REPORT BY THE

AUDITOR GENERAL
OF CALIFORNIA

A DISCUSSION OF THE DEPARTMENT OF
REHABILITATION’S DECISION TO SUSPEND
SERVICES TO THE DISABLED DURING
FISCAL YEAR 1980-1981

During September 1980, the Department of Rehabilitation
suspended most rehabilitation services to new applicants. This
suspension of services, which lasted up to three months, may
have had detrimental effects on some disabled individuals. As
a result, we were asked to investigate a number of matters
related to why the department chose to suspend services;
whether the department's decision to suspend services was based
upon accurate projections of available funds and expenditures;
and why management delayed taking action to reduce expenses
when financial problems had been suspected at a much earlier
date.
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SUMMARY

We have reviewed the circumstances surrounding the
Department of Rehabilitation's decision to suspend
rehabilitation services to certain disabled Californians in

September 1980.

The department's primary goal is to rehabilitate and
place physically and mentally handicapped persons in suitable
employment. In response to reduced federal grants and
increased salary costs, the department took several actions to
reduce costs in fiscal year 1980-81. These actions include
continuing the department's hiring freeze in July 1980 and
implementing specific  controls over  expenditures  for
rehabilitation services in August 1980. And finally, after
projecting a shortage of federal funds for the year, the
department suspended most rehabilitation services to new
applicants for up to three months beginning in September 1980.
This report examines three main issues related to these

actions.




First, we examined why the department chose to
suspend services. We found that department officials suspended
most rehabilitation services for new clients to assure that
funds would be available to meet commitments to individuals who

were already undergoing rehabilitation.

Next, we assessed whether management had based its
decision to suspend services upon accurate projections of the
department's financial condition. During September 1980, the
department projected that it would run out of funds by
mid-March 1981. However, instead of running out of funds, the
department ended fiscal year 1980-81 with approximately
$9.1 million in unspent funds. We concluded that the
department's projection failed to predict accurately the
outcome of the department's operations because the department
overestimated the number and the cost of rehabilitation plans

implemented during the year.

Finally, we examined why management delayed reacting
to suspected financial problems. We found that the department
was slow in reacting to suspected financial problems because

management was anticipating additional federal grants.
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INTRODUCTION

In response to a request by the Joint Legislative
Audit Committee, we have reviewed the circumstances surrounding
the Department of Rehabilitation's decision to suspend
rehabilitation services to certain disabled Californians in
September of 1980. This review was conducted under the
authority vested in the Auditor General by Sections 10527 and
10528 of the Government Code.

Background

State and federal laws designate the State Department
of Rehabilitation as the sole state agency responsible for
supervising the provision of public vocational rehabilitation

services to the disabled population in California.

The department's primary goal is to rehabilitate and
to place in suitable employment persons who are physically and
mentally handicapped. The department delivers these
rehabilitation services to the disabled community through 26
district offices located throughout the State. At these
district offices, rehabilitation counselors evaluate an
applicant's potential for successful rehabilitation, determine

the applicant's eligibility, and, in joint effort with the
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disabled person, develop an individualized rehabilitation plan.
This plan identifies the specific education, training,
equipment, and materials required to prepare the rehabilitation
client for employment. The department implements the plan by
providing the specified services either by purchase or by
coordinating community resources. After the rehabilitation
client has completed the rehabilitation program, the department

helps the client find suitable employment.

In addition to the department's primary goal of
rehabilitating individuals, it has established a number of
other programs. These include (1) providing work activities
for developmentally disabled individuals, (2) assisting the
disabled in gaining independence, (3) promoting and expanding
employment opportunities for the disabled, (4) removing
architectural and transportation barriers to the disabled, and
(5) developing new and innovative ways of serving the disabled

through workshop services and special projects.

Funds from federal grants provide the primary support
for the department's programs. The department spent
approximately  $133 million in  fiscal year  1980-81.
Approximately 61 percent of these expenditures were supported
by federal grant funds, 37 percent were financed by the State's
General Fund, and 2 percent were expenditures of other

miscellaneous funds.



Each year, when preparing its budget, the department
must estimate the amount of federal funds that it will have
available for expenditure. Available federal funds are
composed of two elements: amounts granted for the current
state fiscal year and any unspent amounts Teft over from the

preceeding state fiscal year, called carryovers.

Scope and Methodology

The purpose of our review was to confirm the
department's financial condition during fiscal year 1980-81 and
to address the issues that were raised in the request for this
study. To accomplish these objectives, we reviewed the
department's accounting records to determine the amount of
federal grant funds actually available during fiscal year
1980-81. In addition, we reviewed department files to identify
the basis for the department's decision to reduce expenditures
and suspend rehabilitation services. Further, we interviewed
department officials to determine their methods for projecting
available federal funds and program expenditures. We also
contacted federal officials to confirm certain past events
surrounding the allocation of federal grants that caused the
department to delay taking actions to reduce its expenditures.
Finally, we reviewed the State Administrative Manual and
interviewed Department of Finance personnel to identify

applicable state budgetary procedures.
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We did not audit the department's financial records
and, therefore, do not express an opinion on them. The
expenditure amounts contained in this report are, thus, based
on unaudited data provided by the department. Further, we did
not evaluate the department's effectiveness in reallocating

federal grant funds among its various programs and activities.



