DEPARTMENT OF DEVELOPMENTAL SERVICES
DETAIL OF PROPOSED CHANGES
Rate Increases for Day, Infant, and Respite Programs
A. Nature of Reauest:
The Department of Developmental Services (Department) is requesting an increase in
the rates for community-based Adult Day Programs, Infant Development Programs and
In-Home Respite Service Agencies and Providers. The rate increase will involve a
combination of a direct pass-through for direct service professionals' (DSP) wages and
benefits (10%) and an adjustment for administrative efforts (5%). These increases are
designed to stabilize the service delivery system. The Department utilizes a rate
methodology (currently in the process of being reformed) that is not based on the real
costs of providing quality services and results in low wages for DSPs. These low
wages, coupled with recent increases in minimum wage and low unemployment rates,
result in high staff turnover. The lives of consumers and families are adversely
impacted by this high staff turnover through disrupted services and a reduction in the
quality of services provided.
In response to the lack of funding for direct care staff in the Governor's proposed
budget for Fiscal Year 2000-01, service provider organizations, including the California
Rehabilitation Association, ARC - California, United Cerebral Palsy, California Alliance
for Inclusive Communities, Community Advocate Services, and the Supported Living
Network have stated that they will withdraw from the system reform process until they
have, "confidence that the Administration will immediately and seriously address this
crisis during the current budget process." Consumer organizations, including People
First of California, Los Angeles Self-Advocacy Group, State Council on Developmental
Disabilities Consumer Empowerment Subcommittee, and the Department's Consumer
Advisory Committee have indicated that they will also withdraw from the system reform
process in support of the provider organizations. Other stakeholders, such as the Los
Angeles Autism Society, State Council on Developmental Disabilities, Organization of
Area Boards, and Association of Regional Center Agencies, have voiced their support
for providers and their determination to resolve this crisis but did not join the walkout.
Without the participation of stakeholder and consumer organizations, as required by
legislation, the Department's ability to meet legislative mandates is seriously
compromised.
The current instability of the DSP workforce is building to crisis proportions. The
estimated turnover rate of 75% translates to a $37 million cost to rehire replacement
staff. The only rate increase in the last ten years, $31.9 million, did not bridge this gap
and remains insufficient to attract, train, and retain a skilled labor force. The
Department was mandated to construct a rate structure that will support a consumer
outcome-based service delivery. We expect the reform effort, and necessary statute,

regulation, and piloting to be fully implemented in Fiscal Year 2002-03. Immediate
stabilization of the infant development, respite, and adult day program service delivery
system is sorely needed, and cannot wait for the systemic reform efforts that will directly
link service quality and consumer outcomes.
The recently released Bureau of State Audits report expressed the need to stabilize the
hiring and retention of direct care staff. "The State's system was designed to provide
optimal service to consumers, but its success has been undermined by insufficient state
funding and more than $106 million in budget cuts over a four-year period. . . Providers
findit dimcult to attract candidates. . . and . . . retain them."
The withdrawal of the stakeholders from the system reform efforts also imperils the
status of the contract recently awarded to the Center for Health Policy Studies to
develop cost models for community-based services. This contract, developed in two
phases beginning February 1, 2000 and concluding in July 31, 2001, was awarded to
assist the Department to study current rates and make recommendations regarding a
rate model. It is the hope of the Department that this study, with stakeholder input, will
result in a rate model to be used for all types of services and supports which will
maintain a stable DSP workforce, and enable consumers and families to achieve their
stated outcomes.
To assure high quality services for consumers and families and regain the participation
of a significant number of stakeholders in the reform effort, the Department requests
sufficient funding to achieve stability of the DSP workforce in community-based Adult
Day Programs, Infant Development Programs and In-Home Respite Service Agencies
and Providers. Indicators of this desired stability are: (1) ongoing provision of high
quality services to consumers and families; (2) reasonable level of staff turnover; (3)
DSP wages that are competitive with the range of compensation for jobs with similar
requirements for knowledge, skills, and abilities; (4) DSP wages that are competitive
with competing employers; and (5) filling of long-term vacancies.

