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I. Overview

What we were asked to do
and a brief summary of our responses

Last October (2002), the Service Employees International Union (SEIU) asked Allen,
Shea & Associates (ASA) to study the fiscal implications of a proposed major change in
California’s developmental disabilities services system: creation of Workforce Service
Centers (WSC) to serve as administrative employers of direct service workers,
performing certain human resource functions, and working alongside program
managers (agencies, and individuals and families without an agency affiliation) who
are responsible for hands-on services to Californians with developmental disabilities
and their families. (Note: We were not asked to take, nor have we taken, a position
on the legislation developed by the SEIU.)

SEIU asked ASA to provide answers to several interrelated questions: (A summary of

our answers are in italics.)

1. Within community developmental services, how many people work in direct
service capacities for individuals with developmental disabilities and their
families?

Exhibit A provides estimates of the number of individuals working within
selected segments of the community developmental services system, funded
through the Departments of Developmental Services (DDS) and Rehabilitation
(DOR). Additional detail may be found in Chapter Il. The segments shown in
Exhibit A account for about three-quarters of regional center Purchases-of-
Service (POS) outlays, plus follow-along supported employment and Work
Activity Programs for individuals with developmental disabilities funded
through DOR. By comparing full-time-equivalents (FTEs) with total number of

individuals, one can see that users of non-agency vendored services employ a
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disproportionately large number of part-time workers. This is because
‘vouchered respite’ (i.e., parents as vendors) dominates the picture, and most
respite hour allocations are small numbers of hours per person per month

(e.q., 10, 14, or some similar number).

Exhibit A. Estimated Employment in Selected Industry Sectors

Individuals Full-time-
Full-time Equivalent
Industry segment Total (or more) Part-time (FTE)
Community-care residential 30,000 20,000 10,000 26,000
Day programs, look-alikes, & Hab 16,250 13,250 3,000 14,750
Independent/supported living
services 15,000 9,000 6,000 12,000
Non-agency vendored services
(e.g., in-home respite,
transportation) 30,000 1,000 29,000 6,000
Total 91,250 43,250 48,000 58,750

2. Within the industry, what is the cost (whether easily measured in financial
statements or not) of various human resource functions?
The cost of replacing direct service workers, due to turnover, is estimated to
be at least $100 million per year, and could be as much as $200 million. These
estimates, developed in Chapter IV, are predicated on use of on-call,
substitute workers to fill vacancies while longer-term replacements are
sought. To the extent that vacancies are left uncovered, with work spread
among co-workers and supervisors, thereby reducing service quality, the

estimates overstate the direct financial impact of excessive turnover.

Payroll services may currently amount to about $6 million per year (510 per

month x 50,000 employees).” Based on estimates of pay and benefits in

' This number is less than the 91,250 workers in Exhibit A because some program managers doubtless
pay cash and many workers, especially in community-care residential settings, are self-employed or
technically, unpaid family workers.
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industry segments of interest (See Exhibit A), and assuming that workers
compensation premiums are 16% of wages and salaries in community-care
residential services, and 6% in all other segments, workers compensation
insurance may cost as much as $50 million to $75 million per year. Our
estimates take into account the fact that self-employed individuals are not
required to carry workers compensation insurance, and many non-agency
vendors probably rely on homeowner’s or renter’s insurance to handle worker
compensation claims. The extent of non-coverage is unknown, and therefore
uniform coverage under WSCs could add to overall worker compensation costs.
The same could be true of liability coverage for the actions (or inactions) of
workers. Based on an assumption that liability coverage may average 1 to
1.5% of all costs, we believe that employers in the industry segments under
consideration may be spending $17 million to $25.5 million per year for
liability insurance. Even though regional centers insist that most vendors
name their regional center as an “additional insured,” regional centers carry
their own liability insurance. Absent a legislative solution to shared
responsibilities involved, WSCs could add to the total expense of liability
insurance - if both WSCs and program managers feel a need for liability

insurance coverage.

We have no current estimates of how much is currently spent by program
managers for benefits and benefits management. Nevertheless, we know that
many program managers offer health plans for their full-time employees.
Therefore, for discussion purposes only, we present an estimate for “health
benefits” in Exhibit B, on the next page. If 60% of full-time workers had
health benefits costing employers $200 per person per month, the total outlay
would be 562 million per year. Hence, we express the estimate as a range
from $50 million to 575 million per year. If large group purchasing could
achieve a savings of 15%, savings would be $7.5 million to 11.25 million per

year. To the extent that additional funds are forthcoming to improve wages
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and benefits, we believe that WSCs, by using group purchasing power, will be
able to access a more complete array of attractive benefit options of interest
to workers and their program managers. Because unemployment
compensation is experience-based, and because WSCs will help in retaining
temporarily unemployed individuals as part of the direct care workforce, we
do not see cost-savings for unemployment insurance. Nor do we assume that
unemployment insurance costs will increase. A labor exchange (i.e., registry)
can help unemployed individuals find work. We do not have a basis for
estimating the present cost of “other, miscellaneous human resource work,”
and therefore have nothing to contribute to an argument that WSCs will

impact such costs one way or the other.

What we have said about the cost of various human resource functions, as

presently performed, is summarized in Exhibit B, below.

Exhibit B. Estimated Annual Cost of Various Human Resource Functions

Human resource function Dollars

Dealing with employee turnover $100,000,000 to $200,000,000
Payroll (checks, deposits, reports) $6,000,000

Workers compensation $50,000,000 to $75,000,000
Unemployment insurance No estimate

Liability insurance $17,000,000 to $25,500,000
Health benefits $50,000,000 to $75,000,000
Benefits management No estimate

Other, miscellaneous human resource work No estimate

NOTE: See text for underlying assumptions, and reasons for not making estimates in some
cases.

3. Which functions might rationally (effectively and efficiently) be centralized
in a Workforce Service Center (WSC), serving as employer? Which functions

would logically stay with program managers?

WSCs should be able to provide cost-effective payroll, registry (referral of

qualified workers to program managers), initial basic training (e.gq., First Aid

Page 4



Assembly Bill 649: Selected Human Resource and Financial Implications

and CPR), and certain benefit management services. The latter includes
workers compensation, unemployment insurance, group purchasing of health
insurance, retirement (e.gq., pensions), and other benefits. Program managers
will continue to recruit, select, orient, train, direct, evaluate, promote and
terminate workers. Some will want to use a WSC registry to supplement
existing recruitment channels. Non-agency program managers, in particular,
may be eager to use WSCs in a variety of ways, including accessing benefits
and needed insurance, and accounting for payroll and other expenses (i.e.,
serving as a financial intermediary). Assigning responsibility for training,
broadly, between and among WSCs and program managers will take time and
collaboration. Absent changes in state law, liability insurance is likely to be
duplicative. The comparative cost of workers compensation and
unemployment insurance will depend on several factors, including changes in
the extent of coverage, and the dynamics of large WSCs and many small
program managers and the extent to which they behave in ways that minimize
unemployment, injuries, and help people get back to work. Both WSCs and

program managers will want to keep some personnel records.

