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caseload costs will be distributed among all 58 counties through the remaining growth subaccounts. Therefore,
counties have little incentive to seek savings in their caseload costs. This dynamic will likely intensify in the coming
years as counties decide whether to increase IHSS program expenditures (due to non-realignment policy changes)--
potentially driving up caseload subaccount payments without facing significant fiscal incentives to control their costs.

Revenue Stream Has Been Stable, But Lacks a Reserve

The combination of the half-cent sales tax and a portion of the VLF has generally provided counties a stable, reliable,
and expanding funding source for the realignment portion of the various programs. Overall annual growth rates have

exceeded 5 percent during the past five years. In an economic downturn, reali
rise at the same time that revenue growth would slow. Currently,

gnment program demands would likely
no mechanism exists within realignment for a funding

reserve to assist counties in such a situation. Furthermore, due largely to the property tax shifts of the early 1990s,
y eroded over the past decade--leaving most counties with limited

counties' general purpose revenues have generall
access to alternative revenues in such a situation.

Funding Allocations Have Favored Social Services

Under the initial realignment allocations, the social services account received 24 percent of total funds, mental health
34 percent, and health 42 percent. In the mid 1990s, as shown in Figure 6 , growth rates for both the mental health and
health accounts exceeded the rate for the social services account. However, in more recent years, the social services
\ account has outpaced the other accounts in growth rates--receiving about half of new revenues in 1998-99. The social
services account has averaged 10 percent growth since the beginning of realignment, while the health and mental

health accounts have averaged 6 percent growth. Consequently,
larger share of the total realignment allocations. As shown in Fig

account was receiving 27 percent of total funds, mental health 32 percent, and health 41 percent.

Figure 6
Realignment Account Revenues

the social services account has, over time, gained a
ure 7, by the end of 1998-99, the social services

Grow!th Rales
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14 — Sorial Services [’ P
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Figure 7
Changes in Account Shares of Realignment Funds
I Mental Health | Social Services | Health H

1991-92 34.0% 23.7% 42.3%
1998-99 32.0 271 40.9
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Pursuant to realignment legislation, counties are no longer required to submit their AB 8 Plans and Budgets to the
state. Today's level of reporting does not include the tracking of specific diseases or detailed staffing information.

Much of the previously collected data was helpful at the state level for understanding a particular county's approach to
providing health services. Aggregating this data for statewide analysis, however, could only be done manually. As a
result, it was difficult for DHS to use the reported data for policy purposes.

Lack of Data Restricts Statewide Evaluation. Our analysis of realignment's impact on health programs indicates that
there are data gaps in the realigned health programs. Specifically, there is no state system to collect data regarding
each county's (1) total expenditures for indigent care by fund source, or (2) total expenditures by fund source for each
major spending category--public health, indigent inpatient care, and indigent outpatient care. The lack of this data
leaves the state unable to answer fundamental questions regarding the provision of health services in each county and
hampers the state's ability to devise effective health financing policies and budgets.

Flexib‘ility Could Be Enhanced

Realignment appears to have improved county fiscal flexibility in some areas. For example, realignment has provided
additional authority to shift resources between AB 8 services and MISP services to the area of greatest need.
Specifically, any growth in realignment funding that counties receive can be spent in either the AB 8 service area
(public health, inpatient care, or outpatient care) or MISP (indigent care) area.

Assembly Bill 8 Historical Restrictions Remain. Realignment, however, has continued some funding restrictions
within the allocations for AB 8 services. Prior to realignment, a county had the authority to use state AB 8 General Fund
monies within the public health area for (1) those programs that it had selected to fund just prior to the passage of AB 8
in 1979 and (2) any new public health programs that were established subsequent to the passage of AB 8. A county
could not, however, use AB 8 funds for any existing public health programs that the county had not funded in the year
prior to AB 8. Realignment's preservation of this restriction limits the discretion of counties to shift realignment funds
among public health programs, leverage federal funds, implement local cost-saving measures, or reflect current local
preferences. :

These restrictions have created difficulties for at least one county. Humboldt County officials wanted to use realignment
funding for administrative costs associated with public health programs. After the county sought clarification from the
state, DHS denied the county the use of realignment funds for this purpose because the county had not used certain
funding prior to AB 8 for this purpose. Other counties which did spend their funding on this purpose years ago would be
~ eligible to spend their realignment dollars in this manner.

Crosscutting Realignment Issues

Realignment has generally provided counties with a stable and flexible revenue source. Realignment's growth
allocation formulas have not, however, created incentives for counties to control their costs. Over time, the
social services account has gained a greater share of total realignment dollars, with a corresponding reduction
in the shares of funding for health and mental health programs. While these formulas have somewhat reduced
allocation inequities,

22 counties remain "under-equity" as defined by realignment law. Realignment's transfer provisions were used
by many counties over a five- year period and provided those communities an opportunity to adjust funding
allocations in order to reflect local priorities.

Fiscal Incentives Could Be Improved

As discussed earlier, one of the original goals of realignment was to design a system that, through changes in fiscal
incentives, would encourage counties to make more cost-effective and efficient program decisions. In the social
services discussion above, however, we highlighted how the passage of Chapter 100 in 1993 effectively restored the
pre-realignment cost-sharing ratios for the realigned programs. These pre-realignment ratios generally required only
minimal county contributions for new caseload expenditures and, therefore, counties have little incentive to control their
caseload costs, as was the case prior to realignment.

Growth Allocation Formulas Limit Incentives to Control Costs. Furthermore, the system of revenue growth
allocations provides little benefit to those counties which do reduce their caseload costs. This is because counties are
not permitted to retain any realignment caseload savings. Rather, each dollar that a county saves in realignment
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igible for fost care grants if they are living with @ foster caré prov'\der under 2 court order ora yoluntary agreement
n i ment of social Services (DSS)

nan ace @ .
or ome, C unty welfaré departments have the discretion to place a child in M a foster
405 to $569 monthty), 2)a foster family agency nome (31 467 10 $1,730 monthly), OF 3 a

0
group home N 35210 $5,732 monthly)-

upportive gervices- h

ed, blind, and disabled persons. The costs of this program are chared by the federal, state, and county governments.
ligible for IHSS if he or she lives in his or her own home and meets gpecific criteria related to eligibility
for the Supp\ementa\ security \ncomeIState Supp\ementary Program. Services aré intended to serve as an alternative
to out-of-home care, but eligibility for the pro ramis not pased on an tnd'\vtdua\‘s risk of '\nst'\tut'\ona\'\zatton. Author'\zed
ser\l'tcesjnc\ude domestic services, nonmedtca\ persona\ care services, and protectwe super\l'\s'\on.

The DSS provtdes oversight for the IHSS program. and county welfare departments make assessments regard'\ng ’
client eligibility, montht nours of service per case, and duration of services- In addition. counties prov'\de various
ernvi

adm'\n'rstrattve services related to worker wages., taxes, {raining, and referrals.

: nce-
known as AFDC. This program, like its successor program-- e CalW s program—prov'rde I assistance to
families with incomes inade uate to meet their pasic eds. Some families also rece‘wed We\fare-to-work services

ne
(such as job search, on-the-job training, and education) through the GAIN program-

Changes in Cost—Shar‘\ng Ratios tntended to control Costs

prior to realignme in both foster caré and IHSS, costs weré genera\\y shared bY the federal, state, and local
i i te paid virt

nonfedera\ costs for poth programs. Although foster caré ptacement decisions an HSS assessmen s of client needs
were made at the county level, counties at that ime assumed little of the fiscal respons'\b'\\'rty for these decisions- nder

these sharing ratios, counties therefore nad little incentive 1o seek the most cost-eﬁect'we alternatives within these care

Under rea\'\gnment, the Legislature s'\gn'rﬂcant\y 'rncreased the county share of nonfedera\ costs for these programs
(from 5 percent to 60 percent for foster care and from 3 percent t0 35 percent for IHSS). To pay for any net caseload

cost increases asa result of these cost-sharing changes, the original rea\tgnment statute prov'rded counties with a fixe

amount of dollars from growth revenues.

changes Was to establish county incentives to contro! costs. Both the change in sharingd

urpose 0 es
ratios and the fixed amount of growth funds available for new cases weré expec ed to create fiscal pressuré on
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the structure and finances of county mental health systems have occurred since the enactment of realignment. These
include the establishment of a statewide program of managed care for mental health services under the Medi-Cal
Program and the resulting consolidation of fee-for-service Medi-Cal services with the county mental health system in
each county. In addition, the statewide Medi-Cal plan was amended to allow a broader array of mental health services,
including case management, to be reimbursed under the Medi-Cal Program. Other key changes have been the
dramatic expansion of mental health services for children under the Early and Periodic Screening, Diagnosis, and
Treatment (EPSDT) program and the commitment of additional state funds to expand services for homeless mentally ill
persons.

County officials indicate that, in a number of cases, the availability of realignment funding has enabled them to take full
advantage of these other changes in the mental health system to expand their services and caseloads. For example,
county officials have indicated that they have used realignment funding to expand rehabilitative services for mentally ill
persons who are eligible for Medi-Cal. Because the federal government is obligated to pay for half the cost of Medi-Cal
services, counties are in a position to "buy" more mental health services for less money by effectively leveraging the
realignment-funds available to them. 5

What Mental Health Realignment Has Not Changed

Accountability System Still Needs Improvement. Implementation of realignment has yet to result in a significant
improvement of the state's oversight of the provision of community-based mental health services. Several efforts are
progressing to establish new, standardized measures by which to judge the performance and quality of county mental
health programs. A committee of state and county officials and mental health program providers appears to be nearing
completion of an initial list of agreed-upon performance measures providing data on the cost of services, client and
family satisfaction, client retention rates, and other factors. Another committee continues to examine the process by
which counties would be held accountable for their performance. Also, a new statewide computerized Client and
Service Information System (CSIS) is coming on-line, providing more up-to-date information on a statewide basis
regarding the demographics, diagnoses, and treatment outcomes of mental health clients. As of September 2000,
about 49 counties were in compliance with state CSIS data-reporting rules.

However, completion of these efforts is long overdue. The establishment of statewide performance outcome measures
was initially to have been completed by 1992-93. More recent legislation requires that measurements of access and
quality for mental health care provided in community-based programs be developed by an undetermined date, with a
status report to the Legislature by March 2001. Despite the progress made to date, it remains unclear when and if these
efforts will lead to an effective statewide system providing rewards for counties with exemplary programs and
appropriate consequences for counties that do not meet minimum performance standards.

Not All Mentally Ill Are Served. Realignment was intended to help stabilize mental health funding, and also enable
some marginal growth in county systems. Realignment, however, was not meant to close the gap in meeting the state's
full mental health service needs, and it has not done so. Given recent estimates that 600,000 seriously mentally ill
persons annually lack needed mental health services, substantial additional funding might be needed to accomplish
such an expansion.

Social Services Programs

Realignment increased the county share of nonfederal costs for certain health and social services programs,
and reduced the county share for others. These increased shares of costs in a number of programs, paired
with limited funds for new cases, were initially intended to create incentives for counties to control costs.
However, early legislative changes to the realignment program largely negated realignment’s cost control
incentives. Although realignment altered the costs shared between the state and counties for cash assistance
programs, the changes implemented by welfare reform have overshadowed the impact of realignment in this
area.

Major Programs Affected

Our analysis focuses on the major social services programs affected by realignment--specifically, foster care, IHSS,
and AFDC/CalWORKs. These three programs accounted for 85 percent of realignment's net shift in social services
costs in 1991.

Foster Care. Foster care is an entitlement program funded by the federal, state, and local governments. Children are
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program changes, rather than realignment. Although in some cases, realignment
enabled county officials to take advantage of these other changes.

