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for. the second half of 1988-89, and (c) sets a definite schedule for 
repayment of the General Fund start-up loan. 

In addition, we recommend that the board report at budget hearings 
on (1) the reasons for its failure to implement the laboratory certification 
program required by Ch 1520/85 and (2) the steps it is taking to ensure 
that the program is implemented in 1988-89 and is fully self-supporting. 

Health and Safety Program Overbudgeted 
We recommend a General Fund reduction of $100,000 in the amount 

requestedfor a health and safety programJor board employees, 
because the amount is doublebudgeted. (Reduce Item 3940-001-001 by 
$100,000.) , 

'The budget requests an increase of $725,000 to pay the full cost of 
implementing a worker health and safety program for board employees. 
The increase would be funded from the General Fund ($606,000), and 
various other funds ($119,000). In the current year, the budget includes 
$100,000 from the General Fund for the board to begin partial .imple-
mentation of the program. . 

The worker health and safety program proposed for 1988-89. would 
include all of the state and regional boards' employees that may be 
exposed to toxic or hazardous substances in the course of their work. The 
program consists of (1) monitoring employees' medical condition, (2) 
training employees in hazard recognition, evaluation and control, (3) 
providing protective equipment, and (4) monitoring the workplace to 
measure employee exposure to hazardous substances. Approximately 400 
employees would be covered under the program. 

The board's current-year budget already includes $100,000 from the 
General Fund for the worker health and safety program, and this amount 
is carried forward into the proposed 1988-89 budget. Our review indi
cates, however, that the board's reguest does not recognize these funds. 
Accordingly, we recommend a reduction· of $100,000 from the General 
Fund because the amount has been doublebudgeted. 

Health and Welfare Agency 
STATE COUNCIL ON DEVELOPMENTAL DISABILITIES AND 

AREA BOARDS ON DEVELOPMENTAL DISABILITIES 

Item 4100 from the Federal 
Trust Fund and Item 4110 
from reimbursements Budget p. HW 1 

Requested 1988-89 ........................................................................... . 
Estimated 1987 -88 ........................................................................... . 
Actual 1986-87 .................................................................................. . 

Requested decrease (excluding amount 
for salary increases) $60,000 (-1.3 percent) 

Total recommended reduction .................................................... . 

$4,667,000 
4,727,000 
3,983,000 

None 
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STATE COUNCIL ON DEVELOPMENTAL DISABILITIES AND AREA BOARDS 
ON DEVELOPMENTAL DISABILITIES-Continued 

1988-89 FUNDING BY ITEM AND ,SOURCE 
Item-:-Description' Fund 
4100-OO1-890-State'Council on Developmental Federal 

Disabilities 
4110-OO1-OO1-Area Boards on Developmental . Reimbursements· 

Disabilities 

Am(;lU~t 
$4,667,000 . 

(2,299,000) 

GENERAL PROGRAM STATEMENT .. . 
The State Coun:cil on D~velopmental Disabilities operates pursuant to 

the Lanterman Developmental Disabilities Services Act (Ch 1365./76) 
and related federal. law .. The council is. responsible for planning, coordi
nating, monitoring, arid evaluating the service delivery system for 
persons With developmental qisabilities. '. . . . .. ' 

. There are 13 Area Boards on Developmental'Disabilities tha~ operate 
pursuant toCh 1367/76. Area boards are regional agencies responsible for 
protecting and advocatingJhe rights of developmentally disabled per
sons, promoting the. development of needed services, asSisting the state 
council in' planning aCtivities, an,d conductfilg public information. pro~ 
grams. .. .' ." ... " 

The state council and area boards have 50 pers'onn:el~years in the 
current year. . 
OVERVIEW OF THE BUDGET REQUES.T , .. " 

The budget proposes an appropriation of $4,667,000 from federal funds 
for support of the state council and area. boards in 1988-89. This is a 
reduction. of $60,000, or 1.3 percent, below estimated current-year 
expenditures. This reduction, however,is somewhat misleading. During 
the current year, the state council and area boards carried forward. and 
expended$107,OOQ in federal funds from earlier years on a one-time basis. 
The carry-over funds, which were used for community program devel
opment, will not be available in the pudget year. If these carry-over funds 
are deducted from current-year expenditures, the level of funding 
proposed in the budget for 1988-89 is $47,000, or 1 percent, above the 
amount appropriated in the. Budget Act for the current year. 

The budget propoSeS a total of 5.1.1 personnel-years for these pl'Ogra1lls 
in 1988-89. This represents ail increase of ,1.1 personnel-years from the 
current year. Table 1 displays how federal funds are allocated 'to the state 
council, program development, and area boards in the pas~,current, and 
budget years. 

Program 

Table 1 
State Council and Area Boards 

. Budget Summary-Federal Funds 
1986-87 through 1988-89 
(dollars in thousands) 

Personnel-Years 

Actual . Est. Prop. ' Actual 
1986-87 1987.-88 1988-89 1986-87 

State council ....................... 12.0 12.5 12.3 $734 
Program development ............ 1,211 . 
Area boards ........................ 38.4 37.5 38.8 2,038 

Totals .......................... 50.4 50.0 51.1 $3,983 

Expenditures . 
Percent 
Change 

Est. Prop. From 
1987-88 1988-89 1987-88 

$860 $1,046 21.6% 
1,739 1,322 -23.9 
2,128 2,299 8.0 

$4,727 $4,667 -1.3% 
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ANALYSIS AND RECOMMENDATIONS 
We recommend approval. 
The budget contains three specific proposals: 
• Augmentation of $64,000 for 1.8 limited-term positions to reflect the 

potential increase in area board workload resulting from a change in 
the way in which Program Development Fund monies are allocated 
and administered at the local level. 

• Augmentation of $145,000 for contracts to perform one-time evlllua
tions bf the statewide system of services for the developmentally 
disabled and the impact of the community placement plan on clients 
and families. '. . 

• Redirectioh of $23,000 from operating expense categories .. ~d an 
augmentation of $4,000 in order to support increased honoraria, 
but-of-state travel, and equipment purchases. 

, To accommodate the augmentation requests within the limited federal 
grant; the budget proposes to:.redqce funds allocat~d to program 
development start-up' grants. In all, the reduction in program develop
mentfunding is $417,000, or 24 percl'lnt The ,actual reduction will 
probably be less than this amount because. it is likely that additional 
federal funds, will become available duHiig 1988-89 for. program develop
ment as a result of increases in the federal grant and the identification of 
additional carry-over . funds. The effect of reducing program start-tip 
grants would be to reduce the availability of new services for clients. 
Because actual service delivery lags behind "start-up funding by about one 
year, the impact of the reduction would be delayed until 1989-90. The 
services affected· include. residential care, day services, andtransporta
tion. 

Health and Welfare Agency 
EMERGENCY MEDICAL SERVICES AUTHORITY 

Item 4120 from the General 
Fund and federal funds 'Budget p. HW 5 

. . . . " . 

Requested 1988-89 ........................................................................... . 
Estimated 1987-88 .............................•....... , ................................ ; .... . 
Actual 1986-87 .................................................................................. . 

Requested increase, (excluding amount for 
salary increases) $878,000 (+20.1 percent) 

15-77312 

$5,244,000 
4,366,000 
3,364,000 
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EMERGENCY MEDICAL SERVICES AUTHORITY-Continued 

1988-89 FUNDING BY ITEM AND SOURCE 
Item-Description 
4120-001-OO1-Support 
4120-001-890-Support 
4120-10l-001~Local assistance 
4120-10l-890-Local assistance 

Total 

GENERAL PROGRAM STATEMENT· 

Fund 
General 
Federal 
General 
Federal 

Item 4120 

Amount 
$942,000 
233,000 

2,557,000 
1,512,000 

$5,244,000 

The Emergency Medical Services (EMS) Authority operates under the 
Emergency Medical Services System and the Pre-Hospital Emergency 
Medical Care Personnel Act (Ch 1260/80) ~ The authority is responsible 
for reviewing local emergency medical services programs and for 
establishing statewide standards for training, certification, and supervi
sion of paramedics and other emergency personnel . 
. The authority is also responsible for (1) planning and managing 

medical response to disasters, (2) administering contracts that provide 
General Fund support for the operating costs of certain. rural EMS 
agencies, (3) administering the portion of the federal preventive health 
services block grant. allocated for the development of regional EMS 
systems, (4) developing regulations and reviewing local plans to imple
ment trauma care systems, and (5) designating and monitoring regional 
poison control centers. 

The authority has 18 personnel-years in the current year. 

ANALYSIS AND RECOMMENDATIONS 

We recommend approval. 
The budget proposes an appropriation of $3,499,000 from the General 

Fund for support of the authority's programs in 1988-89. This is an 
increase of $875,000, or 33 percent, above estimated current-year expen
ditures. The increase is due primarily to full-year funding for the regional 
poison control center program, which began January 1, 1988. . 

The proposed appropriation from federal funds is $1,745,000, which is 
an increase of $3;000, or 0.2 percent, above estimated current-year 
expenditures. 

The budget proposes to continue the authority's staffing at 18 
personnel-years in 1988-89. 

The budget appears reasonable. Therefore, we recommend approval. 
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Health<andWelfare Agency 
HEALTH AND WELFARE AGENCY DATA CENTER 

Item 4130 from the Health and 
Welfare Agency Data Center 
Revolving Fund Budget p. HW 7 

Requested 1988-89 ........................................................................... . 
Estimated 1987 -88 ............................... ; ........................................... . 
Actual 1986-87 .................................................................................. . 

Requested increase (excluding amount 
for salary increases) $6,358,000 (+ 12.3 percent) 

Total, recommended reduction .................................................... . 

G~NERAL PROGRAM STATEMENT 

$58,028,000 
51,670,000 
48,058,000 

None 

The Health and Welfare Agency Data Center (HWDC) is one of three 
major state data processing centers authorized by ~he Legislature. The 
center provides computer support totlle Health and Welfare Agency's 
constituent departments and offices.,The center also provides occasional 
support to other state offices, commissions, and departments. The cost of 
the center's operation is fully reimbursed by its users. ' 

The HWDC has 210.3 personnel"years in the current year. 
ANALYSIS AND RECOMMENDATIONS"· 

We recommend approval. 
, The budget proposes an appropriation of $58,028,000 from the Health 
and Welfare Agency Data Center Revolving Fund to support the data 
center's operations iIi 1988-89. This is an increase of $6,358,000, or 12 
percent, above estimated current-yefiT expenditures., The increase is 
primarily due to (1) payment for equipment purchased in 1987-88 ($1.9 
million) and (2) proposed new equipment ($3.6 million). 

Our analysis indicates that the amount requested is reasonable. . ' ", ~. . . 

H,ealth and Welfar~ Agency 
OFFICE OF STATEWIDE HEALTI:i PLANNING AND 

DEVELOPMENT 

Item 4140 from the General 
Fund and various other funds Budget p. HW 9 

Requested 1988-89 ........•.................. , ....... : .......................... ' .............. . 
Estimated 1987 -88 ........................................................................... . 
Actual 1986-87 ............................. ; ..........................................•.. ' ........ . 

Requested increase (excluding amount 
for salary increases) $2,173,000 (+8.2 percent) 

Total recommended reduction .......................... , ......................... . 

$28,673,000 
26,500,000 
25,735,000 

None 
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OFFICE OF STATEWIDE HEALTH PLANNING AND DEVELOPMENT
Continued. 
1988-89 FUNDING BY ITEM AND SOURCE 
Item-Description 
4140-001-001-Support 
4140-OO1-121-Support 

4140-OO1-143-Support 

4140-101-001-Local assistance 
Health and Safety Code 436.26 

Ch 1307/87 

Reimbursements 
Total 

Fund 
General 
Hospital Building Account, Ar

chitecture Public Building 
California Health Data and 

Planning 
General 
Health Facility Construction 

Loan Insurance 
Health Facility Construction 

Loan Insurance 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 

Amount 
$1,810,000 
15,641,000 

6,346,000 

2,880,000 
701,000 

1,180,000 

115,000 
$28,673,000 

Analysis 
. page 

1 .. Senior Care Study. Increase Item 4140-001-001· by $225,000 . 
and reduce Item 4140-001-143 by $225,000. Recommend shift 
of funds to reflect appropriate funding source. 

444 

GENERAL PROGRAM STATEMENT 
The Office of Sta.tewide Health Planning and Development (OSHPD) 

administers the following five major programs: 
1. The State Health Plan. The office works with the state's 12 health 

system agencies to establish priorities for the financing and delivery of 
health services within California .. 

2. Demonstration Projects. The office develops information and rec
ommendations on the safety, effectiveness, and cost implications of new 
treatment methods for health care and evaluates health and social 
services programs when directed by legislation. . 

3. Health Profession Development. The office administers the Song
Brown Family Physician Training program, the Health Professions 
Career Opportunity program, . health manpower pilot projects, and 
health manpower planning activities. 

4. Facilities Development. The office reviews plans for, and performs 
site inspections of, health facilities ·construction projects to assure that 
they conform with federal, state, and local building requirements, 
including seismic safety requirements, and reviews health facility appli
cations for construction loan insurance. 

5. Health Facilities Data. The office collects health cost and utilization 
data from health facilities. Chapter 1326, Statutes of 19S4, shifted respon
sibility for collecting data from the California Health Facilities Commis~ 
sion (CHFC) and the Department of Health Services to the office, 
effective January 1, 1986. . . 

The office has 263.1 personnel-years in the current year. 

OVERVIEW OF THE BUDGET REQUEST 
Expenditures for support of the office from all funds are proposed at 

$28,673,000 in 1988-89. This is an increase of $2,173,000, or 8.2 percent, 
above estimated current-year expenditures. The budget proposes appro
priations of $4,690,000 from the General Fund to support the OSHPD in 
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1988-89. This is an increase of $15,000, or 0.3 percent, above estimated 
current-year General Fund expenditures. 

Table 1 displays the office's personnel-years, program expenditures, 
and funding sources for the prior, current, and budget years. 

Table 1 
Office of Statewide Health Planning and Development 

Budget Summary 
1986-87 through 1988-89 
(dollars in thousands) 

Personnel-Years 
Actual Est. Prop. 

Program 1986-87 1987-88 1988-89 
Health projects and analysis ' ...... 13.4 8.6 12.4 
Certificate of need ................ 3.9 
Demonstration projects ........... 2.3 7.8 9.6 
Health professions development. . 12.4 12.4 12.4 
Facilities development and fi-

nancing ........................ 109.4 129.0 132.7 
Uncompensated care .............. 2.6 
Health facilities data .............. 59.1 60.2 62.0 
Administration-undistributed .... 45.6 45.1 45.1 

Totals .......................... 248.7 263.1 274.2 

Funding sources 
General Fund .................................................... . 
Hospital Building Accoun~ Architecture Public Building Fund. 
California Health Data and Planning Fund . .................. . 
Health Facilities Construction Loan Insurance Fund .......... . 
Federal funds .................................................... . 
Reimbursements . ................................................. . 

Actual 
1986-87 

$1,144 
535 
122 

3,747 

14,866 
148 

5,037 
136 

$25,735 

$3,578 
14,117 
6,496 

749 
378 
417 

Expenditures 

Est. 
1987-88 

$925 

489 
4,343 

16,406 

4,223 
114 

$26,500 

$4,675 
15,696 
5,285 

730 

114 

Prop. 
1988-89 
$1,180 

735 
5,272 

16,342 

5,029 
115 

$28,673 

$4,690 
15,641 
6,346 
1,881 

115 

Percent 
Change 
From 

1987-88 
27.6% 

50.3 
21.4 

-0.4 

19.1 
0.9 
8.2% 

0.3% 
-0.4 
20.1 

157.7 

0.9 

The increase in total expenditures from all sources is due primarily to 
(1) a one-time appropriation of $1.2 million for the Minority Health 
Professions Foundation (Ch 1307/87), (2) $225,000 for a study on senior 
access to health care, (3) $227,000 for additional workload relating to 
demonstration projects, and (4) $499,000 for enhancements to data 
collection from hospitals and long-term care facilities. 

The budget proposes a total of 274.2 personnel-years for 1988-89, an 
increase of 11.1 personnel-years from the current-year level. The increase 
reflects staffing augmentations for the senior health care study, demon
stration projects, the data collection enhancements, and additional 
clerical support for seismic safety plan reviews. 

Table 2 identifies the major budget changes proposed for 1988-89. 
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OFFICE OF STATEWIQEHEALTH PLANNING AND DEVELOPMENT
Continued 

Table 2 
Office of Statewide Health Planning and Development 

Proposed 1988-89 Budget Changes 
(dollars in thousands) 

1987-88 expenditures (Budget Act) ............................•.. 
Adjustments, 1987-88: 

1. Retirement contribution reduction .... : .................... . 
2. Employee compensation adjustment ....................... . 

. 3. Carry-over appropriation for Family Physician Training 
program ......................................... , ...... ; .... . 

4. Minority Health Professions Foundation (Ch 1307/87) .... . 
1987{l8 expenditures (revised) ... " ............................... . 
Baseline adjustments, 1988-89: 

1. Pro-rata adjustment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . 
2. Employee compensation adjustment ....................... . 
3. Price increase ............. ' .................................. . 
4. One-time cost reductions: 

a. Expiration of seismic safety limited-term positions ..... . 
b. Expiration of project closeout limited-term positions .. . 
c. Minority Health Professions Foundation ....... , ........ . 
d. Family Physician Trainirig program ............ , ........ . 

5. Carry-over appropriation for Minority Health Professions 
Foundation .................................................. . 

Program change proposals: 
1. Demonstration projects ..................................... . 
2. Study on senior access to health care (Ch 809/87) ........ . 
3. Permanently establish seismic safety positions ............. . 
4. Extend project closeout limited-term positions: ........... . 
5. Uniform accounting and reporting systems review ........ . 
6. Increase on-site audits ...................................... . 
7. Increase on-site discharge data verification and consulta-

tion ......................................................... ;;. 
1988-89 expenditures (proposed) ................................ . 
Change from 1987-88 (revised): 

Amount ..................................... ;:: ................. . 
Percent .......................................................... . 

ANALYSIS AND RECOMMENDATIONS 

General Fund 
$4,402 

-1 
20 

254 

$4,675 

25 
17 

-254 

227. 

$4;690 

$15 
0.3% 

All Funds 
$26,000 

-22 
248 

254 
20 

$26,500 

. -220 
219 
255 

-1;173 
':...120 
. -20 
-254 

1,180. 

227 
225 

1,230 
125 
300 
134 

65 
$28,673 

$2,173 
8.2.% 

Inappropriate Funding Source for Senior Study . 
We recommend that the Legislature (1) increase the General Fund 

appropriation for state operations by $225,000 and (2)·. reduce the 
California Health Data and Planning Fund appropriation by $225,000 
to reflect appropriate fundfng for a study on seniors' access to health 
care. (Increase Item 4140-001-001 and reduce Item 4140-001-143.) 

The budget proposes $225,000 from the California Health Data and 
Planning Fund (HDPF) to conduct a needs assessment study required by 
Ch 809/87 (AB 519) on the availability of dental, vision, and hearing care 
services to low-income seniors. When the Legislature passed AB 519, the 
bill contained a General Fund appropriation of $225,000 to cover the costs 
of the study. The Governor deleted the appropriation and directed the 
OSHPD to use resources from the HDPF to conduct the study. 

Revenues to the HDPF come from fees assessed to health facilities. 
Existing law authorizes the office to use these revenues for the data 
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collection and reporting purposes established in Health and Safety Code 
Parts 1.5 and 1.8. If fee revenues exceed the amount needed to support 
these activities, the office is required to reduce the fee assessments in 
subsequent years. 

We' are concerned about the use of the HDPF, instead of the General 
Fund, for the study required by Ch 809/87. Our review of the budget 
proposal indicates that: ' 

• The study is not part of the data collection and reporting require
ments in Health and Safety Code Parts 1.5 and 1.8 for which HDPF 

. appropriation is authorized. . 
• Use of the HDPF for this study would establish a precedent whereby 

the OSHPD could, without statutory authority, increase the health 
care industry's fee assessment in order to fund numerous studies that 
may be only peripherally related to the Legislature's intent for the 
use of the fund. 

We therefore recommend a change in .thelroposed funding for this 
study by (1) increasing the General Fun appropriation for state 
operations by $225,000 and (2) reducing the California Health Data and 
Planning Fund appropriation by $225,000. 

Office Improves Timeliness 
Two of the major responsibilities of the office are to (1) conduct seismic 

safety plan reviews and. (2) regularly submit a number of reports on 
health planning and manpower to the Legislature. In the A n.alysis of the 
1987-88 Budget Bill, we rioted that the office had unacceptable turn
around times for plan reviews and had a number of reports that were up 
to three years overdue. We are, pleased to report that the office has both 
reduced its plan review turnaround times to an average of less than eight 
weeks and substantially improved the timeliness of its submission of 
reports. We commend the office's efforts in these areas. 

Health and, Welfare Agency 
CALIFORNIA DEPARTMENT OF AGING 

Item 4170 from the General 
Fund and various funds Budget p. HW 17 

Requested 1988-89 .......................................................................... $131,340,000 
Estimated 1987-88 .......................................... ~................................ 131,113,000 
Actual 1986-87 .;................................................................................ 128,264;000 

. Requested increase (excluding amount 
for salary increases) $227,000 ( +0.2 percent) 

Total recommended reduction .................................................... . 
Recommendation pending ......................................................... ;. 

None 
1,112,000 
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CALIFORNIA DEPARTMENT OF ,AGING-Continued 
1988-89 FUNDING BY ITEM AND SOURCE 
Item-"Description 
4170-001-OO1-Support 
4170-001-890-Support 
4170-101-OO1-Local assistance 
4170-10l-890-Local assistance 
Chapter 1626, Statutes of 1984 
Reirilbursements " 

Total 

','Fund 
General 

'. Federal 
General 
Federal 
General 

SUMMARY OF MAJOR ISSUES AND RE'COMMENDATIONS 

Item 4170 

''Amount' 
$4,733,000 

'2,793,000 
31,607,000 

, 77,781,000 
89,000 

14,337,000 
$131,~O,000 

Anatysis 
page 

1. We recommend that the Legislature' adopt suppleme:rit~ 
report language requiring the department to develop a plan 
by December 1, 1988 for enhancing the nutrition productiv
ity of the Area Agenciesori Aging.' , , ,,' . 

2. We withhold recommendation on $1.1 million for expansion 
ofthe Health Insurance Counseling and Advocacy Program' 
pending receipt of the requited report regarding the effec
tiveness of the program. 

" 449 

453: ' 

GENERAL PROGRAM STATEMENT 
The Ca:lifOrniaDepartInent of Aging (CDA) is the single state agency 

charged to receive and administer funds allocated to Califo,:tnia,u,nder the 
federal, Older Americans Act (OAA). In .addition, the :r.;egislaturehas 
designated'CDA as the department'principallyre~ponsi1)le,'fbr 'devE:llop~ 
ing and implementing a comprehensive rarigeof nonlq.stitutional $etvices 
for older Californians and functionally impain~d adults. In order to carry 
out· these' two mandates, the department' uses feder~l and state funds to 
support a variety of services, including local social and nutrition services, 
senior employment programs;Jong-term care services to the elderly and 
functionally impaired adults, and related state and local administrative 
services and staff training. , , " 

The department delivers OAA services 'through local agencies on 
aging, other public and private nonprofit organizations, and service 
providers. At the center of the local network for delivery of services are 
planning and coordinating bodies called Area Agencies on Aging (AAAs); 
often referred to as "triple As." In California, there are 33 AAAs, one'in 
each Planning and Service Area (PSA)., 
',' In ade\fticm to the AAA network, the C:DA began in 1984,85 to,~ontracJ 
directly with a variety oflong-term care service program providers ii1. 
order to begin building a system of community-based lorig-term care: The 
programs within thi~ system are the Multipurpose Senior" Se:rvice~ 
Program (MSSP), Lmkages, Adult Day Health Care (ADHC) , and 
Alzheimer's Day Care Resource Centers. 
, The department has 142 personnel-years in· the current-year. 

OVERVIEW OF THE BUDGET REQUEST 
"The budget proposes'total program expenditures of $131 million for the 

CDA in 1988-89. This includes $36 million from the General Fund, $81 
million in federal funds, and $14 million in reimbursements. Total 
expenditures proposed for 1988-89 are $227,000 higher than estimated 
current-year expenditures. Virtually all local assistance funding for OAA 
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programs have been "straight-lined" intothebudgefyear. This iSbecause 
federal appropriation levels for these programs have remained relatively 
stable during federal fiscal year (FFY) 1987 and 1988. 

The budget proposes $36 million from the General Fund for support of 
CDA's activities in 1988-89. This ,is a decrease of $718,000, or 1.9 percent, 
from es~ated current"~e~r expenditures. The proposed General Fund 
amount mcludes $4.7 mIllion for support of the department and $32 
million for local assistance. Table 1 presents a summary of the depart
ment's funding and expenditures for the prior, current, and budget years. 

Table 1 
California Department of Aging 

B!Jdget Summary 
1986-87 through 1988-89 
(dollars in thousands) 

Actual Est. 
1986-87 1987-88 

State administration .............................. $8,252 $9,417 
Older Americans Act (OAA) programs 

Local assistance: 
Congregate meals ........................... $40,903 $44,468 
Home-delivered meals :: .................... 19,046 16,317 
Employment services ....................... 4,746 . 4,995 
Social services ............................... 27,914 24,486 
Ombudsman ................................. .1,081 2,449 
Special projects .............................. 2,146 2,746 

Subtotals, OAA ................................. ($95,836) ($95,461) 
Long-Term Care programs 

Local assistance: 
MSSP ......................................... $18,464 $20,602 
Lirikagesi Alzheimers i Respite ............... 4,223 4,761 
Adult Day Health Care ..................... 1,489 872 

Su/:>totals, long-term care programs ........... ($24,176) ($26,235) 

,;Totals,.all expenditures" .. " .................. $128,264 $131,113 
Funding Sourc:es 
General Fund ..... ; ..................... ", ....... $36,254 $37,147 
Federal fu~ ........ . , ......... ~ .............. , ..... 81,583, 80,517 
Reimbursements ..................... ............ ;. 10,427 p,449 

• Not a meaningful figuTe. 

Percent 
Change 

Prop: From 
1988-89 1987-88 

$9,292 -1.3% 

$44,468 
16,317 
4,995 :.~ 

24,336· -0.6% 
2,449 
3,796 38.2 

($96,361) (0.9%) 

$20,927 1.6% 
4,760 -

. ($25,687) (-2.1%) 

$131,340 0.2% 

. $36,429 -1,9% 
80,574 0,1 
14,337 6.6 

Table 2 identifies, by funding source, the significant changes in 
expenditure levels proposed for 19.88-89. As the table shows, the major 
changes proposed in the budget are (1) an increase of $1.1 million for 
expansion of the Health Insurance Counseling and Advocacy Program 
(HICAP), (2) an increase of $507,000 for the MSSP caseload, and (3) a 
reduction of $1.1 million to reflect the elimination of one-time 
expenditures. 
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Table 2 

California Department of Aging 
Proposed 1988-89. Budget Changes 

(dollars in thousands) 

1987-88 expenditures (revised) .................................. . 
Cost adjustments 
E~pl~yee compensation adjustments .............. , .......... . 
Price mcrease .................................................. . 
Pro rata reduction .............................................. . 
ADHC cost increase ............................................ . 
Subtotals, cost adjustments .................................... . 

Workload adjustments 
Alzheimers disease task force reduction ............... ; ...... . 
Elimination of one-time federal funds ........................ . 
Elimination of other one-time funding ........................ . 
Expiration of limited-term positions ........................... . 
Subtotals, workload adjustments ............................... . 

Program change proposals 
Proposed new positions ........................................ . 
Elimination of triple "A" advisory council of California fund-

ing ................................................ ; ............ . 
Golden State Senior Discount program transfer .............. . 
Management Information System transfer .................... . 
Senior Service Credit program ................................ . 
Respite Care program .......................... : .............. . 
HICAP expansion ............................. , ................ . 
Subtotals, program change proposals ............ ; ............. . 

1988-89 expenditures (proposed) ................................ . 
Change from 1987-88: 

Amount ......................................................... . 
Percent ......................................................... . 

General Fund 
$37,147 

$58 
35 

23 

($116) 

-$15 

-1,123 
-64 

(-$945) 

$27 

72 
-125 

65 
72 

($11l) 

$36,429 

-$718 
-1.9% 

Item 4170 

All Funds 
$131,113 

$11l 
64 

-26 
23 

($172) 

-$15 
-199 

419 
-64 

( -$1,212) 

$307 

-75 
36 

'-250 
65 
72 
~ 

($1,267) 

$131,340 

$227 
0.2% 

Table 3 presents a summary of personnel-years for the department in 
the prior, current, and budget years. The increase in personnel-years for 
administration is due to proposed staff increases in the Directorate, the 
Budget and Accounting Sections, aIld the Aging Services Division of the 
CDA. The increase for long-term care programs reflects proposed staff 
increases for the ADHC, MSSP, HICAP expansion, and the transfer of the 
Golden State Senior Discount Program from the Department of Con
sumer Affairs to CDA. 

Table 3 
California Department of Aging 

Personnel-Years 
1986-87 through 1988-89 

Program 
Administration .................................. . 
Older Americans Act .......................... .. 
Long-Term Care ................................ . 

Totals .......................................... . 

Actual 
1986-87 

79.8 
20.0 
32.6 

132.4 

Est. 
1987-88 

81.8 
26.4 
33.8 

142.0 

Percent 
Change 

Prop. From 
1988-89 1987-88 

89.2 9.0% 
26.4 
37.1 9.8 

152.7 7.5% 
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ANALYSIS AND RECOMMENDATIONS 
We reco.mmendappro.val o.f the fo.llo.wing majo.r pro.gram chariges 

which are no.t discussed elsewhere in this analysis: 
.' Linkages Program ($4.2 Million). The department pro.Po.ses to. 
• co.ntinue funding for the Linkages pro.gram in 1988-89. This pilo.t 

pro.gram, which was initiated in 1984, is currently scheduled to.,sunset 
July 1, 1988. The Linkages pro.gram pro.vides referral and case 
management services to. frail' elderly and functio.nally impaired 
adults' to avo.id premature institutio.nalizatio.n. The department is 
sponsoring abill~AB 1616-to. extend the sunset date o.f the pro.gram 
until December 31, 1989. The department indicates that it needs the 
additio.nal data that will result fro.m the extensio.n o.f the pilo.t in o.rder 
to. co.mplete '~m evaluatio.n of the co.st~effectiveness o.f the pro.gram . 

• MSSP ($$07,{j()()). The departmentpro.Po.ses to. increase funding fo.r 
the MSS:P in 19~8-89 in o.rder to. co.ver the full-year Co.sts o.f the 

',' 'current-year caseload increase fro.m 5,400 to. 6,000 perso.ns. 
'. Respite Care ($60,000). The department pro.Po.ses to. co.ntinue fund

ing o.f the Respite Care Services Pro.jects and the Respite Care 
Registry in 1988-~9. These pro.grams are scheduled to. sunset June 30, 
1988. The department advises thatjt willsPo.nso.r legislatio.n to. extend 
the sunset dates o.f bo.thpro.jects to. June 31, 1990. The department is 
required 'to repo.rt to. the Legislature o.n the effectiveness o.f the 
,Respite, Care Registry by March 1, 1988 and the Services Pro.ject by 
July 1,1988. 

NUTRITION PROGRAMS 
'We" recommend that the Legislature adopt supplemental report 

language requiring the department to develop a plan for enhancing the 
AAAs' nutrition productivity and thereby increasing the number of 
meals served within available resources." ,", 

The CDApro.vides federal OAA funds to. lo.cal AAAs fo.r supPo.rt o.f 
senio.r nutritio.~ ·pro.grams. The primary o.bjective o.f, the nutritio.n pro.
grams is tb pro.vide Io.w-co.st, nutritio.nally so.und meals to. o.lder Califo.r
nHms. Meals are either served in a So.cial setting at co.ngregate nutritio.n 
centers o.r delivered to the, ho.mebo.und. 
" Congregate Meals. Co.ngregate nutritio.n sites serve a minimum o.f 100 

meals to. senio.rs five o.r mo.re days a week. Perso.ns 60 years o.f age o.r o.lder 
and their SPo.uses, regardless o.f age" are eligible to. participate in 
co.ngregate nutritio.n pro.grams. Handicapped individuals and vo.lunteers 
who. prepare and serve meals are also. eligible. During 1986-87, 186 
pro.viders served 12.7 millio.n co.ngregate meals to. 216,200 eligible senio.rs 
at 1;030 sites througho.ut the state. The department indicates that its 
1987-88 co.ntracts call fo.r the AAAs to. serve appro.ximately 13.1 millio.n 
co.ngregate mel;lls to. 226,687 senio.rs. ' 

Home-Delivered Meals. ,Ho.me-delivered meals are pro.vided to. per
sons 60 years o.f age o.r o.lder who. are ho.mebo.und as a result o.f illness o.r 
disability. Pro.viders o.f ho.me-delivered meals assess Po.tential meal recip
ients and verify their eligibility fo.r the pro.gram. During 1986-87, 167 
pro.viders delivered 6.6 millio.n meals to. 47,700 eligible senio.rs in their 
ho.mes. The department estimates that appro.ximately 6.7 millio.n ho.me
delivered meals will be pro.vided to. 51,100 senio.rs during 1987-88. 

Funding for Nutrition Programs. The budget pro.Po.ses $63 millio.n 
($13 millio.n General Fund and $50 millio.n federal funds) to. supPo.rt 
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nutrition programs in 1988-89. This includes $46 million for congregate 
nutrition programs and $17 million for home-delivered meals programs. 
This is an increase of $31,000 over estimated current-year expenditures. 
Actual expenditures for each program may vary to the extent that local 
AAAs elect to transfer funds between the programs or to the federally 
funded senior social s~rvices programs. The OAA allows up to 30 percent 
of the . funds to be transferred between the congregate and home
delivered meals programs. State law limits the amount of funds that may 
be transferred from nutrition programs to social service programs to 5 
percent. 

Department Has Not Followed Through on Federal Productivity Initiative 
In 1982, the federal Administration on Aging (AOA) implemented a 

"productivity initiative" in order to assess the performance of state 
nutrition programs regarding the number of meals served to seniors. 
Specifically, the AOA measured each state's productivity by dividing the 
number of meals served by the amount of federal Title IIIC funds allotted 
to the state for nutrition programs. This ratio showed that California had 
a productivity factor of .51-indicating that the average AAA in the state 
served 51 meals for every $100 of federal Title IIIC funds. 

In . response to the federal productivity initiative, the· department 
began providing information and technical assistance to the local AAAs, 
particularly those having low productivity levels, regarding strategies for 
increasing productivity. The department emphasized strategies designed 
to increase the cost efficiency of food service and program management 
such as group purchasing of food, use of USDA surplus commodities, and 
increased use of volunteers. . 

Since the implementation of the federal productivity initiative in 
1983-84 and 1984-85, the department has not continued to monitor the 
productivity of the local AAAs or to provide assistance to help low 
productivity AAAs improve their productivity. The department has, 
instead, continued to assess the performance of the AAAs with regards to 
various quality and safety standards. As a result,the department is unable 
to indicate (1) whether productivity levels among the local AAAs has 
changed and (2) what types of management strategies are needed in 
order to maintain or increase productivity levels in the future. . 

Productivity Varies Widely Among AAAs 
In order to address these questions, we used data provided by the 

department to measure the productivity of each of the 33 AAAs in the 
state during 1984-85, 1985-86, and 1986-87. Rather than estimating pro
ductivity based solely on federal funds, however, we examined produc
tivity on the basis of all funding sources. We believe this is a better 
measure to use for comparing the productivity of the AAAs because AAAs 
receive funds for nutrition programs from a variety of sources, including 
the state General Fund and local governments. Chart 1 displays the 
results of this analysis. 
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Chart 1 

Productivity of Local Senior Nutrition Programs 
Meals Served Per $100 of Program Expenditure-
1984-85 through 1986-87 . 

38 

34 

30 

26 

22 

18 

14 

84-85 85-86 

• Statewide average 

[iJ Highest PSA 

D Lowest PSA 

86-87 

a Program expenditures are adjusted for Inflation using the Calnornia Consumer Price Index Component for meals 
purChased away from home. 

The chart shows the statewide average productivity level and the 
highest and lowest productivity levels among the 33 AAAs for 1984-85 
through 1986-87. The statewide average productivity was 21 meals served 
for each $100 of total program expenditures during 1984-85. This figure 
increased to 22 meals per $100 in 1985-86 and declined to 21 meals in 
1986-87. Chart 1 also shows that productivity ranged from a high of 37 
meals per $100 in the most productive AAA during 1984-85 to a low of 16 
meals in the least productive AAA. Over the three-year period, the 
variation among the AAAs decreased somewhat as a result of reductions 
in the productivity of the most productive AAAs. Despite this decline in 
the productivity of the most productive AAAs, however, the range in 
productivity remains substantial. The highest productivity AAA was able 
to serve nearly twice as many meals per dollar as the lowest productivity 
AAA during 1986-87. 

Factors Associated With Productivity Differences 
Table 4 displays the costs per meal of six sample AAAs during 1986-87. 

The table also breaks out meal costs into thre~ categories: food costs (the 
costs of raw food and meal preparation) , program management costs (the 
co-sts of administrative staff and overhead costs), and other costs (the 
costs of nutritional education, counseling, and food delivery costs) . 
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Table 4 

Area Agencies on Aging 
Meal Costs of Sample Group 

1986-87 

Item 4170 

Productivity 
(Meals Served 
per $100 oj 

Meal Cost by·Category 

AAA 
11 ...................................... . 
20 ...................................... . 
22 ...................................•... 
18 ...................................... . 
5 ...................................... . 
3 ...................................... . 

Expenditures) 
28 
27 
25 
18 
17 
17. 

Total 
Cost oj 
Meal" 
$3.55 
5.28 
4.l6 
5.62 
5.70 
6.08 

Food 
Costsb 

$2.92" 
>3.94 
3.51 
4.26 
3.62 
4;33 

a Represents combined average cost of a congregate aIld· home-delivered meal. 
b Includes the costs of raw food·and meal preparation apd service. 

Manage
ment 

Costs C 

$0.33 
0.62 
0.l6 
1.11 
1.85 
1.22 

C Includes program support and overhead costs;. . . . . 

Other 
Costs d 

$0.30 
0.72 
0.49 
0.25 
0.23 
0.52 

d Includes the costs ofnumtion education and coun$eling.and the delivery costs of hOme-delivered meals. 

Table 5 shows food,program management, and other bosts per" meal as 
a percentage of total costs per meal for the sample group. The table 
indicates that program management costs· represent a-larger percentage 
of total costs per meal in the lower productivity AAAs (which serve 18 or 
fewer meals per $100) than in the higher productiviry AAA.s (which serve 
25 or more meals per $100). As a result, a smaller share of the budget of 
the lower productivity AAAs is available to pay for food and meal 
preparation and service. 

Table 5 
High and. Low Productivity AAA's Percentage of· 

Totai Meal Costs, by Category 
1986-87 . 

AAA 
High Productivity: 
11 .......... ;.' .......................................... . 
20 .... , ................................................. . 
22 •.........•.....••........................•........•.. 
Low Productivity:, , 
18 ...................................................... . 
5 ....................... : ................... : .......... . 
3 ..................................................... . 

. Food Costs 

82.4% 
74.5 
84.6 

75.8 
63.5 
71.3 

Program 
Maifagement 

Costs 

9.3% 
11.8 
3.8 

19.7 
32.5 
20.1 

Other Costs 

8.3% 
13.7 
11.7 

4.5 
4.0 
8.6 ' 

The department indicates that there may be· several reasons for the 
differences in costs showrt in Tables 4 and 5. For example, one factor that. 
may affect meal cos.tsisthe typ~ ?fkitchensystem that is llsed ~o prepare 
meals. One of the hlgh productivlty AAAs uses a large central kltchen; for 
example, and has relatively low overhead costs. Another faCtor that may 
affect home-delivered meal costs is the size of the delivery area; An AA:A 
serving a larger area would likely incur higher transportation costs than 
one serving a smaller area. The AAAs may also differ in their reliance on 
volunteers as opposed to paid staff. Those which use more volunteer staff 
would tend to incur lower personnel costs than would AAAs that rely 
heavily on paid staff. 
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Obviously, there are many factors that influence the productivity of the 
AAAs. Some of these factors, such as geographic differences and regional 
variations in personnel and food costs, may not be within the ability of the 
AAAs to control. Other factors, however, such. as the staffing level, 
organizational structure, food purchasing practices, and recruitment of 
volunteers, may be susceptible to improvement at the local level. In fact, 
some of these are the very factors that the department identified when 
it implemented its federal fund productivity enhancement program in 
1983-84 and 1984-85. 
Increased Productivity Could Offset Demand 
, It is difficultto accurately determine how many older Californians who 
need meals are not receiving them. Based on figures proVided by the 
department, however, we estimate that there was an unmet need of 
approximately 1.3 million home-delivered meals in 1986-87. We also 
estimate that an additional one million meals could have been served in 
1986-87 if, in that year, the 16 AAAs whose productivity levels were below 
the statewide productivity level increased their productivity to the 
statewide average. Thus, raising the productivity levels of the low
productivity AAAs would provide a substantial number of meals to offset 
demand for senior nutrition program services in the state. 

We therefore recommend the adoption of supplemental report lan
guage requiring the department to develop a plan by December 1, 1988 
for improving the nutrition productivity levels of the AAAs. In order to 
ensure that the Legislature has an opportunity to review the plan, we 
further recommend that the department provide the proposed plan to 
the fiscal committees and the Joint Legislative Budget Committee by 
December 1, 1988. The following supplemental report language is 
consistent with this recommendation: 

The department shall develop a plan' for improving the nutrition 
productivity levels of the local AAAs. The plan should (1) establish 
productivity goals for each AAA for 1988-89 and describe, how the goals 
may be achieved, (2) identify the management strategies that would 
reduce food service and program management costs in low productiv
ity AAAs, and (3) provide for monitoring of the productivity levels of 
the AAAs on an ongoing basis. The plan should also include a 
description of the potential barriers to increasing productivity in AAAs 
and the effects of implementing this plan on the quality of service. The 
department shall submit the plan to the· chairpersons of the fiscal 
committees of each house and the Joint Legislative Budget Committee 
prior to implementing the plan, and not later than December 1, 1988. 

Evaluation of HICAP Is Pending 
We withhold recommendation on $1.1 million for expansion of the 

Health Insurance Counseling and Advocacy Program pending receipt 
of the required report regarding the effectiveness of the program. 

The'budget proposes to expand the Health Insurance Counseling and 
Advocacy Program (HICAP) from 51 to 58 counties and to increase state 
staff for the program by two positions. This expansion will increase costs 
by $1.1 million in 1988-89. In the current year, the program is funded 
through reimbursements from the Department of Insurance (Insurance 
Fund). The costs of the program total $1.5 million in 1987-88. 

The HICAP was established by Ch 1464/84. The purpose of the 
program is to assist older persons in understanding the health insurance 
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coverage provided under the federal Medicare program and coverage 
offered by private insurance companies. Currently the departillent 
contracts with 23 HICAP contractors, serving 51 counties, to provide (1) 
community education programs that "explain Medic~re policies and 
private health insurance programs, (2) informal advocacy with regard to 
Medicare and other health insurance benefit claims, and (3) legal 
representation with respect to Medicare appeals and related' health 
insurance problems. In addition, the department is mandated to serve as 
a clearinghouse for information and materials relating to Medicare and 
other health .insuranc.e programs. ....• . . , 
, The. Supplemental Report Language on the 1987 Budget Act, .requirep. 

the deparfin€lht to .submit information i'egaJ:"ding (1) the cost savingslcost 
avoidance reaHzedby the state and Medicare beneficiaries .as a result of 
the program and (2) an evaluation of how the HICAP contractors have 
met performance criteria established by the.department. TJ::te report was 
due by January 1, 1988. The department advises that the report willl10t 
be complete until March 1, 1988. Without this information, we are not 
able to determine whether.an expansion of the program is warranted. 
Consequently, we withhol<:i recommendation on $1.1 million for expan~ 
sion of the Health Insurance Counselip.g and Advocacy Program pending 
receipt ofthe required report regarding the eff~ctiveness of the pr,ogram. 
(We also discuss this issue in our. analysis of the Department of Insurance 
budg~t-please see Hem 2290.) . .. " 

Health and Welfare Agency 
COMMISSION ON AGING 

Item 4180 from the General 
Fund, Federal Trust Fimd, 
and California Seniqrs Fund" Budget p. HW 26 

Requested 1988-89 .. ; ............................................. ; ........ ; .................. . 
Estimated 1987-88' ............. ; ...................... : ... ' ............. ' ........ :; .......... , .. . 
Actual 1986-87 .... : ........ : ............................... ; .................. ~; ............... .. 

Requested decrease (excluding.amount 
for salary increaSes) .$141,000 (-:-:-15.3 perc!'lnt)· 

Total recommended reduction: ... : ......................... : .................... .. 

198.8-:89 FUNDING BY ITEM AND SOURCE 
Item-Description 
4180-QOl-QOl-Support 
4180-QOl-890-Support 
4180-QOl-983-Support 

Total 

Fund 
General 
Federal 
California Seniors 

'. ~"~ 

$780,000 
921,000 
849,000 

None 

Amount 
$242,000 
213,000 
,325,iloo 
$780,000 

GENERAL PROGRAM STATEMENT. .'. . 
The California Commission on Aging (CCA) is mandated to act in: an 

advisory capacity to the California Department of Aging (CDA) and to 
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serve as the principal state advocate on behalf of older persons. The CCA 
is composed of 25. members appointed by the Governor"the Speaker of 
the Assembly, and the'Seriate Rules Committee. ,; .. ,. 

The CCA also sponsors the California Senior Legislature, The Senior 
Legislature is composed of 120 seniors who hold an annual; ,.legislative 
session to develop legislation that addresses the needs and concerns of 
older Californians. -The Senior Legislature, in turn, se'eks enactment of its 
,1E)gislative proposals through the State Legislature. . 
' .. The commission has 8.4 personnel-years in the current year; 

ANALYSIS AND RECOMMENDATIONS 
We recommend approval. 
The budget proposes. the expenditure of .$780,000 ($242,000 General 

Furid, $213,000 federal funds, and $325,000 from the California Seniors 
Fund (CSF))' to support the' CCA in 1988-89. This is a reaucflon of 
$141,000, or 15 percent, from estimated current-'year expenditures; Table 
1 displays CCA funding for the prior, current, and budget years.' . 

Table 1 
Comm'ission on Aging 
. Budget Summary 

1986-87 through 1988-89 
(dollars in thousands) 

Est, 
Program' 

Actual 
1986-87 

$435 
414 

1987-88 
Commission .................................... .. 
Senior Legislature ............... ~ ............... . 

, Totals ........................................ . 
Funding Sources 
General Fund .. ...... , .. , ............ ; ' ........... . 
Federal funds .. '.' ..... , .............. : ..... .' .... . 
California Sen!ors Fund ..... :.' .... , ............ . 

$849 

$228 
207 

. 414' 

$446 
475 

$921 

$237 
209 
475 

Prop. 
1988-89 

$455 
" 325 

$780 

$242. 
'213 
325 

Percent: 
. Change 

From 
1987-88 

2.0% 
,..,31.6 
-15.3% 

.2.1% 
2.0 

~3l6 

The table .shows ,that total' proposed expenditures are .$141,000, or 15 
percent, less than estimated current-year expenditures. This decrease is 
due to a reduction in budgeted expenditures from the CSF for support of 
senior programs. Based on revenues to the CSF over the last three years, 
however, it is likely that revenues to the fund for 1988-89 will be~ greater 
than the $325,000 anticipated in the budget. Assuming 1988-89 revenues 
are comparable to revenues reported ,in thecU:rrent year, the commission 
would receive $475,000 from the fund in 1988-89-$150,000 more than is 
proposed in the budget. . 

Under state law, any revenues to the CSF in excess of the $325,000 
allocated to the Senior Legislature must be used, by the commission to 
provide services to seniors through cOIltractswith the CDA. The 
commission advises that it will use the $150,000 in excess. current-year 
CSF revenues for one-time contracts with the CDA. In 1986~87, the 
commission used $108,000 in excess CSF revenues to provide emergency 
monitoring and telemetry equipment to isolated seniors liviIlg in six rural 
areas of the state. 
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Health and Welfare Agency 

DEPARTMENT OF ALCOHOL AND DRUG PROGRAMS 

Item 4200 from the General 
Fund and various funds Budget p. HW 28 

Requested 1988-89 ............................................................................ '$143;863,000 
Estimated 1987.-88 .... ~....................................................................... 143,995,000 
Actual 1986-87 ................................................................................... 117,819,000 

Requested decrease (excluding amount 
for salary increases) $132,000 (-0.1 percent) 

Total recommended decrease .....................•................. :: ........... . None 

1988-89 FUNDI .... G BY ITEM AND SOURCE 
Item-Description 
420().()()l-OOl-Support 
420().()()1-139-Support 

Fund 
General 
Drinking Driver Program Li

censing Trust 

Amount 
$7,355,000 

597,000 

420().()()l-243-Support 

420().()()1-816-Support 
420().()()l-&!/O-Support 
4200-101-OO1-Local assistance 
4200-101-890-Local assistance 
Reimbursements 

. Methadone Program Licensing 
Trust 

Audit Repayment Trust 
Federal 
General 
Federal 

405,000 

144,000 
6,263,000 

71,795,000 
51,908,000 
5,396,000 

Total $143,863,000 

SUMMARY OF MAJOR ISSUES AND RECOMMI;NDATIONS 
1. Audit Repayment Trust Fund. Recommend that the depart

ment advise the Legislature of its' best estimate of the 
year-end balance in the Audit Repayment Trust Fund. 
Further recommend the adoption Qf.Budget Bill language 
requiring that General Fund support be . offset by the 
unexpended balance in this fund. . . 

2. Expenditures For the Prevention of AIDS Among Intrave-
nous Drug Abusers. Recommend: . ' 
a. The Legislature. require the deparquent to allocate $5 

million in federal funds for AIDS prevention among 
intravenous drug abusers, consistent with the priorities 
reflected in the 1987 Budget Act. 

Analysis 
page 

458 

459 

460 

460 b. Prior to budget hearings, the department advise the 
Legislature how it will allocate the $5 million to counties 
for preventing AIDS among ·intravenous drug abusers. 

c. The department advise the Legislature how it will ensure 
that these funds are spent effectively and for their· 
intended purpose. . 

462 

d. The department and the Department of Health Services, 
Office of AIDS, advise the Legislature how they plan to 
coordinate the use of their funds to prevent the spread of 
AIDS among intravenous drug abusers. 

462 
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GENERAL PROGRAM STATEMENT· 
The Department of Alcohol and Drug Programs (DADP) is responsi

ble for directing and coordinating the state's efforts to prevent or 
minimize the effect of alcohol misuse, narcotic addiction, and drug abuse. 
The department is composed of the Divisions of Alcohol Programs, Drug 
Programs, and Administration. , 

The department has 179.3 personnel"yearsin the current year. 

OVERVIEW OF THE BUDGET REQUEST 
The budget proposes total expenditures of $144 million fromiall funds 

for alcohol and drug programs in 1988-89. This includes $79 million from 
the General Fund; $58 million from federal funds; $1.1 million from the 
Drinking Driver, Audit Repayment Trust,. and 'Methadone Program 
Licensing Trust Funds; and $5.4 m~llion in reimbursements. Total expen
ditures proposed for 1988-89 are $132,000 less than estimated total 
expenditures in the current year, as shown in Table 1. 

Table 1 
Department of Alcohol and Drug Programs 

Budget Summary 
1986-87 through 1988-89 
(dollars in thousands) 

Percent 
Personnel- Years Expenditures Change 

Actual Est. '. Prop. From Actual Est. Prop. 
1986-87 1987-88 1988-89 1987-88 

$49,325 $57,669 . $57,831 -0:3% 
Program 

Alcohol-local assistance ......... . 
1986-87 1987-88 1988-89 

Drugs-local assistance ........... . 57;594 71,783' .70,452 ~ 1.9 

Subtotals, local assistance .... ;; . (-) (-) (-) ($106,919) ($129,452) ($128,283) (-0.9%) 
Administration-state operations . 78.7 86.0 81.2 $4,254 ,$5,198, $5,406 4.0% 
Alcohol-state operations ........ . 38.9 50.2 51.5 3,105 3,8574,330 12.3 
Dr!)gs-state operations ........... . 39.3 43.1 45.4 ~ 5,488~.~ 

Subtotals, state operations ...... (156.9) (179.3) (178.1) . ($10,900) ($14,543) ($15,580) (7.1 %) 

Totals............................ 156.9 . 179.3 
Fwiding Sources 

178.1 $117,819 $1~W5 $143,883 -0.1% 

General Fund .................................................... . $78,652 $79,028 $79,150 0.2% 
Federal funds .................................................... . 
DTinking Driver Program Licensing Trust Fund ............... . 

34,224 58,730 58,171 -0.1 
224 366 597 63.1 

Methadone Program Licensing Trust Fund ....... .............. . 335 339 405 19.5 
Audit Repayment Trust Fund ..................... : ............. . 238 144 
Reimbursements .. ................................................ . 4,146 5,532 5,396 -2.5 

• Not a meaningful figure. 

The budget proposes an appropriation of $79 million from the General 
Fund for DADP in 1988-89. This is an increase of $122,000 over estimated 
current-year expenditures. This increase reflects adjustments in' salaries, 
benefits, and prices for. state operations. The proposed General Fund 
appropriation of $79.2 million includes $7.4 million for support of the 
department and $71.8 million for local assistance. . . 

Table 2 shows, by funding source, the significant changes in expendi
ture levels proposed in', the budget for 1988-89; The .major increases 
proposed in the budget are (1) $1 million increase in federal funding 
available under the Drug Free Schools and Communities block grant, (2) 
an increase of $250,000 from the Drinking Driver Program Licensing 
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Trust Fund to evaluate the effectiveness of the new 30-Month Drinking 
Driver program, as required by Ch 1041/87 (SB 1365), and (3) an 
increase of $100,000 from the Audit Repayment Trust Fund to pay for 
audit appeals. These increases are offset by reductions of (1) $843,000 in 
the Alcohol, Drug Abuse, and Mental Health Services block grant, 
because the federal Anti-Drug Abuse Act authorized a 6 percent increase 
in this grant in the current year but not the budget year and (2) $770,000 
in the Emergency Substance Abuse block grant, because the total amount 
of this grant was reduced in this federal fiscal year .. 

Table 2 
Department of Alcohol and Drug Programs 

PropoS!3d 1988-89 Budget Changes 
(d()lIars in thousands) 

General Federal Other 
Fund Funds Funds Total 

1987·88 expenditures (revised) .................. $79,028 $58,730 $6,237 $143,995 
Proposed Changes 

Cost adjustments: 
Employee compensation .................... $83 $37 $14 $134 
Price increase ................................ 39 15 9 63 

Workload adjustments: 
Increase drinking driver program .......... 250 250 
Increase methadone program ............... 53 53 
Audit appeals contract ...................... 100 100 

'Program' changes: 
Terminate youth coordination project. ..... -83 -83 
Alcohol, Drug Abuse, and Mental Health 
Services block grant reduction .............. -843 '-843 
Drug Free Schools and Communities block 

grant increase ............................. 1,000 1,000 
High Risk Youth block grant ................ 3 3 
Emergency Substance Abuse block grant 

reduction. :' ................................ -770 ,...770 
Termination of corrections parolee project. -88 -88 
Drinking driver program reduction ........ -29 -29, 
Other changes ...... : ........................ -1 79 78 

1988-89 expenditures (proposed) ................ $79,150 $58,171 $6,542 $143;863 
Change from 1987-88: 

Amount ........................................ $122 -$559 $305 -$132 
Percent ......................................... 0.2% -1.0% 4.9% -0.1% 

ANALYSIS AND RECOMMENDATIONS 
Audit Repayment Trust Fund Could Offset General Fund Costs 

We recommend. that prior to budget hearings, the department 
provide the Legislature with an estimate of the unexpended balance in 
the Audit Repayment Trust Fund. We further recommend the adoption 
of Budget Bill language requiring that General Fund support be offset 
by the unexpended balance in the Audit Repayment Trust Fund. 

The Audit Repayment Trust Fund was established by Ch 1328/84 and 
Ch 1329/84. State funds collected as a result of audits' of local drug and 
alcohol program contractors are deposited in this fund and can only be 
withdrawn when appropriated by the Legislature., . 

The budget proposes ,to use $144,000 from the Audit Repayment Trust 
Fund to contract for audit appeals hearings and to inake final payments 
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on the purchase of word processing equipment for central office admin
istration. The department does not anticipate using any money from this 
fund in the current year. 

The budget anticipates that the year-end balance in this fund will be 
$1.3 million in the current year and $1.4 million in the budget year. 
However, the department advises that it is unsure to what extent these 
balances will be realized because $850,000 of the total balance shown in 
the budget is the result of audit findings that have not yet been through 
the appeals process. After the appeals process, the amounts deposited 
into this fund may be considerably less than the $1.4 million now shown 
in the budget. The department is currently unable to estimate the 
amount of money it expects to receive after audit appeals are resolved. 
We therefore recommend that prior to budget hearings, the department 
provide the Legislature with an estimate of the unexpended balance in 
the Audit Repayment Trust Fund. 

Since any balance remaining in this fund could be used to offset 
General Fund costs, we further recommend the adoption of Budget Bill 
language that would transfer the unexpended balance available in the 
funa at the end of the year to offset General Fund support for the 
department in the budget year. The following Budget Bill provisions are 
consistent with this recommendation: 

For inclusion in Item 4200-001-816: 
The unexpended balance remaining in the Audit Repayment Trust 
Fund as of June 30,1989 is hereby appropriated in augmentation of the 
amounts scheduled in this item for transfer to Item 4200-001-001. 
For inclusion in Item 4200-001-001: 
The amount of the appropriation in this item shall be reduced by the 
amount of any funds transferred from Item 4200-001-816. 

DADP's ROLE IN PREVENTING AIDS AMONG .INTRAVENOUS DRUG 
ABUSERS NEEDS .IMPROVEMENT 

Studies show that the AIDS virus is spreading more quickly among 
intravenous drug abusers than among any other group in California. 
Although the Office of AIDS within the Department of Health Services 
(DHS) has primary responsibility for coordinating services to prevent the 
spread of AIDS, the Department of Alcohol and Drug Programs (DADP) 
shares this responsibility as it relates to intravenous drug abusers. 

In the 1987 Budget Act, the Legislature expanded the DADP's role in 
preventing the spread of AIDS among intravenous drug abusers. Specif
ically, the 1987 Budget Act allocated $5 million of the $18.1 million that 
California received in federal Emergency Substance Abuse block grant 
funds for 1987-88 to reduce the spread of AIDS among intravenous drug 
abusers. The remaining $13.1 million was divided equally between 
alcohol and drug programs for the counties to use according to their own 
priorities within these program areas. . . 

The Budget Act required the department to allocate the $5 million in 
federal funds to county drug programs to increase the treatment of 
intravenous drug abusers. Providing treatment to intravenous drug 
abusers can help prevent the spread of AIDS in two ways. First, to the 
extent that the treatment results in a reduction or even a cessation of 
drug abuse, exposure to contaminated needles will be reduced. Second, 
even for those abusers who do not substantially reduce their drug abuse, 
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the treatment can provide a good setting for training the abuser inhow 
to reduce the risk of contracting AIDS. . , " " ' ' 

Department's Proposal for AIDS-Related Expenditures is Inconsistent with 
the Legislature's Intent for Use of the, Funds 

We 'recommend that the' Legislature require the department to 
allocate $5 million in federal' funds for AIDS prevention among 
intravenous drug abusers, consistent with the priorities reflected in the 
1987 Budget Act. ", " , 

The budget anticip~tes that California will receive $17.3 million in 
federal Emergency Substance Abuse block 'grant funds iii 1988-89,a 
reduction of 4.2 percent from the current year. Instead of allocating the 
first $5' million of these federal funds specifically for the purpose of 
preventing the spread of AIDS among intravenous drqg abtisers:-the 
way the funds were allocated in the 1987 Budget Act-the budget 
proposes to allocate only $3.5 million for this purpose. The remaining 
$13.8 million would be evenly divided between 90unty drug and alcohol 
programs. We have no reason to believe that the Legislature has changed 
its priorities, as reflected in the 1~87 BudgefACt, with respeCt to the use 
of these funds for AIDS prevention. We therefore recommend that the 
Legislature instruCt the department to redirect a total of $1.5 million
$750,000 in federal funds propo~ed for alcohol programs and $750,000 in 
federal funds proposed for other drug programs-,-in, order to provide the 
full $5' millionalloca,tion to, prevent AIDS among intrRvenousdrug 
abusers. ' ' . , 

The Department Should Develop an Allocation ,Formula for Feder,al Funds 
We recommend that prior to budget hearings, the department advise 

the Legislature how it will allocate the funds made available for 
preventing AIDS among intravenous,drug abusers .. 

The 1987 Budget Act specified the allocation formula that the depart
ment would use in allocating" the $5 million in federal Emergency 
Substance, Abuse block grants discussed above. Specifically~ the Budget 
Act required the department to allocate i 80 percent of the $5 million to 
the 20 counties with the, largest number' of AIDS cases based on their 
reported intravenous drugabusers i in treatment and' the remaining 20 
percent,based on counties' "needs for addressing the' AIDS epidemic." 

The budget proposes to allow the department substantial discretion in 
allocating these funds, in 1988-89. The. department advises that it is 
currently developing an alternative formula for allocating these funds. At 
the, time this, analysis was prepared, ,however, the department had not 
proposed a specific formula. ; " , ' 

We believe that an allocation formula for theseJunds should reflect the 
relative need among counties for additional intravenous drug treatment;, 
This is because a formula which best estimates the relative need for 
additional treatment helps to ensure that funds will be used most 
effectively-that is, where they are needed most. Our analysis indicates 
that there are at least four general approaches for estimating the relative 
needs of the various county drug programs for these funds . 

• Status Quo: Formula Based on AIDS Cases and Intravenous Drug 
Abusers in Treatment. In the current year, the department allocated 
80 percent of the " AIDS-related funds to the 20 counties with the 
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largest number of reported AIDS cases. This part of the allocation 
was based on each of the 20 county's relative number of intravenous 
drug abusers in treatment. The department allocated the remaining 
20 percent of AIDS"related funds to the remaining 38 counties based 
upon their number of reported AIDS cases. This type of formula has 
two drawbacks. First, the use of data reflecting the number of 
intravenous drug abusers in treatment favors those counties which 
have historically received or devoted the most funding to intrave
nous drug treatment. It does not, however, aadress the need for 
additional treatment services. Second, targeting funds to couij.ties 
based on the number of reported AIDS cases does not necessarily 
address the problem of intravenous drug abusers at risk of contract
ing the disease. This is because most of the existing AIDS cases are 
among homosexual men, and the distribution of these cases is not 
necessarily in proportion to the distribution of intravenous drug 
abusers. . 

• Waiting Lists. Another possible method for allocating funds would 
be to base the formula on a survey of waiting lists for intravenous 
drug treatment. Based on our discussions with county staff, however, 
we believe that surveys of waiting lists do not provide an accurate 
measure of the relative magnitude of the needs of the various 
counties because (1) some programs do not keep waiting lists, (2) 
many programs that do keep them do not update them, and (3) it is 
likely that intravenous drug abusers seeking treatment are on 
waiting lists for multiple programs at anyone time. 

• Surveys of Drug Program .Administrators' Estimates of Unmet 
Need. A third possible method for allocating AIDS-related funds 
would be to base the allocation on a survey of local drug program 
administrators as to their best estimates of the need for additional 
intravenous drug treatment in their communities. In the past, such 
surveys have been conducted by the California Association of Drug 
Program Administrators to determine the additional need for 'drug 
treatment, and the department has used these surveys to support its 
requests for. additional drug treatment funds. The advantage of this 
method would be that it would allocate the funds based on the 
estimates of those closest to, and therefore most familiar with the 
problem. However, there are two potential disadvantages to this 
approach. First, this type of survey is, by nature, subjective. Second, 
such a survey has never been conducted specifically for intravenous 
drug treatment programs, and it may be administratively difficult for 
the department to complete such a survey in sufficient time to 
allocate the funds. .. , 

• Formula Based on· Estimated Needs. Since 1985-86, the department 
has allocated part of its Alcohol, Drug Abuse,· and Mental Health 
block grant funds to counties based upon a formula which estimates 
the extent of a county's intravenous drug abusing population. This 
formula, known as the "Touche/Ross" formula, would result in 
counties. receiving funds based 50 percent upon their total popula
tion, 30 percent upon their population in poverty, 10 percent upon 
their minority population, and 10 percent upon the number of drug 
arrests. This formula was developed in 1983 by the firm of Touche 
Ross and Company under contract with the deI>artment. The 
formula is based on research which showed that the number of 
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intravenous drug abusers in a county is closely related to the size of 

. the population in the county, as well as the size of the miIiority and 
poor populations, and the number of druRarrests in the county. The 
problem with this type 'of formula is that it only estimates counties' 
intravenous drug abuse problems indirectly by assuming a relation
ship between intravenous drug abuse and population, poverty, race 
and drug arrests." 

None of the above allocation formulas is perfect.. Because there are a 
variety of reasonable approaches, we recommend that the department 
weigh each formula's merits and report to the Legislature prior to budget 
hearings on which method it will use to allocate the $5 million in federal 
funds' to counties. . 

Department Should Ensure That Funds Are Spent Effectively 
We recommend that prior to budget hearings, the department advise 

the Legislature how it intends to ensure thatAIDS-related expenditures 
are being· spent effectively and for their intended purpose; 

Because all ofthe possible methods fo~ allocating AIDS-related funds 
can only approximate the relative need for additional treatment, we 
believe it is. important that the department develop methods to ensure 
that county drug programs are able to effectively absorb these additional 
funds for their intended' use~increasing treatmenCOneway to ensure 
that funds are being effectively used to address the need for additional 
treatment in a county is to ensure that funds that are allocated to counties 
are used only for 'treatment and that treatment is provided at a 
reasonable cost. 

At the time this analysis was prepared, ,the department was in the 
process of auditing. counties to determine how they· are spending 
AIDS-related funds in the current year. We recommend that the 
department advise the Legislature of the 'results of its audits. In addition, 
we believe that the department should developproc'edures to ensure that 
counties plan to spend these funds in· the. budget year to increase 
treatment programs at reasonable cost. Therefore, we. recommend that 
the department report to the Legislature prior to budget hearings on 
alternatives for· ensuring that funds for AIDS prevention are spent 
effectively and as they were intended in the budget year. ' 

Lack of Coordination Impedes Effective Planning 
We recommend that the Department of Alcohol and Drug Programs 

and the l)epartment of Health ,Services, Office of AIDS,' advise the 
Legislature how they plan to coordinate the use of their, funds to 
prevent the spread of AIDS among 'intravenous drug abusers. 

In addition to the funds proposed through the DADP for prevention of 
AIDS arnongintravenous drug abusers, the budget also proposes to make 
furids available through the Office of AIDS within the Department of 
Health Services to various contractors for this purpose. The two depart
ments advise us that generally, the Office of AIDS is responsible for 
funding education and prevention programs for intravenous drug'abus
ers, 'while the DADP is responsible for expanding the supply of treat
ment. The Office of AIDS estimates it will allocate approximately. $2.5 
million in the current year and approximately $3.6 million in the budget 
year for educatiortand prevention programs specifically targeted towards 
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intravenous dTllg abusers. Intravenous drug abusers may also be served 
through pilot treatment programs and various anonymous and confiden
tial testing programs. The Office of AIDS does not keep information 
about the extent to which intravenous drug abusers are served by these 
programs. 

Our review indicates that there is currently little coordination between 
the Office of AIDS and the DADP. For example, last year the depart
ments informed the Legislature during budget hearings that they would 
Sign a detailed Memorandum of Understanding in the near future to 
ensure coordination. However, as of January 1988 no such memorandum 
had been finalized. Moreover, the departments do not work together on 
identifying needs or making funding decisions, nor are they informed of 
efforts to coordinate at the colinty level. For example, the Office of AIDS 
could not tell us how the county drug programs (that receive funds from 
DADP) interact with the Office of AIDS' intravenous drug abuser 
education and prevention contractors. 

Because of the urgency of the problem, we believe that the two 
departments should be doing more to ensure that the funds available for 
intravenous drug abusers are being spent as effectively as possible. 
Therefore, we recommend that the Office of AIDS and the DADP report, 
prior to budget hear:ings, on their plan to coordinate the use of funds for 
intravenous drug abusers. Thi~ plan should specify the ~espon~il?ilities of 
each department, how they WIll work together on funding deCISIons, and 
how they can help to maximize the use of their funds at the county level. 

Health and Welfare Agency 

CHILD DEVELOPMENT PROGRAMS ADVISORY COMMITTEE 

Item 4220 from the General 
Fund Budget p. HW 36 

Requested 1988-89 ........................................................................... . 
Estimated 1987-88 ... , ....................................................................... . 
Actual 1986-87 ................... ~: ........... ~ ................................................. . 

Requested increase (excluding amount 
for salary increases) $20,000 (+9.2 percent) 

Total recommended reduction .................................................... . 

GENERAL PROGRAM STATEMENT 

$237,000 
217,000 
213,000 

None 

The Child Development .Prograrils Advisory Committee (1) reviews 
and evaluates the effectiveness of child development programs and the 
need for children's services, and (2) provides policy recommendations to 
the Governor, the Superintendent of Public Instruction, the Legislature, 
and other relevant state agencies concerning child care· and develop
ment. 

The 25-member committee is staffed with an executive secretary, an 
analyst, and clerical support, for a total of 3.3 personnel-years in the 
curre,nt year. 
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ANALYSIS AND RECOMMENDATIONS 
We recommend approval. 
The budget proposes total expenditures of $237,000 from the General 

Fund for the committee's support during 1988-89. This amount is $20,000, 
or 9.2 percent, more than. estimated current-year expenditures. The 
increase is due to . (1) a proposed $10,000 increase in operating expenses 
and equipment and (2) a proposed $10,000 increase in personnel costs. 
The budget also proposes to increase the committee's staffing to 3.5 
personnel-years in 1988-89--,-an increase of 0.2 personnel-years. 

Health and Welfare Agency 

DEPARTMENT OF HEALTH SERVICES 

Item 4260 from the General 
Fund and various funds Budget p. HW 38 

Requested 1988-89 ...................................... , ................................... $8,059,512,000 
Estimated 1987-88 ...................................................................... : .... 7,522,955,000 
Actual 1986-87 ................................................................................. 6,901,433,000 

Requested increase (excluding amount 
for salary increases) $536,557,000 (+7.1 percent) 

Total recommended reduction .................................................. 717,000 
Recommendation pending ............................................. :'............ 6,140,206,000 

1988-89 FUNDING BY ITEM AND SOURCE 
Item-:-Description Fund Amount 
4260-OO1-OO1-Support General $151,838,000 
4260-OO1-014-Support Hazardous Waste Control 9,614,000 
4260-OO1-044-Support Motor Vehicle 330,000 
426O-OO1-129-Support Water Device Certification 37,000 
4260-001-137-Support Vital Records Improvement 4,703,000 

Project 
4260-OO1-203-Support Genetic Disease Testing 23,089,000 
426O-OO1-335-Support Sanitarian Registration 128,000 
4260-OO1-434-Support Air Toxics Inventory and As- 114,000 

sessment 
4260-001-455-Support Hazardous Substance 1,287,000 
4260-OO1-478-Support Mosquitobome Disease Surveil- . 8,000 

lance 
426O-OO1-71O-Support Hazardous Substance Cleanup 2,545,000 
4260-001-890-Support Federal 98,104,000 
4260-OO1-900-Support Local Health Capital Expendi- 160;000 

ture 
4260-005-890-Support Federal 259,506,000 
4260-011-014-Support-toxics Hazardous Waste Control 34,669,000 
4260-011-428-Support-toxics Hazardous Waste Management 2,833,000 

Planning 
426O-011-455-Support-toxics Hazardous Substance 7,585,000 . 
4260-011-71O-Support-toxics Hazardous Substance Cleanup 18,673,000 
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4260-011-890-Support-toxics 
4260-012-710-Support-toxics 
4260-015-01 ~upport-toxics 
4260-02O-45sLsupport~toxics 
4260-021-890--Support-toxics 
4260-101-OO1-Medi-CaUocal assistance 
4260-101-890--Medi-Callocal assistance 
4260-105-OO1-Medi-Cal abortions 
4260-106-001-Medi-Cal. cost-of-living 

adjustments (COLAs) 
4260-106-890--Medi-Cal COLAs 
4260-111-OO1-Public health local assistance 
4260-Ill-036-Public health local assistance 

4260-111-137-Publlc health local assistance 

4260.111-890-Public health local assistance 
4260-116-001"':Public health COLAs 
Health and Safety Code Section 25330.5 

Welfare and Institutions Code Section 16707 
Ch 376/84 
Ch 1247/86 

Ch 1439/85 
Ch 41/87 

Ch"ll77/87 
Ch 1282/87 
Ch 1316/87 

Proposed bond funds 
Prior-year balance available 
Prior-year balance available' 
Reimbursements 
F~y!epayments 

Total 

Federal 
Hazardous Substance Cleanup 
Hazardous Waste Control 
Hazardous Substance 
Federal 
General 
Federal 
General 
General 

Federal 
General 
Special Account for Capital 

Outlay 
Vital Records Improvement' 

Project 
Federal 
General 
Hazardous Site Operations and 

Maintenance ' 
County Health Services 
Superfund Bond Trust 
Water Device Certification 

(General Fund loan) 
Hazardous Substance Cleanup 
Hazardous Waste Management 

Planning 
, General 

General 
AIDS Vaccine Research and 

;Development 
Hazardous Substance Cleanup 
Generru 
Federal 

SUMMARY OF MAJOR ISSUES AND, RECOMMEtoiDATIONS 
Departmenf Support' 

6,125,000 
7,500,000 

400,000 
2,753,000 

21,000,000 
2,938,666,000 
3,070,123,000 

12,858,000 
12,836,000 

12,836,000 
1,172,361,000 

, 4,800,000 

520,000 

23,460,000 
24,287,000 

56,000 

2,450,000 
5,732,000 

63,000 

23,473,000 
150,000 

73,000 
99,000 
83,000 

8,693,000 
1,734,000 
1,734,000 

88,266,000 
1,1S2,000 

$8,059,512,000 

Analysis 
page 

1. Salary Savings. Recommend that during budget hearings, 473 
the dep~rtmentand the Department of Finance report on ' 
the reasons for, and the effects of, the increase in the salary , 
savings tate proposed for 1988~89: ., . 

2. Fee Adjustments. Recommend the Legislature amend the 475 
Budget Bill to correct amounts contained in proposed 
languag~ establishing various departmental fees. (General 
Fund revenue increase-$778,OOO.)' , 

Licensing and Certification . 
3. Licensing and Certification Funding Ratios. Increase Item·' 476 

4260-001-001 by $1,072,000 and Reduce Item 4260-001-890 by 
$1,072,000. Recommend adjustments in funding in order to 
fully fund the General Fund's· share of licensing and ·certifi-. 
cation costs.. . 
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4. Surveyor Overbudgeting. Reduce Item 426()-OO1-001 by 

$764,000 and Item 4260-001-890 by $195,000. Recommend 
that the Legislature delete 20.5 positions and make funding 
adjustments to correct overbudgeting of licensmg and cer-
tification surveyor positions. .. 

5. Interdepartmental Contracts. Reduce Item 4260~OO1-001 by 
$58,000 and Item 4260-001-890 by $35,000. Recommend 

.. reductions to correct technical errors. 
Public Health 
6. Funding Estimates. Recommend that as part of the May 

revision, the administration reconcile inconsistencies in 
county health program funding related to immigration 
reform. 

7. Community-Based Perinatal Services Funds. Recommend 
that the department report prior to budget hearings on a 
plan to better target funding for perinatal services to 
high-risk areas. 

8. Services for Black Women. Recommend that prior to budget 
hearings, the department submit a plan for better serving 
black women through the Community-Based Perinatal Ser
vices program. 

9. Drug Abuse Among Pregnant Women. Recommend that the 
department report prior to budget hearings on what it is 
doing to address the problem of drug abuse among pregnant 
women. 

10. Perinatal Regionalization Program. Recommend that the 
. Legislature adopt Budget Bill language directing the depart

ment to redirect funding for the Perinatal Regionalization . 
program to other programs designed to address the needs of 
high-risk pregnant women. 

11. Medi-Cal Comprehensive Perinatal Services Program. Rec
ommend that prior to budget hearings, the department 
report on its plan to implement the Comprehensive Peri
natal Services program. 

12 .. Federal Maternal and Child Health Bl()ck Grant. Augment 
Item 4260-111-890 by $4 million. Recommend that the 
Legislature augment the Maternal and Child Health (MCH) 
budget by $4 million in federal MCH block grant funds. 

13. Legislative Directive Regarding Fees. Recommend that 
prior to budget hearings, the department provide specified 
information regarding fees for the Neural Tube Defects and 
Newborn Screening programs. 

14. California Children's Services. Recommend that in its May 
revision, the administration reconcile inconsistent estimates 
of the impact of the federal Immigration Reform and 
Control Act on California Children's Services program ex
penditures. 

15. California Children's Services Program Response to Legisla
tive Requests. Recommend that the administration provide, 
prior to budget hearings, (a) a work plan for each of its 
overdue projects and (b) its plan for ensuring compliance 
with future legislative requests. 

479 

480 

489 

491 

492 

495 

495 

497 

499 

500 

501 

502 
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16. Alternative Test Site Caseload. Reduce Item 4260-111-001 by 506 
$1 million and Item 4260-001-001 by $69,000. Recommend 
deletion of funds requested for additional tests at alternative 
test sites because workload projections appear to be too high. 

17. County Testing Programs. Recommend that the department 507 
report prior to budget hearings on reasons for differences in 
county ATS programs, and whether differences are a result 
of problems with access to testing for high-risk populations. 

lB. Budgeting Practices for AIDS Testing. RecoIlUIlend that 50B 
prior to budget hearings, th~ department submit informa-
tion on the budget for AIDS-related laboratory testing. 

19. Homeless Proposal. Recommend that prior to budget hear- 511 
ings, the department submit a plan regarding its pilot 
project for homeless persons with AIDS and AIDS-related 
complex. 

20. Special Studies Funds. Reduce Item. 4260-111-001 by 512 
$125,000. Recommend deletion of funds budgeted for special 
studies because the Office of AIDS has no plans to use the 
funds. 

21. Pediatric AIDS Funds. Recommend that the department 512 
report prior to budget hearings on its plans to spend funds 
budgeted for pediatric AIDS. 

22. San Francisco General Hospital AIDS Research Center. 513 
Withhold recommendation on $4.B million from the Special 
Account for Capital Outlay proposed for the final construc-
tion phase of the center pending 'receipt of· additional 
information regarding. the proposal. 

23. Laboratory Certification Fees. Recommend enactment of 514 
legislation requiring the department to adopt regulations 
that increase fees for hazardous materials laboratory certifi
cation to cover program costs. 

24. Laboratory Space. Withhold recommendation on $3.1 mil- 514 
lion and 32.5 positions requested for expanding the hazard-
ous materials laboratory, pending decisions on where the 
additional positions will be located and when the new space 
will be available. 

25. Site Mitigation Activities. Reduce Item 4260-001-014 by 515 
$577,000 and Increase Item 4260-001-710 by $577,000. Rec
ommend reduction of funds in the Hazardous Waste Control 
Account and corresponding increase in bond funds, in order 
to use the appropriate funding source for site mitigation 
activities. . 

26. Drinking Water Standards. Recommend the department 516 
report prior to budget hearings on the performance arid 
future resource needs of its drinking water standards pro-
gram. . 

27. Shellfish Monitoring. Reduce Item 4260-001-001 by $508,000 517 
and Increase Reimbursements by $508,000. Recommend 
reduction from the General Fund and a corresponding 
increase in reimbursements from the Fish and Game Pres
ervation Fund in order to use the appropriate funding 
source for the shellfish monitoring program. 
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28. Nuclear Response Proposals; Recommend that the 'adminis- 518 

tration submit prior to budget hearings information related 
to the planning and implementation ofthefina.l two-phases 
of the state nuclear respOnse plan. 

29. Cancer Registry Program Expansion. Withhold recommen- 519 
dation on $1.4 million proposed for expansion of the cancer. 
registry progr~ becaus.~ the administration failed to pro-
vide the information necessary to evaluate the proposal in a 
timely manner. 

30. Vaccine Purchase. Recommend that the administr,ation pro- ,520 
vide, prior to budget hearings, an explanation of how it 
proposes to' obtain $333,000 for vaccine purchases from 
Older Americans Act funds. 

Toxic Substances Control 
31. Hazardous Waste Control Account (HWCA). Recommend 523 

that prior to budget hearings, the division report on its plan 
for addressing thecurrentcyear shortfall and potential 
future-year shortfalls: ,-, - --

32. Training Request. Reduce Item 4260-011-014 by $248,000 524 
and Item 4260-011-710 by $152,000. Recommend deletion of 
funds reguestedforemployee training beca:use the need for 
funding has not been substantiated. ' 

33. Technical Support Contract. Withhold recommendation on 524 
$300,000 in contract funds pending receipt of justification for 
the request. _. . 

34. Emergency Response and Chl{mical Information Program. 525 
Reduce Item 4260-011-455 by $178,000. Recommend deletion 
of funds requested for federally mandated program because 
the budget proposes to fund the program with fee revenue 
rather than state funds. 

35. Treatment Standards Program. Reduce Item 4260-011-014 '525 
by $147,000. Recommend a, reduction of 2.5 positions and 
$147,000. requested for evaluation of treatment standards 
because the request is premature. 

36. Federally Funded Positions. Recommend adoption of Bud- 525 
get Bill language prohibiting the division from redirecting 
64.5 federally funded positions to other activities. 

37. Hazardous Waste Planning Program. Reduce Item 4260-· 526 
011-014 by $444,000. Recommend reduction of funds in the -
Hazardous- Waste Planning program to eliminate over-' 
budgeting. 

38. Funding Delayed for Site Mitigation. Recommend that the 527 
division report at budget hearings on how it intends to 
support site characterization and mitigation costs in light of 
the fact that new b.ond funds will not be available before 
November 1988. 

39. Bond Expendiblresfor Site Mitigation. Withholdrecommen- 528 
dation on $21,218,000, requested for site mitigation, pending. 
receipt of overdue reports concerning proposed bond act 
expenditures. . 

40. Responsible-Party Collections Program. Withhold recom"· 529 
mendation on $222,000 and four positions 'requested to 
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reGover costs from responsible parties, pending review of 
specified information concerning implementation of the cost 
recovery program. 

41. Cost Analysis of Site Mitigation Task Orders. Recommend 
the division provide prior to budget hearings (a) its justifi· 
cation for conducting a cost analysis on only 3 percent of site 
mitigation task orders and (b) additional information on the 
proposed cost analysis program. .. . 

42. Underground Tank Program. Withhold recommendation on 
$7.5 million requested, pending receipt of specified informa
tion. 

Medi-Cal 
43. Medi-Cal Estimates. Withhold recommendation on funds 

requested for local assistance, pending review of the May 
revision of expenditure estimates. 

44. Unfunded 1988-89 Medi-Cal Program Costs. Recommend 
that in its May revision of expenditure estimates, the depart
ment (a) incorporate estimates of costs resulting from 
long-term care cost-of-living adjustments (COLAs) and the 
minimum wage increase and (b) document the basis for the 
savings estimate associated with its insurance recoveries 
proposal. 

45. Immigration-Related Proposals. Withhold recommendation 
on funds proposed for immigration-related changes pending 
legislative action on the administration's implementation 
proposal. Further recommend that in the May revision the 
administration address problems identified in its funding 
estimates. 

46. Explanation of Fiscal Intermediary Costs. Recommend that 
the department develop an improved format to explain and 
display fiscal intermediary costs in future Medi-Cal esti
mates. 

47. Data on Fiscal Intermediary Performance. Recommend that 
the Legislature adopt supplemental report language requir
ing the department to report on how the transition to the 
new fiscal intermediary is proceeding. 

48. Managed Care Proposal. Reduce Item 4260-001-001 by 
$1,151,000 and Item 4260-001-890 by $151,000. Recommend 
deletion of $1,302,000 ($1,151,000 General Fund) and 10 
positions for development of an organized health care 
delivery system in San Diego County because the proposal is 
premature. Withhold recommendation on funds for primary 
care case management (PCCM) and modified PCCM pro
posals pending receipt of information. 
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The Department of Health Services has responsibilities in three major 
areas. First, it provides access to'healthcare-for California~s low-income 
population through the Medi-Cal program. Second, the department 
administers a broad range of public health programs, including (1) 
programs that complement and support the 'activities of local health 
agencies controlling environmental ha..zards, preventiilg and controlling 
disease, and providing health services·to populations . that have special 
needs and (2) state-operated programs such as those which license health 
facilities and certain types of technical personnel.' Third, the department 
administers. programs to regulate' and control.the use and disposal of toXic 
substances." , __ { , 

The department has 4,548.9 personnel-years in ~e current year; 

OVERVIEW OF THE BUDGET REQUEST, '. 
The budget proposes expendjturesof$8;1 bMon from~ funds for 

support of Department· of Health S~!vices programs in 1988-89, which is 
an increase of $537 ~on; or 7.1 percent,ab,ove estimated current-year 
expenditures. . . . ' , . . . 

Table 1 shows the proposed budget; by program category, for 1988-89 
and the two previous years. . " ", 
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Tab1Q1' 
Department of Health Services 

Expendit",res and Funding S.ources 
. .... 1986-87 through1$s8-s9 . . .' 

(doliarsil'!t,hqusai'ICJs) . 

Actual 
".;. Change 

Est. Prop. From 1987-88 
Expendituw 
State operations 

Support-excluding toxics ............... . 
Support-toxics .......... , ................ '" 

Subtotals .... ; ...................... ; ... , 
Special projects ............................ . 
Public health local assistance ............. . 
Medi-Callocal.assistance ..• : ............. ' .... . 

. Totals ..... ;, ... : ............ : ....... -c ...... . 

Funding sources 

1986-87 , 1987-88 

$245,633 $296,186 
42,706 123,884 

($288,339) , ($420,070) 
166,764 215,142 

1,133,651 ' 1,186,611 
5,312,679 ' 5,701,132 

$6;901,433 . '$7,522,955 

1988-89 Amount 

$304,569 $8,383 
139,642 15,758, 

($444,211) .($24,141) 
264,206 ,'·49,064 

1,229,036 .'42,425 . 
6,122,059·. 420,927 

$8,059,512 $536,557 

General Fund . . :............................. $3,812,523$4,120,976 $4,314, 758 $193, 782 
Federal funds ............................... . 2,979,3143,199,114 3,492,888 293,774 
Hazardous Substance Cleanup. . . . . . . . . . . . . 8,922 54,993 60,884 5,891 
Hazardous Substance Cleanup (prior-year 

adjustment) ............. ; . . . . . . . . . . . . . . - 23,934 .. ' 
Hazardous Substance Account............. 17,495. 14,816 16,62.5., 
Ha~aTdous Waste Control ACcount ..... . ,., 27,083, 34,160 44,683 
Genetic Disease Testing Fund .... ...... , ... , 20,235 ' 22,943 ' 23,089 
County Health Services ... : ,:.; ............. ; ," 2,450 2,450 . 2,450 

1,809 
10,523 ',.' 146 ' 

Percent 

'. 2:8% 
, .12.7 

(5.7%) 
22.8 
3.6 
7.4 
7.1% 

4.7% 
',f}.2, 

10.7 

12.2 
30.8 
0.6 

LocalHealth CapitalExpenditureAccoun~ 15 146 160 14 9.6 
Reimbursements .............. ;;" ..... ;,.: .. '49,173 51,714 88,266 '36,552' 70.7, 
Otherfunds ........................... :.!... 8;157 21,643 15,709',-5,934" ~27.4 

. The l~rgest budget 6hlmge proposed for!9~8-89 isanincre'~se·of$284.1 
million ($143.2 million General Fund) for Medi-Cal caselbad' and cost 
adjustments. 

ANALYSIS AND RECOM~,E,NPATIONS , " 
1. DEPARTMENT SUPPORT 

The budget proposes expenditures for department support-excluding 
toxics""':of $304.6 million (all funds) in 1988-89. These expenditures. 
accountfor 3.8 percent of the department's budget. The ToxiCSub~tari¢es 
Control Division has its own budget item, and support for that,divisionis 
discussed separately~ (Please see Section 4.) . ""'.". .: 

The department proposes 3,988.2 persoImel-years in tJ:a.e budget year 
(excluding those assigned to toxics and special projects), an increase of 
193Apersonnel-years above the number authorized for the ,current year. 
Table 2 shows the expenditures and personnel-years pro'posedfor depart
ment support by major program category." 

., ;:~ - . 

16-77312 
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Department of Health Services Support-Excluding Toxics 
Expenditures and Personnel-Years-AII Funds 

1986-87 through 1988-89 
(dollars in thousands) 

Change 
Actual Est. Prop. From 1987-88 

Program 1986-87 1987-88 1988-89 Amount Percent 
Expenditures 

Public health ............................. $104,094 $135,394 $127,010 -$8,384 -6.2% 
Medical assistance ........................ 59,332 63,380 69,131 5,751 9.1 
Licensing and certification .............. 19,169 22,423 31,370 8,947 39.9 
Audits and investigations ................ 17,180 18,823 19,819 996 5.3 
Administration and Director's office .... 45,858 58,502 60,227 1,725 2.9 

Subtotals ................................ ($245,633) ($298,522) ($307,557) ($9,035) (3.0%) 
Distributed departmental services (tox-

ics) ..................................... -2,336 -2,988 -652 27.9 
Totals ..................... : ............. $245,633 $296,186 $304,569 $8,383 2.8% 

Personnel-years 
Public health ........................ : .... 1,269.6 1,380.1 1,456.4 76.3 5.5% 
Medical assistance ........................ 945.8 1,013.5 1,032.7 19.2 1.9 
Licensing and certification .............. 227.6 289.5 385.2 95.7 33.1 
Audits and investigations . '.' ............. 352.9 359.0 361.7 2.7 0.8 
Administration and Director's office .... 728.1 752.7 752.2 --:0.5 -0.1 

Totals ................................... 3,524.0 3,794.8 3,988.2 193.4 5J% 

Table 3 identifies the main components of the changes proposed in the 
department's support budget for 1988-89, excluding toxics and special 
projects. The request for 1988-89 is $8.4 million, or 2.8 percent, above 
estimated 1987-88 expenditures. 

Table 3 
Department of Health Services Support 

Proposed 1988-89 Budget Changes 
(dollars in thousands) 

198,7-88 expenditures (Budget Act) .............................. . 
Adjustments, 1987-88 

1. Toxics transfer ................. ; ............................. . 
2. Chaptered legislation ....................................... . 
3. Other adjustments ......................................... .. 

a. Retirement reduction .................................. .. 
b. AIDS (Section 15, 1987 Budget ACt) ................... .. 
c. Proposition 65 (Section 23, 1987 Budget Act) ........... . 
d. Allocation for employee compensation .... , ............ . 
e. Prior-year balance available, 1986 Budget Act ......... . 
f. lrici:eased federal fund authority for Licensing and 

Certification ............................................. . 
g. Miscellaneous budget revisions .......................... . 
h. Distributed departmental services (toxics) ............. . 

1987-88 expenditures (revised) .................................. . 
1. Baseline adjustments ...................................... .. 

a. Back out chaptered legislation ........................ .. 
b. Back out prior-year balance ........................... .. 

General 
Fund 

$132,146 

10,736 

-252 
400 

2,027 
1,880 
1,360 

($148,297) 

-10,736 
-1,360 

All 
Fund8 
$270,898 

-866 
15,989 

-411 
400 

4,801' 
3,310 
1,741 

2,295 
365 

-2,336 
($296,186) 

-15,989 
-1,741 
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c. Back out 1987-88 budget revisions ....... , .............. . 
d. Expir~tion of limited-term positions .................... . 
e. F~-y~ar effect of 1987-88 costs ........................ . 
f. Pnce Increase ........................................... . 
g. One-time adjustments .................................. . 
h: AIDS yaccine research and development. ...... : ...... . 
i. Small water systems ................................ '," .... . 
j. Health care options ..................... : ................ . 
k. Marketing mailers .... : .................................. . 
1. Partial-year adjustment ................................. . 
m. Pro-rata adjustment ....•... : ............................. . 
n. Parent locator services .................................. . 
o. Income Eligibility Verification System ................. . 
p. Adjust distributed services (toxics) ..................... . 

2. Miscellaneous adjustments ............ , ....... : ............ . 
'a. Allocation foreIiJ.ployee compensation .. ; .............. . 
b. Salary savings adjustment. .............................. . 
c. . Federal funds to match 1 percent General Fund reduc-

tion ................ : ................ ; .... : ................ . 
d. Overhead/equipment fund shift ....................... . 

3. Budget change proposals (including chaptered legislation) 
a. Public health ................................ ; ........... . 
b. Medical assistance ....................................... . 
c. Licensing and certification ...... ; .............. ; ........ . 
d. Audits and investigations ........ ; .. ; ................... . 
e. Administration and Director's office ....•............... 

1988-89 expenditures' (proposed) ................................ . 
Change from 1987-88 expenditures (revised) 

Amount ......................................................... . 
Percent ......................................................... . 

