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Calif~rnia's Prisons

How Can the Legislature Minimize theeost of an Ever-Expanding
System?

Summary

• Califo1'!lia is in the midst of the largest prison construction effort
ever undertaken in the United States.

• The Legislature in this decade has appropriated $3 billion to plan
and build prison facilities at 21 locations throughout the state. Based
on overcrowding guidelines chosen by the California Department of
Corrections (CDC) and the departmen(s late~t projection ofinmate
population growtfl,< the state will n(Jed to spend an additional $1.6
billion on prison facilities. At the end of this construction effort,
prisons will be more overcrowded than when the construction
program began.

• The annual cost ofrunning the prison system will increase from $1.6
billion to $3.1 billion between now and 1994-95, a 90 percent increase.
This growthtvill come at the expense ofother state programs subject
to the appropriations limit since thelitnit is expected to grow by
roughly 50 percent during this time period;

• The Legislature· has options to significantly. reduce the additional
costs ofbuilding and operating·an expanded prison system. These
options include: selective reductions of prison sentences, changes in
parole supervision, expansion of the conservation camp system, and
overcrowding facilities more intellsively than currently planned by
CDC.

• We recommend that the Legislature consider all available options to
minimize cost~ before appropriating funds for addWonal prison
facility construction. . .

.We .recommend that the Legislature direct CDC to improve its
Facilities Master Plan to assist the Legislature in this process. We
further recommend that the Legislature consider CDC's Facilities

. Master Plan and all CDC capital outlay funding requests during the
annual budget process.

In response to a burgeoning prison population, the Legislature in· the
past eight years has appropriated approximately $3 billion to plan and
build new prison facilities throughout the state; The California Depart­
ment ofCorrections (CDC) ,however, projects additional capital needs of
almost $1 billion through the year 1993. Even at the end of that period,
the state's prisons would be overcrowded by an average of 134 percent.
In addition, by 1994-95 the state would be spending at least $3.1 billion
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annually (in 1994 dollars) tpQperate these correctional facilities. This is a
700 percent increase in the cost of operations since 1980, with inflation
accounting for only.one-seventh o{ the increase,

Given the increasing share of the General Fund budget absorbed by
the prison system, the Legislature may wish to examine ways to control
these future costs. In this analysis, we: provide background on the state
prison system and CDC's current five-year facilities plan, examine the
future costs associated with that plan, and suggest several ways available
to the Legislature to reduce - oratleast minimize - the costs of housing
state prisoners.

Background

In mid-1980 California's in.mate population was approximately 23,500,
which was roughly equal to the prison system's design capacity. Between
that time and June 30, 1988, the inmate population mOre than tripled,
growing from 23,500 to 72,100. Looking ahead, CDC now projects an
inmate population of 110,200 by mid-1994.

In respOllse to this burgeoningpopulation, California initiated. -and is
now in the midst of - the largest prison construction effort ever
undertaken in the United States. Since 1980, the Legislature ha~··autho­

rized construction of more than 40,000 new prison beds. As ofJl-me 30,
1988, about 21,100 of these beds were completed and occupied. The
remainder were under either construction or design. Theeompletion of
these beds will increase· the prison. system's design qapacity by nearly
three times, to. 63,900· beds.

Chart 1 shows past and projected increases in the state's prison
population and design capacity. The chart also includes the design
capacity of COmIllunity-based beds-locally operated facilities housing
parole violators andlor inmates on work furlough programs. These
community-based .. beds, while outside the prison· system per se, do
provide housing .for some· inmates. As Chart· 1 shows, prison sX"stem
overcrowding is the difference between the actual or projected popula­
tion and the designcapacities of the prison system and 'community-based
facilities.

The CDC has been able to overcrowd its facilities by placing .two
inmates in cells designedfor one and convertinggymnasilWls and other
activity areas into dormitories. Prison system overcrowding peaked in
March 1987 at 178 percent of design capacity before beds addedby new
construction began to outpace populatior:l increases. Today, overcrowd­
ing stands at 158 percent of design capacity.
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State Prison Population andCapacltya
1980 through 1994 (Inmates in thousands)
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Dataas.of June 30 for each year. Population Is based on CDC's fall 1988 projections. Projected design capacity Is
based on COC's five-year fai:llitles masterplan.,' .

,CDC's Five"'YearFacilities Mas!er Plan

The CDC annually submits to the LegislatUre a five"year master plan
for new facility construction. In addition, supplemental report language
adopted in the 1987 Budget Act directs CPC to submit this plan by

,December of each year so that the Legislature may review it in
conjunction with the Governor's anImal budget. The most recent plan
available to the Legislature at the time this analysis was prepared was the
plan submitted for the 1988-89 Budget and updated in May 1988. The plan
calls for construction by 1993 of 9,800.beds·that as yet have not been
authorized by the Legislature.

. This plan is based on two fundamental factors-projected increases in
inmate population and a policy ofdeliberate overcrowdtng(with, .over­
crowding guidelines yaryiJ1g by)n!llate.sec;urityc;lassification levels). We
have concerns with the adequacy of the plan with regard to both of these
factors. First, the plan' is based on a population' projection thatrtow is
outdated. The latest CDCprojection, released in the fall ofl988, indicates
that theprisoilsystem will have 'to accommodate 5,500 more inmates by
1993 than was assumed in the plan, Second, even under the earlier
population assumption; the plan did not'.calLforthe construction of
enoughheds to meet the plan's stated overcrowding.objectives.. This
situation is exacerbated by the latest population projection. '
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According to CDC staff, the department intends to release a new
five-year facilities master plan (for 1989-90 through 1993-94) prior to
budget hearings. The new plan will be based on CDC's fall 1988
population projection. Presumably, it will. call· for construction of more
beds. .

Future Population Growth. Population growth is a key determinant of
the future costs of building and operating an expanded prison system.
Chart 2 shows three projections. of population growth through June 30,
1993. CDC's current five-year facilities master plan is, based on the
department's spring. 1988 population projection, which is shown by the
lower line on Chart 2. That projection indicates an inmate population of
99,800 in 1~3.Themiddleline represents CDC's most recent projection,
made in the fall of 1988. It indicates'a population of 105,300 in 1993 and
110,200 in~994.

Chart 2

AlternatlveProjeFtiorts 'of Inn'latePopulatlons
1983 through 1994 (In thousands)· ". .
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a Data as 01 June 30 for.each year.
b Prolectlon assumes population Increases by 8,300 In'mates per year (the average annual Increase between 1985

and 1988).. ' ..

Although growth. is higher in the fall 1988 projection, both estimates
assume that annual population increases will be smaller than in recent
years. Prior CDC projections have made the same assumption, however,
and have consistently fallen short of the mark. For example, as Chart, 3
illustrates, in fall 1983 CDC projected that the inmate population would
increase by 17,500 from June 30, 1983 to June 30, 1988. Instead, the
population increased by twice. that amount.
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Chart 3

Comparison of Previous Population Projection
with Actual Population
1982 through 1988 (in thousands)-
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_ Data as of June 30 for each year.

CDC's current projections may still underestimate eventual population
growth. In view of the above, and for purposes of estimating a potential
range of future capital and operating costs, we have estimated a
continuation of recent population trends. Under this "steady population
increase" scenario (see Chart 2) ,8,300 inmates would be added each year
(the average increase over the lastthree years), reaching 121,900 in 1994.

The Plan ~ Overcrowding Targets. CDC's master plan states the
department's intent to limit overcrowding to "manageable" levels. CDC
would accomplish this by setting guidelines for maximum overcrowding,
varying from 100 percent of design (:apacity (for medical/psychiatric
facilities) .to 130 percent (for maximum security facilities and reception
centers) . According to· the· plan, completion of authorized and planned
facilities would result in an average overcrowding level of 126 percent of
design capacity in 1993.

It should be noted, however, that with· the prisons proposed in CDC's
construction plan, overcrowding for some· inmate .... categories would
exceed CDC's guidelines. As Table 1 shows, the overcrowding guideline
for minimum security beds is 120 percent of design capacity. Yet CDC's
planned construction would result in overcrowding of 143 percent of
design capacity for minimum security beds.
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Table 1
CDC Overcrowding Guidelines and
Outcome of Current Master Plan

Classification
Reception Centers .
Level I (minimum security) .
Level 11. .
Level III ..
Level IV (maximum security) .
Women .
Medical/psychiatric ..

,Difference
-3%
23
-1

-12
6
9
7

, a Based on spring 1988 population projection' and planned construction.

Moreover, the average overcrowding ratio cited in the plan is based on
population projections made in the spring of 1988. CDC's most recent
projections (fall of 1988) assume 5,500 more inmates by 1993 than the
spring projections. Based on the latest population projection, completion
.of currently planned and authorized construction would result in average
prison/camp overcrowding of 134 percent in 1993, with overcrowding
exceeding the guidelines in five of the seven be~ classifications.

The plan also assumes that the number of community-based beds will
increase from 1,970 to 6,370 by 1993. This assumption appears to be
optimistic, given that the number of these community beds increased by
only 670 (from 1,300 to 1,970) between 1982 and 1988. If the assumed
increase in available community-based beds is not realized, further
overcrowding of minimum security, women's prisons and camps would
result.

Bed Shortfall in FaciUtiesMaster .Plan. CDC's five-year master plan
is, divided between "Stage 1" and "Stage 2" projects." The Legislature
already has authorized construction of all Stage 1 projects and has
appropriated funds for various adVance planning activities for all Stage 2
projects.' The Legislature, however, has not yet authorized the specific
Stage 2 projects. The nature 'of these projects will have major implications
for futUre capital ()utlay and' support expenditures. '

Under Stage 2, CDC prqposes to increase prison capacity by 9,800 beds,
consisting of: (1)4,500 minimum security (Levell) beds, (2) 2;900
reception center beds (the point of entry for th!3 system,. where new
inmates are evaluated and" assigned to prisons of appropriate security
levels), aIld, (3) 2,400 medical /psychia.tric.beds (no distinction is ,made in
the plan between medical and psychiatric beds). As noted above, this
plan is based on (1) a populationprojection that is now outdated and (2)
overcrowding levels for some inmate categories in excess of CDC's
guidelines. '
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Table 2 shows the numbers ofbeds (beyond those already authbrized)
that would have to be constructed by 1994, based on CDC's overcrowding
guidelines and more recent inmate pbpulation estimates. The middle
column of Table 2 shows, for instance, that based on CDC's fall 1988
population projection, the state would need to build 19,900 beds by 1994~

On the other hand, if the "steady population increase" scenario were
used, the state would need to build 27,800 beds, a difference of 7,900 beds.

Table 2
Additional Beds Needed to Meet
OvercrOWding GUidelines Under

Alternative Population Projections

Authorized Additional Beds Needed
Bed (Fall '88 (Steady population

Capacity pop. pro}.) increase scenario)
6,480 4,100 5,100

11,003 .. 9,500 13,500
15,507 2,200 4,000
4,442 1,000 1,600
1,535 3,100 3,600

·38,967 19,900 27,800

FUTURE COSTS

Future prison system costs consist of capital and operatihgcosts.
Approximately 95 percent of the state'sprison capital outlay expenditures
in this decade have been funded through either general obligation or
lease-purchase revenue bonds (both types of bonds are ultimately repaid
from the General Fund). About 95percent of CDC's annual operating
costs are met through the General Fund. In this section.we review the
costs the Legislature will face in the coming years as a result of its
construction program-past and proposed.

Capital Costs

According to the CDC's current master plan, the Legislature willrieed
toappropriate ~pproximately$lbillionover the next five years: $900
million to carry out Stage 2 projects and construCt the Imperial County
prison (authorized asa Stage 1 project), and $116 million. to renovate
/ modify older prison facilities. .. . .

These costs, however,are much higher if CDC overcrowding guide­
lines are met, and alternative population estimates are used. For instance,
we estimate a capital outlay cost of approximately $1.6 billion under
CDC's most recent population estimllte, and a cost of about $2.0 billion
under an assumption of steady population growth.

General Obligation Bonds. Of the funds appropriated in the 1980s for
prison construction, about 60 percent has come from general obligation
bonds. This financing source is the least expensiVe form of debt financing
available to the state. If the $1.6 billion of capital outlay expenditures
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required under CDCs latest population estimate were funded by general
obligation bonds sold at an interest rate of 7.5 percent, the principal and
interest payments would cost the General Fund about $2.9 billion over
the next 20 years. This would be equivalent to approximately $2.0 billion
in 1989 dollars (which adjusts for the effect of anticipated inflation on
payments made in the future).

Lease-Purchase Revenue Bonds. Over one-third of the funds appro­
priated in this decade for new prison construction have come from
lease-purchase "revenue" bonds. These bonds, .which do not require
voter approval, entail higher financing costs than general obligation
bonds. In the context of prison facilities, the term "revenue" is a
misnomer. This is because prison facilities do not generate any revenues
that can be used to repay the bonds. Revenue bonds for prisons are repaid
from the General Fund. For example, the Governor's 1989-90 Budget
includes $55.3 million from the General Fund for payments on existing
prisol1. revenue bonds.

Ifthe $1.6 billion program needed under CDC's overcrowdingguidelines
and latest population estimate were funded entirely by lease-purchase
revenue bonds, we estimate the principal, interest and other Jinancial
payments would cost the General Fund approximately $3.1 billion over
the next 2(} years (or $2.2 billion in 1989 dollars).

Thus, we estimate the state would pay a premium of about $175 million
in 1989 dollars from the General.Fund by using lease-purchase revenue
rather than general obligation bonds.

Operating Costs

Since 1980-81, CDC's annual support budget has quadrupled, from $400
million to $1.6 billion in 1988-89. Table 3 provides an indication of what
two population projections mean for future General Fund costs. to
operate/maintain an expanded prison system. The cost projections are
based on the 1988-89 estimated per inmate operating cost ($19,355),
adjusted for an assumed. 5 percent annual inflation rate. (We also have
made allowances for different per capita costs experienced in. the
department's parole and community bed programs.) Under CDC's
current population projection, the department's annual support budget
would increase from $1.6 billion in 1988-89 to $3.1 billion in 1994-95. If,
however, inmate populations continue to increase each year as they have
during the last three years, the annual cost would rise to $3.4 billion in
1994-95. This increase in operating costs (between 93 percent and 112
percent) over the next six years far exceeds the increase of roughly 50
percent that we expect in the state appropriations limit during the same
period. Growth of this magnitude in the CDC support budget. must
therefore come increasingly at the expense of other state programs
subject to the appropriations limit.



1988-89 cost ", ", i ' ..

1994-95 costs based on CDC's fall 1988 population projection' .
Based on steady population increase scenario •.b •••• : •••••••••••

Table 3
Annual CDC Support Costs

Based ,on Alternative Popula~ionProjections

Support
Costs

(billions)
$1.6
3.1
3.4
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Percent 01
General Fund

Budget
4.2%
5.7
6.3

• Based on 1988-89 inmate costs lldjusted by 5 percent per year for,projected infiation. Assumes per
inmate costs will not increase as degree of prison overcrowding declines. '

b Assumes population increases by 8;300 inmates per year, which was the average annUal increase
experienced during the last three years.

The above projections 'probably understate the eventual costs because
we have not adjusted per capita costs to account for increases that shoUld
be expected as more prisonshecome operational and overcrowding ratios
decline relative to current overcrowding ratios. Asa prison becomes less
overcrowded, per inmate costs increase because the fixed costs of
operating the prison are spread among fewer inmates. The higheriper
inmate cost related to these factors should be available to the Legislature
so that cost implications of the various options in meeting prison' needs
are known. Data' on these factors, however, are not currently available.

The Special <:aseof Medical and Psychiatric Beds

CDC's facilities plan calls for the addition of 2,400 medical/psychiatric
beds at an estimated cost of $240 million. The plan does not indicate how
many medical and psyclliatric facilities, should be built or ,where they
should be built. The plan also does not indicate how CDC determined its
needs for medical/psychiatric beds. At the time this analysis was written,
CDC staff were unable to provide data substantiating the basis for this
estimate. Clearly, a rapidly'" expanding inmate population requires an
increase in medical/psychiatric services. Whether ornot this requires
more psychiatric and acute care medical beds located, in correctional
facilities depends, however, on the exte.nt to which CDC (1) uses existing
prison system medical/psychiatric beds and (2) contracts for medi.
cal/psychiatric services at outside hospitals.

In the Supplemental Reporlof the 1987 Budget Act the Legislature
directed, CDC to ,develop and, submit (1) a' definitive systemwide plan
addressing CDC's shorHemi and long-range plans for providing health
care services to inmates arid (2) areport ouits use ofconfractedand
in-house medical services. The language specified that CDC submit the
systemwide plan t()the Legislature by October 1, 1987and·subIliit the
report On contracted arid ih-houseservices by November 1, 1987. CDC
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submitted the report on contracted and in-house services on April 27,
1988. To date CDC hasnotsubmittedtherequested systemwide plan.

.Contracted and In-House Services. The Legislatute requested that the
report on contracted and in-house services include "a review of the
criteria and guidelines used to determine whether medical services will
be provided in-house or on a contractual basis." Thy CDC's reportlists
current guidelines for determiIling'whetherI>,~qentswill be treated
in-house or outside the institution. These guidelines state that patients
will be treated outside the instit~tionwllenneedyd "speCialized" equip­
ment, diagnostic procedures.. or physician services are not available
in-house. This, however, does not help the Legislature address the main
issue in planning for· medical!psychiatric. facilities: Which services should
CDG provide in-house?

Systemwide Plan. The Legislature needs the .plan it requested in 1987
to assure that the stateis effectively addressing inmate medical needs.and
doing so in a cost~effectivemanner.Tobe useful, the plan musb--'-at a
minimum-c-Clearly assesS current and projected needs, distinguishing
between .acute care and psychiatric needs, emergency and elective
surgery needs, and the growing problem of AIDS. The plan should
include cost-benefit analyses to address the issue of which services should
be provided in-house and on a contracted basis. In evaluating where
facilities should be built," the'" plan >also .needs to address fully the
availability ofmedical. specialists. to·work within' the specific correctional
facilities .•

OPTIONS TO MltilMIZE THE.(:OST OF THE. ST~T~'S PRISONSYS'I'EM

We recommendthat the Legislatureconsidl!'Foll available options to
minimize capital and support costs of the prison system before
appropriating funds for additiopal fac,ilityconstruction.

As described above, the prison systeIIlWilI continue to place heavy
fiscal demandS on· thestafe.At the same time the Legislature responds to
these demands, it is relisonableto 'examine ways tomintmize the
pt()jected costs of building and .operating prisons. We haveereviewed
several options to control spending that can be grouped intbthree
categories:.. (1) methodS of .reducing the. rate of .. growth of inmate
populations, (2) measures to reduceper capita cost.s ofconstructing and
operatiIlg ~llcilities, and (3) steps to improve the process ofrevie'Ying
Cr:>G caI?ital Qutlay plans and. projects, inCluding an option to reguce the
cQstof financiI).g cap~tal outlay pioje~ts. '.

Several of tlleseoptions iI,lvoJvediffipultpolicy choices, in which the
CQst implication~ must be weighed against the i,nterests of public safety.
These options, however, could result' in major reductions in General
Fund costs for the prison system.
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Options to Reduce Inmate· Population

Three significant options fall under this category: (1) selective redu.c­
tion of prison terms, (2) early release and (3) changes in parole
supervision.

Selectively Reduce Prison Terms. The siIIlplest way' to reduce the
ongoing cost of the state prison system is to reduce prison terms Jor
selected offenses, thus incarcerating inmates for shorter periods of time.
Forinstance, ifsentencing laws were modified tOl"educe the prison terms
of all newly admitted inmates by an average of 30 days per inmate, there
would be aneventual,ongoing reduction. in the inmate population of
roughly 1,600. The resulting savings wOllld be an estiIIlated:$80 million in
capital outlay expenditures (by not having to bUild as many new prison
beds) , and $37 million in annual operating costs by 1992-93. These savings
would increase inout~years as the reduced prison terms applied to a
larger prison' population.

Early/Release. Another option that has been used effectively in other
states to reduce the number of inmates in the·' prison system and limit
overcrowding is to release some inmates a short time prior to the end of
their terms. Such a program could, for example; allow CDC to release on
parole certain nonviolent inmates 30, 60, or 90 days in advance of their
scheduled parole dates. For instance, ifall property offenders admitted in
1986 were released an average of 30 days before their sentences were
completed, the state would reduce inmate-years by 720. As a result, the
state would save about $7.5 million in one-time operating costs. As this
option does not reduce the prison population on an ongoing basis, it
would not achieve savings in capital costs. Early release could be tied to
overcrowding levels and could be used under limited circurnstances­
such as when the prison system reaches a certain level of overcrowding
or when the release is authorized by emergency proclamation of the
Governor or resolution by the Legislature.

Changes in Parole Supervision. The fastest-growing segment of the
inmate population consists of parolees who have been' returned to
cust:odyJor (1) offenses that probably would not have been prosecuted,
or (2) violating parole conditions in some way-such as failing urine tests
for marijuana usage or failing toreportto a parbleofficer as required. The
CDC could reduce the number of technical violators returned to custody
by modifying the conditions itiIIlposes on parolees or developing
additional resourcesJor supervising technical violators in the community,
rather than returning, them to the institutions.

For instance, if 10 percent fewer parolees were returned to custody for
technical violations of their parole, .the depaitment would eventually
achieve a reduction in inmate population of approximately 1,800. This
would resulfin capitiHsavings ofabout $120'million and savings in annual
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incarceration costs, by 1991-92, of about $40 m,illion. It is likely that the
operational savings would be offset to some extent by additional expen­
ditures in parole supervision and programming that woUld be necessary
to achieve the 10 percent revocation reduction.

Options to Reduce Construction/Operating Costs

Inaddition to reducing the inmate population, there are at least four
significant ways the state can minimize construction and operating costs
of its prisons: (1) modify overcrowding levels, (2) meet· minimum
security bed needsbyexpanding the conservation camp system, (3).meet
additional minimum security bed needs by expanding housing at existing
prisons and (4) detet:ririne the optimum mix ofin-house andcontnicted
medical/ psychiatric "services.

Modifying Overcrowding Levels. Design bed capacity represents the
number of inmates a prison is designed to house under ideal conditions.
Design bed capacity. can be exceeded on a long-term basis, however,
through double-ceIling and multiple shift operations of educational/vo­
cational programs and ,other activities. In, fact, GDC's plan is to over­
crowd by as much as 130 percent of design capacity in maximum security
prisons and reception centers. .

As described in the "Background" section, CDC·· has established
overcrowding'guidelines for all of its bed classifications. The department
has not, however, provided"information identifying the implications of or
the bases for these overcrowding ratios.·The Legislature "needs the above
information because overcrowding at a greater intensity than outlined in
CDC's master plan could significantly reduce construction needs aswell
as the department's operating costs. On the other hand; overcrowding. at
any level raises questions concerning staff and inmate safety," humane
treatment, and availability of programs and services for the inmates.
These questions need to be"addres~ed regardless·of the amount of
overcrowding. To assist the Legi~lature in. evaluating overcrowding
levels, CDC needs to provid~ construction and operating cost informa­
tion, and programmatic and security implications of various overcrowd­
ing assumptions. With.this information, the Legislature (and CDC) can
choose amongoverGrowding alternatives, knowing whateach implies for
CDC's future capital and support costs.

Expanding the Conservation Camp System." CDC operates 39 camps
statewide,including 30 jointly operated with the Department of Forestry
and Fire Protection and five with the Los Angeles County Fire Depart­
ment. Qualified Level I Aminim\lm security) inmates are selected and
trainedJor work,"in the. Camps, which are designed to accommodate from
80 to 160 inmates. (Level 1 inmates who do not qualifr for Gamp work­
eSCape risks or those unable to engage in vigorous physical activity__are..

, . . ,.: . •...-. '--.<'. ,:.-. ',' "". '.
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housed in conventional millimum security prisons~) Camp inmates
provide firefighting services as well as conservation work, (such as tree
planting, :repairing levees and clearing logging debris from streams);

Camps are less costly to build arid operate than. conventional prisons,
due largely to less stringent security requireIIlents,CDC's master plan
indicates a per-bed construction cost of $35,000, for all types of Levell
beds, but does not show a cost for camps versus Level I beds in aprison
setting. According to CDC staff, the department does not haye reliable
estimates of the rela.tiveper capita costs to operate camps an.d Level I
prisons. The department's five-year plan also does not indicate what
portion of the proposed 4,500 Level I beds can or will bernet through the
camp program. The plan simply indicates that "the department is also
considering expansion of the camp program."CDC needs to provide this
information to the Legislature so that it can be considered along with
other factors ,in determining the extent to which Level I bed needs
should be met through camps. '

Expanding Level I Facilities at Existing Prisons. The state's maxi­
mum and medium security prisons include· separate housing for some
minimum security (Level I) inmates. The Level I inmates perform a
variety of tasks thatare needed for the operation of the prisons arid which
take place outside the security perimeters established for other inIIlates.
Many existing prisons have sufficient land and infrastructure to accom­
modate additional Level I housing. This approach has potentially signif­
icant cost advantages compared to constructing new Level I prisons since
there would be no need to acquire land, install major new utilities and/or
build administrative. and support facilities.

Determining the Proper Mix of In-House and Contracted Medi­
cal/Psychiatric Sei'vices;The cost of providing' inmates with adequate
medical, dental and psychiatric care is significant. CDG's ·1988-89 budget
for these services, including pro-rata facilities operations costs, exceeds
$200IIlillion, or almost $2,900 per inmate throughout the prison system.
The cost' of constructing new medical and psychiatric .beds is' also
significant, an estimated average cost of $100,000 per bed according to
CDC's five-year facilities ,plan.

In addition to infirmaries and clinics at each prison, CDC operates
three acute care hospitals aIld,in cooperation with theDepartment 6f
Mental Health, psychiatric care facilities at the California Medical FacilitY
in Vacaville.' CDC contracts with outside hospitals for specialized medical
services not available in CDC facilities.

To the extent CDC cohtracts for medical/psychiatric services, it can
reduce the need to constructnew medical/psychiatriC beds, for savings of
roughly $100,000 per bed. There als()niaybe'potelltial operating savings
from an increased use of contracted medical services. The" Legislature,
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however, does not have the detailed data and cost 1:>enefit analy§e§ it
needs to evaluate these alternatives and to determin~ theoptimUIll mix
of contr~cted and in-llouse s~rvices. This, essentially, is, the information
the, Legislature requested in1987 and. still has not received.

