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BACKGROUND PAPER

Purpose of Hearing. The California Department of Developmental Services (DDS) owns and
operates three state developmental centers (DCs), which include residential programs licensed and
certified as Skilled Nursing Facility, Intermediate Care Facility for Individuals with Intellectual
Disabilities (ICF/IID), and General Acute Care hospitals. These are Sonoma Developmental Center
(located in Sonoma County), Fairview Developmental Center (located in Orange County), and
Porterville Developmental Center (located in Tulare County). Additionally, DDS leases and operates
one smaller 56-bed community-based ICF/IID, known as Canyon Springs, serving residents with
developmental disabilities and challenging behaviors, in Riverside County. As of February 10, 2016,
these four facilities collectively serve approximately 1,031 individuals with significant physical or
behavioral developmental disabilities. Of these, 202 individuals reside in the secure treatment program
at Porterville Developmental Center. In April of 2015, the Administration submitted a proposed plan
of closure for the Sonoma Developmental Center. This plan is currently under review of legislative
budget committees and must be approved prior to implementation. On November 30, 2015, the
Administration announced its intention to submit proposed closure plans for Fairview Developmental
Center and the general treatment programs at Porterville Developmental Center. These plans, once
submitted, must also be approved by the Legislature.

The purpose of this joint hearing is to discuss the lessons learned from previous closures of
developmental centers in California; examine the proposal for the closure of Sonoma Developmental
Center, currently before the Legislature; and identify issues associated with the proposed closures of
Fairview Developmental Center and the general treatment program at Porterville Developmental
Center. Specifically, the hearing will review: the process for moving persons from a developmental
center to the community; how the department will maintain quality services and supports for persons
residing at developmental centers throughout the closure process, how the resources at the
developmental centers will be utilized following closure, how the department will ensure the quality,
stability and appropriateness of services and supports provided to persons once they have moved to the
community; and the role of the state in providing safety net services for all Californians with
developmental disabilities in crisis or in need of a placement of last resort once the developmental
center option is no longer available.

Developmental Services System in California
Developmental Centers.

Prior to the passage of the Lanterman Act in 1969, the developmental centers were the primary
provider of state-funded services to persons with developmental disabilities. California has served
persons with developmental disabilities in state-owned and operated institutions since 1888. At its
peak in 1968, the developmental center system housed over 13,400 individuals in seven facilities. Of
the three remaining facilities, the oldest is Sonoma Developmental Center (1891) and the newest is
Fairview Developmental Center (1959).
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Developmental Years of Notes
Center Operation

Agnews 1888-2009 Initially served persons with mental illness. Expanded
to serve persons with developmental disabilities in
1965. Discontinued services to persons with mental
illness in 1972. West campus closed in 1995. East
campus closed in 2009.

Camarillo 1936-1997 Served both persons with mental illness and
developmental disabilities.

DeWitt 1947-1972 Served both persons with mental illness and
developmental disabilities.

Fairview 1959-present DDS is currently developing a closure plan for this
facility.

Lanterman 1927-2014 Closed in 2014.

Mendocino 1893-1972 Over the years, various programs were established and
disbanded, including programs for the criminally
insane, alcoholic and drug abuse rehabilitation,
psychiatric residency program, industrial (work)
therapy, and others.

Napa 1995-2000 Served a forensic population.

Patton 1893-1981 Served both persons with mental illness and
developmental disabilities.

Porterville 1953-present DDS is currently developing a closure plan for the
general treatment program. The secure treatment
program is proposed to remain operational.

Sonoma 1891-present DDS has submitted a proposed closure plan to the
Legislature.

Stockton 1851-1996 Opened as a state hospital for persons with mental
illness; began admitting persons with developmental
disabilities in the early 1970’s and officially became a
developmental center in 1986.

With the passage of the Lanterman Act, and subsequent legislation that has expanded eligibility for,
and availability of, services and supports in the community, the developmental center population began
to decline. Since 1972, eight developmental centers or developmental disability programs within state
hospitals have closed. However, the population decline in developmental centers slowed considerably
from the mid-1980’s through the early 1990°s. During this period the number of person moving out of
a developmental center was balanced by nearly an equal number of persons being admitted.
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In 1993, the population decline accelerated again, reducing by 1,005 between April 1993 and March
1995. Several factors contributed, and continue to contribute, to this change.

e Nationally, and in California, persons with disabilities began a movement calling for equal
access to all aspects of community life, the removal of barriers that excluded and segregated
them, and the provision of reasonable accommodations that would make such access possible.
In 1973, federal law banned discrimination based on disability by recipients of federal funds™.
The federal Individuals with Disabilities Education Act of 1975, and the Americans with
Disabilities Act (ADA) of 1990, further established and defined the rights of persons with
disabilities.

e In California’s developmental disabilities system, the movement for inclusive communities
manifested itself in substantive changes to the Lanterman Act that expanded eligibility,
introduced person-centered planning, and broadened the array of services and supports
available to support persons in the community. Additionally, regional centers have used an
annual community planning and placement (CPP) allocation, to develop community-based
services and supports for individuals moving out of a developmental center, and to deflect new
placements into developmental centers. This enriched service system, along with changing
attitudes, resulted in fewer persons being placed into developmental centers.

e Several class action lawsuits also impacted the use of developmental centers. In Coffelt v.
Department of Developmental Services, plaintiffs alleged that the department and specified
regional centers had not taken sufficient action to develop community-based services and
supports, thus denying developmental center residents the opportunity to live in the community.
The case was settled in 1994, with the department agreeing to a net reduction of 2000 persons
by 1998, and to find alternative living arrangements for 300 persons living in inappropriate
community-settings; establish a new assessment and individual service planning procedure;
create a quality assurance system; and develop alternative models of service.

e In the United States Supreme Court’s 1999 decision in Olmstead v. L.C., et al., the court found
that unjustified segregation of persons with disabilities constitutes discrimination in violation of
the Americans with Disabilities Act.

e In the early 1990’s, the federal Health Care Financing Administration, now known as the
Centers for Medicare and Medicaid Services (CMS), approved a Medicaid Home and
Community-Based Waiver program for California allowing for federal financing participation
in funding community-based services and supports. Prior to this waiver, most federal funding
for persons with developmental disabilities was available only for persons living in institutional
care. Medicaid waiver funding increased from approximately $48 million in fiscal year 1990-
91 to $276 million in fiscal year 1995-96, and to an estimated $2.3 billion the fiscal year 2016-
17. The availability of federal funding to support the community-based service system
removed a significant fiscal barrier to moving persons from developmental centers.

! Section 504 of the 1973 Rehabilitation Act.



Joint Oversight Hearing of Senate Human Services Committee and
Senate Budget and Fiscal Review Subcommittee No. 3 on Health and Human Services
February 23, 2016

e Additional changes in state law, particularly limitations on placements into developmental
centers, and the development of community-based resources for persons with significant
medical or behavioral needs, further served to accelerate reductions in the developmental center
population and increase the per capita costs for remaining residents.

The following charts illustrate the drop in developmental center population since 1945 and the
population, by program type, over the past four years at each developmental center.
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DC CLOSURE POPULATION (Includes those on leave*)
WEDNESDAY MIDNIGHT POPULATION

1/1/13 1/1/14 1/1/15 1/1/16
FAIRVIEW 362 322 296 248
General Acute Care (GAC) 1 0 0 1
Nursing Facility (NF) 146 134 118 100
Intermediate Care Facility (ICF) 215 188 178 147
PORTERVILLE
General Treatment Program 276 246 217 171
GAC 5 7 0 3
NF 71 63 64 48
ICF 200 176 153 120
SONOMA 516 463 417 370
GAC 5 3 5 5
NF 221 200 181 158
ICF 290 260 231 207
TOTAL 1154 1031 930 789
Secure Treatment Program (STP) & TRANSITIONAL POPULATION (Includes those on leave*)
WEDNESDAY MIDNIGHT POPULATION

1/1/13 1/1/14 1/1/15 1/1/16

CANYON SPRINGS ICF 54 52 49 49
FAIRVIEW CRISIS (STAR) 0 0 0 4
PORTERVILLE STP (incl GAC) 176 166 167 192
SONOMA CRISIS (STAR) 0 0 0 5
TOTAL 230 218 216 250

*Leave is Therapeutic Leave, Court Leave, Acute Hospital, or Unauthorized Absence

**STP = Secure Treatment Program

Issues in Developmental Center Licensing and Certification Compliance

1973 to 1982 Background. Senate Bill 413 (Beilenson), Chapter 1201, Statutes of 1973, took effect
July 1, 1974, mandating licensure of state and county health facilities that had been previously exempt.
For various reasons related to the Department of Health Services (DHS) inability to implement the law
by the deadline, licensing surveys did not begin until late summer of 1975. Licenses were issued to the
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state facilities in the fall of 1975, despite the identification of a number of deficiencies and issues that
would not be resolved until years later.

Developmental Centers were first certified as general acute care hospitals beginning in 1965. The
federal skilled nursing facility program became effective in California state facilities on May 1, 1973,
and each facility was certified on that date without undergoing a survey. The federal intermediate care
facility/mental retardation program came into existence on January 1, 1972, and was a radical
departure from other programs. Regulations for its implementation were not available until 1974, with
compliance not expected until March 1977. DHS, because of its lateness in beginning licensing
surveys in state facilities, did not start reviewing for federal requirements until November 1976.
ICF/MR certifications could not be granted until surveys confirmed compliance.

1977 to 1978 — Decertification Actions: Napa, Lanterman, Fairview, Agnews. A May 1977 DHS
summary report found all of the state facilities were out of compliance, with serious and pervasive
systemwide deficiencies in almost every area, but especially in staffing ratios, professional staff,
organizational structure, active treatment, and environment. Deficiencies were found in all levels of
care, including general Acute Care, Skilled Nursing Facility (SNF) and Acute Psychiatric programs;
and DDS facilities were not compliant with or eligible for initial certification under the new ICF/MR
requirements. On June 30, 1977, DHS terminated the SNF programs at Napa, Lanterman, Fairview
and Agnews. DDS then switched from the SNF category to the new ICF/MR, but initial certification
could not be approved because of major uncorrected deficiencies. Only Porterville, Sonoma and
Stockton were spared.

Legislative hearings ensued and massive state efforts were initiated, reportedly with Governor Brown
himself chairing a 13-hour meeting for all facilities and state and federal officials, held at Metropolitan
State Hospital, to develop state-wide plans of correction. A federal extension provided for a revised
deadline of July 17, 1978 for staffing compliance. Legislation was adopted, and eventual corrections
included new organizational structures, new staffing classifications, an infusion of 2,890 new
positions, and new staffing standards that incorporated licensing and certification requirements.

Another major impediment to regaining certification was the lack of environmental and fire life safety
compliance. DDS and the Department of Mental Health negotiated an extension of the 1978
compliance deadline to July 18, 1982, submitted a plan to reduce the state facility population to 7,000
by that date, and to complete extensive renovations of all facilities to bring them to code compliance,
utilizing waivers to the maximum extent.

With assurances of acceptable plans of correction and compliance for staffing and environmental
deficiencies, SNF certifications were restored at Agnews in September 1977; at Fairview in February
1978; and at Lanterman in June 1978. Initial ICF/MR certifications were granted to Porterville,
Sonoma, and Stockton in January 1978, to Agnews and Napa in February 1978, to Camarillo in March
1978, Fairview and Patton (DD) in May 1978, and Lanterman partially in June 1978, with remaining
residences in October 1978.
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1992 — Agnews Decertification. The January 14, 1992 stabbing death of a resident by an employee led
to DHS’ facility-wide investigation and about 33 licensing citations at Agnews within six months.
Surveys in the SNF level of care found that certification requirements for administration, quality of
care, and physician services were not met and constituted a serious and immediate threat. Actions were
taken to terminate the SNF certification and cease all federal reimbursements. Consequently, the
federal Health Care Financing Administration (HCFA) imposed a denial of payment sanction for new
admissions to the SNF program and a termination of federal financial participation for ICF/MR
services, which the Department appealed. Funds continued pending appeal. The denial of payment
action was lifted for SNF in September 18, 1992, and the ICF/MR termination was rescinded after a
new provider agreement went into effect.

This period began one of the most intensive periods of facility improvements in the DC history. Major
statewide initiatives were approved to improve employee fingerprinting, screening, hiring, and
training; investigations procedures, services and organization; physician peer review, quality
assurance, risk management, incident and abuse reporting, and management oversight. Much of
Agnews management and senior staff were removed and replaced within a year’s time. Expert
consultants were hired.

1997 to 2001 — Partnership Survey Certification Actions. The initiation of joint HCFA/DHS
partnership ICF/MR surveys in July 1998 led to systemwide issues with compliance and an inability to
satisfy new federal guidelines and survey protocols being imposed on California facilities for the first
time. The state DCs went from averaging .4 conditions out of compliance under state surveys, to 5.2
conditions unmet in the partnership surveys. All facilities faced difficult surveys, with each having 5 to
7 conditions unmet in initial partnership surveys. Sanctions for denial of payment for new ICF/MR
admissions were imposed on Fairview and Porterville in 1997 and early 1998, on Agnews and
Lanterman in 1998. Agnews lost its full ICF/MR certification from April 1999 to October 2000;
Sonoma lost its ICF/MR certification from August 2000 to April 2001; and Porterville lost its Secure
Treatment Program certification in September 2001. Porterville STP certification has never been
restored.

Federal losses for denial of payment and federal financial participation during this time period were
approximately $59.3 million, not counting Porterville, whose losses have continued to this day.
Corrective actions were systemwide, extensive, and costly with reports from that date indicating more
than $17 million was spent in staffing, staff training, client services, recruitment and retention bonuses,
consultant contracts and physical plant for Agnews alone. With all of these actions still being
insufficient to restore certifications, DDS resorted to a major systemwide staffing augmentation in
1998-99 that proposed 1,700 new positions totaling more than $105 million over a four year period.
(Actual amount budgeted and positions allocated may have varied over the course of the
implementation.)

DDS also was required to develop a “Corporate Compliance Plan,” which it submitted to DHS in 1999,
which committed to statewide actions and monitoring in all facilities. In combination with the staffing
augmentation, recruitment and retention bonuses, new psychiatric technician training programs, above-
minimum hiring authority, a contract for extensive developmental center training and consultation, and



Joint Oversight Hearing of Senate Human Services Committee and
Senate Budget and Fiscal Review Subcommittee No. 3 on Health and Human Services
February 23, 2016

a Certification Unit in headquarters to provide intensive monitoring, training, and technical assistance,
DHS agreed to restore all certifications except Porterville’s. Porterville’s decertification rested more
on the nature of the clientele and the restrictions placed on them than staffing and program
deficiencies.

2003 — Lanterman. Additional revisions to federal survey protocols resulted in “Look Behind” surveys
initiated by CMS. As with the partnership surveys, these new surveys upped the ante for
developmental centers, causing a new round of compliance problems. Lanterman’s look behind survey
found 5 of 8 conditions out of compliance. After threats of decertification actions, DDS asked CMS
for a consultative survey, followed by numerous additional consultations over the next year in order to
negotiate an acceptable plan of correction. While Lanterman never lost its certification, it was required
to undergo extensive monitoring, site visits, and revisions to its numerous plans of correction. DDS
hired a national consultant team to work with Lanterman, providing extensive staff training, mock
surveys, and facility-wide improvement efforts. Additional staff were also added to improve client-
staff ratios. Costs of consultants and staffing augmentation are not readily available, but totaled
several million over the course of two years.

2013 to Present — Sonoma, Fairview, Porterville, and Lanterman. In January 2013, four out of 10
intermediate care facility (ICF) units at Sonoma (SDC) were withdrawn from federal certification by DDS,
in response to notice that the federal government was moving to decertify the larger group of ICF units at
the facility. These actions came on the heels of widely reported revelations of multiple instances of abuse,
neglect, and other lapses in caregiving at the institution.

In March 2013, DDS entered into a Program Improvement Plan (PIP) agreement with the state Department
of Public Health (DPH), which was accepted by the federal Centers for Medicare and Medicaid Services.
As a condition of the PIP, DDS contracted with an outside consultant to conduct a root cause analysis of
the problems at SDC, and to develop an action plan to ensure SDC is in compliance with federal and state
licensing and certification requirements.

On October 31, 2013, the DPH accepted the SDC action plan which included the opening of a new ICF
unit, 118.5 new staff positions, three new wheelchair transport vehicles, and extensive staff training. The
Administration assumed these corrective actions would result in the restoration of certification and federal
funding by July 1, 2014. However, this did not occur. Rather, a survey of the seven certified ICF units at
SDC occurred May of 2014, and these units were found to be out-of-compliance in four out of eight
conditions, resulting in their decertification. However, CMS extended, several times, the date on which
federal funding for these units would be withdrawn while they engaged in active conversation with the
Administration. On June 30, 2015, DDS entered into a settlement agreement with CMS to extend the final
termination date for the remaining ICF residences to July 1, 2016 (with the potential for one or more
extensions), and DDS must continue program improvement activities. Federal funding participation will
continue during this period unless a subsequent survey finds additional or continuing deficiencies.

Following the Sonoma loss of federal certification, DPH conducted surveys at Fairview (FDC), Porterville
(PDC), and Lanterman (LDC) developmental centers and found ICF units at each facility to be out of
compliance with federal requirements. Like SDC, areas of non-compliance include treatment plans,
protection of residents, client health and safety, and client rights. In January 2014, DDS and DPH reached
an agreement to avoid decertification at these three facilities. The agreement requires the development of a
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root-cause analysis and action plan for PDC and FDC, similar to what was required at SDC. For LDC, the
agreement required DDS to contract with an independent monitor to provide oversight, among other
requirements. FDC and PDC were resurveyed in early 2015; and in August 2015, both facilities were
notified that they failed the surveys. The department has appealed and, like with Sonoma, CMS has
extended the date on which federal funding for these units will be withdrawn several times, while they
engaged in active conversation with the Administration.

Community-Based Service System

California has a uniquely designed community-based system of services and supports for persons with
developmental disabilities. 21 private, non-profit organizations, known as regional centers, conduct
outreach, assessment and intake activities; determine, through an individualized planning process,
services and supports necessary to meet the needs of each person and, when appropriate, their family;
and secure those identified services and supports for the consumer. Regional centers assist consumers
in accessing community-based generic services, as well as vendor and purchase services from
providers, including residential, training, work, recreation, transportation, personal assistance, and
family respite services, among others. Persons with a developmental disability, as defined in law, are
entitled to access services and supports through the regional center system.

Initially started as a pilot program in 1965-66, the first two regional centers were established in Los
Angeles and San Francisco to serve persons with mental retardation. Today, there are 21 regional
centers throughout the state. Over the years, since its enactment, the Lanterman Act has been amended
to expand eligibility to include persons with an “intellectual disability, cerebral palsy, epilepsy, and
autism.” Eligibility is also extended to persons with “disabling conditions found to be closely related
to intellectual disability or to require treatment similar to that required for individuals with an

intellectual disability”.?

The Lanterman Act has also been amended to give consumers and families a stronger voice in
determining the services and supports they receive through a person-centered planning process, and
has introduced new models of service delivery, including supported living services, supported
employment services, and self-determination (in which consumers and families receive a set budget
and directly control expenditures on services and supports of their choosing. This model is currently
pending federal approval). Additionally, new residential models have been developed, intended to
provide more intensive medical and behavioral supports in a home-setting.

Developmental Closures and Consolidations

Mendocino State Hospital.®> Established in 1889 as the Mendocino State Asylum for the Insane, this
facility was opened in 1893 and was renamed as Mendocino State Hospital in 1897. The hospital’s
population peaked in 1955 at over 3,000 patients, but dropped to less than 1,800 by 1966. Over the
years, various programs were established and disbanded, including programs for the criminally insane,
alcoholic and drug abuse rehabilitation, psychiatric residency program, industrial (work) therapy, and

2 Welfare and Institutions Code 4512 (a).
3 Source: Online Archive of California
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others. The hospital closed in 1972, and at that time, was solely serving persons with mental illness.

DeWitt State Hospital.” DeWitt State Hospital was constructed as an Army facility and purchased
from the federal government in 1946. The facility began to receive patients in 1947, initially only
accepting patients on transfer from another state facility in order to relieve overcrowding. In 1950, it
began receiving patients from its direct catchment area, the counties of Modoc, Lassen, Sierra, Yuba,
Sutter, Placer, and EI Dorado. By 1960, the population at DeWitt peaked at 2,800. After 1960, the
population steadily declined until it was closed in 1972.

Patton State Hospital. A distinct program serving persons with developmental disabilities at Patton
State Hospital closed in 1980-81. Of the 282 residents with developmental disabilities residing at
Patton at that time, it was projected that 82 would be transferred to Camarillo Developmental Center
and State Hospital, 41 would be transferred to other developmental centers (primarily Lanterman and
Fairview), and 159 be placed into community settings. Community placements were developed
through contracts between the department and regional centers, primarily San Diego and Inland
regional centers.

Stockton Developmental Center. At the time of its proposed closure, Stockton Developmental
Center was the smallest of the remaining seven centers and the one experiencing the most rapid
population decline. Stockton was originally designed to serve persons with mental illness and, at its
peak population, served 4,978 persons (1956). In the early 1970s, Stockton stopped serving persons
with mental illness.

In March of 1995, the department released its proposal to close Stockton Developmental Center during
the 1995-96 fiscal year. According to the plan:

“...the consolidation of developmental services has become unavoidable: developmental
center populations have dropped dramatically, resulting in an escalation in the average
cost of providing services and staff overages at several facilities. In February, 2005, the
department took the first steps in a layoff process to reduce approximately 250 excess staff
positions. Continuing to operate seven developmental centers under these conditions,
especially when the population is expected to continue to decline, is inefficient and fiscally
irresponsible. Stockton is proposed as the facility to close because it has the smallest
population, its residents come from throughout the state, the facility is old and requires
expensive repair to meet earthquake and other standard, and its location provides many
potential alternative job opportunities for staff.”

Other factors that led to the decision to close Stockton were the associated costs operating it. At the
time, Stockton was the oldest of the state’s developmental centers, (opened in 1852), with significant
anticipated costs to bring the facility up to current standards. Stockton had the highest per capita costs
of all the centers.

4 -

Ibid.
® Plan to Close Stockton Developmental Center During Fiscal Year 1995/96, Department of Developmental Services,
March 1995.

10
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At the time the plan was released, 390 individuals resided at Stockton Developmental Center and 844
staff were employed there. Two thirds of Stockton residents were committed by the courts due to
inappropriate behaviors, including criminal activities. In order to serve judicially-committed adults
following the closure of Stockton, a program was established at Napa State Hospital in fiscal year
1995-96, and much of the staff for the Napa program transferred from Stockton. The judicially-
committed children, 64 percent of whom came from southern California, were proposed to be moved
to Camarillo Developmental Center and State Hospital. The remaining population was proposed to
move to a community-placement or one of the remaining six developmental centers.

Transition Process. The plan described the following process and factors for determining where
persons would reside following closure:

e Residents were to be individually assessed to determine the appropriate and preferred
residential setting and to identify the necessary services and supports.

e Residents, along with their family members and advocates, would have the opportunity to
choose the type of new living arrangement they would prefer and to help design their own
services and supports.

e Residents not preferring to live in community settings would be transferred to Porterville
Developmental Center or another developmental center, if appropriate for their needs.

e Adult residents who had been judicially committed because of a criminal offense or other
severe behavior in the community, and who continued to require specialized treatment services
in a developmental center would be transferred as a program unit, along with assigned staff, to
Napa State Hospital.

e A small group of adolescents who had been committed by a court were to be transferred, along
with their assigned staff, to Camarillo State Hospital and Developmental Center.

Stockton Developmental Center Staff. Relative to employee accommodation, the plan stated that
although it would make every reasonable effort to minimize the impact of the closure on its employees,
the ““closure must be understood with the context of the staff layoffs that will occur because of the
number of excess staff within the developmental center system.”” The plan committed the department
to the following activities on behalf of the staff:

e Provide certain employees with the opportunity to transfer to Napa or Camarillo with residents
and their programs. Staff who were mandatorily transferred were to receive full relocation
assistance.

e Help some employees transfer to vacant positions in other developmental centers. Stockton

employees were to be given first priority for positions in other centers currently occupied by
persons in limited-term positions.

11
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e Help other employees transition to employment in the community system.
e Conduct job fairs and training workshops.
e Hold monthly meetings and publish a newsletter to inform staff about the closure process.

e Maintain a career center at Stockton Developmental Center.

Use of Land Following Closure. As for the options for the future use of the Stockton Developmental
Center site, once closed, the department agree to participate in a broad-based planning group convened
by local legislators and invite the Department of General Services (DGS) to participate in, and consider
recommendations made by, the planning group. At the time the plan was published, the department had
leases with nine non-state agencies on the grounds of the developmental center providing a multitude
of services. These included a sheltered work programs and day programs for persons with
developmental disabilities living in the community, county alcohol detoxification services, a
residential program for persons with mental illness, various mental health programs, a youth crisis
residential facility, child care center, and residential and training sites for the California Conservation
Corps. Ultimately, the Stockton site was deeded to the California State University and is now the site
of a collaborative regional center serving multiple CSU campuses.

Study of Stockton Movers. For the first time associated with measuring the impact of a developmental
center closure, the department contracted for a three-year longitudinal study to track the quality of life
of 317 persons moving from Stockton Developmental Center. The study measured residents’ quality
of life, satisfaction with services, and other factors before the individual left the developmental center
and one and two years after they had moved. Additionally, developmental center residents and their
family members were asked to assess how well the closure was handled and to make recommendations
for how the process could be improved.

The third, and final, report of the study described participants as living in the following settings:®
e 47.2 percent remained living in a developmental center.
e 15.2 percent resided in a nursing facility.
e 26.0 percent resided in a community care facility.
e 14.5 percent were living in supported living setting.

e 7.1 percent were characterized as other.’

® Longitudinal Quality of Life Study, Phase 111, Business Services Group, CA State University, Sacramento, March 16,
1999.
" The “other” category includes persons who had died, were in jail, or refused to participate in the interview process.
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The final report made the following findings:

e 76 percent of the population was living in a stable living situation.

e The nursing population appeared to be easier to place in the community than judicial or other

commitments.

e Eight percent of individuals experienced multiple moves, defined as five of more moves in the
two years following the developmental center closure.

e Consumer attendance in day or work programs declined from about 90 percent in Phase 1l (one
year following move) to 85.5 percent in Phase Il (two years following move).

e Consumer health rated as good to excellent increased from 72.9 percent in Phase | to over 83
percent in Phase lII.

e A larger proportion of individuals received medications but doses in milligrams decreased.

Generally, quality of life improved following movement from the developmental center, as rated by
consumers or the person who knew them best, but decreased between Phase Il and Phase Ill. The
following chart® shows how, on a scale of 1-5 (five being highest), quality of life was rated between
each phase of the study and across the measured characteristics.

Phase | Phase Il Phase 11
Characteristics 1995 1996 1996 1997 1997 1998
(remembered) (actual) (remembered) | (actual) | (remembered) | (actual)

Health 3.6 3.6 3.5 3.9 3.7 4.0
Running Own Life 2.8 2.9 2.7 3.2 2.9 3.2
Family

Relationships 2.6 2.8 2.8 3.2 2.9 3.1
Seeing Friends 2.8 2.8 2.9 3.3 3.2 3.5
Getting Out 2.9 2.8 2.9 3.3 3.2 3.6
What | Do All Day 3.1 3.0 3.0 3.5 3.3 3.5
Food 3.0 3.0 3.0 3.7 3.2 3.8
Happiness 3.1 3.2 3.0 3.8 3.3 3.7
Comfort 3.3 3.5 2.9 3.8 3.5 3.9
Safety 3.4 3.5 3.6 4.1 3.9 4.2

® Longitudinal Quality of Life Study, Phase 111, page 56.
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The report cites its significant findings as:

e The most significant change is the increased number of consumers who are living in supported
living which appear to be the goal of many relatives.

e The most disturbing finding is that the system does not appear to be able to support the small
proportion of judicial commitments who live independently in the community because they have
fulfilled their obligation to the court or simply refuse to live in a community facility.

e Cause of death shifted from the seriously ill in Phase Il to a combination of seriously ill and
violent accidents in Phase I11.

e In at least two circumstances, relatives of a consumer were notified that the consumer would be
returning to the relative’s home with only a few days’ notice.

Camarillo State Hospital and Developmental Center.® One year after submitting a proposal to close
Stockton Developmental Center, the Administration submitted a proposal for the closure of Camarillo
State Hospital and Developmental Center.°

According to the plan, *““the consolidation of developmental center services has become unavoidable:
developmental center populations have dropped dramatically, resulting in an escalation in the average
cost of providing services and staff overages at several facilities.”” At the same time, persons with
mental illness civilly committed under the Lanterman-Petris-Short (LPS) Act to a state hospital had
declined rapidly, dropping from 2,557 LPS beds in 1991 to about 1,250 in 1996, largely due to the
1991 realignment of mental health services and funding to counties.

The plan stated Camarillo was chosen because it served the smallest number of both persons with
developmental disabilities and persons with mental illness compared to other state facilities; its
population was expected to continue to decline; and its per capita costs were the second highest in the
DDS system. Additionally, the department pointed to the fact that most of the residents did not come
from the immediate area but from Los Angeles and other southern California communities; Lanterman
and Fairview developmental centers and Metropolitan State Hospital served the same catchment area.
Camarillo had good success in finding community residential settings for persons with developmental
disabilities who choose to leave the facility.

At the time the closure plan was released approximately 872 individuals resided at Camarillo and
approximately 1,604 staff were employed there. Approximately one half of the residents with
developmental disabilities were persons who had been judicially-committed due to criminal or
behavioral issues. Generally, Camarillo served an ambulatory, relatively healthy population. The
institution was licensed to serve up to 596 individuals with developmental disabilities on 16 ICF/DD

° At the time of its planned closure, DDS served persons with mental illness through an Interagency Agreement with the
Department of Mental Health.

19plan to Close Camarillo State Hospital and Developmental Center During Fiscal Year 1996/97, Department of
Developmental Services and Department of Mental Health, March 1996.
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residences ranging in size from seven to 43. Of these, almost 15 percent were under the age of 21, with
eight percent under the age of 18, and less than one percent under the age of 13. 57 percent were
adults between the age of 22 and 40; 29 percent was over the age of 40. Men made up 74 percent of
residents with developmental disabilities; 66 percent were Caucasian, 13 percent were African-
American, and 14 percent Hispanic. 32 percent of this population was classified as having profound or
severe mental retardation, compared to 91 percent in other developmental centers. 44 percent were
classified as having mild or no mental retardation, as compared to three percent in other developmental
centers. Camarillo residents with developmental disabilities were significantly less likely to have
cerebral palsy (nine versus 51 percent) or epilepsy (34 versus 57 percent), but more likely to have
autism (14 versus eight percent) than those in other developmental centers. Persons were more likely to
have a psychiatric diagnosis, in addition to a developmental disabilities (61 versus 18 percent) that at
other developmental centers. Nearly 71 percent received medication for psychiatric or behavioral
conditions, compared to 27 percent at other developmental centers. Camarillo did not serve persons in
nursing facilities.

The plan called for the facility to close by the end of the 1996-97 fiscal year.

Transition Planning. According to the plan, residents with developmental disabilities:

e Would be individually assessed to determine the appropriate and preferred alternative living
arrangements and to identify the services and supports necessary.

e With their families or advocates, would have the opportunity to choose the types of new living
arrangement they would prefer.

e Who have been judicially-committed because of criminal offenses or other severe behavior in
the community, and who require specialized treatment services in a developmental center, will
be transferred as a program unit, to Porterville Developmental Center.

e Who have autism, will be transferred to Fairview Developmental Center, unless they prefer to
move to the community or another facility.

e Who do not prefer to live in the community, will be transferred to Fairview, Lanterman or
Porterville developmental centers, or to another facility.

Camarillo State Staff. As to employee accommodation, the department committed to make every
“reasonable effort to minimize the impact of closing Camarillo on the employees™ but noted that its
declining population had already resulted in excess staff and subsequent staff layoffs. Specifically, the
closure plan committed the department to:

e Help employees transfer to vacant positions in other developmental centers and state hospitals.

e Work with state departments and other government agencies to facilitate hiring of Camarillo
employees.
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e Help interested employees to transition to employment in the community system.
e Conduct job fairs and training workshops.
e Through frequent meetings and other efforts, keep staff informed about the closure process.

e Maintain a career center at Camarillo.

Use of Land Following Camarillo Closure. The plan described numerous meetings with local
government officials and other individuals and listed the “options that are being considered by the
local community” as:

e A “forensic” facility for persons with mental illness serving both Department of Mental Health
and Department of Corrections and operated by DMH.

e A California State University campus.
e A southern California Veterans Home.
e Multiple, joint uses by Ventura County.

Ultimately the land was deeded to California State University and is now the site of CSU-Channel
Islands.

Napa State Hospital Developmental Disabilities Program. In the 1995-96 fiscal year, the
Department of Developmental Services contracted with the Department of Mental Health to establish
the Developmental Disabilities Program at Napa State Hospital. The Napa program was established to
serve persons designated as having “forensic” or behavior issues, initially many of which transferred
from Stockton Developmental Center when it was closed. In February 2000, the department identified
approximately 371 persons designated as having “forensic” or “behavior” issues. Of these, 115
individuals were served in the Napa program and approximately 256 were served at a Porterville
Developmental Center.™

Two reports, in 1997 and 1999, attempted to establish a plan to address a growing “forensic” or
“behavioral” population within the developmental disabilities and mental health systems. Due to
population growth in the mental health “forensics” population, DMH notified DDS that it would no
longer be able to provide the space for the Developmental Disabilities Program at Napa.

Unlike the closure of Stockton and Camarillo developmental centers, the closure of the Developmental
Disabilities Program at Napa necessitated the transfer of nearly all residents to another secured
environment, due to their forensic or behavioral issues. Initially, the department planned to open a

1 The Porterville program was established in June 1007 when Camarillo State Hospital and Developmental Center was
closed.
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program at Lanterman Developmental Center, in Costa Mesa, for both high-security forensic
individuals and low to moderate-security individuals with severe behavioral challenges. However,
there was significant community opposition to this plan and it was withdrawn. Provisional language
was adopted in the 2000-01 Budget Act to prohibit the placement of consumers with “forensic issues”,
and limit the type and number of consumers with behavioral issues, at Lanterman. As an alternative,
the department proposed, and the Legislature approved, a plan for DDS to lease and operate a
community-based facility in Northern California for individuals with behavioral issues and to add three
new residences at Porterville Developmental Center for persons with forensic issues. In March 2000,
the department opened Sierra Vista in Yuba City, a 56 bed, state-leased and operated ICF designed to
serve persons with significant behavioral issues. Sierra Vista was closed in February of 2010, due
largely to a state fiscal crisis. In December of 2000, Canyon Springs in Cathedral City, a second 56
bed, state-leased and operated facility designed to serve persons with forensic issues was opened. The
plan for the closure of Developmental Disabilities Program at Napa was released in February of
2000.> The plan described how the Department of Developmental Services and the Department of
Mental Health would collaborate throughout the closure process, how consumers and families would
be notified and prepared for the closure, transfer planning procedures and transfer protocols, and
training for consumers and staff.

The Napa program was formally closed in 2000.
Agnews Developmental Center Closure

Agnews Developmental Center occupied two campuses — the West Campus in the City of Santa Clara
and the East Campus in San Jose.

West Campus consolidation. In early 1995, the department proposed to close the West Campus by
June 1995 and consolidate all programs on its East Campus. At the time, only 200 residents were
served in a behavioral program on the West Campus.

Use of Land Following Closure of West Campus. Soon after the announcement of the West campus
closure, Sun Micro Systems expressed interest in purchasing a portion of the campus. The state began
site assessment evaluation and planning in 1995, and began negotiating with Sun Micro Systems.

Local opponents who favored preservation of the site formed the Agnews Preservation Coalition and
moved to have the 90-acre core campus registered on the National Register of Historic Places, and four
buildings designated as historically significant. They blocked and delayed the purchase until Sun
Micro Systems provided assurances that the historic buildings and the historic graveyard would be
preserved. The Agnews site was added to the National Register of Historic Places (under the name
"Agnews Insane Asylum™) on August 13, 1997.

12 plan for the Closure of the Developmental Disabilities Program at Napa State Hospital, Department of Developmental
Services and Department of Mental Health, February 2000.
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The state declared the West campus as surplus in April 1996, and Sun Micro Systems proceeded with
negotiations, committing $10 million to historic preservation. The sale was completed in
October 1998, for 82.5 acres at a cost of $51 million. The proceeds went to the state General Fund.

During the negotiation process, Sun Micro Systems advanced $10 million for construction and
construction management of needed facilities on the East campus, so DDS could vacate the West
campus more quickly to allow for the demolition of the 41 non-historic buildings. Sun Micro Systems
oversaw completion of modular training and education buildings, a multi-purpose building and parking
on the East campus, and off-campus leased space for maintenance and support. Sun Micro Systems
opened its new World Headquarters on the West campus in August 23, 2000. It provided an 11-acre
easement to the City of Santa Clara for access to the historic site and visitor’s center.

The City of Santa Clara wanted to preserve the remaining acreage for community use. The state turned
over decision-making to the City, but maintained ultimate control over disposition. Beginning in
August 2001, escrow closed in three phases on 152 acres of the remaining campus. At the time, it was
the largest-ever sale of surplus property in state history, netting $149 million for the state General
Fund. The property became the Rivermark Planned Development Master Community of six distinct
neighborhoods, a mix of 3,020 housing units, a commercial retail center, fire station, police and
electric substations, a hotel, school, park, and branch library. Separate from the Rivermark property,
the state entered into the long-term Hope Lease, which provided for acreage for development of
several hundred units of affordable housing for homeless families, seniors, low-income families, and
others. Twenty-three units, now overseen by a housing coalition, were set aside exclusively for
individuals with developmental disabilities.

East Campus. In 2003, the Administration proposed to develop a closure plan for the East Campus of
Agnews Developmental Center (ADC). The plan was envisioned to transition persons living in
Agnews into community placements or another developmental center in order to close Agnews by July
2005.

As part of its early planning process, the department established the Bay Area Project, a planning team
consisting of departmental staff and bay area regional centers, an advisory committee consisting of
consumers and families, and various planning teams. A centerpiece of this proposed effort was to
expand and enrich the availability of community-based services and supports to enable persons moving
from Agnews to remain in their home communities. At the time of the proposed closure, Agnews had
approximately 400 residents. Over 85 percent had significantly involved families and over two-thirds
of those families lived in the bay area.

In April 2004, the department announced it would delay this closure date to July 2006, in order to
ensure sufficient community capacity. This announcement included an estimate that one fourth of the
Agnews residents would be moved to Lanterman Developmental Center in southern California. By the
May Revision, this plan had changed to moving 200 individuals from Agnews to Sonoma
Developmental Center. The department requested $11 million General Fund to make renovations at
Sonoma for this purpose, primarily to purchase portable day treatment buildings.
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The Legislature expressed concern about approving funding for this purpose in absence of a closure
plan; whether the decision to double the number of persons expected who would move to another
developmental center was rooted in the Administration’s desire to expedite the closure of Agnews; and
whether increasing the (then) population at Sonoma from approximately 800 to 1,000 residents was
prudent, in light of continuing federal certification challenges. Further, the department signaled that the
move of 200 persons to Sonoma was intended to be temporary, while additional community resources
were developed, triggering concerns about the potential negative effect of multiple moves on the
medical and behavioral health of residents. In the end, the Legislature placed the $11 million in a
special budget item that limited its use to the development of community-based options for persons
moving from Agnews.

In January 2005, the Administration finally submitted its closure plan for Agnews Developmental
Center to the Legislature. At the time of plan submission, 376 persons lived at Agnews, two-fifths of
who lived in nursing facility residences. According to the plan, over 90 percent of Agnews residents
were served by one of the three bay area regional centers — San Andreas Regional Center, Regional
Center of the East Bay, and Golden Gate Regional Center. 65 percent of the residents were over 40
years of age; eight percent were over 65 years of age; only five residents were under the age of 18.
Thirty percent of the residents had lived at Agnews for over 30 years; eleven percent had lived there
for ten years or less. Over 63 percent of residents were male. Seventy-five percent of residents were
Caucasian; 13 percent Hispanic; six percent African-American; and two percent Asian and Pacific
Islander. Seventy-nine percent of residents had severe and profound mental retardation; 57 percent
had epilepsy; 53 percent had cerebral palsy; and 13 percent had autism. Over one-third of residents
also had a diagnosed mental disorder. Fourteen percent of residents had significant health needs; 42
percent had significant behavioral issues; 19 percent required a highly structured setting due to
protection and safety needs; and two percent required a low structured setting.

Transition Planning. Unlike previous closures, where a large number of residents were moved to
another developmental center, the Agnews closure was based on an extensive closure plan, developed
with input from an advisory committee made up of system stakeholders. The plan included some
unique components not included in previous closure efforts. These included:

e Housing Development. Authorized by Assembly Bill 2100 (Steinberg), Chapter 831, Statutes
of 2004, the Bay Area regional centers contracted with a local non-profit housing coalition to
develop housing using a lease-purchase-donate model. The goal was to separate home
ownership from service delivery and create a housing stock that would remain permanently
available to persons with developmental services, even as provider agencies changed. The
department and regional centers worked with the California Housing Finance Agency
(CalHFA) to develop the Bay Area Housing Plan and secure bond funding for the development
of sixty homes.

e Family Teaching Home Model. Also authorized by Assembly Bill 2100, this model provided
a new residential option where up to three persons with developmental disabilities live next
door (usually a duplex) to a family support team who manage the home and provide direct
supports.

19



Joint Oversight Hearing of Senate Human Services Committee and
Senate Budget and Fiscal Review Subcommittee No. 3 on Health and Human Services
February 23, 2016

e Adult Residential Facilities for Persons with Special Health Care Needs (ARFPSHNS).
Authorized by Senate Bill 962 (Chesbro), Chapter 558, Statutes of 2005, the department
established a new pilot residential project designed for individuals with special health care
needs and intensive support needs. The pilot was limited to 120 beds and could only initially
serve persons moving from Agnews. Subsequent legislation removed the pilot status and
expanded eligibility to persons moving from Lanterman Developmental Center or another
developmental center.

e Specialized Residential Homes. Provided augmented staffing and professional services to
persons with challenging behaviors or other unique needs.

e Community State Staff Program. Assembly Bill 1378 (Lieber), Chapter 538, Statutes of
2005, authorized Agnews employees to work in community facilities, under specified
conditions, and to maintain their state employee status and rights. This program was later
expanded to include employees at Lanterman Developmental Center and then to employees at
all developmental centers. Agnews staff was also used to train community staff and help
transition persons into community homes.

e Health Care Services. Each regional center was provided dedicated staff to coordinate
community health care for Agnews movers. DDS coordinated collaborative efforts between
the regional centers, the Department of Health Care Services, and designated health care plans
to ensure community access.

e Agnews Community Clinic. The department continued to operate a health, dental and
behavioral services clinic throughout the closure process and until the Agnews property was no
longer under DDS control.

e Quality Management System (QMS). The department received a three-year federal grant to
design a new quality management system, designed and piloted to support Agnews movers.
The system utilized the National Core Indicator survey to measure performance, outcomes and
satisfaction of Agnews’ movers and their families. The QMS included a provider performance
and quality improvement tool, known as the Quality Services Review (QSR); third party
interviews conducted by regional offices of the State Council on Developmental Disabilities;
and a Visitor Snapshot survey designed to obtain information from visitors to community
homes.

The Agnews closure was achieved through intensive individualized planning for its residents, the
development of sufficient community capacity, new service and support options in the community,
innovative housing and staffing models, and partnerships between the Department of Health Care
Services (DHCS), DDS, regional centers, and designated health plans to ensure the health care needs
of residents could be met in the community, among other innovations.
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Agnews Developmental Center was closed in March 2009. A total of 327 Agnews residents
transitioned to the community and 20 transferred to other developmental centers.

Use of Land Following Closure. Eighty-one acres of the east campus was sold to the Santa Clara
Unified School District and the City of San Jose for the future development of a K-12 campus and
regional park. 155 acres were sold to Cisco Systems and is now home to their corporate headquarters.

Lanterman Developmental Center Closure. In January 2010, DDS proposed the closure of
Lanterman Developmental Center, and a closure plan*® was adopted along with the Budget Act of
2010.

Lanterman was home to 393 residents when the closure plan was submitted. 92 individuals were
living in nursing facility residences; 301 were living in ICF residences. Ninety-nine percent of the
Lanterman residents were served by a southern California regional center. San Gabriel/Pomona
Regional Center served 20 percent of residents; North Los Angeles Regional Center served 18 percent;
and, 17 percent was served by Frank D. Lanterman Regional Center. Nine additional southern
California regional centers served between 2 percent and 11 percent each. Fifty-nine percent of
individuals had resided at Lanterman for more than 30 years. More than 80 percent of the residents
were over 40 years of age, with 8.6 percent over 65 years of age. Only seven residents were under 21
years of age and no children resided at the facility. Fifty-nine percent of the population was male; 70
percent was Caucasian; 18 percent Hispanic; eight percent African-American; and four percent Asian
and Pacific Islander. Seventy-seven percent of residents had profound mental retardation; 13 percent
have severe mental retardation, and ten percent had mild or moderate mental retardation. Fifty-four
percent had epilepsy, 13 percent had autism; and ten percent had cerebral palsy. Seventy-four percent
of residents had challenges with ambulation; 46 percent had vision difficulties; and 18 percent had
hearing impairment. Twenty-five percent were identified as having significant health care needs; 19
percent requiring extensive personal care services; 23 percent requiring significant behavioral support;
32 percent requiring highly structured environments due to protection and safety concerns, and one
percent requiring low structured settings.

The Lanterman closure plan borrowed heavily from the process employed to close Agnews, including
the use of Adult Residential Facilities for Persons with Special Health Care Needs (ARFPSHN);
improved health care through managed care plans for persons transitioning from LDC to the
community; implementation of a temporary outpatient clinic at LDC to ensure continuity of medical
care and services as individuals transfer to new health care providers; and the use of LDC staff to
provide services in the community to former LDC residents.

At the time the plan was released, Lanterman employed 1,280 employees. Ninety-one percent were
full-time, four percent were part-time; and five percent were intermittent, temporary or limited-term.
Almost half the workforce worked at Lanterman for ten years or less; 30 percent worked there between
11 and 20 years; and 22 percent worked there over twenty years. Direct care nursing staff made up 50
percent of the workforce; ten percent were level-of-care professionals; and 40 percent were non-level-

13 plan for the Closure of Lanterman Developmental Center, Department of Developmental Services, April 1, 2010.
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of-care and administrative support. Forty-six percent of employees resided in San Bernardino County,
40 percent lived in Los Angeles County (where Lanterman is located), eight percent in Riverside
County, and five percent in Orange County. As in other closures, the plan described various options
for Lanterman staff post-closure, including opportunities at other developmental centers, private sector
service provider or support staff positions, and voluntary transfer to other state positions. Additionally,
the State Staff in the Community program, used in the Agnews closure, was statutorily extended to
benefit interested Lanterman staff.

Transition Process. In December 2014, the last resident moved from the developmental Center. The
final report of this closure process, due to the Legislature in May 2015, has not been submitted to the
Legislature. The following chart shows the type of community placement to which residents moved,
according to the last update report submitted by the department to the Legislature, reflecting the
closure status in November - December 1, 2014,

Community Living Arrangement” Number of Lanterman Movers

Adult Residential Facility 256

ARFPSHN 59

ICF 16

Long-Term Subacute Facility 7

Supported Living Program 6

Family Home Agency 3

Congregate Living Health Facility 2

Individual’s Family Home 2

Other 1 (Germany)

According to the report, DDS and DHCS finalized its MOU to define responsibilities for ensuring
access to and the provision of health care services to Lanterman movers and had secure technical
statutory changes necessary to clarify the participating health plans and the method to be used by
DHCS to reimburse health plans. Additionally, according to the plan, processes were put in place to
expedite health plan eligibility and enrollment prior to discharge to ensure timely access to health
services once moved and DHCS was working with the health plans to ensure adequate provider
networks were in place to meet the unique medical needs of movers.

The Lanterman Outpatient Clinic remained open for the delivery of health and dental services to
remaining residents and those who had moved to the community until responsibility for the property
was transferred to DGS.

Lanterman Developmental Staff. The following chart shows the types of separations for 1,188
Lanterman staff who had separated as of December 2, 2014.

4 Update on the Plan for the Closure of Lanterman Developmental Center, Department of Developmental Services,
January, 2015.

> As of December 1, 2014, six residents remained at Lanterman Developmental Center, three in an ICF residence and three
in a NF residence.
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Transfer | Retirement | Resignation | Limited Term Expired Layoff Other
536 310 93 20 189 40

The Governor requested and the Legislature provided an extension of 13 positions to continue to
monitor persons who have moved from Lanterman, continue to perform work related to staff layoffs,
and perform similar planning and oversight activities related to persons moving from other
developmental centers.

Use of Lanterman Developmental Center Land Following Closure. The developmental center land
was transferred to the California State University, specifically to Polytechnic University, Pomona on
July 1, 2015. CalPoly Pomona is working with local and state stakeholders to determine to ultimate
use of the land, which is expected to include educational and research uses, other state departments,
and housing. CalPoly committed to working with the department to secure some portion of accessible
housing for persons with developmental disabilities.

The Administration Plans for the Future Needs of Developmental Center Residents

Options to Meet the Future Needs of Consumers in Developmental Centers Report. The 2000-2001
Budget Act included trailer bill language™ that required the department to “identify a range of options
to meet the future needs of individuals currently served, or who will need services similar to those
provided, in state developmental centers.” Specifically, the department was required to establish a
workgroup of system stakeholders to identify options evaluated for “their appropriateness in meeting
consumers’ needs, compliance with the requirements of federal and state law, and efficient use of state
and federal funds” and report on these options and recommendations to the Legislature by March 1,
2001. In addition to establishing and consulting with an advisory group, as required, the department
obtained information from other states an contracted with two consulting firms to guide the work and
provide expert advice regarding housing issues. The report was submitted to the Legislature in June
2002. The following excerpt'’ presents the conclusions reached at the end of this process:

There was a multitude of issues discussed by the stakeholders (consumers, parents of
DC clients, parents of individuals living in the community, advocacy organizations,
legislative staff, regional centers, and community service provider organizations) as
they examined the various options. While there was not a consensus on all the issues,
there was a preponderance view among the stakeholders’ group on a number of the
issues. These stakeholder views are summarized below:

A. The DCs should not be renovated. The long-range future of State-provided services
should not be tied to the existing buildings or the geographic location of current
campuses. The funds required to make modifications to existing structures may be
better utilized to create a new service structure. The exception to this is Porterville,

16 Assembly Bill 2877 (Thomson), Chapter 93, Statutes of 2000.
17 Options to Meet the Future Needs of Consumers in Developmental Centers, California Health and Human Services
Agency, Department of Developmental Services, June 2002
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which everyone expects will continue indefinitely as the home for persons with
forensic/severe behavior issues.

B. Because the development of new options will be a slow process, funding for physical
improvements to some buildings will be needed to keep them safe and habitable
until they are no longer needed.

C. There is an ongoing need for the State to provide direct services, but only as the
“provider of last resort.”” There is little interest in having the State set up a system
of services that would compete with the private sector. Rather, the State’s role needs
to be carefully defined as providing residential services to those whom the private
sector cannot serve at any point in time.

D. State staff employed by the developmental centers are an essential component to
assuring stability, quality, and continuity of services. Planning should incorporate
how to best use these valuable resources.

E. Options for increasing federal financial participation and other funding streams in
funding the cost of developmental services without a corresponding increase in the
cost to the State should be explored. Leveraging of DC property for the sole benefit
of the DD service system is a public policy issue that will continue to be debated. As
programs compete for limited funding resources a determination on the level of
resources to be provided should be decided through the budget process.

F. There is a serious need to strengthen and expand the capacity of the private service
delivery system so that it is better able to meet the needs of persons such as those
who reside in the DCs or who will need DC-type services in the future.

G. Developing high-quality community services should be a priority activity, along
with designing effective methods for monitoring and assuring that quality.

H. Planning must begin with the individual. A comprehensive person-by-person
assessment should be the foundation for determining the array of services and
supports that will be required to meet individuals’ physical, service, support, and
environmental needs.

I. Determining the resources that will be needed in various parts of the State can best
be accomplished on an area or regional basis with the participation of the regional
center(s), the DC, vendors, families, and other stakeholders. Each area should be
evaluated for the services it most needs, including those that potentially could be
provided by State staff.

J. Rather than recommending a single option, the stakeholders agreed that a range of

different options should be developed to meet the varying needs of persons in the
DCs or who have similar needs. They concluded that the State’s basic policy strategy
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should be to balance the consumer-related and system-related criteria that have been
identified.

Future of Developmental Centers in California Plan. On January 13, 2014, the Secretary of the
California Health and Human Services Agency released her “Plan for the Future of Developmental
Centers in California.” The plan was developed pursuant to trailer bill language that required the
Secretary to submit to the Legislature a master plan for the future of DCs by November 15, 2013. The
plan was developed in consultation with a task force comprised of a broad cross-section of system
stakeholders, including individuals with developmental disabilities, family members, regional center
directors, consumer rights advocates, labor representatives, legislative representatives, and DDS staff.

The plan provided six consensus recommendations™® for the task force and the Secretary, as follows:

Recommendation 1: More community style homes/facilities should be developed to
serve individuals with enduring and complex medical needs using existing models of
care.

Recommendation 2: For individuals with challenging behaviors and support needs, the
State should operate at least two acute crisis facilities (like the program at Fairview
Developmental Center), and small transitional facilities. The State should develop a
new “Senate Bill (SB) 962 like”” model that would provide a higher level of behavioral
services. Funding should be made available so that regional centers can expand mobile
crisis response teams, crisis hotlines, day programs, short-term crisis homes, new-
model behavioral homes, and supported living services for those transitioning to their
own homes.

Recommendation 3: For individuals who have been involved in the criminal justice
system, the State should continue to operate the Porterville DC-STP and the
transitional program at Canyon Springs Community Facility. Alternatives to the
Porterville DC-STP should also be explored.

Recommendation 4: The development of a workable health resource center model
should be explored, to address the complex health needs of DC residents who transition
to community homes.

Recommendation 5: The State should enter into public/private partnerships to provide
integrated community services on existing State lands, where appropriate. Also,
consideration should be given to repurposing existing buildings on DC property for
developing service models identified in Recommendations 1 through 4.

Recommendation 6: Another task force should be convened to address how to make the
community system stronger.”

18 plan for the Future of Developmental Centers in California, California Health and Human Services Agency, Task Force
on the Future of Developmental Centers, January 13, 2014.
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The 2014 Budget Act funded several new initiatives to support the vision laid out in the
Secretary’s Plan. These include:

e Crisis Services. A five-bed crisis program was established at both Sonoma and
Fairview Developmental Centers. Funding and authority to develop two community
crisis homes.

e State Staff in the Community Program. Expanded statewide to support both persons
moving from developmental centers and prevent the unnecessary institutionalization or
hospitalization of persons in the community.

e Enhanced Behavioral Support Homes. Authorized up to six homes to serve persons
with significant behavioral challenges.

e Transitional Homes and an Adult Residential Facilities for Persons with Special
Health Care Needs facility for Persons with Behavioral Issues. Funded these
models to support persons who may need transitional or ongoing significant behavioral
support.

e Regional Center Staffing. Provided additional funding to support resources
development, quality assurance, enhanced case management and other support for these
specialized facilities.

Governor Proposes Closure of Remaining Developmental Centers.

In the 2015 May Revision, the Governor proposed to initiate the closure of the remaining three
developmental centers (the proposal would leave open the Secure Treatment Program at Porterville
Developmental Center). Under the Governor’s proposal, it was estimated that Sonoma Developmental
Center would close by the end of 2018; and Fairview Developmental Center and the General
Treatment Program at Porterville Developmental Center would close by 2021. The budget requested
$49.3 million ($46.9 million General Fund) to begin the development of resources necessary to support
Sonoma residents in the community and for other closure-related activities. Specifically, the
Administration requested:

e An additional $1.3 million General Fund and seven positions to be transferred from
developmental centers to headquarters to support transition planning and activities.

e $118,000 for an interagency agreement with the Department of Social Services to provide
dedicated staff to expedite the licensing on new facilities and for an external services contract
for legal consultation on matters of housing acquisition.

e $48 million General Fund for additional community placement plan funding for start-up and
placement costs and enhanced regional center operational activities.
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Finally, the Governor requested budget trailer bill language to require the department to submit to the
Legislature by October 1, 2015, a plan to close one or more developmental centers. The Legislature
amended the proposed language to: (1) require the consideration of utilizing developmental staff for
mobile health and crisis teams; (2) require the department to confer with stakeholders on alternative
uses of the developmental center property post-closure; (3) expand the specific information that must
be provided in the report including a description of stakeholder input including at least one local public
hearing, a description of the unique and specialized services provided by the developmental center and
viability of transferring these services to support persons in the community, a description of resident
characteristics that will determine service needs, estimates on the location and nature of services and
supports that will be needed in the community, a description of how the client rights advocacy services
will be transitioned to the community, a description of how the department will monitor the movement
of residents to the community, and a description of local issues, concerns and recommendations
regarding closure and alternative uses of developmental center property. The Legislature also required
quarterly updates throughout the closure process.

The Governor’s budget also requested authority to modify two of the new models of community
residential services approved in 2014, related to the Secretary’s Report on the Future of Developmental
Centers and reflecting needs associated with proposed closures of the developmental centers:

e Enhanced Behavioral Supports Homes. Removed cap on number of facilities that can be
developed.

e Delayed Egress/Secured Perimeter Homes. Removed requirement that these home be
eligible for federal funding participation.

The 2015 Budget Act included two other components related to the future use of developmental center
properties.

e Community Housing Development at Fairview Developmental Center. After a delay of
eight years, and at the request of the Senate Budget and Fiscal Review Subcommittee No. 3 on
Health and Human Services, the Administration proposed and the Legislature adopted language
that will allow a housing development that will serve the community at-large and persons with
developmental disabilities on the grounds of the developmental center. This is the second such
development at Fairview.

e Secured Treatment Program at Porterville Developmental Center. The Administration
requested, and the Legislature approved, an expansion of secured treatment beds at Porterville.
This program is not included in the proposed closure plans.

Proposed Sonoma Developmental Center Closure

In the 2015 May Revision, the Governor proposed to initiate the closure of the remaining three
developmental centers. The department estimated that 132 homes would need to be acquired or
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renovated to support Sonoma residents in the community. At that time, the department stated that 55
of these were currently under development. Additionally, non-residential services and supports would
need to be developed. The nature of these residential and non-residential services would be driven by
needs identified in individual comprehensive assessments of developmental center residents, individual
program plans, and the choices of consumers and families.

Current law®® requires that, whenever the department proposes a closure of a developmental center,
they submit to the Legislature a detailed closure plan no later than April 1 the year immediately prior
to the fiscal year in which the plan is to be implemented. The 2015-16 Budget Act included trailer bill
language® requiring the department to submit a closure plan for one or more developmental centers by
October 1, 2015, rather than April 1, and expanded the issues to be discussed in the plan. This
requirement also provided six additional months for public and legislative review.

On October 1, 2015, the department submitted a closure plan for Sonoma Developmental Center.?*

At the time of the plan’s release, approximately 405 persons resided at Sonoma. Forty-five percent
lived in a nursing facility residence, and 55 percent lived in an ICF residence. The plan identifies 98
percent of residents as being served by a northern California regional center, with 32 percent being
served by the Regional Center of the East Bay; 25 percent being served by Golden Gate Regional
Center; 21 percent being served by North Bay Regional Center; and, 14 percent being served by Alta
California Regional Center. The remaining eight percent are served by eight additional regional
centers. Sixty-two percent of individuals have resided at the developmental center for more than 30
years; 23 percent for 21 to 30 years; eight percent for 11 to 20 years; and seven percent for less than
ten years. Ninety percent of residents are over the age of 40, with 23 percent aged 65 or older. There
are no children under 18 residing at the facility. About 75 percent of residents have identified family
connections and involvement. Thirty-eight percent are conserved by a family member, and 37 percent
have family representatives. Twelve percent have non-family conservators; nine percent access
advocacy services; and four percent have no identified representatives. Fifty-nine percent of residents
are male. Eighty-six percent are identified as White; six percent identified as Black/African-American;
three percent identified as Hispanic/Latino. Seventy-one percent of residents have profound
intellectual disabilities, and 21 percent have severe intellectual disabilities. Eight percent have been
identified with mild, moderate or other levels of intellectual disabilities. Twenty-nine percent are
identified and have significant mental health issues; 55 percent have epilepsy; 23 percent have autism;
51 percent have cerebral palsy. Sixty-four percent have challenges with ambulation; 81 percent have
vision difficulties; 26 percent have hearing impairment. Twenty-seven percent have significant health
care needs; 22 percent require extensive personal care assistance; 20 percent need significant
behavioral support, and 31 percent require a highly structured environment due to protection and safety
issues.

