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SUMMARY

We reviewed the State Department of Developmental
Services' administration of the regional center program, which
provides a coordinated system for delivering a full range of
services directed toward the developmentally disabled. The
department contracts with private nonprofit community agencies

to operate regional centers.

During our review, we found that the department needs
to strengthen its monitoring of the fiscal and program
operations of the regional centers. In relation to fiscal
monitoring, the department has not conducted timely fiscal
audits of the regional centers because of audit backlogs,
limited audit staff, and additional assignments to audit staff.
As a result of untimely fiscal audits, the same audit

exceptions recur each year.

Another aspect of fiscal monitoring needing
improvement relates to control of state-owned equipment. The
department has not promptly issued decals to the regional
centers for tagging state-owned -equipment; further, the

department has not ensured that all equipment valued at $150



or more are properly identified on inventory lists. Because of
this problem, the department cannot strictly account for some
of its state-owned equipment. The total value of all

state-owned equipment is approximately $4.5 million.

Additionally, the department has not adequately
monitored the program operations of the regional centers. The
department has not conducted timely program reviews and has
conducted only limited follow-up on reviews to ensure that
regional centers correct identified problems. These weaknesses
in program reviews have partially contributed to regional
centers' noncompliance with mandates for assessihg clients'
needs. Ultimately, this Tlack of compliance means that clients
may not be receiving services in accordance with Tegislative

mandates.

In addition to these problems with the department's
monitoring of regional centers, we also identified several
areas where the department needs to improve its policies and
procedures related to administering the regional center system.
Specifically, these areas relate to processing audit appeals
and exceptions; clarifying the definition of an active case;
administering parental fee requirements which relate to fees

charged to parents whose children receive out-of-home care; and

ii



reviewing out-of-home placement of children by regional
centers. Further, in some of these areas, the department is

not complying with all legislative mandates.

As an example of these problem areas, the
department's policies for processing audit appeals should be
strengthened. At the time of our review there was a backlog of
89 audit appeals totaling approximately $5.8 million. As a
result of delays in processing appeals, the department may be
losing the use of state funds which appellant centers freely
use until their audit appeals have been resolved.
Additionally, the department is not adequately ensuring that
regional centers determine the financial 1liability of parents
required to pay a reimbursement. Consequently, parental
reimbursements are not equitably assessed. We estimated that,
for fiscal year 1979-80, the department could have collected an
additional $514,000 if all regional centers had complied with
the parental fee requirement. These and other policy issues

are fully developed within the report.

Finally, in addition to the monitoring and management
deficiencies, our review identified two other areas which need
attention. These pertain to the department's authority to
contractually control the regional centers and the legislative
mandates requiring the regional centers to submit program
budget plans.
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INTRODUCTION

In response to a request of the Joint Legislative
Audit Committee and under the authority vested in the Auditor
General by Government Code Sections 10527 and 10528, we have
reviewed the State Department of Developmental Services'
implementation of the Lanterman Developmental Disabilities
Services Act. This act directs the department to contract with
private nonprofit community agencies to operate regional
centers, through which services are delivered to the
developmentally disabled. Accordingly, this review focused on
the department's monitoring of the regional centers, its
administration of the regional center program, .and its

contractual authority to control the regional centers.

Background

In 1978, the State Department of Developmental
Services began administering the Lanterman Developmental

Disabilities Services Act.* This act requires the department

* Prior to 1978, the Lanterman Developmental Disabilities
Services Act was administered by the State Department of
Health.
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to provide specialized services directed toward the alleviation
of a developmental disability or toward the social, personal,
physical, or economic habilitation of an individual with such a

disability.

The act defines eligibility to include persons with
cerebral palsy, epilepsy, and certain other neurological
handicapping conditions categorized as developmental
disabilities. Specifically, there are three conditions which
determine whether an individual 1is eligible to receive
services: (1) the disability must have originated before the
person was 18 years old, (2) the condition must be expected to
continue indefinitely, and (3) the disability must constitute a
substantial handicap. A1l residents of the State who meet the
above criteria and who are believed to have developmental

disabilities may receive diagnostic and counseling services.

The Lanterman Developmental Disabilities Services Act
further requires the department, within the 1limitations of
appropriated funds, to contract with private nonprofit
community agencies to operate regional centers. The department
contracts with 21 regional centers statewide to deliver
coordinated services to the developmentally disabled. These
regional centers are responsible for assessing and diagnosing

clients' disabilities, managing clients' cases, planning and



evaluating programs for clients, and purchasing other
appropriate services. The department is also responsible for
establishing policies and procedures to implement legislative
mandates, monitoring regional centers to ensure that they
comply with Tegislative mandates and state contract provisions,
and evaluating the overall effectiveness of the regional center

program.

Currently, the department's authority to control the
regional centers through its contracts seems unclear. In 1979,
an Attorney General's opinion concluded that the department has
no general authority to control regional centers' operations
except 1in specifically authorized areas. This opinion has
caused disagreement between the department and the regional
centers over which control provisions can be included in the
contract. Chapter III of this report features a discussion of

this issue.

Funding

The State's annual contracts with the 21 regional
centers prescribe how funds will be spent to serve
developmentally disabled persons and specify the Tevel of state
funding for the centers. This funding, which is the primary
source of revenue for regional centers, is provided by the

State's General Fund. Primarily, the level of funding is based



on client caseload and services the department projects will be
purchased for that fiscal year. The dollar amount of regional
centers' contracts for fiscal year 1980-81 ranged from
$3 million to $11 million. Funding levels and client caseload

since fiscal year 1978-79 are presented below:

TABLE 1

GENERAL FUND EXPENDITURES AND CLIENT CASELOAD
FOR REGIONAL CENTERS

Fiscal Year Fiscal Year Fiscal Year
1978-79 1979-80 1980-81
(Actual) (Actual) (Budgeted)
General Fund $124,266,000 $145,693,000 $183,905,000a
Client Caseload
(approximate) 60,000 62,000 64,000

& This includes $25.6 million allocated to the Department of
Rehabilitation through an interagency agreement to provide
habilitation services to regional center clients.

Scope and Methodology

In conducting our review, we interviewed department
staff and reviewed records detailing the department's
implementation of the regional center program and compliance
with legislative mandates.* We examined department data

concerning all 21 regional centers and visited 4 regional

* We did not review financial data pertaining to regional
centers since that would duplicate studies conducted by the
Department of Finance.
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centers selected to include variations in population, Tocation
(rural/urban), program budgets, and administration. We
interviewed regional center staff and service providers and

collected data concerning the implementation of Tlegislative

mandates.



CHAPTER I

IMPROVEMENTS ARE NEEDED IN THE DEPARTMENT'S
MONITORING OF REGIONAL CENTERS

The State Department of Developmental Services needs
to strengthen its monitoring .of the fiscal and program
operations of the vregional centers. For example, the
department has not conducted timely fiscal audits of the
regional centers because of audit backlogs, Tlimited audit
staff, and additional assignments to audit staff. As a result
of untimely fiscal audits, similar audit exceptions recur each
year. Another aspect of fiscal monitoring needing improvement
relates to the control of state-owned -equipment. The
department has not promptly issued decals to regional centers
for tagging state-owned equipment; further, the department has
not ensured that all equipment valued at $150 or more are
properly identified on inventory 1lists. Because of this
problem, the department cannot strictly account for some of its
state-owned equipment. The value of all state-owned equipment

is approximately $4.5 million.

Additionally, the department has not adequately
monitored the program operations of the regional centers. That
is, the department has not conducted timely program reviews,

and it has conducted only limited follow-up on these reviews to
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ensure that the regional centers correct identified problems.
These weaknesses in program reviews have partially contributed
to regional centers' noncompliance in two areas. First, the
centers have not met deadlines for completing intake interviews
and assessments of clients, and they have not prepared and
annually reviewed clients' individual program  plans.
Noncompliance 1in these areas may mean that clients are not

receiving services in accordance with Tegislative mandates.