= State oversight of community-based programs, including the adoption and enforcement
of performance outcome standards, has not improved as intended under realignment.

Improved Program Efficiency and Flexibility. The implementation of realignment has generally succeeded in
establishing better coordinated, more flexible, and less costly mental health programs in the community. The evidence
suggests that counties have been successful in shifting their treatment strategy so that fewer clients receive treatment
in costly mental health hospitals and other long-term care facilities and more clients are served with a potentially more
effective treatment approach in less costly community-based outpatient and day-treatment programs.

As shown in Figure 5 (see page 14), county LPS placements in state mental hospital beds dropped dramatically after
the enactment of realignment—from about 1,900 in 1992-93 to about 850 today. The number of patients placed in IMDs
has also dropped. Before realignment was enacted almost 3,900 mentally ill persons were in IMD beds at any given
time. The DMH recently estimated the IMD population to be about 3,500.

Counties Are Using
Fewer State Mental Hospital Beds
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County expenditure reports document that the funds saved by scaling back inpatient care have shifted to outpatient
treatment. In 1991-92, when realignment was enacted, county mental health program expenditures for outpatient care
were about $300 million, about 32 percent of their total spending. By 1997-98 (the most recent year for which statewide
data is available), $666 million was being spent on outpatient care, and these expenditures represented 42 percent of
their total spending. Realignment funding played a critical role in this expansion of outpatient care. About $72 million in
realignment funding was used to support outpatient care programs in 1991-92. By 1997-98, this amount had almost
quadrupled to $265 million.

County officials have indicated that the new flexibility they gained under realignment has allowed them to launch
experimental community-based programs to better coordinate services for their clients and to establish new types of
services that were previously unavailable. Los Angeles County, for example, initiated an effort to coordinate the
services its mental health programs provide to adults and children with other social services agencies within targeted-
neighborhoods. San Diego County established "clubs" for mentally ill clients in the community where they receive peer
counseling and other nontraditional support services. Riverside County created special teams of county staff members
to respond to the crises of individual patients in the community and divert them from commitment to expensive inpatient
beds. Some of these experimental programs might not have been possible without realignment's elimination of some
categorical programs.

Non-Realignment Policy Changes Have Also Influenced Program Changes. These major changes in mental health
programs over the past decade should not be attributed to realignment alone. A number of other significant changes to
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uncertainty created by the annual state appropriations process was harmful to the development of sound community
programs. The significant year-to-year swings in funding levels and uncertainty in the state budget process were also
said to have discouraged county government officials from making the multiyear commitments needed to develop
innovative programs. Before a pioneering new program could be staffed, made operational, and fully developed over
several years, a county mental health department was at risk of having to scale back the commitment of funding and
personnel for such efforts. The intent of realignment was to provide mental health programs stable and reliable funding
through a dedicated revenue source in order to foster better planning and innovation.

Program Flexibility Was Constrained. The lack of flexibility provided to counties to use the resources available to
them in the most cost-effective and medically effective manner was also a concern at the time realignment was
considered. For example, prior to realignment each county was given a set allocation of beds for seriously mentally ill
patients receiving a civil commitment to the state mental hospital system under the Lanterman-Petris-Short (LPS) Act.
Counties were also allocated state-funded nursing care beds known as Institutions for Mental Diseases (IMDs). A
county mental health department did not have the option of using fewer LPS or IMD beds and instead using the money
for much less-costly (and in some cases potentially more medically effective) community-based treatment programs. In
effect, counties were required to "use or lose" their allocation of LPS or IMD beds even if more cost-effective options
were available.

Counties were also concerned that much of the state funding for their mental health systems was in the form of
categorical programs, by which specific state grants were restricted for use for programs assisting specific target
groups of mentally ill individuals. This categorical funding approach limited the ability of county mental health systems
to meet the specific mental health needs of their communities and to combine funding from various programs to
coordinate services.

The realignment plan was intended to provide additional flexibility to the counties in their use of state funding. For
example, the realignment plan directly allocated to county mental health systems the funding for LPS beds within the
state hospitals and for IMDs. Counties were free to continue to use the funds for the same number of LPS or IMD beds
as before. With advance notice to the state, however, they could use fewer beds than previously allocated and use the
savings for other components of their community-based programs. The realignment plan also eliminated some
categorical community-based mental health programs, including the Community Support System for Homeless Mentally
Disabled Persons and the Self-Help for Homeless programs. The counties were free either to continue the programs
using realignment funds or to reallocate the funds to other purposes.

System Accountability Deemed Lacking. Finally, the enactment of realignment was intended to provide more
effective state supervision and oversight of local mental health programs. While the state had long collected fiscal and
program activity data about community-based mental health programs, state policymakers had voiced concern that the
state had little information about the effectiveness of the county programs it had been funding. For these reasons, the
realignment legislation expressed the intent that the state implement an effective data system that would measure such
performance outcomes.

Results of Mental Health Realignment

Funding Stability Did Improve. The realignment plan adopted by the Legislature and Governor (as shown in Figure 4)
addressed concerns over the lack of funding stability for community-based mental health programs by shifting a share
of sales tax and VLF revenues to counties along with the primary fiscal responsibility for operating those programs.
Since an initial shortfall caused by the state's recession, the total amount of state revenues redirected to county-run
mental health programs under realignment has grown fairly steadily. Mental health realignment funding is anticipated to
exceed $1 billion in the current fiscal year, an increase of more than $350 million since 1991-92 and an average annual
growth rate of 6 percent.

Figure 4

The Results of Mental Health Realignment

= Funding stability of county mental health systems generally improved amid steady
growth of their realignment funding over the last decade.

= Realignment has generally worked to allow counties to run better coordinated, more
flexible, and less costly community programs.

= Some of the improvements in mental health systems are due to other subsequent
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"Poison Pill" Provisions

At the time of the enactment of the realignment statutes, it was unclear whether the legality or constitutionality of any of
the components would be challenged. Therefore, a series of "poison pill" provisions were put into place that would
make components of realignment inoperative under specified circumstances. These provisions are still active and fall
into three types.

Reimbursable Mandate Claims. If, as a result of the realignment provisions, (1) the Commission on State Mandates
adopts a statewide cost estimate of more than $1 million or (2) an appellate court makes a final determination that
upholds a reimbursable mandate, the general provisions regarding realignment would become inoperative.

Constitutional Issues. Although local entities receive their realignment VLF allocations as general purpose revenues,
the realignment statute requires that each entity must then deposit an equal amount of revenues into their health and
mental health accounts. Section 15 of Article XI of the State Constitution requires VLF revenues to be subvened to
cities and counties. If a final appellaté court decision finds that the realignment provisions related to VLF deposits
violate the Constitution, the VLF tax increase from 1991 would be repealed.

Similarly, if a final appellate court decision finds that revenues from the half-cent realignment sales tax are subject to
Proposition 98's education funding guarantee, this. portion of the sales tax would be repealed.

Court Cases Related to Medically Indigent Adults. If a final appellate court decision finds that the 1982 legislation
that transferred responsibility from the state to counties for providing services to medically indigent adults constitutes a
reimbursable state mandate, the VLF increase would be repealed.

If any of these poison pill provisions were to take effect, the affected statute would become inoperative within three
months, with the precise timing dependent on the particular provision.

Evaluating Realignment

Below we analyze the impacts of realignment in detail for each of the three areas affected--mental health, social
services, and health programs. We have focused upon the major programs and therefore, do not discuss every
program funded by realignment. We also discuss several realignment issues which cut across the program areas.

Mental Health Programs

The realignment of mental health programs has accomplished most of its original intended purposes. The
relative fiscal stability and flexibility that has resulted from the shift of funding and program responsibilities
from the state to the counties has encouraged efficiency and innovation while resulting in modest revenue
growth. However, significant concerns remain regarding efforts to have the state measure and track the
performance of the counties in using the funds.

As was noted above, the Legislature had a number of programmatic and fiscal goals in enacting the realignment of
mental health care programs. Our review of expenditure and caseload data over the last decade and discussions with
state and county officials strongly suggests that most of the original intended purposes of realignment have been
accomplished.

Pre-Realignment Concerns

Mental Health Funding Once Vulnerable. Before the enactment of realignment, state funding for local mental health
services was subject to annual legislative appropriation, which could vary significantly from year to year depending
upon the state's financial condition. Because 90 percent of so-called Short-Doyle grant funding for mental health
programs generally came from the state (with the remaining 10 percent funded by the counties), local mental health
services were particularly vulnerable to reductions when the state was faced with financial shortfalls. In

1990-91, for example, state expenditures for community mental health programs declined by about $54 million or

8.6 percent below the prior-year's spending level.

At the time that realignment legislation was considered, mental health program experts had voiced concern that the
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health programs to those counties which participate in CMSP.

= General Growth Subaccount. The general growth subaccount (all three accounts) makes its allocations to
counties in proportion to their share of state funding for the non-social services caseload realigned programs.

m Equity Subaccounts. There are four active subaccounts designed to provide payments to those counties below
the statewide average in various components of health and mental health funding. The statewide average for
equity is defined in statute by a formula based on population and poverty. These equity subaccounts will cease
operating within several years when their total lifetime allocations reach $207.9 million. The four subaccounts
are the Community Health Equity Subaccount (health account), Indigent Health Equity Subaccount (health
account), State Hospital Equity Subaccount (mental health account), and Mental Health Equity Subaccount
(mental health account).

Figure 3 summarizes the specific distributions of revenues in 1998-99, when realignment revenues totaled $2.9 billion.
In that year, the total amount owed the caseload subaccount exceeded the total growth in sales-tax revenues.
Consequently, no other subaccount received funding from the sales tax growth in 1998-99, and the remaining 1998-99
-caseload obligation is allocated from the 1999-00 sales tax growth: In those years where caseload allocations account
for the entire amount of sales tax growth, VLF growth funds are allocated to the subaccounts in the same proportion as
the 1996-97 allocations.

Figure 3
Distribution of Realignment Revenues
1998-99
(In Millions)
Account

Mental Health | Social Services [Health| Total
Base Revenues (from 1997-98) | $888| $691| $1,144| $2,723
Growth Subaccounts
Caseload $96 $96
CMSP - == $9
Community Health Equity -- - 11 11
Indigent Health Equity -- -- 5 5
State Hospital Equity $6 -- -- 6
Mental Health Equity 4 -- - 4
General Growth 25 5 29 59
Totals $923 $792| $1,197| $2,912
VLF Collections $14 -- - $14
Total Revenues $937 $792| $1,197| $2,926
Me: Totals may not add due to rounding. j

Transfer Provisions

Although funds are deposited into the three separate accounts in each county, the realignment statute allows for
transfers of dollars among these accounts in certain circumstances. These transfers allow counties to adjust program
allocations to best meet their service obligations.

Each county is allowed to transfer up to 10 percent of any account's annual allocation to the other two accounts. In
order to take advantage of this provision, the county must document at a public meeting that the decision is being made
to ensure the most cost-effective provision of services. Each county may transfer an additional 10 percent from the
health account to the social services account under specified conditions. Each county may also transfer an additional
10 percent from the social services account to the mental health or health accounts under specified conditions. All
transfers apply for only the year in which they are made, with future allocations based on the pre-transfer amounts.
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Allocation of Realignment Revenues
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Growth Revenues. Any amount by which the sales tax and VLF realignment revenues have grown is deposited into a
series of state subaccounts, each associated with one of the mental health, social services, or health accounts of each
county. Sales tax growth funds are first committed to the:

m Caseload Subaccount. The caseload subaccount (part of the social services account) provides funds to repay
counties for the changes in cost-sharing ratios for specified social services programs (and CCS, a health
program) implemented as part of realignment. The payments from the caseload subaccount are calculated
based on annual changes in caseload costs and made a year in arrears. The payments to each county are the
net of all changes in caseload costs when compared to their costs under pre-realignment cost-sharing ratios. In
other words, the county payments are adjusted to reflect both cost increases and savings due to caseload
changes.

