state level group consisting of COM-L experts who would provide feedback and
recommendations to local jurisdictions. The workgroup has solicited and received valuable feedback from
public safety stakeholders and the SIEC and will continue to refine their ideas regarding this program. It
will propose updates to its program 1deas in third quarter FY 2010,

Develop and Implement a Strategy for Exercises Focused on or Incorporating Interoperable
Communications (SCIP Initiative #11)

As part of the development of the States” 2010 SCIP. a high level action plan for implementing a multi-
year communications-focused regional Training and Exercise Plan (TEP) and a consolidated statewide
TEP was developed by GITA-PSIC. In addition, the State submitted a grant application as part of the
FY2010 Interoperable Emergency Communications Grant Program (IECGP) to hire a part-time Training
& Exercise Coordinator for providing critical assistance to jurisdictions as they plan, train and exercise to
meet the Goals of the National Emergency Communications Plan (NECP). The State expects to know the
status of this grant application by the second quarter FY 2011.

Usage & Outreach

The State conducted two Stakeholder Regional Road shows during the second quarter of FY 2010 with
regions interested in regional interoperability planning (SCIP Initiative # 6). Discussion points at these
meetings included updated information on interoperable communications projects and resources available
to the regions for advancing interoperability efforts. State agency representatives met with public safety
agencies and stakeholders with the Colorado River Indian Tribe and La Paz County on November 23,
2009, and with Santa Cruz County on October 21, 2009,

Additional Usage & Outreach activities during second quarter FY 2010 included:
¢ (ollaboration with technology experts, organization leaders and cross-discipline, cross-
jurisdictional first responders
e PSCC, SIEC, and Stakeholder recruitment and support
e Participation in Training and Exercises
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e Qutreach to stakeholders regarding upcoming FCC Narrowbanding requirements, National
Emergency Communications Plan (NECP) requirements, Federal Grant Opportunities, GITA-PSIC
activities and AIRS

GITA-PSIC staff participated in many meetings throughout the State during the second quarter FY 2010,
including: Arizona Fire Districts Association Executive Board; Cochise County Emergency Medical
Services Council; Collaborative Border Regional Alliance; Colorado River Indian Tribe regional
outreach; Maricopa County Sheriffs Office; Mohave County regional outreach: National Statewide
Interoperability Coordinators Meeting: Northern Arizona Emergency Medical Services Council; Phoenix
Regional Wireless Cooperative (RWC); Phoenix UASI Communications Subcommittee; Phoenix UASI:
Phoenix Fire Department; Santa Cruz County regional outreach: Southwest Border Communications
Working Group; Southern RAC; Western RAC: and the Yuma region TIC-P Workshop.

Public Meetings
SIEC Meeting — October 14, 2009 — Agenda items: COM-L Waorking Group Progress Report, Operating
Principles Document Review, AIRS Standard Operating Procedures Framework, Revisions and Approval

PSCC Governance Workgroup Meeting — October 14, 2009 — Agenda items: Arizona’s Statewide
Communications Interoperability Plan (SCIP) Revision, Operating Principles Document Review,
Regional Governance.

PSCC Public Conference Call — December 16. 2009 — Agenda item: Approval of PSCC Annual Report.

Budget

For FY 2010, $818.700 was appropriated from the General Fund to the Government Information
Technology Agency for the public safety communications program. Laws 2009, 5th Special Session,
Chapter 1. SB1001 reduced the appropriation by $61.400 to $757,300. As of December 31, 2009,
$301,659.26 had been expended or encumbered. A breakdown of expenditures by category is attached as
Attachment B: FY2010 Q2 GITA-PSIC Expenditures. GITA-PSIC continues to realize vacancy savings
and utilize federal grants whenever possible to support its goal of advancing interoperable
commiunications in Arizona in the most fiscally responsible manner.

Remaining funding includes the $2.2M of non-lapsing Anti-Racketeering Fund monies specified in the
General Appropriation Act footnote as legislatively intended for use for the detailed design of the long-
term interoperability solution. No expenditures associated with this fund occurred during the second
quarter of FY2010.

The GITA-PSIC office continues to put in place the necessary framework for interoperability through
implementation of the SCIP Strategic Initiatives, including development of regional interoperability plans
(Initiative #6). These regional plans, once in place, are a key aspect of the State’s long term
interoperability solution, and will inform the eventual detailed design. Prior to expending any of these
monies, GITA-PSIC will submit a required expenditure plan to JLBC for review.
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Technical Assistance Requests

The OEC/ICTAP Technical Assistance (TA) program works to ensure, accelerate, and attain operable and
interoperable emergency communications nationwide through the offering of Technical Assistance grants
to the States.

GITA-PSIC was awarded two TAs for 2010 as follows:
1. RIC-PKG: Regional Communications Enhancement Package (Four Southern AZ Border Counties)
- Early 2010
2. GOV-ASMT: Governance Structures Assessment for PC-WIN (Pima County) - Early 2010

Please don’t hesitate to contact me with any questions you might have regarding activities of GITA-PSIC,
PSCC and SIEC.