FISCAL MONITORING OF THE
REGIONAL CENTERS NEEDS IMPROVEMENT

The department needs to improve the monitoring of the
regional centers' fiscal operations. To be specific, the
department has not promptly conducted fiscal audits of the
regional centers because of a two-year backlog of regional
center audits and because of limitations in staffing. As a
result of untimely fiscal audits, similar audit exceptions
recur in subsequent years. Some of these exceptions relate to
regional centers overexpending budgeted amounts by transferring
funds between budget items without receiving the department's
prior approval. Currently, the department is not fully

enforcing the prior approval provisions of the contract.

Another area 1in which the department has not
monitored the fiscal operations of regional centers pertains to
state-owned equipment. The department has not issued decals to
the regional centers for tagging equipment in a timely manner.
Neither has the department ensured that all equipment valued at
$150 or more are properly identified. Again, these conditions
have resulted because of insufficient staffing and inadequate
equipment descriptions the regional centers have submitted.
Consequently, the department cannot strictly account for some

of its equipment.



Fiscal Audits Are Untimely

Both state 1law and the department's internal
guidelines set standards for audits of regional centers.
Section 4631 of the Welfare and Institutions Code requires the
department's contract with the regional centers to include
provisions for strict accounting and reporting of all revenue
and expenditures. Further, Section 4780.5 of the code makes
the department responsible for auditing the regional centers.
The department's goal 1is to conduct a yearly audit of each
regional center and not exceed one fiscal year without an
audit; however, it has not adhered to this audit schedule. The
department is presently auditing for fiscal year 1978-79 and
expects to complete these audits by June 30, 1981. And, when
we completed our review, the department had just begun audits

for fiscal year 1979-80.

According to department staff, staffing and work]oad
problems have caused delays in conducting these audits. When
the department was established in July 1978, it assumed a
two-year backlog of regional center audits. The backlog has
remained at the same level because the audit section has been
understaffed. In addition, the personnel responsible for

auditing are required to perform other time-consuming projects.



One such project requires audit staff to compile statistics on
rates charged by service providers of regional centers. It is
estimated that approximately 15 to 20 percent of the available
audit work hours is required to complete the rate studies.

(Rate studies were performed in calendar years 1978 and 1980.)

The department is completing fiscal audits, with the
assistance of new staff. In fiscal year 1980-81, the audit
section received authorization for three additional positions.
At the time of our review, 11 of 12 audit positions were
filled. Yet fiscal aud{ts are still backlogged primarily
because the audit section must address other duties.
Department administrators state that present staff could
perform annual audits as well as other assigned duties if the

current audit backlog were eliminated.

Because fiscal audits have been delayed, the same
audit exceptions recur in subsequent years. For example, a
fiscal audit report released in October 1980 revealed that one
regional center had made overexpenditures in three budget line
items totaling approximately $373,000 in fiscal year 1977-78.
The same regional center received audit exceptions for fiscal
year 1978-79 of approximately $118,000 for overexpenditures in

the same budget line items.
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Likewise, in reviewing audit reports for fiscal years
1977-78 and 1978-79, we identified four other regional centers
with similar overexpenditures. Reports on each of the four
centers included audit exceptions for the same line items in
both years. These exceptions corresponded to overexpended
amounts ranging from approximately $1,000 to $105,000. Had
these exceptions been promptly identified, they may not have
occurred 1in subsequent years. These exceptions are being

appealed to the department.

The overexpenditures discussed above resulted because
the regional centers have not adhered to the provision
requiring them to obtain approval before transferring funds
between budget items. The contract stipulates that the
regional centers must receive the department's prior approval

before transferring funds.

Currently, the department's enforcement of this
provision is limited. During the 1979-80 contract period, the
department did not reimburse the regional centers for
expenditures, such as salaries and wages, which exceeded budget
items. However, after some regional centers overexpended their
budgeted amounts, the department gave some of them budget

revisions reflecting the expenditures. The amount of
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overexpenditures for this contract period varied from under
$1,000 to approximately $27,000 for 8 of the 21 regional

centers reviewed.

Untimely fiscal audits not only delay the
identification of fiscal problems but also impede the recovery
of funds which may be due to the State. By the time audit
exceptions are identified and possibly appealed, several years
may pass before the State could recover the money from the

audit exceptions.

Equipment Inventory
Needs Better Control

Another aspect of fiscal monitoring that warrants the
department's attention concerns the control of state-owned
equipment. ATl equipment purchased by the regional centers is
the property of the State. According to the contract, each
regional center 1is to report to the department all equipment
valued at $150 or more at the time it is purchased. In
addition, the center must annually provide a complete inventory
list for such equipment. Upon receipt of the report 1listing
the purchased equipment, the department forwards to the
regional center identification decals which are to be affixed

to the equipment.
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Our review of 1inventory records of the regional
centers disclosed that the department has not sufficiently
monitored the centers' inventory. For instance, the department
has not promptly issued identification decals to regional
centers that have submitted equipment Tlists. During the time
of our review, department staff estimated that they were about
six months behind in issuing decals. Regional center staff
also confirmed that the department 1is slow 1in providing
identification decals; for example, one center did not receive

identification decals until a year after requesting them.

Because the department has not monitored regional
centers' inventory, it cannot account for all state-owned
equipment. As an example, the department has not reviewed the
annual inventory lists to ensure that all equipment valued at
$150 or more 1is reported and identified. In reviewing
inventory lists for the 21 regional centers, we found that most
of the items on the lists of 9 regional centers were not
identified by a state decal or identification number. For
example, one regional center's inventory 1list contained 518
items with a monetary value; 399 of these required state decals
or identification numbers. Of these 399 items, 189
(53 percent) had no reference to a state decal or
identification number. The value of these items without

identification was approximately $129,400. The combined
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inventory of the regional centers 1is estimated to total
$4.5 million, yet the department cannot strictly account for

some of this equipment.

Department staff stated that they have insufficient
staffing to adequately address the current backlog in
identifying state-owned equipment. Also, staff have observed
that the regional centers submit inadequate descriptions of
equipment. To counteract this situation, the department,
during our review, provided the regional centers with
guidelines explaining how to identify and report equipment.
These guidelines should assist the centers in describing their

equipment.

During our study, the department began a complete
physical review of each regional center's equipment inventory.
As part of this review, which is scheduled to be completed on
June 30, 1981, all state-owned equipment will be identified and
appropriately tagged. This information will then be

computerized.
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PROGRAM MONITORING OF THE
REGIONAL CENTERS NEEDS IMPROVEMENT

Aside from fiscal monitoring problems, we also noted
weaknesses in the department's program monitoring. The
department is neither conducting program reviews in a timely
manner nor adequately following up such reviews to ensure that
the regional centers address problems. These monitoring
weaknesses have resulted from staffing limitations and from the
lack of departmental policy for distributing results of program
reviews. Further, these weaknesses 1in program reviews have
partially contributed to the regional centers' noncompliance
with mandates for providing clients with intake and assessment
services and with individual program plans. This 1lack of
compliance means that clients may not be receiving needed

services in accordance with legislative mandates.

Section 4631(b) of the Welfare and Institutions Code
establishes a reporting system as part of the contract between

the department and the regional centers:

The department's contract with a
regional center shall require...strict
accountability and reporting as to the
effectiveness of the regional center in
carrying out its program and fiscal
responsibilities as established herein.
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In addition, a provision in the contract reserves the right of
the State to inspect and evaluate the work performed by the

regional center.

The department in January 1979, implemented a System
Evaluation Package (SEP), a comprehensive management review
designed to evaluate regional centers' operations. The
department's goal is to conduct an annual SEP review of each

regional center.

Based on the SEP reviews conducted and the
department's projected schedule, we estimated that most centers
will be evaluated every two years. The department began the
first cycle of SEP reviews in January 1979 and completed
evaluation of the 1last regional center in August 1980.
Although the department scheduled the second cycle to begin in
January 1981, it did not start until March 1981. As a result
of these untimely reviews, the department 1is hindered in
evaluating the effectiveness of each regional center program
and its compliance with legislative mandates and the contract.
The department, therefore, cannot fully assess whether centers

are providing adequate services to those in need.
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Further  compounding  this situation is the
department's Tlimited follow-up to the initial SEP reviews.
Generally, the department has not promptly or comprehensively
followed up on the SEP reviews to ensure that the regional
centers improve their operations. We found, for example, that
the department has conducted a follow-up visit at only one of
the four centers we reviewed. In another case, department
staff contacted one regional center 16 months after the initial
SEP review and found that some problems still had not been
corrected. Regional center staff told us that the SEP reviews
had some positive effect on their operations but that this
effect was diminished by the department's infrequent follow-up

visits.

