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STATE WATER RESOURCES CONTROL BOARD—Continued

tions of water rights permits. Most of the funding consists of reimburse-
ments ($83,292) from the Division.of Water Resources (DWR) and the
federal Bureau of Reclamation. (It appears that these reimbursements
may not be funded in the budgets of the two agencies.) The remainder
would be from the General Fund ($27,763).

Historically; the board has relied on holders of water nghts who are
being damaged by illegal water uses to protect themselves from illegal
diversions or violations of permit terms. However, water rights are part
of the owners” rights to property and must be defended by the owner or
be lost through continued adverse use by other persons. The four positions
requested would be used by the board primarily to protect the water
rights of DWR and the bureau against other water users.

We recommend deletion of the proposed positions, the reimbursements
and the increase from the General Fund. First, the board would be pri-
marily enforcing the water rights of state and federal water agencies: If
it is to enforce any water rights, it should be protecting equally the rights
of all water users. Second, the board has received several additional posi-
tions for water rights enforcement work in the last two Budget Acts. These
positions have been diverted to other work, partly because of the drought.
If the board is to do any enforcement work it should use these positions-
and clearly demonstrate the accomplishments of this effort before addi-
tional staff is approved. Third, recommendations from the Governor’s
Commission on Water Rights Law may change the legal framework under
which the water rights program operates and substantially change the
board s stafﬁng needs for this work-in the future.

Health and Welfare Agéncy
- CONSOLIDATED DATA CENTER

Item 234 from various funds s - Budget p. 527
Requested 97819 eeeeeneeseee e e $6,456,975
Estimated 197T=T8.......ccccovmiiirmrrnrnereinirsesesineseesesesssnsianeesesssnes 2,570,988
~Total recommended reduction ...............cceeceerereernereresressesresses Pending

1978-79 FUNDING BY ITEM AND SOURCE

7

Item Description ’ Fund Amount
;234 Relmbursements Various $5,456,975

234 Data Center Implementation General 1,000,000
: $6,456,975
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CONSOLIDATED DATA CENTER—Continuéd
‘ : ' Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS ~ - . ‘- page
1. Center Funding. Withhold recommendation pending re-- 440
finement of costs and review of actual progress. .

GENERAL PROGRAM STATEMENT

The Health and Welfare Agency Consolidated Data Center is one of
four such centers authorized by Chapter 787, Statutes of 1972. It has been
formed during the current year to provide coordinated computer support
to the agency’s constituent departments and offices:

ANALYSIS AND RECOMMENDATIONS v

The proposed spending program for the center totals $2,570,988 for the
current year and $6,456,975 for the budget year. The difference is due to:
(1) action by the center to assume management of all agency computer
operations and related personnel, effective January 1, 1978, and (2) the
addition of $1 million to provide for installation of new computing equip-
ment and the conversion of departmental computer programs to this new
equipment. With the exception of this $1 million in “seed” money, the
proposed budget will be reimbursed by the users of the center’s services.

Equlpment Replacement

Implementstion of this data center is intended to provide necessary
- computer support of agency programs in a timely and cost-effective man-
ner. The current operation, which is to be replaced, is both fragmented
. and based on relatively old computing equipment of insufficient capacity
and capability. As a result, a growing amount of agency data processing
work is being performed at the Stephen P. Teale Consolidated Data Cen-
ter, which also has capacity problems.

By establishing this new center and transferring all agency data process-

ing operations to it, a first and necessary step has been taken. The second
element will be the acquisition of new computing equipment through
competitive procurement. The installation of the new equipment is tenta-
tively scheduled for May 1, 1979.
" Although the primary goal in establishing this center is to prov1de ade-
quate resources to support agency programs, it is anticipated th_at -im-
plementation of this center will provide computer support in a more
cost-effective manner than would result from continuation of the decen-
tralized operation.

Determination of Actual Budget Requirement
We withhold recommendation on Item 234 pending a refinement of
_anticipated data center costs and a review of actual progress toward the
acquisition of new computing equipment.

The budget request for this center is based on the departments’ esti-
mates of costs of computer operations which have been transferred to the
new center. Until the center verifies the adequacy of this fundmg, actual
budget requirements will not be known.

In addition, the schedule for equipment replacement is, for the size and
type of procurement contemplated, extremely optimistic. From a budget-
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ing perspective, this is important because of the center’s schedule. If the
project schedule slips beyond May 1, 1979 the need for $1 million in “seed”
money will decrease accordingly.

- The center’s current schedule calls for the release of a request for
proposal to prospective bidders on April 1, 1978. In consideration of this
release date and the need to refine actual center funding requirements,
we recommend deferring action on Item 234 until early April. At that

time, a more accurate estimate of funding requirements should be avail-
able.

Health and Welfare Agency
OFFICE OF STATEWlDE HEALTH PLANNING AND

v - DEVELOPMENT
Items 235-236 from the General - ‘ :
Fund : ‘ ; . . ; Budget p. 530
Requested 1978-79 .........ccouuenni ebir st desrest s taps et s s snestatee $4,129,332
TEemn 235......ovvereenrecesreresinesscsneereseessesersssassarebsssessessessenees eein - 81, 729 956
Available from: prewous legislation .............. reretererresrtreseareens 2,399,376
Estimated 1977-T8.........ccciommrnmsemmmernsrismsseressssssssssssassssenssasissenns , N/A
CACTUAL LOTB=TT .c..eeeeereivrsinsiereneinssasasissesssssssesessissssessinsassesesssnsesss . N/A
Requested increase—Not Applicable o
Total recommended reduction .........ccivervnernrieresninn i $36,540
1978-79 FUNDING BY ITEM AND SOURCE ‘ R :
Item Description . Fund ~ Amount -
935 -~ - State Operations General . .$1,720956
Chapter 693, ‘ : . 42317
Statutes._ S
of 1976 Family Physician Training
Administration
Chapter 1162, : .
Statutes -
of 1977 k Fa.tmly Physmla.n Tralmng : - 100,000
Total Available , $1,872,.273
Balance Available in Subsequent Years ' : 15441
Total Expenditures . : * . .- $1,796,832
26 - Local Assistance General. ‘ ' :
- Chapter 1162, : ; )
Statutes - : o
of 1977 o ’ ) T 82,332,500
Total Expenditures. ‘ B o o C $4,129332
o . : ’ ) Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS _ page

'1. Song-Brown Family Physician Training Program: Recom- 442
. mend Department of Health submit to fiscal committees, a
- plan for determining and evaluating program impact.
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OFFICE OF STATEWIDE HEALTH PLANNING AND DEVELOPMENT—Continued

2. New Position in Director’s Office. Reduce Item 235 by 444
$36,540. Recommend deletion of executlve assistant posi-
tlon

OFFICE OF STATEWIDE HEALTH PLANNING AND DEVELOPMENT '

GENERAL PROGRAM STATEMENT

Chapter 1252, Statutes of 1977, reorganized the Health and Welfare
Agency, effective July 1,1978. It abolishes the Departments of Health and
Benefit Payments and creates various new departments and the Office of
Statewide Health Planning and Development which will report directly
to the Secretary of the Health and Welfare Agency.

The responsibilities of the Office of Statewide Health Planning and
Development are (1) the administration of those duties which are pre-
scribed under the federal Public Law 93-641 and have been delegated to
the State Health Planning and Development Agency, (2) the implemen-
tation of the State Certificate of Need program, (3) the administration of
various health manpower responsibilities, such as the Song-Brown Family
Physician Training program, (4) the procurement of available federal and
state financial assistance for the development of needed health facilities,
and (5) monitoring compliance of health facilities with state building
codes. These responsibilities are currently administered by the Depart-
ment of Health.

ANALYSIS AND RECOMMENDATIONS '

The budget proposes an expenditure of $4, 129 332 from the General
Fund for the support of programs administered by the new, Office of State
Health Planning and Development. Of that amount, $1,729,956 is in Ttem
235 and the remainder is available from previously enacted legislation.
This proposed expenditure includes the transfer of 138.3 positions from
various programs in the present Department of Health to the new office
and the establishment of 5.5 new positions in the budget year.

Song-Brown Family Physician Training Program

We recommend that the Department of Hea]tb submit to the fiscal
committees prior to budget hearings a plan for determining and evaluat-
z'ng the estimated program impact on the location of family practice physi-
cians who have completed a residency program receiving Song-Brown
funds, in geographic areas of unmet priority need.

‘Chapter 1176, Statutes of 1973, created the Family Physician Tralmng
program in California. This act appropriated $3,150,000 from the General
Fund to establish a contract program with accredited medieal schools and
other health care delivery systems to increase the number of individuals
receiving training in the specialty of family practice. Family practice
residencies are three years in duration following graduation from medical
school. Contracts can also be awarded to programs which train primary
care physician’s assistants. Chapter 1003, Statutes of 1975, made primary
care nurse pract1t10ner tra1n1ng programs eligible to receive contract
funds, as well.

Table 1 shows the amounts whlch have been approprlated under the
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Song-Brown legislation. The budget proposes that $2,332,500 be expended
for residencies. These funds will be available for the budget and subse-
quent three fiscal years. :

‘Table 1

General Fund Appropriations for the -
Song-Brown Family Physician Training Program
1973 through 1977

Administration = Contracts Total

Chapter 1176, Statutes of 1973 ... i $150,000 $3,000,000 » $3,150,000
Chapter 693, Statutes of 1976 . 100,000 1,675,000 1,775,000
Chapter 1162, Statutes of 1977 ; 100,000 2,332,500 2,432,500

350,000 $7,007,500 $7,357,500

The Health Manpower Policy Commission establishes the standards for
all training programs and makes recommendations to the Director of the
Department of Health on which programs should receive funds. The
department provides $13,000 a year per resident to the school as support
for a portion of the total residents in the school’s program. Table 2 shows
the amount of General Fund expenditures already allocated to this pro-
gram and the number of Song-Brown funded residents.

Table 2

Number of Song-Brown Residents
by Residency Year and. Expenditures
from General Fund

. o . Percent
First Second Third ‘ ' increase
year  year  year ~ Total Cost in cost
1975-76 : e 14 17 4 35 $443,654 )
1976-77 ; 19 27 20 66 855,075 - +93%
1977-78 : 28 % 2 79 1,027,000 +20%
1978-79 N 7 4 U4 o 1365000 +33%

Although a specified number of residencies in a program are Song-
Brown funded, there is no procedure for identifying individuals in the
program as_the designated Song-Brown funded residents. Instead, the
entire program must adhere to the standards established by the Health
Manpower Policy Commission. One such standard requires the develop-
ment by the school or program of appropriate strategies to encourage
residents to practice in areas of unmet priority need after completing the
training program. This approach is consistent with the statutory language
of the Song-Brown legislation which states:

“It is the intent of the Legislature to provide for a program des1gned
‘primarily to increase the number of students and residents receiving
quality education and training in the specialty of family practice .

and to maximize the delivery of primary care family physician services
to specific areas of California where thereisa recogmzed unmet priority
need.” (Education Code Section 69270)

Some of the innovative methods developed by the commission and the
department to comply with the law include requiring programs to select
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residents who are otherwise predisposed to practice in areas of need, and
also to have residents receive some training in the actual geographic areas
of need. Table 3 shows the number of physicians in residency programs
receiving Song-Brown funds who have elected to practice in areas of
unmet priority need.

Table 3

Practice Locations of Physicians
From Programs Receiving Song-Brown Funds

Total ' Percent
number of Number of total -
completed in areas In areas
residencies of need* of need

1976 , ' 10 3 30%
1977 : 4 10 P
54 13 24%

2 Areas of need listed in Second Annual Report of Health Manpower Policy Commission, December 1975.

Designated areas of unmet priority need were not identified until No-
vember 1975, so the program which provided 10 completed residencies in -
June 1976, had only approximately seven months notice in which to pro-
mote the designated areas as locations for the practice of medicine by
third-year residents. Similarly, the residents who completed their training
in 1977 were already in their second year of residency when the need areas
were defined.

Therefore, an accurate assessment of the effectiveness of the present
method for implementing the law cannot be made until a full three-year
cycle of a Song-Brown funded program has been completed.

However, in order to assess the effectiveness of the program-at the
completion of the three year cycle, the office needs to establish specific,
measurable program goals, and to identify the percentage of new famlly
- physicians electing to practice in designated high-need areas.

Executive Assistant Position in Director’s Office

We recommend deletion of t]ze executive assistant poszhon at a.sa Vmgs
of $36,540 (Item 235).

The budget indicates that the posmon of Chief Deputy Director pres-
ently in the Department of Health is to be reclassified as Director for the
budget year. A CEA I position will provide the administrative capacity in
the director’s office. The budget also proposes-an additional administra-
tive ‘position—executive assistant—which would be exempt from civil
service procedures. The department failed to provide information justify-
ing the need for the position on the basis of increased workload. Therefore,
we recommend deletion of the position for a savings of $36,540.
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Office of Statewide Health Planning and Development
LEGISLATIVE MANDATES ‘

Item 237 from the General , . o
Fund Budget p. 530

‘Requested 1978-79 .....ccooeuumne... et eveesasessiosneraensisiesresenissessas $120,960
Estimated 1977-T8..........ciiinccci s - N/A
Total recommended reduction ........ccoeveenreinernenn, S o None

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

This item proposes expenditures of $120,960 from the General Fund to
reimburse local government agencies for the fees that must accompany
Certificate of Need applications submitted to the Department of Health.
Chapter 854, Statutes of 1976, requires a Certificate of Need from the
Department of Health in order to proceed with construction of or addition
to new health facilities, including county hospitals. Applications for a Cer-
tificate of Need must be accompanied by a fee. The budget request is for
a reasonable amount and we recommend approval

: Hea’\'lth and Welfare Agency
DEPARTMENT OF AGING

Iteri;t 238 from the General

Fund = . ' | ~ Budget p. 537
Requested 197879 .....oooevcvrerverissiinsssssiesssmsssosssssssssision i  $1,658,073
"EStMAted L1OTT=T8......occcimrrereiirrerecererriveresessestsessssorsssorsessssssons _ 1,580,512

T ACHIAL LOTE—TT ooooioeeeeeeeeerererieeieeeeseeseemesesesseessssiossesesssensesessssseness e 1,212,618

Requested increase $77,561 (4.9 percent)

Total recomrnended reducnon .............................. reererereeseraens © $80,500
1978—79 FUNDING BY ITEM AND SOURCE ) o S
Item o ( Description - Fund . Amount
238 ° Support, Department of Aging " General . $1,358,073
Chapter 1199, DR
Statutes of 1977 Senior Volunteer and Nutrition " General : 300,000
Model Project : S : -
Total S o S Ta1658073

v ’ . ' _ ' " Analysis

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS ' 7 page

1. Reserve for Nutrition. Reduce by $91,000. Recommend re- 448
ducing over-budgeted amount reserved for nutrition.
2. Special Planning Group. Augment by $10,500. Recom- 453
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mend establishment of special planning group to make leg-
islative and administrative recommendations to develop an
integrated system of health and social services for the elder-
ly.

GENERAL PROGRAM STATEMENT L

The California Department of Aging is designated by state statute (W
and I Code, Division 8.5) as the single state agency to administer funds
which are allocated to the state under the federal Older Americans Act
of 1965, as amended. The two major programs under the act are Title III,
providing for coordination of comprehensive services to the elderly, and
Title VII, providing for nutrition programs for the elderly. As the state unit
-on aging authorized by the act, the department is responsible for plan-
ning, coordinating and monitoring programs to stimulate development of
a statewide network: of comprehensive services which' will promote the
d1gn1ty, health and independence of older persons.

.The Governor’s Budget identifies five programs administered by the
department Field Operations, Program Support, Administration, Grants
and Commission on Aging. The Commission on Aging is semi-independ-
ent of the department. It is mandated by state law to act in an advisory
capacity to the department and various other governmental entities and
to serve as the principal advocate body in the state on behalf of older
persons. :

ANALYSIS AND RECOMMENDATIONS
The budget proposes a General Fund appropriation of $1,358, 073 In
addition, the department will receive funds appropriated for "the Senior
Volunteer and Nutrition Project under Chapter 1199, Statutes of 1977,
, totahng $300 000 from the General Fund, and $50,000 from the Transporta-
tion Planning and Research Account. The total budget proposal including
.federal funds is $54,050,712, an increase of $5,737,025, or 11.9 percent, over
estimated current year expendltures Approx1mately $3.4 million will be
spent for the administration of the department and of the commission,
$16.8 million will be available in cash grants to Area Agencies on Aglng
(AAAs) and direct service agencies to provide for coordinated services to
seniors and $26.5 million will be available for cash grants to fund nutrition
projects throughout the state. Table 1 compares the estimated total ex-
penditures for fiscal year 1977-78 with the proposed budget for 1978-79.
As Table 1 shows, the majority of funds allocated to the department are
dispensed in grants to local public and private nonprofit agencies. The
funding for the two major titles under the Older Americans Act of 1965,
as amended, Titles III and VII, is continuing to increase while funding of
Titles IV-A, V and IX is expected to remain constant for the current fiscal
year and the budget year. Both Titles V-and IX were initially funded by
the federal government during the current year.

‘FIELD: OPERATIONS

The Field Operations Division is responsible for the admmlstratlon and
coordination of the two major titles under the Older Americans Act, Title
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Table 1

Department of Aging
Estimated Total Expenditures
1977-78 and 197879

Estimated Proposed Percent

1977-78 1978-79 change
Department of Aging -administrative costs.........oou $3,017,992 $3,163,431 ' 4.8%
Commission on Aging administrative COsts......... 208,206 226,870 - 9.0
Grants-
Title III—Coordinated services .......cc....... rrersesiraianee 14,741,316 16,789,483 ‘139
. Title IV-A—Service prowder training . 532,993 . 532,993 0
Title V—Multipurpose senior centers... 4,258,055 4,258,055 0
Title VII—Nutrition projects ... 23,056,930 26,495,062 - 149
Title IX—Employment 2,045,318 2,045,318 0
Federal model projects. 73,000 " 173,000 0
State grants 162,750 325,500 1000
State nutrition grant -141,000 141,000 0
Long-range plan.... 76,127 — —
Total . . $48,313,687 $54,050,712 11.9%

III and Title VII. The primary role of Division staff is the assessment and

monitoring of programs funded under the two titles.

" During the past year, there has been a major change in the depart-
ment’s activities. The Field Operations Division has been moving away

from providing technical assistance to grantees under the Titles III and

VII programs toward assessing and monitoring the programs. We believe

this change will contribute to an improvement in the overall provision of

services through the grantee agencies. The budget requests three new

positions for field operations, all of which would be financed by increased

federal support. We believe these posxtlons are justified.

Coordinated Services—Title Il

Title III funds are allocated to California for the purpose of estabhshmg
a network of coordinated services and resources for the elderly (age 60
and over). Local jurisdictions have been established, and 17 Area Agencies
on Aging (AAAs) have been designated to carry out the purposes of the
title in California. In addition, the department provides grants to 47 direct
service agencies (DSAs) located in areas of the state not covered by an
AAA. Services provided through DSAs are primarily of a coordinating
nature such as information and referral.

Each AAA must develop an area plan including demographlc data about
the elderly population, available services, service gaps, and identification
of priority service needs. Attempts are made to pool and coordinate serv-
ices within each jurisdiction and funds are provided to develop and sup-
port service projects which best meet the identified priority needs.
Nutrition Projects—Title VII ' s

The objective of the nutrition program is to provide low-cost, nutrition-
ally sound meals to needy senior citizens on a regular basis in attractive
surroundings. Federal regulations require that each project be located in
an area serving target groups of eligible persons having the greatest need
for nutrition services. Criteria for selection of target groups include iden-

1776788 ‘
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tification of elderly persons who do not eat adequately because of poverty,
lack of knowledge, limited mobility or lack of motivation. Each nutrition
project approved by the department is usually required to serve, in a
congregate setting, a minimum of 100 nutritionally balanced meals daily,
five days or more a week.

The projects, which must also provide minimum sogcial services to par-
ticipants, are seen as one alternative to the institutionalization of seniors
resulting from physical and mental deterioration caused by inadequate
nutrition and/or personal isolation.

37,000 Meals Per Day. During the latter part of calendar year 1977,
there were about 81 nutrition projects funded statewide serving meals at
approximately 552 congregate sites. About 37,000 meals were being served
once a day, five days per week.

State Funds Reserved for Nutrition

We recommend that $141, 000 proposed for local nutrition programs be
reduced by $91,000.

Since 1972, the Legislature has appropriated funds to be used to aug-
ment local nutrition programs for the aging where local funds are insuffi-
cient to meet the required 10 percent match to qualify for federal funds.
Each year substantially more money has been appropriated than has been
spent. In no year has more than $50,000 been spent for this purpose. In
1976-77, the budget appropriated $141,000 for the state reserve for nutri-
tion, and again less than $50,000 was needed to meet the needs.
~The history of funding the state reserve for nutrition has demonstrated
that the majority of local nutrition programs have no difficulty providing
the local match required to qualify for federal nutrition funds. A few
Indian nutrition projects have been assisted and will continue to need
help. This identified local assistance need amounts to less than $50,000
annually. The additional $91,000 budgeted for nutrition does not represent
any demonstrated need authorized in existing statutes. Therefore, we
recommend that the state reserve for nutrition be reduced to $50,000.

Phase Out of Regional Offices

* Currently, the department administers contracts with Title ITT and Title
VII grantees through regional offices located in Los Angeles, Oakland and
Fresno. Locating regional offices near grantees may facilitate the provi-
sion of technical assistance to grantees. This lessens travel costs and is more
convenient for the consultants. Nevertheless, we believe there are several
good reasons for centralizing field staff.

' Unification of Procedures. A major problem confronting the depart-
ment is inconsistent application of basic procedures. Each of the three
regional offices tends to operate semi-independently of the department.
Thus, there tends to be four distinct sets of operating practices and proce-
dures. Policy-making and implementation problems now experienced by
the department could be significantly alleviated by the elimination of the
regional offices.

Less Need for Emergent Intervention. The older an organization
becomes, the less need there is for emergent intervention practices. As the
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AAAs become more established and the nutrition projects more refined
in their operation, there is less need to have consultants who are immedi-
ately available to these organizations. This lessens the need for reg10na1
offices.

Better Utilization of Limited Staff The centralization of staff would
allow for more specializing by consultants as either Title III or Title VII"
management consultants. This would help to develop better policies and
procedures in each program. It is expected that the federal government
will be requiring more specialization in these two areas. Furthermore, by
having a cadre of consultants at the central office, the department could
delegate staff work to some of the consultants, thus better utilizing existing

. staff to improve management practices.

" In the 1977-78 Analysis, we recommended a phase out of the regional
offices in Fresno and Oakland. The Legislature asked the department to
study the issue and report on the feasibility of the recommendation by
December 1, 1977. The report indicated several advantages and some
disadvantages to centralizing all operations but made no recommenda-
tion. In January, however, the director issued a staff memo stating the
department’s intention to phase out all regional offices and centralize all
operations. We concur with the director’s proposal. The department esti-
mates initial costs could run between $100,000 and $150,000 to phase out
all three offices. By phasing out the two smaller offices in the budget year
and the Los Angeles office in fiscal year 1979-80, the department should
be able to absorb the costs within-the proposed budget approprlatlon

PROGRAM -SUPPORT"

The Program Support Division is responsible for a rather broad range
of planning, research and evaluation activities. Also included in this divi-
sion'are the public relations section, the legislative coordination activity,
and a statewide library services effort. The Program Support Division also
provides a broad range of technical assistance to public and private, non-
profit agencies in areas affecting senior citizens, such as housing, transpor-
tation, health, employment, and income maintenance.

In addltlon to broad technical assistance and support efforts, the d1v1s1on

_is responsible for the two newly funded programs—Title V, which pro-
vides financial assistance to local agencies for acquiring, altering or reno-
vating existing facilities to serve as multipurpose senior centers, and Title .
IX, which promotes part-time subsidized employment opportunities for
senior citizens 55 years of age and older in a variety of community service
activities. The budget requests six new positions for Title V and six new
positions for Title IX. All of these positions are federally supported to carry
out the provisions of the two titles. :

Finally, the Program Support Division has the responsibility for imple-
menting the state Senior Volunteer and Nutrition Model Project created
by Chapter 1199, Statutes of 1977. The statute mandates pilot projects-in
Sacramento, San Diego and Humboldt Counties to provide senior citizens
with one meal per day at minimum or no cost. Such projects are to offer
the program participants an opportunity to volunteer their services for
the betterment of the community. The statute requires the department
to report to the Legislature and the Governor on or before July 1, 1980,
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evaluating each of the pilot projects. The act approprlated $150 000 for
fiscal year 1977-78 and $300,000 for fiscal year 1978-79 from the General
Fund. In addition, $25,000 was appropriated for fiscal year 1977-78 and
$50,000 for fiscal year 1978-79 from the Transportation and Research Ac-
count in the State Transportation Fund. Funds from the latter account are
to be used to provide transportation for the program participants to and
from the program site. The budget requests one new position to adminis-
ter the nutrition and volunteer services program for senior citizens. We
concur with this request.

ADMINISTRATION

The Administration Division coordinates and directs the operatlons of
the department. Elements in the program include the director’s office,
fiscal and business management, personnel and training. In addition, this
division is responsible for monitoring and assessing Title IV-A and federal
- model projects. Title IV-A funds training projects. for service providers.
There are two Federal Model Projects: (1) the Nursing Home Ombuds-
man program and (2) the Legal Services Development program.:

The budget requests six additional positions for this division to provide -
two new staff persons in each of three projects: Title IV-A, Nursing Home
Ombudsman and Legal Services Development program. We recommend
approval of the positions on the basis of increased workload.

Management Practices

The Department of Aging was first created as an office in the Health
and Welfare Agency by Chapter 1080, Statutes of 1973. The director of the
office was given status equal to a department head and the office operated
essentially as a department. Chapter 157, Statutes of 1976, changed, the
title from Office on Aging to Department of Aging. '

The responsibilities of the department have related primarily to admm-
istering funds allocated to California through the federal Older Americans
Act of 1965 as amended. Beginning with fiscal year 1973-74, funding for
the programs, especially Title IIT and Title VII, has expanded rapidly.
Table 2 illustrates the growth of federal/state fundmg from fiscal years

- 1972-73 through 1978-79.

Table 2

Growth of Programs for Aging °
Fiscal Years 1972-73 Through 1978-79

Fiscal Federal Funding State
year : Title 1T Title VII Other® Total Funding
1972-73 — —  $27757463  $2757463 - $98473
1973-74 $4,783,000..  $8,454,000 966,584 14,203,584 783,580
1974-75 6,798,200 8900220 2,381,726 18,080,146 .1218,420
- 1975-76 . 6,837,118 . 12,753,621 1613512 = 21,204251 = 1,325,073
1976-77 9213545 16736582  2,105505 28,055,632 1,288,758
1977-78. . 14741316 23,056930 8,856,879 46,655,125 1,580,512 -
1978-79 ; 16,789,483 26495062 9,000,123 - 52,284,668 1,658,073

& Except for fiscal year 1978-79, all figures are based on mid-year estimates presented by the department
in the annual budget documents in order to more accurately reflect the growth pattern. The actual
figures will vary due in part to the irregular funding cycles which havé characterized the expanded
funding and the delayed expenditure patterns among the grantee agencies.

b Administrative support, federal special projects and emerging titles of the OAA.
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The rapid growth of funding for Titles III and VII has contributed to
many administrative problems within the department. The department
has been subject to numerous critical reviews over the past several years,
In the 1977-78 Analysis, we recommended that several actions be taken
by the department to improve its rnanagement practices. We requested
that a report be submitted on or before December 1, 1977 to the fiscal
committees of the Legislature and to the Joint Legislative Budget Com-
mittee. The report reveals that during the past year the department has
improved its management practices.

Lack of Coordinated Services

Although internal operations and grants management of the Depart-
ment of Aging have improved significantly during the past year, little
progress has been made toward developing an integrated system of serv-
ices to the elderly-citizens of the state. The goal of the Older Americans
Act of 1965, as amended, is to bring together all services to the elderly in
each specified planning and service area in order to achieve a maximum
impact on the total needs of the elderly within that area. Contrary to that

purpose, the funding of services through the Oldér Americans Act has
actually contributed to fragmentation of services and increased competi-
tion between service providers by funding a new line of service providers.
Most of the pooling of resources accomplished through the Area Agencies
on Aging has had only a cosmetic effect and has failed to achieve meaning-
ful progress toward a coordinated service delivery system.

A number of recent reviews of services to aging offered under the Older
Amerlcans Act of 1965, as amended, form the basis for our conclusion that
program coordination has not been achieved. The major reviews include

- 1977 interim legislative hearings, the California Long-Range Plan on Ag-
ing;a report from the Office of the Auditor General, and testimony given
to the House Select Committee on Aging by the National Commissioner-
Designate on Aging.

Interim Hearings. During the 1977 leglslatlve interim, hearmgs were
held by the Assembly Special Subcommittee on Aging and the Senate
Health and Welfare Committee. In the course of these hearings, it became
clear that the loose network of planning and coordinating agencies is not
working. It was also made clear that letters of understanding entered into
by various state agencies have no significant impact on the real integration
of services to the elderly. Existing agencies have a variety of mandates to
fulfill. Real coordination ¢an only occur where clear lines of authority and
responsibility are established and integrating pohcles and procedures are
enforced by responsible parties.

. Long-Range Plan. The Budget Act of 1976 appropriated $123,000 to
the department for the purpose of establishing a long-range plan for pro-
viding services to the elderly in the State of California. A preliminary draft
.of that plan was completed in September 1977. The range of subjects it
covers illustrates the breadth of the problems facing the department and
the Area Agencies on Aging. The plan outlines a series of responsibilities



Table 3

HEALTH CARE AND SUPPORTIVE SERVICES FUNDED OR ADMINISTERED BY STATE AGENCIES AVAILABLE TO ELDERLY
RECIPIENTS OF PUBLIC ASSISTANCE

FEstimated
. ) \. Program Cost ) i
Program . Responsible Agency 1976-77 , Funding Source
Coordinated Social Services ... Department of Aging $10,711,665 Title 111, Older Americans Act
Nutrition Services . : Department of Aging v 18,083,775 Titlé VII, Older Americans Act
Public Health Nursing Services to the Aged........ivouniminenne Department of Health ' 1,521,800 State and County Funds
: Public Health Division :
In-Home Supportive Services ....... . Department of Health 112,800,000 Title XX (Social Services), Social Security Act
‘ " Social Services Division and State Funds
Home Health Agency Services . Department of Health 1,949,300 Title XIX (Medi-Cal), Social Security Act and
: Medi-Cal Division State Funds )
Adult Day Health Care : v Department of Health 338,400 Title XIX, Social Security Act and State Funds
: Alternative Health Sys- ) i
tems
Residential Care Homes . . . Department of Health '69,768,000 Title XVI (Supplemental Security Income—Sup-
o Licensing and Certifica- * plemental Payment), Social Security Act and
: tion Division State Funds
Intermediate Care Facilities .. Department of Health 22,384,400 Titlé XIX, Social Security Act and State Funds
) Licensing and Certifica- . .
‘tion Division _
Skilled Nﬁrsing Facilities . » . Department of Health 404,066,400 Title XVIII Social Security Act :
’ o o Licensing and Certifica- Title XIX, Social Security Act and State Funds
tion Division C
Physicians’ services, outpatient hospital and other necessary : ’ .
services (Part B Medicare) ... Department of Health 47,264,000 Title XIX, Social Security Act and State Funds

Medi-Cal Division »
Source: Report of the Auditor General No. 275.3 entitled: Lack.of a Planned, Integrated System of Services for the Elderly.
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including income maintenance, health and social services, nutrition, trans-
portation, housing, employment legal matters, educatlon preretirement
planning, and recreation and cultural activities. It is evident from a review
of the broad range of services outlined in the plan that the responsibilities
of the CD A and the AAAs are too large to be effectively coordinated unless
the coordination is approached in a planned way within limited priority
areas. The first priority should be given to the health and social services
area because of the interrelationship of services, the multiple service pro-
-viders and the various funding sources involved.
Auditor General Report. In December 1977, the Auditor General re-
ported to the Joint Legislative Audit Committee regarding the lack of a
. planned, integrated system of services for the elderly. The report focused
primarily on the need for a continuum of care for the elderly along a
spectrum beginning with minimal in-home supportive services and con-
~ tinuing through levels of increasing care up to intensive acute hospital
care. The report identified the diffused responsibility for delivering serv-
ices to the elderly among a number of state agencies. It suggests that there
are a nurnber of elderly residing in nursing homes who would be more
appropriately placed in residential care for the elderly. An assignment to
a less intensive level of care would presumably reduce costs and result in
more comfortable surroundings for the patients. Table 3 was prepared by
the Auditor General to summarize the health care and supportive services
which are funded or administered by state agencies and avallable to the
elderly recipients of public assistance.

National Commissioner—Designate on Aging. In testimony presented
before the House Select Committee on Aging on August 3, 1977, the
President’s designee as the new National Commissioner on Aging (not yet
confirmed by the Senate) stated, “The Older Americans Act itself contrib-
utes to the problem of a fragmented system.” He went on to advocate the
simultaneous overhaul of both the Older Americans Act and the Social
Security Act in order to “totally integrate the management and adminis-
tration of services for the aging under the Older Americans Act and
services for adults under the Social Security Act; . . . [the integrated
system] should include both social services and a system of community
living arrangements which would include skilled nursing and intermedi-
ate care homes. I want to emphasize particularly this last point because
I believe that nursing homes should be managed as an integral part of a
comprehensive system of community services for the aged and disabled
adult and not an extension of the massive health care industry.”

Special Planning Group _ ;
We recommend that a special planning group be established in the

. Department of Aging funded in part through the Public Works Employ-

ment Act and that Item 238 be augmented in the amount of $10,500. This
item augrmentation Is to provide operating expenses and equipment costs
for a special planning group created to make legislative and administra-
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tive recommmendations to develop an integrated system of. bea]tb care and
social services for the e]der]y

We believe that the time is right for establishing an experlenced plan-
ning group consisting of participants from several disciplines in the health
care and social services systems. Among the many services directed to-
ward the needs of the elderly, health and social services are the most
fragmented. Several state agencies have responsibility for providing these
services. There is a clear need for a major coordinating effort which should -
involve substantial modification of existing delivery systems. It may re-
quire some state departments to be reorganized, and statutory changes.
It will require a clear delineation of agency roles so that there is delegated
authority to implement an integrated system of service delivery.

Composition and Role

1. The planning group should be located in the Department of Aglng
because a) the latter has the statutory responsibility to coordinate services
‘to the elderly and b) a major effort, the California Long-Range Plan on
Aging, has already explored much of the material whlch will need to be
studied in order to develop a unified system.

2. The planning group should have the following composition and fund-
ing:

No. Description : Funding source
1 Planning Director.. Public Works Employment Act
2 - Department of Aging planning staff ........c...coocconnnnaes .. Public Works Employment Act
4 Clerical staff, Public Works Employment Act
2 Department of Health Services planning staff .......... Department of Health Services support
2 Department of Social Services planning staff ............ - Department of Social Services support
1 Office of Statewide Health Planning and Develop-
ment planning staff ... Office of Statewide Health Planmng and

Development support

We recommend that funding for the positions of the planning director,
the two Department of Aging planning staff and the four clerical staff be
funded through the Public Works Employment Act (an estimated cost of
$138,000) . The representatives of the Health, Social Services, and Health
Planning Units should be funded by their parent agencies but report to
the planning director for the duration of the planning effort. Each of the
representatives should be experienced and have a thorough understand-
ing of the respective delivery systems.

3. The planning group should concentrate on brmgmg into one coor-
dinated system health and social services as discussed in Chapter 7 of the
California Long-Range Plan on Aging. The report developed by the plan-
ning group should contain clearly defined and detailed recommendations
for both leglslatlve and administrative action which may be needed to

“assure that services to the elderly will be delivered in a cost-effective and
integrated manner.

4. The planning group should submit its report to the Legislature and
the Governor by December 1, 1978, in order to assure that there be timely
action on the report during the 1979 legislative session.

‘We suggest that the California Interdepartmental Committee on Aging
(CICA) serve as a governmental advisory body to the special planning
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_ group and that the California Commission on Aging serve as a consumer
advisory body to the planning group.

5. The planning group would be in existence only until the plan is
completed and presented to the Legislature and the Governor.

COMMISSION ON AGING

We recommend approval of the request for the California Commission
on Aging. The Commission is mandated by state statute to (1) act as the
principal advocate body for the elderly of the state and (2) advise the
Governor, -Legislature, Department of Aging and other state agencies on
all problems relating to aging. Effective January 1, 1977, the size of the
commission was increased from 15 to 25 members. At the same time, the
36-member Statewide Advisory Council which had served as an advisory
body to the commission was abolished. Nineteen of the 25.members are
appointed by the Governor, 3 by the Speaker of the Assembly and 3 by
the Senate Rules Committee.

The administrative budget for the Commission on Aging requested for
fiscal year 1978-79 is $226,870, which is an increase of $18,664, or 9 percent,
over the current fiscal year appropriation. The commission staff consists
of an executive secretary, an administrative assistant, and three clerical
positions. No new positiohs are requested.

Health and Welfare Agency
DEPARTMENT OF ALCOHOL AND DRUG ABUSE

Items 239-242 from the General

Fund - Budget p. 541
Requested 1978-T9 ......c.viveiivinninncrnnnissineennseisnssnesesoesssioses $57,420,524
Estimated 1977-T8......ccccrmiiiininiencnnisnsisesssesseesssisesssesees 51,803,415 *
ACHUAL LOTE-TT ..ot e rssntsseasssbrreasatessessnasasasnnes "NI/A

Requested increase $5,617,109 (10 8 percent) .

- Total recommended reductlon .................................................... $3,000,000

2 Based on estimate for drug programs in the Department of Health and the Office of Alcoholism.

1978-79 FUNDING BY ITEM AND SOURCE

Item Description Fund Amount
239 State Operations ' General o 84842527
Budget Act of 1976, Item 280(g) Research General : 493,975
Centers ] ‘

Budget Act of 1976, Item 280 1 Public Inebn General 47,050
ate Project )
Total Available : $5,383,552
240 _ Local Assistance for Alcoholism General 31,775,696
Budget Act of 1976, Item 280.1 Public Inebri- General 993,119

ate Project ) ,
Total Available o ’ ) $32,768,815
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241 Local Assistance for Drug Abuse General 17,768,157‘
. Programs .
242 PCP Program General 3,000,000
Total Available $20,768,157
Balance Available in Subsequent Years —1,500,000
Total ' $19,268,157
Total Expenditures General $57,420,524
' i Analysis

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. California Labor Management Plan. Recommend depart- = 458
" ment submit a final plan and evaluation design to the fiscal
subcommiittees and appropriate policy committees.

2. Funds for State Hospital Services. Recommend depart- 459
ment submit a revised cost estimate of the alcohol program
at Camarillo State Hospital to the fiscal and appropriate
policy committees.

3. Evaluation of Drug Abuse Programs. Recommend thatde- 460
partment submit a revised time schedule for evaluation to ,
the fiscal and appropriate policy committees.

4. Positions for Administration of Drug Abuse Contracts. 460
Reduce Item 239 by $70,724 (federal funds). Recommend =~ -
deletion of three new positions for fiscal management ac-
tivities.

5. Marijuana Impact Legislation. Recommend department 461
submit an updated report on the impact of Chapter 248,
Statutes of 1975 (SB 95).

6. PCP/Angel Dust Juvenile Counter Impact Program. Delete 462
the $3,000,000 in Item 242. Recommend deletion of
proposed appropriation for prevention activities for juve-
nile use of PCP/Angel Dust. :

GENERAL PROGRAM STATEMENT

Chapter 1252, Statutes of 1977 (SB363) created the Department of
Alcohol and Drug Abuse, effective July 1, 1978. The department combines
the functions of the current Substance Abuse Division in the Department
of Health and the Office of Alcoholism in the Health and Welfare Agency.

Chapter 1128, Statutes of 1975, created the current Office of Alcoholism,
effective January 1, 1976. The office is reponsible for administering the
state alcoholism program and assisting county alcoholism administrators in
developing local programs. Direct alcoholism services are provided by
county administered programs. Chapter 1128 states that county programs
shall include the following services: prevention, information and referral,
early diagnosis and detection, detoxification, treatment and vocational
rehabilitation. Each county receives an allocation from the General Fund
and from federal alcoholism funds. This statute also requires that General
Fund allocations be matched with county funds on a 90 percent state 10
percent county basis.

The drug program was established in the Department of Health in 1973
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to implement certain provisions of the Campbell-Moretti-Deukmejian

Drug Abuse Treatment Act of 1972. In July 1977, the State Office of Nar-
cotics and Drug Abuse was merged with the Division of Substance Abuse

of the Department of Health. This was done to eliminate duplication of

effort and provide a single organization to administer drug abuse pro-

grams. The drug abuse program assists counties in the planning, develop-

ment, implementation, coordination, and funding” of local drug’
prevention, treatment and rehabilitation programs. The program admin-

isters state funds through counties via the Short-Doyle system.

ANALYSIS AND RECOMMENDATIONS

- The budget proposes expenditures from the General Fund of $57,420,-
524 for the 1978-79 fiscal year, which is $5,617,109 or 10.8 percent more
than is estimated to be expended during the current year for administra-
tive and program costs for both the alcoholism and drug abuse programs.
Included in total General Fund expenditures are $4,842,527 in Item 239 for
state operations in the new department, $31,775,696 in Item 240 for local
assistance -to alcoholism programs, $17,768,157 in Item 241 for local assist-
ance to narcotics and drug abuse programs, and $1,500,000 to be expended
in the budget year from a proposed appropriation of $3,000,000 in Item 242
for a PCP (phencyclidine) /Angel Dust Juvenile Counter Impact Pro-
gram. The total state and federal support for the current and budget years
is shown in Table 1. ‘

. Table 1
" Alcoholism and Drug Abuse Programs
State and Federal Expenditures
1977-78 and 1978-79

Estimated Proposed Percent
. 1977-78 1978-79 " Difference change
Alcoholism State Operations ' '
General Fund $2,196,757 " $2,938,325 $4-741,568 38.8%
Federal Funds ... - 1444248 1,085,371 . --358 877 —248 -
Total $3,641,005 - $4,023,696 $4-382,691 105%
Local Assistance o » : '
General Fund: ‘ $30 664,628 . $32,768815  §4-2,104,187 6.9%
Federal Funds —— 4,451,111 5,175,557 . 4724446 163
Total $35,115,739 $37,944372  $+42,828,633 8.1%
Total General Fund ........oomsicmiseniees $32,861,385 $35,707,140 $+2,845,755 - 87%
Total Federal Funids........micisinne. -~ 5,895,359 6,260,928 +365,569 - 6.2
Total Alcoholism Expenditures ............ - $38,756,744 $41.968,068 $43,211,324 8.3% .
Drug Abuse—State Operatlons :
General Fund.... $2.179617 - $2,445297 $+-265,610 12.2%
Federal Funds ........................................ 1,287,746 1,674,099 +386,353 30.0
Total $3,467,363 . $4,119326 - $+651,963 . 18.8%
Local Assistance L v . ‘ '
General Fund . $16,762,413 $19,268157 .  $+2,505,744 149%
Federal Funds .....ccocorveicnersinecieonnns v 15448171 14,682,156 —766,015 -5.0
Total . $32,210,584 $33,950,313 $41,739,729 54%
Total General Fund ... .. $18,942,030 $21,713,384 $+2,771,354 14.6%
Total Federal Funds... . 16735917 16,356,255 —379,662 -2.3
Total Drug Abuse Expenditures ............ $35,677,947 $38,069,639 . $-+2,391,692 6.7%

Total Expenditures for Alcoholism .
and Drug Abuse Programs.............. _ $74,434,691 $8(_),037,7(Y1 $+5,603,016 15%
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California Labor Management Plan

We recommend that the Department of Alcohol and Drug Abuse sub-
mit a final plan for the California Labor Management Project and an
evaluation design which includes an estimate of project impact, a time
schedule of evaluation activities and a description of evaluation methods
to the Joint Legislative Budget Committee, the fiscal subcommittees and
the appropriate policy committees by August 1, 1978,

In 1974 the Office of Alcoholism funded a California Labor Management
Plan in which members of local labor unions received training techniques
for establishing occupational alcoholism programs. During the three-year
period ending in 1977 over 100 programs in local unions were created. The
budget proposes the expenditure of $295,792 in the 1978-79 fiscal year as
the first increment of a planned three-year program. The budget states
that “After implementation, local unions will assume funding respon31b1h-
ty.”

The department is proposing to contract for the administration of thls
program with the California Labor Management Plan—a nonprofit labor
organization composed of representatives from the AFL-CIO, United
Auto Workers, the International Longshoremen and Warehousemens Un-
ion, and the International Brotherhood of Teamsters. This organization
will maintain a staff which will train a total of six training directors from
the various participating unions. These training directors will receive in-
tensive training and a full-time salary, part of which will be paid by his or
her union, and will train a number of local coordinators who will establish
programs in the union locals.

Although the Office of Alcoholism performed a , limited review of the
original Labor Management Plan in 1974, the method of review did not
seek specifically to identify any measurable changes in the behavior of the
individuals the programs were designed to serve. However, several stud-
ies conducted in. the private sector, such. as one by a large California
corporation, conclude that the savings in reduced sick leave and job effi-
ciency resulting from early detection and treatment referral is likely to
offset the cost of operating similar occupational alcoholism programs.

The proposed program includes funds of $60,000 for evaluation. We
believe the new department should more clearly define the objectives of
the program and include in the evaluation design the following elements:

1. An identification of both the target group which will be the focus of
the activities in the labor management plan, and the projected level of
change in information, attitudes, or behavior in the target group. .

2. A time schedule of evaluation activities including collection and-anal-
ysis of data, and preparation of preliminary and final reports. Periodic
progress reports should be submitted to the Legislature to assure that it
is kept informed of the progress of the project.

3. A description of indicators to be used in measuring changes in the
target group and a discussion of the appropriateness and rehablhty of such.
1ndlcators
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Alcohol Preventlon Project

- During the 1976-77 fiscal year the Office of Alcoholism initiated an
Alcohol Prevention Project with funds appropriated for this purpose. Ta-
ble- 2:indicates the General Fund expenditures by fiscal year for this
prOJect o .
¢ , ‘Table 2
General Fund Expenditures for the
Alcohol Prevention Project
1976-77—1978-79

Actual Estimated .~ Proposed
- 1976-77 1977-78 1978-79
Alcohol Preventlon Project $793,982 $832,424 $882,369 -

Supplemental language of the Budget Act of 1977 required the Office
of Alcoholism to submit an evaluation design for the Alcoholism Preven- .
tion Project to the Joint Legislative Budget Committee, the fiscal and
appropriate policy committees. We reviewed the report and found that it
did not provide adequate information on the evaluation design. The con-
tractor performing the evaluation is considering our objections.

Funds for State Hospital Services

We recommend that the Department of Health submit a revised cost
estimate of the alcohol program at Camarillo State Hospital in 1978-79,
based on the proposed state hospital staff increases related to licensing, fo
the Joint Legislative Budget Committee, the fiscal subcommittees, and the
appropriate policy committees by March 15, 1978, ' -

The Governor’s Budget identifies $962,004 as the proposed expenditure
for state hospital services in 1978-79 for the alcoholism program at Cama-
rillo State Hospital. The budget narrative indicates that in 1978-79, the
Department of Alcohol and Drug Abuse will be phasing out the remaining
alcohol program at Camarillo and working to establish additional commu-
nity based programs. The $962,004 figure does not reflect any adjustment
for the proposed staff increases related to licensing deficiencies in the
current year and continuation of such proposed staff increases in the
budget year. The Department of Finance advises us that funds and posi-
tions related to additional staffing for the state hospital alcohol program
are contained in the budget item for funding of state hospitals serving the
mentally disabled.

The additional community programs mentioned in the budget narrative
will be supported from the funds saved as a result of phasing out the
Camarillo alcohol program. In order for the Department of Alcohol and
Drug Abuse and the affected counties to realistically plan alternative
community programs, it is necessary that the proposed cost of the state
hospital alcohol program in 1978-79 be identified as soon' as possible.
Therefore, we have suggested the need for a timely report on the
proposed state hospital staff increases related to hcensmg

New Positions for Data and Information Systems

We recornmend approval. : : '
The budget proposes the estabhshment of four new posmons for the
alcoholism program in the area of data systems and one position for flscal
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management. Two associate programmer analysts will be utilized to fur-
ther develop computer data programming to provide the alcoholism pro-
gram with data required for management to make informed policy

- decisions. One research analyst is proposed to be added for review of the
increased computer data. In a January 1977 report to the Legislature we
expressed concern over the lack of information about program activities
and believe the new positions are justified. Because of additional respon-
sibilities in the Office of Alcoholism, we believe the proposed accounting
technician position is also justified.

Ev_aluatnon of Drug Abuse Programs

We recommend that prior to budget hearings, the Department of
Health submit to the Joint Legislative Budget Committee, the fiscal sub-
committees, and the appropriate policy committees a revised Hme sched-
ule for program effectiveness evaluation and a description of staff
activities to assure compliance with the schedule. :

The Campbell-Moretti-Deukmejian Drug Abuse Act of 1972 required
the Department of Health to “develop an objective program evaluation
device or methodology and evaluate state-supported narcotics and drug
abuse prevention and treatment programs.” The Drug Abuse Program
Evaluation project was initiated in response to this. Initially, the five posi-
tions involved in the project'were located in several different units in the
department At present, they are located in the Drug Abuse Evaluation
Unit in the Substance Abuse Division.

The Drug Abuse Program Evaluation Project has been planned in three
phases. Phase I, completed in December 1974, focused on various evalua-
tion ‘alternatives which might be applicable in drug abuse treatment.
Developing and testing specific evaluation methods was scheduled for
Phase II. Evaluation of education and prevention programs was to be
performed in Phase III.

The first step of Phase II was to develop and test a process evaluation
system for management efficiency in drug programs (January 1975-De-
cember 1975). During 1975 a system was pilot tested in 17 drug abuse
programs. Based on the pilot results a plan was developed for process
evaluation during 1976 for 113 of the 207 programs in the state. The depart-
ment states that it will make available the results of this evaluation by
spring 1978.

The second step of Phase II was the short-term outcome evaluation
(January 1976-December 1976). Developing and testing this evaluation
system was to focus on measurable changes in the behavior of drug pro-
gram participants from entry to discharge from a program. However, the
pilot test of 20 programs did not begin until April 1977, so that it is not yet.
completed.

Positions for Administration of National Institute on Drug Abuse Contracts

We recormmend deletion of three positions for fiscal management ac-
tivities at a savings of $70,724 in federal funds.

The budget proposes to establish two associate governmental program
analyst positions and one account clerk II position with federal drug abuse



Itern 239-242 HEALTH AND WELFARE / 461

funds. According to the information provided by the Department of
Health, these positions will be primarily for assisting local drug abuse
programs in the development of adequate fiscal procedures. However, on
" January 1, 1978, the drug abuse audit staff of 10 positions -was nearly
doubled by the addition of eight new positions. These auditors will be
performing functions similar to those proposed for the three federally-
funded positions. We believe the expanded drug abuse audit staff can take
on the additional responsibilities without a further increase.

Maruuana impact Legislation

We recommend the Departments of Alcohol and Drug Abuse and ]us—
“tice submit an updated report on the impact of Chapter 248, Statutes of
1975, (SB 95), to the Joint Legislative Budget Commilttee, the fiscal sub-
committees, and the appropriate policy committees by August 1, 1978,

In our 1977-78 Analysis we reported that a study prepared by the De-
- partments of Health and Justice on the impact of revised penalties and
recordkeeping requirements for possession of marijuana was not received
in time for us to review it in the Analysis as required by the Supplemental
Language of the Committee on Confererice. The timing also precluded
our issuing a supplemental analysis in time for budget hearings. This study,
“A First Report of the Impact of California’s new marijuana law (SB 95)”
compared only the first six months of the state’s experience under the new
. marijuana legislation in 1976 with the comparable six months period in
1975. Because of these limitations, it is difficult to draw substantive conclu-
sions on the impact of these changes upon the cr1rmnal justice and drug
rehablhtatlon systems.

- However, the data appear to suggest that changes in penalties for the
possession of small amounts of marijuana’ (one ounce or less) have not
been a significant factor in the use of marijuana by California adults. In
addition, data preserited in the report appear to indicate that there have
been some nonfiscal “savings” to various components of the criminal jus-
tice system which has been able to redirect efforts away frorh marijuana-
related activities to other pressing problems. Although it also appears from
the data that enrollments in diversion programs may have been reduced,
any resulting program savings appear to have been offset by increased
diversion of hard drug offenders. We believe that continued analysis is
" appropriate in light of the significant change in policy direction represent-
ed by provisions of Chapter 248 that reduce marijuana penalties and call
for the destruction of prior criminal records. We, therefore, recommend
a followup study of the impact of the 1975 marljuana law.

The report should consider the followmg factors:

1. Monetary savings should be clearly differentiated from a redirection
of program effort.

2. Record destruction provisions of Chapter 248 should be analyzed in
light of their impact upon all state agencies. The number of records

~ destroyed should be identified.

3. The role of marijuana in “driving under the mﬂuence of drug arrests
should be addressed and results of the Office of Trafﬁc Safety grant

" to the Department of Justice analyzed.

4. Judicial workload and cost impacts should be coordmated w1th the

Cahfornla JlldlClal Council.
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5. Cost data for diversion programs should be extensive and not based
solely on Los Angeles, San Diego, and Orange counties.

6. More precise estimates should be separately provided for the cost of
treating each marijuana and “hard drug” divertee.

PCP/Angel Dust Juvenile Counter Impact Program

We recormmmend deletion of $3 million in Item 242 for intervention and
prevention activities aimed at juvenile use of PCP or Angel Dust.

The budget proposes expenditures of $3 million for prevention and
intervention activities aimed at juvenile use of PCP. The proposed appro-
priation would be available for both 1978-79 and 1979-80, with $1,500,000
expended in each fiscal year. It is also proposed that the funds will be
expended by grant or contract through the request for proposals or invita-
tion for bid process, and no funds will be used for administration.