4, How much would it cost to establish and operate Workforce Service
Centers, under various assumptions about number, duties, and
responsibilities?

After estimating the number the direct support professionals’* per WSC and the
costs associated with personnel, core and self-determination functions, and
overhead, we estimate the costs for thirteen WSCs to be 534,480,526 in the
first year of full operation. Phase-in costs anticipated for the first couple of

years of operation are considerably less. The details of full-operation

2 We use the terms direct service worker, direct support professional, and direct support worker
interchangeably in this report.
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estimates can be found in Chapter IV: The Costs of Operating Workforce

Service Centers.

5. What system gains and service improvements might be realized by
organizing human resource work in a new way? Besides efficiency gains
stemming from specialization and division of labor, would WSCs aid in
attracting and retaining a higher quality workforce, provide better access to
a wide range of affordable employee benefits, help reduce the cost of
workers compensation, and assist in other ways (e.g., increase federal

financial participation in developmental services in the community)?

If additional funds were available to support higher wages and benefits, WSCs
could be part of a strategy to attract and retain a higher quality workforce. In
time, WSCs should be able to negotiate better deals for a wide range of
employee benefits (e.g., health, vision, dental, retirement, disability
insurance for the self-employed), and reduce the cost of workers
compensation for some (but not all program managers)® - if WSCs, program
managers, and direct service workers are wise and adept at controlling worker
compensation costs. Improvements in the direct service workforce, including
greater stability, could be helpful in getting greater federal financial
participation in community services in California. In addition, addressing
geographic rate differentials and needless dislocation to obtain services could
move California forward in supporting more regular lives through self-
determination and by facilitating services and supports outside licensed

settings.

3 Some program managers (with employees) do not have workers compensation coverage, despite the
fact that such insurance is mandatory. Some employers may have “special deals” related to
occupational classifications, worked out in the past, that give them lower rates than may be available
through WSCs at this time.
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What we have done

Our work is based on our knowledge of the service system, and on interviews,
conversations with providers and policymakers, participation in workgroups that have
looked at major aspects of the WSC proposal (in concept form), analysis of existing

data, and a review of relevant literature.

The rest of this report

In Chapter Il, we describe the community developmental services industry, and its
workforce. That workforce includes many on payroll, plus self-employed individuals,
unpaid family workers, and people treated as if they were independent contractors.
In Chapter lll, we describe, in general terms, human resource functions. In Chapter
IV, we examine those tasks (e.g., separation costs, recruitment, orientation and
initial training, temporarily reduced productivity) that are largely a function of
turnover. Employee turnover is discussed in detail for several reasons: (1) the
economic and human costs involved; (2) the relationship between excessive voluntary
turnover and service quality; (3) widespread agreement among stakeholders that
turnover needs to be reduced; and (4) the fact that the Workforce Service Center
concept may be part of a strategy to reduce turnover and improve the overall quality
of services and supports. In Chapter V, we turn to those on-going tasks and expenses
(e.g., payroll processing, on-going benefits management, insurance) that are not
closely tied to turnover. Chapter VI presents estimates of the cost of establishing and
operating Workforce Service Centers, under a number of assumptions about number,
roles, and responsibilities. Aside from a set of appendices, Chapter VII concludes this
report by discussing opportunities for aligning the Workforce Service Centers proposal

with the needs and aspirations of various stakeholders.

Some policy leaders (especially within regional centers) have suggested focusing on
non-agency program managers, such as individuals using a self-determination mode,
and parent vendors of in-home respite, transportation, and other services. We

believe that WSCs, working closely with regional centers, can assist in the
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development of an efficient infrastructure to support self-determination. Assembly
Bill 649 includes elements that begin to correct for geographic inequities in funding,
in service availability, and in the proportion of adults who live in their own homes
rather than in licensed places. As presently envisioned, WSCs will generate
information of value to DDS, regional centers, families, individuals and advocates.
Much of this information would be helpful with policy, system planning, and quality

enhancement.
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ll. The Industry and Its Workforce

The industry

One can define the community developmental services industry in several ways.
Whichever way is chosen, certain employers serving individuals with intellectual and
other developmental disabilities will be included, others excluded. Initially, SEIU
asked us to look at (1) day programs (including respite), (2) independent and
supported living services, (3) community-care facilities (CCFs), and (3) transportation.
Including so-called look-alikes, these service categories account for nearly three-
fourths of all purchase-of-service (POS) funds spent through California’s 21 regional
centers. The State’s budget for Community Services in 2002-03 is $2,259,667,000
(estimated), with $1,806,782,000 for Purchases of Service. Most of the remainder
goes for regional center Operations.

Within community-care facility settings, some part of the board and care portion of
Supplemental Security Income/State Supplemental Payments (5S1/SSP) and of Social
Security Disability Insurance (SSDI) goes for a base level of care (labor services),
although there are practically no Level 1 (SSI Only) CCFs serving individuals with
developmental disabilities. Most Social Security money pays for food, clothing, and
shelter. Social Security benefits for board and care in CCFs exceed $200 million each
year. Habilitation funding through the Department of Rehabilitation (DOR) amounts
to about $140 million per year. Habilitation pays for Work Activity Programs (WAPs,
or sheltered workshops) and Supported Employment (competitive employment, with
support) for individuals with developmental disabilities. Those who work with clients
in WAPs, but are not “sheltered workers” (individuals with developmental
disabilities), are included in this report as direct service workers. The Department of
Developmental Services (DDS) will take over responsibility for this program from DOR,

if the Legislature agrees with the Governor’s 2003 budget proposal. Finally, while we
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include CCFs in our analysis, Assembly Bill 649 excludes services in long-term health
care facilities. About 8,000 regional center clients use the services of community
Intermediate-Care Facilities (ICFs of various kinds) and Skilled Nursing Facilities
(SNFs), at a cost of $300 to $400 million per year.

Certain other services have been excluded from this study, including early
intervention services (0-3 year olds) and a variety of therapies sometimes funded by
DDS (e.g., behavior, speech). Also excluded is a broad array of services and supports
not funded through DDS but available to many individuals with developmental
disabilities, including In-Home Supportive Services (IHSS); health and mental health
services; and educational services from preschool through postsecondary education
(both regular and special).

Many employers offering services in licensed CCFs, other residential services
(independent and supported living), and/or day programs limit their services to
individuals with intellectual and other developmental disabilities. This means that
they use a single funding stream: State and federal budgeted dollars through the
Department of Developmental Services, to regional centers. Yet, many other program
managers use multiple funding streams, and some serve non-regional center clients.
This is especially true for Work Activity Programs and some supported employment

agencies.

