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Davis Behavioral Health (DBH or Davis) is the community mental health
and substance abuse provider for Davis County. The federal government
requires states to provide both mental health and substance abuse
treatment on an individual, community basis. In response, the State of
Utah contracts with Davis County and then Davis County contracts with
DBH to provide this opportunity for treatment. The majority of funding
tor these services comes from public sources, with other revenues coming
from patient fees and insurance.

DBH’s activities to fulfill this mission are primarily overseen by DBH’s
nine-member Board of Trustees. The Davis County Commission has one
seat on this board and one of the three county commissioners is a board
member. Additional oversight comes from DBH’s independent auditors,
by the Division of Substance Abuse and Mental Health (DSAMH or
division) in the Department of Human Services, and by the Division of
Health Care Financing (HCF) in the Department of Health and others.
In its recent audits of DBH, the division expressed concerns that several
affiliated corporations created and funded by DBH had become a financial
liability and that procurement policy was not followed in awarding the IT
system contract. These concerns, along with other legislative issues, led a
legislator to request and the audit subcommittee to approve this audit.

Corporate Reorganization Was Costly for DBH. In 2004, DBH was
looking for a way to increase their funding for basic services and react to a
changing service environment, so they decided on a new corporate
structure that included five new corporations. Instead of generating
profits, the creation and operation of the new corporations cost DBH
about $850,000 in additional expenses, increased DBH’s complexity, and
decreased its efficiency. In 2007 DBH decided to dissolve the
corporations and return their responsibilities to DBH. This indicates it
was not necessary to create the independent corporations because DBH
could assume all of their functions.

DSAMH and Davis County’s clerk-auditor question this use of DBH
tunds. It does not appear that there was a need to go to the expense of
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privatizing activities that were already being done or could have been
done by DBH. Creating separate corporations increased the
administrative costs for the overall operation. DBH has decided to
continue to operate Diversified Employment Opportunities (DEO) and
Daybreak as divisions of DBH. If they are to continue with these
tunctions, additional refinement of these operations is necessary to
improve service delivery and control costs.

DEO Hampered By A Slow Start and Poor Execution. During its
three years as an affiliated entity, DEO did not create employment for
DBH clients by creating any independent small businesses or winning any
tederal government contracts. Instead, DEO’s employment program only
employed clients to do work for DBH, thus increasing DBH’s costs.
DEO, while oftfering limited therapeutic benefits, was not financially
viable and relied almost exclusively on DBH for jobs for clients and for
funding. DBH dissolved DEO in June 2007 and it became a division of
DBH. As of the date of this report, 56 clients are employed at DBH. It
is conceivable that DEO could provide employment services to more
clients, at a lesser cost, by developing jobs in the community and getting
outside contracts and outside funding. We recommend that DEO
develop plans on how they will get outside funding and outside job
placements for clients.

Daybreak Duplicated Existing Services. DBH created an affiliated
corporation, Daybreak, to provide mental health services for people with
insurance. Leasing a separate facility to serve people with insurance
duplicated existing internal functions. The corporation was not financially
viable and relied on DBH for financial support. It was dissolved in June
2007. Daybreak, now as a division of DBH, is still not financially viable
and continues as a stand-alone facility that serves select clients. Other
Utah mental health centers care for insurance clients in their clinics. They
have not created separate clinics to care for insurance clients. We
recommend that DBH reassess the mission and goals of the Daybreak
program to determine if it should remain a stand-alone facility.

ITX Media’'s Dual Role Creates Potential Conflict of Interest. The owner
of ITX Media (ITX) is both DBH’s chief information officer (CIO) and
their primary information technology (IT) provider. This relationship
creates a potential conflict of interest. Conflict of interest is further
increased by the contract between I'TX and DBH, which requires little
documentation. DBH’s selection of ITX for IT service provision has

A Performance Audit of Davis Behavioral Health



caused lingering questions that can only be remedied with pending
contract amendments. Despite these questions, the products and services
provided by ITX to DBH and the Health Data System Consortium are
proving useful and are gaining user acceptance. We recommend that
DBH take steps to clarify I'T oversight and further examine contract
amendments.

Chapter IV: | The Profiler System Has Improved. Nationally, health care providers are
Implementing an | moving toward electronic information systems integrating both billing
Integrated IT | 414 clinical information. DBHs IT integration process follows that
System Has ﬁl?eer national trend and has been slow to implement and gain acceptance. The
Difficult integration process 1s not easy; most organizations, including DBH,
encounter user-acceptance, training, and error problems. Initial selection
and start-up problems fueled staft’s hesitance to accept the unfamiliar
system. Development has also been hampered by documentation and
training problems. It appears that the system is now gaining acceptance
as problems are being resolved. We recommend that DBH take steps to
improve communication and training regarding the Profiler system, and
also talk to agencies with concerns about their data.
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Davis County
created DBH as a
nonprofit
organization to
provide mental
health and
substance abuse
services to county
residents.

Chapter |
Introduction

Davis Behavioral Health (DBH or Davis) is the community mental
health and substance abuse provider for Davis County. The federal
government requires that individuals have the option of receiving both
mental health and substance abuse treatment on an individual, community
basis. In response, the State of Utah contracts with Davis County and
then Davis County contracts with DBH to provide this opportunity for
treatment. The majority of funding for these services comes from public
sources, with other revenues coming from patient fees and insurance.

In 2004, DBH created and funded aftiliated entities in an attempt to
generate additional funds to fulfill the mission of DBH. That mission is:

To provide comprehensive, quality behavioral health services to
individuals, families and our community through: effective clinical
practice with evidence-based outcomes provided in a fiscally
responsible manner to ensure client/family, community and staff
satisfaction.

DBH?’s activities to fulfill this mission are primarily overseen by DBH’s
nine-member Board of Trustees. The Davis County Commission has one
seat on this board and one of the three county commissioners is a board
member. Additional oversight comes from DBH’s independent auditors,
by the Division of Substance Abuse and Mental Health (DSAMH or
division) in the Department of Human Services, and by the Division of
Health Care Financing (HCF) in the Department of Health, and others.
In its recent audits of DBH, the division expressed concerns that several
affiliated corporations created and funded by DBH had become a financial
liability and that procurement policy was not followed in awarding the I'T
system contract.

DBH Has a Contract to Provide
Community Mental Health Services

DBH is a nonprofit organization that contracts with Davis County to
provide mental health and substance abuse services. The federal
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DBH is required to
provide 10 mandated
services.

government requires the state to provide behavioral health services to its
citizens. In answer to this charge, the State of Utah designated counties
as local mental health authorities (LMHA) in charge of providing
behavioral health services for the people of their county. Davis County, as
a LMHA, eclected to deliver services by creating DBH as a nonprofit
corporation and then contracting with DBH to be the county’s service
provider. Federal, state, and county funding flows through the LMHA to
DBH. DBH also receives some additional funding from private sources.

DBH is Required to Provide Mandated Services
by Federal, State, and County Governments

Federal regulation of the U.S. mental health system has evolved
through a series of legislative changes. In 1999, the Supreme Court ruled
that “states are required to place persons with mental disabilities in
community settings rather than in institutions.” This is a result of the
move beginning in 1955 toward community-based mental health.

The State of Utah has legislated that the county is the LMHA, as well
as the local substance abuse authority. Counties are required every year to
submit an annual plan “for mental health funding and service delivery,” as
well as plans for treatment of substance abuse. The following mental
health services as found in Utah Code 17-43-301(4) are mandated:

Inpatient care and services
Residential care and services
Outpatient care and services
24-hour crisis care and services
Psychotropic medication management
Psychosocial rehabilitation, including vocational training and skills
development
Case management
8. Community supports, including in-home services, housing, family
support services, and respite services
9. Consultation and education services including case consultation,
collaboration with other service agencies, public education, and
public information
10. Services to persons incarcerated in a county jail or other county
correctional facility

O G 0

N

Substance abuse authorities are required under Utah Code 17-43-201 to
submit a plan with “provisions for services, . . . for adults, youth, and

A Performance Audit of Davis Behavioral Health



The majority of
DBH’s funding
comes from federal,
state, and county
sources.

children, . . . and primary prevention, targeted prevention, early
intervention, and treatment services.”

In order to tulfill the requirements of this legislation, Davis County
created, then contracted with DBH to “provide and perform the . . .
mental health services to and for all persons, including adults, youth, and
children, within Davis County.” This contract specifies that DBH will
provide all of the services listed above from Utah Code 17-43.

The Majority of Financing for DBH
Comes from Governmental Sources

DBH is financed mainly through governmental sources, but also from
patient fees and private insurance. In the last two years DBH has
generated revenue from extraordinary, one-time property transactions.
DBH’s total budget for fiscal year 2008 is $15,011,733. Figure 1.1

shows the historical revenues and the sources of that revenue as per DBH.

Figure 1.1 DBH Revenues Have Continually Increased Each Fiscal Year.
In fiscal year 2007, DBH received 84 percent of their revenue from public
sources.

Revenue Fiscal Year Fiscal Year Fiscal Year Fiscal Year
Category 2004 2005 2006 2007
Federal $ 7,002,448 $ 7,027,194 $ 7,846,366 $ 8,067,641

(Medicaid)!
State Funds? 4,021,495 4,030,623 4,156,610 4,443,560
County Funds® 785,278 834,483 826,930 853,465

Public Total $11,809,221 $11,892,300 $12,829,906 $13,364,666

Patient Fees, 977,511 941,770 1,126,352 776,125
Insurance

Other* 250,283 349,683 1,356,590 1,736,597
Total $13,037,015 $13,183,753 $15,312,848 $15,877,388

1 Primarily directed toward Medicaid and chronically ill client needs.
2 Including the required state match of federal funds.

3 Including the required county match of federal funds.

4 Includes rental fees, property transactions and other.
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Program services
spending, as a
percentage of
revenues, has
decreased.

DBH?’s total revenue has increased about 22 percent from fiscal year
2004 to fiscal year 2007. Funding from public sources—intended to serve
clients on Medicaid, those who cannot afford services anywhere else, and
other Davis county residents—has increased each year for a total increase of
about 13 percent.

The most marked increase is in the “other” category of revenue. This
increase is not expected to be ongoing revenue but are extraordinary (one-
time) revenue items. For example, in 2006, DBH had major property
transactions. They sold buildings and property, purchased property and
received a $395,000 donation from the seller of a building they purchased.

In fiscal year 2007, DBH also had extraordinary revenues from property
that DBH acquired from Davis County valued at $945,000. According to
DBH’s Chief Executive Ofticer (CEO) these were properties used in DBH
operations that were intended to be deeded to DBH years before when
DBH had completed the payments on Municipal Bonds that had been
issued by the County to buy property and build facilities. The transfer of
the property’s title was completed on December 29, 2006.

DBH’s revenues are used to treat clients in various clinical programs as

well as administrative expenses. Figure 1.2 shows the breakdown of where
the revenues detailed in Figure 1.1 are spent.
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Figure 1.2 Program Services Spending, As A Percentage of Revenues is
Decreasing. Program services spending as a percentage of total revenue has
decreased from 83.8 percent to 81.7 percent.

Fiscal Year Fiscal Year Fiscal Year Fiscal Year
Expense Category 2004 2005 2006 2007

MH Intensive $2,917,482 $ 3,078,400 $ 3,370,679 $ 4,005,341
MH Out-Patient 4,254,397 4,904,244 5,005,642 5,328,694
SA Intensive 1,319,947 1,238,673 1,518,783 1,369,766
SA Out-Patient 1,623,778 1,548,682 1,576,361 1,487,866
Prevention & 673,014 674,947 519,006 442,846
Education
HUD Project 136,642 145,141 148,392 335,749
Total Program $10,925,260 $11,590,087 $12,138,863 $12,970,262
Expenses
Management 1,693,741 1,641,473 2,009,275 1,963,344
Expenses
Other Expense! 0 0 598,143 485,603
Increase (decrease) 418,014 (47,807) 566,567 458,179
in net assets
Total $13,037,015 $13,183,753 $15,312,848 $15,877,388

Source: DBH audited financial statements.
1. Includes expenses for the non-profit corporations and the DBH property expenses.

Actual dollar program services spending increased 18.7 percent from
tiscal year 2004 to fiscal year 2007. However, when looking at program
services spending as a percentage of total revenue there was a decrease from
83.8 percent to 81.7 percent. Similarly, actual management expenses
increased 15.9 percent from fiscal year 2004 to fiscal year 2007. However,
management expenses as a percentage of total revenues decreased slightly,
trom 13 percent to 12.4 percent, from fiscal year 2004 to fiscal year 2007.
These decreases allowed for the payment of the non-profit corporation’s
losses and for net asset increases.

In fiscal year 2006 DBH’s increase in net assets (profit) of $566,567
primarily came from $402,175 of one-time transactions. In fiscal year 2007,
DBH received land and buildings from Davis County valued at $945,000.

It appears that without the $945,000 donation, DBH would have shown a
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decrease in net assets (loss) in their operations of $486,821. DBH’s gains in
the sale of property and donations of property have offset operating losses.
This is a concern because operating funds generation has not been covering
DBH expenditures.

Although the above figure shows that DBH had increased net assets
(profit) in fiscal years 2006 and 2007, the majority of the increase came
from extraordinary one time transactions. If DBH had not had these
extraordinary transactions, they would have shown a loss in their operations
in 2007.

Audit Scope and Objectives

The Legislative Audit Subcommittee requested this audit of DBH. This
audit has three objectives:

1. Examine the concerns identified by DSAMH in their November
2006 audit of DBH.

2. Examine all financial and other resources devoted to the spin-oft
affiliated entities and determine if such expenditures are efticient and
effective.

3. Determine if all entities have adequate governance and board
oversight.

We reviewed the operation of the affiliated entities mentioned as
concerns in the DSAMH audit from their creation in 2004 until their
dissolution on June 29, 2007. This audit provides ways for DBH to increase
the efficiency and effectiveness of two of the entities as DBH has decided to
continue providing services from these entities as divisions within DBH.
Further concerns with these companies and their continuing functions are
addressed in Chapter II.

DBH, along with four other community mental health centers
(CMHC:s), entered into a consortium of computer users and hired I'TX
Media (ITX) as their IT service provider. The division audit expresses
concern about the contract between Davis and ITX. DSAMH is concerned
that the contract was not bid through an appropriate procurement process
and believes DBH should rebid the contract. These concerns are addressed
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in Chapter III. The consortium of CMHC:s uses Pro-Filer, a software
product from Uni/Care, to provide both clinical and billing electronic
records. Staff concern with Pro-Filer is addressed in Chapter IV.
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DBH reorganized in
2004 by creating five
new corporations. In
2007, they put all of
the corporations
back together under
DBH.

DBH spent
approximately
$850,000 to
reorganize and
operate affiliated
entities.

Chapter Il
Creation and Operation of Affiliated Entities
Was A Poor Use of Limited DBH Funds

Davis Behavioral Health (DBH) reorganized in 2004 and created five
affiliated corporations with the dual purposes of generating funds that could
be passed through to DBH to care for the unfunded and reacting to a
changing therapeutic services environment. Instead of generating funds for
DBH, the creation and operation of the new corporations cost DBH
approximately $850,000, increased the complexity of the organization, and
decreased its efficiency. On June 29, 2007 DBH dissolved the affiliated
corporations and put the functions back under DBH. The State Division of
Substance Abuse and Mental Health (DSAMH or division) and Davis
County’s clerk-auditor question the use of DBH reserves to provide funding
tor the new aftiliated entities.

It does not appear that there was a need to go to the expense of
privatizing activities that were either already being done or could have been
done by DBH. Although DBH dissolved all the affiliated entities, they
continue to provide services using Diversified Employment Opportunities
(DEO) and Daybreak-as divisions of DBH which adds to DBH’s costs that
need to be paid with state and county funds. Additional refinement of these
operations is necessary to improve service delivery and control costs.

Reorganization Was Financially Costly to DBH

DBH’s Chief Executive Ofticer (CEO) and board decided to follow an
out-of-state center’s organizational structure and reorganized DBH in 2004.
The total cost for the reorganization and the services provided by the
affiliates was approximately $850,000.

The affiliated entities increased the complexity of DBH and created
additional expenses for DBH. For example, DBH paid attorneys and staff to
create the new corporations. These expenses were not isolated and charged
to the aftiliated entities; they were paid by DBH. None of the additional
administrative burdens or additional expenses were clearly visible because the
affiliated entities were removed from DBH board oversight and
accountability.
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Specific information for each affiliated corporation, including the
corporation’s type and purpose, governance, and initial and ongoing funding
sources, is detailed in Appendix A. A visual of the corporate restructuring is
shown in Figure 2.1.

Figure 2.1 DBH Created Five New, Affiliated Entities in 2004 and Then
Dissolved Them in 2007. DEO and Daybreak Continue as Divisions Within
DBH. Prior to 2004 and after 2007, DBH was the main corporation.

DBH Holding

[ | | I |
DEO Daybreak Foundation DES DBH

DBH specifically set up the five new corporations so they would not be
part of DBH. To accomplish this, DBH created DBH Holding corporation
as an umbrella corporation and then created the other four corporations to
be under DBH Holding. The five corporations shown in blue above were
created in 2004—three service entities (DEO, Daybreak, and the
Foundation) with the specific purpose of generating funds that could be
passed back to DBH and two entities (DBH Holding and DES) to provide
support services to the service entities.

1. Diversified Employment Opportunities (DEO)—set up on
7/29/04 to create employment for DBH clients by operating in-house
businesses or winning federal janitorial contracts

2. Daybreak Behavioral Medicine (Daybreak)—set up on 7/14/04 to
provide services to people with insurance

3. Family Well Being Foundation (Foundation)—set up on 7/14/04
to solicit charitable contributions

4. DBH Holding—set up on 7/14/04 as a pass-through corporation to
receive and distribute funds
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5. Davis Employment Services (DES)—set up on 3/4/05 to provide
the employment and payroll functions for DEO and Daybreak
employees.

DBH, shown in yellow, was the original corporation prior to 2004 and is
the only one that remained after the five new corporations were dissolved on
June 29, 2007. From an organizational and financial standpoint, the five
new corporations were to be independent and were not to be included in
DBH’s audited financial statements. While the corporations were
independent on paper, in reality they received financial and administrative
support from DBH. Some of the actual work was performed by DBH staff.
Additionally, DBH provided the initial start-up funds and some ongoing
tunding. Figure 2.2 demonstrates this relationship.

DBH spent about
$850,000 creating

and operating five Figure 2.2 DBH Spent Approximately $850,000 Creating and Supporting
new corporations. the Three Affiliated Entities from Fiscal Years 2003 to 2007. DBH provided
start-up funds, paid client wages, and paid fees to consultants.

DEO Daybreak Foundation Total

DBH collateral provided $250,000 $225,000 $25,000 $500,000

Reserve for write-down of

collateral —=FY 2006 232,469 158,800 0 391,269

Additional collateral write-off
by DBH to retire working 37,358 16,109 0 53,467
capital loan—FY 2007

Additional DBH support 86,513 51,510 62,257 200,280

Increased cost to DBH for
janitorial and food services 127,000 127,000
provided by DEO *

Consultant fees paid by DBH 90,840 90,840

Total Support Provided by

DBH $574,180 $226,419 $62,257 $862,856

1 In addition, DBH paid client wages for services such as office support and building and grounds
maintenance. The lack of records prevent us from identifying how much DBH paid for these services prior to
DEO. Overall, DBH paid wages to approximately 110 clients

Figure 2.2 shows that DBH spent approximately $850,000 to create
and operate the affiliated entities through June 29, 2007 when they were
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dissolved. Sixty-nine percent of the $850,000 in DBH funds were
directed to DEO. In addition to these costs, DBH paid for legal fees and
services and DBH staff to provide services to the affiliated entities. The
lack of records prevents us from identifying how much DBH
administration and staft time was devoted to the affiliated entities. For
example, some DBH staff traveled out-of-state to visit other organizations
to see their corporate structures and operations; file documents of
incorporation; work with the IRS on tax-exempt status issues; set up new
accounts; transfer DBH funds; and hire administrators, accountants, and
auditors for the new corporations.

DBH’s CEO believes that employing clients keeps Medicaid costs
down because they are no longer in a Medicaid reimbursed day treatment
program. We do not believe that savings would be significant given the
low number of therapy sessions for the existing DEO clients.

Uncertainty Regarding Nature of Funds

DBH used a portion of their reserves to provide start-up funds for the
new corporations. There are still questions regarding the nature of the
tunds used. DBH believes they were private funds that they earned from
client fees, private insurance and charitable contributions. DBH’s board
recognized the funds used as privately-generated and authorized the use of
$500,000 to be used as collateral so the new companies could secure
working capital in the initial period of operation. However, others
believe they were public funds since they were earned by DBH using the
infrastructure paid for with federal, state and county funds.

In April 2004, DBH asked the Davis County Commission, the local
Mental Health Authority, to approve their reorganization plans. DBH
told the commission that the overall purpose of the new corporations was
to “become less reliant on revenues from the State Department of Human
Services and Medicaid funding through the State Department of Health,
and . . . to expand recovery-oriented services.” Based on this information,
in February 2005 the Davis County Commission voted on and approved
DBH’s reorganization plan to create new nonprofit corporations and to
loan the new corporations an amount not to exceed a cumulative total of
$900,000 of DBH’s reserves or to establish a line of credit from a
commercial bank for that amount. We interviewed the Davis County
Commissioner on the board at the time of the creation of the
corporations, and he said it was clear to him that a primary purpose of
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creating the new corporations was to earn a profit through alternative
services that could be put back into DBH.

In March 2005, the DBH board approved the investment of up to
$900,000 of DBH’s reserves as start-up funds for the new, affiliated
entities. The funds were to be deposited in certificates of deposit at a local
bank that secured a line of credit the affiliated entities could use as needed
in their operations. Initially, DBH transferred $500,000—$250,000 for
DEO, $225,000 for Daybreak, and $25,000 for the Foundation. The line
of credit was to be paid back with interest once the affiliated entities
began to generate revenues that exceeded their expenses.

DBH’s board believed they could use the reserves based on their
attorney’s analysis that funds generated from client fees and insurance
were private, not public funds. Davis County’s clerk-auditor disagrees
with the conclusion that client fees and insurance earned in DBH’s
operations should be considered private funds and could, therefore, be
used to start the new corporations. The issue is that DBH earned client
tees and insurance using an infrastructure that was primarily funded by
tederal, state, and county funds. DBH’s private funds calculation is
detailed in Appendix B.

Poor Execution of the Affiliated
Entities Resulted in Financial Problems

DBH did not formulate adequate business plans and cost/revenue
torecasts before they created the aftiliated entities. Further, DBH lacked
the knowledge and expertise necessary to successfully implement the goals
of the corporations. DBH only received partially-developed business
concepts from outside consultants and others who, in our opinion,
produced very general documents that simply stated the affiliated entities
could earn profits in a short period of time. DBH hired new staff and
tasked them to operate these new entities thereby increasing DBH’s
expenses.

Other organizations, including the Davis County Clerk-Auditor, were
approached about the reorganization plans and were concerned about the
use of DBH funds to create and operate the affiliated entities. Although
the Davis County Commission approved DBH’s reorganization plans,
they may not have understood the issues in the reorganization plans. This
lack of understanding may be due to the commission’s representation on
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the DBH board. Only one county commissioner is active on the DBH
board at any given time and there was a transition of commissioners
during the planning period for the affiliated entities, when the entities
operated and when they were dissolved.