The budget states that the recently formed Advisory Council on Narcot-
ics and Drug Abuse has identified PCP (phencyclidine) use among juve-
niles and adolescents as “the state’s current most pressing drug abuse
problem in terms of growth”. The Department of Health has provided us
with information on the growing incidence of PCP. However, we have not
received any definitive information on the proposed PCP project, except
the statement that such a project must develop detailed data to identify
more clearly the extent of usage and the traits of the users. In the absence
of any meaningful information on the proposed project, we cannot recom-
mend the proposed expenditure of $3 million.

Zero-Base Budgeting

The budget for the alcohohsm program was prepared using zero-base
budgeting (ZBB) principles as part of a pilot program required by Chap-
ter 260, Statutes of 1977. The Office of Alcoholism divided its activities into
26 decision packages. Decision packages were prepared at each of the five
required funding levels 50%, 75%, 100%, 125%, 150%. Also, a proposed
level was developed at approximately 2 percent above the 100 percent
level.

At the time of the agency’s second budget hearing with the Department
of Finance, some disagreement arose regarding the priority ranking of the
decision packages It should be noted that the Governor’s Budget for the
alcoholism portion of the 1978-79 fiscal year dlsplays the department’ s
budget in the standard program. format.

A special report evaluating the ZBB pilot project will be issued by our

' offlce at the time of the budget hearings.

Health and Welfare Agency ‘
GOVERNOR’S ADVISORY COMMITTEE ON CHILD CARE

Item 243 from the General =

~Fund _ Budget p. 547
REQUESLEA 1978-T9 ...ooovvressrresessssssesssmssissssssssssmssssssssssssesss $74,471
EStimated 197T=T8.....cccoevrrsrerisersresessoresivessossssssisssssssessasansases corerraans 70,723
ACHIAL 19T6-TT .vverereerieeessssesessestssentssisssesicamsneessissosesasssassanssassnssse None

Requested increase $3,748 (5.3 percent)
Total recommended reduction ..........inmiimiin. - None
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ANALYSIS AND RECOMMENDATIONS
We recommend approval. .

The Governor’s Budget proposes a Genera.l F und approprlatlon of $74,-
471 for the cost of the Governor’s Advisory Committee on Child Care. This
committee is authorized by Section 8254 of the Education Code to provide

- policy recommendations to the Governor and the Superintendent of Pub-
lic Instruction on issues relating to child care and child development.

The appropriation of $74,471 is an increase of $3,748 or 5.3 percent over
estimated expenditures for the current year. This increase reflects a cost-
of-living adjustment for support of one executive secretary and one cleri-
cal position as well as travel and operating expenses for the committee.

Department of Health Ser\)icés
DEPARTMENTAL SUPPORT k

~Items 244-9246 from the General L o
Fund _ o © Budgetp. 571

Requested 1978-T9 ........cooivoreerrcosernrereenens oo oo smnestsraeese - $58,947,582
Estimated 197T-T8.......ccouvvrmmrrremummrrsirnressnsseseseessessnseessssseesseseonss N/A
Total recommended reduction ...........cocone... JOTC RO $1,338,749

1978-79 FUNDING BY ITEM AND SOURCE

© Item ‘Description - © " Fund - Amourit
244 Departmental Support ° k . General - $52,339,427
245 Licensing and Certification . - - * General » - 5,650,353
246 Fiscal Intermediary Project . General. - . 458375
N Amount available from previously enact: ~ **'General : '499,427
ed legislation e i :

Total : : i} : o  $58,947,582
o : Analysis

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page’’

1. Reorganization of Public Health Division. Retommend 467
rural health component not be granted division status, but
instead be made a branch of the Public‘Health Division.

2. Consolidation Proposal. Recommend against merger of 468
Maternal and Child Health branch and the Child Health '
and Disability Prevention branch. .

3. Location of Audits and Collection branch. Recommend 468
Audits and Collection Branch be located in the Med1 Cal o
Division, not the Administration Division. o

4. Location of Investlgatlons Section.  Recommend Investi- 469

" gations section remain with the Medi-Cal‘Division and not
be placed in the Licensing and Certification Division.’

5.-Local Public Health Assistance.. Recommend transfer of 469
the I.ocal Public Assistance- section to the Public Health

. Division central office.
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6. Sanitary Engineering. Withhold recommendation on six ~ 470
sanitarian positions pending determination of appropriate
organization placement of the Samtary Engmeermg sec-
tion. -

7.. Occupational ‘Health.. Withhold recommendation on six 470
administrative positions pending receipt of additional
workload information. -

8. Occupational Carcinogen Control Unit.. Recommend de- ~ 471 .
partment report on reasons for low. productivity of inspec-. '
tions in the unit and steps taken to correct problem. :

9. Obstetrical Pilot Project. Recommend project not be ap-~ 471
proved unless augmented by research position.

10. Child Health and Disability Prevention. Reduce Item 244 472
by $45,946. Recommendation discussed in analysis of
Item 252 by deletion of $45,946 made in Item 244 for 5
temporary positions in the Child Health Information and
Claiming unit due to insufficient workload.

11. Contract Counties Program. Reduce Item 244 by $257,- 473

997 Recommend deletion of General Fund support for
- 10 sanitarian positions. :
12. Contract Counties—Child Health. Reduce Item 244 by 474
- $35242. Recommend deletion General Fund support for
three positions. :
13. Fiscal Intermediary Transfer. Withhold recommenda- 476
- tion pending receipt of material detailing staff needed for
the transition to a new Medi-Cal fiscal intermediary. - :

14. Audit Appeals. Withhold recommendation on 18 posi- 478
tions for Medi-Cal ‘Audit Appeals Bureau. :

15. Medi-Cal—Recoveries Bureau. Reduce Item 244 by $46,- 479
240, Recommend General Fund deletion of 4.7 positions
requested for Medi-Cal Recovery Compliance section.

16. Unauthorized Borrowed Positions. Reduce Item 244 by 479
$923,324. Recommend elimination of approximately 40

" borrowed positions for “Strike Force IT” and the Manage-
ment Support section of the Medi-Cal Division

17. Guidelines for Borrowed Positions. Recommend depart— 480
ment submit guidelines govermng use of borrowed posi- ‘
tions by April 1,1978.

18. Budget Office Role. Recommend budget office play 480
larger role in reviewing new positions and in obtaining
workload, productivity and cost/ benefit data for budgetary
changes.

GENERAL PROGRAM STATEMENT

On July 1, 1978, the new Department of Health Serv1ces will become
operational. The new department will include eleménts of the current
Department of Health and the Department of Benefit Payments. Accord-.
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ing to the Governor’s Budget, the new department will be organized into
six major divisions: the Director’s Office, the Medi-Cal Division, the Public
Health Division, the Rural Health Division, the Licensing and Certifica-
tion Division, and the Administration Division. -

The Department of Health Services’ major responsibility will be provid-
ing access to health care for California’s welfare, medically needy and
medically indigent populations through the Medi-Cal program. The de-
partment. will exercise licensing responsibilities over hospitals, clinics,
nursing homes and other health care facilities. The department’s public
health responsibilities are numerous and include programs to control in-
fectious disease, conduct cancer research, improve emergency medical
services, protect the public from unsafe foods and drugs, safeguard water
quality, evaluate sewage treatment and disposal facilities, protect the pub-
lic from radiation exposure, reduce the incidence of occupational illness,
reduce the incidence of maternal, infant and childhood morbidity and

-diseases by delivery of preventative health servxces and improve the
quahty of health services in rural areas. ’ :

ANALYSIS AND RECOMMENDATION

.. 'The Governor’s Budget proposes a 1978-79 operating budget of $115 -
743,397 (all funds) for the Department of Health Services. Of this amount,
$62,765,501 is proposed for salaries, $15,700,329 for staff benefits (25 per-
cent of salaries and wages) and $37,277,567 for operating expenses and
equipment. Table 1 1dent1f1es the sources of operatmg funds for the de-
partment. :

Table 1 .
Source of Funds
Department of Health Services Op_erating Budget

1

A. General Fund

Item 244—Basic Operations $52,339,427
Item 245—L.icensing and Certification 5,650,353
Item 246—F'iscal Intermediate Projects 458,375

" Previous Legislation 499,427.
General Fund Subtotal $58,947,582

‘B. Reimbursements from Other Departments: . 11,976,261
C. Federal Funds : 43,597,440
D. Hazardous Waste Control Account . 919,468
E. Item 247—State Transportatlon Fund 302,466
Total ; $115,743,217

Under the Governor’s 1978-79 Budget, the Department of Health Serv-
ices would have 3152.3 positions transferred from the Department of .
Health, 320.5 positions transferred from the Department of Benefit Pay-
ments, and 399.8 new positions. Seventy existing positions are proposed for
deletion due to workload adjustments. Table 2 shows the placement of
existing positions and proposed new positions by division within the de-
partment.’ .
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Table 2

Depértrﬁent of Health Services
Placement of Positions by Division

Existing " Proposed
. . Transferred New

) Divisions : Positions Positions
Director’s Office ' . : 55.6 © 194
Medi-Cal , 7271 1075
Public Health 11415 147.9
Rural Health 98.7 ) 19.0
Licensing, Certification and Inveshgahons . : 395.8 ; 135
Administration. o v 1054.1 925
' 3472.8 399.8

‘Workload ‘Adjustments . : N -70.2 :
Total............ foree : 3402.6

The Department of Health Services’ budget has two major components:
local assistance and department operations. Support of departmental op-
-erations ($58,947,582 General Fund) accounts for 3.3 percent of total Gen-
eral Fund support and is provided in three budget items and several
special appropriations. The Public Health Division accounts for the largest
proportion of departmental support. Funds for local assistance
($1,735,947,670 General Fund), which are used to reimburse health pro-
viders, including public and private agencies, are included in seven sepa-
rate budget items and special appropriations. Local assistance funding for
the Medi-Cal program dwarfs all other functions with 91.4 percent of the
General Fund support. In total, the General Fund support for both local
assistance and departmental operations is $1,794,895,252.

Table 3 shows the level of General Fund expenditure for the Depart-
ment of Health Services by division and program. It also hsts the sources
of funding.

Table 3
Proposed Fiscal Year 1978-79 General Fund Expenditures
and Revenue Sources,
Department of Health Services
{By Division and Program)

General Fund Expenditures
: Local Department Program -
Division and Programs Assistance - Support Totals . .
Public Health Division (871,160,412) = . ($29,693,680) ($100,854,092)
I. Preventive Medical Services .............. - 8,195,094 9,219,944 18,135,038
II. Environmental Health ..... - - 11,939,892 11,939,892
II. Occupational Health ......... o - (2907574) " (2,907574)
IV. Maternal and.Child Health .................. 62,245,318 5,636,270 . 67881588 . .
Rural Health Division © (4,461,984) (3,149,050) (7,611,034)
‘ V. Rural Health ' © 4,461,984 3,149,050 7,611,034
Medical Assistanice Division .........iveceeseeens (1,586,112,772) (17,826,235) (1,603,939,007)
VI. Medical ASSIStANCE ..uvvuveereureeernrrasnnsresanse 1,586,112,772 - 17,826,235 1,603,939,007 -
Licensing Division : - (6,933,971) (6,933,971)
VII. Licensing, Certification Investigations - 6,933,971 6933971
Administration Division ® .........ceeeennrionsseernnns - N/A? N/A®
VII. Undistributed Overhead... - 4,249,990 4,242,990
VIIa. Distributed Overhead .. N/A® N/A?

Other o (14212502) - (74.212,502)
IX. Legislative Mandates......ccooucccveiissinsennnn. 169,488 - 169,488

i
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X. Provider Rate Increase .......cccoevvrommirrnnnes 74,043,014 e - 74,043,014
XI. Special Projects......... - - -
Totals 3 3 : $1,735,947,670. . - $58,947,582 $1,794,895,252
Sources of Funding ‘
1. Ttem 244, Department of Health Services P S .
Support : - 852339497 $53,339,427
2. Ttem 245, Licensing and Certlﬁcatlon Sup- ) S -
port - 5,650,353 5,650,353
3. Item 246, Implementation—Fiscal Inter— : C ’ : :
medrary CONTACE .....ovvercviirorenssinessiesiion : - - 458,375 - 458,375
4. Item: 248, Payments. for Servrce, Health . o : ) .
) Care Deposit Fund ...........cucivccsmnnrnne $1,449,319,000 ; - -$1,449,319,000
5. Item 249, Fiscal Intermedlary, Health . - o . .
Care Deposrt Fund .....oocovveenieninsinininen ) 26,411,400 - - 26,411,400
6. Item 250, County Administration, Health - ’ :
Care Deposit Fund .. 110,270,400 - 110,270,400
7. Item 251, Rate. Increases . 74,043,014 L= 74,043,014 - .
8. Item 252, Local ‘Assistance to Local Health . o .
‘ Agencies 43,584,386 - " 43,584,386
9. Tter ‘253, Local Assistance for Crippled R S
.7 Children’s SErvices..........cmrrrssnnivivens 27,231,704 - - 27,231,704
10. Item 254, Legislative Mandates . .. 169,488 - .- 169488
11. Other Appropnatlons Special Funds......... 4918278 . 499497 - 1,046,409
= Total, Department of Health Serv- . o
ices $1,735,947,670 $58,947,582 $1,794,895,252

*These ﬁgures were not available from the Department of Healtlr o

REORGANIZATION ISSUES .

A{ter review of the proposed organizational structure of the new De-
partment of Health Services we recommend the following:

1. That the existing public health division not be divided. = -

9. That the merger of the Maternal and Child Health branch and the
Child Health and Disability Prevention branch not be made.

3. That the Audits and Collection branch (transferred from the Depart-
ment of Benefit Payments) be located in the Medi-Cal Division, not

' Iin the Administration Division.

4. That the Investigations section be located in the Medi-Cal Division,

- not in the Licensing and Certification Division.

Rural Health

The administration proposes to divide the Public Health Division of the
present Department of Health into two divisions, the Public Health Divi-
sion and the Rural Health Division. The smaller of the two—the Rural
Health division—would be created out of the Rural Health, Indian Health,
and Contract County Sections of the current Preventive Medical Services
Branch. With less than 100 positions, it would be smaller than any branch
of the proposed Division of Public Health. We believe the elevation of
three sections to division status is unwarranted, and would make the new
department more difficult to manage. Added emphasis for rural -health
services could be achieved through elevation of the three sections to,
branch status within the Public Health division. : .
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glerger of Maternal and Child Health and the Child Health and Dlsablhty Prevention
rogram

The decision to consolidate the Maternal and Child Health (MCH) and
Child Health and Disability Prevention Program (CHDP) branches is
based on the desire to lessen the duplication of effort and fragmentation
of services which can occur when independent state programs interreact.
with the same local agencies. We believe that consolidation of these
branches ultimately should be accomplished. Nevertheless, we: believe
such a consolidation is premature given the management problems within
the Maternal and Child Health program. A recent study by the Depart-
ment of Health’s Office of Planning and Program Analysis found that the -
Maternal and Child Health Branch: (1) has an inadequately developed
organization relative to its responsibilities, (2) suffers from overly central-
ized information and decisionmaking, (3) has inadequate procedures and
delineation of responsibilities needed to carry out important functions, (4)
has assigned staff responsibilities to persons outside of the unit mtended
to manage the function (5) has lacked procedures for identifying and
" resolving problems, and (6) has issued inadequate provider agreements
‘and contracts, thereby falhng to assure either program or fiscal accounta-
bility.

New branch leadership is struggling with these problems and should not
have additional responsibilities thrust upon it at this time. ’

~ Location of Medical Audits and Collections Branch

The Health Audit and Collections Branch currently'perfbrms Medi-Cal
fiscal audits, processes audit appeals and recovers improperly expended
Medi-Cal funds. Table 4 shows the branch’s organization.

Table 4
Health Audits and Colle_i:tiqn Branch

Currently

Organizational : s “budgeted

~ Unit ) posttions
Branch Office . 2
Audits Bureau 159
Audit Appeals Bureau . : 14
Recovery: Bureau : . : &
Total .. ‘ 262

Effective July 1, 1978, the Audits and Collectlons Branch w1ll be trans-
ferred from the Department of Benefit Payments to the Department of
Health Services. The non-Medi-Cal activities of this organization will be
transferred to the new Departments of Mental Health and Developmen-
tal Services. Because this organization will service only the Medi-Cal pro-
gram, its proper place is within the Medi-Cal Division. If located within
the Medi-Cal Division, communication problems and inter-divisional disa-
greement are less hkely to occur than if the organization is placed in the
Administration Division which is primarily responsible for support serv-
ices such as personnel, business services, program statistics, data process-
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ing, departmental accounting and budget development.

Location of the Investigations Section

The budget proposes that responsibilities of the current Licensing and
Certification division of the Department of Health will be reassigned. The
Community Care section (224.7 positions) is to be transferred to the De-
partment of Social services, the Facilities Construction section: (33 posi-
tions) will-be transferred to the Office of Statewide Planning, and the
Medi-Cal Social Review function (62 positions) has already been returned
to the Medi-Cal division of the Department of Health Services. However,
the Investigations section (75 positions) is to be transferred from the
Medi-Cal division to the Health Licensing and Certification division which
will ‘then have 3724 positions.

The: proposed transfer of functions out of the Licensing and Certifica-
tion division was intended to allow the division to concentrate on its
primary function, the quality of care and the structural review of health
facilities. The proposed transfer of the Investigations unit from the Medi-
Cal division to licensing is inconsistent.with this goal. Investigations sec- -
tion. performs a function which is not closely related to the licensing and
certification function, that is, following up on complaints of provider and
beneficiary abuse of the Medi-Cal program.

PREVENTIVE MEDICAL SERVICES PROGRAM

Local Publlc Health Assistance

We recommend transfer of the Local Public Health Asszstance secbon
" to the Public Health division central office, reportmg directly to the dep-
uty director. ,

. The Local Public Health,Asswtance section is currently located within
the Preventive Medical Services branch. It administers $9.1 million in
state and federal funds for support of city and county public health pro-
grams. Responsibilities include general consultation and technical assist-
ance to local health agencies in order to assure high quality services and
the most effective and beneficial use of state and federal public health
funds. Its other responsibilities in the new department will include coor-
dinating activities with other sections of the proposed Public Health divi-
sion and with the California Conference of Local Health Officers and
various other governmental groups.

Inadequate State Health Program Coordmatzon The Public Health
division has approximately 20 programs which relate to local health agen-
cies. This multiplicity of programs has resulted in three unmet needs. -
First, county programs increasingly need a reliable contact point which
will ease intergovernmental communications. This is particularly impor-
tant for highly integrated local programs which may relate to several state
program units on a given problem. Counties also have difficulty knowing
whom to contact, because of staff turnover in the department and, the low
visibility of many of these programs. Second, the division needs to have
a central staff responsible for identifying spec1flc areas where better state
coordination is requlred Local programs have noted that state regulations .
often result in needless duplication of services to clients. For example,
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multiple physical examinations may be given the same client upon receiv-
ing services from the Women, Infant and Child nutrition program, Family
Planning program, or Child Health and Disability Prevention program
due to lack of coordination of forms and funding mechanisms. Such un-
necessary duplication needs to be identified and corrected. Third, greater
coordination in annual plan and reporting requirements for local health
agencies is required to allow an overall assessment of the health programs
offered in the counties. Coordinated reporting would also reduce duplica-
tion of effort at the state and local level.

These needs have not been met by the Local Public Health Assistance
section because of inadequate staff, inappropriate organizational place-
ment and insufficient visibility. The Governor’s Budget proposes an aug-
mentation of three positions which are justified by workload. Transfer to
the Public Health division office would increase the visibility of the unit
and correctly identify the coordination process as a division level responsi-
blh'ty. ENVIRONMENTAL HEALTH PROGRAM

Samtary Engmeermg Section

We withhold recommendation on six sanitarian poszhons pending deter-
mination of appropriate organization placement of the Sanitary Engineer-
ing section.

The budget proposes $215,791 from the General Fund for six sanitarian
positions. These positions would enforce drmkmg water standards and
review reclaimed water projects.

"~ We have examined this request and find that additional support for
these functions may be needed. However, the State Water ‘Resources
Control Board has submitted a request for the transfer of the Sanitary
Engineering section to the board, a transfer requiring enactment of legis-
lation. Data from the board supporting the transfer proposal reject the
need for the position increases should it occur. The board’s position is
based on an anticipated reduction in workload made possible by eliminat-
ing duplication of effort. We therefore withhold recommendation on the
six positions until the issue of organizational placement for this section is
resolved. ‘ o '

OCCUPATIONAL HEALTH PROGRAM

New Administrative Positions

We withhold recommendation on six proposed newadmmzstrauve posi-
tions for the Occupational Health branch.

The budget proposes the addition of six positions to increase the ad-
ministrative capacity of the Occupational Health branch. We have not
been provided sufficient information to make a recommendation on the
need for the proposed positions. Recently the branch chief and the head
‘of the Oceupational Carcmogen Control unit assumed new responsibili-
ties. A management review study of the branch by the Office of Planning
and Program Analysis of the Department of Health was postponed due to
inability to gather data stemming from the substantial personnel prob-
lems. Under these circumstances the need of the branch for additional
administrative staff cannot be determined.
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Occupational Carcinogen Control Unit

We recommend that the Department of Health report to the fi: scal
subcommittees by March 1, 1978 on the reasons for the low productivity
of the inspections conducted by the Occupational Carcinogen Control
unit, and the steps being taken to correct the problem.

Chapter 1067, Statutes of 1976 (SB 1678), The Occupational Carcinogen
Control Act of 1976 added carcinogen control responsibilities to the Occu-
pational Health branch. The act requires employers to report to the de-
partment potentially. hazardous uses of carcinogens (cancer causing
substances) It also requires the Department of Health to notify firms
using carcinogens of the requirements of the act, to establish priorities for
inspections, and inspection of workplaces where carcinogens are used.
The department must also provide consultation services to employees and
employers, and collect inspection fees.

‘Inadequate Program Output

The Occupational Carcinogen Control unit (OCCU) had 27 industrial
hygienist positions to perform inspections and provide consultations. Five
of these positions have been transferred to a special occupational health:
and safety consultation unit for private employers, and three are unfilled
due to reclassification procedures. This leaves 19 posxtlons available for
compliance inspections.

Output projections at the start of the year were 2,000 1nvest1gat10ns per
year. This figure was based on higher workload per investigator than for
most occupational health investigators on the presumption that this type
of compliance inspection would on the average be easiér to perform. Th1s
estimate has since been reduced by 50 percent to 1,000 investigations per
year. The output of the carcinogen unit, however, totaled 35 for the first
quarter of 1977. At this rate, the unit will achieve, 140 inspections for the
year, or only 14 percent of the lower output projection (and 7 percent of
the original estimate). At this rate, each of the 19 available industrial
hygienists will perform only slightly more than one inspection every two
months. This figure is exceptionally low even for a newly formed unit, and

- the Department of Health should report on the reasons why and the steps
being taken to correct the problem.

MATERNAL AND CHILD HEALTH
Perinatal Section—Obstetrical Pilot Project

We recommend approval of the proposed obstetrical p110t project if it
is augmented by one research position. If not augmented by one research
position, we recommend the pilot project not be funded.

The budget proposes six positions for fiscal year 1978-79 for a cost of
$294,194 ($133,683 General Fund) for a three-year obstetrical pilot project
in medically underserved areas. Actual med1ca1 services would be funded
- through the Medi-Cal program.

The objective of the project is to increase the avallablhty of obstetrical
services to pregnant women in some rural areas. Services are now difficult
to obtain in some areas because many physicians are reluctant to incur
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high medical malpractice insurance rates for a limited obstetrical practice.
This problem is particularly severe for many Medi-Cal recipients. =~

This project would attempt to resolve some of these problems by alter-
ing the mode of payment for services through a capitation process rather
than fee for services, and by assuring the referral of patients to providers.
The project would use state staff to recruit providers in underserved areas.
These providers would be paid monthly on a capitation basis for prenatal
to early infant care. Local health and welfare departments, and the Con-
tract Counties section of the Department of Health Services would refer
patients. Cases where medical complications increase costs would receive
additional payment after review by state personnel. State staff would also
" conduct field reviews of provider services for program monitoring pur-
poses. The basic goals of the project are to 1) increase access to obstetrical
care, 2) increase the amount of prenatal care, and 3) thereby reduce both
the severity and cost of medical problems incurred by the mother and
infant. Careful cost/benefit analysis of the project’s results is essentlal for
determining future programmatic direction.

The Need for Monitoring Pilot Projects

Pilot projects properly conducted provide valuable mformatlon but
without sufficient review, they are either wasteful or become low initial
cost commitments for later program redirections. Pilot projects: conse-
. quently require sufficient evaluation staff and clear reporting require-
ments. In our judgment the obstetrical pilot lacks sufficient evaluative
staff. Current staffing includes: (1) a physician for provider recruitment
and case monitoring, (2)two associaté governmental analysts for contract
management and review, contractor monitoring, and data collection, (3)
‘two registered nurses for technical assistance to contractors and contrac-
tor monitoring; and; (4) a research specialist II as project director. The
project director would qualify as a research position. However experience
has shown that much of the director’s time would be devoted to adminis-

- trative problems. An additional associate level research position would be
necessary to evaluate program results properly. Establishing. reqmred re-
porting dates would also encourage timely analyses

Child Health and Dlsablllty Preventlon Programs

We recommend a reduction of $45,946:in Item 244 (discussed in analysis

of Item 252) for 5 temporary positions in the Child Health Information and
- Claiming unit due to insufficient workload.

In our discussion of Item 252 we recommend the deletion of $45,946'and
the elimination of 5 temporary positions. The projected workload of the
-Child Health Information and Claiming unit indicates that the need for
additional personnel is less than proposed by the Governor’s Budget.
However, the deletion of funds must come from the department s operat-
ing budget, Item 244.
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' "RURAL HEALTH PROGRAM

Contract Counties Program

We recormmend deletion of $287,997 from the General Fund (Item 244)
requested for 10 new positions for the Contract County program.

We further recommend that-legislation be enacted to allow additional
program staffing through increased county support of this program.

Through the Contract County program the state Department of Health
provides public health services to those counties under 40,000 in popula-
tion which do not maintain their own health departments. These counties
are obligated to appropriate not less than 55 cents per capita for health
services. The state provides personnel and support which it considers
appropriate for necessary public health services. Currently, 16 counties
participate in this program. These counties have 1.3 percent of the state’s
population and 23.3 percent of its land area.

The Governor’s Budget proposes 10 new positions for the Contract '
County environmental health program at a General Fund cost of $287,997.
The positions would primarily work to improve water quality in the 16
counties. Increases in workload. appear to justify these positions.

Funding Inequities

As compared to other counties, the per capita state contnbutlon to the
contract counties is disproportionately large. The local support of public
health services by the contract counties is low as compared to other rural
counties with health departments. The data in Table 5 shows the magni-
tude of the inequity for fiscal year 1976-77. The contribution per capita
from rural counties with their own health departments was three times
that from the contract counties. The state contribution per capita to con-

* tract counties, however, was almost twice as large as that to other rural
areas, and 2.3 times the statewide average. The 1978-79 state contributions
proposed in the budget would result in a state contribution which would
be 3.6 times the statewide average. This inequity is compounded by differ-
ences in ability to pay. In fiscal year 1976-77, the contract counties had a
greater tax base with an average of 50 percent more taxable assessed
property value per capita than the statew1de average The property tax
rates averaged 25 percent less.

Table §

Per Caplta State and County Expendltures
Rural Public Health Programs
1976-77

Statewide
» " Other .- . . average,
Contract = rural (2-1)  rural and
: » ) counties - areas  Difference urban " ..
County contribution.... cnsenssss e $2.83 $853 - $570  unknown

State contribution 393 210 —1.83 $im
Total ' . $6.76 $1063  $3.87  unknown
Projected 1978-79 state contribution R $7.82 -unknown - - $2.16

Some differences in state and county contributions for support of public
health services may be warranted in the contract counties. It is possible
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_that extra health problems are imposed on these counties by tourists who
are not making proportionate contributions to the local economies (al-
though there is no hard evidence of this). Even if this is the case, the
increasing degree of differences in state and county contr1but1on rates
now constitutes a substantial inequity.

The following options are open to the Leglslature

{1) ‘accept the current 1nequ1table funding patternand provide for the
proposed positions;

(2) request that these counties maintain their own health departments
posmbly on a regional basis; or -

"~ (3) ‘increase the county contributions to fund any future program aug-
mentations. Relative to this option, the state contribution per capita could
continue to grow to cover increases in the cost of living.

"~ We recommend the third option on the basis of equity considerations.
. The first option would increase state funding per capita by 99% since FY
1976-77 while the equivalent percent increase for independent counties
would be only 26%. The second option would impose an undue hardship -
on these counties because of the high cost of independent health depart-
ments. The third option, while not eliminating the funding differences
that exist between contract and noncontract counties, would at least pre-
vent the difference from becoming even wider. It would also provide a
stable funding base for providing necessary public health services in the
contract counties. We therefore, recommend legislation which would re-
quire that future program augmentations be supported by county funds
reimbursed to the state General Fund.

Contract Counties—Child Health and Disability Preventlon Program

- We recommend deletion of $35,242 in General Fund money ($71,399 all
funds), for one public health nurse II and two public health assistants II
(Item 244).

We further recommend that these poszbons be funded tbroug]z in-
creased contributions of county funds.

The Governor’s Budget proposes $152,524 ($75,348 from the General
Fund and $152,524 in total) for six positions in the Contract Counties
section for support of Child Health and Disability Prevention services.
This is an increase of 31.6 percent over estimated current year expendi-
tures for this function.

The Child Health and Disability program is entirely funded from state
and federal funds, although some counties contribute in-kind services.
Local support for the program is generally funded through Budget Item
252, Support to Local Agencies for Health Services, and is administered by
the Child Health and Disability Prevention section of the Maternal and
Child Health branch. This section allocates funds to local health depart-
ments for nonmedical program support. However, the Contract County
section provides child health and disability services to the 16 rural counties
without health departments. In fiscal year 1976-77, the average allocation
per eligible child for nonmedical services was $2. 81 to local health. depart-
ments and $14.34 to the Contract County Section. :
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Given this funding inequity, we would normally recommend against
any additional positions for which the state would have to pay. However,
we have examined the anticipated workload and find that an increase in
staffing of three positions should allow the section to provide the necessary
CHDP services.

Augmentations beyond this would support well-baby clinics or other
general nursing services. While these services are desirable and needed,
they are county responsibilities and should not be funded through CHDP
allocations. We recommend that they be funded through additional
county resources.

MEDICAL ASSISTANCE PROGRAM. (MEDI-CAL)

The Governor’s Budget proposes an operating budget of $60,470,704
($25,029,882 General Fund) for the state administrative costs associated
with the Medi-Cal program. This is an increase of $5,444,137 or 9.9 percent
over current year estimated expenditures. Current year expenditures are
estimated to be 21.7 percent greater than 1976-77 expenditures. Table 6

shows Medi-Cal program state administrative expenditures for three fiscal
years. ' : _

"“Table 6 _
Medi-Cal Program Expenditures for State Administration

- 1976-77 1977-78 . 1978-79
Departments of Health and Health Services

General Funds ® $14543241  $20768,041  $23,342,127
Federal Funds 24,565,399 24,957 826 ‘34,261,432
Subtotal . ) $39,108,640  $47,725,867 - $57,603,559
Department of Benefit Payments—Somal Services ' '

General Funds i ; $3,208195°  “$3,148,700 $1,687,755
Federal Funds “ ione . 2862738 4,152,000 1,179,390

" Subtotal 96,090,033 $7,300700  $2,867,145
Grand Total : . ) $45,199,573' $5_5,026,567 $60,470,704

2 Includes funds not expended in the Medi-Cal division.

The Governor’s Budget proposes that in 1978—79 the Med1 Cal D1v1s1on
will have 705.1 transferred positions and 107.5 new positions with a total’
operating budget of $46,070,191. Table 7 shows the organization of the
proposed Medi-Cal Division and the number of ex1stmg and new pos1t10ns
proposed for the division.

Table 7
- Maedi-Cal Division
‘ Currently Budgeted and Proposed New Positions

1978-79
Authorized Proposed
o e -positions . . positions
1. Division Office....... . . ) 84
2. Alternative Health Systems Branch v )
-{a) Branch office ' ' : Cal
" -{b) ‘Prepaid-Health Plans Section e S 312 )
(c). Pilot Projects Section ......... » ' ; 13 il

(d) Quality Evaluations Section esnsnseseis eviesie: . 215 .
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3. Operations Branch

(a) Branch Office e . . ;2

(b) Fiscal Intermediary Section : 43.1 265

(¢) Surveillance and Utilization Section . 59 330

(d) Field Services Section 3829 1

4. Program Policy Branch

(a) Branch Office e § ; 3

'(b) Benefits Section : 41.1 23

(c) Eligibility Section e 61.7 21
: 705.1 107.5

Medi-Cal Division—Fiscal intermediary Transfer

We withheld recommendation on Item 246 pendmg receipt of material
detailing staff needed for tbe transition-to a new Medi-Cal fiscal inter-
mediary.

The Governor’s Budget requests $458,375 from the General Fund,
($820,323 all funds) for 26.5 positions which are -intended to work on
problems associated with the transition to a new fiscal intermediary sys-

. - tem in the Medi-Cal program. A significant number of additional new

positions will be requested if the proposed state takeover of certain func-
tions now operated by the fiscal intermediary is realized.

If there is a change in the fiscal intermediary, there will be many transi-
tion problems which should receive the attention of the department in
order to insure the continued payment of funds to providers of service on
a timely basis. However, the budget material does not provide sufficient
information to permit an analysis of the 26.5 proposed positions. Conse-
quently, we are withholding a recommendation at this time. We recom-
mend that a detailed justification for a transition staff to a new fiscal
intermediary system be prepared and submitted.

Provider Agreements, Investigations and Surveillance and Utlhzatlon Rewew Activi-
tles

We recormmend approval of 10 positions proposed for the provider
agreement project at a 1978-79 General Fund cost of $144,836 ($268,215
all funds). These positions would be in addition to the five positions au-
thorized by the Budget Act of 1977 to develop the outlines of a provider
agreement-program for approximately 66,000 non-institutional individual
- providers, most of whom are physicians. Currently individual prov1ders
are not covered by provider agreements.

-~ The goal of the provider agreement project is to create an administra-
tive mechanism whereby the Medi-Cal program can discontinue provid-
ers who practice dangerous medicine or who have consistently used the
program’in-an improper way. The key feature of this mechanism would
be a contractually binding set of minimum provider responsibilities. If the
“department’s Investigation section or its Surveillance and Utilization Re-
view section obtain evidence that a provider has failed to abide by his
contractual responsibilities, that provider’s contract to do business with
the Medi-Cal program would not be renewed. In particularly bad- cases,
a provider’s agreement could be terminated between renewals. - - .
Much of the resources of the Surveillance and Utilization Rev1ew sec-
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tion and of the Investigation section focuses on the activities of the 66,000
individual providers in order to guard against medical and fiscal abuses. -
Expansion of the provider agreement procedure will allow the two units

to concentrate more of their efforts in other areas of program fraud and
abuse. :

Drug Utlllzatuon and Revnew Umt

We recommend approval of five new positions for the drug utilization .
and review unit at a. General Fund cost of $65,047 ($167,109 all funds). The
Surveillance and Utilization section has a drug unit which audits pharma-
cies to determine if they are properly billing the Medi-Cal program for
drugs provided. To date, the experience of the unit has been that 30
percent of the pharmacies have irregularities in 10 percent or more of the
prescriptions filled. Examples of abuses commonly found are billing for
services not performed, charging for more expensive items than those
furnished, and splitting prescriptions into smaller quantities in order to
obtain more dispensing fees.

The purpose of the additional five p051t10ns is to allow the drug unit to
audit problem pharmacies in an in-depth manner on a three year cycle.
This will make it possible to avoid substantial loss of recovered over-
charges that now occurs because of the three year statute of limitations.
The department estimates that the additional positions should make it

possible to 1dent1fy about $6.6 million in overcharges which are not now
detectable. o

Development of Medi-Cal Standards
We recommend approval of five new positions including three doctors
to develop medical standards, at 4 General Fund cost of $120,619 ($284,172
all funds) . These positions would develop departmental medical policies
for surgical and other medical procedures which may be too frequently
performed on patients. The department wants to establish minimum re-
_quirements before a treatment. authorization request (TAR) could be

. approved for procedures such as.a hysterectomy, tonsﬂlectomy, gall blad-
der removal, or hemorrhoidectomy. ; .

" Pilot Eligibility Project in Los Angeles County

. We recommend approval of seven requested quahty control positions
($190,053 from the General Fund) for a pilot project on. the quality of
eligibility determinations in Los Angeles County. Currently the federal
government requires random ‘sampling of cases with in-depth reviews.
These reviews, determine. the percentage of Medi-Cal cardholders who
are currently ineligible, or who are paying the .wrong amount as their
spenddown for medical expenses. The current sampling techniques donot
apply to medically indigent (MI) adults because they are 100 percent state
funded cases. The purpose of the project is to determine the percentage
of the MI adult caseload that is ineligible for a Medi-Cal card, the percent-
‘age that pays the wrong amount as a spenddown and the percentage that
should have been classified as medically needy thus qualifying for 50
percent federal funding. We recommend approval of the proposed seven
positions. We also recommend supplemental language requiring the de-
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partment to provide the Leglslature w1th a report on its findings when
they become available.

Medi-Cal Auditing and Collection Activities
On July 1, 1978, the Audits and Collections Branch will be transferred
from the Department of Benefit Payments to the Department of Health
Services. This branch, which currently has 262 budgeted positions, is re-
- questing 52.4 new positions. Table 8 shows the distribution of the proposed
new positions among the three bureaus now in this branch.

~ Table 8
Medi-Cal Audits and Collections Branch -

Proposed new
' . positions
Branch Chief’s Office . : 0
Audits Bureau 5
Audit Appeals Bureau ) 18
Recovery Bureau : . . 294
524

Maedi-Cal Audits

We recommend approval of the budget request to convert five clerical
positions from temporary help to permanently budgeted positions:

The General Fund cost of these positions is $35,997 ($67,918 all funds).
Through an oversight the five clerical positions used in the five regional
offices of the Medi-Cal Audit program (largely hospital audits) have not
been budgeted and have been prov1ded through temporary help funds

Audit Appeals

We withhold recommendabon on 18 proposed new posmons for the
Audit Appeals Bureau.

The Governor’s Budget proposes 18 new posmons for the Appeals Bu-
reau at a General Fund cost of $328,283 ($551,729 all funds). Two problems
prevent the Appeals Bureau from processing its workload without undue
backlogs. First, the number of personnel-hours required to process an
audit appeal has been increasing as the appeals process has become more
legalistic and as more complicated issues are raised. Secondly, the appeals

~workload has been increasing because a higher percentage of audits are

" being appealed, and because the state now audits nursing homes Wthh
results in additional appeals.

The bureau handles two levels of appeals. The first level is an informal
conference for which the bureau provides the hearings officer who makes
the decision on the appeal. The average case at the first level of appeal 4
takes 40 hours of Appeals Bureau staff time, The second appeals level, is
a formal audit appeal hearing at which time the bureau represents the
state. At this level, the health care provider is regularly represented by
.legal counsel and the bureau called upon to answer 1nterrogat10ns, partici-
pate in discovery activities and prepare. position papers in response to
briefs. Time invested per case has gone from 94 to 153 hours.
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There is currently a backlog of approximately 400 appeals at the first
level and 200 appeals at the second level. This appears to be more than
one year’s work for existing staff. The bureau is anticipating more than 700
first level appeals and more than 200 second level appeals in 1978-79. The
bureau informs us that rather strict administrative procedures require the
state to process appeals within specified time frames. Failure to do so will
result in the cases being dismissed which means that the state cannot
recover the funds identified by the original audit: We are unable to make
arecommendation on the 18 new positions, until the department presents
current and budget year first and second level appeals projections, es-
timated production and backlogs with current staff and estimated produc-
tion and backlogs with proposed staff. The department should also
prepare a fiscal estimate of lost revenues resulting from backlogs.

Recoveries Bureau—Operations Section

We recommend approval of 19 new clerical posmons for the Recoveries
Bureau s Operations section.

‘Currently, the department does not send out payment demands for
money owed the Medi-Cal program by health insurance carriers if an
individual Medi-Cal patient’s billings total less than $500. It does not have
the staff to process the paperwork. In many cases, Medi-Cal recipients
have some form of health insurance coverage which is liable for services
already provided but totally paid by Medi-Cal. Nineteen clerical positions
are proposed to send out payment demands in cases where the billings
exceed $100. The bureau estimates that an additional $2.3 million in Medi-
Cal recoveries will be generated by an additional $271,792 expenditure for
clerical staff. We recommend approval of the’ positions.

Recoveries Bureau—Compliance Section

We recormmend denial of 4.7 of the 10.4 positions requested for tbe
Recovery Bureau'’s Compliance Section at a General Fund savings of $46,-
240 in Iterm 244, »

The budget also proposes 10.4 pos1t10ns for the Recovery Bureau s corm-
pliance section at General Fund cost of $104,309 ($196,809 all funds). We
recommend the deletion of 2.3 new positions proposed to increase benefi-
‘ciary overpayment recroupments. Based upon our review of the data we -
do not believe the additional workload anticipated from the Investigations
Section referrals will occur. We further recommend deletion of 2.4 new
positions for repayment agreements work because we cannot project with
accuracy what number of repayment agreement requests will be. gener-
ated as a result of surveillance and utilization audits. Some backlog in this
area is tolerable until firm workload data can be developed.

ADMINISTRATION AND ADMINISTRATlVE PROCEDURES

Unauthorized Borrowed Positions

~ We recornmend deéletion of 40 borrowed po.szhons ($.923 324 in Item
244) for “Strike Force II” and the Management Support section of the
Medi-Cal Division..

Normally, the department’s Licensing and Cernﬁcatmn Divisions
would be responsible for enforcement of all standards relating to the

18—76788
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quahty of care provided in over 2, 500 health facilities, 1ncludmg general
hospitals, intermediate care fac1ht1es clinics and skilled nursing facilities.

Recent administration efforts to improve the quality of care within the
nursing home industry have also included the use of special investigative
teams, collectively called Strike Force II. The teams are attached to the
Governor’s Office through a consultation contract with a private legal firm
which provides leadership. Personnel (15 positions) from the Department
of Health are on loan from Licensing and Certification Division, Medi-Cal
Division and the Legal Office. Five auditors are also on loan from the
Department of Benefit Payments.

In addition to the above positions there 2 are approximately 20 positions
on loan to the Management Support section in the Medl-Cal division from
other departmental units.

We believe that Strike Force II and the Management Support section
represent serious procedural budgetary issues for the Legislature because
they were created without legislative review. We recommend that the
approximately 40 positions currently on loan to these units be identified
and deleted.

Guideline for Borrowed Positions

- . We recommend the department submit guidelines governing the use of
. borrowed positions to the fiscal subcommittees by April 1, 1978.

It is appropriate for the department to have enough ﬂex1b1hty to man-
age temporary workload shifts by temporary reassignment of positions.
However, we have serious reservations about a policy which allows unlim-
ited use of borrowed positions over long periods of time for almost any
purpose. The department should submit guidelines for use of loan posi-
tions which limit borrowing and loaning of positions to specified time
““periods for specified purposes. These guidelines should then be reviewed
at the hearings on the department’s budget If approved, the guidelines
should be made binding by their 1nclus1on in the supplemental language
report to the Budget Act.

. Budget Office Role

We recommend that in preparation of tbe 1979-850 departmenta]
budget:

a. The Budget Office play a Iarger role in reviewing proposed new
positions.

b. An improved procedure for updatmg written Jushﬁcabon ‘material
be implemented.

¢. Workload, productivity and cost/benefit data be included in the
budgetary justification.

In reviewing the Department of Health Services budget, we discovered
shortcomings in the budgetary process which can be corrected. First the
department’s budget office was not adequately involved in reviewing
proposed . budgetary changes for the 1978-79 budget. From a technical
" perspective, several of the written justifications for additional positions did
not accurately reflect changes made by the department, the agency or the
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Department of Finance in budgetary decisions. We believe that in the
future more should be done to update budget justification material and
include workload, product1v1ty and cost/benefit data in its budgetary
presentatlon

Department of Health Services
FORENSIC ALCOHOL ANALYSIS AND MEDICAL EFFECTS OF
AIR POLLUTION

Item 247 from the Motor Vehi-
cle Fund Account, State

Transportation Fund Budget p. 574
Requested 1978-79 ............ i eeveeeestieebesbesb b e e tesesesonestbiessarteseberaes $302,466
Estimated 1977-78........... reetsestresuestreosereseseresenronbensitsianeernrenesnonsrestiint 306,683
ACEUAl 19TB-TT ...neeerrrerererreirierrsnneesensesessssssnsssssnsns erereerearaens 267,871

Requested decrease $4,217 (1.4 percent)

Total recommended reduction .........cccoeveuuciece. SRR None

GENERAL PROGRAM STATEMENT

Forenslc Alcohol Analysis Regulation

In accordance with Sections 436.5-436.63 of the Health and Safety Code,
the Laboratory Services Branch of the Department of Health Services
regulates, monitors, inspects, evaluates, advises and licenses laboratories
and personnel that do testing for concentrations of ethyl alcohol in the
" blood of people involved in traffic accidents or violations. There are pres-
ently about 100 licensed laboratories which employ over 500 people. Four
professional, two laboratory assmtants and two clerical pos1t10ns are as-
S1gned to this program. :

Medical Effects of Air Pollution

In accordance with Section 425 of the Health and Safety Code, the
Laboratory Services Branch is also responsible for determining the medi-
cal effects of air pollution and recommending air quality standards to the

_Air Resources Board. Three professional and one clerical position are .
as51gned to this program.

ANALYSIS AND RECOMMENDATIONS

We recommend approval. _

This item proposes $302,466 from the Motor Vehicle Account in the
State Transportation Fund a $4,217 or 1.4 percent decrease from the
current year. :
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Department of Health’ Servuces
CALIFORNIA MEDICAL ASSISTANCE PROGRAM (MEDl CAL)

Items 248 and 251 from the

General Fund T ‘ Budget p. 581
Requested 1978-79 .......... erereenenesatrenenene rrerererereteebereaenas et $1,523,362,014
Estimated 1977-78.........ccoovvvvermrnriennenenns s 1,306,597,947
Actual 1976-77 ............. revereatire e e et et ebe e et n et et e reraneaeeeseeraerenets 987,795,627

- Requested increase $216,764,067 (16.6 percent) , o
Total recommended reduction .........oceoereeeeeorornncrisesnorneense ~  Pending

1978-79 FUNDING BY ITEM AND SOURCE

Item Description Fund o Amount

248 - .. Cost of medical care and services ’ General . $1,449,319, 000

951- . Provider rate increases : General 74,043,014 *
' o . $1,523,362,014 .

# Of this amount $72,571,300 is for Medi-Cal provider rate increases.

i ' o Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS : _page
1. Medi-Cal Funding. Recommend provisional approval of 485 °
- Ttem 248 as budgeted in the amount proposed, $1,449,319,-
000, for medical care and services provided by the Medi-Cal
program. v g
2. Provider Rate Increases._ Recommend appro_val of 490 .
" proposed general 6 percent rate increase for Medi-Cal pro-
viders and approval of proposed 40 cent an hour wage in-
crease for nonadministrative personnel in nursing homes.

3. Tighter Medi-Cal Eligibility Procedures. Recommend ap- 492
proval of proposed regulations to tighten the Medi-Cal eligi- -
bility determinations for a General Fund savings of $25.1
million:

4. Restrictions on Drugs. Recommend approval of regula— 492
tions regarding Medi-Cal program purchase of sedatives,
antihistamines and cough medicines.

5. Ambulance Rates. Recommend approval of regulations to 493
reimburse ambulances at medwan rate when ambulances
are used as medivans.

~ 6. Tighter Control Over Vision Care Services. Recommend 493
approval of regulations to strengthen prior authorization
controls over certain vision care services.

7. Data on Abortions. ‘Recommend department gather data - 494
on Medi-Cal abortions needed for cost estimates. :

8. Abortion Cost Savings. Recommend that during the 495
budget hearings the department be prepared to discuss the:
legality and advisability of requiring Medi-Cal funded abor-
tions to be performed in outpatlent clinics or doctor’s offices
rather than in- hospltals
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9. A New Estimates Bureau. Recommend the department 496
submit a detailed proposal for the creation of a Medi-Cal o
cost estimates unit. » : _

10. General Fund Loan. Recommend Budget Act language 497

- providing for a $45 million General Fund loan to the Health
..Care Deposit Fund to resolve cash flow problems.

GENERAL PROGRAM STATEMENT

The California Medical Assistance program (Medi-Cal) is a joint federal-
state program authorized by Title XIX of the Social Security Act. The
program began in California in 1966, and pays for the health services
received by California’s AFDC and SSI/SSP (aged, blind and disabled)
welfare recipients as well as for the services received by two other catego-
ries of persons, the medically needy and the medically indigent. AFDC
and SSI/SSP welfare recipients are automatically eligible for free medical
services. Medically needy and medically indigent persons must apply to
their local county welfare department for a Medi-Cal card. Individuals
qualify for the medically indigent and medically needy program based on
income and medical expenses. Essentially, the program allows a medically

needy or medically indigent individual to reserve a part of his income for
~ living expenses while the remaining monthly income is devoted to medi-
cal expenses. If the amount available for medical services is insufficient to
cover expenses, the Medi-Cal program pays the difference. The amount
the individual is allowed to keep for living expenses is shown in Table 1.

Table 1

Medi-Cal Program Monthly Maintenance Needs Standards
for Med|cally Needy and Medlcally |nd|gent Recnplents

i . S : , Amount al]owable
- Family ) for living
size expenses

$253
383
475
567
650
725 -
800

=1 O Ut b GO DD e

‘Medi-Cal recipients are entitled to a full range of health services includ-
ing outpatient visits to physicians’ offices, drugs, dental services, inpatient
‘hospital services, laboratory services, nursing home care and various other
health-related services. There are a limited number of services the pro-
gram will not pay for such as specific drugs or certain surgical procedures.
~ There are also limits on some services. Admission to a nursing heme and

certain nonemergency surglcal procedures, for example, also require
prior state authorization,
Table 2 shows the number and percentage of recipients who used the
Medi-Cal program to pay for services in the month of September 1977. The
_table shows that aged and disabled recipients use medical services much
more oftenn than AFDC recipients, while medically needy, blind, and
medlcally lndlgent usage patterns are in the mid range.
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Table 2

Medi-Cal Program: Monthly Utilization
Patterns by Aid Category

Number of Percentage
: : Medi-Cal Number of  of users to

Category of Recipient » eligibles - users eligibles

A. SSI/SSP Reeipients:

‘ Aged....... 323,413 - 201,951 (62%)
Blind : 16,994 7,729 (45%)
Disabled : 345,780 - 216,702 (62%)

B. AFDC Recipients 1,439,006 450,646 (31%)

C. Medically Needy ......cocconuue ‘ 328,600 159,293 (48%)

D. Medically Indigent : 418,300 178,441 (43%)

Medi-Cal Cost Trends

The growth in Medi-Cal expendltures has been substantial since the
program s inception in 1966. Table 3 shows annual General Fund increases
in the program since 1967-68.

Table 3
Medi-Cal Program
General Fund Expenditure Trends
Program and All Administrative Costs
(in millions)

Percent Percent
' Increase : Increase
Fiscal . General from . Fiscal .. General from
Year ' Fund  prior year . Year Fund  prior year
1967-68 $208.1 — 1973-74  $695.2 24%
1968-69 3254 56% 1974-75 847.2 2.
'1969-70. . 392.9 21 1975-76 935.7 10 -
1970-71 4898 25 1976-77 11539 15
1971-72° ...... 592 4 19718 15025 30 (est.)
1972—73 8 561.6 10 1978-79 1,7436 . 16 (est.)

# Federal wage and price controls in effect.

There are several apparent reasons for the dramatic growth in the
Medi-Cal program. Over the years ehg1b111ty criteria have been broad-
ened to allow more people to receive benefits. In 1971 the Medi-Cal -
Reform Act extended eligibility at 100 percent state costs to medically
indigent adults, who previously had been a responsibility of the counties.
Services for medically indigent adults are estimated at $482.3 million in
1977-78. The passage of Chapter 1216, Statutes of 1973 (AB 134), made
many more aged and disabled persons eligible for the Medi-Cal program
although this effect was not anticipated at the time the legislation was
passed: The passage of Chapter 126, Statutes of 1976, together with the
department’s regulations are éstimated to have added $64 million (De-

cember estimates) to program costs covered by the General Fund in
1977-78, by expanding eligibility criteria for the medically needy and
medically indigent. The provider rate increases granted by Chapter 1207,
Statutes of 1976, are estimated to have cost $42.6 million in 1976-77 in
addition to the regularly budgeted rate increases of $46.6 million. The
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development of sophisticated and costly medical technology has affected
Medi-Cal program costs, as has the generally high rate of inflation in the
health care industry as a whole. Private insurance companies along with
the Medicare and Medi-Cal programs reimburse hospitals for almost any
cost incurred, thus producing an environment in which there-is little
‘incentive to keep hospital operating costs down. The potential impact of
cost containment incentives is substantial: it is estimated that loss of the
hospital cost containment suit (California Hospital Associations vs.
Obledo) will cost the General Fund $73,600,000 in the current fiscal year.
The'case is presently on appeal.

ANALYSIS AND RECOMMENDATIONS .

We recommend provisional approval of Item 248 as budgeted in the
amount of $1,449,319,000.

We recommend approval of Medi-Cal provzder rate increases in the
amount proposed—3$72,571,300.

The Budget Bill contains two items which fund the state share of medi-
cal care and services provided to California’s Medi-Cal recipients. Item
248 appropriates $1,449,319,000 and is the basic Medi-Cal appropriation. .
Item 251 is an appropriation of $74,043,014 for rate increases of which -
$72,571,300 is for Medi-Cal providers. In total the Governor’s Budget pro-
poses $1,521,890,300 for Medi-Cal program expenditures for health care
and services. This is an increase of $216.5 million, or 16.5 percent, over the
current year.

