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Table’1

Major Health Services Programs
Factors Affecting Program Costs

increases in women of child-bearing age, children, and the elderly.

A new state program to provide pregnancy services to women with
incomes up to 185 percent of the federal poverty level. (This program
was subsequently mandated by the federal government.)

Federal statutes requiring Medi-Cal to serve (1) newly legalized
persons, (2) undocumented persons, (3) low-income Medicare benefi-
ciaries, and (4) certain persons who become ineligible for Aid to
Families with Dependent Children (AFDC).

Court decisions requiring Medi-Cal to expand services or increase
rates to providers.

increases in women of child-bearing age, children, and the elderly.
An increase in persons with AIDS.
The provision of services to substance abusers and their children.

The provision of new medical tests, such as Triple Marker Screening
for Down'’s syndrome in the Genetic Disease Testing Program.

The provision of new medical services, such as heart transplants in
the California Children’s Services Program.

The establishment of new state programs, including the Conditional
Release Program for parolees and the Primary Prevention Program
for young school children.

The provision of additional staff to achieve and maintain accreditation
of the state hospitals.

A federal decision not to pay for nursing home services for persons
with primarily a mental illness.

Increases in the cost of providing medical care that have occurred
despite cost containment measures.




‘; p‘ llcy changes have mcreased costs: .

L .;'State Poltcy Changes Vanous; .
’~table, these pohcy changes range

- in all the health programs, As show
. {afrom the provxslon of new med1ca1 €







_ HEALTH AND SOCIAL SERVICES /V-9 |

. |Health Services Programs
| Proposed Major Changes for 1992-93
_|(General Fund and State Special Funds)

$434 million to fund caseload, -utilization, and other costs

$992 million to eliminate one-time accrual accounting costs

$119 million to reduce certain inpatient hospital payments and long-
term care rates

$93.million to eliminate various optional benefits

$16 million to fund caseload and utilization costs beyond expected
local realignment revenues for the County Medical Services Program

$23 million to reduce funds for the California Healthcare for Indigents
Program (CHIP) paid from tobacco tax revenues

$40 million to eliminate local mental health funding provided through
tobacco tax revenues

$28 million for school-based early mental health services, of which
$1_8 million is for program expansion

LAO Assessmeni of Mapor Budget Issues

In thls section, we identify some of the major issues in  the: Govemor’ s
Budg et. A fuller discussion of these issues is contained in our analysis of the
affected department or program, which follows this overview.

. Opttmzst:c ,Budget Assumptions. The; proposed health budget(i‘e‘liés on
. two optimistic assumptions. First, the budget proposal assumes that

~the federal government will provide California with $637.1 million in
~ State Legalization Impact Assistance Grant (SLIAG) funds. The state
_ budget was prepared before the President’s SLIAG funding proposal




. ailable, The Premdent’sSLIAG fundmg proposal for the entlre .
United States is less than one-half the amount that the budget assumes

wrllbekrecelved by California alone. If the President’s proposal is
pproved by Congress, California would probably receive at least
180 million, or $457.1 million less than is assumed in the budget. (See
ontrol Sectron 23 50 Allocatlon of Federal Immlgratlon Reform"'fg:,

- $62. lion in the budget year by shlftmg the cost of some Medl-Ca
pr ,gnancy-related services from the General Fund to the C&T Fund.
The budget proposes that C&T funds be provided from the Health
“ducation, Research, and Unallocated Accounts and that the funds be
sed to match federal funds. The Legislative Counsel indicates that thi;
. proposed use of the funds could not be implemented by the Legisla-

but would reqf voter approval (See Item 4260 Department of
alt Services.) - .

Realzgnment “The 1991 reahgnment leglslatlon s1gmf1cantly altered the' -
tructure of public, 1nd1gent and mental health programs in California.
n addition, several ‘major indigent health court cases that would affect
the 1mplementat10n of realignment were pending at the time this =
_ analysis was prepared. The Legislature faces a number of issues related o

to realxgnment (See The 1992-93 Budget Perspectzves and Issues) -

Medt-Cal Elzgzbzhty Traditional Medl-Cal ehglbles (prlmarlly AFDC o
ind SSI/SSP recipients) account for the - majority of Medi-Cal expendi-
 tures. However, federal mandates requiring. expansion of Medi-Cal
'ellgrbxllty to new categories of recxplents account for over one-third of
 the increase in Medi-Cal costs since 1988-89, Federal restrictions limit
he Legislature’s ability to control Medi-Cal costs by reducmg Medr-Cal -
11g1b1llty (See Item 4260, Department of Health Services.) .

Medt-Cal SB 855 Program Thls program prov1des $1 6 blllxon my“ -
; d -

i-C al Vartrms Samngs Proposals The budget proposes to save .
'1lhon (General Fund) by ehmmatmg optlonal Medl-Caliﬁ -
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8 Realignment legislation changed the state/county share of program costs, beginning in 1991-92.
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| Social Services Programs
Proposed Major Changes for 1992-93

$299 million for basic caseload increases

$38 million for additional caseload due to expiration of five-year
prohibition on AFDC for newly legalized persons (IRCA)

$590 million for welfare reform proposals

$29 million for full-year effect of the current-year reduction in maxi-
mum aid payments

(=]
[=]

$216 million for caseload increases
$88 million for elimination of food stamps “cash-out"

$38 million for AFDC administration

$33 million for food stamps administration

. f;‘and Unemployed Parent compon
~ provisions would require |
;regulatlons . ~




onhnne to increase for annual COLAs, as provided by current law.
_The impact of the MAP reductions would be primarily on nonworkmg
recipients (those who currently get the maximum grant). The 10

rrently $663) by $66, partral]y offset by an increase in food stamps

y of thre e, partlally offset by an increase of $27

xzmum Famtly Grant The AFDC MAP ‘which varies w1th famlly .
. sxze, would not i

,Reszdency Requtrement AFDC grants for persons from another state
_ would, during their first 12 months of resxdence in California, be based

g e Cal
vide $50 monthly increases or reductions to AFDC

J ,ductzons The budget proposes a 10 percent reductlon , ‘
MA or the flI‘St six months a family is on aid, and an addi-
tion (with specified exemptlons) of 15 percent after six
The ”need standard” — which is the basis for determining
grants, up to the MAP — would not be reduced and would

rcent reduction would reduce the monthly MAP for a family of three '

20. Th"‘15 percent -reduction would reduce the MAP by an -
rease fo hﬂdren concelved whlle a famrly is on_f =

n the lesser of the grant they would receive usmg Cahforma s requlre- L

:lzLearn Program, .;"yi o

_ grants for parents under age 19 and attendmg hlgh school, based on k
their school attendance The budget also proposes to require parents, .
ptic L

1 : 92L hereby resultmg in savmgs in the current as well o

aking into account these factors, the

_posed changes would affect some other social

eforms (1nc1udmg the new Job Club
ind savmgs of $71 m11110n in1991-92



n of Paod Stamps"’Cash ,Out" for SSI/SSP Recipien
ent law, California is permitted to provide cash in lieu of food stam
1/SSP. remplents This is referred to as the food stamp “cash-
'budgetfproposes to eliminate the cash-out, which is state funded and
_permit the rec1p1ents to apply for food stamps, whlch are € '
Thi would result ir

stlmated current—year expendltures Proposed expendltures' for this rogra :
resent a reduction of $47 million from the General Fund ("nd $3
county funds) below the amount needed to fully fund t
\creases in caseload as well as the average number of ho of serv1ce pe
e. The budget, however, indicates that the additional cases will be served
he reduction will be taken entlrely in the level of services prov
ct would be a 10 percent reduction in services below th
, pro;ected’ for 1992 93 based on past trends .

his ,ectlon, we 1dent1fy some of the ma]or issues m the Gover
get. A fuller discussion of these issues is contained in our analy51
,affected department or program Wthh fo]lows thls overvxew

several alternatlve approaches that would result ina lower level
savmgs in the short run, but which better reflect the ]ob readmess o

Reapzents The budget proposal to reduce the state-funded po
the SSI/SSP grant and permit the recipients to receive food
(which are federally funded) would reduce the SSI/SSP grant by
nd"make rec1p1ents ehglble for $10 in food stamps As discussed




E Of the progi'am we present severél alterna-k -
v See Item 5180 Soc1a1 Serv1ces Programs) .
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State Council on Developmental Disabilities and
Area Boards on Developmental Disabilities

ltems 4100 and 4110

General Program Statement

The State Council on Developmental Disabilities is responsible for
planning, coordinating, monitoring, and evaluating the service delivery
~system for persons with developmental disabilities.

There are 13 regional Area Boards on Developmental Disabilities respon-
sible for protecting and advocating for the rights of persons with develop-
mental disabilities. e ‘ L ‘

Overview of the Budget Request

The budget proposes an appropriation of $5.5 million from federal funds
. for the support of the state council and area boards in 1992-93. This is a
decrease of $488,000, or 8.8 percent, below estimated current-year expendi-
tures.
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EMERGENCY MEDICAL SERVICES AUTHORITY

Emergency Medical Services Authority
ltem 4120

General Program Statement

The Emergency Medical Services Authority (EMSA) reviews local
emergency medical services programs, establishes statewide standards for
training and certification of paramedics and other emergency personnel -and
plans and manages medical responses to disasters. ,

- Overview of the Budget Request

The budget proposes funding the EMSA at the current-year level, with
minor workload and federal grant changes.

The budget proposes a total of $6.7 million ($4 million from the General
Fund) for support of the authority’s programs in.1992-93. This is an increase
of $104,000 (1.6 percent) above estimated current-year expendltures The
increase is due to:

-® A net increase of $64,000 for a federal Office of Traffic Safety grant to
establish an injury prevention project. The total grant amount is
$174,000.

® Various other workload adjustments.
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This department, along with many other departments, has been subject
to a variety of reductions over the past several years. Among these is an
unallocated reduction of 7.8 percent from the General Fund in 1991-92, (This
reduction is 5.3 percent of the authority’s total budget from all funds.) This
reduction is proposed to be carried over into 1992-93. In our companion
document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact
of these reductions on various departments.

‘Health and Welfare Agency Data Cehfer
- ltem 4130

General Program Statement

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

Overview of the Budget Request
The proposed HWDC budget is essentially a workload budget.

The budget proposes an appropriation of $71 million from the Health and
Welfare Agency Data Center Revolving Fund to support the data center’s
operations in 1992-93, This is a decrease of $2.3 million, or 3.2 percent, below
estimated current-year expenditures. The decrease is primarily due to
completion of projects undertaken in prior years. In addition, there are
increases in the budget to support the increased workload of the data
center’s user departments.
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OFFICE OF STATEWIDE HEALTH PLANNING AND DEVELOPMENT

Office of Statewide' Health .
-Planning and Development
ltem 4140

Findings and Recommendations ~ Analysis
R o Page
1. Options for Funding Song-Brown Family Physician Train- 23
ing Program. The Legislature has the option of (a) expanding
the Song-Brown program (with the adoption of Budget Bill
language) or (b) using proposed matching funds to supplant
up to $1.4 million in existing General Fund support of the

program.

General Program Statement

The Office of Statewide Health Planning and Development (OSHPD) (1).
develops state health plans, (2) administers demonstration projects, (3)
operates health professions development programs, (4) reviews plans and
inspects health facilities construction projects, and (5) collects health cost and
utilization data from health facilities. - ;

Overview of the Budget Request

The OSHPD budget is essentially a workload budget, with the exception
of a proposal to significantly expand the Song-Brown Family Physician
Training Program. . : : - : -

Expenditures for support of the office from all funds are proposed at $37.4
million in 1992-93. This is an increase of $413,000, or 1.1 percent, above
estimated current-year expenditures. The budget proposes expenditures of
$4.9 million from the General Fund to support the OSHPD in 1992-93. This
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is a decrease of $893,000, or 15 percent, below estimated current-year General
Fund expenditures.

The increase in expenditures from all sources is due primarily to:

* An increase of $2.1 million to expand the Song-Brown Family
Physician Training Program (which is discussed below).

¢ Increases of (1) $215,000 for additional support of the Health Facilities
Construction Loan Insurance (Cal-Mortgage) Program and (2) $89,000
for a new grants funding coordinator position.

¢ A decrease of $2.8 million to reflect the elimination of various one-time
and carry-over funds.

This office, along with many other departments, has been subject to a
variety of reductions over the past several years. Among these is. an
‘unallocated reduction of 8.4 percent from the General Fund in 1991-92. (This
reduction is 1 percent of the department’s total budget from all funds.) This
reduction is proposed to be carried over into 1992-93. In our companion
document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact
of these reductions on various departments.

Analysis and Recommendations

Several Options for Funding Song-Brown
Family Physlclan Training Program

We find that the Legislature has the optwn of (1) expanding the Song-
Brown program (as proposed by the budget) or (2) using the proposed
matching funds to supplant up to $1.4 million in existing General Fund
support of the Song-Brown program. If the Legislature wishes to expand the
program, we recommend that it adopt Budget Bill language specifying its
priorities for expansion and ensuring that proposed additional funds shall
only be used once existing funds elsewhere in the budget have been exhausted
and a minimum level of matching funds have been raised.

The budget proposes to increase funding for the Song-Brown program by
$2.1 million (75 percent) as follows: (1) $700,000 from the General Fund, (2)
$700,000 from Umver51ty of California (UC) funds, and (3) $700,000 from
physician donations.

Background. The Song-Brown program was enacted in 1973 in response
to a shortage of primary care medical personnel. It provides financial
support for training family physicians, family physician assistants, and
family nurse practitioners to increase the supply of these personnel,
particularly in medically underserved areas. In the current year, the program
is budgeted $2.8 million to support training for 510 family physicians, 96
family physician assistants, and 75 family nurse practitioners. Twenty-three
hospital-based family physician residency programs receive Song-Brown
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- OFFICE OF STATEWIDE HEALTH PLANNING AND DEVELOPMENT—Continued - . ..

funds, including 12 county hospitals, 4 UC hospitals, aﬁd 7 commumty
hospitals. ' o o

Previous studies have shown the program has-generally been effective in
increasing the numbers of family physicians, physician assistants, and family
_nurse practitioners who are trained in California. No recent evaluations are
available, however, to show whether, or for how long, those trained by the
program practice in the state’s medically underserved areas. A 1986 study
by the California Area Health Education Center System, however, showed
‘that roughly one-half of the program’s recent graduates at'that time chose to
practice in medically underserved areas. S T

Proposal. The budget proposes that each $1 from the General Fund would
‘only be committed after $2 in matching funds ($1 from UC and $1 from
‘physician donations) becomes available. The maximum $700,000 General
-Fund amount assumes that (1) the suggested physician donation will be $25
per physician, (2) roughly 80 percent of the state’s physicians will make a
$25 donation, and (3) UC will provide a $1 match for each $1 in donations
received, up to $700,000 (the proposed UC: budget does not reflect any
changes due to this proposal).

If the entire $2.1 million does not become available because matching
funds are lower than anticipated, the OSHPD plans to fund the following
projects in priority order (with each project being fully funded before the
OSHPD moves to the next highest priority) until funds are exhausted:

. '® $800,000 to train 15 additional family physicians, physician assistants,

“~ and nurse practitioners, with the goal of having them practice in rural
areas. ) n R S

- ¢ .$600,000 to provide up to 20 family physicians. with advanced obstet-

¢ rical training, with:the goal of having them practice in rural or
medically underserved areas. . - ; . R

* $300,000 to develop new training approaches to prepare primary care
health workers, with the goal of having them serve refugees. -

*''$200,000 to provide technical assistance to help five existing family
physician residency program outpatient centers move from being fee-
for-service programs to managed care programs. = "

~ ¢ $200,000 to add training in the provision of home care for the frail

- elderly and persoris severely disabled with AIDS to certain existing
training programs.. ‘ ‘ ,

. Legislative Options.. The Song-Brown program is-a General: Fund
supported health program that is not mandated to provide a particular level
of service. Thus, the Legislature could use up to $1.4 million of the proposed
$2.1 million — the UC and physician fee monies — to supplant :existing
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General Fund monies provided to the program. This would free up these
funds either to increase the General Fund reserve or for other legislative
priorities. ' '

Should the Legislature choose to expand the Song-Brown program, we
-recommend that it establish its own priorities for the use of the proposed
funding increase. Once these priorities are established, our review indicates
that any expansion proposal should be structured to ensure that:

* New funds are not provided unless programs supported by existing
funds elsewhere in the budget are insufficient. For example, we have
identified an existing $300,000 Medi-Cal loan program — designed to

. assist health programs to convert to managed care models — which
may reduce or eliminate the.need for the technical assistance that the
OSHPD proposes to provide in Priority 4 above. Other state or federal
funds may be available to fund the other priorities. :

* General Fund monies are not committed until it is apparent that the
required matching funds will be available to complete at least one full
project. For example, at least $265,000 in physician donations would be
required in order to generate sufficient UC and General Fund monies
to fund the office’s first priority at the $800,000 level.

Summary. As indicated above, one option for the Legislature is to use up
to $1.4 million in proposed matching funds to replace existing General Fund
monies for the Song-Brown program. Should the Legislature instead choose
to use these funds (and the proposed additional $700,000. General Fund
match) to expand the Song-Brown program, we recommend that the Legisla-
ture adopt Budget Bill language (1) specifying how it wants the OSHPD to
spend the funds, (2) requiring that proposed additional funds shall only be
used to the extent existing funds elsewhere in the budget are insufficient,
and (3) specifying the minimum. level of matching funds that must be
available before General Fund monies are committed. The actual Budget Bill
language required would depend on the Legislature’s priorities.

Legisiative Oversight: Health Facilities
Construction Reviews

The OSHPD reviews health facility construction plans and inspects
construction projects to assure that the facilities meet state laws, including
those related to seismic safety. The cost of such reviews and inspections is
paid fully through fees charged to health facilities based on the dollar value
of the anticipated construction projects. These fees are deposited in. the
Architecture Public Building Fund (APBF) within. the Hospital Building
Account.

Primarily as a result of the current recession, many health facilities have
chosen to eliminate or scale back their construction plans. In cases where the
construction plans are eliminated, the OSHPD’s workload declines along
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OFFICE OF STATEWIDE HEALTH PLANNING AND DEVELOPMENT—Continued

with the APBF revenues. In cases where the plans are just scaled back,
however, the current fee system is structured so that fee revenues decline
faster than the amounts needed to fund the OSHPD's workload. Thus, the
OSHPD must either raise the fees or use the APBF reserve funds. At the end
of 1990-91, the APBF reserve was estimated to be $493,000, or only 2.7
percent of the expenditures made in that year. In September 1991, ‘the
OSHPD raised its fees by 9 percent (from.1.5 percent of total construction
project value to 1.64 percent of value) to better cover its workload costs and
help reestablish the reserve. - : o

At the time of this analysis, the OSHPD was developing alternative fee
proposals to ensure that the APBF revenues are sufficient to fully fund the
OSHPD’s construction review and inspection workload. We will report
during budget hearings, as appropriate, on whether additional legislative
actions are necessary to ensure sufficient reserves for this program.

Additionol Construction Plan Review
Information Available This Spring

Chapter 865, Statutes of 1991 (AB 47, Eastin), centralizes health facility
construction plan review and approval within the OSHPD. At the time this
analysis was prepared, plans to implement Chapter 865 were not available.
The Governor’s Budget notes that any budget changes needed once the plans
become available will be proposed later this spring. We will report on this
issue during budget hearings, as appropriate.

~ Cadlifornia Depariment of Aging
~ ltlem 4170 - .
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General Program Statement

The California Department of Aging (CDA) is the single state agency
charged to receive and administer funds allocated to California under the:
federal Older Americans Act (OAA). In addition, the.. Legislature has:
designated the CDA as the department principally responsxble for develop-
ing and implementing a comprehensive range of noninstitutional services for
older Californians and functionally impaired adults. The department delivers
OAA services through local agencies on aging, other. publlc and pnvate
nonprofit orgamzatlons, and service providers. :

Overwew of the Budget Request

The proposed CDA budget is essentially e'workload budget, except fora
reduction in federal funds.

The budget proposes total program expendxtures of $135.7 million for the
CDA in 1992-93. This includes $87.3 million in federal funds, $33.4 million .
from the General Fund, $400,000 from the Nutrition Reserve Fund, and $14.5
million in reimbursements. General Fund expenditures proposed for 1992-93
are $51,000, or 0.2 percent, less than estimated current-year expenditures.
Total expenditures proposed for 1992-93 are $2.1 million, or 1.6 percent, less
than estimated current-year expenditures. This decrease is primarily due to
(1) one-time federal funds in the current year for congregate meals and
grants for various supportive services that will not be available in the budget
year and (2) a reduction in reimbursements for start-up grants to provide
Adult Day Health Care services to AIDS patients. The budget proposes an
increase in federal funds of $392,000 and 0.7 personnel-years to contmue-
expanded employment services for senior citizens. s

This department, along with many other departments, has been sub]ect
to a variety of reductions over the past several years. Among these is an -
unallocated reduction of 5.7 percent from the General Fund in 1991-92. (This
reduction is 1.6 percent of the department’s total budget from all funds.)
This reduction is proposed to be carried over into 1992-93. In our companion |
document, The 1992-93 Budget Perspectives and Issues, we dlscuss the impact
of these reductions on various departments.

- Table 1 summarizes the department’s expendltures and fundmg sources
in the prior, current and budget years. o
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o

alifornia Department of Aging
Budget Summary
1990-91 through 1992-93

(dollars In thousands) -
x T

Expenditures :

State administration $9,286 $9,700 $9,420 -$280 -2.9%

Older Americans Act (OAA) :
“programs

Local assistance : ' :
Congregate nutrition $39,820 - $40,280 - $39,551 $729 -1.8%
Home-delivered meals 21,686 21,557 21,359 -198 - 0.9
Employment services : 5,636 ° 6,008 6,008 —_ =
Social services 27,304 27,844 27,311 533 -2.0
Ombudsman 2,999 3,452 3,295 . 157 48
Special projects 3,813 3,815 3,765 50 -1.3

Subtotals, OAA ’ ($101,258) ($102,956) ($101,289) = ($-1,667) (-1.6%)
Long-term care (LTC) programs

Local assistance
Multipurpose Senior Services

Program $20,709  $20,749 = $20,749 — —
Linkages/alzheimers/respite 4,221 4,221 4,221 — —_
Adult day health care 200 200 - -$200 -100.0%

_ Subtotals, LTC programs $$25.130! ‘j$25,1702 ($24,970) ’ ($-200) (-0.8%)
Totals $135,674 - $137,826 $135,679 $2,147  -1.6%
General Fund $35547  $33,461  $33,410 -§51 . -0.2%
Federal funds 85,487 - 89,222 87,320 -1,902 22
Nutrition Reserve Fund — 400 400 —_ o —
Reimbursements 14,640 14,743 14,549 -194 -1.3

Personnel-Years 148.2 150.8 150.3 05 0.3%
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Commission on Aging
Item 4180

General Program Statement

The California Commission on Aging (CCA) is mandated to act in an
advisory capacity to the California Department of Aging (CDA) and to serve
as the principal state advocate on behalf of older persons. The CCA also
sponsors the California Senior Legislature, composed of 120 seniors who
hold an annual session to develop legislation that addresses the needs and
concerns of older Cahformans

Overview of the Budget Request
The proposed CCA budget is essentially a workload budget.

The budget proposes expenditures of $973,000 from various funds to
support the CCA in 1992-93. This amount is $126,000, or 15 percent, above
estimated current-year expenditures. This increase is primarily due to
increased expenditures to fund the biennial election for the California Senior
Legislature. Proposed expenditures from the General Fund amount to
$221,000, the same as estimated current-year expenditures.

This commision, along with many other departments, has been subject to
a variety of reductions over the past several years. Among these is an
unallocated reduction of 12 percent from the General Fund in 1991-92. (This
reduction is 5.9 percent of the commission’s total budget from all funds.)
This reduction is proposed to be carried over in 1992-93. In our companion
document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact
of these reductlons on various departments
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DEPARTMENT OF ALCOHOL AND DRUG PROGRAMS

Item 4200

Department of Alcohol and Drug Programs
ltem 4200

“MAJOR ISSUES R
> Fede‘rdl Fundin‘g‘fPiciurev Uncertain. The amount of .
.- federal block grant funding is uncertain. As a result, the

Legislature faces at least two magjor. trade-offs: (1) -
expanding state administration versus maintaining local

assistance programs and (2) expanding a program.

is aimed primarily at the prevention of casual drug use
versus maintaining programs that are aimed at those

most likely to become heavy drug users.

that

. Findings and Récommendations

1.

Anticipated Federal Graht Decreases Méy Mean Big Pro-
gram Reductions. The budget estimates a reduction of

" $18.8 million in available federal funds; however, pending

Congressional action could provide additional funding.

‘Budget Bill language. :
Budget Proposes Redirections of Local Assistance Funding
to Administrative Activities. Reduce Item 4200-001-001 by
$230,000 and Item 4200-001-890 by $284,000. Increase Item
4200-102-001 by $230,000 and Item 4200-101-890 by $284,000.
Recommend that the proposed redirection for ' perinatal

Andlysis
Page
34

' Recommend that the Legislature establish its priorities in

35
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program support be approved in part and that the remaining
redirections be rejected.

3. Friday Night Live/Club Live (FNL/CL) Expansion. Proposal 36 °
expands a program that does not target prevention efforts at
high-risk youth while other targeted programs are being re-
duced. Recommend that the FNL/CL Program not be
expanded and that the Legislature consider redirecting
program funding to other, targeted preventlon programs.

N

General Program Statement

- The Department of Alcohol and Drug Programs (DADP) directs and
‘coordinates the state’s efforts to prevent or minimize the effect of
alcohol-related Problems, narcotic addiction, and drug abuse.

Overview of the Budget Request

The budget proposes a significant reduction in total e"xpenditure‘s for the
department, due primarily to an anticipated net reduction in federal funds
and available carry-over balances from prior-year grant awards.

The budget proposes total expenditures of $289.5 million from all funds
for alcohol and drug programs in 1992-93. The proposed expenditures are
$22.9 million, or 7.3 percent, below estimated total expenditures in the
current year, as shown in Table 1. The budget proposes an appropriation of
$93.2 million from the  General Fund for the DADP in 1992-93, which

‘represents no change from 1991-92.

Table 2 shows, by funding source, the significant changes in expenditure
levels proposed in the budget for 1992-93. The major changes proposed in
the budget are decreases of (1) $10.5 million due to the elimination of a
carry-over funding balance from the current-year federal Alcohol, Drug, and
Mental Health Services (ADMS) block grant; (2) $4.1 million in funds from
the federal Waiting Period Reduction Grant; (3) $2.2 million in funds from
the federal Office of Treatment Improvement grants, including those for
services to the Juvenile Justice and Residents of Public Housing target
populations; and (4) $1.7 million in federal funds to support the Commumty
Drug-Free School Zones Programs.

In addition, the budget proposes to redirect $950,000 (all funds) from local
assistance to fund various support activities, including the establishment of
10.4 positions to administer the perinatal substance abuse projects. Funding
for these projects was increased from $5.6 million in 1990-91 to $34.6 million
in the current year, and is proposed at $33.1 million for 1992-93.
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Department of Alcohol and Drug Programs
Budget Summa - . .
1990-91.thrqu'gh 1992-93

(dollars in thousands)

| Expenditures - . . o .
Alcohol ' $80,965 $82,651 $80,822 -2.2%
Drugs 132,436 138,888 123385 = -11.2
Pilot projects: ST ' B
. Combined alcohol and drug services. 23,207 21,008 18,892 -10.1
. Perinatal substance abuse projects . . 5,558 34,582 33,066 = -44
Inmate/parolee treatment .. . — 6,182 7,733 . 2541
Subtotals, local assistance | $242,166  $283,311 $263,898 v -6.9%
State operations = L 24,078 29,020 © 25,5567 < -11.9
| Totals - | $266,244 $312,331 . $289,465  -7.3%
| General Funa 1 . $78563  $93,186  $93,187  —
Federal funds o 177,502 192,238 168,368 -12.4%
Other state special funds 1,591 2,344 2,002 -14.6
Reirmbursements - T 8,588 24563. 25908 - 5.5
|Personnel-Years* . 2464 . 2803 . 2807  0.1%
* Includes 10.4 positions administratively established in 1991-92, : ‘ '

- This department, along with many other departments, has been subject
to a variety of reductions over the past several years.. Among these is an
unallocated reduction.of 5 percent from the General Fund in 1991-92. (This
reduction is 1.5 percent of the department’s total budget from all funds.) The
reduction is proposed to be carried over in 1992-93. In our companion
document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact
of these réductions on various departments. o



ltem 4200

HEALTH AND SOCIAL SERVICES /'V - 33

Table 2

Department of Alcohol and Drug Programs
Proposed 1992-93 Budget Changes

{(dollars in thousands)

11991-92 Expenditures (revised)
Workload and cost adjustments

Diego Service Networks
Program reductions

Reductions in expenditures from
- federal grants -

ADMS block grant

Adolescents in juvenile justice,
residents of public housing, and
other grants

Treatment waiting list reduction
Drug-free schools and commu-
nities ‘
Community youth-activity program
Drinking driver program
Rediractions from-local assistance
Expand perinatal support .
Expand licensing and certification
" otaff k& S

_Fund staff counsel position
Expand Friday Night Live support
Other changes
. Eliminate 1990-91_carry-over ..
" Computer system improvements
Expiring positions .
. Other

Change from 1991-92
Amount
Percent

Full-cost of Los Angeles and San )

$26,907 .. $312,331

1992-93 Expenditures (proposed) :

- $93,186  $192,238
: — -t 265 ‘52" 317
- R 1,634 1,634
—  (-$18,773) - -(-$495) (-$19,268)
— 10,524 — . -10;524
— 2185 — 2185
— -4,121 —. 4021
— 1,704 = 1,704
- 239 = , 239
- - -495 ' 495
($466) ($284). ($200). - . ($950)
 (466) - 200 - (666)
— (140) — 7 (140
— (88 . - . (88
— (58) ., - T (486)
—_ 5,230 Ce— - 5,230
— SR 124. . < 124,
- 132 132
1 — 312 311
$93,187  $168,368  $27,910  $28,465
$1  -$23,870 $1,003 -$22,866
- -12.4%, a7%  13%

® Includes federal and other reimbursements, generally through the Shon-Doer/Medi-CaI Program '
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Analysis and Recommendations

Anticipated Federal Grant Decreases
May Mean Big Program Reductions

Although the budget reflects a significant net decrease in various federal
grants and carry-over funds, the ultimate federal funding level will not be
clear until the late spring. To ensure that the Legislature’s priorities are
reflected in whatever the department’s ultimate funding level is, we
recommend that the department submit to the Legislature a prioritized list
of program expenditures and that the Legislature adopt Budget Bill language
based on its review of this information and its own priorities. :

The department advises that for federal fiscal year 1992 (FFY 92 —
October 1, 1991 to September 30, 1992), the total substance-abuse portion of
the ADMS block grant for California is projected to be $141 million. This
amount assumes an increase of $9.8 million from the FFY 91 funding level.
However, the department estimates a reduction of approximately
$20.3 million in available carry-over funding from prior-year grant awards
that have partially supported expenditures in 1990-91 and 1991-92. The net
effect of these changes is a reduction of $10.5 million (or 8 percent) in
available federal funds, for a total of $146.6 million, in 1992-93.

The department also reports, however, that the ADMS allocation to
‘California may ultimately be $10 million to $20 million higher than the
amount currently reflected in the budget, as a result of pending Congressio-
nal action. Due to the $20.3 million reduction in prior-year carry-over
balances, this would result in a net increase of up to $10 million in ADMS-
supported funding for 1992-93.

The ultimate federal funding level will not be clear until the late spring.
It is possible that some increase in the ADMS and other federal grants will
occur. In view of this, we recommend that the department submit to the
Legislature ‘a. prioritized list of drug program expenditures. We further
recommend that the Legislature adopt Budget Bill language based on a
review of this information that reflects its priorities for the expenditure of
‘available federal funds.

Department Needs to Make Tough Choices

For the first time in several years, the department is faced with declining
resources, although there is no indication that the need for substance abuse
prevention and treatment services has abated. Thus, the department faces the
task of making difficult choices to ensure that services and activities that are
most cost-effective are given funding priority.
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In our view, the budget request does not indicate that'such choices have
been made for 1992-93. We discuss two related issues below — the trade-offs
between (1) expanding state administration versus maintaining services
funded through local assistance and (2). expanding a- program aimed
primarily at the prevention of casual drug use versus maintaining programs
aimed at those most likely to become heavy drug users. Accordingly, we
believe the Legislature will need to review the administration’s proposed-
budget for the department to ensure that funding priority is given to those
activities which are most likely to address effectively the state’s substance
abuse problems. ’

Proposed Funding Redirections Expand
Administration at the Expense of Direct Services

We recommend that the Legislature (1) approve a portion of the proposed
redirection of funds from the perinatal projects to departmental support
(reduce Item 4200-001-001 by $230,000 and increase Item 4200-102-001 by
$230,000) and (2) reject the remaining proposals for redirections from local
assistance (reduce Item 4200-001-890 by $284,000 and increase Item 4200-101-
890 by $284,000). '

Proposal. The budget proposes to redirect a total of $950,000 from local
assistance funding ($466,000 General Fund, $484,000 federal funds and reim-
bursements), to support 14 positions in departmental administration. (Of
these positions, 10 were administratively established in the current year.)
These redirections are: :

* $666,000 for support of the perinatal substance abuse progfam (10
positions). T o _

* $140,000 for additional licensing and cerﬁfiéétion'staff v pOSitiéﬁs). L
e $88,000 to fund a staff counsel position (1 position). ‘ e

¢ $56,000 for an additional position to administer the FNL/CL Program
(1 position). P R .

The proposal to expand support of the perinatal substance abuse program .
would be funded by a redirection of $466,000 from the General Fund
currently budgeted in the local assistance item, and $200,000 in.federal
reimbursements through the Short-Doyle/Medi-Cal Program.

Of the additional 14 positions requested, 6 positions would carry out
activities related to compliance with federal requirements under the Short-
Doyle/Medi-Cal Program, and can be funded .in ‘part through federal
reimbursements. We believe these positions are justified and should be
approved. ‘ ‘ o R : S

Analyst’s Concerns. Although we do not, in general, question the merits
of the four additional perinatal positions or the remaining four positions also
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proposed through redirections, we are concerned that this proposal would
reduce treatment services beyond the reductions that may occur in 1992-93
due to the amount of available federal funds. The result would be a $550,000
reduction in direct treatment and prevention services in order to fund
additional departmental administration positions. -

Accordingly, we recommend that the Legislature (1) approve the
proposed redirection of reimbursement authority from the perinatal projects
item ($236,000 in General Fund and $200,000 in federal reimbursement
authority) and (2) reject the remaining three proposals for redirections from
the local assistance to the department’s support item ($230,000 General Fund
and $284,000 federal funds). ‘

Friday Night Live Expansion Fails fo
Prioritize Prevention Efforts Toward High-Risk Youth

We recommend that the Legislature reject the proposed redirection of
Drug-Free Schools and Communities (DFSC) funds to expand the FNL/CL
Program, and use the funds instead for more targeted approaches. In
addition, we recommend that the Legislature review base funding for the
program to determine whether some or all of the funds currently supporting
the FNL/CL Program may.be more effectively used in other prevention and
treatment programs targeted at high-risk youth. . - :

The budget proposes to expand the FNL/CL Program by $206,000
(including the support position we discussed above) for a total funding level
of approximately $1.7 million in 1992-93. Of this amount, $1 million is in
local assistance and $631,000 is in support. The proposal would expand the
FNL/CL Program to all 58 counties, and would be funded through a
redirection of federal DFSC grant funds. ‘ :

-~ The FNL/CL Program provides grants ranging from $3,000-to $15,000 to
fund FNL chapters at high schools and junior high schools, consisting of
students who pledge to be alcohol- and drug-free. The program organizes
assembly. presentations, classroom activities, and alcohol- and drug-free
social events. In addition, the program also provides training and technical
assistance to FNL/CL chapters, and sponsors conferences. : ‘

In our earlier analysis on drug use in California (please see The 1990-91
Budget: Perspectives and Issues), we reviewed data on the prevalence of drug
use among young people. These data show that casual drug use has been
declining steadily in recent years, while heavy drug use may be on the rise.
We also reported findings in the literature which show that casual adolescent *
drug use usually does not result in long-term consequences while regular
and heavy use does. Accordingly, we have recommended that an effective
prevention strategy should emphasize targeted programs aimed at high-risk
youth — those most likely to become heavy drug users. These programs
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include early intervention programs that target high-risk youth who have
begun to use alcohol or drugs, and drop-in centers that provide information
and alternative drug-free activities for high-risk youth. We have recommend-
ed that the Legislature give funding priority to such programs.

The administration’s proposal essentially does the opposite. As Table 3
shows, a number of targeted treatment and prevention programs will no
longer be funded by the department in 1992-93, while the FNL/CL Program
would be expanded. In particular, the High-Risk Multiple Problem Youth
Program and the California Conservation Corps programs reflect targeted
prevention approaches, while the Waiting Period Reduction Grant Program
and the Female Offender Project provide targeted treatment services.

Table' 3

Department of Alcohol and Drug Programs
Proposed Program Eliminations Due to
Reductions in ADMS and DFSC Grant Levels

(in thousands)

Waiting Period Reduction Grant b w1 $7,000
Comprehensive Alcohol and Drug Prevention Education ‘ 1,183

- Female Offender Project ‘ : ' 636

" High-Risk Multiple Problem Youth Program . . 633
California Conservation Corps project S <221
Master Plan funding; completed evaluations , . S 1,745 -
Miscellaneous expired projects and-contracts ; : 810

Total reductions $12,228

Due to the budget constraints facing the department for 1992-93, we
believe it is particularly important that the state’s support for drug and
alcohol treatment and prevention programs give priority to those types of
programs which are most likely to prove effective. Accordingly, we
recommend that the Legislature reject the proposed redirection of $150,000
in DFSC funds to expand the FNL/CL Program and use the funds instead
for more targeted prevention and treatment approaches. In addition, we
recommend that the Legislature review base funding for the FNL/CL
Program to determine whether some or all of the funds currently supporting
'FNL/CL may be more effectively used in other prevention and treatment

programs targeted at high-risk youth. '
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CHILD DEVELOPMENT PROGRAMS ADVISORY COMMITTEE

~ Child Development Programs Advisory
o Committee |
Item 4220

_ General Program Statement

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

Overview of the Budget Request
" The budget proposes no workload or program changes for the committee.

The budget proposes total expenditures of $234,000 from the General
Fund to support the committee in 1992-93. This is $1,000, or 0.4 ‘percent,
more than estimated current-year expenditures. The increase reflects higher
employee compensation costs. :

- The committee, along with many other state departments, has been subject
to a variety of reductions over the past several years. Among these is an
unallocated reduction of 11 percent from the General Fund in 1991-92. This
reduction is proposed to be carried over into 1992-93. In our companion
document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact
of these reductions on various departments.
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Findings and Recommendations = - Analysis
Page
Department Support

1.” Allocation of Reductions. Based on its priorities, the depart-- 47
ment has allocated General Fund reductions of $29.8 million
throughout its divisions, which has resulted in.a loss of

_$4.5 million in federal funds and 529.6 positions.

Public Health

2. County Medical Services Program (CMSP) Funding In- 63
crease.. Withhold recommendation on $68.9 million from
. various funds ($44.7 million General Fund) for the CMSP,
- pending review of detailed information recently submitted by
‘the department. : : I

3. Rural and Community Health Administration Costs. 63
Withhold recommendation on $2 million from the General
Fund for the administration costs of various ‘rural and
community health programs, including the “realigned”
programs, pending additional information.

4. AIDS Drug Subsidy Program. The proposal to increase the 66
‘number of drugs provided through the AIDS drug subsidy
program is consistent with previous legislative intent.
Withhold recommendation on the actual amount proposed ($5
million from the General Fund), however, pending receipt of
cost information. ' ' ' '

5. Family Planning Rate Increase. Make no recommendationon = 67
$6 million (General Fund) to continue a rate increase the
department granted to providers of family planning services
in 1991-92 because (a) this is a policy decision for the Legisla-

- ture and (b) we have no analytical basis for assessing the pro-
posed funding level. = ST

6. Maternal and Child Health Information. Recommend that - 69
the department report at-budget hearings on its findings
regarding the potential restructuring of maternal and child
health programs, including plans for integrating the Check-

- Up Program with existing programs. o

7.. Occupational and Childhood Lead Initiative. Reduce Item 70
. 4260-111-080 by $500,000 and increase Item 4260-101-890. by .
$500,000. Recommend (a) that the department report on a
number of implementation issues and (b) a reduction of .
$500,000 for case management services due to the availability
of federal funds.
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8. Elimination of Proposition 99 Funds. If ‘the Legislature 74 *
wishes to restore funding for the department-administered
‘anti-smoking media campaign from Proposition 99 funds, it
must reduce other health. education programs or identify a
different funding source for Medi-Cal périnatal services.-

9. Office of Dnnkmg Water. Recommend that the departmenf 76
report on various small water district issues. If pending
- legislation to delay implementation of federal drinking water
requirements is enacted, recommend a techmcal conformmg
reduction of $7,833,000. . 3

10. Low-Level Radioactive Waste. Recommendthat the depart- 77
ment provide a status report on various issues related to the
proposed acquisition of a low-level radloactlve waste dlsposal
site in the Ward Valley. :

Medi-Cal

11. Medi-Cal Local Ass1stance Estlmates Withhold recommenda—': 81
tion on $12.4 billion ($5 billion General Fund) requested. for
Medi-Cal local a551stance, pendmg review of the May rev1-
:sion.

12. Federal Mandates Expand Ehglblhty Federal mandates have 87
required expansion of Medi-Cal to four new, nontraditional,
categories of people.

13. Significant Caseload Growth Trad1t10na1 ehglblhty catego- 88
ries account for most. of the increase in the number. of
eligibles, but the rate of growth has been higher for nontradi-
tional categories.

14. Cost Increases. Federal mandates requlrmg expansmn of - 92
Medi-Cal e11g1b111ty to new categories account for over one-
third of the increase in Medi-Cal costs since 1988-89. The
average cost per eligible for nontraditional eligibles is more
than 25 percent higher than- the average cost- across all
eligibility categories.

15. Options for Reducmg Costs. Federal restrxctlons limit the . 95
Legislature’s ability to control costs: Even within these limits,
‘ reducing Medi-Cal - eligibility ' would increase the uncom-
pensated care burden on counties and hospitals.

16. Optional Services. The department’s estimate of savings from 97
reducing optional services is incomplete. Recommend that the
department prov1de a rev1sed savmgs eéstimate that reﬂects
specified issues.

17. Hospital Inpatient Days The administration’s proposal to 101
limit hospital days will shift costs to hospitals.
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18.

19.

20.

21.

23.

24.

25,

26.

27.

Hospital Day Limit/In-Home Medical Care Services. The
department’s proposal to limit hospital days may reduce the
department’s ability to expand the use of in-home medical
care services. Recommend that the department report on how
it plans to achieve specified savings.

Medicare Crossover Proposal. Recommend that the depart-

Item 4260

102

103

ment provide a revised savings estimate for its Medicare-

crossover claims proposal.
New Rate Reimbursement Methodology for Nursing Facili-

104

ties. Recommend that the department report on its final rate

methodology for freestanding nursing home facilities.

Proposition 99. A budget proposal to use Proposition 99
funds for Medi-Cal pregnancy-related services requires voter
approval. Absent such a vote, the proposal would . increase

General Fund costs by $60 million in 1991-92 ‘and $62.8

million in 1992-93.

. Senate Bill 855 Intergovemmehtal Transfers. The SB 855 pro-

gram provides $1.6 billion to disproportionate-share hospitals.
Almost one-half of these funds constitute new money for
hospitals and contribute substantially toward reducing the
uncompensated care burden they face. '

Donated Funds Program. Recommend that the department
report on its decision to eliminate the donated funds pro-
gram.

1992-93 Long-Term Care Cost-of-Living Adjustment (COLA)
Costs. Recommend that in the May revision, the department
incorporate cost estimates for long-term care COLAs.

Maximum AFDC Payments. The proposal to reduce the
maximum AFDC payments could increase Medi-Cal costs by
up to $17 million General Fund. If the Legislature reduces
maximum AFDC payments, we recommend that it enact tech-
nical cleanup legislation regarding Medi-Cal eligibility.

Dental Access Lawsuit. The budget does not reflect costs of
$89.8 million ($44.9 million General Fund) from a recent
dental access lawsuit. If the Legislature does not eliminate

adult dental services, the costs of the lawsuit will increase by

an additional $162.4 million ($84.2 million General Fund).

Capital Debt Financing Program. The budget's proposal
would either (a) eliminate expansion of a capital debt financ-
ing program during the budget year or (b) force local govern-
ments to finance new projects with revenue bonds.

105

106

107
108

109

109

110
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28. Accrual Accounting. Recommend that the Legislature create 111
a new item and adopt Budget Bill language that would
maintain legislative oversight and give the Department of
Finance necessary flexibility to account for Medi-Cal expendi-
tures on an accrual basis. o

General Program Statement

The Department of Health Services (DHS) is respons1b1e for (1) prowdlng

“access’ to health care for California’s low-income population through the

Medi-Cal Program and (2) administering a broad range of pubhc, mdlgent
and env1ronmenta1 health programs.

Overvuew of the Budget Request

Although the budget for the DHS is proposed to decrease by 11 percent,
this decrease primarily reflects the elimination of $2.2 billion (total funds)
in one-time funds provided in the current year to change Medi-Cal
accounting from a cash to an accrual basis. Excluding the effects of this
change, the budget is proposed to increase by 3.3 percent.

The budget proposes expenditures of $14 billion from all funds for
support of DHS programs in 1991-92, which is a decrease of $1.8 billion, or
11 percent, below estimated current-year expenditures. The largest proposed
budget changes are (1) a one-time decrease of $2.2 billion ($992 million
General Fund) due to the elimination of one-time costs for the change from
cash to accrual accounting in the Medi-Cal Program, (2) an increase of
$876 billion ($434 million General Fund) for Medi-Cal caseload and cost
adjustments, and (3) a decrease of $448 million ($223 million General Fund)
for various Medi-Cal savings proposals.

This department, along with many other departments, has been subject
to a variety of reductions over the past several years. Among these is an
unallocated reduction of 0.5 percent from the General Fund in 1991-92. (This
reduction is 0.2 percent of the department’s total budget from all funds.)

Since Medi-Cal and other local assistance programs were not dlrectly
affected by the unallocated reduction, it is useful to look at the impact of the
reduction solely on the department’s support budget. The unallocated
reduction is 19 percent of the department’s support budget from the General
Fund and 5.9 percent of the department’s support budget from all funds. The
unallocated reduction is proposed to be carried over into 1992-93 "

We discuss the impact of these reductions on the department’ s support
later in this analysis. In addition, in our companion document, The 1992-93
Budget: Perspectives and Issues, we discuss the impact of these reduchons on
various departments. ,
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Table 1 shows the proposed budget, by program category, for 1992-93 and
the two previous years.

Department of Health Services
Expenditures and Funding Sources
1990-91 through 1992-93

| State opéerations
Public §nd environmental

health $1 51,421 $214,910 $220,849 2.8%
Health care services® 446,240 293,095 307,778 5.0
Administration® 7,286 6,175 2,240 -63.7
Reduction per Ch 278/91 ' :

(AB 99, Isenberg) — adminis- .

trative costs — -126 -1,227 873.8

Subtotals, state operations ($604,947) ($514,054) ($529,640) (3.0%)
Local assistance
Public and environmental

health® $163,051 $100,807 $97,943 -2.8%
Medi-Cal . 8,627,307 14,146,394 12,407,995 -12.3
Health care services® — . -

excluding Medi-Cal 1,604,253 968,059 939,536 -2.9

Subtotals, local assistance  ($10,394,611) ($15,215,260) ($13,445,474) (-11.6%)
Totals $10,999,558 $15,729,314 $13,975,114 -11.2%
General Fund $5,195,908  $6,053,013  $5,426,210 -10.4%
State Legalization Imgact 397,657 192,784 195,931 1.6
Assistance Grant (SLIAG)
Federal funds (except SLIAG) 4,734,771 7,697,622 6,791,683 -11.8
Cigarette and Tobacco Products 502,360 399,498 382,745 4.2
urtax (C&T) Fund :
Other state funds 139,500 1,234,996 1,054,937 -146
Reimbursements 29,362 151,401 123,608 -18.4

* This table cannot be compared to Table 1 in the Analysis of the 1991-92 Budget Bill because of
changes reflecting (1) a new Department of Health Services accounting iystem and (2) a new format in|.
the Governor's Budget. Public and Environmental Health includes Data Collection and Statistics,

. Environmental Health, and Public Health Services — which includes the Office of AIDS, Infectious
Diseases, and other programs.

® See note (a) above. Health Care Services lncludes Medical Services (Medi-Cal), Licensing and
Certification, Rural and Community Health, and Family Health Services. :

¢ See note (a) above. Administration includes deparimental administration and-distributed administration.




ltem 4260 HEALTH AND SOCIAL SERVICES/V - 45

Analysis and Recommendations

Department Support

MAJOR ISSUES

P> Undllocated Reduction. The department’s proposal to -
- dllocate a$29.8 million General Fund reduction among
its programs will result in (1) a net loss of $4.5 million in
federal Medi-Cal funds and (2) at least $3 million in
General Fund costs from reduced activities designed to
reduce Medi-Cal costs.

The budget proposes expenditures for department support of $530 million
(all funds) in 1992-93. This is an increase of $15.6 million, or 3 percent, above
estimated 1991-92 expenditures. These expenditures account for 3.8 percent
of the department’s budget. ‘ S

The department proposes 4,432 personnel-years in the budget year, which
represents no change from the number authorized for the current year.
Table 2 shows the expenditures proposed for department support by major .
program category.

The major chahges in the department’s support budget include:

e An increase of $7.8 million to ensure small water districts’ compliahce
with drinking water standards. (We discuss this issue in the public
health section). '

° An increase of $5.5 million to provide Triple Marker Screening in the
Genetic Disease Testing Program for the detection of Down’s syn-
drome. :

* An increase of $3.1 million for support of childhood and occupational
lead poisoning prevention programs. (We discuss this issue later in the
public health section.)

® An increase of $2.3 million for managed care staff in the Medi-Cal
Program.

These and other increases are offset primarily by reductions to eliminate
one-time funds and limited-term positions.
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Department of Health Services Support
Expenditures and Personnel-Years — All Funds
1990-91 through 1992-93

(dollars in thousands)

Expenditures
Public and environmental health
Data collection and statistics $10,331 $8,738 $8,437 -3.4%
Environmental controls 40,952 49,511 54,776 10.6
Public health services 100,138 156,661 157,636 0.6
Subtotals ($151,421)  ($214,910) ($220,849) (2.8%)
Health care services :
Medical services (Medi-Cal) $141,840 $138,658 $141,541 2.1%
Licensing and certification 47,876 68,068 73,402 7.8
Rural and community health 15,409 14,024 12,322 -12.1
Family health services 241,115 72,345 80,513 11.3
Subtotals ($446,240) ($293,095) ($307,778) .  (5.0%)
Departmental administration $58,800  $52,999  $52,869 -0.2%
Distributed departmental
administration
Pubtic and environmental health - -14,378 -12,479 -12,626 1.2
Health care services -37,226 -34,345 -38,003 10.7
Subtotals ($7,286) ($6,175) ($2,240) (-63.7%)
Reduction per Ch 278/91 (AB 99, ‘
Isenberg) — administrative costs’ — -$126 -$1,227  873.8%
Totals $604,947 $514,054 $529,640 3.0%
Personnel-Years 4,394.6 4,431.6 4,431.7 -




Item 4260 HEALTH AND SOCIAL SERVICES / V - 47

Allocation of Various Reductions in 1992-93

Based on its priorities, the department has allocated General Fund
reductions of $29.8 million throughout its divisions. One effect of these
reductions is the net loss of $4.5 million in federal funds for Medi-Cal-
related programs. The reductions will also result in additional program
costs in some areas, loss of fee revenues to the General Fund, and elimina-
tion of 529.6 positions.: R :

The budget proposes General Fund expenditures of $5.4 billion for the
DHS in 1992-93. This amount reflects a reduction of $29.8 million as a result
of various unallocated reductions made in the current year that are proposed
to be carried over into the budget year. '

Table 3 shows how the DHS will allocate its reductions in 1992-93, and
the department’s descriptions of the programmatic effects of the reductions.
(We note that the department’s plan for allocating its reduction is one of the
most detailed, comprehensive plans we have received.)