We asked Medicaid officials in the Division of Health Care Financing
(HCF) in the Department of Health it DBH had to lease a separate
facility and create a new infrastructure to treat clients that were not on
Medicaid. According to HCF’s manager of reimbursement, while
Medicaid funding can only be used for persons on Medicaid, that does not
mean that centers cannot provide services to people who are not on
Medicaid. A center must simply have a valid methodology to allocate
expenses for those clients not on Medicaid. In other words, DBH could
have 1solated the costs using accounting techniques; they did not have to
create a new corporate structure or lease a separate facility.

DBH Had to Compete with the Newly
Created Corporations for Resources

DBH devoted time and effort to the creation of the affiliated entities
because they claimed that “at a time when the demand for services was
increasing, government funding for such services was reduced.” In fact,
tederal, state and county funding did not decrease; it actually increased.
The negative funding impact experienced by DBH was not due to
decreased funding; it was caused by the Federal Government’s decision to
prohibit the use of excess Medicaid funds for non-Medicaid clients. DBH
had other funding sources and also reserves they could use within DBH.

Once DBH attorneys and staft created the affiliated entities, they
devoted their time and attention to hiring staft and leasing office space for
the companies. Some DBH staft, administrators, and psychiatrists were
shared with the new entities to help them succeed.

DBH was financially supporting the operations of the new affiliated
entities at a cost to their own operations. DBH staft were not receiving
Cost of Living Increases (COLA), vacant staff positions were not refilled,
and staft were told that they could no longer continue to serve unfunded
clients. This reduction in services increased DBH’s financial problems by
reducing their ability to bill for Medicaid services. A lack of clinical
staffing at DBH was a serious issue discussed in the 2007 site review
conducted by the DSAMH. It was so serious that DBH was placed on
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corrective action. These vacancies caused both poor documentation and
deficient treatment programming.

In summary, DBH had a major reorganization in 2004 that took time,
staff, and resources and cost DBH approximately $850,000. DBH
reorganized again in June 2007 when they dissolved the corporations
created in 2004. These major reorganizations have created unrest and
concern with staff. Staft told us they were told that the purpose of the
reorganization was to create profits for DBH yet the opposite occurred.
Some staff question the leadership skills and capabilities of management in
its direction of the organization away from their core mission to serve
Medicaid clients and the indigent and to clients with insurance. Also, staff
unrest and turmoil occur when staff see what they perceive to be
unnecessary expenses in other areas of the organization.

The five corporations were dissolved on June 29, 2007. At the same
time, two of the corporations—DEO and Daybreak—were registered
with the State Division of Corporations as Doing Business As (DBA)
corporations and now operate as divisions of DBH. Neither corporation
is financially viable and DBH continues to support them financially. Now
that the corporations are part of DBH, it will be more difficult to isolate
their revenues and expenses.

DEO Hampered by Poor Focus
And Execution

During its three years as an affiliated entity, DEO did not create
employment for DBH clients by creating any external to DEO businesses
or winning any federal government contracts. Instead, DEO simply hired
a limited number of clients to do work for DBH and then billed DBH for
all the hours worked and their administrative costs. DBH dissolved DEO
in June 2007 and it became a division of DBH. The clients became DBH
employees. DBH could have hired clients to be DBH employees in 2004
without having gone to the expense of creating a new corporation. It is
conceivable that DEO could provide employment services to more clients,
at a lesser cost, by developing jobs in the community and integrating
DEO within DBH.

DEO was incorporated on July 29, 2004 as an affiliated entity to
provide supported employment to clients. Supported employment has
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demonstrated good outcomes in helping adults with severe mental illness
to obtain and sustain competitive employment. According to DBH staff,
prior to DEO, DBH’s day-treatment program provided similar services to
clients. To create DEO, a case manager was moved from the day-
treatment program, an executive director was hired, and DBH provided

$250,000 in start-up funds.

DEO made several administrative staff changes in 2005 and 2006. In
May 2006, DBH’s human resources director became DEQO’s executive
director. He began to hire DBH clients as DEO employees to do work
tor DBH. The number of clients that can be placed is limited by the
number of available jobs and how long each client stays in a given job.
From 2004 until its dissolution in June 2007, DEO earned $508,336 yet
spent $859,370, for a net loss of $351,034. DEO earned the majority of
its revenue by billing DBH for services. DEO only had small contracts to
provide janitorial services for DBH affiliated companies such as Daybreak
and ITX Media. DBH paid the corporate losses to dissolve the
corporation.

DEO Has Been Slow to Progress

DBH’s vision was that DEO would provide supported employment
tor its clients by either starting small business ventures or by winning
tederal government contracts. DBH’s concept paper states: “DBH thinks
that supported employment is the single-most important evidence based
practice for sustained recovery. Therefore this is our first priority.” In
addition, their objective was to “phase out day treatment services, long-
term individual and group therapy, and other traditional dependent-
inducing services.”

To provide supported employment, DEO intended to create “an
affirmative business” that will use “a consumer co-operative business
model, employing a workforce that is 60 percent disabled and 40 percent
normalized.” The initial business ideas were a recycling business and a pet
day care.

The initial business ventures were ideas proposed by a consultant hired
by DBH. The first was an aluminum recycling business where clients
would pick up recycling products from businesses, government, and
residents and sell the recyclables to a recycling vendor. The consultant’s
proposal for the aluminum recycling business stated “revenues are
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projected to be ‘revenue neutral” within six months of operation.” The
second was a pet day care where clients would provide “doggie day care,
exercise, and activities.” Neither venture materialized. According to
DBH’s controller, both proposed ventures were capital intensive, and
DBH did not have the capital to purchase the needed equipment.

In addition to working in these areas, the plan was for DEO to win
tederal government contracts, initially in the area of janitorial services.
The proposal for janitorial services stated that the objective of the
janitorial service was to “turn a profit within one year” and “refine
process, labor and equipment such that any new account is profitable
within six months.”

DEOQO was particularly interested in placing clients into janitorial
positions at a federal facility in their county. However, another
organization had that contract and had been placing DBH clients into
jobs since the 1980s. Rather than DBH continuing to refer clients to this
other organization for employment, DEO wanted to win contracts and
place clients directly.

The DEO director told us he has bid on 15 janitorial contracts but has
not won any of the contracts. He said that it was very difficult to win
contracts. Our review shows that there are various nonprofit and private
sector organizations that do similar work and bid for contracts. DBH
may not have taken into consideration the competition in the market or
the difficulty of getting outside contracts.

At the end of 2007, DEO was awarded two contracts with the State of
Utah to provide janitorial services in state buildings. One contract is for
approximately $496,000 over five years, effective February 1, 2008, and
the other is for $44,000 over five years, effective December 1, 2007.
Together the two contracts provide approximately $108,000 per year, and
DEO can employ 4.2 tull-time equivalents. DEO plans to use one full-
time and seven part-time clients to do the work. Although there is not a
lot of excess revenue available from these two contracts—only about
$3,100 per year—this outside funding will help employ some staft and
bring in outside funding for DBH. While getting these two contracts is a
step in the right direction to get outside funding, DBH continues to be
the main employer for clients.
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DBH is DEO’s Primary Funding Source

Unable to get sufficient outside contracts or effectively start businesses,
DEO hired DBH clients to provide services to DBH. DEO billed DBH
tor the wages of all the clients and the administrative costs of this separate
program with an administrator, a business manager, and office staff.
These positions did not exist prior to DEO. While DEO was an affiliated
entity, there was little oversight of DEO’s invoices to DBH. DEO’s
business manager simply billed DBH for all the hours employees worked
and an additional $1.50 per-hour overhead.

As the number of clients DEO hired increased, the amount DEO
billed DBH increased. After the initial start-up, DEO’s monthly bill to
DBH increased from about $23,000 per month to $37,000 per month.
According to the business manager, the goal of the program was to
employ clients, not to have them working efficiently and eftectively.
DBH therapists question this approach, wondering how employees will
be ready to work in outside organizations if they never learn to work
efficiently and effectively. As of the date of this audit report, there were
56 clients employed at DBH. These expenses are not isolated in the DEO
program budget but are spread out in the budgets of other DBH
programs.

Several DBH staff expressed concern that DEO staff are doing
unnecessary work, such as cutting the lawn multiple times during the
week. There do not appear to be sufticient controls in place to ensure that
the work done and expense charged to DBH are necessary. For example,
one client worked overtime for over eight months before her hours were
reviewed. We question the attempt to employ clients at any cost to DBH.

DBH?’s Janitorial Expenses Have Increased. DBH’s total janitorial
expense has more than doubled from about $80,000 per year in fiscal year
2004 to $175,000 in fiscal year 2007. Prior to DEO, DBH used the
services of outside janitorial companies and paid about $80,000 per year
to clean all of their facilities. DBH now pays $175,000 per
year—$120,000 to DEO and $56,000 to outside janitorial services and
tor cleaning supplies. The original idea was that DEO would employ
DBH clients to do things that DBH was contracting for, such as janitorial
services, and the cost to DBH would be the same. However, that has not
happened with the janitorial contract. Taking into consideration DBH’s
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additional office space, DBH is now paying about $72,000 more to clean
their facilities.

DBH's food and DBH?’s Food Service Expenses Have Increased. Prior to DEO,
preparation costs DBH had one staft member establish menus and purchase food for clients
have increased. and case managers to prepare. DBH provided lunch and dinner for

clients. Clients and case managers worked together to provide a learning
experience for clients in addition to other skills taught by the case
managers. In this way, clients learned life skills by learning to cook, serve,
and clean up. Utilizing DEO for food services resulted in food and
preparation costs increased from $80,000 to over $160,000. Actual food
costs increased from $80,000 to $105,000 from fiscal year 2004 to 2007,
the additional cost of $55,000 in fiscal year 2007 was the result of wages
paid to a supervisor and several clients to prepare and serve the food.
These costs do not include the salary and benefits of a food services
manager that was paid by DBH.

Some Other DBH Costs Have Increased. In an effort to employ
more clients, DEO hired clients to provide services to DBH such as
building and grounds maintenance, lawn service, snow removal, courier
service, and a client shuttle service. Some of these services were provided
in prior years by DBH staff, selected DBH clients, or volunteers. While it
may be good for clients to be employed, it also important that DBH can
afford these services and that the services provided are completed
effectively and efficiently.

For example, prior to DEO, case managers transported clients only
when they had no other transportation. In fiscal year 2007, DEO began a
client shuttle service that operates for more than 12 hours per day,
transporting clients to and from DEO jobs and medical appointments.

To provide this service, DEO hired clients to be shuttle drivers and also
hired a client shuttle coordinator and bills DBH for all the hours worked.
While DEO clients like the shuttle service because they do not have to
spend money on transportation, it increases the cost to DBH and may
keep clients dependent on DEO. Some therapists have told us that
teaching clients to be independent and figure out their own transportation
is part of learning responsibility, a component of recovery. We question
this additional cost to DBH.

Overall, it appears that DBH’s expenses for some basic services have
increased because DEO is providing the services and there is another level
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of administrative expense that needs to be covered. Some could argue
that providing jobs for clients is important and the additional cost is
justifiable. However, we believe that DEO and DBH should have a plan
to aggressively place clients outside of DBH and to make their operation
tinancially solvent.

DEO Should Pursue Outside Funding

DEO hires clients to provide services to DBH and bills DBH for all
client wages. However, some of the services that DEO i1s providing to
clients could be paid for by Medicaid or the State Office of Vocational
Rehabilitation (VR). Other centers use Medicaid and VR funding. DBH
billed Medicaid and VR for these services before DEO was created.

DEO has not pursued funding from Medicaid or VR. Instead, they
simply bill DBH. When we discussed the idea of using Medicaid and VR,
the DEO director stated he did not need to because the DWS contract
tunds his job coach. Our review shows that the DWS contract does not
cover the full cost of the job coach. Getting outside funding for allowable
services would be beneficial and free DBH funds for other things. For
example, DEO only has one job coach who has told us she is
overwhelmed and cannot do job coaching. Instead, she uses clients to
supervise other clients and provide some job coaching. A DWS official is
quite concerned about the job coach’s caseload because she has seen her at
a breaking point several times. DEQO?’s job coach currently has a caseload
of 56 clients. The supported employment best practice recommends that
caseloads should only be up to 25. We believe that DEO should pursue
outside funding.

DEO Has Not Used the DWS Contract Effectively. DEO could
receive more funding from the DWS contract if they would help clients
get jobs in the community and continue to provide job coaching to those
clients. Instead, DEO only provides job coaching for clients they place in
DBH jobs. Because DBH has so few jobs for clients, they are not
maximizing their contract.

In October 2006, DBH entered into a one-year contract with DWS
whereby DBH would be paid to provide job coaching for 20 DWS
customers. These DWS customers have mental health barriers to
employment and are thereby DBH clients also. The contract is a
performance-based contract for which DWS pays DBH an agreed-upon
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amount per quarter as clients are employed, increase the number of hours
they work, and stay employed. DEO places clients in jobs within DBH
and DBH pays the client wages.

In speaking to the DWS representative over the contract, we learned
that DWS pays for job coaching services. The jobs themselves do not
have to be at DBH; they can be in the community. We found that DBH
has only received $35,000 through January 2008 on this $90,509
contract. DBH could maximize the DWS contract by developing jobs in
the community, helping clients get those jobs, and then providing job
coaching services to the clients.

Placing clients in community jobs would be beneficial for clients,
DBH, and outside employers. By developing jobs in the community,
clients would have more and varied job opportunities. Additionally, the
tinancial burden on DBH would be lessened because the wages would be
paid by outside employers. In talking to the executive director of another
program, we were told that employers are eager to employ clients, and
there are many job opportunities in the community. They do not hire
anyone inside the program; instead, they hire job coaches to go out and
tind employers that will hire clients. They place most clients in hospitals,
nursing homes, and janitorial services. She questioned why DEO staff do
not have the time, energy, or training to go out and develop job
opportunities in the community.

The DWS contract may actually decrease because of DEO’s practice of
not helping clients to get jobs in the community or providing job
coaching to them. In August 2007, DEO staff and DWS made a
presentation to the DBH board regarding their success in placing DWS
clients into DEO jobs. At the time of the presentation, the board was
told that 16 out of 20 clients were successful at DEO, and DWS was very
pleased with the results. However, a few months later, we found that
only six of the 20 are employed by DBH and two are employed in the
community. The remainder are inactive. Since DEO does not help
clients get jobs in the community or provide job coaching if clients get
jobs in the community, DEO will not be paid for job coaching services.

DEO Should Work with Clients to Gradually Increase Their
Working Hours. Although the DWS contract allows clients to gradually
increase the number of hours they work, DEO management believes that
clients need to work up to 30 hours each week so that they get off of state
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assistance. The DWS contract allows clients to gradually increase the
number of hours they work, starting at four hours per week, and
increasing one hour per week up to 20 hours per week within four
months and 30 hours per week within seven months. The goal remains at
20 hours per week for clients with children under five.

DWS’ employment specialist told us they wrote the contract to allow
clients to gradually increase the number of hours they work,
understanding that some clients have not worked in several years. Our
concern is that DEO staff may be pushing clients to work increased hours
too quickly, based on DEO?’s needs rather than when the client is ready.
In one case, DEO management required a client to work almost 30 hours
per week within a month of starting the job. DEO management went
against the recommendation of DBH’s therapist and the DWS program of
gradually increasing the number of hours worked. The client’s hours
escalated quickly and created a funding bonus for DEO. However,
according to the client’s psychiatrist and therapist, the way DEO treated
the client was detrimental to her mental health.

DEO Employment Program Lacks
Coordination with Therapy Component

In 2003, DBH’s CEO set supportive employment as DBH’s first
priority. In addition, their objective was to “phase out day treatment
services, long-term individual and group therapy, and other traditional
dependent-inducing services.” Rather than using a program that
integrates treatment and employment to address total client need, DEO
created an employment only program where some clients are simply
employed by DBH. DEO does not have any clinical oversight and little
communication with DBH clinical staff.

The following sections are examples of DEO’s lack of integration of
employment and therapy.

The Number of DBH Clients Who Receive Support Is Limited.
Successful supported employment programs hire employment specialists
who go into the community and develop jobs for clients in different
industries, based on the interests, preferences, and strengths of clients.
Consumer preferences play a key role in determining the type of job that
1s sought. Consumers who obtain work in their areas of interest tend to
have higher levels of job satisfaction and longer job tenures.
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DEO has only a limited number of DBH jobs for clients to do. The
amount of time clients spend in those jobs varies from a few hours to
years. About forty percent of the 110 clients worked in their DEO job for
less than 100 hours total. On the other hand, some clients remain
employed indefinitely because the DEO job is their job of choice.
Although DEO has employed 110 clients for some period of time, DBH
saw 697 unemployed mental health clients in 2007. In addition, DBH
saw over 400 substance abuse clients in 2007, who may also benefit from
supported employment.

There are no limits to the amount of time that clients can work for
DEO and there is no structured process to move clients into jobs in the
community. A review of the records shows that six clients have worked
tor DEO for two to three years. Therapists and DSAMH staft question
the lack of a time limit on the jobs since it affects the number of clients
that can be served by DEO. According to DEO management, some
clients want to work for DEO indefinitely because that is their job. In
fact, one client moved closer to DEO so that he would be “close to his
work.” We interviewed two clients who told us they are on Social
Security Disability Income (SSDI) and use their DEO wages for spending
money. Both clients said they plan to work for DEO indefinitely because
DEO works with them so that they do not go over the monthly
maximum earnings set by SSDI.

DEO Is Physically and Administratively Separated from the
Treatment Team. National literature suggests that supported
employment works best when employment specialists coordinate plans
with the treatment team (e.g., the case manager, therapist, and
psychiatrist). DEO does not prepare a written individualized job support
plan for clients so it is unclear what the job support plan is for each client.
Some DBH staff do not understand the goal of DEO and what the plan is
tor clients. Some expressed concerns about the lack of protocols at DEO
and coordination between DBH and DEO. Regular communication and
coordination 1s important between DEO and the clinical staff and
treatment team.
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Daybreak and Foundation
Duplicated Existing Services

DBH created an affiliated entity, Daybreak, to provide mental health
services for people with insurance. DBH created another affiliated entity,
the Family Well Being Foundation, to conduct fundraising. Neither task
is new to DBH; the two new corporations merely replaced existing
internal functions. The new corporations were never financially viable and
relied on DBH for financial support. Both corporations were dissolved at
the end of fiscal year 2007. Neither was successful in developing
additional funding for DBH. Daybreak, now as a division of DBH, is still
not financially viable but continues as a stand-alone clinic.

The Purpose of Daybreak Was to Serve Clients
With Insurance and To Generate Funds For DBH

The original idea behind Daybreak was to create a for-profit
corporation. According to the organizational restructuring narrative
prepared by DBH and presented to various groups in 2004, Daybreak
would be a for-profit corporation to:

Provide behavioral health outpatient treatment services to
individuals, families, and employee assistance programs that are
outside the target population for the community mental health
system (Local Authority system) who have the ability to pay
through private insurance or other private sources.

[The ongoing funding] would be self-sustaining, generating
revenues from collections for the behavioral health treatment it
provides. Profits would be donated to the Holding Company for
distribution to DBH or [DEO] to provide services to unfunded
SPMI and SED [Severe and Persistent Mental Illness and Serious
Emotional Disturbance] individuals and their families.

Although Daybreak was incorporated as a non-profit for tax reasons,
the purpose remained to generate funds for DBH. In a draft letter to the
Executive Director of the Department of Human Services, DBH wrote:

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.
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To compete for clients with insurance, DBH believed they needed to
create Daybreak and operate it in a separate facility and without a sign
identifying it as a mental health facility. DBH’s attorney stated that
clients with insurance would not want to go to a clinic that was marked as
being a mental health facility and would not want to go to a clinic with
chronically ill Medicaid clients, such as those seen in DBH clinics. Also, it
appears Daybreak may have wanted to attract clients from other counties.

According to DSAMH staft it is unclear why DBH, a community
mental health center, should be using federal, state, and county funds to
create a duplicate facility to compete with the private sector for clients
with insurance. DSAMH states that the goal of public mental health
tunds is not to make a profit; it is to serve those who cannot get service
any place else and to provide services to the indigent.

Daybreak Creation Increased
Cost and Reduced Efficiency

Daybreak was incorporated on July 14, 2004 to serve clients with
insurance. Daybreak became operational on March 1, 2005, in a separate
office, with its own office staft and administration. A DBH psychiatrist
split his time between DBH and Daybreak, and a DBH therapist was
moved to Daybreak. In addition, several part-time therapists were hired.

The goal of Daybreak was to grow this funding source and provide the
excess revenues to DBH. Daybreak did earn revenue, but not in sufficient
amounts to cover their fixed costs. From March 2005 to June 2007,
when Daybreak was dissolved, Daybreak had a cumulative net operating
loss of $226,419.

Daybreak’s records show increasing revenues of approximately up to
about $200,000 for fiscal year 2006 and about $153,000 for the first six
months of 2007. DBH continued to serve clients with insurance and also
earned approximately $200,000 to $300,000 per year from fiscal years
2005 to 2007.

Medicaid Regulations Did Not Prohibit DBH
From Continuing to Serve People with Insurance

DBH’s CEO claims that they had to create Daybreak because DBH
could no longer see clients with insurance. According to DSAMH and
HCEF staft, nothing in the 2003 Medicaid changes precluded DBH from
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continuing to see clients with insurance in their current facilities.
Medicaid rules did not change in 2003—Medicaid simply interpreted
them differently in an effort to try to save money.

According to staff at DSAMH, prior to 2003, centers got a certain
amount of money for the Medicaid-eligible people in their area. If they
could serve those people for less, the centers could keep the surplus. In
2003, Medicaid said that its money could only be used for Medicaid
clients. While non-Medicaid clients without insurance were affected,
according to DSAMH, clients with insurance were not affected by the
Medicaid changes. People with insurance could still come into the mental
health centers to be served as long as the cost to serve them was not paid
by Medicaid funds. According to DSAMH staff, to say that DBH had to
create Daybreak so that they could keep accepting private insurance is not
accurate.

In fact, Medicaid staff in the Department of Health believe that the
use of separate facilities for different types of clients raises the total cost
tor centers. According to the manager of reimbursement for Medicaid in
the Department of Health, while Medicaid funding can only be used for
persons on Medicaid, that does not mean centers cannot provide services
to people who are not on Medicaid. A center must simply have a valid
methodology for allocating expenses appropriately between clients.

Other Utah mental health centers continue to treat clients with
insurance 1in their clinics. They did not create separate clinics to see clients
with insurance.

Daybreak Was Not Financially Solvent

Even though DBH created Daybreak to generate revenues for DBH,
Daybreak was not financially viable and relied on DBH for financial
support. Daybreak was staffed with part-time clinicians who had
permanent jobs elsewhere and just worked at Daybreak for a few hours
each week. The part-time clinicians received 60 or 70 percent of whatever
revenue they generated, leaving 30 or 40 percent to cover Daybreak’s
overhead. Since the part-time clinicians were not working many hours,
they were not generating enough revenue to cover Daybreak’s fixed costs.
In addition to the part-time clinicians, Daybreak also had the services of a
DBH therapist and psychiatrist.
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DBH did not take into consideration the cost of the overhead for a
seven-suite office and office support staft, nor did they take into
consideration that their model would not cover their expenses. According
to a DBH employee, it is unclear how DBH could have been so naive to
think that there were profits to be made in this business.

