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Issue Paper

Reforming California's
Mental Health System

EXECUTIVE SUMMARY

California's mental health system is a partnership involving shared responsibilities
between the state and counties. The system is governed by the Short-Doyle Act,
enacted in 1957. The act requires the Department of Mental Health to provide
leadership in administering, planning, financing, and overseeing mental health
services, including local programs. Mental health services are funded primarily
from state funds, with a required county match for certain services.

The 1991-92 Governor's Budget proposes to shiff responsibility for funding and
administration of local mental health programs to counties, and to increase the
vehicle license fee and the alcohol surtax to prOVide counties with additional
revenues that could be used to support these programs.

Our review indicates the administration's proposal fails to recognize the state's
interest in prOViding cost-effective mental health services in community-based
settings. We find that the proposal would continue or exacerbate problems that
have been identified in the current system, including (1) fragmented responsibility
forpatients, (2) counterproductive fiscal incentives, and (3) the lack ofa singlepoint
ofresponsibility andaccountability forcost-effective service delivery. The proposal
also wouldeffectivelypreemptreforms thathavebeen implementedon a pilotbasis
in California with impressive results. Accordingly, we recommend that the Legislature
reject the proposal.

We identify two options to the Governor's proposal that would allow the Legislature
to (1) realize roughly equivalent GeneralFund savings (about $400 million) through
a realignment ofmentalhealth programs and (2) implement a series ofreforms that
would lead to a more accountable and potentially more cost-effective service
delivery system.

However, we believe a preferable approach is maintenance ofstate funding for
mental health services and the enactment of variou$ reforms. This would allow
programmatic control and funding to be linked, thereby establishing a clearpoint
of accountability for delivering cost-effective services that is consistent with an
overriding state interest in the provision of mental health services.
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INTRODUCTION

The 1991-92 Governor's Budget proposes a sig
nificant change in the state's mental health
programs. Specifically, it proposes to (1) elimi
nate $432 million in General Fund local assis
tance for community-based treatment options,
(2) transfer responsibility for the funding and
operation of local mental health programs to
counties, and (3) provide counties with increased
revenues from the vehicle license fee and alco
hol surtax that could be used to support these
programs. The state would continue funding
and retain the administrative responSibility for
the state hospitals and institutions for mental
diseases (IMDs).

The administration's mental health proposal
is part of a broader "realignment" of program
responsibilities between the state and counties
that would, in a similar fashion, transfer fund
ing and administrative responsibility for AB 8
county health programs from the state to coun
ties. This proposal would reduce projected
1991-92 General Fund expenditures by an addi
tional $503 million.

These proposals are a major component of the
administration's overall strategy for addressing
the state's approximately $10 billion budget
funding gap and underlying structural budget

problem. They represent about one-sixth of the
net $5.4 billion in General Fund expenditure re
ductions that we estimate the Governor's Budget
proposes.

Of the roughly $942 million in new revenues
provided to counties under these proposals,
about $770 million would result from the pro
posed increase in vehicle license fees and roughly
$172 million would be from the proposed in
crease in the alcohol tax. The State Constitution
requires that vehicle license fee revenues be al
located to local governments. The proposed
revenues would be sufficient for counties to
fund county health services at the projected
budget-year level and mental health services at
the current-year level.

In this analysis, we review problems that have
been identified in the state's current system for
delivering mental health services to the seri
ously mentally ill, identify various options for
reform, and review the fiscal and programmatic
implications of the administration's proposal.
We then identify alternatives to the administra
tion's proposal that would allow the Legislature
to enact the significant reforms we believe are
critically needed in the state's mentalhealthcare
delivery system.

OVERVIEW OF CALIFORNIA'S MENTAL HEALTH SYSTEM

California's mental health system is governed
by the Short-Doyle Act, which was originally
enacted in 1957. Under the Short-Doyle Act, the
state and the counties have specific responsibili
ties.

State Responsibilities. The Short-Doyle Act
requires the Department of Mental Health (DMH)
to provide leadership in planning, administer-
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ing, financing, and overseeing mental health
services, including local programs. The DMH
also operates state hospitals and provides 100
percent of nonfederal funding for IMDs and
board-and-care homes. These programs en
compass the major long-term care options for
the most chronically disabled county clients.
The DMH also administers the Short-Doyle/



Medi-Cal Program, which the budget estimates
will provide $130 million in federal funds to
offset the cost of treating patients in community
settings.

County Responsibilities. Counties are re
sponsible for establishing and maintaining a
community-based mental health system. Ser
vices include 24-hour care in local facilities, day
treatment, short- or long-term counseling, out
reach, and case management.

In addition, counties are responsible for sub
mitting a county Short-Doyle plan for DMH ap
proval and operating a quality assurance system
that covers all county-operated and -contracted
mental health facilities and programs.

