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FY 1989-90 RESIDENTIAL RATES PROPOSAL 
ALTERNATIVE RESIDENTIAL MODEL (ARM) 

PURPOSE 

This proposal and the attached report are submitted to the 
Legislature in fulfil~ent of Welfare and Institutions Code (WIC) 
Section 4681.1, which authorizes the Alternative Residential 
Model (ARM) and requires the Department of Developmental Services 
(DDS) to propose ARM rates annually to the Legislature • 

• 
INTRODUCTION 

In April 1988, the Governor signed SB 1513 into law. This 
statute authorized the Department to implement a new residential 
rate system called ARM statewide by January 1, 1991. ARM had 
first been implemented as a pilot project 1n three regional 
centers, the Department is now in the process of phasing in the 
new system in the other regional centers. 

ARM is replacing the traditional rate system authorized by the 
Lanterman Act. The traditional rate system pays set monthly 
amounts based on each client's assessed need for supervision~ 
Over	 time, the Department has recognized two major flaws with 
this	 system: 

(1)	 The rate system is not tied to any quality assurance 
standards. In other words, the Department has no 
authority to assure that providers deliver the 
supervision prescribed by the assessment process. 

(2)	 Facility cost studies found inaccuracies in the rate 
structure required by law. For example, the law 
mandates that rates vary by facility size, whereas cost 
studies have never confirmed such a cost pattern. 

ARM was designed to address both these problems. First, it pays 
providers according to the level of service they actually
provide. The Department developed quality assurance standards 
which detail exactly what is expected of providers offering each 
of the four levels of service used in ARM. second, the 
Department developed a revised rate structure based on the 
findings of its prior facility cost studies. 
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ARM has four levels of service. Level 1 is the SSI/SSP rate. 
Since it is not set by DDS, it is outside the scope of any ODS 
rate	 study. The Department sets rates for Levels 2-4. The 
attached report addresses these three levels. 

BACKGROUND OF THIS RATE STUDY 

Last year DDS contracted with an independent consulting firm, 
Price Waterhouse, do to an extensive study of the costs of a 
large sample of community care facilities. Although the primary 
purpose of this study was to update the rates for the 
Department's traditional rate system in compliance with WIC 4681, 
DDS also included facilities from the ARM pilot project in the 
facility sample. The 614 facility sample was drawn from four 
different rate types, as follows: . 

Rate	 Type Number 

CCF Traditional ••.•... 468
 
ARM (Levels 2-3) •..•.• 69
 
special Services ••.••. 46
 
Negotiated Rate .•.•... 31.
 

Total	 614 

Price Waterhouse visited each of the 614 facilities in the sample 
to collect a complete cost statement and other facility 
information such as licensed size, type of operation, and client 
enrollment. This facility data was analyzed and the findings 
used in developing two reports: one on the traditional rate 
system and one on ARM. The report on the traditional rate system 
was submitted to the Legislature in March, 1989, and copies are 
available upon request from the Department. The report on ARM is 
attached. 

STUDY DESIGN 

The objective of the ARM portion of the residential cost study 
was to develop rates for ARM Levels 2, 3, and 4. To do this, 
Price Waterhouse started with the 69 ARM facilities in-the 
facility sample. These facilities were all designated as Level 2 
or 3. Two constraints limited the size of the sample of ARM 
facilities and the scope of the data: 

o	 ARM was a pilot project during the accounting period 
selected for this study, calendar year 1987. The pilot 
was conducted in three of the twenty-one regional 
center areas: Far Northern, Harbor, and Central 
Valley. 
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o	 During 1987, only Levels 2 and 3 of ARM were in 
operation. Level 4 standards and rates were not 
implemented until later. 

Price Waterhouse analyzed the data from the sixty-nine ARM Level 
2 and 3 facilities, and compared them with the data from the 
considerably larger sample of non-special service facilities 
under the traditional rate system. Since they found that the 
costs of these two groups of facilities were not significantly 
different, they combined the data for the rate element 
calculations for ARM Levels 2 and 3. 

None of the facilities in the ARM sub-sample were Level 4. Price 
Waterhouse estimated Level 4 costs using the special services and 
negotiated rates facilities in the sample. These two types of 
facilities will become Level 4 when ARM is implemented in their 
areas. 

MAJOR FINDINGS OF THE PRICE WATERHOUSE STUDY 

The findings of the Price Waterhouse study are discussed in 
detail in the attached report. Below is a summary of the major 
findings. 

1.	 The distribution of facility costs was skewed by a 
small number of "high cost" outlier facilities. These 
outliers pUlled the mean cost above the median cost. 
Price Waterhouse recommended that: "Sample medians be 
used as the measure of central tendency for describing 
the costs of 'typical' facility ....We chose the median 
because it avoided giving undue weight to a small 
number of high cost outliers and allowed us to use the 
data from all facilities in the sample." 

2.	 Price Waterhouse tested the data to identify 
statistically significant cost variations. Four of 
their findings are of particular interest: 

a)	 Costs vary significantly by type of operation 
(owner vs. staff-operated) •. Consequently, this 
finding was incorporated into the rate 
recommendations. 

b)	 The costs of special services and negotiated 
rates facilities were statistically similar to 
each other, and significantly different from 
all other facilities. This finding supported 
the decision to develop the ARM Level 4 rate 
schedule based solely on the costs of the 
special services and negotiated rates 
facilities in the sample. 
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c)	 Costs vary by geographic regjon. but not 
significantly. However, Price Waterhouse 
developed rates with geographic variation, 
since WIC 4681.1 requires it. Price Waterhouse 
identified eleven counties where housing costs 
tend to be higher than in the rest of the 
state. They called these counties "High Fair 
Market Value" (FMV) counties. All other 
counties were called "Medium FMV". Rates were 
calculated separately for the two groups of 
counties, based on the study data. 

d)	 Costs do not vary significantly by facility 
size. Since WIC 4681.1 states that facility 
size play a role only if there is "demonstrable 
variation," Price Waterhouse did not recommend 
varying the rate by this factor. 

3.	 Although the direct-care staff wages for the Level 3 
facilities in the ARM sub-sample were higher than for 
the Level 2 facilities, this difference was not 
statistically significant at the 95 percent confidence 
level. When ARM Level 2 and 3 wages were combined, 
they were statistically similar to the wages paid by 
traditional non-special service facilities. Therefore, 
Price Waterhouse used the single wage rate produced 
from the combined facility sample, including ARM Levels 
2-3 and traditional non-special service facilities, for 
the Level 2 and 3 rates recommended in the attached 
report. 

4.	 Price Waterhouse encountered difficulties in estimating 
the value of owner operator's time in some tasks of 
facility operation. Since owner-operators tend to be 
unsalaried, there are no records of the time they work 
or of the wages they earn. Price Waterhouse used 
staff-operated facility wage data for those activities 
which are similar in both kinds of facilities, such as 
direct supervision. However, time spent in 
"unallocated services" is not similar in owner- and 
staff-operated facilities. OWner-operated facilities 
involve substantially less time in supervisorial, 
managerial, and other administrative activities than 
staff operated ones. 

Due to lack of data, Price Waterhouse did not attempt 
to estimate the value of owner-operator time in the 
unallocated services rate element. They developed this 
element using only reported costs. 

- 4 



5.	 ~lthough the law requires that the rate include a 
"proprietary fee," it does not define this term. Price 
Waterhouse defined the term as net total assets per 
client-day. They used data from the facility sample 
combined with the national rate of return for 
residential care facilities published by Dun and 
Bradstreet. 

Based on the above findings, Price Waterhouse developed one rate 
schedule for ~RM Levels 2 and 3, and a separate one for Level 4. 
These two schedules are shown below in Tables 1 and 4. In 
addition, Exhibits 1 and 2 at th~ end of this proposal show each 
of the rate elements contained in the rates. 

TABLE 1 

Price Waterhouse Recommended ~RM Rates 
Levels 2 and 3. (FY 1989-90 dollars) 

for 

Medium FMV Counties 
OWner- Staff-
Operated Operated 

High FMV 
OWner-
Operated 

Counties 
Staff-
Operated 

Level 
Level 

2 
3 

$930 
$1,117 

$1,084 
$1,270 

$987 
$1,188 

$1,168 
$1,369 

T~BLE 2 

Current ARM Rates 
Levels 2 and 3 

Medium FMV Counties 
owner- Staff
Operated Operated 

High FMV 
OWner-
Operated 

Counties 
Staff-
Operated 

Level 2 
Level 3 

$933 
$1,214 

$1,084 
$1,410 

$933 
$1,214 

$1,084 
$1,410 

Current ARM rates do not vary by geographic area. 
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TABLE 3
 

Comparison of Price Waterhouse Level 2-3 ARM Rates
 
With the Current ARM Rates (percentage difference)
 

Medium FMV Counties 
Owner- Staff-
Operated Operated 

High FMV 
OWner-
Operated 

Counties 
Staff-
Operated 

Level 
Level 

2 
3 

-0.3\ 
-8.0% 

0.0% 
-9.9% 

5.8\ 
-2.1% 

7.7% 
-2.9% 

Table 3 shows that the Price Waterhouse ARM rates are higher than 
the current ARM rates in one area (Level 2 rates in the "High FMV" 
counties), the same as the current rates in one area (Level 2 rates 
in "Medium FMV" counties), and lower than all the current Level 3 
rates. 

TABLE 4 

Price Waterhouse recommended ARM rates for Level 
(FY 1989-90 dollars) 

4 

Mediwn FMV 
Owner-
Operated 

Counties 
Staff-
Operated 

High FMV 
OWner-
Operated 

Counties 
Staff-
Operated 

Level 
Level 
Level 
Level 
Level 
Level 
Level 
Level 
Level 

4A 
4B 
4C 
4D 
4E 
4F 
4G 
4H 
41 

$2,179 
$2,283 
$2,389 
$2,527 
$2,666 
$2,807 
$2,977 
$3,153 
$3,398 

$2,432 
$2,544 
$2,658 
$2,'804 
$2,953 
$3,104 
$3,285 
$3,473 
$3,737 

The Price Waterhouse Level 4 rates range both above and below the 
current Level 4 rates, but on the average are about 12 percent 
higher than the current rates. Nearly all of the difference between 
these two rate schedules rates is due to the change in the 
California Consumer Price Index (CP1) from FY 1987-88 (when the 
current rates were established) to FY 1989-90. 
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DEPARTMENTAL ADJUSTMENT TO THE PRICE WATERHOUSE FINDINGS 

The Department has two concerns with the Price Waterhouse Level 2 
and Level 3 rates: 

Include an amount to reimburse owner-operators for their time 
spent in maintenance, repair, and administrative activities in 
both Levels 2 and 3. The Price Waterhouse rate element for 
unallocated services costs is based on reported costs only. 
Since owner-operators do not pay themselves a salary, there are 
no reported costs for their time spent in these activities. 
DDS, therefore, developed a model of owner-operator's time 
spent in administration, maintenance, and repair; imputed a 
wage (assumed to the same as for direct supervision); and added 
the~resultant modelled cost to the unallocated services cost 
element for owner-operated facilities. 

The adjustment adds $33-$45 to the Price Waterhouse owner
operated. rates, depending on the level of service and the 
region of the state. 

Level 3 direct-care staff wages may need adjustment. Price 
Waterhouse used the same wages for both Levels 2 and 3. 
Although their data showed that the Level 3 wages were slightly 
higher than the Level 2 wages, the difference was not 
statistically significant. This data showed a median Level 3 
staff wage (including benefits) of $6.41 per hour, when Updated 
to FY 1989-90 levels. When applied to the Level 3 rates, this 
wage wouid increase the rates by $22-$76, depending on the type 
of facility and region of the state. 

However, DDS is not proposing to adjust the rates at this time, 
since the Level 3 staff wage data came from only fourteen 
facilities in the ARM sub-sample. A sample this size is too 
small to be statistically valid. DDS recommends conducting a 
Level 3 wage survey before proposing an adjustment to the Level 
3 rates. 

The following table shows the Price Waterhouse rates, as adjusted by 
the Department, to include owner-operated time in administrative, 
maintenance, and repair duties. 
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TABLE 5 

Revised Price Waterhouse ARM Level 2 and 3 Rates 
(FY 1989-90 dollars) 

Medium FMV Counties High FMV Counties 
Owner- Staff- Owner- Staff
operate~ Operated Operated Operated 

Level 2 $963 $1084 $1023 $1168 
Level 3 $1158 $1270 $1233 $1369 

TABLE 6 

Current ARM Rates 
Levels 2 and 3 

Medium FMV Counties 
OWner- Staff
Operated Operated 

High FMV 
Owner-
Operated 

Counties 
Staff-
Operated 

Level 
Level 

2 
3 

$933 
$1,214 

$1,084 
$1,410 

$933 
$1,214 

$1,084 
$1,410 

Current ARM rates do not vary by geographic area. 

TABLE 7 

Percentage comparison: Adjusted Level 
and 3 ARM Rates with Current Rates 

2 

Medium FMV Counties 
OWner- Staff-
Operated Operated 

High FMV Counties 
Owner- Staff-
Operated Operated 

Level 
Level 

2 
3 

3.2% 
-4.6% 

0.0% 
-9.9% 

9.6\ 
1.6% 

7.7% 
-2.9\ 

The Level 4 rates remain unchanged from the Price Waterhouse 
findings. 
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FY 1989-90 RATE PROPOSAL FOR THE ALTERNATIVE RESIDENTIAL MODEL 

Implementing rate schedules for ARM Levels 2-4 in Tables 4 and 5 
would assure that all rates include each rate element named in 
WIC 4681.1, including the proprietary fee and geographic varia
tion, both of which are not in the current ARM rates. If DDS 
were to implement these ARM rates effective July 1, 1989, the 
cost would be $6.3 million in FY 1989-90. If the effective date 
were January 1, 1989, the cost would be $3.6 million. These fis
cal estimates assume that the rates in Tables 4 and 5 are imple
mented for all facilities in the ARM system, and that there is no 
red circle policy for facilities that experience a rate reduc
tion. 

~	 However, DDS has significant concerns with the accuracy of the 
Level 4 ARM rates. These rates were completely estimated using 
data from facilities not operating under the ARM program. Such 
estimating was necessary because there was no Level 4 program in 
effect during the accounting period used for this study. The 
Department recommends that it obtain supplemental data on the 
actual costs of operating Level 4 facilities before proposing new 
Level 4 rates. 

Therefore, the Department proposes to implement only the Level 2 
and 3 rates shown in Table 5 during FY 1989-90, and to hold the 
Level 4 rates at their current level until more accurate data can 
be obtained as the basis for rate-setting. The cost in FY 1989
90 of implementing this proposal starting July 1, 1989 would be 
$2.9 million. If the effective date were January 1, 1990, the FY 
1989-90 cost would be $1.7 million. As with the prior fiscal 
estimate, these figures assume no .red circle policy for facili
ties experiencing a rate reduction. 
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ARM LEVEL 2 AND J RATE ItECOMMENDAnON 

4) BLN yaria by &eOlraPt' but not. 
by opention type. 

S)	 UC. D.S.. and Prop. Fee yuy . 
by GperI1ion type A Ico&fll1l11 

$271 S3~8 
$75 SI31 
$17 $29 
Nt'" MIA 
NlA HlA 
MIA MIA 

SlOt 5389 
$69 $146 
53' S31 
NlA NlA. 

NtAHI'"
MfA NJA 

Total SI26 $961	 Sl16 $1037 

$47. S566 
$70 5147 
53' 531 
MIA NlA 
MIA NtA 
HlA NtA 

Td 599t $l.121	 51.054 5t.215 

2. 5••111." or Eallm.ted ARM Raid tJllnl 198' e.ta from J91l8 aat. Study 

~~	 

$876 SIm1ARM Ln" 2 
AR~' l.eftl 3 ._JL·05~~__".~!!,11~ 

3. RK01Itm~n4~d ARM Ralu 'or FY 1989·90 Bawd on Study Sampl, Oala 

ARM lAy.. 2 . 5930 51.01-

ARM IAfti J St.1l1 IU10
 

4. Amal ARM Rattt Err.ctlve April I, 1988 

uwn,r up. Marr up 

ARM Ln,I2 $933 SI,08-4 
ARM IAv•• ' St.214 51;410 

5987 SI,168 
51.188 51.)69 

Note:	 CurmlI ARM tiki do not 
po¥ide ror acographic 
vlriatioft in na. 

5. P.rr'.bI' Cltanc- 1ft 1988 ARM Ral.1 _..lnd to Match ProJH'ted 
FY 1989-90 Rattt Dase4 Olt 19n aa" Sf.d1 Sample 

.o.)~ 0."	 5.19'0 1.7"ARM L.... 2 
".0% -9.~	 ·2.1% -2.9%ARM Lty" J 
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EXHIBIT 2 

ARM LEVEL 4 RATE RECOMMENDATION 

Ius .. 
1) M:t7~ tiled tOl all dcmen&s 4) BLN. uc. 01. SSe Prop. Fee 'I1rJ by 
2) AkM Watt IlJIlCIVWon modd used gcolflPhic rqion 
J) Lap1 wagcllIId IlCIUI1 bcncfiIa per hour 

I. Stud, Data ....dln'. (1917 dollan) 
A Mecll•• FMV COII.tIes 

ate 
Lev.1 4 up". . ee 

'" 1'21 $942 S40J 512 NlA SI.934 
48 SS21 SI.034 S40) $1.2 NlA 52.026 
4C SS21 SI.128 S403 512 NlA S2.I20 
40 $521 $1.222 $403 S12 NlA S2.242 
4E $521 SI.)4.5 $403 S12 NlA 52.365 
-iF $521 SI.470 S403 S12 NlA $2.490 
40 SS21 51.593 $403 SI2 NlA S2.641 
4H $521 51.748 $40) SI2 NlA 52.796. 
41 S521 SI.965 S40J S12 NlA S3.013 

ate 
Len! 4 up". n 

4A $597 SI,012 $476 N/A S2.158 
4B $597 SI.11 ] $476 N/A 52,257 
4C 5597 SI.212 5416 NJA 52.35. 
40 5591 SI.313 $476 NlA $2.487 
4£ SS97 51.445 $476 N/A S2.619 
4F 5597 51.579 $476 NJA S2~754 
40 $597 SI.711 5416 NlA $2,914 
4H S.597 SU78 $476 NlA S3.081 
41 $597 S2.111 $416 NlA 53.l14 

2) S d'.Iy Data FI dln nlS V dJpl." d to A II~pr II. 1938 

ARM R.te 
McdiumFMV 

Counties 
HiahFNV 
~tiu 

AduaI 
11-1. ARM 
Level 4 Rate 

Ltvtl .. 
4A 
48 
4C 
40 
4£ 
4F 
40 
4" 
41 

52.001 
52,097 
S2.194 
52.321 
$2.448 
12.571 
$2.733 
52.894 
13.119 

S2.U
S2.336 
S2.441 
S2..s1S 
52.711 
52.150 
U.016 
$3.189 
SJ.4)() 

SI.946 
S2.081 
S2.215 
$2.382 
52.S62 
S2,742 
$2,9$) 
53.178 
$l.493 

3) Percentale C'ange In Actual .7-11 ARM Level. Rale. Rtq1tfrtd IG Mat(b Stud)' Da•• Flndln&s 
UJp4dated to A~prII II. '988 I.eYeh • 

AmIaJ 
McdiumFMV HiahFMV 87.a8ARM 

ARM Rate Counda OMmticl Level 4 Rate 
Lenl" 

4A 2.11ft 14.1lJ. Sl.946 
4B 
4C 

O.8~ 

..o.K 
12.3~ 

10.2lJ. 
Sl,081 
S2.2IS 

40 
4£ 

·2.6~ 

..coSlJ. 
'.l~ 
5.8lJr 

52,382 
S2.562 

4F -6.K 3.9~ 12.742 
40 -7A~ 2.1lJ. S2.9~3 
.eM -8.9% O.3~ $3.178 
41 -10.1% -1.89'0 53.493 
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EXHIBIT 2 (con It.) 

..) RKOmmtDelt d ARM I.eyt'~Rates ,or FY 1-.90 Based on StudIY •Samp,Ie Data 
AaUaI 

ModiumFMV HiahFMV 87-38AkM 
ARM RaCt Counde. Counda Levd4 Rile 
Levd. 

4A $2.t79 $2,431 $1.946 
48 Wlll $2,544 $2,081 
4C 12.319 S2.651 SUIS 
41) $2..527 $2,104 sun 
4E $2.666 $209.53 S2.56~ 

$2.807 SJ.I04 $2,'42 
40 
4F 

$2.977 $3.21S $1.953 
4H $3.1" $3.473 S3.171 
41 SJ.391 $).7)7 Sl.493 

5) Perccnlage Cbange La 1981-88 ARM .. aatn Required to Makla ProJeded 
FY 1~89.90 R Basttl Oil 1988 R t t Iy •ates a e SudSamPle 

I 
ARM Rate· 

MediumFMV 
Counlic:s 

HighFNY 
Cotmdc:s 

Acwal 
87-88 ARM 
Level" Rate 

Level .. 
4A 12.0~ 25.~ 5J.946 
48 9.1~ 22.2~ 52,081 
4C 7.99'. 20.0"4 $2.215 
40 6.1% '7.7% $2.382 
4E 4.19'. 15.2~ 52.562 
4F 2.4% 13.2~ 52,742 
40 O.S~ 1I.~ 52.953 
4H .0.8% 9.3% $3.178 
41 ·1.1% 1.09'. 53,493 
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EXECUTIVE SUMMARY
 

PURPOSE OF THE STUDY 

The Department ofDevelopmental Services (DDS) is required by Welfare and Institution 

Code (WIC) Section 4681.1 to propose rates to the Legislature for purposes of reimbursing 

residential care facilities operating under the Department's Alternative Residential Model 

(ARM) system. ARM is a new approach to regulating and reimbursing operators of 

residential care facilities. DDS has been testing the ARM system on a pilot basis since 

1985. With the passage of SB 1513 (Chapter 85, Statutes of 1988), all community care 

facilities for the developmentally disabled in California will be reimbursed under the ARM 

system by January 1, 1991. This repon is designed to provide the Department with a 

detailed analysis concerning the costs of operating residential care facilities and 

recommends ARM rates based on that analysis. 

BACKGROUND 

In January 1989, Price Waterhouse completed a cost study of residential care facilities for 

the developmentally disabled based on data collected from on-site visits to 618 facilities, 

known as the 1988 Residential Rate Study. That study, based on the largest sample of 

facilities ever contacted for this purpose, was conducted in response to a statutory 

requirement for a periodic redetennination of rates and for an annual rate proposal by DDS 

to the Legislature. Through a competitive bid process, Price Waterhouse was selected to 

conduct the 1988 Residential Rate Study. 

Price Waterhouse prepared a report detailing the statistical analysis of the data collected and 

alternative reimbursement rate schedules, based on that data for facilities under the prior 

(non-ARM) rate system authorized by WIC 4681. The Department will forward that repon 

and its commentary and recOmmendations to the Legislature upon the completion of the 

Administration review and approval process. A copy of the repon is available from DDS 

upon request Chapter I of this repon provides additional background on the origin and 

purpose of this study. 
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EXECUTIVE SUMMARY
 

HOW THIS STUDY WAS CONDUCTED 

The data used to develop reCommended rates for the ARM system are essentially the same 

data used to develop the report prepared in response to the WIC 4681 requirement for a rate 

redetermination study of non-ARM facilities. Data on 40 different cost items were collected 

from all facilities in the sample. The 40 cost items were then grouped into the major cost 

categories set out in WIC 4681.1 for analysis and rate recommendation. The major cost 

categories were Basic Living Needs, Direct Supervision, Special Services. and Unallocated 

Services costs. Cost information was analyzed to determine the statistical significance of 

the variation in costs among facilities by service ~te type, facility size, operation type, and 

geographic location. Based on the results of this statistical analysis, ARM rates are 

recommended in satisfaction of the requirements mandated in WIC 4681.1. The reader 

should note that Price Waterhouse did not conduct any assessment of the quality of service 

provided by sample facilities and expresses no opinion on how differences in service 

quality might impact reported cost variations found in the sample. Chapters n, m, and IV 

of this report provide background on the study methodology, the sample of facilities, and 

the nature of the cost data analyzed in this report. 

SIGNIFICANT FINDINGS 

Chapter V presents the key statistical findings of the project Some of the most important 

findings derived from our analysis of the cost data include: 

ARM Level 2 and Level 3 FacUities 

•	 Statistical analysis demonstrates that facilities from the ARM pilot sample and 

those from the sample of Traditional reimbursement rate facilities (82% of all 

facilities) have similar costs. Based on these results, we combined the ARM 

and Traditional facility samples to create a single group. The costs of this single 

group were used to develop recommended rates for facilities that will be 

designated as ARM Level 2 or Level 3 facilities. 
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EXECUTIVE SUMMARY
 

•	 Within the ARM 'pilot sample, while ARM Level 2 wage costs were less than 

ARM Level 3 wage costs, the difference was not statistically significant at the 

95% level. Also, there was no statistically significant difference between the 

ARM pilot sample wage costs and those ofTraditional facilities. Therefore, we 

had no alternative but to use the single wage rate developed from the combined 

ARM and Traditional facility samples tQ prepare both the ARM Level 2 and 

Level 3 Direct Supervision rate element 

•	 For ARM Level 2 and 3 facilities, facility size was not found to be a statistically 

significant (at the 95% level) cause of cost variation. Operation type (whether a 

facility is owner operated or staff operated) was found to impact Unallocated 

Costs but not Basic Living Needs Costs. Therefore, our rate recommendations 

for Basic Living Needs do not make a distinction based on operation type. 

However, for Unallocated Costs we do recommend separate reimbursement .. rates for owner operated and staff operated facilities. In addition, since WIC 

4681.1 stipulates an adjustment factor for geographic cost differences, our rate 

recommendations provide for such geographic adjustment of rates. (Our 

statistical analysis did not find geographic variation, by itself, to be statistically 

significant [at the 95% level].) 

ARM Level 4 Facilities 

•	 The category of facilities that will be designated as ARM Level 4 will consist of 

facilities that currently are reimbursed as either Special Services or Negotiated 

Rate facilities. These ARM Level 4 facilities will serve clients with more severe 

disabilities and a greater need for supervision and training. Statistical analysis 

demonstrated that Negotiated Rate and Special Services facilities have similar 

costs, costs that are significantly higher than those incurred by facilities that will 

operate as ARM Level 2 or Level 3 facilities. Based on these findings, we 

combined cost information of these two types of facilities to develop ARM 

Level 4 rate recommendations. These Level 4 rates will constitute a distinct and 

separate rate schedule from those used to reimburse Level 2 or Level 3 facilities. 
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•	 Since virtually all of the ARM 4 facilities are staff operated, no rate system 

distinction is made based on operation type. In addition, statistical analysis 

indicated that facility size and geographic location do not impact costs. 

However, since Me 4681.1 stipulates a geographic factor, our rate 

recommendation does provide for geographic differences based on the 

geographic cost difference found among sample facilities. 

•	 For ARM 4 facilities, we found wage costs significantly higher than for the 

expanded sample of ARM 2 and 3 facilities. We attribute the higher wage cost 

to the higher level of training ARM 4 staff must possess. Th~fore, the ARM 

4 Direct Supervision rate element is based on a higher wage rate than ARM 2 

and 3 facilities. 

General Findings 

•	 Within each of the rate type groups, as well as across other groupings of the 

facilities (such as by facility size), there was wide variation in reported costs. 

Data in virtually every cost category were characterized by large standard 

deviations, an indication that there was wide variation in facility cost 

experience. This variation reflected the wide differences in facility history, 

management, and operations found in our field visits. A key feature of this 

variation was the presence of a relatively small number of high cost "outlier" 

facilities which tended to pull the sample means above the sample medians. 

•	 As a result of this variation and the fact that DDS had no pre-existing standards 

defming allowable maximum costs for purposes of rate development, we 

recommend that the sample medians be used as the measure of central tendency 

for describing the costs of a "typical" facility. While either the mean or the 

median can be used as a reasonable measure ofcentral tendency, in this case we 

chose the median because it avoided giving undue weight to a small number of 

high cost "outliers" and allowed us to use the data from all facilities in the 

sample without exclusions. 
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•	 In future rate studies it would be possible to utilize sample means for purposes 

of estimating facility costs if DDS can develop standards that address the 

treatment of "outlier" facilities. The Department would need to develop 

guidelines defming maximum allowable costs (guidelines that address how to 

treat facilities with high costs due to low occupancy rates, for example) or a 

quantifiable standard for excluding high and low cost outlier facilities. 

RECOMMENDED RATE SCHEDULES 

Recommended rate schedules for ARM Level 2, Level 3, and Level 4 facilities are 

presented in Chapter VI of this report. These recommended rates are based on the data 

collected during the survey phase of the project, the extensive data analysis perfonned 

during the project, the Department's proposed ARM Direct Supervision staffing model, and 

our interpretation of the reimbursement rate requirements of Welfare and Institutions Code 

Section 4681.1. 

The tables which follow present the ARM Level 2 and 3 and also ARM 4 recommended 

•	 rates and how they compare to actual ARM rates in effect on April 1, 1988. The reader 

should note that the portions of the table comparing recommended rates (developed from 

study data) with actual DDS ARM rates show that the actual rates are higher than were 

recommended rates for certain groups of facilities. This finding should !!Q.t be interpreted 

as arecommendation by Price Waterhouse that rates be reduced for any group of facilities 

shown in the exhibit Such a decision would involve a degree of disruption to facilities that 

are already conducting business based on current rate schedules. The Department would 

have to make a policy decision about whether the disruption entailed by such a rate revision 

would be justified under the circumstances. Such a decision was beyond the scope of this 

study, and hence we offer no opinion on this issue. 
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EXHIBIT 1
 

ACTUAL ARM RATES AS OF APRIL 1, 1988·
 

OWNER STAFF
 
OPERATED OPERATED
 

S933 SI,084
 

SI.214 SI.410
 

ARM LEVEL 2 AND 3 RATES IF SET USING SAMPLE MEDIANS 
UPDATED TO APRIL 1, 1988 

MEDRJM FMV COUNTIES HIGH FMV COUNTIES 
OWNER STAFF OWNER STAFF 

OPERATED OPERATED OPERA11ID OPERAlED 

S8SS S996 S906 SI,073 

$1,025 $1,166 Sl,09O $1,257 

PERCENTAGE CHANGE TO MATCH 
APRIL I, 1988 ACTUAL RATES 

MEDIUM FMV COUNTIES HIGH FMV COUNTIES 
OWNER STAFF OWNER STAFF 

OPERATED OPERATED OPERAlED OPERATED 

-8.36% -8.12% -2.89% -1.01% 

-15.57% -17.30% ·10.21% -10.85% 

RECOMMENDED ARM RATES FOR FY 1989·90 
BASED ON STUDY SAMPLE DATA 

MEDIUM FMV COUNTIES HIGH FMV COUNTIES 
OWNER STAFF OWNER STAFF 

OPERATED OPERATED OPERAlED OPERAlED 

$930 Sl,084 S987 SI,I68 

Sl,l17 Sl,270 Sl,188 Sl,369 

LEVEL 2 

LEVEL 3 

• 

LEVEL 2 

LEVEL 3 

LEVEL 2 

LEVEL 3 

LEVEL 2 

LEVEL 3 

LEVEL 2 

LEVEL 3 

PERCENTAGE CHANGE IN 1988 ARM RATES REQUIRED TO MATCH PROJECTED 
FY 1989-90 RATES BASED ON 1988 RATE STUDY SAMPLE 

MEDIUM FMV COUNTIES HIGH FMV COUNTIES 
OWNER STAFF OWNER STAFF 

OPERATED OPERATED OPERAlED OPERATED 

~.32% O.OM. S.79% 7.75% 

-7.99% -9.93% -2.14% -2.91% 

• April I, 1988, Actual ARM Rates are not differentiated by geographic location. 
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ARMRA1E 
LEVEL 4 

4A 
4B 
4C 
4D 
4E 
4F 
4G 
4H 
41 

ARMRA1E 
LEVEL 4 

4A 
4B 
4C 
4D 
4E 
4F 
4G 
4H 
41 

ARMRA1E 
LEVEL 4 

4A 
4B 
4C 
4D 
4E 
4F 
4G 
4H 
41 

ARMRA1E 
LEVEL 4 

4A 
4B 
4C 
4D 
4E 
4F 
4G 
4H 
41 

·

EXECUTIVE SUMMARY EXHmIT2 

ARM LEVEL 4 STIJDY DATA ANDlNGS 
UPDA1ED TO APRIL I, 1988 

...
 

MEDIUMFMV
 
COUNTIES
 

52,001 
52,097 
52,194 
52,321 
$2,448 
$2.,577 
S2.733 
52,894 
$3,119 

HIGHFMV
 
COUNTIES
 

$2,234 
$2,336 
$2,441 
$2,575 
$2,711 
$2.,8SO 
$3.016 
$3,189 
$3,430 

ACTUAL 1987-88
 
ARM 4 LEVEL RATE
 

51,946 
52,081 
52,215 
52,382 
52,562 
S2,742 
52,953 
$3,178 
$3,493 

PERCENTAGE CHANGE IN ACTUAL 87-88 ARM LEVEL 4 RATES REQUIRE TO MATCH 
snJDY DATA FINDINGS UPDA'IED TO APRIL I, 1988 LEVELS 

MEDIUMFMV
 
COUNTIES
 

2.8~ 

O.8~ 

~.9% 

-2.6~ 

-4.5~ 

-6.0% 
-7.4~ 

-8.9% 
-10.7~ 

HIGHFMV
 
COUNTIES
 

14.8~ 

12.3~ 

10.2~ 

8.1~ 

5.8~ 

3.9% 
2.1~ 

O.3~ 

·1.8~ 

ACTUAL 1987-88
 
ARM 4 LEVEL RATE
 

51,946 
52,081 
$2,215 
S2,382 
52,562 
52,742 
52,953 
$3,178 
S3,493 

RECOMMENDED ARM LEVEL 4 RATES
 
FOR FY 1989-90 BASED ON snJDY SAMPLE DATA
 

MEDIUMFMV
 
COUNTIES
 

$2,179 
$2,283 
52,389 
$2,527 
52,666 
$2,807 
52,977 
$3,153 
$3,398 

HIGHFMV
 
COUNTIES
 

$2,432 
$2,544 
$2,658 
$2.,804 
$2,953 
$3,104 
$3,285 
$3,473 
$3,737 

ACTUAL 1987-88
 
ARM 4 LEVEL RATE
 

$1,946 
52,081 
$2,215 
$2,382 
$2,562 
52,742 
52,953 
53,178 
53,493 

PERCENTAGE CHANGE IN 87-88 ARM 4 RATES REQUIRED TO MATCH PROJECTED
 
FY 1989-90 RATES BASED ON 1988 RATE S11IDY SAMPLE
 

MEDIUMFMV 
COUNTIES 

12.0% 
9.7% 
7.9% 
6.1% 
4.1% 
2.4% 
0.8% 
~.8% 

-2.7% 

HIGHFMV 
COUNTIES 

2S.0% 
22.2% 
20.0% 
17.7% 
15.2% 
13.2% 
11.2% 
9.3% 
7.0% 

vii 

ACTUAL 1987-88
 
ARM 4 LEVEL RATE
 

51,946 
$2,081 
$2,215 
$2,382 
$2,562 
52,742 
52,953.. 
53.178 
$3.493 



CHAPTER I INTRODUCTION
 

A. PURPOSE OF THE STUDY 

The Department of Developmental Services (DDS) is required by Welfare and 

Institutions Code (WIC) Section 4680 to establish residential care reimbursement 

rates for 3.376 residential facilities throughout California. These facilities provide 

residential care services to developmentally disabled persons who (unlike other 

more severely disabled individuals who reside in developmental centers) are able to 

function in a residential (''home'') environment. Only residential facilities licensed 

as community care facilities (CCFs) by the Deparnnent of Social Services were 

included in this study. 

Welfare and Institutions Code Section 4681.1 further requires DDS to propose rates 

to the Legislature for purposes of reimbursing residential care facilities operating 

under the Department's Alternative Residential Model (ARM) system. The ARM 

system is a new approach to regulating and reimbursing the operators of residential 

care facilities developed and tested on a pilot basis by DDS since 1985. With the 

enactment of SB 1513 in 1988, the State has determined that it wishes to use the 

ARM approach as the only reimbursement system for residential care facilities 

beginning in 1991. This report is designed to provide the Depanment with detailed 

information and analysis concerning the costs ofoperating residential care facilities 

that can be used to develop proposed ARM rates. The data used for this purpose is 

drawn from a large sample of residential care facilities operating under the current 

(non-ARM) rate system. along with a small sample of ARM facilities that 

participated in the pilot project in 1987. 

This report summarizes the methodology followed to conduct this study. the 

findings and conclusions from the survey data. the basis of the proposed ARM 

reimbursement rates. and ARM reimbursement rate schedules. 

B. BACKGROUND 

1. Lanterman Act 

The developmental disabilities service delivery system is administered by the 

Depamnent of Developmental Services (DDS) under the provisions of the 
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Lantennan Developmental Disabilities Services Act of 1977 (Division 4.5 of the 

Welfare and Institutions Code [WIC]). DDS coordinates a service system to 

persons with developmental disabilities that assures that services are planned 

and provided as part of a continuum which is sufficiently complete to meet the 

needs of the population at each stage of life and, to the extent possible, 

accomplishes these objectives without dislocating individuals from their home 

communities. 

DDS administers a system serving more than 82,000 persons who are 

developmentally disabled through contracts with twenty-one private, non-profit 

corporations known as regional centers and through the direct operation of 

seven develdt>mental centers (formerly known as state hospitals). The regional 

centers serve as the single point of entry into the system, provide diagnostic, 

program planning, case management and monitoring services, and are 

responsible for ensuring that needed services identified in the clients' individual 

program plans are obtained or purchased for the clients they serve. 

2. Residential Services 

One major component of the service delivery system for persons with 

developmental disabilities is residential services. The State Department of 

Social Services licenses community care facilities which serve a large number of 

persons with developmental disabilities, as well as persons with other kinds of 

needs. Community care facilities can serve regional center clients only after 

being accepted as approved "vendors" of service by a regional center. Funding 

for regional center clients in such facilities comes from DDS, through the 

regional centers, supplementing amounts paid to individual clients by 

federaVstate Supplemental Security Income/State Supplemental Program 

(SSI/SSP). 

As of May, 1988.3.376 community care facilities serve approximately 18.100 

regional center clients, as well as a significant number of persons with other 

needs. These facilities are licensed to serve various numbers of clients, ranging 

from one or two up to several hundred clients. Facilities may be licensed as 

adult residential, small family home for children, or group home for children. 
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Facilities with more than six beds usually employ staff to provide care for the 

clients. In most facilities with six or fewer beds. care for the clients is provided 

primarily by an owner/operator - an individual or a couple - with little or no 

paid staff assistance. 

3. Residential Rate System 

What the Law Requires 

Prior to the development of the ARM system, all residential care rates were 

governed by WIC Section 4681. WIC Section 4681 mandates DDS to establish 

rates for residential facilities annually and to redetermine the cost of basic living 

needs every three years. The intent of Section 4681 is to assure that proposed 

re~ment rates are adequate and sufficient for quality care. This section 

mandates that the rate be composed of the following cost elements: 

• Basic Living Needs; 

• Unallocated Services (Costs); and
 

• • Direct Supervision.
 

In addition, other rate elements are allowable under Section 4681. where
 

applicable:
 

• Special Services; 

• Mandated Capital Improvements and Equipment; 

• Proprietary Fee; and 

• Geographic Cost Factor. 

DDS has addressed the rate redetermination requirement of WIe Section 4681 

by conducting studies of the costs of residential services in 1977, 1978. 1980, 

1984. and 1988. (The rate system was established in 1977.) 

- 3 
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Evolution ofthe Residential Rate Setting Process 

Current law requires DDS to establish'rates for community care facilities that 

serve regional center clients. The system for detennining rates for residential 

care has been in effect since 1977. Rates are determined for a given facility 

based on its size and on the assessed level of supervision required by each 

client. Four levels of supervision exist. ranging from "basic," with the least 

supervision, through "minimum" and "moderate" to "intensive," in which the 

client requires supervision and assistance in most or all of his or her basic 

needs. 

In 1977-78, the "Special Services" program was developed to ensure the 

provision of expert programming in a small number of facilities for clients 

whose extensive needs required programs beyond those normally provided. - Additional funding to supplement the regular rate was granted for these types of 

programs. A corresponding rate schedule for "Specialized Services" was 

developed and implemented. 

The "Negotiated Rate" system is an alternative approach to the Special Services 

rate setting system. In Negotiated Rate facilities, the facility negotiates with the 

regional center and DDS regarding the kinds of unique services it will provide 

to clients who need special services. A rate based on allowable costs is 

established on a facility by facility basis. 

The ARM System 

In 1985, DDS identified a number of significant problems with the rate system. 

These included various issues with the design of the rate system, the lack of 

quality assurance standards, and a significant gap between the rates being paid 

and the facility expenditures expected by the rate model. To address these 

problems, DDS proposed in 1985-86 a modification to the reimbursement rate 

setting system. A pilot test of the proposed system (now called Alternative 

Residential Model (ARM» was conducted in 1985-1987. The pilot was 

conducted in approximately 425 facilities in three regional center areas: Far 

Northern, Central Valley, and Harbor. ARM is an entirely new system of 
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setting residential rates and linking rates to quality assurance standards. Clients 

under the ARM system are not divided into minimal, moderate, and intensive 

rate levels; rather, whole facilities or parts of facilities are identified according to 

the level of services they provide. For example, Level 2 facilities provide 

services to persons in a "home-like" setting and teach clients within the context 

of the nonnal operations of daily living using a 1:6 staffing ratio. Level 3 

facilities provide additional specific, structured programming (training) to 

clients for a portion of each day. A staffing ratio of 1:3 is provided during these 

special program hours; a ratio of 1:6 is provided during other hours. 

An evaluation of the pilot, including its effects on quality of care was completed 

in 1987. Consequently, a new law was passed (SB1513, Chapter 85 of 1988) 

which authorized ARM to be implemented statewide by January I, 1991. SB 

1513 added Section 4681.1 to the Welfare and Institutions Code, requiring 

DDS to propose to the Legislature reimbursement rates for facilities operating 

under the ARM system. The cost elements of the ARM rates are set out in WIC 

Section 4681.1. In general, the cost elements are very similar to those set out in 

Section 4681 (see above); however, there are some additional detailed cost 

components allowed by Section 4681.1 that were not included in Section 4681. 

This report is designed to provide data to support the development ofrates that 

meet the requirements of Section 4681.1. 

DDS is now phasing in the ARM system. Complete implementation, including 

promulgating regulations, will be done by January I, 1991. At that time, all 

residential care facilities will be reimbursed for services under the ARM system. 

4. CARE Law Suit 

In 1986, a law suit was filed against DDS by the California Association for 

Residential Equality (CARE) stating that the Department's past studies of 

residential care facilities costs were incomplete. The lawsuit addressed only the 

traditional rate system authorized by WIC 4681. (The ARM pilot program was 

outside the scope of the lawsuit) The basis of the lawsuit was that the 

sampling technique used by DDS in the 1984 rate study was inadequate and that 

rates proposed did not include amounts to cover special services, a proprietary 
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fee, or geographic cost differences as required by WIC 4681. On December 

II, 1987, a court order was entered in the County of Los Angeles Superior 

Court against DDS. The Writ of Mandate of this court order states that DDS 

must take a number of steps to achieve full compliance with WIC 4680 and 

4681. The Comt ordered DDS to develop a rate proposal to the Legislature 

based on a statistically valid sample of facilities and to include all rate elements. . 

Key points of the order included: 

•	 Design and conduct a cost study using a statistically valid sampling 

technique (one which yields data at the 95% confidence level, allowing 

for a 5% sampling error). 

•	 Produce a rate report and a rate proposal for submission to the 

Legislature by March I, 1989, pursuant to the requirements ofWIC 

Section 4681. (The ARM system was not included in the CARE lawsuit 

and was not addressed in the Court Order.) 

•	 Include in the rate report and proposal an amount for special services, a 

proprietary fee. and an amount for any cost of living differences which 

are attributed to different geographic areas. 

Through a competitive bid process. the Department selected Price Waterhouse 

to conduct a study designed to comply with the requirements ofWIC 4681 and 

the court order in the CARE lawsuit. TIlis study was conducted in the period 

from late June 1988 to late January 1989. Data were collected from a total of 

618 facilities through on-site visits conducted by Price Waterhouse staff. A 

report detailing the statistical analysis of the data collected during the study and 

alternative reimbursement rate schedules based on that data was completed by 

Price Waterhouse in late January 1989. The Department will forward that 

report and its commentary and recommendations to the Legislature upon 

completion of the Administration review and approval process. Throughout the 

balance of this report. this earlier report will be referred to as the 1988 

Residential Rate Study. A copy of this report is available (for a copying fee) 

from the Department upon request. 
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The data collected during the 1988 Residential Rate Study fonned the bulk of 

the data analyzed in this study. Since that study only dealt with rate setting in 

the context ofWIC 4681, it was necessary to extend the analysis in order to 

address the unique requirements ofWIC 4681.1. To accomplish this, the data 

set used to develop rate alternatives for Traditional and Special Services 

. facilities (under WIC 4681) was supplemented with the addition of data from 69 

ARM pilot project facilities and 31 Negotiated Rate facilities. Data from these 

facilities had been collected as part of the 618 facilities included in the original 

1988 Residential Rate Study sample. The analyses of the ARM and Negotiated 

Rate facility data were not included in the earlier repon because both were 

outside the scope of the WIC 4681 requirements. 