In May 1978, the amounts requested for Items 248 and 251 will be
revised when the Department of Finance submits the latest available
Revenue and Expenditure Budget Revisions to the Legislature. We rec-
ommend that the amounts proposed for the Medi-Cal program in Items
248 and 251 be provisionally approved pending receipt and review of the
revised estimates. Table 4 compares the General Fund expenditures for
basic care and service costs and rate increases over a three year period
beginning in 1976-77, and Table 5 shows this history of state, county and
federal expenditures for the Medi-Cal program beginning in 1966-77
through 1978-79.

Current Year Medi-Cal Deficit

In August 1977, the Department of Finance notified the Leglslature that
- it appeared as though there was going to be a substantial current year
" Medi-Cal deficit—perhaps as much as $250 million General Fund. One
month later the General Fund deficit was estimated to be $194.5 million.
Initially, it was thought that the overrun was attributable to legislation,
Chapter 126, Statutes of 1977 (SB 63), which was having the unanticipated
effect of increasing medically needy and medically indigent caseloads.
~As more information became available, it was evident that other factors
had caused the caseload increase and resulting cost overrun. Most of the
caseload increase resulted from the so-called ““‘continuous eligibility” regu-
lations which the department issued on its own initiative in its desire to



"Table 4
Medi-Cal Program: General Fund Expenditures
for Health Care Services Funded Through Item 248
Including Rate Increases °

1978-79

Budget
Item Description : : 1976-77 1977-78 1978-79
248 A. Basic Medi-Cal program: Cost of patient’s services $863,796,500 $1,084,267,400 $1,449,319,000
251  B. Budgeted rate increases 46,646,549 48,902,249 72,571,300
C. Proposed deficiency bill 0o 94,269,470 0
D. Loss-of hospital cost containment lawsuit . - 28,614,700 73,600,000 (Included in A above)
E. Governor’s Budget proposal to increase wages in nursmg homes ....ooenccrecrrersivecnsans 0 4,200,800 -(Included in A above)
F.-Rate increase legislation 51,953,000 (Included in A above) (Included in A above)
G. Other legislation 6,122,878 470,000 ’ 0
H. Unexpended balance : —9,338,000 0 0
Subtotal: Cost of Basic Services to Patients.... $987,795,627 $1,305,709,919 $1,521,890,000

* Excludes Short- Doyle; CHDP, Developmental-Disability and Alcoholism-Drug Abuse. expenditures.for which the General Fund share is requested in items other

than Item 248 of the Budget Bill. Excludes all state, county and fiscal intermediary administrative costs.
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Fiscal year v o
1966-67 (16 MOS.) coocovveivesivmersisnnssens

1967-68

1968-69

1969-70

1970-71

1971-72

1972-73

1973-74

1974-75

1975-76

1976-T7

1977782 .
1978-79"

2 Estimated expenditures based on Governor’s Budget.

Table 5

Medi-Cal Program Expenditures by-Source of:Fund

Federal funds

$493.959,897
987,599,365
400,919,296
509,826,800
553,092,023
601,233,594

- 631,476,354

770,323,530

851,495,882 .

965,642,361
1,136,089,305
1,348,090,512
1,557,701,947

Percent
of total

42.8%

40.7
426
45.6
490
45
437
444
217
433
4238
413
414

1966-67 to 1978-79

County funds
$248,551,734
210,495,556
214,354,302
216,260,843

- 214,906,441
241,260,000
250,531,649
269,247,277
296,826,395
328,490,632
362,900,280
411,627,581
463,081,000

b Includes transfers from Item 251 for price and provider rate increases.

Percent
of total

25.1%

298
228
19.3
171

178

174
155
149
147
137
12.6
123

General Fund
$317,831,853
208,086,833

325,375,195

392,917,016
489,797,959
50,240,952
561,573,257
695,177,934
847,184,751
935,792,459
1,153,998477
1,502,468,402
1,743,616,895

Percent
of total

32.1%
29.5

346

35.1
389
317
38.9
40.1
424
"42.0
- 435
46.1
463

Total program
-$989,643,484 -

706,181,754

940,648,793
1,119,004,549
1,257,996,423
1,351,734,546
1,443,581,260
1,734,748,741
1,995,507,028
2,229,855,452
2,652,988,062
3,262,186,495
3,764,399,842

193-S swal]
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simplify the Medi-Cal eligibility determination process at the county wel-
fare department level: In issuing thse regulations, the department badly
miscalculated the overall effect the regulations would have on program
costs. As it turned out, the savings in county administrative cost were
much more than offset by the additional caseload which the new regula-
tions produced. Another cost factor which was not apparent when the
Medi-Cal cost overrun was first discussed with the Legislature had to do
with funding for abortions. Approximately $25 million of the current year
deficit relates to the state paying the federal share of abortion costs. This
happened because in August, 1977, the federal government terminated its
share of funding for nontherapeutic abortions. The administration decid-
ed to continue the abortions program at the same level even though there
were no funds in the current year budget for that purpose.
The most recent data shows the current year deficit to be $100.2 million.

The major reasons for the substantlally lower estlmate are summarized in
Table 6.

Table 6

Reasons for Reduced Estimate of Medi-Cal Deficit
1977-78 Fiscal Year .

Savings -
: (in millions)

September 1977 Estimated Medi-Cal Deﬁcnt ; $194.5
Decline in number of users $56.5 .
Unexpected audit findings 15
Termination of LA County hospital eligibility waiver program ..............c.... 70
Delay of training for nursing home personnel 1.7
State hospital decertifications Ceeveinn 12.8
Increases in county share 2.6
Other changes 2
Estimated costs not realized ‘ 94.3

January 1978 Estimated Medi-Cal Deficit ... ‘ : $1002

The major savings is attributable to caseload reestimates. The depart-
ment now feels that the effects of Chapter 126, Statutes of 1977, and the
continuous eligibility regulations will not be as significant as projected
earlier. In other words, the Department of Health believes that medically
needy and medically indigent user caseloads leveled off in September
instead of in January as projected earlier. In addition, AFDC and aged
blind disabled welfare recipients are evidently not using Medi-Cal services
to the degree projected earlier. We have not seen user trend data which

would allow us to confirm the department’s understanding of user case-
loads trends. Unfortunately, the department does not produce month-to-
month comparisons of actual versus projected Medi-Cal users by service
and aid category. :

In addition to the pro_]ected major declines in users the department
expects other savings to the Medi-Cal program (but not necessarily to the
‘state) which were not anticipated earlier. For example, the decertifica-
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tions of state hospitals save the Medi-Cal program money because the cost
of hospital services cannot be charged against the program as long as the
hospitals remain uncertified. This, of course, costs the General Fund even
miore money than it saves in the Medi-Cal program. Unanticipated audit
findings in favor of the state have had the effect of shifting costs from the
state to the counties. Another factor in the reduced estimate of the Medi-
Cal deficit is the delay in starting a training program for nurses aides who
work in nursing homes as provided by Chapter 1202, Statutes of 1976.
Originally, it was estimated this program would start in ]uly 1977. Howev-
er, the December estimates indicate the program would not start until
February 1978, thus saving $7.7 million. The list of savings is not complete,
and only covers the major changes.

Expenditure Trends by Service Category

“The Governor’s Budget projects that General Fund Medi-Cal expendx-
tures for care and services (excluding Short-Doyle costs and all administra-
tive costs) ‘will increase by $216.2 million. Eighty-eight percent of this
increase is attributable to the first four categories of services shown on
Table 7, i.e., professional services, drugs, hospital inpatient services and
nursing home services. Of these four: categories, only drug costs are es-
timated to increase by less than 15 percent. The cost of drugs will increase
by more-than the estimated 12 6 percent if proposed regulations do not
go into effect.

‘There are several reasons for the $216 2 million increase. First, $72.6 -
million in rate increases are included in the 1978-79 Governor’s Budget ,
Secondly, based on recent trends it is assumed that there W111 be more

’ Table 7
‘Medi-Cal Program
Pro;ected Increases in General Fund Expenditures -
for Health Care Services Provided Through item 248
: (including rate increases) '

(in millions) .
: General
Fund
. . . dollar  Percentage

1977-78 1978-79 . increase - increase

Professional Services ... $453.5 - $527.0 $735 - . 162%
Drugs ; . . 919 ) 103.5 116 12:6
Hospital Inpatient... ‘ . 693.9 <8020 1081 156

Nursing Home/Intermediate Care Facﬂl . » ,
ties 258.2 302.4 442 171
State Hospitals ‘ b 444 50.7 63 - 141
‘Othier Services....... : : 249 29.3 C 44 177
Prepaid Health Plans.......oc.inmivomone i 29 8 . 35.0 52 174
Adult Day Care. : - M| (Innursing . -~ -7 N/A
: ) homes) - X

Dental ...... : 685 735 5.0 73
Redwood Health Foundation.........comeinen = 137 <1586 19 139

Medicare Buy-In 320 - 811 Bl 159 .

Medi-Screen Services.........cuueenss coinmmmressesansns 34 . 59 - 25 135
Other ... 24 o 30 6 364
- County Share ............. e —4106. ~4631 515 125

Ceneral Fund Ttem 8. $13057 - $15219 $2162 165%
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users of service and that more expensive categories of service users will
tend to replace less expensive users, resulting in approximately $125 mil-
lion General Fund increase. It is also assumed that more sophisticated,
more costly kinds of care and/or services will continue to be introduced
in 1978-79, adding about $43 million in costs, of . Wthh 75 percent can be
attributed to hospitals.

State Hospital Services

The Governor’s Budget estimates that Medi-Cal expenditures for state
hospitals (all funds) will be $88,805,500 in the current year and $101,225.-
700 in the budget year. Presently, the state hospitals receive Medi-Cal
funds for the following: (1) Services rendered to Medi-Cal eligible pa-
tients under 21 and over 65 in acute psychiatric beds in state hospitals

(federal law prohibits payment for Medi-Cal eligible adults between the
ages of 21 and 64 in psychiatric institutions such as state hospitals) and (2)
services rendered to Medi-Cal eligible developmentally disabled patients
in State hospital beds licensed for skilled nursing level of care. -

Effective August 1, 1977, four state hospitals, Agnews, Fairview, Pacific
and Napa, were. cutoff from Medi-Cal funding because licensing reviews
identified substantial areas of noncompliance with applicable federal
Medi-Cal regulations. Since that time, the skilled nursing program at Ag-

‘news has been recertified for Medi-Cal funding.

‘The current and budget year figures are based on specified assumptions
related to: (1) recertification of the three currently decertified hospitals

-and (2) implementation of the Intermediate Care Facilities program for
the Developmentally Disabled (ICF-DD) effective April 1, 1978,

There are, however, a number of other pending issues that impact on
the state hospital Medi-Cal expenditures including the administration’s
proposal to add 3,054 positions at the state hospitals in the current year.
Also, the April 1, 1978, implementation date for the ICF-DD program is
in jeopardy because, as of late January, the proposed regulations had not
yet been released for public hearing and existing law must be amended
before the ICF-DD program can be implemented.

‘We have been advised by representatives of the Departments of Health
and Finance that the projections for state hospital expenditures in the
current and budget years will be updated when the May 1978 Med1 Cal
Expenditure Estimates are submitted to the Legislature.

Provider Rate Increases for Medi-Cal (from Item 251)

We recommend approval of the proposed general six percent rate in-
crease for Medi-Cal providers. Recommend approval of proposed 40 cent
~an hour wage increase for nonadministrative personnel in nursing homes.
The Governor’s Budget proposes to grant various Medi-Cal providers a
6 percent rate increase in 1978-79. Larger percentage:-increases are
proposed for nursing homes in order to increase wages of nonadministra-
tive staff by 40 cents an hour in 1978-79. In total, the Governor’s Budget
requests $133.7 million (all funds) for Medi-Cal.provider rate increases of
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which $72.6 million is from the General Fund. Of the General Fund
amount, $28 million is proposed for nursing homes and the balance, $44.6
million, is for all other providers. The department has informed us that the
6 percent rate increase may not be evenly distributed among all providers
and that depending on comparability data it may wish to give more to
certain service categories than to others. As of late January no decisions
had been announced as to the department’s recommendations on differ-
ential rate increases or how such dlfferentlal increases mlght effect in-
creases for other providers.

‘Rate increases for hospital inpatient services have been built into Item
248 rather than into the rate increase item (Item 251). The state is re-
quired to fully reimburse hospitals for all allowable inpatient costs as a
result of a federal court ruling in the California Hospital Association vs
Obledo case. A 14.4 percent increase has been built into Item 248 for
hospltal inpatient . services.” This increase reﬂects recent inflationary
trends in that service category

: Nursmg Home Rate lncreases )

‘During the hearings on the 1977 Budget Bill, the Legislature augmented
the ‘budget to provide funds for wage-increases for nonadministrative
nursing home personnel. We supported the augmentation on the basis
that nursing home employees were paid substantially less than employees
in state and private hospitals who do similar work. We also believe that
wage increases will help alleviate serious staff turnover problems in nurs-
ing homes: Following the passage of the Budget Act of 1977, the Governcr
vetoed $15.9 million which the Leglslature had added for nursing home
wage increases. '

“The 1978-79 Governor’s Budget indicates the administration’s intention
to'increase General Fund expenditures (and thus the Medi-Cal deficit) by
$4.2 million in the current fiscal year to fund a nursing home wage increase
of 16 cents per hour effective February 1978. For fiscal year 1978-79 the
Governor’s Budget proposes a 40 cent per hour wage increase over cur-
rent wages for nonadministrative nursing home personnel.

We have been informed by the Department of Finance that the admm-
istration will support AB 1426. Consequently, the Legislature will receive
a budget letter notification that the department intends to augment nurs-
ing home Trates by the amount sufficient to increase hourly wages for
nonadministrative personnel by 40 cents per hour. The rate: changes
would be effective March 1, 1978. Therefore, expenditures in add1t10n to
those shown in the Governor’s Budget for prowder rate 1ncreases in the
current year should be anticipated.

PROPOSED SERVICE RESTRICTIONS

The administration is proposing service restrictions in the Med1 Cal
program as a result of the estimated $100.2 million Medi-Cal program
Jdeficit. Thiese restrictions will take the form of new Medi-Cal regulations
‘with more: demanding ehglblhty and reporting requirements, restricted
access to certain drugs, vision care and ambulance services. The proposed
Medi-Cal regulations are dlscussed below.
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Monthly Income Reports and Annual Eligibility Redeterminations

We recornmend approval of proposed regulations to tighten the Medi-
Cal eligibility determinations for a General Fund savings of $25.1 million.
Last year, the department issued regulations effective January 1, 1977
which instituted substantially less restrictive eligibility requirements for
the medically needy and medically indigent. These regulations, called the
continuous eligibility regulations, provided that recipients would have to
fill out eligibility determination forms only once a year and the form could
be sent through the mail. Prior to the continuous eligibility regulations,
medically indigent recipients had to go to the local welfare office monthly
and medically needy recipients had to apply quarterly. The administration
.is proposing to issue new eligibility regulations which will require medical-
ly needy and medically indigent persons to submit monthly one page
income status reports and annually report in person to the county welfare
department to redetermine eligibility. The Depariment of Finance esti-
mates that these regulations will reduce program costs by $37.1 million
($30.1 million General Fund) because more frequent reporting will iden-
tify persons who do not meet the program’s income and other require-
ments. However, because county welfare departments will incur
additional administrative costs of $5 million when they begin to process
the monthly income reports and interview the recipients more often, net
savings to the General Fund will be $25.1 million. Table 8 shows the
estimated net savings resulting from the proposed eligibility regulations.

Table 8
Estimated Net Savings of Proposed Eligibility Regulations
1978-79
{in millions) :
Federal State Total

Program savings ($7.0) . ($30.1). ($37.1)

Increased county administrative COStS w.....ccvrssereee 2.2 5.0 72

Net savings....... . ($48) ) ($25.1) ) ($29.3)

We recomnmend approval of the proposed eligibility regulations because
they should result in fewer ineligible persons receiving Medi-Cal benefits
and in more accurate determination of individuals’ spenddown obliga-
tions. The monthly income report concept has worked well in the AFDC
program and we see no redson why it will not work in Medi-Cal program
after recipients become accustomed to their new reporting obligations.

Proposed Drug Regulations _ )

We recormmend approval of regulations regarding Medi-Cal program
purchase of sedatives, antihistamines and cough medicines.

The Governor’s Budget assumes that new regulations will be issued
which will reduce drug expenditures by $16.3 million in 1978-79 of which
‘the General Fund share is $8.7 million. These regulations would complete-
ly eliminate Medi-Cal program purchase of prescription and over-the-
counter sedatives, cough medicines and antihistamines used primarily for
relief of hay fever and. cold symptoms.
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Proposed Ambuiance and Medivan Regulations .

We recommend approval of the proposal to reimburse ambulances at
medivan rates when ambulances are used as medivans. '

The Governor’s Budget assumes that new Medi-Cal regulations will be
issued to reduce certain reimbursement rates for ambulances. Currently,
if the patient’s condition is such that he could be transported by medivan
but there is no medivan service available in the area, then an ambulance
can be used at ambulance rates. Medical personnel in the field services
section of the department determine by prior approval if the patient’s
condition is such that he should use a medivan rather than an ambulance.
The administration proposes to reimburse ambulances in the future at the
medivan rate when ambulances are used to transport medivan patients.
However, the new regulations will also provide that all litter cases are to
be reimbursed at the ambulance rate thus reducing the effect of the rate
change on ambulance companies revenues. Table 9 compares ambulance
rates to medivan rates. The Governor’s Budget assumes that the new
regulations will save $2,980,400 ($1,669,000 in General Funds). However,
subsequent estimates indicate a savings of only $1,381, 150 ($773,400 in
General Funds)

Table 9
Comparison of Ambulance and Medivan Rates

- Ambulance Medivan
Response to Call ...... : $45.30 ‘ $9.90 '
Additional Mileage Rate .........mmmmmmmmssssivenninin $1.85 per mile ‘ "5 per mile
Waiting time fee beyond 15 min...........ccconinnne $6.50 per 15 min. $3.40 per 15 min.
Night rate $6.50 extra " $3.40 extra
Oxygen . $6.50 per tank $5.60 per. tank
Wheelchair -0 60 extra
Litter case . . -0 . $14.20 extra

The estimates also assume that the department will issue instructions to
its field service personnel to consider more carefully prior approval re-
quests in regard to medivan use to make sure that public transportation
cannot be used. The Governor’s Budget was built on the assumption that
medivan use could be reduced 68 percent for -a savings of $3 million
($1,680,000 in General Funds). Subsequent estimates assume that use of

~medivans can be reduced by only 36.5 percent for a savings of $1; 610 ,750
($902,000 in General Funds). .

Tighter Control Over Vision Care Services

We recommend approval of regulations to strengthen prior autbonza-
tion controls over certain vision care services. o
- The Governor’s Budget proposes to tighten access to vision care services
for a General Fund savings of $1.7 million in 1978-79. New regulations
would reinstate prior authorization controls over the purchase of some
glasses, contact lens and other eye appliances. Specifically, departmental
optometrists would review the issuance of glasses and other eye appliances
to individuals whose vision problems are minor, involving corrections of
two diopters or less or when the prescription is less than two years old. The
additional prior authorizations requlred before eye appliances can: be
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furnished will require a staff of 14, eight optometrist and six clerical posi-
tions which the department plans to obtain by redirecting staff from
within the field services section. In addition, the new regulations would
provide that a Medi-Cal patient could not visit an optometrist more than
once every two years at program expense to determine if he needed
glasses or if he required a different correction, unless there is an indication
of some other eye problem. Finally a Medi-Cal recipient would no longer
be required to use one of his two monthly Medilables (required for re-
structed services) when visiting an optometrist. This change would tend
to make it easier for recipients to use the services of an optometrist which
may increase costs.

* ABORTION FUNDING

We recommend that the department compile a report on caseloads,

costs and characteristics of individuals receiving Medi-Cal funded abor-
tions in C'a]zforma to be submitted to the fiscal subcommittees b y May 1,
1978,

We furtheér recommend the department survey other states to find out
what effect termination of all public funding for abortions has had in those
states on .the number of live births, Medicaid costs and welfare costs.

Effective August 1977, the federal government ceased sharing in the
cost of most Medi-Cal funded abortions. Prior to that time, the federal
government had paid 90 percent of Medi-Cal abortion costs. The Medi-Cal
program now pays for approximately 82,000 nontherapeutic abortions a
year which do not qualify for federal funding, at an approximate cost of
$415 each. The department estimates that the partial-year cost to the
General Fund of absorbing the 90 percent federal share in the current
fiscal year is $24.8 million. The full year General Fund cost is $34 million.

Recently, Congress passed and the President signed the Labor-HEW
appropriation act which contained language to expand somewhat the
circumstances under which the federal government would share in the
costs of an abortion. The Medi-Cal estimates do not take this into.account,
and the stateshare of total abortion costs may decline somewhat. The fiscal
effect of this legislation will be taken into account in the revxsed May 1978,
Medi-Cal estimates.

Because the Budget Act of 1977 does not contain funds to offset the
decline in federal funding for abortions, the cost of continuing to-provide-
abortions with' state money—$24.8 million—is a major element in the
projected $100 million current year Medi-Cal deficit. The Governor’s

‘Budget as submitted to the Legislature for 1978-79 contains the General
- Fund money which would be necessary ($35 million) to continue funding
abortions at the current rate of approx1mately 82,000 nontherapeutic abor-
‘tions a year

Lack of Program Data .

' In connection with a proposed ballot initiative, we have attempted to
estimate the fiscal impact of a change in public policy which would discon-
tinue all government funding of nontherapeutic abortions in California.
We were unable to do so, in part, because Department of Health does not
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have data indicating what percentage of the approximately 82,000 preg-
nant women have, or would be able to obtain, the funds needed for an
abortion. (Privately funded abortions would continue to be legal even if
public funding were discontinued.) A substantial but unknown percent-
age of women who currently rely on the Medi-Cal program for the cost
of an abortion probably could obtain the approximately $175 needed to
have an abortion in a clinical setting. Several other states terminated all

“public funds for abortions when the U.S. Supreme Court upheld the fed-
eral law which terminated federal funds for nontherapeutic abortions. If
the termination of public funding in these states has actually had the effect
of suppressing the abortions rate, then the number of publicly funded
deliveries should show increases beginning in February or March 1978.
Based on the experience of other states, it may be possible to estimate the
Medi-Cal, welfare, education, developmental disability and other costs
associated with the additional live births and then compare those costs to
the savings associated with the dlscontmuance of publicly funded abor-
tions.

We anticipate that efforts will be made to delete funds for abortions
from the budget bill. Anticipating these efforts, we recommend that the

-Department of Health make every reasonable effort to obtain the re-
quired program data from other states by June when final budget deci-
sions for 1977-78 will be made.

The department has very little information about the current abortions
program. Records are not kept on the number of abortions funded month-
ly by the Medi-Cal program, even though these data are available on the
computer tapes of paid medical claims.

‘We recommend that the department compile a comprehenswe report
on Medi-Cal funded abortions by May 1, 1978, Such report should include
information on the number of abortlons by month, age of patient at time
of abortion, available family income, occupation of workmg parents, mari-
tal' status of woman, relationship to welfare number of other children, and
cost and frequency of abortions in hospltals clinics and physicians’ offlces
The purpose of the report should be to assemble the data with which it
would be possible to make informed estimates of what would happen if
public funding of nontherape'utic abortions ended. :

Data on Abortions

We recommend that during tbe budget bearmgs the department be
prepared to discuss the legality and advisability of requiring Medi-Cal
funded abortions to be performed in outpatrent clinics or doctor s offices
rather than in hospitals.

In a random sample of 412 Medi-Cal funded abortions conducted by the
department, 17 percent were performed in a hospital on an inpatient
basis, 67 percent were performed in a hospital on an outpatient basis, 8
percent were performed in an outpatient clinic while the remaining 8
percent were performed elsewhere, presumably in a physician’s office.

Although no good data exist on the subject, it appears the Medi-Cal
program pays on the average about- $415 per abortion in all types of
facilities while the average cost to-the program for obtaining an abortion
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from an outpatient clinic organized for that purpose averages approx1-
mately $175.

The department should review the possibility and advisability of requir-
ing Medi-Cal funded abortions to be performed in organized clinics or
other settings where total billing for the procedure is $200 or less. Excep-
tions would have to be permitted for high risk cases and individuals who
live in areas with no available clinic. :

MEDI-CAL COST ESTIMATES UNIT

We recommend the department submit a detailed proposal to the fiscal
subcommittees by March 1, 1978 for the creation of a MedJ-CaI cost esti-
mates unit.

“The Medi-Cal expenditure estimates are composed of two distinct ele-
ments, the base projection and special estimates. The base projections are
derived from trends in the number of individuals receiving services and
trends in cost per individual served. These base projections tend to be
reliable for the part of the program they are intended to cover. Because
the Medi-Cal program is subject to constant change in eligibility stand-
ards, cost sharing arrangements, and benefit entitlements past trends nev-
er fully reflect what is likely to occur in the future. Therefore, the base
projections must be augmented to take into account new state and federal
legislation, court rulings, rate increases, new federal regulations and other
factors which influence costs.

Special estimates are those prepared for proposed legislation, court
_cases, regulation proposals, etc. It is in this area that the department’s
ability to project Medi-Cal program costs is especially weak. There are
several reasons for this. First, there is no one unit responsible for special
estimates which are jointly prepared by budget office staff and program
staff at present. Responsibility for the end product is diffused and no
special estimating skills or techniques have been developed because both
program staff and budget staff have other ongoing responsibilities. A more
" serious problem is that virtually no data have been gathered on a systemat-
ic basis which would be useful in preparing special estimates. Consequent-
ly, budget office staff is often forced to.rely on the intuition of program
staff in order to generate the assumptions on which special estimates are
based.

This situation is exacerbated by a departmental policy which provides
that analysts must produce estimates even when there are no data upon
which to base an assumption. The danger in this approach to estimating
leglslatlon is that major errors can and have occurred. The “continuous
eligibility” regulations to simplify the paperwork process of determining
Medi-Cal eligibility are a good example of this. The original estimates
indicated there would be some increase in the number of Medi-Cal card- -
holders which would be offset by reduced administrative costs. Unfortu-
nately the additional costs are not being offset by savings. The December
estimates. indicated that Medi-Cal eligibility simplifications resulted in
$43.3 million General Fund unanticipated expenditures.

We are unable to recommend a specific number of personnel for the
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Medi-Cal estimates unit, where the unit should be placed in the depart-
ment, or how the unit should be funded (from redirected positions or new
funds). However, we believe the following issues should be addressed in
the department’s response to this recommendation.

Access to Data Process Services. The department has made no sys-
temic effort to use data processing services to extract available informa-
tion from the wealth of data about the Medi-Cal program on the claims
paid tapes. Responsibility for assembling such a data base should rest with
an estimates unit. In order to assemble a data base the unit should have

a computer terminal and be provided with appropriate technical staff

(statisticians and programmers) who are capable of extracting the desired
data.

Assignment of Respons:bz]zty Responsibility for the productlon of all-
Medi-Cal estimates including all cost estimates of federal and state legisla-
tion should be consolidated. Work procedures and quality criteria for
estimates should be specified in the material submitted to the Legislature.

- Technical Assistance. The Department of Health should. study the

work procedures and staffing patterns in place in the Estimates Bureau of

the Departmenit of Benefit Payments prior to making decisions about how

a Medi-Cal estimates unit should be organized. Both-the Departments of

Finance and Benefit Payments should be willing to provide ongoing tech-
nical advice during the early. phases of the establishment of a Medi-Cal

cost estimates unit because both organizations have personnel skilled in

this subject matter.

General Fund Loan ' -

We recammend the following language be mc]uded In the Budget Act
“Provided further that the General Fund shall make a loan available not

- to exceed $45 million to be transferred from time to time as needed to the

Health Care Deposit Fund (HCDF) to meet cash needs. Provided further
that any additional loan requirement in excess of $45 million shall be
processed in the manner prescribed by Section 1 6351 of the Government
Code.”

The Medi-Cal Reform program (MRP) spemﬁed the amount of each
county’s participation in the funding for the costs of the entire Medi-Cal
program in the 1971-72 base year. These base year amounts are adjusted

- by the percentage change in modified assessed value for each county, in

subsequent years. County shares in the funding of the program have
grown from $241,260,000 in “the base year to an estirnated $463,081,000 in
the budget year. The law requires that counties pay their shares to the
state on a monthly basis.

In the past, several counties have not made their monthly Medi- Cal
program payments in a timely manner and have built up substantial past-
due obligations. In order to correct this situation, in 1976-77 the Depart-

‘ment of Health began a process of offsetting state funds due the counties

for Short-Doyle programs and-county Medi-Cal eligibility determination’
work, in addition to offsets already being made for county hospital Medi-
Cal costs. This resolved part of the problem of overdue county Medi- Cal

contrlbutlons
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However, some counties still have outstanding obligations which were
not satisified by the offset mechanism. Therefore, the department, work-
ing closely with the State Controller’s Office, began to arrange repayment
agreements with those counties which owed substantial amounts. In ‘addi-
tion, the Controller will begin to collect interest on current year obhga-
tions which ‘are more than 60 days old.: ‘

It is too early to determine if the combination of repayment agreements
and interest on unpaid obligations will have the desired effect of fuirther
reducing outstanding county obligations. As of December 31, 1977, coun-
ties overdue obligations were $18.3 million out of a total 1977-78 county
Medi-Cal obligation of $411.6 million. Of the $18.3 million in overdue
Medi-Cal payments, $7.2 million were for obligations carried forward from
the prior fiscal year by San Mateo and Santa Cruz counties.

‘Under current law, counties have until the end of the month to pay their
monthly Medi-Cal obligations. If the county payments are not received
within two weeks of the due date a notice is sent out indicating that the
county will be required to pay interest beginning one month after the
payment was due. The intent of this procedure is to recoup the interest
that the state loses when it makes loans to the Health Care Deposit Fund
to fully cover the county share.

It appears the department and the Controller’s Office are doing what
is possible within the limits of existing law, to avoid interest loss resulting
from delinquent county Medi-Cal program payments. There will contin-

- ue, however, to be some loss of interest for two reasons. First, counties are
not requried to pay until the end of the month, whereas the state through
the fiscal intermediary actually pays providers three times a month. In a
fiscal year, the county’s payments will be behind actual Medi-Cal program .
expenditures and the state will therefore always have to loan money at no
interest to cover the one month lag. In addition, because the penalty for
late payments is not imposed uritil 60 days after the due date, the state will
continue to lose some interest on payments made more than 30 but less
than 60 days are the due date.

The Budget Act language that we recommend would have two effects.
First, it would reduce the volume of paperwork which is associated with
the current process of monthly General Fund loans and loan repayments.
Secondly, to the extent feasible, it would limit the department to loans to
the Health Care Deposit Fund of $45 million. Currently, monthly General

- Fund loans to the Health care Deposit Fund average between $35 million
and $45 million. Approximately one-half of the loan is attributable to late
county Medi-Cal payments and the other one-half to a complex variety of
federal funding arrangements over which the state has no direct control.
Because the federal government could delay a fund advancement or, de-
crease -a sharing ratio, the $45 million might be 1nadequate in any one
month: Therefore, the proposed language contains a provision which pro-
vrdes more than $45 mllhon could be loaned under special condltlons
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County Participation in Medi-Cal Program Funding

Under the Medi-Cal Reform Act of 1971, each county’s contribution to
the Medi-Cal program is set at a fixed amount which increasés at the same
rate as assessed values increase in the county. Between fiscal years 1971-72
and 1976-77, a county contributions increased from $241.3 million to $362.9
million, a 50 percent increase based on increases in county assessed values.
During the same period, state Medi-Cal contributions increased from
$504.2 million to $1,154 million, a 127 percent increase. Unlike the counties,
the state was not protected against inflation and caseload growth. In per-
centage terms, the county share of total Medi-Cal expenditures has de-
clined from 17.8 percent in 1971-72 to 12.6 percent in the current year.
During the same period, the total federal share has declined slightly from
44.5 percent to 41.3 percent, while the state share has increased from 37.7
percent to 46 percent.

The most serious problem, however, is not the decline in the county
share of Medi-Cal costs, but the inequitable distribution of the costs among
counties. Essentially, the 1971 Medi-Cal Reform Act relates each county’s
contribution to the county’s 1971 level of effort. Table 10 compares the tax
rate equivalents counties must set to pay their medical obligations. This
table ’shows that, for example, a homeowner living in a $40,000 home in
San Joaquin or San Francisco counties contributed 60 cents per $100 of
assessed value or $49 to the Medi-Cal program in 1976-77 while the same
homeowner in Marin County contributed $12 based ona 15 cent Med1-Ca1
tax rate equivalent.

Table 10

County Property Tax Rate Equivalents
for County Share of Medi-Cal Programs

1976-77
. Tax = - Tax : Tax
County ' Rate - County Rate - County : Rate

Alameda.............. reesieessreseens $0.40 .Y PN ) (RO $0.15  San Mateo ...oviverensnncessennicn $0.27
.. 0.05 Mariposa ...... .0.09 Santa Barbara .. .

. 023 Mendocino .. Santa Clara ..

Butte........ .. 0.32 Merced ... .0.50
Calaveras . 025 Modoc . ..0.29
Colusa.......... . 016 - - Mono ....... ..0.06
Contra Costa... .. 0.32 Monterey .0.35
. Del Norte .. 0.25 Napa......... .0.24
El Dorado... 0.16 Nevada . 0.37

Fresno...... 059  Orange . 024  Stanislaus . . 0.
Glenn ...... .02l - . Placer w031 SUMET oo esninn 045
Humboldt .. . 0.37 Plumas..... .020 Tehama 0.24
Imperial e 0.19 Riverside. ORI ) ¢11114 20NN eenne 0,33
Inyo: 0.30 Sacramento.. 049 Tulare ..crreencenscierecssivniae ... 0.54
Kern ..........: eueneeorsressmprrsssesseesis 047 San Benito ...... . 023 Tuolumne...... ; 0.29
Kings ..0.46 San Bernardino ............. 03¢ Ventura ... 0.22
Lake . . 0.12 San Diego ........ .024  Yolo ‘ 0.39
Lassen..... . 0.26 San Francisco.. .060 -Yuba revesnniens 0,60
Los Angeles.... Sani Joaquin.......... ..0.60 - :
Madera San Luis Obispo ..iv.emse. 041

2 Tax rate eqhivalénts expressed per $100 of state and local assessed value.
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Department of Health Services
MEDI-CAL FISCAL INTERMEDIARY SERVICES

Item 249 from the General ; : .
- Fund ‘ o Budget p. 584

Requested 1978-79 ........cecvreeerrrccrvererccrerenennne ereeereareresssaserssassnresnes $26,411,400 -
‘Estimated 1977=T8........cccccvurrrrirrinmirenssiserensssssrsssissssmesosisssssessesssens 23,655,900
Actal 1976-T7 ... snssassssssssssassssssssans 20,670,697 .
Requested increase $2,755,500 (11.6 percent) .
Total recommended reduction .................oeeernereeresnsrensensens Pending
: ) .. Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Fiscal Intermediary Funds. Withhold recommendation 501
pending receipt of budget support data. Recommend
budgetary information be submitted on the fiscal intermedi-

" ary operations with the May 1978 Medi-Cal expendlture
estimates.

GENERAL PROGRAM STATEMENT _

- The state has contracted on a month-to-month basis with the Blue Cross
North, Blue Cross South and Blue Shield insurance companies to act as the
state’s fiscal intermediary (FI) in the payment of provider claims since the
inception of the Medi-Cal program in 1966. In 1972, the three insurance
companies joined together in an organization called Medi-Cal Intermedi-
ary Organlzatlon (MIO) which presently processes the claims.

ANALYSIS AND RECOMMENDATIONS

The Governor’s Budget proposes an appropriation of $26,411,400 for the
state share of the cost of operating the fiscal intermediary. This is $2,755,-
500, or 11.6 percent, more than the amount estimated for MIO operating
costs in the current year. When the Department of Finance submits the
revenue and expenditure budget revisions to the Legislature in May 1978,
the amount requested for this item will be adjusted.

Proposed Deflclency Appropriation

As shown on Table 1, the administration wﬂl again propose a deﬁmency
bill for the fiscal mtermedlary operations. The funds appropriated for the
1976-77 fiscal year were deficient by $4,065,300 because the state has
chosen not to comply with a federal requirement that an automated sys-
tem be instituted whereby Medi-Cal recipients would be notified of serv-
ices billed in their name or in the names of their dependents. Failure to
comply with the federal mandate causes a reduction in federal funding,
requiring a commensurate increase in state funds for the fiscal intermedi-
ary. The federal share is projected to remain stable at 46 percent of the
total in the current and budget years.

The 197778 estimated deficiency of $1,703,200 results pnmarlly from an
unexpectedly high workload. The Governor’s Budget 1ndlcates a bill w111
be mtroduced to cover the deficiency. . :
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Table 1
FISCAL INTERMEDIARY (MIO) OPERATING COSTS

Source of Funds. -~ -~ . 1976-77 - 1977-78 1978-79
Budget Bill $17,284,800 $21,952,700 $26,411:400
Deficiency Bill for 1976-77 Fiscal Year ...... 4,065,300 — : -
Proposed Deficiency for 1977-78 Fiscal ' :

Year — 1,703,200 —
Unexpended Balance ...t 679,421 - —
General Fund : $20,670,679 $23,655,900 . $26,411,400
Federal Funds 17,608,356 20,151,400 22,498,600
Fiscal Intermediary TOtal e | $38,279,035 $43,807,300 . $48,910,000

MIO’ Budget Process

We ‘withhold a recommendatzon on the funds proposed for tbe ﬁsca]
Intermediaries.

We further recommend the department present budget support
material with the May 1978 Medi-Cal estimates which has sufficient work-
load, cost and narrative material to support and explaini the request for the
fiscal intermediary funds.

. We also recommend that such backup matenal be routinely included
with future December and May Medi-Cal estimates.

The budget request for the fiscal intermediary is compﬂed by the MIO
and forwarded to the department which, after review, includes it in the
- overall request for Medi-Cal funds. The department will receive updated
budget information from MIO which will serve as the basis for the revised
request which the Legislature customarily receives with the Revenue and
Expenditure Budget Revisions in May. There are essentially two parts to
the fiscal intermediary budget, operating costs associated with Blue
Shield/Blue Cross and data processing costs which are incurred by a sub-
contractor. In 1976-77, data processmg accounted for approxunately 40
percent of operating costs. . -

Table 2.shows the actual and estimated operatmg costs for the ﬁscal
1ntermed1ary from 1976-77 through 1978-79. Unfortunately, the costs of
data processing cannot be broken out separately due to the way the MIO
budget estimate is compiled. These figures, which correspond to the totals
shown in the Governor’s Budget, do not take into consideration a 10
percent rate reduction for data processing which the subcontractor has
voluntarily offered. This rate reduction will have to be considered when
the revised request is prepared Fiscal intermediary costs are projected to
increase by 14.4 percent in the current year and by an additional 11.6
percent in the budget year. We have no support material which explains
the factors behind these increases although they are higher than the in-
creases experienced in prior years. Due to the lack of data we are with-
holdmg our recommendation. . »

“At our request, the department has secured estimates of MIO data
processing subcontract costs’ (all funds) for 1976-77, 1977-78 and 1978-79.
The estimates appear in Table 3, and take into account the reduced data
processing rates effectwe September 1, 1977 i
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Table 2
Total MIO Operating Costs Including Data Processing

Current
FI
Medi-Cal 1976-77 1977-78 1978-79
staff’ Actual Estimated Budgeted
Blue Shield 559.0 $31,007,700 $34,575,000 $38,694,900
Blue Cross NOTth ...coveeevcnnrecnsivionnns 2221 3,843,800 4,180,900 4,900,200
Blue Cross South . 245.6 - 3,910,200 5,051,400 5,314,900
Reconciliations ..............oierermmnseenes ©.na. 482,665 — —
1,026.7 - $38,279,035 $43,807,300 $48,910,000
Table 3
MIO Data Processing Costs ‘
Annual
i Costs Increase
1976-77 . $14,588,900 N/A
1977-78 . : . 15,166,900 (est.) 4%

1978-79......... 15897865 (Budgeted)  48%

Competitive Bidding—Fiscal Intermediary COntract

During legislative hearings on the 1977-78 budget, the Department of
Health stated its intent to open Medi-Cal claims processing business to
competitive bidding. The only Budget Act requirement the Legislature
imposed on the proposed procurement project was informational. The
administration was required to submit to the Legislature the Request for
Proposals (RFP) intended to solicit bids, along with its evaluation proce-
dures for selecting a fiscal intermediary from among the bidders, at least
60 days prior to the official release of the RFP. The Budget Act did not
provide for legislative approval of the RFP’s contents or the evaluation
procedures. The information was submitted to the Legislature in August
and in October 1977 the RFP was officially released with bids to be submit-
ted in February 1978. The department will evaluate the bids for approxi-
‘mately four months after their submission. The department anticipates
that a contract will be awarded sometime during the first six months of
1978-79. Fourteen companies or groups have filed letters of intent to bid
and it appears that there will be at least five bidders, 1nclud1ng a modified
version of the present contractor. v

Concerns. Over Price

Because the fiscal mtermedlary contract has never been competltlvely
‘bid there is no assurance that the present unit cost for processing a claim
is competitive. In fact there are indications that it may be too high. An
audit by Arthur Anderson and Company showed that profits (on costs)
made by Electronic Data Systems Federal (EDSF), the company which
does data processing for MIO, averaged 34.9 percent during the three-year
operating period ending June 30, 1976. The EDSF profit rate from the
Medi-Cal project was appro:qmately twice as great as the profit rate it
derived from its other corporate—wide business. :
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Contractual Shortcomings -

The current data processmg subcontract is a flxed pr1ce contract based
on billing units per claim. Consequently the state does not share in the
savings resulting from operating efficiencies achieved over time. In addi-
_ tion, the present contract with MIO is a no-profit no-loss contract which
does not provide adequate fiscal incentives to management to introduce
efficient operational procedures.

Dependency on the Fiscal Intermediary

Until recently the MIO contract provided that the fiscal intermediary
could discontinue services after one month’s notice. In addition the de-
partment asserts it does not have detailed knowledge of the claims proc-
essing procedures, especially in regard to the data processing software
system which is privately owned and is, in substantial measure, written in
a data processing language not commonly used by the state. The combina-
tion of these factors means that the state has not been in a position to
assume claims processing itself in the event of a census disagreement with
the fiscal intermediary, or to transfer the business to another vendor
offering comparable services at a lower price. This has also made it dif-
ficult for the state to secure changes in the claims payment system when
MIO did not support the changes..

Extending the State’s Role

A significant part of the RFP is the proposal for the state to assume
certain functions which heretofore have been wholly or partially per-
formed by the fiscal intermediary. The Department of Health proposes to
expand its authority in medical policy matters related to reimbursement
of claims, certification of program providers, post payment claims review
and utilization of services. It proposes to.assume full responsibility for the
collection of funds from insurance companies which have some obligation
to the Medi-Cal program. These changes involve major budget decisions
which are under consideration within the administration. As of late Janu-
ary the administration had not forwarded its request for new positions
associated with the state takeover of the above mentioned fiscal inter-
mediary functions. The new position requests shown in the Governor’s -
Budget related to state assumption of fiscal intermediary functions have
to do with the State Controller assuming issuance of checks to Medi-Cal
prov1ders and 26.5 temporary positions in the Department of Health Serv-
ices related to the potential transition to a new fiscal intermediary. We
discuss the proposed new positions for the controllers office under Item
47. The positions for the proposed Department of Health Services posi-
tions are discussed under Item 244.

For the reasons discussed above, the state has prevmusly tried to de-
velop altermatives to the current contract. Begmmng in 1970, a consortium
of three insurance companies (California Western Life, Occidental and
Pacific Mutual) was encouraged to start a competitive claims processing
operation on a pilot basis in San Diego and Santa Clara Counties. This
.alternative system, called Medi-Cal Management System (MMS) began
operation in August 1972. In 1973, the state asked interested insurance
companies to bid on the entire Medi-Cal claims processing business in
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California. Only the present contractor, the MMS pilot group, and one
other company submitted bids. The state did not accept any of the bids,
claiming that the prices were too high and the proposals did not fully
respond te state requirements. At the conclusion of this process, the state
withdrew its funding for the pilot project operating in the two counties.

The events of 1973 did not resolve long-standing departmental concerns .
with the fiscal intermediary contract. In 1976, the Brown administration
decided not to attempt a state takeover of Medi-Cal claims processing
because of possible major federal reforms in the health field and because
of organizational shortcomings in the Department of Health. However, it
decided to make another attempt to bid California’s Medi-Cal claims proc-
essing business. The administration was hopeful that bids would be more
competitive and perhaps more responsive to the state’s technical require-
ments, because a change in law permitted data processing companies and
banks to enter the competitive bidding process.

The Goals of RFP Process

The current effort to bid the fiscal 1ntermed1ary contract are mtended
to correct the problems discussed above. The goals are:

1. To obtain a lower price per claim within a contract of 5% years
duration.

. 2. Toobtain a contract which will provide the fiscal intermediary with
monetary incentives for efficient management and which simultaneously
allows the state to share in the savings resulting from operating improve-
ments.

3. To obtain a contract which has specific performance criteria and
penalty provisions for poor performances '

4. To obtain complete state access to the details of the data processing
system, and to obtain state ownership of the data processing software
system so that the fiscal 1ntermed1ary functions can be assumed or trans-
ferred to a new vendor in the event of serious future problems

5. To obtain technical unprovements to the claims processing system.

_ 6. To transfer certain program functions to the jurisdiction of the state.

Legislative Review

The Legislature will approve or reject fundmg for proposed cha.nges to
the Medi-Cal fiscal intermediary operation through the Budget Act. If the
state assumes any of the functions of the current fiscal intermediary, the
department will require new positions which the Legislature will have the
opportunity to review. In regard to the propsed new fiscal intermediary
contract itself, the Governor’s Budget as submitted makes no request for
funds. If a new fiscal intermediary contract is issued, an appropriation w1ll
be requu'ed to fund the new orgamzatron s operations.
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Department of Health Services
COUNTY ADMINISTRATION OF MEDI- CAL ELIGIBILITY

» DETERMINATIONS
Item 250 from the General , IRE .
Fund , - Budget. p. 584
Requested LOT8T9 rierreeeieiereeseessessnesssssseseseins eeeveiresssssivnerenns $110,270,400
Estimated 1977-T8......cccvvirrirersiissireiessssessssesisssssssssssssssasases e 90,818,600
T ACKIAL 19TBTT .......ocorvrrrereeeenrsinressaessarses s ssnssssassssensssssessessssen 75,714,600
Requested increase $19,451,800 (21.4 percent) x
Total recommended reduction .............eomeesiisines R Pending
\ o ’ . o kzi’n»aly.sis‘
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. County Administration Funds. Recommend provisional 505
approval of $110,270,400 for county administration of Medi- -
Cal eligibility determinations pending receipt and review of .
. revised May 1978 Medi-Cal estimates.
2.-Review of Administrative Cost Control Plan. Recommend . 506
: department submit requested information to permit a re- -
~-view of the effectiveness of county administrative cost con-
~trol plan. - : :

GENERAL PROGRAM STATEMENT

" County welfare departments determine the ehglblhty of medlcally
needy and medically indigent applicants for the Medi-Cal program. The
costs of determining the eligibility of medically indigent children under
age 21 and of the medically needy are shared equally between the state
and the federal government. The costs of medically indigent adult eligibil-

ity determinations are 100 percent state funded. The counties pay no part .

of these administrative costs. Table 1 shows the cost of county’ admmlstra-
tion in the three years covered by the budget.

Table 1 -

Medn-CaI Program Cost of Medically. Needy and Medlcally Indlgent Eluglblhty
Determinations
(County Medi-Cal Admlmstratlve Costs)

: LR . 1976-77 977-78 197819
Budget Blll appropnatmn . $82,823,700 ~ $90,818,600  ° $110,270400
Unexpended ‘balance irsrieees 7,109,090 Ve
“General Fund i " $75,714,610° $90,818,600 $110,270,400
Federal funds...... - $39,964,009 47850200 - 56921213

County FULIHIES JUT0 (1 E—— $107,978,619 $138,668,800 - $167,197,673

ANALYSIS AND RECOMMENDATIONS

We recommend approval,
The Governor’s Budget proposes an appropnatlon of $110,270,400 for
the state share of medically needy and medically indigent ehglblhty deter-
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minations in 1978-79 Whlch is $19,451,800, or 21.4 percent, more than is
‘estimated to be expended during the current year. Funds for a 6 percent
cost-of-living increase for each county are included in the request. In May
1978, the amount will be adjusted when the Department of Finance sub-
mits the Revenue and Expenditure Budget Revisions to the Legislature.
We recommend the amount proposed be provisionally approved pending
" receipt and review of the revised expenditure estimates for county admm-
istration.

Medi-Cal Administrative Cost Control Prograin

- We recommend that the department submit information needed to
evaluate the effects of the Medi-Cal County Administrative Cost Control
program with the May 1978 Medi-Cal program estimates.

The basic concept behind the Administrative Cost Control program is
that each county receives an allocation of funds for. eligibility determina-
tion work within which it must operate. Those counties in which produc-
tivity per worker is low (compared with other counties) will receive
smaller allocations than they actually require to operate at current levels.
Such a county has two choices—either improve worker productivity in
order to operate within the allocation or fund the deficit from county
funds. There are three elements which are especially important to the
success of a cost control program of this kind. First, the department must
identify those counties with low productivity and establish their alloca-
tions based on reasonable and achievable productivity goals. Second, the
department should not increase allocations except for unanticipated work-
load and other contingencies beyond the control of counties. Third, the
department must reduce allocations when anticipated workload does not
materialize. It is often harder to reduce allocations than it is to augment
them, especially when the budget item contains surplus funds.

As of late January, the department had not finished compiling data on
individual county performance in 1976-77 under the Medi-Cal County
“Administrative Cost Control plan. Therefore, we cannot determine which
counties have improved the productivity of their eligibility workers or
what the effect has been on the average cost per workload unit.. -

The information we request is needed to evaluate the performance of
the cost control plan. Specifically, it includes: actual cost per workload unit
in 1975-76 and 1976-77 by county and estimated cost per workload unit for
1977-78 and 1978-79; average number of workload units processed per
eligibility worker by county for 1975-76, 1976-77, and estimated for 1977-
78 and '1978-79; the percentage changes in the ratio of support costs to
eligibility worker costs by county since 1975-76; actual and anticipated
expenditures in excess of allocations by county from 1975-76 through
1978-79; and the percentage cost-of-living increases granted by counties

- in 1975-76, 1976-77 and 1977-78.
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‘Department of Health Services

ASSISTANCE TO CITIES, COUNTIES AND LOCAL AGENCIES

FOR HEALTH SERVICES
Item: 252 from the General

Fund and special funds =~ B‘u_d'ge:t'p. 593
Requested 1978-T9 .....cico.erierurnerenserseesivssnssessssessessasssesssssssannes v $48,452,664
ESHINAtEd 197T-T8...coeeccee oo oeessesrss s sseesesseer e " N/A
Total,recommended FEAUCHION coecvviainrsieniteiniriesten s donsienens - None
1978-79 FUNDlNG BYITEM AND SOURCE» ‘ .

» Item - i . -Description - - ' Fund’ - Amount:
252 . Budget Bill Appropriation ' ' General - --§43,584,386
_ Chapter.1037, Statutes of 1977 Transfer = - . -Special - .. 546,982
" to Genetic Disease Testing Fund (loan) :
Chapter 835, Statutes of 1975 Cystic Fi- - - . General 36,067
brosis’ i
Chapter 902, Statutes of 1975 Amm . General 40,000
ocentesis . e : . :
. Chapter 1217, Statutes of 19’75 High Risk " General 1,640,712
Pregnant Women ’
Chapter 606, Statutes of 1975 Indian General 253,972
Health v ey .
Chapter 1196, Statutes of 1976 Rural General 2,025,625
Health ' o
Health and Safety Code Section 429.35 Special 50,000
Chapter 215, Statutes of 1977 Genehc - General " 974,920
Counselors -
Total $48,452,664
: v : ' - ' Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1 Renal Dialysis. Recommend the Department of Healthre- 510

" port on the need for four adult renal dialysis centers.

' 2 High Risk ‘Pregnant Women. Recommend the Depart- 511
' ment of Health report on the statusof the high risk pregnant

women pilot project.

3 Family Planning. Recommend Department of Health re- ~ 513
- port on the allocation of family planning local assmtance

" funds.
‘4. Child Health and Disability Prevention Program.-

“a. Recommend the Department of Health revise its local

514

program funding formulas, to permit a more equltable

distribution of funds.

' b. Recommend deletion of five temporary ‘positions in De- -

' partment of Health Services support, for the Child
Health and Disability - Prevention program’s Child
" Health Information and Claiming Unit, for a General

Fund savings of $45,946 (see Item 244).
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ASSISTANCE TO CITIES, COUNTIES AND LOCAL AGENCIES FOR HEALTH SERV-
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ANALYSIS AND RECOMMENDATIONS
The budget proposes a General Fund and special fund expenditure of
$48,452,664 for Assistance to Cities, Counties and Local Agencies for
Health Services. Of this amount, $43,584,386 from the General Fund is
" proposed in this item, $4,271,296 also fromi the General Fund is available
from several previously enacted statutes, and $596,982 is available from
special funds.

This itern contains funds for 19 different programs administered by the

proposed Department of Health Services. The subitems of this item have
changed from the current to the budget year, so total amounts are not
directly comparable. However, current year figures for the different pro-
grams are provided in our analys1s of each subitem.

Funds appropriated in this item are for local assistance only. State ad-
ministrative -costs for the different programs are funded in Item 244, De-
partment of Health Services Support. We will discuss state administrative
costs for some subitems in our analysis of this item. ’

Table 1 shows the sources and levels of funding for programs in this
item.