During their 2006 audit, DSAMH questioned the financial status of
DBH and the affiliated entities. According to DBH’s former Chief
Financial Officer (CFO) he did an analysis that showed Daybreak was not
covering its fixed costs—salaries, rent, and other office expenses— because
of its use of part-time staft, the sharing of collections, and the lack of
sufficient numbers of clients. The former DBH CFO reviewed the
projections and made staffing projections of how Daybreak could
potentially break even. The former CFO calculated that to break even,
Daybreak would need $755,000 in service income—more than double
what Daybreak earned in fiscal year 2007. One of the alternatives
presented was to move to a small number of full-time staff who could be
more available to clients, thereby potentially increasing revenues. Also, by
moving to a limited number of staff, Daybreak might be able to cut down
on office expense by leasing the extra office space to others, outside the
organization.

With several alternatives to chose from, the CEO decided they would
move from several part-time staff who were not seeing enough clients to
cover their fixed costs to a limited number of full-time staff. According to
the former CFO, even under optimistic assumptions, it would be difficult
and challenging to create a positive cash flow from this operation.

According to DBH’s former CFO, DBH financially supported
Daybreak. As a result of DBH’s financial support, the Daybreak board
believed Daybreak to be profitable.

At the end of fiscal year 2007 Daybreak was dissolved and became a
division of DBH. Around the same time, the CEO required that all
clients with insurance be transferred from DBH to Daybreak. Several
DBH psychiatrists, and DSAMH staff, question the wisdom of
transferring clients. In their opinion moving clients could be detrimental.
As many as 10 insured clients were transterred from DBH’s Bountiful
clinic to Daybreak.
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Therapists were transferred to Daybreak from DBH with little
consideration of their duties. A review of records shows that one
therapist was seeing between 70 and 130 clients per month at DBH.
However, when he was transferred to Daybreak, he was only seeing
between 18 and 44 clients per month.

DBH'’s Strict Clinical Structure Is Inefficient

DBH has created a very strict clinical structure. Only clients on
Medicaid can be seen at DBH’s central clinics, clients with insurance can
only be seen at Daybreak, and unfunded clients can only be seen at the
unfunded clinic. The clinics are stand-alone facilities and therefore DBH
is paying for redundant infrastructure to operate the separate clinics.
Those clients who do not fit into the strict structure are either referred
outside of DBH or not seen. According to the business manager of
Daybreak, if they cannot see a client with insurance because their specific
insurance will not allow the client to go to Daybreak, she must refer the
client outside DBH. She said that referring clients back to DBH is not an
option for her since her understanding is that DBH can only see clients on
Medicaid.

As discussed earlier, DBH can provide services to Medicaid-eligible
and non-Medicaid eligible clients in the same facility, provided that
revenues and expenses related to these clients are accounted for separately.
Services provided to non-Medicaid eligible clients can be paid for with
insurance or with appropriate non-Medicaid county and state funds.

We believe that DBH should reevaluate their strict clinical structure
and the requirement that clients go to specific clinics based on funding
source. It is more important that DBH provide services to its clients in
the most cost effective and efficient manner.

Other centers in the state see all of their clients in the same facility
regardless of funding source. They keep revenues and expenses separate
using accounting methods, not physical location. By not having
redundant clinics, they do not have the expense of redundant
organizational structures as does DBH.
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Creation of a Separate Foundation
Was Unnecessary and Unsuccessful

DBH created the Foundation in order to seek donations from
corporations, private charities, and others and then provide this funding
to DBH, DEO and Daybreak. However, DBH could have done its own
tundraising because it had 501(c)(3) tax-exempt status. In October 2004,
DBH initiated a one-year contract with a management consultant, not a
professional fundraiser, to provide fundraising services and provided an
annual budget of $74,800 ($58,000 consultant’s fee, $11,800
promotional materials, and $5,000 events-conferences/seminars). DBH’s
board resolved to provide office space, telephone, and the use of excess
DBH furniture and equipment to the Foundation. We interviewed the
Davis County Commissioner on the board at the time of the creation of
the corporations. He said it was his understanding that the fundraiser
would be paid based on collections; this was not to be a salaried position.

According to board minutes of February 2005, “an aggressive
[fundraising] goal of $350,000 to $400,000 by the end of the first year”
was set. Although DBH set high goals, the Foundation only raised
$24.,686 from their fundraising events. In August 2000, after the
fundraiser was gone, DBH received a $60,000 donation from a real estate
broker.

Overall, DBH spent time and resources to set up individual
corporations—one to see clients with insurance and another to conduct
tundraising. Neither corporation was successful in developing additional
tunding for DBH. Daybreak was unable to cover their total costs and
relied on DBH funding. DBH dissolved Daybreak as an affiliated entity
corporation and is operating it as a separate division. The Foundation
was not successful in meeting the aggressive goals set and was also
dissolved. DBH plans to do fundraising within DBH. We question the
time and expense of creating separate corporations when seeing people
with insurance and fundraising could have been done by DBH as they
were already tax-exempt.
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Creating Two Support
Corporations Was a Duplication

DBH created two additional corporations—DBH Holding Company
(Holding) and Davis Employment Services (DES) to further clarify the
independence of DEO, Daybreak, and the Foundation from DBH. DBH
Holding was created as an umbrella corporation, and DES was created to
handle the administrative and payroll functions for DEO and Daybreak
employees.

These corporations assumed the services provided by DBH prior to
the reorganization. DBH’s board and CEO determined that DBH could
not perform the administrative duties of the aftiliated entities, so these
two additional corporations had to be created. When DEO, Daybreak,
and the Foundation were dissolved in June 2007, there was no need for
these support organizations, so they were also dissolved. DEO and
Daybreak employees simply became DBH employees, and DBH took
over the administrative duties.

DBH spent time and resources to set up these individual corporations
in 2004 and then dissolved them in 2007. We question the time and
expense of creating these separate corporations.

Recommendations

1. We recommend that the Davis County Commission, as the Mental
Health Authority, review DBH’s mission to make sure it meets the
County’s mission.

2. We recommend that DBH reassess the DEO program and
consider placing it under DBH’s clinical director.

3. We recommend that DBH establish budgets and comprehensive
policies and procedures for DEO and Daybreak.

4. We recommend that DEO establish a plan to place clients into jobs

outside of DBH and to get outside funding to make DEO
tinancially solvent.
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5. We recommend that DBH conduct an assessment of its clinics to
determine whether they should be consolidated.
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ITX receives
$655,000, per year,
on average for the
HDS contract.

Chapter Il
IT Provider Relationship
Has Caused Concern

The owner of ITX Media (ITX) is both Davis Behavioral Health’s
(DBH or Davis) chief information ofticer (CIO) and their primary
information technology (IT) provider. This relationship creates a
potential conflict of interest. Conflict of interest is further increased by
the contract between I'TX and DBH, which requires little documentation.
DBH’s selection of ITX for IT service provision has caused lingering
questions that can only be remedied with pending contract amendments.
Despite these questions, the products and services provided by ITX to
DBH and the Health Data System Consortium (HDS or consortium) are
proving useful and are gaining user acceptance.

DBH Plays Key Role
In IT Service Oversight

The contractual relationship between DBH and I'TX began in April
2002. ITX was hired by DBH to help them decide among health
information system software options. Together, DBH and ITX chose
Pro-Filer software from Uni/Care, and then in September 2003, DBH
contracted with ITX to assist with implementation of the selected
software. On average, ITX has received $642,000 a year (not including
$368,000 a year average in Uni/Care software fees) from 2003-2007 for
these services—approximately a third of which has been paid by DBH.
For turther details on these costs, see Appendix C.

DBH contracts with other Utah community mental health centers
(CMHC) to form HDS. The other consortium members pay the
remaining two-thirds of the fees which defrays the cost to DBH of
implementing the software. Figure 3.1 shows the relationship among
DBH, the other four consortium members, and ITX Media.
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Figure 3.1 DBH Is the Contracting Intermediary Between Other
Consortium Members and ITX. Dauvis is the contracting agent between
HDS and ITX.

Central Utah Northeastern San Juan Southwest
Counseling Center Counseling Center Counseling Center Counseling Center

Members Contract

With DBH
DBH Contracts Davis Behavioral DBH Contracts
With ITX Health (DBH) With Uni/Care
ITX Media O IR NoContract_ual. D A Uni/Care
Relationship

DBH has the intermediary role between the consortium and I'TX and,
in so doing, is also relied upon by the other consortium members as the
consortium’s contract oversight provider. ITX Media, as the consultant
and service provider, controls communications between Uni/Care and the
consortium, but has no contractual relationship with Uni/Care. The
contract between Davis and ITX requires I'TX to provide the following:

* Management, operation, and maintenance of computer systems
and networks

* Training and support of users

* Facilitation of reporting requirements

* Software and hardware usage

e Contract assistance

e Consortium user assistance

* Representation on governing bodies

¢ Corrective maintenance

The contract between Davis and the other consortium members states
that “The contract(s) entered between DBH and any third party pursuant
to this Agreement shall provide that the other Members shall be intended
third party beneficiaries of such contract.” Although DBH is the primary
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contractor, ITX is obligated to provide the same services to the other
consortium members that it provides to DBH. The contracts are
currently being amended to make all HDS members party to the ITX
contract. Figure 3.2 shows the relationship among HDS, ITX, and
Uni/Care, as well as some of the duties of ITX in relationship to both
parties.

Figure 3.2 ITX Is the Intermediary Between the Consortium and
Uni/Care. The consortium brings most IT questions to ITX, who either deals
with the questions themselves or brings them to Uni/Care.

Pro-Filer

Questions/Changes

Consortium )
Organization—

{ Database

Storage

Communication
ITX Media l«ll— re: Consortium—pp»|
Concerns

Uni/Care

Consortium Members f-@— (Pro-Filer)

ITX, as the consortium’s I'T service provider, works to ensure that
Uni/Care and their health information system Pro-Filer meet the data
needs of all consortium members. In addition, ITX provides extra services
to DBH, acting as their CIO.

ITX Media’'s Dual Roles Create
Potential Conflict of Interest

The owner of ITX Media is, by many measures, Davis’ CIO, primary
IT consultant, and IT goods and services provider. ITX’s multiple roles
cause conflict of interest concerns. Davis administration denies there is a
problem, as they provide sufficient oversight of their I'T operations. We
believe that amending the DBH/ITX contract has the potential to alleviate
some of the concerns. We also believe that greater internal oversight is
necessary.
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There Is Potential for Conflict of
Interest Between DBH and ITX

I'TX makes the purchasing decisions for DBH and the consortium.
The contract between DBH and ITX requires Davis to reimburse I'TX for
all “out-of-pocket expenses incurred and paid by ITX in connection with
the services provided . . . together with an administrative fee not to exceed
five percent.” This agreement not only authorizes ITX to make IT
purchases, but also arranges for payment of incidental costs and an
administrative fee.

DBH’s oversight of these expenses rests with the CIO position. The
budget authority and accountability given the CIO is listed in DBH’s job
description as:

* Cost containment of implementation and consortium costs
* Hardware and software purchases

* Contract budget adherence

* Consulting cost containment to approved budget

This authority 1s intended to put the CIO in charge of cost containment
while still ensuring that DBH has the equipment and knowledge necessary
tor their data requirements. This position is a member of the Strategic
and Leadership Team (SALT Team) for Davis, along with the CEO, the
Chief Financial Officer (CFO), legal counsel, and division heads. The
SALT Team provides strategic planning.

A variety of sources, including management, organizational charts,
DBH staff, and Uni/Care publications identify the ITX owner as the CIO
tor Davis. The owner of ITX also operates in the CIO position on the
SALT Team, and chairs the implementation team charged with managing
the day-to-day operations of the organization. Davis staft, including
department heads, believe that the ITX owner is charged by DBH
management with the duties of CIO.

In contrast, ITX’s owner points out that his contract never mentions
that title, and despite DBH’s decision to call him their CIO, he is merely a
contractual employee. This inconsistency has caused additional staff
concern with ITX’s general role. Davis appears to be violating its policies
with this perceived organizational setup. Figure 3.3 shows the DBH’s
policy regarding conflicts of interest.
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Figure 3.3 DBH Policy Forbids Officers and Employees from Having
Conflicting Outside Financial Interests. DBH may be violating their own
policies and procedures in regard to their CIO.

Equal Opportunity for Contractual Employment Policy

“No officer, employee, agent representative, or member of any board,
committee or council of the agency will have a financial interest in any
consulting contract, or have any other conflict of interest.”

Conflicts of Interest Policy

“All DBH employees should: . . . not hold investments or any other direct or
indirect financial interest in the business of a supplier or client of DBH, or in
any enterprise to which financing accommodations are, or may be
extended to DBH.”

While ITX’s primary status as a contractor is not a technical violation
of DBH’s contflict of interest policy or DBH’s policy to respect the rights
of its employees to have outside employment, provided that “such
activities do not impair or interfere with the conscientious performance of
DBH duties,” it does violate the policies’ intent. A contractor functioning
as an integral part of the organization, filling an organizational title,
should be held to the same level as an employee.

Of the five consortium members, three do not have a distinct CIO
position, but charge other members of management with making the
ultimate decisions regarding I'T needs. Both Davis and Central Utah
Counseling Center have a separate CIO position, with Central’s
management making ultimate I'T decisions on their CIO’s
recommendations. Most members have an IT specialist, but that position
has little to no oversight of the IT purchasing practices aside from
purchasing individual desktop equipment.

The contract between DBH and the other consortium members
requires Davis, as the lead contracting party, to “negotiate terms and
conditions of procurement with computer software, hardware and service
providers.” ITX is one of the service providers DBH i1s required to
negotiate with on behalf of HDS. If ITX is represented on both sides of
the negotiation, in their role on the SALT Team, Davis has failed to
provide appropriate oversight for themselves and for HDS as a whole.
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Despite Davis’ lack of oversight, it appears that HDS has some control
of the budget. Currently, the consortium members’ business managers
meet once a month, and ITX presents what they want to do and what
equipment will be necessary to do so. This budget proposal is then
discussed and rejected or accepted, based on the service levels the
consortium wants to meet. Before 2006, the DBH Board alone approved
the ITX budget. These reviews provide some oversight by the consortium
of ITX’s purchases.

Proposed Contract Amendments
May Clarify ITX’s Role

DBH and HDS are currently in the process of amending their
respective contracts with ITX. These contract amendments have the
potential to clarify and limit ITX Media’s role in the purchase of
equipment. There are four main parts to these amendments. Figure 3.4
details these amendments and their potential effect on organizational
concerns.

Figure 3.4 Amendments in the Contract Between DBH, HDS and ITX
Have the Potential to Alleviate Concerns. By making the following
changes to the contract, the parties intend to make budgeting more
predictable and eliminate concerns of conflict of interest.

Proposed Amendment Intended Effect
Separate the contract between DBH e Allows all parties to be satisfied
and ITX and the contract between with their own service levels
HDS and ITX e Clarifies the ITX owner’'s

responsibilities as CIO

Payment to ITX changes from base fee | « Eliminates conflict of interest

and expenses plus 5% to a per-user concern as purchases will be made

fee for ITX, not DBH or HDS

e Reduces need for documentation
of purchases

e Allows reliable budgeting

Establish service levels to evaluate ITX | «  Allows DBH/HDS to monitor

Media’s performance service levels

¢ Provides a measure of what is
being done for the money
expended

Make all consortium members partyto | » Eliminates some of DBH’s
the contract with ITX responsibility
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The change to a per-user fee and the separation of the DBH/ITX
contract from the HDS/ITX contract could reduce the potential contlict of
interest. By making all consortium members party to the contract,
responsibility for oversight control rests with all members, not just DBH.

The per-user fees mean that instead of ITX purchasing the equipment
on behalf of HDS and being reimbursed, ITX will purchase and own the
equipment used by the consortium members at their discretion, in order
to meet performance standards. This will eliminate the incentive for ITX
to recommend the purchase of equipment not truly needed. Under the
existing contract, this risk of excess purchases has been aggravated by lax
requirements for documentation of purchases by I'TX on behalf of DBH
and the consortium.

Documentation
Requirements are Lacking

There have been questions about the level of documentation that
should be required of ITX for the purchase of equipment under the cost-
plus aspect of the contract. Initially, ITX provided no documentation for
equipment purchases and reimbursements. The equipment is purchased
by ITX, then the consortium reimburses the amount spent, plus a five
percent administrative fee. The lack of controls over this process may
violate various state, county, and DBH policies. While documentation
levels have improved, there are continuing concerns that it is still not
enough. The proposed contract amendments reduce the need for
documentation, as the equipment will be owned by ITX. Some
documentation of cost will still be needed to justify the negotiated user-

based fee.

There Is No Agreement on the
Level of Documentation Required

The current contract between DBH and ITX does not specify the level
of purchase documentation required. Because of this, there have been
disagreements between some of Davis’ management and ITX. The
previous CFO objected to the thin level of documentation provided by
ITX in regard to their reimbursed purchases. Due to the dispute about
how much documentation should be required, the CFO resigned. He
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refused to sign the reimbursement without greater evidence supporting
the purchases.

The only contractual limit on purchases is that “prior to incurring any
out-of-pocket expenses in excess of the Annual Budget, I'TX shall first
obtain the advance written approval of DBH.” Because of this
requirement, I'TX Media is not required to give the detail normally
required for state purchasing. The amount of documentation on
purchases has continually increased to now include packaging lists, travel
receipts, lists of purchased equipment, and, beginning in July 2007, the
invoices sent by companies from which equipment was purchased.

Undocumented Procurement
Violates Various Policies

Despite not violating the contract, the low level of documentation
required by the contract may violate various policies, including state,
county, and DBH policy. Figure 3.5 lists the policies that appear to have
been violated by this arrangement.
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Figure 3.5 DBH’s Lack of Documentation Requirements May Violate
Various Policies. All of the following entities also have requirements for
increased documentation and number of bids when the cost of the purchase
is greater.

Utah Administrative Code R33-4

“Specifications shall be drafted with the objective of clearly describing the
purchasing agency’s requirements and of encouraging competition. The
purpose of a specification is to serve as a basis for obtaining a supply,
service, or construction item adequate and suitable for the purchasing
agency’s needs in a cost effective manner. . . . Specifications and any
written determination or other document generated or used in the
development of a specification shall be available for public inspection.”

Davis County Procurement Policy

“Purchase orders are used to encumber budgets for most goods or
services. . . . When the goods or services have been satisfactorily received
and appropriate property information recorded, the department signs the
payment authorization copy of the purchase order, attaches the
appropriate invoices, and sends them to the Clerk/Auditor’s office as
approved to pay.”

DBH Procurement Policy

“The Chief Procurement Officer is responsible for the purchasing of all
goods and services by DBH". In an attempt to document these purchases,
“vendor invoices, along with delivery receipts and other proof-of-purchase
documentation are to be submitted and matched to the original approval
form . . . and sent to the accounting department for payment.”

The current contract between Davis and HDS members designates
DBH as the “lead contracting party to obtain the goods and services
which the parties desire to procure collectively” and requires “that amount
which DBH shall assess to each Member shall be shown on statements
enumerating: a) the software, hardware, technical support or other
services provided; b) the name of the contracting party with DBH; and c)
the date that payment is due.” The lack of control Davis has
demonstrated weakens the controls of HDS over what is purchased and
the amount paid for these purchases.
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Contract Amendments Will
Reduce the Need for Documentation

If the contract is amended as proposed, it will reduce the need for cost
documentation at the time of purchase and will streamline the approval
process. The CFO for Davis explained that when the contract is operated
on a fee-per-user/performance standard basis, it will be more like a utility
company. It will be up to ITX to decide what equipment they need to
purchase in order to meet the performance standards. The equipment will
belong to ITX; therefore, there will be no need to provide reimbursement
documentation as purchases are made. There will, however, be a need for
documentation of costs during rate-setting negotiations.

Consortium Members Are Satisfied
with Service Despite Contract Flaws

DBH and the other consortium members are all satisfied to some
degree with the services of ITX Media and the resulting products. This is
despite paying more, on average, than other CMHCs and oversight
bodies’ criticisms of the method by which DBH, and by extension, the
consortium, acquired the contract with ITX. Specifically, these entities
were concerned with the lack of a Request For Proposal (RFP) before
contracting with ITX for service provision. There is some dispute within
DBH over whether policy was actually broken. It is hoped that the
proposed contract amendments will reduce some of the existing concerns.

Consortium Members Are
Satisfied with ITX's Performance

When asked, the CEOs of the consortium members were all satisfied
with the service provided to them by ITX. A member stated they are too
small to be able to afford individual service that would be comparable to
what they are getting through I'TX. DBH is also satisfied with the
services of ITX.

The consortium conducted a survey of the community behavioral
centers of Utah and found that their IT costs were generally higher than
the costs for other non-consortium centers. The proposed contract
amendments will further increase the cost gap for Davis. Figure 3.6
shows the results of the consortium’s statewide survey.
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Figure 3.6 Consortium Survey Shows Members’ IT Costs Are Higher
than the Rest of the State. Both the cost per-user and the percent of total
expenses for HDS members are higher on average than non-consortium
members costs.

Percent of Total
Utah CMHC Cost Per User Expenses
Consortium Members

Northeastern $ 5,305 5.1%
Central 5,137 5.7
San Juan 4,939 5.6
Davis 3,741 5.7
Southwest 2,742 5.4
Average 4,373 55

Non-Consortium Centers

Valley $ 4,545 4.8%
Weber 5,010 49
Bear River 2,637 45
Wasatch 2,491 2.1
Four Corners 2,298 3.8
Average 3,396 4.0

State Average $ 3,885 4.8%

In comparison to the statewide averages, consortium members pay
$488 more per year per user, and 0.7 percent more for total percent of the
budget spent on IT. When comparing the averages of consortium
members with averages of non-consortium members, consortium per-user
costs are $977 higher, and percentages of total budget are 1.5 percent
higher. The measure of per-user fees is concerning because the definition
of a user can vary according to which center is responding. Davis’ CFO
said that he finds the amount they are spending above average acceptable
because they believe they receive a high level of service.

The higher cost does not appear to be explained by a corresponding
increase in quality of resulting data. The Division states that while the
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consortium IT system has been steadily improving, its data has been
adequate, and comparable to the rest of the state.

There 1s currently an effort in process to amend the consortium’s ITX
contract. The proposed amendments are intended to equalize costs
between consortium members by switching fee allocation from a
percentage basis to a per-user basis. The proposed amendment, supported
by DBH, sets the fee for all consortium member organizations at $160
per user per month. DBH is hoping that the amendment will decrease its
fees by as much as $8,000 per month. The change could also increase the
tees paid by the other members. Negotiations are currently in process.

The Acquisition of the ITX Media
Contract Has Been Faulted

Multiple sources have criticized the method under which the contract
with ITX was procured. A 2003 audit done by the Legislative Auditor
General (ULAG), a 2006 audit by the State Division of Substance Abuse
and Mental Health (the division or DSAMH), and a follow-up audit all
pointed out the flaws in the contract formation. Concern with the cost of
IT has been noted by Davis County ofticials. Figure 3.7 describes what
each entity said about this contract procurement.
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Figure 3.7 Two Entities Criticized the Method Under Which DBH
Acquired the ITX Contract. The entities agree that an RFP should have
been used in the process.

2003 ULAG Audit of Utah’s Local Mental Health System

“One troubling procurement involved hiring a computer consultant who was
known to an mental health center (MHC) board member without a
competitive procurement process. We found no evidence that an RFP was
sent out. . . . it remains clear that the process does not meet the
requirements of a publicly announced, competitive procurement.”

2006 State Division of Substance Abuse and Mental Health Audit

“Procurement policy was not followed in the awarding of one contract. . . .
Even after disclosing this significant deficiency, no action was taken to
correct the problem. Consideration should have been given to terminate
the contract and then follow proper procurement procedures to ensure the
best use of public funds for these requested services.”