Most CCFs that serve individuals with developmental disabilities work closely with
regional centers, and get most (if not all) of their POS dollars through the
developmental services system. Other operators of CCFs provide services for an array
of individuals, including children in foster care, adults with substance abuse or
psychiatric disabilities, and elders needing (and wanting) non-medical residential
services. Some CCF providers also provide long-term health care services (e.g.,
intermediate-care facilities/developmentally disabled - habilitative or nursing,
ICF/DD-Hs and DD-Ns).
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Many service providers, especially the larger non-profits with day program offerings,
receive gifts and donations and/or generate funds from businesses intended to
provide training, employment, and revenues from any net profits. In California, the
backbone of the CCF system is so-called “Mom and Pop” operators of care homes.
Sometimes, more than one family member provides services (care and supervision) to
individuals living in the home. Not infrequently, a second earner works outside the
home, and some of that person’s earnings may be used to underwrite certain costs of

care.

The direct service workforce and labor market

California’s developmental service system has about 8,000 employers, not counting
about 30,000 individuals and family members who are vendored to buy various
services for their family members with developmental disabilities. Most of these non-
agency, program managers are authorized to bill regional centers for respite services
or transportation. Often, some or all of the services are delivered by family members
or close friends, typically providing respite or transportation on a part-time basis.
Table 1 shows estimated number of workers (full- and part-time) and FTEs for each of

the major developmental service categories.

Table 1: Estimated Employment in Selected Industry Sectors

Individuals Full-time-
Full-time (or Equivalent
Industry segment Total more) Part-time (FTE)
Community-care residential 30,000 20,000 10,000 26,000
Day programs, look-alikes, & Hab 16,250 13,250 3,000 14,750
Independent/supported living
services 15,000 9,000 6,000 12,000
Non-agency vendored services
(e.g., in-home respite,
transportation) 30,000 1,000 29,000 6,000
Total 91,250 43,250 48,000 58,750
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Community-care residential services

Approximately 4,600 community-care facilities (CCFs) in California provide
licensed residential services for about 24,000 individuals (children and adults).
Some are quite large, meaning that they provide services to 7 or more individuals
(sometimes, 16 or more). The modal care home serves six individuals, typically
two to a bedroom. In many regional centers, there is an on-going effort to vendor
new providers to serve no more than four individuals. This often gives unrelated
individuals (often strangers) their own bedrooms, which is more consistent with
the California Constitution than doubling-up, two to a bedroom. Section 1 of
Article 1 of the California Constitution reads: “All people are by nature free and
independent and have inalienable rights. . . [among which are] pursuing and

obtaining safety, happiness, and privacy [emphasis added].”

We estimate that CCFs use the services of about 30,000 workers, including owner-
operators and unpaid family workers. We believe that about 10,000 of these
individuals -- including many unpaid (or partly paid) family workers -- work part-
time, while many owner-operators work far more than full-time, as conventionally
measured (40 hours per week). Others who are employed as live-in’s work long
hours as well, especially in Level 2 and 3 homes. Counting “being available at
night,” many individuals in these two categories represent two or three full-time-
equivalents (FTE), because they cover 56 nighttime hours each week, plus 80-90
awake hours per week.* We believe that the 30,000 individuals represent about
26,000 FTEs, and that 24,000 or so of these FTEs provide direct services most of

the time. Both owner-operators and non-owner-operators - especially in Level 4

* These numbers are based on the following assumptions: (1) 7 days x 8 hours per day = 56 nighttime
hours per week; (2) 7 days x 16 hours per day = 112 awake hours per week; (3) all residents in outside
major day activities (e.g., school, day program, employment) an average of 24 hours per week; (4) 1
month = 4.33 weeks; (5) base level of staffing in all CCFs of 623.5 hours per month; (6) Level 3 homes
provide, on average, 182 additional hours per month of service; (7) Level 4 homes provide, on average,
600 additional hours of service (over and above Level 2); (8) FTE = 172 hours per month in Level 2 & 3
homes; and (9) FTE = 160 hours per month in Level 4 homes.
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homes, but in Level 3 homes as well - typically hire wage and salary workers to get

the work done, and to meet programmatic and licensing expectations.

Day programs, look-alikes, and Habilitation services

About 35,000 adults with developmental disabilities participate in regional center-
funded day programs of one kind or another. We estimate that traditional day
programs employ about 12,250 workers, most of whom work essentially full-time
(35 to 40 hours per week). Beyond these 35,000 adults in regional center-funded
day programs (including work programs similar to DOR-funded supported
employment), there are about 18,000 Californians with developmental disabilities
in Work Activity Programs (WAPs) and Supported Employment (SE), funded through
the Habilitation Division of the Department of Rehabilitation (DOR). We estimate
that, aside from sheltered workers, 1000 individuals work in WAPs (mostly full-
time), not including temporary production workers supplementing the work of
clients when there is a lot of work to be done. There may be another 3,000

providing supported employment services, about half part-time.

Independent and supported living services

In November 2002, there were 212 Independent Living Programs (Service Code
520), and 60 Independent Living Specialists (Service Code 635). The former
generally serve sizable numbers of individuals. On the other hand, independent
Living Specialists, working out of their homes, typically serve no more than 7 or 8
individuals if working full-time. As self-employed individuals, many work part-
time. Approximately 8,000 regional center clients receive independent or
supported living services. By convention, independent living services are time-
limited (2 years or so), and generally an individual will rarely (if ever) receive as
many as 40 hours a month of service (more typically, 15 or so). Supported living
services are not predicated on time-limitation, and can range across individuals
from a few hours a month to around-the-clock support. Indeed, there are a few

instances wherein individuals with very severe behavior problems have two

Page 13



Assembly Bill 649: Selected Human Resource and Financial Implications

personal assistants with them all (or, nearly all) of the time. We estimate that
(beyond hours paid for through IHSS) about 15,000 individuals are employed in
independent and supported living services. Perhaps two-fifths of the 15,000 (or,
6,000) are part-time employees. As with licensed residential services, some live-in
attendant/companions work far more than full-time. We believe that 12,000 is a

reasonable estimate of FTEs in this segment of the industry.

Non-agency vendors of respite, transportation, and other services

Last November, there were 25,642 family member vendors for in-home respite,
serving nearly 40,000 individuals. There were only 66 agency vendors in the same
category (in-home respite). Another 1,248 in-home respite workers were
vendored. For the most part, these are individuals working out of their own
homes. In addition, 2,273 family members were vendored to provide
transportation, and perhaps as many as 500 non-family individuals were also
vendored to do transportation. So, all told, across in-home respite and
transportation, nearly 30,000 “non-agency vendors” are involved in the delivery of
these two services. While there may be about 30,000 individuals employed in the
provision of these “non-agency” services, we believe that this amounts to 6,000
FTE or so.
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lll. Human Resource Functions

Overview and private sector examples

Most small and medium-size employers do not have a personnel (or, human resource)
officer (or, specialist) who spends essentially 100% time on human resource activities.
An administrative assistant and/or bookkeeper may spend much of their time on
human resource matters, generally in collaboration with a number of other middle-
and senior-level managers and, sometimes, contract consultants (e.g., for certain

kinds of training, such as Positive Behavioral Support).

