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BACKGROUND

Californians with developmental disabilities may obtain community-based services via California’s network of

21 regional centers—private, nonprofit organizations receiving primary funding and oversight from the Department
of Developmental Services (Developmental Services). In addition to helping their clients (consumers) obtain services
from school districts, local governments, and other federal and state agencies, the regional centers purchase services
such as transportation, health care, respite care, day programs, and residential care from a variety of private providers
(vendors). The Lanterman Developmental Disabilities Services Act (Lanterman Act), originally enacted in 1969 and
subsequently amended, gives the State responsibility for providing services and support to consumers and created a
network of regional centers to meet this responsibility.

Each regional center is governed by a board. Twenty-five percent of the members of each board must be consumers,
and an additional 25 percent must be either consumers or their parents or guardians. Additionally, the Lanterman
Act requires that the boards appoint advisory committees composed of persons representing the various types of
vendors. The regional centers operate under five-year contracts with Developmental Services, subject to annual
appropriations by the Legislature.

State law and certain federal program provisions require Developmental Services to oversee the regional centers.
Among other provisions, the Lanterman Act requires Developmental Services to monitor the regional centers’
performance of contract objectives. However, under a 1985 California Supreme Court decision, there are limitations
to the types of directives Developmental Services can issue to the regional centers. In particular, the 1985 decision
indicated that Developmental Services cannot restrict the types of services regional centers provide to consumers,
but it provides that Developmental Services can promote the “cost-effectiveness” of such services. The Lanterman
Act, and the regulations created to carry it out, provides an adequate framework for ensuring that the services
purchased for consumers are allowable, but this framework delegates much of the work of selecting vendors and
negotiating rates to the regional centers. When approving service providers as vendors, the regional centers use a
variety of sources, including state laws, regulations, and negotiations with the provider to determine the rate at which
they will reimburse the provider for any services it provides to consumers.

Under state law, Developmental Services sets certain rates, including most rates for community living facilities.
Additionally, Developmental Services sets rates for in home respite care and community based day programs. For
other types of services, the regional centers have greater discretion to set the rate of reimbursement for the vendor
and in certain instances regulations require that the rate be negotiated between the vendor and the regional center.
Since July 1, 2008, negotiated rates with preexisting vendors have been frozen by statute. Additionally, rates for
new vendors must be no more than the lower of the statewide or regional center median rate for all vendors in the
applicable category. In July 2009 an additional amendment to the law imposed a specific requirement that the least
costly available provider of comparable services be chosen.
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According to Developmental Services, approximately 240,000 consumers receive services from the regional centers.
In fiscal year 2009—10, Developmental Services’ community-based services program was expected to spend more
than $4 billion. Of this amount, more than $3.4 billion was for direct services purchased by the regional centers for
consumers and provided by private vendors. The regional centers themselves were expected to spend approximately
$543 million for their operations, administration, and an early intervention program for children from birth to 3 years
old. Developmental Services expected to spend about $22.3 million to oversee the regional centers.
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AUDIT SCOPE

As requested by the Joint Legislative Audit Committee , the California State Auditor performed an audit of
Developmental Services and a sample of California’s network of 21 regional centers—private, nonprofit organizations
that receive primary funding and oversight from Developmental Services. We selected six regional centers to visit
using the results from our survey of vendors, the size of the population served, and geographic location. The regional
centers that we selected were:

+ Far Northern

+ Inland

+ San Andreas

» Tri-Counties

+ Valley Mountain

+ Westside

The scope of the audit included the following:

Examining Developmental Services’ oversight responsibilities for its regional centers and determining the extent to
which Developmental Services performs such oversight.

For the sample of regional centers:

+ Selecting a sample of invoices for the past two fiscal years (FY 2007—08 and 2008—-09) at each regional center and
determining if the activities for payment were reasonable and allowable under the law.

+ Selecting a sample of service provider contracts for the past two fiscal years and evaluating the regional centers’
policies and procedures for awarding contracts. Included in this evaluation was an assessment of how the
regional centers determine that the service providers selected could satisfy the needs of consumers, whether past
performance was considered, and whether or not the potential for conflict of interest existed.

For a sample of service providers:
+ Conducting a survey to obtain information on whether the providers are reluctant to file complaints for
fear of retaliation or believe they have experienced retaliation from the regional centers and the reasons for

those perceptions.

Determining if the regional centers’ procedures for allowing public access to information on operations comply with
the law.

Determining if requests made in the past two fiscal years by service providers for public records were satisfied in a
timely manner, within the requirements of the law, and in accordance with best practices.
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AUDIT HIGHLIGHTS

During our audit of Developmental Services and the six regional centers, we noted the following:

+ Developmental Services generally conducts required monitoring activities, but provides little oversight of vendor
selection and how rates are negotiated or established.

« Although the regional centers’ expenditures that we reviewed were generally allowable, the regional centers could
improve their documentation and written procedures for purchase of services.

+ Regional centers set rates using different methodologies, often do not keep documentation demonstrating how
rates were set, and in certain instances gave the appearance of favoritism or fiscal irresponsibility. Of the 61 rates
we examined, we found the following:

- We could not determine how rates were set for 26, and only 18 were established using a detailed cost
statement from the vendor—a method we considered a best practice.

- Five rates set at four of the six regional centers we visited appeared to violate a rate freeze required by the
law—in two instances the regional center approved rates almost twice as high as the statewide median rate for
the same service.

+ Regional centers have not established written protocols for determining when to use rate agreements and when to
use contracts, nor do they document their rationale for selecting certain vendors.

+ Of the 33 contracts we evaluated, only nine were advertised with four showing evidence of a competitive process—
the type of process that ensures that the State is getting the best value.

+ Almost half of the roughly 400 regional center employees who responded to our survey do not feel safe to report
suspected improprieties. Also, many indicated that the regional centers do not create an atmosphere of mutual
trust or establish open communication.

+ Developmental Services’ process for responding to complaints from regional center employees was only
recently defined.
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