Positions Will Have to be Kept Vacant 

-5f?8, 
545 

1,312 
-1,178 

-1,472 " 
-214 

-67 

1,570 
1,000 

-143 

6,779 
2,919 
4,922 
-26 
420 

$152,010 

$3,713 
2.5% 

-365 
-1,659 

1,159 
2,392 

-1,569 
-2,999 
-1,472 

-428 
75 

-160 
93 
lO 
47 

-652 

2,804 
2,160 

-686 
. 318 

13,202 
5,556 
7,504 

22 
761 

$304,569 

$8,383 
2.8% 

We recommend that during budget hearings, the department afl,d the 
Department of Finance report on the reasons for, and the effects of, the 
department's 1988-89 salary savings proposal. 

The budget proposes $2.2 million ($lmillion Genenil Fund) to reduce 
the department's salary savings rate,The department's salary savings rate 
is 9.6 percent in the current year. Without any adjustments, the depart
ment reports that its salary savings rate would rise to 1L4 percent in 
1988-89 asa result of (1) the administration's failure to fund merit salary 
adjustments and (2) hiring new positions above the minimum step, 
particularly in scientific and technical classifications. The, funding in
cI'easeproposed in the budget allows the department to operate at alO.3 
percent salary savings rate. 

The term "salary savings" refers to personal services costs for autho
rized positions that are not incurred. "Natural" salary savings can arise for 
two 'reasons. First, the cost of salaries and benefits may be "saved" 
because: authorized positions are vacant, due to unintended delays in 
filling vacated or new positions and delays in implementing new 
programs. Second, salary savings may result when positions are filled with 
personnel who are paid lower salaries than their predecessors received. 
Salary savings can also be forced. This occurs when an agency must hold 
authorized positions vacant in order to achieve a budgetary, target. 

Requirements are Artificially High. Our analysis indicates that the 
department's current salary savings requirements are artificially high and 
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that the savings have to be forced. To meet the current year's 9.6 percent 
salary savings rate, in fact, the department reports that it has been 
required to delay filling vacant and new positions. Among the positions 
not filled during the first half of 1987-88 are new positions budgeted for 
the Office of AIDS, implementation of Proposition 65, and Licensing and 
Certification Division inspections of long-term health care facilities. In 
addition to these areas, the department indicates that it has also been 
required to keep positions vacant in other. parts of the department, 
resulting in backlogs and the reduction of auditing and other oversight 
activities. 

Additional evidence that the department's salary savings are forced 
comes from looking at salary savings rates of other departments. Table 4 
shows that other departments of state government have salary savings 
rates varying from 4.1 to 8.5 percent, which are well -below the 10.3 
percent that is proposed for the Department of Health Services in 
1988-89. 

Department 

Table 4 
Department of Health Services 
Salary Savings Rates Budgeted 

For Various Departments 
1911U9 

Finance ................................................................................ . 
Employment Development .......................................................... . 
Education .............................................................................. . 
Rehabilitation ......................................................................... . 
Justice ................................................................................. . 
Mental Health ......................................................................... . 
Social Services ......... : .............................................................. . 
General Services .............. : ....................................................... . 

Salary Savings Rate 
4.1% 
4.5 
5.1 
6.0 
6.1 
7.1 
7.2 
8.5 

The Department's Budget-Year Strategy. Table 5 shows how the 
department plans to distribute salary savings among its major programs 
to achieve its salary savings goal. As Table 5 indicates, the salary savings 
rate· is expected to increase in 9 of 15 program categories in 1988-89. 
Increases are especially large in the Medi-Cal policy, family health, and 
laboratories divisions. '. . 

Comments. The purpose of the salary savings adjustment is to avoid 
overbudgeting, not to artificially reduce expenditures and personnel-year 
counts. Consequently, we believe the salary savings amount should be 
based on the best available estimate of natural salary savings. . 

We have no basis for determining what the natural salary savings rate 
is for the department. This rate will tend to vary over time as personnel 
system requirements change, as the department requires more staff with 
particular technical expertise, as private-sector jobs become easier or 
more difficultto obtain, as state salaries become more or less competitive. 
The department's natural salary savings rate, however, appears to be 
lower than the current and proposed salary savings requirements. 

The department's salary savings requirements have resulted in delays 
in implementing Proposition 65 and new programs in the Office of AIDS 
during the current year. It has also resulted in delays in filling positions 
that perform licensing and certification reviews of health facilities. It is 
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Table 5 
Department of Health Services 
Estimated Salary Savings Rate 

By.Division 
1987-88 and 1988-89 

Program 
Administration .................................................... . 
Director's Office .................................................. . 
Medi-Cal Reprocurement project ................................ . 
Office of AIDS ................................................... .. 
Family health ..................................................... . 
Office of Health Systems Financing ............................ .. 
Licensing and certification ....................................... . 
Enviromnental health ............................................ . 
Rural and community health .................................... . 
Fiscal intermediary management ................................ . 
Medi-Cal policy ................................................... . 
Medi-Cal operations .............................................. . 
Audits and investigations ......................................... . 
Laboratories ...................................................... . 
Preventive medical services ..................................... . 

Totals ................... ; ..................................... . 

Est. 
1987-88 

2.1% 
14.1 
29.0 
16.2 
6.5 
8.5 

10.4 
9.1 

10.2 
13.8 
6.5 

ILl 
13.3 
10.3 
11.0 

9.6% 

Prop. 
1988-89 

4.0% 
4.9 
6.3 
9.1 
9.4 
9.9 

10.1 
10.8 
11.2 
11.8 
12.0 
12.2 
12.3 
12.4 
12.6 
10.3% 

likely that the salary savings rate proposed for 1988-89 will have similar or 
greater effects. A 1 percent reduction inthe department's salary savings 
rate would require an augmentation of $1.5 million ($750,000 General 
Fund). 

Due to the likely adverse impact the salary savings rate proposal will 
have on the ability of the department to operate its programs, we 
recommend that the Departments of Health Services and Finance 
explain during budget hearings (1) the reasons for increasing the 
department's salary savings rate in 1988-89, (2) how the DHS proposes to 
implement the plan without adversely affecting new programs such as 
Proposition 65 and AIDS, and high-priority program expansion such as in 
licensing and certification, (3) the specific reasons why the administra
tion has selected certain programs for larger salary savings, and (4) the 
effect on the various programs of requiring them to meet such high salary 
savings levels. 

Fee Adjustments Should Reflect Budget Proposal 
We recommend that the Legislature amend the Budget Bill to correct 

amounts contained in proposed language establishing various depart
mental fees. (General Fund revenue increase of $778,000.) 

Under current law, annual licensing fees for hospitals and long-term 
care facilities and fee adjustments for other types of health fa,cilities 
licenses, laboratory licenses, and various public health programs are set in 
the Budget Act based on formulas specified in statute. The 1988 Budget 
Bill includes language for this purpose. 

Our analysis indicates that the fees and fee adjustments proposed in the 
Budget Bill are incorrect because they are based on the budget for the 
current year. We calculated the fees and fee adjustments based on the 
1988-89 budget, as required by statute. Table 6 displays the proposed 
fees/fee adjustments and our recommendations. 
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Department of Health Services 
Fees and Fee Adjustments 

Item 4260 

1988 Budget Bill and Analyst's Recommendations 

Fee 
Hospitals ............................................ . 
Long-term care facilities .........................•.. 
Various health facilities (Health and Safety Code 

Section 115 (a)) ................................ . 

Biomedical laboratory (Health and Safety Code 
Section 116 (a) ) ............................... .. 

Public health (Health and Safety Code Sections 
113(a) and 114 (a) ) ............................ . 

1988 
Budget Bill 

$16.99 
$79.01 

31.9% 

5.9% 
4.3% plus 0.56% for 
each 1 % increase in 
salaries and wages 

a Chapter 561, Statutes of 1987, revised the effective date for these fees. 

Analyst's 
Recommendation 

$18.55 
$83.64' 

45.6% 
(effective 7/1/88 0) 

5.0% 
1.9% plus 0.51 % for 
each' 1 %. increase in: 
'salaries and wages .' 

We ~ecommend that the Legislature amend the Budget Bill to reflect 
these revised amounts. We will advise the Legislature if any additional 
changes are needed as a result of legislative actions on the budget. 

The effect of this recommendation is to increase General Fund 
revenue by at least $718,000 in 1988-89. 

2. LICENSING AND CERTIFiCATION 
The Licensing and Certification program develops, implements, and 

enforces state standards to promote quality health care in over 5,000 
hospitals, clinics, long-term care facilities, home health agencies, and, 
adult day health centers. In' addition, the program performs certification 
reviews for the federal governme~t at facilities that seek to qualify for 
Title XVIII (Medicare) or Title: XIX (Medi-Cal) funding. Program 
activities related to Medicare . certifications are 100 percent federally 
funded. Activities related to Medi-Cal certifications are'approximately67 
percent federally funded. Activities related solely to licensing are funded 
100 percent from the General Fund. Health facility licensing fees a.re 
assessed to reimburse the General Fund costs of the division. . 

The budget proposes expenditures of $34.8 million ($18.5' million 
General Fund) for support of the Licensing and Certification program., 
(including administrative overhead) in 1988-89. This" is an increase of $8.6: 
million, or 34 percent, above estimate& current-year expenditures. 

The division has 289.5 personnel-years in the current year. The budget 
proposes an increase of 95.7 personnel-years, or 33 percent, in the budget' 
year. 

Funding Ratios Incorrect 
We recommend an increase of $1,072,000 from the General Fund and 

a reduction of $1,072,000 in federal funds to fullyJund the General 
Fund's share of this program's costs. (Increase Item 4?60,:,001-001and' 
reduce Item 4260-001-890.) . . . 

Our analysis indicates that the level of General Fund support proposed 
for the Licensing and Certification Division is substantially below what is. 
needed to operate the program. To correctly fund .the division's budget 
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requires an increase of $1,072,000 from the General Fund with a 
corresponding reduction in federal funds. 

Current-Year Funding Problems. In our review of the proposed 
budget for 1987-88, we identified problems in funding of the Licensing 
and Certification Division .. Specifically, recent data on claiming for 
federal funds indicated that the proportion of the division's costs that was 
being charged to the federal government was lower than anticipated.in 
the budget. To avoid program reductions that would result from funding 
imbalances, the. Legislature augmented General Fund support of the 
division and reduced federal support. As a result of the Legislature's 
actions, .the budget as signed included $3.1 million more from the General 
Fund than was originally proposed and assumed that the funding ratios 
for the division would be 58 percent General Fund and 42 percent federal 
funds. 

However, in connection with approving additional funds for licensing 
and certification, the Governor imposed an unallocated General Fund 
reduction of $2.3 million on the department as a whole. The department 
then allocated this department-wide reduction entirely to the Licensing 
and Certification Division. (To keep the division's total budget the same 
as originally planned, the department plans to request a $2.3 million 
increase in the division's federal spending authority during the current 
year through the Section 28 process.) Consistent with these changes, the 
budget reflects funding ratios of 49 percent General Fund and 51 percent 
federal funds in the current year. 

The department indicates that it allocated the General Fund reduction 
entirely to the division because the division planned to make changes in 
its claiming for federal funds that· would reduce its need for General 
Fund support. Based on our review of claimmg reports, however, the 
actual increase in the division's claiming for federal funds has not been 
substantial enough to make up the. entire $2.3 million General Fund 
reduction; Specifically, our analysis indicates that the division is currently 
claiming federal funds for 48 percent of its program costs. The depart
ment was not able to identify any additional measures that would 
increase the claiming for federal funds above this level. 

Consequently, if the division's overall expenditures were to remain at 
the estimated levels, the division would have a General Fund shortfall·of 
approximately $1.1 million in the current year: The department indicates, 
however, that the division's overall expenditures will be lower than 
estimated because delays in filling new positions, coupled with vacanCies 
in existing positions, have resulted in the division achieving salary savings 
above the budgeted level. If the division's current rates of expenditures 
and federal claiming continue, the· General Fund shortfall in the current 
year is likely to be only $500,000. . . 

Budget Year. The baseline budget for 1988-89 is based on continuing 
the funding ratios assumed in the current year. (New proposals are 
funded differently depending on the proposal.) Based on. current claim
ing patterns, these funding ratios do not reflect the actual General Fund 
requirements for operating the program. We estimate that the General 
Fund amount needed for operating thisprogramis $1,072,000 higher than 
provided in the budget. 

Again, the department has not been able to identify any additional 
measures that would increase the claiming for federal funds enough to 
avoid this General Fund shortfall. 
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DEPARTMENT OF HEALTH SERVICES-Continued 
We recommend providing the correct funding level for this program 

based,on twomajor considerations. First, failure to fully fund the General 
Fund share of the costs of this program could require the department to 
(1-) reduce existing licensing and certification activities, (2) delay filling 
new positions requested, in the budget year for' the division, (3) reduce 
other department activities to free-up General Fund monies for licensing 
and certification, or (4) incur a General Fund deficiency. 

Second, failure; to full~ fund the General Fund share of t~e costs of this 
program could Jeopardize General Fund fee revenues m subsequent 
years. This is because health facilities' are assessed a licensing fee that is 
intended to recoup" the General Fund costs of the program, and 
calculation of the fee levels is based on the midyear projections -of 
General Fund costs for the program. To the extent that the General Fund 
costs are underestimated' at midyear based on an inaccurate budget; the 
license fees will not be sufficient to recoup the actual General Fund costs 
of the program. - . 
, Therefore, consistent with the Legislature's action last year' to fully 
fund the General Fund's share of this program's cost, we recommend an 
increase of $1,072,000 from the General Fund and a decrease of the same 
amount in federal funds. 

Department E,n,Qrcement of "Patient Dumping" Legislation 
We recommend approval. 
The budget proposes $1.7 million ($782,000 General Fund) and 22 

positions to implement legislation rega,rding inappropriate trl;Ulsfers of 
emergency ,room patients~ or "pati~nt dumping" (Ch,1240/87 and Ch 
1225/87). "Patient dumping" occurs when a hospital emergency roqm 
refuses to treat a patient be calIse of the patient's inability to pay for 
services and transfers ,the patient to another hospital, for treat:ment., If a 
patient is not stabilized prior to transfer, his or her condition can be 
seriously threatened. " 

Among other things, this legislation (1) specifies the,c()Ilditions under 
which hospitals may transfer emergency roo~ patients, (2) requires 
hospitalpersorinel to notify the department: if they believe that an 
inappropriate transfer has been made, and (3) requires hospitals to post 
a sign ill emergency rooms advising patients of their rights and recom
mending they notify the department if, they believe their rights have 
been violated. ' ,'" ' 

The 22 positions would investigate the complaints that will result either 
from notifications by hospital' personnel or from the signs in the 
emergency rooms. The proposal is based on the following assumptions 
regarding workload: " 

• One out of every 10,000 emergency -room visits will result in a 
complaint that- an inappropriate patient transfer occurred. This 
would result in 710 additional complaints a, year. '" 

~Patient transfer complaints will take twice as long for the depart
ment, to investigate as other complaints because there will always be 
at least two hospitals involved . 

• Patient transfer complaints will have to be investigated by doctors, 
rather, than by nurses, bec.ause the relevant issues will be related to 
determining appropriate medical judgment. 
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• The federal Office of the Inspector General (OIG), which is 
responsible for enforcement of similar federal legislation, will pro
vide fE)deral funds at the same level as the federal Health Care 
FinanGing Administration currently provides for hospital complaints. 

• Posting of signs in emergency r()oms will not result in a significant 
number of complaints that are unrelated to patient transfers. 

The actual costs associated with this legislation may be significantly 
different than anticipated by the department. For example, this legisla
tion anI:! early enforcement efforts may provide a sufficient deterrent to 
hospitals that the number of patient dumping complaints would be much 
sm~ner than assumed. On the other hand, patient dumping complaints 
may be so. complex that the department's estimate understates the 
amount of t~e required for inves~igation .. 1t will be impossible to validat.e 
the proposal sworkload assumptions until the enforcement program IS 
implemented. . 

. While the department's, assumptions cannot be validated yet, they 
seem to be a reasonable place to start. Furthermore, the department is 
currently in the second year of a three-year staffing increase resulting 
from a recently completed workload study. If the department has 
overestimated the need for surveyors to enforce this legislation, the 
surveyors can. be used to. meet other workload needs. During the third 
year of the staffing increase, the department should have some experi
ence with enforcement of this legislation so that appropriate adjustments 
can be. made at that time .... 

Because the department's assumptions seem reasonable, we recom
mend approval. 

Surveyors Overbudgeted . 

We recommend that the Legi$lature delete $959,000 ($764,000 General 
Fund) and 20.5 positions t() correct overbudge#ng for licensing and 
certification surveyor positions. (Reduce It(ml 4260-001-001 by $764,000 
and Item4260-001-890 by $195,000.)· . . 

f _ ,. , • 

The budget proposes $4,011,000 ($2,351,000 General Fund) and 71 
positions. to implement the second phase of a three~year .program to 
increase the division's staff in line with a workload study completed in 
March 19~7. The department's proposed staffing increases are consistent 
with its wQrkloadstudy~ Accordingly, we recommend approval. 

We identified two technical problems with the department's proposal, 
however; First,. the department. has included 20.5 positions of the 71 
positions in its budget twice. These 20.5 positions are existing· limited
term positions that expire at the end of the current year. The budget 
proposes to add the 20,5 positions and associated funds on a permanent' 
basis. However, a technical error was made in the adjustments for 
exp~ring limited-term positions, .. and the positions and funding were 
never deleted. Consequently, the positions are double-funded. . 

Second, the funding ratio for the proposal is incorrect. The proposal is 
funded with 29 percent federal· funds. The division is currently receiving 
federal funds for 48 percent of its costs for surveys. Consequently, the 
General Fund a,mount is too high and the federal funds amount is too low. 

To correct the double-funding and to make funding ratios consistent 
with current claiming for federal funds, we recommend a reduction of 
$959,000 ($764,000 General Fund). 
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DEPARTMENT OF HEALTH SERVICE$-Continued 
Interdepartmental. Contracts Overbudgeted . 

We recommend a reduction of $93,000 ($58,()()(j General Fund) to 
correct technical errors in budgeting interdepartmental c()rttracts. 
(Reduce Item 4260-001-001 by $58,000 and Item 4260-001-890 by $35,000.) 

We idelltified two problems with budgeting for interdepartmental 
contracts. 

Attorney General. The budget proposes an increase of $1.3 million 
(General Fund) to the department's contract with the Attorney General 
for legal services relating to citations issued to health facilities. Part of this 
increase is to provide additional attorney and paralegal time for back
logged cases. The Attorney General's Office has conducted a time study 
and developed a workload standard for handling citations referred by the 
department. However, the increase reguested to handle backlogged 
cases does not correspond to the standard. In order to reflect the correct 
application of the workload standard, we recommend that the Legisla
ture reduce the department's budget by $46,000 (General Fund). 

State Fire Marshal. The budget proposes an increase of $118,000 
($28,000 General Fund) to the department's contract with the State Fire 
Marshal (SFM) for life and safety inspections of health facilities. Howev
er, the SFM's budget proposed an increase in reimbursements from the 
DHS of only $71,000. Because neither the SFM nor the department has 
justified the higher level of reimbursement, we recommend that the 
Legislature reduce the department's contract item by $47,000($12,000 
General Fund). 

3. PUBLIC HEALTH 
The Public Health program provides state support for California's 

preventive health programs. To administer these programs, the depart-
menthas established six units with the following responsibilities: . 

1. The Rural and Community Health Division (a) distributes funds 
appr6priated by AB 8 (Ch 282/79) to local health agencies, (b) distributes 
funds to counties for care of medically indigent persons, (c) administers 
the Rural Health, Primary Care, Indian Health, and Farmworker Health 
programs, and (d) administers subvention programs and provides tech
nical assistance in funding matters to local health departments. 

2. The Family Health Services Division addresses the special needs of 
women and children through the Family Planning, Genetically Handi
capped Persons', Maternal and Child Health (MCH), California Chil
dren's Services, Genetic Disease, and Child Health and Disability Pre
vention programs. 

3. The Office of AIDS is responsible for providing, contracting for, and 
coordinating services related to the AIDS epidemic. These services 
include information and education programs, pilot projects related to the 
efficiency and effectiveness of treatment, and surveillance of the epidem~ 
ic. 

4. The Preventive Medical Services Division is responsible for (a) 
preventing and controlling infectious and chronic disease, (b) conduct
ing epidemiological studies, including examinIng the health effects of 
toxics in the environment and the workplace, and (c) identifyingunmet 
public health needs. . 

5. The Laboratory Services Division maintains two state laboratories 
that provide assistance to state programs which require specialized 
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laboratory services. In addition, the division regulates other public and 
private biomedical laboratories to ensure the provision of high-quality 
servi'ces within the state. , " 
, 6. The Environmentai Health Division operates programs to protect 
public health by controlling food" drugs; water supplies, vectors, noise, 
and unnecessary exposure to ionizing radiation. 

In addition, public health services staff administer a number of special 
projects. These projects, which are shown separately in the budget, are 
studies or demonstration projects that are 100 percent funded by the 
federal government, other state agencies, or other organizations. 

Budget Proposal 
Department Support. The budget proposes $140.3 million for depart

ment support attributable to public health programs in 1988-89. (This 
amount excludes funding for special projects.) The requested amount is 
$8 million, or 5.4 percent, less than estimated current-year expenditures 
for departmentsilpport. Table 7 displays staffing and operating support 
for each public -health program in the current and budget years.. ' 

Table 7 
Department of Health Services 

Public Health Support 
Budget Summary-:-AII, Funds 

1986-87 through 1988-89 
(dollars in thousands) 

Person1/8l-Years Expenditures 
Percent Percent 
Change Change 

Actual Est Prop. From Actual' Est Prop. From 
Program 1986-87 1987-88 1988-89 1987-88 1986-87 1987-88 1988-89 1987-88 
Rural and community health...... 201.5 206.8 204:3 -1.2% $12,560 $17,798 $17,832 0.2% 
Family health services..... .. ..... 210.6 211.3 206.1 -2.5 21,868 23,154 221m -1.2 
AIDS.... .. ........ ..... .. ....... 36.9 ' 67.5 95.9 42.1 4,379 17,911 5,625 -68.6 
Preventive medical services.... .. . 174.9 201.6 213.7 6.0 22,446 27,983 3i,685 13.2 
Environmental health. . . . . . . . . . . . . 268.7 312.1 319.9 2.5 20,351 26,189 22,930 -12.4 
Laboratory services .. .. . .. .. .. .. .. 377.0 380.8 416.5 ~ 33,999 35,241 39,307 r 11.5 

~ubtotals ..................... (1,269.6) (1,380.1) (1,456.4) - (5.5%) ($115,603) ($148,276) ($140,266) (-;5.4%) 
Special projects....... .......... .. 238.1 401.2 493.5 23.0, 162,856 215,142264,206 22.8 

Totals.... .. ... ....... ..... ... 1,507.7 1,781.3 1,949.9 9.5% $278,459 $363,418 $404,472 11.3% 
.' .•. ~ .' 

The major increases proposed in the support budget would be used to: 
• Implement and expand support for research, education, treatment, 

and testing programs within the Office of AIDS ($1.7 million General 
Fund) . 

•. Expand implementation of the statewide cancer reporting system as 
required by Ch 841/85 ($1.5 million General Fund). ' ,', 

• Expand the Birth Defects Monitoring program as required by Ch 
1197 /87 ($1.4 million General Fund).' ". _ 

• . Increase laboratory support for the, Toxic Substances Control Divi
sion ($3 million Hazardous Waste Control Account). 

• Increase epidemiological and risk assessment support for the Toxic 
Substances Control Division ($2 million Hazardous Waste Control 
Account). 

The major reductions in department support reflect: 
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D.EPARTMENT OF HEALTH SERVICES-Continued 
• Elimination of funds available in the current year as a result of 

chaptered legislation ($15.6 million all funds). For the most part, 
these funds are AIDS-related, including funds for anonymous testing 
(Ch 23/85) and AIDS vaccine research and clinical trials ( Ch 1462/86 
and Ch 1463/86). 

• Elimination of a one-time appropriation for water quality testing of 
. small domestic water systems ($1;5 million General Fund). . 

Table 8 details the budget changes proposed for each public health 
program in 1988-89. 

Table 8 
Department of Health Services 

Public Health Support 
Proposed 1988-89 Budget Changes 
. (dollars in thousands) 

1987-88 expenditures (Budget Act) ..................... . 
Adjustments, 1987-88: 

Family health 
Early intervention ................................. .. 
One-time federal funds for malpractice insurance 

in clinics .......................................... . 
Office of AIDS 

Section 15.00, AIDS ................................ .. 
Review and approval of drugs for AIDS ........... . 

· Reappropriation, San Francisco General Hospital .. 
Preventive medical services 

Section 23.00, Proposition 65 ....................... . 
Environmental health 

Section· 23.00, Proposition 65 ....................... . 
Review and approval of drugs for AIDS ........... . 
Nuclear emergency response ...................... . 
Low-level radioactive waste ....................... .. 

Laboratories 
Section 23.00, Proposition 65 ....................... . 
Reappropriation related to facility lease ........... . 

Chaptered legislation ................................. . 
Administrative adjustments .......................... .. 

1987-88 expenditures (revised) ......................... . 
Adjustments, 1988-89: 

Family health 
Newborn screening program enhancement ....... . 
Early interveI),tion .................................. . 
Delete one-time federal funds for malpractice in-

surance ........................................... . 
Infant death causes ................................. . 

Office of AIDS 
AIDS equipment augmentation .................... . 
AIDS vaccine research and development ......... . 
Conversion of limited-term to permanent positions. 
AIDS Medi-Cal waiver ............................. . 
Special studies (AIDS) ............................ .. 
Anonymous testing .................................. . 
Confidential testing ................................ .. 
Education and prevention ......................... . 
AIDS cost of care study ............................ . 
Delete reappropriation ............................. . 

Positi01l8 
1,489.2 

1.0 

7.0 

18.0 

13.5 
4.0 
2.5 

8.5 

3.0 
(1,546.7) 

1.0 

3.0 
8.0 

10.0 
1.0 
1.0 
6.0 

General 
·Pund 
$80,775 

400 

1,360 

1,136 

554 

144 

10,192 
945 

($95,506) 

-100 

-70 

489 
291 
575 
69 
69 

323 
-200 

-1,360 

All Funds 
$126,458 

26 

306 

400 
-500 
1,360 

1,328 

554 
417 
102 
75 

543 
381 

15,587 

~ 
($148,276) 

36 

-306 
-100 

-70 
-2,999 

489 
605 
575 
69 
69 

323 
-200 

-1,360 
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Preventive medical services 
Statewide cancer reporting system ................ . 
Influenza and pneumococcal vaccine .............. . 
Birth defects monitoring .......................... .. 
Air toxic hot spots ............................. ' .... . 
Epidemiological/risk assessment support of toxics . 
Pneumococcal vaccine pilot program ......... , .... . 

Environmental health 
Low-level radioactive waste ........................ . 
Shellfish monitoring ................................ . 
Radiation materials and machine control. ......... . 
Nuclear emergency response ...................... . 
Imported processed food survey .................. .. 
Review and approval of drugs for AIDS ........... . 

. Small water systems ................................ . 
Toxic art supplies ................................... . 

Laboratories 
Shellfish monitoring ................................ . 
Contaminant survey imported processed food .... . 
AIDS special laboratory studies .................... . 
Lab services for State Water Resources Control 

Board ............................................ .. 
Lab services for Toxic Substances Control Division. 
Analytical services one-time equipment ........... . 
Indoor air asbestos ................................. .. 
Delete reappropriation ............................. . 

Miscellaneous adjustments ............................ . 
Back out chaptered legislation ...................... .. 
Administrative adjustments .......................... ; . 

1988-89 expenditures' (proposed) ....................... . 
Change from 1987-88 (revised) 

Amount ............................................... .. 
Percent. ........... ; ................................... . 
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2.0 
16.5 

4.0 
3.0 
7.0 

4.0 

2.0 
5.5 
7.0 

4.0 
32.5 

0.5 

-7.5 
1,657.2 

110.5 
7.1% 

1,448 

1,353 

-152 

237 
281 

160 
420 

-1,472 
-2 

lOB 
337 
598 

-400 

-59 
-10,192 

1,503 

$89,760 

-$5,746 
,.-6.0% 

1,448 
333 

1,353 
109 

1,949 
-152 

165 
237 
281 
97 

160 
85 

-1,472 
-2 

lOB 
337 
598 

167 
2,971 
-SO 

-400 
-381 
-187 

-15,587 
2,720 

$140,264 

-$8,012 
-5:4% 

Local Assistance. The budget proposes $1.2 billion (all funds) in local 
assistance for public health services in 1988-89. This represents an 
increase of $42.4 million, or 3.6 percent, above estimated current-year 
expenditures. Table 9 presents local assistance expenditures, by program, 
for 1986-87 through 1988-89. 

The changes proposed for local assistance are primarily due to: 
• A statutory cost-of-living adjustment for the County Health Services 

(AB 8) program ($24.3 million). 
• Caseload cost and population adjustments for various programs 

($17.1 million from the General Fund). 
Table 10 reflects proposed budget changes affecting local assistance 

expenditures in 1988-89. 
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DEPARTMENT OF HEALTH SERVICES-Continued 
Table 9 

Department of Health Services' 
Public Health Local Assistance 

Expenditures and Funding Sources 
1986-87 through 19118-89 . 
(dollars in thousands) 

Item 4260 

Actual Est Prop. . Change frOm 1987-88 
Fund 1986-87 1987-88 1988-89 Amount Percent 

A. Family health 
1. Family planning .............. '" General $34,155 $34,155 .$34,155 
2. Maternal and child health ..... , All 30,070 30,725, 30,177 -$548 -1.8% 
3. Genetically handicapped per-

sons .............................. All 7,114 7,641 8,352 7ll 9.3 
4. California children's services .... All 56,653 60,879 65,294 4,415 7.3 
5. Child health and disability pre-

vention ........................ '" General 15,262 19,207. 21,215 2,008 10.5 
6, Genetic disease prevention ....• General 1,662 1,679 1,679 

Subtotals ...................... All ($144,916) ($154,286)' ($160,872) ($6,586) (4.3%) 
B. Rural and community health 

1. Primary health care ............. General $9,567 $9,458 $9,355 -$103 -1.1% 
2. County health services .......... All 962,345 972,018 1,006,410 34,392 !l.5 
3. Vital records improvement 

project. .. .. . . .. .. . .. . . .. .. . . .. ... All 520 520 

Subtotals ...................... All ($971,912) . ($981,996) ($1,016,285) ($34,289) 
9,177 41,313. 42,897" 1,584 

(3.5%) 
C. AIDS ................................ All 3.8 
D. Preventive medic,al services ....... General 7,646 9,016 8,982 -34 -0.4 

Totals ......................... All $1,133,651 $1,186,611 $1,229,036 $42,425 3.6% 

Funding sources 

General Fund ....................... ............. . $1,106,999 $1,151,001 
Federal funds ...... ; .............................. . 23,460 31,644 
Family repayments .............................. . 742 996 
County Health Services Fund ................... . 2,450 2,450 
Special Account for Capital Outlay .. : ......... . .-
Vital Records Improvement . .................... . -::- 520 
•. Not a meaningful figure. 

Table 10 
Departm~ntof Health Services 
Public Health Local Assistance 

$1,196,654 
23,460 
1,152 
2,450 
4,800 

520 

. Proposed 19118-89 Budget Changes 
(dollars in thousands) 

1987-88 expenditures (Budget Act) ...... ~ ........................... . 
Baseline adjustments, 1987-88: 

1. Mono County (Ch 1367/86) ..................................... . 
2. Section 15.00, Budget Act (AIDS) ............................... . 
3. One-time federal funds for AZT ................................ . 
4. One-time federal funds for MCH block grant ................. . 
5. Increased level of family repayments: 

a. California Children's Services program ...................... . 
b. Genetically Handicapped Persons' program ................ . 

Subtotals ..................................................... . 
Caseload adjustments: 

1. California Children's Services program ....................... .. 
2. Genetically Handicapped Persons' program ................... . 
3. Child Health and Disability Prevention program .............. . 
4. County Medical Services program .............................. . 

Subtotals ..................................................... . 
1987-88 expenditures (revised) ....................................... . 

General Fund 
$1,135,452 

103 
14,900 

($15,003) 

214 
101 

-567 
798 

($546) 
$1,151,001 

$45,653 4.0% 
-8,184 -25.9 

156 15.7 

4,800 

All Funds 
$1,162,632 

103 
14,900 

7,636 
548 

ISO 
96 

($23,433) 

214 
101 

-567 
798 

($546) 
$1,186,611 
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Baseline adjustments, 1988-89: 
1. Delete one-time federal AZf funding ........................ .. 

. 2. Reduce funds for San Francisco General Hospital AIDS re-
search center .............................................. : .... .. 

3. Delete one-time federal MCH block grant. .................... . 
4. Increase anticipated family repayments: 

a. California Children's Services program ...................... . 
b. Genetically Handicapped Persons' program ...... : ......... . 

5. Delete one-time augmentation for pneumococcal vaccine ..•.. 
6. Delete Mono County funds: ....... : ............................ . 

Subtotals ...... ; .............................................. . 
Caseload cost and population adjustments: 

1. California Children's Services program ........................ . 
2. Genetically Handicapped Persons' program ................... . 
3. Child Health and Disability Prevention program .............. . 
4. County Medical Services program .................. ~ ........... . 
5. AB 8 local goverument relief.. ................................ .. 

Subtotals ....... : ............................................. . 
Cost -of-living adjustment: 

AB 8 local goverument relief.. .................................... . 
Program change proposals: 

1. Special studies (AIDS) ........................................ ". 
2. Anonymous testing. (AIDS) " .. "" ............................. . 
3. Confidential testing (AIDS) .................................... . 
4. Education and prevention (AIDS) ................ , .......... .. 
5. HomelesS shelter (AIDS) ....................................... . 
6. San Francisco General Hospital AIDS research center ........ . 
7; lmmlmization assistance ........................................ . 

Subtotals ..................................................... . 
1988-89 expenditures (proposed) " ......................... , ........ . 
Change from 1987-88 (revised) 

Amount ............................................................. . 
Percent ............................................................... . 

A.. RURAL AND COMMUNITY HEALTH 
Immigration Reform and County Health Services 

-5,700 

-141 
103 

(-$5,944) 

4,265 
705 

2,008 
8,790 
1,315 

($17,083) 

24,287 

799 
2,615 
2,000 
3,985 

721 

107 
($10,227) 

$1,196,654 

$45,653 
4.0% 

-7,636 

-5,700 
-548 

150 
6 

-141 
103 

(-$13,972) 

4,265 
705 

2,008 
8,790 
1,315 

($17,083) 

24,287 

799 
2,615 
2,000 
3,985 

721 
4,800 

107 
($15,027) 

$1,229,036 

$42,425 
3.6% 

The Immigration Reform and Control Act (IRCA) of 1986 established 
a program to allow undocumented aliens who have lived in the United 
States for a long period of time to become legal residents. (Please see our 
discussion of issues related to the IRCA in Part Three of The 1988-89 
Budget: Perspectives and Issues.) 

The IRCA and related . legislation, the Omnibus Budget Reconciliation 
Act (OBRA) of 1986, contain three provisions having a major effect on 
county health services. First, under the IRCA, legalized aliens are eligible 
for Medi-Cal benefits. Second, the OBRA makes undocumented aliens 
eligible for emergency services through the Medi-Cal program. These 
Medi-Cal changes will reduce county costs to the extent counties 
currently serve these aliens. (Please see our discussion of the effect of 
immigration reform on Medi-Cal, part 5 of this analysis.) Finally, the 
IRCA appr.oPriat. ed State Legalizati.on 1m. pact Assistance Grant (SLIAG) 
funds for a four-year period to assist state and local governments in 
paying for health, welfare, and education costs associated with aliens 
legalized under the IRCA. . 

The administration proposes in Section 23.5 of the Budget BUI to 
allocate $67.6 million of SLIAG funds in 1988-89 to counties to pay for 
health care services to legalized aliens through county medically indigent 
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services programs (MISPs). According to the departme'itt, the dollar 
amount proposed in the budget is based on its estimates of county costs 
forproviding services to legalized aliens. .. " 

Under the budget proposal, SLIAG funds for county MISPs would be 
known as Legalized Indigent Medical Assistance (LIMA) funds. Under 
requirements of federal law, counties must serve legalized aliens as they 
serve other individuals eligible for their MISPs. However, for funding 
purposes, the DHS will treat LIMA as a separate program. This is because 
the existing MISP .allocation formula is not appropriate for 'the LIMA 
funds and federal law reguires more detailed tracking of expenditures 
than is currently required in county MISPs. . . 

How the adniinistration ultimately. decides to' implement' the LIMA 
program will have implications for state and county funding rel~tionships 
and service levels related to indigent health care services. Because of this, 
the ~egislature may want to provide some direction to the administration 
in implementing this program. Below we raise three issues .. that we 
believe are of importance to the Legislature in deciding how it wants to 
allocate SLIAG funds. " .,' 

1. How will counties be affected by Medi..,Cal changes? The IRCA arid 
OBRA impose restrictions on the type of benefits that 1egalizedand 
undocumented aliens may receive under Medi~Cal. However, the state 
has the option of providing a full scope of Medi-Calbenefits to, these 
individuals if it funds them using 100 percent state funds. In its proposal 
to implement the !RCA and OBRA mandates, the administration pro
pos,es to provide federally mandated services plus limited additional 
services through the Medi-Cal program. Counties would continue pro
viding services that are not covered by Medi-Cal-specifically, nonemer
gency/nonpregnancy services for legalized aliens who are adults in 
families with dependent childr:en and undocumented aliens. 

The Legislature's decisions regarding Medi-Cal coverage of aliens will 
have a major effect on the level of funding counties need to' provide 
services to aliens. ',:' : . ,", " ' 

2. Will COU1) ties be able to ,track services to legalized aliens? Due to 
federal requir:ements; counties must be able to track'services provided 
and costs attFibutable,to Jegalized aliens in order to daim LIMA funds. 
Mter,an initial allocation based on estimated numbers of legalized aliens, 
the DHS plans to allocate funds to counties based oil monthly reports that 
would include documentation of legalized aliens served,services provid
ed, and costs of providing services. , "', ", , 

,The 15 counties participating in the MISP data system will be able to 
slightly modify ,their systems to enable reporting to the DHS. These 
counties should have no problems tracking services and costs provided to 
them. Counties that do not participate:in the MISPdatasystem may have 
difficulties creating these 'tracking systems, particularly those with large' 
numb~rs .oflegalized aliens utilizingser~ices in county hospitals; These 
counties mclude Los Angeles, San Franclsco; and Santa Clara; .' 

Difficulties with tracking may result in federal audit ,exceptions. 
Counties ,will beat the costs of these audit exceptions. Audit exteptions 
may result in two problems. First, it may mean that LIMA funds had been 
misallocated because certaiil counties had received a larger portion of the 
LIMA funds than warranted. Thus, other counties would have been ' 
shortchanged. Second, if the audit exceptions are severe enough, they 
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may force counties to reduce service levels thereby resulting in problems 
with access to health services. .'. . '..' 

:the DHSdoes not appear to be planning any m,onitoringof county 
expenditures of LIMA funds. In light of the potential tracking pr9blems, 
some state monitoring could minimize the two problems noted above. 

3. To what extent should counties be permitted to use' SLIA G funds to 
supplant existing county funding for health care services? Many counties 
have :been· providing; serVices to undocumented persons all along. As 
some of these persons become legalized, counties may be 'able to pay for 
the services· they provide with LIMA Jundsand Medi-Cal :reimburse
ments, thereby freeing up county funds for other purposes .. l'hecouhties' 
ability to supplant their existing funding of health services is limited to 
some' extent due to matching requirements associated with sta;te pro
grams. The Legislature may wish to.impose additional limits on counties' 
ability to supplant by requiring full or partial "maintenance of effort" as 
a condition of receiving LIMA funds. In deciding whether to impose such 
a requirement, the Legislature will have to make a difficult trade-off. This 
is because although in many counties there appear to be unmet needs for 
health services, counties are also . under a' fiscal "squeeze" to provide 
existing services (please see our discussion of the health services "safety 
net" in Part Three of The 1988-89 Budget: Perspectives and Issues). 

We examined available data to deteimine to what extent counties 
would be able to use LIMA funds for supplanting county resources in 
light of existing state matching requirements. We conclude that it may .be 
techilically possiqle for counties to use a large portion of their: SLIAG 
funds i,n this manner. Our analysis of this issue follows. , 

Counties Could Use SLIAG Funds to Support Existing Expenditures. 
County costs for indigent health care services are funded through the . 
County Health Services (AB 8) program and the state MISP. Counties 
must match the state AB 8 funds in order to receive their total state 
funding allocation for AB 8 and MISP. Counties may budget a: smaller 
matching amount if they are able to demonstrate efficiencies in their 
health services systems. Most counties; however, more than meet . their, 
matching requirements under AB 8. In fact, in 1987-88 counties .. report 
that they will "overmatch" their AB 8 requirements by about $190 
million. 

Because of AS 8 and MISP matching and funding requirements, 
counties will only have the ability to supplant up to the amount 'of their 
AB 8 overmatch. Any reductions in county spending after this p(jipt:t:'~slilt 
in losses of state funding. Consequently, if the $67.6 million in LIMA fluids' 
were distributed exactly as the county overmatch were distributed, then 
counties would be able to use the LIMA funds to reduce their overmatch 
from $190 million to $122.3 million. Thus, under this scenario,counties 
would not be required to inl;!rease spending on health services to retain 
state funding. . 

However, the pattern of' AB 8 overmatch is different from the 
distributionoflegalized aliens and LIMA funds among counties.TableH 
compares estimated AB 8 county overmatch in 1987-88 and LIMA' 
allocations for 1988-89. It shows the, extent to which counties with the 
largest numbers of legalize<i atiens will have the ability to. supplant 
county funds versus providing new services. The information in Table 11 
is largely hypothetical, because the mCA will cause a number of 
simultaneous changes in counties, which are difficult to account for. We 
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used the following specific assumptions in developing these numbers: 

• County estimates of expenditures in 1987-88 are reasonable predic
tors of actual expenditures in 1988-89. 

• The actual LIMA allocations will be similar to the estimated alloca
tions. 

• Counties would provide more services rather than holding efficiency 
hearings or sacrificing state revenues. 

• Counties will not need to expand their services in order to claim 
LIMA funds. In other words, counties are already providing services 
to aliens who become legalized. This assumption is not necessarily 
appropriate for all counties. 

• New Medi-Oil revenues resulting from the !RCA and OBRA changes 
will not have a significant net effect on county costs. 

Table 11 
Department of Health Services 

Estimated County Overmatch Under AB 8 and 
Allocations of Legalized Indigent 

Medical Assistance (LIMA) Funds 
Selected Counties 

Counties With Over 
5,000 Legalized 
Aliens 
Alameda .............................. . 
Contra Costa ......................... . 
Fresno ......... ; ...................... . 
Kern .................................. . 
Los Angeles .......................... . 
Monterey ............................ .. 
Orange ............................... . 
Riverside ............................. . 
Sacramento .......................... . 
San Bernardino ...................... . 
San Diego ........................... .. 
San Francisco ........................ . 
San Joaquin .......................... . 
San Mateo ........................... .. 
Santa Barbara ....................... .. 
Santa Clara ........................... . 
Solano ................................ . 
Tulare ................................ . 
Ventura ............................. .. 

Totals ............................ . 

(dollars in thousands) 
LIMA Allocations 

Budgeted AvailOble to Not AvailObJe 
AB 8 Overmatch Estimated Supplant to Supplant 

1987-88 
$16,364 

5,113 
-2,643 

8,132 
39,899 
2,081 
3,752 

730 
761 

5,033 
20,415 
44,388 
2,289 
6,943 

NA 
9,908 

NA 
2,412 
6,924 

$172,50i 

1988-89 
$1,003 

379 
1,056 

660 
43,438 

1,056 
5,215 

781 
511 

1,199 
3,301 
1,447 

.377 
681 
462 

1,716 
426 
594 
705 

$65,008 

County Funfh County Funfh 
$1,003 

379 
$1,056 

660 
39,899 3,539 

1,056 
3,752 1,463 

730 51 
511 

1,199 
3,301 
1,447. 

377 
681 
NA NA 

1,716 
NA NA 
594 
705 

$58,011 $6,109 

Table 11 shows that, based on these assumptions, counties may be able 
to supplant their overmatch significantly in 1988-89, rather than increas
~ng expenditures. In our example, counties could supplant about one
third of their entire AB 8 county overmatch, or about $58 million. Only 
four counties would have to increase expenditures an aggregate of $6 
million. 
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Funding Estimates Inconsistent, 
We recommend that as part of the May revision, the administration 

reconcile inconsistencies in funding of county health programs. 
We have identified two problems with the estimates of costs related to 

legalized aliens. First, the ~dministration's estimate of expenditures for 
nonemerg~ncy / nonpregnancy services provided to legalized aliens 
through county MISPs is inconsistent with the estimate it prepared in 
conjunction with projecting Medi-Cal costs. In preparing its Medi-Cal 
estimates, the administration projected that nonemergency/non
pregnancy services would cost $78 million in: 1988-89. In preparing its 
estimates of MISP funding needs, however, it assumed counties would 
need only $7 million in SLIAG funds for this purpose. It is not clear why 
the administration believes that counties could provide the same services 
to IRCA aliens for less than 10 percent of the Medi-Cal costs. (It-is also not 
clear whether the $7 million is included as part of the SLIAG funds 
actually proposed for allocation to counties.). ' , 

Second, the budget contains two . different estimates for the costs of 
providing services to legalized 'aliens through the County Medical 
Services program (CMSP), which is the, state-operated MISP for counties 
with populations under 300,000 that. wish to participate. The estimates 
provided by the department cite costs of $6.2 million in 1988-89, to, be 
funded by SLIAG reimbursements of a similar amount. However, Section 
23.5 of the Budget Bill, which allocates SLIAG funds, proposes only $4.9 
million for this purpose. The administration has not provided justification 
fot either ofthese estimates. 

We recommend that as part of the May revision, the administration 
n~cori6ile these conflicting estimates. 

B. FAMILY HEALTH SERVICES 
, Maternal and Child '~ealth Branch 

The Department of Health Services (DHS) administers several pro
gnim.s related to maternal and child health (MCH) through its MCH 
Br3.Ach and through the branch's contracts, numbering around 200, with 
locial health providers, hospitals, and universities. Other programs related 
to m.aternal and child health are administered by other units in the DHS 
and also by the Department of Developmental Services and the Depart
ment of Education. 

The budget proposes $30 million for local assistance and $3.5 million for 
support in 1988-89 for MCH Branch programs. This is virtually the same 
amountll-vailable to the branch in the current year, except that current
year expenditures include one-time-only federal funds totaling $548,000 
in local assistance and $337,OOO,in support. Table 12 shows for each MCH 
Branch program the 1988-89 proposed local assistance budget and the 
estimated number of women or children served. 
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Table 12 

Department of Health Services 
Maternal and Child Health (MCH) Branch Services 

1988-89 
(dollars in thousands) 

Number 
Estimated of 

Projected Size of Women 
Number Target or Chil-

Local Assistance Funding of Con- Popula- dren . Legislative 
Programs 1988-89 tractors Program Purpose tion Served Mandate 
Direct services 

Community-Based $13,344 69 Provide compre- 48,000 31,000. Ch 1112(82 
Perinatal Ser- hensive services for 
vices (CBPS) pregnant 
program low-income women 

High-Risk Infant $2,065 15 Provide case man- 40,000 5,200 Ch 396/81 
Follow-Up agement services 
(HRIF) for infants meeting 
program specified high-ris/<: 

criteria . , 

Demonstration 
projects and 
research 

Diabetes in Preg- 927 8 Develop guidelines 18,000 1,200 Health and 
nancy project for care of pregnant Safety Code 

diabetic women Sectipn 300 
et. seq. 

Adolescent Fam- 4,910 29 Provide case man- 157,000 to 4,400 Health and 
ily Life project agement services 250,000 Safety Code 

for pregnant adoles- Section 300 
cents and adoles- et. seq., 1985 
cent parents Budget Act 

Prematurity Pre- 1,122 6 Identify factors 29,000 1,700 Health and ' 
vention project linked to premature Safety Code 

birth and develop Section 300 
guidelines for pre- et. seq. 
vention 

Data 1,002 4 Various projects; for NA NA Health and 
management example, one con- Safety Code 
projects tractor is linking Section'300 

census data and et. seq. 
birth data to iden-
tify areas with high 
needs 

County and 
regional 
coordination 

County allocation 1,942 48 Fund local MCH NA NA Health and 
directors to coordi- Safety Code 
nate perinatal ser- Section 300 
vices for et. seq. 
low-income women 
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County perinatal 
programs 

Medi-Cal 
Comprehensive 
Perinatal Ser
vices (CPS) 
program 
implementation 

Perinatal Region
alization 
program 

Infant Dispatch 
program 

Special projects 

599 

SOl) 

1,605 

233 

1,928 

Total...... ...... $30,177 

Funding sources 

General Fund....... $12,006 
Federal funds....... $18,171 

HEALTH AND WELFARE / 491 

48 ... Support general NA 
county MCH activi-
ties including peri-
natal services 

48 Support counties to 110,000 
recruit and screen 
physicians to pro-
vide comprehensive 
services to pregnant 
Medi-Cal recipients 

13 Work with provid- NA 
ers on a regional 
basis to ensure that 
high-risk pregnant 
women are referred 
to the appropriate 
level of care 

2 Locate bedspace NA 
for, and facilitate 
transport of, criti-
cally ill newborns 

3 Various projects; for NA 
example, one con-
tractor provides 
dental services to 
children 

NA Health and 
Safety Code 
Section 300 
et. seq. 

6,800 Ch 1404/84 

NA Ch 331/79 

NA Ch 207/79 

NA Health and 
Safety Code 
Section 300 
et. seq. 

As shown in Table 12, the MCH Branch supports three categories of 
activities at the local level: (1) direct services, (2) demonstration projects 
and research, and (3) county and regional coordination. The branch has 
broad latitude in determining how to spend its funds. Generally, the 
MCH Branch's direct services programs and its demonstration projects 
target for service women who are at risk of suffering a poor pregnancy 
outcome and infants who are born disabled or who likely will become 
disabled or will die. Women with one or more of the following charac
teristics are more likely to suffer· a poor pregnancy outcome than other 
women: under 17 or over 34 years of age, black, low-income, unmarried, 
diabetic, or low level of education: In addition, women who receive late 
or no prenatal care and women with certain medical conditions, such as 
high blood pressure, are at high risk. 

In the following sections, we identify ways in which the MCH Branch 
could improve its effectiveness and efficiency. 
The MCH Branch Could Better Target its Community-Based Perinatal 
Services Funds 

We recommend that the DRS report to the fiscal committees prior to 
budget hearings on a plan to better target its funding for perinatal 
services to high-risk low-income women. 

The budget proposes expenditures of $13.3 million ($2.5 million 
General Fund) for the Community-Based Perinatal Services (CBPS) 
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program. This is slightly less. than current-year expenditures, due to the 
expenditure of $500,000 in. one-time-only federal funds in the current 
year. The CBPS program is the largest activity funded by the MCH 
Branch,. constituting 44 percent of its total budget. ., 

Through this program, the MCH Branch contracts with 69 county and 
community health facilities in 44 counties to provide comprehensive 
perinatal services to low-income pregnant women. Comprehensive peri
natal services are medical, nutrition, health education, and psychosocial 
services provided during pregnancy and the postpartum period. These 
services are similar to the services provided for Medi"Cal-eligible women 
in the Comprehensive Perinatal Services program. 

The program's target population are women whose family income is 
under 200 percent of the poverty level and who are not eligible for 
Medi-Cal. The DHS estimates that it provides perinatal services to about 
31,000, or 65 percent, of the 48,000 target population. 

Our review of this program indicates that the department could target 
these funds more effectively by using its data on county populations in 
making its funding decisions: ' 

The DHS has developed a methodology for determining which coun
ties are at highest risk for haVing poor birth outcomes. This methodology 
incorporates (1) the total number of births, (2) the infant and neonatal 
death rates, (3) the percent of women receiving no prenatal care, (4) the 
percent of teenage and age 35 and older mothers, and (5) the percent of 
low birthweight infants. The methodology appears reasonable for deter
mining relative risk among counties. 

Although the MCH Branch could use this formula to target its funds to 
reach populations at highest risk, it has not done so. To a large exterit, the 
branch has funded the same contractors it has since the program began 
in 1982, adding new contractors only when new funds were available. 
Although the branch has loosely used risk factors as criteria for its funding 
decisions, it is fun~g some contractors in counties at relatively low risk, 
while leaving relatively higher-ris).< counties unfunded. Specifically, :the 
MCH Branch is funding 10 counties in the lbwer-risk categories for poor 
birth outcomes (such asSanta Barbara and Sonoma), while it has left ~1 
counties in the higher-risk categories unfunded (such as San Joaquin and 
Shasta). The department informs us that part of the reason some 
higher-risk counties go unfunded is because no providers in those areas 
responded adequately to its request for proposals (RFP). TheDHS has 
not attempted to seek out or assist providers in those areas. 
, The MCH Branch is currently developing a new RFP. It has not yet 

dete:rmined how it ,will evaluate the responses and distribute the funds 
available. IIi order to better utilize '. the '. available CBPS funds, we 
recommend that the DHS report to the fiscal committees prior to budget 
hearfugs on how it plans to target funds to communities in greatest need. 
This plan should include, but not be limited to, ,. (1) a timeline for issuing 
a new RFP and (2) a plan for assisting providers in higher-risk areas to 
prepare acceptable proposals. ' 

The MCH,Branch C~uld Do More To Improve the Health of Black Women 
and Infants .' 

We recQmmend that priQr to' budget hearings, the department submit 
to.' the fiscal cQmmittees a plan fQr better serving black WQmen through 
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the Community-Based Perinatal Services program. 
Both nationwide and in California, black women and infants fare poorly 

when compared· to their white and Hispanic counterparts on various 
health indicators. 

Table 13 shows that in 1986, 13 percent of black newborns were born at 
low birthweights (less than five pounds). This rate is over twice the rate 
found among white or Hispanic newborns (5.2 percent) and over twice 
the rate set by the federal government as a goal for states to meet by 1990 
(5 percent). 

Ethnic/Racial Group 
White ....................... 
Black ....................... 
Hispanic .................... 
Other and not stated ...... 

Totals .................. 

Table 13 
Department of Health Services 

Maternal and Child Health Indicators 
By Ethnic/Racial Groups 

1986 
Percent Not 
Beginning 
Prenatal 

Core in the 
Percent of First 

Live Births Total Trimester" 
235,848 48.9% 15.8% 
41,327 8.9 31.1 

156,422 32.5 35.1 
48,308 10.0 21.7 

481,905 100.0% 24.2% 

Percent Low Infant Death 
Birthweight Rate b 

5.2% 8.6 
12.9 18.6 
5.2 7.5 
6.0 6.0 
6.0% 8.9 

a The deparbnent indicates that data on Hispanic women who do not receive early care or who receive 
no care may be overstated due to problems in maintaining complete and accurate health records on 
undocumented women. 

b The infant death rate is the number of infant deaths occurring within one year of birth, per 1,000 live 
births. 

Infants born at low birthweights are more likely to die or be ill than are 
their counterparts of normal weight. For example, two-thirds of all 
infants who die in their first year of life are born at low birthweights. In 
addition, most of the infants admitted to neonatal intensive care units 
(NICUs) are born at low birthweights. The cost of care in these units 
ranges between $15,000 and $60,000 per infant. 

Because of the difference in birthweights, it is not surprising that the 
infant death rate for black infants was 18.6 deaths per 1,000 live births in 
1986 compared with a rate of 8.6 deaths per 1,000 live births for white 
infants and 7.5 for Hispanic infants. Since 1970 the infant death rate has 
decreased both among whites and blacks .. However, it has decreased 
more rapidly among whites, and the difference between whites and 
blacks has generally been rising since that time. In 1986 the gap was the 
greatest it has been since 1970. Black women also died from causes 
related to pregnancy at rates twice those for white women. 

The reasons for the higher rates of morbidity and mortality among 
black women and infants are unknown. Studies show that when groups of 
black women and groups of white women are matched by age, level of 
education, and. other factors, black women and their infants still have 
higher rates of low birthweight and infant mortality. 

How Well Is the Community-Based Perinatal Services Program 
Currently Serving Women of Different Ethnic and Racial Groups? 
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Chart 1 compares, by racial group, women served in the CBPS program 
to women statewide in terms of prenatal care and birthweight outcomes. 
This figure illustrates several interesting points: . 

• The CBPS program serves a disproportionately high number of 
Hispanic women, while it serves blacks in proportion to their 
statewide births. . 

• In general, women served in the CBPSprogram begin prenatal care 
much later than women in the gene!al population. Seventy percent 
of the CBPS participants begin care after the first trimester com
pared to 24 percent of women statewide who receive late or no 
prenat~l care. HisPaIlic women begin care late~ than whites and 
blacks m both the CBPS and the general populatIons. 

• Despite beginning care later, white arid Hispanic CBPS participants 
appear to have as good or better birth outcomes than their counter
parts in the general population. Blacks in the CBPS program, 
however, appear to have worse outcomes than their counterparts in 
the general population. Women who begin care latest-Hispanic 
women-have the best birth outcomes. 

Chart 1 
Prenatal Care and Birth Outcomes 
Community-Based Perinatal Services (CBPS) Program 
Participants Compared to All Births· 
1986·87 

70 

60 

50 

40 

30 

20 

10 

White Black Hispanic 

Percent of total 

a Selected raclaVethnlc groups. 
b Includes "no care" for total births. 

• Total Births 

• CBPS Participants 

White Black Hispanic White Black Hispanic 
Percent receiving 

late careb 
Percent low birthweight 

We believe that the MCH Branch could better serve black women, 
given their extremely problematic birth outcomes. This could take two 
forms: first, serving a higher. proportion of black women in the CBPS' 
program and, second, attempting to get them in earlier for care. 

We recommend that the MCH Branch report to the fiscal committees 
prior to budget hearings on how it plans to improve its services to black 
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women and infants in the CBPS program. This information should 
include how it will target its resources to black women and assist its 
cOII).IIlunity-based providers to provide more outreach to black women. 

The MCH Branch Could Better Serve Drug-Abusing Pregnant Women 
, We recommend thai the department report to the fiscal committees 

Prior to budget hearings on what it is doing to address the problem of 
drug abuse among pregnant women. -

A recent MCH Branch survey of urban hospitals showed that between 
2 percent and 5 percent of all deliveries are to drug-addicted mothers and 
that between 10 percent and, 25 percent of all infants placed in neonatal 
intensive care units were yorn to women who abused drugs during 
pregnancy. ", " '_ 

In our visits to providers, they stated that drug abuse among pregnant 
women appears to be increasing. Providers also said that providing health 
care to drug-abuSing women poses special problems _ because these 
women are reluctant to seek care for fear that they will be reported to 
the police.' ' 

The MCH Branch has done little tbidentify the extent of or address 
problems related to substance abuse. For example, many Community
Based Perinatal Services (CBPS) providers we visited indicated that they 
have little experience or, training in identifYing drug abuse problems and 
assisting women to halt the use of drugs during pregnancy~ One way the 
MCH Branch could attempt to adqress the problem of drug abuse during 
pregnancy would be fo provide training for CBPS providers. Another 
way would be to use research and demonstration funds to test ways to 
most appropriately provide services to this population. 

Because we believe the branch could do a better job of addressing this 
problem, we recommend that the DHS, in consultation with the Depart
ment bf Alcohol and Drug Programs, report to the fiscal committees prior 
to budget hearings on what it is doing to address problems related to drug 
abuse among pregnant women. This plan should include, but need not be 
limited to, (1)' stra,tegies for training CBPS providers in identifying, and 
assisting pregnant drug abusers and (2) plans to use research' an~ 
demonstration funds to find way~ to better address this population's 
problems. ' ' 

Funds for the Perinatal Regionalization Program Should Be Redirected to 
Other MCH Programs 
"We recommend that the Legislature adopt Budget Bill langulzge 

directing the DHS to redirect funding for the Perinatal Regional#a
tionprogram to other programs designed to address the needs' of 
high-risk pregnant women; 

Chapter 331, Statutes of 1979, required the departmerit to fund regional 
organizations to coordinate services for high-risk pregnant women and 
infants, on a regional basis. In response to this broad mandate, the 
department established the Perinatal Regionalization program arid di
vided the state into 18 areas. Under this program, each region has an 
advisory council and staff who work under the direction of the comlcil. 
The staff assist hospitals, physicians, and private clinics in establishing 
referral and transport procedures to ensure that pregnant,' women 
receive the appropriate type and level of care in the most cost~effective 
manner possible. 
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The budget proposes $1.6 million ($259,000 General Fund) in 1988-89 to 

fund 11 of the 18 perinatal regions and subregions. The other seven 
programs have never received funding. . 

Our review indicates that funding the Perinatal Regionalization. pro
gram may hot be the best way tQ improve birth outcomes for high-risk 
women. 

Regionalization Funding Does Not Affect Birth Outcomes. Through 
the 1970s, the Robert Wood Johnson Foundation (RWJF) funded a 
national perinatal regionalization demonstration program With goals and 
objectives similar to California's Perinatal Regionalization program. The 
RWJF analyzed birth outcomes in the areas it fUIided over' time, and 
compared those areas to areas without funding. The research yielded 
several interesting findings: '. 

• Between 1970 and 1979, neonatal mortality rates (infant deaths 
within 28 days of birth) declined dramatically. These declines were 
due almost exclusively to increased survival of high-risk infants. 

• The decline in neonatal mortality was accompanied by service 
utilization changes that may have resulted from efforts to establish 
regional referral systems. For example, more low birthweight babies 
were born at tertiary (highly specialized) care centers. 

• RWJF funding did not make a difference in birth outcomes; both 
funded and unfunded regions experienced the same improvements 
in birth outcomes. This is probably because providers in unfunded 
areas were able to establish appropriate referral patterns without 
additional funds. 

The RWJF report suggests that regionalization program funds could be 
spent more effectively in a program where the objective is to improve 
low' birthweight. 

Performance Data Not Available for California's Program. The 
department was not able to provide us with any information about the 
California Perinatal Regionalization program's success in improving birth 
outcomes. The program's current stated goal is to prevent adverse birth 
outcomes by developing a fully integrated network connecting all 
perinatal services providers. However, the program is still identified with 
secondary and tertiary care hospitals. These hospitals, which are highly 
specialized, would tend to affect the outcomes for high-risk infants, as 
opposed to preventing low birthweights. Based o. n our review, we have 
no reason to believe the RWJF's findings do not apply to California. 

, Regionalization Appears To Duplicate Other Programs. The MCH 
Branch funds at least two other projects that appear to duplicate to some 
extent the regionalization program: 

• County Allocqtions. The state funds counties to provide coordina
tion of perinatal services through its county MCH directors. If the 
goal of both theregionalization program and the county MCH 
directors is to coordinate services, it is not clear why the state should 
be funding both of these activities. 

• Infant Dispatch. The state funds two dispatch centers, one in 
northern and one .. in southern California, that locate and refer 
high-risk women and critically ill newborns to neonatal intensive 
care unit beds. Because most of the regionalization projects also 
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develop and monitor transport agreements, it iSilot clear why the 
MCH Branch should be, funding both projects to perform this 
activity. , " , . 

In summary, we question whether the state should be funding this 
pr<>gram because the .RWJF study suggests' that regionalization is a poor 
use of state funds, and the department· could riot provide us 'With any 
further information about the program's success. If the state no. longer 
funded perinatal regions, the state, counties, and other local proyiders 
would need to perform certain regional activities, such as the Diabetes in 
Pregnancy program. Alternatively, providers within the regions may 
want to increase their in-kind support of the regions in o;rder to continue 
these' activities. ' . 

For the' reasons stated above,' we reconimt:md' that the Legislature 
adopt Budget Bill language directing the.DHS to redirect the Perinatal 
Regionalization program ftindsto other programs designed to reduce low 
?irthweight or improve birth' outc~mes among high-risk ~omen. Specif
ICally, we recommend that the LegIslature add thefollowmg language to 
Items 4260-111-001 and 4260-111-890: 

The department shall redirect funds from this item for the Perinatal 
Regionalization program to other MCH programs designed to reduce 
low birthweight or iInprove birth outcomes among high-risk women. 

The Department Does Not Have· a. Plan for Implementing the Medi.;.Cal 
Comprehensive Perinatal Services. Program' 

We recommend that prior to budget hearings, the DHS report to the 
fiscal ·committees on: its plans to implement the Comprehensive' Peri
natal Services program, including applyingfor federal funds through 
the Medi~Cal' program. . . . . 

Chapter 1404, Statutes of 1984 (AB 3021), expanded the scope of 
Medi-Cal perinatal services by" providing additional reimbursement to 
physicians and other healtl) care professionals for case management, 
nutrition counseling, and other ancillary services. The expanded· scope of 
services iscalled.the Comprehensive Perinatal Services (CPS) program. 
Under the program, providers may receive additional reimbursement 
only if they enter into agreements with the department. Chapter 1404 
permits counties to participate in program implementation to the. extent 
funds are available.. . ' , . .' . 

The'1988-89 budget for Medi.-Cal includes $1,902,000($951,000 General 
Fund) for health benefits unp.er,the CPS program. This amount will fund 
services to 7,480 women. This is ~Opercent greater than the number of 
women estimated to be. served in 1987-88. . 

The branch WllS not able to identify what leveLofresources would be 
devoted to administering the CPS program in 1988-89., In the current 
year, it is implementing tlle program at the state and county levels as 
follows: . 

~ State Adm~nistration. The DHS informs us it has approximately 13 
personnel-years;devoted to implementation of AB302L All of these 
staff have been redirected from other' activities; At the time this 
analysis was prepared, three new positions-one permanent and two 
limited-term---included in the 1987 Budget Act specifically for CPS 
implemenbition-had not been filled. . . .. ' 

• County Administrati,on. Since 1985-86~ the Budget Act annually has 
provided $500,000 from the General Fund to counties for implemen-
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tation of the CPS program. Some counties use additional funds from 
their county allocations (county allocations will total $1.9 million 
from the General Fund in 1987-88) to augment their CPS adminis
tration funds. The DHS does not know the extent to which counties 
use these additional funds for CPS administration. 

Our review indicates that the department may not be able to imple
ment the CPS program successfully, because it has not clarified program 
implementation responsibilities. For example: 

• CPS Applications. The department has not identified permanent 
staff who will review and approve applications by providers wishing 
to participate in the program. This is likely to result in delays with 
certifying providers. 

• County Administration. The department has not identified what 
the county role in implementing the CPS should be, nor has it 
identified permanent state staff who will review county administra
tion of the program. If counties are not actively seeking provider 
participation, it could mean that provider participation will be lower 
than it would otherwise be. . 

Federal Funds May Be Available. Because services provided under 
the CPS program are funded by the Medi-Cal program, federal financial 
participation is available for administration of the program. However, the 
department has not claimed federal funds for any portion of the state or 
county administration of the program. This is because in order for the 
state to claim federal funds, the state must be able to track specific 
expenditures at the state and local levels. 

Our analysis indicates that implementation of CPS is similar to the 
Child Health and Disability Prevention (CHOP) program, where the 
counties are responsible for, among other things: . 

• Developing outreach and education programs for beneficiaries. 
• Identifying and providing outreach to providers. 
• Training providers to bill correctly and assisting them with billing 

problems. 
• Developing memoranda of understanding with county welfare de

partments. 
The federal government reimburses the CHDP program up to 75 

percent of the cost of salaries; travel, and training of certain medical 
personnel who work on the program. In addition, the federal government 
reimburses the CHOP program for 50 percent of the cost of clerical 
salaries and supplies. In aggregate, the CHOP program receives federal 
reimbursement for approximately 63 percent Of the funds it spends for 
administrative activities associated with its Medi-Cal-eligible caseload. 
The· CPS program would be· eligible for a similar amount. 

In order to obtain federal funds, the department would need to amend 
the Medicaid State Plan and its Cost Allocation Plan, which are submitted 
to, and approved by, the federal government. In addition, the state and 
counties would need to make routine changes to their cost-accounting 
systems. 

Because proper administration is important to the program's success, 
we recommend that the department, prior to budget hearings, submit a 
plan to the fiscal committees for implementing the CPS program. The 
plan should: . 
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• Specifically define the state and county roles in implementing the 
CPS program and estimate the level of resources needed to perform 
their respective duties. 

• Include a timetable for obtaining .federal financial participation for 
state and county costs of administering the CPS program. 

Federal MCH Block Grant Roll-Over Could Be Spent for Additional 
Maternal and Child Health Services . 

We recommend that the Legislature augment the MCR budget in 
1988-89 by $4 million in federal MCR block grant funds (Item 
4260-111-890) • 

Since 1981, California has received a block grant from the federal 
government to support maternal and child health services. Table 14 
details funds available and expenditures in 1987-88 and 1988-89. In 1988-89 
the DHS estimates that the federal government will make available to the 
state $23.4 million. Of that amount, the DHS proposes to spend approx
imately $1.6 million (7 percent) on support, $4.7 million (20 percent) for 
the California Children's Services (CCS) program; and $18 million (73 
percent) for a variety of direct services and rese~rch through the MCH 
Branch. The bulk of the federal block grant funds m the MCH Branch are 
used to support services provided in the Community-Based Perinatal 
Services program. 

Table 14 also shows that the DHS has been carrying over a large 
portion of the block grant. In the beginning of the current year, the DHS 
had available $6 million in federal funds carried over from 1986-87. At the 
en<i of the current year, the DHS proposes to carryover to 1988-89 $5 
million, or 21 percent of the award received. At the end of 1988-89, the 
DHS proposes to carryover $4 million, or 17 percent of the estimated 
award. . 

Table 14 
Department of Health Services 

Federal Maternal and Child Health Block Grant 
Funds Available and Expenditures 

·1987-88 and 19~9 
(dollars in thousands) 

Est Prop. Change from 1987-88 
1987-88 1988-89 Amount Percent 

Funds available 
Carry-over from pJj.or fiscal year .............. $6,086 $5,064 -$1,022 -16.8% 
Block grant award ................... ,' ......... 24,269" 23,415 • -854 -3.5 

Total available ............................... $30,355 $28,479 -$1,876 -6.2% 
Expenditures 

Support .................................. , ...... $1,868 $1,581 -$287 -15.4% 
Local assistance 
· MCH programs .............................. 18,719 18,171 -548 -2.9 
California Children's Services ............... 4,704 4,704 
Total expenditures ........................... $25,291 $24,456 -$835 -3.3% 

Carry-over to next fiscal year .................... $5,064 $4,023 -$1,041 -20.6% 

• Based on one.quarter of the prior-year grant award and three quarters of the current-year grant award. 

Table 12 shows the size of the target population compared to the 
population served for the CBPS program, as well as other programs 
within the MCH Branch. The difference between these two figures is 
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considered the unmet need for services. Our review indicates that the 
DHS could address unmet needs for perinatal serv~ces in the current and 
budget years by-spending a larger portion of the federal MCH block grant 
funds available. For example, ifthe MCH Branch spent an additional $4 
million in 1988~89 through the CBPS program,..it could purchase perinatal 
services for ari additional 6,600 women. This is almost 40 percent of the 
department's estimated unmet need for that program. 

Because the department could address unmet needs for ,MCH serviGes 
if it spent more federal funds, we recommend that the Legjslature 
augment its 1988-89 budget by $4 million in additional federal MCH block 
grant funds. 

Other Family Health Issues 

Budget Does Not Include Funds To Implement Sickle Cell Program 
Chapter 818, Statutes of 1987, requires the department.to{l) report to 

the Legislature by January 30,1988 on its findings and recormriendations 
regarding the implementation of a' program ,for testing, newborIls for 
biotinidase deficiency (a vitamin B deficiency possibly causing mental 
retardation) and hereditary hemoglobinopathies (blood ,disorders) and 
(2) ~plement a program for testing newborns for sickle cell anemia by 
July 1, 1988. . 

As of February 1, 1988, the department had not submitted the report. 
The budget does not include any funds for implementing the sickle cell 
program during 1988-89; The department indicates that it will submit the 
report and propose funding adjustments to establish this program during 
the next several months. 

Department Cannot Document Compliance With Legislative Diredive 
Regarding Fees . 

We recommend that prior to budget hearings, the department 
provide specified information regarding fees for the Neural Tube 
Defects and Newborn Screening programs. . ' 

Neural tube defects (NTDs) are severe birth defects that are fre
quently responsible for fetal death, infant death, and serious disabilities. 
The NTD screening program attempts to detect these and other severe 
defects, such as Down's syndrome. The program also provides counseling 
for affected pregnant women and their families. The screening program 
has been in effect since April 1986. " 

The NTD program is financed through the Genetic Disease Testing 
Fund (GDTF). Women receiving the test must pay a $40 fee, which is 
deposited into the fund. Medi-Cal pays for testing of eligible women. The 
Newborn Screening program, which tests newborns for certain treatable 
diseases, is financed in a similar manner from the fund; Table 15 shows 
the revenues and expenditures of the GDTF by program for the current 
and budget years. Although the expenditures are higher than the 
revenues in both years, the fund has been solvent due to the availability 
of interest earnirigs and funds rolled over from 1985-86. 
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Program 
1987-88 

Table.15 
Department of Health Services 

Genetic Disease Testing Program 
Revenues and Expenditures 

1987-88 and 1988-89 
(do"ars in thousands) 

Revenues 

NeUral tube. defects ................................ . $9,557 
11,640 Newborn screenirig ................................ . 

Totals ............................................. . $21,197 
1988-89 

Expendi
tures 

$11,585 
11,358 

$22,943 

Difference 

-$2,028 
282 

-$1,746 

Neural tube defects................................. $10,535 $11,735 -$1,200 
Newborn screeniilg ~......................... ....... 12,230 11,354 876 

Totals ............................................ ,. $22,765 $23,089 -$324 

The table indicates, however, that only the NTD program is operating 
at a deficit. The budget projects a $2 million deficit for the program in 
1987-88 and a $1.2 million deficit in the budget year. The reduction in the 
deficit is due to (1) increases in the number of tests performed and (2) 
an assumption that fees will increase from $40 to $49 on February 1, 1988. 
In contrast, the Newborn Screening program shows a surplus of $282,000 
in the current year. and $876,000 in 1988-89. In effect,· the Newborn 
Screening program is subsidizing the NTD program in the. budget year. 

Our analysis indicates that the NTD program is likely to have a greater 
deficit than the budget anticipates. This is because the fee increase upon 
which the budget is based did not go into effect on February 1 as 
anticipated. The department could not provide a revised implementation 
date for the new fees. 

This deficit would probably not have an effect oli program operation 
because, due to interest earnings and large carry-overs, the fund had a 
surplus of $4.1 million at the beginning of the current year. However, the 
delay in revising fees indicates another problem: the department has 
been unable to document that it has complied with a legislative directive 
in the 1987 Budget Act (there was a similar directive in the 1986 Budget 
Act as well) that it establish fees for both the NTD and the Newborn 
Screening programs that are sufficient to cover the variable costs 
reasonably attributable to each participant. The purpose of this language 
was to assure that fees are more closely aligned with program costs. 

The department's current fee proposal would address the alignment 
issue to some degree. The department could not provide any documen
tation, however, that its proposed fee structure would comply. with the 
specific requiremerits of the Budget Act language. 

Due to these problems, we recommend that prior to budget hearings, 
the department provide: . 

• A timetable and work plan for revising fees as directed in the 1987 
Budget Act. 

• Data on the fixed cost of each program and the variable cost of each 
type of test. . 

• Dataon the effect of the fee revision delay on the program's budget. 

California Children's Services 
We recommend that in its May revision of the budget, the adminis

tration reconcile inconsistent estimates of the impact of the federal 
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Immigration Reform and Control Act on' California Children's Ser
vices expenditures. 

The California Children's Services (CCS) program provides medical 
diagnosis, treatment, and th~rapy: tq financially eligible children with 
specific handicapping conditions. The program is jointly operated by the 
state and the counties. Medi-Cal pays for services provided to children 
who are also eligible for Medi-Cal. , . 

The budget estimates expenditures for CCS local assistance' at $60.9 
million in the current )'ear. In 1988-89 the budget estimates total 
expenditures for CCS local assistance at $65.3 million, an increase of$4.4 
million, or 7.2 percent, over estimated expenditure levels in the current 
year. This increase is due to rising service costs and increased utilization. 

We have identified inconsistencies in the assumptions contained in the 
budget regarding the effect of implementation of the Immigration 
Reform and Control Acton QCS .. The Immigration Reform and Control 
Act (IRCA) of1986 established a program to allow undQcumented aliens 
who have lived in the United States for a long period of time to become 
legal residents, ,(Please see 0llr discussion ofissues related to the IRCA in 
Part Three of the 1988-89 Budget: Perspectives andlssues.) the IRCA 
arid related legislation, the,Omnibus Budget Reconciliation Act (OBRA) 
of 1986" ~ect CCS by (1) expanding eligibility for Medi-Cal services to' 
aliens and, (2) making available State Legalization Impac~ .Assistance 
Grant (SLIAG)- funds fOl: a four-year Period to assist sfate and local 
governments in paying for health, welfare, amI education costs associated 
with aliens legali~ed under the mCA .. 

The department estimates that it will incur exgenditures of $1.6 million 
during 1987-88 and $2.5 million during 1988-89 related to providing 
services to children receiving legalized status. It indicates that it will 
receive SLIAG funds .suffiCient to support these costs. I:Iowever,the 
budget reflects SPAG expenditures for CCS, of $1.1.millioI;lin the current 
year and proposes an apprRpriatio!-l (in Section 23.5 of the Budget Bill) of 
$1.7.million in'1988-89, a difference of $500,000 and $800,000, respectively. 
The department was unable to .reconcjle, thediffe~ence between esti-
mated expenditures and SLIAG.allocations.:, _ ' 

. We recommend·that the administration reconcile this inconsistency. in 
ifsM:ay .revision. ,. " 

California Children's Services Progrc:im Slow To Resporidto Legislative 
Requests . . ." -. . , . 

We' recommend that the admin-istration provide the fis~al commit
tees, prior to budget hearings, (Ira workplan-:joreach of its three". 
overdue p-r-oje.c,ts .. and (2) i.tspla.n for ensuring that it complies with 
future legtslattve requests tn a ttmely manner. .' 

The Legislature, through, the $lnual Budget Act ,and the supplement~l 
reports of the Budget Act, has directed the administration to . submit 
reports and develop regulations related t.o the operation of theCCS 
program: Our' analysis indicates that the administration has a history of 
beingslow to respond to legislative requests regarding this program. 
Following are three recent examples of delays in legislatively required 
projects. 

1. Regulations Have Been Over Six Years in the Making. The 
Supplemental Report of the 1981 Budget Act required the department to 
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adopt regulations in lieu of. the "prograIll letters" under which it 
currently operates. The purpose of this requirement was to prevent the 
department from imposing arbitra:.;-y program reductionsi In addition, the 
Office of Administrative Law ruled during 1987 that these program 
letters were, "underground regulations" and required the department to 
formally adopt regulations. The department reports that it is. Gurrently 
working on the regulations. However, it was unable to provide a timeline 
fo~ adopting them,. '. .'. . 

2. Assets Report 10 Months Overdue. The 1985 Budget Act required 
the department to (a) develop a method for including assets when 
deterJ;nining a: family's financial eligibility and repayment obligation, (b) 
subnlit a plan for a pilot project tQ test this method by I)ecember 1, 1985, 
(c) implement the pilot project by Februaryl, 1986, and (d) provide the 
department's final evaluation and recommendations regarding the pilot 
by April 1, 1987. The department has completed the pilot. At the time this 
analysis was' ~repared, the depar~ent indicated that the report had 
been undergomg.departmental reVIew for several"months; The .depart
ment was unable to estimate, however, when it Will submit the report.· 

3. Medical Therapy Report Not Initiated. The Supplemental Report 
of the 1987 Budget Act required the Health and Welfare Agency to report 
oy January 1, 1988 on the cost, benefits, and feasibility of billing private 
insurance and Medi-Cal for medical therapy services provided in schools. 
At the time we prepared this analysis,' neither the agency nor the 
department had initiated any work on the report. ' 

The Legislature imposed· these requirements to assure consistent 
program implementation and to obtain information regarding outside 
funding sources for services provided by the program. Delays impede 
achievement of these goals. We recommend that the administration 
provide the ·fiscal committees, prior to budget hearings, (1) a time frame 
and work plan for each of its three overdue projects and (2) its plan for 
ensuring that it complies with future legislative requests in a timely 
manner. 
C. OFFICE OF AIDS 

AIDS is an extremely serious public health problem. As ofJanuary 1988, 
almost 12,000 Californians have been diagnosed with the disease, and 
almost 7,000 have died. This is, 5,000, or 70 percent, more diagnosed cases 
than had been diagnosed one year ago-January 1987. The number of 
AIDS cases will continue to grow: Over half of those diagnosed with the 
disease have died, and there is no vaccine or cure. While the disease is 
currently concentrated in specific groups and geographic areas, it is likely 
to become more pervasive throughout the general population. ..' 
, Since 1983 the Legislature has passed a number of statlltes addressing 

many aspects of the epidemic. The Office of AIDS (OA) is primarily 
responsible for implementing,these activities. Its responsibilities include: 

• To contract for and monitor information and education programs. 
Currently, the OA contracts with 40 public and private nonprofit 
entities in order to disseminate information about the disease to 
different population groups. . _ ; 

• To contract for and conduct a variety of pilot projects. These pilot 
" projects are designed to (1) determine the costs and effectiveness of 

a variety of treatment alternatives and different types of prevention 
and education programs and (2) determine the costs of medical ca,re 
for AIDS. ' 

17-77312 
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• To contract' with counties, other local health jurisdictions, and 

some private nonprofit clinics to test for the AIDS virus .. 
• To survey and analyze the spread of the epidemic in California. 
• To provide technical assistance to counties and other local health 

jurisdictions in the field. 
• To coordinate the activities of different state agencies concerned 

with AIDS. Besides the OA, the state departments most actively 
involved with the AIDS epidemic are the State Department of 
Education (SDE), the Department of Alcohol and Drug Programs 
(DADP), the California Department of Corrections (CDC), and the 
Department of Mental Health (DMH). 

• To promote AIDS vaccine research and development; 
The Budget Proposal 

The budget proposes expenditures of $48.5 million, excluding federal 
special projects, in .1988-89 for the Office of AIDS. This is a decrease of 
$10.7 million, or 18 percent, below estimated spending levels in the 
current year. Table16 displays expenditures from all funds iIi the past, 
current, apd budget years. 

The $10.7 million decrease is due to the net effect of a variety of 
changes. The major. changes are: 

• A reduction of $9.5 million in funds available in the current year for 
vaccine research and clinical trials. 

• A reduction of $7.6 million in one-time-only federal funds available in 
the current year for AZT. 

• A reduction of $2.3. million in support for the San Francisco General 
. Hospital AIDS research center. . 

• An additional $4 million for education and prevention projects. 
• An increase of $2 million for confidential testing in community-based 

clinics. ' 
• An increase of $1.7 million for OA administration. 

Table 16 
Department of Health Services 

Office of AIDS 
Expenditures and Funding Sources 

1986-87 through 1988-89 
(dollars in thousands) 

Program 
Support 

Administration .............. ; ........... . 
Minority treatment and counseling .... . 
San Francisco General Hospital research 

center ................................. . 
Chaptered legislation 

Ch 23/85 (AB 488)-altemative test 
sites ................................. . 

Ch 767/85 (SB 1251) -various projects 
,Ch 1462/86 (AB 2404)-vaccine re-

search grants ...................... .. 
Ch 1463/86 (AB 4250)-vaccine 

clinical trials ........................ . 
Subtotals ............................. .. 

Actual Est. Prop. 
1986-87 1987-88 1988-89 

$2,280 
600 

140 

901 
450 

$3,913 

1,360 

3,037 a 

60 

3,491 

8. 6,050 
($4,379) ($17,911) 

$5,625 

($5,625) 

Change from 1987-88 
Amount Percent 

$1,712 43.8% 

-1,360 -100.0 

-3,037 -100.0 
-60 -100.0 

-3,491 -100.0 

-6,050 -100.0 
(-$12,286) (-68.6%) 
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Local assistance 
Infonnation and education contracts .... $4,247 $11,643 $15,628 $3,985 34.2% 
Minority treatment and counseling b •••• 600 -600 -100.0 
Home health, attendant; and hospice 

projects ................................. . 1,500 4,094 4,774 680 16.6 
Skilled nursing facility project C ••••••••• 630 730 650 -80 -11.0 
Cost -of -care study ........................ 200 
Epidemiological surveillance 

Block grants to counties ............... 2,200 4,988 4,988 
Research and statistics ................. 400 400 1,199 799 199.8 

Special studies ............................ 125 125 
Alternative test sites ..................... 3,797 6,412 2,615 68.9 
Confidential testing ...................... 500 2,500 2;000 400.0 
Homeless shelter pilot project. .......... 721 721 d 

California children's services ............ 1~100 1,100 
San Francisco General Hospital research . 

center .................................. 5,700 ·4,800 -900 -15.8 
AZT (federal funds) ..................... 7,636 -7,636 -100.0 

Subtotals ....................... : ....... ($9,177) ($41,313) ($42,897) ($1,584) (3.8%) 
Totals, excluding special projects ..... $13,556 $59,224 $48,522 -$10,702 -18.1% 

Federally funded special projects 
Surveillance and associated epidemio-

.logical surveillance ..................... $476 $1,300 $2,000 $700 53.8% 
Health education and risk reduction (in-

formation and education) ............. 352 7,500 24,500 17,000 226.7 
Alternative test sites ..................... 1,124 1,000 8,000 7,000 700.0 

Subtotals, special projects ............. ($1,952) ($9,800) ($34,500) ($24,700) (252.0%) 
Totals, all funds ........................ $15,508 $69,024 $83,022 $13,998 20.3% 

Funding sources 

Generaf.Fund ............................... $13,548 $48,097 $43,408 -$4,689 -9.7% 
Fe{ieral funds .. .............................. 1,952 17,436 34,814 17,378 99.7 
AIDS Vaccine Resource and Development 

Fund ................................... 8 3,491 -3,491 -100.0 
Special Account for Capital Outlay .. ..... 4,800 4,800 d 

• Of this amount, $1,311,000 is for tests provided in 1987-88. The remaining funds are for tests provided 
in 1986-87. . 

b In 1988-89, funds for the minority treatment and counseling project are folded into the home health, 
attendant, and hospice projects. . 

C $100,000 in 1986-87 and $80,000 in 1988-89 are for home health, attendant,.and hospice projects. 
d Not.a meaningful figure. 

In addition, the budget details $34.5 million in federal special project 
funds. This is an increase of $24.7 million, or 252 percent, over current
year federal expenditures. Because of the uncertainty of the level of AIDS 
funding that will be available in the federal fiscal year beginning on 
October 1, 1988, the DHS informs us that it is not able to estimate the 
amount that will actually be available in the budget year. 

The Administration Does Not Have a Plan for Controlling AIDS Among IV 
Drug Users' 

Currently, public health experts believe that the AIDS virus is spread
ing more rapidly among IV drug abusers (IVDAs) than among any other 
risk group. Unfortunately, these individuals are among the most difficUlt 
to reach through education and prevention programs because they 
generally are socially isolated and have a variety of other health and social 
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problems. Because of this, it takes a concentrated approach to most 
effectively control the spread of the disease in this population. Despite 
this need, our review indicates that the OA and the Department of 
Alcohol and Drug Programs (DADP) are not addressing their joint 
responsibilities for curtailing the spread of the epidemic in thispopula
tion. For our analysis concerning this issue, please see Item 4200. 

Alternative Test Site Caseload is Leveling Off 
We recommend that the Legislature delete $1,069,000 ($1 million 

from Item 4260-111-001 and $69,000 from Item 4260-001-001) requested 
from the General Fund for· additional tests at alternative test sites 
because the workload projections appear to be too high. . 

Chapter 23, Statutes of 1985 (AB 488), established the Alternative Test 
Site (ATS) program so that people who suspect that they may be infected 
with the AIDS virus can receive blood tests for antibodies to the virus at 
locations other than blood banks or plasma centers. The act appropriated 
$5 million from the General Fund to augment one-time federal funds that 
were available for the program. The funds from Ch 23/85 will be 
depleted during the current year. 

The OA contracts with 31 counties to operate ATS program~. The OA 
reimburses the counties a maximum of $44 and an average of $41 per 
persQn to cover their costs of providing (1) initial laboratory tests and (2) 
pre- and post-test counseling. The state Viral and Rickettsial Disease 
Laboratory (VRDL) provides additional (confirmatory) testing for the 
program. 

In 1988-89 the department proposes a total of $6,412,000 from the 
General Fund for county ATS programs to provide an average of 
approximately 13,000 tests per month. This is an increase of 2,000 tests pet 
month. The proposed funding level is about $1 million, or 18 percent, 
higher than estimated current-year costs. 

Chart 2 depicts the number of tests performed each month in the A TS 
program. From the beginning of the program until January 1987, the test 
sites performed an average of about 3,000 tests per month. At that time, 
the number of tests performed per month began to shoot up, peaking at 
almost 12,000 in August 1987. Since August, however, the actual number 
of tests per month at testing sites has dropped. The OA estimates that 
during the last three months of 1987, monthly workload dropped below 
10,000 tests per month. 

This more recent utilization information leads us to believe that in 
1988-89 the OA will not need funds above those budgeted for the 
current-year workload of about 11,000 tests per month. Moreover, new 
funds available for confidential testing may divert some individuals from 
the alternative test sites to community-based clinics. For the budget year, 
the department is requesting an additional $2 million for 50,000 confi
dential tests performed at community-based clinics. Presumably, some 
individuals will be tested in these clinics rather than at alternative test 
sites. . 

For these reasons, we recommend the deletion of $1,069,OOOrequested 
from the General Fund for additional testing at alternative test sites. . . 
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Chart 2 

Testing at Alternative Test Sites " 
Number of Tests Per Month and Positivity Rate 
June 1985 through December 1987" 
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a Estimated for September 1987 through December 1987. 

Possible Access Problems in County Testing Programs 
We recommend that the department report prior to budget hearings 

on the reasons/or differences in county ATS programs, and whether 
these differences are the result of problems with access' to testing for 
high-risk populations. 

In general, county A TS programs are similar in that they provide 
anonymous blood tests and pre- and post-test counseling. However, 
counties have discretion in deciding how many test sites to maintain, how 
many days and hours each site is open for testing, and how to operate the 
testing program. How a county administers its program may have an 
effect on access to tests. For example, individuals may be discouraged 
from taking the test by limitations on locations and hours, and waiting 
times for apRointments. 

Although the ATS program was designed originally to divert individ
uals at high risk of being infected from blood banks, our review indicates 
that the program has changed to one that serves individuals who are at 
very low risk of being infected. Chart 2 indicates that as the number of 
individuals tested has grown, the percent of persons testing positive (the 
positivity rate) has declined dramatically. However, counties vary signif
icantly in terms of the number of tests performed in relation to their total 
population and in the positivity rate of the tested population. For 
example: " 

• Proportion of Population Tested. From June 1985 to September 
1987, San Diego County, with 8 percent of the state's population, 
accounted for 11 percent of the tests performed. In contrast, Los 
Angeles County, with 31 percent of the state's population, accounted 
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for 21 percent of the total tests performed. The proportion of tests 
provided in Los Angeles County is lower than expected, based on the 
percent of AIDS cases that have been diagnosed in that county. 

• Rates of Positivity. Among the counties providing more than 200 
tests in September 1987, the positivity rate ranged from -2.3 percent 
in Kern to a high of 10 percent in Los Angeles. _ 

These data may indicate differences-and problems-in access to 
testing that result from differences in county administrative procedures. 
The department was not able to explain the variations. It does not 
analyze ATS data in order to determine if there are differences among 
counties, why the differences occur, and what the differences imply 
about access. 

Because these differences may indicate problems in access due to 
county administrative procedures, we recommend that the department 
report prior to budget hearings about the differences in county A TS 
programs, why they occur,and what steps it will take to determine 
whether counties are providing adequate access to testing for high-risk 
individuals. " 

Budgeting Practices for State-Supported AIDS Testing Need a Complete 
Overhaul 

We recommend that prior to budget hearings, the department submit 
to the fiscal committees information on the budget for AIDS-related 
laboratory testing. .. 

As part of its AIDS-related activities, the state Viral and 'Rickettsial 
Disease Laboratory (VRDL) provides laboratory support for a number of 
programs that test for AIDS virus . infection. In 1988-89 both the OA I:lJld 
the VRDL budgets propose additional funds for the VRDL. Specifically: 

• The VRDL proposes a,n increase of approximately $255,000 and five 
positions. In total, the VRDL would have approximately $560,000 and 
11 positions to perform AIDS-related testing in 1988-89.,This amount 
does not include staff who support VRDL research, such as its virus 
isolation studies. . 

• The OA requests an additional $217,000 and thre.e positions to 
support testing by the VRDL. Of this amount, $117,000 and three 
positions will support state epidemiological studies. The remaining 
$100,000 would be used to purchase laboratory slips and other 
supplies to support confidential testing. . 

We are unable to evaluate any of these requests for AIDS-related 
testing in the VRDL. This, is because the two budget proposals are 
inconsistent in (1) their estimates of how many tests will be performed, 
(2) their estimates of how many tests will require VRDL support, (3) 
their. workload standards for testing, and (4) the way the tests have been 
reimbursed or accounted for within the OA and the VRDLbudgets. 

Below we present (1) a review of the different testing programs, (2) 
the VRDL's involvement in each, (3) the way they are funded and 
budgeted at the state level, and (4) some additional detail on the 
problems that result from the current procedures for planning and 
budgeting. _ 

State-Supported AIDS Antibody Testing. An AIDS antibody test is 
actually a series of tests. If the initial test, called an ELISA test, is positive, 
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it is followed by confirmatory tests, including at least one repeat ELISA 
test and-if the repeat ELISA testis positive-a Western Blot (WB) or 
Immunofluorescent Assay (IFA). The VRDL most often performs con
firmatory testing but may perform the initial test as well. The VRDL's 
responsibilities also include quality assurance of tests performed by local 
laboratories. 