The department's management review and monitoring
program has been limited because of staffing limitations and
because no departmental policy allows for distribution of
review results. Department staff have stated that a Tack of
personnel has generally hindered follow-up activities at the
regional centers. When our review began in July 1980, the
department was undergoing a reorganization, which Tater
minimized the staffing problem. But prior to this
reorganization, the review was conducted by staff in addition

to their normal duties.
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As a result of the reorganization, the department
established a monitoring branch and added four additional staff
so that it could establish three review teams. Each team is
responsible for reviewing seven regional center programs,
department grant programs, and specialized vendor services.
Department officials believe that this level of staffing will
enable them to conduct annual management reviews as well as
visit regional centers to verify that corrective actions have

been taken.

Department staff stated that they have addressed
serious problems found at the centers. For example, as a
result of a follow-up, the department terminated the contract

of one regional center where serious problems were identified.

We also found that the department has no written
policy for disseminating the results of management reviews.
Although the reviews could provide valuable information to
other personnel in the department, the distribution of these
reviews is limited. As an example, management findings which
affect fiscal operations are not routinely shared with fiscal
auditors. This information would be useful to fiscal auditors
in performing a fiscal audit or in determining whether a
special audit is needed. According to staff, an executive

summary is provided to senior management, but there is no
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procedure for further distribution in the department. Also,
the management reviews are being analyzed to establish a
standard for satisfactory regional center operations and to
identify common problems. One report on client records has
been submitted to the Legislature based on the management
reviews. Because of limited distribution, the department is
not benefiting from the reviews as it could. Another policy
problem is that the department has no central unit for
analyzing both fiscal audits and SEP reviews in order to

comprehensively assess the regional centers.

The department has begun to take action in some of
the areas related to our review. For example, it is revising
the SEP instrument and writing procedures for applying the SEP
instrument. Further, the department is training evaluators who
conduct the reviews. The department 1is also developing

procedures for following up on the SEP reviews.

Monitoring Weaknesses
Have Contributed to Centers'
Noncompliance

These problems with program reviews have partially
contributed to regional centers' noncompliance with legislative
mandates. Although our review indicated improvement in
regional center compliance since the first cycle of SEP

reviews, problems still exist. Specifically, some regional
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centers are not meeting deadlines for providing clients with
intake and assessment services nor are they adequately
preparing and reviewing individual program plans for all

clients.

Our review of four regional centers indicated that.
they are not always completing initial intake interviews and
offering assessment services within mandated time periods.
Sections 4642 and 4643 of the Welfare and Institutions Code
state that initial intake interviews shall be performed within
15 working days following request for assistance. If
assessment is needed, it shall be performed within 60 days
following the intake procedures unless an extension is granted.

Table 2 below summarizes the results of our review.

TABLE 2

REGIONAL CENTERS' NONCOMPLIANCE
WITH INITIAL INTAKE AND ASSESSMENT DEADLINES

Percentage of Percentage of
Noncompliance Noncompliance
Regional with Initial Intake with Assessment
Center (15 Working Days) (60 Days)
A N/AZ N/A2
B 14 56
C 28 6
D 17 14
Average 18 28

3 We could not establish compliance with deadlines for most
of these cases because of inadequate file documentation.
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As illustrated, in 18 percent of all cases reviewed,
the client was not interviewed within 15 working days following
the initial inquiry. Further, for Regional Center A, we could
not determine when the interview was conducted because case
files were inadequately documented. In 28 percent of the cases
reviewed, the client's needs were not initially assessed within

the 60 days required.

Problems with program reviews have also partially
contributed to regional centers' noncompliance with legislative
mandates regarding individual program plans (IPPs), which are
tools used in developing time-limited objectives for improving
the capabilities of the client. Specifically, the four
regional centers visited are not preparing and annually

reviewing plans for all clients.

The Welfare and Institutions Code estab]ishes the
standards for preparing and annually reviewing IPPs for all
clients. Each plan is to be a statement of specific
time-1imited objectives for improving the capabilities of the
client. However, our review indicated that some regional
centers did not comply with these criteria. In 15 percent of

the cases reviewed at the four centers, the client did not have

-21-



a current IPP.* Additionally, some IPPs were vague and

unmeasurable, as illustrated by the following example:

Objective: "John Doe will continue to attend Production

Center for the next year."

Plan: "Regional center to fund production center"

In 32 percent of the cases, the regional center did not review
clients' IPPs annually. The following table indicates the

variance in regional center noncompliance.

TABLE 3

REGIONAL CENTER NONCOMPLIANCE
WITH INDIVIDUAL PROGRAM PLAN REQUIREMENTS

Regional Percentage of Clients Percentage of IPPs
Center Without Current IPPs Not Reviewed Annually
A 13 25
B 26 18
C 2 59
D 22 25
Average 15 32

* For the purposes of our review, a current IPP was defined as
one prepared within the last 13 months.
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As a result of noncompliance with these mandates,
some regional centers have not promptly identified and provided
services to clients and may not have defined clients'
objectives and plans. Since there is no method to measure a
client's progress or to determine whether adjustments are

needed in individual programs, client needs may not be met.*

CONCLUSION

The Department of Developmental Services needs to
improve its monitoring of the fiscal and program
operations of the regional centers. With respect to
fiscal monitoring, the department has not conducted
timely fiscal audits of the regional centers and, as
a result, similar audit exceptions recur each year.
Neither has the department promptly issued decals to
regional centers for tagging state-owned equipment
nor ensured that all equipment valued at $150 or more
are properly identified on inventory 1lists. Thus,
the department cannot strictly account for some of
its state-owned equipment which totals approximately

$4.5 million.

* During our review, the department issued an Individual
Program Plan Manual which includes instructions and examples
for preparing and reviewing IPPs. Department staff stated
that this manual should aid regional centers in preparing and
reviewing IPPs.
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Further, the department's monitoring of regional
centers' program operations needs improvement. The
department has not conducted timely program reviews
or adequately followed up on reviews to ensure that
regional centers correct identified problems. This
weakness in program reviews has contributed to
regional centers' noncompliance with mandates for
assessing clients' needs. Thus, some clients may not
be receiving services in accordance with legislative

mandates.

RECOMMENDATION

To improve the fiscal monitoring of the regional
centers, we recommend that the Department of

Developmental Services:

- Give priority to completing fiscal audits of the

regional centers to eliminate the backlog;

- Ensure that fiscal audits are performed

annually, within the subsequent fiscal year;

- Enforce the requirement that regional centers
receive prior approval from the department

before transferring funds between budget items;
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- Issue state identification decals in a timely

manner;

- Review current inventory lists and identify all
equipment for which no state decals have been
issued. Once this equipment has been
identified, issue state identification decals to

ensure accountability of this equipment;

- Monitor inventory lists each year to ensure that
all state-owned equipment is properly identified

and accounted for.

In view of the problems identified regarding program
monitoring, we recommend that the department conduct
annual SEP reviews and follow-up reviews of each
regional center to verify that the centers have taken
corrective action in significant problem areas. The
department should also require regional centers to
develop plans for satisfying intake and assessment
timelines and IPP mandates. In addition, the
department should provide technical assistance and
monitor these plans to ensure corrective action is

being taken;
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And to improve the overall monitoring of regional
centers, we recommend that the department designate a
central unit to conduct a complete analysis of the
regional centers' fiscal and program evaluations.
This information should then be disseminated to
appropriate branches within the department for review

and appropriate action.
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CHAPTER TI
DEPARTMENTAL POLICIES AND PROCEDURES NEED IMPROVEMENT

In several areas, the State Department of
Developmental Services needs to 1improve its policies and
procedures to enhance the quality of the regional center
system. These areas, some of which involve departmental
compliance with legislative mandates, relate to processing
audit appeals and exceptions; defining an active case;
administering parental fee requirements; and reviewing

out-of-home placements of children.