Options tolrnproveReview/Firiancing
of'Capital"Outlay Plans and Project.

We xec(nnmend that the Legislature implement the options discussed
below, to improve the review/financing of 'capital outlay plans and
projects. '. ..

The Legislature can better assess and control future prison costs by
receiving 'more, meaningful and timely information on CDC's capital
outlay plan .and by reviewing' the plan and funding needs in the annual
budget process.

.Needed Improvements in Facilities Master Plan. CDC's ~urrent
Facilities Master Plan needs to be improved in many waysin order to
become a. usefttl guide for the Legislature (and the department): Such
improvements would include: . .

• Ass~ssing indetail needsfor medical and psychiatric' beds.
• Identnyingthe number, nature and1ocation off~cilitie~ proposed to

meet overall bed needs.
• Specifying a time frame for authorization, planning and construction

of facilities.
• Assessing projectslactions that would be needed in the event

underlying assumptions, such as projected population, changeover
time.

• Includitlg operating cost estimates for each type of facility, ancl
assessing how operatirlg costs wottld be affected by.different levels of
overcrowding.

• AssessiIlg th,e efficacy .of alternative courses ", of action,. including
alternatives "to incarceration and, options to minimize construction
costs.

To obtain the information the Legislature needs in making decisions
with significant long-T;ang~ policylfiscal impacts, and to assure that. the
most c()st effective financing option is available; we recommend that the
LegislahIre adopt supplemental report language, directing CDC to
incorporate the above improvements into its facilities master plan.

The submittal of such an improved plan will a.ssist the'Legislature in
assessing the needs,optionsandcostsof the prison system. Moreover,
throllgh careful. planning and timely submittalof information to the
Legislatur~,the mostc()st-effectivemethod of financing the capital needs
cottld .be. determined. .
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General Obligation Bonds More Cost-Effective Than Revenue Bonds.
So far, the state has relied almost exclusively on bonds to finance new
prison construction. Of approximately $3.billion in construction costs in
this decade, the state has used about $1.7 billion in general obligation
bonds, almost $1.2 billion in lease-purchase revenue bonds and about $100
million from the General Fund and the Special Account for Capital
Outlay. (SAFCO). The magnitude of prison capital outlay needs relative
to available resources (that is General Fund and tidelands oil revenue)
makes the choice of funding altetnatives, as a practical matter, between
general obligation bonds and lease-purchase revenue bonds.

As discussed in the"Future Costs"section, the state pays a "preIIrium"
(in the form of higher financing costs) to use revenue bonds instead of
general obligation bonds to finance prison construction. We estimate that
the state would pay added costs of approximately $175 million (1989
dollars) from the General Fund over the next 20 years if the estimated
cost for CDC's capital outlay needs were funded through lease-purchase
revenue bonds rather than general obligation bonds. Moreover, revenue
bond payments are subject to the appropriations limit and therefore lirhit
the Legislature's ability to fund competing needs. In view of this, the use
of these revenue bonds should be used only under the most urgent
circumstances. In most cases, such circumstances can be avoided through
proper and timely planning.

On several occasions, however,·CDC has placed the Legislature in the
untenable position of· either approving proposals for lease-purchase
revenue financing or having needed prison projects delayed. With proper
planning on CDC's part and timely submittal of the plans to the
Legislature, further use of lease-purchase revenue financing could be
avoided, with significant savings to the state.

Evaluation 0/ Prison Facility Needs Should Be Part 0/ the Budget
Process. In addition to a more useful five-year facilities master plan, the
Legislature also needs the opportunity to review CDC's master plan and
construction requests during the annual budget process in the context of
overall CDC and state funding needs. In recent years .CDC has not
presented its plans and funding requests for new prison construction in
the Budget Bill. Instead, it· has presented its funding requests for new
facilities in separate legislation, generally late in the legislative· session.
This places the Legislature in the untenable position of attempting to
meet the prison overcrowding problem without benefit of the context of
an overall approach to the state's prison needs and the opportunity to
evaluate the impact on other state programs. This process is neither
beneficial to the state .nor necessary. The process could be improved
substantially through proper planning on the department's part, and by
presenting capital outlay .plans and· funding requests in the annual

8--78860
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budget. Therefore; we recommend that the Legislature consider CDC's
facilities master plan and all capital outlay funding requests in the annual
budget process along with other statewide spending needs.

Blue Ribbon Commission May,Develop Additional Options

The Blue Ribbon Commission on Inmate Population Management,
established by Chapter 1255, Statutes of 1987, is composed of leaders of
the California criminal justice system, representatives of the judiciary and
law enforcement, and various other experts. It is charged with the
mission to review the state's system for dealing with prisoner and parolee
populations, and examine whether there ar~ viable alternatives, and
solutions to the problems of overcrowding and rising costs. The commis­
sion's first 'report to the Governor and the, Legislature is due in
September 1989, with a final report due by the end of the year. In these
reports, the commission may recommend other options (in addition to
the ones discussed here) that would reduce the growth of the inmate
population or that would reduce the costs of housing inmates once they
are in prison.

CONCLUSION

Faced with an ever-increasing inmate population, the state for most of
this decade has attempted to build its way out of a prison overcrowding
situation. Following the appropriationof approximately $3 billion for new
prison construction, overcrowding today (158 percent of capacity) is
worse than it was when the construction program began (100 percent ,of
capacity). Evenif the Legislatrirespendsanother $1 billion, (per CDC's
current plan) over the next five years, overcrowding will be about 141
percent at the end of that period. Moreover, annual CDC support costs
have climbed from $400 million in 1980-81 to an estimated $1.6 billion in
1988-89. Under CDC's current population projections these costs will rise
to at least $3.1 billion by 1994-95. Thus,in 14 years, CDC's annual support
budget will have increased by $2.7 billion or almost eight-fold.

Under the current appropriations limit, the increased annual cost of the
state's prison system will necessitate significant.reductions in the share of
General Fund resources available for other state programs. This is
because the rate of increase in the cost of the prison system will
dramatically outpace both anticipated General Fun<i revenue growth and
inflationary increases for other state programs.

The Legislature has options for minimizing the projected costs of
building and operating/maintaining prisons. These options include-but
are not limited' to-selective reductions of prison, terms, early release
programs, changes in parole supervision, expansion of the conservation
camp system,addingminimum security housing at existing prisons and



219

improving the legislative .review/financing process .. for capital outlay
plans and projects.

Many of the options considered in this review involve mmunum
security inmates, a category where trade-offs between significant cost
reductions and public safety considerations are most favorable.
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Federal Immigration Reform: An Update

What Is the Status of the Expenditure of Funds Provided· under .the
Federal Immigration Reform and Control Act (IRCA)?

Summary

• More than 1.3 million persons have applied for legal status in
California under /RCA, a substantial increase over last year's
projection of 900,(}()().

• The budget year will be a critical one for thousands of newly
legalized persons seeking to meet the educational requirements of
/RCA.

• The administration has substantially revised its five-year expendi­
ture plan for federal State Legalization Impact Assistance Grants
(SLIAG) due to revised estimates of (1) program utilization and (2)

federal funds available to the state.
• There have been very few claims for SLIA G funding in the current

year. Although the reasons for the lack of claims are not clear, the
administration believes that the newly legalized population may not
need the level ofhealth and welfare services originally projected and
that some may fear disqualification from legalization because of
federal rules regarding the use of public assistance by this popula­
tion.

• The SLIA G expenditure plan offers a number of issues for consid­
eration by the Legislature, including: the reliability of the program
cost estimates, the reliability of SLIA G as a funding source, the
problems of data collection, funding uncertainties at the federal
level, and the use of SLIAG to fund other services.

In 1986, Congress approved legislation amending federal law governing
legal and illegal immigration into the United States. This legislation,
known as the Immigration Reform and Control Act (!RCA), authorized
general amnesty for certain groups of illegal aliens already in the United
States, holding out eventual citizenship to these individuals. In addition,
the legislation created employer sanctions in hopes of discouraging future
illegal immigration.

The !RCA legislation included $4 billion in federal funds to pay for the
costs of certain state and federal services that would be available to legal
aliens, as well as the costs of registering, reviewing, and approving
individuals applying for legal alien status. These funds-known as State
Legalization Impact Assistance Grants (SLIAG)-are generally available
to the states from 1987-88 through 1991-92.
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In this section we review SLIAG expenditures in the current year and
the administration's revised allocation plan for SLIAG for 1989~90 through
1991-92. We discuss several issues related to SLIAG in more detail in our
individual department reviews included in the Analysis of the 1989-90
Budget Bill.

The Legf:ilizatio!'l Procells

The IRCA recognizes two new groups that may lawfully gain citizen­
ship in the United States.

pre-82s. Undocumented aliens who have lived in this cdUlltry contin­
uously since January 1982 may become legal residents if they applied to
the federal'Immigrationand Naturalization Service (INS) between May
1987 and May 1988 (the Governor's Budgetrefers to these individuals as
"pre-82s'~) ; After reviewing an application for legalization, the INS grants
eligible individuals temporary resident status. Each applicant then must
submit an application for permanent residency status within a one-year
period beginning with the 19th month after the person was granted
temporary· residency. "Collsequently, these newly legalized persons'must
submit applications for permanent residency status to the INS between
November 1988 and November 1990.

Special Agricultural Workers. The IRCA permits undocumented
iminigrants to apply for temporary resident status if they worked in U.S.
agriculture for a minimum of 90 days between May 1985 and May 1986.
These individuals are known as "special agricultural workers" (SAWs).
The deadline for SAWs to apply to the INS for temporary status was
November 30, 1988.

Number of Persons Seeking Legal Statlls Greater than Expected

Last year, the Departmen~()fFinance (DOF) estimated that 900,()()()
individuals would seek legalization in California.. Based on the latest
figures from the INS, the department now estimates that approximately
1.3 million individuals "have· applied for legal status. This inclu.des
approXiIhately 945,000 persons who were in the United States prior to
1982;aIld 370,000 SAWs. According to the DOF,newlylegalized persons
represent approximately 4.5 percent of the state'stdtal population. More
than halfofallapplicaIlts for legalization in the nation live in. California.

Budget Year Is Critical for Legalization Process. Newly legalized
persons must meet specified criteria in order to convert to permanent
residency. One of the most important criteria. is that each person must
shdw progress toward attaining minimum competency in English, his­
tory, and civics, INS regulations indicate that individuals can meet these
requirements by either. passing a short INS exam or by attending
English-as-a"second~language (ESL) and civics classes for at leastAO
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instructional hours in an approved 60-hour course. These educational
requirements make the budget year a critical time period for providing
adult educational services in· order to ensure that all newly legalized
persons have the opportunity to convert to permanent residency status.

The Administration's Proposal for the Use of SLiAG Funds

As discussed above, the IRCA appropriates $4 billion to reimburse state
and local governments ·for the costs ·of health, welfare, and education
expenses incurred in assisting newly legalized persons. These monies,
minus the federal costs of Medi-Cal, Supplemental Security Income/State
Supplementary Program (SSI/SSP) , and food stamps that are provided to
eligible persons (known as the federal offset), will be allocated to states
based on a specified formula. .

Five-Year Expenditure Plan. Table 1 displays the amount of SLIAG
funds estimated to be available to· California and the expenditures of
these funds from 1987-88 through 1991-92 as proposed in the Governor's
Budget. These estimates were compiled by the Health and Welfare
Agency (HWA), which has been designated the lead agency for IRCA
implementation. Of the total funds available to. the states (after adjusting
for the federal offset), the agency estimates that approximately 58
percent will be allocated to California, for a total of $1.8 billion over the
four-year period. This amount is $64 million higher than the amount
estimated last year, based on the state's latest application for funding to
the federal government.

Although the IRCA allocates funds to states over Rfour-year perlod, the
Governor's Budget proposes to spend these funds over a five"year period,
from 1987-88 through 1991-92. Fede!al regulations allow states to carry
over SLIAG funds from year to year. Consequently, by carrying surpluses
over each year, the budget proposes to make sillIicient funds available to
supportprogram costs in the fifth year, 1991~92.

Substantially. Revised Expenditure Plan. The five-year expenditure
plan shown in Table 1 has been substantially revised from the plan
presented to the Legislature last year as well as the plan ultimately
included in the 1988 Budget Act. According to theHWA,therevisions
have resulted because ofrevised estimates of program utilization in the
prior and current fiscal years and because of the revised estimate of the
total funds that will be available to the state.

In conjunction with the revised five"year expenditure plan, the Direc~

tor of Finance notified the Legislature on January 19, 1989 of his intent to
substantially revise the. expenditure plan for the current year from the
one approved by the Legislature in Control Section 23.50·of. the. 1988
Budget. Act. The control section provides limited authority to the
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Table 1
Federal SUAG Funds

Availability and Proposed Expenditures
1987-88 through 1991-92
(dollars in millions) a

State Fiscal Year
1987-88 1988-89 1989-90 1990-91 1991-92 Total

Funds available
Federal allocation to California b.•.•.. $427.8 $423.2 $416.5 $425.8 $106.1 $1,799.4
Carryover from previous year ........ 286.0 393.4 257.6 284.3 ~

Totals, funds available............... $427.8 $709.2 $809.9 $683.4 $390.4 $1,799.4
Proposed expenditures

Public assistance
Health:

Medically Indigent Services
program ......... ; ............ $68.4 $130.6 $238.9 $238.9 $238.9 $915.6

Medi·Cal ........................ 6.3 22.6 46.6 56.9 61.7 194.0
Primary care clinics ............ 10.0 11.6 23.1 23.1 23.1 91.0
County medical services........ 4.9 18.0 18.0 18.0 58.8
California Children's Services .. 0.6 1.6 2.5 2.5 2.5 9.6
Subtotals, healili ................ ($85.3) ($171.2) ($329.0) ($339.4) ($344.1) ($1,269.0)

Mental health ..................... $3.0 $3.0 $3.0 $3.0 $12.0
Welfare:

General assistance .............. 0.1 1.1 4.7 5.7 5.7 17.3
Foster care ...................... 2.6 2.7 2.3 2.1 9.6
AFDC-FG&U ................... 0.1 0.5 2.1 5.1 5.2 13.0
SSI/SSP............... ; .......... 0.1 1.5 2.9 3.7 3.1 11.4
Food stamps .................... 0.1 0.5 0.7 0.7 0.7 2.7
IHSS............................. 0.1 0.2 0.2 0.2 0.7
Subtotals, welfare ............... ($0.4) ($6.2) ($13.2) ($17.7) ($17.0) ($54.6)

Housing............................ $2.5 $4.0 $4.0 $4.0 $14.6
Administration, public assistance. 0.2 5.6 5.0 3.8 3.8 18.4

Totals, public assistance ........ $85.9 $188.5 $354.3 $367.9 $371.9 $1,368.6
Education ...........................

Adult education ................... $30.0 $100.0 $180.0 $20,0 $10.0 $340.0
K-12 supplemental ................ 4.2 2.8 1.4 8.4
Administration, education ........ 0.1 1.8 2.3 1.0 0.5 5.7

Totals, education................ $34.3 $104.6 $183.7 $21.0 $10.5 $354.1
Public health

Health:
T8/leprosy control ............. $5.0 $8.1 $0.6 $0.5 $0.3 $14.5
IRCA subvention ............... 8.6 3.5 6.6 3.4 2.2 24.3
Sexually transmitted diseases... 4.0 1.7 1.0 0.5 7.2
Laboratory support ............. 0.3 0.3
Immunizations .................. 0.6 0.5 0.2 0.1 0.1 1.5
Perinatal services ............... 1.3 2.8 1.1 1.2 1.2 7.6
Family planning ................ 1.0 3.2 1.6 1.7 1.7 9.2
Child health and disability pre-

vention........................ 0.7 0.7
Adolescent family life .......... 0.2 0.5 1.0 1.1 1.1 3.9

Administration, public health..... 0.3 2.1 2.1 1.7 1.4 7.5
Totals, public health ............ $21.6 $22.7 $14.3 $10.2 $8.0 $76.7

Grand totals, proposed expenditures.. $141.9 $315.8 $552.3 $399.1 $390.4 $1,799.4
Carryover to subsequent year......... 286.0 393.4 257.6 284.3

a Source: 1989-90 Governor's Budget. Details may not add to to"tals due to rounding.
b Based on estimates by the Health and Welfare Agency.
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Director to move funds between the items scheduled in the section after
notifying the Legislature of his intenttodo so. Table 2 shows the revised
expenditure plans for the current yefil" compared to the 1988 Budget Act
and for the budget year compared to the original expenditure plan
included in the 1988-89 Governor's Budget. As the table shows, the
administration proposes to reduce the amount of SLIAG funds allocated
to welfare programs by 90 percent and substantially increase the amounts
for medically indigent services and education programs.

Few Claims in the Current Year. As indicated above, th~primary

reasons the administration proposes to revise the SLIAGexpenditure
plan is to reflect its revised estimates of program utilization. In fact, at the
time this analysis was prepared, many programs had not spent any of
their SLIAG funds. Specifically:

• Health. The Department of Health Services advises that it is still
processing claims for 1987-88 and has processed no claims for the
current year in the county medical services and medically indigent
services programs and less than $100,000 in claims in the Medi-Cal
program. The department expects to begin processing 1988-89 claims
for county health services beginning in March 1989. In addition, the
Department of Mental Health has yet to process any claims in the
current year.

• Welfare. The Department of Social Services advises thatit has
received no claims for SLIAG funds for welfare programs in the
current year, including General Assistance, Aid to Families with
Dependent Children, and SSl/SSP.

• Housing. The Department of Housing and Community. Develop­
ment (HCD) advises that it has not established a mechanism to
determine which program recipients are eligible for SLIAGreim­
bursement.Consequently, the department has not processed any
claims.

The reasons for the lack of claims are.not clear. The HWA, however,
advises that there are probably two reasons for the lack oLhE:'lalth and
welfare claims. First, the agency believes that the newiy ·legalized
population is a working population (although often in low-paying jobs)
that can provide basic fbod, clothing, and shelter needs for.·thE:'lmselves
and their families. Second, the agency believes that many have a fear of
government assistance programs, heightened by the fear of disqualifica­
tion from legalization on "public charge" grounds. This is beca.use under
mCA ifnewly legalized persons are found to have been a "public c:harge"
(that is, receiving welfare or health be:pefits during specified periods),
they may have difficulty qualifying for permanent residency. This fear
may keep many newly legalized persons from seeking assistance through
these programs. ..



• Details may not add to totals due tq rounding.
bNot a meaningful figure. ..
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Education Claims. As of December 31,1988, the State Department of
Education had spent approximately $34 million, or about 43 percent, of its
current-year appropriation of $80 million for adult education. As Table 2
shows, the administration proposes to allocate an additional $20 million
for adult education in the current year in anticipation of additional claims
being processed during the year. The HWA indicates that newly legalized
persons appear to be seeking adult education services in advance of when
they have to apply to INS for permanent residency status and appear to
be staying in ESL and civics classes beyond the minimum number of
instructional hours that INS requires.

Issues for Legislative Consideration

Our analysis indicates that the administration's proposed expenditure
plan for SLIAG presents the Legislature with a number of questions and
issues to consider. Specifically:

Questionable Estimates. Many of the estimates used to develop the
five-year plan are questionable. Given the lack of actual claims in the
current year and the very limited data available, many of the estimates
are little more than educated guesses.

SLIAG Is a Temporary Funding Source. Much of what is proposed in
the expenditure plan will fund existing, rather than new, programs and
services. That is, SLIAG funds are proposed to replace existing General
Fund expenditures. This has a serious drawback. When SLIAG funds are
exhausted in 1991-92, the General Fund monies that they replaced will
likely have been committed to other uses.

Uncertainty at the Federal Level. President Reagan's budget for
federal fiscal year 1990 proposed a 30 percent reduction in SLIAG
funding. According to the HWA, ifsuch a reduction is enacted (which
would require Congress to rescind its prior appropriation), California
could lose $174 million in its estimated remaining SLIAG funding.

Data Collection. The SLIAG expenditure plan in the-· Governor's
Budget has changed substantially from the plan submitted to the
Legislature last year. In large measure, this is because so little data were
available last year with which to estimate program costs. Given the lack
of claims in the current year, we believe the estimating problem is likely
to persist in the budget year. This is partially due to the difficulty in (1)
determining what services newly legalized persons need from state and
local governments and (2) identifying which costs are eligible for SLIAG
funding.

Other Services Could Be Funded with SLIAG Funds. Although the
budget proposes to support many different programs with SLIAG·funds,
our analysis indicates that the Legislature could elect to support IRCA­
related costs incurred in other programs. These programs include various
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environmental health programs in the Depa.rtmentof Health Services
and substance abuse programs in the Department of Alcohol and Drug
Programs.

We discuss a number of these issues in our Analysis of the 1989-90
Budget Bill. Specifically, in the analysis of the Department of Health
Services (Item 4260), we review the policy issues regarding the Gover­
nor's proposal to substantially increase SLIAG funding for the Medically
Indigent Services program. We also address questions regarding . the
estimates for the perinatal, adolescent family life, and California Chil­
dren's Services programs, and we discuss a. court injunction that limits the
department's ability to claim SLIAG funds for some Medi-Cal services. In
the analysis of the State Department of Education (Item 6110), we
address policy questions regarding the administration's proposals to
target SLIAG funding to critical educational services.
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State Child Care Services

What Options Are Available to the Legislature for Better Targeting
Existing Child Care Funds to Those Most in Need?

Summary

• Currently, 13 state agencies administer 49 child care programs
, !unded.atapproximately· $747 million-$614 million from· the Gen­

eral Fund and $133millionfromfedi3ralfunds. In addition, federal
agencies administer four programsfunded'at an estimated $623
million in 1988-89.

• The two programs which providealrnost three-fourths of state
funding for child care. are: (1) the subsidized Child Development
program administered by the State Department of Education and
(2) the child care tax credit program administered by the Franchise
Tax Board.

• The Legislature has three major options for modifying child care
programs in order to expand the number of low-income children
served: (1) modify existing staff to children ratios (which we
recommend enactment of legislation to achieve); (2) change the ,mix
of programs currently provided; and (3) raise family fee levels.

• The current child care tax credit provides benefits primarily to
middle- and high-income families. The Legislature has three pri­
mary optionsfor modifying the credit to better target state child care
resources: (1) phase out or reduce the credit for families with higher
incomes; (2) make the credit refundable; or (3) repeal the credit.

The Legislature faces important decisions regarding how to target
available child care funds to those most in need of affordable care. For
instance, with regard to the two existing state programs that provide the
majority of funding for child care and related services:

• Should the state-subsidized child development programs adminis­
tered by the State Department of Education (SDE) be modified as
the Legislature considers whether or not to extend the programs
beyond their scheduled June 30, 1989 sunset date?

• How can the state child care tax credit administered by the
Franchise Tax Board (FTB) be modified to better target subsidies to
those most in need of this assistance?

In addition, to the extent that the federal government enacts one or
more of the child care programs that are currently being considered in
Congress (including those that provide services directly and those that
provide tax credits), the Legislature may also need to address issues
related to these programs' implementation.
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To assist the Legislature in determining how to target existing state
resources to those most in need of child care, this analysis first provides
background information on the ·cost and. affordability of child care 'in
California. We then discuss existing state andJederal child care programs.
Finally, we examine options. available to the Legislature for better
targeting state funds to those most in need ofaffordable child care.

What Typ';sof Child Care Are Available in the State:?

There is a wide diversity ofchild care programs available in Califol'nia,
both in terms of the services provided and in the role the state plays in
monitoring and funding t4em. There,. are part-day andJull-day programs,
summer and year-round programs,andprograms targeted to specific
groups (such as the disabled, children of teenage parents, and abused and
neglected children). Some programs receive state or federal funds (we
identify these programs ina, subsequent section) and some do not.

Generally, all child care programs are required to be licensec:i by the
Department of Social Services (DSS) , except for the following wllich are
specifically exempted: (1) programs where'child care providets cate only
for their c.Qildren and the children of one other family in the provider's
home, (2) care provided to children in their own homes, (3) programs,
such as aftercschool recreational programs, in which .acgvities are. pro­
vided only on a drop-in basis, and (4) programs operated by school
districts in which all staff employed are regular district elIlplo~eesandall
children served· are students enrolled in the district. In.addition to the
licensed and license-exempt providers, there .are an unknown-but
presumably large-number. 9f .unlicensed child care arrangements.

'All the programs vary considerably in cost, though the greatest
variation probably occurs in license-exempt care. For example,some
license-exempt care, such as care by relatives,maybe,provided free.
Other types, such as care far one family's children in their own home,
may be more expensive than many other Jormsof child care.

There is almost no information available on the cost of nonlicensed
(that is, license-exempt and unlicensed) child care; thus, our analysis in
the next sectiondeals only with licensed child care. This is not to. imply
that parents only use licensed care. Clearly, this is notthe.case. In fact,
many child care experts estimate that the number ofchildren enrolled in
nonHcensed . programs may equal or exceed the number of children
enrolled in >licensed programs.

Is Child. Care. Affordable?

There is evidence to support a common .'. perception about child
care-thatmany families in which both parents (or the single parent)
work cannot afford to purchase child care at private market rates. Child
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care policy· experts estimate. that families can usually· afford to pay
approximately 10 percent of their incomes for child care services. Table
1 shows the percentage of family income (at various income levels)
needed in 1986-87 to purchase licensed child care (at the state's median
market rate) in centers or family day care homes for one child. (Child
care centers are generally licensed to care for more than 12 children and
are usually operated at sites other than families' primary residences.
Family day care homes are generally licensed to care for up to either six
or 12 children and are usually operated in families' primary residences. )

Table 1
Portion of Family h1come Needed to Pay

Average Child Care Costs
1986-87

Family Income: Selected
Percentages ofState

Annual Median Income~2(}{)

Type ofChild Core Costs' 50.0% 84.0% 100.0% 120.0% 180.0%
Infant Care:

Child ClU'e Center ... '" .......... $4,194 25.3% 15.0% 12.6% 10.5% 7.0%
Family Day Care................ , . 3,298 19.9 11.8 9.9 8.3 5.5

PreschoolCare:
Child Care Center ........ :.. ;.... 3,130 18.9 11.2 9.4 7.9 5.2
Family Day Care.................. 3,149 19.0 11.3 9.5 7.9 5.3

• The annual costs are the median rates charged statewide by child care providers (simpie average of ail
providers, not weighted by the numberof·children served). The costs include both subsidized and
nonsubsidized funding rates.