Any remaining sales tax growth funds and all VLF growth funds are allocated to the following subaccounts (which then
flow back into one of the three main accounts, as noted in parentheses).

m County Medical Services Program Subaccount. The CMSP subaccount (health account) provides funding for
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funding for both mental health and health programs. Long Beach and Pasadena receive funding for health programs.
The Tri-City area (Claremont, LaVerne, and Pomona) receives funding for mental health programs.

Allocation of Revenues

revenues for 1998-99. Growth in revenues between the two years was then allocated based on a series of statutory
formulas. Thus, a county's base revenues in 1998-99 plus any growth revenues received in that year becomes the
base for 1999-00.

Figure 2 (see page 8) illustrates how these revenues are allocated. The allocation of growth revenues is described in
more detail below. '
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they are living with a foster-care provider under a court order or a voluntary agreement between the child's
parent and a county welfare department.

a Child Welfare Services (CWS) Program. The CWS program provides ongoing services to abused and
neglected children and children in foster care and their families.

u In-Home Supportive Services (IHSS). The IHSS program provides various services to eligible aged, blind, and
disabled persons who are unable to remain safely in their own homes without such services.

m County Services Block Grant (CSBG). The CSBG funds can be used for various social services, including
adult protective services and programs to provide information and referrals.

m Adoption Assistance Program. The Adoption Assistance Program provides grants to parents who adopt
children with special needs. The grant levels, which vary by age, conform to foster family home rates until the
adopted child is 18 or 21 years of age.

s Greater Avenues for Independence (GAIN) Program. Under the GAIN program--subsequently replaced by
the California Work Opportunity and Responsibility to Kids (CalWORKs) program--cash assistance recipients
received education and job training services in order to help them find jobs and become financially independent.

Reduced Cdunty Share

» The AFDC-Family Group and Unemployed Parent Program. The AFDC programs, succeeded by
CalWORKs, provided cash grants to families with children whose incomes were not adequate to meet their basic
needs. '

» County Administration. The federal, state, and county governments share the costs of administering the AFDC
(now CalWORKSs) and Food Stamps programs.

Realignment Revenues

Revenue Sources

In order to fund the more than $2 billion in program transfers and shifts in cost-sharing ratios, the Legislature enacted
two tax increases in 1991, with the increased revenues deposited into a state Local Revenue Fund and dedicated to
funding the realigned programs. Each county created three program accounts, one each for mental health, social
services, and health. Through a complicated series of accounts and subaccounts at the state level (described below),
counties receive deposits into their three accounts for spending on programs in the respective policy areas.

Sales Tax. In 1991, the statewide sales tax rate was increased by a half-cent. The half-cent sales tax generated
$1.3 billion in 1991-92 and is expected to generate $2.4 billion in 2001-02.

Vehicle License Fee. The VLF, an annual fee on the ownership of registered vehicles in California, is based on the
estimated current value of the vehicle. In 1991, the depreciation schedule upon which the value of vehicles is calculated
was changed so that vehicles were assumed to hold more of their value over time. At the time of the tax increase,
realignment was dedicated 24.33 percent of total VLF revenues—the expected revenue increase from the change in the

depreciation schedule.

In recent years, the Legislature has reduced the VLF tax rate. As of this year, the effective rate is 67.5 percent lower
than it was in 1998. The state's General Fund, through a continuous appropriation to local governments outside of the
annual budget process, replaces the dollars that were previously paid by vehicle owners. In other words, realignment
continues to receive the same amount of dollars from VLF sources as under prior law. The VLF allocations to
realignment have grown from $680 million in 1991-92 to an expected $1.2 billion in 2001-02.

The VLF Collections. In 1993, the authority to collect delinquent VLF revenues was transferred from the Department
of Motor Vehicles to the Franchise Tax Board (FTB) in order to increase the effectiveness of delinquent collections. The
first $14 million collected annually by the FTB is allocated to counties' mental health accounts as part of realignment.
The distribution schedule is developed by the State Department of Mental Health in consultation with the California
Mental Health Directors Association.

Jurisdictions Affected

All counties are affected by realignment and receive funding from the two revenue sources. In addition, a few cities also
receive realignment funding due to their historical responsibility for some of the realigned programs. Berkeley receives
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operated under fiscal incentives that did not encourage the most cost-effective approaches to providing
services. By changing these incentives, the Legislature aimed to both control costs and encourage counties to
provide appropriate levels of service.

u Shift Responsibility to Counties. In many areas, realignment aimed to shift responsibility over program
decisions from the state to counties.

u Maintain State Oversight Through Performance Measurement. While shifting program responsibility to
counties, the state wished to maintain a level of oversight over the administration of these programs. The
Legislature expressed its desire to move towards oversight that relied more on outcome and performance-based
measures and less on fiscal and procedural regulations.

u Ability to Alter Historical Allocations. While the initial allocations to each jurisdiction were based on their level
of funding just prior to realignment, the Legislature indicated its desire to equalize some future funding based on
such factors as poverty incidence and changes in program caseloads.

Program Transfers ’ i

In 1991, realignment transferred more than $1.7 billion in state program costs to counties, accompanied by an
equivalent amount of realignment revenues. While eliminating state General Fund spending, the state maintained
varying degrees of policy control in these areas. These programs, as detailed below, are now funded through
realignment dollars and other county sources of funds.

= Community-Based Mental Health Services. These services, which are administered by county departments of
mental health, include short- and long-term treatment, case management, and other services to seriously
mentally ill children and adults._ ,

m State Hospital Services for County Patients. The state hospitals, administered by the state Department of
Mental Health (DMH), provide inpatient care to seriously mentally ill persons placed by counties, the courts, and
other state departments. '

m Institutions for Mental Diseases (IMDs). The IMDs, administered by independent contractors, generally
provide short-term nursing level care to the seriously mentally ill.

m Assembly Bill 8 County Health Services. This group of services reflects 1979 legislation (AB 8, Greene), in
which counties received state funds for county health services and matched state funds with their own general
purpose revenues for the same purpose. The state funding could be used for public health, and inpatient or
outpatient medical care at the discretion of each county. Public health activities were broadly defined to include
personal health programs, such as immunizations and public health nursing, as well as environmental health
programs and administration. Inpatient and outpatient services included but were not limited to indigent medical
care. :

= Medically Indigent Services Program (MISP). The MISP was a state fund source for larger counties to support
the cost of medical services for persons not eligible for Medi-Cal and who had no source of payment for their
care.

m County Medical Services Program (CMSP). The CMSP provides medical and dental care to low-income,
medically indigent adults in smaller counties. These counties contract with the state to administer the program.

m Local Health Services (LHS) Program. The LHS Program provided state public health staff to small rural
counties.

In addition, realignment eliminated two block grants that had previously provided funding to counties. The County
Justice Subvention Program had provided funding for local juvenile justice programs, and the County Revenue
Stabilization Program had provided funding to improve the fiscal condition of smaller counties. At the time of
realignment, the value of these block grants totaled $52 million. Counties received in their place an equal amount of
realignment funding that could be used for juvenile justice, health, mental health, or social services programs.

Cost-Sharing Ratio Changes

As shown in Figure 1, realignment increased the county share of nonfederal costs for a number of health and social
services programs. In two cases, the county share of costs was reduced. These programs are detailed below.

Increased County Shares

u California Children's Services (CCS) Program. The CCS program provides medical diagnosis, treatment, and
therapy to financially eligible children with specific chronic medical conditions.
= Aid to Families with Dependent Children (AFDC)-Foster Care. Children are eligible for foster-care grants if
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Public Health

= AB 8 County Health Services
= Local Health Services

Indigent Health

= Medically Indigent Services Program
= County Medical Services Program

Local Block Grants

.= County Revenue Stabilization Program
= County Justice Subvention Program

County Cost-Sharing Ratio Changes

State/County Shares Of Nonfederal
. Program Costs (%)

Prior Law | Realignment
Health
= California Children's Services 75/25)| 50/50]|
Social Services '
= AFDC--Foster Care (AFDC-FC) 95/5 40/60
= Child Welfare Services 76/24 70/30
= In-Home Supportive Services 97/3 65/35
= County Services Block Grant 84/16 70/30
= Adoption Assistance Program 100/0 75125
= Greater Avenues for Independence program 100/0 70/30
= AFDC--Family Group and Unemployed
Parent (AFDC-FG&U)? 89/11 95/5
= County Administration (AFDC-FC, AFDC-
FG&U, Food Stamps)? 50/50 70/30

Local Revenue Fund

= Sales tax--half-cent

= Vehicle License Fee--24.33 percent

a The AFDC-FG&U program was subsequently replaced by CalWORKs.

Realignment Principles

While closing the budget gap was a top priority at the time, the Legislature also relied on a series of policy principles in

implementing the realignment changes, including:

m Dedicated Revenue Stream. \Whereas a number of the realigned programs previously had relied on annual
appropriations of the Legislature, realignment hinged on the dedication of a portion of the sales tax and VLF--
outside of the annual budget appropriation process--to selected programs. The intent of realignment was to
provide greater funding stability for selected health, mental health, and social services programs. At the same
time, the Legislature maintained control of the allocation of these revenues to reflect legislative priorities. The

series of allocation formulas developed by the Legislature are discussed in detail below.

m Increased County Flexibility. The Legislature hoped to free counties from unnecessary state regulation of
programs, provide counties the freedom to expand program eligibility or service levels at their discretion, and

foster innovation at the local level.

= Productive Fiscal Incentives. In the years before realignment, it was clear in some cases that counties
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eliminate these restrictions on county flexibility and explore other ways to increase program flexibility without a loss of
accountability.

Create a Reserve Subaccount. We recommend that the Legislature create a realignment reserve subaccount. The
establishment of such a reserve would help mitigate the need for program reductions during periods of economic
difficulty. In this regard, the Legislature could create a reserve subaccount either from (1) existing realignment revenue
growth (thereby lowering new revenues available for program spending), or (2) a new revenue source, presumably a
state General Fund appropriation. When the funds accumulated in the reserve subaccount reached an adequate level,
further contributions could cease. If realignment revenues were to stagnate during a recession, the reserve would
automatically be allocated to counties to stabilize their program funding.

Considering Realignment as a Model for
Future Program Decisions

Given a decade of relative success with realignment, we believe its approach to state-county relations can be a useful
model for future legislative action in at least three situations, described below. ’

Expanding Existing Realignment Services. If the Legislature wished to increase the levels of service provided by
existing realigned programs, it has several approaches available. For example, it could enact new statutes or specific
state General Fund budget appropriations for particular programs. However, the Legislature may wish to instead
consider adding additional resources to the existing realignment revenue streams--with counties choosing which
specific programs to fund. Providing counties with additional resources within realignment would provide them with the
flexibility to meet their different needs (within the general set of realignment programs). To promote accountability, a
county's receipt of any additional realignment funding could be contingent upon its providing data on specific
performance outcome measurements. The state could establish an Internet Web site to publish a "report card" allowing
the public to compare the performance of each county with these standards.

