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This policy paper was written in response to a request from Tom Porter, Executive Director, Public
Interest Center on Long Term Care, asking ISR to summarize the implications of its August 1995 report,
Tulare County IHSS Demonstration Project: An Evaluation of Managed Care for the current discussion
of a possible extension of managed care to all 58 California counties. The Legislative Analyst’s Report
to the Joint Legislative Budget Committee, The 71996-97 Budget: Perspectives and Issues, provides
a framework for summarizing the Tulare results on this topic. The Legislative Analyst’s Report identifies
four basic questions to consider in deciding whether a program is a good candidate for privatization:

1. What are the goals and objectives of privatization?
2. What is the appropriate type and form of privatization?
3. Are the conditions "right" to privatize?

4. What are the potential problems and risks of privatizing?

This paper assembles the key findings of the Tulare Report that speak to the issues raised, responding
to the questions posed, but in a somewhat different order. Results from the state’s experiment in
privatization are measured against the goals and objectives advanced by the Legislative Analyst’'s office.
Then, a comparison is made of the strengths and weaknesses of a competitive service provision
environment for the delivery of in-home support to an indigent population -- considering whether the
conditions are "right” for privatization. Third, based on the Tulare experience, potential problems and
risks of privatization in the provision of in-home supportive services are identified. And, finally, some
conclusions are offered regarding the appropriateness of privatization for the delivery of this type of
public service.

1. WHAT ARE THE GOALS AND OBJECTIVES OF PRIVATIZATION?

The Legislative Analyst’s Report suggests that the objective of privatization should be improving the
effectiveness and efficiency with which public services are provided. These goals should be achieved
with appropriate levels of service quality and accountability.
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Effectiveness

Following the introduction of managed care, service delivery to the SSI/SSP eligible population declined
13% in a county with one of the highest levels of need. At a time when caseloads were increasing
statewide, Tulare’s declined by 15%. Unprecedented increases in terminations from the existing
caseload and denials of new applications were responsible for the decline. If those terminated had been
"threshold” cases requiring minimal services, Tulare would have strengthened its program by focusing
resources on a more needy population. But this was not the case. Tulare’s continuing caseload
concentrated on the most functional elderly, who are generally easier to serve, and neglected the blind
and disabled, who require more costly care. Inadequate coverage of those most in need undermined
the effectiveness of managed care in the demonstration county.

One measure of effectiveness is whether service delivery occurs at a level consistent with need.
Tulare County has one of the largest pools of eligible SSI/SSP elderly, blind and disabled in the
state.” While they served a higher proportion of this population than the other comparison counties,
before and after managed care, their IHSS participation rate declined 13% in the two years following
initiation of the demonstration project. During the same time period, these rates were increasing
slightly in the single-mode individual provider counties and decreasing by 4% in those offering both
service modes.? Thus, service delivery, following the introduction of managed care, was
constricting in a county with one of the highest levels of need.

In the year following initiation of a fixed price contract for providing in-home supportive services to
all eligible clients, the number of paid cases in Tulare dropped 15% below pre-managed care levels
and remained down 11% in the second year of managed care. In contrast to increased caseloads
statewide and in all but one comparison county, this dramatic decline in the managed care county
was achieved by an unprecedented increase in terminations and denied applications.

Another measure of effectiveness in a public service program is whether those most in need of the
service receive it. If, on the average, the blind and disabled require more assistance in living
independently, an effective IHSS program would assure them at least a proportionate level of care.
Tulare County, before and after managed care, has been more responsive to the needs of the elderly
than to those of the blind and disabied. There are less than half as many SSI/SSP elderly as disabled
in the county’s adult population, but four times as many in Tulare’s IHSS caseload before managed
care and five times as many in the two years following its introduction. Thus, Tulare achieved
greater overall coverage of the eligible SSI/SSP population than the other comparison counties by
concentrating service delivery on the pool of elderly SSI/SSP recipients, who are generally easier to
serve and neglecting the blind and disabled, who require more costly care. This service pattern,
established by the county before the introduction of managed care, but intensified following it,
defines a significant level of unmet need in Tulare County. Inadequate coverage of those most in
need is a mark against the effectiveness of managed care in the demonstration county.

! Only three other counties in the state had comparably high SSI/SSP participation rates: Imperial, Lake and Yuba.

? Eight single and mixed-mode counties, containing 53% of the state's IHSS caseload, served as points of comparison
for changes occurring in Tulare following the introduction of managed care in November 1992. Data in the Tulare Report
were based on field interviews in five languages with 1,432 randomly selected IHSS clients in five sample counties
(Humboldt, Los Angeles, San Francisco, Stanislaus and Tulare), telephone interviews with 1,091 of the interviewed
clients’ providers, and CMIPS data on all clients in the sample counties and 4 other contro/ counties, chosen for their
similarity in caseload size and geographical location to Tulare (Contra Costa and Sonoma, singie mode IP counties, and
Santa Clara and San Joaquin, mixed mode counties offering both the IP and contract mode.)