STUDY RESULTS

In response to reductions in federal grants and
increases 1in salary costs during fiscal year 1980-81, the
Department of Rehabilitation instituted a number of cost-saving
measures, including the suspension of most rehabilitation
services to new applicants for up to three months. This
reduction in services prompted questions about why the
department decided to discontinue this primary service, whether
the department's decision was based on accurate financial
projections, and why the department delayed in implementing
other cost-saving measures. In the first section, we describe
the financial difficulties experienced by the department during
fiscal year 1980-81. In the second section, we address the
issues that arose as a result of the department's decision to

suspend certain services.

THE DEPARTMENT'S FINANCIAL DIFFICULTIES
DURING FISCAL YEAR 1980-81

During fiscal year 1980-81, the Federal Government
reduced the amount of grant funds for rehabilitation allocated
to California. Because it did not anticipate this reduction,
the department budgeted $10.9 million more than it actually
received. In addition, unbudgeted costs for salary and benefit
increases compounded the department's financial problems. In
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July 1980, at the very start of the 1980-81 fiscal year, the
department's budgeted expenditures exceeded its estimated
available funds by $14.9 million. To counterbalance these
problems, the department took several actions to reduce its

expenditures for the year.

Reduction of
Federal Grant Funds

The Federal Government cut back its rehabilitation
grant funds allocated to California for fiscal year 1980-81.
Before fiscal year 1980-81, federal support of rehabilitation
programs had been generally on the increase. The following
table shows the total amounts of federal grants allocated for

fiscal years 1977-78 through 1980-81.

TABLE 1

FEDERAL REHABILITATION GRANTS
FISCAL YEARS 1977-78 to 1980-81

Fiscal Year Federal Grant Amounts®
(In Millions)
1977-78 $79.4
1978-79 $84.0
1979-80 $86.5
1980-81 $82.5

3 Because the state and the federal fiscal years do not
coincide, the grant amounts shown here reflect the
department's apportioning of federal grants for the state
fiscal year.



The reduction in funds granted to California was
primarily a result of nationwide cutbacks 1in rehabilitation
funds by the U.S. Congress. The department did not anticipate
this reduction in federal grants when it prepared its budget
for fiscal year 1980-81. The department's budget prepared in
approximately October 1979 projected federal grant amounts for
fiscal year 1980-81. Estimated federal grants for fiscal year
1980-81 totaled approximately $93.4 million. However, the
department received only $82.5 million in federal grants; this

was $10.9 million less than it had anticipated.

Further, federal grant amounts were not officially
made known until late in the fiscal year. During October 1980,
more than three months into the state fiscal year, Congress
failed to pass a full year's appropriation for 1980-81. At
that time, Congress instead passed a temporary measure called a
"continuing resolution" that authorized grant funds for only a
three-month period. The total amount of federal grants for
fiscal year 1980-81 was not officially established until
June 26, 1981, four days before the end of the state fiscal

year.

Increased Salary Costs

An increase in the cost of salaries also added to the

department's financial problems. Effective July 1, 1980,
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Chapter 510, Statutes of 1980, authorized both a 9.75 percent
general salary raise and an increase in employment benefits to
state employees. These salary and benefit raises increased the
department's total projected salary costs by $5.8 million for

fiscal year 1980-81.

The department had not budgeted for this salary
increase because state budgetary procedures instruct agencies
to project payroll expenditures based upon current salary
rates. When general salary increases are approved, they are
funded separately by a special appropriation budgeted for by
the Department of Finance. However, this appropriation covers
only that portion of salary and benefit increases supported by

state funds.

Department of Finance officials stated that it was
the responsibility of the Department of Rehabilitation to
obtain additional federal grants to cover the costs of salary
increases not covered by the General Fund. Department of
Rehabilitation officials point out, however, that additional
federal funds were not available to them for this purpose.
Further, they stated that, at the time the department's budget
was first being formulated, they had anticipated increases in
federal grants. Consequently, they thought that there would be

sufficient federal funds to cover a general salary increase.



In addition to this budgeting problem, the
department officials projected that salary costs increased
another $2.1 million in December 1980 because the California
Supreme Court granted a retroactive salary increase to state

employees.

Major Cost-Saving Measures
Instituted During
Fiscal Year 1980-81

Because of reductions in federal grants and
unbudgeted increases in salary costs, the department made
significant cutbacks in 1its programs and operations during
fiscal year 1980-81. The department continued its hiring
freeze, placed restrictions on expenditures for clients, and
finally suspended certain rehabilitation services for a
three-month period. This final action may have prevented some
individuals from achieving program goals and may also have

extended some individuals' dependence on public assistance.

In July 1980, the department decided to continue a
hiring freeze that had been in effect since January 1980. This
hiring freeze was originally instituted to minimize the effect

of a tax reduction initiative that, if approved by the voters,



would have restricted the amount of state funds available to
the department. The initiative was defeated in the June 1980

Primary Election.

Further, in August 1980, the department implemented
specific controls over expenditures for clients. These
policies included the following: (1) restricting vehicle
purchases, expenditures for clients' subsistence, and
on-the-job training; (2) controlling post-graduate education,
self-employment objectives, and transportation expenditures,

and (3) reducing the use of private schools.