Specifically, the OA's and VRDL's involvement in testing is as follows: 
• Alternative Test Sites. In this program, the OA reimburses counties 

for providing anonymous testing. The OA projects that approxi
mately 156,000 individuals will be tested through this program in 
1988-89. The OA reimburses counties an average of $41 per person if 
the counties provide only the initial testing and $44 if the counties 
provide both initial and confirmatory tests. For the most part, the 
VRDL performs the confirmatory tests using funds in its budget. The 
VRDL estimates it will provide 8,000 confirmatory tests in 1988-89 for 
the ATS program. This is about the same level of support the VRDL 
estimates it will provide in the current year. 

• Confidential . Testing. In this program, the OA reimburses 
community~based' clinics to provide confidential testing. The OA 
proposes to fuhd 50,000 of these tests in 1988-89, an increase of 49,500 
over the number of tests funded in the current year. The OA 
proposes to reimburse community clinics $35 per. person. This 
reimbursement rate would cover the costs of both initial and 
confirmatory tests. The budget contains $2 million from the General 
Fund for this purpose. It is not clear whether the VRDL will be 
providing confirmatory testing for clinics. The OA proposal contains 
$100,000 for laboratory slips and other la1?oratory support that would 
be needed by the VRDLto perform these tests. However, neither 
the OA nor the VRDL requested any staff to actually perform 
confirmatory tests for this program. There is no mechanism in place 
for the clinics to reiinburse the state laboratory for these tests. 

• County Epidemiological Studies. County health departments per
form tests in conjunction with epidemiological studies. The VRDL 
performs initial 'testing for some counties and confirmatory testing 
for most counties. In 1988-89 the VRDL estimates that it will perform 
approximately 53,000 tests for counties, an increase of 18,000 from the 
current year. There is no mechanism in place for counties to 
reimburse the state laboratory' for these tests. 

• State Epidemiological Studies. The OA initiates a variety bf epide
miological studies that require VRDL laboratory support. The VRDL 
estimates that it will perform 4,500 such tests in the current year. It 
proposes to expand these tests by asmahy as 40,500 in 1988-89. The 
VRDL budget does not include any support for testing related to 
state epidemiological studies, however. The OA budget includes 
$117,000 for three public health microbiologists who will be working 
at the laboratory to perform these tests. 

Confusion Abounds in AIDS-Related Testing Proposals. Some spe~ 
cific examples. of the confusion and conflict reflected in the budget for 
AIDS laboratory testing are as follows: 

• The budget does not include any funds for increased VRDL 
'support of anonymous testing. The number of tests provided in the 
ATS program has risen from an average of 3,000 per month prior to 
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January 1987 to 10,000 per month in the" current year. Although the 
Legislature approved two positions and $110,000 for the VRDL in the 
current year, the funds were never added due tOil budgeting error. 
The VRDL cannot tell us how it absorbed this workload. It,is riot 
requesting any new funds or staff for this program in 1988-89. . 

• The budget does not. propose staff to handle, the laboratory 
workload associated with increased confidential testing. The OA 
budget requests an augmentation to pay for 49,500 tests thrO.ugh 
commimity-based clinics. The budget proposes funds fox: materials 
but does not propose staff to' support ;increased confirmatory..testing 
workload in the lab. Neither the OA nor the VRDL could estimate 
what this increased workload will be. ' , 

.. The VRDL ciinnotlustify its estimate of increased test,ing related to 
county epidemiological studies. The VRDL'sbudget proposes staff 
to ~erform .17~00<? new .tests res~~g fro~ county,epidemi?logic~ 
testing. ThIS IS mconslstent WIth ItS estimate' that cO.unties WIll 
request 18,000 tests. Moreover, the departn:t~ntcouldnot explain the 
basis foJ," either estimate. Counties are not receiving more furids from 
the state to do these tests; and with the OA funding more ,tests 
through community-based clinics and more tests through its own 
epidemiological studies, we believe ,it is unlikely that the counties 
will increase their testing efforts by this amom;tt. , 

• It does not make sense for the OA to, reque~t positions in its budget 
" to work in the VRDL. The OA is requesting three positions in its 

budget for AIDS testing, while the VRDL is requesting an additional 
five ,positions in its budget to perform similar duties. '.' 

• The OA and the VRDL have inconsistent workload standards for 
VRDL support of testing programs. The OA budget requests three 
new positions in the VRDL to support testing related to state 
eridemiological studies., This request is based on a workload,standard 
o approximately 15,000 tests per year per position. In its request for 
testing 'in support of county epidemiological studies, the VRDL 
proposes staff based on a work1,oad of approximately 6,500 ELISA 
tests per year per position and 1,375 WB/IFA tests per year per 
position, " 

• The OA is proposing inconsistertt reimbursement policies for its 
different testing programs. The, OA proposes to reimburse 
cOmmunity-based clinics $35 for the costs of initial and confirmatory 
testing, while it proposes to re4nburse county alternative test sites an 
average of $41 for. the initial test and $44 for the initial and 
confirmatory tests combined. The OA could not explain the. reasons 
for this discrepancy ;in levels. of reimbursement. 

Because of these conflicts, we recommend that the department 
reconcile these problems and report to the fiscal' committees regarding 
the budget for AIDS-related laboratory testing. The report should 
include: 

• Estimates of the number of tests to be performed ill both the current 
and budget years in each of the programs needing testing support. ' 

• Estimates of the number of initial, and confirmatory tests the VRDL 
will perform in both the cl,Jrrent and budget years for each of these 
programs. 
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• Costs to the VRDL to perform these tests, based on consistent 
workload standards. , 

• A plan for reimbursing county A TS programs and clinics for testing 
. " that involves (1) consistent reimbursement rales and (2) consistent 

budg~ting for confirmatory tests. For example, the OA could reim
burse county ATS programs and community clinics at rates that 
reflect initial testing costs only. The VRDL would then budget for 
the costs of confirmatory testing in its own budget. Alternatively, the 
OA could include. confirmatory testing as a component of its rates, 

. and the VRDL could develop a mechanism for obtaining reimburse-
ments when it performs confirmatory tests. 

• A plan for budgeting for VRDL support of AIDS-related testing 
programs ona consistent basis. We believe it makes sense for the 
VRDL to budget for its own positions and. supplies based on OA 
~stimates of the number of tests that will be performed, rather than 
the OA budgeting for positions and supplies for the laboratory in its 
own budget. 

H~melessProposal Ne~ds. StrIJdure 
We recommend that;prior to budget hearings, the department submit 

a plan to the fiscal committees regarding its pilot project for homeless 
persons with AIDS and AIDS-Related Complex. '.' . 

The budget proposes :$721~OOO from the General Fund in order to 
initiate a pilot project for homeless persons with AIDS and AIDS-Related 
Complex (ARC). The depar~ent proposes to fund two projects,one in 
the Bay area and one in Los Angeles, and a study that would evaluate the 
project's effectiveness. 

Studies have shown. that· there are many homeless persons with AIDS 
and ARC in these two. urban areas and that homeless individuals are at 
much higher risk of having AIDS or ARC than are persons who.are not 
homeless. At the time we prepared this analysis, however, the OA was not 
able to provide us with any details about how its proposed program: woUld 
be implemented. We believe these details are important for the'Legis
lature to review because (1)· there are a variety· of possible approaches for 
such a project, (2) the approach selected may affect the OA's ability to 
spend the funds in the' budget 'year, and (3) there are other funds 
available for homeless projects through the department of Housing and 
Community Development (HCD) and other agencies thatthe OA should 
take into account in planning its approach. . ' 

In order·' to determine its approach, we believe the OA needs to 
consider· the following specific issues: 

What is the target population? The projects will require a different 
approach and different types and levels of resources depending on the 
type of population served. For example, the projects could target persons 
wno have lost their homes asa result of their illness, or, alternatively, 
persons who would be homeless whether or not they had AIDS or ARC. 
The latter population is likely to be much poorer and to have. a vari~ty of 
medical and social problems, such as drug abuse. These individuals are 
likely ta be difficult to reach an<;l to educate, yet be at much higher risk 
for spreading the vitus. . . 

Another targeting issue concerns the level of illness. If the individuals 
targeted are relatively' healthy, they could live in hotels or smaller 
congregate housing. If they are less healthy, they would need the level of 
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services provided by intermediate care facilities (ICFs) or skilled nursing 
facilities (SNFs). . 

Will the project fund separate facilities or will it provide rental 
subsidies? If it supports separate facilities, would they be new or 
existing programs? Either of the populations described above could use 
separate facilities or rental subsidies. However, if the OA chooses to fund 
facilities, there are a number of issues to consider. For example, a number 
of homeless projects have received funding and have had difficulty 
spending their funds due to problems finding a location and obtaining the 
necessary zoning permits. Delays in obtaining appropriate permits and 
licenses would compound these problems. 

Supporting expansion of existing projects may be the best way to 
ensure expenditure of funds in the budget year. There are several 
facilities throughout the state that serve persons with AIDS or ARC who 
might otherwise be homeless. 

How will the OA project interact with other programs to serve the 
homeless population? There are various state programs serving homeless 
persons. In addition, the federal government recently provided approx
imately $56 million to California for programs that serve the· homeless. 
Approximately $1.5 million of this amount is available for permanent 
housing and supportive services for the "handicapped," andapproxi
mately $19 million is available for emergency shelter programs. The OA 
should work with the HCD and local agencies that provide services to the 
homeless to minimize service duplication and maximize the project's 
effectiveness. (For further discussion of programs for the homeless, 
please see Part Three of The 1988-89 Budget: Perspectives and Issues.) 

In order to .fa. cilitate legislative review of this proposal, we recommend 
that the department consider these issues and report prior to budget 
hearings on its plans to. spend the homeless pilot project funds. 

No Spending Plan For Special StudiesFu~ds 
We recommend that the Legislature delete $125,000 from the General 

Fund budgeted for special studies because the OA has no plans to use 
the funds (Item 4260-11l-001}. 

The budget includes $125,000 for special AIDS-related projects. This is 
the same amount included in the current-year budget. In addition, the 
budget proposes an augmentation of $1.4 million ($575,000 in support and 
$800,000 in local assistance) for special studies. 

In its proposal for the current-year funding, the department indicated 
that the $125,000 would be used for special studies subject to legislative 
approval. The department advises that it now has no plans. to use these 
funds in either the current or budget years. 

Because the department does not have a spending plan for these funds, 
we recommend that the Legislature delete the $125,000 from the OA 
budget. 

Pediatric AIDS Funds Unspent 
We recommend that the dePartment report to the fiscal committees 

prior to budget hearings on its plans to spend the funds budgeted for 
pediatric AIDS. . 

~ The 1987 Budget Act contains $1.1 million for the California Children's 
Services (CCS) program to fund the health care costs of HIV-infected 
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infants and children. Budget Act language also required the DHS to 
ensure that HIV-infected children would be eligible for the CCS pro
gram. The budget proposes the same level of expenditure in 1988-89. For 
both years the funds appear in the OA's budget, even though the CCS 
program.is responsible for spending them. 

Currently, children who have been diagnosed with AIDS or AIDS
Related Complex (ARC) are eligible to receive CCS services. The 
department is not able to estimate how many children with AIDS or ARC 
are receiving these services. However, the department advises that it has 
asked counties to begin to collect this information. 

As ofJanuary 1988, the CCS program had not determined how it would 
spend these funds in either the current or budget years. There are a 
number of options for using these funds. For example, the department 
could fund model treatment programs for children with AIDS or ARC. 
Alternatively, the department could fund follow-up services for children 
of infected mothers who have not yet become ill themselves. 

We recommend that the OA and the CCS program inform the 
Legislature (1) what they plan to do with these funds in the current and 
budget years and (2) why the funds are budgeted within the OA's 
budget., 

Sari Francisco General Hospital AIDS Research Center 
We withhold recom;"endation on $4.8 million from the Special 

Account for Capital Outlay proposed for· the San Francisco General 
HospitatAIDS Research Center pending receipt of additional infor
mation (Item 4260-111-036). 

The budget proposes $4.8 million from the Special Account for Capital 
Outlay for. the final construction phase of the San Francisco General 
Hospital AIDS research center. The budget reflects expenditures of 
$7,060,000 from the General Fund in the current year for this purpose
$5.7 millionJrom the 1987 Budget Act and $1,360,000 reappropriated from 
the 1986 Budget Act; 

The department has been unable to verify the construction cost 
because preliminary plans have not been developed. Therefore, we 
withhold recommendation on this proposal pending receipt of the 
preliminary plans and cost estimates. 

Hiring of Health Education Consultants Is Slow 
Through its education and prevention. and various testing programs, 

the OA is responsible for contracting for and providing AIDS-related 
education to the general population, as well as to targeted risk groups 
such as homosexual men and· IV drug abusers. To administer these 
programs, the OA uses a number of health education consultants (HECs) 
who for the most part have a master's level degree in health education. 

In the current year, theOA has authorized 16 HECs-14 in its 
education and prevention unit and 2 in its anonymous testing unit. The 
budget proposes 2 more HEC positions, 1 in the education and preven
tion unit and one for its confidential testing program. 

As ofJanuary 1988, the OA had not filled 6 ofits 14 currently authorized 
HEG positions in the education and prevention unit. The OA advises that 
it is not able to fill these positions because there are very few HECs on 
state civil service lists. In order to fill these positions, the OA will have to 
(1) fill them temporarily with non-civil service employees, (2) fill the 
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positions with a less specialized class of worker, or (3) schedule a civil 
service exam in order to expand the number of qualified persons eligible 
to fill these positions. 

Each of these approaches has advantages and disadvantages. For 
example, the OA could fill these positions more quickly with less 
specialized employees, but they might lack the expertise necessary to do 
the job correctly. Similarly, it could wait to illl the positions with 
appropriately trained individuals until it scheduled a civil service exam, 
but this approach would take quite some time. Filling the positions with 
temporary workers may result in a lack of continuity. 

The. department has not determined which of these approaches it will 
choose. 

D. LABORATORY SERVICES, ENVIRONMENTAL HEALTH, AND 
PREVENTIVE MEDICAL SERVICES 

Laboratory Certification Fees 
We recommend the enactment of legislation requiring the Depart

ment of Health Services to adopt regulations that increase the fees for 
hazardous materials laboratory certification to cover program costs. 

Chapter 1209, Statutes of 1982, requires any laboratory analysis of 
hazardous materials to be performed by a laboratory certified by the 
department as being competent and equipped to perform the analysis. 
Chapter 1209 set the fees for certification at $600 for the initial certifica
tion and $500 for annual renewals. All fee revenues are deposited in the 
Hazardous Waste Control Account. Existing law requires the department 
to adjust these fees each year based on buageted increases in 
department-wide costs. As a result of these adjustments, the fees have 
been increased by 15 percent since 1982. 

In the current year, the department estimates it will collect revenues 
of approximately $70,000 from fees and spend approximately $420,000 to 
certify laboratories. Thus the fee revenue covers only 16 percent of 
program costs. In addition, the budget requests $175,000 and three 
positions to expand the laboratory certification program. If this funding 
request is approved, the fee revenue would cover roughly 12 percent of 
the program costs. . 

Our analysis indicates that the fees should be increased to cover the full 
cost of the program. The department could provide no justification for 
the laboratory certification fees to continue to be significantly lower than 
the cost of operating the program. According to the department, these 
are large laboratories with gross revenues generally ranging from $5 
million to $10 million annually. In addition, according to the department, 
the number of laboratories requesting certification is increasing, which 
would reduce the fee for each laboratory. Therefore, we recommend the 
enactment of legislation requiring the department to adopt regulations 
that increase the laboratory certification fees to cover the full cost of the 
certification program. 

When Will There Be Enough Space For New Laboratory Positions? 
We withhold recommendation on $3.1 million and 32.5 positions 

requested for expanding the hazardous materials laboratory, pending 
decisions on where the additional positions will be located and when 
the new space will be available. 
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The budget proposes $3,050,000 and 32.5 new positions to expand the 
hazardous materials laboratory and the laboratory accreditation program 
($2,971,000 in public health units and $79,000 in the Administration 
Division). The hazardous materials laboratory supports the Toxic Sub
stances Control Division. As the scope of the division's activities have 
increased over the last several years, so has the laboratory workload. The 
budget request would provide sufficient resources to meet the current 
level of laboratory support needed by the toxics division. Our analysis 
indicates that the workload justifies the need for the additional positions. 

Space Problems. The department intends to place 28.5 of the new 
positions in Berkeley, where the main hazardous materials laboratory is 
located. The Berkeley labomtory, however, has no additional space for 
the new positions. Over the last few years, the department has been 
reviewing several options for expanding all of the department's labora
tory space, including the hazardous materials laboratory. In November 
1987, we reviewed the department's most recent lease proposal-for 
28,000 square feet to accommodate 86 positions-and had several major 
concerns about the proposal. For example, we questioned: 

• Why the department was proceeding to lease lab space without (1) 
considering the potential for a lease/purchase option and (2) 
providing a detailed explanation and fiscal estimate of all building 
modifications, as required by the Supplemental Report of the 1986 
Budget Act. 

• Why the per-square-foot costs were so high. The new space will cost 
$3.24 per square foot per month (including amortization of a $381;000 
lump-sum payment) compared to $0.81 in the existing buildings. 

• Why the department limited itself to a two-mile radius around the 
existing laboratory building when looking for additional space. 

The department submitted its response to our concerns on January 27, 
1988. Due to the department's delay in responding to our comments, we 
were unable to review the information in time for the analysis of this 
budget request. Until the laboratory's space problems are resolved, we 
cannot evaluate the department's budget proposal. This is because (1) 
the proposed new staff could not be hired until additional space is 
available and (2) the amount of rent funds needed may vary significantly 
depending on the location and price of the space obtained. As a result of 
these uncertainties, we withhold recommendation on $3.1 million re
quested for the hazardous materials laboratory. 

Inappropric:ite Funding Sou,rce for Site Mitigation Activities 
,We recommend the Legislature (1) reduce Item 4260-001-014 (Haz

ardous Waste Control Account), by $577,000 and (2) increase Item 
4260-001-710 (bond funds) bV the same amount, in, order to use the 
appropriate funding source for site mitigation activities. 

The budget requests $5,039,000 from the Hazardous Waste Control 
Account (HWCA) to provide additional technical support for the Toxic 
Substances Control Division by increasing funding for (1) the laborato
ries ($3,050,000) and (2) epidemiological studies and risk assessment 
($1,989,000) . 

Both budget requests would provide support for each program area of 
the toxics division, including the hazardous waste regulatory program, 
alternative technology development, and site mitigation. There are three 
main funding sources for these programs. The HWCA is the primary 
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funding source for the hazardous waste regulatory program and alterna
tive technology development. The Hazardous Substance Cleanup Fund 
(bond funds) and the Hazardous Substance Account (HSA) support the 
site mitigation program. 

Although the proposed augmentations would support all program 
areas, the budget proposes to fund the augmentations· entirely from the 
HWCA.· Based on our review of the budget requests and current funding 
sources supporting these programs, we estimate that 29 percent 
($577,000) of the epidemiological studies / risk assessment funding request 
and 27 percent ($824,000) of the laboratory funding request is. for site 
mitigation activities. Accordingto the department, all program expansion 
for site mitigation must be funded by bond funds because the HSA is fully 
committed to existing programs. Therefore, to use the appropriate 
funding source for epidemiological studies/risk assessment support of site 
mitigation activities, we recommend a reduction of $577,000 from Item 
4260-001-014 and a corresponding increase in Item 4260-001-710. We will 
make a final recommendation on laboratory funding when we complete 
our analysis of the department's laboratory space proposal (see the 
previous issue). 

Drinking Water Standards-Behind Schedule and Uncertain Future 
We recommend the department report prior to budget hearings on 

the performance and future resource needs of its drinking. water 
standards program. 

Since 1985-86 the Public Water Supply Branch and the Hazard 
Evaluation Section have cooperated in the development of maximum 
contaminant levels (MCLs) for contaminants found in drinking water. 
The MCLs are enforceable treatment standards that the department 
imposes on water systems to ensure water quality; The 1985 Budget Act 
appropriated $4,008,000 from the General Fund for the department to 
develop 35 MCLs by the end of 1987-88. The majority of this funding 
($3,452,000) was a one-time appropriation for contracts to prOvide 
toxicological and engineering assessments for the 35 chemicals. The 
remaining funding ($466,000) was for ongoing support of state·personnel 
who (1) oversee contracts, (2) review the final risk assessments and 
technological feasibility studies, and (3) develop and adopt the regula
tory standards. 

Adoption of MCLs Significantly Behind Schedule. The department 
was scheduled to adopt approximately 10 MCLs each year from 1985-86 
through the current year. As of February 1, 1988, not one MCL had been 
adopted or even released for public comment. According to the depart
ment, proposed regulations have been developed for 14 substances, but 
all have been held up in the administrative review process. For example, 
the regulatory package for dibromochloropropane (DBCP) has been 
under review for at least nine months. The department could not provide 
a schedule for public hearings on the proposed regulations. Considering 
the long internal delays in reviewing. the regulations, it aI>pears that 
public hearings for the majority of the 35 proposed MCLs will not occur 
until at least 1988-89 . 
. Are There Sufficient Resources to Continue the MCL Program? 

Future program activities for the MCL program involve (1) adopting 
final regulations for the original 35 substances and (2) reviewing and 
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adopting standards for additional substances. Continuing the program 
past 1987-88 presents a funding problem because the majority of the 
current funding comes from a one-time appropriation in 1985-86 that 
expires after the current year. Funding will continue for seven technical 
positions in the budget year. 

The department indicates that these seven positions will be sufficient 
to complete work on the original 35 MCLs and develop additional 
standards. The additional standards would be significantly less costly to 
prepare because the department intends to rely on standards being 
developed by the federal Environmental Protection Agency (EPA). 

Our analysis indicates, however, that this level of effort may not be 
sufficient because the federal standards may not meet California's needs. 
For example, (1) the federal program may not address substances that 
are of concern in California, (2) the state may want to ac!opt a more 
stringent standard when a substance is of more concern in California than 
the nation in .general, and (3) the federal schedule for reviewing 
substances of greatest concern to California may not be fast enough. 

The department has not been able to provide sufficient information to 
allow us to verify that the EPA program is addressing California's needs. 
For example, the departm. ent has not been able to provide (1) a list of 
chemicals to be addressed by the EPA and the EPA's schedule for 
addressing. them and (2) a list of the highest-priority chemicals of 
concern to California for which standards are needed. 

In order to facilitate legislative review of the performance and resource 
needs of the drinking water standards development program, we recom
mend the department report prior to budget hearings on (1) the reasons 
it has not met its commitment to adopt standards for 35 substances by the 
end of 1987-88, (2) its schedule for adopting the 35 standards, (3) the 
additional chemicals of concern to California for which standards are 
needed and the resources needed to adopt these standards, and (4) the 
EPA's schedule for addressing chemicals of concern to California. 

Fishermen Should Pay For Shellfish Monitoring 
We recommend a reduction of $508,000 from the General Fund (Item 

4260-001-001j and a corresponding increase in reimbursements/rom 
the Fish and Game Preservation Fund· in order to use the appropriate 
funding source for the shellfish monitoring program. 

The budget requests $513,000 from the General Fund for the shellfish 
monitoring program. This is an increase of $357,000 over estimated 
current-year expenditures of $155,000. A portion of the program costs 
($5,000) are offset by fees charged to commercial harvesters of shellfish. 
The shellfish monitoring program involves monitoring (1) water quality 
in areas where shellfish are commercially grown and (2) paralytic 
shellfish poisoning (PSP, or red tide) in order to prohibit sports harvest
ing of shellfish during. periods when PSP levels are high. 

Our analysis of the shellfish monitoring program indicates it is of 
primary benefit to fishermen and therefore should be funded by the Fish 
and Game Preservation Fund (FGPF) and not the General Fund. The 
FGPF receives revenues from fishing and hunting licenses and supports 
the majority of the Department of Fish and Game activities. We 
therefore recommend a reduction of $508,000 from the General Fund and 
a .corresponding increase in reiml:>ursements from the Department of 
Fish and Game (Item 3600) for this program. 
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'Administration's Nuclear Response Proposals Not Coordinated 

Werecomrnend that prior to b,,;o,get hearings, the administration 
submit to the fiscal committees' information, related to the planning 
q,nd implementation of thefinal two phases of the state nuclear 
response plan.' ' , 

The budget proposes to augment expenditures in the Office of 
Emergency Services (OES) by $200,000 from: the Nuclear Planning 
Assessment Special Account (NPASA) to implement Ch 450/87, which 
increased fees collected.fromnuclear power utilities in order to pay for 
completion of the final two components of the state's nuclear response 
plan. The OESbudget proposes to use $60,000 of this amount for one 
positiQnand related expenses. It proposes to use the remaining $140,000 
to reimburse the DHS for Chapter 450 activities. The ·DHS budget 
reflects reimbursements of.a'different amount-$205,OOO-for this pur-
pose. ' 

The OES indicates thatitintends to spend approximately $100,000 in 
the current year to implement Chapter 450. It intends 'to seek authori
zation for these expenditures through the Section 28 process. It indicates 
thatit intends to use $80,000 of the $100,000 to reimburse the DHS.The 
DHS budget reflects reimbursements of $105,000 for Chapter 450activi-
ties. . 

Background. The OEScurrently assesses fees on utilities operating 
nuclear power plants in order to fund'costs related,to developing the 
state and local emergency response plans required by the federal Nuclear 
Re.ln1latory Commission (NRC). , The NRC requires that state plans 
address three components: (1) evacuation or sheltering the population 
living in the fallout pattern, or plume (the plume phase), (2)' evaluation 
of hazards resulting ·from contamination of· food, livestock, and other 
ingestible products (the ingestion pathway phase), and"(3) evaluation of 
environmental risks associated with reentry and occupation (the recov~ 
ery phase). The OES and DHS have completed the plume phase of the 
required plan. '. 

Chapter 450; Statutes of 1987; authorized the OES to increase thefees 
collected from nuclear power utilities in order to generate up to $200,000 
annually to be used for development and maintenance of the ingestion 
pathway and recovery components of the plaii:' The measure specified 
that up to the entire amount ofthe increase may be used to support the 
DHS planning activities. The. DHSindicates that it is the lead agency for 
these two last phases of planning. ' ' 

,Current .. Year Activities. At the time this analysis was prepared, the 
OES had not yet determined, the activities it would conduct with the 
funds it anticipates requesting in the current year. The DHS intends to 
use its current-year allocation to develop the ingestion pathway phase of 
the plan. Specifically, the funds would be used to (1) establish' 2.5 
positions to (a), develop the state plan and procedures, (b) \ coordinate 
state and local activities,and, (c) train state and . local agency personnel 
and (2) contract with theCallforniaState University System (CSUS) for 
production. of training materials. . ' , . 

Budget-Year Activities. The position proposed by the OES would be 
responsible. for' implementation of the ingestion pathway phase of the 
state's plan. Specifically, the' position would (1) develop the state plan 



Item 4260 HEALTH AND WELFARE / 519 

and procedures, (2) coordinate state and local activities, and (3) train 
local agencies. . . 

The DHS reports that its reimbursements from the OES would be used 
to develop the recovery component of the plan. Specifically, it would use 
the funds to (1) purchase equipment for monitoring the areas surroUnd
ing nuclear power facilities, (2) continue the 2.5 positions to (a) develop 
the state plan and procedures, (b) coordinate state and local activities, 
and (c) train state and local agency personnel, and (3) contract withthe 
CSUS for production of training materials. In addition, the DHS staff 
would continue to coordinate with state and local agencies regarding 
implementation of the ingestion pathway component of the plan. 

Contradictions and Duplication in Administration's Proposal. We 
found a substantial amount of conflict and I or duplication among the 
budgets andresponsibilitiesproposed'for the OES and DHS during both 
the current and budget years. The OES and the DHS were unable to 
resolve the following questions: .'. . . 

1. How .much does the administratiof1, .intend to spend during the 
current and budget years? The OES and DHS budg€(ts contain conflicting 
assumpti9ns regarding 1988-89 spending. The two agencies also appear to 
have different assumptions regarding spe~ding in the current year .. 

2. Who will d(Jvelop the ingestion pathway phase of the. state plan and 
by when? The DHS reports that it will work with state and local agencies 
to develop this phase of the plan in the current .year and implement it in 
1988-89. However, the OES reports that it will develop the ingestion 
pathway phase oftheplan during 1988-89. . . . 

3. When will the recovery phase. of the state plan be developed? 
Because the OES and DHSare unable to agree on whether the j.ngestion 
path~ay phase of the plan will be developed during the current or .the 
budget years, we were unable to ascertain exactly. when the recovery 
phase of the plan would be initiated and completed. 

Ou.r analysis indicates that the administration has failed to prepare a 
coordinated phm for completing the final two phases of the state's nuclear 
response plan. We therefore recommend that the administration submit 
to the fiscal committees, prior to budget hearings, (1) revised budgets 
that reconcile the discrepancies we have identified and (2) a work plan 
that delineates responsibilities of the two agencies involved and identifies 
a schedule for plaiming and implementing the final two phases of the 
state nuclear response plan. 

Administration Fails to Provide Timely Information on Proposed Program 
Expansion 

We withhold recommendation on $1.4 million from the General 
Fund proposed for the expansion of the cancer registry program 
because the administration did not provide the information necessary 
to evaluate the proposal in a timely manner. . .. 

The budget proposes a General Fund augmentation of $1,448,000 in 
order to expand the state's cancer registry. The department currently 
collects data on the incidence of cancer in 36 California counties 
containing approximately 80 percent of the population. Thec'ancer 
registry is designed to track the incidence of cancers . in order to 
deteIJnine whether environmental factors are causing them. "" 

Chapter 841; Statutes of 1985 (AB 136), requires the department to 
expand the registry statewide with (1). all regional registries being 
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initiated by July 1, 1988 and (2) the registry being fully operational by 
July 1, 1990. The 1988-89 budget reflects initial expansion to all 58 
counties. " 

We were unable to complete our review ofthis budget proposal by the 
time this analysis was prepared because the administration did not submit 
information in a timely manner concerning the particulars of how the 
expansion will be implemented. Therefore, we withhold recOIIimenda
tion on $1,448,000 from the General Food proposed for the expansion of 
the state's cancer registry. ' 

Vaccine Purchase 
We recommend that the department prov:;de the fiscal committees, 

prior to budget hearings, an explanation of-how it proposes to obtain 
$333,000 for vaccine purchases from Older Americans Act funds. 

The budget proposes an augmentation of $440,000($107,000 from the 
'General Fund'and $333,000 from federal Older Americans Act funds) for 
the immunization program in order to purchase additional influenza 
vaccines' for local distribution and permanently establish a program for 
distributing pneumococcal vaccine. ' 

The immunization program purchases vaccines and distributes them to 
local health departments for administration t() seniors and other individ
uals at high risk for influenza and pneumonia. The department estimates 
that it will distribute 525,000 doses of influenza vaccine during the 
current year. Influenza vaccines are given annually. The department has 
operated a pilot program for distributing pneumococcal vaccines during 
1986,87 and 1987-88. These vaccines need only be given once in order to 
sustain protection from 23 out of the 80 different types of pneumonia. The 
department estimates that it will distribute 35,000 to 40,000 doses of 
pneumococcal vaccine during the current year. 

The budget proposes an augmentation for these programs totaling 
$440,000. This amount consists of: 

• A one-time augmentation of $105,000 to eliminate a "funding short
fall" that has accumulated in the influenza program as vaccine costs 
have increased by more than the Budget Act appropriation. Asa 
result of the scheduling of the vaccine purchases, the program has 
been able to cover increased costs using funds from the next year's 
appropriation. This practice has resulted in an accumulated shortfall 
of $105,000. 

• $160,000 for the influenza vaccine program to pay for cost increases 
and increase the number of doses purchased by 4.9 percent. The 
department indicates that the actual cost of purchasing the addi
tional influenza vaccines may change. 

• $175,000 to establish an ongoing program of providing pneumococcal 
vaccines to 55,000 individuals annually. 

Our analysis indicates that the department's proposal to establish a 
pneumococcal vaccine program and support the influenza vaccine 
program is a worthwhile one. These vaccines offer a low-cost method of 
preventing serious, and costly illnesses. 

However, our analysis indicates that the department cannot support 
the program with $333,000 in Older Americans Act, (OM) funds as the 
budget proposes. Current federal law does not authorize the state to 
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sQend OAA funds in this manner. The federal government requires that 
all OAA funds be provided to local Area Agencies on Aging through the 
Department of Aging. The department could not explain how it would 
obtain these OAA funds. 

We recommend that the departmerit provide the fiscal committees, 
prior to budget hearings, an explanation of how it proposes to obtain 
$333,000 for vaccine purchases from Older Americans Act funds. 

4. TOXIC SUBSTANCES CONTROL 
The Toxic Substances Control Division regulates hazardous waste 

management, cleans up sites that have been contaminated by toxic 
substances, and encourages the development of treatment and disposal 
facilities as alternatives to waste disposal onto land. 

Table 17 displays the expenditure and funding sources for the toxics 
division in the prior, current, and budget years. ~ 

Table 17 
Department of Health Services 

Toxic Substances Control Division 
Expenditures and Funding Sources 

1986-87 through 1988-89 
(dollars in thousands) 

Programs 
Hazardous Waste Management and 

Planning 
Hazardous Waste Control Account ...... . 
Hazardous Waste Management Planning 

Subaccount. ........................... .. 
Federal funds (support) ................ .. 

Subtotals ................................ . 
Site Mitigation 

General Fund ............................ . 
Hazardous Substance Account ........... . 
Hazardous Substance Cleanup Fund 

(bond funds) ........................... . 
Hazardous Substance Site Operations and 

Actual &t. Prop. 
1986-87 1987-88 1988-89 

$24,720 $29,736 $35,069 

4,850 2,145 2,983 
4,252 5,890 6,126 

($33,822) ($37,771) . ($44,178) 

$8,406 $5,700 
16,474 13,523 15,338 

6,551 52,390 58,339 

Change [rom 1987-88 
Amount Percent 

$5,333 17.9% 

838 39.1 
236 4.0 

($6,407) (17.0%) 

-$5,700 -100.0% 
1,815 13.4 

5,949 11.4 

Maintenance Account................... 809 2,765 56 -2,709 -98.0 
Superfund Bond Trust Fund.............. 1,278 1,004 732 -272 -27.1 
Special Account for Capital Outlay. ...... 1,500 -1,500 -100.0 
Federal funds (special projects) .......... 3,208 9,231 20,999 11,768 127.5 

Subtotals............... .................. ($36,726) ($86,113) ($95,464) ($9,351) (10.9%) 
Totals.. . .. .. . . .. .. .. .. . . .. . . .. .. . . .. . . . .. $70,548 $123,884 $139,642 $15,758 12.7% 

The budget proposes expenditures of $139.6 million (all funds) for the 
toxics division in 1988-89. This is an increase of $15.8 million, or 13 
percent, above estimated current-year expenditures. The increase con
sists primarily of (1) projected increases in spending from bond funds and 
federal funds for site mitigation and (2) increases in staff and contract 
support for various ongoing programs of the division. 

The budget proposes a total of 959.7 positions for the division in 1988-89, 
which is an increase of 54 positions above the 1987-88 authorized staffing 
level. This increase reflects the budget's request for 62 new positions 
offset by a reduction of 8 positions funded by federal grants. 

Table 18 displays the changes proposed in the toxics division budget for 
1988-89. 
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Table 18 

Department of Health Services 
Toxic Substances Control Division 
Proposed 1988-89 Budget Changes 

(dollars in thousands) 

1987-88 expenditures (Budget Act} .................. . 
Baseline adjustments, 1987-88: 

1. Statutory appropriations ........................ . 
2. Debt service for bond funds .................... . 
3. Intradepartmental transfer .................... .. 
4. Miscellaneous personal services adjustments ... . 
5. Federal funds for operations and maintenance 

of Stringfellow .................................. . 
6. Transfer federal funds from special projects ... . 
7. Unexplained adjustment.. ...................... . 

1987-88 expenditures (revised) ...................... . 
Baseline adjustments, 1988-89: 

1. Full-year costs of positions added in 1987-88 ... 
2. Reduction for one-time equipment purchases~ 
3. Operating expense and equipment adjust-

ments ....................................... : ... . 
4. Increase in responsible-party payments ....... . 
5 .. Decrease in interest on General Fund loan .. . 
6. Decrease in debt service for bond funds ..... . 
7. Increase in zone contract expenditures ....... . 
8. Increase in hazardous waste planning expendi-

tures ............................................ . 
9. Miscellaneous personaiservices adjustments .. 

10. Federal funds increase ......................... . 
11. CALSTARS allocation .......................... . 
12. One-time operations and maintenance for 

Stringfellow .................................... . 
13. Elimination of statutory expenditures ........ . 

a. Ch 1428/85--cleanup of Stringfellow site .. . 
b. Ch 1508/86-cleanup of ASARCO site .... .. 
c. Cleanup of ASARCO site ................... . 
d. Other statutory appropriations ............. . 

Subtotals ......................................... . 
Program change proposals: 

1. New statutory appropriations 
a. Hazardous waste research coordination ..... . 
b. Land treatment units ........................ . 
c. International hazardous waste shipments ... . 

2. Increase administrative support staff ........... . 
3. Increase eostrecovery support and accounting. 
4. Increase treatment standards development staff 
5. Increase t:echnical services staff ................ . 
6. Increase eontracting staff ..................... : .. 

·Subtotals ......................................... . 
1988-89 expenditures (proposed) .................... . 
Charige from 1987-88 (revised): 

Amount. ..................... · ....................... . 
Percent ............................................. . 

Positions 
833.2 

72.5 

905.7 

-8.0 

(-8.0) 

2.0 
1.0 
1.0 

10.0 
20.0 
10.0. 
14.0 . 
4.0 

(62.0) 
959.7 

54.0 
6.0% 

"HSCF-Hazardous ·Substance Cleanup Fund (bond funds) 
HWCA~Hazardous Waste Control Account 
HSOMA-Hazardous Site Operations and Maintenance Account 
HSA-Hazardous Substance Account 
HWMPS-Hazardous Waste Management Planning Subaccount 
SAFCO-Special Account for Capital Outlay 

Item 4260 

Amount Fund" 
$64,099 Various 

38,711 Various 
6,004 Various 

866 Various 
539 Various 

2,765 HSOMA 
.10,869 Federal 

31 Various 
$123,884 Various 

$5,932 Various 
-448 Various 

529 Various 
1,811 HSA 
-400 HWCA 
-272 Various 
1,195 HSCF 

394 HWMPS 
731 Various 

12,004 Federal 
163 Various 

-2,706 HSOMA 

-5,000 General 
-700 General 

-1,500 SAFCO 
'-290 HWCA 

($11,443) Various 

$158 HWCA 
. 40 HWCA 

54 HWCA 
964 Various 
892 Various 
751 HWCA 

1,233 Various 
223 Various 

($4,315) Various 
$139,642 Various 

$15,758 
12.7% 
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A. HAZARDOUS WASTE MANAGEMENT 

Once Again, the Hazardous Waste Control Account is in Trouble 
We recommend that prior to budget hearings, the division report to 

the fiscal committees on (1) its current estimate of the Hazardous 
Waste Control Account (HWCA) revenue shortfall, (2) a plan for 
bringing revenues in line with expenditures in the current year, (3) the 
basis for assuming that collecting past-due fees will cover the facility 

fee shortfall, and (4) the division ~ recommendations for revising the 
HWCA fee structure to avoid future revenue problems. 

The Hazardous Waste Control Account (HWCA) funds the state's 
hazardous waste management programs. The account is supported by 
fees assessed against (1) disposers of hazardous waste, (2) storage, 
treatment, and disposal facility operators, and (3) facilities that generate 
hazardous waste. Existing law (Ch 1506/86) requires 46 percent of the 
HWCA revenue to be derived from disposers of hazardous waste, 25 
percent from facility operators, 25 percent from generators, and the 
remaining 4 percent from fines, penalties, and miscellaneous fee collec
tions. These fees are collected by the Board of Equalization (BOE). 

The division's authority for collecting these fees will sunset on June 30, 
1988, unless legislation is enacted to extend this date or establish a new 
fee schedule. Chapter 1398, Statutes of 1987 (SB 1249), requires the 
division, by January 15, 1988, to make recommendations for the establish
ment of a permanent system for the imposition of fees to fund the 
hazardous waste regulatory program. At the time this analysis was 
prepared, the division had not completed its report. 

Current-Year Revenue Shortfall. The budget estimates current-year 
HWCA expenditures of $35.9 million to support hazardous waste regula
tory programs in five departments. Of this amount, $29.7 million is for the 
toxics division. HWCA revenues for the first six months of 1987-88, 
however, were far short of the amount needed to support the hazardous 
waste program. According to the division, the largest shortfall was from 
disposal fees. Actual disposal fee revenues were 26 percent below 
expected revenue. Revenue from the facility fees was 11 percent below 
expected revenue. Revenue data on the generator fees were not available 
at the time this analysis was prepared because these fees are paid 
annually and were not due until January 1, 1988. As a result of revenue 
shortfalls, the division projects that expenditures could exceed revenues 
by $6.6 million during 1987-88. This projection assumes that the revenue 
shortfall will remain at the same percent and that there will be no 
shortfall from the generator fees. 

In each of the last several years, HWCA revenues have been insuffi
cient to cover program expenditures. To increase revenues, the division 
has usually adopted emergency regulations to raise its fees. In 1986-87, 
however, the division chose not to adopt emergency regulations and 
instead obtained authorization in the 1987 Budget Act to borrow $10 
million from the General Fund to cover deficits for the two-year period, 
1985-86 and 1986-87. (This loan is scheduled to be repaid by the end of 
1988-89.) 

The administration has not determined how it will solve the fund 
deficit problem in the current year. It is considering issuing emergency 
regulations to increase the disposal fees. The administration does not 
expect to raise the facility fees because it anticipates that sufficient 
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revenue will be available to cover the shortfall in this area through the 
collection of past-due fees. 

Because of the importance of the hazardous waste regulatory activities, 
it is essential that the HWCA has sufficient revenues to support program 
costs. The revenue shortfall in the current year and the potential for 
future revenue shortfalls could significantly hamper the division's ability 
to accomplish the many mandated tasks necessary to regulate hazardous 
waste. Therefore, we recommend the division report prior to budget 
hearings on (1) its current estimate of the revenue shortfall and its basis 
for assuming that past-due fees will cover the revenue shortfall from the 
facility fees,' (2) the division's plan for bringing current-year revenues in 
line with expenditures, and (3) the division's recommendations for 
revising the HWCA fee structure to avoid future revenue problems. 

Trail'!ing Request Not Justified 
We recommend deletion of $400,000 requested for employee training 

because the need for the funding has not been substantiated. (Reduce 
Item 4260-011-014 by $248,000 and Item 4260-011-710 by $152,000.) 

The budget requests $400,000 ($248,000 from the HWCA and $152,000 
from bond funds) for contracts to supplement its employee training 
program in the areas of (1) health and safety, (2) management, and (3) 
technical program procedures. The $400,000 is in addition to $567,000 for 
trilining that the division has in its baseline budget. The division' has not 
provided any information describing the training courses that will be 
offered nor explained why the existing training funds are not sufficient. 
Without information that describes the funding request an.d justifies the 
need for increased funding, we have no basis to evaluate the proposal. 
Accordingly, we recommend deletion of the $400,000 requested for 
employee training. 

Technical Support Contract Needs Further Justi~ication 
We withhold recommendation on $300,000 in contract funds re

quested for air quality monitoring and technical support guidance 
manuals pending receipt of justification for the request. . 

The budget requests $300,000 ($117,000 from the HWCA and $183,000 
from bond funds) for contracts to provide technical support of permitting 
and site mitigation activities. The division indicates that the funds would 
be used to contract with (1) the Air Resources Board (ARB) for 
assistance in analyzing the air quality impacts of hazardous waste facilities 
and sites and (2) the University of California (UC) or othe,r consultants 
for research concerning the environmental fate and transport of heavy 
metals and organic chemicals in the vadose zone (the soil region above 
grortndwater). The division intends to compile this research into guid
ance documents to assist regional staff in determining the appropriate 
cleanup levels at hazardous waste sites~ The division has not determined 
how the $300,000 will be divided between the two' contracts. 

Our analysis indicates that there is some need for technical support in 
the areas of air quality monitoring and environmental fate and transport 
of chemicals. The division, however, cannot say how much each coritract 
will be and what' specific work will be accomplished.' Without this 
information, we have no basis· to recommend approval. Therefore, we 
withhold recommendation on $300,000 requested in contract funds 



Item 4260 HEALTH AND WELFARE / 525 

pending the receipt of information that describes the funding level and 
specific. work activities of each contract. 

State Funds Not Needed for Federally Mandated Program 
We recommend deletion of $178,000 requested for the emergency 

response and chemical information program mandated by federallaw 
because the budget proposes to fund the program with fee revenue 
rather than state funds. (Reduce Item 4260-011-455 by $178,000.) . 

The budget requests $178,000 from the Hazardous Substance Account 
to support the requirements of federal Title III of the Superfund 
Amendments and Reauthorization Act of 1986 (SARA). Title III generally 
establishes the public's right to know about the use or release of certain. 
toxic chemicals by regulated businesses and requires each state to 
develop an emergency response and chemical information program. The 
division intends to transfer the funds to the Office of Emergency Services 
(OES), which is the lead agency for the program. . 

In the budget, however, the OES proposes to fund the program 
through industry fees and not state funds (please see Item 0690) . 
Accordingly, we recommend deletion of $178,000 ·from the Hazardous 
Substance Account. 

Toxicology Positions Not Needed in Budget Year 
We recommend a reduction of2.5 positions and $147,000 requestedfor 

the evaluation of trea(ment standards because the request is premature. 
(Reduce Item 4260-01I-014 by $147,000.) 

Chapter 1509, Statutes of 1986 (SB 1500) , requires the division to adopt 
treatment standards for the land disposal of hazardous waste by May 8, 
1990. The division has eight positions dedicated to development of 
treatment standards in the current year. The budget proposes to 
augment this program by $751,000 and 10 positions from the HWCA. Five 
of the positions would review treatment technologies and develop 
treatment standards. The other five positions would develop procedures 
for assessing the health risks associated with treatment technologies. 

Not All Risk Assessment Positions Needed. The division indicates that 
in the budget year, it intends to begin evaluating which methodologies 
should be used to assess health risks. It does not intend to begin preparing 
actual health risk assessments until 1989"90. This is because Chapter 1509 
does not require this type of risk assessment during the initial process for 
adopting treatment standards. . . . 

Despite the division's plans to delay actual risk analyses, the buqget 
requests 2.5 toXicology positions for this purpose. Based onthe division's 
work schedule and. requirements of Ch,apter 1509, we recommend 
deletion of 2.5 positions and $147,000 to eliminate unnecessary positions. 

Additional Controls Needed for Federally Funded Positions 
We recommend that the Legislature adopt Budget Bill language 

prohibiting the division from redirecting 64.5 federally funded posi-
tions to other activities. . 

The budget proposes to transfer 64.5 positions and $22.1 milli. • on in 
federal funds from the department's special projects budget to the 
division's program budget. The federal funds are for site mitigation and 
hazardous waste management activities administered by the division. 
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The department generally budgets activities that are supported by 

irregular funding sources, such as short-term research and demonstration 
projects, in the special projects category of the budget. Generally, special 
project funds and positions have been budgeted in a separate category 
because (1) the activities are fully supported by outside funding"sources, 
(2) the projects are separate and distinct from other departmental 
functions-and generally peripheral to the mission of the department
and (3) the amount of funds and positions is subject to Wide variability 
depending on the needs of the outside funding agency. , 

Based on our review of the projects proposed for transfer, we believe 
. that transferring the projects is appropriate because (1) the federal funds 
associated with the toxics division projects have become a more reliable 
funding source that supports a large portion of the division's work and (2) 
it provides a more realistic view of the division's total prograrp.. The 
transfer of the positions, however, significantly impairs legislative control 
of the budget. This is because the division could easily redirect positions 
in its support budget to state-funded activities if the federal funds do not 
become available as anticipated. In the past, the division has redirected 
positions without informing the Legislature. If the positions were in the 
special projects budget, they could not be filled uriless federal funds are 
available to support them. 

To ensure that the positions are used for the purposes for which they 
are budgeted, we recommend that the Legishiture adopt the following 
Budget Bill language in Item 4260-011-014: 

The 64.5 positions trartsferred from special projects shall not be 
redirected to state-funded programs. 

Hazardous Waste Planning Program Overbudgeted . . 

We recommend a reduction of $444,000 in the· Hazardous waste 
Planning program to eliminate overbudgeting. (Reduce Jtem 4260,:,01I .. 
014.) , 

Chapters 1502 and 1504, Statutes of 1986, require the department to 
develop a state hazardous waste management plan and provide assistance 
to local agencies in their efforts ~o prepare regional hazardous waste 
management plans and facility siting procedures. The legislation also . 
created the Hazardous Waste Management Planning Subaccount 
(HWMPS) and transferred $10 million into the subaccount from federal 
Outer Continental Shelf (8g) revenues to assist, local agencies in devel
oping their plans and to support division administrative costs. The funds 
can be expended only if app:i'<,>priated by the Legislature. 

Administrative Costs Overbudgeted. The 1987 Budget Act includes 
$1,283,000 for division administrative costs associated with the planning 
program ($395,000 from the HWMPS and $88S,OOO from the HWCA). The 
budget proposes essentially the. same level of funding for 1988-89, except 
that it proposes to shift a portion of the funding for the program frO:Ql the 
HWCA to the HWMPS. In making the funding shIft, however, . the 
division increased funding from the HWMPS but failed to make' the 
corresponding decrease in HWCA fimding. As a result, the HWCA is 
overbudgeted by $444,000. To eliminate overbudgeting, we recommend 
a reduction of $444,000 in Item 4260-011-014.' ,', 
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B. SITE MITIGATION 
~ack of Funds Could Significantly Impcllir Program Operations . 

We recommend that the division report at budget hearings on how it 
intends to support site characterization and mitigation costs in light of 
the fact that no new bond fu.nds will be available in 1988-89. 

Th~; administration is proposinK a new hazardous waste cleanup bond 
measure in the amount of $200 million for the November 1988 ballot. The 
budget projects that $8.7 million of these funds will he encumbered in 
1988-89, leaving $191.3 million for expenditure in later years. . 

Background. In 1984 the· voters authorized $100 million in bond 
fundingto clean up hazardous waste sites. Chapter 1439, Statutes of 1985 
(AB 129), appropriated $87.8 million of these funds for characterizing 
sites (determining the type and extent of contamination) andmitigatihg 
(cleaning up) contamination at a site. The enactment of Chapter 1439 left 
atotal of $12;2 million in bond funds available for appropriation through 
the budget process for administrative expenses associated with the bond 
program. The budget estimates that all of the $12.2 million in adminis
trative funds and $57.1 million of the $87.8 million in site characteriza
tion/mitigation funds will be spent by the end of the current year, leaving 
$30.7 million available iIi 1988-89. 

Budget Proposal. Table 19 presents the department's proposed site 
mitigation eXpenditures and the funds available to support them. It shows 
that the department proposes expenditures of $60.9 million in 1988-89, 
including $32.2 million for site characterization and mitigation contracts 
and $28;7 million for· administrative activities. To. fund administrative 
activities in 1988-89, the budget proposes to revert and reappropriate 
$28.7 million from the $30;7 millionremairting from the funds allocated by 
Chapter 1439 for site characterization and mitigation. 

Site Mitigation Program 

Table 19 
Department of Health Services 

. Site Mitigation Program 
Availability of Bond Funds in 1988-89 

(dollars in millions) 
Available Funds 

Reversionl 
Reappro-

Ch 1439185 priation 
Site. characteriiation and cleanup contracts ... . 

Expendi
tures 
$32.2 
M.7 

$2.0 
Administration .................................. . $M.7 

Site mitigation 
Tories division............................... (18.6) (18.6) 
Other ............. : .......... ;:.............. (2.6) (2.6) 

Underground tank cleanup oversight......... (7.5) .J1&) 

Shortfall 
$30.2 

Totals ..................................... :.. $60.9 $2.0 $M.7 $30.2 

The budget document states that approximately $8.7 million will be 
needed from the proposed new bond measure to support site character
ization and mitigation costs in 1988"89 .. Our analysis indicates, however, 
that· only $2 million. will. remain from the Chapter 1439 ·appropriation, 
leaving $30.2 million.in costs-94 percent of the $32.2 million·proposed for 
site characterization and mitigation in 1988-89-that must be supported •. 
from the new bond funds. 

Delays in the availability of the new bond funds coUld seriously impair 
the department's ability to operate the site mitigation program. First, the 
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new bonds would not be approved until November under the adminis
tration's proposal. This would'affect the division's ability to encumber 
funds in the July to November period. 

Second, the new bonds would not actually be sold until 1989c90, 
potentially resulting in a cash-flow problem in 1988-89. Although a portion 
of encumbrances against the $30.2 million to be funded from the new 
bond funds would not be liquidated until after the bond sale; it is likely 
that some cash will be needed during 1988-89 to pay contractors. 

We recommend that the divisi9n report at budget hearings on how it 
intends to operate this program in light of this funding problem. 

Bond Expenditures for Site Mitigation 

We withhold recommendation on $21,218,000 requested from the 
Hazardous Substance Cleanup Fund, pending receipt of overdue re
ports from the division. 

The budget requests $21.2 million in bond funds for ,administration of 
the site mitigation program. We have several concerns related to the 
proposal for bond expenditures in 1988-89 and the division's past perfot~ 
mance with respect to the site mitigation program. Sp'ecifically, these 
concerns include: ' 

, 1. Division Fails to Provide Essential Information. State law directs 
the division to (a) submit an expenditure plan for the use of bond act 
funds as part of the Governor's Budget and (b) report by October 1 of 
each year specified information concerning site mitigation 'activities 
during the previous fiscal year; At the time this analysis was prepared, " 
neither the expenditure plan nor the annual report had been released. 

The expenditure plan serves as the basis for (a) the division's estimate 
and projections of the number of sites being cleaned up by the state and 
the date at which various site mitigation activities will be completed and 
(b) the division's request for state staff and expenses to operate the 
mitigation program. The annual report is useful as a "yardstick" for 
evaluating the division's past performance in meeting the Bond Expen
diture Plan estimates. Without these two reports, the Legislature is 
missing information essential to the evaluation of (a) past program 
performance and (b) whether budgetary promises for the future are 
realistic. 

2. Division Does Not Anticipate Meeting Current-Year Goals. As part 
of the Bond Expenditure Plan submitted in the spring of' 1987, the 
division projected how much work it would accomplish in 1987-88 in each 
of the five stages of the site mitigation process, starting with remedial 
investigations and ending with remedial action implementation. The 
Governor's Budget for 1988-89 includes a progress report on the output 
expected in 1987-88 in the five stages of site mitigation. According to the 
1988-89 budget, only 61 percent of the site mitigation work identified in 
last year's Bond Expenditure Plan will be completed by the end of the 
year. (In 1986-87 the division met even fewer deadlines and only 
completed 38 percent of its program goals.) Table 20 compares the, 
proposed program goals with the estimated output for the current year 
and indicates the percentage of work the division estimates' it ~l 
accomplish. ' 
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Table 20 
Department of Health Se.rvices 

Site Mitigation Program 
. Status of Meeting Program Goals for 1987-88 

Proposed Estimated Percent. 
Program Activity Output Output Accomplished 
Remedial investigations. . . .. . . . .... . .. . . . . .. . . .. . . .. . . 94' 64 68% 
Feasibility studies ................. , . . . . . . . . . . . . . . . . . .. ,f11 64 66 
Remedial action plans. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 70 48 69 
Remedial action desjgns .............................. 65 26 40 
Remedial action implementations .......... ;. . . . . . . . . . ~ ~ 56 

Totals. . . . . . . . . . . . . . . ... . . . . . . . . . . . . . . . . . . . . . . . . . . . . 365 224 61 % 

Legislature Needs More Information. The information contained in 
the Bond Expenditure Plan, which was due January 1988, and the annual 
report, which was due October 1987, is essential., in order for the. 
Legislature to evaluate the budget proposal. This information will also be 
important for evilluating the extent to which the budget represents 
realistic goaIsfor the site mitigation program in 19,88-89 in light of past 
performance. Until the reports are submitted and we are able to evaluate 
the budget proposals, we have no basis for recommending approval of the 
bond funds requested in the 1988 Budget Bill. We therefore withhold 
recommendation on $21.2 million requested from the Hazardous Sub
stance Cleanup Fund for administration of the site mitigation program, 
pending receipt of the over<;lue reports. 

More Information Needed on Responsible-Party Collections Program 
'We withhold recommendation on' $222,000 and four positions re

quested to recover costs from responsible parties for, site mitigation 
activities, pending review of specified information concerning the 
implement~tion of the cost recovery program. 

The d~partment requests 14 positions and $718,000 from the Hazardous '. 
Substance,Cleanup Fund (bond funds) to implement a responsible-party 
collections program. The proposal is divided into two parts: cost account- . 
ing and cost recovery. Of the. 14 positions, 10 positions are requested to 
implement a cost accounting system to track expenditures on a site
specific basis. These data would provide the basis for the amount of funds 
the department would try to recover from the responsible parties. The 
remaining 4 positions (3 technical staff and 1 lawyer) are requested to 
seek J;ecovery of costs from responsible parties through negotiations or 
litigation., , 

Background. Under current law, responsible parties are liable for the 
costs of site cleanup and state oversight of hazardous waste site cleanup. 
Responsible partiys can pay for state. costs in advance or after the costs 
have been incurred. (Advance paYlllents increase the availability of funds 
for cleanup at other sites, while post-expenditure recoveries decrease 
potential General Fund liabilities for bond repayments.) The Governor's 
Budget estimates revenues of $2.8 million in 1988~89 from advance 
payments. The budget does not estimate any revenue from post-
expenditure recoveries. '. . 

Recognizing the importance of a collections program and the failure of 
the department to implement such a program, the Legislature, in the 
Supplemental Report of the 1987 Budget Act, directed the division to 
develop a plan to recover state costs from responsible parties. Specifical-
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ly, the plan was to achieve post-expenditure recoveries of $80 million by 
1990-91 and significantly increase the annual level of advance payments. 
The plan was to include (1) the tasks to be performed by the collections 
program, (2) the proposed division of responsibility by unit, (3) an 
outline of the proposed policy that will implement the plan, and (4) an 
estimate of resources needed to implement the plan. 

Legislature Lacks Information. The division submitted the cost 
recovery plan to the Legislature on January 22, 1988. After reviewing the 
plan and discussing the program with the division, we still have several 
basic questions regarding the implementation of the cost recovery 
portion of the budget proposal. Specifically, we have the following 
questions: 

1. What is the Workload in the Budget Year? The division has not 
described its assumptions with respect to the number of sites that will be 
involved in advance versus post-expenditure collections anc;l the number 
of sites that will be involved in litigation versus negotiated settlements. In 
addition, the department has not (a) developed guidelines for determin
ing when administrative and technical staff should refer cases to attor
neys to initiate a court action enforcing a payment and (b) whether it 
will initiate enforcement actions on a periodic basis or after the comple
tion of the cleanup. This information is needed to determine the number 
and expertise of the staff to be hired. For example, if the majority of 
post-expenditure recoveries are handled as enforcement actions, the 
Department of Justice may need additional staff. The Department of 
Justice budget, however, does not include additional staff for this purpose. 

2. What are the Projected Revenues From Cost Recovery? The 
department has not indicated whether its program will enable revenues 
from cost recoveries to meet the Legislature's goals of (a) $80 million in 
post-expenditure payments by 1990-91 and (b) significant increases in 
advance payments. 

Without the information described above, we are unable to determine 
if the four positions requested for cost recovery are needed and have the 
appropriate mix of expertise. Therefore, we withhold recommendation 
on the four positions and $222,000 pending receipt and review of this 
information. 

Cost Analysis of Site Mitigation Contracts Appears Insufficient 
We recommend the division provide, prior to budget hearings, (1) its 

justification for conducting a cost analysis on only 3 percent of the task 
orders for the site mitigation program and (2) additional information 
on the proposed cost analysis program. . 

The budget requests four positions and $233,000 ($56,000 from the 
Hazardous Waste Control Account and $167,000 from bond funds) for 
contract procurement and cost analysis for the site mitigation and 
alternative technology programs. The positions would be divided evenly 
between procurement and cost analysis. The procurement positions 
would primarily be involved in writing, reviewing, and awarding re
quests for proposals. The cost analysis positions would review costs 
estimated by contractors to determine whether they are reasonable. 

Background. A major portion of the division's contract activities 
involve site mitigation contracts that are handled using a "zone contract" 
system. In this system, each of the division's three regional offices have 
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several zone contracts to supply site characterization and cleanup 
services fo~ all the hazardous waste sites in that region. A zone contract 
does not contain specific work tasks. The division assigns specific work 
tasks by issuing task orders to the zone contractors. Usually, the only 
competitive bidding that occurs is during the zone contractor selection. 
If the division chooses not to accept a zone contractor's estimate of the 
costs of a task order, it. has the authority to pursue an independent 
bidding process. 

Cost Analysis of Contracts Appears Inadequate. The division's con
tracting procedures have been reviewed in recent years by the Auditor 
General's Office and by the department's internal audits unit. These 
reviews have criticized the division for its failure to review task order 
costs to determine if they are reasonable. Specifically, the internal audit 
report indicates that such reviews would reduce the likelihood of paying 
overstated costs to contractors. 

To initiate the cost analysis program, the division re.directed one 
position from the procurement unit for the current year. The division has 
already identified savings from this effort. In one case, when the division 
reviewed the costs in a task order and chose to obtain independent bids, 
it reduced its costs by $470,000. 

In 1988-89, the division estimates that 1,355 task orders will be 
submitted for funding approval. Based on the division's workload stan
dards, the two additional positions requested will be able to perform a 
cost analysis on only 3 percent of the task orders. Clearly reviewing all 
task orders with equal scrutiny would not be cost-beneficial. It is likely, 
however, that the level of staffing proposed will not permit review of all 
the large and more complex task orders that merit such reviews. If this is 
the case, the division may not be proposing enough staff for cost analysis. 

As the site mitigation work moves into the remedial action implemen
tation phase (actual cleanup), the task orders will involve higher dollar 
amounts, probably in the millions, than has been the case up to now. It 
therefore appears that cost analysis of task orders will become more 
important in· the future. To ensure that the division is performing the 
appropriate level of .cost analysis in order to minimize state costs, we 
recommend that the division provide prior to budget hearings (1) its 
justification for conducting a cost analysis on only 3 percent of the task 
orders, (2) information on the distribution of task orders by dollar 
amount and type, and (3) its criteria for determining which task orders 
to review in detail. 

Information Needed to Evaluate the Underground Tank Program 
We withhold recommendation on $7.5 million requested from the 

Hazardous Substance Cleanup Fund, pending receipt of specified 
information. 

The budget requests $7.5 million from the Hazardous Substance 
Cleanup Fund (bond funds) for the underground tank cleanup program. 
This is the second and final year of a two-year pilot program to provide 
funding to local entities to oversee the cleanup of underground storage 
tanks. The program also received $7.5 million in the current year. The 
program is operated by the State Water Resources Control Board under 
an agreement with the department. 

In our analysis of the board's budget (please see Item 3940), we 
withhold recommendation on the $7.5 million in reimbursements from 
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the department pending receipt of specific information that. describes 
how the program is being implemented and the basis for the funding 
request. We therefore also withhold recommendation on the $7.5 million 
requested from the Hazardous Substance Cleanup Fund. ' 

5. CALIFORNIA MEDICAL ASSISTANCE PROGRAM (Medi-Cal) 
The California Medical Assistance program (Medi-Cal) is a joint 

federal-state program initially authorized in 1966 under Title XIX of the 
federal Social Security Act. This program is intended to assure the 
provision of necessary health care services to public assistance recipients 
and to other individuals who cannot afford to pay for these services 
themselves. 

The budget proposes Medi-Cal expenditures of $6.3 billion ($3 billion 
General Fund) in 1988-89, including $128.6 million ($4904 million General 
Fund) for state administration. The total level of General Fund expen
ditures proposed for Medi-Cal in the budget year represents an increase 
of $154.6 million, or 5.4 'percent, as compared with estimated expendi
tures in the current year. 

Table 21 shows Medi-Cal expenditures for 1986-87 through 1988-89. 
Table 21 

Department of Health Services 
Medi-Cal Program . 

Expenditures.and Funding Sources 
1986-87 through 19.a9 . 
(dollars in thousands) 

Actual Est. 
Program Fund 1986-87 1987-88 

, 

Health care services ..................... State $2,504,631 $2,731,156 
All 5,1:}4,912 5,496,283 

County administration ................... State ' 58,767 71,148 
All 136,672 151,409 

Claims processing ........................ State 10,853 13,674 
All 41,095 53,440 

-Subtotals ............................. . State $2,574,251 $2,815,978 
All 5,312,679 5,701,132 

State administration ...................... State 40,746 44,940 
All 1ll,143 118,536 

Totals ................................ State $2,614,997 $2,860,918 
All 5,423,822 5,819,668 

Percent 
Change 

Prop. From 
1988-89 1987-88 

$2,875,957 a 5.3% 
5,901,932 a 7.4 

76,586 7.6 
166,782 10.2 
13,551 -0.9 
53,345 -0.2 

$2,966,094 5.3% 
6,122,059 704 " 

49,453 10.0 
128,628 8.5 

$3,015,547 5:4% 
6,250,687 7.4 

a Includes expenditures of $3.4 million ($1.7 million General Fund) from the current-year appropriation 
for hospitals serving a disproportionate share of low-income patients. 

Federal, State, and County Responsibilities Under the Medi-Cal Program 
The administration and funding of Medi-Cal are shared by the federal 

and state governments. Counties perform certain tasks on behalf of the 
state. 

The state Department of Health Services (DHS) develops regulations, 
establishes rates of payment to health care providers, reviews requests for 
authorization of certain types of treatment prior to delivery, audits 
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provider costs, recovers payments due from private insurance companies 
and other sources, reviews county eligibility determinations, and man
ages various contracts with private vendors for processing of provider 
claims. Other state agencjes, including the California Medical Assistance 
Commission and the Department of Social Services, perform Medi-Cal
related functions under agreements with the DHS. 

County welfare departments, along with the health department in Los 
Angeles County, determine the eligibility of applicants for Medi-Cal. In 
addition, many counties receive Medi·Cal reimbursements for services 
delivered to Medi-Cal-eligible individuals treated in county hospitals and 
outpatient facilities. . 

Tbe federal Department of Health and Human Services, through its 
Health Care Financing Administration, provides policy guidance and 
financial support for the Medi-Cal program. . 

Eligibility . 
Persons eligible for Medi-Cal fall into three major categories: categor

ically needy~ medically needy, and medically indigent. The categorically 
needy (cash grant recipients) consist of families or individuals who 
receive cash assistance under two· programs-Aid to Families with 
Dependent Children (AFDC) and Supplemental Security Income/State 
Supplementary Program (SSIISSP). The categorically needyautomati
cally receive Medi-Cal cards and pay no part of their medical expenses. 

The medically needy include families with dependent children and 
aged, blind, or disabled persons who are ineligible for cash· assistance 
because their income exceeds cash grant. standards. Individuals who are 
not eligible for a cash grant due to their income can become eligible for 
Medi-Cal if their medical expenses require them to "spend down" their 
incomes to 133Ya percent of the AFDCpayment level specified for their 
household size. Medically needy beneficiaries who reside in long-term 
care facilities are reguired to pay all but $35 of their monthly income 
toward the costs· of their care. " 

The medically indigent are individuals who are not categorically 
linked (that is, they do not belong to families with dependent children 
and. are not aged, blind, or disabled) but who meet income and 
share-of-cost criteria that apply to the medically needy category. Cover
age under the medically indigent program is limited to (1) persons who 
are under the age of21, (2) pregnant women, and (3) persons residing in 
long-term care facilities. 

Eligibles, Users, and Expenditures by Eligibility Category in 1988-89 
Eligibles. Table 22 shows the average number of persons per month 

that were eligible for Medi-Cal in each eligibility category in 1986-87 and 
the number that the budget estimates will be eligible in 1987-88 and 
1988-89. The table shows that an average of 3,147,400 persons will be 
eligible for Medi-Cal benefits each month during 1987-88. This is 52,900 
individuals, or 1.7 percent, more than the average number of beneficia-
ries eligible in the current year. . 



534. I HEALTH AND WELFARE 

DEPARTMENT. OF HEALTH SERVICES-Continued 
Table 22 

Department of Health Services 
Average Monthly Medi-Cal Program Eligible Recipients 

By Eligibility Category 
198&87 through 1988-89 

Item 4260 

Change 
Actual Est. Prop. (jom 1987-88 

Percent .. 1986-87 1987-88 1988-89 Amount 
Categorically needy 

1~879,500 AFDC ..... :: ............................. 1,845,600 1,906,000 26,1100 1.4% 
SSI/SSP ................................... 732,600 758,000 781,700 23,700 3.1 

Medically needy 
Filinilies .: ................... ~ : ............. .. 219,600 213,200 212,300 -900 -0.4 
Aged, blind, or disabled .................. 56,300 58,800 59,700 900 1.5 
Long-term care .......................... 66,500 67,100 67,900 800 1.2. 

Medically indigent 
Children .................................. 102,000 102,100 103,000 "900' 0.9 
Adults ...................................... 7,800 8,200 8,500 300 3.7 

Refugees and o1;her ......................... 8,000 7,600 8,300 700 ,9.2 

Totals ....... , ............................ 3,038,400 3,094,500 3,147,400 52,900 1.7% 
. . 

EXPf!1u!itures by Eligib,ility Category. Table 23 shows the percentages 
of elig~blesandexpenditures that each eligible group is anticipated to 
accourit for in 1987-88. It also show:s average cost per eligible. As the table 
shows, families receiving AFDQ grants constitute 61 percent of Medi-Cal 
eligibles and 27 percent of expenditures. The SSI/SSP recipie:qts, on the 
other hand; make up 24 . percent of the caseload and account for 37 
percent of the expenditures. Long-term Gare residents account for only 2 
percent of the c~seload, yet they account for 19 percent of expenditures. 

Table 23 
Department of Health Services: 

Medi-Cal Expenditure Patterns by Eligibility CategorY a 

1987-88;' ' 

Categorically needy 
AFDC ............. : .. ;' ............ ; .............. . 
SSI/SSP .......................................... . 

Long~term care ....................... : ............ . 
Medically needy 

Families .. : ....... : .... ; .................... ; ...... . 
Aged, blind, or disabled ........... , .. , ......... ',' 

Medicallyindigimt 
Children ....................................... :: . 
Adults:: .................................. : ....... . 

To~als .............. ; ..... : ......... ,' ... '.' .' ... ' ... . 

a Excludes refugees and other. 

Scope of Benefits 

p,erceilf of 
Eligibles 

60.5% 
24,4 
2.2 

6.9 
1.9 

3.9 
0.3 

lQ(),O% 

Percentof 
. Expenditures 

27.0% 
36.9 ' 
1~.8 . 

7.3 
5.1. 

.. 3.6 
1.3 

100.0% 

Cost Per 
Eligible 

$782 
2,652 . 

15,2n 

1,874:' 
4,773 . 

1,631 
8,328 

$1,755 

Medi-Cal recipients are entitled to a wide range of health services, 
including physician, inpatient and outpatient hospital, laboratory, nursing 
home care, and various other health-related services. Many Medi-Cal 
services, however, require prior state authorization and may not be paid 
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for unless the service is medically necessary. Not all services allowed in 
California are required by federal law. 

Federal law requires states participating in the Medicaid program to 
provide a core of basic services, including hospital inpatient and outpa
tient; skilled nursing; physician services; laboratory and X-ray; home 
health care; early and periodic screening, diagnosis, and treatment 

. (EPSDT) for individuals under 21; family planning; and rural health 
clinics (as defined under Medicare). In addition, the federal government 
provides matching funds for 32 optional services. California provides 30 of 
these 32 optional benefits. 

Estimates Will be Updated in May 
We withhold recommendation on $6.1 billion ($3 billion General 

Fund) requested for local assistance under the Medi-Cal program, 
pending review of revised Medi-Cal expenditure estimates to be sub
mitted in May. 

The proposed expenditures for the Medi-Cal program are based on 
actual program costs through August 1987. The department will present 
revised estimates in May, which will be based on program costs through 
February 1988. Because the revised estimates will be based on more 
recent experience, the estimates will provide the Legislature with a more 
reliable basis for budgeting 1988-89 expenditures. We therefore withhold 
recommendation on the amounts requested in local assistance for the 
Medi-Cal program, pending review of the May estimates. 

A. MEDI-CAL HEALTH SERVICES 

General Fund Deficiency of $113.6 Million in 1987-88 
The budget anticipates that expenditures for Medi-Cal health services 

during 1987-88 will exceed available funds by $219.5 million ($113.6 
million General Fund). According to the budget, $20 million of this 
amount (for the Los Angeles County audit settlement) will be funded by 
"proposed legislation," with the remainder to be funded through the 
annual deficiency bill. Table 24 shows the components of the deficiency. 

The major elements of the current-year deficiency are: 
•. Veto Related to Program Restructuring Proposals ($35.3 Million 

General Fund). The administration built the current-year budget on 
the assumption that it could implement various "program restruc
turing" proposals to reduce Medi-Cal expenditures. The Legislature 
augmented the Budget Bill to make the reductions unnecessary. The 
Governor, however, vetoed the augmentation, stating that he con
tinued to support the restructuring proposals. The department has 
~ot been able t<,> impleII?-ent. the restructur~g proposals because (1) 
It has not obtamed leglslation needed to lIDplement many of the 
proposals and (2) it has dropped the '~patterns of treatment" 
proposal, which accounted for $50 million ($25 million General
Fund) of the anticipated savings, because the proposal was techni
cally unworkable .. 

• Delay in Implementing 1986-87 Rate Reductions ($31.2 J.fillion 
--General Fund). In early 1987, the administration attempted to 

implement a lO percent rate reduction affecting many Medi-Cal 
providers. State law authorizes such rate reductions under some 
circumstances when a Medi-Cal deficiency is projected. Providers 

18-77312 
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Table 24 

Department of Health Services 
Medi-Cal Health Care Services 

Proposed Budget Changes 

1987-88 
Funds available,1987 Budget Act 

1987-88 and 1~ 
(dollars in millions) 

1. Health benefits item ........................................ . 
2. Refugee reimbursements ................................... . 
3. Rate increase item .......................................... . 
4. Abortion item ............................................... . 

Subtotals, 1987.as expenditures (Budget Act) .............. . 
Unfunded costs and other changes 

1. Restore funds related to program restructuring proposals . 
2. Delay in implementing 1986-87 rate reductions ........... . 
3. Restore Los Angeles County audit settlement funds ...... . 
4. Abortions .................................................... . 
5. Increase in Medicare premiums ............................ . 
6. Immigration-related changes ............................... . 
7. Decreased payments by insurance carriers ................ . 
8. Changes in caseload, utilization, and all other ............. . 

1987-88 expenditures (revised) .................................. . 
Projected deficiency ........................................... . 

1988-89 
Caseload and cost adjustments 

1. Increase in eligibles ......................................... . 
2. Increase in percent using services .......................... . 
3. Increases in cost per unit and units per user .............. . 

Subtotals, baseline adjustments .............................. . 
Proposed program changes 

1. Immigration-related changes .............................. . 
2. Implementation of 10 percent rate reductions delayed 

from 1986-87 ................................................ . 
3. Program restructuring ..................................... . 
4. Drug ingredient rate changes ............................. . 
5. Beneficiary cost-of-living adjustment (COLA) ........... . 
6. Restrictions on abortions .................................. . 
7. Parental consent for abortions ............................. . 
8. Limit on visits to physicians .... , .......................... . 
9. Discretionary provider rate increases ..................... . 

10. Statutory COLAs for providers ............................ . 
11. Institutions for mental diseases (IMDs) ................... . 
12. IMD audit settlement. ..................................... . 
13. Case management for developmentally disabled (DD) .. . 
14. Federal waiver for placement of DD clients ............. . 
15. Multipurpose senior services project ...................... . 
16. Delete augmentation for small and rural hospital outpa-

tient services ........................................... .- ... . 
17. All other changes .......................................... . 

Subtotals, proposed program changes .................•...... 
1988-89 expenditures (proposed) ................................ . 
Change from 1987-88: 

Amount ......................................................... . 
Percent ......................................................... . 

General Fund 

$2,599.8 

4.9 
12.9 

($2,617.6) 

35.3 
31.2 
20.0 
13.0 
8.7 
3.8 
4.4 

-2.8 
$2,731.2 

(-$113.6) 

$31.8 
58.3 
53.1 

($143.2) 

$22.9 

-31.2 
-23.1 
-6.5 

9.7 
-13.0 

0.9 
-4.6 

3.1 
13.5 

-2.6 
25.5 

-2.0 
8.9 

($1.6) 
$2,876.0 

$144.8 
5.3% 
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All Funds 

$5,235.1 
18.9 
9:9 

12.9 
($5,276.8) 

70.6 
·62.3 
20.0 
11.3 
14.9 
12.3 
8:8 

19.3 
$5,496.3 

(-$219.5) 

$63.2 
115.4 
105.5 

($284.1) 

$112.9 

-62.3 
-46.3 
-12.9 

19.4 
-11.3 

2.7 
-9.3 

6.3 
26.8 

-12.3 

31.5 
13.2 
10.9 

-4.0 
56.2 

($121.5) 
$5,901.9 

$405.6 
7.4% 



Item 4260 HEALTH AND WELFARE / 537 

obtained temporary restraining orders from the federal courts 
preventing implementation of the rate reductions during 1986-87. 
The 1987 Budget Act assumed that the department would win its 
court case and be permit~ed to retroactively impose the reductions. 
The department now indicates that the decision in the court case has 
been delayed and that, as a result, the rate reductions will not go into 
effect until 1988-89. Consequently, the Medi-Cal program is under
funded in the current year. 

• Veto of Los Angeles County Audit Settlement Funds ($20 Million 
General Fund). The department signed an agreement in April 1987 
with the CoUnty of Los Angeles to settle a series of Medi-Cal audits 
that covered program activities between 1972 and 1983. The agree
ment requires the state to pay $20 million plus interest payments of 
approximately $120,000 per month if the county is not paid by 
October 1987. The administration requested $20 million in the May 
1987 revision of expenditures . for this purpose. The Legislature 
approved the $20 million in the 1987 Budget Bill. The Governor, 
however, vetoed the funds, saying he was deferring payment be
cause other expenditure needs took priority. The Governor's Budget 
now indicates that the audit settlement will be paid in 1987-88. 
According to the budget, this $20 million will be funded by "pro
posed legislation," not by the annual deficiency bill. 

• A.bortions ($13 Million General Fund). The Budget Act prohibits 
. the Medi-Cal. program from paying for abortions except under 

limited circumstances (in rape cases, for example). Substantially the 
same prohibition .has been included in every Budget Act for the last 
several years. Each year the courts have ruled that the provision 

. unconstitutionally limits access to abortions. As a consequence of the 
court's ruling, the program will pay $14.7 million more for abortions 
in 1987-88 than was provided for in the Budget Act and $3.4 million 
($1.7 million General Fund) less for deliveries and infant care. 

• Increase in Medicare Premiums ($8.7 Million General Fund). The 
1987 Budget Act assumed that Medicare premiums made by the 
Medi-Cal program on behalf of Medicare-eligible beneficiaries would 
increase from $17.90 to $19.30 per month. The actual premium was 
$24.~0, resulting in ali unanticipated monthly increase of $5.50 per 
case. 

• Immigration-Related Changes ($3.8 Million General Fund). The 
federal Immigration Reform and Control Act of 1986 (IRCA) and the 
federal Omnibus. Budget Reconciliation Act of 1986 (OBRA) require 
states to provide coverage for certain medical services to aliens. The 
Governor's Budget assumes that enabling state legislation (SB 175) 
will be signed in February 1988 to implement the administration's 
proposal for implementing these federal changes. 

• Decreased Recoveries From Insurance Carriers ($4.4 Million Gen
eral Fund). The 1987 Budget Act assumed that enhanced depart
ment efforts to identify beneficiaries' health insurance coverage 
would reduce costs by $10,2 million ($5.1 million General Fund) in 
1987-88. Due to problems in identifying coverage for.dependents and 
delays in performing data matches, the department has reduced 
estimated savings in 1987-88 to $1.4 million ($700,000 General Fund). 
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Table 24 also displays the changes proposed for the Medi-Cal program 
in 1988-89. The budget projects that Medi-Cal expenditures will increase 
by $405.6 million ($144.8 million Gen,eral Fund). This represents a 
General Fund increase of 5.3 percent over estimated current-year 
expenditures. Table 24 groups these changes into two categories: (1) 
caseload and cost increases ($143.2 million General Fund) and (2) 
proposed program changes ($1.6 million General Fund). 

The caseload and cost increases consist of ( 1 ) eligible beneficiaries 
($31.8 million), (2) .the percent of eligible beneficiaries using services 
($58.3 million), and (3) the cost per unit of service and the number of 
units of service per user ($53.1 million). . 

The proposed program changes consist of the following items: 
• Immigration-Related Changes ($22.9 Million General Fund). The 

budget assumes the Legislature will pass the administration's pro
posal (SB 175) for implementing federal immigration-related re
quirements. This proposal is discussed in more detail below. 

• Implementation of 10 Percent Rate Reductions Delayed From 
1986-87 (Savings of $31.2 Million General Fund). The budget 
assumes the department will win its court case in 1988-89 an9. be 
permitted to retroactively impose a 10 percent rate reduction on 
many providers. These reductions were originally proposed to be 
effective February through June 1987. They have been prohibited by 
the federal courts pending a full hearing on the matter. 

• Program Restructuring (Savings of $23.1 Million General Fund). 
The budget assumes the department will be able to implement a 
package of cost reduction proposals. The individual proposals and the 
estimated General Fund savings in 1988-89 from each proposal are 
(1) increases in insurance recoveries resulting from a private 
contract-$1O million, (2) changes in procedures for establishing 
maximum allowable ingredient costs (MAICs) for drugs to permit 
more rapid issuance of regulations and better estimates of drug 
acquisition costs-$670,OOO, (3) quantity restrictions for sleeping 
pills-$50,OOO, (4) 15 percent reduction in laboratory services rates
$5.7 million, (5) additional copayments by Medi-Cal recipients-$2.5 
million, and (6) increases.ip the share of cost for medically needy and 
medically indigent beneficiaries-$4.2 million. With two exceptions, 
the savings proposals would require passage of legislation. The 
insurance recovery contract has already been implemented by the 
department. The quantity limitations on sleeping pills can be done 
administratively. 

• Drug Ingredient Rate· Changes (Savings of $6.5 Million General 
Fund). The budget assumes that the department will take a number 
of actions that will reduce Medi-Cal reimbursements for drug 
ingredients. These rate reductions are in addition to the proposals 
listed under the program restructuring proposals. Specifically, the 
department will (1) establish additional MAICs to limit the costs of 
certain drugs-$1.1 million, (2) update the list of drugs (the formu
lary) that can be dispensed without prior authorization to add less 
expensive drugs that are alternatives to more expensive drugs which 
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will be removed-$1.6 million, and (3) implement federal regula
tions establishing maximum reimbursement rates for selected 
drugs-$3.7 million. 

• Beneficiary COLA ($9.7 Million General Fund). The budget 
contains funds for a 5.2 percent increase for beneficiary COLAs as 
required by statute. The Commission on State Finance has, however, 
determined that the California Necessities Index has increased by 
only 4.7 percent. Consequently, the May revision needs to reduce 
funding for this item by approximately $2 million ($1 million General 
Fund). . 

• Restrictions on Abortions (Savings of $13 Million General Fund). 
The budget again includes a provision that would prohibit the use of 
Medi~Cal funds to pay for most abortions. The restrictions would (1) 
reduce projected General Fund expenditures for abortions from 
$27.5 million to $12.8 million and (2) increase by $3.4 million ($1.7 
million General Fund) delivery and infant care costs for mothers 
who carry the baby to term in the absence of Medi-Cal abortion 
funding. 

• Parental Consent for Abortions ($885,000 General Fund). The 
budget assumes that Ch 1237-/87 (AB 2274), which requires parental 
consent for minors to receive an abortion, will reduce Medi-Cal costs 
for abortions and increase costs for deliveries and infant care. The 
department estimates that the parental consent requirement would 
have the effect of eliminating 9,062 MedicCal-funded abortions for 
minors. In addition, the program would pay for the delivery and 
infant care costs associated With 2,598 additional births. The courts 
have issued a temporary restraining order preventing implementa
tion of this requirement until the case has been heard on its merits. 
Consequently, it is possible that these costs may be reduced or may 
not materialize at all. 

• Limit on Visits to Physicians (Savings of $4.6 Million General 
Fund). The budget proposes to limit the number of visits a patient 
can make to a physician to six in a 90-day period. Physicians could, 
however, be reimbursed for additional visits if they s.ubmit documen
tation with their billing statements that shows the additional visits 
are medically necessary. The department plans to implement this 
proposal administratively in order to provide funds for the discre-
tionary rate increases detailed below. . 

• Discretionary Provider Rate Increases ($3~1 Million General 
Fund). The budget proposes rate increases of 16 percent for 
maternity services provided by physicians; 11.8 percent for maternity 
services provided by clinics; 50 percent for portable X-ray transpor
tation; and 10 percent for well-child examinations, children's com
prehensive examinations, and home health services. In addition, the 
budget provides a $150 increase for maternity services provided by 
comprehensive perinatal service providers. To qualify for the addi
tional $150 increase, a provider would have to (1) begin providing 
service in the first three months of the pregnancy and (2) provide 
perinatal service on at least nine different occasions. These rate 
increases are estimated to cost $6.3 million ($3.1 million General 
Fund) in 1988-89 and $9;2 million ($4.6 million General Fund) 
annually thereafter. 
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DEPARTMENT OF HEALTH SERVICES-Continued 
• Statutory COLAs for Providers ($13.5 Million General Fund). The 

budget contains $10.9 million ($5.5 million General Fund) for a 7.1 
percent increase for noncontract hospital inpatient services and $16 
million ($8 million General Fund) for a 6.8 percent increase on drug 
ingredients. 

• Institutions for Mental Diseases (IMDs) ($22.9 Million General 
Fund). Effective August 1987, 37 skilled nursing facilities (SNFs) 
with special treatment programs (STPs) for mentally disabled 
persons lost eligibility for Medi-Cal funding for patients between the 
ages of 22 and 64 as a result of being reclassified as IMDs pursuant to 
federal al;ldits. Consequently; the Legislature transferred responsibil
ity for paying for IMD services to these patients to the Department 
of Mental Health. The 1988-89 budget proposes three adjustments 
related to this change: (1) a reduction of $12.3 million ($6.1 million 
General Fund) to reflect full-),ear implementation of the transfer, 
(2) an augmentation of $3.5 million from the General Fund to reflect 
100 percent state funding of IMD ancillary services, and (3) a 
one-time augmentation of $25.5 million from the General Fund in 
order to pay. the federal audit settlement for past inappropriate 
claiming of federal funds for IMD services. . 

• Delete Augmentation for Small and Rural Hospital Outpatient 
Services (Savings of $2 Million General Fund). The 1987 Budget 
Act included $4 million ($2 million General Fund) for a rate increase 
to small and rural hospitals for outpatient services. This expenditure 
is required by Ch 1476/87. The department advises that 83 hospitals 
will receive grants ranging from $1,434 to $186,000, with a median 
grant level of $41,000 in the current year. This legislation does not 
increase outpatient rates for small and rural hospitals on a permanent 
basis, so the department has not incorporated this increase in its 
estimate of budget-year expenditures. 

Unfunded 1988-89 Medi-Cal Program Costs 
We recommend that in its May revision of expenditure estimates, the 

department (1) incorporate estimates of costs resulting from long-term 
care cost-ol-living adjustments and the minimum wage increase and 
(2) document the basis for the savings estimate associated with its 
insurance recoveries proposal. 

Our review of the budget indicates that there are several areas of 
actual and potential underfunding.of Medi-Cal health care services .. We 
recommend that the department address these issues in its May revision 
estimates of health, care services spending, The areas. of actual and 
potential underfunding are: , 

1. Long-Term Care Cost-ol-Living Adjustments (COLAs). The bud
get does not contain funds for statutorily required COLAs for nursing 
homes, state hospitals, and other long-term care facilities. Long-term care 
COLAs are established based on audit data, which are not yet available. 
The Legislature augmented the 1987 Budget Bill by $74.4 million ($37.3 
million General Fund) to recognize these ,costs. It is too early to 
determine if 1988-89 long-term care COLA expenditures will be in the 
same cost range. 

2. Minimum Wage Increase. In December 1987, the California Indus
trial Welfare Commission increased the minimum wage from $3.35 to 



Item 4260 HEALTH AND WELFARE / 541 

$4.25 an hour, effective July 1, 1988. According to the department, the 
majority of staff employed by nursing homes earn less than $4.25 an hour. 
Under the current state plan, Medi-Cal rates must cover salary and 
benefit costs. The Medi-Cal budget, however, does not include funding 
for the minimum wage increase. We estimate that Medi-Cal expenditures 
for the higher minimum wage will be approximately $64 million ($32 
million General Fund) in 1988-89 and $74 million ($37 million General 
Fund) annually thereafter. 

3. Proposal for Increased Insurance Recoveries. The budget projects 
savings of $20 million ($10 million General Fund) resulting from the new 
contract to identify cases where insurance companies are liable for 
services received by Medi-Cal recipients. We believe that this estimate 
may be optimistic. The department could provide no analytical basis for 
estimated savings of this amount. 

Immigration-Related Proposals 

We withhold recommendation on $137.8 million ($28.9 million 
General Fund) proposed in the budget for immigration-related 
changes pending legislative action on the administration ~ proposal to 
implement two new federal laws. We further recommend that in the 
May revision the administration address the problems we identify in 
its estimates of funding needs. 

The budget proposes a number of funding adjustments related to 
changes in Medi-Cal eligibility for aliens mandated by two federal laws 
enacted in 1986: the Immigration Reform and Control Act (IRCA) and 
the Omnibus Budget Reconciliation Act (OBRA). The budget assumes 
that the department's proposed legislation (SB 175) to implement the 
federal mandates, and make related changes, would have been enacted 
by the Legislature and. would have become effective February 1, 1988. 
The budget also assumes that the Medi-Gal program will receive federal 
"State Legalization Impact Assistance Grant" (SLIAG) funds to offset a 
portion of the General Fund costs of the eligibility changes. 

The budget reflects costs of $17.4 million ($4.3 million General Fund) 
in the current year and $137.8 million ($28.9 million General Fund) in 
1988-89 related to these changes. The General Fund amounts reflected in 
the budget would be higher by $5.6 million in the current year and $47.3 
million in 1988-89 if SLIAG funds were not available to offset a portion of 
General Fund costs. 

Once the changes are fully phased in, the projected cost of the 
proposed eligibility changes is $173.5 million ($94.1 million General 
Fund) on an annual basis. This estimate of annual General Fund cost does 
not include any potential offsetting effect resulting from the availability 
of SLIAG funds. 

Table 25 shows the specific budget adjustments in the current and 
budget years and the projected annual costs. of the department's proposal. 
The annual costs are higher than 1988-89 costs primarily due to delays in 
processing of applications for legal status under the IRCA. 
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Table 25 

Department of Health Services 
. Medi-Cal Program 
Immigration-Related Changes 

Annual Costs of Administration's Proposal 
And· Proposed Budget Adjustments 

(dollars in thousands) 

Health services 
Costs ............................... .. 
SUAG • reimbursements .......... . 

Net costs ......................... .. 
County administration 

Costs ............................... .. 
SUAG • reimbursements .......... . 

Net costs ...................... ; .. .. 
Fiscal intermediary 

Costs ................................. . 
SUAG a reimbursements .......... . 

Net costs .......................... . 
Totals . 

Costs ................................ . 
SUAG • reimbursements .......... . 

Net costs ......................... .. 

1987-88 
General All 
Fund Funds 

$7,354 ... $12,333 
-3,567 
$3,787 $12,333 

$2,494 $4,988 
-1,987 

$507 $4,988 

$27 $106 
-10 
$17 $106 

$9,875 $17,428 
-5,564 

$4,311 $17,428 

• State Legalization Impact Assistance Grant . 

1988-89 
General . All 
Fund Funds 

$70,095 $125,262 
-43,405 

$26,690 , $125,262 

$5,831 $11,663 
-3,741 
$2,090 $11,663 

$232 $921 
-124 
$108 . $921 

$76,158 $137,846 
-47,270 
$28,888 $137,846 
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Annual Costs 
General All 
Fund Funds 

$88,978 $163,029 

$4,709 $9,418 

$446 $1,055 

$94,133 $173,502 

. Below we ~scuss(l) current Medi-Cal procedures, (2) the federal 
changes, (3) the budget proposal, (4) the Legislature's options, (5) the 
costs for providing full benefits to aliens, (6) issues related to SLIAG 
funding, and (7) considerations in choosing a course of action . 

. " 

Current Medi-Cal Procedures 
, Currently, aliens are generally not eligible for Medi-Cal unless they are 

legal residents. ~ome undocumented aliens, however, receive services 
through the "CA,-6" process. In this process, undocumentE;ld aliens may 
receive services if they certify under penalty of perjury that they are not 
under a deportation order. The certifications (CA-6 forms) are sent to the 
federal Immigration and Naturalization Service (INS) for verification of 
the alien's status. Usually in these cases the INS determines that the alien 
is not a legal resident and Medi-Cal eligibility is discontinued after two or 
three months. . 