C. GOALS OF THIS STUDY 

The overall goals of this study are best summarized in Section 2g (3) of the 

Contract Work Statement, part of the contract between the Department and 

Price Waterhouse. The key goals of this study are: 

•	 "(b) Recommend how to define, design, and calculate each cost element 

required by WIC 4681.1 The recommendations should include a list of the 

specific cost items used to comprise each cost element The 

recommendations should be based on generally accepted accounting 

principles, the findings of the analysis of facility costs, and the requirements 

of WIC 4681.1." 

•	 "(c) Recommend FY 1989-90 rates for the ARM system, including the 

amount for each cost element required in WIC 4681.1 These rates should 

be appropriate for statewide implementation." 

These overall goals were to be met through additional statistical analysis of the data 

collected from the 618 facilities surveyed as part of the 1988 Residential Rate Study 

discussed above. The analysis was to specifically include consideration of data 

from the 69 ARM facilities and 31 Negotiated Rate facilities included in the original 

sample of 618 facilities. Based on the results of this statistical analysis, 
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recommended rates were to be prepared following the requirements set out in WIe 
Section 4681.1. This report presents the results of the' analysis and the 

recommended ARM rates. 

D. LIMITATIONS OF THIS STUDY 

Readers of this report should bear in mind certain limitations governing the data and 

the approach used to prepare this report. These key limitations and their impact are 

listed below: 
lit 

•	 All cost and facility data were collected in the period from July to October 

1988. The cost data related to costs incurred during calendar year 1987. 

This cost data has been adjusted to account for inflation when used to 

develop recommended rates for Fiscal Year 1989-90. 

•	 Facility participation in the cost study was entirely voluntary, as DDS does 

not have the power to compel participation. As will. be discussed further in 

Chapter II and Appendix A, a significant number of facilities we contacted 

declined to participate. We hypothesize that this non-participation was more 

frequent among smaller, lower cost facilities, thus adding an unmeasurable 

upward bias to the costs reported in this study. 

•	 Since the ARM system was a pilot program in only three regional centers in 

calendar year 1987, the bulk of the facilities in the study sample used to 

develop proposed ARM rates were D.Qt facilities operating under the ARM 

system. Only 11.2% of our fInal sample of 614 facilities used to develop 

recommended rates were actually participating in the ARM pilot in 1987. 

(The methodology used to develop proposed ARM rates in this report does 

make provision for the additional costs other facilities will incur when 

convened to the ARM system.) 

•	 Price Waterhouse did not conduct any evaluation of the quality of services 

provided by facilities included in the survey. Differences in quality and or 

qpantity of service provided to clients in different facilities may have an 

e4fect on reported differences in costs; however, we had no independent 

basis on which to assess this issue. 
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A. INTRODUCTION 

This chapter summarizes the methodology used to collect, organize, and analyze 

facility cost data for purposes of developing ARM rate recommendations. In 

general, the data and methodology used in this study were very similar to those 

used in the preparing the 1988 Residential Rate Study report. This chapter will 

briefly review the major steps in the study methodology, discuss principle 

differences between the 1988 Residential Rate and ARM studies, and set out the 

key limitations inherent in the approach used for this project 

B. SUMMARY DESCRIPTION OF STUDY METHODOLOGY 

The general methodology for both the 1988 Residential Rate Study and this ARM 

• study can be summarized in 11 major steps. These steps and the responsible party 

for each are: 

1. Determin~ sample size (DDS - through independent consultant). 

'. 2. Update data on population of facilities; compile listing (DDS).
 

3. Develop and test survey forms and instructions (DDS and Price Waterhouse).
 

4. Train surveyors (Price Waterhouse).
 

5. Schedule survey visits (Price Waterhouse subcontractor).
 

6. Conduct survey visits (Price Waterhouse).
 

7. Review completed survey fonns (Price Waterhouse).
 

8. Perfonn data entry of survey forms (Price Waterhouse subcontractor).
 

9. Conduct data analysis; test hypotheses (Price Waterhouse and subcontractor).
 

10. Present rate system alternatives (Price Waterhouse and subcontractor).
 

11. Write draft report; submit final report after DDS reviews draft (Price Waterhouse).
 

Readers wishing additional details concerning the methodology are directed to Appendix 

A and Appendix E of this report for a discussion of study methodology and data 

collection fonns and instructions. The detailed Research Design used for the 1988 

Residential Rate Study provides an extensive discussion of the analytical and statistical 

techniques which were also used in the ARM study. Appendix E is available upon 

request (for a copying fee) from the Department. 

- 9 



CHAPTER 11	 METHODOLOGY
 

C.	 PRINCIPLE DIFFERENCES IN METHODOLOGY USED FOR THE 

ARM STUDY 

The scope of the 1988 Residential Rate Study did not include facilities participating 

in the ARM pilot or those.reimbursed as Negotiated Rate facilities. As a result. data 

from diose facilities were not included in the preparation of reimbursement rate 

alternatives in the earlier study. Furthermore, the sample designed for the earlier 

study was not specifically designed to meet the needs of the ARM study. 

While ARM facilities appeared in the 1988 Residential Rate Study sample, the 

number of ARM facilities was an incidental result of the process of sampling non

Special SeIVices facilities for the earlier study. lIDs occurred because the need for 

an ARM study only became apparent after SB 1513 was enacted in April 1988, a 

point in time after the 1988 Residential Rate Study sample and RFP had already 

been completed and issued by the Departtnent Given the substantial size and cost 

of the 1988 Residential Rate Study sample, the Department decided to use the 

informatiOn gathered from that sample to conduct the ARM study. 

A consequence of the manner in which the sample was designed and actual data 

were collected is that it is not possible to conduct detailed statistical tests of the 

variations in costs found between facilities participating in the ARM pilot project at 

Level 2 and Level 3. The size of the sample of ARM facilities actually achieved 

(69) was not one designed to produce an estimate of Level 2. Level 3. and Level 4 

facility mean costs at a 95% confidence level (with a 5% sampling error). The 

small size of the ARM sample (69) and the fact that 1987 pilot project facilities were 

only located in three of the twenty-one regional centers contributed to this result 

Additionally. since there were no facilities at ARM Level 4 in 1987, it was not 

possible to collect any data on the actual costs incurred by such facilities. 

For pwposes of the ARM study then. it was necessary to conduct an additional 

level of statistical analysis that was not perfonned during the 1988 Residential Rate 

Study.	 For purposes of this study it was necessary to conduct statistical analysis to 

detennine ifdata from the ARM and Traditional rate system facilities could be 

combined for purposes of developing ARM Level 2 and Level 3 rates. It was also 

necessary to determine if Negotiated Rate and Special Services facilities data could 
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be combined for purposes of developing ARM Level 4 rates. (Only Special 

Services and Negotiated Rate facilities will be designated as ARM Leve14 

facilities.) Additional steps were added to the Research ~sign developed for the 

1988 Residential Rate Study to accomplish these tasks and the required analysis 

was perfonned and reponed in Chapter V of the ARM report. This additional 

analysis and the presentation of data findings constituted the principle differences 

between the 1988 Residential Rate Study and ARM reports. 

D. STUDY LIMITATIONS 

In considering the results of this study, there are several limitations that the reader 

should bear in mind. These limitations are discussed below. 

Financial Audits Were Not Conducted 

The surveys conducted in the course of this study were not formal financial audits 

conducted in accordance with generally accepted auditing standards. While every 

effon was made in the survey design, instructions, and data collection process to 

ensure the reasonableness of the data collected, Price Waterhouse expresses no 

opinion concerning the accuracy of the underlying financial records that were the 

source of the cost and revenue information collected from facilities. 

Quality ofService Was Not Evaluated 

•The survey visits did not include an evaluation of the quality of program services 

provided to clients by surveyed facilities. The quality of items such as food, 

housing, staff supetvision, and facility management were not explicitly or implicitly 

evaluated. 

A Compliance Audit Was Not Part of the Study Process 

The survey visit was not a compliance audit or evaluation. No determinations were 

made as to whether facilities met health and safety standards, federal or state labor 

law requirements concerning wages or working conditions, procedural or 
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regulatory requirements applicable to residential care facilities (other than 

verification of licensme by the Department of Social Services), or that DDS or 

Regional Center programmatic or staffmg standards were followed. 

Study Participation Was Entirely Voluntary 

Participation in the survey was entirely voluntary. No provision of law or 

regulation required facilities serving DDS clients to participate in the study. A . 

substantial number of facilities contacted in an attempt to schedule a survey visit 

declined to particip~te, even after the purpose of the study was discussed in a letter 

from DDS and explained to them over the telephone by Price Waterhouse's 

scheduling subcontractor. 

Facilities Do Not Keep Standardized Financial Records 

No provision ofcurrent law or regulation requires facility operators to maintain 

financial records in any standard format. Facility operators that indicated that even 

minimal financial records (such as a check register for expenses) were not 

maintained. for their facility were excluded. from the study sample. 

Treatment ofOwner Operators'Labor 

A significant limitation of this study involved. the difficult problem of measuring the 

time contributed to facility operation by resident owner operators who did not pay 

themselves (or family members) any wages. The structure of the data collection 

instrument only provided. for collection of wage, benefit, and labor hours worked 

data for paid staff. Unpaid time provided by owner operators, family members, or 

volunteers was not measured. This reflected. a decision that it would be very 

difficult to collect reliable information on such activities since no wage or other 

financial records existed to validate estimates of the time invested. by such unpaid 

staff. Useful data on hours worked. by such staff could not have been collected. 

without conducting a time management or workload measurement study that was 

beyond the scope of this project 

• 
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This limitation has been addressed to a major extent by the Department's decision to 

reimburse owner operators for the Direct Supervision rate element at the same rate 

as used for staff operated facilities (adjusted for night supeIVision staffing 

differences). This is made possible through use of the Department's Direct 

Supervision staffmg model that specifies the daily number of hours of staff time to 

be devoted to client supervision and training at each level of the ARM system. 

However, the Department has no model concerning the amount of time per client 

day that facility operators must devote to housekeeping (Basic Living Needs) or 

admiDiaStrative (Unallocated SeIVices) tasks. As a result, no additional amount has 

been added to the recommended rates for owner operators for such labor. The 

Department may wish to examine this issue in a future study. Such a study should 

consider the total amount of time expended by owner operators on these tasks, the 

portion of such time that would have been expended on housekeeping, repair, and 

administrative duties in the normal course of home ownership and identification of 

the incremental amount of time required to perform tasks because of the operation 

of the home as a residential care facility. 

ARM Sub-Sample Had Limited Value 

• 
As noted earlier, the sample of 69 ARM facilities included in the total sample had 

limited value for purposes of ARM rate development These limitations included 

the limited geographic extent of the ARM pilot in 1987 (only three of 21 regional 

centers were involved), the fact that no ARM Level 4 facilities were in existence 

during the study period (1987), and the fact that since ARM was in the early pilot 

stages in 1987, not all ARM facilities were incurring all of the expenses later to be 

required by the ARM system. As a result of these limitations, the reader is 

cautioned not to rely too heavily on the descriptive statistics presented about the 69 

ARM facilities in the sample as a true measure of the costs to be incurred by 

facilities when all join the ARM system by 1991. 

A number of steps were taken to reduce the effects of these limitations. First, ARM 

Level 4 rates were developed using data from a combination of Negotiated Rate and 

Special SeIVices facilities in the sample. (Statistical analysis indicated that these 

groups had similar cost levels and thus could be combined.) Second, ARM Level 2 
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and 3 costs were developed using data from a combination of ARM and Traditional 

rate system facilities in the sample. (Statistical analysis indicated that these groups 

had similar cost levels and thus could· be combined.) Third, the geographic 

partitioning of the facility population for rate development purposes limited the 

impact of the ARM pilot facilities in the sample to the appropriate geographic 

groups of facilities. Fmally, the additional costs facilities which would incur for 

staff training mandated by the ARM system were added into the actual costs 

reported by study facilities to ensure that rates fairly reflected these additional costs 

not found in 1987 data. 

Potential Sample Bias Due to Non-Participation 

As noted above, participation in the study required the voluntary consent of the 

facility owner operator of the possession orat least some basic financial records 

(check registers or tax records, for example). Facilities that did not consent or that 

did not possess records were not included in the sample. This introduces potential 

bias to the study results to the extent that the non-participating group differs from 

the sample facilities. Although the bias cannot be measured, it is considered likely 

that this would be an "upward" bias in terms of the cost data reponed. That is, we 

hypothesize that the average costs reported by our sample would have been lower if 

moreof the non-participating group had been included in the sample. 

In anempting to persuade facilities to participate in the survey, the telephone script 

used by our subcontractor explained the purpose of the survey as follows: 

'The Department ofDevelopmental Services is conducting a study ofthe cost of 

operating residential carefacilities. The purpose ofthis study is to develop a 

rate proposal that accurately and adequately reflects the costs offacility 

operation. This study could result in a rate adjustment bringing rates more in 

line with actualfacility costs. The information collected will not be shared with 

the Depanment ofSocial Services Licensing Division or any other governmental 

agency." 
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Based on this background, it appears reasonable to assume that facilities with 

relatively low costs (and thus little to gain from the study) would be less likely to 

participate. On the other hand, facilities with higher costs would be more likely to 

participate in the study since they would have more to gain from any potential 

upward adjustment in rates. 

,
 
Fmally, it also appears reasonable to assume that facilities lacking in even basic 

financial records are more likely to be low cost operators. Exclusion of such 

facilities from the sample would also tend to add an upward bias to the costs 

reponed in the study sample. 
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organization such as a regional center 
4.	 Each community maintains a list of case managers by area of expertise 

and location. 
5.	 Clearinghouse maintains the list 
6.	 Person in need of services interviews potential case managers to whom 

he/she has been referred. If doesn't like, gets another. 
7.	 State person (HHS) coordinates case management services and resolves 

difficulties. 

H.	 Parent support - Peer group model 
1.	 People to people focus - experienced parents help those who are new 

through counseling, training, providing information. 
2.	 Teach parents about disabilities, how to access system, how to be 

advocates. 
3.	 Prepare videos, tapes, handouts for parent use. 

Model Community Project· How to Realize the Concept 

A.	 Pilot-test in three areas (Sebastopol, Fresno, San Diego). 

B.	 Pilot-test organizational chart: 
1.	 Project manager 
2.	 Communication manager 
3.	 Area manager for each area 
4.	 DDS consultant 

C.	 Network to all agencies currently serving "the people" (DO and 
others) to find out: 

1.	 what works re services and organizations 
2. .	 where the money is, so we can tap same 

"""
D.	 Obtain state agencies' commitment for the dollars to do the 

pilot-test. Not just with DDS, but DMH, DSS and whomever else 
serves "the people". Do this by: 

1.	 direct discussions with agencies 
2.	 get community leaders in each city/area to buy into project 



CHAPTER 111	 ABOUT THE SAMPLE
 

A. INTRODUCTION 

The sample of facilities used in this repon to develop recommended rates for the 

ARM system is essentially the same sample used to develop the 1988 Residential 

Rate Study repon. 

The lawsuit filed by the California Association for Residential Equality (CARE) 

alleged that the survey samples used in previous DDS rate studies: 1) were not 

representative in that they did not reflect the population of residential care facilities 

serving DDS clients, and 2) were not large enough to conduct statistically valid 

tests. Pursuant to the requirements of the Coun Order for the lawsuit, DDS 

retained an outside consultant, Dr. Shu Geng, to assist DDS in detennining the 

appropriate sample size for this study. Dr. Shu Geng and DDS detennined the 

sample size to be a total of 615 facilities broken down by each of the four bed size 

groups. These four sample groups were then allocated across geographic regions 

and general versus Special Services rate types for purposes of sample selection. 

The distribution of facilities in the sample was revised as shown on the following 

pages in Exhibit ill-I, based on updated information received by DDS during the 

preparatory steps of this study. These revisions (correct address and telephone 

information, as well as facility rate type) resulted from letters sent by DDS and 

telephone contacts from the regional centers. The comparisons between the original 

and the revised target samples are summarized below. 

•	 The total number of facilities to be surveyed remained the same at 615. 

•	 The total number of large bed facilities (50 or more beds) was reduced from 

63 to 26, in that there are only 26 such facilities in operation. 
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Exhibit III - 1 

DDS 1988 RESIDENTIAL RATE STUDY 

COMPARISON OF ORIGINAL TARGET SAMPLE TO REVISED- TARGET SAMPLE 

SIZE TYPE 
PMSA MSA 

In RFP Revised In RFP Revised 

17 32 7 16 

Non-MSA 
In RFP Revised 

6 5 

Total 
In RFP 

Total 
Revised 

1-6 Beds Special 30 53 

Neg. Rate 0 18 0 4 0 0 0 22 

ARM 0 13 0 24 0 8 0 45 

CCF-Trad. 226 202 104 76 

243 265 111 120 

6 4 1 2 

20 16 

26 29 

0 1 

350 294 

1-6 Beds Total 380 414 

7-15 Beds Special 7 7 

Neg. Rate 0 0 0 1 0 1 0 2 

ARM 0 1 0 4 0 2 0 7 

CCF-Trad. 42 42 28 24 

48 47 29 31 

7 6 3 1 

5 2 

5 6 

0 0 

75 68 

7-15 Beds Totals 82 84 

16-49 Bed Special 10 7 

Neg. Rate 0 4 0 3 0 0 0 7 

ARM 0 3 0 7 0 0 0 10 

CCF-Trad. 59 51 19 15 

66 64 22 26 

2 1 

2' 1 
'-, 

80 67 

16-49 Beds Totals 90 91 

50+ Beds Special 4 3 0 0 0 0 4 3 

Neg. Rate 0 2 0 1 0 0 0 3 

ARM 0 1 0 0 0 1 0 2 

CCF-Trad. 46 16 12 2 

50 22 12 3 

407 398 174 180 

1 0 

1 1 

34 37 

59 18 

50+ Beds Totals 63 26 

Totals 615 615 

- The original target sample was published in the RFP. This sample was revised on 819/88 as described on page IV-l 
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• 

•	 In the original target sample, the only distinction by facility type was 

between Special SeIVices and general which included Traditional, ARM, 

and Negotiated Rate facilities. However, given the need for additional 

information about each facility type, Negotiated Rate and ARM facilities 

were broken out from the previous category of general facilities. The 

revised target sample included 34 Negotiated Rate, 447 Traditional, and 64 

ARM facilities. 

•	 The number of Special SeIVices facilities was increased from 51 to 70, with 

70 ,representing all Special SeIVices facilities. DDS determined the need for 

additional information about Special Services facilities and decided to 

survey all of them. 

B.	 COMPARISON OF SAMPLE CHARACTERISTICS TO THE 

POPULATION 

Target Versus Actual Sample 

Exhibit m-2 on the following page shows the comparisons of the actual sample to
 

the revised target sample. The comparisons are summarized below:
 

•	 A total of 618 survey visits were completed. In order to ensure that the 

required 615 surveys were completed, a decision was made to "over-book" 

a few visits due to the cancellation trend. (See Appendix A "Scheduling 

Problems. ") Data from all 618 surveys were used in the 1988 R~sidential 

Rate Study. For purposes of this ARM study four (4) Traditional rate type 

facilities were excluded from the sample. These facilities were all 1 to 6 bed 

facilities which only served clients at the "Basic" level of supervision. 

Since DDS has determined that such facilities will not be classified as ARM 

Level 2 or 3 facilities when ARM is fully implemented, the data from these 

facilities was excluded from the sample. This exclusion has the effect of 

raising both the mean and median values for the remaining sample for total 
• 

Basic Living Needs, Direct Supervision, Unallocated Costs, and total costs 

per client day. 
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Exhibit ill - 2 

DDS 1988 RESIDENTIAL RATE STUDY
 

COMPARISON OF REVISED TARGET SAMPLE TO ACTUAL SAMPLE
 

SIZE TYPE 
PMSA 

Revised Actual 
MSA 

Revised Actual 
Non-MSA 

Revised Actual 
Total 

Revised 

1-6 Beds Special 32 17 16 11 5 4 53 

Neg. Rate 18 19 4 3 0 0 22 

ARM 13 8 24 44 8 9 45 

CCF-Trad. 202 237 76 120 16 14 294 

1-6 Beds Total 265 281 120 178 29 27 414 

7-15 Beds Special 4 4 2 2 1 0 7 

Neg. Rate 0 0 1 1 1 0 2 

ARM 1 0 4 3 2 1 7 

CCF-Trad. 42 35 24 25 2 0 68 

7-15 Beds Totals 47 39 31 31 6 1 84 

16-49 Bed Spe!aI 6 5 1 1 0 0 7 

Neg. Rate 4 3 3 2 0 1 7 

ARM 3 0 7 2 0 0 10 

CCF-Trad. 51 24 15 7 1 0 67 

16-49 Beds Totals 64 32 26 12 1 1 91 

50+ Beds Special 3 2 0 0 0 0 3 

Neg. Rate 2 1 1 1 0 0 3 

ARM 1 0 0 1 1 1 2 

CCF-Trad. 16 5 2 1 0 0 18 

50+ Beds Totals 22 8 3 3 1 1 26 

Totals 398 360 180 224 37 30 615 

Total 
Actual 

32 

22 

61 

371 

486 

6 

1 

4 

60 

71 

6 

6 

'. 
2 

3i'" 

45 

2 

2 

2 

6 

12 

614 
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•	 Only 12 (or 46%) of the 26 large bed facilities (50 or more beds) 

participated in the survey. We attempted to contact every facility in this size 

category to ask them to participate in the study. Only 12 were willing or 

able to participate. 

•	 Only 45 of the targeted 91 facilities in the 16-49 bed size category 

participated in the survey. This represents 40% of this sub-population. We 

attempted to contact every facility in this size category to ask them to 

participate in the study but only 45 were willing or able to participate. 

•	 A total of 46 Special Services facilities participated, representing over 65% 

of the sub-population of such facilities. We attempted to contact every 

facility in this rate category to ask them to participate in the study in order to 

achieve the target number of surveys in this category. 

•	 A total of 31 facilities Negotiated Rate facilities (29% of total sub


population) participated in the survey.
 

Actual Sample Versus Population 

Exhibit ID-3 compares the actual sample with the population of facilities. This chart 

also shows the proportions of the sample (by size, facility rate type, and 

geographical location) compared to the population proportions. The geographical 

locations are designated as Primary Metropolitan Statistical Area (PMSA), 

Metropolitan Statistical Area (MSA), and Non-Metropolitan Sta~stical Area (Non

MSA). These categories are used by the Census Bureau and other demographic 

researchers to categorize the counties in California. The PMSA category consists of 

the five counties in the Los Angeles metropolitan area (Los Angeles, Orange, 

Riverside, San Bernardino, and Ventura) and the ten counties in the San Francisco 

Bay Area (Alameda, Contra Costa, Marin, Napa, San Francisco, San Mateo, Santa 

Clara, Santa Cruz, Solano, and Sonoma). The MSA category includes 16 counties 

that are part of other metropolitan statistical areas in California (Butte, El Dorado, 
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Fresno, Kern, Monterey, Placer, Sacramento, San Diego, San Joaquin, Santa 

Barbara, Shasta, Stanislaus, Sutter, Tulare, Yolo, and Yuba). All other counties 

were included in the Non-MSA category. 

C. GENERAL CHARACTERISTICS OF THE SAMPLE 

General characteristics about the sample of facilities surveyed are described in the 

following sections: 

•	 Ownership Characteristics; 

•	 Mode of Operation; 

•	 Facility Rate Type; and 

•	 .Geographical Dispersion. 

Ownership Characteristics 

The comparison of facility ownership types is shown in Exhibit ill-4, on the 

following page. Significant descriptions are summarized below. 

•	 The total number of owner operator facilities is 473, or 77% of the sample. 

Dfthese, over 66% (407) are small, 1-6 bed facilities managed by an owner 

operator. The owner operator mayor may not live at the facility. 

•	 The rest of the facilities in the sample (l41) are not managed by an owner 

operator. This group was further subdivided into non-profit and for profit. 

•	 The total number of non-profit facilities is 89, or 14% of the total. Of these, 

62% are 1-6 bed size facilities. 

•	 A vast majority (85%) of the owner operated facilities are reimbursed under 

the Traditional rate system. 

• Over 62% (56) of the non-profit facilities in the sample are in the Special 

Services and Negotiated Rate categories. 
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Exhibit ill . 4 

DDS 1988 RESIDENTIAL RATE STUDY 

OWNERSHIP CHARACTERISTICS OF THE SAMPLE 
OF SURVEYED FACILITIES
 

Facility 
Size Owner/Oper. Non-Profit For Profit Total 

1-6 beds 
7 to 15 beds 
16 to 49 beds 
50+-beds 

407 
49 
16 
1 

55 
15 
13 
6 

24 
7 

16 
5 

486 
71 
45 
12 

Total 473 89 52 614 

GeographIC 
Area Owner/Oper. Non-Profit For Profit Total 

PMSA 
MSA 
Non-MSA 

263 
186 
24 

56 
28 
5 

41 
10 
1 

360 
224 
30 

Total 473 89 52 614 

Facility 
Rate Owner/Oper. Non-Profit For Profit Total 

Traditional 404 28 36 468 
ARM 62 5 2 69 
Neg. Rate 4 20 7 31 
Special Service 3 36 7 46 

Total 473 89 52 614 
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Mode ofOperation 

"Mode of operation" is distinguished from "ownership characteristic." DDS. in its
 

survey fonns instructions, sought a specific breakdown of facility types based on
 

ownership composition and operational structure. With regard to operations,
 

facilities are categorized as one of two types: resident owner o.perated, in which the
 

owner lives at the facility and mayor may not be assisted by paid staff, and ~
 
•operated, in which the owner does not reside at the facility and where staff are paid
 

for their services. Exhibit ill-5, on the following page, shows data on operations
 

characteristics of the facilities surveyed.
 

•	 A total of 362 facilities, or 59%, have a resident owner operator, that is, the 

owner lives at the facility and provides some or all of the client care. 

•	 Over 67% (330 facilities) of the 1-6 bed facilities are resident owner
 

operated. None of the 50+ bed size facilities are owner operated and only
 

13% (6) in the 16-49 bed size category are owner operated facilities.
 

•	 A total of 252 facilities, or 41 %, are staff operated facilities. The majority
 

of these (156 or 62%) are 1-6 bed facilities.
 

•	 Over half (53%) of the facilities that participated in the survey are small,
 

1-6 bed facilities that are resident owner operated.
 

Thus, resident owner operated facilities tend to be small facilities reimbursed under
 

the Traditional or ARM systems, while larger facilities tend to be staff operated.
 

Negotiated Rate and Special Services facilities, in contrast, are almost entirely staff
 

• operated facilities. 
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Exhibit m . 5 

DDS 1988 RESIDENTIAL RATE STUDY
 

OPERATIONS CHARACTERISTICS OF THE SAMPLE
 
OF SURVEYED FACILITIES
 

Facility Size 
ResIdent 

Owner Operated'" Staff Operated Total 

1-6 beds 
7 to 15 beds 
16 to 49 beds 
50 + beds 

330 
26 

6 
0_ 

156 
45 
39 
12 

486 
71 
45 
12 

Total 362 252 614 

Geo hie Area 
ResIdent 

Owner rated'" Staff ted Total 

PMSA 
MSA 
Non-MSA 

198 
144 
20 

162 
80 
10 

360 
224 

30 

Total 362 252 614 

Service Rate 
Resident 

Owner ted'" Staff ted Total 

Traditional 
ARM 
Neg. Rate 
Special Service 

309 
51 
0 
2 

159 
18 
31 
44 

468 
69 
31 
46 

Total 362 252 614 
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FaciIity Rare Type Characteristics 

Refening again to Exhibit lli-3, the following are significant facility rate type 

characteristics: 

•	 Of the total number of facilities surveyed, 76% (468) are Traditional rate 

facilities. The next largest group is ARM facilities, which accounts for 11 % 

(69 facilities) of the facilities surveyed; however, only 16% of all ARM 

facilities participated in the study. 

•	 Over 65% (46) of all Special Services facilities were surveyed. Of these, 

70% (32 of 46) are 1-6 bed facilities. 

•	 Only one of the 31 Negotiated Rate facilities surveyed is located in a non

metropolitan statistical area Of the remaining 30 in the sample, 23 are 

located in primary metropolitan statistical areas. 

Thus, the overwhelming proportion of facilities surveyed were Traditional rate 

facilities. Although a majority of Special Services facilities participated, much 

smaller proportions of ARM and Negotiated Rate facilities participated. Of these 

two latter groups, 77% are 1-6 bed facilities located in PMSA or MSA counties. 

Geographical Distribution 

Exhibit m-6, on the following page, shows the distribution of facilities surveyed 

by regional center grouping and by county. Characteristics of the geographical 

dispersion of surveyed facilities include the following: 

•	 Facilities were surveyed in all 21 regional center areas. 

•	 Of the 614 facilities included in the sample, 47% (289) of them are located 

in southern California counties, namely Imperial, Los Angeles, Orange, 

Riverside, San Bernardino, San Diego, San Luis Obispo, Santa Barbara, 

and Ventura. 
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Number of 
Facilities in 

ReJtional Center Sample 

Alta 60 
Central Valley 60 
~tB~ ~ 
~ Los Angeles 8 
Far Northern 11 
Golden Gate 32 
Harbor 11 
Inland 54 
Kern 5 
~an 11 
North Los Angeles 28 
North Bay 43 
Orange 36 
Redwood 4 
San Andreas 26 
San Diego 41 
San Gabriel/Pomona 34 
South Central 25 
Tri County 33 
Valley Mountain 38 
Westside 9 

TOTAL 614 

Exhibit 111-6 

DDS 1988 RESIDENTIAL RATE STUDY· 

GEOGRAPHICAL DISPERSION OF FACILITIES SURVEYED 

BY REGIONAL CENTER AND COUNTY 

Number of 
Facilities in 

County Sample 

Alameda 30 
. Amador 2 
Butte 9 
Contra Costa 12 
Fresno 15 
Humboldt 1 
Imperial 2 
Kern 5 
Kings 2 
Lake 1 
Los Angeles 112 
Madera 10 
Marin 8 
Mendocino 2 
Merced 2 
Monterey 6 
Napa 5 
Orange 35 
Placer 16 
Riverside 32 

Number of 
Facilities in 

County Sample 

Sacramento 41 
San Bernadino 36 
San Diego 39 
San Francisco 17 
San Joaquin 35 
San Luis Obispo 7 
San Mateo 7 
Santa Barbara 18 
Santa Oara 12 
Santa Cruz 8 
Shasta 1 
Siskiyou 1 
Solano 7 
Sonoma 31 
Stanislaus 4 
Sutter 1 
Tulare 32 
Ventura 8 
Yolo 1 
Yuba 1 

TOTAL 614 
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•	 Only 30 or about 5% of the facilities surveyed are located in non

metropolitan statistical areas. The majority of facilities surveyed (364 or 

59%) are located in either the San Francisco or Los Angles primary 

metropolitan statistical areas. 

Thus, most facilities that participated in this study are located in metropolitan areas 

(pMSA or MSA counties). This is not surprising, since the majority of all facilities 

(in the population) are located in these areas. 

D. DISCUSSION OF SAMPLE AND STATISTICAL VALIDITY 

Why Was the 1988 Residential Rate Study Sample Used in the ARM Study? 

There was no statutory or court ordered requirement that the 1988 Residential Rate 

Study sample be used in this study. There were, however, three reasons why DDS 

chose to use the same sample for bo~ studies. First, the cost data collected from all 

facilities in the sample included all of the rate elements and detailed cost 

subcompononts included in both WIC 4681 and 4681.1. Thus it was possible to 

use the same data to develop rate recommendations under both statutory provisions. 

Second, facilities operating in all of the rate systems will eventually be converted to 

the ARM system by 1991. It is reasonable to survey the costs of facilities operating 

in all geographic areas and rate systems in order to develop ARM rate 

recommendations that fairly reflect actual facility cost experience. Third, where 

ARM rates will differ most from previous rate system (the Direct Supervision rate 

elemen~ and added staff training costs) it is possible to "model" costs in such a way 

as to properly reflect these new costs while still using survey sample data to 

•	 estimate other facility cost elements. As a result of these considerations, it was 

decided to use the same sample to prepare both the 1988 Residential Rate and ARM 

studies. 

• Statistical Validity 

As mentioned in the methodological discussion in Chapter II and Appendix A, DDS 

and its contractor, Dr. Shu Geng, determined the sample size and number of 

facilities within each bed size category that should be surveyed for the 1988 
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Residential Rate Study in order to achieve statistical validity at the 95% confidence 

level (with a 5% sampling error). This level of statistical validity for the sample of 

Traditional and Special Services facilities was required by the Court Order in the 

CARE lawsuit. The TeQuirements of the Court Order. however. did not apply to to 

this ARM study. However, given the fact that the 1988 Residential Rate Study 

sample was the same basic sample used for this study, it is helpful to discuss the 

nature of the sample in relation to the goals set out in the Court Order as a means to 

assess the overall usefulness of the sample. 

Due to the extensive refusal rate (see Chapter n and Appendix A) and larger than 

originally expected coefficients of variation in several of the bed size groups, the 

desired characteristics of the sample as originally anticipated were not obtained in all 

sub-populations. The issue of what effects, if any, this change has on the value of 

the statistical tests performed on the data warrants detailed discussion. 

Does the Sample Meet the Survey Requirements ofthe Coun Order? 

In the CARE lawsuit, the Court specified three things about the sample: it must be 

sufficiently large enough, it must be random, and it must be capable of producing 

statistical tests at the 95% confidence level with a sampling error of 5%. 

Sample Size 

DDS and Dr. Shu Geng determined that a total of 615 facilities would be surveyed. 

This represents approximately 18% of the known population ofDDS residential 

care facilities. Although this overall sample size is greater than what would be 

considered adequate for the total population (for instance, 10% of the population is 

often adequate) the sample sizes for each of the four bed size categories were 

detennined to be necessary to achieve the required confidence level for each bed 

size group. Thus, the sum total of all samples by bed size category and location 

resulted in a larger total sample size than if the universe was treated as a single 

population. A total of 618 facilities were included in the 1988 Residential Rate 

Study and 614 in this ARM study. 
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Randomness 

The primary objective of a statistical sampling procedure is to develop reasonably 

precise estimates of the population parameters under study without surveying 100% 

of the population. DDS used a random sampling technique in compiling the 

original list (totalling 615) and replacement list (totalling 188) of facilities in the 

survey sample. Because so many facilities from the original list and the 

replacement list declined to or could not participate. there was a need to generate 

additional lists. Unfortunately. for some of the bed size samples. the total 

population in that category had already been included in the original lists. making it 

impos~ble to meet the sample size goal for specific bed size categories since their 

randomized lists were exhausted. Therefore, in order to complete the number of 

contracted survey visits required by DDS in the RFP, facilities from a third 

randomized list were chosen. In effect. the "over-representation" of 1-6 bed 

facilities is the direct result of the lack of participation of facilities in other bed size 

categories: to survey 615 facilities. we had to draw upon the 1-6 bed and 7-15 bed 

size categories since all facilities in the other two size categories either had 

participated or had been contacted and could not participate. As will be discussed in 

Cliapter VI. the effects of the "over sampling" of smaller facilities in the rate setting 

process are controlled for when rates are set in a fashion that controls for both mode 

• ofoperation (owner operated vs. staff operated) and geographic location. 

~ 

What is the Effect of the High Refusal Rate? 

Many facilities chose not to participate in the study because they were not required 

to; others were screened out because they did not maintain sufficient financial 

records to participate. Therefore. we speculate that an upward bias was introduced 

into the cost data. This seems reasonable in that: 1) facilities with no financial 

records are more likely to be low-cost. and 2) since the survey was voluntary, those 

facilities with low costs (and hence larger net revenues) have nothing to gain from 

the results of the study. 

Sampling Error at the 95% Confidence Level 

Exhibit ill-7 shows the actual sampling error achieved for each bed size category 

and rate type at a 95% confidence level. The original goal of the 1988 Residential 
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Exhibit III - 7 

SAMPLING ERROR AT'A 95% CONFIDENCE LEVEL 

Ra1eType 

Spec. Svs & 
Neg. Rate 

ARM 
CCFTrad. 

Total 

Bed Size 

1-6 beds 
7 to 15 beds 
16 to 49 beds 
50+ beds 

Total 

Bed Size 

1-6 beds 
7 to 15 beds 
16 to 49 beds 
50 + beds 

Total 

ACTUAL SAMPLE USED FOR ARM STUDY 

Actual Sample by Rate Type 

Estimated Sample Sampling Confid. 
Population Size CV Error. InlerVal 

177 77 36.44% 6.2% 95% 
407 69 34.60% 7.6% 95% 

2.792 468 37.46% 3.1% 95% 

3.376 614 

Actual Sample Achieved - ARM & Traditional Only 

Actual Sample Sampling Confid. 
Population Size CV Error Interval 

2,753 432 38.15% 3.3% 95% 
329 64 34.75% 7.8% 95% 
97 33 27.12% 7.8% 95% 
20 8 25.32% 16.4% 95% 

3,199 537 

Actual Sample Achieved - S.S. & Neg. Rate Only 

Actual Sample Sampling Confid. 
Population Size CV Error Interval 

148 54 34.45% 7.6% 95% 
9 7 45.41% 19.8% 95% 
14 12 34.33% 8.2% 95% 
6 4 15.53% 14.3% 95% 

177 77 

Notes: 
Coefficient of Variation (CV) was computed using total BLN costs 
including wages and benefits since this was the best measure of cost 
variation in the study population. (CV =the standard deviation 
expressed as a percentage of the mean.) 
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Rate Study sample design was to achieve a 5% sampling error at a 95% 

confidence level for each bed size in the non-Special Services facilities rate 

types. 

As can be seen in Exhibit ill-7, at the 95% confidence level the sampling error 

was 3.1% for the Traditional rate type facilities in the sample, 7.6% for the 

ARM facilities, and 6.2% for the Special Services and Negotiated Rate 

facilities. The sampling error shown can be interpreted as follows (using the 

Traditional facilities as an example): ''There is a 95% probability that additional 

samples of size 468 taken from the same population will have a mean total 

Basic Living Needs cost that is within plus or minus 3.1% of the mean found 

in the sample used in this study." 

Exhibit ill-7 also shows the sampling error by bed size for the two major 

groupings of facilities analyzed later in this report. (See Chapter Y.) The two 

groups are the combination of the Traditional and ARM rate type facilities and the 

combination of the Special Services and Negotiated Rate type facilities. Sampling 

error in the Traditional and ARM group ranges from a low of 3.3% among the 1-6 

bed facilities to 16.4% in the 50+ bed facilities. While the sampling error is large 

in 50+ group, that group has the smallest number of facilities in the category. 

Sampling error is under 8% for all other size groups. 

Among the Special Services and Negotiated Rate facilities sampling error ranges 

from 7.6% among the large number of 1-6 bed facilities to 19.8% in the 7-15 bed 

facilities. It is interesting to note the large sampling errors found for the 7-15 and 

50+ bed size groups even though over two-thirds of each population were sampled. 

This result reflects the large amount of variation found in the costs in each group. 

The reader should also bear in mind that an attempt was made to contact all facilities 

in each group to obtain participation in this voluntary survey. 

Overall Conclusions 

•	 At a 95% confidence level, a sampling error of less than 10% was 

achieved for three of the four bed size groups in the ARM and 

Traditional rate type facilities (l to 6 beds - 3.3%, 7 to 15 beds - 7.8%, 

and 16 to 49 beds -7.8%). Only in the 50+ bed size group was the 
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sampling error greater than 10% (16.4%). As a result, although a 5% 

sampling enol was not achieved for all bed size categories, the results 

of the survey still provide data sufficient to meet the underlying 

objectives of the study, namely a sufficiently large, randomly selected 

sample that can provid~ statistically meaningful results. 

• At a 95% confidence level, a sampling error ofless than 10% was 

achieved for two of the four bed size groups in the Special Services and 

Negotiated Rate type facilities (1 to 6 beds -7.6% and 16 to 49 beds

8.2%). These two groups represent 91% of the total population of 

such facilities. Larger sampling errors were found in the other two size 

groups despite sampling over two-thirds of the total population in each 

group. 

• The overall sample is the largest ever surveyed, being nearly eight times 

larger than the largest previous sample conducted by the Department 

• Due to the voluntary nature of the survey and the relatively high rates on 

non-participation in the larger bed size groups, a completely random sample 

was not achieved. We speculate that this may have caused some upward 

bias in the cost data. 
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INTRODUCTION 

The most essential elements of this project involved the collection and analysis of detailed 

cost data from over 600 residential care facilities. In this chapter the reader is provided 

with basic background information concerning how the cost data were structured, how cost 

allocations were made among tile analytical categories used in rate development, how 

consistent "cost per client day" data were developed, how source data document quality 

was addressed, and how data outliers were reviewed. The reader seeking additional 

information about the survey data collection forms and instructions will find them in 

Appendix ~ a separate document that is available at a nominal copying fee from DDS. 

A. COST DATA STRUCTURE 

The cost data collected during the survey visits was designed to meet the 

requirements of Welfare and Institutions Code Sections 4681 and'4681.1 with 

respect to the various cost elements that must be reflected in rates to be paid 

residential care facilities. Working with a detailed list of cost items originally 

developed by DDS, Price Waterhouse prepared detailed data collection forms and 

instructions to gather cost and other required data. DDS reviewed and approved 

these. forms and instructions. 

Due to the enormous volume and detail of data associated with this project, we 

defined a data structure to ensure consistent treatment of cost and other 

classification data. The major focus ofdeveloping this structure was to achieve a 

level of cost detail appropriate for the purposes of statistical estimation and analysis. 

For purposes of computing statistical measures and testing hypotheses. we 

classified the cost data for each facility in the data base into the following matrix: 

Basic 
Living Direct 
Needs Supervision 

1.1 Wages and Benefits 2.1 Wages &: Benefits 
1.2 Housing 3.1 Wages &: Benefits 
1.3 Furniture (Spec. Svs. facll.) 
1.4 Insurance 
1.5 Utilities 
1.6 Food 
1.7 Housekeeping 
1.8	 Clothing/Personal 

Care 
1.9 Transportation 
1.10 Special Supplies 

Spedal
 
Services
 

3.2 Special Supplies 
4.9 Consultant Svs. 

Unallocated Costs 
Costs Unrelated 

Facility To Study 

4.1 Wages &: Benefits 5.1 
4.2 Housing 
4.3 Furniture 
4.4 Insurance 
4.5 Utilities 
4.6 Housekeeping 
4.7 Transportation 
4.8 Special Supplies 
4.9 Consultant Services 
4.10 G&tA 
4.11 Parent Co. Fee 
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We have designated the level of costs identified above as Level 1 costs. Each Level 1 

cost is made up of one or more Level 2 costs. LeveI 2 costs correspond to individual 

items of expense contained on data collection Form 100. Appendix A of this report 

presents a detailed listing of the Level 2 costs that make up each of the Level 1 costs 

listed above. Appendix A also provides a brief description of the types of costs 

included in each category and major cost allocation considerations for each category. 

The appendix is organized around the major cost elements of WIC Section 4681.1 in 

order to demonstrate that the cost data collected in this study meet the requirements of 

statute for purposes of developing reimbursement rates. 

The prime consideration for selecting the Level 1 costs for analysis and not Level 2 

costs was to obtain the maximum degree ofdetail while preserving the comparability of 

costs from one facility to another. For instance, the Basic Livings Needs Housing Cost 

(item 1.2 in the table above) for some facilities consists primarily of rental cost and for 

others it primarily consists ofownership costs (mortgage interest plus depreciation). It 

is appropriate for certain analyses to treat these costs as a single type, as "the housing 

costs," rather than treat those facilities which rent as a different population from those 

which own. However, as necessary, Level 2 costs have been used where the l~vel of 

aggregation in Level 1 costs is inappropriate (as was the case for the analysis of net 

assets connected with calculation of a proprietary fee). 

This does not mean that we have ignored cost differences in our analysis. Rather it 

means that we tested factors that we believe may be responsible for cost differences (in 

this case renting versus owning) as a separate step of our analysis. 

B. COST ALLOCATION METHODS 

During the survey visit, the staff accountant identified costs directly identifiable on 

the forms. Where there were instances of expenses that could not be directly and 

solely allocated to one cost item, the staff accountant would allocate that expense 

following the instructions for that cost category and after a discussion with the 

facility operator. The methods of allocation were: 
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Direct 

Square Ft. 

Usage 

# Clients 

Estimate 

Cost can be directly or specifically 

identified to cost category(s) due to 

the nature of the cost or the detail 

provided by the facility's accounting 

records. 

Allocation percentages developed per 

Form 150 - Square Footage 

Allocation Worksheet 

Cost allocated based upon usage/time. 

Number of clients vs. non-elients 

residing at the facility. 

Per owner operator's judgment. 

Does not appear unreasonable to data 

collector. 

In addition. for facilities that are part of a larger organization and that reported home 

office/overhead expenses. so-called "home office expenses" were identified and 

allocated to appropriate client-related and unrelated cost categories. This allocation 

was done on the basis of one of four methods: 

1. Direct Facility Cost CDFQ 

DFC for selected 

Rate Study Facility 

Total DFC for all 

facilities/programs 

= Percentage of home office cost to 

allocate to selected rate study facility. 
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2. Staffin& Cost 

Gross wages for employees 

working directly for 

the selected rate study Percentage of home office cost to 

facility = allocate to selected rate study facility. 

Total gross wages for all 

employees working directly 

for a facility/programs (Le., 

all employees at all facilities! 

programs) 

3. Number of Staff 

Number of staff working 

directly at selected rate Percentage of home office cost to 

study facility = allocate to selected rate study facility. 

Total number of staff working 

all facilities/programs 

4. Number of Clients (regional and non-regional center) 

Average number of clients 

living at selected rate Percentage of home office cost to 

study facility = allocate to selected rate study facility. 

Total average number of 

clients living at all facilities 

C. DEVELOPMENT OF UNIT COSTS 

In order to compare costs across a large number of facilities that vary widely in the 

number of client days of service delivered, it is necessary to develop unit costs 

using some common denominator. For purposes of this study, "cost per client 

day" has been used for such comparisons. 
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Cost data for this study were collected on FOIm 100, Facility Cost Summary. 