Source: California Child Care Resource and Referral Network, California Inventory of Child Core
Facilities, February 1987 with June 1988 update, San Francisco, California; The statewide median
income ($33,200 in 1986-87). was obtained from the Department of Finance.

Using 10 percent of income asa measure of affordability, the table
shows· that families earning the state median income-$33,200 in 1986­
87---could afford to pay for licensed child care, unless they needed child
care for infants or for children with special needs (because care for these
children is often more expensive that other types of care), or they had
more than one child needing child ca~e.

The table also shows that families with incomes at 84 percentof the
state median-$27,888 in 1986-87-paid, on average, between 11 percent
and 15 percent of their incomes for licensed child care in that year, unless
they received subsidies. In general, the children from families with
incomes· below this level are eligible for subsidized child development
programs administered by the SDK Many of the children who are
eligible for the child development programs, however, are not served by
them. (We discuss the potential unmet demand for the programs in a
subsequent section.) While the child care arrangements for an unknown
number of the children from these low-income families may be subsi­
dized through employers, nonprofit organizations, and local govern­
ments, it is likely that many families in this income range either (1) pay
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the full cost of child care or. (2) obtain child care informally at less cost.

Families with incomes of 50 percent of the state median-$16,600 in
1986-87-paid between 19 percent to 25 percent of their incomes for
licensed care in that year-a proportion that generally made such care
unaffordable for this group, unless they received subsidies. While many of
these families were probably eligible to receive Aid to Families with
Dependent Children (AFDC), there are no data on the number of these
families that received child care through AFDC or the Greater Avenues
for Independence (GAIN) program. Among other things, GAIN provides
child care to AFDC recipients so that they may work or receive job
training.

The next section discusses programs in California that receive state
and/or federal funds to provide affordable child care to low-income
families, as well as other child care and related programs.

STATE CHILD CARE PROGRAMS

Our review indicates that 16 agencies (13 state agencies and three
federal agencies) administer 53 separate programs that provide child
care and related services in California. Chart 1 identifies these agencies
(and their acronyms, which are!1sed iriTable 2).

Chart 1

State and Federal Agencies·That Provide
Child Care and Related Services In California

Califomia Community Colleges CCC
Califomia Departmentaf Corrections CDC
Califomia State University CSU
Department of Developmental Services DDS
Department of Housing and
Community Development , HCD
Department of Motor Vehicles DMV
Department of Personnel Administration DPA
Department of Social Services DSS
Department of T~nsportation C8Itrans
Employment Development Department EDD
Franchise Tax Board FTB
State Department of Education SDE
State Water Resources
Control Board SWRCB

Intemal Revenue Service IRS
Department of Education DOE
Department of Housing and Urban
Development HUD
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Chart 2 shows the percentage of funds administered by state agencies
in the current year (total of $747 million) that are provided for the major
types of child care. As the chart indicates, 48.percent of.· these funds· is
used to suppqrt. child care for low-income families, 17 percent provides
support for child care expenses through tax benefit programs, 17 percent
is targeted to particular groups of children (such as those who are
disabled, abused and neglected, or the children of high school or college
students), and 18 percent. is used to support services related to child care
(such as capital outlay, state administration of child care programs, and
child care referral programs for parents.)

Chart 2

Child Care Funds Administered by State Agencies
By Type of Program
1988-89 .

Total funds administered
=$747 million

Programs for low­
income children

Programs targeted to
specific children

Tax benefit
programs

Child care-related
programs

Table 2 lists all the state and federal child care programs operating in
California that we were able to iden~fy. The chart provides for each
program summary information on eligibility requirements, caseloads, and
current-year estimated costs. All the identified programs were funded at
a total of $1.4 billion in the current year. The General Fund financed
about $614 million (45 percent) of these expenditures and the federal·
government funded about $756 million (55 percent) ...
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The table displays separately the expenditures of thefed.eral govern­
ment where the state plays no administrative or policy role. Generally;
the programs provide child care and related services through grants or
tax credits. While the Legislature cannot directly influence these pro­
grams, it may wish to take these expenditures into account when making
decisions about the amount of state funds to proyi,de for child care
services. .

Due to lack of avail,able data, Table 2 excludes programs supported by
one-time fede:ral grants not allocated by state agencies, and programs
provided through local governments, school districts. private nonprofit
agencies and employers, unless theprograms are funded through the
state and fecleralfunds we identify. For example, m.anyschool districts
operate subsidized child care programs for school-age children:·· If a
district's program is funded through the SDE, it is includedin Table 2; if
it is funded through general district revenues, it is not included. .

Below we discuss in greater detail the two programs that provide the
majority of state funding for child care.

Child Develop",ent Programs ..

The SDE administers nine programs which provide direct child care
services· and nine programs (including two one-timeprogrllms) which
provide child care services indirectly. In 1988-89, the ongoing child
development programs are budgeted at $337.0milli6ri ($334.3 million
from the General Fund and $2.7 million from federal funds). The major
direct service programs serve families (includingAFDC recipients)
earning less than 84 percent of the state median income (adjusted for
family size) ;in which both parents or the single parent is in the labor
force. Other direct service programs are targeted at specific groups, such
as abused and· neglected c~ldren, migrant children, or the children of
teenage parents. The indirect service progr;lms primarily fund capital
outlay, child care referrals to parents, training for providers, and special
projects.

The directservice programs provided services, usually.on a sliding fee
scale, to approximately 110,000 children in 1985-86 (the last year for which
detailed enrollment data are available). Almost two-thirds of these
children were from families headed by single WoIllen. Most of the'
children served were aged 3 through 5 (61 percent), arid 98 percent were
under 11·yearsof age. AlIIlost all children (93 percent) were enrolled in
child care cent~rs, which are usually licensed to care for more than 12
children. .

Our reviewindicates that the 55,000 children from low-income working
families served in 1985-86· through SDE child developIllent programs
represent anywhere from 12 percent to 26 percent of the demand. for



Table 2

Programs!n California That Provide Child Care and Related ServlcesB

1988-89 (dollars In thousands)

~

In effect, increases AFDC benefits for
employed AFOC recipients with
specilled child care costs.

Requires participation by nonsubsldlzed
children.

16,111

35,5299 IPrograms operate part-day only.

33,315

2O,44i

$208,576

29,958

Funding shown here Is divided equally
among the 18 campuses (of 19) w~h
child care centers. Total licensed
capac~y in 1987-88 was 1,197 spaces.

10,64gi

$4,027

General child carll (SDE) Standard· 52,453 $208,576

Child care for GAIN9 participants Children of GAIN participants -' 25,931
(DSS)

State Preschool(SDE) low-Income, ages 3-5 21,241 35,5299

Attematlve Payment (SDE) Standarcf 5,881 33,315

Dependant Care Disregard (DSS) Errploy'ed AFOCh recipients; -' 9,794'
~rlmatllY female heads of
ouseholds ..

Extended.day (latchkey) care Standarcf, ages 5-14 I 14,953 I 16,111
(SDE)

Migrant child care (SDE) Standarcf, migrant children

I
2,330

I
7,326

Child care 'or employed GAIN Children of employed GAIN -' 1,776
participants/transItional child care participants
(DSS)

Child.care for JTPAi participants Children 0' parents receiving I -'(EDD) training through JTPA

2,140 I 9,466 .

1,766 IProvides 90 days 0' child care for GAIN
participants beginning the day they
become employed.

-' I -' Ilocal Service Delivery Areas can spend
up to 15 percent of their grants for child
care and other supportservices for
JTPA participants.

L · ·.· ·."'."' , ·.· · .J. : J I I I J



Child care centers (CCC) IPrimarllyc:hlldren 01 students I _, I _, I - I _, I An unknown amount 01 district lunds
support centers at 8601 the 106
=uses. Centers served 12,823
chi ren In 1987·88.

~ratlve~nCleS Resources IChildren 01 students on AFDCh• I _, I 700 I - I 700 lin 1988·89, 39 01 the 106 campuses
for ducation ARE) (CCC) Priorky: children under age 6. partIC~a1ed.About 50 percent 01 the

total ARE lunds support financial

I I I I
' assistance lor child care.

Campus children's centers (SDE) IStandarcf, primarily carrpus 3,n5 6,459 - 6,459
students

Caf11)us Child Care Tax Bailout ISpeclfled communky college
ISDE)· campus child care centers.

_,
4,191 4,191

:'I:~:~~!Mt\U~::::I\\:~::::tl~':~:~~~~:@:::I:::\::~:::~:~:~:::::::I:::::::::~:II\'\'Id:~::l:::::II~::~::::::::::::::::::::':I~'~:'~\'~I~::::!r;R~tlI:\I~:\:~:~:~:::~~:i~i,M~p:HIEII:::'::'~~~~:::::::ltr§llif]~jJ;MRmI
PROGRAMS FOR CHILDREN OF SCHooL·AGED PARENTS:

Children 01 school-aged parentsVocational education-Carl
Perkins lunds Tkle II, part A,
single-parent (SDE).

Schoo~AgeParenting and Inlant IParents enrolled In secondary
Development (SDE) school and their children

_I

1,300 $6,941

$8,000 $8,000

6,941

50 percent 01 program funds targeted to
10000·income areas.

~~:::\:::::!H!l~f~@:~~~~'@\I:::::::::::::I~:I::~:~~:l:\II:::::l~::::I'%ili;:III:::::::::::l;,:W:~:I:~::~:~I~:::~:::ili;::mlimj,:::::~:]:im::::::il;Mll:::::]:::::::Il:::i!;gwilii~IIIiHmm::::::
PROGRAMS FOR ABUSED AND NEGLECTED CHILDREN:

Protective Services (SDE) IAbused. neglected or exploked I 2,307 $1,069 - $1,069 These children aiso receive first priority
children lor enrollment in other SDE child

development programs.

Child Abuse Prevention Program IAbused, n~lected or at risk _I _I - _I An unknown number of counties choose
(Ch 1398182) lOSS) children an families regardless to provide child care as part 01 this

of Income program.

Out·Of·Home Respite Care (DSS) IAbused, neglected or at risk
_, _I - _I Resgite care Is an ailowable service In

children the hild Wellare Services program; an
unknown number 01 counties provide
such care.

:~~~:::~:::~P,:~Igt~~~:::~::::::::~:::::::::::::::::::::::::::::::::::::::::::::::::::::::::~~::::::::::::::::::::::::::::::::::::::::::::: :::~::~~:::::::::::::::::::I:::::~:~~~:::::]f,W!f::::::::::I~:::~::~~::::::::~~~!~~t:::::l~:::::::::::::::::::::::::::f:fI::::::::I::::::::::::::::!Miffi~l:::::::::
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5,800 children are eligible.

300

740

.1,300

$4,200Preschool and inlant development Iinlants 0-36 months (1) Identnied I _I I $4,200
(DDS) by rePclonal center as at risk or

deve opmentally disabled and (2)
r~~I~ir~~~'K receive services In

,Day care, recreation and other de- Reglonaicenter clients required I -' I 300
velopment programs (DDS) 19~~ieive such services In their

Respite (DDS) , Regional OE!nter clients required I -' I 1,300
19~~ieive such services in their

Severely Handicapped (SDE) IDisabled children In the San I 197 I 740
Francisco Bay area

Estimate based on percentage 01
children under age 14. 24,000 children
are eligible. .

Estimate based on percentage 01
children under age 14.24,000 children
are eligible.

An additional number 01 disabled
children are served in other SDE­
administered child development
programs.

Special education InlanVpreschooi IHandicapped children ages 0-5 15,000 81,000 $13,000 94,000 Exc.ludes 'unds lor individual instruction
program (SDE) I and other designated services.

::~:::::@@t2tM~::::m::::::":H:i@::::"::::::::,':::'::'i::}n(\~,r~,::::)'/:}~':::i:::::::~\,':'~:/::::::::: ~ ::::~::~~: :~iM~?f:::::':: ::~::~::~~:~~::I.M?;¥M::r::::::::::::i~#BMi::::~:~:::':::~:@jM;%Rjt::}
PROGRAMS THAT GIVE PRIORITY TO CHILDREN OF STATE EMPLOYEES:

State EmPlo~ee Child Care Children 01 state employees I -' I $350
Program (0 A)

Child care center-Sacrainento Preschool agedchlldren; Prlorhy I 60 I 36
(FTB) given to chll ren 01 FTS

employees

State developmental centers Children 01 state employees and I 380 I _I
(SCDs) on-site child care (DDS) communhy members

Child care center-Sacramento Ages 2·6, open to state I 54 I 88
(DMV) employees and the public in the

Sacramento area. Priority: (1)
DMVemployees, (2) state
employees, and (3) the public.

$350 IProvides grants to state employee
groups to develop child care services.

36 I Funding covers the program's lixed
costs, such as rent.

-' IFive 01 the seven SDCs have child care
centers. SDCs may subsidize centers in
exchange lor priOrity or reduced-rate
child care, services.for SOC employees.

BB I The DMV center building is state-owned;
thus, nofundsare spent.onr",nl; Budget
includes a maintenance and rent
subsidy.



DOT TOT child day care center- IAges Inlant-5; open to Caltrans 60 0
_f - _f The beneltt to the state In terms 01

Sacramento (Caltrans) staffoand other state emplovees Increased em~loyee productivity Is
In the Sacramento area. Pnortty: conslderedw en determining the
(1) Caltrans; (2) state employees. center's rent.

Child care center-Sacramento IPriortty given to children 01 state 60 14 - 14 Center is located in a stllte building and
(SWRCB) employees pays renlto othe state at a subsidized

rate.

Child care center-Vacaville IPriortty given to children 01 CDC I _f _I - _f Center Is localedoal a correctional
(CDC) employees facility. Subsidized rent 01 $1 per year

charged. 00

~
-.,.1

Established byCh 1140/85 and Ch
1026/85 for portable facilities and loans.
One-time funds totalled $44 million.
Remaining amountwill beallocaled In
1988-89.

$79 I Provides child care while spouses vistt
oInmates. Funds will pay lor 23,808
service contacts (defined as one child
care meeting regardless 01 length) in
1988-89;

5101 1
0

Child care provided as an Incentive for
minority and white families to participate
In desegragation plans at targeted
schools.

5101

$79_f

360

SUbsidize# child care programsChild care capttal outlay (SDE)

Centerlorce Inmate Visttatlon Pro- IChildren of Inmates
gram (CDC) 0 0

PROGRAMS THAT PROVIDE OTHEoR CHILD CAIlE SERVICES:
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Community Development Block
Grant-Small Cities (HCD)

Child Care Food Program (SDE)

Low-Income families

Low-Income children In
preschool and child care
programs·

-'
-' 5,100

68

74,970

68

80,Q70

Can be used 'or operating expenses
and caph~1 outlay.

Provides subsidies for meals and
snacks.

1,104,411 1$613,681 I $756,349 1 $1,370,020

Tax credit 'or child and dependant ITax-filers claiming child care
care (IRS) expenses

Allows taxpayers to deduct a portion 01
their child care expenses from their
taxable income.

Part-day only.

Authorizes employees to place up to
$5,000 01 their pre-tax·income in a child
care expense fund.

Funds (probably less than $9 million)
are generally used lor capital outlay.-'

98,200

25,OOOQ

-'

98,200

25,OOOq

-'

34,000

-'

@@W.t//I:/:m//mmmfi#t/m::f::(~~~@mfi/lf:/1~~~~i@8rmm

Low-income families

Low-income, ages 3-5

Employees 01 participating
employers

Head Start (DOE)

Dependant care assistance pro­
gram (IRS)

a This table does not provide an undur.licated count of services provided because such Informatioo Is not availabfe. The table most 6kely underestimates the total amount of state resources provided for child care services,
because data are generally not aval able on the extent to which s.tats agencies,lnstitutions of higher education, and achao! districts provldeln--kind resources (such as facility space and administrative services) for child care
programs. ~8 table also underestimates the-total. amount of resource& used to care lor tle children Identified because euch Infam~tion Is not avaUable. Specifically, most programs charge parent fees and sane programs may

brecelVe funding Irom other sources.
Agency acronyms were Identified previously in Chart 1•.The programs prcwlde direct child care services unless noted otherwise;.

~ Details,may not add to totals due 10 rounding.
ChUdren served must meet at least one standard eliglbDlty crllerlon and one'standard need criterion as fonows: Eligibility: (1) child Is actually or potentially abused. neglected, explolted,,~ homeless: (2) the fwRyreceives
public assistance; or (3) income is not greater than 84 percent of state median income, based on lamily size. Need: (1) parents are employed, seeking employment, or in training: (2) parents or child have a mediCal or

e psychiatric. spe~a1 need and need mild care; or (3) the mild is aclually or potentially abused, neglected, exploited or homeless.
f GAIN: Greater Avenues lor Independence.

Figures not available.
~,The State Preschool and Preschool Scholarship Incentive programs are not budgeted separately. Separate funding estimates are based on SOE information.

! ~~~~::1n~~~m~~~~thth~::=n~~:::~far8 relorm.
tJTPA: Job Training Parlner.hlp Acl .
I 'An Individual Development Plan (lOP) Is developed lor'sll regional center clients to determine their lndlv:fdual service needs.

The,state'expenditure is an estimate 01 the portion of the bud,getalor Los Angeles and San Diego programs whim Is reimbursed by the state.
mEstimaled number of children served assumes one chUd per. filer.
n Although the number 01 children served iscurrendy unknown, estimates wmbe contained in the OSS fottf:\coming repott, ·YearTwo Report on Effectiveness and Cost Elfectiv~ess of AB,1562.·
o The estimated number. of,children 15erved was reflected previously for th,e state tax credit; it is not Included here to avoid a known duplication. '
p Es~mate tor f~eral. tax credit revenue loss derived by multiplying the U,S. Congressional Joint Committee on Taxation estimate lor national revenue IOS6 ($4 bilUon). by 12.5 percent, an estimate of the proportion of the aedits

claImed by CalifornIans. .: . , ..' . ..... ,.,. '.. .... I l-O
q Estim~te lor lederal de~ndent ca~e revenue loss derived by multiplying the U.S. Congressional Committee on Taxation estimate for national revenue loss ($200 mUllan), by 12.5 percent. an estimate of the proportion of the (J,J

excluSIon which relates to Caillornia taxpayers. '.. . .. CO
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subsidized care. Thus, the potential unmet demand for subsidized care
for low-income working families in that year ranged from about 155,000
to 405,000 children. Our estimate assumes current subsidy rates and
eligibility standards and includes adjustments to reflect the fact that
marty families would use informal child care arrangements (such as care
by relatives) even if subsidized care were available. (The effect of these
adjustments may be to understate the· potential "unmet demand" for
these programs. We discuss this issue in greater detail in our report, The
Child Development Program: A Sunset Review, Report No. 89-5, February
1989) .

It is not possible to estimate total demand for subsidized child care,
because data are not available on the demand for child care for specific
groups, such as abused and neglected children and the children of high
school students.

Child Care Tax Credit

The Franchise Tax Board· (FTB) estimates that the tax credit for child
and dependent care expenses will result in General Fund revenue losses
of about $121 million in 1988~89. This tax credit allows taxpayers to claim
a tax credit for a portion of the "out-of-pocket" expenseslhey incur in
providing care for their children,. and for certain other dependents who
are disabled. The credit may only be claimed by persons who incur the
eligible expenses because they are working or looking for work. Child
care costs are eligible for the credit whether or not the child care
provider receiving payments is licensed. The credit is nonrefundable, and
unused credit amounts may not be carried forward into succeeding tax
years.

The allowable state credit amount. equals 30 percent of the taxpayer's
corresponding federal chilsl care credit. The current federal credit ranges
from 20 percent to 30 percent of qualifying expenses, depending on a
taxpayer's adjusted gross income· CAGI). The federal credit is equal to 30
percent of qualifying expenses fortaxpayers with AGIs of $10,000 or less.
The tredit amount is then·reduced by one percentage point for each
$2,000 of AGI income over $10,000, until it decreases to 20 percent for
taxpayers with AGIs greater than $28,000. The maximum amount of
qualifying expenses to which the federal credit may be·applied is $2,400
if one qualifying child is involved, and $4,800 if two or more children are
eligible.

Thus, the maximum federal credit ranges from $480 to $720 annually
for taxpayers with one eligiblechild, and from $960 to $1,440 for taxpayers
with two or more eligible· children. The corresponding. maximum state
credit is equal to 30 percent ofthese amounts, or $144 to $216 for one
child, and $288 to $432 for two or more children, However, California's
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tax rate structure is designed so that taxpayers with AGIs low enough to
generate the maximum credit amounts generally do not have a large
enough tax liability to realize the full benefit of the credit. As ,a result, the
effective maximum credit a taxpayer with one child can receive is
generally $166, while the effective maximum credit for taxpayers with
two or more children is generally $302.

As mentioned, the child care tax credit program provides tax relief to
individmlls who obtain child care services in order to be able to work or
look for jobs. By partially tying th~ amount of the credifto, the taxpayer's
AGI, both state and federal law attempt to provide greater tax relief to
100¥"income taxpayers. In addition to providing tax relief, the credit also
generally provides an incentive for increased labor force participation by
increasing the potential after-tax incomes of eligible taxpayers. At the
same time, the tax credit has a structural bias against married couples
with one earner, as the program provides no benefits to a parent who
elects to stay at home with his or her children.

In the next section, we discuss the Legislature's options for better
targeting funds provided through these two child care programs.

POLICY OPTIONS FOR THE LEGISLATURE

The Legislature has several options both for better targeting eXisting
state funds to those most in need of affordable child care and for
expanding child care programs to meet more demand. In general; these
options involve policy-rather than analytical-decisions about the state's
role in providing various types of child care. Thus, we have no analytical
basis for making recommendations on most of these issues. Rather, We
point out the potential trade-offs that exist within the various options.

In the discussion which follows, we limit olir review to areas in which
data are available to illustrate the possible trade-offs that would occur if
various policies were adopted. Specifically, we discuss the following
options for the SDE-administered Child Development 'program:

• Modify existing staff to children ratios;
• Change the mix of programs currently provided;, and
• Raise family fee'levels.

We also discuss the following options for the FTB-administered tax
credit program:

• Phase out or reduce the credit for families with higher incomes;
• Make the credit refundable; or
• Repeal the credit.

Generally, the options discussed below are not mutually exclusive.
Thus, the Legislature may consider adopting more than one of the
policies we review.
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Modify Existing Staff to Children Ratios for
Preschool-Aged Children in Child Development Programs

We recommend the enactment of legislation to phase in a change in
staff to child ratios for preschool-aged children served through subsi­
dized child development programs from 1:8 to 1:10, on an enrollment
basis. A 1:10 ratio would maintain high-quality programs while still
providing a richer staff to child ratio than that required by the
Department ofSocial Services for nonsubsidized child care programs.
This change would result in annual savings ofup to $19 million, which
could be used to serve up to 4,300 additional children.

Most ,subsidized child development programs must maintain higher
adult to child ratios than nonsubsidized programs. For example, nonsub­
sidizedprograms are required by DSS licensing standards to·· place one
adult in charge of no more than 12 preschoolers, for a 1:12 staff ratio. The
SDE, however, requires that subsidized programs meet a 1:8 staff ratio for
this age group.

Historically, subsidized programs have been required to meet higher
staff ratio requirements because they serve low-income children and
children with special needs, such as abused and neglected children. Based
on the results of the comprehensive National Day Care Study, however,
we find that current staff ratios for preschool children enrolled in
subsidized care could be liberalized, while stilLmaintaining high-quality
programs. The higher ratio would still be richer than the ratio required
by the DSS for nonsubsidized child careprograms. Further, the 1:10 ratio
would equal or be stricter than those used in 44 of the other 49 states.
(This i~sue is discussed in much greater detail in our recently issued
report, The Child Development Program: A Sunset Review.)

R~commendation. Accordingly, we· recommend the enactment of
legislation to change staff ratios for children aged 3 to 5 from 1:8 to 1:10,
on an enrollment basis. We further recommend that (1) the staff ratio
change be phased in, to allow child care providers to adjust to the
changes through norml:\l staff attrition or reassignment and (2) the SDE
be required to capture the sayings resulting from implementation of the
new staff ratios. We estimate that full implementation of thisrecommen­
dation would result in General Fund savings of up to $19 million annually,
which could be used to serve up to 4,300 additional children.

Target Savings to Specific Areas. Historically, the Legislature has
almost always acted to use savings in subsidized child care programs to
provide additional child care serviCes (iather than have the monies
revert to the General Fund). In addition, the Legislature most recently
has required certain child care funds to be distributed to each of the
state's counties based on need. To tbe extent the Legislature .wishes to
maintain these practices, we recommend that it give priorityto allocating
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the savings (of up to $19 million annually from the General Fund)
available through modification of existing staff ratios for subsidized child
care programs to counties that are relatively underserved by child
development ,funds.

Change the Mix of Child Development Programs Currently Provided

Another option for the Legislature is to change the relative funding
amounts provided to two exisgng child development programs adminis­
tered by the SDE. These programs-the Alternative Payment (AP)
program and the General Child Care program-serve primarily the
children of low-income parents who are working or receiving, job
training. The'programs are somewhat different in structure, cost, and
program content.

In the current year, the AP program is budgeted $33.3 million and the
General Child Care program"is budgeted $208.6 million. In 1985-86, the
AP program provided services to approximately8,500 children andthe
General Child Care program served approximately 52,000 children.

The Alternative Payment Program. The AP program allows each
parent to choose the type of child care to be provided, as long as it is
either licensed or license-exempt. The program then reimburses the
child care program selected by the parent.• (Thus, it is often referred to
as a "vendor-voucher" program.) The local AP agencies determine each
child's eligibility, refer the parents to available child care spaces, and
provide social services to parents and children as needed. An existing
supply of licensed and/or license-exempt child care is necessary in order
for an APprogram to be effective, since the program does not create new
child care spaces directly. '

In 1987-88, it cost approximately $4,000 to serve one child' for a year in
the AP program. Of this amount, approximatelY'$I,ooo (or 25 percent)
went to AP agencies, and about $3,000 (or 75 percent) went directly to
child care providers;

The child care providers reimbursed through the AP program that are
notlicense-exempt must have staff to childrentatios of at least 1:12. While
this is the" minimum staff ratio that providers' must meet, there are no
data available on the average standards met by providers.