Finally, in September 1980, the department suspended
all efforts to develop and implement new plans, to continue
extensive evaluations of eligibility, and to make major
revisions of existing plans. This suspension Tlasted for
approximately one and one-half months. At the end of this
period, severely disabled individuals were allowed to receive
rehabilitation services in accordance with the federally
required "order-of-selection process." This  process
establishes priorities for providing services to clients
according to their disability. In another month and one-half,

the suspension was lifted entirely.
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As a result of suspending its efforts to develop and
implement rehabilitation plans, the department's waiting Tists
of eligible individuals grew and rehabilitation services to
these individuals were thus delayed. We found, however, that

the effect of these delays is uncertain.

There are potentially detrimental effects. Delays in
providing rehabilitation services may have been disruptive to
some individuals and may have extended the time that some
clients needed to receive welfare assistance. Some
rehabilitation counselors we talked to stated that the
suspension of services disrupted their contact with the
disabled applicants and that some of these applicants never
returned for their rehabilitation training after the suspension
was lifted. The suspension of services, therefore, may have
prevented some individuals from achieving the benefits of
rehabilitation--equal opportunity and independent Tiving.
Other clients were forced to wait for needed rehabilitation

services.

Delayed services may not only be detrimental to the
client but also to the State and Federal Governments. The
department maintains  that rehabilitated clients have
substantially increased earning potential and are therefore
less dependent upon institutionalization or public assistance.
The department estimated that in fiscal year 1979-80, a
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rehabilitated client accounted for an average savings of $432
per year 1in welfare, medical, and social security costs.
Additionally, these clients contributed an average of $1,542
per year to the public 1in increased federal income, state

income, sales, and social security taxes.

On the other hand, department officials maintain that
there were only minor detrimental effects caused by the
suspension of services and that some individuals might have
even benefited from the action. They stated that the
disruption of services only extended the period for which new
applicants must normally wait to receive services from
approximately four months to five months. They further stated
that some applicants sought services from some other public
supported program, such as the Federal Comprehensive Employment
and Training Act program (CETA). Finally, some individuals who
were denied services were motivated to find a job on their own
and, therefore, required no further assistance from the

department.

ISSUES RAISED BY
THE DEPARTMENT'S ACTIONS

In this section, we address the idissues that have
arisen because of the department's suspension of some
rehabilitation services. First, we discuss the basis for the
department's decision to suspend rehabilitation services. We
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then address the reasonableness of the department's financial
projections. Finally, we explain why the department waited so

long before taking action to control expenditures.

Reason for Suspending Most
Rehabilitation Services to New Clients

The department suspended its efforts to develop and
implement new rehabilitation plans during fiscal year 1980-81
because it projected that there would not be sufficient federal
funds available to meet the department's commitments to

individuals already receiving rehabilitation services.

On September 10, 1980, the department projected that
if it continued to provide rehabilitation services to all
clients, it would exhaust the available federal funds by
mid-March 1981. Consequently, it would have to suspend
rehabilitation services to all clients. Department officials
stated that they decided to alleviate their projected deficit
by suspending the development and implementation of plans for
new clients. By taking this action, the department would
ensure that sufficient federal funds were available to complete
the rehabilitation of clients already receiving services. The
officials stated that the department has a legal and moral
obligation to complete a rehabilitation plan once it has been
implemented. Provisions of the Federal Rehabilitation Act
support this contention.
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According to the Federal Rehabilitation Act of 1973,
as amended, in the event that vocational rehabilitation
services cannot be provided to all eligible handicapped
individuals who apply for services, an order of selection
process must be followed. According to federally established
procedures, if an order of selection process is started, such
as the one the department implemented in September 1980, the
department must assure that priority is given to individuals

already undergoing rehabilitation.

Accuracy of Projections for Available
Federal Funds and Program Expenditures

The department suspended its efforts to implement
rehabilitation plans for new applicants for three months during
fiscal year 1980-81 because it estimated that there would be a
$2.8 million shortage of available funds to pay for these
services. This estimate has been questioned because the
department ended the 1980-81 fiscal year with approximately
$9.1 million in unspent funds. We found that the department
did not accurately project the final outcome primarily because
staff overestimated the number and cost of rehabilitation plans

implemented during the year.
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We compared a projection of available funds and
estimated expenditures made when case services were suspended
with funds actually received and expenditures actually made at

the end of the fiscal year (see Appendix A).

We found that the major difference occurs in
expenditures for case services. Case service expenditures
represent the amount spent by the department for the purchase
of rehabilitation services. Staff estimated that the
department would spend $34.2 million for case services. Actual
expenditures were $26.0 million. There are two primary reasons
for this $8.2 million difference between projected and actual
expenditures for case services. First, the department
overestimated the number of rehabilitation plans that would be
implemented during the year. Department staff projected
implementing 20,473 plans for new clients, but produced only
18,140 plans. According to department officials, the
department did not reach its projected number of rehabilitation
plans because of the three-month suspension of services, the
decline in production caused by reductions in staff, and the
disruption in subsequent services resulting from the

three-month suspension.