Fonn 100 breaks down facility costs into 40 separate cost categories (such as 

wages, benefits, interest expense, food, etc.). The costs in each of the 40 

categories were allocated among four general cost groups that correspond to the 

general types of costs that Welfare and Institutions Code Section 4681.1 specifies 

for rate-making purposes. TheSe four groups are: 

• Basic Living Needs (BLN); 

• Direct Supervision (OS); 

• Special Services (SS); and 

• Unallocated Facility Costs (UFC). 

IT part or all of the total costs reponed in any of the 40 categories did not contribute 

to the provision of residential care to clients, then these costs were placed in a fifth 

category, Unrelated to Rate Study. Costs in this futh category are excluded in all 

calculations of "cost per client day." In effect, a 40 x 5 matrix was created to collect 

and categorize cost data. 

In addition to the four major categories (rate elements) listed above, WIC 4681.1 

also specifies three other rate elements: mandated capital improvements and.. 
equipment, a proprietary fee, and a geographic cost adjusnnent factor. Depreciation 

of all capital improvements or equipment was included in BLN and UFC. The 

other two elements are not directly measurable costs. They are, however, provided 

for in the rate recommendations based on use of survey data to model geographic 

cost variations and an adequate proprietary fee. 

Cost Per Client Day 

In order to compute "cost per client day" it is important to understand that three 

different groups of persons can reside in a residential care facility: Regional Center 

(DDS) clients, other clients (mental health, aged, etc.), and other non-client persons 

(operator, relatives, staff, etc.) residing at the facility. In developing "cost per 

client day," it is essential to recognize that some of the costs reponed in the 40 cost 

categories and allocated to the four general cost groups (such as BLN or UFC) 

benefit other persons residing at the facility in addition to Regional Center clients. 
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Appropriate Recording ofCost Data 

The nature of the cost records kept by many facility operators (particularly the large 

number of small facilities in the population) is such that they do not routinely segregate 

business-related (client-related) from personal expenses. -As the staff accountant 

gathered infonnation during the survey visit, cost data were recorded onto the survey 

forms in the following sequence: 

1.	 Is the cost unrelated to residential care? 

H it were detennined that a particular cost item was unrelated to the provision of 

residential care services, then that data were semiated and recorded in the 

unrelated cost column on Form 100. 

2.	 For costs appropriately related to the provision of residential care services, what is 

the appropriate allocation of such costs among Basic Living Needs, Direct 

Supervision, Special Services, and Unallocated Facility Costs? 

Using re:SOnable and appropriate methods, these costs were allocated across the 

various rate categories. 

3.	 Then, using the number of DDS Clients, number of other clients, and the number 

of non-clients at the facility, total cost per client day and cost per person day were 

calculated. 

For purposes of computing "cost per client day" it is necessary to reflect whether a 

given cost is a function of the number of clients in a facility or the total number of 

persons residing in a facility. Moreover, this study assumes that there is no 

difference between Regional Center (DDS) clients and other types of clients (e.g., 

aged, mental health) in terms of Basic Living Needs and Unallocated Costs. As a 

result, the "Total Client Days of Residential Care" (Reported on line 13 of Form 50, 

Client Enrollment Summary) can be used as the appropriate measure of days of 

client service for unit cost calculations. An exception to this rule concerns Special 

Services expenses. Since these costs are only incurred on behalf of Regional 
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Center clients, only the number of client days of Regional Center clients was used 

to compute "cost per client day" totals for the limited number of Special Services 

facilities in the sample. 

Exhibit N -1 displays how each cost element in the data set was adjusted for 

purposes of calculating "cost per client day." (The Research Design used for the 

1988 Residential Rate Study report contains a full discussion of cost segregation 

and allocation. It is available upon request from the Department.) 

D. EAD RATINGS ANALYSIS 

Definition ofEAD Ratings 

For the pilot study conducted in February 1988, DDS developed and used a rating 

system by which it evaluated the level of accuracy and integrity of data collected 

during its surveys. The so-called EAD or Estimated Accuracy ofData rating also 

was used in this study to rate data in tenns of the source of the data, that is whether 

or not a document or tangible record existed to support data. Although it is 

reasonable to assess the "value" of data collected during a survey, it should be kept 

in mind that the application of DDS' EAD rating is not a procedure employed when 

conducting financial audits according to generally accepted auditing standards 

(GAAS}., ,The measures used in following GAAS are employed for different 

purposes than was the EAD rating used. Put simply, the EAD was used only to 

assess, in the best judgment of the staff accountant conducting the survey, the basis 

(or source) of the information gathered during the survey. 

The purpose of using an EAD rating in this study was to give DDS the flexibility of 

first evaluating the nature and sources of data collected during this study and then 

detennining if, due to the lack of reporting standards, there would be the need to 

eliminate data from the study. Since there is no requirement for a facility to 

maintain fmancial records of any kind, DDS thought it prudent to consistently 

assess the nature of the data at the point it was collected, statistically test for the 

significance of any differences found among groups, then decide whether to retain 

data based upon the results of those tests. 
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Exhibit III • 3 

DDS 1988 RESIDENTIAL RATE STUDY 

COMPARISON OF ACTUAL SAMPLE TO POPULATION 

SIZE TYPE 
PMSA 

PoP. Sample 
MSA 

PoP. Sample 
Non-MSA 

Pop. Sample 
Total 
PoP. 

Total 
Sample 

1-6 Beds Special 32 17 16 11 5 4 53 32 

Neg. Rate 80 19 12 3 3 0 95 22 

ARM 58 8 236 44 74 9 368 61 

CCF-Trad. 1,693 237 604 120 88 14 2385 371 

1-6 Beds Total 1,863 281 868 178 170 27 2901 486 

7-15 Beds Special 4 4 2 2 1 0 7 6 

Neg. Rate 0 0 1 1 1 0 2 1 

ARM 1 0 21 3 5 1 27 4 

CCF-Trad. 189 35 100 25 13 0 302 60 

7-15 Beds Totals 194 39 124 31 20 1 338 71 

16-49 Bed Special 6 5 1 1 0 0 7 6 

Neg. Rate 4 3 3 2 0 1 7 6 

ARM 3 0 7 2 0 0 10 2 

CCF-Trad.. 67 24 19 7 1 0 87 31 

16-49 Beds Totals 80 32 30 12 1 1 . 111 45 

50+ Beds Special 3 2 0 0 0 0 3 2 

Neg. Rate 2 1 1 1 0 0 3 2 

ARM 1 0 0 1 1 1 2 2 

CCF-Trad. 16 5 2 1 0 0 18 6 

50+ Beds Totals 22 8 3 3 1 1 26 12 

Totals 2159 360 1025 224 192 30 3376 614 
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Exhibit IV·l 

Department of Developmental Services 1988 Residential Rate Study 
Calculation of Unit Costs 

~-


ICost Item 
I(from Form 100) Line # BLN DS SS UFC 
Wages I Divide by toW person days DiVIde by total client days DIvide by DDS client days 

(S.s. Wages incl. ill DS) 
DiVIde by total cherll days 

Fringe Benefits 2 Divide by toW person days Divide by total client days . Divide by DDS client days 
(S.s. benefits incl. ill DS) 

Divide by total client days 

Facility Renl/lease 3 Divide by toW person days /1/1/11111111111/1/111/1/1/111/11/1/1/11 1111111111111111111111111111111111111111 Divide by total client days 

Fum./Equip. Renl/lease 4 Divide by toW person days 1111111111111111111111111111111111111111 1111111111111111111111111111111111111111 Divide by total client days 

Vehicle Renl/lease 5 Divide by total client days 1111111111111111111111111111111111111111 1111111111111111111111111111111111111111 Divide by total client days 

Facility Interest 7 Divide by total person days 1111111111111111111111111111111111111111 1111111111111111111111111111111111111111 Divide by total client days 

Cap. Improve Interest 8 Divide by toW person days 111111111111111111111111111111111111111/ 1//1/11//11/1/1/1//1//////1////1/1///1// Divide by total client days 

Furn./Equip. Interest 9 Divide by total person days 1//////1/1//1//11///////1///1/1/1/1/1/1/ 1///1/1//11/1111//1////1//1/11/1/1////// Divide by total client days 

Vehicle Interest 10 Divide by total client days //11//111//1/11////1//1/1/11/1/1/1/1/1// 1/1/1/1/111/1//1/11/1/111/1/1//1///1/11/ Divide by total client days 

Facility Depreciation 12 Divide by total person days 1/1///////1/1///11/1/1/1/1//1/1/1/1///1/ 1/11///1/11/1////11/11//11/11///1//1/1// Divide by total client days 

Cap. Improve. Depree. 13 Divide by total person days /111/1///11111/1/1/1/1//111/1//11/1/11// 1/1//11/11/1/111/1/11/11/1/1//111///1/// Divide by total client days 

Furn./Equip. Depree. 14 Divide by total person days 111/1/11/1/11111/1/1/111////111/11//11/1 1/1/11/11111111//1/111//1111/11/11/1/1/1 Divide by total client days 

Vehicle Depree. 15 Divide by total client days /111//1/1111/1//11/1/1/111/11/1/1/1//11/ 1/11111/11//111/111//11//11/1/11/1/11/1/ Divide by total client days 

Insurance (non-vehicle) 17 Divide by total person days 1/1/1/1/1/1/1/11/1/1/1//11/11//11/1/1/11 1/1/11//1/////11///1//11/11/1/1////11/1/ Divide by total client days 

Insurance (vehicle) 18 Divide by total client days /11/1//////1/11/11///1/1/11/1/1/1/11//1/ 11///1/1/////11///1///1/1/1/1///1///1/1/ Divide by total client days 

Utilities 20 Divide by total person days 1/1/1/1/11/1//1//11///1//11/11/1//11/1// 1/1/1/////1///1//11/1/1//11/11//11/1/1// Divide by total client days 

Food (groceries) 21 Divide by total person days /1/1/11/1/111//111///1/1/1/1/1/1/1/1/1// 1/////1///1///1/1/1/11/1//1/1/111/1/1/1/ 11111111/111111/1/1/111/1111/111111111// 

Restaurant Meals 22 Divide by total client days /11/111111111111111/1111111//111/1/11/// /1111/11/1111111111/111/11/111/111111111 11111111111111111/111111111/111111111111 

Property Taxes 23 Divide by total person days 111111111111111111/1111/11/111/11111111/ 1/111/1/11/111111111111/11/11/11/11111/1 Divide by total client days 

Housekeeping Supplies 24 Divide by total person days 11111111111111111111111111111/111/111111 1111111111/11111111111111111111111111111 Divide by total client days 
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Department or Developmental Services 1988 ResIdential Rate Study 
Calculation or Unit Costs 

~ 
tv 

Cost Item 
Hrom Form 100) Line # BLN DS SS UFC 
Office Supp. & PosLage 25 //11//11/////////////////11//////////111 111//////1//11/////////1////1///1/11/1// (//1////1///////////////1/////////////1/ lYivlde by total chem days 

Transport: Gas & oil 26 Divide by total client days ////////////1/1///////////////////////1/ ///////////////////1/1/1/1/1/11//1///1/1 Divide by total client days 

Transport: Maint./repair 27 Divide by total client days /1/1/1////1/1//////////1/1/1/////1/1//// /1/1//1//1///1/1//1///1///1/1/1/1/1/11/1 Divide by total client days 

Transpon: License fees 28 Divide by total client days /1//1/1/1//1/1/1////1/1///1////1/1////11 /11//11/1///1/1/1/1//1//1/11//1/1/1/1//1 Divide by total client days 

Transpon: Other 29 Divide by total client days /1/1/1//1//11///1////1/1/1//11///11/11/1 /1/1/11/1/1/1/1/1/1/1/11//11//11//1/1/11 Divide by total client days 

Clothing/Personal Care 31 Divide by total client days /1/1/1/1//11/1////1/1/1//1/1///1/1//1/11 /1/1/1/1/1/1/1//1/1/1/1/1/11/11/1/1/1/11 //1//1/1/1/1/1/1///1//11//1//1/1//11//11 

Special 5upplieslEquip. 32 Divide by total client days /1/1/1/1///1/1/1//////1//1/1/1/1/1/1/1/1 Divide by DDS client days 
(ARM Level 4 only) 

Divide by total client days 

Housekeeping/Laundry 33 Divide by total person days /1/1/1/1/1/1/1/1/1/1/1///1/1///1/1/1/11/1 /1/1/1/1/1/1/1/1/1/1/1/1/1/1/1/1/1//1/11 Divide by total client days 

Clinical Consulting Svcs. 34 /1/1/1//1//1/1/11/1//////1/1/11//1/1/1/1 /1/1/1/1//1/11//1/1/1/1/1/1/1/1/1/1/1/11 Divide by DDS client days (S5) 
(ARM Level 4 only) 

Divide by total client days 

Administration Svcs. 35 /1/1//11//1//1//11//1////1//11///1//1/1/ /1//11/1/////1//1//1//1//1/1/1///1/1/1/1 /11//1/1/1/11//1/1/1//1/1/11//1//1/1/1/1 Divide by total client days 

Advertising 36 1///11/1///1//1/1/1//1/1//1/1/1/1////1/1 /1//1/11/1//11//1/11//1/11/11//1/11/1/11 1/1/1/1/1/1/1/1/1/11//1/1/1/1/11//1/11/1 Divide by total client days 

Travel 37 /1//1//1///1/1//1//1/1//1//1/1/1/1/1//11 /1/1/1/1//1/1/11/1/1/1/1/1//11/1/1/11/11 /1/1/1//1/1/1//1/1/1//1/11/1/1/1/1/11/11 Divide by total client days 

Dues/Subscriptions 38 1/1/1/1//1//1/1/1/1//1/1/11/1/1/11/1/1/1 /1/1/1/1/1/11/1///1/1/11/1/1/1/11/11/1/1 /11/1/1/1//1/11/1/1/1/1/11/1/1/////11/11 Divide by total client days 

Business Taxes 39 /1/1/1///1//1///11//1/11//1/1/11/11/11/1 /1/1/1/1///1/1/1///11//11//1//1///////11 /1///1/////1/1/1/1/11//////1/1/1/1/1//// Divide by total client days 

Required Licenses 40 ///1/1/1/1//1/11//////////1//1/1//1/1//1 /1/1/1/11/1//1/11//1//1///1//1/1///1/1/1 /1/1/1/1/1/1/1//1/1/1//1///1/1/1///1/1/1 Divide by total client days 

Staff Training 41 /1//1/1/1//1////1/1//1///1/1/1/1/1/1/1/1 /1/1/1/1/1/1/1/1/1/1/1/1//1/1/1/1/1/1/11 /1/1/1/1/1/1/1/11/1/1/1/1/1/1/11/1/11/11 Divide by total client days 

Telephone 42 1//1/11//1/1///1/1/1///1/1//1/1/1/1/1/11 /1/1/1/11/1//11//1/1/1/1/1/1/1/1//1/1/11 /1/1/1/1/1/1/1/1/1/1/1/1/1/1/1/1/1/1/1/1 Divide by total client days 

Facility RepairlMaint. 43 /11//1/1/1//1/1//1//1/1/1//1/1/1//1/1//1 1/1//1/11/1/11//1//1/1/1/1/1/1/1/1/1/1/1 1//1/1/1/1/1/1/1/1/1/1/1/1/1/1/1/11/1//1 Divide by total person days 

Home office fee/overhead 44 /1/1///1//1/1/1//1/11/1///111/1/1/1/1111 1//11/1/1//1/11//1/1/11/1/111/1/1111/111 111/1/1/1/11/11/1/1/1/1/11/1111/1/1/11/1 Divide by total client days 

Miscellaneous Expenses 45 /////////////1///////1////1/11/1///////1 /11///1/1/1//////11//1///1/1/11//1/11111 1/1/1/11/1//11/1/1/1/11/1/1/1/1/1/1/1/11 Divide by total person days 
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It should be kept in mind that facilities with no records and facilities whose owners 

felt their records were inadequate for purposes of this study, were screened out 

from the study in the scheduling process. Thus, those facilities with "poor" records 

were not EAD rated since they were not surveyed. 

EAD Rating Codes 

DDS developed four EAD ratings. A variety of information was evaluated and 

scored with EAD ratings in this study; however, since this is a cost study, the most 

important ratings were those given to cost data collected on Form 100 ''Facility Cost 

Summary." The four categories of BAD ratings are: 

•	 BAD Rating of 1: Costs are presumed to be accurate based on a review of 

accounting records and documents during the course of the survey visit 

•	 BAD Rating of 2: Costs are based on owner operator's best estimate which 

cannot be validated by reviewing records and the data does not appear to be 

unreasonable. 

•	 BAD Rating of 3: Total costs are somewhat questionable to the data 

collector due to lack of supporting documentation, the data collector has 

limited confidence in the accuracy of the total costs; however, it is the best 

estimate that the owner operator could provide. 

•	 BAD Rating of 4: Not applicable. The cost item was not incurred by this 

facility. 

As directed in the forms instructions, staff accountants evaluated all designated data 

where it was required that an BAD rating be given. The data collector would 

evaluate the accuracy and integrity of the data and would enter an EAD rating for 

each line item. Further, in the site memo prepared by the data collector, the staff 

accountant would summarize his or her opinion about the nature of the data 

collected. 

- 43



CHAPTER IV	 ABOUT THE COST DATA
 

For purposes of the analysis in this study, Price Waterhouse only evaluated the 

EAD ratings relevant to costs. (The relevance ofEAD ratings on other items was 

minimal.) The remainder of this section discusses how EAD ratings were used to 

evaluate the integrity of the cost data. 

How EAD Ralings Were Used to Analyze Cost Data 

In interpreting the EAD rating definitions (see above), the general hypothesis is that 

there is no difference in mean costs based on EAD rating. To test this, we used the 

following procedures: 

1.	 Each cost (line item) was multiplied by its associated EAD rating. 

2.	 The sum of these products was divided by the Total Cost (line 46 on Form 1(0) 

for each facility to determine the composite EAD rating. 

3.	 To test our hypothesis at different thresholds, we divided the data set into the 

following groups ofEAD composites: 

a)	 Belew a 1.5 EAD composite and at or above a 1.5 EAD composite; 

b)	 Below a 1.75 EAD composite and at or above a 1.75 EAD composite; 

c)	 Below a 2.0 EAD composite and at or above a 2.0 EAD composite; 

d)	 Below a 2.25 EAD composite and at or above a 2:2~~ composite; and 

e)	 Below a 2.5 EAD composite and at or above a 2.5 EAD composite. 

T-tests were performed at the 95% level of significance for each of these pairs of 

groups to determine if there was a significant difference in mean costs per client day 

in the following cost categories: 

•	 Total Basic Living Needs; 

•	 Total Unallocated Costs; and 

•	 Total Cost 
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Results ofthe Calculations 

The distribution of the EAD composites shows that the possible range is 1 to 3: 

• 90% of the facilities had an EAD composite of 2.0 or less; 

• 96.44% of the facilities had an EAD composite of 2.25 or less; 

• 98.1% of the facilities had an EAD composite of 2.5 or less; and 

• Only 8% of the facilities fell in the 2.0 to 2.5 range ofEAD composites. 

The t-values calculated on the groups ofEAD composites listed above showed no 

significance except for Total Unallocated Costs for EAD composites at the 1.5 

level. Upon further analysis, we felt other factors may be influencing this 

difference in unallocated costs other than the integrity of the data sources used. For 

example. it was detennined that the facilities with an average EAD rating below 1.5 

(the highest quality data) are disproportionately staff operated facilities with higher 

Unallocated and Administrative Costs. These facilities would also be expected to 

have better record keeping practices and thus have lower EAD ratings reflecting 

better data quality. 

When we examined the two groups using the Chi-square statistic, we found there 

was a statistically significant difference in terms of whether the facilities were 

owner operated or staff operated. The group with an EAD less than 1.5 had a 

higher proportion of staff operated facilities than the groups with an EAD higher 

than 1.5. Therefore, we felt that the difference in costs should not be attributed to 

the EAD composite rating but rather to the operation status, i.e., whether the facility 

is owner operated or staff operated. 

Conclusions 

From this analysis, we concluded that high EAD ratings (meaning less verifiable 

documentation of data) do not significantly impact the reported levels of costs. 

Therefore. we did not exclude any data based on EAD ratin~s from our subseQuent 

statistical analysis. 
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E. ANALYSIS OF OUTLIERS 

As part ofour review of the survey data, we reviewed the data for facilities with the 

highest and lowest values for total costs and individual Level 1 cost elements. This 

review was conducted to ensure that these outliers did indeed reflect actual 

experience of surveyed facilities and not a data coding or data entry error. When 

data entty or data coding errors were detected, correcting entries were made and the 

total survey data base was updated accordingly. In addition to verifying coding and 

data entry, our review of outliers was to evaluate the EAD ratings of cost data for 

outliers to determine one of two things: 

1.	 Are the extreme data due to poor data, that is, data with an EAD rating of greater 

than 2.5? or 

2.	 Are the data in outlier facilities legitimately recorded, and just unusually high or 

low compared to other facilities? 

The procedures set forth by DDS (in the RFP) to discard outlier data were based 

solely on the evaluation ofdata as represented by the EAD ratings. The rationale 

was that where data were suspect (that is, an EAD rating of 3) and were extreme 

(that is, either unusually high or low), then that data would be discarded. 

However, as discussed previously in this chapter, high EAD ratings dQ IlQ1 

significantly impact the reported levels of costs; therefore, no data were discarded 

on the basis of EAD ratings. Moreover. since no other criteria aside from EAD 

ratin~s were provided for discardin& outlier data. no data were discarded from the. 

survey results as a result ofEAD ratin~s. 

The review of outliers also served to sharpen our understanding and appreciation of 

the wide variety of settings and management styles within which residential care 

services are provided to developmentally disabled persons. Since residential care 

services are provided in settings as different as a small single family home located 

in a rural part of the stale and a large institution with over 100 beds located in a 

metropolitan area, wide variations in individual reported cost items are to be 

expected. Such variations were found in this study. 
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A. INTRODUCTION 

Since Traditional, Negotiated Rate, and Special Services facilities will be phased 

into the Alternative Residential Model (ARM) system by 1991, it was detennined 

that these facilities should be included in the analysis, along with the relatively small 

sample ARM facilities in the 1988 Rate Study for ARM rate-making considerations. 

By 1991, Traditional facilities will become either ARM Level 2 or Level 3 facilities. 

Negotiated Rate and Special Services facilities will become ARM Level 4 facilities. 

In the 1988 Residential Rate Study report. our analyses indicated that there are two 

distinct sub-sets of the facility population under consideration. ARM and 

Traditional facilities costs appeared similar in nature, while Negotiated Rate and 

Special Services facilities costs appeared similar and were distinctly higher than 

those of the first group. However, since the report only examined Traditional and 

Special Services facilities, we did not conduct detailed analysis for differences 

between Traditional and ARM facilities nor for differences between Negotiated Rate 

and Special Services facilities. (part 1: Statistical Cost Analysis in Appendix 1 of 

~ the 1988 Residential Rate Study contains statistical analysis and fmdings. In 

addition, the Research Design contained in Appendix IT includes a description of 

~ and rationale for the statistical procedures we used. Both documents are available 

upon request from the Department.) 

This chapter summarizes the principal fmdings of detailed analyses conducted for 

the ARM study. Specifically, we tested the hypothesis that there is no statistically 

significant difference between the pilot ARM facilities and Traditional facilities nor 

is there a difference between Negotiated Rate and Special Services facilities. We 

also tested for cost differences based on operation type, geographic location, and 

facility size. If no statistically significant differences were found between the ARM 

and Traditional facilities, then we felt ARM 2 and 3 rates could best be developed 

based on the combined cost information of ARM and Traditional facilities. 

Similarl~, if no differences were found between Negotiated Rate and Special 
• 

Services facilities, we ~ould combine the cost information to develop ARM 4 rate 

recommendations. Fmally, we tested for differences between ARM Level 2 and 3 

(includes ARMs and Traditional facilities) and ARM Level 4 facilities (includes 

Negotiated Rate and Special Services) to determine ifARM Level 2 and 3 rates 

should be developed separately from ARM Level 4 rates. 
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B. DESCRIPTION OF THE FACILITIES BY RATE TYPE 

Exhibits V-I and V-2 summarize the mean costs, standard deviations, and median 

costs of the four different types of facilities: Traditional, ARM, Negotiated Rate, 

and Special Services. Also, Exhibit V-3 presents the frequency distributions of 

Total Costs per client day for the four types of facilities. The mean and the median 

are measures of central tendency and both provide meaningful infonnation 

concerning the sample data. The mean is simply the sum of the values of all 

observations divided by the number ofobservations. The median is the 50th 

percentile of a distribution - the point at which half of the observations are greater 

and half of the observations are smaller. 

We used both of these measures to describe the data sets. Generally, the mean is 

preferred for statistical analysis because of the large amount of mathematical work 

that has been done around the normal distribution. Additionally, if the distribution 

of data values follows a perfect normal distribution, the mean and the median are 

the same value. However, the mean is less useful as a descriptive measure of 

central tendency for skewed distributions. In such situations, the median is often 

the preferred descriptive measure since it is not as sensitive to the effects of a small 

number of outlying scores. Since the sample facility costs have a skewed 

distribution as seen in Exhibit V-3, we suggest that the median is a better point 

indicator of central tendency for this population than the mean. 

As shown in the descriptive statistics and frequency distribution plots, the 

distribution of the data cannot be assumed to be normal. Most of the cost per client 

day data distributions can be characterized as steep-left, long right tail. The "long 

right tail" represents the relatively small number of high cost facilities that 

consistently bring the sample mean up relative to the median. Realizing the non

normality of the data, we also utilized non-parametric statistical test procedures in 

addition to parametric statistical procedures. Non-parametric statistical procedures 

are useful under a broad range of circumstances and are valid under relatively few 

assumptions regarding the underlying population. One of the most attractive 

properties of non-parametric procedures is that they do not require that the 

underlying distribution of data be nonnal. 
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EXHIBIT V·l 

DEPARTMENT OF DEVELOPMENTAL SERVICES -ARM REPORT
 
SUMMARY OF MEAN COSTS
 

Rate 

Cost 

Tvoe: 

Comoonent 

Traditional I 
Ito 6 Beds 

Mean Sid. Dev. 
7 to 15 Beds 

Mean Std. Dev. 
16to 49 Beds 

Mean Std. Dev. 
50 + Beds 

Mean Std. Dev. 
All Facilities 

Mean Sid. Dev. 

Basic Living Needs 
Direct Supervision (1) 
Unallocated Costs 

$16.23 
$2.60 
$3.59 

$6.22 
$5.74 
$3.64 

$14.87 
$4.02 
$4.50 

$5.27. 
$4.31 
$3.43 

$14.81 
$7.94 
$6.40 

$4.01 
$6.13 
$4.69 

$13.59 
$8.53 
$6.96 

$2.69 
$4.27 
$3.44 

$15.93 
$3.21 
$3.94 

$5.97 
$5.77 
$3.76 

Total Cost rer Client Day 
Number in Sample: 

D.S. cost (paid staff only) (2) 
n= 

$22.42 
371 

$7.76 
87 

$11.56 
-
$9.54 
-

$23.40 
60 

$5.94 
34 

$8.69 
-
$4.48 
-

$29.15 
31 

$8.44 
26 

$10.75 
-. 
$6.39 
-

$29.08 
6 

$8.53 
6 

$7.06 
-
$4.27 
-

$23.08 
468 

$7.50 
153 

$11.25 
-
$8.00 
-

Rate Tvoe: ARM fuvels 2 and 3) 
1 to 6 Beds 7 to 15 Beds 16 to 49 Beds 50 + Beds All Facilities 

Cost Comoonent Mean Sid. Dev. Mean Std. Dev. Mean Std. Dev. Mean Std. Dev. Mean Sid. Dev. 

Basic Living Needs $14.54 $5.16 $12.79 $0.62 $11.72 $1.63 $13.97 $6.90 $14.34 $4.96 
Direct Supervision (1) $2.60 $4.14 $4.28 $3.08 $7.72 $0.49 $12.20 $2.56 $3.13 $4.36 
Unallocated Costs $3.43 $2.59 $5.92 $1.81 $7.71 $0.20 $11.45 $4.01 $3.93 $2.97 

Total Cost per Client Dav $20.57 $7.10 $22.99 $5.31 $27.15 $1.34 $37.62 $13.47 $21.40 $7.61 
Number in Sample: 61 - 4 - 2 - 2 - 69 -

D.S. cost (oaid staff only) (2) $7.98 $6.29 $2.94 $1.86 $7.72 $0.49 $12.20 $2.56 $7.58 $5.53 
n= 11 - 3 - 2 . 2 - 18 -

Notes: 
1. Mean Direct Supervision Costs calculated for all facilities in the sample. 
2. Mean Direct Supervision Costs calculated only for those facilities operated entirely with paid staff. 



EXHIBIT V-I 

DEPT. OF DEVELOPMENTAL SERVICES ARM REPORT 
SUMMARY OF MEAN COSTS , 

NtRotiattd Ratt Rate Tvoe: 
16 to 49 Beds AU Facilities 

Cost Comoonent 
50+ Beds7 to 15 BedsllO 6 Beds 

Std. Dev. Mean Std. Dev.Std. Dev. MeanStd. Dev. MeanStd. Dev. MeanMean 

Basic Living Needs 
Direct Supervision (1) 

$21.85 
$37.49 

$6.86 
$19.35 

$22.43 
$26.47 

-.
$18.44 
S33.12 

$5.53 
$16.35 

$14.89 
$27.04 

$3.06 
$2.20 

S20.62 
S35.61 

$6.51 
SI7.84 

Unallocated Costs $16.11 S8.85 S25.17 .. $21.17 S13.32 $25.49 $5.88 $17.99 S9.78 
Special Services (3) S2.05 $1.65 $1.65 S1.73 S1.98 S1.71 SO.19 S1.95 S1.61 

.$75.72 S74.46 $33.73 S69.12 $6.55 $76.17 $26.26S77.30 S26.56Total Cost oer Client Dav 
2 _. ..I 6 . 31Number in Samole: 22 --

Soecial StrvictsRate Tvoe: 
7 lO 15 Beds 16 to 49 Beds 50 + Beds All FacilitiesllO6 Beds 

Mean Std. Dev. Mean Std. Dev. Mean Std. Dev.Cost Comoonent Mean Std. Dev. Mean Std. Dev. 

Basic Living Needs S21.48 S7.90 $20.40 $10.26 $14.32 $5.37 $16.02 S2.58 S20.17 $8.04 
Direct Supervision (1) S35.19 $15.61 $36.20 $34.51 $19.83 $9.72 S28.21 S14.1O S33.02 S18.55 
Unallocated Costs SI8.64 S12.27 $16.51 $16.74 $14.32 $8.59 S17.16 S9.17 S17.73 S12.13 
Special Services (3) $1.34 S1.30 SO.71 SO.74 $2.22 S3.70 $0.66 SO.23 S1.35 S1.71 

Total Cost oer Client Dav S76.66 S27.88 S58.94 $50.69 $11.03S73.82 S62.05 $25.62 $72.26 $32.10 
_. _.Number in Sample: 32 . 6 6 - 2 46 -

V\ 
o 

Notes: 
1.	 Mean Direct Supervision Costs calculated for all facilities in the sample. 
2.	 Mean Direct Supervision Costs calculated only for those facilities operated entirely with paid staff. 
3.	 Special Services includes clinical consultants and special supplies.· Wages and benefits of direct care 

staff are included in direct supervision costs. 



EXIllBIT V-2
 

DEPT. OF DEVELOPMENTAL SERVICES 1988 RATE STUDY
 
SUMMARY OF MEDIAN COSTS
 

Rate Tvpe: Traditional 
Cost Component 1 to6 Beds 7 to 15 Beds 16 to 49 Beds 50+ Beds All Facilities 

Basic Living Needs 
Direct Supervision (1) 
Unallocated Costs 

S15.17 
$0.12 
$2.59 

S14.3O 
$2.36 
$3.66 

S14.41 
S5.43 
$4.91 

SI2.86 
S7.12 
$6.05 

S14.91 
SO.88 
$2.81 

Total Cost rer Client Day $19.68 $20.77 $26.06 $31.11 $20.27 
Number in Samole: 371 60 31 6 468 

D.S. cost (paid staff onlv) (2) $4.85 $3.96 $6.51 $7.12 $5.61 
D= 87 34 26 6 153 

Rate Tvpe: ARM (uvels 2 and 3) 
Cost Component 1 to6 Beds 7 to 15 Beds 16 to 49 Beds 50 + Beds All Facilities 

Basic Living Needs 
Direct Supervision (1) 
Unallocated Costs 

SI3.68 
$0.53 
S2.77 

$12.88 
$4.01 
$6.05 

SI1.72 
S7.72 
$7.71 

S13.97 
SI2.20 
$1l.45 

S13.42 
$1.41 
$3.11 

Total Cost rer Client Day $18.98 $22.94 $27.15 $37.62 $19.30 
Number in Sample: 61 4 2 2 69 

D.S. cost (paid staff only) (2' $6.52 $4.01 $7.72 $12.20 $6.66 
D= II 3 2 2 18 

Rate Tvpe: NeRotiLlted Rate 
Cost Component 1 to6 Beds 7 to 15 Beds 16 to 49 Beds 50+ Beds All Facilities 

Basic Living Needs 
Direct Supervision (1) . 
Unallocated Costs 
Special Services (3) 

S19.78 
$37.00 
$14.30 
$1.66 

S22.43 
$26.47 
$25.17 

$1.65 

S17.65 
$30.01 
$17.83 
SO.95 

S14.89 
S27.04 
$25.49 

$1.71 

S19.05 
$31.70 
$16.58 

$1.58 

Total Cost rer Client Dav $79.31 $75.72 $64.28 $69.12 $73.75 
D= 22 1 6 2 31 

Rate Tvpe: Special Services 
Cost Component 1 to6 Beds 7 to 15 Beds 16 to 49 Beds 50+ Beds All Facilities 

Basic Living Needs 
Direct Supervision (1) 
Unallocated Costs 
Special Services (3) 

$19.28 
$34.37 
$15.37 

SO.OO 

$16.68 
$25.83 
$10.06 

SO.04 

$13.01 
$17.66 
$14.96 

SO.OO 

$16.02 
$28.21 
$17.16 

SO.33 

$18.40 
$30.47 
$14.70 

SO.81 

Total Cost per Client Day $74.47 $51.68 $50.23 $61.72 $64.30 
D= 32 6 6 2 46 

Notes: 
1. Median Direct Supervision Cost calcualted for all facilities in the sample. 
2. Median Direct Supervision Cost calculated only for facilities operated entirely with paid staff. 
3. Special Services includes clinical consultants and special supplies. Wages and benefits of direct care 

staff are included in direct supervision costs. 
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EXHIBIT V-3
 

TRADITIONAL FACILITIES
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EXHIBIT V-3 (Continued) 

NEGOTIATED FACILITIES 
FREQUENCY DISTRIBUTION FOR 
TOTAL COSTS PER CLIENT DA Y 
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The long right tail on the frequency distribution graphs funher illustrates the 

existence of high cost outliers. For numerous Level 1 costs, such as Basic Living 

Needs Housing, Food or Transponation, Direct Supervision, and Unallocated 

Wages, we examined the highest cost outliers. We found explanatory reasons for 

the outliers, such as high transponation costs attributed to owner operators using 

newer high cost vehicles for client use. In addition, low occupancy rates contribute 

to high costs. For example, a facility with an operator and spouse and one client 

residing in the house will show higher costs per client day than a owner operator, 

spouse, and six clients in a similar house. In the fonner facility, fixed costs are 

shared by fewer persons than in the latter, resulting in higher costs per client day. 

In spite of the existence of such high cost outliers, no facility was eliminated from 

our analysis because it was an outlier. This reflected the fact that these costs did not 

result from some type of extraordinary or unusual event that would constitute 

grounds for excluding the facility as unrepresentative. Further, since the 

Department has no regulations or guidelines defining the maximum or minimum 

levels of cost allowed for various cost elements, we had no objective basis on 

which to exclude such facilities. In the absence of such standards, the reliance on 

the sample medians (rather than the means) as a measure of central tendency is one 

measure by which it is possible to avoid the distortion caused by the outliers. 

Finally, the review of outliers funher emphasized the wide variety of settings and 

management styles within which residential care services are provided to 

developmentally disabled persons. Since residential care services are provided in 

settings as different as a small single family home located in a rural part of the state 

and a large institution with over 100 beds located in a metropolitan area, wide 

variations in reported cost items are expected. The large standard deviations found 

for virtually all cost elements and the shape of the distributions presented in Exhibit 

V-3 illustrate the wide degree of variation we found in the sample. 

C. STATISTICAL TESTS USED IN THIS ANALYSIS 

In this analysis, we used t-tests for comparing the means of two groups or the 

analysis of variance (ANOVA) for comparing the means of more than two groups. 

(The mean of a set of observations is simply the sum of the observations divided by 
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the number ofobservations). These tests permit us to determine whether the 

differences in the means of two or more groups are statistically greater than would 

be expected if the groups were part of the same population. For example, is the 

difference in mean Basic living Needs Housing between ARM and Traditional 

facilities large enough for us to believe that the difference cannot be reasonably 

expected from sampling error alone? Our basic null hypothesis (that is, the 

hypothesis we will tty to prove or disprove) is that the means are the same. If this 

hypothesis is confirmed, it would allow us to treat the two groups as one 

population for purposes of developing ARM Level 2 and 3 rates. In addition, we 

used non-parametric tests to confirm our t-test or ANOVA results. These non

parametric tests tend to be less powerful than the parametric t-test or ANOVA tests, 

but are not subject to errors due to the sample data distribution. With the non

parametric test we can still test the null hypothesis without having to assume there is 

a normal distribution. 

In addition, we used the Scheffe method for multiple pairwise comparisons. The 

Scheffe method indicates between which groups the significant differences exist 

(The reader should refer to the Research Design in Appendix II of the 1988 

Residential Rate Study for a detailed discussion of definitions and assumptions for 

the statistical procedures we used in this analysis.) 

D. DEFINITION OF GEOGRAPHIC LOCATION 

In the 1988 Residential Rate Study, we analyzed the Metropolitan Statistical Area 

(MSA) designation and found that it did not appear to be an appropriate system for 

geographic stratification of community care facilities. However, we designed an 

alternative geographic stratification based on a clustering of counties in the state. 

(See Chapter VI and Appendix I: Part vm of the 1988 Residential Rate Study for a 

discussion of the statistical results and methodology used for developing an 

alternative system.) 

We developed two clusters of counties based on the Fair Market Value (FMV) of 

housing. For each facility in the sample. we computed the current fair market value 

per square foot of facility space (based on estimates provided by facility operalors). 

The facilities were then grouped by county into each of the forty counties 
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represented in the sample. A mean fair market value per square foot was computed 

for each county. We ranked counties by the reponed average fair market value per 

square foot. Using information on the median price of housing in California 

counties, we concluded that the top eleven counties in our ranking corresponded to 

the same group of counties with high housing costs. 

As a result of our analysis, we grouped the our sample counties into the following 

two clusters: 

MEDIUMFMV IDGHEMV 

Amador Sacramento Alameda 
Butte San Bernardino Contra Costa 
Fresno San Joaquin Los Angeles 
Humboldt San Luis Obispo Marin 
Imperial Santa Barbara Orange 
Kern Shasta San Diego 
Kings Siskiyou San Francisco 
Lake Solano San Mateo 
Madera Sonoma· Santa Clara 
Mendocino Stanislaus Santa Cruz 
Merced Sutter Ventura 
Monterey Tulare 
Napa Yolo 
Placer Yuba 
Riverside 

We have used this geographic grouping throughout this report whenever we 

discuss geographic variation in cost data. 

E. ARM LEVEL 2 AND 3 FACILITIES 

Characteristics of the ARM Pilot Sample 

ARM facilities are designated as "Level 2" or ''Level 3" according to the types of 

services they provide. Level 2 facilities provide services to persons in a home-like 

setting and teach clients within the context of the normal operations of daily living. 

Level 3 facilities provide additional specific, structured programming/training to 

clients for a portion of each day. In addition, in 1987 there were a few facilities that 

provided care to a certain number of clients at Level 2 and to a certain number of 

clients in Level 3. These particular facilities are designated as Level 2+3. 
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Exhibit V-4 provides descriptive statistics on the ARM pilot project sample. Of the 

69 ARM facilities in our sample, most are Level 2 (n=46). Also, most are owner 

operated (n=51) and in the 1-6 bed category (n=61). In addition, 61 of the facilities 

are located in the mediwn fair marlcet value geographic cluster. This is a result of 

the Alternative Residential Model being pilot-tested in 1987 in the catchment areas 

of three regional centers (Far Northern, Central Valley, and Harbor), two of which 

are located in medium FMV areas. 

Exhibits V-5 and V-6 present mean and median costs and results of statistical tests 

based on the ARM rate type (Level 2, 3, or 2+3). We found no statistically 

significant differences for Total Basic Living Needs (BLN), Total Unallocated 

Costs CUC), or Total Costs per client day. Therefore, we felt it appropriate to 

combine ARM Level 2, 3, and 2+3 facility data for rate-making purposes. The 

Direct Supervision element is based on hourly wage and benefit rates multiplied by 

a modelled amount of direct care staff time. Direct Supervision wage rates are 

discussed in detail in Section G of this report. 

Do Significant Differences Exist Between ARM and Traditional 

Facilities? 

Exhibit V-7 presents mean costs per client day for ARM and Traditional facilities. 

A t-test was perfonned on each Level 1 cost component based on rate type and no 

significant differences were found except for BLN Housing, BLN Utilities, and 

Total BLN. We felt that the difference in BLN Housing and Total BLN could be 

attributed to a geographic factor since most of the ARM facilities are located in the 

mediwn FMV geographic cluster. Another explanation is that the costs differences 

could be attributed to operation type. Since most of the ARM facilities are owner 

operated, the facilities would more likely be owned than rented resulting in lower 

housing costs. We investigated these possibilities with further analysis controlling 

for operation type and geographic cluster. 

- 57



EXIDBIT V-4 

DEPARTMENT OF DEVELOPMENT SERVICES ARM- REPORT 
DESCRIPTIVE STATISTICS 

PILOT PROJECT ARM SAMPLE 

RATE TYPE BY FACILITY SIZE 

1-6 BEDS 

ARM Level 2 ARM Level3 ARM Level 2+3 

40 IS 6 
7-1S BEDS 3 1 0 
16-49 BEDS 2 0 0 
+SOBEDS 1 0 1 
TOTAL 46 16 7 

RATE TYPE BY OPERATION TYPE
 

RESIDENT 
ARM Level 2 ARM Level3 ARM Level 2+3 

OWNEROP 3S 12 4 
STAFF OP 11 4 3 

RATE TYPE BY GEOGRAPHIC CLUSTER
 

MEDIUMFMV 

ARM Level 2 ARM Level3 ARM Level 2+3 

41 13 7 
IDGHFMV S 3 0 

RATE TYPE BY OWNERSHIP TYPE
 

OWNER/OP* 

ARM Level 2 ARM Level3 ARM Level 2+3 

40 16 6 
NON-PROFIT 4 0 1 
FOR-PROFIT 2 0 0 

·Includes non-resident owner operators. 

- S8



EXHIBIT V-S 

ARM FACILITIES: 
MEAN COSTS PER CUENT DAY BY RATE TYPE 

),.RM RaJe Type 
ANOVA Level 2 Level 3 Level 2+3 Wilcoxon 

Significance (n=46) (n=16) (n=7) Significance 
of Means Mean Std Std Mean~ean Std 0/ Means 

BLN Wages 0.7'~0.5M 1.06 O. 1.8: 2.72 
.< 4 .( ~BLN Housln~ 1. 2.5 1.59 

BLl Furniture '.~ • J 0.320.4:.
.'.. .~,3BL Jnsurance · .

BL, UtilIties .11 .· 1 
)1.( 1 .< 2BLN Food .~3.4 3.56 

BLN Housekeeping .41O.~ 0.64 0.40 ." 
BLN Clothing O. ~6 0.43 0.03 .06• .5 .5 • 

~.{BLN TransportatIon .194. .OM .64 .1' 
[}0.( ),00BLN SpecIal SupplJts .27.09 O. 

Total BLN 14. 2 13.06 .M9 4. J13.51 

Total DS (1) 3.90 3.24 6.M2 5.75 5.07 4.56 

.74r.J1 WaKes .7~ .1'· 
r.J HouSInK .11 .1 .1· 
'j, J<'urmtuTt .13 . 
r.J, Insurance . 1 1 · 1 
r.J Vtz/ltleS .12.13 

.)4HousekeepingV .12 · 1
V, I ransportaJlOn S • I~ · :4'· i3 

.)4V SDeclal SUDDlles .0 .KJ 1.01 •• 
4 onsultantsV • O. .IM •· ~6 
4.dmlnlStratlon .41.IU 1.5· · 

( .{V Uverhead 3.6"• I. .I .39 •· 
Total UC .74.67 .7 .03 5.16 

IIotal Costs (2) . I1.W20.28 23.19 7.46 24.626.85 

Note: 
1. Direct Supervision means only for facilities with paid staff. 
2. Total Cost means for all facilities (paid and non-paid staff). 
An asterisk indicates statistically significant differences at the 95% level. 