Across the country and for many industries, there are a number of firms offering not
only payroll services, but help with staffing (e.g., temporary hires or contingent
workers) and other human resource functions. Quite a number provide back-office,
administrative, or employer-of-record services. Outsourced services can ease the
work burden of program managers, help avoid problems associated with any skirting
of independent contractor rules, and give program managers and workers an
opportunity to see whether a long-term employment relationship makes sense.
Temporary help agencies and other employers of contingent workers typically provide
an array of insurance coverages (e.g., Workers Compensation, Unemployment
Insurance), including various forms of liability insurance (e.g., extra automobile).
Some offer their customers (i.e., programmatic employers) benefit packages as well.
The cost of various services is typically billed to the employer using contingent
workers. According to USA Today (November 17, 2002), “Many businesses now
outsource operations such as payroll, security, human resources and lawn service to
third-party providers. The $150 billion industry has become entrenched because
companies see outsourcing as a way to reduce costs and focus on their core

operations.”
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With this background in mind, we devote Chapter IV to employee turnover and the
human resource functions and costs associated with turnover. One service that temp
agencies and public authorities for In-Home Supportive Services can provide is access
to pre-screened potential workers for consideration as New Hires by program
managers. WSCs will provide this service. In Chapter V, we turn to other human
resource functions not closely tied to employee turnover. There we discuss payroll
services, insurance, benefits, workforce development (e.g., working with educational
institutions around work-study and internships), and related human resource

functions.

Beyond any common, widely accepted core training, such as CPR and First Aid, we
assume that program managers will continue to be responsible for initial orientation
and training related to their work, and for directing the work of direct service
workers. Included here is on-going training, motivating workers, evaluating
performance, deciding on pay and “perks” not provided by WSCs, and promoting,

retaining, or dismissing workers (e.g., sending them back to the WSC).

Employers and program managers

Assembly Bill 649 uses two terms in referring to “employers,” as this term is
commonly understood. WSCs would be employers, and self-vendors and agencies
using direct service workers in the provision of services would serve as program
managers. Further, Assembly Bill 649 would charge the California Secretary of Health
and Human Services with responsibility for figuring out the way in which public funds
would flow within the industry, so that the quantity and quality of services is

responsive to the needs of individuals with developmental disabilities.

Perhaps the simplest (and quickest) way to get started would be for vendors,
operating under Purchase of Service (POS) authorizations, to bill as they do currently,
and for WSCs, in turn, to bill vendors for services provided and expenses incurred on

behalf of program managers and the employees for whom they are jointly responsible.
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Alternatively, WSCs could bill regional centers and the Department of Rehabilitation,
and program managers could do the same. In this case, segmentation of the over-all
rate for various services could provide opportunities to correct rather obvious
differences geographically in the use of certain services (e.g., independent and
supported living), and to strengthen the say-so of those who use services and their
constructively involved family and close friends. In licensed homes, for example,
some observers see merit in two separate rates: one for the basics of food, clothing,
shelter (and basic furnishings), incidentals, and perhaps a basic level of service; the
other for additional services and supports. Conceivably, two rates could give those

served greater control and choice of program manager.

Necessarily, for the envisioned future to be fruitful, employers and program managers
will need to develop effective working relationships. This will involve workforce
development (e.g., internships, work-study, training responsibilities, career paths),
recruitment, and a variety of other matters. One issue on the minds of leaders of

various agencies is worker loyalty. We now turn to that important matter.

The worker loyalty issue

A number of provider agencies have voiced concern over the possibility that the
establishment of Workforce Service Centers (WSCs) will diminish or wipe out the
loyalties that their workers have for them (as program managers). In response to this
concern and in an attempt to understand how worker’s loyalties are established and
maintained and how they may transform with the establishment of the WSC, Shea
Cunningham conducted a literature review and found two relevant studies on this

topic (Barringer & Sturman; Lowe, Schellenberg, & Davidson).

The Cornell study by Barringer and Sturman reviewed existing studies and surveyed
contingent workers in the Northeast of the United States. Because the WSC model is
similar to a temporary agency (or, to an administrative employment agency that

processes payroll, workers compensation, liability insurance and pensions, and the
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like, for other employers), findings from the Cornell study would seem relevant to the

loyalty issue.

According to Shea Cunningham, these studies suggest:

1. Contrary to popular belief, the organizational commitment of most workers

surveyed to employers where they work is relatively high.

2. Loyalty has traditionally been an important commodity of exchange; employer
loyalty, in the form of job security, is exchanged for employee loyalty in the
form of organizational commitment. Contingent workers traditionally do not
enjoy job security. However, job security may be improved through the WSC
rather than diminished, because it will likely facilitate movement among
employers within the developmental services industry. Nonetheless,
programmatic employers can provide contingent workers other valued
commodities in order to build loyalty, including organizational support,
satisfactory relations with co-workers, satisfactory pay, and satisfactory work.
In other words, if program managers afford their workers favorable working
conditions, workers will develop (or maintain) their organizational
commitment. The willingness of a worker to make a commitment to an
organization is influenced by their perceptions of how committed that

organization is to them.

3. Contingent workers, who interact with managers at both administrative and
programmatic employers (program managers), develop distinct perceptions of

organizational support and form distinct attachments to both.

4. Some worker loyalty is developed for the administrative employer, since their
pay may be set there, and their checks cut there. If pay is perceived as low,

worker loyalty toward the administrative employer is also likely to be low.

Page 18



Assembly Bill 649: Selected Human Resource and Financial Implications

This may not affect their loyalty to the employer where they work. It would
seem to follow that provider agencies may be able to pass this burden on to the
WSC (at least while wages remain low). Intrinsic satisfaction with jobs rests
with provider agencies and individuals, as the work itself, the work
environment (including job design and co-worker relations) is the responsibility

of these program managers.

5. Perceived organizational support is a more significant factor in the
development of worker loyalty than pay and job satisfaction. Positive
perceptions of organizational support are possible even in the absence of job

security or close working relationships.

6. Women exhibited higher levels of programmatic commitment than men, a
finding that is consistent with previous studies. This is particularly interesting
given that women constitute a majority of direct service workers in

developmental services.

Cunningham concludes by saying, compared with the loyalties that workers have now
to their employers (i.e., program managers), new, distinctively different loyalties to
WSCs will be created with their establishment. As long as provider agencies continue
to provide good working conditions and a supportive environment (beyond pay) for
their workers, the WSC should not threaten the loyalties already established by them.
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IV. Employee Turnover

Turnover, and its economic and human costs

The lack of qualifications and relevant experience, combined with excessive turnover,
results in both economic costs and significant human costs as well. Two systematic
national studies, and at least ten state studies, have placed the turnover rate among
community direct support workers at 50-70% per year (Larson, Lakin & Bruininks,
1998). In California, a State Auditor’s study is consistent with the national picture.
The State Auditor surveyed day programs, respite agencies, and
independent/supported living providers, and found over a 3.5-year period (1996-
1999), turnover averaged 50% per year (California State Auditor, 1999). Moreover, a
secondary analysis of the California State Auditor’s raw data shows an upward trend
in the separation rate from 1996 through 1999 for most of the positions in the survey,
both full- and part-time (Schmeling, 2003).