Second, 1in making its projections, the department
overestimated the cost of rehabilitation services. The
department projected expenditures for case services for fiscal
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year 1980-81 by using the average plan cost for the previous
fiscal year, 1979-80. However, the actual cost per plan during
fiscal year 1980-81 was significantly lower than that of the
previous year. For example, the average actual cost for a new
plan implemented during 1980-81 was $370.54; the average actual
cost for fiscal year 1979-80 was $543.11.

Department officials attribute the reduction in the
average cost per plan to the 1implementation of various
cost-saving policies that were adopted beginning in August
1980. We found no evidence to indicate that the department
could have accurately estimated the effect of these policies
when it projected the $2.8 million deficit during September
1980.

Delays in Implementing
Cost-Saving Measures

Approximately five months lapsed between the time the
department was aware of its potential financial problems and
the time that it implemented major policies aimed at reducing
rehabilitation costs. If the department had acted earlier, it
may have alleviated the need to suspend certain rehabilitation
services. Department officials stated that they hesitated to
cut back rehabilitation services primarily because they
expected the Congress to appropriate more funds than were
initially promised by federal administrators.
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The department was aware of both impending reductions
in federal grants and impending increases in salary costs at
least five months before the beginning of the 1980-81 state
fiscal year. On January 31, 1980, the Federal Government
notified the department of the estimated 1980-81 federal grant
allocation. Grants were then estimated to total $86.5 million
for the state fiscal year. This amount was $6.9 million less
than the department had planned to spend according to its
1980-81 budget. Additionally, the department was made aware of
pending salary and benefit increases for fiscal year 1980-81 on
January 10, 1980, when the Governor proposed a 9 percent salary

increase for state civil service employees.

In addition, the department received subsequent
notices of further federal cutbacks and unbudgeted cost
increases. By August 1980, the department projected that
budgeted expenditures would exceed estimated available funds by
$16.4 million. It was at about this time that the department's
district offices implemented a number of cost-saving measures.
Some of these measures had been proposed by executive staff
members in November 1979 when the Federal Government reduced
its earlier projections of grant funds for fiscal year 1979-80.
If management had approved and implemented some of the

cost-saving policies earlier, the department may not have had
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to suspend certain rehabilitation services in September 1980.
Department officials point out that they implemented a number
of other cost-saving measures earlier in 1980, but that these
measures did not produce enough savings to meet the

department's worsening financial condition.

Department officials stated they were reluctant to
reduce spending levels or take significant action to reduce
services because they expected that the Federal Government
would augment grants as it had done 1in previous years.
Department officials explained that, in previous years, the
preliminary notices of federal grant amounts were usually lower

than the grant amounts finally appropriated by Congress.

CONCLUSION

The Department of Rehabilitation experienced both
reductions in its federal grants and increases in its
salary costs during fiscal year 1980-81. In
response, the department took several actions,
including continuing a hiring freeze, restricting
certain expenditures, and suspending most services to

new clients.
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Date:

Staff:

As a result of the department's suspension of certain
services, the department's waiting Tists of eligible
individuals grew and rehabilitation services to these
individuals were delayed. The overall effect of this
delay is uncertain. For example, some individuals
may have been prevented from achieving program goals
and others may have extended their dependence on
public assistance. Yet some individuals who were
denied services may have independently secured

employment.

We found that the department suspended services
because it predicted that it would run out of funds
by mid-March 1981. This projection later turned out
to be inaccurate because management did not estimate
the effects of its cost-saving measures. As a
result, instead of running out of funds, the
department ended the year with $9.1 million in

unspent funds.

Respectfully submitted,

%WM

THOMAS W. HAYES
Auditor General

December 30, 1981

Steven L. Schutte, Audit Manager
William S. Aldrich
Geraldine C. Parks, CPA
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STATE OF CALIFORNIA—HEALTH AND WELFARE AGENCY EDMUND G. BROWN JR., Governor

DEPARTMENT OF REHABILITATION

830 "/K’” STREET MALL
SACRAMENTO, CALIFORNIA 95814

December 29, 1981

Mr. Thomas W. Hayes
Auditor General

660 J Street, Suite 300
Sacramento, CA 95814

Dear Mr. Hayes:

Thank you for the opportunity to comment on your draft report entitled, "A
Discussion of the Department of Rehabilitation Decision to Suspend Services to
the Disabled During Fiscal Year 1980-81." We appreciate the courtesy and
consideration shown to us by the auditors assigned to the study and your
commitment to include our comments in the report when it is issued.

There are two major areas of the report which we believe need further
clarification. We feel our comments will assist readers of the report in
better understanding the action taken by the department in meeting the service
and fiscal problems which it has faced over the past two fiscal years.

1. One of the major issues covered by the report (Page ii) is the
question of "whether management had based its decision to suspend
services upon accurate projections of the department's financial
condition". The report concludes that the department's management,
when it decided to suspend services in September 1980, "had not fully
estimated the impact of its earlier actions to reduce costs" which
were outlined in an August 7, 1980 directive to field offices.

The August 7, 1980 directive, referenced as "earlier actions to reduce
costs," (copy attached), had minimal affect on the ultimate reduction
of case services costs achieved during FY 1980-81. The directive
listed seven specific steps that should be taken to control costs.