- 59



EXHIBIT V-6 

ARM FACIUTIES: 
MEDIAN COSTS PER CUENT DAY BY RATE TYPE
 

ARM Rate Type 
Level 2 Level J Level 2+3 
(n=46) (n=16) (n=7) 
MedIan MedIan MedIan 

BLN Wages l. · ~8 1.20 
BL Bousl1lg · .XJ 2.11 
IBL. FumUure 0.30 
BL. Insurance · · 0.29 
BLN Utilities · .c · 7 
BL, ood · 
BL. fIousekeepl1lJ( .' · 
BL ~lothl1lJ( · 
BLN TransportatIon .5 
BLN SpecIal Supplus o. .0 
Total BLN 13.59 13.-,6 13. ,3 

Direct Supervision 
medians only for Total DS 3.48 5.58 3.10 
facilities with paid staff. 

lUI Wages I- UO o. 13 
lUI Bousl1lg .17 .)4 
U FurnUure · · 1 · )0 
lUI J nsurance J. 1 
U UtilUles 0.02 
lUI Housekupl1lJ( LOO 
U ... TransJ ortatlon .11 

/1 .ipecla SupplIes .c 
onsu tants .1 · <ldml1llStratlon .' · 

U 7verhead l. (.(0 
Total Cost medians Tota' UC · · )1 .M 
fa all facilities (paid 
and non-paid staff). Total Costs 18.66 21 ..50 '1.'1..47 
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EXIllBIT V-7 

ARMS VS TRADITIONAL FACILITIES 
MEAN COSTS PER CLIENT DAY BY RATE TYPE

• 

T·TEST 
SIGNIFICANCE 

OF MEANS 

RATE TYPE WILCOXON 
SIGNIFICANCE 

OF MEANS 
ARM 

(11=69) 
TRADITIONAL 

(11-468) 
Meall St4 Meall St4 

BLN Wali!es 0.75 1.31 0.92 1.43 
BLN Housinli! • 2.94 2.01 4.22 3.08 • 
BLN Furllitu" 0.48 0.37 0.44 0.47 
BLN Insurance 0.46 0.37 0.55 0.52 
BLN Utilities • 1.03 0.38 1.15 0.59 
BLN Fo04 3.76 1.58 4.06 1.66 
BLN Housd..pinli! 0.56 0.58 0.64 0.74 
BLN Clotlainli! 0.23 0.44 0.34 0.77 
BLN Trllnsportatioll 4.05 3.49 3.54 3.24 
BLN Specilll SUDDlies 0.08 0.46 0.07 0.26 
Totlll BLN • 14.34 4.96 15.93 5.97 • 
Total DS (11 5.14 4.58 5.44 6.66 

UC Wali!u 0.75 1.90 0.79 2.01 
UC Housinlt 0.11 0.15 0.15 0.29 
UC FMrn;'ure 0.03 0.06 0.03 0.07 • 
UC 1nsurance 0.02 0.03 0.03 0.09 
UC Utilities 0.04 0.05 0.04 0.07 
UC HOMsd..pinlt 0.02 0.04 0.03 0.12 • 
UC Trllnsportation 0.22 0.47 0.26 0.67 
UC Special Supplies 0.00 0.01 0.00 0.05 
UC Consultanu 0.54 0.88 0.30 0.93 
UC A 4", inistratlon 2.17 1.50 1.94 1.36 
UC Ol1erlaea4 0.22 1.30 0.36 1.69 
Totlll UC 3.93 2.97 3.94 3.76 

Total Costs (2) 21.40 7.61 23.08 11.25 

Note: 
1. Direct Supervision means for all facilities with paid staff. 
2. Total Cost means for all facilities (paid and non-paid stafl). 
An asterisk indicares statistical signigicance at the 95% level. 
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CHAPTER V RESULTS OF STATISTICAL ANALYSIS
 

Exhibits V-8 and V-9 present a comparison of mean costs for owner operated 

facilities and staff operated facilities. In addition, Exhibit V-10 presents descriptive 

cost information for ARM and Traditional facilities by bed size, operation type, and 

geographic location. For owner operated facilities, a statistically significant 

difference still exists for BLN Housing but not Total BLN. There were no other 

differences found for Total DS, Total VC, or Total Costs per client day. For staff 

operated facilities, a statistically significant difference was found for BLN Housing, 

BLN Food, BLN Clothing, Total BLN, and VC Transportation. No differences 

were found for Total DS, Total UC, or Total Costs per client day. 

Since we controlled for operation type, we attribute the reason for this difference in 

Total BLN for staff operated facilities to sampling error. The ARM facilities are 

from a pilot study located in the jurisdiction of three regional centers in the state, 

Far Northern, Central Valley, and Harbor. Based on these results, we combined 

ARM (Level 2, 3, and 2+3) and Traditional facilities cost infonnation to obtain 

sample means and medians for rate-making purposes. Exhibit V-II presents 

descriptive statistics on the combination of ARM and Traditional facilities. 

For ARM and Traditional Facilities Combined, Does Operation Type 

Make a Difference? 

Exhibit V-12 presents mean costs and statistical test results for ARM and 

Traditional facilities combined based on facility operation type (owner operated 

versus staff operated). Under the ARM pilot project, a facility is classified as 

owner operated if the owner operator lives in the facility. If the owner operator 

lives elsewhere, the facility is classified as staff operated. Based on this distinction, 

most of the major Level 1 cost components show a statistically significant 

difference. However, Total BLN does .D.Q! show a significant difference. While 

there are no differences in Total BLN costs, staff operated facilities have 

significantly higher costs on the following BLN Levell components: Wages, 

Housing, and Insurance. Conversely, owner operated facilities have higher costs 

on these BLN Level I components: Furniture, Food, Clothing, and 

Transportation. Since at the aggregate level there are no significant differences 

found for Total BLN, owner operated facilities appear to be partially substituting 

spending for certain Basic Living Needs items such as Food, Clothing, and 

Transportation for spending on housekeeping staff. 
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EXHIBIT V-8 

OWNER OPERATED FACILITIES
 
COMPARISON OF MEAN COSTS
 

ARMS )IS TRADS
 

Dependent 
T-Test 

Significance 

Comparison of Means and Standard De)l;at;ons Wilcoxon 
Significance 

of 
Means 

ARM 
(n =51) Owner OD 

TRAD 
(n =309) Owner OD 

Variable or Means Mean Std. Deviation Mean Std. Deviation 
BLNWAGES 0.31 0.58 0.43 0.92 
BLNHOUSING • 2.95 2.08 3.91 2.98 • 
BLN FURNITURE 0.53 0.41 0.47 0.51 
BLNINSUMNCE 0.40 0.32 0.50 0.49 
BLN UTILrtlES • 1.02 0.37 U5 0.59 
BLNFOOD 4.12 1.64 4.29 1.68 
BLN HOUSEKEEPING 0.54 0.60 0.67 0.84 
BLN CLOTHING 0.29 0.49 0.40 0.87 
BLN 'mANSPORTAnON 4.72 3.74 4.23 3.56 
BLN SPECIAL SUPPLIES 0.10 0.53 0.07 0.27 
TOTALBLN 14.99 5.26 16.13 6.20 

TOTALDS (I) 1.56 2.42 U5 2.31 

UCWAGES 0.20 0.80 0.22 0.91 
UCHOUSING 0.10 0.15 0.14 0.29 
UC FURNITURE 0.03 0.06 0.02 0.07 • 
UCINSURANCE 0.01 0.03 0.02 0.04 
UC UTILITIES 0.04 0.06 0.03 0.07 
UC HOUSEKEEPING 0.02 0.04 0.04 0.15 
UC TRANSPORTAnON 0.25 0.52 0.27 0.75 
UC SPECIAL SUPPLIES 0.00 0.00 0.00 0.04 
UC CONSULTANTS 0.34 0.98 0.28 1.06 
UC ADMINISTRAnON 2.20 1.58 1.87 1.34 
UCOVERHEAD 0.00 0.00 0.02 0.29 
TOTALUC 3.19 2.28 2.91 2.47 

TOTAL COSTS 19.74 6.38 20.18 7.93 
Legend 
(I) Direct Supervision means for all owner-operaled facilities, with paid and non-paid staff. 
An asterisk indicates statistical significance at the 95% level. 



EXHIBIT V-9 

STAFF OPERATED FACILITIES 
COMPARISON OF MEAN COSTS 

ARMS vs TRADS 

Dependent 
T-Test 

Significance 

Comoarlsoll of Mealls alld Stalldard Deviatlolls Wilcoxon 
Significance 

or 
Means 

(II • 

ARM 
18) Staff OD 

TRAD 
(II • 159' Staff OD 

Variable or Means Meall SId Meall Std 
BLNWAGES 2.00 1.92 1.88 1.73 
BLNHOUSING • 2.89 1.84 4.82 3.18 • 
BLN RJRNITIJRE 0.33 0.20 0.39 0.36 
BLN INSURANCE 0.63 0.44 0.65 0.55 
BLN lmLITIES 1.06 0.40 1.14 0.59 
BLNFOOD • 2.74 0.79 3.60 1.54 • 
BLN HOUSEKEEPING 0.62 0.53 0.59 0.48 
BLN nOmING • 0.07 0.10 0.20 0.50 
BLN TRANSPORTATION 2.14 1.57 2.18 1.89 
BLN SPECIAL SUPPLIES 0.02 0.05 0.06 0.26 
TOTALBLN • 12.51 3.54 15.54 5.48 • 

TOTALDS 7.58 5.53 7.22 7.98 

UCWAGES 2.31 3.01 1.91 2.91 
UCHOUSING 0.15 0.16 0.18 0.29 
UC RJRNInJRE 0.02 0.03 0.03 0.08 
UC INSURANCE 0.02 0.02 0.04 0.14 
UCtmLITIES 0.05 0.05 0.04 0.07 
UC HOUSEKEEPING 0.03 0.03 0.02 0.04 • 
UC TRANSPORTAnON • 0.13 0.23 0.26 0.45 
UC SPECIAL SUPPLIES 0.01 0.02 0.01 0.05 
UC CONSULTANTS 0.37 0.52 0.36 0.61 
UC ADMINISTRAnON 2.09 1.29 2.08 1.39 
UCOVERHEAD 0.85 2.49 1.02 2.76 
TOTALUC 6.01 3.71 5.94 4.88 

TOTAL COSTS 26.11 ·8.95 28.69 14.27 
Legend: 
(I) Direct Supervision means f(X' all staff-operated facilities. 
An asterisk indicates statistical signifICance at the 95% level. 



EXHIBIT V·I0 

ARMS VS TRADS
 
MEAN COST PER CLIENT DAY BY GEOCLUS, OPERATION TYPE
 

I 

50+ 

ALL 

•	 6 BEDS
 
BLNHOUSE
 
TOTALBLN
 
TOTALDS (I)
 
TOTALUC
 
TOf'AL COST
 

7 • 15 BEDS 
BLNHOUSE 
TOTALBLN 
TOTALDS (I) 
TOTALUC 
TOTAL COST 

16 • 49 BEDS 
BLNHOUSE 
TOTALBLN 
TOTALDS (I) 
TOTALUC 
TOTAL COST 

BEDS 
BLNHOUSE 
TOTALBLN 
TOTALDS (I) 
TOTALUC 
TOTAL COST 

FACILITIES
 
BLNHOUSE
 
TOTALBLN
 
TOTALDS (I)
 
TOTALUC
 
TOTAL COST
 

Note:
 
(1.) Direct Supervision mean for all facilities io the group, with and without paid staff.
 

MEDIUM FMV HIGH FMV 
OWNER OP STAFF OP OWNER OP STAFF OP 

TRADS I ARMS TRADS I A.RMS TRADS I ARMS TRADS I ARMS 
n = 163 n=43 n=38 n= 10 n = 116 n=7 n= 54 n=1 

3.70 2.65 
16.27 14.58 

4.26 2.96 
15.29 • 12.14 

4.09 4.58 
16.03 11.71 

5.57 4.73 
11.21 14.67 

1.00 1.50 5.98 1.49 1.09 0.97 8.29 12.88 
3.02 3.13 5.08 4.55 2.55 2.93 6.49 8.54 

20.29 19.21 26.35 24.18 19.67 21.61 31.98 36.09 
n= 13 n=1 0= 13 0=3 0= 12 n=O n=22 n=O 

4.58 4.77 3.13 3.48 3.50 nIa 4.68 nla 
15.45 13.41 13.25 12.59 16.43 nIa 14.64 nla 
0.85 8.30 5.85 2.94 2.35 nIa 5.72 nla 
3.52 7.81 5.57 5.29 3.11 nla 4.89 nla 

19.82 29.52 24.61 20.81 22.49 nla 25.25 nla 
0=2 0=0 n= 10 0:0:2 0=3 0=0 0= 16 0=0 

6.79 nla 4.84 2.02 4.85 nla 4.89 nla 
16.02 nla 15.64 11.72 14.16 nIa 14.25 nla 
3.28 nla 9.55 7.72 6.17 nIa 7.74 nla 
2.35 nla 1.99 1.11 4.18 nIa 6.21 nla 

21.65 nla 33.19 27.15 25.72 nla 28.20 nla 
0=0 n=O 0=1 n=2 0=0 0=0 0=5 0=0 

nla nla 6.37 1.63 nla nla 5.59 nla 
nla nla 12.44 13.97 nla nIa 13.83 nla 
nla nla 5.06 12.20 nla nIa 9.22 nla 
nla nla 3.94 11.45 nla nIa 7.56 nla 
nIa nla 21.44 37.62 nla nla 30.61 nla 

n = 178 n=44 n:o:62 0= 17 0=131 0=7 n=97 n=1 
3.80 2.70 4.15 2.19 4.06 4.58 5.26 4.73 

16.20 14.56 14.87 12.39 16.02 17.71 15.96 14.61 
1.01 1.65 6.52 7.27 1.33 0.97 7.66 12.88 
3.05 3.23 5.63 5.87 2.71 2.93 6.14 8.54 

20.27 19.44 27.02 25.52 20.07 21.61 29.76 36.09 
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EXIDBIT V-ll 

DEPARTMENT OF DEVELOPMENT SERVICES ARM REPORT 
ARM 2 & 3 (COMBINED ARM AND TRADITIONAL FACILITIES) 

DESCRIPTIVE STATISTICS 

FACILITY SIZE 

1-6 BEDS 

Number 01 Facilities 

432 
7-15 BEDS 64 
16-49 BEDS 33 
+50 BEDS 8 
TOTAL 537 

OPERATION TYPE
 

RESIDENT 
Number 01 Facilities 

OWNEROP 360 
STAFFOP 177 

GEOGRAPHIC CLUSTER
 

MEDnJMFMV 

Number 01 Facilities 

301 
HIGHFMV 236 

OWNERSHIP TYPE
 

OWNER/OP* 

Number or Facilities 

466 
NON-PROFIT 33 
FOR-PROFIT 38 

*Includes non-resident owner operators. 
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EXIUBIT V-l1 

COMBINED ARM & TRADITIONAL FACILITIES
 
MEAN COSTS BY OPERATION TYPE
 

T-TEST 
SIGNIFICANCE 

OF MEANS 

OPERATION TYPE WILCOXON 
SIGNIFICANCE 

OF MEANS 
OWNER-OPERATED STA FF·OPERA TED 

(II .360) (11 • 177) 
MeGII sid MeG" Std 

BLN WaR'es • 0.42 0.88 1.89 1.74 • 
BLN HousinR' • 3.77 2.89 4.63 3.12 • 
BLN Furniture • 0.48 0.50 0.38 0.35 • 
BLN Insurance • 0.49 0.47 0.65 0.54 • 
BLN Utilities 1.13 0.56 1.14 0.57 
BLN Food • 4.27 1.67 3.52 1.50 • 
BLN Housd:eepillR' 0.65 0.81 0.60 0.48 
BLN ClothillR' • 0.39 0.83 0.19 0.47 • 
BLN Tra"sportGlioll • 4.30 3.59 2.18 1.86 • 
BLN Special Supplies 0.08 0.32 0.06 0.25 
TotGI BLN 15.97 6.08 15.23 5.39 

Total DS (1) • 1.21 2.33 7.25 7.75 • 

UC WaR'es • 0.22 0.89 1.95 2.91 • 
UC Housillit 0.13 0.27 0.i8 0.28 • 
UC Furlliture 0.03 0.07 0.Q3 0.08 • 
UC Illsurallce • 0.02 0.03 0.04 0.13 • 
UC Utilities 0.04 0.07 0.04 0.07 • 
UC HousdeepinR' • 0.03 0.14 0.02 0.04 • 
UC Trallsportation 0.27 0.72 0.24 0.43 • 
UC SpecUrI S"pplies 0.00 0.04 om 0.04 • 
UC COllsultants 0.28 1.05 0.36 0.60 • 
UC Ad", illistration 1.92 1.38 2.08 1.38 • 
UC O"erheatl • 0.02 0.27 1.00 2.73 • 
Total UC • 2.95 2.44 5.95 4.77 • 
Total Costs (2) • 20.12 7.72 28.43 13.82 • 

Legend: 
(1) Direct Supervision means only for facilities with or without paid staff. 
(2) Total cost means for facilities with or without paid staff. 

An asterisk indicates statistical signiflcances al the 95% level. 
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CHAPTER V RESULTS OF STATISTICAL ANALYSIS 

Staff operated facilities showed significantly higher costs for Total OS, Total vc, 
and Total Costs per client day. For the Levell components, most of the cost 

differences appear in wage-related items, such as DS, UC Wages, BLN Wages, 

and UC Overhead. lbis fmding is not particularly surprising since most owner 

operated facilities do not employ paid staff. 

Based on these results, no distinction is made for Total BLN based on operation 

type in our ARM Levels 2 and 3 rate recommendation. As prescribed by statute and 

as will be noted in Chapter VI, Oirect Supervision costs will be based on a 

modelled amount of staff hours per client day based on operation type and rate type 

(either Level 2 or 3). Finally. because we obtained statistically significant results 

for Total UC based on operation types, we recommend separate Total UC 

reimbursements for owner operated and staff operated facilities. 

For ARM and Traditional Facilities Combined, Does Facility Size 
Make a Difference? 

Exhibit V-13 presents mean costs and statistical fmdings for the ARM and 

Traditional combined facilities based on facility size. Significant differences were 

found for Total OS. Total UC, and Total Costs. There appears to be an upward 

trend in that 1-6 bed facilities have lower costs while the SO+ bed group appears to 

have higher costs. Since we had already determined that operation type makes a 

significant difference on costs, we decided to control for operation type and then 

test for differences based on bed size. 

Exhibit V-14 presents mean costs and statistical findings for owner operated 

facilities and Exhibit V-IS presents the same infonnation for staff operated 

facilities. For owner operated facilities, the non-parametric Wilcoxon test showed a 

significant difference in Total Costs per client day. However, this was not 

confinned by the parametric ANOYA or Scheffe tests. These results may be due to 

the large standard deviations and the relatively small sample size of7-15 bed and 

16-49 bed facilities. Also. for both owner operated and staff operated facilities. the 

only other major cost element that showed a significant difference was Total DS. 

Based on these findings, our rate recommendations do not include separate rates by 

bed size group for Total BLN or Total UC. As noted previously and as will be 
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EXHIDIT V·14 

COMBINED ARM & TRADITIONAL OWNER·OPERATED FACILITIES 
MEAN COSTS BY FACILITY SIZE 

ANOYA 
SIGNIFICANCE 

FACILITY SIZE WILCOXON 
SIGNIFICANCE1 ·6 BEDS 7· IS BEDS 16 - 49 BEDS 

OF MEANS (II • 329) (II • 26) (II • 5) OF MEANS 
Meall Std Mea II Std Meall Std 

BLN WaR'es • 0.36 0.81 1.01 1.40 1.27 0.49 • 
BLN HoudllR' 3.72 2.89 4.09 2.75 5.62 3.56 
BLN Furlliture 0.48 0.45 0.54 0.91 0.54 0.32 
BLN Illsurallce 0.47 0.48 0.63 0.36 0.66 0.41 • 
BLN Utilities 1.11 0.57 1.29 0.52 1.26 0.62 
BLN Food' 4.26 1.68 4.56 1.68 3.45 0.63 
BLN Housd""illR' 0.66 0.83 0.59 0.52 0.58 0.16 
BLN Clotltillll 0.40 0.85 0.32 0.67 0.11 0.17 
BLN Trallsportatioll • 4.46 3.65 2.79 2.37 1.41 0.82 • 
BLN Special Supplies 0.08 0.33 0.01 0.04 0.00 0.00 
Total BLN 15.99 6.11 15.82 6.28 14.91 3.11 

Total DS (I) • 1.09 2.20 1.83 2.73 5.38 4.10 • 
UC Walles • 0.15 0.73 0.85 1.84 1.47 1.48 • 
UC Houdlll( 0.13 0.28 0.10 0.15 0.19 0.30 
UC Furlliture 0.03 0.07 0.01 0.03 0.02 0.03 
UC III,urallU 0.02 0.04 0.02 0.03 0.01 0.02 
UC Utilities 0.04 0.07 0.03 0.05 0.01 0.02 
UC Hou,d""illl( 0.04 0.14 0.01 0.01 0.01 0.02 
UC Trall'lI0rtatio" 0.27 0.74 0.19 0.43 0.08 0.15 
UC S"ecial Su""lies 0.00 0.04 0.00 0.00 0.00 0.00 
UC Co",ulta"t' 0.28 1.09 0.32 0.36 0.31 0.28 • 
UC Admill i,tratloll 1.90 1.38 2.25 1.50 1.70 0.90 
UC Ol1"ltead 0.02 0.28 0.00 0.00 0.00 0.00 
Total UC 2.87 2.43 3.77 2.67 3.81 1.81 • 
Total Cost, (I) 19.96 7.83 21.42 6.70 24.09 3.69 • 
Legend: 
(1) Direct Supervision and total cost melllS for all facilities in !he sample. with end without paid staff. 

An asterisk indicates statistical significmce at the 95% level. 



EXHIBIT V·IS 

COMBINED ARM" TRADITIONAL STAFF-OPERATED FACILITIES 
MEAN COSTS BY FACILITY SIZE 

ANOVA 
SIGNIFICANCE 

OF MEANS 

FACILITY SIZE WILCOXON 
SIGNIFICANCE 

OF MEANS 
1 • 6 BEDS 

(11 • 103' 
7 • 15 BEDS 

(II .. 38' 
16 • 49 BEDS 

(II • 28) 
SO + BEDS 

(II • a, 
M,all Std M,all Std M,an Std M,all Std 

BLN Wa~,.r • 1.62 1.80 1.87 1.34 2.80 1.54 2.28 2.41 • 
BLN HOIl.rl1l1{ 4.82 3.23 4.06 2.76 4.67 3.21 4.70 3.37 
BLN Fur"it"r, 0.38 0.31 0.45 0.51 0.30 0.24 0.38 0.28 
BLN In.r"rance 0.58 0.55 0.80 0.55 0.77 0.51 0.47 0.28 • 
BLN Utilities 1.13 0.62 1.21 0.52 1.06 0.48 1.13 0.47 
BLN Food 3.75 1.71 3.35 1.21 3.06 0.99 2.90 0.71 
BLN Ho".rd""in~ 0.60 0.51 0.60 0.42 0.52 0.49 0.77 0.41 
BLN Clotlti,,~ 0.20 0.53 0.14 0.27 0.21 0.56 0.15 0.17 
BLN Tra".r"ortation • 2.82 2.12 1.50 0.87 1.12 0.78 0.88 0.64 • 
BLN S"tt;al S"""li,.r 0.07 0.31 0.02 0.07 0.05 0.13 0.03 0.04 
Total BLN 15.98 6.10 14.00 4.08 14.57 4.14 13.69 3.47 

Total DS (1' 7.40 9.14 5.54 4.42 8.39 6.15 9.45 4.11 • 
UC Wa~,.r • 1.44 3.02 1.97 2.22 3.05 2.88 4.57 2.40 • 
UC Ho".rin~ 0.17 0.31 0.17 0.22 0.19 0.20 0.29 0.30 • 
UC F"r"it"" • 0.02 0.08 0.05 0,07 0.02 0.04 0.10 0.13 • 
UC I".r"ro"ce 0.04 0.14 0.06 0.16 0.03 0.04 0.02 0.02 • 
UC Utilities 0.04 0.08 0.05 0.05 0.04 0.03 0.06 0.04 • 
UC Ho".rd",,11I1{ 0.02 0.04 0.01 0.02 0.02 0.03 0.04 0.03 • 
UC Tran.r"ortation 0.30 0.50 0.14 0.24 0.22 0.42 0.12 0.14 
UC S",cial S"""lit.r 0.01 0.06 0.00 0.00 0.00 0.00 0.00 0.00 • 
UC Con.r"ltollt.r • 0.29 0.49 0.32 0.37 0.67 1.04 0.34 0.34 • 
UC Admlnl.rtratlon • 2.30 1.62 1.69 0.74 2.06 1.06 1.18 0.44 • 
UC O""It,ad 1.19 2.95 0.69 2.35 0.65 2.14 1.36 3.40 
Total UC 5.80 5.13 5.16 3.70 6.95 4.75 8.08 3.88 

Total Co.rt.r (1) 29.19 15.92 24.70 9.37 29.91 11.02 31.22 8.78 

Legend: 
(I) Direct Supervision IIld total cost means for all f.cilities in the sample, with and without paid staff. 

An asterisk indicates statistical significance at the 95% level. 



CHAPTER V RESULTS OF STATISTICAL ANALYSIS
 

discussed in Chapter VI, Direct Supervision rates will be modelled on staff hours 

per client day based on operation type and ARM Level 2 or 3. This model does not 

provide for setting DS rates based on bed size group. 

For ARM and Traditional Facilities Combined, Does Geographic 

Location Make a Difference? 

Exhibit V-16 presents mean costs and statistical findings for ARM and Traditional 

facilities combined based on geographic cluster. The High FMV geographic cluster 

showed significantly higher Total Costs per client day ($24.17) than the Medium 

FMV geographic cluster ($21.84). However, since we previously determined that 

operation type influences costs, we subsequently controlled for this variable and re

examined the impact of geographic location on costs. 

Exhibit V-17 illustrates statistical fmdings for owner operated facilities based on 

geographic location. No statistically significant differences were found for any of 

the major Levell cost components. Similarly, Exhibit V-18 presents the same 

infonnation for staff operated facilities. The only major cost component that shows 

a significant difference is total BLN. Facilities in the High FMV have a higher 

mean total cost per day than those in the Medium FMV. Since WIC Section 4681.1 

(b~ stipulates that "Rates established for all facilities shall include as a "factor" an 

amount to reflect differences in the cost of.living for different geographic areas in 

the state," our rate recommendations reflect geographic differences based on our 

Medium FMV/High FMV geographic county clusters. 
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EXHIBIT V-16 

COMBINED ARM" TRADITIONAL FACILITIES 
MEAN COSTS BY GEOGRAPHIC CLUSTER 

T·TEST 
SIGNIFICANCE 

OF MEANS 

GEOGRAPHIC CLUSTER WILCOXON 
SIGNIFICANCE 

OF MEANS 
MEDIUM FMV 

(11=301 ) 
HIGH FMV 

(11 ..23.,)) 
Meall Std Mean Std 

BLN Wa~es • 0.69 1.12 1.17 1.69 • 
BLN Hous;ntt • 3.66 2.80 4.57 3.15 • 
BLN Furniture 0.47 0.44 0.42 0.47 • 
BLN Insurance 0.53 0.48 0.55 0.52 
BLN Utilities 1.15 0.60 1.10 0.52 
BLN Food 4.04 1.64 3.99 1.67 
BLN Housebep;ntt 0.65 0.70 0.62 0.74 
BLN Clotll;ntt 0.33 0.75 0.32 0.73 
BLN Trallsportat;oll • 3.91 3.64 3.21 2.70 • 
BLN Specud S"pplies 0.05 0.22 0.10 0.37 
Total BLN 15.47 6.01 16.04 5.67 

Toml DS (1) • 4.67 4.76 6.21 7.80 

UC Wa~es 0.66 1.89 0.94 2.12 
UC Hous;lItt 0.14 0.28 0.15 0.27 
UC Furniture 0.02 0.06 0.03 0.09 
UC Illsurance 0.02 0.03 0.03 0.12 • 
UC Utilities 0.04 0.06 0.04 0.07 
UC Houselceep;ntt 0.03 0.13 0.02 0.09 • 
UC Transportat;oll 0.28 0.69 0.23 0.58 
UC Special Supplies 0.00 0.05 0.01 0.04 
UC COllsultallts 0.34 1.16 0.27 0.47 
UC Adlll;lIistration 2.07 1.44 1.85 1.30 
UC O.,,,lIead • 0.16 1.18 0.58 2.07 • 
Total UC 3.77 3.49 4.15 3.88 

Total Costs (2) • 21.84 9.67 24.17 12.11 • 

Legerd: 
(1) Direct Supervision means only for facilities with paid staff. 
(2) Total cost means for facilities with or without paid staff. 

An IStrrisk indicates statistical significance 11 the 95% level. 
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EXIUBIT V-17 

COMBINED	 ARM &: TRADITIONAL OWNER-OPERATED FACILITIES 
MEAN COSTS BY GEOGRAPHIC CLUSTER 

T-TEST 
SIGNIFICANCE 

OF MEANS 

GEOGRAPHIC CLUSTER WILCOXON 
SIGNIFICANCE 

OF MEANS 
MEDIUM FMV 

(,,-222) 
HIGH FMV 

(,,:aUS) 
Mea 11 Std Meall Std 

BLN Wa~es 0.36 0.71 0.51 1.10 
BLN H,,"slll~ 3.58 2.97 4.08 2.74 • 
BLN Fllrllitllre 0.50 0.48 0.45 0.52 
BLN IlIsllrallce 0.49 0.48 0.48 0.45 
BLN Utilities 1.14 0.58 1.12 0.54 
BLN Food 4.19 1.64 4.39 1.71 
BLN HOIISelupi1l1l 0.66 0.76 0.64 0.89 
BLN Clot/dill! 0.39 0.82 0.39 0.85 
BLN Trallsportation 4.53 3.93 3.93 2.93 
BLN Special SUDDlies 0.05 0.19 0.12 0.45 
Total BLN 15.88 6.32 16.11 5.69 

Totill DS (I) 1.14 2.20 1.32 2.52 

UC Wa~es 0.21 0.87 0.23 0.94 
UC HOllsinll 0.14 0.28 0.12 0.26 
UC Furlliture 0.02 0.06 0.03 0.08 
UC I"Sllrallce 0.02 0.03 0.02 0.04 • 
UC Utilities 0.04 0.06 0.03 0.07 • 
UC HOllselceepill1! 0.04 0.15 0.03 0.11 • 
UC Trallsportation 0.28 0.75 0.24 0.67 
UC Special SIIPplies 0.00 0.05 0.00 0.00 
UC Co IIsrdtallts 0.33 1.30 0.21 0.38 
UC A dmillistratio11 2.02 1.39 1.76 1.36 
UC O'rerIJead 0.00 0.00 0.05 0.43 
Total UC 3.09 2.54 2.72 2.27 

Total Costs (l) 20.10 7.95 20.15 7.37 

Lqad: 
(1) Direct Supervision and total cost means for all facilities in the sample. with and without paid staff. 

An asterisk indicates statistical significance at the 95% level. 
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EXIDBIT V-IS 

COMBINED	 ARM &:TRADITIONAL STAFF.OPERATED FACIUTIES 
MEAN COSTS BY GEOGRAPHIC CLUSTER 

T·TEST 
SIGNIFICANCE 

OF MEANS 

GEOGRAPHIC CLUSTER WILCOXON 
SIGNIFICANCE 

OF MEANS 
MEDIUM FMV 

(1I-79J 
HIGH FMV 

(1I=98J 
Mea II Std Meall Std 

BLN Wa~es 1.63 1.47 2.10 1.91 • 
BLN HO'lSill~ • 3.86 2.27 5.25 3.56 • 
BLN Furlliture 0.38 0.30 0.38 0.39 
BLN Ilisuralice 0.65 0.47 0.65 0.59 
BLN Utilities 1.20 0.65 1.08 0.50 
BLN Food 3.63 1.58 3.43 1.44 
BLN HousdeeDill~ 0.62 0.50 0.58 0.47 
BLN Cwthill~ 0.16 0.45 0.21 0.49 
BLN TralisDortatioll 2.15 1.75 2.20 1.95 
BLN Special Supplies 0.06 0.29 0.06 0.21 
Total BLN • 14.34 4.90 15.95 5.67 • 
Total DS (I) 6.68 5.68 7.72 9.08 

UC Wal'es 1.95 3.05 1.95 2.81 
UC Housiliit 0.16 0.28 0.19 0.28 
UC Furlliture • 0.02 0.05 0.04 0.09 
UC Ilisuralice 0.02 0.03 0.05 0.17 
UC Utilities 0.04 0.06 0.04 0.07 
UC HousdeeDill~ 0.02 0.03 0.02 0.04 
UC TralisDortatioli 0.28 0.46 0.21 0.41 
UC Special Supplies 0.00 om 0.01 0.06 
UC COlisultallts 0.38 0.63 0.34 0.57 
UC Admillistratioll 2.20 l.S7 1.98 1.20 
UC Overhead 0.60 2.25 1.33 3.03 • 
Total UC 5.68 4.86 6.16 4.71 

Total Costs (1) 26.70 12.18 29.83 14.94 

Legend: 
(1) Direct Supervision and total cost means for all facilities in the sample, with and without paid staff. 

An asurisk indicates statistical significance at the 95% level. 
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CHAPTER V RESULTS OF STATISTICAL ANALYSIS
 

The following table summarizes the statistical findings for ARM Level 2 and 3 

facilities. The reader should not confuse the results presented in this table with 

those presented in Chapter VI, Exhibit VI-I. While this table presents statistical 

findings only, Exhibit VI-I presents rate recommendations based on statistical 

fmdings and the requirements of WIC 4681.1. 

~ Pilot Sample ARM and Traditionals Combined 
n=69 N=537 

Do Level 2. 3. or 
2+3 costs differ? 

Do costs differ 
by Operation 

Ty~? 

Do costs differ 
by Geographic 

ReRion? 

Do costs differ 
by Facility Size? 

Basic 
Living 
Needs 

No statistical 
differeoce. 

No statistical 
difference between 

owner operated 
and staff 

No statistical 
difference found. 

No statistical 
difference found. 

Direct 
Supervision 

No statistical 
difference. 

Statistical difference 
found at 95% level. 

Statistical difference 
found at 95% level. 
However, no differ

ence found when 
controlling for 
ooeration tvDe. 

Statistical difference 
found at 95% level. 
However, no differ
ence fOWld when 
controlling for 
ooeration tvDe. 

Unallocated 
Costs 

No statistical 
differeoce. 

Statistical difference 
found at 95% level. 

No statistical 
difference found. 

Statistical difference 
found at 95% level. 
However. no differ

ence fOWld when con
trolling for operation 

tVDe. 

F . ARM LEVEL 4 FACILITIES 

Negotiated Rate and Special Services facilities will be phased into the ARM system 

as ARM Level 4 facilities by 1991. The purpose of the following analyses is to 

determine whether significant cost differences exist between Negotiated Rate and 

Special Services facilities; then for the combined group, we also examine the impact 

of facility size and geographic location on cost differences. 
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CHAPTER V RESULTS OF STATISTICAL ANALYSIS
 

Do Significant Differences Exist Between Negotiated Rate and 

Special Services Facilities? 

Exhibit V-19 presents mean costs per client day and the results of statistical tests for 

Negotiated Rate and Special Services facilities. No statistically significant 

differences were found for any of the major Level 1 cost components which include 

Total BLN, Total DS, Total DC, Special Services, and Total Costs per client day. 

Based on these findings, it is appropriate to combine cost information of the two 

types of facilities to develop ARM 4 rate recommendations. Descriptive statistics 

on the ARM 4 facilities are shown in Exhibit V-20. 

Do Significant Differences Exist Between ARM 2/3 and ARM 4 

Facilities? 

Most of the ARM 4 facilities are staff operated. Therefore, since we know there are 

cost differences for the ARM 2 and 3 facilities based on operation type, we 

separated the expanded sample ARM 2 and 3 facilities combined with CCF 

Traditional facilities into two groups, owner operated and staff operated and 

compared them to the mostly staff operated ARM 4 group. Exhibit V-21 presents 

mean costs and statistical test results. For most of the Level 1 components, 

significant differences were found. For Total BLN, Total DS, Total DC, and Total 

Costs per client day, ARM 4 facilities had significantly higher costs. Based on 

these results, we developed the ARM 4 rate components separately from the ARM 2 

and 3 facilities. 

Does Facility Size Make a Difference? 

Mean costs and statistical test results are shown in Exhibit V-22 for ARM 4 

facilities based on facility size. None of the major cost components, such as Total 

BLN, Total DS, Total DC, Special Services, or Total Costs per client day showed 

statistically significant differences. Given these results, our ARM 4 rate 

recommendations do not include sub-components based on facility size. 
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EXHIBIT V-19 

MEAN COSTS PER CUENT DAY BY RATE TYPE 
NEGOTIATED VS SPECIAL SERVICES FACILITIES 

BLN Wlli'es 

T-TEST 
SIGNIFICANCE 

OF MEANS 

RATE TYPE WILCOXON 
SIGNIFICANCE 

OF MEANS 
NEGOTIATED 

(11=31) 

SPEC SERY 
(11-461 

Mellll Std Mellll Std 
4.22 4.24 4.78 4.77 

BLN Hous;"i' 5.61 2.82 4.97 2.45 
BLN Fur"iture 0.47 0.25 0.44 0.42 
BLN I"surll"ce 1.15 0.99 0.89 0.64 
BLN Utilities 1.52 0.56 1.39 0.44 
BLN Food 4.16 1.09 4.40 1.84 
BLN HousdeeDi"p • 1.10 0.68 0.69 0.55 • 
BLN Clothi"p 0.23 0.39 0.11 0.35 • 
BLN Trll"sDorWioll 2.16 1.53 2.51 1.91 
Totlll BLN 20.62 6.51 20.17 8.04 

To III I DS (J) 35.61 17.84 33.02 18.55 

UC Wares 7.83 6.07 7.43 9.20 
UC Housillr 0.44 0.68 0.34 0.71 
UC Fur"iture 0.06 0.09 0.04 0.07 
UC IIISU'IIIu:e 0.06 0.10 0.05 0.12 
UC Utilities 0.14 0.30 0.09 0.15 
UC Housd:eepi"i' 0.04 0.07 0.03 0.08 
UC T,a"sportlltioll 0.29 0.66 0.10 0.22 
UC Co "01 ultll"ts 0.51 0.58 0.64 0.74 
UC A d"'i"istrlltioll • 3.31 1.31 2.56 1.37 • 
UC O~e,"ead 5.30 9.25 6.44 7.41 
Totlll UC 17.99 9.78 17.73 12.13 

SpeciIJl Ser"ices (3) 1.95 1.61 1.35 1.71 

Totlll Costs (2) 76.17 26.26 72.26 32.10 

Notes: 
1. Direct Supervision means for all facilities with paid staff. 
2. Total Cost means for all facilities (paid and non-paid staff). 
3. Special Services includes clinical consultants and special supplies. 

Wages and benefits of direct care staff lire included in direct supervision costs. 

An asterisk indicates statistical significance at the 95% level. 
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EXHIBIT V·20 

DEPARTMENT OF DEVELOPMENT SERVICES ARM REPORT 
ARM 4 FACIUTIES 

(NEGOTIATED RATE AND SPECIAL SERVICES COMBINED) 
DESCRIPTIVE STATISTICS 

FACILITY SIZE 

1-6 BEDS 

Num~er or Facilities 

54 
7-15 BEDS 7 
16-49 BEDS 12 
+50 BEDS 4 
TOTAL 77 

OPERATION TYPE
 

RESIDENT OWNER OP 

Number or Facilities 

2 
STAFFOP 75 

GEOGRAPHIC CLUSTER
 

MEDIUMFMV 

Number or Facilities 

25 
ffiGHFMV S2 

OWNERSHIP TYPE
 

OWNER/OP 
NON-PROm 
FOR-PROFIT 

Number or Facilities 

7 
S6 
14 
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EXHIBIT V-21 

MEAN COSTS PER CLIENT DAY BY RATE TYPE 
COMBINED ARM & TRADITIONAL VS ARM 4 

COMBINEDCOMBINED 
ARM 4 WILCOXON 

SIGNIFICANCE 
ARM & TRADITIONALARM & TRADITIONALT-TEST 

STAFF OPERATED IS/GNIFICANCE 
OF 

OWNER OPERATED 
(n = 77){n = 177\(n - 360) OF 

MEANS Std Mean Std MEANS 
BLN Wa.l't.S 

MeanMean Std 
1.74 4.55 4.541.890.42 0.88 •• ,. 

4.63 3.12 5.23 2.613.77 2.89BLN Housin1' •• 
0.38 0.35 0.45 0.360.48 0.50BLN Furniture • • 

0.47 0.65 0.54 1.000.49 0.80BLN Insurance •• 
1.441.14 0.571.13 0.56 0.49BI.N Utilities •• 

4.27 1.67 3.52 1.50 4.30BLN Food 1.58 •• 
0.480.65 0.81 0.60 0.85 0.64BLN Housekeeoln1' • • 

0.39 0.83 0.19 0.47 0.16 0.37BLN Clothinl! • • 
4.30 2.18 1.86 2.36 1.763.59BLN Transoortatloll • • 

15.23 5.39 20.35 7.4215.97 6.08Total BLN •• 
1.21 7.75 34.062.33 7.25 18.19Total DS •• 
0.22 2.91 7.590.89 1.95 8.05UC Wa1'es • • 

0.28UC lIousinl' 0.13 0.27 0.18 0.38 0.69• • 
0.080.03 0.07 0.03 0.04 0.08UC Furniture • 

0.02 0.04 0.13UC Illsurallce 0.03 0.06 0.11• • 
0.04 0.07 0.04 0.07 0.11UC Utilities 0.22• • 

0.14UC Housdee,,/1I1! 0.03 0.02 0.04 0.03 0.07 • 
UC Transoortatloll 0.27 0.72 0.24 0.43 0.18 0.45 

0.28UC Consultants 1.05 0.36 0.60 0.59• 0.68 • 
UC Administration 1.92 1.38 2.08 1.38 2.86• 1.39 • 
UC Overhead 0.02 0.27 2.73• 1.00 5.98 8.16 • 
Total UC 2.95 2.44 4.775.95 17.84• 11.18 • 
Total Costs 20.12 7.72 28.43 13.82 73.84• 29.76 • 
Notes: 
The following components are not included: BLN Special Supplies and UC Special Supplies are not applicable to ARM 4 facilities and 

Special Services are not applicable to ARM and Traditional facilities. 
An asterisk indicates statistical significance at the 95% level. 



EXHIBIT V-22 

ARM 4 FACILITIES 
MEAN COSTS BY FACILITY SIZE 

ANOVA 
SIGNIFICANCE 

OF MEANS 

FACILITY SIZE WILCOXON 
SIGNIFICANCE 

OF MEANS 
1 - 6 BEDS 

(118 54' 
7 • IS BEDS 

(II 8 7) 
16 - 49 BEDS 

(tt 8 12) 
SO + BEDS 

(II 8 4) 
MeGII Std MeG II Std M'GII Std M'GII Std 

BLN WGK'S 4.86 5.14 4.14 3.17 3.10 2.30 5.52 2.02 
BLN HousillK • 5.74 2.37 5.54 3.15 3.76 2.69 2.23 1.00 • 
BLN Furllitu" 0.47 0.34 0.52 0.64 0.39 0.29 0.29 0.15 
BLN IlIsurGnce 0.96 0.76 1.35 0.81 1.11 1.07 0.52 0.25 
BLN Utilities 1.39 0.45 1.39 0.35 1.68 0.70 1.57 0.36 
BLN Food 4.44 1.49 4.69 2.57 3.81 1.36 3.28 0.94 
BLN Housd""IIIK 0.84 0.59 0.71 0.42 1.04 1.00 0.10 0.22 
Bl.N ClotIJln~ 0.10 0.23 0.33 0.79 0.30 0.53 0.18 0.15 
BLN Tralls"ortatloll • 2.76 1.91 1.91 1.11 1.19 0.49 1.11 0.42 • 
TotGI BLN 21.55 7.42 20.69 9.39 16.38 5.62 15.45 2.40 

TotGI DS (J) 36.13 17.09 34.81 31.72 26.41 14.58 27.62 8.27 

UC Wag,s 1.63 7.81 9.06 12.31 4.52 4.63 13.77 9.32 
UC Houslllg 0.39 0.69 0.14 1.21 0.18 0.20 0.27 0.08 
UC Furnltu" • 0.03 0.01 0.04 0.07 0.04 0.05 0.22 0,07 • 
UC Illsuranc, • 0.04 0.07 0.16 0.28 0.06 0.07 0.11 0.08 
UC Utilities • 0.08 0.13 0.14 0.20 0.10 0.10 0.58 0.71 • 
UC Hous,k""'I1~ 0.02 0.07 0.07 0.14 0.04 0.06 0.04 0.05 
UC TrGIIsDortGtloll 0.20 0.51 0.25 0.44 0.10 0.17 0.09 0.10 
UC COllsultallts 0.61 0.62 0.99 1.28 0.21 0.28 0.72 0.52 
UC Admlllistratioll 2.84 1.35 3.23 1.42 2.48 1.62 3.69 1.25 
UC O""IJ,Gd 5.71 7.38 3.07 2.28 10.03 12.70 1.82 3.65 
TotGI UC 17.61 10.98 17.75 15.63 17.74 11.27 21.32 7.91 

S",cIGI S",,'c,s (2) 1.63 0.48 0.84 0.76 1.97 2.84 1.19 0.63 

Total Costs (1' 76.92 27.09 74.09 53.81 62.57 26.96 65.59 15.80 

00 ..... 
I 

Legm 
(1) Direct Supervision means for all facilities in the sunple. 
(2) Special Services includes clinical consultants and special supplies. 

Wages and benefits of direct care staff ere included in direct supervision costs. 

An asterisk indicates statistical significance at the 95% level. 



Does Geographic Location Make a Difference? 

