














Medicaid sarvices have been provided for FY 20C4 based upen sigred contracts, even
though rates have nct yet been estapiisned, and aven after the conclusion of the year.
Tne services grovided were based on the contractual otiigation to grovide all mecically
necessary arc appregriate coverad services inclucing additicnal or alternative services
(craative interventions) that meet the needs of clients if they ars 2Gually effective anc
rasultin improved outcomes. Funds provided under the capitation model are expended
in croviding those services. NG funds exist for a ratroactive reconciliaticn even though
ratas for the year conclucded on June 30, 2004 have not yet been established. CMS has
besn unable to conceptualize its current strategy. to craate aperopriate reimbursement
rates, to reconcile implementation problems, to provide for any meaningful transition
and to effactively resolve policy issues with the State. The Mental Health Centers.
however, ara expected to continue providing services for the next year based upon
“gocd faith rafationships” with CMS even though rates for FY 2005 are also not sat.

The Prasident's New Freedcm Cemmission on Mental Health produced a superb
decument calling for a transformation of mental health systems in the nation. Its goals
to achieve community living; to provide access to the most current treatments and best
support services; to benefit from advances in trsatments, support services, research,
technology and understanding; and to promote access by clients to accurate information
sromoting learning. self-monitoring and accountability seems more remote than ever.
This is because of the disconnection between these goals and the counter-restrictions
of the principal funding source, Medicaid.

The impact of thesa actions by CMS. coupled in some cases by funding losses due to
stata fundina formula changes. affect differant mental health centars in different ways.
In anticipation of these impacts. mental health centers have initiated the following
actions 25 cited in actual written communication to clients and agency partners:

1. (Rural} Oniy ciients with Title XIX (Medicaid) eligibility will be served.

2. (Rural} Roles in emergency sarvices to unfunded clients will be limited to funds
availabie.

3. Large numbers of clients will be discharged — As many as a few hundred in some
rural mental health centers, many hundrads in some urban centers.

:.Pa.

(Urban) Cases will either be closed for clients ineligible for Medicaid or they will
be referrad to other mentai health service providers in the community.

w

(Urban) Ali ciients receiving mental health services wiil be evaluated for Title XIX
eligibility.
6. (Urban) Treatment Pricrity for Uninsured Applicants:

o Priority #1: Individuals in need of involuntary hospital services and
those who are court committed.
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+ Sericusly and Persistently Mentally Il (SPMI), Sericusly Emationaily
Disturbed (SED). or Severaly Mentaily [l {SM) incivicuals who ars in
acute disiress.

7. {Urban) Admission Criteria for Uninsurec Agclicants:

« May be trzated only o the extent that state ccilars ars available - no
Medicaid deilars may be used.
All uninsurad individuals recuesting services will first complete an
apglication for Medicaid.
Appiicants admitied to services will first qualify for Medicaid unless
they fall within the established treatment priorities.
individuals approved for treatment will raceive crisis statilization
services nct to exceed 45 days.
Those who meet spend-down critaria, and are Medicaid approved, will
be treated.

8 (Rural) Each clinic wili have a quota for discount fee clients of 12% cf total
caseload.

9. (Rural) We will no longer be able to serve ycu with a discounted fee as of June
30.

10.(Rural) If you are raceiving medications, primary cars physicians may be able to
prascribe for you.

11.(Rural) We are ne longer allowed to subsidize services o non-Medicaid clients
with Medicaid funds.

These changes require new approgches, different service delivery medels and
crganizational structuras that will meet the needs of clients and that will help them
recover and become resilient as they face the challenges of mental iliness.
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PART 4:
MEDICAID ISSUES-CURRENT STATUS

The rate cartification procass has racently concluded, and the netimpact on community
mental nealth centers cf the rate adjustment process is a reduction of $3.2 million. The
rate reduction and the corresoonding crenitition of using Medicaid savings to fund
uninsurad ciients will have a prajected impact of $7 million cn Utah's community mental
health system. Wa are now raguirad to transfer any savings into @ Community
Rzinvestment Fund that wili be administerad by state Medicaid. These funds can only
he used to benefit the Medicaid client.