As a practical matter; the department reports that' undocumented 
aliens are often unWilling to sign theCA-6 form because they fear that 
contact with the INS would lead to deportation. Consequently, this 
procedure is used primarily for high-cost services such as delivering a 
baby or hospital care following an accident. The procedure is used most 
frequently by county hospitals. 

Federal Changes 
The IRCA established a program to allow undocumented aliens who 

have lived in the United States for a long period of time to become legal 
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residents. (Please see our discussion of issues related to the IRCA in Part 
Three of The 1988-89 Budget: Perspectives and Issues.) The IRCA 
provides that aliens receiving legal status are entitled to Medi-Cal 
coverage if they are otherwise eligible for Medi-Cal. Legalized aliens who 
are children (under age 19), aged, blind, or disabled are entitled to full 
benefits; others are entitled to emergency services, including labor and 
delivery, plus prenatal and postnatal care. 

The OBRA extends Medi-Cal coverage to undocumented aliens and 
aliens with visas. These aliens are eligible only for emergency services, 
including the costs associated with labor and delivery. .. 

Table 26 compares Medi-Cal benefits for citizens to benefits for aliens 
as required under the IRCA and OBRA. 

Table 26 
Department of Health Services 

Medi-Cal Program 
Benefits for Citizens Versus 

Benefits for Aliens Required by the 
Immigration Reform and Control Act and the 
Omnibus Budget Reconciliation Act of 1986 

Legalized Aliens Undocumented Aliens 
(IRCA Aliens) (OBRA Aliens) 

Children (under age 19) 
Citizens 

Full scope Full scope Emergency care including 

Aged, blind, and disabled 

Adults in families with 
children 

Other adults 

Full scope 

Full scope 

No benefits 

Full scope 
labor and delivery 
Emergency care including 
,labor and delivery 

Emergency care including Emergency care including 
labor and delivery labor and delivery 
Prenatal and postnatal 
care 
No benefits No benefits 

At the timethis analysis was prepared, the Legislature had not enacted 
any changes to state law to implement these mandates. No change is 
needed to allow aliens . legalized under the IRCA to receive Medi-Cal 
because, as legal residents, state law entitles them to services. Some of 
these aliens are, in fact, receiving services. State law does not authorize 
the Medi-Cal program to restrict the scope of benefits, so these aliens are 
receiving the full scope of services. Any nonfederally mandated services 
are 100 percent state~funded. . 

The OBRA changes will go into effect on January 1, 1989 or when 
implementing state legislation goes .into effect, whichever is sooner. 
Consequently, entitlement to Medi-Cal has not changed yet for undocu
mented aliens. 

Budget Proposal 
In its legislative proposal, SB 175, the department proposes to provide 

(1) the benefits mandated by federal law, plus (2) prenatal andppstnatal 
services for undocumented aliens. Prenatal and postnatal services for 
undocumented aliens would be. funded.l00 percent from the General 
Fund. Table 27 shows the department's estimate of the caseload and 
annual costs .r~sulting from its prop.osal. ~he estimates assum~ that 25 
percent of eligtble undocumented aliens will not apply for Medi-Cal due 
to fear of deportation. 
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Table 27 

Department of Health Services 
Medi-Cal Program 

Annual Caseload and Costs 
Under sa 175 

Cost Per 
Cotegory Coseload Eligible 

Effect of federally mandated changes 
Legalized aliens (InCA) 

1. Children ........................................ 40,497 $1,786 
2; Aged, blind, and disabled ...................... 2,809 4,818 
3. Adults in families with children .............. 

a. Labor and delivery ......................... 10,852 1,529 
b. Other emergency services .................. 46,905 247 
c. Prenatal and postnatal care ................ (10,852) 971 

Undocumented aliens (OBRA) 
1. Labor and delivery ............................ 15,373 1,529 
2. Other emergency services ..................... 152,202 247 

Savings in current costs for services to aliens (CA-6. 
process) ........................................... -30,000 1,252 

County administration and fiscal intermediary .... 
Subtotals ........................................ 238,638 
(General Fund) ................................ 

Nonfederally mandated changes proposed in SB . 
175 

Undocumented aliens-prenatal and postnatal ser-
vices (all General Fund) ... ; .......... ; .......... (15,373) 971 

Totals ............................... : .... : ...... 238,638 
(General Fund) ................................ 
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Cost 
(in thousands) 

$72,328 
13,534 

16,593 
11,586 
10,537 

23,505 
37,594 

-37,575 
10,473 

($158,575) 
(79,206) 

14,927 

$173,502 
($94,133) 

Problems With Estimates. Our analysis indicates that these estimates 
are overstated in two ways. First, the cost per eligible for children should 
be reduced from $1,786 to $995. The department's figures assunie the 
average alien child would cost the same as the average medically indigent 
child who requires a great deal of hospital care. There is no reason .to, 
assume that alien children will require such extensive care. Adjustment of 
the average cost per child to reflect a weighted average cost for different 
aid categories of children would reduce the costs shown on Table 27 for 
the minimum federal program by $32 million ($16 million General 
Fund). . 

Second, recent Department of Finance data indicate that the percent
age of women among IRCA applicants is declining. Incorporating this 
trend into the estimates would reduce the estimated cost of deliveries 
and pregnancy-related services by approximately $12.5 million. 

We recommend that in its May revision the department update its 
estimates to address these factors. 

The Legislature's Options 

The .Legislature has three options in implementing the eligibility 
changes mandated by the IRCA and OBRA: (1) provide federally 
mandated coverage only, (2) provide federally mandated coverage plus 
additional selected benefits (the department's proposal is one possible 
configuration), and (3) provide full benefits to all aliens who meet 
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Medi-Cal eligibility criteria. Any benefits provided above the minimum 
federal level would be 100 percent state-funded. 

What if the Legislature Does Not Act on This Issue? If the Legislature 
takes no action on this issue, the department believes it is likely that 
current state law will require it to provide full benefits to all aliens-the 
third option. Predicting the outcome if the Legislature takes no action is 
a complex legal issue that involves interactions between state and federal 
law. The department's conclusion is based essentially on the following 
reasoning: 

• Federal law entitles all aliens who meet Medi-Cal eligibility require
ments to receive Medi-Cal services. 

• State law does not authorize the department to issue Medi-Cal cards 
for a limited range of services. 

• Consequently, the state must provide a full scope of Medi-Cal 
services to all eligible aliens. .. 

The next section describes the additional costs, above SB 175 costs, 
associated with option 3. 

Costs for Extending Full Benefits to Medi-Cal-Eligible Aliens 
Table 28 displays the additional annual costs, above SB 175 costs, for 

providing .full benefits to Medi-Cal-eligible aliens. The estimates are 
based on the department's estimates of the annual costs for providing 
nonemergency I non-pregnancy-related benefits to Medi-Cal-eligible 
aliens who would not receive these benefits under SB 175. Table 28 
presents a range of costs based on the level of deterrence due to fear of 
deportation. The "maximum deterrence" figures assume that (1) there 
would be no deterrence among legalized aliens because they are legal 
residents, (2) 30 percent of undocumented pregnant women would avoid 
care or find another way to pay for it rather than sign a Medi-Cal 
application, and (3) 90 percent of other undocumented aliens would 
avoid nonemergency care or find another way to pay for it rather than 
sign a Medi-Cal application. . 

Table 28 
Department of Health Services 

Medi·Cal Program 
Additional Annual Costs, Above SB 175 Costs a, for 
Providing Full Benefits to Medi-Cal-Eligible Aliens b 

General Fund 
(dollars in millions) 

Lega\izedaliens (IRCA) 
Adults in families with children ............................... . 

Undocumented aliens (OBRA) 
Children .................................... · .................... . 
Aged, blind, and disabled ...................................... . 
Adults in families with children ............................... . 

Totals ......................................................... . 

a As amended in Assembly January 13, 1988. 

Costs With 
No Deterrence 

$77.7 

203.6 
14.7 
69.0 

$365.0 

Costs With 
Maximum 
Deterrence 

$77.7 

20.4 
1.5 
6.9 

$106.5 

b Based on the department's estimates of costs for nonemergency, non-pregnancy-related services for 
Medi-Cal-eligible aliens who would not receive these services under SB 175. 
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DEPARTMENT OF HEALTH SERVICES-Continued 
Comments on Estimates. As discussed earlier, the cost-per-eligible 

figure used as the basis for the costs for children's services should be 
reduced. The effect of this change is to reduce the no-deterrence costs by 
$90 million and the maximum-deterrence costs by $9 million. 

We recommend that in its May revision, the department update its 
estimates to address this problem. 

Changes in INS Procedures May Affect Deterrence. The department 
reports that the "CA-6" procedure currently deters many undocumented 
aliens from applying for Medi-Cal. Under this procedure (discussed 
earlier), undocumented aliens may receive Medi-Cal benefits tempo
rarily if they sign a CA-6 form-which is forwarded to the INS-certifying 
that they are not under order of deportation. Changes in processing of 
these forms may reduce the deterrence effect, thereby moving the costs 
of providing full-scope services to undocumented aliens closer to the 
"no-deterrence" costs. 

Specifically, the INS intends to discontinue processing CA-6 forms. 
(Under the new INS system, county eligibility workers will have access to 
the INS computer system to verify legal status of aliens who have INS 
identification numbers. The system cannot check the legal status for 
undocumented aliens, however, because they do not have INS numbers.) 
Undercurrent state law, however, undocumented aliens may still receive 
benefits by signing a·CA-6 form. If the INS no longer processes the CA-6 
form, undocumented aliens could apply for Medi-Cal without fear that 
the INS will learn of their whereabouts. Moreover, the INS is prohibited 
by law from using information from sources like the Medi-Cal program to 
locate and deport aliens. 

State Legalization Impact Assistance Grant Funding Issues 
Congress has made SLIAG funding available to the states to help pay 

the additional cost of serving aliens legalized under the IRCA. Congress 
did not, however, make any special funding available for services to 
undocumented aliens as required under the OBRA. 

The Governor's Budget contains conflicting assumptions about the 
amount of SLIAG funds that should be reserved for the Medi-Cal 
program. The Department of Health Services portion of the Governor's 
Budget indicates that the Medi-Cal program will receive $47.3 million in 
SLIAG funds in 1988-8~ to pay for the state share of services for IRCA 
aliens. Section 23.50 of the 1988 Budget Bill, which appropriates the 
SLIAG funds, however, allocates only $26.9 million in SLIAG funds for the 
Medi-Cal program in 1988-89. The Department of Finance indicates that 
it reduced the Medi-Cal program's allocation of SLIAG funds because (1) 
it believes that many aliens will not apply for Medi-Cal due to fear of 
deportation even after they are legalized and (2) there have been 
unanticipated delays in INS processing of legalization applications. In 
contrast, the Medi-Cal estimates assume that legalized aliens will not fear 
deportation and will apply for Medi-Cal. 

We recommend that in the May revision, the l;ldministration reconcile 
its SLIAG funding proposal with the Medi-Cal budget proposal. 

Considerations in Choosing a Course of Action 
The choice among the three basic Medi-Cal options is essentially a 

policy decision that rests on the Legislature's funding priorities. The 
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Legislature must determine how much emphasis it· wishes to place on 
health care for aliens as opposed to other expenditure needs. Clearly a 
full scope of benefits for aliens will cost the General Fund significantly 
more than a limited scope of benefits. 

For the next four to five years, it may be possible to pay for some state 
Medi-Cal costs with federal SLIAG funds. SLIAG funds, will, however, 
cover only the minimum federally mandated services for IRCA aliens. 
They will not cover services for OBRA aliens or any expansion of benefits 
beyond the minimum federally mandated level. Moreover, federal 
SLIAG funds will be available to the Medi-Cal program only to the extent 
that they are allocated to the Medi-Cal program. The more SLIAG funds 
consumed by the Medi-Cal program, the less SLIAG funds that will be 
available for other programs. . 

A final consideration in choosing a course of action is that the amount 
of funding for aliens supplied through the Medi-Cal program will affect 
county costs for providing health services. We discuss the interaction 
between Medi-Cal and funding for the Medically Indigent. Services 
program earlier in this analysis. 

B. COUNTY ADMINISTRATION 
The budget proposes $166.8 million ($76.6 million General Fund) for 

county welfare departments to determine Medi-Cal eligibility for medi
cally needy beneficiaries. The costs of eligibility determinations for 
categorically eligible beneficiaries (AFDC and SSI/SSP cash grant recip
ients) are covered by the AFDG and SSI/SSP programs. 

Current Year. The budget anticipates that General Fund Medi"Cal 
eligibility determination costs will be $493,000, or 0.7 percent, less than 
the amount appropriated for the current year. Table 29 shows the 
principal current-year changes. The anticipated surplus is primarily due 
to delays· in the implementation of the Statewide Automated Welfare 
System (SAWS) and deletion of one of the elements of the Income 
Eligibility Verification System (IEVS). The General Fund savings in the 
SAWS and IEVS programs are largely offset by additional eligibility 
determination costs for SSI/ SSP recipients who are affected by increases 
in Social Security· payments, caretaker relatives of AFDG children who 
may be Medi-Cal-eligible, and aliens who are affected by federal 
immigration"related legislation. Although state costs for the current year 
are projected to decrease, costs from all funds, as shown in Table 29, are 
projected to increase by $3.5 million primarily due to the additional aliens 
who are served with federal reimbursements. 

Budget Year. The proposed 1988-89 General Fund appropriation of 
$76.6 million for county administration represents an increase of $5.4 
million, or 7.6 percent, over estimated current-year expenditures. The 
current estimates of county administrative costs for 1988-89 are, however, 
incomplete because the department has not yet attempted to estimate 
workload changes in the· base budget. This will be done in the May 
revision when more data are available from which to estimate county 
welfare department· workload. Table 29 shows that those 1988-89 in
creases result primarily from the following factors: 

• Retroactive Salary Increases ($1. 7 Million General Fund). The 
Medi-Cal budget proposes to fund a 3.9 percent retroactive salary 
increase for county welfare department employees. This is consistent 
with the Legislature's policy in recent years to fully fund-on a 



548 / HEALm AND WELFARE 

DEPARTMENT OF HEALTH SERVICE$-Continued 
Table 29 

Department of Health Services 
Medi-Cal County Administration 

Proposed 1988-89 Budget Changes 
(dollars in thousands) 

Funds available, 1987 Budget Act 
1. Eligibility item ........................................ ; ..... . 
2. Federal refugee reimbursements ........................... . 

Subtotals, 1987-88 expenditures (Budget Act) .............. . 
Unanticipated 1987-88 changes 

1. Decreased Statewide Automated Welfare System costs ... . 
2. Decreased Income Eligibility Verification System costs ... . 
3. Increased workload from Social Security COLAs .......... . 
4. Addition of caretaker relatives ............................. . 
5: Immigration-related changes ............................... . 
6. Other changes .......... ; .................................... . 

1987-88 expenditures (estimated) ................................ . 
Projected surplus! deficiency (-) ............................. . 

1988-89 proposed changes 
1. Retroactive salary increases ................................. . 
2. Full-year cost of Income Eligibility Verification System .. . 
3. Immigration-related changes ............................... . 
4. Other changes .......................•........................ 

1988-89 expenditures (proposed) ................•................. 
Change from 1987-88 (estimated) 

Amount ......................................................... . 
Percent ......................................................... . 

General Fund 

$71,641 

($71,641) 

-548 
-524 

163 
190 
507 

-281 
$71,148 

($493) 

1,682 
1,029 
1,583 
1,144 

$76,586 

$5,438 
7.6% 

Item 4260 

All Funds 

$147,490 
417 

($147,907) 

-1,095 
-1,049 

327 
379 

4,988 
-48 

$151,409 
(-$3,502) 

3,363 
2,058 
6,675 
3,277 

$166,782 

$15,373 
10.2% 

retroactive basis-the actual salary increases that local officials 
provide to their welfare' department employees. The department's 
estimate is inconsistent with the estimates used by the Department 
of Social Services (DSS) , which also funds COLAs for county welfare 
department employees;The DSS proj~cts a 4.7 percent increase will 
be needed based on changes in the Consumer Price Index (CPI). 
The actual percentage increase will not be known until the depart
ments have completed. their salary survey in the spring. The 
departments advise that they will update their budgets to reflect the 

. actual increase in the May revision . 
• Full-Year Costs of IEVS ($1 Million General Fund). The IEVS is a 

federally required computerized system used to verify that Medi-Cal 
applicants' and recipients' income and assets are accurately reported 
to county welfare departments. If the system identifies discrepancies 
between reported. information and information maintained by a 
variety of state and federal departments, the welfare department 
must check on the case to see that the individual is actually eligible 
or has been paying the correct share of medical costs. The increased 
costs are due to full-year operation of the system. . 

Due to concerns regardirig the costs and benefits of the IEVS, the 
Legislature adopted language in the 1987 Budget Act requiring the 
department to (1) test the cost/benefit ratio of pursuing discrepan
cies of various dollal" amounts in order to determine how to make the 
IEVS produce savings in excess of its costs and (2) report to the 
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Legislature by December 15, 1987. As of January 28, 1988, the report 
had not been released. The department informs us that as a result of 
the report and ongoing department review of the IEVS, the May 
revision will probably contain substantial changes in the request for 
the IEVS . 

• Immigration-Related Changes ($1.3 Million General Fund). The 
budget assumes that in early 1988, the Legislature will enact the 
administration's proposal (SB 175) for implementing federal man
dates related to health care for aliens. Implementation of the federal 
acts will increase the number of eligibility determinations that 
county welfare departments conduct for alien applicants. Estimates 
of county administrative costs related to the federal changes could 
change substantially by the May revision depending on the provi
sions of any legislation enacted, additional data on the population of 
eligible aliens, and further refinement in the estimates. 

C. MEDI-CAL CLAIMS PROCESSING 

The Department of Health Services does not directly pay doctors, 
pharmacists, nursing homes, or other providers for the services they 
render. Instead, the department contracts with fiscal intermediaries for 
Medi-Cal fee-for-service claims processing. Currently, the department 
has processing contracts with Computer Sciences Corporation (CSC) and 
Electronic Data Systems (EDS). In addition, the department reimburses 
the State Controller's Office for printing and mailing checks to Medi-Cal 
fee-for-service providers. Payments to organized health systems and to 
providers of mental health services under the Short-Doyle Act are 
processed directly by the department or, in the case of the Redwood 
Health Foundation and Delta Dental, by the health system itself. 

Th. e Current Year. The budget anticipates that claims processing costs 
for 1987-88 will be $53.4 million ($13.7 million General Fund), or 17 
percent higher than. the amount appropriated in the 1987 Budget Act. 
Table 30 shows that the largest part of the $7.9 million ($2 million General 
Fund) current-year deficiency is due to the phase-in of the new fiscal 
intermediary contractor. 

The Budget Year. The budget proposes an appropriation of $53.3 
million ($13~6 million General Fund) for fiscal intermediary services in 
1988-89. This is a net decrease of $95,000 ($123,000 General Fund). Table 
30 shows that this small change is primarily due to the net effect of 
eliminating one-time carry-over funding in the dental contract, phasing 
out of the CSC and Child Health and Disability Prevention (CHDP) 
contracts, and implementing the new fiscal intermediary contract. 

New Contract Increases Fiscal Intermediary Costs 
The department recently completed the process of rebidding the fiscal 

intermediary contract. A new contractor, Electronic Data Systems 
(EDS), will replace the existing contractor, Computer Sciences Corpo
ration . (CSC) , beginning in April 1988. The new EDS contract is 
substantially more costly than the current CSC contract. At the time this 
analysis was prepared, we could not determine exactly how much more 
costly the contract will be. Several major factors seem to account for most 
of the incre~se. First, the bid price per claim line processed is substan
tially higher in the new contract than in the old contract. Second,· the 
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Table 30 

Department of Health Services 
Medi-Cal Claims Processing 

Proposed 1988-89 Budget Changes 
(dollars in thousands) 

Funds available, 1987 Budget Act 
1. ,Fiscal intermediary item ........................ .c •..••••..•••. 
2. Refugee reimbursements ..................................... . 

Subtotals, 1987-88 expenditures (Budget Act) ............... . 
Unanticipated 1987-88 changes 

1., Computer Sciences Corporation (CSC) contract ........... . 
2. Electronic Data Systems (EDS) contract ................... . 

'3. Delta Dental contracf.. ... ; .................................. . 
4. ' State Controller agreement. ................................. . 
5. Child Health and Disability Prevention (CHDP) contract .. 

1987-88 expenditures (estimated) .................. .' .... , .......... . 
Projected deficiency ............................................ . 

1988-89 proposed changes 
1. Phase-out oECSC and CHOP contracts ..................... . 
2., hnplemeptation of EDS contract. .................. : ........ . 
3. Increase, inState Controller contract ........................ . 
4. Elimination of Delta Dental carry·over ..................... . 
5. Other changes .......... , ....... , ............................. . 

1988-89 expenditures (proposed) ......... , ........................ . 
Change from 1987-88 (estimated) 

General Fund 

$11,669 

($11,669) 

-620 
2,474 

88 
59 
4 

$13,674 
(-$2,005) 

-$7,285 
7,907 

18 
-701 
-62 

$13,551 

Item 4260 

All Funds 

$45,456 
122 

($45,578) 

-2,560 
9,821 

357 
236 

8 

$53,440 
(-$7,862) 

-$27,350 
30,471 ' 

71 
-2,802 

-485 
$53,345 

Amount........................................................... -$123' -$95 
Percent........................................................... 0.9% 0.2% ," 

new contract makes a number of changes in order to improve the quality 
of services provided., These changes add to the- fiscal intermediary's 
staffing costs. Third, the CHDP contract will become part of the new 
EDS contract, rather than a freestanding claims processing contract. 
Fourth, the number of claims, particularly claims for aliens affected by 
the IRCA and OBRA, is increasing. 

We will be working with the department to estimate the costs of the 
various factors that contribute to the increased cost of the new contract. 

More Detailed Explanation of Costs Needed 
We recommend that the depa'T;lment develop an improved format to 

explain and display fiscal intermediary costs in future Medi-Cal 
estimates. 

The provisions of the new contract determine how much the state will 
pay for the various c~aims pro?essing services it purchas~s. Cost variations, 
are largely determmed by mcreases and decreases m workload and 
various one-time expenditures. The provisions of the new' contract that 
determine how much EDS will' be paid for its services are complicated. 
Currently, the department's estimates do not present a clear picture of 
the relationship between specific contract provisions and the proposed 
appropriation for the budget year. For example, the estimate does not 
provide (1) the costs attributable to individual cost-reimbursable items 
such as the systems development group or provider relations staff or (2) 
the, number of claim lines to be paid at each price identified in the, 
contract. ' 
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The department's estimates of Medi-Cal costs are for the most part 
detailed, highly professional products that allow the Legislature and 
managers of the Medi-Cal program to understand, in fiscal terms, the 
effects of various changes and trends· in the Medi-Cal program. Because 
we believe that the Legislature should be able to understand how 
estimates of fiscal intermedia.ry operating costs are derived, we recom
mend that the department develop an improved format for explaining 
and ~splaying fiscal intermediarY costs in future estimates. 
Data on Fiscal Intermediary Performance Needed 

We recommend that the Legislature adopt supplemental report 
language requiring the department to submit reports that address how 
the transition to the new fiscal intermediary is proceeding. ' 

The department expects the transition to. the new EDS contract to 
proceed without major problems for a number of reasons. First, the data 
processing software that will be used by EDS is basically the same as the 
software currently in use. Therefore, it will not be necessary to develop 
and debug a new and highly complex system as it was during the original 
transition to the. CSC contract 10 years ago. Second, many of the CSC staff 
who 'process Medi-Cal claims will be employed by EDS thus providing for 
considerable continuity. In spite of these positive factors, it is possible that 
problems will develop in the transition from one fiscal intermediary to 
aJlother. Experience with the original transition to CSC shows that 
traJlsjtion problems are a subject of considerable legislative concern. 

Because the Legislature needs to know how well the transition to the 
new fiscal intermediary is proceeding, we recommend that the Legisla
ture require the department to submit periodic reports that provide (1) 
data summarizing the fiscal intermediary's performance record in rela
tion to its contractual obligations and (2) narrative material describing 
significant performailce problems. We recommend the f()llowing specific 
language:' . . 

The department shall report to the Legislature on August 1, 1988, on 
December 1, 1988, and on April 1; 1989, on the implementation of the 
new fiscal intermediary contract. The report shall contain data sum
marizing the fiscal intermediary's performance record in relation to 
the performance criteria set forth in the contract. In addition, the 
reports shall ~ontain narrative material describing significant perfor
maIlce problems. 

D. MEDI-CAL STATE ADMINISTRATION 
The budget proposes $129 million ($49.2 million "General Fund) in. 

various departments for state administration of the Medi-Cal program in 
1988-89. The General Fund amount represents an increase of .$4.2 million, 
or 9.4 percent, above estimated expenditures in the current year. Table 
31 displays Medi-Cal state administrative expenditures in 1987 -~ and. 
1988-89. .' " 

The budget proposes to increase General Fund spending by the 
Department of Health Services by $4 million, or 11 percent, above 
estimated spending levels in the current year. This increase primarily 
reflects proposals to (1) implement drug utilization review required by' 
Ch 1340/87, (2) implement a managed care proposal, (3) increase staff 
for work associated with reprocurement of· the fiscal intermediary 
contract, and (4) increase field office staff due to increased treatment 
authorization request (TAR) workload. 
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Table 31 

Departmentof Health Services 
Medi-Cal Program 

State Administration Expenditures a 

1987-88 and 1988-89 
(dollars in thousands) 

Item 4260 

Estimated 1987-88 Proposed 1988-89 
Percent 
Change 
in Gen-

Department of Health Services ........... . 
Department of Social Services ............ . 
Department of Mental Health ............ . 
California Medical Assistance Commission. 
Department of Aging .................... .. 

Totals .................................. . 

. General 
Fund 

$35,488 
6,322 

601 
893 

1,636 
$44,940 

All Funds 

$99,101 
13,375 
1,203 
1,787 
3,070 

$118,536 

General 
Fund 

$39,451 
6,579 

793 
929 

1,401 
$49,153 

All Funds 

$108,634 
13,835 
1,587 
1,8~ 
2,749 

$128,628 

era/Fund 

11.2% 
4.1 

31.9 
4.0 

-14.4 
9.4% 

• Funds are shown where they are actually spent, not where they are appropriated. All federal funds 
shown for departments other than Health Services are appropriated in the budget for Health 
Services and then transferred to the department where the funds are expended. 

The budget proposes 1,562.4 positions in the Department of Health 
Services that can be attributed directly to the administration.' of the 
Medi-Cal program. This is 36.7 positions, or 2.4 percent, more than the 
number of authorized positions in 1987-88. The increase reflects the 
expiration of 26 limited-term positions and an increase of62.7 permanent 
positions. 

Table 32 shows the changes in Medi-Cal-related positions proposed for 
the budget year. It does not reflect positions in the. department's 
administrative units (personnel, budgets, accounting, etc.) whose costs 
are distributed to the Medi-Cal program for funding purposes. 

Table 32 
Department of Health Services a 

Medi-Cal Program 
Proposed Positions 

1988-89 

Program 

Eligibility .................................. . 
Benefits ................................... .. 
Rate development ......................... . 
Contract operations ................ , ...... . 
Utilization control ........................ .. 
Health recovery .......................... .. 
Fiscal intermediary b ...................... . 

Medi-Cal reprocurement project ......... . 
Program development b ............ , ...... . 

Audits and investigations b.c •••••••••••••••• 

Totals ... , .............................. . 

Limited-
Existing Term 
Positions Positions 

106.9 
40.9 
40.1 
57.0 

491.7 
233.8 
122.4 
16.0 
21.1 

395.8 
1,525.7 

-5.5 
-11.0 

-8.0 

-1.5 
-26.0 

Proposed 
Changes 

2.0 
4.0 

4.0 
11.0 
. 1.5 
12.0 
6.0 

22.0 
0.2 

62.7 

Proposed Percent 
Positions Change 

108.9 1.9% 
44.9 9.8 
40.1 
61.0 7.0 

497.2 1.1 
224.3 -4.1 
134.4 9.8 
14.0 -12.5 
43.1 104.3 

394.5 -0.3 
1,562.4 2.4% 

• Additional positions paid for by the Medi-Cal program are located in the divisional offices supervising 
the above programs and in the Administration Division. 

b Includes divisional offices. ' 
c This reflects 96 percent of the positions in the Audits and Investigations Division attributable to 

Medi-Cal program activities. 
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Managed Care Proposal 

The budget proposes $2,024,000 ($1,519,000 General Fund) for 29 
positions and related costs to expand the use of "managed care" delivery 
systems. In addition, the Medi-Cal health care services item contains 
$944,000 ($472,000 General Fund) to purchase health care services in 
managed care delivery systems. 

In a "managed care" delivery system, participating health care provid
ers receive the per-capita payments each month, whether or not the 
Medi-Cal recipient requires care that month. The capitation payment 
takes the place of the fee that is normally charged each time a Medi-Cal 
recipient is treated. The administration's stated objectives in making its 
managed care proposal are to: 

• Guarantee beneficiary access to health care. 
• Promote preventive, rather than curative, health care. 
• Encourage providers, through financial incentives, to reduce exces

sive utilization and thereby control Medi-Cal costs. 
The goal of the proposed program is to have one-third of the Medi-Cal 
population enrolled in managed care arrangements within five years. 

The department's proposed program involves four different types of 
service delivery systems: (1) primary care case management, (2) modi
fied primary care case management, (3) county-based health insuring 
organizations, and (4) an organized health care delivery system in San 
Diego County. The budget includes funds for three of these delivery 
systems (all except county-based health insuring organizations). Table 33 
shows the funding included in the proposal for each of the three delivery 
systems. 

Table 33 
Department of Health Services 

Medi-Cal Program . 
Managed Care Proposal 

1988-89 
(dollars in thousands) 

Support 
General All 

Positions Fund Funds 

Primary care case management (PCCM) . 16 $323 $633 
Modified PCCM ............................ 3 45 89 
Organized health care delivery system in 

San Diego County ..................... 10 1,151 1,302 
Totals ................................ 29 $1,519 $2,024 

Health Core Services 
General Ail 
Fund Funds 

$472 $944 

$472 $944 

The proposal does not include any projections of costs and savings in 
future years when the proposal is fully implemented. 

Below we discuss each of the four delivery systems and our recommen
dations. 

1. Primary Care Case Management (PCCM) 
Under the PCCM model, the state contracts withlhYSiCianS, physi

cians' groups, and clinics to manage care provide to beneficiaries 
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enrolled in the PCCM. Generally, Medi-Cal recipients are free to enroll 
and disenroll from PCCMs. If, however, the department determines that 
there are enough qualified PCCM providers to furnish care to all 
Medi-Cal recipients in a locality, the department requires recipients in 
the locality to choose one PCCM provider. 

The department has already implemented 14 PCCM contracts, with 
10,000 enrollments, on a pilot basis. Under the budget proposal, the 
department would seek to implement 25 additional contracts with 20,000 
enrollments by January 1989 and 25 additional contracts with 15,000 
enrollments by January 1990. 

According to the proposal, these contracts eventually will result in net 
savings to the state due to savings in health care services costs. The 
budget reflects net costs in the health care services item in 1988-89, 
however, because of the effect of "pipeline" costs. These costs occur on 
a one-time basis when beneficiaries transfer to a prepaid system from a 
fee-for-service system with billing lags averaging three months. When
ever such transfers occur, the state must pay for roughly 15 months of 
services in the initial 12-month period. 

Specific Contract Provisions. Under PCCM contracts, the primary 
care physician is responsible for authorizing care that the recipient will 
receive from other care givers. The contracting PCCM physician is 
responsible for paying specialists and other providers to whom he has 
referred a patient. The capitation rate that the contracting PCCM 
physician receives is set at 95 percent of the estimated costs of providing 
these services under the fee-for-service delivery system. If case manage
ment keeps patient care costs below the 95 percent capitation rate, the 
physician keeps the unspent funds. If, on the other hand, services cost 
more than the amount the 95 percent capitation rate generates, the 
contracting PCCM physician pays the difference from his own funds, 
subject to a $10,000 limit per patient. Under the PCCM model, the 
Medi-Cal program will continue to directly reimburse for emergency, 
hospital, and other selected services on a fee-for-service basis. If year-end 
data indicate that hospital costs and certain other expenses have de
creased, the net savings are split with the PCCM contractor who has 
controlled utilization. 

The administration believes that additional physicians, physicians' 
groups, and clinics will join the PCCM program to increase their 
Medi-Cal incomes, avoid costs associated with preparing Medi-Cal claims, 
avoid dealing with the Medi-Cal prior authorization process, and have 
more freedom in planning overall patient care. 

Federal Waivers. In order to expand its use of PCCMs, the department 
will need federal waivers. The department anticipates that the federal 
government will routinely extend its current two-year PCCM waiver for 
another two years at the end of the current year. Ail a part of extending 
the existing waiver, the department anticipates that the federal govern
ment will approve the program at an expanded level. 

2. Modified Primary Care Case Management 
The modified PCCM model is different from the PCCM model in that 

the capitated payment covers only the physician's office visits, not a 
broad spectrum of nonemergency medical care. Under the budget 
proposal, the department would seek to have 500 modified PCCM 
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contracts in place by January 1991. These 500 contracts would have 
approximately 100,000 enrollees.. . 

Specific Contract Provisions. Under the modified PCCM concept, the 
capitation rate. would be set at 80 percent of the estimated costs of 
covered services, plus $4 for each office visit. Just as in the PCCM model, 
the physician a':lt~o~izes services for PCCM patients. If, at the end of the 
year,the phYSICIan s case management efforts have reduced overall 
Medi~Cal costs below what they would otherwise be, the physician 
receives an additional payment. The department plans to share all 
savings equally with the physician up to the point that the Medi"Cal 
program is paying .the ph.xsician ~s or her usual and customary charges 
for treatment of non-Medi-Cal patients. 

Federal Waivers. The department must acquire federal waivers to 
proceed with implementation of the modified PCCM proposal. The 
department indicates that it may be possible to obtain the waivers as part 
of the waiver extension for PCCMs. If not, there will be a period of delay 
while the waiver application is under consideration. 

3. County-Based Health Insuring Organizations 
The administration proposes to contract with three county-based 

"health insuring organizations" (HIOs) in order to fund the health care 
needed by the county's Medi-Cal population. The HIOs would, in tum, 
arrange for needed health care· by contracting with local health care 
providers, including county hospitals and clinics. 

Currently, Santa Barbara and San Mateo Counties have HIOs. These 
were established under enabling legislation that permits these counties
plus Ventura and San Bernardino Counties-to enact local ordinances 
establishing local HIOs. These statutes generally give the Boards of 
Supervisors the authority to determine the composition of the governing 
boards of the HIO and make the county ultimately responsible for debts 
in the event of the HIO's termination. 

Under the department's plan, contracts would be signed with a 
Ventura County HIO in January 1990 covering 40,000 enrollees, a San 
Bernardino COUlity HIO in September 1991 with 135,000 enrollees, and 
an Orange County HIO in January 1992 with 115,000 enrollees. 

The budget does not contain any staffing or seed money to develop 
HIOs in 1988-89. This is because the department needs a change in 
federal law to implement additional HIO contracts. 

4. Organized Health Care Delivery System in San Diego County 
The administration proposes to enroll all 160,000 Medi-Cal recipients in 

San Diego County in some form of managed care system by January 1991. 
These systems would include PCCMs, modified PCCMs, and prepaid 
health plans (PHPs), which provide comprehensive inpatient and out
patient care to their enrollees. When enough providers are available in 
the San Diego area, the department plans to require all Medi-Cal 
recipients in the area to enroll in one of the available plans. 

This proposal is similar to the "Expanded Choice" proposal rejected by 
the Legislature in 1986. In this proposal, Medi-Cal recipients in San Diego 
County would have been required to join one of 10 PHPs serving the 
county's Medi-Cal population. 

The budget for the current proposal consists of two parts. First, the 
budget includes $302,000 ($151,000 General Fund) to support 10 positions 
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DEPARTMENT OF HEALTH SERVICES-Continued 
to get the project started and make necessary changes in the depart
ment's data processing system. Second, the budget includes $1 million (all 
General Fund) to reimburse providers for their initial costs of developing 
detailed proposals. 

The department indicates that it does not intend to. proceed with 
implementation of this proposal unless it first obtains authorizing legis
latiOIi. 

Analyst's Recommendations 

We recommend deletion of $1,302,000 ($1,151,000 General Fund) and 
10 positions for the development of an organized health care delivery 
system in San Diego County because the proposal is premature. We 
withhold recommendation on $1,666,000 ($849,000 General Fund) for 
primary care case management (PCCM) and modified PCCM pending 
receipt of information about these proposals. (Reduce Item 4260-001-
001 by $1,151,000 and Item 4260-001-890 by $151,000.) 

San Diego County Proposal. The department is sponsoring legislation 
to . obtain specific authorization to move forward with its San Diego 
proposaL This decision is appropriate because the Legislature previously 
rejected the similar San Diego County Expanded Choice project. We 
believe it is premature to move forward with this project before this 
legislation is enacted. The funds to implement the proposal should be 
appropriated by the legislation that authorizes the project. For. this 
reason, we recommend deletioI) of the $1,302,000 ($1,151,000 General 
Fund) for the San Diego proposal from the Budget Bill. 

Primary Care Case Management Proposals. The department's PCCM 
and modified PCCM proposals may have merit from a fiscal perspective. 
The department supplied preliminary data indicating that the proposals 
could result in significant savings in a relatively short period. In addition, 
it is possible that Medi-Cal recipients could have improved access to care. 

The preliminary data need addi.tional analysiS, however, before we 
could conclude that the PCCMand modified PCCM models should be 
expanded. Accordingly, we withhold recommendation pending submis
sion of a thorough fiscal evaluation. of the savings that can be anticipated 
from PCCMs and modified PCCMs.· The fiscal evaluation should discuss 
reliability of data, assumptions, the mechanics of capitation, the sharing of 
savings, adminisqative costs of developing and monitoring the program, 
and other factors that would influence either costs or savings. 
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DEPARTMENT OF HEALTH SERVICES-CAPITAL OUTLAY 

Item 4260-301 from the General 
Fund, Special Account for 
Capital Outlay Budget p. HW 91 

Requested 1988-89 ........................................................................... . $109,000 
109,000 Recommended approval ............................................................... . 

ANALYSIS AND RECOMMENDATIONS 
Minor Capital Outlay 

We recommend approval. 
The budget includes $109,000 in Item 4260-301-036 from the Special 

Account for Capital Outlay for four minor capital outlay projects for the 
Department of Health Services. These projects range in cost from $8,000 
to install shower facilities for female workers in the Infectious Disease 
Wing of the department's Berkeley laboratory to $55,000 to modify the 
fume hood exhaust system in the laboratory's South Wing. 

DEPARTMENT OF HEALTH SERVICES-REVERSION 

Item 4260-495 to the Hazardous 
Substance Cleanup Fund 

ANALYSIS AND RECOMMENDATIONS 

Budget p. HW 38 

We withhold recommendation on the reversion of$30.3 million to the 
Hazardous Substance Cleanup Fund pending receipt of further infor
mation from the department. 

This item proposes to revert $30,340,000 in funds originally appropri
ated from the Hazardous Substance Cleanup Fund for site characteriza
tion and cleanup costs associated with hazardous waste sites. Items 
4260-001-710,4260-011-710, and 4260-012-710 in the Budget Bill propose to 
appropriate these reverted funds for the support of state administrative 
costs associated with hazardous waste site mitigation. 

According to the Department of Finance, the amount of the reversion 
proposed in the Budget Bill is incorrect. To be consistent with the 
amount of funds appropriated for 1988-89, and to cover a portion of the 
funds appropriated in the current year, the reversion should be 
$29,115,000. Th~ Department of Finance intends to propose this correc
tion in a budget amendment letter. 

We have several programmatic concerns regarding site mitigation 
expenditures. These concerns are discussed in our analysis of the Toxic 
Substances Control Division's site mitigation program in Item 4260. In 
that analysis, we withhold recommendation on all funds proposed for 
support of administrative costs of the site mitigation program, including 
the underground storage tank cleanup program, pending the receipt of 
additional information. 
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DEPARTMENT OF HEALTH SERVICES-REVERSION-Contlnued 
We will make our recommendation to the Legislature on the proposed 

reversion atthe time that we submit our recommendations regardirig the 
pudget for site mitigation. 

Health and Welfare Agency 
CALIFORNIA MEDICAL ASSISTANCE COMMISSION 

Item 4270 from the General 
Fund and federal funds Budget p. HW 91 

Requested 1988-89 ........................................................................... . 
Estimated 1987-88 ........................................................................... . 
Actual 1986-&7 .................................................................................. . 

Requested· increase (excluding amount for 
salary increases) $50,000 (+2.8 percent) 

Total recommended reduction .................................................... . 

1988-89 FUNDING BY ITEM AND SOURCE 
Item-Description 
4270-001'()()1...:....support 
Reimbursements 

Total 

GENERAL PROGRAM STATEMENT 

Fund 
General 
Federal 

$1,858,000 
1,808,000 
1,565,000 

None 

Amount 
$929,000 
929,000 

$1,858,000 

The California Medical Assistance Commission (CMAC) was estab
lished by Ch 329/82 (AB 3480) to negotiate contracts with hospitals, 
county health systems, and health care plans for the delivery· of health 
care services to Medi-Cal recipients. The corpmission reports to the 
Legislature twice each year on the status and cost-effectiveness of 
selective provider contracts. In addition, the commission's staff conduct 
special studies of health care issues. The commission has 25.4 personnel
years in the current year. 

ANALYSIS AND RECOMMENDATIONS 
We recommend approval. 
The budget proposes the expenditure of $1,858,000 ($929,000 from the 

General Fund and $929,000 in federal funds) for the support of the 
commission during 1988-89. This is an increase of $50,000, or 2.8 percent, 
above estinlated current-year expenditures. This increase is due to the 
net effect of merit salary adjustments, the full-year effect of 1987-88 salary 
increases, a rent increase, and other minor adjustments. 
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Health and Welfare Agency 
DEPARTMENT OF DEVELOPMENTAL SERVICES 

Item 4300 from the General 
Fund, the Developmental 
Disabilities Program 
Development Fund, and 
federal funds Budget p. HW 92 

Requested 1988-89 ............................................................................ $982,939,000 
Estimated 1987-88 ............................................................................ 911,182,000 
Actual 1986-87 .................................................................................... 850,426,000 

Requested increase (excluding amount for 
salary increases) $71,757,000 (+7.9 percent) 

Total recommended reduction .................................................... . 
Recommendation pending ........................................................... . 

1988-89 FUNDING BY ITEM AND SOURCE 

752,000 
6,745,000 

Item-Description 
43()()'()()I-OOI-Support 
43()()'()()1-172-Support 

Fund 
General 
Developmental Disabilities Pro-

Amount 
$20,397,000 

195,000 

43()()'()()I-890-Support 
4300-101-OO1-Local assistance 
4300-10l-172-Local assistance 

gram Development 
Federal 
General 
Developmental Disabilities Pro

gram Development 

6,843,000 
418,203,000 

4,700,000 

4300-111-OO1-Developmental centers 
4300-111-890-Developmental centers 
Reimbursements 

General 
Federal 

65,632,000 
856,000 

466,113,000 
Total $982,939,000 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
1. Early Intervention. Withhold recommendation on seven 

positions and $6.7 million in federal funds proposed for 
planning and development of early intervention services, 
pending additional information regarding the budget pro
posal and recommendations required by Ch 26/85. Also 
recommend that the Legislature adopt supplemental report 
language requiring the department to report on options for 
design and recommendations regarding third-year funding. 

2. Expansion of the Alternative Residential Model. Recom
mend that the Legislature adopt supplemental report lan
guage requiring the department to maintain trend data on 
the effect of implementing the Alternative Residential 
Model on community placements from state developmental 
centers. 

3. Case Management. Reduce Item 43()()-lOl-()()l by $22 Mil
lion; Increase Reimbursements by the Same Amount. Rec
ommend General Fund reduction in regional center budget 
to reflect additional federal reimbursements available in 
1988-89 to offset costs incurred in the current year. Withhold 

AnalYSis 
page 

562 

569 

572 
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DEPARTMENT OF DEVELOPMENTAL SERVICES-Continued 
recommendation .. on budget proposal related to· Medi-Cal 
funding of case management services pending review of 
May revision of budget and workload estimates. 

4. Impact of Minimum Wage Increase. Recommend that the 576 
department estimate the impact of the minimum wage 
increase on provider costs and provide a description of its 
estimating methodology in conjunction with the May revi-
sion of expenditure estimates. 

5. Proposed Expansion of Regional Placement Pilot Pro- 578 
. gram. Reduce Item 4300-101-001 by $752,000. Recommend 

deletion of funds proposed to expand a pilot progra¢ for 
regional placement of state developmental center clients 
because the proposal is premature. 

6. Intermediate Care Facilities for the Developmentally 579 
Disabled-Nursing (ICFIDD-Ns). Reappropriate the unen
cumbered balance of$500,OOOfrom Item 4300-101.,.172 of the 
1986 Budget Act. Recommend reappropriation of Program 
Development Fund monies for expenditure on ICF/DD-N 
conversions. Further recommend that during budget hear~ 
ings the administration explain the delay in adopting 
ICF/DD-N regulations and provide its work plan and sched-
ule for their adoption. 

7. Developmental Center Population and Medi-Cal Reim- 581 
bursements. Recommend that in its May revision, the de
partment incorporate the Medi-Cal cost-of-living adjustment 
estimate for long-term care assumed by the Department of 
Health Services in the Medi-Cal May revision. 

8. Effect of Proposed Reduction in Salary Savings on Certifica- 582 
tion. Recommend that prior to budget hearings, the depart-

. ment provide the fiscal committees with information regard-
ing how it plans to assure continued certification and 
accreditation for the state developmental centers. 

9. Recurring Maintenance. Recommend that prior to budget 584 
hearings, the department provide additional information 
regarding its recurring maintenance and special repair 
proposals. Also recommend that the Legislature adopt Bud-·· 
get Bill language requiring that recurring maintenance 
funds be used for recurring maintenance. 

GENERAL PROGRAM STATEMENT 
The Department of Developmental Services (DDS) administers ser

vices in the community and in developmental centers for persons with 
developmental disabilities. The· Lanterman Developmental Disabilities 
Services Act defines a developmental disability as a disability originating 
before a person's 18th birthday that is expected to continue indefinitely 
and that constitutes a substantial handicap. Such disabilities may be 
attributable to mental retardation, cerebral palsy, epilepsy, autism, 
neurologically handicapping conditions closely related to mentalretar
dation, or mental impairment resulting from accidents that occur before 
age 18. 

The department has 10,945 personnel-years in the current year to carry 
out the following programs. 
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1. The Community Services program develops, maintains, and coordi
nates services for developmentally disabled persons residing in the 
community. The program's activities are carried out primarily through 21 
regional centers, which are operated statewide by private nonprofit 
corporations under contract with the department. . 

2. The Developmental Centers program provides services in 7 of the 
state's 11 develoQmentalcenters and hospitals. Agnews, Fairview, Um
terman, Porterville, Sonoma, and Stockton State Developmental.Centers 
(SDCs) operate programs exclusively for the developmentally disabled, 
while, Camarillo State Hospital/Developmental Center operates pro
grams for both the developmentally disabled and the mentally disabled 
through an interagency agreement with the Department of Mental 
Health. 
OVERVIEW OF THE BUDGET REQUEST 

Expenditures from all funding sources are proposed at $982.9 million 
for support of the DDS in the budgetJear~ This is an increase of $71.8 
million, or 7.9 percent, above estimate current-year expenditures. The 
budget proposes appropriations of $504.2 million from the General· Fund 
to support DDS programs in 1988-89. This is an increase of $29.1 million, 
or 6.1 percent, above estimated current-year expenditures. 

The increase in total expenditures is due primarily to increases of $24.9 
million for regional center caseload increases, $21.5 million for expansion 
of the Alternative Residential Model, $6.2 million for the full-year cost of 
1987-88 employee compensation increases. at the developmental centers, 
and $5.2 million for increases in developmental center staffing. These 
expenditure increases are offset by $26.3 million in new reimbursements 
from'the Medi-Cal program. . . 

Table 1 displays program expenditures and funding sources for, the 
department in the prior, current, and budget years. , 

Table 1 
Department of Developmental Services 

Budget Summary 
1986-87 through 1988-89 
(dollars in thousands) 

Actual Est. 
Expenditures 1986-87 1987-88 
Department support ............................. $19,628 $26,794 
Regional centers and community program 

development ................................ 359,878 404,242 
Developmental centers .......................... 470,920 480,146 

Tota1S ........................................ $850,426 $911,182 

Funding sources 

Generai Fund .................. ' .................. $437,476 $475,162 
Developmental Disabilities Program 

Development Fund . ......................... 3,867 4,414 
Federal funds ................................... : 853 4,476 
Reimbursements .................................... ,408,230 427,130 

Personnel-years 
Department support. , ................. ; ........ 389.0 389.6 
Developmental centers ........................ 10,941.6 10,555.4 

Totals ........................................ 11,330.6 10,945.0 

Percent 
Change 

Prop.; From 
1988-89 1987-88 
$28,383 5.9% 

456,207 12.9 
498,349 3.8 

$982,939 7.9% 

$504,232 6.1% 

,4,895 10.9" 
7,699 72.0 

466,113 9.1 

400.2 2.7% 
10,754.7 1.9 
11,154.9 1.9% 
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DEPARTMENT OF DEVELOPMENTAL SERVICES-Continued 
ANALYSIS AND RECOMMENDATIONS 

I. DEPARTMENT SUPPORT 

The budget proposes a General Fund appropriation of $20.4 million for 
support of the department in 1988-89. This is a decrease of $1.6 million, or 
7.4 percent, below estimated current-year expenditures. This reduction, 
however,is misleading, because the department incurred one-time costs 
of $2.5 million during the current year. If these one-time costs are 
deducted from current-year expenditures, the amount of General Fund 
monies expended on department support increases by $855,000, or 4.4 
percent. 

Total expenditures, including those supported by the Program Devel
opment Fund, reimbursements, and federal funds, are proposed at $28.4 
million, which is $1.6 million, or 5.9 percent, above estimated current
year expenditures. 

Table 2 identifies the major changes in the department's support 
budget proposed for 1988-89. 

Table 2 
Department of Developmental Services 

Department Support 
Proposed 1988-89 Budget Changes 

(dollars in thousands) 

1987-88 expenditures (Budget Act) ............................. .. 
Adjustments, 1987-88: 

1. Retirement adjustment ..................................... . 
2. Employee compensation .................................... . 
3. Early childhood intervention (PL 99-457) ................. . 
4. Reimbursement adjustment ................................ . 
5. Court settlements ........................................... . 

1987-88 expenditures (revised) .................................. . 
Baseline adjustments, 1988-89: 

1. Price increase ............................................... . 
2. Employee compensation ................................... .. 
3. Reimbursement adjustment ................................ . 
4. Court settlements .......................................... .. 
5. Cost reporting system ...................................... .. 

Program change proposals: 
1. Early childhood intervention ............................... . 
2. Physician orders ............................................. . 
3. Case management staff .................................... .. 

1988-89 expenditures (proposed) ....... ; ........................ . 
Change from 1987-88 (revised): 

Amount ......................................................... . 
Percent ............................... ; ......................... . 

Early Intervention Program Lacks Definition 

General Fund 
$20,200 

-35 
344 

1,512 
$22,021 

86 
396 

-1,512 
-967 

105 
268 

$20,397 

-$1,624 
-7.4% 

All Funds 
$21,464 

-36 
350 

3,544 
-40 

1,512 
$26,794 

86 
400 

8 
-1,512 

-967 

3,201 
105 
268 

$28,383 

$1,589 
5.9% 

We withhold recommendation on seven positions and $6.7 million 
from federal funds proposed for planning and development of early 
intervention services, pending additional information regarding the 
budget proposal and the recommendations of the Health and Welfare 
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Agency and the Superintendent of Public Instruction as required by Ch 
26/85. 

We also recommend that the Legislature adopt supplemental report 
language requiring the department to submit a report outlining the 
Legislatures options for designing the early intervention service 
system and the administration s recommendations regarding third
year funding. 

The budget proposes $6,745,000 in federal funds received from the 
Early Intervention Services for Handicapped Infants program during 
1988-89. The budget reflects expenditures of $3.5 million on this new 
program during the current year. (These expenditures were proposed 
pursuant to Section 28 of the 1987 Budget Act in a letter received.by the 
Joint Legislative Budget Committee on December 28,1987.) 

Background. In 1986 the Congress enacted legislation (Public Law 
99-457) that appropriated funds to encourage states to develop compre
hensive systems for providing earIy intervention services for infants who 
manifest "developmental delays." Early intervention services are com
prehensive services designed to address the specific physical, educational, 
and/ or psychosocial needs of infants, toddlers, and their families. Federal 
law requires that state early intervention systems include specific pro
gram components, such as a comprehensive method for providing 
multi-disciplinary infant and family assessments and a "child-find" system 
to track and coordinate services provided to infants and their families. In 
addition, states must develop a definition of "developmental delay" for 
purposes of determining entitlement to services. 

These funds will be available for five years beginning with federal fiscal 
year 1988 (October 1, ·1987 through September 30, 1988). Proposed 
federal regulations specify that states may use first- and second-year 
grants for planning and development of early intervention systems. To 
receive third-year funds, states must have in place a legislatively ap
proved plan for early intervention services that addresses specified 
federal requirements. To receive fourth- and fifth-year funds, states must· 
begin to provide services to all infants who are eligible based on the 
state's proposed definition of developmental delay. 

The federal government had required that all first-year grants be 
encumbered by September 30, 1988. However, a new federal law extends 
the deadline for encumbering these funds by one year, until September 
30,1989. 

Related State Legislation. Chapter 26, Statutes of 1985, established an 
Interagency Task Force on Early Intervention, three local interagency 
demonstration projects, and an independent evaluation. The measure 
also (1) required the task force to submit final program and fiscal 
recommendations concerning early intervention programs to the Secre
tary of the Health and Welfare Agency and the Superintendent of Public 
Instruction by November 1, 1987 and (2) required the Secretary and the 
Superintendent to provide their recommendations to the policy and fiscal 
committees by January 1, 1988. The November report has been submitted 
as required. At the time this analysis was prepared, the second report had 
not been submitted. 

Departments Proposal. The administration plans to use first- and 
second-year federal funds for planning and evaluation and fudicates that 
its goal is to determine by the beginning of the third year whether it is in 
the state's interest to participate in a federally mandated program for 



564 I HEALTH AND WELFARE Item 4300 

DEPARTMENT OF DEVELOPMENTAL SERVICES-Continued 
providing early intervention services. 

Table 3 displays the federal requirements and the department's 
expenditure plan for the current and budget years. 

Table 3 
Early Intervention Services 

Federal Requirements and Proposed State Activities 
1987-88 and 1988-89 

(dollars in thousands) 
Federal Requirement Proposed State Activities 1987-1J8 1988-89 
Program components 

1. Interagency council Establish council and 11 positions $514 $1,042 
(7 in the department) to plan 
and implement program 

2. (a) "Child·find system" to track and coor· Contract for feasibility study reo 
dinate services for each child and (b) data port on comprehenSive system 
collection system for federal reporting 

1. Contracts for 

$250 8 $1,000 

$2,380 8 $4,703 3. Multi-disciplinary evaluations of services 
needed by infants and families within 30 
days of referral 

(a) local planning and 
coordination 

(1,863) (2,377) 

4.· Public awareness· program that includes 
parent and provider groups 

5. Comprehensive system of personnel 
development ' 

6. Resource directory 

System requirements 

(b) delivery of services 
2. Contracts for evaluation 

of current service system 

One-time contract for materials 
development 

No specific proposal; council to 
address personnel system during 
1988-89 

No specific proposal 

7. Eligibility requirements (state definition Develop recommendations reo 
of "developmental delay") garding definition 

8. Financial responsibility guidelines apply· Establish interagency 
ing to each agency paying for services to agreements 
eligible population, including procedures 
to resolve disputes 

9. Client safeguards including fair hearing No specific proposal 
process 

(517) (2,326) 
250 

$150 

b b 

b b 

Totals............................................................................ $3,544 $6,745 

8 Since submission of the budget, these program components have been delayed until 1988-89. 
b These activities are addressed as responsibilities of state staff and are therefore reflected within the first 

program component. 

Since the budget was submitted, implementation of three of the 
proposals for current-year spending totaling $2.6 million have been 
delayed until 1988-89, based on the recommendation of the chairperson of 
the Joint Legislative Budget Committee in response to the Section 28 
letter. This recommendation was based on the following: (1) expenditure 
of the funds for these three proposals included numerous policy and fiscal 
implications that merited careful consideration by the Legislature in the 
budget review process and (2) the delay in implementing the proposals 
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would have little; if any, effect on the proposed program because the 
department did not plan to spend the funds until 1988-89. 

Program Proposals Lack Definition. Our ability to analyze the 
department's proposed early intervention services budget ($6.7 million 
proposed for 1988-89 plus $2.6 million delayed from the current year) was 
seriously hampered by the department's failure to provide sufficient 
details on the current~year proposals and any documentation at all for the 
budget"year proposals. The Legislature has also not received the recom
mendations on early intervention services reguired of the Health and 
Welfare Agency and the Superintendent of Public Instruction mandated 
by Ch26/85. 

Without this. information, the Legislature will be. unable to assess (1) 
what the department plans to accomplish and how realistic these plans 
may be, (2) to what extent the interagency council and the local planning 
and assessment activities will duplicate or build on the work of the task 
force and local demonstration projects established under Ch 26/85, and 
(3) to what extent the department's proposed work plan will resultin a 
fully developed early intervention services plan meeting the federal 
requirements for third-year funding. 

Due to these problems, and the department's need to construct a 
revised budget reflecting the delay in expenditure of current-year funds, 
we withhold recommendation on the seven positions and $6.7 million in 
federal funds proposed for planning and development of an early 
intervention service system pending receipt of (1) a revised budget for 
1988-89, (2) a detailed explanation of how the funds will be used, (3) a 
work plan which documents. that the department will meet proposed 
federal requirements for third-year funding, and (4) the recommenda
tions of the Health and Welfare Agency and the Superintendent of Public 
Instruction for early intervention services. 

Legislature Faces Significant Decisions Next Year. In order to obtain 
third-year funding, the Legislature must approve policy guidelines 
(presumably, by enacting legislation) that outline the comprehensive 
early intervention service system to be implemented beginning in the 
third year of federal funding. 

Enactment of these policy guidelines and receipt of federal third-year 
funds obligates the state to implement its comprehensive service system 
according to federal guidelines. Based on current federal law, these 
services would be funded using state dollars after the federal start-up 
funds are exhausted in the fifth year. As a result, the decision to apply for 
third-year federal funding warrants careful analysis and consideration by 
the Legislature and the administration. Some of the policy decisions could 
have major fiscal implications; for example, the definition of "develop
mental delay" will determine which infants must be served under the 
program. 

In order to ensure that the Legislature has the information it will need 
when it considers whether to apply for the third year of federal funding, 
we recommend that the Legislature adopt supplemental report language 
requiring submission of a report that identifies the state's options for 
designing the early intervention service system and provides the admin
istration's recommendations regarding third-year funding. Specifically, 
we recommend adoption of the following language in Item 4300-001-001: 

The department shall report to the Legislature by January 1, 1989 on 
(1) the administration's recommended options for defining "develop-
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mental delay," (2) the estimated cost of implementing the federally 
mand~ted program for early intervention services utilizing these 
definitipns, (3) the administration's recommendation on whether or 
not to apply for third-year funding, and (4) a proposal for legislation to 
implement the administration's recommendations. 

II. REGIONAL CENTERS AND COMMUNITY PROGRAM . DEVELOPMENT· 

The budget proposes expenditures of $456.2 million for regional centers 
and community program development in 1988-89. This is an increase of 
$52 million, or 13 percent, above estimated current-year expenditures. 
Total expenditures, including the expenditures of SSI/SSP payments to 
residential care providers, are proposed at $579.8 million, which is an 
increase of $59.1 million, or 11 percent, above estimated current-year 
expenditures. The increase in expenditures is primarily due to increases 

. Table 4 
Department of Developmental Services 

Regional Centers and Community Program Development 
Expenditures and Funding Sources 

1986-87 through 19aa.:89 
(dollars in thousands) 

Actual Est. Prop. Change From 1987-88 
Expenditures 1986-87 1987-88 1988-89 Amount Percent 
Regional centers operations 

Personal services ........................ . $83,996 $95,201 $109,061 $13,860 14.6% 
Operating expenses .................... .. 21;760 21,976 23,963 1,987 9.0 

Subtotals ............................. .. ($105,756) ($117,177) . ($133,024) ($15,847)' (13.5%) 
Purchase of service 

Out-of-home care ....................... . $97,980 $107,932 $129,348 $21,416 19.8% 
Day programs ' .......................... .. 59,969 79,128 86,156 7,028 8.9 
Other .................................... . 85,222 97,056 103,759 6,703 6.9 

Subtotals ............................. .. ($243,171) ($284,116) ($319,263) ($35,147) (12.4%) 
Subtotals, regional centers ........... .' . ($348,927) ($401,2Q3) ($452,287) ($50,994) (12.7%) 

Community program development 
Community placement ................. . $7,617 ($6,721) a ($5,784) a (-$937) a (~13.9%) 
Program development ................. .. 3,188 2,803 3,774 971 34.6 
Cultural center .......................... . 146 146 146 

Subtotals, community development .. . ($10,951) ($2,949) ($3,920) ($971) (32.9%) 
Subtotals ............................. .. ($359,878) ($404,242) ($456,207) ($5i,965) (12.9%) 

SSI/SSP reimbursements .................. . 108,922 116,520 123,625 7,105 6.1 
Totals .................................. . 

Funding soUrces . 
General Fund . ............................ .. 

Regional centers . ........................ . 
SSpb ..................................... . 

$468,800 $520,762 $579,832 $59,070 11.3% 

$404,998 $451,143 $475,070 $23,927 5.3% 
354,894 398,709 418,203 19,494 4.9 
50,104 52,434 56,867 4,433 ·8.5 

Program Development Fund 
Parentalfees ............................. . 3,693 4,223 4,700 477 11.3 . 
Federal reimbursements .... ............ . 
Federal funth (SSI) b .. .............. \ ••• 

1,235 1,245 1,739 494 39.7 
58,818 64,086 66,758 2,672 4.2 

Reimbursements ........................... . 56 65 31,565 31,500 c 

a These figures are incorporated in the regional center numbers. 
b Assumes funding split of 46 percent General Fund/54 percent federal funds in 1986-87 and 1988-89, and 

45 percent General Fund/55 percentfederal funds in 1987-88. 
C Not a meaningful figure. 



Item 4300 HEALTH AND WELFARE / 567 

of $24.9 million based on regional center caseload trends and $21.5 million 
proposed for expansion of the department's existing residential care rate 
pilot project. 

Expenditures from the General Fund are proposed at $418.2 million, an 
increase of $19.5 million, or 4.9 percent, over estimated expenditures in 
the current year. The General Fund increase is significantly lower than 
th~ increase in all funds due to the anticipated receipt of $31.5 million in 
federal funds resulting from the implementation of regional center case 
management services as a Medi-Cal benefit. 

Table 4 displays the components of regional centers and CO:mrriunity 
program development expenditures for the prior, current, and budget 
years. 

Table 5 shows the proposed changes to the budget for regional centers 
and community program development proposed in 1988-89. 

Table 5 
Department of Development~l. Services 

Regional Centers and Community Program Development 
Proposed 1988-89 Budget Changes 

(dollars in thousands) 

Program Development 
Fund (PDF) 

Federal Other 
Reim- Reim-General 

Fund 
1987-88 ~xpenditures (Budget Act)........ $398,709 
Adjustnients, 1987-88: 

Parental 
Fees 

$3,723 
bursements bursements All Funds 

1. Education ............................. . 
2. Intermediate care facilities/ develop

mentally disabled-nursing conver-
sions .................................. . 

1987-88 expenditures (revised) .......... .. $398,709 
Baseline adjusbnents, 1988-89: 

1. PDF adjusbnent. ..................... . 
2. Reductions in community placement. -1,689 " 

Program change proposals: 
1. Case management reimbursements .. -26,328 
2. Regional center caseload ............. . 24,901 
3. Regional placement pilot ............ . 752" 
4. Expansion of alternative residential 

model. ................................ .. 21,546 
5. Day program rates ................... . 312" 

1988-89 expenditures (proposed) ......... . $418,203 
Change from 1987-88 (revised): 

Amount .................................. . $19,494 
Percent. ................................. . 4.9% 

500 
$4,223 

477 

$4,700 

$477 
11.3% 

$1,245 $50 $403,727 

$1,245 

494 

$1,739 

$494 
39.7% 

15 15 

$65 

31,500 

$31,565 

$31,515, 
b 

500 
$404,242 

971 
-1,689 " 

5,172 
24,901 

752" 

2(546 
~" 
$456,207 

$51,965 
12.9% 

• In the deparhnent's budget, these numbers are incorporated in the regional center caseload numbers. 
b Not a meaningful figure. 

Client Characteristics 
Developmentally disabled clients in the community and the state 

developmental centers (SDCs) have varying levels of disability and thus 
have many different service needs. As of January 1988, there were an 

19-77312 
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Table 6 

Department of Developmental Services 
Characteristics of Clients in the Community and 

The Developmental Centers a 

December 1987 

Retardation level: 
Profoundly retarded .............. , ............................ . 
Severely retarded .............................................. . 
Moderate or mildly retarded .................................. . 
Not retarded ................................................... . 
Unspecified ..................................................... . 

Behavior assessment: 
Severe behavior problem ...................................... . 
Moderate or minimal .............•............................. 
No behavior problem .......................................... . 

Violence: 
Frequently violent ............................................. . 
Often violent ................................................... . 
Seldom violent ................................................. . 
Never violent .................................................. . 
Unknown ....................................................... . 

Understanding: 
Spoken words not understood ................................. . 
Few words understood ........................................ . 
Conversation understood ...................................... . 

Walking: 
Wheelchair or bedridden ...................................... . 
Can walk ....................................................... . 

Eating: 
Must be fed .................................................... . 
Needs help ..................................................... . 
Can feed self ................................................... . 
Unknown ....................................................... . 

Visual impairment: 
Totally blind .................................................... . 
Severe impairment. ............................................ . 
Moderate impairment ......................................... . 
Normal, near normal ........................................... . 
Unknown ....................................................... . 

Hearing impairment: 
Profound or severe loss ........................................ . 
Moderate or mild loss .......................................... . 
No loss or not diagnosed ....................................... . 
Unknown ....................................................... . 

Toileting: 
Needs diapers .................................................. . 
Needs help toileting ........................................... . 
Independent ................................................... . 
Unknown ....................................................... . 

Major medical problems: 
Two or more ................................................... . 
One ............................................................. . 
None~ ........................................................... . 

a Totals may not add to 100 because of rounding. 

Percental 
Community 

Clients 

8.7 
14.0 
58.7 
9.9 
8.7 

5.6 
26.0 
68.5 

2.2 
10.7 
18.1 
69.0 

17.5 
26.4 
56.1 

18.8 
81.2 

7.7 
18.2 
73.3 
0.8 

2.2 
2.5 
8.7 

80.1 
6.3 

3.4 
6.0 

84.9 
5.7 

19.6 
18.6 
60.5 

1.3 

6.2 
14.0 
79.8 

Item 4300 

Percental 
Developmental 

Center 
Clients 

71.6 
13.3 
13.9 
1.0 
0.3 

34.6 
32.9 
32.5 

10.8 
28.6 
12.8 
45.4 
2.4 

48.1 
32.5 
19.4 

35.9 
64.1 

25.2 
37.9 
36.5 
0.5 

6.5 
11.1 
8.2 

67.2 
6.9 

8.9 
14.3 
73.4 
3.4 

49.5 
30.5 
20.0 

52.6 
19.2 
28.2 
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estimated 88,547 clients in the regional center caseload. Of this number, 
7.7 percent were developmental center clients, 62 percent resided at 
home or in an independent living arrangement,and 30 percent resided 
in a skilled nursing, intermediate care, or community care facility. Table 
6 compares the characteristics of community care and SDC clients. 
Generally speaking, developmental center . clients suffer from more 
severe disabilities than community care clients. 

Regional Center Caseload 

The budget proposal estimates that. t~e midyear regional center 
caseload in 1988-89 .. will increase by 5,412, or 6,1 percent, above the 
estimated current-year level. The proposal estimates that the residential 
care caseload will increase by 362 clients, or 2 percent, above the 
estimated current-year caseload. 

The caseload estimates will be revised by the department in May, when 
additional data on caseload trends become available. Table 7 shows the 
caseload change for 1984-85 through 1988-89. 

Table 7 
Regional Centers' Midyear Caseload 

1~ through 1988-89 

1984-85 ........................................... . 
1985-86 ..............•............................. 
1986-87 ........................................... . 
1987-88 (estimated) .........................•.... 
1988-89 (proposed) ............................... . 

Total 
Clients 
74,184 
77,975 
83,135 
88,547 
93,959 

Percent 
Change 

5.1% 
6.6% 
6.5% 
6.1% 

Expansion of the Alternative Residential Model 

Residential 
Care 

Clients 
16,469 
16,760 
17,293 
17,828 
18,190 

PerCent 
Change 

1.8% 
3.2% 
3.1% 
2.0% 

We recommend approval. We further recommend that the Legisla
ture adopt supplemental report language requiring the department to 
maintain trend data on the effect of implementing the Alternative 
Residential Model on community placements from state developmental 
centers. 

The budget proposes a General Fund augmentation of $21.5 million to 
expand the existing Alternative Residential Model (ARM) pilot project to 
additional areas and provide rate increases to residential care providers. 
Specifically, the budget proposes augmentations of (1) $10;5 million to 
increase rates for residential care providers that are currently participat
ing in ARM or that convert to the ARM in 1988-89, (2) $9.9 million to 
increase rates by 5 percent for providers continuing to operate under the 
existing rate ~ystem, (3) $979,000 to implement the department's pro
posed quality assurance standards, and (4) $200,000 to compare the cost 
and effectiveness of nationally recognized quality assurance standards to 
those proposed by the department. 

Background. Current law requires the department to set rates for 
residential care facilities based on the following factors: (1) the clients' 
basic living needs, (2) the amount of supervision provided to clients, and 
(3) administrative services and facility maintenance. The law requires 
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the department to adjust these rates annually to reflect increases in . the 
cost of living and to redetermine the cost of basic living needs every three 
years. Any rate increases must be approved by the Legislature. . 

The department has identified several problems with the existing rate 
system: (1) rates for individual clients based on client clas.sifications do 
not accurately reflect the amount of supervision clients need, (2) rates do 
not recognize certain costs such as night-shift staffing or the cost 
difference between owner-operated and staff-operated facilities, and (3) 
the current rate system does not precisely specify service requirements 
(in other words, there are no assurances that rate increases justified on 
the basis of fully funding a certain level of staff' will actually result in 
staffing at the intended level). . . 

The department prepared a proposal to restructure. residential care 
rates and establish quality assurance standards in 1985. The Legislature 
adopted Budget Bill language authorizing the department to implement 
its proposal on a pilot basis in at least three regional centers. The 
department has sought expansion ofthe pilot through legislation over the 
last two years. 

The Legislature enacted legislation in 1987 (AB 150) that appropriated 
$19.7 million to (1) increase rates to e,psting ARM providers in order to 
reflect cost increases between 1985-86 and 1987-88, (2) increase rates by 
10 percent to all non-ARM providers except those receiving special or 
negotiated rates, (3) increase special and negotiated rates by 5 percent, 
and (4) implement the department's proposed quality assurance stan
dards and require a study comparing the standards to those developed by 
a nationally recognized organization. The measure tied statewide imple
mentation of the ARM to adoption of regulations containing the proposed 
standards. The Governor vetoed the bill. . 

Rate Proposal. The existing ARM pilot includes three regional centers 
and 1,759 clients. The department proposes to expand the pilot to include 
an additional 6,300 clients (approximately seven mpre regional centers) 
by January 1989. .. . 

Under the department's proposal, the ARM rate system has four client 
ni.te levels and two operator categories-owner- and staff-operated. The 
new levels are described as follows: 

• Levell. Clients in the "basic" level of care need minimal supervision. 
The department's proposal would not change the rate of payment or 
the classification system for "basic" clients; 

• Levels 2 and 3. Currently, residential care facilities that care for 
developmentally disabled clients who are classified as "minimal," 
"moderate," or "intensive" receive rates that vary by client classifi
cation and size of the facility. The department proposes to replace 
the minimal, moderate, and intensive categories with "standard" 
(Level 2) and "additional care and training" (Level 3) . classifications. 
In addition, the department proposes to eliminate variation in rates 
based on facility size, and instead substitute "owner-operated" and 
"staff-operated" as a basis for rate differentials. 

• Level 4. This level is for clients with special or intensive needs. It 
replaces "special services" rates in the existing rate system. In this 
category, the department negotiates with providers on a client
specific basis' to set rates and establish program standards in a 
contract that can be monitored. 
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Table 8 shows how current payments to facilities for minimal, moder
ate, and intensive clients vary by client classification and facility size. The 
rates shown in Table 8 reflect the 5 percent increases proposed by the 
department for facilities continuing to operate under the existing rate 
system. The department's funding request of $21.5 million includes $9.9 
million for this 5 percent increase. 

Table 8 
Department of Developmental Services 

Proposed Monthly Rates for Residential Care Facilities 
Continuing Under the Existing Rate System 

Effective July 1, 1988 

Client Classification Ui Beds 7-15 Beds 16-49 Beds 50+ Beds 
Minimal care......... .. .. .. .. . .. . .. .. .. .. .. . . .. .. $690 $713 $782 $775 
Moderate care... ................ ................. 870 896 964 956 
Intensive care.. .. .. .. .. . .. .. .. .. .. .. .. .. .. .. .. .. . 991 1,015 1,085 1,076 

Table 9 shows how the rates for Level 2 and Level 3 clients vary under 
the ARM rate categories. The rates shown include the 1988-89 'increases 
proposed by the department. On average, the 1988-89 ARM rates for 
Level 2 and Level 3 facilities would be 16 percent higher than 1987-88 
ARM rates and 19 percent higher than 1988-89 non"ARM rates. (The rate 
increases for an individual facility converting from the existing rate 
system to ARM would be from 8 percent to 26 percent depending on how 
the facility is classified.) The 1988-89 ARM rates for negotiated-rate 
facilities would increase by an average of 14 percent over ARM rates paid 
in 1987-88. The department was unable to estimate the average increase 
resulting from conversion of current special services rates to the ARM. 
The department's funding request includes $10.5 million to (1) increase 
rates for existing ARM providers and (2) pay the increases in costs when 
non-ARM providers convert to the ARM system. . 

Table 9 
Department of Developmental Services 

Proposed Monthly Rates for 
Residential Care Facilities Participating in 

The Alternative Residential Model 
Effective July 1, 1988 

Facility Type 
Client Classification Owner-Operated . Staff-Operated 
Level 2: Standard. . . .. . . . .. . . . .. . . .. .. . . .. .. . . .. . . . .. . . . .. . . . .. . . . . . $933 $1,084 
Level 3: Additional care and training ...................... ........ 1,214 1,410 

Quality Assurance Proposal. The budget proposes an augmentation of 
$979,000 to implement the quality assurance components of the ARM in 
the regional centers affected by its expansion. This amount consists of (1) 
$518,000 for one-time orientation costs ($369,000 for providers and 
$149,000 for regional centers) and (2) $461,000 to monitor providers for 

. adherence to the program standards. The department proposes to 
allocate these funds to regional centers on a per-client basis. 

Department's Proposal Differs from AB 150. The department's 
proposal differs from the legislative proposal enacted in AB 150 in the 
following manner: 

• It provides a 5 percent increase to non-ARM providers for clients in 
the minimal, moderate, and intensive categories, while AB 150 
provided a 10 percent increase to these providers. 
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• It does not have a timetable for statewide expansion of the ARM, 

whileAB 150 (1) required statewide expansion by June 30, 1990 and 
(2) tied this expansion to the department's adoption of regulations 
containing the proposed quality assurance standards. " 

ARM Expansion Makes Sense. We believe that expanding the ARM 
pilot makes sense because it addresses problems that have been identified 
in connection with the existing rate system. Most notably, it establishes 
client care requirements that are readily measurable and enforceable. 
Such requirements are lacking in the current rate system. In site visits, 
both providers and regional centers praised the objective performance 
standards established in the project, as well as the higher rates. 

Furthermore, preliminary data indicate that expansion of the ARM 
pilot may assist the Legislature achieve its goal of placing additional 
clients from the state developmental centers into community facilities. 
Specifically, data contained in the department's April 1987 report, 
Alternative Residential Model: Report on the Pilot Project, suggest that 
implementation of the ARM has resulted in an increase in the number of 
new community facilities being developed. The department reported 
that during its first calendar year of implementation, ARM areas showed 
a disprOfortionate level of facility growth-approximately; three times 
the leve that would otherwise be expected. 

Accordingly, we recommend approval of the proposal. 
Information on Facility Growth Needed for Community. Placement 

Planning. The preliminary data presented by the department suggest 
that implementation of the ARM may have an effect on the rate of client 
placement from the developmental centers to the community. The 
department does not have any current plans. to collect any additional data 
regarding facility growth trends. .. 

Maintaining such data could be useful in developing future community 
placement plans and assessing the impact of community placement on 
the budget. Accordingly, we recommend that the Legislature adopt 
supplemental report language requiring the department to collect data 
regarding facility trends. We recommend the following specific language: 

The department shall maintain data regarding the effect of implement
ing the Alternative Residential Model on the rate of community 
placement from state developmental centers, including data on trends 
in the number of facilities serving clients with developmental disabil-
ili5 . 

Medi .. Cal Case Management 
We recommend a reduction of$22 millionfrom the General Fund in 

the regional center budget to reflect additional federal reimbursements 
that will be available in 1988-89 to offset costs incurred in the current 
year. (Reduce Item 4300-101-001 by $22 million; increase reimburse
ments by the same amount.) We withhold recommendation on the 
budget proposals related to Medi-Cal funding of regional center case 
management services ($268,000 costs in Item 4300-001-001 and $26.3 
million net savings in Item 4300-101-001) pending review of the revised 
budget and workload estimates to be provided in May. 

The budget proposes an augmentation of $5.4 million from the General 
Fund for departmental and regional center staff to administer a system of 
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billing Medi-Cal for regional center case management services. The 
budget assumes that billing Medi-Cal for case management services will 
result in the receipt of $31.5 million in additional federal funds, for a net 
savings of $26.1 million to the General Fund. 

Background. Chapters 1384 and 1385, Statutes of 1987, (1) established 
case management services provided to developmentally disabled persons 
and other specified populations as a Medi-Cal benefit, contingent upon 
federal approval, (2) required the Department of Health Services to seek 
federal approval and promulgate emergency regulations, (3) stated 
legislative intent that the General Fund savings resulting from the 
availability of additional federal funds be redirected for expenditure in 
health and welfare programs, with at least 50 percent for services to the 
specified populations eligible for case management serviCes, and (4) 
required the Health and Welfare Agency to report to the Legislature 
regarding its recommendations for improving services· through expendi-
tureof the General Fund savings. . . 

The administration submitted its proposal to the federal government 
on December 31,1987. In its submission, it proposes to define the target 
population as persons who have, or are suspected of having, developmen
tal·disabilities. It defines "case management" as services provided to assist 
individuals in gaining access to needed medical, social, educational, or 
other services. 

The department proposes to bill Medi-Cal for (1) regional center 
services meeting these criteria and (2) regional center and departmental 
administrative costs associated with providing case management services. 
If . the proposal is approved, federal funding will be available for 
qualifying services provided beginning in October 1987. 

Budget Proposal. The budget proposes General Fund augmentations 
of $268,000 for six departmental positions and $5.1 million for 158.8 staff at 
the regional centers to administer the billing system and monitor 
comfliance with federal regulations. 

o the six positions proposed for the department, four would collect 
data, coordinate department reviews, provide technical assistance to 
regional centers, and prepare reports required by the federal govern
ment .. In addition, these staff would be responsible for developing and 
implementing a billing system that will entail (1) the regional centers 
submitting data to the department each month regarding Medi-Cal
eligible clients who receive case management .services and (2) the 
department preparing a monthly invoice for submission to the Depart
ment of Health Services. 

The other two positions would be responsible for expanding the 
number of client assessment service effectiveness (CASE) reviews 
conducted by the department in order to comply with a federal 
requirement .that case reviews be conducted for 5 percent of the clients 
receiving case management services. 

Forty-seven of the 158.8 new staff at the regional centers would 
coordinate revenue activities. Specifically, they would assist clients in 
applying for Medi-Cal eligibility, enter specified Medi-Cal data into the 
Uniform Fiscal System, and prepare reports and documentation that may 
be required. The department proposes to allocate these staff according to 
regional center size: large centers (more than 5,000 clients) would 
receive funds for three positions, medium centers (2,500 to 5,000 clients) 
would receive funds for two, and small centers (less than 2,500 clients) 
would receive funds for one position. 
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The remaining 111.8 regional center staff would monitor community 

care providers' compliance with existing Title 17 regulations~ which 
specify programmatic, health, and safety standards. (A portion of the 
clients eligible for the new case management funding reside in commu
nity care facilities.) The department indicates that regional centers 
currently do not monitor providers' compliance with these requirements. 
The department proposes to allocate these staff by granting each regional 
center an additional 7.7 staff hours per year for each client residing in a 
community care facility. 

The department's proposal states that, in addition to these activities, it 
plans to conduct a utilization review and quality of care assessment 
program that will ensure departmental and regional center compliance 
with an applicable . federal requirements. The department. reports that 
the Department of Health Services will also conduct periodic audits of 
departmental and regional center compliance with state and federal 
requirements. The budget proposal does· not address staffing needs for 
these activities or provide any details regarding how they will be 
administered. . . . 

The budget estimates that the administration will bill Medi-Cal for case 
management services provided to 45,000 clients, or 52 percent of the 
regional center caseload, every month. The department estimates that 
the monthly regional center costs associated with these services will 
amount to $112 per client, for a total monthly cost of approximately $5 
million, or $60 million annually. The budget assumes that federal funding 
will offset $30 million, or 50 percent of these General Fund costs. The 
department assumes it will receive an additional $1.5 million in federal 
funds for its administrative costs, for a total General Fund savings of $31.5 
million. 

Budget Fails to Recognize $22 Million in Reimbursements to the 
General Fund. The department anticipates that during the budget year, 
it will be able to retroactively bill for services supplied during the current 
year. We estimate that $22 million in federal funds will become available 
in 1988-89 as a result of retroactive billing in addition to the $31.5 million 
in reimbursements reflected for budget-year activities. These retroactive 
funds are not proposed for expenditure in the Budget Bill.· If they are not 
scheduled for expenditure by the Legislature, these additional federal 
funds would revert to the General Fund. 

We believe that spending these funds on new programs would· be 
unwise because they are one"time funds; creating new programs would 
result in an obligation for continued funding in later years. Accordingly, 
we recommend that the Legislature spend the funds to offset increasing 
costs in existing programs. Specifically, we recommend that the Legisla
ture schedule these reimbursements in the regional center item to offset 
the costs of caseload growth. This results in a General Furid savings of $22 
million. 

More Information Needed. The department indicates that it will 
submit a revised proposal in the spring based on proposed federal 
regulations to be issued sometime during the next several months and 
additional data on estimated reimbursements. We withhold recommen
dation on the 1988-89 proposal pending the revised submission. In order 
to provide the Legislature with the information it needs to evaluate this 
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proposal, we recommend that the administration address the following 
problems we have identified in its revised submission: 

1. Medi-Cal Eligibility Assumptions. Because· the department does 
not have ready access to actual counts of regional center clients eligible 
for Medi-Cal; it used theoretical assumptions to determine the number of 
clients who would be eligible for federal funding. Consequently, the 
estimate of federal funds available may be inaccurate. The department 
should prepare a more precise estimate for its May submission, preferably 
based on a sample of regional center cases. 

2. Medi-Cal Billing Assumptions. The federal government may 
require the department to change its approach to billing for case 
management services. For example, the budget assumes that the depart
ment will be able to bill the Medi-Cal program for case management 
services based on a rate of $112 per client per month. However, the 
department reports that the federal government may instead require a 
fee~for-service billing methodology. Such a change could substantially 
affect. (1) the .amount of department and regional center staff required 
for Iildministration and (2) the amount of federal funds received. The 
department should update its estimates of staff and reimbursements if the 
federal government requires it to change its approach. 

3. Department Staff. Our ability to assess the department's request for 
staff was seriously impaired by the lack.of duty statements for any of its 
proposed positions, timeHnes for completion of tasks associated with 
development of the billing system and other aspects of the program, or 
justification for performing detailed client service reviews instead of the 
more limited reviews required by the federal government. The Legisla
ture needs significantly more detail to evaluate the department's propose 
al. 

4. Federal Funding for Administration. The department's estimate 
reflects Medi-Cal funding for direct staffing costs, but not for overhead, 
although the department informs us that it intends to bill Medi-Cal for 
overhead. The department should provide revised estimates of reim
bursements for administrative costs. 

5. Justification for Regional Center Revenue Coordinators. The 
department was unable to document the need for 47 additional regional 
center staff requested for "coordinating revenue." The department 
reports that regional centers are already provided funds for staff who are 
responsible for the following duties, which the proposed positions also 
would perform: client intake, assisting· clients in applying for Medi-Cal, 
and entering data into the Uniform Fiscal System. The department 
should explain why additional positions are needed. 

6. Justification for 111.8 Regional Center Monitoring Positions, The 
budget proposal for 111.8 positions for regional centers assumes· that 
regional centers do not provide any extra monitoring of clients who live 
in community care facilities compared to clients who live in their parents' 
homes, despite specific regulatory requirements for such additional 
monitoring that have been in effect for four years. The department 
should explain how it has allowed such a situation to develop and the 
relationship of the workload of the proposed new monitoring staff to (a) 
monitoring performed by community care licensing staff in counties and 
the state Department of Social Services and (b) the quality assurance 
component of the Alternative Residential Model. 
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7. Reviews and Audits. The department was unable to provide any 

information regarding (a) the proposed utilization review and quality 
assurance activities, and their relationship to existing department func
tions, nor (b) financial audits proposed to be performed by the Depart
ment of Health Services. The budget proposes no additional staff for 
these activities. 

Impact of Minimum Wage Increase Not Reflected 
We recommend that the department estimate the impact o/the 

minimum wage increase on provider costs and provide a description 0/ 
its estimating methodology in conjunction with the May revision 0/ 
expenditure estimates. 

The budget does not include any additional costs resulting from the 
90-cent increase in the minimum wage effective July 1, 1988. 

The department informs us that· in its May revision, it inteq.ds to 
propose provider rate adjustments to compensate providers for costs 
associated with the minimum wage increase. In cases where existing rates 
were calculated for a whole class of facilities based on explicit assump
tions regarding per-hour wages, estimating the direct cost of the mini
mum wage increase will be relatively straightforward; although estimat
ing the indirect effect of "compaction" (the indirect pressure to raise 
wages that are already higher than the new minimum wage) will be 
difficult. In cases where rates were calculated for each individual facility 
or where the assumptions regarding per-hour wages are not explicit, 
estimating the cost of the minimum wage increase will be more difficult. 

The department has not been able to provide any· preliminary esti
mates of the effect the minimum wage increase would have on the 
regional center client services budget. It was also unable to identify how 
it would estimate provider costs associated with the minimum wage 
increase for purposes of developing the rate adjustments to be provided 
in its May revision. 

We recommend that the department provide cost estimates and a 
description of its estimating methodology in conjunction with the 
provider rate adjustments it proposes in the May revision.· In its submis
sion, we also recommend that the department address the issue of 
compaction. 

Costs of Day Program Rate Increase Uncertain 
Chapter 660, Statutes of 1984, required the department to (1) adopt 

regulations establishing program standards and rates based on allowable 
costs for activity centers by July 1, 1985 and adult development centers by 
July 1, 1986 and (2) develop a timetable for completion of regulations for 
all other types of day programs by July 1, 1985. 

The department currently anticipates that the regulations for most day 
programs and associated rate adjustments will be effective in June 1989. 
Consistent with this schedule, the budget proposal includes $312,000 for 
one month's cost of paying providers according to the anticipated 
increase in day program rates. The department based its estimate of the 
amount needed for rate increases on the "actual allowable" costs that it 
identified in its Day Program Rate/Cost Study submitted to the Legisla
ture in July 1987. The difference between current rates and the rates 
identified in the department study is $3.7 million on an annual basis .. 
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The actual cost of the day program rate increase could be significantly 
different than the amount identified by the department for the following 
reasons: . 

. ~ The departIllent's. final . rates may differ significantly from the 
estimates used as the basis for the budget because it is preparing a 
new cost study in conjunction with its regulations. . 

• The final rates may be higher than anticipated in the budget if the 
regulations impose new program requirements that raise the cost of 
providing services. An estimate of these increased costs would be 
incorporated into the final rates. . 

• The department . would incur significantly higher costs for day 
programs-in both the current and budget years-if it receives an 
unfavorable.judgmentin a court case that is currently pending. In 
this case, a provider organization brought suit against the depart
ment in order to require it to (1) promulgate day program regula
tions within 60 days and adopt them 90 days later, (2) cease using its 
rate procedure manual, and (3) pay providers based on their actual 
costs until such time that the department adopts its new regulations. 
The department reports that the court will rule on the validity of the 
rate procedure manual by the end of January and will rule on the suit 
,by the end of March. The department was unable to. estimate the 
fiscal ill,lpact of paying providers their actual costs due to the lack of 
reliable data. We believe, however, that an unfavorable ruling could 
substantially increase estimated .current- and budget-year costs. 

Community Program. Development 
The budget proposes expenditures of $9.7 million for community 

program development fr6m various funds. Table 10 displays the pro-
grams that would be funded with the $9.7 million. . 

Table 10 
Department of Developmental Services 

Community Program Development 
1988-89 

(dollars in thousands) 
. Program Development 

Program 
State council projects ............................ . 
Department projects •............................. 
Place clients from developmental centers ...... . 
Cultural center ................................... . 

Totals ' ...................... : ................. . 

General 
Fund 

$3,119" 
146 

$3,265 

"These amounts are reflected in .the regional center budget. 

Fund 
Federal 

Parental Reimburse-
Fees 

$2,035 
2,665" 

$4,700 

ments 
$1,739 

$1,739 

All 
Funds 
$1,739 
2,035 
5,784 " 

146 
$9,704 

Current law requires the department to use funds from parental fees 
for projects developed in consultation with the State Council on Devel
opmEmtal Disabilities. This year, the department will award $3.8 million 
in Program Development Fund (PDF) funds to regional center / area 
boards for local projects no later than May 1, 1988. The department 
indicates that $3.3 million, or 85 percent, of these funds will be appor
tioned to. regional.centers/ area boards on the basis of caseload for use on 
projects identified in local plans which meet state and federal priorities. 
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The department indicates that the remaining $450,000 will be awarded 

locally, subject to statewide competition within five targeted areas: (1) 
services to clients having both mental and developmental diagnoses, (2) . 'I 

consumer advocacy, (3) development of foster care placements, (4) 
services to head trauma/brain-injured adults, and (5) services to clients 
having uncommon needs, such as Prader Willie syndrome, which is an 
eating disorder. 

Proposed Expansion of Regional Placement Pilot Is Premature 
We recommend deletion of $752,000 proposed to expand a pilot 

program for regional placement of state developmental center clients 
because the proposal is premature. (Reduce Item 4300-101-001 by 
$752,000.) 

The budget proposes a General Fund augmentation of $752,000 to 
expand its current Regional Resource Development project (RRDP) 
currently operating at Sonoma State Developmental Center. In this pilot 
project, the SDC's clients are placed into the community through a 
regional approach involving the Sonoma SDC and a group of regional 
centers that cover surrounding areas. 

Background. Currently, each regional center is responsible for plan
ning the placement of its own clients residing at state developmental 
centers (SDCs). The department indicates that it developed the RRDP in 
response to two problems that it identified with its current community 
placement effort: (1) regional centers operating independently do not 
have enough of anyone type of client to be able to convince providers to 
develoJ> new programs to serve them and .. (2) provider training con
ducted by regional centers regarding new placements may be duplicative 
and does not involve SDC personnel. 

The department initiated the RRDP during 1986-87 by establishing a 
regional planning team involving the Sonoma SDC and regional centers 
in surrounding areas to identify at a regional level both the resources and 
the appropriate provider training needed for placements. Four of the 
nine regional centers invited to participate worked with the Sonoma SDC 
in developing a regional community placement plan for implementation 
in 1987-88. The department reports that it will incur costs of $200,000 
during the current year to continue this regional effort and implement 
the plan. 

Proposal for Expansion. The budget requests an augmentation of 
$752,000 to continue this approach at Sonoma SDC and to expand this 
pilot to include Agnews, Porterville, and Fairview SDCs during 1988-89. 
Of these funds, $407,000 would go to the regional centers to be used to 
support 8.2 positions, thereby creating placement teams located at each 
of the four participating SDCs. The remaining $345,000 would be used to 
develop a training program for community care providers accepting the 
regional· placements. 

Proposal Is Premature. We commend the department for experiment
ing with alternative methods for achieving its community placement 
goals. Its proposal to expand the RRDP, however, appears to be prema
ture. Our analysis of the expansion of the RRDP was seriously hampered 
because the department did not prepare a formal budget proposal 
outlining its request and subsequently failed to provide the basic 
information that is needed in order to review the proposal. 
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Specifically, atthe time we prepared our analysis, the department was 
unable to provide (l)a detailed budget for the current year's project, (2) 
a detailed project budget for 1988-89, (3) any data or evaluation of the 
pilot's success in meeting its objective of increased community place
ments from the Sonoma SDC, (4) an explanation of the goals of the 
training program and how the .proposal addresses the problems identi
fied, (5) an explanation as to why training materials developed during 
the current-year pilot cannot be replicated for use within the proposed 
expansion, (6) an explanation as to why only four regional centers 
participated in the existing project and how nonparticipation may affect 
the proposed expansion, and (7) justification for expanding this pilot to 
include over half of the SDCs when the department has not conducted 
any evaluation of the existing pilot. 