Funding Arrangements for Short-Doyle
Services

Short-Doyle mental health services are funded
primarily from state funds (General Fund and
Cigarette and Tobacco Products Surtax Fund)
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andcounty matching funds. Inpatient hospital
services, including state hospital services, gen
erally are funded 8S percent state/IS percent
county. Other services generally are funded 90
percent state/l0 percent county. Short-Doyle
mental health services are supported from a
variety of other funding sources as well, includ
ing federal grants, additional county funds above
the required matching funds (referred to as
",overmatch"), fees collected from patients who
are able to pay them, and payments made on
behalf of particular clients-for example, by
Medicare, Medi-Cal, and insurance.

Categorical Funding. In addition to broad
allocations of funds to counties, the Legislature
has appropriated funds to serve particular pop
ulations with special needs, such as homeless
persons and children receiving special educa
tion. These "categorical" funds are provided to
counties in the same way as other funds; that is,
counties must generally provide a 10 percent
match.

CONCERNS WITH THE CURRENT SYSTEM

.Figure 1 (next page) summarizes four major
concerns we have identified with the current
mental health system. These are discussed be
low.

legislative Mandate Overly Broad

Our review indicates that the Short-Doyle Act's
mandate is overly broad, given the limited state
resources that have historically been available
for local mental health services. The act directs
counties to servepersons with a very wide range
of illnesses, including those which are tempo
rary and those which are life-long in nature. For
example, counties could interpret the act as
requiring them to provide mental health ser
vices both to persons suffering from acute psy
choses involving hallucinations and to persons
suffering from job stress.

The effect of the overly broad mandate is that
the mental health delivery system lacks explicit
goals. This has two implications: (1) counties
lack clear expectations from the Legislature re
garding the groups of mentally ill persons who
should have priority in receiving services, and
(2) the department has no cleardirection regard
ing the focus of its oversight function in order to
assure that the Legislature's objectives in pro
viding mental health services are realized.

In addition, no data are available that allow
the Legislature to review whether state funding
is being used efficiently and effectively. Al
though the DMH collects data from counties on
the types of services provided, the number of
persons served, and the costs ofspecific services
provided, the data are not comparable between
counties and do not measure the effectiveness of
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long-term care options, with little
effective oversight by the state.

We identify two problems that
have resulted from this arrange
ment.

• There is little coordination between
the state and counties in providing
treatment to patients. Counties
appear to have little involvement
in programmatic decisions affect-
ing county clients in the state
hospitals, or clinical decisions
regarding their state hospital pa
tients' readiness for transfer to a
community setting. This may
partially explain whythe depart
ment reports that patient stays
are routinely extended for sub-
stantial lengths of time (some
times exceeding one year) while

awaiting a community placement, and coun
ties express frustration that their patients
are kept in state hospitals longer than their
patients' illnesses require.

• The state exercises little effective oversight re
garding the cost-effectiveness ofcounty programs.
The Short-Doyle Act requires the depart
ment to review the effectiveness of county
Short-Doyle plans, but provides little spe
cific authority to review program configura
tions. As a result, the review process is
essentially pro forma, with little attention
given to the cost-effectiveness of county
resource allocation plans.

Current Funding Arrangements Provide
Counterproductive Fiscal Incentives

The funding and resource allocation mecha
nisms established under the Short-Doyle Act
were intended to encourage the least restrictive
(that is, the least institutionalized) and least
costly treatment options for the mentally ill.
Our review indicates that, due to a variety of
factors, the present cost-sharing ratios and re
source allocation mechanisms restrict county

Overly broad legislative mandate inhibits accountability
for effectiveness in service delivery.

Fragmented system results in (1) poor coordination
between the state and counties in providing treatment to
patients and (2) little effective oversight by the state
regarding the cost-effectiveness of county programs.

State funding levels vary widely among counties,
raising concerns about equity in access to mental health
services.

Current funding arrangements provide
counterproductive fiscal incentives that (1) restrict
county flexibility and (2) result in treatment decisions that
conflict with the goals of the Short-Doyle Act.

Figure 1
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A Fragmented System

various treatment options provided to the
mentally ill.

Due to the overly broad mandate and the
serious data limitations, the current system does
not allow the Legislature to determine whether
the types of services counties are providing (1)
represent the most cost-effective approach to
delivering treatment services or (2) reflect its
priorities for serving mentally ill persons.

Our review of California's current array of
mental health programs indicates that, since
1968, programs have been patched together in
response to service needs and availability of
funding. This has resulted in a fragmented sys
tem where it is not clear which level of govern
ment has overall responsibility for the programs.

For example, the state is responsible for pro
viding services in the most expensive long-term
care options for chronically mentally illpatients
state hospitals and IMDs. However, the coun
ties are responsible for providing the types of
services that often can reduce the use of these
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flexibility with regard to treatment choices and
result in treatment decisions that conflict with
the goals of the Short-Doyle Act. Following are
some examples of how these incentives work.