Implications of the Tulare County IHSS Demonstration Project 3

Tulare’'s service delivery was concentrated not only on the elderly, but on the most functional among
them. Using ISR’s independent assessments of client need, Tulare had a higher proportion of more
capable elderly in its caseload than any sample county.

Tulare, and the mixed-mode comparison counties generally, served markedly fewer of the less
capable elderly and disabled than the single-mode individual provider counties (46% of Tulare’s
caseload and 48% of the mixed-mode counties’ caseloads were in the less functional range
compared with 65% of the caseload in the four single-mode counties).

Efficiency

Managed care and mixed-mode counties served a third fewer of the less capable elderly and disabled
than the individual provider counties at a higher administrative and program cost per paid program hour.
With existing state caps on the cost per case and the cost of contract care two and three times that
of the individual provider mode, mixed-mode counties could not afford to serve the less capable elderly
and disabled. Given the high level and basically equivalent quality of care across all modes and the
greater coverage of those with greater need, the minimum wage paid by the single-mode individual
provider counties is more efficient than the more expensive contract care.

With the cost of contract providers two to three times greater than that of individual providers,
private providers would need to provide household and personal care services two to three times
faster in order to be cost effective -- an unlikely goal in the provision of household services, an
unrealistic one where personal services such as bathing, dressing, toileting, feeding, and transfer
are concerned. A state limitation on the maximum cost per case restricts the number of service
hours counties can afford to assign to a private contractor in the mixed mode counties. The
combination of this cap and the higher cost of contract care explains the more limited coverage of
the less functional elderly and disabled in Tulare and the other contract counties and the greater
ability of the single mode individual provider counties to include 40% more in their caseload. Unless
these caps are changed and the IHSS budget increased, extending contract care in a competitive or
managed care environment statewide would probably reduce service levels for the frail elderly, blind
and disabled to the lower levels currently existing in the contract counties. Further support for this
expectation comes from the trend in mixed-mode counties: the proportion of clients assigned to the
contract mode has declined steadily from 1988/89 to 1994 as the proportion of disabled and less
functioning clients has increased.

Since mixed mode counties have controlled costs by reducing the proportion of cases assigned to
the contract mode, it is no surprise that a county converting all cases to the contract mode would
experience an increase in costs. Under managed care, the monthly cost per case increased markedly
from $312 per case in 1990/91 to $365 in 1993/94. Well below the statewide average before
managed care, Tulare’s cost per case was noticeably above itin 1993/94.

At a time when hourly program costs were decreasing statewide, Tulare's increased by a third (from
$5.83 to $7.81 an hour). By the second year of managed care, Tulare’s hourly program costs were
60% higher than the statewide average. In spite of the more functional make-up of their caseload,
Tulare’s hourly program costs were higher than any of the sample or control counties in all four
years of the study.

The spread between wages and hourly program costs in Tulare bought service and employment
features that produced no significant gain in quality of care. Moreover, the county’s clients with
relative and live-in providers inequitably absorbed some of the costs of managed care, resulting in
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an independently observable and significantly lower quality of care among those clients. Unserved,
but eligible SSI/SSP recipients absorbed some of those costs as well.

To what degree the costs of in-home supportive services should be underwritten by the state’s
economically dependent elderly, blind and disabled -- and the benefits captured by a private
contractor -- is a crucial decision in evaluating the appropriateness of privatization for a government
program supported by federal, state and county funds.

Service Quality

Provider reliability, freedom from provider abuse, and quality of the client/provider relationship were the
same across all service modes. Managed care clients rated their providers higher on work quality than
single-mode individual provider clients -- a distinction not corroborated by ISR’s independent evaluation
of the level of household maintenance. Relative to individual provider clients in mixed-mode counties,
managed care produced a lower level of personal care, less convenient hours of service, and a greater
perception of unmet needs among both clients and providers.

The 1,432 randomly selected clients in five sample counties gave high marks to individual and
contract providers for their reliability, work quality and client treatment. Scores on scales
summarizing these quality of care measures exceeded 95% of the points possible. Independent
observations by ISR staff of the quality of personal and household care corroborated the clients’
assessments. Clients were personally well groomed and their homes well cared for.

When the context of care and provider characteristics are held constant,® managed care clients
received the same high level of service reported by clients in mixed and single-mode individual
provider counties on several measures of quality of care: specifically, provider reliability, freedom
from provider abuse, and quality of the client/provider relationship. The minimal differences in
supervision, training and pay between the contract and individual provider modes did not provide
any special protection from emotional or physical abuse by providers.