We support the department's goal of developing appropriate local 
resources and planning methods that will allow for the effective commu
nity placement of SDC clients. We also. believe that the department's 
current regional pilot operating at the Sonoma SDCjs a promising model 
as an alternative to the current method of community placement 
planning. However, the department has not justified the proposed 
expansion of its regional placement pilot. Accordingly, we recommend 
that the Legislature delete the proposed General. Fund augmentation of 
$752,000. 
D.lays h, Implementing New Licensure Category 

We recommend that the Legislature reappropriate the unencumbered 
balance of a $500,000 appropriation from the Program Development 
Fund for expenditure on conversions of intermediate care facilities for 
the developmentally disabled-nursing (ICFIDD-Ns) in 1988-89. We 
further recommend that during budget hearings the administration 
explain the delay in adopting ICFIDD-N regulations and provide its 
work plan and a schedule for their adoption. (Reappropriate the 
unencumbered balance of $500,000 from Item 4300-101-172 of the 1986 
Budget Act.) 

The budget reflects expenditures of $500,000 from the Program 
Development Fund (PDF) in the current year to assist community care 
facilities (CCFs) in converting to licensure as ICF /DD-Ns. These funds 
were originally appropriated in the 1986 Budget Act. The budget assumes 
that the department will place 30 state developmental center (SDC) 
clients into ICF/DD-Ns during 1988-89. 

Chapter 1496, Statutes of 1985, directed the Departments of Health 
Services (DHS) and Developmental Services (DDS) to develop and 
implement licensing and Medi-Calregulations for a new health facility 
category known as ICFIDD-N. ICF /DD-Ns are residential facilities that 
provide nursing supervision and intermittent health care services for 
medically fragile persons. The development of this category is intended 
to assist the department in meeting its goal of placing SDC clients into 
the community. . 

The departments have experienced delays in developing and adopting 
these regulations. Originally, the regulations were scheduled for adoption 
in October 1986. Later they were rescheduled for adoption in late 1987. 
At the time this analysis was prepared, the DDS estimated that the 
regulations would be adopted in May 1988. 

As a consequence of these delays in adopting ICF/DD-N regulations, 
we believe it is unlikely that the $500,000 from the PDF will be spent in 
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the current year. Accordingly, in order to extend the availability of these 
funds into 1988-89, we recommend that the Legislature reappropriate the 
unencumbered balance of the $500,000 in the 1988 Budget Bill. 

We also recommend that during budget hearings the administration 
explain why the delay has occurred and provide its work plan and a 
schedule for adopting the regulations. 

III. DEVELOPMENTAL. CENTERS 

The budget proposes expenditures of. $498.3 million (all funds) for 
programs to serve state developmental center (SDq clients in 1988-89. 
This is an increase of $18.2 million, or 3.8 percent, above estimated 
current-year expenditures. The proposed General Fund appropriation 
for the SDCs is $65.6 million, which is $11.2 million, or 21 percent, above 
estimated current-year expenditures. The primary reason for the in
creases is the full-year effect of 1987-88 employee compensation adjust-
ments. ' 

The budget projects an average population of 6,860 developmentally 
disabled clients in 1988-89 for the SDCs. This is 85 clients, or 1.3 percent, 
more than the current-year level. The average cost per client in 1988~89 
is projected to be $66,299, an increase of $1,491, or 2.3 percent, above the 
cost per client in the current year. The budget proposes 10,755 personriel~ 
years for developmental services programs. 

Table 11 displays expenditures, funding sources, popula~on, positions, 
and cost per client for developmental services programs. . 

Table '11 
Department of D'evelo'pmentaIServices 

Developmental Centers Budget Summary 
1986-87 through 1988-89 • 
(dollars in thousands) 

Actual Est. 
Expenditures 1986-87 1987-88 
Developmental services programs, . : ............ $428,251 $439,076 
Mental health programs ......................... 42,669. 41,070 

Totals ........................................... $470,920 $480,146 

FUnding sources 
General Fund .................... ; ............... $64,180 $54,432. 
Federal funds .. .................... , ............. 779 835 
Mental health reimbursements .................. 42,669 41,070 
Other reimbursements ........................... 363,292 383,809 

Developmental services programs 
Average developmentally disabled population 6,805 6,775 
Personnel-years ................................. 10,941.6 lO,555.4 
Cost per client ................................. '$62.9 $64.8 . 

. Percent 
Change 

Prop. From 
1988-89 1987-88 
$454,811 3.6% 

43,538 6.0 
$498,349 3.8% 

$65,632 20.6% 
856 2.5 

43,538 6.0 
388,323 1.2 

6,860 1.3% 
10,754.7 1.9 

$66.3 2.3 

Table 12 shows the changes to the current-year budget proposed for 
1988-89. 
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Table 12 
Department of Developmental Services 

Programs for the Developmentally Disabled 
Proposed 1988-89 Budget Changes 

(dollars in thousands) 

1987-88 expenditures (Budget Act) .............................. . 
Baseline adjusbnents, 1987-88: 

1. Retirement reduction ....................................... . 
2. Reimbursement reduction .................................. . 
3. Employee compensation .................................... . 
4. Unanticipated population increases ........................ . 
5. Unanticipated changes in Medi-Cal reimbursements ...... . 

1987-88 expenditures (revised) ....... : .......................... . 
Baseline adjusbnents, 1988-89: 

1. Price increase ............................................... . 
2. Retirement .................................................. . 
3. Employee compensation .. ; ................................. . 
4. Physicians' orders ........................................... . 
5. Reimbursement increase .................................... . 
6. Napa interagency agreement ............................... . 
7. Janitorial contract ........................................... . 

Caseload and cost adjusbnents: 
1. Population changes (developmentally disabled) ........... . 
2. Medi-Cal reimbursement adjusbnents ..................... . 
3. Population changes (mentally disabled) ................... . 

Progtam change proposals: 
1. Recurring maintenance ..................................... . 
2. Salary savings ................................................ . 
3. Coverage factor (developmentally disabled) .............. . 
4. Coverage factor (mentally disabled) ....................... . 

1988-89 expenditures (proposed) ............................... . 
Change from 1987-88 (revised) 

Amount. ........................................................ . 
Percent. ........................................................ . 

General Fund 
$34,298 

-719 

8,992 
2,675 
9,186 

$54,432 

$1,568 
5 

6,180 
-105 

-3,630 
-275 

5,168 
-4,407 

. 1,500 
1,770 
3,426 

$65,632 

$11,200 
20.6% 

Developmental Center Population and Medi-Cal Reimbursements 

All Funds 
$468,450 

-790 
-109 
9,920 
2,675 

$480,146 

$1,589 
5 

6,821 
-105 

205 
-3,630 

-275 

5,168 

729 

1,500 
1,938 
3,426 

832 
$498,349 

$18,203 
. 3.8% 

We recommen4 that in its May revision, the department incorporate 
the Medi~Cal cost-oI-living adjustment (COLA) estimate for long-term 
care (lssumed.by the Department of Health Services in the Medi-Cal 
May revision. 

The estimate of current-year expenditures contained in the budget 
reflects a General Fund deficiency of $11.9 million consisting of (1) $2.7 
million for unanticipated increases in the SDC population and (2) $9.2 
million to cover an anticipated shortfall in reimbursements from the 
Medi-Cal program.· 

This deficiency results from three major factors: (1) the SDCs unex
pectedlyadmitted96 clients as a result oflocal facility closures, (2) the 
actual cost-of-living adjustments (COLAs) for Medi-Callong-term care 
were less than anticipated in the budget, and (3) the methodology for 
estimating reimbursements resulting from Medi-Cal COLAs was not 
accurate. 

The budget proposes a General Fund increase of $761,000 due to SDC 
population increases. This consists of an increase of $5.2 million due to 
population-related changes offset by a reduction of $4.4 million due to 
additional Medi-Cal reimbursements. This proposal is based on an SDC 
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population of 6,783 at the end of the current year and an increase of 154 
clients during 1988-89. The proposal also includes adjustments for changes 
in client characteristics. The department indicates that it will revise the 
population estimates in May. 

Our analysis indicates that the department's preliminary population 
estimates appear reasonable. The population figures used as the basis for 
the budget were developed primarily based on historical. population 
trends. This is a change from recent years. From 1984-85 through 1987-88, 
the department based its population projections on assumptions associ
ated with its Community Placement Plan, instead of actual population 
trends. Each year, we have questioned the assumptions as unrealistic. In 
addition, in a 1987 report to the Legislature, the Auditor General 
indicated that the department's success with community placements had 
leveled off and that the department's continued reliance on these goals 
was unrealistic. The 9hange in approach responds to these criticisms. 

Budget Fails to Reflect Medi-Cal Cost-ol-Living Adjustments. The 
budget request assumes that there will be no Medi-9alrate increases for 
long-term care in the budget year. This assumption is unlikely because 
long-term care facilities receive statutory COLAs based on cost studies. 
The department estimates that each 1 percent Medi-Cal COLA provided 
to long-term care facilities would offset $3.5 million in proposed General 
Fund support., 

In our analysis of the Medi-Cal program's budget (please see Item 
4260), we recommend that the Department of Health Services incorpo
rate its projection of long-term care COLAs in its May revision expendi
ture. estimates. Consistent with that recommendation, we recommend 
that the Department of Developmental Services incorporate the Medi
Cal estimate for long-term care COLAs in its May revision ofexpendi
tures. 

Proposed Reduction in Salary Savings Will Not Facilitate Certification 
We recommend that prior to budget hearings, the department 

provide the fiscal committees with information regarding how itplans 
to assure continued certification and ac~editation for; the statedevel
opmental centers. 

The budget proposes an augmentation of $1.9 million ($1.8 million 
General Fund) to lower the proposed salary savings rate fo:r most SDC 
staff from 6.6 percent to 6 percent. "Salary savings" is an amount deleted 
from the budget to reflect vacancies in authorized positions. The budget 
indicates that this lower salary savings' rate would allow the. department 
to fill 54.6 existing positions currently.being held vacant. The department 
reports that it needs to fill these positions in order to prevent the loss of 
certification for federal Medi-Cal funding and accreditation by the 
Accreditation. Council on Services for People With Developmental 
Disabilities (ACDD). Losing certification would jeopardize approxi-. 
mately $196 million in federal funds the state. receives annually for 
services delivered by the SDCs. Losing accreditation is primarily a matter 
of professional prestige. 

Certification and Accreditation Problems. The department supports 
its need for the proposed salary,savings relief by citing recent certifica
tion and accreditation reviews that have .. identified problems in such 
areas as safety and sanitation, delivery of active treatment, use' of 
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chemical and physical restraints, and level of staffing. The department 
indicates that the proposed reduction in salary savings. will result in 
improved care to clients and provide greater assurance that the SDCs will 
meet applicable standards and regulations. 

Qur review of various reports issued by the certifying and accrediting 
agen~ies confirms .that.the SDCs have major operating problems which 
warrant attention by the department. For example, the federal govern
ment found that the. SDCs are significantly out of compliance with 
standards related to (1) the use of physical and chemical constraints and 
(2) delivery of active treatment programs. The federal reports cited 

staffing deficiencies as a major cause of these problems. In another 
example, the ACDD found that the Porterville SDC had not shown 
·adequate improvement since a previous survey. The ACDD was partic
ularly concerned that Porterville overuses chemical and physical re
straints as behavioral management tools. It allowed Porterville to remain 
accredited for only a year pending another review. 

These problems are likely to become more serious in 1988 due to the 
implementation of new, more stringent certification a,nd accreditation 
standards. . . 
. Augmentation wiil Not Solve Problem. Our analysis indicates that the 
salary saVings proposal will not remedy these problems, for two reasons. 
First, the department was unable to document that staffing increases, 
alone, could bring about the necessary improvements. The department 
was not able to provide detailed plans for addressing the· specific 
problems identified. For example, it could not provide (1) a plan for 
addressing problems cited in federal certification reviews or (2) a 
corrective action plan to ensure that Porterville retains its accredited 
status when the next ACDD review occurs .. 

Second, our analysis indicates that the proposed augmentation for 
salary savings relief will have no effect on improving the department's 
provision of active treatment and appropriate behavioral restraints. This 
is because the augmentation would not actually reduce the salary savings 
rate. Instead, it would prevent the salary savings rate from increasing. 
The department's current salary savings rate for most SDC staff is 6 
percent. Without the augmentation, the department would be required 
to increase its salary savings rate to 6.6 percent in order to fund merit 
salary adjustments (MSAs) it must provide its staff. 

Providing MSAs to staff is a legitimate departmental cost. Consequent~ 
ly, we recommend approval of the proposed augmentation. This augmen
tation will not permit the department to address any of the documented 
problems in SDG staffing and service provision that. it identified .in its 
budget request, however. Failure to correct these deficiencies could 
mean a loss of certification and/or accreditation, and a resultantlossir\ 
federal funds. We therefore recommend th~t prior to budget hearings, 
the department provide the fiscal committees with the following ip.for
mation: (1) a plan for (a) addressing problems identified in reports by 
federal and state agencies and the ACDD and (b) assuring the facilities 
meet the more stringent standards to be implemented in 1988, (2) a 
corrective action plan to assure that Porterville retains its accreditation, 
and (3) a report on the status of accreditation and certification reviews at 
other facilities. . 
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Recurring Maintenance 

Item 4300 

We recommend that prior to budget hearings, the department 
provide the fiscal committees additional information regarding its 
recurring maintenance and special repair proposals. We also recom
mend that the Legislature adopt Budget Bill language requiring that 
recurring maintenance funds be used for recurring maintenance. 

The budget proposes a General Fund augmentation of $1.5 million to 
establish a separate line item in the budget for "recurring maintenance" 
projects at state developmental centers (SDCs). The budget proposes to 
maintain expenditures for special repairs, where maintenance projects 
have traditionally been funded, at the current-year level of $3.8 million. 

"Recurring maintenance" includes ongoing roof and road repair, tree 
trimming, exterior painting, and floor replacement. During the last 
several years, the department reports that it has used its special repair 
budget to fund projects required to (1) meet fire, life safety, and other 
licensing requirements and (2) comply with statewide priorities such as 
removal of polychlorinated biphenyls (PCBs). These projects have been 
funded at the expense of recurring maintenance projects. The depart
ment argues that continuing to defer these maintenance projects is 
short-sighted because it leads to greater costs later. For example, the life 
expectancy ofa roof is shortened if it is not repaired regularly. 

To support its budget request for the new recurring maintenance 
program, the department, in consultation with industry contractors and 
facility maintenance personnel, developed life expectancy / replacement 
schedules and costs for each of the five areas needing recurring mainte
nance. The department proposes to use these guidelines to apportion 'the 
proposed augmentation among the seven SDCs according to each 
facility's needs. For example, funds for painting will be distributed based 
on each facility's exterior square footage, assuming repainting every eight 
years. Funds for roof and road repair, tree trimming, and floor replace
ment will be distributed in a similar manner. 

To support its $3.8 million budget request for special repairs, the 
department submitted specific proposals totaling $8.8 million, including 
$3.6 million in maintenance projects. The highest-priority spec~al repair 
proposals-that is, the top $3.8 million-include $1.4 million in mainte~ 
nance projects. Generally, the maintenance projects in the special repairs 
budget are not regularly scheduled maintenance tasks but represent a 
"backlog" due to the failure to perform these tasks on a regular basis. This 
is because the department generally defers maintenance projects in favor 
of reqUired repairs. 

,We identified three problems with the department's proposal. First, 
the department was unable to explain differences between the proposed 
appropriation for recurring maintenance and the department's cost 
gUidelines. For example, according to the department's proposed alloca
tion formula, Agnews State Developmental Center should receive 
$105,000 for road repairs, while the department proposes to allocate it 
$53,000, or approximately 50 percent of this amount. In total, our analysis 
indicates that funding the recurring maintenance program developed by 
the department would require an annual appropriation of approximately 
$2.9 million, not the $1.5 million requested by the department. 

Second, the department was unable to reconcile its recurring mainte
nance request with its special repairs request. The department was 
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unable to identify exactly which of fhe $8.8 million in special repairs 
proposals would be funded and whether the maintenance' projects 
included in the special repairs budget request would be funded from 
special repairs funds or by the new recurring maintenance program. If 
the new recurring maintenance funds are used for the backlog of projects 
identified in the special repairs budget rather than regularly scheduled 
maintenance, the program will not serve its intended purpose. . 

Third, although the department's proposal indicates that recurring 
maintenance would be a separate line item in order to ensure that the 
funds were spent only on recurring maintenance, the budget includes 
these funds within the "maintenance and rentals" line item. As a result, 
the department could divert these funds for expenditure on purposes 
other than recurring maintenance; If diversions occur, the program 
would not serve its ,intended purpose. 

Our analysis and visits to the SDCs confirm the need for a regular 
maintenance program. To ensure that the program serves its intended 
purpose, however, the Legislature (1) needs additional documentation 
regarding the funding request and (2) should impose restrictions on the 
funds to prevent their diversion. . 

Specifically, we recommend that prior to budget hearings, the depart
ment provide the fiscal committees with the following specific informa
tion: (1) a reconciliation of the proposed augmentation and the mainte
nance needs projected by the department and (2) a list of the special 
repair projects the department proposes to' fund with its special repairs 
appropriation of $3.8 million and .its schedule for funding the backlog of 
maintenance projects identified in its special repair~ request. We also 
recommend that the Legislature adopt Budget Bill language. restric,ting 
the use of the $1.5 million requested for recurring maintenance. We 
recommend the following specific language: . . . 

Of this item, $1.5 million shall be used for recurring maintenance and 
shall not be diverted to other purposes. 

DEPARTMENT OF DEVELOPMENTAL SERVICES-CAPITAL 
OUTLAY 

Items 4300-301 and 4300-490 
from the General Fund, 
Special Account for Capital 
Outlay Budget p. HW lQ6 

Requested 1988-89 .................................... , ....................................... , $13,392,000 
Recommended approval................................................................. 12,795,000 , 
Recommended reduction .............................................. ; ........ ·........ 597,000 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
1. Project Administration mid Contingency. Reduce Item 

4300-301-036 by $404,000. Recommend that the Legislature 
adopt a policy for all the department's major capital outlay 

Analysis, 
page 

587 
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projects limiting project administration and contingency to 
20 percent of construction contract amounts, consistent with 
the limit set in the State Administrative Manual. (Future 

. savings: $122,000). 
2. Fire, Life Safety and Environmental Improvements- 589 

. Units 20-23 and 26-29-Camarillo State Hospital. Reduce 
Item 4300-301-036(3) by $43,000. (Future savings: 
$1,663,000). Recommend a $43,000 reduction in preliminary 
plans and working drawings to reflect a lower construction 
cost based on recent construction bids on other remodeling 
work in this building. (Future savings: $1,663,000). 

3. Personal Alarm Systems-Statewide, Phase IL Reduce Item 590 
4300-301-036(7) by $150,000. Recommend that the Legisla-
ture delete $150,000 for excess equipment and approve funds 
for Phase II installation of alarm systems in the reduced 
amount of $1,650,000. 

4. Reappropriation, Personal Alarm Systems-Statewide, Phase 590 
I. Recommend deletion of Item 4300-490 for reappropriation· 
of Phase I funds because the department's schedule for 
completion of working drawings makes reappropriation 
unnecessary. Further, we recommend that, prior to budget 
hearings, the department report to the Legislature on the 
reasons for delays experienced in implementing Phase I. 

ANALYSIS AND RECOMMENDATIONS 
The budget includes $13.4 million in Item 4300-301-036 from the Special 

Account for Capital Outlay (SAFCO) for the Department of Develop
mental Services' capital outlay program. In addition, the budget requests 
the reappropriation of approximately $777,000 appropriated from SAFCO 
in the 1987 Budget Act for Phase I installation of personal alarm systems 
in 20 developmental center units statewide. Table 1 shows the amounts 
requested in Item 4300-30l-036 and our recommendations. 

Table 1 
Department of Developmental Services 

1988-89 Capital Outlay Program 
Item 4300-301-4»36 

(dollars in thousands) 

Suh-
Item Project Title Location Phase a 

(1) Minor projects .......................... Statewide pwc 
(2) Fire, life safety and environmental im-

provements - Units 18-19, 30-33.. . . . . .. Camarillo c 
(3) Fire; life safety and environmental im-

provements, Units 20-23, 26-29. . . . . . . .. Camarillo pw 
(4) Upgrade electrical distribution system. Fairview pwc 
(5) Water distribution system.............. Fairview· c 
(6) Laboratory remodel.. ...... ............ Fairview c 
(7) Personal alarm systems, phase II ...... Statewide pwc 

Totals .................................. . 

Budget 
Bill 

Amount 
$1,496 

7,100 

956 
310 

1,454 
276 

1,800 
$12,795 

Analyst's 
Recom
mendO

tion 
$1,496 

6,869 

838 
298 

1,393 
251 

1,650 
$12,795 

Estimated 
Future 
Cost b 

$10,793 

$10,793 

a Phase symbols indicate: p = preliminary plans; w = working drawings; and c = construction. 
b Department estimates. 
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Minor Capital Outlay 
We recommend approval. 
The budget includes $1,496,000 in Item 4300-301-036(1) for 16 minor 

capital outlay projects ($200,000 or less per project) for the Department 
of Developmental Services. The proposed minor projects range from 
$12,000 to upgrade an emergency generator switch gear at Stockton 
Developmental Center to $200,000 to construct a commissary storage 
building at Porterville Developmental Center. 

Excessive Amounts for Project Administration and Contingencies 
We recommend that the Legislature, in considering the major capital 

outlay projects for the Department of Developmental Services, limit the 
amounts for project administration and construction contingency to 20 
percent of estimated construction contract amounts, consistent with the 
limit set by the State Administrative Manual. Consistent with this 
recommendation, we recommend reducing Item 4300-301-036 by 
$404,000 (Future savings: $122,(00). 

The State Administrative Manual (SAM) generally limits the combined 
amount that may be budgeted for project administration and construc
tion contingency on capital outlay projects to 18 percent of the construc
tion contract amount in the case of new construction, and 20 percent in 
cases of remodeling or renovation. In the past, the Legislature generally 
has followed these guidelines in appropriating funds for capital outlay 

Table 2 
Department of Developmental Services 

Capital Outlay Program 
Amounts Allocated for Project Administration and Contingency 

1988-89 and Estimated Future Costs 
Item 43Q0.301.m& 

(dollars in thousands) 

Sub-
Item Program Location 
(2) Fire, life safety and environmental im-

provements - Units 18-19,30-33 ........ Camarillo 
(3) Fire, life safety and environmental im-

provements, Units 20-23, 26-29; . . . . . . .. Camarillo 
(4 ) Upgrade electrical distribution system. Fairview 
(5) Water distribution system.............. Fairview 
(6) Laboratory remodeL................... Fairview 
(7) Personal alarm systems, phase II ...... Statewide 

Totals ................................. .. 

Construe-
tion Con-

tract 
Amount" 

$5,973 

9,282 
245 

1,275 
236 

1,587 

$18,598 

Project 19lJlNJ9 
Adminis- Amount 

tration in Excess 
and Con- o/SAM 
tingencyb Limite 

$1,426 $231 

2,053 75 
61 12 

316 61 
72 25 

317 

$4,245 $404 

Future 
Amount 
in Excess 
o/SAM 
Limit 

$122 

$122 

• Deparbnent's estimate of amount needed (in budget year or future year) to award bid to C!)nstruction 
contractor. 

b Includes estimated amounts needed for architectural and engineering fees, construction inspection, 
construction management and contingency. Does not include asbestos consulting, agency retained 
items and hospital plan checking. 

eState Adminlstrative Manual (SAM) limit for project adminlstration/conting~ncy is 20 percent of 
construction contract. 
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projects. Project administration includes such things as architecturai and 
engineering fees, construction inspection,' construction management· and 
other consultant services. Contingencies ::ti'e amounts set aside to pay 
additional construction coIitract costs that may arise due to unforeseeable 
circumstances, during construction. , 

Table 2 shows that, based on SAM giIidelines;:the department has 
over-budgeted for project administration and contingencies for all but 
one of its major capital outlay projects in the budget. The, total amount 
allocated by the department for projeCt administration/contingency 
exceeds the 20 percent limit by $404,000 in the budget year. 
" The department has not justified the need to exceed the 20 percent 
limit established, by SAM. We tl'ierefore recommend that the fiscal 
subcommittees adopt a policy to limit project administration and contin: 
gency for all major capital outlay projects in this item to' 20 percent of 
construction contract amounts. We further recommend that the Legisla
ture reduce Item 4300-301-036 by $404,000 as summarized in Table 2. 

Major Projects for Which We Recommend Approval , 
We recommend approval offour major proje(;,ts in Item 4300-301-036, 

except/or the excess project administration/contingency. " , , 
Fire, Life Safety and, En~i;onmental Imp;ovements-.Units 18, 19, 

30-33-Camarillo State JIospita/. The budget includes $7;1 million for 
the construction phase of fire, life safety and environmental improve
ments to units 18, 19 and 30-33 at Camarillo State Hospital. Upon 
completion of the remodeling work, the' units will be returned to their 
current use. Unit 33 will be used as a day treatment llctivity center and 
will be remodeled for fire/life safety compliance only. Units 18 and 19 will 
house 60 adolescents and units30~32 will house 103 adults with acute 
psychiatric disorders. , <' ,,',. ,', 

Except for excess costs for project administration/ contingency 
($231,000), the project is consistent with the work previously approved 
by the Legislature. Thus,· we recommend approval in the reduced 
amount of $6,869,000. , ' 

Electrical Distribution System Upgrade" Phase II-Fairview, D(!ve(-' 
opmental Center. The budget includes, $310,000 for prelinlinary plans, 
working drawings and construction for the secpndphase ofaprQject to 
upgrade the electrical distribution system at Fairview Developmental 
Center in Costa Mesa (Orange County). The Legislature appropriated a 
total of $333,000 in the 1984 and 1985 Budget Acts to upgrade the 
electrical distribution system at Fairview. While the Legislature was not 
previously advised that a second phase of the project would be needed, 
our analysis of the 1988-89 request indicates that the work is justified to 
correct a hazardous situation. According to the department, one of its 
maintenance employees has already been injured by an exploding oil fuse 
cutout. The work funded by the Legislature in the 1984 and 1985 Budget 
Acts addressed the first· part of a series of recommendations for upgrading 
the system made in a 1981 consultant's report. The 1988-89 budget 
proposal would carry out the remaining recommendati<ms. After that no 
further workon Fairview'seledrical distribution system willbe'o!=leded, 
according to the department. ,,' 
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This request also includes excess project administration/ contingency 
costs ($12,000). We recommend approval in the reduced amount of 
$298,000. 

New Water Distribution System-Fairview Developmental Center. 
The, budget includes $1,454,000 in Item 4300-301-036(5) for the construc
tion phase for a new water distribution system at Fairyiew. The Legisla
ture appropriated $92,000 in the 1987 Budget Act for preliminary plans 
and working drawings for this project. This request also includes excess 
project administration/contingency costs ($61,000) . We recommend ap
proval in the reduced amount of $1,393,000. 

,Laboratory Remodel, Fairview Developmental Center. The budget 
includes $276,000 in Item 4300-301-036(6) for the construction phase of 
remodeling the laboratory in the R ,and T Building at Fairview Devel
opmental Center. The Legislature appropriated $29,000 in the 1987 
Budget Act for preliminary plans and working drawing!! for this project. 
Accounting for excess project administration/ contingency costs 
($25,000), we recommend approval in the reduced amount of $251,000. 

Fire, Life Safety and Environmental Improvements, Units 20-23 and 26-29, 
Camarillo State Hospital 

We recommend a $43,000 reduction in Item 4300-301-036(3) for 
preliminary plans and working drawings to reflect a lower construc
tion cost based on recent bid experience for construction of another 
remodeling project in the same building. (Future savings: $1,663,000.) 

The budget includes $956,000 for preliminary plans and working 
drawings for remodeling of Units 20-23 and 26-29 at Camarillo State 
Hospital. The department estimates future costs of $10.8 million. The 
project will provide fire/life safety compliance and other improvements 
for the living areas for 308 clients under intensive care. This project, as 
well as the other remodeling project proposed in the budget for 
Camarillo, is part of the ongoing capital improvements initiative to 
remodel the state hospitals in order to maintain accreditation and 
licensing standards. 

The current project cost estimate for Units 20-23 and 26-29 is based 
largely on the working drawings and cost estimates for remodeling of 
Units 11-15, which was funded for construction in the 1987 Budget Act. 
This comparison is reasonable because Units 11-15 are virtually the same 
in terms of design and function as Units 20-23/26-29 and are, indeed, part 
of the same building. The budgeted construction costs per gross square 
foot for both projects are high relative to other state hospital remodeling 
projects-$94 per square foot ,in the case of U, nits 11-15 and $87 per square 
foot for Units 20~23/26-29. According to the department's construction 
management consultant, Units 20-23/26-29 have a somewhat lower square 
foot cost because basic costs, such as overhead costs of construction, are 
spread across a larger square foot area. 

Recent Bids, Reflect Lower Costs. The budget estimate for Units 
20-23/26-29 should be revised based on the recent construction bid 
experience for Units 11-15. The state received four bids from construction 
contractors in January 1988 for remodeling of Units 11-15. Three of those 
bids were below the state's estimate of $5,117,000. The low bid was 
$4,269,000, or about $78 per square foot. This low bid should be a more 
accurate indication of the probable construction cost for Units 20-23/26-29 
than the estimate on, which the budget request is based. Adjusting this 
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cost for inflation between the bid date and the budget year and 
maintaining the same proportionate relationship between" the two 
project cost estimates, the estimated square foot costs for Units 20-23 and 
26-29 should be reduced to $73 per gross square foot. This would reduce 
the estimated future construction contract costs for Units 20-23/26-29 by 
$1,422,000. Moreover, the lower construction cost reduces the cost for 
project administration and contingency.. , 

Thus, the estimated total project cost would be reduced from 
$11,749,000 to $9,846,OOQ--...;a total savings of $1,903,000. This savings 
includes $75,000 for project administration/ contingency costs in the 
budget year and $122,000 in future costs, which are already accounted for 
in our general recommendation regarding project administration/ con
tingency costs in Item 4300-301-036. The balance of the savings consists of 
(1) $43,000 for preliminary plans and working drawings in the budget 
year, based on the lower construction cost and (2) $1,663,000 for future 
construction phase costs. Consequently, we recommend that the Legis
lature reduce Item 4300-301-036(3) by $43,000 and approve funds for 
preliminary plans and working drawings in the reduced amount of 
$838,000. 

Personal Alarm Systems, Statewide, Phases I and II ," 
We recommend that the Legislature reduce Item 4300';301-036(7) for 

Phase II installation of personal alarm systems by $150,000 to-eliminate 
excess equipment. 

We further recommend that the Legislature delete Item 4300-490 for 
the r.eappropriation of funds for Phase I of the project because the 
department's schedule for completion of working drawings makes 
reappropriation unnecessary. Finally, we recommend that, prior to 
budget hearings, the di!partment report to the Legislature on the 
reasons fqr delays experienced in implementing Phase L ' 

The budget includes $1.8 million in Item 4300-301-036 (7) for Phase II 
installation of personal alarm systems for staff in developmental centers 
statewide. The Legislature' appropriated $871,000 from the Special Ac
count for Capital Outlay in the 1987 Budget Act for Phase I that included 
installation of personal alarm systems in 20 high priority units statewide. 
Phase II involves the installation of the systems in an additional 53 units. 
The budget also requests reappropriation of approximately $777,000 for 
Phase I of the project. " . 

Increased Costs for Phase IL When the Legislature approved funds for 
Phase I, it recognized the department's $1.5 million estimate for Phase II 
in supplemental report language. The budget requests $1.8 million. A 
more detailed estimate prepared b)' the department in December 1987 
indicates a Phase II cost of $1.9 million-27 percent more than the cost 
given to the Legislature last year. Adjustment for inflation accounts for 
only a 3 percent increase. Most of the increase in project costs is due to 
the' following: (1) $93,000 to install alarms at four additional housing units 
at Sonoma Developmental Center, (2) $21,000 for increased prices for 
"smart remote terminals" (SRTs) ,and (3) $275,000 for 26 additional 
SRTs. 

The addition of four units at Sonoma Developmental' Center' to the 
project is needed because of the recent transfer of developmentally 
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disabled clients from Napa State Hospital. The 22 percent increase in the 
estimated price of SRTs is based on a recent price quotation from the 
manufacturer of that equipment. The department, however, has not 
justified the addition of 26 SRTs. According to the consultant who 
prepared the 1986 alarm system study on which the proposed project is 
based, the original number of 14 SRTs for Phase II should be increased by 
only two SRTs to serve the developmental center units added at Sonoma. 

In view of the above, we recommend that the department's December 
1987 estimate ($1,904,000) be reduced by $254,000 to reflect installation of 
only two additional SRTs rather than 26. This results in a total project cost 
of $1,650,000 for Phase II. Consequently, we recommend that the 
Legislature reduce Item 4300-301-036 (7) by $150,000 and approve funds 
for Phase II installation of personal alarm systems in the reduced amount 
of $1,650,000. . 

Delay in Implementing Phase L According to the department, the 
reappropriation request (Item 4300-490) was included in the budget in 
case working drawings are not completed and the department is unable 
to secure approval to proceed to bid from the Department of Finance 
during the current year. Under the general provisions of the 1987 Budget 
Act, funds for construction are automatically reverted if the Department 
of Finance has not approved proceeding to bid by June 30, 1988. This 
approval requires completed working drawings. According to the Sup
plemental Report of the 1987 Budget Act, preliminary plans, working 
drawings and installation of the Phase I personal alarm systems are all to 
be accomplished in the current year. At the time this analysis was 
written, the department had not completed preliminary plans. In fact, 
the department did not have the project consultant who would be 
preparing the plans under contract. Thus, the department was essentially 
no further along with the personal alarm systems project in January 1988 
than it was at the time funds were appropriated last July. In view of this 
situation, we recommend that the department report to the fiscal 
subcommittees at budget hearings on (1) why implementation of Phase 
I has been delayed, and (2) how that delay will affect implementation of 
Phase II. 

Despite the delay experienced on Phase I, the department expects to 
have working drawings completed by June 1988. Given this schedule, the 
department should receive approval to proceed to bid in the current year 
and reappropriation of the construction funds is not needed. We there
fore recommend that the Legislature delete Item 4300-490. 

Supplemental Report Language 
For purposes of project definition and control, we recommend that the 

fiscal subcommittees adopt supplemental report language which defines 
the scope and cost elements of each of the projects approved under this 
item. 
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DEPARTMENT OF DEVELOPMENTAL SERVICES-REVERSION 

Item 4300-495 to the General 
Fund Budget p. HW 92 

ANALYSIS AND RECOMMENDATIONS 

We recommend approval. 
The budget proposes a reversion to the General Fund of the unencum

bered balance of funds appropriated by Ch 873/87 for a court settlement 
in the case of Andrews v. State of California, et al. The department 
indicates that the actual cost of the court settlement totaled $1,357,000, 
which is $41,000 less than the $1,398,000 appropriated by the Legislature 
for this purpose. Consequently, this item would result in reversion of 
$41,000 to the General Fund. 

Health and Welfare Agency 

DEPARTMENT OF MENTAL HEALTH 

Item 4440 from the General 
Fund and various funds Budget p. HW 107 

Requested 1988-89 ......................................................................... $1,091,933,000 
Estimated 1987-88 .......................................................................... 1,038,539,000 
Actual 1986-87 ................................................................................. 947,511,000 

Requested increase (excluding amount 
for salary increases) $53,394,000 (+5.1 percent) 

Total recommended increase .................................................... . 
Recommendation pending ......................................................... . 

1988-89 FUNDING BY ITEM AND SOURCE 
Item-Description 
444O'()()1'()()1-Support 
444O.()()1-845-Support 
4440-001-890-Support 
444O-011'()()1-State hospitals 
4440-016-001-Conditional release 
444O-101'()()1-Local assistance 
444O-101-845-Local assistance 
4440-101-B90--Local assistance 
444O-111.()()1-Brain-damaged adults 
4440-131'()()1-Special education pupils 
444O-141'()()1-Institutions for mental diseases 
Chapter 1271, Statutes of 1987 
Reimbursements 

Total 

Fund 
General 
Primary prevention 
Federal 
General 
General 
General 
Primary prevention 
Federal 
General 
General 
General 
General 

4,279,000 
97,276,000 

Amount 
$25,580,000 

217,000 
578,000 

321,815,000 
17,321,000 

491,418,000 
738,000 

16,140,000 
4,357,000 

15,1l6,000 
50,845,000 

45,000 
147,763,000 

$1,091,933,000 
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SUMMARY OF MAJOR ISSUES AND ~ECOMMENDATIONS . 
Analysis 

page 

1. Conditional Release Program. Wi~hhold recommendation on 596 
$l.3 million for the Sacramentp direct services office, pend-
ing final review by the d~partment of responSeS to its 
request for proposals. . .. '.; . . 

2. Coverage Factor. Reduce Item 4440-011-001 by $245,000. 599 
. Recomm:end reduction because the department. has not .. 

adequately budgeted for salary savings. . . 
3. AIDS Unit. Reduce Item 4440-011-001 by $1,191,000. Recom- 600 

mend reduction because the department has not adequately 
justified nor designed the unit to meet the different needs of 
affected patients. Also recomrri.end the department report 
on how it intends to limit the' spread of the AIDS virus 
among patients whose infection status is unknown. 

4. Population Adjustments.··.· Reduce Item 4440-011-001 by 602 
$385,000. Recommendteduction because the department 
has not accurately reflected partial-year staffing adjustments 
due to patient population phase~ii1. .. 

5. Vacavill.e Mental Health Program. Recommend that prior to 603. 
budget hearings, the Departments of Mental Health and 
Corrections report on issues regarding the implementation 
and operation of psychiatric programs at the California· 

. Medical Facility in Vacaville. 
6. Short-Doyle/Medi-Cal and Disaster Relief Funds. Recom- 606 

mend deletion of Budget Bill language exempting th~ 
department from the Section 28 process for augmentations. 

7. Homeless Program. Augment Item 4440-101-:890 by.$6.1 607 
Million. Recommend. augmentation to·· reflect available 
federal funds for the homeless mentally disabled. Recom
mend' adoption of Budget Bill language specifying how the 
funds should be used. 

8. Special Education Pupils. Withhold recommendation on 609 
$15.8 mill.ion for mental· health services pending receipt of 

. additional caselol,tdand.cost inforII).ation. 
9. Institutions for Mental Diseases. Withhold recommendation 610 

on $66.2 million proposed for care and treatment of patients, 
pending submission of information regarding shortfalls in 
reimbursements. ... . . ., 

GENERAL PROGRAM STATEMENT . 
. The. Department . ~f Mental .Health directs and coordinates· statewide 

efforts aimed at the treatm<:mt and prevention of mental disabilities. The 
depa,rtment'sprimary responsibilities are to: .. .. 

1. Administer the Short~Doyle and Lanterman-Petris-Short Acts. The 
acts provide for delivery of mental health services through a state-county 
partnership and for involuntary treatment of the mentally disabled. 

2. Operate Atascadero, Metropolitan, Napa, and Patton State Hospitals 
and manage programs for the mentally disabled located at Camarillo 
State Hospital. 

3. Administer the Conditional Release program, which provides for the 
community outpatient treatment and supervision of judicially committed 
persons and mentally disordered offenders. 

The department has 6,771.6 personnel-years in the current year. 
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DEPARTMENT OF MENTAL HEALTH-Continued 
OVERVIEW OF THE BUDGET REQUEST 

Item 4440 

The budget proposes expenditures of $1.1 billion (all funds) for the 
support of the Department of Mental Health's activities in 1988-89. This 
is an increase of $53.4 million, or 5.1 percent, above estimated current
year expenditures. Proposed General Fund expenditures for support of 
the department and its programs are $926.5 million, which is $35.2 
million, or 3.9 percent, above estimated General Fund· expenditures in 
the current year. . 

Table 1 provides a summary of the department's budget for the past, 
current, and budget years. 

Table 1 
Department of Mental Health 

. Budget Summary 
1986-87 through 1988-89 
(dollars in thousands) 

Actual Est. 
Expenditures 1986-87 1987-88 

$37,583 $44,042 
325,406 329,679 

Deparbnent support ...................... . 
State· hospitals ............................ .. 
Local programs ............................ . 576,644 593,534 
Special education pupils .................. .. 5,375 14,875 
Brain-damaged adults ..................... . 2,503 3,257 
Institutions for mental diseases ........... . 53,152 

Totals .................................. . $947,511 $1,038,539 

Funding sources 

General Fund . .............................. $809,749 $891,300 
Special Account for Capital Outlay ....... 1,712 715 
Primary Prevention Fund .................. 950 
Federal funds . .............................. 20,075 17,351 
Reimbursements ............................ 115,975 128,223 

Personnel-years 
Deparbnent support ..................... 335.2 366.7 
State hospitals ............................ 6,331.8 6,404.9 

Totals ................................... 6,667.0 6,771.6 

ANALYSIS AND RECOMMENDATIONS 

Prop. 
1988-89 

$45,692 
362,301 
597,621 

15,791 
4,357 

66,171 
$1,091,933 

$926,497 

955 
16,71fl 

147,763 

377.9 
6,881.8 
7,259.7 

A. DEPARTMENT SUPPORT 

Change [rom 1987-88 
Amount Percent 

$1,650 3.7% 
32,622 9.9 
4,087 0.7 

916 6.2 
1,100 33.8 

13,019 24.5 
$53,394 5.1 % 

$35,197 
-715 

5 
-633 

19,540 

11.2 
476.9 
488.1 

3.9% 
--'100.0 

0.5 
-3.6 
15.2 

3.1% 
7.4 
7.2% 

The budget proposes expenditures of $45.7 millioll for support of the 
Department of Mental Health in 1988~89. This amount consists of $28.4 
million for department administration and $17.3 million for the Condi
tional Release program. This is an increase of $1.7 million, or 3.7 percent, 
above estimated current-year expenditures. Table 2 shows the depart
ment's expenditures and funding sources for the past, current, and 
budget years. 



Item 4440 HEALTH AND WELFARE / '595 

Table 2 
Department of Mental Health 

Support Expenditures and Funding Sources 
1986-87 through 1988-89 
(dollars in thousands) 

Actual Est. 
Expenditures 1986-87 1987-88 
Deparbnent administration ............... . $23,978 $26,951 
Conditional release ........................ . 13,605 17,091 

Totals .................................. . $37,583 $44,042 

Funding sources 

Prop. 
1988-89 
$28,371 
17,321 

$45,692 

Change from 1987-88 
Amount Percent 

$1,420 5.3% 
230 1.3 

$1,650 3.7% 

General Fund. .................. ............ $35,383 $41,472 $42,946 $1,474 3.6% 
Federalfunds. .................. ............ 804 762 578 -184 -24.1 
Primary Prevention Fund.................. 212 217 5 2.4 
Reimbursements. . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,396 1,596 1,951 355 22.2 

Budget Changes. Table 3 shows the changes in the department's 
support budget proposed for 1988-89. The major changes are (1) an 
increase of $883,000 ($514,000 General Fund) for additional Short
Doyle/Medi-Cal auditors and (2) an increase of $595,000 to augment an 
existing contract with a construction management firm. 

Table 3 
Department of Mental Health 

Proposed 1988-89 Support Budget Changes 
(dollars in thousands) 

1987-88 expenditures (Budget Act) ..........•............ 
Adjusbnents, 1987-88: 

1. PERS rate reduction ............................... . 
2. Carry-over of AIDS funds, Ch 767/85 ............ .. 
3. Institutions for mental diseases administration .... . 
4. Salary and benefits increase ...................... .. 
5. Transfer from Conditional Release program to 

support .............................................. . 
6. Adjusbnents to grants and reimbursements ....... . 
7. Early intervention program (five months) ........ . 

1987-88 expenditures (revised) ........................... . 
Baseline adjusbnents, 1988-89: 

1. Price increase ....................................... . 
2. Full-year funding of 1987-88 salary and benefits 

increase ............................................. . 
3. Community treabnent facilities, Ch 1271/87 ...... . 
4. Reduce one-time funding for hospital cost recovery 

system rewrite ...................................... . 
5. Transfer equipment funding from support to Con-

Conditional 
Release 
Program 
(General 
Fund) 
$17,200 

-109 

$17,091 

423 

ditional Release program. .. .. . . .. . . . .. .. . . .. . . . . . . . . 91 
6. Reduce one-time adjusbnents ...................... . 
7. Back out transfer from conditional release to sup-

port .................................................. 109 
8. Full-year funding for Early Intervention program. 
9. Full-year cost for patient care...................... 674 

10: Mentally disordered offender population adjust-
ment................................................. -558 

. Administration 
General Fund All FundS 

$23,384 $25,654 

-61 -62 
112 112 
500 500 
337 353 

109 109 
259 
26 

$24,381 $26,951 

222 238 

296 310 
45 45 

-125 -125 

-91 -91 
-612 -871 

-109 -109 
36 
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DEPARTMENT OF MENTAL HEALTH-Continued 
Program change proposals: 

1. Construction management contract ............... '. 
2. Short-Doyle/Medi-Cal audits ............. :.; ....... . 
3. Conditional Release program audits. .•. . . . . . . . . . . . . . -133 
4. ~o?vert ~ondi~o?al Release program contract to 

civil sel"Vlce POSitions. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . - 342 
5. Various funding transfers between support and the 

Conditional Release program. . . . . . . . . . . . . . . . . . . . . . . -34 
1988-89 expenditures (proposed)..................... ..... $17,321 
Change from 1987-88 (revised): 

Amount. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $230 
Percent....... ................................ ........... 1.3% 

595 
514 
133 

342 

34 
$25,625 

$1,244 
5.1% 

Item 4440 

595 
883 
133 

342 

~ 
$28,371 

$1,420 
5.3% 

Premature Conversion of Some Contract Positions to Civil Service 

We withhold recommendation on the 17 positions and $1.3 million 
proposed/or the Sacramento direct services office of the Conditional 
Release program, pending final review ,by the department of responses 
to its request for prpppsais. 

The budget proposes a" transfer of $342,000 from the Conditional 
Release (CONREP) program to administration to establish eight civil 
service positions in the Sacramento direct services office (DSO) for the 
CONREP program. 

The CONREP program provides outpatient supervision and treatment 
of judicially committed persons and mentally disordered offenders placed 
on outpatient status. The Sacramento DSO, with satellite offices in Chico 
and Modesto, provides services to approximately 48 CONREP patients in 
20 northern California counties. This direct services operation was 
developed because the state was unable to contract with the counties or 
private providers for services to CONREP patients. It is currently staffed 
with 9 civil service and 8 contract positions. 

Under the budget proposal, 8 additional civil service positions would be 
established and the contract positions would be eliminated. The Sacra
mento DSO would have a total of 17 civil service positions, an operating 
budget of $1.3 million, and provide services to approximately 70 CON
REP patients in 1988-89. The proposal responds to a State Personnel 
Board (SPB) determination that the existing combination of civil service 
and contract positions is inconsistent with provisions of the Government 
Code. The Sacramento DSO contracts with individuals who work in a 
state office, report to a state supervisor, and perform ongoing work 
equivalent to that performed by civil service staff in the program. The 
SPB indicates that the individuals working under contract in the Sacra
mento DSO are clearly in an employment relationship with the state; 
and, therefore, the contracts with these individuals are inappropriate. 

Establishing civil service positions is not the only option open to the 
department in responding to the SPB determination. In fact, the 
department has recently issued a request for proposals (RfP) to private 
providers for taking over the operation of program services that are 
currently provided by the Sacramento DSO. The deadline for submitting 
responses to the RFP was January 4. At the time of the preparation of this 
analysis, the department was reviewing submitted proposals. It indicated 
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that a final determination on the proposals would. not be made until 
possibly the end of February. The department informed us that three 
outcomes are possible: (1) awarding a contract with a private provider 
based on the submitted proposals, (2) rejecting the recently submitted 
proposals and soliciting new proposals, or (3) deciding to go ahead with 
its budget proposal to provide direct CONREP services using state civil 
service employees; 

If the department is successful in contracting with a private provider to 
assume responsibility for program operation, it would then have 17 
positions it does not need. Until the department determines how the 
office will be operated, we are withholding recommendation on the 17 
positions and $1.3 million proposed for the Sacramento DSO. 

B. STATE HOSPITAL PROGRAMS 
The budget proposes expenditures of $362.3 million, all funds, in 

1988-89 for clients in state hospitals for the mentally disabled. This is an 
increase of $32.6 million, or 9.9 percent, above estimated current-),ear 
expenditures. The budget proposes an appropriation of $321.8 million 
from the General Fund for these programs, which is an increase of $21.9 
million, or 7.3 percent, above estimated current-year expenditures. Table 
4 shows the components of the state hospital budget in the past, current, 
and budget years. 

Table 4 
Department of Mental Health 

State Hospitals Budget Summary 
1986-87 through 1988-89 
(dollars in thousands) 

Expenditures 
County clients ............................. . 
Judicially coinmitted clients .............. . 
Other clients a ............................ .. 

Totals .................................. . 

Funding sources 

General Fund .............................. . 
Reimbursements ........................... . 
SAFCO ..................................... . 

Average population 
County clients ........................... . 
Judicially coinmitted clients ............ . 
Other clients a .......................... .. 

Totals .................................. . 

Authorized positions 
Department of Mental Health .......... . 
Department of Developmental Services. 

Totals ..................... , ............ . 

Cost per client (actual dollars) 
CoUnty clients ................ " .......... . 
JudiCially coinmitted clients ............ . 
Other clients a .......................... .. 

Totals .................................. . 

Actual Est 
1986-87 1987-88 
$190,892 $184,822 
102,961 115,779 
31,553 29,fJ18 

$325,406 $329,679 

$292,085 
31,609 

1,712 

2,572 
1,557 

447 
4,576 

6,332 
991 

7,323 

$74,219 
66,128 
70,588 

$71,1ll 

$299,886 
29,078 

715 

2,520 
1,622 

473 
4,615 

6,840 
908 

7,748 

$73,342 
71,380 
61,476 

$71,436 

Prop. 
1988-89 
$195,607 
126,208 
40,486 

$362,301 

$321,815 
40,486 

2,543 
1,729 

529 
4,801 

7,487 
945 

8,432 

$76,920 
72,995 
76,533 

$75,464 

Change 
Amount Percent 
$10,785 5.8% 

10,429 9.0 
11,408 39.2 

$32,622 9.9% 

$21,929 
11,408 
-715 

7.3% 
39.2 

-100.0 

23' 0.9% 
107 6.6 
56 11.8 

186 4.0% 

647 9.5% 
37 4.1 

684 8.8% 

$3,578 
1,615 

15,057 
$4,027 

4.9% 
2.3 

24.5 
5.6% 

• Includes clients from the Department of Corrections, the Deparbnent of Developmental Services 
(DDS), and the California Youth Authority. 
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DEPARTMENT OF MENTAL HEALTH-Continued 
Client Characteristics 

State hospitals serve four categories of clieJ).ts: county clients, judicially 
.committed clients, mentally disordered offenders, and clients of other 
institutions. 

County clients may voluntarily· consent to treatment or may be 
detained involuntarily for treatment for specified periods of time under 
the provisions of the Lanterman-Petris-Short Act (LPS). 

Judicially committed clients include persons who are legally catego" 
rized as (1) incompetent to stand trial, (2) not guilty of it crime by reason 
of insanity, or (3) mentally disordered sex offenders. 

Mentally disordered offenders include prison parolees who have been 
committed to the department for treatment and supervision. 

Clients of other institutions include mentally disabled clients of the 
Departments of Corrections and the Youth Authority who are transferred 
to state hospitals to' receive medication and other treatment. 

Proposed· Budget Changes 

The major changes proposed for 1988-89 include (1) an increase of $14 
million in reimbursements for psychiatric services provided to Depart
ment of Corrections inmates, (2) an increase of $6.6 million for additional 
staff needed to cover increased employee absences, (3) an increase of 
$4.2 million for population adjustments, and (4) an increase of $1.2 
million to establish an AIDS unit at Napa State Hospital. Table 5 displays 
the budget changes proposed for 1988-89. 

Table 5 
Departmerit of Mental Health 

State Hospitals 
Proposed 1988-89 Budget Changes 

(dollars in thousands) 

1987-88 expenditures (Budget Act) .............................. . 
Adjustments, 1987-88: 

1. Retirement reduction ...................................... . 
2. Reimbursement adjustments .............................. . 
3. Salary and benefit increase ................................ . 
4. Deficiency for dietici~ne-time ....................... . 

1987-88 expenditures (revised) .................................. . 
Baseline adjustments, 1987-88: 

1. Reverse one-time adjustments ............................. . 
2. One-time ward furniture reduction ....................... . 
3. Full-year costs-Atascadero peace officers ................ . 

. 4. Full-year costs for mentally disordered offenders (MDOs). 
5. Price increase ................................................ . 
6. PERS rate reduction ................................ , ...... . 
7. Full-year costs of 1987-88 salary and benefit increases ... . 
8. Reimbursement adjustment ............................... . 
9. Funding shift-SAFCO to General Fund ........... : ..... . 

10 .. Phase-out of developmentally disabled population at Napa· 

General Fund 
$293,565 

-243 

6,452 
112 

$299,886 

-112 
-835 

215 
668 

2,204 
109 

4,879. 

715 
1,538 

All Funds 
$322,894 

-258 
30 

6,901 
112 

$329,679 

149 
-835 

215 
668 

2,363 
117 

5,222 
37 

. .,.,1,616. 
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Caseload and cost adjusbnents: 
Population adjusbnent. ........................................ . 

Program change proposals: 
L Psychiatric services for prison inmates .................... . 
2. AIDS unit at Napa ............. : ........................... ; .. 
3. Cover;lge factor .............................. ; .............. . 
.4. Atllscadero peace officers .................................. . 
5. MOO evaluator at Atascadero ............................. . 
6. Costs for Department of Developmental Services propos-

als ... :: ...................................................... . 
1988-89 expenditures (proposed) ................................ . 
Change from 1987-88 (revised): 

Amount. .............................. · .......................... . 
Percent ......................................... :; .............. . 

Coverage Factor 

4,229 

1,191 
6,605 

257 
98 

Hi8 
$321,815 

$21,929 
.7.3% 

3,968 

14,015 
1,191 

.. 6,605 
257 
98 

168 
$362,301 

$32,622 
9.9% 

We recommend a reduction of $245,000 in 'the General Fund amount 
budgeted for coverage factor increases in oriler to reflect anticipated 
salary savings. (Reduce Item 4440-011-001). " . 

The budget proposes to add 186 positions at a General Fund cost of $6.6 
million to increase the "coverage factor" at the five state hospitals having 
mental health programs. The coverage factor is a staffing allowance that 
is intended to compensate for normal staff absences from work due to 
vacation, sick leave, and other factors. The 186 positions represent an 
increase of approximately 2.7 percent in total. state hospital staffing. and 
an increase of approximately 3.7 percent in l~vel-of-care (direct patient 
care) staffing. '. 

The department· states that the coverage factor must be periodically 
updated because of changes in employment regulations, policies, and 
staffing patterns. The last revision to the coverage factor for' the 
department was approved by the Legislature in 1983-84. The budget for 
1988-89 proposes to increase backup staffing to provide for 57.7 days of 
absence for each nursing and rehabilitation therapist position arid 5~.2 
days of absence for other professionallevel-of-care staff positions~ 

There are four major reasons for this coverage factor increase: 
• Collective bargaining added an additional holiday. ' 
• The level of absences related to industrial disability leave and sick 

leave have increased by approximately three days per level-of-care 
employee. 

• State regulations now require that level-of"care staff be' allotted two 
additional days of training. . 

• The department proposes to recognize an increase in jury and 
military duty, and coverage for informal time off and bereavement 

'. . leave totaling 1.32 days. 
Our review of the coverage factor proposal indicates that the depart

ment has underestimated the amount budgeted for salary savings. The 
bridget proposes salary savings amounting to $51,000, or less than 1 
percent of the total amount budgeted for the additional staff coverage. 
Administrative policy is to' budget a minimum of 5 percent for salary 
savings for new positions. The department has. carried out this policy in 
all other budget proposals. The department has not documented or 
adequately justified why these positions should be exempt from a policy 
that has been uniformly applied to all other new positions. Accordingly, 
we recommend that the Legislature reduce the amount proposed for 
additional hospital staff coverage by $245,000. 

20-77312 



600 I HEALTH AND WELFARE Item 4440 

DEPARTMENT OF MENTAL HEALTH-Continued 
Is There a Need, for a "Special" AIDS Unit? 

We recommend that the Legislature delete the $1,191,000 General 
Fund augmentation for a special20-bed unit for patients infected with 
the AIDS virus, because the department has not justified the need for a 
special unit nor designed the proposed unit to meet the needs of 
patients with behavioral problems. In addition, we recommend the 
department report at budget hearings how it intends to limit the spread 
of the virus among patients whose HIV status is unknown. (Reduce 
Item 4440-011-001 by $1,191,000.) , 

The budget requests $1,191,000 for a special20-bed unit to be located 'at 
Napa State Hospital for patients who (1) are infected with the Human 
Immunodeficiency Virus (HIV) or are diagnosed as having Acquired 
Immune Deficiency Syndrome (AIDS) or AIDS-related complex 
(ARC)-which are caused by HIV infection-and (2) exhibit behavior 
that constitutes a health risk to others and/ or need special medical 
attention due to their AIDS/ ARC or HIV infection. 

Present Hospital Situation. Currently, patients who have AIDS/ARC 
or who are known to be infected with the HIV virus are housed along 
with other mentally ill patients who are not infected or whose HIV status 
is unknown. The department does not have' any special units for patients 
who have medical needs related to HIV infection or AIDS / ARC or whose 
behavior constitutes a risk to others. 

Medical needs of hospital patients are generally handled by hospital 
medical and nursing staff on the patient's housing unit or in acute 
medical/surgical units at Camarillo and Napa. Patients with acute 
medical problems that cannot be handled in this manner are transferred 
to community hospitals. Medical problems associated with HIV infection 
and AIDS/ARC are handled in a similar manner. 

The hospitals use various techniques to handle behavioral problems 
within the general population, depending on the.situation and the 
hospital. For example, patients who are suicidal are medicated and put on 
one"to-one observation, that is, at least one staff person is required to 
watch over the patient at all times. Other patients who are physically 
assaultive are put in seclusion rooms until their adverse behavior 
diminishes. In situations where the department believes an HIV-infected 
patient ~s exhibiting behavior that puts other patients and staff at risk of 
acquiring the HIV virus, the patient is placed on one-to-one observation. 

Current Data on the Number of Patients Affected. Table 6 shows 
that as of January 7, 1988, the department had identified, through a 
voluntary testing program, 22 HIV-infected patients. Eight of the 22 
patients reported as HIV-infected have been diagnosed with AIDS or 
ARC. Over the five-month period from August through December 1987, 
between 4 and 10 infected patients were on one-to-one observation. The 
department was unable to provide information regarding the number of 
acute care patient-days that were utilized by patients with HIV infection 
or AIDSl ARC. One patient has needed extensive medical care that 
required transferring the patient to a community hospital. 
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Table 6 
Department of Mental Health 

Number of HI V Tests Performed, HIV-Infected 
Patients, and AIDS/ARC Patients 

HoSpital 
Atascadero ............................... . 
Camarillo· ............................... .. 
Metropolitan ............................. . 
Napa ............................. · ........ . 
Patton .................................... .. 

Totals ................................. . 

By State Hospital 

HIVTests 
Performed 

July 1, 1987 to 
January 7, 1988 

126 
12 
72 

162 
47 

419 

HIV-Infected 
Patients as of 

January 7, 1988 
·5 

4 
9 
4 

22 

Patients With 
AIDS or ARC as of 

January 7, 1988 
3 

4 
1 
8 

Proposed Special Unit. The special unit would house up to 20 
patientsWlloare HIV-infected or diagnosed as having AIDS/ARC and 
who meet one of the following criteria: 

• Exhibits behavior that puts other patients and staff in potential 
danger of acquiring the virus. 

• Requires medical attention as a result of HIV infection or AIDS/ 
ARC. 

• Requests transfer to the unit. These patients would be housed in the 
unit on a space-available basis. , .. . 

The. unit would have 25.5 .staff positions, including 20. registered nurses, 
1.5 physicians,.2 social workers, a rehabilitation therapist, and a custodian. 
This staffing level is comparable to staffing of the acute medical/ surgical 
units at Napa and Camarillo. The department states that this level of 
medical staffing is necessary due to (1) the infection control measures 
that would be necessary and (2) the potential medical problems that 
could occur. . 

Problems with the Proposal. According to the proposal, the new unit 
would serve as both a behavioral control unit and a medical unit. We 
identified problems with the proposal from both perspectives. 

Problems with the Unit as a Medical Unit. The department has not 
documented the need for additional resources to care for the medical 
needs of HIV-infected and AIDS/ ARGpatients. This unit would poten
tially serve patients with (1) acute medical needs who now would be 
transferred to community hospitals, (2) acute medical needs who would 
now be served in the acute medical/surgical units, and (3) nonacute 
medic.al problems. Th,e department has not been able to provide any 
documentation as to (1) the differences in medical care provided by the 
new unit that would make it possible to avoid transfers to community 
hospitals, (2) worklo~d associated with acute medical problems related to 
HIV infection or AIDS/ARC that would justify expanding the number of 
acute beds at the hospital, and (3) the rationale for housing nonacute 
patients in an intensively staffed acute unit. 

Problems with the Unit as a Behavioral Control Unit. The proposal 
indicates that HIV-infected and AIDS/ARC patients with behavioral 
problems would be housed in the special unit. From this perspective, the 
proposal has three problems. First, the unit does not meet the needs of 
the patients. The department could not identify any "special" or unique 
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DEPARTMENT OF MENTAL HEALTH~Continued 
psychiatric treatment that would be available on the unit to address these 
behavioral problems. In fact, the unit is equipped and staffed to care 
primarily for acute medical needs. The. staffing is not typical of staffing 
patterns the department normally proposes for patients with behavioral 
problems-both in the type of staff and their number. 

Second, the level of workload documented by the department does not 
justify establishing a new unit; from July 1, 1987 to January 7, 1988, only 
between 4 and 10 patients had been on one-to-one observation at anyone 
time. Third, the proposal does not address behavioral problems in 
patients whose HIV status is unknown. There may be many patients in 
state hospitals whose HIV status is unknown but who are infected and are 
capable of transmitting the virus. Under current law, the department is 
prohibited from testing patients for HIV infection unless the patient 
provides written consent. Therefore,. a comprehensive approach to 
limiting the spread of the virus would have to encompass all patients 
exhibiting behaviors that may· endanger other patients or staff-not just 
those who are known to be HIV -infected. 

Recommendation. In summary, the department has not documented 
workload that justifies the need for a special unit to address the medical 
needs and qehavioral problems of these patients, nor designed the 
proposed special unit to meet the needs of patients with behavioral 
problems. In addition, the proposal for a special behavioral unit does not 
provide a· comprehensive approach to limiting the spread of the virus 
among patients whose HIV status is unknown. Based on these problems, 
we recommend that the Legislature delete the $1,191,000 General Fund 
augmentation for a special20-bed unit for HIV-infected and AIDS/ ARC 
patients. In. addition, we recommend that the department explain at 
budget hearings how it intends to limit the spread of the virus among 
patients whose HIV status is unknown. 

Population Adjustments 
We recommend a reduction of $385,000 in the amount budgeted for 

state hospital population adjustments because the department did not 
accurately reflect partial-year staffing adjustments due to patient 
population phase-in. (Reduce Item 4440-011-B01.j . 

The department proposes the addition of 132 level-of-care (direct 
patient care) staff in the state hospitals it operates, due to increases in the 
hospital population. The cost of the new positions is $4.2 million. 

Population Increases. The major factors accounting for the increase 
are: 

• An increase of 36 noncounty patients, consisting of (1) an increase of 
74 judicially committed patients, (2) a reduction of 20 mentally 
disordered sex offenders, (3) final phase-out of 16 developmentally 
disabled patients, and (4) a reduction of 2 California Youth Authority .. 
patients. 

• An increase of 72 mentally disordered offenders (MDOs). The 
budget projects that this population will increase from 102 at the end 
of the current year to 174 by the end of the budget year. 

• An increase of 26 "AB 299" patients. Chapter 1005, Statutes of 1985 
(AB 299), provides that when a small county utilizes state hospital 
beds for long-term conservatorship patients, these beds (up to a 
maximum of two beds per county) shall not apply towards that 
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county's allocation. In addition, the funding for these state hospital 
services shall be from the state hospital appropriation. The depart
ment has identified· an ongoing population of 26 clients. 

Funding Adjustments. As part of the proposal, the department 
adjusted the amount of funding requested for level-of-care positions in 
order to take into account (1) phasing-in of the noncounty and MDO 
populations and (2) the sunset of AB 299 as of January 1, 1989. 

For the noncounty and MDO populations, the department proposes to 
phase in 33 percent of the 132 requested positions during each of the first 
three quarters of the budget year. Because the rates of growth for both 
the noncounty and MDO populations are expected to be constant 
throughout the year, we believe a phase-in on a quarterly basis would be 
more appropriate and still provide sufficient staffing at all times. If the 
positions were phased in at a rate of 25 percent in each of the four 
quarters of the budget year, the department would save $385,000 during· 
the budget year. We therefore recommend a reduction of $385,000 in the 
amount budgeted for state hospital population adjustments to correct 
overbudgeting. 
Vacaville Mental Health Program 

We recommend that the Departments of Mental Health and Correc
tions jointly report prior to budget hearings on plans for resolving 
issues regarding the implementation and operation of inpatient, day 
care, and outpatient treatment programs at the Ca(ijornia Medical 
Facility in Vacaville. 

The budget proposes an augmentation of $14 million in reimburse
ments from the California Department of Corrections (CDC) to assume 
responsibility for (1) operating a 150-bed acute inpatient program at the 
California Medical Facility (CMF) located in Vacaville, (2) operating a 
GO-bed day care program at CMF, and (3) treating 50 additional penal 
code clients at Atascadero State Hospital. 

Background. At present the CDC has 282 beds for mentally ill 
inmates within the prison system-264 at the CMF and 18 at the 
California Institute for Men. In addition, the Department of Mental 
Health (DMH) provides approximately 407 beds for mentally ill inmates 
under a contract with the CDC-362 beds at Atascadero and 45 at other 
state hospitals. 

As a result of a suit involving the adequacy of treatment in CDC 
facilities, the Sacramento Superior Court issued an order requiring the 
CDC to obtain licensure for, or cease operation of, its hospital facilities by 
January 1, 1989. This order affects the 264 beds at the CMF, which are 
currently unlicensed. The closure of these beds would represent a 38 
percent reduction in inpatient psychiatric beds available to CDC in
mates. 

Budget Proposal. The proposal involves net increases of $7.7 million 
and 143.6 positions and a net reduction of four beds. Table 7 presents 
details of the adjustments included in the proposal. The request involves 
converting most of the space at the CMF currently containing 264 beds 
into (1) a 150-bed acute psychiatric hospital and (2) a 60-bed unit for 
inmates participating in a day treatment program. The 150~bed acute 
psychiatric unit would be licensed as a distinct part of the CMF general 
acute care hospital (the CDC budget contains related proposals for 
staffing to enable licensure of the 83 general acute care and skilled 
nursing beds). The GO-bed day program would not be licensed. 
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DEPARTME"..T OF MENTAL HEALTH-Continued 
Table 7 

Department of Mental Health 
Proposal to Operate California Medical Facility 

Psychiatric Facilities 
(dollars in thousands) 

1988-89 

Beds Positions 
Department of Corrections 

Reductions due to transfer of functions.............. -264 -174.4 
Increases to support psychiatric services (pharmacy, 

dietary, and operating expenses) ................. . 9 
Contract funds ....................................... . 

Subtotals............................................. (-264) ( -165.4) 

Department of Mental Health 
licensed acute inpatient beds.. .. .. .. .. .. .. .. .. .. .. .. 150 223 
Unlicensed day program. .. .. . . .. . . .. .. . . .. . . .. . . .. ... 60 29 
Atascadero State Hospital............................. 50 57 
Reimbursements ..................................... . 

Subtotals. . . .. .. . . .. . . . . .. . . .. . . . . . .. . . .. . . . . .. . . .. . . . (260) (309) 

Net totals............................................ -4 143.6 

Item 4440 

Amount 

-$7,539 

1,208 
14,015 

($7,684) 

$11,259 
1,364 
1,392 

-14,015 

(:-) 

. $7,684 

Acute Inpatient Program-150 Beds. Under the proposal, the 150-
bed acute psychiatric program will provide services similar to those 
provided in acute care programs at Atascadero for penal code patients. 
The department indicates that the treatment program will adhere to 
plaIined scheduled treatment (PST) guidelines. The PST is a program 
developed to provide measures of qualitative and quantitative success 
and effectiveness of treatment provided to patients. 

Day-Care Program-60 Beds. This program will provide the "inter
mediate" level of psychiatric care for inmates at the CMF. The purpose 
of the program is to stabilize patients' psychiatric symptoms and reestab
lish the skills necessary .for independent living within the correctional 
setting. Patients can be referred from both the acute inpatient program 
and the general population. 

In this program, the DMH will provide approximately one clinical staff 
person for every five patients, 16 hours each day, five days a week. 
Medical coverage would be provided through the inpatient psychiatric 
program at night and on weekends. The CDC would be responsible for 
security at night and on weekends. 

Concerns Related to the Implementation of the Proposal. We have 
identified a number of problem areas that need to be addressed jointly by 
the DMH and the CDC prior to the implementation of the proposal (for 
additional discussion, please see Item 5240, Department of Corrections): 

• Control of Placements in the Units. The DMH and the CDC have 
not developed criteria or procedures for determining when inmates 
may be admitted to, or discharged from, the treatment units. This 
may present major problems if there are disagreements between the 
departments. For example, if the DMH refuses to admit an inmate 
referred by the CDC on the basis that the inmate would not benefit 
from treatment, the CDC may not have an alternative placement. 
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• Custody/Security. The departments have not yet determined the 
arrangements for custody and security within the units. The DMH is 
assuming that the CDC will provide necessary custodial oversight of 
inmates within the programs. The CDC, however, proposes to delete 
34.4 of the 87.5 security positions associated with its current programs 
from its budget. It is not clear how security will be prOvided (for 
example, whether there will be a roving team or regularly assigned 
staff), what level of security staffing there will be, or which depart
ment will be responsible. 

• . Potential Breakdown in the Continuum 0/ Services. The proposal 
does not address the need for improvements· in the outpatient 
treatment provided by the CDC to inmates who do not need 
inpatient care or day treatment. From our observations of the 
current CDC outpatient program, distribution of medication is the 
primary method of outpatient treatment. There are very few, if any, 

.. structured activities such as group therapy. Without a more compre
hensive outpatient treatment program, the inpatient and day care 
programs may become overburdened with mentally decompensat
ing inmates. The proposal addresses only two parts of a three-part 
program. 

• Potential Recruiting Problems. It is not clear that the DMH will be 
able to recruit enough personnel to fill the direct-care staffing needs 
of the programs. 

The departments indicate that they have appointed a joint task force to 
address issues relating to the implementation and operation of the 
inpatient and day care programs. At the time our analysis was prepared, 
the task force had not developed a complete list of issues to be addressed 
nor a schedule for resolving them. Due to the importance of these issues 
to the ultimate operation of the program, we recommend that the 
departments report jointly, prior to budget hearings, on the issues they 
have identified as needing resolution, the schedule for resolving these 
issues, and the procedures for resolving conflicts between the two 
departments. At a minimum, the departments' report should address the 
issues we identify above. 

C. LOCAL MENTAL HEALTH PROGRAMS 
The budget proposes an appropriation of $491.4 million fr~m the 

General Fund for assistance to local mental health programs in 1988-89. 
This is a reduction of $279,000, or 0.1 percent, below estimated current
year expenditures. Total expenditures for local mental health programs in 
1988-89, including expenditures from reimbursements and federal funds, 
are proposed at $597.6 million, which is $4.1 million, or 0.7 percent, above 
estimated current-year expenditures. Table 8 displays local assistance 
expenditures and funding sources for the past, current, and budget years. 
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Table 8 

Department of Mental Health 
Local Mental Health Programs 

Expenditures and Funding Sources 
1986-87 through 1988-89 
(dollars in thousands) 

Actual Est. 
Expenditures 1986-87 1987-8{/ 
Short-Doyle allocations .................... . $541,193 $559,318 
Coinmunity residential treatment systems. 15,910 15,910 
AIDS ....................................... .. 
Primary prevention projects. . . . . . . . . . . . . . . 270 
Federal block grant ................. -,...... 14,817 
Federal disaster grant...................... 154 
Sacramento mental health center. . . . . . . . . 4,300 

Totals .................................... '$576,644 

Funding sources 

General Fund ............................. .. 
Reimbursements .. ......................... . 
Federal funds . ............................. . 
Primary Prevention Fund .. .............. .. 

$477,778 
79,595 
19,271 

700 
738 

16,589 

279 
$593,534 

$491,697 
84,510 
16,589 

738 

Prop. 
1988-89 
$564,133 

15,910 
700. 
738 

16,140 

$597,621 

$491,418 
89,325 
16,140 

738 

Item 4440 

Change from 1987-88 
Amount Percent 

$4,815 0.9% 

-449 -2.7 

-279 -100.0 
$4,087 0.7% 

,..-$279 
4,815 
-449 

-0.1% 
5.7 

-2.7 

Budget Changes. Table 9 shows the changes to the budget for local 
mental health programs that are proposed for 1988-89_ . 

Table 9 
Department of Mental Health 
Local Mental Health Programs 

Proposed 19118-89 Budget Changes 
(dollars in thousands) 

1987-88 expenditures (Budget Act);.: ........................... . 
Adjustments, 1987-88: 

1. Allocation from Control Section 15.00 (AIDS) ............ ;. 
2. Carry-over interest for Sacramento County ................ . 
3. Disaster funds from Office of Emergency Services ........ . 
4. Increase in Short-Doyle/Medi-Cai reimbursements ....... . 

1987-88 expenditures (revised) .................................. . 
Baseline adjustments, 1987-88: 

1. Reduce interest carry-overs ................................ . 
2. Reduce disaster funds ....................................... .. 
3. Redu.ce "war on drugs" funds ............... ; .............. . 
4. Increase in Short-Doyle/Medi-Cai reimbursements ....... . 

1988-89 expenditures (proposed) ... ; ........................... .. 
Change frolll1987-88 (revised): 

Amount ......................................................... . 
Percent. ........................................................ . 

Budget Bill Provisions Should Be Deleted 

General Fund 
. $490,118 

700 
279 

$491,697 

-279 

$491,418 

-$279 
-0.1% 

All Fuw;ls 
$575,176 

700 
279 
185 

17,194 
$593,534 

-279 
-185 
~449 

5,000 
$597,621 

$4,087 
0.7% 

We recommend that the Legislature delete proposed Budget Bill 
language that would exempt the department from the Section 28 
process for augmentations from Short-DoyleIMedi-Cal funds and 
disaster relief funds from the Office of Emergency Services. 
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The 1988 Budget Bill includes language that would allow the depart
D;lent to spend unanticipated funds from two sources without obtaining 
authorization from the Department of Finance through the Section 28 
process. Under. Section 28, the Department of Finance may authorize 
expenditUJ::eof unanticipated funds 30 days after notifying the Joint 
Legislative· Budget Committee (JLBC) of the proposed expenditure. 
Under the budget proposal, the department could spend funds without 
obtaining approval from the Department of Finance or waiting 30 days, 
provided that it. notifies the JLBC of the expenditures. The JLBC, 
however, would have no period during which to comment on the 
proposal before such funds are expended. 

The funding sources proposed for exemption from Section 28 are (1) 
federal funds· available as a result of increased claiming by counties 
through the Short-DoyleIMedi~Cal program and (2) disaster relief funds 
allocated by the Office of Emergency Services. In both cases, any 
additional funds. received by the department would be allocated to 
counties. 

During the current year, there have been unanticipated increases from 
both of these funding sources. At the time this analysis was prepared, the 
dollar amounts involved were $17.2 million in federal funds and $185,000 
in disaster relief funds. 

The Section 28 process allows the Legislature the opportunity to review 
and comment on proposed expenditures,.in light of its priorities, before 
the funds are approved for expenditure. If the Legislature determines 
that the expenditure proposals are, for whatever reasons, inappropriate 
or unwarranted, the Section 28 waiting period allows the Legislature time 
to. address these problems. 

Exemption from the Section 28 process would make it possible for the 
department to allocate the funds to counties more quickly. We do not 
believe, how~ver, that the benefits of more rapid allocation of these funds 
to counties outweigh the benefits of legislative review of proposed 
expenditurE)s. Particularly for the federal funds, where typically the 
amounts involved are very large, we believe the Legislature should retain 
its flexibility to rE)view and comment before the funds are allocated. 

We therefore recommend that the Legislature delete the proposed 
Budget Bill language exempting the department from the Section 28 
processfor augmentations from federal Short-Doyle/Medi-Cal funds. and 
disaster relief funds from the Office of Emergency Services. 
Homeless Mentally· Disabled 

We recommend that local assistance funds for the homeless mentally 
disabled be increased by $6.1 million to reflect available federal funds 
to serve this population. (Increase Item 4440-101-890 by $6.1 million). 
In addition, we recommend Budget Bill language specifying how the 
additional funds should be used. 

The budget includes $19.7· million from the General Fund to fund 
community support services for the homeless mentally disabled. This 
amount is the same as estimated current-year expenditures . 

. The goal of this pro~amis to assure that needed community services 
are provided to mentally disabled persons who are homeless or at risk of 
becoming homeless to stabilize, maintain, and enhance·.their living in the 
community. The department allocates the funds to counties, which may 
use th(3m for a comprehensive range of servicE)s including mental health 
services, food, clothing, shelter, and outreach, 
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Potential Infusion of FederalFunds. The Governor's Budget does not 

reflect the availability of approximately $6.1 million in federal funds that 
will be available in 1988-89 under a new Mental Health Services Block 
Grant (MHSBG) program established by the McKinney ~omeless Assis
tance Act of 1987. The McKinney Act appropriated funds on a one-time 
basis for a broad range of programs for homeless persons. The California 
share of these funds, including the MHSBG, is estimated to be approxi
mately $56 million. (For further discussion of McKinney Act funds, please 
see the discussion of state programs to help the homeless in Part Three of 
The 1988-89 Budget: Perspectives and Issues.) 

In order to receive the MHSBG funds; the state must provide $2 million 
in matching funds, either in cash or in-kind contributions. The Legisla
ture has three options for funding the match. First, the Legislature could 
use a portion of the proposed appropriation for community support 
services as the required match. Second, the Legislature could augment 
the budget by the amount needed for the match. Finally; the state could 
work with counties to develop a plan whereby the counties would 
provide the matching funds. 

The first option is the most attractive because it does not' involve 
additional General Fund appropriations, it allows legislative control of 
the federal funds, and it assures that the state will receive the full 
allocation to 'which it is entitled. Accordingly, we recommend that the 
Legislature augment the local assistance budget by $6.1 million in federal 
funds. 

In addition, we recommend that the Legislature adopt Budget Bill 
language specifying how the funds should be used. At the time this 
analysis was prepared, however, we had no basis for recommending 
particular priorities for inclusion in Budget Bill language. Below we 
discuss additional information scheduled to become available in the 
spring that will asSist the Legislature in determining its priorities for 
expenditure of the funds. ' . . 

Potential Sources of Information for Assisting the Legislature in 
StruCturing Funding Priorities. In determining its priorities for the new 
MHSBG funds, the Legislature should consider (1) the. most.effective use 
of funds for mental heaIth.servicesand (2) how the mental health funds 
fit with the overall program for spending McKinney Act funds in various 
departments. 

There are two data sources that may assist the Legislature in evaluating 
the most effective use of funds for mental health services. First, the 1986 
Budget Act required the department to contract for an mdependent 
performance review of county community support services programs for 
homeless mentally disabled persons. Second, the DMH is currently 
performing evaluations of programs for the homeless mentally disabled 
that were funded using the federal Alcohol, Drug Abuse, and Mental 
Health (ADAMH) block grant funds. 

At the time we prepared this analysis, neither the independent review 
nor the evaluations of the ADAMH block grant projects were available 
for review. The department indicates that both should be available by the 
time of budget hearings. At a minimum, the independent review and the 
ADAMH evaluations should provide the Legislature with descriptions of 
various program approaches and preliminary data on the cost-
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effectiveness of some local programs. In addition, the independent 
review could be useful for developing methods for estimating and 
surveying the homeless population in the state, as well as ways of 
determining effective evaluation criteria for newly funded programs. 

With respect to· overall priorities for use· of McKinney Act funds in 
various state programs, we believe a good starting point for legislative 
discussion would be a proposal by the administration. Accordingly, in our 
discussion of programs for the homeless in the Perspectives and Issues, we 
recommend that prior to budget hearings, the Department of Finance 
submit a plan for spending McKinney Act funds. 

D. SPECIAL EDUCATION PUPILS 
We withhold recommendation on·· the $15.8 million proposed for 

mental health services to special education pupils pending receipt of 
additional caseload and cost information (Item 4440-131-(01). 

Chapter 1747, Statutes of 1984 (AB 3632), and Ch 1274/85 (AB 882) 
mandated local mental health programs to provide assessment, treat
ment, and case management services to special education pupils referred 
by school districts. These services are to be provided pursuant to a child's 
individualized education plan (IEP) if necessary for him/her to benefit 
from education. 

The budget includes $15.8 million to fund mental health assessment, 
treatment, and case management costs of special education pupils. This 
amount consists of $15.1 million from the General Fund and $675,000 in 
federal reimbursements for Short-Doyle/Medi-Cal services. This amount 
represents an increase of $916,000 (all General Fund), or 6.2 percent, 
over estimated current-year expenditures. 

The budget is based on the department's estimate that in 1988-89 
approximately 3,974 pupils will require mental health services. The 
department estimates the total cost of the services to be $32.7 million, or 
approximately $8,200 per child. The department indicates that approxi
mately $16.9 million of these services are already being provided by (1) 
Short-Doyle and Short-Doyle/Medi-Cal and (2) private insurance, pri
vate organizations, and parents. The net costs would be $15.8 million. 
These costs may vary greatly as more reliable data become available. 

Problems With the Estimates. We identified two problems with the 
department's estimates. First, the reliability of the data used for project
ing. caseload and costs for the budget year is questionable. The depart
ment bases its budget-year estimates on information that was gathered in 
a survey of counties regarding their caseload and costs during the 
six-month period preceding February 1987. The experience from this 
period is not a good indication of current program activities because the 
program was still in the early phases of start-up. 

Second, the department's estimate of 3,974 pupils requiring services 
assumes that 70 percent of the existing caseload will require. services in 
1988-89, and that no. new cases will be identified. (The reason the 
appropriation is proposed to increase even though the caseload is 
decreasing is that the department estimates the cost per case for 
continuing cases is significantly higher than new cases, which made up a 
large portion of the caseload in 1986-87.) The assumption that 70 percent 
of existing cases will neeq services is questionable because it is not based 
on any data. The assumption that no new cases will be identified is 
unrealistic. 
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Future Survey Planned. The department indicates that it will con

duct a follow-up survey in February 1988 to obtain additional caseload 
and cost estimates from the counties. This survey will allow more 
accurate estimates of caseload and costs. Until this information is 
available, the Legislature has no accurate basis for determining the level 
of funding necessary for providing services to special education pupils. 

We therefore withhold recommendation on the $15.8 million proposed 
for this program in order to allow the department to collect additional 
information on caseload and costs of mental health services provided to 
special education pupils. 

E. INSTITUTIONS FOR MENTAL DISEASES (lMDs) 
We withhold recommendation on the $66.2 million proposed to fund 

the care and treatment of patients in institutions for mental diseases 
(IMDs) pending submission of information regarding shortfalls in 
reimbursements. 

The budget proposes $66.2 million to fund the care and treatment of 
mentally disabled patients in institutions for mental diseases (IMDs). This 
is an increase of $13 million, or 25 percent, over estimated current-year 
expenditures. The increase primarily results from (1) full-year funding of 
the program and (2) a proposed increase to pay for 317 additional beds. 

The $66.2 million consists of $50.9 million from the General Fund and 
$15.3 million in reimbursements from Supplemental Security Income/ 
State Supplementary Program (SSIISSP) payments to eligible ben
eficiaries. The budget assumes that 23 percent of program costs will be 
funded by reimbursements in 1988-89. This is essentially the same level of 
reimbursements budgeted in the current year. 

Background. As a result of federal audits of skilled nursing facilities 
(SNFs), 37 facilities with special treatment programs (SNF/STPs) were 
reclassified as IMDs effective August 1987. As a result of the reclassifica
tion, these facilities cannot receive Medi-Cal reimbursement for services 
provided to patients who are between· the ages of 22 and 64. Also as a 
result of the reclassification, many of the patients became eligible to 
receive full or partial SSIISSP payments. The SSIISSP payments offset a 
portion of the patients' costs for care. 

In response to these changes, the Legislature transferred responsibility 
for reimbursing these providers to the Department of Mental Health. 
The 1987 Budget Act appropriated $41.3 million from the General Fund 
for this purpose, based on (1) reimbursing facilities for an average of 
2,974 patients in 37 facilities for 11 months and (2) the department being 
able to obtain reimbursements of $12.4 million from SSIISSP payments 
made to patients. 

The 1987 Budget Act included language requiring the department to 
submit a preliminary report on December 1, 1987, and a final report on 
February 15, 1988, outlining a plan for serving mental health clients in 
IMDs. The reports are intended to supply the Legislature with various 
information, including data on characteristics of the IMD caseload and 
payments for IMD services. At the time this analysis was prepared, the 
reports were not available for review. 

Problems with Collecting Reimbursements Are Likely to Result in a 
Current-Year Deficiency of at Least $2.9 Million. The department's 
method for collecting reimbursements is to submit monthly bills to 
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patients, conservators, or representative payees for the amount of the 
patient's SSI/SSP payment. Reimbursements lag approximately 60 days 
after actual treatment and care is provided. 

Table 10 shows the differences betweenlrojected reimbursements and 
what the department has actually receive from August through Decem
ber 1987. The table shows that (1) for the first five months of the 
program, actual reimbursements were $4.3 million, or 76 percent, below 
projected reimbursements and (2) the percent of shortfall in reimburse
ments improved from 96 percent in August to 44 percent in December. 
The department indicates various reasons for the reimbursement short
falls: 

1. Based on numerous questions from patients, conservators, and 
representative payees regarding the change in payment arrangements, 
the department believes that many persons may have withheld payment 
to the department because they lacked a clear understanding of the 
differences, in terms of treatment and in payment, between SNF/STPs 
and IMDs.· 

2. The department's system for processing billings from facilities and 
sending out invoices to patients, conservators, and representative payees 
was not prompt. This resulted in a lag of up to three months before some 
patients, conservators, and representative payees received billings for 
services provided. 

3. The department indicates that it may have underestimated the 
amount of outside income available to SSI/SSP-eligible patients. Outside 
income reduces the Uwel of the SSI/ SSP payment to which an individual 
is entitled. 

Table 10 
Department of Mental Health 

Institutions for Mental Diseases 
Actual and Projected Reimbursements 

August through December 1987 

Actual Projected 
Month of Service Reimbursements Reimbursements 
August ............................ . $47,563 $1,124,000 
September ........................ . 94,389 1,124,000 
October ........................... . 293,591 1,124,000 
November ........................ . 253,636 a 1,124,000 
December ........................ . 634,404 a U24,OOO 

Totals ......................... . $1,323,583 $5,620,000 

a Amounts may be understated due to lags in collections. 

Difference 
-$1,076,437 
-1,029,611 

-830,409 
-870,364 
-489,596 

-$4,296,417 

Percent Shortfall 
in Reimbursements 

-95.8% 
. -91.6 

-73.9 
-77.4 
-43.6 

-76.4% 

Although the department has improved its performance in collecting 
reimbursements for IMD services, it indicates that a substantial increase 
in collections for the months of August through October is unlikely. Even 
if the department were able to collect 100 percent of the proposed 
reimbursements for the remainder of the current year, the shortfall in 
current-year reimbursements would be $2.9 million. 

Additional·FundingRequestedfor 317 Beds. The budget proposes 
an increase of $6,326,000 to fund an additional 317 IMD beds. The amount 
consists of $4,853,000 from the General Fund and $1,473,000 in reimburse
ments. Reimbursements are estimated to· equal 23 percent of the total 
costs of the· additional 317 beds. This level of reimbursements· is equiva
lent to the level of reimbursements estimated for the current year. 
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The increase of 317 beds is based on the department's estimate that in 

the budget year, five SNFs with a total capacity of 453 beds are scheduled 
to meet requirements for receiving Medi-Cal funding for their· STPs 
within their skilled nursing facilities. The department estimates that 317, 
or 70 percent, of the 453 beds would house persons between the ages of 
22 and 64 and, therefore, must be funded through the IMD program. 

Budget May Be Underfunded. The· department has not been able to 
fully explain the causes of its problems collecting reimbursements, nor 
identified specific plans for addressing these problems. Without this 
information, the Legislature cannot be confident that the department's 
projections of reimbursements in the budget year are realistic. 

Therefore, we withhold recommendation on the IMD budget pending 
submission of information regarding (1) how the department intends to 
fund the likely current-year deficiency, (2) the specific causes of the 
shortfalls and the amount attributable to each· cause, (3) its plan for 
addressing the causes of the shortfalls, and (4) updated estimates of 
current- and budget-year reimbursements. 

DEPARTMENT OF MENTAL HEALTH-CAPITAL OUTLAY 

Item 4440-301 from the General 
. Fund, Special Account for 

Capital Outlay Budget p. HW 125 

Requested 1988-89 ........................................................................... . 
Recommended approval ............................................................... . 
Recommended reduction .............................................................. . 
Recommendation pending : .......................................................... . 

$34,830,000 
2,960,000 
1,173,000 

30,697,000 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
Analysis 

page 

1. Project administration. and contingency. Reduce Item 615 
4440-301-036 by $1,087,000. Recommend that the Legisla-
ture, in considering the major capital outlay projects for the 
Department of Mental Health, limit the amounts approved 
for project administration and construction contingency to 
20 percent of estimated construction contract amounts, per 
State Administrative Manual requirements. (Future savings 
of $426,000.) .. . .. 

2. Cost Overruns. Withhold recommendation on $27,742,000 617 
for three projects pending the outcome of efforts by the 
department and the Office of Project Development and 
Management to reduce cost overruns. 

3. Kitchen Renovation, "N"Building, Patton State Hospital. 618 
Withhold recommendation on· $1,753,000 for kitchen reno
vation in the "N" Building at Patton State Hospital pending 
further discussions with the department on significant sav-
ings possible from limiting the project scope to address only 
life safety concerns. . 
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4. Security Control Improvements, Atascadero State Hospitai. 619 
Withhold recommendation on $1,202,000 for security control 
improvements at Atascadero State Hospital pending further 
information from the department regarding perimeter se
curity needs at the hospital. 

5. Warehouse, Atascadero State Hospital. Recommend that the 620 
Legislature adopt supplemental report language recogniz
ingreduced future cost for the project due to redesign of air 
conditioning improvements. (Future savings: $105,000.) 

6. Building 197 Improvements at Napa State Hospital. Re- 620 
duce Item 4440-301-036(10) by $86,000. Recommend that the 
Legislature adopt supplemental report language reducing 
future construction contract costs by. conforming the cost 
estimate to recent bid experience at a neighboring building 
at Napa State Hosp~tal; Recommend reducing funds for 
preliminary plans and working drawings in Item 4440~01-
036(10) by $86,000 based on the reduced construction con-
tract amount. (Future savings: $1,354,000.) 

OVERVIEW OF THE BUDGET IEQUEST 
The budget includes $34.8 million in Item 4440-301-036 from the Special 

Account for Capital Outlay (SAFCO) for the Department of Mental 
Health's capital outlay program in 1988-89. Table. 1 shows the amounts 
requested for each project with our recommendations. 

Table 1 
Department of Mental Health 

198&89 Capital Outlay Program 
Item 4440-301.m& 

(dollars in thousands~ 

Sub-
Item Project Title Location Phase a 

(1) Minor projects ......................... Statewide pwc 
(2) Fire, life safety improvements-re-

model patient living areas . . . . . . . . . . .. Atascadero c 
(3) Improve security control ............. Atascadero pwc 
(4) Additional warehouse space .......... Atascadero p 
(5) Fire, life, safety and environmental 

improvements-R and T Building .... Metropolitan c 
(6) Remodel laundry building ............ Metropolitan c 
(7) Personal alarm system, CIW build-

ing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. Metropolitan c 
(8) Patient support modules. . . . . . . . . . . . .. Metropolitan pwc 
(9) Fire, life, safety and environmental 

improvements-Building 199 ......... Napa c 
(10) Fire, life, safety and environmental 

improvements-Building 197 ......... Napa pw 
(11) Fire, life, safety and environmental 

improvements-"30" Building ........ Patton w 
(12) Kitchen renovatio~, "N" Building .... Patton pwc 

Totals .......................................................... . 

