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FISCAL ANALYSIS

Description

Thisbill would require the Arizona Health Care Cost Containment System (AHCCCS) and the Department of Economic
Security (DES) to enter into a contract with a third-party entity to provide fraud reduction technology. The contract isto be
funded from any savings generated by the fraud reduction technology. The bill also requires the agencies to request a pilot
test of the fraud reduction technology and to estimate potential cost savings prior to entering into a contract.

Estimated | mpact

Thefiscal impact is designed to be at least revenue neutral as HB 2238 contains a provision requiring that the contract with
the provider be funded by savings generated by the reduction in fraud. The magnitude of the savings will be influenced by 2
factors:

1) AHCCCSand DES currently utilize a number of fraud prevention measures. The bill’simpact will depend on the extent
to which the additional technology would generate new savings beyond what DES and AHCCCS currently realize. The
incremental savings estimate is not currently available.

2) The benefitsin some programs are entirely federally funded, so areduction in fraud in those programs would not result
in state savings.

Thisbill isidentical to abill from last year (HB2777 AHCCCS; DES,; fraud reduction, as amended by the House Floor). At
that time, DES and AHCCCS estimated that the General Fund cost of entering into the contract would be approximately
$1,350,000, but they did not provide an estimate of the possible savings. DES and AHCCCS have not yet provided an
updated estimate of the cost or savings associated with the bill.

Analysis

AHCCCS and DES currently utilize several fraud prevention measures when determining initial and ongoing €ligibility for
benefits. These measures include criminal background checks, analysis of applicants' records of benefitsin other states,
citizenship verification, identity verification, immigration status verification, and finger imaging, among others.

DES reported that in FY 2007, its current fraud reduction measures resulted in 5,283 case closures in the Supplemental
Nutrition Assistance Program (SNAP, formerly known as Food Stamps) and 2,486 in Temporary Assistance for Needy
Families (TANF) Cash Assistance. DES estimates that these measures resulted in FY 2007 cost avoidance of $23.1 million
in SNAP and $4.5 million in TANF Cash Assistance. The amount of estimated cost avoidance in other programs such as
Medicaid and Child Care subsidiesis not known.

In programs such as AHCCCS, TANF Cash Assistance, and Child Care, the General Fund shares the benefits cost with
federal matching funds. Because the state pays at least a portion of the benefits, reducing fraud in these programs would
result in savingsto the state.

In other programs, however, reducing fraud would not yield any savings for the state. While the state funds approximately
50% of the administration costs for the SNAP program, all benefits paid are from Federal Funds. Therefore, any savings
realized from the reduction in benefits paid to fraudulent claims would be savings to the federal government, not the state.
These savings, therefore, could not be used to offset the cost of the new fraud reduction technology.

(Continued)



DES's and AHCCCS s estimate of $1,350,000 was based on the assumption that the cost of the contract for fraud reduction
technology would be $125 per employee per month. This assumption is based on a current contract cost from AHCCCS for a
similar service. At thetime of the estimate, AHCCCS had 7 employees licensed to use a product that AHCCCS says could
provide the functionality required by the bill. With 1,500 staff, the total cost would be up to $2,250,000, of which
$1,350,000 would be from the General Fund; the remainder would be from Food Stamps and Medicaid matching funds.

It may not be necessary for al eligibility workers to be licensed to use the program, which could result in alower cost. The
$1.3 million estimate applies only to eigibility determinationsin DES' Division of Benefits and Medical Eligibility, which
determines eligibility for Food Stamps, TANF Cash Assistance, and the majority of the state's Medicaid population. It does
not apply to other programs such as Adult Services programs and unemployment insurance.

Local Government I mpact

None
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