Use of Madicaid Revenue on Non-Medicaid Clients — Statements by CMS on
this issue clearly indicate that Medicaid furds cannot be used on
indigent/uninsurad {nen-Medicaid) clients that are not Medicaid eligible.

Program Needs and System Capacity Development — Program and system
capacity needs that ara funded with Medcicaid dallars will not be available to non-
Medicaid clients. Further, proposals for new development with Medicaid dollars
must be provided from a Medicaid Reinvestment Acceunt that would be
established from savings in providing Medicaid services (an example might be
expanding work related skill development for the chronically mentally il served by
Medicaid). [tis possible that Medicaid Reinvestment Accounts would be
detarminad from cost settlements and that all pians for use of the account must
be approved by CMS. Two factors should be notad: (1) rules for these accounts
do rot yet exist, (2) if rates for succeeding years are set on the basis of actual
cost of services in the previocus year, then for each year that there are savings,
the succeeding year's rates would be lowered. If costs were higher, there would
ne insufficient Medicaid revenue to pay for the services.

Risk — A thrae percent risk factor will be incorporated into the approved rates
that will not be included in calculations for Reinvestment Accounts.

Data Issues — Significant discrapancies still exist between service data provided
by the state to the mental health centers upcn which sarvices are provided and
with that data accepted by actuaries justifying Medicaid costs. Two factors may
contribute to this problem: (1) Data system conversions by the state, (2)
Changes in eligibility categories for individual clients that occur between the time
service is provided and the time compensation for those services cccurs due to
retroactive eligibility. Other unknown factors may also exist.

It should also be notad that problems with the capacity. quality, and collection of
cata cn a local level by the Community Meatal Health Centers has been a factor

as weall.
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Transitional Rate - Corflicting messages cn the likelinood of a
clended/transitional rate have been received, cre from the CMS Regicnal Office.
the other frem the naticnal office.

Sinally. it should be noted that thera is siiil unceriaint, recarding the final
b Y

implications cf the decisions made at the feceral level at the Center for Medicaid
and Medicara services and the Cffice of Management and Bucget.
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PART S

LANDMARKS IN MENTAL HEALTH AND SUBSTANCE ABUSE

LANDMARKS IN PUBLIC MENTAL HEALTH:

In recant years there have been two majcr lancmark regcris on sublic mental heaith,
the 1559 Surgeon General's Report, and the 2003 Recert on the Prasident’s New
Fraedom Commissicn:

Mental Health; A Report of the Surgeon General

In 1966, David Satcher, M.D., Ph.D., the Surgecn General of the United States, issued
a report on Mental Health. This report emphasized that mental health and physical
health are inseparable, and that we must move from the stigma associated with mental
illness and addictions to viewing these afflictions in the same light that we view physical
ilinesses.

The raport outlined a vision for the future, which inciuded a commitment to:

. Continue to build the science base

. Overcome stigma

. Improve public awareness of effective treatment

. Ensure the supply of mental health services and providers
. Ensure the delivery of state of the art treaiments

. Tailor treatment to age, gender, race and culture

. Facilitate entry into treatment, and

. Reduce financial barriers to treatment

The President’s New Freedom Commission on Mental Health

In April 2002, President George W. Bush anncunced the creation of the New Freedom
Commission on Mental Heaith, stating: *Our country must make a commitment.
Americans with mental iliness deserve our understanding and they deserve excellent
car=." The commission was charged with the responsibility to make recommendations
that would enable individuals with mental iliness to live, work, leam and participate fully
in their communities. it rejected a piecemeal aporoach to mental health reform, and
instead issued recommendaticns to fundamentally transform the Nation’s approach to
mental health cars. Thus, the report that was reieased in July 2003 was entitied:
Achieving the Promise: Transforming Mental Heaith Care in America. This
transformaticn is capturad in the Vision Statement:
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“Wa anvision a future when everyone with a mental illness wilt recover, a future when
n"er*raf iinesses can be praventad or curad, a futurs when mental ilinesses are cetected

'y, and a futurs wnen averycne with a mental iliness at any stage of life has access
to =r'ecm/ﬂ treatmernit and suppor*a-essemazs for living. werking. learning. and
participating fully in the community.”