State Hospital and IMD Beds: Use'em orLose
'em. State hospitalbeds are allocated to counties
as a resource for the most severely mentally ill
patients. The annual cost for one state hospital
bed for county patients is $96,000 (generally
funded 85 percent state, 15 percent county).
Counties' ability to trade a state hospital bed for
additional funds that could be used to expand
treatment options in the community has been
limited because (1) the DMH generally has been
unwilling to approve such trades and (2) such a
trade might be financially detrimental to the
county over the longer term because funding for
the state hospital system has been much more
stable in recent years than funding for local
programs. Accordingly, in any given year,
counties must use their state hospital beds or
lose the share of their resources the bed alloca
tion represents.

Similarly; IMD beds for county clients are
funded entirely through state and federal funds
atan annual costperbed ofroughly $21,000, and
counties cannot use state IMD funds for other
treatment options. Thus, counties have an in
centive to utilize IMD beds, whether or not
patients they place in that setting could be more
appropriately treated in a less restrictive and
less costly long-term care treatment alternative.

Incentives Encourage Counties to Place Chil
dren in AFDC-Foster Care (AFDC-FC) Group
Homes. Services for seriously emotionally dis
turbed children are often provided in one of two
ways. First, counties may place a child in an
AFDC-FC group home that provides intensive
psychiatric services. Placements in this setting
cost an average of$34,000 annually. The system
is funded as an entitlement; that is, the state and
federal governments reimburse counties for 95
percent of the costs for all children who meet
statutory eligibility requirements.
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In many cases, the more appropriate treat
ment approach for these children is a package of
mental health treatment services that support
them in their home environment, including
counseling in school-based settings, family
counseling, and other family services. Under
the Short-Doyle Act, counties must pay a 10
percent match to provide mental health services,
and the amount of funding available to each
county is capped.

The effect of these program arrangements is
that counties wishing to provide services to as
many children as possible effectively pay a fi
nancial penalty for utilizing less restrictive and
less costly preventive treatment options such as
school-based and family services. To the extent
that counties choose the more costly and restric
tive setting-fostercarehomes~theyare able to
obtain essentially unlimited state funds for only
a 5 percent share of the total cost. This compares
to the 10 percent share and limited funding
associated with the less costly, less restrictive
options.

This may be one ofa variety of factors that has
contributed to the dramatic growth in expendi
tures for fostercaregroup homes inrecent years.
Between 1983-84 and 1990-91, foster care group
home expenditures, including those for seri
ously emotionally disturbed children, have in
creased from $139 million to $546 million, an
increase of 293 percent. In contrast, state fund
ing for all county mental health programs dur
ing the same time period has increased from
$317 million to $516 million, for an increase of

. $199 million, or 63 percent.

Access to Mental Health Services Varies
Widely Among Counties

The amount of state funds allocated for local
mental health programs varies widely across
counties. The variation isdue in large part to the
level ofcounty expendituresat the time counties
chose to enter the Short-Doyle system. That is,
counties that opted into the program earlier
generally were spending more per person
compared to counties that started later.
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Although the Legislature has required that
changes in state funding levels be allocated to
counties in order to mitigate these varying serv
ice levels, progress toward "equity" in funding
has been limited. ("Equity" is defined as elimi
nating variation in resources across counties,
given a county's population and its share of the

Figure 2

state's poverty population.) Per capita county
allocations in the current year, weighted by the
poverty level, range from approximately $17
per person (Fresno and Tulare County) to $56
per person (Mono County). Figure 2shows this
variation in funding for the 25 largest counties.
The result of the variation in county resources is

thataccess to mental
health services var
ies widely from one
county to the next.

San Francisco :tiiiiiiiiiiHt~tiiii~jj~j~*~jjjMil!~jjj@~iitj~i~ttitii@liiiiiiitt~~jj~ttltijjtjjjjj~~ijijjjjj@*jjjjjt*iil

Marin ttjiiiijrj~ii@i~ijjjj~ijijjjj~ijjjjriljjjj@~li~j~jjjjjiiiiiiiijjjtiijjjm@jiimj~jjiiiiiiiiiiiiiiii~iijjj~jjjjijjjijijjjjjjrjjjjjl

San Mateo ~Ull~IU1;jUi~Ii~~i@~j~j~i~j~i~@~11tii~~j~j~j~@~j~j~i~i~i~ii.~jl~i~j~j~j~j~jiji.~j~j~j~i~i~@~iij~i~il