In places where the turnover problem has been addressed (e.g., British Columbia),
the annual turnover rate is close to 10% per year, similar to the rate at California’s
developmental centers. In Wyoming, where the government recently increased pay
(wages, benefits) for workers in community direct support positions by 51%, data for
the first three months post-pay-increase revealed that, on an annualized basis, labor

turnover in developmental services declined from 52% to 37% (Lakin, 2003).

High turnover has three pernicious effects. First, turnover absorbs considerable
resources that could be used to provide direct services and supports. Secondly,
excessive turnover results in the degradation of services (both quantity and quality),
when one relies on inexperienced, casual labor and vacancies are left unfilled or are
covered by supervisors, co-workers, or temporary, on-call personnel. Third, and very
importantly, high turnover defeats individual growth and development, and is

associated with risk of premature death, greater illness and disability, ruptured
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relationships, an inordinate need to adapt to different caregivers, and even feelings

of guilt (when the individual wonders why a caregiver left).

Immediate economic effects

The cost of turnover is notoriously difficult to measure among small and medium-
size enterprises, inasmuch as human resource functions are spread across a
number of positions, from the chief executive officer (or, head of household) on
down. A frequent rule of thumb is that these costs amount to one-third of the
annual salary for the position. So, if the average annual (FTE) wage and salary
expense were $22,500 (518,000 x employer taxes and benefits at 25%),
replacement costs would be $7,500 per vacancy. Multiplying 58,750 FTE x the
0.50, an assumed turnover rate = 29,375 new hires (FTE) each year. At $7,600 per
FTE new hire, the economic cost of turnover would be well above $200 million per

year.

Assuming 50,000 FTE direct support workers have average earnings of $16,100 per
year (14,000 x 1.15, because of self-employment and unpaid family workers), and
if average turnover cost were 25% of each FTE’s annual compensation, the cost of
turnover would be 50,000 FTE x 0.50, the assumed turnover rate = 25,000 new

hires (FTE) each year. At $4,025 per FTE new hire, the economic cost of turnover

among these segments of the industry would be just over $100 million a year.

Empirical studies of the cost of turnover are fairly scant, and usually quantify only
direct replacement costs to the employer (separation, recruitment, orientation
and initial training).> Productivity losses, and inefficiencies in dealing with

vacancies, are typically not included. A recent academic survey of hotel, retail

> This paragraph is based on the work of Dr. Carol Zabin, Chair of the UC Berkeley Center for Labor
Research and Education, from her report “Direct care workers in the human services: labor market
impacts on the quality of services for people with developmental disabilities,” a report commissioned
by the Public Interest Law Center of Philadelphia, 2003.
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and restaurant employers in Santa Monica, California, for example, found that it
cost an average of $2,090 to replace a non-managerial worker whose average
salary was about $7.50 per hour (Pollin and Brenner, 2000). This survey used a
narrow definition of turnover costs that included only costs of separation,
recruitment and training, and not productivity losses. Recent estimates produced
by the human resource industry for low-wage service workers include $3,500
(Society for Human Resource Management), $3,637 (Coca-Cola Retailing Research
Council), $4,000 (American Management Association), $4,100 (American Hotel and
Motels Association), and $8,000 (Hay Group and Superb Staff Services). These
studies are cited in Reich, Hall, and Jacobs (2002). Braddock’s 1992 study of
direct care workers for people with developmental disabilities calculated average

replacement cost of $4,300.

Human costs

Three features of turnover in developmental services are especially important, for
they relate to the quantity and quality of service. First, when providers do not fill
vacancies, but simply spread the work, the fiscal effects are less, unless regional
center fiscal audits result in pay-backs, or lower payroll outlays are offset by
higher workers compensation claims (as when one worker hurts his or her back
doing a lift that should be performed by two workers). Second, if vacancies go
unfilled, by definition there is degradation in the service (quantity, if not quality,
but typically both). Third, studies of turnover in community developmental
services place the annual rate from dismissal alone at about 15% (Larson, Lakin &
Bruininks, p. 7; Lakin & Bruininks, 1981). While not all dismissals are attributable
to less-than-adequate performance, high firing rates are indicative of poor quality

work.

With funds from the national Center for Disease Control and Prevention, a group of
researchers at the University of Montana (Traci, Szalda-Petree, and Seninger,

1999) has looked at the relationship between caregiver turnover and the incidence
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of injury and use of health services. Over a two-year period, two-thirds of 266
adults with developmental disabilities had experienced a change in their personal
assistant (PA). This continuing longitudinal study found that “. . . individuals who
experienced a change in PA had significantly more secondary conditions that
limited participation, more emergency room visits and more hospitalization days
during the past year than did individuals not changing PAs. Furthermore,
individuals who experienced a change in PA had significantly more injury-related
secondary conditions than did individuals without a change in PA.” Adding
together hospital stays, emergency room visits, and physician visits, the Montana
researchers estimated these health care costs at $1,302 per person with a change

in PA, compared with $364 per person without a change in PA.

When asked about frequent turnover among caregivers, individuals with
developmental disabilities talk about uncertainty, not being able to get out of bed
or do other things, having to adapt to the different ways individuals provide
support, and feelings of guilt when thinking about why a person may have left
them. The most tragic effects revolve around not knowing individuals well, and
making serious mistakes in providing care. In developing modules for California’s
Direct Support Professional (DSP) curriculum, one of the authors asked a consulting
pharmacist: “What is the most critical skill a DSP needs to handle medications
properly?” Without hesitation, he replied: “fluency in the English language.” He
went on to explain the importance of being able to communicate well with the
prescriber, and knowing what to look for, and what to be concerned about. He
illustrated his point with an example. A care giver had two blister packs, one
labeled “AM” and the other “PM,” with a month’s supply of medication. The care
giver incorrectly assumed that the AM pack had to be exhausted before starting
the PM pack.

In watching for signs and symptoms of illness or dysfunction, Carol Fowler, M.D.,

wrote to a physician-in-training in the MEDICAL-DD listserve (MEDICAL-
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DD@LISTSERV.NODAK.EDU) (Burns, 2003): “What | have noticed most in the 16 years |

have worked with people with DD, is that continuity of care is even more
important than it is for other people. Often the only clue you may have that there
is a significant new medical problem is a subtle change in demeanor, eating or
behavior, and you'll completely miss this if the person sees a different doctor each

time they come in.” New, inexperienced direct service staff face this same issue.

Another human cost is loss in the developmental purpose of developmental
services. That purpose is for the person to grow in personal and social confidence
and skill, for the person to participate increasingly in the life of the community,
for the person to advance from segregated and congregate settings to having a life
and real jobs in integrated settings with real pay, rather than continuing to be
consigned to workshops and “handicapped-only” recreation and leisure activities.
Developmental purposes, like self-help and independence, are not possible
without the sustained, sensitive and skilled relationship between the person with a
disability and those who assist, and that relationship is often impossible without

sufficient pay to minimize turnover.