The two resulting recommendations were that DBH “ensure state and/or
DBH guidelines are adhered to when creating contracts,” and “perform a
detailed review on ITX Media and the services it provides.”

2007 State Division of Substance Abuse and Mental Health
Follow-up Audit

“The report listed two separate recommendations regarding this finding.
While DBH adequately responded to the first recommendation listed, no
response was provided as to the course of action DBH will take to
sufficiently address the second recommendation. We feel this
recommendation is an important element in providing both Davis County
and DSAMH reasonable assurance that funds are being used
appropriately.”

DBH administration sent a letter to the division in the course of the
2003 ULAG audit from the chief procurement officer stating, “It has
come to my attention that Davis Behavioral Health, in the process of
contracting with ITX Media, did not follow all of the procurement rules
to enter into this contract.” It then goes on to express that, despite this, it
is in the best interest of DBH and the consortium to continue the
contract. Later, the opinion of DBH changed, with the CEO stating that
because ITX responded to two REPs before they were contracted, DBH
considered those RFDPs still in force. This statement directly contradicts
the findings of the 2003 audit, which were not contested by DBH, that
no RFP for an IT contract exists.
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While the division audit recommends that Davis consider rebidding
the contract, it appears that they cannot end their relationship with I'TX
until September 2014. It was entered into in September 2003 for an
initial period of five years, with ITX having the option for two renewals
tor three years each. The State IT Department said that this provision in
an IT service provider contract is not normal, but it is not unheard of.
They also noted that the terms of this contract are not in favor of DBH,
but ITX.

Flawed Initial Contract Is Being Amended

This initial contract, while flawed, is being amended. As previously
mentioned, the amendments will accomplish three things: 1) elimination
of “cost plus” and conversion to a per-user fee, 2) establishment of service
levels for ITX’s performance, and 3) making all consortium members a
party to the contract. In addition, the ITX owner’s duties will be
separated between the consortium and DBH. It is hoped that these
amendments will reduce some of the concerns brought on by DBH’s
initial failure to follow their own policy, as well as state policy, in
procuring the ITX contract. We also recommend contract amendments
be included to allow Davis, along with ITX, to decide whether they will
renew the ITX contract.

Recommendations

1. We recommend that DBH either appropriately fill its CIO
position, or empower a DBH employee or member of
management with oversight of IT activities.

2. We recommend that DBH further study the costs caused by the
proposed contract amendments and decide whether the expense is

justified.

3. We recommend that if the proposed amendments are not signed,
the contract be amended to require appropriate documentation.

4. We recommend DBH strengthen and follow its procurement
policy for both new and renewal contracts.
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Chapter IV
Implementing an Integrated IT
System Has Been Difficult

Nationally, health care providers are moving toward electronic
information systems integrating both billing and clinical information.
Davis Behavioral Health’s (DBH or Davis) IT integration process follows
that national trend and has been slow to implement and gain acceptance.
The integration process is not easy, with most organizations, including
DBH, encountering user-acceptance, training, and error problems. Initial
selection and start-up problems fueled staft’s hesitance to accept the
unfamiliar system. Development has also been hampered by
documentation and training problems. It appears that the system is now
gaining acceptance as problems are being resolved.

The Pro-Filer System Has Improved

In January 1999, DBH began the process of selecting an electronic
health record (EHR) that would integrate its billing and clinical electronic
records. A committee of employees and users was charged with choosing
a system. DBH management rejected the committee’s selection and
directed different staff to continue the search. They explored multiple
software possibilities that were not chosen. After several false starts, DBH
contracted with ITX Media to help the committee choose a system.
Through a committee ranking system, they chose the Pro-Filer software
through Uni/Care, the provider. ITX stated that while Pro-Filer is not the
system they would have chosen, it has worked out all right. Figure 4.1 is
a time line of the deployment of Pro-Filer.
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Figure 4.1 The Pro-Filer Project at Davis Began in 2002. Improving the
existing system will be an ongoing process.

August 2002 Pro-Filer selected by the committee

November 2002 Uni/Care software installed on the DBH server

May 2004 Pro-Filer “goes live” (begins to be in operation)
October 2004 Phase | (Administrative operation) of Pro-Filer rollout
: in progress
August 2005 Phase Il (Clinical operation) of Pro-Filer rollout in
i progress
2005 Centerwide Pro-Filer training begins

November 2007 Rollout of screening and assessment tool, the final
i aspect of Phase Il

The process comprises at least a five-year effort, with the “go live” date
occurring approximately two years after purchase of the system. This
does not appear to be out of line with other agencies. A National Council
tor Community Behavioral Healthcare (NCCBH) publication states:

For Center for Behavioral Health, the implementation and training
started about a year and a half prior to the “go live” date; for
Heritage Behavioral Health, it took significantly longer, in part
because of the extensive re-engineering. . . . A caveat for CEOs:
driving an implementation too fast is arguably more dangerous
than taking too long.

As a result of the process discussed above, DBH now has an operable
system, which includes both billing and clinical components. This five-
year roll-out has been difficult and trying for staff. Current nationwide
trends for electronic health records show that the industry, on the whole,
has been slow to accept change.

A 2005 U.S. Government Accountability Oftice (GAO) study of
electronic health records in the healthcare industry as a whole, states:

Respondents to two recent surveys reported that only 31 percent

of physician group practices and 19 percent of hospitals use fully
operational EHRs. . . . Approximately 13 percent of solo

A Performance Audit of Davis Behavioral Health



Community
behavioral health
providers have a low
rate of EHR
implementation.

The initial
appearance and
operation of Pro-
Filer was difficult for
staff.

physicians have adopted some form of EHR, while 57 percent of
large group practices . . . have adopted an EHR.

The statistics for community behavioral health providers appear to be
even lower. An NCCBH publication on EHRs states:

A September 2006 . . . poll of community behavioral health
providers across the country indicates that just under eight percent
have implemented the EHR with clinical components fully
functioning, while 32 percent have implemented the EHR with
billing components in place. Another 11 percent of providers are
in the process of installing an EHR.

Staff IT System Dissatisfaction
is Decreasing

The Pro-Filer system was rolled out using an unfamiliar appearance
and operation called the tree format, and staft members disliked the
number of mouse clicks necessary to get to a given screen. The tree
system has now been replaced with a more familiar, windows-based
platform, and ease of use is improving along with this change. Some
DBH staft have been dissatisfied with both the Pro-Filer system and the
use of computers in a clinical environment. Other staft members
recognized the need for change but question the process of change
selected by their management.

The Initially Difficult Platform of
Pro-Filer Is Being Modified

The appearance and operation of the Pro-Filer system was different
from the button-based windows format that most people are used to. The
tree format that Pro-Filer initially used required a separate mouse click for
every area of increasing detail, as opposed to the windows format, where
one click takes you directly to the specific screen. The tree format
required excess time and effort to get to the desired screen, thus causing
staft to be dissatistied with the system as a whole.

This tree format has been continually modified from the initial rollout
of Pro-Filer to more closely resemble the more familiar windows format.
The main improvement is the addition of an initial screen called
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Navigator, which provides direct buttons for the screens clinicians need
and use most. Each clinician’s Navigator screen shows only the buttons
tor the tasks they specifically desire. This new screen, in addition to
increased familiarity with the system, has been noted by trainers and staff
of DBH and the Health Data System (HDS or consortium) as improving
the ease of use. While some staff say that this improvement has taken too
long, it is generally agreed that the ease of use of Pro-Filer is improving.

Other computer-savvy staff complain that while Pro-Filer is
improving, there really was no need to wait for these improvements.
These employees note that there were other software options available but
not accepted as an option at the time of Pro-Filer’s purchase.

DBH management states that when advertising for a system they had
asked for a tree format, not realizing exactly what that entailed. The CEO
said that since they had never started an IT program before, they did not
know exactly what they were looking for, and so they have had to work
with what they got. They have attempted to make the modifications
necessary to reform the system in a more user-friendly way. Davis’ CEO
also stated that at this point in their progression, she would never ask staff
to start over and learn a new program.

It has not been uncommon for community behavioral health centers to
struggle with standards and requirements for IT systems. An NCCBH
study pointed out that “regardless of the due diligence conducted during
the evaluation phase, the project team is likely to discover that there were
some misperceptions about the capabilities of the products selected.” This
appears to be what occurred at DBH.

Resistance to Platform
Has Diminished

On the whole, staff system satisfaction seems to be improving as the
system evolves. Despite this, staff have been resistant to change processes
they know, which increases difficulty of use. When changes are made to
improve the programs, some of the staff use the changes, and some stick
with the old way they already know, or mix the two methods. Because of
this, the programs get increasingly difficult, and for some, satisfaction
goes down.
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This resistance to change applies not only to changes made to Pro-
Filer, but also to the computer system as a whole. Some clinicians have
voiced the concern that computers should not have a place in the clinical
environment. Their concern is that it creates a barrier between the
clinician and the patient. Although this is a concern, one of the trainers
believes that as soon as the new clinical records screening tool has been
around for enough time for clinicians to get used to it, this concern will
not be an 1ssue, as has happened for other IT applications.

According to the NCCBH, most software implementations are
difficult, but vital. An NCCBH newsletter devoted to EHR states, “Staff
resistance is one of the most difticult aspects of EHR implementation and
should be considered every step of the way.” This staft resistance is
generally acknowledged. Later in the newsletter, NCCBH states:

We know of some organizations that are on their second
implementation of an EHR and are still not successtul—the
problems are not related to the vendor but to the leadership of the
organization. Staff resistance that is not dealt with effectively will
extend the implementation process.

These reports acknowledge that the way to overcome staff resistance is
to continue on the course. The IT specialist for the state Division of
Substance Abuse and Mental Health (the division or DSAMH) said that
she hears consistent complaints about I'T systems throughout the state,
but this will always be the case. In her opinion, clinicians like to have
their hard-copy charts, and so the biggest reason that IT systems fail is
because it is very difticult to manage staff reactions.

NCCBH adpvises that “the cultural change and its effect on clinicians
was enormous, but was quickly overcome, mostly because there was no
choice. . . . ‘Include them, train them, support them, but don’t give them
any choice.” While it appears DBH clinicians have had no choice in the
use of this program, training methods need improvement.

Pro-Filer Training and Operating
Documentation Need Improvement

Despite the complicated nature of Pro-Filer, staff are not provided
with a continually updated training manual. Also, when staft are trained,
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they are provided with individually created staff cheat sheets, but these are
neither updated when changes are made, nor organized in a usable
tashion. Frequent changes are made to the Pro-Filer system but not
adequately documented or communicated to all staft. This makes the
training process inconsistent and less effective.

Systemwide Training Manual
Is Not Given to Staff

Consistent training is vital for new staft. Before staff members are
given personal access to Pro-Filer, they go through initial training. There
1s some concern that this training varies in both extent and content. The
new staff training covers proper use of the system to address the basic
information areas that must be completed for each client. Training does
not follow a particular order and takes approximately one hour.

After this hour of new staff training, staft are permitted to use the Pro-
Filer system. There is no staff training/reference manual given to staff,
although the trainer has been tasked with preparing one this year. Instead
of receiving a training manual, staft are given a collection of “cheat sheets”
that have been created by other staft members and explain how to do
specific tasks. There is no order to these cheat sheets, and there 1s no way
to update them with changes in Pro-Filer, as everyone may have different
collections of sheets.

An NCCBH publication states “train early, train during, and train
after—training never stops.” Staff must be trained on the most updated
system operation. A CEO contributing to an NCCBH publication added
that at his center, “all employees had to pass a competency exam on the
test database before they would be given a log-on to the real database. . . .
The reality is that you can’t have part of your staff using an EHR and the
other half doing something else.” DBH needs to make both initial and
continuing training coherent and consistent, so Pro-Filer data entry can be
coherent and consistent.

Documentation Regarding
Pro-Filer Is Inconsistent

Because of the continually evolving nature of Pro-Filer, it is vital that
changes made in the operation of the system are adequately
communicated to staft. While DBH believes they have a method for
communicating these changes, this method does not effectively reach all
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staff. Figure 4.2 shows the process in place to disseminate I'T process
changes.

Figure 4.2 Multiple Avenues Are Used to Inform Staff of System
Changes. None of these methods of communication occur in a staff-wide
setting.

ITX designs/becomes proficient at the new process.
ITX trains one or both of DBH’s staff trainers.

DBH staff trainers train the team leaders/supervisors.
Team leaders/supervisors train the staff as a whole.

The Clinical Director sends out screen shot emails detailing the old way
and then the new method.

One training manual per center is updated with the changes.

An occasional newsletter is sent out by ITX, which includes details on the
changes.

While these steps are an attempt to get the Pro-Filer changes out to the
staff, there 1s no mechanism which documents the system changes, and no
system to ensure that all staft are trained. The use of email disseminates
the information, but it does not show if the intended message is
appropriately received, nor does it aid in training the appropriate user.
Staff told us that training emails are deleted without being read.

A goal of the staff trainer this year is to begin a program under which
there are mandatory staff meetings at each of DBH’s separate centers to
refresh training on selected Pro-Filer functions. For the trainer, this
represents a better setting to train all center staff at once on IT system
changes. This level of communication assures that all staft are given
consistent levels of training.

Data Quality Assessments
Have Been Mixed

Officers at the Division of Health Care Financing in the Department
of Health have expressed concern with some of the encounter data that
comes from DBH’s Pro-Filer system. In addition, employees and
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supervisors at Davis have expressed concern that the data may not be
accurate. In contrast, DSAMH states that client data from DBH and the
rest of the HDS Consortium is comparable in quality to data from the rest
of the state centers.

Some Parties Express Concern
With the Quality of Pro-Filer Data

Officers in the Division of Health Care Financing in the Department
of Health expressed concern with some encounter data that comes from
Davis to set Medicaid rates. According to the reimbursement officer,
many data items DBH submits have been rejected, such as the number of
hospital admissions. Frequently, Davis cannot match the data that was
sent in, and sometimes the numbers are out of the realm of possibility.

ITX responded to these concerns by saying that they and Uni/Care are
going through a learning curve in state reporting requirements. He also
said that they are improving, but part of the problem is that Davis cannot
see the numbers in the system before they are submitted. ITX is working
on that problem, which will make reporting much more accurate.

In addition to this criticism from outside the organization, staff at
DBH have criticized Pro-Filer data. Some concerns, aside from the
difficulty of use, appear to be misunderstandings about definitions and
uses of various system fields within the Pro-Filer program. Another
concern is that it is difficult to get reports and information out of Pro-
Filer after data has been entered.

Davis responds that they believe the data is improving, and in the past,
the data coming out is only as good as the data going in. In order to
improve the quality of the data entered, they run reports, both as an
organization and individually, to point out errors. After an organizational
report is run, it is determined where the error originates, and those errors
are sent back to that party to fix the problem. DBH has also begun
weekly meetings at which both clinicians and the billing department are
represented. At these meetings, they attempt to settle differences and
tigure out how to record and bill for services more seamlessly and with
fewer errors.
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The Division Says Pro-Filer Data
Quality Is Comparable

DSAMH reports that the quality of data from DBH and the rest of
the consortium is comparable to that from other centers, but no better.
This is an improvement from March 2002, when the division requested a
corrective action plan regarding their data submission because of the poor
quality of data. DBH responded that they would have an EHR in place
by summer 2002. They were able to install the system by November
2002 but were not able to use it until 2004. The IT programmer for the
division said that, currently, the data is good. She also said that the
systems across the state are all different, but they are of good quality.

Recommendations

1. We recommend that DBH have an open discussion with staff

regarding their difficulties/suggestions for the improvement of
Pro-Filer.

2. We recommend that DBH assess Pro-Filer’s staff training program
to identify areas needing improvement.

3. We recommend that DBH create, disseminate, and maintain a Pro-
Filer training manual for all staff members.

4. We recommend DBH clearly communicate to staff the changes
made to Pro-Filer as well as the reason for the changes.

5. We recommend that DBH work with its oversight agencies to
remedy Pro-Filer data concerns.
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Appendix A
Affiliated Entities’ Formation Details

DBH Holding Company

Type of Corporation: A new, nonprofit, tax-exempt corporation.
Purpose: To promote behavioral health treatment and recovery services, through the work
of its subsidiaries: DEO, Daybreak, DBH, and the Foundation.
Governance: The board of directors that currently exists for DBH.
Initinl Funding Source: Private funds received by DBH through a donation or loan to the
Holding Company and/or loans of public funds from DBH.
Ongoing Funding: From donations to the Holding Company or the Foundation or profits
from Daybreak.

Diversified Employment Services (DEQO)
(Initially named Recovery Works)

Type of Corporation: A new, nonprofit, tax-exempt corporation.

Purpose: To promote recovery through employment of individuals with Serious and
Persistent Mental Illness (SPMI) in a work environment that also employs non-
SPMI workers and has a management structure that has specialized training in
supervising workers with SPMI. DEO would provide employment by starting
independent small businesses that provide a product or service to the general
public or through special federal government contracts set aside for handicapped
employment.

Governance: The board of directors, that has some members in common with the current

DBH board.

Initinl Funding Source: Private funds received by DBH through a donation or loan to DEO

and/or loans of public funds from DBH.

Onyoingy Funding: Would be as self-sustaining as possible, generating revenues from the
business enterprises or contracts it enters into. Additional funding
would be from donations to the Holding Company of the Foundation
and/or profits from Daybreak distributed by the Holding Company.
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Daybreak Behavioral Health (Daybreak)
(Initially named Francis Peak Family Counseling Center)

Type of Corporation: A new, nonprofit, tax-exempt corporation.

Purpose: To provide behavioral health outpatient treatment services to individuals, families,
and employee assistance programs that are outside the target population for the
community mental health system who have the ability to pay through private
insurance or other private sources. (Non-SPMI adults or Seriously Emotionally
Disturbed Children (SED).

Governance: An independent board of directors that may include some members of the
current DBH board, but the majority of the members would not be DBH
board members.

Initinl Funding Source: Private funds received by DBH, and through the assignment of
DBH’s employee assistance contracts, and/or loans of public funds
tfrom DBH.

Ongoing Funding: Daybreak would be self-sustaining, generating revenues from collections
tor the behavioral health treatment it provides. Excess revenues would
be donated to the Holding Company for distribution to DBH or DEO
to provide services to unfunded SPMI and SED individuals and their
tamilies.

Family Well Being Foundation

Type of Corporation: A new, nonprofit, tax-exempt corporation.
Purpose: To promote behavioral health treatment and recovery services through the work of
its sister corporations: DEO, Daybreak, and DBH.
Governance: The board of directors, whose members may have members in common with
the current DBH board.
Initinl Funding Source: Private funds received by DBH and/or loans of public funds from
DBH.

Ongoing Funding: Direct donations or through fundraising efforts. The donations received
would be distributed to DBH or DEO to provide services to unfunded
SPMI and SED individuals and their families.

Davis Employment Services

Type of Corporation: A new, nonprofit corporation

Purpose: To provide payroll and administrative services to the other corporations.
Governance:

Initial Funding Source:

Ongoing Funding: Fees charged to the other corporations.
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Appendix B

DBH Private Funds Calculation. DBH calculated that they had $1.2 million in private funds they could
use to fund the new, nonprofit organizations.

Fiscal Year Fees & Ins Net Income Capit'\gteiglncggrplus Private Funds Dedications
1986 114,600 -1,166 0 -1,166
1987 344,349 242,594 242,594
1988 317,265 147,660 147,660
1989 309,687 236,735 236,735
1990 266,092 -5,382 0 -5,382
1991 272,173 154,777 154,777
1992 252,171 -36,694 0 -36,694
1993 280,344 394,435 280,344
1994 324,627 441,641 324,627
1995 322,452 56,947 56,947
1996 356,508 970,150 970,150 0
1997 505,952 374,704 270,088 104,616
1998 604,320 481,547 176,112 305,435
1999 552,514 396,764 424,097 0 -27,333
2000 735,035 184,555 8,339 176,216
2001 518,123 -178,294 356,358 0 -534,652
2002 564,161 808,181 715,570 92,611
2003 786,165 751,212 1,502,291 0 -751,079
Stalsigffap 7,426,538 5,420,366 4,423,005 2,122,562 -1,356,306
2004 727,616 418,014 1,661,979 -1,243,965
2005 703,149 -47,807 -59,844 12,037
2006 1,017,933 566,567 -350,000 916,567
2007 764,482 682,227 181,510 500,717

Total 2007 10,639,718 7,039,367 5,856,650 2,623,279 -1.671,667

Less coverage for net income loss and Medicaid Surplus -1.671,667

Plus Trust 52,102

Less amount used for coverage of entities -635,847

DBH Private Funds as of 6/30/07 $ 868,584
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Appendix C
Consortium IT Project Expense Details

Fiscal Year Uni/Care Costs ITX Costs Other Costs Total IT Costs
2003 $ 543,865 $ 549,571 $ 37,359 $ 1,130,796
2004 583,542 412,575 73,080 1,069,198
2005 384,535 618,240 58,541 1,061,316
2006 201,100 757,475 95,028 1,053,603
2007 125,173 935,745 5,909 1,066,828

Average $ 367,643 $ 654,722 $ 53,983 $ 1,076,348
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Agency Response

Note: The entire response, including exhibits, is available by request at the
Oftice of the Legislative Auditor General
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June 11, 2008

Mr. John Schaff, CIA

Office of the Legislative Auditor General
W315 State Capitol Complex

Salt Lake City, UT 84114

Dear Mr. Schaff,

This letter is to register the strong objection of the Board of Directors of Davis
Behavioral Health, inc. (“DBH"), to your refusal to permit the Board to see a copy
of Legislative Audit Report No. 2008-06 (the “Report’), which makes findings and
recommendations regarding decisions of the Board and actions taken by
management pursuant to those decisions. Although you have asked DBH to
prepare a formal response to the Report, your audit manager, Tim Osterstock,
informs us that we cannot see a copy of the Report, even though Utah law
specifies that “all corporate powers shall be exercised by or under the authority
of, and the business and affairs of the nonprofit corporation managed under the
direction of, the board of directors.” (Section 16-6a-801, Utah Code Annotated).
Mr. Osterstock cites you as the source of that prohibition.

We know of no way that we can discharge our duties to the corporation whose
affairs we have been elected to govern if you require that we be kept in the dark
regarding the findings and recommendations to which you have asked DBH to
respond. Furthermore, we can see no legitimate reason why DBH management
must go on the record in response to the Report without the guidance and
direction of the body that is legally responsible for such direction. Although as a
matter of principle we would be inclined to withhold a response to the Report until
the Board has had an opportunity to read it and to participate in preparation of
the response. We are informed that Mr. Osterstock has said that the Report will
go to press on June 11, and that if no response is received by that date, the
Report will reflect that DBH did not reply to the findings. Unfortunately, this could
be interpreted by some to constitute a tacit admission by DBH of the allegations
contained in the Report.

Therefore, we have reluctantly authorized the CEO of DBH to present a response
in the preparation of which the Board has had no participation. The Board
reserves the right to file a supplemental response once the Report has been
released and we have had an opportunity to review it. In the meantime, we
would appreciate the courtesy of a personal response from you explaining your
decision not to aflow the Board access {o the Report.