The plan sets forth several “parameters and principals” to guide its implementation. These are:

19 Welfare and Institutions Code 4474.1
0 Senate Bill 82 (Committee on Budget and Fiscal Review), Chapter 23, Statutes of 2015.
2 plan for the Closure of Sonoma Developmental Center, Department of Developmental Services, October 1, 2015.
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e Meeting the needs of the SDC residents, now, during transition and ongoing through quality
services, and ensuring their health and safety;

e Enabling the active and meaningful participation of the consumers, families, consumer
representatives, advocates, RCs, the Sonoma community and other interested parties
throughout the closure process;

e Being in compliance with federal and State laws, and applicable court decisions;

e Being in compliance with the settlement agreement entered into by various State entities and
CMS that requires the California Parties to address compliance issues at SDC and achieve
appropriate community or other placements for residents of the affected SDC units, so that
federal funding will continue, as specified in the agreement;

e Implementing and being in compliance with the new federal regulations for the Home and
Community-Based Services waiver (HCBW).

e Effectively using State funds and maximizing federal funds for the short-and long-term costs
associated with the delivery of services and the closure of SDC; and

e Implementing this Plan as approved by the Legislature through the legislative budget process,
including any future modifications.

The plan discusses "Lessons Learned” and notes the following observations relative to the Agnews
closure:

e The use of the Community State Staff Program (CSSP) was essential to building support for,
and the effective carrying out of transitions for Agnews residents. However, wage differentials
between state staff and non-state staff working in the community was an issue. Carefully
negotiated rates or reimbursements were suggested as possible ways to enhance the CSSP in
future closures.

e Overnight visits proved to be very helpful for residents with behavioral challenges in order to
feel comfortable with the move.

e The use of Non-Profit Organizations (NPO) in acquisition and development of homes worked
well; families and residents had the opportunity to visit the housing models which helped with
the decision-making of residential options and ease concerns about transition.

e Early planning and a strategy for working with health plans and a payment system are as
important as developing housing arrangements.

e Starting day programs immediately upon the individual arriving at the behavioral/medical
home is important.
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e It would be helpful to have an occupational therapist involved during the planning stages of
remodel or construction projects, as knowledge of the residents’ needs would be beneficial
during the design phase.

e Families were not interviewed as a part of this assessment; however, information shared by
families since the closure indicates that many families are very pleased with their loved ones’
transitions.

According to the plan, relatives to the Lanterman closure made the following observations:

e Many Lanterman families expressed that they are very pleased with their loved ones’ new
homes and described their loved ones as ““very happy.”

e Families conveyed that their loved ones’ physical, medical, emotional, spiritual and social
needs are taken care of in the community and they have built strong, trusting relationships with
staff in the homes.

e Staff in the homes is described as ““caring, consistent,

“tops,” and “quality.”

competent, compassionate,”

e Families like the physical attributes of homes (clean and truly homelike, good adaptations for
people with disabilities, necessary specialized medical equipment is right in the home) and
appreciated that home were built in “nice areas™ or near their homes, enabling more frequent
visits.

e Many families shared instances of personal growth experienced by their loved ones since
moving to the community (speaking for the first time, enhancing their vocabulary, learning new
skills, participating in new activities, reductions of behaviors or outbursts, etc.).

e Also shared was that access to medical care has not been a significant barrier, and in instances
where there were delays, the RC’s were able to effectively address the issue.

e More recently, a letter was received from the Parent Coordinating Council & Friends for
Lanterman urging the Department to suspend placements out of SDC (implement a
“moratorium”) until there is conclusive evidence that ““equal or better”” services and supports
are available in the community.

e Other issues raised by Lanterman families that the Department has taken note of are:

o There may be a need for National Core Indicator (NCI) process improvements to
ensure movers and their families are able to participate;

o0 Funds should be made available now to address community issues experienced by
Lanterman movers and for future movers.
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o0 High staff turnover and low pay continue to be issues in community-based homes;

o Concerns exist about the availability of dental care, especially sedation/general
anesthesia dentistry;

0 Cross-training of community staff should start sooner in closure, so the DC staff who
know residents the best are the ones training their counterparts in the community, not
just the staff left at the end of closure;

o Day program services need to be developed specifically for DC movers, as they present
unique challenges standard day programs may not be able to address;

o Families overwhelmingly felt there should be consistent coordination and approval of
services among all 21 RCs so that the same types of services can be available anywhere
they are needed and easily accessed by families. Different usage of some service types
and varying vendorization and approval processes by RCs have troubled some families
and consumers that moved from Lanterman.

The plan was informed by two formal public hearings held in Sonoma, individual and group meetings
with residents, families, employees, unions, advocates, regional centers, providers, local government
officials, state legislative representatives, and other organizations. A combined 134 witnesses testified
at the two public hearings, and 355 stakeholders provided written testimony. Additionally, the
department has worked with a group of community partners known as the Sonoma Developmental
Center Coalition.

The plan acknowledges:

Overall, input received has noted significant concerns and/or opposition to closure.
However, many have indicated that, as it appears that the closure is going to proceed, a
number of issues must be addressed to ensure the continuity of specialize services and
development of new models of service on the grounds of SDC. The plan further states that
“general sentiment communicated to the department during public hearing and in written
comments, predominantly by families, employees and community partners, is the SCD should
not close entirely, but instead services should be rebuilt and reimagined on SDC’s property
to continue to provide services that will benefit the residents of SDC, all people with
developmental disabilities and the general Sonoma community. Advocates and regional
centers support closure and emphasize the need for individualized program planning,
expansion of community resources, appropriate funding and the inclusion of individuals in
everyday community-based settings.

Transition Planning. The plan describes in some detail the process that will occur, or are occurring,
relative to transitioning individuals from the development center to the community. Each resident has
an ID team consisting of the resident; the legally authorized representative, family and/or advocate;
identified staff from the developmental center and Regional Resource Development Project (RRDP);
one or more regional center representatives, including the regional center case manager; and others
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invited by the resident or his or her authorized representative. This team develops the persons
individual program plan, which builds on the comprehensive assessment completed by the regional
center and which identifies the person’s choices, preferences and types of community-based services
and supports that will be necessary to ensure a successful transition into the community. The ID team
also develops the individualized health transition plan and the specialized behavior and safety plan.

The report describes the process as fluid, flexible, and ongoing. For example, residents, family
members and potential providers engage in “meet and greet” introductions to explore different
residential placement models. Once a residential model is chosen, staff arranges visits to potential
community homes, meetings with proposed vendors, meetings other residents in a home and staff who
work in a home. Cross-training of community providers is provided through in-person visits of
community staff to the developmental center and developmental center staff to the community
location. Once all the transition plan components have been implemented, community-services and
supports have been identified and secured, and the person is ready to move, the ID team holds a
transition review meeting and sets a movement date. This meeting occurs no less than 15 days prior to
the planned move.

Monitoring and Quality Management. The plan calls for the establishment of a Resident Transition
Advisory Group made up of residents and family members, involved regional centers and the
department.  The group will review the existing transition planning process and make
recommendations to the department. Additionally, the department has contracted with H&W
Independent Solutions, an independent external organization to serve as an independent monitor, as
required by the CMS agreement.

The department will develop and maintain a detailed quality management plan for SDC that will be
utilized throughout the closure process. Building on the existing statewide Quality Management
System (QMS) and regional center quality management processes, the department is developing a
specific Sonoma QMS to monitor consumers’ quality outcomes and satisfaction and identify areas that
need improvement. Additionally, the report commits the department to an annual family and consumer
satisfaction survey through the National Core Indicators project.

The report recognizes that, due to the early departure of knowledgeable staff during previous closures,
significant effort was required on the part of the department to stabilize the care and services during
the final months of closure. The plan commits the department to providing diligent monitoring and
management of staffing levels to ensure the needs of the residents at Somona are met.

Following movement to the community, enhanced face-to-face visits from RRDP staff, in coordination
with the regional center, will occur at intervals of five days, 30 days, 90 days, six months, and 12
months.  Additional visits, assistance with follow-up activities, or guidance occur as necessary.
Additionally, individuals will receive enhanced regional center case management for at least two years
following their move.

ID teams will identify any known or anticipated issues, or challenges, the consumer could experience
in their new setting; and, where indicated, will develop a contingency plan of actions that may be
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necessary. As needed, additional resources, services and supports may be provided by the regional
center or developmental center.

Finally, while Sonoma remains open, and under defined circumstances, persons may return to the
developmental center for up to one year following provisional placement in the community.

State-Funded Advocacy Services. Existing law?* requires the department to contract for client rights
advocacy services for persons living in the community and in developmental centers. DDS contracts
with the State Council on Developmental Services to provide advocacy services for persons living in
developmental centers through the VVolunteer Advocacy Services (VAS) program. The VAS program
is implemented through an interagency contract with the State Council on Developmental Disabilities,
and is designed to provide advocacy services to persons living in a developmental center and who have
no legally appointed representative to assist them, or may assist legally appointed representatives. The
department contracts with the Disability Rights California Office of Clients’ Rights Advocacy (OCRA)
to provide advocacy services to persons in the community. When a person moves from the
developmental center to the community, the OCRA assumes the provision of advocacy services. State
law? also requires that OCRA be provided with copies of each developmental center resident’s
comprehensive assessment or update and allows OCRA to participate in IPP meetings unless the
consumer objects. This is intended to allow OCRA to become familiar with the individual prior to
their move to the community. Once Sonoma has closed, the plan states that the department will work
to transition the services to the community.

Community Resource Development. According to the plan, the department works with regional
centers to determine the type and location of services and supports that must be developed for persons
moving from Sonoma, based on the comprehensive assessments and individual program plans. In
addition to the use of existing community living options, such as adult family homes and family
teaching homes, intermediate care facilities, and adult residential facilities, the plan describes a focus
on the development of additional models to meet the unique and specialized needs of individuals.
These include:

e Adult Residential Facilities for Persons with Special Health Care Needs (ARFPSHCN)
e Enhanced Behavioral Supports Homes

e Community Crisis Homes

e Delayed Egress and Delayed Egress/Secured Perimeter Homes

e Supported Living Services

e Self-Determination Program

22 \Welfare and Institutions Code 4433 (b)(1)
2 \Welfare and Institutions Code 4418.25
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Access to Health and Medical Services. According to the plan, all Sonoma residents are Medi-Cal
eligible; 91 percent are dually covered by Medicare; and a small percent have additional private
insurance. Medi-Cal and Medicare coverage will provide residents with access to existing health
services in the community. The plan commits to working collaboratively with regional centers,
DHCS, and health plans to assess and ensure the availability of needed health, dental and behavioral
services in the community. Where gaps are identified, DDS will work with regional centers and the
health care communities to ensure resources are available. Consumers will receive comprehensive
case management which will include coordination and oversight of their individualized health services.

The plan proposes, as was the case at Agnews and Lanterman, to operate the existing health resource
center/clinic to provide medical, dental, and behavioral services at the developmental center to current
and former residents, until such time as the property is no longer under DDS control.

Additionally, the plan states that the department is assessing needs and availability of staff and
resources; options for operation as a federally-qualified health center (FQHC) in partnership with
Sonoma County or other partner organization, and reviewing the potential for educational partners and,
if there are opportunities, to create a “teaching” center/clinic.

Sonoma Developmental Center Employees. As of August 2015, there were 1,365 employees at
Sonoma: 88 percent of which were full-time, five percent part-time, and seven percent intermittent,
temporary or limited-term. Forty-one percent have worked at the developmental center for ten or less
years; 40 percent for 11 to 20 years; and 19 percent for over 20 years. 63 percent of the workforce are
women, 40 percent are Caucasian; 36 percent Filipino; seven percent African-American; five percent
Asian. Forty-five percent of the workforce lives in Sonoma County; 31 percent in Solano County;
seven percent in Napa County; 5 percent in Contra Costa County; and between two and three percent
each in Alameda, Marin and Sacramento counties. Forty-eight percent of the employees are direct care
nursing staff; eight percent are level-of-care professional staff; and 44 percent are non-level-of-care
and administrative support staff.

The developmental center provides a number of staff who perform specialized services including:
e Customized positioning equipment and shoes by the adaptive technology staff.

e Specialized dentistry utilizing sedation by dentists experienced in working with persons with
developmental disabilities.

e Specialized health clinics that address the medical complexities and the complications that may
be associated with some persons with developmental disabilities.

e Acute behavior stabilization.
e Water treatment professionals.

As noted earlier, retention of necessary and experienced staff during the closure process has been
challenging in previous closures. The plan notes that the department is exploring various strategies
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including retention bonuses, state service credit opportunities, and the ability to guarantee positions or
specialized training for employees that stay through the end of closure. The report notes that these
types of employee benefits may require legislative authority and may be subject to collective
bargaining.

The department has conducted several employee forums and has met with union representatives. The
report itemizes various strategies the unions have asked the department to explore and additional
suggestions made by employees through the stakeholder process.

As in previous closures, the plan commits the department to establishing an employee career center,
working with other state departments and county agencies to identify potential job opportunities. The
plan notes that job opportunities will be available at other developmental centers in Costa Mesa,
Porterville, or at Canyon Springs Community Facility in the Palm Desert. However, proposed
additional closures limit these options. The plan commits the department to partnering with regional
centers in providing information to employees about private sector jobs in the developmental
disabilities community system. The plan notes that it is expected a number of developmental center
staff, especially those in non-nursing positions, will find opportunities in other state departments
through the use of surplus status and state restriction of appointments processes, which provide hiring
priority status for eligible staff.

State Staff in the Community Program (CSSP). Senate Bill 856 (Committee on Budget and Fiscal
Review), Chapter 30, Statutes of 2014, expanded the CSSP statewide to support any consumer moving
from a developmental center or to deflect such a placement. State employees work through contracts
established between DDS and a regional center or community provider. Employees maintain their
salary and benefits and the department is reimbursed by the regional center or provider. The
department has entered into agreements with the California Association of Psychiatric Technicians
(CAPT) and the Service Employees International Union (SEIU) to address the employee selection
process, the provision of ongoing supervision, and employee rights and representation issues. Despite
the current availability of training resources and information for this program, the plan development
stakeholder process identified additional need for more. The plan commits the department to
developing, refining and increasing training and information resources, assessing the possibility of rate
exemptions, and processing enhancements that could assist in providing vendor participation in the
program.

The following chart shows the progression of the program for previous Agnews and Lanterman
developmental center employees, measured in March of each year and in December 2015. To date, no
other employees have entered the program.

2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 fz\/cl)igCh ?;fgmber
Agnews 1 3 9 35 109 | 89 78 62 28 20 19 15
Lanterman 0 0 10 12 7
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Developmental Center Land and Buildings

Sonoma Developmental Center is located on approximately 900 acres near Glen Ellen in Sonoma
County. The campus has substantial open space, including: a lake, a residential campground, a
store/cafeteria, a post office, a petting farm, sports fields, swimming pools, an equestrian program, and
picnic areas. There are approximately 140 structures with approximately 1.3 million square feet of
facility space. In 1997, Senate Bill 1418 (Thompson), Chapter 1144, Statutes of 1996, required that an
approximate 300-acre conservation easement be conveyed to the Sonoma County Agriculture and
Open Space District covering lands above the 1,100 foot elevation level of the upper watershed
property on the western boundary of the center. In 2002, this parcel was transferred to the California
Department of Parks and Recreation and is now a part of Jack London State Park. In 2007, 41
additional acres located on the property’s eastern boundary adjacent to Highway 12 were transferred to
Sonoma County Regional Parks.

The state currently has five active leases utilizing space on the developmental center grounds. These
are: Challenge Sonoma Ropes Course, Sonoma Ecology Center, Horizon Tower, Eldridge
Store/Department of Rehabilitation, and the United States Postal Service. All the leases extend
between 2015 and 2036 with short-term cancellation notices that can be exercised by either party.

Infrastructure and Environmental Issues. The report offers various descriptions of the condition of the
center’s infrastructure. These include:

e Vanir Construction Management, Inc. Study, 1998. Vanir conducted a system-wide planning
and condition assessment, including: land, infrastructure, seismic, and facilities assessments.
The report concluded that Sonoma’s physical and functional condition, like the other
developmental centers, was significantly inadequate to address the then-current codes required
to be structurally viable in the long term. The most significant findings in the Vanir study
related to kitchen and food service deficiencies, which remain largely unaddressed today.

e Fire and Life Safety and Residential Deficiencies. Sonoma operates under a large number of
waivers, granted in the late 1970s and early 1980s, for variances to the 1967 building-and-life-
safety codes. Most of these waivers relate to the lack of required windows, exits and corridors;
problems with corridor and door widths for evacuation; and problems with heating, ventilation
and air conditioning systems.

e Seismic Safety Deficits. DGS evaluated the developmental center for seismic risk in 1994. On
a scale of Level | (least risk) to Level VII (highest risk), no buildings were rated Level | or Il;
23 buildings were rated Level Ill; one building was rated Level 1V; 13 buildings were rated
Level V; eight buildings were rated Level VI, and one building was rated Level VII. Seventy-
two buildings have not had a risk level assignment.

e Americans with Disabilities Act (ADA) Compliance. In 2001, the department contracted with
an independent entity to conduct an ADA compliance review and make recommendations to
address identified access issues. The plan states that although some repairs have been
completed, major work remains.
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e Residential and Programmatic Space. The plan identifies the following deficiencies in these
living and program areas:

o Congested bedrooms limit space for care, storage and do not meet requirements for size
and privacy.

o Insufficient electrical outlets, lighting, and inadequate voice/data outlets in nurse
stations; medical units lack call systems and adequate space for mobility and medical
equipment and supplies.

o0 Bathing areas are too small for staff to easily maneuver and transfer consumers and
allow for storage of individual grooming and hygiene supplies.

0 Space for separate and simultaneous consumer activities in unavailable in living units.
e Property Assessment Study, 2012. DGS conducted an infrastructure study to review sewer,

water, gas, electrical and storm drainage systems. This study found deficiencies in all of these
systems.

e Special Repairs. The plan notes that approximately $4.5 million has been expended on special
repairs over the past five years, including repairs to plumbing systems, roof replacements, fire
alarm system replacement, and renovation to living areas. The plan notes, that even with a
pending closure, there are immediate issues related to the electrical system that could affect the
health and safety of residents and staff during the closure process, if not addressed.

e Environmental Conditions. An environmental site assessment, which identifies potential
environmental concerns, such as the presence of hazardous materials and potential
contamination sources, has not been completed, but is planned as part of the closure process.

Additional and update assessments will be necessary to inform future use decisions. DGS has
indicated that once funded, it will take approximately six months to contract with outside consultant(s)
for the assessments and up to 24 to 30 months to complete the assessments.

Usual Process for Disposing of Surplus State Land. Typically, departments notify the DGS when they
have deemed a property to be excess. If DGS determines that there is another state use for the
property, it may transfer jurisdiction of that property to another department, with the concurrence of
the Department of Finance. If there is no other state use, the property is included in the annual omnibus
surplus land bill which must be approved by the Legislature before listed properties may be disposed.
Once a surplus property is approved for disposal, local government agencies and affordable housing
sponsors have ninety days to notify DGS of their interest in the property. Local agencies may acquire
surplus property at fair market prices for local government-owned facilities or affordable housing or
may pay less than fair market value for open space or parks. If there is no local government interest in
the property, affordable housing sponsors may acquire the property for housing developments for low
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or moderate income families at less than fair market, under specified conditions. Property not acquired
by a local government or affordable housing sponsor is sold on the open market pursuant to a public
bidding process.

DGS uses an enhanced process for disposing of surplus property of particular value. This process
provides more enriched assessments of the property, marketing strategies, negotiation strategies, and
other components. The Asset Enhancement program was used for the sale of the east and west
campuses of Agnews Developmental Center and the portion of Fairview Developmental center utilized
for the Harbor Village housing project.

Sonoma Developmental Center Land Options. In its closure plan, the department states that ““it is not
the intention of the state to declare SDC property as surplus, but instead to work with the community
to identity how the property can best be utilized.” Local stakeholders have formed the Sonoma
Developmental Center Coalition, which includes: the County of Sonoma, the Sonoma County
Agricultural Preservation and Open Space, the Sonoma County Water Agency, the Parent Hospital
Association, the Sonoma County Land Trust, and the Sonoma Ecology Center. These stakeholders
seek to be partners in the discussion about the future of the developmental center property, should the
facility close, and have been exploring options for alternative uses that would support persons with
developmental disabilities and the broader Sonoma County community.

Status of Closure Activities. The 2015 Budget Act includes $49.3 million ($46.9 million General
Fund) to begin development of community resources to support the transition of Sonoma residents.
The following chart shows the current status of start-up activities, for the period of July 1, 2015
through December 31, 2015.
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SONOMA DEVELOPMENTAL CENTER (SDC)
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Proposed Fairview and Porterville Developmental Center Closures. On November 30, 2015, the
department announced its intent to submit a closure plan for Fairview Developmental Center and the
general treatment program at Porterville Developmental Center by April 1, 2016. The department has
begun the closure plan development process for each center, holding a public hearing at Porterville
Developmental Center on January 30, 2016, with approximately 88 people in attendance; and at
Fairview Developmental Center on February 6, 2016, with approximates 178 people in attendance.

The following chart shows the status of transition planning for all developmental center residents, as of
December 31, 2015.

Current Of the Those who | Those who have had | Percent (%)
Pop current have had a TPM, and who with transition
(does not | population, initial have an identified activity
include number activity | placement/scheduled
crisis who have and a move date
homes) had initial | Transition
activity Planning
(e.g., Meet | Meeting
& Greet) (TPM)
only
CS-ICF 49 7 1 27%
CS-Grand Total 49 7 1 27%
FDC-NF 101 13 7 0 20%
FDC-ICE 143 34 6 2 29%
FDC-Grand Total 244 47 13 2 25%
PDC-NF 51 0 2 0 4%
PBE.ICE 121 3 4 13%
PDC-STP 191 5 8 0 6%
PDC-Grand Total 363 8 17 4 8%
SDC-NF 159 0 1 3 3%
SDC-ICE 206 4 0 1 2%
SDC-Grand Total 365 4 1 4 2%
ALL-NF 311 13 10 3 8%
ALL-ICF 519 48 20 8 15%
STP 191 3 8 0 6%
ALL-Grand Total 1021 64 38 11 11%
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0530 CALIFORNIA OFFICE OF HEALTH INFORMATION INTEGRITY (CALOHII)

Issue 1: Restructure the California Office of Health Information Integrity

Budget Issue. CalOHII requests a reduction of five positions and operating expenses for a net
reduction of $1.4 million ($1.3 million General Fund). Based on a zero base budget analysis, CalOHII
requests to reduce its staffing and amend its statutory obligations. CalOHII will continue to serve as
the state’s authority on the Health Insurance Portability and Accountability Act (HIPAA) matters, but
will reduce the scope of its activities to updating statewide HIPAA policy and monitoring progress of
HIPAA impacted and covered departments.

The Administration also proposes trailer bill language to implement these changes.

Background. The Health Insurance Portability and Accountability Act (HIPAA) of 2001, established
CalOHII and specified the office’s responsibilities and authority, including:

e Statewide leadership, coordination, policy formulation, direction, and oversight responsibilities
for HIPAA implementation by impacted state departments;

e Authority relative to state entities to establish policy, provide direction to state entities, monitor
progress, and report on HIPAA implementation efforts; and,

e Responsibility for determining which provisions of state law concerning personal health
information are preempted by HIPAA for state agencies.

The federal government continues to update existing HIPAA regulations periodically. The federal
government utilizes HIPAA to govern the privacy and security requirements associated with its efforts
to promote nationwide adoption of health information technology (HIT) and promote health
information exchange (HIE). Because HIT and HIE are in the early stages of implementation, it is
expected the federal government will be issuing and modifying HIPAA rules for years to come.

CalOHII is responsible for planning, policy articulation, education, monitoring, tracking, and
evaluation of HIPAA implementation as a whole. Successful implementation requires close
coordination and communication between CalOHII and HIPAA-impacted departments. CalOHII
interprets HIPAA for all HIPAA-impacted entities and works with individual departments to ensure
that HIPAA is implemented uniformly across the departments.

According to the Administration, now that CalOHII and the other HIPAA-impacted departments have
established HIPAA programs, the purpose of CalOHII’s activities has shifted to a “maintenance and
operation” mode. Consequently, a review of the positions, funding, and workload revealed that
CalOHII activities can focus on monitoring of departments and periodic updates to statewide HIPAA
policy, thereby, allowing for a reduction in positions and operating expenses.

Subcommittee Staff Comment and Recommendation—Hold Open.

Questions. The Subcommittee has requested CalOHII to respond to the following:
1. Please provide an overview of this issue.

2. Please describe why the Administration feels confident that the state will remain HIPAA
compliant given the proposed reduction in staff and operating expenses.

Senate Committee on Budget and Fiscal Review 3
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0530 OFFICE OF THE PATIENT ADVOCATE

Issue 1: Complaint Data Reporting Project

Oversight Issue. The Office of Patient Advocate (OPA) is responsible for collecting, analyzing, and
reporting complaint data from the Department of Managed Health Care (DMHC), Department of
Insurance (CDI), Department of Health Care Services (DHCS), and Covered California. The first
complaint data report was due to the Legislature on July 1, 2015. This report has not yet been finalized
or made public.

Background. SB 857 (Committee on Budget and Fiscal Review), Chapter 31, Statues of 2014 revised
the responsibilities of OPA to: (1) clarify that OPA is not the primary source of direct assistance to
consumers; (2) clarify OPA’s responsibilities to track, analyze, and produce reports with data collected
from calls, about problems and complaints by, and questions from, consumers about health care
coverage received by health consumer call centers and helplines operated by other departments,
regulators or governmental entities; (3) require OPA to make recommendations for the standardization
of reporting on complaints, grievances, questions, and requests for assistance; and (4) require OPA to
develop model protocols, in consultation with each call center, consumer advocates and other
stakeholders that may be used by call centers for responding to and referring calls that are outside the
jurisdiction of the call center or regulator.

SB 857 requires OPA to collect, analyze, and report complaint data from the Department of Managed
Health Care (DMHC), Department of Insurance (CDI), Department of Health Care Services (DHCS),
and Covered California. OPA requests to convert the limited-term position previously approved by the
Legislature to a permanent position to support this workload.

Subcommittee Staff Comment and Recommendation—Hold Open. At the request of the Brown
Administration, the requirement that OPA be a single point of entry for consumer assistance and
inquiries with its own 1-800 number for all health care consumer entries was repealed. This was based
on the assertion that existing consumer assistance help lines such as the Department of Managed
Health Care and the Department of Health Care Services’ Managed Care Ombudsman Program were
more than adequate and another line would be redundant. In exchange, the OPA responsibilities as an
oversight agency were expanded. As part of this agreement, OPA was required to conduct this
complaint data report as a baseline in order to make recommendations for improvements and
uniformity among systems; and for the legislature, the public, and advocates to have a more robust
picture of the adequacy of existing help lines. The fact that the report is more than six months overdue
is a major breach of this agreement. It is also makes it impossible to accomplish the intended purpose
of the legislation (i.e., assess adequacy of the help lines and make improvements).

It is recommended to hold this item open to explore potential remedies or sanctions if the report is not
immediately forthcoming.

Questions. The Subcommittee has requested OPA to respond to the following:

1. Please provide an update on the status of the complaint data report due July 1, 2015. When do
you expect finalizing and releasing the report?
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2. What lessons did OPA learn in developing the report that will improve the process for future
years?

Senate Committee on Budget and Fiscal Review 5
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0530 OFFICE OF SYSTEMS INTEGRATION (OSI)

| Issue 1: MEDS Modernization Multi-Departmental Planning Team \

Budget Issue. OSI requests 18.0 positions and $3.7 million to provide dedicated staffing and resources
required for the agency-wide planning effort for Medi-Cal Eligibility Data System (MEDS)
Modernization. See table below for details on the funding components of this request.

MEDS FY 2016-17 BCP Request Department

Line ltems PYs (Total Project DHCS 0Osl CDSS
Total Staffing (includes Staff OE&E) 18.0| $2,567,021| $2,542,021| $1,961,021| $249,000

Core Planning Staff
(10.0 PY, 1.0 Redirected, 1.0 DHCS Transfer)

10.0| $1,587,346 $1,587,346| $1,587,346 $0

Program/Stakeholder Staff 6.0 $745.448|  $720.448|  $139.448| $249.000

(6.0 PY)
DHCS (3.0 PY) $357.000 $357.000 $0 $0
CDSS (2.0 PY) $249,000 $224,000 $0| $249,000
0sl (1.0 PY) $139,448 $139,448 $139,448 $0
ggﬁ%ﬂmmmrmwe Services 2.0 $234,227|  $234,227|  $234,227 $0
Total Other OE&E $1,172,787| $1,172,787 $597,000 $0
Indirect Administrative Services $575,787 $575,787 $0 $0
Facilities $597,000 $597,000 $597,000 $0
Subtotal (BCP Requests) $3,714,808 %| $2,558,021| $249,000
Consultant Contracts $2,914,665( $2,914,665( $2,914,665 $0
Subtotal (DHCS Local Assistance) $2,914,665 $2,914,665| $2,914,665 $0
Total Project Costs 18.0| $6,654,473 '| $6,629,473|$5,472,686 | $249,000 *

' Total Project Funding of $6,654,473 for FY2016-17 consists of $6,629,473 (DHCS Total = BCP & L.A.) and $25,000 (CDSS 10% GF)
2 BCP amount requested for DHCS.

* BCP amount requested for OSI. Expenditure Authority only.

*BCP amount requested for CDSS. (10% GF and 90% Reimbursement from DHCS.)

According to OSI, the requested positions include a variety of project management (PM), technical and
program resources necessary to ensure that the modernized system is designed not only to be
technically sound, but to best facilitate a health and human services system that can most effectively
meet the needs of the client. These positions would be used to support the the planning phase, which
consists of:

e Establishing formal Project Steering and Executive Steering Committees (governance)

¢ Initiating and managing stakeholder engagement

e Developing all required PM plans and associated artifacts

e Completing documentation of the current business and technical environment
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e Conducting organizational readiness assessments

e Assessing readiness gaps and developing a mitigation plan

e Developing high-level business and technical requirements
e Assessing alternatives for future state business processes

e Conducting market research

e Assessment of viable alternatives for system modernization

Background. DHCS is the single state agency responsible for the administration of California’s
Medicaid Program known as Medi-Cal, which provides health care services to more than 12 million
beneficiaries. Since 1983 DHCS has maintained the current MEDS system to support key
programmatic functions both internally and externally for its critical partners. Today the system is used
for a variety of eligibility, enrollment and reporting functions specific to Californians receiving Medi-
Cal benefits. MEDS and its related subsystems have been designed over many years to capture client
information from a variety of different sources. Key stakeholders that manage the beneficiary
eligibility data include the three consortia (LEADER, C-1V, and CalWIN) representing all 58 counties,
state and federal partners, and Covered California.

MEDS also serves as the “system of record” and houses eligibility information for numerous publicly
subsidized health care and human services programs. Programs managed within the DHCS leveraging
the system include Every Woman Counts, Child Health and Disability Prevention, Breast and Cervical
Cancer Treatment, Family Planning Access Care and Treatment, and Cancer Detection. Programs
managed within the California Department of Social Services leveraging the system include California
Work Opportunity and Responsibility to Kids (CalWORKS), CalFresh (Supplemental Nutritional
Assistance Program), Cash Aid Program for Immigrants, In-Home Supportive Services (IHSS) and
Refugee Cash Assistance. In addition to the state managed programs, multiple programs at the local
level also leverage the system such as the County Medical Services Program (CMSP), County Welfare
and Tribal Temporary Assistance for Needy Families. MEDS data is also used in a wide variety of
administrative functions and purposes such as accounting, reporting, and legislation and budget
development and research. Access to the MEDS database is currently provided to over 35,000 distinct
end-users in the administration of the state’s health and human services programs.

According to OSI, supporting this mission-critical system on outdated technology, with a declining
workforce of those skilled in the technology, has created significant risk to the DHCS and its critical
partners. In addition, federal rules have been released that require states to modernize their eligibility
determination systems to meet the standards of the Medicaid Information Technology Architecture
(MITA) in order to maintain enhanced federal financial participation (FFP).

Senate Committee on Budget and Fiscal Review 7
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On July 1, 2015, the California Department of Technology (CDT) implemented a Stage/Gate Model
for IT project approval process that consists of four stages and gates. Each stage requires specific
deliverables and approvals prior to moving into the next stage. The four stages take a project from
concept through contract award which ultimately results in formal project approval. According to OSI,
this approach to planning for MEDS Modernization addresses the following issues surrounding this
large and complex IT project:

e Enterprise Approach and Stakeholder Involvement: Ensures that common business needs are
addressed in a consistent and collaborative manner. Supports full inclusion and collaborative
decision making on informed investment decisions through a formal governance body. Prevents
a siloed approach that results from stakeholders operating independently and duplicating efforts
in a parallel manner. Lack of critical partners early in project planning is regularly identified as
a key reason for large IT project delays, cost overruns, and even failure. Identifying the
program and business needs up-front, and designing the IT system to meet those needs is
widely considered best practice, but requires an up-front dedication of resources from all
partners to ensure that planning is done properly. This request is specifically intended to meet
that critical need.

e Project Approval Life Cycle: Ensures experienced PM and leadership is provided to all
participating departments throughout the stage/gates of the new project approval life cycle.
Given the newness of the stage/gate process, having experienced, dedicated PM to guide the
project through will be critical to maintaining the schedule and subsequently best positioning
the project best for control agency support and approval.

e Federal Funding Availability: Through leveraging enhanced FFP, departments will benefit
from federal funds available which minimizes the impact on the General Fund.

e Sustaining enhanced FFP: Proper planning and implementation of MEDS Modernization will
ensure that future MEDS maintenance and operations costs will continue to be reimbursed at
the enhanced FFP of 75% federal and 25% state, as the state will comply with MITA standards.

Subcommittee Staff Comment and Recommendation—Hold Open.

Questions. The Subcommittee has requested OSI to respond to the following:

1. Please provide an overview of this issue.

Senate Committee on Budget and Fiscal Review 8
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Issue 2: eWIC Management Information System Project

Budget Issue. OSI requests $4.1 million in expenditure authority and 19.5 permanent positions for the
new Women, Infants and Children (WIC) Management Information Systems (eWIC MIS) project. The
California Department of Public Health (DPH), as the single State entity responsible for the federally-
funded WIC Program, is proposing to contract with the OSI to assume management of the eWIC MIS
Project including completing the system acquisition and managing the project through successful
completion of statewide implementation. DPH will fund the project with 100 percent federal funding
and has submitting a separate BCP to request the necessary appropriation authority.

In addition, because completion of the eWIC MIS project is a critical component of meeting the
federal mandate for California to issue WIC food benefits via Electronic Benefit Transfer (EBT) by
October 1, 2020, DPH intends to redirect some existing positions and funding to OSI in the current
year to begin its work.

Background. The United States Department of Agriculture’s Special Supplemental Nutrition Program
for WIC is a federally-funded nutrition education and supplemental food program established in 1972
under Public Law 92-433. DPH administers the WIC Program in California, contracting with 84 local
agencies throughout California (in all 58 counties) to provide WIC services at over 650 sites, with
approximately 1.4 million participants served on a monthly basis.

The federal Healthy, Hunger-Free Kids Act of 2010 requires all states to migrate from a WIC paper-
based food benefits delivery system to an EBT system by 2020. Without an EBT system automating
WIC benefits by October 1, 2020, California will not be in compliance with federal law, which may
jeopardize millions of dollars in federal funding for the California WIC Program. DPH performed a
detailed analysis that revealed the current WIC MIS was outdated and not EBT-compliant; therefore,
DPH received both federal and state approvals to begin the procurement to solicit bids and contract for
the services of a design, development, and implementation systems integrator. DPH also contracted
with the OSI (via an interagency agreement) to leverage the new California EBT Services Contract to
automate the issuance of WIC food benefits via the California EBT system.

The new eWIC MIS must be fully operational in California before WIC food benefits can be issued via
EBT. In its June 2015 eWIC MIS Project Status Report, the California Department of Technology
(CDT) gave the project an overall rating of “Yellow” (which indicates a project is slipping). This
report also identified other possible delays that will likely cause the project to slip even further behind
schedule. With the approaching federal deadline of October 1, 2020, DPH decided to leverage OSI’s
experience and have OSI manage the project. This would include the OSI assuming responsibility for
completing the procurement; entering into a contract with the successful system integrator; managing
design, development, testing, pilot, and statewide implementation activities; being responsible for
contract and financial management; and providing other needed services.

Subcommittee Staff Comment and Recommendation—Hold Open.

Questions. The Subcommittee has requested OSI to respond to the following:

1. Please provide an overview of this issue.
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4265 DEPARTMENT OF PuBLIC HEALTH

| Issue 1: Overview

The Department of Public Health (DPH) delivers a broad range of public health programs. Some of
these programs complement and support the activities of local health agencies in controlling
environmental hazards, preventing and controlling disease, and providing health services to
populations who have special needs. Others are solely state-operated programs, such as those that
license health care facilities.

According to the DPH, their goals include the following:

Achieve health equities and eliminate health disparities.

Eliminate preventable disease, disability, injury, and premature death.

Promote social and physical environments that support good health for all.

Prepare for, respond to, and recover from emerging public health threats and emergencies.
Improve the quality of the workforce and workplace.

AN N NANAN

The department comprises seven major program areas. See below for a description of these
programmatic areas:

(1) Center for Chronic Disease Prevention and Health Promotion — This center works to
prevent and control chronic diseases, such as cancer, cardiovascular diseases, asthma, adverse
pregnancy outcomes, and diabetes; to reduce the prevalence of obesity; to provide training
programs for the public health workforce; to prevent and control injuries, violence, deaths, and
diseases related to behavioral, environmental, and occupational factors; to promote and support
safe and healthy environments in all communities and workplaces; and to prevent and treat
problem gambling.

(2) Center for Environmental Health — This center works to protect and improve the health of all
California residents by ensuring the safety of drinking water, food, drugs, and medical devices;
conducting environmental management programs; and overseeing the use of radiation through
investigation, inspection, laboratory testing, and regulatory activities.

(3) Center for Family Health — This center works to improve health outcomes and reduce
disparities in access to health care for low-income families, including women of reproductive
age, pregnant and breastfeeding women, and infants, children, and adolescents and their
families.

(4) Center for Health Care Quality — This center regulates the quality of care in approximately
8,000 public and private health facilities, clinics, and agencies throughout the state; licenses
nursing home administrators, and certifies nurse assistants, home health aids, hemodialysis
technicians, and other direct care staff.

(5) Center for Infectious Disease — This center works to prevent and control infectious diseases,
such as HIV/AIDS, viral hepatitis, influenza and other vaccine preventable illnesses,
tuberculosis, emerging infections, and foodborne illnesses.

Senate Committee on Budget and Fiscal Review 10



Subcommittee No. 3 March 3, 2016

(6) Center for Health Statistics and Informatics — This center works to improve public health by
developing data systems and facilitating the collection, validation, analysis, and dissemination
of health information.

(7) Public Health Emergency Preparedness — This program coordinates preparedness and
response activities for all public health emergencies, including natural disasters, acts of
terrorism, and pandemic diseases. The program plans and supports surge capacity in the
medical care and public health systems to meet the needs during emergencies. The program
also administers federal and state funds the support DPH emergency preparedness activities.

Summary of Funding for the Department of Public Health. The budget proposes expenditures of
about $3 million ($130 million General Fund) for the DPH as noted in the Table below and 3452
positions. Most of the funding for the programs administered by the DPH comes from a variety of
federal funds, including grants and subventions for specified areas (such as emergency preparedness,
and Ryan White CARE Act funds). Many programs are also funded through the collection of fees for
specified functions, such as for health facility licensing and certification activities. Several programs
are funded through multiple sources, including General Fund support, federal funds, and fee
collections.

Table: DPH Budget Overview

Fund Source 2014-15 2015-16 2016-17 BY to CY
Actual Revised Proposed Change

General Fund $117,688,000 | $129,352,000 $130,170,000 $818,000
Federal Trust Fund $1,594,040,000 | $1,755,820,000 | $1,685,024,000 | ($70,796,000)
Special Funds & $1,004,560,000 | $1,090,276,000 | $1,148,356,000 | $58,080,000
Reimbursements

Total Expenditures $2,716,288,000 | $2,975,448,000 | $2,963,550,000 | ($11,898,000)
Positions 3271.1 3377.1 3452.2 75.1
Subcommittee Staff Comment. This is an informational item.
Questions. The Subcommittee has requested DPH to respond to the following:

1. Please provide a brief overview of DPH’s programs and budget.
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Issue 2: Oral Health Program

Oversight Issue. The 2014 budget included $474,000 ($250,000 General Fund and $224,000 in
reimbursements, federal funds from the Department of Health Care Services) to establish a State
Dental Director, add an epidemiologist, and provide related consulting services to re-establish a
statewide oral health program. DPH proposed to develop a Dental Burden of Disease (Burden) report
which would help identify dental health issues, disease burden, facts and figures of dental disease, and
capacity to address the burden. The Burden report would be the foundation for the development of the
State Dental Plan (Plan). The Plan would serve as the roadmap for California’s short-term,
intermediate, and long-term priorities, goals, and objectives to address dental disease burden and
prevention. At the time, DPH proposed the following implementation timeline:

e By October 2014, establish DPH’s Dental Team (State Dental Director, epidemiologist, and
develop and execute consulting contracts).

e By December 2014, establish an Advisory Committee and Coalition.
e By December 2014, establish the Dental Program Website.

e By March 2015, publish the Dental Burden of Disease Report.

By June 2015, publish the State Dental Plan.

This timeline and these activities to re-establish and reinvigorate the DPH’s efforts on oral health have
been delayed due to difficulties in hiring a State Dental Director. Almost a year later than originally
proposed, on August 3, 2015, Dr. Jay Kumar was appointed as the State Dental Director. The delayed
appointment of a State Dental Director deferred completion of the Dental Burden of Disease Report
and the State Dental Plan. These documents are expected to be finalized almost a year from which
originally proposed. An updated timeline is provided on the next page.
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California Oral Health Program Timeline, as of February 9, 2016

Status as of

Status as of

Obijectives and Activities 4/14/15 219/16
Program Leadership Establish Dental Leadership Team: July 2015
1.1.a Recruit, hire and orient Dental Director 1/31/15 Completed
8/3/15
1.1.b Recruit, hire and orient Epidemiologist Completed Completed
1.1.2 Develop and execute two contracts (Cal EIS Fellow, California State University Completed Completed
1.1.3 Orient Cal EIS Fellow Completed Completed
1.1.4 Oversee administrative and fiscal activities Ongoing Ongoing
Partnerships and Coalition Establish Advisory Committee & Coalition: Sep. 2015
2.1.1 Convene Dental Program Advisory Committee Completed
6/30/15 8/27/15
2.1.2 Participate in Chro_nic Disease_Branch Communications, Health Care Ongoing Ongoing
Systems/Community Prevention Workgroups
2.1.3 Eiarittlj(;ﬁ?ctﬁolgycr\l/(loonrllfg[r)olzgise Branch Evaluation, Surveillance and Ongoing Ongoing
2.1.4 Convene first Coalition Meeting Completed
9/30/15 1/28/16
2.1.5 Convene an ongoing Coalition Workgroup to develop the State Dental Plan 9/30/15 Ongoing
2.1.6 Convene second Coalition Meeting 2/29/16 05/30/16
2.1.7 Develop and implement a Dental Program Communications Strategy Completed Will be updated
9/30/15 8/01/16
Capacity Assessment & Dental Program Website Establish Website: June 2011
3.1.1 Assess qurrent resources a_lnd _strategies in dental policy, care systems, community Ongoing Ongoing
prevention and communications
3.1.2 Assess current resources and strategies in dental surveillance/epidemiology Completed Completed
3.1.3 Create Dental Program website, with information resources Completed Completed
3.1.4 Finalize Capacity Report (result of assessments) Completed
9/30/15 9/30/15
State Dental Plan Publish State Dental Plan by June 2016
4.1.1 In conjunction with Coalition members, develop a Dental State Plan Framework Completed
9/30/15 10/5/15
4.1.2 In conjunction with Coalition members, develop a Draft Dental State Plan 2/29/16 04/30/16
4.1.3 Finalize Dental State Plan 6/30/16 06/30/16
4.1.4 Implement plan, including benchmarks and evaluation measures Ongoing
Surveillance/Epidemiology Publish Dental Burden Report: June 2015
5.1.1 Assess current data sets Completed Completed
5.1.2 Analyze data and write narrative Completed Completed
5.1.3 Develop a Draft Dental Burden of Disease Report Completed Completed
5.1.4 Finalize Dental Burden of Disease Report 6/30/15 Under review
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Evaluation Develop Dental Program Evaluation Methods: June 2016

6.1.1 Develop a Dental Program Logic Model Completed
4/30/15 4/30/15

6.1.2 Develop Dental Program Performance Measures Completed
4/30/15 4/30/15

6.1.3 Track Dental Program Performance Measures and write Report Ongoing Ongoing

6.1.4 Reporton Dental Program Performance Measures 6/30é16 6/30(4(16
Ongoing Ongoing

Subcommittee Staff Comment and Recommendation—Oversight Item. As noted above, the core
activities of this program have been delayed. This means that the implementation of innovative
policies and strategies to improve the state’s oral health condition are postponed.

DPH’s Oral Disease Burden Report should contain delineated information about the Medi-Cal
program, so that the state can understand how Medi-Cal enrollees’ oral health conditions compare to
the other California residents. It will be important for the State Dental Director and the Oral Health
Program to proactively work with Medi-Cal’s Denti-Cal program given that Medi-Cal serves about a
third of the state’s population.

Questions. The Subcommittee has requested DPH to respond to the following:

1. Please provide an update on the Oral Health Program and highlight key accomplishments in the
last year.

2. Is DPH’s Oral Health Program working with the Department of Health Care Services (DHCS)
to identify dental health issues, disease burden, facts and figures of dental disease, and capacity
to address the burden related to the Medi-Cal program? Please explain.

3. How are you working with DHCS regarding the 1115 Waiver Renewal Application: Medi-Cal
2020’s Dental Transformation Initiative? Please provide specifics.

4. Subcommittee staff requested a copy of the dental program performance measures (that were
completed on April 20, 2015) and has not yet received them. What is the status of providing
this information to the Subcommittee?
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Issue 3: Laboratory Field Services — State Auditor’s Report

Oversight Issue. On September 10, 2015, the State Auditor released a report on DPH’s Laboratory
Field Services (LFS) program. In this audit, the State Auditor found that LFS is “still not performing
the oversight activities with which it has been entrusted and that its management of its responsibilities
is inadequate.” Specifically, it found that LFS:

e Only inspects about half of California labs, and it has not established a process to ensure that it
becomes aware, in a timely manner, when out-of-state labs that are licensed in California fail
required proficiency testing.

e Does not yet investigate all complaints against labs and has issued only a small number of lab
sanctions in the past seven years; despite the number of labs it oversees.

e Made an unauthorized fee increase in January 2014 that resulted in labs overpaying it more
than $1 million, and since 2008 it has collected more than $12 million in lab fees that it has not
spent.

e Has missed opportunities to more effectively use its limited personnel by partnering with other
organizations that could help it meet its workload obligations under state law.

To address these findings, the State Auditor recommends to eliminate the state’s redundant oversight
of labs (as federal requirements are similar to state requirements) and to ensure labs do not pay
unnecessary or duplicative fees. The State Auditor recommends that the Legislature do the following:

e Repeal existing state law requiring that labs be licensed or registered by Laboratory Services
and that Laboratory Services perform oversight of these labs. Instead, the state should rely on
the oversight the federal government provides.

e Repeal existing state law requiring labs to pay fees for state-issued licenses or registrations.

Concerns Regarding Laboratory Personnel Licensing. In addition to the issues identified by the
State Auditor, concerns have been raised that LFS’s regulation of laboratory personnel is cumbersome
and outdated, and is preventing qualified individuals from working in labs. DPH has been working on
regulations to update this program since 2008. DPH anticipates promulgating these regulations two to
three years from now. These regulations deal with the training, licensure or certification, and work
scope of clinical laboratory personnel in 22 licensure categories and 10 trainee license categories, and
the training and work scope of unlicensed laboratory personnel. The new regulations set and update
requirements of education, training, and examination for initial licensure and renewal of licensure.
They also set and update requirements for department approval of examinations, training programs,
and continuing education programs for clinical laboratory personnel.

Background. LFS, within DPH, is responsible for overseeing clinical laboratories (labs) that analyze
human specimens such as blood, tissue, and urine. Medical professionals use these analyses to make
diagnoses and prescribe treatment. LFS’ oversight responsibilities cover both labs located within
California and labs located outside of the state that test specimens originating from within California.
The state currently has licensed approximately 2,800 labs and registered approximately 19,300 labs;
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the complexity of the tests the labs perform dictates whether they require licensing or registration.
LFS’ oversight responsibilities include inspecting licensed labs once every two years and periodically
verifying the accuracy and reliability of their tests through a process called proficiency testing. It must
also investigate complaints against both licensed and registered labs and may issue sanctions when it
finds that a lab is out of compliance with state laws or regulations. All licensed labs must pay
Laboratory Services an annual fee based on the volume of tests they perform, while registered labs
must pay an annual flat fee.

In addition to licensing labs, LFS certifies and/or licenses the personnel who work in labs, including
phlebotomists, cytotechnologists, medical laboratory technicians, clinical laboratory scientists trainees,
clinical laboratory scientists, public health microbiologists, and clinical laboratory directors.

Subcommittee Staff Comment—Oversight Item. AB 1774 (Bonilla) has been introduced to repeal
the laws requiring a clinical laboratory to be licensed and inspected by the department, including the
licensing fee, as recommended by the State Auditor. Consequently, it appears that the issues regarding
the licensure of labs could be addressed in the near future.

However, efforts to timely address the concerns regarding the licensure of laboratory personnel remain
outstanding. Given DPH’s past difficulties in promulgating regulations and the fact that DPH began
work on these regulations in 2008, it is likely that the state is years away from modernizing its
laboratory personnel licensure/certification program.

Questions. The Subcommittee has requested DPH to respond to the following:

1. Please provide an overview of this issue and DPH’s corrective actions to address the State
Auditor’s findings.

2. Are there risks in not having finalized the regulations regarding laboratory personnel?
3. What steps has DPH taken to expedite the promulgation of the regulations related to laboratory

personnel licensure/certification? Has DPH considered sponsoring a bill to modernize this
program?
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Issue 4: Richmond Laboratory: Viral Rickettsial Laboratory Enhanced Upgrade

Budget Issue. DPH requests to reappropriate $3.8 million from a Capital Outlay Project approved in
2015-16 to upgrade the DPH’s Bio-Safety Level 3 (BSL-3) certified Viral and Rickettsial Disease
Laboratory. The upgrades were needed to ensure that DPH retains its BSL-3 Certification from the
Federal Center for Disease Control and Prevention (CDC) and National Institutes of Health (NIH).
According to DPH, the reappropriation is needed due to the project’s delays that were beyond DPH or
the Department of General Services’ (DGS) control.

Background. At the time of construction (2000), the Richmond Campus VRDL laboratory was
designed to meet the existing BSL-3 requirements as determined by the CDC and NIH. In response to
world health concerns, in 2006 the CDC/NIH implemented enhanced requirement for BSL-3 certified
laboratories. In response to the required BSL-3 enhancements, in 2015-16, DPH was funded with a
$4.3 million Capital Outlay Project to upgrade the VRDL.

Below are the phases and funding allocation for this project:

Phase Authority
Working Drawings $534,000
Construction — A&E $351,000
Construction — Contract $2,796,000
Construction — Contingency $196,000
Construction — Other $456,000
Total $4,333,000

After the enactment of the 2015-16 budget, DPH engaged the services of DGS to manage the project
and in July 2015 DPH transferred $534,000 to DGS to fund the working drawing phase of the project.

Originally, the DGS schedule was to proceed into the construction phase in April/May 2016, which
would then allow DPH to transfer the remaining ($3.8 million) funds to DGS. However, in August
2015, the State Fire Marshall’s (SFM) Office redirected all SFM resources to addressing California
fires throughout the state and suspended all reviews of construction plans, drawings, and documents.
This effectively caused a 3-4 month delay in the project. The project’s construction phase has been
delayed to occur after July 2016. As a result, this request is to reappropriate the remaining funds ($3.8
million) for construction to 2016-17.

Subcommittee Staff Comment and Recommendation—Hold Open.
Questions. The Subcommittee has requested DPH to respond to the following:

1. Please provide a brief overview of this request.
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| Issue 5: Timely Infectious Disease Outbreak Detection and Disease Prevention

Budget Issue. DPH requests $1.6 million General Fund in 2016-17, $2.1 million General Fund in
2017-18 and 2018-19, and 14.0 permanent positions, to provide ongoing support to protect California
from infectious diseases through increased disease surveillance and laboratory capacity. The 14.0
positions will be phased-in.

According to DPH, this requested investment in the infectious disease laboratories will increase DPH’s
ability to address the emerging public health challenges presented by microbes that cannot be cured
with available antibiotics, to provide laboratory testing for newly emerging infectious disease threats,
to implement new technologies, and to improve the timeliness and completeness of outbreak detection
in the state. DPH indicates it needs additional staffing resources and modernized equipment in the
infectious diseases laboratories. As a result of new challenges, the laboratories are unable to meet the
current needs of state and local disease control activities. Specifically, the laboratories are unable to
provide timely testing of foodborne pathogens to identify and investigate outbreaks, to complete viral
disease testing, to provide antimicrobial resistance testing to monitor the emergence of resistance and
efforts to control resistance, and to fully implement new technologies that are becoming the national
standard such as whole genome sequencing.

Requested Positions:

Position Duties
Increase foodborne pathogen testing, verify and validate
4.0 - Public Health Microbiologist Il molecular diagnostic tests and perform antimicrobial resistance
testing and viral testing.
3.0 - Public Health Microbiologist Increase foodborne pathogen testing, and carry-out quality
Specialists assurance activities.
1.0 - Research Scientist Il Coordinate testing and reporting for emerging viruses.

Increase foodborne pathogen testing, perform antimicrobial
resistance testing, evaluate and introduce new technologies for
antimicrobial resistance testing and genotyping. Carry out viral
testing. Prepare technical reports and documents for informing
and educating healthcare professionals and local public health
staff.

5.0 - Research Scientist 111

Oversee foodborne pathogen testing, processing and reporting of
1.0 -Research Scientist Supervisor | antimicrobial resistance testing, and supervise research scientists,
public health microbiologists and laboratory technicians.

Background. Infectious disease laboratories including the Viral and Rickettsial Disease Laboratory
and the Microbial Disease Laboratory in DPH’s Division of Communicable Disease Control, play
three unique and critical functions: (1) detecting and confirming outbreaks (e.g., measles,
salmonellosis, and drug resistant tuberculosis outbreaks); (2) monitoring and identifying emerging
pathogens (e.g., Ebola, acute flaccid myelitis, middle-eastern respiratory virus, and novel influenza
viruses); and (3) providing situational awareness and actionable intelligence to local partners (e.g.,
plague and norovirus outbreaks). In addition, DPH epidemiologists rely upon accurate and timely
laboratory data and information to identify the source of outbreaks, evaluate disease transmission
patterns, and conduct surveillance to monitor and control epidemics.
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The infectious disease laboratories provide diagnostic testing for rare diseases, which offers valuable
information to local public health departments, health care providers, and patients. The laboratories
have a critical role as they work in close collaboration with many DPH disease control programs and
local public health departments to provide laboratory support, technical assistance, and research for the
development and maintenance of high quality local laboratory services. For counties without available
public health laboratory services, DPH infectious disease laboratories function as the reference and
local public health laboratory. Unlike commercial laboratories or smaller local public health
laboratories, the scope of the DPH infectious laboratories differs as they provide a full, statewide
testing menu on all 88 mandated reportable diseases that require laboratory confirmation. The
infectious disease laboratories currently receive $16 million in General Fund and $2.9 million in
Federal Funding to support 73.1 positions.

According to DPH, during the last decade DPH’s infectious disease laboratories have faced new
challenges posed by emerging and re-emerging infectious diseases, changing laboratory technology,
and new federal regulatory and biosafety requirements. Workload in the laboratories has increased
dramatically; due to outbreaks and new infectious disease threats, viral disease testing has more than
doubled in the past four years. Over the same time period, the number of specimens submitted for
testing to identify foodborne disease outbreaks has increased by more than 30 percent. This substantial
increase in workload has impaired the ability of the laboratories to address other important laboratory
challenges and to complete all needed testing in a timely manner. For example, the laboratories were
unable to carry out 18 percent of the total viral disease testing submitted to DPH in 2014-15.
Furthermore, roughly half (49 percent) of all the antimicrobial resistance testing submitted to the
infectious disease laboratories for drug resistant gonorrhea, highly drug resistant organisms in health
care facilities, and drug resistance in outbreaks was not completed due to insufficient capacity during
the same time period. In addition, the laboratory was unable to carry out testing for respiratory viruses
in 75 percent of the respiratory samples submitted.

Demands on the laboratories have increased as new infectious diseases have emerged to pose threats to
public health. For example, Ebola virus, Middle Eastern Respiratory Syndrome, Coronavirus, and
novel influenza viruses have required the DPH infectious diseases laboratories to develop and deploy
new laboratory tests to local public health laboratories. In addition to the emerging and re-emerging
infectious diseases, there are vaccine-preventable agents, bacterial toxins, bioterrorism, and pandemics
that also pose a threat to public health and require DPH laboratories to develop more accurate and
efficient diagnostic methods that improve capacity and readiness. DPH’s laboratories need to develop
and support statewide capacity for rapid detection of emerging diseases to enable effective public
health response.

According to DPH, new molecular technologies, such as whole genome sequencing, are being
introduced in public health laboratories at a rapid pace. This new technology will improve the
timeliness of outbreak investigations and enhance control measures. The DPH infectious disease
laboratories have fallen behind a number of other state public health laboratories in the introduction of
whole genome sequencing in routine laboratory practice due to high capital costs and the need for
specialized personnel. This capacity is needed to support work of local public health laboratories and
DPH’s disease control programs.

Additionally, DPH cites that a critical gap exists in the state’s ability to protect California residents
from foodborne illnesses. Laboratory testing of foodborne pathogens is critical for identification of
foodborne outbreaks. State regulations require that diagnostic laboratories submit isolates of common
foodborne pathogens to public health laboratories for strain typing. In 2014-15, the laboratory was
unable to type 20 percent of foodborne disease specimens submitted for testing. One important element

Senate Committee on Budget and Fiscal Review 19



Subcommittee No. 3 March 3, 2016

of outbreak detection is timeliness. Delays in strain typing can lead to delays in outbreak detection and
delays in implementing steps to remove contaminated food from the food supply.

According to DPH, these additional requested resources will enable it to address some of the current
gaps in infectious disease laboratory capacity. Specifically, the funds requested in this BCP will
enable DPH to:

e Test additional foodborne specimens in the state to identify additional foodborne outbreaks and
prevent the spread of foodborne illness. These resources should be sufficient to close the
current gap in foodborne testing of approximately 1,000 specimens per year.

e Establish a reference public health antimicrobial susceptibility testing unit.

e Introduce molecular tests for rapid confirmation of drug resistant organisms, and expand the
use of new molecular test technology to expedite outbreak investigations.

e Enhance the Infectious Diseases Laboratory customer service system by integrating specimen
tracking and result reporting into electronic systems, increasing the laboratory’s ability to
respond to surges and outbreaks, supporting regulatory compliance, and improving turn-
around-time for testing results.

e Increase core capacity for viral testing, including the development of molecular testing on
vaccine preventable diseases and surge testing for statewide outbreaks of public health concern.
These resources will enable the laboratory to enhance viral testing during outbreaks to reduce
the number of viral tests that are not completed and carry out more effective public health
response.