The General Child Care Program. The General Child Care program
provides services to children directly, primarily in child care centers
(which are generally licensed for more than 12 children). Typically, the
SDE contra~ts with. each center to provide child care for a specified
number of children.

The centers funded through the program are required to meet the
SDE's standards. Thus, for preschool-aged children, the centers must
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have staffto children ratios of at least l:8and must use teachers that have
completed roughly a· two-year college degree course in Early Childhood
Education. Finally, the centers are subject to the SDE'g periodic quality
review process, which assesses the extent to which they' provide devel-
opmentally appropriaty and high-quality care to children. ,

In 1987-88, it cost approximately $4,850 to serve one child' for a year in
the General Child Care program. Ofthis amount, about $250 to $750 (5
percent to 15 percent) was'used to pay for administrative costs and the
remainder-$4,I00to$4,600(85 percent to 95 perceIlt)-was used to
provide direct child care services.

Conclusion. Currently, the AP program is less costly (byabollt.$850
per year for each child served) than the General Child Care program.
There are no data comparing. the average quality levels of each type' of
program.

Given existing cost differences between the programs, approximately
440 additional children90uld be served eachyear for every$lOmillibn
that was shifted from General Child Care to the APprogram. (If the
Legislature first adopted our previous recommendation to modify staff to
children ratios for children aged 3 through 5 and then shifted monies to
the APprogram, the number of additional preschool-aged children that
.would be served would be lower-about 190. This is because about Half of
the current price difference between General Child .Careand the AP
program. for this age group is attributable to the costs of maintaining
different staff ratios.)

Based on'our discussions with the SDE, we find that there are many
areas of the state where either the AP program or the General Child Care
program could operate effectively. In some instances, however, One
program or the other may better meettheneeds of particular areas. For
example, the APprogram may be particularly suited to some ruralareas,
where the number of children eligible for subsidized care might be too
low to support the General Child Care program, which generally
provides funding for several childrenin onec\lild care cent~r. On the
other hand, the General Child Care program may l:>e m0r.e appropriatein
areas where it is sometimes difficult for.AP.. programs to operate..,-that is,
in some urban low-income areas that do n~t have muche~stinglicensed
or license-exempt child care. ".

Raise Family Fee Levels for Child Development Programs

Currently, most families served through the Child'Development
program are required to pay fees on a sliding fee schedule. The SDE
indicates that approximately $10 million in fees are colleCted each year.
Many families pay no fees, usually because (1) their incomes are below' 50
percent of the state median income ..(the income level at which families
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begin to pay fees), or (2) their children are enrolled in programs that do
not charge any fees (such as the State Preschool program). The SDE
requires that family fees be used primarily to provide additional children
with subsidized child care services. .

There are several options for raising family fees that the Legislature
may wish to consider· (each $1 million raised could be used to serve up to
230l:ldditiortal children):

• Increase fees for all familiesb.y so.me flatamoun~ such as 10
percent or 15 percent. Each 10 percent general fee increase would
yield approximately $1 million annually in additional revenues.

• Raise fees for/amilies that earn higher incomes, such as those who
earn at least 70 percent .or 80 percent of the statewide median
in.come.Unfortunately, the SDE does not collect information that is
detailed enough to determine the amount that would be raised by
selectively increasing fees.

• Charge a minimum fee for each child. Currently, families that earn
less than 50 percent of the statewide median income ($12,599 for a
family of three in the current year) arenot charged· any fees. The
SDE estimates that there were ata minimum 19,500 children from
such families enrolled in subsidized child care in 1985-86. Based .on
enrollment levels in that year, charging the current minimum fee
level (about $120 per year or $10 per month) for these children
would yield at least $2.3 million in additional fee revenues.

• Charge fees for children enrolled in the programs that do not
currently require fee payments. Several child development pro­
grams are free to all participants. These programs are: State Pre­
school, the School-Age Parenting and Infant Development (SAPID)
program (which serves the children of high school students), the
Severely Handicapped program, and the PrQt~~tive Services pro­
gram (which primarily serves abused or neglected children). In
1985-86, approximately 25,000 children were enrolled in these pro­
grams. Assuming that at least one-half of the children came from
families with incomes high enough to pay theminimUIn fee, charging
the current minimum fee .level for children enrolled in these
programs would yield at least $l.p million in additional revenues.

• Charge fees for siblings. Currently, families· with more than one
child enrolled in a subsidized child development program pay a fee
only for one child. According to the SDE, there wereiapjJroximately
17,360 children with at least one brother or sister also enrolled in
subsidized care in 1985-86. Approximately 7,000 of these children
would have been required to pay fees in that year (because their
family incomes were sufficiently high), if they had not been exempt
because they were the siblings ofotherenrolledchildren. Based on
1985-86 sibling enroliment levels, charging the current minimum fee
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level for each sibling would yield approximately $840,000 in addi­
tional fee revenues. Charging fees at levels higher than the current
minimum fee level would, of course, generate additional revenues to
the extent that siblings remain enrolled in subsidized programs.

All of these options would increase the total number of children served
in child development programs (assuming the additional fee revenues
were used to expand the existing program). However, because some
families might not be able to afford to pay higher fees, the options also
could result in some currently served children dropping out of the
program.

Change the Tax Credit for Child and Dependent Care Expenses

Who Is Using California $ Child Care Credit? According to prelimi­
nary data from the FTB, taxpayers chiimed nearly $110 million in child
and dependent care credits for 1987. The board estimates that this
revenue loss will increase to $121 million in the current year and $133
million by 1989-90. Chart 3 illustrates the percentage distribution of 1987
child care credits by taxpayer ACI. As the chart demonstrates, approxi­
mately 84 percent of these credit amounts benefited taxpayers with AGls
greater than $25,000, while less than 1 percent of the credits benefited
taxpayers with AGls less than $15,000.

Chart 3

1987 State Child Care Credit Distribution
By Adjusted Gross Income Range
(dollars In thousands)
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The average credit amount used by taxpayers in· different income
ranges is displayed in Chart 4. The chart illustrates that the average credit
amount used by taxpayers tends to increase with income,· despite the
provisions of the credit which decrease the maximum allowable credit as
income rises. For example, the average credit for taxpayers with AGls of
$15,000 to $25,000 is $87, while the average credit for taxpayers in the
$65,000 to $75,000 AGI range is $166,Thisis primarily the result of: (1) the
tendency for taxpayer ·expenditures on child care services ·.to increase
with income and (2) the limited ability of taxpayers in lower income
ranges to make use of their available credits (for instance, taxpayers with
AGIs less than $16,000 essentially receive no benefit from this program
because they generally do not have a tax liability to claim the credit
against.)

Chart 4

Average 1987 Child Care Credit Per Taxpayer
By Adjusted Gross Income (AGI) Range

$180

160

140

120

100

80

60

40

20

0-15 15-25 25-3535-45 45-55 55--65 65-75 75-100 100+

AGI RANGES (IN THOUSANDS OF DOLLARS)

Is the Child Care Credit "Targeted" Appropriately? The child care
credit provides tax relief to taxpayers who use child care services because
they are workin.g or looking for work. However, over halfthe tax benefits
provided by this program are used by taxpayers with A GIs greater than
$40,(){)() (which corresponds roughly to 120 percent of the statewide
median intome). In addition, the average benefit provided by this
program is greatest for taxpayers with A GIs greater than $65,000 (which
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i$ rOt;ghly equal to 180 percent ofthe statewide median income). As Table
1 (shown earlier) suggests, many of these taxpayers can afford child care
without state subsidies.

This distribution of credit resources may not be consistent with the
Legislature's policy intentions; Currently, the state's credit program is
tied directly to the federal child care credit. The federal credit program
provides, over a limited income range, that the m.aximum allowable
credit decreases as income rises. Tying the state credit to a program
structured in this way suggests that legislative intent is not to provide a
tax relief program where the average benefit level provided tends to
increase with income.

Accordingly, the Legislature may wish to consider three basic options
for modifying this General Fund program. These options are (1) phase
out the credit over a specified income range, (2) make the credit
refundable, or (3) repeal the credit.

Phase Out the Credit. Phasing out the credit could enable ,the
Legislature to direct this program's resources towards a taxpayer group
with lower average income. For instance, if the child care credit were
phased out for taxpayers with AGIs of $35,000 (which roughly corre­
sponds with the state's median income) to $45,000, the state would realize
annual revenue gains of approximately $60 million. These additional
revenues, could>be used to finance new or existing direct expenditure
child care p~ograms, to increase the credit amount for taxpayers below
the specified phase out level, 6r to fu:p.d other direct expenditure
programs of higher legislative priority.

However, phasing out the credit will leave the basic structure of this
program ,intact. As has been discussed, the basic structure of the credit
limits the program's ability to assist low-income individuals. Low-income
taxpayers can only receive" assistance from this program to the extent
they generate a tax liability. As ,noted above, taxpayers with AGIs less
than approximately $16,000 receive no benefit ttom the credit.

Make the Credit Refundable. Alternatively, the provisions of the
program could be altered to make the tax credit refundable. Allowing a
refundable child care credit would provide assistance to taxpayers in
lower AGI ranges, regardless of their income tax ,liability. The FTB
estimates that making, the, current child care .credit refundable would
require an appropriation in' the range of $8million annually. It should be
noted that any appropriation made for credit refunds would be subject to
the'state's constitutional appropriations lirilit.

However, even making' the credit refundable does not eliminate
potential "cash flow" problems for low-income individuals. For taxpayers
with minimal monthly cash resources, an annual refund related to
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monthly child care expenses which have already been incurred may be of
little assistance. These taxpayers simply may be unable to afford the "up
front" costs of child care, while awaiting annual reimbursement for a
portion of these expenses. In addition, making the credit refundable
creates certain compliance problems for the FTB, and thus would require
additional FfB enforcement expenditures.

Repeal the Credit. The current distribution of benefits provided by the
child care credit is skewed significantly toward taxpayers with AGIs
above the state median. As described above, the option of phasing out the
credit has significant limitations in its ability to effectively shift this
benefit distribution towards low-income individuals. Moreover, making
the credit refundable enhances the program's capacity to assistlower­
income taxpayers, but it also has certain inefficiencies in addressing the
problems of these taxpayers. Therefore, the most efficient policy option
for the Legislature may be to repeal thechild care tax credit program and
devote the resources generated to .direct expenditure programs.

For example, the revenues·generated by repeal could be dedicated to
SDE's Child Development program or to increasing the number of
months of transitional child care provided to GAIN participants. Devot­
ing these resources to existing direct expenditure programs could
improve significantly the targeting of these General Fund resources,
minimize concerns regarding the cash resources of low-in~omeindivid­
uals,and take advantage of program administration efforts which are
already in place. Again, however, converting the tax credit to a direct
expenditure could involve a significant increase in expenditures which
are subject to the state's constitutional appropriations limit.

Summary

Many families in which both parents (or the single parent) work-par­
itcularly those earning less than 84 percent of the state median income­
-cannot afford to purchase licensed child care at market rates. While the
state subsidizes carefor a significant portion of these low-income families,
a large unserved population remains. Our review of the state's two
primary child care programs indicates that the Legislature has several
options for modifying both progr~s to (1) .better target state funds to
those most in need of affordable child care and (2) expand child care
programs to meet demand.

9-78860
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Substance-Exposed Infants

What Are the Problems Associated with Pregnant Women Abusing
Alcohol and Drugs? What Options Are Available to the Legislaturefor
Addressing Them?

Summary

• Maternal substance abuse results in a variety ofdifferent direct and
indirect medical and social problems, including low birthweight,
prematurity, congenital deformities, and risk ofchild abuse.

• There are no comprehensive data on the prevalence of infant
substance exposure, but it appears to be a significant and increasing
proportion of all births.

• Infant substance exposure appears to result in high costs to a number
of state and local programs, including Medi-Cal, child welfare
services, developmental programs, and special education programs.

• There are a number of issues raised by the current configuration of
services: (J) resources are concentrated on addressing the results of
the problem rather than preventing it, (2) there are limited drug
treatment slots available to pregnant women, (3) programs fail to
provide outreach or consistent methods of identification and case
management, (4) licensing requirements make it difficult to place
certain substance-exposed children in foster care, and (5) substance
abuse reporting requirements by health care providers are unclear.

• To help the Legislature address these concerns, we make several
recommendations on how to improve existing services to substance­
abusing pregnant women and substance-exposed children. In gen­
eral, we recommend that the Legislature give priority to options that
prevent maternal substance abuse· and its effects.

There have been many reports from medical arid social service
providers and others regarding the increasing numbers of women who
abuse alcohol and drugs during their pregnancies and the problems that
result with their substance-exposed infants. The reports indicate that
these women and their babies are placing burdens on existing services
and resulting in long-term costs to society.

In this analysis, we outline (1) what we know about pregnant substance
abusers and their infants, (2) how available state programs serve them,
(3) issues raised by the existing service system, and (4) options available
to the Legislature for better serving these populations.

In preparing this analysis, we found no statewide consistent data on
either substance-abusing pregnant women or substance-exposed infants.
To better understand the prevalence of, and the problems related to,
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substan.ce abuse during pregnancy, we visited a number of counties and
local providers. As a resu.lt,our analysis relies on county- OJ;' hospital­
specific. data and anecdotal reports from .service providers.

BACKGROUND

Maternal Substance Abuse Causes. Harm to Infants

When women use alcohol or illicit drugs while they are' pregnant (or
breast-feeding) ,their infants may develop a variety of short- and

. long-term medical, developmental, and behavioral problems. The short­
term problems include prematurity, lowbirthweight, strokes, irritability,
and withdrawal sYmptoms. The longer-term· problems include mental
retardation, congenital disorders and deformities, growth retardation,
hyperactivity, poor motor coordination,and speech and language diffi­
culties.• In. addition, substance-exposed infants are at significantly in­
creased risk of dying from Sudden Infant Death Syndrome and AIDS.
The specific effect of the exposure on the infant depends on a variety of
factors, including: what kind of substance the woman used, when during
her pregnancy she used it, and how much-if any-prenatal care she
received.

These m.edical and developmental problems. may result directly from
exposure to the substance or may be indirectly related. For example,
many substance-abusing women receive insuffiCient prenatal care and
have poor nutrition. These factors contribute to prematurity. In addition,
a woman's intravenous (IV) drug use may lead to infection with HIV (the
virus that causes AIDS), which in turn can be passed on to the infant.

A woman's substance abuse can resultin social problems for infants, as
well as. medical and developmental problems. Specifically, d~ta on
substance-exposed children who are enrolled in regional center preven­
tion programs funded 1:>y the Department of· Developmental Services
(DDS) indicate that substance-exposed infants frequently have psycho­
logical and soCial problems, including poor attachment with a parent and
family histories of abuse or neglect.

In some cases, the medical problemsniay result'in soCial probleIl1s. Fbr
example, a substance-exposed infant's medical problems may make the
infant extremely irritable and difficulttocare for. This, in turn, may lead
to poor attachment, abuse, or neglect. .

Prevalence of Substance Exposure Among Infan.ts

There are no comprehensive data available on the prevalence of
substance exposure among infants. HQwever, the Department of Health
Services (DHS) and the Department of· Alcohol· and Drug Programs
(DADP) estimate the prevalence of substance exposure as follows:
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• Drugs. The DHS estimates that 2 percent to 5 percent orall newborn
infants-or between 10,000 and '25,000 in California in 1987-/38-;-are
exposed to illicit drugs. In August 1988, the DHS estimated' that an
average of 13 percent of all infants admitted to neonatal intensive
care units statewide were drug-exposed.

• Alcohol. The DADP estimates that approximately 4,500 infants' are
born annually in California with either Fetal Alcohol Syndrome
(FAS) or Fetal, Alcohol Effects (FAE) , medical and developmental
conditions that are directly related to alcohol abuse. FAS and FAE
occur in as many as 69 percent of infants born to mothers-who were
heavy drinkers during pregnancy.

There are at least three reasons why these prevalence estimates maybe
low. First, hospitals may be underreporting the number ofdrug~exposed
infants because they do not universally screen all mothers and all infants.
For example, when the University of California Davis (UCD) Medical
Center tested only those women in labor it believed were at high risk fOT
drug abuse, it reported that 11 percent of the women tested had positive
drug screens. Once, the center initiated univers.al screening, the level
jumped to 22 percent.

Second, hospitals rarely test for alcohol abuse. They generally rely on
the infant's physical appearance as an indication that the mother has
been using alcohol. Thus,only the most Severecases ofexposure, the ones
that result in FAS ()r FAE, come to the attention of hospital personnel.

Third, because' available data on infant substance exposure tends to be
limited to those infants requiring special care, it does not reflect the
number of infants born to substance-abusing mothers ,who did not come
to the attention of medical .. authoriti/as through their Care in neonatal
intensive care units (NICUs) or elsewhere. Research suggests that even
though these infants may appear normal' at birth, they may be develop­
mentally delayed and may require special education or other services in
later years.

The Prevalence of Substance Exposure
Amon~ ,Infants Appears to be Increasing

Without comprehensive data on substance exposure among infants, it is
impossible to provid,e a complete picture of the problem. However, some
county health facilities and child welfare programs have maintainedd,ata
which show that the prevalence of substance exposure is increasing. To
some degree, these data may reflect a growing awareness of the problem
by health care providers,.as well as increasing prevalence.

Data from Health Facilities. Some county hospitals have documented
increases in the prevalence of substance abuse among pregnant women
and substance exposure among infants whom they serve. For example:
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• Harbor-UCLA Medical. Center reports that it found cocaine intoxi­
cation among 6 of every 10,000 live births in 1983 comparedwith 231
of every 10,000 live births in 1987.

• Alameda County's Highland Hospital reports that among mothers
delivering at the facility, the proportion that admitted to drug use
during pregnlUlcy jumped from between 2 percent and 3 percent in
1985 to 12 percent in 1987.

• San Francisco General Hospital reports. that the number of
substance-exposed infants delivered at its facility jumped from 50 in
1983 to 240 during 1987.

Data from County Child Welfare Services Programs. The following
data reflect the extent to which· substlUlce-exposed infants and children
constitute an increasing proportion of children referred to county Child
Welfare Services (CWS) programs due to a suspicion of abuse and
neglect:

• Los Angeles County Health Department's Child Abuse Prevention
program reports that the number of neonatai withdrawal incidents
reported to it as suspected abuse increased from 538 in 1985to 1,335
in 1987; anincrease of 148 percent over two years.

• CWS programs in San Francisco, Sacramento,and Orange Counties
report· significant increases in the number of·substance-exposed
infants taken into protective custody. Most dramatically, Sacramento
County reports that between the first calendar quarter of 1987 and
the first calendar quarter of 1988,· the number of substance-exposed
infants taken into protective custody increa.sed from 35 :per month to
115 per month.

Data on Foster Care Placements. The Department of Social Services
(DSS) does not collect data on the number of substance-exposed infants
who are placed in foster care. However, the Orange County Social
Services Agency estimates that approximately one-fifth of the children in
its foster care program were substance-exposed as infants: Each of the
three counties we spoke with-Sacramento, San Francisco, and Or­
ange-indicated that substance-exposed children constitute an increasing
proportion of those who are placed in foster care.

WHAT IS THE IMPACT OF MATERNAL SUBSTANCE
ABUSE ON STATE AND LOCAL SERVICES?

Substance abuse among pregnant women and substance exposure
aInong infants have a significlUlt impact on a number of state programs.
The largest impacts in terms of costs are probably on health care services
(Medi-Cal, California Children's Services, and county health services),
child welfare services, developmental services, and special education
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programs. While there are limited data on the· fiscal effect on these
programs, we summarize the available information below.

Impact on Health Care Services

The Medi-Cal, California Children's Services (CCS) , and county health
services programs pay for health care services to pregnant substance
abusers and their infants. Medi-Cal pays for a wide variety of medical care
services for low-income persons, including those medical services needed
by pregnant women and their infants. The CCSprogram pays for medical
treatment and therapy services needed by children with specified
medical conditions~ .. County health services programs pay. for public
health and medical care services,. including medical care provided to
persons who are not eligible for other state programs.

HQspital .Services for Women. Because substance-abusing pregnant
women are reluctant to seek services during their pregnancies,they
more frequently show up in emergency r~oms. to deliver their babies
having had littleor no prenatal care. This makes a woman's delivery far
more risky and thus more difficult and expensive for the.hospital she
chooses for her delivery andsubsequent care. The higher costs that may
result from these deliveries:rnay be borne py Medi-Cal, CCS, or counties.
Table 1 shows data from four hospitals, which indicate that in all four
fa~ilities, substlUlce-abusing women were at least twice as likely.to receive
insufficient prenatal care than. all women delivering in those facilities.

Table 1
Pregnant Substance Abusers Avoid Seeking Prenatal Care

Percentage of Women Delivering with
Insufficient or No Prenatal Care in 1987

Substance-Abusing
Hqspital Women All Women
Highland Hospital (Alameda County) 60% 37%
Martin Luther· King-:Drew Medical Center (Los· Angeles

County) ;............................................ 90 33
DCD Medical Center (Sacramento County) 60 23
San Francisco General Hospital.. 55 12

Health Care Costs for Infants. Women who receive little or no
prenatal care are more likely to give birth to infants who are premature,
low-birthweight, and have other medical problems. In August 1988, the
DHS estimated that an average of 13 percent of all infants admitted to
NICUs statewide were drug-exposed. The DHS estimates that the
additional annual health care costs of these drug-exposed infants is $178
million. Approximately three-quarters of these costs are paid by the
Medi-Cal arid CCS programs. These infants may also require costly
ongoing medicaI care through these programs.
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Impact on Developmental Programs

The extent to which drug-exposed infants will eventually develop
developmental disabilities is unknown. However, FAS is among the top
three known causes of mental retardation (and the only one that is totally
preventable). The DADP reports that the annual costs associated with
caring for· persons born with FAS are approximately $214 million. Of
these costs, only $2 million is attributed.to infants born in any year while
the remainder is attributed to the ongoing costs of children and adults
born in previous years.

To the extent that drug-exposed infants later manifest developmental
disabilities, state costs for case management and other support services
provided by regional centers and state developmental centers can be
considerable. Specifically, total costs for caring for the average client in
the state developmental centers are $70,000 annually. The average. cost
incurred for each regional center community client is $5,500 annually.

Impact on Child Welfare Services Programs

County CWS programs respond to allegations of child abuse and
neglect, deliver time-limited services to abused children and their
families, and provide case management services to children in foster care.

Substance-exposed infants may be referred to county CWS programsin
two ways. First, medical or social services providers may identify an
infant at birth (or shortly thereafter) as being substance-exposed and
report the infant to CWS as in danger ofbeing abused. Second, the infant
or child may be reported later to CWS because he or she is suspected of
being abused. In either case, CWS evaluates the family situation. The
infant or child may be left in the care· of the family (sometimes on the
condition that the family use certain services, such as drug treatment), be
placed in protective custody (such as an emergency shelter or foster
care), or be recommended for adoptive placement.

To the extent that county CWS programs either (1) investigate
allegations of child abuse and neglect due to substance exposure that
otherwise would not have been reported or (2) place a substance­
exposed child into foster care, program costs are substantially increased.
Specifically, the average cost to county CWS programs in responding to
and investigating each allegation of child abuse and neglect, and provid­
ing time-limited services to abused children and their families, is over
$11,000 annually per child. In addition, the average cost of foster care
placement is over $13,000 annually.

Impact on Special Education Services

Research suggests that substance-exposed children may exhibit behav­
ioral and learning difficulties. However, the State Department of Edu-
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cation (SDE) does not maintain data on the number of children served
in special education programs who were substance-exposed at ,birth.
Furthermore, none of the representatives of the three Sp~cial Educ;ltion
Local Plan Areas (SELPAs) we spoke with could estimate the number or
proportion of their pupils wh() were substance-exposed at birth,. Because
school districts do not track these children, we do not know the extent to
which substance-exposed children differ from other children with respect
to their needs for special education services. '

The state pays for special education services ", needed from infancy
through age 22. With the exception of services needed by infants, SELPAs
are capped at the number of children they can serve. The additional cost
of providing special education services to a substance·exposed infant or
child who would not otherwise enroll in these programs ranges from
$2,100 to $6,900 annually. In SELPAs that have reached their caps, a
substance-exposed child with a severe handicap might displace another
child with a: less severeharidicap. In these instances, the costs of serving
a substance-exposed child would be less.

WHAT PROGRAMS'ARE AVAILABLE FOR SERVING
SUBSTANCE-ABUSING WOMEN AND, THEIR CHILDREN?

Programs Generally Serving Substance-Abusing
Women and Their Children

Our review indicates that the state does not currently administer any
programs exclusively addressing the needs of pregnant substance abusers
or substance-exposed infants. The 1989-90 Governor's Budget proposes
increases to address some of the problems related to maternal substance
exposure. For a detailed analysis of the administration's specific proposals,
please see the Analysis of the 1989-90 Budget Bill, Items 4200, 4260, and
5180.

However, the state administers a number of programs that serve
substance-abusing women' and their children along with other women
and their children. We discuss three types of programs below.

Prenatal 'Care and Case Manag~ment Programs. In addition to
Medi-Cal, the DHS administers, 'four programs designed to provide
perina~al care-including nutrition counseling, case management, and
other support services--to low-income women. ' ,

The Comprehensive Perinatal Services (CPS) and Prenatal Care
Guidance programs are available to Medi-Cal-eligible women, the
Community-Based Perinatal Services.(CBPS) program is available to
other low-income women, and the Adolescent Family Life program
(AFLP) is available to pregnant and parenting teens. The DHScould not
tell us the extent to which these programs are serving pregnant substance
abusers.
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Drug and Alcohol Treatment Programs. The state provides block
grant funds to counties for alcohol and drug treatment programs.
Counties may use these funds to provide a wide array of alcohol,
methadone, and drug-free treatment programs-in both outpatient and
residential settings-to members of the general public having problems
with substance abllse.Generally, counties use these publicly funded
treatment slots for low-income persons. Persons with private insurance
covering substance abuse treatment often seek treatment from other
providers.