The Cemmission progosed six broad goais in a transformed systam:

CRSESES

M O

Americans understand that mental health is essential to overall heaith.

Mental health care is consumer and family driven.

Disparities in mentat health sarvices are eliminated.

Early mental health screening. assessment, and referral to services are commaen
practice.

Excellent mantal health care is deliverad and research is accelerataed.
Technology is used to access mental health cars and information.

In Utah, the belief was that same compelling vision and the geals stated to transform
the mental health system could be applied to substance abuse as well.

LANDMARKS IN SUBSTANCE ABUSE

LANDMARKS IN SUBSTANCE ABUSE PREVENTION

Early

1980's:

1983:

1983:

Began development of Utah's K-12 Alcohol, Tobacco and Other

Drug Prevention Education Program, a scoped and sequenced curriculum
for students in kindergarten through high schooi (later named “Pravention
Dimensions™). Program is a parinership between the Utah State Office of
Education, Divisicn of Substance Abuse and Mental Health, and
Department of Health, along with local schocl districts, substance abuse
authority agencies, and health departments.

Utah Legislature passed beer tax increase. $2 million of new tax revenue
was appropriated to the Division for the establishment of school- and
community-basad prevention programs, including teacher in-service
training for the K-12 Program.

Establishment of a statewide network of Substance Abuse Pravention
Specialists with new ravenue from beer tax.
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1983

1985:

1588

1987.

1988 cr
158SC:

1950:

1983:

1997 to
Prasent:

2000

Govearncr Scott Matheson craated the Governer's Youth Council {GYC ~
ncw the Geverning Youth Ceuncil) to provide a meaningful way fer youth
to be invoived in combating substance use/abuse among their ceers. The
Divisicn supperied the GYC for years; it now has a multi-agency supgort
structurs, involving several state degariments and agencies {(DSAMH,
CCJJ, Putlic Safety/Highway Safsty Office, Education, Health, Utah
Council for Crime Preaveniion).

Utah Federation for Drug-Fras Youth (UFDY) estavlished. Provided a
means for parants, volunteers, and others to tecome involved in
substance abuse pravention.

Established a full-ime position for a Substance Acuse Education
Specialist at the Utah State Office of Education.

Federal Drug-Free Schools and Communities Act enactad by Congress
and signed into law by Prasident Ronald Reagan.

Utah receives first year appropriation of faderal Drug-Free Schools and
Communities Act funding. Eighty percent (80%) is appropriated to the
Utah State Office of Education, 90 percent of which is allocated to Utah's
40 school districts. Twenty percent (20%) is appropriated to the
Governar's Office for programs targeted at high-risk youth.

Federal Block Grant requirament of 20% set-aside for prevention
enacted.

Utah Legislature created the Utah Substance Abuse Coordinating Council
(in 1994 added an anti-viclence component and was renamed the Utah
Subsiance Abuse and Anti-Violence Ceordinating Council/USAAV). The
Council included a Prevention Subcommitiee.

Risk and Protsctive Factor Mcdel of Substance Abuse Prevention adopted
by the Utah State Board of Substance.

Utah participation in several multi-state consortium projects with the
Center for Substance Abuse Pravention (CSAP), Natioral Institute on
Drug Abuse (NIDA), and the University of Washington Social
Development Research Group (SDRG) to test the Risk and Protactive
Factor framework.

CSAF awarded a State Incentive Cooperative Agreement (SICA/SIG) to
Utah. Award was for $2.9 million per year for three years (total of $8.7
millicn). Purpose was to implement science-tased gravention programs
targeting 12-17 year olds.
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2062 Merger of DSA + DMH = DSAMH

2G603: DSAMH began develepment of a “Pro-Vention™ Mocel for promoting
mental heaith, based upon succassiui substance acuse pravention
medels.