Exhibit V-23 presents mean costs and statistical tests for ARM 4 facilities based on 

geographic cluster location. No statistically significant differences were found for 

any of the major Levell cost components, such as Total BLN, OS, UC. Special 

Services, or Total Costs per client day. Based on these findings it would appear 

that the rate recommendations should not include a geographic location cost 

component However. WIC Section 4681.1 (b)(7) stipulates that "Rates 

established for all facilities shall include as a "factor" an amount to reflect 

differences in the cost of living for different geographic areas in the state." 

Therefore. our rate recommendations will reflect geographic differences based on 

our Medium FMV/High FMV geographic county clusters. 

G. DIRECT SUPERVISION WAGE RATES 

Exhibits V-24 ¢V-25 present actual and legal direct supervision wage rates for 

ARM 2 and 3 facilities and also for ARM 4 facilities with paid staff. A few 

facilities paid sub-minimum wages and benefits to their employees. The 

Department asked us to substitute the minimum wage for those facilities to calculate 

the average "legal" wage paid We then calculated the legal benefits as 18.383% 

(the legally required to meet the employer obligation under Social Security, 

Unemployment Insurance, Employment Training Tax, and Worker's 

Compensation) multiplied by the legal wage rate. These calculations reflect legal 

requirements. not actual facility practice. Actual wage rates and actual benefits as 

shown in Exhibits V-24 and V-25 reflect actual facility practice. 

For the ARM pilot sample only. we tested for significant differences in actual wage 

costs among Level 2, Level 3, and Level 2+3 facilities. While the Level 3 wage 

costs appeared higher. there was no statistically significant difference among the 

three wage costs. Next we tested the hypothesis that ARM wage costs do not differ 

from Traditional facilities. We found no statistically significant difference between 

the two types of facilities. Finally. we tested the hypothesis that ARM 2 and 3 

facilities (combined ARM and Traditional samples) wage costs do not differ from 

ARM 4 (combined Negotiated Rate and Special Services). ARM 4 wage costs were 

found to be significantly higher than ARM 2 and 3. 
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EXHIBIT V·24 

COMBINED ARM .l TRADITIONAL FACILITIES 
ACTUAL AND LEGAL DIRECT SUPERVISION WAGE RATES 

ARM 1 ARM 3 ARM 1 + 3 ARM TRADITIONAL COMBINED ARM AND 
FACILITIES FACILITIES FACILITIES FACILITIES FACILITIES TRADITIONAL FACILITIES 

'1EDIUM IlIGII ALLMEDIUM IIIGH '1EDIUM HIGH ~EDIUM HIGH ~EDIUM HIGH "EDIUM HIGH 
FMV FMV 

n=19 n=1 

FMV FMV 

n=11 n=3 

FMV FMV 

n=7 n=O 

FMV FMV 

n=37 n=4 

FMV FMV 

n=127 n=145 

FMV FMV AREAS 

n=164 n=149 n=313ACTUAL 
WAGE MEAN 4.32 3.2S 4.62 4.63 4.12 - 4.31 4.28 4.49 4.63 4.47 4.62 4.54 
RATES STDDEV 1.55 · 1.24 0.81 0.81 - 1.33 0.96 1.83 1.73 1.72 1.71 1.72 

MEDIAN 4.22 3.2S 

n=12 n=O 

4.95 4.27 

n:9 n-2 

4.00 · 

n=4 n=O 

4.22 4.16 

n=2S ...2 

4.2S 4.61 

n=61 0=89 

4.25 4.61 4.50 

F92 n:91 n=183ACTUAL 
BENEFITS (1) MEAN 0.91 · 0.89 0.99 0.84 · 0;89 0.99 0.82 0.73 0.84 0.74 0.79 

STDDEV 0.68 · 0.56 0.19 0.49 · 0.59 0.19 0.74 0.49 0.70 0.49 0.60 
MEDIAN 0.68 · 

n=11 -

0.70 0.99 

n=2 n=1 

0.96 · 

D=3 n=O 

0.70 0.99 

n=16 n=1 

0.62 0.65 

n=61 n=9O 

0.66 0.67 0.66 

n=71 n:91 n=168DIRECT 
SUPERVISION MEAN 1.22 - 2.69 2.62 1.46 - 1.45 2.62 1.38 1.46 1.40 1.47 1.44 
HOURS PER STDDEV 1.85 · 1.14 . 0.78 · 1.09 . 0.93 1.37 0.96 1.36 1.19 

rLiENT DAY (2) MEDIAN 0.92 -

n=19 ....1 

2.69 2.62 

n=11 n=3 

1.63 -

....7 n=O 

1.36 2.62 

n=37 n=4 

1.26 1.03 

...127 n=145 

1.26 1.04 1.10 

n=164 n=149 n=313LEGAL 
WAGE MEAN 4.52 3.35 4.75 4.63 4.11 - 4.52 4.31 4.69 4.82 4.66 4.81 4.73 

RATES (3) STDDEV 1.31 - 1.03 0.81 0.71 · 1.13 0.92 1.60 1.44 1.50 1.43 1.47 
MEDIAN 4.22 3.35 4.95 4.27 4.00 - 4.22 4.16 4.2S 4.61 4.2S 4.61 4.50 

Legend: 
(1) Actual Dendi.. excludea $0.00 benefit facililiea. 
(2) Di~1 Supervision oolD'110 client dayl for staff operaled facilities only. 
(3) Legal Wage Rates with mninum wage lubstituted in for lubminimmum wages. 

An asterisk indicates ltatiJdcal lignificance al the 95.. level. 



EXHIBIT V·1S 

DEPT OF DEVELOPMENTAL SERVICES ARM REPORT 
ARM 4 FACIUTIES 

ACTUAL AND LEGAL DIRECT SUPERVISION WAGE RATES 

NEGOTIATED FACILmES SPECIAL SERVICES FACILmES 

MEDlUMFMV HIGHFMV MEDlUMFMV HIGHFMV 

n=9 0=22 0=16 0=29ACfUAL 
WAGE MEAN 5.55 6.07 5.86 5.87 
RATES STDDEV 1.58 0.89 1.18 1.05 

MEDIAN 5.79 6.31 5.50 6.00 

n=8 0=22 nz16 0=30ACfUAL 
BENEFITS (1) MEAN 1.10 1.13 1.17 1.19 

STDDEV 0.44 0.43 0.41 0.41 
MEDIAN 1.20 1.17 1.10 1.15 

n=9 n=22 nz16 0=28D1REcr 
SUPERVISION MEAN 3.95 5.60 4.53 4.99 
HOURS PER STDDEV 1.45 2.40 3.23 2.20 

CUENT DAY (2) MEDIAN 3.29 5.01 3.05 4.72 

n=9 n=22 0=16 0=29LEGAL 
WAGE MEAN 5.69 6.07 5.86 5.88 

RATES (3) STDDEV 1.26 0.89 1.18 1.07 
MEDIAN 5.80 6.31 5.50 6.06 

00 
1Il 

(1) Acwal Benefits excludes $0.00 benefit facilities. 
(2) Direct Supervision houri to client days for staff operated facilities only 
(3) Legal Wage Rates with minimimurn wage substinued in for subminimmn wages. 

An asterisk indicates statistical significance It the 95% level. 

COMBINED NEGanATED AND 
SPECIAL SERVICES FACILmES 

MEDIUMFMV HIGHFMV AU. LOCATIONS 

0=25 0=52 0=17 
5.75 5.96 5.89 
1.31 0.98 1.10 
5.61 6.06 5.94 

0=24 0=52 n=76 
1.14 1.16 1.16 
0.41 0.41 0.41 
1.12 1.17 1.15 

0=25 o=SO n=75 
4.32 5.26 4.95 
2.70 2.29 2.47 
3.23 4.92 4.33 

n=25 n=52 n=17 
5.80 5.96 5.91 
1.18 0.98 LOS 
5.61 6.06 5.95 



CHAPTER V RESULTS OF STATISTICAL ANALYSIS
 

The current established ARM rates distinguish separate wage rates for Level 2, 3, 

and 4 facilities. However, our statistical tests showed no difference in wage costs 

between ARM Level 2 and 3 facilities. Also, since we combined the ARM pilot 

sample and Traditional facilities for rate development, we were unable to determine 

separate wage rates for Level 2 or 3 facilities. Therefore, we recommend the same 

wage rate for Level 2 and 3 facilities. The direct care staff model specifies that 

direct care hours vary by level, thus the recommended Direct Supervision rate 

element will be higher for Level 3 facilities than for Level 2. 

For ARM 4 facilities, we found wage costs significantly higher than for the 

expanded sample of ARM 2 and 3 facilities. We attribute this higher wage cost to 

the higher level of training ARM 4 staff must possess. Therefore, the ARM 4 

Direct Supervision rate element is based on a higher wage rate than for ARM 2 and 

3 facilities. 

For the ARM 2 and 3 facilities (includes ARM pilot sample and Traditional· 

facilities) we tested to determine if significant differences exist in actual wage rates 

based on geographic location. No significant differences were found. Similarly, 

for ARM 4 facilities we tested ifgeographic location impacts wage rates and also 

found no differences. These results would indicate that our direct supervision wage 

rate recommendations should carry no geographic distinction. Once again, 

however, since WIC Section 4681.1 (b)(7) stipulates a geographic adjustment, we 

adjust our recommendations accordingly as noted in Chapter VI. 

H. PROPRIETARY FEE 

Based on our analysis conducted in the 1988 Residential Rate Study, we concluded 

that net total assets per client day was the most appropriate measure of a proprietary 

fee. Net assets per client is also one of the bases for calculating a proprietary fee 

suggested by Judge Dowds in his order setting the CARE lawsuit. The reader is 

directed to Chapter vn and also Appendix I: Pan vn in the 1988 Residential Rate 

Study for a detailed discussion of our methodology for calculating the fee and 

subsequent analyses. Exhibit V-26 presents descriptive statistics on mean and 

median net total assets for ARM 2 and 3 facilities and also for ARM 4 facilities. 
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EXIDBIT V-26 

ARM 2 AND 3 FACIUTIES
 
NET TOTAL ASSETS ·PER CLIENT
 

GEOGRAPHIC WCATION 
Medium FMV High FMV All Locations 

Owner Operated 
n=222 

mean = $10,359 
sui= S8,187 

median = $8,877 

n= 138 
mean = S9,457 

SId = $6,658 
median = $8,548 

n=360 
mean = S1O,016 

SId = $7,640 
median = $8,753 

Staff Operated 
n= 79 

mean = $7,118 
sui = $5,519 

median = $6,979 

n= 98 
mean = S9,172 

SId = S8,734 
median = $7,377 

n= 177 
mean = $8,256 

sui = $7,523 
median = S7,293 

Total 
n= 301 

mean = $9,508 
sui= $7,705 

median = $8,483 

n= 236 
mean = $9,340 

SId= $7,574 
median = $7,931 

n= 537 
mean = $9,435 

sui = $7,639 
median = $8,296 

ARM., FACIUTIES
 
NET TOTAL ASSETS PER CUENT
 

All Facilitiu 
GEOGRAPHIC WCATION 

Medium FMV Hid FMV All Locations 

n= 25 
mean = $5,205 

sui = $6,106 
median = $2,840 

n= 52 
mean = $5,362 

SId= $6,380 
median = $2.712 

n= 77 
mean = $5,311 

std= $6.252 
median = $2.756 

- 87



CHAPTER V	 RESULTS OF STATISTICAL ANALYSIS
 

For ARM 2 and 3 facilities (includes ARM pilot sample and Traditional facilities) 

we conducted statistical tests to detennine ifoperation type or geographic location 

impacts net total assets. A t-test indicated that operation type makes a statistically 

significant difference. When controlling for operation type, t-tests indicate that 

geographic location does not impact costs. However, when we conducted a two

way ANDVA for all of the 537 facilities based on operation type and geographic 

location, we found that operation type by itself makes a significant difference, 

geographic location by itself does llQ1 make a significant difference, and the 

interaction ofoperation type and geographic location makes a significant difference. 

Based on these results, we recommend the proprietary fee have different rates based 

on operation type. Even though geographic location by itself makes no significant 

difference, the WIe Section 4681.1 (b)(7) specifies a geographic distinction. 

Therefore, as noted in Chapter VI, we recommend the proprietary fee also have a 

geographic distinction. 

Since most of the ARM 4 facilities are staff operated, we did not test for significant 

differences based on operation type. We did test for the impact of geographic' 

location impact and found no significant differences. Again, WIC Section 4681.1 

(b)(7) stipulates a geographic cost adjustment; therefore, our rate recommendation 

in Chapter VI maintains this distinction. 

To summarize our recommendations for the proprietary fee element: 

•	 Separate recommendations for ARM Level '2J3 facilities and for ARM Level 

4 facilities. 

•	 For ARM Level 213 facilities, proprietary fee varies by operation type and 

geographic location. 

•	 For ARM Level 4 facilities, proprietary fee varies by geographic location' 

only. 

- 88



- ---- --- -- -- -- ----- --------

CHAPTER VI	 RATE RECOMMENDATIONS
 

A. INTRODUCTION 

This chapter presents recommended rates for facilities operating at all levels of the 

ARM system. The chapter begins with a discussion of several general 

considerations that governed the development of these rates and then continues with 

a detailed discussion of how rates were developed using the data collected and 

analyzed during this project. Recommended FY 1989-90 rates are presented for 

ARM Level 2, ARM Level 3, and ARM Level 4 facilities. 

B. GENERAL RATE-MAKING CONSIDERATIONS 

The rate recommendations presented below reflect three general considerations. 

1.	 Rates must confonn to the specific requirements of Welfare and Institutions 

Code Section 4681.1. They must contain all required facility cost elements, 

including a geographic cost factor, a proprietary fee, and an amount for special 

services. 

2.	 Rates should be based on findings concerning costs derived from a 

representative sample of residential care facilities. Since facilities in only three 

of the twenty-one regional centers were operating under the ARM system in 

1987 (year for which survey data was collected) and no facilities were operating 

at the ARM Level 4 in 1987, it was necessary to develop recommended ARM 

rates using data drawn from facilities operating under the Traditional, Special 

Services, and Negotiated Rate systems with appropriate adjustments to reflect 

new costs imposed by the ARM system. 

3.	 Rates should reflect Department of Developmental Services guidelines 

concerning the appropriate level of Direct Supervision to be provided to clients 

with different levels of need for such supervision. 

Based on an analysis of the data collected during this project, it was determined that 

facilities that will operate at the ARM Level 4 (a group which will consist of 

facilities operating under the Negotiated Rate or Special SeIVices systems in 1987) 

should be reimbursed based on a rate table developed separately from that used for 

- 89



CHAPTER VI	 RATE RECOMMENDATIONS
 

--=-----:-- -- - 
- - other facilities. nUs d-eiermination was made on the basis of the significantly 

higher cost structure and service delivery requirements of the Special Services and 

Negotiated Rate facilities in the sample. As a result of this finding, we present two 

separate sets of rates: one for facilities at ARM Level 2 or Level 3 (based on 

common data conce~g basic living needs and unallocated costs) and one for 

ARM Level 4 facilities. The reader seeking additional information concerning this 

finding is directed to Chapter V for a fuller discussion of the differences between 

these two groups of facilities. 

C.	 INTERPRETATION OF WIC 4681.1 AND METHODS USED TO 

DEVELOP RECOMMENDED RATES 

1. Text of WIC 4681.1 

The requirements of WIC 4681.1 establish the basic structure and content of the 

ARM reimbursement rates proposed in this chapter. It is helpful to review the 

requirements ofWIC 4681.1 and how we have interpreted the language 

contained in the statute prior to turning to the rate recommendations themselves. 

The subsections of WIC 4681.1 that pertain to rate development are presented 

below. followed by a discussion of how we have interpreted these requirements 

in the context of our conduct of this project for the Departtnent. (Key words 

and phrases which will be discussed are underlined.) 

Welfare and Institutions Code Section 4681.1 states: 

(b) In establishing rates to be paid for out-of-home care, the department shall include 
each of the cost elements in this section as follows: 

(1) Rates established for all facilities shall include an adeguate amQunt to care fQr 
"basic living needs" Qf a person with develQpmentai disabilities. "Basic living needs" 
shall include hQusing, shelter, utilities, furnishings, food, incidental transportatiQn, 
hQusekeeping, and personal care items. The amQunt required for basic living needs 
shall be calculated each year as the averaie CQst Qf these items in community care 
facilities. The department shall annually publish a listing Qf the allowable CQst 
cQmponents Qf these CQst items and the methodQIQgy used to determine the amQunts 
Qf each item. The amQunt fQr basic living needs shall be adjusted depending Qn the 
extent to which there is a demQnstrated variation based Qn the size Qf the out-Qf·home 
~. These amQunts shall be adjusted annually to reflect cost-Qf·livjni chan2es. 
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A redetennination of basic living needs costs shall be undertaken evuy three years by 
the State Department of Developmental Services, using the best available estimatin~ 

methods." 

(2) Rates established for all facilities that provide direct supervision for persons with 
developmental disabilities shall include an amount for "direct supervision." The cost 
of "direct supervision" shall vary with the person's functioning in the areas of self
care and daily living skills, physical coordination and mobility, and behavioral self
control .... The individual program plan developed pursuant to Section 4646 shall 
determine the' amount of direct supervision required for each individual. The cost of 
direct supervision shall be calculated as the wage and benefit costs of caregiving staff 
depending on the level of service being provided to meet the functional needs of the 
person with developmental disabilities. These rates shall be adjusted annually to 
reflect wage changes and shall comply with all federal regulations for hospitals and 
residential care establishments under the federal Fair Labor Standards Act 

(3) Rates established for all facilities that provide "special services" for persons with 
developmental disabilities shall include an amount to pay for such "special services" 
for each person receiving special services. "Special services" include specialized 
training, treatment, supervision, or other services which the individual program plan 
of each person requires to be provided by the residential facility in addition to the 
direct supervision provided pursuant to the person's individual treatment plan in 
subdivision (b). Facilities shall be paid for providing special services for each 
individual to the extent that such services are specified in the person's individual 
program plan and the facility is designated provider for such special services. Rates 
of payment for special services shall be the same as prevailing rates paid for similar 
services in the area. 

(4) To the extent awlicable, rates established for facilities shall include a reasonable 
amount for "unallocated services." These costs shall be detennined using &enera!ly 
accCllted accountin& principles. "Unallocated services" means the indirect costs of 
managing a facility and includes costs of managerial personnel, facility operations, 
maintenance and repair, employee benefits, taxes, interest, insurance, depreciation, 
and general and administrative support. H a facility serves other persons in addition 
to developmentally disabled persons, unallocated services shall be adjusted depending 
on the extent to which there is a demonstrated variation due to such factors as facility 
size or administrative structure. 

(5) Rates established for facilities shall include an amount to reimburse facilities for 
the depreciation of "mandated capital improvements and equipment" as established in 
the state's unifonn accounting manual. For purposes of this section, "mandated 
capital improvements and equipment" are only those remodeling and equipment costs 
incurred by a facility because an agency of government has required such remodeling 
or equipment as a condition for the use of the facility as a provider of out-of-home 
care to persons with developmental disabilities. 

(6) When applicable, rates established for proprietary facilities shall include a 
reasonable "proprietao' fee." 

(7) Rates established for all facilities shall include as a "factor" an amount to reflect 
differences in the cost of living for different geographic areas in the state. 
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(8)-Raresescil:HiSJieafor developmentaIIydisable<I persons who are also mental y 
disordered may be fixed at a higher rate. The State Deparunent of Mental Health 
shall establish criteria upon which higher rates may be fixed pursuant to this 
subdivision. The higher rate for developmentally disabled persons who are also 
mentally disordered may be paid when requested by the director of the regional center 
and approved by the Directa of Developmental Services. 

2.	 Definition of Key Terms 

In order to develop rate recommendations that meet the requirements of WIC 

4681.1, it is necessary to interpret the meaning of certain general tenns used in 

the section. Intetpretations are necessary in order to determine how to collect, 

organize, and analyze study data for pmposes of developing recommended 

rates. These key general terms are: 

1.	 "Allowable cost components"; 

2.	 "Average cost"; 

3.	 "Adequate amount"; 

4.	 "Reasonable amount";
 

"Extent a plicable";
 

6.	 "Demonstrated variation"; 

7.	 "Cost of living changes"; 

8. "Best available estimating methods"; and 

'-'-, 9. "Generally accepted accounting principles." 

In this section we discuss how these general terms were interpreted for 

purposes of developing recommended rates. Other tenns that are more specific 

to individual cost elements named in WIC 4681.1 are discussed below in the 

context of the rate recommendations. 

1.	 "Allowable cost components" have been defmed as the list of detailed cost 

items (also called "Level 2 costs in this report) contained on the Facility 

Cost Summary (Form 1(0) used to collect cost data from the sample of 

facilities contacted during the 1988 Residential Rate Study project. (See 

Appendix B of this report for a list of these items and a summary 

description of each. Detailed descriptions and cost allocation rules are 

contained in the instructions that accompany the data collection forms. The 
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fonns and instructions are reproduced in Appendix E of this report. 

Appendix E is a separately bound document available upon request (for a 

copying fee) from the Department) 

This list of cost items (which covers all aspects of facility operation, 

including basic living needs) was developed by the Department of 

Developmental Services. The list of cost items has been developed by the 

Department to support data collection on the costs of residential care 

facilities for purposes of past and current rate development projects. The 

list represents the Department's best effort to capture all necessary costs 

connected with the provision of residential care services consistent with the 

intent of the Welfare and Institutions Code. At the beginning of this project, 

Price Waterhouse reviewed this list and developed data collection 

instructions to insure that comprehensive and comparable cost data was 

collected from sample facilities. 

2.	 "Avera~e cost" has been defined as the statistic or measure of central 

tendency in the distribution of facility costs that best describes the cost of 

the typical facility. Based on an analysis of the data collected during this 

study, the statistic used to define "average cost" is the median. 

In common usage, three different measures of central tendency are often 

referred to by the term "average." These measures are the mode, median, 

and mean. The mode is the value (in this case a cost) that occurs most 

frequently in a sample. The median is the value which lies above half of the 

observed values and below half the observed values (the middle value) 

when all observations in the sample are ranked in ascending order. The 

mean is the arithmetic result of summing the values of all observations in the 

sample and dividing by the total number of observations. (See Statistics: A 

New Approach by Wallis and Roberts, Chapter 7, for a fuller discussion of 

this issue.) 

Initial consideration was given to using the mean as the measure of central 

tendency for purposes of defining average cost Analysis of the data. 

however, indicated that the mean in our sample was heavily influenced by a 

- 93



CHAPTER VI	 RATE RECOMMENDATIONS
 

------------crelati-v~ly-small-number-ef-hi-gh-eost-!!outlier!-!-faei-liti~ese-high-cost--------

"outliers" represent facilities with unusual factors (such as low occupancy 

rates or unusually expensive homes or vehicles) that drive up facility costs. 

DDS does not have any published standards which defmed allowable 

maximum amounts that could be spent on a given cost element or 

component. Similarly, DDS has no minimum occupancy standard which 

could be used to exclude low occupancy facility costs from the sample (low 

numbers of clients translate into high costs per client day since there are 

fewer clients to share fIxed housing and other facility costs). 

In the absence of such standards, Price Waterhouse had no a priori 

justification on which to exclude such facilities' costs from the sample in 

order to compute a mean cost that was free from such distonions. If DDS 

were to develop such standards or were to adopt a regulation defming 

"allowable level of costs" as a precisely quantifiable level it would be 

possible in future rate studies to utilize the sample mean as the appropriate 

measure of central tendency. Such an approach would have the advantage 

of working with sample means, with all the computational and statistical 

analysis advantages possessed when working with means. In the absence 

of such standards, this study sought another approach. 

The median was chOsen because it is a measure of central tendency that is 

least affected by the inclusion of a small number of facilities with extremely 

high or low costs in the data sample. In the context of this study, the 

median is that facility cost which lies above the costs of one half of the 

sample and below one half of the sample. Its use has the advantage of not 

excluding any facility's data from the sample and yet not being unduly 

influenced by high cost outliers. 

3.	 "Adequate amount" was defined as the cost found in the median facility for 

each cost element named in WIC 4681.1 when facilities were grouped by 

geography (High or Medium Cost county groups), mode of operation (staff 

operated or owner operated), and ARM Level (ARM 2 & 3 vs. ARM 4). 

The median was found for each of the cost elements named in WIC 468] .]. 

(For example, a separate median was computed for each cost element for 
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owner operated. ARM Level 2 or 3 facilities located in Medium Cost 

counties.) 

For each individual cost element named in Wle 4681.1 (basic living needs, 

direct supervision, unallocated services costs, proprietary fee, etc.), a total 

cost was calculated for each facility in the sample. This total cost was the 

sum of each of the individual cost components included in the data 

collection forms (see Appendices B and E) or an amount modelled based on 

study data and a predetennined standards (Direct Supervision or Proprietary 

Fee). Once a total cost was calculated for each facility. the facility costs 

were arrayed in ascending order and the median for each group of facilities 

(organized by geographic location, operation type, and ARM level) was 

computed. These medians were used to define a separate "adequate 

amount" for each cost element included in the reimbursement rate. 

A conscious decision was made to compute a median amount for each rate 

element separately rather than to compute a single median for all elements 

combined at the facility level. This was done for two reasons. FITst, WIC 

4681.1 appears to require that an "adequate amount" be established for each 

separate rate element individually. Second, two of the rate elements (Direct 

Supervision and Proprietary Fee) are modelled rather than based on directly 

observable facility cost data. Direct Supervision is modelled in large part to 

ensure that all operators receive enough reimbursement to be able to afford 

to provide required levels of staffing. As was found in the January 1989 

study of Traditional facility reimbursement rates (required by WIC 4681), 

actual facility cost experience (in staff operated facilities) indicates that most 

operators do not currently provide required levels of direct supervision. As 

a result. actual facility cost data for Direct Supervision cannot be used to 

develop ARM rates since this would result in inadequate reimbursement for 

this rate element As a result of these two considerations, overall rates were 

developed based on addition of the "adequate amount" computed for each 

individual rate element using the median data as described above. 

It should be noted that this approach to determining an "adequate amount" 

provides facility operators maximum flexibility in deciding how to allocate 
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-----------funds-amongstthe-differentindividuatro-srcomporrentsLlrar-make up a cost 

element such as basic living needs. No effort was made to set maximum 

cost limits for individual cost components such as housing or 

transportation. Different conditions in different facilities and the ability to 

substitute one type ofcost for another require a rate setting approach that 

maintains maximum flexibility for facility operators to choose how they will 

meet client needs. This "median based" approach that utilizes cost data 

aggregated to the WIC 4681.1 cost element level (e.g., BLN, unallocated 

costs, etc.) provides such flexibility. 

4.	 "Reasonable amount" is defined in the same manner as "adequate amount." 

5.	 "Extent awlicable" is defined in the same manner as "allowable cost 

components." 

6.	 "Demonstrated variation" is defined to mean proven through a statistical 

hypothesis testing technique (such as a t-test or ANOVA) at the 95% 

confidence level. Demonstrated variation would apply to questions such as 

whether there is a statistically significant difference in costs due to facility 

size differences. 

7.	 "Cost oflivin~ changes" are defined as changes in the California Consumer 

Price Index (CPl). For purposes of developing ,recommerided rates for use 

in future fiscal years (FY 1989-90) we have used estimates of the change in 

the California CPI developed by the Commission on State Finance. (Other 

sources, such as the Department of Finance, may produce projections that 

vary from those used in this report due to differences in the projection 

model used.) 

8.	 "Best available estimatin~ methods" are defined as the collection of actual 

cost data from a representative sample of residential care facilities for use in 

the development of rate recommendations. A description of the sample of 

facilities and methodology used in developing these rate recommendations 

are contained in Chapters II, ill, and IV of this report. Pursuant to the 

requirements ofWIC 4681.1 (b)(l), such a sample would have to be 

undertaken once every three years. In the interim years, cost data drawn 
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from the sample would need to be updated using changes in wage rates, 

legally required employer tax and benefit payments, labor law changes, and 

changes in the California Consumer Price Index. 

9.	 "Generally accepted accountini principles" are defined as the conventions, 

rules, and procedures that define accepted accounting practice, including 

broad guidelines as well as detailed procedures. The basic doctrine was set 

fonh by the Accounting Principles Board of the American Institute of 

Certified Public Accountants, which was superceded in 1973 by the 

Financial Accounting Standards Board (FASB), an independent self

regulatory body. For pwposes of this study, such principles were 

considered in developing methods for allocating facility costs among cost 

elements, computing depreciation on tangible assets, and allocating parent 

corporation costs to specific facilities. 

3.	 Structure of Recommended Rates 

Exhibit VI-I, summarizes the general characteristics of the recommended rates 

set out in this chapter and how they compare to the various provisions ofWIC 

4681.1. The rows of the exhibit correspond to seven of the eight rate ele~ents 

required by statute. The eighth element, a geographic factor, is included as one 

of the six column headings. The column headings set out the key structural 

features of the rates we recommend. Key features of our recommended rates 

are discussed below. Detailed information on each follows in the sections of 

this chapter where specific rate recommendations are set fonh. 
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PRINCIPLE CHARACTERISTICS OF RECOMMENDED ARM RATES 

WIC 4681.1 
Rate Element 

(1) (2) (3) (4) 
Is Rate Element Included Do ARM Does Rate 

in Rates For: Do ARM Level 2 Level 2&3 Element Vary 
Rates Differ from Rates Differ by Operation 

ARM2 ARM3 ARM4 ARM I.e vel 31 from ARM 4? TYDe? 

(5) 
Does Rate 

Element Vary 
by Geographic 

Re~ion? 

(6) 

Does Rate 
Element kary 

by SI ? 

Basic Living Needs 
(BLN) 

Yes Yes Yes No. Same BLN costs Yes No. WIC 4681.1 
used for both levels. (b)(l) does not 

allow this. 

Yes No. Not Iouod 
to be sta slic

ally si~ni Icant. 

Direct Supervision Yes Yes Yes Yes. Hours per client Yes Yes. ARM staff 
day vary, same wage model requires 
rates for both levels. this. 

Yes. Wage 
rates are varied 

by re~ion. 

No.AF M 
starfmode does 
not vary b if size. 

Special Services Not Not Yes Not applicable Yes N/A. All ARM4 
applicable applicable facilities are staff 

q>erated. 

Yes No.AR M4 
clinical tarf 

model doc snot 
vary by ize. 

Unallocated Services Yes Yes Yes Yes Yes Yes Yes No. Not s :atis
tically sign ficant 
after conlI1 IIing 

for opera lion 
type. 

Mandated Capital Included in Included in Included in SameasBLN Yes SameasBLN 
BLN& BLN& BLN& & Unallocated & Unallocated 

Unallocated Unallocated Unallocated 

SameasBLN 
& Unallocated 

Same as ~LN 

& Unall()( fated 

Proprietary Fee 

Dual Diagnosis 
Clients 

Yes Yes Yes No. Same Prop. Fee for Yes Yes 
both levels. 

/ 

Not Not Not No Not applicable Not applicable 
applicable applicable applicable 

Yes 

Not applicable 

No. Not fo nd to 
be statisli<;ally 
silmifi~ nt. 

Notapplic~ble 

I 
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As the first group of three columns indicate, the proposed rates include all of the 

required rate elements set forth in statute. Since ARM Level 2 and Level 3 

facilities are not authorized to provide special services, no such rate element is 

provided for such facilities. A discussion of the treatment mandated capital 

improvements and mentally disordered (dual diagnosis) clients follows later in 

this chapter. 

The second column indicates that the same data, drawn from the 1988 

Residential Rate Study sample, was used to set rates for both ARM Level 2 and 

Level 3 facilities. The sample provided no way to distinguish between Level 2 

and Level 3 costs, since only 69 of the 537 facilities in the sample were actually 

in the ARM pilot in 1987. As a result, we had no objective basis upon which to 

conclude that ARM Level 2 costs were different than ARM Level 3 and thus 

determined that the only reasonable course was to use the same data to develop 

recommended rates for both levels. (As discussed in Chapter V, an analysis of 

the limited amount ofdata from the 69 ARM facilities in our sample indicated 

that ARM Level 2 costs are not significantly different (at the 95% level) from 

ARM Level 3 costs.) The only exception to this approach involves Direct 

Supervision. The ARM model prescribes a larger amount of Direct Supervision 

staffing for Level 3 compared to Level 2. These ARM staffIng standards were 

used to model rates (using the sample hourly wage and benefit rates) for Direct 

Supervision. 

The third column illustrates that the recommended rates for ARM Level 4 are 

different in all respects than those recommended for ARM Level 2 and Level 3. 

As was discussed in Chapter V, ARM Level 4 facilities were found to have 

significantly different (at the 95% level) costs for all cost elements than ARM 

Level 2 or 3 facilities. As a result of th~se differences, separate rates were 

recommended for these facilities. Data from these ARM Level 4 facilities were 

kept separate from data of the Level 2 or 3 facilities for purposes of developing 

all rate elements. 

The fourth column indicates where rates for ARM Level 2 and Level 3 facilities 

are varied based on facility operation type (owner operated or staff operated). 

WIe 4681.1 (b)(1) does not allow for variation in Basic Living Needs costs on 
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any cntena other than SIZe of facilIty. As a resUlt. BLN costs are not varied by 

operation type. The other rate elements are varied based on operation type since 

we found operation type to be a statistically significant explanatory variable (see 

Chapter V). The ARM Direct Supervision model explicitly provides for 

vanation based on operation type (licensing requirements so dictate) and the 

statute provides that Unallocated Services costs may vary based on 

"demonstrated variation" due to "administrative structure." Proprietary fee 

varies by operation type since we found a statistically significant variation by 

operation type in the underlying variable which detennines proprietary fee. 

The fifth column illustrates that all rate elements are varied by geographic 

region. This appears to be required by WIC 4681.1 (b)(7) which mandates a 

geographic variation and does not qualify the requirement with the phrase 

"demonstrated variation." (Although the data did vary by geographic region. 

this variation was not shown to be statistically significant.) 

The sixth column illustrates that rate elements are not varied by facility bed size. 

Facility size was either not found to be statistically significant as an explanatory 

variable or was no longer significant after controlling for facility operation type. 

Since the ARM Direct Supervision staffing model does not vary by facility size. 

the Direct Supervision element did not vary by bed size either. 

When considering Exhibit VI-I, the reader should bear in mind that it reflects a 

combination of the results of two types of analyses. The first set of results are 

those derived from the statistical analyses of the data discussed in Chapter V. 

The second was the analysis of the requirements ofWIC 4681.1. Wherever 

possible, we have sought to utilize the conclusions drawn from the statistical 

analyses ifpennitted by the S,1)ecific laniUal:e ofWIC 4681.1. However, in 

some cases (e.g.• geographic cost factor) WIC 4681.1 is so specific that the 

requirements of statute overrule the conclusions of the statistical analysis (e.g.• 

geographic variation in costs cannot be proved at the 95% confidence level with 

the data available) and left no choice but to recommend rates in the manner set 

forth in Exhibit VI-I. 
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D.	 REIMBURSEMENT RATES FOR ARM LEVEL 2 AND 3 
FACILITIES 

This section presents our specific findings concerning reimbursement rates for 

facilities that will be operating as ARM Level 2 and Level 3 facilities. The section 

presents each rate element contained in WIC 4681.1 separately and then concludes 

with the monthly rate that reflects all elements. All data concerning actual costs 

reported by sample facilities are drawn from the 537 Traditional and ARM rate 

facilities included in this study. Data from all other rate systems (Negotiated Rate 

and Special Services) were excluded from this analysis and were used in the 

development of ARM Level 4 rates. 

1.	 Basic Living Needs 

WIC Section 4681.l(b)(l) states that: 

Rates established for all facilities shall include an adequate amount to care for "basic living 
needs" of a person with developmenla1 disabilities. "Basic living needs" shall include 
housing. shelter. utilities. furnishings. food. incidenla1 transponation. housekeeping. and 
personal care items. The amount required for basic living needs shall be calculated each year 
as the average cost of these items in community care facilities. The department shan annually 
publish a listing of the allowable cost components of these cost items and the methodology 
used to determine the amounts of each item. The amount for basic living needs shall be 
adjusted depending on the extent to which there is a demonstrated variation based on the size of 
the out-of-home facility. These amounts shall be adjusted annually to reflect cost-of-Iiving 
changes. A redetermination of basic living needs costs shall be undertaken every three years 
by the State Department of Developmenla1 Services. using the best available estimating 
methods." 

The following listing summarizes the items that constitute basic living needs 

expenses for purposes of this study and the development of rate 

recommendations: 

•	 Salaries and benefits for staff providing cooking, housekeeping, or 
laundry services; 

•	 Housing (utilities. insurance, rent or interest expense on shelter and 
furnishings, depreciation expense for buildings, furniture, equipment, 
and capital improvements, and property taxes); 

•	 Food (both in home and restaurant meals); 
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•	 Clothirig and personat care items purchased for the client by the facility 
owner other than through the SSI/SSP personal and incidental 
allowance; 

•	 Housekeeping services and supplies and miscellaneous supplies; and, 

•	 Transportation expenses (vehicle lease or interest expense, operating 
expenses, depreciation expense, insurance costs related to use of the 
vehicle for client purposes, and public transit expenses, if any). 

A complete list of all the cost components that make up the Basic Living Needs cost 

element is presented in Appendix B. The mean and median costs for Basic Living 

Needs are presented in Exhibit VI-2. Data are presented by facility operation type 

(owner or staff operated) and by geographic region (Medium or High Fair Market 

Value county groups). It should be noted that the differences by operation type are 

not statistically significant nor are they required by WIC 4681.1 (b)(l) and 

therefore these differences are not included in the recormnended rates. They are 

presented here merely as an item of information. Findings are also presented 

without respect to geographic region for illustrative purposes only. Findings are 
not presented by bed size group since this was not found to be statistically 

significant 

Exhibit VI·2 

ARM Level 2 & 3 Facilities 
Basic Living Needs Costs Per Client Month 

(1987 dollars) 

Facility Sample Mean BLN Sample Median BLN Geographically 
Operation Cost per Month Cost per Month Combined Groups 
Type Med.FMV Hiih FMV Med.FMV Hiih FMV ~ Median 

OwnerOp. $483 $490 $444 $472 $486 $452 
(N=222) (N=138) 

StaffOp. $436 $485 $407 $469 $463 $446 
(N=79) (N=98) 

Total $471 $488 $437 $471 $478 $448 
(N=537) (N=301) (N=236) 
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2.	 Direct Supervision 

WIC Section 4681.1 (b)(2) states that: 

(2) Rates established for all facilities that provide direct supervision for persons with 
developmental disabilities shall include an amount for "direct supervision." The cost of "direct 
supervision" shall vary with the person's functioning in the areas of self-care and daily living 
skills, physical coordination and mobility, and behavioral self-control .... The individual 
program plan developed pursuant to Section 4646 shall determine the amoWlt of direct 
supervision required for each individual. The cost of direct supervision shall be calculated as 
the wage and benefit costs ofcaregiving staffdepending on the level of service being provided 
to meet the functional needs of the person with developmental disabilities. These rates shall 
be adjusted annually to reflect wage changes and shall comply with all federal regulations for 
hospitals and residential care establishments under the federal Fair I....ab<X' Standards AcL 

The Department of Developmental Services has developed a staffmg model for 

the amount of direct care staff time needed to provide supervision and training 

to clients in ARM Level 2 and Level 3 facilities. The model used for this report 

is a revised and updated version of the model used in the Department's ARM 

rate proposal for 1987-88. The revisions include: 

•	 The coverage factor (relief factor) allows the same number of 

days of absence for owner and staff operated facilities. 

•	 The coverage factor has been expanded to include staff absences 

to attend training required for Level 2 and Level 3 facilities. 

•	 The night supervision factor was revised to more closely reflect 

the federal Fair Labor Standards Act requirements and CCF 

licensing requirements. 

The detailed staffmg model developed by DDS is included as part of Appendix 

C of this report. Exhibit VI-3 summarizes the direct supervision staffmg model 

used by the Department for ARM Level 2 and Level 3 facilities. 
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Exhibit VI·3 

ARM Direct Supervision Staffing Model 
Developed by DDS 

ARM Rate Operation Hours per Client Day Daily Hours Per 
Level Type Daytime Wg!U Coverage ThW Month 

Level 2 Owner 
Staff 

1.71 
1.71 

0.00 
0.50 

0.10 
0.13 

1.81 
2.34 

55.1 
71.2 

Level 3 Owner 
Staff 

2.71 
2.71 

0.00 
0.50 

0.17 
0.20 

2.88 
3.41 

87.6 
103.7 

The hours of staffing per client day vary by facility operation type because 

facility licensing requirements dictate the level of night staff coverage in 

facilities that are not operated by a live-in resident operator. The hours of 

staffing vary between Level 2 and Level 3 facilities as a result of the added need 

for supervision of clients assigned to Level 3 facilities. 

Exhibit YI-4 displays the mean and median hourly wage and benefit rates found 

in our sample facilities. The hourly wage rates have been adjusted to correct for 

facilities that were found to pay less than the legal minimum wage in 1987. The 

adjusted wage was calculated based on data reported by the sample facilities 

after excluding owner operated facilities with no paid staff and increasing 

hourly wage rates to the minimum wage level ($3.35 per hour) for facilities that 

paid sub-minimum wages in 1987. Hourly benefit costs are based on the 

legally required level (18.383% of wage costs) of employer taxes for operators 

of residential care facilities in 1987. Wage rate data from a total of 164 facilities 

in the Medium FMV counties and 149 in the High FMV counties were used to 

compute the mean and median rates. 
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Exhibit VI·4 

Hourly Compensation Costs for Direct Supervision Staff ARM Level 2 & 3
 
Wages Adjusted to Correct for Sub-Minimum Wage Facilities
 

Benefits Adjusted for Legally Required Levels
 

Geographically 
Mean Wage Rate Median Wage Rate Combined Groups 

Med. FMY High FMV Med. FMY High FMY ~ Median 

Hourly 
Wage Rate: $4.66 $4.81 $4.25 $4.61 $4.73 $4.50 

Taxes & 
Benefits: $0.86 $0.88 $0.78 $0.85 $0.87 $0.83 

Total 
Hourly Cost $5.52 $5.69 $5.03 $5.46 $5.60 $5.33 

A substantial number of facilities in our sample paid less than the minimum 

wage or less than the legally required level of benefits. The actual unadjusted 

mean hourly wage rate was $4.47 in the Medium FMV counties and $4.62 in 

the High FMY counties. The actual mean hourly benefit rate in our sample was 

$0.47 in the Medium FMV counties and $0.45 in the High FMV'counties. 

These later figures reflected the impact of 130 facilities that reponed paying no 

employer taxes on wages paid to employees. 

As was discussed in Chapter Y, we examined the hourly wage and benefit rates 

paid for Direct Supervision staff by the ARM Level 2 and Level 3 pilot project 

facilities in our sample. We did not fmd a statistically significant difference in 

the mean wage rates paid by Level 2 and Level 3 facilities. (This was in part 

due to the small size of the ARM sample (an issue discussed in Chapter II) 

which limited our ability to statistically test many propositions about the ARM 

sub-population.) Therefore, we had no basis for determining whether ARM 

Level 3 facilities pay higher wages than Level 2 facilities. As a result, we used 

the wage and benefit rates derived from our combined ARM and Traditional 

facility sample to model Direct Supervision wage and benefit rates without 

providing a different compensation rate for Level 2 and Level 3 facilities as the 

Department has done in previous rate proposals. 
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Exlllb1rVI=-S-displays the monthly cost that woUld be incl.rrreifby a facility that 

actually provided the amount of daily direct supeIVision staff time per client 

required by the model. That cost was calculated using the adjusted direct 

supervision staff compensation costs reported in Exhibit VI-4 above. 

The fringe benefits rate reflects the amounts legally required in 1987 to meet the 

employer obligation under Social Security (7.15% of wages), Unemployment 

Insurance (1.699% of wages), the Employment Training Tax (0.064% of 

wages), and Worker's Compensation (9.47% of wages for facilities that are not 

self-insured). The reader should note that the fringe benefit calculation reflects 

legal requirements, not actual facility practice. A substantial number of facili ties 

included in the sample reported paying no employer taxes on wages paid to 

direct supervision staff. 

Exh.ibit VI·S 

ARM Direct SupeIVision Cost per Client Month 
Using ARM Model and Legal Wage and Benefit Rates 

(1987 dollars) 

ARM Rate Operation Adjusted Mean Rates 
Level 1)pe Med.FMV HighFMV Combined 

Level 2 Owner 
Staff 

$304 
$393 

$314 
$405 

$309 
$399 

Level 3 Owner 
Staff 

$484 
$572 

$498 
$590 

$491 
$581 

ARM Rate 
Level 

Operation 
T}1>e 

Adjusted Median Rates 
Med.FMV HighFMV Combined 

Level 2 Owner 
Staff 

$277 
$358 

$301 
$389 

$294 
$379 

Level 3 Owner 
Staff 

$441 
$522 

$478 
$566 

$467 
$553 
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3. Special Services 

WIC Section 4681.1 (b)(3) states that: 

(3) Rates established for all facilities that provide "special services" for persons with 
developmental disabilities shall include an amount to pay for such "special services" for 
each person receiving special services. "Special services" include specialized training. 
treatment, supervision. or other services which the individual program plan of each person 
requires to be provided by the residential facility in addition to the direct supervision 
provided pursuant to the person's individual treatment plan in subdivision (b). Facilities 
shall be paid for providing special services for each individual to the extent that such 
services are specified in the person's individual program plan and the facility is designated 
provider for such special services. Rates of payment for special services shall be the same 
as prevailing rates paid for similar services in the area. 

None of the 537 facilities included in our sample of facilities operating under the 

Traditional or ARM reimbursement rate systems were authorized to provide 

"special services" to their clients. Consequently, they reported no costs 

connected with "special services." As a result, there is no "special services" 

element included in rates for this group of facilities. It is our understanding that 

ARM Level 2 or Level 3 facilities will not be authorized to provide special 

services, hence such a rate element is not applicable for this group of facilities. 