Very #ly yours,
SIl kO AP P

r. James Q. Mason, Chairman
DBH Board of Directors

cc Sen. John Valentine

DAvis

BEHAVIORAL

HEALTH WC

Administrative Office
934 South Main Street
Layton, Utah 84041

(801) 544-0585
(801) 336-1782 Fax

Finance & Billing
P.O. Box 460
Bountiful, Utah 84011

(801) 298-3446
(801} 298-3449 Fax

Kaysville Clinie
934 South Main Street
Layton, Utah 84041

(801) 546-1168
(801) 544-0770 Fax

Bountiful Clinic
470 East Medical Drive
Bountiful, Utah 84010

(801) 268-3446
(801) 298-3449 Fax

Layton Clinic
2250 North 1700 West
Layton, Utah 84041

(801) 773-7060
(801} 774-6100 Fax

TTY
Utah Relay Service
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INTRODUCTION

The management of Davis Behavioral Health,
Inc. (“DBH") has carefully reviewed the findings

: and recommendations of Legislative Audit
Report No. 2008-06 (the “Report”), which is a product of the audit that began in June, 2007.
The Report focuses on three subjects: (1) the affiliated non-profit corporations formed in 2004 to
support the mission of DBH; (2) a computer services contract entered info by DBH in 2003 on
behalf of a consortium of Utah community mental health and substance abuse treatment
centers; and (3) the implementation of the electronic medical records and billing system that is
the product of the computer services contract.

DBH accepts the recommendations of the Report and has begun implementing them. In
general, we believe the recommendations will be helpful as we seek to improve our organization
and its services. The audit team members spent considerable time at our facilities and among
our staff. Their third-party viewpoint of our operations is a useful complement to our ongoing
efforts to review and fine-tune our operations. As with any such third-party effort, the report is
still a view from outside. Consequently, there exists the likelihood that some level of
misunderstanding will inevitably occur due to the outsider’s lack of direct participation in the
establishment of company policy or in the execution of day-to-day implementation of directives.

DBH has no significant disagreement with the findings and narrative contained in Chapters |, 1il
and IV of the Report, which are well-reasoned and clearly stated. However, Chapter Il, which
criticizes the formation and operation of sister non-profit corporations that provided supportive
employment to DBH clients with disabilities, mental health services to those who were not
eligible for Medicaid, and fundraising support for DBH’s charitable activities, is troubling for
several reasons:

1. The over-riding criticism of the auditors is that the affiliated non-profit charities did not
make a profit, and that DBH used a portion of its private fund reserves to support the
formation and operation of these entities. We believe that the use of private reserves to
fund mental health services and evidenced-based recovery programs is appropriate and
consistent with the charitable mission of DBH.

2. Financial and other information contained in this Chapter is inaccurate.

3. The Report discusses the alleged cost of the affiliated entities, but is largely silent on the
benefits generated by those expenditures. It ignores the fact that the two non-profit
entities focused on in Chapter I, Diversified Employment Opportunities, Inc., and
Daybreak Behavioral Healthcare, provided significant clinical and support services to
their clients. These services were provided using evidence-based practices at a
reasonable cost, and produced high consumer satisfaction.

Legislative Audit Response
June 2008
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4. The standards used for evaluating the affiliated entities are not stated. Unlike the
authorities cited in Chapter IV of the Report, there are no references 1o national
behavioral health organizations, best practices or industry standards.

5. The findings in Chapter Il are not supported by the quality of evidence customary for
audit reports. Much of the “evidence” is anecdotal, consisting of opinions and
statements of unnamed staff members or officials that are inconsistent with
contemporaneous documents and other credible evidence that suggest a different
conclusion.

6. Many of the comments in Chapter Il are to the effect that DBH or its affiliates could have
used a different structure, model or practice in the activities they conducted. To say that
something could have been done differently is not a particularly helpful observation. A
more meaningful conclusion is that it should have been done differently, which
conclusion is customarily supported by credible evidence and the weight of authority.
Unfortunately, some of the ways in which the auditors said things could have been done
would constitute Medicaid fraud. Other suggestions would result in much higher costs to
state and county government while producing less favorable outcomes.

7. Finally, Chapter 1l of the Report largely ignores the regulatory and funding environment
in which DBH's board of directors and management made decisions relating to the
creation and operation of the affiliated non-profit corporations. The correctness of a
decision to choose action over inaction, to address new challenges in a particular way
instead of continuing the status quo, can only be properly evaluated in light of the
context of the time, and of the information available to the decision-makers at the time
the decisions were made. DBH'’s Response to the Audit Report, below, begins with a
discussion of that context and environment.

DBH recognizes that evaluating a mental health and substance abuse service provider as it tries
to keep pace with clinical advances in today’s complex funding and regulatory environment can
be challenging. The advantages of an outsider's perspective in the audit process are inevitably
accompanied by the disadvantages of limited familiarity with the clinical subject matter and the
regulatory environment in which decisions were made. We at DBH appreciate the opportunity
to clarify and provide proper context to matters addressed. To this end DBH has prepared the
attached response in an effort to clarify facts and circumstances that it believes have been
inaccurately represented in Chapter I of the Report.

Respectfully submitted,
- e
R

Maureen Womack, CEQ
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DBH’'S RESPONSE TO CHAPTER Il OF THE
AUDIT REPORT

On June 18, 2001, President George W. Bush
signed an Executive Order promoting
community-based alternatives -- rather than
institutions -- for individuals with disabilities. This Executive Crder directed key federal agencies
to work closely with states to ensure full compliance with the Supreme Court's ruling in the case
of Olmstead v. L.C., 527 U.S. 591 (1999), and the Americans with Disabilities Act. In the
Oimstead case, the United State Supreme Court ruled that Title II of the Americans with
Disabilities Act requires states, whenever possible, to place qualified individuals with mental
disabilities in community settings rather than in institutions. The Supreme Court called on the
states to develop "comprehensive, effectively working plans” to provide services to individuals
with disabilities in the most integrated settings possible.

On April 29, 2002, President Bush announced the appointment of the New Freedom
Commission on Mental Health, and charged the commission “to study the mental health service
delivery system, and to make recommendations that would enable adults with serious mental
ilnesses and children with serious emotional disturbance to live, work, learn, and participate
fully in their communities.” The Commission’s twenty-one members had broad experience in
relevant fields, including medicine, private and public mental heaith services, higher education,
public health policy, governmental regulation, the legislative branch and the judiciary.

The New Freedom Commission on Mental Health presented its report to the President on July
22, 2003 with the following comment:

After a year of study, and after reviewing research and testimony, the
Commission finds that recovery from mental iliness is now a real possibility. The
promise of the New Freedom Initiative—a life in the community for everyone—
can be realized. Yet, for too many Americans with mental illnesses, the mental
heaith services and supports they need remain fragmented, disconnected and
often inadequate, frustrating the opportunity for recovery. Today's mental health
care system is a patchwork relic—the result of disjointed reforms and policies.
Instead of ready access to quality care, the system presents barriers that all too
often add to the burden of mental illnesses for individuals, their families, and our
communities.

The time has long passed for yet another piecemeal approach to mental health
reform. Instead, the Commission recommends a fundamental transformation of
the Nation’s approach to mental health care. This transformation must ensure
that mental health services and supports actively facilitate recovery, and build
resilience to face life’s challenges. Too often, today’s system simply manages
symptoms and accepts long-term disability. Building on the principles of the New
Freedom Initiative, the recommendations we propose can improve the lives of
millions of our fellow citizens now living with mental ilinesses. The benefits will
be felt across America in families, communities, schools, and workplaces.
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The Commission's report noted that, while mental illness is estimated to cost society $78 billion
dollars a year (most of it in lost productivity), access to mental health care is complicated by
limited private insurance coverage, as well as public services and funding that are fragmented
among multiple programs with disparate objectives and requirements. The report noted that
“to0 many of those funding streams are tightly restricted in how they can be used and for
whom.”

Among the report's recommendations for facilitating the integration of those recovering from
mental illness into the community are housing and employment programs. The report urges
promotion of evidence-based practices such as supported employment “rather than pay for
ineffective day treatment programs that do not support employment.” In other words, there are
progressive clinical reasons for changing the approach to treating individuals with mental health
challenges.

Supportive of the recommendations of the Commission report were guidelines and resources
developed by the Substance Abuse and Mental Health Services Administration (SAMHSA), an
agency of the federal government. Beginning in 2003, SAMHSA's Center for Menta! Health
Services sponsored a nationwide initiative to promote the widespread adoption of six evidence-
based practices (EBPs) -- treatments that have consistently proven to generate positive
outcomes for adults with serious mental iliness -- and published resource kits for implementation
of these practices. The six evidenced-based practices were:

= Assertive community treatment

liness management and recovery skills

Standardized pharmacological treatment

Family psycho-education

= Supported employment

= Integrated treatment for co-occurring mental ilnesses and substance use disorders

As community mental health and substance abuse treatment centers throughout the country
began to implement the recommendations of the Commission report and the six evidenced-
based practices, centers in Utah learned of a major change in Medicaid policy that would
dramatically affect their ability to provide services. The Utah Department of Human Services
announced that the state could no longer use excess Medicaid funds accumulated through
program efficiencies to pay for services other than “medically necessary” services to Medicaid
enrollees. Other services, including mental health support services to the indigent and
underinsured to help them avoid the need for more intensive and costly treatments, could no
longer be paid for with Medicaid funds. To add to the problem, state budgets for mental health
services were also being reduced.

These developments were of such concern that the Board of the State Division of Substance
Abuse and Mental Health published a white paper outlining the anticipated reductions in
funding. The white paper stated that “with a projected loss of $7,000,000 as a result of
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Medicaid changes, in addition to a $7,038,400 cut in state funds, and $520,800 in federal funds,
the impact is a loss of $14,559,200, or an 8.8% reduction in revenues to the system.”
[Emphasis in original] The impact on community health centers was expected to be profound:
“Large numbers of clients will be discharged -- as many as a few hundred in some rural mental
health centers, many hundreds in some urban centers.” The Division expressed concern about
the effects of these cuts on the community. The anticipated cuts in service “present a significant
risk to public safety and to the well being of our citizens, our communities and our families.” The
white paper goes on to say: “The impact on clients who will no longer be able to access services
will be tragic. Impacts could be felt in hospital emergency rooms, primary care doctor’s offices,
jails and juvenile detention facilities, families and mostly the clients themselves, who could be
relieved of the consequences of mental illness with treatment. Additionally, the use of Medicaid
dollars to subsidize contracts with state agencies (Juvenile Justice Services and Child and
Family Services) will no longer be possible.” (A copy of the white paper, entitled “White Paper:
Current and Emerging Issues in Public Substance Abuse and Mental Health” is attached to this
response as Exhibit A.)

As predicted in the white paper, several centers discontinued services to non-Medicaid clients,
including many who had been in treatment for years. As the Board of Directors and
management of Davis Behavioral Health considered how to meet the new funding challenges,
they concluded that there were only two realistic alternatives: (1) downsize its operations by
reducing or terminating services to non-Medicaid clients, or (2) create alternative growth
opportunities. DBH was cognizant of its charge from the local mental heaith authority to provide
“mental health services to and for all persons, including adults, youth, and children, within Davis
County” and did not feel that it should abandon the care of its clients, many of whom had
serious mental illnesses. Therefore, the Board determined to develop a plan that would
continue the implementation of evidenced-based practices in the care of its clients and seek
new opportunities for growth.

As DBH was in the process of implementing the recommendations of SAMHSA and the New
Freedom Commission on Mental Health in 2003, the Office of the Legislative Auditor General
released Report No. 2003-05, “A Performance Audit of Utah’s Local Mental Health System.”
The report criticized one mental health center for engaging in “untraditional practices” that
“extend beyond traditional mental health services. ... This involvement raises concerns about
the best use of scarce public funds, a determination that should be made by the LMHA [local
mental health authority], not its contractor.” The report alsc stated that “Mental health oversight
authorities should set policy on MHC [mental health center] involvement in outside activities and
should be more involved in the oversight of such projects.”

In light of the findings of the 2003 audit mentioned above, and in the absence of any policies by
state or county oversight bodies concerning activities such as supported employment (one of
the evidence-based practices touted by SAMHSA and the New Freedom Commission, but
viewed as “untraditional” by the auditors), DBH resoived to include all relevant state and county
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government bodies in the development of the plan to establish a supported employment
program and seek new opportunities for growth.

As DBH considered the best legal structure for providing clinical services to non-Medicaid
clients (including those covered by private health insurance and those treated on a fee-for-
service basis) and supported employment services to its clients with disabilities, it retained
outside corporate and tax counsel and reviewed how such services were being provided by
other non-profit organizations. Several alternatives were discussed over a period of several
months, with the Board eventually approving the structure recommended by counsel, which had
the following characteristics:

= Three new operating entities would be created: one to operate the supported employment
program, another to provide clinical services to non-Medicaid clients, and a third to solicit
charitable contributions for DBH and the new affiliates.

= The operating entities would be Utah non-profit corporations. The limited-liability nature of
each corporation would help insutate DBH and the affiliated corporations from potential
tort liability arising out of the activities of the entities. Using separate entities with separate
pank accounts and accounting records would also facilitate the tracking of funds and
avoid the commingling of public and private funds.

» The new non-profit corporations would apply for charitable status under Section 501(c)3)
of the Internal Revenue Code. In addition to the tax advantages available to charitable
organizations, this would facilitate the distribution of any excess revenues among the
affiliated entities, as needed.

» A non-profit holding corporation would be created to govern the new DBH affiliates, and
the board of directors of the holding corporation would be identical to that of DBH. This
structure was designed to prevent mission drift in the new entities, and to ensure that they
were always operated so as to complement and support the mission of DBH.

- Consultations with State and County Officials -}._'ZQ? —

During the process of formulating the proposed structure and creating the new legal entities,
DBH management consulted extensively with county and state regulatory and oversight bodies,
including:

= Davis County Commission (the local mental health authority)

» Davis County Attorney's Office

» Davis County Clerk/Auditor

« Division of Health Care Financing of the Utah Department of Health
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« Division of Substance Abuse and Mental Health of the Utah Department of Human
Services

» QOffice of the Legislative Auditor General

These bodies were provided detailed information about the purposes of the new entities, their
legal structure and the proposed sources of their funding. State and county officials were
invited to comment on and make suggestions about the proposal. A member of the Davis
County Commission was a member of the DBH Board of Directors, and was involved in all
meetings and had access to ali information regarding the formation and operation of the
proposed entities. As the plan evolved, a detailed letter was sent to various officials explaining
the structure, funding and proposed operations of the affiliated entities. (A copy of the letter sent
to the Davis County Clerk/Auditor is attached hereto as Exhibit B.)

The director of the State Division of Substance Abuse and Mental Health, Randy Bachman, and
then-State Legislative Auditor General, Wayne Welsh, reacted positively to the proposal,
congratulating DBH for its effort to expand funding for behavioral health services. (Mr. Welsh
had previously indicated that he could not formally approve the proposal, since his office might
be involved in auditing DBH in the future.) In their meeting with the Chairman of the Board of
DBH, the Davis County Commissioner serving on the DBH Board, and DBH’s corporate
secretary, Mr. Welsh and Mr. Bachman mentioned precautions that should be taken in the
formation of the affiliated entities, including ensuring “that accounting and expenses for each
entity are completely separate,” that “staff time used to develop and manage the entities can be
separated and reimbursed from appropriate funding sources,” and “that there is Local Authority
oversight for the use of public funds and compliance with State and County contract
requirements.”

The proposed structure and operations of the new affiliated non-profit entities were included in
the Davis County Local Authority’s Substance Abuse and Mental Health Area Plan for FY 2005,
which was approved by the State Division of Substance Abuse and Mental Health. Michael
Deiily, Director of the Division of Health Care Financing of the Utah Department of Health, wrote
in a letter to DBH's CEOQ, Maureen Womack, that “[yjour formation of separate legal entities is a
positive step in preventing questions or concerns about the appropriate usage of Medicaid
dollars and other public funds.”

- Formation of New Entities & County Commission Approval of Operations -

After several months of study and discussion with various stakeholders, DBH created the
affiliated non-profit corporations in July, 2004, which immediately applied to the I.R.S. for
501(c)(3) status. Following a series of meetings with the Davis County officials to conduct a
detailed analysis of DBH’s private funds and a review and certification by outside tax counsel
that DBH'’s accounting of private funds was correct, DBH submitted a proposal to the Davis
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County Commission as local mental health authority to approve the initiation of operations by
the affiliated non-profit corporations. (A copy of the written proposal submitted to the
commission, entitled “A Proposal to Meet the Demand for Community Mental Health and
Substance Abuse Services in an Environment of Reduced Federal Funding and More
Restrictive Medicaid Rules” is attached hereto as Exhibit C.)

In its meeting of February 2, 2005, the Davis County Commission formally approved the
operation of the new affiliated entities and authorized the use of up to $900,000 of DBH’s
reserves to finance the operations of the new entities. Mindful of the counsel to separate the
accounting and expenses of the affiliates from those of DBH, separate bank accounts for the
new entities were set up at a different bank than that at which DBH had its accounts. A certified
public accountant was engaged by the entities on an hourly basis to maintain their financial
books and records. Start-up funding for the new operating entities was obtained through
commercial lines of credit in the total amount of $500,000, which were secured by a portion of
DBH'’s private fund reserves, as authorized by the Davis County Commission.

- Measuring Costs & Benefits

The audit report concludes that “recrganization was financially costly to DBH.” However, the
Report fails to distinguish between the costs of reorganization (i.e., the “form”) and the
operational costs of delivering the services the new entities were created to perform (i.e., the
“substance”). Formation of the corporate structure recommended by outside legal counsel for
the proposed non-profit activities was not particularly costly, and was based on sound legal and
tax considerations. A major deficiency in the Report is that it fails to assign any value to the
services provided to the residents of Davis County by the new operating entities. The real issue
is not whether an activity cost something, but rather whether the benefits resulting from those
costs justified the expenditure.

The Chief Financial Officer of DBH had several discussions with the auditors about the figures
presented in support of their conclusion that “DBH spent about $850,000” on the non-profits.
Since the presentation chosen by the auditors was to represent an increase in expenditures
occasioned by the existence of the sister non-profit corporations, they should not have
considered those costs that were simply shifted for accounting presentation but not increasedin
amount. Examples of such stable but partially allocated costs are for liability insurance and
some DBH executive salaries. The figures suggested by the CFO for inclusion in Figure 2.2 of
the report made appropriate adjustments. The auditors have chosen to disregard the data
provided and the CFO's suggestions in this matter. The effect of that choice is to
inappropriately and significantly overstate the quantity of funds invested by DBH in start-up
costs and the providing of services by DEO and Daybreak.

Figure 2.2 further contains a significant numerical error — probably due to an inadvertent
misreading by the auditors. The figure shown as “Additional Support by DBH” for the
Foundation is shown as a positive rather than a negative number. At the time that the
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companies were assimilated into DBH, the net asset balance for the Foundation showed an
accumulated earnings surplus of approximately $62,000 rather than a loss of that amount as
represented. This error alone results in overstatement by the auditors of $124,500 in the total
funds expended by DBH.

The Report’s discussion of costs concludes with the following bit of peculiar analysis on page
12: “DBH’s CEOQ [says] that empioying clients keeps Medicaid costs down because they are no
longer in a Medicaid-reimbursed day treatment program. We do not believe that savings would
be significant given the low number of therapy sessions for the existing DEO clients.”

The “low number of therapy sessions” for DEO clients cited by the auditors in fact demonstrates
what DBH therapists have consistently observed: that individuals recovering from mental iliness
require fewer day treatment services (at a corresponding reduction in cost) when they
participate in meaningful employment such as that provided by DEO’s supported employment
program.

_ Nature of the Funds Used to Support the Affiliated Non-Profits

The Report states that there are still questions about whether DBH's accumulated reserves of
$1.2 million from fees paid by consumers, payments from private health insurance and
charitable donations constitute “public” or “private” funds. Neither the Report nor individuals
quoted in it cite any authority for the proposition that these are public funds.

Even though the Utah Legislature has provided a clear statutory definition of “public funds,”
DBH consulted with county and state officials, and also engaged outside tax counsel to conduct
an independent review of the accounting before the affiliated non-profit entities were created or
funded. The tax attorney’s opinion stated in relevant part as follows:

Section 17-43-203(1)(a) [of the Utah Code] defines public funds for purposes of
county human services. It provides that public funds are '(i) federal money
received from the department or the Department of Health; and (ii) state money
appropriated by the Legislature to the department, the Depariment of Health, a
county governing body, or a local substance abuse authority for the purposes of
providing substance abuse programs or services; and (b) includes that federal
and state money: (i) even after the money has been transferred by a local
substance abuse authority to a private provider under an annual or otherwise
ongoing contract to provide comprehensive substance abuse programs or
services for the local substance abuse authority; and (ii} whife in the possession
of the private provider.”

Section 62A-15-102 defines public funds for State Department of Human
Services purposes. It provides that public funds are "those federal and state
monies that have been transferred by a local substance abuse authority or a
local mental health authority to a private provider under an annual or otherwise
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ongoing contract to provide comprehensive substance abuse or mental heatlth
programs or services for the local substance abuse authority or local mental
health authority. Those monies maintain the nature of ‘public funds' whife in the
possession of the private entity that has an annual or otherwise ongoing contract
with a local substance abuse authority or a local mental health authority to
provide comprehensive substance abuse or mental health programs or services
for the local substance abuse authorily or local mental health authority."

We reviewed the incomes and expenses of Davis Behavioral Health for a number
of years. We determined which funds during those years were received as a
resuft of Medicaid and related contracts. These funds clearly fall into the
definition of "public funds." We aiso determined the amount of expenses
associated with those funds. We noted that Davis Behavioral Health receives
additional funding as a result of court programs. While these funds come from
individuals in the form of restitution payments and not through federal or state
budgets or programs, we conservatively elected to treat those funds as “public
funds" because of the court involvement with the transfer of these funds from
individuals to Davis Behavioral Health. We then reviewed other sources of
funding, such as individual charitable bequests and individual payments for
services rendered and the expenses associated therewith. These sources of
funding are clearly not "public funds.”

Based on my review of the state and federal statutes goveming the funds
received by Davis Behavioral Health, it is my opinion that the calculations
performed in determining the amount of "public funds” received by Davis
Behavioral Health complies with the letter and intent of the law. Further, it is my
opinion that determining the amount of such public funds and the expenses
associated therewith, and treating those funds as "earmarked" funds is desirable
for both Davis Behavioral Health and the regulatory agencies involved. Davis
Behavioral Health will be able to easily demonstrate to governmental auditors the
sources and uses of its funds.

| have further recommended to Davis Behavioral Health that activities which are
outside the scope of governmental funding be performed by "sister” entities.
Doing so would not only provide entity level segregation of funds but would also
provide entity level protection to further ensure that public funds are used only for
required public purposes.

In a policy adopted by the Davis County Commission on August 16, 2005, entitied “Davis
County Locai Substance Abuse Authority and Local Mental Health Authority Policy Regarding

Public Funds” (the “Policy”), reference is made to DBH and its affiliated non-profits:

Davis County, through the "Commission" acting in its capacity as the Authority,

contracts with Davis Behavioral Health, Inc., a private non-profit corporation,

(“Contract Provider”) to provide those services and passes the federal and state
funds received under the federal and state contracts and grants to the Contract

Provider.

Davis County also allocates funds from the Davis County General Fund to the
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Contract Provider for the purpose of meeting the substance abuse and mental
heaith needs of the residents of Davis County.

In addition to public funds, the Contract Provider also receives funding
from private sources, including donations, bequests and fees from
individuals and legal entities for services rendered. The Contract Provider
identifies such private funds in its books and records, which are audited each
year by an independent auditing firm. [Emphasis added]

The Policy goes on to give a definition of “public funds” on page 3:

For the purposes of this policy and subject to any future change in applicable
federal or state law, administrative rules or regulations, "public funds" means any
funds defined as public funds by:

(a) Sections 17-43-203 and 17-43-303 of the Local Human Services /\ct.