Table 1

Programs Funded by item 252
Fiscal Year 1978-79

Voo ; Funds
’ General - - available
' Fond from previous Federal
Program “ in Jrem 238 legishtion funds Total
a. Tuberculosis €ONtrol ..........evrmreessssesssesense $344,266 — — . $344,266
b. Local health agencies
(1) State formula funds............neeremrecer 6,026,312 —_ - 6,026,312
(2) 314(d) formula funds.......... v dirions : — To— - $3,097,776 - 3,097,776
(3) ' Public health nursing services tothe - . - e o ‘
‘ aged... 3 711,519 — — 711,519
Totals, Local Health Agencies...........e-rreerer $6,737,831 - —  $3,097,776 " $9,835,607
c. Special medieal care - ‘ .
(1) Renal dialysis $928,993 — — $928,993
(2) -Cystic fibrosis 145346 -~ $36,067 — 181413
(3) Hemophilia 1,094,079 —_ - 1,094,079
(4) Genetically handlcapped persons ... 295,740 —_ — 295,740
Totals, Special Medical Care ..., $2,464,158 - $36,067 —  $2,500,225
- d. Genetic disease prevention ' g T
(1) Sickle cell anemia ... CO$43B3T2 - = — $435,372
(2) AMNIOCEREESIS. . covnuseiversmsereersonssersorserss -487,600 $40,000 — 527,600
(3) Health services—pregnant women.. Co— . 1,640,712 — 1,640,712
(4) Genetic counseling ..........werersenes . —_ . 274920 - - 274,920
(5) Genetic testing........eossscricssinns — 546,982 ° - 546,982
- Totals, Geneties : $922972  $2,502,614 — - 83425604
e. Tay Sachs disease - - $393,260 — — $393,260
f: Immunization assiStance............c.eeriveess 911,283 50,000 ° — $961,283
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g. Indian health .. ' 9,182,387 953,972 — 2436359

h. Family planning - 22,498,985 — $4,000000 26,498,985

i. Maternal and child health .......ccooouerrrrens — — 9,642,708 9,642,708

j- Child health and disability prevention.... 7129244 — - 5301785  12431,029

k. Rural healith : — 2,025,625 e 2,025,625
Totals : $43584,386  $4,868278  $92,042.269  $70,494,933

® Special funds. o

A. Tuberculosis Control

We recommend approval. o

This subitem proposes $344,266 from the General Fund for distribution
to counties for tuberculosis care and control. This is $5,345, or 1.5 percent,
less than the amount estimated to be expended during the current year.
Most tuberculosis care and control is financed and carried out at the
county level. Department data obtained from the counties indicates that
they expend approximately nine times the state contribution for TB con-
trol.

. Whereas the incidence of tuberculosis has declined nationwide, Califor-
nia has held steady with 3,620 reported cases in 1976 and 3,618 in 1975. The
new cases are often found among new residents, partlcularly immigrants.

B. Local. Health Agencies

We recommend approval. _

This subitem has three parts: ,

1. State formula grant: The budget proposes $6,026,312 from the Gen-
eral Fund to be subvened to 42 local health departments for public health
services in accordance with Section 1141 of the Health and Safety Code.
This is $341,112, or 5.7 percent, above the amount anticipated to be ex-
pended during the current year. Funds are distributed in the followmg
manner:

(a) $164 000 or 60 cents per capxta, whichever is less, to each health

department. :
: (b) The balance to health departments on the basis of county popula—
~¢ - tion. The counties must match this part of the subvention with $2
-for every $1 they receive. However, actual county expendltures for
public health services are many times. this.
Sixteen.  small counties without health departments- receive no
funds under this program, but receive sanitarian and public health
‘nursing services from the Contract Counties program of the De-
1. partment of Health in accordance with Section 1157 of the Health
< and Safety Code. The Contract Counties program is discussed in
Itemn 244,

2. 314(d) Federal Funds. The budget contains $3,097,776 in 314(d)
federal public health funds, the same as in the current year, for subvention
to the 42 local health departments for public health services. These funds
are distributed on a modified population basis.

‘3 Public health Nursing to the Aged. = The budget proposes $711, 519
from the General Fund for county projects to provide public health nurs-
"ing services to the aged. This is $47,141, or 7.1 percent, over the amount -
estimated to be expended during the current year. There are 12 counties
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presently participating in the program and they are requlred to provide
at least 50 percent of the program support. County matching funds may
be in the form of cash, facilities or services on the basis of local project
plans submitted to and approved by the Department of Health Services.
The prograrn was established by Chapter 1168, Statutes of 1975.

C. Special Medical Care

This subitem has four parts:

1. Renal Dialysis Centers

We recommend that the Department of Health report to the fiscal
subcommittees by June 30, 1978.on the three-year projected need for the
four adult renal dialysis centers.

The budget proposes $§928,993 from the General Fund for financial as-
sistance to four adult and three pediatric renal dialysis centers. This is an
increase of $52,585, or 6.0 percent, over the amount estimated to be ex-
pended during the current year.

Chapter 14186, Statutes of 1972, established four state supported regional
dialysis centers for those suffering from chronic kidney failure. Subse-
quent legislation established the three pediatric centers. These centers
were established in response to the then inadequate facilities for treat-
ment of this medical problem. A 1968 report by the State Department of
Public Health showed that only 15 renal dialysis centers were operating
_ at that time with a caseload of 79 patients. _

Since then, three developments have occurred which increased the
availability of dialysis treatment and thus may have reduced the need for
state support of the state regional centers. First, home dialysis programs
have been developed as a lower cost, more convenient mode of treatment.
Second, the Medi-Cal program now pays for dialysis for those who are
eligible. Third, the number of dialysis treatment centers has expanded
greatly, partially in response to the inclusion of the procedure as a Medi-
Cal service. The Department of Health reported that 91 facilities were
treating 2,368 patients in October 1974. Currently, there are 107 facilities
including the four state centers. The need for the continued funding of the
present state supported centers should be reassessed. ‘

2. Cystic Fibrosis -

We recommend-approval.

The 1978-79 budget proposes an expenditure of $181,413 for the care of
financially eligible people with cystic fibrosis. This is an increase of $8,413,
or 4.9 percent, over the current year estimated expenditure. The total
amount consists of $145,346 from Item 254, and $36 067 from Chapter 835,
Statutes of 1975, .

The cystic fibrosis allocation, along with support from the Genetically
Handicapped Persons program, finances the medical care of people with
this disease. There are currently 111 adults participating in the program.

3. Hemophilia Services
We recomimend approval.
The budget proposes an expenditure of $1,094,079 from the General



Item 252 HEALTH AND WELFARE / 511

Fund for the care of financially eligible people with hemophilia. This is an
increase of $61,329, or 5.9 percent, over that estimated to be expended
during the current year. This program now will be entirely supported by
Budget Act appropriations.

The hemophilia allocation, along w1th funds from Genetically Hand-
icapped Persons program, currently supports 356 adults with this genetlc
disease.

4. Genetically Handicapped Persons Program

We recommend approval,

The budget proposes $295,740 from the General Fund for the Genetical-
ly Handicapped Persons program—$88,000, or 22.9 percent, less than es-
timated expenditures for the current year. This decrease is due to
termination of funds available from Chapter 1212, Statutes of 1976. The
Department of Health states that approximately $80,000 available in the
current year will revert due to lack of caseload.

This program was established in January 1977, to provide care to Califor-
nians with hemophilia, cystic fibrosis, or sickle cell disease. It primarily
provides case management services and utilizes other sources of financing
medical services, but helps in paying for medical care if it is needed.

D. Genetic Disease Prevention

We recommend approval.

This subitem has five components.

1. Sickle Cell Anemia. 'The budget proposes $435,372 from the General
Fund for sickle cell anemia research, consultation, counselor training, and
other activities. This is $24,644 or 6.0 percent over the amount estimated
to be expended during the current year. The Genetically Handicapped
Person’s Program discussed previously pays for the medical treatment cost
for persons with sickle cell anemia, while this program primarily provides *
funds for research, prevention activities, and screening. -Sickle Cell

“Anemia primarily affects blacks.

2. Prenatal Testing—Amniocentesis. For the Amniocentesis program

the budget proposes $527,600, which is $27,600, or 5.5 percent, more than

" . is estimated to be expended during the current year. This program sup-

ports prenatal tests for several genetically handicapping diseases. Tests are
normally given to those who are considered to have a high health risk.
During the first nine months of fiscal year 1976-77, 1,800 tests were con-
ducted with 56 abnormalities being discovered. These discoveries resulted .
in 44 abortions. The average cost of the amniocintesis test was $425 with
state funds contributing an average of $52. It is estimated that substantially
more tests will be given during the current and budget years than were
provided during the past fiscal year.
3. Health Services—High Risk Pregnant ‘Women. We recommend
that the Department of Health report to the Joint Legislative Budget
Comimittee, the fiscal subcommittees, and the relevant policy cominittees
by April 1, 1978 on the status of the high risk pregnant women pilot
project.
For this project, the budget proposes $1,640,712 from the General Fund,
which is $1,075, or 0.1 percent, less than estimated expenditures for the

1976788
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current year. This is a pilot program funded from Chapter 1217, Statutes
of 1975, to provide prenatal care to women with a high risk of delivering
defective, handicapped, or still born infants. The project is due to termi-
nate on January 1, 1979.

The program currently has a project operating in Fresno County. This
year the project anticipates screening 3,000 potential high risk pregnant
women and treating between 700 and 1,000 of those screened. Services
include prenatal to one month post-partum care.

The High Risk Pregnant Women project has expenenced difficulties in
implementation. A special rate and fee schedule for private physician
services has just been approved, and the project has operated without a
project director since inception. The project expires in less than a year.

A report on the project, which was due to the Legislature June 30, 1977,
is still under review by the Health and Welfare Agency. Because the
project is due to terminate on January 1, 1979, the department should
report to the Legislature on its results. The agency has had the overdue
report for three months.

4. Genetic Counseling. The budget proposes $274,920 for genetic
counseling which is $179,161, or 187 percent, more than estimated to be
expended during the current year. This program, funded from Chapter
215, Statutes of 1977, requires the Department of Health to contract with
private or public agencies to provide genetic counseling services to those
persons who have a high risk of giving birth to children with genetic
handicaps. The projected increase over the current year is due to full
program implementation.

5. Genetic Testing. The budget proposes a $546,982 loan to this pro-
gram from the Genetic Disease Testing Fund. This is $96,982 or 21.6 per-
cent more than is estimated to be expended during that current year. This
appropriation promotes a statewide program of testing, information and
counseling services for use in administering appropriate tests to each child
born in California. Exceptions are made in cases of parental objections.
The costs of the tests are to be supported by fees collected.

Pursuant to state law funds for the Genetic Testing Fund are loaned
from the General Fund upon approval of the Director of Finance, to be
repaid. from fees paid by those receiving the service under conditions
specified by the Director. All such loans must be repaid in full by ]une 30,

1982,

E. Tay-Sachs Disease

We recommend approval.

This subitem proposes $393,260 from the General Fund for the Tay-
Sachs screening program. This is an increase of $21,000 or 6 percent over
the estimated expenditure for the current year. Tay-Sachs is a genetic
disease which causes death in the first years of life, and primarily affects
Jews.:
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F. Immunization Assistance

We recormmend approval.

This subitem proposes $911,283 from the General Fund and $50 000 from
the Immunization Adverse Reaction Fund ($961,283 total) —$195,783, or
25.6 percent, more than the estimated current year expenditure. The
major portion of the increase results from an accounting change Wthh
transfers $152,853 from departmental support to this 1tem

G. Indian Health Services

We recornmend approval,

The budget proposes an expenditure of $2,436,359 for financial, training,
and technical assistance to 9 urban and 16 rural Indian health projects. This
amount is $166,924, or 7.4 percent, more than is estimated to be expended
during the current fiscal year. The amount consists of $2,182,387 from Item

252, and $253,972 from Chapter 606, Statutes of 1975.

H. Family Planning

We recornmend that the Department of Health report to the ]omt
Legislative Budget Committee, the relevant policy committees, and the
fiscal subcornmittees by April 1, 1978 on the a]]ocabon of family planning
local assistance funds.

The budget proposes $22,498,985 from the General Fund for family
planning which is an increase of $5,047,112 or 28.9 percent over the current

“year. The current year estimated expendlture of $17,451,873 is 27.6 percent
higher than the amount expanded in the past fiscal year.

Existing law requires the Office of Family Planning to survey the availa-
bility of family planning services in each county. The office is to evaluate
all existing family planning programs, and to establish a viable program

_for the dispensation of family planning, infertility, and birth control infor-
mation and techmques

The program is not well planned. Expansion of the program has been
based predominantly on the demand experienced by providers currently
under contract, and not on a rational plan for providing comparable serv-
ices in all counties. Program inconsistencies are apparent in the availabili-
ty of services: male sterilization services are offered in only 20 counties,
(four other counties have dropped out), information and education in 13,
and female sterilization in three. Of these particular services, only one
female sterilization contract went to a rural county that has its own health
department. We recommend that the department report on the need for
the various types of services in each of the counties, the availability of
these services from state, other governmental and private resources, and-
the manner in which the department plans to meet currently unmet
service needs, including modes of prov1der recruitment.

1. Maternal and Child Health

We recormmend approval.

This subitem contains $9,642,708 in Federal Title V maternal and child
health funds for contracts with counties for maternal and child health
projects in the areas of family planning, maternity, and infant care, chil-’
dren and youthand intensive newborn care. This is an increase of $545 813
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or 6 percent over estimated current year expendltures The Maternal and
Child Health Branch intends to emphasize perinatal care in rev1ewmg and
approving projects for the budget year.

J. Child Health and Disability Prevention Program

The budget proposes $7,129,244 from the General Fund, and $5,301,785
in federal funds for support of the Child Health and Disability Prevention
(CHDP) program, or $12,431,029 total. Local assistance funds will go (1)
to local health departments through allocations for nonmedical program
support, (2) to enhance outreach to Medi-Cal recipients, mainly through
allocations to local welfare departments, (3) for payment for medical
screening services to first graders not eligible for the Medi-Cal program
and (4) for reimbursements to schools for program support. The budget
also proposes $3,037,816 in Item 244, support for the Department of Health
Services, to provide state administration of the program.

The CHDP was established by Chapter 1069, Statutes of 1973. County
health departments with the support of county welfare departments and
local school districts, provide outreach, preveritive health education,
screening, followup, referral for diagnosis and treatment, provider recruit-
ment, and client recordkeeping. The Department of Health (DOH) pro-
vides funding, standards, and local program support. All children under
six, and all Medi-Cal recipients under age 21 are eligible for services.
Efforts are currently targeted at those entering first grade and Medi-Cal
eligibles. First graders are eligible for free screening if their family’s in-
come falls below 200 percent of the Aid to Families with Dependent
Children (AFDC) income eligibility criteria. The Medi-Cal program pays
for screening, diagnosis and treatment for those eligible. The DOH esti-
mates 320,000 screenings for this fiscal year, and approximately 420,000
during the budget year.

The CDHP program is highly complex and requires extensive nonmedi-
cal support for the range of activities it must perform. Compliance with
federal regulations accentuates the nonmedical service aspects by requir-
_ ing extensive documentation and evaluation with a heavy emphasis on
" outreach and followup. Currently, the DOH estimates that 1.67 million
ch1ldren will be eligible for services within the target population in fiscal
year 197879, and that 421,000 of those will be screened.

Inapproprlate Local Funding Formulas

-We recommend that the Child Health and Dzsabz]zty Prevention pro-
gram revise its funding formulas to permit a more equitable distribution
of funds.

The CHDP program w1ll allocate almost $5 million to local health de-
partments for nonmedical support services. This funding goes to maintain
the basic program structure at the local level, and includes support for
administration, outreach, followup and a variety of other services. The

.current allocation formula used by the CHDP program discriminates
against the large urban areas. Los Angeles, for example, receives only 60
percent of the statewide average allocation per client in the target popula-
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tion. Some of the smaller counties receive more than ten times the aver-
age. Support for state personnel who administer the CHDP program in
the contract counties—those without a county health department—is five
times the statewide average. Table 2 shows the average reimbursement
and the percentage of the target population screened, by county size.

Table 2

‘CHDP Program Allocations and Percent
Screened by County Size

1976-77 °
Program Dollar Percent of Percent of
: . allocation first graders ~ Medi-Cal clients

County size . per client screened sereened .
Counties without health departments ............ o $14.34 59.3% '24.4%
Smali, ' . 419 455 215
Medium > 3.09 211 177
Large 278 ) 115 5.6
Los Angeles 169 ° 29.1 _ 34
Average : 281 28.3 . 11.7

8 1976—77 data is used since it is the latest available for screening results. Current year allocatlons are
similar to the above but slightly higher.

b This funding comes from Budget Item 244, Department of Health Services Support, and funds the
contract county program. It is not controlled by CHDP program personnel .or allocation formulas.

Child Health Positions (Recommended Deletion in Item 244)

We recommend deletion of five temporary positions: one senior account
clerk, two account clerks II and two clerk typists II for a total savings in
Item 244, support for the Department of Health Services of $87 243 ($45,-
946 General Fund).

:The Child Health and Information Claiming Unit (CHIC) processes and
pays for CHDP’s state and Medi-Cal funded screening services. The unit
is funded from local assistance funds with 40 current temporary positions.
The budget recommends an augmentation of 16 positions, eight of them
with permanent status. Table 3 shows the number of claims processed
monthly with the existing staff. On the basis of the existing caseload per
- staff member we estimate the total anticipated workload can be met with
the reduction of five positions.

Tables - . o

' i Projected minus
Actual Actual Estimated - . Projected five staff.
197576 1976-77 1977-78 1978-79 1978-79

Claims per month *...c..coocone 8670 . - 17,170 27,833 35,083 35,083

CHIC Staff* 13 25 40 56 50
Claims/staff /month ... . 66T 688 - 696 626 687

*Data from a table prepared by the CHDP staff.

K. Rural Health

We recommend approva]

The program proposes an expendlture of 2,025, 625 from Chapter 1196,
Statutes of 1976, which is $74,375, or 3.5 percent, less than the estimated
expenditures for the current fiscal year. This program has three subparts:
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(1) the California Health Services Corps which attempts to bring health
professionals into rural areas receiving inadequate health services, (2)
Health Service Development Projects which attempt to demonstrate ef-
fective ways of providing health care services in underserved rural health
areas, and- (3) coordination of state efforts in rural health in order to
maximize effective use of scarce medical resources.

Department of Health Services

ASSISTANCE TO CITIES, COUNTIES AND LOCAL, PUBLIC AND
PRIVATE NONPROFIT AGENCIES FOR CRIPPLED CHILDREN S

SERVICES
Item 253 from the General .

Fund . Budget p. 578
Requested 1978-79 ......cieiviennnnnineeneisesesssessssssesssgessssssseseaes $27,231,704
Estimated 1977-78......cccccceveeverrenerennence eesrraee et ree e n e s s renne 27,028,767
ACHUAL 197677 ..ottt et sveveviseresssnssesesessssssnnnes 21,764,194

Requested increase $202,937 (0.8 percent)

Total recommended reduction ..........c.ccerrerecreerusseserissenees None

GENERAL PROGRAM STATEMENT .

The Crippled Children Services (CCS) program provides medical care
and related services to children with physical handicaps to correct, amelio-
rate or eliminate their handicaps. The program is funded on a three-part
state and federal to one-part county basis. The program is administered
independently by 25 counties under standards and procedures established
by the Department of Health. The Department of Health administers the
program directly in the 33 remaining counties. The program has financial
eligibility and repayment requirements, except in the medical therapy

-programs in special schools and classrooms which are provided in conJunc-
tion with the Department of Education.

ANALYSIS AND RECOMMENDATIONS

‘We recommend approval.

The budget proposes $27,231,704 from the General Fund for assistance
to local Crippled Children Services (CCS), an increase of $202,937, or 0.8 .
percent, over the current year. In addition to the amount in this item, a
provider rate increase of $1,244,934 for the CCS program is proposed in
Item 251. This amount will provide an overall 6 percent increase for
nonphysician services in the program.

The budget also proposes $2,137,238 from the General Fund, in Item 244
for departmental support of this program. This represents an increase of
$559,767, or 35.5 percent, above estimated current year expenditures. The
proposed funding includes $243,558 for nine positions for direct case man-
agement in counties without county run programs. We have examined the
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workload requirements and agree with a Department of Health study that
there are not enough managers in the state regional CCS offices.

Most of the remaining increase in support, $201,664, is the result of an
accounting change whereby the hemophilia program will be included in
. the Crippled Children’s Services program. Table 1 shows the total funding

of the CCS program by source of funds.

Table 1
Crippled Children’s Services
Proposed Source of Funds

197778

. ) 1978-79

Family Repayments ‘ 965,000 965,000
County Funds 9,546,999 9,648,144
Health Care Deposit Fund 1,128,995 1,196,735
Federal Funds - 4,230,000 4,483,800
General Fund, Item 253 Local Assistance 217,028,767 27,231,704
General Fund, Item 244 Department of Health Services Support .. 1,577,471 2,137,238
General Fund, Item 251 Price and Provider Rate Increases.............. (1,027,950) 1,244,934

TOTALS ; - 44,477,232 46,907,555

Table 2 details the proposed expenditure for the Crippled Chlldren

Services program for the current and budget year.

Table 2
Crippled Children’s Services
Proposed Expenditures by Program

) : 1977-78 1978-79

Diagnosis . . 1,891,669 1,896,425

. Treatment , 28,822,295 30,153,591
Therapy . 9,672,465 10,123,113
Medi-Cal Administration 1,108,658 1,175,177
County Administration 1,379,107 1,396,443
State Administration . 1,577471 2,137,238
Non-County Residents 25,565 . 25,565
Price and Provider Rate Increase - (1,244,934)
46,907,555

TOTALS........ 44477932
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Department of Health Services
LEGISLATIVE MANDATES

Item 254 from the General

Fund | Budget p. 587
Requested 1978-79 .......eeeemrerirenrerinennssnsssronnes et rerans $169,488
Estimated 1977-78.......... teereresteeieriee st e e beeses e e et resateetaesararanassaase 169,488

Requested increase—None : '
Total recornmended reduction ..........eveeeiennennnenenenenis None

ANALYSIS AND RECOMMENDATIONS

We recommend approval.

This item is a General Fund appropriation to the State Controller to
reimburse local government agencies for costs mandated by state legisla-
tion. These reimbursements are‘required by Section 2231 of the Revenue
and Taxation Code. Item 254 only contains reimbursements for health
programs.

The item appropriates $169,488, which is the same amount provided for
the current year. The mandating legislation and the estimated costs for
1978-79 are:

1. Chapter 954, Statutes of 1973 (X-Ty) coeweeerrrerosscsocen: e $126,011
2. Chapter 453, Statutes of 1974 (Sudden Infant Death Syn- ,

Y6 14 o) ¢ o U= DU OO OO OO O VN SORRSRPRORIOTN 8,497
3.-Chapter 835, Statutes of 1975 (Cystic Fibrosis) .......ccevn. 15,900
4. Chapter 1202, Statutes of 1976 (Nursing Assistants) ...... 19,080

TOLAL ...ttt e r e e e aes $169,488

Descriptions of these mandates are found on page 587 of the Governor s
Budget.

Health and Welfare Agehcy
RESERVE FOR REORGANIZATION EXPENDITURES

Item 255 from’ the General

Fund Budget p. 617
Requested 1978-T9 ......iieeerrereivnrenreereiresersssesivesesssessssssssns $3,000,000
Estimated 1977-T78......ccccecevuenns iereseesisreresssestereneesvrressisssersetantenaes N/A
Total recommended reduction .........ieernereiniesenenns $2,000,000

Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Reserve for Agency Reorganization. Reduce Item 255 by 518
$2,000,000. Recommend reduction from proposed expend-
iture for support costs in the Departments of Health Serv-
ices and Soc1al Services. - .
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Reorganization of the Health and Waelfare Agency

We recommend a reduction of $2,000,000 from the proposed appropria-
tion of $3,000,000 in Item 255 to provide funds for support costs for pro-
grams in the Departments of Health Services and Social Services.

The budget proposes an appropriation of $3,000,000 from the General
Fund to make funds available to the Departments of Health Services and
Social Services for increased support costs for programs in the Depart-
ment of Health that will be reassigned to the separate departments creat-
ed by Chapter 1252, Statutes of 1977, (SB 363) effective July 1, 1978. These
funds would only be released for use if the Department of Finance made -
a determination of need.

When SB 363 was before the fiscal committees in the Legislature pr1or
to enactment, the Health and Welfare Agency maintained that it an-
ticipated ‘‘no net increase in administrative costs as a direct result of the
proposed reorganization” (Statement of Support for SB 363). We main-

“tained that the reorganization of the Health and Welfare Agency would
result in increased support costs, and estimated that they would require
$1,000,000 from the General Fund.

The likely increase in costs stems from the method by which programs
in the Department of Health are charged for support services and the
preparation of these costs paid for with federal funds. In the past, the
department has allocated support services (overhead) according to the
amount of funds budgeted for personnel costs in each program. Hence,

- the program with the largest personnel costs is charged the largest amount
for support services, while the program with the smallest personnel costs
is charged the least for support.

‘This is ‘an arbitrary method for charging support costs, and does not
necessarily reflect actual program needs for support services. A program
with five times as much staff as another program does not always require

- five times as much support service such as budgeting, personnel, and the
like, because of scale economics. Consequently, large programs often are
charged more for support services than they use.

Because large programs also tend to have the largest federal match, this
allocation method results in the federal government funding a larger
percentage of support services than it would if the cost of these services
were allocated more precisely. .

When the reoganization divides the various Department of Health pro-
grams into five separate departments and one office, some of the smalier
programs receiving a lower federal match will no longer be able to have
part of the cost of their support services picked up by the large programs
such as Medi-Cal and Disability Evaluation that also have a large federal
share. The effect of this will be a savings to the federal government and -
increased costs to the General Fund.

The administration has provided no basis for the $3 million estimate of
reorganization costs. In the absence of information justifying a larger
amount, we see no reason to increase our estimate of these costs.
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DEPARTMENT OF DEVELOPMENTAL SERVICES

Items 256—258 from the General

Items 256-258

Fund Budget p. 618
Requested 1978-79 ... ST CSUUU USRI $370,310,385
Estimated 1977-T8.....ccccoiiiinecereninneteesssisesssienenerssssessnsssssesens N/A
Total recommended reduction ..................... e ere it s $867,031
1978-79 FUNDING BY ITEM AND SOURCE
Item Description - "~ Fund Amount
256 Departmental Support : General $8,191,480
257 Hospital Support (Transfers and Reim- General - -0-

burserments) . :
258 Local Assistance . General = 362,118,905
» $370,310,385
Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Regional - Centers. Withhold  recommendation on 523
proposed funding pending receipt of information on new
residential care rate system and revised caseload projec-
tions.

2. State Hospital Services. Withhold recommendation on 524
the proposed funding for state hospital services for the
developmentally disabled pending receipt and review of
funds proposed to correct licensing deficiencies.

3. Autistic Program Transfer. Withhold recommendation = 525
pending receipt of information identifying shift of pa-
tients between programs. . »

4. Other changes proposed without supporting Justlflcatlon 526
Withhold recommendation pending receipt of informa-
tion on special trammg, patient labor, and other pro-
grams.

5. Developmental Disabilities Prevention Project. Reduce 526
Itern 258(k) by $820,031. ‘Recommend deletion of entire
project. Further recommend report to policy and fiscal
subcommittees and Joint Legislative Budget Committee
by December 1, 1978 by Departments of Developmental
Services and Health Services on all prevention activities.

6. Relation of State to Regional Centers. Recommend re- 527
port to policy and fiscal subcommittees and the Joint Leg-
islative Budget Committee by December 1, 1978, on the
department’s relationship to the regional center system..

7. Developmental Services and Workshops.  Withhold rec- 528

ommendation on Item 258(m) for $399,194 for purchase

of case management services from the Department of

Rehabilitation pending the receipt of information on all
workshop proposals.
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8. Educational Services for the Developmentally Disabled. 529
" Recommend report to policy and fiscal subcommittees
and the Joint Legislative Budget Committee by April 1,
1978, on plans for implementing new law affecting educa-
tional services for developmentally disabled clients. :
9. Provider Rate Increases. Withhold recommendation on 530
$5,863,439 General Fund proposed as provider rate in-
creases pending resolution of related items.
10. Special Treatment and Intermediate Care Facilities for the 530
- Developmentally Disabled Program. (ICF-DD). With-
* hold recommendation pending review of May revision of
expenditures. :
11. Residential Living Projects. Recommend report by De- 532
partments of Developmental Services and Rehabilitation
on the financial status of 27 model residential living
projects. - '
12. Protective Living Services. Withhold recommendatlon 532
pending review of new caseload standards. :
13. Unallocated operating expenses. Reduce Item 256 (b) by 534
$47,000. Recommend deletion because justification not
provided for medical evaluations.

GENERAL PROGRAM STATEMENT

Chapter 1252, Statutes of 1977, (SB 363) reorganizes the Health and
Welfare Agency effective July 1, 1978. The reorganization establishes the
new Department of Developmental Services which will administer the
Lanterman Developmental Disabilities Services Act and will be responsi-
ble for administering those programs which provide services to individu-
als who are developmentally disabled (DD). State law defines a
developmental disability as a disability originating before the age of 18,
which continues or can be expected to continue indefinitely, and consti-
tutes a substantial handicap for the individual. Such disabilities may be
attributable to mental retardation, cerebral palsy, epilepsy, or autism.

Under the provision of Chapter 1252, nine of the eleven state hospitals
are placed within the new department. Five of these hospitals serve only
development disabled persons while four serve both developmental dis-
abled and mentally disabled persons.

The Department of Developmental Services major programs are:

1. Regional centers located throughout the state which provide speci-
fied services, including diagnosis, evaluation, referral and placement
of developmentally disabled persons in appropriate public and pri-
vate basic living and care facilities.

2. Protective living and social services provided either by the state or
directly by those regional centers which have chosen not to partici-
pate in the state-operated program.

3. State hospital programs which provide care, treatment and life main-
tenance to developmentally disabled persons. :

4. Resources planning and development program which has primary
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responsibility for planning, developmg, designing, implementing,
and monitoring/evaluating a statewide comprehensive network of
community programs and services to meet the needs of persons with
developmental disabilities.

5. Evaluation program which has primary responsibility for the im-
plementation of the evaluation provisions under the Lanterman
Disabilities Services Act. '

ANALYSIS AND RECOMMENDATIONS

The Governor’s Budget proposes $370,310,385 from the General Fund
for the support of the Department of Developmental Services and local
assistance for the 1978-79 fiscal year. Item 256 proposes $8,191,480 for the
support of the department and Item 258 proposes $362,118,905 for local
assistance for the developmentally disabled. Funds for the state hospitals
are included in Item 258 to be transferred to Item 257 as necessary. Item
257 is a “0>> appropriation item which is proposed to authorize the State
Controller to transfer funds from various other appropriation items to that
item to make payments for services provided in the state hospitals.

Total proposed program expenditures including federal funds are $384,-
147,458 and are shown in Table 1. Because of the creation of a new depart-
ment, we are unable to compare the departmental support amount to
prior year expenditures.

Table 1 :
Department of Developmental Services and Local Assistance Expendltures by
. Source of Funding

Estimated Proposed Percent
: Fund 1977-78 197879~ - Difference Change
Regional Centers : : Co
1. Regional Centers Oper- ‘ . .
ALONS rrerivneeeervsirrssnssneens General - - $97,985,090 - $113,992,869 $16,007,779 16.3%
2. Special Treatment Pro- .
B0 ;01 | DTN General 1,696,000 1,696,000 - 0
3. Intermediate Care . : :
Facilities ......... S, General 1,100,000 . °.1,100,000 e 0

4. Provider Rate Increases General
a) ‘Cost of Living—Re-
gional Centers and ' ' _
providers of service © 4,095,679 4,095,679 =
b) Actual cost reim- . . i :
bursement for shel- o
tered workshops ..... 1,600,000 1,600,000 -
c) Cost of Living—In- : ) i
termediate Care . i
Facilities .....ccvveerernnn. 167,760 167,760 -
5. Developmental Disabil-
ities Prevention Pro-

ETAM et e s General =~ 820,031 820,031 - -
6. Rehablhtatlon Demon- .
. stration Project ........... ) Gengral : . 399,194 399,194 -

TOTAL.- GENERAL .
FUND ..o . $100,781,000 -$123,871,533. - $23,090,443 22.9%
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7. Federal SRS (Social

‘Rehabilitation Services)  Federal 6,673,081 6,673,081. 0 0
TOTAL ALL FUNDS, . . ‘
Regional Centers .. $107,454,171  $130,544,614 - ~ $23,090,443 21.5%
Protective Living Services  General 5,651,169 6,343,969 692,800 12.3%
Federal 3,474,515 3,286,396 — 188,119 © —54%
, 0 $9,195684  $9,630365  $504681 55%
Community Program De- : ' ‘ : oo
velopment
1. Federal Public Law 94- . ‘ :
103 Federal 1,713,769 905,711 —808,058 - —472%
2. Program Devyelopment : ) :
Fund........ ; Other 600,000 600,000 - - 0 0 -
‘ , ' © $2313769 81505711 - $—808,058 —349%
State Hospitals ... General 216,362,187 - 231,903,403 . 15,541,216 ~ . 1.2%:
State Council Federal Pub- ‘ S : -
lic Law 94-103................ Federal 838,518 574,004 —264,514 —265
Area Boards
Federal Public Law 9%4- ) : PR
T103 i Federal 992,008 1,033,206 41,198 42%
State Operations . )
Departmental Support General “N/A 8,191,480 N/A N/A
Special Projects .. ... - Federal 764,675 . 764,675 0 0
Total, State Operatlons ...... " 8,956,155 .
"TOTAL ALL FUNDS .. - © $337,851,012  $384,147,458  $46,296,446 ° -

2 The net dollar and percentage increase for 1978-79 is overstated to the extent that comparable current
year departmental support is unknown due to the reorganization of the Health and Welfare Agency.

- REGIONAL CENTERS .

We W1t11110]d recommendation on the proposed 1978-79 regzona] center
budget pending review of information on the impact of the new residen-
tial care rate system and revised case]oad prOJectwns and cost expenthure
data.

By law, regional centers are the pomt of contact in the community for
i developmentally disabled persons and their families “to the end that such
persons may have access to the facilities and services best suited to them
throughout their lifetime.” In fulfilling these responsibilities, the Depart-
ment of Health contracts with 21 nonprofit community agenmes for the
operation of the centers.

The proposed General Fund support for the reglonal centers in the
1978-79 fiscal year is $113,992,869, which is $16,007,779, or 16.3 percent,
over the current year estimated expenditure. Total funding, all sources, as
shown in Table 1 is proposed to be $130;544,614, which is an increase of
$23,090,443, or 21.5 percent, over estimated current year expenditures.

Caseload Projections and Cost

The 1978-79 request is based on mcomplete data regardmg average cost
per client for administrative overhead and purchase of service.. We have
been informed by the Department of Finance and the Department of
Health that actual caseload and expenditure data for fiscal year 1976-77 -
and estimated data for 1977-78 were not available for analysis at the time
the Governor’s Budget was prepared. The Department of Health is in the
process of obtaining and analyzing this information by auditing the re-
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gional centers. An evaluation of past and current year caseload and cost
data should be completed by the time budget hearings are held.

New Residential Care Rate System

" A new rate system for services purchased from residential care facilities
by regional centers for developmentally disabled clients went into effect
July 1, 1977, pursuant to Chapter 1369, Statutes of 1976. In addition Chap-
ter 1141, Statutes of 1977, (AB 865) as passed by the Legislature augment-
ed Item 253 of the Budget Act of 1977 by $15 million to implement the new
rate systemn. The Governor reduced the amount to $5 million.

Last year the Legislature added supplemental language to the Budget
Act of 1977 requesting the Department of Health to submit a preliminary
report to the Legislature by December 1, 1977 (1) showing the distribu-
tion of clients in out-of-home community care facilities placements by the
categories of minimum, moderate and intensive supervision; (2) identify-
ing the rates facilities are receiving in fiscal year 1977-78 as a result of the
new rate system; and (3) comparing the new rates to the rates facilities

" received under the system in effect until July 1, 1977.

The preliminary report was submitted to the Legislature in December
1977 and presents data on 28.6 percent of the approximately 10,000 clients
in residential care facilities. A final report is to be submitted to the Legisla-
ture March 1, 1978. The final report is to contain data on all clients in
residential care facilities.

The preliminary report found that:

1. Residential care clients are much less disabled than the developmen-
tally disabled clients in state hospitals and nursing homes.

2. Most clients received a considerable increase in their rate under the
new systerm. The average rate increase is over $100 per client per month.
Less than 10 percent received a decrease in their rate.

‘3. Clients in different size facilities do not differ significantly in terms
of assessed level of client functioning.

Since neither the full impact of the new residential care rates nor case-
load and costs for 1976-77 and 1977-78 is known at this time, we withhold
recommendation on the proposed regional center budget pending recelpt
of additional information.

STATE HOSPITAL SERVICES

.We withhold recommendation on the proposed funding for state hospi-
tals services for the developmentally disabled pending receipt and review
of additional information related to the positions and funds proposed to
correct licensing deficiencies in the current and budget years.

‘Under the provisions of Chapter 1252, Statutes of 1977, (SB 363) the
eleven state hospitals have been placed under the new Departments of
Mental Health and Developmental Services. Nine hospitals, Agnews,
Camarillo, Fairview, Napa, Pacific, Patton, Porterville, Sonoma and Stock-
ton, are in the Department of Developmental Services. The budget narra-
tive indicates that the mental disabilities programs at Camarillo, Napa,
Patton, and Stockton State Hospitals will receive hospital support activi-
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ties on a contractual basis from the Department of Developmental Serv-
ices and will receive program management from the Department of Men-
tal Health.

.- The Governor’s Budget estimates that state hospital expenditures for
the developmentally disabled will be $216 362,187 in the current year and
$231, 903 403 in the budget year.

Current Year

The budget narrative states that each of the state hospitals was reviewed
by the Licensing Division of the Department of Health during-1977-78
and was found to be out of compliance with federal Medicaid regulations
and state licensing requirements. The narrative further states that the
Department of Health requested an additional 2,820 positions and $23.6
. million in fiscal year 1977-78 to correct licensing deficiencies in mental
health and developmental services programs, and 234 positions and $4.1
million to meet special needs at Metropolitan State Hospital which serves
the mentally disordered only. Approximately $16.5 million of the $23.6
million is for developmentally disabled (DD) state hospital services.

Budget Year

The DD state hospital budget for 1978-79 includes $24.6 million for
_ continuing the positions administratively authorized in 1977-78, popula-
tion adjustments, and further implementation of the 1973 Staffing Stand-
ards at the 94 percent level. The narrative indicates that, because budget
issues were resolved late in the process the complete listing of positions
was ot detailed within the budget document but will be submitted to the
fiscal subcomunittees at the budget hearings. The budget narrative regard-
ing the number of positions is vague at best.

The current and budget-year situation regarding licensing deficiencies
is discussed in more detail under the state hospital component of Item 262,
page 537, Local Mental Health.

Autistic Program Transfer

We withhold recommendation on the proposed transfer of the state
hospital autistic program from the mental disabilities program to the de-
velopmental disabilities programs pending receipt of information identi-
fying the actual shift of patients between programs in the current and
budget years.

Autismis a condition characterized by an 1nd1V1dual s marked with-
drawal from reality and the lack of speech development. Recent changes
in federal and state law now define autism as a developmental disability
but in the past, autism was considered a mental disorder.

The Governor’s Budget includes $2.3 million for transfer of the state
hospital autistic program from the mental health to the developmental '
disabilities program.

During 1977-78, all patients in the autistic program were assessed by
. regional center staff. The assessments determined that services for 165
patients should be transferred to the DD program: Department staff indi-
cate that the autistic individuals were transferred from the MD to the DD
program in the current year.
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We requested information from the department identifying the transfer
of the 165 patients between the two programs. Data provided us account
for less than 100 of the patients. The department- also advises that the
population figures in the Governor’s Budget reflect the transfer of the
autistic individuals to the DD hospitals in the current year even though
the funds for the autistic program are reflected in the MD budget in the
current year.

Without specific information identifying detalls of the transfer of autis-
tic patients, it is not possible to analyze current and projected increases
or decreases in the MD and DD hospital population figures. Therefore we
withhold recommendation.

Other Changes Proposed Withotxt Supporting .Justification

We withhold recommendation on the proposed changes related to a
special training program, a paid patient labor program, expansion of the
volunteer program and increased hospital support services pending re-
ceipt and review of additional information.

The Governor’s Budget proposes a number of other changes related to
the state hospitals.

1. $1,260,000 for a special training program to upgrade the technical
skills of clinical and management staffs. The budget indicates that a specif-
ic program in relation to these objectives will be presented to legislative
fiscal subcommittees, presumably during the budget hearings.

2. $183,375 and 3 positions for implementation of a paid patient labor
program reimbursed by the Mental Health Department.

3. $116,064 and nine positions for expansion of the volunteer program
at the state hospltals

4. $128,662 and nine positions for increased hospital support services.

In each case, the department has not provided adequate information to
permit an analysis of the request. Accordingly, we withhold on these
‘proposed changes pending receipt and review of additional information.

Developmental Disabilities Prevention Program

We recommend the deletion of $820,031 from Item 258 (k) for the entire
Developmental Disabilities Prevention Project.

We further recommend that a joint report be submitted by the newly
established Departments of Developmental Services and Health Services
to the Joint Legislative Budget Committee and the appropriate policy and
fiscal subcommittees delineating the roles and responsibilities of the two .
departments in the area of prevention activities by December 1, 1978.

The budget proposes a General Fund expenditure of $820,031 in the
budget year for a project which would expand the identification of and
service to infants who are at risk of becoming developmentally disabled.
The funds are to expand current outreach and prevention programs in
regional centers.

At present, one regional center has established a pilot prevention pro-
gram funded from existing allocations. The department proposes to repli-
cate this project in an additional four regional centers with the proposed
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new funds. However, the Department of Health has not completed its
evaluation of the effectiveness of the existing pilot program. A preliminary
report is scheduled to be completed by June, 1978. The purpose of such
services is to provide nutrition information, genetic counseling, and infor-
mation on birth defects to high risk pregnant women, infant stimulation
for children born with high risk conditions or disabilities, and training for
staff and professionals who come in contact with developmentally dis-
abled individuals.

While we agree with the importance of such services, we are concerned
about expanding these services through the pilot projects. Many programs
within the state Department of Health, Maternal and Child Health Pro-
gram, are already mandated by existing state law to provide prevention
services to the entire population of the state including the types of service
to be provided through the pilot projects. The Governor’s Budget pro-
poses $97.4 million to fund prevention programs in 1978-79 within the
Maternal and Child Health Program. To expand like services through the
regional center system would create a parallel system of service dehvery
causing an overlap and duplication of services provided.

Secondly, the department has not determined the basis for selecting
which four centers would contract for the developmental disabilities pre-
vention program. We believe there has been insufficient planning for any
expansion of the program. Moreover, there has been no completed effec-
tiveness evaluation of the existing pilot prOJect

Existing law mandates that prevention services be provided by numer-
ous programs. Because of the incremental nature in which legislation has
mandated that such services be provided, we are recommending a report
to clarify and delineate the roles and responsibilities of programs provid-
ing prevention services. :

. The report should contain the following:

1) All funds expended on prevention services including types of serv-
ices provided, clients served, and the program and/or programs responsi-
ble for providing the services;

2) A listing and explanation of all existing law mandating preventlon
activities;

3) Recommendations for consolidating prevention activities;

-4) Recommendations for changes in existing law to clearly establish the
roles and responsibilities of programs mandated to provide prevention
services.

Relation of State to Regional Centers

We recommend the new Department of Developmental Serwces sub-
mit a report to the Joint Legislative Budget Committee and the appropri-
ate policy and fiscal subcommittees on the department’s role and
responsibilities in relation to the regional center system by December 1,
1978.

In the past the relationship between the Department of Health and the
reglonal center system has often been characterized by conflict and confu-
sion. A major controversy has been over the lack of uniform management
of the 21 centers and the degree of control the state can exert to require
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management changes. At present, the department is attempting to work
pnmarlly through the Association of Regional Center Agencies (ARCA)
in managing the regional center system.

The new department should report on the progress made in resolving
the controversy with the regional center system. In addition, the depart-
ment should review the entire management system of the regional center
program including the roles of the State Council on Developmental
Disabilities and the area boards on developmental disabilities.

The report should include, but not be limited to, the following issues:

1. The relationship between the department and the Association of
Regional Center Agencies including the role and function of ARCA.
2. A review and evaluation of management practices including the is-
_sues of standardization of accounting systems, expenditures for staff, serv-
ices provided and purchased, and management reporting systems.
3. An evaluation of the effectiveness of the 21 regional centers in pro-
viding services to DD persons.
4. A delineation of the roles and responsibilities between the 13 area
boards and the State Council on Developmental Disabilities.
5. A delineation of the roles and responsibilities between the state coun-
cil and the department and between the area boards and the department,
and any recommended legislation.

Developmental Services and Workshops -

We withhold recommendation on Item 258(m ) for $399,194 General
Fund which would allow the Department of Developmental Services to
purchase case management services from the Department of Rehabilita-
' Hon as a demonstration project, pending recezpt of information on work-
shop proposals.

The Governor’s 1978-79 budget contains a number of proposals related
" to workshop services for persons who are developmentally disabled (DD).:
An expenditure of $399,194 General Fund in Item 258 (m) is proposed for
the Department of Developmental Services to purchase case manage-
ment services from the Department of Rehabilitation as a demonstration
project. The case management services would be provided for approxi-
mately 1,000 regional center clients participating in work activities pro-
grams. In addition, $1.6 million General -Fund  in Item 258(/),
Developmental Services, is proposed as a provider rate increase to imple-
ment an actual cost reimbursement for sheltered workshop services pur-
chased by regional centers.

The budget also proposes $2.5 million General Fund in Item 269 for the
Department of Rehabilitation to fund community workshops and work
activity centers for DD persons. Such funds could only be used for work-
shops serving DD persons who presently do not receive any other state
or federal funds.

‘These requests raise a number of policy issues that must be addressed
before new programs are initiated or existing policies altered. At present,
we do not have sufficient information to analyze the request, and conse-
quently we are unable to make a recommendation.
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For a detailed discussion of Item 258 (m) and related proposals pertaih-
ing to workshop services for the developmentally disabled, see the discus-
sion in Item 269 of this Analysis.

Educational Services for the Developmentally. Disabled

We recomimend that the Departments of Health and Education submit
a joint progress report to the Joint Legislative Budget Committee and the
appropriate policy and fiscal subcommittees by Apn] 1, 1978, on plans for
implementing new laws affecting educational services to be provided for
developmentally disabled clients.

Federal Public Law 94-142 (Education for All Handicapped. Children
Act of 1975) mandates that education services.be provided to all hand-
icapped children. The law significantly alters the nature and scope of
educational services provided developmentally disabled (DD) clients.

The most important provisions of Public Law 94-142 include the follow-
ing:

1. By September 1, 1978, the state must guarantee the right to a free
appropriate educatlon for all handicapped children between the ages of
3 and 18, and, consistent with state law, to all handicapped children
between the ages of 3and 21, by September 1, 1980. A related requirement
is that state and local education agenciés actively locate and identify all
children who have handicaps.

2. A detailed set of procedural safeguards and due process requirements
must be adhered to, including nondiscriminatory testing, parental rights
for: partlclpatlon in the assessment and placement of their children, and
provision of appeals procedures.

3. A written individualized education. program (IEP) must be devel-
oped for each handicapped child. The IEP must be developed jointly by
a qualified representative of the local educational agency, the child’s
teacher, parents or guardian, and the child whenever appropriate.

Chapter 1247, Statutes of 1977, (AB 1250) and Chapter 894, Statutes of
1977, (AB 65) provide for compliance on the part of state and local special
education programs with the new federal requirements under Public Law
94-142. However, state law does not directly address how the Department
of Health should alter the manner in which educatlonal services are pro-
vided to DD clients. -

To implement the legislation as it relates to developmentally disabled
clients, the Department of Health and the Department of Education held
a preliminary meeting in December 1977 to discuss the need to cooperate
and coordinate implementation of the legislation. A task force of people.
from the Department of Health and Department of Education has been
formed and 1is discussing the roles and responsibilities of the Departments
of Health and Education in the identification of clients to be served, fiscal
arrangements, management responsibilities, as well as in other areas. The
primary purpose of the meetings is to establish a working agreement
between the two departments.

We, therefore, recommend that the Departments of Health and Educa-
tion present a joint progress report on the status of their work by April 1,
1978. The report should include information on (1) identifying clients
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- presently unserved and underserved; (2) funding arrangements between
the two departments to provide educational services; (3) and the manage-
ment responsibilities of the two departments.

For further information on this issue, see the discussion on Special Edu-.
cation in the Department of Education section of this analysis.

Provider Rate Increase

We withhold recommenda tzon on $5,863, 439 General Funds proposed as
provider rate increases in Item 258(l) pending resolution of related Items
258(c) (regional centers), 258(i) (intermediate care facilities), 258(m)
(rehabilitation project) and 269 (community workshops).

Provider rate increases of $5,863,439 are composed of the following:

(1) $4,095,679 for a 6 percent cost-of-living adjustment for reglonal cen-
ter operations and providers of service;

(2) $167,760 for a cost-of-living adjustment for the 1ntermed1ate care
facility-developmental disabilities (ICF-DD) rate paid to intermediate
care facilities for the developmentally disabled.

(3) $1.6 million to implement an actual cost reimbursement for shel- -
tered workshop programs up to a maximum reimbursement rate of $200
per month per client not otherwise provided from other public sources.

At present, we are withholding recommendation on the total regional
center budget pending submission of additional information on the new
rates for residential care facilities and caseload and cost projections for the
regional center operations. Thus, we withhold recommendation on a pro-
vider rate increase of $4,095,679 until a determination is made as to the
needed level of funding for regional center operations.

SPECIAL TREATMENT AND ICF-DD PROGRAMS

We withhold recommendation on the funding proposed for the Speczal
Treatment program and the Intermediate Care Facz]ztzes—Deve]opmen-
tally Disabled (ICF-DD) program pendmg submission and review of May
revision of expenditures.

The budget proposes a General F und expenditure in the budget year
of $1,696,000 for the Special Treatment program and $1,100,000 for the
Intermediate Care Facilities for the Developmentally Disabled program
(ICF-DD). The budget also proposes a 6 percent cost increase of $167,760
for both programs which is contained in funds identified for provider rate
increases.

The Spe01al Treatment program, frequently called the “Patch” pro-
gram, provides an additional $4.54 per patient day to skilled nursing facili-
ties for providing a special rehabilitative program for the developmentally
disabled. The $4.54 is paid in addition to approximately $25 per day that
the-facility receives for the basic care of the patient under the Medi-Cal
program. The $4.54 per patient day cost is shared evenly between the
General Fund and federal funds.

There are approximately 2,400 clients in facilities that are certified for
the Special Treatment program. Last year the Legislature added $1.1
million General Fund to the DD item for the ICF-DD program. The



‘Ttems 256-258 ) HEALTH AND WELFARE / 531

ICF-DD program is authorized under federal regulation and when fully
implemented will supercede the existing special treatment programs for
the DD patient. The $1.1 million was added to the budget on the assump-
tion that 1,400 persons not currently in the special treatment program
would be ehglble for the new ICF-DD program.

There have been numerous problems related to the implementation of
the ICF-DD program. As of January 1978; no regulations implementing
the ICF-DD program had been adopted. The December Medi-Cal as-

' sumptions submitted to the Legislature indicated that the ICF-DD pro-
gram was scheduled to be effective April 1, 1978. We now understand that
the effective date will be postponed as a result of other problems relating

to implementation of the regulations. We have also been informed by the
Department of Health that a law change will be required in order to
implement the ICF-DD program.

The Department of Finance has 1nd1cated that the funding for these two
programs will be revised in the May Revision of revenues and expendi-.
tures.

Community Program Development

The budget proposes an expendlture of $1,505,711 for commumty pro- -
gram development and special projects in the budget year. The figure
consists of (1) $905,711 in Item 258 (e) in federal Public Law 94-103 funds
available to develop programs as alternatives to institutionalization of the
developmentally disabled and (2) $600,000 in Item 258(j) for the Program
v ,D'evelopment Fund. As shown in Table 1, there is a 47.2 percent decrease
in federal Public Law 94-103 furids available to community program devel-
opment as the result of a change in the formula used by the federal
government in allocating funds to the state.:

The Program Development Fund was established by Chapter 1369,
Statutes of 1976. It mandated that all parental fees collected by the re-
gional centers be deposited in the Program Development Fund, effective
July 1, 1977. "The purposes of the fund are “to provide resources needed -
to initiate new programs, consistent with the approved priorities for pro-
gram development in the state plan.” The funds shall be allocated by the
Department of Health upon approval of the state council. _

To date, no monies have been allocated from the Program Develop-
ment F und for the 1977-78 fiscal year. The department proposes appoint-
ing an advisory committee for the Program Development Fund to assist
in making decisions on program allocation. - - ’

In addition, Chapter 1372, Statutes of 1976, dlrected the State Depart-
ment of Health to conduct a study of the parental fee schedule and recom-
mend changes to the Legislature by July 1, 1977. The department has not
submitted the study to the Legislature as of mid-January. Regulations have
been drafted by the department and are pending approval by the Depart-
ment of Finance. Once approved, the proposed schedule will be present-
ed in public hearings.

Examples of programs that mlght be funded by the Program Develop-
‘ment Fund include a small group home or an apartment living project.
"The funds normally cover start-up costs of a program such as staff, operat- .
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ing expenses and equipment. The funds are not used to purchase land or
a building.