The department's policies governing both the
processing of appeals of audit exceptions and the recovery of
appealed amounts need improvement. The department has not
addressed an existing backlog of regional centers' audit
appeals because of limited staffing and because no departmental
policy outlines specific time constraints for processing an
appeal. As a result of the delay in processing appeals, the
department may be losing the use of state funds while appellant
centers enjoy the free use of these funds until their appeals
are resolved. Additionally, the current policy for collecting

audit exception repayments from the regional centers may not be
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beneficial to the State. By collecting these repayments from
the regional centers, the department, in some instances, may be

collecting for assets it already owns.

Another policy problem is that the department's
definition of an active case is unclear. This definition does
not specify the level of client activity that constitutes an
active case. Thus, regional centers are using various criteria
to define and report numbers of active cases. Since center
staffing is primarily budgeted on the total number of active
cases, these differing definitions could cause staffing

inequities.

Further, policies governing parental fees charged to
parents whose children receive 24-hour out-of-home care warrant
attention. Specifically, the department is not (1) annually
reviewing the schedule of parental fees, (2) promptly
collecting parental fees, or (3) enforcing the requirement that
regional centers determine the amount of reimbursement owed by
parents. Because of these conditions, the department cannot
assure that parental fee rates are equitably assessed and that
it has maximized parental fee revenue returned to the State.
Finally, the department is not annually examining out-of-home
placements of children as mandated. Without this review, the
department cannot assure that children are appropriately placed
in facilities.
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IMPROVED POLICY NEEDED FOR
AUDIT APPEALS AND EXCEPTIONS

Department policies regarding both the processing of
appeals of audit exceptions and the recovery of appealed
amounts from regional centers need improvement. Specifically,
the department has not addressed an existing backlog of
regional centers' audit appeals because (1) the unit
responsible for processing appeals is understaffed and (2) no
policy limits the time for departmental processing of appeals.
The resulting delay in processing appeals could cause the loss
of the use of state funds and could grant the appellant the

free use of these funds until the appeal has been resolved.

In addition, we noted that collecting reimbursements
for certain audit exceptions may not always be beneficial to
the State. For example, if, in some instances, the department
collected audit exception payments for equipment the center
purchased without departmental approval, it would be collecting
for assets it already owns. It may be more beneficial to treat
these audit exceptions as management exceptions and not require

a financial reimbursement.
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The Department Has Not Addressed
Backlogged Audit Appeals

Regional centers may object to audit exceptions found
in fiscal audits of their operations. To address these
objections, Section 4780.5 of the Welfare and Institutions Code
requires the department to establish procedures for hearing
regional centers' appeals. The procedures for processing these
appeals are contained in Title 17, Section 50600 et seq. of the
California Administrative Code. The audit appeal may have two
levels--an administrative review and a formal hearing. The
administrative review is presided over by an appeals review
officer. At the conclusion of this first level of appeal, a
letter of findings is issued to both parties. If the appellant
does not accept the decision given in the letter of findings,
it then may appeal to the director of the department for a
formal hearing. Department staff stated that approximately 80
staff hours are required to conduct an administrative hearing;

100 staff hours are required for a formal hearing.

During our review, we found that the department has
not addressed the existing backlog of appeals. Awaiting
disposition by the department as of December 1980 were 89 audit

appeals totaling approximately $5.8 million.* These appeals

* Forty-nine of these audit appeals were transferred to the DDS
from the Department of Benefit Payments.
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correspond to audits conducted between fiscal years 1972-73 and
1979-80. According to department staff, between October 1979
and December 1980, the department conducted administrative
hearings on 24 of the 89 audit appeals. However, in only 4 of
these 24 cases did the appellant accept the decisions rendered
and thus close out the appeals. Two appeals were resolved
without letters of findings. The remaining 83 appeals still
await action. Among these appeals, six regional centers
requested formal hearings with the department. However, only

one formal appeal hearing has been held.

This delay in processing appeals could result in the
loss of the use of potential state funds, if the findings are
favorable to the State. Further, the delay results in a free
loan to the appellant who has the use of the funds pending a

resolution of the appeal.

The department has not addressed the backlog of audit
appeals primarily because of insufficient staffing and because
no departmental policy limits the time for processing appeals.
The department has only one appeals review officer assigned the
responsibility of administering the audit appeals program.
Additionally, although regional centers must appeal audit
findings within 30 days, the department has no time constraints

for acting on the appeal.
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This Tlack of policy could further compound the
backlog of appeals. If the department does not act promptly in
processing appeals, the backlog may continue to grow, augmented

by appeals resulting from audits in progress.

Recovery of Some Audit Exception Payments
May Not Be Beneficial to the State

As noted in the Introduction, the State's annual
contracts with the regional centers prescribe how the centers
will spend funds to serve developmentally disabled persons as
well as stipulate the level of state funding to be directed to
the regional centers. Since state funding is the primary
source of revenue for the regional centers, any amounts
inappropriately spent by the centers must be repaid to the
State. Typically, fiscal audits of the centers disclose these

overpayments.

The California Administrative Code outlines the
methods for recovering from regional centers overpayments
discovered by fiscal audits. The State may request a Tump sum
payment, may offset the amount owing against current payments
due, or may enter into a repayment agreement with the regional
center. Finally, the director of the department may adopt any

other appropriate method of recovery.
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Audits are conducted using a strict interpretation of
the contracts and the Regional Center Operations Manual (RCOM).
Most audits of regional centers identify funds due to the
State. A review of 15 audits of regional centers for fiscal
year 1977-78 disclosed audit exceptions in fourteen regional
centers with amounts ranging from approximately $9,000 to

$426,000. A11 these exceptions are being appealed.

In some situations, the collection of overpayments
benefits the State. For instance, the State recovers
unreported social security income funds and third party revenue
since these can be used to offset certain client costs. We
noted one case in which a regional center repaid approximately
$148,000 to the State in unreported social security income
funds which were found during a fiscal audit. The State also
collects for claims that exceed expenditures recorded by

regional centers.

However, the collection of overpayments is not always
beneficial 1in instances where regional centers purchased
equipment or client services without prior authorization from
the department. Assume, for example, that a regional center
purchased $10,000 worth of equipment without the department's
prior approval and that an audit disclosed this violation. The

regional center is now liable for the $10,000. But, since the
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regional center is almost entirely state funded, it can only
repay the audit exception in state funds. Therefore, the
regional center would have to use current year funding to pay
for prior exceptions, a process that could adversely affect the
delivery of services in the current year but that would not
necessarily benefit the State. Moreover, since the State owns
equipment purchased by a regional center with state funds, this
process would cause the State to collect for equipment it

already owns.

Department staff agreed that certain problems
identified in fiscal audits should be treated as management
exceptions and should not require a repayment. They said that
to comply with the contract provisions such problems are noted

as audit exceptions.

The State could incur additional costs in processing
appeals involving audit exceptions which should be treated as
management exceptions. Although we are unable to calculate the
amount of these costs, we believe that they are substantial. A
reduction in the number of audit exception appeals could

decrease the State's costs for conducting hearings.
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LACK OF A CLEAR DEFINITION OF ACTIVE
CASE MAY BE CAUSING DISPARITIES IN
REGIONAL CENTER STAFFING

Regional center staffing is primarily budgeted based
on the total number of active cases served by a center. The
department's definition of an active case is unclear since it
does not stipulate the level of client activity required. As a
result, regional centers have adopted various criteria in
defining and reporting active cases. This inconsistent
reporting of cases could result in inequitable staffing among

centers.

The department budgets staffing for regional centers
according to its "core staffing formula." Based on the active
caseload within regional centers, this formula provides 16
positions for basic program operations and additional positions
for client services. For example, regional centers are
allocated one program coordinator for every 62 clients, one
psychologist for every 1,000 clients, and one physician for
every 2,000 clients. This basic formula also affects other
staff positions. In fiscal year 1979-80, approximately
80 percent of the total budgeted staff positions for all the
regional centers was based on the active caseload formula. The
cost of staffing these positions totaled approximately

$22 million.
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Section 4629 of the Welfare and Institutions Code
requires the department to specify procedures which all
regional centers should use to define active and inactive
cases. But, at the time of our review, the department did not
have a comprehensive definition of an active or an inactive
case. That is, the department's definition did not stipulate
both client eligibility guidelines and the Tevel of client

activity required.

