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Chairman Burns called the meeting to order at 10:20 a.m. and attendance was noted. 
 
BUDGET WORKSHOP 
 
ARIZONA HEALTH CARE COST CONTAINMENT SYSTEM (AHCCCS) 
 
Brad Regens, Assistant Director, Joint Legislative Budget Committee (JLBC), reviewed the 
major differences in the Governor’s and JLBC’s budget requests for AHCCCS: 
 

• Enrollment and Inflation Growth 
• KidsCare and  KidsCare Outreach Programs 
• Rural Hospitals Reimbursement 

 
Mr. Regens mentioned that one of the major areas for AHCCCS is the forecasted population 
inflationary growth in 2005, noting that both the Governor’s budget and the JLBC baseline include 
supplemental recommendations for the program.  For the most part, the forecasts are fairly 
comparable; however, the basic difference is the funding source.  The JLBC recommendation has 
$10 million more general fund monies than the executive budget recommendation.  On a total 
funding basis, the executive recommendation is higher by approximately $12 million, expecting the 
tobacco tax revenue to grow over the next two years.  In JLBC’s review of the tobacco tax growth 
projection, a slight upturn in the collections is noted which would allow the JLBC’s general fund to 
be adjusted by $4 million in 2004 and 2005.  JLBC agrees that there is $4 million each year in 
additional tobacco tax revenues; however, they do not agree that there is an extra $20 million 
available.    
 
Mr. Regens discussed the continuation of the KidsCare Program, noting that the session law 
expires June 30, 2005.  JLBC has been able to acquire additional federal monies and use some 
Proposition 204 funds, which saved the State money.  Next year there will not be any savings in 
Proposition 204; however, there will be enough federal monies to make the KidsCare program cost 
neutral if the State wishes to continue it.    
 
Mr. Regens indicated that the executive budget shows adding approximately $16 million to the 
KidsCare Outreach program, with $4 million of the monies coming from the general fund.  
 
In response to Senator Harper, Tim Sweeney, Senior Fiscal Analyst, JLBC, replied that there is 
some federal money in the President’s budget that will target KidsCare Outreach which is not 
included in the $16 million executive budget.  The executive request includes $4 million from the 
general fund and the matching Title 21 dollars.  For this particular item, the additional $12 million 
would be contingent on the State match.  A large number of the funding is earmarked for the 
growth of the outreach efforts and to rollback the premiums.  Approximately $3 million is to cover 
the growth of the program as a result of the outreach efforts.    
 
In response to Senator Garcia, Mr. Sweeney responded that there is no cost to the State for not 
continuing the KidsCare program.  If the KidsCare program is not continued, the State would not 
receive the matching federal funds; however, the State would not be spending the money for the 
program.   
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In response to Senator Burns, Mr. Sweeney replied that the State would receive matching federal 
funds if the KidsCare program was continued.  However, no matching funds are available for the 
KidsCare Parents program.  
 
Senator Harper stated that he opposes the expansion of the KidsCare and KidsCare Parents 
program.    
 
Mr. Regens next talked about rural hospital reimbursements, noting a $2.5 million proposal in the 
executive budget for these reimbursements.  He explained that there is a $4.8 million savings in 
the proposal that is not part of the JLBC baseline.  This is an issue dealing with a county hold 
harmless payment; a provision that was part of the Proposition 204 implementation with 
approximately 80 percent of these monies going to Pima County.  There are two fund shifts that 
the executive budget proposes which includes the Department of Health Services (DHS) and 
Department of Economic Security (DES) funds.   
 
Mr. Sweeney first talked about the $6.9 million reduction to eliminate the graduate medical 
education payments.  There is a special line item in AHCCCS that includes the $6.9 million and the 
ensuing federal dollars that go to hospitals that have graduate medical education programs.  There 
are 13 hospitals that receive these payments.   
 
In response to Senator Burns, Mr. Sweeney indicated that he felt that some of the monies could go 
for nursing education; however, the decision where the monies are spent would be made by the 
participating 13 hospitals.   
 