' DHS Rationale. The department indicated that it attempted to “minimize
the overall negative (total funding) impact of General Fund reductions by
spreading the General Fund reductions relatively proportionately between
the broad range of programs receiving some appropriation of General Fund.”
As a result, reductions were made in programs that are supported by a
variety of funds, including .the General Fund and federal funds. The
department stated that if it did not reduce programs with a federal match,
federal grants, or fee collection activities, then programs supported only with
General Fund monies would have been required to double their reductions.

DHS Considerations. In allocating the reductions, the department stated
that it (1) tried to avoid layoffs and (2) retain sufficient infrastructure “upon
which to build in future years if sufficient funding becomes available.” In
addition, the department also indicated that budget reductions were
minimized (but generally not eliminated) for the following programs to reflect
department priorities:, ‘ »

e Programs that prevent and control the spread of disease, including

‘related laboratory functions. ' ‘

¢ Programs that are “directly related to the Governor’s prenatal and
prevention initiatives.”

* Programs that produce revenue.

Thus, other areas were reduced disproportionately, particularly in the
areas of technical assistance to the public, contract and invoice processing,
and data collection and analysis.

We also note that the department chose to implement disproportionate
reductions in some activities that have been of strong interest to the Legisla-
ture. These reductions include (1) the cancer registry, (2) birth defects
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monitoring, (3) Medi-Cal fraud protection, and (4) 1nfant botuhsm preven-
tion. o ‘

Analyst’s Comments. In addition to the programmatic effects identified
above and in Table 3, we note three major, fiscal effects of the reductions:

Federal Fund Interactions. The department’s allocation of the reductions will
result in a net loss of $4.5 million in federal funds, which reflects (1)
decreases of $9.3 million and (2) increases of $4.8 million. The decreases are
due primarily to the department’s proposal to reduce Medi-Cal-related
programs that are partially funded from federal funds. :

The increases are due primarily to the availability of additional federal
funds that were used to backfill General Fund reductions in the licensing
and certification area.

General Fund Revenue Effect The department also reduced funding for
programs that are initially funded by the General Fund, but where fee
revenues are ultimately used to repay the General Fund costs. The depart-
ment did not provide an estimate of the resulting revenue loss, but we
estimate that it could be at least in the several hundred thousand dollar
range. ,

Potential Cost Increases. The department indicates that its elimination of
contract negotiations for durable medical equipment and laboratory services
for the Medi-Cal Program will result in a loss of at least $3 million in
savings that could have been achieved through reduced rates. In addition,
the reduction of a program that is designed to protect against Medi-Cal
fraud may result in additional General Fund costs.

Summary As is true for other departments, the allocation of reductlons
among programs reflects the department’s priorities and not necessarily
those of the Legislature. This is because the reductions were originally
unallocated and the department was given flexibility to implement them
based on its own criteria. We discuss various issues related to unallocated
reductions further in our companion document, The 1992-93 Budget: Perspec-
tives and Issues.



Table 3

Department of Health Services

Allocation of Various Reductions in 1992-93’

(dollars in thousands)

Medi-Cal

1. Closure of four Medi-Cal field offices. and
consolidation of drug treatment authoriza-
tion request (TAR) units.

2. Redesign TAR review process and elimi-
nate second-level TAR review.

3. Consolidation of various Medi-Cal operation
functions.

4. Reduce Medi-Cal policy staffing.

5. Reduce in-house legal staff.

6. Eliminate second-level provider appeals.

7. Reduce fiscal intermediary management
staffing.

8. Do not negotiate contracts for durable medi-
cal equipment (DME) and laboratory servic-
es. :

$849

267

252

766

35

88
147

81

$2,969
1,071

527

1,597

140

350

588

162

71.5

23.0

15.5

43.2

4.0

11.0

17.0

4.0

Reduced access to on-site review staff for hospital
contractors. Delays in processing TARs.

Potential increases in utilization of services and
|1ch| assistance and in litigation to appeal denied
ARs.

Potential reduction in recoveries from third-party
payors.

Reduced ability to develop Medi-Cal ellglbmty and
benefit policy, as well as reimbursement rates for
services. Potential increase in eligibility errors,
overpayments for serwces, and federal fiscal sanc-
tions. .

Reduced ability to prosecute Medi-Cal provider
fraud cases and defend civil lawsuits filed against
the department.

Probable significant increase in court cases filed
against the department.

Reduced oversight of claims processing contracts.

Loss of savings of $3 m|II|on for laboratory servic-
es and unknown savings for DME.

092 wey
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- Reduce Medi-Cal and Dental-Cal pro- 50 201 6.0
curement staffing.
Subtotals, Medi-Cal Program ($2,535) ($7,605) (1 95.2)
Audits and Investigations ‘
1. Elimiriate certain drug utilization investiga- $814 $1,813 46.0
tions and reduce other investigations.
Subtotals, Audits and Investigations ($814) ($1,813)  (46.0)
Licensing and Certification
| 1. Focus on federal certification activities of $4,834 $360 -
medical facilities. Eliminate Department of
Justice (DOJ) services. .
Subtotals, Licensing and Certification ($4,834) ($360) —
Rural and Community Health
1. Eliminate public health monitoring -and as- $511 $511 12.0
~ sistance unit due to realignment.
2. " Reduce staff who provide health data and 339 339 11.5
analysis. Reduce staff in Office of State
Registrar, which provides copies of birth,
death, and marriage certificates.
3.- Reduce technical support and review for 583 583 14.0
primary care clinics and other providers. -
-Subtotals, Rural and Community Health ($1,433) ($1,433) (37.5)

Require ioans of staff in other areas for procure-
ment activities.

Decrease in PYs from 1991-92 base:® 16 percent.

Potential increases in proVider or recipient Medi-
Cal fraud. Closure of field offices.

Decreése in PYs from 1991-82 base:® 10 percent.

Most funds will be replaced by federal funds. Po-
tential proposal to eliminate certain state licensing
activities. Reduction in DOJ budget.

Decrease in PYs from 1991-92 base:®> None..

Reduced access to vital statistical information, po-
tentially resulting in up a three-month wait for cop-
ies of vital records. ~ o :

Elimination of on-site reviews of clinics that receive
state funding.

Decrease in PYs from 1991-92 base:® 15 percent.
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Family Health Services

1. Reduce staffing in the Child Health and $163
Disability and Prevention (CHDP) Program.

2. Reduce various consulting, training, sup- 448
port, and other activities.

$396
160

10.0

1.3

Subtotals, Family Health Services ($611)

Office of AIDS

1. Eliminate planning and training unit. Re- $1,056
duce staffing in education, prevention, pilot
care, and treatment services.

($556)

$1,104

(11.3)

25.0

Subtotals, Office of AIDS ($1,056)

Preventive Medical Services

1. Reduce state and contract staff for the $2,371
Califomnia Tumor Registry. Eliminate con-
tract for training new tumor registrants.
Eliminate certain cancer epidemiology stud-
ies positions.

2. Reduce the Infant Botulism Prevention 194
Program to two staff.

3. Eliminate contract funds for sexually trans- 246
mitted disease (STD) control activities in
four counties. Eliminate laboratory techni-
cg f.;support for state and local STD control
staff.- :

($1,104)

$2,371

194

246

(25.0)

5.0

5.0

25

Elimination of nutritional consultation and educa-
tional materials provided to the counties.

Most funds will be replaced by federal funds.

Decrease in PYs from 1991-92 base:® 3 percent.

Elimination of training on AIDS in the workplace,
and reduced surveillance and technical assistance
activities.

Decrease in PYs from 1991-92 base: 24 percent.

Elimination of collection of certain cervical cancer

data. Potential reduction in ability to maintain suffi-

cient quality control over certain types of data.

l;educed ability to track cancer epidemiological
ata.

092 wey
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Eliminate tachnical assistance and contract
monitoring oversight to 26 local public
health department contractors. Reduce

preventive medical services support staff.

Program to 13 counties.

Subtotals, Preventive Medical Services ($3,035)  ($3,035) (17.0)
Office of Drinking Water ,
1. Reduce staff who develop and enforce $522 $522 10.5
drinking water standards.
Subtotals, Office of Drinking Water ($522) ($522) (10.5)
Division of Laboratories
1. Reduce staffing in various laboratories, $2,819 $2,819 55.5
including air, industrial hygiene, food, drug,
sanitation, radiation, and viral disease labo-
ratories.
Subtotals, Division of Laboratories ($2,819) ($2,819) (55.5)
Environmental Health Division
1. Reduce radiologic health staff. $1,335 $1,335 19.0
2. Reduce food and drug testing staff. 1,458 1,458 29.0
3. Reduce staff in the vector control and 333 333 6.0
wastewater management programs. ,
4. Limit operation of Birth Defects Monitoring 3,050 3,050 —_

Decrease in PYs from 1991-92 base:® 13 percent.

Delayed adc:?tion of required drinking water
standards. Potential delay in health evaluations of
new drinking water contaminants.’

Decreass in PYs from 1991-92 base:® 10 percent.

Reduced ability to (a) provide laboratory services
for various environmental and public health pro-
grams and (b) regulate local clinical and public
health laboratories.

Decrease in PYs from 1991-92 base:® 10 percent.

Reduced inspection and certification of x-ray ma-
chines and operators.

Reduced testing and removal from sale of contami-
nated food, tableware, and medical devices and
state reviews of proposed new drugs.

Panupuod—s3JIAHAS HLTVIH 40 LN3INiHVd3a
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5. Reduce staff and contracts for various envi- 605 605 5.0

ronmental health studies.

Subtotals, Environmental jHeéIth Division ($6,781)  ($6,781) (59.0)

Environmental Health Hazards Assessment :
1. Reduce contracts and staffing in the health $732 $732 75

hazards assessment program.

Subtotals, Environmental Health Hazards ($732) ($732) (7.5)

duce staffing in civil rights and legal servic-
es offices. ’
2. Eliminate recruitment unit and departmental 2,958 4,567 49.1
word processing center. Reduce staff in
accounting, budgets, and contracts man-
agement. . ‘

3. Implement 5 pércent salary roll-back for 1,251 2,084 —

Assessment
Administration . ’
1. Eliminate quality improvement office. Re- $440 $923 16.0

DHS managers and supervisors.

Subtotals, Administratign ($4,649) ‘ ($7,574) (65.1)

TOTALS $20,821  $34334 5206

(3) the reductions made through Budget Letter 91-24, in lieu of the price increase reductions.

Budget Act (most notably changes resutting from Proposition 99

* These reductions are 51) the 1991:92 WﬁEgtetr-related' reductions, (2) the reductions made by Control Sections 1.20 and 3.90 of the 1991 Budget Act, and
e - H

® The percentage change in PYs is calculated using the 1991 Budi;et Act as the base. Thus, changes that occurred since the enactment of the 1991
egislation and the establishment of the Cal-EPA) or that may occur by June 30, 1992

Decrease in PYs from 1991-92 base:® 16 percent.

Reduced support of various environmental, toxics,
food, and drinking water programs.

Decrease in PYs from 1991-92 base:” 4 percent.

Potential delays in discrimination complaint re-
sponses, civil rights compliance reviews, and vari-
ous required hearings. - .
Potential reduction in ability to recruit and retain
staff, particularly ethnic minorities. Potential delays
in processing departmental contracts.

Decrease in PYs from 1991-92 base:® 8 percent.

Decrease in PYs from 1991-92 base:® 10:percent.

would change the percentages shown here.

092y wey|
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Public Health

MAJOR ISSUES

> Redlignment. The 1991 realignment legislation signifi-
cantly altered the structure of public and indigent
health programs in California. We discuss realignment
issues in our companion document, The 1992-93 Bud-
- get: Perspectives and Issues.

» Proposition 99. The administration proposes to eliminate
an anti-smoking media campaign. If the Legislature
wishes to restore funding for this program, it will have to
reduce other health education programs or identify
different funding sources for Medi-Cal perinatal servic-
es.

> Maternal and Child Health. The department will present
its findings on restructuring maternal and child heailth
programs this spring, pursuant to Ch 278/91 (AB 99,
Isenberg). The department should also provide informa-
tion on how it plans to integrate the proposed Check-
Up Program (which would provide health insurance to
children) with existing programs.

> Childhood and Occupational Lead Programs. The
administration will implement childhood and occupa- |
tional lead polsoning prevention programs in 1992-93,
pursuant to legislation and a lawsuit settlement. The
department should identify strategies for monitoring the
effectiveness of these programs and pursue available
~ federal funding to offset case management costs.

The Public Heéalth Program provides state support for California’s
preventive health programs. To administer these programs, the department
has established seven units with the following responsibilities:
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1. The Rural and Community Health Division distributes funds to local
health agencies, county hospitals, clinics, and indigent care programs.

2. The Office of AIDS is responsible for providing, contracting for, and
coordmatmg services related to the AIDS epidemic and human 1mmunodef1-
ciency virus (HIV).

3. The Family Health Services Division addresses the special needs of
women and children.

4. The Preventive Medical Services leszon is responsxble for mfectlous and
chronic disease programs.

5. The Laboratory Services Division maintains two state laboratones and
regulates other public and private laboratories.

6. The Environmental Health Division operates programs to control
environmental hazards.

7. The Office of Drinking Water regulates public water systems in the state.

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

Budget Proposal

Department Support The budget proposes $313.7 million for department
support attributable to public health programs in 1992-93. (This amount
includes $111 million in funding for special projects.) The request is
$12.4 million, or 4.1 percent, more than estimated current-year expenditures
for department support. Table 4 displays staffing and operating support for
each pubhc health program in the past, current, and budget years.
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Table 4

Department of Health Services
Public Health Support

Budget Summary — All Funds
1990-91 through 1992-93

(dollars in thousands)

P S
Expenditures ’ S
Data collection and statistics $10,331 $8,738 $8,437 -3.4%
Environmental heaith L v
Food and drug : $11,830 $12,791 $12,135 -5.1%
Radiologic health . 6,993 7,270 7,377 15
Drinking water - - 10,034 13,478 ' 18,286 35.7
Environmental management 12,095 15,972 16,978 6.3
Special projects . (3,412) (8,851) (8,109) (-8.4)
Subtotals, environmental health ($40,952) ($49,511) ($54,776) (10.6%)
Public health services
AIDS $20,548 $37,421 $32,008 -14.5%
Occupational health ) 1,917 2,156 3,136 455
~ Chronic diseases ‘ 20,563 37,724 39,850 5.6
Infectious diseases v 23,352 53,002 57,451 84
~ Epidemiological studies . ' 10,014 7,676 8,186 6.6
Health risk assessment 23,744 18,682 17,005 -9.0
Special projects ) (26,502)  (99,475) (100,533) (1.1)
Subtotals, public health services ($100,138) ($156,661) ($157,636) (0.6%)
Rural and community health
Primary health care $7,251 $6,133 $7,236 18.0%
County health services® 8,158 7,891 5,086 -35.5
Special projects — — (1,538) —
Subtotals, rural and
community health ($15,409) ($14,024) ($12,322) (-12.1%)
Continued
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_ ...

Family health services
California children’s services $4,202 $5,743 $5,962 3.8%
Maternal and child health 5,215 6,160 6,389 3.7
Genetic disease testing 34,003 42,479 49,910 175
Women, infants, and children (WIC)b 193,580 13,341 13,597 1.9
Child health and disability prevention 2,439 2,448 2,454 0.2
Family planning services 1,676 2,174 2,201 1.2
Special projects ‘ . _(193,580) (2,388) (605) 0.7)

Subtotals, family health services _($241,115) ($72,345) ($80,513)  (11.3%))

Totals $407,945 $301,279 - $313,684 4.1%

® This includes the Local Health Services Program, which was “realigned” in 1991-92 and is discussed
later in this analysis (also see Table 7).

® In 1980-91, WIC local assistance funds were scheduled in support. | For information on WIC local
assistance funds in 1991-92 and 1992-93, see Table 5 (Public Health Local Assistance).

The major increases proposed in the support budget would be used to:

* Provide Triple Marker Screening for the detection of Down'’s syndrome
through the Genetic Disease Testing Program ($5.5 million, Genetic
Disease Testing Fund).

* Regulate small water systems as required by Ch 1158/91 (AB 2158,
Bentley) ($7.8 million, Small Water System Account).

Generally, the decreases in the support budget are due to the elimination
of limited-term positions and one-time funds that are available in the current
year due to legislation and reappropriations.

Local Assistance. The budget proposes $1 billion (all funds) in local
assistance for public health services in 1991-92. This represents a decrease of
$31.4 million, or 2.9 percent, below estimated current-year expenditures.
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Table 5 presents local assistance expendltures, by program, for 1990-91

through 1992-93.

Department of Health Services
Public Health Local Assistance
Expenditures and Funding Sources

1990-91 through 1992-93

(dollars in thousands). -

Expenditures .
Public and environmental health
Office of AIDS
Vital Records Improvement Project
.Epidemiological studies
Chronic diseases

infectious diseases
Subtotals

Health care services
Family health .
Family planning
Maternal and child health
.Genetically handicapped persons
California children’s services®

" Child health and disability
prevention

Genetic disease prevention
Women, infants, and children®
Subtotals, family health

Rural and community health
Primary health care services
County health services®

California Healthcare for
Indigents Program

Subtotals, rural and
community health
Subtotals, health care services
Totals

$45911  $53280  $49,280 7.5%
‘ — . 800 300 . —
o= . — .. 2815 -8
106,011 42,010 40573 . -34
11,129 5,217 4,975 -4.6

($163,051) ($100,807) ($97,943)  (-2.8%)

$35,411 $62,935 $67,946 8.0%

27,149 - 26,224 24,517 -6.5
11,261 11,932 12,739 6.8

81,533 61,668 66,947 8.6

62,672 - 47,485 69,098 202
1,670 —_ —_ -
— 322,293 322,293 and

($209,696) ($542,537) ($563,540) (3.9%)

$41,401 $25,478 $23,682 -7.0%
1,037,302 184,955 159,284 -13.9

315,854 215,089 193,030 -10.3

$1,604,253) ($968,059) ($939,536 (-2.9%

($1,394,557) ($425,522) ($375,996)  (-11.6%)

$1,767,304 $1,608,866 $1,037,479 -2.9%

Continued
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General Fund $1,025969 $280,317 $289,544 3.3%

State Legalization Impact Assistance 228,176 35,506 4,700 -86.8
Grant zSLIAG)

Federal funds (except SLIAG) 31,196 247,820 246,113 -0.7

Cigarette and Tobacco Products 478,088 307,460 290,256 -5.6

urlax Fund / ) ]

County Medical Services , 2,404 88,793 94,646 6.6
Program Account . :

Childhood lead poisoning - —_— 2,815 -_

Other slate funds ’ 471 300 300 -_

Reimbursements and repayments 1,000 108,670 109,105 0.4

* Not a meaningful figure.

® Reflects "realignment* of the AB 8, Medically Indigent Services, County Medical Services, and
ggg{or_r;;a Children’s Services Programs in 1991-92, which is discussed later in this analysis (also see

8 7).
¢ See Table 4.

Table 6 reflects proposed budget changes affecting local assistance
expenditures in 1992-93.

The changes proposed in 1992-93 for local assistance are primarily due to:
¢ An increase of $39.2 million for various caseload adjustments.

e A decrease of $31.9 million in Cigarette and Tobacco Products Surtax
(C&T) Fund monies for various health-related programs, due primarily
to projected declines in C&T resources in the budget year.

® A decrease of $30.8 million in State'Legalizatioh Impact Assistance
Grant (SLIAG) funds for various health services to newly legalized
persons.

* A decrease of $16.9 million from the General Fund to reflect the
elimination of one-time costs for the Medically Indigent Services
Program.
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Department of Health Services
Public Health Local Assistance
Proposed 1992-93 Budget Changes
(dollars in thousands)
1991-92 Expenditures (Budget Act) $246,764 — $930,101
Baseline adjustments ‘
Various Cigl arette and Tobacco Products — $339,619 339,619
Surtax (C&T) Fund changes
Control Section 23.50 — IRCA and SLIAG _— _ -205,134
reduction -
C&T ad;ustment, pending legislation ’ T e— -20,800 -20,800
AIDS HIV testing 4,000 — 4,000
Subtotals - - ($4,000) ($318,819) ($118,485)
Caseload adjustments
California Children’s Services (CCS) Program -$748 — - -$558
Genetically Handicapped Persons i -477
Program (GHPP) -358 —_
* Child Health and Disability Prevention -9,809
(CHDP). Program 1,631 -$11,440
County Medical Services Program (CMSP) 29,028 81 31,124
Subtotals ($29,553)  (-$11,359) ($20,280)
1992-93 Expenditures (revised) o $280,317 $307,460 $1,068,866
- Continued
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Caseload adjustments :
CCS Program $4,829 —_ " $5,259
GHPP 802 - 807
CHDP Program 2,804 $8,809 11,613
CMSP , 15,692 - 21,537
Subtotals ($24,127)  ($8,801)  ($39,216)
Program change proposals ) _
Family planning rate increase $6,000 - - — $6,000
Increase childhood lead poisoning services _ _— 2,815
Reduce C&T appropriation, Ch 278/91 : — -$31,870 = - -31,870
(AB 99, Isenbaerg) :
CA&T adjustiment, pending legisiation — 5,866 5,866
Eliminate various one-time costs — -1 -1,708
Eliminate expenditures for newly ) —_— — -30,806
legalized persons
Eliminate one-time Medically Indigent -16,900 — -16,900
Services Program costs
Eliminate one-time AIDS HIV testing funds -4,000 — -4,000
Subtotals (-$14,900)  (-$26,005)  (-$70,603)
1992-93 Expenditures (proposed) $289,544 $290,256 $1,037,479
Change from 1991-92 (revised) ' '
Amount $9,227 -$17,204 -$31,387
Percent 3.3% -5.6% -2.9%

RURAL AND COMMUNITY HEALTH

The budget proposes $353.5 million (all state-allocated funds) for county
health services in 1992-93. This is a decrease of $47.8 million, or 12 percent,
below estimated expenditures in the current year. Table 7 presents county
health services expenditures for 1990-91 through 1992-93. '

The changes proposed for county health services are primarily due to:

® A decrease of $22.1 million in C&T Fund monies for the California
Healthcare for Indigents Program (CHIP). This reduction is primarily
due to projected declines in C&T resources available in the budget
year.

° A decrease of $29.6 million in SLIAG funds for public health services
to newly legalized persons. (We discuss various SLIAG issues later in
our analysis of Control Section 23.50.)

* Anincrease of $15.7 million (General Fund) for County Medical Servic-
es Program (CMSP) caseload growth, which we discuss below.
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Department of Health Services

County Health Services

Expenditures and Funding Sources

1990-91 through 1992-93

(dollars in thousands)

Expenditures '

Medically Indi?ent Services General
Program (MISP) SLIAG
County Medical Services General
Program (CMSP) C&T

SLIAG
CMSP
County health services (AB 8)  General
CHS
Public health subvention General
SLIAG
Federal
County health services,
managed counties C&T
California Healthcare for
Indigents Program C&T
Children’s hospitals C&T
Subtotals

Realignment revenues available
for county health services
programs i LRF

Statutory county match
expenditures —_

Totals

General Fund
Local Revenue Fund

Cigarette and Tobacco Products
urtax (C&T) Fund

State Legalization Impact
Assistance Grant (SLIAG)
Fund

Federal funds
County funds
Other

$248,107  $16,900 — -100.0%
180,323 — - =
86,357 29,028 = $44,720 54.1
16,460 13,423 12,836 -4.4

4,360 4,360 4360 —
2,404 6,739 7,009 4.0
471,518 - - -
471 — -
735 708 708 —
26,047 29,595 — -100.0
520 585 585  —
— 1,563 1429 -86
315,854 215089 193,030 -10.3
1,896 1,343 1223 -89
$1,355,062 $401,387  $353,537 -11.9%
— $872,829 $979,658 12.2%

$326,769 343,309 343309

$326,769 $1,216,138 $1,322,967  8.8%

$806,717  $46,636  $45428  -2.6%
— 872829 979658 122
334210 231,418 208518 -9.9
210,730 33,955 4,360 -87.2
520 585 585 « —
326,769 343,309 343309 —
2875 6,739 7,009 4.0
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CMSP Funding to Increase by 29.Percent

We‘ withho_ld récommendation on $68:9 million from various funds
($44.7 million General Fund) for the CMSP, pending review of detailed
information recently submitted by the department.

The budget proposes $68.9 million from various funds (including
$44.7 million from the General Fund) for the CMSP in 1992-93. Expenditures
for the CMSP from all state-allocated funds in 1992-93 are estimated to be
$15.4 million, or 28.7 percent, higher than current-year expenditures. (In
addition, the budget anticipates that counties will spend $86.6 million for the
program.) ‘ ' f

Under the CMSP, smaller counties provide indigent patient care to
persons not eligible for the state Medi-Cal Program. The realignment legisla-
tion enacted in the current year transferred responsibility for the CMSP from
the state to the counties, but provided that the state would fund program
costs that exceed the growth in revenues to the Local Revenue Fund, which
was created by the legislation to support county costs. (For further
discussion of program realignment issues, please see our companion docu-
ment, The 1992-93 Budget: Perspectives and Issues.) ' -

_ During hearings on the realignment legislation last spring, we indicated
that some General Fund amount (possibly in the millions of dollars) would
be required for the program. Our comments were based on recent funding
patterns for the program and the projected growth rate for realignment
revenues. At that time, however, no information was provided by the
department to suggest that the potential General Fund amount that would
be necessary to support the program would be of the magnitude —
$44.7 million — that the budget now proposes. : R

At the time this analysis was prepared, we had just received detailed
information from the department on the reasons for the proposed increase.
We withhold recommendation on funding for the CMSP pending review of
this information. ; :

Rural and Community Health Administration Costs

We withhold recommendation on $2 million from the General Fund for
the administration costs of various rural and community health programs,
including various programs that were “realigned” in the current year,
pending additional information that will be available this spring.

The budget proposes $2 million from the General Fund for the adminis-
tration of various rural and community health programs, including the
Medically Indigent Services Program (MISP), the CMSP, and the AB 8
County Health Program, which were “realigned” in the current year. ' The
department indicates that additional information will be available this spring
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on the workload changes related to rural and community health administra-
tion that (1) have occurred due to program realignment and (2) may occur
due to a pending “recodification” of various health statutes. Accordingly, we
withhold recommendation on the proposed funding from the General Fund
for rural and community health administration activities, pending receipt of
this additional information.

OFFICE OF AIDS

As of January 1, 1992, almost 38,660 Californians have been diagnoséd
with clinical AIDS and almost 26,362 have died. This is 6,660, or 20 percent,
more diagnosed cases than had been diagnosed one year ago. While the
exact number of Californians infected with human immunodeficiency virus
(HIV) — the virus that causes AIDS — is unknown, estimates from the DHS
indicate that between 100,000 and 150,000 additional individuals may be
infected.

The Office of AIDS funds education and prevention programs, conducts
pilot projects, administers testing and counseling assistance, coordinates the
activities of different state agencies, and promotes AIDS vaccine research and
development. Table 8 displays expenditures from all funds in the past,
current, and budget years.

Table 8

Department of Health Services
Office of AIDS

Expenditures and Funding Sources
1991-92 through 1992-93

(dollars in thousands)

Expenditures
Department support
Office of AIDS program support $5,275 $4,795 $4,789 -0.1%
AIDS vaccine research and
development fund 1,300 498 — -100.0
Rqaf) ropriation of vaccine clinical
trial funds ‘ 1,000 1,000 — -100.0
‘Federal AIDS program support® 229 431 464 7.7
Subtotals, department support ($7,804) ($6,724) ($5.253) . (-21.9%)
‘ Continued
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Special projects — federally funded » ) .
Ryan White Care Act consortia - — $9,093 $15,500 . 70.5%

Home- and community-based :

HIV services — 9,137 — -100.0
Surveillance and seroprevalence $3,318 3,957 3,673 72
Confidential testing and counseling :

information and education 5,334 7,250 6,757 -6.8
Alternative treatment 4,092 —_— — —_
Virology and epidemiology —_— 800 825 3.1
Viral antigens vaccines studies — 460 —_ -100.0

Subtotals, special projects ($12,744)  ($30,697) ($26,755)  (-12.8%)
Totals, department support - $20,548 $37,421 $32,008 -14.5%

including special projects
Local assistance :

Education and prevention $16,079 $15,134 $15,134 —

- Block grants to counties 5,566 5,298 5,298 _—
Epidemiological study 1,175 1,097 1,097 —_
Confidential testing and. education 2,217 3,204 2,104 -34.3%
Anonymous testing at alternative sites 5,156 8,076 5,176 -35.9
California Children’s Services 947 1,052 1,052 —
Pilot care ) ‘

Home- and community-based care 6,912 6,642 6,451 29 .

Adult day health care 200 (191) 191 —
Early intervention projects 2,414 2,582 2,582 —
AIDS drug subsidy program® 4,286 9,100 9,100 =
Residential AIDS shelters 768 661 661 —_
AIDS Medi-Cal waiver® 191 434 434 —

Subtotals, local assistance ($45,911) ~ ($53,280) ($49,280) (-7.5%)
Totals, all funds (excluding $53,715 $60,004 $54,533 -9.1%
special projects)
Totals, all funds $66,459°  $90,701 $81,288 -10.4%

General Fund
Support ‘ $6,275 $5,795 $4,789 -17.4%
Local assistance 45,911 53,280 49,280 -7.5

Federal funds 12,973 31,128 27,219 -12.6

AIDS Vaccine Research and
Development Fund 1,300 498 — -100.0

* For AIDS Medi-Cal waiver program.

® Figures match the accrual accounting figures shown in the Govemor's Budget. The department also
estimates that (on a cash accounting basis) an additional $8.7 million was spent in 1990-91. Figures
for 1991-92 and 1992-93 are estimates and subject to change. o

¢ State funding only. Additional federal funding is Included within the *Ryan White Care Act consortia®
special project funds shown above.

9 State funding only. Additional federal funding is included under Medi-Cal.
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'Budget Requesf

"The budget proposes expendltures of $54.5 million ($54.1 million from the-

‘General Fund), excluding federal special projects, in 1992-93 for the Office

of AIDS. This is a decrease of $5.5 million, or 9.1 percent; below estimated

spending levels in the current year.

The $5.5 mllhon decrease is due to:

° The elimination of $4 million in one-time funds prowded in the
current year to meet estimated increases in demand for HIV testing
at alternative and confidential test sites.

o The elimination of $1.5 million in reappropriations of various one-time

AIDS vaccine research and clinical trial funds.

In addition, the budget proposes $26.8 million in federal special project
funds. This is a decrease of $3.9 million, or 13 percent, below estimated
current-year expenditures. The department advises that it is not able to
estimate the amount of federal funding that actually will be available in the
budget year. This is because of the uncertainty of the level of AIDS funding
that will be available in the federal fiscal year beginning on October 1, 1992,

Expanded AIDS Drug Subsidy Program —

Detailed Informahon Not Avallable

We find that the proposed use of General Fund monies to ‘increase the
number of drugs provided through the AIDS drug subsidy program is
consistent with previous legislative intent. We withhold recommendation
on the actual amount proposed (35 million from the General Fund), however,
pending recetpt of addttzonal mformatton on the estimated costs of the
drugs. - :

The budget proposes to fund the AIDS drug subsidy program at
$14.3 million ($9.1 million General Fund and $5.2 million from various

federal funds). The General Fund amount includes $5 million that was

provided in the current year to backfill a one-time decline in federal funding

for the program.

The budget proposes to expand the number of drugs provided through
the program, which provides full or partial subsidies of drugs for low-
income persons infected with HIV who are not eligible for Medi-Cal. Prior
to November 1991, the AIDS drug subsidy program provided two drugs —

-azidothymidine (AZT) and aerosolized pentamidine. In November the

department announced an expansion of the program, which will add 11 new
drugs over a period of six months. (The new drugs include the antiviral
Didanosine, or ddI, which was recently approved by the federal Food and
Drug Administration.)
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According to the department, the expansion would be funded within
existing resources during the current year. The DHS indicates that program
expansion within existing resources is possible because of (1) reductions in
the costs of AZT and aerosolized pentadimine, (2) reductions in the
payments made to those counties which administer the program locally, due
to tighter departmental review of reimbursement claims, and (3) a minor
reduction in program enrollment. '

The proposed expansion of the program is consistent with the
Legislature’s intent; and, therefore, we recommend approval of the program
expansion.

The department has not provided, however, enough information to deter-
mine whether $5 million is the actual amount needed to add 11 new drugs
to the program. Specifically, it is not clear what the budget-year costs will
be for the 11 new drugs. Accordingly, we withhold recommendation on the
proposed $5 million, pending receipt of additional cost information from the
department.

FAMILY HEALTH

Family Planning: Current-Year Rate
Increase Has Budget-Year Consequences

We make no recommendation on the proposed $6 million General Fund
augmentation to continue a rate increase the department granted to family
planning providers during the current year because (1) this is a policy
decision for the Legislature based on its priorities and (2) we have no
analytical basis to determine whether the proposed funding level is needed
to accomplish the administration’s stated objectives. :

The budget proposes $70.2 million from the General Fund for family
planning services in 1992-93. This amount consists of $2.2 million in support
of the Office of Family Planning and $67.9 million for contracts with local
agencies. Under these contracts, agencies provide clinical services primarily
related to contraceptives and/or information and education.

Budget Reflects $6 Million Augmentation to Continue a Current-Year
Rate Increase. The budget request of $67.9 million for local agency contracts
reflects an increase of $6 million, or 10 percent, over estimated General Fund
expenditures for local agency contracts in 1991-92. The proposed augmenta-
tion is to continue a 32 percent increase in reimbursements rates that the
department granted in the current year for providers of family planning
services. (Roughly 124 providers received state family planning contracts in
the current year.) Under the rates proposed for continuation in 1992-93,
providers would be reimbursed at rates equal to 85 percent of Medi-Cal
reimbursement rates for comparable family planning services. :
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- The department reports that it provided the rate increase in the current
year by redirecting local assistance funds. The department indicates that
these funds were. available due to delays in implementing the
administration’s 1991 Teen Pregnancy Initiative and its proposal to provide
the Norplant contraceptive device as an optional service in the program.
Accordingly, the department was able to offset the $4 million current-year
cost for the rate increase without reducing services. Because the current-year
costs were funded through one-time savings, however, the department
indicates it will require an additional $6 million (full-year effect) to continue
for 1992-93 the higher reimbursement rate and current-year service levels.

Department’s Rationale and Analyst’s Comments. The department reports
that, prior to the rate increase it granted in the current year, providers of
-family planning services were reimbursed at rates that were less than 50
percent of the actual cost of providing family planning services. In 1989-90,
according to the department, two providers indicated that they dropped out
of the program because they could no longer afford to provide services at
the rates then paid by the state. In addition, the department indicates that 37
providers stated they would not accept funds approved for 1991-92 for
service expansion unless they were paid at rates that more completely reim-
bursed service costs.

We do not dispute that rates for family planning services were low prior
to the current-year increase granted by the department. In addition, the prior
rate level may have presented difficulties for the department as it attempted
to achieve the Legislature’s objective of expanding family planning services
during the current year. We note, however, that although the 1991 Budget
Act directed the department to redistribute any unspent funds to family
planning contract agencies, it is not clear that the Legislature intended to
authorize an ongoing rate increase through this provision.

We are concerned that the department provided the rate increase without
clear legislative direction, and that it did so from one-time funds, thereby
requiring the Legislature either to approve a significant General Fund
augmentation, or to implement service reductions or a rate rollback in 1992-
93. In addition, the proposed increase, according to the department, is not
intended to expand services, but to “maintain the infrastructure” of service
providers for 1992-93. We have no analytical basis to. determine what
reimbursement rate level would be needed to accomplish this for 1992-93.

Thus, the proposed $6 million presents the Legislature with a policy
choice of continuing the provider rate increase or funding other legislative
priorities. Because the Legislature’s intent with regard to this proposal is
unclear, and because we have no analytical basis to determine whether the
proposed funding level is needed to accomplish the administration’s stated
objectives, we make no recommendation on the department’s proposal.
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Additional Maternal and Child Health
Information Available This Spring”

We recommend that the department report at budget hearings on its
findings regarding the potential restructuring of maternal and child health
programs, including plans for integrating the Check-Up Program with
existing programs. :

Chapter 278, Statutes of 1991 (AB 99, Isenberg), declared that by July 1,
1992, there should be in place a complete consolidated program of perinatal
care for women and their children. In order to achieve this consolidation, the
department was required to report to the Legislature by January 31, 1992 on
restructuring the existing health programs that serve women and children.
Chapter 278 further required that the department’s report:

* Make recommendations on how to assure coordination of services to
promote measurable improvements in health outcomes.

* Identify programs appropriate for consolidation to promote the
efficient and cost-effective delivery of maternal and child health
services. : : ~

* Include information on clinical services, preventive and primary care,
case management, outreach, immunizations, nutrition, and perinatal
substance abuse services.

At the time this analysis was prepared, (1) various advisory groups
convened by the department had been meeting for several months and were
developing recommendations and (2) the department had submitted a brief
status report on the process it is using to complete the report. The depart-
ment indicates that additional information will be available this spring.

Recommendation. We believe that the department’s findings will assist the
Legislature in its budget deliberations on maternal and child health
programs, and recommend that the department report at budget hearings on
its findings. As we note later in our analysis of the Medi-Cal Program, the
department proposes $20 million for a new health insurance program for
children (the Check-Up Program). To assist the Legislature in its review of
the program proposal, we further recommend that the department report at
budget hearings on its plans for integrating the Check-Up Program with the
Medi-Cal Program and other existing maternal and child health programs.

Impact of Realignment on Caiifornia Children’s
Services (CCS) Program: Too Soon to Tell

The CCS Program provides medical diagnosis, treatment, and therapy to
financially eligible children with specific handicapping conditions. The
program is operated jointly by the state and the counties. Medi-Cal pays for
services provided to children who are also eligible for Medi-Cal.
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Budget Proposal. The department proposes $56.7 million (General Fund)
for local assistance in the CCS Program during 1992-93. This is $4.8 million,
or 9.3 percent, more than estimated General Fund expenditures for CCS local
assistance in the current year. The increase is primarily due to caseload,
treatment, and therapy cost increases.

Chapter 611, Statutes of 1991 (AB 1491, Bronzan), requires our office to
report to the Legislature on the impact of (1) program realignment changes
on the CCS Program and (2) related changes in eligibility and services for
children who are not eligible for benefits under the Medi-Cal Program.

Chapter 611 and related legislation (1) increased the county share of CCS
local assistance costs from roughly 25 percent to 50 percent beginning in
1991-92 and (2) established a new method of funding county administration
costs beginning in 1992-93 that will provide incentives for case management
and collection of various funds that may be used to support some CCS
eligibles. '

During the course of our field visits to counties and hospitals this fall, it
became clear that it is too soon to tell what the impact of realignment will
be on the CCS Program. In fact, various counties indicated that they do not
anticipate any changes to the program in the current year. We will report to
the Legislature as appropriate in the future on this issue. (We discuss
program realignment issues further in our companion document, The 1992-93
Budget: Perspectives and Issues.) '

ENVIRONMENTAL HEALTH, PREVENTIVE MEDICAL SERVICES,
AND OFFICE OF DRINKING WATER

Occupdtional and Childhood Lead Initiative

We find that the administration’s proposal has considerable merit. We
recommend (1) that the department report at budget hearings on a number
of implementation issues and (2) a reduction of $500,000 in the amount
budgeted for case management services due to the availability of federal
funds. (Reduce Item 4260-111-080 by $500,000 and increase Item 4260-101-890
by $500,000.)

Budget Proposal. The budget proposes $1.2 million (various funds) to
implement the Occupational Lead Foisoning Prevention Program (OLPPP)
established by Ch 798/91 (SB 240, Torres) and $9.5 million to implement the
Childhood Lead Poisoning Prevention Program (CLPPP) established by Ch
799/91 (AB 2038, Connelly). The proposal also would continue funding for
various childhood lead poisoning prevention activities initiated in the current
year as part of the department’s settlement of Matthews, et al. v. Coye.
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Under the administration’s proposal:

* The occupational health program would expand monitoring, investiga-
tion, and work-site education and prevention activities related to
occupational lead poisoning cases, as required by. Chapter 798.

® Several programs administered by the Department of Health Sérvices
and the counties would provide monitoring, investigation, screening,
case management, and treatment of childhood lead poisoning cases.
The treatment component was required by the terms of the
department’s settlement of Matthews, et al. v.”Coye. The remaining
components were required by Chapter 799. . RO

There are three funding sources proposed for suprrt of theSe Aéﬁvities:
(1) the General Fund, (2) fee revenues imposed on industries involved in the
handling or manufacturing of lead-carrying materials; and (3) county funds.

Table 9 shows the various components of the programs, proposed new
positions and expenditures, and their funding sources. RENEE

Background. Occupational lead poisoning generally occurs when workers
in certain industries are exposed at the work site to lead compounds and
ingest or inhale them. Childhood lead poisoning generally occurs more
~commonly from ingesting dust in older homes painted with lead paint or as
a result of “take-home” exposure — that is, ingesting or inhaling lead
particles from the clothing of a parent. R NS :

Children are most at risk of lead poisoning, and the effects of lead
exposure on children can be both permanent and severe. According to the
department, a variety of studies since 1987 have identified significant
percentages of children in certain urban areas of California with blood lead
levels that are high enough to result in adverse health effects. Our field visits
indicate that a number of children in rural areas may also be affected.

. Analyst’s Comments and Recommendations. We have 'rév‘iewe‘d‘ the
administration’s proposals to implement Chapters 798 and 799, and the
settlement of the lawsuit, and find that the proposals have considerable
merit. ‘ ' 7
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Table 9 ‘

1992-93

Department of Health Services
Components of Occupational and Childhood
Lead Poisoning Prevention Programs

(dollars in thousands)

Occupational Program

Public and environmental
health :

Occupational health $1,180 14.5 OLPPA, - Monitor and investi-
General Fund gate occupational
lead poisoning cases;
~ work-site education
‘ and prevention
Totals, state $1,180 145
operations
Childhood Program
Public and environmental Monitor and investi-
health » . gate childhood lead
poisoning cases;
Epidemiological studies $4,553 17.5 CLPPF clinician education;
: case management
State operations - (1,738)
Local assistance (2,815) .
Health risk assessment 62 1 CLPPF
| Child Health and 4,577 2 Testing and treatment
Disability Prevention i of childhood lead
: : . poisoning cases
State operations (142) (2) CLPPF
Local assistance (4,435) General Fund
California Children’'s 315 General Fund Treatment of handi-
Services and county  capping conditions
funds
Subtotals, state $1,942 20.5
operations
Subtotals, local 7,565 -—
assistance
Totals $9,507 23.5

OLPPA — Occupational Lead Poisoning Prevention Account
CLPPF — Childhood Lead Poisoning Prevention Fund
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To achieve budgetary savings, and to assist the Legislature in its oversight
capacity, we make the following specific findings and recommendations:

* Proposal Does Not Recognize Available Matching Funds. The budget
- proposes $2.8 million to fund case management activities and environ-
mental assessments. Under the federal Early and Periodic Screening,
Diagnosis, and Treatment (EPSDT) Program, administered in California
by the Child Health and Disability Prevention (CHDP) Program, 50
percent of expenditures for case management services for Medi-Cal
eligible children may be offset with federal matching funds. The
proposal does not reflect the availability of these funds.

The department estimates that at least 60 percent of the children served
will be Medi-Cal eligible. Accordingly, we recommend a General Fund

- reduction of $500,000 in the amount proposed for case management
services to be offset by an increase of a like amount of federal funds.
Wealso find that the Legislature has a couple of options for redirecting
these funds within the CLPPP if it should choose to do so. We discuss
these options later in this analysis.

* Fee Collections for OLPPP in Excess of the Budgeted Amounts are
Likely. The department projected fee revenue collections to support the
OLPPP for 1992-93 based on the assumption that approximately 8,000
firms would be required to pay fees under the legislation. Based on
additional information, however, the department indicates that
approximately 10,000 firms will be required to pay the fee. This means
that the budget’s estimated fee revenues may be understated by about
$600,000 annually. .

' ® The Department Needs to Develop a Fee Schedule for the CLPPP. The
legislation authorizing the CLPPP requires the department to develop
a fee schedule during 1992-93 and to begin assessing the fees in April
1993. To meet the proposed expenditures for the budget year (which
are funded initially through a General Fund loan), the department will
need revenues of about $5.5 million.

* The Proposed Education and Outreach Programs May Not Reach
Many “At-Risk” Children. The proposal’s education and outreach
activities regarding childhood lead poisoning are directed at CHDP
providers and county health departments. We believe this approach is
appropriate since, as the department indicates, its first task is to
educate providers regarding the identification of children most “at
risk” of blood lead poisoning.

- However, we believe the approach may miss a number of children at
risk for lead exposure. This is because the proposed outreach effort
does not go beyond the provider “network,” such as to community
centers in neighborhoods that are most likely to have a high incidence
of exposure. Accordingly, one option for a redirection of the funds
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* freed up by the recommended reduction discussed above would be to

__target certain neighborhoods with educational outreach campaigns. We
‘recommend that the department report at budget hearings on a
_strategy for doing this. : . -

o - Prevalence Studies Would Assist the Legislature and the Department
in Evaluating the Success of the Programs. A second potential area for
funding redirections would be to support prevalence studies. Because
the effects of early blood poisoning are not observable, and frequently
go unrecognized, it is difficult to identify areas where efforts may be
falling short.

Periodic prevalence studies would assist both the department and the

Legislature in evaluating the program’s effectiveness. We recommend
* that the department report at budget hearings on how it plans to

evaluate the program, including the criteria it plans to use and the
- option of using prevalence studies. :

Summary. For the reasons discussed above, we recommend (1) a General
Fund reduction of $500,000 in the amount proposed for case management
services due to the availability of federal funds and (2) that the department
report ‘at'budget hearings on a variety of implementation issues. (Reduce
Ttem 4260-111-080 by $500,000 and increase Item 4260-101-890 by $500,000.)

Proposed Elimination of Proposition 99 Funds

If the Legislature wishes to restore funding for the DHS-administered
anti-smoking media campaign from Proposition 99 funds, it must reduce
other health education programs or identify a different funding source for
Medi-Cal perinatal services. '

- The budget proposes to eliminate the DHS-administered anti-smoking
media campaign funded from the Health Education Account (HEA) of the
Cigarette and Tobacco Products Surtax Fund (Proposition'99 funds). Chapter
278, Statutes of 1991 (AB 99, Isenberg), which reauthorized various Proposi-
tion 99 funded programs, allocated $16 million to the program in the current
year. Proposition 99 specifies that HEA funds shall be available only for
programs for the prevention and reduction of tobacco use, primarily among
children, through school and community health education programs.

Budget Proposal. Table 10 shows that resources available for the HEA will
decrease from $155 million in 1991-92 to $116 million in 1992-93, which
represents a $39 million, or 25 percent, decrease. This decrease reflects
reductions of (1) $34 million in one-time carry-over funds that were available
in the current year and (2) $5 million in tobacco tax revenues and interest
earnings.



Item 4260 HEALTH AND SOCIAL SERVICES / V - 75

Table 10

Proposed Allocation of Health Education Account Funds
Cigarette and Tobacco Products Surtax (C&T) Fund
1991-92 and 1992-93 v

(dollars in thousands)

Resources .

Revenues from surtax ‘ $102,311 $98,905 -$3406  -3.3%

Interest income 6,600 4,900 - -1,700  -25.8

Carry-over from previous year 46,090 12,034 -34,066 -739 -
Totals, resources $155,001 §$115,839  -$39,162 -25.3%

Expenditures

Department of Health Services (DHS)
Health education

Competitive grants $14,021 $13,780 -$241 1.7%
Local lead agencies | 21,700 20,504 -1,196 -5.5
Tobacco oversight committee/
evaluation activities 2,300 2,007 293  -12.7
Medi-Cal perinatal services 31,600 39,618 8,018 25.4
Child Health and Disability Prevention
Program 24,206 33,015 8,809 364
Administration 1,178 1,020 -158 -134
Subtotals, DHS (395,005) ($109,944)  ($14,939) (15.7%)
State Department of Education (SDE)
Administration $582 _ -$582 -100.0%
County offices of education 2,000 — -2,000 -100.0
Local assistance 18,192 — -18,192 -100.0
Subtotals, SDE ($20,774) » —  (-$20,774) (-100.0%)
Major Risk Medical Insurance Board
Perinatal insurance program $27,188 — -$27,188 -100.0%
Totals, expenditures : $142,967 $109,944 -$33,023 -23.1%
Reserve carried over to next fiscal year $12,034 $5,895 -$6,139  -51.0%

The budget reflects the following significant funding changes in the HEA
in the current year:

* The enactment of proposed legislation to use $31.6 million for Medi-
Cal perinatal programs. Funding for this program from the HEA
would be $39.6 million in 1992-93.

* The elimination of $16 million for the anti-smoking media campaign.
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e The reduction of $6.4 million in State Department of Education (SDE)
health education programs.

The budget indicates that the administration will seek legislation to imple-
ment these changes. '

. Table 10 shows that the budget proposes a net $39 million reduction in
HEA expenditures, transfers, and reserves below revised current-year
spending levels. This reflects a decrease of $20.8 million to eliminate health
education programs administered by the SDE and a variety of other changes.

Optioné for 1992-93.1n enacting Chapter 278, the Legislature, as discussed
earlier, did not contemplate eliminating the anti-smoking media campaign

in 1992-93. However, there are not sufficient funds in the HEA both to

continue existing programs and to fund the proposed Medi-Cal perinatal
program. Our review indicates that the Legislature has the following major
options if it wishes to restore funding for DHS-administered HEA programs:

o Identify a different funding source to support expenditures for Medi-
Cal perinatal programs. This would free up $31.6 million in the current
year and $39.6 million in 1992-93. [As we discuss in our analysis of the
Medi-Cal Program (later in the DHS analysis), the proposed use of

' HEA funds for Medi-Cal perinatal services could not be accomplished
by the Legislature, but would require voter approval. Absent such a
vote, the perinatal program would most likely have to be funded using
General Fund dollars, thereby freeing up the HEA funds.]

e Reduce or delete DHS-administered grants to local agencies for tobacco
use prevention and reduction programs. This would make up to
$20.5 million available in the HEA in 1992-93.

» Reduce or delete the DHS-administered competitive grant programs for
nonprofit organizations to provide health education and. promotion
activities. This would make up to $13.8 million available in the HEA
in 1992-93.

We recommend that the Legislature consider the proposed elimination of

HEA funds for the media campaign in light of its overall priorities for the

use of these funds.