The Regional Center Operations Manual, which was
revised in July 1980, gives a definition that does not specify
what level of client activity constitutes an active case. That
definition reads as follows:

A case is reported as...active...when it

has been determined to be eligible for

regional center services as defined in

California Administrative Code, Title 17,

Section 54010.

According to this definition, all eligible clients are

considered active under the current definition even though they

may not be receiving services.
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Prior to the July 1980 revision, the RCOM gave a
definition of an active case that did specify the level of
client activity: it defined a case as open when the regional
center is providing a defined service on at least a quarterly

basis.

However, the department omitted this definition and
deferred developing a comprehensive definition pending approval
of the case leveling system. This system is a staff budgeting
mechanism which classifies cases based on the amount of time
program coordinators spend with clients. The department was
unable to implement this system for budgeting purposes because
the Department of Finance did not approve it. Department staff
stated that because no clear definition has been developed,
they have informally directed regional center to define an
action case by applying the previous definition in the RCOM or

by using the case leveling system.

Since the department has not issued a comprehensive
definition, staff at the regional centers visited have used
various criteria to define an active case. For instance, staff
at one regional center defined an active case as one in which

the client or family is requesting and receiving services
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provided by or through a regional center. Another regional
center defined an active case as one in which only yearly
contact is made to ensure that the client is receiving adequate

services from some source.

Such inconsistent definitions can affect regional
center staffing since active caseloads determine funding for
staff. For example, if a regional center defined as active
cases 190 clients who had not been recefving specific services
but who had been contacted once a year, it would receive
funding for at 1least an additional four staff positions.*
Another regional center that chose not to define these 190
cases as active would not be funded for any additional

positions.

The department is currently developing a
comprehensive definition of an active case which will include
the level of client activity. Once developed, it will be

included in the Regional Center Operations Manual.

* These positions would include three program coordinators and
one clerical position. Additional staff positions could be
be granted, depending upon how these clients affected the
total client caseload.
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POLICIES COVERING PARENTAL
FEES NEED IMPROVEMENT

Fees are charged to parents whose children under age
18 receive 24-hour out-of-home care. In our review, we found
that the policies related to these fees need improvement.
Specifically, the department is not annually reviewing the
parental fee schedule which the regional centers use to
determine the amount of parents' reimbursements. Unless the
fee schedule is reviewed yearly, there is no assurance that
parental fee rates reflect the current cost of raising a normal
child at home. This schedule has not been reviewed because no
unit within the department has been assigned responsibility for
such a review. Also, the department has not promptly collected
parental fees because collection procedures require
clarification. Untimely collection of parental fees has

prevented the State from maximizing revenue.

The State 1is further prohibited from maximizing
revenue in that the department has not adequately enforced the
requirement that regional centers determine the financial
liability of parents whose children are receiving 24-hour
out-of-home care. The department has not enforced this
requirement to allow regional centers time to implement the
parental fee collection system, which includes a mechanism for

determining the amount of parental reimbursements. As a result
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of this problem, regional centers are not assessing parental
fees equitably. We found that if all regional centers had
complied with the parental fee requirement for fiscal year
1979-80, the department could have collected an additional

$514,000 in mandatory parental fees.

The Department Has Not Annually Reviewed
the Schedule of Parental Fees as Required

Section 4784 of the Welfare and Institutions Code
requires the Director of the State Department of Developmental
Services to establish and annually review the parental fee
schedule. This schedule 1is used by regional centers to
determine the reimbursements due from parents of
developmentally disabled persons receiving specific services.
The parental fee schedule, established in 1972, is based on the
cost of raising a normal child at home and includes such
factors as a family's size, its disposable income, and the
child's age and sex. The data for these variables was obtained
from the 1960-61 Survey of Consumer Expenditures published by

the U.S. Bureau of Labor Statistics.

Despite the state law requiring an annual review, the
department has reviewed the parental fee schedule only once
since January 1977 when the mandate became effective. In

November 1978, the department revised the parental fee
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schedule, waiving fees for any family whose income was less
than $8,000 per year. No documentation was available to
support why this change was made. Other than this one
modification, the present fee schedule is identical to one

adopted in 1972.

We found that the parental fee schedule has not been
reviewed because no unit within the department has been
assigned this responsibility. Although the Patient Benefits
and Accounts Branch is responsible for collecting parental
fees, administrators in this unit stated that this review was

not their responsibility.

In addition, Section 4785 of the Welfare and
Institutions Code required the former Department of Health to
conduct a study of the parental fee schedule and recommend
changes to the Legislature by July 1, 1977. In February 1978,
the department submitted its report, which recommended that no
changes be made to the schedule. However, this recommendation
seems to have been based on a proposed fee schedule that would
have increased parental rates to correspond with current
consumer expenditures. This proposed schedule was never

implemented.
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Although family income and the cost of raising a
child has increased substantially since 1972, the parental fee
rate has not been modified by the department to reflect this
increase. Thus, the department cannot assure that parental fee
rates reflect the current cost of raising a normal child at

home.

The Department Has Not Promptly
Collected Parental Fees

Aside from establishing the parental fee schedule,
the department is also responsible for billing and collecting
parents' reimbursements for services purchased by the regional
centers. But because the department has not promptly collected
these reimbursements, the State is prevented from maximizing

potential revenue.

After regional centers determine a parent's financial
responsibility, center staff prepare documents and submit them
to the department which then bills the parents. Collection and
adjustment of parental fee accounts are coordinated with
regional centers. When an account becomes delinquent--that is,
when any portion of it becomes 60 days past due--the department
contacts the parents by telephone or letter to determine the

reason for the delinquency and to request payment. These
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accounts may be referred to one of the department's field
representatives for collection when any portion of an

outstanding balance becomes 90 days past due.

In reviewing parental fee accounts for a three-month
period, we found that 2,022 of the 5,768 bills (35 percent)
included delinquent balances. The delinquent monthly balances
represent approximately $237,000 or 61 percent of the $387,000
owed to the State each month. Further, approximately
27 percent of these monthly bills have balances over 90 days
delinquent; these balances represent approximately 53 percent

of the total dollars owed to the State each month.

We further analyzed these billings for seven regional
centers to determine whether any current payments were being
made against these accounts. We found that for at least three
months, no payments had been submitted for 511 of the 844
accounts, which included monthly bills over 90 days delinquent.
Moreover, for 39 percent of these 511 accounts, no payments had
ever been made. For the other delinquent accounts, some

payments had been made during the last three months.
A major cause of these delinquent accounts is that
regional centers disagree that they have joint responsibility

for collecting parental fees from clients. Center
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administrators contend that their responsibilities are limited
to providing information and that involvement in collecting
fees would hinder their role as advocates for their clients.
Therefore, 1ittle collection activity 1is performed at the
regional center level. Also, the department has not
established procedures to address delinquent accounts when a
parent refuses to pay. As a result of these problems, the

department has not maximized parental fee revenue.

The Department Has Not Enforced
Parental Fee Requirements

The department has not adequately enforced the
requirement that regional centers determine the financial
liability of parents whose children under age 18 are receiving
24-hour out-of-home care. As a result, parental fees are not
assessed in an equitable manner, nor 1is parental fee revenue

being maximized.

The department is responsible for ensuring that the
regional centers are fully complying with parental fee
requirements. Section 50221, Title 17 of the State
Administrative Code, specifies that the parents and the
regional center shall Jjointly determine the parental

reimbursement amount.
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Although the department monitors regional centers to
see that they comply with parental reimbursement requirements,
it does not enforce this compliance. When department staff
note problems, they verbally review them with regional center
staff. The department does not supply written reports of
violations, nor does it require regional centers to stipulate
what action will be taken to correct violations of the
requirements. The department has not taken any action against

regional centers for not complying.