(b) Any contracts between the Utah Department of Human Services, Utah
Department of Health, or other or federal state agency and the Authority.

(c) Any grant requirements for federal and state grants received either by the
Authority or the Contract Provider for the provision of substance abuse and
mental health services to the residents of Davis County.

(d) Any administrative rules or regulations adopted, issued, or implemented by
the Utah Department of Human Services, Utah Department of Health, or other
state or federal department or agency relevant to the provision of substance
abuse or mental health services to the residents of Davis County.

(e) All funds allocated and paid from the Davis County General Fund to the
Contract Provider pursuant to the services contract between the Authority
and the Contract provider.

Although the auditors obviously concluded that the perceived “uncertainty” about whether
charitable donations and fees paid by consumers and private health insurance companies for
services are public funds warranted an audit “finding,” both the Davis County Attorney’s Office
(which drafted the Policy) and the Davis County Commission (which adopted it by unanimous
vote) determined that the clear and unambiguous fanguage of the relevant provisions of the
Utah Code provided the appropriate standard.

- Allegation of “Poor Execution” and “Financial Problems” -

The Report does not say what constituted the “poor execution” or “financial problems”
mentioned in this finding. The “partially-developed business concepts from outside consultants”
referred to in the Report were early discussion documents developed in 2003 and presented to
the DBH board in January 2004, nearly six months before the affiliated entities were created
and more than a year before they began operations. They described commercial activities that
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could be considered for the proposed supported employment entity (Diversified Employment
Opportunities) to provide vocational training and employment opportunities to DBH clients. The
DBH Board of Directors did not approve these proposals because of the overhead expense
required. Instead, the initial services provided by DEO were janitorial and courier services,
followed shortly thereafter by landscaping and catering services.

Ermployees hired for the new operating entities (Daybreak Behavioral Healthcare and Diversified
Employment Opportunities) were paid by those entities from their own budgets and bank
accounts. This did not increase DBH's expenses, although some of DBH's private fund
reserves held in certificates of deposit were used to collateralize the commercial lines of credit
used to provide start-up capital for the new entities. Interest on the lines of credit was paid by
each entity in full and on time, and the lines were open and in good standing at the time they
were voluntarily closed in 2007. None of the lines was ever in default nor did the bank at any
time seek to accelerate payment of the loans. The auditors’ conclusion that there were
“inancial problems” appears to be based solely on the fact that DEQ and Daybreak did not
generate operating surpluses during their first three years of existence. This is not unusuai for
non-profit, social service organizations. In fact, the supported employment program that won
the national award for excellence did not reach the break-even for five years.

No evidence is cited for the Report’s suggestion that the Davis County Commission, which
approved the proposal for funding and operation of the affiliated entities, “may not have
understood the issues in the reorganization plan.” The Report speculates that “ftihis lack of
understanding may be due to the commission’s representation on the DBH board.” One would
think that being a board member with full access to all business records and information, the
right to attend and participate in all board and executive committee meetings, and the
opportunity to ask questions and request additional information from staff and other advisors,
would be the ideal way to be informed on the issues.

The Report further suggests that perhaps a lack of understanding resulted from the fact that
“lo]nly one commissioner is active on the DBH board at any time and there is frequent turnover
of commissioner representation.” The number of commissioners to serve on the board is
specified in the mental health and substance abuse services coniract prepared by the county.
The commissioner who fills that board position is assigned by the commission itself. The county
commissioner who served on the DBH board during the time decisions were made regarding
the creation of the affiliated entities was a board member during his entire four-year term as
commissioner. He left that position when he failed to receive his party’s nomination for re-
election to his commission seat. His predecessor as commission representative on the DBH
board served in that capacity for six or more years. It is difficult to understand how the auditors
concluded that this long and extensive involvement in DBH's governance was the basis for the
Commission’s alleged “lack of understanding.”

The Report says that auditors “asked the Department of Health if DBH had to lease a separate
facility and create a new infrastructure to treat clients that were not on Medicaid.” The Report
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then concludes that “DBH could have isolated the costs using accounting techniques; they did
not have to create a new corporate structure or lease a separate facility.” DBH has never
suggested that it “had” to lease a new facility to treat non-Medicaid clients. The leasing decision
was made for clinical and business reasons, including the fact that there was no available space
in existing DBH facilities for the clinicians hired to staff Daybreak Behavioral Healthcare. The
legal infrastructure created for the operation of the new entities was suggested by outside
corporate and tax attorneys for a variety of legal reasons, including limitation of liability,
segregation of private and public funds, eligibility for participation in certain restricted programs,
and compliance with IRS rules relating to charitable organizations. The DBH board of directors
considered various structures, including those used for similar non-profit operations in other
states, and decided to follow the advice of its outside counsel.

_ Was There a Decrease in Public Funding in 2004-2005? _

The Report states that ‘{tihe negative funding impact experienced by DBH was not due to
decreased funding; it was caused by the Federal Government’s decision to prohibit the use of
excess Medicaid funds for non-Medicaid clients.” This is a distinction without a difference. The
fact that Utah was informed that it could no longer use excess Medicaid funds for non-Medicaid
clients and services meant that community mental health centers would experience an
immediate loss in usable revenue for existing programs and services. (Under Utah's Medicaid
plan, centers receive a funding allocation based on the number of Medicaid-eligible individuals
residing in their county, but the funds can only be used to provide Medicaid-approved services
to individuals enrolled in Medicaid.)

The State Division of Substance Abuse and Mental Health notified community mental health
and substance abuse centers of the dramatic changes that would result from the new
clarification of Medicaid policy. “Previously, savings accrued through program efficiencies have
developed system capacity and services statewide, have provided expanded services to
underinsured/indigent clients, have provided continuity of care during periods of client Medicaid
disqualification, and have provided client support services keeping them out of more intensive
and costly services. That appears no longer possible using Medicaid funds.”

Although perhaps viewed as inconsequential by the auditors, this change was seen as
monumental by other state officials and by the affected community mental health and substance
abuse treatment centers that would no longer be able to use surplus Medicaid funds to help pay
for services to the unfunded. The decision by DBH’s Board of Directors to use a portion of its
private fund reserves to start the new supported employment entity (DEQ) and the clinic for the
mentally ill who were not funded by Medicaid (Daybreak) was a reflection of the Board's
determination not to abandon the implementation of evidence-based practices or the care of
non-Medicaid clients in the face of announced reductions in public funding.
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- Alleged “Competition” by DBH with New Entities for Resources

The Legislative Auditor's conclusion that DBH was financially supporting the operations of the
new affiliated entities at a cost to its own operations is erroneous. Davis Behavioral Health
provided the following information to the Legisiative Auditor.

Davis Behavioral Health annually submits a budget to the Davis Behavioral Health Board of
Directors for approval. This annual budget is a list of all planned expenses and revenues for the
upcoming fiscal year. The budget is comprised of the following components:

1. An operating budget, which is an annual budget of activity stated in terms of budget
classifications, functional categories and cost accounts. It contains estimates of the total
value of resources required for the performance of our operations including the
reimbursable work and services of staff. It also includes estimates of workload in terms
of projected numbers of consumers to be served and the services they will receive. The
biggest expense in the operating budget is employee salaries and benefits
(approximately 80%).

2. A capital budget, which is the annual budget for projects that helps maintain or improve
DBH’'s assets and infrastructure. To be included in the DBH Capital Budget, a project
must meet one of the following criteria:

* |t is a new construction, expansion, renovation, or replacement project for an existing
facility or facilities.

= Itis a purchase of major equipment (assets) costing $5,000 or more.

= |t is a major maintenance or rehabilitation project for existing facilities with an
economic life of at least 10 years.

3. A reserve budget, which is comprised of funds that are earmarked by DBH from its
retained surplus for future use to cover write-offs or as seed money for the mission-
based enhancement of clinical care.

The funds used to secure the lines of credit of the affiliated non-profit corporations came from
DBH’s reserve budget and had no impact on its operating budget. As noted previously, the
period of 2004-2005 was one of uncertainty because of unanticipated changes in the restrictions
on the use of surplus Medicaid funds and reductions in state allocations for services to the
unfunded population. The state estimated the cumulative impact of these changes on
community mental health and substance abuse treatment facilities in Utah to be a $14 million
reduction in funds for operations.

In light of these projected reductions, DBH’s management and Board made two preliminary
decisions regarding its operations: (1) clients currently in services would be allowed to continue
in treatment until they could be safely and therapeutically discharged; and (2) employees would
not be subjected to layofis to reduce staff.

In the meantime, management began an evaluation of the key issues related to cost analysis:
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= What are the evidenced based services that DBH needs to provide to meet our
mission and promote recovery?

» How many staff do we need to provide these services (a capacity analysis)?

DBH did not increase staffing ratios, salaries, or give cost-of-living increases during this period
of uncertainty and evaluation until a determination could be made as to whether the operating
budget could sustain these increases. This period did create anxiety among the staff and
management of DBH in spite of the realization that change is inevitable and that the current
healthcare funding environment requires organizations to adapt to sudden and unanticipated
changes. (As several national experts in the field have noted, the changes required by a
recovery-oriented approach to mental health treatment can be expected to generate some
internal opposition among employee clinicians who feel threatened by change, who have spent
much of their careers in a different treatment model, or who believe that recovery is not possible
for people with mental health problems.)

DBH disagrees with the Legislative Auditor’s implication that it should have used its reserve
budget for operations, including hiring of staff and salary increases. DBH believes this to be a
bad management practice that could quickly consume cash reserves with no prospect of
replenishment. The Board’s decision to proceed with its plan to fund the affiliated non-profits
was a reasoned and prudent step that permitted a continuation of services to the residents of
Davis County, implementation of a key evidenced-based practice, and the establishment of
service entities with the potential to eventually become financially self-sufficient.

- Diversified Employment Opportunities’ Alleged “Lack of Vision and
Poor Execution”

Diversified Employment Opportunities (‘DEQO"} has provided training and supported employment
services to more than 100 clients of DBH who are recovering from mental illness and/or
addictions. Many of these individuals had been unemployed and in day treatment programs for
years, and were living on government disability and support payments. Initially, DEO provided
janitorial services to DBH, replacing outside vendors. While the Report criticizes DEO for
providing services to DBH, replacement of outside vendors is the first step recommended by
experts in the supported employment field. Services provided to mental health centers by
outside vendors are the “low-hanging fruit” that is the easiest to harvest. Why pay money to
outside for-profit companies when those funds can provide employment opportunities for the
center's own disabled clients who are looking for work? As the DEQO work force has grown and
its employees have gained enough experience to be able to supervise their peers, additional
contracts have been obtained for services to outside customers, inciuding the State of Utah and
Weber State University. DEO has been commended by outside customers for the high quality
of its services, and the State of Utah recently contacted DEO to ask if it would be willing to take
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over a $500,000.00 janitorial services contract awarded to a company that has failed to provide
a level of service comparable to that of DEO.

The Report alleges that DEO performed unnecessary services 10 DBH in an “attempt to employ
clients at any cost to DBH.” This is simply not true. The Report's “gvidence” for this allegation
is the fact that payments for janitorial and food services were higher in fiscal year 2007 than in
2004. The Report ignores, however, the fact (disclosed to the auditors during their field work
and in meetings to comment on the draft Report) that the square footage of office space being
cleaned by DEO is much larger than the space cleaned in 2004 by outside vendors. For
example, daily janitorial services are provided to the Kaysville Clinic, a 27,000 square foot
medical office building acquired by DBH in January, 20086, and occupied by DBH and other
health care providers, that has been cleaned by DEO since its acquisition, but no mention of this
additional space is mentioned by the auditors, even though they included the cost of this service
in the FY 2007 costs.

Similarly, costs of food services are compared for fiscal years 2004 and 2007 with no mention of
the fact that five times as many meals were served to DBH clients in 2007 than in 2004,
including three meals per day, seven days per week to residents of the 16-bed Crisis Recovery
Unit. Furthermore, the auditors used the cost of food only for the 2004 figure, but ignored the
costs of DBH case managers who provided meal preparation services. The implication in the
Report that the pre-DEO practice was preferable fails to recognize two important facts: (1) that
the Davis County Health Department found that the way food was previousty stored and
prepared by DBH staff and clients violated muitiple health department regulations, and (2) that
food preparation work performed by case managers cannot properly be billed to Medicaid or
other public funding sources on a continuing basis. Properly trained and licensed DEO food
service personnel prepare and serve meals to DBH clients and other customers that are of high
quality, nutritious (menus prepared by registered dieticians) and in full compliance with
applicable laws and regulations. DEQ's disabled employees have learned skills and
professional standards of food preparation and catering that have permitted the organization not
only to serve the needs of DBH, but also to successfully cater events for non-DBH customers in
Davis County.

After discussing DEQ’s janitorial, food preparation and transportation services, the Report states
that DEO “bills DBH for all client wages.” This is incorrect. DEO bills all its customers, including
DBH, the fair-market value of its services. As with any service provider, employee wages are
part of the cost of services, which also include the cost of materials, equipment and overhead.

The Report also states that “some of the services that DEO is providing to clients could be paid
for by Medicaid or the State Office of Vocational Rehabilitation.” Although we are not sure how
the auditors came to this conclusion, the Office of Inspector General (OIG) of the u.s.
Department of Health and Human Services has declared that billing Medicaid for services such
as “client vocational training, including staff discussion of client employment options, or
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assistance provided to clients to locate employment” and “client transportation in circumstances
where the transportation was the primary service” are not services that can properly be billed to
Medicaid. (“Office of Inspector General Review of Medicaid Community Mental Health Provider
Services in lllinois”, September 2006) To knowingly charge Medicaid for such services would
constitute fraud punishable by civil and criminal penalties. DBH is not aware of any services
currently provided by DEO that could be billed to Medicaid.

If the State Office of Vocational Rehabilitation (“VR") were to contract with DEO to provide
vocational training to clients referred by VR, DEO could certainly bill VR for those services.
However, no such referrals have been received from VR and DEO’s small administrative staff is
being kept extremely busy training, supervising and managing its current roster of 58
employees, as welt as additional clients that will be referred to DEO under the current contract
with the Department of Workforce Services (‘DWS”). As DEO continues its growth and has
both the contracts and the supervisory personnel to justify adding additional employees to its
payroll, it will certainly do so.

The auditors’ finding that “DEQ has not used the DWS contract effectively” suggests a lack of
understanding about the contract and of the types of clients referred to DEC by DWS. The
DWS contract is for job coaching of 20 clients per year, and has limits on the amount of time
that DEO can provide services to these clients. The clients referred by DWS are those whom
DWS has been unable to place in employment with businesses in the community for various
reasons, including scheduling conflicts with essential mental health therapy, child care issues
and inability to pass a BCI criminal background check. DEO is, in effect, an employer of last
resort for these individuals. There is no reason to believe, as the Report suggests, that if DBH
were to limit its services to attempted placement of these clients in jobs in the community it
would be any more successful than the efforts by DWS itself. The success and value of the
DEOQ model is that it permits these clients with significant barriers to traditional employment to
work in jobs and with an employer that will accommodate their special needs and support them
in their recovery. The flexibility of the DEQ modet is a significant factor in producing the results
that DWS has described as “staggering” and that have caused DEQ’s program to be cited
favorably in national studies of supported employment.

DEO has no control over the number of clients who come into its program from DWS. The
number and frequency of referrals are determined by DWS. [n some months there may be five
referrals; in others only one or two. Clients who complete the program or leave for other
reasons prior to completion are not necessarily immediately replaced by other referrals from
DWS. Thus, the Report’s statement that at one point there were sixteen DWS clients in DEO
and a couple of months later there were only two is not an indication of program deficiencies,
but rather the normal result of the irregular timing of the arrival and departure of DWS clients.

The fact that only a portion of the contract budget was drawn down by DEQ in 2007 is not the
result of a lack of success with the contract, but rather of a delay in submitting billings to DWS
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for certain services. Because of its satisfaction with DEQ’s services, DWS carried unused 2007
funding into 2008. Perhaps the best indication of the quality of DEQ’s work under the DWS
contract is the language DWS itself used in renewing the contract for an additional year:

The resuits of the contract after the first year are staggering. Four customers
dropped out of the program not at the fault of DBH/DEQ or DWS. The remainder
has been successful. All customers have increased work hours. Two in three
have achieved thirty (30) or more work hours per week for four (4) or more
consecutive weeks. Every participant has achieved work stability. Over a third
have been promoted. Over haif are, or have, counted toward the federal
TANF/FEP participation rate. Just under half have successfully closed their
TANF/FEP cases due to increased earnings. At least three customers have
successfully moved into outside employment.

These results justify the continuation of the contract from October 1, 2007 to
September 30, 2008.  (Aftachment E “Work Statement” to DWS Contract
076089 Amendment #2)

Another finding of the Report that seems to reflect a tack of understanding of DWS procedures
is that “DEQ should work with clients to gradually increase their working hours.” The Report
says, “Our concern is that DEQ staff may be pushing clients to work increased hours too
quickly, based on DEO’s needs rather than when the client is ready.” The fact, however, is that
a DWS client's work hours are set by DWS, not by DEO. DWS prepares for each client a
written Employment Plan that is completed and signed by the DWS empioyment counselor after
consultation with the client and the client’s therapist, and then signed by the client. This written
Employment Plan, which specifies the number of hours the client is to work, is then sent to
DEQ, which makes work assignments in accordance with the plan.

The Report cites a specific case in which it alleges that “DEQ’s management required a client to
work almost 30 hours per week within a month of starting the job.” The Report states that the
“client’s hours escalated quickly and created a funding bonus for DEQ” and that this was done
“against the recommendation of DBH's therapist.” In fact, DEO required no such thing. The
initial DWS Employment Plan for this client, dated June 14, 2007, and signed by the client and
her DWS employment counseior, specified 4 to 8 hours of work per week. The next
Employment Plan, dated August 30, 2007, and signed by the client and her counselor, specified
16 hours of work per week. The last Employment Plan sent for this client by DWS and dated
September 10, 2007, specified 30 hours per week. The work assignments made by DEO for
this client followed the specifications of the Employment Plans issued by DWS.

The performance goals of a certain number of hours of work per week are not set by DEO, but
by DWS. The DWS contract states in the section entitled “Outcome Measures” that “The
Department’s customers are expected to be working 20 hours a week within four months of
the initial referral, and 30 hours a week within 7 months.” [Emphasis in original] The contract
says nothing at all about a gradual increase in hours worked by the clients. It DWS and the
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client desire a gradual increase, they can so specify in the Employment Plan prepared by DWS.
DEO simply provides job coaching and employment opportunities to the clients in executing the
plan developed by them and DWS.

DEO’s supported employment mode! was cited approvingly as one of nine initiatives with
“promising practices” by Mathematica Policy Research, Inc. (“MPR") in its 2008 report to the
U.S. Department of Health and Human Services entitled “Assisting TANF Recipients Living with
Disabilities to Obtain and Maintain Employment.” MFR, an outside contractor engaged by the
Department of Health and Human Services to conduct a study of state and local efforts to
promote employment among disabled recipients of Temporary Assistance for Needy Families,
also cited DEO’s model in a series of practice briefs produced for program administrators to
provide information about “potentially promising practices to promote sustained employment for
TANF recipients living with disabilities.” Copies of the MPR report and practice briefs
(Conducting In-Depth Assessments, Creating Work Opportunities, Creating TANF and
Vocational Rehabilitation Agency Partnerships, and Providing Specialized Personal and Work-
Based Support) were provided to the auditors, who chose not to mention them in their Report.

- Daybreak Behavioral Healthcare -

Daybreak Behavioral Healthcare leased space next to DBH’s executive offices in Farmington
and began operations with clinical services being provided on a part-time basis by two
psychiatrists, two advanced practice registered nurses, a psychologist and two licensed clinical
social workers. Clinicians were paid a percentage of coilections, thereby eliminating overhead
costs of salaries and benefits for everyone except one full-time support staff member. Daybreak
provided Davis County residents with access to the only psychiatrists in private practice in Davis
County at a time when waiting lists to see psychiatrists in Salt Lake and Weber counties were
backed up more than six months. During its first three years of operations, Daybreak served
more than 1,100 individuals, many of whom were suffering from serious mental ilinesses. At
least forty-four of these consumers would have required hospitalization and expensive inpatient
treatment had they not obtained the assistance provided at Daybreak.

Daybreak clinicians were of excellent quality and included professional staff from the University
of Utah and Weber State University. Daybreak has received referrals from primary care
physicians, LDS Family Services and other community sources. The greatest challenge faced
by Daybreak has been recruiting and retaining a sufficient number of prescribers to meet the
demand for services. Some of the original part-time clinicians who intended to transition into
full-ime positions decided to pursue advanced degrees or left to accept more lucrative offers
outside Davis County. The recent addition of an experienced full-time psychiatrist, Dr. Kay
Phillippi, will help meet the demand for prescriber services while increasing the revenues of the
clinic.
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The Report contains the inaccurate statement that “DBH’s CEQO claims that they had to create
Daybreak because DBH could no longer see clients with insurance.” The reason for shifting to
Daybreak clients whose primary funding source was private insurance, as well as those who
sought treatment on a fee-for-services basis, was in order to improve efficiency and reduce
costs. Because DBH has a large number of clinicians, it is expensive and time-consuming to go
through the empanelling process for every clinician and every insurance company used by DBH
ciients. Furthermore, DBH was carrying significant accounts receivable for services to self-pay
and insured clients as a result of difficulties with private sector billing and collection procedures.
Daybreak’s clinicians were already empanelled with the major insurance companies and its
support staff was experienced in insurance billing and collection. As a result, Daybreak’s aged
accounts receivable during the time it existed as a separate legal entity were aimost non-
existent.

The Report criticizes DBH'’s clinical structure (specifically the use of Daybreak to see clients with
private funding sources) as being “inefficient.” The auditors’ standards for judging efficiency are
not identified, but it should be noted that Daybreak has served more than 1,100 clients at a per-
encounter cost lower than that of DBH.

Criticism of Two Support Corporations as a “Duplication” _

The Report criticizes the creation of two support entities, DBH Holding Corporation and Davis
Employment Services, as a duplication of functions that could have been performed by DBH.
However, for DBH to have performed these functions for the affiliated non-profit operating
entities (DEO and Daybreak) would have been contrary to the directions given by state and
county officials, who made it clear that the accounting and funds of the affiliates should be kept
“completely separate” from those of DBH.

i

DBH Holding Corporation was not an operating entity and consumed no funds. The only
function it performed was to control the makeup of the boards of the affiliated non-profit
corporations through its power of appointment. The board of directors of the holding corporation
was identical to that of DBH. The purpose of this structure was to prevent mission drift by
ensuring that the activities of the other non-profits were consistent with and supportive of those
of DBH.

Davis Employment Services was a non-profit, closed group employee leasing company that was
officially the employer of DEO and Daybreak personnel so that those employees could qualify
for group rates on health insurance. Its services were provided to DEO and Daybreak “at cost”
and added no expense to the operations of either of these entities or to DBH.
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SUMMARY & CONCLUSION TO
CHAPTER 1l FINDINGS

During the years 2003-2004, mental
health centers throughout the United
States were undergoing major
changes in response to directives from the federal government that urged a new approach to
treating mental illness. Emphasis in the future was to be on recovery: a process leading to a
restoration of self-esteem and identity, and an attainment of meaningful roles in society.
Traditional approaches to mental health treatment, inciuding government support payments to
individuals who spent their lives in day treatment programs of perpetual duration, were
determined to be less desirable than programs using evidence-based practices such as
supported employment that helped the mentally ill develop a feeling of self-worth and a degree
of financial independence. Two major barriers to re-integration of the mentally ill into society,
access to affordable housing and employment, were identified by a presidential commission as
priorities that needed to be addressed by the nation’s mental health systems.