We discuss the other HEA programs in more detail in our write-up of the
SDE (Item 4110).
Office of Drinking Water: Small Water Districts

We recommend that the department report at budget hearings on various
issues related to new federal drinking water requirements for small water
districts. If pending legislation to delay implementation of the federal



Item 4260 HEALTH AND SOCIAL SERVICES /-V - 77

requirements is enacted, we further recommend a technical conforming
reduction of $7,833,000 and 19.9 personnel-years (Small Water Account,
General Fund) and $7,833,000 in associated fee revenues from the proposed
budget, because the funds would not be required until 1993-94. (If legislation
is enacted, reduce Item 4260-001-301 by $7,833,000 and reduce fee revenues
‘to the General Fund by $7,833,000.) - i g L

The budget proposes $7,833,000 and 19.9 personnel-years from the newly
created Small Water. Account of the General Fund to implement federal
. drinking water requirements for small water districts. (Small water districts
are those which serve between 5 and 200 “connections.” A “connection”
could be a house, an apartment building, a manufacturer, a park, etc.) "

At the time this analysis was prepared, AB 2158 (Costa), which would
delay implementation of the requirements until 1993-94, was pending before
".the Legislature. If AB 2158 or similar legislation is enacted, the funds
proposed in the budget will not be needed in 1992-93. C

In addition, the budget proposes to transfer certain property tax revenues
that have traditionally been used by water districts to school districts. If this
proposal is enacted, the affected small water districts would probably need
to increase fees to their customers in order to pay their operating costs.and
the costs of meeting federal drinking water requirements. At the time this
analysis was prepared, information on the specific impact of the proposed
property tax transfer on small water districts was not yet-available. :

.. Recommendation. We recommend that the department report at budget
hearings on the status of AB 2158 and on the impact of the property tax
transfer proposal, because the Legislature will need this information to
determine whether the $7.8 million in funds will be needed in 1992-93 and,
if needed, whether small water districts will have sufficient funds available
to pay the required fees. If AB 2158 or similar legislation to delay imple-
mentation of the federal requirements is enacted, we further recommend a
technical conforming reduction of $7,833,000 and 19.9 personnel-years (Small
" Water Account, General Fund) and $7,833,000 in associated fee revenues
- from the proposed budget, because the funds would not be required until
1993-94. o o Tai T oenlom

Low-Level Radioactive Waste Disposql

We recomrﬁend that the department .report at budget héarings on the
status of the proposed acquisition of a low-level radioactive waste disposal
site in the Ward Valley, and on various related issues.

'The budget proposes $1,488,000 from the Low-Level Radioactive Waste
Disposal Fund to meet various federal and state standards regarding the
“disposal of low-level radioactive waste. o "
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Background. Various hospitals (including University of California and
-county hospitals), research organizations, utilities, and medical companies
produce low-level radioactive waste. Currently, the waste produced in
California is shipped to three low-level radioactive waste sites located in
Nevada, Washington, and South Carolina.

Federal law requires states to handle the waste either within their borders
or through arrangements with other states. Specifically, the law (1) permits
states to refuse to accept waste from other states-as of January 1, 1993 and
(2) makes states liable for the commercial waste produced within their
borders as of January 1, 1996 if they have not made certain provisions for
disposing of such waste.

State law requires that a low-level radloactlve waste fac111ty be developed
in California and charges the department with licensing and regulating the
facility. The proposed facility would be located in the Ward Valley, in the
southeast portion of the state (near Needles). At the time of this analysis,
negotiations over site acquisition were in progress and it was not clear
whether ‘other states would continue to accept California’s waste after
January 1, 1993.

Recommendation. The Legislature will need to know by thxs spring
whether contingency plans (such as for additional temporary storage of low-
level radioactive waste) need to be incorporated into the Budget Bill.
'Accordingly, we recommend that the department report at budget hearings
on other states’ plans regarding disposal of California’s low-level radioactive
waste and on the progress of the Ward Valley negotiations.

“Cadlifornia Medical Assistance (Medi-Cal) Program

MAJOR ISSUES

> Maedi-Cal Eligibility. Federal mandates requiring expan- .
sion of Medi-Cal eligibility to new categories account
for over one-third of the increase in Medi-Cal costs.
since 1988-89. Federal restrictions limit the Legislature’s
ability to control Medi-Cal costs by reducnng Medi-Cal
eligibility.- '

» Hospital Day Limit. A proposol To limit hospn‘c:l days will
shift costs to hospitals, including county hospitals, and
may reduce the department’s ability to expand the use
of in-home medical care services.

Continued
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> -Various Savings Proposals. Proposals to. save
$159.5 million (General Fund) by eliminating optional
services and reducing payments to hospitals and.
nursing facilities are incomplete and will shift costs to.
counties and hospitals. o . :

> Proposition 99. A proposal to use certain Proposition 99
funds for Medi-Cal pregnancy-related services requires -
voter approval in order to be implemented. Absent

~such avote, the proposal would increase General Fund
costs t3>’y $60 million in 1991-92 and $62.8 million in-
1992-93, S ‘

> Senate Bill 855 Program. A new program provides -
$1.6 billion in supplemental payments to dispropor-
tionate-share hospitals. At least one-half of these funds
constitute new money for hospitals and therefore
provide-a substantial contribution foward reducing the
uncompensated care burden faced by these hospitals.

» Dental Lawsuit. The budget does not reflect costs of -
$89.8 million (§44.9 million General Fund) from a recent
dental access lawsuit. If the Legislature does not elimi-
nate adult dental services, the costs of the lawsuit will
increase by an additional $162.4 million ($84.2 million
General Fund). o ' L

The California Medical Assistance Program (Medi-Cal) is a joint
federal-state program initially authorized in 1966 under Title XIX of the
federal Social Security Act. This program is intended to assure the provision
of necessary health care services to public assistance recipients andto other
individuals who cannot afford to pay for thesé services themselves. '

The budget proposes Medi-Cal expenditures of $12.5. billion. ($5. billion
General Fund) in 1992-93. This represents a General Fund decrease of
$660.5 million, or 12 percent, below estimated current-year expenditures.

Table 11 shows Medi-Cal expenditures for 1990-91 through 1992-93.
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Department of Health Services
Medi-Cal Program :
Expenditures and Funding Sources
1990-91 through 1992-93

|(dollars in thousands)

"| Health care services General $3,858,562 $5,434,226 $4,761,596 -12.4%
o Al ,268,336 13,604,181 - 11,820,233  -13.1
Courity administration General - 138,241 - 187,373 203,980 8.9
All 304,867 - 471,195 496,706 54
Claims processing General 15,316 25,649 20,308 -20.8
- All 54,104 71,018 71,056 0.1
Subtotals General ($4,012,119; i$5,647,248; __E$4,985,884 §-11.7%)
. A|I (8,627,307) (14,146,394) (1 2,387,995 -12.4)
| State administration General 47,464 46,773 47,620 1.8
: All 141,840 138,658 141, 541 2.1
Totals : General  $4,059,583  $5,694,021  $5,033,504 -11.6%
All 8,769,147 - 14,285,052 12,529,536 - : -12.3 .

‘Federal, State, and County Responsibiliﬁes
Under the Medi-Cal Program

The state Department of Health Services (DHS) administers the Medi-Cal
program. Other state agencies, including the California Medical Assistance
Commission and the Departments of Social Services, Developmental Services,
Alcohol and Drug Programs, and Mental Health, perform Medi-Cal-related
functions under agreements with the DHS. County welfare departments,
along with the health department in Los Angeles County, determine the
eligibility of applicants for Medi-Cal. The federal Department of Health and
Human Services, through its Health Care Financing Administration, provides
policy guidance and financial support for the Medi-Cal Program.

Eligibility

Persons eligible for Medi-Cal fall into three major categories: categorically
needy, medically needy, and medically indigent. We discuss Medi-Cal
eligibility in detail below.
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Scope of Benefits

Federal law requires the Medi-Cal Program to provide a core of basic
services, including hospital inpatient and outpatient care; skilled nursing
care; physician services; laboratory and x-ray services; home health care;
early periodic screening, diagnosis, and treatment (EPSDT) for individuals
under age 21; family planning; and rural health clinic services (as defined
under Medicare). Many Medi-Cal services require prior state authorization
and may not be paid for unless the service is medically necessary.”

In addition, the federal government provides matching funds for addi-
tional optional services. California currently provides 28 of these 31 optional
services, but the budget proposes to eliminate eight of these optional
services. We discuss this proposal in more detail below.

State Administration Essentially Unchanged

The budget proposes expenditures of $141.5 million ($47.6 million General
Fund) for state administration of the Medi-Cal Program in 1991-92. - The
General Fund amount represents an increase of $847,000 or 1.8 percent,

-above estimated spending levels in the current year. This increase primarily
-reflects (1) funding for unspecified savings proposals (these funds are not
contained in the Budget Bill but are shown in the Governor’s Budget as
reserved for pending legislation) and (2) a funding shift from State Legaliza-
tion Impact Assistance Grant funds to the General Fund for activities related
to newly legalized persons. These costs are partially offset by (1) elimination
of one-time costs related to managed care and (2) unallocated reductions in
the current year that the budget proposes to continue in the budget year. .

- The budget proposes 1,366.7 positions in the DHS that can be attributed
directly to the administration of the Medi-Cal Program. This is 2.3 positions,
or 0.2 percent, less than the number of authorized positions in 1991-92;

I.ocal‘ Assistance Estimates Will be Updated in May

We withhold recommendation on $12.4 billion (85 billion General Fund)
requested for local assistance under the Medi-Cal Program, pending review
of revised Medi-Cal expenditure estimates to be submitted in May.

The proposed expenditures for the Medi-Cal Program are based on actual
program costs through August 1991. The department will present revised
estimates in May, which will be based on program costs through February
1992. We withhold recommendation on the amounts requested in local
assistance for the Medi-Cal Program, pending review of the May estimates.
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- Proposed Changes for 1992- 93

‘Table 12 dlsplays the changes proposed for the Medl-Cal Program in
1992-93. ,.

Department of Health Services
|Medi-Cal Local Assistance
Proposed Budget Changes
1991-92 and 1992-93
(dollars in millions)
.| 1991-92 .
Funds available, 1991 Budget Act and other Ieglslatlon ;
Health benefits item- . , - $5,381.0 - “$11,232.0
Eligibility tem ‘ T Tt 71898 426.1
Fiscal intermediary item =~ + . SR 19.6 7688
Cigarette and Tobacco Products Surtax Fund P - X
Disproportionate-Share and Emergency-Services Fund - — 72,00
State Legalization Impact Assistance Grant (SLIAG) funds -~ e 153.4
Reimbursements and othier legislation K R 20.2 298
Subtotals, 1991-92 funds available = S ($5,610.7) *($11,990.1)
Projected 1991-92 deficiency e -36.6 ~ .-2,156.3
1991-92 accrual expenditures. (revised) S . ....$5/647.3 . $14,146.4.
Accrual accounting . — -9924 - -2,206.1.
1991-92 cash expenditures (revised) $4,654.9 $11,940.3
1992-93 ' Co
Caseload and cost ad/ustments ) _ N e
increase in eligibles » S ' o $286.9 - $573.9
Decrease in percent using services ' ' . 1444, -288.7
Increases in cost per service unit and units per user ~~ 263.6 520.5
Caseload and cost changes in capitated programs - - - o 28.3 69.8
Subtotals, caseload and cost adjustments R .. (3434.4) " - ($875.5):
Full-year costs of 1991-92 COLAs B e
Statutory COLAS for providers S : “$186°  $384°
Long-term care COLAs s 69 v - 138
Subtotals, 1991-92 COLAs and rate adjustments {$25.5) ($52.2)
Continued




ltem 4260 _ HEALTH AND SOCIAL SERVICES / v - 83

'Proposed program changes
Savings proposals:
Elimination of optional services -$93.3 -$188.8
Sixty-day inpatient limit . -60.8 -121.5
Medicare crossover payments - ) -30.7 -61.4
Nursing facility reimbursement revision : 279 = -55.7
Reduced rates for medical supplies and certain drugs -6.2 -123
Elimination of 1991-92 county administration COLA -4.1 82
Rate increases: ‘ ‘
‘Statutory COLASs for providers 355 72.7
Dental access — Clark v. Kizer 565 1.0
New or recent program expansions: '
Check-Up B . 20.0 . 200
Children aged one to five, up to 133 percent of poverty 71 14.1
New therapeutic drug categories 6.4 - 129
Continuing eligibility for pregnant women . . 6.2 123
Funding changes: . ‘
Disproportionate-Share and Emergency Services Fund -— -238.9
DDS home- and community-based waiver services 27.2 - 272
Other changes:
Eliminate one-time costs ’ -26.9 -28.6
All other changes o : 13.1 85.2
‘Subtotals, proposed program changes : (-$128.9) (-$460.0)
Eliminate one-time costs of accrual accounting -992.4 -2,206.1
1992-93 Expenditures (proposed) ' $4,985.9 - $12,408.0
Change from 1991-92 accrual expenditures : :
Amount : ' -$661.4  -$1,738.4
* Percent : 11.7%  -123%
Change from 1991-92 cash expenditures ' :
- Amount ' ' $331.0 T $467.7
Percent 7.1% 3.9%

The budget projects that Medi-Cal local assistance expenditures will
decrease by $1.7 billion ($661.4 million General Fund) below 1991-92 accrual
expenditures. This represents a General Fund decrease of 12 percent below
estimated current-year expenditures. However, this change is misleading
because the 1991-92 budget includes $2.2 billion ($992.4 million General
Fund) in one-time funds to change Medi-Cal accounting from a cash to an
accrual basis. When we adjust for this distortion — by comparing 1991-92
cash expenditures to 1992-93 proposed expenditures — the budget projects
that. Medi-Cal expenditures will increase by $467.7 million ($331 million
General Fund). This represents a General Fund increase of 7.1 percent over
estimated current-year cash expenditures and more accurately reflects budget
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‘ act1v1ty ona programmatlc ba51s We dlscussed the interaction between cash
and accrual accounting systems in greater detail last year in the Analysw of
 the 1991-92 Budget Bill (please see page 611). .

Table 12 groups the change between current-year and budget-year
. expenditures -into four categories: (1) caseload ‘and cost increases
 ($434.4 million General Fund), (2) full-year costs of 11990-91 cost-of-living
- adjustments (COLAs) and other rate increases ($25.5 million General Fund),

(3) proposed program changes (savings of $128.9 million General Fund), and
. (4) elimination of 1991-92 costs of accrual accountmg (savings of
- $992.4 million ‘General Fund). :

" The proposed program changes consist of the following items: o

¢ Elimination of Optional Services (Savings of $93.3 Million General

- Fund). The budget proposal assumes that the Legislature will enact
legislation to eliminate eight optional services — occupational therapy,
independent rehabilitation centers, blood banks, adult dental, psycholo-
gy, chiropractic, podiatry, and acupuncture services — as well as
certain medical supplies. We dxscuss this proposal in more detail
below.

. ® Sixty-Day Annual Limit on Inpatient Services (Savmgs of
. $60.8 Million General Fund). The budget proposal assumes that the
. Legislature will enact legislation to limit coverage of inpatient services

to 60 days per year per beneficiary. We discuss this proposal in more
detail below.

e Medicare Crossover Claims (Savmgs of $30.7 Million General Fund)
Medi-Cal pays Medicare copayments and deductibles for crossover

_ beneficiaries — those individuals who are eligible for both Medicare
and Medi-Cal. Medi-Cal limits its payments for most medical proce-
dures so that the combined Medicare and Medi-Cal reimbursement
does not. exceed the Medi-Cal rate for the same procedure. - The
department proposes to extend the payment limitations to inpatient
services. We discuss this proposal in more detail below.

- @ Rate Reduction for Some Nursing Facilities (Savings of $27.9 Million
General Fund). The budget proposes to reduce reimbursement rates for
certain nursmg facilities. We discuss this- proposal in more detall
below. R E

_® Rate Reductwn for Medical Supplies and Certam Drugs (Samngs of
" '$6.2 Million General Fund). The budget proposes to (1) reduce the
mark-up Medi-Cal pays for medical supplies from 50 percent. to
25 percent of the cost of the supplies (savings of $3.2 million General
" Fund) and (2) contract with drug manufacturers for high-volume
multiple-source drugs (savmgs of $3 million General Fund).
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1991-92 County Administration Salary Increases (Savmgs of
$4.1 Million General Fund). The budget proposes not to fund a

- 4.3 percent salary increase provided by county welfare departments to

their employees in the ‘current year. In most recent years, the Legisla-
ture: has provided funding for salary increases’ the year after the
counties have provided them.

Statutory COLAs for Providers ($35.5 Million General Fund). The
budget contains $48.4 million ($24 million General ‘Fund) for a
9.8 percent ' increase on drug mgredlents and ' $24.4 - million
($11.5 million General Fund) for an 8.4 percent increase for noncontract
hospital inpatient services.

Rate Increases for Dental Servzces — Clark v. Kizer ($55 Million
General Fund). The budget reflects rate increases the department
offered in its proposed settlement of Clark v. Kizer, a lawsuit dealing
with access to dental services. We discussthis issue in more detail

" below.

Check-Up ($20 Million General Fund). The budget assumes enactment
of legislation appropriating $20 million for a new insurance program
for preschool children. We discuss this proposal in more detall below.

Full-Year Costs of Expanded Coverage of Children ($7.1 Million
General Fund). The federal Omnibus Budget Reconciliation Act (OBRA)
of 1989 requires the department to expand Medi-Cal coverage to
children ages one to five in families with incomes up to 133 percent of

- the federal poverty level. The department 1mplemented this requlre-

ment effective April 1990.

Addition of Three Therapeutic Categortes to List of Contract Drugs
(86.4 Million General Fund). Chapter 456, Statutes of 1990 (AB 3573,

. Baket), required the department to ensure, by January 1992, that all

therapeutic categories of drugs were represented on the list of contract
drugs. The department proposes to add to the contract list laxatlves,
muscle relaxants, and anti-anxiety drugs.

Continuing Eligibility for Pregnant Women ($6.2 lelzon General
Fund). The federal OBRA of 1990 and Ch 1062/91 (SB 856, Bergeson)
require the department to provide continuing Medi-Cal eligibility for
pregnant women and their infants. Under continuing eligibility, once
a pregnant woman becomes eligible for Medi-Cal, she.can. continue to
receive Medi-Cal services until her delivery, regardless of income
changes that would otherwise make her ineligible. Infants born to
Medi-Cal-eligible women are automatically eligible for Medi-Cal: for
one year. The department 1mplemented this. requ1rement in September
1991. .

Eltmmatzon of Donated Funds Program (Reductions of $119.5 Million
Disproportionate Share and ‘Emergency Services Fund and
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$119.4 Million Federal Funds). The budget proposes to eliminate the
use of donated funds to match federal funds for Medi-Cal services. We
discuss this issue in our discussion of intergovernmental transfers
below. ‘

* Department of Developmental Services (DDS) Home- and Community-
Based Services ($27.2. Million General Fund). The budget shifts the
General Fund monies for DDS home- and community-based services
from the DDS budget to the Medi-Cal budget.

® Accrual Accounting (Savings of $992.4 Million General Fund). The
budget eliminates one-time costs of $2.2 billion ($992.4 million General
Fund) in the current year to change Medi-Cal accounting from a cash
to an accrual basis.

~ In addition, the budget reflects continuation in 1992-93 of two significant
current-year changes:

* Shift Funding for Pregnancy Program to Proposition 99 Funds (Savings
of $63.2 Million General Fund). Chapter 980, Statutes of 1988 (SB 2579,
Bergeson), and the federal OBRA of 1989 require the department to
provide Medi-Cal coverage for pregnancy services for women in
families with incomes up to 185 percent of the federal poverty level. To
date, these services have been funded with 50 percent General Fund
and 50 percent federal funds. The budget assumes enactment of legisla-

tion to use Cigarette and Tobacco Products Surtax Fund monies to pay
a portion of the General Fund costs of the program. We discuss this
proposal in more detail below.

* Intergovernmental Transfers (Savings of $75 Million General Fund;
Costs of $1.6 Billion Total Funds). Chapter 279, Statutes of 1991
(SB 855, Robbins), requires counties to provide intergovernmental
transfers to the state to fund supplemental Medi-Cal payments to
disproportionate-share hospitals. We discuss this program in more
detail below.

CASELOAD ANALYSIS

New Federal Mandates Have -
Increased Medi-Cal Caseloads and Costs

- Put in its simplest form, the cost of the Medi-Cal Program relates to two
primary factors: the number of eligibles and the cost per eligible. Recent
years have seen large increases in the caseload of persons who have
traditionally been eligible for Medi-Cal. Moreover, recent federal mandates
have created new categories of people who are eligible for Medi-Cal. Use of
medical services by people in these new categories is responsible for a
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significant portion of the growth in the caseload and costs of the Medi-Cal
Program.

~In the following pages, we discuss (1) who is eligible for Medi-Cal and
recent caseload trends, (2) the varying costs associated with different groups
of eligibles, and (3) the options available to the Legislature for reducing
Medi-Cal caseloads and the implications of doing so. Our general conclusion
is that the creation. of new, federally mandated eligibility categories has
caused Medi-Cal caseloads and costs to grow at a faster rate than they
would have otherwise. o

For the purposes of this discussion, we have divided the Medi-Cal
caseload into two categories: “traditional” eligibles — those whom Medi-Cal
has served since at least 1971 — and “nontraditional” eligibles — people
who would not have been eligible for Medi-Cal before 1988-89.

Who is Eligible for Medi-Cal?

: .Fedéral mandates have required expansion of Medi-Cal to four new
categories of people. o '

Traditional eligibles fall into three major categories:

- ¢ Categorically Needy. The categorically needy (cash grant recipients)
- consist of families or individuals who receive cash assistance under
two programs — Aid.to Families with Dependent Children (AFDC)
and Supplemental Security Income/State Supplementary Program
(SS1/SSP). They automatically receive Medi-Cal cards and pay no part

- -of their medical expenses: SR ‘ -

* Medically Needy. The medically needy include (1) families with

- dependent children and (2) aged, blind, or disabled persons who are

ineligible for cash assistance through AFDC or SSI/SSP because their

income exceeds cash grant standards. Individuals in these categories

- whose income is at or'below 133 1/3 percent of the AFDC payment

- level specified for their household size pay no part of their medical

* expenses. Individuals with higher incomes can become eligible for

Medi-Cal if their medical expenses require them to “spend down” their

incomes to 133 1/3 percent of the AFDC payment level. The difference

between their incomes and 133 1/3 percent of the AFDC payment level

is their “share of cost.” (Chapter 26, Statutes of 1991 (SB 724, Maddy),

"~ requires the Medi-Cal Program to base Medi-Cal eligibility on the

- ' AFDC payment levels that were in effect in June 1991 rather than using

" current levels. All mention in this discussion of AFDC payment levels

refers to the June 1991 levels. The June 1991 AFDC maximum payment

. level for a family of three was $732 per month.). Medically needy

. beneficiaries who reside in long-term care facilities are required to pay
all but $35 of their monthly income toward the costs of their care.
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* Medically Indigent. The medically indigent are individuals who (1) do
‘not belong to families with dependent children and are not aged, blind,
or disabled but (2) meet income and share-of-cost criteria that apply to
the medically needy category. Coverage under the medically indigent
program is limited -to (1) persons who are under the age of 21, (2)
pregnant women, and (3) persons residing in long-term care facilities.

Recent federal and state law changes have created four new categoriesvof
people who can receive Medi-Cal services. These new, nontraditional catego-
ries are: ' '

* Newly Legalized Persons, The federal Inmigration Reform and Control
Act (IRCA) and Ch 1441/88 (SB 175; Maddy) provide that persons
receiving legal status under the IRCA are entitled to Medi-Cal coverage
if they are otherwise eligible for Medi-Cal. Newly legalized persons
who are children (under age 19), aged, blind, or disabled are entitled
to full benefits; others are entitled only to emergency services,
including labor and delivery, plus prenatal and postnatal care.

* Undocumented Persons. The federal Omnibus Budget Reconciliation
Act (OBRA) of 1986 and Chapter 1441 extend Medi-Cal coverage to
undocumented persons if they are otherwise eligible for Medi-Cal.
These people are eligible for emergency services, including labor and

- delivery, plus prenatal and postnatal care. '

* Pregnant Women. Federal law requires the state to cover pregnant
women and their infants in families with incomes up to 185 percent of
the federal poverty level. (The federal poverty level is $11,140 for a
family of three.) State law increases this income limit to 200 percent of

- the federal poverty level.

* Qualified Medicare Beneficiaries. The federal Medicare Catastrophic
~Coverage Act requires Medi-Cal to pay Medicare premiums, coinsur-
ance, and deductibles for people with incomes below. the poverty level
whose assets are less than 200 percent of the SSI/SSP limit. These
people are not eligible for other Medi-Cal services.

Caselodd Has Grown Dramqtically in Recent qu;s

Caseload growth in both traditional and nontraditional eligibility
categories has been significant. Traditional categories account for most of
the increase in the number of eligibles, but the rate of growth has been
higher for nontraditional categories. o

Table 13 shows the average number of persons per month who were
eligible for Medi-Cal in each eligibility category in 1990-91 and the number
that the budget estimates will be eligible in 1991-92 and 1992-93. The table
shows that an average of 4.9 million persons will be eligible for Medi-Cal
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benefits each month during 1992-93. This is 302,200 individuals, or
6.6 percent, more than the average number of beneficiaries eligible in the
current year. Of this increase, 219,200, or 73 percent, is in traditional
categories, and 83,000, or 27 percent, is in nontraditional categories.’

Department of Health Services
Average Monthly Medi-Cal Program Ellglble Reclplents
By Eligibility Category :

1990-91 through 1992-93

Traditional eligibllity categories
Categorically needy

AFDC SO 2,329,300 2,588,600 2,725,000 5.3%
SSI/ssP T : 898,500 949,800 997,000 5.0
Medically needy . _ _
Families R 264,200 315,900 337,600 6.9
Aged, blind, or disabled : : 55,300 56,300 57,000 1.2
Longtermcare . - ’ 65,200 66,800 67,600 1.2
Medically indigent <~ " i : o
Children : 160,200 - 182,700 195,900 7.2
. Adults , ' ' 7,900 8,700 - 8,600 -1.1
Refugees 10,500 10,700 10,000 -6.5 .
Subtotals, traditional eligibility L :
categories (3,791,100) (4,179,500) (4,398,700) (5.2%)
Nontraditional eligibility categories , _ :
Newly legalized persons ‘ 39,400 57,900 71,100 22.8%
Undocumented persons : ‘ 173,000 252,400 315,300 249
Pregnant women
185 percent of poverty ) 47,500 54,600 " 61,300 123
200 percent of poverty - 2,900 3,200 3,400 6.3
Qualified Medicare beneficiaries : 1,800 2,000, 2,000.. —
ooAgte, nontraditional eligiviity (264,600)  (370,100)  (453,100) (22.4%)

Totals 4,055,700 4,549,600 4,851,800 6.6%

While the increase in the number of people is higher for traditional than
nontraditional categories, as Table 13 shows, the rate of growth in the nontra-
ditional eligibility categories is much higher than in the traditional categories
—22 percent versus 5 percent The difference in growth rates over the past
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several years is illustrated in Chart 1. This chér{displayé the number of
traditional and nontraditional Medi-Cal eligibles since 1983-84.

Total Medi-Cal Eligibles
1983-84 through 1992-93"

(in millions)

“ Number of eligibles
50 —

Nontraditional eligibles
Il Traditional eligibles

4.5

4.0

3.5

3.0

84 85 8 87 8 89 90 91 92 93 ‘
' . (est)(prop.}. -,

. 8Data are for fiscal years ending in year shown. .- ...

Chart 1 illustrates three important characteristics of Medi-Cal caseloads: -
* Most of the growth in Medi-Cal is in traditional categories.

* Caseload in traditional eligibility categories has increased at a much
faster rate since 1989-90 than in prior years. : '

¢ Growth in the nontraditional eligibility categories has occurred at a
faster rate than growth in the traditional categories in every year since
1987-88. - B ‘

‘Traditional Caseload. The primary reason that caseload in the traditional
categories has increased more rapidly since 1989-90 than in prior years is
due to the growth in the AFDC Program during the last few years. There are
a number of possible reasons for this caseload growth, and we discussed this
issue in detail in our “California’s AFDC Program,” published in The 1991-92
Budget: Perspectives and Issues. As we will discuss later, however, part of the
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reason for the growth in the traditional caseload is due to the creation’of the
nontraditional eligibility categories within Medi-Cal.

Nontraditional Caseload. Rapid growth in the nontraditional categories
can be explained by two major factors. First, rapid growth for a few years
is not surprising as people learn that they are eligible under a newly estab-
lished eligibility category. The phase-in of caseloads of undocumented and
newly legalized persons is'somewhat slower because these persons are (or
were) in the country illegally, making them fearful of interactions with
governmental agencies. Typically, after an eligibility category has been estab-
lished for a few years, caseload .growth would be expected to stabilize at a
slower rate. The caseloads of newly legalized persons, undocumented
persons, and pregnant women, however, have not yet exhibited a slower,
more stable growth rate.

Second, our field visits indicate that because pregnancy-related care is
included in the services available to undocumented persons, this may create
an incentive for more pregnant women to enter the country and give birth
here. This would cause a faster i increase in caseload than could be explained
by phase-in alone. :

Total Caseload. While we have discussed the traditional and nontradi-
tional eligibility categories separately from one another, there is an
interaction between the two. Specifically, establishing Medi-Cal eligibility for
newly legalized persons and undocumented persons has also increased the
caseload in some traditional categories. This is because many newly legalized
or undocumented persons have children who were born in the U.S. and are,
therefore, U.S. citizens. These citizen children are eligible for Medi-Cal, but
may not have received services previously because their newly legalized or
undocumented parents were reluctant to interact with governmental
agencies. Once their parents apply for Medi-Cal, these children also begin to
receive services. However, they are not counted as part of the caseload of
newly legalized or undocumented persons, but are counted in one of three
traditional eligibility categories: categorically needy AFDC recipients,
medically needy families, or medically indigent children. Consequently,
caseload increases in nontraditional eligibility categories also cause increases
in the caseloads of traditional categories.

* Chart 2 shows that caseloads in two of these three traditional categories
— medically needy families and medically indigent children - began
growing more rapidly in 1987-88, the year that newly legalized and undocu-
mented persons became eligible for services. The rate of growth for categori-
cally needy AFDC recipients has also increased since 1987-88 (not shown in
chart).

Data are not available to identify what Aportion of the increase in these
three traditional categories is attributable to newly legalized or undocument-
ed persons. However, it is clear that some of the increase has resulted from
the expansion of Medi-Cal eligibility.
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Medi-Cal Eligibles in Selected Categories
-1983-84 through 1992-93"
(in millions) ’ -

| @Data are for fiscal years ending in years shown.

Growth in Nentraditional Eligibles Explains .
Significant Portion of Growth in.Costs of Medi-Cal Program

Federal mandates requiring expansion of Medi-Cal eligibility to new
categories account for over one-third of the increase in Medi-Cal costs since
1988-89. The average cost per eligible for nontraditional eligibles is more
than 25 percent higher than the average cost across all eligibility categories.

As we noted above, the number of eligibles is only one of the two major
factors affecting the cost of the Medi-Cal Program. The second factor is the
cost per eligible. , : , :

Table 14 shows the percentages of eligibles and expenditures that each
eligible group is anticipated to account for in the current year. It also shows
average cost per eligible. As the table shows, families receiving AFDC grants
constitute 57 percent of Medi-Cal eligibles but only 24 percent of expendi-
tures. The SSI/SSP recipients, on the other hand, make up 21 percent of the
caseload and account for 35 percent of the expenditures. Long-term care
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residents account for only 1.5 percent of the caseload, yet they account for
17 percent of expendltures

oo

Table 14

Department of Health Services
qngegczl-gzal Expenditure Patterns by Eligibility Category

Traditional eligibllity categories
Categorically needy Sl e
AFDC - - ot - 5698% o 24.4% - 9898

SSI/ssP 20.9 345 3,464 .
Medically needy i
Families 6.9 5.5 1,666
Aged, blind, or disabled 1.2 4.1 6,876
Long-term care ' 15 173 | 24,705
Medically indigent . - ‘ f,
Children . ' 40 - 26 1,355
" Adults S — 0.2 0.6 7,098
Refugees ’ ' 0.2 To02 1,621
Nontraditional ellgibility categorles L . '
Newly legalized persons . f R P S 1.6 2,607
Undocumented persons : ‘ o 5.5 7.2 2,722
Pregnant women N D
185 percent of poverty ~ © 2 - 2.0 3,412
200 percent of poverty S 704 SR o 3,972
Qualified Medicare beneficlaries . . s - =B 281

Totals® . 100.0% 100.0%  $2,097

* | ess than 0.1 percent.
b Detalls may not add to totals due to rounding.

" The growth in the number of nontradlhonal ehglbles would not be
particularly noteworthy if the cost of serving those populations was the same
as or lower than the cost of serving traditional eligibles. One might expect
that the average cost of serving these groups would be lower than the cost
of serving comparable traditional categories. This is because, with few.excep-
tions, Medi-Cal does not cover the full range of Medi-Cal services for. people
in any of the nontraditional eligibility categories. (As. we noted above, .the
exception is newly legalized persons who are under age 19 or are aged
blind, or disabled.) However, Chart 3 illustrates that the average cost per
eligible in each of the nontraditional categories is more than 25 percent
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higher than the average cost across all categories. The difference between the
average costs for nontraditional categories.and the average cost for AFDC
recipients — the largest single eligibility category — is even more dramatic.
The average costs are higher for nontraditional eligibles because the services
they primarily receive, emergency and perinatal care, are more expensive.

than many other services.

; Medi-Cal Average Cost per Eligible
1990-91 through 1992-93

$5,000= -

4,000

3,000 -

2,000

1,000

90-91 91-92 9293

Traditional Nontraditional
Il AFDC recipients [] Newly legalized persons

All Medi-Cal eligibles I Undocurmented persons
Pregnant women

Given the high average cost per eligible, combined with the rapid growth
in the number of eligibles, the fiscal effect of the federal requirements to
expand eligibility to the nontraditional categories is significant. The DHS
estimates that total-Medi-Cal costs for services will increase by $4.2 billion,
or 71 percent, between 1988-89 and 1992-93. Of that increase, $1.4 billion, or
34 percent, is directly attributable to the creation of the new eligibility
categories. If data were available to identify what portion of the growth in
the traditional caseload consists of citizen children of newly legalized or

undocumented persons, they would increase the portion of the $4.2 billion

that is attributable to the expanded eligibility categories.
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Legislature Has Limited Ability to
Reduce Costs by Reducing Eligibitity

Federal restrictions limit the Legislature’s ability to control Medi-Cal
costs by reducing Medi-Cal eligibility. Even within these limits; reducing
Medi-Cal eligibility would increase the uncompensated care burden on
counties and hospitals.

Federal law requires California to prov1de services to people in certain
Medi-Cal eligibility categories and permits, but does not require, the state to
provide services to people in other categories. Therefore, if the Legislatire
wishes to restrict Medi-Cal eligibility, its options under federal law are
limited. Below we discuss the options the Legislature has for reducmg Medl-
Cal caseloads and some of the implications of doing so.

Mandatory Ellgzbthty Categories. Federal law requlres Cahforma to
provide Medi-Cal coverage to (1) categorically needy eligibles, (2) pregnant
women in families with incomes up to 185 percent of the poverty level,
(3) newly legalized and undocumented persons who would be categorically
needy if they were citizens, (4) children age one to six in families with
incomes up to 133 percent of the federal poverty level, and (5) children age
seven to eight in families with incomes up to 100 percent of the federal
poverty level. As Table 14 shows, the first two categories alone comprise
79 percent of all Medi-Cal eligibles and 61 percent of all expenditures. Given
that the majority of Medi-Cal caseload and costs is driven by federal
requirements, the Legislature’s options for reducing eligibility are significant-
ly constrained. There are two basic options available: (1) eliminate optional
eligibility categories or (2) reduce the income level for determining ehg1b111ty
for certain categones

Optional Eltg!blltty Categones The Leglslature could elxmmate coverage
of medically needy or medically. indigent persons. If either of these
categories were eliminated, coverage of newly legalized and undocumented
persons who meet the income requirements for the medically needy or
medically indigent categories would also be. eliminated. This is because
federal law only: requires coverage of newly legalized and undocumented °
persons if they are otherwise eligible for Medi-Cal. Table 15 shows these
optional ellglblllty categories and the costs pro]ected for each. category in
1992-93.

Income Level for Determmmg Eltgtbtltty As we noted earlier, ehglblhty
for the medically needy and medically indigent categories is linked to
133 1/3 percent of the' AFDC payment level. That is, people with incomes
below this level receive Medi-Cal services at no cost, and people with
incomes above this level must pay a share of cost. Rather than eliminating
eligibility categories, the Legislature could reduce the income level used for
determining eligibility. Federal law permits California to link eligibility for
medically needy and medically indigent persons to any percentage between
100 and 133 1/3 percent of the AFDC payment level. Reducing the income
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standard for Medi-Cal eligibility below 133 1/3 percent of the AFDC
payment level would increase the share of cost that people would pay before
they would be eligible for Medi-Cal services, thereby reducing Medi-Cal
costs. ‘

Table 15

‘,Dép‘artment of Health Services ‘
Medi-Cal Program . _
1P;ggogs3ed Expenditures for Optional Eligibility Categories

(in millions)

Medically needy® - .
Aged o . $8.8
Blind ‘ : 1.2
Disabled , ‘ 29.2
Families with dependent children , 127.7
.- Long-term care ‘ o , 841.1
Medically indigent children ‘ 41.2
Medically indigent adults . : 12.8
Newly legalized and undocumented persons® = . o 184.6
Total : : $1,246.6

*  The table does not show Medi-Cal expenditures for those who qualify for AFDC.and SSI/SSP
rants but have refused these grants. If the medically needy category is eliminated, these
refused grant” participants would most likely take the AFDC and SSI/SSP grants in order to
ualify for Medi-Cal as mandatory eligibles. ‘
he table shows only those costs for newly legalized and undocumented persons who meet

criteria for the optional medically needy or medically indigent categories. .

b

Implications of Eliminating Eligibility for Medically Needy or Medically
Indigent Persons. Eliminating the medically needy categories would leave
persons who are aged, blind, disabled, ‘or in families with dependent
children without medical coverage. Similarly, eliminating the medically
indigent categories would leave children, pregnant women, and people in
long-term care facilities without coverage. Many of these individuals would
probably seek services at county health programs. Some of these individuals
might wait until medical conditions become an emergency before seeking
care, resulting in a need for emergency room and inpatient hospital costs
that are more expensive than physician and other outpatient services. This
would increase the uncompensated care burden on hospitals, including
county hospitals.
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Implications of Eliminating Eligibility for Long-Term Care Residents.
While federal law would permit Medi-Cal to eliminate coverage for people
in long-term care facilities who do not receive cash grants, this would have
serious effects for the 67,600 average monthly eligibles in this eligibility
category. It is not clear how these people would receive or pay for long-term
care services.

Any coverage available through Medicare or other third-party payors is
exhausted before Medi-Cal coverage begins. Most counties do not provide
long-term care coverage, but any that do most likely would be unable to
absorb the additional caseload into their county health programs. To the
extent that people who need skilled nursing care are released into the
community without the care, it is likely that their medical needs would
increase to the acute level, resulting in more expensive acute hospital
treatment. This would, in turn, increase the uncompensated care burden on
counties or hospitals. ' ' ‘

Summary

Federal mandates requiring expansion of Medi-Cal eligibility to new
categories of eligibles account for over one-third of the increase in Medi-Cal
costs since 1988-89. Federal restrictions limit the Legislature’s ability to
control Medi-Cal costs by reducing Medi-Cal eligibility. Even within these
limits, reducing Medi-Cal eligibility would increase the uncompensated care
burden on counties and hospitals. :

SAVINGS PROPOSALS

Elimination of Optional Services

The department’s estimate of savings from reducing optional services is
incomplete. We recommend that the department provide, prior to budget
hearings, a revised savings estimate that reflects both the effect of federal
restrictions and optional services provided by clinics and hospitals and
information about (1) what emergency dental services will be provided,
(2) how savings will be achieved by eliminating services provided at blood
, banks and independent rehabilitation centers, and (3) what is included in the
“other providers” category. , S :

The budget assumes that the Legislature will enact legislation that will
result in savings of $15.7 million ($7.6 million General Fund) in the current
year and $204.5 million ($100.9 million General Fund) in the budget year by
eliminating the following optional service categories from coverage through
Medi-Cal: L ‘

¢ Adult dental services.

¢ Outpatient psychology services.
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o _ChiroPracﬁcservices.
* 'Acupuncture services.
' ¢ Podiatry services.
® Occupational therapy.

o Services provided at independent rehabilitation centers. These services
- include audiology, speech, and occupational and physical therapy. .

e Services provided at blood banks. These services include drawing
blood and performing blood transfusions. : '

v-, Other providers. This category includes various medical -éupplies. At
the time this analysis was prepared, the department could not provide
a comprehensive list of what is included in this category.

The department indicates that it is proposing elimination of these services
solely to reduce Medi-Cal costs, not because it believes they are unnecessary.
Table 16 lists the department’s estimate of the Medi-Cal savings from
eliminating each of these services and the average number of Medi-Cal
beneficiaries who use these services each month. : :

Legislature Needs Additional Information. The Legislature needs
clarification of several issues in order to evaluate this proposal. First, the
department’s estimate of savings is incomplete because it does not consider
two factors, the first of which would reduce the savings estimate and the
second which would increase the savings:

* Various federal restrictions would reduce the savings associated with
this proposal. ‘

* Accounting for the costs of 6ptiona1 services that are provided in
clinics and hospitals would increase the savings.

It is possible that the net effect of these factors would be a,reduction in the
savings that could result from this proposal. 4

Second, it is not clear whether federal law permits the Legislature to
eliminate certain emergency dental services. Finally, this proposal could shift
some costs to other service categories and to counties. In general, the extent
to which cost shifts would occur is unknown. However, the department
should be able to reasonably estimate the effect of cost shifts from indepen-
dent rehabilitation centers and blood banks to other providers. We discuss
each of these issues below. '
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Department of Health Services

Medi-Cal Health Care Services

Estimate of 1992-93 Savings From
Proposed Elimination of Optional Services

(dollars in miliions)*

Services

Adult dental . $77.9 $156.8 47,315
Psychology 9.9 20.4 15,696
Acupuncture 34 6.9 . 12,409
Podiatry ; 24 5.0 15,134
Blood banks o 0.6 13 267
. Chiropractic ‘ 0.3 0.6 . 3,360
Occupational therapy ’ 'S .03 297
. Independent rehabilitation centers 0.1 0.3 ‘ 156 . .
Other providers 6.2 13.0 .
Totals ‘ _ $100.9 $2045 =2
* Detail may not add to fotals due to rounding.
® Not avallable. - o
¢ Not a meaningful figure.

Federal Restrictions. The department’s estimate assumes that it will
eliminate optional services for all Medi-Cal beneficiaries. However, federal
law prohibits the state from eliminating optional services for some nursing
facility residents and children. '

As regards nursing facility residents, the OBRA 87 requires states to
provide any services necessary to ensure that these residents can achieve the
“highest practicable level” of physical and mental functioning. To the extent
any of the optional services would increase a nursing facility resident’s level
of functioning, Medi-Cal must provide those services, even if they are not
available to other Medi-Cal beneficiaries.

As regards children, the OBRA 89 requires Medi-Cal to provide children
with any services necessary to treat medical conditions that are identified in
a diagnostic screen, even if the services are not available to other Medi-Cal
beneficiaries. Consequently, the department would need to continue to
provide optional services for children whose screens identified a need for the
services. : ,
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Services Provided in Clinics or Hospitals. Due to a technical oversight,
the department’s estimate is incomplete because it does not reflect the
savings from eliminating these optional services when they are provided in
clinics or hospitals. ' AR . ' o

' Emergency Dental Services. Federal law requires Medi-Cal to provide
emergency services, including services to alleviate severe pain. It is not clear
(1)..to..what extent: certain adult dental services would be considered
emergency services or (2) whether Medi-Cal would pay dentists to provide
emergency- dental care if coverage of adult dental services is eliminated.
Thus, to the extent that certain adult dental services are considered emergen-
cies and are covered by Medi-Cal, the department’s estimate of savings is
overstated. : -

Costs May Shift to Other Services. Actual savings from this proposal
would depend on behavioral changes on the part of Medi-Cal beneficiaries.
In some cases, elimination of optional services may result in savings. In other
cases, the savings may be offset because beneficiaries may (1) substitute
other'Medi-Cal services for the service being eliminated or (2) delay receiv-
ing treatment and ultimately require more acute care. In still other cases, the
beneficiary-may be unable to substitute services, but may become more
dependent on other state-funded programs. The extent to which cost shifts
would occur for each category of service is unknown. "

* Substitution of Services. Examples of where substitution of services
could occur include psychology, podiatry, acupuncture, and chiroprac-
tic-services. Beneficiaries who currently receive these services might
instead (1) seek physician services or increase the use of prescription

- drugs, thereby resulting in the substitution of one service for another,

~ “-~or(2) go without services altogether. - ‘

* Increased Use of Acute Care. Beneficiaries who cannot afford to pay for
dental services themselves could develop more acute problems and
" require physician or emergency room care. Ironically, because rates for
- physician and hospital services are higher than those for many adult
- dental services, substitution of services or increased use of hospital care
could actually increase Medi-Cal costs. In addition, counties (which are
“the'provider of last resort for health services) may experience increased
demand for services they provide. - ‘ ’ E

~® Dependence on Other Programs. In other cases, there may not be
* another  Medi-Cal service that beneficiaries could substitute. For
‘example, beneficiaries who receive occupational therapy would not be
. " able to substitute other Medi-Cal services. However, it is possible that
" losing this benefit could make some beneficiaries more dependent on
other state programs, including special education or In-Home Support-

ive Services.
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Costs May Shift to Counties. To the extent that services are eliminated by
the Medi-Cal Program, counties may experience increased demand for
services they provide. e SN

Blood Banks and Independent Rehabilitation Centers. The proposal to
eliminate blood banks and independent rehabilitation centers differs from the
proposal relating to other services because the budget proposes to eliminate
services provided at these particular locations, rather than eliminating the
services themselves. Consequently, beneficiaries can seek the same services
at other locations. It seems extremely unlikely that beneficiaries who
currently receive services such as blood transfusions at blood banks would
choose to go without those services rather than simply seeking the services
at a clinic or hospital. Similarly, people currently receiving speech or
physical therapy at independent rehabilitation centers could receive the same
services at other locations. ' ' R

“Other Provider” Category. As we mentioned earlier, a list of what is
included in this category was not-available at the timethis analysis' was
prepared. : oo e e T e

Recommendation. Because the Legislature needs additional information
in order to evaluate this proposal, we recommend that the department
provide, prior to budget hearings, a revised savings estimate that reflects the
effect of federal restrictions and optional services provided by clinics and
hospitals and information about (1) what emergency: dental services will be
provided, (2) how it will achieve savings by eliminating services provided
at blood banks and independent rehabilitation  centers, and (3) what is
included in the “other providers” category. B e

Limitation on Hospital inpatient Days

_ The administration’s proposal to limit hospital days will shift costs to
hospitals, including county hospitals. : L

The budget assumes that the Legislature will enact legislation that will
result in savings of $121.5 million ($60.8 million General Fund) by limiting
coverage of acute inpatient hospital days to 60 days per year perbeneficiary.
The limit would apply whether the 60 days occur consecutively or over
several hospital stays. The proposal exempts from this limit children under
age six. : C i CIR

Currently, Medi-Cal has no limit on the number of hospital days that it
will cover. Medi-Cal controls utilization of hospital days by requiring field
.office staff to review and approve all inpatient days as medically necessary.
In 1990-91, 4,333 Medi-Cal beneficiaries spent more than 60 days in an acute
hospital, resulting in over 162,000 days of medically necessary hospital care.
Medi-Cal would not pay for these inpatient days under this proposal. At-the
time this analysis was prepared, the departmentiwas unable to provide

details about what types of hospital days would be most affected.




V - 102/ HEALTH AND SOCIAL SERVICES Item 4260

DEPARTMENT OF HEALTH SERVICES—Continued

This proposal would increase the uncompensated care burden on
hospitals, including county hospitals. Hospitals cannot discharge patients
that need acute care just because Medi-Cal will not pay for the days.
Hospitals would not be able to shift these patients to any other kind of
facility, such as a nursing facility, because licensing requirements for nursing
facilities prohibit them from accepting patients who need an acute level of
care. It is unlikely that Medi-Cal beneficiaries could pay for any significant
part of the cost. This leaves hospitals with no option except to provide
uncompensated care for the patients or transfer them to another hospital,
thereby i increasing another hospital’s uncompensated care burden.

Hospltal Day Limit May Thwart Aitempt to
Expand Use of In-Home Medical Care

The department’s proposal to limit hospttal days may reduce the
department’s ability to expand the use of in-home medical care services. We
recommend that the department report durmg budget hearings on how it
plans to achieve both the savings assumed in its proposal to limit hospital
days and those pro;ected from expanding the use of in-home medical care
services.

The budget proposal includes $1.4 million ($447,000 General Fund) and
25,5 positions to expand the use of in-home medical care services and
assumes that use of these services will result in savings of $6.6 million
($3.3 million General Fund). The savings estimate reflects an increase of
$2.8 million, or 553 percent, above the General Fund savings anticipated in
the current year.

Background. Through the 1n-home medical care waiver program, Medi-
Cal beneficiaries can receive a broader.range of services than Medi-Cal
normally covers, as long as (1) the waiver services keep a person from being
placed in a hospital and (2) the total cost does not exceed the cost of being
in a hospital. (That is, the in-home services must be cost-effective.) In the
past, the department has played a reactive role in placing people in the
waiver program by simply reviewing and approving requests from
beneficiaries to participate in the waiver program. -As part of the
administration’s managed care initiative, the department is now establishing
a proactlve system where it will use field office staff to identify people who
could receive more appropriate, and less expensive, care in waiver programs.

Prowdmg care at home for a person who needs an acute level of service
requires coordination of a number of different kinds of services including,
but not limited to, home health agency care, physician services, and use of
respirators or other equipment. Consequently, waiver services are usually
provided for people who are expected to requlre an acute level of care for
more than 90 days. :
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Sixty-Day Limit Affects Cost-Effectiveness. The department’s proposal to
limit payment for inpatient hospital days has serious implications for its
ability to expand the use of the in-home medical care waiver. This is
‘because, by reducing the number of hospital days that Medi-Cal pays for,
the proposed 60-day limit would substantially reduce the costs that Medi-Cal
.would have paid had a person remained in a hospital. This, therefore,
substantially reduces the amount of in-home .services Medi-Cal could
provide under the federal constraint of demonstrated cost-effectiveness and
could make it impossible for Medi-Cal to provide the services necessary to
keep a person at home. '

Because it appears that the 60-day limit would reduce the department’s
ability to expand the use of waiver services, we recommend that-the
department report during budget hearings on how it plans to achieve both
the savings assumed in its proposal to limit hospital days and those
projected from expanding the use‘of in-home medical care services.

Savings from Medicare Crossover Proposal Overstated

We recommend that the department provide, prior to budget hearings, a
revised estimate of savings from its Medicare crossover claims proposal.

“Crossover” beneficiaries are beneficiaries who are_eligible for both
"Medicare and Medi-Cal. Medi-Cal pays Medicare copayments and deduct-
ibles for crossover beneficiaries. State law requires Medi-Cal to limit its
payments for medical procedures so that the combined Medicare and Medi-
Cal reimbursement does not exceed the Medi-Cal rate for the same
procedure. The department has previously implemented this policy for most
procedures, but has not done so for inpatient hospital stays. The department
estimates that it will save $61.4 million ($30.7 million General Fund) in the
budget year and $82 million ($41 million General Fund) annually by
rextending this policy to inpatient hospital payments. This policy will reduce
the amount that hospitals will receive for serving crossover beneficiaries, but
does not affect the beneficiaries’ entitlement to receive the services.

‘The department currently pays $82 million ($41 million General Fund)
annually for copayments and deductibles for inpatient services for crossover
beneficiaries. The department estimates that it will eliminate 100 percent of
these payments. The department’s own description of technical difficulties
‘involved in this process, however, makes it clear that it 'will not be able to
achieve this: level of savings. g '

The department indicates that it has not applied this policy to inpatient
days before now because differences between the rate methodologies used
by Medicare and Medi-Cal make comparisons of rates technically very
difficult. While the department now believes that it can resolve most of the
technical difficulties, it (1) plans to implement this policy only for contract
hospitals (those which negotiate contracts with the California Medical
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Assistance Commission) and (2) indicates that it is probable that there will
.be some procedures for which a comparison between Medicare and Medi-
. Cal rates will not be possible. :

~ At the time this analysis was prepared, the department could not

determine the effect of these limitations on its savings estimate. Because the
savings estimate is clearly overstated, we recommend that the department
provide a revised estimate prior to budget hearings. -

New Rate Reimbursement Methodology
Proposed for Nursmg Facilities

. We recommend that the department report prior to hearings on its fmal
rate methodology for freestanding nursing home facilities (NFs).