The legislation also directed our office to review and comment on the
utilization and effectiveness of the Program Development Fund during
annual budget hearings. Because funds have not been allocated and regu-
lations on the parental fee scale have not been adopted, we are not able
to comment on the utilization and effectiveness of the Program Develop-
ment Fund

Public Works Employment Act of 1976—Residential Living Projects

We recornmend that the Departments of Developmental Services and
Rehabilitation submit a report to the Joint Legislative Budget Committee
and the appropriate policy and fiscal subcommittees by January 1, 1979 on
the financial status of the 27 model residential living projects for the
developmenitally disabled funded by Public Works Employment Act Title
I . .

The Department of Health submitted a Section 28 application to the
Department of Finance in December 1977 for Public Works Employment
Act Title IT funds to continue 27 model residential living projects for
developmentally disabled (DD) clients. The projects were initially estab-
lished as alternatives to deinstitutionalization and for reducing inappropri-
ate institutional placement, and were funded from $3.5 million of state:
Mentally Retarded Private Institution (MRPI) funds available for fiscal
year 1975-76. The $3.5 million continued to fund the projects through the
1976-77 fiscal year. '

The Department of Finance approved $1,879,975 Title 1I funds for the
projects of which one-half is for the period from January 1, to June 30, 1978
and the other half is for July 1, 1978 to December 31, 1978 when Title II
funds will expire. Due to late submission of the Section 28 request and
subsequent approval in late December, 1977, the Title II funds are not
reflected in the Governor’s Budget.

The departments of Health and Rehabilitation plan an extensive moni-
toring effort to insure that the residential living programs attempt to
become self-supporting. The departments also plan to provide technical
- assistance to each project to insure quality programs. The Departments of
Rehabilitation and Health believe that these procedures, in conjunction .
with the provision that projects must support 20 percent of the grant
budget with ‘their own funds, will results in an on-going funding base by
December 1978.

We recommend that the Departments of Developmental Services and
Rehabilitation submit a report on the financial status of these prOJects to
the Legislature by January 1, 1979. .

Protective Living Services :

We withhold recommendation pending review of new case]oad stand-
ards.

The Governor’s Budget proposes a General Fund expenditure of
$6,343,969 for Protective Living Services for the 1978-79 fiscal year, which
is $692,800 or 12.3 percent more than is estimated to be spent during the
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. current fiscal year. Total program expenditures, including federal funds,
are proposed to be $9,630,635 which is $504,681, or 5.5 percent more than
is estimated to be expended during the current year. The funds support
the cost of staff of the Continuing Care Services Program (CCSP) which
provides protective living services to the developmentally disabled.

The Continuing Care Services Program serves DD clients in 36 field
offices throughout the state. CCSP provides case management services to
clients in out-of-home care. Placement and follow-up services are also .
provided to persons who have been released from state hospitals or who
‘rmght require state hospital care w1thout CCSP intervention.

Reduction of 46. 5 Positions )

During the current year, projected caseload growth for CCSP did not
materialize to warrant the full current year staffing augmentation ap- -
proved in the Budget Act of 1977. This resulted in a workload adjustment
with a reduction of 46.5 positions in the current year and the budget year.
Asaresult $500,000 was deducted from the budget base in the budget year
for CCSP.

The Department of Health’s Management C_onsultatlon Section is pre-
-paring a report to develop new caseload standards, that is, the appropriate
caseload composition and size for each Psychlatrlc Social Worker (PSW).
The study has attempted to collect information on the followmg

1. A description of the client population.
2. A listing of the tasks and activities of PSWs. :
3. A description of the PSW’s work environment, e.g., resource availa-
bility, other agency relations. -
4. Data detailing the amount of time each activity requires for service
by a PSW.
5. The responsibilities in the commumty of the PSWs.
The department indicates that the current procedure to determine
caseload standards is inadequate. The report was not available in time for
review in the Analysis and we withhold recommendation.

State Council and Area Boards

The budget proposes the expenditure of $1,607, 210 in 1978—79 to support
the area boards on developmental disabilities and the state council with
funds available from federal Public Law 94-103. The amount consists of
$574,004 from Ttem 258(g) for the State Council on Developmental
Disabilities and $1,033,206 million from Item 258 (h) for the area boards as
shown in Table 1.

There is a 12.2 percentage overall decrease in funds available to the
State Council and the area boards as the result of a change in the formula
used by the federal government in allocating Public Law 94-103 funds to
the state.

Under the provisions of Chapter 1365, Statutes of 1976, the State Council
. on Developmental Disabilities shall be: :

1. The official designated agency for the purpose of allocating all federal
funds under Public Law 94-103.

2. Responsible for developing the California Developmental Disabili-
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ties State Plan established by Chapter 1366, Statutes of 1976.

3. Responsible for monitoring and evaluating the implementation of
the state plan ‘and for reviewing and commenting on other plans and
programs in the state affecting persons with developmental disabilities.

As'mandated by Chapter 1366, the state council submitted its first state
plan to the Legislature and the Department of Finance in November 1977.
In addition, the state council is active in reviewing other plans and pro-
grams in the state affecting persons with developmental disabilities. For
instance, the state council contracted with a consulting firm to evaluate
the client assessment system (Operation Pinpoint) developed by the state
Department of Health as required by Chapter 1371, Statutes of 1976.
Chapter 1365 also provides that no more than 25 percent of the Public Law
94-103 funds received by the state in any one year shall be spent by the
state council for its operating costs.

Under the provisions of Chapter 1367, Statutes of 1976, the area boards

on developmental disabilities are responsible for:
" 1. Protecting and advocating the rights of all persons in the area with
developmental disabilities.

2. Conducting public information programs for professional groups and
the general public to eliminate barriers to social integration and employ-
ment, and participation of persons with developmental disabilities in allv
community activities.

3. Reviewing the policies and practices of publicly funded agencies that
serve persons with developmental disabilities to determine if such pro-
grams are meeting their obligations under local, state and federal statute.

Chapter 1367 stipulates that the state council shall allot no more than
45 percent of federal Public Law 94-103 funds in any one year to all area
boards.

Operatmg Expenses and Equnpment

We recommend the deletion of $47,000 General Fund from Item 256 (b)
from the operating expenses and equipment item of the Department of
Developmental Services.

The printed budget has a line item in operating expenses called medlcal
evaluation for $47,000. We are unable to identify what medical evaluations.
are to be performed with the funds. A review of the department’s work
- papers show that the amount was originally identified as unallocated oper-
ating expenses and supporting justification has not been provided.
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Department of Developmental Services
LEGISLATIVE MANDATES

Item 259 from the General

Fund Budget p. 621
Requested 197879 ......ccccoeereeereeeeecesssssssssessssesesissseiasssesssssses ~ $203,021
Estimated 1977—T8........cccummriirmreimnirieresesensnsssssesesessssssressnes NJ/A
Total recommended reducCton .........creinnssisssssssssssssneens $79,583

) : Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page
1. Legislative Mandates. Reduce Item 259 by $79,583. 535

Recommend reduction to correct budgeting errors.

.ANALYSIS AND RECOMMENDATIONS

We recommend a reduction of $79,583 from Item 259, General Fund, to
correct budgeting errors.

The department s proposed budget for Legislative Mandates is $203,021.
In preparing the budget the department made errors in calculating the
amount needed. Its original calculations were based on three chaptered
items: (1) Chapter 954, Statutes of 1973, at $126,011; (2) Chapter 694,

- Statutes of 1975, at $3,010; (3) Chapter 498, Statutes of 1977, at $74,000.

Chapter 954, Statutes of 1973, mandates that a radiation specialist be
present in the same room when all but defined students in a school for
radiological technologists administer diagnostic or therapeutic X-rays on
a human being. Funds for this purpose are budgeted in the Department
of Health Services item. Therefore, the $126,011 budgeted for this chapter
should be deleted from this item.

Chapter 694, Statutes of 1975, grants developmentally disabled persons

- the right to have the court appoint a public defender or attorney to
represent therm during the appointment of a conservator or guardian in
a guardianship hearing. Reimbursement is to be made for the cost of such
legal services if the person is unable to pay the cost. The department
originally budgeted $3,010 for these reimbursement costs, a 6 percent
increase over the $2,840 carry-over balance of 1977-78. The department
should have budgeted the amount required on a base of $46,598 with a 6
percent cost of living increase or $49,438. The funds to support this legisla-
tive mandate should be increased by $46,428.

Chapter 498, Statutes of 1977, requires coroners to perform inquiries and
determine the circumstances, manner and cause of certain specified types
of human deaths whenever a patient dies in a hospital operated by the
Department of Health or a successor agency. The department correctly
budgeted this amount at $74,000. The legislation appropriated $37,000 for
costs incurred from January 1, 1978 to June 30, 1978. The budgeted cost of

$74,000 represents a full year projected funding.
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Health and Welfare Agency
- DEPARTMENT OF MENTAL HEALTH

Items 260—262 from the General

Items 260-262

Fund Budget p. 638
Requested 1978-T79 ..ot sanneenas $477 182,534
Estimated 197T=T8......cccocvmmiiriirrrioreinreenesinnnressnssnssesssssesensnesenens N A
Total recommended reduction ..........ccccvirenicnrcnnee. e $10,000,000
1978-79 FUNDING BY ITEM AND SOURCE
Item Description Fund Amount
260 Department Operation ‘ General | o $6,945,281
261 Mentally Disabled-Judicially Committed General $36,101,582
262 Community Mental Health : General $434,135,671

Total L 477,182,534
) : : Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS page

1. Sfate Hospital Services to Mentally Disabled. Withhold 537
recommendation on proposed funding pending review of

- additional information related to licensing deficiencies.

2. Special Training, Paid Patient Labor, and Applied Research 544

~ Programs at State Hospitals. Withhold recommendation
pending receipt and review of additional information.

3. Local Mental Health. Withhold recommendation on funds 544
proposed for existing local mental health programs and
funds, expansion of programs and proposed new programs
pending receipt of additional information.

4. Faciliies Development. Recommend Item 262 be re- 544
duced by $10 million. Recommend deletion of facilities -
development fund in this item and funding requirements be
included in enabling legislation.

5. State Hospital Services for Judicially Committed. With- 548
hold recommendation on proposed funding pending review -
of additional information related to licensing deficiencies.

6. Community Programs Current Year Funding (Chapter 550
1274, Statutes of 1975). Recommeénd Department of
Health submit a status report by March 15, 1978 identifying
current year source of funding. ,

7. Community Programs Budget Year Funding (Chapter 1274, 551 .
Statutes of 1975). Recommend Department of Health sub-
mit a revised community program budget for 1978-79 by
March 15, 1978.

8. Corrections Transfers. Recommend Department of 551

Health submit information by March 15, 1978 to Joint Legis-
lative Budget Committee explaining increase in number of

corrections transfers.
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9. Department Support.. Withhold recommendation pend- 551
ing receipt of proposed expanded local mental health pro-
gram. '

GENERAL PROGRAM STATEMENT

- California’s basic mental health legislation is embodled in two statutes
known as the Lanterman-Petris-Short and the Short-Doyle Acts. The Lan-
terman-Petris-Short (LLPS) Act, passed in 1967, specifies the legal require-
ments related to review and commitment procedures for mentally
disordered persons who require involuntary treatment. The Short-Doyle
Act, enacted in 1957, provides for the delivery of mental health services
through a state-county partnership.

As a result of Chapter 1252, Statutes of 1977, (SB 363) effectlve July 1,
1978, the new Department of Mental Health will be responsible for carry-
ing out the functions and activities assigned to the existing Departmen‘t
of Health under the LPS and Short-Doyle Acts. Under the provisions of
Chapter 1252, two state hospitals—Metropolitan and Atascadero—that ex-
clusively serve the mentally disabled (MD) will be under the jurisdiction
~ of the new Department of Mental Health. The remaining nine state hospi-
tals will be under the jurisdiction of the Department of Developmental
Services. Budget narrative states that the MD programs at Camarillo,
Napa, Patton and Stockton State Hospitals will receive hospital support
services from the Department of Developmental Services on a contractual

basis and direct program management from the Department of Mental
Health. :

ANALYSIS AND RECOMMENDATIONS

STATE HOSPITAL SERVICES (ltem 262)

We withhold recommendation on the proposed funding for state hospi-
tal services for the mentally disabled pending receipt and review of addi-
tional information related to positions and funds proposed to correct
licensing deficiencies in the current and budget years.

The Governor’s Budget estimates that state hospital expenditures for
the mentally disabled will be $112,550,267 in the current year and
$120,803,919 in the budget year.

Current Year

The Governor’s Budget assumes that the current-year funding of $112,-
550,267 will consist of $108,474,021 from the General Fund and $4,076,246
in Title IT funds for Metropolitan State Hospital. The full amount repre-
sents a $8,933,767 or 8.6 percent, increase above the funding level ap-
proved in the Budget Act of 1977. The General Fund’s share represents
a $4,857,521, or 4.7 percent, increase above the Budget Act level. .

Accordmg to the administration, the 1977—78 increase is based on two
factors: -

1. During calendar year 1977, each of the state hospltals was reviewed
by the licensing division of the Department of Health and found to be out
of compliance with federal Medicaid and state licensing requirements:

2. Staff turnovers at Metropolitan State Hospital durmg October 1977
led to three hospital wards being closed.
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The administration’s dctions in response to these two developments are
summarized in the following paragraphs.

On November 3, 1977, the Director of Finance notified the Legislature
that he was authorizing the Department of Health to spend at a rate that
would require a deficiency appropriation of $7,549,193. The authorization,
granted under Section 28.5 of the Budget Act, was intended to permit the
" department to begin filling 825 new positions at the state hospitals serving
the mentally disabled and developmentally disabled. The letter indicated
that the department would seek the required deficiency appropriation in
January 1978. (The letter further stated that the Department of Health
was continuing to review plans of correction at each state hospital. If
additional funds should be required beyond the funds authorized by the
deficiency, the letter stated that a subsequent amendment would be made
to the Legislature.)

Another Section 28.5 letter was submitted to the Legislature by the
Director of Finance on November 18, 1977. This letter informed the Mem-
bers that authorization had been given for the Department of Finance to
increase the expenditure rate further, so that an additional 234 positions
could be filled and operating expenses and equipment expanded at Metro-
- politan State Hospital. This authorization would require a deficiency ap-
propriation of $4,076,246. :

On November30, the Director of Finance mformed the Joint Legisla-
tive Budget Committee that he was planning to use $4 million in federal
Title II funds, rather than the authority provided by Section 28.5, to in-
crease staff and related expenses at Metropolitan. The notification, which
was required by Section 28 of the Budget Act, requested a waiver of the
30-day waiting period that normally applies. According to the Director,
the need for the additional resources resulted from factors not related to
licensing deficiencies or the loss of Medi-Cal funds.

By letter of December 14, 1977, the acting Chairman of the Joint Leglsla-
tive Budget Committee denied the request for a waiver of the 30-day
waiting period. The request was denied for the following reasons:

- Establishment of the 234 positions 4t Metropolitan appeared to repre-
sent a substantial departure from the policy that all 11 hospitals be staffed
according to the same defined standards.

. The Department of Health was not able to identify how the proposed
stafﬁng increase would relate to the 1973 Staffing Standards approved by
the Legislature.

- It would be difficult for the Legislature to meaningfully review the
proposal to expend $4 million in Title II funds at Metropolitan without
being able to simultaneously review the 825 positions authorized in the
November 3 Section 28.5 letter related to licensing deficiencies.

In the letter, the Chairman informed the Director of Finance that a staff
increase of this magnitude should be considered by the Legislature, and
should not be implemented through a Section 28 letter.

Subsequently, the 4dministration resubmitted its request for a waiver of
the 30-day waiting period in a letter dated January 12, 1978. This letter
stated that $975,049 which was included in initial request had been deleted
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from the revised request because the activities to be supported were
inappropriate for funding under Title II. Asa result a waiver was request-
ed for use of only $3,101,197 in Title Il funds to fund 222 positions at
Metropolitan State Hospital. Finance indicated that the $975,049 would be
included in the deficiency appropriation. At the time this analysis was
prepared, no action had been taken on the revised Section 28 request.

The January 12 letter also indicated that completed surveys of the state
hospitals indicated a need for an additional 1,824 positions (on top of the
825 positions authorized under section 28.5 and the 222 positions requested
for Metropolitan under section 28) to meet identified licensing deficien-
cies. The cost of these positions was estimated to be $14,970,446. In addition
183 positions are proposed for a grand total of 3054. The administration
indicated that the 1,824 positions would not be authorized until a def1c1en-
cy appropriation is passed.

The Governor’s Budget narrative states on page 640 that the Depart-
ment of Health requests an additional 2,820 positions and $23.6 million
(including the 1,824 positions and $14,970,446 mentioned above) in fiscal
year 1977-78 to correct licensing deficiencies in both mental health and
developmental services programs, as well as 234 positions and $4.1 million
to meet special needs at Metropohtan State Hospltal Approximately $4.5
million of the $23.6 million is for state hospltal services for the mentally
disordered.

Budget Year

The 1978-79 state hospltal budget for the mentally disabled mcludes an
increase of $14.7 million for continuation of the positions administratively
authorized in 1977-78, population adjustments, and staff increases neces-
sary to bring staffing up to 94 percent of the 1973 staffing standards. The

- narrative states that as a consequence of the late resolution and logistical
problems in submitting the budget, the complete listing of positions was
not presented in the budget but will be submitted to the Legislature prior
to legislative hearings. The 1978-79 budget also includes $5.3 million to
continue the positions authorized for Metropolitan.

Llcensmg Issue

The issue of state hospital comphance with- federal and state require-
ments for licensure and federal reimbursement is complex.

Prior to the passage of Chapter 1202, Statutes of 1973, (SB 413), state
hospitals did not have to be licensed in order to receive Medi-Cal funds.
Instead, the state hospitals merely had to be certified. Chapter 1202 re-

-quired that the state hospitals be licensed and meet spec1f1ed standards
. that were to be applied to all hospitals.

All eleven state hospitals were licensed by the Department of Health in
1975 and 1976. The department has stated that the licensing was done in
a cursory and perfunctory manner with a survey team of one or two
people. In November 1976, however, the Licensing and Certification Divi-
sion began a comprehensive survey of all the state hospitals. '

In July 1977, a summary report was prepared from the hospital surveys
which documented, for the first time, the full extent of the state hospital
- system’s defic1en01es Material supplied to us by the Department of Health
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states that some individuals within the administration believed the state
hospitals could correct the deficiencies and maintain their certification
status without significant additional resources. However, on June 30, 1977,
the skilled nursing portions of Agnews, Fairview, Napa and Pacific State
Hospitals were decertified. The department states that the decertifica-
tions were based upon conditions present at the time of the comprehen-
sive survey and uncorrected deficiencies in prior surveys.

Difficulties in Analyzing the Request _

Analysis of the administration’s request for 3,054 new positions is com-
plicated by a number of factors, including the following:

Number of Position Classifications. The request is composed of 46 differ-
ent classifications ranging from physicians to beauty operators. Table 1
shows the total number of proposed positions which the department classi-
fies as either clinical or support.

Table 1
SUMMARY OF POSITIONS PROPOSED FOR STATE HOSPITALS
Clinical Support

Physician 1713  Medical records officer........cecrmmmmrennne. 11
Psychologist....... 225  Clerk typist 246.4
Social worker 604  Food administrator .........eersmessrssens 42
Rehabilitation therapist .. 243  Food services supervisor ... : : 25
Teaching assistant ....... 16 Food service assistant ......... 640.4
Vocational counselor... 1 Food production worker ... 9
Vocational instructor.... 16 Patient benefits officer... 1
Audiologist................. . 2 Accounting officer ...... - 1
Speech pathologist..............cccovssen. 28 Personnel assistant..........coevrecrveorenccsnes 2
Dentist 1 Peace officer 5
Dental hygienist............ccococreesermmnn 2 Telephone 0perator.............omcmie: 1
Pharmacist............... s 30 Beauty OpErator ... mseersennssossnss 4
Pharmacy assistant ..ot 2 Wheelchair technician ... . 3
Coordinator of nursing Maintenance worker..........oiverenn. 31

SEIVICES covvvvvnreesssusmssscssessriaasnions 176  Truck driver ) 232
Health services, supervisor . 3614  Laundry worker........orronmmnsnnnes 21
Public health nurse........ccooevrrvennn. 14 Janitor 790.8
Psychiatric nurse . : . Pest control technician..........c..oueereneen. 1

education director ...........cc. 14
Nurse instructor ....... : 11
Nurse anesthetist .............. 25
Nursing officer of the day 6.4
Nursing staff (RN, PT, LVN)..... 360.6
Hospital worker .... 73
Lab technologist.... 16
Xray technologist .. 1
Program director .. 2
Program assistant...... 3
Nursing coordinator 2
Staff services analyst..........cooooooo.one 1

1;196.3 : 1857.8
TOTAI ‘ ‘ ) 3,054.1

This listing was not made available to the Legislature until December
30, 1977. : '
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Absence of Specific Standards. The standards required to.be met by
federal and state licensing authorities are generally broad. '

For example, the skilled nursmg portions of the state hospltal were cited
for:

1. having an insufficient number of nurses employed to provide re-
quired nursing services to meet the total needs of patients and

2. not employmg sufficient housekeeping personnel.-

Regarding nursing services, Section 72323 (a) of Title 22 of the California
Administrative Code states that nursing service personnel shall be em-
ployed in the number and with the qualifications determined by the
department to provide the necessary services for those patients admitted
for care. The department may require a facility to provide additional staff
whenever it determines through a written evaluation of patients and
patient care in the facility that such additional staff are needed to provide
adequate nursmg care and treatment or to provide for the safety of the
patient.

Regarding housekeepmg, Section 72673(d) of Title 22 states that there
shall be sufficient housekeeping personnel to maintain the interior of the
facility in a safe, clean, orderly and attractive manner free from offensive
odors.

In neither instance is a specific numerlcal standard identified in the
regulation. In addition we requested an identification of the standards that
were used by licensing representatives to assess Metropolitan State Hospi-
tal in order to analyze the January 12, 1978 Section 28 letter. The Depart-

“ment responded that the same standards were used to assess Metropolitan
and all other state hospitals. The only variation at each hospital was based
upon the type of license it had and the regulation relating to each license
category. The department’s response states that . . . “these standards,
like most other licensing and certification standards, generally are worded
in phrases such as “adequate”, “sufficient”, or “reasonable”, with the
exception of plant and environmental regulatlons, which tend to be more
numerically specific.”

Application of these broad standards to the state hospitals requires nu-
merous subjective judgments to be made by the staff of the Licensing and
Certification Division. These judgments may or may not conform with
legislative intent.

Conventional Methods of Budgebng Not Used. The process used by
the administration in determining the number and type of positions need-
‘ed at each hospital was unique, and did not utilize conventional methods
of budgeting and planning. Management from the Department of Health
went to each hospital with the licensing personnel—also from the Depart- -
ment of Health—and in effect “negotiated” the number of positions that
would be required for licensing. We have repeatedly asked for the basis
on which the number of positions in each classification at each hospital was
determined. In many instances, the department has not been able to
provide the data, and as a result we have come to the conclusion that there
is none. For example we have asked what criteria, standards or outcome
measures were used to determine that 171.3 physicians were needed
rather than half as many or twice as many. In this case, apparently there
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was no standard used. (Some commonly accepted standards were used in
other classifications such as pharmacists, speech pathologist and laboratory
technologist.)

" Many of the requested positions, particularly the support positions, are
based on the uniqueness of individual hospitals. For instance, the prob-
lems of food service, maintenance, and janitorial service differ from facil-
ity to facility. The largest number of positions proposed for a single
classification is the 790 requested janitors. There appears to be a reason-
able basis for the number of janitors requested. At least a standard was
used which has been applied in other facilities.

In order to test the validity of the process used in determlmng the
significant number of positions requested, we visited two hospitals and
met with department, hospital and licensing staff and rev1eWed the pro-
posal for those specific hospitals.

Information on Staffing Request Not Complete. :

We have had difficulty in obtaining sufficient information necessary to
analyze the request for staffing. In most instances, the problem is that the
department has not had basic justification and supporting documents.
Instead, upon our request, such justification has been prepared and sup-
plied. We have not received answers to a series of questions put to the
Departments of Finance and Health that are necessary for an analysis of
the proposed staffing increases. For example, two important questions
related to the Metropolitan Section 28 request are: 1) How would the
proposed increase for Metropolitan compare to the other five hospitals

“ serving the mentally disabled and 2) What would the revised 1973 staffing
standards percent levels be at the hospitals serving the mentally disor-
dered based on the proposed staff increase. At the time this analysis was
being prepared, the two departments were still in the process of preparing
the requested information.

Other Changes Not Explained

The Governor’s Budget, page 639, states that further state hospital reno-
vation is proposed to correct identified fire and life safety and environ-
mental deficiencies. A reappropriation of $2.7 million is proposed in

. Control Section 10.60 and additional funding of $1.1 million are being
proposed in Item 469. The latter funding is proposed to renovate addition-
al bulldlngs at 'Metropolitan State Hospltal The narrative further states
that “This is required due to a revision in the planned populatlon at this
facility.” On page 619 of the Governor’s Budget, reference is made to the
request for $4.9 million in Item 468 for additional capital outlay funding
to renovate additional buildings at Camarillo State Hospital. The narrative
states that this is required due to a revision in the planned mentally
disabled population at Camarillo.

The Department of Finance advises us that the additional funds would
provide capital outlay improvements to approximately 1,200 mentally dis-
abled beds at the two facilities. The department also advises us that the
population projections and funding for the hospitals serving the mentally
‘disabled have been adjusted to reflect the Administration’s decision to
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maintain higher population levels at Camarillo and Metropolitan than
what the population would have been without such adjustments.

We have not been ableto obtain:

1. rationale and justification for the planned population revisions re-
ferred to in the Governor’s Budget..

2. an explanation of how the planned population revisions for Camarillo
and Metropolitan relate to the “Item 390 plan” which the administration
submitted to the Legislature in May 1977. The Item 390 plan is the Admin-
istration’s plan, prepared pursuant to legisiative mandate, for an orderly
reduction of the state hospital population to approximately 8,000 develop-
mentally disabled-and 3,000 mentally disabled persons by 1985.

3. An explanation of how the $69 million proposed to expand local
mental health services in Item 262 would impact on the state hospital
mentally disabled population.

Status of Our Analysie

We have concluded that a majority of the positions will be needed to
meet the licensing requirements and to regain federal Medicaid certifica-
tion. However, we are not yet able to present a specific recommendation
on all the positions, particularly many of the treatment positions, until we
have received more information on the basis for the request and its rela-
tionship to other standards and mental health programs. We will present
a supplemental analysis on the proposed positions in time for the initial
fiscal committee hearing on the deficiency appropriation for the current
year stafﬁng

It is clear, however, that the department would have difficulty filling
many of the requested positions. Given the interrelationships between
clinical and support positions, any increase must be tightly controlled. For
example, a total of 246 clerk typist positions is proposed as support staff for
such professional positions as physicians, psychologists, social workers, etc.
If the hospitals are going to be able to recruit all the proposed professional
positions, which is doubtful, then the clerical positions will be necessary.
However, some control must be exercised by the Departments of Finance
and Health that the much easier to recruit support staff are not hired until
the professional staff are actually on the job and not just authonzed

Concern Over the Process

We have serious concerns over the administration’s handling of this
matter. These concerns touch on both the process used to establish posi-
tions as well as the standards on which the requests are based.

During the budget hearings on the 1977-78 Budget Bill, the administra-
tion gave no indication to the Legislature or its staff that the state was
confronted with a licensing or decertification problem. In August when
the Legislature returned from the summer recess it was not informed of
a problem even though the deficiencies had been documented in July, the
initial federal decertification of four hospitals had occurred in June and the
Licensing Division of the department had submitted a very severe letter
of hospital.deﬁciencies to departmental management on July 21, 1977.

It wasn’t until after the Legislature recessed in September that notifica-
tion was given that an * emergency > existed and that the administration

2076788 '
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was acting to establish new positions without express approval by the
Legislature. Furthermore, the procedure followed in establishing the
“need” for 3,054 positions is not only unique but dangerous as well. We are
concerned that in the name of “licensing requirements” the Department
of Health is able to establish standards that state hospitals must meet
without the sort of legislative approval embodied in the Program Review
Unit, Nurnber 72 staffing standards adopted by the Legislature in Chapter
72, Statutes of 1977 (SB 18). These standards are commonly referred to as
the 1973 staffing standards. This procedure amounts to a blank check in
the hands of the executive branch to fund whatever some admlmstrators
feel is desirable rather than necessary.

Information Needed on Training, Patient Labor and Research

We withhold recommendation on the proposed changes related to a
special training program, a paid patient labor program, and an applied
research program pending receipt and review of additional information.

The Governor’s Budget proposes a number of other changes related to
state hospitals. They include:

1. $740,000 for a special training program to upgrade the technical skills.
of clinical and management staff. The budget indicates that a specific
program to achieve this objective will be presented to the legislative
budget committees, presumably before hearmgs on the Governor’s
budget commence.

2. $308,772 and five positions for implementation of a pald patient labor
program.

3. $250,000 for an applied research program.

We have not received adequate information to analyze these requests
therefore we withhold recommendation on these proposed changes pend-
ing receipt and review of additional information.

COMMUNITY MENTAL HEALTH (ltem 262)

We withhold recommendation on the funds proposed for existing men-
tal health programs, expansion of existing programs, and proposed new
mental health programs pending receipt and review of additional infor-
mation.

We recommend (1) deletion of the proposed §1 0 million facilities devel-
opment fund and (2) that funding requirements be included in the ena-
bling legislation that will be required to permit the expenditures of state
funds for local program capital improvements.

The budget proposes a 1978-79 expenditure of $434,135,671 for support
of community mental health services. This is $92,738,864, or 27.2 percent,
more than the budget estimates will be expended during the current year.
The funds in this item support local mental health services and the state
hospital services purchased by the local programs. Table 2 compares the
current year funding with the amount proposed in the budget year. Cur-
rent year funds of $4.1 million in federal Public Works. Employment Act,
Title II money for Metropolitan State Hospital is not included in table 2
Table 2 just shows General Fund support
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The budget proposes $69,000,000 for expansion of existing programs,
new undefined programs and local facilities development.

] Tab|_e 2
General Fund Support—Community-Mental Health Program
1977-78. 1978-79 Percent
: Estimated Proposed  increase
State hospital services $108,474,021  $120,803,919
Local mental health agencies : 232,922,786 230,754,230
Six percent cost Of living iNCIEase. .......umcwersicrsracesssrsonss — 13,577,522
Expansion of existing programs . - 29,000,000
New mental health programs — 30,000,000
Facilities development — 10,000,000

$341,396,807  $434,135,671 21.2%

Amount of Base Program

The Governor’s Budget proposes an expend1ture of $230 754,230 for
existing county Short-Doyle programs. In addition, the budget states that
the $42,577,522 identified for expansion of existing services includes a 6
percent cost-of-living increase of $13,577,522. The proposed cost-of-living |
increase would maintain the existing program in 1978-79, and would not
expand existing services. Therefore, the p'roposed support for the existing
level of local mental health services in 1978-79 is $244, 331 752,

Expanded Services ‘

The budget also proposes an expenditure of $29 million for expansion
of existing mental health services and $30 million for development of new
county mental health programs and a wide range of generic services.

The budget states that a portion of the $29 million will be made available
to those counties which have provided more than the required 10 percent
of program costs. The counties will be required to maintain their program
effort at the 1977-78 fiscal year level.

The budget proposes that $20 million of the $29 million be allocated “for
expansion and strengthening of the existing network of services to fill the
special needs of the counties.” These funds are also to beused to provide
the third and final phase of equity funding—the allocation of funds to
counties using the mental health needs index formula which was jointly
developed by the Conference of Local Mental Health Directors and the
- Department of Health

New Funding

The budget proposes to make $30 million available to counties for the
development of new mental health programs and a range of generic
services. On page 639, line 59 the budget states, “In keeping with legisla-
tive intent and interest, services to children’ and youth will be an area of
emphasis, as will patient rights advocacy and programs targeted to men-
tally disordered offenders and mentally disordered jail inmates. Other -
generic services will include coordinated case management, supportive
independent living, activity centers, sheltered workshops, gero-psychiat-
ric centers and patient transportation. Funding for generic services will

be allocated to fill specific needs on a county-by-county basis.”
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The Department of Health has no plan for the expenditure of funds for
either the expanded or new programs. Budget narrative states that addi-
tional details regarding the proposed expenditures will be submitted to
the fiscal committees prior to the start of legislative budget hearings. As
of early February, the department still did not have a plan and we cannot
recommend funds for the expanded and new programs until we see the
plan. In addition, we cannot make a recommendation on the base program
funding level until the Legislature is presented with proposals for the $59
million in expanded and new programs.

Facilities Development

The budget proposes the establishment of a $10 million facilities devel-
opment fund to be made available to counties as grants or loans for pur-
chase or construction of necessary facilities in areas where adequate
facilities do not exist. Existing law precludes expenditures for initial capital
improvements. Budget narrative states that the administration will sup-
port legislation enabling such facilities to be funded.

We believe that funds should not be appropriated in the budget act
absent authorizing legislation. Therefore, we recommend that the $10
nillion be deleted from Item 262. Funds for facilities development should
be reviewed by the appropriate policy committees in addition to the fiscal
committees.

JUDICIALLY COMMITTED (ITEM 261)

Under existing law California operates six hospitals for mentally disor-
dered patients. These patients are grouped into two basic categories (1)
_persons admitted and treated under the provisions of the Lanterman-
Petris-Short and Short-Doyle Acts and (2) persons who are committed by
the courts under various provisions of the Penal Code (PC) and the Wel-
fare and Institutions Code (W&IC). Services for persons who are judicially
committed (JC) are available at all six hospitals, although Atascadero and
Patton State Hospitals serve the majority of such persons. The three pri-
mary categories of court commitments are (1) mentally disordered sex
offenders (MDSO) (Section 6316 and 6326, W&IC), (2) individuals in-
competent to stand trial (Section 1370, PC), and (3) individuals found not
guilty of criminal conduct by reason of insanity (Section 1026, PC).

In addition, the hospitals receive inmates from the Department of Cor-
rections whose treatment could be expedited at a state hospital, and Youth
Authority wards who the Department of Youth Authority determines
could benefit by treatment at a state hospital (Section 1756, W&IC). The
Departments of the Youth Authority and Corrections do not have the sole
authority to transfer wards or inmates to the state hospital system. The law
gives the Department of Health authority to reject anyone whom it be-
lieves it could not handle or treat

Recent Law Changes

" Prior to January 1, 1976, state law required persons found not guilty of
a crime by reason of insanity and mentally disordered sex offenders to be
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committed and treated at state hospitals. Chapter 1274, Statutes of 1975,
(AB 1229) effective January 1, 1976, permitted the court to prescribe local
commitment and outpatient treatment as an alternative ‘to commitment
at a state hospital. It also required the cost of local treatment to be a 100
percent General Fund cost.

‘Chapter 164, Statutes of 1977, (SB 1178) effective July 1, 1977, required
the eourt to determine the maximumn term of commitment for specified
felonies. Under prior law, the court had to set an indeterminate term for
‘an MDSO up to a maximum term established by statute. Chapter 164 also
established a procedure to detain an MDSO beyond his maximum com-
mitment term. A person who suffers from a mental disorder and, as a
result of such mental disorder, is predisposed to the commission of sexual
offenses to such a degree that he presents a serious threat of substantial
harm to the health and safety of others and meets other specified criteria,
may be recommitted for additional one-year periods. .

Population Increase Continues S

' The Governor’s Budget projects continuation of the upward trend in
the JC population. Table 3 shows the éstimated and projected judicially
committed year-end populatlons by legal class for the 1976-77, 1977—78 and
1978-79 fiscal years

Table 3
State Hospitals for the
Judicially Committed Year- End Populatlon
by Legal Class
1976-77, 1977-18 and 1978-79

Estimated Projected Projected

t 6/29/77 6/28/78 6/27/79
Sex offenders . - ‘

(Section 6316, W&IC) : 726 726 718
Not guilty by reason

of Insanity (Section 1026, PC)........ : 562 613 646
Incompetent to-stand . o . _
" trial (Section 1370, PC) _ 20 281 %8s
Department of Corrections :

transfers (Section 2684, PC) SN ; 136 - 180 217
Youth Authority transfers )

(Section 1756, PC) " 54 R 58
Other . % 8 o

Total 1,841 1,941 2,021

Progress Reports Overdue on Leglslatlon Impact

Chapter 1274, Statutes of 1975, required the Director of the Department
of Health to ,eonduct a study in order to compare the cost and duration
of treatment between those patients committed to.state hospitals and
" those patients committed to local facilities or placed on outpatient treat-
ment. The law initially required the report to be submitted to the Legisla-
ture by January 1, 1978. Chapter 691, Statutes of 1977, (AB 1595) amended
the reporting requirements. The eategory efficacy of treatment, including
the effect of treatment on subsequent criminal behavior, was added. The
new law also requires that two progress reports shall be submitted to the
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Legislature on January 15, 1978 -and January 1, 1979, and the final report
of findings shall be submitted July 1, 1979. As of early February the January
15, 1978, progress report had not been submitted.

Chapter 164 permits MDSOs to be recommitted beyond the maximum
commitment term for one-year periods if they meet specified criteria. The
recommitment provisions of the bill are effective only until January 1,
1979. Chapter 164 also requires the Department of Health to report to the
Legislature by January 1, 1978, and again by June 30, 1978, on the number
of recommitment petitions filed, sustained and not sustained and a sum-
mary of the evidence introduced at the trials for extended commitment.
As of early February, the ]anuary 1, 1978, report had not been submitted
to the Legislature.

Proposed 1978-79 Funding

The budget proposes a General Fund appropriation of $36,101,582 for
state hospitals and local programs for mentally disordered persons who are
judicially committed. This is an increase of $3,512,452, or 10.8 percent, over
the amount estimated to be expended during the current year. Services
for such patients are paid 100 percent by the General Fund in contrast to
services to patients through the provisions of the Lanterman-Petris-Short
and Short-Doyle Acts, which are shared on a 90 percent state/10 percent
county basis. Table 4 shows the actual, estimated and proposed support for
the judicially committed for 1976-77, 1977-78 and 1978-79.

Table 4
Judicially Committed Program
State Support
1976-77, 1977-78 and 1978-79

Estimated  FEstimated  Proposed
1976-77 1977-78 1978-79

State operated services . $27,837,276  $32,238,195 $35,536,251
Community programs 253,419 250,935 459,331
Patient tracking 3,460 100,000 106,000
Estimated savings ; ‘ —2,890,047 — —

Total expenditures $25,204,108  $32,589,130  $36,101,582

State Operated Services

We withhold recommendation on the proposed funding for state hospi-
tal services for the judicially committed pending receipt and review of
additional information related to the positions and funds proposed to
correct licensing deficiencies in the current and budget years.

The Governor’s Budget estimates that state hospital expenditures for
the judicially committed will be $32,238,195 in the current year and $35 -
536,251 in the budget year: \

Current Year

The current and budget year situation regarding licensing deficiencies
and state hospitals staffing increases is discussed in more detail under the
state hospltal component of Itermn 262, Local Mental Health
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Community Programs—Parolee Units

We recommend approval. The budget proposes a General Fund ex-
penditure of $459,331 for community programs in the budget year. This
is an increase of $208,396 over the current year estimated expenditure of
$250,935. These funds support staff who provide protective social services
to judicially committed persons who are eligible for parole from a state
hospital. Services provided include assisting the person to obtain employ-
ment or public assistance, housing and other necessary services that will
facilitate the person making a satisfactory adjustment to the community.

The $250,935 current year expenditure supports a parolee unit in south-
ern California consisting of nine positions. The budget proposes establish-
ing a northern California unit consisting of seven pos1t10ns at a cost of
$200,730.

COMMUNITY PROGRAMS—CHAPTER 1274, STATUTES OF 1975 (AB 1229)

Background Program Implementatlon

In the 1977-78 Analysis, we indicated that 1mplementat10n of Chapter
1274, Statutes of 1975 (AB 1229) was slow for a number of reasons. Chapter
1274 permits MDSOs and persons not guilty by reason of insanity to be
treated in the community. A key reason was that a number of counties
declined to implement the program without start-up planning funds from
the state. The law stipulates that the cost of local treatment is a 100 percent
General Fund cost. No appropriation was included in Chapter 1274 be-
cause it was expected that local treatment cost would be offset by savinigs
in the state hospital programs.

The state has required that a plan be submitted and approved before
funds for local treatment programs can be made available. The first county
plan was approved November 1, 1976. County plans have been approved
subject to a number of conditions:

1. The county is expected to reduce its utilization of state hospitals for
this population by a specified number of days.

2. The county agrees to maintain records on persons treated and the
nature and costs of services rendered.

3. The state will periodically review local services for cost effectxveness
and the impact of state hospital utilization.

In the 1976-77 fiscal year, 14 county plans totaling approximately $2 4
million were approved. Actual expenditure data for Chapter 1274 pro-
grams are not yet available as all counties have not submitted their annual
cost reports for the 1976-77 fiscal year. According to the department, only
two counties submitted claims totaling $66,000 for Chapter 1274 programs
during the past year. The department indicates that the reasons for the
low claims appear to be that the counties:

1. May have absorbed the cost of Chapter 1274 patients out of their
regular 90/10 Short-Doyle funding; or

2. Did not claim reimbursement during the year but will identify and
be reimbursed for their actual expenditures based on the 1976-77 year -end
" cost report. '
In the current year, 14 county plans for Chapter 1274 programs. have
* been approved as of 1/17/78. Table 5 shows the approved county plans as
of January 17, 1978,
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Table 5
Approved Chapter 1274 County Plans for Local Treatment of
Judicially Committed Patients
(As of 1/171/78)
1977-78 Fiscal Year

Alameda : $225,489
Fresno . 106,350
Los Angeles : 1,185,820
Orange 90,200
Riverside 162,500
Sacramento 139,500

San Bernardino 69,468 .
San Luis Obispo : 47,100
San Mateo . 48,300
Santa Barbara . 32,850
Santa Clara 120,708
Solano ; © 46,800
Ventura ! . . 63,900
~ Yolo ' 22,080
$2,361,065

Current Year Funding Problems

We recommend that the Department of Hea]tb submit a status report
on community programs (Chapter 1274, Statutes of 1975) which identifies
how such programs will be funded in 1977-78 to the Joint Legislative
Budget Committee, the fiscal subcommittees and the appropnate pobcy
committees by March 15, 1978. :

There is a problem with funding the community treatment programs
in the current year. The Governor’s Budget, page 640, shows a June 29,
1977, estimated population of 1,841 persons and a June 28, 1978 projected
- population of 1,941 persons. Based on these projections, it appears that
counties with approved plans will not be able to demonstrate a reduction
in their county’s day utilization sufficient to fund their local programs.

In response to this problem, the Department of Health has tentatively
earmarked for Chapter 1274 programs, approximately $2.4 million in
Short-Doyle funds appropriated in Item 245 of the Budget Act of 1977 for
local mental health programs. Specifically, the department plans to use
$2.4 million in General Funds appropriated as the state’s 90 percent Gen-
eral Fund share of the cost of local mental health programs in Item 245
to pay for the community programs in Item 244, Judicially Committed,
that are by law, to be a 100 percent General Fund cost.

The diversion of Item 245 Short-Doyle funds to pay for these community
programs is questxonable from a legal standpoint. It appears that the
department is using funds for a purpose other than the purpose for which
such funds were appropriated.

We recommend that the Department of Health submlt a status report
on the community programs to the Joint Legislative Budget Committee,
the fiscal subcommittees and the appropriate policy committees by March
15, 1978 which identifies how such programs will be funded in the current
year.
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Budget Year Funding Unclear

We recommend that the Department of Health submit a revised
budget, including workload assumptions, for Chapter 1274 community
programs, in 1978-79 to the Joint Legislative Budget Commilttee, the fiscal
subcommi'ttees, and the appropriate policy committees by March 15, 1978.

As submitted, the Governor’s Budget does not specifically identify any
funds for Chapter 1274 community treatment programs. That is because
the Governor’s Budget proposes continuation of the present policy of
funding community programs from reductions in a county’s state hospital
utilization.

As the Governor’s Budget projects a shght hospital population increase
in 1978-79 over 1977-78, we believe it is unrealistic to continue to expect
the counties to fund the programs from savings that are not being realized.
Therefore, we recommend that the Department of Health submit a re-

“vised 1978-79 budget, including workload assumptions, for community
programs to the Joint Legislative Budget Committee, the fiscal subcom-
mittees and the appropriate policy committees by March 15, 1978.

Correction Transfers Increasing

We recommend that the Department of Health submzt information to
the Joint Legislative Budget Committee, the fiscal subcommittees and the
appropriate policy committees by March 15, 1978 explaining the increase
In the number of corrections transfers.

Table 3 shows that the number of transfers from the Department of
Corrections was estimated to be 136 on June 29, 1977, and is projected to
be 180 on June 28, 1978 and 217 .on June 27, 1979.

The department was not able to explam why the number of corrections
transfers is increasing so rapidly.

We are concerned about these increases because presently the Depart-
ment of Corrections does not pay for the care of individuals transferred
to the Department of Health. There appears to be little constraint upon
the Department of Corrections regarding the transfer of inmates. Also, if
the increase projected in the Governor’s Budget for transfers from the
Department of Corrections does-not begin to level off or decline, such
increases could have a major impact on long-range projections for capital
outlay planning for state hospitals.

DEPARTMENT OPERATIONS (ITEM 260)

‘We withhold recommendation on Item 260 for support of the Depart-
ment of Mental Health pending the submission of the administration’s
expanded local mental health program.

The Governor’s Budget proposes an expenditure of $6, 945, 281 General
Fund to support the new Department of Mental Health in 1978-79. This
amount cannot be compared to the current year expenditure due to the
reorganization of the Health and Welfare Agency.

" Chapter 1252 of the Statutes of 1977, (SB 363) reorganizes the Health
and Welfare Agency effective July 1, 1978. The reorganization abolishes
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the Department of Health and the Department of Benefit Payments and
consolidates the functions of the State Office of Alcoholism and the Divi-
sion of Substance Abuse of the Department of Health. The employees,
funds and property of these departments are distributed to the Employ-
ment Development Department and to the newly established Depart-
ments of Mental Health, Developmental Services, Social Services, Health
Services, Alcohol and Drug Abuse, and the Office of Statewide Health
Planning and Development. :
. The Department of Mental Health administers the Lanterman-Petns—
“Short Act. It is the goal of the Act to promote, develop, and reimburse
providers for the cost of an array of services that will provide a continuum
of support for persons who are mentally disordered. It is the objective of
the Department that any California resident in need of mental health
services will have access to such services regardless of geographic location
or personal ability to-pay. Emphasis is placed on services to those persons
who because of geographic isolation, ethnic background, or financial res-
trictions have not had traditional mental health services available to them.
The budget proposals for the substantial expansion of the local mental
health programs and for new programs including a local facilities
construction program could substantially alter the administrative capacity
of the mew Department of Mental Health. Prior to making a
recommendation on the departmental support budget, we believe it is
essential to review the new program proposals and evaluate their effect
on the department. We will submit a supplemental analysis of Item 260
after the Legislature receives the administration’s new local program
proposal.

Department of Mental Heaith
- LEGISLATIVE MANDATES

Item 263 from the General

Fund " Budget p. 641
Requested L1978-T9 ...ieeiercrreereerrinencssese s sstsessnaesesinsssnees $283,660
Estimated 19TT=T8.....ccoirreieeeeeinrennieseeresne e sesseseesessnanens 283,660
EStimated 1976=TT ... ecieeeeeereeereeeeeteereeseesssseneaaons b 213,000

Requested increase—None ‘ ' ’

Total recommended reduction ........ccccoueveunnces eebeerneisiensisntsenens None

ANALYSIS AND RECOMMENDATIONS ;

We recommend approval.

This item makes a General Fund appropriation to the State Controller
to reimburse local government agencies for costs mandated by state legis-
lation. The reimbursement is required by Section 2231 of the Revenue and
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 Taxation Code.

This item proposes $283,660 in funds for Chapter 1061, Statutes of 1973
which revised provisions related to the review and subrnission of county
Short-Doyle plans. This is the same amount that is estimated to be expend-
ed during the current fiscal year.

Health and Welfare Agency
EMPLOYMENT DEVELOPMENT DEPARTMENT

Item 264 from the General
Fund, Item 265 from the
EDD Contingent Fund, Item
266 from the Unemployment

Compensation Disability Fund Budget p. 652

Requested 1978-T9 ... eeecteienesersesessnnsssessesiessinsenanens $46,537,833
Estimated FOTT-T8......cccccimmerieneinineetsieressesssssrsnsssesaionnes ‘44 537,209
S ACHIAL L9TE—TT ...t esessasssessesaessssassiesees 35,834,652
Requested increase $2,000 624 (4 5 percent) L o .
Total recommended reductlon ................................................... . $2,300,000
1978-79 FUNDING BY ITEM AND SOURCE
‘Item Description Fund Amount
264 Employment. Development . Depart- - General . . —
ment :
264(a) - Work Incentive Program (WIN) $4,426,900
264(b) . Service Center Program 4,567,081
264(c) Office of Economic Opportunity 155,500
264(d) - Migrant Services Program 3,993,166
264(e)  Job Agents Program 1,840,413
264(f) Youth Employment and Development 2,500,000
Total Item 264 ~ ‘ o $17,483,060
265 Pro Rata Charges EDD Contingent 2,048,825
266 Support DI Operations Unemployment Compensa- 27,005,948 -
tion Disability :
“Total $46,537,833
. Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS | page
-1. Employment Services. Augment Item 264 by $200,000. = 557
. Recommend funding of pilot projects to serve special
applicant groups.
2. Work Incentive (WIN). Recommend review during 559
" budget hearings by Departmerits of Employment Devel-
opment and Benefit Payments regarding welfare grant
. reductions. : o »
3. State Cal-ETA Ofﬁce Recommend report by State Cal- 562

ETA Office regarding state’s role in developing and im-
plementing coordinated state manpower services..
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- 4. Public Works Employment Act. Recommend modifica- 566
tion of allocation process to provide early leglslatlve re-
view of proposed PWEA projects.

5. Current Population Survey. Recommend allocation of 567
PWEA funds for one-year expanded current population
survey.

. Unemployment Insurance. Recommend legislation pro- 569

viding a comprehensive reform of the Ul program.

Migrant Services. Withhold recommendation on Item 573

264 (d) pending policy review during budget hearings.

Migrant Rental Income. Recommend all rental iicome 574

be shown in Governor’s Budget as revenue to program.

. Migrant Day Care Centers. 'Recommend review during . 575

. ‘budget hearings of needs for rehabilitation of migrant day
care centers. . : « : '
10. State Economic Opportumty Office. Withhold recom- 577
mendation on 45.6 positions pending review during budget .
hearings of the use of exempt positions.

11. Youth Employment and Development. Reduce Item 264 578
by $2.5 million. Recommend deletion of additional sup-
port for Youth Employment and Development programs.

© ® u o

GENERAL PROGRAM STATEMENT

The Employment Development Department (EDD) is responsible for
assisting job-ready individuals to find available employment, providing
qualified job applicants to employers, assisting potentially employable
persons to become job ready, providing comprehensive statewide and
local manpower planning, and making unemployment and disability in-

“surance payments. The department has additional responsibility for super-
vising two semi-independent programs, the State Economic Opportunity
Office and the Office of Migrant Services, the latter being responsible for
overseeing the state-operated Migrant Housing and Child Care Center
program. -

Chapter 1252, Statutes of 1977, transferred, effective July 1, 1978, the
Employment Tax function from the Department of Benefit Payments to
EDD. This function involves the tax collection activity for three state
payroll taxes and the redetermination computation of unemployment in-
surance and disability insurance disputed benefit payments. ,

The department acts under the authority of the Wagner-Peyser Act, the
Comprehensive Employment and Training Act of 1973, the Social Security
"Act, Community Services Act of 1974, the State Employment Develop-
ment Act of 1973 and several related statutes and administrative orders.

ANALYSIS AND RECOMMENDATIONS

We recommend approval of Items 264(a), (b), (c), (e) and (f) and
ITtems 265 and 266 as budgeted.

The proposed state appropriations to support the Employment Devel-
opment Department in fiscal year 1978-79 total $46,537,833, an increase of
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$2,000,624, or 4.5 percent, over the current year estimated expenditures.
The state support consists of $17,483,060 from the General Fund in Item
264, $2,048,825 in Item 265 from the EDD Contingent Fund and $27,005,-
948 in Itern 266 from the Unemployment Compensation Disability Fund.

The total proposed budget, including federal funds, is approximately
$2.45 billion. This is a decrease of $146.3 million, or 5.6 percent from
estimated expenditures in the current year. The largest part of the de-
crease results from a: reduction in Public Works Employment Act
(PWEA) funds of $92.3 million. Unless Congress extends the PWEA pro-
gram, additional funds will not be available after the third quarter of 1978.
The Unemployment Insurance program expenditures are expected to be
down about $85.6 million. (However, this projection does not reflect the
extended coverage under Chapter 2, Statutes of 1978, (AB 644) which
mandates UI coverage for state intermittent workers, local government
employees and domestics. It is expected to increase disbursements from
the Unemployment Fund by approximately $71 million annually when the
coverage is in full effect.) There is also an anticipated deecrease of $15.5
million in the Balance-of-State employment and training funds under the
Compréhensive Employment and Training Act of 1973 (CETA). 1a con-
trast to the decreases, the Disability Insurance costs are expected to in-
crease by an estimated $22 million which is part of the historical growth
trend of that program due primarily to the mcreased level of benefits
initiated by legislation.

The cost increases involving state funds approprlated in the Budget Bill
are generally nominal and relate to normal price and merit salary in-
creases with the exception of the Migrant Services program and the Cah- ,
fornia Youth Employment and Development program.