Senator Cannell clarified that these funds are available to the medical students that train at the 
participating hospitals.  He indicated that many of the students who train in Arizona practice in 
Arizona.  Therefore, he feels it would be devastating to remove this funding from the budget, 
because it is difficult obtaining healthcare professionals.  In response to Senator Burns, Senator 
Cannell suggested that perhaps the Committee should have public testimony from the healthcare 
professionals to assist the members in understanding the programs.   
 
In response to Senator Gould, Senator Cannell replied that the funding actually benefits the 
hospitals who are training the doctors, not the doctors.   
 
In response to Senator Johnson, Mr. Sweeney explained that only the hospitals with a graduate 
medical education program would receive funds.   
 
Senator Arzberger noted that prior to the graduate medical education program, the hospitals 
charged a fee to the patients to recover the expenses for the training.  If the program was 
eliminated, the cost of insurance would increase.   
 

Senator Arzberger moved to retain the funding for graduate medical program. 
Without objection, Senator Arzberger withdrew her motion. 

 
Mr. Sweeney next discussed the elimination of the Critical Access Hospital Subsidy (CAHS).  He 
explained that CAHS is a $1.7 million total fund subsidy, noting that the State amount changes 
annually based on the federal match rate.  This year, the subsidy is $554,000 and is distributed to 
six critical access hospitals in the State.  Being a critical access hospital is a federal designation 
that hospitals can receive based on their location and proximity to other hospitals.  In response to 
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Senator Johnson, Mr. Sweeney replied that if the $554,000 is cut from the budget, the State would 
not receive any federal matching funds.  The subsidy goes to hospitals in Benson, Wickenburg, 
Northern Cochise, Southeast Arizona Medical Center, Page, and Sage.  Senator Cannell clarified 
that even though the Sage hospital is on the Indian reservation, it is not an Indian hospital.  He 
emphasized that without CAHS, the aforementioned hospitals would not be able to operate.  He 
pointed out that most of the struggling hospitals work diligently not to become a critical access 
hospital because of the various restrictions placed on the hospitals when they receive that 
designation.   
 
Mr. Sweeney discussed the Young Adult Transitional Insurance Program, which covers children 
ages 18 to 21 who are previously foster children.  Under AHCCCS, a person is no longer a child 
after the age of 18.   
 
In response to Senator Gould, Mr. Sweeney replied that it would be a policy decision if the 
Committee wanted to provide an incentive to encourage parents to put the children on their health 
insurance policies.  As for the monthly rate for the Young Adult Transitional Insurance Programs, 
the rate would be fairly similar to regular AHCCCS rates, which vary from $100 to $500 a month.  
Also, there may be some issues with this being a higher risk population than other 18- to 21-year- 
old individuals.   
 
Senator Cannell stated that he believes the kids in this program are high risk individuals with 
serious health problems.  These kids do want to work and support themselves; however, if their 
income goes above the poverty level, they lose their insurance.  He indicated that these kids are 
uninsurable.  This program allows these children to continue supporting themselves while the 
program covers their insurance needs.   
 
In response to Senator Johnson, Mr. Sweeney replied that he does not believe there is any criteria 
for the participants to meet.  In general, the risk of the children in this program is higher than those 
in the AHCCCS program.  
 

Senator Johnson moved to exercise the option to eliminate the $140,500 for the 
Young Adult Transitional Insurance program. 

 
Senator Giffords opposed the motion, noting that this is a small amount to consider helping the 
high-risk children in the program. 
 
In response to Senator Gould, Mr. Sweeney replied that he would do some research to determine 
the number of enrollees in the program, as well as the number of enrollees with critical health 
needs.   
 

The motion CARRIED by voice vote.  DIVISION was called by Senator Garcia.  
By a show of hands, the motion CARRIED with a vote of 5 ayes and 4 nays. 

 
Mr. Sweeney briefly explained the Arizona Long-Term Care System (ALTCS) formula that requires 
Maricopa and Pima counties to pay 100 percent of their growth in this program for FY 2006.  He 
indicated that the total amount would be approximately $12.3 million in FY 2006; $9.5 million for 
Maricopa County and $2.8 million for Pima County, which would be an increase cost to those 
counties. 
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Chairman Burns said he did not feel the Committee members were ready to discuss this topic.   
 