To facilitate the billing and collection of parental
fees, the department established the Centers Uniform Billing
System, which centralizes these activities statewide. Regional
centers are to follow the billing system's policies and
procedures manual 1in implementing the parental reimbursement
program. We found that the department has not strictly
enforced parental fee  requirements because of  the
implementation of this billing system. Department staff stated
that regional centers should be allowed sufficient time to
adopt this system. However, it has been over two years since

the system was established.

Because of the department's limited enforcement, some
regional centers have not consistently determined parents'

financial Tiability. Two of the four regional centers we
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visited made only limited efforts in this area. For example,
one of these centers had not determined the fee rate for 145 of
244 parents (59 percent) who may owe reimbursements to the
State. In effect, the department was not collecting

reimbursements from these parents.

Department data for the 21 regional centers indicates
that compliance with this requirement varied widely. For all
regional centers, the parental fee rate has not been
established for approximately 36 percent of the appropriate
cases. As a result, parental fees have not been assessed in an
equitable manner, nor has revenue from parental fees been
maximized. For fiscal year 1979-80, the department collected
approximately $914,000 in mandatory parental fees.* Yet we
estimate that the department could have collected an additional
$514,000 if all regional centers had complied with the parental

fee requirement.**

* Aside from mandatory fees, parents may also make voluntary
contributions.

** This estimate is based on the assumption that the percentage
of parents not paying will contribute at the same rate as
those parents currently paying.
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CHILDREN'S QUT-OF-HOME PLACEMENT IS
NOT BEING REVIEWED ANNUALLY AS MANDATED

The department is not annually reviewing children's
out-of-home placement as legislatively mandated. Consequently,
the department cannot assure that children are placed in

out-of-home facilities only when necessary.

Section 4685 of the Welfare and Institutions Code
requires the department to conduct an annual review, comparing
the percentage of children in out-of-home placement with the
client caseload at regional centers. The department is then to
investigate any possible excessive out-of-home placements in a

regional center.

The department has not complied with this mandate
even though the Legislature intends that children with
developmental disabilities should 1live with their families.
Without this annual review, the department is unable to ensure
that children able to live at home are disallowed out-of-home

placement.

Department staff have stated that an annual review of
children's placement was not a high priority area since other
departmental reports have dealt with related issues. However,

the reports referred to by the department have not specifically
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addressed the legislative mandate but have dealt with other
issues such as children's admission policies to institutions

and community care facility nurseries.

Recently, the department began developing a
standardized report which will brovide data to address this
legislative mandate. The first report is expected to be
released in August 1981. Once it collects the information from
the report, the department plans to determine whether there is

excessive out-of-home placement of children.

CONCLUSION

Our review showed several areas in which the
department needs to improve policies and procedures
to enhance the overall quality of the regional center
system. Specifically, the areas relate to audit
appeals and exceptions, definition of an active case,
parental reimbursements, and children's out-of-home

placement.

The department's policies regarding both the
processing of audit appeals and the recovery of
appealed amounts need improvement. The department

has not addressed a backlog of audit appeals, and the
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resulting delay in processing appeals could prevent
the State from using state funds while allowing
regional centers the free use of these funds. Also,
the current policy of collecting audit exception
repayments from the regional centers may not be
beneficial to the State. Additionally, because the
department has no comprehensive definition of an
active case, regional centers have adopted
inconsistent definitions that could result in

disparities in budgeting staff.

Policies governing parental fees also need
improvement. The department is not annually
reviewing the parental fee schedule for children
receiving 24-hour out-of-home care nor collecting
parental fees in a timely manner. Neither has the
department enforced the requirement that regional

centers determine parents' financial responsibility.

Finally, the department is not conducting an annual
review of children 1in out-of-home placement as
legislatively mandated. Thus, there is no assurance
that children are placed in out-of-home facilities

only when necessary.
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RECOMMENDATION

In view of the problems identified regarding audit
appeals and exception policies, we recommend that the

Department of Developmental Services:

- Consider other department personnel who could be
temporarily assigned as hearing officers to

assist in eliminating the audit appeal backlog;

- Develop and implement a schedule to conduct

hearings on existing audit appeals;

- Amend Title 17 of the California Administrative
Code to require the department to respond to
appellant requests for administrative or formal

hearings within specific time constraints;

- Collect reimbursements for audit exceptions only

when beneficial to the State.

In addition, the department should allow management
exceptions when warranted during fiscal audits. 1In
these instances, the department should consider

adopting these measures:

- Issue management letters when findings show

management deficiencies;
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- Provide technical assistance where

appropriate; and

- Include more stringent control provisions
in contracts with regional centers that

fail to correct deficiencies.

Further, to clarify the definition of an active case;
we recommend that the department define active and
inactive cases and issue such a definition prior to
July 1, 1981. For budgeting purposes, we recommend
that this definition be based upon the Tlevel of

client activity.

To improve parental reimbursement policies, we

recommend that the department:

- Review the parental fee schedule to ensure that
it is consistent in relation to legislative

criteria;

- Clarify the centers' wuniform billing system
policy and operations manual to clearly define
the role of the department and the regional

centers in collecting parental fees;

-51-



- Establish a procedure for addressing delinquent
accounts when no current payments are being

made;

- Enforce regional centers' compliance with
parental reimbursement requirements. The
department should identify in writing all
noncompliance issues and require a written
response to address what corrective actions will

be taken.

Finally, to ensure that there 1is not excessive
out-of-home placement for children, we recommend
that the department conduct its planned study to
determine whether children are unnecessarily placed
in out-of-home facilities. Once the study is
completed, the department should recommend to the
Legislature whether this area warrants further

review.
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CHAPTER III
OTHER PERTINENT INFORMATION

In addition to the monitoring and management
deficiencies discussed 1in the prior chapters, our review

disclosed the following two areas which deserve attention:

- The department may be hindered in administering the
regional center program because its authority to
control the regional centers through its contract

seems unclear.

- The legislative requirement that the regional centers
submit program budget plans to the department may
need revision since the department has developed

other methods of collecting some of this information.

THE DEPARTMENT'S AUTHORITY TO CONTRACTUALLY
CONTROL REGIONAL CENTERS IS UNCLEAR

The Welfare and Institutions Code authorizes the
department to contract with the regional centers to provide
services to the developmentally disabled. Although the code
specifies that the department's contract shall require a strict
accountability of all revenue and expenditures, it does not

specify the extent to which the department can control the
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operations of the regional centers. For example, it is
questionable whether the department can contractually control
purchases or subcontracts over a specified dollar amount. As a
result, the department and regional centers are in disagreement

over which control provisions can be included in the contract.

In 1979, the department requested an Attorney
General's opinion to clarify its Tlegislative authority to
control certain aspects of regional centers' operations. The
Attorney General's opinion concluded that the departﬁent has no
general authority to control the operations of the regional
centers except in limited, specifically authorized areas. It
further noted that, with some exceptions, the department's
responsibilities are limited to evaluating the results of the
programs and do not include controlling the manner in which the

centers provide services to clients.

The department's staff disagreed with certain
conclusions of this opinion. As a result, the department is
still requiring regional centers to perform contractual duties
which, according to the Attorney General, the department has no
authority to require. The 1980-81 contract, for example,
includes a requirement that regional centers must obtain the

written authorization of the department before reimbursing
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vendors for (1) any purchase order or subcontract exceeding
$5,000 or (2) any consultant contract exceeding a rate of $200

per day.

The department's lack of clear authority to control
the operations of the regional centers may be hindering its
administration of the regional center program. The department
negotiates with the centers all contract provisions which the

department believes are necessary accountability devices.

In June 1979, two regional centers filed a lawsuit
against the department, requesting the court to interpret the
Welfare and Institutions Code regarding the department's
contractual authority to control regional centers' operations.
However, the regional centers have not yet taken action on this

issue and the lawsuit remains open.

The Legislature may wish to review and clarify the
department's authority to contractually control regional

centers by reviewing questions such as the following:

- Should the department require regional centers to
purchase services only from vendors that it has

approved?
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- Should the department provide prior written
authorization for the reimbursement of any purchase
order, subcontract, or consultant contract equal to

or exceeding a specific dollar amount?
Also, the department should identify for the Legislature any

other areas needing clarification.