The Migrant Services program shows an increase of $450,484 whlch is
12.7 'percent above the current year estimated expenditures. This
proposed increase of General Fund expenditures would replace the ex-
pected reduction in federal funds for rehabilitation of housing. The Youth
Employment and Development program is new .in the. current year.
Chapter 678, Statutes:of 1977, appropriated $5 million for the program.
The department expects a $2.5 million savings which will be carried over
into the budget year and proposes an additional $2.5 million appropriation
for the budget year. A non-General Fund item, the Disability Insurance
administrative cost, will increase by a proposed $1,382,052, or 5.4 percent.
Table 1 compares expend1tures by program for ﬁscal year 1977-78 and
'1978-79. A

EMPLOYMENT SERVICES PROGRAM

This program provides a labor exchange for employers and job-ready
applicants. The goal is to reduce, to the extent possible, the length of time
that employers’ jobs go unfilled and job-ready applicants are unemployed.
The elements of the program are applicant assessment, job placement and
indirect services. Indirect services includes labor market information serv-
ices, employer and union services, community .services, management,
supervisory and technical services, and career development training.

~ The Employment Services program is funded through a federal grant
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Table 1

Employment Development Department
Gross Expenditures by Program

Items 264-266

Program Estimated Proposed.

‘ i 1977-78 1978-79
Employment Services Program $67,558,624 $68,954,034
Food Stamp Program ., 2,820,677 2,892,302
Work Incentive (WIN) and Related Services .............ccooon. 46,580,919 48,364,504
Service Center Program 4,441,958 4,567,081
Job Agent Program 1,804,771 1,840,413
California Employment and Training Advisory Council....... 37,828,654 - 36,989,718
‘Balance-of-State Programs 51,837,966 36,290,981
Comprehensive Employment and Training Program .......... . 16,680,334 15,276,049
Public Works Employment Act of 1976 (Title II) ................... 115,054,399 22,741 847
Unemployment Insurance Program 1,772,149,358 1,686,552,381
Disability Insurance Benefit Payments ..................oveusmecensrereas 455,886,269 477,925,920
Classified School Employees — 12,398,226
Migrant Services Office 6,942,494 - 4,503,166
State Economic Opportunity Office (SEOO) ....cconeenrcermecmarnns 7,637,940 9,093,484
Youth Employment and Development Act of 1977 ........ccoocn. \ 2,500,000 5,000,000
Personal Income Tax (PIT) — 9,325,633
Contract Services 2,526,989 589,059
Administrative, Staff and Technical Services ........ccurmmmronens (18,738,308) (20,433,842)
Legislative Mandates - 1,839,000
Transfer of Contingent Fund Surplus Funds ......ccoeo.ivvvecvminnnnans 4,908,009 5,706,190
TOTALS, PROGRAMS $2,597,159,361 $2,450,849,988

of which about 15 percent is from federal general revenues and 85 percent
from the federal unemployment insurance taxes levied on employers. The
1978-79 budget proposes $68,954,034 for employment services. This is an
increase of $1,395,410 (2.0%) over the current year.

The department has recently completed a two-year program to revital-
ize employment services, which has resulted in improvements. For exam-
ple, placements that last for 150 days or more increased by 24 percent
reaching 243,919 in fiscal year 1976-77 as compared with 196,595 in 1975-
76. Also the number of placements receiving wages of $3.50 an hour or
more rose to 155,158, an increase of 60,722 or 64 percent.

However, one disturbing statistic has not changed. In 1975-76, 620,446
ES applicants, 34.1 percent of all applicants, were inactivated from the
files without receiving any services. In 1976-77, this percentage remained
virtually unchanged at 34 percent (670,031 persons). Table 2 compares the
nuimber and percentage of applicants inactivated with or without any
service.

) Table 2
Inactivated Applicants With/Without Service
' Percent
) 1975-76 1976-77 Increase Increase
Applicants available ........ooeerrcrecrnrecnnnnnnns 1,820,262 1,968,493 148,231 8.1%
Inactivated with service...........oronienniinn 714,898 - 802,364 87,466 122
Percent of total . 39.3% 40.8% N/A N/A
Inactivated with 1o service.....oomrnncrne 620,446 670,031 49,585 80
Percent of total » 34.1% 34.0% - N/A N/A
Remaining Active 484918 496,008 . 11,180 2.3
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Special Projects

‘We recommend that a new budget Subitem 264(g) be created in tbe
‘amount of $200,000 to fund special projects designed to test the feasibility
ofincreasing employment services to special app]zcant groups of displaced
homemakers and unemployed professionals. :
The fact that a large segment of the total applicant group still is inac-
tivated with no service suggests that there are segments of the applicant
" population that are not provided with needed services resulting in job
placements. We recommend that the state provide project funds for test-,
ing methods of providing services to special applicant groups.

Experience Unlimited. Among the applicant groups that are not well
served are the professional, technical and managerial applicants for em-
ployment services. Many of these applicants receive their -assistance
- through a self-help group, Experience Unlimited (EU), which receives
office space and mailing privileges through the department. Based on
interviews with persons associated with EU, we understand that a majority
of those receiving help are older workers who had been employed for long
periods of time prior to their unemployment and have. had little recent
experience in job seeking. Many of these workers have been displaced
from their jobs by changing labor market conditions and need help in
finding new ways to use their job skills effectively. EU was born out of such
a change in the early 1970s when the aerospace industry was severely cut
back in California.

Until recently there were 10 chapters of EU statewide. During 1977 the
chapters in San Luis Obispo, Los Angeles and Long Beach closed appar-
ently because of a lack of continuity in program leadership which changes
frequently as volunteers become employed. We believe that this program
offers a vehicle to establish a meaningful service to the professional and
semi-professional unemployed. We recommend that state funding be pro-
vided on a omne-time basis for a coordinating officer in the central office
and staff liaison in three of the existing EU chapters in order to see if better
service to unemployed professional persons will result with state assist-
ance. The project staff should (1) collect and analyze data on the total
costs of the program and the. effectiveness of the program, (2) seek to
develop more employer contacts for the professional, technical and
managerial classes, (3) seek to identify and classify the types of skills of
volunteers to the program along with characteristics of the volunteers and
{4) determine through the course of the project whether the department
could and should provide more services to unemployed professional and
semi-professional workers than it currently does. The department should
submit a preliminary report on the project to the Legislature in December
1978, and a final report on or before September 30, 1979. We recommend
that budget Item 264 be augmented by $110,000 for these purposes.

Services for Displaced Homemakers. We also recommend funding for
increased staff to provide employment-related services to displaced
homemakers through the Older Worker Consultant program. Chapter
1063, Statutes of 1977, established a displaced homemakers’ center in Ala-

, meda County for the period January 1, 1976 to January 1, 1978. Subsequent
legislation extended the provisions for the center to ]anuary 1, 1979. In
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addition, Chapter 754, Statutes of 1977, established a second displaced
homemakers’ center in Los Angeles County for a two-year period begin-
ning January 1, 1978. Enabling legislation appropriated funds for establish-
. ing the centers but did not includeé funds for the state administrative costs
of either project. Funds appropriated from separate legislation are reflect-
ed in Item 33, support for Secretary of Health and Welfare.

Legislation permitted the Secretary for Health and Welfare to delegate
authority for administering these projects to any department within the
- agency. For the first two years of the Alameda County project, the secre-
tary chose to retain administrative authority. However, on December 5,
1977, the secretary delegated authority for the Alameda County project to
the Director of the Employment Development Department and delegat-
ed authority for the Los Angeles County project to EDD effective January
1, 1978,

, Chapter 1063 mandates the Alameda County center to provide job
tralnmg, job counseling, job placement, health care, educational pro-
grams, money management courses, and outreach and information and
referral. Currently, the Alameda Center provides limited job counseling.

Analyst’s Report. In accordance with the provisions of Chapter 1063,
our office submitted a report to the Legislature in January 1978, which
evaluated the effectiveness of the Alameda County center. In that report,
we conclude that the center has had little significant impact and that the
establishment of specialized centers leads to inefficient duplication of
employment-related services. As a result, we recommend that legislation
be passed to terminate the Alameda County center and to eliminate provi-
sions for the establishment of the Los Angeles County center.

In our report, we also conclude that there is a need for the state to
improve pre-employment and employment services available to displaced
homemakers, but recommend that the center’s activities be merged with
ongoing state programs, such as the Older Worker Consultant program in
EDD.

Older Worker Consultant Program. Court action recently directed
EDD to reinstitute employment services to older workers through the use
* of older worker consultants located in each EDD office. The older worker
consultant program was quite effective during the middle and late 1960s
in locating jobs for and placement of older workers. In recent years the
effectiveness of the program has greatly diminished. However, we believe
reconstitution of the program offers a viable means of providing employ-
ment-related services to displaced homemakers.

In order to improve services provided to displaced homemakers
through the Older Worker Consultant program, we recommend the fund-
ing of one professional position and related operating expenses and equip-
ment at each of three EDD offices. These positions would be used to
improve outreach to displaced homemakers, conduct intake, provide job
information and referral, and develop and present a series of two to three
workshops focusing on preparation for entry or reentry into the job mar-
ket. We recommend that Item 264 be augmented by $90,000 to increase
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staff at three EDD offices on a one-year basis ending June 30, 1979 for these
purposes.

We further recommend that the Employment Development Depart-
ment submit an interim report to the Joint Legislative Budget Committee
and the policy and fiscal committees in December 1978 which describes
the activities of older worker consultants assigned to work with displaced
homemakers and identifies the number of. displaced homemakers par-
ticipating in intake and workshops, the number of job placements, and the
number of referrals made to other agencies. A final report should be
submitted by September 30, 1979.

. FOOD STAMP PROGRAM

All potentnally employable applicants for food stamps are required to
register for employment with EDD. To remain eligible for food stamps,
registrants must accept referral to appropriate job openings.

This program is fully funded by the federal government. The 1978-79
budget of $2,892,302 is an increase of $71,625, or 2.5 percent. This will

"provide for 134 position equivalents.

WORK INCENTIVE (WIN)

The Work Incentlve {WIN) program is designed to provide employ-
ment and training services to the employable recipients of the Aid to
 Families with Dependent Children (AFDC) program. With specified ex-
ceptions, employable members of AFDC families must register for the
WIN program with EDD to remain eligible for aid. ’

The WIN program is funded by 90 percent federal funds and 10 percent
General Fund money. A total of $48,364,504 is proposed for the program
‘in fiscal year 1978-79. The General Fund portion is $4,426,900 which is an
increase of only $7,323 or 0.2 of one percent over the current year.

" Annual Report

A draft of the ninth annual report to the Leglslature which is to be
submitted in February 1978 states that for the second year in a row the
WIN program exceeded the federally established goals for both the num-
ber of participants entering employment and the amount of welfare grant
savings which resulted. Table 3 compares accomplishments with goals for
fiscal year 1976—77 '

Table 3

WIN Goals and Accomplishments
Fiscal Year 1976-77

Goal . Actual % of Goal .

Entered Employment 35,000 39,178 112%
Total Retained 30 Days or More ...................................... o 28,000 31,225 112%
Retention Rate 80% 82%

Annualized Welfare Grant Reduction $34,348,020 $54,564,454 159%

Welfare Grant Reductions ‘ ‘

We recommend that the Departments of Employment Development
and Benefit Payments jointly report to the fiscal subcommittees during
budget hearings on the feasibility of developing an alternative method for
measuring welfare grant reductions.
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The federal WIN office uses the state Welfare Grant Reductions (WGR)
reports (among several other factors) to determine each state’s allocation
of WIN funding. In California the WGR report is compiled by the Depart-
ment of Benefit Payments on the basis of reports received from the county
~ welfare departments. A number of the counties are submitting incom-
plete reports resulting in a significant under-reporting for California.

Although the state’s WGR for 1976-77 was greater than had been target-
ed, its proportionate increase was less than the increase for other states
resulting in a fiscal disadvantage to the state. The Department of Benefit
Payments (DBP) estimates that California’s allocation would have been
increased by at least $2 million if a more accurate WGR were used.

The Department of Benefit Payments is currently preparing a report
which will identify ways to coordinate and streamline the existing report-
ing procedures. In addition, the Department of Labor has made federal
funds available to the state for assisting selected counties in implementing
an automated reporting system.

Based on our experience in observing the planning and installation of
automated  systems, these efforts may take several years to complete.
There are some indications from EDD that in the interim an alternative
formula for more accurately computing the WGR could be developed
using components already being collected as part of the WIN reporting
system. There are differences of opinion between EDD and DBP as to
whether a method can be developed that will be approved by the federal
WIN office: We recommend a joint report before the fiscal subcommittees
for the purpose of assuring that California’s WIN allocatlon be as favorable
as possible.

SERVICE CENTER PROGRAM

There are eight service centers located in San Francisco, Blchmond
Avalon district of Los Angeles, south central Los Angeles, east Los Ange-
les, San Diego, east Fresno and west Fresno. The Service Center program,
administered through these eight centers, seeks to facilitate the more
effective coordination, development and improvement of employment-
related services to residents in the poverty areas in which the centers are
located. The goal of the program is to assist the clients of the centers to
reach their full potential of economic self-sufficiency.

The prograim budget request in Subitem 264 (b) for 1978-79 is $4,567,081
which is an increase of $125,123, or 2.8 percent, over the amount estimated
to be expended during the current year. The program is totally supported
from the state General Fund. We recommend approval.

Program Radeslgn Completed

In December 1977, the department submitted a report on the rede-
signed service center program to the Legislature. The report indicates
that the department has successfully established a viable program that is
removing barriers to employment and successfully placing the economi-
cally and/or socially disadvantaged persons it serves.
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The department has established a clearly defined separate program
with 158 positions operating out of the eight service centers. Approximate-
ly 83 of these positions provide direct employment-related services to a
specific caseload of clients. Service center clients are certified as being
disadvantaged and hard-to-place persons in need of services beyond the
normal employment services offered in other EDD offices. Each service
center also offers the federally-funded services available in other EDD
offices.

For the ongoing administration of the program, the department has
established a separate reporting system which is regularly monitored and
evaluated. Evaluations are based on two primary outputs, removal of
barriers to ernployment and successful closures. For a case to be classified
as a successful closure, the client must have been placed in a job by the
program and must have remained employed for at least 30 days. Program
goals for fiscal year 1978-79 include the successful closure of 5,228 cases.

JOB AGENT PROGRAM

The Job Agent program is designed to provide job placement and em-
ployability-related supportive services to economically disadvantaged
persons who live within defined economically disadvantaged areas. There
are currently 58 job. agents located in 37 employment offices or service
centers.

The budget proposes a General Fund appropriation in Subitem 264 (e)
of $1,840,413 which is a slight increase of $35,642 or 2.0 percent over the
current year expenditure. The proposed budget would continue support
for 58 Job Agent positions plus thirteen supportive staff. In addition, case
service funds of about $110,000 would be available to assist clients in emer-
gency financial matters related to removal of barriers to employment. We

- recommend approval of the budgeted amount.

CALIFORNIA EMPLOYMENT AND TRAINING ADVISORY COUNCIL
AND OFFICE

The California Employment and Training Advisory Council and Ofﬁce
(Cal-ETA) are fully funded by federal grants and reimbursements. The
budget projection for 1978-79 of $36,989,718 is a decrease of $838,936, or
2.2 percent, from the amount estimated to be expended during the cur-
rent fiscal year.
~ The Cal-ETA Office, which administers the program, serves as staff to
the council. It also administers the State Manpower Services Grant (SMS)
which is designated to increase coordination and effectiveness of state-
wide employment and training programs. The office also administers the
Governor’s grant for vocational education services.

In addition to these three primary functions, the office coordmates the
Public Service Employment programs (PSE) of various state agencies
which are funded through CETA prime sponsors. The office estimates
approximately $16 million expenditures for the Public Service Employ-
ment program in both the current year and the budget year. Finally, the
office this year has been given the responsibility of administering a Youth
Employment and Demonstration Project federal grant. The state re-
ceived a one-year grant of $4,360,599, of which $1,587,721 is anticipated to
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be spent in the current state fiscal year, with the remaining amount
carried over into the first quarter of fiscal year 1978-79. Table 4 shows the
program elements administered by the Cal-ETA Office.

Table 4
California Employment and Training Advisory Office
Element 1977-78 1978-79
Governor’s Grant—Administration $1,652,322 - $1,487,090 -
Governor’s Grant—State Manpower Services .........cvrivmmmnis 7,881,605 7,045,445
Governor’s Grant—Vocational Educahon ........................................ 10,327,006 9,294,305
State Public Service Employment 16,380,000 16,390,000
Title III—Youth Employment and Demonstration Project ........ 1,587,721 2,772,878

Totals...... v $37,828,654 $36,989,718

Statewide Planning and Coordination

We recornmend that the State Cal-ETA Office submit a report to the
Joint Legislative Budget Committee by December 1, 1978 identifying
methods and recommendations for coordinating state manpower services
and employment-related economic development programs.

The Cal-ETA Council and Office was created by state legislation with
the purpose of planning and coordinating employment and training pro- -
grams throughout the state. The Federal CETA Act provides funds for a
council and staff with monitoring, coordinating and planning responsibili-
ties similar to those mandated by state statute.

The CETA Act provides that employment ‘and trammg programs shall
be locally planned and administered through local “prime sponsors.” Any
county or city with a population of 100,000 or more can qualify to become
a prime sponsor. There are 37 prime sponsors in California including the
state, which acts as a prime sponsor for the remainder of the areas in the
state not covered by local prime sponsors. Table 5 shows the total amount
of CETA funds allocated to California since the inception of the program.

Table 5
CETA Allocations to California
Federal
Transitional
- 1974-75 1975-76 1976-77 Quarter 1977-78 -
Title I ooveisicennienee None® $158,723,409  $167,296,764  $39,964,946 $187,007,301
Title I - $64,769,414 57,807,788 225,808,525 b 13,980,738 193,687,172
Title VI ...... N/A 131,408,923 204,878,918 None - 820,967,836 ¢
Summer jobs None® = 44,375,404 52,768,554 None 60,807 651
FY Totals ..o $64769.414 - $303315524  $650,752761  $53945.684  $1,262,469,960

Grand Total , : $2,425,253,343

2 Funded under MDTA authorities.

b Includes $66,969,285 regular and $158,839,230 supplemental.

¢ Includes fiscal years 1977-78 and 1978-79 allocations.

Note: Does not include planning grants for Youth Employment and Demonstration PrOJects Act, mi-
grant and Indian programs, and job corps.

Source: ;: Department of Labor/ETA, 9/30/77.
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In the current fiscal year the state received $1.26 billion in CETA funds.
The Cal-ET A Office is responsible for reviewing the plans of prime spon-
sors and the plans of state agencies that have entered into agreements
- with prime sponsors for employment and tralmng services. v

Although this role has been stated clearly in. both federal and state
legislation, the office has failed to achieve any measure of statewide coor-
dination through its efforts. We believe that it is essential that California
establish a strong planning, coordinating and monitoring system designed
to meet the unemployment problems facing the population of the state.
State economists and employment experts have recently declared that
California can expect to have an unemployment rate of 7 percent or better
for “years to come”. Even when the unemployment levels are reduced to
a more acceptable range, there are groups of workers such as youths,
minorities, and older workers who still find it difficult to penetrate the job
market. Special employment and training programs should be developed
to meet the needs of these target population groups.

In our 1977-78 Analysis, we listed the items which we believe must be
considered by the office in fulfilling its role: (1) the integration of educa-
tion programs with future labor market needs, (2) the effects of linking
employment and training programs with economic development pro-

- grams, (3) the possibility of encouraging jobs in the private sector through
business stimulation efforts (such as fact-finding and information-dispens-
ing activities), (4) the environmental impact of job creation efforts and
the job creation impact of environmental protection and energy saving:
programs, (5) the effectiveness of some of the more popular categorical
manpower programs including public service employment, on-the-job
training, welfare work programs, unemployment insurance claimant job
search efforts, EDD employment services, institutional training programs,
(6) the identification of the kinds of programs which are working or-need.
to be developed to assist special target populations to penetrate the em-
ployment market, (7) the potential effect on unemployment which might
be achieved through concentration of efforts to stimulate development of
labor intensive industries, and (8) the positive and/or negative influence
on the labor force and the job market created by income supportive

‘programs such as unemployment insurance, Aid to Families with Depend-
ent Children, food stamps, Medi-Cal, etc.

Policy Vacuum.. The present Cal-ETA Council and Ofﬁce have not,
evidenced eonsideration of many of these issues. Instead, most of the
efforts have been concentrated on the disbursement of the Governor’s
CETA discretionary funds. Until recently these funds appear to have been.
granted in a policy vacuum. Programs have been funded for one year as
demonstration projects. However, no mechanism has been established to
evaluate the projects to determine if or to what degree they are effective

- in alleviating California’s unemployment problems. Furthermore, there.
hasbeen no system implemented to continue those programs which might
prove to be worthwhile.

In addition, major policy decmons concermng job opportun1t1es are
made at different levels of government within the state—often without
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adequate coordination. Local prime sponsors generally have the lead in
employment and training programs, while the state government has the
lead in economic development programs. In order for employment and
training programs to alleviate labor market problems facing California,
these activities must be coordinated with each other, and with economic
development programs that share a common objective. This, in turn,.
requires the Cal-ETA Office to play a more active role in providing leader-
ship to California’s employment and training providers. To strengthen
that role, we recommend that the office submit a report to the Joint
Legislative Budget Committee by December 1, 1978 identifying: (1) em-
ployment and training resources in the state in terms of program dollar
amounts available, targeted populations, program impacts or overlapping

- efforts, (2) objectlves for California employment and training programs,
(3) working strategies for achieving a maximum impact by the use of
available resources and (4) methods for developing a statewide coordina-
tion of employment and training programs and employment-related eco-
nomic development programs.

BALANCE OF STATE PROGRAMS

The purpose of the Comprehensive Employment and Tralmng Act of
1973 (CETA) was to decategorize the numerous employment and training
programs that had previously been established and to make manpower
programs more responsive to local labor market conditions. Under the act,
block grants are now made to 36 local government prime sponsors in
California and to the state government serving as prime sponsor for the
29 “balance-of-state” counties which are too small to qualify as prime
sponsors. Prime sponsors are units of general local government with popu-
lations of 100,000 or more. They:may also be a combination of units of local
government which join together as a consortium as long as one of the

“members of the combination has a population of 100,000 or more.

The CETA Balance-of-State (CBOS) office serving as this state’s prime
sponsor administers the program through local planning councils in each
of the 29 counties. The CBOS expects to receive funds totaling $36,290,981
during fiscal year 1978-79. This is an anticipated decrease of over $15.5
million from the current year. Most of the reduction comes in Title VI of
the CETA Act, which funds the antirecessionary public service employ-
ment-program. (However, the president’s. revised budget proposal for
fiscal year 1978-79 increases the national outlay. for public service employ-

_ ment by $4.5 billion over the January estimates.) v
The funds that are granted to the prime sponsors may be used to finance
the development and creation of job opportunities and to fund training, -
education and other related services designed to enable individuals to
secure and retain employment commensurate with their maximum po-
tential. Title I of CETA provides for a broad range of employment and
training activities. Title II provides for public service employment with an
- emphasis on transition from subsidized to unsubsidized employment. Title
HI provides for a number of so-called national programs, including sum-
mer employment programs for economically disadvantaged youth. Title
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VI, which was added as an emergency measure in- 1974, provided for
massive public service employment during the last recession. Title VI was
recently extended and eligibility standards were modified to serve more
of the disadvantaged unemployed.

Added to the budget in the current year and proposed again in the
budget year is $2.4 million from Title III, Youth Employment and Demon-
stration Projects, which is designed to have long-term impact on structural
unemployment problems of youth 16 to 19 years of age.

COMPREHENSIVE EMPLOYMENT AND TRAINING PROGRAM

Under the Comprehensive Ernployment and Training Act (CETA) of
1973, employment and training programs are locally administered
through prime sponsors whlch‘contract with community based organiza-
tions and state and local entities to provide direct services to program
participants. Many of the local EDD offices have entered into contracts
to provide work experience, on-the-job training, vocational education and
related services. Through these contractual arrangements, EDD will re-
‘ceive an estimated $11,355,011 durmg the current year and $12,275,221 in
the budget year 1978-79.

In addition to the reimbursements from prime sponsors, the depart-
ment receives federal reimbursements for services rendered under vari-
ous CETA programs which are funded directly by the Department of
Labor, During 1978-79 EDD expects to receive about $3.0 million in fed-
eral funds for (1) recruiting and enrolling disadvantaged young men to fill
California’s quota of openings in Job Corps, (2) providing managers of
manpower development for the National Alliance of Businessmen (NAB)
on-the-job training program and (3) providing labor market information
services to California prime sponsors. During the current year the Dis-
abled Veterans Outreach Program (DVOP) was instituted. Disabled Viet-
nam-era veterans were hired to provide outreach and employment
services to disabled veterans. The budget projects $842,056 federal reim-
bursements for DVOP in 1978-79. Table 6 shows the program element
costs and source of funding for the Comprehensive Employment and
Training Program for 1978-79.

Table 6
* Program Elements of Comprehenswe Employment and Trammg Program
1977-78 - 1978-79 Source of
Element . Estimated Proposed Funding
1. Comprehensive Manpower Services...... $11,355,011 $12, 275,221 Prime sponsors
2. Job Corps 894,739 928,210 CETA Title IV -
3. Managers of Employment and Training 423,293 466,162 National Alliance
) of Businessmen
4. Labor Market Information ...........cooe.... ' 764,400 764,400 CETA Title II
5. Disabled Veterans Outreach.................... 3,242,891 842,056 Federal Project
i - Funds

Totals $16,680,334 $15,276,049
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2 PUBLIC WORKS EMPLOYMENT ACT

The purpose of the Public Works Employment Act of 1976 (PWEA) is
to stimulate economic recovery by providing federal fiscal assistance to
state and local governments. Title II of the Act is designed as an anti-
recession program with block grants distributed to state and local entities
on the basis of revenue sharing formulas and unemployment rates.

Title Il Programs are subject to two major statutory restrictions:

(1) payments must be appropriated (or obligated) within six months of

receipt; and

(2) funds must be used “for the maintenance of basic services custom-

arily provided to persons in that state.”

. The budget projects a major decrease in Title II funds for fiscal year
1978-79, $22,741,847 in the budget year as compared to $115,054,399 in the
current year. This reduction relates more to timing of federal funding
under the act than it does to program changes. The first year funding of
Title IT (round 1). was received in the third quarter of 1976. Approximately
$60 million were allocated to California in round 1. Funds were distributed
on a quarter by quarter basis for five quarters retroactively to July 1, 1976,
and continuing through September of 1977. Round 2 in the amount of
approximately $100 million began in October of 1977 and will continue
through September 1978. Funding is again distributed on a quarterly basis.

Actual expenditures in fiscal year 1976-77 were about $23.5 million. The
department expects that $115 million will be spent between July 1, 1977,
and June 30, 1978 from both round 1 and round 2 awards, leaving a balance
from round 2 of about $22.7 million to be spent after July 1, 1978.

Two factors will affect the actual expenditures in the current and the
budget years, (1) potential reduction of round 2 funding and (2) potential
round 3 appropriations. In January 1978, the federal government an-
nounced that there was a dramatic drop in the national unemployment
rates during the final quarter of 1977. This is expected to reduce the
PWEA Title II remaining round 2 allocations by as much as one-third.

Even though the statutory formula may call for round 2 allocations to
be reduced, there is the possibility that Congress will appropriate addi-
tional funds—either to prevent a reduction in round 2 funds, or for a new
round 3. If that occurs the expenditure levels for fiscal year 1978—79 would
be changed again.

Appropriate Legislative Review

We recommend that the Departments of Employment Development
and Finance modify. the existing process for a]]ocab‘ng PWEA Title IT
funds so that (a) the Legislature is involved early in the process and (b)
adequate planning, including the establishment of priorities, is accom-
plished for project approval.

The Governor has assigned to EDD responsibility to administer the
PWEA Title II funds allocated to the state. The department has estab-
lished a unit which does a programmatic review of all funding proposals
submitted by state agencies, selects and recommends projects to a joint
EDD/Finance review team. At the same time the Department of Finance
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does a budgetary review of each proposal, selects and recommends
projects to the joint review team. The joint review team reviews the
recommendations and makes a composite recommendation to the Direc-
tor -of EDD and the Assistant Director of the Department of Finance. If
the project is approved, it is sent to the Joint Legislative Budget Commlt-
tee for review.

The Legislature has experienced several difficulties with this process

1) Timing of the legislative review is too late in the process to allow for
meaningful involvement;

2) The process has not involved proper planning activity. In fact, we
have found that departments are often unable to respond to basic
questions regarding identification of need, implementing proce-

- dures, anticipated impact, future state costs, and the like.

3) No apparent priorities have been selected to assure the most cost-
effective use of federal funding. For example, the budget proposal
on page 660 line 80 shows $44.4 million PWEA funds for the current
year as unallocated funds. Funds apparently are allocated as propos-
als arise which seem to be worthwhile.

We suggest that the existing process be modified and procedures-
implemented to assure that:

1. The Legislature is involved early in the process when meaningful
decisions can be made.

2. Adequate planning is accomplished by the various departments to
assure that appropriate information is available to the Leglslature
and the administration so that projects can be approved and pri-
orities for federal funding established.

These changes should be incorporated as soon as possible to assure that
any new proposals receive appropriate legislative review.

Project to Expand Current Population Survey

We recommend that EDD use unallocated PWEA Title II funds in the
current year to negotiate a contract with the Bureau of Census to expand
the current population survey in California by 35,000 members for one
year (estimated cost $7,560,000).

‘Each month the Bureau of Labor Stat1st1cs (BLS) publishes a national
analysis on population, labor force and unemployment. The data are col-
lected for the BLS through the current population survey (CPS) con-
. ducted by the Bureau of Census. California’s portion of the survey covers
5,000 households. :

The information gathered through the CPS is used by BLS to determine
local area unemployment statistics. On the basis of these statistics, the
Department of Labor allocates billions of dollars of federal employment,
training and public works funds to the states. But, as many recent articles
in public journals have stated, the quality of these statistics is often poor
because of the limited sample base (approximately .02 of one percent of
the state’s population).

‘Not only is the CPS crucial to allocation of federal jobs program dollars,
but it is also a key to effective planning to meet the problems of the
unemployed. Often efforts .of local prime sponsors are frustrated by the
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lack of reliable data by which to plan employment and training programs.
For example, planners lack statewide and local data which identifies peri-
ods of employment and unemployment among the labor force, types of
employment experience among the unemployed, age levels of the unem-
ployed labor force, ete. .
The CPS data are also valuable for other planning efforts For example,
the most recent data base that can be used for social and health planning
" efforts is the 1970 census. Information regarding income levels from that
census are useless because of the changes which have occurred because
of inflation. We believe that the enlarged CPS would be very valuable in
planning for distribution of a wide variety of program dollars. The depart-
ment indicates that expanding the survey by 35,000 for the first time would
provide statistically reliable data for this purpose.
The Bureau of Census could expand its California Survey by 35,000 at
" acost of about $18 per contact. If the survey were expanded for a 12-month
period the cost would be about $7,560,000. We believe that PWEA Title
II funds are an appropriate source for funding this project. First, it would
be a labor intensive function which would‘employ as many as 650 persons
in the state. Secondly, it would be a one-year project and thus would not
require state expenditures to keep the program operating at the end of
the year. Finally an expanded survey population might have a positive
impact on the allocation of federal funds to the state.

We acknowledge, however, that the function may prove of enough
value to planners to create pressure for continued state support using
money from the General Fund. Were this to happen, it would have a
considerable impact on state expenditures.. Nevertheless, we believe the
project could prove worthwhile on a one-time basis. Continued state sup-
port would be subject to leglslatlve review after the results of this survey
are presented.

UNEMPLOYMENT INSURANCE PROGRAM )

.The Unemployment Insurance (UI) Program operates under federal
and state laws. Its primary objective is to reduce economic hardship that
occurs when an eligible worker, through no fault of his own, is unem-
ployed. Eligibility for benefit payments is gained by working in “covered
employment” as defined in the State Unemployment Insurance Code.
The unemployment benefits and the cost of administration are funded by

employer contributions.

* The expected total Ul program budget of $1,686,552 381 for fiscal year
1978-79 is $85.6 million, or 4.8 percent, less than expected 1977-78 expendi-
tures. The bulk of the reduction is in benefit payments. The cost of admin-
istering the program is projected at $116,652,381 which is a reductlon of
$5,196,877, or 4.3 percent.

UI regular benefit duration is limited to 26 weeks, but during periods
of high unemployment such as 1976, Congress has extended entitlement
in 13-week segments up to 65 weeks. Benefits are paid through the State
Unemployment Fund and extended benefits are from federal/state unem-
ployment fund resources or from federal resources only.
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Revenues to the Unemployment Fund are generated through employer
payroll taxes. The fund operates on an insurance prmc1p1e building re-
serves in good times against future contingencies in the economy over
which there is no control. Taxes vary according to the size of the fund’s
reserves and the experience of the individual employers in terms of the
benefits paid to former employees. The adequacy of the fund to pay
millions of dollars in extra benefits for the jobless is severely tested in
periods of economic recession.

Unemployment Fund Balance

Solvency of the Unemployment Fund is traditionally related to the total
and taxable wages of “covered employment” (all employees who are
covered by the Ul program). The estimated fund balance at the end of
1976 was about $639.2 million, or 0.9 percent, of total wages. This is the
lowest ratio the balance has reached since the program was implemented
_in California. Table 7 shows the fund balance at the end of each calendar
year, the relation the balance bears to total and taxable wages and the total
income and expenditures of the fund from 1968 through 1977.

Table 7

Unemployment Fund Balance and
Total Income and Expenditures

Benefits

-asa

Fund balance percentage

» : as percentage of current

Calendar Fund balance  _of wages : employer
year - End of year' Taxable Total Total income*  Expenditures®  taxes

1968.....nirinnioceeinnnnine - $1,143405655 5.7% 3.1% $607,446,252 $405,627,976 = 71.8%
1969 71313154070 62 32 . 587,013,271 416,969,384 718
1970...cmcreeriririemniee. 1,226643058 58 29 574,894,600 661,011,290°  130.0°
1971.. I 904739852 43 21 507,940,022 829,444995 1817
1972.. 975,084,520 40 20 697269485 - 626,492,657 96.4

1221013921 .- 48 - 23 . 839530564 . 593,199,522 749
1974.. w0 1153218,245 43 - 20 782,128,696 876,506,172 . 1232

1975....... 548805524 - 22 09 859,933,017 1,451,246 878 1778
1976 (est) ... 639,190,101 16 09 1,459,529,188  '1,290,836,498 902
1977 (est) ooevereevrrnrcnrinnes 1,005000,000 24 13 1,530,000,000 1,175,000,000 789
® Includes regular employer contributions, interest on the fund and misceilaneous receipts Does not

" include income from reimbursements. ~
b Includes both regular and the state share of extended duration benefits and adrmmstrahve disburse-
ments;. does not include reimbursable and extended duration benefits.

~ The taxable wage base represents that portion of each employee’s annu-
" al wage on which employers pay the Ul tax. Through calendar year 1975
employers paid a tax on the first $4,200 paid each employee in a calendar
year. The taxable wage base was increased to $7,000 during 1976. This
change has helped to assure that the fund will not be exhausted, but it is
“expected that it will take several years to replenish the fund level to a
point of relative solvency. Another major. economic recession in the next
few years would put the fund in a precarious position. :

Comprehensive Unemployment Insurance Program Reform

We recommend that legislation be enacted for a comprehensive reform
of the Unemployment Insurance program.
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The primary goals of the UI Program are:

1. To provide a minimum level of protection against wage loss to all
individuals who are regularly attached to the labor market; and

2. To provide counter-cyclical economic pressures by (a) maintaining
the workers” purchasing power during periods of unemployment and (b)
to the extent possible, reducing employers’ taxes during periods of eco-
nomic slumps and increasing taxes during periods of economic strength.

In order to achieve these goals, income over time must be equal to
disbursements. In the past, benefits have been expanded or coverage

extended with no consideration given to the fund’s long-term solvency.

During 1977, the department completed a study of claimant characteris-
tics using a 6,000 member survey. Based on the survey data, the depart-
ment formulated some tentative proposals for a comprehensive program
reform that affected: (1) benefit levels, (2) qualifying requirement and

(3) duration of benefits.

" Benefit Levels. A claimant’s entitlement to Ul benefits is based on his
high quarter earnings during the “benefit year”. The benefit year consists
of the four consecutive calendar quarters which ended four to six months
immediately prior to the filing of a claim. To be eligible for benefit pay-
ments of $30 per week, a claimant must have earned between $187.50 and
$737.99 during the high quarter of his benefit year. Benefits of $104 per
week require earnings of $3,308 or more during the high quarter.

The UI program was initially designed to provide benefits equal to
approximately 50 percent of each claimant’s qualifying average weekly
salary. Presently, California’s benefit schedule pays lower wage earners
benefits equal to about 53 percent or more of their average weekly earn-
ings. The wage replacement ratio gradually decreases to a level of 41
percent or less for higher wage earners. The maximum benefit level has
not kept pace with prevailing earnings patterns.

A benefit standard which is automatically tied to a percentage replace-
ment of lost wages (perhaps somewhat higher for low salaried workers)
and a maximum benefit level which is tied to a fixed percentage of the
average annual wages in covered employment (somewhere between 60
and 65 percent of the average annual wage) would be more desirable.

Qualifying Requirement. California’s current earnings requirements
of $750 during the base year fails to establish that the claimant is attached
to the labor market. It is the most liberal eligibility determinant among
the states.” An individual working less than four weeks of work at the
average weekly salary in covered employment could qualify for UI bene-
fits for up to 28 weeks (see below). A requirement should be enacted
which, on the basis of recent employment history, would establish that the

. claimant is attached to the labor market and would screen out of the
system those who are not. This change would result in a cost savings which
could be used for increased benefit levels without requiring an increase .
in the tax rate. We would suggest a required minimum number of weeks
of work rather than any flat earnings requirement.

Duration of Benefits.- Under the current system, regular benefits may
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be received. up to a maximum of 26 weeks. (However, the total benefit
cannot exceed 50 percent of the claimant’s base year qualifying earnings.)
After regular benefits are exhausted, a claimant may be eligible for an
additional 13 weeks but not to exceed one-half of the number of weeks of
his regular benefit entitlement. During: periods of extended beneﬁts,
claimants may receive additional weeks of benefit entitlement. :

Under the existing system, there have been some instances in which a
claimant whe worked three weeks during his qualifying period has been
able to claim’' 14 weeks of regular benefits, 7 weeks of extended benefits
and 7 weeks of special extended benefits for a total of 28 weeks of benefits.
Some limit, such as a percentage of the weeks worked during the benefit
year, should be placed on the benefit duration. :

Counter-Cyclical Funding. We recommend that the funding mech-
anism of the Ul program also be reviewed. The California UI program is
funded through employer taxes which are based on the amount of wages
paid to workers who are covered by the program, :

The tax mechanism was designed to be counter-cyclical in operatlon by
securing lower taxes during periods of economic softness or recession and
higher taxes during economic recovery.or expansion.

In practice, the mechanism has failed to provide a consistent counter-
cyclical effect. During the severe recession of 1975, it was necessary not
only to move to the high tax schedule but also to expand the taxable wage
base from $4,200 to $7,000 in 1976. These changes had adverse economic
effects but could not be avoided in the light of the heavy drain that was
being imposed on the fund’s threatened reserves.

‘The state has traditionally placed its highest priority on maintaining the
solvency of the Ul Fund. If possible, the Ul tax mechanisms also have
-attempted to achieve counter-cyclical effects but only if they did not
Jeopardlze the fund’s solvency. In periods of prolonged or severe econom-
i¢c recession, there is a basic conflict between these two objectlves and
there is no easy answer to this dilemma.

No mechanism can be designed that will automatically be counter-
cyclical. At best, alternating tax structures could be designed to be imple-
mented perlodlcally by the Director of EDD to complement the prevail-
ing economic conditions. However, a truly counter-cyclical tax structure
cannot be 1rnplemented without substantlally increasing the existing level
of reserves.in the Unemployment Fund. Unfortunately, a higher reserve
can result in added pressure on the Legislature to increase benefit levels.
Changes, therefore, in the tax mechanism must be made in the context of
a total program redesign. We recommend that all of these issues be care-
fully balanced in the process of developing a much needed program rede-
sign. : .

: g DISABILITY INSURANCE PROGRAM

The State Dlsablhty Insurance (SDI) program was estabhshed as a Cali-
fornia state program in 1946. Its primary objective is to reduce economic
hardship through benefit payments to workers who cannot work due to
a nonemployment-related illness or injury. To be eligible a clalrnant must-
have earned at least $300 during a base year and worked in “covered
employment” as defined in the UI Code. Employmvent may be covered
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either under the state plan or a voluntary plan. Voluntary plans are spon-
- sored by employers and approved by the Director of EDD.

The budget proposes a total expenditure for the DI program of
$477,925,920, an increase of $22,039,651 over current year expenditures.
This increase reflects in part the increase in benefit levels enacted during
the 1977 legislative session. [tem 266 appropriates from the Unemploy-
ment Compensation Disability Fund $27,005,948 for administrative sup-
port of this program during fiscal year 1978-79, an increase of $1,382,052.
We recommend approval.

The program is funded by worker contributions equal to one percent
of their monthly taxable earnings up to $11,400 per year. Chapter 1143,
Statutes of 1977, increased the maximum weekly benefit from $119 to $146
and the minimum benefits from $25 to $30. The chapter made a number
of other changes in the program most notably, effective January 1, 1979,
the elimination of the hospital benefit which is payable at a rate of $12 a
day for a maximum of 20 days.

CLASSIFIED SCHOOL EMPLOYEES

Pursuant to Chapter 1252, Statutes of 1977, the Classified School Em-
ployees program will be transferred from the Department of Benefit
Payments to the Employment Development Department effective July 1,
1978. This program administers the Classified School Employees Fund.

State law requires that school employers must pay into the Classified
School Employees Fund 0.5 of 1 percent of the wages paid to regular
classified school employees and 3.6 percent of the wages paid to special
projects classified school employees. The fund is used to reimburse the

- Unemployment Fund for Ul benefits paid to former classified school em-
ployees.

The budget proposes an expenditure of $12,398,226 in the budget year,
$12,000,000 of which is for projected benefit payments. The proposed
administrative cost of $398,226 compares to an estimated expenditure in
the current year of $388,365. The actual expenditures in the budget year
will be affected by two statutes recently enacted.

In 1976 the Classified School Employees Fund reserve reached a level
higher than normal benefit payments would require. Therefore, during
the 1976 legislative session the Legislature enacted a temporary reduction
in the tax rates to 0.2 of 1 percent for regular employees and 1 percent for
special projects employees. The reduction was to be in effect for fiscal year
1976-77 only. Chapter 1231, Statutes of 1977, extended the reduced rates
for two additional fiscal years. It is antlclpated that the ‘department will
by that time be able to propose a more permanent tax schedule.

Chapter 2, Statutes of 1978, (AB 644) extended coverage to certified
school employees and included them in the fund. At the same time, par-
ticipation in the School Employees Fund was made voluntary to school
-employers rather than mandatory. It is expected that most employers will
elect to continue participation in the fund. The coverage of certified
employees is expected to increase benefit payments from the fund by
about $13.4 million annually when the program is in full effect.
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MIGRANTVSERVICES PROGRAM

The Migrant Services program has as its major objective the provision
of decent, safe and sanitary housing to migrant farmworker families dur-
ing the agricultural working season. The Office of Migrant Services
(OMS) administers the program providing temporary housing, child care
services and supportive services for seasonal farm workers and their fami-
lies.. Twenty-five housing centers, providing approximately 2,100 houses
for migrant families, are located in various rural communities from Ba-
kersfield to the Oregon border. Centers are open for a maximum of 180
days each year (although individual centers may remain open for short-
time extensions if the agricultural community’s need for migrant workers -
extends beyond the original date set for closing of the center).

The program is administered through local housing authorities on a
contractual basis. Center managers collect moderate rental fees from the
families living in the centers. These fees net an estimated $750,000 per
year in reimbursements to.the program. Approximately $510,000 of that
amount is returned to the program operators for off-season maintenance
of the centers. ‘

The budget proposes total program expenditures of $4,503,166 in fiscal
year 1977-78 which is $2,439,328 less than the expected expenditures dur-
ing the current year. This decrease, however, reflects the absence of Title
II Public Works Employment Funds (PWEA) in the budget year. The
budget shows that in the current year a total of $2,889,812 in federal funds
has been allocated to. OMS for the rehabilitation and replacement of
deteriorated housing stock. The proposed General Fund expenditures of
$3,993,116 in 1978-79 constitute a $450,434 or 12.7 percent increase.

Policy Review

We withhold recommendation on the Migrant Services program (sub-
Item 264d) pending joint policy review by the Employment Development
Department and the Department of Housing and Community Develop-
ment before the fiscal subcommittees of the Legislature.

In fiscal year 1976-77, the Legislature appropriated $100,000 to contract
with an independent consulting firm to develop the Migrant Master Plan.
The plan was to contain a projection of future needs for migrant housing,
a determination of priorities for rehabilitating existing’ migrant housing
stock, a cost projection for rehabilitating the housing and alternatives and
recommendatlons for future operation and support of the migrant housing
centers.

In December of 1976, the report was submitted. The Office of Migrant
Services summarized the findings of the report as follows: -

“*Need for migrant labor will continue unchanged through 1985.
*Need for migrant housing program will remain unchanged through
1985.

*Existing centers need complete reconstruction within five years.
*Number of housing units provided by the state should be increased by
3,400 units to meet existing demand. ‘
*New centers should be constructed in the following counties: Ventura,
Tulare, Imperial, Riverside, Madera, Sacramento, Santa Cruz.”
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The report presents a detailed analysis of each of the 25 centers and
prioritizes the immediate housing rehabilitation needs. It further suggests
that funding for new construction or rehabilitation might be available
through Farmers Home Administration loans which could be repaid from
increased rental charges to the occupants of the homes:.

We concur with the findings of the report relating to immediate
rehabilitation needs in the centers. We do not believe the recommenda-
tions to add 3,400 additional units is justified. The determination of need
for expansion was based simply on thé number of families who were
turned-away from centers during the 1975-76 season. We estimate conser-
vatively that it would cost $10,000 per unit to put in new centers, an
expenditure of $34 million.

In the 1977-78 analysis we recommended that the program be trans-
ferred from Employment Development Department (EDD) to the De-
partment of Housing and Community Development (HCD) in order to
assure that the program is fully integrated into a statewide farmworker
housing plan. Chapter 345 Statutes of 1977, mandated the transfer effec-
tive July 1, 1979.

The budget proposes the third and final $2 million approprlatlon for
rehabilitation of existing housing. The total General Fund appropriation
of $6 million coupled with $1.75 million in PWEA Title II funds for de-
ferred maintenance is expected to replace 331 houses, add 320 bathroom:s -
to houses now using group facilities and add third bedrooms to 41 existing
two-bedroom units. The office also received $2,716,595 in PWEA Title 1
funds which is being used to reconstruct the entire Parlier Migrant Center
located in Fresno County.

In spite of the rehabilitation and replacement which has been accom-
plished, the need for additional construction is substantial. Several major
decisions relating to rehabilitation of current facilities and expansion of
new facilities are pending. For example, the budget indicates that five
new sites will be developed during the budget year. We believe that no
new sites should be developed until there is first a policy review to deter-
mine what construction has been completed, what construction is pending
or in progress, what remains to be done and how the migrant housing
‘program relates to the statewide farmworker housing plans developed by
- HCD. The review should also include a review of other potential sources
of funding such as the Farmers Home Administration loans cited in the
Migrant Master Plan.

Supportive Services.. OMS is also responsible for promoting the devel-
opment and delivery of supportive services to the migrant families such
as health and medical services, nutritional services, employment informa-
tion and referral, child day care and infant care. These supportive services
responsibilities should also be reviewed before the fiscal committees to-
gether with the ongoing fiscal implications.
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Rental Income

We recommend that all rental income be shown in the Governor'’s
Budget as revenue to the program.

The Migrant Services program was originally supported through the
federal Economic Opportunity Act during the agricultural growing sea-
son. Funds to pay for maintenance costs during the off-season were ob-
tained through low rental charges. The entire rental income was
redistributed to the centers for off-season repair and maintenance.

During the past several seasons two events have occurred affecting
rental income: 1) federal funding terminated leaving the state fully re-
sponsible for maintaining the centers and eliminating the need to distin-
guish the off-season from the on-season maintenance costs; and 2) rental
charges have been increased so that rental income exceeds the off- -season’

maintenance costs.
"~ The budget document reflects as reimbursements only that portion of
the rental income which is redistributed to the contractors for off-season
maintenance. We recommend that the total rental income be displayed
as a program revenue available for distribution to overall program costs.

Migrant Day Care Centers

We recommend that the Employment Development Department sub-
mif a report to the fiscal subcommittees by March 31, 1978, on the ph yszcal
condition of migrant ddy care centers and the zmprovements needed to
ensure the adequacy of these facilities.

State-funded housing communities for migrant farmworkers include
day care centers providing a supervised environment for approximately
2,100 children annually. These centers are intended both to enable moth-
ers to contribute to the family income and to provide an enriched ch11d-

" hood experience for preschoolers. :

Although the Department of Education has the principal admlmstratlve
responsibility for these migrant day care centers, the Employment Devel-
opment Department (EDD) is responsible for maintenance of the facili- -
ties. This function relates to EDD’s broader role in ensuring that the 25
state-operated communities for migrant families provide safe and sanitary
housing and supportive services. - ’

The Office of Migrant Services (OMS) within EDD recently toured day
care centers at state migrant housing communities to determine their
quality. Numerous examples were found of centers in poor physical repair.
Among needed 1mprovements were window and door screens, plumbmg
ﬁxtures, electrlcal wiring protectlon and ceiling and ﬂoor repairs. The
erected. The ﬁndlngs were similar to those of a number of earlier studies
which documented a need to rehabilitate the day care facilities in order
to improve conditions and correct problems potentially dangerous to the
safety of -children.

Federal Public Works Employment Act (PWEA) deferred mainte-
nance funds which have been allocated to the state are a potential funding
source for improvement of center facilities. In view of the short comings -
documented in migrant day care centers, EDD should (a) identify the
specific needed renovations, (b) determine the costs of such improve-

I ___7TRTRR B
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ments and (c) submit its findings to the fiscal subcommittees by March 31,
1978, together with a determination whether funds necessary for center
improvements can be appropriated from the state’s PWEA grant.

STATE ECONOMIC OPPORTUNITY OFFICE (SEOO)

The State Economic Opportunity Office (SEOQO) operates under the
authority of the National Community Services Act of 1974. The primary
purpose of the office is to act on behalf of the poor in the state to provide
them access to. government and the economic system.

The total -proposed program expenditure of $9,093,484 is an increase of
$1,455,554, or 19.1 percent over the current year anticipated expenditures.
The General Fund request of $155,500 remains at the same level as the .
current year. The basic administrative program is supported by 80 percent
federal funds matched by 20 percent state funds.

Program Expansion

Fiscal year 1977-78 has been marked by major expansion in programs
operated by the office. The 1977-78 budget was approved at a level of -
$1,009,794 but through a number of grant programs applied for and re-
ceived by the office, the budget has expanded more than six-fold to a total
of $7,637,940. Most of the new programs are renewed weatherization pro-
grams or new programs of the same nature. The weatherization programs
offer the opportunity for low income families in rural districts to receive
assistance in insulating their homes. The purpose of these programs is tied
to energy conservation as well as income assistance to the low income
population in rural communities.

In addition to the weatherization programs, the office administers the
Housing Intern program which trains housing loan assistants and housing
loan aides to package rural housing loans for low income people. Funding
for these low interest loans is available through the Farmers Home Admin-
istration.. In 1977-78, the program was statutorily transferred to the De-
partment of Housing and Community Development but it is being
operated by the office under an interagency agreement. The office also
administers the balance of state summer youth program. Table 8 depicts
‘the major programs operated by the office.

Table 8

Programs Administered by SEOO
Positions and Expenditures

Estimated Proposed  Estimated Proposed
positions  positions ~ expenditures  expenditures

. 1977-78 - 1978-79 1977-78. 1978-79
Local agency assistance ........... evaserserasiresaerseens 439 39.6 $943.537. $777,550
Housing Intern Program.... e 16 16.- 218,003 188,192

Low-Income Weatherization .....
Balance-of-State Weatherization

- PWEA Weatherization...........cccooen.n. 40.2 4.7 6,421,400 ‘ 8,072,792
CAA Energy Skills Weatherization .
Balance-of-State Summer Youth .............cc..... 1 1 50,000 ~ 50,000

Totals . . 1018 101.8 $7,637,940 $9,093,484
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- The local agency assistance element is the primary function of the office.
The office works with local community action agencies and other commu-

nity-based organizations in an effort to mobilize state and federal re--

sources to improve the ability of local agenc1es to provide services to the
poor. This emphasis on assisting local agencies is another in a series of
changes which have taken place in the focus and thrust of the State
Economic Opportunity Office..

Since the office was first established by an executive order of the Gover-
nor in 1964, it has undergone a number of changes in direction. Initially,
it served primarily as a review and regulatory arm of the Governor. In that
capacity it was often at odds with local community action agencies. In
recent years, the office has attempted to assume a posture of exercising
leadership in coordinating statewide antipoverty programs. During the
past year, it has operated without a director under the leadership of three
separate interim -acting directors. The most recent acting director has

focused attention on mobilizing resources with the primary aim of assist--

ing local agencies to provide services to the poor,

Exempt Positions

We withhold recommendation on 45.6 poszbons shown in the budget as

administratively added during 1977-78 and to be continued in 1978-79
pending a review of exempt positions during the budget hearings.

The budget proposes a total of 45.6 new positions added during 1977-78

and continued into the budget year. These positions include the director
and assistant director positions. In reviewing the budget request, we were
concerned with the fact that of a total of 101.8 positions, all except 10 are
exempt from the civil service system. We were also informed that the
personnel transaction unit of the Employment Development Department
~will soon complete a personnel audit and wage comparison study of the
office. We recommend that the Departments of Employment Develop-
ment and Finance present a report to the fiscal committees during the
budget hearings regarding the results of the personnel audit and recom-
mendations regarding the. number of exempt positions which should be
allocated to the office. We recognize that there are a number of grant
programs operated by the office which require flexibility of position con-

trol but do not believe that the current number of exempt positions is -

approprlate _ » : .