For a discussion of rates for facilities authorized to provide "special services" 

please see Section E of this chapter. 

4. Unallocated Services 

WIC Section 4681.(b)(4) states that: 

(4) To the extent applicable. rates established for facilities shall include a reasonable 
amount for "unallocated services." These costs shall be determined using ~eneral!y 

accepted accountin~ principles. "Unallocated services" means the indirect costs of 
managing a facility and includes costs of managerial personnel. facility operations. 
maintenance and repair. employee benefits. taxes. interest, insurance. depreciation. and 
general and administrative support. H a facility serves other persons in addition to 
developmentally disabled persons. unallocated services shall be adjusted depending on the 
extent to which there is a demonstrated variation due to such factors as faci!ity sjze or 
administrative structure. 
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The following listing summarizes the items that constitute Unallocated Services 

costs for purposes of this study and the development of rate recommendations: 

•	 Administrative, supervisory, and managerial wages and benefits. 

•	 Housing expenses connected with that portion of a facility and its 
furniture and equipment devoted to office or administrative 
requirements, including rent or interest expense, property taxes, 
insurance, utilities, and depreciation. 

•	 Housekeeping, maintenance, and repair expenses that were not allocated 
to the portion of a facility used for client purposes but that were 
allocated to the facility's office or administrative section. 

•	 Administrative professional services (accounting, legal assistance). 

•	 Clinical consulting services. 

•	 Staff training costs, including tuition and fees. 

•	 Travel expenses. 

•	 Advertising expenses. 

•	 Business taxes and license fees. 

•	 Offices supplies and expenses. 

•	 Dues and subscriptions. 

•	 Telephone and postage expenses. 

•	 Miscellaneous expenses. 

•	 Overhead fees or administrative expenses charged to a facility by its 
parent organization, if any. 

A full discussion of the study methodology, the resulting sample, and the cost 

data is presented in Chapters n, ill; and IV of this report. The actual cost data 

collection instrument and related instructions are presented in Appendix E of 

this report. 

The reader should note that benefit costs for direct care service employees and 

employees providing basic living needs services (housekeeping, cooking, etc.) 

have been included in the respective categories and not in the "unallocated 

services" category. Taxes, interest expense, insurance, maintenance, and 

- 108 



CHAPTER VI RATE RECOMMENDATIONS
 

depreciation expenses have been treated similarly for the proportion of facility 

costs related to basic living needs and direct supervision as opposed to 

administrative purposes. 

Exhibit VI-6 presents the mean and median costs for "unallocated services" by 

operation type (owner versus staff operated) and geographic location. 

Findings are also presented without respect to geographic location for 

illustrative purposes. Findings are not presented by bed size group since this 

was not found to be statistically significant. 

In the recommended rates presented later in this chapter, a fixed amount is 

added to Unallocated Services to compensate facility operators for added 

training costs (course tuition and fees) associated with the ARM system. For all 

Level 2 facilities, a flat $1 per client per month is added. For all Level 3 
facilities, a flat $2 per client per month is added. 

Exhibit VI·6 

ARM Level 2 & 3 Facilities 
Unallocated Services Costs Per Client Month 

(1987 dollars) 

Facility Sample Mean Unalloc. Sample Median Unalloc. Unallocated Cost 
Operation 
Type 

Cost per Month 
Med,FMV Hi~h FMV 

Cost per Month 
Mecl.FMV High FMV 

Combined Groups 
Mean Median 

OwnerOp. $94 $83 
(N=222) (N=138) 

$74 $68 $90 $70 

StaffOp. $173 $187 $137 $145 $181 $140 
(N=79) (N=98) 

Total $115 $126 $86 $87 $120 $87 
(N=537) (N=301) (N=236) 
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5. Mandated Capital Improvements and Equipment 

WIC Section 4681. 1(b)(5) states that: 

(5) Rates established for facilities shall include an amount to reimburse facilities for the 
depreciation of "mandated capital improvements and equipment" as established in the 
state's uniform accounting manual. For purposes of this section, "mandated capital 
improvements and equipment" are only those remodeling and equipment costs incurred by 
a facility because an agency of govenunelll has required such remodeling or equipment as 
a condition for the use of the facility as a provider of out-of-home care to persons with 
developmental disabilities. 

In preparation for its 1987-88 residential rate proposal, DDS reviewed Title 22 

regulations to detennine if they contained any mandates as described above. 

DDS found no mandates for improvements or equipment However, for this 

study, the Department required Price Waterhouse to collect data on W capital 

improvement costs related to the client portions (including necessary 

administrative or office space) of the facility. These costs were included in the 

calculation of depreciation expenses and were included in the basic living needs 

and unallocated facility cost components. 

Therefore, no separate cost has been reported for this rate element in our study. 

In collecting depreciation expense data during the study. no effort was made to 

distinguish whether a capital improvement or an item of equipment was 

mandated by a governmental agency as a condition of a facility being licensed to 

provide care to developmentally disabled persons. As a result, no depreciation 

expense was excluded because a capital improvement or item of equipment was 

determined not to be mandated as specified in WIC 4681 (e). 

From an accounting theory viewpoint, depreciation connected with any asset 

used in the business is a legitimate expense ofoperation, regardless of whether 

the asset was mandated by a govenunental agency. We believe that our 

treatment of all depreciation expenses (mandated or not) is an equitable and 

appropriate manner for ensuring that facility operators are compensated for 

depreciation expenses. This approach meets the basic requirements ofWIC 

4681.1 (b)(5) and provides operators with compensation of all necessary capital 

improvement or equipment investments. 
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6. Proprietary Fee . 

WIC Section 4681.1(b)(6) states that: 

(6) When applicable. rates established f<r propietary facilities shall include a reasonable 
"proprietary fee." 

WIC Section 4681.1 (b)(6) does not define the term "proprietary fee" or explain 

when such a fee is applicable. The Court Order in the CARE lawsuit provided 

us with one source of guidance in regard to calculating a proprietary fee. It 

states that in defining proprietary fee the Department consider a "•..reasonable 

return on the funds invested in fixed assets, but may not take into consideration 

whether or not the proprietor is employed in the business." 

The Coun also found that".•. the proprietary fee, if applicable, could pertain to 

both for-profit and not-for-profit community care facilities." As a consequence 

of this finding, we make no distinction among facilities based on their type of 

ownership when calculating an appropriate proprietary fee. 

Calcu1ation ofa Proprietary Fee 

In a cost study such as this, in which actual costs are identified and recorded, it 

is not possible to identify a proprietary fee specifically, as though it were some 

other item of expense. A proprietary fee may best be defmed as a residual 

amount, an amount left over after all other expenses have been paid. As a 

result, it was necessary to develop a model of how to calculate proprietary fees 

for residential care facilities. 

As suggested above, there are two pieces of information required to calculate an 

appropriate proprietary fee. The first is a measure of the "fixed assets" 

employed by a residential care facility and the second is an appropriate "rate of 

return" on funds invested in fixed assets. 
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The cost swvey provided information that could be used to measure the fixed 

assets employed by residential care facilities. The swvey included items 

designed to capture depreciation expenses for the facility building, capital 

improvements, furniture and equipment, and motor vehicles to the extent these 

assets were employed to provide service to clients. Using these reported 

figures and the useful lives of each category of asset (30 years for buildings, 15 

years for capital improvements, 8 years for furniture and equipment, and 5 

years for vehicles) it was possible to calculate for each facility the ~ book 

value (based on original purchase price) offlxed assets employed to provide 

client care. 

These gross book values were reduced to reflect accumulated depreciation on 

the assets in question in order to estimate the "net assets" of each facility. For 

buildings, the largest asset employed by most facilities, accumulated 

depreciation was calculated based on the number of years the facility had been 

used as a residential care facility by the current owner. For other types of 

assets, it was not possible to obtain the amount of accumulated depreciation 

directly from the computerized sample data file due to the mixture of assets in 

each asset category. As a result, we used a conservative set of assumptions 

concerning the amount of accumulated depreciation for each asset type in order 

to compute net assets. 

Our assumptions were as follows: for capital improvements, 3 years of 

accumulated depreciation (thus for an asset whose useful life is 15 years, 

12/15ths of gross asset value were undepreciated); for furniture and equipment, 

2 years of accumulated depreciation (thus for an asset whose useful life is 8 

years, 618ths of gross asset value were undepreciated); and for vehicles, 2 years 

of accumulated depreciation (thus for an asset whose useful life is 5 years, 

3/5ths of gross asset value were undepreciated). 
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Based on this methodology, we calculated a nef asset value for all of the 537 

facilities in our sample of Traditional and ARM reimbursement rate facilities. 

Exhibit VI-7 presents our findings concerning net assets per client in our sample 

facilities. 

Exhibit VI-7 

ARM Level 2 & 3 Facilities
 
Net Assets Per Client and Monthly Proprietary Fee
 

(1987 dollars)
 

Facility Sample Mean Sample Median Geographically 
Operation Net Assets Per Client Net Assets Per Client Combined Groups 
Type Med.FMV Hi~h FMY Med.FMY Hi~hFMY Mean Median 

OwnerOp.	 $10,359 $9,457 $8,877 $8,548 $10,016 $8,753 
(N=222) (N=138) 

StaffOp.	 $7,118 $9,172 $6,979 $7,377 $8,256 $7,293 
(N=79) (N=98) 

Total $9,508 $9,340 $8,483 $7,931 $9,435 $8,293 
(N=537) (N=301) (N=236) 

Pre-Tax rate of return for calculating the proprietary fee: 4.97% 

Facility Sample Mean Sample Median Geographically 
Operation Monthly Proprietary Fee MontWy Proprietary Fee Combined Groups 
Type Med.FMV HighFMY Med.FMV High FMV Mean Median 

OwnerOp. $43 $39 $37 $35 $41 $36 

StaffOp. $29 $38 $29 $31 $34 $30 

Total $39 $39 $35 $33 $39 $34 

We found no statistically significant difference in mean net assets employed per 

client across the four bed size groups or our two geographic groupings of 

counties. As was noted in Chapter V, we did find a statistically significant 

difference in mean net assets per client between owner operated and staff 

operated facilities. 
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---------------,RMate-oj-Return--o1&Ne#1thA4-sMs'Pe~----------------------. 

The second piece of information required to calculate a proprietary fee is an 

appropriate rate of return on net assets employed by the facility. The study data 

collection process did not include determination of the after-tax earnings of each 

residential care facility. This would have required a detailed examination of the 

owner's federal and state income tax records and an allocation of net after-tax 

income between residential care operations and other sources of income. Such 

an effort would have been beyond the scope of this project and would have 

created serious problems with obtaining sufficient cooperation from many 

facility operators. As a result, it was not possible to directly calculate the rate of 

return on assets for our sample facilities. 

Instead, we used a national data base of financial statistics to obtain a national 

measure of return on assets for facilities similar to those in this study. The Qyn 

and Bradstreet Industty Data Rewrt (for 1985-86, 1986-87, and 1987-88) 

reports that the three year average after-tax rate of return on net assets for 

residential care facilities (Standard Industrial Code 8361) was 3.23%. 

Since this was an after-tax rate of return, it is necessary to adjust this rate to 

reflect the fact that in our rate calculations it will be necessary to provide pre-tax 

reimbursement sufficient to allow an after-tax rate of return equal to 3.23%. 

Since facilities in our sample are taxed at a variety of rates ranging from zero for 

non-profit organizations to the top brackets of both the federal and state 

personal and corporate income taxes, it was necessary to assume some average 

tax rates in order to adjust the after-tax 3.23% rate of return from Dun and 

Bradstreet to a pre-tax rate of return estimate. Using an assumption that most 

facilities are operated by individual self-employed operators who pay federal 

income taxes at the 28% marginal tax rate and state income taxes at the 9.3% 

marginal tax rate, our assumed tax rate is 34.7% (allowing for the federal 

deduction provided for state income taxes). Using this tax rate, it is possible to 

calculate what the pre-tax rate of return on assets must be to allow an after tax 

3.23% return on net assets. The required pre-tax rate of return is 4.97% 

(4.97% X (I-tax rate) =3.23%). 
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Estimated Proprietary Fees 

Exhibit VI-7 summarizes our calculation of proprietary fees using sample data. 

Using mean net assets employed per client for each combination of operation 

~ and geographic location and an annual pre-tax rate of return of 4.97%, the 

annual proprietary fee per client ranges from $29 to $43 per client per month. 

Using the median net assets of our sample and an annual pre-tax rate of return 

of 4.97%, the monthly proprietary fee ranges from $29 to $37 per client per 

month. 

The reader should remember that these are modelled amounts based on the 

sample mean or median net assets employed per client The actual return for 

any individual facility would vary from this 4.97% pre-tax target based on the 

amount of net assets employed per client For facilities with smaller amounts of 

net assets per client, the above-mentioned proprietary fees would produce 

higher rates of return. while facilities employing larger amounts of net assets 

would realize lower rates of return. 

Fmally. the reader should note that the estimates (mean and median) of 

proprietary fees developed above are completely separate from and in addition 

tQ any compensation paid for owner operators who work in their facility 

without receiving a wage and any allowance for interest expense on borrowed 

funds. The direct supervision cost element is modelled based on exclusive use 

of paid labor for direct supervision functions. Owner operators receive the 

same reimbursement rate regardless of whether or not they pay themselves a 

wage or employ any direct supervision staff. 

Interest expense on all borrowed funds employed in the business is included in 

the basic living needs and unallocated services cost portions of the cost survey. 

As a result, allowance for the cost of borrowed funds is already included in the 

basic living needs and unallocated services portions of the reimbursement rates. 

- 115



CHAPTER VI RATE RECOMMENDATIONS
 

Therefore, the proprietary fees (mean and median) provided above may ,also be 

interpreted as a return on equity funds invested in the business. The resulting 

rate of return on owners' equity would depend upon the degree of leverage (% 

of total capital from borrowed funds) employed by the business. 

7. Geographic Cost Factor 

WIe Section 4681.1 (b)(7) states that: 

Rates established foc all facilities shall include as a "facta" an amount to reflect differences in 
the cost of living for different geographic .-eas in the stale. 

Based on an analysis of the data collected during this study, we found a 

statistically significant difference in total costs per client day based on the 

geographic location of facilities, before controlling for facility operation type. 

When we controlled for operation type, a finding of statistically significant 

differences based on geographic location was found only for Basic Living 

Needs and only then between staff operated facilities in the High and Medium 

FMV groups of counties (see Exhibit V-18). For all other cost elements, there 

was no statistically significant difference in costs based on geographic location, 

once facility operation type had been controlled for. An analysis of the impact 

of geographic location on costs is discussed in Chapter V. 

The reader should understand that this finding does not mean that geographic 

location is unimportant, but rather that the data collected during this study (with 

the exception noted above) do not show a statistically significant difference in 

costs based on geographic location, once method of operation (owner versus 

staff operated facilities) is taken into accounL 

One possible explanation for this is the fact that the costs measured in this study 

were not "unconstrained" or truly independent variables. All of the facilities 

studied were receiving payments under the Traditional or ARM reimbursement 

rate system. As a result, it appears that many (but not all) operators make an 

attempt to "fit" costs within existing reimbursement rates. Facilities with 

relatively low fixed costs (e.g., housing) appear to spend somewhat more on 
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variable cost items (e.g., food, transportation) and vice versa.. As a result, 

geographic cost variations are sufficiently blurred so as to result in the absence 

of statistically significant (at the 95% level) differences in mean total costs. In 

the absence of appropriate and objective measures of the "quality of client 

service" it is impossible fqr us to determine whether service quality suffers in 

this cost constrained system. 

Despite this fmding, WIC 4681.1(b)(7) requires that rates contain a factor that 

reflects geographic differences in the cost of living. As a result, we use data 

developed in this study to present rates based on the data (medians or means) 

found in each of the two geographic groups of counties. For information, we 

also present the same data used to develop recommended rates without respect 

to geographic region so interested parties might detennine what rates might be 

without respect to geographic region. 

Exhibit VI-8 and Exhibit VI-9 display sample data findings for each of the WIe 

4681.1 rate elements by geographic region (and on a statewide basis as well). 

As a result, the rates recommended in this chapter are presented with two 

separate tables, one for facilities in the 11 High FMV counties and one for the 

balance of the state (Medium FMV counties). These rate tables reflect the 

sample medians for basic living needs and unallocated costs by each geographic 

area and bed size group found in our sample of 537 Traditional and ARM rate 

type facilities. The rates also reflect use of each region's own median hourly 

compensation costs for direct supervision staff. This compensation cost is used 

to prepare the modelled direct supervision reimbursement rate element 

8. Dual Diagnosis Rate 

WIC Section 4681. 1(b) (8) states that: 

(8) Rates established for developmentally disabled persons who are also mentally 
disordered may be fixed at a higher rate. The State Department of Mental Health shall 
establish criteria upon which higher rates may be fixed pursuant to this subdivision. The 
higher rate for developmentally disabled persons who are also mentally disordered may be 
paid when requested by the director of the regional centel' and approved by the Director of 
Developmental Services. 
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The Department has never used its option to propose a higher rate for this client 

group. This is because the prescribed treatment program for a client does not 

focus on diagnosis. Once it is detennined that the person is eligible for 

services, the interdisciplinary team meets to discuss client assessments, 

determines client needs, then develops the most appropriate program plan for 

the individual. For developmentally disabled persons who are also mentally 

disordered, the treatment plan would address clients' needs under both 

diagnoses. Consequently, the Department has not identified any separate costs 

specific to this client group which are not already covered under the Direct 

Supervision cost element. Accordingly, no data pertaining to the development 

of a dual diagnosis rate was collected or analyzed during this study. 

9. Summary of Rate Elements 

Exhibits VI-8 and VI-9 on the following pages summarize our findings 

concerning the mean and median levels of the various rate elements specified in 

WIC Section 4681.1 by facility operation type and geographic region. 

10. Adjustment for Cost of Living Changes Required in FY 1989·90 

The Department requested that we report on the cost of living adjustment 

required to prepare rate schedules for use in the 1989-90 fiscal year. This 

request is in keeping with the requirements of WIC Section 4681.1 that"... 

amounts be adjusted annually to reflect cost-of-living changes." 

Since the data collected during the study was for calendar year 1987, it is 

necessary to adjust the reponed and modelled costs for changes in the cost of 

living between calendar 1987 and the 1989-90 fiscal year. To accomplish this, 

we obtained data from the Commission on State Finance concerning the actual 

rate of inflation, as measured by the California Consumer Price Index (CPI) for 

All Urban Consumers, between the second quarter of calendar year 1987 and 

the third quarter of calendar year 1988. Also obtained from the same source 

was an estimate of inflation (using the same index) for the period from the end 

of the third calendar quarter of 1988 to the first quarter of calendar year 1990. 
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Exhibit VI·8 
ARM LEVEL 2 & 3 FACILITIES SUMMARY OF COST ELEMENTS BASED ON SAMPLE MEDIANS 

DOLLARS PER CLIENT MONTH (1987 DOLLARS)
 

Medium FMV Counties 61
 High FMV Counties 61
 Combined Counties All Countie 
Cost Element Owner Ooerated Staff Ooerated Owner Orerated StaffOoerated Owner Staff Ooerated All Facilitie 

Basic Living Needs $444 $407 $472 $469 $452 $446 S448 
(BLN without respect 10 operation type) $437 $437 $471 $471 $448 $448 

I
 
/..Direct Supervision 11
 

Level 2
 5277
 5358
 5301
 5389
 5294
 5379
 81
 
Leve13 $441 5522
 $478 5566
 $467 5553
 

Special Services 21
 N/A N/A N/A N/A N/A N/A N/A 

Unallocated Services Costs 31
 
ARM Level 2
 $75 5138
 569
 5146
 S71 5141
 588
 
ARMLeve13 $76 S139 $70 5147
 S72 $142 589
 

Mandated Capital Improvements 41
 N/A N/A N/A N/A N/A N/A N/A 

Proprietary Fee $37 $29 $35 531
 $36 530
 534
 

Dual Diagnosis 51
 N/AN/A N/A N/A N/A N/A N/A 

Actual Wage rate $4.25 $4.61 $4.50 81

Actual Benefit Rate (with zero values) 50.31 50.27 50.31 
Actual Benefit Rate (excludes zero values) 50.66 50.67 50.66 

Legal Wage Rate . $4.25 $4.61 $4.s0 
Legal Benefit Rate 71
 50.78 $0.85 $0.83 

Notes: 
1/ Direct Supervision costs calculated using wage rates adjusted for subminimum wage payers and legally required benefits levels.
 
21 ARM Level 2 and Level 3 facilities do not offer special services.
 
31 Includes additional $1 at Level 2 and $2 at Level 3 for ARM mandated staff training costs.
 
41 Included in depreciation expense in Basic Living Needs and Unallocated Services cost elements.
 
5/ Included in Direct Supervision staffing costs.
 
61 High FMV counties are: Alameda, Contra Costa, Los Angeles, Marin, Orange, San Diego, San Francisco, San Mateo, Santa Clara, 

Santa Cruz, and Ventura. All other counties are in the Medium FMV group. 
71 Legally required benefits are 18.383% of legal wage rate. 
8/ Direct Supervision hours are modeled by level and operation type only. 
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Exhibit VI·9 
ARM LEVEL 2 & 3 FACILITIES SUMMARY OF COST ELEMENTS BASED ON SAMPLE MEANS 

DOLLARS PER CLIENT MONTH (1987 DOLLARS) 

Medium FMV Counties 61 High FMV Counties 61 Combined Counties All Counties 
Cost Element Owner Ooerated Staff Ooerated Owner-Onerated Staff Ooerated Owner .........·....t Staff Onerated
 All Facilities 

Basic Living Needs $483 $436 $490 $485 $486 $463 $478
 
(BLN without respect to operation type)
 $471 $471 $488 $488 $478 $478 

Direct Supervision 11 
Level 2 S304 S393 S314 $405 S309 S399 81 
Level 3 $484 S572 $498 S590 $491 $581 

Special Services 2/ N/A N/A N/A N/A N/A N/A N/A 

Unallocated Services Costs 31 
ARM Level 2 S95 SI74 S84 SI88 S91 $182 SI21 
ARM Level 3 S96 S175 S85 $189 $92 SI83 SI22 

Mandated Capital Improvements 41 N/A N/A N/A N/A N/A N/A N/A 

Proprietary Fee $43 $29 $39 $38 $41 $34 $39 

Dual Diagnosis 51 N/A N/A N/A N/A N/A N/A N/A 

Actual Wage rate $4.47 $4.62 $4.54 81
Actual Benefit Rate (with zero values) $0.47 $0.45 $0.46 
Actual Benefit Rate (excludes zero values) $0.84 $0.74 $0.79 

Legal Wage Rate $4.66 $4.81 $4.73 
Legal Benefit Rate 71 $0.86 $0.88 $0.87 

Notes: 

.... 
IV o 

1/ Direct Supervision costs calculated using wage rates adjusted for subminimum wage payers and legally required benefits levels.
 
21 ARM Level 2 and Level 3 facilities do not offer special services.
 
31 Includes additional $1 at Level 2 and S2 at Level 3 for ARM mandated staff training costs.
 
41 Included in depreciation expense in Basic Living Needs and Unallocated Services cost elements.
 
51 Included in Direct Supervision staffing costs.
 
61 High FMV counties are: Alameda. Contra Costa. Los Angeles. Marin. Orange. San Diego. San Francisco. San Mateo. Santa Clara, 

Santa Cruz. and Ventura. All other counties are in the Medium FMV group.. 
71 Legally required benefits are 18.383% of legal wage rate. 
81 Direct Supervision hours are modeled by level and operation type only. 
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We combined these actual and forecast data to obtain an estimated rate of 

inflation of 12.5% for the two and one half year period involved. This 12.5% 

factor can be applied to the rates developed above in order to adjust them for 

price changes between July 1987, the midpoint of the calendar year of our 

study, and January 1. 1990, the midpoint of the 1989-90 fiscal year. 

A final adjustment was made to reflect the increase in Social Security 

contributions required of employers beginning in 1988. The FICA tax rate 

increased from 7.15% of covered payroll to 7.51%. This adjustment made in 

all hourly compensation costs used to prepare rate alternatives for the 1989-90 

fiscal year. The reader should also note that while the minimum wage was 

increased from $3.35 per hour to $4.25 per hour effective July 1. 1988, no 

special adjustment in compensation costs was made to reflect this change. This 

decision reflects the fact that both the mean and median hourly wage rates used 

to model direct supervision were greater than $4.25 per hour in 1987. All 

hourly wage rates were increased by the 12.5% change in the California CPI for 

purposes of preparing estimates of 1989-90 rate alternatives. Hourly benefit 

rates were increased to reflect an increase in employer's Social Security 

contributions that took effect in 1988. 

11. Rate Recommendations for ARM Level 2 and Level 3 

Exhibit VI-IO presents the recommended rates for ARM Level 2 and Level 3 

facilities based on the data and analysis discussed in this repone The structure 

of the recommended rates is that presented in Exhibit VI-I earlier in this 

chapter. Key features of the recommendation include: 

•	 Rates vary by geographic region for all rate elements. 

•	 Rates vary by facility operation type for Direct Supervision, 

Unallocated Services, and Proprietary Fees. Basic Living Needs 

does not vary by operation type, but only by geographic region. 
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Exhibit VI-I0 

ARM LEVEL 2 AND 3 RATE RECOMMENDATION 

ume£t1ons: 
1) M an costs are used for all elements 4) BLN varies by geography but not 
2) ARM direct supervision model used by operation type. 
3) Legal wages & benefits per hour 5) UC, D.S., and Prop. Fee vary 

by operation type & geography 

$2n $358 $301 $389 
$75 $138 $69 $146 
$37 $29 $35 $31 
N/A N/A N/A N/A 
N/A N/A N/A N/A 
N/A N/A N/A N/A 

Total $826 $962 $876 $1,037 

$441 $522 $478 $566 
$76 $139 $70 $147 
$37 $29 $35 $31 
N/A N/A N/A N/A 
N/A N/A N/A N/A 
NlA N/A N/A N/A 

Total $991 $1,127 $1,054 $1.215 

2. Summary of Estimated ARM Rates Usln£ 1987 Data from 1988 Rate Study 

ARM Level 2 $826 $962 $876 $1,037
 
ARM Level 3 $991 $1.127 $1,054 $1,215
 

3. Recommended ARM Rates for FY 1989·90 Based on Study Sample Data 

ARM Level 2 $930 $1,084 $987 $1,168
 
ARM Level 3 $1,117 $1,270 $1,188 $1,369
 

4. Actual ARM Rates Errectlve April I, 1988 

Uwner Up. I)tarr Up. Note: Current ARM rates do not 
provide for geographic 

ARM Level 2 $933 $1,084 variation in rates. 
ARM Level 3 $1,214 $1,410 

S. Percentage Change In 1988 ARM Rates Required to Match Projected 
FY 1989-90 Rates Based on 1988 Rate Study Sample 

ARM Level 2 -0.3% 0.0% 5.8% 7.7%
 
ARM Level 3 -8.0% -9.9% -2.1% -2.9%
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•	 ARM 2 and ARM 3 rates are the same for Basic Living Needs, 

Unallocated Services, and Proprietary Fees since it was not possible 

to distinguish between the two groups using study data. The Direct 

Supervision element does vary based on the ARM staffmg model. 

Unallocated Services cost data were the same, but were adjusted 

differentially to account for ARM training requirements. 

•	 Rate elements are based on sample medians for all rate components, 

including hourly wage rates used to model direct supervision costs. 

Exhibit VI-lO also presents a comparison of the recommended FY 1989-90 

ARM Level 2 and Level 3 rates to the 1988 ARM rate schedule and indicates the 

percentage difference between the recommended 1989-90 rates and the rates 

currently in effect 

Exhibit VI-II presents a comparison of the ~ DDS ARM rates in effect on 

April 1, 1988, to Level 2 and Level 3 rates based on sample data from 1987 

updated for inflation's effects to April 1. 1988. This exhibit also summarizes 

the percentage difference between actual DDS rates and those derived from 

study data. 

The reader should note that in both Exhibit VI-I0 and E~bit VI-II the 

portions of the table comparing recommended rates (developed from study data) 

with actual DDS ARM rates shows that the actual 1988 rates are higher than 

were recommended rates for certain groups of facilities. This finding should 

D.Ql be interpreted as a recommendation by Price Waterhouse that rates be 

reduced for any group of facilities shown in the exhibits. Such a decision 

would involve a degree of disruption to facilities that are already conducting 

. business based on current rate schedules. The Department would have to make 

a policy decision about whether the disruption entailed by such a rate revision 

would be justified under the circumstances. Such a decision was beyond the 

scope of this study. and hence we offer no opinion on this issue. A summary 

of the study data findings used to prepare these rate alternatives is contained 
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Exblblt VI·ll 

COMPARISON OF DDS ARM RATES AS OF APRIL I, 1988 
______________In-RA-T.ES---REQUIRED---IJLB-ASED-GN--SAM-PI.E---D-A1!A---FIlIl'\fIm~IIJ'\NI{Gr.!iS;_---------

BASIC UVlNG NEEDS 
DIRECT SUPERVISION 
UNAlLOCATED COSTS 
TOTAL COSTS 

EL ARM LEV

ARM LEVEL 2 
BASIC UVlNG NEEDS 
DIRECT SUPERVISION 
UNALLOCATED SERVICE 
PROPRIETARY FEE 

TOTAL COSTS 

ARM LEVEL 3 
BASIC UVING NEEDS 
DIRECT SUPERVISION 
UNALLOCATED SERVICE 
PROPRIETARY FEE 

TOTAL COSTS 

LEVEL 2 

LEVEL 3 

ACTUAL ARM RATES AS OF APRIL I, 1988 

LEVEL 2 LEVEL 2 LEVEL 3 LEVEL 3 
OWNEROP STAFFOP OWNEROP STAFF OP 

$454 $454 $454 $454 
S293 $336 S554 $656 
SI86 S294 S206 S300 
S933 SI,084 S1,214 SI,41O 

2 AND 3 RATES IF SET USING SAMPLE MEDIANS 
UPDATED TO APRIL I, 1988 

MEDIUM FMV COUNTIES mGH FMV COUNTIES 

LEVEL 2 LEVEL 2 LEVEL 2 LEVEL 2
 
OWNEROP STAFFOP OWNEROP STAFF OP
 

$452 $452 $487 $487 
S287 S371 S312 $403 
S78 S143 $71 S151 
S38 S30 S36 S32 

S855 $996 $906 $1.073 

LEVEL 3 LEVEL 3 LEVEL 3 LEVEL 3
 
OWNEROP STAFFOP OWNEROP STAFFOP
 

$452 $452 $487 $487 
S456 SS40 $495 $586 
$79 $144 S72 $152 
$38 $30 $36 $32 

$1,025 $1,166 $1,090 $1,257 

PERCENTAGE CHANGE TO MATCH
 
APRIL I, 1988 ACTUAL RATES
 

MEDIUM FMV COUNTIES mGH FMV COUNTIES 
OWNER STAFF OWNER STAFF 

OPERATED OPERATED OPERATED OPERATED 

-8.36% -8.12% -2.89% -1.01% 

-15.57% -17.30% -10.21% -10.85% 
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in Appendix C to this report. Included in that appendix, for illustrative 

purposes, is a calculation of the FY 1989-90 rates bas~ on sample means 

rather than medians. 

E. REIMBURSEMENT RATES FOR ARM LEVEL 4 FACILITIES 

This section presents findings concerning reimbursement rates for facilities that will 

be designated as ARM Level 4 by the Department of Developmental Services. As 

was noted earlier, only these facilities are authorized to provide the "special 

services" described in WIC Section 4681.1 (b)(3). 

As was discussed in Chapter V, our analysis indicated a statistically significant 

difference in the mean costs reported by Special Services and Negotiated Rate 

facilities (facilities that will become ARM Level 4) and facilities operating under the 

Traditional and ARM Level 2 & 3 rate systems. Statistically significant differences 

were found for total Basic Uving Needs costs, total Direct Supervision costs, total 

Unallocated Services costs, and total cost per client In general, total costs per 

client day for ARM Level 4 facilities were more than three times higher than those 

of Traditional and ARM Level 2 & 3 rate type facilities. This difference was 

reflected not only in the areas of direct supervision and special services staffing, but 

also (to a lesser degree) in unallocated costs and basic living needs costs. 

1. General Approach to ARM Level 4 Rate Development 

As a result of these statistical findings and by virtue of how past rates have been 

set for these facilities, it is reasonable to treat the ARM Level 4 facilities as a 

separate group for purposes of setting residential care facility rates. 

In the remainder of this chapter, the reimbursement rate recommendation for 

ARM Level 4 facilities are presented for each of the rate elements required in 

WIC Section 4681.1 using the data reported by the combined sample of 46 

Special Services and 31 Negotiated Rate facilities. Except where noted, the 

methodology used to develop these individual rate elements is the same as that 
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used for ARM Level 2 and Level 3 facility rate development. It should also be 

noted that there is no distinction made in the Level 4 rates based on facility 

operation type. TIris is the case because the Department has indicated that all 

Level 4 facilities will be treated as staff operated facilities. (In our sample, only 

2 of 77 facilities reponed a resident owner operator.) 

All of the ARM Level 4 mean and median data referred to in the balance of this 

section may be found in Exhibits VI-21 and VI-22. The recommended rates are 

presented in Exhibit VI-23. 

2. Basic Living Needs • WIC Section 4681.1(b)(1) 

The same definition of basic living needs was used as with ARM Level 2 and 

Level 3 facilities with one exception. From basic living needs costs we 

subtracted the costs of "special services supplies" purchased by the facility. 

TIris individual cost component is part of the special services rate element rather 

than part of basic living needs. Mean and median basic living needs costs were 

developed from the sample for each geographic region and for the sample as a 

whole without regard to geography. ExhibitVI-12 presents the study findings 

with regard to Basic Living Needs for ARM Level 4 facilities. 

Exhibit VI-12 

ARM Level 4 Facilities 
Basic Living Needs Costs per Client Month 

. (1987 dollars) 

Sample Mean BLN Sample Median BLN Geographically 
Facility Cost per Month Cost per Month Combined Group 

Merl. FMV High FMV Med. FMV High FMV ~ Median~ 

ARM 4 $558 $648 $521 $597 $619 $576 

(N=77) (N=25) (N=52) (N=25) (N=52) (N=77) (N=77) 
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3. Direct Supervision • WIC Section 4681.1 (b)(2) 

The Department has developed a direct supervision staffing model for ARM 

Level 4 facilities that has nine different levels (Levels 4A - 40. These levels 

provide from 4.60 hours per client per day (Leve14A) to 9.60 hours per client 

day (Level 40 of direct supervision staffing. Facilities will be assigned to one 

of the nine levels based on the type of program and staffIng they offer. Exhibit 

VI-13 displays the ARM Level 4 Direct Supervision Staffing Model. A 

discussion of the development of this model is contained in Appendix C along 

with the discussion of the Level 2 and Level 3 direct supervision models. 

Exhibit VI·13
 

DDS ARM Level 4 Direct Supervision Staffmg Model
 

ARM 4 Hours per Client Day Daily Hours per 
~ Daytime ~ Coverage Imal Month 

4A 3.00 1.33 0.27 4.60 139.9 
4B 3.43 1.33 0.29 5.05 153.6 
4C 3.86 1.33 0.32 5.51 167.6 
4D 4.29 1.33 0.35 5.97 181.6 
4E 4.86 1.33 0.38 6.57 199.9 
4F 5.43 1.33 0.42 7.18 218.4 
40 6.00 1.33 0.45 7.78 236.7 
4H 6.71 1.33 0.50 8.54 259.8 
41 7.71 1.33 0.56 9.60 292.0 

Exhibit VI- 14 displays the mean and median hourly compensation costs for 

Direct Supervision Staff in ARM Level 4 facilities. As was the case in Level 2 

and Level 3. the data has been adjusted to compensate for a small number of 

facilities that reported paying some employees below the minimum wage. 

Employer taxes and benefits are presented based on study data findings. Study 

results indicated that benefit levels were above the legally required minimum 

level of 18.383% in 1987. It is noteworthy that Level 4 facilities median hourly 

compensation cost for direct supervision staff is more than 25% higher (over 

$1.50 per hour) than that found in ARM Level 2 and 3 facilities. 
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-----------------Exbtb:fjit~V~I=--11hj4t---------------

Hourly Compensation Cost for Direct Supervision Staff ARM Level 4 
Wages Adjusted to Correct for Su~Minimum Wage Facilities 

Benefits Based on Actual Study Findings (above legal minimums) 
(1987 dollars) 

Geographically 
Mean Hourly Rates Median Hourly Rates Combined Groups 

Med,FMV Hi~hFMV Med,FMY Hi~hFMV ~ Median 

Hourly
 
Wage Rate: $5,80 $5,96 $5,61 $6,06 $5,91 $5,95
 

Taxes &
 
Benefits: $1.14 $1.16 $1.12 $1.17 $1.16 $1.15
 

Total
 
Hourly Cost $6,94 $7,12 $6,73 $7,23 $7,07 $7,10
 

(N=76) (N=25) (N=52) (N=25) (N=52) (N=77) (N=77) 

Using the information presented in Exhibits VI-13 and VI-14, mean and median 

direct supervision costs are presented in Exhibits VI-15, 

Exhibit VI-IS 

ARM Level 4 Direct Supervision Cost Per Client Month
 
Using DDS Direct Supervision Model and
 
Exhibit VI-14 Hourly Compensation Costs
 

(1987 dollars)
 

Monthly Cost Using Monthly Cost Using Geographically 
DS. Hrs, Mean Hourly Rates of Median Hourly Rates of Combined Groups 

ARM 4 Per Med.FMV HighFMV Med,FMV HighFMV Mean Median 
L&m Mmuh ~ n.u ~ .ll.2..3. llO1 Uill 
4A 139,9 $964 $996 $942 $1,012 $987 S992 

4B 153.6 $1,058 SI,094 SI,034 SI,111 SI,083 SI,089 

4C 167.6 S1,155 SI,193 SI,128 SI,212 SI,182 $1,188 

4D 181.6 SI,251 SI,293 SI,222 SI,313 $1,280 $1,288 

4E 199.9 $1,377 SI,423 SI,345 SI,445 $1,409 SI,417 

4F 218.4 SI,505 $1,555 $1,470 SI,579 SI,540 $1,549 

4G 236.7 SI,631 SI,685 SI,593 SI,711 SI.669 SI,678 

4H 259.8 $1,790 SI,850 $1,748 SI,878 SI,831 $1,842 

41 292.0 S2,012 S2,079 $1,965 $2,111 $2,059 $2.071 
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4. Special Services· WIC 4681.1 (b)(3) 

The Special Services rate element for Level 4 facilities is constructed from two 

components. The first is an allowance for reasonable expenses for "special 

supplies and equipment" This is a detailed cost component contained on the 

data collection forms that was designed to capture facility expenses for supplies 

and equipment required to serve clients in need of "special services." Mean and 

median data from our sample are presented in Exhibits VI-16. 

Exhibit VI·16 

ARM Level 4 Facilities
 
Special Supplies and Equipment Costs Per Month
 

(1987 dollars)
 

Sample Mean Spec.Sup. Sample Median Spec.Sup. Geographically 
Facility Cost per Month Cost per Month Combined Groups 

Med. FMV High FMV Med. EMV Hi~h FMV ~ Median~ 

ARM 4 $5 $13 $0 $6 $11 $4 

(N=77) (N=25) (N=52) (N=25) (N=52) (N=7?) (N=?7) 

The second component of this rate element is an allowance for the expense of 

employing outside clinical consultants. The Department has developed a model 

number of hours per client month for such clinical consultant assistance. This 

model varies by ARM Level 4A through Level 4L with increasing amounts of 

time authorized at the higher levels. Through its own research, the Department 

has determined that the average cost of such consultant assistance is $28.04 per . 

hour. This hourly rate is multiplied by the model number of hours per client per 

month at each level to obtain a monthly allowance for clinical consultants. The 

result is presented in Exhibits VI-17. 
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Exhibit VI·I7 

ARM Level 4 Facilities
 
Allowance for Clinical Consultant Costs Per Client Month
 

(1987 dollars)
 

Oinical DDS 
ARM 4 Consultant Authorized Monthly 
l&Yrl Hrs,/Month CostlHr, Cost 

4A 2 $28,04 $56 
4B 2 $28,04 $56 
4C 2 $28,04 $56 
4D 3 $28,04 $84 
4E 3 $28.04 $84 
4F 3 $28,04 $84 
4G 4 $28,04 $112 
4H 4 $28.04 $112 
41 4 $28.04 $112 

Exhibit VI-18 displays the result of combining the two components discussed 

above to produce the recommended Special Services rate element for ARM 

Level 4 facilities, 

Exhibit VI-I8 

ARM Level 4 Facilities
 
Total Special SeIVices Cost Per Month
 

(1987 dollars)
 

Sample Mean Spec,Svc. Sample Median Spec,Svc, Geographically 
ARM 4 Cost per Month Cost per Month Combined Groups 
~ MOO, FMV Hi&h FMV Med. FMV Hi&h FMV ~ Median 

4A $61 $69 $56 $62 $67 $60 
4B $61 $69 $56 $62 $67 $60 
4C $61 $69 $56 $62 $67 $60 
4D $89 $97 $84 $90 $95 $88 
4E $89 $97 $84 $90 $95 $88 
4F $89 $97 $84 $90 $95 $88 
4G $117 $125 $112 $118 $123 $116 
4H $117 $125 $112 $118 $123 $116 
41 $117 $125 $112 $118 $123 $116 
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S.	 Unallocated Services· WIC Section 4681.1 (b)(4) 

The same defmition of unallocated services costs was used as with ARM Level 

2 and Level 3 facilities. The mean and median data derived from the sample 

facilities used to develop ARM Level 4 rates are presented in Exhibit VI-19. As 

a review of the exhibit will indicate, both the means and medians for Level 4 

unallocated services costs are approximately four times the corresponding 

amounts for Level 2 and Level 3 facilities. 

Exhibit VI·19 

ARM Level 4 Facilities
 
Unallocated Services Costs Per Client Month
 

(1987 dollars)
 

Sample Mean Unalloc. Sample Median Unalloc. Geographically 
Facility Cost per Month Cost per Month Combined Groups 
Type Med.FMV Hi&h FMV Med.EMV Hi~h FMY ~ Median 

ARM 4 $486 $570 $403 $476 $543 $469 

(N=77) (N=25) (N=52) (N=25) (N=52) (N=77) (N=77) 

6.	 Mandated Capital Improvements and Equipment·
 

WIC Section 4681.1 (b)(S)
 

These costs for ARM Level 4 facilities were treated in the same fashion as with 

ARM Level 2 and Level 3 facilities. No separate amount is provided since costs 

of all improvements, mandated or not, are included as part of the basic living 

needs and unallocated services cost elements. As noted above, this approach 

complies with the requirements ofWIC 4681.1. 
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7.	 Proprietary Fee· WIC Section 4681.1 (b)(6) 

A proprietary fee for ARM Level 4 facilities was computed using the same 

methodology and estimated pre-tax rate of return used for ARM Level 2 and 

Level 3 facilities. Data on the mean and median net assets per client for ARM 

Level 4 facilities are presented in Exhibit YI-23. Net assets, and hence the 

proprietary fee, are lower in ARM Level 4 facilities than in our sample of Level 

2 and Level 3 facilities. The difference appears to reflect greater prevalence of 

rented facilities or more fully depreciated facilities and equipment in our ARM 

Level 4 sample. This difference between Level 4 facilities and the combination 

of Level 2 and Level 3 facilities was found to be statistically significant at the 

95% confidence level. Exhibit YI-20 also presents the monthly proprietary fee 

based on using an annual pre-tax rate of return of 4.97%. 

Exhibit VI·20 

ARM Level 4 Facilities 
Calculation of Proprietary Fee 

(1987 dollars) 

Geographically 
Sample Mean Sample Median Combined Groups 

Med,FMV Hi~h FMV Med,FMV High FMY Mean Median 

Net Assets 
PerOient $5,205 $5,362 $2,840 $2,712 $5,311 $2,756 

Annual 
Pre-Tax 
Return (%) 4.97% 4.97% 4.97% 4.97% 4.97% 4.97% 

Monthly 
Prop. Fee $22 $22 $12 $11 $22 $11 

(N=77) (N=25) (N=52) (N=25) (N=52) (N=77) (N=77) 

8.	 Geographic Cost Factor· WIC Section 4681.1 (b)(7) 

Based on an analysis of the data collected during this study, we found no 

statistically significant (at the 95% level) differences in major cost elements 
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based on geographic location for ARM Level 4 facilities. (See Chapter V for a 

discussion of this finding.) Despite this finding, WIC 4681.1 (b)(7) requires 

that rates contain a factor that reflects geographic differences in the cost of 

living. As a result. we use data developed in this study to present rates based 

on the actual difference found in each of the two geographic groups of counties. 

For informational purposes, we also present the same data used to develop 

recommended rates without respect to geographic region so interested parties 

might determine what rates would be without respect to geographic region. 

Exhibits VI-21 and Exhibit VI-22 display sample data findings for each of the 

WIC 4681 rate element by geographic region (and on a statewide basis as well). 

As a result. the rates recommended in this chapter are presented with two 

separate tables, one for facilities in the 11 High FMV counties and one for the 

balance of the state (Medium FMV counties). These rate tables reflect the 

sample medians for basic living needs and unallocated costs by each geographic 

area and bed size group found in our sample of 77 Negotiated Rate and Special 

Services rate type facilities. The rates also reflect use of each region's own 

median hourly compensation costs for Direct Supervision staff. This 

compensation cost is used to prepare the modelled Direct Supervision 

reimbursement rate element. 