Budget 
Bill 

Amount 
$133 

11,133 
1,349 

39 

4,024 
487 

587 
291 

13,166 

706 

466 
1,849 

$34,830 

Analyst's 
Recom- Estimated 
menda- Future 

tion Cost b 

$733 

pending 
pending 

39 $1,237 

pending 
459 

545 
236 

pending 

547 8,001 

401 8,012 
~ 

$2,960 $17,250 

a Phase symbol indicates: p = preliminary plans; w = working drawings and c = construction. 
b Department estimates. 
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The 1988-89 capital improvement program represents the fifth year of 

a major initiative to upgrade all patient living areas in the department's 
hospitals to meet current fire, life safety and environmental standards. 
This capital outlay work is part of a larger departmental effort to achieve 
accreditation of its hospitals by the Joint CoinmissiOil on Accreditation of 
Hospitals (JCAH). As of October 1987, the JCAH had granted accredita
tion to all the department's hospitals. Continued accreditation status, 
however, is contingent on successful and timely completion of the 
projects to remodel patient living areas. . . 

According to the Govern()r's Budget, the patient living area remodel
ing plan involves the renovation of space for 5,355 patient beds at a total 
estimated cost of $139.2 million, or about $26,000 per bed. To date, the 
Legislature has approved funds totaling $64.4 million for this work, 
leaving an estimated funding need of $74.8 million in 1988-89 and future 
years in order to complete the patient living area remodeling .. The 
budget requests $37.6 million,of this amount for expenditure in 1988-89, 
including $8.1 million for Camarillo State Hospital which is budgeted 
under the Department of Developmental Services (Item 4300-30l-()36). 

Table 2 shows estimated costs for the pa.tient living area remodeling 
effort as well as for additional projeCts in patient ptogram areas, staff 
offices and support facilities. When these other projects are taken into 
account, the overall Mental Health Hospital Remodeling Plan involves a 
total estimated cost of $170.7 million. As Table 2 indicates, the Legislature 
has appropriated a total of $90.1 million for the overall capital outlay 
effort, leaving an estimated funding need of $80.6 million in 1988-89 and 
future years tb carry out the plan. . . 

Table 2 
Department of Mental Health 

Hospital Remodeling Plan 
(dollars in thousands) 

Type of Project 
Patient living area remodeling ................. . 
Other hospital projects .....................•..... 

Totals ................................. ; ..... . 

• Deparbnent estimates. 

Total 
Beds 
5,355 
N/A 

ANALYSIS AND RECOMMENDATIONS 

Minor Capital Outlay 
We recommend approval. 

Estimated 
Total 
Cost 

$139,197 
31,520 

$170,717 

Previously 
Funded 
Amount 
·$64,428 

25,720 
$90,148 

Estimated 
Future 
Costa 

$74,769 
5,800 

$80,569 

The department'sbudget includes $733,000 in Item 4440-30l~036(1) for 
seven minor capital outlay projects in 1988-89. Minor capital outlay 
projects are construction projects costing $200,000 or less. The depart
ment's projects range in cost from $17,000 to protect corridor walls with 
wainscotting at Atascadero State Hospital to $190,000 to. remodel the 
rehabilitation clinics in the CTE and CTW Buildings at Metropolitan 
State Hospital. Our review indicates that the proposed scope and costs for 
these projects are reasonable. 
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Excessive Amounts for Project Administration and Contingencies' 
We recommend that the Legislature, in considering the major capital 

outlay projects for the D.epartment of Mental Health, limit the amounts 
for project administration and construction contingencies to 20 percent 
of estimated construction contract amounts, consistent with the State 
Administrative Manual requirements. Consistent with thisrecommen
dation, we recommend reducing Item 4440-301-036 by $1,087,000. (Fu
ture savings of $426,000). 

The State AclmiIlistrative Manual (SAM) generally limits the combined 
amount that may be budgeted for project administration and construc
tion contingency on capital outlay projects to 18 percent of the construc
tion; contract amount in the case of new construction, and 20 percent in 
cases of remodeling or renovation. In the past, the Legislature generally 
has followed these guidelines in appropriating funds for capital outlay 

Table 3 
Department of Mental Health 

Capital Outlay Program 
Amounts Allocated for Project Administration/Contingency 

1988-89 and Estimated Future Costs 
Item 4440.301.036 

(dollars in thousands) 

Sub-
Item' Project Title ' Location 

(2) Fire, life safety improvement£-re-
model patient living areas ............ Atascadero 

(3) Improve security control ............. Atascadero 
(4) Additional warehouse space .......... Atascadero 
(5) Fire, life safety and environmental 

improvement£-R and T Building ... Metropolitan 
(6) Remodel laundry building ............ Metropolitan 

, (7) Personal alarm system, CIW Build-
ing ... , .. .. .. .. .. .. .. .. .. .. .. .. . .. .. . . •. MetropOlitan 

(8) Patient support modules. . . . . . . . . . . . .. Metropolitan 
(9) Fire, life safety and environmental 

improvement£-Building 199 ......... Napa 
(10) Fire, life safety and environmental 

improvement£-Building 197 ......... Napa 
(11) Fire, life safety and environmental , 

improvement£-"30" Building ... ',' ... Patton 
(12) Kitchen, renovation, "N" Building ... Patton 

Totals .............................................. . 

Construe-
tion Con-

tract 
Amounta 

$9,591 
1,002 

980 

3/lZl 
403 

467 
196 

11,332 

6,858 

6,853 
1,434 

$42,343 

Project 1988-89 
Adminis- Amount 

tration in Excess 
and Con- o/SAM 
tingencyb Limits" 

$2,169 $251 
347 147 
296 

863 218 
109 28 

135 42 
95 55 

2,378 112 

1,575 73 

1,632 65 
383 96 

$9,982 $1,087 

Future 
Amount 

in Excess 
of SAM 
Limits C 

$100 

130 

196 

$426 

a Depm'tment's estimate of amount needed (in budget year or future year) to award bid to constrUction 
contractor. 

b Includes estimated amount needed for architectural and engineering fees, construction inspection, 
construc,tion management, and contingency. Does riot include asbestos consulting, agency retained 
items and hospital plan checking. 

C state AdminiStrative Manual (SAM) limit for project administration and contingency is 20 percent of 
construction contract. 
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projects. Project administration includes such things as architectural and 
engineering fees, construction inspection services, construction manage
ment services, and other consultant services. Contingencies are amounts 
set aside to pay for additional construction contract costs that may arise 
due to unforeseeable circumstances during construction. 

Table 3 shows that, based on SAM guidelines, the department has 
over-budgeted for project administration and contingencies for each of 
its major capital outlay projects in the 1988-89 budget. The total amount 
allocated by the department for project administration/ contingency 
exceeds the 20 percent limit by $1,087,000 in 1988-89 and $426,000 in 
future years. The department has not justified the need to exceed the 20 
percent limit established by SAM, especially in view of the fact that the 
department's support budget (Item 4440-001-001) requests an additional 
$1.1 million in 1988-89 for consulting services for construction/capital 
outlay program management. Consequently, we recommend that the 
Legislature limit these costs to 20 percent of the approved estimate for 
construction costs. We further recommend that the Legislature reduce 
Item 4440-301-036 by $1,087,000, as summarized in Table 3. 

Major Projects for Which We Recommend Approval 
We recommend approval of/our projects in Item 4440-301-036, except 

for the excess project administration/contingency. 
Laundry Building Remodel at Metropolitan. The budget includes 

$487,000 in Item 4440-301-036(6) to remodel the laundry building at 
Metropolitan State Hospital (Los Angeles County). The Legislature 
appropriated $38,000 in the 1987 Budget Act for preliminary plans and 
working drawings for this project. Except for excess costs for project 
administration/contingency ($28,000), the project is consistent with the 
work previously approved by the Legislature. Thus, we recommend 
approval in the reduced amount of $459,000. 

Support Modules (Staff Offices) at Metropolitan. The budget in
cludes $291,000 in Item 4440-301-036(8) for "patient support modules" at 
Metropolitan State Hospital. The project involves the purchase and 
installation of two trailers (each 24 feet by 60 feet) on the grounds of the 
hospital to provide additional staff office space. This request also includes 
excess administration/contingency costs ($55,000) .We recommend ap
proval in the reduced amount of $236,000. 

Improvements to ''30'' Building at Patton. The budget includes 
$466,000 in Item 4440-301-036(11) to prepare working drawings for fire, 
life safety and environmental improvements to the "30" Building at 
Patton State Hospital in San Bernardino. The· Legislature appropriated 
$206,000 in the 1987 Budget Act for preliminary plans for this project. The 
department expects the preliminary plans to be completed in mid
February 1988 and the working drawings to be completed in June 1989. 
Accounting for excess project administration/contingency ($65,000), we 
recommend approval in the reduced amount of $401,000. 

Personal Alarm System, CTW Building, Metropolitan State Hospital. 
The budget includes $587,000 for the construction phase of the installa
tion of a personal alarm system for staff working in the CTW Building at 
Metropolitan State Hospital. The Legislature provided $67,000 in the 1987 
Budget Act for preliminary plans and working drawings for this project. 
Mter accounting for excess project administration/ contingency costs 
($42,000), we recommend approval in the reduced amount of $545,000. 
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Proposed Projects Experiencing Major Cost Overruns 
The, Legislature already has appropriated funds for preliminary plans 

and working drawings for five, of the 11 major capital outlay projects 
proposed in the department's budget. The budget requests funds for the 
construction phase ofthese projects. When the Legislature appropriated 
funds for the preliminary plans/working drawings, it also recognized 
future construction costs (based on estimates provided by the depart
ment) by including the estimated construction amounts in supplemental 
report language. " ' 

As Table 4 indicates, the estimated construction costs for four of the 
five projects, as reflected in the 1988-89 budget request, have increased. 
In three cases the increases have been substantial. Taking into account 
$42,000 in savings for one project, the total estimated construction 
amount (construction contracts and contingency) has increased by $3.8 
million, or 17 percent, above the amount previously approved for these 
projects by the Legislature. 

Table 4 
Department of Mental Health 

1988-89 Capital Outlay Program 
Construction Phase Requests 
Cost Overruns and Savings 

(dollars in thousands) 

Project Title Location 
Remodel patient living areas ............. Atascadero 
Improvements, R and T Building ........ ,Metropolitan 
Remodel laundry building ................ Metropolitan 
Personal alarm system .................... Metropolitan 
Improvements, Building 199 . . . . . . . . . . . .. Napa 

Totals ................................ . 

Cost Pre
viously 

Approved 
By Legis
loture a 

$8,369 
2,855 c 

420 
542 

10,759 
$22,945 

Budget 
Bill 

Amount 
for Con
struction b 

$10,262 
3,453 

431 
500 

12,125 
$26,771 

Overrun 
(Savings) 

$1,893 
598 

11 
(42) 

1,366 
$3,826 

Percent 
Increase 

(Decrease) 
22.6% 
20.9 
2.6 

(7.7) 
12.7 
16.7% 

a Estimated future construction cost in Supplemental Report of the 1987 Budget Act, except as indicated 
in note C. 

b Construction cost consists of construction contracts and contingency. 
C Estimated future construction cost in Supplemental Report of the 1986 Budget Act. 

Three Projects With Substantial Cost Overruns 
We withhold recommendation on $27, 742,~which is the balance 

requested in Item 4440-301-036 for three projects after accounting for 
excess project administration/contingency-pending the outcome of 
efforts by the department and the Office of Project Development and 
Management to reduce projected cost overruns. . 

The budget includes $28,323,000 in Item 4440-301-036 for the following 
three projects: 

• fire and life safety improvements at Atascadero State . Hospital 
($11,133,000) , 

• fire, life safety and environmental improvements at Metropolitan 
State Hospital, R and T Building ($4,024,000), and 

• fire, life safety and, environmental improvements at Napa State 
Hospital, Building 199 ($13,166,000). " , 
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The above amounts include a total of $25.8 million for construction 

contracts and contingencies, which is $3.8 million, or 17 percent, more 
than the amount approved by the Legislature at the time it appropriated 
funds for preliminary plans and working drawings. 

Only a small portion of this increase is due to inflation. For example, 
according to the review of the latest cost estimate for Atascadero by the 
Office of Project Development and Management (OPDM), $630,000 of 
that project's $1.9 million cost overrun is due to a miscalculation in the 
original cost estimate of the square feet to be remodeled. Another increase 
($220,000) is due to a new estimate by the design consultant of the 
number of doors to be replaced as part of the remodeling. 

The OPDM review, dated December 10, 1987, states: "we are working 
with the design consultant and our program management team to try and 
reduce some of the cost overruns." Similar reviews are in progress on the 
other two projects with significant cost overruns. According to OPDM, all 
three reviews should be completed in late February. Pending the 
outcome of these efforts to reduce costs, and our review of the informa
tion developed by these efforts, we withhold recommendation on 
$27,742,000 requested in categories (2), (5) and (9) of Item 4440-301-036. 
This amount is the balance of the request in these subitems after 
accounting for excess project administration/contingency ($581,000). 

Kitchen Renovation, "N" Building, Patton State Hospital 
We withhold recommendation on $1,753,OOO-which is the balance 

requested in Item 4440-301-036(12) for renovation of the kitchen area in 
the "N" Building at Patton State Hospital after accounting for excess 
project administration/ contingency-pending further discussions with 
the department on significant savings possible from limiting the 
project scope to address only life safety concerns. 

The budget includes $1,849,000 in Item 4440-301-036(12) for prelimi
nary plans, working drawings and construction for renovation of the 
kitchen/ dining area in the "N" Building at Patton State Hospital. The 
primary reason for the project is the need to remove clay tile furring and 
partitions in the kitchen and dining areas. During the course of a 
remodeling project elsewhere in the "N'" Building, the department 
discovered clay tile furring on interior walls. Based on "pull tests," the 
department's consultant and the Office of the State Architect concluded 
that the clay tile constituted a significant earthquake hazard and 
recommended thatit be removed. This proposedfroject will remove the 
clay. tile from the kitche.n/dining area, a part 0 the building that. was 
outside the area of the other remodeling project. 

The· proposed kitchen/ dining renovation project will cost $138 per 
square foot, based on the estimated construction contract amount. This is 
at least double the square foot cost of almost all other remodeling projects 
proposed in this item. One reason for this high cost is that the proposed 
work also includes extensive renovation of electrical/plumbing systems 
and replacement of kitchen equipment. Some of this work is appropriate 
because removal of the clay tile partitions requires demolition/removal of 
a portion of the existing systems/equipment. This related work is 
necessary. A portion of this additional work, however, is unrelated to the 
removal of the clay tile. The department has not justified the need for this 
part of the proposed renovation. 
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At our request, the department recently revised its cost estimate to 
reflect a project scope limited to the clay tile problem. The revised 
estimate shows potential savings totaling $480,000. Unaccountably, how
ever, the estimate shows (1) no change in estimated electrical costs. and 
(2) increases in plumbing/ air conditioning costs totaling $111,000. At the 
time this analysis was written, the department was in the process of 
developing information substantiating the need for increased plum
bing/ air conditioning expenditures. Pending further discussion with the 
department on these points, we withhold recommendation on $1,753,000 
in Item 4440-301-036(12) for kitchen renovations at Patton. This is the 
balance of the request for this subitem after accounting for excess project 
administration/ contingency ($96,000). 

Security Control Improvements at Atascadero State Hospital 
We withhold recommendation on $1,202,OOO-which is the balance 

requested in Item 4440-301-036(3) for security control improvements at 
Atascadero State Hospital after accounting for excess project admin
istration/contingency-pending receipt of further information from 
the department concerning perimeter security needs at the hospital. 

The budget includes $1,349,000 in Item 4440-301-036(3) for security 
improvements at Atascadero State Hospital in San Luis Obispo County. 
The Atascadero patient population includes defendants judged by the 
courts to be mentally incompetent to stand trial and "mentally disor
dered offenders" (inmates whose prison terms have expired but are not 
ready for parole due to severe mental disorder and violent behavior). 
Thus, increased security measures are required at this state hospital. 

The proposed additional security measures include lighting for roof and 
exterior areas, surveillance cameras for five courtyard areas, a guard 
tower, and perimeter fencing. These measures are in response to security 
deficiencies identified by the Department of Corrections. According to 
the Department of Mental Health, existing security personnel will be 
used to staff the guard tower and to watch the surveillance camera 
monitors. The department believes that the additional staff time required 
for these activities will be offset by reduced staff time spent on security 
patrols. 

The Department of the Youth AuthOrity (DYA) is also requesting 
funds in the budget (Item 5460-301-746) for a guard tower at the Preston 
School of Industry. The request indicates that.video-camera systems are 
not effective perimeter security tools. In defense of its proposed guard 
tower, the DYA describes the inadequacy of an alternative camera 
monitoring system: 

"By mounting a camera monitoring system, the immediate fence area 
can be protected. However, general movement where most problems 
occur would be unobserved. When an escape occurs, the observer will 
be unable to see and direct the response team. Additional staff would 
be required to monitor and maintain the system." 
In our analysis of the Youth Authority budget, we withhold recommen

dation on the proposed guard tower at Preston, as well as other projects 
involving camera monitoring systems, pending further information from 
the DYA regarding (1) the relative merits of guard towers and camera 
monitoring systems and (2) specific lighting levels needed for night use 
of the camera monitoring systems. 
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We believe thatthe department's request for both a gUard tower and 

a camera momtoring system at· Atascadero State :tIospital raises a similar 
issue of possible duplication of security control measures. Consequently, 
we withhold recommendation on $1,202,000.reqrtestedin Item 4440-301-
036(3), pending further information from the department regarding the 
(1) relative merits of the tWo security measures (including considerations 
of opera??g.cos~s), (2) need to have ~oth measures at Atascade~o, ~d 
(3) specific lighting levels needed for mght use of the cameramomtoTlng 
system. The $1,202,000 is the balance· requested in this subitem after 
accounting for excess project administration/contingency ($147,000). 

Additional Warehouse Space, Atascadero State Hospital 
We recommend approval of $39,000 requested for preliminary plans 

for additional warehouSe space at Atascadero. We further recommend 
that. the Legislature adopt supplemental report language that recog
nizes a reduced estimated future cost for the project due to the redesign 
of air conditioning improvements. (Future savings: $105,(00). 

The budget includes $39,000 in Item 4440-301~036(4) for preliminary 
plans for the construction of additional warehouse space at Atascadero 
State Hospital. The budget request assumes a futllre cost for working 
drawings and construction of$1,237,000. The existing warehouse facilities 
at Atascadero State Hospital are not adequately designed or located 
either for dry food storage or for secure storage of other items. 

The proposed project involves eXpansion of the one-story main ware
house into a two-story building (increasing available storage·space by 
about 10,000 assignable square feet), and air conditioning to maintain 
temperatllres necessary for dry food storage. In order to reduce construc
tion costs and maintain operational efficiencies~·. the department has 
recently decided to provide food storage on the first floor of the building, 
while nonfood items-which do not require air conditioning-will be 
stored on the second floor. This·· will reduce the size and cost of air 
conditioning equipment. . 

According to the department, this redesign results in a $105,000 
reduction in future project costs. We recommend that the Legislatllre 
recognize these savings in supplemental report langUage describing the 
scope and. cost elements of this project. 

Fire/Life Safety, Environmental Improvements, Building 197, Napa State 
Hospital . .. 

We recommend a reduction of $86,000 in Item 4440-301-036(10) for 
preliminary plans and working drawings for fire/life safety improve
ments to Building 197 at Napa State Hospital to account for a reduced 
construction cost to reflect recent construction bid experience at the 
hospital. (Future savings: $1,354,(00). . 

The budget includes $706,000£or preliminary plans· and working 
drawings for fire, life safety and environmental improvements to 77,514 
gross square feet of patient living areas and support areas in Building 197 
at Napa State Hospital. The estimated future cost for the construction 
phase is $8.0 million. This includes an estimated $6.9 million to award a 
construction contract, or over·$88 per square foot for remodeling. This is 
considerably more than the cost estimates of any of the other patient 
living area remodeling projects requested in the budget. More impor-
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tantly, this cost exceeds by a significant margin recent bid experience for 
a similar project in a neighboring building at Napa-Building 195. 

The state received eight bids in December 1987·for remodeling 68,217 
gross square feet in Building 195. Seven of those bids were below the 
state's estimate of $5.7 million ($84 per square foot). The low bid was 
approximately $4.8 million, or about $71 per square foot. 

According to the department's written narrative for the 1988-89 
request for Building 197, the cost estimate was based on the working 
drawings and cost estimates developed for Building 195. This is reason
able because the two buildings are similar in design and function and 
were built at the same time (in 1949). On this basis, however, the budget 
estimate should be revised in light of the recent bid experience for 
Building 195. Adjusting for anticipated inflation between the time of the 
bid (December 1987) and the start of the budget year, the estimated 
construction cost for Building 197 should be reduced to $73 per gross 
square foot-a $1.2 million reduction in estimated future construction 
costs. 

Moreover, based on the reduced construction costs, the associated 
amounts for project administration/contingency, should be reduced by 
$86,000 in the budget request and $154,000 in future year costs. , 

We therefore recommend that the Legislature reduce Item 4440-301-
036(10) by $86,000. We further recommend that the Legislature recog
nize future estimated savings totaling $1,354,OOO--consisting of $1,200,000 
for construction costs and $154,000 for project administration/ con
tingency. 

Supplemental Report Language 
For purposes of project definition and control, we recommend that the 

fiscal subcommittees adopt supplemental report language which defines 
the scope and cost elements of each of the projects approved under this 
item. 

DEPARTMENT OF MENTAL HEALTH-REVERSION 

Item 4440-495 to the General 
Fund 

ANALYSIS AND RECOMMENDATIONS 
We recommend approval. 

Budget p. HW 107 

The Budget Bill proposes to revert to the General Fund the unencum
bered balance of interest funds appropriated in Ch 1440/85. 

Chapter 1440, Statutes of 1985 (AB 1024), appropriated $4.3 million 
from federal Outer Continental Shelf Lands Act (8g) funds to the 
department for allocation to Sacramento County in order to remodel the 
Sacramento Mental Health Center. Chapter 1440 also appropriated the 
interest accruing from the $4.3 million for the same purpose. The 
measure provided that any unexpended funds from these appropriations 
shall revert to the General Fund. 

Sacramento County has spent the $4.3 million in federal funds and a 
portion of the available interest funds .. Item 4440-495 would revert the 
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remaining interest funds. The department estimates that the amount of 
the reversion would be $111,000. 

The reversion is consistent with language in Chapter 1440. Accordingly, 
we recommend approval. . 

Health and Welfare Agency 

EMPLOYMENT DEVELOPMENT DEPARTMENT 

Item 5100 from the General 
Fund and various funds Budget p. HW 128 

Requested 1988-89 .................................................................... . 
Estimated 1987-88 ................................................................... .. 
Actual 1986-87 .......................................................................... . 

Requested increase (excluding amount 
for salary increases) $20,306,000 (+0.4 percent) 

$4,562,111,000 
4,541,805,000 
4,280,892,000 

Total recommended reduction ....................... , .......................... . 2,725,000 

1988-89 FUNDING BY ITEM AND SOURCE 
Item-Description 
5100-001-OO1-Support 
5100-001-184-Support 
5100-001-185-Support 
5100-001-514-Support 
5100-001~upport 

5100-001-869-Support 
5100-001-87O-Support 
5100-001-908-Support 
5100-0U-89()-Support 
5100-021-890-Support 
5100-101-58S-Local assistance 

5100-10l-869-Local assistance 
5100-101-87O-Local assistance 
5100-10l-871-Local assistance 
5100-10l-890-Local assistance 
5100-101-908--Local assistance 
5100-111-890-Local assistance 
Reimbursements 
Unemployment Insurance Code Section 1586 
Reimbursement to Federal Government 

Total 

Fund 
General 
Benefit Audit· 
Contingent 
Employment Training 
Unemployment Compensation 

Disability Insurance 
Consolidated Work Program 
Unemployment Administration 
School Employees 
Federal Trust 
Federal Trust 
Unemployment Compensation 

Disability Insurance 
Consolidated Work Program 
Unemployment Administration 
Uneinployment 
Federal Trust 
School Employees 
Federal Trust 

Contingent 
School Employees . 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 

Amount 
$30,053,000 

7,025,000 
24,685,000 
79,338,000 
65,108,000 

62,175,000 
346,964,000 

515,000 
(346,964,000) 
(62,175,000) 

1;410,750,000 

208,109,000 
2,910,000 

2,295,183,000 
(208,109,000) 

16,567,000 
(2,298,093,000) 

26,996,000 
1,000,000 

-15,267,000 
$4,562,111,000 

Analysis 
page 

1. IRCA Service Unjustified. Reduce Item 5100-001-185 by $2.4 
million. Recommend deletion of $2.4 million proposed from 
the Contingent Fund because the services would benefit 

627 
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only a small number of employers. Further recommend that 
prior to budget hearings, the department report on fee-for
service alternatives for this service. 

2. Employment Service Support. Withhold recommendation 629 
on $4.4 million in reimbursements requested to provide 
specialized employment service pending receipt of detailed 
information on the number of clients to be served. 

3. Disability Insurance (DI) Program. Recommend: 632 
a. Augment Item' 5100-001-588 by $225,000. Recommend 

augmentation from the 01 Fund for a study of the 
efficiency and timeliness of 01 field offices' claims pro
cessing. Further recommend adoption of Budget Bill 
language requiring the department to contract with a 
management consulting firm to conduct the study. 

b. Reduce Item 5100-001-588 by $550,000. Recommend re- 635 
duction from the 01 Fund to reflect staff needs based 
upon the department's cost model study. 

GENERAL PROGRAM STATEMENT 
The Employment Development Department (EDD) is responsible for 

administeririg the Employment Service· (ES), the Unemployment Insur
ance (UI) ,and the Disability Insurance (01) programs. The ES program 
(1) refers qualified applicants to potential employers, (2) places job
ready applicants in jobs, and (3) helps youth, welfare recipients, and 
economically disadvantaged persons find jobs or prepare themselves for 
employment by participating in employment and training programs. 

In addition, the department collects taxes and pays benefits under the 
UI and DI programs. The department collects from employers (1) their 
unemployment insurance contributions, . (2) the Employment Training 
Tax, and (3) employee contributions for DI. It also collects personal 
income tax withholdings. In addition, it pays UI and 01 benefits to 
eligible claimants. 

The department has 10,003.5 personnel-years (PYs) in the current year. 
OVERVIEW OF THE BUDGET REQUEST 

The budget proposes expenditures totaling $4.6 billion from various 
funds for support of EDD in 1988-89. This is an increase of $20 million, or 
0.4 percent, above estimated current-year expenditures. Of the total 
amount proI>osed, $3.7 billion is for the payment of UI and 01 benefits, 
and $852 million is for various other programs and administration. 

The $852 million proposed for other programs and administration is 
$159 million, or 15.7 percent, below current-year expenditures. This 
reduction is due primarily to two factors. First, the budget shows a $162 
million reduction in funds available for the Job Training Partnership Act 
(JTPA) because the current-year budget includes $114 million in local 
assistance funds reappropriated from the prior year and $48 million in 
state program funds carried over into the current year. Although ndt 
shown in the budget document, a comparable level of JTP A funds will 
likely be carried forward into the budget year. Second, the budget 
reflects a reduction of $5.3 million in reimbursements to EDD from the 
Department of Social Services (DSS). This reduction reflects a shift in the 
provision of employment services to welfare recipients from the state to 
the counties due to implementation of the Greater A venues for Indepen
dence (GAIN) program. 

Table 1 provides a summary of the department's budget for the past, 
current, and budget years. 
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Table 1 

Employment Development Department 
Budget Summary 

1986-87 through 1~ 
(dollars in thousands) 

Change From 
Actual Est Prop. 1987-88 to 1988-89 
1986-87 1987-88 1988-89 Amount Percent 

Employment Programs 
Employment service ..................... $106,723 $112,079 $112,535 $456 0.4% 
Work incentive and related ............. 29,236 27,377 22,023 -5,354 -19.6 
Food stamp recipients ................... 457 
Service centers ........................... 6,844 7,149 7;277 128 1.8 
Job agent ................................. 2,815 3,043 3,099 56 1.8 
Job service reimbursable ................. 4,393 4,393 
Youth employment services ............. 73 -73 
Employment training panel ............. 94,014 82,571 77,461 -5,110 -6.2 

Subtotals, Employment Programs ..... ($240,089) ($232,292) ($226,788) (-$5,504) (-2.4%) 
Job Training Partnership Act 

Administrative cost pool. ................ $8,035 $9,607 .$9,894 $287 3.0% 
Incentive awards and teclmical assis-

tance ................................... 8,062 25,764 10,613 -15,151 -58.8 
Older workers ............................ 5,908 10,345 5,633 -4,712 -45.5 
Educational linkages ..................... 17,437 23,945 15,021 -8,924 -37.3 
Special local projects ...........•......... 1,345 6,108 359 -5,749 -94.1 
Displaced workers ....................... 15,689 33,178 19,733 -13,445 -40.5 
Veteran's programs ...................... 1,449 922 -527 -36.4 
Adult and youth training ................ 152,675 204,024 146,456 -57,568 -28.2 
Summer youth program ......•.......... 75,152 118,317 61,653 -56,664 -47.9 

Subtotals, Job Training Partnership 
Act ..................................... ($284,303) ($432,737) ($270;284) (-$162,453) (-37.5%) 

Unemployment Insurance 
Administration ........................... $245,830 $247,611 $259;213 $11,602 4.7% 
Benefits ................................... 2,098,178 2,157,548 2;299,393 141,845 6.6 

Subtotals, Unemployment Insurance.. ($2,344,008) ($2,405,159) ($2,558,606) ($153,447) (6.4%) 
Disability Insurance 

Administration ........................... $61,117 $69,011 $66,371 -$2,640 -3.8% 
Benefits ................................... 1,324,862 1,373,500 1,410,750 37;250 2.7 

Subtotals, Disability Insurance ........ ($1,385,979) ($1,442,511) ($1,477,121) ($34,610) (2.4%) 
Personal income tax collections ......... $23,112 $22,722 $23,986 $1;264 5.6% 
Employment training tax collections .... 1,767 1,831 1$17 46 2.5 
General administration, undistributed .. 1,634 4,553 3,449 -1,104 -24.2 

Total Budget ........................... $4;280,892 $4,541,805 $4,562,1ll $20,306 0.4% 
(Program) ............................ ($857,852) ($1,010,757) ($851,968) (-$158,789) (-15.7%) 
(VI and DI benefits) ................ ($3,423,040) ($3,531,048) ($3,710,143) ($179,095) (5.1%) 

Funding Sources 
General Fund .............. : ................ $28,893 $29,846 $30,053 $207 0.7% 
Benefit Audit Fund ........................ 4,203 6,794 7,025 231 3.4 
EDD Contingent FUM . .................... 23,431 21,337 25,685 4,348 20.4 
Employment Training Fund ............... 125,083 94,002 91,438 ~2,564 -2.7 
Disability Fund . ........................... 1,385,456 1,441,863 1,475,858 33,995 2.4 
Consolidated Work Program Fund ........ 284,303 432,737 270,284 -162,453 -37.5 
Unemployment Administration Fund . .... 330,203 340,354 349,874 9,520 2.8 
Unemployment Fund-Federal ............ 2,054,611 2,130,109 2,267,816 137,707 6.5 
Federal Trust Fund . ........................ (2,669,117) (2,903,200) (2,887,974) (-15,226) (-0.5) 
School Employees Fund .................... 15,967 16,925 17,082 157 0.9 
Reimbursements ............................ 28,742 27,838 26,996 -842 -3.0 

Totals ................................ $4;280,892 $4,541,805 $4,562,1ll $20,306 0.4% 
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General Fund and Contingent Fund Requests 
The budget proposes an appropriation of $30 million from the General 

Fund and $25 million from the EDD Contingent-'Fund to support the 
EDD in 1988-89. The Contingent Fund is composed of revenues from 
penalties and interest levied against employers who pay their taxes late. 
Penalties from late payment of personal income tax withholdings are 
transferred quarterly from the Contingent Fund to the General Fund. 
Remaining revenues from late payment of VI, DI, and Employment 
Training (ET) taxes, remain in the Contingent Fund. At the end of each 
fiscal year, the balance over $1 million is transferred to the General Fund. 

Table 2 
Employment Development Department , 

Proposed 1988-89 General arid Contingent Fund Budget Changes 
(dollars in thousands) 

Funds available, 1987 Budget Act ................... . 
Baseline Adjustments 

Salary, benefit, and price increase ................. , 
Retirement rate reductio,n ......................... . 
Adjustments for federal fund carry-over from 1986-

87 ............................................... : .. 
Adjustments for one-time expenditures ........... . 

Subtotals, Baseline Adjustments ................. . 
Program Changes 

Immigration Reform and ControI4ct,. ........... . 
Subtotals, Program Changes ............. ; .. ' .... . 

1987-88 expenditures (revised) ...................... . 
Baseline Adjustments 

Replacement of federal fund carry-over from 1986-
87 ................................................. . 

Elimination of one-time expenditures ............. . 
Salary, benefit, and price increase ................ . 
Adjustments for one-ti.'lle expenditures ........... . 

Subtotals, Baseline Adjustments; ................ . 
Program Changes 

Immigration Reform and Control Act ............ . 
Employment service automation ............ , ... , .. 
Employer growth .................... , .............. . 
Increased data processing costs ................... . 
Subtotals, Program Changes ....................... .. 

1988-89 expenditures (proposed) ............ : ....... . 
Change from 1987-88 (revised): 

Amount. ............................................ . 
Percent ............................................. . 

General 
Fund 

$29,296 

$524 
-47 

($477) 

(~) 
$29,773 

$553 
-273 
($280) 

(-) 

" "$30,053 

$280 
0.9% 

Contingent 
Fund 
$20,264 

$108 
-10 

-2,412 
189 

(-$2,125) 

$2,198 
($2,198) 
$20,337 

$2,412 
-189 

772 

($2,995) 

$156 
-101 

798 
500 

($1,353) 

$24,685 

$4,348 
21.4% 

Totals 
$49;560 

$632 
-57 

-2,412 
189 

(-$1,648) 

$2,198 
($2,198) 
$50,110 

$2,412 
-189 
1,325 
-273 

($3,275) 

$156 
-101 

798 
500 

($1,353) 

$54,738 

$4,628 
9.2% 
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EMPLOYMENT DEVELOPMENT DEPARTMENT......;Continued 
The $55 million proposed from the General Fund and th~ Contingent 

Fund represents a net increase of $4.6 million, or 9.2 percerit, from these 
funds as compared with estimated current-year expenditures. This 
incre~se is primarily due to the fO.llowing .factors: (1) repl~ce~ent of 
one-time federal carry-over funds WIth Contingent Fund momes m order 
to support the ES program in 1988-89, (2) an increase of $798,000 to 
support additional personal income tax withholding collections due to 
employer growth, and (3) an increase of $500,000 due to increased data 
processing costs in the employment services and tax collection programs. 

ANALYSIS AND RECOMMENDATIONS 
DEPARTMENTAL PROGRAMS AND SUPPORT 

Proposed Staffing Changes Reflect a Variety of Factors 
The budget proposes a net increase of 455.3 positions in 1988-89. Table 

3 shows the proposed position c~anges according to the r~ason for the 
change. It also shows the salarIes, benefits, and operating expenses 
corresponding to the staffing changes. In the case of automation, 
increased operating expenses offset savings from staff reductions. 
Changes in workload also reflect increases in operating expenses as a 
result of increased data processing costs. Table 4 shows how the staffing 
changes are distributed among EDD's programs. 

Table 3 
Employment Development Department 

Proposed Position Changes 
and Fiscal Effect 

1988-89 
(dollars in thousands) 

Positions Net Fiscal Ef:{;t 
Reason for Change Added RetJUCed Net SalOries Benefits OE E 
Automation efficiencies a •••.•••••• -72.1 -72.1 -$1,496 -$490 $2,421 
Program change and legislative 

mandates ...................... 190.6 -26.7 163.9 3,801 1,260 -3,710 
Workload changes ................. 373.4 -9.9. 363.5 9,241 3,029 9,363 

Totals .......................... 564.0 -108.7 455.3 $11,546 $3,799 $8,074 

Total 
$435 

1,351 
21,633 

$23,419 

• These figures have been adjusted to reflect the fact that, while the deparbnent anticipates eliminating 
a total of 148.9 positions in the budget year, these positions will not be eliminated until January 1989. 

Table 4 
Employment Development Department 
Proposed Position Changes by Program 

1988-89 
Unemploy- Other 

ment Disability Employment Tar Employment 
Reoson for Change Insura1lC8 Insura1lC8 Service Collections Programs Total 
Automation efficiencies a • • . • • • • • • • • • • • - 72.1 -72.1 
Program change and legislative man-

dates........ ....................... -16.4 14.8 143.7 11.9 154.0 
Workload changes......... ............ 278.1 78.2 17.1 373.4 

Totals.............................. 261.7 20.9 143.7 17.1 11.9 455.3 

• The deparbnent anticipates eliminating positions as a result of automation in the Disability Insurance 
program, effective January 1989. 

The major causes for position changes in each category shown in Tables 
3 and 4 are discussed below: 
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• Automation. The department proposes to reduce its staff by 72.1 
positions in order to reflect staff savings created by automation in its 
DI program. This reduction frees up $1 million. However, increased 
automation cost in the ES program will total $1.4 million; The net 
cost of proposed automation changes is $440,000. 

• Program Changes and Legislative Mandates. The budget proposes 
a net increase of 163.9 positions due to program changes and 
legislative mandates. The major additions in the ES program are due 
to the department's proposal to (1) provide services to employers 
under IRCA and (2) provide employment services under contract to 
local employment and training programs. 

• Workload Changes. The department proposes to add a net of 373.4 
positions due to increased workload. The largest workload increases 
are in the UI, DI, and tax programs as a result of growth in the 
number of employers and employees in the state. 

EMPLOYMENT SERVICES 
The Employment Development Department (EDD) administers Em

ployment Services (ES) and Special Group Employment Services pro
grams in 130 local field offices throughout the state,the majority of which 
are co-located with Unemployment Insurance (UI) field offices. The 
purpose of the ES program is to assist unemployed persons find jobs by 
matching their skills with the needs of employers. The ES staff keep in 
constant touch with employers so that unemployed individuals request
ing assistance can be ~eferred to available jobs. The purpose of the Special 
Group Employment Services program is to provide special services to 
illdividuals with particular barriers to employment (i.e., the disabled, 
clients who are not proficient in English and participants in the Greater 
Avenues for Independence (GAIN) program). The budget proposes 
$149.3 million to support these programs in 1988-89, a decrease of $400,000 
from the curreIit year. . 
Department's Proposal to Provide IRCA Service Unjustified 

We recommend the deletion of $2.4 million proposed from the 
Contingent Fund to support certifications· of authorization to work 
because the services would benefit only a small number of employers. 
(Reduce Item 5100-001-185 by $2.4 million.) 

Background. Since June 1, 1987 the department has expanded the 
Employment Services (ES) program to assist employers in meeting their 
legal responsibilities under the new federal Immigration Reform and 
Control Act (IRCA). The IRCA requiresempioyers to verify that all of 
their employees hired after November 6, 1986 are legally eligible to work 
in this country. 

Employers that accept applicants referred by EDD field offices have 
two options regarding the verifications of job applicants that are required 
by IRCA. First, an employer may verify job applicants in the same 
manner as he/she does with prospective employees not referred by 
EDD. In order to do this, the employer must examine and ascertain the 
validity of documents (such as a passport, sodal security card, etc.), 
which establish an applican"t's authorization to work. The employer 
completes and retains an Immigration and Naturalization Service verifi
cation form to certify that he/she reviewed these documents. 

Second, the employer can request the field office to certify that the 
individual hired is the same individual that the field office verified as 
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EMPLOYMENT DEVELOPMENT DEPARTMENT-Continued 
being authorized to work. In order to perform this certification, the field 
office checks the applicant's signature on EDD's verification form against 
the applicant's signature, which must be included in the employer's 
certification request. 

The EDD began offering certifications as an option to employers using 
ES in June 1987; The department ceased offering this service to employ
ers'in October 1987, pursuant to an injunction isstied in the case of the 
California State Employees Association (CSEA) et. al. v. Kiddoo. In 
issuing the injunction, the court noted that the department had not 
followed the rulemaking procedures required in statute prior to imple
menting verifications and certifications. The department anticipates that 
it will issue the regulations required to implement the program early in 
1988. 

Budget Proposal. The budget proposes expenditures of $2.4 million to 
perform verifications and certifications. This is an increase of $200,000, or 
9 percent, over estimated current-year expenditures. The change from 
the current year is the result of two factors: (1) the current-year budget 
includes $463,000 in (me-time costs for assisting aliens in documenting 
their work histories in this country, as required by federal law, and (2) 
the department anticipates performing verifications and certifications for 
a full year in 1988-89, while the 1987-88 estimate assumed eight months of 
program operation. 

We have three concerns with the department's proposal. 
Verifications and Certifications are Optional Under Both State and 

Federal Law. Federal law reguires that employers verify thejr employ
ee's authorization to work; it does not require the department to perform 
these functions. While federal law does permit the . department to 
perform these. functions, the Department of Labor has indicated that it 
will not provide additional federal funding to cover the costs-states must 
either redirect federal funds from the basic ES program or pay for the 
costs of verifications and.certifications with state funds. 

State law also does not require the department to verify or certify job 
applicants. While state law limits eligibility for ES to individuals "who are 
legally qualified to engage ,in gainful employment," the department has 
met this requirement in the past by requiring ES applicants to "self
certify," that is, declare in writing that they are eligible to work in this 
country. 

Proposal Is Not Consistent With Legislature's Priorities For Use of 
the Contingent Fund. In the past, the Legislature has used the Contin
gent Fund to support three activities: 

• The collection of personal income tax withholdings. 
• The automation of the UI and ES programs, which results in 

improved services. 
• The support of, the basic ES program because of shrinking federal 

funds. 
All of these activities benefit the general public interest by providing 

services to a broad range of state residents. At the end of each fiscal year, 
the unexpended balance over $1 million in the Contingent Fund is 
transferred to the General Fund. ' 

Using Contingent Fund money to support verifications and certifica
tions in the ESprogramis not consistent with the priorities that the 
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Legislature has established for the use of this fund. Although the 
department does Ilot maintain information on the number of employee's 
it serves, the department estimates that it will perform certifications on 
only 12 percent of ES applicants. Thus, we conclude that the verification 
and certification process only bf:)nefits a small number of employers. 

These Services Would Be Most Appropriately Provided on a Fee-For
Service Basis. Since the certifications are provided only at the request of 
the employer, we believe that it would be possible to charge a fee to 
cover the costs of providing the service. Under this system, employers 
could decide whether having EDD perform the certifications for a fee is 
a better business decision than performing the verifications themselves. 

Recommendation. In summary, we conclude that the Contingent 
Fund, is not an appropriate source for funding the costs of providing 
verifications and certifications under IRCA. We therefore recommend 
deletion of $2.4 million proposed for this purpose. This will enable the 
Legislature to use these funds to support programs it deems to be of 
higher priority. 

As an alternative, the Legislature also may wish to consider having the 
department provide these services on a fee-for-service basis. Therefore, 
we further recommend that the department report to the Legislature 
prior to budget hearings, on alternatives for providing these.' services to 
employers who request them on a fee-for-service basis. 
Reimbursable Employment Services 

We withhold recommendation on $4.4 million . requested to provide 
specialized employment services pending receipt of more accurate 
estimates of the number of clients the department plans to serve under 
the contracts. 

The budget proposes $4.4 million and 96 PY s to provide specialized 
employment services to the clients of local training and education 
providers on a reimbursable basis. Specifically, the budget proposes to 
provide the following specialized services: 

• Job placement, including job development and on-the-job training. 
• Job search workshops. 
• Assessments to match applicants' skills and interests with local jobs. 
• Local labor market information. 
The department anticipates that it will provide these services under 

contracts with JTPA-funded Service Delivery Areas (SDAs), the Employ
ment Training Panel (ETP) , community colleges, and other locally 
administered employment and training programs. 

We believe that the r~imbursable ES proposal has merit because it 
could enhance the coordination of services provided at the local level. In 
order for this to occur, however, the department will have to inform local 
service providers that the services are available. It will also have to 
negotiate contracts that specify the type and quantity of each service to 
be provided, The department is currently at the preliminary stages of 
developing this proposal. For example, the department has not yet 
developed a plail: for how it will advertise the aVailability of reimbursable 
job services to local providers. Consequently, it has not yet determined 
how many local employment and training providers will want specialized 
employment services or the number of clients that would receive services 
under these contracts. 

Without this information, it is not possible to determine what the 
appropriate funding level would be for the proposed services. We 
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therefore withhold recommendation pending receipt of this information 
from the department. 

UNEMPLOYMENT INSURANCE PROGRAM 
The purpose of the Unemployment Insurance (UI) program is to 

reduce economic hardship by providing benefit payments to eligible 
workers who are temporarily unemployed. The UI benefits are financed 
through employer payroll taxes that vary according to (1) the actual 
experience of individual employers with respect to the benefits paid to 
their employees and former employees and (2) the amount of the UI 
Trust Fund's reserves. Administrative costs are paid by the federal 
government on the basis of projected workload. During periods of high 
unemployment, the Department of Labor has traditionally provided 
additional funds to handle the increased number of UI claims~ 

The budget proposes $259 million for UI administration and $2.3 billion 
for benefit payments. The level of administrative expenditures proposed 
for 1988-89 is $IL6 million, or 4.7 percent, above estimated cur:rent-year 
levels. This increase is primarily due to (1) an increase of $6.8 million in 
data processing costs and (2) an increase of $5.5 million in salaries, 
benefits, and prices. The $2.3 billion proposed for UI benefits in 1988~89 
is $142 million, or 6.6 percent, higher than current-year benefit levels. 
This increase is primarily due to an anticipated increase in the number of 
unemployed persons in the state and the duration of their unemploy~ 
ment. 

Estimates Will be Updated in May 
. The department's estimates of UI expenditures are based on actual 

program costs through September 1987 and a forecast. of trends in the 
economy, especially as they affect unemployment .. The department made 
its projections of the state's unemployment rate in October 198~, shortly 
after the dramatic stock price adjustment that occurred on October 19, 
1987. The estimate is based, in part, on the department's expectation that 
the reduction in stock prices would have a ripple effect on employment 
and thus the unemployment rate would increase. The actual unemploy
ment rates for October, November, and December have, however, 
turned out to be substantially lower than the department's projections. 
Chart 1 shows the actual unemployment rate through December 1987 
and the department's estimates based on its October forecast. . 

As Chart 1 shows, the trend predicted by the department is not borne 
out by the data now available. The department will revise its estimates in 
May. This estimate will be based on data through March 1988. and a 
revised economic forecast that will reflect the most recent trends in the 
economy. Because these revised estimates will be based on more recent 
experience, they will provide the Legislature with a more reliable basis 
for budgeting 1988-89 expenditures. 

In addition, we are concerned that· the budget does not take into 
account the effects that recently created federal budget reductions will 
have on the UI budget. The budget anticipates that the federal govern
ment will reimburse the state for all costs associated with administering 
the UIprogram during 1988-89. The department now advises, however, 
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Chart 1 

Employment Development Department 
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that the total appropriation for the VI program containedin the federal 
budget for federal fiscal year (FFY) 1988 is 4 .. 75 percent lower than the 
FFY 1987 appropriation. It is unclear how th.is reduction will affect the 
availability of federal funds to cover the state's VI administrative costs 
during 1987-88 or 1988-89. We anticipate that the department will have 
more reliable information on federal funding at the time it prepares its 
May estimates. . . 

DISABILiTY INSURANCE PROGRAM ADMINISTRATION 
The Disability Insurance (DI) program provides cash benefits to 

individuals who are unable to work due tononwork-related illness or 
irijury, including pregnancy. The EDD administers the DIprogram 
through 21 field offices located throughout the state. The program is 
self-financing: benefits and administrative costs are funded through a 
payroll tax of 1.2 percent on the first $21,900 of each employee's annual 
wages. The budget anticipates that by June 30,1989 the year-end balance 
in the DI fun<i will be $820 million. This is consistent with the actuarial 
requirements for an adequate fund balance. 

The budget proposes $65 million from the DI Fund to support the 
administration of the DI program in 1988-89. This represents a decrease 
of $3.3 million from the current year. 

Study Generates New Workload Standards 
During the current year, the department has developed new workload 

standards for the DI program. The new workload standards are based on 
a "cost model study" completed in June 1987. The department uses cost 
model studies to determine how many staff are required to administer 

21-77312 
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most of its programs. The department advises that the new study· was 
needed because the workload standards developed by the previous study, 
which it had used since 1982,were outdated andinaccurate.·For the new 
study, the department timed staff in six field offices· as they performed 
various tasks associated with administering the DI program. The study 
indicated that it takes less time and therefore less staff to administer the 
program than was previously thought. For example, the previous work
load standards would justify an additional $420,000 (14 PY s) in the current 
year and $300,000 (9.7 PYs) in 1988-89 as compared with the staffing levels 
justified under the new workload standards established by the study. 

Disability Insurance Field Offices Need Review 

We recommend an augmentation of$225,000 (augment item 51()();;OOl-
588 by $225,(00) to permit the department to contract for an indepen
dent evaluation of the DI program. We further recommend adoption of 
Budget Bill language requiring that the contractor identify ways to 
improve efficiency and reduce delays in DI field offices. 

The budget anticipates that the 21 DI field offices will pay $1.3 billion 
in benefits to 650,000 workers this fiscal year. Because a DI check is often 
an individual's sole source of income during the time he/she is disabled, 
it is important that field offices are able to process these claims efficiently 
and in a timely manner. We therefore reviewed the administration of the 
DI program to determine whether or not field offices were operatirtg as 
efficiently and timely as possible. Our analysis leads us to conclude that 
DI field offices could improve in both areas; however, we believe a more 
thorough review of DI administration is necessary in order to determine 
what methods would achieve these improvements. 

Cost Model Study Reveals Potential to Improve Efficiency. Our 
review of the department's cost model study reveals that there are 
opportunities for substantial improvements in the efficiency of some of 
the field offices. Specifically, the study showed large differences in the 
speed with which the sampled field offices performed various tasks. For 
example, the study found that staff in one field office needed an average 
of 14-1/2 hours to investigate claims involving work-related injuries, while 
a second field office's staff investigated the same kind of claim in only 
3-1/2 hours. 

In order to assess the potential for increasing the efficiency of the field 
offices; we compared the average times measured for all field offices to 
complete each of the tasks in the cost model study-the department's 
workload standards are based on these averages-to the time that the 
fastest office took to perform the same tasks. Table 5 displays the resUlts 
of this comparison. 
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Table 5 
Employment Development Department 

Disability Insurance Program 
Comparison of Field Office Staff Time Spent 

on Administrative Tasks 

Detennining initial eligibility ........................ . 
Issuing checks to claimants ............... .' .......... . 
Processing continuing DI claims ..................... . 
Investigating overpayments made to claimants ..... . 
Processing appeals made by claimants ...... ; ....... . 
Processing voluntary DI plans .................. , .... . 
Processing claims that are workers' compensation· 

related ........................................... . 
Field visits ............................................ . 
Percent of staff time devoted to general overhead 

Amount of Stoff Time 
Spent Per Task 
(in minutes) 

Average Fastest 
Office Office 

25.9 19.3 
1.6 1.0 

15.7 8.2 
143.6 55.4 
347.6 261.4 
27.6 12.2 

341.0 
64.3 

197.2 
53.5 

Pe~t 
Difference 

25.3% 
39.2 . 
47.7 
61.4 
24.8 
55.7 

42.2 
.16.8 

tasks ........................... ; .. , .... ;........... 13.8% 7.0% 49.3% 

As Table 5 shows,· there are large differences in the amount of time it 
takes the fastest offices to perform various tasks as compared to the 
average office. For example, it takes the average office 25.9 minutes to 
make an initial determfuation of eligibility, while the fastest office was 
able to complete this task in 19.3 minutes-25 percent faster· than the 
average office. Similarly, the average time to investigate an overpayment 
is almost 144 minutes, but the fastest office·at investigating overpayments 
is able to accomplish this .task 61 percent faster. . 

We estimate that' workload standards, based on the fastest processing 
times observed.during the cost model study would justify 382 fewer PYs 
than would standards based on the average times. We are not, however, 
suggesting that the department adopt standards based on the fastest 
offices. We recognize that not all offices are capable of ~chieving the 
speed of the fastest offices because: 

• To some unknown extent,. there are tradeoffs involved between 
efficiency in one task and efficiency in another; for example, a field 
office may be able to make claim determinations faster because it 
spends more time training staff. 

• Local variations probably justify some of the differences among field 
offices. For example, San Jose claim examiners must travel to Salinas 
to appear at workers' compensation board appeals hearings-a one 
hour drive-while in Qakland,the DI office and the workers' 
compensation appeals board are in the same building. 

Nevertheless, we believe that the variation between the average and 
the fastest offices indicates that improvements inefficiency are achiev
able. 

'In our visits to DI field offices, we identified one example of how a 
small change in field office procedures could result in a substantial 
improvement in efficiency. The change involved the Los Angeles field 
office .. That office recently modified the form that it sends to claimants 
who indicate that their injuries are work-related. The office manager felt 
that a change was necessary because the original form seemed difficult to 
understand and often resulted in delays caused by some claimants not 
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completing it properly. The change involved adding one line to the 
bottom of this form, in both English and Spanish. 

The field office advises that the modification to the form has reduced 
the amount of time staff needed to process these claims, because staff are 
less likely to need to eXplain the form to claimants or follow up on claims 
that were completed improperly. This conclusion is borne out by the fact 
that, according to the new cost model study, the Los Angeles field office 
is 42 percent faster at processing these claims than the average office. 

At the time this analysis was prepared, no other field office had made 
a similar change in the form. We believe that a thorough review of the 
program's field offices would reveal other, similar opportunities to 
improve efficiency. . 

Timely Payment of DI Benefits. Chapter 1093, Statutes of 1985 (SB 
557), requires the department to issue initial payments to eligible 
?laimants wit~in 11 days of receiv~ng a pr:operl.Y· completed d~sab~l~ty 
msurance clrum. Tunely payment IS especIally Important to disability 
insurance beneficiaries because the DI check may be their only source of 
income for the period during which they are disabled. The department's 
most recent study indicates that field offices paid approximately 81 
percent of their initial claims within 14 days. However, we b~lieve that 
the department's studies may Underestimate the true extent of delays. 
For example, in April 1986, the department estimated that the number of 
claims paid in 14 days averaged 84 percent, while another study done at 
the same time by the Auditor General indicated that the average number 
of claims paid in 14· days might be. as low as 73 percent. 

Weare particularly concerned about the field offices'timeliness 
problems because they do not seem to result from a lack of adequate staff 
to perform the work. Our analysis of the department's staffing and. 
timeliness data indicates that· there· is no relationship· between the 
number of claims per staff position in a field office· and the tinieliness with' 
which a claim is paid. 

IIi addition, we are concerned that the department has been unable to 
accurately determine the reasons for delays in paying claims. . The 
department advises that delays in paying initial claims arise for three 
reasons: . 

• Complicated Claims. There are a number of complications that can 
develop in processing initial claims that impede a field office's ability 
to pay the.m promptly. A~out 60 pc;rcentof all ~~tia! chums I?rocessed 
reqUIre field office clrum exammers to soliCIt information from 
sources outside of the field office before payment can be made. 

• Telephone Calls; According to the department, an increasing volume 
of telephone calls from claimants has impeded Claim exariliIiers from 
paying claims promptly .. The department estimates that in 1986, the 
.21 field offices received approximately two million telephone calls.· 

• Foot Traffic. While the DI program was initially intended to handle 
claims primarily by mail, there is an increasing volume of foot traffic 
in some field offices.. . 

.Thedepartment has little consistent data with which to evaluate the 
extent to which these factors contribute. to delays.-Based on the lirilited 
data the department has provided, however, we were unable to ·confirm. 
its impression that these factors are the primary reason for delays. We 
believe that an in-depth analysis of field· office timeliness problems is 
necessary in order to determine more precisely what causes the variation 
in payment issuance. 
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Based on our review of DI field office efficiency and timeliness, we 
believe that the field offices couldJmprove in both areas. Moreover, we 
believe that review of DI field office operations by an independent 
management consulting firm would reveal specific ways for the field 
offices to achieve these improvements. Therefore, we recommend the 
adoption of Budget Bill language requiring the department to contract 
with a private consultant to study ways to improve both the efficiency 
and timeliness in the DI field offices. Such a study could result in better 
service to clients, improved efficiency, and ultimately, in savmgs to the 
DI Fund. 

Our experience with contracts of this sort indicates that the depart~ 
ment will need $150,000 to $225,000 to cover the costs of the contract. We 
therefore also recommend an augmentation of $225,000 from the DI 
Fund to cover the. costs of the. contract. The following Budget Bill 
language is' consistent with this recommendation: . 

Of the amount appropriated by this item, the department shall use 
up to $225,000 to contract with a private. firm fora study of ways to 
improve the efficiency and timeliness of DI field offices. The purpose 
of this study shall be to identify specific changes that the field offices 
can make to improve efficiency and reduce delays in paying DI claims. 

At a minimum, the study should: 

., Evaluate the department's latest cost model study, determine why 
some field offices in the study were substantially faster at perform
ing various tasks than others, and identify specific organizational 
changes in the field offices that will improve the efficiency of the 
slower offices. 

• Determine why some field offices experience more delays in 
paying claims and recommend specific measures the department 
can undertake to reduce delays, including but not liinited to 
staffing levels, alternative staff allocation methods, and organiza
tional changes. 

TECHNICAL ISSUES 

Department's Workload Standards .Are Inappropriately Adjusted 
We recommend a reduction of $550,000 and 18.5 positions (reduce 

Item 5100-001-588 by $550,000) to more accurately reflect the results of 
the department's cost model study. 

Our analysis indicates that the department overestimates the field 
office staff needed to administer the DI program by 17.7 positions inthe 
current year and 18.5 positions in the budget year. This occurred because 
the department adjusted the average times measured during the cost 
model study upward by a specified percentage. However, these adjust
ments are not based on any factual evidence that the average times failed 
to accurately measure workload associated with these positions. 

Using the nonadjusted average times, we estimate that 18.5 fewer 
positions would be required in the budget year. We therefore recom
mend a reduction of $550,000 and 18.5 positions to reflect a more accurate 
estimate of the staffing level needed for the DI program in 1988-89. 



636 / HEALTH AND WELFARE Item 5100 

EMPLOYMENT DEVELOPMENT DEPARTMENT-CAPITAL 
OUTLAY 

Item 5100-301 from various 
federal funds Budget p. HW 147 

Requested 1988-89 ....................................... ' ....... , ............................. . 
Recommended approval .................. ~ ............................................ . 

ANALYSIS AND . RECOMMENDATIONS 

$837,000 
837,000 

The budget proposes $837,000 for seven minor capital outlay projects 
($200,000 or less per project) for the Employment Development Depart
ment (EDD) in 1988-89. This amount inCludes: $488,000 from the Federal 
Trust Fund, $107,000 from the Unemployment Compensation Disability 
Fund, and $242,000 from the Employment Development Department 
Contingent Fund. These projects range in scqpe and cost from remodel
ing a conference room in EI Monte ($12,000), to major program-related 
renovations of the Bakersfield and Hollywood offices ($199,000 per 
project). 

Bcikersfield Renovation Project 
We recommend the addition of Item 5100-301-870(2}-Renovate 

Bakersfield Office-Construction-$19~(){)(),and anoffsettingreduc
tion of$19~(){)() in Item 5100-301-870(l}-Minor Projects, to appropri
ately budget renovation of the Bakersfield office as a' major capital 
outlay project. , 

Further, we recommend Budget Bill language specifying the avail
ability of previously appropriated funds for the Bakersfield project. 

The Budget Bill proposes $199,000 to renovate the department's field 
office in Bakersfield. Cost estimates by the Office of the State Architect 
indicate, however, that the full cost of the proposed project will be 
$277,000. The department proposes to make up the difference by using 
the unspent balance, $78,000, of a 1986 Budget Act appropriation for 
minor capital outlay. This appropriation was to have financed, in 1986-87, 
the alteration of restrooms to make them accessible to the mobility 
impaired and topl'ovide open-office landscaping in the Bakersfield office. 
This work was never undertaken, and is included in the project proposed 
for 1988-89. The project proposed in the budget, therefore, should have 
been budgeted as a major capital outlay project; because its full cost 
exceeds $200,000. 

The work approved in 1986 should proceed. The additional renovations 
proposed in the budget are justified because this work will enable the, 
department to better serve its clients, and will save the state money, by 
making room in a state-owned building for department personnel who 
currently occupy leased space. Based on the work involved for all 
improvements, the $227,000 estimate by the. Office of State Architect is 
reasonable. . 

Accordingly, we recommend that the project proceed, but that it be 
budgeted as a major capital outlay project. Thus, we recommend a 
$199,000 reduction in Item 5100-301-870(1) and the addition of a new 
subitem-5100-301-870(2)-in the same amount. 
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Furthermore, to assure that the prior funds remain available for this 
project, we recommend the following Budget Bill language: 

Item 5100-30l-870-Employment Development Department- Capital 
Outlay 

1. Provide thatfor the Bakersfield office renovation project in category 
(2), up to $78,000 from the unspent balance of the appropriation in 
Items 5100-301-870 and 5100-301-185, Budget Act of 1986, shall be 
available for preliminary plans, working drawings, and construction. 

Supplemental Report Language 

For purpose of project definition and control, we recommend that the 
fiscal subcommittees adopt supplemental report language which de
scribes the scope of each of the capital outlay projects approved under 
this item. 

EMPLOYMENT DEVELOPMENT DEPARTMENT
REAPPROPRIATION 

ltem.5100-490 from federal 
funds 

ANALYSIS AND RECOMMENDATIONS 

We recommend approval. 

Budget p. HW 135 

This item reappropriates local assistance funds for employment and 
training programs under the federal Job Training Partnership Act 
GTPA). The item contains Budget Bill language that allows the Employ
ment Development Department (EDD) to carry forward into 1988-89 all 
JTPA local assistance funds which are unexpended in the current year. 
Without this language, the EDD would be required to notify the 
Legislature of its intent to carryover these funds through the process 
established by Section 28 of the Budget Bill. The item· also requires the 
EDD to notify the Legislature by December 1, 1988 on the actual amount 
of JTP A local assistance funds carried over into 1988-89. 

OUr analysis indicates that establishing a reappropriation item for these 
federal funds is appropriate for two reasons. First, the funds come from 
the federal government; there are no state funds in this item that might 
be recaptured if not spent. Second, the state has,no direct programmatic 
authority over these funds. The state's role is that of an intermediary
passing the JTP A funds from the federal government to the local 
program operators. Therefore, we recommend approval of this item. 
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Health and Welfare Agency 

DEPARTMENT OF REHABILITATION 

Item 5160 from the General 
Fund and various funds Budget p. HW 148 

Requested 1988-89 .................................................................. :: ........ $226,146,000 
Estimated 1987-88 ............................................................................ ' 218,704,000 
Actual 1986-87 ..................... , ... ............ ......... ... ...... ............................ 186,242;000 

Requested increase (excluding amount 
for salary increases) $7,442,000 (+3.4 percent) 

Total recommended reduction ............................... , .................... . 
Total recommendation pending .................................................. . 

None 
74,968,000 

1988-89 FUNDING BY ITEM AND SOURCE 
Item-Description 
5160-001'()()1--Support 
5160-001-890--Support 
5160-001-942-Support 
5160-101.()()1-Local assistance 
Reimbursements 

Fund 
General 
Federal Trust 

Amount 
$20,981,000 
117,377,000 

Vending Stand Account 
General 

1,858,000 
80,701,000 
5,229,000 

Total $226,146,000 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
Analysis 

page 

1. Unbudgeted Vocational Rehabilitation (VR) FUnds. Recom
mend that prior to budget hearings, the Department of 
Finance report to the fiscal committees on (a) the amount of 
VR-eligible services that are currently provided by the 
Departments of Mental Health, Alcohol and Drug Programs, 
Social Services; and Employment Development and the 
level of General Fund support for these services proposed in 
the budget and (b) the Jeasibility of requiring the Depart
ment of Rehabilitation (DOR) to enter into interagency 
agreements with these departments in orq.er ,to avoid the 
loss of $8 million in unbudgeted federal VR funds. 

2. Work Activity Program (WAP), Rates. Recommend that 
prior to budget hearings, the DOR report to the fiscal 
committees on the costs of reverting to a cost-based rate 
system, as 'required by current law. ' " 

3. W AP and Supported Employment Program (SEP) Expen
ditures. Withhold recommendation on $75 million in Gen- ' 
eral Fund support for W AP and SEP pending review of the 
May estimate. 

4. Unbudgeted Federal Title VI Funds. Recommend reduc
tion of $2.4 million in General Fund support for SEP and 
augmentation of the same amount of federal funds that 
have become available since the department prepared its 
budget in November. (Reduce Item 5160-101-001 by $2.4 
million and augment Item 5160-101-890 by $2.4 million.) 

641 

642 

643 

643 
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GENERAL PROGRAM STATEMENT 
The Department of Rehabilitation (DOR) assists disabled persons, to 

achieve social and economic independence by providing vocational 
rehabilitation and habilitation services. Vocational rehabilitation services 
seek to place disabled individuals in suitable employment. Habilitation 
services help individuals who are unable to benefit from vocational 
rehabilitation achieve and function at their highest levels. 

The department has 1,653.6 personnel-years in the current year. 

OVERVIEW OF THE BUDGET REQUEST 
Total program expenditures are proposed at $226 million for DOR in 

1988-89. This includes $102 million from the General Fund, $117 million 
from federal funds, $1.9 million from the Vending Stand Account, and 
$5.2 million in reimbursements. Total expenditures proposed for 1988-89 
are $7.4 million, or 3.4 percent, more than estimated current-year 
expenditures. 

The $102 million proposed from the General Fund fot support of the 
DOR in 1988-89 is an increase of $7.1 million, or 7.5 percent, above 
estimated current-year expenditures. The proposed General Fund 
amount includes $21.0 million for support of the department and $81 
million for local assistance. Table 1 displays program expenditures and 
funding sources for the prior, current, and budget years. . 

Table 1 
Department of Rehabilitation 

Budget Summary 
1986-87 through 1988-89 
(dollars in thousands) 

Actuo/ Est, 
Program 1986-87 1987-88 
Vocational rehabilitation ........................ . $105,924 $125,137 
Habilitation services ........................... .. 61,009 70,164 
Support of community facilities ................ . 7,896 11,911 
Administration .................................. . 11,323 11,492 

Totals ...... : ............................... .. $186,152 $218,704 
Funding S!>urces 

Percent 
Change 

Prop, From 
1988-89 1987-88 
$128,061 2,3% 

76,894 9.6 
9,482 -20.4 

11,709 1.9 
$226,146 3.4% 

General Fund .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. $83,036 $94,552 $101,682 7.5% 
Federal Trust Fund ............................ ~. 97,467 117,389 117,377 . : 
Vending Stand Account.. .. . . .. .. .. .. .. .. .. .. .. . 1,364 1,652 1,858 12.5 
Reimbursements.. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. 4,375 5,111 5,229 2.3 , 

Table 2 displays the significant changes in expenditure levels proposed 
in the budget for 1988-89. Major budget changes proposed are (1) $4.0 
million for a new unspecified Work Activity Program (WAP) rate system 
and (2) $2.7 million for the incFease in the WAP/Supported Employment 
Program (SEP) caseload. Both changes are discussed later in this analysis. 
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DEPARTMENT OF REHABILITATION-Continued 
Table 2 

Department of Rehabilitation 
Proposed 1988-89 General Fund Budget Changes 

(dollars in thousands) 

1987-88 expenditures (revised) ..... ; .............. ; .......... .-.. . 
Cost adjustments 

Employee compensation adjustments ......................... . 
Inflation adjustments to OE&E ............................... . 
Financial legislation ............................................ . 

Subtotals, cost adjustments .............................. , ... . 
Workload adjustments 

Increase in Vending Stand Account. .......................... . 
One-time reduction in federal funds for establishment grants 

to VR facilities ............................................... . 

General Fund 
$94,552 

$166 
280 

-28 
($418) 

Subtotals, workload adjustments. . . . . . . . . . . . . . . . . . . . . . . . . . . .. .. ~) 
Program change proposals 

Set-aside for new Work Activity Program (W AP) rate system .. 
WAP/Supported Employment Program (SEP)-caselood in-

crease ........................................................ . 

$4,000 

2,712 
Subtotals, program change propoSaIs.... ...... ...... ........ ($6,712) 

1988-89 expenditures (proposed) ................................ . $101,682 
Change from 1987-88: 

Item 5160 

'All Funds 
$218,704 

$1,102 
1,873 
-28 

($2,947) 

$183 

. -2,400 
( -,-$2,217) 

$4,000 

. 2,712 
($6,7l2) 

$226,146 

Amount. ...... ...... ..... ..... ...... ...... ..... ...... ............ $7,130 $7,442 
Percent. ......................................... ;............... 7.5% 3.4% 

Table 3 presents a summary 6f personnel-years for the department in 
the prior, current, and budget years. The increase in total personnel-years 
is due to the proposed addition of one position to the administrative 
services division of the DOR. 

Table 3 
Department of Rehabilitation 

Personnel-Years 
1986-87 through 1988-89 

Actual Est. Prop. 
Program 198fHJ7 1987-88 1988-89 
Vocational rehabilitation .................. . 1,350.6 1,447.1 1,447.1 
Habilitation services ....................... . 19.1 19.1 19.1 
Support of community facilities ........... . 11.2 12.4 12.4 
Administration ............................. . 171.0 175.0 175.9 

Change From 
1987-88 

Amount Percent 

0.9 0.1% 
Totals................................... 1,551.9 1,653.6 1,654.5 . 0.9 0.1 % 

ANALYSIS AND RECOMMENDATIONS 
VOCATIONAL REHABILITATION SERVICES· 

Vocational rehabilitation (VB) services are provided by the depart
ment's counselors and by nonprofit organizations. Counselors (1) evalu
ate applicants for services, (2) work with clients to develop their 
rehabilitation plans, (3) authorize the purchase of services necessary to 
implement the plans, (4) supervise the progress of each client in their 
caseload, and (5) follow-up to verify rehabilitation. Nonprofit organiza
tions-which include sheltered workshops, facilities for the deaf and 
blind, and independent living centers-provide counseling, job develop
ment, placement, and supportive services. 
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The federal and state governments share in the cost of the basic VR 
services on an 80 percent-20 percent basis. In addition, the federal 
government reimburses D9R .for the full cost of successfully rehabilitat-
fig certain VR clients. . 

The budget proposes $139 million for VR services in 1988-89, which 
includes $128 million for direct client services and $11 million for state 
administrative costs. Of the total amount proposed for VR services,. $19 
million is from the General Fl,lIld, $113 million is froni federal funds, and 
$7.1 million is from fees and reimbursements. In addition to the VR funds 
proposed for the VR program itself, the budget also proposes $3.1 million 
in federal VR funds for grants to. community rehabilitation facilities. 

UnbudgetedFederal Funds May Be Available for Support of VR Programs 
We recommend that the Department of Finance report to the fiscal 

committees prior to budget hearings on (1) the amount of VB-eligible 
services that are currently provided by the various state departments 
and the levels of General Fund support for these services proposed in 
the budget and (2) the feasibility of requiring the DOB to enter into 
interagency agreements with each of these departments in order to 
utilize federal VB funding for the services provided by the depart
ments. 

The budget includes $113 million in federal VR funds. The department 
advises that this amount is at least $8 million less than the total amount 
of federal funds available. The department also indicates that it did not 
budget these additional federal funds for two reasons. First, according to 
the department, it is unclear that the existing VR programs operated by 
the DOR could actually absorb an increase of this amount. Second, the 
budget does not include the 20 percent state match that is required under 
federal law. In the current year, these two problems will result in the 
state returning $500,000 in federal VR funds to the federal government. 

According· to the federal official in charge of overseeing California's 
expenditure of VR funds, state programs designed to help the physically 
disabled, the mentally ill, and substance abusers return to work could 
qualify for VR funding. We have identified the following four state 
programs that appear to satisfy these criteria: .. 

• Mental Health Services. The Department of M~ntal Health (DMH) 
allocates Short-Doyle ~ds to the counties to support a variety of 
mental health services, some of which are intended to help mentally 
disabled individuals to return to employment. The DMH operates 
the Conditional Release program for judicially committed clients 
which, among other things, helps these individuals make the transi
tion to employment. 

• Alcohol and Drug Programs. The Department of Alcohol and Drug 
Programs (DADP) allocates funds to county drug and alcohol abuse 

.. treatment programs, many of which provide· services that help 
substance abusers to return to employment. 

• Deaf Access Assistance program. The Department of Social Services 
(DSS) administers the Deaf Access Assistance program, which 
provides various services to the deaf, many of which help them to 
return to employment. 

• Deaf and Hearing-Impaired Job Placement. The Employment 
Development Department (EDD) operates this program to help the 
deaf and the hearing-impaired locate jobs. 
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DEPARTMENT OF REHABILITATION-Continued 
In order for any of these programs to actually receive a portion of the 

$8 million in unbudgeted federal VR funds, it would be necessary for the 
affected departments to negotiate an interagency agreement with the 
DOR. This is because federal law designates DOR as the "single state 
agency" responsible for administering federal VR funds. Our analysis 
indicates that it would be possible to use some of the $8 million in federal 
VR funds either to offset the General Fund costs of services currently 
provided by the DMH, DADP, DSS, 3Jld EDD,or to provide additional 
services to the clients already served by these departments. Since the 
budget proposal would result in the state returning $8 niillion in VR funds 
to the federal government, we believe that the possibility of making these 
funds available to other departments warrants further investigation. 

We therefore recommend that the Department of Finance report to 
the fiscal committees prior to budget hearings on (1) the amount of 
VR-eligible services that are currently provided by the DMH, DADP, 
DSS, and EDD and the levels of General Fund support for these services 
proposed in the budget and (2) the feasibility of requiring the DOR to 
enter into interagency agreements with each of these departments in 
order to utilize federal VR funding for the services provided by these 
departments. 

Habilitation Services 
The department serves individuals through the habilitation services 

program who are too severely disabled to benefit from the VR program. 
Habilitation services include (1) the WAP, (2) the SEP, and (3) 
Counselor-Teacher and Reader Services for the blind. The objectives of 
WAP are to (1) provide clients with stable work in a sheltered setting, (2) 
increase clients' vocational productivity and earnings, and (3) to the 
extent possible, develop clients' potential for competitive employment. 
The major objective of SEP is to provide training and supportive services 
to clients· so that they can engage in competitive employment. 

Budget Contains a$4 Million General Fund Set-Aside for a New WAP 
Rate-Setting System 

We recommend that the department report to the fiscal committees 
prior to budget hearings on the costs of reverting to a cost-based WAP 
rate-setting system, as required by current law. 

The budget proposes total expenditures of $62.8 million for W AP in 
1988-89. Of the total, $61.8 million is for support of work activity centers 
and $1.0 million is for state administration of the program. The $61.8 
million for W AP facilities, includes $4.0 million as a set-aside to fund a 
revised W AP rate-setting system. The budget does not specify what the 
new system would be. Instead, the budget indicates that the administra
tion will work with the Legislature to design a new system. 

Prior to 1984-85, W AP rates were based on the historical costs of the 
habilitation service providers. Each facility annually submitted a cost 
statement which was audited by the department. These cost statements 
were used to set a daily per client rate for each facility, thereby allowing 
the rates to reflect differences in costs between facilities. 

Chapter 135, Statutes of 1984, froze the rates DOR pays WAP providers 
at the 1984-85 level. The rate freeze established by Chapter 135 will 
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sunset July 1, 1988. Hno new rate structure is established by that date, the 
cost-based rate system in effect prior to the rate freeze would be 
reactivated. ' 

The budget proposes two things with regards to the W AP rates. First, 
as we have noted above, it proposes to appropriate $4 million from the 
General Fund to cover the 1988-89 costs of new W AP rates. It does not, 
however, specify an alternative rate-setting system. Second, the budget 
contains a provision that would extend the freeze on W AP rates until 
"such time as legislation establishing a new rate system is implemented." 

We are concerned that the department has been unable to provide an 
estimate of the costs that would result if the cost-based rate system takes 
effect on July 1, 1988. The Legislature will need an estimate of these costs 
in order to assess the merits of any new system proposed by the 
administration or to design an alternative system. We therefore recom
mend that the department report to the fiscal committees prior to budget 
hearings, on the costs of reverting to a cost-based rate-setting system. 

WAP and SEP Estimates Will Be Updated in May 

We withhold recommendation on $75 million in General Fund 
support requested for WAP and SE~ pending review of the May 
estimates of caseloads and costs. 

The budget proposes $75 million from the General Fund for the W AP 
($62 million) and SEP ($13 million) in 1988-89. The proposed expendi
tures for these programs are based on actual caseloads and expenditures 
through September 1987. The department will present revised estimates 
in May which will be based on more recent caseloads and expenditures. 
Because the revised estimates will be based on more recent experience, 
they will provide the Legislature with a more reliable basis for budgeting 
1988-89 expenditures. We therefore withhold recommendation on the 
amount proposed for these programs, pending review of the May 
estimates. 

Unbudgeted Federal Funds 
We recommend a reduction of $2.4 million in General Fund monies 

proposed to support SEP and an augmentation of the same amount in 
federal fund support in order to reflect the availability of additional 
federal funds. (Reduce Item 5160-101-001 by $2.4 million and augment 
Item 5160-101:"890 by $2.4 million.) 

Since the department prepared its budget in November, the federal 
government has advised the state that it will receive additional federal 
funds of $2.4 million in federal fiscal year (FFY) 1987 and $2.4 million in 
FFY 1988 under Title VI of the federal Rehabilitation Act. The depart
ment advises that these funds can be used to offset the General Fund 
costs of SEP. In fact, the department is planning to budget, through the 
Section 28 process, the FFY 1987 funds to offset $2.4 million of General 
Fund support from SEP in 1987-88. The department advises that the FFY 
1988 funds will also be available to offset General Fund SEP costs in 
1988-89. Budgeting these federal funds to offset General Fund costs would 
free up $2.4 million in General Fund resources that the Legislature could 
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DEPARTMENT OF REHABILITATION-Continued 
use according. to its priorities for this or other program areas. We 
therefore recommend a reduction of $2.4 million from the General Fund 
ba~sed to supportSEP and an augmentation of a like amount iri federal 
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DEPARTMENT OF SOCIAL SERVICES 

SUMMARY 
The Department of Social Services (DSS) is the single state agency 

responsible for supervising the delivery of cash grants and social services 
to needy persons in California. Monthly grant payments are made to 
eligible recipients through two programs-Aid to Families with Depen
dent Children (AFDC) and the Supplemental Security Income/State 
Supplementary Program (SSI/SSP). In addition, welfare recipients, 
low-income individuals, and persons in need of protection may receive a 
number of social services such as information and referral, domestic and 
personal care assistance, and child and adult protective services. The 
budget proposes total expenditures by the department of $9.3 billion in 
1988-89. This is an increase of $817 million, or 9.6 percent, above 
estimated current-year expenditures. Table 1 identifies total expendi
tures from all funds for programs administered by DSS for the past, 
current, and budget years. 

Table 1 
Department of Social Services 

Expenditures and Revenues, by Program 
All Funds 

1986-87 through 1988-89 
(dollars in thousands) 

Program 
Deparbnental Support ..................... 
AFDCa ............ ; ...................... :;. 
SSI/SSpb .................................... 
Special adult ................................ 
County Welfare Deparbnent Administra-

tiona ................................... 
Refugee ........................ ,' .... ' .. : ...... 
Social Services a ............................. 
Community Care Licensing ................ 

Totals ..................................... 
Funding Sources 
General Fund ............................... 
Federal funds b .. ............................ 

County f~nds ............................... 
Reimbursements .. .......................... 
Stote Children's Trust Fund ............... 
Special Deposit Fund. ...................... 
Foster Family Home Insurance Fund ...... 

a Includes county funds. , 
b Excludes SSI federal funds. 

Actual 
1986-87 
$218,677 
4,221,376 
1,665,013 

2,477 

701,152 
47,762 

934,380 
11,112 

$7,801,949 

$4,248,447 
3,077,173 

467,963 
8,333 

327 

-294 

&t. 
1987-88 
$m,500 
4,415,231 
1,856,441 

2,858 

792,016 
46,643 

1,138,361 
13,774 

$8,503,824 

$4,792,386 
3,189,194 

499,030 
17,268 
5,946 

Prop. 
1988-89 
$234,158 
4,709,873 
2,024,651 

3,160 

840,192 
49,983 

1,443,910 
14,719 

$9,320,646 

$5,371,318 
3,397,869 

529,372 
19,846 
2,241 

Changefrom 
1987-88 

Amount Percent 
-$4,342 -1.8% 
294,642 6.7 
168,210 9.1 

302 10.6 

48,176 6.1 
3,340 7.2 

305,549 26.4 
945 6.9 

$816,822 9.6% 

$578,932 12.1% 
208,675 6.5 
30,342 6.1 
2,578 14.9 

-3,705 -62.3 

Table 2 shows the General Fund expenditures for cash grant and social 
services programs administered by DSS. The budget requests a total of 
$5.4 billion from the General Fund for these programs in 1988-89. This is 
an increase of $579 million, or 12 percent, over estimated current-year 
expenditures. 



646 / HEALTH AND WELFARE 

DEPARTMENT OF SOCIAL SERVICES-Continued 
Table 2 

Department of Social Services 
General Fund Expenditures 

1986-87 through 1988-89 
(dollars in thousands) 

Actual Est. Prop. a 

Item 5180 

Change/rom 
1987-88 

Program 1986-87 1987-88 1988-89 Amount Percent 
Deparbnental support ...................... $76,884 $87,753 $80,807 ...,$6,946. -7.9% 
AFDC ....................................... 1,984,750 . 2,131,385 2,259,608 128,223 6.0 
SSI/SSP ..................................... 1,655,958 1,845,729 2,013,405 167,676 9.1 
Special adult ....... ; ................. ; ...... 2,~ 2,783 3,085 302 lO.9 
County welfare deparbnent admiriistra-

tion ..................................... 135,489 150,879 163,524 12,645 8.4 
Social' services .............................. 385,779 565,072 .' .841,495 276,423 48.9 
Community care licensing ................. 7,185 8,785 9,394 .. ~ 6.9 

Totals ..................................... $4,248,447 $4,792,386 $5,371,318 $578,932 .12.1% 

a Includes proposed cost-of-Iiving-adjustments. 

OVERVIEW OF ANALYST'S RECdMMENDATIONS 

We are recommending a net reduction of $42 million from the amount 
proposed for expenditure from all funds. This amount consists of $29.2 
million from the General Fund and $11.5 million in federal funds. In 
addition, we are withholding recommendation on $7.1 billion in proposed 
expenditures, pending receipt of additional information in May whentJ:le 
Department of Finance submits the May revision of expenditures and 
revenues to the Legislature. Our recommendations are summarized in 
Table 3. . 

Table 3 
Department of Social Services 

Summary of Legislative Analyst's Recommended Changes 
1988-89 

(dollars in thousands) 

Program General Fund Federal Funds All Funds a 

Deparbnent support ............ -$112 -$238 -$350 
AFDC ........................... -..,. 

SSI/SSP .. ......................... 
Special adults ..................... ~ 

Refugees ......................... 
County administration .......... 
Social services ................... -5,200 -5,200 
Community care licensing ...... 
Cost -of-living adjusbnents ...... -23,900 -11,300 -36,400 

Totals .......................... -$29,212 -$11,538 -$41,950 

a Includes county funds which are not shown separately. 

Recommenda-
tions· Pending 
(all/unds) 

$4,503,677 
2,024,651 

615,620 

$7,143,948 
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Department of Social Services 

DEPARTMENTAL SUPPORT 

Item 5180-001 from all funds Budget p. HW 169 

Requested 1988-89 .......................................................................... $234,158,000 
Estimated 1987 -88 ........................................................................... 238,500,000 
Actual 1986-87 ................................. ~................................................ 218,677,000 

Requested decrease (excluding amount 
for salary increases) $4,342,000 (-1.8 percent) 

Total recommended reduction ................................................... 350,000 

1988-89 FUNDING BY ITEM AND SOURCE 
Item-Description Fund 
518().()()1"()()I-Support General 
518().()()I-890-Support Federal 

Amount 
$80,807,000 
144,183,000 . 

Reimbursements 
Welfare and Institutions Code Section 18969-- State Children's Trust 

Appropriation 

9,120,000 
48,000 

Total $234,158,000 

SUMMARY OF MAJ()R ISSUES AND RECOMMENDATIONS 
1. Child Support Intercept. Reduce Item 5180-001-001 by 

$112l)OO and Item 5180-001-890 by $238,000. Recommend 
reducing proposed contract with the Employment Develop
ment Department (EDD) for child support intercept in the 
Disability Insurance (DI) program to reflect revised imple
mentation schedule. 

2. Technical Assistance for the Greater Avenues for Indepen
dence (GAIN) program. Recommend that the Legislature 
adopt Budget Bill language allocating $100,000 ($50,000 from 
Section 22, $50,000 from federal funds) for continued sup
port of a. contract with EDD to provide technical assistance 

. on labor market information for the GAIN program. 

GENERAL PROGRAM STATEMENT 

Antilysis 
page 

651 . 
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The Department of Social Services (DSS) administers income mainte~ 
nanc~, fo~d stamp, and so~ial services programs. It :uso is resp~~s~ble for 
(1) licensmg and evaluating nonmedical commumty care facilities and 
(2) determining the medical/vocational eligibility of persons applying for 
benefits under the Disability Insurance program, Supplemental· Security 
Income/State Supplementary Program (SSI/SSP), and Medi-Cal/ 
medically needy program. 

The department has 3,634.4 personnel-years in the current year to 
administer these programs. 

OVERVIEW OF THE BUDGET REQUEST 
The budget proposes expenditures of $234 million from all funds, 

including reimbursements, for support of the department in 1988-89. This 
is $4.3 million, or 1.8 percent, less than estimated current-year expendi-
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Item 5180 

tures. Of the total amount requested, $90 million is from the General 
Fund and reimbursements. This is a decrease of $6.1 million, or 6.4 
percent, from estimated current-year expenditures. 

Table 1 identifies the department's expenditures by program and 
funding source for the past, current, and budget years. 

Table 1 
Department of Social Services 

Budget Summary 
198fi.87·through 1988-89 
(dollars in thousands) 

Program 
AFDC-FG&U .............................. . 
AFDC-FC .................................. . 
Child support .............................. . 
SSI/SSP .................................... . 
Special adult .............................. .. 
Food stamps ............................... . 
Refugee programs 

Cash assistance ......................... .. 
Social services ........................... . 
Targeted assistance ..................... . 

Child welfare services ..................... . 
County services block grant ............. .. 
IHSS ....................................... . 
Specialized adult services ................ .. 
Employment services ..................... . 
Adoptions .................................. . 
Child abuse prevention ................... . 
Community care licensing ................ . 
Disability evaluation ....................... . 
Administration .... , ........................ . 

Totals .................................. . 
Funding Sources 
General Fund .............................. . 
Federal funds . ............................. . 
Reimbursements ........................... . 
State Children's Trust Fund .............. . 
Foster Family Home Insurance Fund ..... . 

Actual 
1986-87 
$15,828 

4,433 
7 !1:1l 

689 
225 

20,311 

3,024 
2,173 

389 
3,729 
1,069 
2,188 

284 
4,834 
7,070 
2,042 

31,291 
99,424 
11,677 

$218,677 

$76,884 
133,754 

8,331 
2 

-294 

Proposed Generol Fund Changes 

Est. 
1987-88 
$17,038 

4,216 
9,020 

666 
281 

21,234 

2,876 
2,087 

484 
4,131 

851 
2,151 

282 
6,757 
6,969 
2,118 

32,208 
107,919 
17,212 

$238,500 

$87,753 
142,380 

8,286 
81 

Prop, 
1988-89 
$17,065 

4,122 
10,225 

675 
286 

22,009 

2,673 
2,153 

484 
3,547 

884 
2,201 

288 
7,254 
8,142 
2,066 

34,996 
108,236 

6,852 
$234,158 

$80,807 
144,183 

9,120 
48 

Changefrom 
1987-88 

Amount Pel'C81!t 
$27 0.2% 

-94 -2.2 
1,205 13.4 

9 1.4 
5 1.8 

775 3.6 

-203 -7.1 
66 3.2 

-584 -14.1 
33 3.9_ 
50 2.3 
6 2.1 

497 7.4 
1,173 16.8 
-52 -2.5 

2,788 8.7 
317 0.3 

-10,360 -60.2 
-$4,342 -1.8% 

-$6,946 -7.9% 
1,803 1.3 

834 1o.i 
-33 -40.7 

. Table 2 shows the changes in the department's support expenditures 
that are proposed for 1988-89. Several of the individual changes are 
discussed later in this analysis. 
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Table 2 
Department I)f Social Services 

Departmental Support 
Proposed 1988-89 Budget Changes 

(dollars in thousands) 

1987-88 exPenditures (revised) ...................... . 
Workload Adjustments 

Community care Iicensing-caseload increase .... . 
Elimination of one-time costs-disaster relief .... . 
Expiration of Ch 1163/86:--adult protective ser-

vices pilot program .............................. . 
Sunset of Foster Family Home and Family Small 

Home Insurance Fund .......................... . 
Foster care rat~udits and appeals ............. . 
Other ............................................... . 

Subtotals, workload adjusbnents ................ . 
Cost Adjustments 

Employee compensation ........................... . 
Operating expenses and equipment .............. . 

Subtotals, cost adjusbnents ...................... . 
Program Adjustments 

Greater Avenues for Independence ............... . 
Adoptions district office augmentation ............ . 
Community care licensing legislation ............. . 
County automation and fraud prevention activi-

ties ............................................... . 
Systematic Imnllgration Verification for Entitle-

ment Systems .................................... . 
Implementation of adult protective services pilot 

program (Ch 1163/85) ...... ; .................. .. 
Child support enforcement. . ; ..................... . 
Disability evaluation program reduction .......... . 
Child welfare training program (Ch 1310/87) .... . 
Food stamps expedited services (Ch 1293/87) ... . 
Other ................................................ . 

Subtotals, program adjusbnents ................. . 

1988-89 expenditures (proposed) .................... . 
Change from 1987-88 

Amount ................................ , ............. . 
Percent .................... : ........................ . 

General 
Fund 
$87,753 

$2,297 
-11,200 

-S2 

-388 
172 

-1,839 
(-$11,010) 

$1,026 
494 

($1,520) 

$554 
770 
733 

226 

49 
163 

20 
19 
10 

($2,544) 

$80,807 

-$6,946 
-7.9% 

a Includes federal funds, special funds, and reimbursements. 

Proposed Position Changes 

Other Total 
Funds a Funds 
$150,747 $138,500 

-$263 $2,034 
-11,200 

-81 -133 

-215 -603 
133 305 

-1,078 -2,917 
(-$1,504) (-$12,SI4) 

$1,555 $2,581 
~ 2,490 

($3,551) ($5,071) 

$1,149 $1,703 
193 963 

8 741 

364 590 

95 95 

49 
346 509 

-1,753 -1,753 
20 

18 37 
137 147 

. ($557) ($3,101) 

$153,351 $234,158 

$2,604 -$4,342 
1.7% -1.8% 

The budget requests authorization for 3,849.9 positions in 1988-89 .. This 
is a net increase of 76.7 positions, or 2.0 percent. The single largest 
increase-76.7 positions-is to compensate for current staffing shortages 
and a projected workload increase. in the. Community Care Licensing 
Division. All of the decrease-69.5 positions-is due to a technical 
correction which reflects more accurately the amount of federal funds 
that are available for the Disability Evaluation Division. Table 3 displays 
the position changes for 1988-89. 
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DEPARTMENTAL SUPPORT-Continued 
Table 3 

Department of Social Services 
Proposed Position Changes 

1988-89 
Total 

Existing Proposed Net Cha!!f!.C8 
Program Positions RedUctions Additions Positions Amount Percent 
AFDC-FG/U .......... 284.3 5.6 289.9 5.6 2.0% 
AFDC-FC ............. &5.8 3.0 88.8 3.0 3.5 
Child support ........... 75.3 7.3 82.6 7.3 9.7 
SSI/SSP ................. 12.6 12.6 
Special adult ............ 4.2 4.2 
Food stamps ............ 298.6 7.9 306.5 7.9 2.6 
Refugee programs 

Cash assistance ....... 49.7 0.6 50.3 0.6 1.2 
Social services ........ 30.5 30.5 
Targeted assistance .. 8.9 0.6 9.5 0.6 6.7 

Child welfare services .. 72.5 72.5 
County services block 

grant ............... 20.5 1.0 21.5 1.0 4.9 
IHSS .................... 42.2 0.3 42.5 0.3 0.7 
Specialized adult ser-

vices ................ 6.0 6.0 
Employment programs 

WIN .................. 8.4 8.4 
CAIN ................. 57.8 20.0 77.8 20.0 34.6 

Adoptions ............... 148.9 20.6 169.5 20.6 13.8 
Child abuse prevention. 37.0 1.0 38.0 LO 2.7 
Community care licens-

ing .................. 707.2 76.7 783.9 76.7 10.8 
Disability evaluation .,. 1,699.1 -69.5 1,629.6 -69.5 -4.1 
Administration .......... 123.7 1.6 125.3 1.6 1.3 

Totals ............... 3,773.2 -69.5 146.2 3,849.9 76.7 2.0% 

ANALYSIS AND RECOMMENDATIONS 
We recommend approval of the following major program changes that 

are not discussed elsewhere in this analysis: 
• An increase of $1.7 million ($0.6 million General Fund) for the 

extension of 18.5 limited-term positions and addition of 1.5.new 
limited-term positions to oversee the continuing implementation of 
the GAIN program. 

• An increase of $963,000 ($770,000 General Fund) for 20 positions in 
the Relinquishment Adoptions program to reduce backlogs. 