2CC3 CSAP awarded a State Incentive Enhancement Grant (S1G-E) to Utah.

Award was for $750,000 per year for three years (iotal of $2,250,00C).
Purgose is to implement extend the SICA mecel (science-based
prevention programs) to 13-25 year cic college students.

NATIONAL LANDMARKS IN SUBSTANCE ABUSE TREATMENT

1. Adoption of Naticnal Instituts of Drug Abuse (NIDA) Principles of Effactive Treatment
(1999)

The Princioles of Effective Traatment highiight the need to replace program-driven
reatment with client-driven treatment; tailor length of stay to address individual clinical
neads rather than fit persons with varying needs {o a prascribed length of stay; manage
an individual's care throughout an entire continuum of services and menu of services;
improve performance monitoring and cutcome analysis and promote scientific proven
treatment services.

2. Access to Recovery (2003)

President Gecrge W. Bush announced in his State of the Union Address in January
2003, a new substance abuse treatment initialive, Access to Recovery (ATR). The
purpose of ATR is to increase consumer choice, including faith-based programmatic
options, increase treatment capacity and aliow clients to access a comprehensive array
of clinical treatment and recovery support services through the use of veuchers to pay
for a range of effective, community-based substance abuse sarvices. ATR is outcome-
orientad and supports “best practice” models. In the fali of 2004, 5100 million doilars
was distributed to 14 states and one tribal organization in three-year grants.

UTAH LANDMARKS

1. Adoption of ASI and ASAM (2001)

DSAMH requiras the use of the Addiction Saverity Incex {ASt) as a common
assessment insirument, which provides censistent information for each adult client

entaring treatment with local authorities. The required use of the American Society of
Acdiction Medicine (ASAM) Uniform Patient Placement Criteria Second Editicn-Revised
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nas rasultad in mera affective and aperopriate treatment placements and has reduced
length of stays in mora costly services. Tne adcegtion of these tcols places emphasis on
cliert-criven freatment rather than program-driven fraatment and on variable lengths of
servicas rather than fixad length.

. Ccmpletion of Subsiance Abuse Treatment Practice Guidelines {2C03)

DSAMH staff and raprasentatives frem local substance abuse providers deveicged
these guidelines. Tne practice guidelines arz basad on the most recent scientific and
clinical kncwledge available from the literaturs and irom outcome rasearch.

NATIONAL LANDMARKS IN SUBSTANCE ABUSE TREATMENT OF THE JUSTICE
POPULATION

1. Explosion in lllicit Drug Use

The segment of society using drugs between 1350 and 1970 expanded with the crack
cocaine epidemic of the mid-1980's, and the number of drug arrests skyrocketed. Initial
legislation radefined criminal codes and escaiated penalties for drug possession and
sales. These actions did little to curtail the illicit use of drugs and alcohol. As law
enforcers redoubled their efforts, America's prisons were filled, compromising Federal
and State correction systems' abilities to house violent and carzer felons. Some States
scrambled to "build cut" of the problem, spending hundreds of millions of doilars on new
priscns, enly to find that they could not afford tc operate or maintain them.

2. The Nation's First Drug Court established in Miami in 1989.

The first drug court was implemented in 1989 in Miami, Fiorida when Judge Herbert M.
Kiein, troubled by the disabling effects that drug offenses were wreaking upon Dace
County courts, became determined tc "solve the problem of larger numbers of people
on drugs.” The court became a mocel program for the Nation.

UTAH LANDMARKS

1. Dramatic incraasa in the number of individuals refarrad from the criminal justice
sysiam

The number of raferrals to Utah's public substance abuse programs from the criminal
justice system has risen dramatically over the past 10 years, from 5145 to 9073, nearly
1/2 of the 19,577 raferrals to the system. Atthe same time, the number of inmates who
neecd substance abuse freatment services has zlso risen to 70% of &l incarcerated state
prisoners.