MANDATE FOR SUBMITTING PROGRAM
BUDGET PLANS MAY NEED REVIEW

The Welfare and Institutions Code requires each
regional center to submit a program budget plan to the
department and to the State Council on Developmental
Disabilities. But the department has not required the regional
centers to submit complete budget plans as specified by the
legislation because it has developed alternative methods of
collecting some of this data. Consequently, the specific

mandate for budget plans may no longer be necessary.

Section 4776 of the Welfare and Institutions Code
requires each regional center to submit to the department and
the State Council on Developmental Disabilities a program
budget plan for the next budget year on or before August 1 of
each year. These budget plans are to detail the services to be
provided by the regional center and to estimate the costs of

each service.
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Currently, the department does not require the
regional centers to submit budget plans as specified in the
Welfare and Institutions Code. According to department staff,
the budget plans previously submitted were not useful because
some of the information was unreliable or unrealistic. Because
of this, the department has developed methods for collecting
budget data, dincluding extracting needed data from the
Developmental Disabilities Management Reporting System and the
Client Developmental Evaluation Report. As a result of
alternative budget procedures, the specific legislative mandate

for program budget plans may no longer be necessary.

The department and the State Council on Developmental
Disabilities should jointly review Section 4776 of the Welfare
and Institutions Code to determine what budget data is needed.
Based on this determination, these +two entities should

recommend modifications in the law to the Legislature.

Respectfully submitted,

hiaswath

THOMAS W. HAYES
Auditor General

Date: June 15, 1981

Staff: Eugene T. Potter, Audit Manager
Dennis L. Sequeira
Arthur C. Longmire
Patricia French
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State ot California Department of Developmental Services

Memorandum

To : Thomas W. Hayes Date : dJune 9, 1981
Auditor General
660 J Street, Suite 300 Subject: Response to June, 1981
Sacramento, CA 95814 Report

From: Office of the Director
1600 Ninth Street, Second Floor NW
3-3131

In accordance with rules established by the Joint Legislative Audit Committee,
I am forwarding a written response to the report entitled "The State Depart-
ment of Developmental Services' Administration of the Program for the
Developmentally Disabled Needs Improvement - June, 1981".

I appreciate the opportunity to respond to the concerns outlined in the report.

David E. Loberg, Ph.D.
Director

Attachment
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AUDITOR GENERAL REPORT TO THE
JOINT LEGISLATIVE AUDIT COMMITTEE

June 1981

DEPARTMENT OF DEVELOPMENTAL SERVICES RESPONSE
TO REPORT ON MONITORING OF REGIONAL CENTERS

A. G. Report:-Give priority to completing fiscal audits of the regional centers
p. 24 to eliminate the backlog;

-Ensure that fiscal audits are performed annually, within the
subsequent fiscal year.

DDS Response: The Department has made good progress toward eliminating the
backlog of regional center audits by combining two fiscal years,
reducing audit time by modifying the audit program, and managing
to fill all authorized positions. Combined audits of two fiscal
years is not a preferred practice, since it does not allow
regional centers to make corrections between years audited;
however, it has been effective in reducing backlog. The audit
program has been modified by changing the emphasis in certain
areas. The present emphasis is on regional center revenues and
reviews of providers (vendors).

The status of regional center audits as of this time is as

follows:
In Progress :
or Completed Not Started
1978-79 16 5
1979-80 6 15

The Audit Section anticipates the completion of all 1978-79 and
1979-80 audits by December 31, 1981. This assumes that audit
positions will be continuously filled and that no major projects
will be undertaken.
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A. G. Report:

p. 24

DDS Response:

Enforce the requirement that regfaﬁal centers receive prior
approval from the department before transferring funds between
budget items.

The intent of those provisions of the contract that require
prior approval for transfer of funds between categories of the
budget is to have some assurance that regional centers are not
using Purchase of Service funds for Operations support. The
provisions of the contract and the budget formats in the past
created operational problems that made it difficult for the
centers to obtain timely approvals and for the Department to
enforce those provisions. Prior to 1980-81 FY, regional centers'
contracts were set up on a program budget format. This format
has since been revised to a line-item budget which makes it
easier for the centers and the Department to anticipate the
expenditure patterns within the budget categories and sub-
categories. This makes it easier to obtain the necessary prior
approvals of budget revisions. The 1981-82 FY contract is a
continued improvement on the system by allowing the centers a 5%
Teeway in transferring funds between sub-categories. The centers
must still obtain prior approval for transfers between categories
but the process has been simplified. By changing the budget
format and obtaining appropriate language in the Budget Act
itself, the Department is in a much better position of enforcing
and meeting the intent of those provisions of the contract.
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A.G. Report: -Issue state identification decals in a timely manner;

p. 25

-Review current inventory lists and identify all equipment for
which no state decals have been issued. Once this equipment has
been identified, issue state identification decals to ensure
accountability of this equipment;

-Monitor inventory lists each year to ensure that all state-owned
equipment is properly identified and accounted for.

DDS Response: As indicated in the audit feport, the Department has proceeded

with a physical equipment inventory for all the Department's
headquarters, field offices, and regional centers and their field
offices. The physical inventory will be completed by June 30,
1981, and it is anticipated that all appropriate information will
be entered into the computer immediately after that date. AIl1
accountable equipment will then be on a computerized inventory
system.

It is our objective, with our present permanent staff responsible
for this function, to maintain reasonable turnaround time in
issuing departmental decals.

With the completion of the physical inventory, we are now able
to communicate with coordinators within the field offices and
regional centers to monitor the inventory 1list.

An annual physical audit by Department staff is not possible with
current resources. However, the existence of a master list will
allow for desk audit annually. Also, physical audits on a sample
basis do occur as part of the SEP review and fiscal audits of the
centers.
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A. G. Report:
p. 25

DDS Response:

In view of the problems identified regarding program monitoring,
we recommend that the department conduct annual SEP reviews and
follow-up reviews of each regional center to verify that the
centers have taken corrective action in significant problem
areas.

The Department agrees with the recommendations and has taken
necessary action to accomplish this recommendation. As pointed
out in the report, the Department developed a monitoring tool
which has been applied to all regional centers, and as a result
of these first reviews, the instrument has been revised and is
being applied for the second time to all centers.

As pointed out in this report, the Department initiated the com-
prehensive SEP review in January, 1979. These reviews were the
responsibility of a group of employees who had a myriad of other
tasks relative to operation of the regional centers. During this
period it was determined the reviews could not be.conducted in a
timely and objective manner in concert with the other duties of
these employees. This experience proved that a unit clearly
responsible for monitoring was necessary. As a result, the Com-
munity Services Division has been reorganized to designate a
separate branch responsible for monitoring and to allow these
reviews to be conducted on an annual basis in the most objective
manner possible. In concert with this reorganization, the oper-
ational procedures have been developed for conducting these
reviews and for providing the necessary follow-up, including a
mandated plan of correction by the regional centers, monitored
by departmental staff.

In summary, the monitoring process has been a developmental

process which the Department feels has reached a stage of
maturity, as recommended in this report.
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A.G. Report:
p. 25

DDS Response:

-The Department should also require_regional centers to develop
plans for satisfying intake and assessment timelines and IPP
mandates.

As a part of the SEP review, the Department does assess the regional
centers' compliance with the intake and assessment requirements and
the IPP requirements. As a result of the findings of the first
application of the SEP in 1980, the Department issued a directive
to the regional centers to assist them in complying with the law

by requesting, when necessary, 30-day extensions to the assessment
process. These directives require the centers to specify the
reason for the requested extension. Department staff reviews each
request and, if it appears that a pattern of late assessments is
developing in a center, then immediate follow-up action is taken.
This follow-up action includes technical assistance, as necessary,
to aid the center in correcting any operational problems that may
be interfering with timely completion of assessments.

Also, as a result of the first SEP reviews, the Department identi-
fied deficiencies in the regional centers' compliance with the IPP
process. As a result, the Department, in conjunction with the
regional centers, revised the IPP guidelines and provided training
to individual centers as requested. Further, the SEP review process
requires the regional center to prepare a formal plan of correction
on cited deficiencies. If deficient in intake and assessment, the
actions to correct the problem would be required in such a plan.