9. Dual Diagnosis Rate· WIC Section 4681.1 (b)(8) 

The Department has never used its option to propose a higher rate for this client 

group. This is because the prescribed treatment program for a client does not 

focus on diagnosis. Once it is detennined that the person is eligible for 

services, the interdisciplinary team meets to discuss client assessments, 

detennines client needs, then develops the most appropriate program plan for 

the individual. For developmentally disabled persons who are also mentally 

disordered, the treatment plan would address clients' needs under both 

diagnoses. Consequently, the Department has not identified any separate costs 

specific to this client group which are not already covered under the direct 

supervision or special services cost elements. Accordingly, no data pertaining 

to the development of a dual diagnosis rate was collected or analyzed during this 

study. 
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10. Adjustment for Cost of Livmg Changes Required in F'Y 198"9='90 

The same methodology and measure of the change in the cost of living was 

used to adjust ARM Level 4 rates as was used for ARM Level 2 and Level 3 

facilities. 

11. Summary of ARM Level 4 Rate Elements 

Exhibits VI-21 and VI-22 summarize our findings concerning the mean and 

median cost of the various rate elements specified in WIC 4681.1 by facility 

geographic location and ARM Level (4A - 41). 

12. Rate Recommendations for ARM Level 4 

We conclude this chapter with the presentation of recommended rates for ARM 

Level 4 facilities. Exhibit VI-23 presents these rates. The structure of the rates 

is based on the data and analysis discussed in this report and our interpretation 

of the requirements ofWIC 4681.1 as discussed earlier in this chapter. 

Exhibit VI-23 also presents a comparison of the recommended FY 1989-90 

ARM Level 4 rates to the 1988 ARM Level 4 rates and indicates the percentage 

difference between the recommended rates and the rates currently in effect. The 

reader should note that in Exhibit VI-23 the portions of the table comparing 

recommended rates (developed from study data) with actual DDS ARM rates 

show that the actual 1988 rates are higher than were recommended rates for 

certain groups of facilities. This finding should!lQ1 be interpreted as a 

recommendation by Price Waterhouse that rates be reduced for any group of 

facilities shown in the exhibit Such a decision would involve a degree of 

disruption to facilities that are already conducting business based on current rate 

schedules. The Deparnnent would have to make a policy decision about 

whether the disruption entailed by such a rate revision would be justified under 

the circumstances. Such a decision was beyond the scope of this study, and 

hence we offer no opinion on this issue. 
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A summary of the study data findings used to prepare these rates is contained in 

Appendix D to this report. Included in that appendix, for illustrative purposes, 

is a calculation of the FY 1989-90 rates based on Sample means rather than 

medians. 
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EXHIBIT VI-21 

ARM 4 FACIUTIES' SUMMARY OF COST ELEMENTS ON SAMPLE MEDIANS 
DOLLARS PER CLIENT MONTH (1987 DOL.LA.n..z,I-- _ 

Cost Element Medium FMV COlmties 41 Hi2h FMV COWlties 41 Combined Counties 

Basic: Living Needs 

DiIect Supervision 1/ 
Level 4A - 4.60 hn/client day 
Level4B - 5.05 hrsIclient day 
Level4C - 5.51 hrs/client day 
Level4D - 5.97 hn/client day 
Leve14E - 6.57 hrsIclient day 
Level4F - 7.18 hrs/client day 
Level 4G - 7.78 hrsIclient day 
Level 4H - 8.54 hn/client day 
Level 41 - 9.60 hrsIclient day 

Unallocated Costs 

Special Supplies and Equipment 

Allowance for Clinical Consultants 
($28.041hr times auchorized hours) 
Level 4A - 2 hours per client/monch 
Level4B - 2 hours per clientlmonch 
Level4C - 2 hours per client/monch 
Level4D • 3 hours per clienthnonch 
Level 4E - 3 hours per clientlmonth 
Leve14F - 3 hours per client/month 
Level 4G - 4 hours per client /monch 
Level 4H - 4 hours per client /month 
Level 41 - 4 hours per client /month 

Mandated Capital Improvements ']J 

Net Assets per Client 

Proprietary Fee 

Dual Diagnosis 31 

Actual Direct Supervision Wage rate 

$521 

$942 
$1.034 
$1.128 
$1,222 
$1,345 
$1.470 
$1.632 
$1.748 
$1.965 

$403 

$0 

$56 
$56 
$56 
S84 
S84 
$84 
$112 
$112 
$112 

N/A 

$2,840 

$12 

N/A 

$597 

$1.012 
$1.111 
$1.212 
$1.313 
$1.445 
$1.579 
$1.842 
$1.878 
$2,111 

$476 

$6 

$56 
$56 
$56 
S84 
S84 
S84 
$112 
$112 
$112 

N/A 

$2,712 

$11 

N/A 

$576 

$994 
$1.091 
$1.190 
$1.289 
$1,419 
$1.551 
$1.778 
$1.844 
$2,073 

$469 

$4 

$56 
$56 
$56 
$84 
$84 
S84 
$112 
$112 
$112 

N/A 

$2,756 

$11 

N/A 

$5.61 $6.06 $5.94 
Actual Benefit Rate (wich zero values) $1.11 $1.17 $1.13 
Actual Benefit Ra1e (excludes zero values $1.12 $1.17 $1.15 

Legal Wage Rate $5.61 $6.06 $5.95 
Legal Benefit rate 51 $1.03 $1.11 $1.09 

Unallocated Wage Ra1e $7.85 $8.94 $8.78 
Actual Benefit Ra1e (wich zero values) $2.01 $1.82 $1.82 
Actual Benefit Rate (excludes zero values $2.05 S1.82 S1.83 

Notes:
 
11 Direct Supervision costs calculated using legal wage rates adjusted for subminimum wage payers & actual benefit rate.
 

Actual benefit rate is higher chan legal minimum rate. The same approach was used for Unallocated Services compensation. 
21 Included in depreciation expense in Basic Uving Needs and Unallocated Services. 
31 Included in Direct Supervision staffing costs. 
41 High FMV counties are: Alameda, Contra Costa, Los Angeles. Marin, Orange. San Diego. San Francisco. San Mateo. 

Santa Clara, Santa Cruz., and Ventura, All ocher counties are in the Medium FMV group.
51 Legally required benefits are 18383% of legal wage rate. 
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ARM 4 FACD..ITIES SUMMARY OF COST ELEMENTS ON SAMP LMEt4!:ll.l:1.- _ 

OLLARS PER CLIENT MONTH (1987 DOLLARS) 

Cost Element Medium FMV Counties 41 Hilth FMV Counties 4/ Combined Counties 

Basi<: Living Needs 

Direct Supervision 11 
Level 4A • 4.60 hrs/client day 
Level4B - 5.OS hrsIc:lient day 
Level4C ·5.51 hrsIclient day 
Level4D - 5.97 hrs/client day 
Level 4E • 6.57 hrsIclient day 
Level4F • 7.18 hrs/client day 
Level4G ·7.78 hrs/client day 
Level 4H - 8.54 hrs/client day 
Level 41 ·9.60 hrs/client day 

UnaUoc:ated Costs 

Special Supplies and Equipment 

Allowance for Clinic:al Consultants 
($28.04/br tizMa authorized hours) 
Level 4A • 2 hours per clientlmonth 
Level4B - 2 hours per clientlmonth 
Level 4C • 2 hours per client/month 
Level 4D • 3 hours per clientlmonth 
Level 4E - 3 hours per clientlmonth 
Level 4F - 3 hours per client/month 
Level 4G - 4 hours per client /month 
Level 4H • 4 hours per client /month 
Level 41 - 4 hours per client /month 

Mandated Capital Improvements 21 

Net Assets per Client 

Propietary Fee 

Dual Diagnosis 31 

$558 

$971 
$1,066 
$1,163 
$1,260 
$1,387 
$1,516 
$1,718 
S1,803 
$2,027 

$486 

15 

S56 
S56 
S56 
S84 
S84 
S84 
S112 
S112 
S112 

N/A 

15,205 

S22 

N/A 

$648 

S996 
$1,094 
SI,193 
SI,293 
SI,423 
$1,555 
$1,796 
SI,850 
S2,079 

1570 

S13 

156 
156 
156 
S84 
S84 
S84 
S112 
S112 
S112 

N/A 

S5,362 

$22 

N/A 

$619 

$989 
SI,086 
S1,185 
SI,284 
SI,413 
SI,544 
SI,781 
51,837 
S2,065 

$543 

$11 

S56 
$56 
$56 
S84 
S84 
584 
5112 
S112 
S112 

N/A 

S5,311 

522 

N/A 

Actual Direct Supervision Wage rate S5.75 15.96 S5.89 
Actual Benefit Rate (with zero values) SUO $1.16 S1.14 
Ac:tual Benefit Rate (excludes zero values S1.14 $1.16 S1.16 

Legal Wage Rate $5.80 15.96 55.91 
Legal Benefit rate 51 $1.07 $1.10 S1.09 

Unalloc:ated Wage Rate $8.86 $10.03 59.63 
Actual Benefit Rate (with zero values) $1.74 S1.86 S1.82 
Actual Benefit Rate (exc:ludes zero values S1.82 $1.90 51.88 

Notes:
 
1/ Direct Supervision costs calculated using legal wage rates adjusted for subminimum wage payers & actual benefit rate.
 

Actual benefit rate is higher than legal minimum rate. TIle same approach was used for Unallocated Services compensation. 
21 Inchlded in depreciation expense in Basic Living Needs and Unallocated Services. 
31 Inc:luded in Direct Supervision staffing costs. 
41 High FMV counties are: Alameda, Contra Costa, Los Angeles, Marin, Orange, San Diego, San Francisco.. San Mateo. 

Santa Clara. Santa Cruz. and Ventura. All other counties are in the Medium FMV group. 
5/ Legally required benefits are 18383% of legal wage rate. 
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ARM LEVEL 4 RATE RECOMMENDATION 

Ass~tions:
1) M an costs used for all elements 4) BLN. UC, DS. SS, Prop. Fee vary by 
2) ARM direct supervision model used geographic region 
3) Legal wages and actual benefits per hour 

1. Study Data FlDdlngs (1987 dollars) 
A) Medium FMV Counties 

A ate 
Level 4 '--,n"Tl""-~--ect~"'u--pv-.-~~~""ri-~~~;.;;.n~~~-,..r:~p~."'I'r.:"ee~~~"t"IIlg~.-r-........o~---f
 

4A $521 $942 $12 N/A $1.934 
4B $521 $1,034 $12 N/A $2,026 
4C $521 $1,128 $12 'NIA $2,120 
4D $521 $1,222 $12 N/A $2,242 
4E $521 $1,345 $12 N/A $2,365 
4F $521 $1,470 $12 N/A $2,490 
4G $521 $1,593 $12 N/A $2,641 
4H $521 $1,748 $12 N/A $2,796 
41 $521 $1,965 $12 N/A $3.013 

upv. n oc. v. p. ee 1Ilg. 0 

$597 $1,012 $476 $11 N/A $2.158 
$597 $1,111 $476 $11 N/A $2,257 
$597 $1,212 $476 $11 N/A $2,358 
$597 $1,313 $476 $11 N/A $2,487 
$597 $1,445 $476 $11 N/A $2.619 
$597 $1.579 $476 $11 N/A $2,754 
$597 $1,711 $476 $11 N/A $2,914 
$597 $1,878 $476 $11 N/A $3.081 
$597 $2,111 $476 $11 N/A $3,314 

2) S d Data FI dlnilS U d d to A II 1 1988tu Iy n JP' ate ~pr 

Actual 
MediumFMV HighFMY 87-88 ARM 

ARM Rate Counties Counties Leve14 Rate 
Level 4 

4A $2,001 $2,234 $1,946
 
4B
 $2,097 $2,336 $2,081
 
4C
 $2,194 $2.441 $2,215
 
4D
 $2,321 $2,575 $2,382
 
4E
 $2,448 $2,711 $2,562
 
4F
 $2,577 $2,850 $2,742
 
4G
 $2,733 $3,016 $2,953
 
4H
 $2,894 $3,189 $3,178
 
41
 $3.119 $3,430 $3,493 

3) Percentage Change In Actual 87-88 ARM Level 4 Rates Required to Match Study Data Findings 
UJpdated to AprII 1 1988 Levels . 

Actual 
MediumFMV HighFMY 87-88 ARM 

ARM Rate Counties Counties Leve14 Rate 
Level 4 

4A 2.8% 14.8% $1,946
 
4B
 0.8% 12.3% $2,081
 
4C
 -0.9% 10.2% $2,215
 
4D
 -2.6% 8.1% $2,382
 
4E
 -4.5% 5.8% $2,562
 
4F
 -6.0% 3.9% $2,742
 
4G
 -7.4% 2.1% $2.953
 
4H
 -8.9% 0.3% $3.178
 
41
 -10.7% -1.8% $3,493 
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4) Recommeoded ARM LeveI 4 R ates "or FY 1989 .90 B sed a 00 StudIV SampleI Data 
AeWaI 

MediumFMV HighFMV 87-88 ARM 
ARM Rate Counties Counties Level 4 RaJe 
Level 4 

4A $2,179 $2.432 $1,946 
4B $2,283 $2,544 $2.081 
4C $2,389 $2.658 $2.215 
4D $2,527 $2.804 $2.382 
4E $2,666 $2.953 $2.562 
4F $2.807 $3,104 $2.742 
40 $2,977 $3,285 $2.953 
4H $3.153 $3.473 $3.178 
41 $3.398 $3.737 $3.493 

5) Perceotage Change In 1987-88 ARM 4 Rates Required to Match Projected 
FY 1989 90 R ates Based on 1988 R ate StudI' SamPleI. 

AeWaI 
MediumFMV HighFMV 87-88 ARM 

ARM Rate Counties Counties Levei 4 RaJe 
Level 4 

4A 12.0% 25.0% $1.946 
4B 9.7% 22.2% $2.081 
4C 7.9% 20.0% $2.215 
40 6.1% 17.7% $2.382 
4E 4.1% 15.2% $2.562 
4F 2.4% 13.2% S2.742 
40 0.8% 11.2% $2.953 
4H -0.8% 9.3% $3,178 
41 -2.7% 7.0% $3,493 
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A. SUMMARY OF STUDY METHODOLOGY 

The methodology for both the 1988 Residential Rate Study and this ARM study can 

be summarized in 11 major steps. These steps and the responsible party for each 

are: 

1.	 Determine sample size (DDS - through independent consultant). 

2.	 Update data on population of facilities; compile listing (DDS). 

3.	 Develop and test survey forms and instructions (DDS and Price Waterhouse). 

4.	 Train surveyors (Price Waterhouse). 

5.	 Schedule survey visits (Price Waterhouse subcontraetor). 

6.	 Conduct survey visits (Price Waterhouse). 

7.	 Review completed survey forms (Price Waterhouse). 

8.	 Perform data entry of survey 'forms (Price Waterhouse subcontraetor). 

9.	 Conduct data analysis; determine if 1988 Residential Rate Study sample can 

be used for ARM rate development; test hypotheses (Price Waterhouse and 

subcontractor). 

10. Develop rate recommendations (Price Waterhouse and subcontraetor). 

11. Write draft report; submit final report after DDS reviews draft (Price Waterhouse). 

B . DETAILED DESCRIPTION OF METHODOLOGY 

1.	 Determine Sample Size 

Prior to releasing the Request for Proposals to select a firm to conduct both the 

studies, DDS determined the appropriate sample size for meeting the statistical 

validity requirements specified in the Court Order for the CARE lawsuit. DDS 

also updated its data base of information on residential facilities in order to 

prepare for the selection of survey participants. 

In February 1988, DDS employed an outside contractor, Dr. Shu Geng, to 

assist DDS in determining the appropriate sample size necessary for meeting the 

statistical requirements of the Court Order. Dr. Shu Geng's assistance to DDS 

focused on taking infonnation about the population ofcommunity care facilities 

and using it to determine the sample size for the survey study. The following 

major steps were taken in this effon: 
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•	 OS re-anaIyi.ed the most recent survey data (frOm the 1984 study) in 
terms of classifications of the population such as facility size and 

geographic location. 

•	 A pilot study was conducted in the Spring of 1988 to obtain more 

detailed and recent data on facility costs and to provide improved 

estimates of cost variation. 

•	 From these activities. DDS' consultant designed a sampling procedure 

and determined the sample size of a smvey to meet the Court 

requirement for a statistically sound study. 

Based on the above activities, the required sample size for the final survey 

design was determined for each bed size category. Each bed size category is 

further broken down by geographic region and the service type (special services 

or general). After the mathematical calculations were completed to allocate the 

number of facilities to be surveyed in each bed size category across geographic 

region and between service type. the final sample. shown on the following page 

in Exhibit A-I. was presented in the Request for Proposals. (For a full 

discussion of the methodology used to determine sample size. see "Sample Size 

for Determining the Residential Care Rate" by Shu Geng, Ph.D., June 5, 1988, 

available upon request from the Department) 

2.	 Update Data on Population of Facilities; Compile Listing 

Mter the sample size was determined, DDS created a stratified random sample 

list of 615 facilities. Through a computerized random selection process, DDS 

selected the initial sample (comprised of a total of 615 facility names) and a 

supplemental list (comprised of 188 facility names) which would be used, as 

needed, if less than 100% participation was achieved with the initial sample list. 

DDS then mailed introductory letters to all facilities on the list informing them 

that they had been selected to participate in the survey study. In addition, DDS 

identified a supplemental random list of 188 facilities and mailed them 

introductory letters to inform them that they might be selected to 
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Exhibit A • 1 
Excerpt from DDS RFP 

(tt Original Target Samplett ) 

Tlbll 3A 

~fy"'I' Iftd s.tp'. for 
1988 Residential Rat. Study

b.1 Location Iftd Flcility StZI 
"vised 4/21/88 
................. ----

SIZE 

1 

2 

i 
. 3 

4 

CtF 
1lP£. __e. 

Spec 
5en 
Sub-Tot 

Spec 
cen 
Sub-Tot 

Spec
 
51ft
 
Sub-Tot 

Spec
5.n 
Sub-Tot ... .h dT ••a 

TOTAll ::c 12J~ I 3~ 11'O~ 11~ 11~ I__________.. a_. '--.-.-.Total 2,304 407 1,062 134 198 

• Spec • CCFs that provide spectal services 

LOCATION .--..- . . ...........-...... E ...-.---....
 
PMSA lOTAlI .....-.. .. S ..".....--

92 117 30 26 
1,107 2,125 350 12 
1,199 2,942 380 13 

12 713 54 
187 337 227S 
199 12350 23 

14 17 5910 
134 44112 eo 
148 199 4590 

4 44 10•o 

•654 19 59 
658 73 63 

ION-SMAMSA .... ...., .........
 .. .. II"
" - - - -
17 19 7 I I 

226 1S6 1M liZ ZO 
243 168175 111 21 , 1 1 - -42 126 ze 24 5 
48 127 24Z9 5 

° 3 .7 3 -59 43 5 2l'

" 46 Z2 5 Z 

- . .4 -46 14 12 1 1 
50 14 12 1 1 ........_ ..------------......
 

.
 
cv
 

50 

25 

30 

50 

_ 

5en •	 CCfs thlt do not provide special servtces. n.ISI lWIllb.rs include I limited 
1I\IIIb.,. of ARM and hgottltld Rate 'Icntttes that CIIIle up in randOlll-sllftPlirlC,1 
process. 
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-----------BpaftiGipatc-~tudy_sheuld--the-n~aeilities-en-the-e-----

original list being unable to participate in the study. In addition, regional 

centers also assisted in contacting sample facilities in their regions to let 

operators know that they would be contacted by an outside consultant. Finally, 

DDS mailed letters simply describing the study to the rest of the facilities that 

were active community care facility vendors. 

Updated Sample Listings 

From the letters se~t out by DDS and the telephone contact made by regional 

centers, the list of facilities in the sample was updated with cmrent infonnation, 

such as new addresses, telephone numbers, and owner infonnation. Moreover, 

some facilities were dropped from the sample due to one of the following 

reasons: 

• Not interested in participating; 

• No longer serving DDS clients; and 

• No longer in business. 

From these activities, the original sample list of 615 facilities was reduced to 

576 (a reduction of 39). This list, plus the supplemental list of 188 facilities, 

was transferred into the survey status data base maintained by 

Price Waterhouse. It was with these revised lists that Price Waterhouse 

(through a subcontractor, ID. Franz Research, Inc.) contacted facilities to 

arrange for survey visits by Price Waterhouse staff accountants. 

New Sub-Population Sample Sizes 

The updated infonnation from the initial contact letters (as well as the results of 

contacts by the regional centers) caused the sample sizes for the sub-populations 

within the sample matrix to change. Exhibit A-2 is the revised sample mix 

broken down into the revised sub-population groups (by bed size, facility rate 

type, and geographical location). In essence, the mix of sub-populations 

changed due to the updated information received about the population of 

Appendix A - 4 



Exhibit A - 2 

- ------------,.,rns 1988 RESIDENTIAL RATE STUDY 

REVISED TARGET SAMPLE 
(Provided by DDS on August 9, 1988) 

SIZE TYPE PMSA MSA Non-MSA Total 

1-6 Beds Special 

Neg. Rate 

ARM 

CCF-Trad. 

32 

18 

13 

202 

16 

4 

24 

76 

5 

0 

8 

16 

53 

22 

45 

294 

1-6 Beds Total 265 120 29 414 

7-15 Beds Special 

Neg. Rate 

ARM 

CCF-Trad. 

4 

0 

1 

42 

2 

1 

4 

24 

1 

1 

2 

2 

7 

2 

7 

68 

7-15 Beds Totals 47 31 6 84 

16-49 Bed Special 

Neg. Rate 

ARM 

CCF-Trad. 

6 

4 

3 

51 

1 

3 

7 

15 

0 

0 

0 

1 

7 

7 

10 

67 

16-49 Beds Totals 64 26 1 91 

50+ Beds Special 

Neg. Rate 

ARM 

CCF-Trad. 

3 

2 

1 

16 

0 

1 

0 

2 

0 

0 

1 

0 

3 

3 

2 

18 

50+ Beds Totals 22 3 1 26 

Totals 398 180 37 615 
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--------I-.facilities. For-instance, iffifiaIIy; DDS-thought there were 6Yrarge{50-0-r-m-o-r-e------ --

beds) facilities in the population. After contacts were first made, DDS found 

there actually is a total of only 26 such facilities. Thus, the total sub-population 

became the sample size for that portion of the sample matrix. 

3. Develop and Test Survey Forms and Instructions 

Working together with DDS staff, Price Waterhouse refined the forms and 

instructions initially developed by DDS and provided in the Request for 

Proposals. The purpose of refIning the fonns was to ensure that all the 

necessary data elements were included in order to meet study objectives. Also, 

from practical experience gained through DDS' audit staff conducting the 

preliminary study in the Spring of 1988 and from the experience of 

Price Waterhouse staff accountants in reviewing a variety of fmancial records in 

many business enterprises, the forms and instructions were streamlined to 

ensure that complete and relevant data were collected in the form that made data 

entry and analysis most efficient. The instructions for completing the forms 

were made consistent among all related forms. Additional forms were 

developed to collect data on corporate ownership and to summarize wages paid 

to staff. 

Forms Pre-Test and Final Revisions 

After the forms were revised to reflect the modifications by the DDS and 

Price Waterhouse project teams, 12 pilot surveys were conducted to test the 

feasibility and completeness of the forms. From these pilot surveys, minor 

changes were made to the forms which then were made final for use in 

conducting the remaining surveys. 

The fmal forms package for the survey visits included five primary data 

collection fonns, 12 supporting worksheets, and a survey visit exit checklist 

The instructions for the forms package totalled 64 pages in length. In addition 

to the forms package, each completed survey visit included the preparation of a 

one to three page survey visit memo. This memo described the facility and its 
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operation in general tenns and noted any unique aspects of financial or other 

information collected. A copy of the complete data collection fOIms package 

and instructions is included in Appendix E of this report. 

4. Train Surveyors 

All staff assigned to conduct the survey visits were Price Waterhouse staff 

accountants. All staff accountants assigned to the project had college degrees in 

accounting or related subjects and had at least one year of experience with 

Price Waterhouse prior to being assigned to this project. The time schedule for 

the project and the large number of surveys required the use of staff from ten 

California offices of Price Waterhouse to conduct survey visits. 

Three training sessions were held for Price Waterhouse staff who would be 

assigned to conduct survey visits. Training sessions were conducted by 

Price Waterhouse staff with the involvement of DDS staff. In total, 

approximately 75 staff accountants were trained in the procedures. A video tape 

was made of one training session so staff would be able to refresh their memory 

of the survey procedures as the need might arise. 

5. Schedule Survey Visits 

Price Waterhouse subcontracted with J.D. Franz Research, Inc., to arrange the 

appointments for all survey visits. J.D. Franz used the revised sample lists of 

facilities to schedule visits beginning the third week of July 1988. In 

scheduling visits, J.D. Franz staff followed a standard telephone script which 

was used to introduce the respondent to the project, ask the respondent if he or 

she were familiar with the study, and if needed, to persuade facility operators to 

participate in the study since participation was voluntary. 

Once the respondent agreed to a visit, a date and tentative time were set for the 

visit. Then, J.D. Franz mailed background materials (prepared by 

Price Waterhouse) which the respondent could use to prepare for the visit. 

Survey schedules were distributed to three Price Waterhouse offices, each of 

which assigned staff from offices located in their areas to survey visits 
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scheduled in their areas. Staff accountants contacted facility operators two or 

three days in advance of the scheduled survey day to confmn the address, time 

of the visit, the type and availability of financial records, and to make any 

special arrangements (such as for parking). 

Scheduling Problems 

There were significant problems in scheduling all survey visits. The main 

reason for these problems can be attributed to one factor: participation in the 

study Was purely voluntaIy. (In addition to causing scheduling problefIlS. this 

factor most likely introduced some bias. albeit immeasurable, into the results of 

the study. This phenomenon is discussed in more detail below.) Facility 

operators were under no statutory or regulatory requirement to participate in the 

study. In order to obtain 614* completed survey visits, it was ultimately 

necessary to telephone 2.731 of the total 3,376 facilities on the DDS listing. 

This represented over 80% of the entire population of facilities. Of the 2,731 

facilities called, 24% (661) refused to participate in the study or cancelled a 

scheduled visit and could not reschedule a visit for a later date. An additional 

8% (211) of the facilities called were not able to participate due to a lack of 

records, not having DDS clients during 1987, or the closure of the facility. The 

balance of the facilities called (45%) were either unable to decide whether or not 

to participate ("please call me back later") after as many as five calls back to 

them, or had telephone numbers that were not answered when repeatedly called 

at different times on different days. Approximately 1.500 hours of staff time 

were devoted to the task of scheduling visits for this project 

Another major reason for scheduling problems was that visits were scheduled 

during the typical vacation season (July, August, and early September). Due to 

start-up delays, scheduling of survey visits was not begun until July 5, 1988. 

approximately one month after the planned effective date of the contract to 

*Although 615 survey visits were required according to the terms of the contract, 

Price Waterhouse "overbooked" visits to ensure that atotal of 615 was achieved. Thus, a 

total of 618 survey visits were completed. As noted in Chapter III. four surveys were 

excluded from the analysis used in development of ARM rate recommendations. 

Appendix A - 8 



APPENDIX A METHODOWGY
 

Price Waterhouse. Although delays in compiling the final list of facilities could 

have been minimized or avoided, the major problem with scheduling visits was, 

nonetheless, that participation in the study was voluntary. 

Although it was originally planned that all visits would be completed by 

September 15, it was not until October 28 that the last visit was completed. 

6. Conduct Survey Visits 

All data concerning facility costs and other characteristics were collected 

through in-person, on-site visits conducted by Price Waterhouse staff 

accountants using the forms and instructions package discussed above. Each 

survey visit began with a physical tour of the facility and a general discussion of 

its operations. Facility characteristics (size, ownership, staffIng, etc.) and client 

data were collected before cost and revenue data were collected. This was done 

to give the staff accountant a frame of reference for considering the 

reasonableness of the cost and revenue data to be collected. 

All survey data were collected directly from the facility owner or manager and 

were based on available fmancial, clients, and staff records. As noted above, 

facility owners or managers were contacted prior to the visit to confirm the 

scheduled appointment and to discuss the financial and other records needed for 

the survey visit Records reviewed in the course of a survey visit typically 

included Regional Center invoices for client services rendered, tax returns, 

check registers, receipts for major purchases or recuning items (utilities, rent, 

etc.), and other facility accounting and fmancial records. When necessary, an 

additional visit was made to the parent organization of a particular facility to 

collect data about "overhead" or "home office" expenses charged to a particular 

facility. 

Expense Allocation Procedures 

Often it was necessary to allocate total expenses among different survey 

categories (for example, between the Basic Living Needs and Unallocated 

Facility Costs categories) when facility accounting records did not provide for 
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such allOcation. AIl illocanons were made after consultation with-the owner or 

manager and were based on factors such as the amount of building space 

devoted to client use, percentage of vehicle or equipment use for client 

purposes, or the owner or manager's best estimate of the proper allocation 

among categories. 

Data Rating Procedures 

As part of the survey process, the staff accountant was required to score the 

quality of the information provided by the facility owner or manager. An 

Estimated Accuracy of Data (EAD) score was assigned to each data item 

collected. 1b.is step was required because of the wide range of record keeping 

practices in the facilities surveyed. Items were scored on a four-point scale, 

with "1" representing well documented data, "2" representing reasonable 

estimates based on partial supporting evidence, and "3" representing data of 

questionable quality but the only data that could be supplied by the facility. An 

EAD rating of "4," not applicable, was given to cost items that were not 

incurred by that facility. As will be discussed later in this report, over 90% of 

the sample had average composite EAD scores" of 2.0 or lower, representing a 

relatively high level of data quality given the record keeping practices involved. 

1b.is result is not surprising since facilities that did not keep financial records 

were screened out in the scheduling process. 

Duration ofSurvey Visits and Wrap-Up 

The typical survey visit required three to four hours for on-site data collection 

by a staff accountant plus two to three hours of write-up and cross checking 

prior to completion of the survey visit fIle. Surveys of larger facilities or those 

that were owned by a separate parent organization (such as a non-profit 

"Composite EAD scores represent the rating of each cost line item weighted by the cost of 

that line item. Thus, higher cost items have greater "weight" than lower cost items. See 

Chapter IV for details. 
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corporation) required larger amounts of time (up to 16 hours) for data collection 

and write-up. Where necessary, follow-up phone calls to the facility were made 

to clarify questions by Price Waterhouse reviewers (see the following section). 

7. Review Completed Survey Forms 

After each survey visit was completed, the staff accountant created a fIle 

composed of all required survey forms, any supporting documentation obtained 

at the survey visit, and a summary memorandum describing the facility and its 

operations in general terms. Specific notes about financial or client infonnation, 

such as when the facility began its operations, significant changes in operations 

affecting the fiscal year in which data were collected, or any unique features of 

the facility were noted in the memorandum. 

Each file was reviewed by one of four senior audit staff. The main purpose of 

the review was to ensure consistency in the treatment ofdata and adherence to 

appropriate survey procedures. It should be emphasized that the survey visits 

were not founal [mandal audits. and thus.· generally accepted auditing standards 

roAAS) Were not enforced. Given the nature of the financial records kept by 

the majority of facilities in the sample, audits based on GAAS would not have 

been possible. Rather, the senior audit staff reviewed files to ensure staff 

.accountants' adherence to the instructions developed jointly by
 

Price Waterhouse and DDS for completing the forms.
 

The review focused mainly on how unique aspects of a facility's operations 

were treated by the staff accountant in the field and that information on the 

forms was complete and consistent Where there were discrepancies or 

omissions, the reviewer worked with the staff accountant to resolve them. 

8. Perform Data Entry of Survey Forms 

Completed and reviewed survey fIles were assigned control numbers and 

entered into a log prior to preparation of files for data entry. In addition, all 

files were checked for completeness and proper coding prior to being key

entered by R&D Data Inc., a subcontractor to Price Waterhouse. There were 
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504 separate data items ey-entered from the smvey fonns package for each 

facility. Upon completion of data entry, the data were fonnatted into a 

Statistical Analysis System (SAS) data set Then, using SAS functions, 

mathematical and other data verification tests were perfonned to ensure that 

correct data were entered into the study data base. 

9.	 Conduct Data Analysis; Determine if the 1988 Residential Rate 

Study Sample Could be Used in the ARM Study, Test Hypotheses, 

The 1988 Residential Rate Study research design approved by DDS was 

developed to ensure that the hypotheses tested would meet the goals outlined in 

the Contract Work Statement. The same research design was employed for this 

study, with minor modifications to address the additional analysis of the ARM 

sub-sample. The data structure of the design is such that it allows a level of 

detail appropriate for statistical hypothesis testing and analysis. The major 

consideration in designing this structure was to obtain the maximum degree of 

detail while preserving the comparability ofcosts across facilities. For each 

analytical method, the pwposeof the analysis, the general hypotheses, the 

factors to be analyzed, and the SAS statistical procedure have been noted in the 

research design. 

Key features of the research design are the development of unit costs and a 

review of outliers. Since costs were collected from facilities that varied widely 

in the number of clients served, it was necessary to reduce cost data to some 

common denominator to facilitate comparisons across facilities. This required 

creating a "cost per client day" for each cost element in the data set Once the 

data were reduced to a common "cost per client day" basis, it was then possible 

to compare costs across the wide range of facilities in the sample. 

Additionally, after cost per client day figures were computed for all facilities, a 

review of the highest and lowest values reported (outliers) for each WIC 4681.1 

element (Basic Living Needs, Direct Supervision, etc.) was conducted to ensure 

that outliers did not represent data entry or coding errors. The reader should 

note that none of the 618 facilities smveyed was excluded from the'data analysis 

because of being on the high or low end of the cost distribution for any cost 

data element For pwposes of the ARM study, however, four facilities were 

Appendix A - 12 



APPENDIX A METHODOLOGY
 

excluded because it was determined by DDS that these facilities would not be 

eligible to be ARM Level 2, 3 or 4 facilities since they were only providing 

service to clients classified at the ''basic'' level under the traditional rate system. 

As a result, the total size of the sample used in the ARM study was 614. 

For purposes of the ARM study, it was necessary to conduct an additional level 

of statistical analysis that was not necessary during the 1988 Residential Rate 

Study. The scope of the earlier study did not include facilities participating in 

the ARM pilot or those reimbursed as Negotiated Rate facilities. As a result, 

data from those facilities was not included in the preparation of reimbursement 

rate alternatives in the 1988 Residential Rate Study. Furthermore, the sample 

designed for the earlier was not specifically designed to meet the needs of the 

ARM study. The need for an ARM study only became clear after sa 1513 was 

enacted in Apri11988, a point in time after the 1988 Residential Rate Study 

sample and RFP had already been completed. 

For purposes of this study it was necessary to conduct statistical analysis to 

determine ifdata from the ARM and Traditional rate system facilities could be 

combined for purposes ofdeveloping ARM Level 2 and Level 3 rates. It was 

also necessary to determine if Negotiated Rate and Special Services facilities 

data could be combined for purposes of developing ARM Level 4 rates. 

Additional steps were added to the Research Design developed for the 1988 

Residential Rate Study to accomplish these tasks and the required analysis was 

performed and reported in Chapter V of the ARM report 

10. Present Rate Recommendations 

The methodology used to develop rate recommendations is discussed 

extensively in Chapter VI. 
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ARM REPORT - APPENDIX B: DETAILED LIST OF COST ELEMENTS 

Form 100 Levell 
Line. Cosl. DETAILED LIST OF LEVEL 2 COST COMPONENTS SUMMARY DESCRIPTION (see instructions accompanying Form 100 lor detailed descriplion) 

IBasic Living Needs WIC 4681.1 (b) (1) 

1 

2 

3 

7 
8 

12 
13 
23 

4 
9 
14 

17 

20 

21 

22 

24 

33 

31 

1.1 

1.2 

1.3 

1.4 

1.5 

1.6 

1.7 

1.8 

WAGES Mt> BENEATS 
Weges 
Fringe Benel~s 

H:UStG 
Rent / Lease • Facility building 
Inlerest expense lor: 

Facility. Building and Additions 
Olher Capital and Leasehold Improll'8menls 

Deprecialion expense lor: 
Facility. Building and Addilions 
Olher Capital and Leasehold Improll'8menls 

Property Taxes 

FUNTtH: 
Rent / Lease expense for lurniture & equipment 
Inlerest expense for lurniture & equipment 
Depreciation expense for furniture & equipment 

NSmANCE 
Insurance (excluding vehicles) 

UTILITIES 
Ulilities 

RXD 
Groceries 

Re91aurant meals 

I-O.58<EEFN3 
HouskeepinglMaint Supplies 

Housekeeping and Laundry Services 

ClOlHlNG AND PERSCtW.. CARE 
Clothing/Personal Care 

Wages paid for slaff providing cooking, house cleaning, laundry services.
 
Employer FICA. Uf, heahh insurance, workers compensalion, retirement, or other benelils.
 

Renl, lease. interest, deprecialion, and property tax expenses allocated to the portion of 
the lacility utilized to provide residential care services based on percentage of building 
square lootage devoted to client use. Common areas are included in the area available for 
c1ienl use. 

Deprecialion expense on all I8C~ily space and improvements allocated to client use regardless 
of whether such space or improvement was mandated by a governmental agency. 

Rent. lease. interest, and deprecialion expense allocated to furniture and equipment used lor 
client service. Includes bed room lurnilure, common area lurniture, kilehen equipment, and 
olher items 01 equipment or lurniture used to provide residential services to clients. 

Fire, flood. eerthquake. and general liability insurance. Portion aHocated to client service
 
portions of the facilily based on relative share of facility square loolage.
 I
GaS' electric. water, sewage, garbage, wood, oil, coal or olher utility expenses allocated to 
clienl service portions of the lacility. .I
Grocery coBls for food prepared at home for clients, stall, or family members. (Cost per
 
dienl day for food makes adjuslment for portion of food consumed by non-clients.)
 I
Client restaurant meals only. Meals lor other persons explicity excluded. 

Housekeeping, cleaning. paper products, end mainlenance supplies cosls allocated to client
 
service lunctions. (Allocation can be based on square footage method.)
 I
Payments to outside parties for housekeeping or laundry services allocated to client service 
functions. 

Expenses lor toiletries or clothing paid by facility operator and not peid for from client's
 
personal and incidental allowance or other personal or femUy funds of the client.
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ARM REPORT - APPENDIX B: DETAILED LIST OF COST ELEMENTS 

Form 100 Levell 
Line II Cost /I DETAILED LIST OF LEVEl 2 COOT COMPONENTS SUMMARY DESCRIPTION see instructions accom an in Form 100 lor detailed descri tion 

1.9 TRANSPORTATION 
5 Rent I Lease • Vehicles 
10 Interest - Vehicles 
15 Depreciation • Vehides 
18 Insurance • Vehicle insurance 

Olhllf Transporlation Costs 
26 Gas and Oil 
27 Mainlenance and Repairs 
28 License Fees 
29 Other 

32 1.10 SPECIAL SUPPLIES AND EQUIPMENT (ARM 2 or 3 only) 

AI vehide rent, lease, interest, depreciation, insurance, or olher operating cosls allocated 
to dient service based on the percentage 01 lolal annual miles driven lor client purposes. 
The portion 01 such expenses related to Ihe lacilily operalo(s personal or lamily use should 
be exduded as an unrelated cost. 

Other transportation expenses including pubtic Iransportation lares lor client transportation. 

llems d equipment with. value lesslhan $500 purchased during the year lor
 
dient use. Items CNllf $500 should be capitelized and depreciated in lhe above category.
 I
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ARM REPORT - APPENDIX B: DETAILED LIST OF COST ELEMENTS 

Form 100 Level 1
 
Line" Cosl" DelAILED LIST OF LEVEL 2 COOT COMPONENTS SUMMARY DESCRIPTION (see instructions accompanying Form 100 for delailed descriplion)
 

2. 1 
IOir.ct Supervision {lebor only} WIC 4681.1 

WAGES AND BENEFITS 
Wages for Direct· Supervision stalling 

fb} m 

2 Fringe Benefits for DireC! Supervision stalling 

3.1 WAGES AHJ BENEATS 
Wages for Special SetVices stalling 

2 Fringe Benefits lor Special Services stallling 

32 
3.2 

ISpec/a' Services WIC 468'.' fb} {3} 
SPECIAl SUPPliES AND EOUIPMENT 

Special Supplies I Equipment (ARM 4 only) 

34 
4.9 COOSll.TANT SERVCES 

Clinical Consulling Services (ARM 4 only) 

Wages paid for staff that direel care or supervision of clients in the lacility. Common job 
thles include houseparent, resident aid or stall, or slall programmer. That portion 01 the 
cost 01 a supervisor, manager, or program director posilion devoted to direct supervision 01 
clients is also anocated to this category. 

EmplOyer FICA. UI. heallh insuranca, workers cornpensalion. retirement, or other benelhs 
for direct supervision stall.I
wages paid for stall that provided Special Services programming for clienls in lacilhies 
vendored for Special Services under lhe old (WIC 4681) rale syslem. I
lemployer FICA, UI, heallh insuranca, workers compensation, retirement, or olher beoelits 
lor special services slall (under the old Special Services rale system). (Allecls ARM 4 only) 

Items of equipment wilh • Y11lue less than S500 purchased during the year lor 
dient use. Items over $500 should be capitalized and depreciated in lhe BLN category. 
Only ARM level 4 lacilhies use this category due to client needs didating such e~penses. 

Cosl 01 services provided by outside consullanls who provide expert consuhalion on client 
related clinical issues such as assessing client behavior and devising appropriate Intervention 
programs. Iraining st81l 10 perform certain special techniques ralaled to a clienl's trealment 
plan. Costs are reported here only for ARM level 4 laeilhies due to to significant nalure of 
these expenses lor such facilities. An other facilities report such costs in Unallocated Costs. 

• This Calegory is also referred to as Ancillary Services in some literature. 
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ARM REPORT - APPENDIX B: DETAILED LIST OF COST ELEMENTS 

Form 100 Levell 
DElAILED LIST OF LEVEL 2 COST COMPONENTS SUMMARY DESCRIPTION (see inslruclions accompanying Form 100 lor detailed descriplion) Line" Cost" 

IUnallocated Cost Facility WIC 4681.1 (b) (4) 

4.1	 WAGES AND BENEATS
 
Wages
 

2	 Fringe Benelils 

4.2 H::X.lSNi 

3 Rent I lease for facilily bu~ding 

Inleresl expense for: 
7 Facility, Building and Add~ions 

8 Olher Cap~a1 and leasehold Improwmenls 

Deprecialion expense lor: 
12 Facil~y, Building and Add~ions 

13 Olher Cap~a1 and leasehold Improwments 
23 Property Taxes 

4.3 R.JNTu:£ 
4 RanI I lease expense lor lurnilure & equipment 
9 Interesl expense lor lumilure & equipmenl 
14	 Depreciation expense lor lumilure & equipmenl 

4.4 NSlJW.lCE 
17 Insurance (excluding vehicles) 

4.5 UTILITIES 
20 Ulililles 

4.6 ~ 

24 HouskeepinglMainl Supplies 

33	 Housekeeping end laundry Services 

Wages paid lor slall Ihat periorm eXeculive. managerial, supervisory. adminislralive, or 
program managemenl lunctions. Also includes olliee slall and lacility maintenance or repair 
slall expense. Portions of salaries or wage cosls of such employees may be allocated 10 
direcl supervision expense based on lhe portion 01 such employees lime devoled 10 such tasks. 
Cosls related 10 lhe lime such employees spend on non·residential care programs or activities 
is exduded. 

EmplOyer FICA, UI, heallh insurance, wor1lers compensalion, reliremenl, or oIher benel~s 
lor employees wages related 10 lasks assigned lolhe Unallocated COSlS wage category above. I
Rent, lease, inleresl, depreciation. end property tax expenses allocated 10 lhe portion 01 
Ihe lacilily ulilized 10 provide adminislralive or ollice space lor the residenlial care 
program based on lhe ralalive share of lolal lacil~y square loolage allocaled 10 such uses. 
Expenses relaled 10 lhal portion 01 Ihe space ulilized by non-residenliaJ care programs or 
activilies is excluded. 

Deprecialion expense on al lacil~ space and improvements aUocated 10 oflice or 
adminislrative space regardless of whether such space or improvement was mandaled. 

Renl, lease, interest, and depreci81ion expen88 allocaled 10 lumilure and equipmenl used lor 
adminislralive or oflice purposes. Such assels musl al least indirectly benefit c1ienls in 
order 10 be included. Examples include (b~ are nof limiled 10) ollice turnilure and computers. 

l="lI'e, llood, earthquake, and general Iiabilily Insurance. Portion aAocated to office or 
adminislraliw portions of lhe lacilily based on rel81ive share of lolal lacilily square lootage. I
Gas. electric, water, sewage, garbage, wood, oil, coal or olher ut~ily expenses anocaled 10 
portions of lhe tacilily devoted 10 ollice or adminislr81ive uses based on rel81iw sq. lootage. I
Housekeeping, cleaning, paper products, and mainlen8008 s'4lPlies cosls allocaled to oflice
 
lunctions. (Allocalion can be based on relative square loolage lor such purposes.)
 I
Paymanls to oulside parties lor housekeeping or laundry services a1localed 10 oflice functions 
based on squara loolage allocation melhod. 



ARM REPORT - APPENDIX B: DETAILED LIST OF COST ELEMENTS 

Form 100 Level 1
 

Line" CosI" DETAILED UST OF LEVEL 2 ca>T COMPONENTS SUMMARY DESCRIPTION (see instructions accompanying Fonn 100 IOf delailed description)
 

4.7 TRANSPORTATION 
5 Renll Lease - Vehicles 

10 Inlere51 • Vehicles 
15 Deprecialion - Vehicles 
18 Insurance • Vehicle insurance 

OIher Transporlation Costs 
26 Gas and Oil 
27 MainlenallQl and Repairs 
28 License Fees 
29 OIher 

4.8 SPEcw. SUPPLIES AND EQUIPMENT 
32 Special SlWIies I Equipment (ARM 2 Of 3 only) 

4.9 caSUANT SERVICES 
34 Cijnical Consuhing Services (ARM 2 or 3 only) 

35 Accounting and Legal Services 

4.10 GENERAl AND ADMINISlW\TlVE 

36 Advertising 

37 Travel 

38 DUel I SU~lions 

39 Busines. Taxes 

40 Licenses 

41 Stall Training 

AI vehicle renl, Ie.e, inlerest, depreciation, insurance, or olller operating cosls allocated 
10 administrative fundions based on Ihe percentage 01 lolal annual miles driven IOf such 
purposes. The porlion of such expenses relaled 10 the laci~y operalOf's personal Of lamily 
Of lor non-residenlial care programs should be excluded as an unrelaled cosl. 