Adding Related Services to Realignment. In order to improve flexibility for programs which provide similar services
as the realignment programs, the Legislature could consider the transfer of these additional programs to the county
level--along with an equivalent amount of a dedicated revenue source--and integrate them into realignment. For
example, the local assistance programs of the Department of Alcohol and Drug Programs now supported through
annual state General Fund appropriations could be transferred to the counties with revenues equal to their present level
of state General Fund dollars (about $128 million). Likewise, in order to further realignment's original goal of creating
productive fiscal incentives, counties could also receive additional fiscal responsibility for the mental health services
provided under the $563 million EPSDT program. The EPSDT costs have been growing at an average annual rate of
28 percent. County costs for EPSDT are fixed at about $120 million, with the additional costs of the program borne by
the state and federal governments. Thus, counties currently have no fiscal incentive to attempt to control the rapid
growth in EPSDT spending--such as by implementing a rigorous utilization review process.

Applying the Concept to Non-Realignment Programs. Finally, realignment could be used as a model to "realign”
state-county programs in another policy area separate from the existing realignment structure by using a dedicated
revenue stream, local flexibility and authority, and accountability for new or expanded programs. In the past, we have
suggested that juvenile justice, adult parole, and substance abuse might be appropriate programs for further
realignment. Providing counties additional resources within a specified policy area, if implemented appropriately, could
strengthen local control of program decision making, improve program coordination, reduce growth in state
administrative costs, and establish clearer lines of accountability for the success of these programs.

Conclusion

The 1991 realignment of mental health, social services, and health programs has been largely a successful experiment
in the state-county relationship. In particular, a dedicated revenue stream for the realigned programs has helped to
create an environment of fiscal stability which improves program performance. Moreover, the flexibility granted within
realignment has allowed some counties to effectively prioritize their communities' needs among many competing
demands. With some changes, realignment can continue to provide the state an effective way to fund the various
mental health, social services, and health programs.
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At several points in this analysis, we have noted that realignment preserved the system of programs and revenue
allocations as existed in 1991. With each passing year, the 1991 system of funding allocations and fiscal incentives
becomes more disconnected from contemporary needs and preferences. In particular, the retention of pre-realignment
cost-sharing ratios in social services programs provides little incentive for counties to control costs in these programs.
This, in turn, can affect the funding available for mental health and health programs. In order to promote cost-effective
decision making, we believe a county's fiscal decisions in one program area should have a clear impact on its available
funds in other areas. This can perhaps best be achieved by a system which provides each county its new realignment
revenues in a separate distribution from other counties. As discussed above, the current system's pool of funds from
which all counties compete against each other fails to provide counties an incentive to control caseload costs.

For instance, an improved growth allocation system could allocate all growth funds by a single formula. The ideal
formula would provide funds to each county based on the level of demand for realigned programs in that county. For
instance, the current statutory "equity" formula half based on population and half based on poverty population would be
one reasonable estimate of county program demands. While maintaining their base level of funds in each of the three
program accounts, counties could receive all new growth funds based half on their proportionate share of the state's
population and half on their share of the state's poverty population. These funds could be distributed to each county
without designating their allocation to the mental health, social services, or health accounts. County officials could then
decide which realignment programs had the most pressing needs. This approach would have several advantages over
the current funding allocation formulas, including:

" m Increased Local Control. Each county would be able to determine its own funding priorities and needs. While a
single stream of growth funds would result in local debates over funding for one program versus another
(especially across program areas), the existing system already includes this tension both at the local level with
transfer decisions and at the state level with the interaction of the caseload subaccount with the other
subaccounts.

m Cost Control Incentives. Counties would have an increased incentive to reduce expenditures. Each dollar
saved in a program would be available for another program in that county, increasing local pressure for
innovation and cost savings. Counties would no longer operate under a system in which a competition among
counties for funds creates a disincentive for caseload cost controls.

= Simple Allocations. Realignment's complicated growth formulas would be replaced by a single formula which
would adjust accordingly to changing demographics.

Improve Administration of Fund Allocations

Earlier, we noted that counties were concerned with two revenue allocation issues: (1) the lack of predictable revenue
payments and (2) delays in caseload subaccount payments. The simplified growth allocation system proposed above
would address both of these concerns. Since a county's share of population and poverty population does not change
dramatically from year to year, a county could expect a consistent share of the total projected growth dollars. There
would no longer be delayed payments based on caseload changes.

Even within the existing growth allocation system, we believe these administrative concerns could be relatively easy to
address. To make the flow of allocations more predictable, the State Controller, in conjunction with the Department of
Finance, could provide estimates of monthly allocations at the beginning of the year (similar to the Controller's existing
annual shared revenue estimate for gas tax and base VLF revenues). Caseload payment delays and cash flow
concerns could be addressed by creating a short-term loan fund. Counties could apply for loan funds based upon a
reasonable estimate of future caseload payments. These loan amounts could simply be deducted from future caseload
payments. Loan funds could be administered by counties in the same manner as other realignment funds and could be
transferred by counties among their three accounts.

Other Recommendations

Improve Data in the Health Area. We were unable to undertake a comprehensive study of realignment's impacts in
the health area as a result of limited data. In order to assist in future decision making for these programs, we
recommend exploring the feasibility of collecting meaningful health data at the state level. Specifically, the state should
collect annual data regarding county expenditures for public health and indigent care by fund source.

Increase County Flexibility. In our review of health programs, we noted the unnecessary restrictions placed upon
counties regarding their use of former AB 8 program funds. In our view, while preserving the intent of the original AB 8
program is a reasonable approach, the spending decisions of a county more than two decades ago is an unnecessarily
restrictive standard for determining appropriate spending decisions today. We recommend that the Legislature
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control within realignment's framework. While the realignment formulas reflect statewide decisions on program funding
priorities, the transfer provisions allow each county to adjust funding levels to reflect their local priorities. Furthermore,
the majority of realignment dollars are allocated on historical formulas even though communities' needs and demands
for services may have significantly evolved over time. The transfer provisions allow counties to appropriately modify
allocations to reflect these changing needs and demands. Finally, the transfers allow counties to accommodate short-
term funding shortfalls in one policy area more easily than might otherwise be possible.

Concerns Regarding Administration of Allocations

In our conversations with counties, a couple of administrative issues regarding the allocations of funding from the state
to counties were raised.

Unpredictable Level of Revenues. Given the complicated nature of the allocation formulas, some counties have
found it difficult to develop reliable estimates of the funding they should expect from realignment on a monthly and =
annual basis. As a result, counties have found program planning difficult. :

Delay in Caseload Payments. Since the payments from the caseload subaccount are calculated as an actual change
from the prior year and made a year in arrears, payments for caseload cost increases may not be paid to a county for
as many as two or more years after the time the costs were incurred. With rising caseload costs in a number of
programs, some counties expressed concerns that they will face cash flow difficulties in covering the current expenses
of caseload cost increases.

Recommendations for Improving Realignment

Our analysis indicates that, after a decade of implementation, realignment can be considered largely successful. Yet,
our evaluation highlights a number of areas where improvements could be made. While maintaining its underlying
structure, we recommend that the Legislature take the following actions as summarized in Figure 10, (page 26) so that
realignment will be better able to address the challenges and demands of the coming decade.

|Figure 10

|Summary of LAO Realignment Recommendations

= Improve Fiscal Incentive Structure of Growth Allocations
o Change growth allocations to single formula to determine each county's new
revenues.

= Improve Administration of Fund Allocations
o Provide monthly estimates of allocations.
o Create loan fund to assist with cash flow problems.

= Improve Data in Health Area
o Explore feasibility of collecting statewide data.

Increase County Flexibility
o Eliminate unnecessary restriction on use of health funds

Create a Reserve Subaccount
¢ Create a fund to mitigate reductions during revenue shortfalls.

Consider Using Realignment as a Model for Future State-County Program
Decisions
o Emphasize original realignment goals of productive fiscal incentives and
accountability through the measurement of program performance.

Improve Fiscal Incentive Structure Of Growth Allocations
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Thus, over the five-year period, variations among counties have been reduced, but this reduction is not occurring
rapidly. Of the $190 million in realignment growth dollars available in 1998-99, for instance, only $26 million

(14 percent) was allocated towards equity payments. In comparison, $59 million (31 percent) was allocated to the
general growth subaccount in that year—which reinforces the existing funding disparities by allocating revenues in the
same proportion as counties' existing shares of revenues. Additionally, the existing formulas will not achieve equity, as
defined by state law, by the time the equity subaccounts reach their statutory limit on allocations. To the extent that
counties remain under-equity, they may be at a disadvantage in relation to other counties in their ability to provide
services on a per-client basis.

Transfer Provisions Provide Opportunity for Local Preferences

The realignment transfer provisions allow each county the option of shifting up to 10 percent of any of their three
account's annual revenues to another account (and up to 20 percent in some circumstances). These provisions were
used by 22 counties during the five-year period from 1993-94 to 1997-98 (the only years for which statewide data is
currently available). These counties collectively transferred a total of $193 million, or 1.6 percent of total realignment
allocations during that period.

Social Services Accounts Gain From Transfers. The majority of revenue transfers have shifted dollars to social
services accounts from health or mental health accounts. Over the five-year period as shown in Figure 9, counties'
social services accounts had a net gain of $133 million, with nearly two-thirds of this amount coming from counties'
health accounts.

Figure 9 .
Realignment Account Transfers
(Dollars in Millions)

| Mental Health | Social Services | Health | Number of Counties
1993-94 $3.9 $5.9 -$9.8 10
1994-95 -25.9 80.3 -54.4 13
1995-96 2.2 7.9 -10.0 14
1996-97 -18.7 26.7 -8.0 21
1997-98 -10.4 12.6 -2.2 18
Totals -$48.9 $133.3| -$84.4 22
[Note: Amounts may not total due to rounding. ]

At the time realignment was being considered, some concern was voiced by advocates of mental health programs that
funding for such programs might be significantly eroded by the transfer provisions. As shown in Figure 9, these fears
have largely proven unfounded. Since 1993-94, mental health programs had a cumulative net reduction of about

$49 million. In other words, about 1 percent of the funding allocated to county mental health programs during that
period has been shifted to health and social services programs. Moreover, of that $49 million, about $32 million of the
shift can be attributed to the actions of just one county--Los Angeles. In some years, it should be noted, mental health
programs received a net gain of several millions of dollars under the transfer provisions.

Because shifts in non-realignment revenues are not reported to the state, the reports of these transfers do not
necessarily reflect the entire county story regarding county program priorities. A number of counties, including Los
Angeles, have taken advantage of the transfer provisions and later restored at least some of the transferred dollars
using non-realignment revenues. Other counties may shift non-realignment dollars to accomplish changes in funding
priorities and therefore do not report any use of realignment's transfer provisions.

At the same time, a number of counties have expressly not used the transfer provisions--citing the desire to avoid
contested debates at the local level over which programs deserve additional funding. By maintaining realignment
allocations as they were received from the state, counties have avoided the controversy that could result from shifting
funds away from a particular program.

Transfers Allow Local Control. Nonetheless, the transfer provisions represent an important component of local
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This trend reflects realignment's emphasis on fully funding entitlement programs (all but one are social services
programs) as a first priority. The caseload subaccount receives the first allocation from the sales tax growth account.
The allocations are based on the difference in caseload costs under realignment and the previous cost-sharing ratios.
As this difference has grown in recent years, fewer dollars have been available to allocate to the mental health and
health accounts from the sales tax growth funds. Although the social services account's share of revenues has
increased, counties do maintain the flexibility to transfer these new dollars in the social services account to either of the
other accounts. Furthermore, VLF growth dollars are allocated almost exclusively to mental health and health
programs.

Inequities in Allocations Remain

One of the original goals of realignment was to provide the capacity to address the historical differences in funding
allocations among counties and link funding to estimates of a county's program needs. Since the original allocations
were based on each county's funding levels just prior to realignment's enactment, counties' allocations generally
reflected a combination of their historical spending, caseloads, and populations of 1991 or even earlier.