2. In 2001, methamphetamine tecame the primary illicit drug of ¢cheice
After alcohol (36.36%), methamphetamine is the most commaonly abusad drug among

Utahans who entered treatment in 2003 (23.76%). Methamphetamine was fcilowed by
marijuana (17.87%), heroin (8.73%) and cocaine/crack (6.78%). In almost every other
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state in the naticn, marijuana is the highest drug after alconci, which nighlights Utah's
praotbiem with meth. Methamchetamire surpassed marijuana in Utan by 2001, and has
continued an upward trend sinca then.

Methamghetamine centinues to be the drug of cheice among Utah women of
childbearing age who use and abuse illegai drugs. Of particular concern is the fact that
twe-thirds (88%) cf these women have young, degendent children. itis estimated that
abcut 7G% of males and 81% of females ars at risk of atuse or dependence on alconal
or drugs upcn entaring the Salt Lake County Metro Jail (2002}, In additicn, 58% cf
males and 74% of famales test pcsitive for an illicit drug at the time of arrest. This dees
nct include alcohol intoxication {ADAM, 2002).

3. Utah's First Drug Court Established in 1966

In 1996, the first Drug Court in Utah was established in Third District Court { Salt Lake).
Designed as an alternativa for non-violent drug offencers, it provides intensive drug
reatmeant and monitoring as opposed (o traditional sentencing and incarceration.
During 1857, Tnird District's Drug Court has begun to sae the fruits of its labor with the
first graduatas of the program. According to the U. S. Department of Justice, the
racidivism rate of drug offanders sent to prison can be more than 80% with recidivism
among drug court participants ranging from 5% to 28%.

4. Tobacco Setiiement Funding for Utan's Drug Courts

This new law, effactive in 2000, expanded existing drug court programs and created the
criteria for participation in drug court programs. in fotal, $1,648,887 million dollars of
Tobacce Settlement funds were used t¢ create a statewide Drug Court and Drug Board
program.  Sixteen drug courts and 2 drug boards ara funded through this pregram.

5. 2000, creation of the Collaberative Interventions for Addicted Offenders (CIAD)
Program

CIAQ program was created in 2000 to addrass substance abuse among parolees and
prodationers in Utah. This program provides a continuum of evidence based treatment
services in the community. CIAQ is the result of a partnership tetwesn the Division of
Substance Abuse and Mental Health and the Utah Department of Corractions. CIAQ is
funded with $755,000 of Federal Substance Abuse Block Grant funds.

(Ms:dsamh: white paper final 1.22.05jrb)
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Exhibit B

Response of Davis Behavioral Health, Inc.
to

Legislative Audit Report No. 2008-06

November 19, 2004

Steve Rawlings

Davis County Clerk/Auditor
Davis County Courthouse
P.O. Box 618

Farmington, UT 84025

Re: Davis Behavioral Health Designation and Use of Private Funds

Dear Mr. Rawlings

The purpose of this letter is to bring you up-to-date on DBH’s corporate
restructuring and how private funds were defined by the Board and will be
used in the restructuring process. To ensure that you have a full
understanding of DBH’s restructuring and the reasoning behind this effort,
this letter is divided into three sections: first, the goals or motives for the
restructuring; second, a summary of the new corporate structure and the
reasons why this particular corporate structure was selected; and third,
how the restructuring process will be funded.

I. Goals/Motives

1. To continue to provide mental health treatment to unfunded SPMI
and SED patients in Davis County, while implementing changes in
federal funding regulations and being good stewards of State and
County funds.

2. To promote “recovery” in DBH patients, to normalize their lives,
and to eliminate dependency on the public human services systems
for sustaining their quality of life.