Best wishes,

Ce:  Matt Morales. Director of Communications & Intergovernmental Affairs, GITA
Lisa Dee Meyerson, Manager, PSIC Office, GITA
Ted Nelson, Assistant Fiscal Analyst, Joint Legislative Budget Committee

Attachment A: Strategic Initiatives and Supporting Objectives
Attachment B: FY2010 Q2 GITA-PSIC Expenditures



Attachment A: Strategic Initiatives and Supporting Objectives
Arizona’s Strategic Initiatives and Supporting Objectives are outlined in the 2010 Statewide
Communications Interoperability Plan (SCIP):

sSCIP Strategic Initiative
o Sectlon & Objectives s = Priority Term Lead
5.8.1.1 Expand & Implement Interoperable Communications ﬁnwamanu Model & Plan High Short PSIC DNice
1 1} Conduct an annual review and update the SCIF a5 needed (201062011}
21 | Develop TICPs and expand the utilizaton of CASM (2011)
3 Strengthen the SIEC (2009}
& 5.8.1.2 Develop Long-term Plan for Statewide Interoperability for Voice and Data Mediurn Shaort P3IC Office
= 2 1} Dewvedor a Long-iarm Flan for Statewide Interoperability for Voice (2011) (2011)
E 2} Deveios a Long-term Plan for Statewide Interoperability for Data {2011},
g 5813 Develop and Implement Long-term Funding and Sustainability Strategy for Interoperable Mediurm Short P3IC Ofice
& Communications (2011)
1) Identify known kecal, state, tribal, federal andior privade funding streams that could be used 1o suppon
3 neroparability
2) Idantify existing and projected interoperability projecis in need of implementation and sustainment
funding: determine funding raquiraments for each project
3) Dewvelop a statewide long-term | bée communications funding plan.
5821 Establish a PSP Framework, and Implement PEPs, Including SOPS, for Statewide Interoperable High Shart PRIC DMice
Communications Solutions 2011}
§ 4 1 Develop a statewide interoperable communications PSP Frarmework
21 Develop consistent meroperable communications 50Ps and S0P femplales
3 Implemen developed S0OFs statewide.
5 58.31 Complate AIRS by Deploying Remaining AIRS Sultes High Short DPSAWSE
1) Provide AIRS coverage for esch of the 15 Arizona counties. (2011}
548.3.2 Implement, Enhance and Promote Functional Reglonal Systems In Support of Interoperable High Lang Regional
Communications Pariners
g 1 Encourage partnerships in regional shared systams
2) Suppor the developrment of new regional shared systems
3) Provide enhancements 1o existing regional shared sysiems
4) Dewelop nieroperability conmections betwesn regional shared s
2833 Upgrade the Statewlde Microwave Backbone Infrastructure to Digital Technology High Long DPSWSE
T 1) Complate the Microwsve Scuthern Loop Connectivity (2010 (2017}
2) | Complete the Microweve Western Loop Conneclivity [subject to funding availabiity)
= 31 Complate the Microwsve Northern Loop Conneclivity [subject to funding availability)
_E 5834 Implement the State STR High Short ADEM
E 1) Pre-posilion and secure mobide iMeroperable communications assets for immediate deploymeant to (2010)
g imp@cted areas statewide in an emergency ar major disasier
- 8 2) Provide redundant communications assets which can reconstitute basic public saletysenice
communications in the event of a catastrophic commumcation failure
3 Augmeni COG capabilities by providing a reserve of communications assels to government officials
2835 Upgrade Operable Communication Systems for State Agencies In Support of Intercperable High Lang OPSAWSE
Communications
L} Dewelop a plan 1o provide Stale Agency Lisers with continued access 1o operable public safety/sarvice
a LMR communications in suppor of stalewide interoperabiity
2) Implement immediate sohdions to enhance oparable communication systems Tor Statle Agency LISers in
support of interoparable communications
kN Implament upgrades to operable communicaton systems for Slate Agency Users in support of
inlaroparasde communications.
5841 Develop and Implemeant a Tralning Plan to Address Interoperable Communications Medium Short PSIC DHice
§ 1 Davelop regional mult-year cormmunications-focused TREPS (2011}
'E 10 2) Develop a stalewide multi-year communications-focused TREP
] 3 Develop and implement AIRS fraining statewide
w 4) Irmplemen & COML Traning Program and detarmine a credentialing protocol
'; 5h Implement a COMT Training Program and determing a credentialing protacol
E 5842 Develop and Implement a Strategy for Exercises Focused on or Incorporating Interoperable Needium Short PSIC ONice
5 i Communications (2012)
= 1 Develop régional multi-year communications-focused T&EPs
23 Develop a statewide multi-yaar communications-focused TAER
£8.51 Create and Implement an Education and Outreach Plan in Support of Interoperable Mediem Shart PSIC Office
Communications (20109
1 Davelop a stalewide Education and Outreach Plan in support of interoperable communications that
= aescribes the plan for encouraging collaboration and educating policy makers and pracifioners
[
E ) Actively encourage and coordinate collaborative efforts 1o idenlity &and address local, regional, tribal, and
5 state barriers to advancing nteroperabilty soktions and usage
3 12 3 | Travel to regions where interoperable communications are needed and conduct group and one-cn-one
P maatings t> understand first hand the challenges facing public safety and service agencies/organizations
§ n advancing ineroperable communications, and support stakeholders as they address these challenges
4) Develop resounces for nteroperable communications fo showcase success stovies frorm across Arizona
5} | Deveicp parnerships with agency public infermation officers, communication managers, regional

commurication ceners and emeargency managars.