Ventura ~j~i~j~j~jjj~j~j~j~jmji.lm~Ui~i~i~i~mi~i~i~jm~m~j~jMj~j~i~j~jlmj~Ui~1

Solano ~~im~j~i~@~~i~jij~il~itirm~i~i~iMi~j~j~i~j~ii.~Ui~i~j~i~i~~~i~i~j~i~il

Contra Costa iiijimii~r:t::::i:i:::::jjit::jt:tM#H:tri::j:lt:i::~l

Santa Cruz :r?l:tm@@@~:jj~fW@::j::iiiij:::iiijjjiijiji:j:jt:j

Alameda ::::*j:jii:::j:::jMi~MMMt@H::tit::j:jrijjjj:j:jtil

Santa Barbara ij:::j:Mltt;W@tH:::jj:jijijjj:::jijiiirjt:::~::j::lm

Los Angeles ij~j~:~::j~:::~@:~:~:~:~:~:tilfjim~:Mn~Mlmm::~:~1

Santa Clara lmi.jUji.~:~:~:jj~:~U:~j~:~j~:~:mmi.mm~:m~:~:~:~:~:~1

Monterey ?j@:~:~i~:~~:~j~:m~:~::j:j~j~:~:::~::IjHMm~@:~@~i::::::~il

Sonoma ~i~iii:i:i:iiiMmfjjjj:j~jjj~jj~~jfbJM~:j:mli~~j~1

$20 40 60

a Data are for the 25 largest counties in terms of population, and are adjusted for county poverty levels.
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WHAT WORKS: PILOT PROGRAMS IN
CALIFORNIA AND REFORMS IN COLORADO

In recent years, the Legislature has utilized
two strategies for enhancing Short-Doyle men
tal health services: categorical programs and
pilot programs. In addition, the Legislature has
(1) establisheda taskforce with a broad mandate
to identify options by October 1991 for reform
ing the mental health system, and (2) directed
the Departments of Health Services and Mental
Health to develop options for revisingMedi-Cal
services.

In the section that follows, we discuss some
alternative structures for deliveringmental health
services that have been implemented (1) through
legislation establishing pilot programs within
California and (2) more broadly in Colorado,
which is generally considered a leader in the
mental health field.

Pilof Programs in California

The Legislature has enacted three major pilot
programs to improve the effectiveness of local
mental health programs.

Chapter 1207, Statutes of 1983 (SB 900, Maddy),
allows the state and counties to negotiate a fixed
funding amount for the provision of specified
treatment services. Under the "SB 900 process,"
to the extent counties are able to provide serv
ices more cheaply than the negotiated amount,
the funds canbe "rolled over" into thenext fiscal
year for mental health-related activities. The
Legislature made the SB 900 program perma
nent in 1990.

Chapter 1361, Statutes of 1987 (AB 377, Wright),
and Ch 982/88 (AB 3777, Wright) established
pilot programs to test, for children and adults
respectively, how communities can more effec
tively and economically coordinate a compre
hensive array of services for seriously mentally
ill children and adults. These two pilot pro-

grams are designed to provide more structure
and accountability in the provision of mental
health treatment and support services.

As part of these pilot programs, the state and
contractors have developed methods for meas
uring client outcomes, services, and costs. The
results obtained from the projects to date sug
gest that the framework established for the pi
lots can dramatically improve the cost-effective
ness of the present system.

For example, the children's pilot program in
Ventura County has reported successes on all of
the outcome measures incorporated in the pro
gram's performancecontract with the state. The
two most significant outcomes are as follows:
(1) the number of arrests after treatment of
juvenile offenders has been reduced by roughly
half, and (2) Ventura's growth rate for group
home placements has been substantially lower
than that for the state as a whole. Figure 3 (next
page) shows that Ventura County's experience
with group home placements has been better
than the state's overall experience.

It is unclear which of the specific program
ming approaches implemented in Ventura and
at other pilot program sites are the most effec
tive. However, our review indicates that the
broad framework established for the pilot pro
grams points to specific reforms that would
improve the delivery of mental health services
in California. Specifically, the legislation imple
menting the pilots ensured that all of the pilot
sites would share the following characteristics:

• A single point of responsibility and accounta
bility.

• Clearly defined target populations.

• Specific data collection requirements.
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a Data show percent change for each half-year period relatiVe to the first half of 1983. Data
for 1986 through 1990 are six-month averages; data for 1983 through 1985 are averages of
two months from each period (February and May, September and October).

Percent change from 1983 level

For example, local service
providers are allocated a spe
cific number of state hospital
beds. If the provider uses an
amount above its allocation, it
must pay the full cost of the
placement. If the provider uses
less than its allocation, a portion
of the state's avoided costs are
treated as a credit due to the
provider in future years if the
Legislature appropriates addi
tional funds for mental health
services.

It is important to note that Colorado's per
capita expenditures from all sources for public
mental health services are slightly less than per
capita expenditures for such services in Califor
nia, which suggests that the Legislature can ini
tiate improvements in the quality of services
apart from increasing funding levels. In addi-

As a comparison to Califor
nia's approach to providing state
hospital services, we reviewed
state hospital utilization in Colo
rado. Colorado has established
a system for close coordination
between local program admin
istrators and the state hospitals.
For example, local mental health

program administrators in Colorado are involved
in all decisions regarding patient stays and dis
charges.