Unfortunately, rules governing the use of public funding for mental health services did not
change in harmony with the new directives regarding implementation of the recovery model and
use of evidence-based practices. For example, Medicaid funds, which account for more than
70% of the revenues of most community mental health centers, could not be used for vocational
education or supported employment programs, which were considered essential to recovery. In
Utah, the situation was made more difficult by an announcement from the State that excess
Medicaid funds accumulated through program efficiencies could no longer be used to pay for
non-Medicaid services such as mental health treatment to unfunded consumers. The State
Division of Substance Abuse and Mental Health predicted that this change in interpretation of
Medicaid rules would require that community mental health centers terminate services to
hundreds of clients at each center who had been receiving treatment. The loss to the State
system was estimated at over $14 million, and was described as a “significant risk to public
safety and to the well being of our citizens, our communities and our families.”

As centers were attempting to come up with programs to implement recovery modei treatment
programs in the face of a projected sharp decline in revenues, the situation became even more
uncertain in July of 2003, when the Office of the Legislative Auditor General issued a report on
its audit of Utah’s local mental health system that criticized the use of public funds for support of
what the auditors called “untraditional activities”. The criticized activities included affordable
housing and supported employment programs, two of the initiatives that were being encouraged
by the federal government as essential to recovery.

(n this environment of new treatment directives, projected decreases in funding, and uncertainty
as to what public funds could be used for, the Boards of Directors and management of DBH
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began work on finding ways to implement evidenced-based practices in mental health and
substance abuse treatment, meet the increasing demand for services in Davis County, and
comply with the more restrictive interpretation on the use of Medicaid funding. During this
process, DBH consulted extensively with county and state oversight bodies, obtained opinions
from outside legal counsel with expertise in corporate and tax issues, and drew on the
experience of community mental health centers in other states that had successfully
implemented similar programs. After considering various alternatives of a period of more than a
year, DBH created three new non-profit operating entities and two support entities to
complement and support the mission of DBH in providing mental health and substance abuse
treatment services to the residents of Davis County, including those who were not eligible for
Medicaid assistance.

The affiliated non-profit entities have, for the most part, fulfilled the charitable purposes for
which they were created. The mental health clinic has served more than 1,100 clients at a per-
encounter cost lower than that of DBH. The supported employment entity has provided
vocational training and employment to more than 100 disabled clients of DBH, and currently has
contracts for services totaling several hundred thousand dollars. DBH clients who participated
in the supported employment program have been able to earn money for their own support,
reduce their dependence on government support payments, and reduce their need for mental
health therapy. Most importantly, they have consistently expressed satisfaction in being able to
successfully perform meaningful work and become more self-sufficient. The foundation formed
to solicit charitable contributions raised more than $85,000 in its first year of operation, but its
activities were suspended by its board in 2006 in light of the difficulty of obtaining donations for
mental health services.

DBH believes that the decision made by its Board of Directors to use a portion of its private fund
reserves was both reasonable and prudent in that it permitted the implementation of a
supported employment program that has received both local and national recognition for
accomplishments in helping the mentally disabled obtain and keep meaningful employment, a
key element of recovery. It also provided funding for the establishment of an efficient, high-
quality psychiatric clinic that has provided mental health services to more than 1,100 residents
of Davis County who are not eligible for Medicaid. At a time when there are no other
psychiatrists in private practice in Davis County, and when obtaining an appointment to see a
psychiatrist in adjoining counties usually requires a wait of at least six months, Daybreak
Behavioral Healthcare was able to save many of its patients from serious mental breakdowns
that would have required hospitalization at great expense to public funding sources.

As evidence-based practices such as supported employment gained acceptance among Utah
regulatory bodies and were no longer viewed with suspicion as “untraditional activities,” Davis
Behavioral Health was able to dissolve its affiliated non-profit corporations in 2007 and fold their
operations into DBH. However, its mission of providing high-quality mental health and
substance abuse treatment services leading to recovery remains unchanged.
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“There are risks and costs to a program of action.
But they are far less than the long-range risks and
costs of comfortable inaction.”

John F. Kennedy
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INTRODUCTION

The Utah State Beard of Substance Abuse and Mental Health in the Board meeting in
May 2004 commissioned a white paper on current and emerging issues that impact
public substance abuse and mental health in Utah. Subsequently, the following
individuals met to review the orocess of developing a white paper that would describe
these issues:

Marie Christman, Deputy Director, Utah Department of Human Services

Randall Bachman, Director, Utah Division of Substance Abuse
and Mental Health

Rob Johnson, Business Manager, Bear River Mental Health

Dr. James Ashworth, Chairman, Utah Beard of Substance Abuse
and Mental Health

Jack Tanner, Executive Diractor, Utah Behavioral Healthcare Nebtwork

Patrick Fleming, Director, Sait Lake County Division of Substance
Abuse Services

The white paper outlines the background, history, current and emerging issues in
substance abuse and mental health. It provides a synopsis of recent history and issues
of public substance abuse and mental health services in Utah, and makeas
recommendations to policymakers for the delivery of future services.

On August 10, 2004, Robin Arnold-Williams, Executive Director of the Utah Department
of Human Services, called a meeting of local authority and state officials and other
stakaholders to addrass recent changes in Medicaid policy that have created significant
changes in the financing and the services to clients in the public mental health system,
as well as clients in other systems. A similar meeting was held on August 24, 2004 to
address current issues in substance abuse. Recommendations from both forums are
incorporated in this paper.

It is our hope that this white paper will assist everyone concerned about the state of
substance abuse and mental health services in Utah by providing information and
perspectives that will inform all stakeholders, including elected officials, advocates,
government agencies, the non-profit sector, and others who care about the individuals
and families we serve.

—-Randall W. Bachman, M.Ed., Directer, Utah Division of Substance Abuse
and Mental Health
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EXECUTIVE SUMMARY

Recent developments in substance abuse and mental heaith have challenged our ability
to maintain the current system of publicly funced services in Utah. From state bucget
cuts beginning in Fiscal Year 2002, to changes in Medicaid policy that have a
fundamental impact on the way mental health services are structured and deliverad in
the community, dramatic changes have forced a re-examination of our entire system.

The following white paper cutlines current and emerging issues and recommendations.
It also contains background information on substance abuse, mental health, and
Medicaid. From this analysis, and recent meetings to address strategies to address the
currant challenges in substance abuse and mental health, the foflowing
recommendcations are offerad:

1. Reaffirm Utah's commitment to effective substance abuse and mental health
pravention and treatment.

2. Reaffirm that public expenditures for the delivery of effective substance abuse and

mental heaith prevention and treatment services ars a wise use of resources.

Reaffirm Utah's commitment to the seriously mentally ill and addicted who are

indigent and most needy.

Support the coordination of funding and services.

Increase funding for critical services.

Support the goals of the President's New Freedom Commission on Mental Health;,

including the statement that services must be consumer and family- driven.

Engage the primary health care providers.

. Develop and expand the use of appropriate technology.

9. Support the implementation of effective evidence-based practices based on the best
availabie science.

10.Promote efforts to overcome the stigma of addictions and mental iliness.

11.Promote parity in health care for substance abuse and mental health services.

12.Develop a comprehensive statewide plan for the delivery of public substance abuse
and mental health services.

ooa W

Go

It is our hope as the citizens appointed to the Utan Board of Substance Abuse and
Mental Health that this white paper will assist everyone who cares about individuals and
families with substance abuse and mental disorders in Utah to work together to meet
our current challenges and build a life in the community for all who need our assistance.



PART 1

OVERVIEW OF CURRENT AND EMERGING ISSUES AND RECOMMENDATIONS

Since 2001, a downturn in the nation’s econemy has created significant shorifalls in
state budgets. Utah is no exception. Due to these state budget shortfalls and an
increase in demancd for service, due in part to population increases and an increase in
awaraness of the need and effaciiveness of substance abuse and mental health
services, accass to and availability of services have teen significantly affected. The
following synopsis illustrates the impacts in both substance abuse and mental health.

SUBSTANCE ABUSE

On the positive side, thers is a growing awarsness of the effectiveness of substance
abuse pravention and treatment in Utah and throughout the United States. In particular,
the impact of substance abuse on the child welfare and justice systems has besen well
documented. The effectiveness of Drug Courts and similar treatment and intervention
programs has been established. Substance abuse prevention programs in Utah are
working, as evidenced by a significant reduction in the number of students using alcohal
and other drugs in Utah over the last twenty years.

However, an increase in demand for treatment and recent budget cuts has resulted in
significant waiting lists. The face of the “typical” substance abuser has changed from a
middle-aged male alcoholic to male and female young adults involved in street drugs,
particularly methamphetamine, who are also involved in the legal system.

State budget cuts have impacted the access to and the availability of services to those
in need of substance abuse treatment. To illustrate, in Fiscal Year 2004 there was:

* A $75,000 reduction in statewide substance abuse services
» A 5494 400 recuction in funding to local substance abuse centers
. Due to these reductions, the state also stands to lose $335,000 in federal

Substance Abuse Prevention and Treatment (SAPT) Block Grant dollars due to a
Maintenance of Effort failure uniess funds are restored or a waiver is granted.

Finally, the Drug Offender Reform Act {DORA) is an initiative that is designed
eventually to provide assessment and treatment to all who need itin the corrections
system. The cost for this initiative will start at $8.3 million the first year, $12.1 million
the second year, and $17.3 million at the end of the third year, with the hope to sustain
that level of funding on an ongoing basis. While this is a significant investment of state
dollars, the proponents project a substantial cost avoidance in slowing the increasing
need for prison beds.



MENTAL HEALTH

A cositive development. as with substance abuse, is a growing awaraness of the
effactiveness of appropriate mental heaith traatment, inclucing early identification and
interventicn. From the 1599 Surgeon General's Ragoert, to the 2003 President’s New
Ereedom Commission on Mental Health, therz is an increased realization, not only i
mental heaith circles, but also among primary health care providers and the general
oublic, atout the reality of mental iliness and the promisa of effective interventions and
treatment.

State budget cuts ard changes in Medicaid policy have rasulted in cuts in service for
those in the public mental health system, particularly for those who are uninsurad. To
illustrate, racent state and federal cuts have resulted in:

A raduction of $3,039,400 to the Utah State Hospital. This reduction made it
necessary to cut 56 beds, including 26 forensic beds. (Note: As of this writing.
the Division and the State Hospital have been given permission to restore these
beds effactive December 1, 2004. However, ongoing funding to maintain these
beds and to mest the increasing demand of the justice population with mental
health issuss will continue to be a challerge.)

A $1,262,700 cut in funds to the community mental health centers.

A $1,441,300 decrease in funding for state-paid community services, which
includes cuts in the Families, Agencies, and Communities Together (FACT)
Program.

Corresponding federal and state funding reductions of $820,800, including
$300,000 in state General Fund cne-time appropriations, and $520,800 to
community mental health centers and community services.

Since state and local dollars can be used to match federal Medicaid dollars at a
rate of nearly three federal doilars for each state and lecal dollar, cuts in state
and local funding represent a three-fold loss of Medicaid funds.

A pending loss of $745,000 in federal Mental Health Block Grant funds due to
Maintenance of Effort (MOE) failure unless funds are restored or a waiver is
granted.

Recent changes in Medicaid re-basing of rates for the Prepaid Mental Health
Plan (Capitation) are projected to impact the budgets of the community mental
health centers by a rate reduction of approximately $3.2 million dollars. The
comtined rate reduction and corresponding loss of ability to use Medicaid
savings tc fund the uninsurad result in a loss of approximately $7 million
dollars, a projected caseload reduction of 4,332 clients cut from service,
and a reduction of 107 staff positions. (For further elaboration, see Parts 3 &
4 of this document.)



IMBPACTS ON BOTH SUBSTANCE ABUSE AND MENTAL HEALTH

The merger of the Division of Substance Abuse and the Division of Mental Health in
September 2002 was a significant event. While the raticnale was that the merger of the
divisions could result in administrative savings, and perhaps a better integraticn of
substance abuse and mental neaith services, paricularly for those with dual diagncses,
advccates for both groups exgrassed concerns about whether the needs of both target
groups would be short-changed. Notwithstanding the merger, there were budget
impacts on both systems, including:

. A $22,000 cut to information technolcgy
. A $555,900 cut in administration

These cuts impact not only the state’s ability to provide technical assistance, training
and suppert; they also increase the difficulty of providing proper oversight. A recent
legisiative audit raised concerns abeut the governance of the community mental health
centers and the role of the state and local county governments in providing proper

oversight.

Overall, the State General Fund cuts to both the substance abuse and mental health
systems have been $7,038,400 since Fiscal Year 2002.

Ravenues from all sources for community mental health centers wers $131,527,251 in
2002: revenues for community substance abuse were $33,566,656, for a total of
$165,093,907. Source: Utah Behavicral Healthcare Network report. With a projected
loss of $7,000,000 as a result of Medicaid changes, in addition to a $7,038,400 cut in
state funds, and $520,800 in federal funds, the impact is a loss of $14,559,200, or an

" 8.8% reduction in revenues to fhe system. Nearly all revenues in the public sector,

" whether provided by state or local government directly, or contracted to a private non-
profit organization, are dedicated to support expenditures for programs and services o
eligible target groups. Programs are allowed reasonabie administrative costs, and are
required to have fund balances to assure program viability in the event of revenue
shortfails or extraordinary client expenditures.

HISTORY OF FUNDING

Mental Health

The following information is from State Profile Highlights from the National Association
of State Mental Health Program Diractors Research Institute (NRI), June, 2004:

Nearly two-thirds of the funding for public mental health services (63%) was spent for
state hospitals in the United States in 1981. By 1993, that trend began o reverse s0
that only 49% was spent for state hospitals. By 2002, over two-thirds of the funding for
public mental health services (87%) was spent on community mental health programs,



and only 30% on state hospitais. Clearly there has been a major change in the way
sublic mental health sarvices have been deliversc in the past two decades—from a focus
srimarily on state hospitals and instituticnal cars {c cemmunity and family-based
treatment apprcaches. During that same period of time. 1981-2002, state mental nealth
agency controfled spending went from $8.1 billion doilars to $24.9 billion dollars.
However. in inflaticn-adjusted dellars, the increase was frem $8.1 billion dollars to 57.2
pillicr doliars. While the majority of funcing {57%) still comes from the state government
taxes. most of the recant incraase in funding has come from Mecicaid.

According to the mest recent figures availabie comparing Utah to other states and the
naticnal averages, in Fiscal Year 2002, Utah spent a total of approximately $159 million
doilars on putlic mental health services, which includes state, local, federal block grant
and Medicaid expenditures. Of that $133 milfion, $41 million was spent on the state
hospital, and 5118 million cn community-tased mental health.

Utzh spent abeut $69 per persen on state controiled menial health sarvices on a per
capita basis in Fiscal Yaar 2002, which includes Medicaic mental health expenditurss.
The national average was $37. Utan rankad 30th in per capita expendituras. These
data are based on expenditures prior to the most recent round of budget reductions.

Funding for stats mental health systems is complex. For example, funding for mental
health services can come from a variety of payers, including state and local revenues,
Medicaid, Medicare, the Health Rasources Services Administration (HRSA), the
Substance Abuse and Mental Heaith Services Administration (SAMHSA) and its
divisions, Housing and Urban Development (RUD), Education, the Social Security
Administration, the National Institute of Mental Health (NIMH}, and other federal
agencies.

Substance Abuse

Unlike mental health, Medicaid and other third party insurance is a small portion of
substance abusa funding. The majority of funding for substance abuse pravention and
treatment comes from federal and state sources. Local substance abuse authorities are
requirad to match 20% of the state General Fund pass-through dollars for substance
abuse. The Substance Abuse Prevention and Treatment {(SAPT) Block grant is a major
source of facderal funding for substance abuse prevention and treatment, currently $17.9
million a year. Twenty parcent of the Block Grant must be utilized for prevention

services.

Public funding for substance abuse pravention and reatment rose from $22.8 millien to
$33.6 million from 1997 to 2002. (Source: UBHN Regort: Funding History. Community
Mental Health Centers, Local Substance Abuse Programs, 1997-2002). However, for
Fiscal Year 2003, total funding had declined to $32.1 million, and for Fiscal Year 2004,
to $20.3 million. The main reason for the decrease was the loss of TOPPS |l federal
grant money for infrastructure development as well as other federai grants. (Source:



DSAMH records).

Thrers has been a markad shift in the "tygical” substance acuse treatment client in the
last decade. This shift nas been from the acult male alccholic to the adoiescent and
young adult inveived in street drugs, particularly methampnetamine. Tnere nas been an
incraasea as well with individuals involved in the criminal justice system or the child
welfars system. Conseqguently. funding for the justice populaticn has increased,
through federal grants and tobacco settlement dallars for drug courts. Over the past five
years, $3.5 million collars has been aliccated to drug courts and drug boards.

DOLLARS AND SENSE

Siudies have demonstrated the wisdem of investing in pravention and treatment of
addicticns and mental disorders. For example, advocates for Utah's Drug Offender
Reform Act (CORA) oroject a cost ofisat and avoidance of approximately $5.60 for
every dollar spent on treatment for individuals in the criminal justice system based on a
study in Oregon: (Source: Finigan M. “Societal Outcomes of Drug and Alcohol
Treatment in the State of Oregon”, Oregon Office of Alcohol and Drug Abuse Programs.
1586.) In pravention, based cn a California study, every dollar spent on substance
abuse praveniion and treatment resulted in a cost avoidance of approximately $7.00.
(Source: CALDATA, California Department of Alcohol and Drug Programs, 1994).

Dollars spent on effective pravention and treatment in both mental health and substance
abuse will help offset costs in:

. Criminal juslice

. Law enforcement

. Child protection and child welfare

. Primary health care

. Domestic violence

N Education, including special education

) Unemployment

s And finally, the immeasurable costs of family disrupticn and instability

IMPACT/STRATEGY MEETINGS

Robin Arnold-Williams, immediate past Executive Diractor of the Utah Department of
Human Services, called state officials, local mental health authorities and their
providers, and other stakeholders to an “Impact/Strategy” meeting on August 10, 2004,
The purpose of the meeting was to addrass the current issues in mental health,
particularly the impact of Medicaid policy changes on the system. From that meeting,
fallow up task groups and objectives werz developed. The input was synthesized into
five overall reccmmendations:

1. Reassess who is the public client, and review current laws, rules and policies.

2. Reexamine service delivery models to mitigate the impact of reductions on
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clients and families.

Scducate the public and legisiature abcut the impacts of reduced services.
Addrass the funding issues.

Frcmote Collaberation.

O B W

Represantative task groups have teen organized o adcrass each cf the arsas above.
except £5. Promote Collaboration. The recommendation was to use existing forums
and affiiiaticns to continue to promote and enhance effective caollaberaticn.

A similar meeting was held on August 24, 2004 to addrass criticat issues in substance
abusa, and the following recommendations were made:

Pravantion

Make prevention a priority.

Promote best practices.

Address workforce issues.

Promote public education.

Increase cocrdinaticn and integration of services.

reatment
. Provide adeqguate funding.
. Promote best practices.
. Addrass workforce issues.
. Promote integrated treatment.
. Collaborate with justice programs.

g~ WM = N =Wk =

Crosscutting and Other fssues

1. Reduce stigma through public education.

2. Re-design the system to make it more uses-friencly.
3

4

5

. Integrate the categorical funding.
Raview the infrastructure.
Promote local planning.

RECOMMENDATIONS

The Stata Board of Substance Abuse and Mental Health makes the following
racommendaticns as we move forward to meet the current and future challenges of the
system:

1 Reafirm Utah's commitment to effactive substance abuse and mental heaith
oravention and treatment.

Mare than encugh data exist to support the cost-effectiveness of pravention and
rreatment. YWhether in avoiding expenditures in child weifare, health, education,
corrections. law enforcement or business, the avidence is irrefutable: Prevention and
freatment werk! We no longer need to “prove it”. We need to acton it.

11



2 Reafirm that oublic axpenditures for delivery of sffective substance abuse
anc mental health oravantion and treatment are g wise use of resourcas.

Whether it is the fact that every dollar spent on gravention saves seven deilars, or
demenstrating the common sensa of treatment as an alternative to incarceraticn, we
must continue to promote affective prevention and trzsatment as a wise invesiment.

3 Reafirm Utah's commitment to the sericusly mentailv ill anc addicted who are
irdicent and mest needy.

The current law for mental health reguiras the system to pricritize services to adults who
ara seriously and persistently mentally ill and incigent, and children whe are seriously
emoticnally disturbed. In substance abuse, federal requirements determine service
oriorities, including pragnant drug abusers and women with dependent children.
Funding should be aligned to assure those who are most needy are sarved.

4 Supcort the coordination of funding and services.

Expenditures for substance abuse and mental health can be found in a variety of public
agencies’ budgets as well as private insurance, third party payments, client fees and
other sources. !dentification of possible funding streams and their cocrdination will
assure the cost-effective delivery of sarvices.

5 Incresase funding for critical services.

Funcing for substance abuse and mental health treatment has not kept pace with
demand. Increasad funding for critical services should be seen as a wise investment
and good public policy.

6. Support the goals of the New Freedom Commission, including the statement that
services must be consumer and family driven.

We need to supgort existing partnerships with consumers and families, and promote
new alliances with them. Effective medels of consumer inveivement have been
developed and refined. The system must move toward consumer and family support
and engagement. With only one of four or five persons in need of treatment receiving it,
we must think outside the professional delivery medels and develop and encourage
consumer and family directed systems of support.

7. Enaage orimary health care providers.

Substance abuse and mental health pravention anrd treatment are public health issues.
No lenger can primary care physicians, nurses, anc other medical professions afford to
not addrass substance abuse and mental illness in their practices. Professicnals in the
field of substance abuse and mental health must reach out to primary cars providers
and share their knowledge and expertise in support of the patient.
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3. Daveloo ard aexnand the use of aperocriate techrology.

Geal six of the NMew Freedem Commissicn on Mental Health envisions that technoicgy
is usad to access mental health care and informaticn, and the same could apply t©
substance atuse. Not only can technology be used © access cars and information, it
can se used to craatively connect these in need of care and supgort, and ic help
scmecne manage or racover from his or her disease. Technclogy ceuld be used in
craventicn to help families and communities understand the test way to prevent alconhcl
and cther drug abusa, to identify and intervene in the sarly stages of mental illness, and
to promcte healthy communities.

S Supcort the imclementation of effective avidence-based oractices basad on the best
available science.

Drafassicnals must be heid to a standard that supeorts continuous, rigorous, ongoing
training and education in the effective delivery of services. Organizations must provide
sufficient management and supgort to assure the delivery of quality services. We
should rainforce what works through funding. trzining. and technical assistance, and
abandon approaches that are outdated or ineffective.

10. Promota efforts to avercome the stigma of addictions and mental iliness,

Addictions and mental illnesses ara some of the most common, yet most treatable
ilnesses. Stigma hinders the effective intervention, prevention and treatment of these
diseasas. We must promote the notion that being clean and sober and mentally healthy
is essential to overall health, and fight the stersotypes and the prejudices that
characterize these ilinesses.

11 Promote parity in health care for substance abuse and mental health services.

Addictions and mental iliness must be recognizad and treated as diseases. Without
insurance parity, the primary cost of both ilinesses will be borne by the taxpayers.