3. To fill a gap in mental health services for individuals who are not
within the target population served by the public mental health
system in a manner that provides a continuum of care that is
similar to the continuum provided in the public system



Mr. Steve Rawlings
November 19, 2004
Page 2

II. Summary of the New Corporate Structure

The DBH restructuring is based upen the creation of four 501(¢)3 private, non-profit
corporations. One corporation will be structured as a holding corporation (DBH Holding
Corporation) which will become the parent company of DBH and three new subsidiaries
of DBH Holding Corporation which are sister corporations to DBH (Francis Peak Family
Counseling Center, Diversified Employment Opportunities, and the Family Behavioral
Health Foundation). Non-profit corporate structures were selected because non-profit
companies are restricted in their ability to pay dividends or profits to only other non-
profit corporations and not individuals or for-profit organizations. Therefore, each
corporation within the structure exists for the specific purpose of generating profit that
can be passed through to DBH to fund treatment for unfunded SPMI and SED patients.
Specifically, Francis Peak Family Counseling Center, Inc. is a private behavioral health
clinic that will provide services to non-SPMI and non-SED patients with the ability to
pay through private insurance, cash, employee assistance programs, or other private
sources. After the clinicians and overhead expenses are paid, a portion of the profits will
be passed through the DBH Holding Corporation to DBH to assist in funding treatment.

Diversified Employment Opportunities, Inc. (DEO) is an “affirmative business” which 1s
a private business that will have a mixed work force of traditional employees
(approximately 60%) and DBH patient employees (approximately 40%). The DBH
patient employees will be hired in positions at all levels of the business that maximize
their skills and potential for growth. These jobs are designed as permanent jobs that
patients can work at until they are able to secure other employment. DEO will begin
work in a custodial business and aluminum recycling business. DEO has also been
qualified as a federal “NISH" provider which makes it eligible for federal set-aside
contracts awarded to companies that employ disabled individuals in their workforce.
After the workforce and overhead expenses are paid, a portion of the profits will be
passed through the DBH Holding Corporation to DBH to assist in funding treatment.

The Family Behavioral Health Foundation, Inc. will be focused on fund raising and
public awareness of how behavioral heatth issues impact the family. The fund raising
efforts will be in the form of special events and donations from private foundations,
individuals, and businesses. After the staff and overhead expenses are paid, a portion of
the profits will be passed through the DBH Holding Corporation to DBH to assist in
funding treatment.

The DBH Holding Corporation is designed simply as a pass-through corporation to
initially receive and distribute private funds that DBH has accrued over the year and to
distribute profits from DBH sister corporations back to DBIH to assist in funding
treatment.



Mr. Steve Rawlings
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1L

Determination and Use of Private Funds

When the DBH Board of Directors began planning the corporate restructuring, they made
two commitments to ensure the corporate restructuring process would hold up to public
and legislative scrutiny. First, the Board is committed to full disclosure to DBH's public
funding sources (Davis County, the Department of Human Services (DHS), and the
Department of Health (DOH)) regarding the planning, funding and implementation
process. Second, the Board is committed to statutory and contractual compliance
regarding the use of public funds. These commitments led to the following steps to
accomplish full disclosure and full contractual and statutory compliance:

L.

The Local Mental Health and Substance Abuse Authority has been a full
participant in the planning process and represented by Commissioner Cragun as a
non-voting member of the DBH Board of Directors. During Board meetings the
corporate restructuring was reviewed and approved. In addition, the Board gave a
directive to define and segregate DBH’s private funds for use in the development
of the new corporate structure. This directive included the mandate that the
segregation of private funds could not jeordize the 60-day operating cash balance
required in the Medicaid contract with DOH.

On April 5, 2004 and April 15, 2004, I met with Pattie Christiansen, outside
counsel DBH retained to assist in the development of the new non-profit
companies, to provide a legal analysis on the definition of private funding using
State and County contracts and State statutes.

On April 9, 2004, the DBH Board Chair, Commissioner Cragun, and I met with
Randy Bachman, SAMH Division Director, Wayne Welch, Legislative Auditor
and other members of the Legislative Auditor’s staff. The purpose of the meeting
was to fully disclose DBH’s planning process to the Legislative Auditors and
DHS.

On April 15, 2004, Ray Johnson, DBH, CFO, and I met with Davis County
Commissioner Michael Cragun; Gary McKean, Deputy Davis County Attorney:
and Steve Rawlings, Davis County Clerk/Auditor. The purpose of the meeting
was to review the new corporate structure and review the definitions and
calculations of DBH private funding that would be used to develop the new
corporate structure.