This state-local coordination may be one of
many potential factors that account for the much
lower average length of stay for state hospital
patients in Colorado than in California. At the
time of our analysis, Colorado reported that
roughly 30 of600 patients, or5 percent, hadbeen
residing in its hospitals for more than six months.
In contrast, the DMH reports that of2,478 county
patients in the state hospitals during November
1990, 1,858 patients, or three-quarters of the total,
had been residing in the hospital for at least six
months.

California

Ventura County

Implementation of
pilot program

I II I II I II I II I II I II I " I
1983 1984 1985 1986 1987 1988 1989 1990

o

60

90

30

-30

120%-.------------------,

• Concrete outcome measures.

• Performance-based contracts with the state.

• Financial incentives to prevent costly and
restrictive institutional forms of treatment.

Figure 3

Colorado's Experience

Colorado has implemented on a statewide
basis an approach for delivering mental health
services that incorporates components of (1) the
SB 900 process and (2) performance-based con
tracts with nonprofit organizations (as is the
case with some of California's pilot sites for
seriously mentally ill adults). In Colorado, the
state is responsible for identifying target popu
lations and funding services. Local mental health
services are delivered under performance con
tracts with 19 nonprofit organizations and one
county government. Colorado defines explicit
performance objectives for service delivery, and
has established financial incentives for local
mental health service providers to deliver cost
effective services.
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tion, we note that Colorado's approach is a
variation on similar frameworks implemented
on a statewide basis in Ohio, Rhode Island,

Vermont, and Wisconsin. Accordingly, the
Legislature has evidence that these approaches
are workable. .

COMMENTS AND RECOMMENDATIONS
ON THE ADMINISTRATION'S PROPOSAL

80-81 82-83 84-85 86-87 88-8990-91

1980-81 through 1990-91 (in millions)a

County Programs

Total

State Hospitals

Institutions for
Mental Diseases

Administrationb

the expected growth rate will not be sufficient to
maintain current service levels in future years.
Accordingly, the proposal is not likely to guar
antee current levels of mental health services
over the longer term.

Increase in County Flexibility Unclear. The
administration's proposal may result in increased
county flexibility, depending on the require- .
ments that are established in the legislation that
will be necessary to allocate the vehicle license
fee and alcohol tax funds to counties.

On one extreme, the legislation could allow
counties to use the revenues for any county

........... ------------
. - _ - _.. _. _.: ;.:-"' ~::::::::::-:-::

200

400

100

500

300

$ 600.------------------,

a Appropriations adjusted for inflation and population growth since 1980-81.

b Includes Conditional Release Program.

Although the administration's proposal would
represent a significant step in addressing the
state's structural budget problem and may offer
benefits from increased county flexibility, our
review indicates that the mental health portion
of the proposal, as it is presently formulated, has
significant negative aspects. Accordingly, we
recommend that it be rejected.

We .discuss below (1) our findings on the
proposal, (2) the principles we believe the Leg
islature should follow to implement compre
hensive reform of the state's mental health sys
tem, and (3) alternatives to the proposal that
follow those principles and
allow for a transfer of funding
responsibility to local govern-
ments. Figure 4

Comments on the Proposal

Fiscal Benefits for Counties
Uncertain. The Governor's
proposal offers a fiscal benefit
to counties in that it would
provide them with a relatively
stable funding source. As Fig
ure 4 indicates, state funding
for county mental health pro
grams has varied considerably
from year to year over the last
10 years. In contrast, the total
vehicle license fee and alcohol
tax revenues included in the
administration's realignment
proposal are not likely to fluctu
ate significantly from year to
year. However, we estimate that

Legislative Analyst's Office



Page 10

programs. In this case, counties would experi
ence major gains in flexibility. However, we
note that if the counties wish to continue to
receive approximately $130 million in federal
Medi-Cal funds, it is unlikely that counties will
experience significantly greater flexibility in
operatingtheirmental health programs than the
Short-Doyle Act already allows. This is because
provisions in federal law require "statewideness"
(that is, services must be consistently available
throughout the state), quality assurance pro
grams, and various additional standards to be
maintained for programs where costs are being
offset with federal funds.

Alternatively, the legislation could eliminate
categorical program requirements. Our review
indicates that the benefit from increased flexibil
ity that would result in this case is somewhat
limited. The majority of courities have funding
needs that exceed the amount they are required
to spend for services to specific populations. For
example, most urban counties report funding
needs for services to the homeless mentally ill
that exceed the categorical level they are allo
cated for such services. In addition, the propor
tion ofcountyallocations earmarked for specific
purposes is fairly small. In the current year,
categorical programs only represent roughly 10
percent of total state funding for county mental
health programs.