12 Daveloo a comprehensive statewide plan for the delivery of oublic substance abuse
and mental health services.

We believe we are currently in a crisis that threatens the infrastructurs of our system.
However, crisis creates an cpportunity to transform and improve the way we do
business. Funding to help support the transformation of the public substance abuse
and mental health system will be available from the Substance Abuse and Mental
Health Services Administration (SAMHSA) in the near futurs. We should take
advantage of that support, and use it as an opportunity to develop a blueprint for what
we want the system tc be in the futura.
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CONCLUSION

The racant crisis in substance abuse and mental healith funding has presented
significant challenges. not cnly to ennance and axpand effective services fo those who
need them. but aiso to just maintain and build on what we have. Unforiunately, service
cuts in some araas. paricularly to those who ars uninsurad, present a significant risk to
pubiic safety and to the well being of our citizens, our communities and our families.
New advances in effsctive pravention, arly intervention, and treatment demonstrate
that investing in programs that promote healthy lifastyles and provice science-based
traatment really do pay dividends in the long run. Utah should use this crisis as an
coportunity to not only transform the current syswem. but also promote and preserve
what we have and what we know works.
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PART 2
Substance Abuse Services in Utah - 2004

Sitstance abuse is the misuse, abuse, cr cependence on aicohol and other
drugs that are both legal and illegal. Abuse and dependence are often not
undersiced to be diseases; however, these who enter frzatment for their
disease, siruggle to overcome and racover from it just like patients with other
illnesses. Substance abuse is often thought of as a cenditicn of the “weak-
willed” or “immoral”, a factor that may cause discrimination and cstracism, both
of which impede recovery. Overcoming the social stigma of substance abuse
and incraasing the pubiic's understanding of treatment and racovery ara goals
in both Utah and the United States.

Almost 85,000 adults and youth in Utan are in need of treatment for substance
abusa, but the current capacity for treatment in the public treatment system is
only about 18,000 slots (see chart below). Only 1% who need treatment in
Utah receive it.

The best strategy for reducing substance abuse is to prevent it. Prevention
rasearch has shown that the longer the cnset of substance use is delayed, the
lower the chance that a person wiill develop an addiction. Utanh has been a
leader in implementing science-based strategies to prevent and delay the use
of alcchol and other drugs among youth.

Alcohol has been and still is the most widely abusead drug in both the United
States and Utah, but both iflegal and legal drugs are also used and abusead.
Methamphetamine is the most common drug of choice among Utah women,
which can have devastating impacts on the family and community. Ycuth are
more likely to abuse marijuana, which coften leads to harder alcohol and other
drugs in later years.

Crime and substance abuse are sirongly linked with more than half of all
treatment referrals coming from the couris and law enforcement. This {akes a
toll on those non-offenders who need treatment but are unable to access it
becausa treatment slots are unavailable. Lack of treatment resources for
offenders also Ieads to recidivism and increased costs for both the justice
system and community. Substance abuse is one of the major aggravating
health care issues in both the United States and in Utah today even though it
can be successiully prevented and treated.
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Utah Statewide
Need For Treatment Survey Rasults
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Understanding Substance Abuse

Riclogical, medical, psychological, emotional, social, and environmental factors
all contribute to substance abuse and dependence. itis a “bio-psyche-social’
disorder that is progressive, chronic, and relapsing. Substance abuse often
dominates an individual's life with negative impacts both to the individual and to
those around him or her (SAMHSA, Changing the Conversation, 2000). As
addiction develops and progressas, compulsive use continues regardless of
negative consequences experienced by the addict. The ability of an addict to
“raason” a way out of addiction and to “will” abstinence becomes more difficult.
The compulsion to abuse substances lies partly in the configuration of the
huran brain. The neocortex provides the individual with the ability to reason
and to make complex dacisions; however, drugs affect the neccortex in ways
that disrupt reasoning and distort judgment. (Daryl S. Inaba, Pharm.D, in
“Uppers, Downers, All Arounders”).

Strategies Used To Impact Substance Abuse

The two major strategies usad to mitigate the impact of substance abuse in the
United States are pravention of use/abuse and treatment of addiction. The
National Institute for Drug Abuse reports that substance abuse is a preventable
behavior and addiction is a treatable disease.

Prevention Science: Delaying Use Reduces Risk of Abuse

Histcrically, subsiance abuse pravention has included a vast array of
interventions from totat prohibition, to temperance, to harm reduction.
Currently, skill building, resiliency programs and other science-based strategies
ara censidered the most effective ways to prevent substance abuse. These
programs focus on training in self-esteem, developing coping skills and
teaching parenting and peer leadership.
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The “cllowing statistics wers ccllected from patients recaiving substance abuse

treatment servicas in Utah in 2003:

1 38% of patients reported using alcencl or other drugs tetween the ages of
12 and 13.

2. 42% of clients started using their primary substance of stuse efors the age
of 18.

3. 58% raporied first use occurring tefors the age of 18.

Pravantion rasaarch has demonstrated that the lenger the onset ¢f alcohoi anc
cther drug use is delayed, the lower the chance that a perscn will begin to use
andior beccme dependent on that use. Risk and protective factors build on
natural resistive sirengths that peogie have, such as supgertive friends, family,
cemmunity. scheet and church. Rasearchers Steven Glenn, Ph.D., and Richard
Jessor, Ph.D., prasent four antecedents or pradicters of futurs drug use in
childran by age 12, that differentiates future abusers from futurs non-abusers.
They are:

1. A strong sensa of family participation and invelvement by age 12 -
Childran who fesl that they ara significant participants in and valued by their
families are less prone to substance abuse in the future.

2. An established personal position about alcohol, other drugs, and sex
by age 12 - Children who have a positicn on these issues and whg can
articulate how they arrived at their position, how they will act on it, and what
effact their position will have on their lives are less likely to develop alcohol or
cther drug problems.

3. A strong spiritual sense and community involvement by age 12 - Young
pecpie who fzel that they matter, who contribute to their community, and who
have a sense of roie and purpose in society ars less likely to develep significant
alcohol or other drug problems.

4. Attachment to a clean and sober aduit role mode! other than parents
by age 12 - Childran who can list one or more non-drug using adults for whom
they hava esteem and to whom they can turn for information or advice are less
prone to develop drug abuse problems. These positive role models, often
persons like a coach, a teacher, activities leader, minister, relative, neighbor, or
family friand, play a critical role in the formative years of a child's development.

Utah, a leader in applying the science of pravention services, has adopted the
risk and protective factor model as the basis of its substance abuse pravention
sarvices since 1950. Utah also conducts reguiar Student Health and Risk
Prevention Surveys (SHARP) that indicate the level of substance use in the
youth pogulation. Lifetime alconol use among high school students in Utanh has
decraased from 64% in 1997 to 37% in 2003. Lifstime marijuana decreased
from 41% to 19% during the same pericd. and other drugs {inclucing cigaraites)
decrzased simitarly.
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Intarvention and Treatment: A Client Focusad Model

Traatment of substance atuse in Utan is effective and is based on the test
science and practices deveicped over the last 30 years. Treatmentis defined
as “the broad range of primary and suppcrive services—inciuding identificaticn,
Erief intarvention, assessment, diagrosis, counseling. medical services,
csychiatric services, psychoicgical services, social services and fellew-up,
cravided for perscns with alcshol andior other drug orobiems. The overall goal
of iraatment is to raduce or eliminate the use of alcohol andror other drugs as a
centriputing factor to physical, psychological, and social dysiuncticn and to
arrast, ratard, or ravarse the prograss of any associated preblems” (Institute of
Medicine, 1980).

The mos: effective traatment planning is tased on an individual's needs and
rssponds to changes in need throughout the siages of treatment. A client
focused treatment model comprises these four elements:

1. Screening and assessment to identify treatment needs.
2 |ntake, clinical evaluation and placement in an apprepriate level of care.
3. Trezatment planning. engagement and retentjon in treatment.

4. Continuing care.

Utah has adopted the American Society of Addictions Mecicine's Patient
Placement Criteria (ASAM-PPC) as a guideline to place a person in the
appropriate level of care/traatment. The severity of substance related disorders
varies lika other disorders and may range from misuse to addiction, thus,
intarventions must be matched to the level of severity of the disorder. Simple
misuse may requira only a brief educational intervention, whereas a diagnesis
of substance abuse or dependance may reguire some level of treatment
ranging from oufpatient to intensive outpatient (10P) to partial hospitalizaticn
(day treatment) to residential treatment and/or detoxification. Effective
treatment addrasses multiple factors in preparation for self-management of
addiction. The maintenance phase of treatment and recovery is a lifslong
process that may or may not require professional treatment servicas.

Drugs of Abuse in Utah

In 2003, alcohel was the most commonly abused drug (36.36%) followed by
methamphetamine (23.76%). Cthers included marijuana (17.87%), neroin
(8.73%) and cocaine/crack (6.78%). In almost every other state in the nation,
marijuana is second to alcchol, which highlights the severity of
methamphetamine abuse in Utah. Methamphetamine use moved ahead of
marijuana in Utah in 2001 and has continued its upward trend since then.
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Currently. males represent tvo-thirds of the treaiment population. in 1891,
males reprasented 82% of the treatment population, and since then the number
of women antering treatment has doutled. In 1891, 83% of the admissions in
Utah wera for alconol, but in 2003 only 37% cof admissicns wers orimarily for
alcohol. Trzatment for abuse of other drugs has aimost tripled in the past 13
years.

Women More Likely to Abuse Drugs Other Than Alcohol

Gender differancas in cdrug use are significant in Utah. The following chart
damonstrates that the number of femalss in treatment exceeds the number of
males in only kwvo categories: methamphetamine and cocaine. Heroin and club
drug abuse are appreximately ecual between men and women. The most
drastic differences are in alcchal and methamphetamine use. In Utah, men are
morz likely to abuse alcohol and women arg mere likely to abuse other drugs.
The women who abuse methamphetamines are typically between 13 and 35
and 63% have young, dependent chilcren.

Gender and Drug Use in Utah, 2003

———— @Male
B Cemale -

Marijuana is Drug of Choice for Youth

Youth, under the age of 18, ara more likely to abuse marijuana than alcohol or
any cther drug. By maturity, 18-24 years of age, the drugs of choice, almast
ecually, ars alcchol and methamphetamine. Methamphatamine becomes the
number one drug of choice for ages 25 to 34. By age 35 and up. alcohol
becomes the most commonly abused drug. Prevention and intervention are
keys to kzeping youth from using and abusing substances.
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Treatment System is Dominated by Criminal Justice Patients

The courts and criminal justice system are significant contributors of substance
acuse treatment raferrais. Since 1994, referrals from the criminal justice
systam have trended steadily upward, currently reaching more than one-half of
alt treatment raferrals. Utah has concentrated rascurces and energy on the
criminal justice pegulation becausa of the impact this population has on the
community and state. Approximately 70% of priscn inmates in Utah have a
diagncsable substance abuse problem and would qualify for treatment. Even
more ara “involved” in alcohol and cther drugs, but don't meet the criteria for
abuse or dependence,

Refarrals alsc come from individuals (self-rafarrals). health cars providers and
other community sources such as employers and religicus (eaders.
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Most Offenders Needing Treatment Don’t Receive It

Simply locking up offencers does little to raduce the risk of recidivism so
treatment services are provided within the prisons. Ninety-five percent of all
inmates are released into their communities upon completion of sentences.
The Utah Department of Corractions estimatas. However, that only about one-



third of those who need sarvices are abie to access iraatment.  Many of these
individuals ara among the most chronic users. if the 70% who need substance
abuse treatment do not recsive it in prison, and if county-based substance
abuse treatment rasources ars not sufficient to meet the need. the adverse
impact on their communities is significant. Withcut reacily available commurity
treatment. additional burdens ara placed ugen courts. county jails. and local law
enforcement agencies.

Traatment Works In Utah

Data collection from treatment patients in Utah shows that treatment leads to
raduction in use of substancss, and cfien total absiinence. Those completing
treatment arz atle to live independently, stay employed and coniribute o their
families and communities.

In 2C03:
1. 58% of patients completing treatment wers abstinent or had decreased use.

2. Homelessness had decreased by 33%.

3. Employment rose by 19%.

4. Criminal activity and arrests were recuced by £5%.

5. Medical visits associated with drug use declined by 50%.

Another Utah study of follow-up data showed that 66% of patients wers
abstinent after 6 months and employment among them had risen from 37% at
admission to 65% at follow-up.

Treatment is Cost Effective

Research on the cost offset for treatment sarvices indicates that for every $1.00
spent on treatment, $7.00 in the costs of crime, healthcare, employment, and
social impacts are saved. Investment in substance abuse services keeps
families together, keeps people employed, and keeps communities safe.
Nationaily, substance abuse accounts for over $31 billion in asscciated social,
legal, and health related problems. [n the criminal justice system, substance
abuse incraases costs for palice and courts and for incarceration and
supervision of offenders. Victimization costs of property replacement, medical
expenses and insurance premiums are also impacted. Workplace accidents,
absentesism, and heaithcare services used are also impacted.

The cost of treatment is much less that the cost of incarceration. An evaiuation
cf the Washington County Drug Court found that it costs 45% less for an
offender to participate in drug court for one year than to place an offender in jail
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for 90 days. Because many substance abusars ars non-viclent offenders,
community rsatment is a viakie way 1o preser/e community safety while saving
tax dollars. The following estimate shows the cost to incarcerate a female drug
abuser with wo degendent childran.

Treatment Prasarves the Family

Ferhaps the graatest costs are to families. Childran who grow up with acults or
older siblings whe abuse substances stand a greater chance of tecoming
ahusars themsalves. Thesa childran may also be neglected, not receiving the
aporopriate cars for their nutritional. educational and nurturing needs.

Incarceration Treatment
incarceration for motner = Treatment services for family =
§26.000/year 514 5C00/year
Foster Care for young child =
$35.200/year
Foster Care for infant = $35,200/year

Total = $96,400 Total = $14,500

Recommendations

1. Parity in health care insurance for substance abuse services
Substance abuse must be racognized and treated as a disease. Until substance
abuse treatment is requirad coverage under health insurance plans it will
continue to be funded primarily by taxpayers.

2. Treatment vs. incarceration
Once community safety is assurad, treating substance abusing offenders in
community settings saves tax dollars and is more effective. The Drug Offender
Reform Act (DORA), considered in the 2004 legislative session and proposed for
action in 2005, would accomplish this.

3. Insist on a science-based approach to prevention and treatment that yields
successful outcomes
All substance abuse sarvices, whether publicly or privately funded, should be
based on proven, science-based approaches that meet or exceed best practice
standards and yield the following outcomes:

Abstinence from Alcohol/Other Drug Use.

Increased Employment/Education

Decrzased Crime and Criminal Justice Services

Sound Family and Living Conditions

BN =
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Kaep families together, keep pecple employed, and keep communities safe
Heaithy families. wherain ail of its memkbers are free of alcehol or other drug
atuse, ara integral to a health scciety. A healthy scciety is mere oroductive and
mora econcmically stable. Healthy commurities and families promcete a safar
environment and decraase crime.
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PART 3

MENTAL HEALTH SERYICES - 2004

Criar tc 1662, a tradiional fee-for-service medel existed in Utah for cemmunity-based
mental health sarvices. Payment for inpatient cars was the rasgensipility of the state
and zoth inpatient and cutpatient services could be provided oy any agoroved provider.
This multicle provider model resulted in a fragmented service system with no
acccuntabiiity for outcemes, no fexibility for effective reatment opticns, no ceerdinatad
patient follcw-up and no stable housing options for persons with mental illness. The
financial risk for the provision of mental health sarvices resided with the payer (the state
and federal governments), making cost effectiveness a iow priority for providers.

Under the leadarship of the Utah State Depariment of Health and with the involvement
and diraction of the Governcr and Legislature, a new model of service detivery for
mental heaith Medicaid racipients was develcped. The new maodel placed responsibility
for all mental health services with a single provider in 2ach established catchment area
of the Stata. It was expectad that apgroaches to services and treatment would be
rainvented and any savings occurring would be used as incentives to the provider for
developing the capacity and services of the mental health system throughout the state.

Sarvices were rainvented. In 1992, Southwest Centar, Valley Mental Health and Four
Comers Behavioral Heaith tested the new model and the “Utah Capitation Experiment”
began. Under this new capitated system, these centers were paid a manthly premium
for each eligible Medicaid member. All required services were to be provided within the
total premium paid. These test centers created annual service data upon which rates
were established specific to each centar's experience in providing services and
trea‘ment. This new model pooled all funding sources together (federal, state and
local), integrated and coordinated all client cars appropriate to individual client needs,
provided a full continuum of cara from intensive inpatient to cutpatient services, and
daeveloped new systems to support treatment including subsidized housing. supported
employment, and educational and vocational supports. The medel shifted financial risk
from the payer to these providers with each center at full risk for any cost overruns.
However, financial incentives existed for effective management of costs and for the use
of craative solutions by which the need for expensive inpatient care could be reduced.
The result was that pravious growth rates in state Medicaid expenditures for mental
health declined and savings through effective management of care were reinvested to
provide expanded treatment program options including services to uninsuredrindigent
clients with no other funding resources.

The model was expanded to all centers across the State except Northeastern and San
Juan Counsaling Centers in 1985. Northeastern Counseling changed from fee-for-
service to the capitation model in 2001, and later, Heber Valley Counseling was
separated from Wasatch Mental Health as a fee-for-service program. Capitated centers
wera grouped into three categories for the purpese of structuring rates: Rural, Urban
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and Vailey Mental Health. Rate setting was dene by what is now the federal Center for
Medicaid Sarvices (CMS) from rates submitted by the Utah Depariment of Heaith based
upen a raview of cost infermation provided by the capitated mental health centers to the
Utah Degartment of Heaith. Annual acdjustments to Medicaid rates were made to
accommcedata inflaticnary factors and program changes. Medicaid ravenues aiso graw
in progertion to incrzases in Medicaid eligibility.

The Federal Balanced Budget Act, effective August 14. 2CG3. changed the procedures
for setiing Medicaid rates. Certification of rates by an independent actuary was
required. The Utah Degariment of Health contracted with Pricewaterhcuse Cocpers for
that ourpose. To comgly, center-specific data was provided to the actuaries for
cerification. Through these new procedures, rates would now be basad on the actual
cost of services provided.

Tne actuaries reported that a comparison of Medicaid revenue to cost, together with
elimination of praviously eligible services, would reducs Medicaid mental health revenue
across the State. The impact of these changes has thraatened the continuation of
Utah's sffective management of cara and costs because risk factors would be too graat.
Medicaid contracts require that all medically necessary services exist in all counties.
However, the rates to be provided and the risks asscciated may affect the ability of
some mental heaith centers to both bear the risk and meet the cbligaticns of the
contract in the future. Some mental health centers, if financially unabie to bear the risk,
may have to abandon the managed care/cost medei and ravert back to a fee-for-service
system with its potential proliferation of high cost treatment placements. Thus, the rule
changes by Medicaid, instead of saving money, may have the reverse impact of actually
incraasing Medicaid costs. The actuaries, concerned about this possibility and to help
mitigate the impact of the loss, recommended to the Center for Medicaid Services
(CMS) a one-year transitional rate cutting the impact by one/haif. No action on this
propesal has occurrad as of this writing.

These changes will not only adversaly impact the mental heaith systems in many states
but will also leave them unable to address recommendaticns of the Report of the
Prasident's New Frzedom Commission on Mental Health. Utah will be no exception.
Praviously, savings accrued through program efficiencies have developed system
capacity and services statewide, have provided expanded services to
underinsurad/indigent clients, have provided continuity of care during periods of client
Medicaid disqualification, and have provided client supgort services keeping them out of
more intensive and costly services. That appears no longer possible using Medicaid
funds.

The impact on clients who will no longer be able to access services will be tragic.
imoacts could be felt in hosoital emergency rooms. orimary cara dector’'s offices. jails
and juvenile detenticn facilities. families and mostly the clients themselves. who could
ke ralieved of the consaguences of mental illness with treatment. Additionally. the use
of Madicaid dollars to subsidiza contracts with state agencies {Juvenile Justice Servicas
and Child and Family Sarvices) will no longer be passibie.




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.
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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

ACO:]j



Exhibit C

Response of Davis Behavioral Health, inc. to Legislative Audit Report No. 2008-06

A PROPOSAL TO MEET THE DEMAND FOR COMMUNITY MENTAL
HEALTH AND SUBSTANCE ABUSE SERVICES IN AN ENVIRONMENT OF
REDUCED FEDERAL FUNDING AND MORE RESTRICTIVE MEDICAID
RULES

Background

In response to recent changes in Medicaid funding rules that have significantly
reduced the resources available to community mental health centers in Utah, the Board of
Trustees of Davis Behavioral Health, Inc. (“DBH™), has recommended the formation of
three non-profit corporations to support and supplement the services that DBH can
provide under the new funding rules. These entities, which will be sister organizations of
DBH, will permit behavioral health services to be provided to a broader cross-section of
the community than DBH can service under the new Medicaid guidelines. One of the
new entities will be for the specific purpose of providing vocational training and
employment opportunities to DBH clients who are trying to transition from
hospitalization or other intensive treatment programs back to social and economic
independence. Although supportive employment programs such as this have been
strongly encouraged by SAMHSA (the federal Substance Abuse and Mental Health
Services Administration) as an evidence-based practice that is an essential component of
community mental health services, they cannot be financed with Medicaid funds.

In addition to providing a vehicle to provide our community with behavioral
health, substance abuse and family counseling services that cannot be provided to the
general public under the new Medicaid rules, another benefit of the new organizations is
that any surplus funds gencrated by their activities (above what is required for the
development and operation of their programs) will be available to Davis Behavioral
Health to help offset the losses DBH has experienced due to cut-backs in governmental
funding. It is proposed that the initial operating expenses of the new entities be financed
through loans from either of the sources described in the proposal below.

Outside legal counsel, as well as community mental health centers in other states
that have established successful programs of this type, have recommended that separate
legal entitics be used to provide these services, in order to facilitate the auditing of
income and expenditures, and to protect DBH from any uncertainty as to whether its
Medicaid funds are being used to subsidize DBH services that are not eligible for
reimbursement by Medicaid or that are being provided to individuals who are not eligible
for Medicaid benefits.

Proposals

DBH requests that the Davis County Commission, acting in its capacity as the
local mental health authority, approve the following proposals:

1. That Diversified Employment Opportunities, Inc. (“DEO”), a non-profit
corporation, be authorized to provide vocational training and transitional employment
opportunities to clients of Davis Behavioral Health who are completing mental health




and/or substance abuse treatment programs. The initial training and employment
program will be in the area of janitorial services. DEO has been certified as a NISH
program provider, which will give it priority for government contracts within its field of
SEeTVICE.

2. That a non-profit family counseling center be authorized to provide mental health,
substance abuse, and family counseling services on a fee-for-services basis to individuals
who are not eligible for treatment from Davis Behavioral Health under state and federal
assistance guidelines.

3. That a non-profit charitable foundation be authorized to seek donations from
corporations, private charities and other funding sources to provide supplemental funding
to Davis Behavioral Health, DEO, and the family counseling center.

4. That the initial operating expenses of DEO, the family counseling center and the
foundation be funded from one of the following sources (as the County Commission may
direct):

a. A loan from DBH’s contingency reserve (This fund, which consists of surplus
private funds that the Board of Trustees has directed be set aside for capital
expenses, special projects or other contingencies.); or

b. A line of credit from a commercial bank.

DAVIS BEHAVIORAL HEALTH, INC. BOARD OF TRUSTEES

By:

REX T. WILLIAMS, CHAIRMAN
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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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