In Fiscal Year 1998-99, SB 1038 (Chapter 1043, Statutes of 1998, Thompson) and
AB 2780 (Chapter 310, Statutes of 1998, Gallegos-Trailer Bill) amended the Lanterman
Developmental Disabilities Act (Act). The amendment requires the Department to
develop a method of rate setting for providers of services and supports to persons with
developmental disabilities that reflects consumer and family centered outcomes and the
cost of ensuring high quality and stable services. In addition, the Department is to
develop a performance based rate system that takes into account individual consumer
outcomes.
The Act was also amended to state that the Department facilitate joint meetings
between system stakeholders to review the service delivery system and make

recommendations for change when desirable. The areas to review include: (1) process
by which regional centers vendor providers; (2) rate setting methodologies; and (3)
various monitoring and oversight functions of state and local agencies.
As a result of these meetings, the Department and the stakeholders realize the
immediate need to stabilize the service delivery system for community-based Adult Day
Programs, Infant Development Programs and In-Home Respite Service Agencies and
Providers to prevent further erosion of service quality and provision.
A funding increase that combines a direct pass-through to increase DSP wages and
salaries with an increase in administrative efforts will help stabilize the service delivery
system. A stable workforce and financially stable agencies will result in empowering
the service delivery community to move toward improvement of consumer outcomes. It
will also enhance the Department's effort to develop a viable performance based
system that integrates services across the service delivery spectrum as mandated by
the Legislature.
The inability of program providers to retain a skilled labor force has reached crisis
proportions. In 1997-98, the Department spent approximately $360 million for an
estimated 20,000 individuals and 1,300 agencies vendored to provide communitybased Adult Day Programs, Infant Development Programs and In-Home Respite
Service Agencies and Providers serving over 77,000 consumers and their families.
These programs enhance consumers' opportunities for constructive, fulfilling lives while
offering needed respite for their care givers. The rate system used for determining fair
and equitable rates for these essential service providers is based on vendors' actual
costs. The system is thus designed to achieve cost-effective and high-quality services.
However, the rate system has been funded only once in the last decade, resulting in
depressed wages and high staff turnover.
1. Current rates are depressed as the result of freezes.

Current rate funding practices for community-basedAdult Day Programs, Infant
Development Programs and In-Home Respite Service Agencies and Providers
originated in 1987 when the California Association of Rehabilitation Facilities
(CALARF--now California Rehabilitation Association, or CRA) and others brought
legal action against the Department to compel revision of the day program and inhome respite provider rate setting process. consequent to the settlement of the
CALARF lawsuit, Welfare and Institutions Code (W&IC) Sections 4690.2, 4691, and
4691.5 provided statutory authority for the present rate system for community-based
day programs and in-home respite service agencies. Regulations implementing the
statutory requirements (Title 17, California Code of Regulations, Sections 57422
throuah 57519. and 58020 throuah 58119) reflect a consensus arrived at among the
and othhrs in the provider community. That
~ e ~ $ m e n tthe
, lawsuit
consensus was aimed at: (1) rate setting based upon vendors' actual allowable
costs; (2) reasonable limits to rates and cost effectiveness; (3) similar rates for
similar programs; and (4) allowance for local variances and program flexibility. The

regulations creating the present rate setting system have been in effect since 1990.
The current rate setting system is designed to provide equitable compensation for all
vendors statewide and assure reasonable rates for the State. At the core of the
system, developed consequent to the CALARF lawsuit, is an "allowable range of
rates" concept, in which all providers in each category of service receive a rate of
payment that falls within a prescribed range of rates for that category. In theory, the
range itself is periodically narrowed, by simultaneously lowering the highest rates
and raising the lowest rates. The actual costs of doing business, submitted by
vendors in biannual cost statements, drive the periodic adjustments to the allowable
range of rates, and is used in determining a fair and reasonable rate for each
vendor. However, rate adjustments only occur if funds are appropriated for that
purpose in the Budget Act.
In the last ten years there has been only one rate adjustment based on cost
statements. The one rate adjustment provided in 1998199 was based on 1995196
cost statements, which were already depressed due to a lack of biannual rate
adjustments. As a result, vendors are struggling to provide services without offering
competitive wages and benefits. A common experience for vendors is to hire and
train a new employee and the new employee moves into a higher paying job. This
turnover results in disruptions in services, difficulty in maintaining quality services,
and jeopardizes the health and safety of consumers. To compound this turnover
issue, a lack of rate adjustments has resulted in vendors expending scarce
resources to meet increasing fixed overhead costs such as utilities, rent and
gasoline. The service delivery community is reporting that this fiscal strain is
reaching a crisis level throughout the state.
2. A stable workforce i s critical to quality outcomes.