Mr. Sweeney noted the next item for discussion is to freeze the inflation percentage for in-patient 
rates that AHCCCS pays.  Currently, there is a provision in statute requiring the AHCCCS in-
patient rates to be inflated every year by approximately 3 percent to 5 percent.  This option would 
save the State approximately $5 million to $7 million, which would be a reduction in payments to 
hospitals.   
 
In response to Senator Waring, Mr. Sweeney responded that the critical access hospitals would 
not be reimbursed at the higher rate.   
 
In response to Senator Arzberger, Mr. Sweeney explained that last year the out-patient 
reimbursement methodology for hospitals was revised.  He stressed that the option would be to 
freeze the 2006 rates at the current rate for in-patient reimbursements.   
 
Mr. Sweeney reviewed two rollback items:  Childhood Obesity Pilot Program and the FY 2005 
Health Plan Incentive Payments 
 
These two programs total approximately $900,000 in State funds that were added to the 2005 
budget.   
 

Senator Harper moved to reallocate the $900,000 back to the General Fund. 
 

Senator Cannell opposed the motion.  He indicated that this program is an attempt to reduce 
potential future medical costs of an obese population.  He emphasized that if there are limited 
resources, the first thing to do is to introduce public health measures to prevent illness.   
 
Senator Burns pointed out that he is not against the program, noting that there is an effort within 
the Telemedicine program to address the childhood obesity issue.  He also noted that the agency 
did not bring their concerns to the Legislature. 
 
Senator Waring concurred with Senator Burns’ remarks, voicing his concern about the State 
funding this type of program 
 
Senator Johnson agreed with Senator Burns and indicated that she feels that the parents should 
be the ones to educate their children about obesity.   
 
Senator Giffords expressed her concerns about the elimination of the program, explaining that the 
statistics show that 22 percent of individuals in their 20s are obese and approximately 32 percent 
of all American adults are obese.  Obesity is defined as 30 pounds or more over the average 
weight.  She also pointed out the escalated rate of deaths related to obesity.  She noted that early 
education about the subject is important and agreed with Senator Johnson that the parents are not 
doing a good job.  She stated that she feels the money would be well spent on this program to 
begin the education process at an early age.   
 
Senator Cannell explained that although the agency did not present the program to the Legislature; 
they did involve a number of the Senators and Representatives about this idea.  He emphasized 
that obesity is the Surgeon General’s number one issue this year and stressed that obesity is a 
public health menace that if not dealt with will become very costly. 
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Senator Gould stated that he feels that people should be responsible for their own actions and if 
individuals do not want to take care of themselves than they should pay the price.  He suggested 
that it is not the State’s responsibility to take care of people who do not follow healthy lifestyles.   
 
Senator Giffords noted that in 1907, the average lifespan for a person was 47 years of age.  
Because of the great strides in medicine and nutrition, people are living longer.  Although America 
has an abundance of food, much of it has little or no nutritional value.  She indicated that she feels 
one of the roles of government is to provide good education.   
 
Senator Waring suggested that he would rather spend the $900,000 to keep a critical access 
hospital open than spend it on the Childhood Obesity program. 
 
Mr. Sweeney briefly reviewed the issue on restoring the redetermination period to six months, 
explaining that two years ago it was shortened from 12 to six months.  This change would be a 
savings of approximately $10 million, which represents a 1 percent savings. 
 

Senator Harper moved to exercise the option to change the redetermination 
period and reallocate the funds for the Childhood Obesity Pilot Program to the 
General Fund.   

 
Senator Arzberger and Senator Cannell expressed their concerns about the reallocation of funds 
and the change in the redetermination period.  Senator Cannell suggested that it is difficult for the 
health plans to plan when there is a six-month eligibility period.  He indicated that it places a 
negative effect on the plans, as well as the eligibility process.   
 
Senator Burns stated that if this option is adopted that some of the savings should be used to 
provide additional staff to assist in the eligibility process.   
 