Attachment B: FY2010 Q2 GITA-PSIC Expenditures

FY 10 Quarterly Expenditures

Allocated Funds
ALLOCATED AMOUNT 1st Quarter Znd Quarter Ird Quarter dth Quarter REMAINING BALANCE
PERSONAL SERVICES b 475,000.00 | $ 094,004.54 | 5 B88,350.52 3 202 644,54
ERE § 142,500.00 | 55,176.51 | § 16,681.06 F 70.642.43
PROFESSIONALICUTSIDE SWCS 3 31,000.00 | % 1803785 | % (17, 083.62) § 30,045.77
TRAVEL {IN STATE) F 500000 | % 1.209.35 | § 233.35 3 3.557.30
TRAVEL {OUT OF STATE) b 500000 | % TROOS | & 831.82 b 341813
OTHER OFERATING EXFENDITURES | § 2950000 [ 5 8.260.57 | § 35,207 .26 ¥ 45,132.17
CAPITAL EQUIPMENT 3 - ]
MON CAPITAL EQUIPMENT £ 920000 | % b - 3 §,200.00
U Teracb00. 5 AT e i s ailisl: 455,640.74.
QIARTERLY EXFENDIMURES ToTaLs| & 177 43887 | § 124,220,398 | § - E3 7
FY 10 TOTAL EXPENDITURES| § 301,659.26
e e R T S Ly Loy I e e R R T i el e TR T e Tl iy i T e e 0 AT
FY 10 Quarterly Expenditures
Non Lapsing Funds
- ALLOCATED AMOUNT 1st Quarter 2nd Quarter Jrd Quarter dth Quarter REMAINING BALANCE
FERSONAL SERVICES b § B $ 3 3 5 =
ERE 3 3 5 ] 5 z b
PROFESSIONALIQUTSIDE SVCS b 358,500.52 | 5 b 5 § 358,500.52
TRAVEL {IN STATE) 5 3 $ F £ - 3 -
TRAVEL (QUT OF STATE} 5 b 5 $ 5 § B
OTHER OPERATING EXPENDITURES | § § § 3 $ & ] =
MON CAPITAL EQUIFMENT b b 5 - $ b 5 Y
CAPITAL EQUIPMENT $ b - 3 5 & 3
REVERTED BY LEGISLATION § = 3 b & § 358,500.52 | 5 b {358,500.52)
s 3ssso0s2| 3 e e e i T

Note: Laws 2009, 49k Legislature, 15t Regular Session, Chapier 12, HB2643, Section 1 amended Laws 2004, chaprer 273, section 67 and reveried the $358, 500032 in the

OUARTEALY TOTALE

5

§

358 500.52

% =

FY 10 TOTAL REVERSION

$ 358,500.52

FY2005 non-fapsing appropriation for design costs associated with a statewide radio interoperability communication to the General Fund





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.7
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /sRGB
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
    /Arial-Black
    /Arial-BlackItalic
    /Arial-BoldItalicMT
    /Arial-BoldMT
    /Arial-ItalicMT
    /ArialMT
    /ArialNarrow
    /ArialNarrow-Bold
    /ArialNarrow-BoldItalic
    /ArialNarrow-Italic
    /ArialUnicodeMS
    /CenturyGothic
    /CenturyGothic-Bold
    /CenturyGothic-BoldItalic
    /CenturyGothic-Italic
    /CourierNewPS-BoldItalicMT
    /CourierNewPS-BoldMT
    /CourierNewPS-ItalicMT
    /CourierNewPSMT
    /Georgia
    /Georgia-Bold
    /Georgia-BoldItalic
    /Georgia-Italic
    /Impact
    /LucidaConsole
    /Tahoma
    /Tahoma-Bold
    /TimesNewRomanMT-ExtraBold
    /TimesNewRomanPS-BoldItalicMT
    /TimesNewRomanPS-BoldMT
    /TimesNewRomanPS-ItalicMT
    /TimesNewRomanPSMT
    /Trebuchet-BoldItalic
    /TrebuchetMS
    /TrebuchetMS-Bold
    /TrebuchetMS-Italic
    /Verdana
    /Verdana-Bold
    /Verdana-BoldItalic
    /Verdana-Italic
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 5.0 e versioni successive.)
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [612.000 792.000]
>> setpagedevice