The budget proposes saving $55.7 million ($27.9 million General Fund) by
changing the rate methodology it uses to reimburse freestanding NFs, not
including state developmental centers.

The department classifies NFs into peer groups based on their size and
geographic location and sets a reimbursement rate for each peer group based
“on a projection of the median cost of the group, regardless of the projected
costs of any particular NF. The budget proposes to change this methodology
for NFs whose costs are projected to fall below the median of the peer
group. These NFs would be paid a rate that falls somewhere between their
projected costs and the median rate, instead of the median rate. The depart-
ment reports that about 55 percent of all NFs provide services at costs that
are below the median rate and would be affected by the change in rate
methodology. :

_ We believe that the proposed methodology is consistent with the federal
government’s intent under the Boren amendment to reimburse NFs on a
“reasonable cost basis.” Although NFs with projected costs below the median
would receive reduced reimbursement, these facilities would still receive a
payment larger than their projected costs.

We cannot determine whether this proposal would achieve the savings
estimated in the budget, because the department has not yet determined the
actual methodology it will use. Specifically, the department has not deter-
mined how much it will reduce each facility’s rate below the median. It
appears, however, that the department will pay facilities above the midpoint
‘between their projected costs and the median. This is because, if the
department set the rate at the midpoint, the estimated savings would be
$111.5 million ($55.7 million General Fund), or tw1ce the projected savings
that the department proposes.
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Once the department determines what methodology it will use, actual
savings will be difficult to predict because they will depend, in part, on how
NF providers respond to the change. If providers accept the change in the
rate methodology without making major changes in their spending behavior,
then the proposal would result in savings. However, if providers choose to
increase costs, the median rate will increase in the long-term, increasing
Medi-Cal costs. : :

‘Similarly, if some providers view the rate reductions as too extreme, they
may choose to close their facilities or not accept Medi-Cal patients. This
would result in fewer available NF beds. Any significant reduction in NF
beds would likely increase the number of patients placed in distinct-part NFs
or in hospitals, both of which have much higher reimbursement rates. Such
a shift would increase Medi-Cal costs.

We recommend that the department provide information, prior. .to
hearings, on the final rate methodology it will use to reimburse NFs and
information on the NFs that would be affected by the proposed methodolo-

&y.

Proposition 99 Does Not Permit Proposed Use of Funds

A budget proposal to use Proposition 99 funds for Medi-Cal pregnancy-
related services could not be implemented by the Legislature but would
require voter approval. Absent such a vote, the proposal would increase
General Fund costs by $60 million in 1991-92 and $62.8 million in 1992-93.

Chapter 980, Statutes of 1988 (SB 2579, Bergeson), requires the department
to expand Medi-Cal coverage for (1) pregnancy services to include women
in families with incomes up to 185 percent of the federal poverty level and
(2) medical services for their infants up to age one. The department imple-
mented this requirement in 1989-90 and has used 50 percent General Fund
and 50 percent federal fund dollars for the cost of the program. The budget
assumes the enactment of legislation that will result in savings of $60 million
1in the current year and $62.8 million in the budget year by shifting funding
of these pregnancy-related services from the General Fund to the Cigarette
and Tobacco Products Surtax (C&T) Fund. ’

In the current year, the budget proposes to fund some of these pregnancy-
related services with C&T Fund monies as follows:

* $30.6 million from the Health Education Account.
* $29.4 million from the Unallocated Account.

In the budget year, the budget proposes to fund the pregnancy-related
services with:

* $38.6 miliion from the Health Education Account.
® $11.9 million from the Research Account.
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¢. $12.3 million from the Unallo‘cétéd Account.

* The Legislative Counsel indicates that this proposed use of the funds is
not perm1tted by Proposmon 99 for the following reasons:

Use of Health Education and Research Account Funds. Proposition~99
specifies that (1) Health Education Account funds shall only be available for
programs for the prevention and reduction of tobacco use ‘and (2) Research
Account funds shall only be available for tobacco-related disease research.
The proposal to use these funds for pregnancy-related services extends
beyond the purposes specified in Proposition 99 for the Health Education
. and Research Accounts.

~ Use of Unallocated Account Funds to Match I-'ederal Funds. Proposition
99 prohibits matching expendltures for hospital and physician services,
including pregnancy-related services, with federal funds. Thus, Unallocated

Account expenditures for pregnancy-related services cannot be matched with
federal funds.

For these reasons, the Legislative Counsel indicates that this proposal
could not be implemented by a vote of the Legislature, but would require
voter approval. [We discuss other issues related to'the use of Health
Education Account funds in our analyses of Preventive Medical Services and
the State. 'epartment of Educatlon (Item 6110)] ’

Federal Funds Uncertain for Services for
Newly Legalized Persons

The budget proposes to use $191.2 million in State Legahzahon Impact
Assistance Grant (SLIAG) funds in 1992-93 (and $153.8 million in 1991-92)
for services to newly legahzed persons. It is not clear, however, whether the
federal government will provide California with sufficient SLIAG funds to
cover these costs. The President’s budget proposal does not contain sufficient

funds to do so. Absent sufficient SLIAG funds, these costs would have to be
funded with General Fund dollars. We discuss this issue in more detail in
our analysis of Control Section 23.50 at the back of this document.

NEW PROGRAMS

Intergovernmental Transfers Increase Fuhding‘for
Disproportionate-Share Hospitals by Over $700 Million

The SB 855 program provides $1.6 billion in supplemental payments to
disproportionate-share hospitals. Almost one-half of these funds constitute
" new money for hospitals and therefore provide a substantial contribution
toward reducing the uncompensated care burden they face.
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The budget proposes expenditures of $1.7 billion ($870.3 million Medi-Cal
Inpatient Payment Adjustment Fund (IPAF) and $870.3 million federal funds)
to fund (1) supplemental payments to disproportionate-share hospitals, those

“hospitals which serve a disproportionate share of low-income persons,
($1.6 billion) and (2) general Medi-Cal expenses ($150 million).

The SB 855 Program. Chapter 279, Statutes of 1991 (SB 855, Robbins),
requires counties and other public entities that operate disproportionate-
share hospitals to transfer funds to the state which, when combined with
federal funds, are used t6 provide supplemental Medi-Cal payments for

“inpatient hospital services provided by all disproportionate-share hospitals,
including those which are not owned by ‘public entities. Both the amount of
the transfers and the amount of the supplemental payments that hospitals
receive are based on the number of acute inpatient hospital days provided
to Medi-Cal recipients or other low-income persons; Under SB 855, the

amount of the transfers and - the supplemental payments would increase

annually.

Implementation of the SB 855 program is expected to begin during the
current year, but is contingent upon the federal government’s agreement to
provide matching federal funds. At the time this analysis was prepared,
federal approval appeared likely, but had not been received. .

New Federal Cap. A recent federal law (PL 102-234) limits expenditures
for supplemental payments'to disproportionate-share hospitals to 12 percent
of each state’s total Medicaid expenditures. The payments proposed for
1992-93, which comprise 13 percent of the 1992-93 Medi-Cal budget, would
not be affected because the new federal law grandfathers in existing state
programs. Given the recent growth in the Medi-Cal Program, our review
indicates that the actual effect of the federal cap on the SB 855 program is
likely to be relatively minimal in the future as well. S o

Program Provides Substantial New Funding for Disproportionate-Share
Hospitals. Not all of the $1.6 billion in supplemental payments constitutes
new money to disproportionate-share hospitals. Most, if not all, of the funds
counties are using to provide the transfers required by SB 855 are funds that

‘they would have used to provide support for their own disproportionate-
share hospitals. However, most of the federal funds clearly are new funds
for hospitals. Consequently, the SB 855 program provides a substantial
contribution to reducing the uncompensated care burden these hospitals face.

Budget Unnecessarily Eliminates Donated Funds Program
We recommend that the department repoft during budget hearings on its
decision to eliminate its donated funds program. ‘ ‘

The budget proposes a reduction of $409 million ($204.5 million Dispro-
portionate-Share and Emergency Services Fund and $204.5 million federal
funds) for the donated funds program created by Ch 996/89 (SB 1255,
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Robbms) Under the. donated funds. program, Medl-Cal matches donatlons
.from counties or other entities with federal funds and uses them to provide
" payments to selected disproportionate-share hospitals. Donated funds are

used for specxflc pro]ects that would enhance mpatxent services.

‘The budget proposes to ehmmate this program because a recent federal
law (PL 102-234) prohibits states from using donations: from health-care
' providers to match federal funds. However, PL 102-234 expressly allows
states to use intergovernmental transfers to match federal funds and does not
make a distinction between mandatory or voluntary transfers. Because a
_significant portion of the SB 1255 program was funded using intergovern-
mental donations, it is not clear why the. department is proposing to
;completely eliminate the program. We, therefore recommend that the
department report during budget. hearings on its decision to eliminate the
donated funds program given its ability to continue that portion of the
program that uses mtergovernmental transfers as donations.

’ Check-Up Oulpotient Services for Uninsured Chlldten

The administration is proposing to allocate $20 million to 1mplement a
program to provide outpatient services to all uninsured children up to age
five. (These funds are not contained in the Budget Bill, but are shown in the
Governor's Budget as reserved for pendmg leglslatlon ) We dxscuss this issue

in our earher section on family health. :

. UNFUNDED 1992-93 COSTS

1992-93 I.ong-Term Care Cost-of-Living
Adjustment (COLA) Costs Unfunded

. We recommend that in its May revision of expendztures, the department
_incorporate estimates of costs resulting from long-term care COLAs.

The budget doés not contain funds for statutonly requlred COLAs for
‘nursing homes, state hospitals, and other long-term care facilities. Although
the administration proposes waiving statutory COLAs. in many other
programs, it is likely that the long-term care statutory COLA will be funded
due to requirements in federal law. Long-term care COLAs are established
based on audit data, which are not yet available. The budget estimates costs
of $165.1 million ($82.7 million General Fund) for the 1991-92 COLAs. It is
oo early to determine if 1992-93 long-term care COLA expendltures will be
in the same cost range. _
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Budget Does Not Reflect Proposal to
quuce Maximum AFDC Paymenis

The administration’s proposal to reduce the maximum AFDC payments

could increase Medi-Cal costs by up to $17 million from the General Fund.

If the Legislature reduces maximum AFDC payments, we recommend that it
enact technical cleanup legislation regarding Medi-Cal eligibility. =~

The AFDC budget assumes that the Legislature will enact legislation: to
reduce the maximum aid payment (MAP) for AFDC recipients. (Please see
Item 5180 for‘our discussion of the AFDC proposal.) Depending on federal
action, reducing the MAP could either (1) have no fiscal effect on the Medi-
Cal Program or (2) result in General Fund costs of up to $17 million in

- 1992-93. This is because the AFDC MAP is used to determine Medi-Cal
- eligibility for medically needy beneficiaries. R h

Federal law requires Medi-Cal to tie Medi-Cal eligibility to the current
AFDC MAP. However, Ch 97/91 (SB 724, Maddy), which reduced the AFDC
MAP, requires Medi-Cal to base eligibility on the June 1991, rather than the
current, AFDC MAP. It also requires the department to seek a federal waiver
approving this policy. The administration proposes to continue this policy
rather than linking Medi-Cal eligibility to the proposed lower MAP. If the
Legislature adopts the AFDC proposal, we recommend that it also enact
technical cleanup legislation specifying that Medi-Cal continue to use: the
June 1991 MAP for determining eligibility.

If the federal government approves the department’s waiver request, the
AFDC proposal will have no fiscal effect on the Medi-Cal Program.
However, if the federal government denies the waiver request, Chapter 97
requires Medi-Cal to use General Fund dollars to ftind the additional costs
of basing Medi-Cal eligibility on the June 1991 MAP. The department

~estimates that these costs would be up to $17 million from the General Fund
in 1992-93. At the time this analysis was prepared, the federal government
had not taken action on the department’s waiver request.

_Cosis Likely From Dental Access Lawsuit

- The budget does not reflect 1992-93 costs of $89.8 ‘million ($44.9 million
General Fund) from a recent dental access lawsuit. If the Legislature does
not eliminate adult dental services, the costs of the lawsuit will increase by
an additional $162.4 million ($84.2 million General Fund), S

The budget includes $37.9 million ($18.9 million General Fund) to fund
rate increases intended to improve access to dental care for children. These
costs were based on a settlement offer the department made in Clark v. Kizer,
a lawsuit regarding Medi-Cal beneficiary access to dental services. These
costs reflect the department’s assumption that the Legislature will enact

legislation to eliminate adult'dental services as a Medi-Cal benefit. If the
Legislature does not eliminate adult dental services, Clark v. Kizer would also
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require rate increases for these services. (We dlscussed th1s proposal earlier
in this section.)

~ After the budget was prepared however, the court re]ected the
department’s settlement offer and ordered it to i increase rates above the level
anticipated in the budget. The department estimates that the additional
Medi-Cal costs to comply with the court order in the budget year will be
$89.8 million ($44.9. million General Fund), assuming that the Legislature
eliminates adult dental services. The department plans to include these costs
in the May revision of expenditure estimates.

If the Legislature rejects the proposal to eliminate adult dental services,
" the department estimates that the costs associated with this lawsuit will
increase by an addltlonal $162. 4 mllhon ($81 2 million General Fund)

Budget Proposes to Limit Expansion of
‘Capital Debt Financing Program

The budget’s proposal regarding the Medt-Cal capztal debt financing
program would either (1) eliminate expansion of the program during the
budget year or (2) force local governments to finance new pro]ects with
revenue bonds.

Chapter 1635, Statutes of 1988 (SB 1732, Presley), and Ch 1310/90
(SB 2665, Presley) require Medi-Cal to provide supplemental payments for
a-portion of the debt service costs of certain construction projects at dispro-
portionate-share hospitals. The budget proposes expenditures of $3 million
($1.5 million General Fund) for supplemental payments for debt service costs
of hospital construction projects. The budget proposal, however, limits
expansion. of the program during 1992-93. It is not clear whether the
administration’s proposal regarding the limitation of the program is consis-
tent with the Legislature’s intent.

Background. Projects that are eligible for funding under the capital debt
financing program must be financed with either general obligation or
revenue bonds. Once a project is completed and occupied by patients, the
department begins to provide supplemental Medi-Cal payments for debt
service costs. The department forecasts that seven projects will receive
funding through this program beginning in 1991-92 or 1992-93. The actual
costs of the program during the budget year will depend on how many
projects are actually completed and occupied. Supplemental payments for
these projects will continue until debt service payments are completed, as
long as the hospital continues to meet certain requlrements, mcludmg partici-

- pation in the Medi-Cal Program

Limited Expansion. Chapter 1310 permits the administration to propose
annual limits on the amount of general obligation debt that can be obligated
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under this program. Specifically, Chapter 1310 permits annual limits on the
amount of general obligation bonds that local governments can issue in any
fiscal year for which Medi-Cal reimbursement will be available. Chapter 1310
does not permit limits on revenue bond debt.

The 1991 Budget Act limits the principal amount of additional general
obligation debt that Medi-Cal will fund to $50.million. The proposed Budget
Bill includes language limiting the additional amount of general obligation
debt during 1992-93 to zero. As a result, local governments could not issue
general obligation bonds during the budget year for hospital construction
projects if they want to receive Medi-Cal supplemental payments. If local
governments wish to participate in the Medi-Cal capital debt financing
program, they would have to either delay projects or use revenue bonds,

“which are generally more expensive. The administration indicates that it is
making this proposal due to the fiscal constraints facing the state.

Because Chapter 1310 permits an annual limit, it is clear that the Legisla-
ture wishes to control the debt obligation incurred under this _program.
However, it is not clear that the Legislature intended for the administration
to use the limit either to (1) effectively eliminate expansion of the program
or (2) force local governments to use revenue bonds. If the Legislature
wishes to permit expansion of this program during 1992-93, it needs to
amend the proposed Budget Bill language to reflect a higher limit.

Technical Error. The department estimates that it will incur debt service
costs of $6 million ($3 million General Fund) for construction projects that
are likely to be eligible for funding during 1992-93. Due to a technical error,
however, the budget' includes only half this amount, or $3 million
($1.5 million General Fund). The department indicates that it will correct this
error in the May revision. R

Budget Bi_ll Language Limits Legislative Oversight

We recommend that the Legislature create a new item and adopt Budget
Bill language that would maintain legislative oversight and give the
Department of Finance (DOF) necessary flexibility to account for Medi-Cal
expenditures on an accrual basis. - ’

The Budget Bill includes proposed new language that would permit the
'DOF to use funds that are appropriated for Medi-Cal local assistance during
1992-93 for the liquidation of excess Medi-Cal local assistance costs from
prior years. Consequently, if the 1991-92 appropriation for Medi-Cal is
insufficient to cover the costs of services provided during, or prior to,
1991-92, this language would permit the DOF to pay those costs using the
1992-93 appropriation. * :

-We agree that the change to accrual accounting for Medi-Cal creates a
need for additional flexibility in reconciling expenditures with appropriations
for prior years. The change to accrual accounting also makes such flexibility
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necessary for the budget year. However, we are concerned about the
proposed language because it (1) permits the department to charge expendi-
tures to a year other than the year when services are actually provided,

+(2) pérmits the DOF to transfer funds that may be needed for 1992-93 costs
in order to pay for prior-year costs, (3) does not require the DOF to notify
the Legislature prior to transferring the funds, and (4) does not address the
need for flexibility within the 1992-93 budget.

1991-92 and Prior Years. The intent of accrual accounting is to charge
expenditures to the year in which services are provided, regardless of when
~ the department actually pays for them. Creating a new item in the budget
that, after legislative notification, automatically appropriates funds necessary
to pay for any prior-year expenditures in excess of prior-year appropriations
would (1) provide the flexibility that the DOF needs, (2) provide the
oversight capability that the Legislature needs, and (3) be consistent with the
intent of accrual accounting. Accordingly, we recommend that the Legisla-
ture create a new item for prior-year funds that includes Budget Bill
language appropriating funds that are necessary to pay prior-year expendi-
tures that exceed the appropriations in those prior years. The following
language is consistent with our recommendation:

In the event that Medi-Cal expenses exceed the amount appropriated in this
item, there is hereby appropriated any amounts necessary to pay thé expenses.

" Moneys appropriated herein shall not be expended: prior to 30 days after the

; Department of Finance notifies the Joint Legislative Budget Committee. of the
amount(s) necessary or not sooner than such lesser time as. the Chair of the -
Joint Legislative Budget Committee may determine..

1992-93 Costs. A similar provision within the Medi-Cal budget item
would provide flexibility and oversight during the budget year if budget-
year expenditures exceed the Budget Act appropriation. We therefore
recommend that the Legislature delete Provision #14 from Item 4260-101-001

"and replace it w1th language similar to the language above

County Administration Caseload

The current estimates of county administrative costs for 1992-93 are
incomplete because the department has not yet attempted to estimate
workload changes in the base budget. This will be done in the May revision
when more data are available to estimate county welfare department
workload

Capital Outlay

~ The Governor’s Budget proposes an appropriation of $2,795,000 in Item
4260 for capital outlay expenditure in the. Department of Health Services.
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Please see our analysis of that item in the capital outlay section of this
Analysis, which is in the back portion of this document.

California Medical Assistance Commission
 ltem 4270

General Program Statement

The California Medical Assistance Commission (CMAC) (1) negotiates
contracts with hospitals, county health systems, and health care plans for the
delivery of health care services to Medi-Cal recipients and (2) reports on the
cost-effectiveness of selective provider contracts.

Overview of the Budget Request -
The CMAC budget is essentially a workload budget.

The budget proposes $2.1 million (50 percent General Fund and 50
percent federal funds) for the commission’s support in 1992-93. This is an
increase of $50,000, or 2.5 percent, above estimated current-year expendi-
tures. This increase is due to the net effect of: - ‘ '

- oA $300,000 increase ($150,000 General Fund) for workload associated
with the expansion of managed care in Medi-Cal, pursuant to
Ch 95/91 (AB 336, Hunter). (The budget anticipates that these costs

- will be offset by Medi-Cal savings.) :

* A decrease of $250,000 to eliminate one-time woxfkload funding. -

- This commission, along with many other departments, has been subject
to a variety of reductions over the past several years. Among these is an
unallocated reduction of 11 percent from the General Fund in 1991-92,
(Because a General Fund reduction in the commission’s budget also results
in a reduction in federal funds, the unallocated reduction also results in a
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reduction of 11 percent of the commission’s total budget from all funds)
This reduction is proposed to be carried over into 1992-93. In our companion
document, The 1992-93 Budget: Perspectives and Issues, we dlSC‘LlSS the impact
of these reductions on various departments :

Major Risk Medical Insurance Board
ltem 4280

General Program Statement

The Major Risk Medical Insurance Board admlmsters (l) the Ma]or Risk
Medial Insurance Program (MRMIP), which provides health insurance to
California residents who are unable to obtain it for themselves or their
families because of pre-existing medical conditions, and (2) the Access for
Infants and Mothers (AIM) Program, which provides coverage for women

* seeking pregnancy-related and neonatal medlcal care.

Overview of the Budget Request

The budget for the Ma]or Risk Medzcal Insurance Board is a.workload
budget.

The budget proposes total expendltures of $86.6 mxlllon from the Clgarette
and Tobacco Products Surtax (C&T) Fund in 1992-93: Of this amount, $30.2
million is to fund the MRMIP and $56.3 million is to fund the AIM Program.
This proposed level of expenditures is an increase of $11.6 million, or 15.4

-percent, above estimated current-year expenditures. This increase pnmanly
reflects the full phase-ln of the AIM Program, which was estabhshed in 1991-
92.
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Department of Developmental Services
ltem 4300

Findings and Recommendations Analysis
. Page
- 1. Reduce Caseload Estimate to Eliminate Double-Budgeting.. 122
Reduce Item 4300-101-001 by $3.8 million. Recommend
General Fund reduction of $3.8 million to avoid double-
budgeting for a transfer of clients from the department’s Day
Training Activity Center Program to programs operated by
the Department of Rehabilitation.

General Program Statement

The Department of Developmental Services (DDS) administers services in
the community and in developmental centers for persons with developmen-
tal disabilities. A developmental disability is defined as a disability originat-
ing before a person’s 18th birthday that is expected to continue indefinitely

- and that constitutes a substantial handicap. The department carries out its
funiction through two main programs: (1) the Community Services Program,
under which the DDS develops, maintains, and coordinates services for
developmentally disabled persons through contracts with 21 private
nonprofit regional centers throughout the state; and (2) the Developmental
Center Program, which provides services in 7 of the state’s 11 developmental
centers and hospitals.

Overview of the Budget Request

The proposed DDS budget is essentially a workload budget, including
increases to reflect caseload growth.

As Table 1 shows, the budget proposes expenditures from all funding
sources of $1.3 billion for support of the DDS in the budget year. This is an
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increase of $88 million, or 7 percent, over estimated current-year expendi-
tures. The budget proposes appropriations of $733 million from the General
Fund in 1992-93. This is an increase $54 million, or 8 percent, over estimated
current-year expenditures. :

Department of Developmental Services
Budget Summary- .
1990-91 through 1992-93

(dollars in thousands)

Expenditures
Department support $33,508  $31,862 $32,101 - 0.8%
Regional centers and community - ‘ s : ;
development programs .. . 607,676 648,951 . 719,759 10.9
Developmental centers . - 567,739 580,210 . 597,309 2.9
Totals ; $1,208,923 $1,261,023 :$1,349,169 7.0%
General Fund $633,794 $678,803 $732,688 7.9%
Special Account for Capital Outlay — — - 630 -4
Lottery Education Fund 797 472 - 472 —
Developmental Disabilities Program - o : : o
Development Fund 3,255 3,036 2,368 . -220
Developmental Dlsablllties Services ‘ C :
" Account ' o 60 . 60 60 —
Federal funds ‘ 11,027 11,671 11,420  -22
Reimbursements - 559,990 566,981 ‘601,531 6.1 -
Personnel-Years : 10,7967 11,155 11,3177 15%
 Not a meaningful figure. '
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The change in expenditures from all funds is due primarily to the net
effect of proposals for (1) an increase of $66 million to reflect caseload
growth (6,545 clients) and service utilization changes at the regional centers,
(2) an increase of $3.8 million to cover an increase in workers’ compensation
costs, (3) a $4.1 million increase in day program costs, and (4) ‘an increase of
$3.6 million to begin a phase-in of Qualified Mental Retardation Profes-
sionals (QMRPs) at the developmental centers. e : »

This department, along with many other departments, has been subject
to a variety of reductions over the past several years. Among these is an
unallocated reduction of 4.8 percent from the General Fund in 1991 -92. (This
reduction is 2.5 percent of the department’s total budget from all funds.)
This reduction is proposed to be carried over into 1992-93. In our companion
document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact
of these reductions on various departments. S

Table 1 displays program expenditures and fﬁnding SGutces for the
department in the prior, current, and budget years. :

Analysis and Recommendations

Department Support

‘The budget proposes a General Fund appropriation of $20 million for
support of the department’s state operations in 1992-93. This is an increase
of $379,000, or 1.9 percent, above estimated current-year expenditures.

Total expenditures, including those funded by the Program Development
Fund, reimbursements, and federal funds, are proposed at $32 million, which
is $239,000, or 1 percent, above estimated current-year expenditures. - ‘

Table 2 shows. the major changes in the department’s support budget
proposed for 1992-93. It indicates that the proposed changes are due to
baseline adjustments. _ . .
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Table 2

Department of Developmental Services
Department Support .
Proposed 1992-93 Budget Changes
(dollars;ln thousands)
1991-92 Expenditures (revised) 1 $19,877 $31,862
Basaeline adjustments . . : '
Adjustments to fund existing positions -~ - — o -$62
Unallocated reduction shift
to the Developmental . i
Center Program ' $360 360
Department of Mental Health
position adjustment - ; -19
Foster grandparent transfer to the : S
Development Center Division -13 <125
Rent increase ' - 53
Targeted case management '
- administration : : 31 31
Board of Control claim adjustment 1 . 1
Subtotals . ($379) : ($239) |
1992-93 Expenditures (proposed) .. $20,256 - : $32,101
Change from 1991-92 : :
Amount $379 $239
Percent 1.9% 0.8%

Regional Centers and Community Program Development

Table 3 displays the components of the regional centers and community
program development expenditures for the prior, current, and budget years.
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Department of Developmental Services ‘

Regional Centers and Community Program Development
Expenditures and Funding Sources '
1990-91 through 1992-93 L

éxpen‘ditures

Regional centers . - o ] )
'Operations  ~ R $154,647  $149,586 $157,652 5.4%
. Purchase of service 450,800 496,900 560,188 12.7
Subtotals, regional centers - ‘($605,447) ($646,486) ($717,840) (11.0%)
Community program development ’
Community placement® - ; ($6,179) ~ ($6,281)  ($6,084) (-3.1%)
Program development ’ 2,083 - 2,319 1,773° -235
Cultural center 146 146 146 —
Subtotals, community program ‘ B Ce
development ($2,229)  ($2,465)  ($1,919) = (-22.2%)
Subtotals  ($607,676) ($648,951) ($719,759) (10.9%)

Supplemental Security Income/ ‘ . . . v
late Supplementary Program ' BN K g
(SSI/SSP) reimbursements ~_$137,613 +$144,383 - $151,935 5.2%

. Totals R : - -$745,289 $793,334  $871,694 9.9%
General Fund . S
Regional centers $571,277 . $613,557  $656,999 7.1%
SSP*: ) ' 75687 75079 - 72929 © 29
Program Development Fund LI coE
- Parental faes = 2,665 2665 2141 :19.7
Federal reimbursements - 2,083 2,319 1,773 -23.5 -
Federal funds (SSI)° 61,926 69,304 79,006 -14.0
-Reimbursements 31,651 30,410 58,846 - 93.5

a Tﬁesé amounts are incorporated in the regional center purchase-of-service budget. .

b Assumes funding split of 55 percent General Fund/45 percent federal funds in 1990-91, 52 pércent to
- 48 percent in 1991-92, and 48 percent to 52 percent in 1992-93. :

. The budget proposes expenditures of $720 million (all funds) for regional

centers and community development ‘programs in 1992-93. This is an
increase ‘of $71 million, or 11 percent, above estimated current-year
expenditures.
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Expenditures from the General Fund are proposed at $657 million, an
increase of $43 million, or 7.1 percent, over estimated expenditures in the
current year. This increase is primarily due to the net effect of (1) an increase
of $66 million based on the regional centers caseload, utilization, and-cost
trends; (2) a funding shift of $27 million from the General Fund to reim-
bursements from the Department of Health Services for the Medicaid Waiver
Program; (3) $4.1 million to fund day program cost increases; and (4) an
unallocated reduction of $2.7 million being carried over from the current
year. ‘ v o

Total expenditures, including the expenditures of Supplemental Security
Income/State Supplementary Program payments to residential care
providers, are proposed at $872 million, which is an increase of $78 million,
or 9.9 percent, above estimated current-year expenditures. Expenditures from
the Program Development Fund are proposed at $6.1 million, which is $1.3
million, or 27 percent, above estimated current-year expenditures.

~ Table 4 shows the changes to the budget for the regional centers and
community program development proposed in 1992-93. ‘

Table 4

'Department of Developmental Services v
Regional Centers and Community Development Programs
Proposed 1992-93 Budget Changes :

(dollars in thohsands)

1991-92 Expenditures (rev.) $29,472 $648,951
Baseline adjustments ‘
ni :
com::?:astz supported Iiving —_ —  $1,250 — $1,250
Compensatory education — — — -$7 -7
Reversal of program develop- ' : :
ment increase in 1991-92 - — L e -169 - -169
Funding change for waiver ‘
. _program -$27,193 — - 27,193 —
Day program rates. 4,161 — - - 4,161 .
Continued
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R

Caseload, utilization, and cost

SRR R

changes. :
Purchase of service . 8,075 e —_ —_ 8,075
Operations : . 58,399 —_— - — 58,399
Decrease in aliocation from .
state council — —_ ~244 — =244
Daecrease in parental fees —  -$657 - —_ -657
Subtotals © ($43,442) " (-$657) - ($837) - ($27,186) ($70,808)

1992-93 Expenditures (prop.)  $656,999 $2,141  $3,961  $56,658 $719,759
Change from 1991-92 s : '
Amount . $43442  -$657  $837 $27,186  $70,808
Percent 7% -235% 26.8% . 92.2% - 10.9%

Regional Center Caseload

~ The department estimates that the mid-year regional center caseload in
1992-93 will be 116,970 clients, an increase of 6,545 clients, or 5.9 percent,
over the estimated current-year level. As Table 5 displays, the department
estimates that the residential care caseload will increase by 490 clients, or 2.5
percent, above the estimated current-year level.

Table 5

Department of Developmental Services
Regional Centers’ Mid-Year Caseload
1984-85 through 1992-93 ‘

1984-85 74,184 - 16,409 -
1985-86 77,975 51% 16,760 2.1%
1986-87 : - 83,135 6.6 117,293 3.2
1987-88 88,547 6.5 17,828 . 3.1~
1988-89 92,316 43 18,085 14
1989-90 © 97505 = 56 18534 . 25
1990-91° 103,722 6.4 18,798 1.4
1991-92 (est.)® " 110425 65 19,395 32
1992-93 (prop.)® 116,970 5.9 19,885 25

* Based on November 1991 estimates.




V - 122 / HEALTH AND SOCIAL:SERVICES Item 4300

DEPARTMENT OF DEVELOPMENTAL SERVICES—Continued -

Double-Budgeting of. DDS Cases |
Transferred to Another Department

. We recommend a reduction of $3.8 million from the General Fund to
eliminate double-budgeting of the costs to provide services for 813 Day
Training Activity Center (DTAC) clients who will be transferred to programs
operated by the Department of Rehabilitation (DOR). (Reduce Item 4300-
101-001 by $3.8 million.) o

. The budget proposes $4.8 million ($1.2 million General Fund) for the DOR
(Item 5160) to provide servicés for clients transferred from DDS’s DTAC
programs. The budget proposal for the DDS, however, also includes funding
for these clients, in the amount of $3.8 million from the General Fund. In
order to correct this double-budgeting error, we recommend deletion of the
$3.8 million from the DDS’s budget. o

State Developmental Centers

The budget proposes expenditures of $597 million (all funds) for
programs to serve state developmental center (SDC) clients in 1992-93. This
is an increase of $17 million, or 2.9 percent, above estimated current-year
expenditures. The increase consists primarily of (1) $5 million due to a
change in salary savings requirements, (2) $3.6 million to support an increase
of 225 positions (106.9 personnel-years) for QMRPs, and (3) an increase of
$3.9 million for workers’ compensation costs. The increase for QMRPs is
required to meet accreditation and federal regulations. ST

The proposed General Fund appropriation for the SDCs is $55 million,
which is $10 million, or 22 percent, above estimated current-year expendi-
tures. This increase is due largely to (1) a shift in the distribution of clients
towards more severely disabled persons and (2) the full-year effect of a
reduction in Medi-Cal reimbursement rates. .

The budget reflects an average population of 6,655 developmentally
disabled clients in 1992-93 for the SDCs. This projection reflects no change
over the average population estimated for the current year. The average cost
per client in 1992-93 is $82,219, an increase of 3.1 percent above the estimated
cost per client in the current year. -

Table 6 displays expenditures, funding sources, population, personnel-
years, and the cost per client for developmental services programs at the
SDCs. Table 7 shows the budget changes proposed for 1992-93.
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Table 6

Department of Developmental Services
Developmental Centers Budget Summary
1990-91 through 1992-93

(dollars in thousands)

Expenditures

Developmental services programs $519,060 $530,943  $547,169 3.1%
Mental health programs 48,679 49,267 50,140 1.8
Totals $567,739  $580,210 $597,309 ' 2.9%
General Fund $30,746 $45,369 $55,433 22.2%
Special Account for Capital Outlay 3,988 - - 630 -3
Federal funds 979 1,109 970 -125
Lottery Education Fund ’ 390 472 - 472 ~—
Mental health reimbursements 48,679 49,267 50,140 1.8
Medi-Cal reimbursements 465,688 478,635 484,305 1.2
Other reimbursements 4,269 5,358 5359 = —

Developmental services programs:
Avera?e developmentally disabled

population 6,710 6,655 6,655 — |
Personnel-years 10,390.6 10,807.0 10,967.7 1.5%

Cost per client (actual dollars) $77,356 $79,781 $82,219. - 3.1

* Not a meaningful figure.
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Department of Developmental Services
Programs for the Developmentally Dlsabled
Proposed 1992-93 Budget Changes “

(dollars in thousands)

1991-92 Expenditures (revised) $45,369  $478,635 $56,206 ,$>580.210>
Basgline adjustments o o .
" Board of Control claims o $25 - —_ $25
Salary reduction for managers/
supervisors _ -210 — -$43 -253
* Price increase for operatmg ,
expenses and equipment . 1,671 — 143 1,814
Unallocated reduction shift ' '
from department support -360 — — -360
Foster Grandparent Program ) \ R
transfer, 13 - 114 127
Research grant completaon - — 253 . - -253
Salary savings/workers' :
compensation 633 $7,473 772 8,879
Medi-Cal physicians rates 2,400 -2,400 — -

_:Casaload and cost adjustments
Full-year effect of Medi- CaI

rate reduction 1619 -3,344 —_ -1,725
Change in client distribution 3,940 — ' - 3,940
'Program change proposals R
" Special repairs — — 630 630
Qualified Mental Retardation
Professionals/Individual
Program Coordinators 279 3,301 — 3,580
Sherry S. court case 54 640 e 694
Subtotals ($10,064) ($5,670) ($1,364) ($17.099!

1992-93 Expenditures (proposed) $55,433  $484,305 $57,570  $597,309
Change from 1991-92
Amount $10,064 $5,670 $1,364 $17,099
Percent 22.2% 1.2% 2.4% 2.9%
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‘Depariment of Mental Health
‘Item 4440

MAJOR ISSUES

> Realignment. The 1991 realignment legislation signifi-
canﬂy altered the structure of mental health-programs
in Cdlifornia, including the nature of the sfc’re/coun’ry
partnership. We discuss these issues in our companion
publication, The 7992-93 Budgef Perspecflves and
lssues

> Proposmon 99 Fundlng Al’rhough The Leglslclture ‘ex-
pressed intent that the administration identify strategies
for replacing $40 million-in Proposition 92 funding for
local mental health programs in '1992-93, the budget
does not do so. The elimination of these funds primarily
will affect under-equny” counties — those whose share
of total mental heah‘h resources is less 1‘hcn their relative
need. : :

> Children’s Mental Health Servnces The cdmlnls'rrohon s
proposed expansion of children’s mental health servic-
- es _gives priority to one rela’rlvely new program while
proposing only a small expan5|on for a second, which
has shown significant results in reducing both sfcte and
county Iong-’rerm expenditures. .

Conflnued
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ltem 4440

> State Hospitals Quality: of Care. U
planned scheduled treatment continues in the state
hospitals. In addition, substantial variation across hospi-
~_ 1dls in.the amount of freatment provided to patients
has significant implications for counties who are re-

a7

quired to purchase state hospital ser'yices; )

nder-delivery of

Findings and Recommendaﬁon’s'. '

1.

,Depaﬂment’s Responsibilities Under 'Realigmnent Have

Changed. The 1991 realignment legislation made several

ssignificant changes in the department’s responsibilities. (A

more detailed discussion of this issue appears in our compan-

Analysis
Page
131

ion document, The 1992-93 Budget: Perspectives and Issues.) .

Conditional Release Program Caseload Likely to Change. .
Withhold recommendation on the proposed $2.6 million

increase for caseload changes in the Conditional Release
Program pending the May revision. '

Staff Benefits and Workers’ Compﬂensation‘lncrease Needs

Further Review. Withhold recommendation on a proposed
$3.8 million increase for staff benefit and workers’ compensa-
tion costs, pending a review of additional information. -

.~ Quality of Care in the State Hospitals: CRIPA ‘Consent

131

134

135

Decree. The department has made reasonable progress in -

implementing the CRIPA consent decree.
Quality of Care in the State Hospitals: Accreditation and

136

Treatment. Quality-of-care’ problems continue in the state

‘hospitals, with significant implications for ‘patient services.

We recommend that the department report at budget hearings

on two quality-of-care issues: accreditation status and

‘treatment levels. - ,
Operating Expenses and Equipment Request Too High.

Reduce Item 4440-011-001 by $402,000 and various reim-
bursements by $322,000. Recommend a reduction of $724,000

“for operating expenses and equipment because certain

purposed expenses are not consistent with the goal of funding

-only increases to meet licensing standards and provide direct
. services to patients. o :

139
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7. Patient Population Estimates to Change with County 141 °
Requests for Beds. Withhold recommendation on  the
proposed $615,000 increase for state hosp1ta1 patlent popula-
tion changes pending the May revision.

.8 Proposmon 99 Fundmg Elimination Hits Under-Equity 143
Counties Hardest. The proposed elimination of Proposition
99 funding will have a significant impact on those.counties
whose share of state funding is. furthest below their relative
need. Consistent with statute, we recommend the department
report at budget hearings on alternative funding strategies.

9. Expansion of Children’s Mental Health Services. The 145
Legislature has several options for using $18 million in one-
time and ongoing funds that are proposed for children’s °:
mental health services.

General Program Statement

The 'Départment of Mental Health (DMH) directs and coordmates
statewide efforts for the treatment of mental disabilities. The department’s
primary responsibilities are to (1) administer the Bronzan-McCorquodale and
Lanterman-Petris-Short Acts, which provide for delivery of mental health
services through a state-county partnership and for involuntary treatment of
the mentally disabled; (2) operate five state hospitals and the acute psychi-
atric units at the California Medical Facility at Vacaville; and (3)- admlmster
six programs directed at specific populatlons

Overview of the Budget Request

The General Fund portion of the DMH budget is proposed to increase
significantly  in 1992-93, reflecting several program changes. The.

department’s total budget, however, will decrease significantly in the budget
year, due to the continued implementation of program tealignment.

The budget proposes expenditures of $720.8 million (all funds) for support
of DMH activities in 1992-93. This is a decrease of $98.1 ‘million, or 12
percent, from estimated current-year expenditures from all sources. Most of
this decrease, however, reflects the transfer of funding from the state to the
counties for the Institutions for Mental Diseases (IMDs) pursuant to the 1991
realignment legislation. Thus, excluding IMD expenditures in the current
year, which are fully reimbursed by counties, the budget proposes a net
increase of $2.3 million, or 0.3 percent; over 1991-92 expenditures. Proposed
General Fund expenditures are $265.5 million, which is $38.9 million, or
17 percent, above estimated General Fund expenditures in the current year.

The major components of the proposed increase are funding for state
hospital and Conditional Release Program caseload increases and to expand
two children’s mental health programs.
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This department, along with many other departments, has been subject
to a variety of reductions over the past several years. Among these is an
unallocated reduction of 7.6 percent from the General Fund in 1991-92. (This
reduction is 6.5 percent of the department’s total budget from all funds.) The
reduction is proposed to be carried over into 1992-93. In our companion
document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact
of these reductions on various departments.

Table 1 providés a summary of the department’s budget for the past,
current, and budget years. _ .

Department of Mental Health
Budget Summary
1990-91 through 1992-93

(dollars in thousands)

Expenditures
Department support? , $49,871  $48,371 $51,076 5.6%
State hospitals 413,301 441,340 453,735 2.8
Local programs 732,961 329,215 215,999 -34.4
Totals $1,196,133  $818,926  $720,810 -12.0%
General Fund R . $955,204  $226,605 $265,486 17.2%
Federal funds (includes SLIAG) . 34,069 24,904 24,152 -3.0
Local Revenue Fund reimbursements® . — 329,930 248,688 -24.6
Cigarette and Tobacco Products
urtax Fund " 30,000 39,477 . —  -100.0
Other state special funds . 2,319 4,886 2,590 -47.0
Other reimbursements 174,541 - 193,124 179,894 6.9
Personnel-Years
Department support : 405.1 411.0 3735 -9.1%
State hospitals 6,676.6 7,090.8 7,259.8 2.4
Totals ; 7,081.7 7,501.8 7,633.3 1.8%
* Includes Conditional Release Prdgram. '
® Local Revenue Fiund reimbursements for 1991-92 reflect payments by counties for state hospital and
IMD services, and in 1992-93 for state hospital services only.
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Analysis and Recommendations

~ Support

The: budget proposes expenditures of $51.1 million for support of the
DMH in 1992-93. This amount consists of $34.9 million for department
administration and $16.2 million for the Conditional Release Program.
Overall, this is an increase of $2.6 million, or 5.6 percent, over estimated
current-year expenditures. Table 2 shows the department’s support expendi-
tures and funding sources for the past, current, and budget years. =~ -

Department of Mental Health }Support
Expenditures and Funding Sources
1990-91 through 1992-93

(dollars in thousands)

Expenditures o '
.Department administration ($36,464) ($39,786). ~ ($34,881) (0.3%)

State hospitals 11,130 6,744 7,030 4.2
Short-Doyle/Medi-Cal 3,238 6,257 - 6,263 0.1
Institutions for Mental Diseases 799 824 100 -879
Preadmission screening and annual SR
resident review 3,980 - 3,843 3848 . 041

Integrated service delivery
pilot projects: _ ‘ ‘ )
Children ~ 78 80: 79 -1.3

Adults 1,324 1,242 1,255 1.0
Special education pupils 65 67 66 -1.5
Primary intervention projects 122 536 1,228 129.1
General administration 15,728 15,193 15,012 -1.2

Conditional Release Program 13,407 13,585 ' 16,195 19.2
Totals $49,871  $48371  $51,076 5.6%
General Funds $41,803 $37,833 $40896 .  -8.1%
Federal funds 2,125 2,383 2,225 -6.6
Primary Prevention Fund 122 213 213 - —_
Mental Health Subaccount, Sales S
Tax Account — 150 —  -100.0

Reimbursements 5,821 7,792 7,742 -06
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DEPARTMENT OF MENTAL HEALTH—Continued _
Budget Changes. Table 3 shows the changes in the department’s budget
proposed for 1992-93. The major changes in support are a net increase of (1)
$2.6 million from the General Fund for caseload increases in the Conditional
Release Program and (2) $1 million for administration of school-based early
mental health services (also called Primary Intervention Projects), pursuant
to.Ch-757/91 (AB 1650,. Hansen). “ :

Table3 |

Department of Mental Health
Proposed 1992-93 Budget Changes

(dollars in thousands)

1991-92 Expenditures (revised) $226,605 '$818,926
Baseline adjustments, 1992-93 : '
~ Full-year cost of patient care staffing. - 3,481 5,966
Transfer of IMD Program to.counties -, . - -100,430
- Carry-over funding for school-based early mental .
health services, Ch 757/91 (AB 1650, Hansen) 7,677 CNT,877

" Elimination of Proposition: 89 funds per Ch 278/91 ‘
; — . ..-39477

(AB 99, Isenberg)
- Miscellaneous adjustments - - -2,132" -3,086
-Program, caseload, and cost adjustments ; :
. Support: T ) T
“Fund Conditional Release Program :
caseload growth - 2,610 - 2610
Administration of school-based early mental -
v health services (Ch 751/91 (AB
oL - 1650, Hansen) 1,015 1,015
State hospitals: ] .
Increase beds for corrections and judicially .
committed patients ~ 615 . 615
- Terminate contract with La Casa ’ - -407
. Workers’ compensation and staff benefits 1,415 3,803
"Operating expenses and equipment 1,319 2,373
Additional patient care staff to complete imple-
mentation of CRIPA consent decree at Napa 109 ‘ 749
“Install pollution control equipment at Patton — 7139
Increase reimbursement to Department of ' '
Developmental Services : 772 772 -

Eliminate SAFCO funding to reroof Atascadero — -2,435
s ) "' Continued
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Local assnstance

Continue and expand school-based early mental
health services 20,000 20,000
Expand integrated children's mental health
services pilot projects 2,000 2,000
1992-93 Expenditures (proposed) ‘ $265,486 $720,810
Change from 1991-92 (revised) ) ' ‘
Amount ; » " $38,881 -$98,116
Percent _ L 17.2% . -12.0%

Department’s Responsibilities Under Realignment

The 1991 realignment legislation made several changes in the
department’s responsibilities. In our companion document, The 1992-93
Budget: Perspectives and Issues, we discuss a number of these changes from
a legislative oversight perspective.

One of the changes made by the reahgnment leglslahon was the transfer
of responsibility for administering the IMD Program from the department
to the counties. The budget reflects this transfer by proposing the elimination
of 29 positions formerly associated with administering the IMD Program.

The realignment legislation also required the department to report on the
effect the legislation has had on the department’s responsibilities and its
workload. At the time that we prepared this analysis (January 1992), a draft
of this report was provided to us. We intend to review the department’s
final report and comment further on the department’s responsibilities and
workload as appropriate this spring. :

Conditional Release Program:
Caseload Projection Likely to Change

We withhold recommendation on $2.6 million (General Fund) for caseload
increases in the Conditional Release Program pending the May remston of
the Governor’s Budget (Item 4440-016-001). :

The budget proposes $2.6 million for caseload increases in the Conditional
Release Program, which provides community outpatient treatment and
supervision to judicially committed persons and mentally disordered
offenders following their stays in the state hospital system. In recent years,
the projected ' caseload estimates for this program have been revised
significantly in the spring. Accordingly, we withhold recommendation on the
budget for this program pending the May revision of the Governor’s Budget.
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State Hospltals

‘The budget proposes expendxtures of $453.7 million from all funds in
1992-93 for clients in state hospitals for the mentally disabled. This is an
increase of $12.4 million, or 2.8 percent, above estimated current-year
expenditures. The budget proposes an appropriation of $158.8 million from
the General Fund for these programs, which is an increase of $8 million, or
5.3. percent, above estimated current-year expenditures. The remainder of
proposed state hospital expenditures are supported through reimbursements
from counties and the Departments of Corrections and the Youth Authority.
Table 4 shows the components of the state hosp1ta1 budget in the past,
current and budget years. :

Department of Mental Health
State Hospitals

Budget Summary
1990-91 through 1992-93

(dollars in thousands)

EXpenditures . ’ . :
County clients $219,456  $242,053 $248,688 2.7%

Judicially committed clients 147,761 183,142 168,895 . 3.8
Other clients® 46,084 46,145 46,152 b
Totals $413,301 $441,340 $453,735 2.8%
General Fund®. -~~~ . : - $368,932 - $150,707 . $158,756 5.3% -
Reimbursements from counties — 242,053 248,688 27
Other reimbursements 44,369 46,145 46,152 —
Spec:al Account for Capltal Outlay : A 2,435 : 139 -94.3

Average populatlon

County clients - S 2,453 2,495 2,557 2.5%

Judicially commltted clients 1,617 1,660 1,738 .. 47

Other cllents L 449 488 528 8.2
Totals ' ‘ ' 4,519 4,643 4,823 3.9%

Continued
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Authorized positions

Department of Merital Health - - 6677 - 7461 7758  3.9%
Department of Developmental Services 667 . 793 - 793 —

Totals ., 7344 8254 . 8546 . 3.5%

Cost per client (actﬁal ‘dollars) PR
County clients $89,464 $97,015 $97,258 0.3%

Judicially committed clients N -+ 91,380 92,254 " 91,424 " -0.9
Other clients®: ' " 102,637 94,559 87,409 ' -7.6

Totals , $91,459  $95,055  $94,077  -1.0%

* Includes clients from the Departments of Corrections and the Youth Authority.
® Less than 0.1 percent.

¢ Reflects the implementation of realignment; which transferred funding for:state hospital services froni -
the department to counties. Thus, 1991-92 and 1992-93 expenditures that previously were supported
from the General Fund are now reflected as reimbursements. W . [ AT o

Client Characteristics

State hospitals serve four categories of clients: county clients, judicially

~committed clients, mentally disordered offenders, and clients of other
institutions. : S ‘ _

.- County clients may voluntérily consent-to treatment, though the majority
are detained involuntarily for treatment for specified periods of time under
the provisions of the Lanterman-Petris-Short Act (LPS).

]udicidlly committed clients include persons who are legélly categorized as
(1) incompetent to stand trial, (2) not guilty of a crime by reason of insanity,

- or (3) mentally disordered sex offenders:

Mentally disordered offenders inclﬁde_"p'fi‘so'ri’ parolees ‘whp have‘{f.‘.be:en
committed to the department for treatment and supervision. = .
Clients of other institutions include mentally disabled clients of the

Departments of Corrections and the Youth Authority who are transferred to
state hospitals to receive medication and other treatment. "

Proposed Budget :Chdnges

The major changes proposed for 1992-93 include iﬂéreases_ of:

* $6 million ($3.5 million General Fund) for full-year funding 0f 1991-92
increases in direct patient care staffing.
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. $3.8 million ($1.4 million General Fund) for staff benefits and workers’
compensation costs. o

* $24 million ($1.3 million General Fund) for additional iopekrativng
expenses and equipment. '

~* $749,000 ($109,000 General Fund) for additional patient care staff to
implement a consent decree entered into with the U.S. Department of
Justice.

* $615,000 (General Fund) for additional staff associated with projécted
increases in correctional and judicially committed clients. .

The budget also reflects a decrease of $2.4 million (Special Account for
Capital Outlay) to delay the completion of reroofing Atascadero State Hospi-
tal. ‘ o

Stdff Benefits and Workers’ Compensation
Increase Needs Further Review

-We withhold recommendation on a proposed $3.8 million increase (all
funds) for staff benefit and workers’ compensation costs, pending a review
of the department’s plans to control workers’ compensation costs and other
information. v :

The budget proposes an increase of $3.8 million ($1.4 million General
Fund, $2.2 million county reimbursements, and $153,000 in reimbursements
from other departments) to fund staff benefits and workers’ compensation
cost increases. : :

According to the department, the primary components of the request are
workers’ compensation costs and required social security contributions that
the department estimates are substantially in excess of the funding levels
provided for such costs in its “base” budget. The department indicates that
if this proposal is rejected and these costs are underfunded in 1992-93, such
action could result in the need to hold direct patient-care staff positions
vacant in order to meet these expenses.