Beginning in 1994-95, a portion of realignment growth funds have been dedicated to the four equity subaccounts--
community health, indigent health, state hospital, and mental health. A fifth equity subaccount--the special equity
subaccount--has completed its payments to its designated recipients and ceased operations. Each of the four
remaining equity subaccounts use the same definition of equity (varying only by which jurisdictions provide the
respective services). This definition--half based on population and half based on estimated poverty population--sets a
statewide average of revenue allocation for each policy area. Jurisdictions below this statewide average receive a
proportionate share of the dollars allocated from the respective equity subaccount. Because all realignment allocations
received in one year become part of the next year's base, "under-equity" counties continue to receive these allocations
in future years as part of their base realignment funding. '

In 1994-95, the first year of these equity allocations, there were 22 under-equity counties. At that time, it would have
taken about $250 million (about 11 percent of total realignment allocations in that year) to bring these counties to the
statewide average. In 1998-99 (the most recent equity allocations available), this "equity shortfall" had been reduced to
$219 million, but 22 counties remained under-equity. Due to overall realignment revenue growth over that time, the
equity shortfall now represents less than 8 percent of total realignment allocations.

Under-Equity Counties Regionally Concentrated. Thirteen of the 22 counties' equity shortfalls represent more than
10 percent of their total realignment allocations. As shown in Figure 8, these 13 counties are concentrated in the
Central Valley.

|

Under-Equity Counties

1888-99
Equity Shortiall as a Percent of Total Realignment Allocation

@ FMare Than 10 Pereenl
I:l 0 Pareant to 10 Percent
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IN THE ARBITRATION PROCEEDINGS BEFORE
ARBITRATOR DAVID NEVINS

SERVICE EMPLOYEES INTERNATIONAL ) .
UNION, UNITED HEALTHCARE WORKERS) DECLARATION OF KAREN KEESLAR
— WEST,

Union,

V.

FRESNO COUNTY IHSS PUBLIC
AUTHORITY,

Employer.
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I, Karen Keeslar, hereby declare as follows:

1. I am the founder of Keeslar & Associates, an independent woman-owned business
in government relations. I work as a government relations consultant and lobbyist with Keeslar &
Associates. I make this declaration upon my personal knowledge, and, if called as a witness, I
could competently testify to the facts hereinafter stated.

2. I have over 28 years of experience with state and local government agencies, and
extensive expertise involving health and human services and public sector funding. Prior to
establishing Keeslar & Associates, I worked for the California Association of Counties (CSAC)
from 1988 to 1993 as the primary policy analyst and advocate for counties in the health and

welfare arena.
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3. Throughout my years as a consultant and lobbyist, I have worked with the
California Association of Public Authoritiés to improve the availability and quality of personal
assistance services through IHSS that provide choice for the aged and persons with disabilities to
live independently and with dignity in the community and that eliminate barriers to accessing those
services. I have served as an advocate to secure federal financial participation in the IHSS
program through the IHSS-Plus Waiver in 2004 and through the Personal Care Services Program
in 1993. I successfully worked on legislation (SB 855) with Los Angeles County in 1991 that
established the Disproportionate Share Hospital (DSH) program to secure enhanced Medicaid
funding for California; was one of the primary architects of legislation that established the
State/Local Program Reaiignment of 1991 to shift responsibility from the state to counties for
health, mental health and various social service programs, accompanied by a source of revenue to
pay for the funding changes. I also developed and successfully advocated subsequent statutory
changes to organize financial structures for county administered health, mental health and social
services programs; worked with Advocation, Inc. (1987-88) as a contract lobbyist for the Fresno
County Board of Supervisors, the Fresno County Transportation Authority, the California Housing
Council, the Nature Conservancy, and the Irvine Company; and worked with Carpenter, Zenovich
& Associates from 1980 through 1987, with primary responsibility for all local government clients
through the evolution of funding mechanisms to assist with the effect of Proposition 13. My local
government clients included the Orange County Board of Supervisors, the Fresno County Board of
Supervisors, the California Association of Area Agencies on Aging and the Orange County
Transportation Authority.

4. Realignment provides counties with relatively stable and protected revenues for
health and human services programs. Prior to “Realignment” in 1991-92, the State was facing
massive budget deficits and cuts were made to health and human services programs. Realignment
allowed funding for these programs to be moved outside the state budget process and to protect
these programs from further budget cuts by transferring them to counties. Two funding sources are
dedicated to pay for Realignment — sales tax and vehicle license fees. Counties accepted new fiscal

and programmatic responsibilities, including increased sharing ratios in some cases, for these
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programs in exchange for dedicated revenues.

5, As a condition of receiving realignment revenues, each county is required to
establish a Local Health & Welfare Trust Fund with three accounts: Health, Mental Health and
Social Services. This mechanism to earmark funds for the realigned programs was intended to
prévent the counties from using their realignment revenues for other local government functions
(i.e. roads, law enforcement, etc.) and to maximize the availability of revenues for the continuation
of basic services and programs. -

6. Realignment legislation established a revenue allocation system in which the total
amount of revenues received by a county in one year becomes the base level of funding for the
foll.owing year. “Growth” is defined as revenues in excess of prior-year revenue collections. The
counties receive growth revenues from two state accounts: the Caseload Subaccount and the
General Growth Subaccount. Each county’s base amount changes each year to reflect new
realignment revenues from the Growth Subaccounts. For instance, the county’s total realignment
allocation in FY 2007-08, including any additional funds received for either prior year caseload
growth or general growth becomes the base level for FY 2008-09. This yearly adjustment results
in what has been described as a “rolling base.” Hence, the realignment base is never permanent —
nor does it cap the amount of money that counties will receive over time from the state.

7. One of the legislative principles behind realignment was to assure that the State
would not assume financial responsibility for the programs and clients that were transferred to the
counties. Another key principle was to minimize State exposure to existing and future mandate
claims.

8. In the original realignment legislation of 1991, the Caseload Account was created
under the Social Services to provide funds for the counties-shares—of-cost for social service
entitlement programs. However, the 1991 legislation placed a cap of 30% on the realignment
revenue growth that could be deposited into the Caseload Account. By 1993, it was clear that the
30% cap did not produce sufficient funds to cover the county share of those entitlement programs.
Counties were threatening to file claims to receive full reimbursement from the state to cover their

mandated expenditures. The realignment statutes were modified in 1993 to repeal the 30% cap for
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the Caseload Account and established that the Caseload Account would receive the actual amount
needed to fully fund the actual expenditures of the county shares-of-cost for the entitlement
programs.

9. Under current law, the Caseload Subaccount has the first draw on Sales Tax Growth
Account and VLF Growth revenues and provides funds to repay counties for entitlement programs,
such as In-Home Supportive Services.

10.  The payments from the caseload subaccount are calculated based on annual changes

.in caseload costs. The state collects data from each county to compare actual expenditures in one

year to the actual expenditures in the following year. This process of comparing actual expenditure
data creates the situati(.)n where all counties are being repaid from the Caseload Account in arrears.
The payments to each county are the net of all changes in caseload costs when compared to their
costs under pre-realignment cost-sharing ratios. In other words, the county payments are adjusted
to reflect both cost increases and savings due to caseload changes.

11.  During times of economic uncertainty, the available revenues can be insufficient to
fund the costs of caseload-driven social services programs, resulting in a shortfall in the base and
growth funds. In the following years when there is realignment revenues growth, the first call on
those additional revenues is to pay the costs owed to the counties for the Caseload Account. This
means that any deficiency that the county experienced during the year of the shortfall will be
recouped. Funds owed to the Caseload Subaccount can carry over from year-to-year building
obligations from the state to the counties.

12.  The legislature has taken action twice over the life-span of realignment to establish
base restoration procedures using realignment growth funds to make up the deficits in prior year
base funding. Those statutes are no longer operative. This does not mean that counties will
experience a permanent decrease in their Social Services base. When sales tax and VLF revenues
grow above the current year base, the State Controller will deposit those funds into the Caseload
Account. The Health and Mental Health Accounts will remain at the same level until the state
catches up on its obligation to pay the counties for their net increased costs for the entitlement

programs under the Social Services Account. Hence, the Social Services Account base will be
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restored due to the growth the counties will receive over time from the Caseload Account. In
contrast, the Health and Mental Health Accounts will stay at the lower base levels until all State
obligations for the Caseload Account have been fulfilled. The bottom line is that this is a revenue
timing issue — not a permanent base reduction to the Social Services Account.

13.  OnJanuary 13, 2009, the County presented information on the realignment shortfall
to the Fresno County Board of Supervisors. A true and correct copy of the document is attached as
Exhibit A. d . =

14. . Using Exhibit A as well as information available through the State Controller’s
Office, I have produced an analysis, which is attached as Exhibit B. A number of issues are raised
by the County’s presentation to the f‘resno County Board of Supervisors. The information
presented to the Board of Supervisors contains various inconsistencies. For example, the FY 07-08
Sales Tax Base (Social Service Account) differs from the information maintained by the State
Controller’s office. In addition, the information er FY 08-09 Vehicle License Fee (VLF) Base
(Social Services Account) differs from the information maintained by the State Controller’s office.
Furthermore, the revised base for FY 08-09 cuts out $88,372 from VLF growth that was adopted in
the Fresno County budget, and also differs from the information maintained by the State
Controller’s office. Simply put, my analysis indicates that the shortfall for FY 07-08 is less than
the County’s reported deficit. I estimate that Fresno County shortfall is a total of $841,547 for the
FY 07-08 & 08-09 years, which is $1.1 million less than Fresno County’s estimate. However, I
assert that the county should make up this shortfall through future realignment growth payments.
Finally, there is no indication if the County has used the nearly $10 million dollars in Carryover
Funds and whether any of those funds are available to mitigate the proposed IHSS wage cuts. The
inconsistencies between the County’s figures and the State Controller’s figures certainly cast doubt
on the actual size of the shortfall that County claims to exist, the size of the wage cuts that the
County has proposed, and, indeed, the County’s underlying claim that wages cuts are necessary at
all.

15. In addition, assuming for the sake of argument that the wage cuts are even necessary,

the County has alternative means to deal with the present situation it faces. Given the economic

-5-

Declaration of Karen Keeslar




S

\el

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
235
26
27
28

WEINBERG, ROGER &
ROSENFELD
A Professional Corporation
1001 Marina Village Parkway
Suite 200
Alameda, CA 94501-1091
510.337.1001

0 9 N W

situation and due to the American Recovery and Reinvestment Act (ARRA) of 2009, all states will
receive an increase in their Federal Medicaid Assistance Percentage (FMAP) or federal match for
Medi-Cal funding for the period of 10/1/08 through 12/31/10. Currently California receives a 50%
FMAP for IHSS. Due to the ARRA the FMAP will increase at least to 56.20% and could be as
high as 61.59% due to our high unemployment levels.! The California Department of Finance
estimates the temporary FMAP increase will be 11.59%, so the new FMAP amount will be
61.59%.

- 16.  Due to the increased Federal funding coming to California, that means that the state
and county financial obligatic')ns for IHSS will decrease. For example, under the current formula
Fresno County provicies 17.5% of the IHSS funding or approximately $29.6 million per year. Due
to the increased FMAP, Fresno County will now only contribute between 13.4% to 15.3% of the
IHSS funding, or approximately between $22.7 million to $25.9 million per year. Fresno County
will save between $3.6 million to $6.8 million annually on IHSS contributions due to the increased
Federal funding. Fresno County will save between $8.2 to $15.4 million in IHSS contributions for
the entire 27 month period of time the increased FMAP is effective. See Exhibit C.