• An increase of $2.0 million ($2.3 million General Fund augmentation; 
$0.3 million federal funds reduction) for the Community Care 
Licensing Division due to workload increases. 

• An increase of $258,000 ($83,000 General Fund)· for continued 
development and maintenance of the Statewide Automated Child 
Support System. .. 

• An increase of $741,000 ($733,000 General Fund) for the Community 
Care Licensing Division to meet legislative mandates, including the 
collection of licensing fees and timely performance· of post-liceIlsing 
visits. 

• An increase of $305,000 ($172,000 General Fund) to reduce a backlog 
that has accumulated in foster care rate appeals hearings and to 
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resolve rate audit disputes regarding foster care group homes . 
• An increase of $162,000 ($10,000 General Fund) in contract funding 

for the expansion of services provided by the California Parent 
Locator. Service . 

• A decrease of $1.7 million (federal funds) to reflect a decrease in the 
estimated workload of the Disability Evaluation Division. 

Revised Implementation Schedule for Child Support Intercept Reduces Cost 
in the Budget Year ' 

We recommend a reduction of $350,000 ($112,000 General Fund, 
$238,000 federal funds) to more accurately reflect the department's 
contract with the Employment Development Department to intercept 
Disability Insurance checks from claimants delinquent in paying child 
support. (Reduce Item 5180-001-001 by $112,000 and Item 5180-001-890 
by $238,000.) 

Since 1983, the Department of Social Services (DSS) has contracted 
with the Employment Development Department (EDD) to intercept 
Unemployment Insurance (UI) checks from claimants who are delin
quent in paying child support. The department estimates that EDD 
collects $12 million annually in child support payments from UI claimants 
through this intercept system. The DSS uses these payments to (1) offset 
grant payments to AFDC recipients, (2) pay child support directly to 
non-AFDC families, and (3) provide child support collection incentive 
payment~ to county district attorneys. 

Pending legislation, AB 1766, would require EDD and DSS to establish 
a similar child support intercept system in the Disability Insurance (DI) 
program. The budget assumes enactment of this measure and proposes 
$601,000 to implement the DI child support intercept program in 1988-89. 
Both EDD and DSS advise that this amount assumes an implementation 
date of July 1, 1988. However, the departments have recently revised 
their implementation schedule to reflect the fact that the DI program 
will not be fully automated and capable of intercepting DI checks until 
November 1988. 

With a revised implementation date of November 1988, the EDD 
estimates that its costs to operate DI child support intercept will be 
$250,000 in 1988-89, a reduction of $350,000 from the amount proposed in 
the budget. Therefore, we recommend a reduction of $350,000 ($112,000 
General Fund and $238,000 federal funds) to more accurately reflect 
EDD's revised schedule for implementing a child support intercept 
system in the DI program. 

Technical Assistance on Labor Market Information for the GAIN Program 
Should Be Continued 

We recommend that the Legislature adopt Budget Bill language 
allocating $100,000 ($50,OOOfrom Section 22 of the 1988 Budget Bill and 
$50,000 from federal IV-A funds) to support continuation of a contract 
between DSS and EDD for the purpose of providing technical assis
tance to GAIN counties on labor market issues. 

The 1987 Budget Act required the EDD to provide technical assistance 
to GAIN counties in order to improve the quality oflabor market analyses 
that counties use to design and implement their GAIN programs. 
Specifically, the 1987 Budget Act allocated $100,000 from Section 22 to 
support two EDD staff persons dedicated to providing technical assis-
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tance to GAIN counties in designing labor market assessments for GAIN. 
Both DSS andEDD advise thatthis arrangement has been successful in 
improving the labor market information used for GAIN planriing purpos
es. The EDD staff have visited several counties to provide techriical 
assistance and have reviewed the labor inarket assessments in each 
county's GAIN implementation plan. . . 

Because quality labor market information is an essential factor to the 
success of the GAIN program, we recommend that the ;Legislature adopt 
Budget Bill language continuing the current arrangement between DSS 
and EDD. The following language is consistent with this recommenda-
tion: '.' . .. . 

Of the amount appropriated in Section 22· of this act, $50,000 is for the 
support of an interagency contract between the Department of Social 
Services (DSS) .and the Employment. Development Department 
(EDD). This amount shall be matched with $50,000 in federal Title 
IV-A funds in this item. The interagency contract sho.uld identify the 
nature and scope of the activities provided with these' funds. It is the 
intent of the Legislature that this contract support the cost of two. staff 
persons dedicated to providing technical assistance to couri.ty welfare 
departments in: designing labor market. assessments, conducting sur
veys, assessing client training needs, and other areas in which EDD has 
expertise. It is also the intent of the Legislature that DSS notify EDD 
whenever a county plan appearS to be severely deficient in the·~~tent 
to which labor market or client assessments actually identify potential 
job opportunities or client needs; . 

Department of Social Services 

AID TO FAMILIES WITH DEPENDENT' CHILDREN 

Item 5180-101 from the General 
Fund and the Federal Trust 
Fund Budget p. HW 159 

Requested 1988-89 ............................................................. : ......... $4,503,677,000 a 

Estimated 1987"88 ........ ~ .................................................. ,.......... 4,222,624,000·' 
Actual 1986-87 ............................................................................. 4,033,525,000 

Requested increase $281,053,000 (+6.7 percent) 
Recommendation pending .................................................... . 4,503,677,000 

a Includes $223,199,000 in Item 5100.:181-001 and Item "5180-1111-890 to provide a 5.2 perC!lIlt 
cost-of-Iiving adjustment, effective July 1, 1988. . 

1988-89 FUNDING BY ITEM AND SOURCE· " 
Item-Description 
5180-101-OO1-Payments for children 
5180-101-890-Payments for children 
5180-1Bl-001 (a)---Cost-of-living adjusbnent 
5180-1BI-B9O-Cost-of-living-adjusbne!lt 

Total 

Fund 
General 
Federal 
General 
Federal 

Amount 
$2,152,899,000 
2,127,579,000 

106,709,000 .. 
116,490,000 

$4,500,677,000 
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SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
1. Aid to Families with Dependent Children (AFDC)-Longi

tudinal Data Base. Recommend that prior to budget hear
ings, the department provide the Legislature with a plan, 
including a proposed time frame, for developing a longitu-
dinal data base on AFDC recipients. 

2. AFDC' Estimate. Withhold recommendation on $4.5 billion 
($2.2 billion General Fund) pending review of revised 
estimates in May. ' 

GENERAL PROGRAM STATEMENT 

Analfists 
page 
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The Aid to Families with Dependent Children (AFDC) program 
provides cash grants to certain families and children whose income is not 
adequate to provide for their basic needs. Specifically, the program 
provides grants to needy families and children who meet the following 
criteria.' ' 

AFDC-FG. Families are eligible for grants under the AFDC-Family 
Group (AFDC-FG) program if they have a child who is financially needy 
due to the death, incapacity, QTcontinued absence of one or both parents. 
In the current year, an average of 521,500 families will receive grants each 
month through this program. " ' . 

AFDC-U. Families are , eligible for '., grants under the 
AFDC-Unemployed Parent (AFDC-U) program if they have a child who 
is financially needy due to the unemployment of one or both parents. In 
the current year, an average of 74,600 families will receive grants each 
month through this program. " ' . , 

AFDC-FC.Children are eligible for grants under the AFDC-Foster 
Care (AFDC-FC) program if they are living with a licensed or certified 
foster care provider under a, court, order or a voluntary agreement 
between the, child's parent(s) and a county welfare or probation 
department. In the current year, an average of 44,533 children will 
receive grants each month through this program. 

In addition, the Adoption Assistance program provides cash grants to 
parents who adopt children who have special needs. In the current year, 
an average of 5,326 children will receive assistance each month through 
this program. 

OVERVIEW OF THE BUDGET REQUEST 
The budget'proposes e}{penditures of $4.5 billion ($2.3 billion from the 

General Fund and $2.2 billion in federal funds) for AFDC cash grants in 
1988-89. This amount includes $106.7 million in Item 5180-181-001 and an 
additional $116.5 million requested in Item 5180-181-890 to provide a 5.2 ' 
percent cost-of~living adjustment (COLA), effective July 1, 1988 to 
AFDC-FG and AFDC-U grants. The budget does not propose to provide 
a COLA in the rates paid to foster care providers. The total General Fund 
request for AFDC grants represents an increase of $281 million, or 6.7 
percent, above estimated 1.987-88 expenditures. 
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II Table 1 
i ~ Expenditures for AFDC Grants by Category of Recipient 

198&87 through 1988-89 ~ 
(dollars in thousands) ::; 

Z 
Actuoll9lJ6.87 Ertimoted 1987-88 ~ 191J8.89 • ~ 

ReciTJ!8nt OJlegory General FeJemi County Totol· ceneraJ FeJeftJl County ToM ceneraJ R County Totol !G 
Family group .•........•........•...... , $1,445,869 $1,654;137 $178,535· $3,278,541 $1,523,370 .1,61~ $181,458 $3,383,388 $1,602,009 $1,!K13,f11'1 $193,214 $3,598,350 In 

Unemployed parent .................... 304,154 347,965 37 J557 6ffJ,616 315,519 347,668 37,546 700,733 319,099 359,138 38,4IKI 716,717 i§ 
Foster care b ••••••••••••••••••••••••••• 278,213 94,022 14,0 386,837 336,615 115,669 18,002 470,346 384,512 134,316 ID,522 539,350 In 

Adoptions program .. .. .. .. .. .. .. .. .. .. . l2,701 3,974 16,615 16,435 5,742 22,177 ID,562 7,691 28J.53 !i 
QIild ~ incentive payments to coun- n 

ties ............................... 13,291 21,416 -34,7111 17,323 ~,473 -42,796 16,392 27,490 -43,882 Z 
QIild support collections... .. .. .. .. .. .. . -69,478 -72,739 -8,138 -150,355 -77 Jm -81,873 -9,185 -168,995 -83,016 -87,643 -9,833 -180,492 i= -- -- -- --- --- --- -- -- -- -- -- --- .~ 

Subtotals ............................ , $1,984,750$2,048,775$187,849 $4,221,374 $2,131,385 $2,091,239 $185,025 $4,4!T1,649 ~,008 $2,244,069 $198,501 $4,702,178 :III 
In 

AFDC cash grants to refugees ~ 
Tim~. . . . . . . . . .. . . . . . . . . . . . . . . (150,722) (173,778) (18,176) (342,616) (171,866) (198,155) (ID,726) (390,747)(195,249) (225,115) (m,545) (443,909)' h 
TIme-eligibIe ......................... --= (85,626) = (85,626) --= . (81,424) . (81,424) -. (86,956) = (86,956) 0 

. . . ~ 
Totals ..........................•..... $1,984,750 $2,048,775 $187,849 $4,221,374 $2,131,385 $2,091,239 $185,025. $4,4!T1,649 ~,008 $2,244,069.$198,501 $4,702,178 ~ 

~ c 
a Includes 5.2 percent cost-of-living adjustment effective July 1, 1988. 
b Does not include reimbursements from the State Department of Education for severely emotionally disturbed (SED) children. 

:. 
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As shown in Table 1, total expenditures from all funds for AFDC cash 
grants are budgeted at $4.7 billion in 1988-89. This is $295 million, or 6.7 
percent, above~stimated current-year expenditures. 

The AFDC-FG program accounts for $3.6 billion (all funds), or 74 
percent, of total estimated grant costs under the three major AFDC 

Table 2 
Department of Social Services 

Proposed 1988-89 Budget Changes for AFDC Grant 
(dollars in thousands) 

1987 Budget Act .................................................. . 
Adjustments to Appropriation 

Caseload increase 
AIDC-FG&U ................................................ . 
AIDC-FC 

Foster family home ....................................... . 
Grouphome ............................................... . 
SED children .............................................. . 
Other ..................................................... .. 
Subtotals, caseload'iricrease ............................... . 

Court cases ...................... ; .......................... ; .. .. 
Ch 1353/87 (homeless assistance) ............................. . 
Child support collections ...................................... . 
Refugee program audit ....................................... .. 
Other adjustments ..... '00 " ................................... .. 

. Total adjustment to appropriation .......................... . 
1987-88 expenditures (revised) ................................... . 
1988-89 Adju8tments 

Statutory 1988-89 COLA ....................................... . 
Caseload increase . 

AIDC-FG&U ........................................... : .... . 
AIDC-FC 

Foster home ............................................... . 
Group home .............................................. .. 
SED children .............................................. . 
Other ...................................................... .. 

Subtotais, caseload increase ................................ .. 
Ch 1353/87 (homeless assistance) ............................. . 
Court cases ........ '.' ........................................... . 
Increased grant savings 

'Minimum wage ............................................ , ... 
Income & Eligibility Verification System (IEVS) .......... . 
GAIN ................... ; ..................................... . 
Subtotals, grant savings ..................................... .. 

Iricreased child support collections ........................... .. 
Reduced child support incentive payments ................... . 
Other adjustments ............................................ .. 

Total adjustments ............................................ . 
1988-89 expenditures (proposed) ............................... .. 
Change from 1987 Budget Act: 

Amount ........... · .............................................. . 
Percent ........................ ; ................................ . 

Change from 1987-88 estimated expenditure: 
Amount. ........................... ' ...... , .... ; .......... ; ...... . 
Percent ......................................................... . 

General Fund 
. $2,077,521 

$6,462 

6k 
8,371 
6,760 
-686 

($27,142) 
-$2,568 

7,265 
-7~ 
22,942 
6,372 

$53,864 
$2,131,385 

$106,709 

34,209 

16,895 
31,636 
5,236 

-5,930 

($82,046) 
$10,165 
-1,953 

-iO,675 
-240 

-34,384 
($45,299) 
-$5,079 

-931 
-17,435 
$128,223 

$2,259,608 

$182,087 
8.8% 

$128,223 
6.0% 

All Funds 
$4,371,208 

$6,432 

9,498 
17,156 
li,l45 

-6,716 
($37,515) 
-$5,744 

16,100 
-15,584 

4,154 
$36,441 

$4,407,649 

$236,069 

76,893 

29,268 
43,383 
5,512 

-9,159 
($145,897) 

$22,534 
-4,321 

-24,091 
-531 

-75,695 

($100,317) 
-$11;497 

6,164 
$294,529 

$4,702,178 

$330,970 
7.6% 

$294,529 
6.7% 



656 / HEALTH AND WELFARE Item 5180 

AID TO FAMILIES WITH DEPENDENT CHILDREN...;;....Continued 
programs. (excluding child support collections). The Unemployed Parent 
program accounts for 15 percent of the total and the Foster Care program 
accounts for 11 percent. . 

Table 2 shows the factors resulting in the net increase of $295 million 
from all funds proposed for the AFDC program in 1988-89. As the table 
shows, the largest cost increases projeCted for the budget year include: 

• A $236 million ($107 million General Fund) increase to provide a 5.2 
percent COLA for AFDC,FG andAFDC-U grants beginning July 1, 
1988. . 

• A $77 million ($34 million General Fund) increase for an anticipated 
caseload growth of 2.4 percent and 0.5 percent, respectively, in the 
AFDC-FG and AFDC-U programs. 

• A $69 million ($48million General Fund) increase for an anticipated 
13 percent increase in the AFDC-FC caseload. 

• A $23 million ($10 million General Fund) increase to provide 
short-term housing assistance to AFDC recipients pursuant to Ch 
1353/87. . 

These increases are partially offset by reductions attributable to: 
• Grant savings of $76 million ($34 million General Fund) that the 
· department estimates will result from implementation of the Greater 

Avenues for Independence (GAIN) program. 
• Grant savings of $24 million ($11 million General Fund) resulting 
.. from the increase in the minimum wage that will take effect on July 

1, 1988. 
• Increased child support collections of $12 million ($5 million General 

Fund). .. 
The $295 million increase proposed for 1988-89 represents a 6.7 percent 

increase over the department's revised estimate of expenditures in the 
current year. The level of expenditures proposed in the budget, however, 
is $331 million, or 7.6 percent, above the amount appropriated by the 1987 
Budget Act. 

Increases in Current-Year AFDC Grant Costs. The department 
estimates that General Fund expenditures in the current year will exceed 
the amount appropriated in the 1987 Budget Act by$36rnillion ($54 
million General Fund). The main factors contributing to this net increase 
include (1) $31 million ($21 million General Fund) for higher-than
anticipated increases in foster care caseloads, (2) $16 million ($7.3 million 
General Fund) to begin providing housing assistance to homeless AFDC 
families on February 1, 1988, (3) a one-time General Fund cost of $23 
million due to a federal audit of the refugee program, and (4) $16 million 
($7.3 million General Fund) in increased revenues from higher-than-
anticipated child support collections. . .. 

Caseloads and Grants . 
Caseload Growth. Table 3 shows that in 1988-89, the Department of 

Social Services (DSS) expects AFDC caseloads to increase by 41,991 
persons,. or 2.4 percent, from the revised estimate of caseloads in 1987-88. 
As the table shows, this increase reflects an addition of 33,660 persons, or 
2.4 percent, to the AFDC-FG program, an increase ofl,650 persons, or 0.5 
percent; to the AFDC-U program, and an increase of 5,717 children, or 
12.8 percent, to the AFDC-FC program. 
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Table 3. ' 
Department of Social Services 

Aid to Families with Dependent Children 
Average Number of Persons Recei~i'ng Assistance Per Month 

1986-87 through 1988-89 
ChongeFrom 

Actual Est Prop. 1987-88 
Progr(Jm • 1986-87 1987-88 1988-89 Amount Percent 
AIDe-family group ...... , .................. 1,348,033 1,387,560 1,421,220 33,660 2.4% 
AIDe-unemployed parent. ................ 342,001 342,000 343,650 1,650 0.5 
AIDe-fOster care ........................... 39,565 44,533 50,250 5,717 12.8 
Adoption assistance ......................... 4,343 5,3$' 6,2!)o 964 18.1 
Refugees 8 '., 

-Time-eligible ............................. , (4,300) (4,133) (7,742) .' (3,609) 87.3 
-Time,expired ........................ ; .... . (168,000) . (185,600) (200,425) (14,825) 8.0 

Totals ..................................... ; 1,733;942 1,719,419 1,821,410 41,991 2.4% 

8 Grants to refugees who have been in the United States less than 31 months (time-eligible) are funded 
entirely by the federal government. Time-expired refUgees-those who have been in the United 

. States longer than 31 months-may qualify for and receive AIDC grants supported by the normal 
sharing ratio. These figures do not reflect a recent reduction in the number of months of federally 
funded time eligibilitY from 31 to 24 months. . 

COLA Overbudgeted. Existing law requires that AFDC payment levels 
be adjusted, effective July 1, 1988, based on the change in the California 
Necessities Index (CNI) during calendar year 1987. The Commission on 
State Finance is required to calculate the CNI. When the department 
prepared its budget in December 1987, the corru.nission had not yet 
received the data necessary to calculate the percent change in the CNI
which is based on December-to-Decemberchanges in inflation indexes 
reported for Los Angeles and San Francisco. The 5.2 percent increase 
proposed in the budget was based on the Department of Finance's 
November estimate of what this change would be. The commission's staff 
now advises that the data for· December 1987 shows that the CNI actually 
increased by 4.7 percent. " 

Table 4 displays the AFDC grants for 1987,-88 .and for 1988-89. The 
1988-89 grant levels shown on the table reflect the 4.7 percent COLA that 
will take effect on July 1, 1988. The 4.7 percent COLA will result in grant 
levels that are $1 to $5 per month lower than the grants that would have 
been provided under the 5.2 percent COLA estimated in the budget. In 
our analysis of the COLA item (please see Item 5180a81-001), we 
recommend a reduction of $24 million ($12 million General Fund) to 
reflect the lower cost that will resultfrom the 4.7percerit COLA. 

'" Table 4 
Maxh'num AFDC-FG and AFDC-U' Grant Levels 

1987-88 and 1988-89 
Family Size. ., 

1. ................................. : ............... . 
2 ................................................. .. 
3 ................................................. ~.· 
4 .............. : ................................... . 
5 ................................................. .. 

8 Includes a 4.7 percent COLA, effective July 1, 1988. 

1987-88 
$311 
511 
633 
753 
859 

1988-89 8 

$326 
535 
663' 
788 
899 

Difference 
$15 
24 
30 
35 
40 
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ANALYSIS AND RECOMMENDATIONS 
The Department Needs to Develop a DataBase Which Will Help to 
Explain the Dynamics of the AFDC. Caseload 

We recommend that prior to budget hearings, the department 
provide the fiscal committees with a plan, including a proposed time 
frame, for developing a longitudinal data base on the AFDC caseload. 

Currently, the department maintains cross-sectional data on the AFDC 
caseload. Thlit is, it trlicks monthly caseload and grant totals and conducts 
studies of the number of people on aid at a given point in time and their 
characteristics. These data are useful for some purposes. For example, 
they provide a reasonably reliable basis for forecasting AFDC grant costs. 
Cross~sectional data do not provide good information, however, on (1) 
why people are on aid, (2) how long they remain on aid, and (3) why 
they leave aid. In order to address these important questions about the 
dynamics of the AFDC caseload, the department would need to develop 
a longitudinal data base which would track the. aid history of individual 
AFDC recipients. We believe that the department could construct such 
a data base using its existing data processing systems. . 

The department's estimate of AFDC caseloads for 1988-89 raises two 
significant policy questions which illustrate the need for longitudinal 
data. 

Chart 1 

AFDC-FG Dependency Rate 
Number of AFDC-FG Cases . 
per 10,000 Females Aged 15-44 
1972 through 1987" 

880 Hi! AFDC-FG Dependency Rate (left axis) 

860 - Unemployment Rate (right axis) 
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a Data shown are for fiscal year (FY) beginning In year specified. FY 87 data are for the first quarter only. 
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Why is the AFDC-FG Dependency Rate Growing? Chart 1 displays 
the AFDC-FG dependency rate-the number of AFDC-FG cases com
pared to the state's population of women between the ages of 15 and 44-
over a 15-year period (1972 through 1987). The number oLAFDC-FG 
cases per 10,000 females in this age bracket is a good indicator of the 
welfare dependency rate because more than 95 percent of AFDC-FG 
households are headed by women 15-44 years of age. 

The chart shows that the AFDC-FG dependency rate has increased 
steadily over the past several years. During this same period, California's 
unemployment rate has steadily declined. Obviously, there are many 
economic and noneconomic factors which could be affecting welfare 
dependency rates. We also recognize that the unemploynient rate is only 
one measure of the economy and does not necessarily reflect the 
employment opportunities available to AFDC recipients. Nevertheless, 
the chart is noteworthy because it shows that the relationship between 
welfare dependency and unemployment has changed over time. 

The incongruity between the AFDC-FG dependency rate and the 
unemployment rate appears to have emerged immediately following the 
implementation of federal eligibility changes in 1981. and 1982, which 
reduced the amount of income an individual could earn and still remain 
eligible for aiq. The department advises that the number of AFDC-FG 
cases with outside income has dropped significantly over these years, 
indicating that the AFDC-FG caseload has become more isolated from 
the mainstream labor market than it was in the past. This could have 
important implications for the GAIN program's efforts to assist AFDC 
recipients to enter the labor market and reduce welfare dependency, as 
well as for AFDCcosts in the long-term. . 

Why is theAFDC-U Dependency Rate Decreasing More Slowly Than 
the Unemployment Rate? Chart 2 shows the AFDC-U. dependency 
rate-the number of AFDC-U cases compared to the state's population of 
men between the ages of 18 and 59-over a 15-yearperiod (1972 through 
1987). We have compared the AFDC-U caseload to this population group 
because more than 85 percent of AFDC-U households are headed by men 
18-59 years of age. The chart shows that the AFDC-U dependency rate 
has been declining in recent years. The chart also shows that the trends 
in. the AFDC-U dependency rate tend to follow unemployment trends. 
However, the chart shows that, in recent years, the AFDC-U dependency 
has not decreased as dramatically as has the unemployment rate. This 
may be because some individuals in the AFDC-U caseload have not been 
able to take advantage of the improved employm~nt situation for various 
reasons. Again, this phenomenon could have significant implications for 
the GAIN program. 

We believe that the department should begin to address these issues by 
developing a longitudinal data base which would track the aid experience 
of AFDC recipients over time. In order to understand whaUs happening 
with the AFDC caseload, we believe that the department should analyze 
the aid experience of AFDC recipients in conjunction with factors 
including, but not limited to, the following: 

• Unemployment Insurance (UI) and employment experience. 
• Characteristics of AFDC recipients. .. . 
• Prevailing wage rates and earnings of AFDC recipients. 
• Regional economic variations. 
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AID TO FAMILIES WITH DEPENDENT CHILDREN-Continued 
Therefore, we· recommend that prior to budget hearings, the· depart

ment provide the fiscal committees with a plan, including a· proposed 
time frame, for developing a longitudinal data base on the AFDC 
caseload. 

Chart 2 . 

AFDC-U Dependency Rate 
Number of AFDC:U Cases 
per 10,000 Males Aged 18-59 
1972 through 1Q87a m AFDC-U Dependency Rate (left axis) 

- Unemployment Rate (right axis) 12% 

10 

8 

6 
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2 

a Data shown are fo~ fiscal )'eM (FY) beginning In Yeal'speclfled. FY 87 data are fo~ the "~st quarte~ only. 

AFDC Estimate 
We withhold recommendation on $4.5 billion ($2.3 billion General 

Fund and $2.2 billion federal funds) requested for AFDC grant 
payments pending receipt of revised estimates of costs to be submitted 
in May. 

The proposede~penditures for AFDC grants in 1988-89 are based on 
actual caseloads and costs in 1986-87, updated to reflect the department's 
caseloadand cost projections through 1988-89. ·In· May, the department 
will present revised estimates of AFDC costs based on actual caseload 
grant costs through December 1987. Because the revised estimate of 
AFDG costs will be based on more recent and accurate information, we 
believe it will provide the Legislature with a more reliable basis for 
budgeting 1988-89 expenditures. Therefore, we withhold recommenda
tionon the amount requested for AFDC grant costs pending review of 
the May estimate. . 

Our review of the department's AFDC estimates indicates that the 
projections for 1988-89 appear to more accurately reflect actual trends 
than the projections which have been provided in previous budgets. We 
have several specific concerns regarding the estimates, however, which 
we believe the department should address when it prepares its revised 
estimate in May. 
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The AFDC-FG Estimate is Based on Only Nine Months of Actual 
Data. The bridget proposes total expenditures of $3.6 billion (including 
the cost of the proposed 5.2 percent COLA) in 1988-89 for cash grants to 
AFDC~FG recipients. The amount proposed for AFDC-FG assumes an 
average monthly caseload of 534,000 cases. This represents an increase of 
2.6 percent above the number of cases estimated for the current year. 

The AFDC-FG estimate is based on caseload data for the nine-month 
period, October 1986 through June 1987. The department advises that it 
based its estimate on this period because the data for July through 
0ctober 1986 showed a sharp increase in caseload. Since it could not 
explain this increase, the department decided to limit the base period to 
nine months. We estimate that applying the department's estimating 
methodology to a 12-month base period would result in an increase in 
estimated AFDC~FG costs of $93 million, while a 36-month base period 
would result in an,increase of $57 million. The additional months of actual 
data which the department will have available for its May estimate may 
help to explain whether the sharp increase between July and October 
1986 was a one-time anomaly or part of a new trend. 

The AFDC-U Estimate Does Not Reflect the Impact of the Immigra
tion Reform and' Control Act (IRCA) on the State-Only AFDC-U 
Caseload. The budget proposes $717 million for cash grants to AFDC~U 
recipients. This amount assumes an average monthly caseload of 75,100 
AFDC-U cases in 1988-89, which represents 343,600 persons on aid. The 
department expects this caseload to grow slightly during the budget year 
(by less than 1 percent). 

!RCA is a recently enacted federal program which allows aliens 
residing in this country illegally to apply for legal residency if they meet 
certain criteria. !RCA prohibits recently legalized individuals from 
receiving federally funded AFDC. However, under state law, these 
indiviq.uals would qualify for the state-only AFDC-U program. Under the 
state-only AFDC-U program, eligjbility is limited to three months. The 
administration anticipates that as a result of !RCA, a large number of 
recently legalized individuals will qualify for cash assistance under the 
state-only AFDC-U program. Specifically, Section 23.50 of the 1988 
Budget Bill proposes $7.4 million in federal State Legalization Impact 
Assistance Grant (SLIAG) funds for the AFDC-U program to support 
these individuals. However, the DSS budget does not reflect any increase 
in the AFDC-U caseload resulting from this anticipated increase due to 
!RCA. We were unable to assess what impact !RCA would have on AFDC 
caseloads because, at the time this analysis was prepared, the department 
was unable to provide us with an estimate. (Please see our review of the 
administration's !RCA proposal in The 1988-89 Budget: Perspectives and 
Issues.) , 

The AFDC-U Estimate Also Does Not Reflect the Impact o/Recent 
Reductions in Federal Funds for Refugees; The costs proposed in this 
item include costs to provide AFDC grants to refugees who are eligible 
for AFDC programs-most refugees on AFDC are in the AFDC-U 
program since , they are typically in intact families. Currently, the federal 
government will pay 100 percent of the costs to provide AFDC grants to 
refugees who have been in the county less than 31 months (referred to as 
time-eligible refugees) . The costs to provide AFDC to time-expired 
refugees' are supported by federal, state, and county funds according to 
the normru sharing ratio for AFDC grants. The federal government 
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recently notified DSS that,. effective February 1988, federal funding 
reductions will result in reducing from 31 months to 24 months the period 
for which refugees are time-eligible (supported 100 percent by federal 
funds). As a result of this· change, fewer refugees will qualify for 100 
percent federal funding. Consequently, the state and the Gounties will be 
required to share the AFDC costs for a greater percentage of the refugee 
caseload than is proposed in the budget.· According to DSS' preliminary 
calculations, this change. will result in increased General Fund costs in 
this item of approximately $3.5 million in 1987-88 and approximately $8 
million in 1988-89. We expect the department to reflect this change in its 
May estimate. 

Department Should Evaluate New Homeless AssistQnce Program. 
The budget includes $36 million ($17 million General Fund, $19 million 
federal funds) for a new homeless assistance program. Chapter 1353, 
Statutes of 1987, provides short-tehn assistance for· homeless AFDC 
familiesby providing funds for (1) temporary shelter and (2) security 
and utility deposits to aid families in obtaining permanent shelter. The 
measure makes implementation of this program conditional upon the 
state receiving federal funds for a share of the costs. 'The depar~ent 
advises that the federal government has approved California's plan to 
implement a homeless assistance program on a one-year basis. Wepelieve 
that the department should use this one-),ear period to evaluate the 
program's effectiveness. IIi The 1988-89 Budget: Perspectives and Issues, 
we recommend that DSS report to the fiscal committees on its plan~ to 
evaluate the effectivenessofthe homeless assistance program· in reducing 
homelessness among AFDC families. 

Estimate o/GAIN "Grant Avoidance" Savings Lacks Credibility. The 
1988-89 budget anticipates that· the GAIN program will result in AFDC 
grant savings of $169 million ($76 million Genera! Fund). Of this amouht, 
$90 million in savings ($41 million General Fund) is due to individuals 
finding jobs as a result of education and training services provided under 
the program. The remaining $79 million ($36 million General-Fund) is 
due to "grant avoidance"-savings resulting from people who do not 
apply for aid or who terminate aid rather than participate in the program. 

The department's estimate· of grant avoidance savings is based on its 
assumption that 6 percent of mandatory GAIN participants will (1) nEwe:r 
apply for aid or (2) terininate aid during the year. According to the 
department, these families have other sources of income on which they 
can depend in lieu· of collecting AFDCbenefits. For example, 't1;te 
department.believes that families receiving income that is not:teported 
for tax purposes would be discouraged from applying for grants due to 
GAIN participation requirements. 

We believe that the department's arguments are not sufficiently 
convincing to warrant a reduction in. anticipated AFDCgrant expendi
tures of $79 million. First, the department could not provide data to 
demonstrate that any grant avoidance will take place. . . 

Second, the department could not· provide data substantiating ··its 
assumption that 6 percent of all. mandatory. program participants will 
never apply for aid or terminate during the budget year. The department 
advises that its estimate represents an educated guess of the actual figure, 
The department further indicates that it does not expect to obtain actual 
data in the near future to substantiate an estimate. We believe the only 
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possibility of obtaining actual data on· grant avoidance Is through the 
study of th~ GAIN· program currently being coordinated by the Man
power Demonstration Research Corporation., At the earliest, however, 
these data' will not he available until 1990. .' . 
. ' Without data to buttress its assertions, the estimate of grant avoidance 
included in the 1988-89 budget is without foundation. Programs such as 
the Employment Preparation Program (EPP) and Experimental Work 
Experience Program (EWEP), operated by San Diego County, have 
demonstrated that by requiring participation in job search and training 
programs, the GAIN program· will reduce the level of AFDC expendi
tures. (The EPP and EWEP . required certain AFDC applicants to 
participate in job search and work experience activities.) • 

W ~ think that th,e.1988-89 estimate of savings due' to people finding jobs 
as a result of GAIN that is derived from the San Diego experience has a 
solid analytical foundation. However, the department's assertion that, in 
addition,6 percent ofthe mandatory caseload will voluntarily terminate 
or be discouraged from applying for aid has never been demonstrated. 
We believe that when it prepares its May estimate, the department 
should reconsider its decision to include grant avoidance savings. 

AFDC~FC Estimate 

The budget proposes total expenditures of $539.4 million in 1988-89 for 
the AFDC-Foster Care (AFDC-FC) program. This amount includes 
$384.5 million from the General Fund, $134.3 million in federal funds, and 
$20.5 million.in county funds; The expenditure proposal' assumes that 
there will be an average. of 50,250 children in foster care in,I~88-89. This 
is 5,717, or 13 percent, more children than the caseload anticip'ated in the 
current year. '. '. . , 

The Foster Care Estimate Does Not Take Into Account the State's 
Shortage of Family Homes. The department's estimate of the number of 
children placed in family homes ass:umes that this caseload will continue 
to grow at the same 'rate as in recent years-about 14 percent. Our 
analysis of the suppl~ of family homes in the state, however, indicates that 
available homes will soon be' filled to capacity (we discuss the family 
home shortage in ,m,ore detail in., our analysis of the Community Care 
Licensing budget-4tem: 5180-161) .If this occurs, social workers will have 
to place children in emergency shelters and group homes rather than 
family homes. As a result, we would expect the rate of growth of family 
home caseloads to decrease and that of group hom~s to increase. We 
believe that the department should attempt to take into· account the 
state's shortage of family homes when it prepares its revised estimates of 
foster care caseloads. 

The Department's .Estimate of the AFDC-FC Savings That Will 
Result From a Proposed Increase in Funding For the Adoptions 
Program is Unrealistic. The budget proposes General Fundaugmenta
tions of $5.4 million and. $1.0 million, respectively, for county adoption 
agencies and state district adoptions offices. (We discuss these augmen
tations in more detail in our analyses of the social services programs 
budget~Itein 518O-151-and the department's support budget~Item 
518()-OOl.) The department projects that the augm,entations will.result in 
savings of $9.3 million ($6.0 million General Fund, $3.0 million federal 
funds, and $0.3 million county funds)·in·foster care expenditures during 
1988-89. 

22-77312 
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The department's projection of foster care savings assumes that the 

increase in adoptions funding will enable county and state adoptions 
agencies to place 1,174 additional foster care children in adoptive homes 
in 1988-89. Adoptive placements result in savings to the foster care 
program because foster care payments cease as soon as adoptive place
ment occurs. Our analysis indicates that the estimate of the foster care 
savings that will result from the adoptions augmentation is unrealistic for 
four reasons: 

• The estimate assumes that an augmentation that will fund a 23 
percent increase in adoptions staff will generate a 48 percent 
increase in ad<?ption placements. This assumpti?n im,I>lies that the 
new staff that IS funded through the augmentation will place more 
children, on average, than the existing staff. The department has not 
provided any evidence to support this assumption.. . 

• The estimate assumes that all of the additional adoptions will occur 
.in the first three months of the year, saving nine months of foster 

Care grant payments. It is more likely that adoptive placements, 
hence savings, would occur evenly over the course of the year. 

• The estimate does not take into account the increase of adoption 
assistance payments (cash payments to parents who adopt hard-to
place children) that is likely to result from the anticipated increase 
in adoptions. 

• The estimate exaggerates the savings from adoptions by using an 
unrealistic average foster care payment rate to calculate savings. 

After adjusting for these factors, we estimate that the foster care 
savings resulting from· increased adoptions would be $1.3 million instead 
of the $9.3 million projected in the budget. We believe that the 
department should include a more realistic estimate of the 1988-89 
savings in its May estimate. 

Department of Social Services 
STATE SUPPLEMENTARY PROGRAM FOR THE AGED, BLIND, 

AND DISABLED 

Item 5180-111 from the General 
Fund and the Federal Trust 
Food Budget p. HW 161 

Requested 1988-89 .......... , ............................................................ $2,024,651,oooa 
Estimated 1987-88 ....................................................................... 1,856,441,000 
Actual 1986-87 ............................................................................. 1,665,013,000 

Requested increase $168,210,000 (+9.1 percent) 
Total recommended reduction ................................................ None 
Recommendation pending ......................... ~.............................. 2,024,651,000. 

"This amount include~ $140,734,000 proposed in Item 5180-181-001 to provide a 5.2 percent 
cost-of-living increase, effective January 1, 1989. 
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1988-89 FUNDING BY IrEMAND SOURCE 
Item-Description 
51BO-lll.()()1:-Payments to !lged, blind, and dis-

abled '," , " " 
51BO-lll-890-Payments to aged, blind;and dis

abled refugees ' 
51BO-IBl.()()I-Payments to aged, blind, and dis-

" abled-'-COLA ' . , . . 
51BO-IBI-890-Paymentst6 aged, blind, and dis

abled refugees-,:..:cOLA 
Toial 

Fund 
GeI,lerai 

Federal 

, General 

Federal 

Amount 
$1,B73,005,OOO 

10,911,000 

140,400,000 

335,000' 

$2,024,651,000 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
Analysis 

page 

1. Withhold recommendation()n: $2 billion from the General 
Fund pending review of revised estimates in ~ay. 

GENERAL PROGRAM STATEMENT 

669 

. The Supplemental Security Income/State Supplementary Program 
(SSI/SSP) provides cash assistance ~o eligible aged, blind, and disabled 
persons; A person may be eligible for the SSI/SSP program if he or she is 
elderly, blind, or disabled and meets the income and resource criteria 
established by the federal government. ' 

The~ federal government pays the cost of the SSI grant. California has 
chosen to supplement the federal payment by providing an SSP grant. 
The SSp, grant is funded entirely from/the state's General Fund. In 
California, the SSIISSP program is administered by the federal govern
mentthrough local Social Security Administration (SSA) offices. 

OVERVIEW OF THE BUDGET REQUEST 
The budget proposes an appropriation of. $~ billion from the General 

Fund for the state's share oftheSSI/SSP program in 1988-89. The budget 
also includes $11 million in federal funds to reimburse the state for the 

Table 1 
SSI/SSP Expenditures 
1986-87 through 1988-89 
(dollars in thousands) 

Actual Est. 
Category of Recipient 1986-87 1987-88 
Aged .............................................. $1,153,103 $1,022,B9B 
Blind .............................................. 84,923 107,434 
Disabled ..................... : .. : ................. 1,750,107 2,179,451 

Totals ........................................... $2,988,133 $3,309,783 
Funding Sources 
Included in Budget Bill: 

General Fund .............. ',' ............... :: '. $1,655,958 $1,845, 729 . 
Federal funds (reimbursements for refugeeS). 9,055 10,712 
Subtotals;' Budget Bill ......................... ($1,665,013) ($1,856,441) 

Not Included in Budget Bill: 
SSI grants .................... : ................. $1,323,120 $1,453,342 

• Includes 52 percent SSI/SSP COLA, effective JanlW'}' 1, 1989. , 

Prop. 
1988-89" 
$1,090,994 

114,71B 
2,411,024 

$3,616,736 

$2,013,405 
11,246 

($2,024,651) 

$1,592,085 

Percent 
Change 
From 

1987-88 
6.7% 
6.B 

10.6 
9.3% 

9.1% 
5.0 

(9.1%) 

9.5% 
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grant costs of refugees and $335,000 for the federal share of a state 
cost-of~living adjustment (COLA) granted to refugees. The total pro
pos'ed appropriations are an increase of $168 million, or 9.1 percent, above 
estimated current-year expenditures. 

The budget also assumes that federal expenditures for SSIgrant costs 
will be $1.6 billion. This is an increase of $139 million, or 9.5 percent, 
above estimated federal expenditures in the current year.·The combined 
state and federal expenditure anticipated by the budget for the SSI/ SSP 
program is $3.6 billion, which is an increase·of $307 million, or 9.3 percent, 
above estimated current-year expenditures. 

Table 1 shows SSI/SSP expenditures by category of recipient and by 
funding source, for the years 1986-87 through 1988-89. 

Table 2 shows the factors resulting in the net increase of$307 million in 
all funds for the SSI/SSP program in 1988-89. As the table shows, the 
largest cost increases projected for the budget year are attributable to: 

• A $166 million ($91 million General Fund) increase to fund an 
estimated 4.9 percent caseloadgrowth. ' 

• A $140 million General Fund increase to provide a 5.2 percent COLA 
for SSI/SSP grants, beginning January 1, 1989. ' , 

• A $71 million General Fund increase to fund the full-year costin 
1988-89 of the 2.6 percent COLA 'provided for SSI/SSP grants on 
January 1, 1988. 

These increases are partially offset by a decrease of $136 million in 
General Fund costs resulting from COLAs in the federal SSI program and 
social security benefits. These increases are counted as increased bene
ficiary income and thus reduce the state share of grant costs. 

Table 2 
SSI/SSP Budget Changes 
, 1988-89 

(dollars'inthousands) 

1987 Budget Act. ............................ , .. ; .................. . 
1987-88 Adjustments to Appropriations 

Unanticipated caseload increase ............................... . 
Increase in 1/88 federal COLA b ............................... . 

Baseline change for 1/88 state COLA ........................ .. 
Ferleralreimbursement for refugees .......................... . 
Total deficiency .... , ............................................ . 

1988-89 Adjustments 
Increase in caseload ........................................... .. 
Full-year costs of 1/88 state COLA ............................ . 
Full-year costs of 1/88 federal COLA b ....................... . 

1/89 federal COLA (3.8 percent) b ........................... . 

1/89 state COLA (5.2 percent) ............................... .. 
Increased costs for recipients in instibItes for mental disease. 
Federal reimbursement for refugees ........................... . 

1988-89 expendi~es (proposed) ..................... , .......... . 
Change from 1987-88: ' 

Amount. ......................................................... . 
Percent ............................. : ........................... . 

General Fund 
$1,832.3 

$21.1 
-5.1 
-1.2 
-1.4 

$13.4 

$91.0 
71.1 

-77.0 
-58.8 
140.4 

1.2 
-0.2 

$2,013.4 

$167.7 
9.1% 

All Funds a 

$3,271.4 

$36.1 
3.5 

-1.2 

$38.4 

$165.8 
71.1 

-49.9 
-23.4 
140.7 

2.6 

$3,616.7 

$306:9 
9.3% 

a Includes federal SSI payments not appropriated in the state budget as well as General Fund amounts. 
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ANALYSIS AND RECOMMENDATIONS 
Eligibility Requirements 

The SSA administers the SSI program. In addition, the SSA will 
administer a state's SSP program if it is requested t6 do so by the state. 
When the SSA administers a state's SSP program, as it does in California, 
federal eligibility requirements are used to determine an applicant's 
eligibility for both the SSI and SSP programs. 

To be eligible for the SSI/SSP program, individuals must fall into one 
of three categories-aged, blind, or disabled. In addition, ,their income 
and resources cannot exceed certain specified limits. . 

With one exception, the eligibility requirements fOl: the SSI/SSP 
program are essentially unchanged from the current year. The federal 
Deficit Reduction Act of 1984 (DEFRA) increased the limit for personal 
and real property by $100 for individuals and $150 for couples for each 
year of a five-year period beginning January 1, 1985. Under this provision, 
the resource limits for (1) individuals are $1,900 in 1988 and $2,000 in 1989 
and (2) couples are $2,850 in 1988 and $3,000 in 1989. 

General Fund Deficiency of $13.4 Million in 1987-88 
The budget anticipates that expenditures for SSI / SSP during 1987-88 

will exceed available funds by $38.4 million ($13.4 million General Fund), 
or 1.2 percent. As Table 2 shows, the deficiency is primarily attributable 
to: ' 

• A $36 million ($21 million General Fund) increase due to a 1.1 
percent increase in caseload above the level assumed in the Budget 
Act . 

• A $3.5 million increase ($5.1 million decrease in General Fund costs) 
because the federal COLA that was applied to SSI grants and social 
security benefits on January 1, 1988 was higher than anticipated. The 
higher-than-anticipated federal COLA resulted in a shift of costs 
from the state to the federal government. 

Grant Levels and Cost-of-Living Adjustments 
The maximum grant amount received by an SSI/SSP recipient varies 

according to the recipient's eligibility category. For example, in 1988 an 
aged or disabled. individual can receive up to $575 per month, while a 
blind individual can receive up to $643. The actual amount of the grant 
depends on the individual's other income. In addition to categorical 
differences, grant levels vary according to the recipient's living situation. 
The majority of SSI/SSP recipients reside in independent living arrange
ments. 

Federal and State COLA Requirements. Cost-of-living increases for 
the SSI/SSP grant are governed by both federal and state law. As regards 
federal law, the SSA amendments of 1983 require California to maintain 
its SSP grants at or above the July 1983 level. This means that for aged or 

I disabled individuals-who represent the largest groups of recipients-the 
. state' must provide at least $157 per month in addition to the SSI grant 
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provided by the federal government. The SSP grant levels proposed in 
the budget exceed those required by federal law. -. '. , 

State COLA Overbudge.ted. Existing state law requires that the total 
SSI/SSP payment levels be adjusted, effective January 1, 1989, based on 
the change in the Cafifomia Necessities Index (CNI) ,during calendar 
year 1987. The Commission on State Finance 'is required to calculate the 
CNI, which is based on December-to-December changes in inflation 
indexes reported for Los Angeles and San Francisco. When the .-depart
ment prepared its budget in December 1987, the commission had not yet 
received the data necessary to calculate the percent change in the CNL 
The 5.2 percent increase proposed in the budget was ,based on the 
Department of Finance's November estimate of what this .change would 
be. The commission's staff now advises that the data forJ;>ecember 1987 
shows that the CNI actually increased by 4.7 percent. . . 

Table 3 displays the SSI/SSP grants for 1988 and for 1989 using the 4.7 
percent COLA that is required by existing law. As the table shows, th~ 
COLA that will take effect on January 1, 1989 will result in grant levels to 
individuals that are $27 to $59 higher than the grants in 1988. In. our 
analysis of the COLA item (please see Item 5180-181,001); we recom~ 
mend a reduction of $13.5 million from the General Fund to·reflect the 
lower cost that will result from the 4.7 percent COLA for SSI/SSP. 

Table 3 
Maximum Monthly SSI/SSP Grant Levels 

Calendar Years 
1988 and 1989 

Category of Recipient b 

Aged or disabled 
Individual: 

Total grant ................................ .- ....... . 
SSI. ............................................... . 
SSP ............................................... . 

Couple: 
Total grant ....................................... . 
SSI. ................................................ . 
SSP .............................................. .. 

Blind 
Individual: 

Total grant.; ........... ;; ........................ .-
SSt ........... ; ..................... · ........... · ... . 
SSP .............................................. .. 

Couple: 
Total grant ....................................... . 
SSI. ............................................... . 
SSP .............................................. .. 

Aged or disabled in.dividual 
Norunedical boa,rd and care: 

Total grant ....................................... . 
SSI ................................................ . 
SSP .............................................. .. 

1988 

$575 
354 
221 

1,066 
532 
534 

643 
354 
289 

1,253 
532, 
721 

648 
354 
294 

$602 
368 

' 234 

1,116 
552 
564 

673 .. 
368 i 

305 

1,312 
552 
760 

678 
368 
310 

Difference 

$27 
14 
13 

50 
20 
30 

30 
14 
'16 

59 
20 
39 

30 
14 
16 

a Assumes a 4.7 percent increase in SSI I SSP grants and a 3.8 percent increase in SSI grants, effective 
January 1, 1989. 

b Unless noted, recipients are in independent living arrangements. 
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Potential Supplemental Rates for Board and Care Facilities. As Table 
3 shows, the highest grant level is provided to recipients who reside in 
nonmedical board and care facilities. In 1988, an individual in . such a 
facility can receive up to $648 per month. During the most recent period 
for which we have data-December 1985 through November 198~ 
Gelleral Fund payments to these facilities totaled $200.9 million, or 
approxjmately 13 percent, of total SSP grants to all recipients for the. same 
period. 

Maximum grants for board and care facilities may increase, depending 
upon the Legislature's action on the 1988-89 Budget Bill and legislation to 
establish supplemental rates for those facilities. Chapter 1127, Statutes of 
1985, required the Health and Welfare Agency (HWA) to submit an 
implementation plan to the Legislature by December 1, 1986 that would 
establish supplemental payments based on three levels of care in the 
board and care facilities that. serve elderly persons. Based on the plan 
submitted by the HW A, we estimate that implementation of legislation 
establishing the supplemental rates would result in General Fund costs of 
approximately $8.7 million in 1988-89. Legislation has been introduced 
(SB 50) to implement the supplemental rates to the extent that funds are 
appropriated by the Budget Act. The budget, however, does not propose 
funding for the increased rates. The state SSP program will bear the full 
cost of any supplemental rates, because no additional federal SSI funds 
will be available for this purpose. 
Estimates Will Be Updated In May 

We withhold recommendation on $2.0 billion from the General Fund 
requested for SSIISSP grant costs, pending review of revised SSIISSP 
expenditure estimates to be submitted in May. 

The proposed expenditures for the SSII SSP program are based on 
actual caseload and cost data through July 1987. The department will 
present revised estimates in May, which will be based on program costs 
through February 1988. Because the revised estimates will be based on 
more rece.n~ experience, the estimates will provide the Legislature with 
a more reliable basis for budgeting 1988-89 expenditures. 

The May revision will also give the department an opportunity. to 
improve its estimate by addressing several specific concerns that we have 
identified in our review of the estimate detail that the department 
submitted in support of the budget. We discuss these concerns below. 
Basic CaseloadEstimate May Be Too Low 

The budget proposal assumes an average monthly SSIISSP caseload of 
777,217, which is an.increase of 4~9 percent, above estimated current-year 
caseloads. Table 4 compares the projected caseload in each recipient 
category for 1987-88 and 1988-89. 

Table 4 
SSI/SSP 

Average Monthly Caseload 
1986-87 through 1988-89 

Eligibility Category 
Aged ............................................. . 
Blind ............................................. . 
Disabled ......................................... . 

Totals .......................................... . 

Actual 
1986-87 
272,443 
20,062 

413,488 
705,993 

Est. 
1987-88 
281,317 
20,683 

438,875 
740,875 

Prop. 
1988-89 
289,567 
21,333 

466,317 
777,217 

Percent 
Change 
From 

1987-88 
2.9% 
3.1 
6.3 

4.9% 
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Compared to the most recent actual experience, a caseload fucrease of 
4;9 . percent would represent a 'reduction in the rate of growth of the 
SSI/SSP caseload. For example, Table 5 shows that· the number of 
recipients increased by 5.5 percent between the first six months of 
1986-87 and the same period in 1987-88. Although this is only a difference 
of six-tenths of a percentage point above the 4.9 percent increase 
projecte~ by the· department, the higher growth rate would result in an 
additional General Fund cost of approximately $22 million. 

Eligibility Category 

Table 5 
.SSI/SSP 

Actual Change in Average SSI/SSP Caseload 
July through December 

1986-87 and 1987-88 

July-December 
1986-87 1987-88 

Aged ......................... , ........................ . 270,149 280,499 
Blind ..................................... · ............. . 
Disabled ........................... : .................. . 

19,847 . 20,467 
406,850 433,917 

Totals ............................................... . 696,846 734,883 

Percent 
Change 
From 

1986-87 
3.8% 
3.1 
6.7 
5.5% 

Upward Trend in Disabled Caseload.· The. accelerating growth in the 
SSI/SSP caseload during the past year represents a change from prior 
years. For example, the disabled caseload declined from· 1981 through 
1983. In the spring of 1984, the caseload began to increase slightly and 
since July 1986 it has shot upwards; During the first six months of 1987~88, 
the disabled caseload was 6.7 percent higher than in the same period in 
1986-87. The comparable increase in'the prioryear was only 4.3 percent. 
The department, however, project!? a 6.3 pet:cent increase in the disabled 
caseload between 1987-88 and 1988-89. . 

Our review indicates that the disabledcaseload initially began to 
increase in 1984 when the federal Secret~y of· Health and Human 
Services imposed a· moratorium on periodic. reviews (referred to as 
"continuing disability reviews (CDRs)") of disabled SSl/SSP recipients. 
These reviews were conducted to determine continued eligibility . for 
benefits and resulted in terminations for some recipients. Although CDRs 
resumed in May 1986, the growth in the disabled caseload has not slowed. 

Although we are not certain of the factors that are causing the gr'owth 
in this population, we believe that it is in part the result of changes that 
Congress made to the SSI eligibility standards when it authorized the 

.resumption of CDRs in late 1985. The new standards made it more 
difficult to terminate disabled persons from aid and broadened the 
eligibility criteria for mentally ill SSI/SSP applicants. If the new standards 
are, in fact, the major reason for the higher-than-anticipated increases in 
the disabled caseload, then the recent trend of increasing rates of growth 
in this caseload will most likely continue. 
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Upward Trend in Aged Caseload. Since March 1985, the number of 
aged recipients also has been growing at a steadily increasing. rate. 
During the first six months of 1987-88, the aged caseload was 3.8 percent 
higher than in the same period in 1986-87. The department, however, 
projects a 2.9 percent increase in the aged caseload between 1987-88 and 
1988-89. .. , 

Estimate Does Not Account for the lncrease in the Minimum Wage 
As a result of the increase in the minimum wage to $4.25 per hour on 

July 1, 1988, the income of some employed SSI/SSP recipients will 
increase. To the extent that this occurs, it will result in reduced grant 
costs for these individuals. The department's estimate does not take this 
factor into account. 

Our analysis indicates that there is at least one methodology that the 
department could use to estimate the decrease inSSI/SSP costs that will 
result from the increase in the minimum wage. The department collects 
information on the number ofSSI/SSP recipients with income and on the 
amount of income they earn. The Employment Development Depart
ment (EDD) has a data base that may be used to tie the amount of 
mOIl.thly income for a sample of the total California population to average 
hourly income. By applying the EDD data on hourly income to the DSS 
data on SSI/SSP recipients' monthly income, we believe that the 
department may be able to estimate the number of SSI/SSP recipients 

. currently earniJ;1g below $4.25 per hour. This would allow the department 
to project the increase in earnings of these recipients and the resulting 
reduction in their SSI/ SSP grants. . 

Estimate Does Not Accurately Account for the General Fund Savings That 
Will Result From the Federal SSI and Social Security COLAs· 

As a result of annual federal COLAs to SSI grants and social security 
benefits, state costs for SSP grants decrease. This is because (1) the 
COLAs for SSI grants offset the General Fund costs ofthe state COLA 
that is provided for the whole SSI/SSP grant and (2) the COLAs for social 
security benefits increase beneficiary income resulting in reduced costs 
for SSI/ SSP . 
. The department's estimate does not accurately account for these 
General Fund savings because the computer model that it uses to 
estimate the impact of the federal COLAs on state grant costs is 
inaccurate .. The model was developed in the 1970s and the department 
recognizes. that it is outdated. This was particularly evident in the 
department's May 1987 estimate for the 1987-88 S~I/SSP costs, which 
provided an inaccurate estimate of the cost of the SSI/SSP. program for 
reasons that could not be explained by the caseload estimate or other 
identifiable factors.· The department is updating the computer model and 
should have the revised model ready in time for the May estimates. 

Estimate Does Not Account for Federal Reductions in the Refugee Program 
The federal government pays the full amount of grant costs for certain 

refugees, offsetting General Fund costs for their grants. The depart
ment's budget proposal ignores the impact of federal reductions in the 
refugee program which reduce from 31 to 24 months the period for which 
the federal government will pay the full cost of cash assistance. provided 
to refugees after they enter this country. As a result of these changes, 
fewer refugees will be supported by federal funds and the state will be 
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required to pay the grant costs of a greater percentage of the refugee 
caseload than is proposed in the budget. The department should be able 
to reflect the decreased amount of available federal funds in its May 
revision. 

Depa rtment of Socia I Services 

SPECIAL ADULT PROGRAMS 

Item 5180-121 from the General 
Fund and the Federal Trust 
Fund Budget p. HW 162 

Requested 1988-89 ............................................................ ; .............. . 
Estimated 1987-88 .......................................................................... .. 
Actual 1986~87 ................................................................................. .. 

Requested increase $302,000 (+10.6 percent) 
Total recommended reduction .................................................... . 

1988-89 FUNDING BY ITEM AND SOURCE 
Item-DeSCription 
51BO-I21'()()I....:special Adult programs 
51BO-121-890-Special Adult programs 

Total 

GENERAL PROGRAM STATEMENT 

Fund 
General 
Federal 

$3,160,000 
2,858,000 
2,477,000 

None 

Amount 
$3,085,000 

75,000 
$3,160,000 

The Special Adult programs consist of three distinct program elements 
designed to fund the emergency and special needs of Supplemental 
Security Income/State Supplementary Program (SSIISSP) rycipients. 
These elements are the (1) Special Circumstances program, which 
provides financial assistance for emergency needs, (2) Special Benefits 
program, which provides a monthly food allowance for guide dogs 
belonging to blind SSIISSP recipients, and (3) Temporary Assistance for 
Repatriated Americans program, which provides assistance to needy U.S. 
citizens returning from foreign countries. 

OVERVIEW OF THE BUDGET REQUEST 
The budget proposes a General Fund appropriation of $3.1 million for 

the Special Adult programs in 1988-89. This is $302,000, or 11 percent, 
more than estimated General Fund expenditures for this program in the 
current year. This increase results primarily from projected expenditure 
growth in the Special Circumstances program. 

The budget also proposes $75,000 in federal funds to provide cash 
assistance to repatriated Americans. This is the same amount as is 
estimated for the current year. 

ANALYSIS AND RECOMMENDATIONS 
We recommend approval. 
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The department proposes to increase expenditures for Special Adult 
programs in the budget year based oncaseload growth in 1985-86 and 
1986-87. Our analysis indicates that the proposed increase is appropriate. 

Department of Social Services 
REFUGEE CASH ASSISTANCE PROGRAMS 

Item 518O~131 from the Federal 
Trust Fund . Budget p. HW ·164 

Requested 1988-89 ............................................................................ $49,983,000 a 

Estimated 1987-88 ........................... ~ .. ;............................................. 46,643,000 
Actual.1986-87 ...................................................................................... 47,762,000 

Requested increase $3,340,000 (+7.2 percent) 
Total recommended reduction .......................... ; .................. ;....... None 

a Includes $1,231,000 proposed in Item 5180-181-890 as a 5.2 percent cost-of-Iiving increase. 

1988-89 FUNDING BY ITEM AND SOURCE 
Item-Description 
51BO-131-890-Refugee programs-Local assis· 

tance 
51BO-181.aoo:-Refugee programs-Local assis

tance-COLA 

Total 

GENERAL PROGRAM STATEMENT 

Fund 
Federal 

Federal 

Amount 
$48,752,000 

1,231,000 

$49,983,000 . 

This item appropriates federal funds that pay for the costs of cash 
grants and medical assistance provided to refugees and Cuban/Haitian 
entrants who are eligible for assistance and who have been in this country 
for less than 31 months. Refugees who have been in this country for more 
than 31 months and who meet applicable eligibility tests, may receive 
assistance under the ~d to Families with Dependent Children (AFDC), 
Supplemental Security Income/State Supplementary Program 
(SSIISSP), Medi-Cal, and county general assistance (GA) programs. 

ANALYSIS AND RECOMMENDATIONS 
We rec()mmend appmval •. 
The budget proposes expenditures of $49,983,000 in federal fun<;ls to 

refugees and entrants in 1988-89 for cash and medical assistance provided 
through the Refugee Cash Assistance program. This is an increase of $3.3 
million, or 7.2 percent, above estimated current-year . expenditures. 

The $3.3 million increase consists primarily of (1) a $1.8 million 
increase in medical assistance costs and (2) a $1.2 million increase 
proposed in Item 5180-181-890 as a 5.2 percent cost-of-living adjustment 
(COLA) per the requirements of existing law. As discussed in our review 
of the COLA item (please see Item 5180-181), the amount proposed for 
the COLA is overbudgeted because it is based on an estimated 5.2 
percent increase in the California Necessities Index (CNI). More recent 
data indicate that the CNI actually increased by 4.7 percent. 
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The amount proposed in this item does not reflect the impact of recent 

reductions in federal funds for refugees. As discussed in our review of the 
AFDC program (please see Item 5180-101), the federal government has 
reduced from 31 to 24 months the period for which it will pay the full cost 
of assistance provided to refugees. After 24 months, refugees who meet 
eligibility tests may receive assistance through the AFDC, SSI/SSP, 
Medi-Cal, and GA programs, which are funded by a combination of 
federal, state, and county funds. . 

We anticipate that the department will adjust both the COLA amount 
and the federal. time-eligibility period when it submits its May estimate. 

Department of Social Services 
COUNTY ADMINISTRATION OF WELFARE PROGRAMS 

Item 5180-141 from the General 
Fund and the Federal Trust 
Fund Budget p. HW 163 

Requested 1988-89 ............................................................................ $615,620,oooa 
Estimated 1987 -88 .......................................................... ,; ................ 578,573,000 
Actual 1986-87 ................................................................................... 508,546,000 

Requested increase $37,047,000 (+6.4 percent) 
Total recommended reduction ................................................... None 
Recommendation pending ......... , ................................................. 615,620,000 

a Includes $20,094,000 proposed in Item 5180-181-890 to provide a 4.8 percent cost-of-Iiving adjustment. 

1988-89 FUNDING BY ITEM AND SOURCE 
Item-Description 
5180-141-OO1-County administration 
5180-141-890-County administration 
5180-181-89O-Cost-of-living adjust;ment 

Total 

Fund 
General 
Federal 
Federal 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS . 

Amount 
$163,524,000 
432,002,000 
20,094,000 

$615,620,000 

Analysis 
page 

1. County Administration Budget. Withhold recommendation 
on $616 million ($164 million General Fund, $452 million 
federal funds) pending review of revised estimates in May. 

677 

GENERAL PROGRAM STATEMENT 
This item contains funds to cover the state and federal share of the costs 

incurred by. counties in administering (1) the Aid to Families with 
Dependent Children (AFDC) program, (2) the Food Stamp program, 
(3) the Child. Support Enforcement program, (4) special benefits for 
aged, .. blind, and disabled adults, (5) the Refugee Cash Assistance 
program, and (6) the Adoption Assistance program. In addition, this item 
s~pports the cost of training county eligibility staff. 



Program State 
1. AIDe administration ............ $102,988 
2. Nonassistance food stamps....... 27,609 
3. Child support enforcement. ..... 
4. Special adult programs. . . . . . . . . . 2,007 
5. Refugee cash assistance ......... . 
6. Adoption assistance. . . . . . . . . . . . . . 33 
7. Staff development. . . . . . . . . . . . . . . 2,543 
8. Local mandates. . . . . . . . . . . . . . . . . . 309 

. Totals........................... $135,489 

Table 1 
County Welfare Department Administration 

Budget Summary 
1986-87 through 1988-89 
(dollars in thousands) 

Actual 198fHl7 
Federal--County -- Total 
$200,302 $117,376 $420,666 

61,986 27,930 117,525 
101,075 44,802 145,877 

4,401 
17 

5,276 

74 2,OB1 

2,733 
-309 

4,401 
50 

10,552 

State 
$112,450 

33,398 

2,292 

39 
2,700 

&timated 1987-88 
Federal County - Total 
$231,629 $127,257 $471,336 

77,607 33,163 144,168 
lOB,336 49,961 158,297 

4,410 
21 

·5,691 

lOB 2,400 
4,410 

60 
2,954 11,345 

State 
$121,425 

36,522 

2,656 

38 
2,883 

Proposed 1988'89 
Federal----CCounV Tofa1 
$243,429 $131,553 $496,407 

84,463 36,374 157,359 
113,409 53,360 166,769. 

4,689 
22 

6,084 

124 2,780 
4,689 

2 62 
3,159 12,126 

- ----
$373,057 $192,606 $701,152 $150,879 $427,694 $213,443 __ $792,016 $163,524 $452,096 a $224,572 a . $840,192. 

a Proposed federal and county amounts include funds for an estimated 4.8 percent COLA for county welfare deparbnent employees, effective during 1988-89. 

i 
IJl ..... 
~ 
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COUNTY ADMINISTRATION ·OF WELFARE PROGRAMS-Continued 
OVERVIEW OF THE BUDGET REQUEST 

The budget proposes an appropriation of $164 million from the General 
Fund as the state's share of the costs that counties will incur in 
administering welfare programs during 1988-89. This is an increase of $13 
million, or 8.4 percent, over estimated current-year General Fund 
expenditures for this purpose. The $164 million includes $7.5 million to 
fund increased General FUnd costs: resulting from the estimated 4.7 
percent cost-of-living adjustment (COLA) granted by the counties to 
their employees during 1987-88. In accordance with the policy established 
by the Legislature in recent audget Acts, counties will pay for any 
COLAs granted toco~ty employees inthe budget year using county and 
federal funds. The state will fund its" share of these costs starting in 
1989-90. 

Table 2" 

County Administration of Welfare Programs 
Proposed 1988-89 Budget Changes 

All Funds 
(dollars in thousands) 

1987-88 expenditures (revised) ........... ; : ........... ;; ....... .. 
Adjustments To Ongoing Costs Or Savings . ' .. 

AFDC administration . 
Basic caseload costs ........................................... . 
Court cases/legislation ....................................... . 
GAIN savings ............................................... .. 
Income and Eligibility Verification System (IEVS) ........ . 
Statewide Automated Welfare System (SAWS) ............ . 
Audit exceptions ............ '," .: .................... :.: ..... .. 
Other .......................................................... . 
Subtotals, AFDC ............................................. . 

Nonassistance food stamps administration 
Basic caseload costs .......................................... :. 
IEVS ................................................... ;; ..... . 
SAWS .......................................................... . 
Other ................................................. · .... ; ..•... 
Subtotals, food stamps ........................... : ............. .. 

Other programs 
Basic caseload costs ........................................... . 
Child support enforcement ........................ ; .. '.' '.: .. . 
Subtotals, other programs ............................. , : .... . 

New Costs 
Retroactive COLA (4.7 percent) ................. ; ............ . 
Estimated COLA for 1988-89 (4.8 percent) ....... ; ........... . 

Subtotals, new costs ................................. : ......... . 

1988-89 expenditures (proposed) ................................ . 
Change from 1987-88: ". . '" 

Amount. ................................ · ................. ; ........ . 
Percent ................................................ ; ~ ....... . 

a Includes basic costs for time-eligible refugees. 

General Fund 
$150,879 

$4,267 
-':17 

-3,250 
-143 '. 

95 
2,894 
-491 

($3,355) 

$1,246 
164 
23 
52 

($1,485) 

$299 

($299) 

$7,506 
b 

($7,506) 

$163,524 

$12,645 
8.4% 

All Funds 
$792,016 

$16,842 a 

-70 
-13,295 

-574 
383 

-2,039 
($1,247) 

$5,180 
325 
94 

386 
($5,985) 

$1,966 
-197 

($1,769) 

$1,118 
38,057 

($39,175) 

$840,192 

$48,176 
6.1% 

b The state will not share in .the costs of 'COLAS granted to welfare department employees for 1988-89 
until 1989-90. 
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The budget proposes total expenditures of $840 million for county 
administration of welfare programs during 1988-89, as shown in Table 1. 
This is an increase of $48 million, or 6.1 percent, over estimated 
current-year expenditures. 

Table2 shows the budget adjustments that account for the net increase 
in county administration expenditures proposed for 1988-89. Significant 
changes include: 

• A $17 million ($4.3 million General Fund) increase to fund admin
istration costs related to estimated increases in AFDC caseloads 
(basic costs). 

• A $13 million ($3.2 million General Fund) increase in estimated 
administrative savings resulting from reductions in the AFDC case-
load due to GAIN. . 

• A $1.1 million ($7.5 million General Fund) increase to fund the 
. estimated 4.1 percent retroactive COLA for 1987-88. 

• A $38 million increase in federal and county funds (no General Fund 
monies) to provide a 4.8 percent COLA estimated for 1988-89. The 
General Fund share of the ongoing costs of this COLA will be 
covered in the. state budget beginning in 1989-90. 

ANALYSIS AND RECOMMENDATIONS 
We withhold recommendation on $616 million ($164 million General 

Fund and $452 million federal funds) requested for county adminis
tration of welfare programs pending receipt of revised estimates of 
county costs to be submitted in May. 

The proposed expenditures for county administration of welfare pro
grams in 1988-89 are based on 1987-88 budgeted costs updated to reflect 
the department's caseload estimates for 1988-89. In May, the department 
will present revised estimates of county costs based on actual county costs 
in 1987-88. For example, the May estimates will reflect the actual amount 
of COLAs counties provided to their employees during the current year, 
whereas the proposed expenditures are based on estimated county 
COLAs. In addition, the May estimate will incorporate changes reflected 
in approved county cost control plans for 1988-89 and the department's 
updated caseload data for county-administered programs. 

The department's budget proposal has not been updated to reflect the 
impact of recent federal reductions in the refugee program which 
reduced from 31 months to 24 months the period for which the federal 
government will pay the full cost of cash assistance provided to refugees 
after they enter this country. As a result of these changes, fewer refugees 
will be supported by 100 percent federal funds and more refugees will be 
supported by a mix of federal, state, and county funds. Consequently, the 
state and counties will be required to share the administrative costs for a 
greater percentage of the refugee caseload than is proposed in the 
budget. We anticipate that the department will be able to include an 
estimate of these additional state and county costs in the May estimate. 

Because the revised estimate of cOlmty costs will be based on more 
recent and accurate information, the estimate will provide the Legisla
ture with a more reliable basis for budgeting 1988-89 expenditures. 
Therefore, we withhold recommendation on the amount requested for 
county administration of welfare programs pending review of the May 
estimate. 
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COUNTY ADMINISTRATION OF WELFARE PROGRAMS-Continued 
No Basis for GAIN Administrative Savings Resulting From Grant 
Avoidance 

As discussed in our analysis of Item 5180-101, the Dep.artment of Social 
Services estimates that the GAIN program will reswt in' AFDC . grant 
savings for two reasOns: (1) savings due to individuals finding jobs as' a 
result of education and training services provided under the program and 
(2) savings that reswt becausejndividuals terminate aid or choose not to 
apply for aid at all in order to avoid participating in GAIN (the 
department refers to these savings as "grant avoidance slilvings"). 

The budget estimates that these grant savings will· translate into 
administriltivesavings of· $23 million ($6 million Gen:eral Fund, $11 
million federal funds, and $6 million county funds) because they will 
reduce the number of AFDC cases that counties have to administer. The 
department estimates that, of these administrative savings, $7.2 million 
($1.8 million General Fund, $3.6 million federal funds, and $1.8 million 
county funds) will be due to "grant avoidance." The department's 
estimate of administrative savings due to grant avoidance is based on a 
percentage of its AFDC caseload estimate. Therefore, the exact amount 
of savings assumed in the budget will change when the department 
submits revised caseload estimates in May~" 

In our analysis of the AFDC budget (please see Item 5180-101}, we 
~onclude t~at the department has not pro~ded any evidence .to s~pport 
ltS assumption that the GAIN progra.m wIll generate grant aVOldance 
savings. Therefore, when we review the May Revision: ofExp€mditures, 
we will' reexamine the projected grant avoidance savings to ensure that 
they reflect a more accurate estimate of county administrative costs. . 

Departmen't of Social ~ervices 

SOCIAL SERVICES PROGRAMS 

Item 5180-151 from the General 
Fund and the Federal Trust 
Fund Budget p .• HW 164 

Requested 19BB~89 .............. ~ ............. : ............................. :;~ .......... . 
Estimated 1987-BB ...... , ........ ; ...... ~ ............ , ... ~.;; ............. ; ............. . 
Actual 1986-87 ............................ : .............................. : .................. . 

Requested iricrease$298,412,OOO( +29.1 percent) 
Total recommended reduction .............................. ; ............... . 

1988-89 FUNDING BY ITEM AND SOURCE 
Item-Description 
51BO-151-OO1--:Social services programs-local 

assistance . 
51BO-151-890-Social services programs-local 

assistance 
51BO-181-OO1--:Social services programs-local 

assistance COLA 

General 

Federal 

General 

,"-' 

Fund. 

$1,323,611,000 
i,025,199,000 
. '. 846,871,000 

5,200,000 

Amount 
$826,574,000 

488,590,000 

921,000 
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5180-181-890-Social services programs-local 
assistance COLA 

Reimbursements 
Welfare and Institutions Code Section 18969, 

Appropriation 

Federal 

State Children's Trust 

2,302,0Q0 

3,031,000 
'2,193,000 

Total $1,323,6U,OOO 

. . 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
, Analysis 

page 

1. Child Welfare Services (CWS)-Workload Measurement 684 
Study. R.ecommend that the Legislature adopt supplemental 
reporUanguage requiring the department to develop work" 
load ,standards for the four CWS,programs by December.l, 
1990 using a specified sample of counties. 

2. Office, of Child Abuse Prevention (OCAP)---:Funding. Rec- 686 
ommend that, prior to budget hearings, the department 
advise the fiscal committees ofits plans to reduce funding for 
child abuse, primary prevention training centers. 

3. Adoptions-Allocation of Funds. Recommend approval of 688 
the requested ($5,373,000) augmentation. Also recommend 
that the Legislature adopt Budget Bill language directing 

, the department to allocate $1,024,000 of the augmentation to 
provide a COLA to county adoption agencies and $4,349,000 
to counties based on performance and need. 

4. In-Home Supportive Services (IHSS)---:Workers' Compen- 696 
sation. Reduce Item 5180-151-001 by $5.6 Million. Recom
mend a reduction in General Fund support to reflect a 
decrease in the rate of growth in IHSS workers' coinpensa-
tion costs. 

5.IHSS-Minimum Wage Estimate. Recommend that the de- 697 
partment advise the fiscal committees of its plan to incorpo-
,rate additional factors in its estimate of the effect of the 
minimum wage increase on the IHSS 'program' with partic-
ular attention to the reduction in service hours which results. 

6. IHS~Contract Costs. Reduce Item 5180-151-001 by $1.9 698 
,Million. Recommend a reduction in General Fund support 
to reflect a lower-than-anticipated cost for the IHSS Case 

, Managementilnformation and Payrolling System contract. 
7. IHSS-Welfare Staff Mode. Recommend that the depart- 698 

ment advise the fiscal committees on options for evaluating 
the costs and quality of services provided by the welfare staff 
mode. 

8.Greater Avenues for Independence (GAIN) Program~ ,704 
Current~Yeat:,Expenditures. Recommend that, prior to bud- , 

" get.hea~gs, ~he department reportto the fiscal committe~s 
, on Its estimate of the amount of unspent funds, budgeted m ,. " 

, the current -x~ar, that could be av~able for reappropri3;gon. ' ' 
9.. GAIN...:.-Additional Adult Education Funds. Reco:rnm.end 705 

that, prior to budget hearings, the department report to the 
fiscal committees, on the amount of additional adult educa-
tion funds available for GAIN that are not currently re
flected in the budget. 
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SOCIAL SERVICES PROGRAMS-Continued 
10. GAIN-Education Attrition. Recommend that, prior to bud- 706 

get hearings, the department advise the fiscal committees of 
counties' actual experience regarding participants' rate of 
attrition from the education component of GAIN. 

11. GAIN-Cost Containment. Recommend that prior to budget 706 
hearings, the department report to the fiscal committees on 
its plan for developing a system for containing the costs of 
the GAIN program. 

12. GAIN-Budget Assumptions. Recommend that, prior to 708 
budget hearings, the department report to the fiscal com
mittees on specified issues regarding GAIN funding needs, 
including (a) maximizing existing resources, (b) develop-
ment of interagency agreements with various departments, 
(c) grant diversion, and (d) job development. 

13. GAIN-,-Reimbursement from the Employment Develop- 710 
ment Department (EDD). Incr.ease Item 5180-151-001 by $3 
Million. Recommend increased General Fund support for 
GAIN to correct double-counting the amount of reimburse
ments available from EDD to offset GAIN costs. 

14. GAIN-Cooperative Agencies Resources for Education 710 
(CARE) Fundsfor Supportive Services. Reduce Item 5180-
151-001 by $700,000. Recommend· decreased General Fund 
support for GAIN supportive services because CARE re
sources· can be used for this purpose. 

GENERAL PROGRAM STATEMENT 
The Department of Social Services (DSS) administers various pro

grams that provide services, rather than cash, to eligible persons who 
need governmental assistance. The six major programs providing these 
services are (1) Other County Social Services (OCSS), (2) Specialized 
Adult Services, (3) Employment Services, (4) Adoptions, (5) Refugee 
programs, and (6) Child Abuse Prevention. 

Federal funding for social services is provided pursuant to Titles IV-A, 
IV-B, IV-C, ~d XX of the Social Security Act and the Federal Refugee 
Act of 1980. In addition, 10 percent of the funds available under the 
federal Low-Income Home Energy Assistance (LIHEA)block grant are 
transferred to Title XX social services each year. 

OVERVIEW OF THE BUDGET REQUEST 
The budget proposes $1.3 billion in expenditures from state ($828 

million General Fund, $2.2 million State Children's Trust Fund, and $3 
million reimbursements) and federal funds ($491 million) . to support 
social services programs in 1988-89. IIi addition, the budget anticipates 
that counties will spend $106 million from county funds for these 
programs. Thus, the budget anticipates that spending for social services 
programs in 1988-89 will. total $1.4 billion. Table 1 displays program 
expenditures and funding sources for these programs in the past, current, 
and budget years. 
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Table 1 

Department of Social Services 
Social Services Programs 

Expenditures from All Funds 
1986-87 through 1988-89 a 

'(dollars in thousands) 
Change From 

Actual Est. Prop. 1987-88 
, Program 1986-87 1987-88 1988-89b ' Amount PerCent 

Other COuntySbcial Services .. .......... ; $343,474 $420,484 $473,005 $52,521" 12.5% 
Child welfare services .................. (272,399) . (342,877) (391,865) (48,988) 14.3 
County services block grant ............ (71,075) (77,fIJ1) (81;140) (3,533) 4.6 

Specialized Adult Services .•.............. 420,281 502,275 .. 608,003' 105,728 21.0 
In-home supportive services ............ (414,586) (496,579) (602,307) (105,728) 21.3 
Maternity home care ................... (2,253) (2,254) (2,254) (~) 
Access assistance for deaf ............... (3,442) (3,442) (3,442) (-) 

Employment Services ..................... 85~ 117,299 267,815 190,516 128.3 
GAIN e .................................. (43,790) (93,100) (259,400) (166,300) 178.6 
Demonstration programs ............... (38,007) (21,694) (6,310) (':"15,384) ~70.9 
JTP A child care ......................... (3,453) (400) (-) (-400) d 

State child care ......................... (-) (2,105) (2,105) , (-) 
AdoptioTl8. ; ................................ 19,141 21,345 26,698 5,353 25.1 
Refugee Assistance . ....................... 42,697 38,431 32,146 " -6,285 ':-16.4 

,Social,services ................. , .......... (27,971) (23,880) (17,613) (~6,267) -26.2 
Targeted assistance ......... , ... , ....... (14,696) (14,533) 04,533) (-) 
Refugee demonstration program stip-

'\-) port services .......................... (30) (18) (-18) d 

Child Abuse Prevention ................... 23;536 24,527 22,243 -2,284 -9.3 
Totals ............•...•..........•....•. $934,379 $1,124,361 

Funding Sources b 

$1,429,910 $305,549 27.2% 

General Fund ......................... ; ... $385,778 $551,072 $827,495 $276,423 50.2% 
Federal funds ............................. 460,76lj 465,462 490,892 25,430 5.5 
County funds. . . . .. . . . . . . . . . .. . . . . .. . . . . . .. ' 87,508 100,562 106,299 5,737 5.7 
State Children's Trust Fund .............. 325 5,865 2,193 -3,672 -62.6 
Reimbursements ............ : .............. 1,400 3,031 1,631 116.5. 

a Includes actual 1986-87 and anticipated1987-88 and 1988-89 county expenditures. , 
b Includes funds for 1988-89, COLAs ($921,000 from the General Fund, $2.3 million from federal funds, 

: and $15.6 million in county funds). Also included in these amounts is the Generai Fund, share of the 
COLAs that counties granted their child welfare service workers in 1987-88. 

e Excludes.General Fund expenditures of $44 million for GAIN from Control Section 22 arid other funds 
for GAIN appropriated in other items in the Budget Bill. Table 11 in our analySis of the GAIN 
program in this item displays ,all the funds appropriated in the Budget Bill for GAIN.' 

d Not a meaningful figure. 

Significant Budget Changes 
Table 2 shows that the proposed level of expenditures from all funds for 

social services in 1988-89 represents an, increase of $306 million, or 27 
percent, above estimated current-year expenditures. It also shows the 
various changes in funding for social services programs that are proI>osed 
in the budget year. The most significant of these changes are as follows: 

• $166 million ($137 million General Fund) increase in the cost of the 
Greater Avenues for Independence (GAIN) program, whi(:!h ~l be 
in the third-year of a scheduled six-year phase in. ' ' . . 

• A $63 million General Fund increase for increased payments to 
In-Home Supportive Services (IHSS) service providers resulting 
from the increase in the minimum wage, which is expected to boost 
average payments to providers from $3.72 to $4.25 per hour. 
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SOCIAL SERVICES PROGRAM$-Continued 
• A $47 million ($41 million General Fund) increase in the IHSS 

program due to increased caseloads and hours of service provided to 
recipients. . 

• A $32 million ($20 million General Fund) :increase due to anticipated 
growth in caseloads under the Child Welfare Services (CWS) 
program. 

• A $4.3 million (all funds) increase for cost-of-living adjustments 
(COLAs) that counties granted to CWS workers in 1987-88. This 
increase consists of (1) an increase of $12.2 million in General Fund 
costs that results because, consistent with the state's "retroactive" 
COLA policy, the state did not share in the 1987-88 costs of these 
COLAs during 1987-88, but will begin providing its share of these 
costs in 1988-89, (2) a reduction of $10.1 million in county costs, also 
due to the "retroactive" COLA policy, and (3) an increase of $2.2 
million in the federal costs associated with the 1987-88 COLA due to 
caseload increases. 

• A $18 million increase in federal and county funds for the costs of the 
COLAs granted to county CWS social workers in 1988-89. Under the 
"retroactive" COLA policy, the state share of these costs will be 
provided beginning with the 1989-90 budget. 

• A $14 million reduction in the Work Incentive (WIN) program due 
to the change over from the WIN program to the GAIN program in 
the remaining WIN counties. 

Table 2 
Department of Social Services 

Proposed 1988-89 Budget Changes 
Social Services Programs 

1987-88 and 1988-89 
(dollars in thousands) 

1987-88 expenditures (Budget Act) .............................. . 
1987-88 Adjustments to Appropriations: 

Reduction in federal emergency assistance funds ............ . 
Reduction in federal refugee funding ......................... . 
Child abuse challenge grant ................................... . 
Other adjustments ......................................... , .. : .. 

Subtotals, expenditure reduction ........... ; ................ . 
1987-88 expenditures (revised) ...•............................... 
1988-89 Adjustments: 

Other county social services (OCSS): 
Child Welfare Services (CWS) caseload increase .......... . 
CWS prior-year COLA costs ..... : .......................... . 
Severely emotionally disturbed children caseload increase. 
Reduction in CWS appeals .................................. . 

,Implementation of new child welfare' training program ... . 
Reduction in federal funds for independent living ......... . 
In-Home Supportive Services (IHSS) administration-

caseload increase ............................................ . 
Adult Protective Services (APS) demonstration projects .. . 
Subtotals, OCSS .............................................. . 

General Fund 
$539,340 

$11,910 

-178 
($11,732) 
$551,072 

$19,828 
12,207 

645 
-51 
530 

3,026 
266 

($36,451) 

.' All Funds 
$1,125,418 

-$1,933 
861 

15 
(-$1,057) 

$1,124,361 

$32,301 
4,309 

987 
-22 
530 

-7,034 

3,026 
507 

($34,604) 
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IHSS: 
Increased provider wages due to minimum wage increase. 
Increased caseload and hours of service .................... . 
Increased workers' compensation costs ..................... . 
Increased costs for payrolling contracts ..................... . 
Settlement of Miller v. Wood!- court case .................. . 
Sunset of Santa Cruz demonstration project ............... . 
Other IHSS program changes .............................. .. 
Subtotals, IHSS .................................. ' ............. . 

Employment services: 
Work Incentive (WIN) program phase-out ................ . 
jTP A child care termination .............................. . 
Reduction in other employment programs ................. . 
Third-year phase-in costs for GAIN ........................ .. 
Subtotals, employment services ............................ .. 

Adoptions: 
Increased staff to reduce backlogs .......................... . 
Other .......................................................... . 
Subtotals, adoptions .......................................... . 

Refugee programs: . 
Reduced carryover .......................................... . 
Subtotals, refugees ........................................... . 

Child abuse, prevention: 
Reduction-federal grants program ........................ .. 

. Redirection to new child welfare training program ........ . 
Reduction-State Children's Trust Fund program ......... . 
Subtotals, child abuse prevention .......................... .. 

Proposed COLAs: 
IHSS statutory maximum ................................... .. 
CWS (4.8 percent) .................. : ...................... .. 
Subtotals, COLAs ............................................ . 

1988-89 expenditures (proposed) ...................... : ......... . 
Change from 1987-88 

Amount ......................................................... . 
Percent ......................................................... . 

$63,009 
41,236 
3,046 
1,239 

-7,800 
-1,023 

3,800 
($103,507) 

-$6,634 

-628 . 
136,567 

($129,305) 

$3,815 
-26 

($3,789) 

$2,850 
-400 

($2,450) 

$921 
a' 

($921) 

$827,495 

$276,423 
50.2% 

$63,009 
47,262 
3,046 
1,239 

-8,6f!1 
-1,137 

55 
($104,807) 

-$13,938 
-400 

-1,446 
166,300 

($150,516) 

$5,373 
.-20 

($5,353) 

-$6,285 
(-$6,285) 

-$1,062 
-550 
-672 

(-$2,284) 

$921 
17,917 

($18,838) 

$1,429,910 

$305,549 
27.2% 

a The state share of the COLAs that counties grant to their child welfare services workers during 1988-89 
will be included in the base funding for the program beginning with the 1989-90 budget. 

The proposed increase of $306 million from all funds consists of (1) a 
General Fund increase of $276 million, or 50 percent, (2) a federal fund 
increase of $25 million, or 5.5 percent, (3) an increase in county funds of 
$5.7 million, or 5.7 percent, (4) a decrease of $3.7 million, or 63 percent, 
from the State Children's Trust Fund, and (5) a $1.6 million, or 117 
percent, increase in reimbursements. The General Fund bears a larger 
share of the increase in the cost of social services programs than federal 
and county funds for the following reasons: 

• Corlnty Share Limited. Because the county share of costs for several 
of these programs is limited, increased costs are borne by the 
General Fund. For example, state Jaw limits the increase in the 
counties' share of CWS program costs to the percentage COLA 
provided in the program. In addition, the counties do not share in the 
costs of the GAIN program, which are anticipated to increase by 179 
percent in 1988-89. As a result, the General Fund.will support most 
of these increased costs for the GAIN program. 
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'. Limited Federal Funds; For the most part,' the ~ount of federal 
· . funds made available to California for social services programs is. not 
. based on the cost of the programs, but on federal appropriation levels 
and the state's share of the nation's population (or other demo
graphic measures). Thus, although .expenditures for the' program 
supported by Titl~XX (IHSS) are budgeted to grow by 21 percent in 
1988-89, California's Title XX allocation for federal fiscal year (FFY) 
1989, is expected to be less than 1 percent more than the state's 
allocation for FFY 1988. 

ANALYSIS AND RECOMMENDATIONS 

OTHER COUNTY SOCIAL SERVICES 
Proposed Funding for Other County Social Services. The blJdget 

proposes total spending of $473 million for the Other County Social 
Services (OCSS) program in 1988-89, which is 13 percent, more than 
estimated expenditures in 1987-88. This amount consists of $69 million in 
federal funds (Titles IV-A, IV-B, and IV-E), $320 million in GeneralFund 
support, and $84 million in county funds. . 

Of the amount requested for OCSS, $392 million is proposed for the 
CWS program. The balance of the OCSS request-$81 million-is pro-
posed for the County Services Block Grant (CSBG);.· . 

County Services 'Block Grant. The CountY· Service~ Block Grant 
(CSBG) program includes IHSS administration, out-Of-home care, and 
protective services for adults, information and . referral, staff develop-
ment, and 13 optional programs. '. ..' . . 

Child Welfare Services. The Child Welfare Services (CWS) program 
provides services toahused and neglected children and children infoster 
care and their families: The program has four separate elements. 

• The Emergency Response (ER) program requires counties to pro-
· vide immediate social worker response to allegations of child abuse 

and neglect. . 
• The Family Maintenance {FM) program requires counties to pro

v,ide ongoing services to children (and their families) who have been 
identified through the ER program asvictiIns, or potential victims, of 
abuse or neglect.. . ..... ' 

• The Family Reunification (FR) program regulr~~ c.oUJlti~sto J>ro
.' vide" services to children in foster ciate ,Who have been temporarily 
• removed' from their families because of almse or neglect. .' 

• The Permanent Placement, (PP) program requires counties to 
· provide case management and plac~mElnt serv~ces. to ... children· in 
· foster care who cannot be safely returned Jo theIr families. 

I > • '.' .. 

CWS Workload Standards Need Revision' .. 

. We recommend' that the Legislature adopt supplemental report 
language (J)requiring the department to report by December 1,1989 
on·its.timetablefdr a'CWSworkload standards·study,. (2) specifying 
that the study be based on a selectiof!, of counties that the department 
has identified as per/orming required tasks in an efficient manner and 
demonstrating high let{els of compliance with program requirements, 
and i (3) requiring the department to submit its proposed 'workload 
standards by December 1, 1990.'" . .' ." . . .' 
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The Supplemental Report of the 1987 Budget Act required the DSS to 
submit to the Legislature two reports regarding the Child Welfare 
Services (CWS) program: (1) a report on the statewide and county
specific results of the 1986 CWS Case Review and a description of 
corrective action efforts, and (2) a plan for the review of the program 
workload standards currently used to budget the four CWS programs. 

Good County Management Important in Ensuring Compliance. In 
the first report, the department reviewed the extent to which counties 
comply with CWS program requirements and the factors which influence 
the degree of compliance. The department ·found that the following 
factors do not have an effect on a county's ability to comply with CWS 
program requirements: 

• Social worker caseload. 
• Superyisor-to-staff ratios. 
• Expenditures per case. 
• Support (overhead) costs per case. 
Instead, the department found that good . management practices 

strongly influence a county's ability to comply with CWS program 
requirements. For instance, the report states that counties which passed 
compliance reviews generally have well-defined, organized systems in 
place which are characterized by factors such as color-coded forms, 
accessible state regulations, ongoing quality control efforts, and regular 
training. 

Department Proposes Schedule for Workload Study. The depart
ment's second report addresses the Legislature's concern regarding the 
validity of the workload standards currently used by the department in 
preparing the CWS budget. The department found that the current 
workload standards for the four CWS components no longer reflect actual 
county practice or the characteristics of the caseloads currently served by 
the program. The report concludes that there is a need for a compre
hensive review and revision of the CWS workload standards. The 
department proposes to conduct a work measurement study to set new 
workload standards by December 1, 1990. 

Workload Study Should Focus on Counties With the Best Perfor
mance Records. The final workload standards adopted by the depart
ment will be strongly influenced by the counties it selects to comprise its 
sample for the workload measurement study. Obviously, the study would 
yield quite different results if it measures workload in efficiently-run 
counties rather than in less well-organized environments. We therefore 
recommend that the Legislature direct the department to construct its 
sample by using' those counties which it identified as having ciemon
strated high levels of compliance with program requirements and an 
ability to perform the required tasks in an efficient manner. We also 
recommend that the department submit to the Legislature a timetable 
for the study by December 1, 1989 and a final report by December 1, 
1990-these timellnes are the same as those proposed by the department 
in its report on the workload standards. The following supplemental 
report language is consistent with these recommendations: 

The department shall submit to the Legislature by December 1, 1989 a 
. timetable for a CWS workload standards study. In performing this 
study, the department shall construct a sample which is comprised of 
counties that it has identified as having demonstrated high levels of 
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compliance with program requirements and an ability to perform the 
required tasks in an efficient manner. The department shall complete 
this study and submit its proposed workload standards to the Legisla
ture by December 1, 1990. 

OFFICE OF CHILD ABUSE PREVENTION 
The Office of Child Abuse Prevention (OCAP) administers a large 

number of child abuse prevention and intervention programs throughout 
the state. Most of these programs were established and funded initially by 
specific legislation. In subsequent years, funding has been provided by 
the various Budget Acts. 

Department Proposes Substantial Reduction for Training Centers .. 
We recommend that the department report at budget hearings on the 

effects of its plans to reduce funding for child abuse primary preven-
tion training centers. . 

Chapter 1638, Statutes of 1984, established child abuse primary preven
tionprograms in schools throughout California. The purpose of these 
programs is to provide training and education to children, parents, and 
school staff in order to reduce child abuse and neglect. . 