For the most part, these steps applied to the cost of new plans
written by field staff after receipt of the directive, and would not
affect the costs for those 42,000 clients in-plan as of August 1980.

We therefore did not expect this seven step plan to have an immediate
impact on cost reduction. This was born out by our end-of-September
1980 case services encumbrance report, which showed that September
1980 case services encumbrances had increased by 27% over the previous
month ($13,660,000 to $17,288,000), compared to 28% for the same
period in FY 1979-80 ($13,614,000 to $17,437,000).

Since these data showed that encumbrances were following an historical
pattern and it clearly would take several months for any new policies
to begin to reverse this pattern, immediate steps had to be taken to
reduce expenditures. As your report correctly points out (p. 13), if
the department had continued to provide rehabilitation services to
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all clients, it would have exhausted all available funds by mid-March,
1981. It was to avoid this contingency that the temporary suspension
of services to new clients was ordered in late September of 1980.
Departmental management felt this alternative was far preferable to a
total suspension of services in March that would have affected not
only new applicants, but the 42,000 persons to whom it had already
made a commitment for services.

The department's assessment of the impact of cost containment measures
begun in August proved to be accurate. During the nine-month period
(September 1980 through June 1981) only $1.3 million in case services
savings can be attributed to the seven steps listed in the August
Directive:

Amount
Type of Savings (in millions)
1. transportation $0.19
2. maintenance 0.21
3. vehicle purchase 0.06
4. 0JT 0.13
5. self-employment 0.00
6. post-graduate college 0.07
7. private schools 0.64
Total Savings $1.30

These figures show that the department did estimate, with reasonable
accuracy, the impact of its earWier actions to control costs at the
time it decided to suspend services to new clients.

We do agree, however, that the department overestimated the cost of
rehabilitation plans which were written during the second half of FY
1980-81 beginning January 1981 when service was resumed to new
clients. During the period when services were suspended, the
department developed new cost reduction policies to be put in effect
in January 1981. The measures included: (a) having the department
provide services itself whenever possible instead of purchasing
services from private vendors; (b) placing limits on specified
services such as length of time clients would remain in evaluation
workshops; (c) creating job clubs for client placement; (d)
substantial increases in the use of similar services and benefits
provided by other agencies, such as increasing the use of Medi-Cal for
medical diagnosis; and (e) paperwork reduction and other measures
which served to decrease administrative costs.

The Legislative Analyst also reported that, during the spring of

1981, the department adopted these cost-saving policies in an effort
to reduce the average cost of services provided to clients. (Please
see attached letter, Page 3, from William G. Hamm, Legislative Analyst
to Assemblyman Wadie P. Deddah, dated October 23, 1981.)
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The reduction in rehabilitation costs in FY 1980-81 are largely
attributable to measures implemented in January 1981, and not to those
policies contained in the August 1980 directive. While these cost
reduction measures were well into the planning stage in September
1980, it was not only difficult, but risky to forecast the savings
which might begin three months later as a result of new policies never
before implemented by the department. If such forecasts of untested
cost savings methods were overestimated, it could have resulted in
there being insufficient funds to maintain services to those 42,000
clients currently in-plan in August, 1980.

The other significant issue covered by the report is the conclusion
on Page ii that "the department was slow in reacting to suspected
financial problems because management was anticipating additional
federal grants". On Page 16, the report states that "approximately
five months lapsed between the time the department was aware of its
potential financial problems and the time it implemented major
policies aimed at reducing rehabilitation costs".

As far back as November 1979, the department became aware that
uncertainties over federal funding would present problems for the
State fiscal year beginning July 1, 1980. In addition, in January
1980, the department was aware of possible reductions associated with
Proposition 9 on the June Ballot. The Governor's proposed pay
increase of 9% for state employees was far from certain as it was
highly dependent on the outcome of the Proposition 9 vote. This
uncertainty made concrete planning impossible.

It should also be noted that the statement from the Department of
Finance on Page 8 of your report indicating that the department had a
responsibility "to obtain additional federal grants to cover the cost
of salary increases..." overlooks the fact that vocational
rehabilitation federal funds are granted to states on the basis of an
allocation formula contained in the federal Rehabilitation Act. There
are no additional federal funds available to cover salary increases.

Actions taken by the department in January 1980 to reduce salary and
operating expenditures by continuing its hiring freeze appeared to
cover the deficit of $6.9 million projected at that time for FY
1980-81. It was not until April 14, 1980, that we were notified of
additional cuts of $5.9 million in SSI and 0ASDI funds available for
rehabilitation. This cut, together with the defeat of Proposition 9
and the ultimate granting of a salary increase in July 1980, increased
our projected deficit, requiring that additional cost reduction
measures be taken.

On August 7, 1980, we issued the aforementioned directive to field
offices as one step in a long-range plan for controlling costs. When
a review of the case services encumbrance report for the first quarter
of fiscal year 1980-81 indicated the necessity for further economies,
the temporary suspension of services was implemented at the end of
September to avoid jeopardizing services to existing clients.
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The department then made plans for the adoption of other cost savings
measures to meet its projected $13.4 million deficit. These measures
turned out to be extremely effective. Five million dollars were saved
in salary costs alone, by increasing our target for staff reductions.
We had originally expected to abolish 137 positions, but a close
review of administrative expenditures and staffing patterns
accomplished by a departmental task force allowed us to raise this
expectation to 407 positions without any sacrifice to quality of
services. By July 1, 1981, 318 of these were vacated and abolished.
The remaining 89 will be abolished by January 1, 1982.