YOUTH EMPLOYMENT AND DEVELOPMENT ACT OF 1977

The California Youth Employment and Development program was
created by Chapter- 678, Statutes of 1977 (AB 1398). The chapter estab-

lished within the Employment Development Department the responsibil--

ity for a comprehensive youth employment and development program.
The department is required to administer funds appropriated to the pro-
gram in cooperation with other state agencies and with the CETA prime
SPOnsors.

Programs created by the chapter are targeted for youths 16 to 22 years
of age. Three major categories of programs are mandated: (1) on-the-job
training programs designed to provide work experience and develop job
skills through employment in the private sector, (2) community service
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programs which would seek to combine community betterment projects -
with youth employment and training programs; and (3) innovative dem-
onstration projects aimed at keeping youth in school and concomitantly
developing a smoother transition from school into the employment mar-
ket than presently exists. Sixty percent of the funds appropriated by the
chapter must be spent on the OJT and community service programs. .
The program will be operated by the State Cal-ETA office in the depart-
ment through contracts with public and private organizations. If suitable
contractors cannot be found, the chapter authorizes the department to
1mplement the projects directly. :

Withhold General Fund Support for Youth Employment

We recommend that Item 264 be reduced $2.5 million by e]zmmaung
from the budget Subitemn 264(f), support for youth employment and de-
velopment programs.

Chapter 678, Statutes of 1977, appropnated $5 million to the department
for 1mplement1ng the Youth Employment and Development Act. The
budget proposes the expenditure of $2.5 million of the amount appropriat-
ed by the chapter during the current fiscal year and a carry-over of $2.5
million into the budget year. In addition, the budget proposes in Item
264 (f) an appropriation of $2.5 million to continue an annual expendlture
level of $5 million for the program.

There are large sums of new federal dollars being allocated to Cahforma
for creating and implementing youth employment programs..

1. Under CETA Titles I, IT and VI, the federal government has allocated
$1.26 billion to California prime sponsors. In 1976, 42 percent of these funds
provided employment and training services for persons aged 21 or less.

2. The Youth Employment and Demonstration Projects Act of 1977
authorized expenditures of $1 billion nationwide for youth employment
programs. California received about $100 m11hon of the nanonal appro-
priation.

3. Over $600 million in federal, state and local funds are spent for voca-
tional education programs in Cahforma annually.

In enacting Chapter 678, the Legislature indicated a desire to prov1de ‘
EDD the opportunity to test innovative youth employment and training
programs so that better solutions for youth unemployment could be devel-
oped. For that purpose, $5 million was appropriated to EDD from the
General Fund. In addition, EDD received $4.3 million from the National
Youth Employment and Demonstration Projects Act of 1977. Funds under
the California act and the federal act are to be used essentially in the same
manner and for the same purpose. We believe that the total of $9.3 million
offers the department ample opportunity to test innovative programs. We
recommend that additional General Fund support be withheld until the
department has demonstrated an effective use of current funds and vali-
dated the need for additional support.

PERSONAL INCOME TAX (PIT)

The Personal Income Tax (PIT) program:is de51gned to collect deduc- |
tions from workers’ wages through employers in the state. All employers
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are required by law to deduct, report and pay personal income tax. Tax
schedules are prepared by the Franchise Tax Board and contributions are
collected by the Employment Development Department acting as an
agent for the State of California.

Until July 1, 1978, the PIT program will be operated by the Department
of Benefit Payments Chapter 1252, Statutes of 1977 (SB 363), transferred
the responsibility for employment tax operations to the Employment De-
velopment Department effective July 1.

The department will collect taxes from approximately 500,000 employ-
ers in the state. Three payroll taxes are collected: unemployment insur-
ance taxes, disability insurance taxes, and state income taxes. The UI and
DI functions are displayed under those respective programs in the Gover-
nor’s Budget and the PIT program is displayed as a separate program.
Table 9 shows the three programs in terms of personnel-years and expend-
itures.” ,

Table 9

Employment Tax Operations
Personnel Years and Expenditures

Estimated  Proposed FEstimated Estimated
. positions  positions  expenditures = expenditures .
: 1977-78 1978-79 1977-78 1978-79
Unemployment Tax Collection: ‘
Employment Development..........cc... 43 8880 - $937,880 $19,157473
. Department of Benefit Payments......... 794.6 — - - 16,137,070 —
DI Tax Collection: .
Employment Development.......cmnees — 1938 = 4,433,890
Department of ‘Benefit Payments ........ - 1829 — 4,154,183 —
Personal Income Tax: . . o .
‘Employment Development.........e — 395.0 — i 9,325,633
Department of Benefit Payments......... 3702 — 7,514,035
Totals......... : 1,390.0 1,4768 $28,743,168 $32,916, 996

The budget proposes an increased expenditure for the PIT program in
the budget year of $1,811,598, or a 24.1 percent increase. The program is
funded through reimbursements from the State Franchise Board to which
General Fund monies are appropriated for that purpose.

ADMINISTRATIVE STAFF AND TECHNICAL SERVICES

This program has as its objective the accomplishment, through depart-
mental program managers, of the basic departmental goals. - ‘

The program budget proposes a funding allocation in fiscal year 1978-79
of $20,433,842 distributed to the other departmental programs. This is an
increase of $1,695,534, or 9 percent, over the current year expenditure
estimates. The primary reason for the increase is the transfer of the em-
ployment tax operations to the department.

. TRANSFER OF CONTINGENT FUND SURPLUS FUNDS
The Contingent Fund is accrued from fines and late charges placed on
employers for late or improper submission of contributions for UI and DI.
The UI Code requires that the portion of the fund which is not used for
support to the department shall be transferred to the two insurance pro-
grams. The primary use of the Contingent Fund is to pay pro rata charges
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of overall state government operatlons which are charged to EDD but not
allowed by the Department of Labor to be paid from federal funds.
This program displays the transfer of surplus funds from the Employ-
ment Development Department Contingent Fund to the Unemployment
Fund and the Disability Insurance Fund. The budget projects the transfer
of $5,706,190 from the Contingent Fund to the two insurance funds during
1978-79. This is an increase of $798,181, or 16.3 percent, over the current
year projected transfer of funds.
Item 265 appropriates $2,048,825 to the department for payment of
charges not allowed by the Department of Labor. This is the same level
as the current year budget appropriation. We recommend approval.

Employment Development Department :
LEGISLATIVE MANDATES

Item 267 from the General v

Fund - Budget p. 668
"Requested 1978-T9 .......cccivevereeriiornmmernenseserancas eerrereenessrensarestnernens $1,839,000
Estimated 1977-78.......cccoverenees ehesseseesrisseraeasesbessebontesseresraesesissnseness 911,267
ACHUAL LOTB-TT ..o cioeeeeeeerdsiernenssisssrssiensesisessessessaseserassesinssnions 329,733

Requested increase $927,733 (101 8 percent) . S
Total recornmended reduction ...........cceiininnninncinerennenn. . None

.GENERAL PROGRAM STATEMENT

Various jurisdictions of local government including school districts, spe-
cial districts and municipalities reimburse the Unemployment Insurance
Fund for the actual cost of unemployment insurance benefits received by
their former employees. Because of liberalized benefit entitlements,
unemployment insurance cost to local government has been increasing.
However, because the state mandated the benefit increases, it must pay
the increased local cost pursuant.to provisions in the Revenue and Taxa-
- tion Code: : :

ANALYSIS AND RECOMMENDATIONS

We recormmend approval. :

The budget proposes $1,839,000 for reimbursement to local government
entities for legislatively mandated local costs. This is an increase of $927,-
733 or double the current year anticipated expenditures. The General
Fund Legislative Mandate amount of $1 839,000 for 1978-79 consists of
three parts:

1. $200,000 for the State Controller to use in rennbursmg specified
local agencies for expenses incurred based on amendments.
to the Unemployment Insurance Code.

v 2 $739 000" to pay for prior year (actual 1976-77 and anticipated fiscal
year 1977-78) deficits in expenses incurred due to legisla-
tion amending the UI Code.
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3. $900,000 to pay for budget year (1978-79) expenses incurred in the
Classified School Employees (CSE) Fund that are due to
legislation amending the Ul Code.

Health and Welfare Agency
DEPARTMENT OF REHABILITATION

Ttems 268-269 from the General

Fund : ' Budget p. 679
Requested 1978-T79 ..., eeveeeer et ereaeaen $14,621,322
Estimated LOTT-T8....cersiieinsteeresisesesesssseresesisnessssssnesess 11,621,666
ACtUAL 1976-TT ...t s et ress st ens e 10,856,514

Requested increase $2,999,656 (25.8 percent)

Total recommended reduction .......... evereestsreseerentonnas erveereneien $67,298

1978-79 FUNDING BY ITEM AND SOURCE

Item Description ’ Fund _ Amount
268 " Support, Department of General $12,101,322
‘ Rehabilitation Co ) .
269 . - Allocation to Sheltered General 2,500,000
: Workshops
Chapter 959,
Statutes ;
of 1977 _ 20000
"Total . ‘ $14,621,302
: ) _ Analysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS - page

1. Field Operations. Recommend administrative review of 586

-+ program supervisors’ workload responsibilities. '

2.-Position Identification. - Recommend review by State Per- 587

“sonnel Board of new field positions currently staffed by

“ training and development assignments. -

3. Industrially Injured Public Employees. Recommend legis- 589
lation to extend rehabilitation coverage to public em-
ployees. - , ,

4. Developmental Services. Withhold recommendation 590
‘pending receipt of joint report on respective roles of the
"Departments of Rehabilitation and Health in serving the

developmentally disabled.

5. Habilitation Services. Recommend “habilitation services” 591

be presented as separate program in Governor’s Budget.

6. Work Activity Program. - Withhold recommendation on 15 592

' positions pending clarification of sheltered workshop needs
and roles of Departments of Rehabilitation and Health.



582 / HEALTH AND WELFARE Items 268-269

DEPARTMENT OF REHABILITATION—Continued

7. Administrative Growth. Reduce Item 268 by $33,092 ( Gen- 594
eral Fund). Recommend deletion of 11 proposed new po- -
sitions. '

8. Consultant and Professzona] Services.. Reduce Item 268 by 595
$34,206. Recommend reduction of over budgeted line
item.

GENERAL PROGRAM STATEMENT

The Department of Rehabilitation’s primary responsibility is to assist
and encourage physically or mentally handicapped individuals to prepare
for and engage in gainful employment to the extent of their abilities.
Secondary responsibilities of the department include the removal of archi-
tectural and transportation barriers, the provision of special adjustment
training to the blind and severely disabled, the establishment of the blind
and disabled as operators of food vending and service facilities, and the
development of programs for the disabled through public and private
nonprofit community rehabilitation facilities. The secondary responsibili-
ties are intended to facilitate achievement of the primary goal.

The department operates under the authority of the Federal Rehabilita-
tion Act of 1973 as amended in 1974 and Division 10 of the Welfare and
Institutions Code of the State of California. The Governor’s Budget identi-
fies the following four programs administered through the Department of
Rehabilitation:

1. Rehabilitation of the Disabled

2. Small Business and Job Development

3. Development of Commumty Rehabilitation Resources

4. Administration

ANALYSIS AND RECOMMENDATIONS

For the 1978-79 fiscal year, the budget proposes a total program expend-
iture of $108,138,278, of which $85,486,714, or 79.1 percent, is from federal
funds and $14,621,322, or 13.5 percent, is from the General Fund. Reim-
bursements of $6,081,649 constitute 5.6 percent of the budget. An addition-
al $1,948,593, constituting about 1.8 percent of the total budget,-is from
special deposit funds. Table 1 summarizes the sources of funding for fiscal
years 1977-78 and 1978-79.

Table 1

Summary of Funding Sources
Department of Rehabilitation
' 1977-78 and 1978-79

Percent
1977-78 1978-79 Change
General Fund $11,621,666 $14601,322 © +258%
Federal funds 85,671,361 85,486,714 -06
‘Special Deposit Fund— )
Vending Stand Account ...: ] 893,222 946,815 +6.0
Federal funds; Special Deposit Fund— :
Vending Stand Account 1,001,778 1,001,778 —
Reimbursements. . 5,645,204 6,081,649 - +77

Total $104,833,231 $108,138,278 +32%
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The total proposed expenditure for 1978-79 is $3,305,047, or 3.2 percent, .
over current year expenditures. Expenditures from the General Fund
would be increased by $2,999,656, or 25.8 percent, while expenditures of
the federal funds would decrease slightly by an estimated $484,647.

The funding formula for the basic rehabilitation program is 80 percent
* federal and 20 percent state funds. Rehabilitation services to beneficiaries
of Social Security Disability Insurance (SSDI) and to recipients of Supple-
mental Security Income (SSI) are supported fully by federal funds.

Approximately one-third of the state matching total is obtained through
reimbursements derived from cooperative agreements with other state
and local government agencies. The budget also reflects reimbursements
from the federal Public Works Employment Act (PWEA) and from reve-
nues anticipated as payment for rehabilitation services purchased by in-
surance carriers or former employers of disabled clients who became
disabled through industrial injuries.

A major increase in the proposed General Fund expenditure for the
1978-79 fiscal year is the $2.5 million in Item 269 for providing partial
funding to community based workshops and work activity centers for
services to developmentally disabled clients who are eligible for services
under the Lanterman Developmental Disabilities Services Act but who
otherwise receive no public-funded monies. These expenditures would
not be matched by federal funds.

A.comparison of the proposed budget with that of the current year
shows a significant variation in the percentage of resources allocated to
various departmental activities. Of particular note is the growth in the
percentage of resources allocated to “other rehabilitation services.” No
significant change is anticipated in the Small Business and Job Develop-
ment Program. Funds allocated to the Development of Community Re-
sources are expected to drop significantly. Table 2 compares the estimated
number of personnel-years and total expenditures by program for the
current year with those proposed for 1978-79.

Table 2

Department of Rehabilitation
Personnel-Years and Gross Expenditures by Program
1977-78 and 1978-79

Estimated  Proposed

personnel-  personnel- Estimated " Proposed. .
years years expenditures  expenditures
1977-78 1978-79 1977-78 1978-79
1. Rehabilitation of disabled......... 22122 2,191.5 $95,691,966 $100,921,078

A. Basic rehabilitation services (2,193.5) (2,158.4) (94,780,555) (97,108,052)
B. Other rehablhtatlon serv- ’

. ices (187) 331) . (911411) (3,813,026)
II. Small business and job develop-
I8 11155 31 OO 60 59.9 3,457,150 3,473,607
III. Development of community :
rehabilitation resources...... 4.7 41.8 5,684,115 3,743,593
IV. Administration (distributed to
other Programs .............. (3429) (3435) (9.994,684)  (10,108,020)

JYe] | F R — 2,314.9 2,293.2 $104,833,231 ©  $108,138,278
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). REHABILITATION OF THE DISABLED

This program provides direct services designed to help disabled persons
overcome their physical or mental handicaps with the primary goal of
enabling clients to secure employment. Vocational rehabilitation has been
defined as the restoration of disabled persons to the fullest physical, men-
tal or vocational and economic usefulness of which they are capable.
Services of the department to the disabled are provided through vocation-
al rehabilitation counselors who develop individualized, written rehabili-
tation plans with each client. Services are purchased as needed through
case service funds which are administered by counselors according to the
rehabilitation plans. During fiscal year 1976-77, each rehabilitation coun-
selor was allocated an average of $40,775 in case service funds for purchase
of services for caseloads-of between 60 and 100 clients. .

Assessment of Current Status :

During the past two years, a number of major changes have taken place
in the department which we believe will improve its operations.

Some positive steps have been taken in the area of developing resources
for the training and placing of disabled persons through programs such as
the Comprehensive Employment and Training Act (CETA) and the Pub-
lic Works Employment Act (PWEA). As a result of improvements in the
Business Enterprise Program (BEP) more blind persons have the oppor-
tunity to enter into business enterprises, and existing operators have been
given improved services. Steps are being taken to open business oppor-
tunities to other disabled client groups through the Job Development.
Program. A number of new efforts also have been made to provide prevo-
cational or nonvocational services to severely disabled persons. Oppor-
tunities . have been broadened for the disabled in such areas as
transportation, housing, school opportunities, etc. These prevocational
and nonvocational efforts are likely to have a positive impact on the
number of disabled who eventually are ready for vocational services.

Although a number of bold and innovative programs have been initiat-
ed, we have concern with the primary program of the department, that
is vocational rehabilitation of the disabled. A number of early administra-
tive decisions were made which proved to be counter-productive to the
achieving of the goal of rehabilitating the disabled, such as the termination
of services to the mildly disabled. Many of these decisions have now been
rescinded or modified and there is some indication that the productivity
of the department in terms of annual rehabilitations may be improving.

Production Record The basic measurement of output of the Depart-
ment of Rehabilitation is the number of disabled persons who are success-
fully rehabilitated during a fiscal year. The annual budget presentation
projects the number of rehabilitations expected during the budget year.
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-Since fiscal year 1971-72, the department has consistently projected annu-
- al rehabilitations at a substantially higher rate than the number achieved.
Table 3 shows the projected number of rehabilitations as contained in the
annual Governor’s Budget, the number as revised in the second-year
budget presentation and the actual number achieved.

Table 3

Prolected Number of Rehabilitations Versus Actual Number
1971-72 Through 1976-77

‘Annual number ' Actual number

of rehabilita- Revised -of rehabilita- + Percent of
E ) . tions projected estimate at tions achieved * - original
Fiscal : ) _in Governor’s =~ mid-fiscal in fiscal = projection
year Budget yedr year achieved
1971-72 15,800 15,646 12990 - 822%
1972-73 18,666. - 15,000 15,058 806
1973-74 ; 17,000 16,000 15,505 912
1974-75 e 17,000 T 17,624 - 15,537 914"
1975-76 oo . 19,405 T 17,500 14,522 748
1976-T7 . 17,800 14,468 12,278 69.0
1977-18 iiviions . 14,867 - 15,100 » - S -

As Table 3 indicates, the department’s budgeted projections of success-
ful rehabilitations are usually reduced by the middle of the fiscal year, and
the actual result is still lower. The: number of rehabilitations achieved
‘during fiscal year 1976-77 was the lowest of the six most fecent fiscal years.
However, a number of corrective actions have been taken by the depart-
ment in recent months, and the downward trend was reversed during the
final quarter of 1977.

Significantly, the department’s m1d—year estimate for fiscal year 1977-78
has been revised upward from 14,667 to 15,100. We believe the depart-
ment is overly optimistic in this projection. Nevertheless, reports reveal
that monthly rehabilitations exceed those of a year ago. We expect the
number of rehabilitations achieved in 1977-78 to reach or exceed 14,300
which would be an increase of more than 2,000 over the achlevement of
fiscal year 1976-77.

. Performance Standards Adopted Probably the most effective action
in reversing the department’s downward productivity trend was the adop-
tion of performance goals and standards. The department goal is to reach
the prOJected national average of 27 rehabilitations per weighted case
carrier by the end of fiscal year 1979-80.. To achieve the goal, a set of
objectives has been adopted including, but not limited to the following:

.a.. Complete an average of four new plans per counselor per month;

b Have ninety-four percent of all rehabilitated clients in some type of

. paid employment (as dlstmgmshed from sheltered workshops, home-
makers, etc.);

c. Increase the average entry level wages for all rehablhtated chents
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from $126 per week to $175; and
- d. Maintain an open caseload of not less than 50 percent severely dls-
abled.

Progress toward these objectives is being made in part through the
adoption of formalized performance standards by which the quality and
quantity of counselor work performance is being evaluated.

. Field Staff Changes. In 1975-76, the staff in field offices was reduced
by 100 positions. This reduction in field staff was a major factor contribut-
ing to the decrease in the number of disabled being rehabilitated. In
1976-77, the field staff was augmented by 113.5 positions. The strengthen-
ing of field offices is contributing to the 1ncreas1ng level of product1v1ty

Fleld Operations

We recommend that the department request the Department of Gen-
eral Services to review and prepare recommendations regarding program
supervisors’ staﬁ" ing standards, workload responsibilities and training
needs.

A report completed by the Department of General Services in August
1974 discussed among other problems the absence of clearly stated or
understood duties of rehabilitation supervisors. Supervisors have had var-
ied workload responsibilities many of which are unrelated to superv1s1ng
or training counselors.

In November 1975, the department announced a change which was
ostensibly designed to remove many of the housekeeping and business
activities from the first-line supervisory class. The supervisor is now re-
sponsible for a larger number of counselors and is required to focus more
of his energies on helping counselors to serve clients. However, our field
visits reveal that outside duties still remain which detract from effective
supervision. Community liaison work and resource development activities
still occupy a great deal of the supervisors’ time.

There is also the need for special training of supervisors in the area of
structuring their work with counselors in such a way as to define effective-
~ ly their own role and those of their subordlnates toward measurable goal
attainment.

The introduction of performance standards will add significantly to the
respons1b111ty of program supervisors. The department’s new standards
. will require an increase in the number of plans being written by counsel-
ors from the current department-wide total of approximately 20,500 per
year to a new level of 32,000 per year. The standards also require that there
be supervisory review of case records at three points: at the time of client
acceptance, at the time a plan is written and at the time of closure.
Currently, the supervisor is réequired to review the case only at the time

of closure. In addition, the new standards require specific new actions
during the review process which add somewhat to the supervisory respon-
sibility.

The 1976—77 annual report of the department indicates that “counselors
will need additional supervisory help, especially because of the new per-
formance standards now being implemented. The department is evaluat-
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ing requirements, and may soon request budgetary relief from the current
1:8 supervisor/counselor ratio.” Both the field and the central office staffs
suggest that the current ratio will not allow supervisors to meet all the
responsibilities of the job adequately. We recommend that the depart-
-ment request the Department of General Services to review and make
recommernidations regarding the program supervisors’ responsibilities and
training needs. The study should specifically review the appropriateness
of the current supervisor/counselor ratio.

Posmon Identification

We recommend that the State Personnel Board Work Wltb the Depart—
ment of Rehabilitation to determine if the positions of district manage-
ment assistant (DMA) and district. occupational resource specialist
(DORS) currently staffed by training and development assignments
should be formalized and civil service classifications developed for filling
the positions.
In early 1976 the field office positions of assistant district administrator
“(ADA) and placement representative were eliminated. However; during
the past year the department has designated district managemen* assist-
ant (DMA) positions in each of the district offices as training and develop-
ment assignments. In most instances, the DMA is a program supervisor
who functions much as the former ADA, but without receiving higher pay.
In a few instances, the training and development assignment.has been
given to a senior vocatlonal rehabilitation counselor or to a superv1smg ’

_clerk. Our field observations indicate that in many districts there is a need
for an assistant to the district administrator. However, such a position
should be properly established, job specifications developed and appropri-
ate salary levels set.

The district occupatlonal resource specialist (DORS) position- functions
somewhat like the former placement representative position. The basic
difference is that the DORS is not involved in making direct placements.
Rather, placement resources are developed for use by the counselors. The
DORS positions, like the DMA, are being filled through the use of training
and development assignments. Our field visits indicate that this is a useful
position which should be fully developed so that persons with proper skill
levels and at appropriate salary levels can be utilized to strengthen the
program. We recommend that both these positions be reviewed by the
State Personnel Board in coordination with the department and that ap-
propriate action be taken.

Industrlally Injured Workers

“'The department is seeking to establish a self-supportmg rehablhtatlon

program by prov1d1ng services to workers who were injured on the job.

‘ Fees for services are charged to insurance carriers or to former employers
of the injured worker.

Chapter 1435, Statutes of 1974 (AB 760) requires that vocational
rehabilitation services be a regular benefit under the Workers Compensa-
tion program. The benefit became effective for all injuries which occurred
on or after January 1, 1975. The Department of Industrial Relations report-
ed that during 1975-76, there were approximately 259,610 disabling work
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injuries sustained in California. It is further estimated that at least 12,000
persons, annually, could profit from rehabilitation services as a workers
compensation benefit. Under the program, therefore, there is a potential
for substantial recovery of federal/state funds which the Department of
Rehabilitation is currently spending for the rehabilitation of industrially
injured workers. - '

The cost-benefit of rehabilitation services has been well documented. It
is also clear from experience that the sooner a plan of rehabilitation is :
established after a disabling injury occurs, the better the chance for suc-
cessful rehabilitation. There is, therefore, a clear advantage to early iden-
tification, referral and dehvery of services to the industrially disabled. If
rehabilitation costs can be efficiently recovered from insurance programs,
‘more federal/state rehabilitation funds will be available to serve other
disabled persons.

. Public Works Employment Act. In order to implement the program,
the department was granted funds under Title II of the Public Works
Employment Act (PWEA) of 1976 to expand services to the industrially
injured. A total of $464,487 was granted during fiscal year 1976-77 and
$318,204 in 1977-78.

When the funding was exhausted in September 1977, the department
requested and was granted additional support under PWEA, round 2, in
the amount of $720,000. These funds will continue the program through
December 31, 1978. (A description of the Title Il PWEA program appears
in the Budget Analysis relating to the Employment Development Depart-
ment.)

The department had projected that the program would become self-
supporting by June 1978. However, this expectation will not materialize.
The department, competing with approximately 100 other rehabilitation
vendors in the state, serves about 16 percent of all cases. Insurance carriers
or self-insured employers serve 9 percent directly and the remaining 75
percent are served by private rehabilitation vendors. The more complex

- cases (those being contested by the insurance carriers) tend to be referred
to the department. As a consequence, services may be provided through
federal/state resources instead of as an insurance benefit. Since November
1976, the cost recovery rate has risen from about 4 percent to only about
20 percent. Program improvements or redefinitions will be necessary if
the program is to become self-supporting. :

One such improvement was made in December 1977, when the depart-
ment entered into an agreement with the Department of Industrial Rela-
tions which will enable the department to receive retroactive
reimbursements for services rendered. This should increase appreciably

" the volume of reimbursements. However, it is still unclear whether the

program can become self-supporting. This issue must be reconsidered at
the end of calendar year 1978 when PWEA funding will be exhausted.
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Industrially injured Public Employees

We recommend legislation to make rehabilitation beneﬁts mandatory
for industrially injured public employees.

- Chapter 1435, Statutes of 1974, required that rehabilitation services be
provided to all industrially injured workers who could benefit from such
services, but it did not repeal provisions of another section of the Labor
Code which make rehabilitation services voluntary for all public workers,
employers or insurance carriers. As a result, public entities are exempt
from the provisions of Chapter 1435, according to the Legislative Counsel
and the State Attorney General. (This exemption is belng challenged in
the court system.)

Approximately 40 public agencies (primarily the larger cmes counties
and school districts in the state) are self-insured under the Workers Com-
pensation Law. These agencies are reluctant to provide rehabilitation
'services to injured employees because of the costs of these services.

A repeal of the Labor Code provisions which exempts public entities
from the requirements of Chapter 1435 would require state reimburse-
ments for state-mandated costs. Nevertheless, we believe that public em-
ployees should have the same access as private employees to rehabiitation
benefits. Analyses by the department indicate that rehabilitation of in-
jured workers is cost-beneficial and should be available to all ‘industrially
injured workers, public as well as prlvate

Other Rehabilitation Servuces

. Although the primary goal of programs admmrstered by the Depart—
ment of Rehabilitation is assisting physically-or mentally handicapped
individuals to prepare for and engage in gainful employment, the depart-
ment provides other rehabilitation services which are not necessarily vo-
cational in nature. These nonvocational services include in-home training
of blind and deaf-blind persons in daily living skills, reader services for
blind university and college students, technical assistance to local inde-
pendent living programs, and an increasing variety of services to the
severely disabled, including the developmentally disabled, in sheltered .
workshops.

The budget proposes a new Budget Act appropnatlon for sheltered
workshops in the amount of $2.5 million. This is the first major General
Fund appropriation‘ proposed by the department for purchasing “habilita-
tion services,” that is, services which are not necessarily vocational in
nature. Because there is no competitive employment potential for these
clients, federal vocational rehabilitation matchmg funds cannot be used
for thls purpose. The purpose of the appropriation is to reimburse commu-
nity-based workshops and work activity centers for up to 20 percent of the
annual cost of services provided to developmentally disabled clients. The
budget specifies that no more than 5,000 clients will be supported and that
those supported must be eligible for services under the Lanterman Devel-
opmental Disabilities Services Act but not supported in the workshops by
any other public funds.

In recent years, a shortage of funds for rehabilitation facilities has devel-
oped throughout the state. Sales of products produced by the workshops
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have not increased at a rate sufficient to offset inflation. Some counties,
faced with the spending ceiling placed on Title XX social service funds,
have reduced support for the facilities and United Way resources have not
increased sufficiently to meet inflationary cost increases. In addition, the
costs of providing Worker’s Compensation coverage for sheltered workers
. has escalated.

In respomnse, community rehablhtatlon facilities have turned to other
financing methods such as fees for services rendered to disabled individu-
als, and planned fund raising activities, and have requested mcreasmg

-amounts of state subsidization.

Developmental Services and Workshops

We withhold recommendation on the proposed appropnatzon of $2.5
million in Ttem 269 and related proposals pertaining to workshop services
for developmentally disabled (DD) persons pending submission and re-
view of additional information.

We further recommend that the Departments of Health and Be]zabz]z ta-
tion submit a joint report by March 15, 1978 to the fiscal subcommittees,
the policy committees and the Joint Legislative Budget Committee clari-
fying funding needs and departmental roles.

The budget contains a number of proposals related to workshop services
for persons who are developmentally disabled (DD):

1. $399,914 General Fund in Item 258 (m), Developmental Services, for
- the Department of Developmental Services to purchase case manage-
ment services from the Department of Rehabilitation as a demonstratlon
project.

2. $1.6 million General Fund in Item 258(1) Developmental Services,
to implement an actual cost reimbursement system for workshop services
purchased by regional centers.

3. $2.5 million General Fund in Item 269 for the Department of
Rehabilitation to fund commumty workshops and work activity centers
for DD persons.

At present, there is not sufficient information on these proposals to
resolve a number of major issues. For example, the Department of Health

(effective July 1, 1978, the Department of Developmental Services) éur-
rently funds workshop services for DD persons through the Regional
Center program. Regional centers provide specified services, including
didagnosis, evaluation and referral, and purchase other services, such as
workshop services and out-of-home care for DD persons. The Department
of Rehabilitation’s proposal to maintain DD persons in workshop services
appears to: (1) represent a duplication of workshop services that are
presently funded by the Regional Center System and (2) obscure: the
sources and levels of funding for workshop services for DD persons. Until
more information on both the Department of Rehabilitation’s and the
‘Department of Health’s services to DD persons is available, we are unable
to analyze the $2.5 million proposal The following information should be
provided:

1. Identification of all current and proposed funds available for work-
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shop services for DD persons in the Departments of Health and Rehabili-
tation. Such information should include caseload data, types of services
purchased  and. reimbursement levels. ; e

. 2. Information indentifying- the need for workshop services for DD
persons.

3. ]ustlﬁcatlon for the $1.6 mllhon proposed in Item 258 to 1mplement
an actual cost reimbursement system for workshops funded by regional
centers. (The data provided to us did not identify the number of regional
center clients and workshops that would be affected by the proposed $1.6
-million increase.)

4. Justification for the Departments of Health and Rehablhtatlon both
funding workshop services for DD persons.

5. Identification of the current roles and respons1b111t1es of the Depart-
ments of Health and Rehabilitation in the provision of workshop services
to DD persons. :

‘Habilitation Services

We recommend that “babz]ztatzon services” be presented as a separate
program in the Governor’s Budget so that (a) the elements of the program
reflect the basic purposes, ana' (b) the costs and benefits of the program
are clearly identified.

Traditionally, the Department of Rehablhtatlon has provided services
aimed at vocational rehabilitation, i.e., services which directly relate to
employment of the disabled client. The Rehabilitation Act of 1973
dropped the word “vocational” from its title and mandated that priority
be given to serving the severely disabled. During hearings on the proposal,
Congress considered providing the disabled with more services which are
prevocational or nonvocational in nature, such as skill training necessary
for the severely disabled, who have no 1mmed1ate potentlal for employ-
ment, to éstablish and maintain an independent or semi-independent
living arrangement. The act, however, stopped short of authorizing such
services and retained the goal of vocational rehabilitation.

The department has increasingly been seeking ways to develop and_
support prevocational and nonvocational services to the severely disabled.
These services (generally described as “habilitation services’ > because
they apply to persons who have not previously been employed) have
grown rapldly during the last three years. Such services have been shown .
in the Governor s Budget under the program elément of “other rehabilita-
tion services” or under the Development of Community Rehabilitation
Resources program, but they are not separately identified in the budget
document. We recommend, therefore, that future budget presentations

“show each of these prevocatlonal and nonvocatmnal services under a
separate program.

The major categories of habilitation services currently admlmstered by
the department are:

Services to the Blind. Traditionally, the department has provided
counseling and training in indépendent living skills to the blind and deaf-
blind with no potential for employment using counselor-teachers. Reader
services have also been provided to blind individuals participating in



' 592 / HEALTH AND WELFARE | ' Items 268-269

DEPARTMENT OF REHABILITATION—Continued

college programs which are not necessarily vocationally orlented Pro-
gram costs for these two elements for the budget year are $450,364.

Workshop Demonstration. The workshop demonstration project was
mandated by Chapter 1440, Statutes of 1972 (SB 820) and by Chapter 1369,
Statutes of 1976. (AB 3805). The purpose of this two-year project is to
“‘demonstrate that . . . Adult disabled SSI/SSP recipients who have been
found incapable of proceedmg with self-support plans can be enabled to
- retain remunerative employment in sheltered workshops.” The program
operates by funding work-stations for clients in sheltered workshops. The
projected program budget for fiscal year 1978-79 is $412,098.

Mentally Retarded in Private Institutions (MRPI). This is a joint
project with the Department of Health that began as a demonstration
project in 1976-77 and is continuing for another year through funding
under the Public Works Employment Act (PWEA) Title II. Funds in the
amount of $1.9 million were awarded to the Department of Health. The
project purpose is to move mentally retarded persons from public institu-
tions into private, nonprofit institutions which in.turn attempt to help
their clients make. the transition to board and care, semi- 1ndependent
community hvmg situations.

Work Actlvnty Program :

We withhold recommendabon on 15 requested new positions for the
Work Activity program pending clarification of sheltered workshop needs
and roles of the Departments of Rehabilitation and Health.

The department has entered into a tentative agreement with the De-
partment of Health to administer a work activity program for approxi-
mately 1,000 developmentally disabled. the Department of Rehabilitation
will administer this program in cooperation with three to five regional
~ centers. The regional centers which have been supervising the work activ-
ity program were created to provide advocacy and case management
services to the developmentally disabled. They were not designed to
become service providers. The department’s involvement is for the stated
purpose of adding the basic elements of program planning, monitoring
and evaluation to the workshop segment of Regional Center activities.

The Department of Developmental Services has requested $399,914 in
Item 258(m) for this purpose. The budget of the Department of Rehabili-
tation requests 15 new positions to implement the program. We are with-
holding recommendation on these 15 positions and on Item 258(m) as a
part of the larger issue of the relative roles of the two state departments
in providing services to developmentally disabled chents through shel-
tered workshops.

- Il. SMALL BUSINESS AND JOB DEVELOPMENT
The Small Business and Job Development program consists of two ele-
ments, the Business Enterprise Program for the Blind (BEP) and Job
Development.
For 1978-79, the budget proposes total expendltures of $3,473,607 to
support the program. Of this amount, $1,220,011 is from federal funds and
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$296,898 is from the General Fund. Another $1,948,593 is appropriated
from federal and state Special Deposit Funds-Vending Stand Accounts.
The state Vending Stand Account receives fees paid by BEP operators.
Each operator is required to contribute, on a sliding scale' depending on
his income, a specified percentage of his net sales. These contributions are
matched by funds from the Federal Vending Stand Account.

Blind Enterprise Program The BEP is a self-support program avail-
able to blind clients selected by the department. It provides comprehen-
sive training and supervision in the operation of vending stands, snack bars
and cafeterias in public and private buildings. During the current budget
year, the program has made a number of administrative improvements
which should result in better placement of operators, more lucrative busi-
nesses and increased opportunity for new operators. The budget projects
the opening of 25 to 30 new locations during the budget year. ‘

Job Development. A new program element, job development, was
added last year. This element appears in the program budget with BEP,
but it is administratively separate and serves individuals with all types of
disabilities, not just the blind.

The job development element consists of four loosely related compo-
nents. One is designed to help clients establish their own businesses. A
second is engaged in developing contracts with local prime sponsors of the
Comprehensive Employment and Training Act (CETA) to obtain man-
power training programs for the disabled. A third component seeks agree-
ments with industry and labor organizations to expand employment
opportunities for the disabled in the private sector. Finally,. there is a
component which is working with the State Personnel Board in an effort
to expand job opportunities for the disabled in state civil service.

- Through these job development efforts, a number of opportunities for
placement in state and local government have been prov1ded to the dis-
abled. Efforts are also being initiated to develop a mini-complex of busi-
ness shops in the Los Angeles area which would be used to give nonblind
disabled clients the opportunity to become self-employed. Unlike BEP,
however, these businesses are being designed to move operators (at the-
end of three years experience) from the state- -supported enterprise into
~ an independent business. Thus, it is hoped that the state-developed busi-
nesses will become training centers developing the capacity of the dlS-
abled to become independent entrepreneurs. S

III. DEVELOPMENT OF COMMUNITY REHABILITATION RESOURCES

This program attempts to develop and maintain adequate facilities and
services in the community which the department does not supply directly.
Exampleés of purchased services include rehabilitation workshops and cen-
ters; special facilities for the bhnd and deaf halfway houses and alcohohc
recovery houses.

The program has three basic elements (1) techmcal consultatlon to
rehabilitation facilities, (2) grant administration, and (3) removal of ar-
chitectural and mobility barriers.

For-the 1978-79 fiscal year the budget proposes a total expendlture of
$3,743,593, of which $3,505,523 are federal funds and '$229,219 are from the
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General ' Fund. An additional $8,851 are received as reimbursements.

The Governor’s Budget identifies two new activities in this program, the
State Procurement program and the 1mplementat10n of Section 504 of the
Rehabilitaton Act of 1973. :

State Procurement Program. Chapter 959, Statutes of 1977, appro-
priated $30,000 to the department for the purpose of developmg a pro-
gram that will encourage the state and other public entities to purchase
goods and services from rehabilitation facilities. The department plans to
implement the project by contracting with an independent agency to
promote and develop state and local procurement contracts. The depart-
ment expects the program to become self-supporting in two years.

Section 504 Implementation. The federal Rehabilitation Act of 1973
contains Section 504 which is designed to provide disabled persons with
full integration into normal participation in society, e.g., access to public
transportation, housing, educational opportunities, public buildings etc.
Any agency receiving federal grants or contracts must comply with this
section. The department has applied for $475,000 in federal funds that
would be used to provide technical assistance to public and private agen-
‘cies concerning implementation of the 504 regulatlons The budget pro-
poses four new positions to carry out the program. We concur with the
need for the four positions. :

Iv. ADMINISTRATION

This program includes the director’s office and the four administrative
divisions: Program Development, Field Operations, Program Support and
Administrative Services. It provides executive direction, planning, policy
determination and staff support for the operation of all department pro-
grams.

The budget proposes $10,108,020 to support this program in 1978—79 an
increase of $113,336 over the current year. Under program budgeting
concepts, the entire amount is charged to other programs. :

Admlmstratlve Growth

We recommend the deletion of 11 proposed new positions in the admm-
istration program (Item 268) for a total savings of $165,462 (General F und
$33,092).

The 1978-79 budget proposes 16 new pos1t10ns in the admlmstratron
program. Four positions (three professionals and one clerical) are for the
implementation of Section 504 of the Rehablhtatron Act of 1973 and we
recommend approval of them.

One personnel assistant is proposed to increase recruitment of disadvan-
taged minorities. The department’s monthly trend report for November
1977, stated that the affirmative action hiring goal is not being met, and
noted that the “gap continues to widen between the total Chicano goal
and actual Chicano hires.” On this.basis, we concur with the authorization
of a position to increase recruitment of disadvantaged minorities. = -

Four new positions in data processing (two staff services analysts, one

-rehabilitation counselor and one key data operator) are proposed to im-
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- plement a new aspect of the expanding management information system:
Since fiscal year 1975-76, nine new positions have been added to the data
processing section (a 34 percent increase). We believe that the proposed
workload can be absorbed by the currently authorized positions. There-
fore, we recommend that these proposed positions be denied.

The remaining seven positions ‘are clerical positions proposed for in-
creased workload in accounting, mail and messenger services and contract
~ and regulation activities. We recommend that these positions be denied
because of what we consider to be an excess of central staff.

During the past two years, the administrative staff has increased signifi-
cantly. In fiscal year 1975-76, 40 positions in the regional offices were
transferred to central operations. With other changes that year, there was
a net increase in central office staff of approx1mately 65 positions.” In-
creases since then have added 35 positions for a total increase of approxi-
mately 100 positions. We believe that these increases are sufficient to
absorb the projected workload without adding 11 additional positions re-
quested in the budget for 1978-79.

Table 5 presents the requested new positions which we recommend be
denied together w1th the salary savings resultmg from the recommended
action.

Table §

Savmgs Resulting from Proposed.
»Reductnon of New Positions
!

Opemhﬁg‘, FEstimated s ‘

Number Staff expenses salary .
. of Proposed benefits and savings Net
Position Classification - Posttions .. salary (%%) equipment “%) savings
Vocational rehabilitation . ’ L o
COUNSEIOT...v.ev v 1 $17,284 $4,494 $2,500 —$691 $23,587
Staff services analyst . 2 24,954 6,488 5,000 —998 35,444
Key data operator ... S | 10,608 2,758 2,500 - —424 15,442
Clerk typist II ...... - 4 34,848 9,061 10,000 ~1,304 52,515
Clerk II....... . 1 9931 2,400 2,500 —369 13,762
Clerk Lo 1 8,244 2,143 2,500 ~330 12557
Speciakquality clerk ........ 1 7914 2,058 2,500 -317 12,155
Total . 11 $113,083 $29,402 $27,500 —$4,523 $165,462
General Fund (20 percent) : " ; . -$33,092
Federal funds (80 percent) : $132,370

Consultant and Professional Services

We recommend that the General Fund appropriation be reduced by
$34,206 to correct overbudgeting for “consultant and professional serv-
ices” (reduce Item 268).

In 1976-77, the department spent a total of $897,317 in consultant and
professional fees. The budget proposes a total of $1,338,092 for such serv-
ices for-the 1978-79 fiscal year, an increase of $440,775, or 49 percent. An
analysis of the department’s base budget data indicates a beginning
amount of $856,000 to which was added $251,000 for Section 504 implemen-
tation, $30,000 for job development projects, $30,000 for training projects,
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$36,000 for increased medical consulting fees, $29,000 for increased dental
consulting fees and approximately $106,000 for miscellaneous smaller
items.

The Governor’s Budget (lme 56, page 679) states that “5.7 medical
positions are proposed new in the budget year to replace services previ-
ously obtained under contractual services.” However, the budget pro-
poses an increase of $36,000 in medical consulting fees. We believe that the
proposed increased medical and dental consulting fees, together with
smaller miscellaneous increases, constitutes overbudgetmg for consultant
and professional services.

We recommend that the total budgeted for professmnal and consultant
services consist of the (a) base amount of $856,000, (b) the $251,000 for
Section 504 implementation, (c) $30,000 for job development projects, and
(d) $30,000 for training of occupational specialists, for a total of $1,167,000.
This would result in a reduction of $171,092, of which $34,206 is from the
General Fund.

DEPARTMENT OF SOCIAL SERVICES

General Summary
Funds for the new Department of Social Services are contained in nine
budget items and one control section of the 1978-79 Budget Bill as identi-
fied in Table 1. The department requests a total of $1,771,416,847 from the
General Fund for fiscal year 1978-79.

Table. 1

Department of Social Services
General Fund Requests for 1978-79

Budget . . Estimated Proposed = Percent
Bill - Purpose ' 1977-78 1978-79 * Increase
270 Departmental SUpPOrt .......ouonreceemseesmicsssiinns N/A $28,930,400 N/A
Control

Section
32.5 Cash grants AFDC $622,737,000 673,149,800 +81%
271 - Cash grants: aged, blind and disabled .......... 733,659,900 831,575,800 +13.3
272 Special adult programs 5,642,100 6,214,500 +102
2713 WIN child care 327,803 347471 +6.0
274 Special social services programs ...........co.... 94,024,998 130,512,576 +388
275 Indo-Chinese refugee assistance program. -0 3,019,900 '+100.0
276 County adyniniStration ............ce.esiesssssessreee 69,746,100 77,904,900 +1L7
277 'Executive rmandates 0 2,022,800 +100.0

278 Legislative mandates 17,768,000 17,738,700 —02
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Department of Social Services
DEPARTMENTAL SUPPORT

Item 270 frorh the General

Fund _ Budget p. 687
Requested 1978-79 ........cccvvvrrvreneriss ereeeteeensernre s s s s nnnris o $28,930,400
Estimated 1977-78................... Sereasuesinisienssensseetinsuessuesseiensrasd evonenasis - N/A
Total recommended reduction ............ R R R $197,182
1978-79 FUNDING BY ITEM AND SOURCE’

Item , Description Fund =~ Amount
Item 270 . Department of Social Services Support " General ‘ '$28,912,400 v
Chapter 892, . o , ,
Statutes of 1977 . : General . 18,000
’ ' $28,930,400
. o Ana]ysis
SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS : page

1. Departmental Reorganization. Recommend Department - 598
of Benefit Payments submit a report to the Joint Legislative :
Budget Committee and the fiscal subcommittees and policy

" committees by April 1, 1978, which identifies proposed in-
ternal organization of the Department of Social Services.

2. Organization of Social Services Division. Recommendpro- 599
gam support functions of the Social Services Division be
integrated with the support functions of the Department of
Social Services.

3. Community Care Licensing. Recommend that the De- 602
partment of Health report to the Joint Legislative Budget
Committee and the fiscal subcommittees and policy com-

" ‘mittees by April 1, 1978, on community care caseload stand-
ards, and the return of hcensmg respons1b1ht1es by counties
to the state.
4. Control Section 32. 5——AFDC Cash Grants. Reduce by $1,- 602
" 280,200. - Recommend Control Section 32.5 be reduced by
" $1,280,200 for the cost of proposed new regulations which
have not yet been adopted or reviewed. :

5. Federal Welfare Legislation. Recommend Department of 604
Benefit Payments report to fiscal subcommittees during -
budget ‘hearings on estimated impact on PL 95-216 and

- proposed expenditure of new federal funds. o

6. Special Social Services Program (discussed in our analysis of 604

Item 274). Reduce by $197,182. Recommend that Item 270
be reduced by $197 182 by deletmg seven proposed new
positionis.

: Evaluation Model. Withhold recommendatlon of four new 604
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positions pending receipt of Assembly Office of Research
report.

GENERAL PROGRAM STATEMENT

Chapter 1252, Statutes of 1977, creates a new' Department of Social
Services effective July 1, 1978. This department will replace the Depart-
ment of Benefit Payments as the single state agency responsible for super-
vising the administration of public social services supported by state funds

. and federal grants-in-aid. Specifically, the new department will retain the
welfare operations function of the current Department of Benefit Pay-
ments and the disabity evaluation, community care licensing and social
services functions currently administered by the Department of Health.

ANALYS!S AND RECOMMENDATIONS _

“The Governor’s Budget proposes $28,930,400 from the General Fund for
support of the new Department of Social Services. Included in this total
General Fund expenditure are amounts of $28,912,400 from this item and
$18,000 from Chapter 892, Statutes of 1977 which prov1des funds for imple-
menting pilot centers for victimhs of domestic Vlolence Total program
expenditures, including federal funds and reimbursements, are projected
at $86,920,219 for fiscal year 1978-79. Because of the creation of a new
department-and the transfer of various functions to it, we are unable to
compare this amount to prior year expenditures.

Departmental Reorganization )

We recommend that the Department of Benefit Pa yments submit a
report to the Joint Legislative Budget Committee and the fiscal subcom-
mittees and policy committees by April 1, 1978, which identifies the
proposed Internal organization of the new Department of Social Services.

The Department of Benefit Payments has undertaken a comprehensive
study of alternative ways to organize the new Department of Social Serv-
ices. In September 1977, a committee was established to prepare state-
ments of the new department’s mission and organizational philosophy.
This committee was comprised of members of the Department of Benefit
Payments” own planning committee as well as representatives from each
of the programs which would be transferred to the new department

The Department of Benefit Payments has also contacted various con-
stituent, advocate and professional groups to obtain their input regarding
the new departmental organization. The department is currently devel-
oping a timmetable for receipt of these additional comments and sugges-
tions. When this information is received, the Department of Benefit
Payments will make a final decision regarding the internal organization
of the new Department of Social Services. As of late January, the plan had
not been prepared. We therefore recommend that the Department of
Benefit Payments submit a report to the Joint Legislative Budget Commit-
- tee and the fiscal and policy committees by April 1, 1978, which identifies
the proposed internal organization of the new Department of Socml Serv-
ices.
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Organization of the Social Services Division " '

We recommend that the program support functions of the Socza] Servy-
ices Division be integrated with the support ﬁmcbons of the new Depart- ,
ment of Social Services.

The Social Services Division as it is currently orgamzed in the Depart-
ment of Health has experienced serious difficulties in' developing and
implementing useful procedures for on-going planning, data collection,
caseload estimates, program monitoring and program impact evaluation.
As a result, we do not believe that the Social Services Division should be
transferred to the new Department of Somal Serv1ces without undergoing
several organizational changes. '

The experience and capability demonstrated by staff in the Department
of Benefit Payments” Administration Division, Audit and Evaluation Divi-
sion and Program Development Division could ‘make significant contribu-
* tions to improving these program activities. We therefore recommend
that the program support functions of the Social Services Division includ-
ing on-going planning, data collection, caseload estimates, resource alloca-
tions, and on-going program monitoring and program impact evaluation
be integrated with the support functlons of the new Department of Socnal
Services.

Federal Welfare Reform

The U.S. Congress is currently considering two bﬂls HR 9030, and S
2084, entitled, “The Better Jobs and Income Act”, which contain Pre51dent
~ Carter’s plan for reforming the national welfare system. The U.S. House
of Bepresentatlves has formed a special Subcommittee on Welfare Reform
to review and revise HR 9030. After the subcommittee completes action
on the bill it will be submitted to three main committees (Ways and
Means, Agriculture. and Education and Labor) for further review. It is
anticipated that these committees will make. substantial revisions in the
- President’s original proposal. As a result, we are unable to say how federal
welfare reform will affect California or to make any recommendations for
changes in California law at this time. A summary of the two major pro-
gram components of the President’s welfare reform proposal as it was
ongmally submitted to the U.S. Congress follows:

Consolidated Cash Assistance Program. HR 9030 would replace the

" present federal AFDC, SSI/SSP and Food Stamp programs with a new
Consolidated Cash Assistance program. The new program would cover
existing categories of recipients as well as intact families, childless couples
and single individuals. The proposed program would provide a national
basic benefit and would encourage states such as California to continue
current state supplements to the federal basic benefit level. The proposal
would establish one benefit level for persons who are not expected to work
and a lower benefit level for persons who are expected to work as an
incentive to find a job. In addition, a portion of income earned by persons

_expected to work would be disregarded up to a certain level in order to
encourage employment. Also included is an earned income tax credit
mechanism designed to strengthen the work mcentlve and to provxde tax
rehef to families with children.
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The federal government would have responsxblhty for administering
the new cash assistance program and would fund 90 percent of the cost
of the basic federal grants. The federal government would also administer
and share in the cost of state supplements which meet federal eligibility
requirements. Each state would be required to pay 10 percent of federal
grant costs and would be responsible for the entire cost of administering
and providing supplements which do not meet federal eligibility require-
ments. An example of the latter is the cost of providing supplements to
those current recipients of AFCD and SSI who may have higher earnings
_ than those allowed under the new program, but who would be protected
against loss of present benefits by grandfathering provisions. -

- An Emergency Assistance program would be established under Title
"~ XX (Social Services) of the Social Security Act to provide payments for
emergency subsistence needs of individuals not served by the new Cash\
Assistance program. California’s emergency assistance allocation is es-
timated to be $111 million.

" Employment Opportwutzes Program. An mtegral part of the Carter
welfare reform proposal is the employment opportunities program which
is designed to move people from public subsidy programs into private
sector jobs. The employment opportunities program has two major parts,
Job Search Assistance and Public Service Employment and Training.

The Job Search Assistance program would provide beneficiaries-with
job development and placement services such as these currently offered
by the state employment service: agenc1es (in' Callforma the Employment
Development Department).

The subsidized Public Serwce Employment and Trammg program
would provide opportunities for beneficiaries to be placed in subsidized
employment such as the Comprehensive Employment and Training. Act
(CETA) Titles IT and VI now prov1de :

-~ Beneficiaries who are designated as “required to work” would be- obh-

gated to participate in the employment opportunties program. First, in
order to receive the full cash assistance to which they are ent1tled a
mandatory participant would be required to seek employment in; the
private sector and to accept any available employment at the minimum
wage or higher. If no unsubsidized employment were found, the partici-
pant would then be requlred to-accept a public service jOb at minimum
wage.

Major Concerns. The President’s welfare proposa.l has been rev1ewed
by a number of state and national welfare program providers and organi-
zations. Belowis a summary of some of the problem areas which have been
identified. :

1. State  responsibilities. would be lmnted to mtake and dxrect cl1ent
contact functions in ‘the cash assistance program. As a result, the state
would have to deal directly with recipients without having any control
over the program or ability to respond to recipients’ problems.

" 2. The proposal doés not identify how the cash assistance program is to
be integrated with the Medi-Cal ‘and social services programs. It is an-
ticipated that HR 9030 could create significant additional demands on



Item 270 HEALTH AND WELFARE / 601

these services without providing additional money for their support.

3. The federal allocation for emergency needs is probably madequate
to cover requests for emergency funds and will be reduced in subsequent
years.