The budget proposes $9.8 million to support these programs in 1988-89 
reflecting a reduction of $400,000, or 3.9 percent, from estiinated 
current-year expenditures. As shown in Table 3, $9.5 million is proposed 
to be distributed to 84 primary prevention providers serving 131 areas 
throughout the state (providerneceive contracts ranging from $10,000 to 
$650,000). The remaining amount, $300,000, is propos~d to maintain two 
training centers, one in northern California and one in southern Califor
nia. This is a reduction of $400,000, or 57 percent, from the $700,000 
estimated to be expended on the centers during the current year. The 
two training centers provide information, training, and technical assis
tance to the 84 service providers. 

Table 3 
Department of Social Services 

Child Abuse Primary Prevention Program Expenditures 
1985-86 through 1988-89 
(dollars in thousands) 

1985~6 1~~7 
Northern training center ...................... . $344 $400 

400 300 -- --Southern training center ...................... . 
Subtotals, training centers ....... : ........ . ($744) ($700) 

Primary prevention services ...... " " " " " " . $5,933 $9,171 

Totals ....................................... . $6,fJl7 $9,871 

1987-88 
$350 

·350 

($700) 
$9,500 = 

$10,200 

1988~9 
Unallocated" 
Unallocated " 

($300) 
$9,500 

$9,800 

a The deparbnent has not specified how it will allocate the $300,000 between the two centers in 1988-89. 

The budget proposes to redirect this $400,000 reduction to fund the 
Child Welfare Training program created by Chapter 1310, Statutes of 
1987. The Child· Welfare Training program provides training to· social 
workers in detecting and investigating reports of child abuse and neglect. 

The department's proposal to reduce funding for the training centers 
concerns us because it has been the Legislature's policy to fully fund the 
two training centers since Ch 1638/84 was initially enacted. At the time 
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that this analysis was prepared, the department could not provide details 
on what activities would be decreased or eliminated under the budget 
proposal, or why these activities no longer need to be funded at their 
current level. We believe that the Legislature will need this information 
in order to determine the appropriate funding level for the training 
centers in 1988-89. We therefore recommend that the department report 
at budget hearings on the effects of its plans to reduce funding for the 
training centers. 

ADOPTIONS PROGRAMS 

The Department of Social Services (DSS) administers a statewide 
program of services to parents who wish to place children for adoption 
and to persons who wish to adopt children. Adoptions services· are 
provided through five state district offices,' 28 county adoption agencies, 
and a variety of private agencies. . 

There are two components to the Adoptions program: (1) the Relin
quishment Adoptions program, which provides adoption services to 
children in foster care, and (2) the Independent Adoptions program 
which provides adoption services to birth parents and adoptive parents 
when both agree on placement and do not need the extensive assistance 
of an adoption agency. 

The Adoptions program is supported primarily from the General Fund. 
The General Fund pays for the cost of case work activities provided by 
state and county agencies, and reimburses private adoption agencies for 
placing in homes those children who are hard to place due to their 
physical, mental, or emotional handicaps as well as other factors. 

Budget Proposes Increased Funding for the Relinquishment Adoptions 
Program in 1988-89 

As shown in Table 4, the budget proposes total spending of $35 million 
for the two adoptions programs in 1988-89. This is an increase of $6.5 
million, or 23 percent, more than estimated expenditures in the current 
year. 

Table 4 
Department of Social Services 

1988-89 Adoptions Program 
State Operations and Local Assistance 

(dollars in thousands) 
Federal General 
Funds Fund Total 

lJizsic Costs 
County adoption agencies ......................... . 
State district offices ................................ . 

Subtotals, basic costs ............................ .. 
Proposed Augmentation 

County adoption agencies ........................ .. 
State district offices ~ ............................... . 

Subtotals, augmentation ......................... . 

Totals ............................................. . 

$6,895 
6,482 

($13,377) 

$1;558 
193 

($1,751) 

$15,128 

$14,430 
697 

($15,127) 

$3,815 
770 

($4,585) 

$19,712 

$21,325 
7,179 

($28,504) 

$5,373 
963 

($6,336) 

$34,840 

Of the total amount proposed for 1988-89, $28.5 million would be used 
to maintain the current staffing levels in the state's district offices ($7.2 
million) and the county adoption agencies ($21.3 million). The depart-
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merit proposes an augmentation of $6.3 million to increase the number of 
state and county staff in the Relinquishment Adoptions program in 
1988-89. 

The department advises that the proposed augmentation is needed to 
eliminate a backlog of children waiting for adoptive placement. (As we 
note below, however, we believe that the department's projection of the 
number of children that will be adopted in 1988-89 is unrealistic. Asa 
result, while the augmentation clearly will reduce the backlog, we do not 
believe that it will eliminate the backlog.) Of the total proposed 
augmentation, $963,000 is proposed for 20 additional state staff in district 
offices; and $5.4 million is proposed for about 77 additional count)' 
adoptions workers. The department estimates that the augmentation will 
allow state and county adoptions staff to place 1,174 more children in 
adoptive homes. These additional adoptive placements are projected to 
result in savings of $9.3 million to the AFDC-FC program in 1988-89,since 
the children will no longer receive foster care grants once they are 
adopted. 

Assessment of Department's Proposal 
We recommend approval. 
Our analysis indicates that the department's proposal to augment the 

Relinquishment Adoptions program and reduce the backlog has merit for 
two reasons: (1) adoption .provides a more stable and secure family 

. environment for children than does foster care, and (2) adoptive 
placement of these children would result in General Fund savings in the 
long-run because adoption eliminates the need for monthly foster care 
grants. 

Our review of the department's estimate of the savings that will be 
achieved in 1988-89, however, indicates that the department has substan
tiallyoverestimated these short-term savings. (We discuss the depart
ment's placement projections under the next issue.) Specifically, we 
believe that the proposed increase in adoptions staff will generate savings 
of about $1.3 million in 1988-89, which is $8.0 million less than the 
department's estimate. (Please see our analysis of the AFDC-Foster Care 
budget-Item 5180-101-for a more detailed discussion of the savings 
estimate.) Our analysis also indicates, however, that in the long run, the 
additional adoptive placements resulting from the increase in state and 
county adoptions staff will generate savings totaling about $38 million. 
For this reason and in light of the benefits to the adopted children and 
their families that the budget proposal will generate, we recommend 
approval of the proposed augmentation. 

Allocation of Funds Could Increase Adoptions 
We recommend that the Legislature adopt Budget Bill language 

directing the department to provide technical assistance to counties 
performing below the statewide average and allocate the proposed 
augmentation based on performance and need. 

The budget anticipates that the $5.4 million augmentation for county 
adoption agencies will result in county agencies placing 1,002 more 
children inJ988-89 than they would place withoutthe augmentation. We 
believe that this assumption is unrealistic because it implies that the 77 
new workers funded with the proposed augmentation would each place 
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13 adoptive children in the first year. Currently, the, average adoption 
worker places about six children. per year in adoptive homes. The 
department has not provided justification for its assumption that the 
additional staff will be more productive than the currEmt average. 

Current Allocation Formula. Curr~ntly,the department allocates 
funds to adoption, agencies accordingfo a formula called the "adoptions 
yardstick." The yardstick allocates funds based on a variety of activities 
associ~ted with-the Relinquishment Adoptions program. For example, a 
portion of the funds appropriated each year is allocated to agencies based 
on their share of the statewide total number of children Whom the court's 
have "freed" from their parent's control for the purpose of placing them 
in adoptions. Our analysis suggests that by improving its alloc~tion 
formula, the depa,:tment could. increase the nUmber of children placed in 
adoptions by the staff funded with the proposed augmentation. 

Review of Adoption AgenCy Performance. We reviewed the perfor
mance of the 28 county adoptions agencies from the point-of-view of (1) 
the percent of "adoptable" children that are placed in adoptive homes 
each,year, (2) the staffing level (adoptable children per worker) of the 
agency, and (3) the number ~of children. placed by the average worker. 
The results of this review are displayed in Table 5. 

The first column in Table 5 shows the caseload of the average worker 
in each county. For instance, in Orange County, the average adoptions 
caseworker is responsible for 16;5 foster care children who have case plan 
goals 'of adoption,. , In those c(;mnties which the table characterizes as 
having "low staffing" levels, the workers are responsible for' more than 
the statewide average number of children. 

The second column provides a measure of the "efficiency" of each 
adoption agency-:the number of children placed in adoptive homes by 
the average worker. For example, in Orange County, the average wor~er 
placed 7.2 children in adoptive ,homes. ,.' , 

The third column shows die percent of "adoptabl~" Joster care 
children in each county who are successfully placed in an adoptive home 
each year. We believe that this column provides a good measure of the 
overall performance of each adoption agency. 
Th~ table shows that the counties that place the highest percentage of 

their adoptable children are those that cOIIibine'high staffing levels w:ith 
high efficiency, while the counties that place the smallest portion of their 
caseloads in adoptive homes are those that have low staffing levels and 
low efficiency. Specifically, tbe counties in the high staffing/high effi
ciency category placed 46 percent of their adoptable children in adoptive' 
homes, while counties in the low staffing/low efficiency category placed 
only 29 percent oftheir children in adoptive homes. This comparesWjth 
a stat~wide average placement rate of 36 percent.' , 

r;,::' 

,~ . 
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TableS 

Department of Social Services 
Performance of Public Adoption Agencies 

Average Annual Workload Statistics 

High Staffing/High Efficiency 
Counties 

. 1985-86 and 1986-87 
Number of 
Children 

Assigned to 
&ch Worker 

Orange ... ...... .... ...... ...... .... ..... .......... 16.5 
San Diego. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16.3 
Ventura ........................ :.. .......... .... ... 15.5' 
Stanislaus ... . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . 13.6 
Tulare ................. ;........................... 13.2 
San Bernardino.... ...... .... .......... ..... ....... 12.8 
Santa Cruz. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.4· 
Monterey. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.2 
Placer ... ·.. ..... ..... ...... .......... ............... 9.2 
San Mateo. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.0 

Averages b. • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • . • • • • • • • • • • Ji[!J 
High Staffing/Low Efficiency 

Counties 
Santa Clara.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15.0 
Contra Costa. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13 .. 2 
Santa Barbara ... :................................. 12.1 
San Luis Obispo.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11.7 
Merced. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10.7 
El Dorado.... . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . 10.7. 
Marin.............................................. 9.8 
Shasta ~ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.1 
Fresno.. ..... ...... .... .......... .... ....... .... ... . 8.7 

Averages b..... ... ...... ..... ..... ..... ...... .... .... ... 12:8 
Low Staffing/High Efficiency 

Counties 
San Francisco. . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . 26.0 
State District Offices.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26.0 
Riverside .......................................... 23.5 
Solano. . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . 20.9 
Kern............................................... 20.6 
Alameda. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19.0 
Sacramento... ...... .... ...... ..... .... ............ 17.9 

Averages b. • • • • • • • • • • . • • . . • • • • • • • • • • . • • • . • • • • • . • • • • • • • • • 22:5 
Low Staffing/Low Efficiency 

Counties 
San Joaquin .......... :............................. 22.0. 
Imperial . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20.4 
Los Angeles ....................................... 18.4 

Averages b. • • • . . • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • . • • • • • • • Ilf.7 
Statewide Averages b. . . . . . . • • • • • • • • • • . . . . . . . . . • • • • • • • • • 17.1 

Number of 
Children 
Placed by 

&ch Worker· 

7.2 
6.4 
6.4 
6.4 
6.6 
6.5 
6.9 
8.6 
6.5 
6.3 
fIT 

4.6 
5.9 
4.9 
4.9 
3.9 
5.2 
3.5 
4.4 
4.3 
4.8 

6.5 
7.0 
7.0 
7.2 
7.8 
6.8 
6.2 
6:9 

4.9 
4.8 
5.4 
5::J 
6.0 

Item 5180 

Percent of 
"Adoptable" 

Children 
Placed 

45.0% 
39.9 
40.2 
47.1 
50.4 
51.4 
59.7 
69.7 
69.7 
69.8 
m% 

31.6% 
48.0 
38.6 
42.1 
37.5 
45.2 
33.9 
48.8 
47.8 
:m:ti% 

26.5% 
29.4 
29.2 
35.5 
37.5 
34.7" 
34.3 
3f.6% 

24.1% 
23.4 
29.9 
m% 
35.8% 

• Adjusts for adoptive placements made in other counties by assigning 75 percent credit to the county 
placing the child and 25 percent credit to the county that finds the adoptive home. 

b All averages are calculated as "weighted" averages, accounting for differences in foster care 
populations between counties. 

Number of Adoptions Depends on Allocation Formula 
Table 5 shows that some counties are more efficient than others in that 

they place more children per worker. It also shows that some counties 
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have higher workloads than others and, therefore, probably have a 
greater need for additional staff. By giving more resources to the most 
efficient counties and to those with the greatest need for additional staff, 
the state could increase the number of adoptions statewide. For example, 
an allocation that gives more money to the low staffing/high efficiency 
counties would probably result in a greater increase in the number of 
children placed in adoptive homes than would one that allocates more to 
the high staffing/low efficiency group. ' 
Recommended Allocation Principles and Formula 

Based on our review of adoption agency performance and the Legis
lature's policy of minimizing lag time in placing children in adoptive 
homes, we believe that the allocation of the adoptions" augmentation 
should be guided by the following principles: 

• Allow all counties to maintain at least their current level of services 
in the budget year by providing a COLA to offset the effects of 
inflation. 

• Allocate additional resources to those counties that most need 
additional staff. 

• Maximize the number of successful adoptions and provide incentives 
for the counties to improve performance over the long run. ' 

• Provide technical assistance to those counties performing at a level 
below the statewide average. 

Under an allocation formula that satisfies these four principles, high 
staffing/high efficiency counties would receive a COLA; they would not 
receive an augmentation based on a "need" for more staff; they would 
receive an augmentation as a "reward" for high efficiency; and they 
would not receive technical assistance from the department to improve 
their efficiency. 

Our analysis indicates that a.llocating the proposed augmentation in a 
manner consistent with these principles would increase the number of 
children adopted in 1988-89 and improve the long-term performance of 
adoption agencies as well. Table 6 presents one allocation method that is 
consistent with the principles we have identified. 

Table 6 
Department of Social Services 

Allocation of Adoptions' Augmentation 
Based on Need and Performance a 

(dollars in thousands) 

1. COLA: 4.8 percent (all 28 county agencies) b.............. .......... ..... ........ $1,024 
2. Staffing bonus (20 percent funding increase): 

Low staffing/low efficiency ...................................................... 1,546 
Low staffing/high efficiency. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 729 

3. Efficiency bonus (20 percent funding increase): 
Low staffing/high efficiency .. '. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . 729 
High staffing/low efficiency. . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . 1,345 

Total augmentation.................................................................. $5,373 

• The figures in this table were calculated by multiplying the basic costs of counties iri 'the respective 
group by the noted percentage. 

b The 4.8 percent COLA is the department's estimate of the COLA that counties will grant to their 
employees in 1988-89., 

Under this method, the $5.4 million would be used to provide (1) a 4.8 
percent COLA to all agencies thus allowing them to maintain current 
service levels, (2) a 20 percent increase in funding to those agencies with 
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the greatest need for additional staff, and (3)' a20 percent increase in 
funding to· the most· efficient agencies. 

It is important to note that this is only one way in which the Legislature 
could respond to the concerns outlined above. The figures (i.e., 20 
percent augmentation for staffing needs) used in Table 6 are used as 
examples of actions the Legislature could take-different augmentations 
may be desirable). In any case, the following Budget Bill language is 
consistent with the recommendation that Jhe Legislature require the 
department to consider performance and need in allocating the proposed 
augmentation. Inaddition~ we include in our recommendation, Budget 
Bill language directing the department to work with the low efficiency 
counties to develop and implement corrective action plaris to raise their 
performance level to the current statewide average. . 

The following Budget Bill language is consistent with this recommen-
dation: '. 

Of the amount appropriated in Item 5180-151 .(d), $1,024;000 shall be 
allocated to provide a cost-of-living adjustment to county adoption 
agencies .and $4,349,OQQshall be allocated to the counties based on an 
evaluation of the performance and staffing needs. of the 28 county 
adoptions agencies. In addition, the department shall. work with those 
counties performing below the statewide average to develop and 
implement. corrective action plans to raise performance levels to the 
current stat~wide aVfi'lrage .. 

IN-HOME SUPPORTIVE SERVICES 
The IIi-Home Supportive Services (IHSS) program provides assistance 

to eligible aged, blind, and disabled persons who are unable to remain 
safely.in their own homes without assistance. While this implies that the 
program prevents institutionalization, eligibility for the program is nQt 
based on the individual's risk of institutionalization. Instead, an individual 
is eligible for IHSSif he or she lives in his or her own home~r is capable 
of safely doing so if IHSS is provided-and meets specific criteria related, 
to eligibility for SSI/SSP. 

An eligible individual will receive IHSS services if the county deter
mines that (1) these services are not available through alternative 
resources and (2) the individual is unable to remain safely at home 
without the services. 

The primary services available through theIHSS program are domestic 
and related services; nonmedical personal services, such as bathing and 
dressing; essential transportation; protective supervision, such as observ
ing the recipient's behavior to safeguard against injury; and paramedical 
services, which are performed under the direction of a licensed health 
care professional and are necessary to maintain the recipient's health. 

The IHSS program is administered by county welfare departments 
under broad guidelines that are established by the state. Each county 
may choose to deliver services in one or a combination of ways: (1) by 
individual providers (IPs) hired by the recipients, (2) by private a.gencies 
under contract with the counties, or (3) by county welfare staff. 

Proposed Budget-Year Expenditures 
The budget proposes expenditures of $602 million for the' IHSS 

program in' 1988-89. This is an increase of $106 million, or 21 percent, 
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above estimated current-year expenditures. The significant changes that 
account for the increase are as follows: 

• A $63 million increase for increased payments to IPs as a result of the 
rise in the minimum wage effective July 1, 1988, which boosts 
average payments to providers from $3.72 per hour to $4.25 per hour. 

• A $47 million increase to fund an estimated 5.9 percent increase in 
basic caseload and a 2.8 percent increase in average hours per case. 

.• A $3 millioll increase due to an estimated 41 percent increase. in 
workers' compensation costs. . 

• An $8.7 million decrease due to the settlement in 1987-88 of the 
Miller v. Woods court case. 

• A $1.1 million decrease due to the expiration of the Santa Cruz 
Demonstration project. 

Table 7 displays IHSS program expenditures, by funding sources, for 
the past, current, and budget years. The table shows that, while expen
ditures for the IHSS program from all funds are expected to increase by 
21 percent, expenditures from the General Fund are projected to 
increase by 61 percent, while almost no iricrease is anticipated in fedenil 
funds and county funds. Availablefederal funds are expected to increase 
slightly because the department anticipates a small increase in the 
federal appropriations for Title XX and the Low-Income Home Energy 
Assistance (LIHEA) block grant (which together provide all federal 
funding for IHSS) . County funds remain level as a result of newly enacted 
legislation-Ch 1438/87 (SB 412), which freezes the county share of costs 
for the IHSS program at the 1987-88 level. 

Funding Sources 

Table 7 
Department of·Social Services 

In-Home Supportive Services Program 
Expenditures and Funding Sources 

1986-87 through 1988-89 
(dollars in thousands) 

Actual 
1986-87 

Est. 
1987-88 

General Fund ................................ .. $104,923 
292,942 

16,721 

$170,155 
303,578 
22,846 

Federal funds ................................ .. 
County funds .................................. . 

Totals ....................................... .. $414,586 $496,579 

Prop. 
1988-89 

$274,583 a 

304,878 
22,846 

$602,307 a 

a Includes $921,000 (General Fund) for 1988-89 COLA to the maximum service award. 

Estimates Will Be Updated in May 

Percent 
Change 
From 

1987-88 

61.4% 
0.4 

21.3% 

The proposed . expenditures for IHSS are based on program costs 
through June 1987. The department will present revised estimates in 
May, which will be based on program costs through February 1988. 
Because the revised estimates will be based on more recent experience, 
the estimates will provide the Legislature with a more reliable basis for 
budgeting 1988-89 expenditures. Based on our review of the caseload and 
cost data that was available at the time this analysis was prepared, we 
conclude that (1) the department's estimates of caseload growth is most 
likely too low and (2) the department's estimate of average hours per 
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case is probably high. Our review indicates that the low caseload estimate 
may be offset by the high estimate of average hours per case. We will be 
more confident of the net effect of these changes, however, at the time 
of the May revision. . . . " 

Caseload Estimate Is Too Low. Table 8 displays the average monthly 
caseload by service delivery type for the past, current, and budget years. 
The table shows that the department estimates that caseloads will grow 
by 5.9 percent between 1987-88 and 1988-89. The estimate is based on 
actual caseload data through June 1987, Caseload data for the period JUly 
1987 through December 1987, however, suggests that the rate of growth 
may be accelerating. Specifically, the actual caseload for the IP mode for 
the first six months of 1987-88 is 2 percent higher than the department 
~stimatesfor the curr~nt year. Ihhis increased rate of growth continues 
mto 1988-89, the resulting IHSS IP mode caseloadwould be 122,768 cases, 
or 6.5 percent; higher than the caseload estimated in the budget. A 
caseload increase of· this magnifude would result in increased General 
Fund costs of approximately $27 million in 1988-89. 

Service Provider Types 

Table 8 
Department of Social Services 
In·Home Supportive Services 
Average Monthly Case load 

by Provider Type . , 
1986-87 through 1988-89 

Actual 
1986-87 

Est 
1987-88 

Prop. 
1988-89 

Percent 
Change 
From 

1987-88 

Individual providers........................... 99,019 108,100 115,300 6.7% 
Contract agencies.............................. '19,668 18,300 18,700 2.2 
County welfare staff .. .. . . .. . . . .. . . . .. .. . . .. . . . 1,999 1,500 1,500 

Totals ........................................ 120,686 127,900 135,500 5.9% 

Estimated Hours of Service Per Case Are Too High. Table 9 displays 
the average hours of service per case by service delivery type for the past, 
current, and budget years. The department estimated the average hours 
of service for 1988-89 by applying an assumed growth rate of 2.8 p~rceflt 
to its estimate of averag.e hOl:lrs fQr 1987-88. !his rate of growth is slightly 
lower than the growth m prIor years, but hIgher than the actual growth 
in hours per case for the first six months of 1987-88, which remained 
almost level with 1986·87. 

Our analysis indicates that the department's estimate of 'average hours 
of service for 1988·89 is too high. Specifically, data for the period July 1987 
through December 1987 show that the actual average hours of service for 
the IP mode for the first six months of 1987-88 is 6.5 percent lower than 
estimated by the department, suggesting that average hours' of service 
have not grown as rapidly as'the department estimated for the current, 
year. . 

We do not believe that the rate of growth will continue to:'decrease in 
1988·89 for the reasons discussed below. However, even if the growth rate 
does increase to the 1.9 percent level (for lP) estimated by the 
department, the department's estimate of average hours of service for. 
1988-89 would still be too hfgh. This is because the department estimates' 
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Table 9 
Department of Social Services 
In-Home Supportive Services . 

Average Monthly Hours of SerVice per Recipient 
by Provider Type 

1986-87 through 1988-89 

Service ProVider Types 

Actual 
1986-87 

Est 
1987-88 

Individual proyiders . . . .. . . .. . . . . .. .. . . .. . . . .. . 75.74 BO.41 
Contract agencies.............................. 26.47 27.40 
County welfare staff.. . . . . .. . . .. .. . . .. . . . . .. . . . 11.53 13.00 

Totals b.. .. • • .. .. .. .. . . • • • .. . . .. .. . • .. • ... .. . . 72.58 76.91 

• Not available. 
b Weighted average excludes county welfare staff. 

Prop. 
1988-89 

81.92 
28.63 

79.06 

Percent 
Change 
From 

1987-88 

1.9% 
4.5 
• 

2.8% 

average hours for 1988-89 by applying the growth rate to its estimate of 
hours in the current year. Because actual data for the first six months of 
1987~88 show that the. deparmrent's estimate of average hours in the 
current year is too high, its estimate for the budget year is also too high. 
Based on the actual data for July through DecembEOlr 1987, the resulting 
HISS average hours of service for 1988~89 would be 77.1, which is 5.9 
percent lower than the average hours of service estimated in the budget. 
A decrease in av~rage· hours of,service of this magnitude would result in 
decreased General Fund costs of approximately $25 million in 1988-89. 

Program Changes Make Projected Growth Rates Uncertain. Although 
recent trends indicate that the department's estimate of hours of service 
is too high, it is important· to note that several recent program changes 
will result in changes in these trends that-are difficult to estimate. 
Specifically, the following changes create substantial uncertainty regard
ing future trends in average hours per case: 

• Completion of Time-Per-Task lniplementation Ends. During 1986, 
counties implemented time-per-task standards that limited the hours 
of service provided for specific tasks such as . laundry and shopping. 
As a result of time"per-taskimplementation, the average hours of 
service per case increased at a slower rate than in prior years. It is 
likely that- the greatest impact of the standards occurred in the first 
year ofimplementation, when the entire caseload was reevaluated 
under the new standards; In the future, however, the standards will 

. probably continue to moderate increa.ses in average hours of service 
for new cases by an unknown extent. 

• Uniform Standards and the Case Management Information and 
Payrolling System (CMIPS). The department completed imple
mentation of the new CMIPS on July 1, 1987. This statewide system 
provides counties with management tools that allow them to more 
closely monitor the hours of service awarded by social workers to 
IHSS recipients. It is .. not clear to what extent the use of CMIPS 
information restrained the growth in average hours of service per 
case in 1986-87 and 1987-88 because other factors, such as the 
implementation of time-per-task guidelines, also slowed the growth 

23-77312 
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in average hours of service during this period. To the extent that the 
use of CMIPS has moderated the upward trend, we expect that 
ongoing use of CMIPS data· will continue to restrafu the growth in 
average hours of service in the future. 
Moreover, counties will begin using a new needs assessment tool in 
March 1988. The new instrument is intended to improve uniformity 
in the awards of IHSS service hours. To the extent that counties 
currently provide lower average hours of service than are appropri
ate for their caseloads, greater program uniformity is likely to cause 
the growth in average hours to increase. To the extent that the 
average hours of service currently provided are too high, the new 
assessment tool may result in slower growth in average hours. We 
will not know whether greater uniformity actually increases or 
decreases service awards until late in 1988-89 . 

• Chapter 1438, Statutes of 1987. Chapter 1438, Statutes of 1987, freezes 
the county share of costs for IHSS at the 1987 -88 level. It also requires 
the state to cover any IHSS deficiency that might arise in future years 
through a General Fund deficiency appropriation. The measure also 
eliminates counties' authority to reduce the level of services in the 
IHSS program if their Budget Act appropriations are insufficient. 
The act may result in increased growth in the IHSS program in 
1988-89 and thereafter because it removes one of the counties' 
financial incentives to restrain IHSS costs by freezing the counties' 
share of costs at the 1987-88 level. By freezing the county share of 
IHSS costs at the 1987-88 level, the measure also creates an incentive 
for counties to keep costs low in the current year. These factors may 
result in increases in the level of services in the future. 

Growth in Workers' Compensation Costs Decline 
We recommend a General Fund reduction of $5.6 million to reflect a 

reduced rate of growth in IHSS workers' compensation costs in 1988-89. 
(Reduce Item 5180-151-001 by $5.6 million.) 

The budget proposes $10.4 million from the General Fund to pay 
workers' compensation costs in 1988-89 to individuals who have become 
disabled while working as IHSS providers. This is 42 percent above the 
$7.3 million estimated for 1987-88. The department advises that the 
projected increase is based on the growth in expenditures from 1985-86 to 
1986-87 for (1) workers' compensation benefit payments, which increased 
by 57 percent during this one-year period, (2) administrative costs, which 
increased by 1.4 percent, and (3) legal fees, which increased by 44 
percent. Benefit payments comprise more than 90 percent of total 
expenditures for IHSS workers' compensation costs. 

The state began providing workers' compensation benefits to IHSS 
providers in 1978-79. Since 1982-83, the state has been self-insured for the 
costs of these benefits. That is, the state pays the benefits directly to the 
injured employees rather than paying a private insurance company. 
Typically, under a self-insurance plan, there is a substantial phase-in 
period during which costs accelerate dramatically prior to leveling off 
and stabilizing. This is because, in the early years, injured workers begin 
to receive monthly benefit payments that continue past the initial year of 
the claim, yet relatively few workers have been receiving benefits for 
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long enough to be terminated. In later years, as workers return to work, 
or their benefits expire, the number of workers terminated each month 
approaches the. number of new claims. Thus, the rate of growth in the 
costs of the benefit payments stabilizes. , 

Tl;ie state's experience with IHSS workers' compensation costs is 
consistent with this pattern. Specifically, costs rose rapidly in the early 
years of self-insurance and have grown at declining rates in more recent 
years. Table 10 displays the annual percentage increase in these costs 
since the inception of self-insurance. . 

Table 10. 
Department of Social Services 

Workers' Compensation Benefit Costs for 
In-Home Supportive Services Providers Since the 

Inception of Self-Insurance 
1983 through 1987 

1983 ............................................... . 

Annual 
Percentage 

Increase 

1984................................................ 98% 
1985 ................................................ 87 
1986.;............................................... 76 
1987" ..................................... · ....... ·... 17 

" Last full year for which data are available. 

. The department's estimate does not take this decline in the annual rate 
of increase into account. In fact,' as we note above, the 42 percent increase 
in total costs estiInated in the budget is based to a large extent on the 57 
percent increase in benefit payments that occurred between 1985-86 and 
1986-87. We think a more reasonable assumption would be that benefit 
payments will increase at the same rate they increased between calendar 
years 1986 and 1987-17 percent. In fact, it is quite possible, in light of the 
pattern of declining percentage increases displayed ~ Table 10, that the 
actual increases for 1987-88 and for 1988-89 will be substantially less than 
17 percent. This is because benefit payments increased by only 5.7 
percent between the last six IIlonths of 1986 and the same period in 1987. 

Based on the assumption of a 17 percerit increase in benefit payments, 
we estimate that total workers' compensation costs will be $4.1 million in 
1987-88 and $4.8 million in 1988-89. Therefore, in the current year, the 
expenditures for IHSS workers' compensation will be $3.2 million below 
the department's estimate. In addition, these costs will be $5.6 million less 
than the department's estimate for the budget year. Therefore, we 
recommend a General Fund reduction of $5.6 million to more accurately 
reflect the cost of workers' compensation for IHSS providers in 1988-89. 
Impact on Minimum' Wage Increase Lower Than Department Estimates 

We . recommend that the department advise the fiscal committees 
prior to. budget hearings, of its plans to incorporate additional factors 
into its estimate of the increase in IHSS costs that will result from the 
increase in the minimum wage. . . 

As a result of the increase in the minimum wage, which will take effect 
on July 1, 1988, the department estimates that IHSS costs will increase by 
$63 million. The department's estimate of this increase is based on two 
calculations. First, the estimate calculated that costs· would increase by 
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$65.4 million due to the expected increase in IP wages from $3.72 per 
hour to $4.25 per hour. Second, the department reduced this amount by 
$2.4 million to reflect an anticipated reduction in hours of s.ervic,e for 
those recipients who receive the statutory maximum amount of service. 

The reduction in hours will occur because some IHSS recipients will 
receive fewer hours of service as a result of the increase in the minimum 
wage. This is because state law limits the amount of service that an 
individual can receive based on the total cost of the service. For example, 
severely impaired recipients are limited to $1,100 worth of service each 
month in 1988-89. At the curr.ent wage of $3.72 per hour, a severely 
impaired recipient can therefore receive up to 296 hours of service. At 
$4.25 per hour, however, the same recipient could receive no more than 
259 hours, or 37 hours less. The department's estimate did not recognize, 
however, that all those recipients who may not be at the maximum but 
are within 37 hours of the statutory maximum will also receive a reduced 
number of hours of services as a result of the change in the minimum 
wage. For this reason, we conclude that the cost of the minimum wage 
increase to the IHSS program will actually be less than the amount 
estimated by the department. 

We believe that the department will be able to project the number of 
hours of service that will actually be reduced by the time it prepares its 
May estimate. Therefore, we recommend that the department advise the 
fiscal committees of its plan to adjust its estimate of the cost of the 
minimum wage. (In our analysis of the COLA item [please see. Item 
5180-181-001], we further discuss the impact of increases in provider 
wages on the level of IHSS services available to those at or near the 
statutory maximum.) 

Contract Savings 
We recommend a General Fund reduction of $1.9 million to reflect 

the actual costs of the contract for the Caseload Management Informa
tion and Payrolling System in 1988-89. (Reduce Item 5180-151-001 by 
$1.9 million.) 

The department estimates General Fund costs of $5 million for the 
Caseload Management Information and Payrolling System (CMIPS) in 
1988-89. Subsequent to the preparation of this estimate, the department 
awarded a five-year, $16.9 million contract to the Electronic Data Systems 
company for the CMIPS system. As a result of the new contract, CMIPS 
costs in 1988-89 will be $3.1 million, or $1.9 million below the amount 
proposed in the budget for 1988-89. 

Therefore, we recommend a General Fund reduction of $1.9 million to 
reflect the actual costs of the CMIPS contract in 1988-89. 

Costs and Benefits. of County Welfare Department Staff Provider Mode 
We recommend that the department report to the fiscal committees 

prior to budget hearings, on the options for assessing the costs and 
benefits of the welfare staff mode for providing IHSS. 

The budget includes $9.2 million for the costs of county welfare 
department staff to provide direct services to IHSS recipients and to 
supervise independent providers. This represents an increase of 7.6 
percent above the 1987-88 amount. There are currently 20 counties that 
use the welfare staff mode of providing IHSS services. These include 
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three counties that began using welfare staff to supervise individual 
providers (IPs), and to assist clients in supervising IPs, for the first time 
in the current year. County staff advise that these counties decided to 
begin using welfare staff to supervise IPs as a result of the escalating costs 
of IHSS contracts and to improve the quality of services. 

In recent years, some counties have changed modes of providing IHSS. 
Not only have some counties been experimenting with the welfare staff 
mode, but some have switched from the contract to the IP mode. Our 
analysis indicates that there are three major reasons that counties switch 
provider modes: 

Contract Costs Increase. In 1987, hourly contract costs increased by 10 
percent above the 1986 level in several of the counties that have the 
largest IHSS contracts in the state. Hourlycosts for IPs increased by only 
1 percent between 1986-87 and 1987-88, and hourly costs for welfare staff 
increased by 6.5 percent. 

Quality o/Care/Provider Availability. In many counties, local groups 
have raised concerns about the quality of care in the IHSS program and 
clients' problems in. locating competent providers. The Supplemental 
Report of the 1986 Budget Act required the department to report on the 
extent of these problems. In March 1987, the department surveyed 
counties to identify the reasons that clients were receiving less than 80 
percent of their authorized hours of service. The counties responded that 
the most significant reason was that no provider was available. Moreover, 
lack of a provider was the reason that clients received less care than they 
were entitled to in 40 percent of IP mode cases, but in only 18 percent of 
the cases served by contract providers. The surveys did not address the 
welfare staff mode, but it is likely that welfare staff providers are 
generally available to clients in those counties that utilize this mode. 

Financial Liability and Collective Bargaining. Although the Depart
ment of Social Services (DSS) and county welfare departments indicate 
that IHSS clients are the employers of the IPs, the courts have not always 
agreed. The courts have found that IHSS workers are the employees of 
the state and the counties for various purposes, including, for example, 
the minimum wage provisions of the Fair Labor Standards Act. While the 
decisions to date have not established county liability for providers' 
actions or specified that the county is the party responsible for collective 
bargaining, several IP mode counties have expressed concern over their 
potential exposure in these areas. 

Our analysis indicates that these factors will continue to result in 
provider mode shifts as counties seek to improve the quality of IHSS 
programs while remaining within their budget allocations. The DSS can 
directly influence county decisions to change provider modes because it 
has' statutory authority to disapprove annual county plans for providing 
IHSS, if the proposed plans would result in costs above the level of the 
county's IHSS allocation. To ensure that the IHSS program provides 
cost-effective, high quality services in the future, the Legislature needs to 
have the information that would allow it to assess the costs and 
quality-of-care impacts of each provider mode. 

An IHSS pilot project that sunsets on June 30, 1988, will provide such an 
assessment of the costs and benefits for both the contract and the IP 
modes of service delivery. The evaluation of that pilot project does not, 
however, address these issues with respect to the welfare staff mode. It is 
our understanding that the department could provide accurate and 
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comprehensive data on welfare staff mode costs by making some 
adjustments to its existing data collection systems and by reviewing data 
from counties that currently use the welfare staff mode. There are several 
options for making an assessment of the quality of care associated with 
the welfare staff mode, such as collecting information from various 
counties that currently use the welfare staff mode or establishing a pilot 
project. Therefore, we recommend that the department report to the 
fiscal committees prior to budget hearings on options for assessing the 
costs and benefits associated with the welfare department staff mode of 
providing IHSS. 

ACCESS ASSISTANCE FOR THE DEAF 

Background 
The Deaf Access program provides funds for social services to deaf and 

hearing-impaired persons through eight regional contractors, which 
provide services in 28 of the state's 58 counties. The budget proposes $3.4 
million in General Fund support for the Deaf Access program in 1988-89, 
which is the same amount that was appropriated for·. this program in 
1987-88. . 

Language in the 1986 Budget Act required each contractor providing 
services under this program to submit to the Department of Social 
Services (DSS) an estimate. of the unmet statewide need for deaf access 
services in 1986-87. According to recently updated information provided 
by seven of the eight deaf access contractors in response to the 1986 
Budget Act language, the cost to extend services to the 30 counties that 
are not currently served would be $1.6 million. This would be a 47 
percent increase above the level proposed in the budget for 1988c89. The 
contractors also estimated that the cost to increase the level of services in 
areas that currently receive some services would be $1.5 million. There
fore, the total increase for both extending services to unserved areas and 
increasing the level of services for areas that are currently served, would 
be $3.1 million, an increase of 91 percent, above the amount proposed for 
1988-89. 

Funding Options 
Our analysis indicates that, other than the General Fund, there are two 

potential sources of funding available to the Legislature if it chooses to 
increase the level of services and the geographical coverage of the Deaf 
Access program: 

• Local Funds. In 1985-86, the eight regional contractors used $1.6 
million in funds available from charities and local governments. It is 
unclear whether the contractors could expand services. in the areas 
that they already serve through a greater reliance on local funds. 
Part of the costs of expanding the program to serve additional areas 
of the state probably could, however, be funded locally by charities 
and local governments that serve these areas . 

• Federal Vocational Rehabilitation (VR) Funds. Our analysis indi
cates that federal VR funds may be available to cover a portion of the 
costs of the Deaf Access program in 1988-89. In our analysis of the 
Department of Rehabilitation budget (please see Item 5160cOO1), we 
identify $8 million in unbudgeted federal VR funds. It is possible that 
some qf these unbudgeted funds could be used for the Deaf Access 
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program. Because these funds are potentially available for several 
programs in addition to the Deaf Access program, we recommend in 
our analysis of Item 5160"001, thatthe Department of Finance report 
to the fiscal committees prior to budget hearings, on the potential 
use of these' funds by several state departments. 

EMPLOYMENT PROGRAMS FOR AFDC RECIPIENTS-

Greater Avenues for Independence (GAIN) 

The DSS provides education and training services to recipients of 
AFDC in order to help them find jobs and become financially indepen
dent. In total, the budget proposes $268 million ($191 million Gene:ral 
Fund) for employment services programs. The major portion of these 
funds-$259 million ($189 million General Fund)-is for the GAIN 
program. (These amounts do not include funds proposed for support of 
the GAIN program in Items 6110-156-001 and 6110-166-001; and Section 22 
of the 1988 Budget Bill.) The remaining funds proposed in this item 
consist of (1) $6.3 million ($2.6 million General Fund) to operate the 
Work Incentive Demonstration program in counties which have not yet 
made the transition to GAIN, (2) $2.1 million in federal funds proposed 
for transfer to the State Department of Education (SDE) for child care 
services for GAIN participants, and (3) reimbursements of $3 million in 
federal funds from EDD to partially offset the General Fund costs of 
GAIN. ' 

Overview of the GAIN Budget Request 
Table 11 displays expenditures from all funding sources proposed for 

GAIN in the current and budget year. The table displays expenditures for 
each of the components of the GAIN program. It also displays the various 
funding sources for the program. As the table shows, the budget proposes 
to fund the program from two major sources: (1) funds appropriated 
specifically for GAIN and (2) funds redirected from other programs. 

Expenditures. Table 11 shows that the budget proposes $408 million in 
expenditures for the GAIN program in 1988-89, which represents an 
increase of $198 million, or 94 percent, above the amount provided in the 
1987 Budget Act. The department has not revised its current-year figures 
to reflect updated caseload and cost data-we discuss the department's 
estimate of current-year expenditures in more detail below. As thetable 
shows, the largest increases are for the costs to serve GAIN participants 
who are in the education, training, and job search components of the 
program. 

Funds Appropriated for GAIN. Table 11 shows that the bulk of the 
support for the program is derived from funds specifically appropriated 
for GAIN. The largest appropriation is the $189 million General Fund 
appropriation proposed for the DSS. This represents an increase of $136 
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Table 11 

Department of Social Services 
GAIN Program 

Proposed Expenditures and.Funding Sources 
1987-88 a and 1988-89 

(dollars in thousands) 

Item 5180 

Ert. Prop. Change 
1987-88" 1988-89 Amount Percent 

EXPEND~SBYCOMPONENT 
Registration, orientation, and appraisal ......... $8,074 $14,476 $6,402 
Education ....................... : ................ 115,012 172,035 57,~ 
Job search ......................................... 20,567 48,128 27,561 
Assessment. ...................................... 10,379 16,662 6,283 
Training ......................................... 60,784 103,563 42,779 
Long-term PREP ................................ '7,765 23,866 16,101 
9O-day child care ................................ 7,496 8,918 1,422 
Planning.;: ......................................... 18,249 19,000 751 
Child care licensing ............................. 1,353 309 -1,044 
Evaluation ................ : ...................... 11!3 400 413 
County administration .......................... 365 365 

Totals .......................................... $249,842 $407,772 $157,930 
Less legislative reduction ....................... . -40,000 
Adjusted expenditure totals ..................... $209,842 $407,772 $197,930 

FUNDING SOURCES 
Funds Appropriated for GAIN 

General Fund . 
$136,400 Department of Social Services ............... $53,000 $189,400 

State Department of Education .............. (10,800) (11,400) (600) 
Adult ooucation ............................. 6,200 4,200 -2,0!l0 
Match for JTPA education funds ........... 4,600 7,200 ····2,600 

Department of Finance ....................... 44,000 44,000 
Subtotals, General Fund ~ ..................... ($107,800) ($244,800) ($137,000) 

Federal funds .................................... 41,900 70,700 28,800 
Totals, funds :JprOPriated for GAIN ........... ($149,700) ($315,500) ($165,800) 

Funds Redirec for GAIN 
General Fund 

Existing ADA funds ........................... 
Adult education .............•............... 

($21,000) 
5,200 

($45,500) 
14,100 

($24,500) 
8,900 

Regional occupation centers and programs. 2,600 . 2,000 -600 
. CO!llIllunity colleges ........................ 13;200 29,400 16,200 . 

Career opportunity development programs . 600 3,000 2,400 

C~cFu~:g6; ~~~~~i~s. ~~s.~~~~~s. ~~~ ........... 100 300 200 
Job agent/service center ...................... 400 900 500 
Subtotals, General Fund ...................... ($22,100) ($49,700) ($27,600) 

~~Tfu:l Training Fund .................... $5,000 $1,100 -$3,900 

JTPA ............................................. (20,500) (16,100) (-4,400) 
Training ..................................... 15,900 8,900 -7,000 
Education ................................... 4,600 7,200 2,600 

Job service .... ; ................................. 1,500 6,900 5,400 
Career opportunity development programs. 900 1,600 700 
Community services block grant ............. 800 1,500 700 
Vocational education block grant ............ 600 4,800 4,200 
Refugee social 'services ........................ 5,000 5,000 
PELL grants .................................. 4,300 5,600 ~ 
Subtotals, federal funds ....................... ($33,600) ~$41,5OO) ($7,900) 

Totals, funds redirected for GAIN .............. . ($60,700) $92,300) ($31,600) 

Grand totals, all funding sources ............... $210,400 0 $407,800 $197,000 

" Current-year figures have not been revised from those in the 1987 Budget Act. 
b Not a meaningful figure. 
o Detail does not add to totals due to rounding. 

79% 
50 

134 
61 
70 

. 'lffT 
19 
4 

'-77 
253 

b 

63%' 

94% 

257% 
6 

-32 
57 

127% 
69 

ill % 

117% 
171 

-23 
123 
400 

200 
125 
125% 

-78% 

-22 
-44 

57 
360 
78 
88 

700 

30 
24% 
52% 
94% 
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million, or 257 percent, over the amount appropriated in the current 
year. . . 
. Redirected Funds. As shown in the table, the budget assumes that $92 

million in funds proposed for existing programs will be available to 
provide services to GAIN participants. For example, the budget assumes 
that the community colleges will provide education and training services 
to GAIN participants totaling $29 million, at no charge to the GAIN 
program. Community colleges, and the other state programs shown on 
the table, may provide additional services to GAIN participants on a 
fee-for-service basis under contract with county welfare departments. 

While Table 11 breaks out GAIN expenditures by program component, 
Table 12 shows how the $408 million proposed for GAIN would be 
distributed among expenditure categories. Table 12 shows that almost 
one-half of the funds (48 percent) are proposed for program costs-the 
costs incurred by county and contract staff to provide direct services such 
as job search, education, and training to GAIN participants. An additional 
$130 million, or 32 percent of total costs, is for supportive services, 
including child care, transportation, and ancillary costs (such as books 
and work-related clothing) provided to participants. Finally, $84 million, 
or 21 percent of total costs, is for administrative costs, which consist 
primarily of county costs to administer the GAIN program . 

. Table 12 
Department of Social Services 

GAIN Expenditures by Category 
1988-89 

(dollars in millions) 

Program Costs 
Orientation ..........................•........................... 

. Testing. and evaluation .......................................... . 
Education ....................................................... . 
Job club/search a .............................................. .. 

Assessment ..................................................... . 
Training and vocational education ........................... .. 
Long·term PREP ............................................... . 

Subtotals, program costs ..................................... . 
Supportive Services 

Child careb •••••••••••.•••••••• '.' ••••••••••.••••••••••••.•••.•••• 

Transportation .................................................. .. 
Ancillary expenses C ............................................ . 

S.u~to~, sujportive services ............................... . 
ArimmlStration ................................................... . 

Totals ......................................................... . 

a Includes 9().day job search. 

Proposed 
1988-89 

$1.2 
10.9 
82.7 
30.2 
12.4 
55.7 

1.1 
($194.2) 

90.8 
32.5 
6.5 

($129.8) 
$83.7 

$407.7 

Percent of Total 

0.3% 
2.7 

20.3 
7.4 
3.0 

13.7 
0.3 

(47.6%) 

22.3 
8.0 
1.6 

(31.8%) 
20.5% 

l(Xi.O% 

b Includes transitional child care provided for 90 days after an individual leaves aid due to employment. 
C Includes workers' compensation costs for participants in certain training components. 
d Includes funds for planning, statewide evaluation, and child car.e licensing. 

Budget Shortfall 
While the total amount proposed for GAIN in 1988-89 is nearly double 

the amount budgeted for the current year, the budget acknowledges that 
the increase is not sufficiellt to fully fund the program statewide. 
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SOCIAL SERVICES PROGRAMS-Continued. 
Therefore, the budget proposes a two-tiered approach to funding the 
program in 1988-89. Specifically, the budget proposes to (1) fully fund 
costs in the 18 counties that were operating GAIN prior to October 1987 
and (2) allocate the remaining funds among 40 counties at a level which 
will cause these counties to serve only a portion of their potential· GAIN 
caseload. (Chapter 1025, Statutes of 1985, which created the GAIN 
program, allows counties to accommodate funding shortfalls by reducing 
the number of participants that the program serves, rather than by 
reducing the kinds of services that participants receive.) 

Options for Addressing the Budget Shortfall· 
The budget proposal presents the Legislature with a major policy issue: 

What are the Legislature's options for funding the GAIN program in 
1988-89? In The 1988-89 Budget: Perspectives and Issues, we discuss the 
costs of the GAIN program and how the department's cost estimate has 
evolved since the Legislature enacted Chapter 1025. In addition, we 
discuss the following three options for funding the program in 1988-89: 

• Program Participation Restrictions. The budget's two-tiered fund
ing proposal is an example of how restrictions on who can participate 
in the GAIN program can reduce expenditures. The major problems 
that we have identified with the proposal are that (1) it treats 
different counties differently, and (2) it sets a precedent that could 
be difficult to reverse. One alternative to the two-tiered approach 
would be to require some participation restrictions in 58 counties. 

• Reductions in Scope of Services. Another option for addressing the 
budget shortfall would be to reduce the amount or kinds of services 
provided to GAIN participants. Obviously, changes in program scope 
would involve major policy decisions. . 

• Full Funding. According to the department's current estimates, 
fully funding all 58 counties would require an additional General 
Fund commitment of $97 million in 1988-89. We believe, however, 
that by the time of the May revision, this figure could change 
substantially. We discuss several issues below that could affect the 
costs of fully funding the GAIN program in 1988-89. 

Current-Year Expenditure Information 
We recommend that prior to budget hearings, the department report 

to the fiscal committees on its most recent estimate of cuirent-:-year 
county allocations and expenditures, and the amount of unspent funds 
that could be available for reappropriation. . 

While the estimated costs of GAIN and the amount allocated to 
counties for the program has risen dramatically, the amount of money 
actually spent on the program remains relatively low to date. In 1986-87, 
the first year of GAIN operations, counties spent only $14 million, or 33 
percent, of the funds allocated to them (this excludes expenditure of 
funds from other programs). The department's preliminary estimate of 
expenditures for the first three months of 1987-88 indicates that the 
counties spent $6 million. This is substantially less than the amount 
anticipated for expenditure during this period. It is too early to project 
exactly how much the counties will spend in the remaining months of the 
current year. Our analysis indicates, however, that implementation 
delays and lower-than-anticipated caseloads in, various GAIN compo-



Item 5180 HEALTH AND WELFARE / 705 

nents, will hold total county spending substantially below appropriation 
levels in the current year. Therefore, we expect that a substantial portion 
of the funds budgeted for the current year will be available to offset costs 
in 1988-89~ 

Updated information about anticipated expenditures for the current 
year will help the Legislature to (1) assess expenditure patterns in the 
counties and (2) calculate the amount of funds potentially available to be 
reappropriated for the budget year. Therefore, we recommend that the 
department report to the fiscal committees prior to budget hearings, on 
its most recent estimate of current-year allocations and expenditures, and 
the amount ohesulting carry-over which could be reappropriated for the 
budget year.· 

A~ditional Adult Education Funds Are Potentially Available to Offset the 
Costs of GAIN 

We· recommend that DSS and -. the State Department. of Education 
(SDE) report to the fiscal committees prior to budget hearings, on the 
amount of additional education funds available for GAIN which _ are_ 
not reflected in the budget. 

The cost to support GAIN participants in the education component is 
estimated at $172 million. These costs would be funded primarily by 
General Fund monies appropriated for GAIN. The budget also assumes 
that $14 million of the total will be from existing education resources that 
the schools will make available to GAIN participants.· Our reView 
indicates that the amount of existing adult education funds available for 
GAIN in the budget year may be greater than the amount assumed in the 
budget. These additional resources could be used to reduce the need for 
new General Fund resources in 1988-89. 

The department indicates that counties are identifying more adult 
education resources available at the local level than the amount assumed 
in the GAIN estimate. While the department advises that ithas increased 
its estimate slightly to reflect an increase in the availability of adult 
education resources to serve GAIN participants, it will not be able to 
determine exactly how much more of this existing resource _ will be 
available until it has reviewed all of the county plans and verified these 
figures with the SDE. . 

In addition to the higher-than-anticipated amount of resources avail
able for adult education in local schools, additional education resources 
could be available for serving GAIN clients from three other sources: (1) 
funds appropriated in Ch 1025/85, which were never spent, (2) unex~ 
pended adult education funds that are required to be reallocated for the 
GAIN program, and (3) new adult education "growth funds" proposed 
for 1988-89, of which an unspecified amount will be used for GAIN. (In 
Item 6110-156-001, we recommend that the Superintendent of Public 
Instruction inform the Legislature of the amount of growth funds that 
would be available for GAIN.) These amounts are not reflected in DSS' 
calculation of funding sources for GAIN education costs. At the time this 
analysis was prepared, the data necessary to prepare a precise estimate of 
the amount of these funds was not available. ~ased on preliminary 
information, however, we estimate that the amount could total more than 
$5 million. 

In order to provide the Legislature with the information it will need to 
determine how much additional money is needed from the General 
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Fund to provide education to GAIN participants, we recommend that the 
DSS, in conjunction with the SDE, refort to the fiscal committees prior 
to budget hearings, on the amount 0 adult education resources which 
will be available for GAIN from (1) local school districts, (2) unspent 
funds appropriated in Ch 1025/85, (3) unexpended ADA funds, and (4) 
new adult education "growth funds" for 1988-89. 

Department Needs to Review Assumption About Attrition from the 
Education Component of GAIN 

We recommend. that the department advise the fiscal committees 
prior to budget hearings on counties' experience regarding GAIN 
participants'rate of attrition from education. 

The budget assumes that 5 percent of the GAIN participants enrolled 
in education will leave aid each month. In other words, over the course 
of the seven month estimated average stay in education, 35 percent of the 
participants who initially enrolled in this component will leave the GAIN 
program. This assumption has significant implications for the costs ofthe 
program, since it substantially reduces the estimated caseload in the 
education component. The DSS advises that it based this assumption in 
part on preliminary data showing that more AFDC applicants leave aid 
after a short period than the department had previously assumed. 
However, the budget also assumes that, due to budget constraints, most 
counties will serve only AFDC recipients, not applicants. Since recipi
ents, on average, remain on aid longer than applicants, the department's 
attrition assumption may not be justified in light of the reduced funding 
level proposed in the budget. 

The department could test the accuracy of its assumption by surveying 
actual attrition rates for applicants as well as for recipients in the 
operating counties. Consequently, we recommend that DSS advise the 
fiscal committees prior to budget hearings on the actual experience of 
counties that have implemented GAIN regarding the attrition of AFDC 
applicants and recipients. 

DSS Needs to Develop a System for Containing GAIN Costs 
We recommend that the department report to the fiscal committees 

prior to . budget hearings on its plan for developing a system for 
containing GAIN costs. 

One way to reduce the costs of fully funding the GAIN program is to 
ensure that counties provide GAIN services as efficiently as possible and 
maximize their use of available existing resources. Our review of the 
county budget allocations approved by DSS thus far indicates that there 
is substantial variation in county costs. This variation suggests that some 
counties could deliver GAIN services more efficiently, thereby reducing 
the funding requirements of the program. 

Current County Allocation Process. Currently, the department does 
nof have a formal system for containing GAIN costs. Instead, the 
department reviews each county's budget request on a case-by-case basis. 
The department has significantly improved its allocation process as the 
DSS and the counties have gained more .experience with the program. 
Nevertheless, we believe that further improvement is necessary. 

Under the Current Allocation System, the DSS Has Approved Widely 
Varying County Costs. Table 13 shows the costs of GAIN, on a per-person 
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basis, in the first 12 counties to implement the program. The table 
displays each county's "gross costs" (total expenditures by all programs to 
serve GAIN clients), the amount of existing resources available to offset 
these costs, the percentage of gross costs that are offset by existing 
resources, and the resulting net costs. The table shows that there is 
substantial variation in the net costs of the counties' programs. Specifi
cally, the. net costs range from $860 per registrant in Napa County to 
$2,382 in Yuba County. 

Table 13 
Department of Social Services 

Range of Budgeted Costs Per GAIN Registrant a 

First 12 Counties to Implement the Program 
1987-88 

yuba ......................................... . 
San Mateo ................................... . 
Butte ......................................... . 
Santa Clara .................................. . 
Fresno ....................................... . 
Merced ....................................... . 
Kern ......................................... . 
Shasta ......................................... . 
Ventura ...................................... . 
Stanislaus .................................... . 
Madera ..................................... .. 

Napa ........ ; ................................ . 
Median .................................... . 

Gross 
Costs 
$3,236 
2,381 
2,394 
2,559 
2,456 
2,274 
1,669 
2,366 
1,985 
1,648 
1,554 

928 
$2,320 

Existing 
Resources 

-$854 
....,262 
-412 
-794 
-845 
-647 
-192 
-961 
-721 
-485 
-485 
-68 

-$566 

Existing 
Resources as 
Percental 
Gross Costs 

26% 
11 
17 
31 
34 
28 
12 
41 
36 
29 
31 

7 
29% 

Net 
Costs 
$2,382 
2,119 
1,982 
1,765 
1,611 
1,627 
1,477 
1,405 
1,264 
1,163 
1,069 

860 
$1,522 

• Costs shown reflect approved county plans. Actual expenditure data for the GAIN program are not 
available at this level of detail. 

Our review of the data shown in Table 13 suggests that the counties 
with relatively high net costs fall into two categories: those with relatively 
high gross costs and those with a relatively low percentage of existing 
resources .. To the extent that the counties with relatively high net costs 
are able to bring these costs more in line with the median costs, either by 
reducing gross costs or increasing existing resources, the overall costs of 
the GAIN program would be reduced substantially. 

Approaches to . Developing a System for Containing GAIN Costs. We 
recognize that developing a system to contain the costs of the GAIN 
program will be a major undertaking for the department. This is because 
the GAIN program is very complex and is designed to allow counties 
substantial flexibility in structuring local programs tailored to local 
conditions. Nevertheless, the variation in county costs described above 
suggests that cost reductions are possible. . 

In order to develop a GAIN cost containment system that encourages 
counties to provide services as efficiently as possible and to maximize 
their use of existing resources, the department will need to develop cost 
guidelines for GAIN services and targets for the percentage of costs 
which should be offset with existing resources. In fact, the 1987 Budget 
Act required the department to develop cost guidelines (but not 
guidelines on the utilization of existing resources) and submit them to the 
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Legislature by January 1, 1988. At the time this analysis was prepared, the 
department had not yet submitted these guidelines. 

To ensure that cost and existing resource utilization guidelines are 
reasonable,and that they would not require counties to reduce the level 
or quality of the services they provide, the' department will need several 
types of information which are not currently available. Specifically, the 
department needs information on actual county expenditures for various 
types of GAIN services and the actual amount of existing resources used 
to serve GAIN participants-the expenditure and existing resources 
utilization data currently available reflect county plans, not actual county 
activities. 

Based on this information and on its continuing review of county 
operations, DSS should be able to develop a system for containing GAIN 
costs. We therefore recommend that the department provide the Legis
lature, prior to budget hearings, with its specific plans for developing a 
system for containing GAIN' costs, including its plans for gathering 
detailed expenditure data which tracks county expenditures by program 
component, type of expenditure, and funding source. . 

Review of GAIN Budget Assumptions 
We recommend that prior to budget hearings, the Department. of 

Social Services report to the fiscal committees on the following issues 
regarding GAIN funding needs: (1) the potential to maximize the use 
of existing resources available to serve GAIN participants, (2) its 
progress in developing interagency agreements with specified depart
ments as required by the 1987 Budget Act, (3) the reasonableness of 
assumptions regarding grant diversion, and (4) the appropriateness of 
budgeting a specified amount for GAIN job development. 

Based on our review of the department's GAIN estimate and its budget 
assumptions, we have identified several problems that the department 
should address prior to the May revision in order' to provide the 
Legislature with a more accurate picture of the costs of the program. 

The Budget Does Not Reflect All Available Resources. As we discuss 
above, the amount of existing resources which can be used to offset GAIN' 
costs is one key to containing the costs of the program. If more of the 
needs of GAIN participants can be met with existing resources, then the 
amount the Legislature needs to appropriate for GAIN will be Jess. 

Our review indicates that the DSS may be able to offset more GAIN 
costs witp existing resources than the current estimate indicates,. thereby 
reducing General Fund needs. For example, the department only used 
one-third of the Job Training Partnership Act (JTPA) funds and two
thirds of the community college resources that it estimates to be available 
to support the training and vocational.education needs of GAIN partici-
pants. We found that: . 

• Counties May Be Able to Use ITPA Resources to Provide Employ
ment Services Not' Identified by the . Department. Local JTP A 
Service Delivery Areas (SDAs) could provide job club and job search 
activities for GAIN participants. In addition, SDAs could administer 
grant diversion-funded training. (Grant diversion-funded' training 
uses all or part of an individual's AFDC grant to pay an employer for 
the cost of training. The individual receives a wage during training, . 
with the expectation that the employer will hire him or her after the 
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training period.) Currently, DSS assumes that both of these activities 
will be funded with an equal share from the General Fund and 
federal funds, rather than 100 percent federal support. . 

• Counties Can Use Cooperative Agencies Resources for Education 
(CARE) Funds to Provide Supportive Services for GAIN Partici
pants. This program prOvide. s child care and other supportive 
services to AFDC recipients with children under six who are 
attending community college. However, the DSS has assumed CARE 
funds would be used only for direct program costs. Using CARE 
resources to offset supportive services needs would reduce the need 
for new General Fund resources for this purpose. In turn, DSS could 
use available community college resources to "backfill" the direct 
program costs the department assumes would be offset with CARE 
funds. 

Maintenance of Effort Commitment Is Uncertain. Three of the major 
existing funding sources for GAIN-adult education programs, commu
nity colleges, and JTP A-have committed to provide a certain level of 
education and training services to GAIN participants within their existing 
resources; Beyond this level, these agencies are entitled to receive 
additional funds for costs incurred as a result of GAIN. These additional 
funds would come either: (1) through contracts with county welfare 
departments or (2) through amounts released by the Department of 
Finance pursuant to Section 22 of the ·1988 Budget Bill. This threshold 
level of services-known as a maintenance of effort level-is key because 
it determines the amount of additional funds these programs will require 
to provide GAIN services. 

Our review indicates that the DSS needs to continue to work with 
these other agencies to establish an appropriate maintenance of effort 
level. This will serve two purposes. First, it will help counties determine 
the . availability of local education and training resources for their 
planning and budgeting purposes. Second, it will help the department 
determine how much additional money is needed for these purposes 
statewide, including the amount needed from Section 22 of the Budget 
Bill. 

The 1987 Budget Act directs the department to enter into interagency 
agreements with the other state agencies who are involved in GAIN, 
including the SDE, the community colleges, and the Employment 
Development Department (EDD) to work out standard procedures for 
using existing resources. At the time this analysis was prepared, these 
agreements had not been developed. We would expect that some of the 
issues identified above would be resolved in. these agreements. 

Grant Diversion Assumptions Are Not Realistic. The budget assumes 
that an equal number of GAIN participants will be referred to regular 
on-the-job training (OJT)-where an employer receives a subsidy from 
JTP A or some other training provider to offset the cost of training-and 
OJT funded by grant diversion. Grant diversion is potentially an excellent 
funding source . for training GAIN· participants. However, it is compli
cated and requires careful planning. Consequently, only one county is 
currently using this technique. The department expects several other 
counties to begin using grant diversion soon. Nevertheless, we question 
whether counties will be able to do the amount of grant diversion in 
1988-89 which is assumed in the budget. To the extent that counties refer 
people to regular OJT rather than grant diversion-funded OJT, the costs 
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of training will be higher. In this event, however, regular OJT could be 
provided using existing JTP A resources, which our review indicates are 
not fully accounted for in the GAIN budget. . 

Job Development Costs May Be Overstated. The GAIN estimate 
includes approximately $200 per participant in certain training compo
nents to pay for job development At the same time, the department 
increased the average cost it proposes for training to reflect updated 
JTPA training costs. We have two concerns with this aspect bf the 
estimate. . 

1. The JTP A training costs already include costs for some amount of job 
development We recognize that additional job development efforts may 
be warranted for GAIN under certain circumstances, particularly for 
developing work experience positions for GAIN participants. However, it 
is unclear how much job development is needed for GAIN in addition to 
the job development provided by training contractors. \ 

2. The counties may be able to take advantage of existing jobdevel
opment efforts in their community-through EDD, JTPA, and economic 
development agencies. In fact, budgeting additional·· job developers 
through the GAIN program may be counter-productive in some areas. 
This is because a primary consideration in job development is not to flood 
the employer community with job developers. . 

We believe that the Legislature will need information on each of the 
issues we have outlined above in order to determine the appropriate 
funding level for the GAIN program in 1988-89. We thereforerecom
mend that prior to budget hearings, the DSS report to the fiscal 
committees on the following: 

1. The potential to maximize the use of existing resources available to 
serve GAIN participants. 

2. Its progress in developing interagency agreements with various 
departments as required by the 1987 Budget Act in order to clarify 
maintenance of effort commitments. . 

3. The reasonableness of current assumptions about the use of grant 
diversion to fund training in 1988-89 given the status of county grant 
diversion efforts. 

4. The appropriateness of budgeting $200 for job development for each 
GAIN participant in c;ertain types of training given existing job develop-
ment efforts. . 

Technical Issues 
We recommend increasing Item 5180-151-001 by $3 million to c~rrect 

for double-counting the amount of reimbursements available from 
EDD's Job Service 10-Percent funds to offiet the General Fund costs of 
GAIN. . 

The GAIN statute requires that up to one-half of the federal Job Service 
discretionary funds granted to the EDD be used to support .GAIN 
activities. In 1988-89, EDD proposes to transfer $3 million to DSS for this 
purpose. Our review of DSS' budget documents indicates that DSS 
inadvertently credited these reimbursements twice againstits General 
Fund expenditures for GAIN. . 

We recommend reducing Item 5180-151-001 by $700,000 to reflect the 
amount of CARE funds that will actually be available to provide 
supportive services to GAIN participants. 
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Our review of DSS' budget documents indicates that the department 
(1) understated the amount that will be available for GAIN participants 
from the CARE program and (2) failed to use these funds to offset the 
General Fund requirements for the GAIN program in 1988"89. 

GAIN Child Care 
. The State Department of Education (SDE) has primary responsibility 
for overseeing the provision of child care for GAIN· participants. In oui' 
analysis of the budget for the SDE (please see Item 6110), we make two . 
recommendations regarding child care in the GAIN program, Specifical-
ly, we recommend that: . . • 

1. The Legislature adopt supplemental report language in Item 6110-
001-001 directing SDE to determine the feasibility of obtaining federal 
reimbursement for GAIN-related reporting costs and include any avail-
able federal reimbursements in the 1989-90 budget. .; .. 

2. The Legislature (a) adopt supplemental report language directing 
SDE to collect data on the number of GAIN . "graduates" who are 
receiving state-subsidized child care services, arid (b) direct SDE. to 
develop a system for assessing the number of GAIN p,articipants and 
graduates enrolled in. state-subsidized child care and· report on the 
proposed system prior to consideration of the 1989~9Q budget. . 

Department of Social Services 

COMMUNITY CARE LICENSING 

Item 5180-161 from the General 
Fund and the Federal Trust 
Fund Budget p. HW 167 

Requested 1988-89 ......................................................................... . 
Estimated ·1987-88 ...................................................................... r ..... . 
Actual 1986-87 ................................................................................ .. 

Requested increase $945,000 (+6.9 percent) 
Total recommended reduction .................................................. . 

19.8-89 FUNDING BY ITEM AND SOURCE 
Item:-Description 
51BO-I61-OO1-Local.assistance 
51BO-I61-890--Local assistance 

Total 

Fund 
General 
Federal 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 

$14,719,000 
13,774;000 
11,112,000 

None 

Amount 
$9,394,000 
5,325,000 

$14,719,000 

Analysis 
page. 

1. Foster Family Home Recruipnent Activities .. :Recommend 
that the Legislature adopt Budget Bill language separately 
allocating appropriations for recruitment and basic licensing 
activities, and supplemental report language directing the 
department to provide technical assistance to the counties. 

716 
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Also recommend that prior to budget hearings, the depart
ment advise the fiscal committees whether it would require 
additional staff to implement this recommendation. 

GENERAL PROGRAM STATEMENT 
This item contains the General Fund appropriation for (1) the state's 

cost of contracting with the counties to license foster family homes and 
familyday care homes and (2) foster family home recruiting activities by 
counties. Funds for direct state licensing activities are proposed in Item 
5180-001-001-department support. . 

Foster family homes are licensed to provide 24-hour residential care to 
children in foster care. In order to qualify for a license, the home must be 
the residence of the foster parents and must provide services to no more 
than six children. Family day care homes are licensed to provide day care 
services for up to 12 children in the provider's own home. 

OVERVIEW OF THE BUDGET REQUEST 
The budget proposes two appropriations totaling $14,719,000 

($9,394,000 General Fund and $5,325,000 federal funds) to reimburse 
counties for licensing activities in 1988-89. This is an increase of 6.9 
percent over the estimated current-year expenditures. The increase is 
due to (1) a projected 6.2 percent increase in the foster family home 
caseload ($672,000) and (2) a projected 6.4 percent increase in family day 
care caseload ($273,000). Table 1 displays program expenditures and 
funding sources for this program in the past, current, and budget years. 

Table 1 
Department of Social Services 

Community Care Licensing 
Budget Summary 

1986-87 through 1988-89 
(dollars in thousands) 

Actual Est Prop. 
Program 1986-87 1987-88 1988-89. 
Family day care licensing 

General Fund ............................ $4,142 $4,077 $4,350 
Foster family home licensing .............. ·5,flTO 7,6flT 8,369 

General Fund ............................ (2,043) (3,708) (4,044) 
Federal funds ............................ (3,927) (3,989) (4,325) 

Foster family home recruitment. .......... 1,000 2,000 2,000 
General Fund ............................ (1,000) (1,000) (1,000) 
Federal funds ............................ ~) (1,000) (1,000) 
Totals ..................................... $11,112 $13,774 $14,719 

Funding Sources 
General Fund ............................ $7,185 $8,785 $9,394 
Federal funds ............................. 3,927 4,989 5,325 

ANALYSIS AND RECOMMENDATIONS 

Change From 
1987-88 

Amount Percent 

$273 6.7% 
672 8.7 

(336) (9.1) 
(336) (8.4) 

$945 6.9% 

$609 6.9% 
336 6.7 

FOSTER FAMILY HOME RECRUITMENT PROGRAM 
Background 

The budget includes $2 million ($1 million General Fund, $1 million 
federal funds) for recruitment activities in 1988-89. This is the same 
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amount that the Department of Social Services (DSS) estimates the 
counties will spend for recruitment in the current year. Under the Foster 
Family Home Recruitment program, initiated in 1985-86, counties con
duct public awareness campaigns, send representatives to speak at public 
functions, advertise in the media, 'and interview prospective foster 
parents. In the 48 counties that license family homes under contract with 
the department, the recruitment activities are generally perfoqned by 
licensing staff. In the other 10 counties, recruitment is the responsibility 
of the county's child welfare services staff. 

Chapter 1597, Statutes of 1984, established the Foster Family Home 
Recruitment program in response to a shortage in the number of homes 
available for foster care children. This shortage developed as a result of 
two factors: (1) between June 1983 and June 1985, the number of children 
in foster care grew by about 16 percent and (2) the supply of foster family 
homes remained basically stable, growing from 12,495 to 12,629, an 
increase of oilly 1 percent, during the same period. 

Maintaining an adequate supply of foster family homes is important for 
two reasons. First, foster family homes provide children with a more 
family-like environment than do group homes: providing children in 
foster care with the most family-like environment possible is one of the 
basic goals of the state's $374 million per year Child Welfare Services 
program. Second, it costs the state substantially less to support a child in 
a foster family home than in a group home: the average monthly cost of 
family home care is currently $452, per month while the cost of group 
home care is $2,438 per month, a difference of $24,000 annually. 
Shortage of Foster Family Homes Worsens 

Chart 1 shows that the gap between the number of foster children and 
the number of homes has widened steadily over the past few years 
despite recruitment efforts. Specifically, since 1984-85, the number of 
children in foster care has increased at more than twice the rate of the 
number of participating homes. Moreover, the department's projections 
for the budget year indicate that the increase in the number of children 
in foster care will continue to outpace the growth in the supply of homes. 
According to the department's budget-year figures, for each additional 
family home that will be added to the total supply of homes, there will be 
an additional seven children added to the foster care caseload. ' 
Repercussions of the Foster Family Home Shortage , 

Chart 1 also shows that the muriber of children placed in family homes 
has grown steadily, despite the relatively. low rate of growth ip. the 
number of homes available. Our analysis indicates, however, that the 
historical' rate of growth in foster family home placement cannot 
continue indefinitely. This is because, as Chart 2 shows, family homes will 
be filled to capacity sometime during the current year. Specifically, the 
chart shows that early in 1988 there will be 35,067 licensed family home 
beds and the same number of children placed in family homes, according 
to the department's projections. '. " 

In fact, the department's projections show that by the end of 1988-89, 
the state will have 3,792 more children in need of foster family care than 
the number of beds available in the state's foster family homes. Absent 
any change in capacity, social workers will have to place these children in 
emergency shelters or group homes. We discuss this problem with the 
department's estimate of the foster family home caseload as part of our 
analysis of the AFDC-Foster Care item (please see Item 5180-101-001). 
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Chart 1 

Number of Children In Foster Care Compared to 
the Supply of Family Homes 
1982-83 through 1988-89 
(In thousands) 
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Could the Foster Family Home Recruitment Program Be More Effective? 

. Chart 1 shows that the recruitment program has had a substantial 
impact on the supply of family homes: the supply increased by over 6 
percent annually in the two years following the implementation of the 
program. On the other hand, Chart 2 shows that the increase in family 
homes has not been adequate to prevent a significant shortfall of family 
home beds beginning in 1988. In order to assess whether the recruitment 
program has been as effective as possible, we examined changes in the 
supply of family homes that occurred in various counties following the 
implementation of the recruitment program. 

Our review of the data reveals that there have been substantial 
differences between counties with respect to the level of success 
achieved in the recruitment programs. For example, Los Angeles, 
Alameda, and San Bernardino Counties have increased their supply of 
family homes by more than 15 percent since the implementation of the 
recruitment program, while Orange, San Francisco, and Contra Costa 
Counties have experienced either no change or actual reductions in the 
availability of family homes since the state augmented the licensing 
budget to pay for recruitment activities. 
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Chart 2 

Foster Family Home Trends 
Growth In Capacity vs. Growth In Occupancy 
1983 through .19898 (In thousands) 
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a Caseload figures are for June 01 each year. 

Department Does Not Monitor Recruitment Expenditures 
In light of the state's need for more family homes and the potential that 

county recruitment efforts. could be improved, we were concerned to 
find that the department has no information on exactly how much money 
has been spent on recruitment either statewide or on a county-by-county 
basis. In order to evaluate the effectiveness of the recruitment program 
and to ensure that the counties are using the funds as intended by the 
Legislature, county expenditure data are critical. The department advises 
that this information is not available because the funds intended for 
recruitment have been allocated to counties as part of the general 
Community Care Licensing (CCL) program allocations. 
Technical Assistance to Counties Needed 

Each county has established and organized its own foster family home 
recruitment program. Our review of the program indicates that, current
ly,counties share very little information with each other about successful 
recruitment activities or strategies. One way for the department to 
improve the effectiveness of county recruitment programs, especially for 
counties whose supply of family homes has not kept pace wi~h. increas~g 
foster· care caseloads, would be for the department to proVIde technical 
assistance. 

Technical assistance can take many forms. For example, the depart
ment currently provides this assistance in the Aid to Families with 
Dependent Children program where it works with counties to establish 
corrective action plans for improving the accuracy of eligibility determi-
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nations. In the case of the recruitment program, the department could be 
the statewide source for information and coordination. For example, the 
department could identify strategies that have prov~n, effective for 
counties like Los Angeles, Alameda, and San Bernardinp, which have 
increased their supply of foster family homes; and help other counties 
implement these strategies or modify them to suit their needs. 
Conclusion 

We recommend that the Legislature adopt Budget Bill language 
requiring the, department to separately allocate and monitor funds 
intended for recruitment purposes. We also recommend that the 
Legisla:fure adopt supplemental report language directing the depart
ment to assist counties intheir recruitment efforts, especially those with 
family home shortages. In addition, we recommend that prior to 
budget hearings, the department pro,vide the fiscal committees with an 
estimate of the additional stafF, if any, that would be required to 
provide technical assistance ani! corrective action planning to counties. " 

Our review of the recruitment program indicates that even though the 
supply of foster family homes has increased since the program was, 
enacted in 1985, recruitment efforts have not been sufficient to keep pace' 
with the growth in the number of children in foster care. Since the 
effectiveness of the recruitment program varies substantially from, county 
to county, we believe, that the department should develop tighter fiscal 
controls over the funds intended for recruitment and provide counties 
with technical assistance, enabling them to impFove the effectiveness of 
their recruitment programs. We therefore recommend the adoption of 
Budget Bill language requiring the department to allocate recruitment 
funds separately from the general eeL allocation. The following Budget 
Bill language is consistent with this recommendation:" " ' , 

"Of the amount provided in ,this item, the department shall sepa
ratelyallocate to the counties $2 million ($1 million General Furid, $1 
prillion federal funds) for foster family home recruitment activities. 

, Each county that expends funds from its recruitment allocation shall 
provide the department with a description of its 'proposed recruitment 

, activities by September 30; 1988~ At a ,minimum; the description shall 
identify the amount of funds that the county eXpects to spend for (1) 
adverth;iJ:).g,(2), general overhead activities associated with recruit
ment efforts, and (3), licensing, activities designed to facilitate the 
application process for new licensees., :The departInent shall r:el:lllocate 
any,unexpended funds, including funds originally allocated to cQunties 
that do not comply with the reportingrequirem~nt esfablis4ed by this 
provision; to counties tllat in the department's judgment,based on its. 
review of county; recruitment activities, can most effectively use the 
funds to increase the supply of foster family homes." , 
We . further recommend that the Le~slature adQptsupplemental 

report language, directing the, department to provide teclmical assistance ,', 
and to work with individual counties to develop corrective action plans to 
improve the effectiveness of their recruitment programS: 

"The department, shall work with those, counties experiencing the 
most pronounced family home shortages to develop a corrective action 
plan to improve the effectiveness ,of the, counties' recruitment pro
grams. 

"In addition, the department shall provide technical assistance to 
counties that request it, and issue an All-County Letter by January 1, 
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1989, containing (1) a directory of the various recruitment activities 
performed by the counties, making a special note of those counties that 
have had the most successful recruitment programs since 1985, and (2) 
an analysis of which activities and strategies generate the greatest 
number of responses and successful applications." 
We recognize that the department may need additional staff to provide 

th. e technical assis. tance and corrective action planning that we recom
mend. Therefore, we also recommend that prior to budget hearings, the 
department provide the fiscal committees with an estimate· of the 
additional staff, if any, that would be required to implement the above 
recommendation. 

Department of Social Services 

COST-Of-LIVING ADJUSTMENTS 

Item 5180-181 from the General 
Fund and the Federal Trust 
Fund Budget p. HW 169 

Requested 1988-89 .......................................................................... $388,482,000 
Total recommended reduction ................................................... 35,203,000 
Recommendation pending ........... :............................................... None 

1988-89 FUNDING BY ITEM AND SOURCE 
Item-Description 
51BO-181.()()1-Cost-of-living adjustments 
5180-181-890--Cost-of-living adjustments 

Fund 
General 
Federal 

Amount 
$248,030,000 
140,452,000 

SUMMARY OF MAJOR ISSUES AND RECOMMENDATIONS 
1. Statutory Cost-of-Living Adjustments (COLAs}-Decrease 

in California Necessities Index (CNI). Reduce Item 5180-
181-001 by $23.9 Million and Item 5180-181-890 by $11.3 
Million. Recommend a reduction of $35.2 million ($23.9 
million General Fund and $11.3 million federal funds) to 
reflect a 4.7 percent actual increase instead of the 5.2 
percent estimated for the proposed budget. 

2. Update CN!. Recommend that prior to budget hearings, the 
Commission on State Finance report on options for updating 
the CN!. . 

3. In-Home Supportive Services (IHSS) Statutory Maximum 
Service Award. We recommend the enactment of legislation 
to ensure that the cost control mechanism for IHSS is 
meaningfully related to the clients' needs for services and 
the Legislature's budgetary priorities fot the IHSS program. 

GENERAL PROGRAM STATEMENT 

Analysis 
page 

718 
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This item contains the General Fund appropriation to provide cost-of
living adjustments (COLAs) to various welfare and social services 
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COST -OF-LIVING ADJUSTMENTS-Continued 
programs. In general, this item provides funds to compensate for the 
effects of inflation on the purchasing power of grants to welfare 
recipients~ 

In accordance with the policy established by the Legislature in 
previous Budget Acts, the state will fund its share of the COLA granted 
to certain county welfare department employees one year in· arrears 
(referred to as "retroactive" COLAs). Thus, the budget proposes to fund 
in 1988-89, the General Fund costs of specific COLAs granted to county 
welfare department employees in 1987-88. (These funds are appropriated 
in Items 5180-141-001 and 5180-151-001). For employee COLAs granted 
by counties in 1988-89, the state will fund its share of the costs beginning 
in 1989-90. .. 

OVERVIEW OF THE BUDGET REQUEST 
The budget proposes an augmentation of $388 million ($248 million 

General Fund, $140 million federal funds) to fund COLAs that are 
required by statute for the following programs: Aid to Families with 
Dependent Children-Family Group and Unemployed parents (AFDC
FG&U), Supplemental Security Income/State Supplementary Program 
(SSI/SSP) grants, the refugee cash assistance program, and the In-Home 
Supportive Services (IHSS)inaximum grant awards. This item also 
provides the federal share of the.4.8 percent COLA that county welfare 
departments are expected to grant their employees in 1988-89. The 
budget also anticipates that the counties will spend $46 million from ~heir 
funds to cover the county share of the costs of (1) AFDC-FG & U grants 
($13 million) and (2) the 1988-89 COLA for county welfare department 
employees ($33 million). . 

ANALYSIS AND RECOMMENDATIONS 

Budget Overestimates Statutory COLAs 
We recommend a reduction of $35.2 million to reflect the actual 

statutory increase for welfare program COLAs in 1988-89. (Reduce 
Item 5180-181-001 by $23.9 million and reduce Item 5180-181-890 by 
$11.3 million.) 

State law requires that SSI/SSP grants, AFDC-FG&U grants; and the 
maximum service award under the IHSS program be adjusted to reflect 
yearly increases in the California Necessities Index (CNI). The Commis
sion on State Finance is the state agency responsible for estimating the 
change in the CNI. When the department prepared its budget in 
December 1987, the commission had not yet received the data necessary 
to calculate the percentage change in the CNI, which is based on 
December-to-December changes in inflation indexes reported for Los 
Angeles and San Francisco. The 5.2 percent increase proposed in the 
budget was based on the Department of Finance's (DOF) November 
estimate of what this change would be. The commission's staff and the 
DOF now advise that the data for December 1987 show that the eNI 
actually increased by 4.7 percent. Therefore, the amount of the COLAs 
for social services programs required by current law is 4.7 percent, rather 
than the 5.2 percent increase proposed in the budget. 

The budget proposes statutory COLAs for the following programs in 
1988-89: 
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• SSI/SSP. The budget proposes to provide a .5.2 percent COLA for 
SSI/SSP recipients on January 1, 1989 at a cost of $140.7 million 
($140.4 million General Fund, $0.3 million federal funds). Current 
law requires a 4.7 percent COLA, at a cost of $127.2 million ($126.9 
million General Fund, $0.3 million federal funds). 

• AFDC-FG&U. The budget proposes to provide a 5.2 percent COLA 
to AFDC-FG&U cash grants onJuly 1, 1988 at a cost of $236.1 million 
($106.7 million General Fund, $116.5 million federal funds, $12.9 
million county funds). Current law requires a 4.7 percent COLA, at 
a cost of $213.4 million ($96.4 million General Fund, $105.3 million 
federal funds, $11.6 million county funds). 

• IHSS Statutory Maximum. The budget proposes to provide a 5.2 
percent COLA on July 1, 1988 to the maximum amount of service 

.. that each IHSS recipient is allowed by statute, at a cost of $921,000 
(General Fund) . Current law requires a 4.7 percent COLA, at a cost 
of $831,000 (General Fund). . 

• Refugees. The budget proposes to provide a 5.2 percent COLA for 
Refugee Cash Assistance (RCA) / General Assistance on July 1, 1988 at 
a cost of $1.2 million (f~deral funds). Current law requires a 4.7 

. percent COLA, at a cost of $1.1 million (federal funds). 
The total difference between the costs of the 5.2 percent COLA 

projected by the DOF and the costs of the actual 4.7 percent change in 
the CNI calculated by the Commission on State Finance, is $36.4 million 
($23.9 million General Ftmd,$11.3 million federal funds, $1.2 million 
county funds). We therefore recommend a reduction of $35.2 million 
($23.9 million General Fund and $11.3 million federal funds). 

Update the CNI 
We recommend that prior to budget hearings, the Commission on 

State Finance advise the. Legislature on options for updating its 
methodologies for calculating the annual change in the California 
Necessities/ndex. 

The CNI measures the rate of inflation for a specific market basket of 
goods and services, each of which is weighted according to the consump
tion patterns of low-income consumers. The CNI contains a subset of the 
items of the California Consumer Price Index (CCPI) market basket. The 
CCPI is based on a comprehensive market basket of all goods and 
services which consumerS purchase. The CNI subset includes the cate" 
gories of food, apparel and upkeep, fuel and other utilities, residential 
rent, and transportation, which reflect the buying patterns of low-income 
consumers. As determined by surveys conducted by the u.s. Bureau of 
Labor Statistics (BLS) , the relative weighting of individual items in the 
CCPI market basket is based on the average consumption patterns of a 
broad cross-section of California households, whereas the relative weight
ing of individual items in the CNI market basket is based on the spending 
patterns of low-income households. . 

The relative weights given to the CNI's market basket items are based 
on the relative amounts spent on these items in the early 1970s. 
Beginning in January 1987, the BLS has expanded the number of counties 
included in its survey, and has revised both the items in its consumer 
market basket and their weights, with the effect that the CCPI is now 
based on consumption habits as measured in the early 1980s. Under 
existing law, the CNI will not incorporate these changes, but rather will 
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continue to be based on the consumption habits of the low-income 
households of the 1970s. 

If the Legislature wishes to have changes in consumption habits that 
have occurred since the early 1970s properly reflected in the .CNI, it will 
have to make a statutory change in how the index is computed. The exact 
effect which such a change would have on future CNI inflation remains 
to be seen, and would depend on such factors as how the commodity 
weightings and defined market baskets have changed for low-income 
California households living in the BLS survey areas. We. believe that 
bringing the CNI up to date by incorporating the new BLS data would be 
appropriate because it would more accurately reflect the costs currently 
incurred by low-income persons. 

We understand, however, that recent changes in BLS survey methods 
and the extent and type of reports that it produces may inake updating 
the CNI difficult. Therefore, we recommend that the Commission on 
State Finance advise the Legislature of options for updating the CNI by 
incorporating new BLS data prior to budget hearings. Specifically, the 
commission should address (1) strategies for adapting BLS survey results 
so as to establish the relative weights for all of the items and (2) the 
adequacy of BLS data with regard to the specific buying habits of 
low-income consumers. 

Minimum Wage Increase Will Reduce IHSS Services 
We recommend the enactment of legislation to ensure· that the cost 

control mechanism for IHSS is meaningfully related to the clients' 
needs for services and the Legislature's budgetary priorities for the 
IHSS program. 

Under the IHSS program, counties provide supportive services to aged, 
blind, and disabled individualsto help them live in their own homes. Most 
IHSS clients receive these services from individual providers of c~re 
although about 12 percent of the services provided are rendered by 
county welfare department staff or by firms that contract with county 
welfare departments to provide the services. Current law limits the 
amount of service that each IHSS client may receive based on the 
monthly cost of the service. In 1987-88, this limit is $726 for nonseverely 
impaired (NSI) clients and $1,051 for those who are severely impaired 
(SI). These amounts are adjusted annually by the percentage increase in 
the CN!. For example, in 1988-89 the maximum service awards will 
increase by 4.7 percent. 

The annual increase in the maximum award usually results in an 
increase in the number of hours of service allowed for about 1 percent of 
IHSS clients. These are clients who received the maximum allowable 
service award in the previous year, but had been assessed as needing 
additional services. Since the providers of service have not generally 
received increases in their hourly wage comparable to the increase in the 
CNI, the statutory increase to the maximum service award has translated 
into additional hours of service for clients who are at the statutory 
maximum. 

In 1988-89, however, clients who are at the statutory maximum and who 
receive service from individual providers, will receive fewer hours of 
service. This is because the effect of the increase in the'minimum wage 
in 1988-89 will more than offset the effect of the increase in the statutory 
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maximum. Table 1 displays the combined effect of the 4.7 percent 
increase in the maximum service award that wm take effect on July 1, 
1988 and the increase in the minimum wage, that will t*e e,ffect at the 
same time. For example, the bible shows that an laSS Sl client who is at 
the statutory limit in 1987-88 is limited to 282.5 hours of service. The 4.7 
percent increase in the, statu,tory m,aximum would, increase this individ

'ual's pO)lrs to 295.7. The increase in the minimum wage, however, will 
r~swtina reduction in the individual's hours to a maximum of 258.8 
hours, which is a reduction .of 12.5 percent, or 36.~ hours. 

Table 1 
Combined Impact of the 4.7 Percent COLA and the 

Minimum Wage Increase on Hours of Service for IHSS 
Clients At the Statutory Maximum Service Award Levels 

1987,88 and 1988-89 

1987.fJ8 
,Maximum 
,AT~'!I' Maximum 
~ Hours' , 

Severelyimp~ed client .......... ::.. $1,051 282.5 
Nonseverely impaired client ...... , .. '.726 ' , 105.2 ' .. ,", 

Maximum 
Award 

,Levelb 

, $1,100 
, 760 

1988-89 
. Hours of Service 

At At New 
1987.fJ8 Minimum 

Wage Wage 
295.7 258.8 
204.3 178.8, 

Difference 
in Hours 

36.9 
25.5 

"Reflects the' number' of hours that an individual at the statutory maximUm' can' iecf:live from an 
, individual provider at the' average Wage of $3.72 per hour. ' " 

bReflects the 4.7 percent statutory increase that will take effect OI{July 1; 1988. 

'It is our understanding that the Legislature 0:riginally enacted the 
statutbrymaximum as a' cost control mechanism for the IHSS program. 
Without a maximum dollar award, counties would provide services based 
only on the clients' assessed 'need. In many cases the county social 
workers who administer the IHSS program assess clients as needing more 
hours than the, statutory limit would allow. For"example, the 1987-88 
client assessments indicate that up to approximately 1,300 clients have 
"unmet needs" for services which the IHSS program cannot provide due 
to" the limits on the maximum service award. ' 

While the statutory maximum has a clear-cut impact on IHSS costs, it 
is not clear' why the' maximum is' tied to the' CN!: When provider wages 
increase at the same rate as the CNI;the "inflation" adjustment makes 
sense: it holds the maximum number of service hours constant. In reality, 
ho;wever, thishas never occurreq.. In fact, for most of this decade, wages 
have .increased at sllbstantially lower rates than has the CN!. When this 
occurs~ the h9urs of service provided to clients aphe maximum goes up. 
,On the. other hand, when wages increase faster than, the statutory 
maximum, the service level is reduced. In neither case does the change 
in hours of service have any discermble relationship to the clients' needs 
or to the Legislature's budget priorities for the IHSS program. 

We have identified three basic options for ensuring that the cost 
control mechanism is meaningfully related to the clients' needs for 
services and the Legislature's budgetary priorities for the IHSS program: 

• Change the Methodology for Determining Increases in the Maxi
mum Service Award So That Wage Changes Neither Increase Nor 
Decrease the Hours of Services Provided to Clients. The Legislature 
could enact legislation that provides for an annual adjustment to the 
statutory maximum that is tied to wage adjustments for IHSS 
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providers and changes in the hourly costs of service for welfare staff 
and contract providers. Under this approach, clients at or near the 
limit would receive the same number of hours each year, regardless 
of changes in provider wages. If this legislation were enacted prior to 
the effective date of the minimum wage increase, it would prevent 
service reductions for IHSS clients in 1988-89. This. methodology 
would result in a General Fund cost of approxiniately$2.4 million 
above the amount proposed in the budget. 

• Establish the Maximum Service Award in Each Year~ Budget Act. 
The Legislature could also eliminate the statutQry maximum service 
award and replace it with a limit to be established in each year's 
Budget Act. This approach would give· the Legislature.flexibility to 
deal with changes such as the increase in the minimum wage 
according to itrliriOritieS for each year's budget. 

• Establish A Di erent Kind of Cost Control Mechanism. Finally, the 
Legislature cou d enact legislation to control IHSS costs by limiting 
services to those in need of the fewest hours of services, rather than 
by limiting services to those with the greatest assessed need. For 
example, such a CQst control mechanism could limit eligibility for 
individuals who need only domestic services. . 

We believe that either of the three options outlined above would 
improve the current cost control mechanism. We therefore recommend 
the enactment of legislation to implement one of these options so as to 
ensure that the cost control mechanism for IHSS is related to the clients' 
needs for services and the Legislature'S budgetary priorities for the .IHSS 
program. 

DEPARTMENT OF SOCIAL SERVICES-REAPPROPRIATION 

Item 5180-490 from the General 
Fund 

ANALYSIS AND RECOMMENDATIONS 
We recommend approval. 

Budget p. HW 164 

This item reappropriates the unexpended balance of the funds appro
priated from the General Fund by Ch 1159/85. These funds originally 
were provided for an Adult Protective Service emergency shelter pilot 
project and would be used for the same purpose in 1988-89. We 
recommend that this reappropriation be approved. 