Difficulties Recruiting and Retaining Laboratory Personnel. The department plans a phased-in
approach to hiring the 14 positions due to the difficulties in hiring laboratory personnel and the high
turnover in these positions. DPH indicates that from 2012 to 2015, there were approximately 19.0
permanent separations from laboratory positions at within the Division of Communicable Disease
Control, which include transfers to other state departments, departures to private industry, and
retirements. Several factors contribute to the high turnover rate: more competitive salaries are offered
in the private sector and local public health laboratories within the Bay Area, and the relatively small
pool of individuals who meet entry level qualifications to perform the specialized laboratory testing
makes them highly sought after candidates for other positions.

Subcommittee Staff Comment and Recommendation—Hold Open. It is unclear that even with the
proposed phased-in approach to hiring these positions, if the state will be successful in recruiting and
retaining laboratory personnel, microbiologists in particular. For this reason, it is recommended to
hold this item open as discussions continue on potential alternatives to ensure timely infectious disease
outbreak detection and disease prevention.

Questions. The Subcommittee has requested DPH to respond to the following:
1. Please provide an overview of this issue.

2. Please describe the changes DPH has implemented to address the difficulties in recruiting and
retaining laboratory personnel.
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| Issue 6: Oversight of Licensing and Certification (L&C) Program

Background. The California Department of Public Health’s (DPH) Center for Health Care Quality’s
(CHCQ)Licensing and Certification Program (L&C) is responsible for regulatory oversight of licensed
health facilities and health care professionals to ensure safe, effective, and quality health care for all
Californians. L&C fulfills this role by conducting periodic inspections and compliant investigations of
health facilities to ensure that they comply with federal and state laws and regulations. L&C licenses
and certifies over 7,500 health care facilities and agencies in California, such as hospitals and nursing
homes, in 30 different licensure and certification categories.

The federal Centers for Medicare and Medicaid Services (CMS) contracts with L&C to evaluate
facilities accepting Medicare and Medicaid (Medi-Cal in California) payments to certify that they meet
federal requirements. L&C evaluates health care facilities for compliance with state and federal laws
and regulations, and it contracts with Los Angeles County to license and certify health care facilities
located in Los Angeles County.

L&C’s field operations are implemented through district offices, including over 1,000 positions,
throughout the state, and through the contract with Los Angeles County.

In addition, L&C oversees the certification of nurse assistants, home health aides, hemodialysis
technicians, and the licensing of nursing home administrators.

Long-Standing Problems with L&C. There have been long-standing concerns about the L&C
program. Multiple recent legislative oversight hearings, including those conducted by Senate Budget
and Fiscal Review Subcommittee No. 3, an audit released by the California State Auditor in October
2014, and media reports have highlighted significant gaps in state oversight of health facilities and
certain professionals that work in these facilities.

Budgets Address Problems. The 2014-15 and 2015-16 budgets took actions to address these
concerns.

e 2014-15 Budget. The Legislature adopted trailer bill language® that required L&C to:

o Report metrics, beginning October 2014 and on a quarterly basis, on: (1) investigations
of complaints related to paraprofessionals certified by DPH; (2) long-term care health
facility complaints, investigations, state relicensing, and federal recertification surveys;
and (3) vacancy rates and hiring within L&C.

o Report by October 2016 the above information for all facility types.

o Assess the possibilities of using professional position classifications other than health
facility evaluator nurses to perform licensing and certification survey or complaint
workload by December 1, 2014. See below for information on this report.

1 SB 857 (Committee on Budget and Fiscal Review), Chapter 31, Statutes of 2014
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©)

o

Hold semiannual meetings, beginning August 2014, for all interested stakeholders to
provide feedback on improving the L&C program to ensure that Californians receive
the highest quality of medical care in health facilities.

See the following website for the publication of this data:
http://www.DPH.ca.gov/programs/Pages/CHCQPerformanceMetrics.aspx

e 2015-16 Budget. The 2015-16 budget included:

©)

Workload. An increase of $19.8 million in 2015-16 for 237 positions (123 positions
became effective July 1, 2015 and 114 positions will begin on April 1, 2016), and an
increase in expenditure authority of $30.4 million in 2016-17 from the L&C Special
Fund to address the licensing and certification workload.

Quality Improvement Projects. An increase of $2 million in 2015-16 from the
Internal Departmental Quality Improvement Account to implement quality
improvement projects.

Los Angeles County Contract. An increase in expenditure authority of $14.8 million
from the L&C Special Fund to augment the Los Angeles County contract to perform
licensing and certification activities in Los Angeles County.

Los Angeles County Contract Monitoring. An increase of $378,000 from the L&C
Special Fund and three positions, to provide on-site oversight and perform workload
management, training, and quality improvement activities to improve the efficiency and
effectiveness of the Los Angeles County contract licensing and certification activities.
In order to begin the on-site oversight immediately, the department plans to
administratively establish three positions in 2014-15.

Complaint Investigation Timelines. The Legislature adopted trailer bill language? to
establish timeframes to complete complaint investigations at long-term care facilities.
This language requires the department to do the following:

= For complaints that involve a threat of imminent danger or death or serious
bodily harm that are received on or after July 1, 2016, the department must
complete the investigation within 90 days of receipt. This time period may be
extended up to an additional 60 days if the investigation cannot be completed
due to extenuating circumstances. If there is an extension, the department must
notify the facility and the complainant in writing of this extension and the
extenuating circumstances and document the extenuating circumstances in its
final determination. Any citation issued as a result of the complaint investigation
must be issued and served within thirty days of the completion of the complaint
investigation.

= For all other categories of complaints received on or after July 1, 2017, the
department must complete the investigation within 90 days of receipt. This time
period may be extended up to an additional 90 days if the investigation cannot
be completed due to extenuating circumstances. If there is an extension, the
department must notify the facility and the complainant in writing of this

2 SB 75 (Committee on Budget and Fiscal Review), Chapter 18, Statutes of 2015
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extension and the extenuating circumstances and document the extenuating
circumstances in its final determination. Any citation issued as a result of the
complaint investigation must be issued and served within thirty days of the
completion of the complaint investigation.

= For all complaints received on or after July 1, 2018, the department must
complete the investigation within 60 days of receipt. This time period may be
extended up to an additional 60 days if the investigation cannot be completed
due to extenuating circumstances. If there is an extension, the department must
notify the facility and the complainant in writing of this extension and the
extenuating circumstances and document the extenuating circumstances in its
final determination. Any citation issued as a result of the complaint investigation
must be issued and served within thirty days of the completion of the complaint
investigation.

= Report on an annual basis (in the Licensing and Certification Fee report) data on
the department’s compliance with these new timelines.

= Beginning with the 2018-19 Licensing and Certification November Program
budget estimate, the department must evaluate the feasibility of reducing
investigation timelines based on experience implementing the timeframes
described above.

= States the intent of the Legislature that the department continues to seek to
reduce long-term care complaint investigation timelines to less than 60 days
with a goal of meeting a 45-day timeline.

o Notification for Hosptial Complaints. The Legislature adopted trailer bill language to
require the department to notify hospitals and complainants if there are extenuating
circumstances impacting the department’s ability to meet complaint investigation timelines.
This notification would include the basis for the extenuating circumstances and the
anticipated completion date.

o Long-Term Care (LTC) Ombudsman Program. The Legislature directed $1 million
(one-time) from the State Health Facilities Citation Penalties Account to the LTC
Ombudsman Program at the Department of Aging in 2015-16 and adopted trailer bill
language to increase the L&C fee for skilled nursing facilities to generate $400,000 to
support the LTC Ombudsman Program on an ongoing-basis. This increase in funds would
be used to support skilled nursing facility complaint investigations and quarterly visits.

Report on the Use of Non-Registered Nurses in L&C Regulatory Activities. As noted above, SB
857 required DPH to provide a report to the Legislature assessing the possibilities of using professional
position classifications other than registered nurses (RNs) to perform licensing and certification survey
or complaint investigation workload in order to help evaluate if using different position classifications
would help the program recruit and retain staff and address concerns with L&C. This report was due
December 1, 2014 and was just received on February 22, 2016. According to the report, DPH found
the following:

e Importance of Using RNs as Surveyors. The department believes RNs possess the technical,
professional, and clinical expertise needed to appropriately evaluate patient care and safety,
assess health facility operations in a highly regulated environment, interpret regulations,
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interact with patients and facility staff, and apply the clinical judgment needed to perform
licensing and certification surveys and complaint investigations. This includes serious patient
care events that occur in health care settings, and the potential for those events to lead to
situations that cause or are likely to cause serious injury or death (immediate jeopardy).

In the department, RNs normally investigate a complaint or ERI. Most complaint and ERI
investigations involve clinical or clinically-related questions and issues. The investigations are
multifaceted and include medical record reviews, interviews, and observations related to the
allegations in the complaint or ERI. These activities include interviews with facility clinicians
and patients whose physical and mental condition may be clinically compromised.

Using RNs allows the survey staff to respond to shifting circumstances that may occur during
the course of an investigation. During a survey or an investigation, a surveyor may identify a
patient safety issue that requires them to stop what they are doing to investigate, or an
investigation may require more clinical judgment than was initially anticipated. Because RNs
are competent to perform any survey task, they have the ability to fulfill any role on the survey
team at any time. This allows the department to address shifting and immediate workload
demands. Further, the increasing level of acuity of residents in general acute care hospitals and
skilled nursing facilities requires a higher level of clinical skill among surveyors. Filling most
surveyor positions with RNs reflects the nature of the department’s workload, and the requisite
background required to perform capably as a surveyor in all relevant situations.

e Potential for Using Licensed Vocational Nurses (LVNSs) to Perform Surveys or Complaint
Investigations. In the past, the department has hired LVNs in the health facilitator evaluator
(HFE) I classification to perform survey and investigation work. This is the only classification
in the HFE series performing survey and investigation work for which an LVN could meet the
minimum qualifications. The current minimum qualifications for the HFET and the HFE | is a
four-year degree in specified medical fields. Each two years of LVN experience can substitute
for one year of education. Thus, an LVN would require eight years of experience to meet the
minimum qualifications.

When the pending HFE reclassification proposal® becomes effective, the HFET and HFE |
classifications will be eliminated.

Using information from the Department of Consumer Affairs, the department determined that
approximately 130,339 LVNSs are licensed in California, compared with over 500,000 RNs
licensed in California. Given the education or experience requirements needed in addition to an
LVN license, the lack of an appropriate civil service classification, and the small number of
LVNs compared with RNs, the department determined that limiting the applicant pool to LVNs
would likely not yield enough viable candidates to result in a notable impact on workload.

3 According to DPH, the proposed HFE classification series revision comprehensively addresses compaction, recruitment,
and entrance requirements for the various classifications. The proposal requires all persons in the HFE series to possess a
valid RN license, adjusts salary ranges to incorporate past pay differentials for various HFE classes to address salary equity
and recruitment issues, eliminates the HFET and HFE | classifications, and creates a new, non-clinical classification series
to perform the body of work currently performed by those classifications. The proposal is currently under review with the
affected unions. When DPH obtains union concurrence, CalHR will calendar the reclassification proposal for State
Personnel Board review.
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e Potential for Using Other Classifications to Perform Medical Information Breach
Investigations. The department had approximately 5,100 medical information breach cases
pending investigation as of June 30, 2015. Medical breach investigations represent about 10
percent of the total annual complaints/ERIs received.

Currently, the department uses HFENs as the primary investigators of medical information
breaches. However, this type of investigation does not require the clinical expertise of an RN.
Since July 1, 2014, the department has had a small staff of non-RNs investigating medical
information breaches. Expanding this investigative staff with Associate Governmental Program
Analysts (AGPAS) or Special Investigators may be an effective way to relieve some workload
from HFENS, enabling them to focus their clinical expertise on survey and other complaint/ERI
investigation work. The applicant pool for AGPAs and Sls is substantial. The AGPA
classification is the journey-level analyst civil service classification used by departments
statewide and the Sl classification is also used statewide.

In December 2015, using existing position authority, the department initiated a pilot program
that will use 13 AGPAs or Sls spread across the six regions of the state to investigate medical
information breaches. These AGPAs or Sls will address medical breach investigation workload
in each of the 14 district offices and Los Angeles County but will not be physically located in
every district office. The department proposes a three-year pilot to allow time to recruit and
train the AGPAs or SIs and collect sufficient data to assess this model’s effectiveness, as well
as feasibility of expanding the program. The department will periodically provide updates in its
November estimates on the pilot’s progress.

Update on L&C’s Efforts to Hire Nurse Surveyors. Since July 1, 2015, CHCQ has hired 108 Health
Facilities Evaluator Nurses (HFENS), and 72 HFENs have separated from CHCQ. As of January 26,
2016, CHCQ has 70.5 vacant HFEN positions. CHCQ estimates there will be a turnover rate of
approximately 20 percent in 2015-16, which is similar to past trends. CHCQ has worked closely with
the department’s Human Resources Branch (HRB) to improve efforts to hire L&C HFEN applicants.
CHCQ funded a new position in HRB dedicated to work only on CHCQ personnel activities including
pre-screening of applicants to ensure they meet minimum qualifications.

In order to fill the new HFEN positions, CHCQ sent contact letters to everyone on the HFEN
certification list in July 2015 (approximately 600 letters). As a result, CHCQ received more than 175
applications between July and October. In November 2015, CHCQ sent approximately 1,500 contact
letters to HFEN candidates, and has since received more than 300 applications. In August 2015, CHCQ
also mailed over 500,000 post cards advertising HFEN positions to every registered nurse in
California.

To ensure consistency and standardization among district offices, CHCQ established a fixed set of
questions for all district offices to use for HFEN interviews. In addition, CHCQ encouraged district
offices to partner with other closely located offices to conduct joint interviews. CHCQ designed these
coordinated interviews to improve “customer service” for applicants and to reduce prior inefficiency
where an individual received multiple interview requests from district offices because they indicated a
willingness to work in several offices in their application.
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CHCQ continues to gather feedback from the district offices to improve the hiring process. There are
currently 32 pending offers to HFEN candidates. CHCQ is continuing to work on filling the remaining
support and supervisory positions that were established July 1, 2015. CHCQ received 14 health facility
evaluator Il supervisor positions and currently has 12 vacancies. CHCQ received 14 program
technician 11 positions and currently has 9 vacancies. CHCQ is currently and continuously reviewing
applications and interviewing for HFENs and other positions.

Update on L&C’s Oversight of the Los Angeles County Contract. As noted above, the 2015-16
contained funding and positions to improve the state’s oversight of the Los Angeles County Contract.
According to DPH, over the past 18 months, CHCQ has significantly increased its monitoring of Los
Angeles County’s (LAC’s) work performance. Below are some of the actions CHCQ has undertaken:

e Developed specific workload tracking worksheets to ensure compliance with contracted work
as established in the new three-year contract.

e Dedicated one Field Operations Branch Chief whose primary function is to oversee LAC
performance.

e Hired a former L&C district manager as a retired annuitant to conduct ongoing oversight and
monitoring of the Los Angeles County contract performance through onsite monitoring,
statistical data analysis, and audit review of required federal and state survey workload, as well
as, assessment of proper assignment of scope and severity, triaging, timeliness and completion
of complaints and entity reported incident (ERI) investigations.

e Established the LA County Monitoring Unit (LACMU) and hired a HFE nurse supervisor with
2 HFEN nurse surveyors to conduct concurrent onsite quality review of the federal
recertification survey process through a defined State Observation Survey Analysis (SOSA)
process. [A SOSA survey is where one of DPH’s trained HFENs observes an entire
recertification survey to ensure proper survey protocols are used. The SOSA surveyor relays
observations to LAC supervisors on areas needing improvement.]

e As of January 2016, conducted 11 SOSA surveys at selected skilled nursing facilities within the
four LA District Offices and identified problems with the survey process involving sample
selection, general investigation, and deficiency determination. The results from the SOSA
surveys were shared with the LA County Health Facilities Inspection Division (HFID)
managers and supervisors. CHCQ identified a need for additional training and developed a
corrective action plan. CDPH and the federal Centers for Medicare and Medicaid Services will
conduct a joint training in April 2016 to improve process and quality review outcomes.

e Conducted quality review and evaluation of complaints and ERI investigations by
implementing quality improvement (QI) studies to review prioritization of complaints,
investigative process, and principles of documentation.

e Developed and implemented a review tool, “Supervisor Worksheet for Complaint/ERI
investigation by Surveyors,” to document LAC supervisors review and discussion with survey
staff of deficiency findings and citations.

e Conducted quality assurance audits on compliance with the abbreviated survey process,
allegation prioritization, and standard level of review for principles of documentation for;
intermediate care facilities, end stage renal disease facilities, and home health agencies.
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e Conducted bi-monthly calls with individual LAC program managers to discuss work
performance and enforcement actions.

e Conducted bi-monthly calls with the Health Facilities Inspection Division (HFID) branch chief,
assistant branch chief and program managers to discuss ongoing operational issues and
monitoring activities.

e Documented non-compliance with Licensing and Certification’s policies and procedures, and
requested a corrective action plan to address the problem and ensure compliance.

e Required LA County HFID supervisors and managers to participate in monthly District
Administrators and District Managers (DA/DM) conference calls and required LAC managers
to attend in-person, quarterly DA/DM meetings.

Subcommittee Staff Comment and Recommendation—Hold Open. It is recommended to hold this
item open as discussions continue on this program. It appears that L&C is making progress in hiring
staff to meet the requirements of the 2015-16 budget and has taken steps to improve the state’s
oversight of the Los Angeles County contract.

As noted above, last year’s budget included a one-time $1 million augmentation to the LTC
Ombudsman Program using funds from the State Health Facilities Citation Account. This account still
maintains a $7 million fund balance. The Legislature may want to consider providing another one-time
augmentation to the LTC Ombudsman Program. As discussed last year, it is reasonable to assume that
the ombudsman program’s presence and advocacy on behalf of skilled nursing facility (SNF) residents
improves quality of life for these residents and improves a SNF’s compliance with state and federal
laws.

Questions. The Subcommittee has requested the L&C Program to respond to the following:

1. Please provide a brief summary of the L&C estimate.

2. Please provide an update on L&C’s efforts to hire and retain nurse surveyor staff.

3. Please provide an update on L&C’s oversight of the Los Angeles County contract.

4. Please provide an update on L&C’s status in regard to meeting the new complaint timeframe

requirements that are effective July 1, 2016.

5. Please provide a summary of the findings from the report on using classifications other than
HFENSs to perform L&C workload.
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Issue 7: L&C: Program Quality Improvement Projects

Budget Issue. DPH requests expenditure authority of $2 million from the Internal Departmental
Quality Improvement Account to execute two contracts to implement program improvement
recommendations. DPH will allocate $1.5 million to the redesign of the Centralized Applications Unit
(CAU) IT systems, and $500,000 to the Health Facilities Consumer Information System (HFCIS)
redesign.

DPH proposes to redesign the Central Applications Unit IT systems. This project would entail
replacing substantially paper-based processes with information technology solutions that will allow
recording and tracking of multi-level facility ownership structures, as well as on-line applications and
reporting features. This redesign will also enable the center to be compliant with Affordable Care Act
requirements, while also improving the quality and timeliness of services provided to facilities. Once
complete, the redesign will enable the center to provide more accurate and timely information on
facility ownership and compliance history. Further, the redesign will enable the Central Applications
Unit to achieve greater staff efficiencies by fully centralizing all ownership tracking activities that
currently take place in the Central Applications Unit, district offices, and Los Angeles County.

DPH also proposes to redesign the Health Facilities Consumer Information System. Established in
2008, the Health Facilities Consumer Information System provides consumers and patients access to
information about the DPH’s licensed long-term care facilities and hospitals throughout the state. The
website provides profile information for each facility, as well as performance history including
complaints, facility self-reported incidents, state enforcement actions, and deficiencies identified
by Public Health staff; the system also allows consumers to submit complaints to Public Health
electronically. According to DPH, the current system is outdated and not as user-friendly or accessible
as many other public-facing consumer-centric websites.

Background. SB 541 (Alquist) Chapter 605, Statutes of 2008, established the Internal Departmental
Quality Improvement Account. The account is funded by administrative penalties DPH imposes
penalties against health facilities for violations that meet the definition of immediate jeopardy of death
or serious harm to a patient. As of December, 2015, the Internal Departmental Quality Improvement
Account fund balance is near $16 million.

In a June 20, 2012 letter, CMS required DPH to “conduct a comprehensive assessment of Public
Health’s entire survey and certification operations at not only its headquarters but also at each of the
district offices and the offices covered by its contractual agreement with Los Angeles County. The
assessment must identify concerns, issues, and barriers related to Public Health’s difficulty in meeting
performance expectations.” In response to CMS’ concerns, L&C contracted with Hubbert System
Consulting for an organizational assessment of its effectiveness and performance.

DPH received the contractor’s final report in August 2014. The report contained 21 recommendations
to “allow for meaningful, measurable improvements in the center’s performance.” DPH created a plan
to implement the 21 recommendations, and is tracking the progress made toward fully implementing
the recommendations.

In 2014-15, DPH received expenditure authority of $1.4 million from the Internal Departmental
Quality Improvement Account and used these funds to hire consultants from The Results Group to
conduct business process reengineering projects for its Central Applications Unit and Professional
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Certification Branch. The center also contracted with a project manager and change consultant to
facilitate and coordinate the multi-year implementation of the Hubbert Systems Consulting’s 21
remediation recommendations.

In 2015-16, DPH received $2 million in expenditure authority from the Internal Departmental Quality
improvement Account. DPH plans to spend $1.8 million of this appropriation to fund the following:

1. Contract with UC Davis to provide change and project management services to implement the
Hubbert Systems Consulting recommendations. This contract provides two full-time
consultants. This contract also provides for leadership development and change management
training for CHCQ staff. CHCQ estimates spending approximately $500,000 in 2015-16 on this
contract.

2. Purchase software to automate the processing of forms in the Centralized Applications Unit and
the Professional Certification Branch. The cost of this purchase was $327,099.

3. CHCQ released a request of offer (RFO) in early December 2015 to evaluate and assist with
CHCQ’s retention and onboarding practices. The majority of responses to this solicitation were
considered non-responsive. CHCQ re-released the RFO on February 4, 2016. CHCQ
anticipates work starting on this contract by March 31, 2016. The estimated cost of this contract
is $250,000, not all of which will be expended in 2015-16.

4. CHCQ released a RFO for recruitment services in December, 2015. CHCQ did not receive any
bids for this project. The RFO was re-released on February 2, 2016. CHCQ anticipates work
starting on this contract by March 31, 2016. The estimated cost of this contract is $250,000, not
all of which will be expended in 2015-16.

5. CHCQ also completed work on a contract with UC Davis for work related to the Healthcare
Associated Infections Program. The contract provided several infection prevention positions,
and expired December 31, 2015. The total cost of this contract in 2015-16 is approximately
$450,000.

6. CHCQ completed work on a contract with UC Davis to evaluate the adequacy of federal
regulations in select facility types. The cost of this contract in 2015-16 is approximately
$49,000.

Subcommittee Staff Comment and Recommendation—Hold Open.
Questions. The Subcommittee has requested DPH to respond to the following:

1. Please provide an overview of this issue.

2. What have you learned from the current year contracts?
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Issue 8: L&C: Timely Investigations of Caregivers

Budget Issue. DPH requests an additional $2.5 million in expenditure authority from the State
Department of Public Health Licensing and Certification Program Fund to convert 18.0 existing two-
year limited-term positions to permanent positions, and fund two additional positions for the Office of
Legal Services, for a total of 20.0 positions to improve the timeliness of investigations of complaints
against caregivers.

Background. DPH’s Professional Certification Branch is responsible for the certification of nurse
assistants, home health aides, hemodialysis technicians, and the licensure of nursing home
administrators. It is also responsible for the investigation of allegations involving health care
professionals and the enforcement of disciplinary actions. There are over 200,000 active certified nurse
assistant, home health aide, and certified hemodialysis technicians, and over 400,000 inactive
applicants and certificate holders (hereinafter referred to collectively as caregivers). These caregivers
provide approximately 80 percent of direct patient care activities for daily living in skilled nursing
facilities licensed by Public Health, and may also provide direct care in residences through licensed
home health agencies.

Federal and state laws require investigation of complaints against caregivers. DPH receives
approximately 1,200 complaints annually alleging wrongdoing by caregivers, and as of December 31,
2015 had 160 open complaints from prior fiscal years and 538 from the current fiscal year, for a total
of 698 open complaints. According to DPH, furloughs, vacancies, and outdated processes initially led
to the number of open complaints in previous years. As a result of audits in 2013 and 2014 and internal
and consultant-driven business process reviews, DPH has instituted a number of business process
improvements. These improvements enabled staff to complete investigations of all pending complaints
received prior to January 1, 2014, while continuing to assess and address current complaints based on
severity.

According to DPH, despite the reduction in pending cases, it will be unable to keep current with the
approximately 1,200 new cases received annually unless the 18.0 limited-term positions are made
permanent. Augmenting the existing analysts with position and spending authority by converting the
18.0 two-year limited-term positions will allow DPH to improve the timeliness of complaint
investigations from greater than one year to less than three months by fiscal year 2018-19.

Additionally, according to DPH, adding the two attorney positions to serve as the Professional
Certification Branch’s house counsel and litigation support will better represent DPH at administrative
appeal hearings. DPH finds that the Professional Certification Branch needs dedicated house counsel
and litigation support to prepare for and testify at these hearings and address the Administrative Law
Judges’ concerns about DPH’s representation at these hearings.

One of the requested attorneys will provide litigation support at administrative appeal hearings. This
attorney will provide legal expertise to the Professional Certification Branch in preparing pre-and post-
hearing briefs, statements of issues, accusations, responses to discovery requests, and analyst and
witness testimony for administrative appeal hearings. At some hearings, this attorney will appear and
represent Public Health. The attorney will also provide on-going training to analysts regarding hearing
protocol, legal grounds for objections, and introducing evidence. The second requested attorney will
serve as the Professional Certification Branch house counsel. The house counsel will become familiar
with the branch’s work and issues. The house counsel will provide legal advice, review, and assistance
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on disciplinary actions, regulations, policies and procedures, bill analyses, contracts, subpoenas, Public
Records Act requests, and media responses. The house counsel will also assist the Professional
Certification Branch in interpreting complex federal regulations related to requirements for
professional staff in long-term care facilities (e.g., the federal registry and the national data bank for
suspended and excluded providers). The house counsel will work closely with the administrative
litigation attorney to provide consistent guidance to help ensure appealed disciplinary actions are
upheld by the Administrative Law Judges.

Subcommittee Staff Comment and Recommendation—Hold Open.
Questions. The Subcommittee has requested DPH to respond to the following:

1. Please provide an overview of this issue.
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Issue 9: L&C: Licensing Fees

L&C Health Facility License Fees. Existing statute requires the L&C Program to annually publish a
Health Facility License Fee Report (DPH Fee Report) by February of each year. The purpose of this
annual DPH Fee Report is to provide data on how the fees are calculated and what adjustments are
proposed for the upcoming fiscal year.

Licensing fee rates are structured on a per-facility- or pre-bed-classification and are collected on an
initial license application, an annual license renewal, and change of ownership. The fees are placed
into a special fund—the Licensing and Certification Special Fund.

The fee rates are calculated as follows:

e Combining information on projected workload hours for various mandated activities by
specific facility type (such as skilled nursing home, community-based clinic, or hospital).

e Calculating the state workload rate percentage of each facility type in relation to the total state
workload.

e Allocating the baseline budget costs by facility type based on the state workload percentages.

e Determining the total proposed special fund budget cost comprised of baseline, incremental
cost adjustments, and credits.

e Dividing the proposed special fund cost per facility type by the total number of facilities within
the facility type or by the total number of beds to determine a per facility or per bed licensing
fee.

The department proposes to:

e Increase fees by up to 40 percent on those facilities that would have received an increase as a
share of their percentage of the state’s total workload.

o Keep fees at the 2015-16 level for those facilities that would have received a decrease as a
share of their percentage of the state’s total workload.

The DPH Fee Report provides considerable detail regarding these calculations, as well as useful data
on L&C workload associated with the various types of health care facilities, along with a clear
description regarding the details of the methodology. This report can be found at:

http://www.cdph.ca.qgov/pubsforms/fiscalrep/Pages/LicenseFeeReports.aspx
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Table: Proposed Health Facility License Fees

License Fees by Facility Type
2016-17
Facility Type Fee lfaecril?tsd or 20;2(;16 Proposed
Fee
Acute Psychiatric Hospitals Bed $ 31990 | $ 447.86
Adult Day Health Centers Facility $ 499790 | $ 6,241.53
Alternative Birthing Centers Facility $ 2,380.19 | $ 2,380.19
Chemical Dependency Recovery Hospitals Bed $ 22952 | $ 321.33
Chronic Dialysis Clinics Facility $ 2,862.63 | $ 3,407.02
Community Clinics Facility $ 862.03 | $ 1,206.84
Congregate Living Health Facilities Bed $ 37440 | $ 524.16
Correctional Treatment Centers Bed $ 688.44 | $ 963.82
District Hospitals Less Than 100 Beds Bed $ 31990 | $ 447.86
General Acute Care Hospitals Bed $ 31990 | $ 447.86
Home Health Agencies Facility $ 2,761.90 | $ 2,761.90
Hospices (2-Year License Total) Facility $ 2,970.86 | $ 2,970.86
Hospice Facilities Bed $ 37440 | $ 524.16
Intermediate Care Facilities (ICF) Bed $ 37440 | $ 524.16
ICF - Developmentally Disabled (DD) Bed $ 696.48 | $ 975.07
ICF - DD Habilitative Bed $ 696.48 | $ 975.07
ICF - DD Nursing Bed $ 696.48 | $ 975.07
Pediatric Day Health/Respite Care Bed $ 180.49 | $ 252.69
Psychology Clinics Facility $ 1,771.99 | $ 2,480.79
Referral Agencies Facility $ 2,79553 | $ 3,728.78
Rehab Clinics Facility $ 31122 | $ 435.71
Skilled Nursing Facilities * Bed $ 37777 | $ 527.51
Surgical Clinics Facility $ 2,984.40 | $ 4,178.16
Special Hospitals Bed $ 31990 | $ 447.86

Data Source: 2016-17 Licensing Fees Chart
* Fee includes the basic licensing fee plus an additional $3.35in support of the Long Term Care Ombudsman Program.

The Center calculates state workload percentages for each workload activity by facility type. Workload
activities include state licensing, federal certification, and initial state and federal certification, follow-
up/revisits, complaints, and investigations. The following data are used to develop the workload
percentages for each activity within each facility type:

e The number of open and active facility counts (licensure and federal certification workload
survey activities only);

e The annualized workload frequency for each workload activity as mandated by either state or
federal requirements;
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e The standard average hours obtained from the Time Entry and Activity Management (TEAM)
data. These data reflect the three-year average of hours required to complete each workload
activity.

e The state funding percentage. This is the percentage charged to the L&C special fund based on
the specific workload activity.

The specific workload for each facility can be found in the fee report cited above.

Subcommittee Staff Comment and Recommendation—Hold Open. No issues or concerns have
been raised to subcommittee staff regarding these fee increases. It is recommended to hold this item
open as discussions continue on the L&C program.

Questions. The Subcommittee has requested the L&C Program to respond to the following:

1. Please provide an overview of the changes in health facility fees.
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| Issue 10: Proposition 99 — California Tobacco Health Protection Act of 1988

Budget Issue. The Governor’s budget projects $244.6 million in net revenue from Proposition 99 for
2016-17 and the following increases to various Proposition 99 accounts as a result of updated
Proposition 99 revenue projections:

1. Health Education. An increase of $4,194,000 in the Proposition 99 Health Education Account.
This includes a proposed increase of $200,000 for state operations, $1,916,000 for the media
campaign, $250,000 for competitive grants, $410,000 for evaluation of, and an increase for
local lead agencies of $1,418,000. The funds will be used for statewide and community
education and media efforts aimed at preventing and reducing tobacco use, and to conduct
surveillance and evaluation that assess the impact of the California Tobacco Control Program.

2. Research Account. An increase of $970,000 in Proposition 99 Research Account for state
operations. This includes an $873,000 increase to Chronic Disease Surveillance and Research
Branch and a $97,000 increase to the Environmental Health Investigations Branch. The funds
will be used to continue improving cancer data production and quality assurance through
automation, and conducting community-based research activities related to exposure and health
effects from electronic cigarettes.

3. Unallocated Account. An increase of $822,000 in Proposition 99 Unallocated Account for
state operations in the Environmental Health Investigations Branch. The funds will be used for
advancing current plans for health equity and environmental justice projects and conducting
asthma research and education.

Background. In November 1988, California voters approved the California Tobacco Health Protection
Act of 1988, also known as Proposition 99. This initiative increased the state cigarette tax by 25 cents
per pack and added an equivalent amount on other tobacco products. The new revenues were
earmarked for programs to reduce smoking, to provide health care services to indigent persons, to
support tobacco-related research, and to fund resource programs for the environment. The money is
deposited by using the following formula: 20 percent is deposited in the Health Education Account
(HEA); 35 percent in the Hospital Services Account; 10 percent in the Physician Services Account;
five percent in the Research Account; five percent in the Public Resources Account; and 25 percent in
the Unallocated Account (Revenue and Taxation Code 30124).

Subcommittee Staff Comment and Recommendation—Hold Open. It is recommended to hold this
item open pending May Revision updates.

Questions. The Subcommittee has requested DPH to respond to the following:

1. Please provide a brief review of this proposal.
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Issue 11: Active Transportation Safety Program

Budget Issue. DPH requests $733,000 in reimbursement expenditure authority and an increase of 4.5
positions to implement the Active Transportation Safety Program with funds provided through an
Interagency Agreement with the California Department of Transportation (Caltrans).

Background. The Active Transportation Program was created within Caltrans and funded by SB 99
(Committee on Budget and Fiscal Review), Chapter 359, Statutes of 2013, and AB 101 (Committee on
Budget), Chapter 354, Statutes of 2013. It consolidated existing federal and state transportation
programs, including the Transportation Alternatives Program, Bicycle Transportation Account, and
State Safe Routes to School, into a single program with a focus to make California a national leader in
active transportation. Caltrans has executed an interagency agreement with DPH’s Safe and Active
Communities Branch to be a part of the new program.

Since 2007, Caltrans had contracted with the University of California, San Francisco to operate a Safe
Routes to School Technical Assistance Resource Center at a cost of approximately $700,000 annually.
This amount supported five positions to provide trainings, technical assistance, and resources to local
communities to help them develop and implement Safe Routes to School non-infrastructure programs
throughout California. The Technical Assistance Resource Center was housed with, and overseen by,
staff from the Safe and Active Communities Branch, who provided in-kind support for nearly eight
years, with no contract or funding from Caltrans. The prior contract between Caltrans and University
of California, San Francisco was operating on a no-cost extension and originally expired on September
30, 2015. Caltrans has sought to partner with the Safe and Active Communities Branch to be a major
component in their new Active Transportation Program. The University of California, San Francisco
staff have been involved in discussions about the transition of the contract between Caltrans and
University of California, San Francisco to DPH, and have expressed no objections. Most of University
of California, San Francisco’s staff that have been providing these services to Caltrans are on the exam
lists and are eligible and encouraged to apply for the newly established DPH positions.

Specific goals of the Active Transportation Program include reducing pedestrian and bicycle injuries
and fatalities, reducing greenhouse gas emissions, improving air quality, increasing safe, physical
activity among youth, and improving equity for disadvantaged communities.

According to DPH, Caltrans is committed to continuing technical support services provided by DPH to
increase public health expertise in the implementation of its Active Transportation Program to ensure
public health-related goals are met. Caltrans will transfer funding to DPH through an interagency
agreement in the amount of $733,000 for the period July 1, 2016 to June 30, 2017, with annual renewal
contingent upon budget reauthorization for the Active Transportation Program.
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According to DPH, many of the statutorily required goals of Caltrans’ Active Transportation Program
have a direct connection and benefit to public health, including: increasing safety for non-motorized
users; increasing mobility for non-motorized users; advancing the efforts of regional agencies to
achieve greenhouse gas reduction goals (through reduction in vehicle miles traveled); enhancing public
health, including the reduction of childhood obesity by increasing walking and bicycling to school
through Safe Routes to School Programs; ensuring that disadvantaged communities fully share in
program benefits (25% of program), and providing a broad spectrum of projects to benefit many types
of active transportation users.

Subcommittee Staff Comment and Recommendation—Hold Open.
Questions. The Subcommittee has requested DPH to respond to the following:

1. Please provide an overview of this issue.
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Issue 12: Protecting Children from the Effects of Lead Exposure

Budget Issue. DPH requests an increase of $8.2 million annually ($1.4 million in state operations and
$6.8 million in local assistance) for four years from the Childhood Lead Poisoning Prevention Special
Fund and to establish seven positions to extend services to children who have been exposed to lead as
now defined by a lower blood lead level by the Centers for Disease Control and Prevention (CDC).

Background California established a Childhood Lead Poisoning Prevention (CLPP) Program to
prevent childhood lead exposure, set standards for testing children for blood lead, monitor laboratory
reported blood lead test results, educate and counsel families about lead, provide public health nursing
and environmental home inspections and follow-up services to children identified with the highest
blood lead levels, and identify sources of lead exposure and seeing that they are corrected. The CLPP
Program has been successful in reducing the number of children exposed to high levels of lead;
however, direct case services could be expanded to a larger child population with lower lead exposure
levels.

Direct services to children are provided by 43 local CLPP programs in 40 counties and three cities
which contract with the CLPPB for funding. The state is responsible for services in the remaining 18
counties. Funding is provided to these local programs by CLPPB contract criteria based on their:
population of high-risk, young, low-income children; number of children with evidence of increased
lead exposure on blood testing; and the proportion of children living in older housing (often associated
with lead exposure).

All blood lead tests are required to be reported to the CLPPB. Approximately 700,000 tests are
reported each year by over 300 laboratories and processed by CLPPB to assure receipt of accurate and
complete information, including identification and location of children who have increased blood lead
levels needing services. Test results are stored in the CLPPB web-based data system and are viewable
by local health jurisdictions. In 2012, approximately 650,000 individual children up to age 21 were
blood lead tested in California (some children are tested more than once); about 600,000 were under
age six.

Children with the highest blood lead levels (> 20 micrograms per deciliter (mcg/dL) or persistent
values of >15 mcg/dL) are currently deemed “cases” of lead poisoning requiring follow-up case
management. Approximately 200 new children are identified as cases of lead poisoning each year.

Alerts are sent by the CLPPB data system to initiate interventions by public health nurses and
environmental professionals to reduce lead exposure in these children. The nurses and environmental
professionals make home visits to educate the family about reducing lead exposure and to carry out
inspections to detect sources of lead. The children receive special health care referrals as needed and
ongoing collaboration occurs with their health care providers. They receive follow-up treatment for
two to three years to ensure that blood lead levels decline and remain low.

The CLPP Program has been successful in reducing the number of children exposed to high levels of
lead. The annual number of children identified as cases of lead poisoning has decreased fivefold since
the program began in the early 1990s and the percent of tested children identified with increased blood
lead levels (> 10 mcg/dL) has decreased more than twofold since complete laboratory reports of these
blood lead levels became available in 2007.
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The CDC recommends that an even lower blood lead level (>5 mcg/dL) be used to define need for
services for, and follow-up of, lead-exposed children. Most lead-exposed children with blood lead
levels not high enough to be “cases,” do not currently receive extensive services. They may receive
some educational or home inspection services to decrease lead exposure, as resources allow.
Approximately 12,500 children in 2012 were identified with blood lead levels that would not currently
qualify them as lead poisoning cases, but are levels that are now known to be harmful. Numbers vary
by year but only 4,200 to 6,400 of such children receive any services each year.

CLPPB is proposing to lower the blood lead levels defining a “case” of poisoning from a single blood
lead > 20 mcg/dL to > 15 mcg/dL and changing the persistent values of > 15 mcg/dL to > 10 mcg/dL.
The current, higher blood lead criteria being used to define a child as case of lead poisoning is based
on the blood lead level delineated for these interventions by CDC in the 1990s and early 2000s. In
2004, the CDC described the need for case management services for blood lead levels of > 10 mcg/dL
because lower lead levels are associated with developmental delays, permanent loss of 1Q, and
behavioral disorders in infants and young children.

CLPPB is proposing to also implement the new CDC recommendations for monitoring and providing
outreach, education, and basic services to all children identified with blood lead values > 5 mcg/dL.
The CDC in 2012 recommended that a lower reference blood lead level of 5 mcg/dL be used to define
the need for services to see that additional lead exposure is prevented and follow up is provided to
ensure that blood lead levels decline. This recommendation for providing services at lower levels has
also been promoted by the American Academy of Pediatrics since 2013. With this proposal, children
with blood lead levels lesser than or equal to 5 mcg/dL would not receive full case management
services, but would receive follow-up services to reduce lead exposure, including family contact and
educational outreach, and collaboration with the health care provider.
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Services Currently Provided and Those Proposed

March 3, 2016

Blood Lead
Level, in mcg/dL

Effects of Lead Exposure

Current Services Provided

Proposed Services

Single value > 20
or

Persistent values
>15 to <20, at
least a month
apart.

Neurotoxin, includes all the
effects at lower levels. Can
also cause anemia,
abdominal pain, kidney
disease, cardiovascular
disease, and at very high
levels can cause seizures,
coma, and fatalities.

Meets current definition of state case of
lead poisoning. Full services required.
This includes public health nursing
home visits and environmental
inspections, family education on sources
of lead exposure, identification of
sources exposing child, removal of these
sources, correction of environment,
coordination with health care provider,
health referrals as needed, and follow-up
until blood lead level declines.

Will continue to meet definition of
state case of lead poisoning. Full
services required. Services
provided will be the same as for
currently defined cases.

Single value > 15,
or persistent
values of > 10 to
<15, at leasta
month apart.

Neurotoxin, life-long
health affects including:
reduced 1Q, behavioral
disorders, decreased
academic achievements.
May also affect
cardiovascular,
immunologic, and
endocrine systems.

No services currently required. As
available resources in each jurisdiction
allow, these children may receive some
services, ranging from educational
materials for the family, to contact with
the health care provider, to home visits
and inspections. Some children in this
category are receiving contact and have
blood lead monitored; limited numbers
receive visits and inspections.

Will meet new definition of state
case of lead poisoning. Full
services, as are currently provided
to cases, will be required.

Single value > 5
to

Neurotoxin, life-long
health affects including:

No services currently required. As
available resources allow, these children

Full services will not be required
but all children will receive some

< 10. reduced 1Q, behavioral may receive some services, ranging from | contact and educational outreach,
disorders, and decreased educational materials for the family, to collaboration with their health care
academic achievement. contact with the health care provider, to | providers, and monitoring to be sure
home visits and inspections. Most blood lead values decline and do not
children in this category are not increase further. As resources allow
receiving any services. and trends in the child's lead level
dictates, home visits and inspections
will be provided.
Value <5. No known safe level No services currently required. All No services required. All children

according to Centers for
Disease Control and
Prevention.

children receive anticipatory guidance
on the adverse effects of lead at well
child visits and through statewide
outreach and education.

receive anticipatory guidance on the
adverse effects of lead at well child
visits and through statewide
outreach and education.

With the large increase in the number of children to receive services and be monitored to assure
reduction in blood lead levels, DPH is requesting $900,000 annually from the Childhood Lead
Prevention Special Fund to support seven positions for four years. The positions include: 1.0 Nurse
Consultant 111 (Specialist); 1.0 Nurse Consultant 11; and 2.0 Environmental Scientist positions that are
needed to carry out direct case management and lead inspections and for statewide technical assistance
and oversight of the increased statewide workload; 1.0 Associate Governmental Program Analyst
position to perform blood lead test verification and monitor subsequent blood lead levels; 1.0 Research
Scientist | position for data analysis and identification of populations needing services for blood lead
values > 5 mcg/dL; and 1.0 Associate Governmental Program Analyst position for oversight of
expanded local contracts that cover the new workload.
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CLPPB is also requesting $500,000 annually for four years beginning in 2016-17 in Information
Technology services to modify and update its blood lead reporting, surveillance and case management
system through an external contract or augmented reimbursement to DPH Information Technology
Services Division, as available expertise dictates. The web-based, data system receives blood lead test
results from laboratories, is viewable by the state and local jurisdictions, and is used to track blood lead
tests and manage lead-exposed children. The changes will accommodate: 1) case management alerting
functions at the lower case definition; 2) tracking of activities conducted for lower blood lead levels;
increased data analysis and reporting; and, 3) improved identification and mapping of areas and
populations at risk for lead exposure. It will allow for documentation of the services provided.
Archiving of older blood lead values and case information will also be performed to increase data
system efficiency.

The additional workload in the local jurisdictions is projected to involve public health nurses,
environmental staff, and their support staff. The $6,800,000 for local assistance is projected for the
increased work, using current case management and professional personnel allocations.

Subcommittee Staff Comment and Recommendation—Hold Open. It is recommended to hold this
item open as discussions continue on the interaction with this proposal and the Medi-Cal program.
According to the Administration, the Department of Health Care Services does not intend to submit a
State Plan Amendment to reflect these changes for the Medi-Cal program. If the Medi-Cal program
was updated to be consistent with this proposal, the state could draw down federal funds for these
purposes.

Questions. The Subcommittee has requested DPH to respond to the following questions.
1. Please provide an overview of this proposal.

2. How many more children to you expect to serve under this proposal?
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Issue 13: California Environmental Contaminant Biomonitoring Program

Budget Issue. DPH requests two permanent positions and $350,000 from the Toxic Substances
Control Account for two years. The positions were established as limited-term positions and are set to
expire on June 30, 2016.

Background. Biomonitoring California was established through SB 1379 (Perata) Chapter 599,
Statutes of 2006. The program is a collaborative effort involving DPH as the designated lead, the
Office of Environmental Health Hazard Assessment (OEHHA), and the Department of Toxic
Substances Control (DTSC). It receives technical advice and peer review from a Scientific Guidance
Panel and input from the public.

Biomonitoring California’s principal mandates are to: (1) measure and report levels of specific
environmental chemicals in blood and urine samples from a representative sample of Californians, (2)
conduct community-based biomonitoring studies, and (3) help assess the effectiveness of public health
and environmental programs in reducing chemical exposures. Biomonitoring provides unique
information on the extent to which people are exposed to a variety of environmental chemicals and on
how such exposures may be influenced by factors such as age, gender, ethnicity, diet, occupation,
residential location, and use of specific consumer products. This information is essential to inform
policy decisions in public health and environmental protection (e.g., the reformulation and enhanced
safety of consumer products under the Safer Consumer Product Regulations implemented by DTSC).

Biomonitoring California is funded through five special funds including the Toxic Substances Control
Account (TSCA), the Air Pollution Control Fund (APCF), the Department of Pesticide Registration
Fund (DPRF), the Childhood Lead Poisoning Prevention Fund (CLPPF), and the Birth Defects
Monitoring Fund (BDMF). DPH has eight permanent staff positions for Biomonitoring California and
eight limited-term positions created in 2014-15 (two positions ending on June 30, 2016) and 2015-16
(six positions ending on June 30, 2017).

Subcommittee Staff Comment and Recommendation—Hold Open.
Questions. The Subcommittee has requested DPH to respond to the following:

1. Please provide an overview of this issue.
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Issue 14: Medical Marijuana (AB 243, AB 266, and SB 643 of 2015)

Budget Issue. DPH requests 37 positions and $12 million in funding from the Medical Marijuana
Regulation and Safety Act Fund to be phased in between fiscal years 2015-16 to 2018-19 to begin the
implementation of the mandated provisions specified in AB 266 (Bonta), Chapter 689, Statutes of
2015, AB 243 (Wood), Chapter 688, Statutes of 2015, and SB 643 (McGuire), Chapter 719, Statutes of
2015. DPH requests to phase-in these positions, as follows: six positions and $457,000 in
reimbursement authority for 2015-16; eight additional positions and $3,438,000 in 2016-17; two
additional positions and $2,520,000 in 2017-18; and the final 21.0 additional positions and $5,658,000
in 2018-19.

This request includes:

e A one-time appropriation to purchase laboratory equipment that will be needed during the
development of testing methodologies and regulations. Total cost will be $1,180,000.

e On-going annual funding for reagents and consumables that will be utilized during the
methodology development and on-going testing. Total cost will be $22,000 per year.

e A one-time appropriation of $270,000 for the purchase of vehicles for the
Investigators/Environmental Scientists.

e On-going annual funds of $15,000 for vehicle maintenance and safety equipment.

e On-going annual funds of $30,000 annually for product sampling for enforcement purposes.
e On-going annual funds of $60,000 for equipment maintenance contracts.
e A one-time appropriation of $36,000 for Peace Officer Standards Training (POST) in 2018-19.

e On-going annual funds of $2,400 for on-going annual POST annual training.

This budget change proposal requests position authority and funding to develop regulations and
standards for medical cannabis product manufacturers and testing laboratories. Once regulations have
been developed, the department will move forward with the licensing of cannabis manufacturers,
licensing and registration of testing laboratories and enforcement provisions. Implementation of these
bills will be phased in over approximately three years.

Background. In 1996, voters approved the Compassionate Use Act (CUA), which allows patients and
primary caregivers to obtain and use medical marijuana, as recommended by a physician, and prohibits
physicians from being punished or denied any right or privilege for making a medical marijuana
recommendation to a patient. In 2003, SB 420 (Vasconcellos), Chapter 875, Statutes of 2003,
established the Medical Marijuana Program (MMP), which allows patients and primary caregivers to
collectively and cooperatively cultivate medical marijuana. It also established a medical marijuana card
program for patients to use on a voluntary basis.
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Passed in 2015, AB 266 established the Medical Marijuana Regulation and Safety Act (Act) for the
licensure and regulation of medical marijuana. Also passed in 2015, AB 243 and SB 643, in
conjunction with AB 266, established the regulatory framework to regulate the cultivation, sale,
testing, manufacturing and transportation of medical cannabis in California. AB 243 requires the
licensing authorities to establish a scale of application, licensing, and renewal fees, based upon the cost
of enforcement. All fees collected are to be deposited into the new Medical Marijuana Regulation and
Safety Act Fund. In order to begin implementation of the bills, AB 243 authorized the Director of
Finance to provide an initial operating loan from the General Fund or a Special Fund of up to $10
million and appropriates that money to the California Department of Consumer Affairs.

The departments impacted by these bills are the California Department of Consumer Affairs (DCA),
the California State Board of Equalization (BOE), the California Department of Food and Agriculture
(CDFA), the California Department of Industrial Relations (DIR), the California Department of
Pesticide Regulations (DPR), State Water Resources Control Board (SWRCB), and the Department of
Public Health (DPH). The administration of the Medical Marijuana Regulation and Safety Act will
include the following roles:

e Department of Consumer Affairs will establish the Bureau of Medical Marijuana Regulation
to administer, enforce, create, issue, renew, discipline, suspend, and or revoke licenses for the
transportation, storage unrelated to manufacturing activities, and sale of medical marijuana
within the state. The Bureau will issue licenses to distributors, transporters, and dispensaries.

e California Department of Public Health is required to adopt and enforce regulations for the
licensing structure for cannabis manufacturers and the licensing and registration of testing
laboratories which will require the establishment of new program staff within DPH. DPH is
also required to develop standards for the production and labeling of all edible medical
cannabis products and will work with CDFA on the development of a database that will be used
to store and share relevant information on licensees and the tracking and tracing of regulated
commodities.

e California Department of Food and Agriculture is required to create, issue, and suspend or
revoke cultivation licenses. CDFA is required to promulgate regulations governing the
licensing of indoor and outdoor cultivation sites, develop standards for the use of pesticides in
cultivation, and maximum tolerances for pesticides and other foreign object residue in
harvested cannabis and create an electronic database containing the electronic shipping
manifests. Not later than January 1, 2020, CDFA, in conjunction with the Bureau, is required to
make available a certified organic designation and organic certification program for medical
marijuana. In consultation with the Board of Equalization, CDFA is required to adopt a system
for reporting the movement of commercial cannabis and cannabis products.

e Department of Pesticide Regulations is required to provide guidance, in absence of federal
guidance, on whether the pesticides currently used at most cannabis cultivation sites are
actually safe for use on cannabis intended for human consumption. DPR, in consultation with
CDFA, is required to develop standards for the use of pesticides in cultivation, and maximum
tolerances for pesticides and other foreign object residue in harvested cannabis. DPR, in
consultation with the SWRCB, is required to promulgate regulations that require that the
application of pesticides or other pest control in connection with the indoor or outdoor
cultivation of medical cannabis meets standards.
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The act requires a distributor to ensure that a random sample of the medical cannabis or medical
cannabis product is tested prior to distribution. Since this industry is currently unregulated, the number
of dispensaries, manufacturers, growers, and potential testing laboratories is unknown. There are
varying numbers of estimated medical marijuana dispensaries from different published websites
ranging anywhere from 500 to 4,000. Based on the number of dispensaries and the potential demand
for testing, DPH estimates that the number of testing laboratories that will seek licensure and
registration in California could be approximately 100 testing laboratories. According to DPH, the 100
testing laboratories is a conservative estimate based on the number of certified laboratories in
Colorado. California is a much larger state and has approximately seven times the population of
Colorado. As of 2014, Colorado began requiring testing for retail marijuana and retail marijuana
products prior to their sale. There are currently 17 licensed testing laboratories in Colorado, with an
additional 23 licensed testing facilities that have received certification for other residual solvents
testing. At this time, licensed medical marijuana businesses in Colorado can voluntarily test their
products at licensed and certified marijuana testing facilities but such testing is not mandatory. The
demand for licensed testing laboratories is expected to be higher in California to meet the expected
testing requirements outlined in the act.

DPH will establish the Office of Medical Cannabis Licensing in order to implement the mandates of
the new Medical Marijuana Regulation and Safety Act. DPH will implement the provisions of the new
act over three phases. The office will provide overall policy guidance and oversight to ensure that the
act is implemented in accordance with the statutory requirements. The office will be responsible for the
development of the statewide standards, regulations, licensing procedures, and policy issues to license
medical cannabis manufacturers and register and license testing laboratories in order to regulate the
testing and manufacturing of medical cannabis and medical cannabis products in California. Staff will
meet with DCA, BOE, DPR, CDFA, the California Health and Human Services Agency, and the
Governor’s Office to ensure coordination of regulations, licensing, and enforcement activities. The
expectation in the act is that licenses will be issued beginning January 1, 2018. The act places
protection of the public as the highest priority in the licensing, regulatory and disciplinary functions of
the act.

The legislation authorizes the bureau to establish an advisory committee to advise the licensing
authorities on the development of standards and regulations pursuant to the act, including best
practices and guidelines to ensure qualified patients have adequate access to medical cannabis and
medical cannabis products. DPH expects to be part of the advisory committee and this participation
will require staff time. DPH expects that on average that there will be meetings scheduled for all
licensing authorities on a monthly basis. Staff from the office will attend these meetings and will be
required to prepare, document and distribute information to staff upon their return from these meetings.
Beginning March 1, 2023 and on or before March 1 of each following year, DPH shall prepare and
submit to the Legislature an annual report on the department’s activities and post the report on its
internet web site.

Office of Medical Cannabis Licensing. In Phase |, starting in 2015-16 DPH will hire the Office of
Medical Cannabis Licensing Chief and the Research Scientist Supervisor Il to plan, manage and direct
all staff within the Medical Cannabis Manufacturing and Testing programs. DPH will also hire an
attorney to provide guidance to the programs in the interpretation of the Act, and the development of
the regulations.

Senate Committee on Budget and Fiscal Review 45



Subcommittee No. 3 March 3, 2016

In 2016-17, the Office of Medical Cannabis Licensing will hire the Staff Services Manager Il (SSM 1)
to oversee the development of licensing procedures, cost methodologies, and program expenditures.

In 2016-17 a Staff Programmer Analyst will support the DPH’s interface with CDFA and BOE as they
adopt a system for reporting the movement of commercial cannabis and cannabis products throughout
the distribution chain. Additionally, CDFA will create an electronic database containing the electronic
shipping manifests. The database will be designed to flag irregularities for all licensing authorities to
investigate. All licensing authorities may access the database and share information related to
licensees, including social security and individual taxpayer identifications.

In Phase Il (2017-18) an Associate Governmental Program Analyst (AGPA) will be hired to provide
support for the Office with the regulatory public comment process, and overall development of the
administrative aspects. In Phase 11l (FY 2018-19), an Executive Secretary will be added to provide the
Office Chief and SSM Il with administrative support once licensing and full program activities
commence.

Testing Laboratories. The Act identifies 12 different licensing classifications dependent upon the
type of medical cannabis business. Those include cultivation, manufacturing, testing, dispensary,
distribution and transportation. DPH is responsible for manufacturing and testing licenses.

DPH is required to issue a Type 8 “testing” license classification to a testing laboratory. To
accomplish this, the department will promulgate regulations governing the registration and licensing of
testing laboratories. The testing laboratories will be required to register with the department and to
renew that registration on an annual basis requiring that the department develop a process for
laboratory registration. In order to develop the regulations and standards, DPH will develop standard
methods, sampling procedures and validate testing methodologies. The standard method development
will include testing requirements for medical cannabis, which includes testing for identifications of
potential contaminants.

Phase | (2016-17) and Phase Il (2017-18). In order to implement a registration and licensing program
for testing laboratories and all testing requirements, DPH will begin by developing regulations and
standards to address contaminant levels for the following areas: residual solvent or processing
chemicals; pesticide residues; foreign material, such as: hair, insects or related adulterant;
microbiological impurity; fungal toxins; heavy metals; whether the batch is within specification for
odor and appearance; and volatile organic compounds. The regulation development for testing
laboratories in Phases | and Il will require a total of 5.0 Research Scientists in both chemical and
microbiological capacities, and 1.0 AGPA will support scientific staff to purchase equipment, assist
with the development of regulations, and coordinate contracts and maintenance for equipment and to
assist with hiring and other administrative duties. This AGPA position will also be critical in assisting
in the development of the licensing fees. DPH will conduct the following activities:

e Develop medical cannabis testing standards and methodologies for both chemical and
microbiological contaminants.

e Develop requirements for standards for testing laboratories, personnel requirements, quality
assurance and maintenance of records.
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e Conduct scientific research of complex studies related to the safety of marijuana products and
survey of other state’s regulations and requirements. DPH will be required to perform research
regarding any current existing analytical methodologies and also consult with other states that
already have developed these standards and come up with similar protocols.

e Validate testing methodologies.

e Develop lists for required testing for drug potency, chemical contaminants, and microbiological
contaminants.

e Develop a process for laboratory licensing and registration that will specify what requirements
need to be met by testing laboratories for licensure and registration. For testing laboratories
there are several requirements in the act that have to be met, including that the laboratory is
accredited through International Standards Organization (ISO) standards.

e Develop methodologies for setting licensing fees.

e Develop procedures and regulations to enforce its duties under the act, to take disciplinary
actions and suspend or revoke licenses of testing laboratories after an investigation and hearing.

e Develop registration and licensing procedures.

e Purchase of laboratory equipment. Equipment purchase will take place in 2016-17 as it can take
up to six months to obtain equipment, set up and install, and train staff on how to utilize the
equipment.

Phase 111 (2018-19 and on-going). Upon development and adoption of the regulations and standards,
DPH expects to begin registering and licensing testing laboratories and also begin its supporting role as
a reference laboratory for the medical cannabis manufacturing enforcement capabilities. This will
require 1.0 Office Technician and an additional 4.0 Research Scientists to assist with performance of
analysis testing of samples submitted by the medical cannabis manufacturing program during
performance of enforcement responsibilities. Support will be needed to provide for ongoing testing
capabilities including chain of custody documentation, oversight of samples received, sample
preparation, analysis, data interpretation, and report writing providing details of the outcomes of the
analysis.

The annual licensing and registration of testing laboratories will begin in 2018 and require that the
Research Scientists review applications for personnel qualifications, quality assurance, and
maintenance of records in accordance with the regulations and standards. The Research Scientists will
also conduct inspections of testing laboratories with a schedule to be established in regulations, and
work on any potential hearings actions related to the suspension or revocation of licenses,
investigations and preparation for any potential hearings.

The establishment of methodologies and research for medical marijuana are new and will continue to
evolve. The Research Scientists from Phase I and Il in chemical and microbiological capacities will
continue to perform permanent ongoing research and updates for testing methodologies and for
updates to the standards of procedures and testing. Staff will prepare laboratory analysis reports
including scientific research reports needed for the validation of testing of different contaminants.
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Licensing of Manufacturers. AB 266 requires the department to adopt regulations for the licensing
structure for cannabis manufacturers in order to regulate the manufacturing of medical cannabis in
California. This requires that the department establish regulations, standards, and procedures for
licensing medical cannabis manufactures. Licenses will be required to obtain a license and renew it on
an annual basis. DPH will also be required to consult with CDFA on the development of a data system
that will be used to store and share relevant information on licensees and the tracking and tracing of
regulated commodities.