The DADP does not keep data on the number of pregnant women
served in county drug and alcohol treatment programs. However, our
visits with these treatment programs indicate that they find it difficult to
serve pregnant women because they believe they cannot deliver the
special services these women require (for instance, coordination with
prenatal care). County drug and alcohol administrators indicate that this
sometimes results in pregnant women not receiving drug and alcohol
treatment.

High-Risk Infant Follow-Up Programs. The DHS High-Risk Infant
Follow-Up (HRIF) and the DDS prevention programs follow infants who
are' at high risk of developmental disability or delay to ensure they are
receiving needed medical and social services. Substance-exposed infants
who are also premature, low-birthweight, or have other problems may be
eligible for these programs.

Both the HRIF and DDS prevention programs report that substance­
exposed infants are an increasing proportion of their program caseloads.
The HRIF program reports that substance-exposed infants represented
about 7 percent of infants it followed in 1986 and almost 10 percent in
1987. The proportion of infants served in the DDS prevention program
who are substance-exposed has increased from 10 percent in 1985-86 to 20
percent in 1987-88~

Local Programs Designed Specifically for
Substance-Abusing Women and Their Infants

Local agencies have developed a variety of approaches to serve the
comprehensive needs of pregnant substance abusers and their ·infants.
We briefly summarize a few of these local programs below:

Comprehensive Programs. San Francisco and Los Angeles Counties
use funds they receive 'from the DADP to support the delivery of
comprehensive services (including prenatal care, drug abuse treatment
and parenting education) to pregnant drug abusers and their infants.
After two years of providing these services, these programs report some
success. Specifically,:San Francisco 'County reports that about three­
fourths of the births toprogram participants were drug-free. Los Angeles
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County reports that the program has significantly lowered the incidence
of complications at birth, increased birthweight, and reduced the length
ofstay inNICUs. These results appear especially promising in view of the
DADP estimate that only about one-third of persons normally receiving
drug treatment remain drug-free six months after treatment.

Outreach and Referral Programs. Alameda County has established a
case management program for all identified substance-abusing mothers
delivering at HigWand Hospital. The county Child Health and Disability
Prevention (CHDP) program visits the family at home within 10 days of
delivery and follows the infant for one year. The county reports that the
percentage of substance-abusing mothers consistently bringing their
children in for medical care increased from 10 percent to 67 percent
within six months after it implemented the. wogram.

Jail Health Programs. In order to deliver comprehensive prenatal care
and substance abuse treatment services to pregnant substance abusers
who are incarcerated, Alameda County coordinated services provided
separately through Highland Hospital, the county jail, and alcohol and
drugs programs from 1985 through 1988. These services are now admin­
istered through one agency-the private contractor responsible for
delivering health services to jail inmates. County staff estimate that
approximately 50 percent of the pregnant women they begin seeing in
jail continue to receive services from the agency after being released.

Foster Care Programs. A number of counties have tried to increase the
foster care placement options for substance-exposed infants. For exam­
ple:

• The San Francisco County Department of Social Services combines
CWS funds, Aid to Families with Dependent Children-Foster Care
(AFDC-FC) funds, and charitable contributions in order to encour­
age foster parents to accept substance-exposed infants with special
needs. San Francisco uses these funds to provide montWy care rates
that are up to $1,400 more per child per month than the basic
statewide foster family home rate. Once· these infants are placed in
the foster homes, the foster parents receive additional support
services, such as respite care.

• The Orange County Social Services Agency uses AFDC-FC and CWS
funds to operate a foster care program· for children with special
medical needs, 80 percent of whom are substance-exposed. The local
welfare department conducts outreach, establishes reporting proto­
cols with local hospitals, locates and trains foster parents, and refers
infants to other appropriate programs, including regional center
programs.

"Incentive" Programs. Butte County has recently begun to provide
mothers of identified substance-exposed infants with a choice: be prose-
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cuted for using illegal drugs or enter a program that includes probation,
health, mental health, and social services. If the mother chooses to enter
the program, she is allowed to maintain custody of her child as long as the
the county CWS program does not believe that the infant is at risk of
abuse or neglect. Probation staff also follow her case to determine
whether or not she returns to drug use. Coupty staff could not provide us
with data on (1) the number of substance-abusing mothers for whom
prosecution is necessary due to their refusal to enter available treatment
or (2) the program's success.

Coordination and Data Collection Programs. Recently, San Francisco
County declared the increasing prevalence of substance-exposed infaiits
to be a "public health emergency," thereby making the county eligible
for special state funding for one-time county projects. The DHS awarded
the county a one-time grant in order to assist it in (1) coordinating
services, (2) collecting data to assist it in defining its problem, and (3)
developing protocols for identifying, assessing, treating, and referring
substance-exposed infants.

Education Programs. Los Angeles Unified School District established
a pilot project in March 1988 in order to identify effective educational
strategies for preschoolers .and kindergartners who were subs.tance­
exposed at birth. The children selected for this pilot must meet two
specific criteria: (1) cognitive abilities within the average range and (2)
no medical!developmental complications or abnormalities. The project
has not yet reached any conclusive findings.

WHAT~IS THE IDEAL SYSTEM FOR SER.VING
SUBSTANCE-ABUSING PREGNANT WOMEN AND THEIR INFANTS?

National experts, the providers wernet with, and available research
indicate that the most effective way to address the complex needs of
these populations is through a comprehensIve and multidisciplinary
system of service delivery and case management. Specifically, an "ideal"
system would include:

• Ou,trea~h and preventive educa,.tion.
• Early id.entification of pregnant substance abusers.
• Interagency case management of pregnant substance abusers and

their substance-exposed infants to ensure they receive available
services.

• Uniform screening protocols for substance exposure in labor and
delivery in order to provide quality maternity care and to identify
infants at risk.

• Consistent reporting of substance-exposed infants to local CWS staff
in order to determine whether or not the infant is at risk for abuse.

• Family education, parenting services, and other support services.
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• Referral to half-way houses or· other residential substance abuse
treatment programs.

• Training for foster care families .who accept substance-exposed
infants.

In order to identify problems with the existing system and recommend
ways to improve it, in the following sections we compare the components
contained in this "ideal" service system to the existing system.

WHAT ISSUES ARE RAISED REGARDING
THE WAY SERVICES ARE CURRENTLY DELIVERED?

Existing Resources Are Concentrated at Addressing
the Results of the Problem and Not at Prevention

Existing state and local programs tend to treat the results of maternal
substance abuse and its effect on infants, whether the results are
incarceration, hospitalization, family separation, or developmental. and
educational delay. Relatively fewer public resources are invested earlier
in the delivery process when outreach, prevention, education, and
rehabilitation can reduce likely dependence on government :resources.

Even though preventing many of these women from using drugs and
alcohol while they are pregnant is not an easy task, some limited data
from local programs suggest that comprehensive prenatal and substance
abuse programs can be successful in reducing a woman's substance use
during her pregnancy and, thus, significantly improve the health 'of her
infant at birth. As a result, even if the mother abuses drugs or alcohol
again, remaining "clean" during pregnancy will lessen ,the chances that
the infant will require additionallong-terIIl health amI other services.

Limited Drug Treatment Slots for Pregnant Substance Abusers

.Based on our visits to several counties, it appears that pregnant women
and women with children are frequently unable to find drug treatment
slots. This problem appears especially acute in rural areas and for users of
drugs like cocaine. For example, we were repeatedly told of womenwho
want to get off drugs while they are pregnant or are ordered by the court
to enter drug treatment as a condition of releasing their children from
protective custody, but who cannot find' a program to accept them.·' If
these women do not get treatment, they are in danger' of having a
substance-exposed infant or losing their children to protective custody.

The number ofslots available for IV drugusersmay increase as a result
of the availability of new federal funds. However, we do not know the
extent to which these funds will be used for pregnant women.
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Programs Neither, Systematically Provide Outreach
Nor Adequately Serve Pregnant Substance Abusers

Outreach; Only one state progr:tin of which we are aware (Prenatal
Care Guidance) provides funds specifically for outreach activities to
pregnant women. The DHScould not tell us the extent to which counties
use their outreach funds specifically for substance-abusing women. Few
of the local providers we visited conduct these activities on"their own.
Our review, indicates that outreach activities ,are very, iIhportant for this
population because they are reluctant to seek services on their own.

ldentification~ Our review indicates that local prenatal care, substance
abuse treatment, and corrections programs do not consistently identify
pregnant substance abusers. For example, prenatal care providers we
visited and spoke with in San Francisco, Fresno, Alameda, Sacramento,
and Los Angeles Counties differ in (1) the type "and extent ofquestions
asked of women to determine substance abuse during pregnancy, (2)
what substances they screen for, and (3) if andwhen they will use a urine
toxicology test to verify substance use among women they suspect use
illegal substances.

In addition, of the 16 drug treatment providers we visited in four
counties (Mendocino, San Francisco, Los Angeles, ,and San Joaquin), we
found that only a few of the drug treatment programs routinely ask if a
woman is pregnant when she comes in fortreatinent. We also found
differences in the way county corrections staff seek to 'identify if a woman
is pregnantand/or a substance abuser. A significantproportion of women
arrested orincarcerated aresubstance abusers of child-bearing age.

Referral and Case Management. We found a lack of consistent referral
and follow-up among local programs serving substance-abusing pregnant
women and their infants. For example, only two of the four county jails
we contacted-Alameda an9,Contra Costa-make formal efforts to link
pregnant women to county health services upon their release. Of the 16
drugtreatm~nt programs we visited, only the three programs desig9-~d

specifically for pregnant substance abusers consistently referred women
to prenatal care providers and followed up to ensure that they kept their
appointments. '

We found similar inconsistencies in (1) medical providers' procedures
for reporting substance:.exposed infants to child welfare, and regional
center prevention programs and (2) acceptance of these infants by
regional centers.

Licensing Requirements Make it Difficult to, Place
Ce..,e:.in Substance-Exposed Childr,n in, Foster Care"

Current law and DSS licensing regulations prohibit foster family homes
from providing more than incidentalmedical services to childrenin their
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care (with the exception of in-home medical services for ventilator­
dependent children). "Incidental" services do· not include the special
medical needs that substance-exposed children ~ay have. Therefore, the
practical effect of .. the existing licensing requirements is to prevent
placing children with special medical needs, including many substance­
exposed children, in foster care.

The DHSindicates that it has secured two federal waivers that permit
using Medi-Cal funds to pay for support services for foster families who
keep children with special medical needs at home, thereby avoiding
more costly institutional care. This funding source cannot be used,
however, as long as the current licensing requirements related to
incidental .. Illedical services are in place.

Uncertainty about Testing for and Reporting Substance Abuse··and
Exposur. May Impair the Delivery of Comprehensive Services.

We found that providers have different understandings about which
mothers and infants they can test or report and under what justification.
For example, public and private hospitals in Los Angeles County have
developed written protocols regarding. who they can test for substance
abuse and under what conditions. Hbwever, the DCD Medical Center
routinely tests all wonlen delivering at ifs facility.

. .

Similarly, current law makes no mention of infant substance exposure
asa reason to repor~ achild being abused or in danger of being abused.
As. a result, some hospitals report substance-exposed infants to county
CWS programs and others do not because they are unsure whether
current law requires them to do so. .

WHAT OPTIONS ARE AvAILABLE TO THE LEGISLATURE
FOR BETTER SERVING·THESE WOMEN·AND THEIR CHILDREN?

Our review indicates that the Legislature has several options for
improving the delivery of services to pregnailt .substance abusers and
their substance-exposed infants. Of the· available·options, some involve
increasing the resources allocated to these populations; while others
target, coordinate, and remove barriers from existing resourcesin order
to enhance the delivery of comprehensive services. In general, we
recommend that the Legislature give pribrity to those options which will
increase the delivery of services aimed at preventing substance abuse and
its effects.

More Information Needed on Maternal Substance Abuse

We recommend that the Legislature·adopt supplemental report
language that directs the DADP and the DHS to improve the informa­
tion available regarding substance-abusing pregnant women and
substance.;.exposed infants. We further recommend that the DHS'report
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to the fiscal committees during budget hearings on the costs, benefits,
and possible funding sources for obtaining information from a one­
time survey of hospital births.

Our review of the problems associated with maternal substance abuse
was severely limited by the lack of comprehensive data. There are,
however, at least two ways to' improve the information available on
substance-abusing pregnant women and their infants. First, the state
could require drug treatment providers that receive state funding, to
request information on pregnancy status and to include this with the
information it currently reports to the DADP. Second, the DRS could
obtain, additional information on substance-exposed' infants by conduct­
ing a one-time survey of all hospital births in order to better estimate the
extent of the problem. The DRS recently contracted for a similar study
in order to gain more information about the extent, to which women
delivering in California received prenatal care. Also, we believe that
federal funds might be available to fund this type of study.

Obtaining better information about maternal substance abuse and
infant substance exposure would make it easier' for the Legislature to
address the problems we discuss in this analysis. Accordingly, we
recommend the adoption of the followmg supplementalreport language:

1. Ite~4200-001-00l. The department shall require all drug treatment provid­
ers who report through thE) California Drug Abuse Data System (CALDADS)
to include information on pregnancy'status of women served in their programs.

2. Item 4260-001cOOL The departIIlent shall conduct a one-time sample survey
of hospital births in order to determine the extent of maternal substance abuse
and infant substance exposure.

We further recommend that the DRS report to 'the fiscal committees
during budget hearings on the costs and benefits of such a survey, as well
as possible' funding sources.

Clarifying Infant Substance Exposure Reporting
Would Improve Treatment of Subljtance-Exposed Infants

'We recommend enactment of legislation that would clarify whether
substance exposure is a reportable condition that places an infant, in
danger ofabuse and neglect.

Our review indicates that different hospitals have different policies for
reportirlg substance-exposed infants to countyCWS programs for evalu­
ation; Some of th~ hospital staff we spoke with felt that reporting all
substance-exposed infants to CWS programs is the best way to ensure the
safety of these children becauseCWS is the appropriate program to
monitor ,these 'children and their families after they leave the hospital.
Other providers, however, were concerned that a policy of reporting all
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substance-exposed infants to CWS could result inmorewomen delivering
at home, rather thanata hospital, thereby placing the infants at higher
risk during·delivery.

In general, the Legislature has not left the question of which children
should be reported to county CWS programs to the discretion of those
involved. For example, health care professionals are required to report
injuries that they have reason to believe could have been the result;of
abuse. Once the injury· is reported, local CWS programs and the courts
decide whether to monitor the family, proyide services, take. the child
into foster· care, or dismiss the:case. In the case of substance exposure,
existing law is unclear as to whether exposure itself is reportable as
placing a child in danger of being abused, which is why different hospitals
have different policies regarding reporting these cases.

We have no· analytical basis for determining whether substance
exposure in itself puts a child in danger of being abused. This is a policy
question that the Legislature will have to decide based on the advice it
receives from health care professionals and child abuse experts regarding
what is in the best interests of substance-exposed children. In our view,
however, there should bea consistent statewide policy on thisissue. This
is because the. current uncertainty. regarding what the law requires in
these cases (1) exposes health care providers to prosecution if they
wrongfully fail to report a substance~exp()sed infant and (2) provides an
incentive for substance-abusing pregnant women to "shop around" for
hospitals that do not consistently report substance exposure. We there­
fore recommend the enactment of legislation to clarify whether sub­
stance exposure is reportable.

Standardized Reporting and Screening Protocols Could
Reduce Problems· Related to Substance Abuse During Pregnancy

We recommend that the DRS submit to thefiscal committees, prior to
budget hearings, a plan for developing model protocols for prenatal
screening and testing for substance use and exposure.

Our review indicates thathealfh and social service providers have
practices for screening or. testing pregnant women.or infants· for sub­
stance use, or referring them to other services, that vary widely in their
effectiveness. For example, prenatal care providers may not ask appro­
priate .questions to best elicit infor~ation from pregnant WOmen apout
their substance use during pregnancy. Not having this information makes
itdifficult for providers to most effectively haIld.}.e the woman's or hlfanes
problems related to substanc~abuse. ..

We believe that the DRS should provide guidance to providers
regarding.the most effective screening, testing, and referral practices so
that (1) substance-abusing women are provided effective pregnancy-
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related ca.reand (2)·substance-exposed infa.nts are provided appropriate
health and social services. To make this informa.tion directly usable to
providers, we recommend that the;DHS do this by issuing model
protocols. These protocols should· be developed. in conjunction with
medical·and social service providers.

Accordingly, we recommend that the· DHS submit tb the< fiscal
committees, prior to budg~thea.rings, a plan for developing model
screening, testing and referra.l protocols related to substance-abusing
women and substance-exposed infants. The plan should include an
estimate of costs for developing the protocols and.a discussion of funding
options.

Changing Licensi~gRestri~tions Would Facilitate
Placement of Substance-Exposed Infants in Foster Care Homes

We recommend approvalofthe administration's proposall(J amend
current low to allow foster families to provide treatment for infants
with specialized c(lre"needs. (Please see the Analysis of the 1989~90

Budget Bill, Item 4200, for (Jur additional recommendations regarding
this proposal.) . . .

Our review indicates that current law restricting foster families from
providing more than incidental medical treatment for infants may
impede placementof substance-exposed infants in foster family homes. In
the budget, the adrriinistration proposes to fund four pilot projects to
encourage care of substance-exposed children in foster. fa.mily.·homes
rather than in more expensive settings. As part of this proposal, the
administration indicates that it will seek legislation that would amend
current law to allowfoster families to provide treatment for infants with
specialized care needs. Relaxing this restriction would also allow the DHS
to use state and federal Medi-Cal funds to pay for needed support
services.

We recommend approval of this proposal, although we have additional
recommendations regarding the expenditure of funds. Please see the
Analysis, Item 4200, for a more detailed explanation of this proposal.

Ensuring Drug Treatment to Substance-Abusing Pregnant
Women May Reduce the Number of Substance-Exposed Infants

We recommend that the Legislature adopt Budget Bill language
requiring the DADP to require drug and alcohol treatment providers
to (1) ask women whether they are pregnant and (2) give priority to
pregnant women.

Our visits with local drug and alcohol treatment providers indicated
that they have different policies for identifying and giving priority
treatment to pregnant women. Our review suggests that requiring drug
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and alcohol treatment providers to (1) ask all women seeking services
whether they are pregnant and (2) give pregnant women priority for
receiving services could reduce the number of substance-exposed infants.

For these reasons, we recommend that the Legislature adopt Budget
Bill language in Item 4200-101-001 requiring the DADP to require all
programs receiving DADP funds to give priority to pregnant women.
The following language is consistent with this recommendation:

The Department of Alcohol andDrug Programs shall require all local drug and
alcohol treatment providers~o (1) ask women whether they are pregnant and
(~) give pri()rity to pregnant women in providing treatment services.

The Legislature Should Provide Additional Treatment Slots, Case
Management, and Outreach Services for Substance-Abusing
Pregnant Women

lYe recommend approval of the administration'S proposals to (1)
provide additional drug and alcohol treatment s16ts for pregnant
women and (2) provide additio~al.case management services. (Please
see the Analysis of the .1989-90 Budget Bill, Items 4200 and 4260, for our
additional recommendations regarding this proposal.)

Our review indicates that there are insufficient outreach, substa.nce
abuse treatment, and case management resources available for pregnant
substance-abusing women. In the budget, the administration has a
number of specific proposals designed to provide additional resources for
case management and treatment services, In general, we recommend
approval of these proposals. However, we.have additional recommenda­
tions regarding the specific expenditure of. these funds. For our more
detailed analysis, please see the Analysis, Items 4200 and 4260.
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State Programs for Older Californians

What Guidelines Can the Legislature Follow When Allocating Funds
for Senior Programs?

Summary

• The continued rapid growth ofthe elderly population will affect the
demand for state programs. The fastest growing age subgroup in the
next decade, those 85 and over, is the elderly group most likely to use
state services. However, older people belong to a variety ofsubgroups,
with differences in financial, health, and marita/status, as well as in
ethnicity and age.

• The potJerty rate for elderly Californians has declined substantially
since 1970. Older Californians have a lower rate of poverty .than
national figures for the elderly or the general population. However,
poverty levels are disproportionately high for certain groups, most
notably women, minorities, and those living alone..

• Most elderly people are relatively healthy. and free of any major
disability, although the incidence ofdisability rises with advancing
age.

• The Governor's Budget proposes expenditures for senior programs of
$4 billion from allfunding sources in 1989-90, with 83 percent ofthe
total for in.come support (primarily Supplemental. Security In­
come/State Supplementary Program (SSI/SSP)) and health services
(primarily Medi-Cal) to low-income elderly persons.

• In recent years, many issues regarding "unmet need" for senior
programs have been brought to the Legislature's attention. Our
review of three of these programs indic(ltes that the term "unmet
need" can have several. meanings. It also' indicates that filling the
unmet need for these programs would in.volve major fiscal and/or
program trade-offs.

• Our review of senior programs suggests several guidelines for
legislative planning: (l) give high priority to services targeted at
subgroups of th.e.elderlymost in need of government services, (2)
give priority tofunding .programs in underserved areas, (3) set clear
program goals tqreflect spending priorities, and (4) minimize
program duplication and encourage local cooperation.

The rapid growth of the elderly population continues to be one of the
most important demographic changes affecting California. In 1980, there
were 2.4 million Californians 65 years of age and over, or approximately
10 percent, of the state's total population. The Department of Finance
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(DOF) estimates that by the ye~:r2ooo,thenumber of olde,r Californians
will increase by 157 percent, to 6.2 million, or 12 percentof the state's
total population.

In this section, we provide a profile of California's older population and
the state's expenditures for senior programs, present an overview of
"unmet need" for three selected programs, and suggest guidelines for
legislativedecisionmaking in responding to the increasing demand for
senior services.

Prqfile of Older Californians

Older Californians belong to a variety of subgroups, with a range of
differences with respect to age, sex, income, health status, marital status,
and ethnicity. An understanding of these subgroups can help the
Legislature in· setting priorities for state services aJ;ld programs.

Age. Chart 1 displays the DOF's projection of population growth for
four different age groups over the periods 1980 to 2000 and 2000 to 2020.
The chart illustrates that between 1980 and the year 2000 there will be
significant growth in the age 75 and over population. ,Then·, during the
period 2000 to 2020, the fastest growing' age category will he the 65-74 age
group, as the "baby boom" generation reaches old age.

Chart 1

Percentage Growth in California's Population By Age Group
1980-2000 and ::!000-2020
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Sex. As the population agEls, therat!o.ofmen to women declines. In the
60-64 age group, for example, men represent 47 percent of the total, but
the number of men declines to 29 percent of persons age 85 and over.
Thus; given the increase in the over-85 age group anticipated over the
two decades, women will make up an increasing percentage of the aged
population.

Financial Stat14s. As Table 1 shows, the percent of older persons whose
incomes are below the poverty level in California has declined dramat­
ically since 1970. Between 1970 and 1980, the percent of older Californians
below the poverty level, as defined by the U.S. Bureau of the Census,
declined from 18.2 percent to 8.3 percent, and has declined further-to
6.1 percent-in this decade.

Table 1
Percent of Population Below Poverty Line

. California

All persons .
Persons 65+ .

1970
12.6%
24.5

Nation a

1980
13.0%
15.7

1988
14.4%
12.4

a Source:. u.s. Census Bureau.
bSource: California StateCensps D.ata Center, from the U.S. Census Bureau Current Population Survey.

Table 1 also compares the povertYratesin California with those for the
nation as a whole. It shows that for all ttine periods shown, the poverty
rates in California were lower than:f()rthenatio~as a whole. In addition,
the table indicates that the· 1988,poverty rate for ()lder persons in
California was sigpificantly lower thaIl the poverty rates for the general
population in California and ,the nation.

Although the percent 6f alleIderIy per~onsbelo.w poverty has declined
since the 1970s, poverty levels are disproportimlately high for certain
groups of older people, most notably, women; minorities, and those living
alone. Chart 2 illustrates these'large differen~esamongelderly subgroups
in th,e. incidence of povertY nationally•. The ;chart shows· that, among all
people over age 65,12 perdmfhad incomes belowthe poverty level. The
other categories shown on the chart are all subgroups of the over 65
population. For example, the chart shows that among those over age 65,
indiViduals who did not work in the previous year had a slightly higher
incidence of poverty (14 percent). The subgroups shown in the chart
overlap, because an individual may fit into more than one category.
. Health Status. Most elderly people are relatively healthy and free of

any major disability. National studies of major disability among the
elderly-defined as daily inability to perform some or all of personal care
activities (eating, bathing,dressing, toileting, and mobility)-ha.ve esti­
mated that approxiinately 22 percent of persons over 65 are disabled. The
incidence of disability rises with advancing age-l4 percent of those aged
65-74, 28 percent of those between 75 and 84, and 58 percent of those over
age 85 are disabled. These studies have also shown that the prevalence of
disability and illness is disproportionately high among the poorer elderly
population.
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Percent ofElderly People Below the Poverty Level
By Selected. Characteristics·
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The elderly are the heaviest users of health care services. Individuals
over 65 represent 25 percent of hospital discharges, and 86 percent of all
patients in nursing facilities, even though they represent only n percent
of the total population. In addition, they account for 25 percent of all
Medi-Cal expenditures, even though they represent only 13 percent of all
Medi-Cal eligibles.

The U.S. Bureau of Labor Statistics reports that out-of-pocket health
care costs represent. 3 percent of income for individuals under 25, 4
percent for individuals between 35 and 44, 9 percent for those between
65 and 74, and 12 percent of the incomes of persons over 75.

Marital Status. Because there are so many· more elderly womeIi· than
men, men are more likely to be married in old age than women. While
70 percent of men over age 75 are married and only 22 percent are
widowed, only 24 percent of women over 75 are married and 67 percent
are widowed. The California Department ofAging (CDA) estimates that
19 percent of Californians over the age of 60 live alone.

Ethnicity. California's elderly population will become increasingly
nonwhite, reflecting the state's changing racial and ethnic make up. The
U.S. Census Bureau estimates that in 1988 California's 65 and over
population was 82 percent white, 5 percent black, 9 percent Hispanic, and
5 percent Asians and others. The DOF estimates that by the year 2020,
the 65 and over population will be 60 percent white, 4 percent black, 20
percent Hispanic, and 16 percent Asian and others.