We believe that the department reacted promptly and appropriately
throughout calendar year 1980 as each change occurred to our financial
planning estimates for FY 1980-81. We simply did not have the Tuxury
of knowing in January 1980 that the cut in Federal Funds would nearly
double by April 1980; that Proposition 9 would not pass in June 1980,
thereby allowing a 9% increase in salary costs; or how long it would
take for untested measures introduced in unprecedented circumstances
to show a positive impact on our budget.

In summary, we agree with your basic conclusion that the unspent federal
funds at the end of FY 1980-81 were due to our inability to fully assess the
impact of cost reduction measures taken by us at various times during the
year. These measures, which ultimately proved effective, were untried at the
time they were implemented in January 1981. Although our goal was a cost
reduction of at least $13.4 million in the vocational rehabilitation program,
we ultimately achieved a savings of $23.4 million which enabled us to carry
$10.0 million in federal funds into the 1981-82 state fiscal year. Without
this carryover, the department would have had to implement substantial staff
and program reductions on July 1, 1982 in view of further projected cuts in
federal funds.

We believe that the ultimate outcomes of this experience were beneficial,
in that we have developed new methods and resourcefulness that will allow us
to deal with diminishing federal funding this fiscal year and next. Thank you
again for the opportunity to comment on your report. If you need additional
information, please call William McGauley at 2-6606.

Sincerely,

Colyug b LA et

EDWARD V. ROBERTS
Director

Attachments (2)

-23-



BIErE OF LONiviig

Memorandum

mrom

o
Subiect:
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Dote: Avgust 7, 198
File No.:

Telephone: ATSS ( 8 ) 485-9347
( 916 ) 445-9347

L_..!

Department of Rehabilitetion
&30 K Street Mall
Sucromenie, Culifornia  $581<¢

POLICIES TO BETIIR CONTROL IEKPEND.

In order to more wniformly c

following policies

are effective imnediately:

L.

[\.)

PRIBUTION CODES: B, C, D & L

when
Depart-

Clients must use public transpo: ;at:‘ on mc.‘ d*f 5(")1"-11&; to e d;
available and reasonable. (Altiv

ment for some vears, strict ad , as not beoen exper

Maintenance will not be provided unless the client must live away from home.

Erergency maintenance may be p’*m‘ldod to a client who is released from a
public institution or when a client's rehabili io1 pw ogran is to be inter-

rupted for an uvndertenuined period of time and investigation reveals that
the client ha@ no other resources. Such emergency maintenance may be pro-
vided for a period of up to 60 days with the approval of the District

Administrator.

A1l vehicles costl by the Assistant

Deputy Director

OJTs longer than three mo a $S700, 5500, $300
sing rate require Di .
ey A - ~ s T Y . - 2 el - .
Self-enplovient obhjectives will approval by the District Adindinis-

trator.

Vocat mn 1 chr

w2 Program Superviscor.,
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Cotober 23, 1981

Hon. Yadie P. Deddeh.
Assemblyman, BOth District
Room 2013, State Capitol
Sacremento, California 95814

2,

Dear Assemblyman Deddehn:

This 15 4n response to your letter of October 1, 1981 reguesting
information about the Depariment of Rehabilitation's flscal a@ﬂdision at
the close of 1980-81 {n order to respond to a constitusnt’s iﬂquzrv While

g e

we are unable to fdentify funding reductions specific o Mp, Farmer's serv-
ice area In San Diego, we have attempted to outline how the &epartmeﬂt
finished the year with 2 suvplus and its effect on the department’s

programs.

Overvieu

State rehabilite

services are funded primarily by the feders

government on an &0 percent federal/20 percent atnﬁe matching t
the department's budget s heavily Influenced by ing deci i
the national Tevel. AU the same time, ¢ i ncing tradi est
the departrent wore flexibility than state funds ry over aﬁy vaylngd / )
from one state {iscal year to the next. i

In order o understand the departs
estimates of federal funds available fo
fiscal year changed ugvzwq the year, (2}
te address a reduction of federal fu ds , an: Ly
ity of savings -~ or carry-over - in Tederal Tunds i 381 ans o the
department's 1981-82 Qﬁégﬁés

'.7: - u() u.}

AN

Qur review chows that the

£2
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e
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~
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oHon. Yadie P. Deddeh ~Z - October 23, 1681

¢ Began the state 1980-81 fiscal year with a budget that overe esti-

mated the emount of federal rehabilitation funds 1t would
recetve during the federal fiscal year 1981a

*  Reduced 1ts 1930-81 estimate of federal expenditures in January
1881 (siz wonths into the state fiscal yuar' to reflect the
reduced federal funds actually awarded in Tederal fiscel year
1881, The revision indicated that the deparitment anticipated
spending tess federal funds for rehabilitation services in
1580-81 than it had in 1979-80.