17. My estimation is that for FY 2008-2009 (7/1/08-6/30/09), Fresno County will save
between $2.7 based on a 56.2% FMAP and $5.1 million based on a 61.59% FMAP. Even with the
most conservative FMAP savings éstimate, the county will save more than their estimated
combined realignment revenue shortfall of $1.9 million for FY 07/08 & FY 08/09. It is expected
that the state of California will reimburse the counties for their IHSS contribution overpayments
for the period of October 1, 2008 until the date that the county pays the lower contribution amount.

18.  Additionally, the increased FMAP will not be decreased prior to July 1, 2010. After
that time it may be decreased for the final two quarters only if our unemployment rate improves
dramatically and we are no longer eligible for the additional FMAP assistance for high

unemployment areas. There will be 60 days notice to the state before any change would occur. At

! There are 4 potential levels of increased FMAP. California is expected to receive additional FMAP increase due to
the states high unemployment rate. The various levels of FMAP vary depending on whether the state’s most recent 3-
month period for which unemployment data is available exceeds their lowest monthly average unemployment rate for
any 3-month period post January 1, 2006 by 1.5%, 2.5% or 3.5% .
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a minimum the FMAP will be 56.2% for the entire 27 months. The federal government has
already made the increased FMAP funds available to states for the first two quarters (retro back to
October 1, 2008 through March 31, 2009). Thus, there will be a significant savings for the County
in THSS contributions, even based on the most conservative estimate, that can avoid having nearly
10,000 IHSS workers shoulder the economic burden themselves.

19.  Fresno County has other options that could be used to resolve their realignment
shortfall without imposing harsh wage reductions to IHSS workers. Counties are permitted to
transfer funds between the three realignment accounts to meet local needs and priorities. This
transfer authority allows counties to reallocate up to 10% of realignment revenues between the
Health, Mental Health and Social Services Accounts. Transfers may be made between any of the
accounts for any reason, as detenninéd by the Board of Supervisors. The State does not have any
authority to disallow or disapprove of transfers made by the county. Counties that have already
transferred funds from the Health and Mental Health Accounts to the Social Services chount may
reallocate an additional 10% of realignment revenue from the Health Account to cover deficiencies
in their Social Services Account. A number of counties throughout California have used their
transfer authority this year to move funds into their Social Services Account due to the shortfall in
the realignment base. Fresno County receives over $38 million for their Health Account, of which
10% or $3.8 million could be transferred into the Social Services Account. The County receives
for $35 million for their Mental Health Account, of which 10% of $3.5 million could be transferred
into the Social Services Account. Thus, there is significant fiscal relief available within the
transfer authority to eliminate any need to reduce funding for IHSS worker wages.

I declare under penalty of perjury under the laws of the United States of America and the
State of California that the foregoing is true and correct. Executed this 10th day of March 2009 in

Sacramento, California.

1/523349

Declaration of Karen Keeslar







: i Providers
. Union

United Domestic Workers of America
AFSCME Local 3930 /AFL-CIO

2760 5th Avenue, Suite 300

San Diego, Ca 92103

(800) 621-5016 « www.udwa.org

County Funding for IHSS and 1991 Realignment

1991 Realignment increased the county’s financial responsibility for the IHSS program (from
1.5% to the current 17.5%) and, in doing so, set up a dedicated funding source to pay for these
new county obligations. :

Dedicated Fundi.ng Source:

A portion of the state Sales Tax (.5%) and Vehicle License Fee (24.33%) is dedicated to the
“Local Revenue Fund” to help counties pay for the various health care, mental health, and somal
services programs inherited through 1991 Realignment.

Each county maintains a “Health and Welfare Trust” comprised of four program accounts. Every
month the state Controller sends each county realignment funding for the program accounts.
Each account receives a percentage of the total dedicated funding; that is known as the program
“pbase amount”. The base amount is recalculated every year and is equal to the prior year’s base
amount plus any “growth revenue” received in the prior year. This is explained further below.

Program Accounts:

e Mental Health ,

e Social Services - supports Entitlement programs such as Adoption Assistance Program
(AAP), California Children’s Services (CCS), CalWorks, Child Welfare Services (CWS),
Foster Care, and IHSS.

e Health

e CalWorks MOE - created in 2011

Once every program account receives their full base amounts, any additional Sales tax revenue
- referred to as “Sales Tax Growth Revenues” - are funneled into the “Sales Tax Growth
Account”. This Growth Revenue is allocated in order of priority:

- First draw goes to the “Caseload Subaccount’, which funds net growth in entitement
programs that are caseload driven, such as IHSS, CalWorks, CCS, Adoptions Assistance, and
Foster Care. These payments are calculated based on actual changes in caseload costs each
year and are paid at the end of year. The Caseload subaccount must be fully funded before
allocations can be made to the second and third draw subaccounts below.
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- Second draw goes to County Medical Services Program Growth Subaccount (CMSP
Growth).

- Third draw goes to “General Growth Subaccount” which funds growth in Health, Mental
Health and Cal Works grant increases (as per SB.80, passed by the Legislature on Saturday,
June 17, 2013.)

Problems with Cash flow

On average, payments to counties for caseload cost increases are made approximately 12 to 18
months after the time the costs were incurred. Counties experience cash flow problems when
caseload growth far outpaces dedicated sales tax growth thus creating a shortfall. This
happened in the 2000s, when social services caseload grew drastically each year. In these
years, realignment revenue did not cover all of the IHSS costs for counties and, therefore,
counties had to incur General Fund cost until realignment revenue could “catch up”. However, it
is important to note that these additional county costs are obligations that must be repaid once
new realignment revenues are received. Obligations carry over from year to year. Realignment
law guarantees that all funds must be repaid with future sales tax growth (see Chapter 100,
Statutes of 1993 and also Chapter 450, Statutes of 2003).

County, State, and Federal Funding of IHSS

IHSS is one of the very few Medi-Cal programs with a county share of cost. Most Medi-Cal
programs are funded entirely from state and federal dollars. Funding for IHSS provider wages
and health benefits is split three ways:

Federal Share 50% - 56%"
State Share 28.6% - 32.5% (65% of the Non Federal Share)
County Share 15.4% -17.5% (35% of the Non Federal Share)

Because IHSS provider wages and health benefits are negotiated at the local level, the county
has the power to control these expenditures. The state and federal shares are automatically
contributed based on the amount the County chooses to spend.

Therefore, the county pays $0.154 to $0.175 for each $1.00 it spends on IHSS. Additionally, the
amount the county spends is almost entirely reimbursed through 1991 Realignment, as
described above.

! Federal funding for IHSS recipients who participate in the Community First Choice Option (approximately 40%) is 56%.
Federal funding for IHSS recipients who do not participate in CFCO is 50%.

Prepared on June 17, 2013
Page 2 of 2
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All County expenditures for IHSS worker wage increases are repaid

Misunderstanding regarding the liability for counties’ “local share” of IHSS wage
increases abounds. The following is presented to eliminate this misunderstanding.

The county share of all IHSS wage costs, now 17.5%, is repaid through funds dedicated
to the state’s Realignment Trust Fund. State law divides Realignment funding into two major
groups: the “base” and the “growth”. “Base” funds come from 24.33% of all Vehicle License
Fees (VLF). “Growth” funds come from one-half cent of all state sales tax collections. Base
funding is distributed monthly. “Growth” funds are paid the year following that in which the
expenditures are incurred, after the totals are calculated for all programs statewide and for
available revenue. AB 2747 (Garcia), sponsored by UDW and just signed by the Governor, will
speed up this repayment process.

There is major concern, and misunderstanding, among many counties because there was
insufficient funding to pay much of the costs in recent years. However, statutory guarantees
exist to ensure that all funds will be repaid. Evidence of these guarantees abounds in the
following documents.

1. Realignment Law guarantees funds will be repaid. The initial guarantee is over ten
years old. Ch 100, Statutes of 1993 (SB 463, Bergeson) requires that all net costs incurred by
counties due to caseload growth would be backfilled by realignment revenues in a subsequent
year. Thl;S change represents a legally binding promise from the Legislature that all costs will be
returned. -

2. When funds first became inadequate, the Legislature immediately acts to ensure
seamless continuation of realignment law. The first piece of corrective legislation was AB
1716, a committee bill, restoring the base funding level in realignment.? Because this bill was
designed to continue the Bergeson guarantees, the Legislative Counsel Digest for AB 1716 (Ch.
450, Statutes of 2003) explains the current realignment provisions: :

. . . Existing law requires, for the 1993-94 fiscal year and fiscal years thereafter, that the
Controller shall deposit into the Caseload Subaccount of the Sales Tax Growth Account of
the Local Revenue Fund, from revenues deposited into the Sales Tax Growth Account, an
amount that is sufficient to fund the net cost for the realigned portion of the county or city
and county share of growth in social services caseloads and any share of growth from the
previous year or years for which sufficient revenues were not available in the Caseload
Subaccount [italics added].’ :

! Legislative Analyst’s Office, Realignment Revisited: An Evaluation of the 1991 Experiment in State-County
Relations. Sacramento: LAO, February, 2001, p. 17.

2 (Committée bills illustrate the strength of the entire committee, rather than just the author, to the bill.)
3 Legislative Counsel’s Digest for AB 1716, pp. 1-2.




3. Department of Finance letters confirm that all funding will be paid. The
California State Association of Counties (CSAC) wrote to the DOF in November, 2002
requesting clarification of this very issue. On January 13, 2003, the DOF responded, clarifying
that all growth funding will be paid:

Welfare and Institutions Code Section 17605(b)(1) requires revenues deposited into
the Sales Tax Growth Account to fund the net cost for the realigned portion of the
county or city and county share of growth in social services caseloads as well as any
share of growth from the previous year or years for which sufficient sales tax growth
revenues were not available. The 2003-04 Governor’s Budget does not project sales
tax growth to be available until the 2003-04 fiscal year. Specifically, the Governor’s
Budget projects $111.7 million in sales tax growth in 2003-04, all of which would be
applied to the $123.6 million shortfall for 2001-02 caseload growth. This would leave
an $11.9 million shortfall for 2001-02 caseload growth, to be paid with future sales tax
growth [italics in original letter].*

The next day, the DOF certified the amount of Realignment Growth Funding for the 2001-
2002 year in its letter to the State Controller.’

These letters are sent annually after review by CSAC. The latest letter, dated February 6,
2004, contains the revised 2002-03 caseload growth schedule. It indicates that in 2002-03, Imperial
County is owed approximately $1 million in growth for IHSS. This letter and accompanying chart
are included at the end.

Other documents address “local costs” for realigned programs. We recommend
the 2001 Legislative Analyst’s study® for a thorough explanation of realignment funding.
CSAC’s 2003 paper, In-Home Supportive Services: Counties at the Crossroads’ makes growth
and expenditure projections. “Public Funding for In-Home Supportive Services: An Analysis of
Funding Sources and their Implications,” reflects on the above law relating to the complete
repayment of realignment funding.® This longer analysis is extremely helpful in understanding
the convoluted path in funding.

Delays in replacing county funds are significant. Because of the growth in IHSS and
other realigned programs, many counties remain skeptical that they will actually get these funds
back. Some county staff have developed flowcharts showing the actual return of dollars.
Fortunately, documents are available on websites, from DOF staff, or directly from the
California State Association of Counties, which reviews all documents before they are
distributed.

4 Cheryl Stewart, Assistant Program Budget Manager to Steven C. Szalay, Executive Director, California State
Association of Counties, January 13, 2003, p. 1.