STATE PROGRAMS SERVING OLDER CALIFORNIANS

In California, 18 state agencies currently administer 40 separate
programs that provide services and benefits to older individuals. These
agencies are displayed in Chart 3. (The chart also shows the acronyms for
these agencies, which are used in Chart 4, below.)

Chart 4 lists state programs for seniors and provides summary infor­
mation on their eligibility requirements, caseloads, and costs in the
current and budget years. The chart shows that the budget proposes to
spend $4 billion on these programs in 1989-90, which represents approx­
imately 6 percent of total state spending (General Fund,.federal funds,
special funds). The General Fund will finance about $2 billion, or 50
percent, of expenditures for senior programs, and the federal govern­
ment will fund $1.9 billion, or 48 percent. The remaining $100 million; or
2 percent, is supported by state special funds brlocal funds. (Expendi­
tures from local funds are included iIi the totals columns, but are not
separately displayed in the chart.)
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Chart 3

State Agencies That Provide Services and Benefits
to Older Californiansa

Department of Social Services DSS
Franchise Tax Board FTB
Department of Economic Opportunity DEO

Department of Health Services ..........•..•... DHS
California Department of Aging ....•••.•.......• CDA

Department of Rehabilitation .., DOR
Department of Housing and
Community Development HCD

Employment Development Department EDD
Department of Transportation Caltrans
Department of Justice DOJ
State Department of Education SDE
Department of Veterans Affairs DVA

Department of Foodand Agriculture DFA
California State University CSU
Department of ConSumer Affairs DCA
Department of Motor Vehicles ; DMV
Department of Parks and Recreaction DPR
Department of Fish and Game DFG

The budget-year total represents an increase of· $123 million, or 3.2
percent, above estimated current-year spending levels. The increase is
primarily due to (1) an $83 million increase in SSI/SSP costs related to
increased caseloads and the full~year costs of state and federal cost­
of-living adjustments (COLAs), which took effect on January 1, 1989, and
(2) a: $49 million increase in Medi-Cal costs due in part to long-term care
rate increases. granted in 1988-89, projected caseload increases, and
increased costs of Medicare premiums (for seniors· who are eligible for
Medi-Cal, the state covers the costs of the Medicare part B premium so
that the recipient can receive Medicare coverage for such nonhospital
costs as doctor'soffice visits).

The chart groups senior programs into the.following three categories,
based on the programs' eligibility criteria:

• Programs Available to Low-Income Seniors. These programs ac­
count for 93 percent of all spending on seniors.

•. Programs Available to All Seniors. These programs account ·for
approximately 4 percent of all spending on seniors.

• Programs That Have No Age Requirement, But Which Predomi­
nantly Serve Seniors. These programs represent 3 percent of all state
spending on older Californians.
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Table 2 summarizes expenditures for senior programs by the type of
benefit .or service provided. As the table indicates, income support
programs and health services programs account for.$3.4billion, or 83
percent, of expenditures for the benefits and services that the state will
provide to older individuals in 1989-90.

Table 2
Summary of Services Available to Older Californians

by Program Type
1988-89 and 1989-90

(dollars in millions)

1988-89 1989-90
State Federal Total a State. Federal Total a

Type ofprogram or service
Income support ........................ $957 $746 $1,702 $974 $817
Health serVices ........................ 763 747 1,522 786 772
Supportive social serVices ............. 195 282 555 190 284
Employment ........................... 14 14 11
Other services ......................... 77 14 105 75 15
Discount programs .................... 2 2 2

Totals b ............................ $1,993 $1,804 $3,900 $2,027 $1,898

$1,787
1,568

551
11

104
2

$4,023

a Local expenditures are not shown separately, but are included in the totals.
b Detail may not add to· totals due to rounding.

Who is Served by These Programs?

Chart 4 groups programs for older Californians primarily according to
their age and/or income eligibility criteria. As the chart also shows,
however, there are a wide variety of state programs designed to serve
different subgroups of the elderly. Below, we discuss three categories of
prognuns for the elderly; and where client profile data are available~

further identify the elderly subgroups served by the programs in each
category.

Programs for the Well Elderly. Some programs designed to provide
entertainment, community involvement, or disease prevention focus
services primarily on older people who are in relatively good health.
These programs include: Preventive Health Care for the Aging, employ­
ment services, the Volunteer Service Credit and Foster Grandparents
programs, and some of the adult education courses for the elderl),.

Programs for the Disabled Elderly. A number of senior programs are
targeted at elderly persons with restricted "self-care" abilities; These are
often referred to as long-term care programs. Table 3 shows a selected list
of programs for the disabled and the participation, by sex and age, in
these programs. The table shows that women and theyery old generally
have the highest participation rates in these programs.
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Chart 4

Programs Available to Older Californians By Eligibility Type
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Table 3
Selected Programs Serving the Disabled

Participation by Sex and Age
1987-88

Progrom Men
Multipurpose Senior Services Program.... 23%
Linkages. . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . .. .. 31
Adult Day Health Care.................... 30
Alzheimer's Day Care...................... 37
In-Home Supportive Services.............. 29
Nursing facilities ;' ;;............. 25

a These figures are for slightly different age categories.

Women
77%
69
70
63
71
75

Under
Age 65

0%
31
22
12
33
13

Age
65-74

31%
22
25
25
39 8

15

Age
75+
69%
47
53
63
28 8

72

The profile of clients in two of these programs, In-Home Supportive
Services (IHSS) and Medi-Cal, illustrates the subgroups of the elderly
that are most likely to use long-term care services. As Ghart 4 indicates,
the budget proposes almost $2 billion, for 'these two programs ($390
million for IHSS and $1.5 billion for Medi~Cal), or 48 percent of tobll
expenditures for senior programs. Of the total amount proposed for
Medi-Cal, $831 million, or 55 percent, is for nursing facility care for
persons age 65 and over. "

Table 3 shows that three-quarters of nursing facility residents are
women '. and nearly three-quarters are over 75, years, old., In addition,
national studies have shown that, widows and widowers, whites, and
persons with few children, are disproportionately represented among
nursing facility residents. Table 3 also shows that women are the majority
of IHSS recipients. The Department of Social Services (DSS) data on
IHSS further show that 76 percent of the recipients do not have a spouse
available to provide care and that 48 percent are minorities.

Although nursing facility costs represent over half of all Medi-Cal
expenditures for the elderly, only 2.9 percent of California~spopulation 65
and over is in nursing facilities, as compared to the national average of 5
percent. This may be attributable to several factors including (1) the
limited nUIl).ber of nursing facility beds available in the state, (2)
California's relatively heavy use of nonmedical residential care facilities,
and (3) the availability of alternative community services in California,
m9st notably IHSS. '

California'slow nursing facility utilization rate may demonstrate that,
in many cases, the programs shown on Table 3 are alternatives for each
other. Thus, the availabilityorlack of one service can have an impact on
the demand and utilization of other services.

While for some individuals the programs in Table 3 may serve as
alternatives to each other, other individuals may need the services of
several of the programs. For example, the Multipurpose Senior Services
Program (MSSP) provides a multidisciplinary assessment of its clients to
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help them remain at home. The assessment often calls for the individual
to receive IHSS services andto participate in anAdult Day Health Care
(ADHC) program. In addition to receiying otherlong-term care services,
the same MSSP client could receive meals and transportation through an
Older Americans Act provider,medical coverage through Medi-Cal, and
cash assistance through SSI/SSP.

Currently, programs within and across departments, are unable to
report on ,all the services that individual clients receive. The lack ,of
unduplicated clientciata makes it difficult to idenpfy the vllrious pack­
ages of services that different sllbgrouI>s of the elderly population may
require, or the total number of individuals currently being served by the
programs.

Fm.ally, Table 3 illustrates that most of the programs that serve the
disabled elderly also serve ayounger disabled client population. In the
future, the Legislature will be faced with the increasing demands of a
groWing number of individuals under 65 with similar disabilities and
service needs. Two major factors in this regard are (1) improvemen:ts in
medical technology that prolong the 'lives of persons of all ages with
chronic diseases or disabilities and (2) the increasing number of persons
with AIDS who may require long-term care services; Although this
section: focuses on senior programs, it is important to remember that
manyofthe programs that serve seniors have a broader pool of potential
recipients, and changes in the under 65 population will also affect the
demand fOr the programs.

OlderAmericans Act (OAA) Programs. Chart 4 includes expeI1ditures
for twoptograms-nutrition ($101 million) and supportive services and
centers ($53 million)-wfuch are funded by the OAA. Enacted in 1965,
the OAA provides'funding for a range of services for persons 60 andover.
The OAA prohibits the use of a means test for these programs but
requires that they be targeted at persons in greatest social arid economic
need.

The CDA,based on federal guidelines, defines individuals as having the
greatest. social need if they llave, at least two oftlle following character­
istics: a lariguage/communicationbarrler, a haridicap, they live alone, or
they are 75 or over. Individuals are classified as having greatest economic
need if their incomes are at or below the SSI/SSP grant levels.

Alt~ough available to any person over 60; the progratns currently serve
primarily those in greatest social or economic need. TheCDA reports
that in 1987-88, 47 percent of participants in congregate nutrition
programs (meals served at a nutrition site) met the criterion of greatest
economic need, and 27 percent met, the criterion for greatest social need.
Of the' CDA'sdients Who received home-delivered meals; 54 percent
were categorized as being in greatest economic need and 64 percent
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were categorized as being in greatest social need (the two percentages
exceed 100 percent because some people are counted in both categories) .
In the supportive services and centers category, 54 percent of transpor­
tation recipients were in greatest economic need and 53 percent were in
greatest social need. Among in-home service recipients, 44 percent were
in greatest economic need and 58 percent were in greatest social need.

WHAT IS THE "UNMET NEED" FOR SENIOR PROGRAMS?

The Legislature has focused greater attention in recent years on the
"unmet needs" of theelderly population. "Unmet need" has also been a
concern at the federal level. For example, the 1987 amendments to the
OAA require the u.s. Commissioner on Aging to submit to Congress by
September 30, 1989, the national unmet need for all OAA programs. The
CDA is required to submit data on California's unmet needs by June 30,
1989.

Obviously, decisionmakers need information on the needs of the
elderly population in order to design senior services arid programs and to
guide them in allocating resources to and among the various programs.
Assessments of "unmet need" are potentially useful in both respects.
There are, however, two significant problems that arise in assessing
unmet need. First, the term "need" itself is subjective. Specifically, a
service that one policymaker regards as a necessity may not be seen in
the same light by a policymaker with a different set of priorities.

Second, the available data on seniors and on their use of existing
services are limited. As Table 3 illustrates, many of these programs serve
clients within the same subgroups. A person could choose one or more of
several services to meet his or her needs. For example, an elderly
disabled person could use ADHC and/or IHSS. Estimates of unmet need
for anyone program are, therefore, limited by the .lack of data on how
older people use services, or what the trade-offs are between programs.

To help bring the question of unmet need into sharper focus for the
Legislattire, we have selected three programs for further review: one
entitlement program-the IHSS program-and two programs· that are
currently available only in certain parts of the state-the ADHCand the
Alzheimer's Day Care Resource Centers (ADCRC) programs.

The In-Home Supportive Services (lHSS) Program

TheIHSS program is an entitlement program-that is, any individual
in the state is entitled to receive program benefits if he or she meets the
eligibility criteria. These criteria consist of income and resource criteria
(the individual must be "poor" enough to qualify forSSI/SSP) and need
criteria (the individual must be aged, blind, or disabled and be assessed
by a county social worker as needing the care provided by the program

10-78860
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to remain safely at home). Like other entitlement programs for the
elderly---'such as the SSI/SSP, Medi-Cal, and property tax assistance
programs-the availability of IHSS is not limited by the appropriation
levels in the. budget.

Thus, at one level the program could be considered to have no unmet
needs, as all eligible persons who seek these services are provided them.
Even though IHSS is an .entitlement program, the Legislature is still
frequently confronted with issues regarding unmet need for IHSS, which
usually fall into one or more·of the· following categories.

Administrative Issues. The IHSS program is administered by 58
different counties. There are, consequently, practical differences with
respect to how each county assesses need and makes arrangements to
deliver services. These differences can have a significant effect on the
level of service actually proVided to recipients. For example, the average
IHSS hours per case in 1988-89 ranges from a high of 116 to a low of 22,
depending on the county. Individuals in low-hou,r counties could argue
that they have unmet needs because their county is providing fewer
hou,rs than they might get in another county.

Cost Control Issues. Benefit levels in the IHSS program have been
partially influenced by the Legislature's decision to control program
costs. Currently, the major cost control measure in the IHSS program is
the statutory limit on the number ofhours per month that an individual
can receive (283 hours for severely impaired and 195 hours for non­
severely impaired clients). The DSS estimates that 1.2 percent of IHSS
recipients, or approximately 16,000 recipients in 1988-89, have been
assessed by cQunty social workers as needing more .hours than the
statutory limit allows. Therefore, the limit on hours results in "unmet
Ileeds" for some recipients.

The 1989-90 Budget proposes a $64million General Fund savings due to
proposed new IHSS cost control measures that could have a significant
impact on the extent to which the program meets the needs of recipients.
We discuss the proposed new cost control measures in more detail in our
Analysis of the 1989-90 Budget Bill (please see IteIll 5180-151-00l).

Eligibility Issues. Under the current IHSS program, itis possible for an
older person to "need"IHSS services but not receive them. Specifically,
the existing IHSS eligibility criteria target services at individuals who are
poor enough to qualify for SSI/SSP.People with more income than
SSI/SSP recipients can receive the services, but they are required to pay
for them out of their own pockets, at least until they "spend down" their
incomes to welfare levels. Thus, individuals may have "unmet needs"
because they require IHSS services to remain safely at home, yet the
income and resourcelimits are too low for them to qualify for the services
without charge.
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Program Flexibility Issues. The JHSS program provides assistance to
recipients with the goal of helping them to remain safely at home. Some
individuals may receive IHSS hours when some other kind of service that
the IHSS program cannot provide could meet their needs. For example,
a person who has. difficulty walking can receive IHSShours for shopping
and meal preparation. However, under current IHSS guidelines, the
program cannot purchase a walker or wheelchair ranip to help the
recipient perform these tasks more independently, and thereby reduce
the amount of IHSS hours needed. Individuals who want to be more
independent could have "unmet needs" because,under current law, the
IHSS program does not have the flexibility to· purchase the needed
equipment.

Program Awareness Issues. Finally, the Legislature often hears of
individuals who need IHSS and who meet the eligibility requirements of
theprogram, but who do not receive services because they are notaware
that the services are available.

The Legislature has a great deal of flexibility in how it addresses each
of the kinds of unmet needs issues that arise with respect to the IHSS
program. Unlike many entitlement programs, there are few federal
constraints on how the Legislature can structure the IHSS program. On
the. other hand, dealing with any of these unmet need issues would
involve major fiscal or programmatic trade-offs. For example, the Legis­
lature could eliminate the statutory limit on the maximum hours of
service that individual recipients can receive, but to do so would either
entail major new costs or the iinplementation of an alternative cost
control mechanism. Similarly, the Legislature could raise the IHSS
incoine and resource limits so that individuals with higher incomes coUld
receive IHSS, but to do so would also entail major new costs. Rmsing the
financial need standard for IHSS would also raise the issue of increllliing
similar limits for SSI/SSP and Medi-Cal eligibility. .

The Adult Day Health Care (ADHC) Program

The ADHC program provides health, therapeutic, and social support
services to persons 18 and over whose disability places them at risk of
institutionalization. There. are 63 ADHC centers in 24 counties,and we
estiqlate.that the average. center serves approximately 70 elderly and 20
nonelderly clients per month. ADHC is a Medi-Cal benefit for eligible
beneficiaries and the CDA estimates that almost two-thirds of ADHC
clients are Medi-Calrecipients. The remainder are private clients who
pay on a sliding fee basis. Currently; only private nonprofit organizations
can be licensed as ADHC centers and receive Medi-Cal funding..

Since ADHC is available in only 24 counties and to only a limited extent
in those counties, it is reasonable to assumethatthere is an "unmet need"
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for this service. That is, if the service were available statewide, more
people would use it. One way to estimate this need is by using research
estimates which have shown that (1) 5 percent of those over age 65 and
not in nursingfacilities are disabled enough to qualify for ADHGand (2)
in communities where ADHC is available, 25 percent of those eligible
would actually use the service, while the remaining 75 percent would use
other alternatives such as in-home services or family caregivers. Applying
these figures to California's elderly population, we estimate that 37,000
individuals who are not now in nursing facilities would use ADHC if it
were. available statewide. This represents an increase of 33,000 clients
over the number currently served by ADHC centers,In addition, some
unknown portion of the state's nursing facility population would also
probably use ADHC centers if more were available.

Assuming a caseload of 70 elderly clients per center, the state would
need 530 centers to serve 37,000 elderly ADHC clients. Thus, according to
this methodology, it would take an increase of at least 467 centers, or
roughly 700 percent, to provide enough slots for all potential elderly
ADHC users in the state.

In the past, the Legislature has encouraged the opening of new centers
by providing one-time "start-up" grants of up to $50,000 per center. One
way to meet the "unmet need" for ADHC identified above would be to
provide more of these start-up grants. Using this approach, it would cost
up to $23 million General Fund to create 467 new centers.

In addition to the start-up costs, the expanded ADHC capacity would
result in potential ongoing costs to the Medi-Cal program. For example,
if the new centers served 11 percent Medi-Cal clients (the approximate,
ratio of Medi-Cal beneficiaries in California's over-65, nonnursing facility
population), the costs of their care to the Medi-Calprogram, .assuming
the current rate of reimbursement, would be abput$22 million ($11
million General Fund) annually.

These costs, however, would be offset to an unknown extent by savings
associated with increased ADHC use. First, it could reduce costs for IHSS,
Medi-Cal (for services such as hospitalization and home health services),
and other community services now being used by these clients. Second,
to the extent that the increase resulted in an overall reduction in;nursing
facility use by all Medi-Cal clients, the Medi-Cal program would experi­
ence savings.·This is because the Medi-Cal rate for nursing homes is more
than the rate for ADHC. However, the curreritdemand for nursing
facility beds outstrips the supply in California. It would therefore take a
substantial increase in ADHC ,use to reduce the actual Medi"Caluse of
nursing facility beds in the state.

Given the magnitude of the "unmet need" for ADHC, it is important
to consider why there are currently so few centers in California. One
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explanation may be that providers are discouraged from starting new
centers because the fees that they receive are low, relative to their
operating costs. Thus, in addition to the option of providing more start-up
grants, the Legislature has two options for increasing the supply of
ADHC: (1) increase the Medi-CaLrate (which would result in new
General Fund costs) and (2) review the existing ADHC licensing
requirements in order to identify ways of reducing providers' costs,

Ab;heimer's Day Care Resource. Centers (ADCRCs)

ADCRCs offer a day program of nu,rsing, activities, and supervision to
persons who are suffering from moderate to severe Alzheimer's disease
ora related dementia disorder such as Parkinson's disease. The CDA
advises that 26ADCRCs will serve approximately 1,500 clients in1989-90.
These centers receive annual General Fund grants of approximately
$60,000 and are required to provide a 25 percent match from county, Area
Agency on Aging (AAA), or other local funds. In addition to state and
local resources, the centers receive· some of their funding from revenues
generated by a fee, which is based on a sliding scale tied to client income.

National estimates on the prevalence of dementia vary. In the past, the
CDA has used the estimate of the COQ.gressional Office of Technology
Assessment (OTA) that .seyere dementia affects 1 percent of those age 65
to 74, 7 percent age 75 to 84, and 25 percent over the age of 85. In
a'ddition.,theOTA'.estimates that there are one to three persons with
mod~rate·dementia for every person with severe dementia.

Using a conservative estimate of a one-to-o:J:le ratio for moderate to
severe dementia, we estimate that in 1988, up to 300,000 persons 65 and
over,are eligiblefor the ADCRC program, Assuming the same 25 percent
utilization rate that we applied for ADHCs, this would mean that
approximately 75,000 persons might use ADCRCs if. these centers were
available statewide. Toserye a clientele of this magnitude would require
approximately 1;300 new ce,nters.· At the current General Fund. cost of
$60,000 per center, this would result in a new ongoing General Fund cost
of$78 million per y{!ar. IncreasiIig the number of ADCRCs could also
reduce costs for altemative services' (such as IHSS and ADHCs) to. the
extent that individuals choos,e ADCRCs over those programS. Neverthe­
less,our analysis indicates that it would require a major new General
Funq commitment to expand the ADCR~ program statewide.

WHAT GIJIDELINESSHOULD GOVERN LEGISLATIVE DECISIONMAKING?

In developing a strategy for responding to the increasing demands for
services for the elderly, there is no "right" or "besf' approach. The
strategy selected by the Legislature will depend on its spen.ding priori­
ties, available state resources, and policy decisions about the types of
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programs and benefits to, provide for older people. Our review .of
programs for seniors, however" suggests that there are several guidelines
which deserve high priority in the, Legislature's planning process.

Give High Priority to Funding Services Targeted at Elderly Sub­
groups Most in Need of Government Services. Older people are mem­
bers of a variety of subgroups, each with different needs, rather than a
homogeneous population, all with the same needs. To a large extent, the
Legislature's priorities for serving these subgroups are reflected in the
way existing programs are set up. That is, most of the money the state
now spends 'on seniors goes to'serve the poorest and the most disabled. In
directing resources to programs for seniors, the Legislature may have to
further target limited state resources on the most needy subgroups. For
example, Om review of senior nutrition programs, shows that a higher
percent of home-delivered meals participants are in "greatest economic
need" (54 percent) than those served at a congregate nutrition site (47
percent). In addition, home delivered meal participants are homebound
by reason of illness or disability,or are otherwise isolated. Moreover, 64
percent of home-delivered meal recipients are in "greatest social need,"
compared to 27 percent in the congregate, program. Therefore, in
allocating resources for senior nutrition, ,the Legislature'may wish 'to give
priority to the home-delivered meals prograIll because it is targeted at
one of the neediest subgroups ofthe elderly population.

Give Priority to Funding Programs in Underserved ,Areas. .The
Legislature has established a number of programs for seniors. in recent
years, particularly in the area of long-term care, that are not available
stateWide. Given the limited' resources available' for increasing the
availability of these programs, we think the Legislature' should consider
expanding first into underserved areas that have demonstrated needs but
that currently have few programs or have not benefitted from the recent
expansion of long-term care programs.

One way that the Legislature could accomplish the goal of expanding
services to underserved areas would be to establish funding criteria for
programs thatare flexible enough to permit the selection of communities
with few eX!,'sting programs.'Cu,rrently, new applicants are often required

, .', • ii. '.

to show thatthey have previollsexperience in providing the service, or
that there are services available in their communities that will enhance
their ability torespond to client needs. While these requirements are
intended to ensure program quality, they also have the unintended effect
of limiting thealJilitypf providers in underserved areas, who are likely to
have limited program experience and few available community services
to submit successful.applications. .

Evalf!rate Program Goals. There are a variety of goals that. may be
appropriate for senior service~preventinginstitutional placement, pro-
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moting independence, assisting family caregivers, reducing poverty, or
preventing illness. The particular goal of a program can significantly
affect its costs and its ability to meet needs.

Under current law, for example, the IHSS program currently has a
stated goal of keeping individuals "safe" in their own homes. For this
reason, IHSS provides domestic and personal care services to recipients
who are not at risk of nursing facility placement. If, however, the IHSS
program's goal were to prevent or delay institutional placement, the
program would probably not serve most of these· clients·at all. Instead, it
would offer a relatively high level of services, potentially including hours
above the current maximum, to a reduced recipient population-those at
risk· of being placed in a nursing facility-to prevent their institutional­
ization. Alternatively, if the goal were to promote independence, it might
provide services such as walkers or wheelchair ramps that are currently
not available. We think it is frnportant for the Legislature to evaluate the
cost implications and client impacts of alternative goals for senior
programs.

Minimize Program Duplication and Encourage Local Cooperation.
Current programs within and across departments are unable to report an
unduplicated count of the clients they serve or to identify all the services
that individuals receive. This lack of program data makes it impossible to
determine the extent to which current programs duplicate and overlap
each other. Nevertheless, it is clear that a number of local agenci­
es-county welfare departments, AAAs, Medi-Cal field offices, long-term
care programs, and private agencies-provide services to the same
clients. Each program incurs costs to keep client records, report to state
departments, perform assessments of client needs, and monitor the
services provided. To minimize the potential for duplication and ineffi­
ciency that exists when so many agencies serve the same or similar
individuals, the Legislature could require local agencies to consolidate
administrative functions, or it could provide funding incentives to
encourage local agencies to work together or to consolidate.

In addition, in order to better identify overlap and duplication, the
Legislature could encourage the CDA to improve its data collection
systems. We discuss the department's data collection systems in more
detail in our Analysis of the 1989-90 Budget Bill (please see Item 4170).

CONCLUSION

For purposes of determining the demand for senior programs, the
elderly should be viewed as members of a variety of subgroups, some of
which may not require government assistance. Currently, the majority of
state spending for older people is on income support and health services
primarily for the elderly poor.
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Departments that currently serve the elderly cannot· provide an
unduplicated client count of their clientele· across programs, and there is
limited information about patterns of service utilization by this popula­
tion group. Using current program definitions, eligibility criteria, and
demographic data, itis possible to estimate the potential demand for
some programs that serve. the elderly. However, these estimates. do not
account for the individual choices and preferences that would ultimately
determine how clients would use the services. .

There are two sigJ;lificant problems that arise in assessing unmet p.~ed

for senior services for purposes of legislative decisionmaking. First,
"need" is a subjective term meaning different. things to different
policymakers. Second, existing data on program use islimited. Theref9re,
the Legislature may wish to allocate resources for senior programs using
priority guidelines, and to continually review existing programs. and
eligibility criteria to ensure that programs serve priority subgroups of the
elderly in the most cost-effective manner. .
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In'surance Reform

What '§!feCts Will Proposition 103 Have on Buyers and Sellers of
A.utomobile Insurance in California?

Summary

• Proposition 103, which the voters approved in November 1988,
provides for insurance premium rate rollbacks, the approval of
future rate increases, and measures intended to make California's
insuranCe industry more competitive. While the measure affects
auto, fire and liability insurance, this analysis focuses solely on auto
insurance because 'it is the largest segmentiaffected by the measure.