In response to Senator Garcia, Mr. Sweeney replied that if someone applies for benefits in a 
specific month and they are not determined eligible until several months later, AHCCCS does pay 
the health plans for those months between when a person applies and when they are eligible.   
 

The motion CARRIED by voice vote.  DIVISION was called by Senator Giffords.  
By a show of hands, the motion CARRIED with a vote of 6 ayes and 4 nays.   
 
Senator Harper moved to reduce the funding to the Commission of Arts by 
$800 which is the out-of-state travel monies.  Without objection, Senator Harper 
withdrew his motion. 

 
Senator Johnson moved to utilize the Tobacco Tax monies to decrease the 
enrollment and inflation growth to AHCCCS.   
 

Senator Burns clarified that this is an estimate of how much revenue will be produced by the 
Tobacco Tax.   Mr. Sweeney provided additional information, noting that the Governor’s office is 
projecting $20 million more in Tobacco Tax revenue than the JLBC baseline.  JLBC does agree 
that there will be additional revenue over their baseline figure.   
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In response to Senator Arzberger, Mr. Sweeney replied that there statutory restrictions on where to 
use the Tobacco Tax funds.   

 
Senator Johnson’s motion CARRIED by voice vote. 
 

Mr. Sweeney reviewed the Proposition 204 County Hold Harmless issue, explaining that the 
executive budget recommends eliminating $4.8 million that is currently appropriated to six 
counties.  He added that approximately $3.8 million is for Pima County and the remaining           
$1 million is split between Graham, Greenlee, La Paz, Santa Cruz, and Yavapai Counties.   
 

Senator Cannell moved the Executive’s request of $4.8 million to hold counties 
harmless.  The motion CARRIED by voice vote. 

 
In response to Senator Burns, Mr. Sweeney replied that JLBC staff will research what the cost 
would be to add workers to handle the shorter timeframe in the redetermination period for 
AHCCCS benefits. 
 
Senator Martin asked if JLBC staff would review whether the Department of Revenue (DOR) 
quarterly wage statements could be used to verify the accuracy of the income information 
submitted to AHCCCS for eligibility status.   
 

Senator Cannell moved to continue the KidsCare Parent program for one year.  
The motion CARRIED by voice vote.  DIVISION was called by Senator Harper.  
By a show of hands, the motion FAILED with a vote of 5 ayes and 5 nays. 

 
Mr. Sweeney explained the $2.5 million fund for rural hospitals. 
 
Senator Arzberger stated that Senator Flake’s bill is for $6 million which will also include a federal 
match of $12 million.  Mr. Sweeney mentioned that the proposed $2.5 million would generate      
$5 million in federal funds. 
 
In response to Senator Gould, Mr. Sweeney explained that this proposal would increase the 
reimbursements to rural hospitals for AHCCCS services.  This proposal would include 18 rural 
hospitals.   
 
Senator Arzberger explained that the 18 rural hospitals are reimbursed at approximately 53 
percent of their cost, while urban hospitals are reimbursed at 94 percent of their cost.  The reason 
for the difference is that there are a larger percentage of AHCCCS patients in rural areas.   The 
difference is made up by the privately insured individuals who pay more for their insurance.   
 

Senator Cannell moved to RECONSIDER the action whereby the motion for the 
KidsCare program failed.  The motion CARRIED by a voice vote.  DIVISION was 
called by Senator Gould.  By a show of hands, the motion CARRIED with a vote 
of 5 ayes and 4 nays. 

 
Senator Cannell moved to continue the KidsCare program for one year (no 
impact on the General Fund for one year).  The motion CARRIED by voice vote. 
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In response to Senator Garcia’s inquiry, Mr. Sweeney briefly explained the Healthcare 
Administration marketing and outreach activities. 
 

Senator Garcia moved to add $953,000 of Other Funds for the Healthcare 
Administration.  The motion FAILED by voice vote. 
 

There being no further business, the meeting was adjourned at 11:31 a.m. 
 
 Respectfully submitted, 
 
 
 
 Carol Dager 
 Committee Secretary 
 
 
(Tapes and attachments on file in the Secretary of Senate’s Office/Resource Center, Room 115). 
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