5 Cheryl A. Stewart, Assistant Program Budget Manager, DOF to Michael Harvey, Fiscal Supervisor, Division of
Accounting, SCO, January 14, 2003.

61 egislative Analyst’s Office, Realignment Revisited: An Evaluation of the 1991 Experiment in State-County
Relations. Sacramento: LAO, February, 2001.

7 CSAC, In-Home Supportive Services: Counties at the Crossroads. Sacramento: CSAC, November 2002.

8 Rick T. Zawadski, “Public Funding for In-Home Supportive Services: An Analysis of Funding Sources and their
Implications.” Oakland, CA: RTZ Associates, 1999, 2000 and 2002. RTZ Associates consults with a number of
California Public Authorities.
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February 6, 2004

Mr. Steven C. Szalay, Executive Director
California State Association of Counties
1100 K Street, Suite 101

Sacramento, CA 95814

Dear Mr. Szalay:

Realignment statute requires the Department of Finance (Finance) to develop a caseload
growth schedule for specified social and health service programs in consultation with the
Departments of Social Services and Health Services. Statute also requires the California State
Association of Counties (CSAC) to review the schedule prior to submission of the schedule to
the State Controller’s Office (SCO). In a letter dated October 2, 2003, Finance submitted the
2002-03 caseload growth schedule for your review. However, at the request of CSAC, we are
now submitting a revised 2002-03 caseload growth schedule for review, which includes
updated California Children’s Services (CCS) caseload data from the Department of Health
Services. Upon completion of CSAC's review, please submit a letter stating CSAC'’s
concurrence with the revised schedule. Following receipt of this letter, Finance will submit the
revised caseload growth schedule to the SCO.

The SCO indicates that there was realignment sales tax revenue growth of $50.4 million in ,
2002-03. Pursuant to Welfare and Institutions Code Section 17605(b)(1), this sales tax revenue
growth will be applied toward the unfunded 2001-02 caseload growth of $123.6 million, and the t
remaining $73.1 million will be restored with future sales tax growth. Similarly, the 2002-03 ‘
caseload growth of $183.2 million cannot be funded at this time and will also be restored with

future sales tax growth after the remaining balance of 2001-02 caseload growth is fully funded.
Realignment vehicle license fee revenue growth will be distributed to the County Medical

Services and General Growth subaccounts based on the proportion of sales tax growth

allocated to these accounts in 1996-97 pursuant to Welfare and Institutions Code Section

17606.20.

If you have any questions regarding this matter, please call Ms. Fran Mueller, Finance Budget
Analyst, or myself at (916) 445-6423.

Sincerely,

Nicolas Schweizer
Principal Program Budget Analyst

Attachment

cc. On following page
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CC:

Mr. Danny Alvarez, Staff Director, Senate Budget and Fiscal Review Committee

Mr. Jeff Bell, Fiscal Director, Senate Republican Fiscal Office

Mr. Christopher W. Woods, Chief Consultant, Assembly Budget Committee

Mr. Peter Schaafsma, Staff Director, Assembly Minority Fiscal Committee

Ms. Diane Van Maren, Principal Consultant, Senate Budget and Fiscal Review Committee

Mr. Steve Keil, Legislative Coordinator, California State Association of Counties

Mr. Reagan Wilson, President, County Administrative Officers Association of California

Ms. Patricia Ryan, Interim Executive Director, California Mental Health Directors
Association

Mr. Frank Mecca, Executive Director, County Welfare Director's Association

Ms. Judith Reigel, Executive Officer, County Health Executives Association of California

Mr. Terence Henry, Health Services Funding Administrator, County of Fresno Health
Services Agency

. Honorable S. Kimberly Belshé, Secretary, Health and Human Services Agency

Ms. Margaret Gerould, Acting Deputy Director, Administration, Department of Health
Services
Mr. Stan Johnson, Chief, County Financial Program Support, Department of Mental

Health

Ms. Tameron Mitchell, Chief Deputy Director, Department of Social Services

Mr. Douglas Park, Chief, Financial Management and Contracts Branch, Department of
Social Services

Ms. Lilia Anguiano, Staff Services Manager, Financial Management and Contracts Branch,
Department of Social Services

Mr. Michael Havey, Fiscal Supervisor, State Controller’s Office
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2002-03 REALIGNMENT CASELOAD GROWTH (REVISED)
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REALIGNMENT
FOR SOCIAL SERVICES DUMMIES

What is Realignment?

In January, 1991 Governor Wilson proposed in his FY 1991-92 State Budget to “realign”
the funding responsibility for AB 8 / County Health Services and Community Mental
Health programs by shifting a greater share of the cost of such programs to the
counties. By the time the Budget Revise was issued in May, the state’s budget deficit
had grown worse and the concept of realignment was substantially expanded in order to
further reduce state costs.

By the end of the FY 1991-92 budget negotiations, nineteen state/county health, mental
health and social services programs were realigned. Under Realignment the county
share of the cost of most of the realigned programs was increased and funded by new
revenue sources. With the decrease of appropriated state funding, counties were
granted increased flexibility in managing some of the realigned programs, most notably
in mental health. They also received some assurance of a dedicated revenue source
that would grow over time.

What programs were Realigned?

The following chart lists the nineteen Realigned programs. Note that these “programs”
relate to line items in the state budget Consequently, some “programs” are actually
multiple programs. For example, in the state budget at that time Welfare Administration
referred to the administration of AFDC, AFDC FC, NAFS, FSET, etc.

Health
AB 8 / County Health Services
Medically Indlgent Services Program — General
Fund -
Medically lndlgent Serwces Program - SLIAG
County Medical Services Program
Local Health Services
Mental Health
Community Based
Institutes for Mental Disease
State Hospitals
Social Services
AFDC Aid Payments
Welfare Administration
AFDC Foster Care
Child Welfare Services
Adoptions Assistance
GAIN
In-Home Supportive Services
County Services Block Grant
County Juvenile Justice Subventions (AB 90)
County Stabilization Subventions
California Childrens Services
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How did the county share of the Realigned Social Services programs change?

The chart below displays the changes to the county share of Non-Federal program cost
under Realignment.

Pre Post
Realignment Realignment
County County Share
Share
AFDC (now CalWORKs) Aid 11 % 5 % of non-fed
Payments
Welfare Administration 50% 30 % of non fed
AFDC Foster Care : 5% 60% of non fed
Child Welfare Services 24% 30% of non fed
Adoptions Assistance 0% 25% of non fed
GAIN 0% 30% of non fed
In-Home Supportive Services 3% 35% %
County Services Block Grant ST 0 16% 30%
California Childrens Services 25% : ~ 50%

* Post Realignment share was originally 35% of total cost. Became 35% of Non-
Federal cost with implementation of the Personal Care Services Program.

How is Realignment’s increased cost to the counties funded?

Realignment is funded through a half-cent increase in the state sales tax enacted in
1991 and through a dedicated portion of the Vehicle License Fees (VLF). In 1991 both
the state and the counties established Realignment trust fund accounts for Health,
Mental Health and Social Services as required by the Realignment legislation.

While sales tax revenues were directed to all three Realignment accounts, VLF
revenues were directed largely to the Health account with a smaller portion of VLF also
supporting Mental Health and Social Services. This Realignment funding must be used
by counties as follows:

> Social Services — Supports entitlement programs such as the Adoption
Assistance Program (AAP), California Children’s Services (CCS), CalWORKs,
Child Welfare Services (CWS), Foster Care, and In-Home Supportive Services
(IHSS). All Realignment sales tax growth revenue first must be directed to cover
caseload growth costs of the realigned Social Services programs.

Once all caseload growth costs have been funded in the Social Services
Account, the Social Services Account also receives a portion of any remaining
sales tax and VLF growth.
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> Health — Supports eligible health activities, including indigent medical care, public
health, environmental health, correctional health, etc. The Health Account is
funded from VLF revenue (72%) and sales tax revenue (28%).

Once all caseload growth costs have been funded in the Social Services
Account, the Mental Health Account receives a portion of any remaining sales tax
and VLF growth

> Mental Health — Supports eligible Mental Health activities and supplements
County General Fund funding for State-mandated mental health services for
- seriously ill indigent clients. Approximately 85% of the Mental Health Account is
comprised of sales tax revenue, with the remainder from VLF revenues.

As with the Health Account, once all caseload grdwth costs have been funded in
the Social Services Account, the Mental Health Account receives a portlon of any
remaining sales tax and VLF growth.

Can Realignment funds be transferred between accounts?

Under Realignment, and with some restrictions, counties may transfer funds among the
Health, Mental Health and Social Services accounts. Each county is allowed to transfer
up to 10% of any account’s revenue to the other two accounts. In order to do so, the
county must document at a public meeting that the decision is being made to ensure the
most cost-effective provision of services. .

An additional 10% may be transferred from a county s Health Account to the Social
Services Account under specific circumstances. An additional 10% may also be
transferred from the Social Services Account to the other accounts under specific
circumstances. Most counties have used this flexibility to transfer funding from the
Mental Health and Health Accounts to support Social Services entitliement programs.
Statewide little funding has been transferred from Social Services to Health and Mental
Health.

Realignment Account Transfers

Mental Social Health Number of

Health Services Counties
1993-94 $3.9 $5.9 -$9.8 10
1994-95 -25.9 80.3 -54.4 13
1995-96 2.2 7.9 -10.0 14
1996-97 -18.7 26.7 -8.0 21
1997-98 -10.4 12.6 2.2 18
1998-99 -15.3 10.8 4.5 19
1999-2000 -10.3 4.7 5.6 16
2000-2001 -5.2 -3.2 8.4 11
Totals -$79.7 +145.7 -65.9
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What is the Realignment base?

The enabling legislation established for each county its percentage share of the total
statewide Realignment revenue expected to be required in FY 1991-92 in the Health,
Mental Health and Social Services accounts to fund each county’s increased costs due
to Realignment. As the enabling legislation anticipated that each county would receive
its calculated amount in FY 1991-92, the amount of Realignment revenue actually
distributed in FY 1991-92 was to become each county’s Realignment base.

The enabling legislation also provided under certain circumstances for additional growth
funding to be added each year to the original base amounts for each county for each
account. This yearly adjustment results in what has been described as a “rolling base”.
For example, funding for caseload growth for FY 1992-93 was added to the FY 1991-92
base to create a new FY 1992-93 base.

In actuality, due to the continuing recession in California sales tax revenues were less
than projected. The State Controller’s Office calculated that Realignment revenues
received and distributed for FY 1991-92 funded only 88% of the counties’ increased
costs for FY 1991-92. This shortfall situation continued for several years.

Follow-up legislation in 1993 created a new fund category called Base Restoration. The
legislation authorized the allocation of growth funds from subsequent years for Base
Restoration. As Realignment revenues eventually increased the counties were fully
funded for their FY 1991-92 increased costs under Realignment, and for their new base
amounts for subsequent fiscal years.

What is Realighment Caseload Growth and how is it calculated?

Any increase in Realignment sales tax collected or any increase in the Realignment
portion of VLF fees must first fund county cost increases due to caseload growth in the
eight Realigned Social Services programs subject to caseload growth increases.

At the end of each fiscal year the California Department of Social Services and the
Department of Health Services calculate for the California Department of Finance the
increase or decrease in expenditures for each county for CalWORKSs payments;
CalWORKSs, Food Stamps, and Foster Care administration; AFDC Foster Care
Payments; Child Welfare Services; Adoption Assistance Program; Personal Care
Services Program; In-Home Supportive Services, and California Children’s Services.

This change in expenditures is then used to calculate the amount of county cost change
due to Realignment by using the pre and post Realignment sharing ratios. These
increases and/or decreases in county cost for Social Services caseload growth are
aggregated together for each county.