®  Took a series of administrative steps ¢ arouqnvu@ 1980-81 %o
reduce {ts federal expenditures and bring thes In line with
expected federal revenues. As a result of these steps, the
department actually achieved a savings in expendituras vather
than the deficit which it originally anticipated.

®  Underestimated the savings that would accrue by June 1981 by
over $8 willion.

Foderal Funds Anticipated in 1580-81 Hers Overestimated

Yhen the Legisiature approved the department's KQQD 81 budget in
July 1680, it assumed that the department would have $96. ? aitiion in
federal funds for rehabilitation services. IﬁiS’%moan was based on thel
department's reasonable expectation that federal funds wnuﬁﬂ continue “ﬁ%
increase as they had in past years. i

By the fall of 1980, the department reallzed tha deral funds

fo

would not increase as aificfpated Congress had not adop ? d a budget for

federal fiscal year i 381, and funds were appropf%&tum by a °'ntrruin3 resol
s than what had been

e
ition. Kationwide, the mmounts available were les
vailable during h@ Tast three fiscal years.

U
b
L&

In January 1881, the department submitted its re g
1980-81 expenditures to the Legi%? ature. The departmen ﬁd“
federal funds budg cted for that year to take into account the lo
of funds appro;rzak «d by Congress. Table 1 FGmﬁﬁT@” the federal ¢
tures initially approved by the Legislature for 1580-81 with the depari-

ment's revised January estimates.
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Hon. Wadie P. Deddeh -3 October 23, 1981

Table 1

Gepartment of Rehabilitatfon
Federal Funds
19380-81
{(In millions)

Revised
Adopted Budget Lstimate
July 1580 danuary 1381 - Difference

$96.7 £52.0

3-8,7
{-8,9%)

Fstivated 1980-81 Federal Expenditures Dropped Below 1979%-30 Levels

As a result of Congressional action, federal rehabilitation funds
d41d not Increase as anticipated by the department, E€qually important, the
£92 alllion of federal tunds estimated by the department for 1980-51 repre-
sented a net reduction of $3.2 willion compéred to the amount spent in
1676-80 for rehabiiitation services. 7The department, therefore, had o
adjust 1ts program and reduce its expenditures to account for the reduction

in federal funding.

Administrative He asures & Reduce Expenditures

In view of the ?@ductiom of funds, the depariment adopted three
measures to reduce 1ts expenditures throughout 1980-81.

1. Service Levels. During the vail of depariment ordered

2 seven-week nRalt 15 services Lo new cases. , 1% fastituted
service priorities which w&rﬁ in effect untd 1981 that gave pre-
ference for services to the severely disabie v, the depa

i1 zerv& 17,000 new ¢

P §
_ ction of 14,000
cent belew what had been e

estimated that 1%
by For 18E0-21.

cases, or 45.2 perc

T

2. Service Costs. The depariment 5@L;““
in

cost of services provided to ciients. Dur 94
adopted several cost-saving policies dwnciud he da
provide services ftse 3$ whﬂﬂCVﬁm possinle, d ¢ - g Th
fces from private vendors; (b} pl%”iig Thind specivied s services
85 the lTength of time clients woulid renaln in evaluation workshops
using similar services provided by other public zgencies, such as
{ncreasing the use of Medi-Cal for mediczi dlagmosis.

¥

/
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Hon. Hadie P. Deddeh Y. Qctober 23, 1833

3. Administrative Costs. The department reduced its administrative
exnenditures by eltminatin ,OJit%unJ thirougnh attrition. By June 1981, 4t
1% g 3

had used 127 Tewer positions, or 5.8 percent less than estimated In January |
1981, Position reductions also resulted in decrezsed vosts for operating §
expenses and equipment.

Savings YHere Underestimated

Based on testimony preaenteﬁ during budget hearings in the spring of
1981, it was the Legislature’s understanding 1hat the ?@@uwt?@ﬁ- in zerv-
ices and adninistration would aliow the departwent %o Finish the 1980-81
fiscal year in a solvent position. 1In Moy, the department {nformed the
fiscal comitliees that {%s actions not only reduced expenditures, but would
resuit in a $2 miltion savings that would be avallable in 1981-82. The /
actual expenditure {igures for 1980-81, however, show that the department
underestimated the savings resulting froem its cutbacks in service by
approximately $8 miilion.

Table 2 compares the Department of Rehabilitation's estimated and
actual QXP&detU?&w tor 1280- GL by swe%d%ng component, Tundling source, and
aumber of positions

Table 2

Comparison of Estimated and Actual Expenditures and Revenues {A11 Funds)
Department of Rehabilitation
198081
{in mi1itong)