• The insurance industry's CUrrent problems are'traceable to a variety
, offactors. Consequently, there is no One simple solution to them.
• ' The effects ofProposition '103 on buyers and sellers of insurance are

difficult to predict, and will not' be known' until the measure
becomes fully implemented and operational.

• The most important determinants ofProposition 103's effects will be
how regulatory decisions are made, and whether the insurance
industry's premium rates have been due to excessively high profits or
simply the high costs of providing insurance coverage. If regulatory
decisions under Proposition 103 take proper consideration of eco,.
nomic' factors, and the rate review process itself is not overly
burdensome, the measure could help ensure that rates are consistent
with the underlying costs ofproviding insurance coverage.

• The insurance industry has certain competitive elements, such as
many firms and ease of entry into the business. However, little
relia-bledata exist as to' whether or not the insurance industry's
current prOfits are excessive. This is due both to data limitations and
disagreements about how to measure such profits.

• In order for the rate regulation process to workproperly and create
a minimum ofeconomic inefficiencies and distortions, it is impera­
tive that the immediate and longer-term regulatory decisions relat­
ing to ,premium "rate TQllbacks,andfuture premium increases be
based, on such factors;asactual costs and reasonable rates of return
on investment.

• Standards must immediately be. established both for measuring the
prOfitability of individual firyns,allocatingtheir costs to different
lines of insurance, and des,ignatingwhat level iJf prOfitability is
"acceptabl~~' for the purpose of approving premium increasere­
quests. The Legislature should closely monitor this process to ensure
that it is done properly.
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• Regardless of whether or not the industry's premium rates and
profits are excessive, much of its current problems appear related to
the rising underlying costs of providing insurance coverage. Propo­
sition 103 does not address this factor, and, to do so, other approaches
will be needed. There are a number of different options which· the
Legislature can consider for influencing costs.

INTRODUCTION

On November 8, 1988 California voters approvedProposition 1O~, one
of five different insurance reform measures that were on the statewide
ballot. Proposition 103 provides for signifiCant requctions in premium
rates for certain types of insurance (auto, fire and liability) and makes
variouschanges regarding how the insurance industryis tobe regulated
in California. The primary impetus behind passage of the measure
appears to have been the rapid rise in insurance premium l';ltes in recent
years, combined with uncertainty as to whether these premium increases
are fully justifiable 011 the basis of the actual costs of providing insurance
coverage.

The full implications of Proposition 103 for buyers and sellers of
insurance in California are not yet known, and will only become apparent
over time, after its provisions are fully implemented. Nevertheless, many
questions have already been raised regarding what the likely effects of
the measure will be. This analysis discusses the various possible outcomes
which might occur under Proposition 103 and the factors that will
influence exactly which ones ultimately prevail. The analysis focuses on
private automobile liability and property-damage insurance coverage,
because it is the largest segment affected by Proposition 103 and the
segment which has receivedthe most attention from boththeLegislature
and the public.

WHAT DOES PROPOSITION 103 DO?

Table 1 summarizes the provisions of Proposition 103. Four types of
provisions are especially significant.

Premium Rate Rollbacks. Proposition 103 requires that premium rates
for all policies written or renewed after November 8,1988 be reduced by
20 percent from the levels in effect as of November 8, 1987 (one year prior
to the election). Premium rates are then frozen until November 8, 1989,
at which time a further 20 percent rate reduction is required for "good
drivers." The measure allows individual insurance companies to file for a
full or partial exemption from the rate rollbacks if they are threatened by
"insolvency" (a term which the measure does not specifically define).



Category
Rate·changes:

Initial rollback

Additional changes

Rate regulation:
Filing and justification

Basis for 'rate

Factors for establishing rate
classes

Antitrust

Consumer Assistance

Other Features
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Table 1
Provisions of Proposition .103 8

Key Provisions

o 20% below rates in effect on November 8,1987 for all policies
written or renewed after November 8, 1988

o Rate freeze until November 8, 1989
o Additional 20% reduction in auto insurance rates for all "good

drivers" beginning November 8, 1989

o Effective November 8, 1989, prior review and approval ofall
rate changes

o Justification for all rate changes
o· Rates must reflect investment earnings
o No consideration given to "competitive conditions"

o Primary consideration given to driving record and miles driven
o Secondary consideration given to years of driving experience

and other factors as determined by commissioner

o Removes current exemption from antitrust and unfair business
practice laws

o Establishes a nonprofitcorporation to assist consumers and in-
tervene in rate proceedings .

o Requires Department of Insurance to provide comparative rate
information for, consumers upon request

o Permits sale of insurance by state-chartered banks
o Permits discounts and rebates by insurance agents
o Requires election of Insurance Commissioner
o Increases gross premiums tax and regulatory assessments to off­

set administrative costs and state revenue losses due to insur­
ance rate reductions

a These provisions generally apply to all lines of insurance covered by Proposition 103 (including auto,
fire andliability) .

Rate Regulation. Prior to Proposition 103, insurance companies were
not required to file rate changes with the Insurance Commissioner. The
Commissioner, however, had the authority to investigate rate changes
and require modifications in rates jf they were found· to be unjustified.
(This authority,however, was seldom exercised.) In contrast,PropQsition
103 establishes a prior approval process whereby any premium rate
change must be filed with thc:l Department of Insurance and cannot gQ
into effect until approved by the Commissioner. All proposed rate
changes that exceed 7 percent for personal lines and 15 percent. for
cQmmerciallines must be reviewed by the Commissioner. The Commis­
sioner can choose whether or not to review smaller rate changes. If the
Commissioner declines to undertake this review, these rate changes
automatically go into effect after 60 days.

Antitrust and Un/air Business Practices. Proposition 103 eliminates
exemption of the insurance industry to the state's antitrust and unfair
business practices (such as price discrimination) laws. Removing these
exemptions allows the Attorney General to pursue investigations and
bring civil or criminal prosecutions where violations of law are found.
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Other Measures to Enhance Competition. Proposition 103 removed
several provisions that may have .restricted competition between insur­
ance companies. These provisions include (1) restrictions on group
insurance, (2) prohibitions onagent commission rebates, and (3) restric­
tions on entry into the insunmce business by commercial banks.' Addi­
tionally, Proposition 103 requires the Department of Insurance. t() make
available to consumers premium rate comparisons. These provisions are
intended to improve the performance of the insurance industry by
enhancing competition.

Proposition 103 also provides for election of the California Insurance
Commissioner and establishment .of nonprofit consumer-intervenor
groups.

THE EFFECTS OF PROPOSITION l03-WHATARE THE KEY ISSUES?

Many different questions have been raised regarding the possible
effects that Proposition 103, once fully implemented, will have on the
buyers and sellers of insurance in California. The most frequently asked
questions are:

• What will happen to insurance premium rates?
• How will the measure affect the ability of Californians to. obtain

insurance coverage?
• What will the measure> do to the ability of insurance companies to

operate profitably in California (including the industry's competi­
tiveness, profitability, and, ultimately, its overall financial health)?

How the Regulatory Process Functions Will Be Critical. As noted
earlier, complete answers to these questions will only become apparent
once Proposition 103 has been fully implemented and its effects have had
time to surface. One thing, however, is clear-,..the final outcome will
depend, to a large degree, on how the regulatory process established by
Proposition l03functions, including the specific criteria that will be used
to make decisions regarding premium rates. That is, the effects of
Proposition 103 on California buyers and sellers of insurance will depend
on .how the' performance of the insurance industry under the rate
regulation authority of Proposition 103 differs from how the industry has
performed in the past. Proposition 103's effects also will depend on the
impacts of the measure's pro-competitive enforcement powers--antitrust
investigations and prosecutions wider the unfair business practice laws.

Given this, we next review what is known about. the insurance
industry's characteristics and past performance, followed by a discussion
of the different types of outcomes that coUld result under Proposition 103,
depending on exactly the how the regulatory process works.
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CHARACTERISTICS ·AND PAST PERFORMANCE
OF THE INSURANCE INDUSTRY

The key issues of interest here are-Why have insurance rates been
increasing so rapidly in· recent years, and why has it become hard to
obtain affordable insurance coverage in certain areas of the state? Two
main explanations have been suggested. The first is that the insurance
industry has simply been responding to such factors as increased numbers
of claims and higher settlement costs. The second is that the insurance
industry itself isuncompetitive, and has been charging higher rates in
order to earn excessive profits. In considering these theories, the basic
question to ask is: To what extent has California"S insurance industry
been performing in a competitive fashion in recent years?

Why Does the Degree of Competitiveness Matter?

It is important to ask whether the insurance industry is "competitive"
because price levels in competitive industries generally are not out of line
with·· costs, nor do firms earn excessive profits over the long term. In
contrast, "noncompetitive" industries often are able to earn excessive
profits and charge consumers higher prices than their costs alone can
justify.' Thus; for example, if the insuraJiceindustry has in the past been
competitive in its pricing and profitability, Proposition 103's rate roll­
backs would not be sustainable in the long run and could cause significant
disruptions in the short run,.including cutbacks in insurance availability.
If, on· the other hand,. the industry has not been performing competi­
tively, then these rollbacks could be absorbed from excess profits and
sustained in the long run. (Even in this event, however, there could be
near-term disruptions as firms adjust tothis new environment.)

Is the Insurance Industry Competitive?

Considerable disagreement exists regarding whether insurance premi­
ums and profits generally are greater than those which a competitive
environment would produce. Past studies examining this issue seem to
suggest that, at least on a broad industry:'wide basis, the profits earned on
private automobile' insurance lines of coverage have not been excessive
compared either· to other financial· or to manufacturing industries.
However, only a couple of these studies have focused specifically on the
profits of California auto insurance companies during the mid- to
late-1980s. Thus, at present, the evidence is not very conclusive as to
exactly how profitable insurance companies are, including whether their
profits· are "excessive" compared to· those which a competitive environ­
ment would produce.

Measuring Profitability Poses Problems. The main reason for this
disagreeme~t involves tile problem of measuring insurance company
profits, including obtaining the necyssary data and determining the
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precise methodology for calculating profits..The earnings· of. insurance
companies are the net result of two factors: (1) their net underwriting
profits or losses and (2) the investment income from the reserve balances
they maintain. Depending upon the accountillgassumptions used to treat
this investment income, a variety of different profitmeasures can be
computed, and no consensus appears to.exist regarding which measure is
correct as an indicator of overall competitiveness.

What Do Other Indicators of CompetitivenessShowr Given the
problems of relying on profit data to determine if the insurance industry
is performing competitively, an alternative approach is to ask whether
the general structure of the industry is suggestive of a competitive
environment. This involves looking at factors which economists have
found usually correlate with competitive markets, such as the number of
firms competing in an industry and the ability of new firms to successfully
enter the industry. Our analysis indicates that:

• Many Insurance Firms Compete With One Another. Currently,
there are about 300 firms that compete against one another in
California selling automobile insurance, 54 of which each have sales
exceeding $20 million. Table 2 lists the market share and total
premiums earned for the 30 largest companies selling private auto
insurance in California. While it is true that eight firms account for
nearly two-thirds of all insurance sales, other measures of market
share indicate. levels of market concentration lower than federal
antitrust authorities usually consider as being potentially anticom­
petitive.

• New Firms Constantly Enter the Market. Over the lO-year period
1977 through 1987, 106 companies entered the private passenger
automobile insurance market in California, wpereas 89 left the
market. Thus, the number of competing firms actually has increased
somewhat over time.

Conclusion-Competitive Elements Are Present. .The available data
suggest that certain competitive elements are at work in California's
insurance industry. Given this, it is not at all clear that California's high
insurance rates are due to an uncompetitive insurance industry that
charges too much and earns excessive profits.

What Other Factors Might Be Causing Insurance-Related Problems?

To the extent that uncompetitive performance is not the main cause
behind high and. rising insurance premiums and diffic:ulties in obtaining
insurance coverage in certain regions of the state, the main alternative
explanation for these problems is that they prim~rily reflect the increas­
ing costs of providing insurance coverage to consumers. If this is true,
insurance companies are simply "passing through" to consuiners the
increased· costs of providing insurance and are no different froin the
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1987
15.4%
9.6
9.3
9.2
8.3
4.8
3.5
2.6
2.5
1.7
1.3
1.1
1.1
1.0
0.9
0.9
0.8
0.8
0.7
0.7
0.7
0.7
0.6
0.6
0.6
0.6
0.5
0.5
0.5
0.5

1982
16.7%
11.5
8.8

10.3
11.8
2.4
2.8
1.1
2.4.
0.8
1.1
1.5
0.6
0.0
0.9
0.5
1.2
0.7
0.2
0.6
0.3
0.1
0.5
0.1
0.6
0.1
0.5
0.6
0.3
0.3

Market Share
1977
15.8%
9.9
7.8

10.2
11.5
1.2
3.6
2.0
2.1
1.1
1.2
1.6
0.1
0.0
1.0
0.5
1.1
0.7
0.1
1.5
0.2
0.0
0.6
0.3
0.6
0.0
0.2
0.7
0.4
0.0

Table 2
30 Largest Private

Automobile Insurers in California
Market Share in 1977. 1982 and 1987

Total Premiums
1987

(in millions)
$1,427.1

893.7
863.0
851.8
767.9
446.5
322.0
242.7
230.4
157.3
120.6
105.7
103.8
88.6
86.1
85.0
74.3
73.5
66.4
64.7
64.5
62.7
57.9
56.4 .
54.8
54.3
50.3
49.5
47.8
46.1

Company'
State Farm Mutual .
Farmers Insurance "Exchange : .
CSAA Inter-Exchange Bureau .
Allstate Insurance .
Auto Club of Southern California .
Twentieth Century Insurance .
Mid-Century Insurance .
Mercury Casualty , ..
USAA .
State Farm Fire & Casualty .
Government Employees Insurance .
Safeco Insurance of America, .
Progressive Casualty Insurance .
New York Underwriters .
California Casualty Indemnity Exchange .
Century-National .
West American Insurance ..
Liberty Mutual Fire .
Nationwide Mutual ; .
Aetna Casualty & Surety .....•...............
USAA Casualty Insurance ..
Mercury Insurance .
Calfarm Insurance ..
Allstate Indemnity .
California Casualty Insurance .
Progressive Specialty Insurance .
Dairyland Insurance .
Colonial Penn Insurance...•.................
Financial Indemnity , .
All West Insurance .

• Certain companies in the list have common ownership.
Source: Underwriter's Report, Annual Statistical Edition (1978,1983, and 1988).

sellers of. other goods who incorporate their costs into the prices they
charge their customers. This, in turn, would imply that the "solution" to
problems like high premium rates is not to regulate rates in hopes of
lowering them, but rather to try to reduce th(J underlying cost pre~S1Jres

that insurers face.

What Types o/Costs Do Insurers Face? Chart'l summarizes the major
cost components of providing automobil~ coverage. (These data repre­
sent average costs for the insurance market generally. Significant cost
differences for providing insurance to consumers exist between urban
and rural areas, within urban areas themselves and fromc<;>mpany to
company.) Chartl indicates that:
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Other Expenses

Claims-Related Expenses
Type Share
Collision and
comprehensive 20%

Property damage
liability 13

Wage loss and other
,--------1 economic damages 10

Medical costs 9
Plaintiff attorneys 8
Company attorneys 6
Pain and suffering 5
Other clalms-

handling expenses _6_
Total 770/0

Chart 1

Where The Insurance Dollar Goese

Type Share
F------j Commissions and

seiling expenses 13%
General'expenses and
surplus (or profits) 6

Taxes and license
fees 3

Dividends to policy
holders 1

Total 23%

a Source: Insurance Information Institute. These estimates Include both premiums and Investment earnings based on ..
1986 revenues and costs.

• About 77 percent of each dollar of premium and investment income
is either directly or indirectly associated with paying insurance
claims.

• Of the remaining 23 percent, 13 percent is for insurance commissions
and selling expenses, 6 percent is for general expenses and surplus
(surplus represents the funds available to the company to support
expansion), 3 percent is for tax~s and license fees, and 1 percent is for
dividends to policyholders.

Thus, most of the gross income earned by insurers goes for paymg
claims, marketing insurance products, and paying general business
expellses. It is only natural that premium rates will reflect increases in
these and other cost components. .

What Has Been Happening to Costs? The evidence indicates that
many of the' cost components of providing automobile insurance cover­
age have been experiencing significant increases in recent years. This
certainly comes as no surprise to anyone' who has recently visited an
automobile body shop to have collision damage repaired, or spent time in
a hospital to receive medical treatment for aCCident-related bodily
injuries. Charts 2 and 3 show the statewide trend of average loss
payments by major loss category paid by insurance companies from 1977
through 1987. The different loss measures shown all indicate that rates
have grown in excess of 10 percent annually over the last 10 years.



Chart 2

Bodily Injury and Property Damage
Average Cost per Claim for Cars in California
1977 through 1987&
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& Source: Fast Track Monhorlng System. National Association of Independent Insurers.

Chart 3

Comprehensive and Collision Damage
Average Cost per Claim for Cars in California
1977 through 1987&

& Source: Fast Track Monhorlng System, Nlltlonal Association of Independent Insurers.
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California Has Especially High Costs. Insurance industry data indio
cate that California has higher insurance premiums than all but li few
~tates. This appears to be the combined effect of a variety of factors,
including: (1) the relatively high percentage of the population that lives
in urban areas, (2) congested freeways in large urban areas, (3) relatively
more small cars (which can result in more severe injuries), (4) relatively
more sports and specialty cars (which have higher repair bills), (5)
higher litigation rates, and (6) relatively high and rising vehicle theft
rates.

California also exhibits significant differences in claims costs and
frequencies of claims for different parts of the state. For example,
average claim costs are 98 percent above the statewide average in Los
Angeles and 17 percent below the statewide average for Sacramento. In
addition, Chart 4 shows that accident victims with injuries are far more
likely to litigate claims in court in Los Angeles and Orange Counties than
inrural.areas such as Humboldt and Tulare Counties.

Chart 4

Automobile-Related Lawsuit Rates
Statewide and Selected Counties
1979-80 through1986-87 (lawsuits per 100,000 population)

525
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.'.'.'..,

Statewide

150 Humboldt
••••• ._.......... County

75 •••••••••••••••••••••••••••••••••••••••••••• Tulare County

79-80 8~181-82 82-83 83-84 84-85 85-86 86-87

What Has Been Happening to Premiums? Rising premiums have
accompanied the industry's costs of providing insurance coverage. This
can be seen by lookirig at premium data (available from an industry
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rating bureau) for several large California insurers over the period 1980
through 1988. Although these data have significant shortcomings, they
seem to suggest that premium rate increases during this period generally
were in line with claims cost increases. These data also show significant
differences in premium rates between rural and urban areas of the state
(for example, rates in central Los Angeles were about three times as high
as in Humboldt County in 1988).

Conclusion-Costs Area Key Factor. Given the significant rates of
increase in insurance cost components in recent years and the increased
propensity for claims to be filed, it is reasonable to conclude that high and
rising costs of providing insurance coverage are key contributors to the
problems of high premium rates and restricted availability of insurance in
certain geographic areas. This, in turn, suggests that addressing these
problems requires devising means of reducing these costs or at least
slowing their increase in the future. Given· that many different factors
affect the cost to insurers of providing automobile insurance coverage, a
variety of approaches will be needed.

Summary Regarding Industry Performance

The insurance industry has a relatively small number of firms account­
ing for a majority of sales and undoubtedly has certain other attributes
suggesting potential performance problems. However, it also appears to
have a market structure which is consistent with a reasonable degree of
competition. It also is the case that the costs of providing insurance
coverage seem to have increased significantly in recent years, due to
factors like rising automobile repair costs, medical expenses, and liability
claims and settlements. Thus, while competitive shortcomings may
explain part of California's current insurance-related problems, it seems
doubtful that these problems can be addressed without also dealing with
the fundamental underlying cost problem-namely, insurance coverage
is becoming increasingly expensive to provide.

THE IMPACTS OF PROPOSITION 103
ON It-ISURANCE BUYERS AND SELLERS

As noted earlier, the key questions regarding how Proposition 103 will
affect buyers and sellers of insurance relate to how its basic provisions will
affect insurance premium rates, availability of insurance coverage, and
the ability of insurers to operate profitably in the state. As discussed
below, these effects will depend primarily on three factors:

• The extent to which the industry has already been performing in a
reasonably competitive manner, minimizing costs and earning ade­
quate profits.

• The degree to which the underlying costs of providing insurance will
be reduced by the measure's provisions.
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• The exact manner in which regulatory decisions regarding preInium
rates and other factors are made once Proposition 103 is fully
operational.

What Will Be the Effects of the Premium Rate Rollbacks?

Several basic outcomes are possible regarding the rate rollbacks. For
example:

• One possibility is that the rollbacks will result in permanently
reduced premium rates with no adverse effects on consumers. This
would occur, however, only if insurers have consistently been
earning excessive profits that are not justified by their costs.

• Alternatively, if premium rates have generally reflected the in­
creased costs of providing insurance (as opposed to simply reflecting
industry attempts to earn excessively high profits), the rollbacks may
not result in permanently reduced premiums without some other
types of offsetting adjustments, such as stricter underwriting stan­
dards. Under this second scenario, insurerS initially might be able to
absorb at least some of these rollbacks by reducing their reserves;
however, this would only be a temporary solution, and probably
could not finance rollbacks of the 15 percent to 40 percent range that
might be required (the actual size of the rollback for any given
company depends on that company's specificpremium history since
November 8, 1987). Thus, sbme insurers might request full or partial
exemption from the rollbacks during the "rate freeze" period, while
others eventually would have to request permission to· raise their
rates back up into alignment with their costs. In either case, the
industry would experience near-term disruptions.

Which Outcome Will Prevail? Thelldual outcome probably will be
somewhere in between these two cases. Given .the data problems
involved, it is not possible to predict exactly what the final outcome will
be and how it might differ from company to company. It must be
remembered, however, that even· economically justifiable upward
premium-rate adjustments under the secbnd scena.rib will occur only if
the regulatory process permits them. Failure to do so would force the
industry. to compensate somehow for undercharging customers, such as
through tighter underwriting standards or the exclusion of certain types
of coverage altogether. In order to avoid such distortions, it will be
imperative that the immediate and longer-term regulatory decisions
relating to the premium rate rollbacks be based on such factors as actual
costs and reasonable rates of return on investment.

A typical example of where the regulatory process. regarding rate
rollbac~s may encounter a problem involves Proposition 103's provision
that insurers may seek relief from the rollbacks on the grounds. of being
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"substantially threatened withinsolvency." While the measqre does not
define this· term, i~ is commonly understood to imply severe financial
difficulty. Premium rates, however, should be set not at a level that
forestalls "insolvency," but rather one which allows insurers to both cover
their costs and earn an adequate profitmargin. over the long term. Thus,
although the rollbacks may not make a particular insurer immediately
vulnerable to "insolvency," they may preclude its .long-term economic
viability. The regulatory process will somehow have to deal with what
Proposition 103 literally pr()vides and what actually makes sense from an
economic. perspective.

What Will Be the EffeetsofOngoing Rat_Regulation?

.One can never say how regulation will work until it actually is tried.
However, the actual history of how rate regulation has worked in
different industries-especially industries that<exhibit some competitive
characteristics-':""is not very impressive. The reasons for this are varied. In
some cases, regulators have not correctly understood the basic economic
forces affecting an industry, and therefore have set rates that are either
too high (thereby causing excessive profits and harm to consumers) or
too low (thereby destroying the economic health of the industry). In
other cases, regulatory decisions h~lve shoWn. biases, .. either. in favor .. of
consumers or the industry being regulated. This has resulted in such
problems as reduced industry innovation and subsidies to certain cate­
gories of COnsumers at the· expense of others. This history does not imply
that rate regulation under Proposition 103 cannot be effective and
consistent with competitive performance. It does, however, emphasize
that if regulation .is to "work," it must be neither pro-industry nor
pro-consumer. It must proceed from neutral ground andfocus on the
underlying economic realities ofthe insurance industry.

Exactly How Will Rates Be Set? One issue that will have to be
confronted imniediatelyis the specific criteria which should be used for
approving and dis!lpproving premiunl rate increases. For example,
Proposition 103 states that, in reviewing rate requests, "no consideration
shall be given tothe degree of competition." Exactlyhow this provision
is interpreted and rate requests are evaluated in relation to it remains to
be· seen. If rates do nottake into account "competition," there could be
a potential conflict with the measure's antitrust provisions.

Steps>That Need to be Taken. Before ProPQsition 103'8 rate regulation
process can. b~gi1!'. we .believe that. several difficult tasks must be
u1]dertaken and completed. Specifically:

• Standard~JorMeasuring Profits. Accounting standards must be
developed for J;neasuring the profits of insllrers, since this should be
the single most important criterion·used. in approving rate requests.
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Standards are also needed for reporting costs, allocating operating
costs between lines of insurance, and allocating both assets in
reserves and general overhead among lines of insurance and be­
tween states.

• Determination ofAcceptable Profit Rates. Once profits are defined
and measured, an "acceptable" level of profits must be identified
which can serve as the standard for justifying the approval of rate
requests.

Developing these standards involves difficult and complex decisions.
However, the rate regulation process is unlikely to succeed without these
standards. There are several alternative approaches that. can be taken to
develop the required standards, such as (1) administrative proceedings at
the Department of Insurance or (2) enactment of legislation. Regardless
of the specific approach used, however, it is imperative that these
standards be correctly developed. Thus, the Legislature should closely
monitor implementation of the regulatory process to ensure that this
happens.

The EHeds of Other Provisions

The other, generally pro-competitive, features of Proposition 103
clearly olfer opportunities for improving the functioning of local
insurance· markets. For example:

• Making the industry subject to the same business practice statutes as
other businesses should provide both the public and the state
Attorney General with incentives to pursue allegations of anticom­
petitive behavior or unfair business practices (including discrimina­
tory underwriting practices).

• Removing other restraints on competition could have some positive
effects on industry performance. For example, those with group
coverage could be in a better position to bargain. with insurers, and
elltry by banks could stimulate additional competition within the
industry.

• Providing comparative.premium-rate data to consumers upon re­
quest should make comparison shopping less costly and place greater
pressure on insurers to reduce premium costs due to rate competi­
tion.