If the sum of a county’s changes is a positive amount, the county is due the positive

amount in caseload growth funding and a like amount is added to the county’s previous

Social Services Account base. However, if the sum of a county’s changes is a negative
4



Realignment for Social Services Dummies

amount, the county is “held harmless” and the negative amount is set to zero and not
subtracted from the county’s Social Services Account base.

The total of all the positive caseload growth amounts becomes the statewide
Realignment Caseload Growth amount for that fiscal year. In any year that
Realignment Sales Tax revenues equal the amount collected the previous year,
revenues above the amount collected in the previous year are first allocated to fund the
Caseload Growth of the previous year. In any year that Realignment Sales Tax
Revenues exceed the previous year’s base plus caseload growth, the excess funds
become General Growth and are prorated to the Health, Mental Health and Somal
Services accounts.

As state sales tax receipts vary with the economy, Realignment revenue growth has
been inconsistent. In some years there has been enough sales tax revenue growth to
not only fund the base plus caseload growth in the Social Services account, but to
provide some General Growth in the Health and Mental Health accounts. This situation
also holds true for VLF revenues. In other years, such as FY 02-03, not enough
revenue was collected to fund the FY 01-02 base:

To what fiscal years are Caseload Growth Funds associated?

Caseload Growth funds are associated with three different years depending on the
context of the discussion. Caseload Growth is calculated on the change in expenditures
of Fiscal Year 2 over Fiscal Year 1. In this context the change is Caseload Growth for
Year 2.

However, the revenue to fund the Caseload Growth in Year 2 comes from revenue
received by the state in the following year. The calculation of the amount of Caseload
Growth in Year 2 also takes place in the following year. In this context Caseload
Growth calculated and received in Year 3 for Year 2 is often referred to as Caseload
Growth for Year 3.

Revenue, if any, to fund Caseload Growth is received by the state late in the
Realignment Fiscal Year that ends August 15. The issuance to the counties of funding
for Caseload Growth that occurred in Year 2 would usually occur after August 15 of
Year 4. In this context Caseload Growth calculated and received by the state in Year 3
for Year 2 is often referred to as Caseload Growth for Year 4.

The following table illustrates these three contexts.
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Year Growth DOF Growth Counties First

Occurred Letter Dated Received Funds
FY 1992-93 6-1994 FY 1994-95
FY 1993-94 7-1995 FY 1995-96
FY 1994-95 4-1996 FY 1996-97
FY 1995-96 10-1997 FY 1997-98
FY 1996-97 12-1998 FY 1998-99
FY 1997-98 9-1999 FY 1999-00
FY 1998-99 10-2000 FY 2000-01
FY 1999-00 . 10-2001. FY 2001-02
FY 2000-01 10-2003 FY 2003-04
FY 2001-02 Pending :

'How will the new Base Restoration statute be applied?

Last year, CWDA sponsored a bill (AB 1716, Wolk) that was signed into law which
requires the State Controllers Office (SCO) to use the sales tax growth funds in 2002-03
to restore the social service base in each county for the year when sales tax revenues
were not sufficient to fund the base. As a result, each county’s realignment base was
reduced as a percentage of the overall shortfall (statewide total approximately $27
million). The SCO will pay out these funds first during this year's growth cycle if there is
at least $27 million to provide the base restoration payments. Funds above the $27
million will be used to continue to fund the balance of the caseload growth for 2001-02
($78.8 million).

How well has Realignment worked?

In 2001, the Legislative Analyst’s Office (LAO) issued a report based on an analysis of
Realignment. The LAO concluded that Realignment was largely successful in
establishing a relatively stable funding stream for county health, mental health, and
social services programs. In addition, the LAO concluded that counties had used this
funding well in the mental health area by developing innovative and less costly
approaches to providing services. However, the LAO also concluded that fiscal
incentives could be improved to provide benefits to those counties that have been
successful in controlling their social services caseload costs.

What is Realignment Equity?

During the lengthy negotiations in 1991 leading to the establishment of Realignment,
equity was a highly volatile issue. The complicated Realignment distribution formula
was based on the following principles:

> Recognition of historical support for health and human services programs — the
distribution formula was in part based on county spending at that time for these

6
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programs. Therefore, counties with a history of higher discretionary support for
health and mental health services received a higher Realignment base. Counties
that historically had decided to spend less in these areas had a lower base.

> Population growth and poverty — recognizing that there needed to be
adjustments for county population and poverty rates, the Realignment formula
allowed for equity payments to be made to counties that were considered “under-
equity” based on certain population and poverty indicators. A certain amount of
growth was reserved for these payment adjustments until a maximum adjustment
cap was reached in 2001.

Due to the large population growth in many California counties, the equity gap based on
population indicators has widened considerably. From time to time different counties
have attempted to secure legislation to provide for further equity adjustments. As such
adjustments could likely be funded only at the expense of reduced amounts of funding
for Social Services caseload growth, no new equity effort to date has been successful.

What are the Realignment Poison Pills?

At the time that Realignment was enacted, there was uncertainty about whether it would
- be challenged on legal or constitutional grounds. To address this uncertainty, a series
of “poison pills” were attached to the legislation that would make Realignment
inoperative under certain circumstances. These provisions are an attempt to forestall
reimbursable mandate claims, constitutional challenges, and court case related to
medically indigent adults. Since the triggering of a “poison pill” by any one county would
affect all counties there is a considerable disincentive for any one county to seek to
improve its situation through such legal actions. ‘

What is Realignment II?

In his FY 03-04 Budget, Governor Davis proposed to expand Realignment to some
seventy programs and to change the Realignment funding for most of the current
nineteen. The increase in cost to the counties was to be financed by a 1% increase in
the sales tax, a $1 per pack increase in the tax on cigarettes, and restoration of the 10%
and 11% state income tax brackets. While the proposal contained some interesting
possibilities for increased local flexibility in program administration, the complexity of the
proposal, the uncertainty of funding during an economic downturn, and the lessons
learned from Realignment I led to no inclusion of Realignment Il in the adopted FY 03-
04 State Budget.

Helpful Links:

SCO Apportionments: http://www.sco.ca.gov/ard/local/apport/index.shtml
SCO Allocation Reports:  http:/www.sco.ca.qgov/ard/payments/realign/annual
LAO Report 1991: http://www.lao.ca.gov/search.aspx

Compiled by John Meermans and Wendy Russell, 5/11/04
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Legislative Analyst's Office, February 6, 2001

Realignment Revisited:

1\\ | An Evaluation of the
1991 Experiment
| In State-County

| Relations

L)

: In 1991, the state enacted a major change in the

BaCkg rou nd state and local government relationship, known as
realignment. In the areas of mental health, social
services, and health, realignment transferred
programs from the state to county control, altered
program cost-sharing ratios, and provided counties
with dedicated tax revenues from the sales tax and
vehicle license fee to pay for these changes.

= E Realignment has been a largely successful
LAO Fl nd I ngs experiment in the state-county relationship, but could
be improved.

= In mental health, realignment's reliable funding
stream and increased flexibility have allowed
counties to develop innovative and less costly
approaches to providing services.

n A lack of data in the health area makes
evaluating realignment's impact on these
programs difficult.

= Realignment's complicated system of formulas
for allocating new dollars limits counties'
incentives to control their program costs.

= Transfer provisions that allow counties to shift
funds among program areas have been used
by 22 counties and provide an
opportunity for counties to reflect their local
preferences.

= By emphasizing realignment's original goals of
efficient fiscal incentives and performance
accountability, realignment could serve as a
useful model for future program changes in the
state-county relationship.
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L AO To strengthen realignment, we recommend that the
Legislature:

Recom mendatlons = Implement a simplified allocation structure for

new revenues that relies on a single formula.
Counties could spend these new dollars on any
realigned program--increasing local flexibility
and improving the incentives to control costs.

= Explore the feasibility of collecting meaningful
health data at the state level.

= Create a realignment reserve to help mitigate
the need for program reductions during periods
of economic difficulty. :

Introduction

In 1991, the state enacted a major change in the state and local relationship--known as realignment. In the areas of
mental health, social services, and health--realignment shifted program responsibilities from the state to counties,
adjusted cost-sharing ratios, and provided counties a dedicated revenue stream to pay for these changes. While there
have been other significant changes in the broader state-county relationship since the enactment of realignment, the
effects of realignment over the past decade have not been reviewed in a comprehensive manner.

In this piece, we (1) summarize the major components of realignment, (2) evaluate whether realignment has attained its
original goals and its ability to meet current and future needs of the state, and (3) provide recommendations to improve
the workings of the state-local relationship in this area.

Background

In 1991, the state faced a multibillion dollar budget problem. Initially responding to Governor Wilson's proposal to
transfer authority over some mental health and health programs to counties, the Legislature considered a number of
options to simultaneously reduce the state's budget shortfall and improve the workings of state-county programs.
Ultimately, the Legislature developed a package of realignment legislation that;

= Transferred several programs from the state to the counties, most significantly certain health and mental health
programs. :

= Changed the way state and county costs are shared for social services and health programs.

= Increased the sales tax and vehicle license fee (VLF) and dedicated these increased revenues for the increased
financial obligations of counties.

The specific programs that were transferred and the changes in cost-sharing ratios are summarized in Figure 1 and
discussed below.

Figure 1
Components of Realignment

|Transferred Programs--State to County j

Mental Health

= Community-based mental health programs
= State hospital services for county patients
= Institutions for Mental Diseases
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Board of Supervisors, July 28, 2015 — Mark E. Smith, Garden Valley, Public Comment
StemExpress Human Chop Shop

I rise today to speak on the topic of the business license for
StemExpress, and to ask the Board to revoke that license, removing this
activity from our County. I realize this is a significant reversal from the
previous invitation to this company, but I think the Board was mislead
about the operation and it's time for them to go.

If T wanted to open an auto parts business and dismantle vehicles, I'd be
regulated to death, chased away from any so called "proper" business
area, and relegated to the outlands of society where no one would see
me. I'd get regular visits from the police to inspect the books, and I'd be
under suspicion at all times. And that is IF I was allowed to do business
at all.

Yet the primary business of StemExpress is that of a human chop shop.
It can be disguised with lot's of not so fancy words like harvest,
research, cure, materials, tissue, and so forth, however when it comes
down to it the actual process is quite grisly. We should remember at this
point that these "materials", this "tissue", are children. Children
manipulated in such a way that during their death, their functioning
organs will not be harmed.

The StemExpress statement says "Everything we provide is solely at the
request of the nation's and the world's great research institutions".
That’s just great. If those same institutions asked for soylent green,
would they provide that too? Would you allow it?

And how about this one, again from the StemExpress statement,
"Written donor consent is required for any donation". I wasn't aware
that a 6 1/2 month old could write. This is the age we are talking about,
and several states allow "donations" even later than that.

Reading from the StemExpress catalog "fresh cells from a fetal liver" is
enough to make me sick. If that is what it takes to cure me, and believe
me I suffer severely every day, the price is too high. If society cannot
live without killing the most helpless among us in the name of science or
medicine, then we all have lived too long.

| of 2 !
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Board of Supervisors, July 28, 2015 — Mark E. Smith, Garden Valley, Public Comment
StemExpress Human Chop Shop

How tragically ironic it is that we care more about a chop shop for cars
than we do for kids.

This Board sets the tone for the ethical and moral behavior for the entire
County. To be sure, there is great pressure from the National and State
level to have no ethics or morals at all. That only increases the need for
this Board to stand up and set the example for others to follow.

Please do your duty and revoke the business license of StemExpress.

Thank You
Mark E. Smith

Attachments (1):
1. This document, 2 pages
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