Phase | (starting in 2015-16) and Phase Il (2017-18). In order to implement a licensing program for
manufacturing of medical cannabis products, DPH will develop regulations and standards. The
regulation development in Phases | will require a Staff Toxicologist, a Food and Drug Program
Specialist and an AGPA. In Phase 11, an additional AGPA will be phased in to begin the development
of licensing desk procedures, development of applications and/or forms, create tracking records, metric
development for licensing and enforcement activities, maintaining documentation, and providing
analytical support.

Regulations, standards, and procedures will be developed for:

e Licensing of level 1 manufacturers (Type 6 license) which includes licensing of cannabis
manufacturers sites that utilize nonvolatile solvents.

e Licensing of level 2 manufacturers (Type 7 license) for sites that utilize volatile solvents.
e Standards for the production and labeling of all edible medical cannabis products.

e Extraction and infusion methods.

e Inventory procedures.

e Transportation process.

e Quality control procedures.

e Inspection, sanitation and health and safety standards.

e Enforcement, disciplinary action, and suspension or revocation of licenses.

e Advertising, labeling, inspection process and sampling.

e Determining adulteration and misbranding are also needed for a comprehensive program to
ensure safety for the public regarding this new commodity.

e Warnings about allergens.
e Source of date of cultivation and manufacture.

e Unique identifier information issued by CDFA.
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Phase 11l (2018-19 and on-going). After the regulations have been developed, DPH will begin
licensing the medical cannabis manufacturers and commence enforcement activities. A third AGPA
and an Office Technician will be phased in to assist in budgeting, and other administrative duties
(purchasing, developing and monitoring contracts, human resources, accounting, budgeting) and all
other analytical administrative support. The 2 AGPAs from Phase | and Il will oversee the licensing
desk which will include processing incoming requests for customer support regarding the licensure
process, process license paperwork and payments, track licensees, verify and validate licensees, and
conduct associated administrative work.

An Environmental Program Manager (EPM) I and 2.0 unit supervisors will be hired to oversee field
staff. The EPM | will supervise and direct the investigation and inspection of enforcement staff,
coordination of the collection, and submission of samples for testing. DPH will need 10.0
Investigators/Environmental Scientists that will conduct the investigations and inspections of
manufacturers and persons engaged in the manufacturing, storage, distribution, sale and advertising of
medical cannabis products throughout the state. The investigations will include detailed and
comprehensive physical inspections of buildings, as well as the inspection and thorough review of
manufacturing processes, operating procedures, and records. Inspections include gathering of facts and
samples, assessing compliance, issuing notices of violations, discussing observations and corrective
actions with firm management; preparing in-depth inspection or investigational reports; and making
recommendations regarding corrective action and appropriate disposition of cases based on adequacy
of evidence or procedures.

There are varying numbers of estimated medical marijuana dispensaries from different published
websites ranging anywhere from 500 to 4,000. Based on information from the Sunrise Questionnaire
and the Emerald Growers Association, there are an estimated 40,000 cultivation sites throughout
California. According to www.weedmaps.com, there are over 4,000 medical marijuana dispensaries
operating within California. The act allows for cultivators (small) and dispensaries to also hold a
manufacturing license. It is unknown at this time how many cultivators and dispensaries will request a
license as a manufacturer. However, the department estimates that approximately 1,000 manufacturers
will need to be licensed. The estimate of 1,000 manufacturers is also based on the 194 licensed
manufacturers that Colorado currently has for an industry that is presumably much smaller than
California’s will be.

LAO Findings. The LAO generally finds that DPH is funding initial startup activities as required.
However it identifies the following as issues for legislative consideration:

e Implementation Will Require Substantial Amount of Cross-Agency Coordination. The
administration appears to be prioritizing communication and alignment of various efforts, but
numerous activities will need to be coordinated across multiple departments. For example, at
least three departments—CDFA, DPH, and DCA—will have to coordinate to develop
regulations, licensing fee structures, and an IT system to track medical marijuana production
from cultivation through distribution and sale.

e Implementation Will Require Substantial Amount of Coordination With Locals. The
administration plans to actively engage with local governments, but aligning state and local
policies and efforts will require ongoing communication and coordination. For example, DFW
wardens will need to coordinate with local law enforcement and prosecutors to ensure
investigations of cultivation sites are conducted safely, legally, and effectively.
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Ongoing Regulatory Costs Still Unclear. Amount of workload departments ultimately will
experience depends on many unknown factors, including the eventual size of the regulated
medical marijuana industry, the number of authorized dispensaries, and the scale of
environmental impacts. Follow-up proposals are expected in the coming years, including for
what could be a significant new IT project.

Timely Implementation May Be a Challenge. Given scope of new responsibilities,
departments may have difficulty promulgating regulations, developing fee structures, and
crafting new policies and guidelines.

Other Factors Could Change Landscape. The potential exists for factors outside of the
Legislature’s control to alter current plans for implementing these laws. For example, potential
voter expansion of legalized marijuana use could change the regulatory role of the state,
perhaps requiring additional resources or modified regulations. Alternatively, a change in
federal drug policy could complicate the state’s approach to overseeing medical marijuana
production and use.

Subcommittee Staff Comment and Recommendation—Hold Open. It is recommended to hold this
item open pending further review of this proposal. Additionally, the following should be considered:

Timely Regulation Development Likely Difficult. DPH anticipates completing regulations by
January 2018 (the statutory deadline), which is less than two years from now. DPH indicates
that it has already begun its research, is consulting with other states that have implemented
similar standards, and plans to hire an attorney who will be dedicated to working on the
medical cannabis regulations. Despite these efforts, it is unclear how DPH will meet this
deadline, not only because of DPH’s past difficulties in promulgating regulations in a timely
manner but also because this is a new industry for the department.

Opportunity to Create Public Health Surveillance System. Given this crucial moment in the
establishment of a regulatory framework to regulate the cultivation, sale, testing, manufacturing
and transportation of medical cannabis in California, it is critical to consider what type of
public health surveillance system is necessary to assure quality of the regulatory system. The
Legislature may wish to consider working with DPH to establish a public health surveillance
system (e.g., tracking of emergency room visits related to the use of medical marijuana) as part
of implementation of this proposal.

Questions. The Subcommittee has requested DPH to respond to the following:

1.

2.

Please provide an overview of this issue.
Please discuss what steps DPH is taking to ensure timely development of regulations.

Has DPH considered what type of public health surveillance system should be developed in
conjunction with the implementation of these bills?
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Issue 15: End of Life Option Act (AB 15 X2, 2015)

Budget Issue. DPH requests $323,000 from the Health Statistics Special Fund in 2016-17, $245,000 in
2017-18 and annually thereafter, and two permanent positions to meet the new mandate to establish the
End of Life Option Act program as specified in AB 15 X2 (Eggman), Chapter 1, Statutes of 2015,
Second Extraordinary Session. This funding will enable DPH to create a secure database to implement
and administer the program and provide staffing for the required confidential program management
and reporting duties.

Background. The State Registrar, the Director of DPH, the state is responsible for registering each
live birth, fetal death, death, and marriage that occurs in California, and for providing certified copies
of vital records to the public. DPH prepares and publishes de-identified public health data collected
from registered certificates to its website and reports this data to various state and federal agencies.

The End of Life Option Act establishes a new program within DPH, and allows terminally ill adults
seeking to end their life to request aid-in-dying drug from their attending physician. DPH will be
responsible for receiving forms specified in statute, tabulating reported data, and preparing an annual
statistical report.

DPH requests two permanent positions to perform confidential program and reporting duties, including
(1) collect forms and data, enter reports received, and track program utilization and associated deaths;
(2) follow-up with providers regarding incomplete or missing forms; (3) perform data analysis, cross-
check decedent deaths with the list of prescribed participants, and draft various statistical reports; (4)
prepare the annual report mandated by the bill; (5) maintain program information on the public website
and respond to inquiries regarding program policy; and (6) update the website as needed, and make
reporting forms available for download from the site.

DPH also requests funding to develop a secure database for this new program. Although the number
of aid-in-dying cases is projected to be small, special protections for the data will be required because
of the sensitivity of this information. One-time development costs for this secure database are
estimated to be approximately $88,000, and ongoing yearly maintenance costs are expected to be
$10,000.

Subcommittee Staff Comment and Recommendation—Hold Open.

Questions. The Subcommittee has requested DPH to respond to the following:

1. Please provide an overview of this issue.
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Issue 16: Collection of Data: Multi-Race or Multi-Ethnic Origin (AB 532, 2015)

Budget Issue. DPH requests $236,000 for fiscal year 2016-17 and $234,000 for fiscal year 2017-18
from the Health Statistics Special Fund to meet the new mandate to tabulate the data for both single
and multiple race or ethnic designations in reports provided to other state departments as specified by
AB 532 (McCarty), Chapter 433, Statutes of 2015.

Background. The State Registrar, the Director of DPH, is responsible for registering each live birth,
fetal death, death, and marriage that occurs in California, and for providing certified copies of vital
records to the public. The State Registrar is also required by law to permanently preserve vital records
and to prepare and maintain a comprehensive and continuous index of all registered certificates. For
birth, death, and fetal death, this is completed through the registration of vital events via web-enabled
registries.

The issuance of death and birth certificates is a key process in generating data required by both the
federal Centers for Disease Control and Prevention (CDC) and DPH to monitor the health of the
population. California operates electronic birth, death and fetal death registration systems. Today, data
on over 99 percent of these vital events is captured electronically at the time of registration. These
systems enable DPH to turn vital record data into actionable public health information.

AB 532 establishes a new requirement for DPH programs that collect demographic data, prior to and
no later than January 1, 2022, to provide forms that offer the option of selecting one more ethnic or
racial designations. The bill also requires DPH to ensure that the data reported to any other state
agency, board, or commission is neither tabulated nor reported without the number or percentage of
respondents who identify with each ethnic or racial designation alone, and not in combination with any
other ethnic or racial designation; those who identify with each ethnic or racial designation, whether
alone or in combination with other ethnic or racial designations; those who identify with multiple
ethnic or racial designations; and to comply with the federal guidance developed for the allocation of
multiple race responses for use in civil rights monitoring and enforcement.

The new workload associated with AB 532 includes the need for development of new statistical coding
of data to produce the strata specified for the data files, and to ensure the integrity and quality of the
data produced. DPH will redirect two positions among its vacant authorized positions to meet the
workload.

Subcommittee Staff Comment and Recommendation—Hold Open.

Questions. The Subcommittee has requested DPH to respond to the following:

1. Please provide an overview of this issue.
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Issue 17: Lesbian, Gay, Bisexual, & Transgender Disparities Reduction Act (AB 959, 2015)

Budget Issue. DPH requests one-time expenditure authority of $125,000 from the Health Statistics
Special Fund to modify existing birth and fetal death registration systems and meet the new mandate to
collect voluntary self-identification information pertaining to sexual orientation and gender identity as
specified in the Lesbian, Gay, Bisexual, and Transgender Disparities Reduction Act, AB 959 (Chiu),
Chapter 565, Statutes of 2015.

Background. The State Registrar, the Director of DPH, is responsible for registering each live birth,
fetal death, death, and marriage that occurs in California, and for providing certified copies of vital
records to the public. The issuance of death and birth certificates is a key process in generating data
required by both the Centers for Disease Control and DPH to monitor the health of the population.
California operates electronic birth, death, and fetal death registration systems. Data on over 99 percent
of these vital events is captured electronically at the time of registration. These systems enable DPH to
turn vital record data into actionable public health information.

AB 959 establishes a new requirement for DPH programs that collect demographic data, as early as
possible, but no later than July 1, 2018, to collect voluntary self-identification information pertaining
to sexual orientation and gender identity. The statute requires DPH to use information voluntarily
provided about sexual orientation and gender identity only for demographic analysis, coordination of
care, quality improvement of its services, conducting approved research, fulfilling reporting
requirements, and guiding policy or funding decisions. In addition, the bill requires that the data
collection duties and reporting requirements are consistent with federal law, and that DPH protect the
identity of individuals within small data sets by aggregating the data.

DPH requests a one-time special fund expenditure authority of $125,000 to comply with this new law
and add new fields for voluntary self-identification information pertaining to sexual orientation and
gender identity of parents. This funding is required to modify the existing electronic birth registration
system, and would be accomplished by the system contractor, UC Santa Barbara, via an amendment to
the current interagency agreement; and modify the existing fetal death registration system, via an
amendment to the current contract with UC Davis.

Subcommittee Staff Comment and Recommendation—Hold Open.
Questions. The Subcommittee has requested DPH to respond to the following:

1. Please provide an overview of this issue.
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| Issue 18: Office of AIDS (OA): AIDS Drug Assistance Program (ADAP) Update

Background. The Office of AIDS has two programs within ADAP that provide access to life saving
medications for eligible California residents living with HIV/AIDS. These are:

A. Medication Program — In this program, ADAP pays prescription drug costs for drugs on the
ADAP formulary for the following coverage groups:

1. ADAP-only clients, for whom ADAP pays 100 percent of the prescription drug costs
because these clients do not have a third-party payer.

2. Medi-Cal Share of Costs clients, for whom ADAP pays 100 percent of the prescription
drug cost up to the client’s share of cost amount.

3. Private Insurance clients, for whom ADAP pays prescription drug co-pays and
deductibles.

4. Medicare Part D clients, for whom ADAP pays the Medicare Part D drug co-pays and
deductibles.

B. Insurance Assistance Programs — These programs pay for private health insurance premiums
or Medicare Part D premiums for clients co-enrolled in ADAP. These are for the following
three types of health insurance:

1. Non-Covered California private insurance — OA — Health Insurance Premium Payment
Program (OA-HIPP)

2. Covered California private insurance — OA HIPP Covered California
3. Medicare Part D — OA Medicare Part D
See tables below for ADAP budget summary and caseload estimates.

Governor’s ADAP Expenditures for Current Year and Budget Year (dollars in millions)

2015-16 2015-16 2016-17
Fund Source Budget Act Revised Proposed
AIDS Drug Rebate Fund $268.4 $178.1 $236.2
Federal Funds — Ryan White $109.9 $138.1 $94.0
Reimbursements from Medicaid Waiver
(Safety Net Care Pool Funds) $18.2 309 %00
Total $396.5 $317.1 $330.2
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Estimated ADAP Clients by Coverage Group

Coverage Group 2015-16 2016-17
Clients Clients
ADAP-only 12,404 11,419
Medi-Cal 191 174
Private Insurance 8,497 9,192
Medicare 8,706 8,615
Total 29,798 29,400

Estimated ADAP Clients by Coverage Group for Insurance Assistance Programs

Coverage Group 2015-16 2016-17
Clients Clients
OA - HIPP 1,047 895
OA- HIPP Covered California 2,019 3,074
OA — Medicare Part D 634 626
Total 3,700 4,595

Current Year and Budget Year Changes. Compared to the 2015 Budget Act, estimated expenditures
for current year will be $317.1 million, which is a $79.4 million decrease. OA projects expenditures of
$330.2 million in 2016-17, which a $66.4 million decrease compared to the 2015 Budget Act.

According to OA, these decreases are mainly due to ADAP clients continuing to transition from ADAP
to Medi-Cal or enrolling directly in Medi-Cal, and ADAP clients continuing to transition to private
health insurance.

ADAP Rebate Fund. Drug rebates constitute a significant part of the annual ADAP budget. This
special fund captures all drug rebates associated with ADAP, including both mandatory (required by
federal Medicaid law) and voluntary supplemental rebates (additional rebates negotiated with drug
manufacturers through the ADAP Taskforce).

Federal HRSA Maintenance of Effort (MOE) for Ryan White CARE Act. The federal Health
Resources and Services Administration (HRSA) requires states to have HIV-related non-HRSA
expenditures. California’s HRSA match requirement for the 2015 federal Ryan White Part B grant year
(04/01/2015-03/31/2016) is $65,519,485.

Payment of Out-of-Pocket Medical Costs through OA-HIPP. As part of the 2014 budget, the
Legislature adopted trailer bill language that allows OA-HIPP to pay for out-of-pocket medical
expenses. OA anticipates this to begin in the spring of 2016.

ADAP Modernization. SB 75 (Committee on Budget and Fiscal Review), Chapter 18, Statutes of
2015, updated financial eligibility criteria for ADAP and the Office of AIDS Health Insurance
Premium Payment program to consider family size and to increase the income limit of $50,000 for
these programs, which is estimated to be 447 percent federal poverty level (FPL) to 500 percent FPL or
$58,350 for a single individual and $98,950 for a three-person household. OA estimates that this
change will cause an additional 306 clients to enroll in 2015-16 and another 151 clients in 2016-17.
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Subcommittee Staff Comment and Recommendation—Hold Open. It is recommended to hold this
item open pending updated information at May Revision.

Questions. The Subcommittee has requested the Office of AIDS to respond to the following:
1. Please provide an overview of the ADAP budget.

2. Please provide an update on the transition of ADAP clients to Medi-Cal and Covered
California.

3. Please provide an update on the implementation of 2014 trailer bill language to pay out-of-
pocket medical costs through OA-HIPP.
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Issues 19: Increase Access to HIV Pre-Exposure Prophylaxis (PrEP)

Budget Issue. DPH proposes to expend $2.6 million in federal funds ($1.4 million local assistance and
$1.3 million state operations) in 2015-16 and $3.5 million ($1.8 million local assistance and $1.7
million state operations) in 2016-17, and requests the addition of five permanent positions, to
implement a three-year Centers for Disease Control and Prevention (CDC) grant awarded to DPH on
September 3, 2015.

A Section 28 Budget Letter, dated October 30, 2015, notified the Legislature of this grant and the
related increase in current year federal fund authority.

Background. The Office of AIDS (OA) is funded by the CDC to provide HIV prevention services in
California in order to achieve the three primary goals of the National HIVV/AIDS Strategy: 1) reduce
the number of people who become infected with HIV; 2) increase access to care and improve health
outcomes for people living with HIV; and 3) reduce HIV-related health disparities. California ranks
second only to Florida in the annual number of newly diagnosed HIV infections, and ranks second
only to New York in the number of persons living with HIV infection.

The HIV Prevention Program provides CDC-funded services to the CDC-defined California Project
Area. The California Project Area includes all California local health jurisdictions except the Los
Angeles County Metropolitan Statistical Area, which includes the cities of Long Beach and Pasadena,
and the San Francisco County Metropolitan Statistical Area, which includes the counties of San Mateo
and Marin. These jurisdictions receive direct CDC funding. OA uses CDC funding to provide HIV
prevention funding to the 18 remaining local health jurisdictions that represent 93 percent of the HIV
prevalence in the California Project Area.

The HIV Prevention Program currently receives approximately $16 million annually in CDC
cooperative agreement funding to provide the CDC-required activities of targeted HIV testing, linkage
to HIV care, partner services, transmission prevention activities focused on HIV-positive persons,
condom distribution, and routine, opt-out HIV testing in healthcare settings. The HIV Prevention
Program currently has 24.0 authorized positions.

DPH will use both the new CDC grant funding addressed in this proposal and the ongoing $2 million
state General Fund for PrEP Navigator Services to increase knowledge, awareness, and uptake of PrEP
among Californians at highest risk for HIV acquisition. As specified in SB 75 (Committee on Budget),
Chapter 18, Statutes of 2015, the $2 million General Fund dollars will be used to fund a PrEP
Navigator Services Program, including local assistance funding disseminated through a competitive
Request for Applications process to an entity in any county if that county meets certain specified
eligibility criteria. By contrast, the CDC requires the federal grant funding addressed in this proposal
be disseminated by the department to only four CDC-designated local health jurisdictions: San Diego,
Orange, Alameda, and Riverside. The funded activities must meet CDC’s specific requirements,
including focusing on the target population of men who have sex with men and transgender persons at
high risk for HIV infection, development and distribution of educational resources for clinical and non-
clinical providers, and development of a training program for patient navigators who will assist
patients with accessing PrEP in the eligible communities.
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At the end of 2013, there were an estimated 121,060 persons living and diagnosed with HIV in
California and reported to OA; however, the CDC estimates 11.3 percent of all persons living with
HIV in California are unaware of their infection. Eighty-seven percent of persons diagnosed with HIV
in California are male. While California has made progress in identifying people who are unaware of
their HIV status, the state has been only minimally successful in reducing the annual number of newly
diagnosed HIV infections statewide, from 5,469 in 2009 to 4,712 in 2013. Over 70 percent of new
infections are among men who have sex with men. Approximately 25 percent of Californians newly
diagnosed with HIV (1,220 people) were living in the CDC-determined eligible jurisdictions for this
funding: San Diego, Orange, Alameda and Riverside. Of those newly diagnosed, 75 percent were men
who have sex with men and 1.2 percent were transgendered persons.

PrEP is a new prevention tool for people at high risk for HIV acquisition that has been shown to
decrease HIV infection. Prior to its use as an HIV preventative for those who are HIV negative, PrEP
medication has been used by those who are HIV positive as an HIV antiretroviral medication for the
past 11 to 14 years. Taken daily, and as long as the patient is at substantial risk for HIV acquisition,
PrEP medication can reduce HIV acquisition by over 90 percent.

Twenty-four state, local, and territorial health jurisdictions were eligible to apply for this funding,
including direct funding to the Los Angeles County and the San Francisco County Metropolitan
Statistical Areas. The department applied for the funding on behalf of eligible California Metropolitan
Statistical Areas/Divisions as determined by the CDC in order of HIV prevalence: San Diego, Orange,
Alameda, and Riverside. Nationally, 12 jurisdictions received PrEP funding, including Los Angeles
and San Francisco.

To implement the PrEP activities, DPH is requesting $3.5 million in federal funds and five permanent
positions to meet the requirements of this grant opportunity. Of the five positions requested, four
positions will be located in OA’s HIV Prevention Branch, and the fifth position will be located in the
Prevention Research and Evaluation Section of OA’s Surveillance, Research, and Evaluation Branch.
PreP activities will include administering the funding at the state level, and determining in
consultation with the eligible local health jurisdictions the most effective levels of funding. The CDC
requires the use of these demonstration project funds to develop and provide the training and technical
assistance for navigation and outreach services, and to develop and distribute educational resources for
clinical and non-clinical private providers, local health department staff and community-based staff, as
well as resources for consumers/patients.

The development and coordination of these education, outreach, and patient navigation services needs
to be centrally developed by DPH so efforts are not duplicated, program activities are standardized,
evaluation of local program components are independently evaluated, and resources are centrally
administered.

Per CDC Request for Applications funding opportunity announcement, funding cannot be used to
purchase PrEP medications.

Subcommittee Staff Comment and Recommendation—Hold Open.
Questions. The Subcommittee has requested DPH to respond to the following:

1. Please provide an overview of this issue.
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5180 DEPARTMENT OF SOCIAL SERVICES — STATE HEARINGS DivisioN (SHD)

Issue 1: Overview — State Hearings Division

Background. State hearings, which are adjudicated by Administrative Law Judges (ALJs) employed
through DSS, are used to provide due process to recipients of, and applicants for, many of California’s
health and human services’ programs, including Medi-Cal, CalWORKSs, CalFresh, and In-Home
Supportive Services. When a recipient disagrees with a decision made by their local county welfare
department, they are legally entitled to request a hearing to contest the decision. The King v. McMahon
and Ball v. Swoap court decisions mandate that DSS provides recipients with timely due process for the
adjudication of appeals hearings. Additionally, these court orders impose financial penalties on DSS for
failing to adjudicate decisions within specified timeframes. The penalties are paid to the prevailing
claimant. Federal mandates require that all requests for hearings be adjudicated within 90 days, or 60
days for CalFresh, of a recipient’s request.

Penalty Structure. Under the court orders, the minimum daily penalty amount is $5.00 per day, or a
minimum of $50, whichever is greater. However, if 95 percent of all decisions are not issued within the
required deadlines in a given month, the daily penalty rate for that programmatic category increases by
$2.50 over the penalty rate being paid to claimants the previous month. In contrast, if 95 percent of all
decisions related to that particular program are issued on time in a given month, the corresponding daily
penalty rate decreases by $2.50 from the penalty rate being paid the previous month. The maximum
daily rate under the court orders is $100 per day.

According to the department, since August 1, 2013, the State Hearings Division is currently achieving a
95 percent overall timeliness each month, creating a steady decline in the daily penalty rate in each
program area. As of January 2016, the penalty rate per day of a late decision was $47.50 for Medi-Cal,
$5 for CalWORKS, $5.00 for CalFresh, and $57.50 for IHSS. Penalties levied on the state for untimely
SHD adjudication in 2012-13 totaled $4.4 million. In contrast, through January 2016, penalties for FY
2015-16 total $55,980.

According to DSS, recent processing times, average penalties, and total penalties paid by program are
listed below:

Timeliness Average Processing
Program Requirement Time of Late Cases | Average Days | Average
Late Penalty
(In Days) (In Days)
CalFresh 60 81.09 21.09 $125.94
CalWORKSs 90 104.28 14.28 $209.04
IHSS 90 101.57 11.57 $857.18
Medi-Cal 90 112.01 22.01 $1,478.60
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State Hearing Penalties by Program for the Last 5 Fiscal Years

Total Penalties Paid by Program

FY CalWORKs | CalFresh | Medi-Cal IHSS Total

FY 10/11 $169,630 $67,988 $215,508 $231,320 $684,445
FY 11/12 $176,133 $59,170 $482,280 $389,158 $1,106,740
FY 12/13 $290,248 $54,175| $3,533,700 $541,717 $4,419,840
FY 13/14 $91,952 $8,807 $423,363 $71,133 $595,255
FY 14/15 $17,253 $5,080 $150,175 $68,295 $240,803
5Yr[1)i/16 $1,220 $1,600 $35,272 $17,888 $55,980

The department notes several contributing factors to the increase in penalties from fiscal years 2008-09
through 2012-13, such as a 26 percent increase in overall workload and inadequate resources from a
hiring freeze, furloughs, and retirements. The Medi-Cal spike was associated with Community-Based
Adult Services cases and was one-time workload.

Recent Caseload Growth. The increased workload is resulting primarily from the implementation of
the Federal Affordable Care Act (ACA). ACA workload will increase the amount of hearing decisions
by over 10,400; a 55 percent increase over the FY 2012-13 workload. This growth is due to the increase
hearing requests in Scope of Benefits and Medi-Cal redetermination appeals. The overall total is
projected to increase from approximately 89, 200 hearing requests and 19,000 decisions in 2012-13 to
120,100 hearing requests and 27,500 decisions by the end of FY 2016-17.

Staff Comment. Prior resources to address the ACA caseload growth were approved as limited-term
positions. It appears the ACA caseload will continue to grow in outyears.

Questions.

1. Please briefly provide an overview of the function of the state hearings division and the structure of
the timeliness requirements and penalties for not meeting them.

2. Please describe the types of cases the majority of recipients are requesting hearings on.

Staff Recommendation. No action required.

Senate Committee on Budget and Fiscal Review Page 4



Subcommittee No. 3 March 10, 2016

Issue 2: BCP - State Hearings Division — Affordable Care Act Caseload

Governor’s Proposal. The Administration requests to make permanent the extension of 56 limited-
term positions to continue to provide the required due process for Medi-Cal and Covered California
(Covered CA) recipients. These positions were approved as limited-term in FY 2014-15 to adjudicate
appeals associated with the ACA. Specifically, the positions DSS seeks to make permanent are as
follows:

e 3.0 Administrative Law Judge Il (ALJ Il) Supervisor

e 11.0 ALJ Il Hearing Specialist

e 17.0 Administrative Law Judge (ALJ I)

e 5.0 Office Technician (Typing)

e 1.0 Office Assistant (Typing)

¢ 10.0 Management Services Technician (MST)

e 6.0 Staff Service Analyst/Associate Government Program Analyst (SSA/AGPA)
e 2.0 Staff Services Manager | (SSM 1) and

e 1.0 Staff Service Manager Ils (SSM II)

DSS is also seeking permanent funding for 1.0 Associate Informations Systems Analyst (AISA) and 1.0
Office Technician (Typing). The cost for all 58 positions is approximately $7.3 million.

The ALJ Il Specialist assists in the training and development of resource materials to meet the needs of
the ALJ I’s and shoulders the caseload associated with more complex hearings while assisting the ALJ |1
Supervisor and Chief Administrative Law Judge. The SSAs and SSM 1 assess the readiness of cases and
interact with parties to reduce AJL time on these activities. Management Services Technician positions
staff the ACA Bureau’s Customer Service group, which is the first point of contact with the public and
the processing of hearing requests. SSA/AGPA support staff performs prehearing functions. Office
Technician and Assistant positions support post hearing functions and clerical support for ALJs.

Background. As of May 2015, 1.3 million Californians have active health insurance under Covered
California. Under the ACA, California’s expansion of Medi-Cal has increased by three million enrollees
from 2013 to 2015. The impact of expansion of Medi-Cal has resulted in an 85 percent increase in the
category of scope of benefit hearings, and a similar increase is anticipated from the category of Medi-
Cal redeterminations.

There is also a workload increase anticipated with the implementation of the Resource Family Approval
(RFA) program.
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The State of California provides due processes to recipients of California public benefits, including
Medi-Cal and Covered California, through hearings conducted by the State Hearings Division (SHD).
Federal mandates require that all requests for hearings be adjudicated within 90 days of a recipient’s
request. Financial penalties are imposed on DSS for failure to adjudicate hearing decisions within the
court-mandated time frames.

Due to the continually increasing ACA caseload and an inability to absorb this workload absent these
positions, DSS asserts these positions are necessary to ensure timely due process for new Medi-Cal
enrollees and Covered California consumers. The department notes that the conversion of limited-term
positions to permanent status results in higher levels of staff retention and increased efficiency. DSS
cites the increased efficiency from these positions as the primary reason they were able to meet the
Federal 95 percent timeliness requirement and avoid penalties.

Staff Comment. Prior resources to address the ACA caseload growth were approved as limited-term
positions. It appears the ACA caseload will continue to grow in outyears.

Questions.
1. Please briefly summarize the proposal.

2. Please discuss how the department’s current estimates of ACA caseload growth and its impacts on
the SHD have changed from when the original BCP was approved.

Staff Recommendation. Hold Open.
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0530 HEALTH AND HUMAN SERVICES AGENCY, OFFICE OF SYSTEMS INTEGRATION

Issue 1: BCP — Appeals Case Management System (ACMS)

Governor’s Proposal. The Administration requests an increase of $237,000 in Office of Systems
Integration spending authority for the Appeals Case Management System (ACMS) project and the
conversion of 7.0 existing state positions from limited-term to permanent. The conversion of these
limited-term positions was previously approved in the Feasibility Study Report (FSR).

Background. The State Hearings Division (SHD) is a federal and state mandated organization that is
responsible for ensuring due process for individuals who wish to appeal administrative decisions about
benefits for public assistance programs, including Medi-Cal, Covered California, CalWORKSs, CalFresh,
and In-Home Supportive Services. The SHD conducts administrative hearings and resolves disputes of
applicants and recipients.

The work of the SHD is supported by a mainframe application, the Appeals Case Management System
(ACMS) which is housed at the Office of Technology in Sacramento, along with 21 ad-hoc applications.
Collectively, these systems are known as the State Hearings System (SHS). The SHS tracks, schedules,
and manages appeals requests received from all 58 counties. However, DSS indicates that the current
SHS does not meet existing business requirements and will not be able to handle the continued increase
in volume associated with the ACA implementation.

DSS submitted an FSR for an automated system that was approved by the California Department of
Technology in January of 2014. One condition with this approval was that OSI would provide project
management support for the project.

The 2014 Budget Act authorized 11.0 new state positions and $4.5 million in funding for the project.
The 2015 Budget Act authorized an increase in $176,000 in OSI spending authority and the extension of
a Senior Information System Analyst (SISA) position.

Below is the ACMS project timeline and a list of key action dates:

Action Dates

Release of RFP 10/2015
Contract Execution 6/2016
System Planning 8/2016
System Design 12/2016
System Development and Configuration 4/2017
User Acceptance Testing 6/2017
Pilot Evaluation 9/2017
User Training 10/2017
System Implementation 11/2017
Project Closeout 12/2018
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Staff comment. According to the Administration, the positions will enhance OSI’s ability to perform
project management, and increases the likelihood of the successful implementation of the State Hearings
ACMS Project. This proposal appears consistent with a previously approved FSR and aligns OSI’s
authority to what is needed to continue managing the ACMS project

Questions.
1. Please briefly summarize the proposal.
2. Please explain how the proposed timeline for the ACMS project has changed.

Staff Recommendation. Approve.
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5180 DEPARTMENT OF SOCIAL SERVICES - CALWORKS

Issue 1: Overview — CalWORKSs

Governor’s Proposal. The budget includes $5.4 billion in federal, state, and local funds for the
program, and estimates an average monthly caseload of 508,000 families. The Governor’s budget for
CalWORKS does not propose any major policy changes.

The Child Poverty and Family Supplemental Support Subaccount provides funding for the grant impact
of both the March 1, 2014 and April 1, 2015 five percent CalWORKs Maximum Aid Payment (MAP)
increases and any subsequent grant increases when sufficient revenues are available. Prior year “base”
funding is available to the counties immediately. The FY 2015-16 and FY 2016-17 funding, identified
as “growth” in the budget tables, requires adequate upfront GF authority in the CDSS budget until
subaccount funds are available directly to the counties.

In the Child Poverty and Family Supplemental Support Subaccount - Growth, $48.9 million will be
available in FY 2015-16 and $60.9 million will be available in FY 2016-17. In the Child Poverty and
Family Supplemental Support Subaccount - Base, $262.1 million will be available in FY 2015-16 and
$241.5 million will be available in FY 2016-17.

Background. California Work Opportunities and Responsibilities to Kids (CalWORKS), the state’s
version of the federal Temporary Assistance for Needy Families (TANF) program, provides cash
assistance and welfare-to-work services to eligible low-income families with children. In the last several
years, CalWORKSs has sustained very significant reductions and partial restorations (summarized
below), as well as programmatic restructuring. Total CalWORKSs expenditures are $7.2 billion (all
funds, state General Fund is $1.4 billion) in 2015-16. The amount budgeted includes $5.4 billion for
CalWORKSs program expenditures (including grants, services, and child care) and $1.8 billion in non-
CalWORKSs programs. California receives an annual $3.7 billion TANF federal block grant. To receive
TANF funds, California must provide an MOE of $2.9 billion annually. State-only programs funded
with state General Fund are countable towards the MOE requirement.

Demographics of CalWORKSs Recipients.! Around three-quarters of all CalWORKSs recipients are
children. Nearly half of those children are under the age of six. Ninety-two percent of heads of
CalWORKSs recipient households are women. Two-thirds of these households are headed by single
women. Nearly half have an 11" grade or less level of education, and ten to 28 percent are estimated to
have learning disabilities. Around 80 percent of these adults report experiencing domestic abuse at some
point.

1 Context information comes from sample data collected by the Department of Social Services (DSS) and from studies in
single or multiple counties, as summarized in Understanding CalWORKs: A Primer for Service Providers and Policymakers,
by Kate Karpilow and Diane Reed. Published in April 2010; available online.
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Caseload and Spending Trends. Prior to federal welfare reform in the mid-1990s, California’s welfare
program aided more than 900,000 families. By 2000, the caseload had declined to 500,000 families.
During the recent recession the caseload grew; but at an estimated 563,500 families in 2012-13, it is not
anywhere close to the levels of the early 1990s. Most recently, the caseload declined 2.8 percent in
2014-15, and from there is expected to continually decrease in 2015-16, and 2016-17 (to a projected
497,000 families). According to the California Budget Project, welfare assistance represented
6.8 percent of the state’s overall budget (including federal, state, and local resources) in 1996-97,
compared with 2.9 percent in 2011-12.

According to DSS, over one million children in 536,000 families are served.

Welfare-to-Work Program. Adults eligible for CalWORKSs are subject to a lifetime limit of 48 months
of assistance. Unless exempt for reasons, such as disability or caregiving for an ill family member,
adults must participate in work and other welfare-to-work (e.g., educational) activities. Depending on
family composition, these activities are required for 20, 30, or 35 hours per week. The program also
offers supportive services, such as childcare and housing support. Effective January 1, 2013, clients are
under the WTW 24-month clock, which provides 24 months of additional flexibility around how to meet
work requirements, but after the initial 24-months, imposes stricter work requirements to receive
assistance and a limit on the number of recipients who can.

Child-Only Caseload. In more than half of CalWORKSs cases (called “child-only” cases), the state
provides cash assistance on behalf of children only and does not provide adults with cash aid or welfare-
to-work services. There is no time limit on aid for minors. In most child-only cases, a parent is in the
household, but ineligible for assistance due to receipt of Supplemental Security Income, sanction for
non-participation in welfare-to-work, time limits, or immigration status. In the remaining cases, no
parent is present, and the child is residing with a relative or other adult with legal guardianship or
custody.

CalWORKSs child care. CalWORKSs participants are eligible for child care if they are employed or
participating in WTW activities. CalWORKSs child care is administered in three stages:

e Stage 1. Provides care to CalWORKSs families when first engaged in work or WTW activities, and is
provided by the Department of Social Services (DSS).

e Stage 2. Once counties deem the family “stable,” CalWORKSs families move to this program.
Families remain in Stage 2 until they have not received assistance for two years. The California
Department of Education (CDE) administers this program.

e Stage 3. Families transition to this program after Stage 2. CDE also administers this program.
Stages 1 and 2 services are considered entitlements, whereas Stage 3 services are available based on

funding levels. Families receiving CalWORKSs assistance, those considered “safety net,” or families who
are sanctioned are not required to pay family fees.
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Horizontal Integration of SAWS and CalHEERS. California’s Statewide Automated Welfare System
(SAWS) is made up of multiple systems which support such functions as eligibility and benefit
determination, enrollment, and case maintenance at the county level for some of the state’s major health
and human services programs, including CalWORKs and CalFresh. The goal of the Horizontal
Integration effort between the Covered California system (CalHEERS) and SAWS is to allow an
applicant applying for health coverage online through Covered California to submit their CalWORKSs or
CalFresh application online at that time without having to re-respond to some of the questions already
asked. CalHEERS will also sort applicants for likely eligibility for other social service programs based
on whether the household income is over or under 200 percent Federal Poverty Level (FPL). This
functionality is planned for implementation in July of 2016.

Major program changes. SB 1041 (Budget and Fiscal Review Committee), Chapter 47, Statutes of
2012, made significant changes to CalWORKSs’ welfare-to-work rules, including:

e Creation of a 24-month time limit with more flexible welfare-to-work activities® before the time
limit has been reached and stricter requirements afterward (up to 48 total months).

e A two-year phase-out of temporary exemptions from welfare-to-work requirements for parents of
one child from 12 to 24 months old or two or more children under age 6, along with a new, once in a
lifetime exemption for parents with children under 24 months.

e Changes to conform state law to the number of hours of work participation (20, 30, or 35, depending
on family composition) required to comply with federal work requirements.

Counties may provide extensions of the more flexible rules for up to six months for up to 20 percent of
participants. This 20 percent extender is not a cap, but a target.

Early engagement. SB 1041 required DSS to convene stakeholder workgroups to inform the
implementation of the above changes, as well three strategies intended to help recipients engage with the
WTW component, particularly given the new time limits and rule changes, specifically:

e Expansion of subsidized employment

e The Online CalWORKSs Appraisal Tool (OCAT), a standardized statewide WTW appraisal tool that
provides an in-depth assessment of a client’s strengths and barriers

e Family stabilization (FS), which is intended to increase client success during the flexible WTW 24-
Month Time Clock period by ensuring a basic level of stability for clients who are in crisis,
including: intensive case management and barrier removal services. These items are discussed in
greater detail later in this agenda.

2 In the first 24 months, the flexible activities could include: employment, vocational education; job search; job readiness; job
skills training; adult basic education; secondary school; or barrier removal activities.
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Monitoring results and outcomes. RAND Corporation will evaluate the enacted changes and provide
the Legislature a report by October 1, 2017. In the interim, DSS must annually update the Legislature
regarding implementation of the enacted changes related to the 24-month clock.

Summary of Major CalWORKSs Changes
2008-2015

2008-09
> Suspend annual COLA

2009-10
> Suspend COLA
> Eliminate statutory basis for future COLAs
> Four percent grant cut
> Establish “young child” WTW exemption

2011-12
> Reduce adults’ lifetime limit from 60 to 48 months
> Eight percent grant cut
> Suspend CalLearn intensive case management for teen parents
> Decrease earned income disregard form $225 to $112

2012-13
> Create 24-mo. flexible participation period with stricter federal requirements after 24 mo.
> Phase-in funding for CalLearn case management
> End “young child” WTW exemption and established a different one

2013-14
> Five percent maximum grant restoration, effective March 1, 2014
> Restore earned income disregard to $225

2014-15
> WINS starts Jan. 1, 2014
> |Increase vehicle asset limit
> Five percent maximum grant restoration, effective April 1, 2015
> Housing Support enacted
> Expand eligibility to include former drug offenders
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Federal Context and Work Participation Rate. Federal funding for CalWORKSs is part of the
Temporary Assistance for Needy Families (TANF) block grant program. TANF currently requires states
to meet a work participation rate (WPR) for all aided families, or face a penalty of a portion of their
block grant. States can, however, reduce or eliminate penalties by disputing them, demonstrating
reasonable cause or extraordinary circumstances, or planning for corrective compliance. It is also
important to note that federal formulas for calculating a state’s WPR have been the subject of much
criticism. For example, the federal government does not give credit for a significant number of families
who are partially, but not fully, meeting hourly requirements.

California did not meet its federal WPR requirements for 2007 through 2013. The Administration for
Children and Families accepted California’s Corrective Compliance Plans to address the TANF WPR
penalty for federal fiscal years 2008, 2009, and 2010. Penalty relief for all three years is contingent upon
WPR compliance for FFY 2015. Preliminary data indicates that California’s overall WPR for FFY 2015
is greater than the 50 percent threshold, likely eliminating $341 million in penalties tied to 2008 through
2010. California has submitted Corrective Compliance Plans for FFY 2011 and 2012 contingent upon
WPR compliance in FFY 2016. The Administration is in the process of submitting a Corrective
Compliance Plan for FFY 2013. The FFY 2013 plan is also contingent upon WPR compliance in FFY
2016.

At a joint Senate Human Services and Budget Subcommittee #3 hearing on March 10, 2014, an expert
from the Center on Budget and Policy Priorities testified that no other state has ever been required to pay
penalties.

Policy considerations. The Legislature may wish to examine the following issues related to CalWORKSs
programs:

e Grant levels. In 1996-97, a maximum grant for a family of 3 was $594, or 55 percent of federal
poverty level (FPL). By comparison, in 2015-16, a maximum grant for a family of three is projected
to be $704 or 42 percent of FPL. If maximum grant levels remained at 55 percent of FPL (using
1996-97 as the base year), the 2015-16 maximum grant level would be $920. Using 1996-97 as the
base year, if grants had received no cuts or increases in the intervening years and received previously
applicable cost-of-living adjustments (COLAS), the 2015-16 maximum grant level would be $1,050
or 63 percent of FPL.

e Maximum Family Grant (MFG) rule stipulates that a family’s maximum aid payment will not be
increased for any child born into a family that has received CalWORKSs for ten months prior to the
birth of a child. There is proposed legislation (SB 23) in the current session seeking to amend the
MFG rule.

e Impact of the 24-month clock. The department estimates 1,790 cases will have reduced cash
assistance by the end of 2015-16, growing to 11,650 cases by the end of 2016-17, resulting in
savings of roughly $11 million.

Staff Comment. The LAO notes that this year’s CalWORKSs budget is largely caseload driven and
proposes no new program changes, and recommends that caseload-related funding decisions be made
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after the May Revision. Staff notes that the CalWORKSs program has undergone a variety of grant
reductions and program restructuring over the last decade both during times of economic downturn and
recovery. “Early engagement” strategies have emerged to compliment the original “work first”
approach that was the impetus of the CalWORKSs program. As these early engagement components of
the CalWORKSs program, including OCAT and Family Stabilization, begin to see a return of data and
increased utilization, the Legislature may wish to consider how “early engagement” and “work first”
components can be further integrated and contribute to overall efforts to reduce poverty and help
families in need.

Questions.

1. Please briefly summarize the CalWORKs program, including average grant amounts, recent
legislative and policy changes, and caseload trends.

2. Please provide an update on the most recent 24-month clock data, including the number of families
that will time out of the 24-month clock and the number who might be sanctioned for not meeting WTW
requirements.

Staff Recommendation. No action required.
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Issue 2: Oversight: Cal-Learn

Budget Issue. Cal-Learn costs are 100 percent federally funded through TANF, except for
grants and services for the sanctioned caseload and recent noncitizen entrant (RNE) caseload.
Specifically, the 2016-17 Governor’s budget includes $367,000 federal funds for Cal-Learn
bonuses, $85,000 for grant savings for the sanctioned caseload; and $14.5 million ($455,000
General Fund) for intensive case management. The department estimates that around 14
percent of the caseload will utilize transportation services, and 3.5 percent will utilize ancillary
services.

Background. In 1998, the Cal-Learn program, which is a

statewide program for pregnant and parenting teens in the Key Dates

CalWORKSs program, became permanent. The program provides
intensive case management, supportive services (e.g, child care, |<*July 1, 2011: Suspension of Cal-
transportation, school supplies); and financial incentives to Learn begins.

eligible teen recipients who are pregnant or parenting.
“+June 30, 2012: End of suspension
In the 2011-12 budget, the Cal-Learn program was suspended, of Cal-Learn.

except for bonuses paid for satisfactory progress and high school

graduation. The program was restored beginning July 1, 2012. April 1, 2013: Cal-Learn fully

Caseload. DSS estimates an average monthly caseload of 4,694 restored.

cases in FY 2015-16 and 3,077 cases for the budget year. There

are around 75 RNE cases for FY 2015-16 and 49 cases for the
budget year.

Trends. Caseload decline has been consistent since FY 2010-11. Over the past three years alone, the
total births among CalWORKSs teen mothers dropped more than 40 percent. This decline is consistent
with the overall trend in California of decreasing birth rates among teens.

Sanctions increased to 2.7 percent of caseload in FY 2014-15 from 1.9 percent in FY 2013-14.
Satisfactory progress bonuses had a small decrease to 5.1 percent compared to 5.2 percent in FY 2013-
14. Graduation bonuses remained consistent as a percent of the caseload over the five-year period.
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Table 6E. Cal-Learn Average Monthly Participation and Outcomes:
FY 2010-11 through FY 2014-15

2011-12 2012-13 2013-14 2014-15
Total Monthly Participants 10,308 9272 7,729 6,400
Satisfactory Progress Bonuses 486 405 404 329
Graduation Bonuses 149 140 108 86
Sanctions 233 250 149 173
Exemptions, Deferrals, and Good Causel 123 64 38 38
Repeat Pregnancies/ Subsequent Births N/A 64° 48° 28

Data Source: STAT 45 monthly reports
* Good Cause data collected beginning in July 2011 through March 2013.

* Data collectad for FY 2012-13 Repeat Pregnancies includes April through June 2013 only.
? Repeat Pregnancies category and definition changed to Subsequent Births in June 2014.

Staff Comment and Recommendation. Hold open.

Questions.

1. Please provide an overview of the program and services, and update on caseload trends.

2. How does the department measures success in the CalLearn program?
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Issue 3: Oversight: Housing Support Program

Budget Issue. The Budget Act of 2015 appropriates $35 million for Homeless and Housing Support
Services, and the Administration proposes budgeting $35 million for 2016-17. This breaks down to $23
million in Federal Funds and $12 million General Fund.

Background. The CalWORKs Housing Support Program (HSP) was established in 2014 to provide
evidence-based interventions to CalWORKSs families that are homeless or at risk of homelessness. This
funding allows County Welfare Departments to assist homeless families to quickly obtain permanent
housing and provide wrap-around supports. Counties have the flexibility to design their own county-
specific HSP plan to serve the needs of the community, but are required to use evidence-based models.
It is anticipated that 44 counties will implement or expand an existing Housing Support Program in both
2015-16 and 2016-17.

The HSP recognizes rapid re-housing and targeted homelessness prevention programs as cost-effective
strategies to help families exit or avoid homelessness and retain permanent housing. Other core
components of a HSP include comprehensive and coordinated entry with community partners along a
continuum of care, housing identification, rent and moving assistance, and focused case management.
Examples of services provided are landlord outreach and engagement, housing search and placement,
housing barrier assessment, legal services and credit repair.

Caseload. Statute allows all CalWORKSs families to be eligible for HSP services, regardless of their
asset or income levels, when a county finds that the family is experiencing homelessness or housing
instability. For FY 2014-15, 5,567 families have been approved for the HSP and are receiving services
such as temporary housing or assistance with locating permanent housing, along with intensive case
management. 2,019 families have been permanently housed, with an average of 200 homeless families
moving to permanent housing each month. From July 2015 through December 2015, 2,379 families
were approved for HSP and 1,002 families were moved into permanent housing.

Staff Comment. Staff notes that the HSP was augmented in the previous budget cycle, from $20
million to the current $35 million. Also, the Senate ‘“No Place Like Home” plan to address
homelessness in the state includes an unknown augmentation of the Housing Support Program.
Questions.

1. Please provide an overview of the program and services.

2. What is the identified need for CalWORKSs families who are homeless or at risk of homelessness? Is
the program currently meeting this need?

3. Please discuss how the Homeless Assistance Program differs from the Housing Support Program.
Are there different eligibility requirements?

Staff Recommendation. Hold open.
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Issue 4: Oversight: AB 74: Early Engagement Strategies

Background. AB 74 (Chapter 21, Statues of 2013) enacted several provisions meant to engage
CalWORKSs families earlier and more extensively, and by doing so to eliminate some of the obstacles to
long term self-sufficiency. Specifically, AB 74 enacted Expanded Subsidized Employment (ESE), the
Online CalWORKSs Appraisal Tool (OCAT), and Family Stabilization (FS). Funding for these programs
in 2015-16 and 2016-17 is as follows:

Funding

FY 15-16

FY 16-17

Expanded Subsidized
Employment (ESE)

$134 million Total Funds
($3 million General Fund)

$134 million Total Funds
($3 million General Fund)

Online CalWORKSs Appraisal
Tool (OCAT)

$14 million Total Funds
($308,000 General Fund)

$16 million Total Funds
($294,000 General Fund)

Family Stabilization (FS)

$29.8 million Total Funds
($672,000 General Fund)

$29.8 million Total Funds
($672,000 General Fund)

Expanded Subsidized Employment. Under subsidized employment, counties form partnerships with
employers, non-profits, and public agencies to match recipients with jobs. Wages are fully or partially
subsidized for six months to a year. While in an ESE placement, the CalWORKS recipient obtains
specific skills and experience with the goal of obtaining permanent unsubsidized employment with the
participating employer. Wages average $1000 per month, and average between $9.00 and $13.00 per
hour.

The monthly cost-per-slot is estimated at $1,355 and includes subsidized wages and benefits, non-wage
employer costs such as worker’s compensation. Grant savings resulting from employment earnings are
reinvested into the Expanded Subsidized Employment Program.

$134 million was allocated to 57 counties in FY 2014-15, and DSS projects that around 8,000 new jobs
were anticipated for the same time period. Proposed funding for this program in FY 2015-16 and FY
2016-17 remains the same.

As of August 2015, 47 counties are participating in the program. In FY 2013-14, counties reported 714
out of 1,771 (40 percent) of recipients found unsubsidized employment after their time on Expanded
Subsidized Employment. FY 2014-15 saw the participation of 7,798 new participants, and over 1,000
new recipients found unsubsidized employment after their time on Expanded Subsidized Employment in
the first three quarters of FY 2014-15.

Senate Committee on Budget and Fiscal Review Page 18



Subcommittee No. 3 March 10, 2016

The following figures shows participants in both ESE and AB 98 subsidized employment programs, and
shows an upward trend for subsidized employment activities.

Figure 6B. Statewide Subsidized Employment
. Monthly Participant Caseload: 2013-2015
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Questions.
1. Please provide an overview of the program.
2. How many subsidized employment placements have led to long-term, living-wage employment?

Online CalWORKSs Appraisal Tool (OCAT). OCAT is a standardized statewide WTW appraisal tool
that provides an in-depth assessment of a client’s strengths and barriers, including: employment history,
interests, and skills; educational history; housing status and stability; language barriers; child health and
well-being; and, physical and behavioral health, including, but not limited to, mental health and
substance abuse issues.

As of January 31, 2016, 37,642 OCAT appraisals had been completed with recommendations for
supportive services:

e 24,185 recommendations for mental health services
e 16,687 recommendations related to domestic abuse, human trafficking, or sexual exploitation
e 28,085 clients indicated they were not working at the time of appraisal

e 5,586 clients were enrolled in education or training programs at the time of appraisal
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The majority of counties are now fully utilizing OCAT, while a small number (less than five) are still in
the process of implementing the tool.

The following table shows the growth in the utilization of OCAT:

Table 6C. OCAT Appraisals by Month: July through November, 2015

Month Pre-luly 3 July August | September | October
MNew CalWORKs
Appraisals That 843 1,316 2,977 5,208 6,494
Used OCAT

Data Source: WTW 25 and WTW 2548

As more data is provided by OCAT through continued use and enhanced reports, DSS anticipates that
additional programs that are used by CalWORKSs clients may benefit from the recommendation data,
and that the data may be used to determine how to address unmet needs for services statewide and at the
local level.

Questions.

1. Please provide an overview of the program, how the rollout and automation of OCAT is going, and
an update on initial data that OCAT has provided.

2. Specifically, how many families are referred to the Family Stabilization program as a result of the
OCAT assessment?

3. What are thoughts or plans on how to use OCAT data in relation to other CalWORKS programs?
For example, how will the large proportion of mental health or domestic abuse recommendations
translate into increased access to needed services?

4. How is the department working with the counties that have not yet fully implemented OCAT?

Family stabilization (FS). FS is intended to increase client success during the flexible WTW 24-Month
Time Clock period by ensuring a basic level of stability for clients who are especially in crisis,
including: intensive case management and barrier removal services for both adults and children. Clients
must have a “Stabilization Plan” with no minimum hourly participation requirements. Six months of
clock-stopping is available, if good cause is determined. Family Stabilization is a voluntary program,
and counties were given flexibility to determine the services that are provided and individual program
components. All 58 counties had fully implemented their FS programs as of June 2015.
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California Department of Social Services
Chapter 6: Recent Program Changes and Outcomes January 2016

CalWORKs Annual Summary

Table 6A. CalWORKs Family Stabilization Status Report: FY 2014-15
CalWORKs Family Stabilization (F5) Status Repurl:l

Fiscal Year 2014-15 (July 2014 vs. June 2015 comparison)

July 2014 June 2015 Participation
5o8 2,107 | Open F5 cases.
314 1,319 | FS cases active in FS only.

57 168 | FS cases that transitioned to a WTW plan.
227 620 Zit:i:jist?:;hat participated concurrently in WTW
165 722 | FS cases that received good cause.

Services
431 1,994 | Total adults who received services,
143 940 | Total children who received services.

95 476 | Domestic Abuse
236 1,127 | Mental Health

39 238 | Substance Abuse
344 1,400 | Other?

Housing Support/Services
268 781 | Total Homeless services provided.
982 4,022 | Total FS services provided.

* Data retrieved from the F5P 14
# Examples of additional types of Other F5 services provided by individual counties.
* The numbers in the chart above have been updated to reflect the most current data.

Cases have increased four-fold from 600 to 2,400 in December 2015. A similar increase in the number

of adults receiving FS services was seen over this time period, and the amount of children receiving FS

services grew seven-fold from 140 to over a thousand. The average length of time for a recipient on FS

is between three and six months. Nearly 2,000 individuals successfully transitioned from an FS plan
back to Welfare-to-Work between July 2014 and December 2015.

Questions.

1. Please provide an overview of the program, and discuss what new and different services Family

Stabilization funding provides.

2. Does the department expect FS utilization to increase?

3. Please describe any patterns across counties as to why FS may be more or less likely used.
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Monitoring results and outcomes. RAND Corporation will evaluate the enacted changes and provide
the Legislature a report by October 1, 2017. In the interim, the Department of Social Services (DSS)
must annually update the Legislature regarding implementation of the enacted changes related to the 24-
month clock.

Staff Comment. As OCAT continues to provide more information, the Legislature may wish to closely
monitor what this data is revealing about the assessed needs of CalWORKSs recipients, and how
programs such as Family Stabilization or Expanded Subsidized Employment can be used to further the
goals of the CalWORKSs program. The Legislature may also want to consider what, if any, additional,
targeted reporting requirements may be helpful for the department to report to the Legislature.

Staff Recommendation. Hold open.
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Issue 5: Trailer Bill Language # 615 — Approved Relative Caregiver (ARC) Child Support Pass-
Through

Governor’s Proposal. The Administration proposes to clarify that children participating in the
Approved Relative Caregiver Program (ARC) should receive a $50 child support disregard.

The department notes that this language will create consistency between Welfare and Institutions Code
(WIC) and Family Code (FC).

Background. WIC Section 11475.3 and FC Section 17504 both require that the first $50 of child
support collected to be passed-through or “disregarded” to CalWORKS recipients before any money is
distributed to federal, state, and county governments for child support recoupment. This rule does not
apply to foster care recipients.

The ARC program provides an augmentation to the rate paid for non-federally eligible foster children
who are placed with relatives in order to bring the total payment to relative caregivers up to the same
amount as the foster family home rate paid for federally-eligible children. WIC Section 11253.4 as
added by SB 79 (Committee on Budget and Fiscal Review, Chapter 20, Statutes of 2015) provides that a
child in ARC is not subject to the provisions of Chapter 2 of Part 3 of Division the Welfare and
Institutions Code that relate to CalWORKs. The purpose of this change was to waive certain
CalWORKSs statutes in relation to the availability of CalWORKSs funding for the ARC program.
Although WIC Section 11475.3 is contained in Chapter 2, DSS has concluded that the section relates to
child support enforcement, rather than a CalWORKSs rule subject to the statutory waiver.

However, the Department of Child Support Services (DCSS) is concerned that the change in SB 79
suggests that, for ARC participants, a disregard should not be distributed. DSS and DCSS have both
agreed to clarify this point in statute.

Staff Comment. As the ARC program can be complex as it crosses over both CalWORKSs and child
welfare services, the department should clarify whether this trailer bill language applies all child support
enforcement statutes to ARC and if so, the impacts to the ARC program.

Question.

1. Please summarize the proposal.

Staff Recommendation. Hold Open.
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Issue 6: Trailer Bill Language #616 — County Sharing Ratio Alignment for the Safety Net, Fleeing
Felon and Long-Term Sanction Populations

Governor’s Proposal. The Administration proposes trailer bill language that seeks to align the county
sharing ratio for specified populations.

The department notes that this is clean-up language and there is no cost associated with this trailer bill
language.

Background. The CalWORKSs program allows children to continue to receive assistance under certain
conditions if the adult in their household does not qualify for CalWORKSs cash aid. This population
includes cases identified as Safety Net, Fleeing Felon or Long-Term Sanction, where adults have timed
out of CalWORKS, are prohibited from CalWORKSs assistance because they are identified as a fleeting
felon, or have been in a sanction status for longer than 12 consecutive months.

Because the Safety Net, Fleeing Felon or Long-Term Sanctions populations include those whose cash
aid under their former aid payment included federal funds, their funding ratios were established to
reflect a lower county share of funding of 2.5 percent with a state share of funding of 97.5 percent. This
alleviated the cost to counties for adults transitioning from being aided to unaided. However, Welfare
and Institutions Code (WIC) section 15200 requires that the county’s share of funding is five percent for
programs after deducting any available federal funding. There is an inconsistency between WIC and
current practice.

Staff Comment. This trailer bill language appears to be aligning statute with current practice.
Question.
1. Please summarize the proposal.

Staff Recommendation. Hold open.
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Issue 7: Trailer Bill Language #618 — Eliminate the Temporary Assistance Program

Governor’s Proposal. The Administration proposes to eliminate the Temporary Assistance Program
(TAP).

The department notes that this language results in cost avoidance associated with the elimination of the
program in FY 2016-17 and beyond.

Background. AB 1808 (Chapter 75, Statutes of 2006) required DSS to establish a voluntary TAP with
state-only funds providing cash aid and other benefits to certain current and future CalWORKSs
recipients who are exempt from state work participation requirements. These recipients must be
provided the same benefits as the CalWORKSs program with no adverse impact by April 1, 2007. The
TAP program was intended to increase the federal Temporary Assistance for Needy Families (TANF)
work participation rate (WPR). Implementation was suspended due to obstacles associated with the
federal child support distribution rules, and concerns that these issues would result in a potential
negative effect on TAP recipients. Due to these concerns, implementation of the TAP has been
repeatedly postponed, with the current implementation date as October 1, 2016, as established in SB 855
(Chapter 29, Statutes of 2014).