The Community Program Specialist in Commun1ty Operations Branch
assigned as liaison to specific centers is respons1b1e for follow-up
on these plans.

The Department has recently completed the second application of

the SEP to some centers and is in the process of completing the
review process on several other centers. The results of the

review on the centers completed show improvement in their operation
since the first reviews.
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A.G. Report: -And to improve the overall monitoring of regional centers, we

p. 26

DDS Response:

A.G. Report:
p. 35

DDS Response:

recommend that the department designate a central unit to conduct
a complete analysis of the regional centers' fiscal and program
evaluations. This information should then be disseminated to
appropriate branches within the department for review and appro-
priate action.

The Department has taken the necessary steps to assure interaction
in the sharing of information between the divisions within the
Department responsible for the fiscal and program evaluations of
regional centers. First, the appropriate staff of the Community
Services and Administration Division are jointly meeting with the
centers at the time of both the fiscal audit and SEP exit inter-
views. Second, the Community Operations Branch is being given

the responsibility for assuring that data from all types of reviews
on centers is centralized and is reviewed by CPS for follow-up
action. Finally, executive summaries of the SEP reviews and
fiscal audits will be circulated to appropriate branches within
the Department. After the regional centers respond to reviews
{plan of correction or final level of appeal), the documents are
automatically sent to the appropriate Area Board on Developmental
Disabilities for follow up,as outlined in the Tlaw.

Lack of a clear definition of active case may be causing
disparities in regional center staff.

The Department has reissued a comprehensive definition of an
active case. This definition has been renegotiated with the
Association of Regional Centers Agencies and they have agreed to
add this definition in the RCOM by July 1, 1981.

The Department believes that the staffing between centers has

been equitable as a result of the process used by the Department
in determining the number of active cases at each regional center.
The Department utilizes the SEP reviews, the Client Development
Evaluation reports, the Developmental Disabilities Management
Review System, and the Purchase of Service claims data to deter-
mine the number of active cases. As a result of this process,

the regional centers have taken steps to inactivate large numbers
of cases that were previously carried as active but for which no
services were being provided.

-64-



A.G. Report: - Collect reimbursements for audit exceptions -only when beneficial
p.50 to the state;

- Consider other department personnel who could be temporarily
assigned as hearing officers to assist in eliminating the audit

appeal backlog;

- Develop and implement a schedule to conduct hearings on existing
audit appeals;

- Amend Title 17 of the California Administrative Code to require
the department to respond to appellant requests for administrative
or formal hearings within specific time constraints.

DDS Response: The Department agrees with this concept and will develop and imple-
ment a policy which will allow management exceptions rather than
fiscal adjustments in certain situations. The implementation of
such a policy may also assist the Department in reducmg the amount
of the hours required for each audit.

The Department has reviewed the option of temporary staffing to
reduce the backlog of appeals. The costs appear to be prohibitive
unless the Department is able to shift personnel from within DDS
on a temporary basis and this option is not feasible because of
the level of person needed to function as hearing officers.

The Department is developing a preliminary schedule to conduct
hearings at the first level on existing audit appeals. Imple-
mentation of such a schedule will be contingent upon the Depart-
ment's ability to provide necessary staffing for the first level
hearings. The adoption of a "management exception" approach to
the "audit exceptions" when implemented will relieve materially
the workload of audit appeals and an- assessment of:the problem
is expected to lead to an appropriate remedy.

The Department is in the process of reviewing its regulations

in the context of the management exception procedure and will
incorporate time limits on the Department on this basis.
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A.G. Report: -Issue management letters when findings show management deficiencies;

p
P

DDS

. 50
. 51

Response:

-Provide technical assistance where appropriate; and

-Include more stringent control provisions in contracts with regional
centers that fail to correct deficiencies.

The Department concurs with the first suggestion. In conjunction

with the determination of whether or not to pursue reimbursement,

discussed previously, the Department will issue management letters
on those items where collection will not be pursued.

The Department has and does provide technical assistance upon
request. As a matter of policy in working with private agencies,
the Department has found that technical assistance not perceived
as needed is counterproductive.

Because of the demands of uniformity and equity in the State pro-
grams, the Department uses a uniform contract with all 21 centers.
The contract is a negotiated document with the Association of
Regional Centers Agencies. The contract is becoming more specific
(copy of 1981-82 standard contract attached). The specificity
currently achieved provides many of the prior approvals and other
controls addressed in other sections of this report.

The issue of failing to correct deficiencies is best addressed
through the Systems Evaluation Package, which is the tool for
monitoring for compliance. As outlined in the response dealing
with monitoring, the review identifies deficiencies and requires
a detailed plan of correction by the regional center. Should
such plans not be accomplished, the Department has a sound basis
for taking action with respect to renewing or maintaining a con-
tract. However, we believe the plan of correction should be
separate and the contract should be uniform for all centers.
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A.G. Report: -Review the parental fee schedule to ensure that it is consistent
p. 51 in relation to legislative criteria.

DDS Response: The Department agrees and will review the Parental Fee Schedule
to ensure that the schedule is consistent in relation to legis-
lative criteria. The Joint Budget Conference Committee of the
Legislature is considering this issue and will most Tikely include
specific language in the Budget Bill. Efforts are underway to
revise the Parental Fee Schedule for minors in out-of-home place-
ment, and develop and adopt a schedule for nonresidential services.

A.G. Report: -Clarify the centers' uniform billing system policy and operations
p. 51 manual to clearly define the role of the department and the
regional centers in collecting parental fees.

DDS Response: The Centers Uniform Billing System (CUBS) Policy and Operations
Manual will be reviewed and amended to clearly define the role of
the Department and the regional centers in collecting parental
fees. Regional centers' role will be limited solely to deter-
mining the financial ability of parents of minor children to pay
for purchased services or services provided in a state hospital.
Bi11ing and collection of fees will be the sole responsibility
of the Department.

A.G. Report: -Establish a procedure for addressing delinquent accounts when no
p. 52 current payments are being made.

DDS Response: An expanded collection process, including closer monitoring and

referral for legal action of delinquent accounts, has been estab-
Tished and incorporated into departmental regional center procedures.
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A.G. Report:
p. 52

DDS Response:

A.G. Report:
p. 52

DDS Response:

Enforce regional centers' compliance with parental reimbursement
requirements. The department should identify in writing all
noncompliance issues and require a written response to address
what corrective actions will be taken.

Noncompliance with parental reimbursement requirements will be
monitored and documented by the Department. Because of the lack
of clear provision in the Lanterman Law, the capability of the
Department to improve this situation is somewhat limited. The
Department's efforts to amend this legislation has not yet been
successful.

Finally, to ensure that there is not excessive out-of-home
placement for children, we recommend the department conduct its
planned study to determine whether children are unnecessarily
placed in out-of-home facilities. Once the study is completed,
the department should recommend to the Legislature whether this
area warrants further review.

The required study is underway and a final report will be avail-
able by October 1, 1981. The data collection methods are being
established in such a way that annual review will be simplified.
The Department's current policy is that actions required to
maintain children in their natural family are first priority
activities and expenditures.
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A.G. Report: -Also, the department should identify for the Legislature any other
p. 56 areas needing clarification.

DDS Response: The Department has proposed legislative changes and received the
approval of the Administration to pursue the following-items:

1. That meetings of regional center governing boards be open to
the public, with the usual exceptions.

2. That prior approval of the Department be required for expen-
ditures of certain categories and of certain amounts.

3. That the contract.allow Department controls over wages,
salaries, per diem, and travel amounts.

4. That the vendorization standards set forth in regulations of
the Department be met.

To date, the Department has not secured an author to introduce
such legislation. Further, the Department continues to review
the laws for areas which require clarification or more stringent
controls.

A.G. Report: -The department and the State Council on Developmental Disabilities
p. 57 should jointly review Section 4776 of the Welfare and Institutions
Code to determine what budget data is needed. Based on this
determination, these two entities should recommend modifications
in the law to the Legislature.

DDS Response: The Department agrees with the recommendation that the Department
and the Developmental Disabilities Council jointly review Section
4776 of the W & I Code to determine if recommendations should be
made for modification of this section of the Tlaw.
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