Activities associated with turnover

Many (but not all) human resource tasks are largely a function of turnover (and,

sometimes, in growth in number of employees). These include:

¢ Recruitment. - This function typically involves placing help-wanted
advertisements, posting flyers, using public (and, sometimes, private)
employment agencies, responding to inquiries, initial screening (e.g., brief
phone interview), taking job applications, setting up and conducting
interviews, checking references, discussing findings, extending provisional job

offers, and following up on TB tests, health screenings, fingerprint or other
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background checks (e.g., drug screen), establishing a basic personnel record,

completing other paperwork, and the like.®

» Separation, vacancy (and reduced productivity). - This function can involve
severance pay, exit interviews, handling grievances around dismissal, arranging
for temporary, on-call coverage while the position is vacant, or handling the
vacancy in other ways (e.g., by spreading the work among co-workers, or using

administrative or managerial personnel to fill-in).

e Orientation, training, and reduced productivity. - This function involves
initial orientation, pre-service, and in-service training of New Hires, and
dealing with a multitude of problems and issues that reflect “learning by
doing.” Not infrequently, service providers say that it takes six to twelve

months for a new direct service worker to reach full productivity.

Reducing excessive turnover, which inhibits quality
High turnover is endemic in community developmental disability services. Program
managers have adapted to high turnover, and struggle to envision a future in which

turnover is of more modest proportions (say, 10% rather than 50% per year).

Would the turnover rate among direct support workers respond to improved wages
and benefits? The answer is doubtless Yes, but the extent of change in the rate is less
certain because overall labor market conditions play a very important role. Aside
from level of wages and benefits, variables impacting voluntary turnover include job
opportunities (or tightness of the labor market), the relative attractiveness of various
job offers (e.g., comparative pay and benefits), the intrinsic nature of various kinds

of work, opportunities for advancement, employer-employee relations, and the like.

¢ Beyond the items already mentioned specifically, recruitment generally includes acquiring for the
personnel record an I-9 form, criminal record statement, Department of Motor Vehicle driving record,
insurance declaration page (e.g., if expected to drive), transcripts/licenses/other credentials, and
copies of CPR/First Aid cards, and signed copy of the organization’s personnel policies.
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With these factors in mind, it is instructive to look at some recent studies of wages
and benefits in relation to change in turnover rates. Reich, Hall, and Jacobs (2002)
recently looked at the impact of the passage of a living wage policy (called the
Quality Standard Program) among airport security workers at the San Francisco
airport. Their study showed that when wages increased from $5.75-$7.00 before the
institution of the policy to $10.00 plus health benefits afterwards, turnover dropped
from 110% per year to 25%. For other jobs in which the wage improvements were
smaller, the drop in turnover was smaller as well, but in all cases there was an
inverse correlation between wages and turnover. In addition, employers reported an
increase in the numbers of people applying for jobs, that applicants were more

skilled, and that average job performance improved.’

A study of homecare workers in San Francisco (Howes, 2002) analyzed the impact of
large wage increases for In-Home Support Services (IHSS) due to both the adoption of
San Francisco’s living wage policy and a collective bargaining agreement with SEIU.
The Howes study showed that between 1997 and 2001, as wages rose from the
minimum wage to the current rate of $10.00 plus health and dental benefits, turnover
dropped by 30%. In terms of the pool of available homecare workers, there was a 54%
increase in the number of IHSS workers in San Francisco, reversing a long-standing
problem of inadequate supply. This occurred in unlikely circumstances, when
unemployment was at historically low levels in San Francisco in the midst of the
economic boom of the late 1990s.

A third before and after study analyzed the impact of wages and benefit increases for

community developmental services in the State of Wyoming (Wyoming Health

” This paragraph, and the two which follow, are based on the work of Dr. Carol Zabin, Chair of the UC
Berkeley Center for Labor Research and Education, from her report “Direct care workers in the human
services: labor market impacts on the quality of services for people with developmental disabilities,” a
report commissioned by the Public Interest Law Center of Philadelphia, 2003.
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Department, 2002). With the express purpose of reducing turnover and increasing
quality, the wages for direct care workers in all adult developmental services funded
by the State of Wyoming were increased from $5.15 per hour to $7.50, and average
total compensation (wages plus benefits) increased from $9.08 to $13.74 per hour, or
by 51%. Using data from the first post-increase survey, which was carried out 3
months after the wage-and-benefit increase, it was found that the 51% increase in
compensation led to a 29% drop in turnover. As current and potential new workers
have time to adjust to the new reality of higher wages, turnover is expected to go

down even more.

One final experience is British Columbia, where the Provincial Government in the mid-
1990s sought to support unionization of much of the direct service workforce in
community developmental disability services. With only about 90 program managers,
the provincial government supported differential rates to encourage unionization of
selected services. Today, about half of B.C.’s developmental service workers belong
to two public sector unions. The ‘entry’ (or trainee) wage is $16-$17 (Canadian) per
hour, and the ‘journeyman’ wage is about $23 (Canadian) per hour. Besides wages
and salaries, most unionized direct support workers have an excellent benefit package
involving paid vacation and holidays, and a pension or retirement plan. One major
employer with whom John Shea talked reported that, with unionization and collective
bargaining, his agency’s turnover declined dramatically. Last year, he reported that
turnover was less than 6%. An Associate of Allen, Shea & Associates recently spent
some time with the employer in question, and reported being very impressed by the
knowledge and skill of direct support workers with whom he spoke. “They clearly
think of their work not just as a job, but as a career,” he said. The entry-level wage
is high enough that nine institutions of postsecondary education (mostly community
colleges) offer credential and diploma programs, and employers can insist that the

workers they hire have had relevant training and experience.
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Incentives for education and training

Two studies (Lakin & Bruininks, 1981; Larson & Likin, 1999) outside California show an
involuntary turnover rate of about 15% in community developmental disability
services. A rate this high suggests that many untrained, inexperienced workers are
attracted to work in this field. Knowing little about what to expect and often
receiving inadequate training and support, many employment relationships turn sour,
and the person is dismissed. We believe that a much improved entry-level wage,
reflective of comparative wages and differential tightness in labor markets, would go
a long way to provide an incentive for individuals to get volunteer experience and
occupationally-relevant training toward a clearer career goal. DDS is to be
commended for two sizable wage pass-throughs, in recent years, tied to competency
testing and, as needed, successful completion of about 70 hours of quality training for
Direct Support Professionals (DSPs) working in CCFs. The present program, offered
through California’s Regional Occupational Centers and Programs (ROCs/Ps), is an
excellent start. If wages and salaries can be improved, we see no reason why more
adult schools, community colleges, and other postsecondary institutions will not offer

more education and training for direct service workers.

Reducing excessive turnover will cost

Simply as a heuristic exercise, we have modeled large wage and benefit increases to
project effects on the turnover rate and the cost of addressing turnover. In the
industry segments of interest for this study, if one were to assume a doubling of
direct-service worker pay and benefits, total outlays would rise by about $1 billion
per year. If this reduced the annual turnover rate from 50% per year to 10-15% per
year, the cost of turnover would drop by about $100 million per year. This estimate
assumes that the cost of filling vacancies would continue to be about one-third of

each position’s annual pay and benefits.
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V. Other Human Resource Functions

Beyond dealing with turnover, and taking on additional workers in response to growth,
here are other, on-going functions (or tasks) in the human resource area - some of

which could be handled by WSCs, working cooperatively with program managers:

Payroll, and employee records

1. Payroll service. Often, this involves reviewing time cards or time sheets,
resolving any ambiguities, calling in payroll, cutting checks, making tax
deposits, reporting payroll to IRS and EDD, and sending W-2s to SSA, EDD, and
employees. This service is often contracted out, with program managers doing
the work up to and including calling in payroll, and payroll services doing all (or
most) of the rest.