Although there were no differences in perceived work quality between managed care providers and
individual and contract providers in mixed-mode counties, perceived work quality was higher in
Tulare than among IP clients in single-mode counties. ISR staff could discern no difference in the
level of household maintenance among the service modes.

Managed care differed from the other service modes in producing a lower level of personal care, less

convenient hours of service, and a greater perception of unmet needs among both clients and
providers.

In the single instance where managed care offered a quality of care advantage, it is in contrast to
individual provider clients in a non-competitive single-mode county. In the four instances where

? Context of care includes a client’'s functional level, their length of time on IMSS, shared household adjustments and
alternative resource hours, provider tenure and preferred supervisory situation; it also includes whether the provider is
a relative, friend or stranger, speaks the same language, serves more than one client, performs additional services
without pay or receives extra pay from the client for additional services. Provider characteristics include their level of
education, hourly wage and years of experience in, and hours of training for, this type of job. Since service modes vary
in the context of care variables and provider characteristics, and since many context of care variables significantly

affected the quality of care measures, it was important to hold these constant when evaluating the effect of service
mode.
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managed care offered a lower level of care, all are in comparison to individual provider clients in
competitive mixed-mode counties.

Accountability

There were three levels of accountability in the Demonstration project -- the private contractor, the
county and the state. With respect to the contractor, there were no significant service mode
differences in provider training, pay and supervision that would produce a higher quality of care. Within
Tulare, training and supervision had no effect on service quality or client satisfaction,; pay actually had
a significant negative effect; higher pay was associated with lower work quality, less supportive
provider/client relationships and lower levels of household maintenance. In the demonstration project,
the county’s pre-managed care budget was allocated to the private contractor. The county’s
subsequent caseload management decisions were in opposition to trends observed in the comparison
counties, inconsistent with the needs of the county’s eligible SSI/SSP population and, at the same time,
necessary to a profit margin for the private contractor. In contrast to privatization of functions where
user fees can be charged, providing a social service to an indigent papulation, currently served by
personnel earning minimum wage, sets the needs of the private service provider against those of the
population served. Finally, service equity, within and between counties, requires that the state hold
counties accountable. Managed care clients with stranger providers received more hours for meal
preparation and personal care than comparable clients in other counties, while those with relative
providers received fewer hours generally and half the number of household service hours. This “relative
deficit” was unique to Tulare and was associated with a lower level of household care and a greater
perception of unmet needs by both clients and providers.

In presentations to ISR staff, National Homecare Systems (recently renamed Addus Healthcare) asserted
that service and employment features associated with the contract mode wouid produce a better guality
of care for IHSS clients. After noting the generally equivalent quality of care across service modes, ISR
tested NHS' two assumptions:

1) that there is more training, better pay and benefits, and more supervision among contract
providers in mixed-mode counties, and in Tulare especially, under managed care;

2) that better training, pay, benefits and supervision -- as administered by NHS -- positively
affects quality of provider service and client satisfaction.

With respect to the first assumption, telephone interviews with 1,091 providers in the five sample
counties indicated that:

there were more providers with some training in Tulare than in the single-mode IP counties and
Stanislaus, but noticeably fewer than among contract providers in San Francisco (54% vs 82%).

the amount of training received by Tulare providers was minimal in comparison with that received
by trained providers in the other counties. Over half of Tulare’s providers received a day or less,
while most trained providers in San Francisco, Los Angeles and Stanistaus received a month or
more.

the content of training varied as well. Most managed care providers were trained by the
contractor: a two-hour training session that focused on the mechanics of contract empioyment
rather than on skills associated with personal care. Trained providers in the four other sample
counties were much more apt to have taken nursing, CPR, Red Cross, or other care-related
training programs.
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contract providers earned little more than the minimum wage paid individual providers. In fact,
at the time of the survey, a third of Tulare’'s providers were relatives earning minimum wage.
There was no credible evidence that a significant part of the managed care workforce received
sick leave, vacation pay, or medical benefits.

there was no evidence of significant on-site supervision by the contractor under managed care.
Most contract clients, in Tulare as well as in Stanislaus and San Francisco, were unaware of any
supervision by the contractor. The contractor’s orientation/training materials and employee

communications focus on off-site supervision through control over the tasks performed and hours
worked.

Thus, there were no significant service mode differences in provider training, pay and supervision that

would produce a higher quality of care -- a reason, perhaps, for the minimal differences in service
quality observed.