The department’s proposal would fund staff benefits at nearly 36 percent
of base salaries and wages. We have two concerns with this proposal. First,
it is not clear why the department’s base level of funding would be insuffi-
cient to cover social security costs, which are a typical expense within all
departments. Second, the department’s workers’ compensation costs have
risen by 27 percent since 1989-90, and we believe that the Legislature needs
to. ensure that the department’s procedures for controlling these costs are
adequate before providing additional funding. .
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Accordingly, we withhold recommendation on this’ proposal in order to
more completely assess the extent of underfunding for staff benefits, and to
review the department’s procedures for controlling workers’ compensation
costs. Sl e

Legislative Oversight — Quality of Care
In the State Hospitals ’

In recent years, concerns have been raised by various reviewing ‘6rgani-
zations regarding the quality of care provided to patients in the state
hospital system. We believe these issues are important because of their effect
on state hospital patients, and because the Legislature has approved several
major requests for additional funding specifically to improve quality of care
in the state hospital system. In the discussion that follows, we review three
issues related to quality of care: (1) the implementation of the CRIPA consent
decree at Napa, (2) the status of certification and accreditation at the five
hospitals, and (3) the level of planned scheduled treatment being provided
to patients. ' C

CRIPA Consent Decree

We find that the department has made reasonable progress in implement-
ing the CRIPA consent decree at Napa State Hospital. We recominend
approval of $858,000 (all funds) for additional positions to complete

_implementation of the decree’s staffing requirements. We note, however, that
decisions by counties to purchase significantly fewer beds at Napa would
mean that some or all of these positions would not be required.:

Budget Proposal. The budget proposes a total of $4.1 million ($507,000
General Fund, $3.6 million in reimbursements from counties) in additional
expenditures to continue implementation of a consent decree the DMH
entered into in federal court in September 1990. Of this amount; $3.3 million
reflects full-year funding for positions approved for the current year and
$858,000 is to fund 58 additional positions for the budget year. These
positions bring to 181 the total number of positions added in response to the
decree, and will complete the department’s implementation of the decree’s
staffing requirements. - )

Background. The consent decree stems from an investigation into
conditions at Napa State Hospital initiated by the United States Attorney
General’s Office (USAG) under the federal Civil Rights of Institutionalized
Persons Act (CRIPA). The USAG found that patients at Napa were being
subjected to.conditions of confinement that were in violation of their
constitutional rights. " Specifically, the USAG stated that staffing and
treatment levels, medication practices, and patient record-keeping procedures
violated the rights of Napa residents to be free from-undue bodily restraint
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and 'unreasonable risks to their persehal safety, and to receive medical care
that is consistent with accepted medical judgment. :

The consent decree entered into by the DMH commits the state to achieve
specified staff-to-patient ratios. Under the terms of the decree, the DMH may
implement this provision either by (1) hiring specified numbers of psychia-
trists, physicians, registered nurses, and other direct patient-care staff
according to a timetable spelled out in the decree or (2) reducing the number
of patients residing at the facility.

The DMH must file quarterly compliance reports over the three-year
period covered under the decree (September 1990 through September 1993),
which also are subject to approval by the USAG.

Status. We have reviewed the department’s quarterly compliance reports
for 1991. Our review indicates that the department has made reasonable
progress in complying with the decree’s staffing requirements. In most
staffing categories, the department is at, or significantly above, the levels
specified in the decree. In a few categories (psychiatrists and ward clerks),
the staffing levels are slightly below those required by the decree and appear
to reflect normal fluctuation in staffing levels over time.

With regard to the proposed 58 positions requested to complete compli-
ance with the ‘decree’s staffing requirements, we recommend approval.
However, we note that, if counties request significantly fewer beds at Napa
for 1992-93, some or all of these positions may not be required. We will
provide an.update, as appropriate, at the May ‘revision of the Governor’s
Budget. :

Planned Scheduled Treatment Shows Litfle
improvement; Napa Still Unaccredited

* We find that the level of planned scheduled treatment at three state
hospitals continues to lag below standards adopted by the Legislature. In
addition, Napa State Hospital continues to be unaccredited by the Joint
Commission on the Accreditation of Healthcare Organizations (JCAHO). We
recommend that the department report on its efforts in these areas at budget
hearings.

As part of our review of the budget, we evaluated the (1) current status
of treatment levels, (2) accreditation by the JCAHO, and (3) Health Care
Financing Administration (HCFA) certification to receive federal Medicare
and Medicaid funds at the state hospitals. We report our findings here.

Background Begmnmg in 1984-85, the Legislature approved a series of
departmental -proposals to augment staff in the state hospitals serving
mentally ill persons by 682 positions over a three-year period. The staffing
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augmentation was associated with proposed improvements in treatment
programs, revisions in hospital license categories, and implementation of
‘major capital outlay proposals. These changes allowed all five of the
department’s hospitals to obtain accreditation by the JCAHO. In addition, the
changes enabled the three hospitals that serve the majority of
county-admitted clients (Camarillo, Napa, and Metropolitan State Hospitals)
to be certified by the HCFA and in turn receive Medi-Cal and Medicare
payments. ' '

Certification and Accreditation. HCFA certification and JCAHO accreditation
are both indications of an independent “stamp of approval” regarding the
quality of care provided in the state hospitals.

Certification is the process through which the federal government
acknowledges that a health facility is in substantial compliance with federal
conditions in order to receive Medicaid and Medicare paymients. Until
October 1990, the Department of Health Services (DHS) conducted annual
certification surveys of the state hospitals and determined their certification
status. Since 1990, however, the authority for granting certification has rested
with the federal government. All three hospitals serving county clients are
presently certified, including Napa, which lost its certification during 1990-
91.

Accreditation is a formal and voluntary process of independent review
that a hospital may choose to undergo in order to obtain an assessment of
the quality of services it provides. Accreditation is essentially a matter of
professional prestige since the federal government uses similar standards in
its certification’ process, as does-the JCAHO. While both organizations
generally measure compliance through periodic tours of facilities, a facility
that is accredited is exempted from annual HCFA surveys.

Four of the five state hospitals are accredited. Napa State Hospital’s
accreditation was revoked in 1990, and the hospital continues to be
unaccredited. The department indicates it will attempt to regain accreditation
in the spring.

Treatment Program Improvements. The treatment program improvements
that were initiated beginning in 1984-85 included a proposal to increase staff
in order to allow more scheduled treatment activities for patients.

At the time it made its proposal, the department estimated that patients
needing a subacute level of care received an average of approximately 1.5
hours of “planned scheduled treatment” (PST) per day. Scheduled treatment
activities include group therapy, individual therapy, rehabilitation activities,
recreation, and patient government. The proposed staffing increase, together
with improvements in the use of existing staff, was intended to increase
average scheduled treatment from approximately 1.5 hours to approximately
4.4 hours per patient per day. ‘
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The Legislature approved the proposed. staffing increases. However, it
also directed the department to distribute additional staff in each of the three
years on a competitive basis, according to proposals for “model treatment
programs” submitted by the individual hospital programs.

In conjunction with the PST program, the Legislature required the depart-
ment to (1) track the amount of treatment being delivered to patients, (2)
assess the quality of the treatment services, and (3) submit a series of reports
on treatment levels.

Treatment Levels Still Below Standard. We compared treatment levels
delivered in 1988-89, 1989-90, 1990-91, and for the first quarter of the current
. year with the amount the department committed to achieve in 1984-85, when
it requested the staffing augmentations. (Because the data for the first
quarter of 1991-92 indicated only minor changes from the 12-month average
for .1990-91, the discussion below focuses on the experience from 1988-89
through 1990-91.) :

- Chart 1 shows treatment hours data by hospital for 1988-89 through
1990-91. '

The delivery of PST for the entire system stood at 64 percent of the
standard in 1990-91. While this represents a modest increase over 1989-90 (62
percent of the standard), it indicates that treatment levels have changed

- relatively little over the last three years. '

In addition, there is substantial variation in hospital performance relative
to the department’s treatment standards. We believe this primarily reflects
the greater priority some of the hospitals place on scheduling and providing
treatment activities. The PST delivery in 1990-91 ranged from a low of 45

- percent at Metropolitan to a high of 102 percent at Camarillo. This means
that patients placed at Camarillo State Hospital could expect in 1990-91 to
receive nearly fwo and one-half times the amount of treatment as those
patients placed at Metropohtan and Napa. All three hospitals serve prlmanly
county clients. :

Accordingly, counties purchasmg state hospital services at one hospital
can expect their patients to receive 51gmf1cant1y greater amounts of treatment
activities than counties who purchase services at another hospital. Under
realignment, counties may reduce state hospital use by up to 10 percent in
- 1992-93 and must pay a rate determined by the state. The rates set by the
department for 1992-93 are not based on the number of treatment hours
provided at the various hospitals. Accordingly, many counties will be forced
to dedicate a significant share of their realignment revenues for state hospital
use, but will receive varying levels of treatment services for these expendl-
tures. :
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Department of Mental Health

Planned Scheduled Treatment , o -
Hours Delivered as Percent of Department Standard
1988-89 through 1990-91 v

Cgmarillo Patton .

- We believe the department needs to take action to ensure that counties
and their patients are provided a more consistent quality of service for the
share of realignment revenues that counties must use. for state hospital
services. The department indicates that it has taken steps to remedy the
disparity in treatment delivery among the individual hospitals and to
improve the delivery of PST in the system as a whole. - .

Accordingly, we recommend that the department present at hearings a
report on its recent PST efforts and an improvement plan, including both
specific proposals and PST targets, to remedy the serious under-delivery of
treatment at Patton, Metropolitan, and Napa State Hospitals.

Department’s Operating Expénées
And Equipment Request Too High

We recommend a reduction of $724,000 in operating expenses and equip-
ment (OE&E) because this amount is not consistent with the budget’s stated
-purpose of increasing funds for OE&E to meet “licensing standards and to
avoid adversely affecting patient services.” (Reduce Item 4440-011-001 by
$402,000 General Fund, $265,000 county reimbursements, and $57,000 in reim-
bursements from other departments.)
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The budget proposes an increase of $2.4 million for the department’s
5OE&E costs. This amount is in addition. to the proposed 2 percent increase
'in some OE&E categories for all departments, and consists of $1.3 million
.from the General Fund, $900,000 in county relmbursernents, and $200, 000 in
‘reimbursements from other state departments

+ ‘The.administration proposesthis increase to meet ”licensing standards
‘and to avoid adversely affecting patient services” that would otherwise
‘result due to the absence of “baseline” increases in recent years. Specifically,
the department reports that the absence of these baseline increases has forced
‘the state hospitals to defer needed purchases of equipment and to hold open
ivacant positions to ensure: that sufficient supplies are available to meet the
needs of patients and hospital employees. :

. The department’ s proposal includes increases in certam OE&E categories
.and decreases in others, relative to 1991-92 budget levels. It determined the
‘amount of funds to request by comparing 1990-91 actual expenditures to
:1991-92 budgeted amounts for each category, and requested funding for one-
half the difference in all areas, without regard to whether the individual
expense items dlrectly contribute to patient services. The remainder of the
‘need calculated by the department presumably will be met by cost
-efficiencies and deferrals in 1992-93.. :

We have reviewéd the department’ s proposal and fmd that some of the
proposed increases (such as for contracted medical services, drugs, food, and
clothing) are consistent with the rationale outlined by the administration and

-appear justified. Because :the .department’s  proposal generally reflects an

-~across-the-board-increase in: OE&E expenditures, however, other proposed

-increases*do not relate directly to patient care or licensing standards. These
include potentially deferrable costs, such as general expenses, printing,
travel, and-consultant expenditures. In addition, the department proposes
increases for nonmedical consultant services and “other” OE&E items, which
do not appear to relate directly to patient care or licensing standards._

Con51stent with the admlmstratlon s 'stated purpose to fund those items
necessary to ‘provide patient services and maintain licensure, we believe the
department’s OE&E budget should be augmented only for those expendi-
tures which are directly related to the needs of patients or licensing
standards, and those items which the department cannot defer. Accordingly,
we recommend that, in general, the department fully fund. patient-related
OE&E costs (rather than fund only 50 percent of these costs); maintain non-
patient-related OE&E expenditures at 1991-92 levels as adjusted for the 2
‘percent price increase ‘granted- to all departments; -and eliminate OE&E
expenditures for “other” items and nonmedical consultants, which do not
appear to relate dlrectly to panent care or hcensmg standards
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Using this approach, we recommend a reduction of $724,000 in the
amount proposed for OE&E expenditures ($402,000 General Fund, $265,000
in county reimbursements, and $57,000 in reimbursements from other state
departments). e

Adjustment for Patient Population
Likely to be Significantly Revised

We withhold recommendation on $615,000 from the General Fund for
projected increases in the patient population, because the proposal is likely
to be significantly revised in the May revision of the Governor’s Budget.

- The department proposes a net increase of $615,000 from the General

Fund for 168 additional positions associated with various changes in the
projected number of state hospital patients for 1992-93. Under the 1991
realignment legislation, counties have the authority to determine the number
of state hospital beds they wish to use for their patients during 1992-93. The
county’s requests will not be final until March and are likely to result in
significant changes in the department’s staffing needs for 1992-93. Accord-
ingly, we withhold recommendation on the proposed increase until the May
revision of the Governor’s Budget.

Local Programs

The budget proposes $65.8 million from the General Fund for local mental
~ health programs in 1992-93. This is an increase of 73 percent over estimated
current-year expenditures. The budget also reflects the elimination of $40
million in Proposition 99 funding (Cigarette and Tobacco Products Surtax
Fund) for county mental health programs. Table 5 shows expenditures and
funding sources for local mental health programs, including revenues made
available to counties for local mental health programs under the 1991
realignment legislation. ‘ '

Pfoposed Changes -

The major changes proposed for 1992-93 are (1) an increase of $25.7
- million (General Fund) to continue and expand school-based early mental
health services (also referred to as the Primary Intervention Program)
pursuant to Ch 751/91 (AB 1650, Hansen) and (2) an increase of $2 million
for an expansion in the number of integrated children’s mental health
services pilot projects authorized by Ch 1361/87 (AB 377, Wright).
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Department of Mental Health

Local Mental Health Programs »
Expenditures and Funding Sources
1990-91 through 1992-93

(dollars in.thousands)

Expenditures

Short-Doyile allocations © 0 $111,025 $126,000 $126,000 T —
Institutions for Mental Diseases (IMDs) 84,149 100,430 = -100.0%
Special education pupils ' 15,116 14,511 14,511 -_
Primary intervention projects® 1,727 3,738 29,415 686.9
integrated service delivery pilots: ‘ ‘ ‘

Children 4,589 5,297 7,297 378

Adults 7,600 7,680 7,772 1.2
Federal block grant 18,280 18,242 18,242 —
Federal homeless program 3,090 3,685 3,685 —
AIDS : - 1500 - 1,500 1,500 -_—
Other federal grants : 1,841 594 —_ -100.0
Other local assistance 484,044 47,538 - 7,877 -84.1
Unallocated reduction : — (-4,890) — . b

Subtotals . ’ ($732,961) ($329,215) ($215,999) (-34.4%)
Realignment revenues avallable for

local mental health programs® — $371,005 $543,127 - 46.4%
Statutory county match expenditures $39,795 39,795 39,795 —

Totals $772,756  $740,015  $798,921 8.0%
General Fund $544,469 $38,065  $65,834 73.0%
Local Revenue Fund — 458,732 543,127 18.4
Federal funds (includes SLIAG) i 31,944 22,521 21,927 -2.6
Cigarette and Tobacco Products ‘

urtax Fund : 30,000 39,477 — -100.0

Other state special funds 2,197 2238 - 2238 —
Reimbursements 124,351 139,187 126,000 -9.5
County funds 39,775 39,779 39,775 —

® The proposed 1992-93 amount includes $7.7 million in one-time carry-over funds from 1991-92.
® Not a meaningful figure.
¢ Increase in revenues for county programs reflects ability to redirect IMD expenditures in 1992-93,
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Proposition 99 Funding Elimination
Hits Under-Equity Counties Hardest

We find that many. of the counties most significantly affected by the
elimination of Proposition 99 funds are those whose share of state resources
for mental health programs is furthest below their relative funding need.
Consistent with legislative intent expressed in Ch 278/91 (AB 99, Isenberg),
we recommend that the department report at budget hearings on alternatives
for addressing the impact of the Proposition 99 funding loss on counties.

Chapter 278 reauthorized the expenditure of cigarette and tobacco tax
revenues collected under Proposition 99, and allocated these revenues for
various health activities. This legislation also ended the use of Proposition
99 funds for local mental health programs. The budget reflects the elimina-
tion of Proposition 99 funds for county mental health programs pursuant to
Chapter 278.

Background. In the current and prior years, roughly $35 million in
Proposition 99 funds was allocated to counties for their mental health
programs. The funds were: distributed to counties primarily on the basis of
an “equity” formula that calculated each county’s relative “need” for mental
health programs according to'its share of the state’s population and the
number of persons living in poverty: A larger share of Proposition 99 funds
was allocated to counties with relatively greater need, while proportionately
lower shares were allocated to the remaining counties.

In addition, for 1990-91 an additional $5 million appropriation from
Proposition 99 funds was allocated by Ch-1323/90 (SB 1409, Presley) to five
counties that faced the largest reductions in local assistance as a result of a
Governor’s veto of certain mental health funds in'1990-91. This additional
appropriation was allocated among the counties without regard to the
“equity” formula described above. :

Impact of Funding Reduction Varies Widely Across Counties. The budget
proposal reflects the elimination of Proposition 99 funds, which will have
dramatically different impacts across counties, as shown in Chart 2 for a
cross-section of 20 counties. The chart shows, for example, that the effect on
large ‘urban counties varies significantly. ‘Specifically, San Bernardino,
Sacramento, and San Francisco Counties will experience a loss of 8 to 10
percent of total state-allocated funding for mental health programs. In
contrast, Los Angeles and several Bay Area counties will experience signifi-
cantly lower reductions of 2.5 percent or less. (Note, however, that for large
urban counties in particular, a small percentage reduction equals a
significant dollar loss, generally in the millions of dollars.)
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Chart 2

Impact of Eliminating Proposition 99 Funds
Percent of Total State-AIIocated Funds Lost
For Selected Counties
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Under-Equity Counties Generally Hardest Hit. As Chart 2 shows, counties
that will experience the biggest reductions in percentage terms generally are
“under-equity” counties — that is, counties whose share of total resources
is less than their relative need. The under-equity counties include many
Central Valley counties, as well as most southern urban counties such as San
Bernardino, Orange, Riverside, and San Diego. ' ‘

The elimination of Proposition 99 funding also will significantly affect five
over-equity counties that were allocated a portion of the $5 million
appropriated in Chapter 1323 to partially restore the 1990-91 veto. These
counties are Marin (not shown on the chart), Napa, San Francisco, San
Mateo, and Solano. ‘

Administration Should Identify Alternatives. Given the expression of
-~ legislative intent in Chapter 278, we recommend that the department report
at budget hearings on potential funding strategies for the replacement of
Proposition 99 revenues. :

Legislature Should Set Different Priorities
For Children’s Mental Health _Services

.We find that the proposed $12 million to fund two programs (“AB 1650
programs” and “AB 377 projects”) that provide mental health services to
children are consistent with legislative intent, and we recommend approval.
However, we believe that the Legislature should review several options for
allocating up to $17.7 million of the remaining funds. .

~ The budget proposes to expand two mental health prograrhs targeted
towards children. Specifically, the budget provides: ‘

* $20 million in funds for school-based early mental health services
programs (also called the Primary Intervention Projects or AB 1650
programs). This funding consists -of (1) $10 million to continue first
year funding provided in Ch 757/91 (AB 1650, Hansen) and (2) $10

- million to expand the program to additional schools. The funds are
proposed to count towards Proposition 98 minimum funding require-
ments. o :

¢ $7.7 million in one-time carry-over funds for the AB 1650 programs.
These funds also are counted towards Proposition 98 minimum
funding requirements.

* $2 million in funds to expand integrated service delivery pilot projects
for seriously emotionally disturbed children, more commonly known
as AB 377 projects. These projects would be expanded from the current
four participating counties to an additional seven to nine counties.
These funds are not proposed to count towards meeting Proposition 98
minimum funding requirements.
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- Analyst’s Comments. In general, we believe that both the AB 1650 and
-AB 377 projects have merit. Specifically, we have previously reported that
-the AB 377 pilot projects have been particularly. successful in reducing
expenditures for AFDC-foster- care group homes and in reducing juvenile
rearrest rates and state hospital commitments. The AB 1650 programs
(Primary Intervention Projects) probably also have merit; however, because
they are relatively new, there ‘are little data with which to evaluate their
potential cost-effectiveness. However, we are concerned that the proposed
funding increase for the AB 1650 programs ($10 million in expansion funds
and $7.7 million in one-time carry-over funds) may be more than the
department can prudently spend. For example, the department indicates that
it has been able to spend only about $2 million of the $10 million current-
year allocation for local assistance. In view of this, we recommend ‘that the
Legislature consider reallocating up to $17.7 million of the proposed
expansion funds. If the full amount were reallocated, this would leave
approximately $10 million in expansion funds. for the program.

The Legislature has limited flexibility in' reallocating funds for AB 1650
programs because they count towards the Proposition 98 minimum funding
guarantee. Essentially, any funds reduced from these programs must be
allocated to schools in order to comply with Proposition 98.

In the event that the Proposition 98 situation changes —-as a. result of
changes in the guarantee amount due to revenue changes, suspension; or
other legislative actions — it is possible that funds for AB 1650 programs
could be reallocated 'to non-Proposition 98 purposes. If this occurs, we
believe the Legislature should consider allocating some of the additional
funding for a further expansion of the AB 377 projects, either on a perma-
nent or one-time basis.- This approach  would direct additional funding
toward a program that (1) appears to have reduced state and county
- expenditure needs in other programs and (2) is consistent with the county
performance contract approach reflected in the realignment legislation.
Finally, a redirection of funds to the AB 377 program would partially offset
the proposed elimination of Proposition 99 funds discussed earlier.
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Employment Development Department
Item 5100

Findings and Recommendations ‘ - Analysis
' , : Page
1. Employment Training Panel Budget. Withhold recommenda- 155
tion on $2 million from the Employment Training Fund (and
- $2 million federal funds in a separate item) pending receipt
of a detailed expenditure plan. ‘

General Prografn Statement

The Employment Development Department (EDD) is responsible for
administering the Employment Service (ES), the Unemployment Insurance
(UD), and the Disability Insurance (DI) programs. The ES Program (1) refers
qualified applicants to potential employers; (2) places job-ready applicants
in jobs; and (3) helps youth, welfare recipients, and economically disadvan-
taged persons find jobs or prepare themselves for employment by participat-
ing in employment and training programs.

In addition, the department collects taxes and pays benefits under the Ul
and DI programs. The department collects from employers (1) their Ul
contributions, (2) the Employment Training Tax (ETT), and (3) employee
contributions for DI It also collects personal income tax withholdings. In
addition, it pays UI and DI benefits to eligible claimants.
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Overview of the Budget Request

The proposed budget for the EDD is essentially a workload budget, except
for two pilot programs proposed from the Employment Training Fund (ETF).

- Table 1 provides a summary of the department’s budgét"for the past,
current, and budget years. :

The budget proposes expenditures totaling $6.6 billion from various funds
for support of the EDD in 1992-93. This is a decrease of $1.3 billion, or 16
percent, from estimated current-year expenditures. Of the total amount
proposed, $5.6 billion is for the payment of UI and DI benefits and $1 billion
is for various other programs and administration. - e

The $1 billion proposed for other programs and administration is $271
million, or 21 percent, below estimated current-year expenditures. This
reduction is due primarily to three factors. First, the budget shows a $149
million reduction in funds available for the Job Training Partnership Act
(JTPA) Program because the current-year budget includes $93 million in local
assistance funds reappropriated from the previous year and $56 million in
funds carried over from previous years for use in other JTPA programs.
Although not shown in the budget document, ‘a comparable level of JTPA
funds will likely be carried over into the budget year, thus offsetting this
reduction. Second, the budget shows a $50 million' reduction in funds
available for administration of the UI Program because staffing during the
current year increased in order to provide UI benefits to increased numbers
of unemployed workers caused by the economic downturn. At the time EDD
submitted its budget request for administration of the UI Program, both the
- .unemployment rate and the number of unemployed were expected to decline
“during the budget year, thus reducing the need for staff to provide Ul

benefits. Third, the budget shows a $71 million decrease in’funds available
for the Employment Training Panel (ETP) because the current-year budget
"includes $73 million in funds carried over from the prior year. It is unlikely
that a comparable level of ETP funds will be carried forward into the budget
year. : : : :
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Employment Development Department
Budget Summary
1990-91 through 1992-93
(dollars in thousands) -
Expenditures
Employment programs
Employment service , $127,912  $148,956 $138,987 67% |
_GAIN reimbursable 7,806 15,608 12,765 -18.2
‘Service center B AAL 8,046 8,399 4.4
Job'agent - ) 3,051 - 3,414 3430 0.5
Job service reimbursable " 1,378 3,646 3,657 0.3
Health Career Program — — 2,000 100.0
Employment services ‘ ; : ) .
" for AFDC recipients . — —_ 2,000 100.0
Subtotals ($147,866)  ($179,670) ($171,238) (-4.7%)
Employment Training Panel $75,307 $130,077 $58,967 -64.7%
Job Training Partnership Act 294,170 430,831 281,761 -34.6
Ul administration 297,975 388,542 339,007 -12.7
Ul benefits 3,025,233 4,217,139 3,081,789 -26.9
~ Subtotals, Ul ' ($3,323,208) ($4,605,681) ($3,420,796) (-25.7%)
DI ‘administration 1$99,826  $109,968 $115506 . 5.0%
DI benefits 2,078,912 2,385,690 2,531,790 6.1
Subtotals, DI ($2,178,738) ($2,495,658) ($2,647,296) (6.1%)
Income tax collections . : - -$26,391 $27,043 $28,386 7 5.0%
Employment training tax 2,928 3,057 3,269 - .69
Administration (undistributed) 2,636 3,963 3,964 —
Totals, Budget $6,051,244  $7,875,980 $6,615,677 -16.0%
General Fund $22,716 $22,964 $23,211 1.1%
Benefit Audit Fund 7,768 7,917 8,011 1.2
Contingent Fund 18,453 21,729 19,969 -8.1
Employment Training Fund 103,954 162,271 95,726 -41.0
Disability Fund 2,177,883 2,494,629 2,646,262 6.1
Consolidated Work Program Fund 294,170 430,831 281,761 -34.6
Unemployment Administration Fund 391,774 496,750 438,014 -11.8
Unemployment Fund — Federal 3,002,827 4,183,986 3,056,036 -27.0
State Legalization Impact
Assistance Grant 540 — —_ —
School Employees Fund 20,817 31,571 26,356 -16.5
Reimbursements - 10,342 23,332 20,331 -12.9
Personnel-Years 10,225.8 12,531.5  11,388.4 -9.1%
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Analysis and Recommendations

General Fund and Contingent Fund Requests

The budget proposes a total appropriation of $43 million ($23 million
from the General Fund and $20 million from the EDD Contingent Fund) to
support the EDD in 1992-93. This represents a net decrease of $1.5 million,
or 3.4 percent, from these funds as compared with estimated current-year
expenditures. The EDD Contingent Fund is composed of revenues from
penalties and interest charges levied against employers who pay their taxes
late. Of these funds, penalty revenues from late payment of personal income
tax withholdings are transferred quarterly from the EDD Contingent Fund
to the General Fund. At the end of each fiscal year, the balance over $1
million is also transferred to the General Fund. Table 2 shows the factors
resulting in the net decrease of $1.5 million. The decrease is due primarily
to baseline adjustments. '

We recommend approval of the following changes that are not discussed
elsewhere in this analysis:

¢ A $2.5 million reduction due to cdmpletion_ of the Job Services
Automation System. '

* A $182,000 increase to implement an Electronic Funds Transfer (EFT)
. Program that would allow large employers to remit tax withholdings
~_electronically. The EFT Program should “speed up” tax collections and

~ result in additional interest revenue. ' ’

~ * A $989,000 increase, and an additional 16.6 personnel-years, to'expana
EDD’s employer tax auditing and collection activities for Personal
Income Tax and (ETT) programs. g

* A $250,000 increase to pay for higher rental costs for EDD's offices.
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Table 2

Employment Development Department
Proposed General Fund and e
Contingent Fund Budget Changes
1992-93

{dollars in thousands)

Funds available, 1991 Budget Act S 1$23,754. $21,348 $45,102

Basaeline adjustments , ,
Salary and price reduction - . S -$608 -$23 -$631
- Retirement rate reduction- - - S | -249 -116 - . -365°
Allocation for financial legislation 67 - 67
Revision per Budget Act language — 120 120
Subtotals, baseline adjustments {-$790) (-$19) ' (-$809)
Interest on refunds and judgments ' = ___$400 $400
1991-92 Expenditures (revised) =~ $22,964 $21,729 $44,693

Baseline adjustments
Eliminate one-time job services -

automation costs , — -$2,549 -$2,549
Adjustments for one-time K Y g o

expenditures : . : — -318 -318

Subtotals, baseline: adjustments i =) (-$2,867) (-$2,867)

Program changes
Implementation of Electronic Fund

.. Transfer Program -~ - L . $115 - ' $115
Expansion of personal income tax R . ooy
" collection activities L - . 3989 . 989 |
Increased rent costs ‘ ‘ 132 118’ 250
_-Subtotals, baseline adjustments:. C oo ($247) ($1,107) - ($1,354)
1992-93 Expenditures (prop.) - © $23,211 $19,969  $43,180
Change from 1991-92 . e o L e e
Amount S - %247 $1,760 -$1,513

Percent . - 11%. . ° -B1% - =3.4%

Departmental Programs and Support
Proposed Staffing Changes Reflect a Variety of Factors

The budget proposes a net decrease of 297.9 personnel-years in 1992-93. .
Table 3.shows the proposed personnel-year changes, categorized according
to the reason for the change and the distribution among EDD’s programs. As
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the table shows, workload changes account for most of the net change. The
department proposes to eliminate 300.4 net personnel-years because of
workload decreases. The largest workload-driven decreases are in the Ul and
Employment Services programs. ' o

Employment Devélopment Department

Proposed Personnel-Year Changes by Program
1992-93

Program changes
and legislative
mandates — 3.5 -1.0 —_ — 25

Workload changes . -330.0 77.2 -82.7 16.6 185 -300.4

Totals +330.0 80.7 -83.7 16.6 18.5 -297.9

Unallocated Reductions in the 1991 Budget Act

This department, along with many other departments, has been subject
to a variety of reductions over the past several years. Among these are
unallocated reductions of 2.6 percent in state operations from the General
Fund ($608,000) in 1991-92. (This reduction is less than 0.1 percent of the
agency’s total budget from all funds in those items affected.) These
reductions are proposed to be carried over into 1992-93. In our companion
document, The 1992-93 Budget: Perspectives and Issues, we discuss the impact
of these reductions on various departments.

The EDD was. exempt from the unallocated reductions that would have
been applied to its Personal Income Tax Collections Program.

EMPLOYMENT TRAINING PANEL PROGRAM

The Employment Training Panel (ETP) Program was established in 1982
to provide employment training to workers covered under the Ul Program.
Specifically, the ETP provides training to individuals who are:

* Unemployed and ‘receiving UI benefits.

* Unemployed, but have exhausted UI benefits within the past two
years.

* Employed, but likely to be displaced and become Ul recipients.
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 Employed, but eligible for training in skills for which there exists a
demonstrable shortage.

The purpose of the ETP Program is to (1) encourage job creation in
California, (2) reduce employers’ Ul costs, and (3) meet employers’ needs for
skilled workers by providing training to individuals covered by the UI
system. The program is supported by the ETT, which is a one-tenth of 1
percent payroll tax paid by employers who maintain a positive balance in
the Ul Fund. Employers maintain a positive balance in the Ul Fund by
paying more into the fund over time than their laid-off employees collect in
unemployment benefits. . '

Under current law, the panel can spend ETF .resources (1) to pay
contractors for training costs and reasonable administrative expenses, (2) to
cover the administrative costs of the ETP Program (which are restricted by
state l]aw to no more than 15 percent of ETT collections), and (3) for services
provided by Small Business Centers pursuant to an agreement: with the
Department of Commerce. The panel allocates- its training funds through
contracts with employers and training agencies. Under these contracts, the
panel reimburses training providers at a fixed amount per trainee, provided
the trainee remains employed with a single employer, in a job for which he
or she was trained, for 90 consecutive days after training. :

Table 4 shows ETP revenues and expenditures for 1990-91 through 1992-
93. The table shows the following:

* The ETP now pays the cost for several programs outside the ETP. In the .
current year, ETP monies totaling $30 million were used for the Job
Services (JS) Program, the Service Center (SC) Program, the state/local
cooperative Labor Market Information (LMI) Program, and the
‘Division of Apprenticeship Standards within the Department of
Industrial Relations. The budget proposes to continue funding the JS,
SC, and LMI programs from the ETF, for a total of $29 million.

- » The EDD proposes $4 million for two new programs that would use
ETF monies for programs outside the ETP. Specifically, these programs
are (1) $2 million for a Health Career Opportunities Program and (2)
$2 million for employment services for Aid to Families with Dependent
Children (AFDC) recipients. '

¢ The ETP had available for new training grants about $56 million in
1990-91 and about $143 million in 1991-92. The increase is due to the
carry over of unexpended balances from the prior year. The budget
proposes $50 million for new grants in 1992-93. Since the amount
shown in Table 4 as available for new grants in 1992-93 is based on a
preliminary estimate, it is likely that more than $50 million could be
available (due to funds carried over from the current year).
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|
Employment Development Department
Employment Training Panel L
Revenues and Expenditures
1990-91 through 1992-93 |
(in thousands)
Revenues : : :
ETT collections ‘ . 875725  $78,711 - '$82,044
Interest on ETF T o 15,047 13,493 ' 13,644
Rollover disencumbrances® . ‘ . 11,400 — T -
Carry over available for new projects - -
.. Reflected in-Governor's Budget:  «« -, 1 ..97,497 ' 93,253 T e
<. Not reflected in Governor's Budget® ° - L= 21621 —
Other ; - L . 38 38 -~ 38
Totals available for expenditure : $199,707 $207,166° = $95,726
Expenditures
Non-ETP programs L R
Job services $18,000 $18,002  $18,000
. Service centers 7,719 8,046 - 8,399
" State-and local LMI : ’ : N 3,089 7 3,089
Department of Industrial Relations <. 2,500 1,300 -
.- Health Career Opportunities ‘ ‘ s .
. Program o — — .. 2,000
Employment services for AFDC , :
recipients . o — — 2000
ETP costs ' ' ‘ ‘
ETT collection . . ) 2,928 3,057 3,269
Administration and marketing _ ) . 7,652 . 8,454 . 8,687
Training grants rolled over to - : e
original contractors 11,400 —_ —
New training grants .. 56,2565 143,244 50,282
Total expenditures $106,454 $185,192 $95,726
Transfer to General Fund - o= $21,924 _—
Reserve for Economic Uncertainties ’ ~ $93,253 Ce —
* “Rollover disencumbrances” are disencumbrances In which the funds are reencumbered to the same
contractor. The ETP advises that some amount of rollover disencumbrances-will occur in.1991-92 and
1992-93, but could.not provide an estimate of.these amounts..
P LAO estimates based on data provided by the ETP.
¢ Includes amount to be transferred‘to the General Fund.
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Budget Proposes to Continue Support for Non-ETP Programs

As Table 4 shows, the budget proposes to use $29 million from the ETF
to pay for the state’s share of the JS, SC, and LMI Programs. The JS Program'
refers qualified job applicants to potential employers and offers a variety of
employment services to job seekers. The SC Program provides employability
development and placement services to individuals in nine economically
disadvantaged areas throughout the state. Finally, the LMI Program provides
local labor market information to a variety of community-based employment-
training entities such as Private Industry Councils, community colleges, and
county Greater Avenues for Independence (GAIN) programs. Chapter 1667,
Statutes of 1990 (SB 1033, Bill Greene), authorized the use of ETP monies to
fund up to one-half of the costs of the LMI Program. '

The 1991 Budget Act appropriated $18 million from the ETF for the JS
“90-Percent” Program, $8 million for service centers, and $3 million for the
LMI Program. For 1992-93, the budget proposes $18 million for JS, $8.4
million for service centers, and $3 million for the LMI Program. Since
funding these programs from the ETF is consistent with the Legislature’s
actions in the current year, we recommend approval.

Budget Proposes New Programs Using ETP Fuhds

We withhold recommendation on $4 million ($2 million from the
Employment Training Fund and $2 million in federal funds in a separate.
item) pending review of a more detailed expenditure plan for a proposed new
employment program to assist welfare recipients.

The budget contains two separate employment and training programs
outside the ETP for AFDC recipients and other low-income persons. These
two-year pilot programs would be established through Budget Bill language
(Item 5100-001-514). '

- Health Career Opportunities Program. The budget proposées $2 million
from the ETF in 1992-93 to establish a pilot program in two' counties to
recruit and train individuals for entry-level jobs in occupations related to
health care. The projects would target low-income minority and refugee
persons. This pilot would be administered by the EDD with technical
assistance provided by the Office of Statewide Health Planning and
Development (OSHPD). The OSHPD would receive about $200,000 for their
services; and the pilot would make use of the existing JTPA service delivery
systems. The department estimates that it would train between 100 and 300
persons in each year of the pilot. Our review indicates that this proposal is
reasonable. ) o '

Employment Opportunities Program. The rbudget proposes $4 million ($2
million from the Employment Training Fund and $2 million in federal funds
budgeted in a separate item) for a new employment program for AFDC
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recipients. Based on information provided by the Department of Social
Services (DSS), the ETF funds would be transferred to the DSS and matched
with federal funds. These funds would become part of a new job search
program for-AFDC recipients. Two key components of the pilot would be (1)
performance-based incentives for counties that develop: employment
opportunities for AFDC recipients and (2) access by county welfare offices
to EDD’s employment opportunity information. While this proposal appears
to have merit, it currently lacks the detail needed in order to evaluate it. It
is also unclear whether it is appropriate to establish this new program in the
Budget Bill rather than separate legislation. The EDD and the DSS, however;
are continuing to develop an expenditure plan for the use of these funds.
The EDD indicates that a more detailed proposal should be available by the
time of the May revision. Consequently, we withhold recommendation
pending our review of this information.

Funds Appropriqted for De‘monstrotion Projects Remain Uncommitted

The 1991 Budget Act earmarked $2.7 million from the ETF to augment
existing demonstration project funds. These additional funds were intended
as a pilot to determine whether the ETP could provide training to partici-
pants in the GAIN Program and individuals eligible for the former “state-
only” AFDC-Unemployed Parent Program. At the time of this analysis, the
ETP had not signed any training contracts using these funds. To date, only
one proposal has advanced to the point that it might result in a training
contract by the end of the current year. In order to attract more proposals to
use these funds, the ETP has entered into an interagency agreement with the
DSS to market this program to GAIN training providers. The ETP indicates
that the effects of this marketing program probably won’t be felt until the
end of the fiscal year. :

The Supplemental Report of the 1991 Budget Act requires both the ETP and
the DSS to report, by April 1, 1992, on the steps taken to ensure maximum
use of these funds. Therefore, pending the conclusions in this report, the
Legislature may wish to consider extending this pilot.for a second year
(within budgeted ETF funds) in order to better determine whether the ETP
and the DSS can identify. training proposals that meet the intent of the
Budget Act appropriation. e : :

UNEMPLOYMENT INSURANCE PROGRAM

‘The purpose of the Unemployment Insurance (UI) Program is to reduce
economic hardship by providing benefit payments to eligible workers who
are temporarily unemployed. The Ul benefits are financed through employer
payroll taxes that vary according to (1) the actual experience of individual
employers ‘with respect to the benefits paid to their employees and former
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employees and (2) the amount of the Ul Trust Fund’s reserves. Administra-
tive costs are paid by the federal government on the basis of projected
workload. During periods of high unemployment, the U.S. Department of
Labor has traditionally provided addxtlonal funds to handle the increased
number of UI claims.

The budget proposes $339 million for UI administration and $3.1 billion
for benefit payments in 1992-93. The level of administrative expenditures
proposed is $50 million, or 13 percent, below the estimated ‘current-year
levels. The $3.1 billion proposed for UI benefits in 1992-93 is $1.1 billion, or
27 percent, below the estimated current-year expendlture levels. These
decreases are primarily due to anticipated improvements.in the economy.
The reductions attributable to an improved economy are partially offset by
higher benefit payments mandated by Ch 1166/89 (SB 600, Roberti). This
legislation increased the minimum and maximum weekly- benefit amounts
for unemployment insurance claimants.

Estimates Will Be Updated in May

The department’s estimates of Ul expenditures are based on actual
program costs through March 1991 and on a forecast of employment trends.
This forecast is based on projections of future employment rates that were
made in June 1991. At that time, the EDD was predicting an unemployment
rate of 7.1 percent for 1992. A more recent forecast'by the EDD reflects the-
continued downturn in the state’s economy and anhcnpates an unemploy-
ment rate of 7.7 percent in 1992. Jo ‘

Although the Ul estimates used in the budget are not based on this most
recent projection of unemployment, the department will revise its estimates
in May. The May revision will be based on data through March 1992°and a
revised economic forecast that will reflect the most recent trends in the
economy. Because these revised estimates will be based on more recent
experience, they will provide the Legislature with a more rehable ba51s for
budgetmg 1992-93 expendltures : ;

Capital Ouﬂay

The Governor's Budget proposes several appropriations beginning with
Item 5100-301-185 for capital outlay “expenditures in the Employment
Development Department Pleasé see our analysis of the proposed EDD
Capital Outlay Program in the capital outlay section of thls Analyszs, Wthh
is'in the back of this document.
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Department of Rehabilitatibn
ltem 5160

General Program Statement

- The Department of Rehabilitation (DOR) assists disabled persons: to
achieve social and economic independence by providing: vocational
rehabilitation and habilitation services. Vocational rehabilitation services seek
to place disabled individuals in suitable employment. Habilitation services
help individuals who are unable to benefit from vocational rehabilitation.
achieve and function at their highest levels.

Overview of the Budget Request
The proposed budget for the DOR is essentially a workload budget.

The budget proposes expenditures of $296 million for the department in
1992-93. This includes $112 million from the General Fund, $174 million in
federal funds, $3.4 million from the Vending Stand Account, and $6.3 million
in reimbursements. - :

Proposed General Fund expenditures are $5.2 million, or 4.9 percent, more
than estimated current-year expenditures. This is due primarily to an
anticipated caseload increase and rate increases for service providers in the
Work Activity Program and the Supported Employment Program.. -

Table 1 displays program expenditures, funding sources, and personnel-
years for the department in the prior, current, and budget years.
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Department of Rehabilitation
Budget Summary © =
1990-91 through 1992-93

(dollars in thousands) _

Expenditures : ‘ .
Vocational rehabilitation - . . © $175,998 - $188,157 ' $211,389 12.3%
Habilitation services 73,459 . :.73,815. 76,596 3.8
Community-facilities c i 7,589 - 7,554 - 7562 .04
Administration (distributed) PR (15,390) (17,045) (17,619) . (3.4).-|
Totals - , $257,046  $269,526 - $295,547  9.7%
General Fund C - ..$106,055 - $106,707  $111,943 4.9%
Federal funds : .- - 145,409 155,304 173,922 12,0+
Vending Stand Account 2826 . 3290 3,360 <24
Reimbursements S . 3256 4,225 6,322 496
Personnel-Years 1,858.8 1,874.4 1,993.8 6.4% |

Current-Year Undllocated Reductions

This department, along with many other departments, has been' subject
to a variety of reductions over the past several years. Among these are
unallocated reductions of 2.1 percent in state operations and 4 perceént in
local assistance from the General Fund in 1991-92. (These reductions are 0.3
percent and 4 percent, respectively, of the agency’s total budget from all
funds, noting that all federal funds are budgeted in the state operations
item.) Only the state operations reduction is proposed to be carried over into
1992-93. In our companion document, The 1992-93 Budget: Perspectives and
Issues, we discuss the impact of these reductions on various departments.

Analysis and Recommendations
Business Enterprise Program — Required Reporis Not Submitted

The Business Enterprise Program (BEP) provides training and employ-
ment for legally blind persons in the management of food service and
vending facilities. Vendors retain the profits from the facilities they manage,
except for a specified percentage deposited into the Vending Standing
Account of the Special Deposit Fund. These funds, in conjunction with
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federal matching funds, are continuously appropriated for the establishment
of new facilities and the maintenance of existing facilities. - :

The budget proposes an expenditure of $10.5 million for the BEP in 1992-
93, consisting’ of $588,000 from the General Fund, $6.5 million in federal
funds, and $3.4 million from the Vending Stand Account. Proposed funding
represents an increase of 1.6 percent over estimated current-year expendi-
tures. Expenditures in the current year, however, are estimated to increase
significantly — 24 percent — over the prior year. : :

In last year's Analysis of the 1991-92 Budget Bill, we recommended
elimination of General Fund support for the BEP, primarily because there
were excessive balances in the Vending Stand Account that could be used
to fund the administrative activities supported by the General Fund. The
Legislature did not adopt this recommendation, and instead adopted
supplemental report language directing the department to submit, by August
1, 1991, a revised expenditure plan for the BEP to the Joint Legislative
Budget Committee and the fiscal committees of the Legislature, followed by
quarterly reports on the plan’s implementation. The supplemental report
language also directed -the Legislative Analyst to review these documents
and report, by April 1, 1992, on the implementation and effectiveness of the
expenditure plan and the feasibility of transferring the BEP to another
agency. -

- At the time this analysis was prepared, we had not received from the
department the revised expenditure plan for the BEP or any quarterly
reports. The department indicated, however, that it was in the process of
reviewing the plan and the first quarterly report and intended to submit
them by February. If we receive these documents in time to review them
prior to the budget hearings, we will comment on them during the hearings.
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Depariment of Social Services
~ Summary
The Department of Social Services (DSS) is the single state agency
responsible for supervising the delivery of cash grants and social services to
needy persons in California. Monthly grant payments are made to eligible
recipients through two programs — Aid to Families with Dependent
Children (AFDC) and the Supplemental Security Income/State Supplementa-
ry Program (SSI/SSP). In addition, low-income persons may receive a

number of social services such as information and referral, domestic and
personal care assistance, and child and adult protective services.

The budget proposes total expenditures of $12.1 billion for programs
administered by the department in 1992-93. This is a decrease of $72 million,
or 0.6 percent, from estimated current-year expenditures. The budget
proposes $6.2 billion from the General Fund in 1992-93, a decrease of $46
million, or 0.7 percent, from estimated: current-year expenditures. Table 1
shows estimated and proposed expenditures from all funds and the General
Fund for programs administered by the DSS in the current and budget years.

Department of Social Services
Budget Summary
1991-92 and 1992-93

(dollars in millions)

Expenditures ,
Departmental support $296.7 $1123 $316.5 $119.0 6.7% 5.9%
AFDC? 6,311.6 29080 5,751.3 2,626.0 -8.9 -9.7.
SSI/SSPP 2,400.0 2,369.3 25356 2,516.2 5.7 6.2
Special adults » 3.0 3.0 3.0 3.0 - -
Refugees ' 340 = — '37.2 — 9.4 =
County administration®  1,452.8 3588 1,732.8 432.2 19.3 ©20.5
Social services? 1,706.1 5326 1,756.5 5419 3.0 1.7
Commuriity care

licensing 10.8 8.1 10.6 7.5 -1.8 -7.1
Totals $12,215.0 $6,292.2 $12,143.5 $6,245.9 0.6% 0.7%
® Includes county funds.
b Excludes SSI federal grant funds.
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Departmental Support
Item 5180

Findings and Recommendations - Analysis
e . - : ’ Page
1. State Administrative Costs Underbudgeted. State operations 165
costs to administer the Governor’s proposed welfare reforms
are underbudgeted. ’

éeneral Program Statement

The Department of Social Services (DSS) administers income maintenance, -
food stamps, and social services. programs. It is also responsible for (1)
licensing and evaluating nonmedical community care facilities and (2) deter-
mining the medical/vocational eligibility of persons applying for benefits
under the Disability Insurance Program, Supplemental Security Income/State
Supplementary - Program (SSI/SSP), and Medi-Cal/Medically Needy .
Program. . o ; R v .

Overview of the Budget Request

. The budget proposes expenditures of $316 million from all funds,
including reimbursements, for support of the department in 1992-93. This is
$20 million, or 6.7 percent, over the estimated current-year expenditures. Of
the amount requested, $119 million is from the General Fund and $185
million is from federal funds. Table 1 identifies the department’s expendi-
tures by program and funding source for the past, current, and budget years.
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Department of Social Services
Departmental Support '
Budget Summary

1990-91 through 1992-93

(dollars in thousands)

Expenditures . ‘
AFDC-f?min group and unemployed $18,000  $17,925 $19,692 9.9%
paren
AFDC-foster care 4,407 4,074 3,947 -3.1
Child support enforcement 12,358 18,575 27,635 48.2
Transitional child care . - 398. - 257 249 -3.1
SSI/SSP 442 536 610 13.8
Special adult ‘ 424 324 © 358 10.5
Food stamps 19,301 19,906 20,082 0.9
Refugee programs " 5,272 4,578 4,907 7.2
Child welfare services 8,143 9,388 19,238 1049
County services block grant 1,036 1,007 1,069 8.2
In-home supportive services . 1,735 2,624 2,596 -1.1
Specialized adult services 751 279 247 115
Employment programs 7,427 5,798 5715  -1.4
Adoptions 9,700 9,223 10,586 14.8
Child abuse prevention 1,421 1,361 1,266 7.0
Community care licensing 49,432 55,621 57,950 4.2
Disability evaluation - 116,672 128,988 .- 132,695 - 29
Administration 7,072 8,022 7,430 -7:4
Disaster relief o . 4712 7,944 = +100.0
Child care — 290 290 - —
Totals $268,703  $296,720 $316,462 6.7%
General Fund $103,819 $112,310 $118,986 5.9%
Federal funds 152,426 172,532 185,016 ' 7.2
Reimbursements : 11,412 11,021 “11,895 - 7.9
State Legalization Impact o
Assistance Grant 648 621 o=, <1000 -
Other funds 398 236 565 1394

- This department, along with many other departments, has been subject
to a variety of reductions over the past several years. Among these are
unallocated reductions of 13 percent in state operations and 0.8 percent in
local assistance from the General Fund in 1991-92. (These reductions are 5
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percent and 0.8 percent, respectively, of the department’s total budget from
all funds in those items affected.) These reductions are proposed to be
carried over into 1992-93. In our companion document, The 1992-93 Budget
Perspectives and Issues, we discuss the 1mpact of these reductions on various
departments P ‘ .

.Table 2 shows the changes in the department’s support expendltures that
are proposed for 1992-93. As the table indicates, the proposed increase: is due-
pnmarlly to baselme ad]ustments -

Table 2

Department of Social Serwces |
Departmental Support: :
Proposed 1992-93 Budget Changes

(dollars in thousands)

1991 -92 Expendntures (revnsed) _ $112,310 $184,410 $296,:120

Baselme ad/ustmen!s — posn/on changes
> Workload-related. budget ..