In 1997-98, more than 44,000 Californians were needed to provide direct services
affecting the quality of life for the 77,000 consumers who utilize community-based
Adult Day Programs, Infant Development Programs and In-Home Respite Service
Agencies and Providers. The Department's investment in providing these services
was over $360 million dollars. Without funding sufficient to recruit, train, and retain
a skilled labor force, the Department puts at significant risk the health, safety, and
well-beina
" of consumers. Soecialized knowledae results from a long-term
relationship with consumers, families and the surrounding community. Turnover
issues are amplified in the lives of consumers and families when the knowledge,
skills, and abilities the experienced DSP gains over time is lost. The transfer of
knowledge to newly hired workers is often incomplete and results in a reduction in
service duality. Without sufficient funding, we jeopardize the long-term investment
value of a skilled workforce. ~e-investmentinstabilizing the labor force serves to
substantiate the Department's commitment to consumers and DSPs.
Investment in the day services workforce also represents stewardship of public
funds. Braddock and Mitchell (1992), of the University of Illinois, report an average
cost of $4,300 to replace a direct service worker. In 1997-98, given a turnover rate

averaging 61% (Institute for Social and Behavioral Research, Kansas State
University), it is estimated that California service providers spent $63.5 million, or
18% of total adult day service expenditures, replacing staff. Therefore, the $31.9
million allocated for 1999-00 day program, infant, and in-home respite services rate
increase did not fund the cost of replacing staff, much less allow for wage and
benefit increases.
The Kansas State University study demonstrates a direct link between wages and
turnover. Organizations experiencing high (88-150%) and moderate (37-75%)
turnover have an $.80/hour lower wage and fewer benefits than organizations with
low (0-33%) turnover rates. Both employers and employees cite that better wages
and benefits will help to reduce turnover rates.
Funding a stable workforce will send a positive signal regarding the Department's
ambitious reform effort to link the performance of day program providers and
consumer-based outcomes. A renewed focus on consumer outcomes necessitates
acknowledgment of the social and fiscal value of retaining a skilled workforce. The
current turnover and wage levels of DSPs belies our commitment to quality service
delivery for our consumers.
C. State Level Considerations:
In 1998-99, the Department was mandated to construct a rate structure that will support
a consumer outcome-based service delivery. The Department expects the reform
effort, and necessary statute, regulation, and piloting to become fully implemented in
Fiscal Year 2002-03. The legislative mandate requires the participation of stakeholders
throughout this reform effort. However, this timeline has been jeopardized by the recent
withdrawal of service provider and consumer organizations from the reform effort. Until
the systemic reform directly links service quality, rates and consumer outcomes,
stabilization of the DSP workforce is critical.
Th'ere are no direct links to other Departments. There are indirect links to the
Department of Health Services for management of the Home and Community-Based
Services Waiver, the Department of Rehabilitation's management of the Habilitation
Services Program, and the Department's budget change proposal addressing the
service delivery reform effort.
D. Justification:
The history of inadequate funding of the rate methodology has resulted in the current
crisis, magnified by the DSP turnover rate and the associated reduction in the quality of
services to consumers and families. This generates serious interrelated public policy
concerns that need to be addressed, most recently the walkout of the service provider
and consumer organizations. This proposal is consistent with the direction of the
service delivery reform efforts of the Department in partnership with consumers,
families, and stakeholders. In the long term, the issues will be addressed through the

Department's service delivery reform efforts. In the immediate term, however, the
Department needs to stabilize the service delivery system by stabilizing the DSP
workforce.
Additionally, this proposal addresses all six goals of the Department's Strategic Plan: to
enrich each consumer's quality of life; to maximize each consumer's health, safety and
well-being; to provide services of high quality; to provide a comprehensive array of
appropriate services and supports; to provide appropriate prevention and early
intervention services to reduce the incidence and severity of developmental disabilities;
and to provide services and supports for consumers and their families in an efficient
manner so as to be cost effective for the State of California.

1. Lack of Equity and Sufficiency in Funded Rates.
a.

Rate setting i s not based on actual vendor costs due to a lack of biannual
rate adjustments. Over the last ten years, the vendors' actual cost of
doing business has come to exceed the level of compensation provided
by their established (funded) rate.

b.