DSS claims that TAP is no longer necessary as they have adopted an alternate move-out strategy for
removing safety net and long-term sanctioned cases from being included in the determination of the
state’s TANF WPR calculation.

Staff comment. In the past, the Legislature has made the decision to keep the TAP program as an
option if it should become necessary in the future, and extend the sunset date. DSS has also
implemented alternative strategies that have increased the WPR, such as the WINS program, which
provides a $10 per month supplemental food benefit program for working families who are receiving
CalFresh benefits but not receiving CalWORKSs or TANF benefits.

Question.

1. Please summarize the proposal.

Staff Recommendation. Hold open.
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Issue 8: Proposals for Investment

The CalWORKSs program has undergone a variety of grant reductions and program restructuring over
the last decade. The Legislative Analyst’s Office will present a brief history of grants in the CalWORKSs
program in relation to poverty measures.

The subcommittee has received the following advocate requests related to the CalWORKSs program:
Maximum Family Grant Rule
Budget Issue. Advocates request to repeal the Maximum Family Grant (MFG) rule.

Background. AB 473 (Brulte), Chapter 196, Statutes of 1994, prohibits an increase in CalWORKSs aid
based on an increase in the number of needy persons in a family due to the birth of an additional child, if
the family has received aid continuously for the ten months prior to the birth of the child, as specified, or
for longer than the gestational period of the new baby. If the family is not receiving aid for two or more
months during the ten-month period preceding the birth of the child, the new child becomes eligible for
aid in the CalWORKSs benefit calculation. Additionally, the MFG rule does not apply if a family returns
to CalWORKSs after a break of two or more years during which the family did not receive any aid,
provided aided children are still younger than 18 years old.

Based on information provided by the department, approximately 130, 000 children in 95,000 families
are currently subject to the MFG rule.

Increase Grant Levels

Budget Issue. Advocates request to increase CalWORKSs grants, ranging from 50 percent of the Federal
Poverty Level (FPL) to over 100 percent of the FPL.

Background. The CalWORKSs program sustained a volume of grant reductions in a time of significantly
high caseloads during the Great Recession. In the last two years, two MAP restorations have been
approved and will go into effect, although there will be no MAP increases in the budget year. For 2016-
17, CalWORKSs grant levels for a family of three are projected to be approximately $704 per month
(42 percent of the FPL), whereas in 1996-97, an average maximum grant for a family of three was $594,
or 55 percent of FPL.

Housing Support Program

Budget Issue. Advocates request an increase the CalWORKSs Housing Support Program by $15 million
General Fund, noting that the augmentation would serve an additional 3,800 children in 1,900 families.

Background. SB 855 (Budget and Fiscal Review), Chapter 29, Statutes of 2014, allocated $20 million
for a new Housing Support Program (HSP) for eligible CalWORKSs recipients. Counties were given the
flexibility to design their own county-specific HSP plan to serve the needs of their community. The
Budget Act of 2015 appropriates $35 million for Homeless and Housing Support Services, and the
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Administration proposes the same level of funding for 2016-17. The program currently serves an
estimated 9,000 children and 4,500 families. Please see page 17 of the agenda for additional
background on the Housing Support Program.

Staff Comment and Recommendation. Hold open. Staff recommends the above item remain open.

Advocates have also raised the following CalWORKSs issues:

Restore the CalWORKSs cost-of-living adjustment;

Restore the 60-month time clock

Reduce the number of sanctions and eliminate long term sanctions

Prohibit sanctions when adult is meeting work participation

Oppose TANF transfer to Student Aid Commission

Repeal the Child Deprivation Rule for Two Parent Families

Repeal limiting homeless assistance to once-in-a lifetime

Make various changes to the Housing Support Program including adding several requirements
for counties, prioritizing families experiencing domestic abuse, and giving counties discretion to
extend rental assistance beyond six months

Simplify the subsidized employment programs

Require that counties direct families into Family Stabilization if they get a recommendation for
mental, health, domestic abuse, sexual exploitation, human trafficking or homeless from OCAT

Stop the 48 month time clock from running while the family is on Family Stabilization in
addition to not running the 24 month flexible clock

Add various reporting requirements regarding specific OCAT and Family Stabilization data
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Issue 9: Overview — CalFresh

Governor’s Proposal. The Governor’s budget includes $2.0 billion ($0.7 billion General Fund) for
CalFresh administration in 2016-17, a $38.8 million ($5.9 million General Fund) increase from the
2015-16 appropriation. This increase is largely attributable to revised caseload projections. The base
CalFresh caseload is projected to increase 5.8 percent in the current year, and an additional 5.4 percent
in 2016-17. The final CalFresh caseload, which is adjusted for caseload impacts not reflected in the base
trend, is projected to reach an average of 1.9 million households in 2015-16 and 2.0 million households
in 2016-17.

Background. CalFresh is California’s name for the national Supplemental Nutrition Assistance
Program (SNAP). As the largest food assistance program in the nation, SNAP aims to prevent hunger
and to improve nutrition and health by helping low-income households buy the food they need for a
nutritionally adequate diet. CalFresh food benefits are funded nearly exclusively by the federal
government.

Californians are expected to receive $8.0 billion (all federal funds) in CalFresh benefits in 2015-16,
rising to $8.5 billion in 2016-17. According to the U.S. Department of Agriculture’s Economic Research
Service, every $5 in new CalFresh benefits generates as much as $9 of economic activity (gross
domestic product), which represents a multiplier effect of 1.79.

CalFresh benefits are provided on electronic benefit transfer (EBT) cards, and participants may use them
to purchase food at participating retailers, including most grocery stores, convenience stores, and
farmers’ markets. In an average month in 2014-15, approximately $630 million in CalFresh food
assistance was disbursed to around 4.4 million Californians. The current average monthly benefit per
household is around $304 ($144 per person). Since 1997, California has also funded the California Food
Assistance Program (CFAP), a corresponding program for legal permanent non-citizens, who are
ineligible for federal nutrition assistance due to their immigration status. The proposed CFAP budget
includes $79.5 million GF for food benefits, with an expected average monthly caseload of around
22,000 households (with about 52,000 recipients).

Eligibility and benefits. CalFresh households, except those with a member who is aged or disabled, or
where all members receive cash assistance, must meet gross and net income tests. Most CalFresh
recipients must have gross incomes at or below 200 percent of the federal poverty level (which translates
to approximately $3,350 per month for a family of three) and net incomes of no more than 100 percent
of the federal poverty level ($1,675 per month for a family of three), after specified adjustments. The
average monthly benefit per household is around $304 ($144 per person).

Efforts to improve participation. In FFY 2013, the most recent period for which official measures are
available®, the participation rate for the working low-income population was 74 percent nationally.
California’s participation rate for the working low-income population was the lowest in the nation at an
estimated 52 percent. California’s overall participation rate was the third lowest in the nation at an

® Reaching Those in Need: Estimates of State Supplemental Nutrition Assistance Program Participation Rates in 2013,
USDA, February 2016 (http://www.fns.usda.gov/sites/default/files/ops/Reaching2013.pdf)
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estimated 66 percent while the national rate was 85 percent. Reasons offered for California’s poor
performance with respect to CalFresh participation include, among others, a lack of knowledge
regarding eligibility among individuals who are eligible, frustration with application processes, concerns
about stigma associated with receiving assistance, and misconceptions in immigrant communities about
the impacts of accessing benefits.

Efforts to increase participation include outreach to communities, in reach to families served by other
nutrition and anti-poverty programs (like WIC), and streamlining customer service with more on-line
and telephone access. In February 2016, California was recognized for these efforts and won a most
improved Program Access Index award from the USDA for FFY 2014°.

Several recently enacted program changes seek to improve CalFresh program participation. Some of
those program changes include:

1. Elimination of fingerprint imaging requirement. AB 6 (Fuentes), Chapter 501, Statutes of 2011,
eliminated the fingerprinting requirement, which was intended to prevent duplicate receipt of aid.
However, fingerprint imaging created the perception of stigma and other measures were already in
place to prevent duplicative receipt.

2. Semiannual reporting. Evidence suggested that a number of CalFresh households may leave the
caseload after failing to correctly submit regular reports, only to reapply a few months later. AB 6
also amended the reporting requirement from three quarterly reports in a certification period to one
report in a certification period.

3. Face-to-face interview waiver. All counties offer telephone interview in lieu of a face-to-face
interview for intake and recertification appointments for CalFresh-only clients.

4. Drug and Fleeing Felon Eligibility. Effective April 1, 2015, the lifetime ban on CalFresh benefits for
those convicted of certain drug felonies was lifted. In September 2015 the Food and Nutrition
Service of the United States Department of Agriculture published new rules on the definition of
fleeing felon that allow a majority of previously ineligible adults to become eligible for CalFresh
benefits and were implemented in California on December 1, 2015.

“ DSS has noted that the federal government does not count the state’s “cash-out” policy for SSI/SSP recipients (whereby
those individuals receive a small food assistance benefit through SSP and are not eligible for additional CalFresh benefits) in
its participation rate. The Department estimates that the state’s participation rate could be a few percentage points higher if
many those individuals who would otherwise be eligible for CalFresh were counted as participating. The state would still
have among the lowest participation rates in the nation.

® Program Access Index is the number of CalFresh participants divided by the estimated number of eligible people in
California. The full USDA report, Calculating the Supplemental Nutrition Assistance Program (SNAP) Program Access
Index: A Step-by-Step Guide for 2014, can be found at http://www.fns.usda.gov/sites/default/files/ops/PAI2014.pdf

Senate Committee on Budget and Fiscal Review Page 29


http://www.fns.usda.gov/sites/default/files/ops/PAI2014.pdf

Subcommittee No. 3 March 10, 2016

Proposed Legislation

SB 1232 - This bill would require that a county that uses information contained in a consumer credit
report for a determination of CalFresh eligibility or benefits must provide an applicant or recipient with
a notice indicating that the verification or eligibility determination was based on information contained
in a consumer credit report.

SB 904 - Existing federal law limits an able-bodied adult without dependents (ABAWND) participant to
three months of CalFresh benefits in a three-year period unless that participant has met specified work
participation requirements. The State can annually seek a waiver from this limitation, although
individual counties have the option to decline participation in the waiver. This bill would require all
counties to be included in the federal waiver of the ABAWND time limitation.

Staff Comment. This information is included for discussion purposes only. Research finds that food-
insecure adults face higher risks of chronic diseases, like diabetes and hypertension, as well as
depression and poor mental health. For children, food insecurity is also linked to poor academic
outcomes.
Questions.

1. Please provide overview and summarize efforts to improve participation and results of current
outreach efforts.

Staff Recommendation. No action required.
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Issue 10: Drought Food Assistance Program

Governor’s Proposal. As of June 1, 2015 the Drought Food Assistance (DFAP) program has received
$33 million and has been funded through June 2016. The Administration is requesting $18.4 million
General Fund to continue the program at current demand levels through the end of 2016-17.

Background. The CalFresh program is intended to help families prevent hunger, with emergency food
programs as a safety net resource. To be eligible for food programs, a recipient must have income below
150 percent of federal poverty level, be a local resident, and use the food received in their personal
home. DFAP is the temporary program developed in response to the Governor’s Drought Emergency
Declaration, and seeks to provide food assistance to drought-affected communities with high levels of
unemployment.

Distribution timeline. DFAP food is provided by the California Emergency Foodlink, the non-profit
DSS contractor which normally purchases and distributes USDA food statewide. Counties that will
receive DFAP are those with unemployment rates that were above the state-wide average in 2013, and
which have a higher share of agricultural workers than California as a whole. Receiving counties include
Amador, Butte, Colusa, Fresno, Glenn, Imperial, Kern, Kings, Lake, Lassen, Madera, Merced, Modoc,
Monterey, Riverside (Coachella Valley), San Benito, San Joaquin, San Luis Obispo, Santa Barbara,
Santa Cruz, Sierra, Siskiyou, Stanislaus, Sutter, Tehama, Tulare, Ventura, Yolo, and Yuba. As of
February 12, 2016, DFAP has provided over one million boxes to food banks that have distributed boxes
to over 540,000 households.

Eligibility and content. Household DFAP eligibility is based on a self-certification process, whereby
recipients identify themselves as the head of a household in an affected community where the
household’s unemployment or underemployment is directly related to the drought. DFAP food boxes are
prepackaged, weigh approximately 25 pounds, and designed to provide food for a household of four
people for about five days. Contents include, among others, spaghetti, pinto beans, apple sauce, green
beans, corn, and tomato sauce.

Outreach. Participating food banks inform affected households of the location and availability of DFAP
food distributions. Food banks are expected to collaborate with other local community organizations that
may be engaged with these families. Eligible households with longer-term needs also will be offered
information and assistance in applying for CalFresh.

Question.

1. Please briefly provide an overview and update of the drought emergency food assistance and outreach
efforts.

Staff Comment and Recommendation. No action required.
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Issue 11: BCP - Raising CalFresh Children Enrollment

Governor’s Proposal. The Administration requests the establishment of five Staff Services Manager
(SSM) Specialist positions as a dedicated traveling team of experts to provide data-informed assistance
and direction to counties in CalFresh outreach and administrative business practices in order to increase
the total number of children enrolled in CalFresh by 400,000 in two years.

Background. CalFresh in California’s version of the federal Supplemental Nutrition Assistance
Program (SNAP), which provides benefits to assist low-income households in purchasing food they
need to maintain adequate nutrition levels. DSS administers CalFresh in California and oversees
program operations at the county level. CalFresh is the largest program operated by DSS.

The majority of CalFresh is federally funded. However, California has historically had low participation
rates in this program which has jeopardized federal funding. In recent years, the Administration has
made it a priority to improve outreach efforts to various populations and has consequently seen a modest
and growing increase in participation.

In 2012, 26.3 percent of children in California lived in food insecure households. Child food insecurity
in California counties ranges from 18 to 39 percent of children. During the school year, nearly two
million low-income children and youth receive free or reduced-price lunches through federally funded
nutrition programs. Other programs in California, such as the Women, Infants, and Children (WIC) and
CalFresh programs provide additional food support. Food banks and other programs also work to
provide low-income children with food. However, CalFresh is the only state-funded year-round
program designated for this purpose.

Staff Comment. The department notes that in order to increase the number of children enrolled in
CalFresh, counties must be provided with additional strategies and help with outreach to this specific
population. No issues or concerns have been raised to subcommittee staff at this time, and this proposal
is consistent with past efforts to increase CalFresh participation.

Question.

1. Please summarize the proposal.

Staff Recommendation. Approve.
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Issue 12: Trailer Bill Language #617 — Defining CalFresh Contracts as Cooperative Agreements

Governor’s Proposal. The Administration proposes trailer bill language to restore the ability of
CalFresh Outreach (CFO) contracts to be deemed as Cooperative Agreements and also deem the
CalFresh Nutrition and Obesity Prevention Grant (known as SNAP-Ed) program contracts as
Cooperative Agreements in order to align the programs with federal oversight agency expectations.

The department notes that there is no General Fund impact associated with this issue, and that this
language allows the $125 million federal dollars already in the budget to be used as intended.

Background. The CFO and SNAP-Ed programs are 100 percent federally funded, and operate under
guidance from the United Stated Department of Agriculture Food and Nutrition Service (USDA-FNS).
DSS is designated as the state oversight agency for these programs. The CFO program was transferred
from the California Department of Public Health (DPH) beginning in 2013. While at DPH, the CFO
program awarded Cooperative Agreement contracts to Community Based Organizations (CBOs) under
the Health and Safety Code to implement the statewide Outreach Plan. Cooperative Agreements allow
for limited line-item budget adjustments without formal contract amendment. At the time of transfer,
DSS did not know that Cooperative Agreements are not allowed under the Welfare and Institutions
Code.

The department states that, absent this language and the flexibility it provides, federal funding may not
be maximized. Two CFO contractors, the Catholic Charities and the California Association of Food
Banks, have asked DSS to provide this flexibility so they can continue to run their programs.

Staff Comment. No issues or concerns have been raised to subcommittee staff at this time.

Question.

1. Please summarize the proposal.

Staff Recommendation. Approve.
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Issue 13: Proposals for Investment

The subcommittee received the following requests for investment.
e State Emergency Food Assistance Program

Budget Issue. The California Association of Food Banks (CAFB) requests a $10 million General Fund
appropriation for the State Emergency Food Assistance Program (SEFAP). Currently, there is no on-
going General Fund dedicated for this use. In the 2013-14 fiscal year, the state Assembly donated $1
million for one-time use. The $10 million SEFAP request would be distributed to all counties based on
the established formula for the distribution of Emergency Food Assistance Program, currently funded
with federal dollars.

Background. The SEFAP funds provide additional flexibility to food banks, as they can purchase the
items that they need to complement the types of foods that are currently available to them.

Staff Comment and Recommendation. Hold open. Advocates have also raised the following CalFresh
ISSues:

e Increase funding for school breakfast meal reimbursements and start-up grants.

e Require CalFresh certification periods to the maximum period allowable under Federal law.

Senate Committee on Budget and Fiscal Review Page 34




Senate Budget and Fiscal Review—Mark Leno, Chair

SUBCOMMITTEE NO. 3 Agenda

Senator Holly J. Mitchell, Chair
Senator William W. Monning
Senator Jeff Stone

Thursday, March 10, 2016
9:30 a.m. or upon adjournment of session
State Capitol - Room 4203

Consultant: Theresa Pena

OUTCOMES
Ite Department Action
5180 Department of Social Services
Issue 1 Overview - State Hearings Division Informational
Issue 2 BCP - Affordable Care Act Caseload Hold Open
0530 Health and Human Services Agency
Issue 1 BCP - Appeals Case Management System Approve (3-0)
5180 Department of Social Services
Issue 1 Overview - CalWORKSs Informational
Issue 2 Oversight - CalLearn Hold Open
Issue 3 Oversight - Housing Support Program Hold Open
Issue 4 Oversight - AB 74: Early Engagement Strategies Hold Open
Issue 5 TBL #615 - ARC Child Support Pass-Through Hold Open
Issue 6 TBL #616 - County Sharing Ratio Alignment Hold Open
Issue 7 TBL #618 - Eliminate the Temporary Assistance Program Hold Open
Issue 8 Proposals for Investment Hold Open

CONTINUED



5180
Issue 9
Issue 10
Issue 11
Issue 12
Issue 13

Department of Social Services

Overview - CalFresh

Oversight - Drought Food Assistance Program

BCP - Raising CalFresh Children’s Enrollment

TBL #617 - Defining CalFresh Contracts as Cooperative Agreements
Proposals for Investment

Informational
Informational
Approve (2-1)
Approve (3-0)
Hold Open



Senate Budget and Fiscal Review—Mark Leno, Chair

SUBCOMMITTEE NO. 3 Agenda

Senator Holly J. Mitchell, Chair
Senator William W. Monning
Senator Jeff Stone

Thursday, March 17, 2016
9:30 a.m. or upon adjournment of session
State Capitol - Room 4203

Consultant: Michelle Baass

Item Department Page
4150 DEPARTMENT OF MANAGED HEALTH CARE

(SN L O AV Y 1= PRSPPI 3
Issue 2: Infrastructure and SUPPOIT SEIVICES ......c.coieiiiiiiriiiiiisieee ettt 5
Issue 3: End of Life Option ACt (AB 15 X2, 2015).....ccciiiiiiiiiieieieniesie e 7
Issue 4: Federal Mental Health Parity Ongoing Compliance REVIEW .............ccocvviiiieiiiineiiniseeeeee, 9
Issue 5: Large Group Rate Review (SB 546, 2015) ........ccceviiiieiieieec ettt 12
Issue 6: Limitations on Cost-Sharing: Family Coverage (AB 1305, 2015) .......cccccveveiieieeve e 15
Issue 7: Outpatient Prescription Drug Formularies (AB 339, 2015) .......c.cccceveiieiieieiiese e 17
Issue 8: Provider Directories (SB 137, 2015) .......cccciiiiiiiieieeie sttt 20
Issue 9: Vision Services (AB 684, 2015)........ccccuuiiiiiiiiiesesieeee e 27

0530 OFFICE OF SYSTEMS INTEGRATION
ISSUE L: CalHEERS ...ttt ettt et et ettt e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e nnnnnnnn 30

4260 DEPARTMENT OF HEALTH CARE SERVICES

LSS U L R O AV Y 1= SRS 33
ISSUE 2: MEI-Cal ESTIMALE. .....cuiiieieeieeie ettt sseeste e e sreenseeeesneesreeneeanes 35
Issue 3: County Eligibility Administration Funding and Trailer Bill.............cccccooo i, 38
Issue 4: Medi-Cal Eligibility Systems Workload (AB 1 X1, 2013) .....ccccoiiiiiieiiiieiie e 39
Issue 5: Outreach and ENrollment EXLENSION........ccooiiiiiiiiiie et 40
Issue 6: Newly Qualified IMMIGIantS..........cooiiiiiiie e 42
Issue 7: DeNnti-Cal OVEISIGNT ........ooiii e et re e eanes 43
Issue 8: AB 85 Health RealigNMeNnt ...........ooiiiiiiiei e 52
Issue 9: Federally Qualified Health Centers Pilot (SB 147, 2015) ......ccccoviriiiiiiieenie e, 55
Issue 10: Health HOMES ACLIVITIES ........ecveiieiieie sttt ste e esne e e e e sreeneeanes 58

Issue 11: Medi-Cal Electronic Health Records Staffing...........cccoceieiiiiiiiiiiieeee e, 60



Subcommittee No. 3 March 17, 2016

Issue 12: Health Insurance Portability and Accountability Act Compliance and Monitoring ............... 62
Issue 13: Third Party Liability Recovery Workload.............cccooviieiiiiiiieseee e 64
Issue 14: Eliminate Workers” Compensation Information Sunset - Trailer Bill Language ................... 66
Issue 15: Supplemental Drug Rebates Cleanup Trailer Bill Language ........ccccoooevveveiinneniesin e 67

Pursuant to the Americans with Disabilities Act, individuals who, because of a disability, need special
assistance to attend or participate in a Senate Committee hearing, or in connection with other Senate
services, may request assistance at the Senate Rules Committee, 1020 N Street, Suite 255 or by calling
(916) 651-1505. Requests should be made one week in advance whenever possible.

Senate Committee on Budget and Fiscal Review 2



Subcommittee No. 3

March 17, 2016

4150 DEPARTMENT OF MANAGED HEALTH CARE

| Issue 1: Overview

The mission of the Department of Managed Health Care (DMHC) is to regulate, and provide quality-
of-care and fiscal oversight for health maintenance organizations (HMOs) and preferred provider
organizations (PPOSs).

The department achieves this mission by:

Administering and enforcing the body of statutes collectively known as the Knox-Keene Health
Care Service Plan Act of 1975, as amended.

Operating the 24-hour-a-day Help Center to resolve consumer complaints and problems.
Licensing and overseeing all HMOs and some PPOs in the state. Overall, the DMHC regulates
approximately 90 percent of the commercial health care marketplace in California, including
oversight of enrollees in Medi-Cal managed care health plans.

Conducting medical surveys and financial examinations to ensure health care service plans are
complying with the laws and are financially solvent to serve their enrollees.

Convening the Financial Solvency Standards Board, comprised of people with expertise in the
medical, financial, and health plan industries. The board advises DMHC on ways to keep the
managed care industry financially healthy and available for the millions of Californians who
are currently enrolled in these types of health plans.

Budget Overview. The budget proposes expenditures of $76.6 million for DMHC. See table below for
more information.

DMHC Budget Summary

2014-15 2015-16 2016-17
Fund Source -
Actual Projected Proposed
Federal Trust Fund $461,000 $589,000 $0
Reimbursements $1,861,000 | $2,640,000 $1,609,000
Managed Care Fund $52,316,000 | $70,862,000 [ $75,038,000
Total Expenditures $54,638,000 | $74,091,000 [ $76,647,000

Timely Access Reports. The 2015 Budget Act included 25 permanent positions and $3,802,000
(Managed Care Fund) for 2015-16 and $3,594,000 (Managed Care Fund) for 2016-17 and ongoing to
address the increased workload resulting from the implementation of SB 964 (Hernandez), Chapter
573, Statutes of 2014. SB 964 added the following new requirements:

Review health plan compliance with timely access standards and make recommendations for
changes on an annual basis.

Review all full service and mental health plan networks for adequacy and availability of
providers; separately for Medi-Cal, individual market, and all other markets.

Review grievances submitted to health plans regarding network adequacy and timely access.
Post approvals for waivers from, or alternate standards for, timely access requirements on
website on and after January 1, 2015.

Post findings from timely access compliance review on website beginning December 1, 2015.
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DMHC’s annual timely access report, required by SB 964, was not posted on DMHC’s public website
as of December 2015. According to DMHC, the report, which will include the DMHC’s findings and
recommendations with respect to health plans’ compliance with the timely access appointment wait
time standards from January 1, 2014 through December 31, 2014, is currently under review and will be
shared publicly as soon as possible.

According to DMHC, this report analyzes a very large data set submitted by health plans. This data set
includes the plans’ assessment of whether enrollees are able to receive timely access to care, in
compliance with the required standards. Almost all health plans collect this data by conducting
surveys that measure the wait time for the next available appointment. DMHC’s most recent timely
access report will assess access to services based on health plan data that was submitted by health
plans to the DMHC on March 31, 2015. However, following the March 31, 2015 submissions, the
DMHC discovered that a large portion of the health plans had miscalculated their survey results. As a
result, health plans were asked to re-calculate and resubmit their data to the DMHC and this caused in
a delay in receiving the data. Given this delay, the DMHC required additional time to complete its
report.

Subcommittee Staff Comment. This is an informational item.

Questions.

1. Please provide a brief overview of DMHC’s programs and budget.

2. Please provide an estimated timeframe for the completion of the timely access report required
by SB 964.
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Issue 2: Infrastructure and Support Services

Budget Issue. DMHC requests two permanent positions and $247,000 for 2016-17 and $234,000 for
2017-18 and ongoing to ensure the DMHC can address the critical administrative workload resulting
from program expansions resulting from the implementation of the Affordable Care Act (ACA) and
conforming state legislation.

Since 2012-13, DMHC has grown from 349.6 to 442.0 authorized positions; an increase of 92.4
positions, a 26.4 percent increase. As shown in the chart below, the majority of the increase was for
program staff and not administrative services staff (accounting, budgeting, human resources, business
services, training). As of 2015-16, of the 92.4 positions, one position was for administrative services.
If this proposal is approved, the percentage of administrative services staff granted compared to
program staff over the last four fiscal years will increase to 3.2 percent.

Changes in Authorized Positions
FY 2012-13to FY 2016-17 (Proposed)
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Background. As a result of the enactment of the ACA and other legislation, the DMHC’s programs
have grown in excess of 25 percent over the past four years, with staffing levels increasing from 352.0
to 442.0. While budget change proposals were submitted to address the increased programmatic
workload associated with the expansion of DMHC’s oversight of managed health care plans, according
to DMHC, sufficient positions were not requested to address the correlated workload increases in
support services. Of the 130 positions created in the past four years, one position was earmarked for
the Office of Administrative Services (OAS). The considerable expansion in a rapid timeframe has
strained existing departmental resources in OAS as there have been no additional positions created to
support department-wide efforts.

In order to meet workload requirements resources were redirected from other areas and temporary help
enlisted. Even with these resources, according to DMHC, OAS still experienced difficulties
completing assignments within designated timeframes. While OAS has prioritized certain less crucial
tasks, the workload must be addressed. With the requested resources, the DMHC will not be able to
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address its critical administrative activities in a timely manner. This will have a direct and immediate
impact throughout DMHC’s programs.

OAS is responsible for supporting staff by providing a considerable array of personnel (i.e.,
recruitment, retention, training, benefits, leave, reasonable accommodation, discipline issues);
accounting (i.e., travel expense claims, payroll warrants and checks); and facility (i.e., ergonomic
evaluations, telecom and repair requests) services. In addition to employee services, OAS is
responsible for ensuring that departmental resources are utilized appropriately, in part by managing
budget allotments against expenditures and projections. This also includes the coordination, review
and approval of all related contracts, purchases, invoices, receipts, timesheets, duty statements, and
classification justifications.

Subcommittee Staff Comment and Recommendation—Hold Open.
Questions.

1. Please provide a brief overview of this request.
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Issue 3: End of Life Option Act (AB 15 X2, 2015)

Budget Issue. DMHC requests two-year limited-term expenditure authority of $244,000 for 2016-17
and 2017-18 to meet the department’s operational needs in order to address the short-term workload
resulting from the implementation of AB 15 X2 (Eggman), Chapter 1, Statutes of 2015, the End of Life
Option Act.

Background. Existing state law authorizes adults to give an individual health care instruction and to
appoint an attorney to make health care decisions for that individual in the event of that adult’s
incapacity in accordance to a power of attorney for health care and guarantees terminally ill individuals
certain care. When a health care provider diagnoses a patient with a terminal disease, the provider is
required to notify the patient of his or her right to comprehensive information and counseling regarding
legal end-of-life options, including (1) hospice care at home or in a health care setting; (2) a prognosis
with and without the continuation of disease-targeted treatment; (3) the patient's right to refuse or
withdraw from life-sustaining treatment; and (4) the patient's right to continue to pursue disease-
targeted treatment, with or without concurrent palliative care. Law also requires timely coverage of
pain management drugs for terminally ill individuals and requires a plan that denies an experimental
treatment to a terminally ill individual to provide information on covered alternative treatments and on
the plan’s grievance process, as well as an opportunity for the enrollee to attend a conference to discuss
the matter with the plan. While existing California law requires all of the above components and
options for end of life care, it does not authorize terminally ill individuals to obtain a prescription
allowing them to self-administer aid-in-dying medications.

The End of Life Option Act authorizes adult California residents who meet certain qualifications and
who have been determined by their primary care physician to be suffering from a terminal disease to,
under specified conditions and procedures, request and self-administer an aid-in-dying prescription
drug for the purpose of ending their life. AB 15 X2 also establishes the specified conditions and
procedures that must be followed under this new law. The provisions of AB 15 X2 sunset on January
1, 2026.

AB 15 X2 does not specify whether health plans are required to cover aid-in-dying medication or how
a health plan may decline to cover aid-in-dying medication. Due to the sensitive and controversial
nature of aid-in-dying medication, DMHC expects a high level of public interest which, over the next
two years, will result in its Office of Legal Service (OLS) conducting legal research, producing legal
opinions, and promulgating one regulation package to clarify the issue of coverage.

To address this new workload, OLS requests limited-term expenditure authority so OLS may hire
temporary help to perform the following short-term workload from July 1, 2016 through June 30,
2018:

e Attorney | - This position will review and process legal questions related to AB 15 X2. The
review of legal questions encompasses all tasks necessary to compose the final determination
and present to impacted or requesting divisions. In addition, this position will be responsible
for the promulgation of regulations pertaining to AB 15 X2, which includes conducting
stakeholder meetings, researching and analyzing policy concerns, drafting regulations, holding
public hearings, and drafting the final rulemaking documents.
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o Staff Services Analyst - This position will provide support and assist the Attorney | with tasks
associated with AB 15 X2, such as promulgation of regulations and the drafting/filing of legal
memoranda.

Projected Timeline For Regulation Development. In regard to the development of regulations for
this proposal, DMHC indicates that it is in the research and evaluation phase. DMHC’s projected
timeline for regulations for this proposal is:

e By June 1, 2016—Complete research and evaluation.

e By June 1, 2016—Begin drafting regulatory language, if necessary.

e By July. 1, 2017—Begin formal rulemaking process, if necessary.

Subcommittee Staff Comment and Recommendation—Hold Open.
Questions.

1. Please provide an overview of this proposal.
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Issue 4: Federal Mental Health Parity Ongoing Compliance Review

Oversight and Budget Issue. DMHC requests $529,000 for 2016-17 and 2017-18 for clinical
consulting services to design new compliance filing instructions and forms, conduct review of plans’
classification of benefits and nonquantitative treatment limits (NQTLs), and for resolving clinical
issues arising in compliance filings associated with performing ongoing oversight of compliance with
the federal Paul Wellstone and Pete Domenici Mental Health Parity and Addiction Equity Act
(MHPAEA) and its Final Rules. These resources would be used for the initial front-end compliance
reviews for new plans and new products.

According to DMHC, clinical consultants provide the specialized medical, mental health, and
substance use disorder knowledge that is not available through the civil service system but is necessary
for reviewing critical aspects of MHPAEA compliance, including the classification of benefits and
NQTLs. The classification of benefits is a threshold issue that must be determined in a plan filing
before the actuary can evaluate compliance in the financial requirements and QTLs, and before the
attorneys can evaluate compliance in EOCs and other enrollee disclosures. Generally the clinical
consultant team consists of one lead that is a non-clinician reviewer who drafts comment letters to
plans, based on the clinical review conducted by three to four clinicians. The lead reviewer also
coordinates the consultant team’s workflow with that of the attorneys and actuary and participates in
the teleconferences with the plans to resolve compliance matters.

Background. In 2008, Congress enacted the MHPAEA, requiring only large group health plans that
offer mental health benefits do so in a manner comparable to medical and surgical (medical) benefits.
After the enactment of the Affordable Care Act (ACA) in 2010, federal regulations and state statute
implementing Essential Health Benefits (EHB) made the MHPAEA also applicable to individual and
small group health care and health insurance products. As of July 1, 2014, the rules apply for all group
products as employers renew or purchase coverage. For individual products, the rules apply to the new
policy years beginning January 1, 2015.

Assessing compliance of health plans with the rules requires an analysis that is significantly different
than the analysis the DMHC currently conducts to enforce state mental health parity requirements. The
DMHC presently reviews health plans’ Evidences of Coverage (EOC) for compliance with state law,
generally focusing on whether analogous benefits for specific severe mental illnesses and serious
emotional disturbances in children are subject to the same cost-sharing and utilization-management
requirements as medical conditions.

In contrast, these rules require analysis of broader benefit classifications. Rather than a comparison of
the applicable terms and conditions, the rules require extensive review of the health plans’ processes
and justifications for classifying benefits into six permissible classifications: (1) inpatient, in-network,
(2) inpatient, out-of-network, (3) outpatient, in-network, (4) outpatient, out-of-network, (5) emergency
care, and (6) prescription drugs.

After classifying all benefits into the six categories, health plans must then determine parity for
financial requirements (e.g., deductibles, copays, coinsurance); quantitative treatment limitations
(QTL) (e.g., number of visits, days of treatment) and nonquantitative treatment limitations. According
to DMHC, the analyses of the health plans’ methodology for determining compliance requires
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extensive reviews that are beyond the DMHC’s existing capacity and expertise. Moreover, the analyses
required under the rules are data-intensive and require information the health plans do not routinely file
with DMHC (e.g., methodologies to determine benefit classifications, projected plan payments, and
rationale for application of NQTL). As such, implementation and enforcement of health plan
compliance with the MHPAEA require the DMHC to undertake both an initial focused analysis and
continuing evaluation of a new depth and breadth due to the complexities of this law and the inter-
relationship with existing California mental health parity laws and EHB requirements.

2014 and 2015 Budget Resources for Federal Mental Health Parity. The 2014 budget included a
one-time augmentation of $369,000 (Managed Care Fund) in 2014-15 for clinical consulting services
to conduct initial front-end compliance reviews to ensure oversight of California’s implementation of
the MHPAEA and five positions to enforce these requirements. (The Legislature augmented DMHC’s
budget by $4.2 million to add 10 positions and consulting services to ensure enforcement of these
requirements and the Governor vetoed five of the positions added by the Legislature, resulting in a net
augmentation of five positions.)

The 2015 Budget Act authorized additional resources to further support onsite medical surveys of the
plans affected by the MHPAEA. As a result, according to DMHC, sufficient resources exist to support
the back-end component of MHPAEA compliance reviews; however, based on the results of the 2014-
15 MPHAEA compliance project described below, existing resources will not be sufficient to perform
the work attributed to the initial front-end reviews and associated actuarial duties.

The DMHC initiated monitoring of plan compliance with MHPAEA in the 2014-15 MHPAEA
compliance project, which is anticipated to be completed during 2015-16. This project has been a
focused review of one to fifteen standard individual and small group Exchange products and large
group products to determine initial compliance within 26 plans’ commercial coverage. One Attorney
IV (the designated department-wide MHPAEA coordinator), one Attorney Ill, one Associate
Governmental Program Analyst, and one Associate Life Actuary have been devoting time to this effort
since 2014. Based on the results of this project to date, the DMHC anticipates a significant increase in
workload associated with the ongoing monitoring and review of 28 complex filings and 125 routine
filings of commercial products to ensure compliance with MHPAEA.

Status of Initial Front-End Reviews. Compliance reviews consist of two components: 1) front-end
reviews, which are a review of documentation submitted by plans to ensure compliance with
MHPAEA, and 2) back-end reviews, which are onsite reviews to verify plans are operating in
accordance with compliance filings. As part of last year’s proposal requesting resources, DMHC
indicated that the initial front-end reviews would be completed by December 31, 2015. As noted in the
chart below, six of the 25 plans have not yet completed this review. According to DMHC, these plans
were far enough in the process to be able to address cost-sharing for mental health and substance use
disorder services and disclose to enrollees any changes in cost share to ensure there is parity for these
services as of January 1, 2016, as required by an all plan letter. Consequently, it has not taken any
enforcement action again these plans.
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Status of MHPAEA Initial Front-End Review Compliance Filin

March 17, 2016

s (as of March 7, 2016)

Health Plan

Status

Aetna Health of California

Open — May 2016

Alameda Alliance Joint Powers Authority

Closed — 11/5/2015

Blue Cross of California

Open — May 2016

California Physicians’ Service

Open — April 2016

Chinese Community Health Plan

Closed — 12/11/2015

Cigna Healthcare of California

Open — May 2016

Community Care Health Plan

Closed — 12/11/2015

Contra Costa County

Closed — 12/28/2015

County of Ventura

Open — May 2016

Health Net

Closed — 7/21/2015

Kaiser Foundation Health Plan

Closed — 11/16/2015

LA Care Joint Powers Authority

Closed — 12/23/2015

Local Initiative Health Authority for LA County

Closed — 12/30/2015

Medi-Excel, SA de CV

Closed — 12/7/2015

Molina Healthcare of California

Closed — 1/15/2016

San Francisco Health Authority

Closed — 12/23/2015

San Mateo Community Health Plan

Closed — 12/11/2015

Santa Clara County dba Valley Health Plan

Closed — 12/29/2015

Santa Cruz-Monterey-Merced Managed Md. Care Commission
dba Central California Alliance for Health

Closed — 12/11/2015

Seaside Health Plan

Closed — 12/24/2015

Sharp Health Plan

Closed — 1/29/2016

Sistemas Medicos Nacionales (SIMNSA)

Closed — 12/30/2015

Sutter Health Plan

Closed — 12/31/2015

United Healthcare of California

Open — April 2016

Western Health Advantage

Closed — 12/2/2015

Subcommittee Staff Comment—Hold Open.

Questions.

1. Please provide an overview of this issue.

2. Please describe the status of the initial front-end reviews. Why has DMHC not taken any
enforcement action against plans that have not completed their initial front-end reviews? How

will this affect the timeliness of the next steps, including the back-end reviews?

3. Is the department on track to begin the second phase of the compliance review, on-site surveys,

in April 2016?

4. Please provide an update on DMHC’s engagement with mental health stakeholders.
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| Issue 5: Large Group Rate Review (SB 546, 2015)

Budget Issue. DMHC requests four permanent positions and $682,000 for 2016-17 and $644,000 for
2017-18 and ongoing to address the increased workload resulting from the implementation of SB 546
(Leno), Chapter 801, Statutes of 2015.

This request includes $106,000 for 2016-17 and $100,000 for 2017-18 and ongoing for contractor
costs. In 2016-17, contractor costs consist of $6,000 for transcription services and $100,000 for
actuarial consulting. In 2017-18 and ongoing, the contractor costs are for actuarial consulting.

The requested positions are as follows:

Program/Classification

Office of Legal Services (OLS)

Attorney 11l 1.0
Staff Services Analyst 1.0
Legal Secretary 1.0
Office of Financial Review (OFR)

Associate Life Actuary 1.0
TOTAL 4.0

Background. The federal Affordable Care Act (ACA) requires rate review of individual and small
group rate filings, but exempts large group rate filings. Health plans set rates for large groups in one of
two ways. For a “larger” large group — a group with more than 500 covered lives (and in some cases
more than 1,000 lives) — a health plan may base rates entirely on the claims experience of that group.
For a “smaller” large group — a large group with less than 500 covered lives — a health plan would set
rates using a formula comprised of a standard risk for all large employers (e.g., the base rate),
additional factors that affect the base rate that are specific to that employer group (e.g., geographic
region, industry, etc.), and the claims experience of the specific employer group.

Pursuant to the ACA, health plans must file a justification for an unreasonable premium rate increase,
prior to implementation, and publicly disclose the information. A rate increase is subject to review if it
is 10 percent or more for a 12-month period (or a more stringent standard set by the state). However,
under the May 23, 2011, Rate Increase Disclosure and Review Final Rule (Final Rule), this
requirement applies only to non-grandfathered individual and small group contracts and does not apply
to large group contracts. The U.S. Department of Health and Human Services (HHS), the federal
agency implementing the ACA’s rate review requirements, determined large group rate review
unnecessary because large groups are sophisticated purchasers and the premiums for most large groups
are experience rated, based on the group's own claims experience.

In 2010, SB 1163 (Leno), Chapter 661, Statutes of 2010, implemented the ACA’s rate review
provisions in California. These provisions require health plans to file individual and small group rate
changes 60 days prior to implementation and submit justification for an unreasonable rate increase, as
defined by the ACA. SB 1163 went beyond federal law by requiring plans to file any rate change for
unreasonable rate increases for large group contracts 60 days prior to implementation. However, the
Final Rule, which was published after SB 1163 was enacted, does not apply to the large group market
nor does it contain a definition for unreasonable rate increase that applies to large group contracts.
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Also related to California’s rate review is SB 1182 (Leno), Chapter 577, Statutes of 2014. Under SB
1182, health plans and health insurers must annually provide de-identified claims data at no charge to a
large group purchaser that requests the information and meets specified conditions. This data is
restricted to: (1) large group purchasers with an enrollment of more than 1,000 covered lives, with at
least 500 covered lives enrolled with the plan or insurer providing the claims data, or (2) multi-
employer trusts with an enrollment of more than 500 covered lives, with at least 250 covered lives
enrolled in the plan providing the claims data. The threshold is set at 1,000 and 500 covered lives
because there must be a sufficient number of covered lives to de-identify the claims information to
protect the confidential medical information of individuals.

SB 546 establishes additional rate review requirements for the large group market. These requirements
include:

Effective on or before October 1, 2016, and annually thereafter, health plans must file the
following information aggregated for the specific health plan’s entire large group market:
e Weighted average increase for all large group benefit designs during the preceding calendar
year;
e Number and percentage of rate changes, as specified;
e Factors affecting the base rate and actuarial basis for those factors, as specified;
e Plan’s overall annual medical trend factor assumptions for all benefits and by aggregate
benefit category;
e Amount of the projected trend separately attributable to the use of services, price inflation,
fees, and risk for annual policy trends by aggregate benefit category;
e Comparison of the aggregate per member per month costs over the prior five year period by
specific category;
e Changes in enrollee cost-sharing, changes in enrollee benefits, and quality improvement
efforts over the prior year; and
e Number of products covered by the information that incurred the excise tax. (The excise
tax, otherwise known as the “Cadillac tax,” refers to the requirement in the ACA that,
effective for tax years after December 31, 2017, imposes a 40 percent federal tax on the
aggregate cost of employer-sponsored coverage exceeding a statutory limit; $10,200 for
individual coverage and $27,500 for self and spouse or family coverage.)

DMHC must conduct an annual public meeting regarding large group rates within three months of
posting the aggregate information on DMHC’s website to allow a public discussion of the reasons for
the changes in the rates, benefits, and cost-sharing in the large group market.

Health plans must provide a written notice to a large group 60 days prior to a premium rate or change
in coverage that includes the following:

e Whether the proposed rate is greater than the average rate increase for individual market
products negotiated by the California Health Benefit Exchange (Covered California) for the
most recent calendar year for which the rates are final;

e Whether the proposed rate is greater than the average rate negotiated by CalPERS for the most
recent calendar year for which the rates are final; and

e Whether the rate change includes any portion of the excise tax paid by the health plan.

Senate Committee on Budget and Fiscal Review 13



Subcommittee No. 3 March 17, 2016

In 2014, there were 8,872,834 enrollees in large group health plans regulated by the DMHC and there
are currently 19 health plans participating in the large group market. Provisions of SB 546 require the
DMHC to analyze data submitted by these health plans and conduct an annual public meeting to
facilitate discussion around the changes in rates, benefits, and cost-sharing in the large group market.

Projected Timeline For Regulation Development. In regard to the development of regulations for
this proposal, DMHC indicates that it is in the research and regulatory language development phase.
In the interim, DMHC has issued informal guidance to the plans. DMHC’s projected timeline for
regulations for this proposal is:

e By Sept. 9, 2016—Publish notice of rulemaking.
e By Oct. 24, 2016—Public hearing (if requested).
e By Nov. 1, 2016—Approval by DMHC and send to Office of Administrative Law.

Subcommittee Staff Comment and Recommendation—Hold Open.
Questions.

1. Please provide an overview of this issue.
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Issue 6: Limitations on Cost-Sharing: Family Coverage (AB 1305, 2015)

Budget Issue. DMHC requests limited-term expenditure authority of $196,000 for 2016-17 and
$188,000 for 2017-18 to meet the department’s operational needs to implement AB 1305 (Bonta),
Chapter 641, Statutes of 2015.

Background. DMHC regulates health plans under the provisions of the Knox Keene Health Care
Service Plan Act of 1975, as amended (Knox Keene Act). As enacted by SB 639 (Hernandez) Chapter
316, Statutes of 2013, the Knox Keene Act requires non-grandfathered health plan contracts issued on
or after January 1, 2015 in the small group market to include the annual out-of-pocket limit on
Essential Health Benefits (EHB) described in the Affordable Care Act (ACA) and subsequent rules,
regulations, or guidance. The Knox Keene Act also aligns the out-of-pocket cost limit for covered
benefits that are EHB to this federal limit for non-grandfathered health plan contracts issued on or after
January 1, 2015, in the large group market, to the extent that this limit does not conflict with federal
law or guidance.

AB 1305 prohibits a health plan from imposing a maximum out-of-pocket limit for an individual
within a family that is greater than the maximum out-of-pocket limit for individual coverage for that
product. This provision aligns with and exceeds federal requirements.

AB 1305 also requires that if a non-grandfathered health plan contract for family coverage includes a
deductible, an individual within a family shall not have a deductible that is greater than the deductible
for individual coverage for that product, except for a high deductible health plan (HDHP). The
requirement would apply to non-grandfathered family coverage in the small group market beginning
January 1, 2016, and in the large group market beginning January 1, 2017. This provision eliminates
health plan contracts with aggregated family deductibles, in which an individual with a family HDHP
must meet the family deductible before the plan covers any services, other than preventive services, for
that individual.

In the case of HDHPs, the bill includes an exception to allow individuals to continue to qualify for
Health Savings Accounts (HSA). Under federal law, an individual may qualify for an HSA only if the
individual is covered under an HDHP. A family HDHP is an HDHP covering an eligible individual
and at least one other individual. As explained in Internal Revenue Service (IRS) Publication 969, if
either the deductible for the family as a whole or the deductible for an individual family member is less
than the minimum annual deductible for family coverage, the plan does not qualify as an HDHP. For
calendar year 2015, the minimum annual deductible is $1,300 for self-only coverage and $2,600 for
family coverage. Thus, in 2015, a family HDHP must have an individual deductible of at least $2,600
or the plan does not qualify as an HDHP. (Specific deductible amounts change in subsequent years.) A
family HDHP with an individual deductible below $2,600 would cause individuals to lose HSA tax
savings.

Accordingly, AB 1305 provides that, in the case of a health plan contract meeting the federal definition
of an HDHP, the deductible shall be the greater of either of the following: 1) the deductible for
individual coverage under the plan contract, or 2) the amount required under federal law to qualify for
an HSA, as updated by the IRS annually as indexed for inflation. This language prevents, in the case
of a family HDHP, the individual deductible from being lower than the amount required under federal
law for an individual to qualify for an HSA.
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To address the workload resulting from AB 1305, DMHC’s Office of Legal Services requests limited-
term expenditure authority to perform short-term work from July 1, 2016, through June 30, 2018.
These resources will be used to review and process legal questions related to AB 1305. Reviewing
legal questions encompasses all tasks necessary to compose the final determination and presenting the
information to impacted or requesting divisions, including the drafting/filing of legal memoranda.
These resources will also allow the DMHC to develop and promulgate a regulation package to
implement the new provisions contained in the bill.

Subcommittee Staff Comment and Recommendation—Hold Open.
Questions.
1. Please provide an overview of this proposal.

2. When does DMHC anticipate beginning the stakeholder process in regard to this policy?
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| Issue 7: Outpatient Prescription Drug Formularies (AB 339, 2015)

Budget Issue. DMHC requests limited-term resources of $733,000 for 2016-17; $700,000 for 2017-
18; $558,000 for 2018-19; and $558,000 for 2019-20 to meet the department’s operational needs in
order to address the short-term workload resulting from the implementation of AB 339 (Gordon)
Chapter 619, Statutes of 2015.

This request includes $196,000 in contracted consulting costs for 2016-17, 2017-18, 2018-19, and
2019-20 to assist DMHC offices with developing implementation standards and identifying health plan
clinical standard deficiencies during the survey process.

Background. The passage of AB 339 builds on the federal guidance and existing general anti-
discrimination provisions with more robust, specific, and enforceable parameters for drug benefit
designs. AB 339 aligns with Covered California’s current approach to address the high out-of-pocket
costs for medically necessary drugs and incorporating a sunset date of 2020 for the out-of-pocket cost
limitations and drug tiering provisions. AB 339 takes an appropriate measured approach in addressing
the competing challenges of providing access to medically necessary drugs for consumers without
severely hampering health plans’ ability to contain costs through drug price negotiations. Moreover,
AB 339 aligns with and incorporates new federal standards regarding the prescription drug Essential
Health Benefits, including the requirements regarding pharmacy and therapeutics committees,
formulary transparency, and reasonable access to retail pharmacies (rather than mail-order
pharmacies). Adding these provisions to California law ensures they will be enforceable by the
DMHC.

Additional provisions of AB 339 include:

e Requires health care service plan contracts (other than Medi-Cal managed care contracts) to
cover medically-necessary prescription drugs, including medically-necessary single-tablet
antiretroviral drug regimens for AIDS/HIV, except as specified.

e Limits cost-sharing for a 30-day supply of a prescription to no more than $250 (or $500 for a
bronze-level plan or its actuarial equivalent for large group), except that an applicable
deductible must be satisfied, as specified.

e Specifies formulary tier definitions for certain non-grandfathered individual or small group
products.

The DMHC licenses and regulates health plans that provide full-service and specialty services to more
than 25 million Californians. The DMHC regulates health plans under the provisions of the Knox
Keene Act. To meet its mission of protecting consumer health care rights and ensuring a stable health
care delivery system, the DMHC resolves grievances; conducts onsite medical surveys and financial
exams; and reviews and approves plan contracts, disclosures, and vendor arrangements.

Currently, the DMHC regulates a total of 34 full service commercial and behavioral health plans that
provide a prescription drug benefit. In order to implement AB 339, the DMHC is required to complete
a compliance review of existing plans and any new license applicants as to their prescription drug
formularies. Health plans may have a different prescription drug formulary for each of its product
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types, which may result in each health plan submitting up to 15 different formularies. The extensive
review of health plan filings will be performed by the DMHC’s Office of Plan Licensing and Division
of Plan Services. In addition, as a result of the passage of AB 339, DMHC’s Office of Legal Services
will need to draft new regulations to update the existing Title 28, CCR Section 1300.67.24, which
imposes standards for outpatient prescription drug coverage, limitations, exclusions, and cost-sharing.

Office of Plan Licensing (OPL). OPL is responsible for assuring regulatory compliance of health
plans with the Knox Keene Act and the Final Rules. This is accomplished by reviewing applications
for licensure, material modifications to existing licenses, and amendments to existing licenses. This
review includes requiring health plans to provide legally sufficient documentation of plan organization,
disclosures, enrollee benefits, and other aspects of regulatory compliance.

The passage of AB 339 requires that each of the 34 affected health plans submit filings demonstrating
compliance with its provisions. DMHC will need to analyze the various provisions of the bill,
including whether the cost-sharing for this benefit is within the parameters set forth in the bill, the
health plans’ formularies do not discourage enrollment of individuals with health conditions or reduce
the generosity of the benefit for enrollees with a particular condition in a manner that is not based on a
clinical indication or reasonable medical management practice, and verify that the health plans are
defining the formulary tiers appropriately. In order to facilitate compliance with AB 339, OPL must
review the health plans’ Evidences of Coverage (EOCs), Disclosure Forms, combined Evidences of
Coverage/Disclosure Forms that contain pharmacy benefits, policies and procedures, and prescription
drug formularies for each of the health plans’ products.

Ongoing workload consists of the oversight of health plans’ compliance with the additional mandated
prescription drug requirements and the review of any new license applications for compliance with the
language of AB 339. To facilitate the compliance project and review the prescription drug benefit
offered by full service health plans, OPL is requesting limited-term resources to perform the following
workload from July 1, 2016, through June 30, 2020:

e 3.0 Associate Governmental Program Analysts (Temporary Help — July 1, 2016 to June 30,
2020). These analyst positions will be responsible for the creation and ongoing maintenance of
the formulary template for health plans to utilize, filing tracking, serve as the DMHC liaison
between clinical consultants and plans, coordinate transfer of documents to clinical consultants
for review, coordinate filing teleconferences between the DMHC and clinical consultants, and
conduct initial filing review of plan submissions to identify issues and deficiencies with the
filings.

e Pharmacy or Clinical Consultant (Limited-term — July 1, 2016 to June 30, 2020). DMHC will
need to retain either a pharmacy or clinical consultant to develop standards and communicate to
health plans what constitutes reasonable cost-sharing and what must be provided to show it
does not discourage the enrollment of individuals with health conditions nor reduce the
generosity of the benefit for enrollees with a particular condition. Based on similar clinical
consulting contracts, OPL estimates the ongoing costs to be approximately $46,000 per year.

Division of Plan Surveys (DPS). DPS, part of DMHC’s Help Center, is responsible for conducting
routine medical surveys of each licensed full service and specialty health plan as required by the Knox
Keene Act, as well as non-routine investigative medical surveys as deemed necessary by DMHC’s
Director. DPS anticipates retaining a clinical consultant during the survey process to assess health plan
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compliance related to the bill’s clinical standards and to make revisions to the applicable audit tool or
Technical Assistance Guide (TAG) and associated worksheets. DPS is requesting the following
resources:

e Clinical Consultant (Limited-term — July 1, 2016 to June 30, 2020). The clinical consultant will
be responsible for the one-time review and revision of the TAG and file review worksheets for
use during routine medical surveys and dissemination of training materials to affected plans.
The consultant will conduct an assessment of each health plan to verify that prescriptions for
medical conditions are not all placed in the highest cost tiers within the formularies, draft
deficiencies, and provide clinical follow-up to assess whether the plans corrected deficiencies.
Based on similar consulting services contracts, DPS estimates contracting costs to be
approximately $150,000 per year.

Office of Legal Services (OLS). OLS conducts legislative and legal analyses for the DMHC; leads
rulemaking activities, including pre-notice stakeholder engagement, research and analysis, drafts
regulatory language, conducts public hearings, responds to comments, and files regulation package(s)
with the Office of Administrative Law; and responds to Public Records Act and Information Practices
Act requests.

OLS anticipates conducting legal research and producing legal opinion memoranda pertaining to AB
339 between January 1, 2016, and June 30, 2018, as this bill is central to the DMHC’s enforcement of
anti-discrimination laws prohibiting prescription drug benefit designs that may potentially reduce the
benefits for chronically ill individuals. OLS also anticipates promulgating one regulation package in
order to update the existing regulation governing cost-sharing, limitations, and exclusions of coverage
for prescription drugs (title 28, California Code of Regulations, Section 1300.67.24). OLS is requesting
the following resource:

e Attorney | (Temporary Help —July 1, 2016 to June 30, 2018). This position will be responsible
for reviewing and processing legal questions related to AB 339. The review of legal questions
encompasses all tasks necessary to compose the final determination and present to impacted or
requesting divisions. In addition, this position will be responsible for the promulgation of
regulations pertaining to AB 339, which includes conducting stakeholder meetings, researching
and analyzing policy concerns, drafting regulations, holding public hearings, and drafting the
final rulemaking documents.

Projected Timeline For Regulation Development. In regard to the development of regulations for
this proposal, DMHC indicates that it is in the research and evaluation phase. DMHC’s projected
timeline for regulations for this proposal is:

e By June 1, 2016—Complete research and evaluation.

e By June 1, 2016—Begin drafting regulatory language.

e ByJan. 1, 2017—Begin formal rulemaking process.

Subcommittee Staff Comment and Recommendation—Hold Open.
Questions.

1. Please provide an overview of this issue.
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2. When does DMHC anticipate beginning the stakeholder process in regard to this policy?

Issue 8: Provider Directories (SB 137, 2015)

Budget Issue. DMHC requests eight permanent positions and $1,436,000 for 2016-17; $1,366,000 for
2017-18; and $1,181,000 for 2018-19 and ongoing to address the increased workload resulting from
the implementation of SB 137 (Hernandez) Chapter 649, Statutes of 2015.

This request includes $153,000 for 2016-17; $153,000 for 2017-18; and $77,000 for 2018-19 and
ongoing for the Office of Enforcement’s (OE) expert witness and deposition costs for enforcement
trials. This request also includes limited-term expenditure authority of $89,000 for 2016-17 and 2017-
18, enabling DMHC’s Office of Technology and Innovation (OTI) to address short-term IT-related
setup activities.

The requested positions are as follows:

Program/Classification

Office of Legal Services (OLS)

Attorney | [ 1.0
Office of Plan Licensing (OPL)

Attorney | 1.0
Associate Governmental Program Analyst 1.0
Division of Plan Surveys (DPS)

Attorney | 1.0
Associate HCPSA 1.0
Office of Enforcement (OE)

Attorney Il [ 1.0
Office of Financial Review (OFR)

Corporations Examiner 1.0
Office of Administrative Services (OAS)

Associate Governmental Program Analyst 1.0
TOTAL 8.0

Background. Existing state law requires health care service plans (health plans) to provide a list of
contracting providers within a requesting enrollee’s or prospective enrollee’s general geographic area.
Since 2001, when AB 938 (Cohn), Chapter 817, Statutes of 2001, was enacted, state law has also
included requirements related to health plans’ provider directories. With the enactment of the
Affordable Care Act (ACA), the accuracy of provider directories has never been more important as the
ACA has enabled hundreds of thousands of individuals who formerly lacked health coverage to obtain
health coverage for the first time. Since the ACA requires health plans to cover individuals who
formerly could not obtain coverage due to their health problems, health plans have focused on other
ways to control costs. One way health plans have attempted to control costs is to develop products
with ‘narrow networks,” which have fewer provider options, but still achieve network adequacy.
Consequently, there may be even greater variation in a health plan’s provider networks than in the past,
with some networks having more limited provider options than others.
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Understandable and accurate provider networks enable consumers to make important decisions and are
fundamental components to allow enrollees timely access to health care services. SB 137, effective
July 1, 2016, establishes clear and specific requirements for publishing and maintaining health plans’
provider directories, including content, updating and reporting standards. To achieve this, SB 137
includes the applicable controls and requirements, and provides the DMHC and California Department
of Insurance (CDI) with the responsibility to develop uniform provider directory standards that health
plans and providers must follow. SB 137 also gives the DMHC the authority to enforce the law and
take action if a health plan or provider is found to be non-compliant.

The requirements of SB 137 apply to all full service and specialty health plans including Medi-Cal
managed care plans and includes the following provisions:

Health plans must require their contracting providers, when they are no longer accepting
patients, to direct potential enrollees to the health plan for additional assistance in finding a
different provider and to inform the DMHC of the possible inaccurate information in the
directory.

Health plans must publish and maintain provider directories on their public website, with
information on contracting providers that deliver health care services to the health plan’s
enrollees.