With respect to the second assumption, a comparison of variations in the training, pay and supervision

of specific providers with the guality of care assessments made by their clients and, independently by
ISR staff, indicated that:

there were no discernible effects of provider training and supervision on service quality or client
satisfaction in Tulare County.

minimal training, in the combined sample counties, actually had a significant negative effect on
work quality relative to providers with no training at all.

supervision, as practiced by this contractor, did not have the intended effect in the other mixed-
mode counties. In comparison to client-supervised providers, those with contract supervision had
lower work quality (San Francisco), lower levels of household maintenance (Stanislaus), and a

less supportive client/provider relationship (San Francisco). Supervision did not improve reliability
nor reduce provider abuse.

in Tulare, pay rates had a significant, but negative effect. Higher pay was associated with lower
work quality, less supportive provider/client relationships, and lower levels of household
maintenance. If these providers were serving the frail elderly or severely disabled, lower levels
of household maintenance might reflect the greater demands for personal care among these

clients. But in Tulare, these high paid providers were largely strangers, serving the highest
functioning clients in the county.

higher pay was also associated with lower quality work in both San Francisco and Los Angeles,
while the reverse was true in Stanislaus. County differences in the relationship of pay to work
quality are partially due to variations in the assignment of providers to pay levels. In Stanislaus
and San Francisco, providers with more education and experience earned a higher wage. Wages
in San Francisco increased directly with hours of training and were higher for those with
community college or nursing backgrounds. In Tulare, however, high school dropouts received
the highest wage, with pay decreasing directly with years of education. Those with the most
training received the /Jowest pay. And those with community college or nursing backgrounds
earned less than providers trained by the contractor. Thus, under managed care, provider pay
was not assigned in relationship to the amount or appropriateness of training, undermining
accountability for quality of care at the service delivery level.

The county’s responsibility for the admission of eligible clients, need assessment and adjustments, and
the authorization of hours of service must also be considered in decisions about privatization. In the
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demonstration project, the county’s IHSS budget -- based on the prior year’s caseload -- was allocated
to the private contractor. The county’s subsequent caseload management decisions -- increasing
terminations, declining approvals for program admission, declining caseloads, a minimal increase in
assessed need, and declining authorized hours -- were in opposition to trends observed in the other
comparison counties, inconsistent with the needs of the county’s eligible SSI/SSP population and, at
the same time, necessary to a profit margin for the private contractor. Adding the costs of even
minimal training, supervision, development of a service care plan, office overhead, and any salary
increase beyond minimum wage to a static caseload would have generated a net loss for the private
contractor. In contrast to privatization of functions where user fees can be charged, providing a social
service to an indigent population, currently served by personnel earning minimum wage, sets the needs
of the private service provider against those of the population served. Given the Tulare experience, the
locus of responsibility for meeting these needs deserves serious consideration.

Service equity, within and between counties, requires accountability at both the state and county
levels. The state is charged with monitoring assessment and authorization practices to ensure service
equity between counties; consistency within counties appears to be a county responsibility. In
comparing assessment and authorization practices in Tulare to those in the other sample counties,
serious inequities were discovered. Privatized in-home supportive services in a managed care
environment were /ess appropriate for some portions of the caseload and /ess efficient for others than
service provision in other counties. For example, in spite of authorizing fewer hours overall than any
county in the study, Tulare inappropriately authorized more hours than comparable contract clients
received in mixed mode counties - especially for meal preparation and personal care. These "excess"
hours were disproportionately assigned to clients with "stranger” providers, while those served by
relatives received fewer authorized hours than their counterparts in the other four sample counties,
independent of service mode. This "relative deficit" did not occur in either mode in any of the other
sample counties.

The reduction in household service hours -- for clients with relative rather than stranger providers
- was so severe that lower quality of care and client satisfaction, among those subject to this
reduction, was noted independently by clients, providers and ISR staff. Only in Tulare was the
reduction in hours attributed to alternative resources directly related to a declining quality of
household maintenance, independently observed by ISR staff. And only in Tulare did more
clients with relative and live-in providers perceive unmet needs.

Despite the higher number of personal care hours, the independently evaluated level of personal
care in Tulare was /ower than among individual provider clients in the mixed-mode counties
where competition in service mode exists. Inappropriate authorizations resuited in less effective,
and therefore less efficient, service.

Thus, managed care led to inequities in service levels for clients with relative providers, both
within Tulare and in comparison with the other sample counties. The demonstration project
raises serious questions about the county’s ability to ensure service equity under the pressures
of managed care.

Limited administrative oversight of the program may be a function of the more limited resources
allocated for program administration in the demonstration county -- a pattern established prior
to the introduction of managed care. Tulare’s administrative costs per paid case were lower than
any of the comparison counties in the first three years of the study, eclipsed by the most rural
county only in the fourth year. In that year, Tulare’s administrative costs per paid program hour
experienced the largest increase of any county (up 72%), leaving Tuiare still below the median
in administrative costs among the comparison counties.