The lack of rate adjustments creates rate inequities between new and
existing vendors. New vendors receive a rate based on their first year
costs. Existing vendors rates are based on 1995196 costs (or their first
year of costs if vendored after 1996). As a result, existing vendors have
increasing difficulty retaining and recruiting quality staff. This jeopardizes
the quality of services provided to consumers and families.

2. Long Range Risk to Program Quality

a.

In the February 27. 1997. Bureau of State Audits "Report to the
Legislature o n ~ a t setting
e
Alternatives for community-~asedDay
Proaram and Residential Sen/ices." service oroviders expressed concerns
about an inevitable decline in service quality resulting from inadequate
funding of the current rate setting system. The Department expressed its
concern: "When rates are chronically underfunded, but program
expectations are unchanged, an incongruity occurs that cannot be
sustained indefinitely. This is because the system is predicated upon rates
that are related to service level needs of consumers. ~ v e n t u a l l ~ , t h e
system must find a balance or collapse from its own contradictions.... If
the state continues underfunding rates, the developmental disabilities
service system will be forced to reformulate expectations of attainable
goals. Better a less ambitious, but rationally functioning, system than one
which promises far more than can be delivered."

b.

Departmental concerns for program quality maintenance are growing as a
result of several considerations. The Coffelt lawsuit accelerated the
placement of consumers into the community from the State

developmental centers. Many of the services the consumers require from
day programs and in-home respite agencies are more intense than
agencies are accustomed to providing. This growing need throws into
even starker relief the inadequacy of funding the services needed by
consumers who require a more skilled workforce. But the effect of
strained financing for the programs is reflected in relatively low wage rate
levels and high staff turnover. The Department concludes that a lack of
additional funding sufficient to reduce staff turnover will cause service
quality decline, adversely affecting over 77,000 consumers and families.
The only alternative, to provide no stabilization to the service delivery, will result in
continued and rapid deterioration of service delivery. This will jeopardize the health,
safety, and well-being of consumers using day, infant, and respite services and risks
termination of medicaid waiver funding following any future HCFA reviews. Additionally,
the reform efforts of the Department in conjunction with its stakeholders, consumers,
and families will be jeopardized, including the Cost Methods for Community-Based
Services contract.
E. Analysis of All Feasible Alternatives:

1. Do nothing (Maintain current rates).
Pros
Requires no increase in appropriations for rates.
Cons
Jeopardizes the legislatively mandated participation of consumer and
stakeholder organizations in the service reform process;
Jeopardizes the rate methodology study currently underway;
Increases threat of service quality decline and adverse impact on consumers and
families;
Turnover issues will continue to impact the quality of services and de-stabilize
the service delivery system;
Defeats attempts to implement goals established in cooperation with the vendor
community; and
Continues fundamental lack of equity in payments to vendors, the majority of
whose funded rates are based on 1995-1996 cost statements.
2.Fund a rate increase to Community-BasedAdult Day Programs, Infant

Development Programs, and In-Home Respite Service Agencies and Providers.
Provide a 10% increase for DSP wages and benefits and a 5% administration
adjustment to stabilize the LISP workforce and the service delivery system.
Pros

-

Addresses concerns of service provider and consumer stakeholders and reengages stakeholders in the reform effort;
Assures maintenance of high quality day program, infant program and in-home
respite services to consumers and families;
Provides funds to stabilize both the agencies and the workforce empowering the
process of reforming the service delivery system over the next three to five
years;
Addresses the issues of staff turnover and retention that disrupt consumer
services;
Removes the major source of discontent and frustration in the community of
disrupted services and a decline in quality resulting from turnover of DSPs, and,
Achieves the consensus goal set for the Department in the CALARF lawsuit
settlement, including equitable and reasonable rates for service providers.

Cons

-

Increased general and federal fund cost.

F . Timetable:

Fund an increase in DSP wages, benefits and administration for community-based
Adult Day Programs, Infant Development Programs and In-Home Respite Service
Agencies and Providers to take effect in Budget Year 2000/01, effective July 1, 2000.
G. Recommendation:
Fund Alternative 2:
Fund a rate increase, including the direct pass-through of funds to increase DSP wages
and benefits to community-based Adult Day Programs, Infant Development Programs
and In-Home Respite Service Agencies and Providers.