Health plans must reimburse enrollees for any amount beyond what the enrollee would have
paid for in-network services, if the enrollee reasonably relied on the provider directory.
Mandates specific requirements and timelines for health plans to actively investigate reports of
inaccuracies in their directories and sets forth triggers for when a provider must be removed
from the directory. The specific requirements and timeframes include:

o Health plans must update their provider directories throughout the year based on
specified criteria.

o Health plans must, at least annually, review and update all of their provider directories
in their entirety. As part of the annual update, health plans are required to send notices
to providers at least annually, or once every six months for individual health
professionals who are not affiliated with a physician group. The notice must include all
of the products the provider is contracted to provide services for as well as a warning
that failure to respond may result in a payment delay.

o Providers must respond within 30 days to notices from health plans confirming the
information the health plan has for that provider is correct or with updated information.

o If the provider does not respond to the health plans request for information within 30
days, the health plan has 15 business days to verify the provider’s information in
writing, electronically or by telephone.

o If the health plan cannot verify the provider’s information, they must notify the provider
10 days in advance that the health plan will be removing the provider from their
directory. This 10-day notice will also contain a second warning to the provider that
failure to verify their information may result in a payment delay.

Based on the providers’ responses as well as upon receipt and verification of information
indicating that updates are necessary, health plans must revise provider information as part of
their weekly online directory update and their quarterly updates for printed directories. Other
triggers identified in SB 137 for such updates include:

o Reports from enrollees or potential enrollees that the provider directory contains
inaccurate information.

o Changes from providers outside of the annual or semi-annual affirmation process
discussed above, such as address changes.
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e In addition to health plans removing providers from directories when they cannot verify the
providers information, they must also remove providers when:

o The provider has retired or has ceased to practice.

o The provider or provider group is no longer contracted with the health plan.

o The contracting provider group has informed the health plan that the provider is no
longer associated with the provider group and is no longer under contract with the
health plan.

e Instead of requiring a health plan to file its entire provider directory annually with the DMHC
to review, it now requires health plans to annually submit their policies and procedures
explaining how they will comply with the law and develop an accurate provider directory. This
approach is consistent with how the DMHC currently reviews health plan requirements.

These provisions enable providers to receive information from the health plans to identify under which
plan products they are contracted to provide services — an issue that providers have consistently raised
with respect to their inability to ensure their information is accurate.

SB 137 requires the DMHC to create uniform standards for provider directories on or before December
31, 2016. Because these standards are expected to require health plans to make significant system
changes, the provisions requiring regulatory guidance will go into effect by July 31, 2017, or 12
months after the provider directory standards are developed, whichever occurs later. One of the
significant standards will include the process for referring a patient to hospitals and other providers and
the way information is presented in the directories.

SB 137 also places a direct obligation on providers to report their information to the health plans and
allows health plans to delay payment to incentivize provider responses when requested for the provider
directory.

SB 137 allows health plans to delay payment for one month in the event the provider does not respond
to the required request for directory information verification. For providers reimbursed by capitation,
the health plan cannot delay more than 50 percent of the total capitation rate for the next scheduled
capitation payment. For providers reimbursed via claims, the health plan can delay claims payments
for up to one calendar month beginning on the first day of the following month.

In order to address the concern of compliance with the new authority to delay payment, SB 137
requires the DMHC to include a review of the health plan’s compliance with this provision in its
routine financial examinations of the health plans, which occur every three to five years.

Currently, the DMHC regulates a total of 74 full service and 49 specialized health plans that contract
with providers to deliver services to enrollees and that maintain provider directories in accordance with
current law. According to DMHC, implementation of SB 137 creates additional workload for all
DMHC offices as its provisions require changes to existing departmental processes, such as routine
medical surveys, financial reviews, and licensure. In addition to process changes, the DMHC
anticipates additional workload resulting from SB 137 due to an increased number of requests for
information and enforcement case referrals, additional staff, and the necessary completion of legal
memoranda and regulation packages.

Office of Legal Services (OLS). OLS conducts legislative and legal analyses for the DMHC; leads
rulemaking activities, including pre-notice stakeholder engagement, research and analysis, drafts
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regulatory language, conducts public hearings, responding to comments, and files regulation
package(s) with the Office of Administrative Law; and responds to Public Records Act and
Information Practices Act requests. To perform the additional workload required by SB 137, OLS
requests the following permanent positions:

e Attorney I. This position will be responsible for the promulgation of regulations and
completion of legal memoranda and review of legal questions related to SB 137. The review of
legal questions encompasses all tasks necessary to compose the final determination, including
gathering data, researching applicable law, conducting staff meetings, crafting a position,
briefing management, and presenting to impacted or requesting divisions.

Office of Plan Licensing (OPL). OPL is responsible for assuring regulatory compliance of health
plans with the Knox Keene Act and the Final Rule, which includes licensing health plans and
approving changes to the licensee and its operations such as provider, vendor, and subscriber contracts;
provider networks; utilization management processes; quality assurance systems; and financial
viability. In order to facilitate ongoing review of SB 137 compliance for each of the 74 full service and
49 specialized health plans, OPL is requesting the following permanent positions to perform the
additional ongoing workload:

e Attorney I. This position will be responsible for conducting legal research to determine criteria
and requirements for implementation of the provider directory process requirements; leading
interdepartmental meetings related to implementation of the review process; developing and
maintaining a structure for review of compliance of each health care service plan, including
checkilists, spreadsheets, and templates for use during filing reviews; designing and updating
filing review guidelines for internal review; performing comprehensive review of submitted
filings, including a summary of the filing, coordinating with other divisions (e.g., the OFR) to
review submitted documents, preparation of appropriate comments, legal analysis of the filing
for compliance, and compiling documentation support referrals to the OE.

e Associate Governmental Program Analyst. This position will be responsible for assisting with
the analysis and implementation of provider directory process requirements, including
developing and maintaining a structure for compliance implementation; creating and
maintaining a weekly tracking report to document health plan compliance issues and status of
completion of annual filings; coordinating the initial review of each health plan’s initial filing
and subsequent amendments for any administrative issues and deficiencies; assisting with
compiling documentation in preparation for drafting referrals to the OE; and participating in
trainings outlining compliance review processes and updates reflecting changes in the law.

Division of Plan Surveys (DPS). DPS, part of DMHC’s Help Center, is responsible for conducting
routine medical surveys of each licensed full service and specialty health plan on a triennial basis as
required by the Knox Keene Act, as well as non-routine investigative medical surveys as deemed
necessary by DMHC’s director. As part of that survey, DPS conducts a review to assess if health plan
processes ensure access and availability of health care services. Presently, DPS reviews health plan
provider directories for compliance with existing laws as a part of this review. DPS anticipates the
scope of this review will expand with the implementation of SB 137 and is requesting the following
permanent positions to perform the additional ongoing workload:

e Attorney I. This position will be responsible for assisting with the survey process, including
survey preparation, developing the survey strategy, and providing legal review of deficiencies;
providing legal review of corrective actions during follow-up surveys; and reviewing revisions
to the applicable audit tool or Technical Assistance Guide (TAG).
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e Associate HCSPA. This position will be responsible for analyzing each of the health plan’s
processes and informational flows to facilitate compliance with SB 137 during the survey,
monitoring corrective actions and conducting follow-up surveys, and drafting revisions to the
applicable audit tool or TAG.

Office of Enforcement (OE). OE handles the litigation needs of the DMHC, representing the
department in actions to enforce the managed health care laws and in actions that are brought against
the department. Cases may be referred to OE by other DMHC programs that review the activities of
health plans for compliance with the Knox Keen Act.

OE has historically received individual complaint referrals for an inadequate network from the Help
Center and has treated these referrals as a “track and trend” opportunity, unless substantial harm was
identified. DPS has also referred a small number of matters, which are more complex in nature. OE
anticipates an increase of approximately 15 annual referrals in 2016-17 and 2017-18 from other
DMHC programs as SB 137 provides specific provisions to compare a health plan’s actions against to
determine if a violation has occurred resulting in a more concise remedy, with one referral going to
trial. Based on two provider network inadequacy cases OE is currently prosecuting and its experience
prosecuting similarly large-scale cases, it is expected SB 137-related referrals will be complex as each
case involves a review of each provider contract, database change process, and the protocols and
procedures to change databases. These prosecutions can be extremely time and document-intensive.

According to DMHC, this workload cannot be absorbed by current staffing and will require the
following permanent position and contract resources to perform the additional ongoing workload:

e Attorney IIl. This position will be responsible for evaluating enforcement referrals,
drafting/sending investigative discovery, recommending a course of action based on evidence
received and violations found, and all activities associated with trials/hearings. Trial/hearing
activities include preparing course of resolution; preparing law and motion prosecution and
defense; pre-trial preparation; researching applicable law, potential violations, and potential
defenses to prosecute action; trial/hearing attendance; post-trial briefing; and enforcement of
verdict/order.

e Expert Witness/Consultant and Trial Costs. OE anticipates at least three expert consultants will
be needed to address the issues raised by these referrals at a cost of approximately $45,000 per
contract for a total of $135,000 per fiscal year. These expert consultant contracts are not
necessarily related to trial needs, but will be necessary to provide OE with expert opinions on
new issues SB 137 raises. In addition to expert consultants, associated trial costs include
payment of witnesses travel to and from court, trial resources (discovery expenses, court
reporters, copying costs, exhibit preparation), and travel expenses. OE estimates the following
associated trial costs: exhibit preparation at approximately $1,000; six administrative discovery
depositions per year at approximately $2,000 per deposition (for a total of $12,000); and trial-
related travel expenses of approximately $5,000. Total cost is $153,000 per year for 2016-17
and 2017-18. Beginning in 2018-19, a decline in SB 137-related referrals of approximately five
to 10 per year is anticipated as the health plans become more familiar with SB 137
requirements. Conversely, trial expenses will level off to approximately $77,000 and remain
steady at that rate thereafter. These estimates are based on actual costs incurred for similar
trials OE has conducted.

Office of Financial Review (OFR). Division of Financial Oversight (DFO), part of OFR, monitors
and evaluates the financial viability of health plans to facilitate continued access to health care services
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for the enrollees/patients of California. This is accomplished by reviewing financial statements;
analyzing financial arrangements and other information submitted as part of the licensing, material
modification, and amendment process; and by performing routine and non-routine examinations.

In order to perform the additional ongoing workload involved with reviewing health plan compliance
with SB 137, DFO is requesting the following permanent position to perform the additional ongoing
workload:

e Corporations Examiner. This position will be responsible for performing claims sampling
analyses, reviewing claims for compliance with SB 137, writing a final report on findings, and
performing the review of capitation withholds and including any exceptions in a report for each
health care service plan every three years. On an annual basis this position will review health
plan records submitted to the DMHC regarding delay of payment of provider claims/capitation,
review and approve/deny plan policies and procedures regarding the withhold of payments of
claims/capitation to providers, and review plan records submitted to the DMHC each time a
health plan withholds the payment of claims/capitation to a provider.

Office of Administrative Services (OAS). OAS encompasses all departmental support services
functions with the exception of information technology. These functions include accounting,
budgeting, human resources, training and organizational effectiveness, and business management.
While the program areas of the DMHC expand, resources to support the programs should also
increase. Program expansion due to the passage of SB 137 results in additional hiring activities; the
processing of employee-related transactions, such as personnel transactions, travel expense claims, and
trainings; contracts and procurements, etc. In order to obtain sufficient resources to handle the
workload resulting from SB 137 and to support the additional positions requested in this proposal,
OAS is requesting the following permanent position to perform the additional ongoing workload:

e Associate Governmental Program Analyst (AGPA). This position will address the increased
workload in the support services functions, such as processing contracts and procurements,
preparing budget allotments, managing expenditures, processing accounting transactions and
related documents, coordinating job-related training, conducting tasks associated with hiring
and human resources issues, and coordinating facility-related accommodations and requests.

Office of Technology and Innovation (OTI). The Division of Support Services (DSS), a division
within the OTI, provides support services for and procurement of desktops, laptops, and the associated
suite of productivity software. This division is also responsible for staffing the IT Help Desk to
respond to both PC administrators and DMHC employees for problem resolution; providing
administration for databases and the Exchange/Outlook email application, maintaining DMHC’s
network, file and printer servers, and application servers; and enabling the security of data through the
implementation of virus detection software and intruder detection.

The implementation of SB 137 requires an increase in IT-related support services to address the needs
of the additional positions requested in this proposal and related programmatic workload. DSS is
requesting two-year limited-term resources to provide the DMHC with sufficient IT-related services to
manage the increased workload resulting from SB 137. Resources will be used to support the IT Help
Desk and respond to highly complex issues; prepare IT equipment for survey, refresh equipment,
maintain the equipment storage room; support critical outages; maintain employee access; creating
network accounts; and processing change requests, service requests, incidences and maintenance tasks.

Projected Timeline For Regulation Development. In regard to the development of regulations for
this proposal, DMHC indicates it is working with the California Department of Insurance (CDI) to
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develop uniform provider directory standards. These standards will be Administrative Procedures Act-
exempt until January 1, 2021. DMHC also indicates that it is preparing to start the informal stakeholder
process. DMHC’s projected timeline for regulations for this proposal is:

e By July 31, 2016—Complete informal stakeholder process.
e By Dec. 31, 2016—Develop uniform provider directory in conjunction with CDI.

Subcommittee Staff Comment and Recommendation—Hold Open.
Questions.
1. Please provide an overview of this issue.
2. When does DMHC anticipate beginning the stakeholder process in regard to this policy?
3. Has DMHC provided a “check list” to health plans providing guidance on what needs to be

completed by the July 1, 2016 deadline to publish and maintain provider directories? If not,
when does DMHC anticipate providing this guidance?
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Issue 9: Vision Services (AB 684, 2015)

Budget Issue. DMHC requests two permanent positions and $308,000 for 2016-17 and $292,000 for
2017-18 and ongoing to address the increased workload resulting from the implementation of AB 684
(Alejo) Chapter 405, Statutes of 2015.

The requested positions are as follows:

Program/Classification
Office of Legal Services (OLS)

Attorney | [ 1.0
Office of Plan Licensing (OPL)

Attorney | 1.0
TOTAL 2.0

Background. AB 684 authorizes the establishment of landlord-tenant relationships between a
registered dispensing optician (RDO), an optometrist, and an optical company, as long as the lease
agreement includes specified conditions. Additionally, AB 684 authorizes an RDO or optical company
to operate, own, or have an ownership interest in a health care service plan (health plan) licensed under
the Knox Keene Health Care Service Plan Act of 1975 (Knox Keene Act), as amended, if the health
plan does not directly employ optometrists who provide services to enrollees. This legislation
establishes a three-year period for the transition from direct employment of optometrists to lease
arrangements.

Optometrists are health care providers licensed under the California State Board of Optometry who
perform eye examinations and write prescriptions for eyeglasses and contact lenses. After receiving a
prescription, consumers may get their prescriptions filled by optometrists and ophthalmologists
(medical doctors) who sell eyewear as part of their practice, or consumers may get their prescriptions
filled by RDOs. RDOs are technicians licensed under the Medical Board of California who fit
consumers with glasses and contact lenses.

AB 684 resolves long-standing legal disputes between optometrists and optical chain stores. Existing
California law has strict prohibitions on relationships between optometrists and RDOs. California laws
Business and Professions Code Section 655 currently prohibits optometrists and RDOs from having
any financial interest or landlord-tenant relationship with each other and prohibits an optometrist from
having any financial interest or landlord-tenant relationship with entities engaged in the manufacture or
sale of lenses, frames, and other optical products. Business and Professions Code Section 2556
currently prohibits RDOs from advertising the services of an optometrist or ophthalmologist. It also
prohibits an RDO from directly or indirectly employing, or maintaining on or near the premises used
for optical dispensing, an optometrist or ophthalmologist. These Business and Professions Code
prohibitions are intended to ensure that optometrists’ professional decisions are not influenced by
commercial interests.

National optical chain stores operate under a “co-location” business model where consumers can
obtain an eye examination from an optometrist located at, or near, a retail store where eyeglasses or
contact lenses may be purchased. In the 1980s, the parent companies of these optical stores created
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affiliate companies which obtained Knox Keene licenses to provide optometric services. Health and
Safety Code Section 1395 provides that a health plan licensed under the Knox Keene Act may employ,
or contract with, health professionals licensed under the Business and Professions Code, and that a
Knox Keene licensee may directly own and operate, through its professional employees or contracted
licensed professionals, offices and subsidiary corporations to provide health care services to the plan’s
enrollees. Thus, optical store companies obtained Knox Keene licenses as a shield against Business
and Professions Code Sections 655 and 2556. However, after years of legal challenges, California
courts definitively ruled that a Knox Keene license does not exempt optometrists and RDOs from these
Business and Professions Code prohibitions, and federal courts ruled that these prohibitions do not
violate federal law. Although unsuccessful, these challenges resulted in a moratorium on enforcement
of these Business and Professions Code prohibitions from 2006 until 2013.

In the past year, the DMHC has discovered that a number of Knox Keene Act licensed vision plans are
currently operating in a manner that would violate the above referenced Business and Professions Code
Sections. AB 684 allows these vision plans to continue to operate as health plans with little or no
modifications to their current business models, thereby preserving the model of vision coverage that
millions of Californians have come to rely upon with no reduction in consumer protections.

At present, the DMHC regulates three specialized vision plans that operate under a “co-location”
business model. However, the “co-location” vision plan model does not completely fit the description
of a Knox Keene health plan, which the Health and Safety Code defines as an entity that provides
health care services in exchange for a prepaid and periodic charge. The three Knox Keene vision plans
that operate under the “co-location” model assume little or no risk, and primarily serve individuals
rather than groups.

AB 684 repeals existing Business and Professions Code prohibitions that cause optical companies
operating under a “co-location” business model to be in violation of California law, allowing an RDO
or optical company to operate or own a health plan as long as the health plan does not directly employ
optometrists to provide services to health plan enrollees. The plan can employ an optometrist as a
clinical director to conduct utilization review and quality assurance activities. Furthermore, a health
plan, optometrist, RDO, or an optical company can execute a written lease with an optometrist, as long
as the practice is owned by the optometrist, every phase of the practice is under the optometrist’s
exclusive control, and the optometrist’s leased space is separate and distinct, in addition to numerous
other requirements. The lease agreement could require an optometrist to provide optometric services
at the leased space during certain days and hours, and the agreement could restrict the optometrist’s
sale of products (frames, lenses, contact lenses) offered by the leaseholder. AB 684 outlines detailed
terms of a permissible lease agreement and provides that the Board of Optometry may inspect any
individual agreement.

Until January 1, 2019, AB 684 prohibits an individual, corporation, or firm which was operating as an
RDO before the effective date of the bill, or an employee of such an entity, from being subject to any
legal or disciplinary action for engaging in the conduct prohibited by Business and Professions Code
Sections 655 and 2556, except as specified. This provision offers a safe harbor for individuals and
corporations now operating under the “co-location” business model and gives them time to adjust their
current business models to conform to the provisions of the bill.

Currently, the DMHC licenses and regulates 12 vision plans that provide coverage to approximately 13
million Californians. The passage of AB 684 will require the DMHC to conduct an in-depth review to
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ensure existing plans are in compliance with Business and Professions Code Sections 655 and 2556 as
amended by AB 684.

In addition, the resolution of the longstanding legal conflict over the enforcement of these Business
and Professions Code sections will result in additional plans seeking Knox Keene licensure. Under AB
684, if a RDO or optical company wants to operate or own a health plan, that health plan must be
licensed by the DMHC under the Knox Keene Act. Given this requirement, over the next three years
the DMHC expects to receive six to eight applications from entities wanting a specialized vision health
plan license; to date, two pre-filing conferences have already been scheduled.

Subcommittee Staff Comment and Recommendation—Hold Open.
Questions.

1. Please provide an overview of this proposal.
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0530 OFFICE OF SYSTEMS INTEGRATION (OSI)

Issue 1: CalHEERS

Budget Issue. OSI requests an increase of $8 million in expenditure authority and two permanent
positions in 2016-17 related to the transfer of 58 California Healthcare Eligibility, Enrollment and
Retention (CalHEERS) staff to OSI from Covered California. The costs will continue to be reimbursed
by Covered California and the Department of Health Care Services (DHCS).

OSI proposes to increase its full day-to-day Project Management (PM) of the staff and activities and
continue to provide oversight services for the design, development, implementation and operation and
maintenance of the project.

Background. The federal Affordable Care Act (ACA) requires a single, accessible, standardized
paper, electronic, and telephone application process for insurance affordability programs, which
require a joint application for Medi-Cal and Covered California. The joint application is required to be
used by all entities authorized to make an eligibility determination for any of the insurance
affordability programs. (Medi-Cal and Covered California with a premium or cost-sharing subsidy are
“insurance affordability programs.”)

CalHEERS is the information technology system that is used to support this application process. The
primary business objective of Cal[HEERS is to provide a ‘one-stop shop’ to determine eligibility for
California’s health coverage programs offered by the Exchange and the Department of Health Care
Services. CalHEERS is jointly sponsored by the Covered California and DHCS. The CalHEERS
project has acquired Accenture, LLP as a prime vendor to develop the CalHEERS solution that will
support the implementation of a statewide healthcare exchange.

Currently, Covered California retains the project staff for CalHEERS, including the recruitment and
management of positions. Both program sponsors, Covered California and DHCS, have determined
that having a third party, like OSI, manage the day-to-day activities of the project would be beneficial
to both sponsors. OSI would be able to apply best practices and lessons learned from both current and
prior engagements in order to provide greater efficiencies to the Project and allow the program
departments to focus on the program needs and how best to accommodate those needs within the
project.

The staff would become employees of OSI, but would remain at their current physical location at the
project office and continue to perform the same functions. These 58 positions form the entire project
team across the following functional areas and are in addition to the six project positions already
authorized for OSI:

e Executive Management — 3.0 staff

o Project Director

o Assistant Project Director

o Executive Assistant
Operational Readiness - 12.0 staff
System Development - 16.0 staff
Operations - 9.0 staff
Project Management Office - 13.0 staff
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e Procurement - 5.0 staff

In addition, two positions and an increase in OSI expenditure authority of $265,201 is being requested
to provide direct administrative support as a result of both the proposed addition of 58 new positions to
the OSI organization and increased project workload.

24-Month Roadmap. In February 2015, CalHEERS established a 24-month roadmap of mission-
critical automation needs. This roadmap is intended to be a comprehensive plan delineating major
CalHEERS system initiatives and related partner’s system critical events to enable overarching
strategic and tactical planning by each system organization and sponsors. This roadmap was developed
in response to concerns raised regarding the processes by which stakeholder input is provided to and
considered by the CalHEERS project to aid decision-making, coordination, and rollout of system
changes.

No Independent Validation and Verification (IV&V) Contract. In 2015, both CalHEERS project
sponsors, Covered California and DHCS, began transitioning IV&V services to a combination of
internal staff and external entities, as the project sponsors believed that such services could be
adequately and competently performed by a mix of both civil service staff and independent
contractors. To that end, the Cal[HEERS project established a quality assurance team that includes both
external quality assurance consultants and state staff. Also in 2015, Covered California entered into a
contract with an expert in cost estimation to perform independent verification of costs for change
requests.

According to the federal Department of Health and Human Services, V&V services should be
performed by parties not directly engaged in the development of the project with the purpose of
assessing the correctness and quality of a project’s product. Typically IV&V reviews, analyzes,
evaluates, inspects, and tests the project’s product and processes. This analysis includes the operational
environment, hardware, software, interfacing applications, documentation, operators, and users to
ensure that the product is well-engineered, and is being developed in accordance with customer
requirements. IV&V provides management with an independent perspective on project activities and
promotes early detection of project/product variances. This allows the project to implement corrective
actions to bring the project back in-line with agreed-upon expectations.

Subcommittee Staff Comment and Recommendation—Hold Open. Improvements in
communication and stakeholder engagement have occurred in the last year, such as involving
consumer advocates in user acceptance testing and conducting summits with relevant stakeholders
before releases of new functionality into CalHEERS. However, concerns continue to be raised
regarding the transparency with which project decisions are made and the identification of risks and
schedule variances. For example:

e New 24 Month Roadmap Format Lacks Details. The most recent version of the 24-month
roadmap only contains a timeline through September 2016 (i.e., it does not provide a 24-month
projection of changes to CalHEERS). Consequently, it is unclear how the project is planning
for changes post-September or what changes will not be completed by September 2016.
Additionally, the newly formatted roadmap does not contain the level of detail needed to
understand what is included in each release nor a section identifying pertinent stakeholder
comments related to each change request. This new version of the roadmap is not as transparent
and makes it difficult for stakeholders, including legislative staff, to quickly understand the
status of implementation of new functionality into CalHEERS.
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e End of IV&V Services Concerning. CalHEERS decision to end the IV&V contract is
concerning in that the IV&V vendor provided an independent assessment of project status and
risks. It is not clear how the quality assurance team or internal efforts are able to make this
independent and transparent assessment. At the time this agenda was published, OSI was not
able to provide information specifying how it was accomplishing this function.

The Legislature recognized the need to design and implement CalHEERS within a short time
frame. To facilitate its completion by the federal deadline of January 1, 2014, the Legislature
approved a streamlined approach that expedited the implementation of the project, as opposed
to requiring the project to comply to the typical information technology (IT) reporting
requirements, such as maintaining an 1IV&V contract throughout the development phase for a
project this size. However, given that that the state has met the deadline to develop this system,
it is not clear if the project should continue to be exempt from the typical IT reporting
requirements.

Questions.
1. Please provide an overview of this proposal.

2. Please explain how the transfer of these positions from Covered California to OSI will improve
project management and oversight of Cal[HEERS. Please explain who will take responsibility
for project outcomes.

3. Advocates have used DHCS stakeholder meetings and Covered California Board Meetings to
attempt to obtain more details on the project schedule and to provide input on the order of
programming priorities. Please explain how this will continue if CalHEERS oversight moves
to OSI?

4. Why did the format of the CalHEERS 24 month roadmap change? Has OSI received any
feedback about this format change? Why doesn’t the 24 month roadmap project farther than
September 2016? Shouldn’t the roadmap be a dynamic instrument?

5. Did OSI have any role or recommendation in regard to Covered California and DHCS ending
its IV&V contract? How is OSI ensuring that IV&V-like activities are occurring at CalHEERS?
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4260 DEPARTMENT OF HEALTH CARE SERVICES

| Issue 1: Overview

The Department of Health Care Services’ (DHCS) mission is to protect and improve the health of all
Californians by operating and financing programs delivering personal health care services to eligible
individuals. DHCS’s programs provide services to ensure low-income Californians have access to
health care services and that those services are delivered in a cost-effective manner. DHCS programs
include:

e Medi-Cal. The Medi-Cal program is a health care program for low-income and low-resource
individuals and families who meet defined eligibility requirements. Medi-Cal coordinates and
directs the delivery of health care services to approximately 12 million qualified individuals,
including low-income families, seniors and persons with disabilities, children in families with
low-incomes or in foster care, pregnant women, low-income people with specific diseases, and,
as of January 1, 2014, due to the Affordable Care Act, childless adults up to 138 percent of the
federal poverty level.

o Children’s Medical Services. The Children’s Medical Services coordinates and directs the
delivery of health services to low-income and seriously ill children and adults; its programs
include the Genetically Handicapped Persons Program, California Children’s Services
Program, and Child Health and Disability Prevention Program.

e Primary and Rural Health. Primary and Rural Health coordinates and directs the delivery of
health care to Californians in rural areas and to underserved populations, and it includes: Indian
Health Program; Rural Health Services Development Program; Seasonal Agricultural and
Migratory Workers Program; State Office of Rural Health; Medicare Rural Hospital Flexibility
Program/Critical Access Hospital Program; Small Rural Hospital Improvement Program; and
the J-1 Visa Waiver Program.

e Mental Health & Substance Use Disorder Services. As adopted in the 2011 through 2013
budget acts, the DHCS oversees the delivery of community mental health and substance use
disorder services, reflecting the elimination of the Departments of Alcohol and Drug Programs
and Mental Health.

e Other Programs. DHCS oversees family planning services, cancer screening services to low-
income under-insured or uninsured women, and prostate cancer treatment services to low-
income, uninsured men, through the Every Woman Counts Program, the Family Planning
Access Care and Treatment Program, and the Prostate Cancer Treatment Program.
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See following table for DHCS budget summary information.

DHCS Fund Budget Summary

Actual Estimated Proposed
Fund

2014-15 2015-16 2016-17
General Fund $17,443,508,000 | $18,055,383,000 | $19,556,037,000
Federal Trust Fund 53,049,859,000 | 61,266,825,000 54,669,584,000

Special Funds and Reimbursements 11,714,355,000 | 15,701,091,000 13,480,475,000

Total Expenditures (All Funds) $82,207,722,000 | $95,023,299,000 $87,706,096,000
Positions 3455.4 33994 3342.9

Subcommittee Staff Comment—Information Item. This item is for informational purposes.
Questions.

1. Please provide a brief overview of DHCS’s programs and budget.
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Issue 2: Medi-Cal Estimate

DHCS administers the Medi-Cal program (California’s Medicaid health care program). This program
pays for a variety of medical services for children and adults with limited income and resources. The
Governor proposes total expenditures of $85 billion ($19 billion General Fund) which reflects a
General Fund increase of about $1.4 billion above the Budget Act of 2015. See following table for a
summary of the proposed Medi-Cal budget.

Medi-Cal Local Assistance Funding Summary

2015-16 2016-17

Revised Proposed Difference
Benefits $87,917,900,000 | $80,481,300,000 | ($7,436,600,000)
County Administration (Eligibility) $3,973,900,000 | $4,100,400,000 $126,500,000
Fiscal Intermediaries (Claims Processing) $485,500,000 $456,700,000 ($28,800,000)
Total $92,377,300,000 | $85,038,400,000 | ($7,338,900,000)
General Fund $17,645,900,000 | $19,084,100,000 $1,438,200,000
Federal Funds $61,036,400,000 | $54,046,500,000 | ($6,989,900,000)
Other Funds $13,695,000,000 | $11,907,700,000 | ($1,787,300,000)

Caseload. The Governor’s budget assumes total annual Medi-Cal caseload of 13.5 million for 2016-
17. This is a 1.5 percent increase over the revised caseload estimate of 13.3 million for 2015-16.

Medi-Cal 2020. California’s 1115 Waiver Renewal, called Medi-Cal 2020, was approved by the
Centers for Medicare and Medicaid Services on Dec. 30, 2015. Medi-Cal 2020 will guide the state
through the next five years to transform the way Medi-Cal provides services to its 12.8 million
members, and improve quality of care, access, and efficiency. Some of the key programmatic elements
of Medi-Cal 2020 are:

Public Hospital Redesign and Incentives in Medi-Cal (PRIME). This program builds on the

success of the state’s Delivery System Reform Incentive Program (DSRIP), which was the first
such transformation effort in the nation. Under PRIME, Designated Public Hospital (DPH)
systems and District Municipal Public Hospitals (DMPHSs) will be required to achieve greater
outcomes in areas such as physical and behavioral health integration and outpatient primary
and specialty care delivery. Additionally, PRIME requires DPHs to transition managed care
payments to alternative payment methodologies, moving them further toward value-based
payment structures over the course of the waiver. PRIME offers incentives for meeting certain
performance measures for quality and efficiency. Over the course of the five-years, federal
funding for PRIME for DPHs is $3.27 billion, and for DMPHs is $466.5 million.

Global Payment Program (GPP). This is a new program aimed at improving the way care is
delivered to California’s remaining uninsured. GPP transforms traditional hospital funding for
DPHs from a system that focuses on hospital-based services and cost-based reimbursement into
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a value-based payment structure. Under the GPP, DPHs are incentivized to provide ambulatory
primary and preventive care to the remaining uninsured through a value-based payment
structure that rewards the provision of care in more appropriate settings. This new approach to
restructuring these traditional hospital-focused funds allows California to better target funding
for the remaining uninsured and incentivize delivery system change, focusing on the provision
of primary and preventive care, and shifting away from avoidable emergency room and hospital
utilization.

e Dental Transformation Initiative (DTI). For the first time, California’s Waiver also includes
opportunities for improvements in the Medi-Cal Dental Program. The DTI provides incentive
payments to Medi-Cal dental providers who meet certain requirements and benchmarks in
critical focus areas such as preventive services and continuity of care. Over the course of the
waiver, up to $750 million in annual funding is available under DTI.

e Whole Person Care (WPC) Pilots. Another component of Medi-Cal 2020 will allow for county-
based pilots to target high-risk populations. The overarching goal of the WPC pilots is the
integration of systems that provide physical health, behavioral health, and social services to
improve members’ overall health and well-being, with the goals of improved beneficiary health
and wellbeing through more efficient and effective use of resources. WPC pilots may also
choose to expand access to supportive housing options for these high-risk populations. The
waiver renewal authorized up to $1.5 billion in federal funding over the five-years; WPC pilot
lead entities will provide the non-federal share.

In addition to these programs, Medi-Cal 2020 continues authorities for the Medi-Cal managed care
program, Community-Based Adult Services, the Coordinated Care Initiative (including
CalMediConnect), and the Drug Medi-Cal Organized Delivery System. The renewal also contains
several independent analyses of the Medi-Cal program and evaluations of the waiver programs,
including an assessment of access in the Medi-Cal managed care program and studies of
uncompensated care in California hospitals.

LAO Findings on Medi-Cal Caseload and Estimate. The LAO finds that the Medi-Cal caseload
projections appear reasonable. However, the LAO raises two budget issues related to Medi-Cal. First,
the ACA makes the development of Medi-Cal caseload projections especially challenging. The LAO
finds that with the caseload estimates are more uncertain than in the past, due to the ACA, and the
Legislature should take this into consideration when reviewing the budget. The LAO also recommends
that the Legislature require DHCS to report at May Revision hearings on how the most recent data on
caseload and redeterminations have informed and changed caseload projections.

Secondly, various significant fiscal uncertainties might affect the overall Medi-Cal budget. The LAO
includes detailed discussion of the potential fiscal impacts of: (1) the status of the Hospital QAF; (2)
recently proposed federal Medicaid managed care regulations; (3) the new federal 1115 Waiver; (4)
ACA expansion costs; and (5) the future of the federal Children's Health Insurance Program (CHIP)
funding. The LAO recommends that the Legislature extend the Hospital QAF and generally consider
these significant cost pressures and uncertainties in the course of analyzing and making decisions about
the budget.

Number of Pending Medi-Cal Applications. In January 2015, a superior court judge ruled that
DHCS had not complied with its duty to make Medi-Cal eligibility determinations within the required
45 day timeframe. At one point in 2014, over 900,000 Medi-Cal applications had not been processed.
Since then, DHCS implemented improvements and received federal CMS approval to allow for an
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accelerated enrollment process through August 2015. As noted below, there are now about 22,000
applications that have not been processed within the 45 day timeframe, which represents about 1.6
percent of the applications received during the time period noted below. It is unknown how this
number compares to the processing timeframes prior to federal health care reform, as this information
was not previously reported by counties.

Applications over 45 days from August 1, 2015 to March 2, 2016

Count*
46 to 50 Days 3,478
51 to 55 Days 1,466
56 to 60 Days 1,067
61 to 75 Days 2,073
76 to 90 Days 4,485
91 to 120 Days 3,536
121 and higher days 6,574
Total 22,679
Adults (19 and older) 16,892
Children (under 19) 5,787
Total 22,679

*The number of pending applications reflected in this chart includes duplicates and non-responders.

Subcommittee Staff Comment and Recommendation—Hold Open. It is recommended to hold this
item as updated caseload estimates will be provided at the May Revision.

Questions.
1. Please provide a brief overview of the Medi-Cal caseload estimate.
2. Please provide a brief overview of Medi-Cal 2020.

3. Please provide an update on the backlog of Medi-Cal applications.
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Issue 3: County Eligibility Administration Funding and Trailer Bill

Budget Issue. The budget continues to provide an additional $169.9 million ($57 million General
Fund) in 2016-17 and 2017-18 to counties to administer the Medi-Cal program. According to the
Administration, this augmentation provides the funding to address the ongoing increased workload as a
result of the significant caseload growth since the federal Affordable Care Act (ACA) implementation.

Additionally, the Administration proposes trailer bill language to suspend the cost-of-living adjustment
(COLA) provided to the counties as part of the annual state budget allocation for county administration
in 2016-17. The Administration finds that the COLA is not necessary given the augmentations
(discussed above) provided in response to ACA implementation. The proposed trailer bill language
also deletes outdated language referencing the Healthy Families Program which transitioned to Medi-
Cal in 2013-14.

Background. DHCS provides funding for county staff and support costs to perform administrative
activities associated with the Medi-Cal eligibility process. Welfare and Institutions Code Section
14154 states the Legislature's intent to provide the counties with an annual COLA. However, the
COLA has been suspended since 2009-10.

The way in which the counties process eligibility determinations for the Medi-Cal program changed
due to the implementation of the federal Affordable Care Act (ACA) beginning January 2014. The
2013-14 budget allocated $143.8 million (total funds) in additional funding to the counties for
implementation of the new ACA requirements. The budget provides for county administration funding
of $390 million total funds in 2014-15, $485.3 million total funds in 2015-16, and $655.3 million total
funds in 2016-17 for the implementation of the ACA. These funds are allocated above and beyond the
counties’ baseline county administration funding, which is $1.3 billion in 2016-17.

Once ACA implementation stabilizes, the state and the counties will work collaboratively to develop a
new methodology for county administrative funding pursuant to SB 28 (Hernandez and Steinberg),
Chapter 442, Statutes of 2013. SB 28 directed DHCS to convene a workgroup to create a new
methodology for budgeting and allocating funds for county administration of the Medi-Cal program no
sooner than 2015-16.

Subcommittee Staff Comment and Recommendation—Hold Open.

Questions.

1. Please provide an overview of this issue.
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| Issue 4: Medi-Cal Eligibility Systems Workload (AB 1 X1, 2013)

Budget Issue. DHCS requests $3,683,000 ($1,788,000 General Fund) to support the ongoing policy
and system initiatives required by AB 1 X1 (Pérez), Chapter 3, Statutes of 2013, the federal Affordable
Care Act (ACA). This request includes three-year limited term funding of $3,047,000, and four
permanent positions.

Background. The ACA implemented comprehensive health insurance reforms that seek to hold
insurance companies more accountable, lower health care costs, guarantee more health care choices,
and enhance the quality of health care. As required by the ACA, states were to either create a health
insurance exchange or use the federal exchange. The ACA require exchanges to be operational by
January 1, 2014.

In 2012-13, DHCS obtained 12.0 two-year limited positions to support the planning, design,
development, implementation, and ongoing maintenance of the Medi-Cal eligibility and enroliment
system changes and integration with the California Health Benefit Exchange and county eligibility
consortia systems. In 2014-15, the 12.0 positions were extended for another two-year term. In addition,
in 2014-15, DHCS received eight two-year limited term positions for other implementation efforts,
such as the use of the Modified Adjusted Gross Income (MAGI) methodology; simplifications to the
annual renewal and change in circumstances processes for Medi-Cal beneficiaries; the use of electronic
verifications of eligibility criteria both at initial application and redeterminations of eligibility; and
performance standards for DHCS, Covered California, and the Statewide Automated Welfare Systems
(SAWS).

These resources (20 positions) are set to expire June 30, 2016. However, according to DHCS, these
resources are needed in anticipation of the continuous workload resulting from CalHEERS system
changes. Additionally, DHCS is responsible for the development of 16 regulatory packages over the
next several years and accompanying policy guidance which continues to impact technology solutions
for DHCS.

In addition, DHCS requests for permanent positions as part of contract conversion (of 23 contract
consultants) related to information technology services. The contracted IT services have included
business and systems analysis, design, testing, and project management support. Much of the work
these consultants are performing today is ongoing workload and will continue permanently for DHCS.
This workload will include batch processing, streamlining manual processes, automating to the furthest
extent possible, ongoing data cleanup, and synchronization of data between CalHEERS and SAWS.

Subcommittee Staff Comment and Recommendation—Hold Open.
Questions.

1. Please provide an overview of this issue.
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Issue 5: Outreach and Enrollment Extension

Budget Issue. DHCS requests two-year limited-term special fund resources of $435,000 ($217,000
Special Deposit Fund and $218,000 federal funds) to address the workload performed by existing
limited term positons that will expire on June 30, 2016. These resources are needed to support the
implementation, maintenance and oversight of the Medi-Cal outreach, enrollment, and renewal
assistance work that must be carried out to meet the requirements specified in AB 82 (Committee on
Budget), Chapter 23, Statutes of 2013, Sections 70 and 71, and SB 18 (Committee on Budget and
Fiscal Review), Chapter 551, Statutes of 2014 and as extended by SB 75 (Committee on Budget and
Fiscal Review), Chapter 18, Statutes of 2015.

The resources will be used to address workload related to collaborating with the counties, the County
Medical Services Program (CMSP) Governing Board and community-based organizations in
conducting outreach and enrollment activities for hard to reach populations that may be eligible for
Medi-Cal, as well as renewal assistance for current Medi-Cal beneficiaries.

Background. The Affordable Care Act (ACA) changed the application and renewal process for the
Medi-Cal program and implemented new coverage groups based on an income methodology referred
to as Modified Adjusted Gross Income (MAGI). The ACA also mandated Medi-Cal application and
renewal simplifications for individuals seeking and retaining coverage; however, Medi-Cal also
continues to maintain policies and procedures based on rules that are unchanged by ACA and have
been in place for several decades, generally referred to as non-MAGI. The existence of new eligibility
groups subject to new eligibility rules while retaining existing Medi-Cal rules and coverage groups has
resulted in challenges for individuals seeking and retaining coverage for which they were otherwise
eligible. One new aspect of MAGI income methodology that has caused Medi-Cal applicants and
beneficiaries some confusion is the need to provide information concerning their income, tax filing
status, and tax dependent status.

In response to these changes, The California Endowment (TCE) provided funds, as described below,
for the purpose of providing outreach and assistance to uninsured Californians seeking coverage, and
retaining eligible individuals with in-person application and renewal assistance:

e Pursuant to AB 82, Section 70, funding in the amount of $28 million ($14 million Special
Deposit Fund and $14 million federal funds) for the purpose of providing payments to
application assisters as compensation for their efforts in assisting individuals apply and become
eligible for Medi-Cal.

e Pursuant to AB 82, Section 71, funding in the amount of $25 million ($12.5 million Special
Deposit Fund and $12.5 million federal funds) to the funds for the purpose of outreach to, and
enrollment of, targeted Medi-Cal populations. DHCS provides counties with specified grant
amount and requires the funded entities to partner with a network of community-based
organizations to reach underserved communities.

e Pursuant to SB 18, funding in the amount of $12 million ($6 million Special Deposit Fund and
$6 million federal funds) for the purpose of providing Medi-Cal renewal assistance to existing
Medi-Cal beneficiaries.

e Pursuant to Section 5 of SB 101 (Committee on Budget and Fiscal Review), Chapter 361,
Statutes of 2013, DHCS is authorized to use the funds available to cover the administrative
costs.
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Covered California had an Interagency Agreement with DHCS, that provides funding for the payments
to Certified Enrollment Entities (CEEs) and Certified Insurance Agents (CIAs) for in-person
enrollment assistance for individuals who enroll in Medi-Cal and for costs to administer the application
assistance program. Beginning July 1, 2015, Covered California implemented a new payment model
for the CIAs and will no longer be providing application assistance payments to CEEs and CIAs for
applications with Medi-Cal eligible individuals received after June 30, 2015. Covered California
currently holds contracts with more than 900 CEEs and nearly 15,000 CIAs. Because DHCS does not
have resources to contract with individual CEEs and CIAs and has not fully expended the funds for
application assistance for Medi-Cal eligible individuals, the remaining funds for the application
assistance program will be transferred to the county outreach and enrollment grants and will be
allocated to counties in a manner determined by DHCS.

Based on current enrollment trends, DHCS estimates it will pay out an additional $7.3 million through
June 30, 2015. Approximately $2.5 million (9 percent) in remaining funding will be transferred to the
county outreach and enrollment grants. These figures represent a portion of the total combined $28
million received from TCE and matching federal funds, which would provide additional funding for
county outreach and enrollment grants currently performed by counties and community-based
organizations (CBOs). In addition, recent legislation, SB 75, has further extended the timeframe for
which DHCS may continue the two programs, from June 30, 2016 to June 30, 2018.

Subcommittee Staff Comment and Recommendation—Hold Open.
Questions.

1. Please provide an overview of this issue.
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| Issue 6: Newly Qualified Immigrants

Budget Issue. The budget includes $83.9 million ($31.8 million General Fund) in savings related to
shifting newly eligible New Qualified Immigrants (NQI) populations to Covered California beginning
January 1, 2017 pursuant to SB X1 1 (Hernandez), Chapter 4, Statutes of 2013.

Background. The federal Personal Responsibility and Work Opportunity Act (PRWORA) specified
that federal financial participation (FFP) is not available for full-scope Medi-Cal services for most
qualified nonexempt immigrants during the first five years they are in the country. Currently, FFP is
only available for emergency and pregnancy services. California law requires that legal immigrants
receive the same services as citizens and pays for other services with 100 percent General Fund.

Effective January 1, 2014, the federal Affordable Care Act (ACA) allow states to expand Medicaid
coverage to previously ineligible persons, primarily childless adults at or below 138 percent of the
federal poverty level (FPL), referred to as the optional expansion group. Additionally, the ACA
established online health insurance exchanges. Covered California, California’s health insurance
exchange, determines an applicant’s eligibility for federally subsidized health coverage. Individuals
with incomes below 400 percent FPL are eligible for federal subsidies to help offset the monthly
premium costs.

Beginning with the 2016-17 Covered California open enrollment, which is expected to start in October
2016, DHCS will begin transitioning optional expansion childless adult NQIs who have been in the
country less than five years from Medi-Cal into Covered California. Coverage (under Covered
California) is expected to begin in January 2017. DHCS will pay for all out-of-pocket expenditures and
will provide Medi-Cal fee-for-services for services that are not covered by Covered California (such as
dental care).

Covered California plans to design this health coverage similar to its implementation of the special
ACA requirements related to American Indians and Alaskan Natives.

Subcommittee Staff Comment and Recommendation—Hold Open. Concerns have been raised by
consumer advocates that DHCS has not provided sufficient opportunity to review the details of this
transition implementation or sufficient opportunity to comment on notices of actions to individuals
who will be impacted by this transition.
Questions.

1. Please provide an overview of this issue.

2. Please describe how the department is engaging with stakeholders on this transition.

3. Please provide a timeline for the activities needed to implement this transition.
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| Issue 7: Denti-Cal Oversight \

Oversight and Budget Issue. DHCS requests four full-time permanent positions and $503,000
($222,000 General Fund) to address current and anticipated increases in Denti-Cal workload due to
ongoing efforts in connection with the findings and recommendations of the California State Auditor
(CSA) and the federal Office of Inspector General audits regarding questionable billing for pediatric
services.

California State Auditor Findings and Recommendations. A December 2014 California State
Auditor (CSA) audit of the Denti-Cal program found that, while the number of active providers
statewide appears sufficient to provide services to children, some counties may not have enough
providers to meet the dental needs of child beneficiaries. CSA found the utilization rate for Medi-Cal
dental services by child beneficiaries is low relative to national averages and to the rates of other states.
CSA’s analysis of federal data from federal fiscal year 2013 (October 1, 2012 through September 30,
2013) shows that California had the 12th worst utilization rate for Medicaid children receiving dental
services among 49 states and the District of Columbia (data from Missouri was unavailable).
According to the data, only 43.9 percent of California’s child beneficiaries received dental services in
federal fiscal year 2013 while the national average for the 49 states and the District of Columbia was
47.6 percent.

CSA stated a primary reason for low dental provider participation rates is low reimbursement rates
compared to national and regional averages and to the reimbursement rates of other states CSA
examined. For example, California’s rates for the 10 dental procedures most frequently authorized for
payment within the Medi-Cal program’s FFS delivery system in 2012 averaged $21.60, which is only
35 percent of the national average of $61.96 for the same 10 procedures in 2011.

CSA made 24 recommendations to improve Denti-Cal. Since the release of this report, DHCS has fully
implemented 15 of these recommendations. See table below for more information.

California State Auditor Recommendations, Status as of February 2016

# Recommendation Status

To ensure that child beneficiaries throughout California can reasonably access dental
services under Medi-Cal and to increase child beneficiary utilization and provider Full
participation, Health Care Services should take the following steps for the fee-for- Uy

=

service delivery system by May 2015: establish criteria for assessing beneficiary Implemented
utilization of dental services.
To ensure that child beneficiaries throughout California can reasonably access dental
services under Medi-Cal and to increase child beneficiary utilization and provider Full
2 | participation, Health Care Services should take the following steps for the fee-for- oty

service delivery system by May 2015: establish criteria for assessing provider Implemented

participation in the program.
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3 participation, Health Care Services should take the following steps for the fee-for- Fully

= | service delivery system by May 2015: develop procedures for identifying Implemented
periodically counties or other geographic areas in which the utilization rate for child
beneficiaries and the participation rate for providers fail to meet applicable criteria.
To ensure that child beneficiaries throughout California can reasonably access dental
services under Medi-Cal and to increase child beneficiary utilization and provider

4 | participation, Health Care Services should take the following steps for the fee-for- Pending
service delivery system by May 2015: immediately take action to resolve any
declining trends identified during its monitoring efforts.
To help increase the number of providers participating in the program's fee-for-
service delivery system, Health Care Services should improve its identification and

5 | implementation of changes that minimize or simplify administrative processes for Pending
providers. These changes should include revising its processes pertaining to dental
procedures that require radiographs or photographs.
To ensure that the influx of beneficiaries resulting from recent changes to federal and
state law is able to access Medi-Cal's dental services, Health Care Services should Full

6 | take these steps: continuously monitor beneficiary utilization, the number of I—IY ted
beneficiaries having difficulty accessing appointments with providers, and the R
number of providers enrolling in and leaving the program.
To ensure that the influx of beneficiaries resulting from recent changes to federal and

- state law is able to access Medi-Cal's dental services, Health Care Services should Pendin

— | take these steps: immediately take action to resolve any declining trends identified Fening
during its monitoring efforts.
To ensure that Medi-Cal's child beneficiaries have reasonable access to dental Full

8 | services, Health Care Services should immediately resume performing its annual I—?l ted
reimbursement rate reviews, as state law requires. FHREmMEnLed
To make certain that access to dental services for child beneficiaries is comparable to

9 | the access available to the general population in the same geographic areas, Health Pending
Care Services should immediately adhere to its monitoring plan.
To make certain that access to dental services for child beneficiaries is comparable to
the access available to the general population in the same geographic areas, Health

10 | Care Services should also compare its results for measuring the percentage of child Pending
beneficiaries who had at least one dental visit in the past 12 months with the results
from the three surveys conducted by other entities, as its state plan requires.
To improve beneficiary utilization rates and provider participation under the
program's fee-for-service delivery system, Health Care Services should immediately Fully
11 | take the following actions: direct Delta Dental to submit annually a plan that Imol ted
describes how it will remedy the dental access problems in the State's underserved HHRIEMEnted
areas and in California’s border communities.
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12 | take the following actions: direct Delta Dental to contract with one or more entities %”?lemented
to provide additional dental services in either fixed facilities or mobile clinics in mpiEmented
underserved areas, as its contract requires.

To improve beneficiary utilization rates and provider participation under the
program's fee-for-service delivery system, Health Care Services should immediately Full

13 | take the following actions: increase Delta Dental's access to beneficiary address W?le mented
information and require it to contact beneficiaries residing in underserved areas AMmpiemented
directly to make them aware of the program's benefits.

To improve beneficiary utilization rates and provider participation under the

14 program's fee-for-service delivery system, Health Care Services should immediately | Fully

= | take the following actions: review Delta Dental's outreach activities and implement | Implemented
measurable objectives for its outreach unit.

To improve beneficiary utilization rates and provider participation under the

15 program's fee-for-service delivery system, Health Care Services should immediately | Fully

== | take the following actions: require Delta Dental to develop a dental outreach and Implemented
education program and to submit an annual plan by the end of each calendar year.

To ensure that the State pays only for deliverables performed by Delta Dental under Full

16 | the terms of its contract, Health Care Services should immediately take these steps: ﬁle mented
ensure that the financial manual and invoices are consistent with contract language. R
To ensure that the State pays only for deliverables performed by Delta Dental under

17 the terms of its contract, Health Care Services should immediately take these steps: Fully

= | develop and implement tangible measurements to evaluate Delta Dental's Implemented
performance of all functions under the contract.

To comply with state contracting laws that protect the State's interests, Health Care Full

18 | services should implement future contract amendments via appropriate channels, ﬁmented
including state contracting procedures. LLLLCLLELE
To ensure that it reports in the CMS-416 an accurate number of child beneficiaries

19 who received specific types of dental services from the centers and clinics, Health Pendin

== | Care Services should continue working on a solution to capture the details necessary rending
to identify the specific dental services rendered.

To make certain that it meets the requirements of the new state law and that its
performance measures are accurate, Health Care Services should do the following: Will Not

20 | establish the provider-to-beneficiary ratio statewide and by county as performance Implement
measures designed to evaluate access and availability of dental services and include HHRiEment
this measure in its October 2015 report to the Legislature.

To make certain that it meets the requirements of the new state law and that its Full

21 | performance measures are accurate, Health Care Services should do the following: F?le mented

require that the provider field in its data systems be populated in all circumstances. TMRIEmented
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To make certain that it meets the requirements of the new state law and that its

99 performance measures are accurate, Health Care Services should do the following: Fully
== | correct the erroneous data currently in its data warehouse and fix its process for Implemented

transferring data from its mainframe to its data warehouse.

To ensure that Health Care Services and its fiscal intermediaries reimburse providers
only for services rendered to eligible beneficiaries, Health Care Services should do
== | the following: Obtain Social Security's Death Master File and update monthly its
beneficiary eligibility system with death information.

Pending

To ensure that Health Care Services and its fiscal intermediaries reimburse providers
only for services rendered to eligible beneficiaries, Health Care Services should do
24 | the following: Coordinate with the appropriate fiscal intermediaries to recover Pending
inappropriate payments made for services purportedly rendered to deceased
beneficiaries, if necessary.

Dental Rate Review. DHCS must annually review reimbursement levels for Medi-Cal Dental Services
(Denti-Cal). As noted by the CSA report, DHCS had not undertaken this review in several years. In
response to the CSA report, DHCS published a rate review in July 2015. To undertake this analysis,
DHCS compared reimbursement rates of the top 25 most utilized Denti-Cal Fee-For-Service (FFS)
procedures, with other comparable states’ Medicaid programs, in addition to the commercial rates from
five different geographic regions around the nation. According to the rate review, Denti-Cal pays an
average of 86.1 percent of Florida’s Medicaid program dental fee schedule, 65.5 percent of Texas’,
75.4 percent of New York’s, and 129.2 percent of Illinois’.
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2015 Denti-Cal Provider Outreach and Utilization Improvement Plan. In response to a CSA
finding that DHCS develop measurements to evaluate Delta Dental’s performance as the fiscal
intermediary of Denti-Cal, DHCS and Delta Dental developed a provider outreach and utilization
improvement plan for efforts in 2015-16. The outreach and recruitment efforts are focused on the
following 23 counties that failed to meet the licensed dentist to general population ratio, consistent
with the provider participation measurement developed through stakeholder consultation:

Contra Costa

San Luis Obispo

Amador Extremely Below Standard
Humboldt Far Below Standard

o [nyo Far Below Standard

@ (Calaveras Far Below Standard

- San Francisco Far Below Standard
Mendocino Far Below Standard
Marin Far Below Standard
Tehama Below Standard

Below Standard

San Mateo Below Standard
Placer Below Standard
Nevada Below Standard
™ Del Norte Below Standard
'3 Butte Below Standard

Below Standard

Monterey Below Standard

Shasta Below Standard

Mariposa Below Standard

Alameda Below Standard

Santa Clara Barely Below Standard
™ Yuba Barely Below Standard
'3 Napa Barely Below Standard

Siskiyou Barely Below Standard

Counties that are classified as “Extremely Below Standard” are defined as meeting zero percent to 30
percent of the standard, “Far Below Standard” as meeting 31 percent to 60 percent of the standard,
“Below Standard” as meeting 61 percent to 90 percent of the standard, and “Barely Below Standard”
as meeting 91 percent to 99 percent of the standard. Based on the various levels below the general
population standard, Delta Dental will take a “tiered” approach, initially targeting the top seven
counties that fall into the “Extremely Below Standard” and “Far Below Standard” as Tier 1, counties
“Below Standard” as Tier 2, and counties “Barely Below Standard” as Tier 3 during 2015-16.
However, Delta Dental will be conducting outreach to all identified counties failing to meet the general
population standard in 2015-16.

Delta Dental’s general provider outreach strategy is designed as a multipronged approach. Delta’s
approach will include collaboration with the California Dental Association and local professional
societies, specialist societies, state and county agencies, and health organizations to develop solutions
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in provider shortage areas in California and to obtain possible recruitment venues for new providers.
Moreover, Delta will work with dental schools and registered dental hygienist in alternative practice
programs to encourage students to work in underserved communities and participate in the Denti-Cal
program once they graduate and acquire the appropriate licensure. In addition, Delta will focus on
educating the enrolled provider population of the support services available to them as enrolled
providers.

Delta Dental and the Department of Health Care Services will evaluate progress towards meeting the
goals established in the plan on a quarterly basis.

Elimination of Dental Provider Payment Reductions. The 2015 Budget Act included an
augmentation of $60 million and trailer bill language to eliminate the ten percent Medi-Cal payment
reductions pursuant to AB 97 (Committee on Budget), Chapter 3, Statutes of 2011, for dental providers
effective July 1, 2015. The rate review noted above was completed before the implementation of this
restoration. DHCS has seen a significant increase in the number of claims submitted (services
rendered) since July 2015. For example, for children age 0 to 21, there were 525,915 FFS claims for
June 2015 and 851,145 FFS claims in July 2015. See table below for summary of FFS monthly claims.

Dental FFS Monthly Utilization by Claims Count

Ages 0-20 Ages 21+
September 2014 511,572 386,312
October 2014 671,249 532,281
November 2014 493,962 359,477
December 2014 449,610 329,239
January 2015 540,793 390,201
February 2015 516,293 358,942
March 2015 580,092 396,098
April 2015 576,920 382,952
May 2015 496,867 353,794
June 2015 525,913 366,276
July 2015 851,145 496,637
August 2015 821,587 481,960
September 2015 715,016 470,074
October 2015 746,225 474,794

New Fiscal Intermediary (FI) and Administrative Services Organization (ASO) Contract. DHCS
released request for proposals (RFPs) for separate FI and ASO procurements for dental services. (Delta
Dental is the current combined FI and ASO contractor. This contract is effective until July 1, 2017.)
Proposals were due to DHCS on February 26, 2016. DHCS plans to make the award announcements in
May 2016 so that “takeover” activities could begin July 1, 2016.

The selected FI contractor will be responsible for the takeover, operation, and eventual turnover of the
California Dental Medicaid Management Information System (CD-MMIS), and for effective and
efficient auto adjudication of claims and related documents for federal and state users of the system.
DHCS intends for the selected contractor to take over the existing CD-MMIS and operate it to the
satisfaction of state and federal regulations and requirements for FI services for Medi-Cal and other
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state health programs that provide dental services. Programs that currently utilize CD-MMIS for dental
claims, Treatment Authorization Requests (TARS) processing and other dental related services include
Medi-Cal, California Children’s Services Program (CCS), the Genetically Handicapped Persons
Program (GHPP) and the Regional Center consumers.

The selected ASO Contractor will be required to operate with the dental FI contractor using the
existing CD-MMIS. The ASO contractor will be responsible for the administrative functions that were
previously done under the single contract with Delta Dental and consists of monitoring and
maintaining systems related to the operations portion of providing services to Medi-Cal beneficiaries.
Those responsibilities include TARs and adjudicated claim service lines processing, maintaining the
telephone service center, and providing outreach efforts to both maintain and increase utilization.

Background. DHCS is responsible for overseeing the provision of dental services to Medi-Cal
beneficiaries through two different delivery systems: Dental Fee-for-Service (FFS) and Dental
Managed Care (DMC). Under the FFS model, DHCS contracts with a dental FI to provide dental care
to over 11,500,000 Medi-Cal beneficiaries statewide. Under the DMC model, DHCS contracts with
several DMC plans that provide dental care to over 800,000 Medi-Cal beneficiaries in Sacramento and
Los Angeles counties. The Medi-Cal Dental Program is funded at a minimum of 50 percent federal
financial participation (FFP) for both the DMC and FFS contracts. FFP in the state Medicaid dental
program is contingent upon compliance with CMS requirements. Additionally, Medi-Cal’s dental
program is working towards advancing the following CMS goals:
e Increase by 10 percentage points the proportion of children enrolled who receive a preventive
dental service; and
e Increase by 10 percentage points the proportion of children age six to nine enrolled who receive
a dental sealant on a permanent molar tooth.