Difference
Fstimated Actual {Savings)
B e a—— e A o i Rl TR SRS . S
Expendltures
Personal Services $ 55.9 $ 55.6 $ 0.3
Operating Expenses 49,9 47.4 “2o 5
Case Services RV 36.7 29,7 -7 .5
Totals $14z2.5 §132.¢7 $-10.3
Funding Source -
General Fund ($ 15.0) {2 19.2} (¢ 0.2;
Federal Funds {92.0) {(81.2) [-10.8}
U@ﬂﬁi*ﬁ Stand Fees fi.2} (1.1} {-0.1}
Reimbursements (30.5] {30.71 {0.4)
Totals ($1472.5]} {313z2.%: {5-10.3)
Pgsitions 2,073.7 2.086.8 ~126.5
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Hon. Hadie P. Deddeh -5 October 23, 1881

h

The biggest s

ings, $7.5 miiticn, s in ca*' services da??ars.
According to the dep 3

a2V i
artment, this 1s the result of three factors

?  The number of new referrals did not grow as anticipated during
the Tast six months of the 1930-81 fiscal year,

P
&
=
o=
©
=4

The average cost per case was veduced as a rasuit

departmental policies, and

¢ A large wwmber of cases which were constdercd not Tikely to be

?Gh&b%g,t“i d were ciosed out, thereby fresing up case services

do¥lars :

Reductions ix @p@?atfﬁg expenses resulted in additional savings of
& milidon di“twsbat@d hroughout nost tine {tes categories, §WCiuding

ﬁaﬁtracts and cons ‘"zt The department considers these savings to be ¢ ag

naturai &y—prodaem m? cs taff and adainistrative cost reductions.

Finally, the department used 127 fewsr positions, or 5.8 percent
ess than ?n1tia?xy ewwimated Resulting salary savings, however, were
ised te absorb 1980-81 cost-of-1iving salary adju tmenwg and the @ne—*i,
retroact?ve pay award granted to all state employees by the court n”
December 1980. Tht?@?ﬂ?&» the reduction In positions aliowed the depart-
ment to finish the ¥iscal year witnln $300,000 of its estimated budget for
personal services.

Unexpected Savings in the Department'’s 1931-82 Budget

The Legislature approved the 1’81—82 budget of $13%.4
funds} w? h the understanding that $2 wiilion would come fr
federal funds savings {or carry-evcr} The department aﬁ= ;
comuitiees that the carry-over would be used to offset an
miilion reduction in *éer«? fu&c@ in federal Fiscal w
1981-82 budget alse o
funds to provide dir

e

5!

L2l
e

ot

g
B
ot

‘d xha

<

-l
e B LR
Cﬁr*m

6
{ ny 2
ade further adninfstrative vred cf‘aﬂﬁ and redirec
¢g services to more olients

bt £
&

o 4 ek SRR S
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The effect of the unexpected Carvy-ovi total 4mg $1G.3

militon) 1s to give the department an o z different
program level than iﬂxiuﬁad by thu !e€~ )
Legislature approved

of $3.1 mi\?io@ cu

the 1930-81 i

increase ;

crease of m,.z hi%
Because Pres

funds incorporated in the 1381-82 budget witi waterialize. Oy ijﬂz» of
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the Omnibus Reconc
mitifon to $11 miiid
gsed to offset this o
the department wiﬁ, i

ove

Teyond what was apu

u-——-p«ia

?Iat%an Act shows that the dh?uriﬂ
o in federal Tunds in 1881-872.

s. 1f the Toss i Yess than ¢

fact, be able to Increase 1{s
T Tn the TUBL-U7 budget.

n, however,
ture tevels

Conclusion

He share .

Farmer's concern that the aﬂ?arihbae manage its state
and federal funds T manner w“icn ensures delivery of necessary Ser

2o cifents.  He will continde Lo monitor the H“pl“imﬁﬂ» 3 ¢fpuﬁdf 7
client services in order to advise the Legislature during the 1932-83
budget hearings of the department’s performance.

If vou ha“ﬁ Sﬂ f rther ggest§muﬁﬂ please contact EVizabeth HilY or
Julia Lopez of my ¢ Ef 1 322-840

Sinuert{y /s éx
G 7l

{i111am G. Hamm
egistative Analyst

= W?:x

/¢¢¢V”
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APPENDIX A

COMPARISON OF PROJECTED AMOUNTS WHEN
CASE SERVICES WERE SUSPENDED WITH ACTUAL
AMOUNTS AT JUNE 30, 1981
(In MilTions)

Actual Amounts a
Amounts Projected at June 30, 1981 Difference

Available Funds:

1980-81 Federal Grants $ 82.6 $ 82.5 $(0.1)
Carryoversb 7.8 9.5 1.7
State General Fund®
Appropriations 18.1 19.1 _ 1.0
Total Available $108.5 $111.1 E:gig
Expenditures:
Salaries $ 53.1 $ 52.7 $0.4
Case Services 34.2 26.0 8.2
Other Operating Expenses 24.0 23.3 _ 0.7
Total Expenditures  $111.3 $102.0 $9.3
Unexpended Balance
(Shortage) $ (2.8) $ 9.1 $11.9

a Because the projections of available funds excluded
reimbursements and reimbursed expenditures, we have adjusted
the actual year-end figures accordingly. Actual reimbursed
expenditures during fiscal year 1980-81 totaled
$30.7 million, consisting of approximately $26.4 million for
the Work Activity Program, $1.2 million for case services,
$2.3 million for other personal services, and $0.8 million
for other operating expenses.

Carryovers are unspent amounts from grants from previous
years.

These include only General Fund appropriations specified by
Chapter 510, Items 308 and 308.1 of the Budget Act of 1981.
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