Proposal Would Not Protect State's Interest
in Ensuring Effective Mental Health Programs.
Our review indicates that the state has an inter
est in ensuringeffective mental health programs
for two reasons.

First, to the extent that service levels vary
widely from one local jurisdiction to another,
there are significant concerns regarding (1) equity
in access to a minimum level of service for
citizens, regardless of where they happen to
live, and (2) the possibility that local govern
ments offering enhanced services will be bur
dened by "migration" from jurisdictions offer
ing more limited services. Concerns regarding
migration are especiallysignificant in the caseof
mentalhealthservices becauseofthegeographi-
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cally mobile nature of the seriously mentally ill
population.

At the time of this analysis, it was unclearhow
orwhether the administration's proposalwould
seek to ensure minimum service levels across
counties.

Second, very seriously mentally ill persons
who do not receive treatment can become dan
gerous to themselves and to others, due to the
nature of severe mental illnesses. Mental health
and law enforcement professionals have long
contended that severely and chronically men
tally ill persons who do not receive effective
treatment in hospital and community-based
settings frequently become incarcerated in jails
and prisons. This hypothesis has not been
proven. Several studies, however, have pre
sented data that appear to offer strong support
for it. For example, studies attempting to quan
tify the incidence ofserious mental illness among
jail and prison inmates have consistently found
prevalence rates that exceed the rate that would
be expected in the general population for those
illnesses.

The administration's proposal, in our view, is
not consistent with a view that the state holds an
overriding interest in ensuring effective mental
health programs because responsibility would
be transferred to counties. Specifically, enact
ment of the administration's proposal would:

• Be inconsistent with the Legislature's recent
efforts at implementing system reforms that
may lead to better care for patients in a more
cost-effective manner.

• Make permanent, for all intents and pur
poses, the existing system's lack of a single
point of responsibility and accountability
for effective delivery of mental health serv
ices.

• Preclude statewide replication of the frame
work that has produced impressive results
in California's pilot programs and in other
states such as Colorado.



Fragmented Responsibility for Patients Would
Continue. The administration's proposal would
also continue the fragmented responsibility for
patients that characterizes the current system.
Under the proposal, the state would continue to
have responsibility for two of the three long
term care options, while the counties would
assume complete responsibility for serving
patients in the community. The administra
tion's proposal does not address how it would
resolve the problems we identified earlier in this
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the most expensive and institutionalized forms
of treatment would continue to be 15 percent of
total costs for state hospitals and zero for treat
ment provided in IMDs. (In addition, place.;.
ments in AFDC-FC group homes for children
would continue to be availableas an entitlement
with a 5 percent county match.) At the same
time, county costs for community-based servic
es, which are less restrictive, generally more
cost-effective, and used to prevent the need for
institutionalized placements in the first place,

The administration's proposal, in
our view, is not consistent with a

view that the state holds an
overriding interest in ensuring

effective mental health programs.
It would also make permanent,
for all intents and purposes, the
existing system's lack of a single

point of responsibility and
accountability.

analysis that result from program fragmenta
tion. These include (1) poor coordination be
tween the state and counties in providing treat
ment to patients and (2) little effective oversight
regarding the cost-effectiveness of county pro
grams.

/

Proposal Establishes Counterproductive Fis-
cal Incentives. The administration's proposal
would exacerbate the existing counterproduc
tive fiscal incentives we discussed earlier in this
analysis. Under the proposal, county costs for

could only be provided at 100 percent county
expense.

Consequently, rather than encouraging alterna
tives to costlyand restrictive institutionalized place
ments in state hospitals, IMDs, andfoster caregroup
homes, the budget proposal's financial incentives
would encourage such placements. Over time,
then, the administration's proposal would likely
result in increased public costs for providing
mental health services and additional General
Fund pressures at the state level to expand state
hospitals, IMDs, and AFDC-FC group homes.
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Uncertainties. Several aspects of the admini
stration's proposal were not clear at the time of
this analysis. For example, it is unclear (1)
whether the administration proposes a mecha
nism to ensure minimum service levels across
counties, (2) how the proposal would provide
for movement towards equity in funding levels
across counties as vehicle license fee revenues

increase over time, and (3) how the state will
continue to receive $130 million in federal Medi
Cal funds for community-based treatment.

Irrespective of how these issues are addressed,
we find that on balance, the proposal would
result in serious fiscal and programmatic prob
lems.

Rather than encouraging
alternatives to costly and

restrictive institutionalized
placements, the budget

proposal's financial incentives
would encourage such

placements.