The Medi-Cal dental program has continued to see an increasing number of beneficiaries enroll in the
program particularly in connection with the Affordable Care Act that became effective January 1,
2014. Additionally, select adult optional dental benefits were restored effective May 1, 2014 for
approximately 5,000,000 adults. As a result of these changes, expanded responsibilities have been
required by CMS and the Legislature which include but are not limited to:

e Monitoring and reporting of 11 FFS performance measures. The 2014 FFS report, which was
required to be posted by October 1, 2015, can be found at:
http://www.denti-cal.ca.gov/WSI/Bene.jsp?fname=FFS_perf meas

e Monitoring and reporting on dental managed care performance measures. The next report is

due to the Legislature on March 15, 2016 and DHCS indicates that it is working toward
releasing the report on April 1, 2016. Past reports can be found at:
http://www.denti-cal.ca.gov/\WWSI/ManagedCare.jsp?fname=dental _managed_care_plan_util
Monitoring and reporting of grievances and outcomes.

Monitoring and reporting on access to care.

Regularly establishing and updating appropriate quality and access criteria and benchmarks.
Consulting with the stakeholder community to ensure appropriate measures are being
considered and that potential access issues are recognized and corrected proactively.

Budget Change Proposal Positions Requested. In response to the concerns raised by CSA, the
following resources are requested:
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Beneficiary Services Unit (BSU). One associate governmental program analyst is requested to
supplement BSU. This unit is responsible for tasks such as: monitoring the Beneficiary Dental
Exception (BDE) phone line which provides assistance to Sacramento dental managed care
beneficiaries who are unable to secure access to services through their dental managed care
plan, processing and responding to general telephone and written correspondences from fee-
for-service beneficiaries; processing and approving beneficiary state hearing cases pursuant to
statute; processing and approving of beneficiary reimbursement cases (Conlan); analyzing
access to care data and developing access and utilization reports for the department and its
stakeholders; coordinating the department’s beneficiary outreach campaign(s); and analyzing
the fiscal intermediary and dental managed plans’ adherence to contractual requirements related
to beneficiary services.

In its 2014 audit of the Medi-Cal Dental program, CSA recommended DHCS establish criteria
for assessing beneficiary utilization, establish procedures for periodically identifying
geographic areas where utilization fails to meet established criteria, and implement actions to
resolve any declining trends identified during its monitoring efforts. The BSU is currently
working with stakeholders to finalize the department’s criteria for assessing utilization and will
use the final criteria to perform ongoing monitoring of utilization throughout the state. As
areas with low utilization rates are identified, the BSU will be responsible for establishing
mitigation strategies to include targeted beneficiary outreach and education efforts within
underserved areas to expand beneficiary knowledge of the Medi-Cal dental program and
importance of timely dental care. The BSU will also be responsible for reporting utilization
rates publicly on a quarterly basis.

CSA also recommended that DHCS monitor the number of beneficiaries having difficulty
accessing appointments with providers. The BSU will be responsible for performing this
monitoring and reporting any issues identified to DHCS leadership and stakeholders. The BSU
will need to develop survey instruments and processes for periodic data collection on
beneficiary access and will also be responsible for performing monthly reporting of referral
data on timely appointment access collected via the Denti-Cal Telephone Service Center.

Provider Services Unit (PSU). One analyst is requested to support the expansion of the PSU,
which is responsible for monitoring the provider network, including outreach, utilization
review, monitoring of the Surveillance and Utilization Review Subsystem (S/URS), program
integrity operations, provider enrollment functions, provider referral list operations, and
provider support and training. An important responsibility of this unit is the ability to
effectively counteract fraud within the provider network and ensure the timely enroliment of
prospective providers, including the ability to immediately suspend and/or dis-enroll suspected
fraudulent providers, and the option to re-enroll such providers after suspension.

Analytics Group. Two positions are requested to increase the capabilities of the analytics
group. The analytics group is responsible for performing Tableau software system revisions to
facilitate ongoing reporting of beneficiary utilization data based on the newly developed criteria
for assessing utilization (including modifications/additions to data stratification e.g.
age/ethnicity/etc.). The analytics group will also be responsible for pulling data required for
assessment of provider participation and regional deficiencies in the Denti-Cal network. This
group will be responsible for the research, data pulling, and analysis of this rate study and will
need to ensure that the factual comparative information put forth from the rate study not only
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comply with the requirements of state law but also serves to inform and provide the Legislature
with a clear picture of how California’s rates compare to like states across a multitude of data
sets.

Subcommittee Staff Comment and Recommendation—Hold Open.

Questions.

1. Please provide an overview of this issue.

2. Please provide a brief status update on the corrective actions DHCS has already taken in regard
to the CSA findings.

3. Please provide a review in the changes in utilization since the elimination of the AB 97
reductions in July 2015.

4. Please provide a brief update on Delta Dental’s performance with regard to the outreach plan.

5. Please discuss how the Medi-Cal 2020 Waiver’s Dental Transformation Initiative will address
the concerns that have been raised regarding this program.
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Issue 8: AB 85 Health Realignment

Budget Issue. DHCS requests one permanent position and expenditure authority of $845,000
($423,000 General Fund), of which $734,000 would be three year limited-term, to address the ongoing
administration of AB 85 (Committee on Budget), Chapter 24, Statutes of 2013, as amended by SB 98
(Committee on Budget and Fiscal Review), Chapter 358, Statutes of 2013.

Background. With the implementation of federal Affordable Care Act (ACA) in January 2014, it was
assumed counties would have fewer costs associated with providing care for low-income populations
since the state was assuming responsibility for the administration of health care reform. It was further
expected that state costs would increase, while county costs would decrease. To address this shift, AB
85 laid out a process by which transfer amounts were identified, and county health realignment funds
were redirected from counties to the Department of Social Services (CDSS) to offset the cost of CDSS
programs.

All counties were affected by this process and each county elected a one-time option to either accept a
reduction of 60 percent, or show that a lesser reduction would be appropriate based on cost experience
of the uninsured programs in their counties using a formula developed by the state and the counties.
DHCS is required to use the formula to calculate an annual redirection amount, and to perform interim
and final reconciliations of data. For the counties that elected the formula option, statute requires these
calculations occur annually until 2023 or until the interim redirection calculation is within 10 percent
of the final reconciliation amount and the final reconciliations for two years in a row are within five
percent of each other.

Additionally, AB 85 placed specific member enrollment requirements on managed care plans to ensure
continuity of care and post ACA monitoring. The bill requires DHCS to work with managed care
plans to ensure Designated Public Hospitals (DPH) are paid at least cost for their new Medi-Cal
eligible population.

DHCS is also required to provide a hearing process to adjudicate disputes from a variety of DHCS
programs, and AB 85 allowed counties to appeal their final reconciliations. DHCS attorneys and
analysts represent DHCS in virtually all Office of Administrative Hearings and Appeals (OAHA)
cases. Workload related to AB 85 appeals is expected to continue along with final reconciliations.

The Safety Net Financing Division (SNFD). The SNFD administers fee-for-service Medi-Cal and
supplemental payments for uncompensated care. The Hospital Uninsured Demonstration and Subacute
Section (HUDSS) calculates the redirection of county health realignment funding, monitors subacute
facilities, and administers some of the financing for the State’s 1115 waivers. HUDSS requests one
permanent position to continue calculating county redirection amounts.

According to DHCS, working with counties to identify transfer amounts is a sensitive process because
it involves a shift of funds from counties to the state. This position would work to ensure there is an
appropriate level of review and accountability in place. In order to do that, and in order to ensure that
calculations and estimates are not delayed, HUDSS needs to maintain the three analyst positions
currently working on this process (of which one is the limited-term position). With the assistance of
auditors, these positions review county cost and revenue data three times a year. The analyst positions
also calculate redirection amounts for all 58 counties three times a year during the interim process, the
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interim reconciliation process, and the final reconciliation process. In addition to calculating the
interim redirection amount for County Medical Services Program counties and for counties who did
not choose the formula, the three analyst staff also split the 24 counties who chose the formula. The
formula option requires extensive review of large amounts of data used in a technical and complex
calculation. Existing staff are working at capacity to handle this workload.

Office of Legal Services (OLS). In order to continue to support OLS Health Care Financing and Rates
(HCFR) and the increased workload due to the implementation of AB 85 Realignment, OLS requests
three year limited-term resources to assist in the processing of legal work and documents. According
to DHCS, the resources will assist HCFR not only in the development and maintenance of the
necessary AB 85 Realignment financing structure, contract documents, and certifications required to
meet federal requirements, but also the other Medi-Cal funding areas that are impacted by AB 85, such
as the 1115 Demonstration Waiver, the Disproportionate Share Program, and the Safety Net Care Pool
Funding for the Designated Public Hospitals.

Capitated Rates Development Division (CRDD). The CRDD requests three-year limited-term
resources to perform rate development associated with AB 85. CRDD provides oversight for risk
adjustment and rate setting involving Medi-Cal managed care beneficiaries. CRDD staff conducts and
reviews the most complex data analyses and computations using advanced statistical methods. Staff
research and develop default enrollment methodologies and maintain complex projection models used
to analyze the impact of proposed default enroliment methodologies.

Managed Care Quality and Monitoring Division (MCQMD). The MCQMD requests three-year
limited-term resources in the Plan Management Branch to address workload associated with the
realignment of county funds. The resources will allow MCQMD to conduct research to determine the
data requirements necessary for the implementation of AB 85, analyze available data and determine a
process to procure data not readily available to DHCS. The resources will be used to meet division
standards for accuracy, completeness and quality. The resources will allow MCQMD to respond to
questions from counties related to AB 85, the transitioning of new beneficiaries into Medi-Cal and the
process of assigning these individuals to a primary care provider. In addition, these resources will be
used to monitor compliance with the new requirements and monitor the adequacy of the network.

Audits & Investigations (A&I). A&I requests three year limited-term resources for the Designated
Public Hospitals (DPHs) P-14 workbook audits. The Financial Audits Branch (FAB) is responsible
with ensuring the financial integrity of the DHCS health programs. Financial audits are conducted to
ensure that institutional Medi-Cal providers claims for services that are appropriate and are in
compliance with the federal Medicare and state Medi-Cal Program laws and regulations. An
institutional provider is defined as; acute care hospitals, long-term care providers, federally qualified
health centers, and adult day health care centers.

SNFD and the California Association of Public Hospitals (CAPH) developed the P-14 workbook to
facilitate the claims through the “Funding and Reimbursement Protocol for Medicaid Inpatient
Hospital Cost, Disproportionate Share Hospital Uncompensated Care Cost, and Safety Net Care Pool
Hospital Uncompensated Care Cost Claiming.” This claiming protocol is laid out in Attachment F of
the Special Terms and Conditions of California’s current Demonstration 1115 Waiver. The P-14
audits are integral to final reconciliation process as defined in AB 85 because all P-14 workbooks must
be audited and approved before final settlements are made.
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As of June 30, 2015, FAB has a six year backlog (fiscal years 09,10,11,12,13,14) of P-14
reconciliations that have not been completed. Without additional resources, FAB will be unable to
eliminate the existing backlog. This could put future federal funds in jeopardy because CMS has
requested that DHCS take steps to complete the final reconciliations in a timely manner. As the Public
Safety Net System Global Payment for the remaining Uninsured proposal in Medi-Cal 2020 involves
DSH and SNCP funding, A&I will need these resources to handle workload of the new waiver as well.
If reconciliations for the current waiver cannot be completed, oversight and auditing will be delayed
for Medi-Cal 2020, jeopardizing the success of the renewed waiver and its associated funds.

Use of the P-14 is expected to continue to track public hospital data for Medi-Cal 2020 proposals,
specifically the global payment for the uninsured. Auditing workload for Medi-Cal 2020 is likely to be
even more strenuous than the current workload as CMS has recently stressed closer regulation of
Safety Net Care Pools. The requested resources will enable DHCS to claim current waiver and Medi-
Cal 2020 funds in a timely manner. The resources will also assist in helping complete the waiver final
reconciliations in a timely manner and help ensure other rate setting and cost settlement audits meet
the department’s quality standards and mandated due dates.

Subcommittee Staff Comment and Recommendation—Hold Open.
Questions.
1. Please provide an overview of this issue.

2. With the proposed resources, how long will it take to address the backlog in P-14
reconciliations? Does CMS consider this timeline timely?
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| Issue 9: Federally Qualified Health Centers Pilot (SB 147, 2015)

Budget Issue. DHCS requests three-year, limited-term expenditure authority of $240,000, to support
the implementation, administration, and evaluation of an alternative payment methodology (APM)
pilot for select California Federally Qualified Health Centers (FQHCSs), pursuant to the requirements of
SB 147 (Hernandez), Chapter 760, Statutes of 2015. One-time contract authority of $300,000 is
requested in 2017-18, to prepare an evaluation of the pilot. The contract will be funded 50 percent
federal funds and 50 percent reimbursement from a foundation. For 2017-18, DHCS requests
expenditure authority of $540,000 ($120,000 General Fund, $270,000 federal funds, $150,000
reimbursement).

Background. In 1989, the U.S. Congress established FQHCs as a new provider type. FQHCs are
public or tax-exempt entities which receive a direct grant from the federal government under Section
330 of the Public Health Service Act, or are determined by the federal Department of Health and
Human Services to meet the requirements for receiving such grants. Federal law defines the services to
be provided by FQHCs for Medicaid purposes and included special payment provisions to ensure that
they would be reimbursed for 100 percent of their reasonable costs associated with furnishing these
services. One of the legislative purposes in doing so was to ensure that federal grant funds are not used
to subsidize health center or program services to Medicaid beneficiaries. State Medicaid programs
must pay for covered services provided by FQHCs. There are over 820 FQHC locations (FQHCs may
have more than one clinic location) in California. County health system clinics have also obtained
FQHC status.

Federal Medicaid payments to FQHCs are governed by state (Medi-Cal in California) and federal law.
In December 2000, Congress required states to change their FQHC payment methodology from a
retrospective to prospective payment system (PPS). This federal law change established (for existing
FQHCs) a per-visit baseline payment rate equal to 100 percent of the center’s average costs per visit
incurred during 1999 and 2000 which were reasonable and related to the cost of furnishing such
services. States are required to pay FQHCSs a per-visit rate, which is equal to the baseline PPS payment
rate, increased each year by the Medicare Economic Index (MEI), and adjusted to take into account
any increase or decrease in the scope of such services furnished by the FQHC during that fiscal year.
Under PPS, state Medicaid agencies are required to pay centers their PPS per-visit rate (or an APM,
discussed below) for each face-to-face encounter between a Medicaid beneficiary and one of the
FQHC’s billable providers for a covered service.

For Medi-Cal patients, DHCS is required to reimburse an FQHC for the difference between its per-
visit PPS rate and the payment made by the plan. This payment is known as a “wrap around” payment.
The wrap-around rate was established to comply with federal and state regulation to reimburse a
provider for the difference between their PPS rate and their Medi-Cal reimbursement.

FQHCs and Rural Health Clinics (RHCs) are both reimbursed under the PPS system. The average
($178.14) and median ($157.24) PPS rate paid to an FQHC and RHC in 2014-15 is considerably
higher than the most common primary care visit reimbursement rates in Medi-Cal, but it also includes
additional services not included in a primary care visit. Because FQHCs are required to receive an MEI
adjustment to their rates under federal law, and because of their role in providing primary care access
to the Medi-Cal population, FQHCs have been exempted from the Medi-Cal rate reductions.
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SB 147 calls for a pilot project using an APM where FQHCs would receive per-member per-month
(PMPM) payments from the health plan, and would no longer receive a “wrap around” payment from
DHCS. CMS has indicated a state may accept an FQHC’s written assertion that the amount paid under
the APM results in payment that at least equals the amount to which the FQHC is entitled under the
PPS.

The proposed APM pilot project will comply with federal APM requirements and DHCS will file a
State Plan Amendment (SPA) and seek any federal approvals as necessary for the implementation. The
SPA will specify that DHCS and each participating FQHC voluntarily agrees to the APM.

The clinic specific PMPM capitation payment would be determined by utilizing visits data from
historical years for members who are assigned to the clinic as the primary care provider, in the
Categories of Aid (COA) selected for the pilot. This rate setting methodology, which establishes a
PMPM for assigned members based on average annual visits, has precedence in its similarity to a
methodology agreed upon between the plans and DHCS in establishing initial rates for Community-
Based Adult Services (CBAS) centers. These clinic specific PMPM capitation rates would be set
according to actuarial principles that are used to set Medi-Cal managed care rates, which means using
historical base year data, and applying appropriate trend rates and program changes, similar to how the
FQHC component of the Medi-Cal managed care plan rates are set.

In accordance with SB 147, the department is mandated to apply for the pilot through a state plan
amendment, oversee and administer the program over its three-year (at minimum) life, and assist in
conducting an evaluation.

To implement SB 147, DHCS requests the following:

e $300,000 ($150,000 reimbursement and $150,000 federal funds) for an evaluation of the FQHC
APM pilot. The evaluation shall be completed and provided to the appropriate fiscal and policy
committees of the Legislature within six months of the conclusion of the pilot project in those
counties that are included in the initial pilot project implementation. As mentioned, the
evaluation will be funded by foundation funds and a foundation has already expressed an
expectation in writing that they will continue to provide financial support to the state for this
APM npilot project effort.

e Three-year limited-term resources to assist in the implementation and administration of the
APM pilot. The workload supported by these resources will include:

e Drafting and filing the state plan amendment (SPA) and seek any federal approvals as
necessary for the implementation of the APM pilot; draft and prepare any follow-up
legislative documents related to the pilot.

e Establishing the APM pilot application and readiness process, prepare for deputy review,
and send out application to potential clinic sites and plans.

e Reviewing FQHC site applications and readiness submissions and provide detailed analysis
and determination of qualification for pilot.

e Participating in and prepare materials for APM pilot stakeholder workgroup meetings that
concern but are not limited to policy, data, rate setting, alternative encounters, and
contracting.

¢ Notifying viable FQHC sites and plans of candidacy and coordinate their acceptance into
the program, as well as any associated administrative needs.
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e Coordinating with pilot plans, clinics, and consultants to receive and assist in analyzing
data for purposes of rate development and any other aspects of the APM pilot.

e Working with the Department’s Capitated Rates Development Division and Health Care
Financing section to prepare and submit rates to the Centers for Medicare and Medicaid
Services (CMS); send notifications to plans and clinics of the rate when approved by CMS.

e Assisting in any APM pilot payment adjustments that may occur, as well as adjustments to
the PPS rate for participating FQHCs, including changes resulting from a change in the
MEI or any change in the FQHC’s scope of services.

e Assisting in obtaining contracting for the evaluation of the pilot and conduct research on
transitioning the FQHC APM methodology from a pilot to a statewide program.

e Providing and assisting in any other department oversight and administration of the pilot as
outlined in the SB 147.

e If needed, post information regarding the pilot on the DHCS website.

Subcommittee Staff Comment and Recommendation—Hold Open.
Questions.

1. Please provide an overview of this issue, including information on the plans and clinics
expressing interest in participating.
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Issue 10: Health Homes Activities

Budget Issue. DHCS requests three-year limited-term expenditure authority of $1,031,000 ($516,000
federal funds, $515,000 Special Deposit Fund), in support of the Health Homes Program (HHP),
beginning July 1, 2016. Included in the request is three-year, limited-term contract funding for a total
of $775,000 ($275,000 for year 1, $275,000 for year two, and $225,000 for year three).

Background. AB 361 (Mitchell), Chapter 642, Statues of 2013, authorizes DHCS to implement the
Affordable Care Act (ACA) Section 2703 Medicaid Health Home Program (HHP) Services benefit for
members with chronic conditions with the goal of improved health outcomes from Medi-Cal’s most
vulnerable beneficiaries. The HHP will provide enhanced care coordination benefits. It is anticipated
that implementing the HHP will reduce state Medi-Cal costs by decreasing avoidable emergency
department and inpatient stays, and improving health outcomes for vulnerable Californians. The
authorization to implement is permissive, is not time-limited, and may be based on DHCS’s
determination of program fiscal and operational viability. DHCS began further analysis and
development work on AB 361 in the spring of 2014. The earliest possible program implementation will
be in 2016. Under ACA Section 2703, states may adopt the HHP benefit and receive a 90 percent
federal match for program services for two years. After two years, the federal match converts to 50
percent.

AB 361 specifies that DHCS may only implement the HHP if prior and ongoing projections show no
additional General Fund monies will be used to fund the program’s administration, evaluation, and
services. DHCS may use General Fund monies to operate the program if ongoing General Fund costs
for the Medi-Cal program do not result in a net increase. In January 2013, The California Endowment
(TCE), Board of Directors approved a $25 million commitment in each of the first two years to provide
the 10 percent non-federal match for program services. TCE has not only agreed to provide funding for
program services, but also funding for state operations activities. In addition, TCE is currently
providing the non-federal matching funds for an ongoing $500,000 Title XIX grant from CMS for
ACA Section 2703 Health Homes planning, received in 2011.

The California Health Care Foundation (CHCF) is fully funding the Center for Health Care Strategies
(CHCS) to assist DHCS with technical assistance on national health home best practices, CMS policy,
and a roadmap for program development and decision points.

SB 75 (Committee on Budget and Fiscal Review), Chapter 18, Statutes of 2015 established the Health
Home Program Account in the Special Deposit Fund within the State Treasury in order to collect and
allocate non-General Fund public or private grant funds to be used for HHP implementation.

The following are the general DHCS work activity milestones for this project:

e August/November 2014, April/July-November 2015: Develop and conduct processes to ensure
stakeholder engagement and participation. It is anticipated that stakeholder engagement will
continue throughout the SPA development and initial phases of implementation in each
geographic area. AB 361 allows for stakeholder participation in the department’s design
process for the required program evaluation, and requires the department to consider
consultation with stakeholders on the development of the geographic criteria, beneficiary
eligibility criteria, and provider eligibility criteria for any related SPAs.
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e October 2015 — March 2016: Develop and obtain approval for any necessary waiver
amendment or SPA. Submit the first proposed SPA, for implementation in a specified initial
geographic region(s). Additional SPA submissions may be needed for each additional
geographic program implementation.

e October 2015 — June 2016: Establish a contract and parameters for program evaluation. Per AB
361, DHCS must complete a HHP evaluation within two years after implementation, submit a
report to the Legislature, and allow stakeholders to participate in the process to design the
evaluation.

e January 2016: Ongoing rate development activities over at least three annual rate development
cycles, depending on staging of geographic implementations; liaising with contractor as
necessary.

e Mid 2016-17: Implementation of the health home optional benefit.

e Calendar year 2019: Adopt emergency regulations no later than two years after implementation
of the HHP.

Subcommittee Staff Comment and Recommendation—Hold Open. The health home option, with a
90 percent match, was first authorized in 2010 under the federal Affordable Care Act (ACA). Senator
(then Assembly Member) Mitchell first authored legislation to implement it in 2012, but did not move
the bill forward to the Governor at the request of the Administration even though there would be no
General Fund impact and a foundation had offered to put up the matching funds. The bill was
reintroduced in the following year as AB 361.

Questions.
1. Please provide an overview of this issue.

2. Please explain why it has taken so long for DHCS to implement this and to agree to take
advantage of the health home option.
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Issue 11: Medi-Cal Electronic Health Records Staffing

Budget Issue. DHCS requests three-year limited-term resources of $403,000 ($41,000 General Fund)
for the Medi-Cal Electronic Health Record (EHR) Incentive Program to provide extensive data
analysis, policy analysis, enrollment and eligibility support, and pre- and post-payment audits and
investigations for program eligible managed care and fee for service providers. The federal Centers for
Medicare and Medicaid Services (CMS) has approved 90 percent federal funding participation (FFP)
for these requested resources.

Background. The Health Information Technology for Economic and Clinical Health (HITECH) Act, a
component of the American Recovery and Reinvestment Act (ARRA) of 2009, authorizes the outlay of
federal money estimated to be approximately $4.5 billion for California and $45 billion nationally for
Medicare and Medicaid incentive payments to qualified health care providers who adopt, implement,
or upgrade and meaningfully use electronic health records (EHR) in accordance with the Act’s
requirements. HITECH has resulted in a significant increase in provider adoption and use of EHR
systems, leading to desired health care improvement, and an overall improvement in public health.

The HITECH Act authorizes state Medicaid programs to directly administer Medicaid EHR Incentive
Programs. The state’s Medi-Cal EHR Incentive Program is integral to patient safety and quality of care
by incentivizing Medi-Cal providers to adopt, implement, or upgrade and use EHRs in a meaningful
way. On October 26, 2009, DHCS submitted a funding request to CMS that was approved for $2.8
million to establish Office of Health Information Technology (OHIT) and to provide funding for a
consulting contract to begin the State Medicaid Health Information Technology Plan (SMHP) process.

The Medi-Cal EHR Incentive Program is a multi-year program that began on October 3, 2011 for
Eligible Hospitals, November 15, 2011 for Groups/Clinics, and January 3, 2012 for Eligible Providers.
The Medi-Cal EHR Incentive Program is currently scheduled to operate through December 31, 2021.

DHCS OHIT has authorized more than 20,000 incentive payments to over 17,000 providers and 260
hospitals. This has resulted in more than $1 billion in 100 percent FFP incentive payments made to
date. DHCS expects to distribute between $100 and $200 million per year for the remainder of the
program. Recently updated landscape assessment data indicate there are likely another 15,000
providers who are, or will become eligible for the program. DHCS has estimated approximately $2
billion will be distributed to providers and hospitals over the course of the program.

OHIT requests three-year limited-term resources equivalent to staffing of 3.0 positions. The requested
resources would not result in an increase in General Fund expenditure, as these resources would be
covered under the total annual general fund expenditure previously authorized under law for state
administrative costs associated with implementation of the Medi-Cal EHR Incentive Program.

Recent Federal Notification On Expanded Availability of HITECH Funds. On February 29, 2016,
CMS issued updated guidance indicating that HITECH federal funds would now be available to
support Health Information Exchange (HIE) onboarding and systems for behavioral health providers,
long term care providers, substance abuse treatment providers, home health providers, correctional
health providers, social workers, and others. These funds may also support the HIE on-boarding of
laboratory, pharmacy or public health providers. DHCS indicates that it is assessing the recently
released guidance and is evaluating next steps.
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Subcommittee Staff Comment and Recommendation—Hold Open.
Questions.
1. Please provide an overview of this issue.

2. Please provide a brief overview of the recent federal guidance expanding the incentive
program. How is DHCS planning for this expansion?
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| Issue 12: Health Insurance Portability and Accountability Act Compliance and Monitoring

Budget Issue. DHCS requests the conversion of eight limited-term positions to permanent effective
July 1, 2016. The requested expenditure authority for this conversion is $1,202,000 ($240,000 General
Fund). The positions are necessary to continue existing efforts, maintain compliance with current
federal and state regulations, address new Health Insurance Portability and Accountability Act
(HIPAA) rules, provide support for growth in the Capitation Payment Management System
(CAPMAN), and continue to strengthen oversight of privacy and security protections for members
served by DHCS programs.

Background. The Administrative Simplification provisions of the Health Insurance Portability and
Accountability Act of 1996 have been updated repeatedly since their inception. The most recent
changes demonstrate that HIPAA will continue to evolve as technology, policy capabilities, and
standards are developed and refined in the health care environment. DHCS must respond to HIPAA
changes with an ongoing process to evaluate and implement the latest industry standards for the safe
and secure exchange of electronic health care information. DHCS has developed and maintained
staffing levels to respond to HIPAA through a series of eight Budget Change Proposals (BCPs) or
Spring Finance Letters (SFLs) that have continued to extend formerly approved limited-term positions
since HIPAA efforts began at DHCS in 2000. HIPAA will continue to advance and grow in order to
make health administration more efficient, secure, and standardized. DHCS needs an ongoing
organization, with sufficient permanent staff and resources, to successfully lead and coordinate these
efforts.

According to DHCS, recent federal directives have highlighted the need for permanent HIPAA
resources, particularly in the areas of Medicaid Information Technology Architecture (MITA), new
healthcare standards and operating rules, and capitation program system development, maintenance,
and operations.

e MITA: The Centers for Medicare & Medicaid Services (CMS) introduced MITA in 2005 as an
initiative to guide states to improve the operation of their Medicaid programs through the
implementation of an enterprise framework of business, information, and technical standards.
On April 14, 2011, CMS significantly elevated the importance of MITA by issuing new final
regulations under sections 1903(a)(3)(A)(i) and 1903(a)(3)(B) of the Social Security Act. The
final regulations contained new standards and conditions that must be met by states in order for
Medicaid technology investments (including traditional claims processing systems, as well as
eligibility systems) to be eligible for the enhanced (90 percent) federal financial participation.
To enable conformance to MITA, DHCS is required to submit an annual State self-assessment
(SS-A) which includes a “Road Map” that outlines DHCS’ progression and new initiatives that
will lead to a higher level of MITA maturity. On April 14, 2015, CMS released proposed
regulations that further strengthen MITA and place additional requirements on state Medicaid
agencies, including: use of updated standards and additional conditions in order to obtain
federal funds for Medicaid information technology; demonstrated progress toward seamless
coordination and interoperability with other federal and state agencies; improved performance
testing and demonstrated results; a requirement for mitigation plans for all major systems
functionalities; and documentation that will enable re-use of software developed with federal
funds.

e New Health Care Standards and Operating Rules: The Affordable Care Act (ACA) contained
several significant and still to be implemented HIPAA-related changes, including more
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frequent updates to HIPAA regulations, new operating rules, new transaction standards, new
health plan certification requirements, and considerably higher penalties for non-compliance.
Collectively, compliance with the new and existing HIPAA regulations requires significant
efforts within DHCS to assess impacts, design and adapt policies and regulations, define
business rules, test changes with providers and other business partners, and remediate
information technology systems.

e Growth in CAPMAN: The DHCS Office of HIPAA Compliance (OHC) is responsible for the
management of the CAPMAN system, which supports federal regulations that require
California to maintain member benefit enrollment and accounting for all capitated payments
made to managed health care plans. This is a very large and extremely complex IT system
responsible for approximately 83 percent of all Medi-Cal payments per month. CAPMAN
replaced a manual process to calculate and pay managed care plans in July 2011. Since the
initial implementation of CAPMAN, Medi-Cal managed care has experienced phenomenal
growth. This growth is attributed to two components: 1) Medi-Cal expansion emanating from
the Affordable Care Act; and 2) moving Medi-Cal members from fee-for-service to managed
care. When the system was developed there were approximately 3.5 million Medi-Cal
members in managed care. Currently there are over 9 million Medi-Cal members in managed
care, representing an increase of 257 percent. In addition to the growth in members, the
complexity of payment methodologies has increased, and will continue to increase, as DHCS
includes additional services in the premium (e.g., long term care services and support).

DHCS requests to convert eight limited-term positions to permanent to coordinate and carry out the
workload required by HIPAA rules and updates. All of the requested HIPAA positions are eligible for
enhanced federal financial participation. According to DHCS, failure to adequately staff for this
workload has several negative implications, including the risk of significant federal compliance
penalties, limited ability to respond to changes in managed care plan capitation payment policy, and
inability to adhere to previous commitments around improved efficiency in DHCS technology systems
that help administer California’s Medicaid program.

Subcommittee Staff Comment and Recommendation—Hold Open. Concerns have been raised that
Public Record Act requests have been delayed because of the workload related to HIPPA compliance
review of these requests.
Questions.

1. Please provide an overview of this issue.

2. Does the department have sufficient resources related to HIPAA review of Public Record Act

requests to meet the response timeframes specified in law (24 days)? Is there a backlog of these
requests due to HIPAA review?
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| Issue 13: Third Party Liability Recovery Workload

Budget Issue. DHCS requests $1,136,000 ($284,000 General Fund) and 10.0 permanent, full-time
positions to address a growing workload and to increase savings. Federal and state laws and
regulations mandate that Medi-Cal recover expenditures in personal injury cases involving liable third
parties so that Medi-Cal is the payer of last resort. (The state received an enhanced federal participation
rate of 75 percent.)

According to DHCS, current staffing levels are insufficient to complete a thorough and timely analysis
and processing of the growing case volume. Within one year of the January 1, 2014 implementation of
the Affordable Care Act (ACA), Medi-Cal enrollment increased by 38 percent. This enrollment
increase is correlated with the 70 percent increase in Casualty Insurance Operations (CIO) cases.

Background. Title XIX of the Social Security Act requires the State Medicaid agency (Medi-Cal) to
seek reimbursement for beneficiaries whose medical bills were caused by a liable third party. Federal
regulations require Medi-Cal to avoid payment of claims where third party coverage is available and to
initiate post-payment recovery processes. State law requires the department to impose liens on a
beneficiary’s personal injury settlements and make recoveries, thereby, that Medi-Cal is the payer of
last resort.

Attorneys, county welfare agencies, and insurance companies must notify the department of tort
actions involving a Medi-Cal beneficiary. CIlO staff review Medi-Cal expenditures paid for injury-
related services, then file liens for recovery against any settlement, judgment, or award. The
department has three years to obtain recovery from the notice of settlement, judgment, or award on
CIO cases. All funds recovered through any of the Third Party Liability and Recovery Division
(TPLRD) recovery programs are recycled back into the Medi-Cal program to assist in the care of other
medically needy individuals, effectively abating General Fund expenses.

Following the implementation of the ACA, Medi-Cal enrollment increased from 8.6 million in
December 2013 to 13.3 million in November 2015, a 54 percent increase. From July 2013 through
December 2013, prior to ACA implementation, CIO received on average 3,536 new case referrals per
month. The growth in incoming case referrals accelerated after the implementation of ACA. The
average number of incoming case referrals reached 5,983 during the months of January through July
2015. This represents an increase of nearly 70 percent compared to the volume prior to ACA
implementation.

All incoming cases are reviewed for eligibility and other factors. Those where recovery is deemed
prudent and necessary are set up for processing by an analyst. From January 2014 through July 2015,
CI10 experienced 70 percent growth in its active caseload (cases in research status and those awaiting
payment), increasing from 18,527 to 31,480 cases. The rapid growth created a “bottleneck™ effect,
which partly contributed to the increase in the caseload.

TPLRD requests 10.0 permanent full-time positions to address the increasing workload and to recover
Medi-Cal expenditures in personal injury cases involving liable third parties, thereby ensuring that
Medi-Cal is the payer of last resort, as mandated by federal and State laws and regulations.

CIO projects that, by June 30, 2016, caseload will increase to 35,856, or 48 percent beyond its current
staffing capacity.
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In 2012-13, CIO collection staff collected $33.4 million ($16.7 million General Fund). Assuming the
average collections hold, according to DHCS, adding 10.0 additional positions to CIO should result in
an additional $7.8 million ($3.9 million General Fund) in annual CIO recoveries. The recovery for
2014-15 was $35.8 million. If the requested positions are approved, the additional revenue would be
acquired gradually, as the collection efforts are increased and cases reach settlements and come to a
resolution in the form of payment. CIO estimates that the entire projected additional revenue of $7.8
million will be acquired by 2017-18.

Subcommittee Staff Comment and Recommendation—Hold Open.
Questions.

1. Please provide an overview of this issue.
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Issue 14: Eliminate Workers’ Compensation Information Sunset - Trailer Bill Language

Budget Issue. DHCS proposes trailer bill language to eliminate the sunset provision and indefinitely
extend the Department of Industrial Relations (DIR) authority to supply work-related injury or claim
data from the Workers’ Compensation Information System (WCIS) to the DHCS.

Background. DHCS is responsible for enabling compliance with state and federal law related to the
legal liability of third parties to pay for a Medi-Cal beneficiary’s health care, so that the Medi-Cal
program is the payer of last resort. DHCS contracts with outside vendors to process worker’s
compensation (WC) claims and to recover Medi-Cal costs from settlements arising from work-related
injuries where a liable third party exists.

In 1981, Welfare and Institutions (W&I) Code Section 14124.81 et seq. directed the state to enter into
two pilot project contracts for WC third party recoveries. Initial recoveries made under these contracts
consisted entirely of reimbursements from contested cases; claims filed against an insurance carrier or
employer who has not accepted liability for the injuries sustained. These cases are identified using data
from the Workers’ Compensation Appeals Board.

In 2010, DHCS learned that DIR also compiled data on non-contested WC cases (i.e., claims filed
against an insurance carrier who has accepted liability for the injuries sustained) in the WCIS. AB
2780 (Solorio), Chapter 611, Statutes of 2010, sponsored by Health Management Systems (a WC
contractor) amended Labor Code Section 138.7 to authorize DHCS to “obtain and use individually
identifiable information, as defined for the purposes of seeking recovery of Medi-Cal costs incurred by
the state for treatment provided to injured workers...” However, that bill included the sunset provision
date of January 1, 2017 and revisions to LC 138.7 that would become operative on January 1, 2017 if
the WCIS provisions sunset.

In May 2012, DHCS entered into an interagency agreement with DIR to secure a data transfer of the
WCIS file in order to identify non-contested WC cases. In November 2014, this interagency agreement
was extended through June 30, 2019, and allows DHCS’s WC contractor to create liens and recover
from settlement awards for non-contested cases, which they otherwise would not have been able to do.
Removing the sunset date provision as proposed would allow DHCS to maintain compliance with state
and federal law and sustain current recovery levels, benefitting the Medi-Cal population with minimal
administrative costs to the General Fund.

Subcommittee Staff Comment and Recommendation—Hold Open.
Questions.

1. Please provide an overview of this issue.
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| Issue 15: Supplemental Drug Rebates Cleanup Trailer Bill Language

Budget Issue. DHCS requests trailer bill language to make minor technical changes to Welfare and
Institutions (W&I) Code §14105.436 and §14105.86 as amended by SB 870 (Committee on Budget
and Fiscal Review), Chapter 40, Statutes of 2014. These technical changes will correct non-sequential
lettering errors and inconsistent and erroneously omitted language in order to accurately preserve the
intent and purpose of SB 870, to collect supplemental drug rebate revenues for certain prescription
drugs based on drug utilization from all eligible Medi-Cal programs.

According to DHCS, if left uncorrected, the errors may lead to a misinterpretation of the intent of SB
870 and place the state at risk of losing supplemental drug rebate revenues.

Background. SB 870 extended the state’s authority to collect state supplemental drug rebates based on
drug utilization data from all Medi-Cal programs, including fee-for-service (FFS) and managed care
plans (MCPs). SB 870 applies to certain prescription drugs, including, but not limited to, drugs used to
treat hepatitis C, HIV/AIDS, cancer, and hemophilia.

Prior to SB 870, DHCS had the authority to collect state supplemental drug rebates based on drug
utilization data from FFS and county organized health systems only. SB 870 provided new authority to
DHCS to invoice manufacturers of contracted drugs and collect state rebates based on utilization data
from all MCPs for prescription drugs subject to coverage policies and where DHCS reimburses MCPs
through separate capitated rate payments or other supplemental payments.

SB 870 amended three sections of the California Welfare and Institutions Code, revising the
description of utilization data to determine state rebates: 814105.33 (pertaining to state rebates and
contracts with drug manufacturers), 814105.436 (pertaining to HIVV/AIDS and cancer drug rebates),
and 814105.86 (pertaining to blood factor rebates).

Subcommittee Staff Comment and Recommendation—Hold Open.

Questions.

1. Please provide an overview of this issue.
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5160 DEPARTMENT OF REHABILITATION

Issue 1: Overview

The Department of Rehabilitation (DOR) works in partnership with consumers and other stakeholders to
provide direct services and advocacy resulting in employment, independent living, and equality for
individuals with disabilities. DOR seeks to assist over 100,000 Californians with disabilities to obtain
and retain competitive employment in integrated settings, and to maximize equality and ability to live
independently in their communities of choice. With a proposed FY 2016-17 budget of $443.9 million
($59.9 million General Fund) and 1,876 authorized positions, the department offers programs related to
vocational rehabilitation, assistive technology, independent living, supported employment, services for
individuals with traumatic brain injuries, and workforce development (to be discussed below). Overall,
federal funding constitutes around 84 percent of the department’s total funding. Below is a chart that
provides an overview of the department’s funding since FY 2014-15.

Fund Source 2014-15 Actuals 2015-16* 2016-17
Traumatic Brain Injury $947 $1,004 $1,202
Fund

Vending Stand Fund $804 $2,361 $2,361
Federal Trust Fund $348,226 $370,370 $372,772
Reimbursements $6,487 $7,680 $7,680
Positions 1,796.4 1,762.4 1,778.4

* FY 2015-16 are projected figures

Eligibility. When the department does not have enough funds to serve all applicants who are deemed
eligible for services, the federal government requires DOR to use an Order of Selection (OOS) process,
under which the department must serve people with the most significant disabilities first (all those in the
"most significantly disabled” category will be served first, followed by those in the "significantly
disabled" category and then the "disabled category”’). DOR has been operating under an OOS since
1995. Within each category, DOR serves individuals according to date of application. If placed on a
waiting list, DOR consumers receive information and referral services and may ask for their priority
category to be re-evaluated if they have experienced a change in severity of disability. The DOR has
offered in-plan services to all consumers on the waitlist on six occasions since 2011, the last time on
November 30, 2015. Currently, the DOR has eight consumers on its waiting list.
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Services and Programs. In addition to providing services, such as career assessment and counseling,
job search and interview skills, and career education and training, DOR offers several programs.

e Vocational Rehabilitation (VR). The Vocational Rehabilitation Services Program delivers
vocational rehabilitation services to persons with disabilities through vocational rehabilitation
professionals in district and branch offices located throughout the state. DOR has cooperative
agreements with state and local agencies (education, mental health, and welfare) to provide
unique and collaborative services to consumers.

e Assistive Technology (AT). The Assistive Technology Act of 1998 (amended in 2004) funds
each state and U.S. territory to provide AT services. California’s program, known as the
California Assistive Technology System (CATS), is funded by a federal grant through the
Rehabilitation Services Administration (RSA). For DOR to provide the required services, DOR
contracts with the California Foundation for Independent Living Centers (CFILC) to provide
statewide AT services.

e Independent Living Services. DOR funds, administers, and supports 28 independent living
centers in communities located throughout California. Each independent living center provides
services necessary to assist consumers to live independently and be productive in their
communities. Core services consist of information and referral, peer counseling, benefits
advocacy, independent living skills development, housing assistance, personal assistance
services, and personal and systems change advocacy.

e Traumatic Brain Injury (TBI). In coordination with consumers and their families, seven service
providers throughout California provide a coordinated post-acute care service model for persons
with TBI, including supported living, community reintegration, and vocational supportive
services.

Workforce Innovation and Opportunity Act. On July 22, 2014, President Obama signed
the Workforce Innovation and Opportunity Act (WIOA), which seeks to assist job seekers access
employment, education, training, and support services to succeed in the labor market, and to match
employers with skilled workers. WIOA seeks to improve services to individuals with disabilities,
including extensive pre-employment transition services for youth, better employer engagement, and
increasing access to high-quality workforce services. The DOR is moving forward to identify strategies
to meet the new requirements in the WIOA.

The DOR has prioritized its efforts by creating eight internal workgroups comprised of policy, program
staff, and field staff, under the guidance of the directorate and directed by an executive team member, to
determine how to provide services to consumers, under the new federal requirements, without increasing
ongoing resource expenditures, as WIOA does not authorize new funding. DOR’s activities include:

e Conducting public forums on specific subject areas impacting the Vocational Rehabilitation
program (eleven held to date).
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e Incorporating input from consumers, community partners, the State Rehabilitation Council and
advisory bodies, and other stakeholders, including government representatives, into policies and
New Processes.

e Sharing DOR data with the California Workforce Investment Board to submit the Unified State
Plan by April 1, 2016.

e Collaborating with the Employment Development Department, Department of Developmental
Services, Department of Education, one-stop operators and the workforce investment boards to
identify consistent practices to better serve individuals with disabilities and increase employment
outcomes, with a greater focus on early intervention with youth.

e Reaching out to high school students, in collaboration with local education agencies and
developing requests for proposal for contractors to hold summer academies at which high school
students will receive new Pre-Employment Transition Services including work experiences.

Final Regulations are anticipated in the summer of 2016, and DOR expects to fully implement all WIOA
requirements by July 2017. Additionally, the department is making continuous improvements in
approaches to increase outcomes for individuals with disabilities, increase income, and maximize
potential for eligible individuals with significant disabilities with the goal of moving from dependence to
independence.

Traumatic Brain Injury (TBI) Program and Funding. The Department of Rehabilitation administers
the Traumatic Brain Injury (TBI) program, where seven providers deliver statewide services, such as
coordinated post-acute care, supported living, community reintegration, and vocational supports, to help
impacted individuals lead productive and independent lives. TBI Fund revenues stem from penalties
paid for various violations of California’s Vehicle Code, including the seatbelt law. Recent penalty
funding and corresponding TBI funds are summarized in the chart below.

STATE PENALTY FUND AND TBI FUND REVENUE

State Fiscal Year State Penalty Fund TBI Fund
FY 06-07 $167,589,106 $1,105,546
FY 07-08 $167,483,359 $1,104,936
FY 08-09 $162,260,219 $1,070,492
FY 09-10 $157,883,929 $1,041,716
FY 10-11 $165,532,414 $1,091,926
FY 11-12 $137,101,778 $809,181
FY 12-13 $128,975,874 $849,834
FY 13-14 $122,346,996 $807,753
FY 14-15 $116,632,580* $769,383*
FY 15-16 $40,972,883* $269,202*

* Year-to-date revenue as of January 2016.
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Annually, DOR funds services for approximately 2,400 individuals through the seven TBI program
sites, as well as 1,300 through the Independent Living Centers. DOR provides direct services to an
additional 1,300 individuals with TBI through its VVocational Rehabilitation Program.

The department is not aware of programs at risk of closure. However, the State Penalty Fund is
decreasing. The department is seeking additional funding opportunities, such as federal grants, to
stabilize the funds available through the RFA process. To date, however, the department has been
unsuccessful at identifying a stable funding source for the TBI programs.

Social Security Beneficiary Work Incentive Planners. In 1981, Congress established the Cost
Reimbursement Program to encourage state VVocational Rehabilitation Agencies to provide services that
would result in gainful employment by SSI/SSDI beneficiaries. Under the Cost Reimbursement
Program, the Social Security Administration pays DOR for the reasonable costs of services provided to
SSI/SSDI consumers if those services result in the consumer achieving work at specified earnings level,
known as the Substantial Gainful Activity. The department began a Work Incentives Planning Pilot
from September 2013 through August 2015 to increase employment outcomes and self-sufficiency.
According to the department, this pilot was successful in leading more individuals to working and
earning higher wages, as well as increasing Social Security Cost Reimbursements.

In Fiscal Year 2015-16, the Legislature funded the DOR’s request for $3.11 million in federal fund
authority for up to 31 work incentive planners (WIPs) to fully implement the Work Incentives Planning
Services Program statewide. At the time, the California Foundation for Independent Living Centers
(CFILC) raised concerns that the department’s use of federal funds could put Independent Living Center
(ILC) funding at risk, because if reimbursements fall below projected figures, the department would first
pay costs related to personnel, superseding ILC funding. Through negotiations with budget staff, the
department, Agency, Finance, and CFILC, provisional language was included to clarify that DOR could
only hire up to the 31 requested positions if they had the available federal funds, and that ILC funding
would not be jeopardized.

The department has since hired and trained all 31 WIPs. The WIPs provide financial literacy and
benefits planning services to eligible consumers who receive Supplemental Security Income/Social
Security Disability Insurance (SSI/SSDI) benefits. Training for the WIPs included the Work Incentives
Practitioner Credential course from Cornell University and was completed in August 2015. To date,
these 31 WIP staff have provided services to 3,498 SSI/SSDI consumers in the ‘Job Ready’ case status.
Staff Comment & Recommendation. This is an informational item, and no action is required.
Questions.

1. Please provide a brief overview of the department and its programs and services.
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| Issue 2: Update: California PROMISE Initiative Grant

Budget Issue. In fiscal year 2014-15, the Department of Rehabilitation was awarded a competitive
federal grant, entitled Promoting the Readiness of Minors in Supplemental Security Income (or
PROMISE), which began October 1, 2013 and goes through September 30, 2019. The $55 million, five-
year CaPROMISE grant seeks to develop and implement model demonstration projects that promote
positive outcomes for 14 to 16-year old Supplemental Security Income (SSI) recipients and their
families. The grant is 100 percent federal funds without a state match requirement. This item provides an
update on the implementation of the CaPROMISE grant.

Background. The SSI/State Supplemental Payment programs provide cash assistance to around 1.3
million Californians, aged 65 or older (28 percent), who are blind (one percent), or who have disabilities
(71 percent), and meet federal income and resources limits. Grants under SSI are 100 percent
federally-funded. The current maximum grant amount for individuals is approximately $889 per month
($733 SSI + $156 SSP), which is roughly 90 percent of the federal poverty level (FPL). For couples, the
maximum grant amount is $1,496 per month ($1,100 SSI + $396 SSP), which is equal to 113 percent of
FPL.

As the lead coordinating agency for CaPROMISE, DOR is responsible for statewide leadership,
oversight, administration, and coordination of the grant. DOR partners with five other state departments*
and 21 Local Educational Agencies (LEAS) to coordinate services, direct outreach, recruitment, and
involvement of, at a minimum, 3,078 14 to 16-year old SSI recipients and their families.

The 21 participating LEAs include:

1. Oakland Unified School District (USD) 9. Los Angeles USD

2. Vallejo City USD 10. Centinela Valley USD
3. Solano COE 11. Compton USD

4. West Contra Costa USD 12. Long Beach USD

5. Desert Mountain Special Education Local Plan  13. Elk Grove USD
Area — San Bernardino

6. Riverside COE 14. Whittier Union HSD
7. San Bernardino City USD 15. Irvine USD

8. West End Special Education Local Plan Area— 16. San Diego USD

San Bernardino

! California Department of Education; Employment Development Department; Department of
Developmental Services; Department of Health Care Services; and Department of Social Services.
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Service delivery and implementation timeline. Please see chart below with activities and associated

benchmarks.
CaPROMISE Activities, Targets, Timelines with Benchmarks
i Estimated
Activities Targets Completion Update
Career Services 100% complete training | June 2014 Completed
Coordinators Receive Basic
Training
Career Service Coordinators | 100% complete training | September 2014 Completed
Receive Cornell Training
Interagency Council 2 meetings per year March 2014(Initial | All Meetings
Meeting Meeting) conducted to
September 2014 date
May 2015
December 2015
Recruitment of Students At least 3,078 child SSI | April 2016 Completed
recipients ages 14-16 February 2016
and their families
Data Collection System Developed and initiated | June 2014 Completed
Developed
Case Management 100% of students September 2018 On Track
Intervention
Benefits 100% of students September 2018 On Track
Counseling/Financial
Planning Intervention
Work Experience 100% of students have | September 2018 On Track
Intervention at least one volunteer
and one paid experience
Parent Training and 100% of families September 2018 On Track
Information Intervention
Employment Preparation 100% of students September 2018 On Track
Workshops/Soft Skills
Training Intervention

To date, DOR has completed the following:

e Partnered with five state departments.

e Contracted with 21 Local Education Agencies (LEAs) and one community organization in the
coordination of services, direct outreach, recruitment, and involvement of SSI recipients and
their families.

e Received the Health and Human Services Institutional Review Board approval and Social
Security Administration clearances for 106 program staff.
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e Provided training to 65 career service coordinators including benefits planning training and
certification from Cornell University.

Staff Comment & Recommendation. This is an oversight item, and no action is required.
Questions.

1. Please provide an update on the implementation of the proposal, including but not limited, the
enrollment and recruitment process and the status of the staff hiring at the department.
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Issue 3: BCP: Workforce Innovation and Opportunity Act: Competitive Integrated Employment

Governor’s Proposal. The Administration is requesting 11 permanent full-time positions to establish a
new Vocational Rehabilitation Service Delivery (VRSD) team through redirection of $1.5 million in
federal funds that are currently used for group employment placement services. Under the WIOA, the
DOR can no longer close the record of services for a consumer who is in non-competitive employment,
such as group employment services. The requested positions are as follows:

2.0 Office Technician (General)

1.0 Staff Services Manager |

3.0 Staff Services Analyst (General)

5.0 Senior Vocational Rehabilitation Counselor

Background. The Workforce Innovation and Opportunity Act (WIOA), which was signed into law on
July 22, 2014, mandates that effective July 22, 2016, employers may not pay subminimum wage to
individuals with disabilities unless the employer can show that the individual has received counseling
from DOR before hire. WIOA also requires that DOR provide additional counseling, training, and other
resources.

Prior to WIOA, as required by the Rehabilitation Act of 1973, DOR sent all individuals in subminimum
wage placements an annual automated letter informing the individual of the opportunity to reopen their
case and progress to a competitive individual placement. However, under the Rehabilitation Act as
amended by WIOA, this requirement has been expanded in terms of the information required, the
frequency of counseling, and the scope of individuals who must receive services from DOR.

Currently, DOR does not have the capacity to meet these new requirements.

Staff Comment. In order for DOR to meet new WIOA requirements, the department will need the
requested resources to address the increasing workload in this area. No concerns have been raised to
subcommittee staff at this time.

Questions.

1. Please summarize the proposal.
2. Please explain what previously funded activities the redirection of funds impacts.

Staff Recommendation. Hold Open.
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Issue 4: BCP: Resources for Federal Grant and RSA-911 Reporting

Governor’s Proposal. The Administration requests five permanent full-time positions funded through
the redirection of $653,000 in existing Federal Funds, previously used for consulting services, to address
the increased workload mandated by the U.S. Department of Education (USDOE) and the Rehabilitation
Services Administration (RSA). The requested positions are as follows:

1.0 Staff Programmer Analyst (Specialist)

1.0 Senior Accounting Officer (Specialist)
2.0 Associate Governmental Program Analyst
1.0 Research Program Specialist |

The department notes that lack of compliance with federal requirements could result in enforcement
action, including the loss of federal funds. There are no required changes to statute or regulations.

Background. DOR is the designated state agency responsible for administration of the vocational
rehabilitation program and the independent living program. These programs are largely funded by eight
federal grants.

Recent decisions by the USDOE and the RSA relating to the DOR’s vocational rehabilitation (VR) grant
and the newly enacted Workforce Innovation and Opportunity Act (WIOA) Performance Management,
Information and Reporting System and VR Case Services Report, have increased the mandated
workload in accounting, budgeting, information systems, federal reporting, and oversight of DOR’s
federal grants. In addition, the WIOA Performance Management Report is an entirely new requirement
for DOR. The department does not have the current staff resources to address these mandated changes.

Staff Comment. No concerns have been raised to subcommittee staff at this time.
Questions.

1. Please summarize the proposal.
2. Please explain what previously funded activities the redirection of funds impacts.

Staff Recommendation. Hold Open.
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Issue 5: BCP: Traumatic Brain Injury (TBI) Supplemental Funding

Governor’s Proposal. The Administration is requesting a one-time allocation of $360,000 to the TBI
Fund from the Driver Training Penalty Assessment Fund.

Background. TBI Fund revenues stem from penalties paid for various violations of California’s Vehicle
Code. However, the State Penalty Fund (SPF) is facing declining revenues and the current allocation of
0.66 percent will not be sufficient to fund all TBI functions mandated by statute. This proposal provides
continued minimum funding for the critical support services provided by the TBI network as well as
associated administrative costs.

In FY 2014-15, DOR received a one-time allocation of $500,000 from the Driver Training Penalty
Assessment Fund to augment the TBI Fund. At the time, it was thought that the Medicaid Home and
Community-Based Services (HCBS) waiver would generate additional funding; however, it was
determined that the HCBS waiver was not a viable source of funding. The department points out that
this proposal is consistent with use of the Driver Training Penalty Assessment Fund to support other
programs funded through the State Penalty Fund.

LAO Comment. The Legislative Analyst’s Office (LAO) notes that the request for supplemental
funding for Traumatic Brain Injury Fund is a temporary fix to a larger problem. The LAO provides the
following comments, “Given that various state funds receiving criminal fine and fee revenue have been
facing financial difficulty for years, the Legislature has few options beyond approving the Governor’s
proposed short-term solutions for addressing the operational shortfalls and insolvency in these state
funds in 2016-17. However, to permanently address the recurring problem, the LAO recommends the
Legislature implement ongoing, systemic changes to the state’s criminal fine and fee system.”

Staff Comment. Staff notes that there does appear to be an immediate need for funding the TBI
program in the current budget cycle, and that a BCP for a one-time allocation of funds from the Driver
Training Penalty Assessment Fund was previously approved in FY 2014-15. However, staff agrees with
LAO comments that there is a larger issue that needs to be addressed regarding the SPF and how the
TBI program is funded in the long-run to avoid on-going one-time allocations. This issue will likely be
addressed at a future hearing in Subcommittee No.5 on Corrections, Public Safety and the Judiciary.

Questions.

1. Please summarize the proposal.

2. How will this proposal impact other programs funded by the Driver Training Penalty Assessment
Fund?

3. What alternatives for funding has the department explored recently? Is the department currently
pursuing any alternatives?

Staff Recommendation. Hold Open.
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based services for individuals with developmental disabilities.

Source: The Legislative Analyst’s Office
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Consumers’ Rights Advocacy. The department contracts with the State Council on Developmental
Disabilities for developmental center resident advocacy, as discussed earlier in the agenda, and
Disability Rights California’s Office of Clients' Rights Advocacy (OCRA) to provide clients' rights
advocacy for people with developmental disabilities who are regional center consumers. Clients' rights
advocates help people who have developmental disabilities and their families get the services they
need. Such services can include representation in administrative hearings, training about their rights,
and investigation into denial of rights in facilities.

Budget Summary. The budget proposes for DDS expenditures of $6.4 billion ($3.8 billion General
Fund), a net increase of $394 million (6.6 percent) over the updated current year budget. See table
below for more information.

Regional centers are anticipated to serve an average caseload of 291,507 individuals in the current
year, and 303,266 individuals in the budget year, an increase of 11,759 or 4.03 percent. It is estimated
that developmental centers will house 1,011 residents in 2015-16 and 847 residents in the budget year,
a reduction of 164 or 16 percent.

Department of Developmental Services Funding Summary

2015-16 2016-17 | Difference g‘:\rce”t
ange
Community Services $5,335,142 | $5,774,088 $438,946 8.2%
Developmental Centers 574,160 526,037 -48,123 -8.4%
Headquarter Support 46,018 49,609 3,591 7.8%
Total $5,955,320 |  $6,349,734 $394,414 6.6%
General Fund
Community Services $3,129,340 | $3,426,912 $297,572 9.5%
Developmental Centers 348,778 307,481 -41,297 -11.8%
Headquarter Support 29,857 32,673 2,816 9.4%
Total $3,507,975 | $3,767,066 $259,091 7.4%

Budget proposals, not discussed further in the agenda, include:

1. Audit Findings. The budget includes $42.5 million General Fund in 2015-16 and $3.8 million
General Fund in 2016-17 in payments to the Department of Health Care Services related to audit
findings of inappropriate claiming of federal funds. DDS intends to transfer excess expenditure
authority for purchase of services in the current year (as lower costs are anticipated) to support the
repayment of federal funds as a result of developmental center audits.

2. Current Year Supplemental Appropriation. The Administration indicates that it will likely seek
a supplemental appropriation in the current year for $3.3 million General Fund as a result of non-
level-of-care and level-of-care staffing adjustments, costs to support the acute crisis center at the
Sonoma Developmental Center, and additional costs associated with the closure of the Sonoma
Developmental Center.

Senate Committee on Budget and Fiscal Review 6
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3. Caseload and Utilization. The budget includes a $235 million ($149 million General Fund)
increase in regional center operations and purchase-of-services (POS) in 2016-17. The major
increases in POS services are within the day programs, support services, in-home respite, health
care, and miscellaneous budget categories to reflect updated expenditure data and projected
consumer population growth. The budget reflects a $43.4 million ($68.6 million) decrease in
regional center expenditures for 2015-16, a 0.82 percent decrease, as a result of expenditure growth
occurring at a slightly slower pace than previously estimated.

4. Minimum Wage Increase. The budget includes $124.7 million ($70.1 million General Fund), an
increase of $62.4 million ($35 million General Fund), in POS to fund the requirements of AB 10
(Alejo), Chapter 351, Statutes of 2013, that increased the state minimum wage from $9.00 to
$10.00 effective January 1, 2016.