On April 19, 2004, the Davis County Mental Health and Substance Abuse 2005
Area Plan was submitted to the Local Authority for review. The Area Plan
contained an overview of the new corporate structure in Part IV: Brief
Descriptions of Other Services Offered.
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10.

11.

12.

13.

14.

On April 26, 2004, a leiter drafted by Pattie Christiansen was sent to Gary
McKean. The letter contained an analysis of how DBH defined and calculated the
amount of private funds.

On April 27, 2004, the Davis County Commission, in its role as the Local Mental
Health and Substance Abuse Authority, approved the 2005 Area Plan.

On April 28, 2004, the Davis County Area Plan was submitted to the State
Division of Substance Abuse and Mental Health for approval.

On June 17, 2004, Maureen Womack, DBH President met with Mike Dielly and
Karen Ford, DOH Division of Health Care Finance. During the meeting, Maureen
reviewed the new corporate structure.

On July 1, 2004, I met with Gary McKean, Deputy Davis County Attorney and a
staff member from the Clerk/Auditors office. During the meeting. Mr. McKean
requested more analysis be added to the April 26, 2004 letter.

On July 5, 2004, a revised private funds analysis letter was sent to Gary McKean.

On July 13, 2004, the Local Authority received a conditional letter of approval for
the Area Plan from the State Division of Mental Health and Substance Abuse.
The approval was conditioned on submission of some clarifying information,
none of which was related to the new corporate restructuring.

On September 17, 2004, I had a phone conversation with Gary McKean. During
the call, Mr. McKean stated he was satisfied with the analysis in the private funds
letter and requested that a meeting be arranged between the DBH CFO and the
County Clerk/Auditors staff to ensure the calculations of private funds matched
the definitions contained in the private-funds analysis letter.

On September 17, 2004, Ray Johnson DBH CFO, met with you and other
members of the Auditors staff who confirmed the calculation of private funds
matched the definition in the private funds analysis letter. From that meeting Ray
report your office need to complete further analysis of the calculations.

From our meeting yesterday, the following concerns were noted for resolution, prior to
the private fund determination can made and approved by the county.

L.

Private funds generated from the third party payments (private insurance, co-
payments and fees) shall only be counted as private funds profits after the
expenses incurred by DBH for the services which generated the third party
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payments have been deducted. (Third Party Payment — cost of clinical service —
cost DBH overhead to support the clinical service = Available private funds)

2. The DBH private fund calculation must be amended to reflect the calculation
shown above and resubmitted to the County for analysis and approval.

Please let me know if you have any questions (801) 726-8709. Thank you for your time
and consideration.

Sincerely,

Abel C. Ortiz
General Counsel, DBH Board of Directors
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Auditor’'s Comments Regarding
the Agency Response

We have reviewed the audit response letters submitted by the Davis Behavioral Health (DBH)
Board Chairperson and by the organization’s management and, due to the depth of their
criticism, have deemed it necessary to formally reply to their comments. Such a response is not
a typical practice of the Office of the Legislative Auditor General, but it is called for in this case
and follows performance audit standards established by the United States Governmental
Accountability Office (GAO).

Board Response

The DBH Board Chairperson’s objections to and negative characterizations of how our audits
are released are unfortunate but understandable, given his lack of understanding of the audit
process due to his exclusion from the process by DBH management. DBH management has
been involved in previous legislative audits that have followed the same exit process. In past
audits, DBH management and key members of DBH’s board have been involved in the audit,
from beginning to completion. However, the audit process does not include the entire board
of any audited organization. For this audit, DBH management attended the exit conferences
and elected not to have board participation.

This audit began with an entrance conference that included the past DBH Board Chair and one
other board member. The audit’s completion process was discussed at that time, including the
level of board participation and the organization’s option to respond. DBH board ofticers
changed during the course of the audit and, apparently, were not informed of the audit process
by the prior board members or DBH management.