PRINCIPLES AND RECOMMENDATIONS TO GUIDE REFORM

Given a state interest in ensuring effective
mentalhealth services,and based on thepreced
ing discussions of (1) problems with the current
mental health delivery system and the admini
stration's proposal and (2) the strengths of Cali
fornia's pilot programs and programs in other
states, we believe the following principles would
assist the Legislature in implementing needed
reforms:

• Make it Clear. Establishing clear system
goals and specific target populations en
sures that (1) all levels of government know
what is expected ofthem and (2) the Legisla
ture's priorities for delivering mental health
services are implemented consistently across
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the state. California's pilots require that first
priority for community-basedmental health
services be given to seriously mentally ill
persons (1) who are at greatest personal risk,
(2) who are a public responsibility, and (3)
for whom alternative treatment options would
be the most costly.

• Put Someone in Charge. Mental health de
livery systems that place final authority for
programmatic direction at a single level of
government have demonstrated success in
achieving results. Webelieveprogrammatic
control and funding should be linked. Our
review indicates this is a crucial step in order
for the Legislature to ensure accountability.



• Allow Flexz"bility-Expect Results. Many
successful programs allow those responsible
for deliveringservicesat the local levelsome
flexibility indeterminingwhat specific treat
ment options they wish to implement.
However, local program administrators
remain responsible for demonstrating clear
standards for service delivery and for achiev
ing results. This approach allows the Legis
lature to balance the value it has placed on
local innovation with the need to ensure that
state funds are used effectively.

• Make Better Services Cheaper to Provide.
Through incentives for avoiding acute hos
pitalization and amendments in their state
Medicaid plans, several states have devel
oped fiscal incentives that are in line with
sound programmatic approaches. Appro
priate fiscal incentives allow the Legislature
to rely on the cost of services to help it
achieve programmatic results.

• Expect People to Work Together. Children
and adults with serious mental illnesses
generally have other health and social serv
ice needs. They enter the public social wel
fare system through schools; county wel
fare, health, and mentalhealth departments;
and the courts. A successful system needs to
require formal interagency collaboration to
combine resources and to ensure that men
tally ill persons meeting target population
definitions receive mental health services.

• Establish Regional Agencies When Appro
priate. An efficient system must allow for
regional service delivery to maximize econo
mies of scale. Colorado has 20 regional
"catchment areas," of which only one is a
single county. We believe this is especially
important in California, given that county
populations range from 1,200 in Alpine to
8 million in Los Angeles.

• Get Results. California's pilots and other
states have established concrete outcome
measures that are closely linked to their
target populations. For example, for the
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children's pilot program, the target popula
tion includes those seriously emotionally
disturbed children who are at risk of (1)
being separated from their families, (2) drop
ping out of school, or (3) going to jail. Ac
cordingly, the outcome measures used to
evaluate the pilot's success include whether
the pilot has significantly reduced (1) out-of
home placements, (2) school drop-out rates,
and (3) jail "recidivism." In addition, the
pilot sites are required to collect data that
link service costs and outcomes in order to
track the cost-effectiveness of treatment strate
gies. A results-oriented system not only
benefits clients but establishes a mechanism

. for achieving accountability and cost-effec
tiveness.

Reforms Should Be Implemented Now

Whether or not the Legislature includes men
tal health programs in a. state-county realign
ment, we recommend that the Legislature enact
legislation to implement comprehensive reform
of the current mental health delivery system.
Specifically, based on the principles we have
identified above, we recommend that the program
matic framework established under the pilot pro
grams be enacted on a statewide basis.

Given the state's interest in ensuring effective
mental health services, such legislation should
identify the DMH as having final responsibility
for ensuring effective mental health services in
the state. To accomplish this, we recommend
that the legislation specify (1) clear target popu
lations, (2) detailed data collection requirements,
and (3) concrete outcome measures. The legisla
tion should also require case management serv
ices for mentally ill persons fitting the target
population definition. This will ensure a single
point of responsibility for coordinating services
at the local level for everypatient. These recom
mendations are consistent with the findings of
the pilot projects, the experience of other states,
and our observations in site visits to various
counties.
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In addition, we recommend that the legisla
tion modify and expand the SB 900 contract
framework, which provides fiscal incentives to
provide appropriate services in the least expen
sive manner possible. We recommend that the
reform legislation modify the SB 900 framework
to require performance-based contracts with all
counties in the state, based on specific target
populations and outcome measures contained
in the legislation.

Legislation with these components would (1)
give clear legislative direction regarding priori-

ties for mental health service delivery, (2) allow
theLegislature to hold theDMHaccountablefor
effective mental health services throughout the
state, (3) ensure a clear point of responsibility at
the county level for integrated service delivery
to each patient, and (4) give counties a financial
incentive to provide cost-effectiveservices. This
approach also would maintain the Legislature's
ability to move toward equity among counties
over time, and make further reforms based on
data showing which program configurations
produce desired results.