4. The proposal fails to include a federal cost-of- hvmg ad]ustment in
benefit levels.

5. The proposal would create a complex federal/ state fundmg relatlon-
sth and would result in.a fragmented administrative structure. The fed-
eral government would administer the basic cash assistance program,
while the state would retain responsibility for administering special sup-
plemental payments for non-federally eligible welfare recipients, emer-
gency assistance, social services and Medi-Cal.

6. The measure does not address the problem of economic develop-
ment. Unless private jobs are available, no employment trarmng and
‘placement system can succeed.

7. The requirement that participants accept _]ObS at minimum wage
raises problems with labor unions, and is in conflict with other federal
employment programs, such as the Youth Employment and Development -
program, which mandate that prevallmg wages be paid to public service
workers.

8. The proposal leaves in question the relatlonshlp between the state
employment services agencies and CETA prime sponsors. By indicating
that the prime sponsors would be eligible to provide what are now em-
ployment services responsibilities, the state’s role is brought into question.
~ 9.-The incentives designed to encourage a beneficiary to obtain and
maintain a job in the private sector need to be reworked. As it now stands,
a participant might actually lose net income by taking a private sector job.
Also; no financial assistance is provided that would enable the participant
to seek work during his mandatory job search effort. Th1s may severely ;
hamper his search.

10. There is much emphasis on employment but almost no emphasxs on
training - without' which many of the beneficiaries may not be able to
compete for employment. - :

11. The level of fiscal relief pro;ected by the proposal is not hkely to
materialize. A staff analysis of the proposal has been prepared by the
Department of Benefit Payments and the Employment Development
Department dated October 31, 1977, and contains a cost estimate of the

"proposal’s impact on Cahforma This estimate is based on a comparison of
current state welfare programs and an approximation of current programs
under HR 9030 and projects an mcreased cost to the state and counties of
$348 million per year. :

- According to the department analysrs, this cost increase is due to the

- addition of 1.5 million working poor to the cash assistance program, in-

’ - creased emergency assistance payments, Public Service Employment

minimum wage supplements, increased Medi-Cal administrative costs and -
the grandfathering of those AFDC and SSI/SSP recipients who would no
longer be eligible for the federal program: Not included are the increased
Medi-Cal program costs and increased administrative and program costs
for the Social Services program which could be substantial. These esti-
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mates are likely to change depending on action taken by the congressmnal
committees.

Community Care Licensing Program

We recormmend that the Department of Hea]tb report to the joint

Legislative Budget Committee and appropriate policy and fiscal subcom-

. mittees cormmittees by April 1, 1978 on community care evaluation case-

" load standards, and the return of licensing responsibilities by counties to
the state.

The budget proposes $8,658, 292 from the General Fund for the Commu-
nity Care Licensing Program, and $1,500,000 in Federal Title XX Funds.
Of the General Fund amount, $8,158,292 is in this item (support) and
$500,000 is in Item 274 (Special Social Services Programs) to match the
Federal Title XX monies of that item. This program with a proposed 224.7
positions is currently within the Department of Health’s Licensing and
Certification Division. .

The Community Care Licensing Program is responsible for regulating
approximately 50,000 day care centers, 24-hour residential facilities, pre-
schools, and similar types of community care facilities. These facilities are
evaluated by state personnel in regional offices, and by county programs
operating under contract with the state. The counties handle about 80
percent of the workload.

- The Community Care Licensing Program has had difﬁculty fulﬁlhng its
mandate over the past year. Most of the program’s district offices failed
to meet state mandated annual evaluation requirements. This problem
stemmed from an abnormally high staff vacancy rate, inappropriate case-
load standards for facility evaluators, and county programs returning li-
censing responsibility to the state. The program has now filled most of its
positions and is working on caseload standards. We recommend that par-
ticular attention be directed to the problem of maintaining full staffing
and that the Department of Health report on the progress in developing
new caseload standards and on the current status and probable trend over
the next year on the return of licensing responsibilities to the state. :

AFDC Cash Grants ‘

We recommend a General Fund reduction of $1,280 200 from C'ontro]
Section 32.5. pendmg the issuance and review of new regulations. _
 Control Section 32.5. The Budget Bill does not contain an item which
appropriates funds for the Aid to Families with Dependent Children
(AFDC) program because the Welfare and Institutions Code provides a
continuous appropriation. However, Section 32.5 of the Budget Bill limits
available funds to a specified amount and permits the Director of Finance
to increase the expenditure limit in order to provide for unexpected
caseload growth or other changes which increase aid payment expendi-
tures.

The budget proposes $673,149,800 in Sectlon 32.5, which is $50, 412, 800 or .

8.1 percent more than is estimated to be expended in the current year. In
addition to these funds, there are state costs for AFDC grants of
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$17,768,000 in the current year and $17,924,600 in the budget year for
legislative and executive mandated: costs budgeted in Items 277 and 278.
Thus the total General Fund cost for AFDC grants in fiscal year 1978-79
is estimated to be $691,074,400 which is an increase of $50,569,400 or 7.9
percent over the amount estimated to be expended in the current year.

AFDC Caseloads and Cost Trends. The Governor’s Budget projects

that the AF’ DC caseload will dec]me by 0.2 percent in 1977—78 as shown
in Table 1.

Table 1

. - 1978-79.Governor’'s Budget
AFDC Average Monthly Caseload (Person Count)

- Change N
o from .  Percentage
: ’ 1977-78 - . . 1978-79 1977-78 . change
AFDC Family Group . | _ 1,272,747 +1,547 +0.1%
AFDC Unemployed......... 168717 —4,191 —24
AFDC-Foster Childfen .......... ssssessesseene 26,558 26,558 0 0
- - 1,470,666 1,468,022 2644 —02%

The net AFDC General Fund cost increase of $50.4 million reﬂected in
Section 32.5 includes $56.8 million in increased costs and $6.4 million in
offset savings. The major cost increases-include: a) an annual AFDC cost-
of-living adjustment ($45.8 million), b) an increase in payment standards
resulting from Chapter 348, Statutes of 1976 ($3.7 million), ¢) phase-out
of the federal special unemployment assistance program and the federal
extended unemployment insurance program ($0.8 million), d) increase in
child support payments ($2.8 million), e) the cost of new regulations
implemented as:a result of federal mandates, within the authority of exist-
ing state law, or as a result of an out-of-court settlement which the Legisla-
ture has previously reviewed ($2.6 million) and f). the result of a recent
court case which ruled that the department’s prior-month budgetmg sys-
tem for calculating AFDC payments is inadequate ($1.1 million).

These costs will be offset by savings resulting from: a) a reductxon in
AFDC caseload ($4.3 million savings), b) an increase in OASDI benefits
($0.8 million savings) and c) increases in the minimum wage ($1.3 m11hon
savings).

Proposed Regulatzons The budget contains a total General Fund ex-
penditure of $1,280,200 for proposed regulations resulting from the Garcia
vs. Siwoap case. Under existing regulations the department requires - a
recipient to report income received in the prior-month as a basis for
determining the grant level to be received in the next month. However,
the court has ruled that the department’s prior-month budgeting system
is inadequate and has required the department to submit revised regula-
tions for its approval The modified regulations would require that should
a change in income occur to create a hardship, a supplemental payment
~ would be issued upon the request of the recipient. The department esti-
mates these revised: regulatlons will be submitted to the court by February
1, 1978, but it is also pursuing an appeal to the U.S. Supreme Court.

Because these regulations havé not yet been issued, and because the
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Legislature has not yet had an opportunity to review the issues raised by
the court’s decision, we recommend.that funds approprlated through
Section 32.5 be reduced by $1,280, 200 o

New Federal Welfare Legislation

We recommend that the Department of Benefit Payments report to the
~ fiscal subcommittees during budget hearings on estimated impact of PL
95-216 and proposed expenditures of new federal funds.

On December 15, 1977, Congress enacted PL 95-216 (HR 1346). which
allocates $187 million to states and counties for fiscal relief of state and
local welfare costs. State allocations-are to be based on a two-part estimate:
1) 50 percent based on each state’s share of total AFDC expenditures for
December 1976, and 2) 50 percent based on the general revenue sharing
formula. The law requires the states to pass-on a portion of these funds to
political subdivisions. Based on a preliminary determination, it is estimat-
ed that California will receive approximately $25.4 million in additional
federal funds. Federal funds will be payable to the states for the period
October 1, 1977 to March 31, 1978.

In add1t10n the law changes fiscal incentives for the AFDC quality
control program, changes procedures for obtaining information from fed-
eral wage records, expands the authority for state demonstration pro-
grams, and changes procedures for reimbursing . erroneous  state
supplementary payments.’

Because these funds were only recently approved by Congress, they are
-not reflected in the Governor’s Budget. We therefore recommend that
the Department of Benefit Payments report to the fiscal committees dur-
ing budget hearings on the estimated impact of the new federal legislation
. and proposed expenditure of new funds.

Recommendations Discussed in Item 274.- .

We have recommended that Item 270 be reduced by $1.97 182 by delet-
ing seven proposed new positions for social services program moniforing.

We have also withheld recommendation on four proposed positions for
deve]opment of a social services evaluation model pending receipt; and
review of a report by the Assemb]y Office of Research.

These recommendations are discussed in Item 274, Special Social Serv-
ices program, because the majority of funds for the program are contained
in that iterm. However, these reductlons should be made in this depart-
mental support 1tem :
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Department of Social Services

STATE SUPPLEMENTARY PROGRAM FOR AGED, BLIND
AND DISABLED -

Item 271 from the General

Fund = _ ' . Budget p. 690
Requested 1978-79 ............. e st srerssani st eseresas vivieesaees $831,575,800
Estimated 1977-78...............; . : . 133,659,900
ACHUAL LOTE=TT couu.vvevvveensreiviesiaesssssssnsssssesssssssssassssanesssasssasssssses 676,632,394

Requested increase $97,915,900 (13.3 percent) ' -
Total recommended TEAUCHON ..ooirvverirreesesreessssssrssessseiesssines None

GENERAL PROGRAM STATEMENT

- On January 1, 1974, the Federal Social Security Administration assumed

responsibility for direct administration of cash grant welfare assistance for
California’s aged, blind and disabled recipients. Prior to that time; Califor-
nia’s 58 county welfare departments provided cash assistance to these
recipients. '

Under provisions of state and federal law, California supplements the
basic Federal Supplemental Security Income (SSI) payment with an addi-
tional State Supplementary Program (SSP) payment. Each year state sup-
plemental payments are increased to provide recipients a- cost—of hvmg
adjustment pursuant to the Welfare and Institutions Code.

. ANALYSIS AND RECOMMENDATIONS'

We recommend approval,

The budget proposes a General Fund appropriation of $831,575,800 for )
the state cost of aid payments to aged, blind, and disabled recipients for
fiscal year 1978-79. This i$ an increase of $97,915,900, or 13.3 percent, over
the amount estimated for the current year.

The major reasons for the $97.9 million increase in the cost of the SSP
program are as follows: (a) an automatic annual cost-of-living adjustment
on the State Supplementary Payment provided to recipients (net state
cost of $67.5 million) (b) a pass-on of federal cost-of-living increases in the
federal SSI benefit pursuant to Chapter 348; Statutes of 1976 (net state cost
of $23.9 million), and (c¢) an increase in caseload ($6.4 million). The case-
load is estimated at 714,641 for fiscal year 1978-79, which is'an mcrease of
21,857, or 3.2 percent, over the current year. ‘

Payment standards for the SSP program are estimated to increase on
July 1,1978, as follows: (a) from $296 per month to $320 per month for aged
and disabled individuals, and (b) from $334 per month to $361° per month
for blind individuals.

We recommend approval of this amount with the understanding that
the appropriation is subject to adjustment when the Department of Fi-
nance subinits the May revision of expenditures to the Legislature.
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Federal Revenue—Sharmg Funds ’ i .
Budget Bill language in Item 409 spec1ﬁes that $275 m1lhon shall be -
appropriated from the Federal Revenue-Sharing Fund to the General
Fund and transferred to Item 271 to partially fund the SSP program.
Language in.Item 271 specifies that the revenue-sharing money is to be -
expended prior to the expenditure-of the remaining $556,575,800. For the
four fiscal years prior to the 1978-79 fiscal year, federal revenue-sharing
funds were appropriated to the State School Fund for public school appor-
tionments. In fiscal year 1973-74, a portion of the federal revenue-sharing
funds were appropriated for welfare costs of the SSP program. :

Department of Social Services
SPECIAL ADULT PROGRAMS

.Item 272 from the General

Fund ' " Budget p. 691
Requested 1978-79 .......... rereroresserestiseteesreseeaentsEessasasebeneabeesrentearaes $6,214,500
Estimated 1977=T8........occovirirnsiemrinernesenesessisinsssoriosssessssosscnnes 5,642,100
ACHUAL JOTB-TT .....cooereieereeeeensssseeresssesssessssssssssesssssassesnsns 4,837,452

Requested increase $572,400 (10.1 percent) ' )

Total recornmended reduction ............oeeeeeereessseeessesens None

1978-79 FUNDING BY ITEM AND SOURCE :
Item Description Fund : ) Amount

272(a) Special Circumstances™ - . General : $3,292,300
272(b)  Special Benefits General : : 108,100
972(c)  Aid to Potentially Self- - General . 1,031,700

. Supporting Blind
2712(d)  Emergency Payments : General 1,852,400
- : ' ) $6,214,500

GENERAL PROGRAM STATEMENT
Chapter 1216, Statutes of 1973, (AB 134) estabhshed a program to pro-
vide for the emergency -and spemal needs of SSI/SSP recipients. The
program’s special allowances, paid entirely from the General Fund, are
“administered by the county welfare departments.

ANALYSIS AND RECOMMENDATIONS
We recormmend approval.
The budget proposes a General Fund appropriation of $6,214,500 which
_is an increase of $572,400 or 10.1 percent over the current year. We recom-
- .inend approval of this amount with the understanding that the appropria-
tion is sub_]ect to adjustment when the Department of Finance submits the
May revision of expenditures.
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Special Clrcumstances {Item 272(a))

The special eircumstances program provides adult re01p1ents with spe-
cial assistance in times of emergency: Payments can be made for replace-

ment of furniture, equipment or clothing which is damaged or-destroyed
by a catastrophe. Payments are also made for moving expenses, housing
repairs and emergency rent.

The budget proposes $3,222,300 for ﬁscal year 1978-79 which is an in-
crease of $300,800 or 10.3 percent over the current year. The primary
reasons for this.increase is a cost-of-living adjustment as well as the cost
“of new regulations implemented by the Department of Benefit Payments
on June 21, 1977 in response to a court case. The new regulations remove
the requirement that recipients liquidate all available income before
qualifying for a payment, increase the maximum allowance for certain
categories of special circumstances, and create add1t10na1 categories of
allowances. :

Special Beneflts (Item 272(b))

. The special benefits program is for blind SSP re01p1ents who-have guide

dogs. This program provides a special monthly allowance to cover the cost
of dog food. The budget proposes $108,100 for fiscal year 1978-79 which is
an increase of $21,900 or 25.4 percent over the current year. The primary
reason for this increase is Chapter 1206, Statutes of 1977, which increased
the monthly allowance from $18 to $30 effective January 1, 1978.

Aid to.-Potentially Self-Supporting Blind (Item 272(c)) v
The Aid to Potentially Self-Supporting Blind (APSB) program provides
_ payments to blind recipients who earn more income than is allowed under
the basic SSI/SSP program. The purpose of the program is to provide an
-incentive to these individuals to enable them to become economically
self-supporting. The budget proposes $1,031,700 for fiscal year 1978-79
which is an increase of $218,500 or 26.9 percent over the current year. The
reason for this increase is an expanded caseload as well as a cost of living
adjustment for payment standards. The program is estimated to have an
average monthly caseload of 252 recipients in fiscal year 1978-79.

Emergency Payments (Uncollectible Loans) (Item 272(d))

Chapter 12186, Statutes of 1973, mandates that counties provide emer-
gency loans to aged, blind, or disabled recipients whose regular monthly
check from the federal Social Security Administration has been lost, stolen
or delayed. The budget proposes $1,852,400 for fiscal year 1978-79 which
is an increase of $31,200 or 1.7 percent over the current year.

2976788
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Department of Social Services
WORK INCENTIVE PROGRAM—CHILD CARE

Item 273 from the General

Fund Budget p. 693
Requested 19T8-T9 ....rrrrrererereesesivsesesesinossssssesosesesssanas $347,471
Estimated I977—T8......coreinrrnreieersasssiensssienessnsssesseasessasssenes 327,803
ACLUAL 1976-TT ....eoveerereineecrirseree s tssssssesssnsesssessesssssserians et 312,193

Requested increase $19,668 (6.0 percent) 7
Total recommmended reduction ..., None

GENERAL PROGRAM STATEMENT

The new Department of Social Services will have responsibility for
providing nonemployment-related social services to welfare recipients
registered in the Work Incentive (WIN) program. This responsibility was
transferred from the Employment Development Department to the De-
partment of Social Services’ predecessor agency, the Department of Bene-
fit Payments, in February 1976. The primary purchased service in the WIN
program is child day care.

ANALYSIS AND RECOMMENDATIONS

We recommend approval,

The Governor’s Budget proposes a General Fund expenditure of $347,-
471 for WIN child care for fiscal year 1978-79, which is an increase of
$19,668 or 6.0 percent more than is estimated to be expended during the
current fiscal year. This amount is to be matched with $4,632,949 in federal
funds and $167,301 in county funds for a total program expenditure in
fiscal year 1978-79 of $5,147,721. This is a total program increase of $288,-
380, or 5.9 percent, over the amount estimated to be expended in the
current year.

Under existing federal and state law, it is possible to reimburse child
care expenses for WIN enrollees through AFDC funds, WIN funds, or
social services funds. The Department of Benefit Payments’ current policy
is to encourage county welfare departments to charge the WIN program
for child care whenever possible because of the higher federal sharing
ratio for WIN child care costs.

Child Care Report

It is estimated that subsidized child care is provided annually to
" between 60,000 and 80,000 children in California directly as a work-related
welfare expense through the Aid to Famililes with Dependent Children
(AFDC) program and to approximately 5,100 children through the Work
Incentive (WIN) program. However, there is presently little statistical or
evaluative data for these child care programs. The 1977-78 Budget Act
includes supplemental language requiring the Department of Benefit
Payments and the Department of Education to develop procedures for
annually reporting comparable statistical information. This information is.
aimed at supplying the Legislature with a better understanding of the
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-nature of welfare-related child care and a partial comparison of such child

care with subsidized child care provided through the educational system:
The information required by the Legislature includes: (a) characteristics
of individuals served, (b) types of child care used, (c) child care costs, and
(d) total annual child care expenditures.

The Departiment of Benefit Payments has 1ndlcated that its report will
be submitted to the Legislature by March 1, 1978. We will review the data
in the report and compare it with information contained in the Depart-
ment of Education’s report which has already been submitted to the
Legislature.

Department of Social Services - /
SPECIAL SOCIAL SERVICES PROGRAMS -

Ifem 274 from the General A o
Fund , . Budget p. 694

Requested 1978-T9 ...t sssenes $130,512,576
Estimated 1977 —T8........ccoeeererreniernsrnanraesenens ST reeneesesetentens 94,024,998*
ACHUAL 19TB-TT ...ooverireeerereneeeseresetesessessssssbessasessssssiesssssassessssane 45,382,710
Requested increase $36,487,578 (38.8 percent) ‘
Total recommended reductlon reetere ettt s rebs e st eneaernrintan - $38,240,472
% Excludes $1,200,000 appropriated by Welfare and Institutions Code Section 16151 for the maternity care
program.

1978-79 FUNDING BY.{TEM AND SOURCE :
Item Description Fund Amount

274 Special Social Services Program General $130,387,576
Chapter 892, Statutes of 1977 : General 125,000
: ) ~ $130,512,576
. Analysis

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS Dpage

1. New Federal Legislation. Recommend Department of Fi- = 614
nance report to the fiscal subcommittees during budget
hearings regarding the proposed use of $19.88 million in |,
federal funds appropriated by PL 95-171. '

2. Other County Social Services Program.

(a) Reduce by $22,132,591. Recommend reduction of $22,- 615
132,591 for state fundmg of program,

(b) Recommend the Department of Social Services report 616

" to the Joint Legislative Budget Committee and the ap-
propriate fiscal subcommittees and. policy committees
by July 1, 1978 on procedures to assure Budget Act lan-
guage requirements for county matching funds are im-
plemented in the event the Leglslature approves a
General Fund appropnatlon
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3. Homemaker/Chore Program.

(a) Reduce by $15,907,881. . Recommend reduction of $15,- 617
907,881 for General Fund program augmentation.

(b) Recommend the Social Services Division report to the = 619
Joint Legislative Budget Committee and the appropri-
ate fiscal subcommittees and policy committees by
April 1, 1978 on procedures to reduce staff turnover in -
the In-Home Supportive Services Branch.

(¢) Recommend the Department of Social Services report 620
to the Joint Legislative Budget Committee and the ap-
propriate fiscal subcommittees and policy committees
on a biannual basis beginning July 1, 1978 on the state
management of the Homemaker/Chore program.

4. Demonstration Programs. Reduce by $200,000. -Recom- 621
mend reduction of $200,000 for demonstration programs.

5. Maternity Care Program. - Recommend the Department of 621
Health submit a plan for implementation of the maternity
care program to the Joint Legislative Budget Committee
and the appropriate fiscal subcommittees and policy com-
mittees by April 1, 1978 which identifies procedures for as-
suring that estimated expenditures do not. exceed funds
appropriated.

6. Management Information System. Recommend the De- 622
partment of Social Services report to the Joint Legislative
Budget Committee and the appropriate fiscal subcommit-
tees and policy committees by December 1, 1978, on its
progress in (a) implementing a comprehensive data system
for the Homemaker/Chore program, and (b) studying the
feasibility of a statewide data system for all social services.

7. Program Monitoring and Review.

(a) Recommend Item 270 be reduced by $197,182. Rec- 623
ommend deletion of seven proposed positions.

(b) Recommend the Department of Social Services exam- = 623
ine the current program review and monitoring opera-
tions for the Social Services program and-submit a
report of its findings and recomimendations to the Joint
Legislative Budget Committee and the appropriate fis-
cal subcommittees and pohcy committees by Decem-
ber 1, 1978. :

8. Evaluation Model. Withhold recommendation of funds 624
budgeted in Item 270 pending receipt and review of Assem—
bly Office of Research report. :

‘9. Programs for the Elderly. ‘Recommend the Social Services 625
Division designate two professional staff to participate in a
special planning group in the Department of Agmg no later
than June 1, 1978,
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GENERAL PROGRAM STATEMENT _ ‘ )

Beginning July 1, 1978 the Social Services program will be administered
by the new Department of Social Services. This department is designated
as the single state agency for purposes of receiving federal social services
funds from Title XX of the Social Security Act. The goals of the Title XX
social services program as defined by federal law include self-support,
self-sufficiency, protection of children and adults, deinstitutionalization
and institutionalization where necessary. :

Title XX Services. Federal regulations require that at least three serv-
ices be provided for SSI/SSP recipients and that at least one service be
directed at each of the five federal program goals. The only specific serv-
ice mandated by federal law is family planning for AFDC recipients.
However, state law mandates that counties provide the following services:
(1) information and referral, (2) protective services for children, (3)
protective services for adults, (4) out-of-home care for children, (5) out-
of-home care for adults, (6) child day care services, (7) health-related
services, (8) family planning, (9) in-home supportive .(homemaker/
chore) services, and (10) employment-related services. In addition, state
law permits counties to provide any of 14 additional special services.

Of the 10 mandated services, four are requlred to be available to all
persons: information and referral, protective services for children, protec-
tive services for adults, and court- ‘ordered child foster care. Other services
~ are provided to md1v1duals based on their participation in various income
maintenance programs including SSI/SSP, AFDC, and the Medically
Needy Only portion of the Medi-Cal program. Federal regulations require
that 50 percent of Title XX funds be used for such cash grant recipients.
In addition, the state requires that some of the services be provided to
individuals whose annual gross income does not exceed 80 percent of
California’s adjusted median income for a family of four.

Title XX social services are administered or provided by the 58 county
welfare departments, the state Department of Social Services, the Depart-
ment of Health Services (family planning), the Department of Mental
Health (community rehabilitation), the Department of Developmental
Services (regional centers), the Department of Rehabilitation (blind
counselors), and the Department of Education (child development).

- Title XX Program Funding. In 1972, Congress enacted legislation es-
tablishing a cap of $2.5 billion for federal Title XX funds to be distributed
to the states on the basis of population. California’s share for fiscal year
1978-79 is $248,500,000. In addition, $5 million in unallocated Title XX
funds are available from fiscal year 1977-78. Asa result, a total of $253,500,-
000 in federal Title XX funds are available for the budget year.

Federal law requires that funds be matched on the basis of 75 percent
federal funds and 25 percent state and county funds: As a result of the
federal funding cap, California is now providing General Fund support for
social services which is far in excess of the 25 percent required match. For
fiscal year 1978-79, General Fund expenditures for social services pro-
grams will be more than $67 million above the amount required by the 25

‘ percent match.

“In addition, Chapter 1216, Statutes of 1973, requires that at least 66
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percent of federal Title XX funds be allocated to the counties. The 1978-79
budget proposes that $193,705,711 or 76.4 percent of Title XX funds be
allocated to counties. The remaining federal funds are allocated to state
programs, primarily child care and programs for the mentally and
developmentally disabled.

~ Ofthe $193,705,711 allocated to the counties, $124,454,128 is allocated for
the Other County Social Services program and $69,251,583 is allocated for
the Homemaker/Chore program. Prior to fiscal year 1976-77, the counties
provided the 25 percent match for federal funds in the Other County

Table 1

Proposed General Fund Budget Increases for
Social Services Program

1978-79 , : ,
Cost Total
A. Budget Base $94,024,998
B: Budget Adjustments
1. Other County Social Services -
a. Replacement of one-time fifth-quarter federal funds avail-
able in fiscal year 1977-78 $11,247,779
b. Six percent cost-of-living for total program support ......... 8,297,362
- . $19,545,141
- 2.. Homemaker/Chore
a. Replacement of one-time federal funds available from PL
94-401 (HR 12455) in fiscal year 1977-78 ..o 4,544,256
b. Caseload increase 9,820,119
c. Increase in average hours per case ; 4,446,331
d. Increase in minimum wage standard and six percent cost- -
of-living for county employees 8,183,432
e. Federal fund adjustment 163,743
f. Federal Title XX funds available from fiscal year 1977-78 —5,000,000
g. Federal Title XX funds unallocated in 1977-78 base .......... —5,000,000
h. Increase in federal Title XX yearly allocation to reflect -~ - -
populau'on adjustment —1,250,000
$15,907,881
3. Adoptions
a. Reduction in funds previously appropriated from Chapter )
363, Statutes of 1975 —64,000
b. Six percent cost of living - 923,556 ,
© $859,556
4. Community Care Facilities Evaluation
a. General Fund match for federal Title XX funds previously
., budgeted in Department of Health support item ............ 500,000
v $500,000 .
5. Demonstration Programs
a. Continuation of pilot program previously funded by Chap-
ter 977, Statutes of 1976 1,600,000
b. Appropriation from Chapter 892, Statutes of 1977 ............ 125,000
¢. Reduction in funds appropriated from other legislation.... = —2,050,000
~ . $-325,000
- Total, Budget Increases $36,487,578 .

Proposed Total General Fund, Item 274 and Chapter 892, Stat-
utes of 1977 $130,512,576
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Social Services program. However, beginning in 1976-77, the state has
contributed an increasing amount of funds for program support. Chapter
1216, Statutes of 1973, requires that the state provide the 25 percent match
for federal funds allocated to county homemaker/chore programs.

Other Social Services Programs. The Social Services program also in-
cludes $3.4 million in federal Title IVB funds for child protective services
for which the counties provide a 25 percent match, and the $16.3 million
adoptions program which is 100 percent state funded.

ANALYSIS AND RECOMMENDATIONS

The Governor’s Budget proposes $130,512,576 from the General Fund
for special social services programs. Included in the total General Fund
expenditure are amounts of $130,387,576 from this item and $125,000 from
Chapter 892, Statutes of 1977 for centers for victims of domestic violence.
These funds are allocated to the following five program areas: the Other
County Social Services program, the Homemaker/Chore program, the
Adoptions program, community care facilities evaluation, and demonstra-
tion programs. The proposed General Fund appropriation is $36,487,578,
or 38.8 percent, more than is estimated to be expended in the current year.
Table 1 identifies the major components of this cost increase and offset
savings. ) ' :
' Table 2
Total Proposed Expenditures for Social Services Programs
o Fiscal Year 1978-79

General Federal

Fund in General Fund in  funds in County

Item 274  other items  Item 274 funds Total
Other County Social Serv-

HCES e e erss $22,132,591 —  $124454198 $48:862.230  $195448058
Homemaker/Chore........... 89,588,835 —_ 69,251,583 — 158,840,418
AdopHons.......co.uvvereeivmmrnennnns 16,316,150 —_ — — 16,316,150
Facilities Evaluation 500,000 — 1,500,000 — 2,000,000
Demonstration Programs.. 1,975,000 — — - 1,975,000

Child Development (De-

“partment of - Educa- .

HOM) eoeeserre oo —  $10671314 32,013,942 - ' 29685956
Regional Centers (Depart- : .

ment of Developmen-

tal Services) ..., —_ 1,753,334 5,260,002 —_ 7,013,336
Community Rehabilitation k )

(Department of Men- )

tal Health) .....c.coonnnnee : — 4,295,179 12,885,537 — 17,180,716

Blind Counselors (Depart-

ment of Rehabilita-

HON) vovverirereersssannnenseones - 35,000 105,000 — 140,000
Family Planning (Depart- .

ment of Health Serv-

HCES) sevrrenresessssmsrsnne — 444,444 4,000,000 - 4,444,444
Child Protective Services - - 3,400,000 1133333 4,533,333

Totals......commrerureeerrsisiinnen $130,512,576 - $17,199.271°  $252,870,192  $49,995,572 - $450,577,611

2 Includes $125,000 appropriated fromvChapter 892, Statutes of 1977.
b Federal Title IV-B funds for child protective services.
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Table 2 identifies total proposed expenditures for social services pro-
-grams for fiscal year 1978-79. These include five programs which are

entirely funded in Item 274 and five programs for which federal funds are -
budgeted in Item 274 and matching state funds are budgeted in other
items. Item 274 also contains an appropriation of $3,400,000 in federal Title
IVB funds for protective services for children. These funds are matched
on the basis of 75 percent federal and 25 percent county with no state
participation. County funds are estimated to be $1,133,333 for a total pro-
gram expenditure of $4,533,333 in fiscal year 1978-79.

Total expenditures for programs supported in Item 274 including state,
federal and county funds are estimated to be $433,378,340 for fiscal year
1978-79. This is an increase of $36,220,556 or 9.1 percent over estlmated
current year expenditures.

New Federal Legislation

We recommend that the Department of Finance report to the fiscal
subcommittees during budget hearings regarding the proposed use of
$19.88 million in federal funds appropriated by PL 95-171. :

In calendar year 1976, $23.7 million in federal funds approprlated by PL
94-401 (HR 12455) was avaulable to California for child care services for the
15-month period, July 1976-September 1977. These funds were appro-
priated to help states meet the federal Interagency Day Care Require-
ments for child care services. Because California already met federal day
care staffing requirements, a portion of these funds were used to replace
existing federal Title XX funds allocated to child care. These Title XX
funds were in turn redirected to other social service programs including
homemaker/chore.

On November 12, 1977, Congress enacted PL 95-171 (HR 3387) which
extends the provisions of PL. 94-401 and allocates an additional $19.88
million in federal funds to California for the period October 1, 1977 to
September 30, 1978. The Governor’s Budget does not indicate how these
funds are to be expended. It is necessary that the Legislature be informed
of the administration’s proposal because the proposed use of these funds
will affect decisions relating to the funding of other social service pro-
grams. It should be noted that Budget Act language for fiscal year 1977-78
and proposed Budget Bill language for fiscal year 1978-79 state that any -
additional Title XX funds which become available to the state shall be used
in lieu of the General Fund appropriation for other county social services. .
. We therefore recommend that the Department of Finance report to the

~ fiscal subcommittees during budget hearings regarding the proposed use
of $19.88 million in federal funds appropriated by PL 95-171. '

OTHER COUNTY SOCIAL SERVICES PROGRAM
Prior Year Funding

The Other County Social Services program includes Title XX services
other than homemaker/chore services provided by county welfare de--
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partments. These services include protective services for children and
adults, out-of-home services for children and adults, health-related serv-
" ices, employment services, information and referral, and others..

Prior to fiscal year 1976-77, other county social services were funded on
the basis of 75 percent federal Title XX funds and 25 percent county funds
with no state participation. Beginning in fiscal year 1974-75, the Depart-
ment of Health began a four-year phase-in of a method of allocatmg
federal funds to counties based on the number of public assistance recipi-
ents in the counties. The old method based on prior year expenditures was

" to be phased out over a four-year period. The Budget Act of 1976 appro-

priated, for the first time, $6.8 million from the General Fund to support
other county social services. These funds were allocated so that each
county received an amount equal to its highest allocation during the first
. three years of phase-in of the new allocation formula. During fiscal year
1976-77, the state received an additional $5 million in one-time federal
Title XX funds available from the fifth quarter of the federal fiscal year.
- These funds were allocated to the Other County Social Services program,
and thus $5. million of the appropriated $6.8 million reverted to the Gen-
eral Fund. .

The Budget Act of 1977 appropriated $13,835,229 from the General
Fund to provide a six percent cost of living for the federal and General
Fund share of program support. The new allocation system based on
number of public assistance recipients was discontinued, and funds were
distributed to each county in an amount sufficient to provide a cost of
living increase for prior year expenditures. During the current fiscal year,
an additional $11.2 million in fifth-quarter federal funds again became
available. Because Budget Act language required the state to use any new
federal Title XX funds in lieu of General Fund support for other county
social services, the $11.2 million in federal funds were allocated to the
program, and an identical amount is proposed to revert to the General
Fund. )

. Governor's Budget Proposal

We recommend a General Fund reduction of $22,132,591 for the Otber
County Social Services program.

The budget proposes an appropriation of $22,132,591 for the Other
County Social Services program which is an increasé of $19,545,141 or 855.4
percent above current year expenditures. The General Fund increase
includes the following cost components: (a) $11,247,779 in lieu of the
one-time federal funds available during fiscal year 1977-78, and (b)
$8,297,362 to provide a sixercent cost-of-living for both the state and
federal portion of program support. Total program support is estimated
at $195,448,958 which includes $124,454,128 from federal Title XX funds
and $48,862,239 from county matching funds.

If the federal Title XX funds remain.capped, and if the state continues
to provide a cost-of-living for both the federal and state share of program
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support, the annual level of state expendltures can be expected to rise to
over $70 million by 1983-84.

We have a number of concerns about appropriating state funds for this
. program. First, there is no mechanism to assure that funds are allocated
to those counties with the greatest need, for example, those with the
highest number of public assistance recipients. As a result, there is signifi-
cant variation in the funds allocated to the counties. Second, the Depart-
ment of Health has not established adequate guidelines to assure that
counties are providing a minimum standard of services. Instead, these
determinations are left to the individual counties. Third, the department
is unable to identify how the proposed funds will actually be spent for the
various mandated and optional social services because an adequate plan-
ning and allocation procedure has not béen implemented. Finally, there
are no data available to measure the effectiveness of the program.

As aresult, we recommend a General Fund reduction of $22,132,591 for
the Other County Social Services program.

County Funds

In the event that the Legislature approves a General Fund appropna-
tion for other county social services, we recommend that the Department
of Social Services report to the Joint Legislative Budget Committee and
the appropriate fiscal subcommittees and policy committees by July 1,
1978 on procedures to assure that Budget Act language requirements for
county matching funds are implemented.

The Legislature added language to the Budget Act of 1977 which re-
quired that any allocation of funds appropriated for Other County Social
Services be available when matched by 25 percent in increased county
program funds above the level in existence during fiscal year 1976-77. The.
intent of such language was to insure that counties would provide a match
for additional General Fund support from new county monies.

In a letter dated July 25, 1977, the Department of Health instructed
counties to match federal and state monies for other county social services
with 25 percent county funds. The department did not indicate that the
match must be provided from new county funds. As a result, counties
could opt to provide the 25 percent match from existing county over-
match, without having to increase the level of county support. We believe
this action was contrary to the intent of the Legislature.

The 1978-79 Budget Bill again contains language that would require
increased allocations for other county social services to be matched by 25
percent in increased county program funds above the level in existence
during the 1977-78 fiscal year. In the event that the Legislature approves
a General Fund appropriation for other county social services, we recom-
mend that the Department of Social Services report to the Joint Legisla-
tive Budget Committee and the appropriate fiscal subcommittees and
policy committees on procedures for assuring that the intent of this lan-
guage is met in fiscal year 1978-79.
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Program Descrlptlon

The Homemaker/Chore program provides domestic and personal care
services to approximately 73,000 aged, blind, and disabled low-income
individuals. County welfare departments administer the program, and
services may be provided either directly by county employees, by agen--
cies under contract with the counties, or by providers hired directly by the
recipient. :

Section 12304 of the Welfare and Institutions Code defines a severely
impaired recipient as one who requires 20 or more hours of service per
week to carry out spemﬁed functions of daily living. The program defines
a nonseverely impaired recipient as one who receives less than 20 hours
of service per week. As of July 1, 1977, the maximum monthly allowance
for severely impaired clients was $577 and the maxunum allowance for

_nonseverely impaired clients was $400.

Section 12306 of the Welfare and Institutions Code requires the state to
match available federal Title XX funds for the cost of the program. The
federal matching basis is 75 percent federal funds and 25 percent state
funds. However, beginning in fiscal year 1974-75, the state has provided
increased state funds while federal funds have remamed the same. County
administrative costs for the Homemaker/Chore program are included in
the cost of the Other County Social Services program which is. supported
from federal, state and county funds. Beginning in fiscal year 1977-78,
homemaker/chore funds are allocated to counties on the basis of individ-
ual county caseload growth average hours per case, and average cost per
case.

Table 4 shows the growth in the Homemaker/Chore program from
fiscal year 1974-75 to 1978-79.

Table 4

Total Expenditures in Homemaker/Chore Program
Fiscal Year 1974-75 to 1978-79

Annual

Fiscal General Federal Percent

Year Fund Funds Total Increase
1974-75 . $25,927,000 - $52,750,002 $78677,002 .- - -

1975-76 44,953,000 51,415,152 96,368,152 22.6%
1976-T7 ; 28,908,943 86,726,828 115,635,771 20.1
197778 (Estmateq) ...........ccmmmssssscons 73,680,954 62,709,582 136,390,536 180
1978-79 (Budgeted) ........cvmniconserssunns 89,588,835 69,251,583 158,840,418 165

Governor's Budget Proposal

We recommend a General Fund reduction of $15,907,851 for the Home-
maker/Chore program since projected benefits resulting from this aug-
mentation cannot be identified,

The Governor’s Budget proposes a General Fund appropriation of $89,-
'588,835 which is an increase of $15,907,881, or 21.6 percent above the
current year estimated expenditure. Total program expenditures includ-
ing federal funds are projected at $158,840,418 which is an increase of -
$22.,449.882, or 16.5 percent over the total current year expenditure. The
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primary reasons for this $22.5 million increase are: (a) a projected 7.2
percent increase in caseload ($9.8 million), (b) an increase in average
hours of service per client ($4.5 million), and (¢) an'increase in minimum
wage standards and a six percent cost-of-living for county employees ($8.2
million).

A general goal of the program is to permlt aged, blind and dlsabled
low-income persons to remain in their own homes in lieu of institutionali-
zation. Home care is often both more socially humane as well as more
cost-efficient than placing such persons in an institution. It is evident that
if no homemaker/chore services were provided, a certain number of
persons would need to be institutionalized in out-of-home care facilities
such as nursing homes or board and care facilities. However, it is not
“possible to identify the level of funding necessary to hold institutionaliza-
tion to the minimum level feasible. Nor is it possible to identify what
specific impact, if any, increased or decreased funding for homemaker/
chore services has on admissions to such facilities. It is likely that some of
those now receiving services would not be institutionalized even if the
services were not provided. Moreover, in some cases the cost of providing
homemaker/chore services, when added to an individual’s SSI/SSP bene-
fit payment, may exceed the cost to the state of providing services through
an out-of-home care facility. :

In addition, the program lacks uniform procedures for determining
client e11g1b111ty and service needs, and lacks standards for momtormg
program quality and costs. -

We cannot recommend continuous General Fund augmentations to the
Homemaker/Chore program until such time as the projected target popu-
lations or program benefits resulting from such augmentations are identi-
fied by the department. We therefore recommend a- General Fund
reduction of $15,907,881.

Homemaker/Chore Regulations

During fiscal committee hearings last year, the Department of Health
projected that proposed new regulations for the Homemaker/Chore pro-
gram would result in an annual General Fund savings of $16 to $23 million.
The proposed homemaker/chore appropriation in the Governor’s Budget
for fiscal year 1977-78 was based on the assumption that such a savings
would be realized. However, because the regulations had not yet been
implemented, the Legislature added an additional $20 million to the
budget. During the current year, a portion of these funds have reverted.

The Legislature also added language to the Budget Act of 1977 which
prohibited homemaker/chore regulations with a fiscal impact greater
than $500,000 from going into.effect until the Chairman of the Joint Legis-
lative Budget Committee, or his designee, has had at least 30 days to
review them. On December 28, 1977, the chairman received a letter from
the Director of Finance notifying him that the Department of Health
planned to implement the new regulations after 30 days. The Director of
Finance estimated that the revised regulations would result in an annual
General Fund cost of $1,940,000 to $9,442,306, but mdlcated that it was not
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possible to confirm an exact cost estimate because of the lack of adequate
program data.

It appears that these regulations, if promulgated, would have a major
fiscal impact and would tend to obligate the state to a higher General
Fund expenditure in the future. The Governor’s Budget does not include
funds to cover the cost of these proposed regulations.- :

- The Vice-Chairman of the Joint Legislative Budget Commlttee has
recommended that the Director of Finance ask the Department of Health
to withhold implementation of these regulations at the end of the 30-day .
. period to allow the fiscal committees of the Legislature an epportunity to
review this matter. We did not receive ‘the proposed regulations early
enough for us to review them in this Analysis. We will prepare a‘supple-
mental analysis of the regulations for the budget hearings. :

Program Activities

We recommend that the Social Services Division report to the Joint
Legislative Budget Committee and the appropriate fiscal subcommittees
and po]zcy committees by April 1, 1978 on procedures to reduce staff
turnover in the In-Home Supportive Services Branch.

Last year the Legislature approved continuation of 26.5 positions for the
In-Home Supportive Services (IHSS) branch which had been established
during fiscal year 1976-77 pursuant to Section 28 of the Budget Act of 1976.
This brought total staffing for the IHSS branch to 35.5 positions-as of July
1, 1977. Subsequent to that time, six positions whose primary functions
were related to program support—specifically, homemaker/chore evalua-
tion and data collection—were informally transferred:to the appropriate
program support branches within the Social Services Division. This trans-
fer was in accordance with legislative intent expressed at the t1me the
positions were approved.

From February to May 1977, staff in the IHSS branch conducted a
review of programs in the 58 counties. This review identified a-number
of problems among the various counties including (a) inconsistencies in
assessing level of client needs, (b) variations in county determinations of
client eligibility, (c) lack of compliance with existing regulations, (d) lack
of program data, (e) variations in the level and quality of services pro-
vided, (f) variations in the cost of providing services, and (g) inappropri-
ate 1mplementatlon of standards relating to minimum wage and the
Federal Insurance Contribution Act.

. The Department of Health indicates that as a result of these county.
- reviews, corrective action plans have been initiated with each county to

assure conformance with existing regulations. However, in order for many -
of these problems to be resolved at the local level, the department needs

to identify clear and consistent policies at the state level, particularly in

areas not addressed by existing regulations. The department has made

little progress in the identification of formal policies. Part of this delay is

a result of high staff turnover within the IHSS branch."

During the 11 month period from February 1977 to January 1978 there
have been three chiefs of the THSS branch. In addition, according to
information supplied by the Social Services Division, 10 of; the branch’s
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23.5 professional positions have left the branch during the 5-month period
from July 1, to December 1, 1978. After some delay, all but 2.5 positions
have been reﬁlled as of ]anuary 15, 1978. However, the head of the Policy
Development Section remains unfilled.

These staffing problems are reflective of and contribute to problems of
poor employee morale and lack of effective management leadership. Un-
less this situation is corrected, it will be impossible for the branch to
resolve many of the problems identified in the county program reviews.
We therefore recommend that the Social Services Division report to the
Joint Legislative Budget Committee and the appropriate fiscal subcom-
mittees and pohcy committees by April 1, 1978 on procedures to reduce
staff turnover in the In-Home Supportive Services Branch.

Reports to the Legislature

We recommend that the Department of Social Services zmplement
procedures to assure that supplemental reports on social services. pro-
grams are completed and submitted to the Legislature in a timely fashion.

- We further recommend that the Department of Social Services report
to the Joint Legislative Budget Commilttee and the fiscal subcomimittees
and appropriate policy committees on a biannual basis beginning July 1,
1978 on state management of the Homemaker/Chore program. Such a
report should identify major program issues, describe scheduled and com-
Dpleted staff activities, and identify policies established by the department
to resolve these issues.

The Legislature added supplemental language to the Budget Act of 1977
requesting that the Department of Health report to the Legislature on a
quarterly basis beginning July 1, 1977 on progress in the study of policy
issues relating to the homemaker/chore program. Even though staff work
for the first report has been completed for some time, no formal reports
were submitted to the Legislature as of January 15, 1978.

Because the Legislature needs to be kept informed of the progress and
activities of the IHSS branch, we recommend that the Department of
Social Services implement procedures to assure that supplemental reports
on social services programs be completed and transmitted to the Legisla-
ture in a timely fashion. We further recommend that the department
submit a report to the Legislature on a biannual basis beginning July 1,
1978 on state management of the homemaker program which includes (a)
identification of major program issues, (b) description of scheduled and
completed staff activities, and (c) identification of policies established by
the department to resolve these issues.

OTHER STATE ADMINISTERED SOCIAL SERVICES PROGRAMS

Adoptions

We recomnmmend approval of the proposed $16,316,150 General Fund
subvention for public adoption agencies. This is an increase of $859,556 or
5.6 percent over estimated expenditures in the current year. The increase
is due to a cost-of-living adjustment for the program.
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Item 270, Department of Social Services Support, proposes $157,596
from the General Fund to establish nine positions for the Adoptions Pro-
gram. The new staff will be used to (a) reduce backlogs in case processing
and review relinquishments and other actions which free children for
adoption, (b) develop a monitoring system for the Aid for the Adoption
of ‘Children program which provides financial assistance to limited-in-
come parents who adopt hard to place children, (c) provide additional
support for placement of children across state lines, and (d) investigate
illegal or improper adoptions and placements

‘Demonstration Programs

We recomimend a General Fund reduction of $200,000 for unspecified
demonstration programs.

The budget proposes $1,975,000 for socml services demonstration pro-
grams. Of this amount, $1,850,000 is in Item 274 and $125,000 is from
Chapter 892, Statutes of 1977. This is a decrease of $325,000 or 14.1 percent
~ from current year expenditures and reflects a decrease in funds appro-
priated from other legislation.

Included in the $1,975,000 are the following amounts: (a) $1,650.000 for
continuation of the family protection pilot program previously funded by
Chapter 977, Statutes of 1976, (b) $125,000 for local assistanice costs to
implement pilot centers for victims of domestic violence under the provi-
sions of Chapter 892, Statutes of 1977, and (c) $200,000 for unspecified
demonstration programs.

Vietims of Domestic Violence. Chapter 892, Statutes of 1977, Wthh
became effective January 1, 1978, requires the Department of Health to
contract with between fopr and six public or private nonprofit agencies
to develop centers for victims.of domestic violence. The Department of
Health is required to select projects for funding no later than April 1, 1978.
The department has placed responsibility for this program with the Social
Services Division. The division indicates it currently plans to send out
requests for proposal to prospective bidders by the end of January 1978
and to have individual centers funded by the April 1, 1978.deadline.

Unspecified Projects. The Budget Act of 1977 contained $200,000 from
the General Fund for departmental demonstration programs. However,
the Department of Health did not begin soliciting proposals for these
projects until December 29, 1977. The Governor’s Budget again proposes
$200,000 for unspecified demonstration programs.

We recommend a General Fund reduction of $200,000 for demonstra-
tion programs for the following reasons: (a) we are unable to identify how
funds available in the current year will be expended or what benefits will
be derived from these projects, and. (b) the department is unable to
identify how these funds will be spent in the budget year.

Maternity Care Program

We recommend that the Department of Health submit a plan for im-
" plementation of the maternity care program to the Joint Legislative
Budget Cominittee and the fiscal subcommittees and appropriate policy
committees by April 1, 1978 This plan should include procedures for
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- assuring that estimated expenditures do not exceed funds appropriated
‘and a schedule for implementation of regulations.

Chapter 1190, Statutes of 1970, (The Pregnancy Freedom of Choice Act)
which went into effect January 1, 1978, requires the state to reimburse
nonprofit licensed maternity homes for the cost of care and services pro-
vided to unmarried pregnant women under the age of 21. These reim-
bursements are not to exceed $965 per month per person as adjusted
annually. The Department of Health is required to adopt regulations, to
specify procedures for filing claims for reimbursement, and to conduct
audits. The Department of Health placed responsibility for administration
of the program with the Social Services Division.

Section 16151 of the Welfare and Institutions Code appropriates funds
from the General Fund to the Department of Health to reimburse li-
censed maternity homes as follows: (a) $1.2 million for fiscal year 1977-78,
and (b) $2.4 million for fiscal year 1978-79. Although these funds are not
appropriated through Item 274, they are reflected in the Governor’s
Budget under the special social services program. '

As of late January, the Department of Health was in the process of
developing a model contract for reimbursements, but had not yet imple-
mented the program. Because of the possibility that requests for reim-
bursement may exceed appropriated funds, careful program planning and
early implementation of regulations are essential to assure that funds are
properly allocated. .

We therefore recommend that the Department of Health submit a plan
for implementation of the maternity care program to the Joint Legislative’
Budget Committee and the fiscal subcommittees and appropriate policy
committees by April 1, 1978. This plan should include but not be limited
to procedures for assuring that estimated expenditures do not exceed
funds appropriated and a schedule for implementation of regulations.

SOCIAL SERVICES PROGRAM ADMINISTRATION

Management Information System

We recommend that the Department of Social Services report to the
Joint Legislative Budget Committee and the appropriate fiscal subcom-
mittees and policy committees by December 1, 1978 on its progress in (a)
implementing a comprehensive data system for the Homemaker/Chore
program, and (b) studying the feasibility of a statewide data system for all
social services.

One of the continuing problems of the social services program is lack
of a comprehensive management information system. In the past the
department has relied on several information sources. First, the depart-
ment receives some client and service information reported by counties
in accordance with federal statistical reporting requirements. However,
this information does not provide sufficient detail on a timely basis to meet
the program’s data needs. In addition, the department has relied on one-
time surveys of selected counties to provide information in the Homemak-
er/Chore program area. However, these one-time surveys have often
been poorly designed and fail to provide on-going information to identify



Item 274 HEALTH AND WELFARE / 623

program trends over time. Recent studies of the Homemaker/Chore pro-
gram completed by the Office of the Auditor General and the State Bene-
fits and Services Advisory Board point out the need for a comprehensive
homemaker/chore management information system.

- Recently, the Information Development Section of the Social Services
Division developed a series of management objectives for collection .of
program data. These objectives include development and implementation
of a monthly interim data system for the Homemaker/Chore program by
January 1978, to provide information on number of clients served, hours
of service provided and program expenditures by county. In addition, the
section plans to develop and implement a more comprehensive informa-
tion system for the Homemaker/Chore program by October 1979 and to
conduct a study. of the feasibility of implementing a statewide manage-
ment information system for all social services by June 1979.

Because of the need for adequate program data to provide a basis for
effective program planning, monitoring, and evaluation, the new Depart-
ment of Social Services should establish a comprehensive social services
information system as.one of its major priorities. We therefore recom-
mend that the Department of Social services report to the Joint Legisla-
tive Budget Committee and the appropriate fiscal subcommittees and
policy committees by December:1, 1978 on its progress in implementing
a comprehensive data system for the Homemaker/Chore program and in
studymg the feasibility of 1mplementmg a statewide system for all social
services. .

Program Monitoring and Review : _

We recommend deletion of seven new positions for a General Fund
reduction of $197,182 in Item 270, support for the Department of Social
Services.

We further recommend that the Department of Social Services examine
the current program review and monitoring operations for the Social
Services program and submit a report of its findings and recommenda-
tions to the Joint Legislative Budget Committee and appropnate po]zcy
and fiscal subcommittees by December 1, 1978.

Last year, the 1977-78 budget proposed the continuation of six positions
in the Social Services Evaluation Branch which had been established pur-
suant to Section 28 of the Budget Act of 1976. Because the justification for
these positions was not adequate, we withheld recommendation pending
receipt of the department’s plan for conducting reviews of county pro-
grams and special program studies. Although the information which was.
submitted to the Legislature during budget hearings did not adequately
identify the department’s planned activities, we recommended approval
of the six positions because of the program’s need for stronger program
monitoring and review capabilities. There are currently 26 positions as-
signed to the Social Services Evaluation Branch.

The budget proposes $197,182 in Iterm 270 (support for the Department
of Social Services) for an additional seven positions to review county.
programs and conduct special studies. The documentation submitted to.
our office for justification of the new positions was outdated. We therefore
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requested and received additional information which indicated that the
new positions would be used as follows:

1. County Monitoring. Five of the new positions are proposed to be
assigned to the Field Operations Section to conduct county reviews. There
are currently 14 positions assigned to this section. The purpose of these
reviews is to assure that county programs are in compliance with existing
social services regulations. The new positions would enable the section to
review county programs every 18 months with the first cycle scheduled
for completion