OIher expenses including plblic lransportalion lares lor administrative purposes.
 

llems of equipment wilh a value less Ihan $500 purchased during Ihe year lor adminislralive 0
 
oIliee use. hems over $500 should be capitalized and dcprecialed in Ihe appropriate calegory.I
Cost of services provided by oulside consullants who provide expel1 COfl9Ulalion on clienl 
related clinical issues such as assessing clienl behaviOf and devising appropriale intervenlion 
programs, Iraining sla" 10 perlorm certain special lechniques related 10 a c1ienl's treatment 
plan. Costs are reported here only fOf ARM !eYei 2 Of 3 laciijlies due 10 to relatively 
insignificanl nature 01 lhese expenses lor such facilities. 

Costs 01 ouiside legal, acx:ounting, clerical, Of managerial services not provided by lacilily 
5lall. Services must be relaled to Ihe residenlial care facility aclivities of the operalor. I
Adverlising coSls required by faci~ty operalion, such eI advertising for slall. 

Statf lravel expenN while on facilily business, such as travel 10 Ihe Regional Cenler office
 
Of travel to allend training NSsions.
 I
Dues fOf prot...ional organizations related to residenlial care or subscr1>lio.. fOf publications 
directed aI clients.I
Business taxes thai must be paid as a condition of operating a residenlial care facility. Does 
not include properly taxes (see above) Of business or personal income laxes.
 

Fees fOf ~censes required in Ofder to operate a residential care facility. (e.g., a city 6cenN)
 

Sialf training expenses such u course fees, seminar lees, course regislralion fees.
 

I
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Form 100 Level 1 
line" Cost" DEIAILED LIST OF lEVEL 2 COST COMPONENTS 

42 Telephone 

43 Facility Repair and Maintenan~ 

25 Ollice Supplies 

45 Other Unallocated Services Expenses 

4.11 PARENT COAPAm FEE
 
44 Home Ollice Fee I Overhead
 

All ICos,. Unr.,.t.d to Study 

• AU capilalized categories a,. level-1 costs. 

SUMMARY DESCRIPTION (see instructions accompanying Form 100 lor delailed descriplion) 

All basic monlhly telephone charges and long dislance charges re\aled to residential care 
facility business. Charges 'e1aled to faciily operator's personal or family phone calls 
should be excluded as unrelaled expenses. 

Malerials. supplies, and contrad labor for mainlenance or repair of the lac~ity or ils 
equ~enl. Major long term capital improvements should be capilalized and depreciated in lhe 
appropriale cost category. This calegory reiales 10 routine repairs and maintenance. 

jOllice supply and poslage expense relaled to residential care lacilily business. Cosls incurred 
lor olher purposes should be exduded. 

Expenses Ihal are relaled 10 facility business bul do not fil inlo any olher calegory. This 
category should not exceed 1% 01 total facilily expenses. (e.g.. reimbursement of 
uninsured damage '0 a neighbor's properly caused by a slall member while on duty.) 

" lhe facility ill parl of a larger corporation or organizBlion, a proportional share of home 
GUice or headquarl8f8 expense can be anocated to the facility. Such allocation should be based 
on an accep'able allocation method (such as rela.ive share of slalf. facility costs, or number 
01 dienls served). See inslruclions lor Form 100A fo, additional details on allocation. Home 
oIfice costs include administrative salaries and benefi's, oIlice expenses, rent or depreciation, 
or other Iegitimale cos's of operalion. Costs related to activities unrelaled to residential 
care purposes should be exduded from lhe pool 01 home ofIice costs '0 be a1localed. 

This category eppears opposite 1111 of .he above cost ca'egories on tha data collection form to 
remind .he data collector to be lure to exclude the portion 01 .-.y cost tha. is unrelated to the 
the operation of the facility as • residential care facility. Examples indude interest expense 
on assets unrelated to residential care (such as a pleasure boat) or unrelaled businesses 
of the facility owner. 
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ARM REPORT •• APPENDIX C: DATA USED TO DEVELOP ARM 2 and 3 RATES 

DATA USED TO DEVELOP RECOMMENDED ARM LEVEL 2 AND LEVEL 3 RATES 

A) Assumptions Used to Develop Traditional Rates 

1. ARM Level 2 and 3 data represents combination orTraditional md ARM facilities in 1988 rate study sample. 
2. Number of days in month is assumed 10 be 30.42 
3. Estimated change in Calif. CPI (All Urban Consumers) 7/1/87 to 12/31/89 is 12.5%. (Carom. on Slate Finance) 12.5% 
4. Assumes a proprietary fee calculaled as a 4.97% pre-tax relUm on sample nel assets per client 4.97% 
5. All COSI data presented below are in 1987 dollars as reported by sample facilities particpating in this study. 

B) Basic Living Needs (WIC Sec. 4681.1(b) (I» 

I) Based on data collected lrom the 1988 Study
 

Facility Sample Mean BLN Sample Median BLN
 Combined GroupsOperatlon Sample Cost per Month	 Cost per Montb Mean	 MedianType Med./Hlgb Med.FMV High FMV Med.FMV Hlgb FMV 

OwnerOp. {Med.=222 $483 $490 $444 $472 $486	 $452{High= 138 

StaffOp. {Med.=79 $436 $485 $407 $469 $463	 $446(High=98 

TOlaI N=537 $471 $488 $437 $471 $478	 $448
N=301	 N=236 N=301 N=236 N=537 N=537 

C) Direct Supervision (WIC Sec. 4681.1(b) (2» 

I) ARM Direct Supervision Standards 

Number 01 Houn 01 Direct Supervision per Client Day
ARM Rate .operatlon Houn Per

Level	 Type Daytlme Night Coverage Total Montb 

Level 2	 Owner 1.71 0.00 0.10 1.81 55.1
Staff 1.71 0.50 0.13 2.34 71.2 

Level 3 Owner 2.71 0.00 0.17 2.88	 87.6
Staff 2.71 0.50 0.20	 3.41 103.7 
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ARM REPORT·· APPENDIX C: DATA USED TO DEVELOP ARM %and 3 RATES 

2) Sample Mean and Median Hourly Wages and Benents ror Direct Supervision Starr 

a) Sample wages and benents without respect to mInimum "age or tax la", requIrements. 

Mean Wage Rate Median Wage Rate 
Med. FMV Hlgb FMV Med. FMV High FMV 

Hourly wage rate (including facilities paying 
subminimum wages in 1987) $4.47 $4.62 $4.25 $4.61 

Employer taxes and benefits per hour 
(includes flcilities paying SO benefits) SO.47 $0.45 S031 SO.27 
(n Med. FMV " 58 High FMV pay SO) 

Total compensation cost per hour: $4.94 S5.07 $4.56 $4.88 

Number of facilities in sample with this data: N=I64 N=149 N=I64 N=149 

3) Sample wages and beDentl wltb adJustmeDts to renec:t mlDlmum wage and to law requirements. 
(Flci1ities paying sub-minimum wages were brought up to minimum wages.) 
(All benefits based on legal 18383% requirements.) 

MeaD Wage Rate MediaD Wage Rate 
Med. FMV Hlgb FMV Med. FMV Hlgb FMV 

Hourly wage rate (adjusted for facilities paying 
subminimum wages in 1987) $4.66 $4.81 $4.25 $4.61 

Employer taxes and benefits per hour 
(18.383% of hourly wage) $0.86 SO.88 SO.78 $O.IS 

Total compensation cost per hour: S5.52 $5.69 S5.03 S5.46 

Number of facilities in sample with this data: N=l64 N=149 N=l64 N=149 

CombIned Groups
 
Mean Median
 

$4.54 $4.50
 

SO.46 SO.31
 

S5.oo $4.81
 

N=313 N=313
 

CombIned Groups
 
Mean MediaD
 

$4.73 $4.50
 

SO.87 SO.83
 

$5.60 S5.33
 

N=313 N=313
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ARM REPORT •• APPENDIX C: DATA USED TO DEVELOP ARM 1 and 3 RATES 

4) Cost per month of Direct Supervision using ARM standards and alternative wage rates. 

a) Actual wage and benefit rates found In sample facilities 

ARM Rate Operation Sample Means Sample Medians 
Level Type Mediwn High Mediwn High 

Combined Groups 
Mean Median 

Level 2 Owner 
Staff 

$272 
$352 

$279 
$361 

$2S1 
$325 

$269 
$347 

$276 
$356 

$265 
$342 

Level 3 Owner 
Staff 

$433 
$512 

$444 
$526 

$399 
$473 

$427 
$506 

$438 
$519 

$421 
$499 

b) Legal wage and benefit ntes (adjusted for subminimum wage and benefit levels) 

ARM Rate Operation Sample Means Sample Medians 
Level Type Mediwn High Medium High 

Combined Groups 
Mean Median 

Level 2 Owner 
Staff 

$304 
$393 

$314 
$405 

$277 
$358 

$301 
$389 

$309 
$399 

$294 
$379 

Level 3 Owner 
Staff 

$484 
$572 

$498 
$590 

$441 
$522 

$478 
$566 

$491 
$581 

$467 
$553 

D) Special Services (WIC 4681.1 (b) (3» 

ARM Level 2 or Level 3 facilities are not IUthorized 10 provide special services. 
As I result, no rile component is included. See separlle Special Services rile table. 
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ARM REPORT·· APPENDIX C: DATA USED TO DEVELOP ARM 1 and 3 RATES 

E) Unallocated Services (WIC Sec. 4681.1 (b) (4» 

Facility Sample Mean Unallocated Sample Median Unallocated 
Operation Sample Cost per Month Cost per Month 

Type Med.lHlgh Med.FMV IIIgh FMV Med.FMV High FMV 

OwnerOp.	 (Med.=222 $94 $83 $74 $68 
(High= 138 

StaffOp.	 (Med.=79 $173 $187 S137 $14S 
(High=98 

TOla1 N=S37 $US $126 $86 $87 
N=301 N=236 N=301 N=236 

F) Mandated Capital Improvements (WIC Sec. 4681.1 (b) (5» 

All c.pital improvement COIlS (mandated or not) related 10 the provision ofclient services 
are included in the Basic Uving Needs or Unallocated Services Cost componenlS above. 
M a result, no aep8Jate component is p'esentcd. 

Unallocated Cost
 
Combined Groups
 
Mean Median
 

$90 $70 

$181 $140 

$120 $87 
N=S37 N=S37 
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ARM REPORT •• APPENDIX C: DATA USED TO DEVELOP ARM 1 and 3 RATES 

G) Proprietary Fee (WIC Sec. 4681.1 (b) (6»
 

a) Sample Mean Net Assets per Client b) Sample Median Net Assets per Client
 

Facility 
Operation 

Type 
Sample 

Size 

Sample 
Net Assets 
Per Client 

Pre· Tax 
Return on 

Assets 

Sample 
Prop. Fee 
Per Month 

Facility 
Operation 

Type 
Sample 

Size 

Sample Pre· Tax 
Net Assets Return on 
Per Client Assets 

Sample 
Prop. Fee 
Per Month 

OwnerOp. N=360 $10,016 4.97% $41 OwnerOp. N=360 $8,753 4.97% $36 

SlaffOp. N=I77 $8.256 4.97% $34 StaffOp. N=I77 $7.293 4.97% $30 

Total N=537 $9.435 4.97% $39 ToUl N=537 $8.293 4.97% $34 

Facility Sample Mean 
Operation Sample Net Assets Per Client 

Type Med./lllgb Med.FMV Hlgb FMV 

Sample Median 
Net Assets Per Client 
Med.FMV Hlgb FMV 

Combined Groups 
Mean Median 

OwnerOp. (Med.=222 
(High= 138 

$10,359 $9.457 $8,877 $8.548 $10,016 $8,753 

SlaffOp. (Med.=79 
(High=98 

$7.118 $9.172 $6.979 $7.377 $8,256 $7,293 

Total N=537 $9.508 
N=301 

$9,340 
N=236 

$8,483 
N=301 

$7.931 
N=236 

$9.435 
N=537 

$8.296 
N=537 

Pre·Tax rate of return for calCUlating the proprietary fee: 4.97% 

Facility Sample Mean 
Operation Sample Proprietary Fee 

Type Med./Hlgb Med.FMV High FMV 

Sample Median 
Proprietary Fee 

Med.FMV Hlgb FMV 

Combined Groups 
Mean Median 

OwnerOp. (Med.=222 
(High= 138 

$43 $39 $37 $35 $41 $36 

SlaffOp. (Med.=79 
{High=98 

$29 $38 $29 $31 $34 $30 

Total N=537 $39 
N=301 

$39 
N=236 

$35 
N=301 

$33 
N=236 

$39 
N=537 

$34 
N=537 
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ARM REPORT·· APPENDIX C: DATA USED TO DEVELOP ARM 2 and 3 RATES 

H) Geographic Adjustment Factor (WIC 4681.1 (b) (7» 

No statistical evidence has been found in this study to support inclusion of a geographic adjustment factor.
 
WIC 4681.1 requires a geographic adjustment factor hence. we have presented and used sample means UId medilllS to compute rates by geographic areL
 
These geographic adjustments have been included in BLN. Direct Supervision, and Unallocated Costs.
 

The High FMV group includes all facilities in the following counties: Alameda, Contra Costa, Los Angeles. Marin, Orange. San Diego. San Francisco. San Mateo,
 
Santa Clara, Santa Cruz, and VenturL All other counties are in the MedilDll FMV group.
 

I) Dual DIagnosis Rate (WIC Sec. 4681.1 (b) (8» 

No data were collected or analyzed during this study pertaining to this componenL
 
It is our understanding that DDS has determined that such a rate component is not necessary.
 

K) Allowance lor Additional ARM Required Training 

The ARM system will require a higher level of staff training than wu required under the previous rate I)'stem.
 
AJ a result, facilities will have to incurr additional training expenses not reflected in the sample data collected in this pojecL
 
Consequently. DDS has estimated the additional expense per client per month for such training. The following allowances
 
will be added to facility Unallocated Services costs to reflect such training expense.
 

ARM 1..eve12 facilities: $1 per client per month
 
ARM Level 3 facilities: $2 per client per month
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ARM REPORT - APPENDIX C: DATA USED TO DEVELOP ARM 2 aDd 3 RATES 

__________ARM.-LEY...EL--Z-AND-3-RA-TES-U·-SEl'---lISING-M-E-A-NS---------------- 
(Illustrllion only) 

~tions:em costs Il'e used fOl' all elements 4) BLN varies by geograJily but not . 
2) ARM direct ~isionmodel used by operation type. 
3) Legal wages & benefits per hour S) UC. D.S.• md Prop. Fee very 

by operation type & geograJily 

ARM Level 2 
Basic Living Needs 
Direct Supervision 
Unallocated Sen'ices 

$393 
$174 

$314 
$84 

$405 
$188 

Propietary Fee 
Mandated Improvements 
Special Sen'ices 
Dual Diagnosis 

$29 
N/A 
N/A 
NlA 

S39 
N/A 
N/A 
N/A 

S38 
NlA 
NlA 
NlA 

Total S913 SI.067 S925 SI.119 

um OUDt es g OUDtles 
ARM Level 3 Owner Op. Stall' Ope Owner Ope Stair Ope 
Basic Living Needs $471 $471 $488 $488 
Direct Supervision $484 $572 $498 $590 
Unallocated SeJVices $96 S175 $85 SI89 
Propietary Fee $43 S29 S39 S38 
Mandated Improvements N/A N/A N/A N/A 
Special Sen'ices NlA NlA NlA N/A 
Dual Diagnosis NlA NlA N/A NlA 

Total SI.094 SI.247 SI.110 $1.305 

2. Summary of Estimated ARM Rates Using 1987 Data from 1988 Rate Study 

ARM Level 2 S913 S1,067 S925 S1,119
 
ARM Level 3 $1,094 $1,247 $1.110 S1,305
 

3. RecommeDded ARM Rates for FY 1989-90 Based OD Study Sample Data 

ARM Level 2 SI.028 SI,202
 
ARM Level 3 $1,233 $1,405
 

4. Actual ARM Rates EtrectJve April I, 1988 

UWDer up. :starr Up. 

ARM Level 2 $933 SI,084 
ARM Level 3 $1,214 $1,410 .. 

SI,042 SI,261 
SI.251 $1,471 

Note:	 Current ARM rates do not 
provide for geographic 
variation in rates. 

S. PerceDtage CbaDge ID 1988 ARM Rates Required to Matcb Projected 
FY 1989-90 Rates Based OD 1988 Rate StUdy Sample 

ARM Level 2 10.18% 10.89% 11.68% 16.33%
 
ARM Level 3 1.S791. -0.35% 3.05% 4.33%
 



ARM REPORT •• APPENDIX C: DATA USED TO DEVELOP ARM 1 AND 3 RATES 

BASIC UVING NEEDS 
DIRECI'SUPERVISION 
UNAlLOCATED COSTS 
TOTAL COSTS 

ARM LEVEL 2 
BASIC UVING NEEDS 
DIRECT SUPERVISION 
UNALLOCATED SERVICE 
PROPRIETARY FEE 

TOTAL COSTS 

ARM LEVEL 3 
BASIC UVING NEEDS 
DIRECI'SUPERVISION 
UNALLOCATED SERVICE 
PROPRIETARY FEE 

TOTAL COSTS 

LEVEL 2 

LEVEL 3 

COMPARISON OF DDS ARM RATES AS OF APRIL 1, 1988 
TO RATES REQUIRED IF BASED ON SAMPLE DATA FINDINGS 

ACTIJAL ARM RATES AS OF APRIL 1, 1988 

LEVEL 2 LEVEL 2 LEVEL 3 LEVEL 3 
OWNEROP STAFF OP OWNEROP STAFF OP 

$454 $454 $454 $454 
S293 $336 S554 $656 
SI86 S294 S206 S300 
S933 SI,084 SI,214 S1,410 

ARM LEVEL 1 AND 3 RATES IF SET USING SAMPLE MEANS
 
UPDATED TO APRIL 1, 1988
 

MEDIUM FMV COUNTIES IDGH FMV COUNTIES 

LEVEL 2 LEVEL 2 LEVEL 2 LEVEL 2 
OWNEROP STAFFOP OWNEROP STAFF OP 

$487 $487 SS05 S505 
S315 $407 S32S $419 
S98 $180 S87 S195 
$45 S30 S40 S39 

S945 SI,I04 S957 S1,I58 

LEVEL 3 LEVEL 3 LEVEL 3 LEVEL 3 
OWNEROP STAFFOP OWNEROP STAFF OP 

$487 $487 $SOS $S05 
$SOl S592 $S15 $611 
S99 $181 S88 SI96 
$45 S30 $40 S39 

Sl,132 SI.29O SI.148 SI,351 

PERCENTAGE CHANGE TO MATCH 
APRIL 1, 1988 ACTIJAL RATES 

MEDWM FMV COUNTIES IDGH FMV COUNTIES 
OWNER STAFF OWNER STAFF 

OPERATED OPERATED OPERATED OPERATED 

1.29% 1.85% 2.57% 6.83% 

~.75% -8.51% -5.44% -4.18% 
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________CA.L~CULAT.I.ONS_F_OR_~ROPOS-ED__ARM_MR_BeT_SepBRY_lSfON_EIiEMENIY'--------

There are two components of this element: direct care staff 
wages (including benefits) and number of hours of direct supervi
sion delivered to each client per day. The hours of supervision 
are mUltiplied by the hourly wages and benefits and by the number 
of days per month as follows: 

Total direct supervision cost • • hours of direct supervision 
per client per day x hourly wages and benefits x 30.42 days 
per average month 

The result is an element which represents the cost of delivering 
one month of direct care staff time to a client at each facility
level, in each type of facility. 

Each of these components is discussed below. 

I. BOURS OF DIRECT SUPERVISION 

This is a modelled amount. The model is the sum of daytime 
supervision, night supervision, and a coverage factor which 
allows for substitute staff regularly-scheduled staff are absent. 
The model varies by facility level (Levels 2-4) and facility type
(owner-operated or staff-operated). The table below summarizes 
the direct supervision amounts for each facility level and for 
each type of facility. The remainder of this section of the 
attachment describes in detail how this summary table was 
developed. 

NUMBER OF BOURS OF DIRECT SUPERVISION PER CLIENT PER DAY 
"--, 

Level and Type Daytime Night Coverage TOTAL 
of Facility' Brs. Brs. 

Level 2, Owner 1.71 0 0.10 1.81 
Level 2, Staff 1.71 0.50 0.13 2.34 

Level 3, Owner 2.71 0 0.17 2.88 
Level 3, Staff 2.71 0.50 0.20 3.41 

Level 4A 3.00 1.33 0.27 4.60 
Level 4B 3.43 1.33 0.29 5.05 
Level 4C 3.86 1.33 0.32 5.51 
Level 40 4.29 1.33 0.35 5.97 
Level 4E 4.86 1.33 0.38 6.57 
Level 4F 5.43 1.33 0.42 7.18 
Level 4G 6.00 1.33 0.45 7.78 
Level 4H 6.71 1.33 0.50 8.54 
Level 41 7.71 1.33 0.56 9.60 
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. ATTACHMENT E· (CON' T. )
 

A. Leyel 2 

1. Owner-Operated Facilities 

a.	 Daytime supervision. Level 2 provides one staff person 
for eight hours, seven days a week, for each six clients, or 
a 1:6 staff-to-client ratio. This results in 1~33 bours of 
staff time per client per day when expressed on a one-to-one 
basis. Expressed mathematically: 

8 hours of staff time per day • 1.33 
6 clients bours/client/day 

In addition to this regular daily staffing, the Level 2 rate 
pays for a staff-to-client ratio of 1:6 for an additional 
eight hours each weekend day. This results in an additional 
.38 hours of staff time per client per day when expressed on 
a one-to-one basis. Expressed mathematically: 

16 hours of staff time per yeekend ~ 7 days/week • .38 
6 clients hrs/cl/day 

The total number of hours of staff time is 1.33 + .38 • 1.71 
hours per client per day. 

b. Night supervision. There are no night supervision
requirements for this type of facility in the Community Care 
Facility (CCF) licensing regulations. See Attachment D. It 
is assumed that the owner sleeps at home at night, and that 
no staff is awake and on duty. The federal Fair Labor 
Standards Act (FLSA) does not require that this sleep time 
be reimbursed as -hours worked-. 

c. Coverage factor. The coverage factor provides for the 
cost of providing substitute staff when regularly-scheduled
staff are absent. The model allows 22 days per year of 
absence for each regular staff. The 22 days are based on ten 
days of vacation, ten federal holidays, plus two days (16
hours)in training. Level 2 training time is based on the 
DDS quality assurance (CA) standards and includes 8 hours of 
ongoing annual training for all staff, and 16 hours of ini 
tial training for new staff, assuming a 50\ staff turnover 
annually. 

1.71 x 22  .• 365 • .10
hrs/cl/day absent days/year days/yr hrs/cl/day 
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ATTACHMENT E (CON'T.)
 

2. Staff-Operated Facilities 

a. Daytime supervision. This sub-element is the same as for 
owner-operated facilities: 1.71 hours per client per day. 

b. Night supervision. One staff awake and on duty per 16 
clients, for a 1116 staff-to-client ratio, for eight hours 
per night, seven days per week. Tbis conforms to Title 22 
CCF licensing standards and to the federal FLSA. Expressed
mathematically: 

8 hours of staff time per dAY • .50
16 clients bours/cl/day 

c. Coverage factor. The coverage factor allows 22 days per 
year, as discussed above for owner-operated Level 2 facili 
ties. Since coverage must be provided for night as well as 
daytime supervision, the calculation is based on 1.71 + .50 
• 2.21 hours per client per day. Expressed mathematically: 

2.21 x 22 • • 365 • .13 
hrs/cl/day absent days/yr days/yr brs/c1/day 

B. Leye1 3 

1. Owner-Operated Facilities 

a. Daytime supervision. Level 3 provides these activities 
eight hours per day using the following staffing standard 
seven days a week: two staff persons for each six clients 
for six hours a day (a 1:3 staff-to-client ratio), and one 
staff person for the remaining two hours per day (a 1:6 
staff-to-c1ient ratio). This is a total of 14 hours of paid
staff time for each six clients, each day of the month. It 
results in 2.33 hours of staff time per client per day when 
expressed on a one-to-one basis. Expressed mathematically: 

14 hours of staff time per day • 2.33 
6 clients hours/cl/day 

In addition to this regular daily staffing, the Level 3 rate 
pays for a staff-to-client ratio of 1:6 for an additional 
eight hours each weekend day. This results in an additional 
.38 hours of staff time per client per day when expressed on 
a one-to-one basis. Expressed mathematically: 
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16 hours of staff time per yeekend ~ 7 days/week • .38 
6 clients hrs/cl/day 

The total number of hours of staff time per client per day
 
is 2.33 • .38 • 2.71 hours.
 

b. Night supervision. Same as for Level 2 owner-operated
facilities. There are no night supervision requirements for 
this type of facility in the ceF licensing regulations. It 
is assumed that the owner lives at the home, sleeps, and 
that this sleep time is not considered as -hours worked- as 
defined by the FLSA. 

c. Coverage factor. The coverage factor allows 22.5 days of 
absence per year per staff person. This is based on the 
same 20 days of vacation and holidays as Level 2, and 2.5 
days per year (20 hours) in training. The Level 3 training
time is based on the DDS QA standards and includes 12 hours 
of ongoing annual training for all staff plus 16 hours ini 
tial training for new staff each year, assuming a 50% staff 
turnover rate annually. Since each client in Level 3 owner
operated facilities receives 2.71 hours of staff time per
day, the coverage factor was calculated as follows: 

2.71 x 22.5 ~ 365• • .17
hrs/cl/day absent days/yr days/yr . hrs/cl/day 

2. Staff-Operated Facilities 

a. Daytime Supervision. This is the same as for Level 3,
 
owner-operated facilities, 2.71 hours per client per day.
 

b. Night supervision. This is the same as for Level 2, 
staff-operated facilities, a 1:16 staff-to-client ratio for 
8 hours per day. Expressed mathematically: 

8 hours of staff time per day • .50

16 clients hrs/cl/day
 

c. Coverage factor. As with Level 3 owner-operated homes, 
the coverage factor is based on 22.5 days of absence per 
year per staff person. Since coverage must be provided for 
both daytime and night supervision, it is based on 2.71 + 
.50 • 3.21 hours of staff time per client per day. Coverage 
was calculated as follows: 

.

3.21 x 22.5 ~ 365 • .20 

hrs/cl/day absent days/yr days/yr hrs/cl/day 
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c. Leyel 4 

1. Owner-Operated Facilities 

All Level 4 facilities are staff-operated. Therefore, no 
direct -supervision staffing element vas calculated for 
owner-operate~ Level 4 facilities. 

2. Staff-operated Facilities 

a. Daytime Supervision. The daytime supervision schedule is 
based on the service and rate schedule developed by the 
Department and the Special Services Advisory Group in 1987. 
It uses the same number of hours of direct care staff at 
each sub-level as vas pUblished in the Department's 1987 
report on ARM, but the numbers are expressed as hours per
client per day in this attachment, to be consistent with 
Levels 2 and 3. (Note: The consultant services standards 
have been transferred to the ARM special services rate ele
ment.) The staffing model for Level 4 direct care staff is 
given below: 

Sublevel Staff hours/client/day 

4A 3.00
 
4B 3.43
 
4C 3.86
 
4D 4.29
 
4E 4.86
 
4F 5.43
 
4G 6.00 , 
4H 6.71 
41 7.71 

b. Night supervision. One staff awake and duty for each 6 
clients, or a 1:6 staff-to-client ratio, for eight hours a 
night, seven days a veek. Expressed mathematically: 

8 hours of staff time per day • 1.33 
6 clients hours/cl/day 

c.Coverage factor. The coverage factor allows for 22.5 
days of absence per year per staff person. This is based on 
20 days per year on vacation and holidays plus 2.5 days (20
hours) of training per year. The staff training is the same 
as for Level 3 facilities because the Department's OA 
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standards for staff training are the same for Levels 3 and 
4. Since both daytime and night supervision standards are 
richer than Level 3, the amount of coverage per client is 
correspondingly higher. The coverage for each 8ublevel is 
as follows: 

Sublevel hrs/cl/day x absence days .: 365 hrs/cl/day. • 
(day + night) per yr days/yr coverage 

4A 4.33 22.5 365 0.27 
4B 4.76 22.5 365 0.29 
4C 5.19 22.5 365 0.32 
4D 5~62 22.5 365 0.35 
4E 6.19 22.5 365 0.38 
4F 6.76 22.5 365 0.42 
4G 7.33 22.5 365 0.45 
48 8.04 22.5 365 0.50 
41 9.04 22.5 365 0.56 

II. Direct care staff wages And benefits. 

A. Staff salaries. The 1988 residential care cost study will 
determine the average hourly wages of direct care staff in ARM 
facilities. Only those ARM facilities that bad paid staff will 
be included in the calculAtion, And Any direct care staff 
salaries that were beneath the minimum wage will be excluded. 

Pirst, the Department wants to know if staff wages differ by
level of facility. When DDS developed the current ARM rates, it 
used the statewide average 'wage for Level 2 staff, a slightly
higher wage for Level 3 staff, and an even higher wage for Level 
4 staff (one wage for all sublevels). Price Waterhouse should 
use ARM facilities to identify the average wages for Levels 2 and 
3, and use special services and negotiated rates facilities to 
represent Level 4 facilities. 

Second, the Department wants to know if the average wages in 
ARM facilities (Levels 2 and 3) differed from the average wage in 
the CCF traditional facilities. 

Third , the Department wants to know how the wages collected 
from the facility sample compare with comparable wages in the 
industry. See Attachment 8. 
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B. Staff benefits. Price Waterhouse has collected informa
tion on staff benefits paid. Develop average staff benefits 
paid, after excluding any facilities paying less than the minimum 
required benefits. Then compare these average actual staff bene
fits data with a modelled staff benefits package representing 
required benefits only (See Attachment F). Price Waterhouse will 
recommend a staff benefits factor based on this analysis. 

File A'rl'E.REC 
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Appendix D: Dlila Used lo Develop ARM Level 4 Rilles 

DATA USED TO DEVELOP RECOMMENDED ARM LEVEL 4 RATES 

A) Assumptions Used to Develop Traditional Rates 

1. ARM leve14 data represents combination of Negotiated Rale IJ\d Special Services facilities in 1988 rale study sample. 
2. All but2 of the 77 facilities in Negotiated Rale or Special Services groups are staff operated, hence operation type is not an issue. 
3.	 Number of days in month is assumed to be 30.42 
4.	 Estimated change in Calif. CPI (All Urban Consumers) 7/1/87 to 12/31/89 is 12.5%. (Comm. on State Finance) 12.5% 

Estimated change in Calif. CPI (All Urban Consumers) 7/1/87 to 4/1/88 is 3.5% (Comm. on State Finance) 
5.	 Assumes a proprietary fee calculated as a 4.97% IX'e-tax return on sample net assets per c1ienL 4.97% 
6. All cost data presented below are in 1987 dollars as reponed by sample facilities particpating in this study. 

B) Basic Living Needs (WIC Sec. 4681.1(b) (1)) 

1)	 Based on data collected from the 1988 Study 

Sample Mean BLN Sample Median BLN Combined Groups 
Cost per Month Cost per Month Mean Median 

Med.FMV High FMV Med.FMV High FMV 

Total $558 $648 $521 $597 $619 $576
 
N=77 N=25 N=52 N=25 N=52 N=77 N=77
 

C) DIrect Supervision (WIC Sec. 468U(b) (1» 

I) ARM Direct Supervision Standards 

Number of Hours of DIrect Supervision per Client Day 
ARM Rate Hours Per 

Level Daytime Night Coverage Total Month 

leve14 4A 3.00 1.33 0.27 4.60 139.9 
4B 3.43 1.33 0.29 5.05 153.6 
4C 3.86 1.33 0.32 5.51 167.6 
4D 4.29 1.33 0.35 5.97 181.6 
4E 4.86 1.33 0.38 6.57 199.9 
4F 5.43 1.33 0.42 7.18 218.4 
40 6.00 1.33 0.45 7.78 236.7 
4H 6.71 1.33 0.50 8.54 259.8 
41 7.71 1.33 0.56 9.60 292.0 
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Appendix D: Data Used to Develop ARM Level 4 Rates 

2) Sample Mean and Median Hourly Wages and Benefits ror Direct Supervision Starr 

a) Sample wages and benefits without respect to minimum wage or tax law requirements. 

Hourly wage rate (including facilities paying 
subminimum wages in 1987) 

Mean Wage Rate 
Med. FMV High .'MV 

55.75 55.96 

Median Wage Rate 
Med. FMV High FMV 

55.61 56.06 

Combined Groups 
Mean Median 

$5.81 55.82 

Employer laXes and benefits per holD' 
(includes facilities paying 50 benefits) 
(I Med. FMV & 0 High FMV pay SO) 

51.14 51.16 51.12 $1.17 $1.09 $1.10 

TolAl compensation cost per hour: $6.89 $7.12 $6.73 $7.23 $6.90 $6.92 

Number of facilities in sample with this data: N=25 N=52 N=2S N=S2 N=76 N=76 

3) Sample wages and benefits with adjustments to renect minimum wage and tax law requirements. 
(Facilities paying sub-minimum wages were brought up 10 minimum wages.) 
(All benefits based on actual sample results since all are above 18.383% legal minimum.) 

HOlD'ly wage rate (adjusted for facilities paying 
subminimum wages in 1987) 

Mean Wage Rate 
Med. FMV High FMV 

$5.80 $5.96 

Median Wage Rate 
Med. FMV High FMV 

$5.61 $6.06 

Combined Groups 
Mean Median 

$5.82 $5.82 

Employer taxes and benefits per holD' 
(based on actual sample data) $1.14 $1.16 $1.12 $1.17 $1.10 $1.11 

TolAl compensation cost per hour: $6.94 $7.12 $6.73 $7.23 $6.92 $6.93 

Number of facilities in sample with this data: N=25 N=52 N=25 N=51 N=76 N=76 
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Appendix D: Data Used to Develop ARM Level 4 Rates 

4) Cost per month or Direct Supervision using ARM standards and allernatlve wage rates. 

a) Actual wage and benent rates round In sample raclllties 

ARM Rate 
Level 

Sample Means 
Mcdiwn High 

Sample Medians 
Mediwn High 

Combined Groups 
Mean Median 

Level 4 4A 
4B 
4C 
4D 
4E 
4F 
40 
4H 
41 

S964 
SI.058 
SI.155 
SI.251 
SI.377 
S1,505 
$1.631 
SI.790 
S2.012 

S996 
SI.094 
SI.193 
SI.293 
$1.423 
SI,555 
SI.685 
SI.850 
S2.079 

S942 
SI.034 
SI.128 
SI.222 
$1,345 
SI,470 
$1.593 
51.748 
$1.965 

SI.012 
SI.111 
SI.212 
S1,313 
SI,445 
SI.579 
S1,711 
SI.878 
S2.111 

S966 
SI.06O 
SI.157 
SI.253 
SI.379 
SI.507 
SI.633 
S1,793 
S2.015 

S968 
SI.063 
SI.160 
SI.257 
$1,383 
$1.511 
SI.638 
SI.798 
$2.021 

b) Legal wage and benent rates (adjusted for subminimum "'age and benent levels) 

ARM Rate 
Level 

Sample Means 
Mcdiwn High 

Sample Medians 
Medium High 

Combined Groups 
Mean Median 

Level 4 4A 
4B 
4C 
4D 
4E 
4F 
40 
4H 
41 

S971 
SI.066 
S1,163 
SI.260 
S1,387 
S1,516 
51,642 
51.803 
52.027 

5996 
SI.094 
SI.193 
S1,293 
$1,423 
SI,555 
S1,685 
51,850 
52,079 

5942 
$1.034 
51.128 
51,222 
51,345 
SI,470 
S1,593 
$1.748 
51.965 

SI.012 
SI,III 
SI.212 
$1,313 
SI,445 
S1,579 
$1.711 
51.878 
52,111 

S968 
$1.063 
SI.160 
SI.257 
$1,383 
SI,511 
$1,638 
51,798 
52,021 

S970 
SI.065 
SI.162 
SI,259 
SI,385 
$1,514 
51.640 
51,800 
52,024 
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Appendix D: Data Used to Develop ARM Level 4 Rates 

D) Special Services (WIC 4681.1 (b) (3» 

1) Modelled allowance for outside clinical consultants. 
(Based on DOS supplied S28.04 per holD' rost for clinical consultants.) 
Cost per consultant hour: S28.04 

ARM Rate Consultant Hours Cost Per 
Level Per Client Month Client Month 

Level 4	 4A 2 S56 
4B 2 S56 
4C 2 S56 
40 3 S84 
4E 3 S84 
4F 3 S84 
40 4 S112 
4H 4 S112 
41 4 S112 

2) Actual	 Study Findings for Special Supplies and Equipment Expenses 

Sample Mean Spec. Sup. Sample Median Spec. Sup. Combined Groups 
Cost per Month Cost per Month Mean Median 

Med.FMV High FMV Med.FMV High FMV 

Total S5 S13 so S6 $11 S4 
N=77 N=25 N=52 N=25 N=52 N=77 N=77 

Note: 16 of lhe 25 Mediwn FMV facilities spend SO. 13 of 52 in lhe High FMV spend SO. 

3) Total Special Services Expenses (combines l(b) " 2 above) (using legal wage and actual benefit rates) 

ARM Rate Sample Means Sample Medians Combined Groups 
Level Mediwn High Mediwn High Mean Median 

Level 4	 4A S61 S69 556 S62 S67 560 
4B 561 569 556 S62 $67 $60 
4C S61 $69 $56 $62 $67 S60 
40 S89 S97 $84 $90 $95 $88 
4E $89 S97 $84 $90 $95 $88 
4F S89 $97 $84 $90 S95 $88 
40 $117 SI25 S112 S118 S123 $116 
4H 5117 S125 $112 S118 $123 S116 
41 S117 $125 S112 $118 $123 S116 
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Appendix 0: Data Used to Develop ARM Level 4 Rates 

E) Unallocated Services (WIC Sec. 4681.1 (b) (4» 

1) Including Unallocated wages and beneWs 

Sample Mean Unallocated Sample Median Unallocated Unallocated Cost 
Cost per Month Cost per Month Combined Groups 

Med.FMV High FMV Med.FMV High .'MV Mean Median 

Total $486 $570 $403 $476 $543 $469 
N=77 N=25 N=52 N=25 N=52 N=77 N=77 

F) Mandated Capital Improvements (WIC Sec. 4681.1 (b) (5» 

All capital improvement costs (mandated or not) related to the provision ofclient services 
are included in lhe Basic Living Needs or Unallocated Services Cost components above. 
As a result, no separate component is presented. 

G) Proprietary Fee (WIC Sec. 4681.1 (b) (6» 

a) Sample Mean Net Assets per Client b) Sample Median Net Assets per Client 

Sample Pre • Tax Sample Facility Sample Pre· Tax Sample 
Net Assets Return on Prop. Fee Operation Sample Net Assets Return on Prop. Fee 
Per Client Assets Per Month Type Size Per Client Assets Per Month 

Total N=77 $5,311 4.97% $22 Total N=77 $2,756 4.97% $11 

Sample Mean Sample Median Combined Groups 
Net Assets Per Client Net Assets Per Client Mean Median 
Med.FMV High FMV Med.FMV High FMV 

Total N=77 $5,205 $5,362 $2,840 $2.712 $5,311 $2,756 
N=25 N=52 N=25 N=52 N=77 N=77 
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Appendix D: Data Used to Develop ARM Lenl 4 Rates 

Pre-Tax rate or return ror calculating the proprietary ree: 4.97% 

Combined Groups 
Operation Sample Proprietary Fee Proprietary Fee 
Facility Sample Mean Sample Median 

Mean Median
 
Type Med.fHlgh Med.FMV High FMV Med.FMV High FMV
 

Total N=77 $22 $22 $12 $11 $22 $11 
N=25 N=52 N=25 N=52 N=77 N=77 

• 
H) Geographic Adjustment Factor (WIC 4681.1 (b) (7» 

WIC 4681.1 requires a geographic adjusbnent factor hence. we have presented and used sample means and m ians to compute rates by geographic areL 
These geographic adjustments have been included in BLN. Direct Supervision, Special Services, and Unallocated Costs. 

The High FMV group includes all facilities in the following counties: Alameda, Contra Costa, Los Angeles. Marin, Orange, San Diego, San Francisco, San Mateo, 
Santa Clara, Santa Cruz. and VenturL All olher counties are in Ihe Medium FMV group. 

I) Dual Diagnosis Rate (WIC Sec. 4681.1 (b) (8» 

No data were collected or analyzed during this study pertaining to this component
 
It is our understanding Ihat DDS has determined Ihat such. rate component is not necessary.
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S22 N/A S2.098 
S22 N/A S2,193 
S22 N/A S2,29O 
S22 N/A S2,415 
S22 N/A S2,542 
S22 N/A S2,671 
S22 N/A S2,825 
S22 N/A S2,986 
S22 N/A S3.210 

eel upv. p. ee lag. 0 

S22 N/A S2,306 
S22 N/A $2,403 
S22 N/A S2,503 
S22 N/A S2,63O 
S22 N/A $2,760 
S22 N/A S2,893 
S22 N/A $3,051 
S22 N/A S3,215 
S22 N/A $3,445 

Appendix D: Data Used to Develop ARM Level 4 Rates 

ARM LEVEL 4 RATES IF SET USING MEANS (Illustration only) 

Assumptions: 
1) Mean costs used for all elements 4) BLN. VC. OS. SSt Prop. Fee vary by 
2) ARM direct supervision model used geographic region 
3) Legal wages and actual benefits per hour 

1. Study Data Findings 
A) Medium FMV Counties 

ate 
Level 4 Ilect upv. p. ee lag. 0 

$558 S971 
4B 
4A 

$558 Sl,066 
$558 SI.163 

40 
4C 

$558 SI.260 
4E $558 S1,387 
4F $558 SI.516 
40 $558 SI.642 
4H $558 SI.803 
41 $558 $2,027 

A ate 
Level 4 

4A $648 S996 
4B $648 SI.094 
4C $648 SI.193 
40 $648 S1,293 
4E $648 SI,423 
4F $648 $1,555 

$648 S1,685 
4H 
4G 

$648 S1,850 
41 $648 S2,079 

2) Study data findings updated to April I, 1988 

MediumFMV HighFMV 
ARM Rate COWllies Comuies 
Level 4 

4A S2,I71 S2,386 
4B S2,270 S2,487 
4C S2.370 S2,59O 
4D $2.500 S2,723 
4E $2.631 S2.857 
4F S2,764 $2,994 
40 $2,924 S3,157 
4H $3.090 S3.328 
41 $3.322 $3,565 

3) Percentage Change In Actual 87-88 ARM Level 4 Rates Required to Match Study Data Findings 
UJpdated to AprI1 1. 19 88Levels 

Actual 
HighFMV 87-88 ARM 
Cotmties Level 4 Rate 

22.6% S1,946 
19.5% S2,081 
16.9% S2.215 
14.3% S2,382 
11.5% S2,562 
9.2% S2,742 
6.9% S2,953 
4.7% S3,178 
2.1% S3,493 
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Actual 
87-88 ARM 
Leve14 Rate 

SI.946 
S2,081 
S2,215 
S2.382 
S2.562 
$2,742 
S2.953 
S3.178 
S3,493 

ARM Rate 
Level 4 

4A 
4B 
4C 
40 
4E 
4F 
40 
4H 
41 

MediurnFMV
 
Cotmties
 

11.6%
 
9.1%
 
7.0%
 
4.9%
 
2.7%
 
0.8%
 
-1.0% 
-2.8% 
-4.9% 



Appendix D: Data Used to Develop ARM Level 4 Rates 

4) Recommended ARM Level 4 Rates ror FY 1989-90 Based on Study Sample Data 

ARM Rate 
Level 4 

4A 
4B 
4C 
4D 
4E 
4F 
40 
4H 
41 

MediumFMV
 
CO\Dlties
 

$2,364 
$2,471 
$2.581 
$2,722 
$2,865 
$3.011 
$3.185 
$3.366 
$3,619 

AcnW 
HighFMY 87-88 ARM 
Co\Dlties Level 4 Rate 

$2.598 $1,946
 
$2,708 $2.081
 
$2.820 $2.215
 
$2,964 $2,382
 
$3.111 $2,562
 
$3.260 $2,742
 
$3,439 $2,953
 
$3.625 $3,178
 
$3.884 $3,493
 

5) Percentage Change In 1987-88 ARM 4 Rates Required to Match Projected 
FY 1989-90 Rates Based on 1988 Rate Study Sample 

ARM Rate 
Level 4 

4A 
4B 
4C 
4D 
4E 
4F 
40 
4H 
41 

MediumFMV
 
Counties
 

21.5% 
18.8% 
16.5% 
14.3% 
11.8% 
9.8% 
7.9% 
5.9% 
3.6% 

Actual 
HighFMY 87-88 ARM 
Co\Dlties Leve14 Rate 

33.5% $1.946 
30.1% $2.081 
27.3% $2,215 
24.5% $2,382 
21.4% $2,562 
18.9% $2,742 
16.4% $2.953 
14.1% $3.178 
11.2% $3.493 
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