. change proposals s o $16,189 '$4,400 $20,589
. Full-year funding of positions 715 " 287 " 1,002
Explratlon of llmlted-term
positions ) -3,645 -3,533 -7,178
Reductions to fund price increase -465 -47° C 512
SLIAG program close-out activities : 111 -242 -131
Salary savings-adjustment ' —_ 1,776 1,776
Early intervention program- — -60 60
Subtotals, position changes © ($12,905) ($2,581) ($15,486)

Other baseline adjustments -

Statewide automated child- support '
© system $819 $7,373 $8,192

GAIN basic education study - _— 51 . 51
. Reduce one-time MAP fair hearings -164 — . ~164
* Reduce one-time disaster relief . -7,944 —_ -7,944
i Price increase 465 1,013 . - 1,478
¢ Eliminate one-time cost for ' ‘
disability evaluation program — -1,168 -1,168.
Secured perimeters (Ch 1372/89 — ' ‘
(SB 481, Mello)) -32 - -32
'SWCAP reduction ’ — C 290 129
*‘Elimination of one-time reductions ‘ ‘ o

for Sectuons 1.2 and 3 9 : - . 2,087 2,087
by o : Continued
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Elimination of Board of Control S : N o ‘ R
reduction . R 2 e w2
- Elimination of reappropriation: : SRR
In-home supportive services court- . . . - - T
ordered judgments o -265 = . -265
Child welfare services study ‘ 110 - T — .. -110
Subtotals, other adjustments (-$7,229) ($9,485) ($2,256)
Policy proposals ‘ . . e R T
Welfare initiative $1,000 $1,000 - .$2,000
1992-93 Expenditures (proposed) ©-$118,986" . $197,476 - $316,462
Change from 1991-92 LT o AT P N :
Amount $6,676 $13,066 '$19,742
Percent - ’ 59% . 74% 6.7%

Proposed Position Changes'

The budget requests a total of 4,180 positions in 1992-93.' This is. a
- decrease of 19 positions, or 0.4 percent, from the current year. The ‘net
decrease consists of a reduction of 410 positions offset by an increase of-392
positions. The reductions are primarily due to the unallocated General Fund
reductions taken in the current year and being carried over into the'budget
year. Table 3 (please see page 166) shows the changes in the departinent’s
proposed positions for 1992-93. ' ‘ VI A

Analysis and Recommendations
State Administrative Costs Underbudgeted

The department should report during budget hearings how it intends to
deal with the underbudgeted administrative costs related to the Governor’s
- proposed welfare changes. . e Co

As discussed in our analysis of the Aid to Families with Dependent
Children (AFDC) Program, the budget proposes a package of significant
welfare reforms, to take effect (pending enactment of legislation and receipt
of waivers of federal statutes) on March 1, 1992. The budget includes $2
million ($1 million General Fund) in the current year and $4 million.($2
- million General Fund) in the budget year for departmental administrative
costs related to these proposed reforms. These costs would be incurred to
obtain federal waivers, develop regulations, make computer system changes,
negotiate and fund contracts for the waiver evaluations, and process appeals
by AFDC recipients.

We estimate that state administration associated with the proposed
reforms would result in higher costs than estimated in the budget. We
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‘estimate total one-time costs of about $25 million ($12.5 million General
Fund) and ongoing costs of about $10 million ($5 million General Fund)
annually until the evaluation and appeals process are completed. The depart-
ment should be prepared to explain, during the budget hearings, whether it
intends to absorb these costs within its baseline resources, and if so, how it
intends to accomplish this. ’

Table 3

Department of Social Services
Proposed Position Changes
1992-93

AFDC-family group and , )
. unemployed parent 333.7 -42.8 2.2 293.1 -12.2%
. | AFDC-foster care 54.8 -7.9 15.2 62.1 +13.3.

Child support - 138.6 117 0.2 127.1 -8.3
SSI/SSP 6.3 0.2 — 6.5 3.2
Special adult 6.6 -_ - 6.6 -_
Food stamps 269.3 -37.6 1.2 232.9 . -135
Refugee cash assistance 15.3 -1.7 2.0 15.6 .20
Immigration Reform and

Control Act 6.2 -6.2 —_ — -100.0
Child welfare services 746 ~ -270 386 © 862 155
County services

block grant 164 - -3.9 —_ 12.5 -23.8
In-home supportive

services 33.7 -33 - 27 33.1 -1.8
-Specialized adult services 81 23 —_ 5.8 -28.4
Employment programs 79.5 -23.4 3.2 §9.3 -25.4
Adoptions ) 163.8 -13.4 17.3 167.7 24
Refugee assistance

‘services 54.4 -0.7 -_— 63.7 -1.3
Child abuse prevention 28.0 -9.4 —_ 18.6 -33.6
Community care licensing  1,130.0 -182.0 89.5 1,037.5 -8.2

| Disability evaluation 1,699.2 -32.8 218.2 1,884.6 10.9

Administration 80.7 -4.5 1.3 77.5 4.0

Totals 4,199.2 -410.4 3916  4,180.4 -0.4%
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Aid to Families with Dependent Children -
~ Item 5180 S

MAJOR ISSUES

> Govemor's Welfare Proposals. The budget proposes
enactment of legislation. to implement “numerous
changes to the Aid to Families with Dependent Chil-
dren Program, for a net General Fund savings (all
Budget Bill items) of $71 million in the current year and
$638 million in the budget year. We present some
alternative approaches that would result in a lower
level of savings in the short run, but which better reflect
the job readiness of Aid to Families with Dependent
Children Program parents while still offering the pros-
pect of significant savings. .~ . S

Findings and-Recommendations - " Analysis
- N . ‘ | Page

AFDC (Family Group and Unemployed Parent).

1. Aid to Families-with Dependent Children (AFDC) Caseload 176
Estimates Are Expected to Change in May. Withhold:
recommendation on $5.3 billion ($2.6 billion General Fund)
pending review of revised estimates,
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2.

‘Proposal to Reduce Maximum ‘Aid Payment (MAP) by 10

Percent. The budget proposes legislation to reduce the MAP
to all AFDC recipients by 10 percent. This reduction would be
partially offset by an increase in food stamps, thereby
resulting in a reduction of about 5 percent in the total income
available to AFDC recipients.

Proposal to Reduce MAP an Additional 15 Percent After Six
Months. The budget proposes legislation to reduce the MAP

- by an additional 15 percent for AFDC recipients (with some
- exceptions) after they have been on aid for six months. This

reduction would be partially offset by an increase in food
stamps, thereby resulting in an additional reduction of about
8 percent in total income available to AFDC rec1p1ents

. Proposal to Exclude From the MAP Any Children Conceived

While on Aid. The budget proposes legislation to exclude, for
purposes of determining a family’s MAP, any children who

.are conceived while the family is on AFDC. Estimated savings

are $34 million ($16 million General Fund) in 1992-93 but
would increase significantly in subsequent years, reaching
several hundred million dollars in 10 years.

Proposal For a Residency Requu'ement The budget proposes
legislation to provide that AFDC grants for persons who have
been in California for less than 12 months be limited to the
MAP in their former state of residence. While this proposal
may result in some individuals deciding not to move to
California, it is uncertain that it will reduce migration
significantly. ’

Proposal to Eliminate Pregnancy-Related Benefits. The
budget proposes legislation to eliminate all pregnancy—related
AFDC benefits. We find that this proposal could result in a
transfer of responsibility to the counties for many of those
recipients who would lose these benefits.

Budget Imposes Requirements on Teen Parents. The budget
proposes legislation to establish the Cal Learn Program, an

. incentive program for AFDC parents under age 19 to remain
in school. To the extent this proposal increases school

attendance, it would result in increased job readiness as well
as additional school apportionment costs, potentlally in the
tens. of millions of dollars. ;

Budget Includes Savings Anticipated From “Reduced
Dependency.” The budget includes grant savings of $146
million ($70 million General Fund) in 1992-93 from lower

Item 5180
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caseloads because of the financial incentives to work due to
the reduced grant levels contained in the proposed changes.
While the Governor’s proposals are likely to result in some
reduction in caseloads, the budget estimate of savings must
be viewed with caution. S

9. Delayed Implementation of Welfare Proposals Could 189
Reduce Savings Substantially. The budget assumes that the -
Governor’s welfare proposals will be implemented on March
1, 1992. If full implementation is delayed until July 1, the
estimated General Fund savings would be reduced by $71
million in the current year and from $120 million to $160
million in the budget year. R

10. Alternatives to the Proposed Welfare Reforms. We present 194
several alternatives to the Governor’s proposals which better
reflect the job readiness of AFDC parents while still offering
the prospect of significant savings.

Foster Care

11. Budget Proposes to Suspend Cost-of-Living Adjustment for 197
Foster Care Group Homes. The budget proposes legislation
to suspend statutory rate increases for group homes for a
savings of $12.4 million ($4 million General Fund).

12. Budget Proposes to Increase Federal Funds for Wards of the 198
Court in Foster Care. Recommend that the Department of
Social Services (DSS) reassess the budget estimate for incorpo-
ration in its May revision estimate. Budgeted savings appear
to be overstated. ‘

13. Delayed Level-of-Care Assessment (LCA) Instrument. 199
Recommend legislation to extend provisions of current law to - .
continue mental health certifications. Further recommend that
the department report during budget hearings on progress
achieved towards development of the LCA instrument.

Child Support

14. California Parent Locator Service (CPLS) Merits Augmenta- 205
tion. Increase Item 5180-001-001 by $102,000 and increase ’
Item 5180-001-890 by $585,000. Recommend augmentation of
$300,000 ($102,000 General Fund) to fund the statutory..
requirement that CPLS obtain information from the public
utilities” data base. Further recommend Budget Bill language
providing that the DSS restore in 1992-93 the CPLS's current-
year budget reduction ($199,000 General Fund).
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15. Local ExpertiEe Could Enhance State-Level . ‘Assistance. 207
Recommend that.the department report on the feasibility of
developing a team of experts from the counties in order to
assist the department in conducting county program reviews.

Adoption Assistance

16. Adoption Assistance Program (AAP) Report Has Not Been 207
Submitted. The Supplemental Report of the 1990 Budget Act
requires the DSS to report to the Legislature on options for
establishing standards for setting grant levels and the feasibil-

ity of placing time limits on state-only AAP benefits. This
report was due March 1991 but has not been submitted.

General Program Statement

The Aid to Families with Dependent Children (AFDC) Program provides
cash grants to certain families and children whose incomes are not adequate
to.provide for their basic needs. Specifically, the program provides grants to
needy families and children-who meet the following criteria.

AFDC-Family Group (AFDC-FG). Families are eligible for grants under
the AFDC-FG Program if they have a child who is financially needy due to
the death, incapacity, or continued absence of one or both parents. In the current
year, an average of 684,000 famllles will receive grants each month through
this program. , -

AFDC-Hnemployed Parent (AFDC-U). Families are eligible for grants
under the AFDC-U Program if they have a child who is financially needy
due to ‘the unemployment of one or both parents. In the current year, an
average of 113,200 families will receive grants each month through this
program. :

AFDC-Foster Care (AFDC-FC).— Children are eligible for grants under the
AFDC-FC Program if they are living with a licensed or certified foster care
provider under a court order or a voluntary agreement between the child’s
parent(s) and a county welfare or probatlon department. In the current year,
an average of 63,200 children will receive grants each month through this
program. :

In addition:

¢ The Adoption Assistance Program provides cash grants to parents who
adopt children who have spec1al needs. In the current year, an average
of 13,400 children will receive assistance each month through this
program.

e The Transitional Child Care Program provides cash payments to
certain individuals who lose AFDC eligibility due to employment. In
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the current year, an average of 1,420 families will receive assistance
each month through this program.

- Overview of the Budget Request

The proposed AFDC budget includes several major policy changes that
result in significant net savings. - :

The budget anticipates expenditures of $5.8 billion ($2.6 billion General
Fund, $2.7 billion federal funds, and $483 million county funds) for AFDC
cash grants in 1992-93, including $919,000 in Control Section 23.5 for
assistance to newly legalized persons under the federal Immigration Reform
and Control Act (IRCA). Table 1-shows expenditures for AFDC grants by
category of recipient for 1990-91 through 1992-93. The AFDC-FG Program
- accounts for $4.2 billion (all funds), or 70 percent, of total estimated grant
costs of the three major AFDC programs (excluding child support collec-
tions). The Foster Care Program accounts for 16 percent and the Unem-
ployed Parent Program accounts for 14 percent of the total. '

Budget Proposes a Net Reduction in
AFDC Expenditures in Current Year

The department estimates that AFDC expenditures in the current year will
be below the amount appropriated in the 1991 Budget Act by $49 million ($14
million General Fund). This net expenditure decrease represents both
expenditure increases due to baseline adjustments and offsetting expenditure
reductions proposed in the Governor’s Budget through major changes in

existing law governing the program. . o . ‘

Baseline Adjustments. The baseline adjustments to current-year spending
represent an increase of $134 million ($75 million General Fund), or 2.1
percent, over the amount appropriated in the 1991 Budget Act. Table 2
shows that the factors resulting in this increase include: '

* A $198 million (§97 million General Fund) increase due to higher-than-
anticipated AFDC-FG and U caseloads. ' '

* An $8.2 million ($3.9 million General Fund) increase due to lower-than-
anticipated savings from the 4.4 percent maximum aid payment (MAP)
reduction. ‘ ' '

* A $7.7 million ($3.7 million General Fund) decrease due to lower-than-
anticipated costs to provide housing assistance to homeless AFDC
families. ‘ :

¢ A $4.3 million ($2.1 million General Fund) increase due to settlement
of the Sallis v. McMahon lawsuit, which makes recipients receiving state
disability insurance eligible for earned income disregards.
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Department of Social Services

- | Expenditures for AFDC Grants by Category of Recipient
1990-91 through 1992-93

(in millions)
2

_Heclp:ent category Cal T S _ =
. Family group - $2,047.0 $4,542.7 | $2,249.7 . $4,693.6 $2,015.3  $4,214.0
Unemployed . ) » : _
parent 406.9 894.9 468.3 976.9 394.2 824.0
Fostercare =~ 5763 7932 262.1 863.2 2934 = 9524
Child support ‘
collections -102.8 2411 -139.5 -297.6 -155.9 -333.1
Child support I - o
incentive o C s :
payments to ’ o o
counties 23.9 - 14 271 - 28.5 -
Adoption ‘Assis- ' ’ ‘
tance Program 40.3: 54.8: 388 . 721" 49.0 90.8
. Transitional child:..- - & : , '
.1 care v 21 . 44 .83.. . 67 33 . 6.7
] . Unallocated ., . - , : ,
“ reduction — —_ -1.8 -3.4 -1 78 -3.4
Subtotals ($2,993.7) ($6,047.2)" ($2,908.0) ($6,311.6)* ($2,626.0) ($5,751.3)
AFDC cash grants - . ’ A -
to refugees . . . ‘ :
- Time-expired ($261.2) ($585.7) ($278.8) ($581.3) . .($240.0) ($494.3)
Time-sligible (3.7) (4.2) () .- (9.1) (=) (8.8)
Totals $2,993 7 $6,047.2  $2,908.0 36,311 ] sz 626.0 $5,751.3
* Includes State Legal|zatlon Impact Assistance Grant.

"o A $4.4 million ($2 million General Fund) increase due to lower-than-
" expected savings from existing fraud detection programs.

¢ A $53 million ($16 million General Fund) decrease due to lower-than-
‘ ant1c1pated AFDC-FC caseload.

* A $26 million ($11 million General Fund) decrease due to higher-than-
anticipated savings from child support collections. These collections
offset AFDC grant expenditures.

e A $346000 ($167,000 General Fund) increase due to an increase in
aided persons resulting from phase-out of the IRCA exclusion period.
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Under IRCA, undocumented persons seeking permanent- resident
status were excluded from public assistance programs for five years.

Proposed Policy Changes More Than Offset Baseline Increases. As noted
above, the estimated reductions associated with the policy changes proposed
in the budget for the current year would more than offset the baseline
adjustments. The budget proposes policy changes that would result in
reductions totaling $184 million ($89 million General Fund). As a result, the
total funding proposed for the AFDC Program in 1991-92 represents a
reduction of $49 million ($14 million General Fund), or 0.8 percent, below
the amount appropnated in the 1991 Budget Act. The proposed ‘policy
changes are summarized in Table 2 and are discussed in detaﬂ below

Budget Proposes Major Reductions in AFDC Expendltures in 1992' 93 :

The budget proposes expenditures for AFDC grants in 1992-93 of $5 8
billion. This is $560 million, or 8.9 percent, below the total of $6.3 billion
estimated for the current year. The total General Fund request of $2.6 billion
is $282 million, or 9.7 percent, below the estimated $2.9 billion for the
current year. These net expenditure decreases represent both expendlture
increases due to baseline adjustments and offsetting expenditure decreases
proposed in the Governor’s Budget for major changes in existing law for the
AFDC Program. :

Baseline Ad]ustments The baseline adjustments proposed for 1992-93
represent an increase of $654 million ($304 million General Fund), or 10.4
percent, over the department’s revised estimate of expendltures in the
current year.

Table 2 shows the factors resulting in the baseline expendlture increases
for the AFDC Program in 1992-93. The major baseline changes not dxscussed
elsewhere in this analy31s are as follows:

s A $589 million. ($284 million General Fund) increase due to increases
in AFDC-FG and U caseloads.

* ‘A $79 million ($38 million General Fund) increase due to an increase
in aided persons caused by the phase-out of the IRCA ‘exclusion
' -period.

¢ A $13 million ($6.2 million General Fund) increase due to the statﬁtory
COLA for the AFDC need standard. .

¢ A $61 million ($29 million General Fund) decrease due to the full-year
effect of the 4.4 percent MAP reduction required by Ch 97/ 91 (SB 724,
"Maddy).

e A323 mllhon ($11 million General Fund) decrease due to expansxon of
existing fraud detection programs to additional counties.
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Department of Social Services

Proposed AFDC Budget Changes
1991-92 and 1992-93

(dollars in thousands)

1991 Bud et Act (Item 5180-101 and
Control Section 23.5)

Ad]ustments to approprlatlons

AFDC-Family Group (AFDC-FG) and
AFDC-Unemployed Parent (AFDC-U)

Baseline adjustments
Increase in caseload

. Reestimate of 4.4 percent maximum aid
payment (MAP) reduction

. Reestimate of AFDC homeless
assistance costs

Court cases
Reestimate of fraud detection program savings

_ Public assistance for aliens legalized
under the Immigration Reform and
Control Act (IRCA)

Other
Policy changes
10 percent MAP reduction
Elimination of AFDC pregnancy benefits
Residency requirement
Subtotals, AFDC-FG and U
AFDC-Foster Care (AFDC-FC)
Decrease in caseload
Other changes
Subtotals, AFDC-FC
Child support enforcement
Increass in collections
Increase in incentive payments
Subtotals, child support enforcement
Adoption Assistance Program (AAP) reestimate
Transitional Child Care reestimate

_ Total changes
1991-82 Expenditures (revised)

$2,921,984 $6,360,992
$96512  $198,160
3,900 8,174
-3,731 -7,655
2,076 4311
2,032 4,352

167 346

1,548 3,796
-81,195 -168,918 |

' -5,959 -10,544
2,112 -4,383
©7($13,238) ($27,639)
-$16,371 -$53,232
270 5217
(-$16,101) (-$48,015)
-$12,905 -$25,701
2,378 —
(-$10,527) (-$25,701)
$1,920 $1,884
-2,486 -5,205
.$13,956 -$49,398
$2,908,028 $6,311,594

Continued
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1992-93 ad]ustments

AFDC-FG and U

Baseline adjustments
Caseload increase

Public assistance for aliens Iegallzed
under IRCA

1992-93 COLA for the need standard

Full-year savings due to 4.4 percent
AP reduction

Savings due to expansion of existing
fraud detection programs

Court cases
Other
Policy changes
Reduction in MAPs (10 percent)
Reduction in MAPs (additional 15 percent)

Exclusion from grants of children
conceived while on aid

Residency requirement
Elimination of pregnancy benefits
Reduction in welfare dependency
Subtotals, AFDC-FG and U
AFDC-FC
Baseline adjustments
Caseload and average grant increases
Foster care rate reform '

Effect of past federal disallowances

Increased federal funds support for
wards in foster care

Other
Subtotals, AFDC-FC
Child support enforcement
Baseline ad/ustments
Increase in collections
Increase in incentives
Subtotals, child support enforcement
AAP, caseload and grant increases

Total adjustments -
1992-93 Expenditures (proposed)

Change from 1991-92
Amount -
Percent

Changes in federal eligibility requirements

- HEALTH AND SOCIAL SERVICES / V - 175

$283,744 - 1$589,120
37,930 78,746
6,190 12,857
29,217 -60,829
-10,885 22,649
-4,040 -6,546
-2,694 -6,152

' -205,906 -428,430
252,431 -525,038
-16,220 33,715
-12,880 -26,738
232,099 -56,554
-70,000 -146,000
(-$308,508) (-$631,928)
$15,366 $46,031
20,977 56,558
4,809 - R
-8,427 -8,870
an -
-1,082 -5,253
($31,272) ($88,466)
-$16,399 -$35,544
1,445 —
(-$14,954) (-$35,544)
$10,153 $18,705
-$282,037 -$560,301
$2,625,991 $5,751,293
-$282,037 -$560,301
9.7% -8.9%
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"« A$6.5million ($4 million General Fund) decrease due to the settlement
of three court cases in prior years (WRL v. Woods, Sallis v. McMahon,
and Grimsey v. McMahon).

¢ A $46 million ($15 million General Fund) increase in the AFDC-FC
Program due to caseload growth and rate increases.

A $57 million ($21 million General Fund) increase in the AFDC-FC
Program primarily due to revising foster care group home rates
pursuant to Ch 1294/89 (SB 370, Presley).

. o A $4.8 million General Fund increase due to an audit by the federal
* Department of Health and Human Services (DHHS) regarding the
- eligibility requirements for the federal AFDC-FC Program.

* An $8.9 million ($8.4 million General Fund) decrease due to payment
. by the state in 1991-92 of a disallowed claim for federal payments in
the AFDC-FC Program.

~® A net $36 million ($15 million General Fund) savings from the Child
- Support Enforcement Program due primarily to a projected increase in
~ collections for AFDC families.

o A $19 million ($10 million General Fund) increase in the Adoption
Assistance Program due to caseload and grant increases. ,

Analysis and Recommendations

'AFDC Estimates Are Expected to Change in May:

We withhold recommendation on $5.3 billion ($2.6 billion General Fund
and $2.7 billion federal funds) requested for AFDC grant payments, pending
receipt of revised estimates of costs to be submitted in May. .

The proposed expenditures for AFDC grants in 1992-93 are based on
actual caseloads and costs through June 1991, updated to reflect the
department’s caseload and cost projections through 1992-93. In May, the
department will present revised estimates of AFDC costs based on actual
caseload and grant costs through December 1991. Because the revised
estimate of AFDC costs will be based on more recent and accurate informa-
tion, we believe it will provide the Legislature with a more reliable basis for
budgeting 1992-93 expenditures. Therefore, we withhold recommendation on
the amount requested for AFDC grant costs pending review of the May
estimate. .
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Aid to Families with Dependent Children —
Family Group and Unemployed Parent

AFDC-FG and U Caseloads Continue Rapid Growih

As shown in Table 2, the budget includes $668 mllhon ($322 million
General Fund) for projected increases in AFDC-FG and U basic.and IRCA-
related caseloads. The department estimates that the current-year AFDC-FG
caseload will be 11.6 percent higher than in the prior year and anticipates an
additional 10.8 percent increase in 1992-93. The department also estimates
that the AFDC-U caseload will increase by 21.3 percent between the prior
and current years and that it will grow an additional 9.6 percent in 1992-93.

Caseload Estimates Hide Effects of End of IRCA Exclusion Period.
Included in these caseload data are estimates for the number of people that
will be added to the AFDC Program because of IRCA. Under this act,
undocumented persons who filed for amnesty were excluded from public
assistance for five years. Individuals needing this assistance will become
eligible for AFDC during 1992-93, resulting in a one-time increase in the
number of persons aided. The department estimates that most of the newly
eligible persons who are likely to become AFDC recipients already have one
or more of their citizen children (children born in the U.S.) on AFDC. Thus,
these newly eligible families will not significantly affect the caseload growth
but will significantly affect the growth in the number of persons aided and
therefore the program costs. Specifically, the department anticipates that this
category will comprise about 12 percent of the increase in AFDC-FG persons
aided and about 44 percent of the increase in the AFDC-U persons for 1992-
-93.

‘Recent Increase in ”Children-Only" Cases. Recent caseload trends indicate
a significant increase in children-only cases in both the FG and U programs.
For example, the department estimates that children-only AFDC-FG cases
will increase by about 24 percent in 1992-93 (about 199,000 average monthly
cases in 1992-93) while AFDC-FG cases that include adults will increase by
about 7 percent. The department identified two major components to the
AFDC-FG child-only caseload: (1) citizen children — children born in the
U.S. to undocumented or newly legalized persons — and (2) children in
cases where the adult parents are excluded from AFDC for other reasons
(such as SSI/SSP recipients and nonneedy relatives). Most of the child-only
caseload growth is attributed to the citizen children cases.

Departments Differ in Caseload Estimates. The Department of Social
Services (DSS) estimate for the combined increase in AFDC-FG and U
recipients is 10.6 percent in 1992-93. In developing its Medi-Cal budget,
however, the Department of Health Services (DHS) projects that the number
of AFDC eligible persons will increase by only 5.3 percent in 1992-93. The
primary reason for this discrepancy is that the departments differed in their
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assumption -about whether recent-rapid caseload growth in the AFDC
Program would continue throughout the remainder of 1991-92 and 1992-93.
In May, the departments will have revised estimates based on more recent
caseload and recipient data. Based on our discussions with the two depart-
ments, we expect to see less of a-discrepancy between the two estimates in

the May revision.

Projécting Caseloads Presents Challenges. There are séveral factors that
affect one’s ability to accurately forecast AFDC caseloads: :

* The Economy. Performance of the economy affects caseload growth.
This is a particularly important factor affecting changes in the AFDC-U
caseload. Generally, increases in unemployment affect the AFDC-U
caseload. There are differences of opinion, however, about the extent
to which economic cycles affect the AFDC-FG caseload. To the extent
recent caseload growth is caused by the current downturn, we can
expect this growth to moderate as the economy improves. .

Structural changes in the labor market also may affect AFDC caseloads.
For example, recent trends in the labor market include a relative
increase in part-time jobs and a reduction in the percentage of small
employers that provide health insurance and other benefits. To the
extent these changes are permanent and affect AFDC caseloads, they
could cause caseloads to be higher than expected after the economy
recovers. ‘ ' :

- ¢ Undocumented Persons. The federal Omnibus Budget Reconciliation
Act of 1986 and Ch 1441/88 (SB 175, Maddy) extended emergency
medical care and pre- and post-natal care to undocumented persons.
As we discuss in our review of the Medi-Cal budget; this nontradition-
al portion of the caseload has been increasing at a very rapid rate as
a result of these changes. Part of the children-only caseload growth
may be attributed to these persons. It is not clear the extent to which
this trend will continue. *© ' ‘

* Effect of Supplemental Security Income/State Supplementary Program
(SS1/SSP) Disabled Caseload Growth. At least one other factor may
affect the future growth. of the child-only caseload. - Specifically,
SSI/SSP disability cases are growing at about 7 percent annually. Many
of these adults have children who are child-only AFDC cases. -

Current-Year Staiutory_changeé in AFD_C Grqnt Poiicy

Chapter 97 enacted several significant changes in AFDC grant determina-
tion policy. Lo '
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Suspends AFDC MAP Cost-of-Living Adjustments (COLAs). Under
Chapter 97, the statutory COLA provided to the AFDC MAP was suspended
through 1995-96. The act also modified the COLA provided to ‘the need
standard, which is the basis for determining actual grants (up to the MAP).
Prior to Chapter 97, both the need standard and the MAP received a COLA
equal to the change in the California Necessities Index (CNI) for the prior
calendar year (unless the COLA was reduced or suspended by the Legisla-
ture). Under current law, the need standard will receive a COLA equal to 70
percent of the CNI through 1995-96. Beginning in 1996-97, both the MAP and
the need standard will receive full CNI COLAs. In summary, current law
provides that from 1992-93 through 1995-96, the need standard will increase
at 70 percent of the inflation rate while the maximum grants (received by
recipients without income) will remain unchanged. The budget mcludes
funding for the authorized need standard COLA in 1992-93.

‘Reduces MAPs by 4.4 Percent. Chapter 97 reduced the MAPs by 4.4
percent in 1991-92 while leaving the need standard at its 1990-91 level. Thus,
a family of three with no income experienced an AFDC grant reduction of
$31 per month. This family was eligible for an additional food stamps
allotment of $9. Therefore, the net reduction in monthly benefits, including
food stamps, was about $22.

Creates a “Fill-the-Gap” Budgeting System. Chapter 97 also changed the
way AFDC grants are determined. In addition to lowering the MAP below
the level of the need standard, Chapter 97 established the need standard
rather than the MAP as the basis for determining. AFDC grants when
recipients have income. The effect of these changes was to create a “fill-the-
gap” budgeting system, which allows AFDC recipients who have income
(including employment earnings) to keep a portion of their income before
their grants are reduced, thereby increasing the recipient’s financial incentive
to work.

We discussed this concept in the Analysis of the 1991-92 Budget Bill (please
see page 765) and The 1991-92 Budget: Perspectives and Issues (page 189). Since
the Governor relies on this financial incentive as part of the rationale for his
welfare reform proposals, it is useful to briefly review how a fill-the-gap
system operates.

. Background The MAP is the largest grant a family can receive. It
varies according to the number of family members in the AFDC
household. The current MAP for a family of three, for example, is $663
per month. The need standard, which also varies by family size, is
intended to be an estimate of the cost of basic necessities, such as
housing, transportation, and food. The current-year need standard for
a family of three is $694 per month.

A family’s grant is determined by deducting “countable income” from
the need standard. All unearned income (income from sources other
than employment), except for the first $50 per month of child support,
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, is considered countable income. Some of a recipient’s earned income

» (income from employment), however, is disregarded. The disregards

- include child care expenses, a work expense allowance, and a specified
“work incentive.” : : :

& Fill-the-Gap Budgeting. Under a fill-the-gap budgeting system, the
AFDC grant is determined by subtracting countable income from the
need standard rather than the MAP. The effect of this is to allow the
family to keep any income up to the difference between the need
standard and the MAP. We discuss the use-of this system in our
analysis of the welfare reform proposals (later in this write-up).

Table 3 illustrates the impact of fill-the-gap budgeting in the current year
for AFDC grants. It shows that a family of three with $31 of countable
income — for example, work earnings after deducting the allowable
disregards — can, in effect, keep this $31 of income (the gap between the
need standard and the MAP); whereas additional countable income (an
increase in earnings from $31 to $200 in this case) is completely offset by
grant reductions. . o ' ’ :

Table 3 |G

Department of Social Services -

Impact of “Fill-the-Gap” :Budgeting for AFDC Grants
Family of Three o '
1991-92 . -

Need standard $694 $694 $694
MAP-.. . 663 - 663 . 663
.. Gap C$31. $31 $31
Countable income® - T 83 $200
AFDC grant® - . $663° - 663 494
Total income available $663 $694 - $694

a slamed‘rldnoomé' less alléwabl_e work-related “disreg'ards"land "uneafnedl income Iess"the child subpon
sregard. : : S S ) :
® Need standard less countable income; limited to the MAP.

Other Work Incentives. Chapter 97 also requires the department to seek
federal approval for two proposals that could provide AFDC recipients with
additional financial incentives to work. ' ‘

* 100-Hour Rule. The department is required to seek a federal waiver in
order to operate a statewide demonstration program to determine
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whether elimination of the 100-hour rule would induce more AFDC-U
recipients to work. Federal law provides that if the principal wage
earner in an AFDC-U household is employed more than 100 hours the
family is ineligible for aid. The demonstration program is de51gned to
determine whether this rule dlscourages work ’

¢ Earned Income Disregard. Under current law, a recipient who recelves
income from employment receives a “work incentive” during the first
-12 months of employment. During the first 4 months, the recipient can
exclude the first $30 and an additional one-third of all earned income
(after deducting a standard work expense allowance). During the next
8 months, the work incentive is only $30. The department, under
‘Chapter 97, is required to seek federal approval to allow the $30 and
one-third “earned income disregard” indefinitely in order to determine
whether this would provide an additional incentive for AFDC
recipients to work.

Governor’'s Welfare Reform Proposals

The major provisions of the Governor’s proposed welfare reforms would
significantly change the AFDC-FG andU programs. The General Fund fiscal
impact of these changes is summarized in Table 4. It shows that the
proposed changes would result in grant savings of $89 million in 1991-92
and $679 million in 1992-93. These savings would be partially offset by
General Fund administrative and support services costs of $18 million in
1991-92 and $41 million in 1992-93. (The county administrative and support
services costs are discussed in the county administration and social services
items in this analysis.) These provisions would require legislation and in
most cases, a waiver of federal regulations. :

Budget Proposes Four Changes That Would Reduce AFDC Grants

The budget contains four separate proposals that would have the effect
of reducing AFDC grants below the levels specified in current law. These are
(1) a 10 percent reduction in the MAP for all AFDC recipients, (2) an
additional 15 percent MAP reduction for AFDC recipients (with some
exceptions) who have been on aid for more than six months, (3) a prohibi-
tion on MAP increases for family size when additional children are
conceived while the parent is on aid, and (4) a 12-month residency
_requirement, which limits grants for rec1p1ents who prevxously re31ded in
another state.
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Table 4

Department of Social Services
General Fund Budget Summary
Governor's Welfare Reform Proposals
1991-92 and 1992-93 -

{in thousands)

| Proposals

10 percent MAP reduction -$81,195 $9,722  -$287,101  $5,210
15 percent additional MAP reduction — — -252,431 7,312
Exclusion from MAP of children : ‘
conceived while on aid - — -16,220 33
Residency requirement 2,112 622 -14,992 1,868
Elimination of pregnancy-related benefits  -5,959 -246 -38,058 -2,107
Savings due to reduced dependency - — -70,000 -5,000
Minors required to live with ,
adult relatives - 7 — 22
AFDC Job Club - -_ - — 15,000
Cal Learn — . . 596 —_ 1,900
-] Cal Learn child care : — 6,132 . : -~ 14,673
State administration — 1,000 —_ 2,000
Totals -$89,266  $17,833 - -$678,782  $40,911

Proposql to Reduce MAP by 10 Percent

The budget proposes legislation to reduce the MAP to all AFDC recipients
by 10 percent for a savings of $597 million ($287 million General Fund) in
grants in 1992-93 and $169 million ($81 million General Fund) in the current
year. The grant reduction would be offset partially by an increase in food
stamps, thereby resulting in a reduction of about 5 percent in the total
income available to AFDC recipients. ' :

The budget proposes legislation to reduce the MAPs by 10 percent for all
AFDC-FG and U recipients. Currently, the MAP ranges from $326 for a 1-
person family to $1,403 for a family of 10 or more persons. Table 5 displays
the effect of the proposed MAP reduction for family sizes between 1 and 5.
It shows that the MAP for a family of 3, for example, would be reduced
from $663 to $597.
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Department of Social Services
AFDC MAP and Need Standard ‘
Budget Proposal Compared to C‘urrent Law

1992-93 ’
S

1 $346 - © $326 $293 $249

2 568 - 535 482 410 -

3 704 . 663 597 507

4 o ST 836 - - 788 709 603

5 - o © . .953 899 809 : ' 688
& Assumes a CNI for 1991 of 1.94 percent, resulting in a COLA of 1.4 percent in 1992-93. ‘

The Budget Proposal Would Reduce the Total Income Available to
Families With No.Outside Income by About 5 Percent. Table 6 illustrates
this point. It shows that a family of three with no outside income would
experience a grant reduction of $66 per month under the budget proposal
(reduction from $663 to $597). Based on the most recent survey of AFDC
recipients, about 678,000, or 85 percent, of AFDC families have no outside
income and would therefore experience a reduction of 10 percent in their
AFDC grants .under the Governor’s proposal. It is important to note,
however, that these families could compensate for the decrease in their
grants to the extent that they become employed and earn at least enough to
offset the grant reduction. This can be accomplished because of the “fill-the-
gap” budgeting system for AFDC grants, as discussed above. ,

Table 6

Department of Social Services

Reduced AFDC MAPs -

Family of Three (Grants and Food Stamps)
With No Outside Income . :
1992-93

MAP ’ - $663 $597 $507

Need standard . ) . 704 - 704 704
AFDC grant . : . 663 597 . » 507
Food stamps 187 207 234

Total income available to family $850 $804 $741
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Those families whose AFDC grants are reduced would be eligible for
additional food stamps. This is because the amount of the food stamps
allotment is determined, in part, by the families’ income, which includes
AFDC grants. For example, Table 6 shows that a family of three would have
its grant reduced by $66 but would be eligible for $20 in additional food
stamps, for a net reduction in total income of $46, or 5.4 percent.

Propo‘sal to Reduce MAP an Additional 15 Percent After Six Months

The budget proposes legislation to reduce the MAP by an additional 15
percent for AFDC recipients (with some exceptions) after they have been on
aid for six months, for a savings of $525 million ($252 million General Fund)
in grants in 1992-93. The grant reduction would be offset partially by an
increase in food stamps, thereby resulting in a further reduction of about 8
percent in total income available to AFDC recipients.

The budget proposes legislation to reduce AFDC MAPs by an additional
15 percent after a family (1) has been on assistance for more than 6 months
or (2) went off aid after 6 months and returned to the program within 24
months. This reduction would not occur if all parents or caretaker relatives
in the home are age 60 or over, disabled (receiving SSI/SSP or In-Home
Supportive Services), the caretaker is a nonneedy relative, or all parents in
the family (assistance unit) are under age 19 and attending high school or
other equivalent schooling. ~

The Budget Proposal Would Further Reduce the Total Income Available
to Families With No Outside Income by About 8 Percent. Table 6 shows the
fiscal impact of this proposal on a family of three with no outside income.
This family would experience an additional grant reduction of $90 under the
budget proposal. The family, however, would be eligible for an additional
food stamps allotment of $27. Thus, the net reduction in total income would
be $63, or 7.8 percent. Based on the DSS’s estimate, about 595,000, or 68
percent, of AFDC families per month would be subject to the additional 15
percent grant reduction, beginning in September 1992, As in the case of the
10 percent reduction in the MAP, these families could compensate for the
decrease in their grants to the extent they become employed and earn at least
enough to offset the grant reduction.

The Budget Estimate of Savings is Overstated. The budget assumes that
the 15 percent additional grant reduction would result in savings of $525
million ($252 million General Fund) in lower grants. This estimate, however,
is somewhat high because it fails to exclude teen parents under age 19, who
are exempt from this- reduction. There are an average of about 20,300 teen
parents on AFDC each month, many of whom are in high school or could
qualify for an exemption if they attend school. We anticipate that the
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department will adjust its estimate to reflect teen parents at the time of the
May revision.

Proposal to Exclude From the MAP Any
Children Conceived Whlle on Aid '

The budget proposes legtslatton to exclude, for purposes of determmmg
a family’s MAP, any children who are conceived while the family is on
AFDC, for a savings of $34 million ($16 million General Fund) in 1992-93.
Savings would increase 51gntftcantly annually thereafter, amountmg to
several hundred million dollars in 10 years.

The budget proposes legislation that would exclude any children
conceived when a family is receiving AFDC for purposes of determining the
family’s MAP (but not the need standard). Such children would continue to
be excluded if the family leaves and returns to the program, unless the
absence was for at least 24 consecutive months. Children excluded - for
purposes of determining the MAP would be eligible for both Medi-Cal
benefits and food stamps.

Table 7 illustrates the impact of this proposal on grants and food stamps
for a family that increases in size from two to three. Such a famlly (after
birth of the additional child) with no outside income would experience a
$253, or 38 percent, reduction in AFDC grants relative to current law ($663
to $410), but would be eligible for $76 in additional food stamps ($187 to
$263). Thus, the family would incur a net reduction in total income of $177,
or 21 percent.. :

‘We also note that this proposal would increase the work incentive
substantially. As Table 7 shows, for example, under the budget proposal the
ap between the need standard and the MAP increases from $158 ($568 less
5410) to $294 ($704 less $410) for an additional child. As we explamed
previously, this permits an employed recipient to keep more earnings. -

What Will Be the Fiscal Impact of This Proposal? Clearly, it will result
in significant savings, particularly in the long term. The budget assumes that
about 7 percent of all AFDC cases would have excluded children. The DSS
estimates that this number could reach 22 percent of all cases in 10 years,
assuming no change in behavior regarding decisions to have additional
children. Irrespectlve of these behavioral decisions, the savings would
increase significantly in comparlson to current law, amountlng to several
hundred million dollars in 10 years. :
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Department of Social Services o
Budget Proposal for “Maximum Family Grant”
&Family Size Limit) - :

amily With No Outside Income
1992-93 ‘

MAP : ’ $535 $663 $410
Need standard ' s 568 704 568
AFDC grant - : . 535 663 410 < 410
Food stamps 137 187 263 263

Total income available to family $672 $850 $673 -$673

Proposal For a Residency Requirement

The budget proposes legislation to provide that AFDC grants for persons
who have been in California for less than 12 months be limited to the MAP
in their former state of residence, for a savings of $31 million ($15 million
General Fund) in grants in 1992-93 and $4.4 million ($2.1 million General
Fund) in the current year. While this proposal may result in some individu-
als deciding not to move to California, it is uncertain that it will reduce
migration significantly. :

The budget proposes legislation providing that AFDC recipients from
another state, during their first 12 months of residence in California, receive
a grant based on the lesser of the grant they would receive using California’s
eligibility requirements or the MAP in their former state. The estimate of
savings is based on a departmental survey indicating that 7 percent of AFDC
recipients lived in another state within the preceding 12 months. . '

Will This Proposal Reduce California’s Attractiveness as a “Welfare
Magnet”? The proposal appears to be based, in part, on the belief that
families come to California because of its high AFDC grant levels. Some
studies have identified a relatively small amount of movement among states
by low-income families in order to take advantage of higher public assistance
benefits. The findings, however, have been subject to criticism based on the
statistical methods and data used. In addition, surveys conducted by states
suggest that low-income families move for many of the same reasons that
higher-income families do. Even if low-income families move to California
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for the relatively higher AFDC benefits, it is unclear whether a temporary
grant reduction (12 months) such as that proposed in the budget would
reduce mlgratlon sxgmﬁcantly :

Proposal to Eliminate Pregnancy-Related Benems

The budget proposes legtslatzon to eliminate all pregnancy-related AFDC
benefits, for a grant savings of $67 million ($38 million General Fund) in
1992-93 and $10 million ($6 million General Fund) in the current year. We
finid that this proposal could result in a transfer of responsibility to the
‘ counhes for many of those recipients who would lose these benefits.

. The budget proposes legislation to eliminate all AFDC pregnancy-related
benefits. Under the State-Only AFDC-FG Program, grants.are provided to
pregnant women without other children during the first six months of
pregnancy. The state also participates in the federally assisted AFDC
Program for pregnant women without other children who are in their last
three months of pregnancy (and for the month that their baby is born). In
addition, current law provides for a $70 monthly special need payment to all
pregnant women who are on AFDC under the state-only or federally assisted
programs or the regular AFDC Program.

Under the budget proposal, these women would remain eligible for Medl-
Cal benefits. If the pregnancy benefits are eliminated, however, a substantial
number of the women who lose all of their AFDC benefits (those who have
no other children) could apply for general assistance in the counties where
they reside. Thus, the elimination of these programs would, in effect, transfer
responsibility for many pregnant women to the counties.

Budget Imposes Requlrements on Teen Parents

- The budget proposes legtslatton to (1) require parents under age 18 to
reside in the home of their parent or certain other adults in order to receive
AFDC and (2) establish the Cal Learn Program, an incentive program for
AFDC parents under age 19 to remain in school. To the extent this proposal
increases school attendance, it would result in increased ]ob readiness as
well as additional school apportionment costs, potentially in the tens of
millions of dollars.

Teen Parent’s Residence. Under this proposal parents under age 18 who
receive AFDC would be requlred to remain in the home of their parent, legal
guardian, adult relative, or in certain other living arrangements in order to
receive aid. The proposal includes exceptions under which the teen could
maintain a separate residence. This program requirement is optional under
the federal Family Support Act of 1988 and would not require any federal
approval other than acceptance of an amended state plan.
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The budget does not reflect any savings from this proposal; however, to
the extent that the teen parents stay with certain adults, such as parents or
stepparents, part of the.adult’s income could be used. to offset the teen
parent’s AFDC grant. This would result in unknown savings, probably less
“than $1 million ($475,000 General Fund). -

Cal Learn Program. The budget proposes to create the Cal Learn Program
for parents under age 19 who receive AFDC and have not completed high
school. If these parents have no more than four absences and two unexcused
absences per month in school, they would have their AFDC grant increased
‘by $50. If these parents have more than two unexcused absences per month
they would have their AFDC grant reduced by $50. Otherwise' their grant
would remain unchanged. The proposal provides for child care needed to
attend school. (Please also see our analysis of the county administration
item and the DSS social services programs.) .

. Thebudget assumes that the number of bonuses would equal the number

of sanctions, resulting in no net savings or costs. We note, however, that to
the extent the program increases school attendance, it will result in
additional state apportionment costs, potentially in the tens of millions of
dollars..” - TR R :

Budget Includes Savings Anticipated

From “Reduced Dependency”

The budget includes grant savings of $146 million ($70 million General
Fund) in 1992-93 from reduced dependency (lower caseloads) because of the
financial incentives to work due to the reduced grant levels contained in the
proposed changes. While the Governor’s proposals are likely to result in
some reduction in dependency, the budget estimate of savings must be
viewed with caution. . ' : C = -

_ The budget anticipates grant savings of $146 million ($70 million General

Fund) to the AFDC-FG and U programs resulting from the various welfare
reform proposals. The budget assumes that, in combination, the welfare
reform proposals would make AFDC a less attractive alternative to non-
AFDC options. Specifically, the budget assumes that there will be 4 percent
fewer cases added each month and that discontinuances — those leaving
assistance — will increase by 4 percent. The budget also assumes that the
proposals would result in an additional 3 percent of AFDC families reporting
employment earnings and that these earnings will, on average, exceed the
amount. needed to fill the gap between the need standard and MAP,
therefore resulting in grant reductions. : o

While it is true that MAP reductions, residency requirements, and
excluding children from grants would make nonwelfare alternatives
relatively more attractive, the DSS was unable to provide any studies that
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suggest behavioral responses of the kind assumed in the budget estimates.
Our review of fill-the-gap budgeting in other states indicates that this work
incentive may be associated with a small increase in the percentage of AFDC
families that report employment income. Closer examination of the data,
however, suggests that most, if not all, of the increases found are attributable
to a fill-the-gap system different than that employed by California. We

discuss this in greater detail below.

In summary, while the Governor’s pfoposal is likely to result in some
reduction in dependency, the department’s estimate of savings must be
viewed with caution. : S s L

Waiver of Federal 'Requi;’e’ments

Most of the proposals in the budget’s welfare reform package require
federal approval in the form of waivers of existing federal statutes. This is
not the case for the Governor’s proposals to (1) eliminate all pregnancy-
related AFDC benefits and (2) require that all AFDC teen parents under age
18 remain at home. At the time this analysis was prepared, the waiver
package was under development and the administration had initiated
discussions with the federal DHHS. The DSS should be prepared to discuss

' ‘I‘)elayed implemfentatibn Could Re,duc_ebsdv'ingvs’ :'Sﬁbstdntially

 The budget assumes that the proposed welfare reforms will be implement-
ed on March 1, 1992. We estimate that if all the proposals are implemented

‘on July 1, General Fund savings will be less than the amount budgeted by

$71 million in the current year and from $120 million to $160 million. in
1992-93. : L e : L

As noted above, implementation of the budget proposals will require
legislation and, in most cases, federal approval. Given these requirements
and the controversial nature of the proposals, the budget assumption of a
March 1implementation date appears to be unrealistic. Delayed implementa-
tion of even a few months would reduce the General Fund savings in 1992-
93 by $120 million to $160 million. T

Evaluating the Govemor’s Welfare Reform Proposals

In presenting his welfare reform proposals, the Governor offers several
reasons why reform is needed, including (1) the need-to promote personal
responsibility, (2) the need to reinforce the premise that AFDC is a
temporary program, and (3) the need to make work an attractive alternative
to AFDC. These are reasonable premises; but in evaluating the proposals, the
Legislature needs to weigh the identified budgetary savings against its policy
objectives for the AFDC Program and the potential impact of the proposed
changes on needy families. ‘
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Impact of the Welfdre Reforms

Fiscal Impact on Government. The budget estimates that the proposed
reforms will result in significant savings to the federal, state, and county
levels of government. Net General Fund savings are estimated to be $71
million in 1991-92 and $638 million in 1992-93, including the effect on
administration. These savings would increase in subsequent years, :due
primarily to the provision prohibiting increases in the MAP for children
conceived while a family is on aid. The savings would be offset, by .an
unknown amount, to the extent that the reductions in the MAPs and
elimination of pregnancy benefits leads to a reduction in family incomes
which, in turn, leads to an increase in the use of other public services such
as health and foster care. . : ’ 2 ‘ :

Impact on Families. The grant reductions proposed by the Governor
would reduce the resources available to many families. In our analysis of the
specific elements of the Governor’s proposals, we described the effect the
grant reductions would have on families affected by them. Chart 1 shows
how California’s combined AFDC grants and food stamps allocations (for a
family of three) compare to the Poverty Income Guideline published
annually by the DHHS. Under current law, California’s combined maximum
grant and food stamps benefit ($850) is equal to about 88 percent of the
poverty guideline. Those subject to both the 10 percent and additional 15
percent reductions would have their resources reduced to about 77 percent
of the guideline ($741). : o

To place California’s combined grant and food stamps benefit in perspec-
tive, we also include in Chart 1 the comparable benefit levels in the 10
largest states. This illustrates that even after the 10 percent and 15 percent
reductions, California’s benefit level would still be higher than all but one

of the other large states (New York).

v'lnCteasihg the Percentage of Recipients Who Work

The impact of the reform proposals will depend largely on the degree to
which they result in an increase in the percentage of recipients who are
employed, thereby avoiding the financial loss that would result from
reductions in the MAPs. ' : o R

Increasing the Work Incentive. In our 1991-92 Perspectives and Issues report
on the AFDC Program, we concluded that the program, as currently
structured, offers relatively little financial incentive to work. There are two
main sources. of the work disincentives: (1) the grant levels when combined
with food stamps often are higher than what could be earned by recipients
through employment and (2) current rules allow working recipients to retain,
at best, only a small part of each increment of income. In addition, persons



Item 5180 HEALTH AND SOCIAL SERVICES / V - 191

who work are likely to weigh the possible loss of Medi-Cal benefits (after a
transition period) if they lose AFDC eligibility. The two main sources of the
disincentives are discussed below. B

: N
AFDC Program: Maximum Aid Payment and g\%’@ “
Food Stamps Allotment (Family of Three) '
Ten Largest States, January 1992

$1,000-
v - - Maximum

aid payment

Fodd stamps

800+
600+
400+

200

California NYPTX FL PAb IL® OH MIP NJ NC

2 The left-hand bar is the proposed 10 percent MAP reduction and the right-hand bar is the
proposed additional 15 percent reduction. '
;l'he:e states have regional MAPs. The MAP for the region with the largest AFDC caseload
s shown. . )

Income From Public Assistance Compared to Earnings From Employment.
An example helps to illustrate how a MAP reduction affects the work
incentive. As noted previously, when the MAP (family of three) is $663, the
total AFDC grant and food stamps resources available to the family amount
to $850. In order to obtain an equivalent amount through employment
(“break even”), this family would need to earn a gross income of about
$1,350 per month, or $7.80 per hour. (These calculations include estimated
child care and transportation costs, state and federal taxes, the earned
income tax credit, and the renters credit, and assumes that the employer
provides medical insurance coverage. If the employer does not provide
medical coverage, the break-even level of earnings could increase by more
than $2 per hour to reflect the cost of private medical coverage.) If the MAP
is reduced to $507 (15 percent additional reduction), the total AFDC grant
and food stamps resources available to the family are $741, and the break-
even level of earned income, using the same assumptions as above, is $1,178
per month, or $6.80 per hour. Thus, the proposed reductions in the MAP
would have the effect of lowering the break-even level of earned income,
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making work a relatively more attractive alternative than it is now. For
example, an AFDC recipient would more likely take a $7.25 per hour job
under the proposed grant levels than under current law.

Some studies suggest that reducing MAPs would induce some increase
in work by AFDC recipients. These studies, however, also show that changes
in the MAP are unlikely to induce significant numbers of recipients to leave
AFDC. ' "

Effect of AFDC Rules on the Work Incentive. As discussed previously, a
fill-the-gap system for determining grants can create additional work
incentives for recipients because they can retain some of the income they
earn. The Governor’s proposals to reduce the MAPs would increase the gap,
thereby increasing the amount of income a working recipient could keep.