2. Benefits management. This typically involves signing up or declining health
insurance, selecting a retirement plan (if any), keeping track of accrued
vacation and sick leave, dealing with worker compensation and unemployment
insurance claims, COBRA, etc. This function also embraces shopping around for
insurance (e.g., worker liability, extra automobile, workers compensation,

etc.), and deciding on benefit packages (e.g., cafeteria plans).

3. Other human resource administration. - This can involve EEO-1
filing/affirmative action program, federal and state posting requirements,
personnel forms development, job descriptions, organizational charts,
personnel policies, handbooks, performance appraisal systems, risk
management, safety, working on morale and/or productivity problems,

arranging for back-up, on-call services, dealing with fines, penalties, or
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employee lawsuits, or anything else beyond ordinary direction, supervision, and

on-going training of employees.

Many employers, including very small ones, use an outside payroll service, simply
because it is typically cost-effective to contract out tasks associated with payroll than
to do them in-house. Beyond cutting checks, this service may include all of the
following: records for a bookkeeper or accountant; making tax deposits; and
submitting reports to SSA, IRS, and EDD, quarterly and at the end of the year.

If 60,000 of the workers in the industry segments listed in Table 1 were to receive
checks currently cut by outside payroll services, at an average cost of $10 per person
per month, the cost would be 60,000 x $10 x 12 = $7,200,000 per year. If all 91,250
needed CPR and First Aid, and if a basic (combined) course cost $50 every two years,
the annual training expense in these basic areas would be another $2,281,250. If half
the program managers used a WSC registry - often in addition to other methods of
recruitment -- and paid $50 for every job order to a WSC,? for direct service workers
in the industry segments in Table 1, payments for registry services would be about
$1,000,000 per year.

Benefits, workers compensation, unemployment and other insurance
Benefits (e.g., health and retirement plans)

As for health insurance, retirement plans, and the like (e.g., temporary disability

insurance for self-employed individuals), WSCs could offer program managers and

8 $50 per job order is completely hypothetical, and reflects one of the author’s experience as a
program manager of a very small service. A help-wanted advertisement in a local newspaper typically
costs about $175 for two weeks. He sends flyers and job announcements to the local One-Stop Career
Center, to fellow program managers who are willing to post job openings, and to student employment
offices at a handful of nearby colleges and universities. All require time and energy, but only making
flyers and taking out classified advertisements involve dollar outlays. Since a help-wanted
advertisement might (in a soft labor market) generate a dozen inquiries, $50 does not seem
unreasonable if a WSC were in a position to refer three pre-screened workers in response to a job
order.

Page 32



Assembly Bill 649: Selected Human Resource and Financial Implications

their employees a wider array of benefit options at prices lower than individual

employers can obtain.

We talked with representatives of Blue Cross/Blue Shield, and were informed that
the power of purchasing for large groups is diminishing. Once, it may have been as
much as 40%. It would be less now, but still of value. The public nature of WSCs
would lessen the risk dramatically, as large insurance companies like large and
stable payers. A combination of public nature and group purchase by one entity,
and administrative centralization, would be of major benefit from the insurer’s

perspective.

Because public funds are involved, and WSCs are to be local government entities,
we believe that WSCs will be able to access CalPERS, the State’s Public Employees
Retirement System, which provides retirement benefits and health insurance for
1.3 million Californians. In time, it may be possible for WSCs to serve as a vehicle
for the purchase of a broader array of health and other benefits, with some
administrative cost savings, of interest to program managers and their workers. If
employers were covering 60% of full-time workers in Table 1 with a basic health
benefit costing the employer $200 per person per month, the cost would be about
$62,000,000 per year. If group purchasing could save 15%, the savings would be
$9,342,000 per year.

Workers compensation

Workers compensation premiums have been “going through the roof.” Nearly
every employer in the State is facing very large increases. Providers of
community-care residential services, for example, are experiencing increases from
$11 or $12 per $100 of payroll, to about $16 per $100 of payroll. One complex
organization, providing a variety of residential and non-residential services, has

had premiums increased to about $25 per $100 of payroll, in part because of
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recent claims by its employees’. A more typical rate for day program providers is
6% of payroll. These extraordinary increases in workers compensation premiums
are the result of a number of complex, interrelated factors to numerous to detail

here, including serious under-reserving of claims."

It appears that until there is significant legislative/regulatory reform in the
insurance industry, rates will continue to rise to compensate for the market
conditions that prevailed in the last half of the 1990s, and failures of carriers will
continue to put extraordinary upward pressure on rates charged by the California

Insurance Guarantee Association (CIGA)."

There are three ways for employers to purchase worker’s compensation insurance:
(1) through a private insurance company, (2) through the state (State Workers

Compensation Insurance Fund), and (3) becoming self-insured. Through the State
Workers Compensation Insurance Fund, California’s insurance carrier and the most

competitive insurer in the state:

* Premiums and rates are based on the type of worker insured (there are 280
classifications), the hours worked (part-time or full-time), and the size of
the employer (measured by payroll based on number of workers to be

insured).

? While this is typical, some employers have faired better. For example, one sizeable non-profit, with
working relationships with educational institutions, has very low workers compensation rates (much
below 16% or 25% or even 6% of payroll), stemming from a favorable categorization of much of the
workforce some years ago.

10 As of December 31, 2000, the Workers’ Compensation Insurance Review Board estimated that the
amount of statewide reported reserves were $7.1 billion below the estimated ultimate cost of incurred
claims.

L State of the Workers’ Compensation Insurance Industry in California, California Commission on
Health and Safety and Workers’ Compensation. April, 2002.
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* Rates and premiums are determined the same way for both public and

private entities.

* Employers with premiums over $30,000 (a WSC would definitely exceed this

figure) can receive up to a 10% “merit” discount.

* Employers that pay more than 50% of worker’s health insurance and use
Kaiser or the Fund’s preferred provider network will get an additional 10%

discount.

* If the WSC qualifies as a trade association or can align itself with one (The
Fund recognizes and insures over 200 associations), it would be eligible for
an additional 6% off the premium.

We conclude that a WSC of reasonable size could reap a sizable discount of 26%."
In the case of small employers not taking advantage of the maximum savings
available in Workers Compensation (26%), WSC purchasing of Workers
Compensation Insurance for program managers would realize some savings, unless
the absence of such coverage is fairly extensive, which it could be in the case of

some “Mom and Pop” care homes, where few individuals are on payroll.