REALIGNMENT ALTERNATIVES

If, in light of the state's structural budget
problem, the Legislature chooses to include
mental health programs in a state-county rea
lignment to achieve General Fund savings of
roughly the amount proposed by the admin
istration, we have identified two options that the
Legislature may wish to consider in lieu of the
administration's proposal. These options would
allow the Legislature to avoid most of the seri
ous programmatic and fiscal problems we have
identified above. Both options would involve:

• Increasing county costs for mental health
programs..

• Offsetting such costs with the revenues that
are incorporated in the administration's
proposal.

• Maintaining a significant level of state fund
ing for community-based programs in order
to implement the broader system reforms
we have recommended.

We discuss these options below.

Transfer Funding for 24-Hour Care Services

First, the Legislature could transfer to coun
ties responsibility for 24-hour care and case
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management services. Specifically, the budget
proposes the following expenditures that could
be incorporated in a transfer to counties to achieve
General Fund savings:

• $322.6 million for state hospitals and the
IMDs.

• $3.7 million for case management services.

• $18.4 million for the board-and-care home
supplemental rate program. Ofthis amount,
$16.6 million is incorporated in the admini
stration's realignment proposal.

• At least $50 million for 24-hour care pro
vided in acute county hospitals, also incor
porated in the administration's proposal.

A transferofthese programcosts would result
in a General Fund savings of at least $394.7
million for 1991-92.

This option would provide fiscal incentives
for counties to deliver the least restrictive and
less expensive mental health services. This is
because counties would pay only 10 percent of
the costs for providing community-based treat
ment, while they would incur 100percent of the
costs for providing treatment in institutional
settings.



However, enacting this option would create
fiscal disincentives for counties to deliver insti
tutional care to patients who may require that
type of care. To counteract this, the Legislature
could require that the transferred funds be ear
marked for the purpose of providing acute 24
hour care, long-term care, or case management
services for seriously mentally ill patients. This
would not create a mandate under the State
Constitution as long as no specific service levels
are imposed, and would ensure that current
funding levels for long-term care would be main
tained within the state.
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required sharing ratios for most counties range
from zero for IMD placements to 15 percent for
24-hour hospitalization. However, the Legisla
ture could increase the sharing ratios to require
a 50 percent county match for all mental health
services. Based on proposed expenditures for
1991'-92 (including those incorporated in the
administration's proposed transfer), this option
would result in General Fund savings of ap
proximately $391.5 million in 1991-92 (roughly
the amount proposed by the administration).

Given the state's interest in
ensuring sound, cost-effective

mental health programs and the
importance of linking

programmatic direction with
funding responsibility, we believe

it would be preferable for the
Legislature not to transfer mental
health programs to the counties.

Finally, by incorporating case management in
the transfer, to the extentcounties may be able to
reduce costs for institutional 24-hour and long
term care through additional case management
services, they would retain the flexibility to do
so.

Require a 50 Percent County Match for All
Mental Health Services

Alternatively, the Legislature could enact
changes in the current sharing ratios for mental
health services. Under current lawand practice,

Under this option, the Legislature could re
quire that the transferred funds be expended
only for the purposes of providing mental health
services in accordance with countyperformance
contracts. In addition, the Legislature could
allow counties to purchase on an annual basis
the number of state hospital, IMD, and board
and-care home beds they require for long-term
care.

This option would establish programmatically
sound fiscal incentives because counties would
incur the proportionate cost of various treat-
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ment options for the mentally ill. The Legisla
ture couldalso ensure, as part ofthis option, that
current service levels for the delivery of mental
health services are maintained throughout the
state. Itis important to note, however, that to the
extent the Legislature might in the future appro
priate additional funds for mental health ser
vices in excess of the roughly 5 percent to 7
percent annual growth rate for the revenue sources
proposed for transfer, this option may require
the Legislature to fund 100 percent of county
costs specifically associated with any such pro
gram growth due to the mandate provisions of
the State Constitution.

Conclusion

Adoption of either of these options would
allow the Legislature to enact the specific re
forms we have identified and would lead to
improvements relative to the current system.
However, it is important to note that both of
these options would transfer some degree of
funding responsibility to counties, due to the
legal requirement that vehicle license fee reve
nues be distributed to local governments.

Given the state's interest in ensuring sound,
cost-effective mental health programs and the
importance of linking programmatic direction
with funding responsibility, we believe it would
be preferable for the Legislature not to transfer
mental health programs to the counties. Rather,
we believe the Legislature should (1) maintain
state funding for all components of the mental
health system and (2)enact reforms to establish:

• A clear mandate for mental health programs.

• A single point of responsibility and accounta
bility for effective service delivery.

• Performance-based contracts for local ser
vice delivery.

• Additional flexibility for counties in provid
ing 24-hour long-term care services to the
chronically mentally ill.

This approach would lead to the more com
prehensivechanges webelievearewarranted.•:.
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