In order to analyze the fill-the-gap budgeting method, we reviewed the
grant determination procedures used in other states. We found that 14 states
use a fill-the-gap approach. Of these, there were two- different types of
systems. Our review suggests that California’s fill-the-gap budgeting method
is likely to have only a small effect on the work incentive. We found that
most of the employment effect identified was attributable to a fill-the-gap
procedure different than that used in California. Several states (for example,
North Carolina and Mississippi, where about 12 percent to 13 percent of
AFDC cases report work earnings, compared to 9.5 percent in California)
have a system — the “incremental” approach — that allows working recipi-
ents to retain a portion of each incremental dollar of earnings beyond the
amount of income needed to offset the gap. The system used in California and
most other fill-the-gap states does not provide the same incentive to earn
income beyond the amount needed to offset the gap. There are many factors
that could affect the percentage of recipients that report earned income,
however, so these results must be interpreted with caution.

In summary, it is impossible to predict with accuracy the degree to which
fill-the-gap budgeting will induce more AFDC recipients to work. Our
review of other states, however, suggests that the impact may not be large
but tends to be greater under the incremental approach. Those nonworking
recipients who do not compensate for the MAP reductions through an
increase in earnings will suffer a reduction in their standard of living, which
will be significant recognizing that these families’ incomes are currently
below the federal poverty guidelines. It is therefore important, in assessing
the budget proposal, to consider whether the reforms are based on reason-
able expectations that AFDC recipients can obtain employment given their
education levels and employment experience, combined with limited job
opportunities. .
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Are AFDC Recipients Work-Ready?

In spite of the increased work incentives provided under the Governor’s
proposals, it may be difficult for AFDC recipients to obtain employment due
to factors such as lack of training, low education levels and work experience,
and the effect of the economy on job availability. '

Lack of employment-related skills, including low educational attainment,
is often cited as a major impediment to AFDC recipients returning to the
labor force. Some studies show that low educational attainment is associated
with a higher probability of staying longer on assistance..

.Employment skills, job search training, and various kinds of “workfare”
programs for AFDC recipients have been part of welfare reform efforts for
many years. Recently, a number of experimental employment skills and job
search programs have been evaluated. The findings show that, generally,
those programs that included efforts to improve general education and
develop usable job skills showed the largest net increase in average earnings
for recipients who completed the program. ' E :

The Greater Avenues for Independence (GAIN) Program is California’s
primary employment training program for AFDC recipients and meets
federal JOBS Program requirements. It is a more complex program and is
more expensive per participant than most previous programs. The program,
however, is not funded at a level sufficient to accommodate all “mandatory”
and voluntary participants. ,

The GAIN Program is currently being evaluated by an independent
consulting firm. A preliminary report is due this spring. (We discuss the
Governor’s job search training proposals and the GAIN Program later in this
analysis.)

The downturn in the state’s economy presents a significant challenge to
existing and potential AFDC job seekers. The budget’s projections of
employment growth indicate that total nonagricultural employment will
increase by only 73,000 jobs during 1992 and 342,000 jobs during 1993. These
projections suggest that AFDC job seekers are likely to be faced with
significant competition from currently unemployed people and other new job
seekers, at least in the near term. :

In summary, the relatively low level of education and employment
experience of the typical AFDC parent, combined with limited job opportuni-
ties, suggests that it may not be possible for nonworking AFDC household
heads to compensate for the proposed MAP reductions by obtaining a job.
In this connection, we note that the Governor’s proposal is inconsistent.
While it exempts teen parents who are in school from grant reductions, it
imposes them on those recipients who are making an effort to obtain the
~ skills needed to secure employment by participating in the GAIN Program.
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AItemaﬂves to the Governor’s Welfare Reform Package

We present several alternatives to the Governor’s proposals which better
reflect the job readiness of AFDC parents while still offering the prospect of
significant savings.

~ Reforming AFDC is difficult because the families on assistance are there
for different reasons and have different needs. Many of the families will
leave the program within a relatively short period of time. On the other
hand, many families have been on aid repeatedly or are long-term recipients.
It is also important to note that only a small percentage of AFDC parenits are
working. The Governor’s proposal attempts to address this problem by
increasing the financial incentives for AFDC recipients — or potential
recipients — to work. ' o ' :
Below we present several options to the Governor’s proposal which, while
resulting in a lower level of savings in the short run, reflect the likely
employment prospects of AFDC recipients and could result in significant
long-term savings. ' ‘ : '

1. Modify the Proposals to Reduce the MAP
and Eliminate Pregnancy Benefits

Exempt Active GAIN Participants From the 15 Percent Additional MAP
Reduction and Fully Fund GAIN. The Governor’s proposal to reduce grants
by an additional 15 percent after six months exempts disabled recipients and
teen parents who are in school, but does not exempt GAIN participants. It
seems reasonable, however, to exempt GAIN participants from this grant
reduction, at least for a sufficient period of time to complete their training.
Under this option, “active” GAIN participants (those participating in a
program component, and not on deferral status) would be exempt from the
proposed 15 percent grant reduction for a specified period of time — for
example, an additional six months. This would also encourage participants
to expedite their training. Under the proposed level of funding for GAIN,
however, the program cannot accommodate all mandatory (essentially, those
who have no children under age three) and voluntary participants.
Therefore, full funding of GAIN is an integral component of this option.

We have asked the DSS to provide the Legislature with an estimate of (a)
the reduction in savings from exempting GAIN participants from the 15
percent MAP reductions and (b) the costs of fully funding GAIN. We will
review the estimate and comment on it during budget hearings.

_ Retain Pregnancy-Related Benefits for Women in Their Third Trimester.
As discussed above, the Governor proposes to eliminate all pregnancy-
related benefits under the AFDC Program. Research indicates that decisions
to become pregnant are not likely to be driven directly by the availability of
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AFDC benefits. Consequently, the budget proposal probably would have
little impact in affecting such decisions and would therefore result in a
reduction in benefits available to many low-income pregnant women unless
they compensate by obtaining jobs. This alternative is likely to be infeasible
for many of these women. Even for those who have jobs, continuation of
employment during the latter months of pregnancy may be difficult.

~ We note that the federal government participates in the funding of AFDC

_pregnancy benefits during the third trimester. One option would be to limit
_pregnancy-related benefits to the third trimester of pregnancy unless a

doctor certifies that the woman has health problems before that time. This
option would reduce the budgeted savings by about $33 million ($22 million
General Fund) in 1992-93 and $4.8 million ($2.7 mllhon General Fund) in the
current year.

2. Refine Work Incentives

We referred earlier in this analysis to recent legislative efforts to increase
the work incentive in the AFDC Program. Specifically, Chapter 97 (a) created
afill-the-gap budgeting system for the program and (b) required the DSS to
request a waiver to extend beyond the current four-month limit-the “$30 and
one-third” earned income “disregard” when calculating countable income.
In this section, we present some additional ways to expand work mcentlves
or make them more effective.

® Change the Fill-the-Gap System to Increase the Work Incentive. As
“discussed above, the fill-the-gap budgeting method chosen by
‘California provides a work -incentive only up to the amount of
countable income needed to offset the gap; whereas other ‘states (for
example, North Carolina and Mississippi) use a procedure that allows
a recipient to keep a portion of each increment of income. California
could convert to such a procedure without a federal waiver.

o Two-Tier Need Standard. As explained above, the budget proposal
‘would increase the gap between the MAP and the need standard
(thereby increasing the work incentive) by reducing the MAP. The gap,
of course, could also be increased by raising the need standard. This
alternative, however, would increase the caseload because the need
standard is the basis of the income eligibility threshold for the
program. In order to avoid this problem, a federal waiver could be

- requested to adopt a two-tier need standard, under which the need
standard for persons on aid for a specified period of time — six
months, for example — would be higher than the currently authorized
need standard: This is a way to increase the work incentive (the “gap”)
without increasing caseloads or reducing the MAP. This option,
therefore, does not provide the immediate savings — or the potential
adverse effects — associated with a MAP reduction.



-V =196 /HEALTH AND SOCIAL SERVICES Item 5180

AID-TO'FAMILIES WITH DEPENDENT CHILDREN—Continued

3. Time-Limited AFDC Grants

. While most families leave assistance in less than three years, there are a
significant number who are on assistance for much longer spells. To address
this problem, several members of the academic community have recently

-advocated limiting lifetime eligibility for AFDC recipients to some specified
period (for example, four years). A family could use the benefits all at once

~or-in increments; however, once the time limit was reached, the family

-would no longer be eligible for AFDC. One variation of the proposal would

‘be to phase out the grant over a:period of time so the recipient would not
lose the grant all at once. In another variation, only the adult members of the
family would be removed from the assistance unit once the time limit was
reached — leaving the children on assistance.

We believe that any proposal to establish time-limited AFDC grants
should consider programmatic efforts to increase access to employment
training and other services needed by families to become self-sufficient when
grant eligibility runs out. In addition, a time-limited grant proposal should
:consider. provision for jobs in the public sector or with nonprofit organiza-
tions for those recipients who are unable to obtain private sector jobs but
«could instead “earn” their grant in this manner. This option could also
include provision for emergency grant assistance for persons who are
considered unemployable.

... This proposal would result in additional “up front” costs in order to
_provide employment training and other services to recipients, but long-term
savings would be substantial. Under a four-year limit, for example, General
Fund savings in reduced grant expenditures could be over $1 billion
annually, beginning four years from the date of implementation. This
excludes the costs of any services that would be provided.

" Aid to Families with Dependent Children-Foster Care

*. Background. The Aid to Families with Dependent Children-Foster Care
“(AFDC-FC) Program pays for the care provided to children by guardians,
foster‘parents, and foster care group homes. Children are placed in foster
‘care in one of four ways: ‘

. Court Action. A juvenile court may place a child in foster care if the

. child has been abused, abandoned, or neglected and cannot be safely

=, -returned home. The court may also place a minor who has committed

_ . a criminal or status offense in foster care. In addition, a court may

.- place a child in foster care if the child is beyond the control of his or

- her parent(s) or guardian(s). Finally, probate courts place children in
guardianship arrangements for a variety of reasons. - o
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* Voluntary Agreement. County welfare or probation departments may
place a child in foster care pursuant to a voluntary agreement between
the department and the child’s parent(s) or guardian(s). :

* Relinquishment. A child who has been relinquished for adoption may
be placed in foster care by an adoption agency, pnor to. hxs or her
adoption. L

o Individualized Education Program Since ]uly 1986, an md1v1duahzed
education program team may place a child in foster care if it deter-
mines. that the child (1). needs special -education services, (2) is
seriously emotionally disturbed (SED), and (3) needs 24-hour out-of-
home care in order to meet his or her educational needs..

Children in the foster care system for any of these reasons can be placed
in either a foster family home or a foster care group home. Both types of
foster care facilities provide 24-hour residential care. Foster famlly homes
must be located in the residence of the foster parent(s), provide service to no
more than six children, and be either licensed by the DSS or cerhfled by a
Foster Family Agency. Foster care group homes are licensed by the DSS to
provide services to seven or more children. In order to quahfy for a license,
a group home must offer planned activities for children in its care and
employ staff at least part-time to deliver services. e

Budget Proposal. The 1992-93 budget proposes total expendxtures of $952
million ($293 million from the General Fund, $434 million in county funds,
and $225 million in federal funds). The total General Fund request’ for
AFDC-FC represents an increase of $31 million, or 12 percent, above
estimated 1991-92 expenditures. -

Budget Does Not Provide COLAs for Foster Care Group Homes

The budget proposes legislation to suspend the statutory rate increases
for foster care group homes, for a savings of $12.4 million ($4 million
General Fund).

Chapter 1294, Statutes of 1989 (SB 370, Presley) requires cost—of-hvmg
increases in statutory rates for group homes of 1.94 percent in 1992-93, which
is the percentage change in the CNI during the 1991 calendar year. The
budget proposes legislation to suspend this COLA in the budget year. The
department estimates that this proposal will result in savings of $12 million
($4 million General Fund, $6.1 million county funds, and $2 2 million federal
funds). : , ,
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ScMngs From Ihcreased Federal Funds Appear Overstated

We find that budgeted state savings due to increased federal support for
wards of the court appear to be overstated. We recommend that the DSS
reassess the budget estimate by collecting additional data, and incorporate
this in its May revision estimates. :

~ Background. The DSS estimates that there are currently 5,700 wards of the
court residing in foster family homes or foster care group homes in
California. Under federal law, California is permitted to claim federal foster
care funds for foster care grant costs. Specifically, the federal government
will pay for 50 percent of the foster care grant costs of wards if (1) the
ward’s family was receiving, or was eligible to receive, an AFDC grant in the
month in which the minor was placed in foster care and (2) the ward is
placed in a foster family home or a nonprofit group home. The foster care
costs for wards of the court who do not meet these eligibility criteria are
supported by the state-only foster care program, for which the state pays 40
percent and the counties pay 60 percent of the costs.

Budget Proposal. The 1991-92 budget includes a $15.5 million increase in
federal funds for foster care grants related to additional federally eligible
wards, and corresponding reductions in General Fund ($6.2 million) and
county ($9.3 million) support. The 1992-93 budget proposes to increase this
amount of federal funds by $929,000 (total federal funds of $16.4 million)
with corresponding reductions in General Fund ($371,000, or $6.6 million
total) and county ($555,000, or $9.8 million total) support. This: increase is
based on an assumption that county probation departments can and will
claim federal funding for additional wards, pursuant to administrative
instructions from the DSS promulgated in March 1991.

Estimated Savings From Increased Federal Funds May Be Overstated. The
budget estimate of savings from increased federal funds in the current year
and the budget year appears to be overstated. It assumes that 50 percent of
the wards are eligible for federal funding, as of July 1, 1991. According to
information provided by the department, however, during the first three
months of 1991-92 only 34 percent of the wards in foster care were federally
eligible, which is about the same percentage eligible in 1990-91.

The department’s assumption that the state will receive federal funding
for 50 percent of the wards in foster care is based on a report prepared
under contract with the DSS by a private consulting firm. Our review,
however, indicates that the report simply assumed that a 50 percent rate
could be achieved through better administrative procedures. The contractor
did not review any individual cases to determine the potential for increased
federal participation. To date, the department has not attempted to develop
a more accurate estimate of the percentage of wards in foster care that could
receive federal funding.
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Our analysis indicates that the department’s estimate of savings is likely
to be overstated in the current year by as much as $15.5 million ($6.2 million
General Fund and $9.3 million county funds) and may be overstated by a
‘similar amount in the budget year if the percentage of federally ehglble
wards does not increase to 50 percent. ‘

At the time this analy51s was prepared, the DSS indicated that the Chief
Probation Officers of California had convened a task force to- develop
additional administrative procedures intended to increase the percentage of
 foster care wards who are federally eligible. According to the DSS, these
procedures are expected to be implemented in the current year. We expect
that the department will have more detailed information over the next few
-months on the progress made towards the implementation of the proposal.
In addition, we believe that it would be possible for the department to
develop a more accurate estimate of the fiscal effect of the proposal by
conducting a survey of the eligibility characteristics of wards in selected
counties. This information would allow the department to more accurately
estimate the extent to which the federal eligibility of wards in foster care
could ‘be increased. Our analysis indicates that this kind of fiscal and
programmatic information will be necessary in order for the Legislature to
fully evaluate the budget proposal. For this reason, we recommend that the
DSS collect additional data and, if appropnate, revise the budget estimates
at the time of the May revision.

Delay in Developing Level-of-Care Assessment
Instrument Could Have Adverse Impccts

We find that the department’s delay in developing a level-of-care assess-
ment (LCA) instrument could reduce the level of services to foster children
with special mental health treatment needs. We recommend the enactment
of legislation extending the provisions of current law in order to authorize
continuation of these services until the LCA instrument is implemented. We
further recommend that the department report on 1ts progress made towards
the development of the LCA instrument. ‘

.. Background, Chapter 1294, as amended by Ch 46/ 90 (SB 1176, Royce)
and Ch 610/91 (AB 1727, Hunter), requires the DSS to develop an LCA
instrument to match the assessed needs of children placed in foster care
group homes with the services provided by group homes, as classified by 14
reimbursement rates known as rate classification levels (RCLs). To comply
with the Legislature’s intent to make necessary mental health services
available to children in foster care, the LCA instrument would include (1)
mental health needs assessment guldehnes for assessing the specialized
treatment needs of any foster children requiring RCL 13 or 14 (the highest
levels) group home care and (2) specific criteria for determining when a
‘mental health assessment should be conducted pursuant to the guidelines.
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Chapter 46 provides that no group home facilities that would otherwise
qualify for RCL 13 or 14 (and the corresponding reimbursement levels) can
be classified at these RCLs until the LCA instrument is in place. The LCA
instrument was initially required to be implemented by July 1, 1990. Because
this requirement was not met, group homes were not authorized to receive
reimbursements at RCL 13 or 14 in 1990-91 and there was no requirement
that children receive mental health assessments in accordance with the
mental health needs guidelines. Chapter 610 subsequently extended the
deadline for the development of the LCA instrument until July, 1, 1992.
However, the DSS indicates that it will not be able to complete the instru-
ment until July 1, 1994. The budget proposes $293,000 and the continuation
of 5.5 limited-term positions for the development and implementation of the
LCA. : ' -

Department’s Revisions to the LCA Instrument Have Resulted in Delays.
Our review indicates that the delays in the development of the LCA. instru-
ment are attributable to the department’s efforts to broaden the scope of the
instrument. These changes include:

* Expanding the target population for the LCA instrument to include all
foster children (family home and group home) rather than assessing
only foster care children in group homes as required under current
law.

* Replacing the currently authorized LCA instrument, which matches the
assessed needs of foster children to RCLs, with a new mechanism that
incorporates actual levels of service provided. ‘ '

* Implementing a pilot test of the LCA instrument and phasing in the
instrument once the pilot has been completed.

Delays in Implementation of the LCA Instrument May Inadvertently
Reduce Services to Children with Specialized Treatment Needs. Chapter 610
established a temporary mechanism for the payment of RCL 13 and 14 rates,
operative only in the current year, to allow additional time for the develop-
ment of the LCA instrument. Specifically, the act authorizes a group home
under certain circumstances to qualify for RCLs of 13 and 14 provided that
county mental health departments certify that (1) each child (with specified
exceptions) in the facility is classified as severely emotionally disturbed

(SED) and (2) the facility includes a treatment program suited to the mental

health needs of the children. These provisions reflect the Legislature’s intent
to make necessary mental health services available to foster children.

- Our review indicates that. because the LCA instrument will not be
completed by July 1, 1992, the department’s authority to reimburse RCLs of
13 and 14 will terminate as of this date. As a result, group homes classified
at these levels would be reimbursed at a lower rate (RCL 12). This could
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result in a reduction in the level of mental health certification services
provided to SED children in group homes. The DSS indicates that facilities
classified at RCL 12 (or any lower level) are not required to meet the mental
health certification requirements established under the temporary mechanism
of Chapter 610.

In order to carry out the Legislature’s intent to make mental health care
services available to foster care children with special needs, we recommend
the enactment of legislation extending the temporary mechanism established
under Chapter 610 until the LCA instrument is developed. Because the funds
for providing these certification services are already included within the pro-
posed budget, no additional funding would be required. We further
recommend that the DSS report to the Legislature at the time of budget
hearings on (1) the increase in the level of mental health treatment services
provided in the current year by group home facilities of RCL 13 and 14
pursuant to Chapter 610 and (2) the progress made towards developmg the
LCA instrument.

Child Support Enforcement

Background The child support enforcement program is administered by
district attorneys’ offices throughout California. Its objective is to locate
absent parents, establish paternity, obtain court-ordered child support
awards, and collect payments pursuant to the awards. These services are
available to both welfare and nonwelfare families. Child support payments
that are collected on behalf of welfare recipients under the AFDC Program
are used to offset the state, county, and federal costs of the program. Collec-
tions made on behalf of nonwelfare clients are distributed directly to the
clients.

The child support enforcement program has three primary fiscal compo-
nents: (1) administrative costs, (2) welfare recoupments, and (3) incentive
payments. The administrative costs of the child support enforcement program
are paid by the federal government (66 percent) and county governments (34
percent). Welfare recoupments are shared by the federal, state, and county
governments, according to how the cost of AFDC grant payments are
distributed among them (generally 50 percent federal, 47.5 percent state, and
2.5 percent county).

Counties receive “incentive payments” from the state and the federal
government designed to encourage them to maximize collections. The
incentive payments, essentially, are based on each county’s child support
collections.

The federal government allocates to the states an incentive payment based
on a percentage (usually 6 percent to 6.5 percent for California) of AFDC and
non-AFDC collections, with the percentage varying according to the state’s
ratio of collections to program costs. In California, the state supplements
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_these funds and distributes the combined federal and state incentive
payments to counties based on a specified percentage of total AFDC and
non-AFDC collections. :

Pursuant to Ch 1647/90. (AB 1033, Wright), the counties will receive up
to 11 percent of total collections in 1992-93, increasing annually by 1 percent
through: 1995-96. The actual amount that counties receive will consist of a
minimum “base” rate. and an additional percentage depending on their
performance with respect-to (1) compliance with federal and state regula-
tions and audit criteria and (2) two specific components of the administrative
process: establishment of paternities and establishment of support orders.
The minimum base rate in 1992-93 is established at 9 percent, decreasing by
1 percent annually through 1995-96. Counties can earn an additional 2
percent in 1992-93 for compliance with state and federal regulations,
increasing annually by 1 percent through 1995-96. Finally, counties that
qualify for the compliance incentive rates can earn an additional 1 percent
in 1993-94 for their performance on the aforementioned two components of
the administrative process, increasing by 1 percent annually through 1995-96.

Table 8 summarizes the new system for distributing incentive payments.

Table 8

|Department of Social Services ‘
Child Support Incentive Payments to Counties
1992-93 through 1995-96 '

1992-93 9% - 1%
'1993-94 . 8 1% 12
1994-95 ° 7 2 13
" 1995-96 6 3 14

|*_Applied to total child support collections (AFDG and non-AFDC).

Fiscal Impact of Program. As Table 9 shows, the child support enforce-
ment program will provide an estimated net savings of $119 million to the
state’s General Fund and $10 million to the counties in 1992-93. It is
estimated that the federal government will spend $86 million more in
1992-93 than it will receive in the form of grant savings.
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Table 9

rartment of Social Services
Child Support Enforcement Program
1992-93

(in thousands)

Program costs .

~ County administration 4 © .1 .$2,642  $175; 955 . $83,488  $262,085

" State administration” 5,391 22,144 — 27535
incentive payments 28,517 48,308  -76,825 -

Savings ,
‘Welfare collections -155905 -160,551  -16,640 -333,096
Net fiscal impact -$119,355 $85,856  -$9,977 -$43,476

Table 9 does not show one of the major fiscal effects of the child support
enforcement program: its impact on AFDC caseloads. To the extent that child
support collections on behalf of non-AFDC families keep these families from
going on aid, they result in AFDC grant avoidance savings. While AFDC
grant avoidance is one of the major goals of the child support enforcement
program, it is not shown in the table because, unlike the other fiscal effects
of the program, there is no way to directly measure the savings that result
from grant avoidance. :

Collections and Recoupments. The major objective of the child support
enforcement program is to assure the collection of support obhgatlons
Therefore, one measure of the performance of ‘the program is its total
‘collections. Table 10 shows the change in statewide collections of child
support from 1982-83 through 1990-91. As the table shows, . statewide
collections increased at an average annual rate of 10.5 percent dunng this
period. : -

Although ' total collectlons are an 1mportant mdlcator of program
performance, collection data alone do not measure the extent to which the
program reduces the amount of public funds spent on welfare. A commonly
used measure of program success in this regard is the percentage of AFDC
grant expenditures actually recouped through the child support enforcement
program (the “recoupment rate”). Table 11 shows the recoupment rate from
1982-83 through 1990-91. During this period, the state recouped an average
of 6.2 percent of state, federal, and county expenditures through the child
support enforcement program.
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d Table 10

7 Department of Social Services
| Statewide Child Support Collections®.
| 1982-83 through 1990-91

LN @

i_ (dollars in millions)

1982-83 o $1515  $1125  $2640 = —
1983-84 " 158.2 125.8 284.0 7.6%
1984-85 v ) 174.8 1429 317.7 119
1985-86 - ~ 187.3 160.0  347.2 9.3
~1986-87 = - 198.1 . . 189.3 .. 387.4 11.6
1987-88 213.5 2158 429.3 10.8
' 1988-89 - 235.1 2415 4766 118
7 1989-90 : ) : 2464 26741 :813.5 7.7
 1990-91 : ; o 2878 - - 3006 ' 588.4 14.6 -
Average annual lncroase SR 3 10.5%
® Data provlded 9°y Chlld Support Management Information System, Department of SOclal Servlces
felgg:te"séogn “9‘e dg:ado not tie to- Govemor‘s Budget because of dmerences In the aooountlng and

Table 11 ||

,rartment ‘of Social Services '
Child Support Enforcement “Recoupment Rates”“
{All Counties
1982-83 through 1990-91"

1982-83 - 0 6.3%
1983-84 o o 62
1984-85 o 5.8
~ 1985-86 o 6.3
1986-87 o o 6.1
'1987-88 ’ ‘ ‘ .66
1988-89 66
1989-90 © ’ 89
1990-91 63
Average rate 6.2%

* AFDC collections as percent of grant expenditures.
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California Parent Locator Service

We recommend that the department’s budget for contractual services
provided by the California Parent Locator Service (CPLS) be augmented by
$300,000 ($102,000 General Fund and $198,000 federal funds) in order to fund
the statutory requirement that the CPLS obtain, for a fee, information from
~ public utility companies regarding the location of absent parents who have

child support obligations. (Increase Item 5180-001-001 by $102,000 and
“increase Item 5180-001-890 by $198,000.) : B

We further recommend that the Legislature adopt Budget Bill language
. providing that the DSS restore in 1992-93 the current-year budget reduction
(8199,000 General Fund) reflected in the department’s contract with the
' CPLS. We recommend deferring until the May revision the resolution of the
- question of accomplishing this through an augmentation or a redirection
from within the DSS’s budgeted resources. (Increase Item 5180-001-890 by
'$387,000.) ‘ ‘ ' : )

. The CPLS, administered by the Department of Justice, is responsible for
- assisting county district attorneys in locating absent parents who have, or
may have, child support obligations. The locator service is funded with state
and federal matching funds through an interagency contract by the DSS.
Total funding in the current year is $3.3 million ($1.1 million General Fund),
which is 18 percent below the prior-year level of funding. This reduction was
implemented by the DSS in order to help meet the department’s budget
- reductions. ' o o " o o

Information From Public Utilities. While the interagency contract to
- support the CPLS in the budget year has not been negotiated, the DSS's
budget does not include additional funding — either in the current or
- budget years — for a new statutory requirement enacted by Ch 110/91 (SB
101, Hart). This act requires the public utility companies to provide to the
CPLS, for a fee to cover the utilities’ costs, information regarding the location
of absent parents. The CPLS estimates that this will cost $100,000 in one-time
expenditures and $200,000 in annual ongoing expenditures. B

~ We believe that it is important that this new activity be funded, not only
because it is required by statute but also because it will likely be cost-
effective for the state. The location of absent parents is a key component of
the child support enforcement process. As of June 30, 1991, the counties
reported over 440,000 unlocated parents, of whom about 75 percent were
from AFDC families. County child support program administrators whom
we contacted indicated that information provided by the utilities is likely to
_ be very helpful in locating absent parents. :

As noted above, the state realizes substantial savings from the collection
of child support. A 1 percent increase in AFDC collections, for example,
would offset state expenditures for AFDC grants by about $1.5 million.
While we cannot predict the impact of implementing the requirements of
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Chapter 110, it is apparent that the potential savings are far in excess of the
costs. Consequently, we recommend that the DSS’s budget be augmented by
$300,000 ($102,000 General Fund and $198 000 federal funds) in 1992-93..

This new activity could result in some increase in Chlld support collec-
tions in the budget year, thereby resulting in AFDC savings to the state,
federal, and county govemments We are uncertain, however, when an
appreciable amount of savings will begin to be achieved. Consequently, we
make no recommendation to increase the budgeted level of savings.

Restoration of Current-Year Reduction. We are also concerned about the
18 percent reduction in funding incurred by the CPLS in the current year.
According to CPLS, the number of locate requests received by the office
during the first six months of 1991-92 increased by 58 percent over the
corresponding period in the prior year. This workload increase, in
conjunction with the funding reduction, has significantly reduced the CPLS’s
response time, thereby decreasing the probability that local ‘child support
enforcement offices will locate the absent parents. In addition, the lack of
adequate funding has prevented the CPLS from initiating new projects, such
as developing automated access to data bases maintained by the Department
of Health Services and the major credit bureaus in the state.:

Given the substantial increase in workload and the potential savings
associated with CPLS activities, we recommend that baseline funding for the
service be restored to the 1990-91 level. This will require either an augmenta-
tion of $199,000 from the General Fund (and $387,000 in matching federal
funds) or a redirection from within the department’s budget. In order to
better assess funding options, we recommend deferring until the May
revision the resolution of the questlon of how this restoration of funding
should be accomplished. :

~ In order to implement both components of thls recqmmendatlon, we
suggest adoption of the following Budget Bill language:

The department shall allocate $3,560,000 in its 1992-93 contract with the
Callfomla Parent Locator Service.

Legislative Options to Increase Savings From Child Support Program

In January 1992, we published a report, California’s Child Support
Enforcement Program. This report is also included in our 1992-93 Budget:
Perspectives and Issues. To summarize briefly, we found that under the
existing system of administering and funding the program, counties have a
- fiscal incentive to hold administrative spending down to relatively low
levels, even though increased spending is likely to be cost-beneficial —
potentially resulting in major savings from increased recoupments — from
.a statewide perspective. :
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In order to change the existing set of ‘incentives that affect decision
making on program funding, we presented two options for the Legislature.
Under the first option, the responsibility for administration and funding of
the program would be transferred from the counties to the state. In the
‘'second option, the state would provide a state-funded incentive payment to
augment program funding, based on each county’s efficiency as measured
by the ratio of the marginal increase in child support collections to the
marginal increase in administrative costs. o

Local Expertise Could Enhance State-Level Assistance

We recommend that the department report, during the budget hearings, on
the feasibility of developing and using a team of experts from the counties
in order to assist the department in conducting reviews of county programs.

The DSS can play an important role in the child support enforcement
program by reviewing county programs and providing technical assistance.
‘The department, in fact, has organized a new division within its child
support bureau specifically to'conduct reviews in connection with provisions
of Chapter 1647 and language in the Supplemental Report of the 1990 Budget
Act. Staff in the division, however, are relatively new to this field. We
suggest, therefore, that the department build staff expertise by conducting
intensive field visits to those counties that have demonstrated relatively high
levels of recoupment and, in particular, those counties that have managed
to combine this with high levels of efficiency.

We also recommend that the department, with the assistance of the
Family Support Council (consisting primarily of county program directors),
develop: a team of experts on program administration, selected from the
county programs. To the extent possible, this team would assist the
department in conducting reviews of low-performing counties. ‘The
department should be prepared to comment, during the budget hearings, on
the feasibility of implementing this proposal in the budget year.

Adoption Assistance Program

Report on Program Grants Has Not Been Submitted

The Supplemental Report of the 1990 Budget Act requires the DSS to
report to the Legislature on (1) options for establishing standards for
adoption workers to follow in setting Adoption Assistance Program (AAP)
grant levels and (2) the feasibility of placing time limits on state-only AAP
benefits. The report was due on March 1, 1991 but has not been submitted.

In our Analysis of the 1990-91 Budget Bill, we examined the reasons for the
rapid growth in AAP grant costs. We found that the primary reason for the
rapid growth in the grant costs is the lack of state controls on the amount of
grants adoptive parents are eligible to receive. Specifically, we found that the
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- AAP is unique among the major grant programs operated by the DSS in that

it allows individual county adoption workers broad discretion in determin-
ing both the amount and the beginning date of the grants. In addition, we
found that the lack of statewide standards for adoption workers to use in
setting the amount and the beginning date of the grants results in large
variations in adoption assistance grants across counties. (Please see our
Analysis of the 1990-91 Budget Bill, page 715 for further discussion of this
issue.)

Department’s Report to the Legislature Should Provide Options for
Controlling Costs in the AAP. Recognizing that there was a need for better
cost controls on the AAP, the Legislature adopted language in the Supplemen-
tal Report of the 1990 Budget Act that required the department to report to the
Legislature by March 1, 1991 on (1) options for establishing standards for
adoption workers to follow in setting AAP grant levels and (2) the feasibility
of placing time limits on “state-only” AAP benefits. We anticipate that this
report will identify options for controlling cost increases in the AAP. At the
time this analysis was prepared, the department had not submitted the
required report. The department should be prepared to comment on the
report during budget hearings.

- We note that the budget proposes to continue the current-year trigger-
related reduction of $3 million ($1.6 million from the General Fund) for the
AAP. The department indicates, however, that the reduction will not be
made in the current year because (1) the program is an entitlement, and
therefore all eligible cases must be funded regardless of budgeted levels, (2)
funding requirements are anticipated to exceed budgeted amounts by $2
million, and (3) cost control mechanisms are not currently in place.
Accordingly, absent some change in the program, it is likely to incur a
deficiency that will eliminate the savings expected from the reduction.
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State Supplementary Program for the Agéd,
S Blind, and Disabled @~
ltem 5180

MAJOR ISSUES

> Food Stamps. The budget proposes legislation to
eliminate the food stamps “cash-out” program for.
SSI/SSP recipients, for a net savings of $73 million from
the General Fund. -

Findings and Recommendations ‘ Analysis
1. SSI/SSP Estimate. Withhold recommendation on $2.5 billion 213
from the General Fund pending review of revised estimates
in May. : : : :

General Program Statement

The Supplemental Security Income/State Supplementary =Program
(SSI/SSP) provides cash assistance to eligible aged, blind, and disabled
persons. Persons may be eligible for the SSI/SSP Program if:

~* They are age 65 or older, blind, or too disabled to work.
* Their income is less than the SS5I/SSP payment standards.
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¢ Their resources do not exceéd $2,000 Ifor individuals or $3,000 for
couples (this cap does not apply to the value of such significant assets
as a home or automobile). i

The maximum grant received by an SSI/SSP recipient varies according to the
recipient’s eligibility category (aged, blind, or disabled), other income, and
living situation. : -

In California, the federal government administers the SSI/SSP Program
through local Social Security Administration (SSA) offices. The federal
government pays the cost of the SSI' grant and all costs. of program
administration. California has chosen to supplement the federal payment by
providing an SSP grant. The SSP grant is funded’ entirely from the state’s
General Fund. The federal government, however, pays for the SSP grants for
newly legalized persons through the State Legalization Impact Assistance
Grant (SLIAG).

The federal government annually. provides a cost-of-living adjustment
(COLA) to SSI/SSP recipients, increasing the amount of the SSI payment by
the percentage increase in the Consumer Price Index (CPI). Under Ch 97/91
(SB 724, Maddy), the statutory annual COLA provided by the state has been
suspended through calendar year 1996. In addition, Ch 94/91 (AB 385,
Epple) requires the “pass-through” of all federal COLAs through: calendar
year 1996. The effect of the federal COLA pass-through is to keep SSP grants
at their current level while the SSI grant increases, thus allowing recipients
to receive the benefit of the federal COLA. -

Overview of the Budget Request

The proposed SSI/SSP budget is essentially a wofkidad budget, éxcept for
the proposal to eliminate the food stamps cash-out program. _

The budget proposes an appropriation- of $2.5 billion from the General
Fund for the state’s share of the SSI/SSP Program in 1992-93. This is an
increase of $147 million, or 6.2 percent, over estimated current-year
expenditures. The budget also includes $19. million from federal SLIAG
funds for grants to newly legalized persons under the federal Immigration
Reform and Control Act (IRCA). When these funds are included, the total
proposed appropriations are an increase ‘of $136 million, 'or 5.7 percent,
above estimated current-year expenditures. " ‘ '

The budget also assumes that federal expenditures for SSI grant costs will
be $2.7 billion. This is an increase of approximately 15 percent over
estimated federal expenditures in the current year. The combined state and
federal expenditures anticipated by the budget for the SSI/SSP Program are
$5.3 billion, an increase of $497 million, or 10 percent, above estimated
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current-year expenditures. Table 1 shows SSI/SSP expenditures by category
of recipient and by funding source, for the years 1990-91 through 1992-93.

Department of Social Services
SSI/SSP Expenditures
1990-91 through 1992-93

(dollars in thousands)

Aged $1 316,232  $1,410,402*$1,524,066 ° 8.1%

Bind - v L 126,957 129,763 . 134459 3.6
Disabled 2,930,821 3,237,671 3,616,345 11.7
Totals : $4,374,010 $4,777,836 $5,274,870 10.4%
Included in Budget Bili: .
General Fund ' $2,282,545 $2,369,310 - $2,516,245 6.2%
Federal funds (reimbursements ,

for refugees) 414 - — —_
State Legalization Impact

Assistance Grants 20,960 30,640 19,330 -36.9

Subtotals, Budget Bill ($2,303,919) ($2,399,950) ($2,535,575) (5.7%)

Not included in Budget Bill:
SSi grants $2,070,091 $2,377,886 $2,739,295 15.2%

Table 2 shows the factors resulting in the 1992-93 net increase of $497
million in SSI/SSP expenditures. The changes and adjustments that are not
discussed later in this analysis are:

o A $467 million ($216 million General Fund) mcrease to fund an
anticipated 7.6 percent caseload growth .

o A %111 mllllon ($340,000 General Fund) increase due to 1992 and 1993
federal COLAs.

¢ A $6 million increase in the General Fund due to payments pursuant
to settlement of the Zebley v. Sullivan lawsuit, which increased eligibil-
ity for children with developmental disabilities.

e A $25 million ($13 million General Fund) increase in retroactive
payments to disabled recipients due to a backlog of applications caused
by a shortfall of federal funding for the Disability Evaluation Division.
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. ® A $24 million decrease in federal funds due to reductions in IRCA-
eligible caseload (recipients who have ended their five-year exclusion
from public assistance programs). These recipients continue to receive
SSI/SSP benefits through the regular SSI/ SSP Program.

B Table 2 |

Department of Social Services
-'| SSVSSP Budget Changes
- 11992-93 :

(dollars in thousands)

1991 Budget Act . 1 $2,471,970 $4,987,044

1991-92 adjustments to
appropriations : oo
Lower caseload growth - ; -$82,901 -$171,600
Lower retroactive payments to . : .
disabled -12,363 -25,667
Other -7,396 -11,941
! Subtotals ' (-$102,660) (-$209,208)
199192 Expenditures (revlsed) © 0 $2,369,310 " $4,777,836
1992-93 baseline adjustments o
Caseload increase ' $216,222 $466,793
© 1992 and 1993 federal COLAs 340 ' 111,386
. Court case : 6,066 . 6,066
* Retroactive payments to disabled ' 12,637 25,305
" “Decrease in IRCA and s o
SLIAG costs o N - 424,186

Program change :
Elimination of food stamps

“cash-out” program ~-88,330 ot .88,330

. Subtotals . D - ($146,935) . - ($497,034)

1992-93 Expenditures (prop.) $2,516,245 '$5,274,870
Change from 1991:92 ' c o

" Amount o o $146,935 <o $497,034

Percent ' . T 6.2% 10.4%

1* Includes federal SSI payments not appropriated in the state:budget, Control Section 23.5 payments
under SLIAG, and the General Fund amount.
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Analysis and Recommendations

Budget Proposes to Eliminate Food Stamps
Cash-Out for SSI/SSP Recipients

The budget proposes legislation to eliminate the food stamps cash-out
program for SSI/SSP recipients for a net savings of $73 million from the
General Fund.

Under current federal law, Cahforma is allowed to provide cash in lieu
of food stamps to eligible SSI/SSP recipients (referred to as the food stamps
“cash-out”). The cash is included as part of the state’s share of the SSI/SSP
grant. In lieu of providing cash, the budget proposes to reduce the SSP grant
and permit SSI/SSP recipients to receive food stamps. This would result in
savings to the state ($88 million in grant savings, offset by costs of $15
million for administration) and increased costs to the federal government
because food stamps are federally funded. Currently, Callforma is the only
state that provxdes cash in lieu of food stamps.

Elimination of the food stamps cash-out would reduce the SSI/ SSP grant
by $10, and recipients would be eligible for $10 in food stamps. In order to
obtain these food stamps, however, the recipient would have to apply at a
county welfare office. (Our discussion of the administrative costs of this
proposal is included in our analysis of the County Administration of Welfare
Programs item.)

We note that this proposal could result in a net loss of household benefits
for some SSI/SSP recipients — specifically, when an SSI/SSP recipient is part
of an Aid to Families with Dependent Children (AFDC) family (for example,
an SSI/SSP parent with an AFDC child). Under current law, the SSI/SSP
recipient’s grant is not counted as income when the AFDC recipients in the
household apply for food stamps. If the cash-out is eliminated, the combined
income (both SSI/SSP ‘and AFDC grants) of the household would be
considered when determining eligibility for food stamps. The increase in
“countable” family income would result in a reduction in food ‘stamps. At
the time we prepared this analysis, the department was unable to’ provide
information on the fiscal effect of this interaction; however, based on a recent
department survey of AFDC records, as many as 50,000 families could be
adversely affected in this manner. The department should be prepared:to
comment on this issue during budget hearings.

Esiimates Will Be Updoied in May

We withhold recommendatzon on $2.5 billion from the General Fund
requested for SSI/SSP grant costs, pendmg review of revised SSI/SSP
expenditure estimates to be submitted in May. .

The proposed expenditures for SSI/SSP are based on actual caseload and
cost data through July 1991. The department will present revised estimates
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in May, which will be based on program costs through February 1992.
Because the revised estimates will be based on more recent experience, the
estimates will provide the Legislature with a more reliable basis for
budgeting 1992-93 expenditures. .

Special Adult Programs
ltem 5180

General Program Statement

The Special Adult programs consist of three distinct program elements
designed to fund the emergency and special needs of Supplemental Security
Income/State Supplementary Program (SSI/SSP) recipients. These elements
are the (1) Special Circumstances Program, which provides financial
assistance for emergency needs, (2) Special Benefits Program, which provides
a monthly care and maintenance allowance for guide and assistance dogs to
blind SSI/SSP recipients, and (3) Temporary Assistance for Repatriated
Americans Program, which provides assistance -to needy U.S. citizens
returning from foreign countries. - : :

Overview of the Budget Request

The budget proposes no workload or program changes for the Special
Adult programs.

The budget proposes an appropriation of $3 million from the General
Fund and $75,000 from the Federal Trust Fund for the Special Adult
programs ‘in 1992-93. This is unchanged from estimated current-year
expenditures and the amount appropriated in the 1991 Budget ‘Act. '
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Refugee Cash Assistance Programs
- Iltem 5180

General Program Statement

‘This item appropriates federal funds for cash grants to needy refugees
who (1) have been in this country for less than one year and (2) do not
qualify for assistance under the Aid to Families with Dependent Children
(AFDC) Program or the Supplemental Security Income/State Supplementary
Program (SSI/SSP). The funds for assistance to refugees who receive AFDC
or SSI/SSP grants are approprlated under Items 5180-101-890 and 5180-111-
890, respechvely :

Overview of the Budget Request

The proposed budget for the Refugee Cash Asswtance (RCA) programs is
essentially a workload budget. _

The budget proposes expenditures of $37 2 million in federal funds in
1992-93 for cash assistance to time-eligible refugees through the RCA
programs. This is an increase of $3.2 million, or 9.4 percent, above estimated
current-year expenditures. The increase is primarily the result of anticipated
caseload growth.
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County Administration of Welfare 'Programs
ltem 5180

Findings and Recommendations , Analysis
‘ ‘ _ : Page
1. Budget Overestimates Spending for County Administration. 220
- Reduce Item 5180-141-001 by $66 million and reduce Item
5180-141-890 by $94 million.. Recommend reducing the
budget estimate of current-year spending for county adminis-
tration by $171 million ($60 million General Fund) and the
proposed budget-year spending by $189 million ($66 million
General Fund), based on more recent data on actual current-
year spending by the counties.

‘General Program Statement

This item contains funds to cover the state and federal share of the costs
incurred by counties in administering (1) the Aid to Families with Depen-
dent Children (AFDC) Program — including the Transitional Child Care
Program, (2) the Food Stamp Program, (3) the Child Support Enforcement
Program, (4) special benefits for aged, blind, and disabled adults, (5) the
Refugee Cash Assistance Program, and (6) the Adoption Assistance Program.
In addition, this item supports the cost of training county eligibility staff.

Overview of the Budget Request

The budget for the county administration of welfare programs includes
several program changes resulting in significant cost increases.

The budget proposes appropriations of $432 million from the General
Fund as the state’s share of the costs that counties will incur in administer-
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ing welfare programs during 1992-93. This is an increase of $73 million, or
20 percent, over estimated current-year General Fund expenditures for this
purpose. The $432 million does not include any funds for the state’s share
of the ongoing costs of the cost-of-living adjustment (COLA) granted by the
counties to their employees during 1991-92. Thus, the counties will have to
pay for the state share of the 1992-93 costs of the 1991-92 COLAs that were
granted by the counties. Counties will pay for any COLAs granted to county
‘employees in 1992-93 by using county and federal funds. Under existing
procedures, the state will fund its share of the ongoing costs resulting from
COLAs granted in 1992-93, starting in 1993-94.

Table 1 :

Department of Social Services
County Welfare Department Administration
1990-91 through 1992-93

(in thousands)

'AFDC adminis- ‘ ]

tration $141,650  $502,304 $266,925 $703,359 $305,000 $800,725
Nonassistance )

fon stamps 40,247 240,416 94,232 410,049 112,131 . 480,851
San Diego food o ‘ ‘

stamp cash out? — 48,500 - 111,400 — 143,300
'SSI/SSP food S ' :

stamps —_ . —_ — = 15,000 . 30,000
Child support '

enforcement — 209,339 1,014 236,188 2,642 262,085
Special adult

programs 2,268 2,268 2,473 2,544 2,473 2,548
Refugee cash

assistance _— 10,220 —_ 6,658 —_ 7,149
Adoption

assistance 295 590 621 1,282 773 1,580
Staff development 3,344 13,287 6,092 17,975 6,753 19,924
Transitional child

care 772 1,544 870 1,739 870 1,739
Unallocated

reduction — —  -13,401 -38,411  -13,401 -38,411

Totals $188,576 $1,028,468° $358,826 $1,452,783" $432,241 $1,711,490"

® Amounts shown are to provide cash grants in lieu of food stamps coupons to eligible individuals, and
thus are not “administrative” costs as typically defined.

b Includes State Legalization Impact Assistance Funds. These funds are budgeted under Control Section
23.50.
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The budget proposes total expenditures of $1.7 billion for county
administration of welfare programs during 1992-93, as shown in Table 1.
This is an increase of $259 million, or 18 percent, over current-year
expenditures and includes funds appropriated in Control Section 23.5.

_ Baseline Adjustments. Table 2 shows the budget adjustments that account
for the net $259 million (all funds) increase in county administration
expenditures proposed for 1991-92. The baseline adjustments proposed in the
budget are as follows: ' S

* A $184 million ($55 million General Fund) increase due to (1) projected
caseload growth in the various welfare programs administered by the
counties and (2) increased costs per worker, resulting primarily from
the COLAs that counties provided their employees in 1991-92,

* A $32 million increase in federal funds (no General Fund or county
- funds) due to an expansion of the San Diego Food Stamp Cash-Out
Demonstration Project. Under this demonstration project, San Diego
County provides cash rather than food stamps to eligible individuals.
Thus, these costs are not “administrative” costs as typically defined.

* A $13 million ($4.5 million General Fund) increase in expenditures for
the Statewide Automated Welfare System (SAWS). (We discuss this
item further below.) :

* A $6.8 million ($1.4 million General Fund) increase in expenditures for
- various administrative initiatives in the child support program, which
are required by existing federal and/or state law. The largest single
initiative is the continued funding of additional staff and automated
systems in order to improve Los Angeles County’s child support
collections ($5.1 million federal and county funds). '
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Department of Social Services
County Administration of Welfare Programs®
Proposed 1992-93 Budget Changes
(dollars in thousands)
1991-92 Expenditures (revised) i $358,826 $1,452,783
Baseline adjustments : . ‘ :
Increased basic program costs : $55,354 $183,607
San Diego County food stamp cash out - 31,900
Statewide automated welfare system 4,547 13,413
Child support administrative initiatives 1,401 6,842
Other - ‘ L -1,424 ‘ -3,108
‘Subtotals, baseline adjustments ' ($59,878) ($232,654)
Policy proposals
Reduction in MAPs (10 percent) -$4,512 -$12,827
‘Reduction in MAPs (additional 15 percent) 7,312 20,784 -
Exclusion from grants of children conceived S
while on aid 33 93
Residency requirement ’ 1,246 3,542
Elimination of pregnancy benefits . -1,861 © 5,290
Operation of the Cal Learn Program 1,304 3,709
Requirement ‘that teen parents on aid : ’ .
live with parents 15 42
Savings from reduced dependency -5,000 -14,000
* Elimination of SSV/SSP food stamp cash out 15,000 30,000
Subtotals, policy proposals ($13,537) ($26,053)
1992-93 Expenditures (proposed) $432,241 $1,711,490
Change from 1991-92 ‘
Amount ) $73,415 $258,707
Percent : . 20.5% 17.8%
* ltem 5180-141 and Control Section 23.5.

Policy Changes. As dlscussed in our analysxs of the AFDC Program, the
budget proposes several significant changes, effective March 1, 1992. These
proposals — which would require legislation and, in most cases, waivers of
federal law — would result in the following changes in county administra-
tion costs in 1992-93:

¢ A $13 million ($4.5 million General Fund) reduction in costs due to the
~ proposal to reduce AFDC maximum aid payments (MAPs) by 10

- percent. This is the change in costs between 1991-92 ($28 mllhon) and
1992-93 ($15 million).



V=220 / HEALTH AND SOCIAL SERVICES ltem 5180

COUNTY ADMINISTRATIbN OF WELFARE PROGRAMS—Continued

* A $21 million ($7.3 million General Fund) expenditure to administer
the proposal to reduce AFDC MAPs an additional 15 percent for
certain recipients. _ Pl e

e A '$93,000 ($33,000 General Fund) expenditure to administer the
proposal to exclude, for purposes of determining AFDC  grants,
children who are conceived while their parents are receiving AFDC. -

¢ A $3.5 million ($1.2 million General Fund) expenditure increase for the
proposed 12-month residency requirement for AFDC grants. The
budget includes costs of $1.8 million ($922,000 General Fund) for the
program in 1991-92. ' : Rt

¢ A $5.3 million ($1.9 million General Fund) expenditure decrease for the
proposed elimination of all AFDC-related pregnancy benefits. The
budget includes $698,000 ($246,000 General Fund) of savings in the
'1991-92 fiscal year because the programs would be eliminated during
the current year. o o

o A $3.7 million ($1.3 million General Fund) increase for -thé:proposed
Cal Learn Program. The budget includes $1.7 million ($596,000 General
Fund) in costs for the program in 1991-92.

* A $42,000 (315,000 General Fund) increase for the proposal to require
certain teen parents to live with their parents or an adult relative in
order to receive AFDC. The budget includes costs of $20,000 ($7,000
General Fund) for this provision in 1991-92. B

¢ A $14 million ($5 niillion General Fund) sai}ings because of a reduction
in the number of recipients due to increased incentives to leave AFDC
as a result of the reduction in benefits.

In summary, the total costs of these proposals over two years is $56
million ($20.2 million General Fund). This consists of net costs of $26 million
($9.2 million General Fund) for county administration in 1992-93 and $30
million ($11 million General Fund) in 1991-92.