As the completion of the audit drew near, we began our exit process. We offered initial drafts
to DBH management, who could have shared the drafts with one or two key board members.
DBH management requested copies for three administrators, and they received these copies on
April 22. On May 8, we met with DBH and discussed this draft. A second draft was provided
to, and discussed with, DBH administrators on May 13. DBH received a final draft on May
20, and at the request of DBH management, we provided an additional copy for the board
chair.

On June 3, DBH’s executive director informed us that the board chair wanted all board
members to review the draft document in a late June board meeting and that board and agency
responses would not be possible until sometime in July. We informed DBH that it is not our
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practice to widely distribute draft reports to entire boards, and that a response was needed by
June 11 if one was to be included in the bound report. This response time (over one and a half
months) is substantially longer than what we typically give auditees. Several attempts to
contact both the board chair and vice chair regarding their concerns with the exit process were
unsuccessful.

Inclusion of an agency response is not an agency’s right; it is a courtesy offered by our oftice.
The GAO book of audit standards states that conducting audit exit conferences with agencies
and allowing a response to the audit is an important part of developing “a report that is fair,
complete, and objective.” Taking these steps, although they increase the time and cost of an
audit, is worthwhile. However, the inclusion of an agency response does not dictate when and
how an audit is released.

The Legislative Audit Subcommittee has addressed this exit process over the years, and the
current subcommittee is comfortable with the existing method. In this case, the subcommittee
chairs were informed of DBH concerns and agreed that the current exit process appropriately
accommodated DBH.

Agency Management Response

During the audit exit process, we reviewed the information in the DBH response letter or
alluded to as ignored by the auditors, and found it insufficient and/or unsupported.

The information we included in this report, as in all other reports from this office, represents
the most accurate documentation available during the audit process. Most of the base financial
information in the report comes directly from either DBH’s finance and accounting
departments or their audited financial statements. Much of the information in the report was
verified by the past CFO, who resigned during the audit process, and DBH’s controller. The
numbers presented after the audit process by DBH’s current CFO were, in our opinion,
developed solely to refute both the audit and past DBH information.

DBH?’s criticism that the auditors do not recognize that the affiliated entities provided a service
which resulted in benefits for the increased costs, misdirects the intent of Chapter II. In fact,
the $850,000 value cited in the report is the additional cost required to establish the
infrastructure of those businesses, not the cost of therapeutic activities. It is also important to
note that the affiliated entities serve a very limited number of clients at a higher cost than
previous programs.

The agency response neglects to explain why the entities that DBH claims had to be separated
trom DBH for federal accounting purposes, are now functioning as divisions of DBH. During
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the exit process and in their response, DBH stated that the problem was not the need for
tederal accounting separation, but a need to separate out private insurance that was losing
billings due to poor accounting procedures.

The purpose for creation of the affiliated entities needs to be clarified. DBH is critical of the
report’s focus on the profitability of the entities, yet it continues to emphasize the support it
gained from its oversight agencies. The two go hand in hand. State and county oversight
bodies were sold the concept of separate aftiliated entities with the benefits of 1) separation of
private and public funds, and 2) profitability that could be utilized to augment DBH’s public
tunds. The original articles of incorporation identify the affiliated entities’ profit motive “to
provide financial support to existing 501(c)(3) organizations.” Service delivery, as a
component of the incorporation papers, was added two years later and was not a major part of
the presentation to the oversight agencies.

Finally, the Office of the Legislative Auditor General wishes to clarify that it never expressed
support or opposition to the development of the private businesses. On numerous occasions,
DBH contacted both the current and past Auditors General in an attempt to obtain support for
its plans to privatize some businesses. Our answer was that we would neither support nor
oppose their plans with the caveat that our 2003 mental health report found problems with
another center’s affiliated business, and caution was advised. DBH’s use of quotes from
oversight agencies where it implies inclusion of the Oftice of the Legislative Auditor General is
inaccurate and simply not true. We have worked with all of the oversight agencies throughout
this audit, and all have expressed serious concerns with DBH management’s support of the
aftiliated businesses.
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