Currently, we estimate workers compensation insurance outlays at $50 million to
$75 million per year across the industry segments in Table 1. In terms of the
interests of program managers, it would be helpful if the State of California would
provide a sizable subvention for Workers Compensation insurance through WSCs

(say, half the cost), and cooperate with others in sensible programs to minimize

12 One agency’s CEO told us that her agency is spending about 4% of operating costs on Workers
Compensation insurance. This probably means that the rate per $100 of wages and salaries is about
6%. Her agency purchases coverage from the State Compensation Insurance Fund, through the
CRA/ARC Coalition. They use Kaiser as their health care provider. Thus, her agency and some others
may already be getting the maximum 26% discount.
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risks and avoidable losses, and to get injured workers the health care they need to

get back to work as soon as possible.

The ever-increasing Workers’ Compensation Insurance premiums gives incentive to
investigate alternatives to purchasing coverage on the open insurance market.
Labor Code Section 3700 (c) requires that “every employer except the state shall
secure the payment of (workers’) compensation in one or more of the following
ways: ... (c) for any...public agency (Workforce Service Center)...by securing from
the Director of Industrial relations a certificate of consent to self-insure against
workers’ compensation claims” subject to the provisions of Section 3702 of the
California Labor Code.™

Self-insurance by Workforce Service Centers would require that in at least one
WSC, an insurance unit be established to administer the program. This unit would
be responsible for compliance with applicable sections of the Labor Code as well
as managing, investigating and servicing claims, maintaining adequate reserves,
completing self-insured annual report(s) as required, and overseeing any third-

party arrangements contracted for under this arrangement.

By self-insuring, Workforce Service Centers would accomplish two significant

outcomes. First, it would allow WSCs to gain tight control on claim losses through:

* intensive safety programs designed specifically to meet the needs of

workers in the industry; and

* development of tighter definitions of employee classifications, specific to
differing types of developmental disabilities programs, and the concomitant

experience rates that go into their experience modification rates.

13 See Appendix 5, California Labor Code 3700-3709.5.
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Secondly, like State Fund, it could return excess premiums in any premium year
beyond its costs for administration, claim loss, and legal fees, back to its insureds

(the 13 WSCs) as dividends or in the form of reduced premiums.

As recently as 1999, the average workers compensation premium for private

entities was $2.34 per $100. Public entities, who are generally self-insured, seem
to put away about 1.4% of payroll for WC claims. So the public nature of the WSC
could be a major advantage, although the work of direct service workers and their

experience will ultimately determine the rate to be paid.

Unemployment insurance

Most unemployment insurance in California is handled through payroll taxes
collected by the Employment Development Department (EDD). Some large, non-
profit employers use Trust Funds established to offer a self-insurance option.
Either way, taxes (or premiums) are experience rated. Unemployment
compensation has several purposes, one of which is to maintain the attachment of
trained and experienced workers who are temporarily unemployed to an industry.
This could increase unemployment compensation. At the same time, the existence
of a registry may make it easier for unemployed workers to find work, thereby
reducing the average duration of unemployment. We would not hazard a guess as
to which effect may be predominant. Unlike some industries (e.g.,
manufacturing, mining, construction), the developmental services industry is

probably less likely to experience cyclical unemployment problems.

Other insurance

We know of several vendors that use about 1 to 1.5% of their revenue for liability
insurance. If this percentage applied across the board, some $17 million to $25.5
million would be spent each year by all vendors for liability insurance. Regional

Centers build liability insurance costs into negotiated rates and require vendors to
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be covered. Regional Centers have agreements with providers that state that
providers will not hold regional centers liable if anything happens to consumers in
their care. Some providers believe that this is unwise public policy, because
inadequate funding can increase the likelihood of “bad things” happening,
suggesting there is a shared responsibility for reasonable safety (certainly from

deliberate harm and perhaps, negligence).

Tri-Counties Regional Center pays $213,000 or 1.2% of total expenditures for
liability insurance. WSCs may need liability insurance as well. To avoid needless
duplication of insurance premiums, and to encourage proper risk management, we
suggest that this area be studied carefully. A California state agency can assume
third party (read: providers) liability, if statutory basis can be identified
("indemnification”). It will take legislation to remove some of the liability
insurance burden off the backs of providers and regional centers. Establishing
shared liability is defined by agreement, and would also need to be legislated.
However, history reveals the public entities do not want to put themselves at such

risk. Hence, cost-effective legislation may be slow in coming.™

As for worker liability and related insurance (e.g., extra automobile), we are less
sanguine about any cost savings. The Executive Director of the Public Authority
(PA) in Los Angeles County, through which about 75,000 home care workers are
employed, indicates that liability insurance for his public authority costs between
$10 and $15 million per year. Few employers of home care workers carry their
own liability insurance. In many instances, the risks are slight because the
program manager has little to lose, or may own his home and have homeowner’s

insurance that might provide some coverage. But, in the world of agencies

14 A non-profit organization called Nonprofits’ Insurance Alliance of California (NAIC) operates a
liability insurance pool for 501(c)(3)s exclusively. The WSC cannot utilize this if it is a public entity,
but it is a way for small providers to reduce their costs. Very few provider agencies in developmental
services are covered under NAIC. Under 30% of NAIC’s clientele pay $2,000 annually, while
approximately 50% pay under $5,000.
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providing services, it is very likely that both WSCs and agency employers would
want to carry liability insurance, inasmuch as tort cases often involve multiple
defendants, and could include regional centers, WSCs, program managers, and
individuals in the search for “deep pockets.” We would urge careful consideration
of legislative remedies that would enable funders, WSCs, and program managers to
avoid needless duplication of insurance through “shared responsibility” and

indemnification by the State of California.
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VI. The Costs of Operating Workforce
Service Centers

Core functions

We understand the core functions of a Workforce Service Center to be the following:

* serve as employer for direct support professionals (DSPs) providing services and

supports to Californians with developmental disabilities;

* provide basic human resource services (e.g., registry, training) to DSPs and

those who use their services;

» offer ‘core’ services for individuals in the self-determination mode of service

(see next section for a description of those supports).

In light of the core functions above, we were asked to estimate the cost of operating
and maintaining thirteen WSCs. After discussions of self-determination functions as
well as estimates of agency and non-agency providers, we offer a fiscal ‘picture’ of

the costs involved in the operation of such centers.

Self-determination functions

In order to develop a good estimate of personnel costs, we have summarized the

functions of self-determination supports as follows:

Fiscal Intermediary"

13 These definitions were excerpted from the Department of Developmental Services in a document
titled The California Self-Determination Pilot Projects.
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The WSC could offer a fiscal intermediary service. The service would include
the management of funds (e.g., making payments, accounting for
expenditures) on behalf of an individual as directed by the individual, family,

or circle of support.

Individual Budgets
Each Center could also provide support in developing and negotiating individual

budgets.

Support Broker

If provided by the WSC, a support broker helps arrange for the specific services
and supports an individual needs. The broker helps define the needs of the
individual, provides information about resources, identifies potential providers,

and arranges contracts for services.

Person-Centered Planning

Each Center could employ an experienced team of trainers and f