Summary Regarding Effeds of Proposition ··l03-0nly Time Will Ten

Given the above, it is impossible to predict exactly whatwill be thefull
range ofeffects ofProposition 103 on the buyers and sellers o/insurance
in California. This will be known only after the measure· is fully
implemented and operational. Certain· provisions in the measure that
tend to increase competition clearly will benefit consumers.;The effect of
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rate regulation on premium rates ~d insurance availability, however, is
much less certain and will depend in large part upon the way in which
regulatory decisions are made.

One thing, however, does seem clear-the insurance industry's current
problems are traceable notjust to one but to a variety ofdifferent factors.
Consequently, there is no one simple solution to them. If regulatory
decisions under Proposition 103 take proper consideration of economic
factors and the rate review process itself is not overly burdensome, the
measure. could help ensure that premium rates are consistent with the
underlying costs of providing insurance coverage. However, Proposition
103 does not directly address the industry's other difficulties, especially
the underlying problem of the rising costs of providing insurance
coverag~aproblem which seems to be at the center of the industry's
difficulties~ In order to deal with this very fundamental issue, other steps
and approaches are needed.

Given that many different factors affect the cost to insurers of
providing automobile insurance coverage, there are a variety of different
approaches that can be explored for influencing costs. Some of the
possible options include: (1) reviewing the underwriting practices of
insurers, (2) antitrust and unfair business practices enforcement actions,
(3) improved reporting of consumer complaints and complaint resolu­
tion, (4) no-fault insurance, and (5) modification of the collateral source
rule. The combined use of these and .other approaches offers the greatest
potential for influencing the costs of providing· automobile insurance
coverage.
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Local Mental Health Programs

What is the Status of the State's Local Mental Health Systems?
What Options Does the Legislature Have for Improving It?

Summary

.• Our. review of the state's local mental health system reveals .a
patchwork of services established overtime in response to perceived
needs for services and available funding sources.

• Total expenditures (all funds) for "Short-Doyle" mental health
services kept up with inflation and population growth between
1980-81 and 1986-87~the most recent year/or which expenditure
data are available. Our review indicates that these expenditures have
kept up with popula,tion growth and inflation primarily because
county and federal Medicaid funding have grown.

• General Fund appropriations for "Short-Doyle" services, however,
have not kept up with inflation andpopulation growth since 1980-81.
Specifically, if appropriations had been adjustedfor inflation and
population growthsince 1980-81, the appropriation in 1988-89 would
have been $630 million; or $132 million more.

• The amount of county funds (match·and· "overmatch") devoted to
mental healthservicesincreasedfrom $8;4 million in 1980-81 to $102
million in 1986-87. This growth is partially due to changeS in
matching requirements.

• There are no data available that allow the Legislature to review
whether counties use funding allocated to them in the most effective
and efficient manner.

• The Legislature has augmented local mental health services with
categorical funding and through pilot programs. We discuss three
other approaches to restructuring the local mental health system: (J)
open-ended entitlement, (2) case management entitlement, and (3)
funding increases based on inflation and population growth.

During the last few years, the Legislature has considered numerous
requests for additional funding for mental health services provided under
the Short-Doyle Act. For example, during legislative hearings on the
1988-89 budget, a coalition of various mental health advocacy groups
requested that the Legislature provide $229 million in additional funds
for Short-Doyle mental health services. In addition, over the past several
years, counties have reported severe program constraints because fund­
ing increases have not been sufficient to accommodate rising costs and
the growing numbers of persons in need of mental health services.
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In this analysis, we (1) provide background on the curr~ntShort-DQyle
mental health system, (2) review non-Short-Doyle mental health pro­
grams, (3) review expenditure and appropriation data Jor Short-Doyle
mental health services, (4) identify issues raised by these data, and (5)
provide options for system reform.

Background

Until 1957, California Goped with mentally disabled people by placing
them in one of 11 state hospitals for indeterminate periods oftime with
little orno treatment. This was similar to practices in other states.

Consistent with a national trend for deinStitutionalizing the mentally
disa.bled, in 1957 the Legislature significantly reformed the mental health
system by passing the Short-Doyle Act. The intent ofthe Short-Doyle Act
was to create a cost-effective alternative to state hospitalization by
encouraging counties, under state guidance, to initiate or expand com­
munity mental health services. The state provided funds to offset 50
percent of county costs. At that time, it was estimated that 17 percent of
the· state hospital population could be treated at the local level at a
savings to the state.

In 1968 the Legislature again enacted major legislation that (1)
established the civil commitmEmt process for patients (the Lanterman­
Petris-Short Act) and (2) revised the Short-Doyle Act. This legislation is
the basis for the current Short-Doyle system.

The Lanterman-Petris-Short (LPS) Act; The LPS Act provides the
legal basis for treating patients in the mental health system. It authorizes
commitment for the· evaluation and involuntary treatment of persons
with mental disorders who are dangerous to themselves or to others, or
who are gravely disabled..The act contains procedural safeguards to
.protect individuals from erroneous commitment. The act represents the
state's effort to strike an appropriate balance among treatment needs,
individuals' rights,. and· public safety.

Short-Doyle ActAmendments. In order to assist counties in providing
'services under the LPS Act, the Legislature also amended the Short­
Doyle Act. The·amendments required the counties to share responsibility
for delivering mental health serviCes and established new funding ratios
so that approximately 85 percent to 90 percent ofShort-Doyle mental
health costs would be funded by the state.

In addition to the Short-Doyle and LPS Acts, there have been other
significant events that have shaped the development of local mental
health programs:
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• 1955-60-Major advancements occurred in the development and use
of psychotropic medications to alleviate some of the symptoms of
mental illness, allowing more individuals to be treated in the
community.

• 1962-Amendments to the Social Security Act allowed mentally
disabled persons who had been previously employed to receive social
security payments. These payments made it possible for many
mentally disabled persons to live in community board and care
facilities.

• 1964-The federal Community Mental Health ·Centers Construction
Act stimulated. the construction of public and private mental health
treatment centers Jor the specific purpose of utilizing community
centers as an alternative to state hospitalization.

• 1965-The Medicare and Medicaid programs were established, mak­
ing federal· funding available to pay for mental health services for
persons meeting the eligibility· requirements.

• 1974-The Supplemental Security Income/State Supplementary Pro­
gram (SSI/SSP) allowed indigent mentally disabled persons to
receive grants. These amendments allowed additional mentally
disabled persons to live in community facilities.

How the Short-Doyle System Works Today

Under the Short-Doyle Act, counties are responsible for planning local
mental health programs and providing services, and the state Depart­
ment of Mental Health (DMH) is responsible for overseeing the system.
It requires state and county agencies to fulfill their respective responsi­
bilities in consultation with statutory advisory groups.

All persons in the state are eligible to receive Short-Doyle services.
Counties generally provide mental health services to individuals based on
the severity and acuity of the person's mental illness. For example, an
individual suffering from a severe depressive suicidal episode would take
precedence over an individual in need of counseling due to job stress;

State Responsibilities. The Short-Doyle Act requires the DMH to
provide leadership in administering, planning, developing, financing, and
overseeing local mental health services. The DMH also operates state
hospitals that care for the most severely disabled county clients. Specif­
ically, DMH responsibilities include:

• Providing treatment and care for mentally ill persons placed by
counties in the state hospitals under the LPS Act.

• Reviewing and approving county mental health service plans.
• Allocating state General Fund appropriations to counties according

to specified sharing ratios.
• Assuring that county programs meet specified standards.
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• Establishing, monitoring, and evaluating statewide research and
prevention programs.

County Responsibilities. Counties are responsible for establishing and
maintaining a community-based mental health system. Counties provide
services through programs they operate, programs operated by private
providers, and state-operated hospitals. The type and amount of services
provided to an individual depends on his or her level of mental disability.
Services include:

• 24-hour care in local facilities or state hospitals.
• Day treatment care-a range of services that assist individuals with

daily living and other skills that help them avoid inpatient care.
• Outpatient care-short- or long-term counseling for individuals who

are acutely and/or chronically mentally ill.
• Outreach-services designed to bring special population groups into

mental health treatment and to make human services agencies aware
of available mental health services.

• Continuing care for the chronically mentally ill. These services
include conservatorships and case management, which supplement
direct services.

In addition, counties are responsible for:

• Submitting a county Short-Doyle plan for DMH approval. The plan
identifies (1) the county's budget for mental health services. and
funding sources, (2) the types of mental health services to be offered,
(3) the estimated number of persons to be served, and (4) the
priority populations to be served. . .

• Operating a quality assurance. (QA) system that covers all county­
operated and contracted mental health facilities and programs. QA
systems are designed to promote and maintain·· efficient, effective,
and appropriate mental health services.

• Meeting specified program standards.

Funding Arrangements for Short-Doyle Services

Short-Doyle mental health services are funded primarily from state
furids (General Fund) and coimty matching funds. Inpatient hospital
services, including state hospital services, generally are funded 85 percent
state/15 percent county. Other services generally are funded 90 percent
state/IO percent county.

Counties are responsible for managing their programs to ensure that
expenditures of state·funds do not exceed the amount allocated to the
county by the. state. Counties do not control state funds appropriated for
their state hospital patients. Instead, counties are allocated a specific
number of state hospital bed-days for use by their coimty clients.



308

Short-Doyle mental health services are supportedfr<~m a variety of
other funding sources as well, including federal grants, county over­
match, fees collected from patients who are able to pay them, paYlllents
made on behalf of particular clients-for example, by Medicare, Medi­
Cal,. and insurance-and oth~r sources.

Table 1 provides an overview of spending for Short-Doyle programs in
1986-87,'· the most recent year for which actual expenditure data .care
available. The table shows that the General Fund accounts for 68 percent
of all funding for Short-Doyle mental health services, with counties
c()ntributing approximately 11 percent through the requIred match and
ally "overmatch." .

Table 1
Short·Doyle Mental Health Se,:"ices

Expenditures by Funding Source
'1986-87

(dollars in millions)
Local State Percent of

Programs Hospitals Total Total
General Fund... $472.1 $190.2 $662.3 67.9%
County match... 42.9 26.8 69.8 7.2
County ..overmatch"............. 32.3 32.3 3.3
Federal Medi-Cal. . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . 75.8 10.6 86.4 8.9
Medicare............... 21.9 3.7 25.6 2.6'
Other sources ...................................• . 79.2 19.3 98.5 10.1

Totals... $724.2 .$250.7 $974.9' 100.0%

Allocations to Counties. The level of state funding. allocated to
counties varies greatly. For example, in 1986-87,General Fuhdper-capita
allocations to counties ranged from $31 in San Francisco to $12 in Orange
County. The variation is due in large part to when the county chose to
begin participating iIi the Short~Doyle system. That is, counties that
opted into the program eadierhave more furiding per capita compared
tocoimties that started later.

In recent years, General Fund augmentations to county mental health
programs have been allocated to achieve a more equitable allocation of
resources among counties. To do this, the DMH has.chosen a model that
a~signs equal weight to (1) a county's total population and (2) the
numher of residents in the county receiving AFPC and SSI/SSP pay­
ments. Therefore, a county with 10 percent ()f the .state's populatio~ and
20 percent oOts "poverty" population would be entitled to 15 percent of
the funds. . . '.. '.'

As with allocations of Gener::li Fund monies, the allocations. of state
hospital bed-days are basedo~ historical utiljzation patterns.

Categorical Funding. During the. last few years, the Legislature has
appropriated funds to serve particular populations with special needs,
These "categorical"funds are allocated to counties in the same way as
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other funds; that is, counties must provide a 10 percent match. Specifi­
cally, these fundsare allocated to counties for:

• Homeless persons.
• Children receiving special education.
• Residential care rate supplements.
• Community residential treatment programs.
• Programs to divert meritally disabled persons from placement in jaiL
• Specified priority populations such as mentally ill requiring secure

facilities, juvenile sex offenders, the elderly ~nd veterans.

Non-Short-Doyle Mental Health Programs

Only a portion of the mental health services available in the state are
provided through the Short-Doyle system. In order toplace the Short­
Doyle system in context with· other services, we have identified other
mental health programs and funding sources below:

• The.DMH is responsible for providing treatment for individuals who
are committed by the judicial system. This care is provided in the
state hospitals and in community programs. In 1988-89, $141 million
was allocated from the General Fund to serve these individuals.

• Institutions for Mental Diseases (IMDs) are skilled nursing facilities
with special mental health treatment programs: IMDs are funded
through a combimition of General Fund, SSI/SSP reimbursements,
and third-party revenues. In 1988-89 there were 3,400 IMD beds
statewideat a total cost of$(i5 million ($55 million General Furid).
Before 1987-88, IMD services were funded by Medi-Cal.

• Board and care homes for the mentally ill are paid for primarily
through SSI/SSP funds.

• Private mental health treatment services are paid through Medi-Cal,
Medicare, and private insurance.

• The DMH contracts directly with providers for services in three
programs: (1) the Brain-Damaged Adult program ($5.3 million

.. General Fund in 1988-89), (2) AIDS-related services ($1.5 million
General Fund in 1988-89), and (3) primary prevention programs
($954,000 from the Primary Prevention Fund in 1988-89).

Even though these programs imd funding sources are not considered to
be part of the Short-Doyle system, county Short-Doyle programs may
depend on their availability. For example, counties frequently place
clients in IMDsand Medi-Cal-funded skilled nursing facilities.

Short-Doyle and. Oth.r Mental Health Programs-A Fragmented System

Our review of California's current l1rray of mental health programs
indicates that, since 1968, these programs have been pl1tched together in
response to perceived service needs and availability of funding. This has
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resulted ina fragmented system where it is not. clear which level of
government has overall responsibility. For example, although the Short­
Doyle Act placed primary responsibility with the counties to plan local
mental health priorities, categorical funding has been. added over time
for specific populations. These augmentations were made in response to
a perception that counties were not able to meet all the mental health
service needs of their communities. In another example, the availability
of federal funds for Medi-Cal services has resulted in the provision of a
large volume of services outside the purview of county Short-Doyle
systems.

Spending Trends-Short-Doyle Programs

We examined a number of different measures of the level of resources
devoted to Short-Doyle mental health services to determine whether
these resources have kept pace with population growth and inflation. In
this section, we discuss the following specific measures: expenditures
from all funds, General Fund expenditures, General Fund appropriations
for local programs, General Fund appropriations for state hospitals, and
state hospital bed-days, The most recent actual expenditure data is for
1986-87. The most recent actual appropriation data is for 1988-89.

We chose 1980-81 as the base year for comparison because it was the
first year after Proposition 13 in which programs were relatively stable.
However, there is no analytical way to determine what the most
appropriate base year would be. This is because our review indicates that
there has not been any particular year which could be used as a "model"
for the most appropriate level of expenditures.

Base Year Selection Affects Fiscal Analysis. In fact, conclusions
regarding whether resources have kept pace with inflation and popula­
tion growth vary significantly depending on the base year chosen. For
example, total General Fund expenditures for local programs and county
clients in state hospitals were $662 million in 1986-87. Expenditures would
have been $698 million if they had been based on 1980-81 expenditures
adjusted for inflation and population growth. Thus,spending in 1986-87
was $36 million· lower than adjusted 1980-81 spending. These results.vary
depending on the base year. Spending in 1986-87 was $26 million higher
than adjusted 1978-79 spending and $72 million higher than adjusted
1982-83 spending.

Expenditures From All Funds. Chart 1 shows that total expenditures
from all funds in 1985-86 and 1986-87-the most recent years for which
data are available-exceeded what these amounts would have been had
they been increased by inflation and population growth since 1980-81.
"All funds" include General Fund, all county funds (both match and
overmatch), federal Medicaid.and Medicare, and other sources, such .as
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patient insurance and fees. Total expenditures were $975 million in
1986-87. If expenditures had been adjusted for inflation and population
growth each year since 1980-81, the expenditures in 1986-87 would have
been $882 million, or $93 million less.

In contrast, Chart 2 shows that total General Fund expenditures
(combined local programs and state hospitals) were lower than adjusted
1980:81 expenditures in all of the fiscal years since 1980-81 for which data
are available. The discrepancy between actual 1986-87 expenditures and
adjll.sted ..1980-81 expenditures was $36 million, or approximately 5
percent of actual General Fund expenditures.

County and Medicaid Funds Maintain Programs. The difference
behveen expenditures from all funds and General Fund expenditures is
a result of counties increasing sources of funding other than the General
Fund in order to maintain Short-Doyle programs. The two largest
increases have been in county fonds andfederal Medicaid funds. County
funds (match and overmatch) devoted to mental. health services in­
creased from $8.4 million in 1980-81 to $102 million in 1986-87. One reason
for the growth of county funds devoted to .mental health services is
changes in match requirements. In 1980-81, counties were required to
provide a match for hospital services, while in 1986-87, counties were
required to provide a match for both local programs and hospital services.
Federal Medicaid funds have increased from $46 million to $86 million
over the same period.

General Fund Appropriations for Local Programs. Chart 3 shows
General Fund appropriations for local programs from 1980-81 through
1988-89, compared to 1980-81' appropriations adjusted'for inflation and
population growth.

The data indicate that General Fund appropriations have been consid­
erably below 1980-81 appropriations adjusted for inflation and population
growth. General Fund· appropriations for local programs totaled $498
million in 1988-89. Ifappropriations had been adjusted for inflation and
population growth since 1980-81, the appropriation in 1988-89 .. would
have been $630 million, or $132 million more. Actual 1988-89 appropria­
tions for local programs were 79 percent of adjusted 1980-81 appropria­
tions.

General Fund Appropriations for County Clients in State Hospitals.
Chart 4 shows General Fund appropriations for county clients in state
hospitals from 1980-81 through 1988-89, compared to 1980-81 appropria­
tions adjusted.for inflation and population growth.

Similar to General Fund appropriations for local programs, the data
indicate that General Fund appropriations for county clients in state
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Chart 1

Total Expenditures for Short~Doyle Mental HealthServlc::es
1980-81 through 1986-87 (dollars In millions)
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Chart 3

General Fund Appropriations for
County Mental Health Programs
1980,.81 through 1988-89 (dollarsI" millions)
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hospitals have been below 1980-81 appropriations adjusted for inflation
and population growth. General Fund appropriations for county clients
in state hospitals were $191 million in 1988-89. Ifappropriations had been
adjusted for inflation and population growth since 1980-81, the appro­
priation in 1988-89 would have been $225 million, or $34 million more.

The General Fund appropriation for county clients in state hospitals
has not lagged as far behind the adjusted 1980-81 appropriation as the
General Fund appropriation for local programs. In 1988-89 the appropri­
ation for county clients in state hospitals was 85 percent of the adjusted
1980-81 appropriation.

State Hospital Bed-Days. Chart 5 shows actual state hospital bed-days
allocated for county clients since 1980-81, and the number adjusted
annuaIly for growth in the state's population. These data indicate that the
number of state hospital bed-days for county clients declined sharply in
1981-82 and 1982-83, and have remained relatively constant since then.
The sharp decline was due to agreements in which some counties
reduced their use of state hospital bed-days in exchange for additional
local assistance funds. State hospital bed-days have remained relatively
constant since 1982-83 due to budgetary controls.. Specifically, the state,
through the Budget Act and administrative actions, has encouraged

Chart 5

State Hospital Bed-Days Allocated to County Clients
1980-81 through 1988-89 (bed-days In thousands)

91%

Actus/As
sPercent

ofAdjusted

• Actual allocation

1980-81 allocation
- adjusted for

population growth

Year
1980-81

1981-82

1982-83

1983-84

1984-85

1985-86

1986-87

1987-88

1988-89

86-87 88-8982-83 84-8580-81

1300

1250

1200

1150

1100

1050

'~ta-



315

counties not to use more than the number of state hospital days allocated
to them. Counties that exceed their allocations of state hospital days risk
having to· pay for the excess use themselves.

.. State hospital bed-days have remained constant during a period of
rapid cost increases (shown in Chart 4). The increased costs are due
primarily to adding treatment positions in the state hospitals in order to
achieve accreditation from the Joint Commission on the Accreditation of
Hospitals.

ConClusions. Our review of these data iridicates that:

• Total expenditUres in 1986-87 exceeded 1980-81 expenditures ad­
. justed for inflation and population ~rowth. Our review indicates that

these expenditures have kept up with population growth and
inflation primarily because county and federal Medicaid funding
have grown.

• General Fund expenditures have lagged behind adjusted expendi­
turessince 1980-81 in every year for which data are available.

• General Fund appropriations in 1988-89 for both county programs
and county clients .in state hospitals were lower than .1980-81
appropriations adjusted for inflation and population growth.

• Although appropriations for county clients in state hospitals have
gone up, the number of bed-days allocated to counties have declined.
The decrease in bed-days is due to state policies encouraging the use
of community programs instead of state hospitals. The appropriations
have increased due to enhancing the number of treatment positions
in order to meet accreditation standards.

Our conclusions regarding whether the Short-Doyle mental health
system is underfunded relative to previous years and the level of
underfunding is limited by the difficulty of determining an appropriate
base year. .

,There are no data available that allow the Legislature to review
whether counties use the funding allocated to them in the most efficient
and effective manner. Although the DMH collects data from counties on
the types of services provided, the number of persoIls served, and the
costs of specific services·provided, the data are not comparable.betWeen
counties and the information does not measure the effectiveness of
treatment provided to the mentally ill.

Access to Mental Health Services

In our examination of Short,;Doyle mental h~alth services, we at­
tempted to evaluate "access" to mental health services. By this, we
generally mean the.availability of services to meet needs. Based on our
visits to various counties over a period of several years, we conclude that
there are significant problems with access to mental health services in
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some areas; For example, we observed overcrowding in psychiatric
emergency room waiting areas resulting from a lack of available beds for
placement of patients. According to mental health providers, the lack of
beds has also resulted in releasing many patients without sufficient
treatment to prevent additional episodes.

The situation appears to be getting worse; in the current year; .due to
budget constraints, the counties of Monterey, EI Dorado, and San Diego
all implemented significant cutbacks in the amount of outpatient service
they would be able to provide. In addition, all counties that we visited
reported increased waiting times' for services. For example, waits of four
to six weeks for outpatient serviCes are· not uncommon.. These lengthy
waiting tinies call potentially discourage indiVIduals needing mental
health services from seeking services. They can also increase county costs.
This is because without services, some individuals' crises may be exacer­
bated to the point that they require more costly inpatient services.

How HClsthe Legislature Responded to Concerns About Local Mental
Health Services?

In the past, the Legislature has utilized two strategies for enhancing
Short-Doyle mental health services given the constraints of inadequate
data: establishing categorical programs arid pilot programs.

Categorical Programs. Categorical programs target services and fund­
ing to specific mentally ill populations, such as children.. The majority of
categorical programs.were developed and funded in 1985-86. ThEllargest
categorical program is a $2Q million program for treatment. and support
services for homeless mentally ill persons.

Categorical.programs are attractive because they target specific pop­
ulations with specific levels of funding. However, categorical programs
also have the effect of preempting county responsibility for identifying
treatment and funding priorities as required by the Short-Doyle Act. In
doing so, categorical program funding has contributed to the fragmented
nature of the mental health system. 1

Pilot ·Programs. Chapter 982, Statutes of 1988 (AB.3777, Wright),
established two four-year pilot .programs to .. test how communities can
Illoreeffectively and economically coordinate a comprehensive array of
services for the seriously mentallyill. The pilot programs are desi~ned to
provide more structure and accountability in the provision of mental
health treatment and support services.

As part of the pilot programs; the state and contractors are developing
methods for measuring client outcomes, services, and costs. Thedevel­
opment of these methods should assist the Legislature in answering some
of the unanswered questions about the adequacy of services provided to
individuals, and whether services can be targeted or managed more
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effectively. However, the lessons from the pilot programs maynotapply
to other communities if they' have a different mix of currently available
services. Moreover, it could take up to six years before definitive
conclusions may be reached'regarding the stateWide feasibility of expand­
ing the pilot. '

What Other Options Does the Legislature Have for Restructuring the
Short-Doyle System?

Categorical programs and pilot programs are two approaches the
Legislature has used in the past for improvingthe Short-Doyle mental
health system. The Legislature has a number of other options for
restructuring the system as well. These options include:

'.. Existing system '. with funding increases and, possibly~ improved
, county accountability. Under this approach, the current system

wouldrem::tin intact but counties would receive, consistent' funding
increases to account for population growth and iriflatioil. In conjunc­
tion with funding increases, the Legislature could also impose
standards and data collection requirements on county mental health
services in order to measure access to and costs of services. Also in
conjunction with funding increases, the Legislature could make the
system less fragmented by giving counties responsibility for all
services affecting county clients-including IMD services and ser­
vices that are currently mandated through categorical programs.
This approach is likely to be the least expensive of the three,
depending on the level of funding provided. It would not address
"unmet need" in the same way that an entitlement program would.

• A case management entitlement system, similar to the Department
of Developmental Services regional center system. Like the Medi­
Cal model, the state would issue regulations, establish a benefit
package, and provide funding based on caseload and cost increases.
This approach, however, would require that a case manager be
assigned to each individual entering the system to ensure that the
individual (1) has access to all treatment and services necessary and
(2) is utilizing the services according to a comprehensive treatment
and support services plan. Counties or regional entities and private
providers would supply case management, treatment, and services.
The costs of this system would depend on the package of services
offered and the number of eligible clients. This system is likely to be
very expensive. In addition, this approach would limit the Legisla­
ture's fiscal flexibility in the annual budget process.

• An open-ended entitlement system, similar to the Medi-Cal pro­
gram. The state would establish a specified set of benefits to all
persons meeting eligibility criteria, and fund the system based on
caseload and cost increases. Counties would determine eligibility and
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could provide services as well.. Depending on the eligibility criteria
and information system established, this system could potentially
address the problems of unmet need and accountability. We have no
basis for estimating the fiscal impact of providing services under this
option, as this would depend on the benefit package provid~d and
how many persons utilize the services. However, this option is also
likely to be very expensive because it allows service utilization with
little control once an individual is determined eligible for services. In
so doing, it also would limit the Legislature's fiscal flexibility.

In, our view, whatever approach the Legislature wishes to take, it must
first decide the following:

• What level of control should the state exert over· county mental
health programs and expenditures? For example, should the state
attempt to ensure statewidecon,sistency in access. to mental health
services?

• Who should bear the costs of providing mental health services?
• How much is the state willing to pay for mental health services?
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