5. Transition of Behavioral Health Treatment (BHT) Services to Medi-Cal. The budget includes
a $4.5 million ($2.2 million General Fund) decrease in POS to reflect a reduction in expenditures
for consumers who began receiving BHT services in September 2014 as a Medi-Cal benefit,
pursuant to SB 870 (Committee on Budget and Fiscal Review), Chapter 40, Statutes of 2014. The
transition of BHT services for regional centers consumers began in February 2016 and is occurring
on a phased-basis.

Savings from Closing Developmental Centers. As required by SB 82 (Committee on Budget and
Fiscal Review), Chapter 23, Statutes of 2015, the budget includes information related to the estimated
savings from closing down developmental centers and the costs to develop community resources and
oversee closure activities. SB 82 stated the Legislature’s intent that savings derived from
developmental center downsizing and closure benefit persons with developmental disabilities living in
the community. DDS does not identify any savings related to closures, but instead $98 million ($76.1
million General Fund) in expenditures necessary to develop community resources and implement
closure-related activities. In 2015-16, DDS estimates $8.8 million ($4.9 million General Fund) in
savings related to position reductions at developmental centers and $137.7 million ($108.2 million
General Fund) in expenditures related to community development and closure activities. According to
the department, as experienced in the closure of the Lanterman Developmental Center, savings are not
realized until the developmental center is actually closed as there is a need to maintain a base level of
developmental center staffing and infrastructure.

Subcommittee Staff Comment and Recommendation—Information Item. It is anticipated that the
May Revision will contain proposals related to the implementation of changes adopted in the special
session, such as headquarters staff increases.
Questions.

1. Please provide a brief overview of the department and budget.

2. Please provide an update on the implementation of the special session legislation.

3. What is the status of the departments’ contracts for consumer rights advocacy? When will these

contracts expire? Has the department released the request for proposal (RFP) for the regional

center consumer rights advocacy contract? If not, when is it expected that the RFP will be
released and the contract awarded?
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| Issue 2: Closure of Developmental Centers

Oversight and Budget Issue. The budget proposes the following related to the closure of the
developmental centers.

1. Headquarters Resources for Developmental Center Closures. DDS requests $2.1 million
($1.8 million General Fund), eight new positions, and the redirection of five vacant positions
for staffing and contract resources needed to support the continued efforts for the closure of the
Sonoma Developmental Center and the initial closure efforts for the Fairview Developmental
Center and the Porterville Developmental Center -General Treatment Area (GTA).

According to DDS, these additional resources will oversee the accelerated movement of
consumers from the developmental centers (DCs) into the community and the closure of
facilities. This workload includes, but is not limited to, developing community facilities and
consumer programs, supporting layoff activities, resolving workers compensation cases,
reconciling payroll and benefits, ensuring accuracy of financial records and reporting,
supporting information technology (IT) activities, conducting equal employment opportunity
(EEO) investigations, and collaborating and communicating closure plans and progress with
stakeholders.

This proposal specifically requests to hire or redirect vacant positions as follows:
e Community Services Division
o One Nurse Consultant 111 — Specialist
o One Community Program Specialist 11
o Two Dental Consultant |

e Administrative Support
o One Senior Accounting Officer (via redirection)
One Associate Personnel Analyst
One Senior Personnel Specialist
Two Associate Governmental Program Analyst (via redirection)
One Systems Software Specialist 11

o O O O

e Office of Human Rights and Advocacy Services
o One Associate Governmental Program Analyst (via redirection)

e Director’s Office
o One Associate Governmental Program Analyst (via redirection)

In addition to the staffing, this proposal requests contract funding of $486,000 General Fund for
services including $236,000 for dedicated licensing resources from the California Department
of Social Services (CDSS) Community Care Licensing Division; and $250,000 to expand the
current scope of DDS’ mortality analysis, as well as provide training and technical assistance to
regional centers and service providers to mitigate special incidents in the community.
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2. Development of Community Resources. The budget includes $146.6 million ($127.2 million
General Fund) to assist in the development of community resources for placement of current
developmental center residents. This includes $24.5 million for Sonoma Developmental Center,
$29.7 million for Fairview Developmental Center, and $24.6 million for Porterville
Developmental Center. See table below for details.

Table 1: Community Placement Plan (CPP) 2016-17 Funding Summary

Sonoma Fairview Porterville Rg;lg;)ar Total
Operations $3,616,000 | $1,212,000 $606,000 | $15,265,000 | $20,699,000
Purchase of Services
Start-Up* $10,637,000 | $25,575,000 | $21,950,000 | $27,265,000 | $85,427,000
Assessment’ $1,500,000 | $1,500,000
Number of Consumers 878 878
Placement® $10,247,000 | $2,886,000 | $2,063,000 | $22,824,000 | $38,020,000
Number of Consumers 54 24 17 145 240
Deflection* $1,000,000 |  $1,000,000
Number of Consumers 70 70
Total $24,500,000 | $29,673,000 | $24,619,000 | $67,854,000 | $146,646,000

IStart-Up — These expenditures are related to development of new facilities, new programs, and
program expansion.

Assessment — These expenditures are for individualized and comprehensive identification of
consumer supports and services needed for stabilized community living.

3Placement — These expenditures are for the phase-in of consumers to community settings based on
consumer-specific information.

*Deflection — These expenditures are for related services needed to deflect the admission of
individuals into developmental centers.

With this additional funding, DDS anticipates building additional community capacity for 102
Sonoma DC residents, 170 Fairview DC residents, and 131 Porterville-GTA DC residents.

3. Closure Activities. The budget includes $18 million ($12 million General Fund) to resolve
open workers’ compensation claims, inventory and archive clinical and historical records,
execute an independent monitoring contract as stipulated by the federal government, and
relocate residents and their personal belongs.

4. Developmental Center Staffing Adjustments. The budget includes an $8.8 million ($4.9
million General Fund) decrease and a total reduction of 129.2 positions (63.1 level-of-care and
66.1 non-level of care) based on an estimated population decline of 188 developmental center
residents transitioning into the community. This reduction reflects adjustments to staffing for
specialized support and closure activities.

5. Assessment of Sonoma DC Property. Through an April Spring Finance Letter, the
Administration requests $2.2 million General Fund to contract with the Department of General
Services for an assessment of the Sonoma DC property, buildings, and clinical records. These
funds would be used to complete the second and third phase of an environmental site
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assessment and architectural historical evaluation of Sonoma DC. DDS proposes to use current
year funds of $190,000 to complete the first phase initial site assessments. According to the
Administration, these assessments will help determine: (1) the property value, (2) restrictions
on land use, and (3) the potential cost of future investments on the property.

Background. DDS is required under the Lanterman Developmental Disabilities Services Act to
provide services and supports for individuals with intellectual/developmental disabilities, and through
those services, help each individual live the most independent and productive life possible. At one
time, the department operated seven DCs in the state, providing habilitation and treatment services on
a 24-hour basis to ensure the health and safety of residents. In the mid-1990s the department closed
the Camarillo and Stockton DCs. More recently, in 2009, the Department closed the Agnews DC,
followed by the Lanterman DC closure in 2014. Currently, DDS operates three DCs in Sonoma,
Porterville, and Costa Mesa (Fairview), as well as one community based facility - Canyon Springs, in
Cathedral City. The DCs are licensed under three categories: General Acute Care (GAC), Nursing
Facility (NF) residential units, and Intermediate Care Facility (ICF) residential areas. The state-
operated community-based facility is smaller and is licensed as an Intermediate Care Facility (ICF).

AB 1472 (Committee on Budget), Chapter 25, Statutes of 2012, imposed a moratorium on admissions
to DCs except for individuals involved in the criminal justice system and consumers in an acute crisis
needing short-term stabilization. The DC resident population has dropped from a high of 13,400 in
1968, with thousands on waiting lists for admission, to 1,038 as of December 23, 2015. Consistent
with the recommendations of the Plan for the Future of Developmental Centers in California and the
call for the transformation of DC services, the 2015 May Revision proposed to initiate the closure
planning process for the remaining developmental centers.

In response to SB 82 (Committee on Budget and Fiscal Review), Chapter 23, Statutes of 2015, which
required the department to submit a plan or plans to close one or more developmental center(s) to the
Legislature by October 1, 2015, the department submitted a plan to close Sonoma by December 31,
2018. On April 1, 2016, DDS submitted to the Legislature a plan for the closure of the Fairview
Developmental Center (Fairview) and the Porterville Developmental Center — General Treatment Area
(Porterville GTA) by the end of December 2021.

Historically, the department has received federal Medicaid funds for operation of the DCs. However,
this past year the California Department of Public Health (CDPH), acting on behalf of the Centers for
Medicare and Medicaid Services (CMS), terminated the ICF/DD Provider Agreement for Sonoma due
to ongoing non-compliance with the federal conditions of participation. In response, the department
negotiated with CMS, and entered into a settlement agreement to extend the provider agreement for
Sonoma until July 2016 with the option for reconsideration to extend the termination date to July 1,
2017. CDPH notified both Fairview and Porterville-GTA that they will be decertified effective
December 1, 2015, and subsequently the termination dates were extended to April 15, 2016. DDS has
appealed these actions and is currently in negotiations with CMS for settlement agreements for
Fairview and Porterville-GTA. If DDS is unable to negotiate settlements with CMS for these three
centers for 2016-17, $92.4 million in federal funds would be lost ($33.6 million for Porterville, $32.4
million for Fairview, and $26.4 million for Sonoma). If DDS in unable to negotiate a settlement
agreement for Fairview and Porterville-GTA in the current year, an estimated monthly $2.7 million for
Fairview and $2.8 million for Porterville in federal funds would be lost.

The 2015-16 budget includes funds for the initial development of community residential and non-
residential resources to serve residents of Sonoma, as well as regional center and headquarters funding
to support the activities related to the safe closure of Sonoma by the end of 2018. More specifically,
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the 2015-16 budget provides $49.3 million ($46.9 million General Fund) for additional Community
Placement Plan (CPP) funding to begin developing community resources to support the transition of
Sonoma DC residents, as well as to contract with an independent risk management company to
conduct data analysis, training, and technical assistance in mitigating consumer risks.

Of the base (regular) and DC closure related CPP funds, all of the funds have been allocated to the RCs
except for $778,165 in SDC related funds. DDS is currently receiving requests from some of the six
RCs to utilize those funds. Approximately 75 percent of the RC’s projects have been awarded (based
on updates through 2/29/2016). DDS has communicated with the six SDC RCs about allowing enough
time to either ‘re-RFP’ a project or propose to repurpose funds for an alternative project. All 2015-16
projects need to be awarded and have the funds encumbered by June 30, 2016.

The 2015-16 budget also includes $1.3 million General Fund and seven positions at DDS headquarters
to supplement the current administration of the CPP, and to develop the necessary resources to support
the closure of Sonoma by the end of calendar year 2018. Finally, the 2015-16 budget reauthorized five
headquarters positions that supported the Lanterman DC closure, and redirected them as permanent
positions in headquarters for the support of the statewide DC downsizing and closure activities.

Senate Oversight Hearing on DC Closures. On February 23, 2016 the Senate Human Services
Committee and Senate Budget Subcommittee No. 3 held a joint oversight hearing on the proposed
closures of developmental centers. At this hearing, stakeholders and DDS discussed the lessons learned
from previous closures of developmental centers in California, examined the proposal for the closure
of Sonoma Developmental Center, currently before the Legislature, and discussed issues associated
with the proposed closures of Fairview Developmental Center and the general treatment program at
Porterville Developmental Center. Additionally, panelists reviewed the process for moving persons
from a developmental center to the community, how the department will maintain quality services and
supports for persons residing at developmental centers throughout the closure process, how the
resources at the developmental centers will be utilized following closure, how the department will
ensure the quality, stability and appropriateness of services and supports provided to persons once they
have moved to the community, and the role of the state in providing safety net services for all
Californians with developmental disabilities in crisis or in need of a placement of last resort once the
developmental center option is no longer available.

Legislative Analyst’s Office (LAO). Because of a continued risk of losing additional federal funding
and the inherent uncertainty and challenges in addressing this risk, the LAO withholds
recommendation on the Governor’s federal funding assumptions pending additional information from
the Administration. The LAO recommends the Legislature request DDS to report at budget hearings
on:

o The DDS’ progress in meeting the terms and conditions of the Sonoma settlement agreement,
including specific milestones met; findings from recent DPH surveys and court monitor
reviews and their potential impact on federal funding; and next steps towards extending federal
funding through June 2017.

e The status of settlement negotiations with the federal government regarding Fairview and
Porterville DCs as well as findings from any recent DPH surveys and reviews and their
potential impact on federal funding.

Additionally, the LAO notes that it supports the Administration’s proposal in concept to provide
additional CPP funding tied specifically to the closure of the three DCs, but withhold recommendation
on the specific amounts pending additional and updated information.
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Subcommittee Staff Comment and Recommendation—Hold Open. The Legislature is in receipt of
the Administration’s proposed closure plans for the three DCs, the issues discussed below should be
considered as the Legislature evaluates and modifies these closure plans through the budget process.

1. Closer Monitoring of Community-Based Services Development and Transition Planning for
Developmental Center Movers is Needed. In the current year, DDS projected that 202 consumers
would transition out of developmental centers. As of December 31, 2015, only 62 consumers had
transitioned (five from Canyon Springs, 15 from Fairview, 28 from Porterville, and 14 from Sonoma).
The budget projects that 240 residents will transition from developmental centers to community based
services in 2016-17.

The transition of consumers involves not only the physical development of residential capacity, but
also transition planning between the consumer, the regional center, and the developmental center.
DDS, regional centers, and many stakeholders appear confident that sufficient funding was included in
the 2015-16 and is proposed to be included in the 2016-17 budget to develop the needed residential
capacity. Additionally, DDS has indicated that lesson’s learned from the closure of the Agnews and
Lanterman DCs has provided insight on managing and tracking completion of these residential
projects. The table below describes the types of residential projects proposed to be developed for the
Sonoma residents.

Table 2: Projected Number of Beds Being Developed by Facility by Regional Center
For Sonoma Developmental Center Consumers
As of January 31, 2016

Projected Number of Beds Being Developed by
Facility Type
Sonoma DC

Regional Center Consumers ARFPSHN SRF | EBSH ICF | Total
Far Northern 10 5 26 31
Alta California 47 25 47 8 80
North Bay 84 40 44 20 104
Golden Gate 87 24 83 6 113
East Bay 116 49 36 16 101
San Andreas 10 8 12 20
Total 354 143 244 56 6 449

ARFPSHN - Adult Residential Facility for Persons with Special Healthcare Needs
SRF - Specialized Residential Facility

EBSH - Enhanced Behavioral Supports Home

ICF - Intermediate Care Facility

For these facilities, DDS has provided a seasonal timeline for estimate completion of these projects. As
noted below, DDS projects that almost all of the residential developments will be completed by the
summer of 2018 (before the planned closure of Sonoma DC).
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Table 3: Sonoma Developmental Center
Residential Development Seasonal Timeframe for Completion
As of February 29, 2016

Regional 2015 2016
Center Spring | Summer | Fall | Winter | Spring | Summer | Fall | Winter
ACRC 0 0 0 0 6 1 2 2
FNRC 0 0 1 0 2 4 1
GGRC 0 0 0 0 2 2 0 0
NBRC 0 0 0 3 2 3 0 2
RCEB 0 0 0 0 2 1 2 1
SARC 0 0 0 0 0 1 0 0
Total 0 0 1 3 14 12 4 6
2017 2018

Spring | Summer | Fall | Winter | Spring | Summer | Fall | Winter
ACRC 11 0 0 3 0 0 0 0
FNRC 0 0 0 1 0 0 0
GGRC 18 0 0 0 5 0 0 0
NBRC 0 2 0 0 6 12 0 0
RCEB 17 0 0 3 0 0 0 0
SARC 0 3 0 1 0 0 0 1
Total 46 5 0 8 11 12 0 1

However, in terms of transition planning for Sonoma residents, it appears that only six percent of the
Sonoma residents have begun any type of transition activity. As shown in the chart above, in the spring
and summer of 2016, 26 residential projects will be completed. However, it is highly unlikely, given
the transition planning noted below, that very many individuals would transition this spring and
summer.

Additionally, as discussed in detailed at the oversight hearing in February, stakeholders highlighted the
need for the state to pay for beds that are “on hold” for a person transitioning out of a developmental
center if the transition process takes longer than anticipated. It is unclear how the Administration is
considering this as it plans for the development of residential capacity and transitioning planning.
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Table 4: Sonoma Developmental Center
Status of Transition Planning by Regional Center
As of March 1, 2016

SDC Transition Activity

As of 3-1-16 ACRCIFNRC| GGRC|NBRCINLAR( RCEB|RCR({ SARC pCLAR{TCRC|]VMR( NF ICF Grand Total

Current Pop| 45| 10| 85| 88 1] 113 6 9 1] 1] 3]158(204| O 362

Of the current population,
number who have had initial
activity (e.g., Meet & Greet)

onlv

Those who have had initial
activity and a Transition| 0] O 1l o0 o of o 0 o] o] 1] 0 210 2
Planning Meeting (TPM)

Those who have had a TPM
and have an identified
placement/scheduled move
date

These numbers are as of 2/29/2016 and DO NOT INCLUDE STAR Home

2. Ensuring DC Movers Have Access to Specialized Health Services. According to the closure
plans, DDS will provide key specialized health care/clinic services at the DCs, currently being received
by DC residents, on an ongoing basis throughout the transition process, and until necessary services
are established and operational in the community. These services include, but are not limited to,
medical, dental, adaptive engineering, physical therapy, orthotics, mental health, and behavioral
services. However, specific proposals on how DDS will ensure that consumers leaving DCs will have
access to these specialized services have not been provided. For people with disabilities, for example,
routine dental care is more difficult to provide and access to these specialized services may not be
available in the community. Rate differentials, dental coordinators, and the development of specialized
clinics have been cited as potential mechanisms to ensure access to these specialized services in the
community.

Subcommittee staff notes that DDS has hired (as a retired annuitant) the former executive director of
the Agnews Developmental Center. As part of previous closures, he played a key role in developing
and implementing special managed health care provisions by working with the Department of Health
Care Services, the regional centers, and the health plans. He also directly supported closure activities
at the developmental center site. He is now performing similar duties for the closures of the three
remaining developmental centers. While this appears to be a step in the right direction, it will be
important for specific proposals to be identified and implemented timely.

3. Details on Crisis Services Capacity and “Placement of Last Resort” Are Not Yet Available.
DDS proposes to continue to operate the Southern and Northern STAR (Stabilization, Training,
Assistance, and Reintegration) crisis homes at Fairview DC and Sonoma DC, respectively, during the
closure process. However, the closure plans do not set forth the Administration’s proposal for ensuring
access to crisis services post closure. The Administration has noted for months that it is open to
discussions regarding the need to develop additional crisis capacity and “placements of last resort;”
however, it appears they are no further along in these discussions. Similarly, with the closing of state-
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run DCs, it is important to understand and specify how the state will maintain its role in providing
residential services to those whom private sector vendors cannot or will not serve. The Fairview and
Porterville closure plan indicate that this issue will be discussed and analyzed through the work of the
Developmental Task Force beginning in April 2016.

In addition to ensuring development of crisis capacity, it will be important to ensure that reports of
injuries, death, restraint usage, and incidents of seclusion, for example, be reported to the federally
mandated protection and advocacy agency.

4. No Budget Proposal on Supports for Developmental Center Employees. The proposed closure
plans indicate that DDS is committed to the implementation of employee supports that promote
workforce stability and provide opportunities for employees to determine their future. The plans also
note that the department will explore the possibility of retention bonuses, state service credit
opportunities, and the ability to guarantee positions or specialized training for employees that stay
through the end of a closure. However, the budget does not include any proposals related to supports
for developmental center employees. The Legislature may wish to engage the department in
discussions on any additional supports that may be needed to ensure a smooth transition and to
encourage that these professionals who have developed an expertise continue to work with persons
with developmental disabilities.

Questions.
1. Please provide an overview of these proposals.

2. Please provide an overview of the Fairview DC and Porterville GTA DC closure plans. How do
these plans differ from the Sonoma DC closure plan?

3. Please provide a status update on discussions with CMS regarding settlement agreements for
Fairview DC and Porterville DC and an update on discussions with CMS regarding an
extension of the Sonoma DC settlement agreement.

4. How does DDS track and synch up resident transition planning and residential project
completion? Why hasn’t more transition planning for SDC residents occurred given that it is
projected that 26 residential facilities will be completed this spring and summer? Is the
department on track to transition 202 DC residents into the community in the current year?

5. Is the Administration considering the need to pay for beds that are “on hold” for a person
transitioning out of a developmental center if the transition process takes longer than
anticipated? Please explain.

6. Please provide an update on discussions about crisis capacity development and identifying
“placements of last resort.” What is the Administration’s timeline for identifying a concrete
proposal to address these issues?

7. Please provide an update on policies DDS plans to implement regarding ensuring access to
specialized medical services. What is the Administration’s timeline for identifying concrete
proposals to address this issue?

8. Please provide an update on the Administration’s plan to explore the possibility of retention
bonuses, state service credit opportunities, and the ability to guarantee positions or specialized
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training for employees that stay through the end of a closure. What is the timeline for specific
proposals on this?

9. Can DDS please provide the Subcommittee with the information included in tables 2, 3, and 4
for Fairview DC and Porterville-GTA DC?
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Issue 3: Porterville Developmental Center — Upgrade Fire Alarm System

Budget Issue. The budget requests $6.5 million General Fund for the construction phase of a project to
purchase and install a new fire alarm system (FAS) in 10 buildings (nine consumer utilized and one
administrative building) at the Porterville Developmental Center in Tulare County.

Background. The preliminary plans and working drawings phases were funded in the 2015-16 budget.
According to DDS, this project continues to be a critical infrastructure improvement and code
compliance need for Porterville Developmental Center’s consumers, staff, and visitors. This project
will integrate with the existing new 96 bed facility FAS, and will provide an updated FAS to the secure
treatment facility, the administration building, and transition residences.

The estimated total costs for this project is $7,314,000 and includes:

e Preliminary plans - $309,000

e Working drawings - $493,000

e Construction - $6,512,000
Subcommittee Staff Comment and Recommendation—Hold Open.
Questions.

1. Please provide a brief overview of this proposal.
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Issue 4: Oversight of Regional Centers and Community-Based System

Oversight Issue. The Lanterman Act establishes regional centers as private, non-profit agencies, each
directed by the policies and decisions of a locally established board of directions. The intent is of this
is that these boards and centers are in the best position to understand the needs of the community.
While it is important that the services provided by the regional centers reflect the needs of the
community, the Lanterman Act establishes a statewide entitlement and it is the responsibility of DDS
to ensure that this entitlement is provided in the most effective and efficient means possible.

As shown in the chart below, regional center expenditures have grown from $4.1 billion in 2012-13 to
$5 billion in 2015-16, a 22 percent increase. Regional center caseload has grown from 270,601 in
2012-13 to 282,805 in 2015-16, a 12.1 percent increase. While some of this growth in expenditures can
be attributable to the transition of individuals from developmental centers to the community and the
aging of this population, DDS does not systematically present the reasons for this growth in any budget
documentation. Nor does DDS publically provide detailed or analytical regional center caseload or
expenditure information.

Regional Center Expenditures Changes from 2012-13 to 2015-16

Amount Increased Percent Increased
Operations $74,363,531 14.49%
Purchase-of-Service $836,517,668 23.34%
Total $910,823,414 22.22%

Additionally, as shown in the chart below, there is great variance in the per capita spending by regional
center. For example, the Central Valley Regional Center’s per capita expenditure in 2015-16 is
$13,929 and Golden Gate Regional Center’s per capita expenditure is $29,977. It is likely that a
significant portion of this per capita spending difference is related to the costs-of-living differences
between the central valley and the Bay Area. The regional centers located in Los Angeles County have
a per capita spending variance of about $7,100 (with Westside Regional Center’s per capita
expenditures at $21,436 and Harbor Regional Center’s per capita expenditures at $14,282), where cost-
of-living differentials are less significant.
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Table: Regional Center Expe nditlures and Caseloaij, 2012-13 - 2015|—16
2012-13 2013-14
Per
Capita Per Capita
Operations POS Totall Caseload | Cost | Operations POS Totall Caseload | Cost

Alta California $33,000,235 $255473,701 $288473936 | 17477 | $16506| $34,646,782 $265,221,280 $299,868,062 | 18107 | $16,561
Central Valley 30,105401 158,857,892 188,963,293 | 15,063 12545 31,974,835 169,368,143 201,342,978 | 15588 12,917
East Bay 32,076,924 270,323,094 302400018 | 15,822 19,113 33,092,281 279,138,044 312230325 | 16,239 19,227
Eastern L.A. 19,555,068 141,135,682 160,690,750 [ 9,205 17457 20,484,458 151,887,797 172,372,255 | 9518 18,110
Far Northern 14,046,299 98,506,415 112552714 | 6,49 17,326 14,580,770 103,303,740 117884510 | 6577 17,924
Frank Lanterman 16,241,702 105,039,197 121,387,389 | 7977 15217 17495911 114,847,688 132,447,008 | 8438 15,696
Golden Gate 18,730,404 178,476,348 197,206,752 | 7,927 24,878 19,419,268 189,568,802 208988070 | 8219 25427
Harbor 23,226,052 113,848,222 137,139,285 | 10,656 12870 24,293,285 122,117,175 146472172 | 11,030 13279
Inland 47,824,838 251678479 209,692,486 | 24,873 12,049 50,761,457 266,305,339 317,236,161 | 26,299 12,063
Kern 15432485 126,500,003 141932488 | 6,843 20,741 15,891,276 127,300,338 143191614 [ 6,964 20,562
North Bay 16,473,169 127,888,292 144361461 | 7518 19,202 17,270,066 136,775,668 154045734 | 7,661 20,108
North L.A. 34,211,467 254,669,177 289,003,365 | 18,102 15,965 36,282,816 273,679,248 310,075,257 | 18873 16430
Orange 31,317,007 237,109,785 268584,824 | 17,151 15,660 31,620,058 253,752,997 285510,751 | 17,263 16,539
Redwood Coast 7,920,459 69,856,048 77,776507 | 2,933 26,518 8,191,224 72,583,103 80,774,327 3010 26,835
San Andreas 27,378,133 270,742,446 298120579 | 13471 22,131 28,425,067 283938411 312,363478 | 13983 22,339
San Diego 37,942,454 223,360,043 261,302,497 | 19,715 13,254 39,824,735 237,624,586 277449321 | 20,606 13464
San Gah/Pomona 22595419 143,568,072 166,265,875 | 11,036 15,066 23947434 151,504,034 175548289 | 11,579 15,161
South Central 22,583,779 125,443,012 148,147,883 | 10,791 13729 24,268,190 135,655,699 160,039,708 | 11,321 14,137
Tri-Counties 24,758 475 185,138,266 210,006516 | 11,459 18327 25,456,866 194,173,730 219,737,113 | 11715 18,757
Valley Mountain 21,618,287 120,323,216 141,941,503 | 10499 13520 22,258,172 124,016,290 146274462 | 10,767 13585
Westside 16,211,333 126,595,677 142,899,746 | 7,249 19,713 16,845,132 135692474 152,623275 [ 7,500 20,350

Gross Total $513,249,390| $3,584,533,067| $4,098,849,867| 252,263 | $16,248 | $537,030,083 $3,788,454,586| $4,326,474,870( 261,257 | $16,560
YIncludes about $1 million for Family Resource Centers and Early Intervention Program.

| | |
2014-15 2015-16°
Per
Capita Per Capita
Operations POS Totall Caseload | Cost | Operations POS Totall Caseload | Cost

Alta California $36,121,089 $282,775,132 $318896,821) 18,785 $16976]  $37,513955 $309,019,642 $346533597 | 19499 | $17,772
Central Valley 33,093,097 183,862,378 216,955475| 15,931 13618] 34,261,883 197,929,060 232,190,943 | 16,670 13929
East Bay 35,012,715 296,803,112 331815827 16,709 19859] 36,946,782 331,133,897 368,080,679 | 17,607 20,905
Eastern L.A. 21,312,601 163,211,768 184524,369] 9,903 18633  22317,784 170,535,900 192,853684 | 10437 18478
Far Northern 15,037,279 109,644,691 124681,970| 6,727 18535 15666,371 120,002,146 135668517 | 7,023 19,318
Frank Lanterman 18,313,743 126,620,284 145039465 8,714 16644] 18922589 133,514,995 152543022 | 9,033 16,887
Golden Gate 20,101,119 204,670,333 224771452 8348 26925 20,613,769 233,589,212 254203041 | 8481 29973
Harbor 25,234,681 135,192,606 160490,209] 11,213 14313] 26,066,551 141,241,070 167370543 | 11,719 14,282
Inland 54,180,496 304,018,953 358,372,136 27634 12969] 55886277 334,529,061 390,588,025 | 29,222 13,366
Kern 16,862,788 131,610,042 148472,830] 7,256 20462 16,708,737 142,726,226 159434963 | 7485 21,301
North Bay 17,927,901 147,030,667 164,958568| 7,787 21184 18593044 166,187,704 184,780,748 | 7,901 23,387
North L.A. 38,166,927 296,690,129 334972469 19,734 16974] 39,968,370 317218871 357,302,654 | 20921 17,079
Orange 34,496,887 273,796,321, 308,433,605 17,996 17139 36487434 285,057,674 321,685,505 | 18,809 17,103
Redwood Coast 8647477 76,277,275 84924752 3121 27211 9,185,800 79,465,407 88,651,207 | 3301 26,856
San Andreas 29,575,330 299,483,212 329,058,542 14,485 22,717 30,742,894 321,411,168 352,154,062 | 15,051 23,397
San Diego 42,306,351 258,074,407 300,380,758| 21475 13987] 44,231,719 280,583,893 324,815,612 | 22870 14,203
San Gah/Pomona 25,341,195 165,340,880 190,780,795| 11,871 16071 26,019,548 176,204,070 202,322,338 | 12,170 16,625
South Central 26,375,132 152,616,062 179,109,285| 12,066 14844] 26392679 159,954,549 186465319 | 12,198 15,287
Tri-Counties 26,941,434 207,881,080 234931,121) 12,115 19392] 27955802 220,974,902 249039311 | 12,639 19,704
Valley Mountain 23,296,004 133,923,754 157,219,758] 11,060 14215 24421467 145,945,733 170,367,200 | 11,716 14,541
Westside 17,894,510 150,016,738 167,998598] 7,671 21900  18,709466 153,825,495 172622311 | 8,053 21436

Gross Total $566,238,756] $4,099,540,424| $4,666,788,805| 270,601 | $17,246| $587,612,921) $4,421,050,735| $5,009,673,281| 282,805 | $17,714

YIncludes about $1 million for Family Resource Centers and Early Intervention Program.
“Includes allocations as of August 21, 2015. A total of $5,273,588,000 s expected to be allocated in 2015-16 ($620,137,000 for operations and $4,468,704,000).
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Additionally, the current system does not provide a mechanism to easily and systematically evaluate
the outcomes achieved with these expenditures. While DDS maintains performance contracts with
each regional center, the goals and metrics included in these contracts, such as “more adults live in
home settings” and “passes DDS audit,” do not evaluate the quality of services provided or the
outcomes of these services (such as improved quality of life, prevention of secondary conditions, and
slowing decline of activities of daily living).

DDS has maintained a consumer satisfaction survey (the National Core Indicators survey), but it is not
clear how the results of these surveys were used to hold regional centers accountable for performance,
as the last posted survey for children is for 2012-13 and 2011-12 for adults.

Unanticipated Rate Adjustments & Health and Safety Exemptions. State law provides for a
mechanism for regional centers to obtain written authorization from the department granting certain
rate increases to protect consumer’s health and safety. Information required as part of this request
includes capacity, proposed rate and supporting justification, an explanation of the health and safety
basis of the request and ramifications of a denial, and a signed statement from the regional center
executive director that he/she concurs with the information and request being submitted. Although the
department does not track the amount of time spent on this process, generally, it takes about 60 days
from the date received to the date notifying the vendor of the decision. The following table summarizes
the unanticipated rate adjustments, as a result of the unanticipated rate adjustment process.

Summary of Unanticipated Rate Adjustment Requests

Expenditures
for
Approved
Submitted | Approved Requests Denied

FY 2012-13 Totals 6 0 S0 6
FY 2013-14 Totals 16 7 $28,213 9
FY 2014-15 Totals 803 265 $75,406,156 538

Grand Total 825 272 $75,434,369 553

Of the 803 requests received in 2014-15, 439 were submitted as a result of the increase in the state
minimum wage, effective July 1, 2014, resulting in 257 approved requests.

LAO. The LAO recommends the Legislature require DDS to develop a multiyear strategic plan for RC
system financing reform. The LAO thinks that such a plan would formally acknowledge financing
challenges that currently exist, provide direction and expected solutions by which to address these
challenges, and provide a benchmark for the Legislature to evaluate future budget and policy proposals
over time. Further, the LAO thinks such a plan could provide more accountability and transparency to
the Legislature and the public in the development of a new financing structure for the RC system. The
LAO recognizes that meaningful financing reform will take many years to accomplish and by having a
reform plan, the Legislature will be in a better position by which to evaluate progress in meeting
reform goals, make necessary adjustments, and ultimately ensure that what moves forward meets the
requirements of the consumers served by the RC system.
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Subcommittee Staff Comment and Recommendation—Hold Open. The Legislature should
consider the following as mechanisms to improve oversight of regional center performance and
outcomes of the community-based system:

e Implement a Quality and Performance Dashboard. The Legislature may want to consider
establishing a quality dashboard for regional centers. The Department of Health Care Services
(DHCS) maintains a “Medi-Cal Managed Care Performance Dashboard” that it publishes quarterly.
This dashboard contains comprehensive data on a variety of measures including enroliment, health
care utilization, appeals and grievances, network adequacy and quality of care by health plan.
Information contained in the dashboard assists DHCS and its stakeholders in observing and
understanding both individual and statewide managed care plan performance.

e Report Consumer Complaints. DDS maintains processes for consumer rights complaints and
language access complaints, for example, but does not publically report the number and nature of
these complaints. The Legislature may want to consider requiring DDS to publically report on this
information by regional center on an annual basis.

e Require More Detail in Publically-Available Budget Documents. The current budget documents
do not include any details on the caseload or the level of funding per regional center. This type of
information should be easily available to the Legislature and public. The Legislature may consider
directing the department to include certain basic information regarding regional center
expenditures and caseloads and information regarding health and safety waiver exemption requests
in its budget documentation.

The goal of these mechanisms would be to advance understanding among policy makers and
stakeholders of the performance of regional centers and the community-based developmental services
system and to establish a method for ongoing monitoring of system. This would also allow for the
ability to identify program trends, risk areas, and successes.

Questions.

1. Please briefly explain how DDS maintains oversight of regional centers and the community-
based developmental services system.

2. Is there currently a formalized process for the public, stakeholders, or experts to comment on
regional center performance or outcomes from the community-based developmental services
system?

3. What data is publically available to allow for general oversight of regional center performance?
4. Concerns continue to be raised indicating that the Health and Safety Waiver exemption process

is cumbersome, how is DDS working to streamline this process? Does DDS plan to review this
process in light of the rate study included as part of the special session?
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Issue 5: Fiscal and Program Research Unit

Budget Issue. DDS requests $923,000 ($630,000 General Fund) for seven new permanent positions
and the redirection of one vacant position to establish a Fiscal and Program Research Unit. This unit
will provide fiscal and programmatic analyses to assist the department’s response to external requests
for data and information related to the regional center and developmental center programs, as well as
inform accurate, reliable, data-driven decisions.

The purpose of the Fiscal and Program Research Unit will be to compile, research, and analyze data,
and prepare reports and information to respond to requests for information. The unit will also develop
analytic products to inform policy and assist the department in achieving its mission. The Fiscal and
Program Research Unit will provide fiscal and programmatic insight and analysis for the development
of accurate, reliable, and data-driven responses, recommendations, and solutions.

To staff the new unit, DDS requests seven new permanent positions and funding to support one vacant
redirected position, as follows:

1.0 Research Manager 11

1.0 Research Program Specialist 11

1.0 Research Program Specialist |

1.0 Research Analyst

1.0 Associate Information Systems Analyst (Specialist)
1.0 Staff Information Systems Analyst (Specialist)

1.0 Data Processing Manager 11

1.0 Office Technician (Redirected Vacant Position)

Background. DDS does not currently have staff dedicated to research and analysis. Other departments
that are similarly-sized as DDS have research units and are able to respond to informational requests in
a timely manner. In addition, those departments are able to proactively analyze programmatic
information, service trends, and other data, as well as conduct in-depth analyses to assist in
programmatic decision-making. As DDS’ overall expenditures and consumer base continues to grow,
the lack of data and analysis of available information is a growing concern. The establishment of an
enterprise research and analysis unit will give the department more transparency and improve decision
making with solid data.

Some of DDS’ most critical issues require reliable and timely data including regional center purchase-
of-service expenditure growth, geographically and by regional center; provider services availability
and trends in the community service delivery system; disparities data; maximizing the use of third
party funds and federal funds; rates; as well as the impact of an increased number of consumers with
autism aging out of the school system. Other research issues identified include meeting the needs of
individuals with challenging service needs/resource development, compliance with Title 17 regarding
special incident reporting requirements, and fair hearing data.

LAO. The LAO recommends approval of this proposal. It finds the request for additional staff and
related resources to support in—house analytical and data capacity is warranted. The LAO also
recommends that the Legislature identify goals and possible deliverables for this new unit. In thinking
about what priorities and possible deliverables might be, the LAO recommends the following key
questions and issues for the Legislature’s consideration:
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e What data gaps exist that could help improve DDS oversight and program operations and how
might this new unit address these gaps? How will recent changes to reporting requirements for
RCs and providers as part of special session legislation help address these gaps?

o What data and analysis should this new unit provide publically and how often?

e How will this new unit work with other key sister agencies, such as DHCS, California
Department of Education (CDE), and DPH, in efficiently leveraging data, research, and
analytical capacity?

e How will this new research unit help support reform efforts for RC operations and provider
rates?

Subcommittee Staff Comment and Recommendation—Hold Open. DDS’s proposal to create a
fiscal and program research unit is worthwhile. Many other health and human services departments
have similar units and provide valuable research to guide policy decisions. According the proposal, the
primary function of the unit would be to compile, research, and analyze data; prepare reports; and
develop analytic products to inform policy and assist DDS in achieving its mission. The Legislature
may want to specify metrics and analyses that it wants regularly reported. For examples:

e Analysis of Disparities in Regional Center Services. DDS and regional centers are required to
annually collaborate to compile data in a uniform manner relating to POS authorization, utilization,
and expenditure by regional center and by specified demographics including age, race, ethnicity,
primary language spoken by consumer, disability, and other data. Additionally, as required by SB
82, annual performance objectives are included in DDS’s contract with each regional center to
measure progress in reducing disparities and improving equity in POS expenditures.

A review of 2014-15 data, indicates that in most regional centers, the per capita expenditures for
“white” consumers aged 22 years and older is higher than expenditures for Asian, African-
American, or Latino. There has not been an analysis of the causes of these differences or even an
investigation into the differences. The Legislature may want to direct this new research unit to
analyze this data and develop methodologies to link these data to future policy changes.

e Transparency in Regional Center Per Capital Expenditure Variances. As discussed earlier in
the agenda, there are significant variances in the per capita expenditures by regional center
expenditures. The Legislature may want to direct this new research unit to evaluate these
differences and to publically provide analysis as to the reason for these variances.

e Analysis Linking Caseload Demographics to Trends in Regional Center Expenditures. DDS
collects various types of data on demographics, diagnosis, and service utilization; however, linking
and analyzing this information for purposes of understanding budgetary trends and changes does
not routinely occur. The Legislature may want to require certain analytics related to explaining
budgetary changes.

Questions.
1. Please provide an overview of this proposal.

2. Has the department considered specific metrics that it plans to annually review and report out
on? What are they?
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Issue 6: Federal Fair Labor Standards Act Implementation

Oversight and Budget Issue. The budget includes $86.5 million ($46.7 million General Fund), an
increase of $54.2 million ($29.2 million General Fund), in purchase of services to reflect full year
implementation of the federal Fair Labor Standards Act (FLSA) to include home care workers in
overtime compensation.

Background. Effective October 1, 2015, new regulations by the federal Department of Labor revised
the implementation of FLSA to include home care workers, also known as personal care assistants, in
overtime compensation.

SB 856 (Committee on Budget and Fiscal Review), Chapter 30, Statutes of 2014 authorized a 5.82
percent rate increase for in-home respite agency services, personal assistance, and supportive living
services, which was scheduled to begin on January 1, 2015, to implement FLSA. However, given court
actions, this rate increase did not go into effect until December 1, 2015. There are no hour caps on
overtime for DD providers, as compared to the overtime caps on In-Home Supportive Service (IHSS)
hours, for example.

SB 82 (Committee on Budget and Fiscal Review), Chapter 23, Statutes of 2015 requires DDS to report
at budget hearings on the impact of the federal Fair Labor Standards Act on individuals with
developmental disabilities.

Subcommittee Staff Comment and Recommendation—Hold Open. Concerns have been raised that
implementation of FLSA could negatively impact some DD consumers. Although a DD rate increase
was provided specifically for FLSA purposes, some providers are eliminating overtime expenditures
and instead hiring additional workers. For consumers with significant needs, continuity of support and
consistency of a worker are critical for wellbeing and good outcomes.

Although the Lanterman Act requires regional centers to use generic services (e.g. IHSS, Medi-Cal,
public school, California Children's Service) when available, with implementation of FLSA, generic
services (e.g., IHSS) may not be appropriate for a consumer’s need for staff continuity and staff
expertise. Consideration could be given to guiding regional centers during the individual program plan
process to evaluate if generic services are appropriate and if not appropriate the consumer would not be
required to utilize those services.

Questions.
1. Please provide an overview of this proposal.

2. As required by SB 82, please provide an update on the impact of FLSA on individuals with
developmental disabilities.
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Issue 7: Home and Community-Based Services (HCBS) Federal Requirements

Budget Issue. DDS requests the following to comply with new federal Home and Community-Based
Services regulations:

1.

Headquarters - $483,000 ($330,000 General Fund) and four positions to support the immediate
workload associated with the state’s transition plan and direct regional center and service
provider efforts to comply with the Centers for Medicare and Medicaid Services’ (CMS) new
regulations for Medicaid-eligible home and community-based settings. The new,
comprehensive regulations create additional workload for planning, training, assessing, and
reporting activities to demonstrate compliance by March 2019 in order for the state to maintain
the current level of $1.7 billion annually in federal financial participation reimbursements for
purchase of services (POS) expenditures.

Regional Center Operations - $1.6 million ($0.9 million General Fund) to fund 21 program
evaluator positions within the regional centers to ensure HCBS program settings are integrated
into the community.

Purchase of Services (POS) - $15 million ($11 million General Fund) to fund modifications to
some service providers’ programs that will be necessary for compliance with HCBS
regulations.

Budget Bill Language — Provisional budget bill language requiring regional centers to report
annually to the department the number of providers receiving these funds.

Trailer Bill Language — Placeholder trailer bill language expressing the Legislature’s intent to
enact Legislation to implement changes necessary to comply with the HCBS regulations.

Background. Recent federal and state actions have articulated a growing preference for the delivery of
services and supports that best promote integration and self-direction for persons with developmental
disabilities. The implementation of these new initiatives will require a significant shift in how services
and supports are provided in California. For example, under new federal home and community-based
waiver and state plan regulations (that go into effect in March 2019) waiver-funded services must meet
certain criteria, including:

The setting is integrated and supports full access to the greater community;

The setting is selected by the individual from among options that include non-disability-
specific settings and an option for a private unit in a residential setting;

Ensure rights of privacy, dignity and respect, and freedom from coercion and restraint;

Optimizes, but does not regulate, individual initiative, autonomy, and independence in making
life choices; and,

Facilitates individual choice regarding services and supports, and who provides them.

CMS Has Not Yet Approved State’s Transition Plan. On November 16, 2015, the Centers for
Medicare and Medicaid Services (CMS) sent a letter to the Department of Health Care Services
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(DHCYS), the lead state agency on this issue, indicating that further information regarding, among other
things, the settings impacted by the new HCBS rule, the timelines for many of the milestones outlined
within the statewide transition plan (STP), and the state’s plan for relocating beneficiaries, if needed.
Additionally, CMS noted that:

The state has omitted from the STP several key details about the site-specific assessment
process including: when provider self-surveys will be completed, how the state will ensure
responses from providers, how beneficiary surveys will be matched to provider assessments,
how beneficiary and provider surveys will be used to identify settings that require on-site
assessment, an estimate of the number of on-site assessments, how the state will ensure
coordination across on-site assessments, and how the on-site assessment tool would be used to
categorize compliant and non-compliant settings.

LAO. Overall, the LAO finds that the Governor’s proposal for positions and community resources to
begin compliance efforts in response to the new federal HCBS rules is a critical next step towards
ensuring federal funding for services in the future. However, because the level of resource
requirements for RC service providers to achieve compliance is highly uncertain and likely subject to
change as described in their analysis, the LAO withholds recommendation on the aspect of the
Governor’s proposal that provides transition support funding to the provider community pending
additional information from the administration.

Subcommittee Staff Comment and Recommendation—Hold Open. Concerns have been raised by
providers that the state has not provided sufficient direction on how these new federal rules may
impact the various types of providers. While the state is still awaiting direction from CMS, it is
essential that state departments, communicate as soon as possible what needs to change and the
processes that will be developed to measure and ensure compliance with the new HCBS rule. Clear
guidance on what is needed to come into compliance and the state’s commitment of resources to
support programs to move towards compliance is essential to successful implementation of this new
rule.

Additionally, concerns have been raised that the state has not taken a proactive approach in discussions
and negotiations with CMS.

This item will also be heard under the Department of Health Care Services (DHCS), as DHCS is
ultimately responsible for ensuring California’s compliance with these federal regulations.

Questions.
1. Please provide an overview of these proposals.
2. What is the timeline for the submittal of a revised statewide transition plan to CMS?

3. Is DDS prioritizing settings that it will assess? If so, using what criteria? If not, why not?
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Issue 8: Self Determination Program

Oversight Issue. Concerns have been raised about the continued delays in implementation of the Self
Determination Program (SDP). DDS originally submitted the SDP waiver application in December
2014 and has been working through CMS questions and concerns since then.

The budget includes budget bill language to allow the transfer of up to $2.8 million from local
assistance to state operations once federal approval occurs. This represents the estimated General Fund
savings in purchase-of-services associated with the SDP program that would be used to offset the
administrative costs incurred by the department.

Background. SB 468 (Emmerson), Chapter 468, Statues of 2013 establishes a statewide self-
determination program, under which consumers are provided with individual budgets and the ability to
purchase services and supports that are consistent with their individual program plan (IPP) and with
the assistance of a financial manager. The SDP program must be consistent with the new federal
HCBS regulations discussed earlier in this agenda. Under the provisions of SB 468, participation will
be limited to 2,500 individuals for the first three years of implementation.

The department has worked with a stakeholder workgroup to design and submit a federal waiver
application to the Centers for Medicare and Medicaid Services (CMS). However, on December 11,
2015, the state received a letter from CMS requesting additional information before the waiver could
be approved. It is unknown at this time when federal approval will occur.

DDS indicates that is it changing its approach with regard to which services would be included as part
of SDP. Originally, DDS did not limit the scope of services and settings that would be included in
SDP, with the goal of offering all services and supports that are currently available. However, DDS
now indicates that it is working with stakeholders on defining services and settings that are likely
already compliant with federal HCBS setting rules (as discussed in the previous agenda item) in the
hopes of implementing SDP in a timelier manner.

Subcommittee Staff Comment and Recommendation—Hold Open.
Questions.

1. Please provide an update on the status of the resubmittal of the SDP application. What key
milestones must be completed prior to resubmittal? What is the timeline for these milestones?

2. Please explain how and why DDS is narrowing the scope of services that would be included in
SDP. What has been the feedback from stakeholders and CMS on this new approach?
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| Issue 9: Four-bed Alternative Residential Model Homes

Budget Issue. The budget includes:

1. $46 million ($26 million General Fund) to help transition and establish smaller alternative
residential model (ARM) four-bed homes for regional center consumers living outside their
family. Originally, this model was based on six-bed homes.

2. Provisional budget bill language requiring regional centers to report annually to the department
the number of facilities receiving these rates.

3. Trailer bill language to establish a rate schedule for residential community care facilities
vendored to provide services to a maximum of four persons with developmental disabilities.
This trailer bill language also prohibits regional centers from authorizing any residential
service-level changes, if the change would increase state costs.

DDS indicates that there are 4,233 ARM community care facilities (CCFs), serving 21,118 consumers.
Of these, 1,618 operate four beds or less and would be eligible for this funding.

Background. The ARM rate structure for CCFs was established in 1988-89. The resulting schedule
established 14 rate levels based on the amount of support required by the residents. At the time this
rate structure was developed, the rates were based on the assumption that there were six residents in
each home. Therefore, all overhead and staffing costs were split six ways to determine the per-resident
rate. Over the last several years, a large number of smaller (three to four bed) facilities have been
developed based on regional center and consumer preferences. This small facility is also in line with
the federal preference toward more individualized settings.

LAO. The LAO recommends the Legislature approve the Governor’s new ARM rate proposal in
concept, pending additional information on the expected impact and implementation details of this
proposal. The LAO finds that this proposal is a reasonable way to meaningfully target spending given
the proposal’s general alignment with state and federal policy and probability that this change would
address an area where there are capacity concerns. The LAO notes that depending on additional
information about the current operational environment of these facilities and consumers they are
serving, as well as details on how this proposal would be implemented, the Legislature may wish to
make modifications to the Governor’s proposal to target these providers differently from what is
presented by the Governor.

Subcommittee Staff Comment and Recommendation—Hold Open. The current ARM rates, which
were based on six residents per facility, do not provide adequate funding for smaller facilities.
However, it is unclear how the Administration has budgeted for the number of facilities with five or
more beds who might transition to four beds or less given the enhanced rate. Consequently, it is not
clear if this projected amount is the total amount available for the establishment of this rate or if it the
minimum amount needed to pay this enhanced rate.
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Questions.
1. Please provide an overview of this proposal.

2. Does this request for funding represent the total amount available regardless of the number of
facilities (i.e., is this a cap)?
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Issue 10: Consumer Program Coordinators Funding

Budget Issue. The budget includes $17 million ($12 million General Fund) to fund additional regional
center (RC) consumer program coordinator positions to reduce caseload ratios and improve case
management functions. Regional center case management services are eligible for federal funding
participation for consumers enrolled under the Home and Community-Based (HCBS) waiver. It is
estimated that this proposed funding would support the addition of about 200 coordinator positions,
about one-third of what is estimated to meet federal caseload ratio requirements.

The budget also includes provisional budget bill language requiring regional centers to report annually
to the department the number of staff hired with these additional funds and the effectiveness of these
funds in reducing average caseload ratios.

Background. The Association of Regional Center Agencies, in a 2013 report, found that a number of
regional centers are not meeting caseload ratio requirements under the HCBS waiver, putting
California at risk for a loss in federal funding.

LAO. The LAO recommends approval of the Governor’s proposal for increased funding to support
improvements in service coordinator-to—consumer ratios and case management functions. The LAO
notes that because the Governor’s proposal would not support staffing changes sufficient to bring RCs
into full compliance with all required caseload ratios, federal funds could still be at risk related to
HCBS waiver consumers. While special session actions taken by the Legislature could help mitigate
some of this risk, that risk remains to some degree to the extent that RCs are not meeting caseload
requirements for HCBS consumers. The LAO recommends the Legislature direct the Administration to
report at budget hearings on the benefits, trade—offs, and implementation issues of targeting caseload
ratio requirements where federal funds are at risk.

Subcommittee Staff Comment and Recommendation—Hold Open. According to the
Administration, at this point it is not requesting the total number of projected coordinators to meet
federal caseload ratio requirements because it wants to consider the impact of this proposal and actions
taken during the special session (e.g., wage increases for direct care staff) to get a better understanding
for the need for these positions.

Given the potential loss of federal funding for not meeting federal ratio requirements, it is unclear why
DDS is not requiring regional centers to use this increased funding to address ratio requirements under
the HCBS waiver. The Legislature may wish to consider modifying the budget bill language to require
regional centers not only report the number of staff hired with the additional funds and the
effectiveness of these funds in reducing average caseload ratios, but also information justifying why a
regional center, if it chooses, uses this funding for non-HCBS coordinators.

Questions.
1. Please provide an overview of this proposal.

2. Why is DDS providing flexibility on how regional centers can use this funding? Why not direct
the funding to address HCBS-related ratio requirements?
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Issue 11: Increased Vendor Audit Coverage

Budget Issue. DDS requests $952,000 ($650,000 General Fund) to permanently establish and retain
the funding for seven full-time positions previously established as limited-term for the Vendor Audit
Section. According to DDS, retaining these positions will enable the department to continue audit
coverage and oversight of the more than $4.6 billion in vendor payments that are disbursed each fiscal
year within the developmental services system.

According to the department’s Vendor Audit Section Work Plan, the section has the capacity to
conduct 31.5 audits annually with existing resources, including the seven limited-term positions. Per
the audit work plan, the section will focus its efforts on vendors with expenditures in excess of $1
million, which comprises 71 percent of total purchase-of-services (POS) expenditures. There are 852
vendors that meet this threshold and DDS proposes to audit 31.5 of these vendors annually (3.6 percent
of vendors with expenditures in excess of $1 million).

Background. The department’s Vendor Audit Section is responsible for conducting billing, staffing,
contract, expenditure, and whistleblower audits of the more than 30,000 vendors (non-duplicated
number of vendors using tax identification numbers) utilized by regional centers (RCs) to provide
services and supports to individuals with developmental disabilities. The audits include Medi-Cal
providers, and expenditures reimbursed by the federal Home and Community-Based Services (HCBS)
Waiver.

In response to budget limitations in the early 1990s, DDS eliminated its audit function. Since that
time, DDS has incrementally restored its audit function and increased audit capacity. Most recently in
fiscal year 2014-15, the department received seven limited-term positions and funding to address a
large backlog of vendor-related whistleblower complaints and increased cases of fraud, waste, and
abuse. Currently, there are a total of 35 positions in the audit branch; 14.0 authorized positions to
conduct the mandated biennial audits of the twenty-one regional centers; 18.0 positions to conduct
vendor audits, and three positions that provide overall management and support services for both RC
and vendor audits.

With the addition of the seven limited-term positions in 2014-15, the section initiated 20 vendor audits,
plus 17 audits stemming from whistleblower complaints; a 48 percent increase from the prior year. As
the section reduces the backlog of whistleblower complaints, it will direct resources to regular vendor
audits.

Subcommittee Staff Comment and Recommendation—Hold Open. According to DDS, in the last
five years, $25 million in incorrect billings has been identified through vendor audits. Subcommittee
staff has requested the LAO to look into what a reasonable level of audit coverage may be for vendors
and to assist in the evaluation of whether or not more resources should be directed for this purpose.
Questions.

1. Please provide an overview of this proposal.

2. Of the $25 million in incorrect billings identified through vendor audits in the last five years,
how much has been collected or recovered from the vendors?

3. What is the policy reason for not auditing more vendors?
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Issue 12: Repeal Prevention Resources and Referral Services Program Statute

Budget Issue. The Governor proposes trailer bill language to repeal obsolete authority for the
Prevention Resources and Referral Services (PRRS) program as eligibility for the Early Start program
was restored in effective January 1, 2015.

Background. The Prevention Resources and Referral Services (PRRS) program, operated by Family
Resource Centers (FRCs), was established in 2011 to provide resource and referral services for
children who were not eligible for the Early Start program due to eligibility changes enacted in 2009.
With the reversal of these eligibility changes effective January 1, 2015, the children formerly served in
PRRS are again eligible for the Early Start program. As a result, the Governor’s Budget reflects that
the funds ($2 million General Fund) previously allocated to PRRS, are now allocated to the FRCs to
provide support for the Early Start program.

Subcommittee Staff Comment and Recommendation—Hold Open.
Questions.

1. Please provide an overview of this proposal.
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Issue 13: Standards Authorizing Medical Services by Regional Centers

Oversight Issue. The Lanterman Act currently requires regional centers to use generic services when
available. Medical and dental services covered by generic resources, such as Medi-Cal, health plan(s)
or private insurance, cannot be purchased by regional centers for consumers enrolled in these insurance
plans without proof of denial from the insurance provider and the regional center determines that an
appeal by the consumer or family of the denial does not have merit. Regional centers may pay for
medical or dental services pending a final administrative decision on the appeal if the family provides
verification that an appeal is being pursued.

This policy was implemented in the 2009-10 budget in order to achieve General Fund savings and
address the state’s budget crisis. At the time, it was estimated that $18.4 million ($17 million General
Fund) would be saved through this policy as consumers would use generic services. Estimates and
methodology to evaluate if these cost savings were realized are not available.

Subcommittee Staff Comment and Recommendation—Hold Open. Concerns have been raised that
this policy presents a cumbersome process for families and delays provision of needed medical care.
According to the state’s federally-mandated protection and advocacy agency (Disability Rights
California), one of the most frequent requests of their Office of Clients’ Rights Advocacy is assistance
on how to access Medi-Cal services and that these requests usually involve a regional center denying
service until a Medi-Cal hearing is requested and resolved. During the last year, this office assisted 281
regional center consumers/families with Medi-Cal issues. Of these, 128 had issues regarding access to
Medi-Cal services. In addition to these cases, it is unclear how many consumers/families who are
denied service by Medi-Cal and regional center and forego the provision of the service.

Simplification of this process, by no longer requiring the pursuit of an appeal, could assist regional
center consumers and individuals transitioning from developmental centers receive timely medical
services. If Medi-Cal denies a service and the regional center pays for the service, as long as this
service is covered under the 1915(i) state plan program or 1915(c) waiver program, the service eligible
for federal financial participation. (Services covered by Medi-Cal and not under the state plan program
or waiver program include physician services and inpatient services.)

Questions.
1. Please provide an overview of this issue.

2. Does DDS have an updated estimate for the General Fund savings associated with this policy?
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http://www.lao.ca.gov/Publications/Report/3351
http://www.lao.ca.gov/Publications/Report/3351






http://www.cdss.ca.gov/cdssweb/entres/pdf/CWRealignmentReport2015.pdf


























































































http://www.dhcs.ca.gov/formsandpubs/Documents/13-01.pdf
























http://www.dhcs.ca.gov/services/MH/Documents/MedCCC/Library/20160111POSStatewide-Final.pdf


















































































































http://calbudgetcenter.org/wp-content/uploads/Budget-Perspective-2015_16-03.04.2015.pdf
http://calbudgetcenter.org/wp-content/uploads/Fact-Sheet-_3.11.15_Due-to-State-Cuts-SSI_SSP-Grants-Lose-Ground-to-Housing-Costs.pdf
http://calbudgetcenter.org/wp-content/uploads/Fact-Sheet-_3.11.15_Due-to-State-Cuts-SSI_SSP-Grants-Lose-Ground-to-Housing-Costs.pdf
http://economicrt.org/publication/all-alone/



http://healthconsumer.org/SSIAdvocacyBestPracticesRpt.pdf




















































































































































































http://www.oshpd.ca.gov/CalMort/
http://www.oshpd.ca.gov/FDD/
http://www.oshpd.ca.gov/HID/
http://www.oshpd.ca.gov/HWDD/
http://www.oshpd.ca.gov/HPEF/
























http://www.leginfo.ca.gov/pub/11-12/bill/sen/sb_1001-1050/sb_1008_bill_20120627_chaptered.html
http://www.leginfo.ca.gov/pub/11-12/bill/sen/sb_1001-1050/sb_1036_bill_20120627_chaptered.html
http://www.leginfo.ca.gov/pub/11-12/bill/sen/sb_1001-1050/sb_1036_bill_20120627_chaptered.html






http://www.leginfo.ca.gov/pub/11-12/bill/sen/sb_1001-1050/sb_1008_bill_20120627_chaptered.html
http://www.leginfo.ca.gov/pub/11-12/bill/sen/sb_1001-1050/sb_1036_bill_20120627_chaptered.html
http://www.leginfo.ca.gov/pub/11-12/bill/sen/sb_1001-1050/sb_1036_bill_20120627_chaptered.html












http://www.dhcs.ca.gov/formsandpubs/laws/Documents/14-026_REDACTED_PACKAGE.pdf

























































































































