Finally, the budget includes a policy proposal for an increase of $30 mil-
lion ($15 million General Fund) for administration of the Food Stamp
Program for Supplemental Security Income/State Supplementary Program
(SSI/SSP) recipients. We discuss this proposal below. g

Analysis and Recommendations
Budget Overestimates Spending for County Administration
We recomtf;end reducing the budget estimate of current-year spending for

county administration by $171 million ($60 million General Fund) and the
proposed budget-year spending by $189 million ($66 million General Fund),
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based on more recent data on actual current-year spending by the counties.
(Reduce Item 5180-141-001 by $66 million and reduce Item 5180-141-890 by
$94 million.)

The proposed expenditures for county administration of welfare programs
in 1992-93 are based on 1991-92 budgeted costs updated to. reflect the
department’s caseload estimates for 1992-93. According to the department,
recent county expenditure data indicate that estimated current-year spending
will be $171 million ($60 million General Fund) below the amount estimated
in theﬂbudget Because the current-year estimate is the basis for the amount
proposed in the budget year, we estimate that the budget proposal for 1992-
93 is. overbudgeted .by $189 million ($66 million General Fund); - after.
adjusting for projected caseload growth. Consequently, we recommend that.
the budget be reduced in the current and budget years to reﬂect the most'
recent data available. R _ : % :

In May, the department will present rev1sed estimates of county costs
based on revised caseload estimates and county costs in 1991-92. In addition,
the May estimate will incorporate changes reflected in approved county:cost
control plans for 1992-93. We also note that the administrative costs of the
proposed welfare reforms and. the SSI/SSP changes' are, as:noted:above,
dependent on changes to existing law as well as recelpt of the requlred
waivers. : S o

We will revise our recommendatlon for county admmlstratlon, as:
appropriate, after reviewing the May revision and any adjustments needed
to reflect the Legislature’s actions on the Governor' s welfare proposals.

Cost to Administer SSIISSP Food Stamp Ellglblllty Is Uncertaln

‘The budget proposes $30 million ($15 million ‘General Fund and $15
million federal funds) to administer the Food Stamp Program for persons in
the SSI/SSP Program. Currently, SSI/SSP recipients receive a $10 payment
as part of the state-funded SSP portion of their grant in lieu of eligibility for
food stamps. The budget proposes to end this “cash-out” program (for a
General Fund savings of $88 million in SSP grants) and instead permit
SSI/SSP recipients to apply for food stamps. The counties would experience
increased: costs due to the need to determine eligibility of SSI/SSP recipients
who would apply for food stamps. These costs would be shared by the state"
and the federal government. The actual costs for determining eligibility
would depend on the number of recipients who apply for food stamps and
the manner in which their eligibility is determined. The department currently
is negotiating with the federal Food and Nutrition Service regarding an
acceptable eligibility determination process. Therefore, actual administrative
costs could be higher or lower than the $30 million estimate ($15 million
General Fund and $15 million federal funds) shown in the proposed budget.
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We discuss this propbséi in more detail in our analysié of the SSI/SSP
Program.

SAWS Development Suspended Pending Review

.- The budget proposes $28 million ($11 million General Fund, $14 million
federal funds, and $3 million county funds) for development of the SAWS
in 1992-93. This is an increase of $13 million, or 8.9 percent, over the current
year. Past SAWS development funding has resulted in pilot testing of two
different - county-based ‘automated eligibility and benefit. determination
systems. These systems appear to: perform well and have comparable
capabilities. While each of these systems potentially could exchange informa-
tion with a state-level automated system, they cannot exchange information
directly with each other because they employ distinctly different designs.

In order to determine the best course of action to expand county
automation, the department has imposed a six-month suspension on
development of SAWS. This suspension, which ends in June 1992, was
implemented in order to give the department an opportunity to identify a
development strategy that includes several elements missing' from past
departmental plans. These include (1) determining which of the two systems
to implement in order to ensure intercounty compatibility, (2) identifying
resource needs in order to support statewide implementation, (3) identifying
the most effective design of state-level data bases and communication links
for the system, and (4) identifying how best to link SAWS with other major
systems currently under development.

The outcome of this evaluation is important since it will define the
development of SAWS for the next several years. Therefore, the department
should be prepared to advise the Legislature during budget hearings on the
SAWS review and planning process.’ " IR

Cal Leam Costs Appear o Be Underbudgeted

The budget proposed legislation to create a Cal Learn Program for teen
parents under age 19 who have not graduated from high school. As we
discussed in our analysis. of the AFDC Program, the Cal Learn Program
would provide bonuses or impose sanctions on teen parents based on their
school attendance. The budget includes funding for the administrative costs
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of this program of $5.4 million ($1.9 million General Fund) in 1992-93 and
$1.7 million ($596,000 General Fund) in the current year. We are unable to
determine whether this funding is adequate since the'department has not
developed implementation plans. Experience with similar programs in
Wisconsin and Ohio, however, suggest that start-up costs could be more
than anticipated in the budget. :

The budget proposal also fails to include any provision for school district
costs due to additional requirements to track and report attendance of teen
parents who receive AFDC. These costs, which are-unknown but potentially
more than $1 million annually, would be state-reimbursable mandated costs
unless the Cal Learn Program is approved by a vote of the electorate as part
of the Governor’s proposed initiative for the November 1992 ballot.

Social Services Programs
ltem 5180

MAJOR ISSUES

> In-Home Supportive Services Program Underfunded. The
budget proposal is $82 million (547 milion General
Fund) less than the amount required to fund the pro-
jected need for services in the In-Home Supportive
Services Program.
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Findings and Recommendations Analysis
- : Page

Child Welfare Services '

1. Los Angeles County Case-Count Study Will Affect Child 229
Welfare Services Allocation. Recommend that the Depart-
ment of Social Services (DSS) report during budget hearings
on the results of the county’s October 1991 case-count
study. S

2. Los Angeles County Fails Second Compliance Review. 231
Recommend that the DSS report during budget hearings on
(a) the status of Los Angeles County’s efforts to increase
compliance with program requirements, (b) the county’s plans
to meet compliance standards, and (c) potential county
sanctions. '

3. Emergency Response Screening Guidelines May Affect 233
Program Funding Requirements. Recommend that the DSS
report during budget hearings on the impact of the
department’s new guidelines for screening reports of child
abuse or neglect.

4. Delays in Development of Case Management System 234
(CMS). Reduce Item 5180-001-001 by $4.5 million and reduce
Item 5180-001-890 by $1.5 million. Recommend reduction due
to overbudgeting caused by delays in the development of the
child welfare services CMS.

In-Home Supportive Services

5. Proposed Funding Level is Insufficient to Accommodate 237
Projected Service Need. The budget proposal is $82 million
less than the amount projected to be needed. The impact
would be a reduction in the level of services provided. We
present some alternatives on how program costs could be
-controlled. :

6. Uniformity Assessment Tool is Inadequate. The 240
department’s Uniformity Assessment Tool for the program
‘does not result in the intended uniform level of services to
recipients. We recommend that the department report, during
budget hearings, on the feasibility of using standardized
ranges for the authorized hours of service, based on county-
reported data.

7. Statutory Cost-of-Living Adjustment (COLA) Not Funded. 244
The budget proposes legislation to eliminate the COLA, for a
savings of $1.9 million ($1.3 million General Fund) in 1992-93,
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Employment Services

8 Greater Avenues for Independence (GAIN) Program. The 247
proposed funding for the GAIN Program could be more than
$200 million ($60 million General Fund) below the amount
needed to fully fund the program.

9. Aid to Families with Dependent Children Job Club Pro- 248
gram. Withhold recommendation on proposed new program
($15 million General Fund and $15 million federal funds)
pending submission and review of a detailed plan for
administering the program and coordinating it with the GAIN
Program, :

10. Employment Opportunities Program. Withhold recommenda- 1248
tion on proposed new program ($2 million federal funds and
$2 million reimbursements) pending submission and review
of a detailed expenditure plan. : a

. 11. Coordinate Proposed Cal Learn Program to Maxnmlze - 249
Federal Funds. Recommend the department report on the
feasibility of coordinating the Cal Learn Program with the
GAIN Program and the School-Age Parenting and Infant
Development Program in order to maximize federal funds.

General Program Statement

The Department of Social Services (DSS) administers various programs
that provide services, rather than cash, to eligible persons who need
governmental assistance. The seven major programs providing these services
are (1) Child Welfare Services, (2) County Services Block Grant, (3) In-Home
Supportive Services (IHSS), (4) Greater Avenues for Independence (GAIN),
(5) Adoptions, (6) Refugee programs, and (7) Child Abuse Prevention.

Federal funding for social services is provided pursuant to Titles IV-A, IV-
B, IV-C, IV-E, IV-F, and’' XX of the Social Security Act and the Federal
Refugee Act of 1980. In addition, 10 percent of the funds available under the
federal Low-Income Home Energy Assistance block grant are transferred to
Title XX services each year.

Overview of the Budget Request

The budget proposal for social services programs reflects baseline adjust-
ments and policy proposals to (1) increase funding for employment services
(Aid to Families with Dependent Children Job Club) and child care services
(Cal Learn Program) and (2) decrease funding due to proposed service level
reductions in the IHSS Program.
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The budget anticipates that spending for social services programs in 1992-
93 will total $1.8 billion. The budget proposes expenditures 6f $544 million
in state funds ($542 million General Fund and $2.1 million State Children’s
Trust Fund), $767 million in federal funds, and $28 million in reéimburse-
ments to support social services programs in 1992-93. In addition, the budget
anticipates that counties will spend $411 million from county funds for these
programs. Thus, Table 1 displays program expenditures and funding sources
for these programs in the past, current, and budget years.

Department of Social Services
Social Services Programs
Expenditures from All Funds
1990-91 through 1992-93%

(dollars in thbusands)
S

Expenditures B :
Child welfare services $479,405 $529,962  $515,120 -2.8%
County services block grant 86,600 87,511 94,168 7.6
In-home. supportive services 655,182 742,237 - 743,934 0.2
Maternity home care - .. - 1,661 2,510 2510 ° —
Access assistance. for deaf - 3,442 3,304 3,304 _—
Employment services® - 217,861 211,462 ° 245,462 16.1 .-
Child care - : : — 48,711 65,793 - 35.1
Adoptions . 31,774 29,385 30,793 4.8
Refugee assistance ’ 28,480 38,206 37,406 -2.1
Child‘_ abuse prevention 12,088 12,822 12,282 42
" Totals . $1,516,493 $1,706,110 $1,750,772 . 2.6%
General Fund $744,285 $532,617 $541,919 1.7%
Federal Trust Fund 659,879 727,517 767,305 5.5
County funds 108,310 417,825 411,239 =~ -1.6
State, Children’s Trust Fund ‘ 1,284 1,967 2,144 9.0
Reimbursements » 2735  26,184. 28,165 76
* Includes actual 1990-91.and anticipated 1991:92 and 1992-93 county expenditures. '
® Excludes General Fund eﬁoendltures for GAIN.that are appropriated in other Budget Bill items. Table 5
;2r°tlr‘1re aa:l ng r%fg trg?n gAI Program in this item displays all the funds appropnated in the BudgetB}III
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Significant Budget Changes

+‘Table 2 shows that the proposed level of expenditures from all funds for
soc1al services programs in 1992-93 represents an increase of $45 million, or
2.6 percent, above estimated current-year expenditures. This proposed
increase consists of (1) a General Fund increase of $9.3 million, or 1.7
percent, (2) a federal funds increase of $40 million, or 5.5 percent, (3) a
decrease in county funds of $6.6 million, or 1.6 percent, and (4) a State
Children’s Trust Fund increase of $177,000, or 9 percent. Table 2 also shows
the major. changes proposed for social services programs. These major
changes are addressed in the program-by-program analysis that follows.

Table 2

Department of Social Services
Proposed 1992-93 Budget Changes
Social Services Programs
(dollars in thousands)
SR
1991-92 Expenditures (revised) $532,617 $1,706,110
1992-93 adjustments
Child Welfare Services
Basasline adjustments
Net decline in caseload growth : K -$8,034 -$1,750
Federal claiming change -7,000 —
Independent Living Program increase —_ 4,013
Caseload reductions for undocumented cases v
(Los Angeles County) -1,335 -14,229
Child welfare services case management - -
system pilot implementation 718 957
1991-92 one-time. expenditure for
Los Angeles County -3,800 -3,800
Other — -33
Subtotals, child welfare services (-$19,451) (-$14,842)
County services block grant - -~ $4,659 $6,657
In-Home Supportive Services (IHSS) '
Basaeline adjustments
Caseload and cost growth _ ~ $40,035 $71,928
Offset 1991-92 deficiency ' -6,759 —_
Payment of claims for court cases 13,179 ‘ 13,243
Settiement of Miller v. Deukmejian court case -1,129 -1,129
Termination of San Francisco County ’
reimbursement project 19 —
Continued
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S:, .

Authorized reductions (Ch 91/91 — S
- 'AB 948, Bronzan) - o -38,562 Tt -69,725
SecmErmRT | o
"‘;"VABa_.%%S?nH(annigan); e oo -8,203 -12,620
" Subtotals,HSS .°. . (-$1,420) - ($1,697)
Employment services* @~ $15,000 $34,000
Cal.Learn childcare . . . . . : . . 8,541 e 17,082
‘Adoptions : Lo
:Baseline adjustments . : )

Federal claiming change . 81,100 o =

Other L 873 $1,408

_Subtotals, Adoptions N _ ($1,973) ($1,408)
Refugee programs ‘ ' ' - -$800
Child abuse prevention.. . . o v - ~ 540
199293 Expenditures (proposed) T s541,919 $1,750,772 ﬁ
Change from 1991-92 ) '

Amount $9,302 $44,662

Percent 1.7% . 26%
s Excludes General Fund expenditures for GAIN made from other items of the Budget Bill.

Andlysis and Recommendations
' ~ Child Welfare Services’

. The Child Welfare Services Program provides' services to abused- and
rieglected children and children in foster care and their families. The
program has four separate elements:

‘o The Emergency Response Program requires counties to provide
immediate social worker response to allegations of child abuse and
neglect. : L

- o TheFamily Maintenance Program requires counties to provide ongoing

~ services to children (and their families) who have been identified ‘
through the Emergency Response Program as victims, or potential

. victims, of abuse or neglect. o T

. The Family Reunification Program requires counties to provide

. services to children in foster care who have been temporarily removed
from their families because of abuse or neglect.
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¢ The Permanent Placement Program requires counties'to provide case
management and placement services to children in foster care who
cannot be safely returned to therr famrhes ! S

Proposed Expendltures

The budget proposes expendltures of $515 million ($214 mllhon General
Fund, $189 million federal funds, $108 million county funds, and $3 million
in reimbursements) for the Child Welfare Services Program in 1992-93. The
total General Fund request represents a decrease of $19 million, or 8.3
percent. As Table 2 shows, the significant changes that account for the net
decrease are as follows:

¢ An $8 rmlhon General Fund decrease ($1 8 mrlhon total funds) due to
a net reduction in caseload.

“e A $7 million General Fund savings resultlng from changes to T1t1e IV-E
" claiming procedures. -

'» A $4 million increase ($2 nulhon federal funds and $2 mllhon county

. funds) due to an anticipated increase in. the amount of. federal

- Independent Living Program funds that will be available to California

- in 1992-93. The DSS advises that the increased federal funds require a

match, which the budget anticipates will be provided by the countles
participating in the Independent Living Program. ¥

* A $1.3 million General Fund reduction ($14.2 million total funds) to
eliminate funding for overreported cases in Los Angeles County. .

e A $718,000 General Fund increase ($957,000 total funds)’ for pllOt
implementation of the child welfare services Case Management System
(CMS). : N

. A $3.8 million General Fund reduction to eliminate a one-tlme 1991 -92
statutory appropnatlon to Los Angeles’ County

Los Angeles County Cclse-Count Study will
Affect Child Welfare Services Allocahon

We recommend that the department report durmg budget hearmgs on the
results of the October 1991 case-count study for Los Angeles County s Chtld

Welfare Services Program.

Background. In October 1989, the DSS undertook. a study to verlfy the
child welfare services caseloads reported by Los Angeles County, The
department undertook the study in response to (1) sxgnlflcant fluctuations

- in the Family Reunification and Permanent Placement progtrams caseloads

that Los Angeles County reported and (2) discrepancies between: the
caseloads reported to the DSS and the caseloads the county maintained in
its own automated information system.
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- The department reviewed a sample of cases that Los Angeles County had
reported in June 1989 in order to determine the proportion of the cases that
would be eligible under current law. The results revealed that the county
overreported 17 percent of its child welfare services cases. The department
determined that this was due to the following reasons:

e County staff could not locate the case file and therefore the case could
- not be verified. ' :
* The case was a duplicate of another open case.

¢ The child was ineligible for services — for example, the child was over
18 years of age. ‘

* The case had been closed but was reported as open.

~ In June 1991, Los Angeles County conducted its own case-count study of
child welfare services caseloads, with the accuracy of the results verified by
DSS staff. According to the DSS, the results of this study indicated that the
county overreported approximately 8 percent of its child welfare services
cases to the DSS for the same reasons described above, with the exception
of overreported cases for files that could not be located. According to the
DSS, some of the reduction in the percentage of overreported cases is the
result of corrective actions taken by the county. : B

Budget Proposal. To eliminate overreported cases from Los Angeles
County’s funding allocation, the budget proposes to reduce the allocation by
the costs for all overreported cases based on the June 1991 study. The
proposed reduction totals $17.5 million ($9.2 million General Fund).

New Case-Count Study Will Affect Allocation to Los Angeles. The DSS
indicates that a third case-count study is in progress. The purpose of the
study is to (1) determine whether the recent implementation of corrective
actions has decreased the number of overreported cases in the county and
(2) provide additional data on the percentage of overreported cases. Los
Angeles County is again conducting the study, with the DSS verifying the
accuracy of the results. The study is based on cases that the county reported
in October 1991. According to the DSS, any change in overreported cases will
. be reflected in the May revision. L

The department indicates that the new study will be completed in
February 1992. In order to ensure that the Legislature is kept up to date on
(1) the progress of Los Angeles County’s efforts to reduce the number of
overreported cases and (2) the effect of the caseload study on Los Angeles
County’s allocation, we recommend that the department report during
budget hearings (prior to the May revision) on the results of the October
1991 case-count report.
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Legislative Oversight: Los Angeles County
Fails Second Compliance Reyiew

We recommend that the department report during budget hearings on (1)
the status of Los Angeles County’s efforts to increase compliance with
statutory requirements governing the Child Welfare Services Program, (2) the
county'’s plans to meet compliance standards, and (3) sanctions that will be
taken if substantial progress is not made following the third compliance
review, : : &

~ Background. The 1990 Budget Act includes language designed to improve
the performance of Los Angeles County’s Child Welfare Services Program.

. The Legislature adopted this language as a result of concerns regarding the
county’s compliance with the provisions of law that govern the program.
The language required that:

"¢ The DSS determine by August 1, 1990 whether the county .was
substantially out of compliance with the provisions of law that govern
the operation of the Child Welfare Services Program. E

~ ¢ The county submit a corrective action plan to the department no later
than October 1, 1990 if the department determined that the county was
‘not in compliance-with the law. : ‘

¢ If the county had not submitted a plan by October 1, 1990 and/or if it

~ had not made substantial progress in correcting the problems identified

' by the department, the department would begin proceedings to take

the county’s Child Welfare Services Program into temporary receiver-
ship until the county had improved its performance.

__ The Department Determined that the County Was Out of Compliance.
Pursuant to the provisions of the Budget Act, the department notified the
county on August 1, 1990 that it was substantially out of compliance with
the laws and regulations governing the operation of the Child Welfare
Services Program. Specifically, the department found that the county was out
'of compliance with 26 areas of state law. These areas of noncompliance fall
into five general categories: ' ' S

* Not responding to reports of child abuse and neglect within mandated
-time frames. - '

* Not informing parents of abused or neglected children of their legal
rights. : : : ’ ' ; '

¢ Not bffering services to the Child and the famﬂy.

* Not assessing the service needs of children and families in the
program. :

* Not maintaining up-to-date case records of program clients.
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County’s Corrective Action Plan Failed to Meet Requirements. As
required by the 1990 Budget Act, the county submitted a corrective action
plan to the DSS on October. 1, 1990. However, the DSS notified the county
that the plan did not meet the requirements of the 1990 Budget Act because
it did not identify what remedial actions the county would take to improve
its performance. The DSS subsequently established a plan to bring the
county into compliance. The provisions of the plan included (1) deadlines for
receiving and reviewing information on each of the compliance issues, (2)
periodic compliance reviews of the county between October 1990 and July
1991, and (3) a final determination of the county’s performance by September
1, 1991, based on a review of the final corrective action plan and the findings
from the periodic compliance reviews. '

County Has Failed to Comply With the Requirements of the Supple-
mental Report of the 1991 Budget Act. The Legislature adopted language in
the Supplemental Report of the 1991 Budget Act that required the county to
develop and implement all corrective actions for each of the five general
areas of noncompliance by July 1, 1991. The language also required the
department to determine by September 1, 1991 whether the county had made
substantial progress in correcting the areas of noncompliance and report its
findings to the Legislature.

Our review of the department’s compliance report indicates that the
‘county remains out of compliance with state law and has failed to substan-
tially improve program performance over the past year. Specifically, the
county has failed to meet the minimum statutory compliance levels for any
of the five general areas. For example, the county’s performance was not
only below the minimum passing compliance level of 90 percent but was
below 66 percent, the level used by the department to indicate the most
serious findings of noncompliance. -

In order to determine whether the county’s implementation of corrective
actions has resulted in significant improvements, a third compliance review
is tentatively planned to begin in February (with results expected in May).

Current law authorizes the Director of the DSS to invoke sanctions if the
county fails to comply with the minimum compliance requirements.
Specifically, the Director may invoke either of the following sanctions:

* Withhold all or part of state and federal funds from the county until
the county demonstrates to the Director that it has complied.

* Assume, temporarily, direct responsibility for the administration of all
or part of the program until the county provides reasonable assurances
to the Director of its intention and ability to comply.

Moreover, if the Director invokes these sanctions, current law requires the
county to provide any funds needed for the continued operation of all
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programs administered by the DSS. If a county fails or refuses to provide
these funds, the State Controller may deduct necessary amounts for the
continued operation of these programs by the DSS from any state or federal
funds payable to the county for any purpose. S

Budget Proposes Funding to Continue Monitoring Los Angeles County.
The budget proposes $559,000 and 7.6 personnel-years for the Los Angeles
County Monitoring Unit to continue the department’s efforts to monitor the
compliance efforts of the county. The DSS indicates that the necessary
corrective actions will take longer than anticipated in the time frames set
forth in the Supplemental Report of the 1991 Budget Act. Specifically, the DSS
estimates that it will take until July 1, 1993 to evaluate the effectiveness of
the corrective actions, modify corrective action plans to accommodate chang-
es, implement and evaluate the modifications, and verify caseload.

Recommendation. At the time this analysis was prepared, the county had
only recently begun efforts to resolve compliance problems that were
required to be corrected over a year ago. In order to facilitate legislative
oversight of this issue, we recommend that the department report during
budget hearings on (1) the status of Los Angeles County’s efforts to correct
areas of noncompliance, (2) plans to meet compliance standards, and (3)
sanctions that will be taken if substantial progress is not made following the
third compliance review.

Emergency Response Screening Guidelines
May Affect Program Funding Requirements

‘We recommend that the department report during budget hearings on the
estimated budgetary and service impact of the new guidelines for emergency
tesponse screening.

Background. In March 1991, the DSS promulgated emergency regulations
for the Child Welfare Services Program that require counties to screen (by
use of telephone assessments) child abuse reports to determine whether an
investigation is necessary. The practical effect of these regulations is to
reduce the number of investigations of alleged abuse and neglect. These
regulations were implemented in response to the Governor’s veto of $55
million from the 1990 Budget Act, which included a $38 million reduction
in funding of anticipated caseload growth. ‘ o

Chapter 780, Statutes of 1991 (AB 60, Friedman), requires the DSS to
contract with the University of California or the California State University
system to develop a statewide protocol, or guideline, for telephone screening
of emergency response reports of child abuse or neglect. The act requires the
DSS to-incorporate the guideline into the child welfare training program by
February 15, 1992. The act also requires the DSS to inform the Legislature of
the development of the emergency response guideline and report on
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additional steps nécesséry to improve télephone screening of emergency
response referrals by January 15, 1992. ,, .

. The DSS Anticipates a Delay in Developing the Statewide Guideline. At
the time this analysis was prepared, the DSS had not yet adopted the
guideline for telephone screening of emergency response reports or reported
to the Legislature. In fact, the DSS indicated that a contract to develop: the

‘guideline was not executed until January 1992. Our review of the contract

indicates that the guideline and its incorporation into the child welfare
training program will not be completed until June 30, 1992.

- The Guideline Will Have an Unknown Effect on Program Service Levels,
Caseloads, and Required Funding Levels. The new guideline will standard-
ize, on a statewide basis, the process for: screening emergency. response
referrals and visitations with clients. As a result, it could either increase the
number of screenings and thereby reduce the frequency of visits, or vice
versa. Thus, the guideline will have an unknown effect upon service levels,
caseloads, and funding levels necessary to meet the program’s mandates.

Recommendation. Based on our review of the contractor’s proposed time

frame for completion of the guideline, we expect that the DSS will have

preliminary information over the next few months to estimate its effect on
service levels, caseloads, and funding levels necessary to meet the program’s
mandates. In order to facilitate legislative oversight of this issue, we
recommend that the DSS report during budget hearings (prior to the May
revision) on the estimated effect of the guideline on (1) the delivery of
services, (2) the department’s cases-per-worker budgeting standards and
caseloads, and (3) funding levels necessary to meet the program’s mandates.

Delays in Development of the Child Welfare Services -
Case Management System Will Affect Budgeted Costs -

~ We find that the amount proposed for development of the child welfare
services Case Management System appears to be overbudgeted by about $6
million ($4.5 million General Fund) in 1992-93 due to delays in the project.
Accordingly, we recommend a reduction of $6 million to correct for
overbudgeting. (Reduce Item 5180-001-001 by $4.5 million and Item 5180-001-
890 by $1.5 million.)

- Background. Chapter 1294, Statutes of 1989 (SB 370, Presley) requires the
implementation of a single statewide child welfare services Case Manage-
ment System (CMS) by July 1, 1993. This was in response to federal
regulations that require the development of a system for the collection of

-data on a uniform basis nationwide.
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The current-year budget includes $1.7 million from the General Fund for
the CMS. The budget proposes an increase of $10.8 million ($8.1 million
General Fund) in 1992-93 for the pilot development and implementation
‘phase of the system. ' : ’ '

The CMS Has Experienced Delays. A December 1989 feasibility study
report included a timetable that anticipated implementation of the system by
July 1, 1993, the deadline established in Chapter 1294. The project, however,
has experienced significant delays due to (1) the time required. to select a
contractor and (2) settlement of two vendor protests with the Office of
Administrative Law. The timetable was subsequently revised so that
‘implementation was to be-completed by July 1, 1994; however, it does not
provide for the six-month delay resulting from the two vendor protests. The
DSS anticipates that the system will be implemented in the fall of 1994-95,
over one year after the date mandated in Chapter 1294. :

CMS Costs May Be Overbudgeted in the Current and Budget Years. The
DSS indicates that the CMS timetable will be revised again by the contractor
by March 27. The revised timetable may include changes in the time frames
for the individual activities of the project. Because of the delay in implemen-
tation, the cost of the system is likely to be lower than budgeted in-the
current and budget years. In fact, annual cost projections included in a June
1991 Special Project Report suggest that costs in 1992-93 are likely to be $6
- million: ($4.5 million General Fund) less than the amount budgeted.
Consequently, we recommend deletion of $6 million from the -budget
proposal. We will revise our estimate, if necessary, when the revised
timetables are completed. ’

In-Home Supportive Services

The In-Home Supportive Services (IHSS) Program provides assistance to
eligible aged, blind, and disabled persons who are unable to remain safely
in their own homes without assistance. While this implies that the program
prevents institutionalization, eligibility for the program is not based on the
- individual’s risk of institutionalization. Instead, an individual is eligible for
IHSS if he or she lives in his or her own home — or is capable of safely
doing so if IHSS is provided — and meets specific criteria related. to
eligibility for the Supplemental Security Income/State Supplementary
Program (SSI/SSP) for the aged, blind, and disabled. ‘

An eligible individual will receive IHSS services if the county: detertfﬁnes
that (1) these services are not available through alternative resources and (2)
the individual is unable to remain safely at home without the services.
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.. The types of services avallable through the THSS Program are domeshc

and related services, such as meal preparation and cleanup; nonmedical
personal services, such as bathing and dressing; essential transportation;
. protective supervision, such as observing the recipient’s behavior to
 safeguard against injury; and paramedical services, which are performed
.- under the direction of a licensed health care professional and are necessary .
~ to mamtam the recxprent’s health. :

- The IHSS Program is administered: by county welfare departments under
broad . gmdelmes that are established by the state. Each county may choose
~ to deliver services in one or a combination of ways: (1) by individual
_providers (IPs) hired by the recipients, (2) by private agencies under contract
“with the counties, or (3) by county welfare staff.

A Budgei Proposal

-+~ The budget proposes $744 million ($150 mrlhon General Fund, $338
' :mllllon federal funds, and $256 million county funds) for the IHSS Program
~in 1992-93. This is an increase of $1.7 million, or 0.2 percent, above estimated
. current-year expenditures. The General Fund proposal represents a decrease
~ of $1.4 million, or 0.1 percent, below current-year expenditures. The net
change is the result of various baseline adjustments, including the followmg
changes that are not discussed later in this analy51s

"« A $7 million General Fund reduction to offset fundmg prov1ded in
1991-92 for program deficiencies, as intended by Ch 91/91 (AB 948,
Bronzan).

* A $13 million General Fund increase to make payments to clalmants
in court cases.

: Long-Term Funding Trend

- Chart 1 dxsplays 1HSS Program expendltures from all fundmg sources

from 1983-84 through 1992-93. As the chart shows, expenditures grew
rapidly until 1991-92, at an average annual increase of 13. percent. As noted
above, expenditures would increase by only 0.2 percent in 1992-93, under the
budget proposal. As we discuss below, the budget does not propose to fully
fund projected service and caseload increases for the budget year. If the
* program were fully funded for caseload and services, expendltures would
increase by 11 percent over the current year.
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In-Home Supportive Services Expenditures
All Funds
1983-84 through 1992-93°
{in millions) 3

$1,000-
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] ® Data are for fiscal years ending in years shown.

Proposed Funding Is Insufficient fo
Accommodate Projected Service Levels

The budget proposal is $82 million ($47 million General Fund) less than
the amount needed to fund projected increases in caseload and service levels.
Because the budget assumes that caseload growth will be accommodated,
the impact will be on the level of services provided. Current law authorizes
service level reductions, according to specified priorities. We present some
alternatives on how program costs could be controlled. .~ :

Background. Chapter 91 limits the state’s share of IHSS costs to the annual
Budget Act appropriations in 1992-93 and 1993-94. The measure also permits
courities to reduce services (on the basis of an assessment of each recipient)
to stay within their annual THSS budget allocations in these years. The act
further provides that any such reductions must be made according to the
following priorities (known as the “A through E” reductions): o

a. Reduce the frequency of nonessential (domestic and related) services.

b. El_iminéte ; ,_t_hese ;éervices.
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- ¢ Terminate or deny eligibility to individuals requiring, only domestlc
services.

d. Terminate or deny eligibility to persons who would not requlre institu-
. tionalization in the absence of services.

e. Reduce, on a per capita basis, the cost of services authorized.

Chapter 91 also (1) states that counties shall, to the extent feasible, avoid
implementing reductions that would result in out-of-home placements and
(2) prohibits terminating or denying eligibility for persons who would
become unemployed in the absence of THSS services.

Budget Would Result in Service Level Reductions. According to the DSS,
the proposed expenditures for IHSS are $82 million ($47 million General
Fund) less than the amount needed to fully fund the projected increases in
caseload and the average number of hours of service per case. The budget,
however, indicates that the additional cases will be served, so the reduction
will be taken in the level of services provided through a reduction in case-
hours. Of the $82 million in reductions, $8 million'is the result of Ch 96/91
(AB 515, Hannigan), which changes the basis of fundmg program services
from an hourly maximum to a total dollar maximum. The remaining
reductions ($74 million) would be taken as authorized by Chapter 91.

Table 3 displays the average monthly service-hours per case by service
delivery mode, as proposed in the budget and as estimated to fully meet
service needs in 1992-93. As shown in the table, under the budget proposal
the average monthly service hours would be 7.8 hours, or 10 percent 1ess
than the projected level of need. : :

Table 3

Department of Social Services

In-Home Supportive Services

Average Monthly Hours of Service Per Reclplent
by Provider Mode
1992-93

Service provider mode i oo T
Individual providers - 721 . 804 . 8.3 11.5%
Contract agencies 23.6 279 4.3 18.2
County welfare staff : 10.4 11,07 06 56

Average hours of services 67.7 755 .. 7.8 -10.2%
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Authorized Service Level Reductions Would Be Administratively Difficult
to Accomplish. County officials who we contacted indicate that the targeted
service level reductions authorized by Chapter 91 would be difficult to
implement. Specifically, they believe that the required case-by-case reviews
(designed to preserve services for recipients at imminent risk of out-of-home
placement) would be administratively burdensome and costly. In addition,
they indicate that the time required to make a case-by-case review would
delay the implementation of service reductions, so that greater reductions
would be required. Moreover, to the extent that recipients appeal service
level reductions, the time required for state hearings could result in
additional delays and the need for further service reductions.

- Task ‘Force Recommendations Could Result in Institutionalization.
Chapter 91 also established a task force to recommend IHSS Program
efficiencies and improvements. The task force explored alternatives'to the “A
through E” - criteria for implementing service reductions. In a recently
submitted report to the Legislature, the task force recommends replacing the
“A through E” priorities with unallocated (across-the-board) reductions. We
note that this strategy could increase the risk of making service reductions
that would result in the placement of IHSS recipients in higher cost
institutional settings. - ’

Alternatives for Reducing Services. In order to assist the Legislature in
considering the proposed service level reductions, we identify the following
options to. control costs.in lieu of, or in addition to, the “A through E”
reductions: - :

* Allow .counties, on a pilot basis, to use IHSS funds for (1) one-time
capital expenses (equipment, special modifications to the recipient’s
home, etc.) that would accomplish the goals of the program in a less
costly manner than by relying only on personal services and (2) case
management services (oversight of IHSS service providers) that would
verify the continued need for authorized service hours. (This option
could result in short-term costs.) : S Lo

‘¢ Curtail the provision of services by contract and county welfare staff,
which tends to be relatively expensive, and encourage the use of IPs
hired directly by the recipient. Services provided by contract and
county staff account for about 9 percent of total services provided. One
way to facilitate this would be to establish IP registries consisting of a
list of providers from which program staff and recipients could choose
a service provider. Reducing the use of contracts and county staff
would result in a General Fund savings of up to $25 million.

* Revise the Uniformity Assessment Tool to provide more uniformity in
the hours of services provided by counties to persons with similar
needs. We discuss this issue below. As noted in this analysis, one of
the alternative strategies for implementing this option would result in
a General Fund savings of about $50 million.
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¢ Deny payment for services characterized as “verbal assistance” — such

-~as reminding, guidance, or encouragement — that are provided in
conjunction with other services to perform a function required for daily
living. The costs associated with the time required to provide verbal
assistance services should be absorbable. We estimate that thls would
result in General Fund savings of up to $700,000.

@ Reduce or eliminate payment for domestic and related services if “able
and available” relatives are living with ITHSS recipients. Currently, able
and available spouses are not paid for these services under the rationale

- . that they normally provide most of the services and would continue to
do so in the program’s absence. (The determination of able and
-available relatives could be made during the annual reassessment of
the recipient.) We estimate that this alternative would result in General
Fund savmgs of up to $10 million. : 3

IHSS Uniformity Assessment Tool is Inadequate

We find that the department’s Uniformity Assessment Tool for the IHSS
Program does not result in the intended uniform levels of service to
recipients with similar needs. We recommend that the department report,
during budget hearings, on the feasibility of modifying the assessment tool
by establishing standardized ranges of service-hours for each program
activity for persons with similar needs.

Background. Chapter 781, Statutes of 1987 (SB 461, Bill Greene) requires
THSS services to be delivered in all counties in a uniform manner according
to a “uniform needs assessment tool.” In response to this requirement, the
DSS implemented the Uniformity Assessment Tool in 1988 to increase the
consistency among counties in the number of hours of service awarded to
recipients with similar needs. The assessment tool, used by social workers
during their assessment of recipients, measures an individual’s relative
ability to care for him or herself, based on rankings 1 through 6 — rank 1
indicating the highest functional level and rank 6 the lowest. Thus, a higher
rank generally indicates a need for more services.

In their assessment of recipients, the social workers: determme rankings
for 11 separate services. Table 4 displays these authorized services and the
rankings that may be assigned to-each service. (Ranks 1 and 6 are included
in the Uniformity Assessment Tool but the assessment instrument is not
used for.determining the hours of service for persons placed in these
categories.)
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Table 4

Department of Social Services
In-Home Supportive Services
Authorized Serwces and Need Rankmgs

Housework 1= No help needed

Laundry 2 = ~Needs verbal assistance only" (remmdmg, guidance)
- -Shopping and errands 3= Needs some direct physical assistance

Meal preparation and cleanup ‘4 = -Needs substantial physical assistance -

Mobility inside 5 =" Cannot perform at all without human help

Bathing and grooming 6 = Needs paramedical services

Dressing i

- Bowel-and ‘bladder care

Transfer (moving in and
out of bed and chalr)

Eating
Respiration

There is a Large Variation Among the Counties In the Amount of Services
Provided for Identical Types of Service and Need Rankings. To determine
whether the Uniformity Assessment Tool provides uniform statewide levels
of services to recipients with similar needs, we compared selected counties
on the basis of the average number of service-hours (case-hours) by need
ranking (2 through 5) for the most prevalent services — meal preparation
and cleanup, and bathing and grooming. The counties with the highest
amount of service-hours were chosen for thls comparison (Fresno, Los
Angeles, Riverside, Sacramento, San Dlego, and San Francxsco)
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Charts 2 and 3 show significant differences among the counties in the
average number of service-hours authorized by social workers for the same
need ranking. Chart 2, for example, shows that in Sacramento County THSS
recipients with a need ranking of 5 for meal preparation are authorized to
receive 46 percent more hours of service (33.4 per week) than ‘their
counterparts who have the same need ranking in Riverside County (22.8). In
Fresno County IHSS recipients with a need ranking of 2 for meal preparation
and cleanup services are authorized to receive, on average, about 16 hours
of services each week. Their counterparts in Riverside and San Diego Coun-
ties, however, are authorized to receive only about 4 hours of these services
each week. In other words, the recipients in Fresno County are authorized
to receive four times as much service, on average, then those in Riverside and
San Diego Counties, even though they are assessed as having similar needs.
Chart 3 shows that the counties also vary widely in average number of
service-hours within ranks for bathing and grooming :services. While we
recognize that there will always be some variation within ranks, differences
of the magnitude shown do not appear to be justified. :

 crart2 |

| In-Home Supportive Serviceé
| Meal Preparation and Cleanup

I
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In-Home Supportive Services
Bathing and Grooming ‘

Los Angeles P2 i . _ [:] Rank 2

Il Rank 3

B Ranks

Sacramento

San Diego

* San Francisco

5 10 15 20 25
Average Weekly Service Hours

Uniformity Assessment Tool Needs Revisions. We conclude that the
Uniformity Assessment Tool is inadequate. While it establishes criteria to
rank clients by their service level needs, it does not ensure that service-hours
are authorized in a uniform manner by the counties. To ensure that services
are provided on a consistent basis according to individual needs, standard-
ized ranges of service-hours could be established for each need ranking by
type of service. The ranges could account for different service-hours required
within a need ranking — for example, the time required to bathe a Chlld as
opposed to an adult. : ~

The standardized ranges could be based on the statewide average number
of service-hours so as to make the changes fiscally neutral. Alternatively, the
ranges could be based on the low end of the existing variations reported by
the counties, based on the assumption that client needs are being met in
these counties. Significant savings could result by using this latter strategy.
To get an idea of the savings that might be realized by applying the “low-
cost” alternative, we estimate that if the statewide average number of hours
of service were equal to that of Los Angeles County — which, in effect, is
what the budget proposal would require — it would result in a savings of
about $50 million from the General Fund and $30 million in county funds.
We note, in this respect, that Los Angeles County has been able to achieve
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a reduction in its average hours of service in recent years. The department
should review the efforts made by Los Angeles and disseminate to other
counties any procedures that could achieve program efficiencies.

- In view of the above, we recommend that the department report, during
the budget hearings, on the feasibility of adopting such standardized ranges
and basing them on these alternative strategies. Pending the department’s
response, the Legislature could adopt supplemental report language
directing the department to develop the standardized ranges.

Statutory COLA Not Funded .
- The budget proposes l’egidatibh to eliminate the COLA in the IHSS Pro-
gram, for a savings of $1.9 million ($1.3 million General Fund) in 1992-93.
Under current law, the monthly amount of IHSS services per recipient
will be limited to $1,203 for severely impaired persons and $829 for others,
adjusted for a specified COLA in 1992-93. The budget proposes legislation
to eliminate the COLA. The department estimates that the amount needed
to fund the COLA is $1.9 million ($1.3 million: General Fund) in 1992-93,

Because the COLA affects the maximum grants, elimination of the COLA
will affect those IHSS recipients whose allocations are currently at or near
the maximum levels. Based on information provided by the department, we
estimate that this would be less than 5 percent of the caseload.

Employment Services -

 Employment services programs provide education and training services
to recipients of Aid to Families with Dependent Children (AFDC) in order
to ‘help  them find jobs and become financially independent. The federal
Family -Support Act (FSA) of 1988 requires each state to operate a Job
Opportunities and Basic Skills (JOBS) Training Program. Under current law,
California meets this requirement through its Greater Avenues for Indepen-
dence (GAIN) Program. The Governor proposes to create two new programs
under the JOBS Program. These are (1) the AFDC Job Club Program and (2)
the Employment Opportunity Program. R ,
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The budget proposes $241 million ($73 million General Fund, $143 million
federal funds, and $25 million county funds) in this item for employment
' services programs in 1992-93. These amounts do not include funds proposed
for support of the GAIN Program from funds appropriated to ‘the State
Department of Education (SDE) in Item 6110-156-001 (adult education) and

- Item 6110-166-001 (vocational education) of the 1992 Budget Bill or funds
made available for GAIN part1c1pants in ‘other programs.

GAIN Budget Unchanged From 1991-92

_ Table 5 dlsplays expendltures from all fundmg sources proposed for
- GAIN in the current and budget years. The table also displays expenditures
for each of the components of the GAIN Program. As the table shows, the
budget proposes to fund the program from two major sources: (1) funds
appropriated specifically for GAIN and (2) funds redirected from other
_programs.

Expenditures. The budget proposes $334 million in expendltures for the
GAIN Program in 1992-93, which is the same as estimated. current-year
expenditures.

- Funds Appropriated for GAIN. Table 5 shows that $231 mllhon, or 69
percent, of the $334 million proposed for the GAIN Program represents
funds that would be specifically appropriated for the GAIN Program. The

. proposed $77 million General Fund appropriation accounts for 23 percent of
total funding. Under Chapter 91, Statutes of 1991 (AB 948, Bronzan), counties

_are required to provide 30 percent of the nonfederal share of the costs of the
GAIN Program. Prior to this realignment legislation, counties did not have
a share of program costs. The counties are expected to provide $25 million
. for the program in 1992-93. The proposed General Fund and county funds
appropriations are unchanged from estimated current-year expenditures. -

 Redirected Funds. As shown in the table, we estimate that $103 million in
funds proposed for various programs, most of which are outside the DSS,
‘will be available to provide services to GAIN participants. The $103 million
that is expected to be redirected for GAIN is unchanged from the amount

“the department estimated (in May 1991) will be spent from these sources in
the current year.
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Table 5 §

Départment of Social Services‘
.| GAIN Program Expenditures
1991-92 and 1992-93

Expenditures by Component
Registration, orientation, and appraisal
Basic education

Job search

Assessment
Long-terim PREP

Child care payments
Transportation
Ancillary costs
Other

Totals

Funds appropriated for GAIN
General Fund
Department of Social Services
.State Department of Education
Community colleges
Subtotals, General Fund
Fedoeral funds
County funds
Reimbursements
‘Totals, funds appropriated for GAIN
Funds redirected for GAIN®
General Fund
Average daily attendance-based funds
Adult education
Regional occupational centers and programs
Community colleges
Cooperative agencies resources for education
Job agent/service center
Subtotals, General Fund

Training (including job development and placement)

Child care administration (including slot development)

$32,225 $31,955
134,234 133,859
35,439 35,195
10,981 10,892
60,071 59,893
788 781
15,213 15,077
25,602 25,372
14,761 14,629
2,957 2,930
1,691 3,379
$333,962 $333,962
$57,869 $57,869
10,000 10,000
9,100 9,100
($76,969) ($76,969)
$126,065 $126,065
24,793 24,793
2,735 2,735
$230,562 $230,562
$31,100 $31,100
(13,900) (13,900)
(1,000) (1,000)
(16,200) (16,200)
500 500

400 400
($32,000) ($32,000)
Continued




item 5180 : HEALTH AND SOCIAL SERVICES / V - 247

'Employment Training Panel ] $600 " $600

"1 Federal funds J _ . :

| Job Training Partnership Act - L ‘ $41,800 $41,800
Training © * o o (31,6000  (31,600)
Education ' ’ ~ (10.200) ' (10,200)
Job services : 4,500 o 4,500
Communfty services block grant ~ . 1,600 - ..'1,600
. Vocational education block grant _ .. 5500 . 5,500
Refugee social services P ' ‘ 16,400 Lt 16,400
PELL grants S e e e - 1,000 o 1,000
Subtotals, federal funds U Loaw L (870,800) . ($70,800)
Totals, funds redirected for GAIN $103,400 $103,400
Grand totals, all expenditure sources $333,962 $333, 962

® Based on May 1991 estimate of funds expected to be used by GAIN recipients in’ 1991 92 ‘

.vProposed GAIN Funding Level is Below Full Funding

_ The budget proposal for the GAIN Program. could be more than $200
-million ($60 million General Fund) below the amount needed to fully fund
the program.

The department has indicated that the $334 mllhon proposed for the
GAIN Program in 1992-93 is not sufficient to pay for services for the entire
anticipated caseloads in all counties. The department estimates that at the
proposed funding level for this program, about 139,000 AFDC recipients
would participate in the program. Based on the department’s estimate from
January 1990, full funding of the GAIN Program would provide services to
at least 276,000 participants in 1991-92. Thus, taking into account caseload
growth, the GAIN Program is serving fewer than 50 percent of the recipients
who are either required to register for GAIN or -would be:expected to
volunteer for the program. At this. time, the department does not have an
estimate of the cost of providing full funding for the GAIN Program. We
have, however, requested that the department provide such an estimate to
the Legislature. As a rough guideline, we believe that full funding could
require more than $200 million: ($60 million General Fund) above the
budgeted level : RE

State Implemenfs Progress Standards

Under the FSA, states were required to 1mp1ement a program to monitor
student progress in JOBS education programs by October 1990. Progress
standards and monitoring for training components will be required begin-
ning in October 1992. The purpose of progress standards and momtonng of
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participant progress is to determine whether a participant is benefiting from
 the assigned activity and to evaluate whether another activity (such as

vocational or on-the-job training) is more appropriate. If participants are not

making satisfactory progress, they can be evaluated and moved to a
. different, more suitable component of the GAIN Program.

" To the extent that progress standards and monitoring increase program
- flexibility and move participants through the program more rapidly,
additional AFDC recipients should be able to receive training and obtain
marketable employment skills. While there is some anecdotal information to
verify this, there have been no formal evaluations that would provide
information about the effectiveness of this new feature of the GAIN
Program. DR : S

Budget Proposes Two New Employment Programs Under JOBS

The budget proposes legislation to establish two new employment
training programs under JOBS: (1) the AFDC Job Club Program ($15 million
General Fund and $15 million federal funds) and (2) the Employment
Opportunities Program (32 million federal funds and $2 million in

‘reimbursements). We withhold recommendation on the proposed AFDC Job
Club Program pending submission and review of a detailed plan to
administer the program and coordinate it with the GAIN Program. Further,
we withhold recommendation on the proposed Employment Opportunities

Program pending submission and review of a detailed expenditure plan.

The Governor proposes ‘legisléﬁdn to establish two additional JOBS-
related programs — the AFDC Job Club Program and the Employment
Opportunities Program. N

AFDC Job Club Program. The budget proposes legislation to implement
-an. AFDC Job Club Program at.a cost of $30 million ($15 million General
Fund) in 1992-93. This program would provide three weeks of job-search
training for up-to 70,000 AFDC recipients who volunteer for this service.
These funds include allocations for child care and transportation for AFDC
recipients while participating in the program. The administration proposes
to include this program as part of the state’s JOBS Program, but it will not
be part of the GAIN Program. The department has not determined (1)
whether the program will be administered separately from the GAIN
Program at the local level and (2) how the new program will interact with
the existing Job Club component of the GAIN Program. Pending receipt of
an implementation plan to clarify these issues, we withhold recommendation
on this proposal. : -

‘ Ethplaymént Opporhmities;,Program. As we diéc,ussed in our anélysis of
the budget proposal for the Employment Development Department (EDD),
the budget proposes $4 million ($2 million in reimbursements from the
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EDD’s Employment Training Fund and $2 million federal funds) for a new
employment services program. Specifically, the department indicates that the
program would have two major components: (1) performance incentives for
counties to encourage them to develop jobs for AFDC recipients and (2) im-
proved access to the EDD's statewide job match system for county GAIN
and AFDC Job Club coordinators. While this proposal appears to have
merit, it currently lacks the detail needed in order to evaluate it. The EDD
and DSS indicate that a more developed expendlture proposal should be
available by the time of the May revision.

Proposed Cal Learn Program Should Be
Coordinated With Existing Programs

We recommend that the department report during budget hearings on the
feasibility of coordinating the proposed Cal Learn Program with the GAIN
Program and the School-Age Parenting and Infant Development (SAPID)
Program in order to maximize federal funding.

The budget proposes to establish the Cal Learn Program, which would
provide AFDC grant bonuses or sanctions to teen parents under age 19,
based on their attendance in high school or equivalent vocational training.
Cal Learn would also provide child care services. This program is discussed
in our analysis of the AFDC Program and County Administration of Welfare
Programs. ;

- California currently has at least two programs — GAIN and SAPID —
that target services to teen parents. AFDC teen parents must participate in
GAIN unless they are attending school. Because of budget limitations,
however, not all teen parents can be accommodated by the program. The
SAPID Program, administered by the SDE, provides child care and parenting
classes for teen parents: attending high school. Funding for the SAPID
Program (about $8 million General Fund) also is 1nsuff1c1ent to provide
services to all eligible teen parents. : .

The Cal Learn proposal fails to 1nd1cate how the department will
coordinate this new program with the existing programs. This is significant
because (1) it may be possible to obtain federal funding for those participants
in SAPID who are AFDC recipients if they can be counted as part of JOBS
and (2) if Cal Learn could be made part of the state’s JOBS Program, it could
help the state meet its JOBS participation requirements. The department
should be prepared to discuss during budget hearings the feasibility of
coordinating the Cal Learn Program with the GAIN and SAPID programs
in order to maximize federal funding.
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General Program Statement

This item contains the General Fund appropriations and federal funds for
(1) the state’s cost of ‘contracting with the counties to license foster family
homes and family day care homes and (2) foster family home recruiting
activities by counties. Funds for direct state licensing activities are proposed
in the Department of Social Services’ support budget. : :

,Ovér\iiew ‘of the Budget Réquesf

The pfbpoéed Community que, Lig:ensing local hésistance budget is
‘essentially a workload budget. ' .

The budget proposes total expenditures of $10.6 million, a decrease of
-$196,000, or 1.8 percent, from estimated current-year expenditures. Proposed
General Fund expenditures are $7.5 million, a reduction.of $574,000, or.7.1
_percent, from the current year. This decrease is due toa change in workload
standards and a projected decrease in family day care licensing costs.






